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PROPOSALS FOR REDUCING POVERTY

THURSDAY, APRIL 26, 2007

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON INCOME SECURITY AND FAMILY SUPPORT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 1:00 p.m., in room
B-318, Rayburn House Office Building, Hon. Jim McDermott
(Chairman of the Subcommittee), presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON
INCOME SECURITY AND FAMILY SUPPORT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1025
April 19, 2007
ISFS-5

McDermott Announces Hearing on
Proposals for Reducing Poverty

Congressman Jim McDermott (D-WA), Chairman of the Committee on Ways and
Means Subcommittee on Income Security and Family Support, today announced
that the Subcommittee will hold a hearing on proposals for reducing poverty. The
hearing will take place on Thursday, April 26, 2007, at 1:00 p.m. in room B-
318 Rayburn House Office Building.

Witnesses will range from a Deputy Mayor of New York City, where new anti-
poverty initiatives are underway, to leaders on the front lines in charitable organi-
zations like Catholic Charities, to experts from social research organizations and
think-tanks.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

According to the most recent statistics (2005), there were 37 million Americans
living in poverty, including nearly 13 million children. After prior years of decline,
the number and percentage of Americans in poverty began to climb after the year
2000, resulting in an additional 5.4 million Americans living below the poverty line.
Poor Americans suffer various hardships, including reduced access to economic and
educational opportunities, substandard housing, inadequate diet, greater levels of
crime victimization, and diminished health.

Local governments, academic experts, religious leaders, and many others have
suggested a variety of proposals to reduce poverty in America. Many of these sug-
gestions focus broadly on increasing the returns from work, expanding access to
quality education, reaching out to disconnected populations, and strengthening ex-
isting safety net programs. As a starting point, some have advocated the United
States adopt a goal to significantly reduce poverty by a date certain.

In announcing the hearing, Chairman McDermott stated, “We are beginning to
hear a chorus of voices urging action on poverty. Leaders in city govern-
ment, social research and charitable organizations have proposed specific
steps they think will make a positive difference. This hearing allows us the
opportunity to hear, discuss and evaluate these proposals to reduce pov-
erty in America.”

FOCUS OF THE HEARING:

The hearing will focus on proposals to reduce poverty in the United States.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
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website and complete the informational forms. From the Committee homepage,
http:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Hearing Archives” (hitp://lwaysandmeans.house.gov/Hearings.asp?congress=18). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business May 10, 2007.
Finally, please note that due to the change in House mail policy, the U.S. Capitol
Police will refuse sealed-package deliveries to all House Office Buildings. For ques-
tions, or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman MCDERMOTT. Good morning. I am sorry I'm a little
bit late, and I apologize for that. I like to start on time.

We are here today to ask some tough questions and explore some
reasonable responses to concerns about economic opportunity and
activity and poverty in America. Without such an examination, we
are doomed to repeat the images of desperation and deprivation so
vividly exposed by Hurricane Katrina. Hurricane Katrina was an
opportunity for America to see the soft underbelly of this economy.

When income inequality continues not only to grow, but to accel-
erate, we should ask why, and what can be done. When the num-
ber of Americans struggling in poverty climbs by over 5 million
over the last 5 years, we should ask why, and what could be done.
When two-thirds of poor families have a working mother or father,
we should ask why, and what could be done. When America has
one of the highest poverty rates among all the relatively prosperous
countries of the world, we should ask why, and what we can do.
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Fortunately, a growing number of people have begun to ask these
questions, and suggest some answers. Leaders in city government,
social research, and the faith community have started to say there
is a better way.

Today we will hear from some of those who say now is the time
to make a difference, and we will hear that we need to do more to
make work pay through a higher minimum wage and improved tax
policies. We will hear about the need to increase access to edu-
cational opportunities, starting with pre-school. We will hear about
the need to provide a fair unemployment insurance system for low-
wage workers, an issue we have already begun to address in this
Committee.

Finally, we will hear recommendations in many other areas, in-
cluding improved housing policies, greater outreach to disconnected
youth, more help in promoting savings, and increased child care as-
sistance.

The House has begun to act on some of these suggestions, such
as increasing the minimum wage, and I expect us to make progress
on some of these others in the coming months. Now, change may
come incrementally, but you have to start a course in the right di-
rection. I don’t expect Members of this Subcommittee to agree with
every one, or even most of the proposals put forward, but all of us
have a special area of interest that we believe should be empha-
sized.

We do not need complete consensus on the road map to agree on
our final destination. We all want to reduce poverty and increase
economic opportunity. Some of the witnesses today will suggest
that we set a goal toward that end. I would hope that is one sug-
gestion that might garner broad bipartisan support. Our moral
compass, and our economic common sense, tell us that we can no
longer leave so many fellow citizens outside the doors of oppor-
tunity.

Some might cite the cost of expanding opportunity and reducing
poverty, but surely, inaction has even a higher cost. We cannot any
longer afford the lower productivity and greater social problems
that poverty brings. We should commit ourselves to reducing pov-
erty in America.

I now yield to my Ranking Member, Mr. Weller.

Mr. WELLER. Well, thank you, Mr. Chairman, and thank you
for conducting today’s hearing. I also want to welcome our panel-
ists, and thank you for taking time to appear before this Sub-
committee today on ideas for reducing poverty.

Reducing poverty was one of the motivations behind the work-
based 1996 welfare reforms, which reduced poverty for key groups,
like African American children, to all-time lows. Today, we will
hear a variety of specific proposals to do more.

Some are time-tested and elementary. For example, we will learn
that if young people finish high school, get married before having
children, and work full-time, the odds are great they will avoid pov-
erty and live a middle-class life. We should do anything we can to
promote that kind of outcome.

Still, millions do not follow that path, and poverty has remained
stubbornly high, despite progress and increasing work, and reduc-
ing welfare dependence. As a result, our Chairman, Mr. Rangel,
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and others are suggesting we set a national goal of reducing pov-
erty by 50 percent over the next 10 years. That’s a worthy goal.

Before doing so, we should also ask if we are accurately meas-
uring poverty today, so we can know if we have succeeded in cut-
ting poverty in half.

One senior Member of this Subcommittee has his doubts. He
stated flatly in 2004 that using a deficient poverty measure that
fails to accurately reflect the impact of important economic policy
and societal changes may create misperceptions about the effective-
ness of public policy, and ultimately lead to misguided policy-
making.

Mr. Chairman, you have shown the precedent of having some
slides, and I have a few slides today, which I am happy to share
with the Subcommittee. This senior Member of this Subcommittee
went on to suggest, “Is today’s official poverty rate inaccurate?
Since the sixties, major policy changes have altered the social safe-
ty net, increasing the resources available to low-income individuals.
The official poverty measure does not reflect these and other impor-
tant changes that affect the material well-being of low-income
Americans.”

So, today’s poverty rate, by failing to count, literally, tens of bil-
lions of dollars and antipoverty benefits, provides an inaccurate
picture of poverty. Now, my colleagues, they know who this mys-
tery Member of this Subcommittee is and he is a respected senior
Member of the Committee. None other than our colleague, Con-
gressman Pete Stark of California, when he wrote in 2004, as a
senior Democrat on the Joint Economic Committee, this statement.

Analyst Doug Besharov, of the American Enterprise Institute,
using Census Bureau data, found that for 2004, using the correct
inflation adjustment and counting all household income results, re-
sults in a poverty rate of about 7.9 percent, not the official rate of
12.7 percent. That’s not all. Using the Stark formula, just like Pete
Stark’s report suggested, taking the next logical step of counting
non-cash benefits like welfare work supports, food stamps, and
housing assistance, resulted in a poverty rate of about 5.1 percent,
as reflected in the slide.

That is a 60 percent reduction from the official poverty rate—
again, going from 12.7 percent to 5.1 percent, using the Pete Stark
formula for determining poverty.

Granted, no definitional changes will change the income of any
individual family, but better understanding of who is poor will
allow policy-makers to more accurately judge how current anti-
poverty programs work. We will then be better positioned to decide
what changes are needed.

Some of our witnesses today will call for $90 billion in increased
antipoverty spending, on top of the $600 billion we already spend
each year. That would be paid for by new tax increases, even
though others have suggested these same tax increases also be
used to fix the alternative minimum tax, pay for national health
care, and many other proposals that are floating around this Con-
gress.

Setting that tax hike, double counting aside, before we add up
half-a-trillion dollars in new spending over the next 5 years,
shouldn’t we actually count what we are spending on current anti-
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poverty programs? Otherwise, this exercise becomes just one more
way for the government to redistribute income, without ever know-
ing whether it’s the poor who are actually benefiting.

Again, to use my colleague, Pete Stark’s, words, “That would be
misguided policymaking.” I look forward to the testimony we will
receive. Again, Mr. Chairman, thank you for this hearing.

Chairman MCDERMOTT. Thank you. We have an excellent
panel here today. We will start on the far left—or my far left. John
Podesta, the Center for American Progress.

STATEMENT OF JOHN PODESTA, PRESIDENT,
THE CENTER FOR AMERICAN PROGRESS

Mr. PODESTA. Progress. Thank you, Chairman McDermott, and
Mr. Weller. I appreciate the opportunity to be here. I am the presi-
dent of the Center for American Progress. I want—again, I want
to say thank you for letting me speak about the central challenge
for policy-makers in society at large today, which is how to best ad-
dress and reduce the ranks of the poor and build a strong and
growing middle class.

As my written testimony outlines, the Center put together a
group of—a 14-member task force of national experts and leaders.
Just yesterday we released a report, “From Poverty to Prosperity,”
which was the result of the work of over a year by that task force.
Chairman McDermott mentioned Hurricane Katrina. We really put
this task force together in response to what we saw, and the devas-
tation that we saw, as a result of Hurricane Katrina.

It proposes a four-part strategy to reach a very important goal,
which is to cut poverty in America in half, within a 10-year period.
It does so by promoting decent work, providing opportunity for all,
ensuring economic security, and helping people build wealth. It
lays out 12 concrete steps in order to achieve that goal.

I do want to acknowledge a couple of people. The cochairs of the
task force, Peter Edelman, who is here with me today, who is one
of my colleagues at Georgetown University Law Center, and Angela
Glover Blackwell, the CEO of Policy Link, who serve as the co-
chairs of the task force. I'm also joined by Mark Greenberg, the
task force executive director, and Indivar Dutta-Gupta, who is sit-
ting behind you, who was one of our staff people, who joined the
Subcommittee staff. It was good steal, I have to tell you.

I don’t have time to go into the details of the entire report, so
I would really just like to make four brief points.

First, the current status of the poor and low-income families in
America is bad, and getting worse. As you all know, the United
States has one of the highest poverty rates of any developed coun-
try in the world, defined by any measure, Mr. Weller. Even with
an economy that produces $13 trillion annually, 37 million Ameri-
cans live below the official poverty line, including nearly one-fifth
of our children. Sixty million Americans live in extreme poverty.
Roughly one-quarter of African Americans and Native Americans,
and one-fifth of Hispanics are poor.

All told, there are more than 90 million Americans that can be
classified as low-income, and that’s what this task force really fo-
cused on, people living under 200 percent of the official poverty
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line, who face a constant struggle to keep ahead and avoid falling
into severe economic hardship.

The other part I would make is that the situation is getting
worse. The number of poor Americans is growing again. The Fed-
eral minimum wage has remained flat. Funding for key Federal
programs has remained flat.

My second point is that it doesn’t have to be this way. There are
proven, cost-effective means for combating poverty and building a
stronger middle class. Partnering with the Urban Institute, the
Center’s task force modeled 4 of the 12 recommendations focusing
on: raising the minimum wage; the EITC; child tax credits; and ex-
panding child care support for working families.

Taken together, those four recommendations alone would reduce
poverty by 26 percent, according to the Urban Institute’s modeling.
That would mean over 9 million fewer people living in poverty, a
national poverty rate of 9.1 percent, the lowest in recorded U.S.
history. The racial poverty gap would be narrowed, child poverty
would drop by 41 percent. The number of people in extreme poverty
would fall by over two million, and millions of low and moderate
income families would benefit.

My third point is that we cannot expect to reduce poverty and
strengthen the middle class without a serious Federal strategy and
coordinated effort. Our country has made great strides in reducing
poverty in the past. In the 10 years between 1964 and 1973, pov-
erty fell by an astounding 42 percent. In the 8 years between 1993
and 2000, when I served in the White House, poverty fell by 25
percent.

How did that occur? Each period, there was a nearly full employ-
ment economy, there were sound Federal and State policies that fo-
cused on rewarding work, individual initiatives, supporting civic in-
stitutions and communities, and a sustained national commitment
that led to significant progress.

I think for those of us who worked in the Clinton Administration,
we recognize that the success in fighting poverty and growing the
middle class required a serious commitment, leadership, and the
full force of Federal, State, and community action, and it required
a growing private sector, growth that was key, but poverty reduc-
tion, I think we also understood, wouldn’t occur just naturally or
simply through the miracle of the marketplace.

Finally, my last point is that fighting poverty will not require ex-
tensive new bureaucracy, or encourage greater dependency
amongst the poor. Americans are right to expect that anti-poverty
efforts should honor work and personal responsibility. That’s what
this report is all about. We know that policies such as the Earned
Income Tax Credit, and expanded child care, and raising the min-
imum wage, can fight poverty in a lean and efficient manner.

So, again, our recommendations could be fully paid for by an al-
ternative set of tax policies. I think that the goal is worthy of a
great Nation, which is to cut the poverty in half in the next 10
years. What would that mean? Twenty million fewer Americans liv-
ing in poverty. There would be more working Americans, dramati-
cally fewer working people in poverty, stronger, more vibrant com-
munities, and millions of children beginning their lives with vastly
more opportunity than they have today.
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With that, let me turn to the other panelists. Thank you.
[The prepared statement of Mr. Podesta follows:]

Prepared Statement of John Podesta, President,
The Center for American Progress

Thank you, Chairman McDermott and Members of the Subcommittee. I am John
Podesta, President and Chief Executive Officer of the Center for American Progress.
I am also a Visiting Professor of Law at the Georgetown University Law Center.
I appreciate the opportunity to speak with you today about a central challenge for
policymakers and society at large today: how best to reduce the ranks of the poor
and build a strong and growing middle class.

As you well know, the U.S. has one of the highest poverty rates of any developed
country in the world. Even with an economy that produces $13 trillion annually, 37
million Americans live below the official poverty line, including nearly one-fifth of
our children. Sixteen million Americans live in “extreme poverty” (defined as a fam-
ily of four living on less than $10,000 per year or an individual living on about
$5,000 annually). Roughly one quarter of African Americans and Native Americans,
and over one-fifth of Hispanics, are poor. All told, more than 90 million Americans
can be classified as “low income” (living on less than about $40,000 per year for a
family of four), meaning they face a constant struggle to keep ahead and avoid fall-
ing out of bare minimum economic existence.

In February of 2006, the Center for American Progress convened a diverse group
of national experts and leaders to examine these and other issues of poverty and
to make recommendations for national action. I'd like to acknowledge Peter
Edelman, who is here with me today and who, along with Angela Glover Blackwell,
served as a co-chairman of the Center’s Task Force on Poverty.

Our Task Force was formed in the wake of Hurricane Katrina, a searing national
event that exposed the desperate condition of many of our fellow citizens who were
jobless, underemployed, and incapable of exercising the most basic elements of self-
survival due to their poverty.

In its report, the Task Force calls for a national goal of cutting poverty in half
in the next ten years and proposes a strategy to reach the goal. The report calls
for the Congress, the president, and the next administration to join this effort and
set our country on a course to end American poverty in a generation. We rec-
ommend a strategy that promotes decent work, provides opportunity for all, ensures
economic security, and helps people build wealth.

The taskforce started with the belief that our Nation has both a moral and an
economic obligation to address poverty. The persistence of millions of our fellow citi-
zens living in economic hardship amid great national wealth violates America’s
basic commitment to human dignity, freedom, and advancement for everyone. Pov-
erty also imposes enormous costs on our society in terms of the lost potential of our
children, lower productivity and earnings, poor health, and increased crime and bro-
ken neighborhoods.

A recent report commissioned by the Center for American Progress, co-authored
by Harry Holzer, Diane Whitmore Schanzenbach, Greg Duncan, and Jens Ludwig,
concludes that allowing children to grow up in persistent poverty costs our economy
$500 billion dollars per year in lost adult productivity and wages, increased crime,
and higher health expenditures. Before I describe our strategy and recommenda-
tions in more detail, I'd like to quickly discuss some of the misleading ideas that
define many discussions of poverty. First, poverty is not just a “poor person’s” issue.
It affects us all in distinct and important ways. Too often, discussions of poverty
are treated as if they’re unrelated to the issues facing the middle class. But large
numbers of Americans—both low-income and middle class—are increasingly con-
cerned about uncertain job futures, downward pressures on wages, and decreasing
opportunities for advancement in a global economy. Employment for millions of
Americans is now less secure than at any point in the post-World War II era. Jobs
are increasingly unlikely to provide health care coverage and guaranteed pensions.
The typical U.S. worker will change jobs numerous times over his or her working
years and must adapt to rapid technological change. One-quarter of all jobs in the
U.S. economy do not pay enough to support a family of four above the poverty line.

It is in our Nation’s interest that those jobs be filled and that employment rates
be high. It is not in our Nation’s interest that people working in these jobs be con-
fined to poverty. Large numbers would benefit if more jobs paid enough to support
a family. Some issues are distinct, particularly for the smaller group of Americans
in long-term, persistent poverty. But much of the agenda to reduce poverty is also
one to promote opportunity and security for millions of other Americans, too. Sec-
ond, poverty is not unconquerable. Our country has made great strides against pov-
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erty in the past. With the right mix of policies and societal action, we can make
even greater strides in the future. Fueled by years of inaccurate characterizations
of past efforts (“We fought a war on poverty and poverty won,” as Ronald Reagan
stated) many Americans are left to conclude that little can be done beyond providing
private charity and urging the poor to do better. Nothing could be farther from the
truth. The United States has seen periods of dramatic poverty reduction. Amid the
strong economy of the 1960s and the War on Poverty, the poverty rate fell from 22.4
percent to 11.1 percent between 1959 and 1973. In the 1990s, a strong economy was
combined with policies to promote and support work; the poverty rate dropped from
15.1 percent to 11.3 percent between 1993 and 2000. In each period, a near-full em-
ployment economy, sound federal and state policies that focused on rewarding work,
individual initiative, supportive civic institutions and communities, and a sustained
national commitment led to significant progress. In the last six years, our Nation
has moved in the opposite direction. The number of poor Americans has grown by
five million. The federal minimum wage has remained flat. Funding for key federal
programs that help people get and keep jobs has been stagnant or worse. Third,
fighting poverty does not mean the poor will become more dependent on government.
To the contrary, as our Task Force report shows, smart policies to fight poverty will
actually increase the value of work and the commitment to work and help low-in-
come families become more economically self-sufficient in the long run. A false argu-
ment exists that anything done by the Federal Government to combat poverty natu-
rally leads to negative consequences. In fact, we know that policies such as the
Earned Income Tax Credit and expanded child care provisions encourage work and
strong families.

Therefore, our Task Force has recommended a four-part strategy to fight poverty:

Promote Decent Work. We start from the belief that people should work, and that
work should pay enough to ensure that workers and their families can avoid pov-
erty, meet basic needs, and save for the future.

Ensure Opportunity for All. Children should grow up in conditions that maximize
their opportunities for success; adults should have opportunities throughout their
lives to connect to work, get more education, live in a good neighborhood, and move
up in the workforce. Ensure Economic Security. Americans should not fall into pov-
erty during times when they cannot work or work is unavailable, unstable, or pays
too little to make ends meet. Help People Build Wealth. All Americans should have
assets that allow them to weather periods of flux and volatility and to have the re-
sources that may be essential to upward economic mobility.

Our strategy is based on the reality that poverty is complex and that the faces
of the poor are many. No single approach or policy solution could viably move huge
numbers out of poverty. Good jobs and benefits matter. Solid education matters.
Safe and enriching neighborhoods matter. Opportunities to increase assets and
wealth matter. Economic security and access to health care matter. Protections for
the most vulnerable matter. Personal initiative, strong families, and corporate re-
sponsibility matter. We understand that some policymakers highlight the impor-
tance of promoting marriage as a strategy for reducing poverty. Research consist-
ently finds that all else being equal, children growing up with both parents in a
healthy marriage are more likely to fare better over time in terms of social and edu-
cational outcomes. At the same time, all else is often not equal. Children with loving
parents can and do thrive in a range of family structures. Government policies
should find ways to support marriage, such as eliminating the marriage penalty in
the EITC, but they should also support families in ways that recognize the range
of settings in which children grow up. In more general terms, our basic strategy is
to offer solutions to help replace America’s cycle of poverty—the tens of millions of
people consigned to destitution every year because of our collective inability and un-
willingness to prevent it—with a new cycle of prosperity.

We believe that decent work should be at the center of this new approach. Noth-
ing is more important to the cycle of prosperity than good jobs—with adequate in-
come and benefits—that allow people to take care of their families and start build-
ing assets.

Along with a job that pays a livable wage, strong personal character and indi-
vidual 1nitiative help to build strong and stable families. Strong families, in turn,
help to build stable, safe, and caring communities. Communities foster good schools
and encourage a culture that takes pride in personal achievement and educational
success—all essential elements of economic mobility. Research clearly shows that
educational attainment and personal qualities that value success and achievement
eatil}' in life are directly correlated to higher wages and a better quality of life later
in life.

Educational achievement leads to enhanced job prospects and increased earning
potential. As wages rise, opportunities to build wealth and assets through increased
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savings, homeownership, and small business investments increase one’s life pros-
pects and bring additional funds to neighborhoods, communities, and local schools.

As economists and academics have shown, assets provide insurance and cushions
against unforeseen economic shocks. They encourage people to focus long term and
improve their own intellectual and creative development. They increase self-suffi-
ciency and help people move away from public support. And they encourage people
to become active in the actions of government and society. Rising wages and wealth
in turn provide new opportunities for the overall economy and a better quality of
life in our neighborhoods and communities. To flesh out this strategy, we specifically
recommend 12 steps for federal, state, and local governments, non-governmental ac-
tors, individuals, and businesses to take in order to move millions of Americans
from poverty to prosperity. 1. Raise and index the minimum wage to half the
average hourly wage. At $5.15, the federal minimum wage is at its lowest level
in real terms since 1956. The federal minimum wage was once 50 percent of the
average wage, but is now 30 percent of that wage. Congress should restore the min-
imum wage to 50 percent of the average wage, about $8.40 an hour in 2006. Doing
so would help over 4.5 million poor workers and nearly 9 million other low-income
workers.

2. Expand the Earned Income Tax Credit and Child Tax Credit. As an
earnings supplement for low-income working families, the EITC raises incomes and
helps families build assets. The Child Tax Credit provides a tax credit of up to
$1,000 per child, but provides no help to the poorest families. We recommend tri-
pling the EITC for childless workers, eliminating the marriage penalty by dis-
regarding half of the lower-earning spouse’s wages if doing so would result in an
increased EITC for the family, and expanding help to larger working families. We
recommend making the Child Tax Credit available to all low- and moderate-income
families. Doing so would move 2 million children and 1 million parents out of pov-
erty. 3. Promote unionization by enacting the Employee Free Choice Act.
The Employee Free Choice Act would require employers to recognize a union after
a majority of workers signs cards authorizing union representation and establish
stronger penalties for violations of employee rights. The increased union representa-
tion made possible by the Act would lead to better jobs and less poverty for Amer-
ican workers. 4. Guarantee child care assistance to low-income families and
promote early education for all. We propose that the federal and state govern-
ments guarantee child care help to families with incomes below about $40,000 a
year, with expanded tax help to higher-earning families. At the same time, states
should be encouraged to improve the quality of early education and broaden access
to early education for all children. Our child care expansion would raise employment
among low-income parents and help nearly 3 million parents and children escape
poverty. 5. Create 2 million new “opportunity” housing vouchers and pro-
mote equitable development in and around central cities. Nearly 8 million
Americans live in neighborhoods of concentrated poverty where at least 40 percent
of residents are poor.

Our Nation should seek to end concentrated poverty and economic segregation,
and promote regional equity and inner-city revitalization. We propose that over the
next 10 years the Federal Government fund 2 million new “opportunity vouchers,”
designed to help people live in opportunity-rich areas. Any new affordable housing
should be in communities with employment opportunities and high-quality public
services or in gentrifying communities. These housing policies should be part of a
broader effort to pursue equitable development strategies in regional and local plan-
ning efforts, including efforts to improve schools, create affordable housing, assure
physical security, and enhance neighborhood amenities. 6. Connect disadvan-
taged and disconnected youth with school and work. About 1.7 million poor
youth ages 16 to 24 were both out of school and out of work in 2005. We recommend
that the Federal Government restore Youth Opportunity Grants to help the most
disadvantaged communities and expand funding for effective and promising youth
programs—with the goal of reaching 600,000 poor disadvantaged youth through
these efforts. We propose a new Upward Pathway program to offer low-income youth
opportunities to participate in service and training in fields that are in high demand
and provide needed public services.

7. Simplify and expand Pell Grants and make higher education accessible
to residents of each state. Low-income youth are much less likely to attend col-
lege than their higher-income peers, even among those of comparable abilities. Pell
Grants play a crucial role for lower-income students. We propose to simplify the Pell
Grant application process, gradually raise Pell Grants to reach 70 percent of the av-
erage costs of attending a four-year public institution, and encourage institutions to
do more to raise student completion rates. As the Federal Government does its part,
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states should develop strategies to make post-secondary education affordable for all
residents, following promising models already underway in a number of states.

8. Help former prisoners find stable employment and reintegrate into
their communities. The United States has the highest incarceration rate in the
world. We urge Congress to pass the Second Chance Act, which will support success-
ful models for reintegrating ex-offenders into their communities through job training
and education opportunities, drug and mental health treatment, housing and other
necessary services. Every state should establish an Office of Reentry Policy, which
will oversee statewide reentry efforts and partner with local reentry commissions.

9. Ensure equity for low-wage workers in the Unemployment Insurance
system.

Only about 35 percent of the unemployed, and a smaller share of unemployed low-
wage workers, receive unemployment insurance benefits. We recommend that states
(with federal help) reform “monetary eligibility” rules that screen out low-wage
workers, broaden eligibility for part-time workers and workers who have lost em-
ployment as a result of compelling family circumstances, and allow unemployed
workers to use periods of unemployment as a time to upgrade their skills and quali-
fications. 10. Modernize means-tested benefits programs to develop a coordi-
nated system that helps workers and families. A well-functioning safety net
should help people get into or return to work and ensure a decent level of living
for those who cannot work or are temporarily between jobs. Our current system fails
to do so. We recommend that governments at all levels simplify and improve bene-
fits access for working families and improve services to individuals with disabilities.
The Food Stamp Program should be strengthened to improve benefits, eligibility,
and access, and the Temporary Assistance for Needy Families Program should be
reformed to strengthen its focus on helping needy families find sustainable employ-
ment.

11. Reduce the high costs of being poor and increase access to financial
services.

Despite having less income, lower-income families often pay more than middle-
and high-income families for the same consumer products. We recommend that the
federal and state governments address the home mortgage foreclosure crisis through
expanded mortgage assistance programs and by new federal legislation to curb un-
scrupulous practices. And we propose that the Federal Government establish a $50
million Financial Fairness Innovation Fund to support state efforts to broaden ac-
cess to mainstream goods and financial services in predominantly low-income com-
munities.

12. Expand and simplify the Saver’s Credit to encourage saving for edu-
cation, homeownership, and retirement. For many families, saving for purposes
such as education, a home, or a small business is key to making economic progress.
We propose that the federal “Saver’s Credit” be reformed to make it fully refund-
able. This credit should also be broadened to apply to other appropriate savings ve-
hicles intended to foster asset accumulation, with consideration given to including
irlldividual development accounts, children’s saving accounts, and college savings
plans.

We believe these recommendations will cut poverty in half. The Urban Institute,
which modeled the implementation of one set of our recommendations (using a
methodology drawn from recommendations of a National Academy of Sciences ex-
pert panel), estimates that four of our steps would reduce poverty by 26 percent,
bringing us more than halfway toward our goal. Among their findings:

¢ Taken together, our minimum wage, EITC, child credit, and child care
recommendations would reduce poverty by 26 percent. This would mean
over 9 million fewer people in poverty and a national poverty rate of 9.1 per-
cent—the lowest in recorded U.S. history.

« The racial poverty gap would be narrowed. White poverty would fall from
8.7 percent to 7.0 percent. Poverty among African Americans would fall from
21.4 percent to 15.6 percent. Hispanic poverty would fall from 21.4 percent to
12.9 percent and poverty for all others would fall from 12.7 percent to 10.3 per-
cent.

¢ Child poverty and extreme poverty would both fall. Child poverty would
drop by 41 percent. The number of people in extreme poverty would fall by over
2 million.

* Millions of low- and moderate-income families would benefit. Almost
half of the benefits would help low- and moderate-income families.

The combined cost of our principal recommendations is in the range of $90 billion
a year—a significant cost but one that is necessary and could be readily funded
through a fairer tax system. An additional $90 billion in annual spending would
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represent about 0.8 percent of the Nation’s gross domestic product, which is a frac-
tion of the money spent on tax changes that benefited primarily the wealthy in re-
cent years. Consider that:

¢ The current annual costs of the tax cuts enacted by Congress in 2001 and 2003
are in the range of $400 billion a year.

¢ In 2008 alone the value of the tax cuts to households with incomes exceeding
$200,000 a year is projected to be $100 billion.

Our recommendations could be fully paid for simply by bringing better balance
to the federal tax system and recouping part of what has been lost by the excessive
tax cuts of recent years. We recognize that serious action has serious costs, but the
challenge before the Nation is not whether we can afford to act, but rather that we
must decide to act. What would it mean to accomplish a 50-percent reduction in pov-
erty? In concrete terms, it would mean that nearly 20 million fewer Americans
would be living in poverty. It would mean more working Americans, dramatically
fewer working people in poverty, stronger, more vibrant communities, and millions
of children beginning their lives with vastly more opportunity than they have today.
It would mean a healthier population, less crime, more economic growth, a more ca-
pable workforce, a more competitive Nation, and a major decline in the racial in-
equities and disparities that have plagued our Nation. I think this is a vision of soci-
ety worth fighting for. Reducing poverty is the right thing to do and critical for the
success of our Nation and our people. I urge Congress to consider the ideas pre-
sented here as proven, cost-effective ways to strengthen our Nation and our people.

In doing so, remember the words of Robert F. Kennedy in challenging all of us
to create a better society:

“The future does not belong to those who are content with today, apa-
thetic toward common problems and their fellow man alike. Rather it will
belong to those who can blend vision, reason and courage in a personal com-
mitment to the ideals and great enterprises of American society.”

Thank you, Mr. Chairman and Members of the Subcommittee for inviting me
today. I'd be happy to take any questions you may have.

Chairman MCDERMOTT. Thank you very much. Our next wit-
ness is Linda Gibbs, who is the deputy mayor for health and
human services for the City of New York.

STATEMENT OF LINDA GIBBS, DEPUTY MAYOR FOR HEALTH
AND HUMAN SERVICES, CITY OF NEW YORK

Ms. GIBBS. Thank you, Mr. Chairman. Thank you for inviting
me to participate in this panel today. Let me start by saying that
New York City, under the leadership of Mayor Bloomberg, has
made great improvements in critical areas that are needed to break
the cycle of poverty.

So, we began with focused efforts on: reforming our education
system; requiring personal responsibility for welfare recipients; de-
veloping a five-borough economic development strategy; setting up
an aggressive public health agenda; and committing to an afford-
able housing plan. Those are the building blocks that I believe were
gecessary for us to really take on the issue of poverty in New York

ity.

As a city, we believe that poverty is not an inevitable condition
of life for the almost 20 percent of our residents who are living
below the poverty line. Even with all the impressive investments
that we have made, at any given point in time almost one in five
New Yorkers live in poverty. We don’t believe this is acceptable.

A hallmark of the Bloomberg Administration is of tackling prob-
lems often seen to be insurmountable, like crime and like failing
schools. Poverty is another example where we are committed to ad-
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dressing it in a thoughtful and systematic way. We will, however,
also need the help of the State and Federal Governments in these
efforts.

I would first like to share some of the strategies that we are un-
dertaking at the local level. Just over a year ago, the mayor ap-
pointed a Commission for Economic Opportunity to look at this
issue. Co-chaired by Dick Parsons of Time-Warner and Geoffrey
Canada of the Harlem Children’s Zone, the commission members
worked hard to survey the field, engage interested and knowledge-
able participants, and look closely at different approaches to reduc-
ing poverty.

I would also note that Kevin Sullivan, out of Catholic Charities
of New York City, who is here with us today, was also a member
of the commission.

Last fall, the recommendations of the commission were released
in its report. They identified three strategic groups to focus on:
working poor adults; young adults between the ages of 16 and 24,
and children under the age of 5. Nearly 700,000 of our 1.5 million
people living in poverty fall into 1 of these 3 groups.

The commission’s recommendation was, to have success, we
needed to be targeted and focused, and really tailor recommenda-
tions specific to those populations.

With the working poor, we have 340,000 New Yorkers who are
working, who live in poverty. By focusing on the working poor, we
hope to build on gains that have been made in the last decade of
welfare reform, by addressing the ever-widening skills gap, and
raising the living standards of low-wage workers.

In particular, we will highlight the access to work supports,
those benefits that are available to individuals who have earnings.
We will focus on building new career pathways in ways that are
not traditional to the history of our workforce. We will focus on
workforce training.

What is really significant here—and I don’t have this figure na-
tionally—but over the past 15 years, the number of households in
poverty that are poor in New York City has gone from 29 percent
up to 46 percent. So, increasingly, households in poverty are work-
ing in New York City.

The second group that the commission focused on was young
adults between the age of 16 and 24. Almost 25 percent of our
young adults live below the Federal poverty line. Many of them are
not engaged in either school or work, and the commission focused
a great deal on strategies to work with the disconnected youth.
Also, not to assume that education was not a priority, that many
of them can be reconnected to education.

Strategies include preventing disengagement from school and
work, and developing creative approaches to re-engage them.

Our third group of focus was children under the age of five. Over
185,000 children in this age category, or nearly 1 out of every 3,
live in poverty. By investing in children under the age of five with
critical interventions, like universal pre-K, child care, and at-home
nursing programs to work with at-risk pregnant women before
birth, we believe we can break the cycle of inter-generational pov-
erty by making investments in their long-term human capital de-
velopment.
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In December, after considering the commission’s recommenda-
tions, the Mayor announced the creation of a center for economic
opportunity to implement the recommendations, and invested $150
million annually toward the implementation of this work. Agencies
in the city will be held accountable for how effectively these new
strategies impact the poor and individuals in communities, and re-
duce poverty. Only those solutions that are proven to work will be
continued. Those that don’t will be discontinued.

This includes: piloting the use of conditional cash transfers in
New York City, which have been tried in other countries with great
success, but have not yet been tried in the United States. In New
York City, we will call this program Opportunity New York City,
and will privately raise money to provide for these conditional cash
transfers.

The mayor’s belief is, as a very innovative, non-traditional ap-
proach in New York City, it’s a perfect example of how foundation
partners can come to support new initiatives. We will begin this
program with foundation support. We have already raised $42 mil-
lion of the $50 million necessary for the 2-year program.

The concept is that the program incentivizes behaviors that we
know will break the cycle of poverty, conditioned on human capital
development of, particularly, the children in the family, health
care, education, and, to the extent that the families comply, they
will receive a transfer payment.

The city is also initiating a child care tax credit, which will be
refundable for poor households for up to $1,000 per child under the
age of 3. We have implemented another—a number of the 37 rec-
ommendations of the commission already.

Although New York City has taken on the challenge to fight pov-
erty at the local level, we cannot do it alone. I am encouraged by
the success of welfare reform in helping single mothers transition
to work, and it serves as an example of how large-scale government
programs can make a critical difference.

However, it only provides a piece of the solution, leaving a gap
in programs that target men in the same way. Work rates for men
are decreasing. So, as we saw tremendous growth in the employ-
ment of single mothers, during that same period the work rates for
men dropped.

Inequalities in income are increasing, and more of the people liv-
ing in poverty, as I mentioned, are working. The result for the
poor, single-parent families is that they lack an essential second in-
come that would allow them to move the poverty line.

Chairman MCDERMOTT. Could you summarize? All of your
written speech will be put on the record.

Ms. GIBBS. Okay. My apologies. Well, I was getting to the most
important point, the Federal recommendations.

I think what we really want to do is to take those lessons that
we learned from Federal welfare reform, and understand how we
can replicate them, how we can airlift them over to those popu-
lations that have not benefited. Specifically, for the single adults.

I would like to reiterate the recommendations that have been
made by John this morning. We believe looking at the earned in-
come tax credit for single adults is very promising, and we would
like to think and work with you more on that.
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I would like to add a last point, which is the importance of the
question of how we measure poverty. There was a great frustration
that the commission felt, and that the Mayor has expressed, as we
really try to understand, with these changes, when so many of the
things that happen don’t count toward the calculation of poverty,
both on the revenue side—whether those income transfers are
counted in household income—but also on the expense side, the
fact that the Federal poverty line itself does not reflect a true cost
of what it takes for a poor family to be able to meet the basic
standards of living, and 1s without regional variation.

So, we also believe that in order to tackle this issue, we need to
understand, much more clearly what it means to be poor. Thank
you.

[The prepared statement of Ms. Gibbs follows:]

Prepared Statement of Linda Gibbs, Deputy Mayor for Health
and Human Services, City of New York

Thank you Chairman McDermott and members of the Ways and Means Sub-
committee on Income Security and Family Support. I am pleased to testify before
you today on New York City’s plan for addressing poverty in New York City.

Let me start by saying that New York City, under the leadership of Mayor
Bloomberg, has made great improvements in critical areas needed to break the cycle
of poverty.

Focused efforts to reform our education system, require personal responsibility
from welfare recipients, develop a five borough economic development strategy, set
an aggressive public health agenda and commit to an affordable housing plan—
which includes an unprecedented commitment to build 165,000 units of affordable
housing—has set the platform to seriously explore and discuss strategies that will
have an impact on poverty.

As a City, we believe that poverty is not an inevitable condition of life for almost
20 percent of our residents who are living below the poverty line. Even with all the
impressive investments we have made, at any given point in time almost 1 in 5 New
Yorkers lives in poverty. This is unacceptable given the prosperity of the City and
the economy. However, New York City is not alone with a poverty rate that exceeds
the naicional average. Cities like Los Angeles, Chicago and Philadelphia face similar
struggles.

Poverty Rates 20 Largest Cities
United States, 2005
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Source: American Community Survey, U.S. Census Bureau, 2005.

A hallmark of the Bloomberg administration is tackling problems that often seem
insurmountable, like crime and failing schools. Poverty is another example of a
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problem that may seem beyond the ability of a city to impact, but we are committed
to addressing it in a thoughtful and systematic manner. We will, however, also need
the support of the federal and state governments in our endeavors.

NYC Commission for Economic Opportunity

I first would like to share with the subcommittee our strategy at the local level.
Just over a year ago, Mayor Bloomberg announced the creation of the New York
City Commission for Economic Opportunity. The Commission was a public-private
taskforce charged with devising specific strategies to help low-income New Yorkers
move out of poverty. Members of the Commission were asked to look critically at
the experience of poverty for our residents and pinpoint strategic areas where a tar-
geted approach could make a difference.

The Commission members worked hard to survey the field, engage interested and
knowledgeable participants, and look closely at different approaches to reducing
poverty. It was an extremely exhaustive process where many of the best thinkers
in New York, the Nation and beyond were consulted. Time Warner Inc. Chairman
and CEO Richard D. Parsons and Harlem Children’s Zone President and CEO Geof-
frey Canada were the Co-Chairs of the new Commission and other members in-
cluded key civic leaders, like Monsignor Kevin Sullivan from Catholic Charities.

The Commission based its recommendations on the following shared goals:

¢ Hard work and shared responsibility fuel our economy

¢ All New Yorkers should share in the rewards of economic growth and prosperity

¢ Government and the private sector must work together to reward work and
support working families

¢ Context is critical—poverty cannot be reduced outside of the network of fami-
lies, religious institutions, schools and other community institutions

Last fall, the recommendations of the Commission were released in the report,
“Increasing Opportunity and Reducing Poverty in New York City.” The report
brought to light the severity of poverty in New York City. Of almost 8 million New
Yorkers, more than 1.5 million individuals are living in poverty—three times the en-
tire population of Boston. Poverty is geographically concentrated in 11 percent of the
City’s census tracks—with over 40 percent of the population in those communities
living below the federal poverty line. In addition, another 19 percent of the popu-
lation is low-income; earning between 100—199 percent of the poverty line.

The Commission identified three strategic groups to focus on:

« working poor adults;
¢ young adults between the ages of 16 and 24; and
¢ children under the age of five.

Nearly 700,000 New Yorkers who live in poverty fall into one or more of these
groups.
Working Poor

There are approximately 340,000 working New Yorkers who live in poverty. By
focusing on the working poor, New York City will be able to build on the gains made
in the last decade of welfare reform by addressing the ever-widening skills gap and
raising the living standards of low-wage workers.

We discovered in our analysis of New York City that the percent of families in
poverty who work has gone up from 29 percent in 1990 to 46 percent in 2005, high-
lighting the need to create solutions to address this population through access to
work supports, career pathways, and workforce training.
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Percent of Families Below Poverty WYWho are Employed
Mew York City, 1950, 2000 and 2005
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Source: U.S. Census Bureau. Analysis performed by the Department of City Planning, City
of New York.

Young Adults Between the Ages of 16 and 24

Almost 25 percent of New York City’s young adults aged 16 to 24 live below the
federal poverty line. By concentrating on this population, it will be possible to redi-
rect the lives of youth at a critical transition point. Strategies for this population
include preventing disengagement from school and work and developing creative ap-
proaches to re-engage those youth already disconnected.

Percentage of 16-24 Year Olds Out-of-School and Dut-of -
Work in the Five Largest U.S Cities
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Source: 2001 Population Survey (CPS), U.S. Census Bureau. Tabulated by Northeastern Uni-
versity Center for Labor Market Analysis 2001; and 2000 United States Census Data. Note:
baseline census data utilized for percentage calculation includes 15 year olds in each city popu-
lation.

Young Children Under the Age of Five

Over 185,000 of New York City’s young children, nearly one out of every three,
live in poverty. By investing in children under five with critical interventions, like
universal pre-k, childcare and at-home nursing programs to work with at-risk preg-
nant women before birth, we can break the cycle of inter-generational poverty and
improve the life chances of young children.
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Number of Children in Poverty by Age in New York City, 2005
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Center for Economic Opportunity

After reviewing the Commission’s report, the Mayor announced his endorsement
of the recommendations and established the Center for Economic Opportunity
(CEO) to bring the initiatives to fruition. The Center is responsible for working with
City agencies to implement the programs, manage the budget and conduct rigorous
evaluations of the initiatives. The Mayor directed the City agencies to develop an
action plan to turn the recommendations into real programs and policies under the
direction of the Center.

Funding

In December, the Mayor announced the creation of the Innovations Fund, a $150
million yearly commitment to test and pilot the Commission’s recommendations. In-
cluded in this fund is $25 million in private donations that the Mayor committed
to raising towards a conditional cash transfer program. I'm pleased to report that
we have already raised $42 million of the $50 million needed to test this program
for two years. In addition to the $25 million in private funds for this year, the City
has committed $75 million in public funds ($69 million City and $7 million in fed-
eral and state funds). That will be coupled with the City’s $42 million Child Care
Tax Credit and $11 million in baseline funding from existing successful poverty re-
duction programs.

Agencies will be held accountable for how effectively their new strategies impact
poor communities and reduce poverty, and only the solutions that work will con-
tinue to get funded and expanded.

Office of Financial Empowerment

One of the strategies recommended by the Commission is the creation of the Of-
fice of Financial Empowerment that will address issues of family economic success.
It is the first office of its kind to be created by any city in the country.

The office will institutionalize key recommendations of the Commission to in-
crease financial literacy, to help to build savings and assets and to protect con-
sumers from predatory and fraudulent practices that can have a disproportionate
impact on the poor. It will work to empower and provide residents of lower-income
communities with the tools and education they need to make more informed finan-
cial decisions.

Opportunity NYC

Another example of the innovative strategies New York City is piloting includes
the use of “conditional cash transfers,” which have been tried in other countries
with great success but not yet in the United States. Mexico has had the most rigor-
ously evaluated program, which has demonstrated improved health and education
outcomes of participants and a reduction in poverty.

This program in New York City will be called “Opportunity NYC” and will use
privately raised money to provide the conditional cash transfers. Opportunity NYC
will encourage activities like higher attendance in school, more parental involve-
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ment in education, greater use of preventative health care and the development of
career skills.

Childcare Tax Credit

The mayor also announced a City commitment to fund a local child care tax cred-
it. The proposed tax credit is based on the federal and state credit, but would target
resources to families with young children three years old and under with a house-
hold income less than $30,000. These families often experience the greatest difficul-
ties finding and paying for child care. Eligible families that leverage this credit, in
conjunction with the federal and state credit, would have the support needed to con-
sistently participate and stay connected to the labor force.

Political Will and Commitment At All Levels

Although New York City has taken on the challenge to fight poverty on a local
level, we cannot do it alone. We need support and cooperation from all levels of gov-
ernment in order to have a comprehensive strategy.

I am encouraged by the success of welfare reform in helping single mothers tran-
sition to work and it serves as an example of how a large-scale government program
can make a critical difference. However, it only provides a piece of the solution leav-
ing a gap in programs that target men in the same way.

Work rates for men are decreasing, the inequalities in income are increasing and
more people living in poverty are working. The result for poor, single parent families
is that they lack an essential second income that would allow them to move above
the poverty line.

There are a number of ideas and proposals on how to apply the lessons learned
from welfare reform to address the growing inequalities in our society. We all need
to continue to work together to devise the next set of strategies that will be effective
in addressing poverty on a national level. I am excited that so many people are here
today who care about this issue and that the Ways and Means Committee has taken
such leadership by holding a series of hearings on poverty.

Federal Recommendations

I encourage the Federal Government to look towards the tax system as one way
to tackle the complicated issue of income inequality and poverty by increasing and
expanding the Earned Income Tax Credit, one of the most effective anti-poverty
tools provided by the Federal Government. As you may know, New York City has
worked extensively to increase the number of residents who apply for the EITC, in-
cluding mailing out the forms to residents who qualify.

Other critical areas that we strongly encourage Congress to support are:

» Increase the Child Care and Development Fund by a minimum of $6 billion
over 5 years

* Restore funds to the Child Support Enforcement Incentive Grant as proposed
in legislation by Chairman McDermott

¢ Remove restrictions on rehabilitation and other activities that were recently
placed on the TANF Program

* Allow states to integrate and count job search as an integral part of all TANF
employment-related activities

¢ Provide funds to measure poverty at the local level

I would like to explain my last point a little further. When the Commission tried
to better understand poverty locally, we faced several hurdles in obtaining current
and useful data. This is because either it did not exist or the samples were too small
to produce reliable results. Investing time and resources in measures that are longi-
tudinal and localized will help inform states and localities on how best to target re-
sources. It is an important role the Federal Government can take to support states
and cities in the fight against poverty.

I look forward to returning to share the results of what we have learned from our
programs once they are fully up and running and when the evaluations produce em-
pirical results.

Thank you for this opportunity to share our initiatives to reduce poverty. I invite
all of the members of the Committee and your staff to New York City to see some
of our efforts first hand.

———

Chairman MCDERMOTT. Thank you.
Reverend Snyder.
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STATEMENT OF THE REVEREND LARRY SNYDER, PRESIDENT,
CATHOLIC CHARITIES USA

Rev. SNYDER. Thank you, Chairman McDermott, and Ranking
Member Weller. I appreciate the opportunity to testify at today’s
hearing on proposals for reducing poverty in our Nation.

Catholic Charities USA is one of the Nation’s largest private net-
works of over 1,500 social service agencies and institutions, pro-
Vﬁiing essential human services to almost 7.5 million people, annu-
ally.
Catholic Charities agencies and institutions, nationwide, provide
vital social services to people in need, regardless of their religious,
social, or economic background. Some of the services provided by
Catholic Charities agencies include: child care services; workforce
development; mental health services; and other programs to help
families become and remain self-sufficient.

Catholic Charities agencies have worked for more than a century
to serve those in need, and to empower them to build lives of dig-
nity and economic security. The passage of welfare reform began
the shift by the Federal Government of both the conversation about
the poor in this country, and the responsibility for the poor.

The shift in responsibility to the States has been passed on to
our local communities and local agencies, in many cases.

So, as the number of individuals on welfare declined, the number
of individuals accessing emergency services at agencies like Catho-
lic Charities, has steadily increased. In 2005, our agencies experi-
enced a 14 percent increase in these requests. While the resources
from the Federal Government continue to decline, the need in our
communities continue to increase.

Through our daily work at Catholic Charities agencies across the
country, we see the impact of poverty on families. The many mis-
conceptions about the nature of poverty in the United States rein-
forced the commonly held view that poverty is due to failures and
deficiencies of individuals, rather than the failures of structures
that we put in place through the economic and political choices
that we make, as a Nation.

While it is true that individual choices and behaviors do influ-
ence one’s chances of living in poverty, these individual behaviors
are frequently outweighed by the structures and policies that im-
pact the poor. The experiences of our agencies are well supported
by the numbers presented in the U.S. Census data, and inde-
pendent research studies by some of my fellow panelists and gov-
ernment officials.

In 2006, Catholic Charities USA published a policy paper enti-
tled, “Poverty in America: A Threat to the Common Good.” In Jan-
uary of this year, in this very room, we launched a new campaign
to reduce poverty in America.

The campaign is the result of conviction and passion to make the
plight of the poor a priority in the wealthiest Nation in the world.
This campaign calls upon policy makers, faith-based groups, civic
leaders, and concerned citizens, to make a systematic and con-
certed effort to cut poverty in half by 2020. Now, if we can do that
by 2017, we would be delighted.

The great American tradition has been that if you work hard,
you can provide a better life for you and your family. This is the
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bedrock of the American dream. Unfortunately, today, too many
Americans are working hard, but still cannot make ends meet. It
is a moral crisis to a country as wealthy as the United States, that
37 million Americans live in poverty. The entire Catholic Charities
network is committed to working hard and refocusing our efforts to
see that this number is reduced.

In my written testimony, you will find many policy proposals.
Due to the limited time, I would refer you to those.

Can we cut poverty in half? I believe that we can make signifi-
cant progress if the country, as a whole, comes together to do so.
Reducing poverty in this country will take a great deal of leader-
ship, partnership, and accountability.

Two organizations who have successfully partnered with local
governments are here today: Catholic Charities of the Archdiocese
of New York, who have been part of a number of initiatives, includ-
ing the employment and trading programs there; and Catholic
Charities of the Archdiocese of Chicago, which has developed a pro-
gram around asset-building.

Between Brooklyn, Queens Diocese, and the New York City Arch-
diocese Catholic Charities, they provide a significant portion of the
child welfare services in New York City. Our agencies continue to
work in effective partnerships with the Mayor’s office, the kind of
partnerships that need to be promoted at all levels of government
if we are going to be successful in building a country where poverty
is history.

An important component of our campaign will be engaging cli-
ents. Empowering those that we serve is critical. While serving the
poor is something we do very well, we need to take the next step,
and create partnerships with government that empower the poor,
so that they can be accountable and able to serve themselves.

Thank you for the opportunity of testifying today.

[The prepared statement of Rev. Snyder follows:]

Prepared Statement of The Reverend Larry Snyder, President,
Catholic Charities USA

Chairman McDermott, Ranking Member Weller, and members of the Sub-
committee on Income Security and Family Support, thank you for the opportunity
to testify at today’s hearing on proposals for reducing poverty in our Nation.

I am Fr. Larry Snyder, president of Catholic Charities USA. Catholic Charities
USA is one of the Nation’s largest private networks of over 1,500 social service
agencies and institutions, providing essential services to over 7.4 million people an-
nually in communities across our Nation.

Background

Catholic Charities agencies and institutions nationwide provide vital social serv-
ices to people in need regardless of their religious, social, or economic background.
Some of the services provided by Catholic Charities agencies include nutrition as-
sistance, child care services, workforce development, health care services, and other
programs to help families become and remain self-sufficient.

Catholic Charities agencies have worked for more than a century to serve those
in need and to empower them to build lives of dignity and economic security. Over
the last several years, Catholic Charities agencies have seen a steady increase in
the number of families seeking assistance. In 2005 we saw a 14 percent increase
in emergency services.

A 2006 survey of Catholic Charities agencies shows requests for help are growing
much faster than the resources to provide assistance, putting continued strain on
social services. This is occurring in communities as diverse as Las Vegas, NV;
Lubbock, TX; and Charlotte, NC.
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Increasing Need
e 72 percent of Catholic Charities agencies report an increase in the need for fi-
nancial assistance
64 percent report an increase in the need for food assistance
53 percent report an increase in the need for mental health services
45 percent report an increase in the need for prescription assistance
44 percent of the agencies cite an increase in the need for temporary housing

Who is Seeking Help?

We have seen more working families, more single parents, and more grandparents
seeking such basics services as housing, shelter, and food. Too many of these fami-
lies are just holding on and are struggling to make ends meet:

« 81 percent of agencies cite an increase in the working poor seeking help

* 68 percent of local agencies report an increase in the number of families coming
to them for help

¢ 56 percent are seeing more seniors

The great American tradition has been that if you work hard you can provide a
better life for you and your family. This is the bedrock of the “American Dream.”
Unfortunately, today too many Americans are working hard but cannot make ends
meet.

Poverty in the United States

Through our daily work at Catholic Charities agencies across our Nation, we see
the impact of poverty on families. The many misconceptions about the nature of pov-
erty in the United States reinforce the commonly held view that poverty is due to
failures and deficiencies of individuals, rather than the failures of structures that
we put in place through the economic and political choices we make as a Nation.
While it is true that individual choices and behaviors do influence one’s chances of
living in poverty, these individual behaviors are frequently outweighed by the struc-
tures and policies that shape the opportunities of people who are poor.

By age 60, more than half of all Americans will have experienced poverty at some
point in their lives for a year or more. Of these, about one half will have lived in
poverty for four years or more. Having a job does not preclude living in poverty. Two
out of three families with incomes below the poverty level have at least one member
who is employed.

Almost half of all people living in poverty—about 47 percent—are white and non-
Hispanic. However, African Americans and Hispanics are much more likely to live
in poverty than other population groups. For example, while the poverty rate for
non-Hispanic whites is 8 percent, the rate for African Americans is 24.1 percent, for
Hispanics, 21.8 percent, and for Native Americans, 23.2 percent. For children, the
poverty rate for white children is 10 percent, while it is 28 percent for Hispanic chil-
dren, 27 percent for Native American children, and 33 percent for African American
children. The number of Hispanics living in poverty is now about the same as the
number of African Americans living in poverty.

The experiences of Catholic Charities agencies are well supported by the numbers
presented in U.S. Census data, independent research studies, and the media:

e The number of people who are poor by official government standards is 37 mil-
lion, a number that is equal to the combined populations of Missouri, Kansas,
Oklahoma, Colorado, Nebraska, Iowa, Minnesota, North Dakota, South Dakota,
Wyoming, Nevada, Idaho, Utah, and Alaska.!

* Poverty is not limited to a small minority of our citizens. More than half of all
Americans will experience poverty for at least one year during their adult life
(ages 20-65).1

¢ 25 million people in our Nation sought help from food banks last year—an in-
crease of 18 percent since 1997. i

* The highest rates of poverty are among children, especially children of color.iv

¢ African Americans, Latino Americans, and Native Americans are about three
times as likely to live in poverty as are whites. Vv

* More than 7 million people living in rural areas are poor—a poverty rate of 17
percent.

iCalculation based on U.S. Census data, 2004.

ii Mark Rank. One Nation, Underprivileged. 2005, New York: Oxford University Press, p. 93.
iii America’s Second Harvest Network, Hunger in America, 2006.

iv[J.S. Census data, 2005.

vIdem.
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¢ Millions of Americans do not fall below the official federal poverty levels. How-
ever, they are asset poor and are at risk of falling into poverty with a single
emergency.

The Moral Imperative for Reducing Poverty

Far too often, in our communities we see the suffering of children who do not have
access to adequate health care and nutrition. We see the plight of the working fami-
lies who struggle to hold down two and three jobs just to make ends met—yet they
cannot feed their children or find affordable housing. These struggles for survival
put incredible strains on family life and often contribute to the break up of mar-
riages and families. We see the difficulties faced by senior citizens who are dehu-
manized and demoralized when they have to choose between utilities and food.
Many seniors who need special diets and adequate nutrition for their medications,
lack access to adequate food. Working adults should earn enough to support their
children in dignity and should not be relegated to standing in line for food for their
children from their local food pantry or soup kitchen. Our Nation’s seniors should
not have to choose among eating, shelter, and purchasing medicine.

Today more than 37 million Americans live in poverty. This is a moral crisis for
a country as wealthy as the United States. In 2006 Catholic Charities USA pub-
lished a policy paper, Poverty in America: A Threat to the Common Good. Earlier
this year, we launched the Campaign to Reduce Poverty in America. The campaign
calls upon policymakers, faith-based groups, civic leaders, and all citizens to make
a systematic and concerted effort to cut poverty in half by 2020.

The existence of such widespread and long term poverty amidst such enormous
wealth is a moral and social wound on the soul of our country. Even while the econ-
omy as a whole prospers, this scourge of poverty is getting worse, and the harm it
inflicts on our entire Nation continues to grow. After several years of decline in na-
tional poverty level, we have seen a steady increase since 2000, with over 5 million
new Americans falling into poverty.

The fact that this powerful economy is leaving so many behind is a sign that
something in our social and economic system is seriously broken. Unlike natural dis-
asters such as hurricanes and floods, poverty in the United States is a human-made
disaster. It is not a force of nature beyond our control; rather it is the result of eco-
nomic, social, and political choices that we Americans have made, both as individ-
uals and as a society.

As a Christian and Catholic organization, we are deeply troubled and frustrated
by the fact that the issue of poverty has been largely ignored in our national debate
for decades. Poverty has worsened in recent years and now afflicts more than one
out of every eight families in our Nation. Meanwhile, the Federal Government has
substantially reduced the resources devoted to assisting those who are impover-
ished, and states have been unable or unmoved to act. There has been a conscious
and deliberate retreat from our Nation’s commitment to economic justice for those
who are poor. Poverty remains our Nation’s most serious political blind spot and it
remains a threat to the common good and the future strength of our Nation.

Human dignity is a core principle in Catholic social teaching. Poverty is a funda-
mental violation of human dignity and also a form of violence against the God who
is present in every human person. As Pope Benedict XVI has said, “[Wlithin the
community of believers, there can never be room for a poverty that denies anyone
what is needed for a dignified life.” i As these words suggest, human dignity makes
sense only if it is viewed in the context of community, because we are fundamentally
social beings, bound together in the human family. If our society is to combat pov-
erty successfully, then we will need a renewed sense of community, a renewed com-
mitment to the common good.

Human dignity is protected by basic human rights. Among these are the right to
life and the basic necessities of life such as food, shelter, clothing, health care, edu-
cation, and employment at a livable wage. Included in these fundamental rights is
the right to participate in decisions that affect one’s life and one’s future. For those
living in poverty, this means that they have a right to participate in the process
of their own development.

Catholic social teaching affirms the idea that every right carries with it a set of
responsibilities, both on the part of the individual and the community. Thus, for ex-
ample, all people have a right to health care, but they also have a duty to act re-
sponsibly in living a healthy life and caring for the physical and mental well-being
of their bodies. They are responsible for their own decisions and actions. At the
same time, society has a responsibility to ensure that everyone has access to decent
health care, and individuals have a responsibility to contribute to the common good

viPope Benedict XVI, “God Is Love,” December 25, 2005, 20.
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by helping society reach this goal. Catholic teaching asserts that one of the principal
means by which society and the state must defend human dignity is by giving pri-
ority to the needs of the poor.

Specific Public Policy Recommendations

The causes of poverty are complex. Identifying solutions to reduce poverty will
take many different strategies and efforts from all sectors of the country. Catholic
Charities agencies have a long history of serving and advocating on behalf of those
who live in poverty. Utilizing this experience, we have identified several policy pro-
posals in our policy paper that we believe will be an effective start to help cut pov-
erty in half by 2020.

Improvements to the health care system, creating good jobs at a living wages, im-
provements to our housing policies, and changes to our tax system are among the
changes we propose. We propose changes in two broad categories:

1. Implementing more equitable wage measures, specifically creating more livable
wage jobs and raising the wages of existing low-paying jobs.

2. IInvesting more of our common wealth in social welfare policies for low-income
people.

Creating Good Jobs and Raising Wages

In recent years, despite increases in the overall productivity of the workforce,
wages for most workers have been stagnant or falling in real terms. For several dec-
ades before 1980, productivity growth and compensation rose together. American
workers were more productive and they shared equitably in the gains from their
productivity. Since 1980, workers have continued to become more productive, but
they generally have not shared in the gains from their increased productivity. While
raising the minimum wage is important, much more needs to be done in the long
run to increase wages of low-income workers. We applaud the diverse efforts across
the country to promote “living wages” by means of legislation. We also support the
efforts to promote the general principle of livable wages by means of education and
advocacy involving both the private and public sectors. Finally, declining union
membership has played an important role in the failure of wages to keep pace with
inflation for low- and middle-income workers.

Invest in Social Programs for Low-Income People

Federal and State Governments should invest in social policies that provide secu-
rity and opportunities to low-income families and individuals. These policies fall into
four major categories:

Protecting families from economic risks;

Strengthening families;

Promoting life-long learning; and

Promoting long-term economic security and asset building

Protect Working Families from Economic Risks

Work is the bedrock of the American culture, much more needs to be done to im-
prove existing income support programs to ensure that they provide adequate pro-
tection to all workers.

e Improve the Temporary Assistance for Needy Families (TANF) program. In the
1990s, there were substantial increases in single-parent employment and reduc-
tions in poverty. Employment rates have remained relatively high since then,
but poverty has increased significantly over the last five years. This suggests
that many parents remain in low-wage jobs that do not provide enough income
to support their families. At the same time, recent changes to TANF create fur-
ther restrictions to economic mobility for low-income families. Catholic Charities
USA strongly supports work as the core of the TANF program. But we also be-
lieve that a comprehensive plan that incorporates work with education and
training has shown the most success. TANF programs must be flexible enough
to recognize that not all families are ready to work and must address these bar-
riers.

e Improve access to safe and stable child care. Every child deserves quality child
care and the early education they need to get a strong start in life. They also
need to be safe and secure when their parents are working. For many low-in-
come families, access to child care determines the choice between work and
training, on one hand, and a lifetime of poverty on the other. Unfortunately,
federal child care funding continues to be insufficient to meet the needs of work-
ing families, and even fewer families can gain access to quality child care. The
Federal Government should provide adequate child care funding to allow more
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low-income parents to place their children in safe, nurturing, learning environ-
ments while they are working or going to school. Improve the Earned Income
Tax Credit (EITC) to be more inclusive. The EITC is a critical support program
that provides a strong incentive to work and helps lift millions of children out
of poverty. The EITC has been enhanced by a number of states through state-
EITC programs that provide additional benefits to the federal program. While
the federal EITC averages $2,100 for families with children, it is extremely lim-
ited for adults without children and for non-custodial parents.vil In addition,
low-income workers under the age of 25 are completely ineligible for the EITC
even though they have one the highest unemployment and poverty rates of
workers. Expanding the benefits of EITC to non-custodial parents and other
young adult workers could reduce poverty and hardship and help “make work
pay” for all Americans.

e Reform unemployment insurance. Unemployment insurance provides most low-
wage workers with limited protection against the risks of unemployment. Re-
searchers at the Urban Institute recently concluded that unemployment insur-
ance “plays a relatively small role in reducing poverty and slows the rise of pov-
erty during labor market downturns.”viii The unemployment insurance system
should be strengthened to provide greater protection against the economic loss
that low-income workers experience as a result of unemployment.

Support Policies that Strengthen Families and Marriage

The Catholic community has consistently affirmed the vital importance of strong
family life as a foundation for raising children. Children clearly do better economi-
cally and emotionally when raised by two parents in a stable, healthy marriage.

e Extend services, benefits, and training to low-income men. For decades, federal
policies have not provided sufficient support to low-income men to help more
of them become part of a stable family unit. We encourage the Federal Govern-
ment to enhance and support programs that strengthen families. This includes
providing support to programs that help young men develop the skills necessary
to become better fathers. By supporting low-income men and fathers in a more
comprehensive way, we can reduce many of the challenges that cause families
to fall apart and children to fall into poverty. Provide more support to low-in-
come parents. Poor children desperately need the support of both parents. The
legislative agenda for improving support to low-income parents should focus on
policies that help keep famines together by providing stronger support for mar-
riage and two-parent families; more support for parents who are disconnected
from their children due to incarceration; and reform to the child support system
to encourage the presence of fathers in the lives of their children. Recent im-
provements in the child support system have increased family income and re-
duced child poverty. Thirty-six percent of poor children and 50 percent of near
poor children received child support payments in 2001.* Further, improvement
to this program is critical to help lift more low-income children out of poverty.

« Improve the Child Tax Credit. The child tax credit provides nearly $50 billion
in subsidies to families with children. This makes it the largest federal cash as-
sistance program for children, but most of its benefits do not go to low-income
families. The current credit provides $1,000 per child. Like the EITC, it is re-
fundable, but current law excludes families with income under $11,000. As a
result, millions of children are excluded from the credit. This exclusion falls dis-
proportionately on Hispanics and African-Americans—19 percent of Hispanics
and 28 percent of African-Americans receive no credit because their income is
too low, compared to only 9 percent of whites. The child tax credit should be
extended to all low-income families with children.

e Improve protection and care of abused, neglected, and abandoned children and
youth. Catholic Charities agencies across the country provide an array of child
welfare services—children under 18 make up 29 percent of the number of cli-
ents we serve. While a number of federal programs contribute to the interven-
tion and prevention of child abuse and neglect, the systems supported by these

viiThe credit for workers not raising children averages about $220; this credit is available only
to workers with incomes of less than about $11,750 (less than $13,750 for a married couple with-
out children).

viii Similarly, in a report title titled Unemployment Insurance: Role as Safety Net for Low-Wage
Workers is Limited, the Federal Government Accountability Office (GAO) noted that in the
1990s low-wage workers were twice as likely to be unemployed, but less than half as likely to
receive unemployment insurance.

ixElaine Sorensen, Urban Institute, Child Support Gains Some Ground, 2003—http://
www.urban.org/publications/310860.html
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programs have historically been fragmented and inadequate in meeting the
needs of many vulnerable children, youth, and families. More efforts are re-
quired to sustain and expand the current level of services and create a full con-
tinuum of appropriate and timely support services for individual, family care-
givers, and the agencies that provide care.

Promote Long Term Learning

Education and skills training are essential to the long-term success of our Na-
tion’s youth and adults. Education is a fundamental part of creating a competitive
workforce and a strong economy that benefits all. Not only is education necessary
for economic advancement, it also has wide-ranging social benefits that promote the
common good.

e Expand access to quality “Pre-K” education. Research has shown that investing
in early education for pre-school age children can make a lasting difference in
children’s lives, including increased high school graduation rates, reduction in
adult criminal activity, and increased employment and incomes. *

e Ensure access to post-secondary education and job training. Education and
training improve the odds of advancement for low-wage workers and are an ab-
solutely necessary part of a larger strategy to fight poverty and build an econ-
omy that works for all.

Promote Long-Term Economic Security

A critical part of reducing poverty for more Americans is to help families develop
strategies for long-term economic security. This not only involves reforms to the Na-
tion’s social welfare and workforce systems, it also involves creating other opportu-
nities for families to build assets and achieve the American dream.

Conclusion

Can we cut poverty in half by 2020? We firmly believe that we can and we must.

Catholic Charities agencies have had a long history of serving and advocating on
behalf of those who live in poverty. We will continue to fight for policy changes that
provide more opportunities for more Americans. We believe we must cut poverty in
half to make our county whole. Of course we realize that these proposals will have
a cost, but we also understand that a society as wealthy as ours cannot continue
to abandon those who are the least among us.

Our Catholic partners and other social service advocates must continue to work
together to accomplish the goal of reducing poverty. Our local agencies have long
history of developing unique partnerships and through our Campaign to Reduce
Poverty in America we well continue to look for new opportunities. Only through
partnerships between government and community leaders will we develop the ca-
pacity and the scale necessary to attack poverty in a comprehensive and sustained
way. If we are going to cut poverty in half, we must all be accountable and willing
to make the tough choices that it will take.

Thank you for the opportunity to testify. Catholic Charities USA stands ready to
assist the subcommittee as it moves forward in developing policies to provide more
economic mobility for the millions of Americans living in poverty as well, as those
just above the poverty level who are still struggling to make ends meet.

——

Chairman MCDERMOTT. Thank you very much. Isabel Sawhill,
who is a Senior Fellow in Economic Studies, the Cabot Family
Chair at The Brookings Institution.

Ms. Sawhill.

STATEMENT OF ISABEL SAWHILL, PH.D., SENIOR FELLOW,
ECONOMIC STUDIES, THE CABOT FAMILY CHAIR, THE
BROOKINGS INSTITUTION

Dr. SAWHILL. Thank you very much, Mr. Chairman. I very
much appreciate the opportunity to testify, and I agree with the
goal of reducing poverty in the United States. I think that it is a
moral imperative, as the last speaker and several others have said.

*See Robert G. Lynch, Exceptional Returns, (Washington, D.C.: Economic Policy Institute,
2004), 9-117.
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I commend the Committee for refocusing on this question, and this
issue.

The question, it seems to me, is how we are going to do it, and
whether we can come together, as a Nation, to get it done.

My own view is that reducing poverty is going to require a focus
both on what government needs to do, but also on what individuals
need to do. We need, in other words, a combination of both respon-
sible policies and responsible behavior.

I would note that the earned income tax credit, for example,
which has historically had bipartisan support, is a wonderful exam-
ple of this general philosophy. It expects people to work, but when
they do, it helps them by supplementing their wages.

Let me make four additional points. The first is that there are
many things that we could do to reduce poverty in the United
States, and I am listening to my colleagues here today with great
interest.

To me, the three greatest priorities should be: first, getting a
good education; second, not having children before you marry; and,
third, working full-time, if you possibly can.

Government should expect people to make real efforts to comply
with those norms. When they do, government should reward that
behavior, by making sure that if you do play by the rules, you will
not be poor. Analysis that we have done at Brookings shows that
individuals who do play by such rules are much less likely to be
poor than those who don'’t.

Next point is that one of the most effective policies that we could
put in place to ensure that everyone gets a good education would
be to provide a very high-quality, early childhood experience to all
children from low-income families.

Many people seem to believe that education in the pre-school
years may help very young children, but what they fail to recognize
is that it has dramatic effects on educational achievement through-
out the Kindergarten through high school years, and can even in-
crease college enrollment and adult earnings in a very cost-effective

way.

So, the Federal Government, I think, could go further than it has
in helping to fund such high-quality early education programs, per-
haps by matching funding to the States, which are already very ac-
tive in this area, and focusing the Federal funding especially on
programs for lower income children, or children living in more dis-
advantaged neighborhoods.

The next point I want to make is that too many of our teenagers
and young adults are having children before they are married.
Equally important, if not more important, before they’re ready to
be good parents. In my view, the solution to this problem resides
as much in the larger culture, and what parents and faith commu-
nities and key adults say and do, as it does in any basic shift in
government policy, per se.

However, government could help by: providing resources to those
in non-profit organizations and in faith-based communities who are
fighting this battle; by ensuring that its own policies do not inad-
vertently encourage childbearing outside of marriage; and by sup-
porting programs that have had some success in reducing early
out-of-wedlock childbearing.
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We had some news recently that some of the sex education pro-
grams that have focused entirely on abstinence were less effective
than many of their advocates have hoped. However, we have other
examples of programs that do encourage teenagers to delay sex
until they’re older, but also teach them about effective means of
preventing pregnancy that have been successful.

However, I want to re-emphasize that we need a broad range of
efforts here that includes both government and non-government in-
stitutions.

Finally—and I would be really remiss if I didn’t emphasize this—
encouraging and rewarding work are also important. I support the
idea of work requirements in welfare, and perhaps in other pro-
grams as well, but I also feel strongly that the kind of employment
we have seen—employment increases we have seen—amongst wel-
fare mothers could be a pyrrhic victory if we don’t find ways to pro-
vide more assistance to this group in the form of a higher min-
imum wage, a more generous earned income tax credit, and addi-
tional child care and health care assistance.

I will leave it there. Thank you very much.

[The prepared statement of Dr. Sawhill follows:]

Prepared Statement of Isabel Sawhill Ph.D., Senior Fellow, Economic
Studies, The Cabot Family Chair, The Brookings Institution

Mr. Chairman and Members of the Committee:

Thank you for inviting me to testify on what might be done to reduce poverty in
America. As a Senior Fellow and Co-Director of the Center on Children and Fami-
lies at Brookings, I have done extensive work on these issues; although I should
note that the views I will express are my own and should not be attributed to other
staff, trustees, or funders of the Brookings Institution. Let me first summarize my
testimony.

Overview

First, I strongly believe that reducing poverty requires a focus both on what gov-
ernment needs to do and on what individuals need to do. We need a combination
of responsible policies and responsible behavior.

Second, although there are many things that might be done to reduce poverty in
the U.S., I want to argue for a focus on three priorities: getting a good education,
not having children before you marry, and working full-time. Government should ex-
pect people to make real efforts to comply with each of these norms. When they do,
then government should reward such behavior by making sure that those who play
by the rules will not be poor. The analysis we have done at Brookings shows that
individuals who play by these rules are much less likely to be poor than those who
don’t.

Third, one of the most effective policies we could put in place to ensure that every-
one gets a good education would be to provide very high-quality early education to
all children from low-income families. Many people believe that education in the
preschool years only affects young children. In fact, the evidence from both neuro-
science and from carefully done program evaluations shows that preschool experi-
ences have long-lasting effects and may be the most cost-effective way to insure that
more children are successful in the K-12 years, graduate from high school, go on
to college, and earn more as adults. The Federal Government could further this goal
by providing matching funding to states that are willing to invest in high-quality
early education for those living in low-income neighborhoods, starting in the first
year of life.

Fourth, too many of our teens and young adults are having children before they
are married and before they are ready to be good parents. In my view, the solution
to this problem resides as much in the larger culture—in what parents, the media,
faith communities and key adults say and do—as it does in any shift in government
policy per se. However, government can help by providing resources to those fight-
ing this battle in the nongovernmental sector, by insuring that its own policies do
not inadvertently encourage childbearing outside of marriage, and by supporting
programs that have had some success in reducing early, out-of-wedlock childbearing.
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Finally, encouraging and rewarding work is also very important. I support the
idea of work requirements in welfare, and perhaps in other programs as well, but
I fear that the kind of increased employment we’ve seen among welfare mothers will
be a Pyrrhic victory if we don’t find ways to provide more assistance in the form
of a higher minimum wage, a more generous EITC, and additional child care and
health care assistance. In my testimony today—at the suggestion of your staff—I
will focus especially on preschool education and on the need to decrease childbearing
outside of marriage and increase the share of children growing up in two-parent,
married families. But I have written elsewhere about the importance of providing
additional work supports for low-income working families. !

The Evidence that Education, Work, and Marriage are Important

If we could increase education, marriage, and work, poverty rates would fall sub-
stantially (Figure 1). More specifically, our research shows that if all able-bodied
adults worked full time, even at the wage they currently earn (or, if unemployed,
at a rate commensurate with their education), poverty would plummet by 42 per-
cent. We also analyzed the impact on poverty rates of increasing the marriage rate
to the level it enjoyed in 1970 by simulating marriages between single males and
females matched on age, race, and education from Census Bureau data.2 The effect
of this simulation was to reduce poverty 27 percent.

Figure 1:

Effectiveness of Five
Factors in Reducing Poverty Rates
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Insuring that everyone had a high school education reduced poverty by 15 per-
cent. It had a less powerful effect than work and marriage. That said, I believe that
education is more important than these results might imply because of its indirect
effects on everything from improving health to opening up new employment oppor-
tunities and making people better parents.

1Isabel Sawhill and Adam Thomas, “A Hand Up for the Bottom Third: Toward a New Agenda
for Low-Income Working Families,” Washington, DC: The Brookings Institution, May 2001; Ron
Haskins and Isabel Sawhill, “Attacking Poverty and Inequality,” Opportunity 08 Paper, Wash-
ington, DC: The Brookings Institution, 2007.

2In the simulation, the income of the matched individuals were whatever the individuals actu-
ally reported to the Census Bureau. We matched enough couples in this fashion to reproduce
the marriage rate that existed in 1970 before divorce and non-marital births began their rapid
increases.
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Finally, we compared these three simulations to a doubling of cash welfare. This
large increase in cash assistance only reduced poverty by 8 percent.

Although these results are informative, they may partly reflect the fact that peo-
ple who are better educated, married, and work more hours have other characteris-
tics that lead them to have higher incomes. In addition, they tell us nothing about
how to achieve the kind of improvements in education, in marriage rates, and in
the extent of full-time work that the simulations assume. In what follows, I provide
my judgment, based on good research, of the most effective ways to achieve the first
two of these three goals. I also have ideas about how to encourage and support work
but in the interests of time and space, and based on discussions with your staff, I
will not address that issue in greater detail today.

Improving Educational Outcome among Children from Poor Families

My first recommendation is that Congress provide additional funding for an early
education program that we call “Success by Ten.” This proposal was developed joint-
ly by myself and Jens Ludwig at Georgetown University for the Hamilton Project
at Brookings. 3

Success by Ten is a proposal designed to help every child achieve success in school
by age ten. It calls for a major expansion and intensification of Head Start and
Early Head Start, so that every disadvantaged child has the opportunity to enroll
in an intensive, high-quality program of education and care during the first five
years of life. Because the benefits of this intensive intervention may be squandered
if disadvantaged children go on to spend time in low-quality elementary schools, the
second part of our proposal requires that schools devote their Title I spending to
instructional programs that have proven effective in further improving the skills of
poor children, especially their ability to read.

Our proposal is based on the principle that early intervention is particularly im-
portant given brain plasticity during these early years. Children from different fam-
ily backgrounds currently experience very different types of learning environments
during the early years. The result is that large disparities in cognitive and noncog-
nitive skills are found along race and class lines well before children start school
and even before they can enroll in the federal Head Start preschool program at age
three or four. Most of America’s social policies try to play catch up against these
early disadvantages yet most disadvantaged children never catch up. Gaps that
exist when children enter school are nearly as large when they reach high school.

Findings from a number of rigorously conducted studies of early childhood and el-
ementary school programs suggest that intervening early, often, and effectively in
the lives of disadvantaged children from birth to age ten may substantially improve
their life chances. These long-term benefits include higher educational attainment
and greater success in the labor market, thereby helping poor children avoid poverty
as adults. Another consequence would be to substantially improve the skills of to-
morrow’s workforce, thereby enhancing future economic performance. These benefits
for children would be accompanied by benefits for their parents, many of whom are
W(()irkjng and need the kind of high-quality child care that the program would pro-
vide.

Our proposal would work as follows. A high-poverty school (defined as a school
in which at least 40 percent of the children are eligible for the school lunch pro-
gram) would form a partnership with a local Head Start program or another early
childhood program. They would jointly apply to the Federal Government for the
extra funds that would be needed to serve all the poor children in their area. Eligi-
bility for the preschool component would be based on family income or could be
based simply on residence in a low-income neighborhood or school district.

Competitive grants would be made based on the quality of the local plan, includ-
ing willingness to implement the key elements of Success by Ten (such as well-
qualified teachers, low ratios of children to staff, a tested and effective curriculum)
and assurances that the two agencies (typically Head Start and the local school)
could work together. To reduce the initial cost of the program, to maintain quality
during the scaling up of the effort, and to allow for some further learning and re-
finement of the design during implementation, we also propose that some local vari-
ation be allowed and that the school system maintain electronic student-level data
on children in their enrollment areas and make these available to an independent
set of program evaluators. We estimate that the cost of the program would be about
$6 billion annually during the first six years of the program and up to $40 billion
annually when fully implemented.

3Ludwig, Jens and Isabel Sawhill, “Success by Ten,” Hamilton Project Discussion Paper,
Washington, DC: The Brookings Institution, February 2007.
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One model program of the type we are proposing had dramatic effects on children
from poor families. Known in the literature as the Abecedarian program, it is the
only program for which there is rigorous evidence for long-term effects on cognitive
outcomes like IQ test scores. An evaluation of Abecedarian participants at age 21
shows IQ scores that are about 0.38 of a standard deviation higher for the treatment
than the control group, with similarly large improvements in reading and math
scores.

Other effects that are arguably as important, such as school achievement and
completion, are even more impressive. For children who received the Abecedarian
program intervention, for example, the college entry rate is 2.5 times the control
group’s rate. Teen parenthood and marijuana use in the group that received the
Abecedarian intervention were around one-half of the average rates for the control
group that did not receive the intervention. Smoking rates were about 30 percent
lower for those who received the Abecedarian intervention when they were children
compared with the average for the control group (Campbell and others, 2002). More
suggestively, arrest rates were lower for treatments than controls, although the ab-
solute numbers of those arrested in the two Abecedarian groups were small enough
that it is impossible to prove statistically that this particular difference didn’t result
from chance.

To preserve and enhance these good results, early childhood intervention should
be followed up with additional support at least in the early grades of school. How-
ever, the currently available evidence in support of most schooling interventions is
quite limited. Based on our reading of available research, one of the few programs
that has been shown to be effective in a rigorous randomized experiment is Success
for All, which is a comprehensive whole-school reform model now in operation in
more than 1,200 schools.

The philosophy of Success for All during the elementary school years is to focus
on the prevention of reading problems, and the primary marker of success is the
ability to read. Other subjects are important, but emphasis is given to the develop-
ment and use of language through the reading of children’s literature. Consistent
with this emphasis, children receive 90 minutes of daily reading instruction in
groups that are organized across grade levels based on each child’s current reading
level, which helps teachers to target instruction. Students engage in cooperative
learning exercises in which they discuss stories or learn from each other, which
helps reinforce what teachers do and builds social skills. Children are assessed at
eight-week intervals, using both formal measures of reading competency and teacher
observations. Children who are falling behind are given extra tutoring or other help
with whatever might be impeding success (such as health or behavior problems).

A recent evaluation of Success for All funded by the U.S. Department of Edu-
cation’s Institute for Educational Sciences provides rigorous evidence of the pro-
gram’s effectiveness (Slavin and others, 2005). Two years later, the differences be-
tween children in the treatment and control schools were positive and statistically
significant, usually on the order of about 0.2 standard deviations (about one-fifth the
gap between low and high socioeconomic-status children).

We recommend using Title I money to expand the use of Success for All in kinder-
garten through fifth grade. If and when new evidence develops, schools could be en-
couraged, or even required, to use their Title I money on other proven programs.

Clues about what program ingredients might prove to be most important over
time come from some of the striking similarities between Abecedarian and Success
for All. These similarities include an emphasis on the development of language and
reading skills, frequent assessments of children’s developmental progress through
regular testing, and clear, prescriptive curricular materials for teachers to follow
that stand in contrast with more open-ended teacher—and student-initiated learn-
ing environments.

Reducing the Number of Single Parents and Encouraging Marriage

As we have seen, one of the best ways to reduce poverty is to decrease the number
of single-parent families. If we could return the share of children raised in married-
couple families to the level that prevailed in the 1970s, we could reduce the poverty
rate by between 20 and 30 percent.

There are two ways to reduce the growth of single-parent families. The first is
to reduce teen and out-of-wedlock childbearing, the latter of which has been the
driving force behind the growth of such families since the 1980s. The second is to
reduce divorce which has leveled off since the 1980s but still accounts for more than
half of all children spending time in a single-parent family.

The good news is that teen pregnancy and birth rates have declined by about one-
third since the early 1990s and this has contributed to the slower rate of growth
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in the proportion of children born outside of marriage.4 The reasons for the declines
are not well understood, but appear to be related to more conservative attitudes
among the young, heightened concern about sexually transmitted diseases, and
greater efforts to prevent teen pregnancy, including both new messages about absti-
nence and the availability of more effective forms of contraception.® These declines
mean fewer children being born outside of marriage, fewer single-parent families,
and less child poverty. Indeed, the decline in teen childbearing that has occurred
over the past decade is responsible for more than 80 percent of the decline in the
number of children under age six living with a single mother. Had the teen birth
rate not declined between 1991 and 2002, the number of children under six in pov-
erty would have been 8.5 percent higher.® Reducing teen childbearing has other de-
sirable consequences as well, not the least of which is less government spending.
Teen childbearing costs taxpayers at least $9 billion each year in direct costs associ-
ated with health care, foster care, criminal justice, and public assistance, as well
as lost tax revenues.? And because women who have children outside marriage are
less likely to marry than comparable women who do not, a decline in these births
should increase marriage rates as well. 8

Although there has been progress in reducing teen pregnancy rates, young
women, and especially young black women, are marrying much later than they used
to (and in some cases not marrying at all) and are thus exposed to the risk of a
non-marital birth for longer periods of time. So out-of-wedlock childbearing rates re-
main high as does the rate of divorce. The question then is what are the most effec-
tive strategies for reducing out-of-wedlock childbearing as well as divorce?

Step one has to be a new set of messages. Part of the decline in marriage and
the rise in non-marital births can be attributed to a culture that has reduced the
social stigma of single motherhood. Thus, any strategy to reduce the number of sin-
gle parent families should include a component aimed at changing broad cultural
attitudes. Many younger people, teens especially, have not fully absorbed the mes-
sage about the normative ordering of events that is critical to achieving life’s goals:
finish high school, or better still, get a college degree; wait until your twenties to
marry; and do not have children until after you marry and at least one parent is
stably employed.? Using the media, as well as the bully pulpit, to broadcast mes-
sages about this success sequence is one way to reach a broad cross-section of soci-
ety and to get a message about responsibility into the cultural ether. 10

A second way to change cultural attitudes and behavior is to fund programs that
teach both values and relationship skills to younger Americans, while insuring that
they are well informed about the best way to prevent an unwanted pregnancy. In-
cluded here is sex education that encourages abstinence among teens but also in-
cludes accurate information about contraception for those who are sexually active.
In addition, programs that teach responsibility and engage young people in con-
structive activities through community service have shown themselves to be effec-
tive in reducing teen pregnancy.!! An analysis by Julia Isaacs for the Brookings In-
stitution suggests that a nationwide expansion of one such effective program would

4Isabel Sawhill, “What Can Be Done To Reduce Teen Pregnancy and Out-of-Wedlock Births?,”
Welfare Reform & Beyond Brief No. 8, Washington, DC: The Brookings Institution, October
2001; Committee on Ways and Means Democrats, “Steep Decline in Teen Birth Rate Signifi-
cantly Responsible for Reducing Child Poverty and Single-Parent Families,” Committee Issue
Brief, Washington, DC: Author, April 23, 2004.

5John S. Santelli, et al., “Can Changes in Sexual Behavior Among High School Students Ex-
plain the Decline in Teen Pregnancy Rates in the 1990s?,” Journal of Adolescent Health, vol.
35 (2005): 80-90.

6 Committee on Ways and Means (Democrats), 2004.

7Saul D. Hoffman, “By the Numbers: The Public Costs of Teen Childbearing,” Washington,
DC: National Campaign to Prevent Teen Pregnancy, October 2006.

8Daniel T. Lichter and Deborah Roempke Graefe, “Finding a Mate? The Marital and Cohabi-
tation Histories of Unwed Mothers,” in Lawrence L. Wu and Barbara Wolfe, editors, Out of Wed-
lock: Causes and Consequences of Nonmarital Fertility, New York, NY: Russell Sage Foundation,
2001, pp. 317—343.

9More description of this “success sequence” can be found in Barbara Dafoe Whitehead and
Marline Pearson, “Making a Love Connection,” Washington, DC: National Campaign to Prevent
Teen Pregnancy, 2006.

10 Sara McLanahan, Elisabeth Donohue, and Ron Haskins, “Introducing the Issue,” Future of
Children, vol. 15, no. 2 (Fall 2005): 3-12.

11Two of the more effective programs, as identified by Douglas Kirby for the National Cam-
paign to Prevent Teen Pregnancy, are the Teen Outreach Program (TOP) and the Children’s
Aid Society-Carrera program. These programs focus on youth development, not just on family
planning or abstinence. See Douglas Kirby, “Emerging Answers: Research Findings on Programs
to Reduce Teen Pregnancy,” Washington, DC: National Campaign to Prevent Teen Pregnancy,
2004.
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cost $1.4 billion, but would produce numerous—albeit difficult to measure—benefits
including a reduction in teen births and abortions. 12

Yet another way to reduce unplanned pregnancies outside marriage is to provide
more family planning services to low-income women. Several recent studies have
found that states provided with family planning waivers under Medicaid have suc-
cessfully reduced unintended pregnancies and births and saved money in the proc-
ess. 13 Providing low-income women greater access to family planning services
through Medicaid would cost less than $1 million per year, according to the
Guttmacher Institute. This policy would substantially reduce unintended preg-
nancies. Over a decade’s time, these declines in unintended pregnancies among low-
income women could reduce the number of children living in poverty by roughly
600,000. 14

Another way to reduce single parenting is by teaching relationship skills to those
who are married or are contemplating marriage. Careful evaluations suggest that
some premarital education programs reduce the risk of divorce. 1> Doubling the pro-
portion of couples who receive premarital education would cost an estimated $184
million, reduce divorce rates by as much as 7 percent, and over a decade’s time, re-
duce the number of children living in poverty by at least 160,000. 16

Not all of these pregnancy prevention and marriage education programs have
been successful and we need to learn more. Recent media reports on the effective-
ness of abstinence education programs, for example, have been quite discouraging.
Even so, there is good news to report when it comes to sex education interventions.
There is now persuasive evidence that a limited number of programs can delay teen
sexual activity, improve contraceptive use among sexually active teens, and prevent
teen pregnancy. Some of these programs could be fairly described as “traditional”
sex education programs that discuss both abstinence and contraceptive use; others
focus primarily on keeping young people constructively engaged in their commu-
nities and schools. At the same time, a new and exciting frontier in sex education
has been embodied in efforts such as the Love U 2 curriculum. These efforts tend
to teach young people about healthy relationships at the same time they teach them
about avoiding risky sexual behavior and the value of waiting. In short, these efforts
are focused squarely on trying to help young people understand how to achieve re-
sponsible and respectful relationships.

Conclusion

Allocating increased resources to early childhood education, if done right, has an
excellent chance of increasing educational attainment among children from lower-
income families. It will take a commitment to high-quality programs that start at
an early age and will not be cheap. However, everything we know suggests the ben-
efits would greatly exceed the costs. At the same time, with less certainty but at
a much lower cost, it should be possible to increase the share of children living in
single parent families, thereby both improving their longer-term prospects and re-
ducing poverty rates as well.

12 Julia Isaacs, “Cost-Effective Investments in Children,” Budget Options Series Paper, Wash-
ington, DC: The Brookings Institution, 2007.

13Cost estimate assumes that every state provides Medicaid coverage for family planning
services for women with incomes less than 200 percent of the federal poverty line. By enabling
women to avoid 522,000 unintended pregnancies, this type of Medicaid expansion would reduce
the number of abortions by 16 percent and the number of unintended births by almost 18 per-
cent. See Jennifer J. Frost, Adam Sonfield, and Rachel Benson Gold, “Estimating the Impact
of Expanding Medicaid Eligibility for Family Planning Services,” Occasional Report No. 28, Alan
Guttmacher Institute, August 2006; Melissa Kearney and Phillip Levine, “Subsidized Contracep-
tion, Fertility, and Sexual Behavior,” NBER Working Paper No. 13045, April 2007.

14There are about 1.4 million births to unmarried women each year. A 17 percent decline in
such births would avert 238,000 or 2.4 million over a decade. If even one fourth of these births
would have created a poor, single parent family, then 600,000 fewer children would be poor.
Paul Amato and Rebecca A. Maynard, “Decreasing Nonmarital Births and Increasing Marriage
to Reduce Poverty,” The Future of Children vol. 17, no. 2 (forthcoming).

151bid. The best-known and most successful premarital education program is the Prevention
and Relationship Enhancement Program (or PREP).

16Tbid. The paper assumes a doubling of current participation rates, from 40 percent of cou-
ples to 80 percent of couples. Amato and Maynard estimate that the decrease in divorce made
possible by their premarital education proposal would lead to 720,000 fewer single parent fami-
lies over a decade. If one fourth of such families are poor and each had 9 children, child poverty
would fall by around 160,000 over the decade.
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Chairman MCDERMOTT. Thank you very much. Now, Dr. Law-
rence Mead, who is a professor of politics—maybe this is all about
politics, anyway—from New York University.

STATEMENT OF LAWRENCE M. MEAD, PH.D.,
PROFESSOR OF POLITICS, NEW YORK UNIVERSITY

Dr. MEAD. Thank you very much, Mr. Chairman. It’s an honor
to be here. If on nothing else, I certainly agree about the need to
address this question. It really is a critical issue for America’s fu-
ture.

I am speaking based on a paper for a project on antipoverty ideas
at Brookings, which Isabel was an editor of. Gordon Berlin, should
he appear, is also involved, and so is Mark Greenberg. So, we are
speaking from that.

I think we should take our departure from what works, and we
know that welfare reform was successful. It was successful in driv-
ing down the welfare rolls, and more importantly in my view, in-
creasing work levels among single mothers.

This is achieved through a combination of what I call help and
hassle—provided new benefits for mothers that they didn’t have be-
fore, particularly the Earned Income Tax Credit, but we also levied
a much more definite work requirement, that they should do some-
thing to help themselves in return for being on aid. The main im-
pact of the reform came from that synergy, from the requirement
to work, backed up by these support benefits.

My main message today is that we should keep going down that
road. This had a more dramatic effect on family poverty than any-
thing we have done for 40 years, and we should not abandon that
formula. You should be skeptical of proposals, some of which we
have heard already, where there is new spending on benefits, but
where we don’t very clearly require that the adults also do things
to help themselves, especially by working.

There are two major things we need to do to pursue this ap-
proach. The first is to complete welfare reform. Successful though
it was, the Personal Responsibility Act had some clear limitations.
One was that there were certain weaknesses in the work require-
ments which had the effect of exempting much of the caseload from
an actual need to work. The law had some loopholes that meant
that States really didn’t have to build work into their systems.

Equally important, the law and other policies did not do enough
to keep mothers working after they left welfare, or indeed to make
sure that they earned enough when they worked. So, we need to
make sure that people really have to work, and we also have to
make sure they keep working after they leave welfare.

Reauthorization of the TANF program last year closed only some
of the loopholes, and it left much left to do. I would recommend,
first of all, clsoing some further loopholes on the work test. That
particularly means requiring a full family sanction if families do
not comply with the work test. Right now, it can be a partial sanc-
tion, and the effect of that is to make it virtually impossible to fully
implement the work test in the two big States, New York and Cali-
fornia, which have partial sanctions.
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I would also enforce the work tests in the food stamp program
more effectively than they have been. We need to make that pro-
gram into one that also promotes work.

I would also add an hours requirement to EITC. Although EITC
is very successful, it doesn’t require any minimum threshold of
hours to get the benefits. We ought to say, “In order to get the cur-
rent EITC, or perhaps an enhanced EITC, you have to put in 20
or 30 hours a week.” That was a requirement in certain welfare re-
form programs in order to raise work levels, and we need to do that
in EITC.

I would also increase the EITC benefit, and attach it to individ-
uals rather than families, in the way that Gordon is going to de-
scribe. I think that’s a good idea. It’s also a good idea to raise the
minimum wage, but in order to make sure that those steps do not
actually produce a reduction in work effort, we again need to have
hour thresholds.

The other thing I would do—and Linda Gibbs has already re-
ferred to this—is make a major effort in dealing with low-income
men. They also had serious work problems. Indeed, because they're
working less, the actual work levels among poor adults has actually
declined in the last 15 years, despite welfare reform. In 2005, only
37 percent of poor adults last year claimed any employment at all.

So, we should not be persuaded by ideas that the poor are work-
ing, and all we have to do is raise their wages. We have a long way
to go in raising work levels, particularly in getting men to work.

The way to do that, I think, is to try to develop a work require-
ment for men, by means of the child support system and also the
criminal justice system. We can, I think, develop a mandatory work
policy using those structures that will require men more definitely
to work, I'm thinking particularly of people on parole, who are sup-
posed to be working, and often don’t, and also child support de-
faulters who owe judgments but aren’t paying them regularly.

We have to make sure that the men pay up, and that means that
they have to be working. We have to monitor them in the way we
have done in welfare reform. At the same time, pay enhanced bene-
fits of the sort we’re talking about through the EITC.

So, again, the same idea, help and hassle. We will subsidize your
wages, but you absolutely have to work, and we are going to make
sure you do that. When we do that, you will have, I think, a major
impact on poverty.

How to do that is set out more fully in my paper. I think a men’s
program along these lines would cost about $2.5 billion to $4.5 bil-
lion. That’s a rough estimate. That would be offset by improved
child support collections. The main thing, however, is to establish
a clear cut norm in the culture that men, like women, on welfare
have to be working. That’s something we expect. At the same time,
we will reward you if you do it.

[The prepared statement of Dr. Mead follows:]

Prepared Statement of Lawrence M. Mead, Ph.D.,
Professor of Politics, New York University

I am a Professor of Politics at New York University and a longtime scholar of
antipoverty policy and welfare reform. I've written several books on these subjects,
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including a study of welfare reform in Wisconsin.! I appreciate this chance to testify
on an important question: What should government do next to reduce poverty in
America?

The main conclusions of my research might be summarized as follows:

e Nonwork by parents is the main reason for poverty among the working-aged and
their children. Family breakup is also important but secondary.

¢ Nonwork cannot generally be explained by barriers to employment such as lack
of jobs or child care. Barriers—particularly inferior education—have much more
influence on the quality of jobs people get if they work.

e Nonwork cannot be overcome by voluntary measures alone, such as greater in-
vestments in child care, education, or training. These are of value mostly after
nonworkers have entered jobs.

e Rather, work levels can be raised by a combination of “help and hassle”—new
benefits coupled with requirements that poor adults work as a condition of aid.

o Work enforcement is ultimately a political process where stronger work expecta-
tions coupled with new benefits cause more poor adults to go to work without
necessarily going on welfare at all.

The Success of Reform

In reforming welfare, government has largely followed this approach since enact-
ment of the Family Support Act (FSA) in 1988, and especially since the enactment
of the Personal Responsibility and Work Opportunity Reconciliation Act (PRWORA)
in 1996. Under PRWORA, Temporary Assistance for Needy Families (TANF) re-
placed Aid to Families with Dependent Children (AFDC). Tougher work require-
ments were combined with new spending on child and health care for families leav-
ing welfare and on wage subsidies for low-paid workers (the Earned Income Tax
Credit, or EITC).

These were the main effects:

e A dramatic fall in dependency: Since their height in 1994, the rolls in AFDC/
TANF have plummeted by over 60 percent. Nor did dependency rebound during
the recession of 2001-3.

e A substantial rise in work levels among single mothers: The share of AFDC
cases meeting work participation norms rose from 22 percent in 1994 to 38 per-
cent in 1999, before falling to 32 percent by 2004.2 Work among poor single
mothers also rose: The share working at all rose from 44 percent in 1993 to 64
percent in 1999, before falling to 54 percent in 2005. For work full-time and
year-round, the comparable figures were 9, 17, and 16 percent. 3

e A substantial fall in poverty: The overall poverty rate fell from 14.5 percent in
1994 to 11.3 percent in 2000, before rising to 12.6 percent in 2005. For children,
the equivalent figures are 21.8, 16.2, and 17.6 percent.+

e An absence of hardship due to reform. Welfare reform did not generally make
life tougher for poor families, although—as I note below—it did not solve all
their problems. The noneconomic effects of reform on families and children were
small and largely positive. 5

Most analysts think that the main forces behind these gains were (1) the new
work tests in welfare, (2) expanded support benefits—especially EITC—and (3) the
superb economic conditions of the 1990s. There is some debate about the relative

1Lawrence M. Mead, Beyond Entitlement: The Social Obligations of Citizenship (New York:
Free Press, 1986); idem, The New Politics of Poverty: The Nonworking Poor in America (New
York: Basic Books, 1992); idem, ed., The New Paternalism: Supervisory Approaches to Poverty
(Washington, DC: Brookings, 1997); idem, Government Matters: Welfare Reform in Wisconsin
(Princeton: Princeton University Press, 2004); Lawrence M. Mead and Christopher Beem, eds.,
Welfare Reform and Political Theory (New York: Russell Sage, 2005).

2Data from the U.S. Administration for Children and Families. Work standards also were
raised between FSA and PRWORA, so these figures understate the real work increase.

3Data from the March Current Population Survey for 1994 (table 19), 2000 (table 17), and
2006 (table POV15)

4U.S. Department of Commerce, Bureau of the Census, Income, Poverty, and Health Insurance
Coverage in the United States: 2005, Series P—60, No. 231 (Washington, DC: U.S. Government
Printing Office, August 2006), tables B1, B2.

5Rebecca M. Blank and Ron Haskins, eds., The New World of Welfare: An Agenda for Reau-
thorization and Beyond (Washington, DC: Brookings, 2001); Pamela A. Morris et al., How Wel-
fare and Work Policies Affect Children: A Synthesis of Research (New York: Manpower Dem-
onstration Research Corporation, March 2001); P. Lindsay Chase-Lansdale et al., “Mothers’
Transitions from Welfare to Work and the Well-Being of Preschoolers and Adolescents,” Science
299 (March 7, 2003): 1548-52.
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importance of these factors, but everyone thinks that work requirements were es-
sential to forcing change. ¢

Government should follow the same general approach as it seeks to reduce pov-
erty further. Neither “help” nor “hassle” will achieve much without the other. Gov-
ernment should not extend new benefits or opportunities to the employable poor
without expecting work. Neither should it cut back spending, in an indirect attempt
to force them to work. Rather, it should expect work directly while also providing
the benefits people need to reorganize their lives around employment.

It should do this in two main ways: First, complete welfare reform. Second, extend
the same approach to nonworking men.

The Limitations of Reform

Although successful, welfare reform did not enforce work consistently. It also did
too little to ensure that families could “make it” after they left welfare.

PRWORA'’s bark was worse than its bite. The act demanded that states move 50
percent of their welfare cases into work activities by 2002—a huge jump over FSA
or earlier law. But several provisions spared most states from having truly to build
work into their welfare programs:

e The caseload fall credit: PRWORA allowed states to count against their work
targets any percent by which their caseloads fell after 1995. Because the fall
was unexpectedly great, the credit cut the participation levels states had to
achieve to trivial levels, in many cases to zero.

¢ Sanctions: PRWORA allowed states to reduce grants only partially if adults fail
to cooperate with the work test. Among the states choosing partial sanctions are
California and New York, the states with the biggest caseloads. This has made
it impossible fully to enforce the work test.

e Child-only cases: Welfare cases where only children are paid aid are exempt
from the work test, even though in practice adults in the families also get sup-
port. These cases are growing as a share of the caseload, comprising 37 percent
of all cases by 2001.7

e Separate state programs: Some states created separate programs for cases they
wished to shield from the work test (often those with two parents where the
TANF activity standard was a difficult 90 percent) or those on the rolls for more
than five years and thus ineligible for federal aid. These programs could not
draw federal funding, yet their costs counted toward a state’s maintenance of
effort (MOE) requirement.

e Waiver programs: PRWORA allowed states to continue “waiver” programs—ex-
perimental reform programs—which predated 1996. These usually had more le-
nient work rules than TANF.

When TANF was reauthorized last year under the Deficit Reduction Act of (DFA)
of 2005, only two of these loopholes were closed: The caseload fall credit was re-
bench-marked on caseloads as of 2005, and separate state programs were subjected
to the same activity standards as TANF. States are now supposed to achieve the
50 percent participation norm in 2007.

At the same time, reform did not do enough to maintain the employment and in-
comes of families after they had left aid:

e Work levels fell over time: As noted above, poor single mothers worked more,
on and off the rolls, until 1999, but their work levels have drifted downwards
since, losing about half the gain realized through 1999. This is probably the
main reason why poverty has risen somewhat since then.

e Most leavers remained poor at least initially: While most families leaving aid
realized higher incomes through work, they did not usually escape poverty un-

6Douglas J. Besharov, “The Past and Future of Welfare Reform,” The Public Interest, no. 150
(Winter 2003): 4-21; Council of Economic Advisors, “The Effects of Welfare Policy and the Eco-
nomic Expansion on Welfare Caseloads, An Update” (Washington, DC: Executive Office of the
President, August 3, 1999); David T. Ellwood, “The Impact of the Earned Income Tax Credit
and Social Policy Reforms On Work, Marriage, and Living Arrangements” (Cambridge, MA: Har-
vard University, Kennedy School of Government, November 1999); Jeffrey Grogger, “Welfare
Transitions in the 1990s: The Economy, Welfare Policy, and the EITC,” Journal of Policy Anal-
ysis and Management 23, no. 4 (Fall 2004):671-95.

7U.S. Congress, House, Committee on Ways and Means, 2004 Green Book: Background Mate-
rial, and Data on the Programs Within the Jurisdiction of the Committee on Ways and Means
(Washington, DC: U.S. Government Printing Office, March 2004), p. 7.88.
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less they worked steadily for several years and claimed benefits for which they
remained eligible, chiefly Food Stamps and EITC. 8

e Few leavers worked consistently: While even low-paid workers do progress to
highgr incomes over time, they have to work steadily to do so, most leavers did
not.

e Some families lost ground, typically because they became detached from both
welfare and work. 19 Whether this created active hardship is unclear.

And perhaps most seriously, welfare reform did little to address the serious work
problems among low-income men, many of them the fathers of welfare families. I
address that problem below.

Completing Welfare Reform

To reduce poverty further, the first thing government should do is enforce work
in TANF more fully, motivate families to keep working once they leave TANF, and
raise earnings.

e Close further loopholes in work requirements: The most important of the remain-
ing “outs” from the work test is partial sanctions. Congress should mandate
that all states close cases entirely when parents decline to cooperate with the
work test without good cause, as welfare already does for other rule infractions.
I would also recommend that child-only cases be brought under the work test,
although how to this involves legal questions.

e Strengthen Food Stamps work requirements: Currently, Food Stamps requires
only that employable parents with children over 6 register with a work agency
and participate in work activities if asked. Those are the sort of work require-
ments that AFDC found to be ineffective prior to FSA and PRWORA. Congress
should mandate that states involve specified percentages of Food Stamp cases
in work activities, as FSA and PRWORA mandated for AFCC/TANF.

e Add an hours threshold to EITC: The main reason leavers remain poor is that
they do not work steadily. Government lacks leverage to require them to work
after they have left aid. Some way must be found to continue to motivate work
after TANF. Currently, EITC subsidizes wages without any minimum number
of working hours. Some welfare reform experiments required 30 hours of work
per week before they paid benefits, in an attempt to raise work levels. 11 Twenty
or 30 hours might well be required to get an enhanced benefit in EITC, al-
though this would require some new administrative structure to monitor hours.
That might help to keep families working.

¢ Raise EITC and the minimum wage: Leavers’ earnings are low mainly due to
low working hours, yet additional steps should also be taken to raise wages
among the low-skilled. One idea is to raise EITC benefits and/or pay the EITC
benefit to individual workers rather than just to parents with children. 12 Doing
this could cause some reductions in work effort among those already working.
To avoid that is one more reason to institute the EITC hours threshold sug-
gested above. Congress could also raise the minimum wage, and proposals to
do this are currently before Congress.

Two things Congress should not do:

e Ease up on work requirements: Some will argue that, now that the welfare rolls
have fallen by so much, most of the remaining cases are unemployable. So these

8 Sheldon Danziger, Colleen M. Heflin, Mary E. Corcoran, Elizabeth Oltmans, and Hui-Chen
Wang, “Does It Pay to Move from Welfare to Work?” Journal of Policy Analysis and Manage-
ment 21, no. 4 (Fall 2002): 671-92; Gregory Acs and Pamela Loprest, with Tracy Roberts, “Final
Synthesis Report of Findings from ASPOE ‘Leavers’ Grants” (Washington, DC: Urban Institute,
November 27, 2001).

9Susanna Loeb and Mary Corcoran, “Welfare, Work Experience, and Economic Self-Suffi-
ciency,” Journal of Policy Analysis and Management 20, no. 1 (Winter 2001): 1-20

10Wendell Primus, Lynette Rawlings, Kathy Larin, and Kathryn Porter, “The Initial Impacts
of Welfare Reform on the Incomes of Single-Mother Families” (Washington, DC: Center on Budg-
et and Policy Priorities, August 22, 1999); Sharon Parrott and Arloc Sherman, “TANF’s Results
Are More Mixed Than Is Often Understood,” Journal of Policy Analysis and Management 26,
no. 2 (Spring 2007): 374-81.

11 Examples included New Hope and the Minnesota Family Investment Program. See Virginia
Knox et al., Reforming Welfare and Rewarding Work: A Summary of the Final Report on the
Minnesota Family Investment Program (New York: Manpower Demonstration Research Corpora-
tion, 2000); and Johannes M. Bos et al., New Hope for People With Low Incomes: Two-Year Re-
sults of a Program to Reduce Poverty and Reform Welfare (New York: Manpower Demonstration
Research Corporation, August 1999).

12Gordon Berlin, “Increasing Earnings among Low Wage Workers,” The Future of Children
17, no. 2, forthcoming.
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families should be allowed to receive aid indefinitely without having to work.
This would blunt the impact of reform. The states with the toughest work re-
quirements were those that reduced poverty the most in the 1990s, not the
least. 13 Wisconsin, with a caseload fall of 80 or 90 percent, shows that one can
move even most of the “bottom of the barrel” into jobs if the work test is well
enforced and support benefits are generous!4 The best solution to “detached”
families is individualized outreach to these families, not weakening require-
ments that have succeeded for the vast majority of cases.

e Ease up on “work first”: Some also will argue that, now that work is required,
welfare recipients must be allowed to enter education and training and have
this count as work so they can move up to better jobs. But this was the policy
that failed under FSA. Evaluations of the 1990s demonstrated that welfare
work programs that expected work in available jobs outperformed those that
stressed education and training. Thus, PRWORA mandated actual work in pref-
erence to training for most clients. Nothing in the experience of welfare reform
to date has questioned that judgment.

TANF already allows states to exempt 20 percent of cases from the time limit,
and it allows some time for education and training for cases that are already work-
ing. That is sufficient to meet these concerns. There is no need to change the sys-
tem. There clearly is a case of “If it ain’t broke don’t fix it.”

Low-Income Men

Besides completing welfare reform, government should promote higher work levels
among low-income men. 15 They were largely left out of welfare reform because they
seldom draw benefits themselves. Yet their work problems are as much a cause of
family poverty as those of single mothers. One of the main reason low-skilled men
leave their families—or are kicked out by their spouses—is that they cannot provide
for them. If low-skilled fathers worked more regularly, fewer families would be fe-
male-headed, and far fewer children would be poor.

Under pressure from welfare reform, poor single mothers have been working
more. But in the same period, low-skilled men have been working less. Their labor
force participation rates drifted downward during the 1980s and 1990s despite tight
labor markets most of the time. As a result the overall proportion of poor adults
who worked at all in a year has actually declined—from 41 percent in 1990 to 37
percent in 2005—despite welfare reform. 16

Experts traditionally blame nonwork among men, like women, on a set of external
barriers, including lack of jobs and low wages. The evidence for this view is even
weaker for poor men than it is for single mothers. Jobs for low-skilled men appear
to be plentiful, as immigration proves. And while unskilled wages are low, they are
sufficient to avoid poverty if men work regularly and claim EITC and Food Stamps.
If men seldom work consistently, the main reason is not that idleness is forced on
them but work discipline has declined. Unskilled men appear to be working less,
in part, because their wages are garnished to pay child support and because they
are incarcerated for crime. 1?7 While we might call those structures barriers, their
presence makes clear that nonwork is seldom a rational response by these men.
Rather, it is part of a syndrome of self-defeating behaviors.

Society’s response to poor men has largely been to incarcerate those who break
the law and to press absent fathers to pay child support. PRWORA took several
steps to strengthen child support enforcement. Government has improved its ability
to establish paternity and levy child support judgments. But it has much more dif-
ficulty in getting the men to pay.!® In 2003, among the 3 million poor single moth-
ers, only 60 percent had a child support order and only 36 percent received any pay-

13Rebecca M. Blank and Robert F. Schoeni, “Changes in the Distribution of Children’s Family
Income over the 1990s,” American Economic Review 93, no.2 (May 2003): 304-8.

14 Mead, Government Matters, chs. 9-10.

15The following is based on Lawrence M. Mead, “Toward a Mandatory Work Policy for Men,”
The Future of Children 17, no. 2, forthcoming. A brief summary appeared in Lawrence M. Mead,
“And Now, ‘Welfare Reform’ for Men,” Washington Post, March 20, 2007, p. A19.

16Date from the U.S. Bureau of the Census, March Current Population Survey, 1991-2006.

17Harry J. Holzer, Paul Offner, and Elaine Sorensen, “Declining Employment Among Young
Black Less-Educated Men: The Role of Incarceration and Child Support,” Journal of Policy Anal-
ysis and Management 24, no. 2 (Spring 2005): 329-50.

181U.S. Congress, 2004 Green Book, pp. 8.69—8.77.
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ment. 19 About 1 million absent fathers owed child support to poor families yet paid
either nothing or less than they owed. 20

Putting pressure on the men is insufficient. Their own work problems must also
be addressed. In welfare reform, society moved from an entitlement system, which
paid benefits regardless of lifestyle, to one that also required work. With men we
have to move the other way, adding benefits and opportunities to the criminal jus-
tice and child support systems, which are already quite punitive.

A first step is to raise the earnings of the men if they work. One way to do that,
as for single mothers, is to increase wage subsidies, another to raise the minimum
wage. Low-paid men who work regularly ought to get a sizable wage subsidy in
their own right, not only if they have children to support as the EITC allows now. 21
At the same time, we should not imagine that doing this is enough to raise work
levels. As with women, a higher subsidy might cause some nonworkers to take jobs,
but it might also cause some men already working to work less, because they could
now cover their needs with fewer working hours. So some minimum hours of work
must be expected.

How might work levels be raised? Some will recommend voluntary education and
training problems, but these have not shown much impact on employment and earn-
ings. The most successful of them, such as Job Corps, have been directive in char-
acter. They tell their clients clearly that good behavior is expected, and work is not
left as a choice. Low-skilled men, like welfare mothers, must be obligated to work,
not just offered the chance to do so. The military may be the most successful shaper
of youth into productive men, exactly because it can demand functioning. Unfortu-
nately, today’s military is voluntary and most disadvantaged men do not qualify for
it.

Yet government can adapt other institutions that already deal with low-income
men. The criminal justice and child support systems currently seem to be driving
work levels down. But they could also be used to raise them. Both systems have
experimented with programs aimed at improving employment among their clients.
But most recent programs of this kind have been voluntary. That is, they offered
services to help the men work, but they did not strictly require them to do so. This
includes the Ready4Work prison reentry programs funded by the Bush administra-
tion.

A better idea would be to institute mandatory work program for men who have
work obligations but have failed to meet them. This would include the 1 million poor
men not paying all their child support plus another half million ex-offenders on pa-
role who do not work regularly. Both groups could be served by the same program,
as they overlap substantially. These men would be required to work steadily in ei-
ther a private job, if available, or a government position if necessary. The sanction
for noncooperation would be returning to prison or going to jail. Out of their earn-
ings the men would pay any child support owed, but staff would also help them ar-
range any applicable pubic benefits, such as the proposed higher work subsidies. Su-
pervision would be much closer than normally provided by the parole or child sup-
port system. Depending on how much government employment was needed, this
program would probably cost from $2.4 to $4.8 billion a year. Those costs would be
somewhat offset by higher child support payments and perhaps lower recidivism.

It is too soon to mandate a detailed program now. We do not yet have evaluation
results showing that mandatory work can raise work levels for men, as it has for
welfare mothers. The one evaluation of such a program—Parents’ Fair Share in the
1990s—succeeded in raising child support payments by absent father, but not their
work levels.22 Several evaluations of new prison reentry programs are underway
currently.

Assuming that they show promise, Washington should finance a multi-site dem-
onstration designed to settle the best design of mandatory work programs for men.
This would be comparable to the National Evaluation of Welfare to Work Strategies
(NEWWS), conducted in the 1990s, as part of welfare reform. With those results in
hand, a preferred work program for men could be implemented nationwide.

As with welfare reform, such a program would have its impact largely through
diversion. Once it was clear that society was willing to enforce as well as facilitate

19U.S. Department of Commerce, Bureau of the Census, Current Population Survey, April
2004, child support microdata file, table 4.

20 This figure is the difference between the 1,582 million poor single mothers who were owed
child support in 2003 and the 562,000 who received full payment. See Bureau of the Census,
Current Population Survey, April 2004, child support microdata file, table 4.

21Berlin, “Increasing Earnings among Low Wage Workers.”

22 Fred Doolittle, Virginia Knox, Cynthia Miller, and Sharon Rowser, Building Opportunities,
Enforcing Obligations: Implementation and Interim Impacts of Parents’ Fair Share (New York:
Manpower Demonstration Research Corporation, December 1998).
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low-wage work, many men who are not working regularly now would begin to do
so without direct prompting. The commitment of government and administrators to
take work seriously would persuade the men to do the same. The goal, as in welfare
reform, is positive. It is not to stigmatize these men but to reintegrate them into
the community. Through steadier work, they can come in from the cold. And if they
do, society will also take a big step toward overcoming family poverty.

One further thought: immigration must be reduced. The massive entry into the
United States of low-immigrants, chiefly from Mexico, has undercut work oppor-
tunity for low-skilled men born in this country. Anecdotes say that employers often
hire immigrants in preference to native-born men, viewing them as more tractable,
and there is some evidence that immigrants depress the wages of the unskilled. 23
One thing Washington must do to solve the male work problem is bring this inflow
under control.

Chairman MCDERMOTT. Thank you. Your timing is impeccable.
Mr. Berlin is from the Manpower Demonstration Research Cor-
poration. He is the president. You are on for 5 minutes. Your entire
remarks will be put into the record, your written remarks will be
put into the record, so just summarize to us what you think are
the major points.

STATEMENT OF GORDON BERLIN, PRESIDENT/CHIEF EXECU-
TIVE OFFICER, MANPOWER DEMONSTRATION RESEARCH
CORPORATION

Mr. BERLIN. Thank you, Mr. Chairman. On page three in my
formal remarks I have a chart that lays out the nature of the prob-
lem, and helps us identify solutions.

Between 1959 and 1972, the official poverty rate fell by half—
from 22 percent of the population to 11 percent, a 50-percent de-
cline. For the next 30 years, poverty rates remained virtually un-
changed. Why? The graph in figure one of my testimony provides
one part of the answer.

Between the end of World War II and the mid-seventies, mean
average earnings grew by 60 percent. It was as if the whole Nation
was on an up escalator. Then the escalator came to an abrupt halt,
and over the next 30 years average earnings actually fell by 15 per-
cent or so, and of course, poverty stopped falling, too.

The loss of good paying manufacturing jobs, technological
changes that placed a premium on higher education, globalization,
decline of unions, all of these forces meant that economic growth
no longer led to rising earnings at the low end. These changes hit
men with a high school diploma or less the hardest.

How did families cope? They had fewer children, they sent both
family members into the labor force, they postponed marriage, all
of which contributed to the rise in single parent households, the
other principal cause of poverty.

If we are to make further progress against poverty, we have to
do something about low earnings, both for today’s workers and for
tomorrow’s. Turning to the evidence, we have a reliable body of evi-
dence on which to base future policies.

23 George J. Borjas, Richard B. Freeman, and Lawrence F. Katz, “On the Labor Market Effects
of Immigration and Trade,” in Immigration and the Workforce: Economic Consequences for the
United States and Source Areas, ed. George J. Borjas and Richard B. Freeman (Chicago: Univer-
sity of Chicago Press, 1992), ch. 7; George J. Borjas, “The Labor Demand Curve Is Downward
Sloping: Reexamining the Impact of Immigration on the Labor Market,” Quarterly Journal of
Economics 118, no. 4 (November 2003): 1335-74.
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Three formal, large-scale randomized controlled trials, collec-
tively known as the “Make Work Pay Experiments,” deliver a con-
sistent message: earnings supplements that reward work by pro-
viding cash to supplement the earnings of low-wage workers in-
crease employment and employment stability, increase earnings
and income, reduce poverty and the poverty gap, and improve
young children’s school performance.

Some of the largest and most lasting gains for parents and chil-
dren accrued to African Americans and to some of the most eco-
nomically disadvantaged families. Thus, one reliable way to tackle
the problem of low earnings, and to reduce poverty in the short
run, is to make work pay via the earned income tax credit and the
minimum wage, or other related venues.

A second, longer term way to reduce earnings-related poverty is
to invest in the education, attainment, and achievement of the next
generation, via investments in early childhood education, K
through 12 reform, and tackling the graduation and persistence
problems in community colleges. The challenges here are well
known. We have to figure out in those areas what works, and then
we still face the very real difficulty of taking high-quality programs
to scale.

Returning to the short-run strategies under the jurisdiction of
this Committee, an increase in the EITC and a hike in the min-
imum wage offer complementary ways to boost income, and they
share the burden of making work pay between the public and pri-
vate sectors.

I think we face two fundamental choices: first, whether to expand
the current EITC program with its emphasis on families with chil-
dren, or whether to focus more on singles who have been under-
served by the previous EITC increases. Second, whether to raise
the minimum wage without also indexing it for inflation. I know
that’s controversial, but I want to explain the interaction between
the two.

On the EITC, the choices are an across-the-board raise, a raise
for married families only, or a more generous increase in the sin-
gles EITC. While any and all of these strategies would certainly re-
duce poverty, improvements in the EITC policy over the last two
decades have, for the most part, bypassed singles, particularly men,
the very group who have been hit the hardest by these economic
changes.

One way to increase the EITC for singles would be to simply dou-
ble the current maximum benefit for individuals, but this strategy
would provide only a limited boost to individual earnings, and thus,
might not have a big effect on work behavior. It might also exacer-
bate some of the marriage penalty issues.

A bolder expansion would provide all adult low-wage workers
who work full-time a payment approaching two-thirds to three-
quarters of the current one-child family EITC, but with a crucial
twist. Payment would be based on an individual’s personal income,
not joint or family income. Singles would be eligible for the supple-
ment, whether they have children or not, whether they marry or
not, as would second earners in a married family receiving the ex-
isting family EITC. It’s essentially trying to create an incentive
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structure for the poor that is very similar to the incentive structure
that the rest of us face.

Now, would this earnings supplement increase employment
rates, particularly among single men with low skills and those who
owe child support? Would it increase marriage rates, and reduce
single parenthood? There is certainly good correlational evidence to
suggest that it could, but the simple truth is we don’t really know
whether the full benefits would exceed the cost.

So, the Committee might want to proceed in two stages, modestly
boosting the EITC for singles, by doubling or tripling it, while sup-
porting a formal test in five cities or so of the bolder plan, to deter-
mine if the benefits exceed the cost.

Just a few words about the minimum wage. Boosting the min-
imum wage and enhancing the EITC are complementary, not sub-
stitute strategies. Allowing the minimum wage to erode while the
EITC is indexed to inflation has the perverse effect of substituting
public dollars for private wage increases. So, an expansion of the
EITC would exacerbate this problem, unless the minimum wage
was also indexed for inflation.

In conclusion, making further progress on poverty requires that
we tackle the secular decline in earnings, and there are two strate-
gies for doing so. In the short run, we have to expand our efforts
to make work pay. In the longer run, we have to make investments
in education from early childhood education to community colleges.
Thank you.

[The prepared statement of Mr. Berlin follows:]

Prepared Statement of Gordon Berlin, President/Chief Executive Officer,
Manpower Demonstration Research Corporation (MDRC)

Good afternoon. My name is Gordon Berlin, and I am President of MDRC, a non-
profit, nonpartisan education and social policy research organization that is dedi-
cated to learning what works to improve policies and programs that affect the poor.
Founded in 1974, MDRC evaluates existing programs and tries out new solutions
to some of the Nation’s most pressing social problems, using rigorous random as-
signment research designs or near equivalents to assess their impact. I appreciate
the opportunity to appear before this Committee today to describe what research
tells us about the best ways to alleviate poverty.

I will make four points:

¢ After declining by half between 1959 and 1972, the poverty rate in the United
States has remained stuck between 11 and 15 percent ever since. Why? The
prime explanations are rising rates of single parenthood and falling real wages,
particularly among men with low levels of education. Of the two, the decline
in wages is the more instrumental—that is, falling earnings is a problem we
can redress and we have good evidence about what works.

¢ A compelling body of evidence points to effective solutions—both short-term and
long-term—for alleviating poverty related to low earnings today and the
intergenerational transfer of poverty tomorrow. In the short term, enhancing
the Earned Income Tax Credit (EITC), especially for single individuals, and in-
dexing the minimum wage to inflation could be an effective strategy for boosting
employment and earnings and reducing poverty. In the long-term, investments
in educational reform—from pre-kindergarten classes to community colleges—
should equip the next generation with the skills they need to obtain high-paying
jobs.

¢ These short- and long-term two-generation strategies are interdependent: Pro-
viding enhanced work supports to adults and moving families out of poverty
today has positive effects on young children’s school performance—and provides
a strong foundation for long-term efforts to prevent poverty tomorrow through
improved educational opportunities for poor children.

¢ An aggressive strategy to address falling wages would redesign and expand the
EITC benefit for individuals, regardless of their parenting or marital status,
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conditioned on working 30 hours a week and determined on the basis of indi-
vidual income rather than joint income. Retaining the current EITC for families
with children while creating a new EITC for single individuals (including non-
custodial parents and second earners in two-parent households) could have
wide-ranging positive effects on employment, earnings, income, and poverty—
as well as on family well-being. But because the costs of such an initiative
would be high, a prudent first step would be a demonstration project with a rig-
orous research design in three or four cities to determine if the plan’s benefits
outweigh its costs.

Falling Wages and Poverty

For more than 40 years, the conventional wisdom has been that the best anti-
poverty strategy is to help the unemployed get jobs. And while work is a necessary
precondition to escaping poverty, getting jobs is not the problem it once was for most
segments of the population—as unemployment has remained at the historically low
rate of between 4 and 6 percent for the past 10 years. The key problem facing most
poor people is that many jobs simply don’t pay enough.

In 1959, when we first began to measure poverty, 22 percent of all Americans
lived in households with income below the poverty line. By 1972, the poverty rate
had been cut in half, falling to 11 percent nationally. But then the poverty rate
stopped declining and ranged between 11 percent and 15 percent, depending on the
state of the economy, for the next 30 years (see Figure 1). Why didn’t poverty con-
tinue falling?

Falling wages and increasing rates of single-parenting are the two principal expla-
nations, and, as I'll explain, these phenomena are closely related. Economic changes
led to stagnant and declining wages at the bottom of the wage distribution, espe-
cially among men with a high school diploma or less, and demographic changes saw
a near doubling of the fraction of all families with children headed by a single par-
ent.

Let’s focus on wages and earnings. Between 1947 and 1972, average earnings
grew in real terms by 60 percent for nonsupervisory workers. As Frank Levy has
described, it was as i1f the whole Nation were on an economic up-escalator. It was
this rise in earnings that explains much of the postwar decline in poverty until
1972. But then earnings began to tumble. In fact, by 2004, the average production
worker’s weekly earnings had fallen to $528 (in inflation-adjusted dollars), a 15 per-
cent decline (see Figure 1).
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Wages and earnings declined initially as a result of the recessions of the 1970s.
But this era was also the start of a major restructuring of the economy, in which
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the premium placed on education began to grow. A new skills bias started to domi-
nate the labor market, creating high-paying jobs that required a college degree or
better and lots of low-paying jobs that required no more than a high school diploma
and often less. As a result, economic inequality—the gap between the richest and
poorest Americans—widened during the 1970s and 1980s as earnings for those with
college accelerated, while wages for those at the bottom fell in step with the massive
loss of high-paying blue-collar jobs as a result of industrial restructuring. The de-
cline of unions, rising competition from low-skilled newcomers, and the erosion of
the minimum wage all exacerbated these trends.

How did Americans cope with this decline in earnings? Two-parent families main-
tained their standard of living by having fewer children and sending both parents
into the workforce. Single-parent families, of course, did not have the option of put-
ting another parent to work. In fact, employment rates among single mothers grew
rapidly during the 1980s and 1990s—but, because single parents were more likely
to be poorly educated and because they only had one earner, inequality widened.

As earnings fell, other manifestations of poverty worsened: employment declined
(particularly among less-educated men), marriage rates fell, and crime rates rose.
Of course, these problems are intertwined and reinforcing. For instance, as the
wages of men with a high school education or less tumbled, the employment rates
of these men also fell, and, in turn, the share who could support a family above the
poverty line began to decline—and with it the professed willingness of low-income
mothers and fathers to marry. Indeed, among men aged 25-54 with a high school
diploma or less in 2003, the earnings of a quarter of whites, a third of blacks, and
two-fifths of Hispanics were inadequate to support a family of four above the pov-
erty line. Certainly, the choices that individuals make—whether to have children
within marriage or not, whether to take a low-paying job or to become involved in
criminal activity—play an important role in determining one’s poverty status. Yet,
it is hard to argue that technological change, globalization, and other large macro-
economic forces that have transformed the American and world labor markets
haven’t played an independent, causal role in poverty’s persistence.

Men with a high school diploma or less, especially men of color, have been par-
ticularly hard hit. Over the same period that wages were falling, employment rates
among men were also tumbling, down a startling 20-plus percentage points between
1970 and 2000 for men with a high school education or less and roughly 7 percent-
age points for those with some college. By contrast, as a result of economic neces-
sity, changing norms, and the rise of service sector jobs, women’s employment rates
rose dramatically as more and more women entered the labor market, especially in
the 1990s.

Why have men’s employment rates been declining? For some men, as blue-collar
jobs evaporated and wages fell, employment became less attractive. The strong econ-
omy of the 1990s offers a reverse proof: As wages at the bottom rose, the employ-
ment rates of white, black, and Hispanic young men stabilized and began to grow.
For example, the employment rates of black men aged 16 to 34 rose between 1992
and 2000, as did the rates for young black men (16 to 24) with a high school di-
ploma or less (see Table 1). But once the boom years were over, the employment
rates of black men resumed their downward trend, plunging following the 2001 re-
cession much as they did during the 1991 recession. While the reasons for the dis-
mal position of young black men in the labor market are complex (and include racial
discrimination and inadequate basic skills and education, as well as the behavioral
changes noted by Larry Mead and others), a key part of the explanation is the inter-
action among low wages, the rewards of illegal activity, and strict drug laws, which
have resulted in as many as 30 percent of all young black men becoming entangled
with the criminal justice system at some point. Incarceration appears to have its
own independent effect—the label of ex-offender further worsens and taints the fu-
ture employment prospects for all former prisoners reentering society.

In sum, poverty stopped falling in large part because earnings stopped rising. And
while poverty is a complex problem with many causes, it seems clear that the Na-
tion must address the problem of low-wage work in order to further reduce pov-
erty—because low-wage work is here to stay. The Bureau of Labor Statistics projects
that 46 percent of all jobs in 2014 will be filled by workers with a high school di-
ploma or less. The bulk of these jobs—janitor, food service, retail sales, laborer,
child care provider, home health aid—are expected to offer either low or very low

pay.
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Tablc 1
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Strategies That Work to Reduce Poverty

So, what to do? There are essentially two types of antipoverty strategies the Na-
tion could pursue. The first are short-term interventions, most focused on “making
work pay” by supporting low-wage workers with earnings supplements and other
kinds of supports, including upgraded training. The second type are long-term,
intergenerational strategies—principally investments in preschool through postsec-
ondary education—so that the next generations of young people have the knowledge
and skills to fill higher-paying jobs. Importantly, the two strategies reinforce each
other; for example, lifting a family above the poverty line with an earnings supple-
ment can increase young children’s school performance—in effect, enhancing the
payoff of a high-quality early childhood education program. My focus today is on
some of the short-run strategies that fall under the jurisdiction of the Ways and
Means Committee.

If low wages are the principal problem we face in reversing poverty, one might
reasonably ask: Can government successfully intervene to raise earnings and in-
comes and reduce poverty? Encouragingly, a reliable body of evidence demonstrates
that work-based earnings supplements—including the Earned Income Tax Credit
(EITC)—can boost employment and earnings and reduce poverty. For very low-wage
workers, hiking the minimum wage would likely have similar effects, so long as the
increase was not high enough to result in reduced hiring by employers.

The “Make Work Pay” Experiments. Concerned that low-wage work simply
did not pay relative to welfare, the state of Minnesota, the New Hope community
group in Milwaukee, and two provinces in Canada began to experiment during the
1980s with new approaches designed to increase the payoff from low-wage work—
that is, to make work pay. All three provided work incentives in the form of monthly
cash payments to supplement the earnings of low-wage workers. The payments were
made only when people worked, and the amount of each month’s cash payment de-
pended on the amount of each month’s earnings.

The results were encouraging. The mostly single mothers who were offered earn-
ings supplements in these three large-scale, rigorous studies were more likely to
work, earned more, had more income, and were less likely to be in poverty than con-
trol group members who were not offered supplements. At their peak, these employ-
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ment, earnings, and income gains were large—reaching 12- to 14-percentage-point
increases in employment rates, about $200-$300 more per quarter in earnings, and
$300-$500 more in quarterly income. The earnings supplements also had a sec-
ondary benefit for children. Preschool-age children of participating parents did bet-
ter academically than like children in the control group, in part because their par-
ents had higher incomes and they were more likely to attend high-quality, center-
based child care programs. The largest and most persistent effects on adults were
found for African-Americans and for the most disadvantaged participants, particu-
larly high school dropouts without recent work history and with long welfare spells.
For these groups, the employment and earnings effects continued through the end
of the follow-up period—six years in the Minnesota project—implying that early
work experience could provide a lasting leg up in the labor market for more dis-
advantaged populations. The pattern of results for all participants also suggests
that income gains—and thus the poverty reduction effects—could be sustained by
an ongoing program of supplements. (The earnings supplements in these demonstra-
tion projects ended after three years.)

Rent Incentives for Public Housing Residents. A more recent program that
used earnings supplements—in this case, in the form of rent breaks for public hous-
ing residents conditioned on work—had large positive earnings effects for many dif-
ferent types of residents, including striking earnings effects for immigrant men, and
positive but smaller impacts on residents’ employment rates. Called Jobs-Plus, this
ambitious place-based effort changed traditional public housing rules so that ten-
ants’ rents did not rise as quickly or at all when their earnings grew (that is, rents
were held flat). In addition to this financial work incentive, Jobs-Plus offered em-
ployment-related assistance, on-site case management, and job-related information
sharing through resident networks.

The Earned Income Tax Credit. Members of this Committee have used em-
ployee subsidies as an integral part of the Nation’s strategy for reducing poverty
since the EITC was first passed in 1975. Today the EITC, which the Committee sub-
stantially expanded in 1986, 1990, and 1993, is available to all low-income workers
who file tax returns. It is refundable, which means that its benefits are paid out
even when the tax filer does not owe any income taxes. More than 20 million tax-
payers take advantage of the EITC each year, at a cost approaching $40 billion,
making it by far the largest cash benefit program for the poor.

The EITC’s distinguishing feature is its status as a safety net built around work—
only people with earnings can claim the credit. The amount varies by both family
type and earnings. Families with two or more children can receive a maximum cred-
it of $4,716; those with one child, $2,853; and single adults with no children, $428.
However, because the EITC overwhelmingly benefits single parents supporting chil-
dren, it largely excludes single adults without children who are poor (and dispropor-
tionately male) and it creates disincentives to work and marry for some families.
Although recent changes have reduced marriage penalties in the EITC, some do re-
main, particularly when both spouses in a married-couple family have similar earn-
ings.

Based on a comprehensive review of studies, Steve Holt reports that the EITC re-
duces family poverty by a tenth, reduces poverty among children by a fourth, and
closes the poverty gap by a fifth. Note that the Census Bureau’s official poverty esti-
mate doesn’t count the EITC as income. If it did—and if one also subtracted the
cost of work expenses and child care—the poverty rate would likely fall by a couple
of percentage points, but the trends described in Figure 1 would remain pretty much
the same. On the other hand, if certain recommendations of a National Academy
of Sciences Panel on Poverty were adopted, the poverty rate would likely be some-
what higher.

Raising the Minimum Wage. Both experience and empirical evidence suggest
that the minimum wage can play a valuable role in raising wages and reducing pov-
erty without severely distorting labor markets. However, as of early 2007, the value
of the federal minimum wage had fallen to its lowest level in 50 years. Both Presi-
dent Bush and Congressional leaders have vowed to increase the minimum wage to
$7.25, although if it is not indexed to inflation, its value will once again gradually
erode over time. Thirty states and the District of Columbia have established min-
imum wages above the federal level.

However, only one in five minimum-wage workers live in families with below-pov-
erty income. Many are between 16 and 24 years old and do not support families,
making the minimum wage a relatively inefficient way to reduce family poverty, al-
though its efficiency improves somewhat if the goal is to help workers up to 200
percent of the poverty line. In addition, the political unpredictability of the min-
imum wage makes it an unreliable policy lever for supporting low-wage workers. A
minimum wage increase to $7.25 an hour could substantially boost wages at the bot-
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tom, lifting some families above the poverty line, helping other families both below
and just above the poverty line, while reducing the overall public cost of the EITC.
While available evidence summarized by David Card and Alan Krueger suggests
that a boost to $7.00 an hour or so would not have a noticeable effect on employ-
ment rates, economic theory and practical experience suggest that, above some wage
level, employers would cut back on hiring. For all of these reasons, a higher min-
imum wage, in and of itself, would not permanently address the problems of per-
sistent poverty.

Considering the Policy Choices: Expanding the EITC and Boosting the Min-
imum Wage

Over the next 10 to 20 years, it is hard to imagine reducing poverty without find-
ing a way to make low-wage work pay better. The compelling body of evidence that
I've just described suggests that expanding the EITC, preferably in combination
with a boost in the minimum wage, would be an effective way to supplement low
earnings. While there are a number of ways that one could envision such an expan-
sion, I believe that it boils down to essentially two broad policy questions:

1. Is it best to expand the current EITC program, with its emphasis on families
with children, or to address the imbalance that has emerged between singles
and those with children by expanding the EITC program for individuals?

2. Is it enough to raise the minimum wage without indexing it for inflation?

On the first question, there are essentially three options for expanding the EITC:
(a) increase the EITC for families with children and especially for large families, (b)
increase it for married couples only (in order to further reduce marriage penalties
and incentivize marriage), or (c¢) increase the EITC for individual low-wage workers.

An across-the-board increase in the existing EITC moves more families above the
poverty line and increases the incomes of those just above and below the poverty
line, but perpetuates current inequities by doing little to address the companion
problems of single parenthood, single men’s and women’s low earnings, or remaining
marriage penalties in two-earner families. The second approach has the advantage
of reducing marriage penalties, but it shares several of the shortcomings of the first,
it may create stronger work disincentives for second earners, and it encourages peo-
ple to marry for the money, running the risk of promoting any marriage over a
healthy marriage. Moreover, it fails to tackle the problem of the low wages of single
adults, particularly men.

Expanding the EITC for Singles. The third strategy for expanding the federal
EITC—further supplementing the earnings of individual workers without children—
may seem counterintuitive at first. But single men and women (as well as second
earners in two-parent households) have been mostly ignored by the expansion of the
EITC in the last 20 years. Single men (many of whom are noncustodial parents with
child support obligations) have been the hardest hit by the losses in the manufac-
turing sector and the decline in earnings since the early 1970s. This imbalance in
the EITC has had the unintended effect of distorting incentives to work, marry, and
have children. An increase in the EITC for singles would help counter three decades
of wage stagnation and persistent poverty, with likely positive corollary effects on
employment and parental child support. In addition, if the expansion were accom-
panied by two admittedly radical changes—(1) creating a full-time work require-
ment and (2) basing eligibility on individual rather than joint income—it would help
both singles and parents with children.

One way to increase the EITC for singles would be to simply double the current
maximum benefit for individuals, which currently stands at $428. But this strategy
would provide only a limited boost to individual earnings and thus might not have
a big effect on work behavior; it would surely exacerbate marriage penalties if done
alone; and, if passed in conjunction with a rise in the minimum wage, would pri-
marily affect part-time workers rather than full-time workers.

A bolder expansion would provide all adult low-wage workers (aged 21-54) who
work full time (30 hours a week) a payment approaching that of the current family
EITC (for example, a 25 percent subsidy rate to a maximum payment amount of
$1,950) but with a crucial twist: payment would be based on an individual’s per-
sonal income, not joint or family income, and singles would be eligible for the sup-
plement whether they have children or not and whether they marry or not, as would
second earners in a married family receiving the existing family EITC. By condi-
tioning this new benefit on full-time work, by targeting individuals regardless of
their family status, by keeping the existing EITC for families with children in place,
and by calculating EITC eligibility on the basis of individual income (as Canadians
and Europeans do) rather than joint income for tax filing purposes, this earnings-
based supplement would restore equity to the American social compact while mini-
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mizing the distortion of incentives to work, marry, and bear children. (A fuller ex-
planation of this idea will be published in the September issue of The Future of
Children; a working paper can be found on the MDRC website, www.mdrc.org)

Adults working less than 30 hours a week, including second earners in two-parent
households, would have an incentive to increase their work hours, further boosting
income, promoting self-sufficiency, and reducing poverty. And those adults not in
the labor force would have added incentive to find a full-time job, which would sub-
stantially boost total income. To administer the 30-hour requirement, employers
would be required to report monthly or quarterly hours worked on the end-of-year
W-2 statements that employees rely upon when filing taxes. Next, by
supplementing the earnings of single men in low-wage jobs and increasing their in-
come, this plan would encourage more “on the books” work, while helping men meet
their child support obligations. As in current law, single people who are parents and
owe child support would have their EITC payment attached to pay their child sup-
port obligations. Importantly, some of the largest benefits would accrue to two-par-
ent households when both adults can work full time. Roughly, 21 million low-wage
married individuals and another 16 million single individuals would receive an
EITC payment under this plan. Such an expansion would not be cheap; depending
on how one structured the benefits, the annual cost for a national expansion would
range from $4 billion to $33 billion.

Would an earnings supplement like this really increase employment rates, par-
ticularly among single men? Honestly, we don’t know. But there is good evidence
to suggest that it might. Economists estimate that increasing the hourly wage of a
low-income worker by 10 percent would boost employment between 2 and 10 per-
cent. Adding credence to these estimates, the three make-work-pay experiments that
I described earlier had similar employment, earnings, and income effects, albeit for
a population of mostly single mothers. And, the New Hope program, which also
served single men, did achieve modest, statistically significant gains in the number
of quarters employed for men overall, as well as for single men, when cumulated
over the full eight-year follow-up period—although the small number of men in the
study sample (by design) makes these findings suggestive at best. And as noted
above, the higher wages that came with the economic boom of the 1990s also led
to increases in men’s employment rates.

Indexing the Minimum Wage to Inflation. History makes it clear that the
value of a boost in the minimum wage declines over time, as political will must be
continually rebuilt to adjust it for inflation. To address this problem, policymakers
should consider going beyond just raising the minimum wage to $7.25 an hour and
also index it to inflation. While this won’t bring the minimum wage back up to its
original value of about half the median hourly wage, it would forestall a quick re-
turn to the erosion in value it has seen in the last decade.

Boosting the minimum wage and enhancing the EITC are complementary, not
substitute, strategies. Allowing the minimum wage to erode while the EITC is in-
dexed to inflation has the perverse effect of substituting public dollars for private
wage increases. An expansion of the EITC would exacerbate this problem unless the
minimum wage was also indexed. In short, increasing the minimum wage and in-
dexing it for inflation would provide a floor below which wages could not fall, would
make the expansion of the EITC more effective and more affordable, and would pre-
vent an inflation-indexed EITC from substituting for wage increases employers
would otherwise have provided.

What Do We Know About Other Strategies for Reducing Poverty?

While an expanded EITC, like the one I have described, would do much to help
low-wage workers and their families, we have to acknowledge that it would not be
enough to address all the causes of poverty. Given the prominent role of single par-
enthood in persistent poverty, why not propose an expansion in marital education
programs? Given the changes in the labor market, why not propose additional in-
vestments in job retention and advancement? Given the problems of the “hard to
employ,” why not propose additional programs to tackle the problems of youth and
adults with low skills, no work history, or mental health and substance abuse prob-
lems? The short answer is that we don’t have good evidence about what would make
a difference. Fortunately, research is now underway that, I believe, will provide
{nore reliable information about what does and does not work to address these prob-
ems.

For instance, marriage and childbearing behaviors and high rates of single-par-
enting, while related to economic changes, are also largely the product of social
norms. Low-income couples face greater challenges to building and maintaining
healthy relationships (for instance, because of the stress of financial difficulties),
and their families are consequently less likely to experience stable marriages. While
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an extensive body of evidence on how to strengthen marriages exists, this research
consists primarily of small-scale studies of typically short-term programs for middle-
class couples. MDRC is involved in two large-scale, random assignment evaluations
of new programs to promote healthy marriages and co-parenting relationships
among low-income families, which should provide important answers about the
value of these interventions.

Similarly, even if we were to boost the earnings and income of low-wage workers
through an expanded EITC, real prosperity for most Americans comes from moving
up the career ladder. In the U.S., no government agency is tasked with supporting
low-wage workers by connecting them to benefits (like public health care, child care
and housing subsidies, and food stamps) or helping them find better jobs. Through
three large-scale projects in the U.S. and the United Kingdom, MDRC is learning
how challenging it is to develop programs that actually promote career advance-
ment. However, early results suggest that one-stop centers (created by the Work-
force Investment Act) might be a good venue for these programs and that particular
strategies, like using financial incentives, contracting with community-based groups
with strong business connections, and combining work supports with advancement
services (including community college-based education), could be promising.

Finally, earnings supplements are not much help to people who have a difficult
time finding or keeping a job. Few strategies have been developed that have proven
effectiveness in helping the hard-to-employ find stable employment, but rigorous
studies of new initiatives are currently underway, including transitional jobs pro-
grams for reentering prisoners and long-term welfare recipients, intensive case man-
agement of single parents suffering from depression, accelerated health benefits for
disability recipients, residential youth development programs for dropouts, and em-
ployment programs for substance-abusers.

Conclusion

The most direct way to alleviate poverty is to tackle the legacy of falling wages,
particularly for men with less education. Solid and reliable evidence demonstrates
that earnings supplements have encouraged work and reduced poverty among un-
employed and underemployed single parents. Expanding the use of earnings supple-
ment for single adults would go a long way toward reducing poverty among low-
wage workers and their families. A first step would be to modestly expand the cur-
rent EITC in conjunction with an inflation-indexed boost in the minimum wage,
paying special attention to singles by doubling or tripling the current annual max-
imum EITC benefit for single adults with no children.

In addition, the Committee should also consider a limited test of a more enhanced
EITC for singles along the lines that I have described: for all adult workers, aged
21 to 54, regardless of parenting or marital status, and conditioned on working 30
hours a week. One could imagine a multiyear demonstration in three or four cities
that would determine the new benefit’s effects on poverty, earnings, work, marriage/
cohabitation, and childbearing and that would provide guidance about the feasibility
of expanding the policy when the EITC is next reauthorized. While the cost of scal-
ing up an EITC for singles, in which eligibility is based on individual rather than
joint income, seems daunting, it may well be that the long-term benefits of such a
plan could more than pay for itself in increased work effort, increased child support
payments, increases in the number of two-parent households, and decreases in
crime and nonmarital childbearing. But we won’t know unless we conduct a com-
paratively inexpensive test of the idea in a few places that relies on random assign-
ment research designs whenever feasible.

As I noted at the beginning, just addressing the effects of low wages will not be
enough. To make a significant and long-lasting difference, we will need to invest
both in short-term strategies that boost the well-being of poor families today—as
well as in long-term educational strategies that ensure that succeeding generations
will have the skills to succeed in the labor market. Children growing up in poverty
do worse in school, have earnings that are substantially lower as adults, and are
more likely to become teen parents, among other problems. By reducing poverty
through work supports for parents, their children will be in the position to take ad-
vantage of better educational opportunities, as we learn more about what works in
early childhood education, K-12, and postsecondary reform. The best incubator for
developing human capital tomorrow is a family that is not living in poverty today.

——
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Chairman MCDERMOTT. Thank you very much for your testi-
mony, and we appreciate all of you coming and taking the time to
do this.

It sounds like, from listening to some of you, that this is a matter
of definitional problems here, that we don’t have as much poverty
as we say we do, it’s all definitional. We had some testimony before
this Committee from Mr. Bernstein, from the Economic Policy In-
stitute, in which he says, talking about the NAS study, the Na-
tional Academy of Sciences was asked about this, and we have
heard the talk about how we’ve got to put more things on the in-
come side. However, we're not talking about what this money is
being spent on, what are the standards by which you are judging
poverty.

He says that, on average, the NAS rates are about 1 percent
above the official average if you take all the things that are added
in and added out—child care and health care, and all these things
that hit people.

I would like to hear this panel talk about the poverty—have we
got the handle on how many people are there? Are we saying there
are too many? Do you all think there are too many on the poverty
roll, or do you think there are too few?

Ms. GIBBS. Maybe if I could start, just by providing a compari-
son in New York City. There are self-sufficiency calculators that
are done across the Nation. In New York City, what that calculator
estimates is what a family of four to meet basic needs. It doesn’t
provide any additional cash for anything, a family vacation, any-
thing. It’s just meeting housing, food, basic necessities. The cost
would be $58,000 a year, compared to the Federal poverty measure
nationally of just under $20,000.

So, we believe that not only do we need to calculate the value
of tax credits and other transfer benefits into how much income is
in the household, but you also need to really reflect how much it
costs to meet those basic needs, to have a true sense of how many
people are living in poverty.

Chairman MCDERMOTT. Mr. Podesta?

Mr. PODESTA. Well, Mr. McDermott, this reminds me a little
bit of the discussion about science and global warming. I think
we've got a problem. The fact that there could be some dispute
about the variation of the problem doesn’t undermine the problem.

I think that the National Academy recommendations are smart
ones, and I think that the Committee could move on the question
of what the right rate is. There is no question that there are mil-
lions of people living in poverty in this country, way too many, and
there are millions more—we estimate about 90 million people—who
are living on low incomes. They are struggling from paycheck to
paycheck. They are one health crisis away, one job loss away, from
falling into deep poverty. That’s something that this country ought
to do something about.

Chairman MCDERMOTT. You worked in the White House. So,
if we set a policy of cutting poverty by 50 percent by 2020, how will
that change decisionmaking?

Mr. PODESTA. Well, let me give that perspective also from the
perspective of the United Kingdom, which set a goal of trying to
eliminate child poverty, and trying to cut in increments of 25 per-
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cent, 50 percent, are on track to do that, because they oriented gov-
ernment policy toward that goal.

We had a goal of trying to reform welfare, reduce caseloads, but
also support people going into work. I think that that informs deci-
sionmaking, it informs priorities. A lot of ideas were put on the
table here, just in the course of this panel. Much of—I think the
panel agreed on the notion of trying to expand work support
through the EITC and raising the minimum wage.

I think it gives strategic direction to—and it gives the ability for
the public to have accountability, if you set firm goals to say you
can measure against them whether you're making progress.

Chairman MCDERMOTT. Mr. Berlin, I was interested in reading
your remarks. Some people say full-time work is the solution to
poverty, but you know and I know that there are a lot of people
working full time who are still below the poverty line.

How do you guarantee—if you don’t work, of course youre not
going to get there. We can understand that, but if you do work,
how do we guarantee that you get out? Or, is this the free enter-
prise system, and we just say, “Well, it’s tough. You didn’t get out.”
Is that what your bottom line is in your analysis?

Mr. BERLIN. Well, I think that if you work full time you ought
to be out of poverty, and you ought to be able to support a family
above the poverty line. I think that comports best with American
values. One of the terrific things that this Committee has done
over time is to rethink the safety net, so that it’s built more around
work than non-work.

One statistic really bears out what the problem has been. In
1973, the average high school drop-out could support a family of 3
above the poverty line. Today that’s not likely given their average
earnings.

Chairman MCDERMOTT. Do you think we can get people above
the poverty line without providing universal health care?

Mr. BERLIN. I think we could get them above the poverty line
if the minimum wage was higher, and if we had an earned income
tax credit that was a bit more generous than the current

Chairman MCDERMOTT. You think individuals could buy their
own insurance?

Mr. BERLIN. Well—

Chairman MCDERMOTT. Is that the scheme by which you're
talking?

Mr. BERLIN. It’s a related, but somewhat separate issue. You
could think about the cost of health insurance

Chairman MCDERMOTT. But it’s the number one cause of bank-
ruptcies in the country.

Mr. BERLIN. Right. You could think about health insurance as
being another way to help make work pay. One of the experiments
that we evaluated, the New Hope Project, both supplemented earn-
ings and provided health insurance benefits, and provided child
care benefits. So, a more comprehensive package would be one way
to go.

Chairman MCDERMOTT. Mr. Weller will inquire. Thank you.

Mr. WELLER. Thank you, Mr. Chairman, and I want to thank
each of the panelists for your testimony and for your time here
today on an important subject. I think we all agree that we need
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to reduce poverty. I think we all agree that when one child is in
poverty, that’s too many.

You know, Dr. Mead, time is limited, so my first question I'm
going to direct to you. As you noted, welfare was reformed in 1996
and although Clay Shaw is not with us today with his leadership—
and I look back at the 13 years I have been on the Committee on
Ways and Means, clearly, welfare reform was one of the great ac-
complishments of this Congress and of this Committee. It reduced
welfare, and also lifted children out of poverty, as you noted.

As Chairman McDermott pointed out, defining poverty is pretty
important, as we begin the process of looking to determine what
further we should be doing to reduce poverty. Can you, from the
standpoint of explaining for the Subcommittee, explain in exact
terms today how we define poverty, including sources of income,
factoring in costs.

Dr. MEAD. I may get this exactly right, I hope so. The poverty
rate is calculated by setting a minimum threshold of income, which
we take to be the minimum that you need to live a minimally de-
cent life. It varies by family size. Then we count against that
standard cash income on a pre-tax basis.

So, we take earnings, benefits like Social Security or welfare,
pre-tax, and then we see if your income is up to that poverty
threshold. We exclude in-kind benefits like food stamps. We also
exclude post-tax benefits, including EITCs, because that is given
through the tax system. So, we substantially under-estimate the in-
come that people really get from various sources. Therefore, we
over-estimate how many people are poor.

On the other hand, income is also measured pre-tax, so to the ex-
tent you're paying taxes, that is also not included. We also don’t
include work expenses. I more or less support the National Acad-
emy of Science’s approach to revising the measure, because it
would deal with both of these limitations, to a certain extent.

At the same time, I want to counsel against too great an absorp-
tion in the question of the poverty measure. Although we can de-
bate that, and it does make some difference in how many poor peo-
ple we have, poverty actually involves a combination of low income
plus various lifestyles that tend to keep people at the bottom. All
of that is part of what we mean by poverty. The lifestyle dimen-
sion, particularly, doesn’t go away if you redefine the poverty line.

So, we should worry about integrating people at the bottom, and
that includes raising their income, to be sure, but it also involves,
as Isabel has suggested, focusing on problems of work, family, get-
ting through school. Those are the things that really comprise the
complex that we call poverty, and we should address all of that.

Mr. WELLER. The National Academy of Sciences, my colleague,
Pete Stark, as the ranking Democrat on the Joint Economic Com-
mittee, the Urban Institute, and others have advocated including
the EITC, food stamps, housing, that support that income as part
of determining poverty.

What would happen, typically, if that were to be included as part
of the formula?

Dr. MEAD. Well, you shared earlier Doug Besharov’s calculation,
which shows that it cuts the poverty rate very substantially, but,
as I mentioned, to do that doesn’t really do away with the manner
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of life that we associate with poverty, which is really a life of de-
feat. That is the most notable feature of the poverty population.
These are people who have given up hope in important respects.

We really want to change that. We want to have people feel more
in command of things. That’s what happens, if we address these
lifestyle dimensions that we have talked about, particularly em-
ployment. Employment has special importance is that we know
how to change it. We have learned how to do that, unlike the fam-
ily problems, where we don’t have as much leverage.

We have reason to think that raising work levels has positive ef-
fects on the family problems. So, although it isn’t a whole total so-
lution, it’s the thing that we can do that most directly raises in-
come and addresses the lifestyle issues that are a part of the na-
ture of poverty.

We have had a big success in this area in the last 15 years. We
need to build on that, both for men and for women.

Mr. WELLER. Well, we have seen, in welfare reform, the empha-
sis on a two-parent household.

Dr. MEAD. Yes.

Mr. WELLER. Work has really changed lives for many children,
lifting them out of poverty.

Dr. MEAD. That’s right.

Mr. WELLER. Dr. Sawhill, the Joint Economic Committee, in
2004—Dr. Mead, maybe you can reflect on this, and others may
want to comment—did a model utilizing, as some have discussed
today, incorporating other taxpayer-funded benefits as part of the
income, and also factoring cost of living, child care, and others.

That particular model, which—the Joint Economic Committee,
which as you know, is a non-partisan, or I should say a bipartisan
Committee and bicameral, too—incorporated in the income, as well
as those costs as we discussed as recommended by the National
Academy of Sciences. Based off the official census, they found there
was a 30-percent reduction in poverty, based upon that formula
which the National Academy of Sciences recommended, just based
on 2004, the poverty rate at that time.

You know, Dr. Sawhill, would you agree that we should include
additional benefits, as well as those additional costs as part of de-
termining poverty, as the National Academy of Sciences has rec-
ommended, as Congressman Stark has recommended, as the Joint
Economic Committee analyzed?

Dr. SAWHILL. You know, I think we could debate for many
years what’s the right way to define poverty, and it wouldn’t prob-
ably make a huge difference, in terms of what we would decide to
do or not to do.

You are certainly right, that because non-cash benefits tend to be
left out of the measure, and because non-cash benefits have grown
more rapidly than cash benefits, we are missing some improve-
ments that we might otherwise pick up.

On the other hand, people who have looked at the poverty trends
with and without the inclusion of some of these additional items
you have mentioned, haven’t seen any big differences.

I would also point out that we haven’t adjusted the poverty
standard, the amount that we think people need, compared to what
they actually get. So, the standard, the poverty line, is much lower,
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relative to the average person’s income than it was in the past,
when we first developed the official measure of poverty.

So, my basic conclusion would be any definition and measure
that you come up with is, in the end, going to be arbitrary, it’s just
a convenient benchmark. We don’t—as Larry has emphasized, we
don’t think that differently about someone who has $1,000 more a
year, or $1,000 less a year than the actual line, as making that
much a big difference in their lives.

Mr. WELLER. You know

Dr. SAWHILL. So, I do not think that that is going to make that
big a difference.

Mr. WELLER. Dr. Mead, if we’re going to reduce poverty by half,
as Chairman Rangel has indicated, obviously we have to start a
bench line somewhere. So, a definition does matter.

By the way, Mr. Chairman, may I ask unanimous consent to in-
clude in the record the Joint Economic Committee analysis? I think
it is very useful in looking at options, but, Dr. Mead, if we’re estab-
lishing a benchmark, a starting point to reduce poverty further
than we did with welfare reform

[The requested analysis by the Joint Economic Committee fol-
lows:]
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Dr. MEAD. Yes.

Mr. WELLER. We have made some progress, we have more work
to do in reducing poverty, particularly child poverty. Do you believe
that we should count these other sources of income and take the
approach recommended?

Dr. MEAD. Yes, I agree with Isabel that this wouldn’t actually
change our policies very much. In fact, I would go further. One
could argue that there really are almost no really destitute people
in America. This is not like Africa, parts of which are totally des-
titute.

It’s not only that the measure doesn’t include all income, but a
lot of income is often not reported. We know from consumption
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studies that the poor consume a great deal more than they claim
to have in income. So, they are probably better off than we think.
It could be that there is no economic poverty in America, or vir-
tually none.

Even if we decided that, would that reassure us about poverty
in America? I would say no. Poverty really has to do with separa-
tion from the mainstream society. Overcoming poverty is really
overcoming these problems of separation. It’s really about integra-
tion.

That’s what we’re trying to do here. We're trying to get people
to feel that they are part of mainstream America, and to command
the respect and attention of their fellow citizens. That’s what is
missing now. It isn’t really due to money. It’s due to the way people
live, and their sense of hope about things. That is why we have to
worry about these lifestyle dimensions that are not directly cap-
tured by the poverty measure.

Mr. WELLER. Dr. Sawhill, that’s why you emphasize work and
two-parent households?

Dr. SAWHILL. Absolutely.

Mr. WELLER. Thank you, Mr. Chairman. You have been very
generous with my time.

Chairman MCDERMOTT. Mr. Porter will inquire.

Mr. PORTER. Thank you, Mr. Chairman, and I thank all of you
for being here today. I am sorry I missed part of the testimony, so
I have been trying to catch up real quick in reading some of the
testimony that’s before me. I appreciate that you are all experts.

I certainly applaud Catholic Charities, a big part of our commu-
nity in Nevada. They play such a major role, and I'm not sure what
we would do without you and Catholic Charities. So, thank you
very much.

In looking at some of your testimony, is it Father, or Reverend?
Or what would you prefer?

RﬁbV. SNYDER. “Father” is usually—whatever you're comfortable
with.

Mr. PORTER. Going to Catholic school, I want to make sure I
say it right. The nuns used to pull my ears when I would mess up,
so thank you.

You had mentioned improving the child tax credit. I have some
bad news. Just about 2 weeks ago, the House and the Senate both
completely eliminated the child tax credit in the budget that was
passed. I concur with you. It’s such an important thing, and I ap-
preciate what you have pointed out, which is some key substantive
changes we can do to help make a difference. I would like to follow
up with some of you at some later date.

I would like to ask you all—and it’s not really a test question—
it’s a very serious question. If the Federal Government gave you
$600 billion, could you help fix this poverty problem? Let me start
here, with Mr. Podesta, maybe.

Mr. PODESTA. I think that—Congressman, that we put forward
a series of proposals, some of which cost money, some of which
don’t. For example, the proposal to raise the minimum wage to 50
percent of the average hourly wage, which it’s been in the past.
Throughout the fifties and sixties, it sat at that level. It would cost
the Federal Government no money, in essence, and it would actu-
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ally probably raise a little bit of money, because it increases payroll
taxes.

There are other things in our proposal that don’t cost money, as
well. We think that there are some targeted efforts, and that they
should, again, support work and responsibility: the expansion of
the child tax credit; the expansion of the EITC. Some, I think, re-
quire—one other that I would mention, because I think we have
been talking about lifestyle, and that’s getting people a stake by ac-
cumulating assets.

So, expanding and simplifying the saver’s credit, which is already
in existence, would, I think, help people accumulate, even if it’s in
a small way, some assets to give them, again, a stake in their own
well-being, and also give them a little bit of a safety net.

Other proposals we have made require, I think, some greater di-
rect intervention, particularly connecting youth—and, again, there
has been some—amongst the other panelists, some focus on young
men, particularly, getting them into the workforce, keeping them
into the workforce, what we do about people who have been incar-
cerated, who are going back home, we don’t want them to sink back
into a life of crime and drugs and addiction, but that takes, I think,
a little bit more direct intervention.

I think you can do a lot of this without building any kind of bu-
reaucracy, but just simply supporting good, sound public policy that
supports work, family building, and good social behavior.

Mr. PORTER. Again, I would reiterate, you are all experts, and
I applaud you for what you are doing.

I serve on the Budget Committee, and I am not sure how many
zeroes are behind the $600 billion, but it is a lot. What we try not
to do is lose sight that every person in America has a face, has a
family, has serious individual challenges.

Right now, we are spending $600 billion out of the Federal budg-
et, just for welfare. I e-mailed my staff 1 day, and I said, “Can you
divide that into 20-some million kids,” which varies, based upon
the time. Let’s say it’s 20 million kids. We’re spending, right now,
about $30,000 per poor child. It troubles me that it’s not getting to
the child.

This may not help today, but in the future, we may be better off
to give them a check for $30,000. Of course, I'm being facetious, but
we are spending money, and there is a lot of duplication. I want
to make sure it goes to the kid, and to the family. I would like to
give—again, it’s impossible—to Father Snyder, that $600 billion,
and see what Catholic Charities could do for our kids and our fami-
lies.

I'm not disagreeing with anything you’re saying today. I think
there is a serious problem. I would say it could be closer to $60,000
a year, just to break even. These figures are wrong, there is no
question. We can debate what the poverty level is.

What we really need your help with is how we can make sure
you get the funds to go where they belong. $20,000 or $30,000 per
child—and if there are 37 million families, which is probably un-
derestimating—there has got to be a way for these State, local, and
Federal programs to be more efficient, and not hurt the child, but
help the family. That’s where we really need your help.
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So, if you have any thoughts in my, I guess, 10 seconds left, I
would appreciate

Dr. MEAD. Let me offer this reaction. Welfare reforms succeeded
for, basically, two reasons. One was that we set up these basic poli-
cies that I talked about. Another was, however, that we focused on
the adults. It’s true, the ultimate concern is children, but the focus
was really on the mothers, getting them to work. We assumed
there would be pay-offs to the children, and there were.

Getting the mothers to work required a rather elaborate adminis-
trative set-up. The unsung heroes of welfare reform are not the
Federal policy-makers, but State politicians and the administra-
tors, who put this thing together at the local level. Although there
is a lot of variation on how well they did it, overall it’s an amazing
success story.

Now, if we want to continue with success in this area, we have
to keep doing those things. We have to focus on the adults. They
are the ones who create the problems for children, or the opportu-
nities for the children. They have such influence on the children
that there is really no way to get to the children, except through
the parents. We have to get them working and functioning in the
various ways we’re talking about. That is going to require an ad-
ministrative structure.

So, I wish I could tell you that we’re about to save money on bu-
reaucracy. I don’t believe that’s true. I think we’re going to have
to spend more money in bureaucracy in order to solve the poverty
question. We have to create the structure in which lives can be
supported, and also, to a certain extent, overseen, to make sure
that people do, in fact, work and go to school, and do the other
things needed. That’s what, in fact, gets results.

Mr. PODESTA. Mr. Porter, I guess I would just question your
number, though, too. Unless you guys are spending a lot more
money than when I left the government, I think $600 billion on
those kinds of figures, I don’t know what you're including in that,
but it sounds like maybe the entire

Mr. PORTER. Well, there is medical care of——

Mr. PODESTA. But you’re including Medicare, and——

Mr. PORTER. Cash aid, $112 billion, food benefits, $50 billion,
housing aids, $40 billion, job training, energy aid, all up to $583
billion a year.

Mr. PODESTA. Medicare money is not flowing to children, and
that’s 50 percent of what you're talking about, with respect to
the——

Mr. PORTER. Medical care going to children is $322 billion.
Again, I am not here to argue, I'm just saying we have got to find
a way to deliver it better, and we need to find a model—and you're
the experts. I know we can talk about tax credits and all that, and
we need to do that, or however else we need to help the bottom
line, because we may need to spend twice this. I don’t know.

Right now, what I need your help with is to find a way to make
it better and easier for families to receive the benefits. You're the
experts. You see, firsthand, the struggle of a family that’s in pov-
erty if they can’t get assistance. So, that’s where I would need your
help. So, thank you.
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Mr. Podesta, your point is well taken, but we need to find a way
to get it to the kids.

Chairman MCDERMOTT. I would just say that the reason I
asked the question about health care was the fact that the biggest
growth since 1978 has been in health care. It was $71 billion in
1978, and it’s $322 billion, and that’s the largest increase, by far
and away.

It seems to me that if you’re going to use work as the way, you're
going to get out of poverty by going to work, you have to get health
insurance. Lots of places, they cut you off Medicaid when you get
your job. Once you have done that, you have thrown a cost on to
people that I think really has to be factored in here in a very direct
way. Mr. Herger will inquire.

Mr. HERGER. Thank you very much, Mr. Chairman. Dr. Mead,
you have mentioned several times in your testimony the impor-
tance of work. I just would like to refer to that, just looking at the
Census Bureau data, how absolutely correct that is, and the dif-
ference it makes.

The Census Bureau’s data indicates for 1995, and then com-
paring it to 2005, the share of those who did not work at all during
the year in poverty in 1995 was 22.3 percent. That’s dropped down
to 21.8 percent in 2005. The share of people working part-time in
poverty in 1995 was 13.7 percent, and dropped down to 12.8 per-
cent in 2005. Then, the share of full-time, year-round workers in
poverty in 1995 was 2.7 percent, compared to 2.8 percent, basically
the same.

What is most striking about this data is that it confirms what
would appear to be the obvious, that 97 percent of all those over
age 16 who worked full time are not in poverty in 2005, or any
other year. Clearly, full-time work is the path out of poverty, and
our policies should promote work, and especially full-time work.
Would you like to comment?

Dr. MEAD. I totally agree with that. Some of the statistics you
hear about the working poor are inflated by including as workers
anyone with any earnings at all in the year. It is, obviously, some-
what significant, if a person works a little.

The thing that really gets a family out of poverty is steady work.
If you work full-time full year, the poverty rate is about 3 percent
for individuals, family heads 4 percent, female heads 10 percent.
Even female heads with children under 18, 13 percent. These are
very low figures. Obviously, that’s not sufficient, we would like to
totally abolish poverty, but it is difficult, indeed, to be poor, by the
current definition, if you work full-time, full year.

Again, I wouldn’t really focus so much on the income/outcome,
but rather, on the fact that people are working serious hours.
That’s the thing that really takes you out of the poverty class.

Now, it may be necessary to subsidize work. Certainly the EITC
is a good idea. The other benefits that we're giving are a good idea.

I don’t think the implication of this argument is that government
does less. government may actually do more, but it’s more construc-
tive because you are supporting people who are employed, and
therefore doing something to help themselves. The negative effects
that subsidies can have are mitigated very considerably by this.
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So, we should see this as a joint operation. This is what Isabel
has said, and I strongly support this. We need government action.
We also need individual action. We have to take steps in our poli-
cies to make sure that people actually do work. We can’t just pro-
mote it and incentivize it, and so on. We actually have to require
it. It’s necessary to go beyond mere encouragement, and we have
to do that for men as well as for women.

Mr. HERGER. Dr. Sawhill, would you like to comment?

Dr. SAWHILL. Well, I certainly agree with what Larry has just
said. I would point out that there is an interesting supply side ef-
fect here, if you will. We have done some work at Brookings that
has shown that, and I think that it’s relevant to many of the other
testimonies this morning.

By that, I mean that if you do reward work by encouraging peo-
ple, and increasing the EITC, or child care assistance, or making
sure that people in low-wage jobs without health insurance have it,
you will get—you will draw people into employment who were ei-
ther working fewer hours or not working at all before.

We shouldn’t forget about that labor supply effect, because with
that labor supply effect comes a reduction in what the government
has to spend, and an increase in the revenues that that group
that’s now working, or working more, can provide.

So, the net costs of any program that you might initiate in this
arena will be less than the book cost, or the gross cost. That’s
worth keeping in mind, and looking at some of the analysis, to see
how that works.

I talked earlier about early childhood education. We have, in the
last year, created a very sophisticated economic growth model at
Brookings that shows that because investments in high-quality
early education eventually increase both high school graduation
rates and college-going rates, you get a better educated workforce.

Granted, you have to wait a while for it, and I realize that people
in Congress may not want to wait that long, but if you did wait
that long, you would have a big increase in economic growth, and
you would have a revenue reflow as a result of that, that would
more than pay for the program, even on a discounted basis.

So, it is just unfortunate that we don’t look at these long-term
benefits at the same time that we look at the up-front costs.

When Congressman Porter was talking about the $600 billion, I
was thinking to myself I agree that that money is rather diffusely
spent right now, and also that we have too many funding streams
and not enough responsibility at the local level, to deliver those
programs in a way that makes sense to them.

I am in favor of a little more flexibility for States to spend that
money better. I am also in favor of doing the kind of prioritizing
that I think he was alluding to. I made my priorities clear this
morning, but that’s not an argument for not doing anything.

Mr. HERGER. Good point. Thank you very much. Thank you,
Mr. Chairman.

Chairman MCDERMOTT. Thank you very much. I have a ques-
tion that really comes off of what you just talked about, and that’s
investment in the future.

It seems to me that the American economy operates on the Wall
Street model. That is, the bottom line, quarter by quarter by quar-
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ter. We go year by year by year. Long-term investments are very
hard to make in the congress. It seems to me, child care is one of
them, and early childhood education are the two most difficult ones
to make, although there are some others that we are talking about
here that come out of the study from the Center for American
Progress, where youre talking about Pell grants, allowing Pell
grants to be used more flexibly. If you don’t work, if you don’t go
to school full-time, you can’t use a Pell grant. We have a lot of
ways in which we limit workers who get laid off from returning to
the work place.

I would like to hear you talk about long-term investment, be-
cause I look at India. Everybody wonders how India got where they
are in the telecommunication industry. They got it from investing,
30 years ago, in technical schools that they filled and pumped kids
through at very direct government expense. It was done by the gov-
ernment, it wasn’t done by the individuals.

Tell me about this country. How do we change the attitude about
this long-term development? I will just add one more thing. One of
the things that happened in the last congress was in the Deficit Re-
duction Act, where they cut the money for child enforcement, child
support enforcement, knowing, from the CBO, that it was going to
lose them $11 billion in child support enforcement payments for
families with children.

It’s those kinds of short-term things that are very troubling, and
I would like to hear you talk about how you deal with long-term
investments at the city level, or in any of your situations. The table
is open.

Ms. GIBBS. The poverty rate for a high school drop-out is twice
that of a high school graduate. The poverty rate of a high school
graduate is twice that of a college graduate. So, every year you can
invest in a person’s education is a downpayment in reducing their
chances of living in poverty.

So, strategies that help to graduate young people from high
school, keep them in school, create environments that will help to
retain them, create special environments for those that are very
high-risk. We know a lot now about when those behaviors begin,
and we have a growing body of evidence around what is successful
in keeping them in high school

Chairman MCDERMOTT. What do you do in New York? What
do you actually do to deal with these issues?

Ms. GIBBS. Well, the papers today in New York reported the in-
crease in the high school graduation rate, the four-year high school
graduation rate of this past year, of an increase. Another 3 percent
on top of the 6 percent growth that’s happened thus far during this
Mayor’s term.

The investments have been at the same time that—they are
across the board within the educational system, improving account-
ability, improving the principal and teacher discretion, and how
they manage their school, at the same time.

It also is in building specialized environments for those young
people who are at highest risk of dropping out, and creating edu-
cational settings that keep them engaged, and help them to grad-
uate. So, and now it’s still abysmally low, at 50 percent, but it’s
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above the 42 percent that was the 4-year graduation rate that oc-
curred. It was investment.

Chairman MCDERMOTT. Do you do anything to deal with the
young men, the disproportionate number of black men who are in
the correctional system who come back out?

Ms. GIBBS. Absolutely.

Chairman MCDERMOTT. How do you try and get them back
into the system?

Ms. GIBBS. There are a number of strategies. I mentioned ear-
lier that when looking at those with histories of incarceration,
many of the strategies now in place are about how do we get them
into work. The assumption is that education isn’t really the option.

We have increasingly been looking at alternative educational set-
tings for over-age, under-credited young adults, including those
with histories of incarceration, having systems in place while
they’re incarcerated, bringing the re-engagement into education,
into the jails and prisons themselves, and creating assisted support
to re-enroll them in the schools.

There is a history of schools not—making it, quite frankly, very
difficult for these young people to re-enroll, creating environments
where their history, their experience, is explicitly understood, and
they are given assistance to re-enroll.

At the same time, working with the community college level and
the college level, absolutely, there are many supports, financial as-
sistance, that is critically necessary for young people who have to
work in order to pay for their cost of living. So, they can’t afford
to pay for a college education.

Also, it is a tremendous challenge, even if you have the re-
sources, because the way the class system is structured, the classes
are really all over the place. One of the things we’re experimenting
with in New York, through our community college system, is cre-
ating special tracks so that a student can be guaranteed that every
class that they need for their degree is offered in a clearly defined
timeframe, so that they can commit to their full-time employment,
that they can go to the job, they can say to an employer, “Yes, I
can take that job, I can show up during those hours,” because they
know, then, that they can get all of the classes that they need dur-
ing a supported track of learning.

So, there really needs to be an understanding that for the young
adults that are from low-income backgrounds, that they don’t have
the discretion of being a full-time student. They really need that
i{lcome to support themselves, and often, to support their own fam-
ily.

Dr. SAWHILL. May I, Mr. Chairman, say something more about
your question? We have had a lot of debate about the value of dy-
namic scoring with respect to tax cuts. We now have an office, as
you know, in the Treasury Department that does analysis that
looks at that.

There is no reason why we couldn’t have a similar office that
looks at that, looks at the dynamics of investments in kids, let’s say
in the Department of Education. I would not be in favor of saying
to CBO, “You need to do dynamic scoring,” because I think there
are too many uncertainties there, but it might at least change the
discussion, and help all of you up here, if there was a little more
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focus on the effects of—the long-term effects of investments in chil-
dren that was being done in a systematic way somewhere in the
government.

Chairman MCDERMOTT. Yes?

Mr. BERLIN. I just wanted to add to that that I think it’s really
important to think in a two generation way about this set of issues.
It matters that kids are growing up in poverty. If we do something
about household poverty, primarily by supplementing earnings so
that we make up for this long-term decline that has really hurt our
ability to lift families out of poverty at the same time that we make
these investments for children, I think it’s possible that we can get
the kind of quantum leaps that are necessary to really make ad-
vancements in this area.

Dr. MEAD. I just want to express a little skepticism about this
on two scores. One is that the investments will pay off only if you
make assumptions about the quality of the programs that the
money will go into. The experimental programs that show these
long-term, impressive pay-offs involve much higher institutional
quality, staff, teachers, than you're likely to get in the typical Head
Start program, or pre-school program.

So, there is a serious danger to just throw money at institutions
that are really not able to generate the results that we are assum-
ing when we make the projections.

The second concern I have is that all these programs, in effect,
are replacing the family. When we say we’re going to invest in chil-
dren, we're treating them as some kind of impersonal economic ob-
ject that we’re going to inflate by a certain percent over time.

Well, the reality is, these kids are living in families. It’s because
the families are unable to support them effectively that we talk
about creating what are really alternative families, through Head
Start programs and otherwise.

I am disturbed by that, because, first of all, most Americans
don’t think of themselves as taking over the job of the family. Sec-
ond, I doubt that we can really do it. Even the best Head Start pro-
gram, in my opinion, is probably worth less than having your fa-
ther in the household. So, we should worry about getting the father
in the household.

We should worry about the more fundamental problems that
these families face. Again, I think we have some potential to go for-
ward, based on welfare reform and other experiments. So, let’s see
if we can address the lifestyle questions directly, rather than trying
to work around them, which is what is really involved when you
talk about these long-term approaches.

Chairman MCDERMOTT. Well

Mr. PODESTA. Can I add just one word on that? Both in—kind
of a little bit in response to the last comment.

I think that there is no question that a more effective K through
12 strategy and a pre-school strategy are critical to the economic
future of this country. New York City has kind of paved the way.
We see important educational reforms going on across the country
that do pay results in the short term, and in the long term, and
aligning Federal policy to make sure that we both test—I agree
with the last comment, that we need to test and see what works,
but also then to try to model and implement that is important.
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Just one statistic. Of 2,000 high schools in this country with 15
percent of the students account for 50 percent of the drop-outs. You
know, there are 2,000 drop-out factors in the country. New York
tackled that problem, they broke up their big drop-out factories and
those smaller academies are starting to graduate two and three
times the number of kids that were coming out of the old schools.
That is why you see the overall high school improvement rate.

I think you could apply the same methodology in the health care
work that you do, Mr. Chairman. We have very little data, because
of the complexity of our system, of what the most cost effective use
of our health care dollars are. We are spending 16 percent of GDP
on health care. We are producing a return that—in which we are
24th in the world, in terms of health outcomes.

Now, clearly, something is wrong in that system. In order to
have the data and the strategy, that has to end up being moved
and pushed, I think, by smart congressional policy, and some inde-
pendent research that looks back at those kinds of things. I think
with this question as well, we know now that the EITC has
worked. We know that raising the minimum wage will help people.

We have seen it, both—there are a lot of complaints about rais-
ing the minimum wage, but if you look at the States that have a
minimum wage that is higher than the National average, what you
see is more small business development, not only higher wages, but
higher employment growth in those States, as compared to the
ones with the Federal wage.

So, I think looking at the hard data, assessing it, and then build-
ing for the long term is exactly the right strategy.

Chairman MCDERMOTT. Mr. Weller?

Mr. WELLER. Thank you, Mr. Chairman. I have a question for
Mr. Berlin. Before I do, from the standpoint of Catholic Charities,
Father Snyder I just want to recognize the role that Catholic Char-
ities plays in my home State, and my community.

I was one of those who has taken an interest in foster care, un-
fortunately, as a result of lawsuit abuse, and what I believe cer-
tainly is that it’s unfortunate that Catholic Charities has with-
drawn from providing foster care in Illinois, as a consequence of a
lawsuit. There are 700 children now that need to be taken care of
and attended to by another organization.

We are going to miss Catholic Charities, and the role that you
played in Illinois, and I want to acknowledge you, and thank you
for the role that Catholic Charities has performed.

Now, Mr. Berlin, Dr. Sawhill and others have talked about the
importance of work requirements. Your organization conducted a
study on work requirements for housing benefits. Can you share
with us some of your findings?

Mr. BERLIN. I think you’re referring to the Jobs-Plus project.
The idea here was to change the norm in public housing, so that
a majority of the residents worked, rather than having most of the
people not work.

In a very rigorous study in five public housing communities
around the country, we offered a range of employment opportuni-
ties for people, and we also said that if they went to work, we
would hold their rents flat, so that they would not have the typical
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disincentives to work that are built into the way public housing fi-
nancing operates.

We got very large increases in employment and earnings, as a re-
sult of that experiment. These results raised the question of how
to transform public housing from places that are predominantly
about housing, to places that are also about promoting self-suffi-
ciency and stability, both in work and in housing.

Mr. WELLER. Dr. Sawhill, you have repeatedly come back to
work requirements as a key component, as we look at how to re-
duce poverty. Are you familiar with these studies? Do you have
some comments that you want to share?

Dr. SAWHILL. I am familiar with the Jobs-Plus program that
Gordon Berlin just described. I think it has had some of the most
astounding effects that we have seen. I think it does underscore
just what he said, which is that if you can add incentives, or re-
move disincentives, and change expectations, and provide the kind
of counseling that is needed for people who have not had a lot of
experience navigating the labor market, you can accomplish a lot.

We should, therefore, always think about what the expectations
are in a program, as well as what the benefits are that we are
going to provide to people. Any time that you are talking to people
in low-income communities who have been in assisted housing,
they will tell you that one of the biggest disincentives for going to
work is losing this housing assistance, if they have it. They also
worry about losing health care.

So, those are two huge barriers to get over. Anything we could
do to ensure people that if they went to work and played by the
rules they wouldn’t lose those key benefits, could be enormously
useful. However, it’s challenging, because not everybody gets hous-
ing assistance. Housing assistance has always been a kind of lot-
tery in this country.

I think the proportion of the poor who get it is something like
20 percent. Anyway, it’s a small proportion. Those people who are
fortunate enough to have it have a lot of those non-cash benefits
that we were talking about earlier. Those who don’t have much
less. I would prefer to move a lot more of that money into providing
rent assistance through section 8, or some kind of a voucher pro-
gram, giving people more choice, and spreading the program per-
haps across more people.

Dr. MEAD. I just want to add two points that complement what
Gordon had said. Jobs-Plus was a substantial achievement, but I
want to emphasize that it was an administrative achievement.

What made the program tick was this organization in the hous-
ing projects, which beat the drum for these new benefits, made ev-
erybody aware of them, created a sort of wave of enthusiasm for
them. That was part of the treatment. It wasn’t just the incentives,
it was this pressure and encouragement coming from these other
activities.

That was also true in welfare reform. Much of the effect comes
from diversion, where people get a message about work from the
overall process, and they went to work, often without going on wel-
fare at all.

So, ultimately, the solutions lie in building up that organization.
Policy-makers generate changes in policy, but then those generate
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administrative changes, in terms of organization at the local level.
That, in turn, generates the change in the culture. The culture fi-
nally does the work.

We see a microcosm of that in Jobs-Plus. We have to think this
way about poverty reduction, in general. It’s really an institutional
problem. It’s creating a structure where people will get a message
about what’s expected, and then act on it.

The other thing I want to add is that, encouraging though this
project was, it didn’t address, predominantly, the problems of men
that we’re talking about. Most of the men who we are worried
about here—ex-offenders, people not paying child support—are not
living in housing projects. They are elsewhere, they are detached,
they are not part of the kind of family that lives in a housing
project.

So, we have to create an institution. We need to create a work
program that will be a home for them, where there will be struc-
ture, where they have to work, but also they get help in working,
and they get these benefits. We need a structure that will somehow
produce for them the work level increases that we saw in these
Jobs-Plus evaluations.

Mr. WELLER. Thank you, Dr. Mead. I just want to request of
our witnesses here, Mr. Podesta and Father Snyder, you list pov-
erty rates from many different groups in your testimonies. I want-
ed to ask you if you could provide for the record what those current
poverty rates would be if we applied the methodology used in the
Center for American Progress report, and counted current spending
on the EITC, food stamps, and housing benefits as income, before
we consider some of the ideas that have been suggested for increas-
ing benefits.

I think it would be useful to know what is the current benefit,
when it comes to the benefits that are currently provided for reduc-
ing poverty. So, if you could submit that for the record, I would ap-
preciate it.

1\1[11' PODESTA. I would at least be happy to try to do that, Mr.
Weller.

Mr. WELLER. Thank you, Mr. Podesta. Thank you very much.

Chairman MCDERMOTT. We want to thank you all for taking
your time to come here, and give us the benefit of your thinking.

We hope that you have made an investment in the common good
by giving us your best thinking, and we will try and implement it
for the people. Thank you all.

[Whereupon, at 2:44 p.m., the hearing was adjourned.]

. [Questions submitted by the Ranking Member to Mr. Podesta fol-
ows:]

Question from Ranking Member Weller to Mr. Podesta

Question: I wanted to ask you if you could provide for the record what
those current poverty rates would be if we applied the methodology used
in the Center for American Progress report, and counted current spending
on the EITC, food stamps, and housing benefits as income, before we con-
sider some of the ideas that have been suggested for increasing benefits.

Answer: At the Subcommittee’s hearing on solutions to poverty, you asked if we
could provide for the record what poverty rates would be if, per the Center for
American Progress Task Force report, From Poverty to Prosperity, the Federal
Government counted spending on the Earned Income Tax Credit, food stamps, and
housing benefits as income in calculating poverty rates.
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I am attaching, for the record, the Urban Institute’s report, Estimating the
Anti-Poverty Effects of Changes in Taxes and Benefits with TRIM3, which
provides a detailed explanation of the methodology used by Urban Institute in esti-
mating the antipoverty effects of a set of proposals to reduce poverty. In the fol-
lowing paragraphs, I will briefly summarize their approach, but you may wish to
refer to their full report for a more extensive discussion.

When seeking to estimate the antipoverty effects of our recommendations, we con-
tracted with the Urban Institute. To conduct its modeling, the Urban Institute used
the Transfer Income Model. TRIM is a microsimulation model that uses survey data
from the Census Bureau and detailed information about program rules to simulate
tax, benefit, and health programs. It is often used to estimate impacts of proposed
policy changes and is widely respected.

In our view, the current definition of poverty is deficient. Two principal concerns
are that it does not effectively measure the resources actually available to house-
holds since it does not fully consider income and expenses; and it uses a threshold
for measuring poverty that is essentially arbitrary, obsolete, and set too low. In our
task force report, we highlighted a number of deficiencies of the current measure,
and recognized that there were significant virtues in the approach proposed by the
National Academy of Sciences (NAS) in Citro and Michael, ed., Measuring Pov-
erty: A New Approach (National Research Council 1995).

In modeling the effects of proposed approaches, we concluded that because the
problems with the current measure are so significant, it was important to use a bet-
ter yardstick to evaluate the impact of our proposals. Accordingly, we opted to follow
a set of recommendations from the NAS report. Specifically, the Urban Institute
began by calculating income and poverty rates under the official poverty measures,
and then, consistent with NAS recommendations:

¢ subtracted tax liabilities and added tax credits, such as the EITC, to income;
¢ included Food Stamp benefits and housing subsidies as income;
¢ subtracted out-of-pocket child care costs from income.

In addition to these adjustments to resources, the NAS also recommended adjust-
ments that would increase the poverty thresholds. Had we used these thresholds,
along with the above adjustments to income, the result would have been an increase
in the number of individuals counted as poor. We thought it was important to begin
with the same number of poor individuals as occurs under the official measures. So,
the Urban Institute adjusted the NAS thresholds to the extent needed so that the
number of individuals in poverty under our measure was the same as the number
in poverty under the official measure. For example, the adjusted threshold for two
adults and two children was $21,361, as compared with $18,660 under the official
measure in 2003. See Table 1 of Urban Institute report for thresholds by household
composition.

In its calculations, the Urban Institute used 2003 data, adjusted to reflect subse-
quent changes in state minimum wage laws and relevant Federal tax law changes.
Using its adjusted thresholds, the number who were poor under this modeling, be-
fore making any adjustments for near-cash benefits, tax, or child care expenses was
42.753,000 (14.8 percent). After adjusting for food and housing benefits, the total
would fall to 37,263,000 (12.9 percent). After making adjustments for Federal taxes
and the Earned Income tax credit, the total poor would be 34,114,000 (11.8 percent).
After adjusting for child care expenses, the total poor would be 35,338,000 (12.3 per-
cent), a number approximating the number poor under the “official” measures using
2003 data with adjustments for subsequent minimum wage and tax changes. The
details are available in Table E1 of the Urban Institute Report.

These are, of course, the baseline numbers before estimating the effects of pro-
posed policy changes. As we discuss in our full report, a set of recommended policy
proposals—raising the minimum wage, expanding the earned income tax credit, ex-
panding the child tax credit, and increasing child care assistance— would reduce
the numbers in poverty by 26 percent, and reduce the number of children in poverty
by 41 percent.

In a separate analysis, the Urban Institute calculated the effects of applying the
changes in counting of income and expenses to a “baseline” number of 35,394,000
poor, intended to reflect the number poor in 2003 under official measures, with ad-
justments for subsequent minimum wage increases and tax law changes. In doing
so, the results were 35,372,000 poor at baseline (for a poverty rate of 12.3 percent);
28,716,000 after adjusting for food and housing benefits (10.0 percent); 25,846,000
after adjusting for taxes and the earned income tax credit (9.0 percent); and
26,748,000 after adjusting for child care expenses (9.3 percent).

We fully appreciate that if there is no change to the poverty threshold, but one
simply counts additional items as income, it necessarily reduces the number of peo-
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ple in poverty. At the same time, we want to emphasize that had we used the full
set of NAS recommendations, as to thresholds, income adjustments, and expense ad-
justments, the effect would have been to increase the number of people in poverty.
For our purposes, the goal was to neither increase or decrease the number of people
in poverty at the beginning of the analysis, and so we followed the approach above.
For a more comprehensive approach to poverty measurement, we think it is essen-
tial to address both the counting of income and expenses and the setting of thresh-
olds in a way that is internally consistent and that measures what it purports to
measure. We hope that the Subcommittee will consider such a comprehensive ap-
proach in the future as it explores more effective ways to measure poverty.

Thank you for your continued attention to these issues, and please let us know
if you need additional information.

[The report from the Urban Institute follows:]

URBAN INSTITUTE
TECHNICAL REPORT

ESTIMATING THE ANTI-POVERTY EFFECTS
OF CHANGES IN TAXES AND BENEFITS
WITH THE TRIM3 MICROSIMULATION MODEL

Linda Giannarelli
with Joyce Morton and Laura Wheaton

The Urban Institute

April 2007
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The Urban Institute is a nonprofit, nonpartisan policy research and educational
organization that examines the social, economic, and governance challenges facing the
nation. Views expressed in this report are those of the authors and do not necessarily
reflect the views of the Institute, its trustees, or its funders.

This work was performed under contract with the Center for American Progress, in
support of the Center’s Task Force on Poverty. The project used the public version of the
TRIM3 microsimulation model. Because TRIM3 simulations require users to input
assumptions and/or interpretations about economic behavior and the rules governing
federal programs, the estimates produced under this project are attributable only to the
authors of this report.

Many individuals contributed to this work. Sheila Zedlewski, director of the Urban
Institute’s Income and Benefits Policy Center, helped to conceptualize the approach and
provided comments on this report. Austin Nichols researched the likely employment
impacts of the minimum wage and EITC policies, and Seth Zimmerman contributed to
that literature review and to the tabulation of results. Paul Johnson performed
programming related to the housing simulation. Kathleen Short at the Bureau of the
Census provided guidance in the use of the NAS poverty thresholds. We also
acknowledge the long-standing support of HHS/ASPE for the annual updating and
maintenance of the TRIM3 microsimulation system, without which this type of analysis
would not be possible.



80

TABLE OF CONTENTS
TABLE OF CONTENTS ..ottt ese s s iii
OVERVIEW oottt st b ot ssa a0 1
THE MODEL AND THE BASELINE SIMULATIONS......coccceririienmiine e, 2
THE INPUT DATA ..ottt e ine s e rensesenrasseesennes 2
THE BASELINE SIMULATIONS ..o eeenenen e 3
ALTERNATIVE POVERTY MEASUREMENT ......ccooiiiiiiicreecrr e 4
POLICY SIMULATIONS ... ettt e et
RAISING THE MINIMUM WAGE ...
EXTENDING THE EITC......cooiiiiirmrcccine e enrn st o
MAKING THE CTC FULLY REFUNDABLE .......ccocoovminrrnnnccrenecrecanes 1
EXPANDING CHILD CARE ASSISTANCE .....ccoivciiieenierccnrercenninnrennnnnes 12
COMBINED SIMULATION OF MINIMUM WAGE, TAX CREDIT, AND CHILD
CARE PROPOSALS ... ettt 15
INCREASING THE FSP PARTICIPATION RATE ....cccccoviivvernrenrernecnrenreerenees 15
REMOVING RESTRICTIONS ON LEGAL ALIENS’ ELIGIBILITY FOR AID. 16
INCREASING THE NUMBER OF HOUSING VOUCHERS.......ccccoviiiiiiinene 16
RELETOIICES ...ttt ettt e bbb ea et r et 18
Appendix A: The TRIM3 Model and the Baseline Simulations............cccoeeiivirnroninnns 20
Appendix B: Identifying Minimum Wage Workers and Modifying Wages .................... 27
Appendix C: Poverty Status And POVEItYy Gap......ccceoveiivrinnnnnisissesieienesssesesssnsenns 33
Appendix D: Indirect Employment and Wage Effects ........c..ooovvvievienccciccnieie i 36

Appendix E: Additional Simulation ReSUltS.........ccovrieirrinnnoeieeeee e 41



81

OVERVIEW

This report describes the methods used to simulate the potential poverty impacts
and costs of a set of policies recommended by the Center for American Progress (CAP)
Task Force on Poverty (Center for American Progress 2007). The key policy options
include increasing the minimum wage, expanding the EITC and other tax credits, and
expanding the system for child care subsidies for working parents. These policies were
simulated separately and in combination, with and without indirect employment effects.
We also simulated the impacts of increasing the participation rate in the Food Stamp
Program, rescinding restrictions on legal aliens’ eligibility for transfer programs, and
increasing the number of housing vouchers. The results were tabulated to determine the
changes in the number of people in poverty and the changes in the poverty gap, using a
broad definition of income—after taxes and child care expenses and including the value
of food and housing aid. All the simulations used the TRIM3 model—the Transfer
Income Model, version 3.' TRIM3 capturcs the detailed rules of government programs
and the interactions among programs.

The simulations used data from the 2004 Annual Social and Economic
Supplement (ASEC) to the Current Population Survey (CPS), which captures the income
and employment characteristics of the civilian non-institutionalized population during
calendar year 2003. The ASEC data arc augmented with additional data on hourly wages
from the April through July 2004 CPS files, and the annual earnings data are adjusted to
capture the impact of recent state minimum wage increases. We compared the policy
options to a “baseline” reflecting the population, economic circumstances, and
government policies in place in 2003, with the exception that some recent changes in
federal income tax law are incorporated. We simulated the proposed policies as if they
had been fully implemented (in real terms) in CY 2003,

The remainder of this report describes the methods used for the analyses and
presents the results. The first section briefly describes the TRIM3 microsimulation
model, the input data, and the baseline simulations. The second section discusses the
alternative simulations and presents key results. We present more detailed information on
the methods and additional results in appendices.

' TRIM3 is maintained and developed at the Urban Institute under primary funding from the Department of
Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation (HHS/ASPE).
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THE MODEL AND THE BASELINE SIMULATIONS

TRIM3 is a comprehensive microsimulation model of the tax, transfer, and health
programs affecting U.S. households. For each household in the input database, TRIM3
determines the amounts of transfer benefits a household could receive and the amounts of
tax a household would owe, under cither the actual rules of government programs or
bypothetical/proposed rules.

Key features of TRIM3 include detailed, state-specific modeling of the rules of
tax and transfer programs, monthly simulation of transfer programs, and the modeling of
cross-program interactions. More information on TRIM3 is provided in Appendix A, and
detailed documentation of the model is available at http:/trim.urban.org/.

THE INPUT DATA

The simulations used the TRIM input dataset based on the 2004 ASEC data®—the
same file used by the Census Bureau to compute the official poverty statistics for
calendar year 2003. The 2004 ASEC captures the demographic characteristics and family
relationships of civilian noninstitutionalized households as of March 2004, together with
detailed income and employment data for the individuals in those households during
2003. While more recent ASEC data are available, we used the data for CY 2003 because
they represent the most recent calendar year for which a full set of TRIM3 simulations
are available for general use.

As part of the standard annual update of the TRIM3 model, we created an input
dataset for the model based on the ASEC data, with several imputations required to allow
modeling of the tax and transfer programs. The standard modifications include:

e Allocating respondent-reported annual incomes into monthly amounts to allow
monthly modeling of transfer programs.

¢ Imputing the legal status of each non-citizen in the survey data.

e Imputing child care expenses (in coordination with the modeling of child care
subsidies).

e Estimating housing expenses for low-income families.

Because the simulations involve increases to the minimum wage, this project required
additional modifications to the standard TRIM input data for CY 2003. We incorporated
additional data on hourly wages and modified the earnings of some individuals to capture

? The ASEC was formerly referred to as the March CPS income supplement. The ASEC still consists
primarily of the March CPS sample, but the sample is expanded by using some households from other
months. The ASEC includes all the variables asked in regular monthly CPS interviews, as well as the
questions on income and employment during the preceding calendar year.
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the impact of state legislation that occurred after 2003 to set state minimum wages higher
than the federal minimum wage. We describe these changes briefly below and in more
detail in Appendix B.

Current Hourly Wages

Simulations of the impact of an increase in the minimum wage require knowing
each worker’s current wage in hourly terms. There arc two potential sources of
information for determining the hourly wage of a person captured in the ASEC data—the
person’s report of his/her total wages, weeks of work, and usual hours of work during the
calendar year (which can be combined to estimate an hourly wage), and the “‘earnings
sample” (ES) data—a set of questions including an explicit question on hourly wage
asked of approximately onc-quarter of each monthly CPS sample. In general, most
analyses of wage rates in the US use the ES data.® When hourly wages are computed
from the annual data, an unreasonably high number of wages fall below the minimum
wage, probably due to inaccuracies in the reporting of either weeks of work or hours per
week. Therefore, this project uses the ES data to the greatest extent possible.

To obtain ES data for more workers, we used identification codes to match
individuals in the ASEC data without ES data with their data records in the April through
July CPS files. After the matching, the ES variables provided a usable hourly wage for 55
percent of CY 2003 wage and salary workers. For the remaining 45 percent, we
calculated the hourly wage using the annual variables.

Recent State Minimum Wages

Between 2003 and 2007, many states enacted minimum wages higher than the
federal minimum wage. Higher state minimums mean that an increase in the national
minimum wage will have smaller effects on poverty and incomes than it would have had
in the absence of the state legislation. To avoid overestimating the impacts of national-
level minimum wage increases, we modified the earnings of individuals living in states
with higher minimum wages who appeared to be covered by the minimum wage law but
working at a wage below the state’s minimum. The resulting data capture the population

in 2003 as if state minimum wage increases effective by January 2007 were in effect in
2003.

THE BASELINE SIMULATIONS

The bascline simulations form the starting point for simulating the policy options.
The results of the policy simulations—persons in poverty, tax units receiving a particular
tax credit, costs of a transfer program—can be compared against the results of the
baseline simulation to estimate the impact of the policy change. This analysis requires
baseline simulations of two cash-assistance programs—SST and TANF, three in-kind

* See, for example, CBO (2006) and EPI (2007).
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benefit programs—food stamps, housing subsidies, and child care subsidies, and two
types of taxes—payroll taxes and federal income taxes.*

For this project we used the standard baseline simulations for CY 2003 produced
and validated as part of annual updates to the TRIM3 model, with two exceptions. First,
the baseline simulations for this project used the ASEC data modified to calculate hourly
wage rates as described above and the adjustments to earnings to capture the recent
increases in state minimum wages. Second, the baseline captured some post-2003
modifications to tax law particularly relevant to this project. Specifically, the baseline
simulation incorporates the current rules for the child tax credit, the EITC, and the child
and dependent credit (with dollar amounts deflated to 2003 levels). Using the most recent
federal tax code allows us to show the effects of the tax provisions suggested by the CAP
Poverty Task Force relative to current law. More details are provided in Appendix A,

ALTERNATIVE POVERTY MEASUREMENT

This analysis focuses on the anti-poverty impact of policies proposed by the CAP
Poverty Task Force—both changes in the number of poor individuals and in the poverty
gap. In assessing poverty, we used an expanded definition of income and a non-standard
sct of poverty thresholds.

We uscd a broader definition of family income than is used in standard poverty
measurement.” Specifically, the definition of income for determining poverty for this
project equals:

Cash income (earned and unearned income), plus

The value of food stamps, plus

The value of a household’s housing subsidy, if any, minus

Federal income tax liability prior to the EITC, plus

The valuc of the EITC, minus

A family’s out-of-pocket child care expenses (either a subsidized family’s
copayment or a non-subsidized family’s payment)

On average, this definition of income results in a higher amount of income than the
standard definition, which consists of only cash income.

The poverty thresholds used for this analysis differ from the standard thresholds
in two ways. First, we used the ratios among thresholds for different types of families
developed as part of work on experimental poverty thresholds described in Short, 2001.

* The TRIM3 system can also simulate state income tax liabilities. However, because of the many changes
in states’ income tax rules since 2003—including many new state-level EITCs—-it would have been
inappropriate to use the 2003 state income tax rules as part of an analysis involving changes to the EITC.
Project resources did not allow an update of the state income tax model.

* This broader definition approximates the definition described by the panel on Poverty and Family
Assistance of the National Research Council (1996).
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One aspect of that set of ratios is that, unlike in the standard set of thresholds, the
thresholds for one-person and two-person families do not vary by elderly status. Second,
we find the set of thresholds that, when applied to the expanded income definitions,
produces a number of poor individuals that is very similar to the number obtained when
the standard thresholds do when applied to only the cash income component of income.
(See Appendix C for more details.)

Table | compares the resulting thresholds with the standard thresholds for several
types of families. Overall, the thresholds are higher, in order to retain the same number in
poverty as the standard thresholds despite the use of the broader income measure. Like
the standard thresholds, the thresholds for this analysis increase with family size.
However, the percentage increases in the threshold due to additional children are smaller
than in the standard thresholds.
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POLICY SIMULATIONS

We simulated seven of the proposals of the CAP Task Force on Poverty:

(1) Increasing the minimum wage: We simulated an increase to the $7.25 level that
has been proposed in Congress and an increase to a higher level proposed by
CAP. We simulated these increases with and without employment effects

(2) Expanding the EITC: The expansions increase the EITC for childless workers,
make the EITC available to younger childless workers, address the “marriage
penalty” in the EITC, and increase the EITC for large families. We simulated the
EITC expansions with and without employment effects.

(3) Making the existing child tax credit (CTC) fully refundable.

(4) Expanding child care help: The expansions include higher eligibility thresholds
for federally-funded subsidies and greater funding for subsidies, as well as an
cxpanded child and dependent care tax credit (CDCTC). These expansions were
simulated with and without employment effects.

(5) Increasing the participation rate in the food stamp program to 85 percent.
(6) Rescinding restrictions on the eligibility of legal immigrants for public aid.
(7) Increasing the number of available housing vouchers by 2 million.

We simulated each option independently for comparison against the baselinc. We also
simulated the first four policies in combination, with and without employment impacts.
We simulated all new policies as fully phased-in, with dollar amounts deflated from the
vear of full implementation to 2003 dollars.

For all the policy simulations, the TRIM3 model captured interactions between
the direct policy change and the tax and transfer programs included in the analysis. For
cxample, a higher wage means that some families will be eligible for lower TANF or
food stamp benefits, and may have to pay a higher amount for subsidized child care
and/or housing. A household that becomes newly-eligible for a child care subsidy and
that takes that subsidy may have lower child care expenses than in the baseline
simulation, which could affect a family’s child care deduction for purposes of transfer
program computations, and which could also affect the family’s CDCTC in the
computation of federal income tax liability.

However, some factors are held constant between the baselines and the policy
simulations. Unsubsidized housing expenses and unsubsidized child care expenses
remain at their baseline levels, even if a family now has a different level of cash income.
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Also, a family’s decision to participate in a particular program does not change even if
the family becomes ¢ligible for a somewhat lower or higher benefit. For example, if a
higher minimum wage results in a lower food stamp benefit than the family received in
the baseline, we assume that the family receives the reduced food stamps in the policy
simulation.

Below, we describe cach of the simulations and the key results. The results are
summarized in table 2.

RAISING THE MINIMUM WAGE

Methods and Assumptions

We simulated two minimum wage increases—to $7.25 per hour, and to the level
proposed by CAP—50 percent of the average national wage. Each increase was
simulated with and without indirect effects—job loss and indirect wage increases—for a
total of four minimum wage simulations.

The hypothetical minimum wages were applied to the 2003 data in 2003 dollars.
Because the most recent Congressional proposals would increase the minimum wage to
$7.25 by 2010, we deflated the final wage of $7.25 from 2010 to 2003 dollars, giving a
wage of $6.21. The minimum wage proposed by the CAP Task Force on Poverty would
be $8.40 in 2006°, which deflates to $7.67 in 2003 dollars. The use of 2003 dollars avoids
overstating the value of the minimum wage relative to other dollar amounts in the 2003
data.

There may be two types of indirect effects from a minimum wage increase. First,
most economists predict some level of job loss. Second, research shows that there would
be “spillover” effects. That is, many employers would likely increase wages for
individuals slightly below or above the range directly affected by the new minimum
wage. In the simulations that incorporate indirect effects, we modeled both of these types
of effects. We assumed that a minimum wage worker’s probability of losing his or her
job would equal 0.06 times the percentage increase in the wage. We based this estimate
on the best-available literature on the effects of prior increases in minimum wages. We
also assume that an employer would provide some wage increases for the workers up to
$1 below the current minimum wage and up to $1 above the new minimum wage. (We
provide details on the methods and assumptions for the indirect employment and wage
ctfects in Appendix D.)

“ The CAP Task Force on Poverty suggests setting the minimum wage to half of the average wage for non-
farm private sector nonsupervisory cmployees. The Bureau of Labor Statistics provides those data at
http:/iwww bls gov/webapps/legacy/cesbtab3.htm. The mean of the January 2006 and December 2006
figures is $16.80, half of which is $8.40.
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Results

Assuming no employment or wage effects, the increase in the minimum wage to
the level currently being debated in Congress ($7.25 by 2010) lifts approximately
200,000 people out of poverty. The increase to the CAP-proposed minimum wage ($8.40
in 2006 dollars) reduces poverty by an additional 1.1 million people, for a total reduction
of 1.3 million. (See the top half of table 2.) Poverty declines for both children and non-
elderly adults, with very minimal impacts on the elderly.

Whilc employers would pay higher wages, the government would benefit from
increased tax collections on the increased wages (bottom portion of table 2). With the
minimum wage proposed by the CAP Task Force, workers” OASDHI taxes would rise by
$2.3 billion and federal income taxes would increase by $4.4 billion.” Also, government
spending for benefit programs would decline by about $1 billion.

Assuming the expected job loss and indirect wage gains, the minimum wage
increases would produce larger reductions in poverty and also larger impacts on
government spending and revenue. When the lower minimum wage increase (to $7.25 in
2010) is simulated with the indirect effects, poverty falls by 475,000 people, and the net
increase in government revenues (higher taxes paid by individuals plus reduced benefits)
is $2.1 billion.* When the minimum wage proposcd by the CAP Poverty Task Force is
combined with the indirect effects, poverty falls by 1.7 million individuals, and the
reductions in benefits and increases in tax revenues from individuals sum to over $12
billion.

EXTENDING THE EITC

Methods and Assumptions

We simulated three types of EITC expansions:

o Childless-worker EITC: The childless-worker EITC is increased to 20 percent
(from the current rate of 7.65 percent) of the first $10,000 in earnings (in 2007
dollars). The credit phases out at a rate of 16 percent, beginning at $12,500 for
single childless workers and $14,500 for married childless workers. (In the 2003
dollars of the simulation, the credit applies to the first $8,957 of earnings, and the
phaseout begins at $11,196 for singles and $12,987 for couples). Further, this
proposal extends the childless-worker EITC to workers age 18-24 without
children who are not full-time students.

' Employers’ OASDIII taxes would also increase due to the higher wages.

¥ The Congressional Budget Office analysis of a minimum wage of $7.25 (H.R. 2, the Fair Minimum Wage
Act ot 2007, estimate dated January 11, 2007) estimates no significant effect on the federal government’s
spending or revenucs, due to an assumption that any revenue effects of higher minimum wages would be
oftset by the effects of lost jobs or reduced hours of employment. One difference between the CBO
analysis and this analysis is that this analysis assumes indirect wages gains as well as some job loss.
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® Reducing marriage penalties: This provision excludes one-half of the earnings of
a lower-earning spouse if it would result in a larger EITC.

s EITC for larger families: This provision increases the EITC for families with
three or more children to a phase-in rate of 45 percent and a phase-out rate of
23.69 percent.

We modeled these policies with and without employment impacts. The simulations of the
EITC expansions that capture the indirect cffects on employment also include indirect
effects on other taxes and government benefits.

Expansion of the EITC for childless workers could cause some non-workers to
enter the labor force. Based on the best-available research we assumed a 1.4 percentage
point increase in employment among childless adults due to the increases in the childless-
worker EITC. This results in 574,000 new workers, raising the employment rate among
single childless non-disabled adults age 25-64 from 88.8 percent to 90.2 percent. We
assume that new workers work at the applicable minimum wage (either federal or state)
for 38 weeks and 30 hours per week. Although other aspects of the EITC expansions—
the childless-worker EITC for 18-24 vear olds, the marriage penalty provisions, and the
expansion for larger families—could also have some employment impacts, we do not
model any employment changes to those provisions because of a lack of supporting
research. (See Appendix D for more details on the employment assumptions.)

Results

Assuming no employment effects, the package of EITC changes proposed by the
CAP Task Force reduces poverty by approximately 2.0 million individuals. Of course,
poverty declines primarily among non-elderly adults (1.6 fewer poor in this age group),
the targeted group. This option reduces the total poverty gap by $3.5 billion, and would
cost approximately $22 billion (2003 dollars).” A significant share of the benefits would
go to individuals with income just above poverty (see Appendix E for more detailed
results).

Assuming higher employment among childless workers in response to the higher

EITC, poverty would decline by 2.2 million individuals and the poverty gap would fall by
$5.2 billion.

MAKING THE CTC FULLY REFUNDABLE

Mecthods and Assumptions

We simulated the impact of making the child tax credit (CTC) in the federal
income tax system fully refundable for all tax units with a head or spouse age 21 or older.
Currently, the credit—worth $896 per child in the 2003 simulation—is only partially

* TRIM3 estimates of the costs of expanded tax credits do not include any increased administrative costs,
and assume that all taxpayers immediately take advantage of new featurcs.
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refundable, minimizing its benefit to low-income families. We simulated the
refundability assuming that any tax unit that would benefit from the refund will file a tax
return to obtain the credit, even if the tax unit does not currently file taxes. This
assumption produces a maximum effect since some individuals probably would not file
for the refund. Although the ability to receive a CTC refund (or a larger refund) could
theorctically cause some small change in employment, we did not model any
employment impacts from the refundable CTC due to uncertainty about the presence or
possible magnitude of such impacts.

Results
TRIM3 estimated that a fully-refundable child tax credit would cost $13.6 billion
in 2003 dollars.'® However, more than half of that total —$7.1 billion—would reduce the

poverty gap. The fully-refundable child tax credit would reduce poverty by 3.3 million
people, including, 2.1 million children.

EXPANDING CHILD CARE ASSISTANCE

This simulation included expansions of the child care subsidy system and the
Child and Dependent Care Tax Credit (CDCTC). We modeled these expansions with and
without assumptions about effects on parents’ employment.

Expanded Child Care Subsidies. This option included higher eligibility
thresholds, a national-level minimum-work requirement, nationally-established
copayments, and subsidies available to any eligible family wanting to receive them. The
subsidy system that is simulated here is consistent with—but not necessarily identical
to—the system proposed by the CAP Task Force on Poverty.

Many aspects of the expanded subsidy system would remain the same as the
current CCDF subsidy system. Family eligibility would require: (a) at least one child
under age 13 or a disabled teenager; (b) employment of the family head and the spouse in
a marricd-couple families, and (c) income under the eligibility thresholds. However, the
system simulated in this analysis alters several aspects of the eligibility rules, creates a
national copayment formula, and increases the number of subsidies. Changes to
eligibility and copayment rules are the following:

e Income Thresholds: Families are cligible with monthly income up to 200 percent
of the poverty guideline for their family size (with higher guidelines in Alaska
and Hawaii)."' These limits are higher than the current-law limits in most states.

" To the cxtent that some families would not begin to file tax returns even if they could benefit from the
policy change, the poverty and cost impacts would be lower.

"' The CAP Poverty Task Force proposal would apply the higher thresholds only to working parents, not
students. (Statcs would be able 1o continue providing child care subsidies to students, but the higher
thresholds would not be required.) However, that aspect of the proposal is not captured in the simulation;
the simulation applies the higher threshold to both working and student families.
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In the cases in which states’ current thresholds for either initial or continuing
eligibility exceed these amounts, the higher amounts are used.'”

e Definition of working: a national-level definition of work would replace the
current variability in definitions across states: the head of the family (and also the
spouse in a married-couple family) must be working at least 20 hours per week to
be eligible." This is more stringent than the current rules in the states that
currently have no minimum hours requirement, but less stringent than the
minimums imposed in other states.

s Age limit for disabled teens: Instead of having cach state establish the maximum
age for a disabled teenager, disabled teens would be eligible up to age 18 in all
states.

e Income definitions: In all states, income would be defined as gross cash income,
without any deductions or exclusions.

e Copayments: A national-level system of copayments would be imposed. In every
state, a family’s copayment is equal to 3 percent of income below the poverty
guideline and 10 percent of income above the poverty guideline. Under the
proposed system, no families would be exempted from copayments.

Perhaps the most significant change in the proposed subsidy system is to allow all
eligible families that want subsidized child care to receive such care. However, even with
full funding and no impediments to receiving subsidies, some eligible families might not
feel that they need subsidies. For instance, a parent in a two-earner couple with school-
age children might prefer to restrict her employment to school hours, eliminating the need
for any type of child care. Other families that require some sort of non-parental care
might prefer to have children cared for by relatives outside the subsidy system.

The simulation assumes that, in the absence of any new employment duc to the
increased subsidies, half of the eligible families would want to receive subsidies through
this program. The assumption is based on the fact that approximately half of families who
arc not low-income use paid non-parental care (Giannarelli 2003). We used the following
three steps to select participating families. First, we assumed that all families eligible in
the bascline who are still eligible for subsidies continue to receive subsidies. Second, we
assumed that newly-eligible families who had unsubsidized child care expenses in the
baseline simulation would begin to participate. Third, we chose from among the
remaining cligible families to reach a 50 percent participation rate. We used the same

E According to the October 2003 CCDF State Plans, there were 14 states in which the initial eligibility
threshold for a family of 3 was higher (than 200 percent of the poverty guidelinc. There were an additional 4
states in which a limit higher than 200 percent of poverty was used to determine if a family already
receiving subsidies could remain eligible.

' CAP’s full proposal for an expanded subsidy system would allow a family to remain eligible for one
month without meeting this requircment, to allow a parent who becomes unemployed or unemployed one
month of continued child care to facilitate regaining employment. However, this aspect of the proposal was
not incorporated into the simulation.
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relative probabilities of participation across different types of families (by ages of
children, marital status, and lower vs. higher income) incorporated in the baseline
simulation, increased proportionately to achieve the desired overall participation level.

Expanded CDCTC. This simulation also expands the child and dependent care
credit (CDCTC) in the federal income system. The credit helps families pay for child care
by allowing them to take a credit equal to a percentage of their allowable child care
expenses. Under current law, the percentage falls from 30 percent for the lowest-income
tax units to 20 percent for the highest-income tax units. The CAP Poverty Task Force
proposal increases the maximum credit percentage to 50 percent and makes the credit
fully refundable. The credit begins phasing out starting at AGI of $30,000, reaching the
lowest level of 20 percent at AGI of $60,000. The maximum allowable expenses remain
unchanged at $3,000 per child for up to 2 children. (These 2007 dollar amounts were
dcflated to 2003 dollars for purposes of the simulation.)

Note that copayments paid by families enrolled in the CCDF subsidy system (or
the proposed expanded subsidy system) may count as allowable expenses. Thus, the
lowest-income familics could receive half of the amount of their copayment as a tax
refund under the proposal.

Employment Effects

Expanded child care help could increase parents’ work effort. Based on our
review of the available literature, we assume that cmployment would increase by 8
percentage points for unmarried parents and by 3 percentage points for married parents
with employcd spouses. (We do not model any effect on hours of work for parents
already in the labor market.) The simulation estimated 1.2 million new married workers
and 0.7 million new unmarricd workers. As in the simulation of increased employment
due to an expanded childless-worker EITC, we assumed that new workers work for 38
weeks and for 30 hours per week, at the prevailing minimum wage (federal or state). All
of the new workers are simulated to participate in the subsidy program, raising the
participation rate from 50 percent (in the simulation without employment impacts) to 59
percent of families eligible for the subsidy in the average month of the year. More details
on the employment effects are provided in Appendix D.

Results

Assuming no employment effect, the expansions to child care subsidies and child
care tax credits reduce poverty by a total of 1.0 million people, including 600,000 fewer
children in poverty. Poverty declines due to reduced out-of-pocket child care expenses
for some families and due to higher child care tax credits. This option reduces the poverty
gap by $2.1 billion. Government expenditures increase by approximately $11.0 billion,
due primarily to the estimated $10.3 billion cost of the child care subsidies.'* The cost of
the higher CDCTC is $1.3 billion. The higher subsidy and tax credit costs are somewhat

[ ; . : T
This estimated cost does not include any increase in administrative costs.
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offset by lower government payments for food stamps, housing subsidies, and TANF
benefits.

When we assume that employment would increase due to the increased
availability of subsidies, the number of people raised above the poverty level increases to
2.7 million and the poverty gap declines by $6.5 billion. Non-child care benefit program
costs would decline with increases in employment and taxes would increase. However,
since all of the new workers are assumed to participate in the subsidy program, net
government costs would increase by $17.1 billion relative to the baseline.

COMBINED SIMULATION OF MINIMUM WAGE, TAX CREDIT, AND CHILD
CARE PROPOSALS

We tested the combined impacts of the CAP Task Force on Poverty proposals for
a higher minimum wage, expanded tax credits (EITC, CTC, and CDCTC) and the
increased child care subsidies. The combined policies were imposed with and without the
indirect employment and wage assumptions.

Without the indirect effects, poverty falls by 6.8 million individuals—a 19 percent
reduction from the baseline level of 35.3 million. The reduction in poverty is less than the
sum the impacts of the individual proposals, since an individual raised out of poverty by
more than onc proposal counts only once in the combined simulation.

With the indirect effects all in place—including job loss due to the minimum
wage increase, indirect wage increases due to the minimum wage increase, and increased
employment due to the EITC and child care subsidy expansions—poverty falls by a total
of 9.1 million individuals—a 26 percent reduction from the baseline. Estimated
government costs would increase by $37.2 billion primarily due to the child care subsidy
costs and the increased tax credits, offset somewhat by higher OASDHI taxes and lower
transfer payments. The poverty gap declines by $19.5 billion (in 2003 dollars). Thus,
slightly more than half of the increase in government costs goes to reduce the poverty
gap. Of course, significant benefits derive for families with incomes just above poverty
(sce Appendix E).

INCREASING THE FSP PARTICIPATION RATE

The simulation of increased participation in the Food Stamp raised the overall
participation rate—the percentage of households eligible to receive food stamps in the
average month of the year who actually do receive that benefit—from approximately 55
percent to 85 percent. The simulation retained the current relative differences across
different types of households in their likelihoods of receiving food stamps for which they
arc cligible.
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The higher FSP participation level would reduce poverty by 1.4 million
individuals and would cost an estimated $8.7 billion (in 2003 dollars). The higher food
stamp participation rate would lower the poverty gap by $5.8 billion.

REMOVING RESTRICTIONS ON LEGAL ALIENS’ ELIGIBILITY FOR AID

The PRWORA legislation of 1996 placed new restrictions on the eligibility of
legally-resident non-citizens for public benefits. We simulated the impacts of removing
those restrictions, treating legal non-citizens (legal permanent residents and
refugees/asylees) the same as citizens for purposes of eligibility for SSI, TANF, and food
stamps. (TRIM3 does not model immigrant restrictions for purposes of housing and child
care subsidies.) We assumed that immigrants newly-eligible for a benefit would have the
same likelihood of receiving the benefit as immigrant of similar characteristics who are
eligible under current law. The simulation retained the rules that prohibit temporary and
undocumented aliens from receiving public benefits,

The removal of restrictions on legal aliens’ eligibility for public benefits would
reduce poverty by an estimated 0.2 million people. Most of the individuals who become
newly-eligible for benefits remain poor. However, the poverty gap would decline by $0.9
billion—accounting for approximately one-half of the $1.8 billion in increased benefit
COSts.

INCREASING THE NUMBER OF HOUSING VOUCHERS

Mcthods

This simulation assumed that 2 million new housing assistance vouchers would
become available. We simulated the proposal as fully phased-in in 2003, and increased
the number of households with housing assistance from the 4.5 million in the CY 2003
ASEC data to 6.5 million. Because housing expenses affect the computation of the excess
shelter deduction in the Food Stamp Program, we re-simulated FSP eligibility and
benefits.

We chose the households to receive the new vouchers from among houscholds
with at least one elderly person, disabled person, or child, since virtually all currently-
subsidized households have at least one person of those types. We also restricted the new
households to those in which the primary family has cash income under 125 percent of
the poverty threshold. That limit is below the actual maximum income threshold for
housing vouchers. (Public housing authorities may provide vouchers to households with
income up to 80 percent of the area’s median income.) However, in practice, most
voucher recipients have lower income. When we restricted the new voucher recipients to
houscholds with income under 125 percent of poverty, the average tenant payments and
average subsidy amounts for the newly-subsidized households were very close to those
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for the currently-subsidized households.

Among households that met the demographic requirements and were under 125
percent of poverty, we randomly selected 18 percent to receive the 2 million new
subsidies. By randomly selecting the new recipients, we implicitly assumed that families
with children, the elderly, and disabled individuals would all be equally likely to receive
the new vouchers; different assumptions would yield different impacts on poverty. We
cstimated subsidy amounts and tenant payments in the same manner for the newly-
subsidized households as for the currently-subsidized households. (See the discussion of
TRIM3’s simulation of public and subsidized housing in Appendix A.)

Results

The simulation reduces poverty by 1.8 million people, due to the value of the new
housing subsidies. The new subsidies would cost an estimated $9.7 billion'®, which
would be offset somewhat by savings in the Food Stamp Program (since lower housing
expenses would result in lower food stamp benefits for some families), resulting in a total
cstimated government cost increase of $9.3 billion. The poverty gap falls by an estimated
$5.5 billion.

B . . . . . . s
The estimated cost of the increased housing vouchers does not include any increase in administrative
costs.
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Appendix A: The TRIM3 Model and the Baseline Simulations

THE TRIM3 MICROSIMULATION MODEL

TRIM3 is a comprehensive microsimulation model of the tax, transfer, and health

programs affecting U.S. households. The model’s input database is based on each year’s
Annual Social and Economic Supplement (ASEC) to the Current Population Survey
(CPS). For each houschold in the input database, TRIM3 determines the amounts of
transfer benefits a household could receive and the amounts of tax a household would
owe, under either the actual rules of government programs or hypothetical/proposed
rules. This project made use of TRIM3 simulations of the following taxes and transfers:

Supplemental Security Income (SSI)

Temporary Assistance for Needy Families (TANF)

The Food Stamp Program

Public and subsidized housing

Child Care and Development Fund (CCDF) child care subsidies
Payroll taxes

Fedcral income taxes

At the point this project was conducted, the most recent year for which baseline
simulations of all these programs were available was 2003. Those simulations were used
as the starting point for this project.

Key features of TRIM3 include the following:

Detailed modeling of the rules of tax and transfer programs: For both tax and
transfer programs, rules are modeled in as much detail as the input data will
support. For example, in modeling CCDF subsidies, the state-level variations in
eligibility thresholds are captured, as well as the state-specific details of the rules
governing the amount of the total child care cost the family must pay from its own
income.

Monthly simulation of transfer programs: Since most transfer programs provide
benefits on a monthly basis, the model simulates eligibility, benefits, and
participation on a monthly basis. To enable monthly simulations, an individual’s
CPS-reported annual income amounts are allocated across the months of the
calendar year in a manner that is consistent with the individual’s other reported
employment data, such as the number of weeks of work vs. weeks of
unemployment. Monthly simulations allow more accurate modeling of current
law, and also allow more accurate estimation of the potential impacts of new
employment, when new workers might work less than full-year.

Modeling of interactions across programs: The results of one simulation can be
passed to a subsequent simulation to capture interactions across programs. For
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example, a change in a family’s CCDF copayment may affect benefits from the
transfer programs that subtract child care expenses from earnings in defining net
income, and may affect the amount of a family’s child and dependent care tax
credit.

Detailed documentation of TRIM3 is available at http:/trtm.urban.org/.

THE INPUT DATA

The simulations for this project used the TRIM input dataset based on the 2004
ASEC data. The 2004 ASEC captures the demographic characteristics and family
relationships of civilian noninstitutionalized households as of the point of the survey (for
most households, March 2004), together with detailed income and employment data for
the individuals in those households for calendar year 2003. The detailed annual income
data are needed to compute the poverty rate; in fact, the ASEC is the file used by the
Census Bureau to produce each year’s official poverty statistics. As part of each year’s
annual update of the TRIM3 model, an input dataset is created for the model that is based
on the ASEC data, with several imputations required to allow modeling of the tax and
transfer programs. Note that while TRIM is updated annually, the most recent calendar
year for which a full set of simulations were available for public use was 2003,

During each year’s annual update of the TRIM3 model, the ASEC data are
augmented in several ways to allow more exact modeling of the tax and transfer
programs. The modifications include the following:

*  Monthly incomes: Monthly income amounts are needed to simulate the transfer
programs, which generally determine eligibility and benefits on a monthly basis.
However, the ASEC collects annual rather than monthly amounts. TRIM3
allocates the annual amounts across the months of the year, with different
methods used for different types of income. Earnings are allocated in manner
consistent with the information reported by the respondent on the number of
weeks s/he worked during the year and his/her number of spells of
unemployment. Specific weeks of employment are chosen in such a way that the
overall trend in the unemployment rate in the resulting data matches the trend
according to Bureau of Labor Statistics data.

s Immigrant legal status: An immigrant’s legal status helps determine if s/he is
cligible for public aid. The ASEC data indicate if an individual is a citizen, but do
not report a non-citizen’s legal status. As part of the standard TRIM3 annual
update, a legal status—legal permanent resident, refugee/asylee, temporary alien,
or undocumented alien—is imputed to each non-citizen in the ASEC data.

» Information needed to model income taxes; Several pieces of information needed
to simulatc federal income tax liability are not available in the ASEC data, These
variables—itemized deduction amounts, capital gains income, and IRA
deductions-—are imputed as part of the standard TRIM3 annual update.
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e Corrections for under-reporting of child support income by TANF recipients:
TANF recipients may under-report the child support income paid on their behalf
since they do not generally receive that income directly. TRIM3 procedures
correct for this under-reporting.

e Child care expenses: Child care expenses are imputed in coordination with the
modeling of child care subsidies, discussed below.

e Housing expenses for low-income families: Housing expenses are needed for low-
income families who might be eligible for food stamps, in order to compute the
appropriate cxcess shelter deduction. Housing expenses are assigned in
coordination with the modeling of public and subsidized housing, discussed
below.

Information on the methods for these procedures is available at the TRIM3 website,
http://trim.urban.org/.

THE BASELINE SIMULATIONS

The baseline simulations form the starting point for simulating the policy options.
The results of the policy simulations—persons in poverty, tax units receiving a particular
tax credit, costs of a transfer program—can be compared against the results of the
baseline simulation to estimate the impact of the policy change. This analysis requires
baseline simulations of two cash-assistance programs—SSI and TANF, three in-kind
benefit programs—food stamps, housing subsidies, and child care subsidies, and two
types of taxes—payroll taxes and federal income taxes.'®

The baseline simulations for this project are the same as the standard baseline
simulations for CY 2003 produced and validated as part of annual updates to the TRIM3
model, with two exceptions. First, the baseline simulations for this project use the
modified version of the ASEC data described above, with the adjustments to earnings to
capture the recent increases in state minimum wages. Second, in the case of the
simulation of federal income taxes, some recent changes in tax law that are particularly
relevant to this project are modeled even though they were not in place in 2003.

Transter Programs: Simulation Methods

The transfer programs simulated as part of this analysis are SSI, TANF, food
stamps, housing subsidies, and federal child care subsidies through the Child Care and
Development Fund (CCDF). All these transfer program simulations operate on a monthly
basis; for example, a family or individual might be eligible for a program in onc month
but not the next if income has risen. The simulations follow the real-world rules for

' The TRIM3 system can also simulate state income tax liabilities. However, because of the many changes
in states’ income tax rules since 2003—including many new state-level EITCs—it would have been
inappropriate to use the 2003 state income tax rules as part of an analysis involving changes to the EITC.
Project resources did not allow an update of the state income tax model.
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eligibility and benefits to the greatest extent possible, including each program’s definition
of gross and net income, the group of people who comprise the family or household for
purposes of that program, variations in rules across states, and so on.

Since not all families and individuals eligible for a benefit receive that benefit, the
simulations must determine which of those eligible for a benefit will receive it. In the
simulations of SSI, TANF, the Food Stamp Program, and CCDF child care subsidies
produced as part of each year’s updating of the TRIM3 model, a simulated caseload is
selected from among those individuals, families, or households simulated to be eligible
for the benetit. Exact methods vary, but the general approach is the same across these
four simulations. First, participation is assigned to all those who are simulated to be
eligible who reported receipt of the benefit in the ASEC interview. Then, a portion of the
eligible families or individuals who did not report the benefit are chosen as recipients.
Non-reporting eligible units are selected in such a way that the size and characteristics of
the simulated caseload come acceptably close to targets from administrative data. Thus,
the simulations correct for the under-reporting of transfer program benefits in the ASEC
data, providing a better starting point for the simulation of alternative policies.

Other key points about the simulations of the transfer programs are as follows:

o SSI: TRIM3 simulates whether adults are eligible for SSI based on age or
disability, the amount of potential benefit, and whether the benefit is received.
TRIM3 also simulates the children’s SSI caseload and benefits. The model
simulates federal SSI payments and the supplemental payments provided in some
states.

o Child care subsidies (and child care expenses). TRIM3 simulates only one type of
child care subsidy-—those funded through CCDF. For CCDF, TRIM3 models
whether a family is eligible for subsidies, the amount of copayment a family
would have to pay, and whether the subsidies are received. State-specific rules for
eligibility, including income thresholds, income definitions, and minimum-hours
requirements, as well as detailed state rules for copayments, are taken from the
biennial State Plan documents (in this case, the state plans submitted in October
2003). For families that are simulated to receive CCDF-funded subsidies, the
family’s out-of-pocket child care expense equals the copayment required of the
family. For families not subsidized through CCDF, equations are applied to
impute the probability that the family has some expenses, and if so, the amount of
expense. The results of the imputations are aligned such that the percentage of
families with expenses and the average expense amount, overall and for families
of different income levels, matches data from the National Survey of America’s
Families.
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e TANI: TRIM simulates the cash benefits provided with TANF funds as well as
the cash payments provided to certain categories of families—generally two-
parent families and/or immigrant families—through separate state programs in
some states. The model simulates eligibility for TANF, potential benefits, and
whether benefits are received.

e Public and subsidized housing (and housing expenses): For households that report
in the ASEC that they live in public or subsidized housing, TRIM3 simulates the
amount the family would be required to pay towards the rent and imputes the
amount of subsidy the household receives. Subsidy is estimated as the fair market
rent (FMR) for an apartment of the needed size (based on household composition)
in the state of residence'”, minus the household’s required payment. Because
detailed data on the size and characteristics of subsidized households has not
generally been available, TRIM3 does not assign housing subsidies to any
additional households in baseline simulations. For non-subsidized low-income
households, the model assumes that the household’s rent equals the lesser of (a)
the FMR for the required number of bedrooms and state of residence, and (b) 60
percent of household income.

* Food Stamp Program: TRIM3 simulates whether each household is eligible for
food stamps, the amount of potential benefit, and whether each eligible household
participates in the program.

TRIM3 also captures the interactions across the transfer programs. Cash income from SSI
and TANF affects the food stamp benefit, and affects the rental payment required from a
household in subsidized housing. The copayment required of a family with subsidized
child care affects the child care expense deductions used in determining housing
payments, food stamp benefits, and TANF benefits in some states. The housing payment
required of a family with a housing subsidy affects the amount of excess shelter
deduction that household can claim in determining its food stamp benefit.

Baselines used in this Analysis

For this project, we created a set of baselinc simulations identical to the standard
CY 2003 simulations publicly available, with the exception that we incorporated the
modification to earnings to capture post-2003 state-level minimum wage legislation.
Because of the slightly higher incomes, TRIM3 simulates slightly fewer individuals and
families eligible for various benefits than in the standard 2003 simulations, and slightly
lower government benefits than in those standard simulations.

Federal Taxes: Simulation Methods

Payroll taxes and federal income taxes were simulated for this analysis. TRIM3
captures the different payroll tax rates for the self-employed vs. non self-employed, and

"7 Fair market rents (FMRs) vary by locality. We compute an average fair market rent for each apartment
size for each state, weighting the local FMRs according to population.
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for certain federal workers. The federal income tax simulation is very detailed, following
the real-world tax rules to the greatest extent possible. TRIM3 divides each household
into potential tax units based on family relationships and incomes, computes gross
income, subtracts deductions and exemptions, and computes and applies tax credits. The
simulation of the child and dependent care tax credit (CDCTC) uses the child care
expenses simulated by TRIM3’s Child Care module—including both the expenses
imputed for families without child care subsidies and the copayments calculated for
subsidized families.

TRIM3 assumes full compliance with tax rules. That is, the model assumes that
all families that must file a tax return do so and all families eligible for tax credits receive
them. CDCTC provides one exception to this assumption. TRIM3 finds more tax units
cligible for this tax credit than actually receive it. As part of the standard baseline
modeling procedures, a subset of eligible tax units is randomly selected to not take the
credit, such that the simulated use of the credit in each AGI category matches
administrative data.

Baselines for this Analysis

For this project, we produced identical to the standard, public-use CY 2003
simulations, with two exceptions. First, the baselines incorporate the modification to
earnings to capture post-2003 state-level minimum wage legislation, producing slightly
higher payroll and federal income taxes

Second, the baseline federal income tax simulation incorporates post-2003
changes to the child tax credit (CTC), earned income tax credit (EITC), and CDCTC, to
provide a more appropriate baseline for modeling expansions of those credits.
Specifically, the following rules were modeled.

e Child Tax Credit: We included the current $1,000 value of the credit (deflated to
S896 to reflect 2003 dollars) and the current phase-out points (2007 values of
$75,000 single and head of household, $110,000 joint) deflated to 2003 dollars.
We modeled the credit as 15 percent refundable for earned income above
$10,500. (The tax law indexes the 2003 value of $10,500 for inflation.) Families
with three or more children have the option of receiving a refundable credit
calculated under a different formula, if this results in a higher refundable credit.
(The refundable credit is capped by the amount by which the tax unit's social
security and Medicare payroll taxes—including one half of the self-employment
tax—exceed the unit's EITC.)

¢ EITC: EGTRRA increased the starting point and ending point of the phaseout
point for joint filers by $2,000, effective 2005. (In 2008, this increased to $3,000).
These points are indexed for inflation. We obtain the starting point of the
phaseout for joint filers from the 2005 1040 instructions, and deflate to 2003,
(TRIM3 calculates the end-point as a function of the starting point, maximum
credit, and phase-out rate).
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» Child and Dependent Care Credit: The child and dependent care credit maximum
qualifying expense and phase-out brackets are not indexed for inflation, We take
the 2007 values and deflate to 2003 dollars.

Other tax law changes since 2003 that would have limited impact on low-income filers—
such as deductibility limits for IRA contributions—are left at their 2003 levels.
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Appendix B: Identifying Minimum Wage Workers and

Modifying Wages

Because the simulations involve increases to the minimum wage, this project
required that the standard TRIM input data for CY 2003 be modified in two ways: by
obtaining additional data on hourly wages, and by modifying the earnings of some
individuals to capture the impact of state legislation that occurred after 2003 to set state
minimum wages higher than the federal minimum wage.

IDENTIFYING THE CURRENT HOURLY WAGE

To simulate the impact of an increase in the minimum wage, it is necessary to
know each worker’s current wage in hourly terms. There are two potential sources of
information for determining the hourly wage of a person captured in the ASEC data.

The CY 2003 annual data. The ASEC includes extensive information about each
person’s employment during the calendar year. Four pieces of information—
annual wage/salary income, annual weeks worked, annual weeks worked part-
time (if different from full-time), and usual hours worked—can be combined to
estimate each worker’s hourly wage, as follows:

o When all weeks of work are either part-time or full-time:

Hourly wage = Annual wages and salary / Weeks worked / Usual hours
per week

When there are both part-time and full-time weeks:

If the usual hours of work is 35 or more, treat that as the hours worked in
the full-time weeks, and assume 20 hours for the part-time weeks.

If the usual hours of work is <35, treat that as the hours worked in the
part-time weeks, and assume 40 hours for the full-time weeks.

Hourly wage = Annual wages and salary / [(Part-time weeks * part-time
hours) + (Full-time weeks * full-time hours)]

The “earnings sample” (ES) data. In every month of the CPS, the approximately
one-quarter of the CPS sample who are in the outgoing rotation group'® are asked
a serics of detailed questions related to their current earnings that include the
following:

QO
O
o]

whether a person is an hourly worker

the person’s hourly wage (for hourly workers)

weekly earnings and hours worked per weck (for non-hourly workers); in
this case, the hourly wage can be inferred as weekly carnings divided by
hours worked per week

" A household is in the CPS sample for 4 months, then is out of the sample for 8 months, then returns for
another 8 months. Households in their 4" or 8" month are considered the *‘outgoing rotation groups”.
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An implied hourly wage can be computed for every worker with CY 2003 earnings in the
ASEC data, but the ASEC includes ES data for less than a quarter of those workers. The
other individuals who worked during 2003 either were not in the outgoing rotation group
in that month, or were not working in that month.

For workers with both types of data in the ASEC data, the two hourly wages are
often different, for at least three reasons. First, the ES questions refer to the point in time
at which they are asked—some time between March and July of the year following the
year for which annual income is collected. By that point, a person may be in a different
job than s/he had during the calendar year, or s/he may be in the same job but may have
obtained a raise. Second, when questions are not answered by the respondent they are
filled in by the Census Bureau through “allocation” (imputation) procedures. For workers
with ES data in the ASEC data, there are more discrepancies between the two sources
when one or both is based on imputed data.'® Third, even when information is reported
by the respondent, there may be reporting errors; in particular, individuals who did not
work the entire year may not remember exactly how many weeks they worked, and those
who worked different numbers of hours in different weeks probably do not report the
exact mean hours.

In general, the ES data are what is used for most analyses involving wages. When
hourly wages are computed from the annual data, an unreasonably high number of wages
fall below the minimum wage, probably due to inaccuracies in the reporting of either
weeks of work or hours per week. For this project, the ES data could not be used
exclusively, because the focus on poverty requires the use of the entire ASEC sample.
However, the ES data are used to the greatest extent possible.

To obtain ES data for more workers, we used identification codes to match
individuals in the ASEC data without ES data with their data records in the April through
July CPS files. In theory, all of the workers in the ASEC data should have been in the
outgoing rotation group in one of those subsequent months. However, due to attrition
from the sample or matching problems (such as errors in houschold identification codes)
not everyone can be matched. Further, for some of those whose records can be found in a
subsequent month, the ES data do not provide an hourly wage because the person was not
working in the month in which s/he was in the outgoing rotation group. Finally, even
when a person was working in the outgoing rotation group, the ES data do not always
provide an hourly wage; when a non-hourly worker reports that his/her weekly hours are
“variable,” a wage cannot be computed.

After the matching, the ES variables were available and provided a usable hourly
wage for 55 percent of CY 2003 wage and salary workers. For the remaining 45 percent,
the hourly wage was obtained through use of the annual variables as described above.

" We tested the possibility of not using the ES hourly wage when it was imputed by the Census Bureau if
the annual cmployment variables were actually reported. However, this approach resulted in a distribution
of hourly wages with too many workers below the minimum wage compared with published data from the
Bureau of Labor Statistics.
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Table B1 shows the resulting distribution of hourly wages for the workers who are the
focus of this analysis—those in families with incomes below poverty.

RECENT STATE MINIMUM WAGES

Between 2003 and 2007, many states have enacted minimum wages that are
above the federal minimum wage. Due to those increases, any national-level increase in
the minimum wage will have a smaller effect on incomes than it would have had in the
absence of the state legislation. To avoid overestimating the impacts of national-level
minimum wage increases, we modified the earnings of individuals living in states with
minimum wages above the current federal minimum who appeared to be covered by the
minimum wage law but working at a wage below the state’s minimum. Table B2 shows
the state minimum wages as of January 2007, in actual dollars and deflated to 2003
dollars.

The steps were as follows:

o Exclude from any adjustment individuals who would not be covered by the
minimum wage law: Some individuals—farmers, waiters, and some others—are
not covered by the minimum wage law, and may legally be paid an hourly rate
below the minimum wage. Further, individuals who are self-employed are not
affected by minimum wages. We therefore exclude from the adjustments any
workers who were self-employed (farm or non-farm)®, and any workers with an
hourly wage under $5.00 per hour. (Although the actual minimum wage is $5.15,
the use of the $5.00 cutoff allows for some tolerance due to reporting errors.)

o Identify affected individuals: For non-excluded individuals, earnings are increased
for those in states with a minimum wage law and with hourly earnings below the
January 2007 level in 2003 terms. Note that the adjustment was performed
regardless of whether an individual reported being an hourly worker or a non-
hourly worker in the ES data; the ES data are not available for all individuals, and
even a worker who does not report being paid on an hourly basis may be affected
by a minimum wage increase. (If a worker earns a salary equivalent to $6.00/hour
in a company that also has workers earning $5.15/hour, a state minimum wage
increase to a level above $6.00/hour will likely causc a raise for the non-hourly
worker.)

* For individuals with both self-employment and wage and salary earnings, a minimum wage increase
could atfect the wage and salary portion of earnings. However, for individuals with both types of earnings
for whom ES data were not available, an hourly wage could be estimated only by assuming the same hourly
carnings from both self-employment and non-self-employment. Because that assumption would be unlikely
to be true, and since there were very few low-wage individuals with self-employment earnings in the input
data, we excluded all individuals with any self-employment income from any wage adjustments.
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TABLE B1: WORKERS IN POVERTY BY HOURS PER WEEK AND HOURLY WAGE *

Any Number of Weeks Worked during CY 2003

Hours Per Hourly Wage Rate "
Week SE] <5.00] 5006207 6.21-7667 7.67-9.99 10.00H Total
1-19 101,116]  146,238] 142,030] 230,182| 180,276] 328,614] 1,128,456
(row %) 9.0%| 13.0% 12.6% 20.4% 16.0% 29.1% 100.0%
(col. %) 14.6% 9.5% 14.3% 15.5% 11.9% 17.2% 13.9%]
20-34 156,820]  441,777] 346,187 425518] 389.910| 528,666 2,288,887
(row %) 6.9% 19.3% 15.1% 18.6%) 17.0%) 23.1% 100.0%
(col. %) 22 6%) 28.8%) 34.9%) 28.7% 25.8%) 27.7% 28.2%
35+ 435,882 048254 502,938) 829,229 938.633| 1,052,165 4,707,101
(row %) 9.3%) 20.1%| 10.7% 17.6% 19.9% 22.4% 100.0%
(col. %) 62.8% 61.7%] 50.7% 55.8%) 62.2%) 55.1% 57.9%
Total 693,827 1,536,260] 991,155 1484929 1,508,819 1,909,445 8,124,444
8.5% 18.9% 12.2% 18.3%) 18.6% 23.5%) 100.0%

Source: Urban Institute tabulations of CY 2003 CPS data with April-July outgoing rotation group data and TRIM3

Notes:

* Workers are defined as people with earnings of at least $100 during CY 2003, who are not members of the
military. Poverty is defined using the cash income of the broadly-defined family and standard poverty thresholds for
2003. Income is CPS-reported cash income with 2 exceptions: TRIM-simulated TANF and SSI income amounts
are used, and wages are adjusted to reflect state-specific minimum wage increases that occurred after CY 2003.

"Hourly wage is from the earnings-sample (ES) data when available; if there is no ES data for a worker, the wage is
computed as annual earings divided by weeks warked divided by usual hours worked. Wage rates are adjusted to
reflect state-specific minimum wage increases that occurred after CY 2003.

? Hours-per-week is the number reported as the "usual” hours worked, during the weeks of the calendar year when
this person was working.

*Workers with hourly wage under $5/hour are assumed to not be covered by minimum wage rules,

* The workers from $5.00 to $6.20 benefit from the increase to $7.25 ($6.21 in 2003 $), and also benefit from
minimum wage proposed by the CAP Task Force on Poverty. The workers from $6.21 to $7.66 benefit from the
Task Force minimum wage ($7.67 in 2003 §).
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TABLE B2: STATE MINIMUM WAGES IN EFFECT IN JANUARY 2007

Deflated to

Jan. 2007 level| 2003 dollars '

Alaska 7.15 6.40
Arizona 6.75 6.05
Arkansas 6.25 5.60
California 7.50 6.72
Colorado 6.85 6.14
Connecticut 7.65 6.85
Delaware 6.65 5.96
District of Columbia 7.00 6.27
Florida 6.67 5.97
Hawaii 7.25 6.49
lllinois 6.50 5.82
Maine 6.75 6.05
Maryland 6.15 551
Massachusetts 7.50 6.72
Michigan 6.95 6.22
Minnesota 6.15 5.51
Missouri 6.50 582
Montana 6.15 5.51
Nevada 6.15 5.51
New Jersey 7.15 6.40
New Mexico 6.75 6.05
New York 7.15 6.40
North Carolina 6.15 5.51
Ohio 6.85 6.14
Oregon 7.80 6.99
Pennsylvania 8.25 5.60
Rhode Island 7.40 6.63
Vermont 7.53 6.74
Washington state 7.93 7.10
Wisconsin 6.50 5.82

Notes:

' The 2007 values are deflated to 2003 using the actual CPI figures through 2006 and the projection for 2007 in
the Congressional Budget Office's Budget and Economic Outlook released on 1/24/07. See Appendix D, Table
D-1, "CBQ's Year by Year Forecasts and Projections for Calendar Years 2007 to 2017". On the web at
http://www.cbo.gov/ftpdocs/77xx/doc7731/01-24-BudgetOutlook. pdf
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®  Make the adjustment: An affected worker’s annual earnings are increased by the
ratio of the new minimum wage to the current hourly wage (except that if the
current hourly wage is from $5.00 to $5.14, the ratio of the new minimum wage to
$5.15 is used). Because the TRIM3 model uses monthly earnings to compute
transfer program eligibility and benefits, each month’s eamings were increased by
the same ratio.

The resulting data capture the population in 2003, but as if state minimum wage increases
were already in effect.

IMPOSING HIGHER FEDERAL MINIMUM WAGES

In the simulations of higher federal minimum wages, we followed the same steps
as described above. For all wage and salary workers with an hourly wage of $5.00 or
higher (including those who do not report being paid hourly), if that wage is less than the
new national-level minimum wage the model increased worker’s earnings by the ratio of
the new minimum wage to the current hourly wage (except for workers currently earning
from $5.00 to $5.14, we used the ratio of the new minimum wage to $5.15). Note that the
“current hourly wage” incorporates any adjustment already made to capture higher state
minimum wages. The model adjusted each month’s earnings by the same ratio.
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Appendix C: Poverty Status And Poverty Gap

The main interest of the CAP Task Force on Poverty is on the anti-poverty impact
of the various policy proposals—both changes in the number of poor individuals and in
the poverty gap. The CAP Task Force requested that the analysis use an expanded
dcfinition of income and also use a non-standard set of poverty thresholds. The non-
standard thresholds are adjusted such that the total number of people in poverty in 2003
remains the same as with the standard thresholds and standard income definition.

INCOME DEFINITION

In order to assess poverty in a manner that captures the impacts of the proposals
on families’ economic well-being, we use a broader definition of family income than is
used in standard poverty measurement. Specifically, the definition of income for
determining poverty for this project equals:

Cash income (earned and unearned income), plus

The value of food stamps, plus

The value of a household’s housing subsidy, if any, minus

Federal income tax liability prior to the EITC, plus

The value of the EITC, minus

A family’s out-of-pocket child care expenses (either a subsidized family’s
copayment or a non-subsidized family’s payment)

On average, this definition of income results in a higher amount of income than the
standard definition, which consists of only cash income. In all cases, we used TRIM3
simulated values that correct for underreporting of income and assign values to in-kind
benefits as described in Appendix A.

POVERTY THRESHOLDS

The poverty thresholds used for this analysis differ from the standard thresholds
in two ways. First, we use the ratios among thresholds for different types of families (by
family size and by number of related children) developed by David Betson and described
in Short, 2001. Second, we find the set of thresholds that, when applied to the expanded
income definitions, produces a number of poor individuals that is very similar to the
number obtained when the standard thresholds are applied to only the cash income
component of income. The resulting poverty thresholds are shown in table C1.

Both the standard poverty thresholds applied to cash income and the revised
poverty thresholds applied to expanded income produce approximately 35.3 million
individuals in poverty in the adjusted-2003 data. Note that this figure is lower than the
Census Bureau’s figure of 35.9 million pcople in poverty because the TRIM3 figures
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incorporate the state minimum wage increases and also use TRIM-simulated SSI and
TANF income in place of the under-reported figures in the ASEC data.
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Appendix D: Indirect Employment and Wage Effects

Three of the CAP Poverty Task Force policies—higher minimum wages,
expanded EITCs, and expanded child care subsidies—potentially could have indirect
effects on workers as well the direct effects. Higher minimum wages might cause some
job loss and likely will result in some “spillover” effects where workers with wages
slightly below the old minimum wage or slightly above the new minimum wage receive
wage increases. The expanded childless-worker EITC and expanded child care subsidies
couid each prompt additional individuals to enter the labor force. This appendix describes
our methods for modeling these indirect effects.

INDIRECT EFFECTS OF A MINIMUM WAGE INCREASE
Job Loss

While debate still continues, recent literature seems to indicate that a minimum
wage increase would lead to a small, negative effect on employment. Neumark and
Wascher (2006) document the evidence from over 100 recent studies. In the studies that
they review that apply most generally to the low-wage population, the elasticities range
from 0 (Yelowitz 2005), to -0.06 to -0.15 (Neumark et al 2004), -0.11 (Keil et al 2001),
and -0.19 to -0.24. Effects for teens alone are generally estimated to be higher. Other
economists question whether an increase in the minimum wage leads to a decline in
employment. For example, Bernstein and Schmitt (1998) failed to find any systematic,
significant job loss associated with the 1996-97 minimum wage increase, and Card and
Krueger (1995) also found no measurable negative impact on employment.

Given this uncertainty, and the fact that the minimum wage increase would occur
in the future when fewer workers would be earning the minimum than reflected in the
2003 adjusted data, we assumed a relatively conservative employment estimate of —0.06.
Specifically, for a worker who would receive a wage increase due to the new minimum
wage, the probability of losing his/her job equals 0.06 times the percentage increase in
the wage. For example, a worker earning exactly $5.15 would have a wage increase of
$6.21, (20.6 percent), and the probability of job loss for this worker would be 1.2 percent.
Given the uncertainties of the exact job loss impacts, the same clasticity was used for
both teenagers and adults. We did not model any reductions in hours-of-employment,
since the literature fails to find any consistent effects.

Indirect Wage Increases, “Spillover’ Effects

We assumed that employers would maintain some consistency in relative wage
rates for workers earning just below or above the new minimum wage rates. While there
is general agreement that these types of adjustments occur in the labor market, there is
little research evidence detailing the exact range of adjustment.
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We assumed that some adjustment would occur for workers with hourly wages
within $1.00 of the new minimum wage, but this adjustment would be proportional and
phase out to zero at the ends of the range. Specifically, we assumed that the higher
minimum wages would affect workers with hourly wages between $4.15 and $5.15, and
workers earning up to $1.00 higher than the new minimum wage. Chart D1 displays the
assumed new wages when we modeled indirect wage increases.

Implementing the Indirect Effects

When TRIM3 randomly selects a worker to lose his/her job, the model changes all
his/her monthly earnings to $0, and the model sets other ASEC variables related to
employment in a manner consistent with being a non-worker. The model also increases
earnings in each month by the ratio of the new wage to the current wage for workers that
receive indirect wage increases (in the same manner described in Appendix B for
simulating new state minimum wages).

EMPLOYMENT INCREASE DUE TO EITC EXPANSION

Assumptions

Numerous analysts have considered the impact of a higher EITC on parent’s
employment. Grogger’s analysis (2003) produces results fairly consistent with Meyer and
Rosenbaum (2001) and others, and provides clasticities. Grogger estimates that a $1,000
increase in the maximum EITC credit leads to a 3.6 percent increase in employment for
female-headed families. Very little (negative) effect has been found on employment for
secondary earners in two-parent couples (Eissa and Leibman 1996), and the literature
finds very little positive effect on work for primary earners in two-parent couples. Some
found effects in larger families (Hotz, Mullin and Scholz 2005). The literature does not
document a consistent effect on hours of work.

We assumed that the effect of an increase in the EITC for childless unmarried
adults would not be as large as for female-headed families, since effects for singles likely
would be on the intensive rather than the extensive margin. We assume that the
employment effect for single, childless adults would be approximately one-half that
found for female-hcaded families. We assume a 1.8 percentage point increase in
employment (one-half of 3.6) due to a $1,000 increase in credit for childless adults. We
do not model an employment cffect for two-carner childless couples. We also do not
assume employment effects from the marriage penalty reduction, the extension of EITC
eligibility to 18 to 24 year olds, or the expansion for larger families, due to the lack or
research on which to base these estimates.

Implementation

Because the maximum credit for a childless worker would be somewhat less than
$ 1,000, the estimates above suggest an increase in the employment rate of approximately
1.4 percentage points among childless unmarried adults. We assumed that the effect
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applies only to non-disabled adults and that a non-working individual currently receiving
more in Unemployment Insurance (UI) or Workers Compensation (WC) than s'he would
receive from working would not take a job. Given these restrictions to the group of
potential new workers, we selected 14 percent of the group to achieve the desired
increase in employment among unmarried childless non-elderly non-disabled adults. This
resulted in 574,000 new workers, raising the employment rate among single childless
non-disabled adults age 25-64 from 88.8 percent to 90.2 percent.

We assumed that new workers receive the minimum wage (either federal or state)
for 38 weeks and 30 hours per week for a total of 1140 hours of work during the calendar
year. This is consistent with the fact that most workers in poverty do not work full-time,
full-year. (For all workers in the CY 2003 ASEC data in families in poverty, the mean
hours of work during the year was 1172, with a median of 1040.) The model changed all
ASEC variables related to employment to reflect the new employment status. Also, the
model sets Ul and WC to $0 for new workers receiving these benefits in the baseline.

EMPLOYMENT EFFECTS OF INCREASED CHILD CARE SUBSIDIES

Assumptions

Increased availability of child care subsidies could induce more parents of young
children to enter the labor force. For instance, a non-working single mother currently
relying on a combination of child support and public assistance or a married mother with
a working spouse might each decide to enter the labor force if low-cost child care were
available.

Unfortunately, the evidence of these effects is relatively new and thin (mostly
beceause of data limitations). A summary of recent literature by Schaefer, Kreader, NCCP,
Ann Collins and Abt Associates (2006) provides a wide range of estimates often with
varying study groups. One study estimated that a $1,000 annual increase in subsidies
resulted in an 11 percent increase in the probability of employment for low-income
families (not on welfare), (Bainbridge, Meyers and Waldfogel, 2003). Another study
estimated that a 50 cent per hour subsidy would increase employment for unmarried
women by 8-9 percent and for married women by 5 percent. The S0 cent per hour
subsidy would amount to about a $1000 per year increase in subsidies for a full time
minimum wage worker. (Han and Waldfogel 2001). Houser and Dickert-Conlin (1998)
estimated a very modest effect of child care subsidies on labor force participation — a
subsidy equal to 50 percent of the price of care would increase labor force participation
of single parents by 4.2 percent and secondary earners by 4.1 percent.

For this analysis, we used the lower end of the range of the estimated
clasticities—S8 percent if unmarried and 3 percent if married. The elasticities apply only
to parents with children under age 13. Ideally we would be able to model variations in the
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probability of employment by the age of the youngest child (e.g. under 6 and 7 to 13), but
the available studies do not easily lend themselves to an age breakout.'

Implementation

To impose the assumed changes, employment must increase from 81 percent to
89 percent of unmarried adults with a child under age 13, and from 82 to 85 percent of
married adults with a child under age 13. (We did not estimate any increased employment
for adults with special-needs teenagers.) To choose the new workers, we assumed that the
only adults who might begin working would be those who would gain eligibility for
subsidies by doing so. Thus, we did not assume any increased employment for parents in
families whose income (with the new wages) would exceed the eligibility thresholds; and
we did not assume any increased employment for married individuals whose spouses
were neither working at least 20 hours per week nor students.

The simulation produces 1.2 million new workers among married persons and 0.7
million new workers among unmarried persons. Similar to other simulations with positive
employment effects, new workers work for 38 weeks, 30 hours per week, at the
prevailing minimum wage (federal or state). (See the discussion of increased employment
due to the EITC, above, for more details.) In the simulation with employment effects, all
of the families with new workers (who by definition qualify for a subsidy) take the
subsidy, increasing the number of families ever receiving the subsidy during the calendar
vear by 1.9 million relative to the simulation of expanded child care help without the
additional employment.

*! Baum (2002) estimates the effects of a 30 percent subsidy at one and two years after childbirth, but
estimates apply to women with incomes at or below poverty in the year preceding childbirth. The
percentage increase in employment was higher one year after childbirth, but not dramatically different from
the cstimate two years after childbirth.
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Appendix E: Additional Simulation Results

This appendix provides additional detail on the effects of the simulated policies
on poverty. Table E1 shows how each policy option changes the distribution of
individuals by their family’s income relative to the poverty threshold, using the
thresholds described in Appendix C. The tables shows results when the thresholds are
applicd to four different definitions of family income—(a) cash income, (b) cash plus the
value of food and housing benefits, (¢) cash plus food and housing aid minus payroll and
income taxes, plus refundable tax credits, (d) all of the above less out-of-pocket child
care expenses. The last income definition is the primary definition used for this project;
however, the other income definitions allow closer analysis of how each policy option
affects families’ economic well-being. Each column of the table shows how each policy
option changes the number of families in a particular percent-of-poverty category with
each income definition. Note that all changes are relative to the baseline (not to a prior
policy option).

Tables E2, E3, and E4 are structured in an identical manner to table E1, but each
of these tables focuses on a different age group. Table E2 shows the impacts of each
policy option on the distribution of children by family income as a percentage of poverty,
E3 shows results for non-elderly adults, and E4 shows TRIM3’s estimates for persons age
65 and older.

Table ES shows the impacts of each simulation on the poverty gap. Results are
shown for the four definitions of income, for all families, and for three subsets of
families: families with related children, families with elderly heads, and families without
either related children or elderly heads.
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————

[Submissions for the Record follow:]

Statement of Jonathan Barry Forman

I am pleased to submit this statement for the record that you are compiling on
Proposals for Reducing Poverty. I am submitting this statement in my individual
capacity as the Alfred P. Murrah Professor of Law at the University of Oklahoma.
This statement suggests that we replace most of the current welfare system with
a system of refundable tax credits and work supports. !

The Government’s Role in Reducing Poverty and Inequality

Poverty is a major problem in the United States. In 2005, for example, 12.6 per-
cent (37 million people) lived in poverty, up from 11.1 percent (23 million people)
in 1973.2 In 2007, the poverty level for a single individual is $10,210, the poverty
level for a single parent with two children is $17,170, and the poverty level for a
married couple with two children is $20,650. 3

Needless to say, policymakers cannot do much about market forces. Adam Smith’s
laws of supply and demand are every bit as immutable as Newton’s laws of thermo-
dynamics. But policymakers can change how governments influence market oper-
ations and outcomes.

In that regard, governments influence market outcomes through a combination of
regulation, spending, and taxation. Government regulation defines and limits the
range of markets and so influences the shape of the initial distribution of economic
resources. Taxes and spending also have a significant impact on the distribution of
economic resources. Table 1 shows the Federal Government’s outlays for the major
federal transfer programs.

Table 1. Outlays for the Principal Federal Benefit Programs
(billions of dollars)

2006 actual 2012 estimate
Social Security $544 $790
Medicare 325 482
Medicaid 181 270
Unemployment compensation 31 41
Supplemental Security Income 34 42
Earned income tax credit 36 43
Food assistance 48 58
Family support 24 24
Housing assistance 17 13
Retirement and disability programs for civilians, military and veterans 140 185

Source: Executive Office of the President and Office of Management and Budget, Historical Tables, Budget of
the United States Government, Fiscal Year 2008 (2007) table 8.5.

Most government operations have only a slight or indirect impact on the distribu-
tion of economic resources. Spending on the military and other government oper-
ations, for example, probably has relatively little impact on economic inequality.
Even among entitlement programs, relatively few programs are means-tested, and
only about 10 to 15 percent of the federal budget is spent for such explicit redis-
tribution. All in all, current tax and transfer policies reduce household income in-
equality by about 20 percent.

There is some dispute over how much the United States tax and transfer system
affects poverty levels. As already mention, some 37 million Americans (12.6 percent)
were poor in 2005 using the “official” estimate of poverty (based on “money in-
come”). Based on “market income” however, the Census Bureau estimated that 18.9

1See generally Jonathan Barry Forman, Making America Work (Urban Institute Press 2006).

2U.S. Census Bureau, Income, Poverty, and Health Insurance Coverage in the United States:
2005 (Census Population Report No. P60-231, August 2006), table B-1.

3 Annual Update of the HHS Poverty Guidelines, 72 Federal Register 8,373 (January 24, 2007).
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percent of Americans were poor before taxes and transfers.4 After taxes and trans-
fers, the Census Bureau estimated that just 10.3 percent of Americans had “dispos-
able income” that left them in poverty.

On the other hand, a recent comparative study found much more modest effects
for the U.S. tax and transfer system.? That study estimated that our current tax
and transfer system reduced the poverty rate of two-parent families by just 0.5 per-
centage points in 2000, from 13.7 to 13.2 percent. That was a mere 3.6 percent re-
duction in two-parent poverty rates, compared with an average reduction of 44 per-
cent across all 11 high-income countries studied (including the United States).

Making Welfare Work

The current system of transfer and tax programs for low-income workers is unnec-
essarily complicated, inequitable, and expensive to administer; and it needs to be
reformed. In that regard, the Ways and Means Committee recently identified 85 dif-
ferent anti-poverty programs providing everything from cash aid to energy assist-
ance. ¢ Each program has its own eligibility criteria and administrative system. Not
surprisingly, many low-income Americans never receive the benefits to which they
are entitled. For example, less than 60 percent of those eligible for food stamps actu-
ally receive them.”

Faced with this much complexity and overlap, we are unlikely to achieve any
meaningful reform of the welfare system by simply, in Edgar K. Browning’s words,
“trying to patch up each one of the innumerable and uncountable programs.”8

Instead, we should replace most of the current system with a system of refundable
tax credits and work supports. The general idea is to “cash out” as many welfare
programs as possible and use that money to help pay for refundable tax credits.

These refundable tax credits could replace personal exemptions, standard deduc-
tions, and the many other child and family benefits in the current income tax sys-
tem. And these tax credits could also replace all or a portion of most welfare bene-
fits. Moreover, the money generated as a result of administrative savings from com-
bining these tax breaks and welfare programs into refundable tax credits could also
be used for financing.

For example, imagine a simple integrated tax and transfer system with $2,000 per
person refundable tax credits, $2,000 per worker refundable earned income credits
(computed as 20 percent of the first $10,000 of earned income), and two tax rates:
20 percent of the first $50,000 of income and 35 percent on income above $50,000.

These refundable tax credits should be paid out on a monthly basis. Each indi-
vidual would present something like the current IRS Form W—4, Employee’s With-
holding Allowance Certificate, to her employer—or to a bank. Employees would then
receive advance payment of their credits from their employers in the form of re-
duced withholding, while other beneficiaries would have their payments directly de-
posited into their bank accounts.

This new comprehensive tax and transfer system would be simpler than the cur-
rent system. It would encourage low-skilled workers to enter and remain in the
workforce. It would minimize marriage penalties. And it would help ensure that
low-income families actually get their benefits. Temporary Assistance for Needy
Families currently reaches just 52 percent of eligible families.? On the other hand,
the earned income tax credit reaches 86 percent of eligible households, and it does
so without any welfare stigma or loss of privacy.

As an initial step, we should cash out food stamps. Like most welfare programs,
the Food Stamp Program has arcane eligibility criteria and baffling administrative
procedures, and the program has high administrative costs. We should repeal the
Food Stamp Program and use its $32 billion-a-year appropriation to help pay for
refundable tax credits. 10

4U.S. Census Bureau, The Effect of Taxes and Transfers on Income and Poverty in the United
States: 2005, (Current Population Report No. P60-232, March 2007), table A-2.

5Timothy M. Smeeding, Poor People in Rich Nations: The United States in Comparative Per-
spective, 20(1) Journal of Economic Perspectives 69 (2006).

6U.S. House of Representatives, Committee on Ways and Means, 2004 Green Book: Back-
ground Material and Data on Programs within the Jurisdiction of the Committee on Ways and
Means (2004), K-10—K-12.

7U.S. Department of Agriculture, Making America Stronger: A Profile of the Food Stamp Pro-
gram (2005).

8 Edgar K. Browning, Commentaries (on papers in a section entitled “Where Do We Go from
Here?”), in Colin D. Campbell, ed., Income Redistribution 207, 209 (1977).

9Leonard E. Burman & Deborah I. Kobes, EITC Reaches More Families than TANF, Food
Stamps, Tax Notes, March 17, 2003, at 1769.

107.S. Department of Agriculture, Food Stamp Program Participation and Costs web page at
http://www.fns.usda.gov/pd/fssummar.htm.
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Next, we should cash out low-income housing programs. Instead of providing a
small fraction of low-income families with rental subsidies or mortgage-interest sub-
sidies, we should give all low-income families $2,000 per person tax credits and let
them choose their own housing.

We should also expand the child and dependent tax credit and make it refund-
able. Under current law, a taxpayer can claim a credit of up to 35 percent of employ-
ment-related child care expenses—up to $1,050 a year for one child under the age
of 13 or up to $2,100 a year for two or more qualifying children. Because the credit
is not refundable, however, it is of little or no value to low-income families with chil-
dren. To help low-income families with their child care expenses, the credit should
reimburse low-income families for 50 percent, or even 80 percent, of their child care
expenses, up to, say, $4,000 per child.

Finally, we should use refundable tax credits to help provide universal health care
coverage. 11 According to the Census Bureau, 44.8 million people, 15.3 percent of the
population, were without health insurance in 2005, including 27.3 million Ameri-
cans between 18 and 64 years old who worked during the year. 12 We should require
everyone to have an adequate but basic level of health care coverage. That coverage
could be paid for with a combination of employer and employee contributions and
refundable tax credits calculated on a sliding scale based on need.

In a complex society like ours, economic rewards are determined by a combination
of market forces and government policies. Markets arise automatically from the eco-
nomic interactions among people and institutions. Here and there, government poli-
cies intervene to influence the operations of those markets and to shape the out-
comes that result from market transactions.

To be sure, it will take more than just a system of refundable tax credits to solve
the problem of poverty in America. We would also need to provide additional bene-
fits to individuals who are not able to work. For example, many elderly and disabled
individuals would need additional cash benefits. Those additional benefits could con-
tinue to come in the form of Supplemental Security Income (SSI) payments, or they
could be distributed through additional refundable tax credits.

Finally, an effective welfare system would need to provide services to at least
some beneficiaries. Education, training, job-search and placement, and counseling
services are but a few that come to mind.

All in all, a comprehensive system of $2,000 per person refundable tax credits,
$2,000 per worker tax credits, child care tax credits, health care tax credits, and
other work supports would lead to dramatic reductions in poverty and inequality in
the United States.

——

Statement of Matthew Melmed, Zero To Three Policy Center

I am pleased to submit the following written testimony on behalf of ZERO TO
THREE. My name is Matthew Melmed. For the last 12 years I have been the Execu-
tive Director of ZERO TO THREE, a national non-profit organization that has
worked to advance the healthy development of America’s babies and toddlers for
close to 30 years. I would like to start by thanking the Subcommittee for its interest
in examining proposals to reduce poverty and for providing me the opportunity to
discuss the interaction between poverty and the healthy development of our Nation’s
infants and toddlers and how federal policy can help break the intergenerational
cycle of poverty.

Some may wonder why babies matter in public policy. Surely they are the prov-
ince of their parents or caregivers. Yet, public policies often affect very young chil-
dren, policies that are sometimes created with little thought as to their con-
sequences for this age group. In addition, many policies focus on the effects of ignor-
ing the needs of infants and toddlers, for example, by having to address the cog-
nitive gaps between low-income preschoolers and their more affluent peers or pro-
viding intensive special education services for problems that may have begun as
much milder developmental delays left untreated in a young baby. Mr. Chairman,
my message to you is that providing supports to families of young children now can
increase self-sufficiency and promote long-term benefits for both adults and our

11See, e.g., Jonathan Barry Forman, Making Universal Health Care Work, 19(1) St. Thomas
Law Review 137-149 (Fall 2006); Michael Calabrese & Lauri Rubiner, Universal Coverage, Uni-
versal Responsibility: A Roadmap to Make Coverage Affordable for All Americans 6 (Washington,
DC: New America Foundation, Working Paper No. 1, 2004).

127.S. Census Bureau, Census Bureau Revises 2004 and 2005 Health Insurance Coverage Es-
timates (Press Release No. CB07—45, 2007).
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youngest children. Simply put, babies and their families can’t wait—we know that
early intervention and prevention work best and we know that living in poverty can
increase parental stress and compromise the healthy development of young children.
We need policies that support parents and other caregivers in providing young chil-
dren with the strong foundation they need for healthy development.

The early years create an important foundation for later school and life success.
We know from the science of early childhood development that infancy and
toddlerhood are times of intense intellectual engagement.! During this time—a re-
markable 36 months—the brain undergoes its most dramatic development, and chil-
dren acquire the ability to think, speak, learn, and reason. All babies and toddlers
need positive early learning experiences to foster their intellectual, social, and emo-
tional development and to lay the foundation for later school success. Research
shows that it is these early experiences and warm, loving relationships that form
“both the foundation and scaffold on which cognitive, linguistic, emotional, social,
and moral development unfold.”2 These years may be even more critical for young
children living in poverty.

One of the most consistent associations in developmental science is between eco-
nomic hardship and compromised child development.3 The malleability of young
children’s development and the overwhelming importance of the family (rather than
school or peer) context suggest that economic conditions in early childhood may be
far more important for shaping children’s ability, behavior, and achievement than
conditions later in childhood. 4 Lower-income infants and toddlers are at greater risk
than middle to high-income infants and toddlers for a variety of poorer outcomes
and vulnerabilities such as later school failure, learning disabilities, behavior prob-
lems, mental retardation, developmental delay, and health impairments.5 Babies
and toddlers living in high-risk environments need additional supports to promote
their healthy growth and development.

Congress must consider the unique needs of very young children and their fami-
lies who are living in poverty. Policies should help attack the intergenerational cycle
of poverty by laying the foundations for early learning and improving prospects of
later school success on the part of the children. We know that intervening early in
the life of a child at-risk for poor development can help minimize the impacts of
these risks and have the potential to improve outcomes for current and future gen-
erations. We must ensure that infants and toddlers living in poverty have access
to quality, developmentally appropriate early learning programs such as Early Head
Start or quality child care to help ensure that they are ready for school. We must
also ensure that infants, especially those living in poverty, have time at home with
their parents in the first months of life.

Portrait of Infants and Toddlers Living in Poverty

There are more than 12 million infants and toddlers living in the United States.
Twenty-one percent—2.6 million—Ilive in poor families.® After a decade of decline,
the percentage of children under the age of 3 living in low-income families is on the
rise again.” Between 2000 and 2005, the number of children of all ages who were
poor increased by 11 percent.® During the same period, the number of infants and
toddlers who were poor increased by 15 percent.® It is important to note that young
children are disproportionately impacted by economic stress. Forty-three percent of
children under the age of 3—5.2 million—live in low-income families (defined as
below 200 percent of poverty). 10

The environmental stresses to which these children are more likely to be exposed,
such as inadequate nutrition, substance abuse, maternal depression, exposure to en-
vironmental toxins, and trauma/abuse can all negatively influence their develop-
ment. 11 For example, the existence of maternal depression and other adult mental
health disorders can negatively affect children if parents are not capable of pro-

1Shonkoff, Jack and Phillips, Deborah. 2000. From neurons to neighborhoods: The science of
early childhood development. Washington, DC: National Academy Press.
2Tbid.

31bid.

4Tbid.

5Ibid.

6 Douglas-Hall, Ayona., Chau, Michelle., and Koball, Heather. 2006. Basic facts about low-in-
come children: Birth to age 3. September 2006. http:/ /www.nccp.org/media /ecp06b-text.pdf (
acgt}is.(éd February 5, 2007).

1d.

8Tbid.

9 Ibid.

10Thid.

11National Center for Children in Poverty. 1999. Poverty and Brain Development in Early
Childhood. http://www.nccp.org/media/pbd99-text.pdf (accessed February 6, 2007).
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viding consistent sensitive care, emotional nurturance, protection and the stimula-
tion that young children need. 12 Maternal depression, anxiety disorders, and other
forms of chronic depression affect approximately 10 percent of mothers with young
children 13—this number is even higher for families in poverty. In fact, findings at
enrollment from the Early Head Start Research and Evaluation Project indicate
that 52 percent of mothers reported enough depressive symptoms to be considered
clinically depressed. !4 Early and sustained exposure to the aforementioned risks
can influence the physical architecture of the developing brain, preventing babies
and toddlers from fully developing the neural pathways and connections that facili-
tate later learning.

Early Head Start: A Beacon of Hope for Babies Living in Poverty

Comprehensive high quality early learning programs for infants and toddlers,
such as Early Head Start, can help to protect against the multiple adverse influ-
ences that may hinder their development across all domains. Very young children
living in poverty are more at-risk for a variety of poor outcomes than low-income
families. Programs like Early Head Start not only set the stage for later school read-
iness and success, but also for the parent’s road to self-sufficiency.

Research from the Early Head Start Research and Evaluation Project, and its
companion follow-up results, concluded that the program is making a positive dif-
ference in areas associated with children’s success in school, family self-sufficiency,
and parental support of child development. For example, Early Head Start produced
statistically significant, positive impacts on standardized measures of children’s cog-
nitive and language development. A smaller percentage of Early Head Start chil-
dren scored in the “at-risk” range of developmental functioning. Early Head Start
children also demonstrated more positive approaches to learning than control group
children and were more likely to attend formal preschool programs than control
group children. 15

Early Head Start also had significant impacts for parents, promoting family self-
sufficiency and parental support of child development. Early Head Start children
had more positive interactions with their parents than control group children. They
engaged their parents more and parents rated their children as lower in aggressive
behavior than control parents did. Early Head Start parents were also more emo-
tionally supportive and less detached than control group parents and provided sig-
nificantly more support for language and learning than control group parents. In ad-
dition, Early Head Start significantly facilitated parents’ progress toward self-suffi-
ciency. Although there were not meaningful increases in income, there was in-
creased parental participation in education and job-training activities. Overall, im-
pacts were particularly large for families that enrolled during pregnancy, African
American families, and those with a moderate number of demographic risk factors
(lacked a high school education, single parent, teen parent, received public assist-
ance, not employed or in school). 16

In the Early Head Start Research and Evaluation Project follow-up results, which
measured progress as the children entered kindergarten, a new benefit emerged for
parents—a reduction in their risk of depression. At enrollment, and at age 3, there
had been a high level of maternal depression in both the Early Head Start and con-
trol group parents. Early Head Start did not have an immediate impact on depres-
sive symptoms, but did have positive impacts on the parent-child interactions of de-
pressed parents. And two years after the end of the program, former Early Head
Start parents reported fewer symptoms of depression, allowing parents to have more

12 Cohen, Julie, Onunaku, Ngozi, Clothier, Steffanie, and Poppe, Julie. 2005. Helping young
children succeed: Strategies to promote early childhood social and emotional development. Wash-
ington, DC: National Conference of State Legislatures and ZERO TO THREE.

13 O’Hara, Michael W. 1994. Postpartum depression: Causes and consequences. New York, NY:
Springer-Verlag Inc.

147.S. Department of Health and Human Services, Administration for Children and Families.
2003. Early Head Start Evaluation and Research Project, Research to practice: Depression in the
lives of Early Head Start families. Washington, DC. http:/www.acf.hhs.gov/programs/opre/ehs/
ehs_resr():h/reports/dissemination/research_briefs/research_brief_depression.pdf (accessed May
10, 2007).

157.S. Department of Health and Human Services, Administration for Children and Families.
2002. Making a difference in the lives of infants and toddlers and their families: The impacts
of Early Head Start. http://www.acf.hhs.gov/programs/opre/ehs/ehs-resrch/reports/impacts-
exesum/impacts-execsum.pdf (accessed October 23, 2006). U.S. Department of Health and
Human Services, Administration for Children and Families. 2006. Research to practice: Prelimi-
nary findings from the Early Head Start prekindergarten followup. http://www.acf.hhs.gov/pro-
grams/opre/ehs/ehs-resrch/reports/prekindergarten-followup/prekindergarten-followup.pdf
(accessed October 23, 2006).

16 Thid.
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positive responses to their children. 17 This new finding is significant given the link
between poverty and depression, the association of depression with poorer child out-
comes, and the fact that more than half of mothers reported enough depressive
symptoms to be considered clinically depressed when they enrolled in Early Head
Start. 18

The experience of Early Head Start suggests that parents of young children can
be engaged in activities that are good for their own development as well as that of
their children—if resources are available. Although the benefits of Early Head Start
are clear, the program is only reaching a small proportion of at-risk children and
families. Currently, only 10 percent of the overall Head Start budget is used to
serve 61,243 low-income families with infants and toddlers in the Early Head Start
program—Iless than three percent of those eligible.1® In order to ensure that the
program can serve more eligible babies, Congress must increase the Early Head
Start set-aside to at least 20 percent over five years and expand funding for Head
Start to make those increases a reality. We can’t wait until these at-risk children
are already behind at age four to intervene. Investing early in the future of at-risk
families and their children can have positive long-term benefits in our efforts to
break the intergenerational cycle of poverty.

Quality Child Care for At-Risk Infants and Toddlers

Most proposals aimed at reducing poverty look to promoting family self-sufficiency
through meaningful employment. Yet, it is particularly difficult for mothers with
young children living in poverty to afford child care because of the kinds of jobs they
tend to have (i.e. service jobs), the nontraditional hours they are often required to
work, and the poor quality child care that is available. Young children living in pov-
erty are much more likely to have a mother who works nontraditional hours com-
pared with young children living above the poverty line.20 Service jobs, which often
entail very low wages, few benefits and nontraditional work hours, are dispropor-
tionately filled by less-educated women who now comprise a large group of mothers
who are entering the labor force as a result of welfare reform and federal work re-
quirements. 21

Second only to the immediate family, child care is the context in which early
childhood development most frequently unfolds, starting in infancy.22 According to
2005 data, 42 percent of one-year-olds and 53 percent of one-to-two-year-olds have
at least one regular non-parental care arrangement. 23 The increase in the number
of working parents with babies and toddlers comes at a time when science has dem-
onstrated the critical importance of supporting the development and learning of chil-
dren ages birth to three, and makes the need for quality child care even more sig-
nificant.

The evidence associating the quality of infant and toddler care with early cog-
nitive and language outcomes “is striking in consistency.”24 High quality child care
is associated with outcomes that all parents want to see in their children, ranging
from cooperation with adults to the ability to initiate and sustain positive exchanges
with peers, to early competence in math and reading—all of which are key ingredi-

17U.S. Department of Health and Human Services, Administration for Children and Families.
l2006. Research to practice: Preliminary findings from the Early Head Start prekindergarten fol-

owup.

187.S. Department of Health and Human Services, Administration for Children and Families.
2003. Early Head Start Evaluation and Research Project, Research to practice: Depression in the
lives of Early Head Start families. U.S. Department of Health and Human Services, Administra-
tion for Children and Families. 2006. Research to practice: Preliminary findings from the Early
Head Start prekindergarten followup.

19Note: 61,243 is the exact number of children under three served by Early Head Start in
Fiscal Year 2005. Head Start Program Information Report for the 2004-2005 Program Year,
Early Head Start Programs Only. Retrieved October 23, 2006. Note: 2,552,000 children under
three in the U.S. live below the federal poverty level. U.S. Census Bureau. 2005. Current popu-
lation survey, 2006 annual social and economic supplement. POV34: Single year of age—Poverty
status: 2)005. http:/pubdb3.census.gov/macro/032006/pov/new34-100-01.htm. (accessed October
23, 2006).

20 Shonkoff, Jack and Phillips, Deborah. 2000. From neurons to neighborhoods: The science of
early childhood development.

21Thid.

22 Ibid.

23 Schumacher, Rachel, Hamm, Katie, Goldstein, Anne, and Lombardi, Joan. 2006. Starting
off right: Promoting child development from birth in state early care and education initiatives.
Washington, DC: Center for Law and Social Policy and ZERO TO THREE.

24 Shonkoff, Jack and Phillips, Deborah. 2000. From neurons to neighborhoods: The science of
early childhood development.
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ents to later school success. However, more than 40 percent of infants and toddlers
are in child care rooms of poor quality. 25

Research indicates that the strongest effects of quality child care are found with
at-risk children—children from families with the fewest resources and under the
greatest stress.26 Yet, at-risk infants and toddlers who may benefit the most from
high-quality child care are unlikely to receive it—they receive some of the poorest
quality care that exists in communities across the United States.2? Poor quality
child care for at-risk children may diminish inborn potential and lead to poorer de-
velopmental outcomes. 28

Congress should ensure that all babies and toddlers, particularly those living in
poverty, have access to quality child care. An increase in federal funding for child
care would lead to increased investments in quality and would help to ensure that
more low-income infants and toddlers have access to quality child care settings to
allow parents to reach and maintain self-sufficiency while being assured that their
children are in safe nurturing environments. More funding needs to be directed spe-
cifically to improving the quality of care for infants and toddlers, and providing pro-
fessional development opportunities with infant-toddler content for early childhood
staff who work with this age group.

The Importance of Unhurried Time

The need for infants, especially, to spend time with their parents should be bal-
anced against society’s goal of moving adults quickly into the workforce. In addition
to examining the costs of providing quality child care for at-risk infants and tod-
dlers, we must also examine the importance of unhurried time during the early
years.

According to a groundbreaking report released by the National Academies of
Science, From Neurons to Neighborhoods: The Science of Early Childhood Develop-
ment, parents structure the experience and shape the environment within which a
young child’s early development unfolds.2® Infants and toddlers need unhurried
time with their parents to form the critical relationships with them that will serve
as the foundation for social, emotional, and cognitive development. The better par-
ents know their children, the more readily they will recognize even the most subtle
cues that indicate what their children need to promote their healthy growth and de-
velopment. For example, early on infants are learning to regulate their eating and
sleeping patterns and their emotions. If parents can recognize and respond to their
baby’s cues, they will be able to soothe the baby, respond to his or her cues, and
make the baby feel safe and secure in the world. Trust and emotional security en-
able a baby to explore with confidence and communicate with others—critical char-
acteristics that impact early learning and later school readiness.

At-risk infants and toddlers in particular need time with their parents because
their early attachments can help serve as a buffer against the impact of the mul-
tiple risk factors they may face. Early attachments are critical for infants and tod-
dlers because a positive early relationship, especially with a parent, reduces a young
child’s fear in novel or challenging situations, thereby enabling her to explore with
confidence and to manage stress and also strengthen a young child’s sense of com-
petence and efficacy. 30 In addition, early attachments set the stage for other rela-
tionships, foster the exploratory behavior that is so critical to early learning, and
play an important role in shaping a young child’s ability to react to stressful situa-
tions. 31

The need for time with infants has direct relevance to welfare to work policies,
and Congress should consider the developmental needs of infants and toddlers in
shaping these policies as proposals to reduce poverty are examined. Excessive man-
datory work requirements for low-income parents who are receiving Temporary As-
sistance to Needy Families (TANF) make unhurried time difficult. While states have
the option of exempting parents with infants from work requirements, many do not
take advantage of this option or exempt these parents for only a few months.

25 Cost, Quality and Child Outcomes Study Team. 1995. Cost, quality and child outcomes in
child care centers, Public Report, 2nd edition. Denver, CO: Denver Economics Department, Uni-
versity of Colorado at Denver.

26 Shonkoff, Jack and Phillips, Deborah. 2000. From neurons to neighborhoods: The science of
early childhood development.

27 Ibid.

28 Ibid.

29 Tbid

30 Thid.

31Thid.



134

There is evidence to suggest that long hours of maternal employment in the
child’s first year, can be a negative factor for infant development.32 Finally, we
know almost nothing about how the TANF program with its work requirements has
affected infants and toddlers, for good or ill. Some studies have looked at the impact
of TANF on older children, but ignore the impacts on the youngest. I urge Congress
to require research into the impacts this program has on the well-being of infants
and toddlers.

Conclusion

During the first three years of life, children rapidly develop foundational capabili-
ties—cognitive, social and emotional—on which subsequent development builds.
These years are even more important for infants and toddlers living in poverty. All
young children should be given the opportunity to succeed in school and in life. We
know that access to comprehensive, high-quality, developmentally appropriate pro-
grams and services—whether Early Head Start or child care—can serve as a protec-
tive factor for at-risk infants and toddlers. We also know that all babies, especially
those at-risk, need unhurried time in the first months of life with their parents.

Too often, the effect of our overall policy emphasis is to wait until at-risk children
are already behind developmentally before significant investments are made to ad-
dress their needs. I urge the Subcommittee to change this pattern and invest in at-
risk infants and toddlers early on, when that investment can have the biggest pay-
off—preventing problems or delays that become more costly to address as the chil-
dren grow older. We know that the early years represent an unparalleled window
of opportunity to support very young children. We do not need to accept that vulner-
able children will inevitably have already fallen behind at age four and then provide
special education and intensive pre-kindergarten services to help them play catch
up. We know what at-risk babies need to help them grow up healthy and ready to
learn.

Providing supports to low-income at-risk families will have a trickle down effect
on our youngest children and thereby have even more positive long-term benefits
in our efforts to break the intergenerational cycle of poverty. I urge the Sub-
committee to consider the very unique needs of babies living in poverty as you ad-
dress proposals to reduce poverty.

Thank you for your time and for your commitment to our Nation’s at-risk infants,
toddlers and families.

——

Statement of New America Foundation

Thank you for the opportunity to submit written testimony in reference to the
subcommittee’s hearing on proposals to reduce poverty in the United States. Below
we outline an anti-poverty policy agenda that seeks to move beyond traditional in-
come supports in helping families achieve true economic self-sufficiency through per-
sonal asset ownership. A comprehensive listing of policy options to promote savings
and asset ownership by low- and moderate-income Americans is available in The As-
sets Agenda 2007, available upon request and accessible at www.newamerica.net
and www.assetbuilding.org.

American families who subsist at or below the federal poverty line face lives char-
acterized by tremendous volatility. A steady stream of earned income can be in-
stantly disrupted by illness or personal injury, leaving many families at the brink
of complete destitution. Savings and asset ownership can provide low-income fami-
lies with the financial cushion they need to weather unexpected income shocks, es-
pecially as they work to move from public assistance to self-sufficiency. Assets and
savings can also be leveraged to provide access to quality forms of credit that is oth-
erwise unavailable. While an asset-based approach to poverty alleviation is meant
to compliment-and not replace—traditional forms of income support, it is personal
asset ownership that has the potential to provide low-income families with a new
path out of poverty in 21st century economy.

32 Ibid.
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Ownership of Assets
Mean Wealth Holdings by Wealth Class*

Wealth Class 2004
Top Fifth $1,822.60
Bottom Four-Fifths $ 8250
Fourth 243.6
Middle 81.9
Second 14.4
Lowest -11.4
Median $ 7790
Average $ 430.50

*in thousands of dollars
Source: Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto
(2006), pp. 253.

To understand the inherent challenge in creating an inclusive ownership society,
it is useful to consider what ownership in America looks like today. Recent data
from the Federal Reserve’s Survey of Consumer Finances estimates that the median
family net worth in 2004 was $93,100, and the mean value was $448,200.! Between
2001 and 2004, the median family net worth rose 1.5 percent, while the mean value
grew 6.3 percent, indicating larger increases in net worth for higher-wealth house-
holds. 2 Over an extended period of time, there has been a faster increase in average
wealth relative to median wealth, indicating that those at the top of the wealth dis-
tribution have increased their share. This is reflected in the ratio of median-to-aver-
age wealth, which sunk to 0.18 in 2004, down from 0.27 in 1962.3

The average wealth of the top 1 percent of wealth holders grew from $13.5 million
in 2001 to $14.8 million in 2004, a 3 percent annual increase.4 During this same
period, the average wealth for households between the 40 percent and 60 percent
of wealth holders increased by 0.8 percent annually, from $80,000 to $81,900.5
Meanwhile, the bottom fifth of U.S. households sunk further into debt; the average
debt of this cohort increased to $11,400 in 2004.6

Aided by policy incentives, Americans build wealth in both financial and non-fi-
nancial assets. Between 2001 and 2004, financial assets as a share of total assets
fell 6.3 percentage points, to 35.7 percent. This is the lowest share recorded by the
survey since 1995.

Of the non-financial assets, the primary residence continues to account for the
largest share. The median value of the home was estimated to be $246,800 in 2004
for those families that were homeowners; a figure that had increased from 2001 by
well over 20 percent.”? This demonstrates that home equity continues to play a cen-
tral role in asset holdings, and for lower-income and minority families that are
homeowners, homeownership makes up a large share of their asset holdings. While
their homeownership rates are lower, home equity makes up 77 percent of total as-
sets for lower-income families and 55 percent of total assets for minority families. 8

However, this past year the state of the U.S. housing market began turning away
from its recent record setting pace. The homeownership rate ended 2006 at 68.8 per-
cent, down from its historic high of 69.0 percent, set in 2004. The minority home-
ownership rate, which historically has lagged the overall population, remains just
under 50 percent, although the Hispanic homeownership has increased steadily over
the past few years—2005 marked the first time that Hispanics were more likely to
own their own homes than Blacks.? Increased volatility in housing markets in the
past year is expected to lower these rates in the year to come and may undermine
the asset holding of many families.

1Bucks, Kennickell, and Moore (2006).

2 Bucks, Kennickell, and Moore (2006).

3 Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto (2006), page 251.
4 Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto (2006), page 253.
5 Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto (2006), page 253.
6 Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto (2006), page 253.
7Bucks, Kennickell, and Moore (2006).

8Di (2003).

9U.S. Department of Housing and Urban Development (2007).
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Unfortunately, many families have spent down the home equity they have accu-
mulated in recent years by taking out heavily marketed low-interest home equity
loans. The sharp increase in household debt held in home equity loans since 2000
presents a potentially troubling scenario if the housing market slowdown of late
2006 continues to cool, and home prices begin to stagnate or fall in 2007. Data from
HUD’s U.S. Housing Market Conditions report reveal that over the last year mort-
gage interest rates have increased, along with mortgage delinquencies and fore-
closures; home sales are down; and the recent increases in home prices have slowed
dramatically. 10

While home equity represents the single largest component of household wealth,
families store resources in a variety of other assets, such as bank accounts, stock
investments, and retirement accounts. The percentage of families holding assets
varies considerably. It is estimated that in 2004 over 91 percent of families had
money stored in checking or savings accounts, while only 20.7 percent owned stock
directly in a company. Furthermore, 15 percent owned shares of a mutual fund, 17.6
percent owned savings bonds, and 24.2 percent had assets held in a life insurance
policy. Meanwhile, slightly less than half of all families (49.7 percent) had a per-
sonal retirement account, such as an IRA or a 401(k).1! This figure represents a
decline from three years earlier when the percentage of families owning a retire-
ment account exceeded 52 percent.

Percentage of Families Holding Assets by Asset Type, 2004

Income Percentile Stocks 1;‘[3;‘:121 S]fil;"ill‘ligss mR;:?X-c- Bg:li{n?sc- sl‘uiﬁgggé
counts
Less than 20 percent 5.1% 3.6% 6.2% 10.1% 75.5% 14.0%
20 percent—39.9 percent 8.2% 7.6% 8.8% 30.0% 87.3% 19.2%
40 percent—59.9 percent 16.3% 12.7% 15.4% 53.4% 95.9% 24.2%
60 percent—79.9 percent 28.2% 18.6% 26.6% 69.7% 98.4% 29.8%
80 percent—89.9 percent 35.8% 26.2% 32.3% 81.9% 99.1% 29.5%
90 percent—100 percent 55.0% 39.1% 29.9% 88.5% 100.0% 38.1%
All Families 20.7% 15.0% 17.6% 49.7% 91.3% 24.2%

Source: Bucks, Kennickell, and Moore (2006).

The percentage of families holding assets is strongly correlated with their in-
comes. Compared to those households in the top 10 percent of income, households
in the bottom forty percent of income were far less likely to own stock, retirement
accounts, and transaction accounts. The differences in retirement asset holdings are
especially revealing. The percentage of families owning a retirement plan drops to
10.1 percent for families making $18,900 or less, while well over 70 percent of those
making more than $53,600 have a retirement savings account. In 2004, 27.2 percent
of households headed by someone aged 47 to 64 did not have enough retirement sav-
ings, including social security benefits, to replace half their current income. 12 For
Black and Hispanic households, this figure jumps to 39 percent.

Beyond differences in the type of assets households own, there are also differences
in how much they own. The mean net worth is over $448,000 but the top 20 percent
of families by income own over 80 percent of the Nation’s wealth. 13 Families in the
bottom 40 percent by income own approximately 5 percent of the Nation’s wealth.
Another dimension with which to examine wealth holdings is race. In general, mi-
nority households own less than ten cents for every dollar of wealth owned by a typ-
ical non-Hispanic White family. 14 Even though their income is roughly two-thirds
of that of White families, their wealth is only 10 percent as much.

10U.S. Housing Market Conditions, 4th Quarter 2006 (2007).

11 Bucks, Kennickell, and Moore (2006). Includes only all employment-based defined contribu-
tion plans plus IRAs and Keogh plans, but not defined benefit plans.

12 Mishel, Bernstein, and Allegretto (2006), page 268.

13 Bucks, Kennickell, and Moore (2006).

14 Wolff (2004); Kochar (2004).
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Shares of Wealth Ownership by Wealth Class, 1962-2004

Wealth Class 1962 1983 1989 1998 2001 2004
Top Fifth 81% 81.3% 83.5% 83.4% 84.4% 84.7%
Bottom Four-Fifths 19.1 18.7 16.5 16.6 15.6 15.3
Fourth 13.4 12.6 12.3 11.9 11.3 11.3
Middle 54 5.2 4.8 4.5 3.9 3.8
Second 1 1.2 0.8 0.8 0.7 0.7
Lowest -0.7 -0.3 -1.5 -0.6 -0.4 -0.5
Total 100 100 100 100 100 100

Source: Analysis by Ed Wolff in Mishel, Bernstein, and Allegretto (2006), pp. 252.

The promise of an ownership society will dissipate if it is used only to further con-
centrate the wealth of those already financially secure. The challenge remains to
significantly broaden access to asset ownership by those who own little or nothing.
The current proposals in the administration’s 2008 budget that focus on Social Secu-
rity, health savings, and retirement accounts fail to get us all the way there. 15 The
following ideas represent a set of proposals that would.

1. Establish Children’s Savings Accounts

One of the most novel and promising ways to achieve a universal, progressive
asset building system over time would be to provide each generation of children a
restricted, start-in-life asset account at birth, an idea first proposed by Michael
Sherraden and, separately, by former IRS Commissioner Fred Goldberg. 16 These ac-
counts would establish a universal platform and infrastructure to facilitate future
savings and lifelong asset accumulation. While every child would have an account,
it would especially benefit the 26 percent of White children, 52 percent of Black chil-
dren, and 54 percent of Hispanic children who start life in households without any
significant asset holdings. 17

Different versions of children’s savings accounts have been proposed over the last
several years by members of Congress; most, however, are not progressive and are
focused on building only retirement assets (most notably former Sen. Bob Kerrey’s
“KidSave” proposal). However, in the last couple of years, proposals have emerged
from both Democrats and Republicans for progressively funded children’s savings
accounts that could be used for buying a home and going to college, in addition to
retirement. Outside the U.S., the U.K.’s Child Trust Fund is providing every new-
born with a children’s savings account and has already established well over 2 mil-
lion accounts, and there are comparable programs emerging in Korea, Singapore,
and Canada. Additionally, the privately-funded SEED Initiative is operating in 12
sites across the U.S., and is providing highly valuable insights into policy design.

Below are existing congressional proposals to establish Children’s Savings Ac-
counts, including three that were introduced in the 109th Congress (2005-2006);
similar bills have been or are expected to be introduced in 2007.

America Saving for Personal Investment, Retirement, and Education (AS-
PIRE) Act Every child born after December 31, 2006 issued a Social Security num-
ber would have a KIDS Account opened for them automatically. Each account would
be endowed with a one-time $500 contribution, and children in households earning
below national median income would be eligible for a supplemental contribution of
up to $500. Additional savings incentives include tax-free earnings, matched savings
for eligible families, and financial education. Senate bill 868 is authored by Senators
Santorum (R-PA), Corzine (D-NJ), Schumer (D-NY), and DeMint (R-SC); House
bill 1767 is authored by Reps. Ford (D-TN), Kennedy (D-RI), and English (R-PA).
ASPIRE Act will be reintroduced both in the House and the Senate.

Young Saver’s Accounts Roth IRAs for kids—called “Young Saver’s Accounts”—
would allow parents, for the first time, to direct contributions to Roth IRA accounts
for their children, not just for themselves. YSAs were introduced by Senator Max
Baucus (D-MT) in March as part of the Savings Competitiveness Act of 2006, and
a similar provision was introduced in July 2005 in the House by Rep. Connie Mack

15For an analysis of the President’s 2008 budget proposals, see The Assets Report 2007: A Re-
view, Assessment, and Forecast of Federal Assets Policy, available at AssetBuilding.org.

16 Sherraden (1991).

17 Shapiro (2004).
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(R-FL) as part of the Lifetime Prosperity Act. YSAs are anticipated to be included
in savings bills in this Congress.

401Kids Introduced as HR 5314 by Rep. Clay Shaw Jr. (R-FL) and other House
Republicans, this proposal would convert Coverdell Education Savings Accounts into
“401Kids Savings Accounts” which would have expanded uses and the ability to be
rolled over into a Roth IRA. This proposal would make it possible for a restricted,
tax-advantaged savings account to be opened in a child’s name as early as birth,
with up to %2,000 of after tax contributions permitted a year. The funds could be
used for the K-12 and post-secondary education expenses currently allowed under
Coverdell Education Savings Account rules. Additionally, the accounts could also be
used for a first home purchase, or rolled over into a Roth IRA for retirement. The
bill has been reintroduced in the 110th Congress as H.R. 87 by Rep. Biggert (R—
IL).

PLUS Accounts As proposed by Senator Jeff Sessions (R-AL), every U.S. citizen
born after December 31, 2007 would have a PLUS Account opened for them auto-
matically by the Federal Government endowed with a one-time $1,000 contribution.
Beginning January 1, 2009 individual PLUS accounts would be established for all
working U.S. citizens under the age of 65 with a mandatory 1 percent of each work-
er’s paycheck withheld pre-tax and automatically deposited into their account (work-
ers could voluntarily contribute up to 10 percent). Employers would also be required
to contribute at least 1 percent (and up to 10 percent) of earnings. No withdrawals
from PLUS accounts could be made until accountholder reaches the age of 65, al-
though there would be a loan program for pre-retirement uses. Sen. Sessions plans
to introduce legislation to establish “PLUS Accounts” by the end of March.

2. Create Savings and Asset Accumulation Incentives for the Working Poor

Enact an “EITC Savers Bonus” Linked to Existing Tax Credits

Anyone eligible for the EITC would be eligible for a larger refund if they deposited
a portion of their refund into an existing savings product, such as an IRA or 529
College Savings Plan. The savings would be matched on a 1-1 basis, up to $500,
for the amount contributed. The match would be delivered as a higher EITC re-
fund—an “EITC Savers Bonus”—and would be deposited directly into the savings
product. This may be more politically acceptable than creating a new refundable tax
credit, and would ensure that the government match is saved directly into the ac-
count. Alternatively, taxpayers could report contributions they have made to their
savings accounts during the year—including contributions to company-sponsored de-
fined contribution plans, IRAs, 529 plans, or U.S. Savings Bonds—on their tax re-
turns and this could trigger a higher EITC amount. The larger refund could then
be received by the taxpayer or, ideally, it would be re-directed to the specified sav-
ings product. The cost of this proposal would depend on the size of the bonus and
the Iéunhber of people eligible. Eligibility could be linked to the EITC or the Child
Tax Credit.

Improve the Saver’s Credit

The 2001 tax bill created a new voluntary individual tax credit—the Saver’s Cred-
it—to encourage low-income workers to contribute to existing retirement products
(IRAs, 401(k)s, etc). The 2006 Pension Protection Act followed through on the ad-
ministration’s proposal to make the Saver’s Credit permanent and also indexed the
contribution limits to inflation. However, the credit remains flawed in several im-
portant ways. It is not refundable, and it offers only a modest matching contribu-
tion. Consequently, it benefits only a small proportion of those technically eligible.
For example, only about 20 percent of filers get any benefit, while only one in one-
thousand persons receive the full benefit. Mark Iwry of the Brookings Institution,
who helped design the Saver’s Credit, suggests three ways to improve the credit:
(1) make it refundable; (2) expand eligibility—instead of a 50 percent credit that
phases down to 20 percent for joint filers with AGI over $30,000, the 50 percent
Saver’s Credit should be expanded to cover joint filers with significantly higher in-
comes within the middle-income range, for example, up to $60,000, phasing out at
about $70,000 to $75,000; (3) smooth the phase-down of the credit to resemble IRA
income eligibility, instead of the “cliffs” now in effect. These would offer a meaning-
ful retirement incentive for families currently left out.

Expand the List of Products Eligible for the Saver’s Credit

If the goal is to promote savings for low-income workers in general, and not just
retirement savings, a range of existing savings products—529s, Coverdells, Health
Savings Accounts, U.S. Savings Bonds and Individual Development Accounts—could
be added to the list of products that would trigger the Saver’s Credit. One could cer-
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tainly argue that one’s health and pre-retirement assets—especially a first home
and post-secondary education—are critical elements of retirement security. It also
should be noted that IRAs already permit penalty-free withdrawals for buying a
first home and post-secondary education. And among low-income savers, data pre-
sented in this paper (page 4) shows U.S. Savings Bonds—which are long-term in na-
ture and must be held for at least five years to avoid a penalty at redemption—
are a more likely choice for saving than stocks or mutual funds. This change, how-
ever, would represent a significant philosophical shift in the purpose of the credit.
The president proposed to make contributions to section 529 college savings plans
eligible for the Saver’s Credit in the FY 2008 budget.

3. Establish Savings Products with Default Features that Promote Savings

Create an Automatic, Accessible, and Flexible National Savings Plan

Congress could create a national savings plan structure that would be accessible
to all current workers. Proposed by Reid Cramer of the New America Foundation,
this saving plan, called AutoSave, could be available to facilitate flexible, pre-retire-
ment savings. 18 Under this plan, employers that make payroll deductions will make
deposits to the AutoSave system on behalf of their employees; the self-employed
would be able to make deposits at their discretion. Employers will facilitate auto-
matic deposits. AutoSave will offer a limited set of low-cost investment options, such
as money market funds or index funds, administered by professional money man-
agers. Money deposited in this system belongs to the individuals, and since deposits
will be from after-tax dollars, normal tax rules apply. Individuals will have the flexi-
bility to opt-out of the system or withdraw funds at any time. But workers will not
have to elect to participate. The AutoSave system will assume you are in unless you
state a preference to get out. A default contribution rate can be set at 2 percent
of pay. At this rate, someone earning $50,000 a year would have $1,000 diverted
directly into savings, which could grow with responsible stewardship. Additional tar-
geted incentives could be applied to encourage longer-term savings, but AutoSave
would be designed to take advantage of one of the most tried and true savings tech-
niques—inertia.

Enact, and Possibly Match, “Automatic IRAs”

“Automatic IRAs,” developed by the Brookings Institution and Heritage Founda-
tion and supported by AARP, is aimed at the 71 million workers employed by small
businesses that do not offer a pension plan to their workers. Firms not offering
401(k)s, 403(b)s, and the like could instead offer automatic payroll deductions into
IRAs. Employers would inform employees of this savings option and would have the
choice to either obtain from each employee a decision to participate or not, or auto-
matically enroll employees (and then allow the employee to opt-out). While low-in-
come workers would likely be reached through this proposal, there are no matching
funds involved. Under the Auto IRA proposal, introduced in the 109th Congress as
HR 6210, firms that do set-up Auto-IRAs would qualify for a one-time, small tax
credit to offset their administrative costs; one could propose that this tax credit
could be expanded to cover matching funds provided to lower-income employees.

Make Retirement Savings Plans Universal and Accessible

Universal 401(k)s, proposed separately by Michael Calabrese of the New America
Foundation and Gene Sperling of the Center for American Progress, would offer all
Americans, regardless of their employment status, generous savings incentives and
automatic savings opportunities that employer-provided 401(k)s now offer their em-
ployees. The components of a citizen-based, Universal 401(k) include: (1) $2-to-$1

overnment matching contributions for initial savings of low-income families and

1-to-$1 matches for middle-income families; (2) a new flat refundable tax credit of
30 percent for savings done by all workers; and (3) a single, portable account that
benefits families by continuing to provide strong savings incentives for parents who
take time off to raise children or who are between jobs. To facilitate deposits into
Universal 401(k)s, automatic payroll deductions would be offered by employers. For
very low-income workers who might initially have very small account balances, or
who are otherwise unable to navigate the process of setting up and managing a pri-
vate account, a “clearinghouse” (modeled after the federal TSP) could be set up and
empowered to create “default” accounts for such workers.

18 Cramer (2006).
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4. Connect Tax Refunds to Savings Products

Promote the Split Refund Option

For the first time in 2007, individuals have the opportunity to split their tax re-
fund across three accounts right when they file, using form 8888. Tax time presents
a unique opportunity for all families, especially low-income households, to grow
their personal savings account or invest in savings vehicles such as an IRA or 529
College Savings Plans. Splitting refunds across multiple accounts is a new and ex-
citing opportunity to save at tax time. The IRS should work to educate both indi-
vidual filers and tax preparers on the split refunds option, encourage tax-payers to
take advantage of this simple savings mechanism and encourage the financial serv-
ices industry to make certain products—529 plans and IRAs, especially—more easily
funded through direct deposit.

Allow Tax Filers to Open Accounts Directly from their Tax Forms

Building on the opportunities presented by split refunds to use tax refunds to
Jump-start both a relationship with a financial institution and savings, tax filers
should be able to open a transaction, saving, or investment (including IRA) account
directly on their tax forms. Especially for low income families who receive refunds
and may not have an account—and a savings or investment account in particular—
with a financial institution, being able to open such an account directly on a tax
form could make a major difference in the savings take-up rate. The IRS could
achieve this goal in several ways. For instance, the IRS could solicit proposals for
private financial institutions to provide low-cost quality accounts nationwide. Or,
the IRS could create and maintain a web-based directory of financial institutions
that open low-or no-cost accounts online for tax filers. The directory’s URL address
would be printed on all tax forms and it would be searchable by zip code.

Expand the Earned Income Tax Credit (EITC)

An expansion of the EITC, in addition to enabling more low-income Americans to
save, would provide tax relief to lower-income working families. Previous expansions
of the EITC have proven to be effective at providing work incentives and lifting fam-
ilies out of poverty. A well-crafted expansion would increase the maximum credit
for working families with three or more children, expand the credit for married, two-
earner couples, and expand the credit for families with two or more children. An
expanded EITC program will create larger tax refunds, which in turn can be linked
to savings products. An EITC saver’s bonus, described above, would also serve to
expand the reach of the EITC while at the same time promoting saving and invest-
ment.

Increase Funds to Low-Income Tax Preparation Sites to Support Financial
Education and Counseling

Congress should increase federal funding by $50 million to support the expansion
of important IRS initiatives aimed at low-income families, such as outreach regard-
ing the EITC and the Child Credit. The receipt of tax returns presents an oppor-
tunity for low-income families to connect to financial services and products and
learn about investments and savings. Linking tax preparation with savings and/or
investment tools, such as 529 college saving plans, would increase asset-building
knowledge. To meet these goals, tax preparers need resources to (1) hire and train
counselors and (2) develop software to maintain client information. Policy-makers
must more adequately fund and support the development of tax preparation sites
and education efforts to identify families who qualify for such assistance and maxi-
mize potential income tax return benefits. In line with these goals, in March 2007
Sen. Jeff Bingaman (D-NM) requested $10 million in appropriations for community-
based Volunteer Income Tax Assistance Centers for Fiscal Year 2008.

5. Make 529 College Savings Plans More Inclusive

Create a State Innovation Fund

A variety of state and private sector actors have enacted innovative programs
within their 529 plans to primarily help low-income children pay for college. For ex-
ample, a few non-profit organizations have offered matches to families saving for
college through parallel 529 scholarship accounts. In SEED for Oklahoma Kids,
1,000 newborns will receive a 529 plan with a starter deposit of $1,000. Financial
information and matching deposits will be provided as incentives for families to con-
tinue to save for a post-secondary education. Coalitions are being formed in states
such as Kentucky and Michigan to look into the possibilities of universal 529s for
every child in the state with progressive savings incentives incorporated to help low-
income families. The Federal Government could encourage these types of innovative
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activities by sponsoring a competitive grant process where states could receive
awards to help seed these initiatives

Add 529s to the List of Products Eligible for the Saver’s Credit

The Saver’s Credit currently provides a 50 percent match—in the form of a non-
refundable tax credit—to low-and moderate-income people who contribute to a re-
tirement account such as a 401(k) or IRA. To further promote savings in general,
a range of savings products, including 529s, could be added to the list of products
that trigger this credit; the administration proposed such a change as part of the
FY 2008 Budget. Certainly one could argue that pre-retirement assets—especially
a post-secondary education—is a critical element of retirement security, and it
should be noted that all IRAs already permit tax-and penalty-free withdrawals for
post-secondary education.

Support Matching Grants to Low-Income Savers

Currently 529 plans are largely underutilized by low and middle-income families.
A number of states have dedicated funds to match savings in 529 plans as an addi-
tional incentive for low-income families. These incentives appear to be successful in
encouraging families to contribute to 529 plans. Seven states—Colorado, Louisiana,
Maine, Michigan, Minnesota, Rhode Island, and Utah—already provide matching
funds to low-income savers, and Arkansas will begin providing targeted matches in
2008.

6. Foster Access to Wealth Building Financial Services

Fix the Electronic Transfer Account (ETA) and Expand Its Availability

Currently, the ETA is available only to those Americans who receive a recurring
federal payment, like Social Security. Approximately 2 percent of federal benefits re-
cipients have opened an ETA. Yet it is estimated that at least 4.5 million federal
benefit recipients still do not have bank accounts. The take-up rate is low because
the ETA is not attractive to either consumers or banks. For consumers, the account
lacks functionality. For banks, there is an insufficient volume of small accounts. The
Treasury Department should give banks greater flexibility to offer customers a
range of options with different fee structures, as long as the bank continues to offer
at least one low-cost option that is available to any federal benefit recipient regard-
less of past banking history. The need for a basic bank account is high and the ETA
continues to represent a potentially useful infrastructure for providing access to fi-
nancial services—particularly if account eligibility guidelines are expanded and
banks are given greater flexibility to better tailor the product to meet consumers’
needs. Further, the ETA should be made available to a broader segment of
unbanked consumers, especially those who receive tax refunds.

Strengthen the Community Reinvestment Act and Improve the Service Test

The Community Reinvestment Act (CRA) has been successful in encouraging banks
and thrifts to provide credit and make investments in communities in which they
have branches. It has been less successful in ensuring that CRA-regulated institu-
tions are actually serving the transactional, savings and investment needs of resi-
dents of low-income communities, and in encouraging those institutions, and their
credit-providing affiliates, to provide products with appropriately risk-based prices
and terms in all communities in which they do business. To score well on the service
tests, banks and thrifts should be required to demonstrate that they not only provide,
but also effectively market, fairly priced products and services that meet the needs
of lower-income consumers. And it is time to consider how to both encourage banks
and thrifts to extend their best lending beyond their assessment areas and to make
certain that non-prime lending within the holding company family is well-priced and
on fair terms.

Increase Accountability and Responsibility for Financial Institutions

While the Community Reinvestment Act has been quite successful in increasing re-
sponsibility and accountability of banks and thrifts to low- and moderate-income
commaunities in which they have branches, the financial services world has changed
dramatically since CRA was enacted in 1977, and those subject to CRA have a small-
er and smaller portion of the consumer’s financial “wallet.” Credit unions, mortgage
bankers and brokers, insurance companies, securities firms and providers of all sorts
of alternative financial services from check cashing through pawn broking all com-
pete for the consumer’s financial business. While each industry is subject to, for ex-
ample, laws relating to unfair trade practices, as well as its own distinct laws and
regulations (with highly variable levels of supervision and enforcement), there is no
uniform obligation to serve low- and moderate-income consumers and communities
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and to do it in a manner that is fair to the consumer while profitable, and thus sus-
tainable, to the provider. The on-going debacle in the sub-prime lending industry
suggests the need to revisit this situation and open the debate on corporate responsi-
bility in all parts of the U.S. financial services sector.

Capitalize an Innovation Fund to Facilitate R&D Focused on Under-
Banked Consumers

The Treasury Department should create an Innovation Fund to spur systemic
change throughout the financial services industry by providing seed funding for fi-
nancial services companies to develop products and services for under-banked con-
sumers. These R&D funds would encourage banks—and other financial services
firms—to engage in the kind of intensive research and planning that they perform
to develop products and services for higher income consumers. The fund would seek
to increase the reach of mainstream financial institutions into the under-banked
market by encouraging innovation both in how products are structured and in how
they are marketed and delivered. Ideally, products would bundle multiple functions,
include a savings feature where feasible, use incentives creatively, and be competi-
tively and responsibly priced.

Encourage TANF Recipients to Open Bank Accounts

Having a bank account is often one of the first steps towards building savings and
assets. One way to assist TANF recipients—many of whom are “unbanked”—in this
regard, while potentially curtailing costs of delivering benefits to recipients, is to
have benefits electronically transferred to an account. Federal law does not require
or prohibit electronic delivery of TANF cash assistance. Many states distribute
TANTF cash assistance via electronic benefit transfer (EBT) to a debit or stored-value
card with access to funds via ATMs. Some states also offer recipients the option to
have cash benefits directly deposited into a bank account. States that do not have
a direct deposit option already in place could be encouraged to do so by offering
bonus awards for states that reach a particular direct deposit threshold and by re-
quiring states to specify in their state plans how they will encourage direct deposit
of TANF benefits, and partner with financial education programs, free tax coun-
seling programs, and mainstream financial institutions (banks and credit unions) to
encourage unbanked recipients to open free or low-cost accounts.

7. Revise Asset Limit Rules in Public Assistance Programs

Eliminate Asset Limits from Eligibility Considerations

Eliminating asset limits entirely from certain programs should be considered and
adopted where appropriate. Because states set the asset limits for TANF and Med-
icaid, the Federal Government has limited control over asset limits, with discretion
primarily in the SSI and Food Stamp programs. However, the Federal Government
could support states that choose to eliminate asset limits and commission research
on the effects of this reform.

Reform Existing Asset Limits

Raise the limit. Asset limits could be raised to a more realistic level in public as-
sistance programs, so that families could save more without being penalized, and
then indexed to inflation to keep pace with rising costs. The raising of asset limits
will encourage families to save in a variety of saving products, including Savings
Bonds. Unlike income limits, which are adjusted upwards on a regular basis, asset
limits in some programs have remained the same for several decades. In effect,
asset limits have caused eligibility to become more and more restrictive over time.
Program funding levels may benefit from the recent change to a more temporary
focus on administering assistance, but families will benefit more from a long-term
plan of savings and asset-accumulation

Index limits to inflation. The asset limits currently used in determining eligibility
for major income support programs such as Food Stamps and SSI have, in some
cases, not been updated in more than two decades. Over time, these limits become
increasingly restrictive as they are not updated to reflect the effects of inflation. In-
dexing asset limits to inflation will work to ensure that the limits retain their origi-
nal purchasing power and spare Congress and state legislatures from the need to
continually legislate an increase.

Exclude certain asset holdings, such as savings for education and retirement; a
car; and EITC refunds. Currently, employer sponsored 401(k) plans as well as IRAs
generally are counted towards asset limits. Families needing to go on temporary
public assistance therefore may have to spend down these retirement accounts even
if they face a penalty in doing so. These families, who likely already lack sufficient
retirement savings, will have even less—making it more likely that they will have
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to rely even more on public assistance once again when they are seniors. In line
with excluding retirement accounts, contributions to 529s and other restricted edu-
cation savings plans should also be excluded from eligibility consideration.

Cars are often overlooked as “assets” because they quickly depreciate in value.
However, the value of a car should not be measured only by its resale value, but
by the utility it provides in giving families access to job opportunities across their
region. This is particularly important for families in areas lacking a convenient pub-
lic transportation system.

Finally, low-income workers who receive an EITC refund should be allowed to
save their refund for up to a year after receipt to pay for unexpected expenses,
debts, and other purposes. This would help families pay for both expected and unex-
pected expenses throughout the year and offer greater protection from financial
emergencies that could cause them to return to public assistance. This one-year
time period has already been set in the Food Stamp program and the SSI program
allows the EITC to be disregarded for nine months, so these precedents could be
expanded to other programs which receive federal funding.

Reform Asset Limits in the Supplemental Social Security (SSI) and Medi-
care Programs

Asset limits in the SSI and Medicare programs currently impose an implicit tax
of 100 percent on all retirement savings—for every dollar withdrawn for use in re-
tirement, an individual’s benefit is reduced by a one-for-one ratio. Under these pro-
gram rules, individuals who saved for retirement during their working years are no
better off than if they had not saved at all. SSI and Medicare asset limits must be
reformed to restore the incentive for low-income workers to save for retirement by
removing, or reducing, the penalty for withdrawals from retirement accounts. 19 Ad-
ditionally, asset limits in SSI and Medicare present a tangible disincentive to save
for pre-retirement uses, such as skills training, homeownership, or home improve-
ment. SSI recipients, who may be capable or working for short periods, are prohib-
ited from saving more than $2,000; when their disability results in an inability to
work, these individuals must spend down their savings in order to re-qualify for SSI
assistance. Not only do asset limits prevent SSI recipients from saving for skills
training or homeownership these rules also prevent individuals from building a per-
sonal safety net through precautionary savings for use in a personal or medical
emergency. The above recommendations to raise and index asset limits in addition
to excluding all restricted savings vehicles, could make a tremendous impact on the
financial security of this population.

8. Expand Responsible Homeownership Opportunities

Enact a Refundable First-Time Homebuyers’ Tax Credit

The years immediately following a home purchase can be ones of financial hard-
ship. Family income is devoted to mortgage payments and many auxiliary expenses
accrue related to the maintenance and operating of a home. There is often a need
to help sustain homeownership after the initial purchase. In addition to giving new
homeowners access to information and services to prevent foreclosure, many home-
owners would benefit from getting some financial relief in the years immediately
after home purchase. A Homebuyers Tax Credit should be available to qualifying
households for the three years after purchasing their first home, helping families
sustain homeownership after trying so hard to achieve it. Qualifying households
would apply for the tax credit directly on their tax returns. The credit would be re-
fundable so it benefits families even with low or no tax liabilities. The benefits
would appear as a lower tax liability or as a tax refund.

Increase Use of the Family Self-Sufficiency Program

The FSS program is one of the Nation’s largest programs designed to help work-
ing poor families increase their savings. When earnings increase for Section 8 or
public housing program participants, their rising rent payments are diverted into
an escrow account which they can access after achieving self-sufficiency goals. While
public housing authorities have the ability to open escrow accounts, they are re-
quired to identify designated case managers. In recent years, the funding to support
case managers has been restricted and plagued by bureaucratic complexity.

The Department of Housing and Urban Development (HUD) should stabilize these
funding streams, increase their capacity to hire case managers and more effectively
seek partnership with agencies already in the case management business. FSS has
proven to be a successful model, and HUD should expand it by encouraging local

19 Center on Budget and Policy Priorities (2007).
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partnerships between organizations with complimentary skill sets. Developing and
publicizing FSS partnership arrangements will provide support for FSS practi-
tioners by sharing best practices and entrepreneurial approaches to program
growth. Beyond these reforms, the FSS approach should be dramatically expanded
upon. The number of participants should double within the next four years. Further-
more, policymakers should consider making the link between increased earnings
and savings accounts a central feature of the provision of housing assistance.

Expand Viability of Homeownership Uses from Restricted Accounts

In recent years the number of tax-preferred savings products which are defined
by rules that govern contributions and withdrawals has continued to grow. While
many of these accounts are associated with retirement, they have many pre-retire-
ment allowable uses, including first-time homeownership. Though some have de-
scribed these uses as “leakages,” accrued savings can be used productively to help
build a bridge to retirement. Policymakers should consider make these uses more
robust and valuable, especially by updating the provisions related to first-time
homeownership. First, policymakers should amend the rules for IRAs and Roth
IRAs to raise the one time homeownership use allowance from IRAs from $10,000
to $20,000, which would bring this level up to a more contemporary downpayment
standard. Second, rules which govern 401(k) and 403(b) plans should be amended
to permit savers to use their funds for first-time homeownership and make the rules
consistent with those for IRAs.

9. Strengthen Laws to Protect Assets Increase the Oversight of the
Homebuying and Refinancing Market, Especially in the Sub-Prime Sector

The existing protections for high-cost and other potentially dangerous home loans
must be improved. This would include prohibiting equity stripping practices, such
as excessive prepayment penalties and fees for payoff information, modification, or
late payment; requiring a borrower receive counseling before entering into a high-
cost loan; and prohibiting mandatory arbitration clauses on high-cost loans. Con-
sumers must also be far more effectively informed of all the terms of a loan—espe-
cially likely changes in payments arising from expiration of “teaser” rates—and
lenders required to underwrite to ensure customers can pay after teaser rates expire
and full amortization begins. More effective state oversight of mortgage brokers and
others under their jurisdiction is also required.

Reduce the Cost of Tax Preparation and Restrict the Marketing of Refund
Anticipation Loans

The IRS should continue to expand the provision of free electronic filing. Further,
it should ensure that 1) the free services are easier for eligible tax filers to access
and navigate; 2) the marketing of Refund Anticipation Loans is limited; and 3) op-
tions to open IRAs online are included.

Promote Strategies to Avoid Foreclosure

Overall foreclosure levels, and in particular foreclosure levels for sub-prime loans
have hit record levels, and are expected to continue to increase, damaging not only
families but also whole communities. Borrowers in trouble need access to both infor-
mation to enable them to understand the potential for trouble while they still have
the ability to refinance or to otherwise avoid foreclosure; and to non-predatory alter-
native mortgage products. In neighborhoods at risk of large numbers of foreclosures,
lenders should be encouraged to make available homes vacated by borrowers who
must move at no or low cost to community-based organizations that can resell the
homes to borrowers who can afford the home, using an affordable mortgage product.
Modifications to loan contracts (especially those that use pre-payment penalties to
lock borrowers into loans they cannot pay), securities terms or laws (to allow modi-
fication of securities to allow loan prepayment or payment at less than par), or the
Bankruptcy Code (to allow the secured part of a mortgage obligation to be reduced
to no more than the value of the house) may also be required.

Increase Scrutiny of Payday Loans

Payday loans—which are short-term, low-dollar loans secured by a post-dated
check—have become a serious asset-depleting type of lending, especially in moderate-
income, working communities. Auto title lenders and pawn shops serve similar func-
tions. While some states have been able to enact laws that limit or reduce payday
lending, others have enacted more permissive statutes. Following revelations about
the damage this type of lending was having upon the military, in 2006 Congress en-
acted the Talent Amendment to the Defense Appropriations bill, which establishes
strict standards for consumer lending to members of the military and their depend-
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ents. While the Department of Defense must write implementing regulations before
the law goes into effect in October 2007, the statute has focused attention more broad-
ly on why there is a growing demand for such credit, why the demand is not being
met by traditional financial institutions such as banks and credit unions and how
consumers can be better served. The Federal Deposit Insurance Corporation (FDIC)
has issued proposed guidelines to encourage banks to provide both payday loan alter-
natives and savings products to reduce the need, and is considering a pilot program
to explore how banks could get back into this business in a sustainable manner while
helping customers move toward more constructive forms of credit. It is important that
the FDIC’s efforts are encouraged, that other bank and credit union regulators take
similar steps, and that efforts to restrict payday and similar lending continue in the
states.

Prevent Credit Card Abuses

The terms under which most credit cards are issued are virtually impossible to un-
derstand and present a substantial trap for the unwary and, especially, those who
are financially stressed. Congress has recently held a series of hearings that have
highlighted some of the worst abuses, such as double-interest and universal default
clauses, and some financial institutions have begun to change the most egregious
terms. But there is need for additional action, both to help card issuers who are will-
ing to improve terms not be undercut by competitors, and to ensure that credit cards
are offered on terms that are fully, accurately, and timely disclosed in a manner that
is easily understood; make sense to consumers (e.g., a credit limit is a limit on credit
granted, not an opportunity to charge an over-limit fee); and fairly enforced.

——
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Social inchain A based on the bebief e wee o e bitter wdwm 4o one & kel s Bl ma Gbr
cemermione of weltbeing Il i ochirssd when ol bove the ofportuniy ond resavrces necemery iz
pamiapaie felfy is econamic, seol, ard culfera! ooibvines wshich are conkdered dhe sacieind nerm

Imtroduction

Poryerty divides us. Socal icusion can unite us, Whenever oo many fall s far Behind the rest, our
whaoke socety = diminished. Incluskon demands goats and polices that avold separating e= Indusion
calls o us §a strive for s nagion in which everyora lves with porpose, digrofe, and satisfaction Inclusion
deserabis what Bobert Kennidy callid cur desined “horad of somrereon nge.”

Inddicators bosed o social inchmsion would e the exlent to whidh lowspaid workers tall behind the
me=t of the workioroe, notonly in terms of wages and income, bot in a vanety of dimensions, including
Fazalth, educatior, g, skills, advanceent, and cpporiunity,

Ulikae guwviety, social itclusion m sonweling gaosibive i support, ot somoifmg ndgane b oppoe.
Social inclusion hie considerable potential b improve our understanding of secial e and polices &
s s effort should be made to introdooe the comoept in the Uniled Stabes

Pewarty Reduction as a Matonal Gaal: The Measurement Prablem

Taking nodw of recent efforts in dhe United Kingdom and other countries $o mewl poestyr-nedsction goals,
s ilvocates and pobiey makers in B Unitid Stakes have propesed adopling a geal b edui poveky
as B = understood and messuad inothe United Staees. s our vicy, adopting such a goal woeakd pot be
prart of an efective strateiy b dmprove living standards im the Usited States. The United Kingdom kas
benadly scoepted definition of poverty that is fiered and muolbi dimersonad—the measure = nof lrdted o
mwome inackequacy—and g viske for what it means gooenad poverty in this boader sense, Vil have neithar
= thar D] Seanis.

UK Pritni bliwissturr Toery Blair discribed the challonge in 195
Fewr wwars, many in casr commitry hawve beves fongetten by goseernment. Thary hanw bawen lisdt
arurt o groveingg poosperity, bl thury wene paok neded, ignoned by the govimmint euopt
Tor the prarpose of Baming ihem. Thai must change—there will be no Soegotien peophe in
the couniry we want 1o bulld.

1 ki speedy, the Prinee Ministe spelbad oul @ vision of socal indusion thal promoeled edvancomoen i
the labosar msrket, irproved edscation sutcomes, rediced heakth inagualities, Righer quality housdeg,
saler nelghbourhood s, and importanily, the redsction of inoomee meopeality,

Conseqquently; the poverty indicators adopted in the United Kingdom measune both moome and serial
fvcluarn, Felitival headers there krane whene Bhey wanded 0 omd up and desigrasd a sl of measunes b
smwatch. Whas diceding how e addsiss and micsan: incims poerty, iy chaes a selative o imequalily -
B iveidsiine. Undir the LK. misanc o Mmily s poos il e T et ] oot of miadidan
come, afver housing costs ape subtracied. This measure recognizes the importance of inoome: egquality
as g cause and conssquence of social exclusion

Eophal Irnduzion A Men and Beibrs Framerrark
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Tressury Departmni, epdained that povesty alss ercom passs: * g hborhend envinnments, Lk of
opporunities o gaiher knoswded ge and skills, hoosdng qealliy, acoes= jo mainsinesm Snancial servkoes,
ol inexqualiics in Boaith

By comirasd, The Unsed Skt dows nit have a usdul posesty measens, radesad asing o Sareed ima-
dimersional messurne of income deprivabion, s a measune of indusion or sconomic mehdiby, The nificial
LS parverty guldelines are based on Hie je 8 wos bn the 1950, w hes bousing, oosis represemied a smallor
pasrt of Bavieehod d budgets than today, ome v mrker ok sepport moet famidles and child care oo
v el Of & Bacnog.

This is ok cur cument sconamic neably. Forty-four million jobs in the Uniked

Stales—one i thowe—pay less than $11.00 an bour. Kest of Shase poba do not in o recant Pew Foundeoan

provide ihe cmplaymvem berefiis ather workers ke s granied: healih pok, seven out of 10
inswmance, paid e off, ard retirement plans. Middleclass amiies have o Amercons ogresd witlh the
Bl v oo igg Baalth come, chald core. dod othes sevessitics. We oould staraminal e poar e

vmil “edficial poreerty” im e Unised Stbes, mudging amiles slightly abess the bmw-uuﬂqmdulm
SNLINND ey o s Hhary resed 0 waen in ok b consdered officially ponr. Bok TN

I wree il iy ol an eoonomy that weorks dor all, providing spaard mobiliy, a -

devent stgndand of ving, and eoonomic security, we will mendy coskgn prieaa.

Tl hoe 3 WFelives of diishon withisst oppaostianty,

Pererry Raduction as a Frameserls The Public-Undarstanding Preblam

Thie prodlem with & resional nidatiee oo el poverty pans micd deepor than mssunement e, 1 we
defiiee our goal in weres of od wcigg ooy the polickes snd susoonms we want will sl folkseg even # we
et B s rements bt A leog as the probiem s dofined i poterty, the publicand politicad will
cannet be devvloped o seppoet comprohenses it lives St s dress i, ropmlies of oo @ e deaond.

Public snderstpnding of paverty i boegd b Lirge part on the fact that the Linited States sleady declared
o “War on Porverty,” o the sidely bl bedied that, 35 President Resgan saiid " povemy won.” osi
vl inith inadeguisls: o weork, b i ki a i fefos b B i o, i iy poogle will s
dur to imdividusl shoricommgs—bad docisions, characier Mlaws, oo moeal weakness. Thiss beliods o
e lbactid I o Porw Besamandh Cenler poll conduciesd sarber this yover in which sevom ook of 10 Americans
agred wlih the statemeni “ghe poaor berve Beoomie ton deperadent on govemment asdsiance programs.”

Additionil mesvanch— sl udbng asenics of inpodant rporks From the Echanny Thit Werlis foe AL progiac
—chemimsbrate that athitudes about povecty wosld endermine any effoet e build public wall S policy
sriutirms that actually addeess i While many people befieve we should eradcate hardship, we don't
have & commaon understarsding of Dz causs and this dbsegremmeent 18 5 barrier s otiecties polisical action
witaen v LT Shaoit soduikons.

A Mew and Becrer Approach; Social Inclusion

Teaiead of desd gring indatives and esiabfishing naikonal goals Based on whal we opposs, we sheoald
deiiks wihe w kel

[T, (TITT & Phpw ired Beitnr Prowss eri
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W vl iiiatives ard & national good thal sup o pollckes thal cut
o i sl and head o s uks—smuRamoedy imd

wkils, health caro forall, and et quality housing. Social mclusion is 1%} Fﬂn o w i i

a mulitsceted approsc that enables us to do this bl it tht
Ending puverty wirnbdn't cveen Degan b adkdses the nealiey of gur !'E{w ﬂ'ﬂp& EH'I: a
currerd pxrmarmy anal Libor market. Edablishing sech a gesl woeald fnot be F i
lwsd i indermimash ke dohales over S cavers of poverty, Momoer, Hhe h'b M m

goal bs ki gresd 1o Improse soomorsc matH Ty and scclal inchsion,.— giEure that familles

Any effont fi et this Nasvod laget wisdd ke enengy 4 reouwsoes escape hﬂnﬁﬂjﬂ and can

B i B e, weimalod Bhoely b deerrasd o faiboee, g st s back

shill furfhuer s s ok fully partcipate in the

We should iesiesd e sh 3 ational goal that pckonow beidiges cur secial and econanic fife
Tnisbory, fhe liekilitinges of far curment povery o, and e hodes in arﬂ]alr COMUITies.
vur skl infrostructun: thal make kwesage prbs peob keatc
erascns that g beyrdd wege lreels. Soctal ecluston s such a gral

Dupr ] en carend ifornd o keave so ey behind, & soclal-inciuskon goad alkews i 1o address hardahip
Bazll ey e poairesl sy us By Poswsing on o iulsiude of bardess o opganunily isclidag e
wrmbon oo midd e be-clios ks

Social Inclusicn, the Econamy, and Work-Lile Balance

A snciaHnclesion gnal sddresses muliple concema, 1 sddiesses whether eeerpone can masst hasic nosds,
s vl ] o raingg wage snd iInoome Ineqealty, the erosdom of maddle-class o, @i pressans el many
forrpilies Do i PakorCing, ook dnd olbier parcesils, While dhae fches Ganilaes i the United Sakes haye
et Beatr ineemess conire bo mee st e Lest hali of g 1970k, musdarate- and heee- reeme lamins
have only bren able s Rald their ground by wioking mone. o lamdies pul s mone houns al werk, they
hawve lesa Himee for (viesd s, family, voluniseong, kesane, secreation—relsb osahips arsd activities that make
ihrwd (e ik i sncial T

Changes wnsght by globalicatios, dicliren g unsneation, lchsn kgl dhangge, ardd a policy
emvirmnmend heatile b ssishlishing ard erdercing labor standarnds have made it harder for workng
familkes in fully participaie b secial e, Soctal induskon aBows us b doos on ressarch amd policy
solptioes dhat pocognize Amply et ng 3 fol mary s be cnowgh b ensoee gt Tl escope hardships
il iy Fully puireti ci gk i e i | gt o Lide of Haai ¢ oo i liss.

These comcepts aew at the core of sorcial incheion. In contrest, neming, on povery implies that meesing a
WETY Pl Inooime? slandand B Semcent o o soonom sarity and well -eing Sacial incdusien
allows us oo sev kav-wage work for what it 1s: work withow slequaie siondands, suds as o sulficent
mirErnu winge. berfits Bl bealth inssranee or itinesionl, ol weeasily and peid tee off, or
emfuroemest of labor lass, Whin s jobs kg, s Sar bohind the oest, # is impossble for all workers 1o
fowrl oor b i ik in e rpclay social activities and mspomaibilibies

Aulirpiinng i ol of social inclusion woikd fooes sore Jention on-—and provide mew langege i
dumerile—the e lationssip betwoen woek, and comsemunby life i the Unived Ssaes. Viewod fnom g socal-

[T d h Mee and BEnE i
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Social Inclusion in the United Eingdom and Crither Countries

I fhe Uniiesd Kingedom, g rest of Burops, med many other well-off nations, social incluskon =an
mvimmarching framenenrk for sddoessing a moyeod of social palicy ssues, including incoms inegqualey; skill
lisels, eclucation. health magualities, Tousisg affoslabd@ity, asd work-life Balese, Social irclusion 5= o
Pt ol Lhe Ersmiework I.:Il-'l--:H'Il‘rr:Eumptm L gbad scweral maicns, The procise Boundaries of the
comacept are far from determinate, and countries have dittaren| definitore, bul ai B oae, socll nclusion
invedves induding everymoe in secial instihatiors and rebitions i wpps that matier for welHeeing,

Az an earigde, S Uniled Kingdom's Mational Action Flan os Socual Inclusion stabes “Peserny and sl
exclusion are comples and mullidircssiona probdems. Whiks boischok inoome dearly has an impenan
Iyt o welHeeing, there are many other tacions et belp or hirdier efiors o trassfonm g lveof
thivm sublenng fenm poverty. Housing, hoalth, and peploymend stabes ey all haver 2 il o
plaz. And pruphs s efAumesd by what sort of neighbourbucd they T in, and whether thy fed s
Frtstn i frme O it H et il Bty fimae. ™

mcdusien perspective, “living wages™ might b swn as enpertast ninl only becassa thary hidp individual
Eamilivs makienids i, bul also foe e Broader positive effies By e on the Baidig of ssial
capitial

Social Inchusion is Consistent with Dupl}' Hald Values

Thee conicege of social dehesson goss veel | Bepoaid our limited pesrty definition & il= alslity do
comimunicote 3 full range of means for social podicy 8o boost income and tuikd baman capital. Socalk
Iracdusdon approaches provide sn inequadity-based understanding of income andl well-being, and build
wsderstanding of social iswses by naming a prernomanon thet sn't pcequately identsfied in tae Unred
Staters by wrxcring Lz,

W et face the foct that sore of the key conoepls in our ourvent social-policy wocabulary, incheding
porverty and discrimraration, don’t bave the same resorance a3 in earlier e, Socal inclusion = s new
and evecative tlerm that could kel eesferstanding amoregg and open the ears of fhese who hee grossn
wevary of problems Sifined using cldie feems Bl poverty.

Froms i vases perspective. a poverty framework b counterpeodoctive because Americans fend o
atiribuie poverty W individual charscterstics—sauch a= lack of a work ethic, The corcepl of social
maclusiion has the advarkage of sibaating sadnadsals =g social and relstenal context. Marmeer, the
enprriiren of sxdhusion of some sork, unlike i scpersnos of poverty o discamtination, is searly
Vel

A focus cm poverty has the effect of setting the bar for fubepe socal policy foo ke, 1§ e problem =
definml s povery or meeting badc neds tham the quisstion: beonmes “how minimal the minimum
slaould Be.” Sogial inclusion is 4 broadier corept thies absolule differencss o inoomse—as poaety is
offcially diefined in the United Stabee—or other e of mateial bard=hip, Social inclusion (s 3 bigge
plcture, more eroompeesing end goal inother rations, and boosting incomes and pedudng incomse
wascpzality m considered only oea of mulbiple means o pecomplish that end

Eoeriaal liclunlan T apad Baviar Jramea
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A, Socildndusion Goal Supports Effective Policy Solwtons and an Economy that
‘Works for All

Rather than simply copying the practice of other nations o reduce poverty, it is antical Tor the Unied
States o adkopt @ goal with mom escnanor in our soctal aed poliscal culluns. Gisen what we know alboul
public undersianding of poverty and lack of confidence that governiment has a rolke 1o play i addressing
Erw problem, we carmal wm the language of povesty o badd public will for pobcy selutions

b= mc=t likely imgoasible 1o mmpleiely mradicate poverte. Importantly, we don't have io “clminate™
il usions, bul can sk o incoeass it Ratheer (i oo lab liding an impoesibbe goal or eguivsane by seting
a lnw har—halving poverty for esempl s—we o seek b incresse inchedon and create s Hered,
mrultificuinl measun b dease g progeees.

Establishing a perverty-nduction tanget el nof mevtseyg @ waoesdd besdl o muone blaming of individuals—
P worikers womd be blamed for being Irresporsible and govemnment offfcals woulkd be blarmed for
bwing invffectnae. We shiukd mstablish a lefty, but ealistic goal i increwe secial inclusoen, Increasing
inacliision b haed o oppoass, white diminaling poverty will ssem ke the

hanghl of folly ln meey in thee Liniled States, noffong maoene than roasiling

i ity [ailid sinobegs A new fromewerk bosed oo

The expuerivsce in he United Kingdom shows us tha public H"m“ .
wniderstanding of and a political commitment io social |nchsion can yiekd deer suppart efforts
b puorband policy changes s d vancky of ssus an. Thess policies h driftrer g m
nclude 3 S10-per-hour minimim wage, substantial tax credis far loe- o increase eguakiy in the
s indivichuals, sl the right o emglioes Bs naquist fedble work Linted Sootes.

schedules. These measures have been viewed by the povernmaent o

mvvesbmants inindnriduals and eeonomie growtk,. Furdfermon, the acial-

inclusion approach has peovided & ramework o coordinale Inianives 3070 governies sEencies,
seducing tendencies frwardd pergrammatic slos. Togetfer thess policy changes sesulied in incene gains
draal w0y lose rinoomee indivichabs doser 1o the middle.

T thie Unibind Stares, @ soscial-inclusion goal provides sone soom than a poveny-reduction geal for
considertion of compechensive policies, incduding wniver=al heakh cpee, posd lewe, demesralic
weirkplades, i parille retinamonl scoouis, that aesulb in am eoiemy Bl works b all

H pedicy, mesearch, and bemaling commmebess support a sodcial rclusion sppeoach, we can eapact palicy
miakors, palinical canafidaies. and the medls so fallow, For ecample, candidates ooehd siopt propoesis
such as a Mational Cormmission om Socal Incheaim,. g ratiosal Finchasinn goal imel | arroes
mulipde progroms and agences, and stae and bl offiocs [or seckal inclusion.

Conclusion
As lorg a8 we gontinue bo define the problem we sevck 1o sobe 2 geovnte, the polifacal will and public

suppart o adklnee i will doteaist, A s approach Brssd on B idea of soial incdusion e e gotintial
broathe mew le iroo mar shaned efforts ad make it possible for us b accomplish our commeon gonals

Fimial lmilavian A Mew mad Bélle Piamenoik



153

Further Reading

Bepenel il Paverty: Th Sevial Exsiuiian af Chikdnm, Celusbis Unisersity, Thi Clearingheis on
Inerratianal Drvelapeems in Child Touth and Family Pelicies, Spring 1000 s chidpolosntang
tepetniedissushrizibpdi

Jabe Cansidy, Balatanly Diapreed: Hose Poor i Pogr?, The blew Varker April 1, 2006, il
s nirepar b coemirch isp 200U 0SN03E _fac o riniPage=1.

Shawn Fremsmad, Saci! Inciusias and Soool Policy i the United Spodes. Inclusion, Choober 2005 hmpo!
Irschus lomi st orpfileaiiccalindusonusa gdf.

Covarmiimeent i leabeted, Pavore Aerisn Flao for Saon! eedugioe J007-3008, hopwewaacialing haionie
documencs T Pincus ol epors PO pdl.

Reparty from the For An Economy dbal Works for AN Progeci, hizpofwenweconomytioiworks.crg!
mipeciihie

Amarca Sen. food Exchusan, Concep Appdcotion. ond Soneing, Sockal Deseloprment Papers Mo, | Askn
Brevelopment Bank, june 3000, hicpo i weswads orpdoosmentsbooiaiooial_eschussom’
ol _mxckaionpdl

Lyyrwn 1 Toadrran. Sociel Exciusiao s Lisktp in the LLE, Sacio! Wi Coatest Instoune on Socal Badusion,
Adler School of Professional Peychology Segust 1008, bopsfewsadier edui@dizrfssens documentsSE
Workng®l IPaper %20 X I0G0ca A1 kmion%10- 51 0lin %2 Decdity B 1062 Dthe R IS R Doeooal %
2hvenlba e Decn baxi g,

Polly Torpnibsae. Hord Wearks Lifs b LossPoy Britoin { 3003).

Wharkiog Tagether; Unded Kinpdem Mesional Actior Plon on Sociod Lacleson 10087008, woovrs dwpgoeu k!
s

WA inclusionist.ong

WIWW.CESL.0 ¥rg.L K




		Superintendent of Documents
	2010-08-17T20:24:46-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




