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MEMORANDUM FOR DAVID CUTLER 

FROM: 	 Ri~hard Bavier~ 
SUBJECT: Benefit reduction rate graphs 

Attached are graphs tracing the rates at which benefits are reduced and taxes are 
levied over a range of eamings, Both current law. and the Administration's proposed 
changes to the EITC and the Food Stamp Program are modelled for full- and half-time . 
work in 19~6 (when the EITC changes would be fully phased-in). Each is shown 
separately with Medicaid and the refundable health insurance tax credit included and 
excluded. (The graphs combining the -taX- rates of current law and the 
Administration's proposals do not include Medicaid or the health tax credit.) Tables 
documenting the graphs are attached too, so you can see what is going on at each 
point. 

fhe -:::-·::O(';I:i, )l'.:;,()llletimes the thir:, sol; ~Ilii. d each graph reflects AFDC program 
effects that take place over two twelve-month periods (the $30 plus one-third earnings 
disregard and transitional Medicaid eligibility for a family that leaves AFDC due to 
employment). 

The line identified as the -marginal- rate shows the percentage by which additional 
eamings from a wage rate increment of $.50lhr are reduced by social security payroll 
and federal income taxes and benefit reductions. The line identified as the -average
rate subtracts the welfare guarantee (including AFDC, food stamps, and Medicaid, on 
those graphs that include Medicaid) from total net income, then divides by earnings. 

The family situation portrayed here is somewhat simplified. A mother and two children 
represent a typical AFDC family. A State with AFDC benefits around the median for 
all States is assumed. The picture would look different in States with relatively high or 
low AFDC benefits, or in some States where the formula for calculating AFDC benefits 
provides for a lower benefit reduction at first. For a family of this composition, benefits 
could also vary according to child care costs and shelter costs. 

Attachments 

cc: 	 Isabel Sawhill 

Barbara Selfridge 
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May 6,1993 

MEMORANDUM FOR LARRY MATLACK 

FROM: 	 Richard Bavier 

SUBJECT: Matrix of employment and wage subsidies 

As part of thinking about a time-limited AFDC program, I've been looking at our 
experience with subsidies of jobs in the private sector. The attached matrix tries to 
identify the major program design dimensions that are relevant to the kind of job 
subsidies that might be associated with time-limited welfare. Along with the main 
alternative features for each dimension, the matrix identifies both the intended effects 
of the feature (the pros) and the collateral effects (most, but not all, cons). Finally, the 
matrix identifies past and present government job subsidy programs that have 
incorporated each alternative for each dimension. 

The matrix is intended to help policy officials organize their thinking about job 
subsidies, and recognize the major design issues that need to be faced. In addition, 
the last column is intended to guide users to more information about experience and 
research on policies of interest. " 

I am not a trained labor economist. Most of the information on the matrix is drawn 
from two sources: 

Daniel S. Hamermesh, "Subsidies for Jobs in the Private Sector,· in John 
Palmer (ed), Creating Jobs. Public Employment Programs and Wage Subsidies, 
(Brookings, 1978). 

"The Use of Tax Subsidies for Employment, A Report to Congress by the 
Departments of Labor and Treasury,· (May 1986). 

Could you have your staff and/or staff at DoL look this over for accuracy, 
completeness, and clarity? I'd be glad to have alternative conceptual approaches 
suggested, or even just quibbles about classification of the examples. 

Attachment 

cc:' 	 Isabel Sawhill 
Barbara Selfridge 
Keith Fontenot 



.' 

June 18, 1993 

Employment and Wage Subsidies 

The following matrix identifies major design dimensions of govemment subsidies of employment, lists the major a1temative design features, then summarizes lxith the intended 
effects of incorporating the element in the design as well as collateral, often unintended and undesired, effects. The matrix focusses on aspects of job subsidies most relevant to 
planning for time-limited welfare policies. Some program design issues relevant to job subsidy programs in other contexts are ignored. For example, issues related to the C!=Junter
cyclical, GDP, and infationary effects of job subsidies are nofincluded. Nor are issues related to subsidies available to employees regardless of present or former welfare status, or 

available only to certain regions or certain industries. Although, arguably, it is just a variety of fully-subsidized job, public employment is not included here. 

Design Dimensions Alternatives 	 Intended effects Collateral effects Examples 

Targeting Less targeted 	 Ease of administration. More Increased costs. NJTC, EITC1 


equitable than targeting on some 

basis other than need. 


More targeted 	 Increased employment or wages Substitution of target group T JTC, OJT, NSWD. 
for target group members. members for other employees. work-supp, WINcredit, 
Efficiency. Induced increase in target group JOBS68, BRRs 

membership. 	
.? 

Duration of program Permanent Predictability. Ease of Windfalls to employers who EITC, OJT, work-supp, 

administration. substitute subsidized for TJTC, BRRs 


unsubsidized employees. 


Temporary 	 Reduction in windfall to Accelerated, rather than NJTC. NSWD, 
employers who would have hired increased, employment. JOBS68, WINcredit 
anyway. 

Insufficient time to increase 
employment by planning for 
substitution of factors or increase 
in scale. 

1 EITC .. Eamed Income Tax Credit (1975 to present): NJTC'"' New Jobs Tax Credit (1977-78): TJTC .. Targeted Jobs Tax Credit (1979 to present): JOBS68 .. contracts to 
offset added costs of hiring disadvantaged.(1968-73); WINcredit - TJTC predecessor for welfare recipients (1971-81): wor!<-supp .. grant diversion or wor!< supplementation for 
AFDC recipients (1981 to present): NSWD - National Supported Wor!< Demonstration (1976-81); OJT .. on-the-job-training under JTPA and predecessors: BRRs '" income 
disregards lowering benefit \'liIduction rates in AFDC ($90/mo for war!< expenses, $30 plus one-third for four months, then $30 for another eight) and the Food Stamp Program 
(standerd deduction and 20 percent of eamings) to offset wor!< expenses and create war!< incentives. . 





· Design Dimensions 

Direct recipient 

Method 

Alternatives 

Subsidize wages 

Increase 
employment 

Employer 

Employee 

Tax credit to 
employer 

Tax credit to 
employee 

Require hiring of 
target employees 
as condition of 
govt contract. 

Intended effects 

Increase labor force participation 
and income of workers whose 
reservation wage exceeds their 
marginal product. 

Increase employment by inducing 
substitution of labor for other 
factors or increasing scale of 
production. 

Provide incentive of reduced' 
labor cost in most visible way. 

Provide incentive of higher 
income in most visible way. 

Administrative efficiency of using 
current tax collection machinery 
additional staff needed mainly for 
audit. 

No welfare system contact. Uses 
current tax collection machinery 
additional staff needed mainly for 
audit. 

Efficiency· bids for lowest 
subsidy to include specified 
number of target employees in 
contract labor force. 

Collateral effects 

Induce increase in target group 
membership. Inverse targeting 
higher subsidies to those with 
higher wages. May increase 
hours of current employees rather 
than number of employees. 

Induce increase in target group 
membership. Competitive 
disadvantage and· reduced 
(probably skilled) employment in 
industries producing capital-
intensive substitute goods. 

Stigmatize subsidized workers. 
Impose cos~ of administration on 
employers. 

When targeted by income and 
permanent, increase "tax" rate on 
employee as income rises and 
subsidy phases out. 

Low uptake in advance payment 
of credit, so potentially large lump 
sum payment at tax refund time. 
Experience with EITC suggests 
potential for fraud that is too 
expensive to audit and prosecute. 

Administrative costs of monitoring 
compliance. Depending on rules, 
incentive for phantom employees. 

Examples 

EITC 

NJTC, BRRs 

TJTC, NJTC, work
supp, NSWD, OJT, 
JOBS6S, WINcredit 

EITC, BRRs 

TJTC, NJTC, 
WINcredit 

EITC 



Design Dimensions AHernatives 

Transfer to 
employer 

Transfer to 
employee 

Intended effects 

.More documentation can target 
subsidy to individual employee 
and employer characteristics and 
reduce fraud. 

Best targeting to employee's 
need. Sub-yearly eligibility period 
provides benefit closer to period 
of eligibility. 

Collateral effects 

Higher administrative costs for 
employer and government. 

Employee must come into contact 
with welfare system. Higher 
levels of targeting, 
documentation, and audit impose 
higher administrative costs. 

Examples 

OJT, work-supp, 
NSWD, JOBS68 

BRRs 
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MEMORANDUM FOR BRUCE REED' 
DPC 

FROM: DEBORAH LUCAS ~ 

SUBJECT: Making Work Pay for the Disabled 

As we discussed last week, there are a number of compelling reasons to consider the SSI and 
SSDI programs in the context of welfare reform. The current structure of these programs in 
combination with Medicaid makes it impossible for many disabled people to work, so the theme 
of making work pay resonates especially deeply in the disabled community. This memo 
describes some of the strong work disincentives created by the current program structure. 

People who have paid sufficient social security taxes are eligible for SSDI assistance if they are 
disabled and establish that they cannot work. On average, SSDI pays about $550 per month, or 
$6,600 per year. Recipients can retain all benefits and earn up to $6,000 'per year from other 
sources. At $6,000 or over, benefits go to zero after the first nine months of work. 
Reestablishing eligibility is risky and time-consuming, so many people choose not to earn more 
than the limit. 

Over 3.8 million low-income disabled persons receive SSI. Income and asset restrictions are 
similar to those for AFDC, and the average monthly payment is similar, but SSI has a minimum 
guaranteed federal benefit that is uniform across states. In most states, SSI recipients 
automatically qualify for Medicaid and Food Stamps. Some work incentives have been added to . 
the SSI program. Recipients only lose $.50 in benefits for every $1 earned, and states can 
extend Medicaid coverage to disabled people who require Medicaid to enable them to work, even . 
if they no longer qualify for cash benefits. Nevertheless, the prospect of losing Medicaid 
benefits serves as an impediment to work for many SSI recipients. It is important to note that 
health care reform is unlikely to solve this problem for the disabled because the personal 
assistance services received under Medicaid are unlikely to be covered in the guaranteed benefits 
package. 

A striking statistic is that there has been a 49% increase in the number of disabled SSI recipients 
between 1975 and 1991. This increase far exceeds the increase in disability rates in the 
population. The most prevalent disabling conditions for SSI recipients are mental disorders 
(26.2 %) and mental retardation (28.2 %). If AFDC is time-limited, it is likely that AFDC 
recipients who can qualify will turn to the SSI program. While this might not be a bad solution 



for those who are truly unable to work; improving the work incentives for SSI recipients could 

reduce the amount of unintended substitution between programs. 


Finally, I wanted to iet you know that the way the term "disabled II is being used in the context of 
welfare reform is objectionable to the disabled community and could caus.e avoidable 
misunderstandings. This came up ina meeting of the disabilities working group which is charged 
with identifying people who may be exempted from time-limited welfare. Although this seems 
like a reasonable task, the semantic problem is that of equating disability status with the inability 

. to work. Advocates for the disabled emphasize that most disabled people can work if they are 
given some extra assistance. Illness or medical condition rather than disability is a valid reason 
for an exemption. 

If you would like more information about any of these issues please let me know. 



• Communications 501 Third Street, NW. 
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July 7, 1993 

TO: Bruce Reed dip 
FROM: George Kohl PI' 

Administr,ative Assistant to the President 
Director, Development and Research 

I appreciated the opportunity to meet with you last week to 
discuss CWA's positions on welfare reform, family support .and. 
independence. 

,f', ':, 

Attached is the CWA background paper on these issues. 
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CWA Background Paper 
Welfare Refor.m, Family Support, and Independence 

CWA wholeheartedly supports the general Clinton Administration 
approach to "make work pay" and to create an society in which 
people don't need welfare. We support the following public 
policies which are com~onents of such a strategy: 

• Policies to promote good jobs that pay enough and with 
the medical benefits necessary to support a familYi 

• Education, training, child care, transportation and other 
supports to provide unemployed welfare recipients the. 
support and training they need to participate in the work 
force: 

• Strengthened child support enforcementi 

• Expansion of the earned income tax crediti 

• Substantial increase in the minimum wage. 

CWA does not support mandatory community work experience programs 
(CWEP) or other mandatory work programs which require welfare 
recipients to work off their benefits. We oppose such programs 
for two reasons. First, experience in the 1980s documents that 
such programs inevitably cause displacement of public and private 
sector workers. Particularly in these tight fiscal times, 
mandatory work programs would encourage fiscally strapped states 
and cities to displace public workers with unqualified welfare 
recipients. Second, research documents that mandatory work 
programs don't provide the education, training, and other 
supports welfare recipients need to get jobs that will take them 
permanently off the welfare rolls. (See various Manpower 
Demonstration Research Corporation reports.) 

However, CWA does support public job creation programs which 
provide real jobs for welfare recipients unable to find jobs in 
the private sector. CWA also supports transitional subsidized 
employment programs to encourage employers in the private sector 
to hire welfare recipients. These programs must include strong 
anti-displacement language and labor protections. MDRC research 
documents that such programs are the most effective in providing 
permanent, family wage jobs for welfare recipients. 

We are concerned that any welfare reform that includes a 
mandatory work requirement without adequate federal resources for 
education, training, child care, and job creation will inevitably 
fail and leave millions of children destitute. 

In 1988, Congress passed with great fanfare the Family Support 
Act, including the JOBS welfare-to-work component. Then the 
recession hit, with expanding welfare rolls and state fiscal 
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crises. States couldn't or didn't come up with money to draw 
down the inadequate federal matching. money, and job training 
programs in the states have been cut back. In this environment, 
mandatory work programs without job creation elements won't work. 

Finally, any welfare reform proposal should structure federal 
funding to encourage cooperative action among state agencies in 
the actual operation of welfare-to-work programs. While inter
agency task forces were instrumental in developing state JOBS 
programs, in many states inter-agency coordination never filtered 
down to the actual operation of the programs. Rather than 
integrate the work of experienced and skilled state income 
maintenance workers, case managers, employment counselors, etc., 
states chose to contract with private agencies, often sacrificing 
quality of service, causing public sector job loss, and denying 
career opportunities to skilled public workers. This problem 
should be addressed in any welfare reform proposal. 
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 Table I ----------

Welfare Without Work (President's Budget) 
Family of Three 

Poverty Guideline for Family of Three = $11,890 

Alabama Pennsylvania California 

AFDC $1,968 $4,836 $7,488 

Food Stamps 3,395 2,534 1,739 

Total 5,363 7,370 9,227 

• Benefits vary widely across States . 

• AFDC and Food Stamp benefits total well below poverty in all States: 
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 Table I ----------- 

Full-time Min~mum Wage Work - No Welfare 

Poverty Guideline for Family of Three = $11,890 

Current Law President's Budget 

Working with No Child Care Expenses 
Earnings $8,500 $8,500 
Taxes (650) (650) 
EITC 1,998 3,282 
Work expenses 0,080) 0,080) 

Total 8,768 10,052 

Working with Child Care Expenses 
Child care (2,089) (2,089) 

Total 6,679 7,963 

Alabama Pennsylvania California 

. Not Working 

AFDC and Food Starn ps $5,363 $7,370 $9,227 " 


• 	 Under current law, someone going to work who wants to avoid 
means-tested benefits, is often far worse off than under welfare, 
especiall y if· they have child care costs . 

• The President's 	budget significantly improves the situation, but 
if a family has child care and does not collect government· 
benefits, they are still worse off than on welfare in high benefit 
States. 



(~ Table I a 

Full-time Work With Welfare (President's Budget) 

Poverty Guideline for Family of Three = $11,890 

Alabama Pennsylvania California 

Working with No Child Care Expenses 
Earnings $8,500 $8,500 $8,500 
Taxes (845) (650) (650) 
Work Expenses (1,080) (1,080) (1,080) 
EITC 3,282 3,282 3,282 . 
AFDC 0 0 1,016 
Food Stamps 1,945 1,945 1,640 

Total 	 11,802 11,997 12,709 

Working with Child Care Expenses 
Child Care (2,089) (2,089) (2,089) 

Total $10,340 $10,535 $12,709 

Not Working 
AFDC and Food Stamps $5,363 $7,370 $9,227 

• 	Under new budget, if someone collects all possible government 
benefits, she is a least somewhat better off working full-time. 
But often the effective wage rate is only about $1.50 per hour. 

• To get ahead financially, full-time workers must collect benefits 
from up to 4 different support systems. In reality, only 45% of 
working poor families even collect Food Stamps. 

• In high benefit States, even a full-time worker could still 
qualify for AFDC. 

• 	 Most of the gain to working is traceable to the EITC which 
currently almost always arrives at the end of the. year. . 



" 
 Table UI b ---------- 
Half-time Work With Welfare (President's Budget) 

Poverty Guideline for Family of Three = $11,890 

Alabama Pennsylvania California 

Working with No Child Care Expenses 
Earnings $4,250 $4,250 $4,250 
Taxes (367) (325) (325) 
Wor k Expen~es (540) (540) (540) 
EITC 1,686 1,686 1,686 . 
AFDC 0 1,666 5,266 
Food Stamps 2,965 2,465 1,385 

Total 	 7,994 9,202 11,722 

Working with Child Care Expenses 
Child Care 0,044) 0,044) (1,044) 

Total $7,262 $9,202 $11,722 

.Not Working 
AFDC and Food Stamps $5,363 $7,370 $9,227 

• 	Even half-time work pays somewhat, but only if the person collects 
EITC, AFDC, and Food Stamps, and has low child care costs. 

• 	Half-time work leaves people well below poverty in States paying 
median AFDC benefits {such as Pennsylvania> 

• 	The effective rate of pay is less .than $2 per hour. 

• 	Nearly the entire gain comes from EITC which is paid at the end 
of the year. 



Table IV 

Work Experience of Mothers 16 Years and Over 

With Children Under 18 by Marital Status: '1991 


Married Unmarried 
Spouse Present No Spouse Present 

Employed 

Full-Time/Full-Year 35.3% 37.3% 

Full-Time/Part-Year 13.1% 15.8% 

Part-Time 24.8% 15.7"10 

, Not 	Employed 26.8% 31.2% 

Total 	 100.0% 100.0% 

Note: Full-Year is 50-52 weeks 

SOURCE: 	Bureau of Labor Statistics, 
"Marital and Pamily Characteristics of the Labor Force from the March 1992 Current Population Survey; Table 28 

• 	Only 35% of married mothers work full-time, full-year . 

• Part time 	work is far les~ common among single parents, 
probably because part-time work rarely pays better than welfare. 



Table V 

Strategies to Make Work Pay Without AFDC but 

Including Food Stamps 


Poverty Guideline for Family of Three = $11,890 

Half-Time Full-Time 

Earnings at minimum wage $4,250 $8,500 

Earnings less expenses 3,710 7,420 

President's budget 
including EITC and Food Stamps (PB) . 7,304 10,535 

PB + Minimum wage =$4.75 (MW) 7,845 11,219 

PB + Child care subsidized (CC) 8,036 11,997 

PB + $3,000 in child support 9,584 12,815 

PB + CC + CS 10,316 14,277 

PB + CC + CS + MW 10,856 14,961 

• 	 All three additional policies individually can help make work pay. 

• 	 Individually, only child support is significant in making part-time 
work feasible. 

• A combination of all three really makes work pay. 


