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Why Not Guarantee Everyone a Job?   Why the Negative Income Tax Experiments of the 1970s were Successful.

By Allan Sheahen

“Work” has been virtually everyone’s solution to poverty for hundreds of years.  But it’s not the answer.  This is the hardest concept to sell to citizens and policy makers.  

In 1969, the President’s Commission on Income Maintenance Programs spent 22 months of study by recommending that America adopt a guaranteed income for every needy American – with no strings attached.

The chairmen of IBM, Westinghouse and Rand, former California Gov. Edmund G. “Pat” Brown and 17 others unanimously agreed with economist Milton Friedman that “we should replace the ragbag of welfare programs with a single, comprehensive program of income supplements in cash – a negative income tax.  It would provide an assured minimum to all persons in need, regardless of the reasons for that need.”

The Commission said: “Work requirements cannot be used effectively in determining eligibility for aid, and are undesirable in any case.”  They concluded that guaranteeing everyone an income is better, cheaper, and more desirable than guaranteeing everyone a job. (1)

However, as we enter the 21st century, few political organizations in the USA are calling for a basic income guarantee.

A few liberal groups still propose guaranteeing a job to all who want one.  The “right to a job” has always sounded better than the “right to an income.”

The trouble with the right-to-a-job approach is twofold:

1) It’s unworkable.

2) It would cost even more than a basic income guarantee.

First, a private business can’t guarantee a job to anyone who applies.  And even if it could, 40 hours a week at the 2002 minimum wage of $5.15 an hour is only $206 a week.  That’s not enough.  The 2000 poverty level for a family of three was $280 a week.

And today, there are millions of jobs in the USA, including some State and local government jobs, which don’t even pay the federal minimum wage.  As a result, in many low-income families, the family head works full time, but still can’t earn enough to bring the family out of poverty.

The idea that the economy would provide exactly enough jobs for everyone, and that every job would pay a living wage, is unrealistic, to say the least.  Jobs are desirable.  But they’re not enough.  They won’t eliminate poverty.  They won’t provide security for the American people.

Why Not Have the Government Guarantee Everyone a Job?  At Decent Pay?

This was the general principle behind the original 1973 Humphrey-Hawkins Bill.

The bill said every U.S. citizen “able and willing to work” had the right to a job.  If private enterprise couldn’t give everyone a job, then the federal government would.  The bill would have created a system of regional and local employment councils.

The first draft of the bill said a person denied “the right to a job” could, in effect, sue the government to force it to provide employment.

The bill had flaws.  It defined unemployment as several million people.  It sowed the illusion that full employment was possible under the current labor system.

Civil rights groups, labor organizations and many progressive forces endorsed the bill.  They lobbied strongly in Congress for its passage.

The Nixon-Ford administrations termed it “unnecessary” and “threatening to free enterprise.”  They kept it mired in House and Senate committees for two years.

In 1976, Presidential candidate Jimmy Carter wouldn’t endorse the bill.  He felt it promised more than it could deliver.  He eventually endorsed “the principals of Humphrey-Hawkins.”

In 1977, a 6% official unemployment rate had become “acceptable” to government economists and politicians.  The bill was weakened and reintroduced in the 95th Congress.  But, like its predecessor, it went nowhere.

In October, 1978, a watered-down bill was finally passed.  It didn’t mention the “right to a job.”   Nor did it contain any mechanism for implementing that vanished right.  It called for a 4% unemployment rate and a 3% inflation rate by 1983.  Advocates of the bill said it was basically meaningless.

The original Humphrey-Hawkins bill said everyone had the right to a job.  What its backers really meant is that everyone has the right to live.

To live, one needs money.  So the right-to-a-job really meant the right-to-money.  To a fair income.  But the idea of a guaranteed income wasn’t very popular.  A “right to a job” sounded better.

The trouble with the “right-to-a-job” concept is: Who’s going to provide the jobs?  Private industry?  It can’t.  There are over eight million unemployed.

Would the government pay people a salary while it tried to find them a job in private industry?  It would be paying a salary for a long, long time to many.  That’s really the same as a guaranteed income.

Would the government subsidize industry?  Would it pay companies to hire the unemployed?

Or would the government, itself, become the employer of last resort?  If a person couldn’t find a job in the private sector, would the government put him or her to work doing something?  Just like the CCC and WPA during the Depression?

Why Not Pay Subsidies to Private Enterprise in Order to Provide More Jobs?

This has been done.  In the hard-core JOBS programs.  In CETA.  With new jobs tax credits.

But it’s expensive and slow.  Such programs reached only a few hundred thousand people a year.  And not all the programs were successful.

How does it work?

The government says to business: “Here are some unskilled people.  Give them jobs.  Teach them as much as you can.  We (the taxpayers) will subsidize you.  We’ll pay half their salary.  Or, you can deduct part of their salary from your next tax bill.”

But what happens when business says “okay?”   Does business create a new job?  Or does it just fill the next job-opening with a government-subsidized worker?

Is  business going to hire an extra person it doesn’t need just to help out?  Doubtful.  Or will it wait until it does need someone?  Then, maybe hire a government person.  To help out, yes.  But mainly, to save money.  To get the government to subsidize the business.  Meanwhile, another person that might have been hired is walking the streets.

And that’s exactly what happened.  Instead of creating new employment, many financially-strapped cities used their CETA grants to fill jobs formerly held by regular city employees.

Worse, the programs were rife with fraud.  Fast-buck operators raked off millions from public jobs programs.

Most dangerous of all, if we rely upon government subsidies, there’s the risk that employers will underpay their employees, and expect the government to make up the difference between their low pay and a decent level of income.  

Why Not Make the Government the “Employer of Last Resort?”

This means the government creates a job for everyone who wants to work.  It was one of the ideas of the original Humphrey-Hawkins bill.

On the surface, it seems like a good idea.  But the 1969 President’s Commission on Income Maintenance Programs said it’s a bad idea and won’t work.  It’s even more complicated than guaranteeing an income.  And more expensive.  And probably impossible.

On the plus side:

· It provides income for those able to work.

· It might be productive, like building roads, or public transit, or working on environmental problems.

· It provides on-the-job training which could eventually be used in private enterprise.

· It provides payment for work, not as a dole.

On the minus side:

· It doesn’t provide a wage for those unable to work.

· The government has to create eight million or more jobs.  This isn’t possible, let alone practical.

· Even if it were possible, the government would become a vast, monstrous employer.  It creates an even bigger bureaucracy than the one we’re trying to get rid of.

· It costs the taxpayers more than if we provided a flat basic income guarantee to every citizen.

· Once on the government payroll, it’s doubtful that workers would ever move back into private enterprise jobs.

· Many of the jobs created might be of the make-work variety.  Digging a hole and filling it up.  The destructive impact on morale of these programs is well known.,

· In every case, a lower governmental official would decide who was employable and who wasn’t.

· If the government sets the job rate at the minimum wage of $5.15 per hour, it’s still below the poverty line for a family of three.  So it doesn’t solve the problem.

· Most of the people who now work in low-paying jobs would quit their jobs and go to work for the government.  It could be instant socialism.

· Control is impossible.  Fraud and local rip-offs are certain.

Making the government the “employer of last resort” is not the way to go.  The answer is to provide a basic income guarantee to everyone.  Then provide each person with the incentive to find work in the private sector of our economy.

If the government was the employer of last resort, there’s another problem.  What kinds of work would be considered worthy to be included in such a program.  Should we force a mother to take a job which is more “useful” than raising her children?

The role of a mother is one of the foundations of our civilization.  Yet we still force welfare mothers to do something to earn their welfare checks.  The 1996 Welfare Reform Act (Temporary Assistance to Needy Families, or TANF) says mothers must accept job training as a condition of their eligibility.  Why should flipping burgers at McDonald’s be considered more important than raising one’s children?

Think of all the countless number of meaningful jobs that are performed every day with no pay by thousands of dedicated volunteer workers.  What would happen if suddenly nobody was willing to perform the vitally needed volunteer tasks with groups like the Red Cross, PTA, service clubs, Boy Scouts, YWCA, political action groups, League of Women Voters, Big Brothers and hundreds of others?

Should we force government job-training on people who might otherwise spend their time in valuable activities such as these?  Wouldn’t it be far better to provide everyone with the basic essentials of life so they would be free to spend their time in these and other activities which directly aid the community?

Moreover, such a guaranteed job program assumes that the basic conditions of human life have to be earned.  But why?  Why not treat people’s basic economic existence as a legal right, and then provide incentives to work to earn more?

The trouble with the right to a job idea is that it doesn’t really come to grips with how are we going to use our productive potential to insure the basic conditions of economic life for everyone?

Why should it be necessary to force everybody to work?  Wouldn’t it be better to begin to liberate ourselves from this necessity?

Shouldn’t We At Least Require Everyone to Take Training for a Job?

No, for the same reasons as the last question.  It wouldn’t help those unable to work.  It would require a vast bureaucracy.  It would be enormously expensive.  It might not lead to a job anyway.  It does little good to train people if no jobs are available.

We know that most of us respond more favorably if we’re provided incentives rather than forced.  If the bureaucracy is removed, if the climate is right, if the proper incentives are there, then people will want to work.

Do we believe that individuals need to be guided, guarded and controlled in every facet of their lives?  Or is the judgment of the individual usually better than that of a bureaucrat with little time or flexibility?  Conservatives today have a perfect opportunity to make their point.

   (1) Regarding work requirements, the President’s Commission concluded:


“The alternative to relying on financial incentives to work is to impose work 
requirements on applicants for aid and to deny aid to those who are deemed 
unemployable by some official.


“We believe that such tests cannot be used effectively in determining eligibility 


for aid, and are undesirable in any case.  Inevitably, any simple test designed to 


withhold aid from the voluntarily unemployed will deal harshly with some of those 


who cannot find work.  Any degree of complexity involved in the test would introduce 
elements of subjective evaluation to be exercised at the lowest administrative level.


“We do not think it desirable to put the power of determining whether an individual 
should work in the hands of a Government agency when it can be left to individual 


choice and market incentives.


“Our observations have convinced us that the poor are not unlike the non-poor.  


Most of the poor want to work.  They want to improve their potential and to be trained 
for better jobs.  Like most Americans, the poor would like to do something with their 


lives beyond merely subsisting.  By providing them with a basic system of income 
support, we provide them with an opportunity to do these things.”
Why the Negative Income Tax Experiments of the 1970s Were Successful

From 1968 to 1979, four separate Negative Income experiments were undertaken in different parts of the country.

The conventional wisdom in some circles is that the tests proved a Guaranteed Income would not work.  A few former champions of the idea, such as Senator Daniel Moynihan (D-NY), reportedly lost their enthusiasm when the results came in.

But a closer look shows that political spin is not accurate.  The tests were successful, and showed a Guaranteed Income could work.

For example, the results showed people given guaranteed incomes worked about 91% as much as those who weren't.

In each of the four tests, two groups of low-income families were chosen – a test group and a control group.

Each family in the test group was given a guaranteed income by the government whether anyone in the family worked or not.  There were no strings attached.

The control group got no special treatment.  They went about their lives in the normal manner.

Both groups were closely watched by government economists, to learn: Would the test group all quit work and go to the beach?  Would they turn into lazy freeloaders?  Would they work less than the control group?  Would they cheat on reporting income?

The results of the tests showed the men in the test group worked six percent less hours than the men in the control group.

The results were surprisingly consistent.  One of the four tests showed test-group husbands worked seven percent less hours than control-group husbands.  Two tests showed they worked six percent less.  The fourth test showed only one percent less.

The tests were the most massive social experiment ever undertaken.  The four experiments were in:

1) Urban areas in New Jersey and Pennsylvania from 1968-1972 (1300 families).

2) Rural areas in Iowa and North Carolina from 1969-1973 (800 families).

3) Gary, Indiana from 1971-1974 (1800 families).

4) Seattle and Denver, from 1970-1978 (4800 families).

The Seattle-Denver experiment was the biggest.  It covered 4879 families (2063 white, 1960 black, 856 Hispanic-American), more than the combined total in the other three tests.

Test-group wives cut back their work hours more than husbands.  Not surprising, since many wives probably feel they have to work when family income is low; but when income rises, some of the pressure is off.

In the four experiments, different minimum income levels were tested.  Some families received a minimum of 100% of the poverty line.  Some received 75%.  Some only 50%.

And different “benefit reduction rates” or “tax rates” were tested.  Some families’ benefits were reduced 50 cents for each dollar earned.  Some were reduced 70 cents.

The Seattle-Denver test found:


“Under various alternative cash assistance programs that contained no work 
requirement and were not combined with any provision of job search assistance, 


training, or public service employment, husbands in the experimental group worked


 only slightly less – six percent fewer hours –than husbands in the control group.


“For wives and female family heads, the percentage decline in work effort was greater – 
17 percent and 12 percent, respectively – as compared with the relevant control group.


But since most wives in low-income families and female family heads work relatively 
few hours, the absolute decline in their hours of work was small.


“These declines in hours of paid work were undoubtedly compensated in part by other 
useful activities, such as search for better jobs or work in the home."

The Seattle-Denver test concluded that a national program guaranteeing all Americans a minimum income at the poverty level and reducing the income by 50 cents for each $1.00 earned, would result in:

1) Husbands in those families working 6.2% fewer hours.

2) Wives working 22.7% fewer hours.

3) Female heads of families working 12.0% fewer hours.

If 70 cents were deducted from each $1.00 earned, instead of 50 cents, then husbands would work 10.6% less, instead of 6.2%.

A program at 75% of the poverty level would reduce work effort slightly less.

In addition, the Seattle-Denver test results showed:

· Few in the test group actually quit their jobs.  Some just cut the hours they worked.

· Many in the test group used their guaranteed income to look for extra training or find better jobs.

· 25% of the test group eventually earned enough so they weren’t eligible for the minimum income.

· Blacks and Hispanics cut their work more than whites.

· Teen males (16-21) in the test group reduced work effort 23%.

· The higher the benefit reduction rate (tax rate), the less a family worked.

· The higher a family’s income, the less it cut back its work hours.

· 50% more marriages broke up in the test group than in the control group.

A Seattle mother of three who had never finished high school got a degree in psychology and found a job in an opinion research firm.  Another Seattle woman attended acting school, and her husband composed music.  “We’re now self-sufficient, income-earning artists,” she wrote.

The conclusion of the Seattle-Denver experiment was:


“Cash assistance programs would not cause a massive withdrawal of workers from 


the labor force, as many have feared.  When combined with jobs, they would result in 
increased work effort.  Any reduction in work effort caused by cash assistance would 


be more than offset by the increased employment opportunities provided in public 


service jobs.”

The New Jersey test results were similar.  They determined that in a national guaranteed income program:

· The reduction in labor supply is likely to be quite modest, less than 10%, at most.

· Any reduction will be distributed across many workers rather than concentrated among a few.

· The degree of reduction will not be very sensitive to the particular guarantee and tax rate chosen.

The New Jersey test concluded:


“The case for a work test in an income-related cash transfer program…is weakened.  


In light of the administrative and other costs of a work test, the smaller the reduction 


in labor supply that would occur in its absence, the less cost effective it will be.  In 
addition, whether a work test could prevent the small reductions that do occur is 
questionable.”

Estimated reduction in work hours, by test group compared to control group in four income maintenance experiments:



           
NJ-PA

IA-NC

GARY
         SEA-DEN

Husbands                  
  6%

  1%

  7%

  6%

Wives


31%

27%

17%

17%

    Total


13%

13%

  8%

  9%

Female heads

  --

  --

  2%

 12%

Why Did One Guaranteed Income Test Cause More Marriages to Break Up?

It’s hard to say.  Probably because it had a liberating effect on women who might otherwise have remained in unpleasant marriages for financial reasons.

This aspect of the test surprised a lot of people.  Supposedly, extra income is supposed to solidify a family, not break it up.

But a basic income guarantee provides independence.  To both women and men.  Perhaps it gives the freedom to leave an unhappy marriage.

The Seattle-Denver test showed 50% more families broke up in the test group than in the control group.

The other three tests didn’t show this kind of breakup.  Possibly becaue the overall divorce rate in the Seattle and Denver areas is above the national average.

While more white and black families broke up, Hispanics didn’t.  No one challenged the statistical analyses.  They were first rate.  But economist Henry Aaron said the results were “puzzling,” and contained some “statistical anomalies.”

But suppose the Seattle-Denver findings are right?  Does that mean we should scrap the idea of a basic income guarantee?  Many who were previously on the brink said yes.

But should the government make welfare policy on the basis of the divorce rate, as President Bush proposed in his recent budget?  If a person chooses to leave a bad marriage, which was held together only by poverty, shouldn’t that be their right?

Should disastrous marriages be preserved simply because neither partner can afford to live alone?  Should children starve simply because help might cause their parents to behave differently?

Should we drop the concept of a basic income guarantee because it might cause a rise in divorce?  Any more than we should give a cash bonus to people who stay together?

(Allan Sheahen is the author of “Guaranteed Income: The Right to Economic Security,” published in 1983.  He can be reached at PO Box 2204, Van Nuys CA 91404.  Phone: 818-981-1996; fax: 818-981-1997; email: alsheahen@prodigy.net.)

