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FOREWORD

Americans are engaged in a major reappraisal of the nation's public policy priorities and, more broadly, of the role of
the federal government in society. This reappraisal is most pmminently manifested in the current vigorous debate about
tax reform and about the future of social welfare programs. On one level the debate involves major questions about the
equitable distribution of the tax burden and social welfare benefits. On another level concem centers on the appropriate size
and role of government.
These are fundamental questions that affect everyone in the society-young and old, rich and poor, black and white.
And all of us must be involved in the search for answers. This publication is part of the Joint Center's effort to encourage
wide public discussion of these and other major national policy issues. Ours is a democratic society in which we have not
only the right but the obligation to participate in making major decisions based on a clear grasp of the issues.
a nationwide
This publication was prepared in cooperation with the organizers of the National Issues Forum 0,
program of community discussions which brings together interested citizens at the local level to discuss major public
policy issues. It complements monographs on tax and welfare policies prepared for these meetings by NIF sponsor, the
Domestic Policy Association, focusing attention on the effects of tax and welfare policies on blacks and the poor. Tax and
welfare options show that even though these policies are formulated without reference to race, they do have differential
racial effects because of differences between blacks and whites in level and sources of income. Ensuring equity in the
disaibution of the benefits and burdens of public policy requires that we pay attention to these differences.

.

This publication was written by Joint Center researchers Lynn Burbridge and Katherine McFate. Burbridge, an
economist, prepared the section on tax policy, and McFate, a specialist on social policy, prepared the section on welfare
policy. This project was completed under the supemision of Milton D. Morris, director of research, with assistance from
William OEare, associate director of research. Jane Lewin provided editorial assistance and James Partee and Betty Sellers
typed the manuscript. The Joint Center is grateful to these contributors for their outstanding work.

Tar and WelfarePolicy Options is one of a number of studies and reports that the Joint Center plans to issue in 1986.
Assisted by its Economic Policy Task Force, headed by Economist Marcus Alexis, dean of the College of Business
Administration, University of Illinois, and its Social Policy Task Force, headed by Eleanor Holrnes Norton, professor of
law, Georgetown University Law Center, the Joint Center seeks to clarify and illuminate national issues, in which blacks
and other minorities are major stakeholders.

Eddie N. Williams
President
Joint Center for Political Studies
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TAX REFORM AND ITS SPECIAL
IMPLICATIONS FOR BLACKS
Tax reform is generally considered not only desirable,
but also critical to the health of the American economy.
Nevertheless, reaching a consensus on what changes are
needed will be painful. The current tax system represents an
accumulation of various provisions that have been made
over the years to serve special needs and interests, and no
one group i s going to look kindly on the elimination of
"its" provision -not even if the elimination serves the
purposes of simplicity, fairness, and economic growth.
Further, eliminating some deductions may cause major
dislocations. For example, d o n s of families have
purchased homes believing that the government would
"subsidize" part of the cost by providing a tax deduction for
mortgage interest payments.
As far as tax policy is concerned, blacks as a group
have usually not been considered a special interest group.
The poor have. Home owners have. The business
community has. Yet, an analysis of available data suggests
that the effects of past tax reforms on blacks as a group
have been very different from the effects on whites. ~ o t
surprisingly, therefore, black elected officials and others
concerned about the economic well-being of blacks have
taken particular interest in the tax packages now before
Congress.

The 1981 Tax Reforms
President Reagan pushed for major tax reforms in his
fust term His efforts and those of Congress produced the
Economic Recovery and Tax Act of 1981 (ERTA).
Several important features of ERTA have probably
affected blacks and whites differently, and we will discuss
the differences in detail in subsequent sections. First, ERTA
reduced tax rates for everyone in three stages -5 percent in
the first year after the act's passage and 10 percent in each of
the two succeeding years. Second, ERTA lowered the top
rate on unearned income (income from investments) from
70 percent to 50 percent; before ERTA, unearned income
had been taxed more heavily than earned income, but after
it, both wete taxed at the same rates, with a top rate of 50
percent. Third, ERTA lowered from 28 percent to 20
percent the maximum rate at which capital gains were taxed
(capital gains or losses are the money one makes or loses
from selling property, including stocks and bonds).
Other'irnportantchanges made by ERTA may have had
differential effec&on blacks and whites, but since the data
available are limited, we will discuss these provisions in
only a general way. We ae r e f e g to changes in the
trerrment of certain deductions, credits, and exclusions from
income. For exampIe, the deduction for twoearner married
cwples was incrwad (to eliminate the ' h n i a g e penalty"),

the credit for child care was expplded and deductions of up
to $2,000 per year were permitted for contributions to
Individual Retirement Accounts (IRAs). The totality of
such special provisions, which require the itemization of
deductions, may significantty affect blacks and whites
Probably the most controversial feature of ERTA was a
provision that primarily affected business but may have had
an indirect impact on blacks. The Accelerated Cost
Recovery System (ACRS) allowed corporations billions of
dollars' w o h of tax breaks, significantlyreducing the
revenues generated by the tax system. As we discuss in a
a reduction in revenues invariably results in
budget cuts and reductions in social programs-many of
whose beneficiaries are blacks and other low-income

ERTA's Effect on AfterTax Income and Tax
~urden
To analyze how ERTA affected blacks and whites
differently, one first needs data on the tax payments made
by members of each race. But data on tax payments made
by race are not available, since the Internal Revenue Service
(JRS)does not collect information on the race of those
submitting tax forms. The U.S. Bureau of Census,
however, has attempted to estimate the average amount of
taxes paid by blacks and whites, using available
information on the incomes of blacks and whites and on the
taxes paid by people in each income group.
Census estimates of the before-tax and after-tax
incomes of blacks and whites for the year before ERTA's
passage and the first three years after it appear in Table 1.
The estimates show that in each year from 1980 to 1983,
whites had higher incomes than blacks and that, given the
progressivity of the tax structure (i.e., the fact that those
with higher incomes pay at higher tax rates), whites also
had larger average tax burdens. (Tax burden is the
percentage of before-tax income that is paid out in taxes.)
But the data also show that whites as a group apparently
benefited more &om ERTA's provisions than blacks did: the
real (inflation-adjusted) before-tax income of both blacks
and whites was lower in 1981,1982, and 1983 than it had
been in 1980 (probably because of the recession of 19811982), but by 1983 the r e d &-tax income of whites was
higher than it had been three years earlier, while the real
after-tax income of blacks was lower. Furthemore, in
percentage temv the after-tax income of blacks declined by
even rorc than the befm-tax income did Thus,for whites,

of time. Examples of income &e wages and salaries,
interest, profits, rent, dividends, pensions, and so forth.
Sources of income depend in part on wealth and on the form
of wealth that one holds. For purposes of this discussion,
wealth consists of the stock of money and property a person
owns at a particular time -for example: houses, land,
savings and checkhg accounts, household goods, cars,
stocks, and bonds. Some forms of wealth (household goods
and non-interest-bearing checking accounts) do not generate
taxable income. Some forms of income (wages and salaries,
transfers, and pensions) do not derive from individual
holdings of wealth.
The federal income tax is a tax on income, not on
wealth. It focuses on the flow of money received in a given
year rather than on holdings of money and property. (On the
local level, however, taxes are levied on property.) But for
people in the higher income brackets, wealth is important
as a source of income, and federal tax law permits some of
the cost of acquiring wealth to be deducted from adjusted
gross income. So although income rather than wealth is
taxed by the federal income tax, wealth is involved
indirectly. Further,until recently, income derived from
wealth was taxed at a different rate.
Tax r e f a m often ha= a different effect on p p k with
different levels of income: tbey often deal differently with
diffhnt
of inurme; and they allow &ductions for

the cost of acquiring different kinds of wealth. So it is not
surprising that, if blacks and whites have different amounts
and sources of income and wealth, they will also be affected
differently by various provisions of the tax law.

Amounts of Income
The data in Table 1show us that since 1980, whites
have had higher incomes than blacks. This is not
surprising, given the obstacles blacks have always faced in
the U.S. labor market. Even with all the gains made by
blacks during the past two decades, average black family
income has not been much more than 60 percent of average
white family income.1 At the lowest end of the income
scale, the gap between blacks and whites is particularly
large; 33 percent of blacks but 10 percent of whites have
incomes below the official poverty level? (Tk poverty
level is an amount three times the cost of a nutritional diet
for a family of a given size.) What is important to blacks
about E.RTA, therefore, and what wwld be important to
them about any tax reform legislation, is its handling of tax
ram for low-income people.
From this perspective, one of the rmst neworthy
features of ERTA is not what it did, but what it f d e d to
do. Unlike some previous tax refb i i ERTA failed to
ensure that people living in p
o
w did not have to pay

taxes. The "income tax threshold" ((described below in
between 1980 and 1984, when neither of t h e levels rose
detail) is the level of income below which one does not
with inflation, and the earned income tax credit is still not
have to pay federal income tax, and between 1976 and 1981
indexed at all,
Congress attempted to ensure that the threshold was set at
Several recent studies have documented the growth in
or above the poverty level. As inflation systematically
the tax burden of low-income pawns. One study by the
pushed the poverty level upward, Congress periodically
Urban Institute estimates that at federal tax burden (taxes
adjusted the income tax threshold upward. In 1981,
as a percentage of before-tax income)on those in the lowest
however, Congress did not make such an adjustment.
fifth of the population with respect to income increased 140
The income tax threshold has three components, which
percent (from 0.5 to 1.2 pacent); for everyone else, tfie tax
tax law treats as separate entities. One component is the
burden decreased (albeit modestly).4 According to a study by
standard deduction, or the zero bracket amount (ZBA), that
the Center on Budget and Policy Priorities, in 1978 a
is applicable to everyone with an income, whatever that
family of four whose earnings were at the poverty line paid
income is. The ZBA is the portion of income that is tax
$269 in federal income and Social Security taxes; in 1985
free;no income below this amount can be taxed. (In 1984,
the family pays $1,166.5 The same study showed that in
the ZBA was $2,300 for a single return and $3,400 f a a
1978, most families below the poverty line did not pay any
joint return.) ?he second component of the income tax
federal income tax; in 1985, a family of four whose annual
threshold is the exemption given to every person in a
incorne is $1,830 below the poverty line pays some federal
family or a tax unit, and this, too,is applicable to
incorne tax.
everyone, regardless of the family's total income.(In 1984,
ERTA hurt low-income people not only by failing to
the personal exemption was $1,000.) The larger the family,
index the components of the income tax threshold, but also
of course, the larger the total number of exemptions
by failing to compensate for the impact of inflation on tax
allowed The thircl component of the income tax threshold
brackets (which are an important component of the tax
is applicable only to families with children and an adjusted
structure). Inflation causes "bracket creep," which means
gross income of less than $11,000. Such families can claim
that it pushes the taxpayer into a higher tax bracket,
an eamed income tax credit (EX- credit applicable, as
increasing the tax burden without increasing real (inflationits n m suggests, only to earned income. ' I l e purpose of
adjusted) income. All taxpayers have suffered from bracket
the ERC is to give poor people an incentive to work and to
creep, but lower-income people have suffered more than
provide them with relief from Social Security taxes. (In
higher-income people: tax brackets are narrower at low
1984 the maximum earned income tax credit was $500,
leveIs of income than at high ones, so inflation pushes
figured as 10 percent of the first $5,000 of earned income
lower-income people into higher brackets more easily than
and a decreasing percentage for adjusted gross incomes
it pushes higher-income people into higher brackets.
between $6,000 and $10,000.)
Parenthetically, the Social Security (or payroll) tax,
ERTA did not tie any of these three components of the
which was increased in 1982, also favors people with
incorne tax threshold to inflation. That is, none of the three
higher incomes. Since it is applied against income only up
components automatically increased with the rate of
to a certain level, people in higher tax brackets achlally pay
inflation. m e application of such automatic increases is
at a lower rate than people in lower brackets. According to
ref& to as indexing.) In the years following the passage
census data, for example, in 1983 the Social Security tax
of ERTA, therefore, although the level of income that was
burden was 5.8 percent for people with earnings under
considered "poverty" kept rising with inflation, the standard
$5,000 per year, but 4.0 percent for people earning $50,000
deduction, the personal exemption, and the earned income
or more per year.
tax credit remained at their 1980 levels.
Robert S. McIntyre and Dean C. Tipps have summed
In 1984, Congress acted to eliminate some of these
up the effects of the ERTA tax cuts, inflation, and increases
inequities. The law it passed provided that, beginning in
in the Social Security tax for different income groups
1985, both the zero bracket amount and the personal
between 1982 and 1984.6 T h y show that for people whose
exemption would automatically increase with the rate of
before-tax incomes were under $15,000 a year, the 1981 tax
inflation. (The ZBA for 1985 goes from $2,300 to $2,390
cuts in~easedafter-tax income by $837 on average, but
for single returns and fiom $3,400 to $3,540 for joint
inflation and increases in the Social Security tax decreased
returns. The personal exemption increases from $1,000 to
after-tax income by an average of $1,495, leaving a net
$1,040.) The eamed income tax n d i t was not indexed, but
decrease in after-tax income of $658. In other words, for
it, too, was increased. (lie new maximum is $550, figured
people making under $15,000, the loss in income
as 11percent of the first $5,000 of earned income and a
attributable to W o n and to increases in the Social
decreasing pemmtage for adjusted gross incomes of $6,500
Secmity tax was 1.8 times the gain in income attributable
to $11,000.)
to the tax cut In contnst, for people whae before-tax
According to a repat by the Joint (Senate-House)
incomes were greater than $50,000, the 1981 tax cuts
Commitoee on Taxation, however, these changes were too
increased aim-tax income by an avtnge of $101,739,
littk~to~kfTbe~tindexingdtheZBAandtbe Wfiaeas~tionandinCreawinthe~Mtytu
pasonrlurenrptiondoesmtmalreupforwhathappared
decrwod --tax
by only $31,334
avarg~,

leaving a net imrease of $70,405. For the people making
over $50,000, therefore,tbe loss in m m attributable to
inflation and m incnases in the !kcial Security tax was
merely 031 times the gain in incorne attributable to the tax
cut (Remember that higher-income groups benefited not
d y fmm the across-the-board decreases received by
everyone, but also from the cut in the highest rate on

unearned income.)
I

I

Sources of Income and Wealth
The total amount of taxable income determines the rate
at which a person is taxed That total, however, is made up
of several parts depending on source, and not a I l the parts
are mated alike by tax law. One distinction is between
earned income (wages and salaries) and unearned income
(incomefrom investments); as we stated earlier, until the
passage of ERTA, unearned income was taxed at a different
rate fiom earned income. Another distinction is between
capital gains and other forms of unearned income; 60
percent of capital gains is excluded fiom taxation, so
although the rate on the included portion of capital gains is
taxed at the same rate as all other income,the rate applied
to capital gains as a whole is much lower. That is, before
ERTA, when the top rate on unearned income was 70
percent, the overall top rate on a l l capital gains income was
28 percent (70 percent applied to the 40 percent of capital
gains that was included as taxable income). When ERTA
reduced the top rate on unearned income from 70 to 50
percent, the top rate on capital gains went down to 20
percent (i.e., 50 percent of the 40 percent of capital gains
that was included in taxable income).
Income from other sources is also excluded from
taxation. For example, unemployment insurance and Social
Security payments are untaxed for those whwe total income
is below a certain amount Welfare payments are
completely untaxed ( m a t of the people receiving this form
of incorn are probably at or below the tax threshold, in
any cue). SchoIarships and certain awards and pdzes arc
other excluded fans of incorn.
Tax rates, then, depard to s o m extent on source d
iacam, md as Tabk 2 shows, in 1983blacks and whites
difFaui~lyinthejr~ofiaumre,wrceptfa

wage and salary incorn=(wbere the diffamu was only five
peacentage points). Whites w a e much marc likely to
acquire income b m selfemploymcnt, h m pension plans
and annuities, from property (dividends, interest, rent, and
royalties). B h k s were more l h l y to rely on public
s
assistance. (To a large extent, this d i f h m ~~f ~l e c t blacks'
greater poverty and consequently theit grrater need for
public assistance.) Given the basic differences between
black and white sources of income in large part reflect
differences in sources of income, the lowering of rates on
unearned income can be expected to benefit whites more
than blacks, and the lowering of rates on eamed income will
probably benefit both groups mare equally. It is isportant
to note, however, that even when taxes are reduced across
the board (as they were under ERTA), in monetary terms
the reduction is much m m for the wealthier families; that
is, 25 percent of $50,000 is much more money than 25
pacent of $5,000 is.
As we know, when we talk about sources of income,
in most cases except wages, salaries, and transfer payments
(welfare, pensions, unemployment insumnce, etc.) we are
really talking about income that flows from one or another
form of wealth. And the differences between black and white
sources of income in large part reflect d i f f m in the
value and kinds of wealth held In fact, differences in the
value of wealth held by blacks and whites are even greater
than the differences in incorned Average black income is 60
percent of average white income, but the average value of
b l d wealth is 33 percent of the average value of white
wealth.
Table 3 presents detailed information on the forms and
value of wealth held by blacks and whites in 1983. As the
data show, the average dollar value of white holdings was
larger than that of black holdings for every form of wealth
except equity in rental propeaty and equity in the person's
own business (and the black sample used to calculate the
figures for holdings of those two forms of wealth was so
small that the estimates are subject to question).
Moreover, the differences persist even when blacks arc
compared with whites in similar income groups.8 In other
words, a black household will probably have less wealth
(and therefore less income from wealth) than a white
household with the same income. This will be the case
regardless of how high or low the incornes in the two
households are, although usually the lower the income
group, the larger the gap.
The differences between black and white holdings of
wealth suggest that the census estimates presented in Table
1 may in fact underesrimate the extent to which ERTA
affected blacks and whites differently. In the first place,
since very little infarmation is known about capital gains
by race, the census assumed that blacks and whites in the
same income group had the same avuage amount of income
from capital gains. In the second place, although m y
impcrrtant*tionsdepeadupan$re~of
wealth. the census ;stumdthat blacks and w b in the

Income Tax Threshold

same income groups took the same average amount in
deductions. Both of these assumptions are unlikely since, as
we have seen, blacks within the same income bracket as
whites may have less wealth and therefore, a Werentid
ability to make capital gains or to take advantage of those
deductions.
One example of such a deduction is the one that is
most important for the average taxpaying unit--the
mortgage interest deduction. Clearly, whites own more
homes, and homes with higher values, than blacks do.
Given the segregation in the labor market that has forced
blacks into less desirable neighbohoods, even black
families with incomes similar to those of white families
probably own homes of lower value. So whites obtain
larger benefits fiom the mortgage interest deduction, which
derives from ownership of wealth. (However, since home
ownership makes up a larger propdon of total black
wealth, this deduction may be more important for blacks
than for whites in contributing to their abiity to
accumulate wealth.)
Another example of a deduction that blacks and whites
might have differential abilities to take advantage of is the
t
,
which rewards those who invest in
investment tax d
certain kinds of property. Various other business
deductions, too,are available to people who own their own
businesses (many costs involved in conducting business are
deductible), and again, whites are more advantaged.
Unfortunately, we know nothing about the deductions
that blacks and whites actually take. Further, very little
information is available on amount and form of wealth by
race and level of income. The information that is available,
however, suggests that even when blacks have the same
income as whites, they may have fewer and less valuable
deductions from income. Estimates of black and white tax
burdens that do not take this into account are, at best,
giving the minimum differences that may exist between
blacks and whites.

AU four plans would raise the income tax threshold m
one way ap another. All would increase the zero bracket
amount and the personal exemption; KemplRasten and
Treasury I1 would increase, in addition, the earned income
tax credit (although Kemp/Kasten would also phase it out
more rapidly than before), and KempKasten would relate
the E m to size of f d y . All except BradleyIGephardt
would also index each component of the income tax
threshold. Moreover, all except BradleyIGephardt would
recognize the special problems of single-parentfamilies by
adding a higher zero bmket amount for nonmarried heads of
household (under current law, a single head of household
has the same ZBA as a single individual without a family).
And under KempKasten, the first 20 percent of earned
income under $42,000 would be excluded from taxable
income.
So a l l parties seem to agree that the income tax
threshold should be both raised and indexed. Those two
actions should reduce the tax burden on the very poor and
should, therefore, help blacks as a group more than whites.
Moreover, the higher ZBA for single heads of household
would particularly benefit blacks, given the high proportion
of female-headed families among all black families.

~ ~ r o ~ o sfor
a lTax
s Reform
Given what we know about the impact of past tax
reform legislation and about black and white income and
wealth, we can now examine the four most publicized tax
reform plans that have been proposed for congressional
consideration. They are 'The Fair and Simple Tax Act of 1985," proposed by
Congressman Kemp and Senator Kasten (referred to as
the KemplKasten bill);
"The Fair Tax Act of 1985," proposed by Congressman
Gephardt and Senator Bradley (referred to as the
BradleyIGephxdt Bill);
The proposal (not put in the form of a bill) made by
the US. Treasury Department in Novembex 1984
Cr~asutyJ); and
The bill proposed by the U.S.Treasury Department in
May 1985 prssury IT), which is considered hesident
Reagan's tax reform package.

I

SimpZ@cation and Fairness
Besides addressing criticism that the current system is
unfair to lower-income people, the four plans also attempt
to answer the public outc~y(predating ERTA)for a tax
system that is simpler and fairer to aU taxpayers. They
would do this in two ways: with base broadening and a
modified flat tax.
Bare Broadening. What tax specialists c d base
broadening is the climix&cm of many deductions,
exclusions, and other special provis'i so that more
income will be included in the tax base and will, therefat,

be subject to taxation Deductions that have been criticized
for unjustifiably withdrawing income from the tax base
include, among others, the deduction for business meals and
expenses and the one for state and local taxes (these
of dollars of tax
deductions cost the government
=venue. every year). Income that has been excluded but that
would be made taxable by the new biUs -possibly with
profound effects on low-income people - includes, among
others, fringe benefits and unemployment compensation.
Fringe benefits would be taxed in three of the plans (all but
Kemp/Kasten), and unemployment compensation would be
taxed in all. In both cases, the xationale is greater equity.

''
'

In the case of fringe benefits, people whose insurance
coverage, for example, is provided by their employers do
not pay taxes on the premiums for such coverage, whereas
people who purchase their own coverage do pay taxes on
the income used to pay the premiums. Under
BradleyIGephardt, all fringe benefits would be taxed except
employer contributions to life insurance. Under Treasury I,
all employer-paid health-plan contributions that are above a
certain threshold amount would be taxed. Under Treasury II,
all employer-paid contributions to these plans below a
certain threshold amount would be taxed. Treasury I would
be most beneficial to low-income people, who are
presumably in jobs offering fewer benefits and whose
benefits would therefore probably be below the threshold
amount.
In the case of unemployment compensation, current
law exempts it from taxation when total income is below a
threshold amount.Proponents of a tax on unemployment
compensation claim that people with the same income
should pay the same tax,regardless of the source of the
income. The impact this would have on blacks in relation
to whites is hud to assess. Blacks suffer mare
unemployment, but when whites are unemployed, they
receive ununpbyment c c m p ~ molle
h often. Furtfier,

if someone's income (from whatever source) is below the
poverty line, it would probably also be below the tax
threshold proposed in these bills-and people living below
the poverty line are more concentrated in the black
population than in the white. So despite the higher
unemployment rates of blacks, a tax on all unemployment
compensation might have no greater impact on them than
on whites.
It is difficult to assess the relative impact of base
broadening as a whole on blacks and on whites because
information is lacking on the two groups' use of various
deductions and exclusions. For the black poor, certainly, h e
tax base is less critical than the tax threshold For blacks
other than the very poor, their relatively lower incomes and
less diverse sources of wealth and income presumably make
them less likely than whites to itemize deductions, so we
would expect base broadening to be less burdensome to
blacks than to whites. But complete base broadening is not
likely to occur, and ultimately the relative impact of base
broadening on blacks will depend upon which deductions
and exclusions are eliminated and which are not.
Modifid Flat Tar. Besides broadening the tax base,
the four plans seek to make the tax system simpler and
fairer by adopting a "modified flat tax." In other words, they
would collapse the existing 14 tax rates (or brackets) into 2
or 3 rates.
Why two or three and not just one flat tax? Studies
indicate that a single flat tax would be extremely regressive.
Although the rate of taxation would be the same for
everyone, the burden on low-income people would be far
greater, since a much higher proportion of their income is
allocated to the necessities of life. If one rate were imposed
with the condition that total tax revenues be kept at their
current level, a major shift in tax burden would have to take
place. According to the Joint Committee on Taxation, the
taxes of people with incomes under $5,000 would increase
by 1,259 percent, and the taxes of people making $50,000
and over would decrease by 53 percent9Broken down by
race, the average tax burden on blacks as a group would
increase by about 25 percent, whereas the average tax
burden on whites would remain about what it is now.
To avoid the extreme regressiveness entailed by one flat
tax and srill simplify the present system, the four bills
propose various combinations of rates. Treasury I and
Treasury 11 would have three tax rates: 15 percent, 25
percent, and 35 percent. BradleyIGephardt would have one
flat rate (14 percent) and two surtaxes (12 percent and 16
percent) on higher incomes, which would translate into
three brackets: 14 percent, 26 percent, and 30 percent
KemplKasten would have one tax -24 percent; but with
the 20 percent exclusion on earned income under $42,000
that we mentioned earlier, this would translate into two
bl;lckw: 1 9 2 percent for taxpayet3 with incomes under
$42,000and 28.8 percent for taxpayers with incomes of
$42,000 and higher (for people with total incomes under
$42,000 and some of i t unearned, the unearned @on
would be taxed at 24 percent).
-

I

'

The highest tax b m k t under cun-ent law is 50 percent.
Under Treasury I and II, the highest bracket would be 35
percent; under BradleylGephardt,30 percent; and under
Kernp-ten,
28.8 percent. Kemp/Kasten, therefore,
despite its generous tax thresholds, is the most regressive of
the bills. It would give identical treatment to all people
whose incomes fall between the poverty level and $42,000,
and identical treatment to all people whose incomes are
$42,000 and above. BradIeylGepha~dtis the next most
regressive. At one end of the income scale its treatment of
the poor (its income-tax threshold) would not be as
generous as that proposed in the other tax bills, and at the
other end its top tax rate would be lower than the top rate of

All the proposed bills seem to be less progressive than
current tax provisions: in a l l of them the highest bracket
would'be taxed at a lower rate than at present. But we say

base (i.e., setting lower rates but applying them to more
income) might or might not mean that tax burdens

proposals made by the four

(1) Treasury I and II are designed to be "revenue
neutral." In other words, the average tax burdens of different
income groups are supposed to remain the same. Because of
the provisions for base broadening, however, the tax burden
on families within income groups would change: families
that currently itemize and take advantage of various
deductions and exclusions would lose, and families that do
not itemize would gain. Revenue neutrality is less of a
concern in the BradIeylGephardt and KempKasten bills.

b i would not.
(3) Treasury It proposes to reduce the top rate on
capital gains income fkom its present 20 percent to 17.5

C

debt the government cwld absorb as much as half of all
domestic savings behwen 1984 and 1988. Only very rapid
economic growth could nullify that scenario.
To lower the budget deficit, the government has three
options, which it may use individually or in combination.
One option is to increase taxes, one is to cut spending, and
the third is to speed up economic growth enough so that
incomes, and therefore revenues, rise. President Reagan
asserts that the tax forms he is proposing will conmbute
to economic growth because they lower the tax rates on
corporations and on the more affluent and will eliminate
other disincentives to investment. But as Minarik's scenario
suggests, economic growth will have to be rapid to escape
the undertow exerted by the deficit
Until now, the American economy has met many of its
credit needs to fiance the deficit by borrowing from foreign
investors. But many people believe this has been costly to
the country as a whole, because to attract foreign capital,
interest rates have remained high. And the consequent
increase in the value of the dollar overseas has made
American exports more expensive and its imports less so,
which has hurt many domestic industries (some of which
employ blacks in large numbers).
Although some economic growth has occurred in recent
years, it has not been enough to produce a major
improvement in black employment. While growth has
resulted in more jobs for whites and blacks, blacks had
significantly higher unemployment rates to begin with.
Even with the current recovery, black unemployment rates
have maintained their historical trend of being at least twice
as high as white unemployment rates; the black
unemployment rate is 15 percent, compared with 6.4
percent for whites. Moreover, should an economic downturn
occur, past experience indicates that blacks would lose jobs
at a faster rate than whites. Therefore, making the tax
system less equitable in the interests of economic growth
could end up squeezing blacks at both ends by depriving
more of them of jobs (if the deficit, by keeping interest
rates high, either retards growth or harms exporting
industries), by reducing social programs in order to make up
the deficit, and, perhaps, by ultimately taxing them more to
compensate for the lowered revenues coming from business
and the affluent

Tax Reform, the Budget
Deficit, and Economic
Growth

Possibly even more important for blacks than tax base
and tax rate is the amount of revenue generated: can a tax
r e f m bill generate enough revenue to reduce or eliminate
the U.S. budget deficit? The deficit, the largest in the
nation's history, may be particularly detrimental to blacks.
A continuing or even increasing budget deficit will
eventually mean further cuts in domestic social programs,
on which blacks are often more dependent than whites, and
the deficit could also serve as a drag a economic growth,
leading to even greater fuhm deficits and further cuts in
social programs.

p ~ h Whole
e
and the Parts

I
Consider, for example, the scenario suggested by
Joseph Minadc.10 The economy expands and, as it does,
business and consumer borrowing grow. Those demands
COLE& with federal demands for credit to finance a $200
billion budget deficit. The consequent pressure on available
savings causes interest rates to rise, retarding investment

andeconomicgrowthAsMinvikseesit,tofinaweits

Most people fed that tax reform is inevitable. It is
necessary not only in the interests of equity, simplicity, and
economic growth, but also to restore public confide~we in
the tax system The impact it will have on different groups
will depend on the total package: how it distributes tax
burdens among all classes and taxpaying units (i.e.,
individuals and corporations), how it serves the needs of the
country for revenue, an& beyond those economic
considemi~s,how easily it can be understood and
-red

nonpoor blacks can be affectedby tax dorms differently
fiom whites. Further, the advent of high deficits, reductions
in social spending, and concern about the health of the
economy have made many black elected officials aware that
creating revenue is as important a policy tool as spending
revenue, with as much potential for helping cw hurting their
constituencies. This group is certain to scrutinize tax
reform in the years to come.

Even with the best tax reform package, some groups
will be losers and some will be winners. Ironically, black
taxpayers - although they have less income and less
wealth, are mare susceptible to changes in the economy,
and potentially have a lot to lose by a poorly designed plan
-have not been considered a special interest group vis-avis tax policy. Of come, insofar as the needs of the poor
are addressed, the needs of low-income blacks will be
addressed as well. As we have shown, however, even

Table 1
Mean Before-Tax and After-Tax Income and Tax Burden, by Race, 1980-1983
Percentage
Change
Mean Before-Tax Income+
Whites
Blacks
Mean After-Tax Income+
Whites
Blacks
Tax Burden (Mean Taxes as
Percentage of Mean BeforeTax Income)
Whites
Blacks

1980

1981

1982

1983

1980-1983*

$21,913
13,970

$21,505
13,457

$21,609
13,444

$21,885
13,675

-0.1%
-0.2%

$16,852
11,450

$16,437
10,945

$16,738
11,060

$17,166
11,311

1.9%
-1.2%

23.1%
18.0%

23.6%
18.7%

22.5%
17.7%

2 1.6%

-6.5%

17.3%

-3.9%

Source: U.S. Bureau of Census, -After-Tax Money Income Estimate of Houholds," Series P-23. Nos. 132,137, and 143.
'Ihe absolute change from 1980 to 1983 was dhidided by (or taken as a percentage of) the 1980 figure (as the base amount).
+Adjusted for inflation. Incomes for 1981-1983 arc given in 1980 dollars.

Table 2
Sources of Income for Black and White Families (1983)

I

White

Source of Income

Number of Families
Mean
Number of Families
Mean
as Percentage
Annual Amount
as Percentage
Annual Amount
of All White
of All Black
Received per
Received per
Families
Family
Families
Family
-

Wage or Salary
Self-Employment
Public Assistance and
Supplemental Income
Pensions and Annuities
Social Security or
Railroad Retirement
Dividends, Interest,
Rent, Royalties

Total

I

Black

-

---

82.2
17.0

$27,126
18,722

77.4
4.3

$18,818
8,141

5.4
13.9

3,184
7,622

26.1
7.8

3,274
7,244

23.2

7,118

22.0

5,092

72.2
100.0

2,668
$29,875

32.5
100.0

766
$18,317

Source: U.S. Census Bureau. "Money lncomc of Households. Families and Persons in the United States: 1983," Series P-60, No. 146.

Table 3
Value and Forms of Wealth Held per Household, by Race (1983)

I

White

Form of Wealth
Equity in own home
Equity in motor vehicles
Financial assets:
Cash, checking
accounts
Savings accounts
Savings bonds
CDs, bonds, loans
Stocks, mutual funds
Equity in rental
property+
Equity in own business+
Equity in own farm
Household goods and
other assets

I

Black

Average Value*

Number of Families
as Percentage of
All Black Families

Average Value*

62.4
70.4
95.3

$35,599
2,808
20,413

47.9
50.4
78.0

$25,589
2,043
2,180

91.1
77.0
22.9
17.5
21.8

1,117
5,107
1,808
38,786
33,838

70.7
48.2
10.8
1.6
3.4

515
1,670
396
15,823
6,544

14.7
10.8
2.7

69,926
68,140
120,862

7.2
2.2
0.1

7 1,395
71,514
55,250

100.0

6,270

100.0

4,438

Number of Families
as Percentage of
All White Families

Source: W i m P. O'Harc, Wea11hrvrd Eeonomic Starur:A Arspectiw on Racial Inequi~y(Washington, D.C.: Joint Center for Political
Studies. 1983).
*Only the houschdds that hold the particular asset are included in the avenging.
+The umpk population of Mvks awning this w e t was rdltively small. s o the averagevalue for blxk holdings of this asset may not be accurate.

BLACKS AND WELFARE POLICY
The country is engaged in a vigorous debate about the
future of federal welfare policy. Three factors have been at
the center of this debate: the high cost of welfare spending,
especially at a time of soaring federal budget deficits; belief
that the very costly social welfare programs of the past two
decades were largely ineffective in significantly alleviating
poverty; and the fear that some welfare programs, notably
Aid to Families with Dependent Children (AFDC) might be
intensifying social problems by encouraging dependency
and illegitimacy. Although these concerns have been most
vigorously expressed by conservative analysts and
policymakers long opposed to federal social welfare
programs, a growing number of other people now question
the continued effectiveness of programs like AFDC and
urge reform.
The social policy debate raises a number of profound
value questions about whether and to what extent the federal
government ought to provide assistance to the poor and
what criteria ought to be used to determine who should be
assisted But consideration of these questions, and more
broadly, attitudes toward welfare policy, are often influenced
by misconceptions about the way welfare costs are
disaibuted, who the recipients of welfare are, and the effects
welfare programs have had Many of these misconceptions
have racial overtones. Race has been a factor in public
attitudes toward welfare for two reasons. First, a
disproportionately large segment of the black population
receives assistance. Second, some of the social welfare
programs of the 1960s wen enacted in part to create
opportunities for those who had suffered from decades of
legalized discrimination. Welfare programs often are viewed
as handouts to blacks unwilling to support themselves.
This paper approaches the welfare debate by focusing on
some of these misconceptions with particular attention to
the racial factor.

Who Receives Welfare?
Over the past two decades, federal social welfare
expenditures increased substantially by every measm in
absolute dollars, as a percentage of the federal budget, and as
a pmportion of GNP.Public concern about this increase
appears to have centered on AFDC, Medicaid, and other
programs to aid the poor. However, welfare expenditures
also include several programs targeted at groups other than
the poor. These include Social Security and Medicare for the
elderly, veterans' compensation, disability and
unemployment support for worircrs, and fodazl loans for
college students. Moat of these programs wen established
aspartoftheNew~ofthe19305;somewuecreuedh
the mid-1%
otfien w a c modified in the early 19706.
The most costly change in tbe wtIfresystem during the

two decades was a major reform of the Social Security
system in 1972.Social Security benefits were increased by
20 percent, Pnd a cost of living adjustment (COLA) was
tied to these increased benefit levels. This COLA was
designed to protect the elderly on fued incomes from the
ravages of inflation which had significantly reduced the
buying power of the dollar. However, it rapidly escalated
social welfare expenditures, especially as the number of
Social Security recipients increased.
Virtually all of the other major welfare programs
experienced sharp increases in expditures as well. For
example, federal unemployment payments grew from $2.6
billion to $23.7 billion; veterans' compensation went from
$2 billion to $10 billion; and student assistance increased
from $329 million to $85 billion. In shoa during the past
two decades government social welfare spending
skyrocketed A closer look at the effects on two g m p s of
recipients -the elderly and the poor -will help put that
explosion and current concerns in perspective.

made by an individual during his or her working years.
Current Social Security payments come from current
payroll taxes. Yesterday's workers are being supported by
today's work force, and they are supported at a level that far
exceeds the money the government todc from their
paychecks many years ago. Thus, the elderly are living off
the current tax dollars of today's worker, some of whom are
poor and may qualify for means-tested government
assistance like food stamps and Medicaid in spite of their
incomes.

Benefits for the Elderly
Although Social Security benefits are distributed in a
n m-discriminating manner,blacks benefit less than whites
for two reasons. One is that blacks are mdenepresented
among Social Security recipients. Although they are 12
percent of the population, blacks are only 10 percent of the
families and 9 percent of the unrelated individuaIs receiving
Social Security. This undempmentation stems fiom the
fact that the life expectancy of blacks is lower than that for
whites. In 1982 the life expectancy for a black person was
almost six years less than for a white person (69 versus
75). Life expectancy for black men was actually less than
the retirement age -meaning that many black men who
contribute to Social Security all their working lives do not
live to receive benefits.

I

Benefits for the Poor
Ch~ldrenand families dependent on government
assistance programs have not fared as well as the elderly.
The principal program fiom which they receive direct
financial aid is AFDC. But no COLA clause was attached
to that program, and as a result, families with poor children
experienced a 30 percent decline in the real value of direct
government assistance during the past two decades. Other
welfare benefits such as Food Stamps and Medicaid also
declined by about 20 percent through inflation. By 1984,
the average annual AFDC payment was less than half the
average Social Security payment. While the federal
government spent about $8.3 billion in AFDC payments to
families with poor children in 1984, and another $20.1
billion on Medicaid, it paid out over $225 billion in Social
Security and Medicare benefits for the elderly.
Poverty among children has been rising dramatically.
Today, one in every five children growing up in America
over 14 million children are growing up in poverty.
Over half of all children in female-headed households are
poor. Even in families with a male breadwinner, over 13
percent of the children are poor.
Poverty handicaps children in a number of ways. Poor
women are less likely to receive prenatal care and are more
likely to give birth to underweight babies with severe
health problems. Living in poor households, children are
less likely than their white counterparts to receive adequate
preventive health care and more likely to experience
nutritional deficiencies that interfere with their leanring
abilities. Thus, the disadvantages of poverty accumulate and
prevent the child from acquiring the skills that could enable
him or her to break out of the cycle of poverty.
The major program to provide aid to poor children, later
to be called AFDC,was established during the New Deal
to help widows with children, and orphans. The federal
government provides over half the AFDC funds but state
governments administer the program and set eligibility
standards and benefit levels. This leads to great differexes
among states in benefit levels. In 1954, Alaska gave $800
monthly to a family of four, arxl pldissippi only $120. In
1984, only five states gave monthly AFDC payments
reaching even 70 percent of the federal poverty level. In
mast states, AFDC payments amount to less than half the
OW
povuty level, and in seven states tbe payments are
less than hncqutucer of t
h povaty EevtL

-

The other reason why blacks benefit less than whites
from Social Security is that their wages were lower than
those of whites during their working ye= and so theii
benefits are also lower. The average white family received
$7,117 from Social Security in 1983 while the average
black family received only $5,091. (Individual whites
received an average of $4,777 per year and individual blacks
only $3,721.)
Even though polls consistently show that a large
majority of the American public believes too much money
is spent on welfare, suppart for Social Security remains
very strong. Congress, thaefoce, has been damant about
protecting COLA for the elderly against the Reagan
administration's calls for budget reduction. Most Americans
believe that ntired workers nd eldesty citizens ace " e n W
to tbe ~ 1 t they
s receive. ?bey believe (araaeously) tfut
Social Security payments are simply rrhrms on tbe savings

-

Even though a quarter of all American children today
live in povaty, only about one in nine poor children
receive AFDC support Moreover, for those who receive
benefits at current assistance levels, AFDC is unlikely to
lift them out of poverty.

.The Effects of Welfare

11

EfSects on Family Structure
Over the past two decades, the number of families

applying for or receiving AFDC suppoxt
Contrary to popular stereotypes, many welfare motha
do work. However, work is not a very effective route off the
welfare rolls since the wages they earn usually are very low.
A Ill-time job at minimum wage will not provide a family
of three with an income above poverty level. Less than onethird of the women who turned-to Al%C for support
between 1968 and 1979 e a m d enough by working to
eventuallv lift themselves and their f d e s out ofmver&
and off
welfare rob. bout half of all motherswho kft
the welfare rolls do so as a result of marriage or remarriage.

tk

live in female-headed families. This trend is troubling not
only because it nm counter to traditional norms about
much higher probability of dying befm 30 than white
males do, and a higher percentage are in prison.
Moreover, a high percentage of the black men who
would be potential spouses are often unable to fdl the role

two-parent families. The poverty rate among black female-

aU "persistently pooi' households.

1

Critics of federal welfare programs have blamed these
programs for much of the increase in fernate-headed
families. They contend that the availability of AFDC
benefits encourages some men to neglect suppotting their
families or even to abandon their families.They also claim
that generous welfare benefits encourage young women to
have children out of wedlock. Although welfare rules in 26
states do deny benefits to families with an ablebodied father
in the househoId, several years of research has yielded no
evidence to support the view that welfare benefits contribute
significantly to either the dissolution of intact families or
to out-of-wedlock births.
If welfare benefits caused an increase in the number of
female-headed families, we would expect the increase to be
greatest in states with the highest benefit levels. Research
has found no consistent relationship between AFDC benefit
levels and the increase in the number of female-headed
families. In fact, reseachers at Harvard University found that
states with high benefit levels tended to have lower
illegitimacy rates than states with low benefit levels, even
after adjustments are made for differences in race, region,
education, income, and urbanization. No relationship
between the size of AFDC payment and the rate of
illegitimacy was found even when researchers d y looked
at illegitimacy among the groups most likely to be
eventual AFDC recipients (nonwhitz teenage high school
dropouts). In fact. between 1972 and 1980, the number of
children in black female-headed households increased by 20
percent, but the number of bI& children supported by
AFDC fell by 5 percent The women who w e
purportedIy having children "to get on weIfanWw a e not

remained between 85 and 90 for the past three decades, for
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blacks that ratio has been declining steadily since the early
1960s -wore the reform in welfare eligibility
requirements. In the 1950s and 19605, when employment
rates among nonwhite males were still a good 12 to 15
points below those for white males,the census leported that
nearly three-quartersof all black men were working. With
the recession of the 1970s, the gap between black and white
employment rates widened significantly, and by 1984 the
census counted only 55 percent of black men as employed.
(The rest were unemployed, not in the labor face, or not
available for interview.)

Welfare and Work Incentives
The claim is frequently made that welfare makes
recipients less willing to work. Neither attitudinal nor
demgraphic evidence supports this assertion. A recent LA.
Times survey showed that almost 80 percent of the poor
said they would prefer to earn their own living rather than
receive welfare and almost 90 percent said the best way to
deal with poverty was to give poor people job training or
create government jobs for them rather than simply give
them more money.
During the late 1960s and 1970s, when AFDC rolls
were expanding, the labor force participation rate of women,
both black and white, increased significantly. Even during
the period when welfare availability and benefits were most
rapidly increasing, women were entering the work world in
record numben. Today, over 60 percent of all black women
and 55 percent of all white women work. While most
mothers with children under age six do not work full time,
more black working mothers than white mothers of
preschoolers work full time. The facts do not support the
contention that the greater welfare dependence of black
women is associated with indolence.
Until the 1980s, legislators encouraged AFDC
recipients to combine work and welfare. In 1967,
legislation was passed requiring AFDC recipients with
children over six years old to register for work training. In
1969, the "$30 and a thirdt1rule allowed the first $30 and a
third of all other money earned by AFDC recipients to be
disregarded in computing monthly welfare benefits.
Moreover, work expenses could be deducted when
estimating income levels that determined eligibiity.
The Reagan administration's Omnibus Budget
Reconciliation Act (OBRA), passed in 1981, drastically
changed the work incentives for AFDC recipients. The "$30
and a third" rule was limited to the first four consecutive
months of employment; ceilings were fmed for child care
and working expenses. As a result of OBRA, approximately
half of all waking AFDC recipients lost
AFDC and
Medicaid eligibiity, costing their families both income
support and health cue coverage. Another 40 percent lost
part of their AFDC benefits. ?he effects of OBRA fell
heavily on the warking poor. According to r GAO report,
the OBRA refnms made it economically "rational" for
mrny warting AFDC recipients to give up w d to r&n

benefits. However, the incentive to work and not be
dependent on welfare is so great that the vast majority of
working Am)(:recipients chose to give up AFDC and
medical insurance rather than give up their employment
OBRA simultaneously tightened up eligibility rules for
AFDC and authorized states to operate work relief
programs, commonly known as "workfare." Previous
attempts to put welfare mothers to work (in the governmentsupported Work Incentive Program (WIN) of the late 1960s
and the Ford Foundation's Manpower Demonstration
Research projects) were not very successful. While they
showed that many welfare mothers were highly
motivated and wanted to support themselves, they
demonstrated that work programs needed to p~ovideadequate
support services like child care, transportation to work or
training, and remedial education in basic skills in order to
successfully train and place public assistance recipients in
private sector employment Many of these early programs
did not provide adequate suppart services and did not train
participants for jobs that would allow them to become selfsufficient
A number of workfare programs, planned and
administered by state agencies, are currently underway
across the country. Guidelines vary enormously. These
varying guidelines reflect the degree to which state
legislators are aware of the problems encountexed in the
WIN initiatives of the 1960s and pl&g
the new
program to prevent similar faiIutes. Massachusetts'
&are
prognm seem to be a prime example of
s-sfulplmming
mdiIlpknmtrtion.

In Massachusetts,pakiption m the program is
voluntary. A combmatian of counseling, training, social
support services, and work experience are tailored to the
needs of individualrecipients. This requires incteasedeffort
in the area of planning and management, and may increase
the immediate investment of time and money given to
welfare recipients. However, if successful, workfare
programs can result in great long-tam savings to taxpayers. In the Massachusetts ptogtam, an estimated 23,000
AFDC recipients have found private employment, resulting
in a savings to taxpayers of ova $36 million.
State workfare programs have great potential. The
initiative seems to enjoy much popularity among the
general public and the poor. Planning and implementation
at the state level may allow for more flexibility and
responsiveness to unique local and individual circumtances
than did fedetally legislated programs. For these initiatives
to be successful, care11planning and immediate increases
in administrative manpower may be necessary. However,
the programs promise to eventually pay off in long-term
savings to the taxpayers as more and more welfare
recipients become able to support themselves.

Reassessing WeEfare
When we look back on our record of social welfare
programs and ask if we have accomplished anything of
merit, the answer must be a resounding yes. Between
1950 and 1980, advances were made in eradicating poverty
and its effects, The official poverty rate dropped from 30
percent of the population to 13percent. Infant mortality
rates were cut in half and life expectancy increased.

While poverty remains a serious problem a m n g blaclc;,
the improvementin their life &tion
has been
substantial. Just hventy-five years ago, over half of aJl
black people in the U.S.lived in poverty. Today about a
third of all blacks in the US. are poor. While black infant
mortality rates are stiU twice those of whites, hey dropped
more rapidly for blacks than whites between 1950 and
1980, and life expectancy for bldcs increased almost nine
years between 1950 and 1980. (White life expectancy
increased only five y m . ) Claims of failure to the contrary,
it is clear that social welfare spending, especially in the area
of health care, has been of real benefit to blacks as well as
whites.
The U.S. government instituted AFDC and
unemployment insurance in the 1930s, when Americans
were faced with the reality that the economy could not
pmvi& jobs for a significant number of workers. These
were viewed as temporary expedients to get through a few
bad years. AFDC recipients still use welfare in this way. In
1979 (the most recent year for which data was collected)
about three out of ten families currently on AFDC had
received it for less than a year and the majority of families
had been on the rolls less than four years. Less than 8
percent had received public support uninteruptedly for 10
years. Thus, only a small proportion of AFDC recipients
could be characterized as having a "long term dependency"
on welfare.
Poor black familes stay on welfare longer on average
than white families because their general economic
situation is less likely to improve. 'Ihe jobless rate among
black men today is similar to that faced by the entire
working population in the Great Depression. The increase
in black female-headed families is strongly tied to the
increase in joblessness among black men but there is no
evidence that the availabiity of public assistance has led to
indolence and dependence. Public assistance has played an
important role in ensuring that all American children will
be provided with a minimum level of support but it does
not provide a "comfortable9' living standard.
Should public assistance do more than thii? There
seems to be a growing consensus that it should. Americans
believe in the dignity of work; they believe that jobs are
better than handouts. Many state legislatures are trying to
restructure their public assistance programs to achieve selfsufficiency rather than simply subsistance. In the short run,
this may require greater investments of time, effon, and
even money in programs for the ablebodied poor. However,
the potential payoff for taxpayers, and the poor themselves
is en-us.
National and state legislators will be debating these
issues in the upcoming year. They will ask if the nation
can
to invest the time and money required for
program that ahntopreparcthepoor.fotindependentlives.
Pernaps a better question is: Can we as a nation aEad the
big-term ca~esoff*
to aeate mining and
employmentoppnMliriesfor~poar?
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FOREWORD

Americans are engaged in a major reappraisal of the nation's public policy priorities and, more broadly, of the role of
the federal government in society. This reappraisal is most pmminently manifested in the current vigorous debate about
tax reform and about the future of social welfare programs. On one level the debate involves major questions about the
equitable distribution of the tax burden and social welfare benefits. On another level concem centers on the appropriate size
and role of government.
These are fundamental questions that affect everyone in the society-young and old, rich and poor, black and white.
And all of us must be involved in the search for answers. This publication is part of the Joint Center's effort to encourage
wide public discussion of these and other major national policy issues. Ours is a democratic society in which we have not
only the right but the obligation to participate in making major decisions based on a clear grasp of the issues.
a nationwide
This publication was prepared in cooperation with the organizers of the National Issues Forum 0,
program of community discussions which brings together interested citizens at the local level to discuss major public
policy issues. It complements monographs on tax and welfare policies prepared for these meetings by NIF sponsor, the
Domestic Policy Association, focusing attention on the effects of tax and welfare policies on blacks and the poor. Tax and
welfare options show that even though these policies are formulated without reference to race, they do have differential
racial effects because of differences between blacks and whites in level and sources of income. Ensuring equity in the
disaibution of the benefits and burdens of public policy requires that we pay attention to these differences.

.

This publication was written by Joint Center researchers Lynn Burbridge and Katherine McFate. Burbridge, an
economist, prepared the section on tax policy, and McFate, a specialist on social policy, prepared the section on welfare
policy. This project was completed under the supemision of Milton D. Morris, director of research, with assistance from
William OEare, associate director of research. Jane Lewin provided editorial assistance and James Partee and Betty Sellers
typed the manuscript. The Joint Center is grateful to these contributors for their outstanding work.

Tar and WelfarePolicy Options is one of a number of studies and reports that the Joint Center plans to issue in 1986.
Assisted by its Economic Policy Task Force, headed by Economist Marcus Alexis, dean of the College of Business
Administration, University of Illinois, and its Social Policy Task Force, headed by Eleanor Holrnes Norton, professor of
law, Georgetown University Law Center, the Joint Center seeks to clarify and illuminate national issues, in which blacks
and other minorities are major stakeholders.

Eddie N. Williams
President
Joint Center for Political Studies
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TAX REFORM AND ITS SPECIAL
IMPLICATIONS FOR BLACKS
Tax reform is generally considered not only desirable,
but also critical to the health of the American economy.
Nevertheless, reaching a consensus on what changes are
needed will be painful. The current tax system represents an
accumulation of various provisions that have been made
over the years to serve special needs and interests, and no
one group is going to look kindly on the elimination of
"its" provision -not even if the elimination serves the
purposes of simplicity, fairness, and economic growth.
Further, eliminating some deductions may cause major
dislocations. For example, d o n s of families have
purchased homes believing that the government would
"subsidize" part of the cost by providing a tax deduction for
mortgage interest payments.
As far as tax policy is concerned, blacks as a group
have usually not been considered a special interest group.
The poor have. Home owners have. The business
community has. Yet, an analysis of available data suggests
that the effects of past tax reforms on blacks as a group
have been very different from the effects on whites. ~ o t
surprisingly, therefore, black elected officials and others
concerned about the economic well-being of blacks have
taken particular interest in the tax packages now before
Congress.

The 1981 Tax Reforms
President Reagan pushed for major tax reforms in his
fust term His efforts and those of Congress produced the
Economic Recovery and Tax Act of 1981 (ERTA).
Several important features of ERTA have probably
affected blacks and whites differently, and we will discuss
the differences in detail in subsequent sections. First, ERTA
reduced tax rates for everyone in three stages -5 percent in
the first year after the act's passage and 10 percent in each of
the two succeeding years. Second, ERTA lowered the top
rate on unearned income (income from investments) from
70 percent to 50 percent; before ERTA, unearned income
had been taxed more heavily than earned income, but after
it, both wete taxed at the same rates, with a top rate of 50
percent. Third, ERTA lowered from 28 percent to 20
percent the maximum rate at which capital gains were taxed
(capital gains or losses are the money one makes or loses
from selling property, including stocks and bonds).
Other'irnportantchanges made by ERTA may have had
differential effec&on blacks and whites, but since the data
available are limited, we will discuss these provisions in
only a general way. We m r e f e g to changes in the
trerrment of certain deductions, credits, and exclusions from
income. For exampIe, the deduction for twoearner married
cwples was incrwad (to eliminate the ' h n i a g e penalty"),

the credit for child care was expplded and deductions of up
to $2,000 per year were permitted for contributions to
Individual Retirement Accounts (JRAs). The totality of
such special provisions, which require the itemization of
deductions, may significantty affect blacks and whites
Probably the most controversial feature of ERTA was a
provision that primarily affected business but may have had
an indirect impact on blacks. The Accelerated Cost
Recovery System (ACRS) allowed corporations billions of
dollars' w o h of tax breaks, significantlyreducing the
revenues generated by the tax system. As we discuss in a
a reduction in revenues invariably results in
budget cuts and reductions in social programs-many of
whose beneficiaries are blacks and other low-income

ERTA's Effect on AfterTax Income and Tax
~urden
To analyze how ERTA affected blacks and whites
differently, one first needs data on the tax payments made
by members of each race. But data on tax payments made
by race are not available, since the Internal Revenue Service
(JRS)does not collect information on the race of those
submitting tax forms. The U.S. Bureau of Census,
however, has attempted to estimate the average amount of
taxes paid by blacks and whites, using available
information on the incomes of blacks and whites and on the
taxes paid by people in each income group.
Census estimates of the before-tax and after-tax
incomes of blacks and whites for the year before ERTA's
passage and the first three years after it appear in Table 1.
The estimates show that in each year from 1980 to 1983,
whites had higher incomes than blacks and that, given the
progressivity of the tax structure (i.e., the fact that those
with higher incomes pay at higher tax rates), whites also
had larger average tax burdens. (Tax burden is the
percentage of before-tax income that is paid out in taxes.)
But the data also show that whites as a group apparently
benefited more &om ERTA's provisions than blacks did: the
real (inflation-adjusted) before-tax income of both blacks
and whites was lower in 1981,1982, and 1983 than it had
been in 1980 (probably because of the recession of 19811982), but by 1983 the r e d &-tax income of whites was
higher than it had been three years earlier, while the real
after-tax income of blacks was lower. Furthemore, in
percentage temv the after-tax income of blacks declined by
even rorc than the befm-tax income did Thus,for whites,

of time. Examples of income &e wages and salaries,
interest, profits, rent, dividends, pensions, and so forth.
Sources of income depend in part on wealth and on the form
of wealth that one holds. For purposes of this discussion,
wealth consists of the stock of money and property a person
owns at a particular time -for example: houses, land,
savings and checkhg accounts, household goods, cars,
stocks, and bonds. Some forms of wealth (household goods
and non-interest-bearing checking accounts) do not generate
taxable income. Some forms of income (wages and salaries,
transfers, and pensions) do not derive from individual
holdings of wealth.
The federal income tax is a tax on income, not on
wealth. It focuses on the flow of money received in a given
year rather than on holdings of money and property. (On the
local level, however, taxes are levied on property.) But for
people in the higher income brackets, wealth is important
as a source of income, and federal tax law permits some of
the cost of acquiring wealth to be deducted from adjusted
gross income. So although income rather than wealth is
taxed by the federal income tax, wealth is involved
indirectly. Further,until recently, income derived from
wealth was taxed at a different rate.
Tax r e f a m often ha= a different effect on p p k with
different levels of income: tbey often deal differently with
diffhnt SMUC~Sof inurme; and they allow &ductions for

the cost of acquiring different kinds of wealth. So it is not
surprising that, if blacks and whites have different amounts
and sources of income and wealth, they will also be affected
differently by various provisions of the tax law.

Amounts of Income
The data in Table 1show us that since 1980, whites
have had higher incomes than blacks. This is not
surprising, given the obstacles blacks have always faced in
the U.S. labor market. Even with all the gains made by
blacks during the past two decades, average black family
income has not been much more than 60 percent of average
white family income.1 At the lowest end of the income
scale, the gap between blacks and whites is particularly
large; 33 percent of blacks but 10 percent of whites have
incomes below the official poverty level? (Tk poverty
level is an amount three times the cost of a nutritional diet
for a family of a given size.) What is important to blacks
about E.RTA, therefore, and what wwld be important to
them about any tax reform legislation, is its handling of tax
ram for low-income people.
From this perspective, one of the rmst neworthy
features of ERTA is not what it did, but what it f d e d to
do. Unlike some previous tu:refb i i ERTA failed to
ensure that people living in p
o
w did not have to pay

taxes. The "income tax threshold" ((described below in
between 1980 and 1984, when neither of t h e levels rose
detail) is the level of income below which one does not
with inflation, and the earned income tax credit is still not
have to pay federal income tax, and between 1976 and 1981
indexed at all,
Congress attempted to ensure that the threshold was set at
Several recent studies have documented the growth in
or above the poverty level. As inflation systematically
the tax burden of low-income pasons. One study by the
pushed the poverty level upward, Congress periodically
Urban Institute estimates that at federal tax burden (taxes
adjusted the income tax threshold upward. In 1981,
as a percentage of before-tax income)on those in the lowest
however, Congress did not make such an adjustment.
fifth of the population with respect to income increased 140
The income tax threshold has three components, which
percent (from 0.5 to 1.2 pacent); for everyone else, tfie tax
tax law treats as separate entities. One component is the
burden decreased (albeit modestly).4 According to a study by
standard deduction, or the zero bracket amount (ZBA), that
the Center on Budget and Policy Priorities, in 1978 a
is applicable to everyone with an income, whatever that
family of f w r whose earnings were at the poverty line paid
income is. The ZBA is the portion of income that is tax
$269 in federal income and Social Security taxes; in 1985
free;no income below this amount can be taxed. (In 1984,
the family pays $1,166.5 The same study showed that in
the ZBA was $2,300 for a single return and $3,400 f a a
1978, most families below the poverty line did not pay any
joint return.) ?he second component of the income tax
federal income tax; in 1985, a family of four whose annual
threshold is the exemption given to every person in a
incorne is $1,830 below the poverty line pays some federal
family or a tax unit, and this, too,is applicable to
incorne tax.
everyone, regardless of the family's total income.(In 1984,
ERTA hurt low-income people not only by failing to
the personal exemption was $1,000.) The larger the family,
index the components of the income tax threshold, but also
of course, the larger the total number of exemptions
by failing to compensate for the impact of inflation on tax
allowed The thircl component of the income tax threshold
brackets (which are an important component of the tax
is applicable only to families with children and an adjusted
structure). Inflation causes "bracket creep," which means
gross income of less than $11,000. Such families can claim
that it pushes the taxpayer into a higher tax bracket,
an eamed income tax credit (EX- credit applicable, as
increasing the tax burden without increasing real (inflationits n m suggests, only to earned income. nK purpose of
adjusted) income. All taxpayers have suffered from bracket
the ERC is to give poor people an incentive to work and to
creep, but lower-income people have suffered more than
provide them with relief from Social Security taxes. (In
higher-income people: tax brackets are narrower at low
1984 the maximum earned income tax credit was $500,
leveIs of income than at high ones, so inflation pushes
figured as 10 percent of the first $5,000 of earned income
lower-income people into higher brackets more easily than
and a decreasing percentage for adjusted gross incomes
it pushes higher-income people into higher brackets.
between $6,000 and $10,000.)
Parenthetically, the Social Security (or payroll) tax,
ERTA did not tie any of these three components of the
which was increased in 1982, also favors people with
incorne tax threshold to inflation. That is, none of the three
higher incomes. Since it is applied against income only up
components automatically increased with the rate of
to a certain level, people in higher tax brackets achlally pay
inflation. m e application of such automatic increases is
at a lower rate than people in lower brackets. According to
ref& to as indexing.) In the years following the passage
census data, for example, in 1983 the Social Security tax
of ERTA, therefore, although the level of income that was
burden was 5.8 percent for people with earnings under
considered "poverty" kept rising with inflation, the standard
$5,000 per year, but 4.0 percent for people earning $50,000
deduction, the personal exemption, and the earned income
or more per year.
tax credit remained at their 1980 levels.
Robert S. McIntyre and Dean C. Tipps have summed
In 1984, Congress acted to eliminate some of these
up the effects of the ERTA tax cuts, inflation, and increases
inequities. The law it passed provided that, beginning in
in the Social Security tax for different income groups
1985, both the zero bracket amount and the personal
between 1982 and 1984.6 T h y show that for people whose
exemption would automatically increase with the rate of
before-tax incomes were under $15,000 a year, the 1981 tax
inflation. (The ZBA for 1985 goes from $2,300 to $2,390
cuts in~easedafter-tax income by $837 on average, but
for single returns and fiom $3,400 to $3,540 for joint
inflation and increases in the Social Security tax decreased
returns. The personal exemption increases from $1,000 to
after-tax income by an average of $1,495, leaving a net
$1,040.) The eamed income tax n d i t was not indexed, but
decrease in after-tax income of $658. In other words, for
it, too, was increased. (lie new maximum is $550, figured
people making under $15,000, the loss in income
as 11percent of the first $5,000 of earned income and a
attributable to W o n and to increases in the Social
decreasing pemmtage for adjusted gross incomes of $6,500
Secmity tax was 1.8 times the gain in income attributable
to $11,000.)
to the tax cut In contnst, for people whae before-tax
According to a repat by the Joint (Senate-House)
incomes were greater than $50,000, the 1981 tax cuts
Commitoee on Taxation, however, these changes were too
increased aim-tax income by an avtnge of $101,739,
littk~to~kfTbe~tindexingdtheZBAandtbe Wfiaeas~tionandinCreawinthe~Mtytu
pasonrlurenrptiondoesmtmalreupforwhathappared
decrwod --tax
by only $31,334
avarg~,

leaving a net imrease of $70,405. For the people making
over $50,000, therefore,tbe loss in m m attributable to
inflation and m incnases in the !kcial Security tax was
merely 031 times the gain in incorne attributable to the tax
cut (Remember that higher-income groups benefited not
d y fmm the across-the-board decreases received by
everyone, but also from the cut in the highest rate on

unearned income.)
I

I

Sources of Income and Wealth
The total amount of taxable income determines the rate
at which a person is taxed That total, however, is made up
of several parts depending on source, and not a I l the parts
are mated alike by tax law. One distinction is between
earned income (wages and salaries) and unearned income
(incomefrom investments); as we stated earlier, until the
passage of ERTA, unearned income was taxed at a different
rate fiom earned income. Another distinction is between
capital gains and other forms of unearned income; 60
percent of capital gains is excluded fiom taxation, so
although the rate on the included portion of capital gains is
taxed at the same rate as all other income,the rate applied
to capital gains as a whole is much lower. That is, before
ERTA, when the top rate on unearned income was 70
percent, the overall top rate on a l l capital gains income was
28 percent (70 percent applied to the 40 percent of capital
gains that was included as taxable income). When ERTA
reduced the top rate on unearned income from 70 to 50
percent, the top rate on capital gains went down to 20
percent (i.e., 50 percent of the 40 percent of capital gains
that was included in taxable income).
Income from other sources is also excluded from
taxation. For example, unemployment insurance and Social
Security payments are untaxed for those whwe total income
is below a certain amount Welfare payments are
completely untaxed ( m a t of the people receiving this form
of incorn are probably at or below the tax threshold, in
any cue). SchoIarships and certain awards and pdzes arc
other excluded fans of incorn.
Tax rates, then, depard to s o m extent on source d
iacam, md as Tabk 2 shows, in 1983blacks and whites
difFaui~lyinthejr~ofiaumre,wrceptfa

wage and salary incorn=(wbere the diffamu was only five
peacentage points). Whites w a e much marc likely to
acquire income b m selfemploymcnt, h m pension plans
and annuities, from property (dividends, interest, rent, and
royalties). B h k s were more l h l y to rely on public
s
assistance. (To a large extent, this d i f h m ~~f ~l e c t blacks'
greater poverty and consequently theit grrater need for
public assistance.) Given the basic differences between
black and white sources of income in large part reflect
differences in sources of income, the lowering of rates on
unearned income can be expected to benefit whites more
than blacks, and the lowering of rates on eamed income will
probably benefit both groups mare equally. It is isportant
to note, however, that even when taxes are reduced across
the board (as they were under ERTA), in monetary terms
the reduction is much m m for the wealthier families; that
is, 25 percent of $50,000 is much more money than 25
pacent of $5,000 is.
As we know, when we talk about sources of income,
in most cases except wages, salaries, and transfer payments
(welfare, pensions, unemployment insumnce, etc.) we are
really talking about income that flows from one or another
form of wealth. And the differences between black and white
sources of income in large part reflect d i f f m in the
value and kinds of wealth held In fact, differences in the
value of wealth held by blacks and whites are even greater
than the differences in incorned Average black income is 60
percent of average white income, but the average value of
b l d wealth is 33 percent of the average value of white
wealth.
Table 3 presents detailed information on the forms and
value of wealth held by blacks and whites in 1983. As the
data show, the average dollar value of white holdings was
larger than that of black holdings for every form of wealth
except equity in rental propeaty and equity in the person's
own business (and the black sample used to calculate the
figures for holdings of those two forms of wealth was so
small that the estimates are subject to question).
Moreover, the differences persist even when blacks arc
compared with whites in similar income groups.8 In other
words, a black household will probably have less wealth
(and therefore less income from wealth) than a white
household with the same income. This will be the case
regardless of how high or low the incornes in the two
households are, although usually the lower the income
group, the larger the gap.
The differences between black and white holdings of
wealth suggest that the census estimates presented in Table
1 may in fact underesrimate the extent to which ERTA
affected blacks and whites differently. In the first place,
since very little infarmation is known about capital gains
by race, the census assumed that blacks and whites in the
same income group had the same avuage amount of income
from capital gains. In the second place, although m y
impcrrtant*tionsdepeadupan$re~of
wealth. the census ;stumdthat blacks and w b in the

Income Tax Threshold

same income groups took the same average amount in
deductions. Both of these assumptions are unlikely since, as
we have seen, blacks within the same income bracket as
whites may have less wealth and therefore, a Werentid
ability to make capital gains or to take advantage of those
deductions.
One example of such a deduction is the one that is
most important for the average taxpaying unit--the
mortgage interest deduction. Clearly, whites own more
homes, and homes with higher values, than blacks do.
Given the segregation in the labor market that has forced
blacks into less desirable neighbohoods, even black
families with incomes similar to those of white families
probably own homes of lower value. So whites obtain
larger benefits fiom the mortgage interest deduction, which
derives from ownership of wealth. (However, since home
ownership makes up a larger propdon of total black
wealth, this deduction may be more important for blacks
than for whites in contributing to their abiity to
accumulate wealth.)
Another example of a deduction that blacks and whites
might have differential abilities to take advantage of is the
t
,
which rewards those who invest in
investment tax d
certain kinds of property. Various other business
deductions, too,are available to people who own their own
businesses (many costs involved in conducting business are
deductible), and again, whites are more advantaged.
Unfortunately, we know nothing about the deductions
that blacks and whites actually take. Further, very little
information is available on amount and form of wealth by
race and level of income. The information that is available,
however, suggests that even when blacks have the same
income as whites, they may have fewer and less valuable
deductions from income. Estimates of black and white tax
burdens that do not take this into account are, at best,
giving the minimum differences that may exist between
blacks and whites.

AU four plans would raise the income tax threshold m
one way ap another. All would increase the zero bracket
amount and the personal exemption; KemplRasten and
Treasury I1 would increase, in addition, the earned income
tax credit (although Kemp/Kasten would also phase it out
more rapidly than before), and KempKasten would relate
the E m to size of f d y . All except BradleyIGephardt
would also index each component of the income tax
threshold. Moreover, all except BradleyIGephardt would
recognize the special problems of single-parentfamilies by
adding a higher zero bmket amount for nonmamed heads of
household (under current law, a single head of household
has the same ZBA as a single individual without a family).
And under KempKasten, the first 20 percent of earned
income under $42,000 would be excluded from taxable
income.
So a l l parties seem to agree that the income tax
threshold should be both raised and indexed. Those two
actions should reduce the tax burden on the very poor and
should, therefore, help blacks as a group more than whites.
Moreover, the higher ZBA for single heads of household
would particularly benefit blacks, given the high proportion
of female-headed families among all black families.

~ ~ r o ~ o sfor
a lTax
s Reform
Given what we know about the impact of past tax
reform legislation and about black and white income and
wealth, we can now examine the four most publicized tax
reform plans that have been proposed for congressional
consideration. They are 'The Fair and Simple Tax Act of 1985," proposed by
Congressman Kemp and Senator Kasten (referred to as
the KemplKasten bill);
"The Fair Tax Act of 1985," proposed by Congressman
Gephardt and Senator Bradley (referred to as the
BradleyIGephxdt Bill);
The proposal (not put in the form of a bill) made by
the US. Treasury Department in Novembex 1984
Cr~asutyJ); and
The bill proposed by the U.S.Treasury Department in
May 1985 ~ ~ u IT),r which
y is considered hesident
Reagan's tur reform package.

I

SimpZ@cation and Fairness
Besides addressing criticism that the current system is
unfair to lower-income people, the four plans also attempt
to answer the public outc~y(predating ERTA)for a tax
system that is simpler and fairer to aU taxpayers. They
would do this in two ways: with base broadening and a
modified flat tax.
Bare Broadening. What tax specialists c d base
broadening is the cIimix&on of many deductions,
exclusions, and other special provis'i so that more
income will be included in the tax base and will, therefat,

be subject to taxation Deductions that have been criticized
for unjustifiably withdrawing income from the tax base
include, among others, the deduction for business meals and
expenses and the one for state and local taxes (these
of dollars of tax
deductions cost the government
=venue. every year). Income that has been excluded but that
would be made taxable by the new biUs -possibly with
profound effects on low-income people - includes, among
others, fringe benefits and unemployment compensation.
Fringe benefits would be taxed in three of the plans (all but
Kemp/Kasten), and unemployment compensation would be
taxed in all. In both cases, the xationale is greater equity.

''
'

In the case of fringe benefits, people whose insurance
coverage, for example, is provided by their employers do
not pay taxes on the premiums for such coverage, whereas
people who purchase their own coverage do pay taxes on
the income used to pay the premiums. Under
BradleyIGephardt, all fringe benefits would be taxed except
employer contributions to life insurance. Under Treasury I,
all employer-paid health-plan contributions that are above a
certain threshold amount would be taxed. Under Treasury II,
all employer-paid contributions to these plans below a
certain threshold amount would be taxed. Treasury I would
be most beneficial to low-income people, who are
presumably in jobs offering fewer benefits and whose
benefits would therefore probably be below the threshold
amount.
In the case of unemployment compensation, current
law exempts it from taxation when total income is below a
threshold amount.Proponents of a tax on unemployment
compensation claim that people with the same income
should pay the same tax,regardless of the source of the
income. The impact this would have on blacks in relation
to whites is hud to assess. Blacks suffer mare
unemployment, but when whites are unemployed, they
receive ununpbyment c c m p ~ molle
h often. Furtfier,

if someone's income (from whatever source) is below the
poverty line, it would probably also be below the tax
threshold proposed in these bills-and people living below
the poverty line are more concentrated in the black
population than in the white. So despite the higher
unemployment rates of blacks, a tax on all unemployment
compensation might have no greater impact on them than
on whites.
It is difficult to assess the relative impact of base
broadening as a whole on blacks and on whites because
information is lacking on the two groups' use of various
deductions and exclusions. For the black poor, certainly, h e
tax base is less critical than the tax threshold For blacks
other than the very poor, their relatively lower incomes and
less diverse sources of wealth and income presumably make
them less likely than whites to itemize deductions, so we
would expect base broadening to be less burdensome to
blacks than to whites. But complete base broadening is not
likely to occur, and ultimately the relative impact of base
broadening on blacks will depend upon which deductions
and exclusions are eliminated and which are not.
Modifid Flat Tar. Besides broadening the tax base,
the four plans seek to make the tax system simpler and
fairer by adopting a "modified flat tax." In other words, they
would collapse the existing 14 tax rates (or brackets) into 2
or 3 rates.
Why two or three and not just one flat tax? Studies
indicate that a single flat tax would be extremely regressive.
Although the rate of taxation would be the same for
everyone, the burden on low-income people would be far
greater, since a much higher proportion of their income is
allocated to the necessities of life. If one rate were imposed
with the condition that total tax revenues be kept at their
current level, a major shift in tax burden would have to take
place. According to the Joint Committee on Taxation, the
taxes of people with incomes under $5,000 would increase
by 1,259 percent, and the taxes of people making $50,000
and over would decrease by 53 percent9Broken down by
race, the average tax burden on blacks as a group would
increase by about 25 percent, whereas the average tax
burden on whites would remain about what it is now.
To avoid the extreme regressiveness entailed by one flat
tax and srill simplify the present system, the four bills
propose various combinations of rates. Treasury I and
Treasury 11 would have three tax rates: 15 percent, 25
percent, and 35 percent. BradleyIGephardt would have one
flat rate (14 percent) and two surtaxes (12 percent and 16
percent) on higher incomes, which would translate into
three brackets: 14 percent, 26 percent, and 30 percent
KemplKasten would have one tax -24 percent; but with
the 20 percent exclusion on earned income under $42,000
that we mentioned earlier, this would translate into two
bl;lckw: 1 9 2 percent for taxpayet3 with incomes under
$42,000and 28.8 percent for taxpayers with incomes of
$42,000 and higher (for people with total incomes under
$42,000 and some of i t unearned, the unearned @on
would be taxed at 24 percent).
-

I
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The highest tax b m k t under cun-ent law is 50 percent.
Under Treasury I and II, the highest bracket would be 35
percent; under BradleylGephardt,30 percent; and under
Kernp-ten,
28.8 percent. Kemp/Kasten, therefore,
despite its generous tax thresholds, is the most regressive of
the bills. It would give identical treatment to all people
whose incomes fall between the poverty level and $42,000,
and identical treatment to all people whose incomes are
$42,000 and above. BradIeylGepha~dtis the next most
regressive. At one end of the income scale its treatment of
the poor (its income-tax threshold) would not be as
generous as that proposed in the other tax bills, and at the
other end its top tax rate would be lower than the top rate of

All the proposed bills seem to be less progressive than
current tax provisions: in a l l of them the highest bracket
would'be taxed at a lower rate than at present. But we say

base (i.e., setting lower rates but applying them to more
income) might or might not mean that tax burdens

proposals made by the four

(1) Treasury I and II are designed to be "revenue
neutral." In other words, the average tax burdens of different
income groups are supposed to remain the same. Because of
the provisions for base broadening, however, the tax burden
on families within income groups would change: families
that currently itemize and take advantage of various
deductions and exclusions would lose, and families that do
not itemize would gain. Revenue neutrality is less of a
concern in the BradIeylGephardt and KempKasten bills.

b i would not.
(3) Treasury It proposes to reduce the top rate on
capital gains income fkom its present 20 percent to 17.5

C

debt the government cwld absorb as much as half of all
domestic savings behwen 1984 and 1988. Only very rapid
economic growth could nullify that scenario.
To lower the budget deficit, the government has three
options, which it may use individually or in combination.
One option is to increase taxes, one is to cut spending, and
the third is to speed up economic growth enough so that
incomes, and therefore revenues, rise. President Reagan
asserts that the tax forms he is proposing will conmbute
to economic growth because they lower the tax rates on
corporations and on the more affluent and will eliminate
other disincentives to investment. But as Minarik's scenario
suggests, economic growth will have to be rapid to escape
the undertow exerted by the deficit
Until now, the American economy has met many of its
credit needs to fiance the deficit by borrowing from foreign
investors. But many people believe this has been costly to
the country as a whole, because to attract foreign capital,
interest rates have remained high. And the consequent
increase in the value of the dollar overseas has made
American exports more expensive and its imports less so,
which has hurt many domestic industries (some of which
employ blacks in large numbers).
Although some economic growth has occurred in recent
years, it has not been enough to produce a major
improvement in black employment. While growth has
resulted in more jobs for whites and blacks, blacks had
significantly higher unemployment rates to begin with.
Even with the current recovery, black unemployment rates
have maintained their historical trend of being at least twice
as high as white unemployment rates; the black
unemployment rate is 15 percent, compared with 6.4
percent for whites. Moreover, should an economic downturn
occur, past experience indicates that blacks would lose jobs
at a faster rate than whites. Therefore, making the tax
system less equitable in the interests of economic growth
could end up squeezing blacks at both ends by depriving
more of them of jobs (if the deficit, by keeping interest
rates high, either retards growth or harms exporting
industries), by reducing social programs in order to make up
the deficit, and, perhaps, by ultimately taxing them more to
compensate for the lowered revenues coming from business
and the affluent

Tax Reform, the Budget
Deficit, and Economic
Growth

Possibly even more important for blacks than tax base
and tax rate is the amount of revenue generated: can a tax
r e f m bill generate enough revenue to reduce or eliminate
the U.S. budget deficit? The deficit, the largest in the
nation's history, may be particularly detrimental to blacks.
A continuing or even increasing budget deficit will
eventually mean further cuts in domestic social programs,
on which blacks are often more dependent than whites, and
the deficit could also serve as a drag a economic growth,
leading to even greater fuhm deficits and further cuts in
social programs.

p ~ h Whole
e
and the Parts

I
Consider, for example, the scenario suggested by
Joseph Minadc.10 The economy expands and, as it does,
business and consumer borrowing grow. Those demands
COLE& with federal demands for credit to finance a $200
billion budget deficit. The consequent pressure on available
savings causes interest rates to rise, retarding investment

andeconomicgrowthAsMinvikseesit,tofinaweits

Most people fed that tax reform is inevitable. It is
necessary not only in the interests of equity, simplicity, and
economic growth, but also to restore public confide~we in
the tax system The impact it will have on different groups
will depend on the total package: how it distributes tax
burdens among all classes and taxpaying units (i.e.,
individuals and corporations), how it serves the needs of the
country for revenue, an& beyond those economic
considemi~s,how easily it can be understood and
-red

nonpoor blacks can be affectedby tax dorms differently
fiom whites. Further, the advent of high deficits, reductions
in social spending, and concern about the health of the
economy have made many black elected officials aware that
creating revenue is as important a policy tool as spending
revenue, with as much potential for helping cw hurting their
constituencies. This group is certain to scrutinize tax
reform in the years to come.

Even with the best tax reform package, some groups
will be losers and some will be winners. Ironically, black
taxpayers - although they have less income and less
wealth, are mare susceptible to changes in the economy,
and potentially have a lot to lose by a poorly designed plan
-have not been considered a special interest group vis-avis tax policy. Of come, insofar as the needs of the poor
are addressed, the needs of low-income blacks will be
addressed as well. As we have shown, however, even

Table 1
Mean Before-Tax and After-Tax Income and Tax Burden, by Race, 1980-1983
Percentage
Change
Mean Before-Tax Income+
Whites
Blacks
Mean After-Tax Income+
Whites
Blacks
Tax Burden (Mean Taxes as
Percentage of Mean BeforeTax Income)
Whites
Blacks

1980

1981

1982

1983

1980-1983*

$21,913
13,970

$21,505
13,457

$21,609
13,444

$21,885
13,675

-0.1%
-0.2%

$16,852
11,450

$16,437
10,945

$16,738
11,060

$17,166
11,311

1.9%
-1.2%

23.1%
18.0%

23.6%
18.7%

22.5%
17.7%

2 1.6%

-6.5%

17.3%

-3.9%

Source: U.S. Bureau of Census, -After-Tax Money Income Estimate of Houholds," Series P-23. Nos. 132,137, and 143.
'Ihe absolute change from 1980 to 1983 was dhidided by (or taken as a percentage of) the 1980 figure (as the base amount).
+Adjusted for inflation. Incomes for 1981-1983 arc given in 1980 dollars.

Table 2
Sources of Income for Black and White Families (1983)

I

White

Source of Income

Number of Families
Mean
Number of Families
Mean
as Percentage
Annual Amount
as Percentage
Annual Amount
of All White
of All Black
Received per
Received per
Families
Family
Families
Family
-

Wage or Salary
Self-Employment
Public Assistance and
Supplemental Income
Pensions and Annuities
Social Security or
Railroad Retirement
Dividends, Interest,
Rent, Royalties

Total

I

Black

-

---

82.2
17.0

$27,126
18,722

77.4
4.3

$18,818
8,141

5.4
13.9

3,184
7,622

26.1
7.8

3,274
7,244

23.2

7,118

22.0

5,092

72.2
100.0

2,668
$29,875

32.5
100.0

766
$18,317

Source: U.S. Census Bureau. "Money lncomc of Households. Families and Persons in the United States: 1983," Series P-60, No. 146.

Table 3
Value and Forms of Wealth Held per Household, by Race (1983)

I

White

Form of Wealth
Equity in own home
Equity in motor vehicles
Financial assets:
Cash, checking
accounts
Savings accounts
Savings bonds
CDs, bonds, loans
Stocks, mutual funds
Equity in rental
property+
Equity in own business+
Equity in own farm
Household goods and
other assets

I

Black

Average Value*

Number of Families
as Percentage of
All Black Families

Average Value*

62.4
70.4
95.3

$35,599
2,808
20,413

47.9
50.4
78.0

$25,589
2,043
2,180

91.1
77.0
22.9
17.5
21.8

1,117
5,107
1,808
38,786
33,838

70.7
48.2
10.8
1.6
3.4

515
1,670
396
15,823
6,544

14.7
10.8
2.7

69,926
68,140
120,862

7.2
2.2
0.1

7 1,395
71,514
55,250

100.0

6,270

100.0

4,438

Number of Families
as Percentage of
All White Families

Source: W i m P. O'Harc, Wea11hrvrd Eeonomic Starur:A Arspectiw on Racial Inequi~y(Washington, D.C.: Joint Center for Political
Studies. 1983).
*Only the houschdds that hold the particular asset are included in the avenging.
+The umpk population of Mvks awning this w e t was rdltively small. s o the averagevalue for blxk holdings of this asset may not be accurate.

BLACKS AND WELFARE POLICY
The country is engaged in a vigorous debate about the
future of federal welfare policy. Three factors have been at
the center of this debate: the high cost of welfare spending,
especially at a time of soaring federal budget deficits; belief
that the very costly social welfare programs of the past two
decades were largely ineffective in significantly alleviating
poverty; and the fear that some welfare programs, notably
Aid to Families with Dependent Children (AFDC) might be
intensifying social problems by encouraging dependency
and illegitimacy. Although these concerns have been most
vigorously expressed by conservative analysts and
policymakers long opposed to federal social welfare
programs, a growing number of other people now question
the continued effectiveness of programs like AFDC and
urge reform.
The social policy debate raises a number of profound
value questions about whether and to what extent the federal
government ought to provide assistance to the poor and
what criteria ought to be used to determine who should be
assisted But consideration of these questions, and more
broadly, attitudes toward welfare policy, are often influenced
by misconceptions about the way welfare costs are
disaibuted, who the recipients of welfare are, and the effects
welfare programs have had Many of these misconceptions
have racial overtones. Race has been a factor in public
attitudes toward welfare for two reasons. First, a
disproportionately large segment of the black population
receives assistance. Second, some of the social welfare
programs of the 1960s wen enacted in part to create
opportunities for those who had suffered from decades of
legalized discrimination. Welfare programs often are viewed
as handouts to blacks unwilling to support themselves.
This paper approaches the welfare debate by focusing on
some of these misconceptions with particular attention to
the racial factor.

Who Receives Welfare?
Over the past two decades, federal social welfare
expenditures increased substantially by every measm in
absolute dollars, as a percentage of the federal budget, and as
a pmportion of GNP.Public concern about this increase
appears to have centered on AFDC, Medicaid, and other
programs to aid the poor. However, welfare expenditures
also include several programs targeted at groups other than
the poor. These include Social Security and Medicare for the
elderly, veterans' compensation, disability and
unemployment support for worircrs, and fodazl loans for
college students. Moat of these programs wen established
aspartoftheNew~ofthe19305;somewuecreuedh
the mid-1%
otfien w a c modified in the early 19706.
The most costly change in tbe wtIfresystem during the

two decades was a major reform of the Social Security
system in 1972.Social Security benefits were increased by
20 percent, Pnd a cost of living adjustment (COLA) was
tied to these increased benefit levels. This COLA was
designed to protect the elderly on fued incomes from the
ravages of inflation which had significantly reduced the
buying power of the dollar. However, it rapidly escalated
social welfare expenditures, especially as the number of
Social Security recipients increased.
Virtually all of the other major welfare programs
experienced sharp increases in expditures as well. For
example, federal unemployment payments grew from $2.6
billion to $23.7 billion; veterans' compensation went from
$2 billion to $10 billion; and student assistance increased
from $329 million to $85 billion. In shoa during the past
two decades government social welfare spending
skyrocketed A closer look at the effects on two g m p s of
recipients -the elderly and the poor -will help put that
explosion and current concerns in perspective.

made by an individual during his or her working years.
Current Social Security payments come from current
payroll taxes. Yesterday's workers are being supported by
today's work force, and they are supported at a level that far
exceeds the money the government took from their
paychecks many years ago. Thus, the elderly are living off
the current tax dollars of today's worker, some of whom are
poor and may qualify for means-tested government
assistance like food stamps and Medicaid in spite of their
incomes.

Benefits for the Elderly
Although Social Security benefits are distributed in a
n m-discriminating manner,blacks benefit less than whites
for two reasons. One is that blacks are mdenepresented
among Social Security recipients. Although they are 12
percent of the population, blacks are only 10 percent of the
f a d i e s and 9 percent of the unrelated individuaIs receiving
Social Security. This undempmentation stems fiom the
fact that the life expectancy of blacks is lower than that for
whites. In 1982 the life expectancy for a black person was
almost six years less than for a white person (69 versus
75). Life expectancy for black men was actually less than
the retirement age -meaning that many black men who
contribute to Social Security all their working lives do not
live to receive benefits.
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Benefits for the Poor
Ch~ldrenand families dependent on government
assistance programs have not fared as well as the elderly.
The principal program fiom which they receive direct
financial aid is AFDC. But no COLA clause was attached
to that program, and as a result, families with poor children
experienced a 30 percent decline in the real value of direct
government assistance during the past two decades. Other
welfare benefits such as Food Stamps and Medicaid also
declined by about 20 percent through inflation. By 1984,
the average annual AFDC payment was less than half the
average Social Security payment. While the federal
government spent about $8.3 billion in AFDC payments to
families with poor children in 1984, and another $20.1
billion on Medicaid, it paid out over $225 billion in Social
Security and Medicare benefits for the elderly.
Poverty among children has been rising dramatically.
Today, one in every five children growing up in America
over 14 million children are growing up in poverty.
Over half of all children in female-headed households are
poor. Even in families with a male breadwinner, over 13
percent of the children are poor.
Poverty handicaps children in a number of ways. Poor
women are less likely to receive prenatal care and are more
likely to give birth to underweight babies with severe
health problems. Living in poor households, children are
less likely than their white counterparts to receive adequate
preventive health care and more likely to experience
nutritional deficiencies that interfere with their leanring
abilities. Thus, the disadvantages of poverty accumulate and
prevent the child from acquiring the skills that could enable
him or her to break out of the cycle of poverty.
The major program to provide aid to poor children, later
to be called AFDC,was established during the New Deal
to help widows with children, and orphans. The federal
government provides over half the AFDC funds but state
governments administer the program and set eligibility
standards and benefit levels. This leads to great differexes
among states in benefit levels. In 1954, Alaska gave $800
monthly to a family of four, arxl pldissippi only $120. In
1984, only five states gave monthly AFDC payments
reaching even 70 percent of the federal poverty level. In
mast states, AFDC payments amount to less than half the
OW
poverty level, and in seven states tbe payments are
less than hncqutucer of t
h povaty EevtL

-

The other reason why blacks benefit less than whites
from Social Security is that their wages were lower than
those of whites during their working ye= and so theii
benefits are also lower. The average white family received
$7,117 from Social Security in 1983 while the average
black family received only $5,091. (Individual whites
received an average of $4,777 per year and individual blacks
only $3,721.)
Even though polls consistently show that a large
majority of the American public believes too much money
is spent on welfare, suppart for Social Security remains
very strong. Congress, thaefoce, has been damant about
protecting COLAs for the elderly against the Reagan
administration's calls for budget reduction. Most Americans
believe that ntired workers nd eldesty citizens ace " e n W
to tbe ~ 1 t they
s receive. ?bey believe (araaeously) tfut
Social Security payments ae simply rrhrms on tbe savings

-

Even though a quarter of all American children today
live in povaty, only about one in nine poor children
receive AFDC support Moreover, for those who receive
benefits at current assistance levels, AFDC is unlikely to
lift them out of poverty.

.The Effects of Welfare
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EfSects on Family Structure
Over the past two decades, the number of families

applying for or receiving AFDC suppoxt
Contrary to popular stereotypes, many welfare motha
do work. However, work is not a very effective route off the
welfare rolls since the wages they earn usually are very low.
A Ill-time job at minimum wage will not provide a family
of three with an income above poverty level. Less than onethird of the women who turned-to Al%C for support
between 1968 and 1979 e a m d enough by working to
eventuallv lift themselves and their f d e s out o f m v e r t ~
and off
welfare rob. bout half of all motherswho kft
the welfare rolls do so as a result of marriage or remarriage.

tk

live in female-headed families. This trend is troubling not
only because it
counter to traditional norms about
much higher probability of dying befm 30 than white
males do, and a higher percentage are in prison.
Moreover, a high percentage of the black men who
would be potential spouses are often unable to fdl the role

two-parent families. The poverty rate among black female-

aU "persistently pooi' households.

1

Critics of federal welfare programs have blamed these
programs for much of the increase in fernate-headed
families. They contend that the availability of AFDC
benefits encourages some men to neglect suppotting their
families or even to abandon their families.They also claim
that generous welfare benefits encourage young women to
have children out of wedlock. Although welfare rules in 26
states do deny benefits to families with an ablebodied father
in the househoId, several years of research has yielded no
evidence to support the view that welfare benefits contribute
significantly to either the dissolution of intact families or
to out-of-wedlock births.
If welfare benefits caused an increase in the number of
female-headed families, we would expect the increase to be
greatest in states with the highest benefit levels. Research
has found no consistent relationship between AFDC benefit
levels and the increase in the number of female-headed
families. In fact, reseachers at Harvard University found that
states with high benefit levels tended to have lower
illegitimacy rates than states with low benefit levels, even
after adjustments are made for differences in race, region,
education, income, and urbanization. No relationship
between the size of AFDC payment and the rate of
illegitimacy was found even when researchers d y looked
at illegitimacy among the groups most likely to be
eventual AFDC recipients (nonwhitz teenage high school
dropouts). In fact. between 1972 and 1980, the number of
children in black female-headed households increased by 20
percent, but the number of bI& children supported by
AFDC fell by 5 percent The women who w e
purportedIy having children "to get on weIfanWw a e not

remained between 85 and 90 for the past three decades, for
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blacks that ratio has been declining steadily since the early
1960s -wore the reform in welfare eligibility
requirements. In the 1950s and 19605, when employment
rates among nonwhite males were still a good 12 to 15
points below those for white males,the census leported that
nearly three-quartersof all black men were working. With
the recession of the 1970s, the gap between black and white
employment rates widened significantly, and by 1984 the
census counted only 55 percent of black men as employed.
(The rest were unemployed, not in the labor face, or not
available for interview.)

Welfare and Work Incentives
The claim is frequently made that welfare makes
recipients less willing to work. Neither attitudinal nor
demgraphic evidence supports this assertion. A recent LA.
Times survey showed that almost 80 percent of the poor
said they would prefer to earn their own living rather than
receive welfare and almost 90 percent said the best way to
deal with poverty was to give poor people job training or
create government jobs for them rather than simply give
them more money.
During the late 1960s and 1970s, when AFDC rolls
were expanding, the labor force participation rate of women,
both black and white, increased significantly. Even during
the period when welfare availability and benefits were most
rapidly increasing, women were entering the work world in
record numben. Today, over 60 percent of all black women
and 55 percent of all white women work. While most
mothers with children under age six do not work full time,
more black working mothers than white mothers of
preschoolers work full time. The facts do not support the
contention that the greater welfare dependence of black
women is associated with indolence.
Until the 1980s, legislators encouraged AFDC
recipients to combine work and welfare. In 1967,
legislation was passed requiring AFDC recipients with
children over six years old to register for work training. In
1969, the "$30 and a thirdt1rule allowed the first $30 and a
third of all other money earned by AFDC recipients to be
disregarded in computing monthly welfare benefits.
Moreover, work expenses could be deducted when
estimating income levels that determined eligibiity.
The Reagan administration's Omnibus Budget
Reconciliation Act (OBRA), passed in 1981, drastically
changed the work incentives for AFDC recipients. The "$30
and a third" rule was limited to the first four consecutive
months of employment; ceilings were fmed for child care
and working expenses. As a result of OBRA, approximately
half of all waking AFDC recipients lost
AFDC and
Medicaid eligibiity, costing their families both income
support and health cue coverage. Another 40 percent lost
part of their AFDC benefits. ?he effects of OBRA fell
heavily on the warking poor. According to r GAO report,
the OBRA refnms made it economically "rational" for
mrny warting AFDC recipients to give up w d to r&n

benefits. However, the incentive to work and not be
dependent on welfare is so great that the vast majority of
working Am)(:recipients chose to give up AFDC and
medical insurance rather than give up their employment
OBRA simultaneously tightened up eligibility rules for
AFDC and authorized states to operate work relief
programs, commonly known as "workfare." Previous
attempts to put welfare mothers to work (in the governmentsupported Work Incentive Program (WIN) of the late 1960s
and the Ford Foundation's Manpower Demonstration
Research projects) were not very successful. While they
showed that many welfare mothers were highly
motivated and wanted to support themselves, they
demonstrated that work programs needed to p~ovideadequate
support services like child care, transportation to work or
training, and remedial education in basic skills in order to
successfully train and place public assistance recipients in
private sector employment Many of these early programs
did not provide adequate suppart services and did not train
participants for jobs that would allow them to become selfsufficient
A number of workfare programs, planned and
administered by state agencies, are currently underway
across the country. Guidelines vary enormously. These
varying guidelines reflect the degree to which state
legislators are aware of the problems encountexed in the
WIN initiatives of the 1960s and pl&g
the new
program to prevent similar faiIutes. Massachusetts'
&are
prognm seem to be a prime example of
s-sfulplmming
mdiIlpknmtrtion.

In Massachusetts,pakiption m the program is
voluntary. A combmatian of counseling, training, social
support services, and work experience are tailored to the
needs of individualrecipients. This requires incteasedeffort
in the area of planning and management, and may increase
the immediate investment of time and money given to
welfare recipients. However, if successful, workfare
programs can result in great long-tam savings to taxpayers. In the Massachusetts ptogtam, an estimated 23,000
AFDC recipients have found private employment, resulting
in a savings to taxpayers of ova $36 million.
State workfare programs have great potential. The
initiative seems to enjoy much popularity among the
general public and the poor. Planning and implementation
at the state level may allow for more flexibility and
responsiveness to unique local and individual circumtances
than did fedetally legislated programs. For these initiatives
to be successful, care11planning and immediate increases
in administrative manpower may be necessary. However,
the programs promise to eventually pay off in long-term
savings to the taxpayers as more and more welfare
recipients become able to support themselves.

Reassessing WeEfare
When we look back on our record of social welfare
programs and ask if we have accomplished anything of
merit, the answer must be a resounding yes. Between
1950 and 1980, advances were made in eradicating poverty
and its effects, The official poverty rate dropped from 30
percent of the population to 13percent. Infant mortality
rates were cut in half and life expectancy increased.

While poverty remains a serious problem a m n g blaclc;,
the improvementin their life &tion
has been
substantial. Just hventy-five years ago, over half of aJl
black people in the U.S.lived in poverty. Today about a
third of all blacks in the US. are poor. While black infant
mortality rates are stiU twice those of whites, they dropped
more rapidly for blacks than whites between 1950 and
1980, and life expectancy for bldcs increased almost nine
years between 1950 and 1980. (White life expectancy
increased only five yean.) Claims of failure to the contrary,
it is clear that social welfare spending, especially in the area
of health care, has been of real benefit to blacks as well as
whites.
The U.S. government instituted AFDC and
unemployment insurance in the 1930s, when Americans
were faced with the reality that the economy could not
pmvi& jobs for a significant number of workers. These
were viewed as temporary expedients to get through a few
bad years. AFDC recipients still use welfare in this way. In
1979 (the most recent year for which data was collected)
about three out of ten families currently on AFDC had
received it for less than a year and the majority of families
had been on the rolls less than four years. Less than 8
percent had received public support uninteruptedly for 10
years. Thus, only a small proportion of AFDC recipients
could be characterized as having a "long term dependency"
on welfare.
Poor black familes stay on welfare longer on average
than white families because their general economic
situation is less likely to improve. 'Ihe jobless rate among
black men today is similar to that faced by the entire
working population in the Great Depression. The increase
in black female-headed families is strongly tied to the
increase in joblessness among black men but there is no
evidence that the availabiity of public assistance has led to
indolence and dependence. Public assistance has played an
important role in ensuring that all American children will
be provided with a minimum level of support but it does
not provide a "comfortable9' living standard.
Should public assistance do more than thii? There
seems to be a growing consensus that it should. Americans
believe in the dignity of work; they believe that jobs are
better than handouts. Many state legislatures are trying to
restructure their public assistance programs to achieve selfsufficiency rather than simply subsistance. In the short run,
this may require greater investments of time, effon, and
even money in programs for the ablebodied poor. However,
the potential payoff for taxpayers, and the poor themselves
is en-us.
National and state legislators will be debating these
issues in the upcoming year. They will ask if the nation
can
to invest the time and money required for
program that ahntopreparcthepoor.fotindependentlives.
Pernaps a better question is: Can we as a nation afford the
big-term ca~esoff*
to aeate mining and
employmentoppnMliriesfor~poar?

k
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