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toL L

PREFACE

The‘purpoée of this thesis is to explore a guaranteed mininum

income proposal‘which wbuld close part of thé “poverty gapﬁ---iﬁe
gap between the income of poor families and the income they‘need in
order not to be‘poor; The proposal, called negative rates taxation,
combines into a single brogram the»giﬁing and taking-of income by thé
federal government, The negative ihtdme tax prdppsal'is distinéuishéd
fromiother guaranteed income programs in two‘primérf re$pects:» 1)
‘the focus on filling part of the poverty gap, that &, a marginal taﬁ
rate (negatiVe)vof less‘fhan 100 per cent; and (2) the emphasis upon
income (in relation to the éizeiof‘the family) in determininnghethér ‘
an individual or family is eligible for allowancés.i Théf'is, the B
plan's‘benef;ts are income-baéed rather'than being based upon’such
characteristics as age; occupation, work history, etc. | B

- Negative rates taxation to supporf a guaranteed minimum‘income
is a reiatively new concept that has emerged dﬁe‘to eConomic‘problemé n
which are not solved through normal ggonomic growth, First, tech- _
nology and automation in our industrial econo@y have advanced td‘thg 
extent that»those members of the lébor forceﬂwithodt_forma;.educatio#
>may not find employment, Many jobs iﬁ OQr mass production industrieé.
can be done by machinery negating the need of a lérge‘unskilled labof‘
: fqrcé._ Secondly, the realizati§n thatiapproﬁimately one-fifth of our

society lives in - poverty has stimulated sodial,reformers and economists

R



to action, According to most estimates the group classified as "low-

income individuals" could be lifted above this level by spending only'_:é

about two per cent of our Gross Natiomal Product, Third, many persons .

féel'that regulationé govérning ﬁresenﬁ welfafe_programs restrictvthe

- individual's right to'spend his‘incéme as he sees‘fit. This encourages .
excessiﬁe govérnmental expenditufes to support the bureaucracy under
these agencies to policé the activities of tﬁe recipients shating'in
these programs.

The scope of this'theSis attempts to coﬁer the differént'subjeété
relafed to tﬁe negative»inéomebtax;‘élthOugh it falls short of suéh a
task, The first several chapters introduce early ufopian.idéaé on -
guaraﬁteed>ecoﬁomic éecurity, pastkfederaliwelfare 1egislétion,'and a .
f statement of pertinent economic problems which presently persist,
_Chapter IV describes the princ¢iples of the negative inéOme téx,wfhe
cost, #nd adminiétrationbof'thé.proposal. In cqﬁneétionrwith thiéts 
chapter a defense of the éfopoéal is in order. fhus; the last15§§§r;1:
chapters suggests some of the beneficial reshlté.and practical eéoél
nomics of the négative-income tax, | |

The reference material used in this»thésis_inclﬁdes-books,,govéin—'
‘ment documents; unpublished papers and dissertation;“periodicélé,.agd;V
dnpublished speeches., Government documents and unﬁub;ished maté:ials -
~were used as much as possible since»ﬁhey:répresent"prﬁmarY?researcH ”“
matérials. Frdm.these.sourcesgland the author's knowledgé éﬁ thé
»negativg»income»tax,'thisvthesis will sét>forthva.pgﬁposed;guarantég&‘-W

minimum income by hegative,rates‘taxation.
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'_.héﬁAPTERAi;j:,j.
" THE QUEST FOR UTOPIA

Slnce the recordlng of tlme, mankind has ex1sted in two worlds,"

B N the world of reality and the world of 1deas and dreams. .The~former-

h is notfas difflcult‘to percelve,"sincer 1t .1nvolves the physi¢31;
,world’Iand man's’ physical env1ronment must ‘be conducxve to a healthy&l'
‘llfe., Thus, the limitatlon of this world is oby;eus——one cannot'-1“

veleaﬁe his_env1ronment uhless one leaves lt_fqrever, |

However, the ’er;d bf,ideae ahd,dreahs is hot: sb"limitedj it“;;j
eXists'visfh Vishtheephfsicai;world;:'It 'ie*usﬁeliy" the'envifehheﬁﬁ

"ofhthefutobian,,whese werldrhasv beeh aescribed es}.."theihltﬁhetevi

~in human folly and human hope, in whlch‘ ex1st vain dreame of per—:»f';
.fectlon_inaa "Never Jever-Land " or ratlonal efforts to remake man‘s
‘nature so:es to>enr1ch the pOSSibllltleS'Of the commonvllfe. L

"'The definitioh'of utopia.generates‘ineight.into the:&etld of the

utopianfand his dfeams.' Many of 'the 'utopian writerS'were°dissat-5-ﬁ o

|  isfied with the prevalllng economic, social and polit1cal systems of
: ;thelr day. Hence,' in prOJectlno new crders of paradise, they were
hiiable to ‘withdraw from the ex1st1ng environment. They pushed th° World

5

:i of reality into. obllvion and entered the ever-fasc1nating world of 1deas."’

. 1Lew:Ls MUmford The Story of. Utoplas (New York- The;Vikinghffa* ‘
‘Press, 1950), Do 1.,,- ‘ E L



‘ This is not to assume that the ideas of the utoplans were mere . -

‘fairy tales, 1nadvertently unreal and without merlt, althouoh many

utoplans were qu1te unreallstic in their proposals for a better'
'place to live. For the most part they env131oned an 1solated 1sland”
; inhabited by a harmonious populace which was perfectly compatlble in

every respect., Whether thls compatlblllty would-be beneflclal or

i:'detrlmental to economic and social development is debatable, but it

certainly is not likely to occur. By nature, man is much too individ- = -

uallstlc to accept conformlty and complacency that would mold hlm into

a mechanical being. Therefore, the utoplan is amiss even,before.vpro- o

‘claiming his projected society.
The world of utopian is rev1ewed because 1t is identlfled as
~ a state of ideal perfection. There are those who sarcastically :

criticize the concept of a guaranteed income as a utopian venture, -

‘and accuse the proponents of this gua:anteed income as'trying'to agm

tablish an ideal state. The idea thetbpeoplefin a prosperous nation -

should notvbevwantiug of the'neceséities of life is a ﬁtopian product, ;v.i’

but the idea is not utopian in that it is a tenable concept. That we

may'understand the’relationship'between.the éueranteed incdme'and““

utopian thought, let us review the more well-known utoplan writers,

and their economﬁzphilosophies of an 1dea1 economic and social order.‘F“

Champions of Utopla, o

Plato (427-347 B, C )

Plato is- considered the originator of utoplan thought because of

his efforts to prescribeAan ideal»polltical and social state. 1In his



f.Republic,z-whicH advocates‘e.oommﬁnal.soeiepy,ithere:.is nelther rlchl
nor poor. In ehis oommunity,:fhEre are th?ee‘classes:"thevrulers o£
vguardians,_the”soldiers‘or auxiliarypgnardians. and the workers;b The‘,} .
rulers, in particnlar, are to.vén'no private.ptoperty and ’areVdisin-
terested in any personal material wealth.,_Tney,are'supported by the
contributions of the c1ty-state at 1arge. .

‘The importance of economic security is not a pr1nary factor in—‘
herent in the Republic's contribution,' although economic sufficiency

was a prevalent factor in the state All goods were held in common;

thereby elxmlnatlng the need for a surplus of goods for individual use'
and storehouses provided common usage for everyone., The guarantee‘ of
economic security Vas a right enjo&ed‘oy the populace, and a surplus
or deficip inuconsomptiOn was'abhorred. anis eeonomio4rsystem pre—-

. sumably restricted tne"people from beeoming envious and enemies of

each other. Plato maintained that to enjoy in excess of necessisy;
':woula bring ruin‘to';he state_becanse-personS'would become-hosfile'
masters, rather than allies, of their fellow-citiZens; thus; luxufies"
encouraged persons to spend tneir whole 1ives hating.and being"hated
plotting and being plotted agalnst, and standlng in more frequent and

intense alarm of their enemies at home than of cheir enemies abroad 3

2See Jerome Davis, Contemporary Social Movements (New York: The

' Century Company, 1930), pp. 19-22; Russell E, WeSCmeyer,'Modern”Economle
and Social Systems (New York: Farrar and Rlnehart, In.,1940)pp. 5-8; and,
Tewis Mumford, The Story of. Utoplas (New York' The Vlking Press, 1950L.

~ Chapter 2. . . 8

3Davis, og;'cit., P. 20.



The economlc base.of.the Eepublic was . founded on a 31nple gg£14 d

xdcultural Rfe in. which the workers tllled the‘soil and exchanoed thelrv

goods w1th other producers. Thls economy ‘provided the neces51t1es

for a. decent standard of liping w1thout mducinc unlimited des1res“3*l

for»luxurlesf By moderatlng_personal‘wants, eyeryone in ‘the cOmmunity e

i would'hane thebsane’ph§SiCalstandard-of'livingfﬁhichvwaseinherent to o

:an idealvcity«state.k RO | U
In.essence,'Plato{s plannedfutopia”permitted allttovenjopdthe?'

fruits of.their.labor'and a right for"eVeryone'tO'receiVe benefit in

-accordance with his contrlbutions. “This egalltarian approach to dls-v
tributlon is comprehen51ble 1n Plato s city-state, although it must be
remembered that everyone was capable of'belng a productlve factor;for;'
 the good of the communlty. iIn VOther 'nords, flato's plan of oenetic‘
; selectlon for parenthood weeded out those that were unproductlve due
to-hereditary malfunctions.i These included the mentally retarded -and 1]fff“

 those with physical deformities,

rPresent.societyvis not selective in this aspect of homan”repg§al7”“

" duction.‘-Therefore;nthe.responsihility of caring.fOr these 'groupslof‘
persons is dependent upon the‘compass1on of charltable organlzatlons,‘d

the state, or upon the moral support of relatlves. One need only vis-'

ualize the mlllions of dollars expended by our government to these
"‘.classes of people to recognize the dramatic role of transferred re-di?:i
,?sources in our vsociety.! Either: their income must be guaranteed
”athrough some variable source,‘or.we must apply the knowledge of Plato s

: "planned populace" in order to relieve the state of its responsiblllties




" as the supporter of our unproductive individuals,

Thomas More (1478«1535)

There is a span of nearly 2 000 yearq between Plato énd Sir
' Thomaq.More. Durlng thls 1ntermed1ary perlod nothing was written °
which 1ndlcated that utoplan.ﬂcas were visible, although 1t can be
safely surmlsed that.men were not without dreans of greater economic
and social reform. -This is discounting the teachings of-Christvduring:
:this period which éoﬁe refer to as utoﬁian, where Utopia is fhe King—:
dom of Heaven. Our primary'reason“er‘its‘exclusionifests on the baéis
.that Christ wasvproglaiming religiodspreform‘whiéh does not deal with
economiq utopian fﬂought.
Thomas More, the originator of the ferﬁ"Utépia", created his-qtopiav

toward the end of the Middle ages ami&st an envi;oﬁment of political énd
"economic discdntent; In England,vthe rich were‘exploiting the poor in
their quest for wealth, the fertile 1and was beiﬁg turnedﬁoVer to'sheep::'
" herds, and one-time farmers were left destitute without resource of di~
"rection. Soldiers who had, in the past, fought for the‘King cou1d find
nothing to do. 1In order to survive, the ﬁoor had turned to begging‘bf- Hl
stealing which wasbpunishable by hanging. .. -

| Té escape this lurid reality of misery.and proéperity;-Mpre'é o
Himagination ffavéled“£6 the.iéland of Utopia.4 Thé:econbﬁiéw£ase of

Utopia was agriculture, and everyone was taught the mechanics of‘this

Mumford, op. cit,, Chapter 3. Also, Sir Thomas More, "Utopia,"
- Famous Utopias, pp. 129-232, o g -




‘ trade. Wnile thére weré tﬁoée thét wisﬁed to Qork at this orcuﬁation'
endle sly, each citizen wés requlred to spend at 1east two years in/
the country in order to better understand the methods of agrlcultural
production, It is revealed that agrlcuiture economlcs WaS SO‘.Wel1
advaﬁced that the farmers knew exactly hbw’much to produce.each year
for the entire economy.

Aé expected, the island énjoyed full—employment éfyits éeogle,
while thoée,not engaged in’agriculture employed-théif skills in othef
trades. If the demand for goods was less than the requirments for
; full-employment, it was the duty of the magistrates of the city~state

to utilize the skills of workers for public services, such as road-
building. . Although everyone_worked,‘wo:k itself was not considered
dru&géry; and leisure time for other énjoyment was ample,

t Recognizing that production'had been mastered, ﬁow then were these
goods distribu;ed? According to More, every city was dividgd into four
eqﬁal parts with a marketplace in the cénter of ~each., Once every |

bmonth every prodﬁcer of goods bfought his producé to the‘market*fOr
distribﬁtion according to family_ need, The head of the family
took what was needed without veither paying fqr the goodé or leavihgf'
anything in excﬁange;.there was no néed for'denial‘»since-ﬁheré‘wéé

- plenty for everyone just for the asking. |

| The reason for this utopian way of lifé, as Mumford stétes,i"is,

- that our attémpts to live the good life‘are c0nstantly‘pervé££¢d by

our efforts to gain a living; and that bf juggling-géins-and.gd-:""

vantages, by striving after power and riches and'distinction,‘we‘miss



"S

irhe opportunity to live as-whoie’men.
,1ievesbmankindrfrom the vicious competition of attaining a rewarding':,i’.f

o ‘Robert Owen (1771—1858)

Probably the most popular utoplan and social reformer of the early

B nlneteenth century was Robert Owen. Owen's scheme for socialj‘and ecer-

nomic.betterment.was dlfferent from most:utooiensvin ther'he; set 5513 -
v system,tocwork. Although'hecwas'a dreamer,- he was likewise an'orgén~ N
dizer of men and e reforner w1th practical and workable notlons. ;:'“

At the tlme of his experlments in economic reform, Englaud wasAin
the midst of the Industrlal Revolutlon, a hlstorical period character-
.ized by prosperity for a few and extreme poverty for many. Workers,rine .
éluding men, women and children,,worked invonventilated;tot,:demoieend. ,‘.

vripoorly litvfactories'which were"iackingvin any safety precantions.vﬁne
to keen competltlon for jobs, the workers settled for work which re—IV’L”.
 rv‘quired laborlng as many as fifteen hours in a working day., Populatlon:
:congestlon ‘in the cities and towns oroduced addltional nisery for ‘theoﬂ” 
l‘fworking class due to unsanltary conditions in the neighborhoods.‘e L

It was no wonder that some compas51onate person should suggest ‘a .

. better environnent for human living. Owen did Just thls in. his New‘

‘vLanark experiment.6 According to Owen s philosophy of llfe, when '

~Thus guarénteed'security‘re—;“-"”””

people helped others find happiness, they then could proceed ‘witn-‘foif'}z”

sMumford, oD. cit., Pe 78.  .

6Westmeyer, og. cit., Chapter IV.



© . the real business of‘life;b At New Lanark Owen established a mlll a.

'rcommunity, and an. educat10na1 and soc1a1 system that was completely un-f

thlnkable in thls time, WorLing hours were reduced, children were sent .

" to school,‘and the conditions of the home'and'factory increased favor-:
ably in cleanliness‘andvsafety.> | |
Inkaddition to the New’tanark experimenf;‘0wen proposed that the
‘lgovernment proceed to enact legisla;ion Which:would~render'assistancé
to the economically disadvantaged. This nould include soldiers<ree
turning from tbe Napoleonic Wars who were unemployed due to ‘excess '
{ 1supply of labor and to Dhy31cal deformities.
| The suggested method of . accompllshing this proposal was that the
unemployed be teken off relief and established in cooperatlve commun—_
‘ities, or "parallelograms," so called by those in_opposition to his
'plan;v The community was to be.situaced on'800‘to 1,500 acres with a
vpopulation varying from 300.to 2,000, The apartments were to be wellei
ventilated, centrally hEated, and conVeniently located away from fhe
factories where‘each family.could have a garden; In each bu11ding

would be a common dining hall, kitchen, and reading and recreation f

. room. According to Owen, each community would be as self—sufficient as

possible and surplus items would be sold or exchanged with other com-

,munities. Those communities not capable of financial independence were’; |

to be financed by the government or private philanthropy; and the in-
vhabitents, working cooperatively,vwould repay the initial cost of or-
ganization. Through'the enactment‘ofVSuch alplan the nation was re-

- lieved of the‘burden‘of'poor:relief; and the poor relieved of the



s

hecessity of acceptingbdegfading char?ﬁy;

Owen believed that the behavior‘ofzthe individual ﬁasrdetefmined
"bj his enviromment. Thus, éreating_an order that pro?idéd sdciety >’
with é‘wholesome énvironmenﬁ; which,includéd,economic:subsistence gﬁd
"indepeﬁdence, sanitary houéing and working surroundings, and évbréad

educational system, the goodness of the individdal would spring forth,

Edward Bellamy (1850-1898)

Bellamy's Looking Backward'is the only Amefiﬁan’utopian 1itératuré
that enjoyed much atténtion;7 Bellamy was not an economist promoting‘av'
new economic order; but, like other’utopian writers, he was_concéfned,
with the well-being of his communitf. Althoﬁgﬁ Bellamy outlined fhé
transformation of social, economic, and feligious systems in hié 
writing, our interest is his propqsal for a unified economic system
which revélves around thé‘reorganization of labor markets and the .
distribution of wealth.
| In the late 1800's the gfowing organization‘of labor and thé ex-
pansion of powerful trusts were causing public ¢onqérn.i Starting: |
here, Bellaﬁy quickly converted the capifaiistsAof ﬁrivate enterprise
inﬁo soldiers of a national coggoratiqn. Each workér in the inddst-'
rial army is an employee of the govérnment, ana their labor was disf
tributedvacbéfding £§ the needs of a particulaf indﬁsﬁfy. ;'

Further, the industrial army which included the entire laﬁor‘force,;»

- -1s divided into ten departments. At the head of this industrial force

7 . : _ .‘ ‘ :
- Edward Bellamy, Looking Backward (Houghton Mifflin Company,
1887). ' T v ' S ’ .



: 1is the Preuldent of the Unlted States, endowed with all control in
f’Wasblngton; The worker is not paid a salary, but every citlzen 7’:“
{worker],buhether active or retired,vls credited with:a sumrof foure
—,thousand dollars per year at thevNational Bank.#; a»sum.nbicb:he re-
ceives because of his needs and not because of his productive capac1ty
or abllity. With each purchase by the consumer, the amount is punched
: out of bis credit card. If there should be a surplusvleft in‘ the in~“
dividual's account at the end of the year,tit iayeayedvuntilltbe. s
following year, or returned_to”adcbgnon fund, Hence,ltherex'is Ano,'
* desire for_anyone»to'hoard or accumulate funds eince everyone shares in ;1
the national income and tbevnation:guaranteee economic sufficiencyi”toﬁ'”'
"everyone‘througbout-their’entire lifeg. ‘_,, |
| -Bellamy's pasaion and’inspirationvwas that he wanted eyeryone to:
1‘be equally educated; he wanted everyone decently fed and sheltered' he
~ wanted everyone to take his share & - the dirty work° and he wanted to
ensure that accidents of wealth did not keep persbns_from doingvtheir._”"'
share, ‘Bellamy's desire to’assureleveryone the necessities & economicd b
subsistence is obvious, and it is also obvious that'his compassion f&:v“
the economically1disadvantaged‘is inmense.» | | B

Theodor Hertzka (1845-?)

Perhape the only trained economist to publish a utopian work was o
Dr. Theodor Hertzka, an Austrian economist., According to: Hertzka s

'-book, entitled Freeland-A Social Anticlpation, a great international

organizatlon is formed to establish an industrial community in central -

) Africa whereby every individual has perfect liberty and economic justice.‘:v



Freelandblchristenedihden Vale, 1s described as an indiv1duallst1c_i'
- Utopia,based on a social‘foundation. Hertzka was a proponent ‘of the:o
doctrines of Adam_ Snithﬁ vand he viscaliaed a soc1ety in which.:the‘

. maximum amount of indiVidual freedom‘and 1nitiat1ve,would pf¢§a11;;és+ B
‘peciallpvin industrial'enterprise.”'ToiinsureV such freedon,bfrreelandg
vi'is a co—operative commonwealth in which the State acts as an 1nterested
party in the pioduction and distribution of goods.
| Industrial production in Freeland is carried on by large~scale coe_
: 3operat1ves which are manaoed by a board of directors elected by the |

- members, Further, all profits are divided up among the'members of ‘the
.co-operatives in proportion to‘the number,ofllabor-hours :worked,‘ and
remuneration_iS-such’that each person is guaranteed a comfortable'liVing.h
Pronrietorship is also encouraged in that any person orb company 1s
allowed to operate a business only by informing the public of all bu31- Asl
ness transactibns. 'Also,’the necessary capital'for establishingda‘busiei:‘v
ness is proVided interest—free by'the'government with‘only thevstipez'b
ulation that the principal be repaid 1n annual installments.“In'Free-
-“land the incentive to individual activity is individual self~1nterest.”
In Eden Vale the government is “the key administrator of - affairs. N

It supervises the buying and selling of goods in the public markets‘

Athrough the exchange process of any exchange economy. It also provides"vb

services for individual members of the community, including the pre- o
paration of meals, cleaning of houses, and transportation.-- These
~costs are paid for by the individual via tax deductions from thev

person 's: bank account in proportion to: the individual's net income.



Since the people are ofganlzed into associations, there is,: as a
rule, no kind of ownership»é land"rather, they abide by the prln-‘
"c1p1e that 1and will be given to. everyone to do w1th ‘as he chooses.

Since regu]atlons deLermlne the use of the land the 1nd1v1dual¢ '
use the land acgordlng to its determined utility.

| In Freeland the slums ha§e been aboliShed, and ever&one belongs

to a middle class‘sodiety. Thebcomfo:ts of homon life are taken care
of, and eConomic security has béén.granted as a'fighf, without desf
‘truction of sé1f~inféreétvand humqgﬂincentiveness...
Utopiﬁnism iﬂ;America

Althoughithé United States ha§ contributed:onl& ooe’famous utopién
(Bellamy), Utopianism did enlist a small follo@ing in this country.’
These»movements were established‘by private phiianthropy and neithér
the.mass of the American people -nor the govermment rallied”to their
‘support. The reason for ﬁhis withdrawal at the peak of Utopianism in
“America: is obvious; individual inoentive and self-intefest, waé,'andi
is, considered the dominating philosophy for economic well-being;
otﬁer'economic and political systems are génerally‘éonsidered as being
suppreésive to individual freedom.
New Harmony |

When Robert Owen s attempt to win support for his cooperatlve
villages in England failed he set out to finance another New Lanark
expetiment himself, only ;his time his adventure took hlm to . the5
United States.; It so happened that a reiigious sect knowﬁ‘as vfhe‘
vRappiteé.were‘readyuto dispose of thégrocomplefély‘éstablished com=

munity of Harmony,in Iﬁdiana. Oweﬁ bought the villégé‘-and changéd o



: its name toHNew Harnony and prepareo to‘establish it on the samevi;iifh
:ileconomic and social order as New Lanark;,. 8
This cownunity had a_favorable~advantageitoraenistence since

'amole financial tesources nere‘aVailable; but after,only thfee”yeatsti
;v“in Operation it was a failure. This failure was due to several reasons‘i

) firstly, Owen did not manage the affairs and disunity grew between its
menbers;_secondly, the community passed into»communism; and lastly,t
‘many of its membets‘wete:there.stfictly‘to receiVe the*generous;benefits
'of.e COmpassionateinhilanthropistbgigence, New Hatmony, nithialliits'in}{e.
tentions‘based:on_a neu’economic order of economicisecufity andbsocialj;'"

harmony,'was a dismal failure,

‘ The North American Phalanx

Another utopian settlement began to take shape in 1843, estab—

- lished by the followers of Charles Fourier, A Ftench,businessman;t
Fourier believed that nen were naturally good’and did wrong'onlY'ben;;nv
‘cause their natural bassions were ‘strained by ex1sting society. Thus, ’iil
he concluded that all the misery of the world could be eliminated by |
: working out a new society or communities called phalanxes. . Every»

worker was to find work that pleased him, and he could change jobs

as often as he pleased. Also after a common product was set aside ol

for each member of the phalanx, the surplus was lelded between labor,

i capital and talent, evoryone thereby receiving a portion of his 1abot.

| One of the most notable followers of Fourierism was Thomas Greeley;  ﬁ

- He helped to establish the North American Phalanx near New York City

rwhlch lasted from,1843jto>1856, The failure of this utopian community o



'f,was that the wages offered to its members were menia] as compared to:ff_la i

“'wageq outside the community‘ Rellaious controversy also began to
’ separate the populace, and menberq began to di band : Agaln,, the idea
dof a perfect habitat had been blown to the wind.;d" |
Brook Farm o
| About the same time that the teachlngs of Fourler secured B
followers, a. group of ideallsts, which 1ncluded such men as Waldo
'Emerson, Henry Thoreau, and Nathaniel Hawthorne, formed the Trans;”ui
cendentalists Club. George Ripley, a Unltarlan minister and one of
’ the Club's 1eaders, resigned from the minlstry andiset out to es=
tabllsh a,community ruled by the theorles of the Iraoscendentalists.
Thevcommunity was located near Bostohfand wes'celled'tﬁe ﬁrook’Farm
Institute for Agriculture eod Edocation. ‘its main objeetivee'Were';
; to:substitute a systemvof‘brotheriy eooperetionlfor‘ooe‘of selfiehd‘d
competition, to ‘appl'y the oriocioles of life aidv.justice. to .sa_c'ievty,_v: :
aﬁd»ta carry on a broad program of edueation.8 |

The propef:Y,of'Brook Farm wAS'repreeeoted-by‘eharee,held ty{tﬁe i
:members of:the.comounity. _Members were provided with work in accor-;xd
dance with their abilities and llkes, and all wages were uniform fori.f‘“
all workers. ‘As expected' everyooe was~eared for whether theyawyere
.young, or old or incapacitated. r, -

Brook Farm was comparatively successful in that its membershio

‘_grew, and it became flnancially independent. : Its members‘vweretil‘

8estmeyer, op. cit., pe 61, o
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satisfied with tﬁe communistic type éetting.. In addition, tgey were
a calibre of people capable of self-government and utilizing their
human resources. But, in America, Fourierism was on the wane, and‘
Brock Farm went with the disenchantment.

| These are only three of the mofe notablé utopian communities
established in the United States. As seen, thevaIIOWers of these
movements were small in number., However, this does not implﬁ thét
people were anti-utopian per se., Everyone wants the Eest out of
life, aesthetically and ﬁaterially, but so does everyone have their
individual ideas on how to attain these goais. For most Americans
it was not via the commﬁnistic or socialistic communities or #il—
lages as proposed by the Utopians, but rather by the discipline of

individual ingenuity, initiative and self-interest.



' CHAPTER II
~ PROGRESS IN WELFARE LEGISLATION

‘New Conceptq in Economic lbought
President Hoover, in hlS Madlson Square Garden address 1n 1932,
"vfélt'obllgated to apologlze'fo: the past economlcVconcepts-when'he |
announcod:: o »
Y My conceotion of Aﬁééioa is for-a landrwhere

wealth is not concentrated in thelhands of a few, but
~diffused among the lives of all,"

"Huey Long, then Gerrnor of Louisiana,~interpfeted this to meanf‘
that:
_ ...where there was an abundance of food, all the
' people of the land would be fed; that where there was
- an excess of clothes, all the people of the land would
be clothe; that in a land of too many houses, none would "
be without shelter above their heads; that all would be

possessed with comforts for the day time and the night ~
 time, so long as thlS was a land of plenty,"?¢ :

Intuitlvely,’Long must have envi31oned the day of a ﬁofe equal;in-'b
come redistribution when hé publicly proposed:an incomeotax that -

would limit the personal income of a pefsoh. |

Be that as it may, the economic concept of a mére equal dis-

itribution of income within,tﬁe cépitalistic systém ois frélétively,

' 1Huey P. Long, Every Man a King (New Orleans: National Book
Company, Inc,., 1933), p. 316, quoting President Hoover.

21444,




novel in»its spplication. Prior to thevturnjof the‘century, eeonomie S
suhsistence ﬁas regulated by eompetitive forces lh the market;:'.To'p
'believe‘that external intervention, whether'by governmentlor hy
planned economics as prescrihed_ by Fourierism.snd Owenism;v‘could
provide a better: system of resource allocation was heretical, -Thisv
is partially revealed in the failure of past Utopian movenments in
Amerlca.

Also, few persons thought that a tanglble contrlbutlon had been

" made when Bellamy's Looking Backward was publlshed. As stated in
| Chapter I, he proposed that the most expedlent method to rld soc1ety
“of 1ts undesirable elements, and br1ng forth - utopla, was for the-
nation to guarantee the nurture, education, and comfortable maintenance

of every citizen from the cradle to the»grave.3

Although Bellamy was
not a qualified economist hebwes‘a-citizen,promotlng government super- |
vision of the ecomomic systenm, Butslaisses-fsire econoﬁics was :a"
prevail for many years as theiphilosophy for lndividual bettermeﬁt; 

| Forty-odd years efterlkellamy's_publicationvhad achieved P@P’l
ularlty; the United States was in-the midst of‘an eeonomic’turmoil.'?
The depression came and the stetes,‘which’had beenreXClosipely;re—v‘
sponsible for their dlsadvantaged‘gitizenry, could'n¢tvmeet-:heir,;ef
vvsponsibility for support‘of'all the'poor.f In midﬁihter, l935;jé2 e
milllon people throughout the United States or approximately 19 per

_ vcent of our entire population, sub31stedv”on rellef.i In. some o

3Edward Bellamy, Looklng,Backward (New York" ﬁoughton:Miffliﬁ-'u
-Company, 1889), pe 90. S A
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'locélitieé it iﬁ‘fepérte&vtﬁét éneohalf of the péﬁulatioﬁ'wgs qﬁ relief.4

| It was in this frighﬁfu1 §ifuation that the Leaderé 6fvouf nafion} o
.'  began to lose tﬁeir puritanical.béliefs that thé individual'was so1e1& |
responsible for‘hié econémic surviva1. ffom thié the present:SOCial
welfare méﬁeﬁeﬁt developed,and néw révolutioﬁary'coﬁcepts_df‘ecoﬁoﬁié
and social policy emerged,

Social Security Act of 1935

The Sbcial.Security Act wés the'first iegiSlative aétibn by'thef
federal govéfnment wﬁeré'it récognized an eéonomi; responsibility to
the people. The act was also a fifét in federal-stéte éboperation'in
administering economic aséiétaﬁce,to person§ ﬂéedind“econoﬁic-reliéf,

The Act dealt primarily with three aspects; 1) security for
children; 2) old-age security; and 3) unemployment compensation. It
- provided for federal aid to improve the provisions made by states for
aid to dependent children., It also granted aid for child health
services, crippled children services and welfaré services for care éf
the homeless, dependent and neglected children in predominahtly rural
areas. In addition it-proviﬁed ald to states &hich had a‘state plén
for old age assistance, if their plans gdnformed with étandardé éef,,
by the federal éct. The second part of tﬁé old-age assistance ;ection
provided éiigiblé ééﬁsons with‘a monthly retirement allowance. 'Tovbeés\
; come eligible for these allowances'the pefson‘had to be gainfuliy

- employed for a certain number of years and be Sixty-five yearS‘of/age.

4Edw1n E, Witte, Social Security Perspectlves, ed, . Robert Js
Lampman (Madxson. Unlver51ty of Wisconsin Press, 1962) 4 PP, 5-6._




The thlrd major sect:on of the act dealt w1th unemployment com— .

:'pensatlon; Thls was a fedexal-state plan whereby the state taxes a partv

- of an employee s incone in order that he may w11fully draw compensatlon o

durlng periods of unemploynent.' Poss1b1y, the person most benefited
by such an arrangenent 1s the industrial worker’ who is subJect to per-f
iodical unemplopment due to seasonal fluctuations, At least it is ben-
eficial in that the norker is guaranteed aisource of.:income during
those periods of greatest need.

In retrospect, the>$ocia1 Security Act was a first in organized
social and economic reform. Since the passage of the Act the fedetel
government has expanded its activities to include such measures as med-
ical and Bospital care for our senior citizens.,

Employment Act of 1946

The second landmark in economic‘progress to be enacted by the |
federal government was the Employment Act, This act has declared in.its
declaration of policy the intended responsibility of = the 'federals
governmento It states: | | |

. "The Congress declares that it is. the continuing policy . -
and responsibility of the Federal Government to use all prac- -
ticable means consistent with its needs and obllgatlons and dher
essential considerations of national policy, with the’ assistance
and cooperation of industry, agrlculture, labor, and state, and
local. governments, to coordinate.and utilize all its plans, fi '
functions, and resources for the purpose of creating and main-
taining, in a manner calculated to foster and promote free

- competitive enterprise and the general welfare, condltions
under which there will be afforded useful employment opportun-
ities, including self-employment for those able, willing and
seeking to work, and to promote maximum employment production, S
and purchasing power ‘

.5

U.S., Statutes at large, Public Law 304, pp.t23-6;



Assuredly, thls pollcy 1s a break w1th the concepte of tra-,':b |
ditlonal economlcss' The role of non-lnterventlon in economlc affalrs L
. has now turned into one of-spirlted act;on-by}a,responsible government;

Dr. Leon Keysterling, in an eddreSS'at the Twentieth Anniversary of =
the Fmployment Act, has emphasized the change in economic'thinking’when o
he said: .

"+esfrom the very start these leaders [sponsors of
the Employment Act] never contemplated any narrow tests
of economic progress. They were interested not only in
how fast we were. going but also in what dlrectlons' not .
only in the size of the GNP but also in the speed at which

we abolished poverty; not only in jobs but in what we

produced; mnot only in total national income but in how it -

was distributed; not only in the aggregates but also in

the components,” T '

In appraising the merits of the declaration of policy of the Act,
does the phrase--"to use all practicable means, consistent with its
" needs and obligations and with other essential considerations of =
national policy...to promote maximum employment, production and puf—‘
chasing"~-imply that the govermment will furnish everyone with a job?
. Noj it means that the government recognizes that‘fhree‘primary econonic
goals exist in our economy; namely, full employment, price stability,
and economic growth, It also recognizes that the composite of these
goals is mutually exclusive; therefore, in order to reach the desired

objective the government can use its tools of fﬁcél, monetary, and

debt-management policies to produce maximum economic results for the

- welfare of the entire economy., Thus, we have digressed from traditional

: 6Joint Economic Commlttee, Twentieth Anniversary of the Employment
‘Act of 1946 (Address by Dr. Leon Keysterlan), 89th Cong.,2d Sess.,
_1966, pe 17,
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economic thought and entered another period of econonlc applicatlon
whereby private enterprises have been granted a nartner. :

Guaranteed Yages, 1946

Another new economic concept began to develop in 1946--guaranteed
annual wages to emnloyees. Although the federal government was con-
cerned with such a'movement, private enterprise and trade unions were
the predominant SUpporters.' These gronps, particularly the unions,
saw the guaranteed wage plan as a cure-all for depreesions and eco=
nomic fluctuations.

What does the concept of a gueranteed. annual wage mean? It
generally means that an employee is guaranteed full take—home wages or
employment approximating full time on a year-round basis. But. ‘the |
definition was also the limitation; e.g., how long should the employee

~continue to receive full wages? Another complication was in'regerd to
eligibility for these benefits.,

Walter P, Reuther of the United Automobile Workers Union, issued
the following statement:

"We failed to solve the problem of unemploYﬁent and

part time layoffs...largely because those who have the

power to solve have not had to pay the cost of failing to

solve it,

The annual wage attacks the problem at the root and

shifts to the employer, where it. belongs, the cost of -

enployment "’ . ' - '

The argument that management can eliminate unemployment and eco-

nomic insecnrity is 1like saying that uremployment cbmpensationaf-

7Chamber of Commerce of the United Stateg, The Guaranteed Waoes
(Washinoton, D. C., 1953), p. 15.




"~_could docthe'same thiﬁg. Later a simllar proposal, the. guaranteed ln—‘: 5;75"f

come, is set forth but it must be recognlded that it is only anotherﬂ"”ﬂ
econom;c tool,and not a curefall‘for economlc misfortunes._ Ihlsvpro-;ell
;posal wiil eccompaes similar'imoerfectioﬁs’end.compiicetioneHes ttoseJ
expressed in the gcaranteed,wege;‘:Oee:sech debete is definingt:a:> |
minlmum income level', how much incomevie ﬁeceseery for en adeQuate
standard of 11v1ng, will geooraphical locatlons present a dlspersedv‘
,range for economlc,subsistence? »These‘questlons reappear in 1atert,'
‘chapters. | | |

Economic Opnortunlty Act of 1964

A more recent undertaking by thewfederal government to promote
economic well—belng was.the Economic Opportunlty Act of 1964' Thisf?:
fAct involves mobi1121ng the human and financial resources of the
ifNationvto combat poverty in the United States. The stetement of '
purpose of the Act states*zb |

"The United States can achieve its full economic and
social potentlal as a nation only if every 1nd1v1dual has
the opportunity to contribute to the free extent of his

- capabilities and to participate‘ln the working of our
society, It is therefore the policy'of the United |

' States to eliminate the paradox of poverty in the midst )

of plenty in this Nation by opening to everyone the opoor-
tunity for education and training, the opportunity to work,
and the opportunity to live in decency and dlgnlty. It is
‘the purpose of this Act to strengthen, supplement, dﬁ.
coordlnate efforts in furtherance of that policy."®

‘To accompllsthhis.declaration of pollcy the government”has estab-

1ished5thev30b Corpsvto»trein and.edﬁcetei enroliees--a job‘;once

8U S., House, Committee on Educatlon and Labor, Fconomic
Opuortunity Act of 1964 (Hearlngs on H R, 10440), p. 3.




1etunderteken hytpriVate enterpriseQ. Ihe‘enrolieevis proViden,with -
ylliving querters;gsubsistence, ciothing;’medicai:end:dental serrices;fff'
.and trenel'allowances; Another part of the Act prov1des work |
‘1tra1n1ng prograns for unemployed youths.x These pxograms are a c0s'h : L
iaoperate venture with State and local agencies and prlvate nonprofit’
organizations to develop programs of enployment for,the youth of_our‘v
h Nation.v | | | B “
Other facets of this Act provide assistance to Urbanvand Rural o
'Community Action Proorams.b These programs involve promoting Welfare,i
education, vocatlonal training, health and home management to 1ow-'f
income 1evel 1ndiv1dnals and;famllies. | | »
These are only two aspects ofbtherAct, although”it covers a
multitude of programs whlch are almed at bringing persons above the
- level of economic subsistence. The importance of citing the Act 11es
in the fact that econonists and national kaders have greatly dlrected :
their ettentionitoward‘ more ’government interrention as an aid to
economic'security.é"

Medicere;'1966

Medicare, or the Social. Security Amendments of 1965, is the most“*f.:

Vrecent federal program demonstrating the government s acceptance of.'
a respon51bility for prov1ding medical treatment for the aged. It is ane'
-additive or amendment to the Social Security Act, which statest.‘:
| '...an act to provide a hospital insurance proe

“gram for the aged under the Social Security Act with -

a supplementary health benefit " program and an ex-
panded program of medical assistance, to increase
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_ benefits under the dldmAée,>SurVivoré; and Disability

Insurance System, to improve the Federal-State public

assistance programs, and for other purposes.”

Although the passagé pf the Act is recent, the cdhcept wasvinitiaﬁed
during the periddvéf Wo;ld War I. Many persoﬁs;"labor,unions, and social
workers thought that c0mpﬁlsoryihéalth insurénqekwould follow the-ﬁn;
employment compenéatiohs‘programs, but public opinion‘did not support
the proposal, Also, during the Truﬁan Administration more far-
reaching measures in the fielé of health insurance were attempted but
again failed. | |

Summéry »

The primary purpose of reviewing these legislative acts was to
provide the reader with a brief history of the progress that has beeh'
made in socio-economics. With each enactment of-new llegislétion the
federal govefnment has aécepted»more.and more responsibility—; respon-
sibility that once was considered sacredly endowed to each State or
ihdividual. Some might say that past movements to shift the responF
isibility of economic security from the individual to the government
werebnot ;hanges in:economic thought., Rather,,it was a politiéal
movement for securing popularity, but it must be remembered that »
economists were prime initié.tors »of‘ such thinking. Speaking. at an
Economic Symposium recently, Dr. Henry C. Wallich, Professor .

" of Economics at Yale University, stated: .

. . 9U S., Senate, Committee on Flnance, Soc1al Secur1ty (Hearlngs
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"In time, I expect, our goals will become more
social and less purely economic...Economics is . a
discipline that seeks to trace far flung interde-
pendencies, remote often in point of impact as well
as in time, If these lead to conclusions sometimes
‘beyond the borders of economics, they are neverthe-
less worth following up. There are 8 disciplinary
boundaries in National legislation." > : '

lQJoint Economic Committee, op, cit,, ps 18, .



CHAPTER ITI
EMERGENCE OF THE GUARANTEED INCOME CONCEPT

‘ﬁégislaﬁors in'thebpasi three‘deqades were not coﬁéelled to pr64
mote and enact welfaﬁe economic programS‘forlthe sake of popularity;
nP:evailing economic conditions dictatedvé search for somefhingfbefter;:
The_same_reason‘épplies to the conéept 6f.a'guaranteed income,.namély,
thét oufrpreéedt economi; order has hot adjusted to meet the probléms
ﬁfiour age. | s

‘Robert Theobald, an ardent advocate for the guaranteed incoﬁe, has -

I _ , _
concluded that our present socioeconomic problems stemrfrom our success
~in increaéed abundance of material.wealth.l In'opposition to this ?
viéw, many social critics.claim that,thg present‘need fpf economic andA
social reform stems from past failures in economic aﬁd social policy,z
Without taking sides on either issue, I surmise that eachvviéw has:éerit.
Bﬁt; stfictly‘from economic inspection, increasing affluence and ‘fhe'__ 
' pfoduct of economic growth have induced economic problems for Which
many persons are not adequatély prepared.' These problems are discgsééd

in detail below,

‘ v ;Robert Theobald (ed.), The Guaranteed Income--Next Step In
Economic Revolution? (NewYork: Doubeday & Company, Inc.,1966) p.83.

2Eveline M. Burns,_"Sdcial Security in Revolution:AToward‘What?_
A reprint from the Social Service Review, Vol, XXXIX, No. 2, June
1965, pp. 129-40. : '
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Collapse of Traditional Eeenomic Theory
Before the‘1930's,‘the economic theory of Say's Law wae the
dominant analysis of equilibrium, and the "invieible hand" pre—ve'
sented by Adam'Smith was the most efficient»avedue of obtaining what

we needed. Say's Law of the Market3

states that "supply(of goods
and services) creates its own demand." Acceptance of this proposition
must also conclude that there is always zero excess demand for and
supply of money, which is valid assumption only if we trade in a
barter system, i

Innovation in marketing techniques and the establishment of
sophisicated business and consumer credit had antiquated the basic
explanations of Say's Law. Pursuant to World War I, despite fruitful
innovation, supply was far ahead of effective demand.4 In addition,’
it is stated that the supply  money had declined due to government
intervention, thereby the demand or qeed for money was exeeséive.5
Discounting the differences of opinion and analysis,'the economy col-
lapsed and what follo&ed was the Great Depression,

It was this event that led economists to become concerned with

the problem of maintaining purchasing power, Say's Law, which  had

propounded that supply and demand will automatically balance, had

3%y interpretatlon is that enunciated by most Keynesians. J.A,
Schumpeter has interpreted this law dlffetently.

‘ 4Even today it is estimated that there is the ability to produce |
- [supply] at least $60 billion more goods than can be sold. ~See
Theobald, Free Men and Free Markets, p. 47, .

5Milton Friedman, Capitalism and Freedom (Chicago~ The :
University of Chicago Press, 1962), p. 50.
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been refutéd by economic experience. In the words of Keynes;

"It may well be that the Classical Theory represents
the way in which we should like our economy to behave.
But to assume that it actually does is to assume our
difficulties away."

This change in economic thinking is attributed to KeYnes' bock

the General Theory of'Eleovment. Interést and Monex,' Ip‘the,General>
- Theory it was illustrated that it was possible'for unemployment to
ée:sist over long periods of time becaﬁse effectiveadémand would”n&t
necessarily rise as fast as potentiél supply.
‘Since the,overwhelming.accepﬁaﬁce‘of Keyﬁesian analysis by eco-
'vnomists, it was quite clear that a policy to insuré»a balance of poQ
tential sﬁpﬁly and deménd should be enac;ed. In bther»Words, "the -
priﬁate enterpriSe system alone did‘not satisfactorily ba%ancé thé
flow of capital into inﬁestmént in plants and-equipment'ﬁhich add to
our’productive capabilities, and the flow of funds‘which'deterﬁines
effective demand to keep the plants fully operating and thevmanpowér
fully employed. The enactment.of the Employment Act of 1946 as'sféted
in Chapter II»was an attempt to keep these forces iﬁ-hiancé. |
Techndlogicavahange and Unemploymgnt

One of the primary factors contributing to the currentrenthuéiésm

over a proposed guaranteed minimum income has been the concern of many

economists regarding the unemployment problem sincévthe beeanvconflict.

Specifically, they have concluded ﬁhat the continuing rapidity of

63,M, Keynes, The General Theory of Emplovment, Interest and -
Money (New York: Harcourt, Brace and Company, 1936), p. 31.
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advancedvtechnology of our indusfrial complex will make it impossible
to provide jobs for all persbns willing to work.7 1f this conclusion
is correct, it would suggest that the sopioeconomic structure of our
economy needs vitalvandlcdmmensuraté rea@justments.,

In order to properly evaluate the unemployment problem, let us
analyze prior to unemployment rates on an aggregate basis, Despite

: g

the relatively superior performance of our economy, unemployment

rates since mid-1957 have averaged considerably higher than earlier

8

in the postwar period and each succeeding business cycle.
This basic aésumption which was made by Knowles and Kalacheck
is supported by their findings,which states:

",..that measuring from peak to peak, the unem-
ployment rate averaged 4.2 per cent during .the 18
quarters of the 1948-53 cycle, 4.4 per cent during’
the 17 quarters of the 1953-57 cycle, and 5.9 per
cent during the 11 quarters of the 1957-60 cycle...
Higher levels of unemployment have been accompanled
by an increased duration of unemployment, with con=-

- sequent depletion of family financial resources.’
The average duration of unemployment was over 11,5
weeks in the 1953—37 cycle, and over 13,5 weeks in
the 1957-60 cycle.

"Theobald, op. cits, p. 174

8For an authorltative report for causes of unemployment, see
James Knowles and Edward Kalacheck, Higher Unemplovment Rates, 1957~
60: Structural Transformation or Inadequate Demand, JEC, 1961, Also,"
The National Cormmission on Technology, Automation, - -and’ Econom;c -
Progress, Technology and the American Economy, 1966, pp. 9—33.

9James Knowles and Edward. Kalacheck ngher Unemoloyment Rates
1957-60: Structural Transformation or Inadeqpate Demand, JEC, 11961,
Pp. 4-8. BEE | :
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Alfﬁdugh 1961 was é receésioﬁ pefiod iﬂ.tﬁe‘Buéiness Eygle,_the
unemploymeﬁt rate for calender year571960~65 avéréged approximétgiy
5.6'per cent des#ite the longést‘eéonbmié expansion_cycie 6n record;
Onlyfin‘the past'year.has the rate dropped to the 4 per Ceﬁt level
for a significaht time, |

Explanation of these higﬁef unemp1ojmen£ rates has revolved
ardund two écondmic théories of unempioymént; the aggrégate demand
and stfuctural fransformation theérieé,lo' The aggregate deﬁahdlfheory'
is that total expeﬁditures in the economy for goods and serviceslére
not sufficient to generate an ade@u;£é number of jobs. Maintaining'
sufficient econémic,growth to support higher levels of demand for goods fv
and services is by far the most important deterﬁinaht'oi-the iével of
employment, the durationvof unemployment, and'the'difficﬁlﬁy’of: newv
| entrants finding JObS in the labor market, Admittedly, there éfe -
periods when aggregate demand does not progress as rapidly as the'
potential supply of resources, thus the demand for labor may mnot bé
sufficient to pro?ide jobs for everyone willing to work. Emphésié ﬁn:;

- this theory of unemployment cannot‘be over-stressed, although it-doéé :
not provide the solé explénatioﬁ to unemploymént.b'Why? There.'iQ'
incféasing evidence that rapid technologicalvchange‘has cauSed‘unem;_jf
ployﬁent whi@h'canndt be adequately explained by tﬁé aggregétg_demand

thQOIYo‘

1OThe Economic Report of the President, 1964, Appendix, A, descrlbeS"

these approaches as demand-shortage and structural unemployment ‘and
discount the structural transformation theory as a third theory . of un-
employment., This view is also taken in Arthur M. Ross. (ed ),

: Emplovment Policy and Labor Market, 1964 Chapter 7. -
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' fhis alfernatiVe explaﬁaﬁidn to unempldyméﬁt is'déééfibed By the o
strﬁctural transformatioﬁ théory.: Thisvtheéry méintainstﬁét higher
unemplbymeﬁt has been due to-tgchnoidgical changesbwhich are re-

shaping the American econoﬁy at‘a rapid bace. The»érux of the
trénsformation is the continued risé~in imporfance.of'whiieucéllar
'occupations and'éervice-réndering industries, and thé decliﬁe in im-
portance of blue-collar occupations and:goodsfpfodUCiﬁg’induétries.
Thus, the explaﬂation of higher unemp loyment since 1957sis'as‘follows£~ :
"(1) a féster.rate of techﬁological(change has'led to #’higher rate-bfv'r
displacement of 1éb6f; (2) fhe aver;ge workér; oncé"displaced,‘éx-
periences a pumber'ofIWeeks'of unemployment while hunting for a new
job; (3) most of the displaced workers possess blue~collar béckgroundsf"lll
This is tha basic assumption which has’enlisfed many»experfs'tp
‘coﬁsider a feasible plan”thét would insure“the'employed aﬁ annual,i
minimum guarantéed.income{ |
The totalieffeét that structural>unemplbymént'has”oﬁ the unem-
_ployment problem‘is‘sometimes speculatiﬁe since the,accurafe-model>
~ to measure the‘diépersement haS-hot been produced; _fﬁis is ﬁot té_
iﬁply its Qagdeﬁeés»or unimportance as an.explanétion ofﬂuneﬁploymeﬁﬁ,‘i
since various.treﬁdS'subsiﬁuté for mathematicél erudition.

| First, duriﬁg“the,first nine months of 1963, of"all those dﬁem;
ployed 25 per éent were‘inymanufécturing. ‘But 16;8‘per ;ent were‘iﬁ_;
‘wholesale and retail trade;‘and 15.3 per cent were in‘serviée'in;; v:lf

 dustries, This provides an explanation to the fact that ,thoée]lll o

11anw1e3’and:Kalacheck; op. cit., PP. 6-7. . L J \'1



‘forced out of blueucollar jobs would find employment in the white~
v collar occupatlons. Furthermore, persons with no prev1ous work ex~
perience accounted for 15.3 per cent of‘total unemployment. See

Figure 1,

Fiéure 1.

Total of Those Unemployed as Shown by Cetegory, 1963

Wholesale and Retail Trade
SerV1ce Industrles

Durable Goods Manufacturing 7 13:7%
Construction - . | |
Non-durable Goods Manufacturing
Transportation and Public Utilities
Agticulture

.Self-Employed & Unpaid Family Workers
Public Administration

Finance, Insurence, & Real»Estate

 Forestry, Fisheries & Mining

Persons with no Work Experience ,AQZGI‘IQ%ZV/V,z%//Ay‘. lST3Z 1‘y :

Source: Conference on Economlc Progress, 1963
A trend which reveals the impact of technology and automation on
the economy is shown in Figure 2, and as, expected, this trend.reafflrms

the unemployment rates depicted in Figure 1, Given the volume  of
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pfoduction in 1947 that a given number of‘empldyed people\gOULd tufn'
out, aﬁd comparihg this same analysis to a léter period ﬁill show the
increased impact on unemployment, - The chért'shows thétlby 1962
the ratio of employment to output fell to 51.7, or about half
as many workers .were needed in 1962 to-turn ‘oﬁt the same amount
of production as in 1947-1949. - Other industries,fsuch as mining, |
ﬁanufacturing and transportation, .also experienced similar
-advancements,
| These economic trends aré not by any stretch of the imagin-
ation sufficient to support the strict transformétion ‘thes;s,
aithough an analysis of‘industrial sectors will vividly reveal
the impact of automation and technological. change'on the labor
force. (
Unemployment and Income
" Our analysis of the aggregate and demand and structural theories
of the unemployment problem must now lead us to emphasize the
seriousness of being unemployed. .Only a  minute fraction of our
'poéulation is assured a sizable incomé éhould they discontinue
working. These are ﬁhe very rich who enjoy‘the‘re;urhs‘of‘ a fav-
orable investment or inherited fortune. Thus, the work a man_dées -
llargely determines his‘income aﬁd subsequently the’standard of

1living he can méintain,
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Figure 2

Ratio of Volume of Employment to Physical

Volume of Production
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Conference on Economic Progress, 1963.
1/Ratio of volume of employment to traffic volume.
2/Roughly approximated by relating employment in contract

construction to number of new dwelling units.

Source:
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‘A study‘by the'Bﬁfead:éf LaBor Stétiétics in 1961 showéd tﬁét
-the 9.6 million pérsons‘uneﬁployed‘a month or loﬁger for that yeaf:"
iaveiaged $2,300 in income from'all soutées, an aﬁoﬁnt nearly ' 40
per cent lower than the $3;700 aVerage incoﬁe for ail other pétsbns
with income who had some work expetience during the Year.12‘ Furthe:é
more, of income received, 80‘per ceht came fromvtheir‘own wéges,
12 per cent from unémplbyment insﬁrance, and most of the reméining;
8 per cent from welfare and peﬁsidn programs.‘ |

As ei;pected, the beconomic cohsequenceé of unemployment }féll‘
" heaviest on  those persons who are heads of households, and‘about
‘55 per cent of those unemployed duringv196lvwere in this cafegory.

The average income of'thisrgroup was $4,100 with ah esti-»
matad average loss of potential earninos through unemployment at
about $1,100 to $1,300 for the year.13 "In order to compensate'
for their loss of income many of these familles were assisted‘4by"
lbiunemployment coméensation which offset aboutl_cwo-fifths of their‘
earnings lost. Also,‘to support their paét staﬁdard of living,
‘these families suppléménted current incomes by reducing savings';
'(Slpef cent), borrowing'funds ( 27 pef‘cent); help froﬁ friends

outside the household (20 per éent), and cash aésistance¢'ftom_

125 ., Becker, In Aid of the Unemployed (Baltimore: The
Johns Hopkins Press, 1965), pe 37, i :

13Ibid. |
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welfare agencies (7.per cent), A later report.’maintains'that'the'\’
! unempioyed adjusted to their situetion-after:receiving unenployment
vcompensation, by reducing their consumption ( 70 per cent ) by
draw1ng on past savings ( ‘Cfper cent), and by g01ng into- debt
“(about lQ per cent)‘l4

It is evident that the unemployed'suffer greatlfb when thed
dynamic advancements‘inUOur economic system obliteratevthe useful— ,‘
ness of past services, It is aiso reveaiing thatknuch of this eeo—
nomic deprivation is-a product of the orésent inadequatices of . unf ,
- employment measuree. in no way 'diecrediting'the intention" of.
‘unenployment compensation,'it has not in my opinionvachieved the
objective that it was intenﬁed,to achieve,

Most state laws aim at providing unemployment‘benefits vequallr
to 50 per~centiof the worker's previous earninge,“ but in 1964’the rt
average benefit for the United @tates was only about 35 per cent

'($35 27) of average weekly wages in manufacturmg.l5 001nc1dent1y,

vis a vis the transformation theory and the 1ncreasing duration of

- unemployment, those with 15 weeks or more of unemploymentvconstituted”»v"

~ less than a‘seventh of unemployed during'the early 1950’5, WBereas
. they have accounted for more ‘than a’ fourth of the unemployed since ".
1957. In the last few years,‘moreover, about a half of-vthose

experiencing long-term unemployment*have_done so for 27 weeks or.

1l‘U Ses Department of Labor, Manpower Report of the President,'v

' March 1966, Pe 52.,

S 15Margaret S. Gordon (ed ), Poverty in America (San Franclsco.f
. ‘Chandler Publlsher Company, 1965), P 123. ’ . L




46

more.;6 This is a critical’situatiOn since the everage:maximum period
of eligibility is only 24 weeks, except in'snecial circnmstances.

In recoonlzing these deficiencies in our present 1nsurance
system and the low~income status of the unemployed in<mr eonomic
system is it not of urgent importance to seriously evaluate thebsociel'
and economic effects 6f an:annual guaranteed income?

Ponerty Amidst Afflnence

A second factor fer the realization of an Yannual guafenteed
income is the awareness of the  extreme poverty which exists‘in our .
nation, and that it could be eliminated bywspending two pervcent of
the Gross National Product or about $12—15 billion. 17 Although the
economy is experiencing one of the longest periods of economic growth,
there are still more than 34 million citizens classified as below the
- minimum level of living.l8

There areimany reaeons for the causes of poverty, but the major
factors that bring people'te welfare agencies seeking public assistence
fon the relief of their economic plight include--migration to the eities,

automation, social isolation, racial discrimination, age, and the lack

161pid., p. 260,
17See Robert Theobald (ed.), The Guaranteed Income, p.18:. and .

Robert J. Lampman, Negative Rates Tncome (Unpubllshed papefv?
‘prepared for the Office of Economic Oﬁportunlty, August 1965), Pe 5.

18'I‘he Social Securty Adminlstratlon defines the annual minimum
‘level of living as $1,540 for non-farm 1nd1v1duals and $1,080 for
* farm individuals; $3,130 for a four-person non-farm/femlly and
$2, 190 for farm families of the same size,



of education in an economic stfncture that has'an”ever-shfinking
" number of places for the unskilled.19 But those that qnalify
for public assistance are still better off than‘thoee that are
not eligible under present“law.
One advocate of the'guaranteed incone, but against thelpresent
“system of public assistance has stated;
“You shouldnft help them because they are old.
You shouldn't help them because they - are farmers.',
You shouldn't help them because they’ happen to live
in one part of the country...The relevant reasons
for helping somebody is that he is hard up; and if
he is hard ugo the way to help him - is to, give him
some money.

The majof'concern'is that while the'federal government ie
spending about forty~fice billion dollars through transfer payments
 to the disadvantaged there is still poverty--even after‘the Council
of Economic Advisers state that $12 billion would eliminate the
'income deficiency gap. Discounting the $8 b1llion publlc ass1stance
-and social securlty this would still amount to about $20 billion -
needed. Figure 3 reveals that approximately one-fifth of the en- .

tire population are subsisting on incomes whlch are considered in-

sufficientvto provide a minimum standard of living.

19U S.; Department of Health, Education and. Welfare, Welfare
- Administration, Report of the Advisory Council on Publlc Welfare,
- June 19660

' 20Milton Friedman, "Transfer Payments and the Social Securlty
' System, Paper read at the Eight Annual ‘Economic Conference of
the Conference Board in New York City, May 20, 1965.
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. Figure 3~

Proportion of Povérty Group Receiving
Public Assistance, 1964

In Poverty
34 million

Total
Population

_ 189,9 million.
Receiving Public '

Assistance
7.4 million

~Source: U,S. Department of Health, Fducation and Welfaré,:v
- Welfare Administration, Report of the Advisory Council on Public
Welfare, 1966 ’

0f this amount, 7.4 million persons afe‘dependent on a low level of
public assistance and an additional .26.6 million are living belqw ,.
the povérty level as defined by the SSA and ghe CEA.

A demographic view of the pfoblem will clarify who these poor
members of society aré, In*general, the incidence of ?ovéftﬁ‘is greater-
émong the nonwhites, the unemployed, the families withéut'aﬁman.as head

of household, the broken homes, the aged, and very large families, 2l

2lyo114e Orshansky, "Who's Who Among the,Poor:l'A demogiaphid
View of Poverty," Social Security Rulletin, XXVIII (July 1965).
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'v Categofi§a1ly; qf'the-34:miliion pérsoné éléSsifiéd  és pbor‘.IS'“:'
“million were chiidren under,the agé 18'ii§ing i§ houséholds.':ﬂﬁre.“
‘tﬁag»s million,of those in pqvertyzweré at least 65‘yeats Qid5" As
fof'unemployment and po&éfty,_in March 1964;ta'totalvof 4;2‘miliion
persons aged 14 or oidér were reported uﬁeﬁpioyéd-?a fourth 6f;tﬁése
- were in a‘poor'ﬁoﬁéehold‘ | -
. There are aiso man§‘employéd persons whouremain on thé'thfés-'
hold of poverty due to’lack'ofveducation,,thus receiving low'wége
rates. Also, 1.9 million mén who were fam%}y heads and workedbfull—
ﬁime.represeﬁted mofé than 1 in 3 of all ﬁén at the head of a family
vin po#etﬁy. Their families‘averaged five persons eééh, and nearly
2 out'oflﬁ had af least four children under ége 18 to support, Close
t§'48 per cent of these fﬁlly employed yet poor fami1y men ﬁére’ |
&orking, as expected, as farmers, service workers, or labqrers.
Another distasteful pictﬁre of. poverty occurs at the door, of
the broken home. In 1964, about 6 per cent of the white childfen
and more than a fifth of the nonwhite‘children were 1iving onl&iﬁith.
theAmbther. To worsen the situation, mothers without a husband
present ha?e borne more children than women still 1iving with*a'
husband. | “ |
- 0f the 1.5 millibn ¢hildren under age 6 in a famiifﬁheé&éd by
a mother, 600,00 had a ‘mocheri gifher-workiﬁg of_lookiqg for a job.
Se§enty per’éent of theée children were in the pbvérty stéfué;.‘A
.fﬁrthér lobkq will reveal that in 1960 more than a third,df 'thé.

_nonwhite mothers in broken homes and about a sixth of the white
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~ mothers had not gome through the»eigﬁth'grade‘of school.22 What
earnings can that mother demand with such limited skill?

In a review of the poverty problem, it is not accidental that
responsible persons have become concerned over the EConomic'deprin
vation of a large number of our citizenry, especially when afflu-

“ence is evident at .every corner., Consequently, what is to be done
about it? To paraphrase Friedman:
Most‘public discussion about programs tO‘reliéve

poverty consists of lengthy recitals of the fact that

there are people who are poor, that the poor have less

food than the rich, that the poor have less clothing -

than the rich, and so forth--all of which are eminently

true, Very little of the discussion asks the question:

"Will those programs in fact have the effect which their

proponents desire?" So, we adopt new programs, each one’

of which has a shiny, ready—ba%lt guarantee that it will

work where the others didn't/ :

Therefore, as an alternative, orvaSSibly a supplement with
limitations, to the variety of exis;ing income transfer programs the -

‘guaranteed income would include‘everyone without-regard to limitations -
‘except a minimum level of incéme. This does not imply that our pro--
blems are over, or that the guaranteed income is the only altéfnative
to existing problems. It does imply that given an adequate income

these persons may be able to better their conditions by participating

in other governmental'andvprivate programs,

221444, po 17.

23Milton Friedman, op. cit.y P« 7,y



. CHAPTER IV
PRINCIPLES OF THE NEGATIVE INCOME TAX

Chapter I demqnsttated the ﬁisiqps_of a society trapped by‘fhe
"dismal science." These generations tried toveiiminate.the threatuof~‘
economic deprivation to no'avaii “and our present economic“strdctﬁre
. is entangled in ecoqomlc problems whlch are not being resolved under e
existing federal and state programs, Hence the remainder of thls B
thesis is an eveluation of a proposal that could render further assis-
tance in transposing the povetty sector of the economy beyond the dismal
science, Tﬁis proposal is a guaranteed minimum income via negative in-
. come taxation. |

The principles of the negative income tax are directed at al-
leviating the enormity of theblow-income problem, The attempt to
guarentee economic secﬁriﬁy is not novel, but the coﬁcept of a neg-
ative income tax to-supﬁort this secﬁrity is., In 1946, George J.
Stigler stated that:

"There is a great attractiveness in the proposallthatF'

we extend the personal income tax to the lowest income

brackets with negative rates in these brackets."l
At the time of Stigler's writing, he was proposing a remedy tb‘ﬁhe

low-income problem, just as many writers are propdsing today.

1Georoe J. Stigler, "Economics of Alnlmum Wage Legislation,<_
American Economlc Rev1ew, XX&VI (June 1946), 365, '




More recently, notable economists and groups of persons ﬁsve
i,spoken favorably for negatlve income taxatlon, some for the same
reason as Stigler, and othes for w1de1y d1ffer1n° reasons, For
'example, the ad hoc committee on technology, the U, S. National Co-
mmission on Technology,vAutomatlon, and Economic 'Programs, has
alleged that a‘guaraoteed'minimum income is necessary to”esSist;the ;"
unemployed, which are victims of technologioal change,'those‘ with
mental ‘and thSicsl incapebilities, ".and those too old tovwork.z
Milton Friedman, a Univer31ty of Chlcago professor, has advocated
the guaranteed income as a way to lower the cost of welfare statlsm.3
He would substitute it in considerable part for the whole set of
transfer payments'and‘subsidies now in effect, thereby achieving a
less costly snd more unitary welfere system, Srill snother, Edward
;sohwartz,4a.sociologist, sees the guaranteed minimum income asba ios~ -
- cost, no-strings way‘ro eﬁd poverty.instsntiy.4 Whatever motives‘
Support'their reasoning each has provided economic enalysis on Vﬁich!:
the‘blueprint for a guaranreed ninimum income‘may bevoased.
’ v, The most_popular ap:proachv'vsuggested for guaranteeing a minimum

‘income is the Income-Deficiency Approach.,  This measures stresses

2U S.y National Commlssion on Technology, Automatlon, and .
- Economic Progress, Technology and the American Economy,(”ebruary
1966), ppo 33-42.

, 3Milton Friedman, Cagitailsm and 7 reedom‘(Chicago: Uﬁi&ersity"
. of Chicago Press, 1962), Chapters XI and XII. S L

4Edward E. Schwartz, "A Way to End the Means Test," A Reprlnt o
- from the Journal of the N.A,S., W., Soc1a1 Work, Vol. 9, No,. 3, '
(July 1964), PP. 1-11.
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the need to assure some minimum inéome for all, regafdless of tﬁe
cause of the deficiency. Now, this approach can also be divided into
two proposals, both realizing the ideﬁtical end, but each meeting this
end by different means: first, ﬁhe Negative Income Tax Proposal, and =
secénd, the Social Dividend Proposal, The iatter, long a concépt in
éocialist literature, sets a minimum standard ofyliving level and |
guarantees a minimum income to all below that level, regardless of
means, and (as in the case of our puﬁlic assistance programs) evefy
dollar earnéd merely‘servesvto reduce by one dollar tﬁe publicly p?o_
vided income. On the other hand, the Negéfive Income Tax Proposal
normally implies taking the sum of personal exemptions and the stand-
ard deduction as defining the miniﬁum sum which society'deems necessary
-to insure economic subsistence, and provide that above this level in-
dividuals pay taxes and below it they receive paymehts (negative'tamé)
e@ual to, or a partial amOunt,of,'tpeir income déficiency._

This thesis is concerned primarily with the Negative Income Tax
Approach, although the Social Dividend Appfoach will be illpstrated
later in this chapter so that their basic.diffefences can be compared.

The Negative Income Tax Proposal

What is the meaning of negative income taxatién, and what is. the
objective of such a proposal? The meaning ;f a“negative iﬁCOme'téx‘
is.that a family or individual whose income is below a specified level
,is‘entitled to receive a payment, or an outright grant of cash from thé‘
federal govermment, the amouﬁt depending on the negative taxable income

and the negative tax rate., The objective of the proposal is to close
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t‘pert of the income—defieiency gapvte £hesevpeop1e~with below;Stéﬁdefd :.
ineomescl | | B

Aecomplishing'this-ebjective via negative taxation iﬁbiiesf’
shifting'the.present tax syétem into reverse order by.usevof eexi
credits, or'by the use of negative tex rates which ere appliedete uns
‘ esed exemptiens.and.deductiohs, or by'some other measure of the'amoge;e
by which actual income falls below a certain 1eve1. This»diffefs ffoﬁ‘
the present tax system in only one resﬁect.v Under the presentvsysteﬁ,
either a person owes somethino or he ewes nothing. Under the negative,
income tax plan a third possiblllty is that the government owes the
individual somethlng.i The importance of the 1atter possibility  is
feflected in a statement by Jeseph A, Kersﬁew, research director'fbr
the 0ffice of Economic OpportunityAWhich states;

| "The last two tax cut bills wenf ;ight'OVer?the heads -
of the poor, simply because most of them don't pay taxes..s.
But a neoative tax plan would be a sure way to help the poor.:5

The Friedman Plan

The negative income tax ffoposal ean besf’be explained by ﬁeking
'eeftain assumptions, and'then'illustreting'how it would operate, |
Aesume weeﬁse exemptions-and the standard deduetion($200[$100'if
married and filing separate returns] plus $100 for each exemption) as.
edetermining the minimum level of economic well-belng, apply a negative:"
tax rate of 50 per cent on incomes belov this level, and 1ncorporate}e~"

the'present.tax laws for incomes above this 1evel.-’Now,‘uhder the

5"Iﬁcome Tax That Pays the Poof, Business week, Jovember 13
1965, (Hereafter cited as "Income Tax," Bus.ﬂx.}, P 105. _ :
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aésﬁmétiOns a fam#ly of four ﬁas eyemptibﬁs'plué étaﬁdafdbdeAuéfioﬁs 
equal to $3,000, Hence, if such a famlly has total income of SB 000, :
it pays no tax. ThlS is the break-even income. Accordlnaly, there
is a direct relatlonshlp between the family 51ze, the‘breakeeven
poiﬁt, and the guaranteed minimﬁm income;' Vviz., as the family size‘
increases, the break-even‘point and the ouaranteed income increases,‘

assuming a zero pre-tax income. This is- 1llustrated in Table 1.
TABLE 1

THE GUARANTEED MINIMUM INCOME AND BREAK<EVEN
INCOME FOR DIFFERENT SIZES OF TAX~PAYING UNITS

(With a 50 per cent tax rate'on ﬁegative taxable incomé,'and
present respect to exemptions and standard deductions)

et
[

Family Tax. Break-Even Guaranteed

Size : Rate : - Income Minimum Income
i sy % 900 § 450
2 50 1,600 ) 800
3 s0 2,300 1,150
4 s0 - 3,000 1,500
5 50 3,700 | 1,850
6 50 4400 ,‘ 2,200

Adapted: Mllton Friedman, "The Case for the Negative Income
Tax, A View From the Rioht," Pe. 1. ' .

If, as in our example, the family had a zero pre-tax. income, it
would have a break-even income of $3,000 and a negative taxable income .

of $3,000, Hence, it would be en;itled'to receive $1,500;‘1eavihg thg; ‘
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:faﬁily unit with a post-tax income of $1,500,
| In order toipreséﬁt an overall operafién of this proposai let us
ﬁow’modify our assumptions;’and assume such é family ﬁaé earnings>be,
fore taxes of $2,000. Still applying exemptions and the standardbde~ '
'ductionvas defining‘tﬁe break-éven income, it woﬁld have a negative
.taxable incomé ofv$1,000, and it would be entitied ﬁobreceive'a pay-
ﬁent from‘the government of $500, leaving it ﬁith»a post~tax iﬁcome
‘of $2,500. .

~When the preftax_incomé is beyond tﬁe Break—even income' the
vpresenﬁ tax lawg intercept and the preSentbtax rates-are applied,
Thus, if the family has a total pre-tak income of $4,000 ( and ﬁses
thg étahdard deduction); it has a $1,000Apositive téxable income., At
ﬁhe current tax rate for that b;aéket of 14 per cent tﬁe Eax—paying
unit has a tax liability of $140, leaving it with $3,860 iﬁ. income
: afte; taxes, Table 2 clarifies the negative tax plan as presented
above. |

This is the minimum inco_me. guaranteed by this particular 'negvétiv»evj
income tax plaﬁ, whereas the break—éven income (that income where there
is neither a“nega£i§e'payment or tax,liébility) is $3,000. |

In summary, we have outli;ed ﬁhe céncept of.the negativé incoﬁe ﬁax‘
proposal; In thls plan- -a 50 per cent negative tax rate is applied in.
Jdeterminlng the amount of the negatlve tax payment, and the break—even

- income is based on ex1sting exemptions and ‘the standard deduction.§

bMi1ton Friedman, "The Case for the Negative Income Tax: A View From
the Right," paper presented at the National Symposium on the Guaranteed .
Income by the Chamber of Commerce of the United States, Washington, D. C.,
‘December 9, 1966, Po 1. S
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TABLE 2

EXAMPLE OF INCOME TAX INCORPORATING 50 PER CENT
RATE ON NECATIVE TAXABLE INCOME

(Family of‘fouf; existing exemptions and standard
deduction; existing rates on positive income)

Total Income Exemptions and Taxable Tax Tax Income After

Before Tax Deductions Income Rate ~Tax
$ 0 $3,000 -$3,000 50%  -$1,500 $1,500
1,000 * 3,000 - 2,000 50 - 1,000 2,000
2,000 3,000 -~ 1,000 50 _ - 500 2,500
3,000 3,000 | 0o 0 0 3,000
4,000 3,000 +1,000 14+ 140 | 3,860

Source: Milton Friedman, '"The Case for the Negative Income Tax:
A View From the Right,”"  p. 7.

The Lampman Plan

This proposal is by Roberth.‘Lampman, Univérsity of Wisconsin
economist and former CEA member, The plan suggests é guarantegd in-
come in which the break-even income is an established non—poverﬁy in-.
come level as set by the Council of Economic Advisers and the Social
Security Administration.7"Then, to determine the\negative taxkpayment,
consideration is given to the size of the family, and a negative tax
rate is applied to figure what part of any deficiency in earniﬁgs (be-

low the non-poverty income level) should be made up by a'subsidy.8

7Sugra¢, Chapter III, n. 18,

8pobert J. Lampman, "Negative Rates Income Taxation," Unpublished
paper prepared for the Office of Economic Opportunity, August 1965,
pp. 12-18. ‘ ' :



There ére two épecific differencés in thiéipléh'éﬁd‘the previoué oné¥‘ :
a) that the subsidy determinant;issthe‘income_deficiencyvgap_bétwéeﬁfo
Véarnings and the'nonnpoverty_1eve1vof’income,‘instead of tﬁe base aé_v
~unused exemptions and deductipnéé ahd b) thét ﬁﬁe‘negétive tax >rate'?

‘rvaries as the amount of earneﬁ income changes;.instead‘of a 'fixéd o

hegatiﬁe tax rate. | | | R '

- Assume we are figuriﬁg'thé_ambuﬁt 6f the guaranteed»minimum inf
come for a family of fodr; that the'non~poveity inqo&e 1gVel for such
a family is.$3,000 (we use tﬁiS‘figure instéad to ﬁhe:CEA estimaté to ’ 
keep the figures in the table in round nﬁmﬁers); that ‘the negétivé |
tax rate decreased as fncome increases; and that there is zefo pre-
téx income,vwith a 50 per cent negative taivfate for this incbme |
brackeﬁ. Hence, the amount below thednon—povertj income level is
$3,000, and their negative tax payment is equaiub $i,500,vfdr a.
post-tax income of $1,500, For such a family with zero income the
'émdunt of their guaranteed ﬁinimum income is‘the same as in the.first'
» pfoposal_presented. |

Now, assume that such a‘family has aiﬁfe—tax income of'$1,560§
ioéos $1,500 below :hevnon—pOVerty'levei of income.b If the tax“réteb
fbr this income bracket is 45 per‘cgnt; theirfsubsidyﬁwoui&‘ﬁe equal
to $500 for an after-tax income of $2;OOO. If the'same takhpéyiﬁgf_
unit has a pre-tax income of SZ,SOO, and for this tax bracket tﬁevv
tax rate is 25 per cént; thebf;ﬁily is entitled to a megative tax pay-
ﬁent.éf 3125, and,théir'after-tax income is $2,625. . |

The above examples illustrate the second difference in this
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plan and the former plan thatvwas presented-~a varying negative tax
rate. This plan, as shown in Table 3, suggests that the negative tax

rate increase as pre-~tax income decreases, or that an inverse relation-

ship exists between the tax rate and income. Since the subsidy declines

as income rises the most deprived families will receive the greatest be-
nefit from the proposal.

Another plan by Lampman, similar to the one above, has also been
propésed with the only difference being in the variation of the negative
tax rate. This plan calls for a tax rate of 75 per cent on earned in-
come between $0 - $1,000, 50 per cent on eérﬁed income between $1,000=
$2,000, and 25 per cént on earned inéome between $2,000 - $3’000f The
tax base and subsidyvdeterminant are the same as above, |

The Tobin Plan

The last proposal examined to illustrate the prinéiples of
negative income taxation is by James Tobin, Yale Uhiversity Proféssor
" and former member of thé CEA, This plan expfesses the same priﬁciples
as the Friedman and Lampman plans, but with modifiﬁations with fegard
to basic alldwances and tﬁe tax rate, The plan appiies the baéis of
exemptions to determine the subsidy, if the tax-paying unit has: zero
income, thenvapblying a negative tax rate to aﬂydearned income_above
~the amount allowed for exemptions until the break-even income is feached;
Specifically, the plan starts by'allowiﬁg each family head $400
for each person in the household, if ﬁhebfamily has no income, .andb
, uﬁtil family'size reaches a cgrtain level. Thenvas his,earned income

rises, the government takes back partbqf the subsidy. Tobin's plan



TABLE 3 -

HOW A NEGATIVE INCOME TAX PLAN MIGHT WORK THROUGH
A DECREASING SUBSIDY AS INCOME RISES

With an Amount Below Negative Subsidy After-tax
Earned the Non-Poverty = Tax Rate Would Income
Income of: Income level: "~ Would be: Equal; Would‘be:
s 0 $3,000 50z 1,500 $1,500
500 © 2,500 © 45 1,125 1,625
1,000 2,000 8 - 760 1,760
1,500 1,500 33 | 495 1,995
2,000 | 1,000 25 | 250 2,250
2,500 500 ’ 25 125 2,650
2,soé | 200 . 25 50 2,850
3,000 0 0 0 3,000

Source: Adapted from "Income Tax That Pays the Poor, "Business
Week, November 13, 1965, p. 105.

allows a family to keep two-thirds of any new income, applying the
other third to reducing the original subsidy. Forbexample, for é
family'ofibuf the original allowance is $1,600, and if it earns no
‘income it gets the entire amount. If the family earns $1,600_ the
allowance is zero, and ébove that income the family pays taxes, still .
at the rate of one-third on each additional dollar, Suppose a family .
member earns, say, $900, the‘subsidy:& reduced $300 and their net

income reaches - some non-poverty level, whereon the tax liability



‘becomes tne same as it is now; beyond that point the nresent schedule::”
biapplles.g
The impect of the propoéaliis‘exenplifiea for a matried:ceuple
: with three children in Table 4 ’fhe firet twe columns ehow how the

present tax schedule treats the familv, assuming that the family

qualifies only for the standard deduction. The last two columss show

o how the proposed integrated schedﬁle.of alldwances and taxes would

treat the same family. The mlddle columns superimpose on the present
tax law hypothetlcal public assistance, de51gned to see &at the famlly
gets §2,500, |

However, Tobin notes ‘that it may not be desirable to applybthe
besic formula of $400 per capita across the board., Instead;:a.fin—v
ancial ineentive to limit family size is ineorporated to eiminisn
ann pernaps eliminate the extra emount aliqwed for an additiqnal'
child when the size of the family is alreadyhlarge.lqA

In the de31gn of an integrated allowance and tax schedule a com=~
promise must be struck among three objectives: a)providing a high |
.besic allowance for families with little'of no earnings, b) building.
in avstrong incentine to‘earn snmething, and c)limiting thé'bud~'7-”
»getery'eost of the scneme, and in patticuiaf minimizing;the §ay-nM“

- ment of benefits to those who did not need themtll For example.fiﬁ

| . 9"Inc°me Tax," BﬁS Ak ’ P 106, LT E
IOSupra;,'Chapter I1I, p. 49.

. llJames Tobin, "The Case for an Income Guarantee, ' The Public
Interest No. 4 (summer 1966), p. 37. o



TABLE 4

ILLUSTRATION OF IMPACT OF PROPOSED INCOME ALLOWANCES:
: MARRIED COUPLE WITH THREE CHILDREN

(1) (2) (3) (4) ) (6) (D)

" 'Present . Tax ‘Schedule.
Present Tax Schedule ‘With Public Assistance ‘Proposed Schedule
Earned Income Tax (-) Income After Tax (=) or Income After Tax (-) or Income After
Tax ' Assistance (+) Tax or Assist- Allow- Tax or ,
ance ance (+) Allowance
% 0 3 0 ¢ 0 . $ +2,500 $ 2,500 $ 42,000 $ 2,000
1,000 0 1,000 41,500 2,500 41,667 2,667
2,000 0 2,000 + 500 2,500 +1,333 3,333
2,500 0 2,500 - 0 2,500 +1,167 3,667
3,000 0 3,000 0 3,000 +1,000 4,000
3,700 0 3,700 : 0 3,700 + 767 4,467
4,000 - 42 3,958 - 42 3,958 + 667 4,667 ~
5,000 -185 =~ 4,815 =185 - 4,815 + 333 - 5,333
6,000 -338 5,662 -338 © 5,662 0 . 6,000
7,000 . =501 6,499 -7 =501 6,499 . = 333 6,667
7,963% -654 7,309 -654 7,309 - 654 7,309
8,000 . =658 . 7,342 : -658 ‘ 7,342 ' - 658 7,342

79

" Source: James Tobin,v"Ihe Case for an Income Guarantee," The Public Interest, No. 4 (Summer
1966), p. 38. '

*Income at which present and: proposed methods of calculating‘tax coincide.
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Table 4_thé initial allowance might be raised to $3,000. But, if the
33 1/3 per cent tax rate were retained for incéntive reasons, all the
entries in columns (6) and (7) wqula be increased algebraically‘ by
$1,000, and the table is‘lengthened to cover all the beneficiaries
of the proposal.

The various negative income tax plans that have‘beén introduced
reveal the principle and mechanism of how the plan would operate,
As recognized, this principle is based on several important pro-b
positions which are essenfial for the plan to be effective, | These
propositions are as follows: a)tax allowances shall be péid only to
persons who are eligible as defined by the government, or co-ordinator
‘for the government; or; b)marginal tax rates should be well beiow 100
per cent, fhese two proposifions must be cléarly settled before any
attempt is made to institute a meaningful negative income tax élan;’
if not, we have encouraged the disincentive for work.

In summation, it is evident>that the primary examples of negative
‘tax plans presented here do not suggest all possible means of gtanting
a guaranteed income, For example, the negative rates of .taxation can
be further ménipulated in numerous ways; also, a guaranteed income
level could be determined by devising any scale of so—called!.non-
poverty level and trying to fill the gap entirely.

If we allowea é,lOO'per cent marginal tax rate; i.e., for every
dollar pf income earned up to the poverty level, it would be Offset
dollar for dollar by a reduction of the allowances. This would, by'»

definition, close the poverty gap, but at an extremely high cost, if,
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as seems likely, a zood ményvof{the presently working poor and even
some of the non—poor~elected to wérk less fhan they now do and rest
on the income guarantee.

Alternatively, the $3,000 income guarantee could be made without
the 100 per cent tax rate by extending the net allowance to persons
who are not poor. Sﬁppose a 50 per éent rate was applied, thén,_we

~would have to extend the range within which net allowances are
‘positive up to $6,000 of original income., This would require pay-
ments of benefits to some non—ﬁoor pergbns and tax rates on the rich
which, when added to those they are already paying, would be severe
disincentives to work, save, and invest.13

In retrospect, each of the plans presentéd requires a recipient
to lose part‘of his subsidy as his income rises. .This is illustrated

.in Figure 4. Even so, the recipient still has an incentive to earn
more income if the opportﬁnity is available, since he can keep a parti
of édditional income. This is one of the primary advantages;over
present public assistance programs, since under the relief whatever
_ additional income is earned is subtracted in full from the.aid being
given.i
Cost of a Guaranteed Income
Invofder to properly appraise the negative income £ax proposal,

one must attempt to determine the cost affecting its applicability.

12La'mpman, op, cit., p 13,

Bipia,
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Although the cost of 1mplemeuting such a proposal may appear to be
a definitive task the several plans preqented in the previous sub-
section will cost strikingly different amounts,

‘NeVertheless, whichever planvis adopted, one of the prime de-
terminants of the costs of‘the proposal is in the nature of the ’
fresent income distribution. As of March 1966, 7,998,000 families
(17 per cent of the total fémily units) had less thén $3,000 of in4
come, and 4,731,480 unrelated individuals. (39 per cent of total un-
related individuals) had less than $1,500 of income.14 The com=~
‘bined income of this groué would have to be 531 billion in order to
 reach the so-called non-poverty level,l?
| Knowing the amount needed to bring this group above substandard
income levels, we can now see what has been done in this direétion
and determine’the income-deficiéncy gap. In fiscal year 1965, an
estimated $20 billion of‘thé total spent on public aséistaﬁéévtransf
fer payment programs went to persons who were, or would otherwise
have been, included in the income~deficiency gap., Although ' this |
amount is enormous i; still left about 12 million units receiving in-
sufficient income to meet the mingmal living levels mow applied to
define poverty. People who remained below the‘minimal level_reéeived
about $10 billion of all‘public transfer payménts. To eliminafe com=- |

pletely the income~deficiency gap--the amount by which total mdney

140 S., Bureau of the Census, Current pooulation Reports, P=60,
No. 51, (January 12, 1967, pp. 1-2. v

15This is figured as follows: 8 million families times $3 000
equals $24 billion, and 4.7 mllllon individuals times $1,500 equals
$ 7 billion,:
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Figure 4

-Four Rates Schedules for Negative Rates Taxation

+ tax

o original income 000

$ 750

- tax

$1500

$2000

As Flat 50 per cent rate

B: 75 per cent, 50 per cent, .and 25 per cent on succe551ve
$1,000 brackets

- C: Zero rate on first $1,500 of original income, 50 per
cent on next $1,500

D: - 75 per cent on first $1,500, 33 pér cent on next $1,500

.  Adoptéd: Robert J, Lampman, ﬁNegative Rates Income Taxation,"p.16, .

ERE PSS



67>f"5>

iﬁcome falls short of.ﬁeeting‘the miﬁimum:etandefd—éﬁould reqoife ehet 
ebout $12 Biliion Be eddedbto the iocome'ofbtﬁe‘poor;16 |
. The amount cited above is oplé'one of many estimaees,madeVOﬁ\the
cost of a guaranteed income. This estimate is generally beseo onitﬁeb
f;1963 report that there were 35 milllon people dassified as poor with
 ‘a total income of $20 bllllon. The sources of income were $12 bllllon
from earnings, $4 billion from Social Insurance, and $4 billlon from
| public assistance, Thus, $31 billlon minus $20 billlon‘equalu$11v
billion, | " |

The Lampnan plan, as shown in Table 3, has been estimated to
e:cost approximately $8'blllion, but would reduce publlc a331staocevex—

penditures by about $5 billion.l7

This estimate is assu@e& valid -
under two important concomitant eircumstances; that there‘ie ﬁQ‘ 
.change in the aggregate earnings of the recipient groups, and that-
the estimate omits thevfact that the poverty-income group ie-expeCted
to decrease over time. |

| The Tobin plan, aseshown in Table 4, is estimated to cost-aoodt
$15 billion, slightly higher than the cost offered by the CEA,18
- Partially offsetting‘this cost are savings in govermment public
aesistance‘progfams, which cosflaboot $6 billion a’year. Tobin O

suggests also that the'money'eould betforthcoming from_the'annual surplus

16U Ses Counc1l of Economic Advisers, Economic Report of the

President, 1966, P 114
17

Robert Je Lampman,"Negatlve Rates Income Taxatlon, Pe 12.

- 18rames Tobin, "Improving the Economic Status of the Negro, L
o Daedalus, (Fall 1965), PP 891-93. :
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"~ generated in federal tax revenues by normai economic growth. "Also,.
additional sources of funds could be forthconing from poésiblé
éavings in a host of other income maintenance programs,ieépecially '
~ those in agriculture supports.

Friedman has not, to my knowledge, estimated the initial cost
of a negative income tax proposal, although he has suggested that
the cost would be substantially lower than,current expenditures for
direct welfare payments and related pfbgrams. This is summarized
in the following remark:

', ..the 1961 expenditures of $33 billion[for welfare

and related programs] would have financed. outright cash

‘grants of nearly $6,000 per consumer unit to the lo per

cent with the lowest incomes...A program which supplanted

the incomes of the 20 per cent of the consumer units with

the lowest incomes so as to rise them to the lowest income

of the rest would cost less than half of what we are now

spending,"19 :

Several cost estimates have been presented which are repre-
sentative of the financial impact of a negative income tax plan to
support an annual guaranteed munimum income. Also, the Apgen&ix
outlines the cost of a guaranteed income'applying,the Social Dividend
Approach, Yet a definite right answer for the cost of such a pro-
posal has not been stated. We might say the right answer, like the
answer to many questions in economics is, "it depends." Specifically,
it depénds upon (1) the proportion of those eligible for the plan

- taking advantage of the bgnefits, (2) the definition of incoﬁe em~-

ployed in the legislation enacting a system with the’payﬁent scales

19Mi1ton Friedman, Capitalism and Freedom, pp. 193-4.




and_tax rates alfeady proéosed, (3) the raﬁe of negative taxafion,"

“(4) and whether present transfér‘payment prograﬁs will still Be

_applied or withdrawn. Still, whichever, plan is adopted t‘he‘.‘cc.‘o's‘t‘

will be in the billions of dollars. |
How the Proposal Would Be Administered

One of the most advantageous’aspécts of a négative tax plan over
current transfer payment programs is in its ease of administraﬁions
" Under such a proposal the Treasury via the Internal Revenue Service
would direct the paymeht of all refunds or allowances: by intégrating
the proposal with the existing federal iﬁcome tax S)‘rstem.z‘0 In this
wéy, the administrative burden-df policing the systém . by social
workers would be eliminated br reduced, since thé‘plan would operate
through an already existing‘federal agency. The‘diminﬁtion of admi-
~ istration is very signifiéant since a large share of existing YCOst
of various welfare agencies is the costs of salaries, rents;van&_costs
‘to handle paperwork;

Although integrating the negative tax plan into the 'présent tax
system, is an advantage, it could also be a disadvantage. For,example,
how can the recipient entitled to'a refund receive it during‘the |
- approximate tiﬁe égriod of.income loss, instead of having to. wait
until Apfil‘lSth of‘eachjyeér? One sﬁggeétion is that thevtax¥; i
‘receiving unit could.ﬁakeva monthly‘or quarterly declarafion ofvexpectea
income, thus avoiding a}lump sum and belated refund. After the end

of the calendar year, negative income tax recipients would file yearly

| 20u.S,, Council of Economic Advisérs; op. cit., p. 115,
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. tax returns juét as wouldvthé rést of the population; Just like:anyv'
other tax—paying unit the IRS date of Apr11 15Lh ‘would be thelr day

‘of reckoning: if they should have overwestlmated their negatlve income.

- tax,.

The yearly tax returﬁ‘wouldvbe similar té present formsf&ith
onlyvminor changes. The recipient‘would fill out a tax forﬁ éhéwing A
Llncome and famlly size, 1ook up a table showing the allowance payable
for that income and famlly size comblnatlon, and mark down what hlS f
refund on negative income should be., He would then receive a cﬁegk
from the Treasury as undef existing procéédres.

Who Would Receive thevBenefits

Aﬁ first,giance the questionbabove appears naive since the .
-stated objective of the negative tax proposal is to benéfit the poor;
or economically disadvéhtaged. But the answer is not so easily as-
éertainable when secoﬁd thoughts are applied to detérmining'the ben;
eficiaries of negative_taxation.“ Sure enodgh, the gfoup ﬁiaséified
as poor still reappears as the recipient--but, just which "poor"
income group or family size will receive the gfeatest’benefits:ftom =
- enactment of such a plan.depénds on the level and pattern of negative
ratés;vthe way the tax base is‘defined,'énd the determination ofVéligi-
bility'for‘thé tax unit.z;. |
‘One sﬁch groupvthat should be beneficiaries of ainegative‘ﬁax'v

-vplan is the "class with zero income," which, according to the Ad Hoc

21Robert J. Lampman, "Negatlve Rates Income Taxatlon, p. 28.
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'Commltcee on the Triple Revolutlon, is a permanent 5mpoverlshed and

jobless class developlng w1th the speed of ‘cybernat;on and‘ estab— ,
- lished in the midst ofvpocent;al abundance.‘22 The Lampman“planf
oresented in Table 3, orvhis alternative plan, would oe mosfrbene-
- ficial tobthis class, Tnie'is because‘the,zero'income'brackec has‘a
higher marginal tax rate thanvother bnacketé befofe-the povercf-level.
Also, the Tobin plan in Table 4 is directed at allev1at1ng the fln-
"ancial stress of those in the lower income groups w1th the higher
break-even income level. |

A second group that would benefitvfron‘the planiis:those membe;s;u

oflfhe.work force who contributed to the output of our ination 'buti‘
without receiving ample wages, This group is held back due'tOflack
of education, racial discrimination, and socialiprejudices.' The.ad;
-visory Council on Pnblic'Welfare proposes the guaranteed'incone fon
these,groups as part of our nation's social responsibility.23 |
| Either of the plans nresented.would;serve-to benefit this-group,
although tne Tobin plan islmore'applicable due to the hlghef'break«'
even income level and lower marginal tax rate and allowance.

A third income class. presented as poor is that group with low

"income and large family size. The latest Current Population,Reports o

22U Ses National Commission on Technology, Automatlon, and .
Economic Progress, Hearings on H.R, 10310 and Related Bllls, 88th X
Congress, 24, Sess., 1964, P. 129 '

Z3U S. Department of Health, Education, and Welfare -- Welfare
Administration, Report to the Secreta:y of Health, Education and
Welfare, 1966, Pe 21, :
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(No; 51) shows ﬁhat 21 per cent éfbtﬁé féﬁiiy unifs in the Zeré ﬁojb
$3,000 incomé;bxackets have six o; more chiidreﬁ in the‘familyv.24 o
Als§ as étated_in Chapter iII, there aré 15 million‘chiidren Qndef’.
_the agébof eighteeﬁ Iivingiiﬁ "ﬁqor" Hoﬁseholds. | |

inther the Friédman or Lampman plan woﬁld specifically aid'this‘i
»incpme grouﬁ‘since each of theiproposalsvbaSes the plan on existing
exemptions andbthe standard déduction, or on £amily size relaﬁed to
a non-poverty level, o

The negative income tax proposal Will benefit all poor income :
groﬁps, but‘which group or class will benéfit the mbst‘dépendsion

the plan selected.

24U.S.'Bureah'*of the Census, op. cit., p. 21.



CHAPTER V
 ECONOMIC BENEFITS OF NEGATIVE TARATION'

Free Statevahd Local Resources
Whiie certain of the wealthier statesvpossess their poverty
pocketé in ghettoes and sluﬁs, the:gfeatesf concentration Qf pov=-
f_ erty is in the South, the border States, and the Great Plains
States, The welfare expenditures designaféd to aid ihe poverty-
stricken in these regions are burdensome on,ﬁhe various governmental
qﬁits, and the negative incomevtax could partially relieve the burden.  $
By’fieeing.staté and local resburces,now devoted to thesé programs the
states qould strengthen other vital programs such as é&ucation, §fime
control, etc, » |
in Table 5, a comparisdn_of the peréentage‘of welfare expenditures
‘to total expenditures by individual states will illustrate fﬁg high‘COstx;
‘involved in maintaining public welfare programs. Whén‘these perceﬁié'
ages are compared‘tO'tﬁé'most poverty-stricken-states (whenirankéd by
 the percentage of their population wiéh fémily incomes.éf under‘$2,000
ﬁer yearj we find that those states yith thevhighééﬁ percenfage 6£ ‘
welfare expenditures also tend to be the»podfest. Tﬁé'mést:pové:ty-
. stricken states are Mississippi (38%), expeﬂditureé“(l&%)iHArkansas
(32%), expenditquS'(ISZ); Alabama (27%), eXpenditqrgs (16%); Keht#§ky :i

(26%); expenditufes (14%); Georgia (23%), ekﬁendituteS‘(léz); 



TABLB 5

EXPEHDITURES FOR PUBLIC ASSISTANCE BY STATES, 1965

State Totel Expenditures Public Welfare | .Per Cent -
(thousands of dollars) (thoussnds of dollars) | of Total

Alabane ¢ 781,328 & 121,404 - 15.5
Alaska 202,222 6,638 3.8
Arizona 439,967 34,013 T.7

- Arksnsas 368,229 ) 65,596 17.8

. Californis 6,122,871 853,766 13.9
Colorado " 523,849 88,653 16.9-
Connecticut 655,374 86,411 - 13.8 .
Delavare 190,955 + 12,601 6.6
Florida 1,145,196 110,191 9.6
Georgia 819,084 - 13,212 13.8
Havaii 273,306 14,883 .54
Idaho 182,239 15,688 . + 8.6
Illinois 2,066.010 © 347,353 16.8 -
Indiana 1,006,440 46,252 4.6
Tova 637,774 69,554 10.9
Kansas 453,123 53,771 1.9
Kentucky 690,359" 97,294 141
Louisiana 1,079,671 . 202,932 18.8
Maine 227,398 27,633 -12.2
Maryland 187,535 61,463 7.8
Massachusetts 1,273,120 . 166,971 15.5
Michigan 2,053,768 186,291 9.1 -
Winnesota 890,697 85,159 9.6
Mississippi 469,079 65,568 . 13.9

" Missouri 819,843 145,223 17.7
Montanz 221,567 © 12,230 5.5
Kebraska 237,538 28,085 11.8
Nevada 166,981 7,447 4,5
New Hampshire 154,837 11,346 " T.T
New Jersey 1,060,882 99,590 9.4
Kew Mexico 353,778 . 33,495 9.5
New York 4,600,888 544,170 .- 12.0
Rorth Carolins 9390605 880505 - 9.4
North Dakota : 199,265 17,926 . 9.0
Ohio . 2,016,961 223,949 - 11.1
Oklashona 679,712 161,112 | 23.7
Oregon 623,788 4 534524 T 8.6 .
Pennsylvania 2,599,301 215,138 . 10.6
Rhode Island 237,005 .. 36,002 151 .

" ., South Carolina 457,275 - 37,232 8.1
South Dakota 172,047 . 15,763 9.2 -

. Tennessee 702,747 72,475 10. 3;.
Texas. 1,793,112 239,721  .13 4
Utah 338,704 27,172 8,0 -
Vernont . 135,006 11,342 ‘8.4
Virginia 929,684 © 38,875 a2
"“hingtﬂn 1,100,590 130.302 11.8 o
West Virginia 465,743 63,520 13,6
Wisconsin 1,048,727 81,465 7.7
Wyoming 152,100 5,336 “3.5

Total 45,507,280 '5.434.247 -

Source: U S,, Department of Comrce. Comgendium of Stato Govermnent L

Finances in 1%5

‘pp.28=31.



Léuisiana (23%3, expenditures (19%); West Vifginia-(ZZ%), exéénditufes 
.(l&%);- Oklahoma (20%), expenditures’(24%); Texas (18%), expéﬁditures |
v (13%); Miésburi ( l7%);bexpenditures ( 18%Z); Iowa (157%), expeﬁditures> '
'(11%);vNebfaska (15%), expendi;ures (12%) ana New Mexico (15%), e
expénditures (8Z). Thesé sfétistics indicate that poverty is é 
‘ pfoblem and hindrance tq economic progress.

The itenm, Public:Welfare, designates support of and assiétande to
needy persons contingent upon their need, including intergovefnﬁental |
- expenditures to help finance programs adq;nisteréd by ib@al govetnmeﬁts.*
These include 01d Age Assistance, Aid to Eémilies with Dependent Child;
ren, Aid to the Blind, Aid to the Disabled, and services and commoditieé
- provided under welfarevprogréms for the needy. Those prbgrams'based on.:
status, occupation; etc., are-not incduded under public welfarevex—f
' pénditures. By shiftingvthése programs under‘the“aﬁspicés of the
federal government via negati%e taxation.state;and'logél goveﬁﬁéents
can more effectively undeftake local préblems. |

Reéllodation of Reéources

Increase the Consumption Function

- Although there is wide disagreement on the level of the marginal
propensity to,coﬁsume‘among different income gtoups,.it seems quite 
~ definite that a permanent redistribution in favor of the lower ihcéﬁe:

grdups would raise the consumption function.l A rise in consumptionf

' 1Norman F., Keiser, Macroeconomics, Fiscal Pblicv, and Economic -
Growth (New York: John Wiley & Soms, Inc., 1964), p. 173. .




~will result in aﬁ increase in "effective demand" which is onebdeter-
miﬁant of a greater personallincome and prosperityf Admittedly, the
'initial feéipiénts of negative taxation will be the pove:ty~strickeﬁ,
but other income groups will also benefit from.iongwrun‘ecpnomic‘pro—_
gress. Increased consumption‘will also stimulate investment since
greater deman means highef ﬁrofits which is ‘an important determinant
':Qf the level of investment, | —
| If iﬁ is assumed that transfer~by-taxation will increase personai
ingome, it follows that as income increases the tax take will also. in--
crease, . This does not mean only total coilection: ‘the rate of the
tax increases aiso because of the progressive income tax, induced
taxes then resulting from an increase in the level of income would.
aid ih financing the negative income tax program? It is necessary
to keep in mind that all ramifications are not considered; thus the
above diécussion on increased consumption is much too elementary.

‘It might also be argued that higher income groups will carry
the burden of negative taxation, and that our economy Qill feel the‘
impact due to decreased savings in the higher income grbups,’ thus
lower investments. While thé fprmer argument is tenable, statistics -
ifo suppbrt the létter notion are inadequate, However, one study in-
:dicateswthat caution should be exercised in placing too much faith.

in the theory that income redistribution will greatly decrease the

28u ra., Chapter IV, p. 68.
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~volume of savings iﬁ'the‘economy,3

".Reducé the Dispari;y of.Incomeé Bétﬁeen States

The most poverty§stricken states were outlined above, and it is‘a 
known'fact that a great disparity of incéme exists; Tﬁg_rgasoﬁs for |
the enormity of the low=-income probiem in‘the poorer states are usually' :
obvious-~less industrialization,'greater'illiteracy anong thé'populace, .
fewer natural resources, etc, As such, we are no#‘trying tofdeduée.
causes of the problem, but oniy to recogﬁizé'the exiété@ce of'ecoﬁdmié
insufficiencies. |

A negative income tax,wduld reduée tﬁé disparity‘of income, es-
pécially among the‘most poverty-stricken‘stafes. -This is spécialiy
"Beneficialito the "poor" states since they normally have a iower cdsﬁl
ofbliving, thus granting the recipient of negative taxés greater
.pufchasing power.

Tax Equity énd Negative Taxation
| It is the generalbbelief in this country thatftﬁe indiﬁidﬁal‘in—-'

come tax is thé most eqﬁitable of all taxes.4 This reasoning fblibws‘
frém the conviction that itJaccords beét with ability to pay, - andv
ability to pay is the capacity 0f-§ayiﬁg_withoﬁtrundue hardship'onvthe.‘
.parﬁ.of the person pa&ing.””Also, the incoﬁe_tax.has gained approwal
becausé of its directness in the sense that those who'pajrit willjbé '

ﬁnable»to shift it to othets.

3M G. Mueller (ed.), Readings in Vacroeconomics (New York Holt,
Rinehart and Wlnston, Inc., 1965), p. 59, : :

4Richard Goode, The Individual Income: Tax (Washington' The
Brookings Instltutlon, 1964), P 11. o




However, tﬁere afe inéﬁuitieé §n the tax Syetem, pertiduiatiiv
'emongitﬁe poor. - Almost all‘of the poverty~etficken are oow non~‘?
'rtaxable under the Federal indiv1aual income tax, but they do pay“a
, con31derab1e part of their incomes underiother Federal, state and'
blocal taxes., Maoy possible changes in the';ncome tax law, such as

reducing the poeitive tax'retes, will not affect their iﬁcomes since
they are already nonﬁta#able;’vA zero,tax‘liability cannot'beztmade
less thanvzero, whieh means that we tolerate a‘considerable aﬁount

of inequity within the oonotaXabie incomev:enge. Forvexample; a
;family'of four will pay no taxes Whether itsvincome is one dollér'or
f$3,000; it also means a family of four with a $3,000 income pays the
same,tax~;name1y; zero--as does a family'of'eight}pereons with‘e,
$3?000 income.5 o

The neoatlve income tax wouid help eliminate these tax 1nequ1ties{
and at the same time improve the incomes of the poor. . If we apply un-‘vur
.used exempt101s and deductlons as . tha ba31s for neaative tax paynents
iit would appear to be consistent with the logic of the income tax, It
is also evident that the negative tax plan would offsetvthe,burden of
- tegressive'taxes on the poor,vwhichbwould further tend to increase..
their inc0mes; | |
| A Fiscal Stabilizer for the Economy

Fiscal stabillzers may be defined as dev1ces which, 1n‘response '

_to a change in the GNP, operate in'a counter-cyclical manner Without

5Robert J. Lampman, '"Negative Rates IncomebTaxation," pg‘2.



the'ﬁeéd for policy decision or discretionar& acti&n. Thé more’im;
vportént ones are the individuallinéome'tax, unemployment insﬁrancé;
and the corporate income tax. ’Alsé included are excise éaXés and ﬁhe
OASi programs. | |
Thé importance éfvstabilizeré stems pfimgrily from their role
in insulating private .incomes from a’decline-inidemand, thereby'iﬁf
terfering with the cumulative magnificétién of a decliﬁe once started.®
This interference takes place with respect to Eoth consumption and in--
vestment in the private sector, although our interest is witﬁ'respect‘
~to consumption. In Chapter IiI'it was nOtéd that many of the low-in-
come families were those wiﬁh a paft-time‘worker as head of the
household. Most of these jobs are.filledkby the unskilled workerv
and. disappear in a contractiﬁg economy; As such, the negative income
- tax would supplement their earnings during a recessidn, and, hope~ |
fully, they would not be eligiblevduring recovery., _Since'ﬁhe plan.
‘is linked to the indiyiduéllincome tax it would operate:automaticaliy
‘to a change in the economy, thereby cushioning personal income during

a decline,

6Wilfred Lewis, Federal Fiscal Policy in the Postwar RecessionS’_,.
(Washington' The Brooklngs Instltutlon, 1962), pe 65,




CHAPTER VI
POLITICS AND WELFARE

It is explicitly illustrated that the negativejinCOme tax plan»
is a.practical economié conéept: a)its ease of administering under
the auspices of the. Treasury Department dictates a unitary welfare
system; b)it can provide a less costly public assistance program;
and, c)it is equitable with regard to the present income tax system.”
But, is the plan feasible so far as political principle is concernedé
Since the proposal is to be regulated by.the federai government ié it
6h;y another hand-out program of the Welfare State?

Expansion of Governmental Powers

Despite the individualistic tradition énd laiséez-faire
.  phi1osophy that distinguishes the political and‘economic thinking of
American from most national groupé, they have not hesitated to approve
the expansion of govetnmental powers. Franklip D. Roosevelt ihﬁroducéd.
the New Deal, Harry S. Truman the Fair Deal, and Lyndon B,‘Joﬁnson the
Great Society--each slogan depicting positive prbgramsfof'econbmié éﬁd.
social reform unﬁer federal regulation, ‘Thése reforms, .as seeﬁiabove,l 

extend the powers of government in the areas of social securi;y; health

insurance, education, employment, etc., which led to our capitalistic,

Loy ra,, Chapter II,
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éystem being called a welf;re Staté.. We mighf:aéﬁ, wﬁat is‘a
ﬁelfare State and how does it intersect the areas of economic and‘
politics?‘

' Tﬁé-Welfaré State is subject té various definition§ depéﬁding
generally upon political leaning--right or left, opponent or pro-

ponent, But, generally, the term means federal sponsorshiﬁ and

- regulation of Factory Acts, social insurance, subsidies for education,

socialized mgdiciné, farm price supports, measures designed to sfab-
ilize the economy, minimum-ﬁage legiélafion; etc, The list covers

a wide 'and varied range of activities,‘and could be expénded
considerably.' (

The opponents of the Welfare State use the term éynonymously
with statism, colleééivism,kand‘state sécialism. Common to all these
térms is the idéa of a centralized government undertaking mére‘
functions 6n which the individual must Come\to depend to support -
his.wellébeing.v This is in contraét to a government which‘aséumeé a
ﬁinimum gf.functions and depends on the individual to provide for his
well-bei;lg.2

" The danager of statism has been expressed by many, and not only

by those with so-called conservative views. Bertrand R. Russell,

who is certainly no oppoﬁént of ihe<We1faré State, has stated:

"Every use of the power of States needs... to be

Zpsher Achinstein, The Welfare’Staté, The Library of Congress
Legislative Reference Service Public Affairs Bulletin No. 83 .
(Washington: U.S. Government Printing Office, 1950), p. 3.
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closely scrutinized, and every possibility of diminishing
its power is to be welcomed provided it does not lead - to
reign of private tyranny,"3

Another, Ludwig Von Mises, a champion of free enterprise and non-

"... we must realize that

interference of government has stated;
delegation of power is the main instrument of modérn dictatoréhips."4
Each opponeﬁt of increased governmental powers sees‘the indi~
vidual as the underlying force for building a better nation, and not
.a beneficent State., In other words, a good community does not spring
forth from the glory of the State, but‘fromithe unfettered development
of the individual,®
| On the other hand, the proponenté of the Welfare State maintain
that the govermment must provide security for the individual against
risk over which he has no controi. Only in doing thié can a democ—
. racy avoid the emergence of a totalitarian state,

The advocates of greater federal regulation cite the Constitﬁtibn’
to support their arguments in that it was established to "'promote the
general welfare of the people." Therefore; extended government re-~
gulation is needed to insure‘that power is not monopolized by any

one group, thereby stifling the opportunities of others. Says John

K. Galbraith;

3Bertrand R, Russell, Proposed Roads to Freedcm (New York: Henry
Holt and Company, 1919), p. 113, ~ .

4Ludwig Von Mises, Bureaucracy (New Haven: Yale University
Press, 1946), p. 5. S

5Russell, op. cit,, p. 138,

¢
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: "Our liberties aré now menaced by'tﬁe conformity
exacted by the large corporation-and its impulse to
create, for its own purposes..."®
Accordingly, the most often heard remark for establishing the
Welfare State, or governmental ekpénsion, is thét science and
technology and industrialization have prompted the new powers of the
State. This note soundé similar to the argument presented in Chapter
I1T of this thesis, If the above is true, then why'shoﬁld-not e&ery—
one endorse governmental extension? Did we not éay that thé merment
was strictly for economic and social reform which provides security
for all citizens? |
Individﬁal Freedom Versus Security
The confusion and differences arise from the fact that supporters
and objectors to governmental expaﬁSion'may agree with the general ob-
jectives of the Welfare State, but differ in regéfd to how it sﬁpuld
be accompliéhed, Specifically, its .advocates regard the enactment of
federal legislation to increase individual security necessary for the
—,exercise of freedom, The opponents look upon ihe multiplicationléf
centralized power as produﬁing a decline in liberty'and‘freéddm. In
order to clarify these gonflictiﬁg'vieﬁs we'must first esgablish‘a'
'basis of understanding our political system and the functions of the
gQVefnment in the sysfem.
| Demﬁcracy and‘the'DemocrétidAStatev'

What 1is Democracy?.

6John Kenneth Galbraith The Affluent Societz,(ﬁew York° Mentor
Book 1958), p. 211. '




The word democracy is subject toivarlous deflnltlons and 1t 13 ,"
dlfflcult to deflne in condensed form, but it oan be deflned when'
 seen by the inherent elements. The early Greeks 1nterpreted it
'simply as rule by the majority with féépect to the politioal systeo;r 
élthough it embodies both a'thoory of-sociéty and of'goverhﬁont.

The more pronouncéo elements of a demooracy are (a) governmont
’is by majority ond govefnment'by unanimous consent; (v) the'inoiQ-_
'idual has a worth and a dignity of his own that society must recognize
’_and respect° (c) all men should engoy an equal opportunity to make use
: of their talents,tn take advantage of the opportunltles that llfe
offers, and to enjoy equal justice under. the law; and, (d) there |
exists the free exchange of ideas.’ These elgments reflect theboasis
of a democracy in the political system and in the society. But how'arev
. these protected and wartanted under a democratic form of rulé?

Functions of the State

The above question can best Be answered by‘referring-to:the puf—
poses set forth in the preamble of the American Constitution: |
"insuring domestic tranquility," !'"providing for thebcommon defense,"
"securing the blessings of liberty,” "establishing justice,“tand,
"promoting the 'generallwelfare‘."8 Although these spécific-fﬁnotioos

are set forth as the guiding principles for our nation they are

Y7Robert K, Carr et al., American Democracy in Theory and

Practice (Wew York: Holt, Rinehart and Winston, 1960), pp. 26-30.

81pid., p. 10.




applicable to some degree to almost any State, whether democratic or
in other form of government,

Insuring Domestic Traﬁquility—-Probably the oldeét aim -of all

goyefnments is to maintain order within theﬂdomeétic society itself.
To accomplish this end the government enacts laws to regulate'hqman
conduct whereby conflicts between individuals or groups may be
settled without resorting to violence,

Providine for the Common Defense--Parallel to the government's

vrble in-maintaining domestig‘peace, it i%,? natural extension that
it should guard against foreign aggressién; We need only to look at
the federal expenditures designatéd for‘défense purposes in the "ad-
ministrative budget to realize that this.is probablyvthe most im-

portant function of the government,

Securing the Blessings of Libérty-—A ;hird end of government i
to safeguard the freedom of the individual, This is set forth‘most
éxplicitly in the Declaration of In&ependence: "to secure the rights
of life, liberty, and the pursuit of happiness for the people.”™ This
statement of purpose insures the ihdividuai freedom of speech,>feligion,
and action in our society, and the enjoyment of the benefits ofvcivili-_.

zation which are dependent on government activity.

Establishing Jusﬁiceﬁ-Establishing é way tpiregulate'the afféirs»ﬁ"
6f men and to resolve human conflicts with fairﬁess and by a:degree
of predictability is another important f@nction of governmént.“ltﬁcan
be stated that justice involves two factb;s,-social justice‘andwlegal

 Justice., Legal justice is promoted by the government and administered



by the courts under law, Like sociél justice it is fraﬁed by social
values, but its refgrence is law,

Social justice, on the other hand, is concerned with the’sharing
of»the gains of civiliiation, againvin a manner of fairness to all con-
cerned, This is reflected in our capitalistic society ByAthe'process
of the distribution of géods, or the rewards of our labor. In general,
- we believe that men shall be rewarded for their labors in the light of
quality and quanfity of their productivity.v A socialist society takes
as its value judgement the rule that each man éhall contribufe to the
production of social wealth according toﬁhis ability and receive
according to his need, In either case government has a part inipro—
moting social justice. - If the wording of the Constitution ddes not
prgscribe these duties ‘emphatically enough, it ié evident from the
propagation of reforms sweeping this nation, Great Britain, and the
Scandinavian countries that they consider it a prime function, Pre-
-sently, old-age assistance, unemployment insurance, regulation pf :
wages and hours of labor, and the various subsidies are evidence of
increased concern with social justice,

Promoting the CGeneral Welfare--Finally, promoting the general

welfare of society is a function of the democratic govermment, Much
of the controversy over the "welfare state" is in regard to objectives
of the government to promote the material well-being of society |
through federal subsidies, manipalation of the supply of moﬁey;
discretion&ry action.through fiséal poiicieé, etc. . Some see such

actions as a widening of individual opportunity, and otherS'sée it



as;a‘weakening'of individual resbbhsiﬁility.g"ﬁut the fécfztﬁat‘fhe
gdvérnment can pfomote tﬁe generai welfare by reﬁdefing specifiﬁ’and
positive servicesvto peoéle is an'inescapable,one. |
- Summary | |
| In summary, we might queétion‘whether the,pfdposal‘for ﬁégétive
‘fates income taxation is in‘aécordancé>with the funétions qf tﬁe'
,étate, and does it relaté to the general philoéophy uﬁder democratic
rule? Evidently, from the ?fescriﬁéd' functions above, it is in
agreementiwith the responsible puiposes gsﬁseﬁ'forth‘by,thé‘frgmers
of the Constitﬁtion,»and»corféspondent to ;ﬁe»ideas of,societyrwﬁicﬁ :
the government represents, | | |
Ecofiomics and Politics
_: How does the cqnéeﬁtfof negative taxation'coincide with politicéi
and economic philosophies, and the Welfare State? vPrima:ily,‘siﬁce
the proposal will beAadﬁinistered'by the govermment it is argued :hat' 
 it is only increasing control ovér individual rights7by.an éXisting, 
.iovér—extended, centraliiéd po#er. Seéond,~to many the proposal is in
Héonflict with the capitalistic philoSOphy‘fhat those members'of‘socie£y>
wﬁq do notvcontribute tobeconomic productivity shoﬁld'ndt be paid to
‘:emain 1dle. These two arguments are the wmost often voiced with~fe-
vgafd to the fai'pléﬁ. 'But‘are the views tenable? |
It can ﬁe‘arguéd ﬁhat'the'proposal.will not create.any}greagér N
controls than that of the present social security syétem;‘ It” is

impersonal in regard to who receives the'benefits and how vtheA

Ixchinstein, op. cite, p. 27..




recipient spends his income. Factually, the négative ﬁax plaﬁ would
permit greater freedom in regard to our public assistance‘progfams.
Under these programs the recipient is often under undue pressure as’
'fo'how he should spend his relief noney, and often suffers undue har-
rassment from social workers who are councelors to the poor class.
This policing of funds by local counselors is in many cases an invasion
of’private rights, and surely contradictory to the rights of the
.Americancitizen.

The second point has to do with incentive wérk. It is argued
that to grant people a guaranteed income:;ill induce theﬁ to remain
idle and accept the "dole" as their only means of income. There is
much truth to this objective, although the‘plan is quite different .
from present welfare programs. The marginal tax rate of less thah‘
100 per cent is significant in tﬁat it is an inducement to work and to
create additional financial gains without it all beingbtaxed or taken .
 away as it is now., Under the negative tax plan an individual can keep'
part of his earnings without losing his subsidy dollar for dollar.

In summation, the proposal does not interfere with.basic economic
and political beliefs as do the various relief plans now regulated by
the.federal government. The recipient has greater control over his
consumption expenditures to §uit'hi§ own desires; thé rECipiént“Hés an
added incentive to prqduce and accumulate monetary gains; and federal

control is reduced to minor action.

‘10Richard Elman;'The qurhousé State: vThe”Aéerican Way of -
Life on Public Assistance (New York: Pantheon Books, 1966).

-



CHAPTER VII
CONCLUSION

An attempt‘has been'made_fo éxplore the mechanics of a.negativé
income tax plan, and to reveal the various subjects'reléted~to ‘the
proposal.v It has been explained that the plan is an effectivé attack
on the poverty problem and that its implementation will yield bene-
ficial social and economié"reéults, But, 1ittle has been said
with reference to specific areas of criticism of the plaﬁ. The con-
clusion will examine these criticism and their validity_in light of
the points already explained.

The Question of Income

bne of the primary criticism directed against the negative income
tax proposal is that some inéligible persons will receive pajﬁents due
to the unreliable measures of income as the qualifying criteria. That
is, the present income tax l;w does not provide a ready-made aevice,
that is suitable for accomplishing welfare goals, since "income" for
ta# purposes is not the ;ame as "ihcome" in an economic sense, What
‘is even more basic is the thought thaﬁ whatevér could be accomﬁliéhe&‘
by modifying the definition of income to make it conform more closely
~to present-day welfare criteria could also be accomplished by;modifying

~our welfare laws and institutions to make them conform more
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ciosely'to those features of our tax system;

The problems are not likely to be serious in magnitudé, shough
‘there will be those that escape the technicalities of what is a de-
.duction and what constitutes income. F&r example, some well-to-do
people whose income for tax purposes would .fall below the poverty
line could qualify for the plan because of an extraordinary casualfy
loss, or medical expense, or because they received only tax~exempt
interest, or payments on a personal injury judgment.2 But, of a moreb
serious consequence are the problems raisggbby cash receipts sucﬁ as
social security payments, children's wages under $600, scholarships,
exemptions for blindness, or for being over sixty-five., These are
only some of the more prominent ones and they will be dealt with se~
parately,

Social Security—Payments received from the Social Security

program, now exempt as income under the income tax 1aw,3 would be con-
sidered income for purposes of the negative inéome tax,* However,
since a part of this can be regarded as a return of employee invested

capital rather than income, part of the receipts could be excluded for

determining income under the plan.

lyilliam A, Klein, "Some Basic Problems of Negative Income Tax-
ation," Wisconsin Law Review, Vol. 1966:776, No.3 (Summer 1966),p.784=~6.

2Ibid.

31.T. 3447, 1941-1 CUM, BULL. 191,

4i.ampman would include such payments in income, whereas Tobin
would make OASDI beneficiaries imeligible for payments under the plan.



Children's Wages Under $600—Farnings by a child under $600 per
year would continue to be excluded from income under the plan'asvit

is now. However, thishwould'apply.Only-tq children,

-Scholarships—fScholarShips and;feilowships would be eonsidered',‘b
income under the negative income tax plan. Presently; they;afe ex~-
empted under the tax law.>

Exemption for Blindness—Under the present income tax law an add-

itional exemption exists for blind peréons.e' The ratibnaie for such
anhexemption is just as valid'under the ,negative incohe tax‘plen as
under present law. = A »totallyvdisabled hérson cannot be expected to
“work, providing this is the case.

Persons Over 65-#Present law provides for an'additional exemption

for persons over 65,7 and the same should preva11 under the negatlve
_tax plan., It was 111ustrated in Chapter I1I that many of the low-in-
come indi&;duals are those too old for productlonblabo:;‘ The:argument’
'lbﬁer incentives is useless in such a case. | | N :

 Admittedly, these are only a few of the problems in clas51fying
‘the deflnitlon of income under a negative income tax plan, although
much of the logic or rationale applied to present laws could carry
over to the new pronosal. ’ | |

‘The Time Lag and Tax Pavments

SExcluded under INT. REV. CODE OF 1954, Sec, 117.

b1NT. REV. CODE OF 1954, Sec. 151.

7INT. REV. CODF OF 1954 Sec. 151.




Another major criticiém‘of the neoetive ineome fax'plen ié‘thaf

for the poverty«strlcken to be helped, they need the money now; ﬁot

a rebate sometime. after April 15, when they have filed their ~income
;tax; This point was considered in Chapter‘IV and itMWas stated that
negative_tax‘ payments,weﬁid be made monthly by IRS just es faxes are
Withheld from wage earners. Then at the end ofvthe‘calendar yeér,r
'ﬁegative income tax reeipiente woeld file yeariy tax returhe:jﬁSt‘as
veVeryene eISe,v The-recipients iike~other taxpayere Qquldvfreeeive'
either a rebate or be'requiredvto pay to IRS the amount by‘which:their '
. total monthly payments based on estimatzgfef anticipated annﬁel»iﬁcome
exceeded their annual entitlement. | 7

© Relativity of Poverty

~ Some have opposed the plan because of the~difficulty in defining
poverty, which is a relative tefm. Thus, the feéme: ﬁay be living:
well with a certain income where the family in Herlem‘wouid have great
edifﬁiculty 1iving on this same amount. This problem caneot be solved
entirel&, but the plan would certainly not worsen their finaneial‘
poeitions. | |

Alternative Avproaches

Iﬁ might be suggested that there are better approacheéxte reduciﬁg
‘poverty than just . giving eomeone money, For example; it is known |
'thaﬁ povert& breeds poverty dUe to individual lack of-motlvathn, ithe :.
depreseing eﬁvironment, lack‘of‘edgcatipn; etc, There iS;ho arguﬁeht .
con this point"and ﬁhis thesis has net declared that the hegative ihv;(

’._cqmeftaxiprdpdsal is a cure-all to the low-income problem. But,
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o finaﬁeial'security aed these chef'ieeividﬁal,eelf-helﬁjptegteﬁs can
lalleviate the preblem.' It‘can also be‘stated:thet tﬁelpresehttwelf
“":fere‘system is "loaded"vwith sﬁpplementafy ptograﬁe, ehd‘more;pto;

v grams,‘tothelpbthe poot,'But the pbot stillfexist}et a high eost.to
}tex payerse‘ | | |
Suﬁmefy

Io the authorls knowledge tﬁere is only one furisdiction‘that
has so far adepted Enything approaching the hegativevincome tak?elan.,
This is the State of Hawaii;8 which in 19§5 instituted e’ prograﬁ efv

tax credits under which, a family of four with an income of leSS"than':il

$1,100 will receive a tax payment‘of.$72.9 ‘The plan hasrnot been ’inf_"‘

effect long enough to warrant adequate judgment, although one report
'indicates that the plan has not been effective due to the problem
lof-defining "income."10 It cannot be determined whether this fault
resulted from inexperience or simply short-sightedness, but a more
-idefinltive approach was needed. From all probability, the enactment
of such a plan by the federal government would witness similar faults
at inception. But from the information presented there is positive
' analysis which reflectsvthe effectiveness of negative rates 1ncqme»tax-'

ation in guaranteeing a minimum annual income.

8Act 155, Session Laws of Hawaii, 1965

9Thomas K. Hitch, "Why the Negatlve Income Tax Won't Work,"
A reprint from the July/August, 1966 issue of Challenge. '

07449,
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~ APPENDIX

In Chapter IV an evaluation of the coét 6f a negatiVe income tax
plan was presented. This is a presentation of the cost of the same
proposals, but conjecturing what the resulting costs‘may be assuming
sdme of the cost-determining variables change.

This cost estimate is an evaluation by Robert J. Lampman 6f the -
Ed&ard Schwartz plan. Starting with an .initial cost of $ 10.7
_billiqn to £fill the income-deficiency gap the plan specifies that
~claimants for benefits should be required to report an im?uted income
for assets above a stated amount. Such a pfovision could reduce the
.net cost either very little or by a significant amount. A guess is
$1 billion. )

Then, presumably, public assistance benefits would not be applied
for, nor forthcoming. This would raise the.cost by $4 billion. Also,
what about social insurance and veteran's benefits that fall below the
GMI level? A person would not bother to collect them'dnly to be taxed
away at 100 per cent; thus, this could increase thé cost by anothér
‘ $6 billionm. R |
C There might also'bg the incentive to dispose of ﬁfoperty, wﬁich ,
- yiélds:an income. It also would be taxed at 100 per‘cent, so‘ ﬁhy
not donate it to a pﬁiianthropic organization or pass it on to'@éirs.
“This mighi add.as much as $1 billion to the net cost, Bringiﬁg;four

‘cululative total up to $21,7 billion.



~ Also, we kmnﬁ theré are the "hidden poor," i.e.;ﬂpébplé who are

ﬁnwilliﬁgly dependent on 6thers but are not coﬁnﬁed és poor becagsé
they are memﬁers of faﬁilies with combined income abové the poverty
' 1inese - Since the plén is open to a head of family and deﬁached in-
dividuals, there could be an inducement for filing separate réturns.
Although a'conservatiQeiestimate, this could raise the cost by $2‘
billion. Consi&er the case of family fragmeﬁtationvffom another stand-
point, Assume,'in order to benefit from such a plan, there was an in-
dﬁced-break-up of marriages. This would allow the abandoned 'fami1y
allowances, plus thg father would retain hié former income, | This
is assuming the income of the family was less' than $3000_beforevthe

anti;social act. If a million fathers did this (out of about 5 million
.in‘the‘zero to $4,000 income range) it would add about‘$2 billion to
- the cost of the proposal.

If the plan encouraged some people in low-income rahgeé to marry
earlier and to have more children it would aiso increase the - cost.
‘Under SSA standards a couple could receive $2,000; whereas, if not
_married, their combined income would equal $3,000; chiidren would
add $500 éach to the allowances. The addition to this cost would be
$0.5 billion 1f:the guaranteed minimum income encouraged ;he pop-
dlation to rise a million per year abéfe its normal advance.

The guaranteed minimum income could also induce poor faﬁily
membérs to work iess. If a person is earniﬁg $33000 a year by WOrking.
and it coéts the person to/&ork, sﬁch'as t:ansportatipn; thefe' could_:

be an inducement to stop working--especially, if the worker knew his
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,inéome would not diminish., This cbuld add another $10 billion to»the -’b
.cost. ‘Furthers a certain nﬁmber of the‘families'in the $3;000 to
'$4,000 bracket would doubtless respond to the incentive to give qu‘
$3;500vof wage income less $70 in income tax and less $105 in sqcialv
security tax and less added costs of working in favor of $3,000 for
no work, If 2 million families and 1,5 million unrelated individuals
‘fesponded to that inducement the cost would rise by $8.3 biiiion.
Finally, the total wages fofegone would, under these assumptions
amount to about $20 billion. Since the natidnai income would decrease
by this amount, taxes on the remaining taxpayers would have to go up
" by about $6 billion to pay for the cost of undiminishéd government
and to offset the loss of revenue occasioned by the foregone wages.,
This is based on the assumption tha;_ahy wage less than $3,000 equals
‘a zero reward to the supplier ofvlabor;1
Obviously, Lampman's éppraisal of the plan‘has conjectured many .

assumptions and inserted "ifs."

But, a review of the above, as out-
lined in the table, will reveal that the initial cost of $10.7 billiom.
Also, whether these costs are too high'wili depend largely on the

enforced rigidity of eligibility and the standards of reporting com-

bined income of all family members.

1Ro‘bert J. Lampman, "The Guaranteed Minimum Income: 1Is It Worth
What It Would Cost," Faper delivered at the Conference on the Guar=-
anteed Income at the School Of Social Service Administration, Uni-
versity of Chicago, January 14-15, 1966, pp. 5-14, :



| COST OF A GUARANTEED MINIMUM INCOME WITH
100 PER CENT TAX, $3,000 BREAK~EVEN INCOME

" (in billions of dollars)

(l)bbNet Cost (First Approximation)..............;....... $10;7

(2) Require inclusion of imputed incomesisesecssssceacsss = 1;0

(3) PReplacement of public assistanceisessssseesssscasess 4.0

(4) Replacement of other transfer paymentSesesssssesases 6,0

(5) Displacement of property income.cseessesssesnssssasss 10

(6) Emergence of uncounted‘poor, family fragmentation... 2.0

(7) 1Induced family 2bandoOnNMentesesssosessesssssossssesss 240

(8) 1Induced rise in number of poor children,seessssssesns 0.5

(9). Foregone wages by present POOTsssencesnconsssnsscssne 10.0

(10) New GMI recipients from(present non—ﬁoor............ 8.3
(11) Tax loss associated with foregone WageS.esesssssssss 6,0
(12) Total cost associated with plan.............;....... 38.8
(13) Less lines (3) and (4) equals net cost..........;... 28.8
Source: Robert J, Lampman, "The Guaranteed Minimum Income:

It Worth What It Would Cost?" pp. 5-14. -



| A PROPOSAL FOR A GUARANTEED MINIMUM INCOME .
- BY NEGATIVE RATES TAXATION .

.fby

Jennings Patrick Barfield
ABSTRACT

This thesis sets forth a guaranteed minimum income pfééosal which
would close part of the "poverty gap"--the gép between thé income of
pdor families and iﬁdividuals and the income they need in ordefato main-
tain 2 standard of living above the poverty level., The proposal,
called negative rates income taxation, combines into a single program
the giving and taking of income by the fedéral government, The negative
income tax proposal is distinguished from other guaranteedb income
programs in two primary respects: (1) the focusbon filling part of
~the poverty gap, that is, a marginal tax rate (negative) of less than
100 per centg and (2) the emphasis upon income in relation to family
size in determining_whether an individﬁai or family is eligible for 2
allowances. This means that the benefits of the plan are incomefbased
rather than being based upon such present characteristics as age(QASi),
occupation (farm price supports), stétus (veterans beﬁefits’, eté. X

The scope of the thesis atcempts to'co§ef the various subjects‘
related to the negative income tax, although»this is an almost'im—v

possible task, For example, subjects such as early utopian ideas,



‘past federal legislation, and present socio-economic problems are

related to’the_concept 6f‘the proposal. Also, theuprinciples of
‘negative taxation, the cost and administration of the plan;'bénd‘
economic results of the plan are vital to appraising'its-applica—"'

bility.,
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