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Summary

Gordon Berlin discusses the nation’s long struggle to reduce poverty in families with children,
and proposes a counterintuitive solution—rewarding the work of individuals.He notes that pol-
icymakers’ difficulty in reducing family poverty since 1973 is attributable to two intertwined
problems—falling wages among low-skilled workers and the striking increase in children living
with a lone parent, usually the mother. As the wages of men with a high school education or less
began to decline, their employment rates did likewise. The share of men who could support a
family above the poverty line thus began to decline—and with it the willingness of low-income
women to marry the fathers of their children. Because the U.S. social welfare system is built
around the needs of poor families with children—and largely excludes single adults who are
poor (and disproportionately male)—it creates disincentives to work and marry for some fami-
lies, aggravating these larger trends.

Berlin proposes a new policy that would partially overcome the low wages and income of poorly
educated males and second earners in two-parent households by using the earned income tax
credit (EITC) to supplement the earnings of all low-wage workers aged twenty-one to fifty-four
who work full time—regardless of whether they have children or whether they are married. By
conditioning the benefit on full-time work and by retaining the existing family-based EITC
program while treating EITC payments as individual income rather than as joint income for in-
come tax purposes, the policy would restore equity to the American social compact without dis-
torting incentives to work, marry, and bear children. The largest benefits by far would accrue to
two-parent households in which both adults can work full time.

Because the policy would carry a large price tag—nearly $30 billion a year when fully imple-
mented—Berlin says that a prudent next step would be to test this strategy rigorously in several
states over several years, preferably using a random assignment design.
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etween the end of World War 1T
and 1973, the share of Ameri-
cans living in poverty fell by
half. But since 1973 the overall
poverty rate has remained
largely unchanged. Why didn’t poverty con-
tinue to decline? Falling wages and increas-
ing rates of lone parenting are the two princi-
pal explanations. Economic changes led to
stagnant and declining wages at the bottom
of the wage distribution, especially among
men with a high school diploma or less, and
demographic changes saw a near doubling of
the fraction of all families with children that

were headed by a single paremt.1

The problems of falling wages and single par-
enthood are intertwined. As the wages of
men with a high school education or less
began to tumble, the employment rates of
these men also fell, and, in turn, the share
who could support a family above the poverty
line began to decline—and with it the pro-
fessed willingness of low-income mothers
and fathers to marry.? Because the U.S. social
welfare system is built around the needs of
poor families with children—and largely ex-
cludes single adults who are poor (and dis-
proportionately male)—it creates disincen-
tives to work and marry for some, aggravating
these larger trends. Although recent changes
have reduced marriage penalties in the tax
and transfer system, some do remain, partic-
ularly when both spouses in a married-couple
family have similar earnings.

A strategy that used the federal earned in-
come tax credit (EITC) to supplement the
earnings of all low-wage workers aged
twenty-one to fifty-four who work full time—
whether they have children or not and
whether they marry or not—would counter
three decades of wage stagnation and persis-
tent poverty, with significant positive corol-
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lary effects on employment and parental
child support. By conditioning the benefit on
full-time work, by targeting individuals re-
gardless of their family status, by keeping the
existing EITC for families with children in
place, and by calculating EITC eligibility on
the basis of individual income (as Canadians
and Europeans do) rather than joint income
for tax filing purposes, this earnings-based
supplement would restore equity to the
American social compact while minimizing
the distortion of incentives to work, marry,
and bear children.

Although it might seem counterintuitive to
reduce poverty and strengthen families by re-
warding individuals, focusing on individuals
may have substantial advantages over tradi-
tional strategies to reduce poverty, especially
given the underlying causes of poverty and
the investments made to date in supporting
families with children. This strategy rewards
work in the formal economy, it reduces the
disincentive to marry while restoring the in-
centive for parents to live (and parent) to-
gether, it creates social policy parity between
poor men and women and between parents
and childless individuals, and it helps noncus-
todial fathers in low-wage jobs meet their
child support obligations. Importantly, the
largest benefits would accrue to two-parent
households when both adults can work full-
time. Some 21 million low-wage married in-
dividuals and another 16 million single indi-
viduals would receive an EITC payment
under this plan.

The annual cost of this policy, estimated to be
between $29 billion and $33 billion, is equal
to 4 percent of the $750 billion in extra in-
come received each year by the top 10 per-
cent of earners as a result of the pronounced
shift in the nation’s income distribution that
has occurred since 1975—or about one-third



Rewarding the Work of Individuals: Reducing Poverty and Strengthening Families

Figure 1. Trends in Earnings for Production Workers, 1947-2004, and in Poverty,

1959-2004
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of the annual tax reduction for the top 1 per-
cent of the income distribution as a result of
the Jobs and Growth Tax Relief Reconcilia-
tion Act of 2003. A prudent next step would
be to rigorously evaluate a limited demon-
stration of this idea to determine if the bene-
fits in increased work effort, marriage rates,
and child support payments—as well as re-
duced criminal activity and poverty among
low-income men and their families—exceed
the costs.

Explaining Several Decades

of Persistent Poverty

During the 1950s and 1960s, the U.S. econ-
omy grew robustly, and poverty rates de-
clined. By contrast, the national poverty rate
remained largely unchanged throughout the
1980s and 1990s, despite several sustained
periods of economic growth. Why?

Low Wages, High Unemployment:
Relentless Recession

The explanation for today’s persistent poverty
begins with low wages. During the twenty-
five years following the end of World War II,
earnings marched steadily upward. By 1973,
the real weekly earnings of private sector,
nonfarm, nonsupervisory production workers
stood at $650, more than 60 percent higher

than in 1947. As earnings rose, the poverty
rate plummeted—falling from 22 percent in
1960 to 11 percent by 1973.% But by 2004, in
a startling reversal, the average production
worker’s weekly earnings had fallen to $528
(in inflation-adjusted dollars), a nearly 20
percent decline.* As a result, officially meas-
ured poverty stopped falling and it has hov-
ered between 11 and 13 percent ever since
(see figure 1).

What caused this abrupt shift in fortunes?
Until 1973, the postwar economy as measured
by gross domestic product grew robustly, as
did productivity—what a worker could pro-
duce in an hour—and these gains translated
into rapidly growing wages, earnings, and in-
comes. People at the low end of the income
distribution experienced the largest propor-
tional gains. Unexpectedly, the up-escalator
economy ground to a halt after 1973. Output
per worker slowed to less than 1 percent a
year, and wages and earnings fell. In the face
of these declining economic prospects, two-
parent families maintained their standard of
living by having fewer children and sending
both parents into the workforce. Even as the
economy recovered from a steep recession
during the early 1980s, job growth resumed,
but with little or no wage growth for those at
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Figure 2. Real Annual Earnings for Men across the Wage Distribution in 1979 and 2004
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the bottom. In addition, a new skills bias
began to dominate the labor market, creating
high-paying jobs that required a college de-
gree or better and lots of low-paying jobs that
required no more than a high school diploma
and often less. As a result, economic inequal-
ity—the gap between the richest and poorest
Americans—widened during the 1970s and
1980s, as earnings for those with college ac-
celerated, while wages for those at the bottom
fell in step with the loss of high-paying blue-
collar jobs; figure 2 shows the disparity in
earnings gains between 1979 and 2004 for

high-wage and low-wage men.?

For a brief, shining moment during the
“roaring nineties,” increasing wages at the
bottom of the wage distribution and declin-
ing child poverty appeared to promise that
1960s-like earnings growth would be re-
stored. But that hope was dashed by the 2001
recession. Signaling trouble for all workers,
the growth in earnings of college graduates
slowed during the 1990s and fell thereafter.
The sources of growing inequality changed
accordingly—earnings continued to rise at
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the very top but fell for middle-earners, even

as lower-wage workers held their own.%

Further underscoring the stark reality that
low-wage work and the relentless recession it
signifies are here to stay, the Bureau of Labor
Statistics projects that 46 percent of all jobs
in 2014 will be filled by workers with a high
school diploma or less. The bulk of these
food

laborer, child care provider, home health

jobs—janitor, service, retail sales,
aid—are expected to offer either low or very

low pay.

The second important part of the poverty
story is declining employment rates among
men, particularly men of color. Over the
same period that wages were falling, employ-
ment rates among men were also tumbling—
down a startling 20-plus percentage points
between 1970 and 2000 for men with a high
school education or less and roughly 7 per-
centage points for those with some college.”
By contrast, as a result of economic necessity,
changing norms, and the rise of the service
sector, women’s employment rates rose dra-
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Table 1. Change in the Employment Rates of Young Black Men,

by Age and Educational Status, 1992-2000

Percent

Employment rate

Age and educational status 1992 2000 Absolute change
Enrolled in school

Ages 16-24 22.5 29.4 6.9
Ages 16-19 17.4 22.8 5.4
Ages 20-24 35.8 46.7 10.9
Not enrolled in school, ages 20-24

All levels of education 62.2 66.2 4.0
Less than high school diploma 41.6 48.4 6.8
High school diploma only 64.2 66.7 2.5
Some college, no bachelor’s degree 73.8 79.6 5.8
College graduate 85.7 88.1 2.4

Source: Analyses by the Center for Labor Market Studies, Northeastern University.

matically as more and more women entered
the labor market.

Why have men’s employment rates been de-
clining? For some men, employment became
less attractive as blue collar jobs evaporated
and wages fell. The strong economy of the
1990s offers a reverse proof: as wages at the
bottom rose, the employment rates of white,
black, and Hispanic young men stabilized
and began to grow. Even the employment
rates of black men aged sixteen to thirty-four
rose between 1992 and 2000, as did the rates
for young black men (sixteen to twenty-four)
with a high school diploma or less (see table
1). But once the boom years were over, the
employment rates of black men resumed
their downward trend; following the 2001 re-
cession they plunged much as they did dur-
ing the 1991 recession.” While the reasons
for the dismal position of young black men in
the labor market are complex (and include
racial discrimination and inadequate basic
skills and education, as well as the behavioral
changes documented by Lawrence Mead in

his article in this volume), a key part of the
explanation is the interaction among low
wages, the rewards of illegal activity, and
strict drug laws, which have resulted in as
many as 30 percent of all young black men
(and 90 percent of black male high school
dropouts) becoming entangled with the crim-
inal justice system.10 Incarceration appears to
have its own, independent effect, further
worsening and tainting future employment

prospects for all ex-prisoners.™!

In sum, past success in reducing poverty de-
pended on growing employment and wages
for those at the bottom of the earnings distri-
bution. Today, instead, earnings are stagnant.
The decline of unions and the power of work-
ers to bargain for higher wages, the reduction
in jobs covered by unemployment insurance,
and congressional reluctance to increase the
minimum wage—thus allowing inflation to
erode its value over time—undoubtedly fur-
ther exacerbated these trends. Without earn-
ings growth, the ability of men without a
college education to support a family dimin-

VOL. 17 / NO. 2 / FALL 2007 21



Gordon L. Berlin

ished, making them, in turn, less attractive as
marriage partners, according to many ex-
perts.!? Indeed, among men aged twenty-five
to fifty-four with a high school diploma or
less in 2003, a quarter of whites, a third of
blacks, and two-fifths of Hispanics did not
earn enough to support a family of four above
the poverty line.!?

Rising Single Parenthood and

Declining Marriage

These tectonic economic shifts coincided with
inexorable erosion in the cultural norms asso-
ciated with marriage and out-of-wedlock
childbearing. Today, nearly half of all mar-
riages end in divorce, a phenomenon that
knows few class distinctions, and a third of all
births occur out of wedlock. As a result, the
share of all families headed by a single parent
has nearly doubled from 13 percent in 1959 to
26 percent today. As one disheartening conse-
quence, more than half of all American chil-
dren will likely spend part of their childhood
growing up in a single-parent family. Many
will be poor; the poverty rate for single-
parent, female-headed families with children
under age eighteen is about five times higher
than the rate for married couples (38 percent
as against 7 percent in 2004)—in part because
a single mother is more likely to have limited
education and skills and thus low wages, and
in part because she is trying to support her
family on one income rather than two. Al-
though the reasons why this is so are still hotly
debated, evidence convincingly demonstrates
that, as a group, children who grow up in sin-
gle-parent families have diminished life
prospects, faring worse on a wide range of
economic, social, emotional, and cognitive
outcomes than similarly situated children who
grow up in two-parent families.!*

Cohabiting couples, a rapidly growing family

type that now accounts for about 40 percent
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of all nonmarital births, typically have more
resources than single-parent households. But
they are still more likely to be poor than mar-
ried-couple families, and they are often un-
stable—about a quarter of cohabiters split
within a year of the birth of a child.’ Inter-
views with so-called “fragile families” near
the time of birth suggest that many of these
couples expect to marry.'® Few will do so.

Even though marriage rates in low-income
communities are uncommonly low, marriage
remains an ideal for the poor and near poor,
as for all Americans. In surveys and ethno-
graphic interviews, poor men and women as-
pire to the emotional and social benefits of
marriage. At the same time, they consistently
cite economic barriers (unemployment, low
wages, involvement with the criminal justice
system) and relationship issues (principally
infidelity) as primary reasons for not marry-
ing.!” In their ethnographic account of poor
women in Philadelphia, Kathy Edin and
Maria Kefalas find keen support for marriage
but trepidation that it will add another mouth
to feed without a commensurate increase in
resources.'® Lending support to these state-
ments, as shown in figure 3, marriage rates
for men (including African American men)
generally rise as earnings go up—although
this is somewhat less so for Hispanic men

(not shown).1?

Moreover, the link between earnings and
marriage persists even after controlling for
race, ethnicity, age, education, and other
variables.2’ Indeed, one study of unmarried
couples who recently had a child together
found that the likelihood of subsequent mar-
riage increased as men’s annual earnings
rose.2! Nevertheless, the decline in men’s
earnings is but one of a complex web of fac-
tors, including changing cultural norms and
the increasing economic independence of
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Figure 3. Marriage Rates of Men Aged 22 to 30 Years, by Annual Earnings, 2004
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women, that have altered the now outmoded
model of marital specialization that pegged
men as breadwinners and women as home-
makers. Together, these factors have boosted
the number of female-headed households,
increasing in turn the number of families liv-
ing in poverty.

Tax and Transfer Penalties

America’s social welfare system was designed
almost exclusively to meet the needs of poor
families with children—a majority of which
are now female-headed, single-parent
households. Today, the bulk of these benefits
support parents when they work. Outside of
food stamps, few comparable work supports
are available for childless individuals; in-
deed, the only public systems that focus pre-
dominantly on able-bodied men who are not
living with children are criminal justice and
child support enforcement. Adding insult to
injury, by treating income jointly, the tax sys-
tem penalizes some couples when they do
marry, especially couples who earn like
amounts and have combined annual earnings
between $20,000 and $30,000.22 As they
begin to lose eligibility for food stamps and
health benefits, such as Medicaid and the
State Children’s Health Insurance Program,

and cross over to the phase-out range of the
earned income tax credit, they can lose as
much as a dollar in benefits for every dollar
increase in income.2? In a vicious cycle, once
people are married, the same high cumula-
tive marginal tax rates penalize additional
work effort.

Policymakers have taken several important
steps over the past decade to reduce the dis-
incentive to work and marry—for example, by
increasing the generosity of the EITC for
married couples, time-limiting welfare re-
ceipt, toughening up child support enforce-
ment, and requiring fathers to live with chil-
dren and jointly report income when claiming
the EITC. As a result, some poor families are
better off if they marry now, but penalties re-
main for others. As David Ellwood explains,
any program targeted at “low-income working
families, where low income is based on the
combined income of the family, . . . [will cre-
ate] incentives for a working single parent to
remain single.”* Nevertheless, available evi-
dence is mixed about exactly how these disin-
centives have affected work or marriage, with
earlier studies finding no effects and more re-
cent studies finding some effects, especially
for working, unmarried couples where both
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parents earn similar amounts—the group fac-
ing the largest penalties.25

Although it is daunting to try to measure pre-
cisely the effects of tax and transfer policies
on behavioral decisions, in the end a low-
income working mother is left to make an un-
fathomable and discomfiting decision about
marriage—weighing the uncertain contribu-
tion of a potential spouse against the relative
certainty of the benefit package she would
lose. Fairness argues at the very least for “do
no harm” tax policies that maintain an even

playing field for all.

Strategies That Work: Earnings
Supplements as a Response to

Low Wages

Given these discouraging labor market
trends, the changing social norms that led to
high rates of single parenting, and the dis-
torted incentives resulting from the briar
patch of overlapping benefit programs and
cumulative high marginal tax rates, one might
reasonably ask: can government successfully
intervene to raise incomes and reduce
poverty? Encouragingly, a reliable body of
evidence demonstrates that work-based earn-
ings supplements—such as the EITC—can
be an effective strategy for boosting employ-
ment and earnings, and reducing poverty,

without distorting work incentives.

The “Make Work Pay” Experiments

Concerned that low-wage work simply did
not pay relative to welfare, the State of Min-
nesota, the New Hope community group in
Milwaukee, and two provinces in Canada
began to experiment during the 1980s with
new approaches designed to increase the
payoff from low-wage work. All provided
work incentives in the form of monthly cash
payments to supplement the earnings of low-
wage workers. The payments were made only
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when people worked, and the amount of each
month’s cash payment depended on the
amount of each month’s earnings. Minnesota
targeted welfare recipients, relied on the wel-
fare benefit system to make payments, and
supplemented both part-time and full-time
work, while the Canadian and New Hope
programs targeted welfare recipients and all
low-income people, respectively, operated as
independent entities, and rewarded only full-
time work of thirty hours a week or more.

The results were encouraging. The mostly
single mothers who were offered earnings
supplements in these large-scale, rigorous
studies were more likely to work, earned
more, had more income, and were less likely
to be in poverty than those in control groups
who were not offered supplements.?® At their
peak, these employment, earnings, and in-
come gains were large—reaching 12 to 14
percentage point increases in employment
rates, about $200-$300 more per quarter in
earnings, and $300-$500 more in quarterly
income. The earnings supplements also had a
secondary benefit for children. Preschool-age
children of participating parents did better
academically than like children in the control
group, in large part because their parents had
higher incomes and they were more likely to
attend high-quality, center-based child care
programs.?” The largest and only persistent
effects on adults were found for the most dis-
advantaged participants, particularly high
school dropouts without recent work history
and with long spells on welfare. For this
group, the employment and earnings effects
continued through the end of the follow-up
period—six years in the Minnesota project—
implying that early work experience could
provide a lasting leg up in the labor market
for more disadvantaged populations.?® The
pattern of results also suggests that income
gains—and thus the poverty reduction—
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could be sustained by an ongoing program of
supplements.

The findings from the programs in Minnesota
and Canada speak primarily to the behavior of
single mothers, raising the question of
whether offering supplements to single men
could have similar effects. The New Hope
program did achieve modest, statistically sig-
nificant gains in the number of quarters em-
ployed for men overall, as well as for single
men, when cumulated over the full eight-year
follow-up period—although the small num-
ber of men in the study sample (by design)
makes these findings suggestive at best.*

Last, both the Minnesota and the New Hope
programs also served two-parent families. In
Minnesota, the offer of an earnings supple-
ment led to modest reductions in quarterly
employment rates and earnings, principally
among the second earner, who could work
less because the supplement offset the earn-
ings loss. Cutbacks also occurred in the New
Hope program initially, but these were trivial,
concentrated among people who were work-
ing overtime hours that exceeded forty hours
a week, and did not persist. Importantly,
work reductions in the New Hope program
were limited by the program’s thirty-hour
full-time work requirement, a feature the
Minnesota program did not share.*

The Earned Income Tax Credit

Recognizing the contradiction of remaining
poor while working in a society that values
work, policymakers have used employee sub-
sidies as an integral part of the nation’s strat-
egy for reducing poverty since the EITC was
first passed in 1975 (to offset payroll taxes
paid by the poor). The EITC was substan-
tially expanded in 1986, 1990, and 1993, and
today is available to all low-income workers
who file tax returns. It is refundable, which

means that its benefits are paid out even
when the tax filer does not owe any income
taxes. More than 20 million taxpayers take
advantage of the EITC each year, at a cost ex-
ceeding $34 billion, making it by far the
largest cash benefit program for the poor.®!
By design, the overwhelming majority of
beneficiaries are single parents supporting

children.

The EITC’s distinguishing feature is its status
as a safety net built around work—only peo-
ple with earnings can claim the credit. The
amount varies by both family type and earn-
ings. Families with two or more children can
receive a maximum credit of $4,400; those
with one child, $2,662; and single adults with
no children, $399.%2 At its maximum, the
credit provides an additional 40 cents for
every dollar earned to a family with two chil-
dren, effectively turning a $6.00 an hour job
into an $8.40 an hour job. But this is the max-
imum credit for a family with two or more
children, where the parent is able to earn be-
tween $11,000 and $14,400 a year. The aver-
age family receives about half of the theoreti-
cal maximum either because it earns too little
to get the full credit or because it earns too
much and is in the phase-down range.

Based on a comprehensive review of studies
of the EITC, Steve Holt reports that it re-
duces family poverty by a tenth, reduces
poverty among children by a fourth, and
closes the poverty gap by a fifth.>> The Cen-
sus Bureau, by using a measure of disposable
income that relies on revised, and still con-
troversial, definitions of income and poverty
and includes all government cash transfers
(but not Medicaid or Medicare), and by sub-
tracting both taxes paid (but adding back
EITC payments) and work expenses (but not
child care expenses), estimates that the 2005
poverty rate falls to 10 percent, about 2 per-
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centage points lower than the official rate.*
The after-tax value of the EITC probably ac-
counts for about half of this reduction. But
even so, someone who works full time (2,000
hours a year) at the 200607 minimum wage
of $5.15 and who receives the maximum
EITC credit would still have income below
the 2005 poverty line of $15,577 for a family

The EITC can penalize
marriage when both partners
work—even as it rewards
marriage between a
nonworking single parent
and a working partner.

of three ($10,300 in wages plus $4,400 from
the EITC, or $14,700).

Nonexperimental assessments find that the
EITC affects work in two ways. First, it en-
courages job taking, especially among single
mothers (a 3 percentage point increase in the
labor force participation rate of single women
with children).?® Several studies estimate that
as much as a third of the increase in female
labor force participation rates during the
1980s and 1990s was due to the expansion of
the EITC.*® Second, in two-parent families,
it might reduce by a small amount the hours
that second earners work, but there is scant
evidence of a reduction in hours worked
among single parents.>

Because the bulk of EITC benefits go to fam-
ilies with children and because both parents’
earnings are counted when a couple is mar-
ried, but only one parents earnings count
when they are not, the EITC can penalize
marriage when both partners work—even as
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it rewards marriage between a nonworking
single parent and a working partner.®® These
penalties can be large. According to Saul
Hoffman and Lawrence Seidman, a single
parent working full time at the minimum
wage who marries another minimum-wage
earner could stand to lose $1,600, while two
full-time workers (each earning $14,000),
both with two children, could lose as much as
$6,700 in EITC benefits.? Recently enacted
provisions that increase the credits value for
married couples by several hundred dollars a
year attempt to offset those penalties. By
2008, when those changes are fully in effect,
penalties would be eliminated for most co-
habiting families with incomes below 200
percent of the poverty line, but substantial
penalties (averaging $1,742) would still re-
main for 44 percent of all cohabiting couples,
mostly those with incomes between $20,000
and $30,000 a year*® Two-earner couples
where both workers have similar earnings are
especially hard hit by EITC reductions if
they marry.

Weighing Alternative Strategies

for Reducing Poverty

Although the EITC, as now designed, has
helped to ameliorate poverty in families with
children, it still leaves behind many poor and
near-poor families and individuals. Additional
strategies for further reducing poverty in-
clude boosting the minimum wage, investing
in education and training, and rethinking the
generosity, targeting, and structure of the
EITC.

Minimum Wage

Both experience and empirical evidence sug-
gest that the minimum wage can play a valu-
able role in raising wages and reducing
poverty without severely distorting labor
markets. First passed in 1938 in response to
the Great Depression, the minimum wage
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placed a floor under the wages of most work-
ers and was pegged at about half the median
hourly wage of nonsupervisory workers
throughout the 1950s and 1960s. As of early
2007, its value had fallen to less than a third
of the nonsupervisory wage, its lowest level in
fifty years. Both President Bush and con-
gressional leaders have vowed to increase the
minimum wage to $7.25, although if its value
is not indexed to inflation, it will once again
gradually erode over time.

Why are political leaders reluctant to keep
up the value of the minimum wage, a corner-
stone of antipoverty policy since the Great
Depression? There are two primary reasons.
First, raising the cost of workers reduces the
profits of employers, weakens their competi-
tive position relative to global employers,
and lowers the number of employees they
can hire without raising prices. Second, only
one in five minimum-wage workers lives in a
family with below-poverty income. Most are
between sixteen and twenty-four years old
and do not support families, making the min-
imum wage a relatively inefficient way to re-
duce family poverty. However, Peter Edel-
and Paul Offner,
summarizing empirical work by David Card,

man, Harry Holzer,
Alan Krueger, and others, conclude that in-
creasing the minimum wage to $7 an hour
would at most result in trivial job losses in
the tight labor market expected as the baby
boomers begin to retire.*? Moreover, they
note that about four-fifths of the increase
would accrue to people with incomes in the
bottom 40 percent of the income distribu-
tion, partly as a result of upward ripple ef-
fects on nearby wages.*> Nonetheless, reluc-
tance to raise the minimum wage or to adjust
it for inflation and concerns about targeting
inefficiencies make the minimum wage
alone an unreliable vehicle for addressing
poverty.

Postsecondary Education

Given the steep rise in the return to higher
education over the past twenty-five years—
today a college graduate earns more than
twice what a high school graduate earns
(about $23,000 more, annually)—investing in
the education and training of low-wage adults
is an essential long-run alternative strategy
for reducing poverty.** And for workers who
have the necessary basic skills to succeed in
postsecondary education, community college
is a particularly attractive and ubiquitous op-
tion. Community colleges enroll nearly half
of all college students in the United States—
more than 11 million nationwide. But nearly
half of all students who begin at community
colleges leave before they can receive a cre-
dential, including untold thousands of stu-
dents who are relegated to developmental
education classes and never make it to credit-
granting courses.®> Although community col-
leges are actively experimenting with curricu-
lar reforms, student support services, and
new forms of financial aid to address these
problems, the fact remains that a large frac-
tion of low-wage workers will not have the
necessary skills to take a postsecondary route
to higher earnings. And the K-12 reforms
that are the subject of the article by Richard
Murnane in this volume are at least a decade
or two away from making a major difference
in the skills of graduating seniors, who in any
event constitute only a small fraction of the
total workforce in any given year.

Other EITC Reforms

Over the next ten to twenty years, then, it is
hard to imagine reducing poverty without
finding a way to make low-wage work pay. A
compelling body of evidence suggests that
the earned income tax credit can be an effec-
tive way to supplement low earnings. Policy-
makers have three choices. They can increase
the EITC for families with children, and es-

VOL. 17 / NO. 2 / FALL 2007 27



Gordon L. Berlin

pecially for large families; increase it for mar-
ried couples only; or supplement the earn-
ings of individual low-wage workers, exempt-
ing the supplement from joint income tax
filing requirements.

The first strategy moves more families with
children above the poverty line but perpetu-
ates current inequities by doing little to ad-
dress the companion problems of single par-
enthood, the low earnings of single men and
women, or marriage penalties in two-earner
families. The second approach shares several
of the shortcomings of the first and while it
reduces marriage penalties for some, it cre-
ates new ones further up the income stream.
It also asks people to marry for the money,
running the risk of promoting any marriage
over a healthy marriage, which has attendant
risks for children and crosses a line that many
find objectionable. Moreover, it fails to tackle
the problem of the low wages of single adults,
and places the burden on a single mother to
calculate the value of a possible increase in
benefits that would come with a potential
marriage partner who at the moment may be
underemployed and quite poor. That is ask-
ing a lot: to act on incentives, people have to
understand them. Yet hardworking but still
poor men would have no way of knowing—
much less signaling—that their income
would be 25 percent higher if they were mar-
ried. That leaves the third option.

A Counterintuitive Response with
a Radical Twist in Tax Policy

A bold and equitable strategy for reducing
poverty would tackle the interrelated prob-
lems of men’s low wages, single parenthood,
and a tax and transfer system that, by giving
primacy to families with children, has uninten-
tionally distorted incentives on the margin to
work, marry, and have children. An earnings
supplement for individuals could accomplish
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these goals by providing all low-wage workers
aged twenty-one to fifty-four who work full
time (thirty hours a week) with a payment ap-
proaching that of the current EITC but with a
crucial, if radical, twist: payment would be
based on an individual’s personal income, not
joint or family income, and singles would be
eligible for the supplement whether or not
they have children and whether or not they
marry, as would second earners in a married
family receiving the existing family EITC.

The credit should fall somewhere between
50 and 100 percent of the current EITC pay-
ment for families with one child.*® For equity
and simplicity, to illustrate the new credit’s
properties let’s assume that the maximum
credit is about 75 percent of the current one-
child EITC. Thus, instead of the tiny $400
current annual maximum EITC payment for
singles, every dollar of earnings under the
new plan would be supplemented by 25 cents
until earnings reached $7,800 (for a maxi-
mum credit amount of $1,950), after which
the supplement would remain level until
earnings reached $14,400, and it would then
fall by 16 cents for every dollar of earnings
until it was phased out entirely at $26,587. In
effect, this policy would turn a $6 an hour job
into a $7.50 an hour job. For someone who
worked 1,500 hours over the course of a year,
it would turn a below-poverty annual salary
of $9,000 into an above-poverty salary of
$11,250. Figure 4 offers another example of
how this new EITC would benefit a single
man working full time in a job that put him in
the bottom tenth of earners. The average
man in the bottom tenth of the earnings dis-
tribution earned just over $22,000 in 1979
but only around $18,000 in 2004; the new
EITC would raise this to nearly $20,000.

To avoid penalizing children or couples who
marry, the existing benefit structure and gov-
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Figure 4. The Effect of the New EITC
on the Income of Low-Earning, Single
Adult Men
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Note: Low-earning adult men are defined as those working full
time and in the bottom tenth of the annual earnings distribution.

erning rules for the one- and two-child EITC
would remain in place for the primary earner
in a family with children. The second earner
in a married-couple family would now qualify
for the new individual’s credit without regard
to the primary worker’s earnings, essentially
giving married couples the option of filing
taxes individually, at least with regard to the
EITC. In addition, with income treated sepa-
rately, some married families with joint in-
come that exceeds current cutoffs would now
qualify for both the family and this new indi-
vidual EITC. Emulating the approach to tax-
ation used in Canada and many European
countries, this strategy eliminates the mar-
riage penalties now embedded in tax policy
(at least for low-income couples claiming
these EITC benefits), while also reestablish-
ing social policy parity between men and
women, and between parents and childless
individuals, by bolstering the earnings posi-
tion of low-wage individuals.*”

The benefits to second earners in married or
cohabiting couples would be substantial.
Couples with joint earnings would each be
able to receive an EITC payment, with the

principal earner qualifying for the current
child benefit and the second earner qualify-
ing for this new individual EITC payment
(possibly subject to an income cap of 250
percent of poverty). As figure 5 illustrates, for
a two-child family in which each parent
earned $14,000 ($28,000 together), the total
maximum EITC payment could provide an
additional $6,350—$4,400 for the existing
two-child credit due one spouse plus $1,950
for the other spouse’s individual credit. Note
that in this example, without an income cap
or a lower overall subsidy, the earnings sup-
plement would continue, although at pro-
gressively lower amounts, until it was zeroed
out when combined income reached $62,000.

At first blush, a subsidy that reached this far
into the middle of the family income distri-
bution would likely be politically unaccept-
able. But unless the earnings of families
above the poverty line are subsidized to some
degree, it will be very difficult to resolve the
work and marriage disincentives imposed by
current policy on families with similar earned
income in the $20,000-and-up range that re-
sult from high—and behavior-distorting—cu-
mulative marginal tax rates. Moreover, as the
example makes clear, adopting this policy
would require coordination with, and possi-
bly rethinking, the $1,000 per child tax
credit, which is now partly refundable if in-
come exceeds $11,000 a year and is not
phased out until income reaches $75,000 for
a single parent and $110,000 for a married
couple.*®

Adult men and women who are not caring for
children and who work full time but are still
poor—a group that has been largely ignored
despite their substantial work effort—would
also benefit. Using data from the National
Survey of America’s Families, Stephen Bell
and Jerome Gallagher paint a portrait of
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Figure 5. The Effect of the New EITC for a Single Parent with Two or More Children Who

Marries Another Low-Wage Worker
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twenty-five- to forty-nine-year-olds with in-
comes below 200 percent of the poverty line
who are not disabled and who do not have
children of their own living with them. More
than three-quarters work, mostly full time, but
their wages are low (90 percent make less than
$10.30 an hour) and one-third have incomes
below the poverty line for their family size,
while another 27 percent are near poor. A
quarter are noncustodial parents and a quarter
live with a spouse. More than half are white
men with a high school diploma or less. They
receive little in the way of government assis-
tance—only 6 percent get food stamps and
only 5 percent, unemployment insurance ben-
efits—yet they too have been hit hard by labor

market changes over the past thirty years.”

The impact on poverty of an individually
based EITC of the size proposed here would
be certain, large, and immediate. Individuals
who now work more than thirty hours a week
and earn less than the threshold amount an-
nually (whether married, cohabiting, or unat-
tached) would receive an immediate supple-
ment to help to restore earnings to pre-1973
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levels, when the average high school gradu-
ate—or even a dropout—could support a
family above the poverty line. Those working
less than thirty hours a week, including sec-
ond earners in two-parent households, would
have an incentive to increase their work
hours, further boosting income, promoting
self-sufficiency, and reducing poverty. Fi-
nally, those not in the labor force would have
added incentive to find a full-time job, which
would substantially boost total income.

Reliable experimental evidence indicates that
employment effects could be significant.
Economists estimate that increasing the
hourly wage of a low-income worker by 10
percent would boost employment between 2
and 10 percent.®® Under this proposal, a po-
tential minimum-wage worker, who could
earn about $875 for 170 hours of full-time
work per month, would be eligible for a
monthly supplement of about $200. This 20
percent increase in income would be ex-
pected to increase employment rates by 4 to
20 percent.’! Adding credence to these esti-
mates, the make-work-pay experiments de-
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scribed above had similar employment, earn-
ings, and income effects, albeit for a popula-
tion of mostly single mothers. Data from all
four years of follow-up from each of these
programs (including the period after the sup-
plement programs ended) indicate that em-
ployment increases ranged from 8 percent in
New Hope to 19 percent among long-term
welfare recipients in the Canadian Self-Suffi-
ciency Project (SSP).5? Intriguingly, employ-
ment effects for the most disadvantaged
(those with limited education, little previous
work history, and long prior spells of welfare
dependency) were very large—up 56 percent
in the SSP, 48 percent in Minnesota, and 25
percent in New Hope.

Less reliable observational evidence suggests
that an earnings supplement could also have
small but significant secondary beneficial ef-
fects on crime and marriage. Men’s involve-
ment in criminal activity might reasonably be
expected to decline as their earnings rise and
the opportunity cost of crime goes up. Simi-
larly, higher earnings, together with the elim-
ination of EITC-related tax and transfer
penalties on marriage, might also lead to
more co-parenting, cohabitation, and mar-
riage. Although these secondary effects are
somewhat speculative, an individually based
EITC payment at the very least creates the
necessary, if not sufficient, conditions to
make an increase in marriage feasible when
combined with a direct intervention to pro-
mote marriage of the kind proposed by Paul
Amato and Rebecca Maynard in their article

in this volume.?

Finally, by supplementing the earnings of
single men in low-wage jobs and increasing
their income, this plan would encourage
more “on the books” work, while helping
men meet their child support obligations. As
in current law, single people who are parents

and owe child support would have their
EITC payment attached to pay their child
support obligations.

Anticipating Unintended Consequences
Even as it addresses important gaps in cur-
rent policy, this plan, like any tax and transfer
policy reform, opens up the possibility of cre-
ating unintended consequences. Five such
consequences are anticipated below.

What about the principle of “horizontal eq-
uity”? An important and long-standing prin-
ciple of tax policy is horizontal equity: the tax
system should treat all married couples with
the same total family income similarly, re-
gardless of the source of their income. For
some families, this plan violates that princi-
ple: a family in which one spouse accounts
for most of the households earnings would
receive substantially less in benefits than a
family in which the earnings of both spouses
are similar. Ironically, current tax policy has
the opposite effect, penalizing couples when
both parents’ earnings are similar. The prob-
lem of unequal earners could be partly reme-
died by following the Canadian example,
which allows the high-earning spouse to
claim a credit for the not-working or low-
earning spouse, a credit that declines in value
as the spouse’s earnings rise (see note 47).

Would there be an incentive for some people
to reduce the number of hours they work? In
the EITC and Minnesota programs, second
earners in families were likely to reduce their
work hours, especially when their earnings
were in the phase-down range. Both the New
Hope program and the Canadian Self-
Sufficiency Project substantially alleviated
this problem by conditioning the payment of
earnings supplements on full-time work of at
least thirty hours a week. As findings from
the two projects demonstrate, a full-time
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work requirement has important advantages:
it lowers total costs, moves people closer to
self-sufficiency, and limits reductions in
hours worked among those already working.
However, applying a full-time “hours rule” to
second earners in two-parent households, es-
pecially those with young children, would ef-
fectively penalize some for making the legiti-
mate decision to spend more time with their
children. Several modifications might help al-

A full-time work require-
ment lowers total costs,
moves people closer to self-
sufficiency, and limits
reductions in hours worked
among those already
working.

leviate these concerns, including establishing
a twenty-hour work minimum for the second
earner only, creating a fifty-hour combined
minimum per week for both earners, or low-
ering the minimum hours rule for parents
with children under age three. There is also
some risk of a cutback in work effort among
primary earners receiving the existing EITC
for families, which does not include an hours
requirement. That risk is minimal, however,
and could be reduced further by imposing a
combined hours requirement or by making
the individual EITC less generous.

Would it be feasible to administer an hours
requirement? To facilitate administration of
an average thirty-hour-a-week work require-
ment (using a monthly, quarterly, or annual
accounting period), employers would have to
report hours worked in at least one of two
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ways. The simplest approach would be to re-
quire employers to report monthly or quar-
terly hours worked on the end-of-the-year
W-2 forms now given to all employees for
tax-filing purposes. Then, individuals would
claim the EITC as they do now, when filing
their annual tax returns. Alternatively, em-
ployers could report hours worked along with
the quarterly earnings report they now sub-
mit for unemployment insurance purposes
on every paid employee. Several states, in-
cluding Minnesota, New Jersey, Oregon,
Washington, and Wyoming, already require
employers to report hours worked. The un-
employment insurance system would then
have to share these employer reports elec-
tronically with the IRS to ensure accurate
calculation of the EITC. Given that it now
takes employers about five months to file
wage reports, this process would have to be
speeded up. Requiring employers to report
hours worked would also make it possible for
the government to pay the EITC quarterly
instead of annually at tax time and would en-
able states to use hours rather than earnings
to more fairly and accurately determine eligi-
bility for unemployment insurance, a factor
in the system’s currently low coverage rates.

Wouldn't private employers be less likely to
increase wages? An increase in public sector
wage subsidies would likely make private em-
ployers less likely to raise wages. To avoid this
problem, policymakers should consider in-
dexing the minimum wage to inflation, so
that it provides a floor below which wages
cannot fall as the EITC expands. The higher
one sets the minimum wage, the lower the
cost of an EITC expansion. However, the
politics of the minimum wage and its target-
ing inefficiencies (particularly the problem of
teenage workers in affluent households) may
make policymakers reluctant to expand the
minimum wage much beyond $7.25 an hour
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nationally (although California’s minimum
wage will reach $8 an hour by 2008). A mini-
mum wage increase could substantially boost
wages at the bottom, but it would not address
the problems of persistent poverty or of high
marginal tax rates that undermine decisions
about parenting and marriage. In addition,
the political unpredictability of the minimum
wage makes it an unreliable policy lever for
supporting low-wage workers.

Wouldn't young people be lured out of
school? Young people between eighteen and
twenty-five have to make a range of decisions
about the present value of work as measured
against the future value of additional school-
ing. The opportunity to get a generous earn-
ings supplement might change that calculus
somewhat. Starting the supplement at age
twenty-one, however, reinforces the value of
postsecondary education, and the thirty-hour
work requirement limits the likelihood of
making payments to teens and college stu-
dents who often have other means of sup-
port, although it might require the use of a
four-month accounting period to avoid pay-
ing supplements to college students in the
summer. Waiting until age twenty-five, as the
current EITC for singles does, may unneces-
sarily penalize young, non-college-bound
workers who are supporting families.

Eligibility and Costs

The plan affects three distinct populations.
The first group is single men and women
(some have children who do not live with
them and others may be cohabiting). The
second group is second earners in married
two-parent households. The third is married
couples without children (some whose chil-
dren are over age eighteen and others who
are just starting life as a couple). According to
the eligibility criteria—age twenty-one to
fifty-four, thirty hours or more of work a

week for at least twenty-six weeks in the past
year (a proxy for a quarterly accounting
period), individual income below $31,030—
roughly 35 million additional people would
be eligible to receive EITC payments (44
million who meet these criteria, minus the 9
million who already receive EITC payments,
according to the Current Population Sur-
vey).>* About 15 million of these newly eligi-
ble recipients would be unmarried singles; 11
million, married individuals with children
under eighteen (7 million second-earner
spouses and 3.8 million primary earners); and
9 million, married individuals without chil-
dren under eighteen. Another 3 million,
mostly single, individuals (some supporting
children and some not) who now receive
small EITC supplements would be eligible
for a threefold increase in their EITC pay-
ment.”> More than half of the newly eligible
group is married. And somewhere between
one-third
children.

and one-half are supporting

Two key questions remain. First, how much
would this plan cost? Assuming no change in
the work behavior of recipients, a rough cost
estimate is $29 billion a year to supplement
the earnings of existing full-time workers.>®
Today 35 million people are not eligible for
the existing child-based EITC but work thirty
hours a week or more, are struggling eco-
nomically, and have earnings low enough to
make them eligible for this new credit. The
expected average earnings supplement of
$1,000 would substantially raise their income
and reduce the number of people living in
poor families. What about additional costs for
people moving from unemployment or part-
time work to full-time jobs? Roughly 14 mil-
lion potentially eligible people now work less
than thirty hours a week for twenty-six weeks,
and 22 million more are not working at all.
Assuming a 15 percent increase in the share
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of part-time or part-year workers moving to
full-time work, and a 10 percent increase in
the number of nonworkers who take a full-
time job because of the supplement, benefits
would be paid to an additional 4 million peo-
ple.57 With an average supplement of $1,000,
these increases would bring total costs to
roughly $33 billion annually.

Second, can we afford it? Based on the size of
the federal budget deficit and the enormity
of the Social Security and Medicare obliga-
tions that the nation faces, the obvious an-
swer would seem to be no. But it is also true
that if the economy had continued growing at
1960s-like rates and if the distribution of in-
come between rich and poor had been the
same in 2006 as it was in 1975, then the
poverty rate would be about half what it is
today.>® Instead, growth was decidedly slower
during the 1970s and early 1980s and when it
began accelerating significantly thereafter,
the main beneficiaries were the top 10 per-
cent of the income distribution—especially

the top 0.1 percent™

—who are accumulating
unprecedented wealth (roughly an extra $750
billion annually)® that would, in 1975, have
gone disproportionately to the bottom of the
income distribution. Assuming, as most econ-
omists would, that there is nothing inherently
superior, from a national investment and sav-
ings perspective, about the distribution of in-
come in 2006 relative to 1975, a $29 billion to
$33 billion tax on these very high earners that
was used to supplement the income of low
earners would make no discernible differ-
ence in the economic position of the United
States. To put this number into perspective,
it represents about one-third of the annual
tax reduction for the top 1 percent of the in-
come distribution as a result of the Jobs and
Growth Tax Relief Reconciliation Act of
2003. In that case, the answer is yes, we can

afford it.
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Still, $29 billion to $33 billion a year is a lot of
money. There are less expensive alternatives.
Total costs could be halved, to $15 billion, if
the subsidy rate were reduced from 25 per-
cent to 20 percent, and further reduced to $4
billion if the rate were reduced to 15 percent.
But at these lower rates, average per-person
subsidy amounts fall from $1,000 per year (at
the 25 percent rate) to $720 (20 percent) and
$437 (15 percent), significantly reducing the
plan’s antipoverty benefits.5!

Conclusion

As technological change, globalization, and
other forces continue to roil labor markets in
what Alan Blinder has referred to as the dawn
of the Third Industrial Revolution and Frank
Levy and Dick Murnane have called the New
Division of Labor, all American workers face a
difficult period of transition.®? Through no
fault of their own, low-wage workers have
been especially hard hit over the past thirty
years and appear destined to bear an even
greater future burden. A decision to simply
let global market forces work will likely exac-
erbate already high rates of inequality. In-
deed, the case for growth-promoting free
trade is predicated on the pledge that winners
will compensate losers from a larger eco-
nomic pie. Similarly, as baby boomers retire,
slowing the rate of growth in the size of the
labor force, economic growth may also slow, a
development that adds urgency to the need to
create strategies that increase labor force par-
ticipation rates among men.

An earnings supplement for individuals offers
a potentially promising alternative to persis-
tent poverty, low wages, and declining em-
ployment rates among men. It is a strategy
designed to tackle, in whole or in part, three
interrelated issues. The first is three decades
of stagnant and declining wages at the low
end of the economic ladder, which have hit
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low-income men especially hard. The second
is an enduring crisis in the share of children
raised in single-parent, low-income house-
holds. And the third is a tax and transfer sys-
tem that ignores men, while penalizing mar-
riage and work on the margin.

Solid and reliable evidence demonstrates that
earnings supplements have encouraged work
and reduced poverty among unemployed and
underemployed single parents. A strategy
that redesigned EITC eligibility to give
equivalency to individuals might have a simi-
lar effect on second earners and childless,
low-income women and men. Indeed, the
New Hope program had just such an effect
on its tiny sample of single men. And by
treating two-parent earnings separately
rather than jointly when establishing EITC
eligibility and when filing taxes, a new EITC
for individuals could also be expected to in-
crease the work effort of second earners in
two-parent households, and in turn to raise
the income of two-parent, two-earner fami-
lies. In fact, it would immediately and sub-
stantially end poverty among individuals who
are now working full time. At issue is how
many nonworkers and part-time workers
would be induced to find full-time work.

Moreover, if survey data and ethnographic
evidence are right in suggesting that the poor
share mainstream values about parenting and
marriage but that the economics simply do
not work for them, then equitably supple-
menting the earnings of individuals could
also affect mens and women’s decisions
about childbearing, co-parenting, cohabiting,
and even whether to marry. Indeed, studies
simulating large increases in men’s earnings
predict small increases in marriage.%

But no matter how promising the idea,
questions remain—primarily about cost and

the magnitude of any behavioral changes.
Would a work incentive of this size really in-
duce second earners and single men to work
more than they do now? Would single men
be more likely to live with the mothers of
their children, assume co-parenting roles,
and even marry? Of special concern would
be how an earnings supplement would af-
fect African American men, particularly

Solid and reliable evidence
demonstrates that earnings
supplements have encouraged
work and reduced poverty
among unemployed and
underemployed single parents.

whether it would increase their employment
rates and make them less likely to become
involved with the criminal justice system.
How would it affect single women’s employ-
ment, childbearing, and marriage decisions?
Would the resulting poverty reductions
measurably affect the well-being of chil-
dren? Would the supplement unintention-
ally lower college-going among young peo-
ple or reduce work effort among eligible
higher earners who work more than thirty
hours a week? What would it really cost to
implement? And would the benefits justify
the cost?

Because finding answers to these questions is
vital, a prudent next step would be to rigor-
ously test this strategy in several states over
several years—preferably using a random as-
signment design and sample recruitment
strategies like those used in the New Hope
and similar studies.®*

VOL. 17 / NO. 2 / FALL 2007 35



Gordon L. Berlin

If you could do one thing to end poverty in
America, what would it be? Any serious effort
would have to tackle more than thirty years of
falling wages, particularly for single men. An
enhanced EITC for individuals, predicated
on full-time work, would effectively end
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poverty for individuals and families who are
able to work full time, while at the same time
minimizing the distortions in incentives to
work, co-parent, and marry that exacerbate
poverty and ensure its persistence.
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