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Making Work Pay - Again

One of the rallying cries of the welfare reform movement of the 1990s, coined

by President Bill Clinton, but soon suffusing the entire movement, was “Make
Work Pay.” So few words have rarely captured such a fundamental goal of social
policy. Government could help millions of families working for low wages by
supplementing their incomes with benefits, especially benefits designed to
encourage work. Doing so would both improve the economic well-being of
children and families, and increase the incentive to escape poverty and welfare
dependency through work. Clinton’s primary idea for making work pay was to
increase the Earned Income Tax Credit (EITC), which uses the tax code to make
cash payments to low-income workers, primarily those with children. Clinton
accomplished this goal in 1993 with legislation that substantially increased the
EITC. Today the maximum EITC benefit is $4,500 for workers with two children
—a level of benefit by which the federal government, in effect, converts an $8-an-
hour job to a $10-an-hour job.'

But the EITC is only the most conspicuous of the programs that provide additional
benefits to low-income workers. Taken together, these programs are often called
the “work support system.” The primary programs in the work support system,

in addition to the EITC, are child care, food stamps, and the combination of
Medicaid and the State Child Health Insurance Program.? Less often mentioned
are the refundable portion of the child tax credit, child support enforcement, and
employment and training programs. A family with two children with a parent
earning $8 an hour and working full time can enjoy a package of earnings and
work supports worth more than $37,000.

The wholesale abandonment of welfare during the 1990s for low-wage work
augmented by benefits from the work support system has directly contributed to

a substantial increase in earnings and income and to an impressive reduction in
poverty among children in female-headed families. Indeed, a recent report from the
Congressional Budget Office showed that between 1991 and 2005, families with
children in the bottom fifth of the family income distribution enjoyed a greater
percentage boost in income than families with children in all but the top quintile.
Even after the recession of 2001 reduced the percentage of single mothers with
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jobs by around 2 percentage points, child poverty was still more than 20 percent
lower than it had been before the explosion in employment by single mothers
during the mid-1990s.

So the federal government and, to a somewhat lesser degree, the states have done a lot
to advance the agenda of making work pay. The best way to achieve further reductions
in poverty and to promote economic opportunity is to conduct a two-front war: one
focusing on increasing the human capital of low-income workers, and the second on
improving the work support system. As it happens, Congress now has an opportunity
to adopt a major reform that would greatly strengthen the work support system,
increase work incentive, promote economic opportunity, and dramatically improve the
economic well-being of around 3 million households. A little less than half of these
households have children, mostly living with their single mother.® And Congress
could achieve these outcomes without spending an additional dime of taxpayer money
and without increasing the federal deficit. This reform offers the best opportunity for
advancing the make-work-pay agenda over the next several years.

I am referring to reform of the huge but too often ignored federal housing programs. A
recent report from the Congressional Research Service showed that in 2007, the federal
government spent $58.7 billion on means-tested housing programs that supported
over 4.6 million units of housing.” This sum does not include the $5.1 billion spent
on the low-income housing tax credit.® Together, the two types of programs provided
$63.8 billion to subsidize housing for poor and low-income people.’

It is little wonder that the federal government spends so generously on housing
programs. The biggest expenditure in the budget of most families is housing. The
Department of Housing and Urban Development (HUD) now defines housing as
affordable if it consumes no more than 30 percent of household income.'® Many of

the households we are concerned about earn $20,000 or less per year. Ignoring taxes,
by HUD standards these households should spend a maximum of $6,000 per year or
$500 per month for housing. In most markets, $500 a month for housing is a tight
squeeze. In some markets, it’s all but impossible.!! Not surprisingly, some low-income
households spend 50 percent or even more of their income on housing. But if families
spend more on housing, they have less for everything else. At the extreme, they could
face homelessness, which has devastating effects on children. Moreover, the location
of a house in itself has major impacts on almost every facet of a family’s life. One of
the most important effects is that poor neighborhoods have poor schools, thereby
greatly limiting children’s chances of achieving economic mobility. Similarly, some
neighborhoods are dangerous, especially for children. In 2007, 1,625 children under
age 19 were murdered, mostly in their own neighborhood.'? Neighborhoods also vary
greatly in access to shopping, parks, libraries, and public transportation. Many poor
neighborhoods, in part because of violence and crime, have fewer or even none of these
facilities and services. Anyone intent on reducing poverty and promoting economic
mobility needs to have some good ideas about housing.

184 | Big Ideas for Children: Investing in Our Nation’s Future



Haskins: Making Work Pay — Again

The federal government has been involved in housing since the 1930s, with
policies based on the goal of ensuring “a decent home and a suitable environment
for every American family.” To achieve this goal, the federal government spends
more money on housing for poor and low-income families than on any other
type of means-tested program except health insurance. In addition to the
Low-Income Housing Tax Credit, the money is spent primarily on four types of
housing programs:

e Public housing, which consists of buildings owned and operated by
government, and used to house low-income families at free or reduced-

price rent;

® Project-based rental assistance in which the federal government pays
a subsidy to property owners to make up the difference between the
amount low-income tenants pay in rent and what it costs the owner to
maintain and operate the property, in return for which the owner agrees
to make some of the units available to low-income families over a period
of 2040 years;

e Tenant-based vouchers in which beneficiaries receive a given amount
of money, adjusted for family size and income, to enter the market and
rent an apartment of their choosing that meets minimum standards; and

* Block grants that provide money to local housing authorities to spend
on a variety of activities related to housing.

When the federal government first entered the housing market before World

War 11, and then more seriously after the war, an inadequate supply of houses was
still a major issue for the nation."”” But the American housing market — based on
technological and organizational innovations, new methods of financing, and the
seemingly insatiable desire of Americans for bigger and more expensive housing
— exploded in the 1950s and has only occasionally slowed down since. Americans
are now the best-housed people in history, although poor and low-income families
struggle mightily to afford a decent place to live. Even among the poor, however,
housing has improved greatly since the small and ill-equipped housing that
received public support in the 1940s and 1950s."

The origin of federal housing policy in a time of housing shortages is still reflected
in support for programs designed to create more housing. According to housing
expert Edgar Olsen of the University of Virginia, “project-based assistance is

the dominant form of housing assistance to low-income families in the United
States.”!” Nonetheless, over the past two decades or so, there has been a gradual
move away from project-based assistance such as public housing or subsidies for
construction, and toward the use of vouchers that families can use to choose any

16 The axiom that

housing in any neighborhood that meets minimum standards.
government usually makes a poor manager of something that could be done in the

private sector seems to be winning over federal policy makers. However, the facts
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that around half the spending is still project-based and that the Low-Income Housing
Tax Credit which supports construction is growing more rapidly than any other
housing program, indicate that the private sector has not yet won a decisive victory.

An important factor in gradually convincing housing experts and policymakers

of the downside of keeping government in the business of owning and operating
housing was the disastrous fate of high-rise and high-density public housing.
Plans for vertical storage of the poor did not turn out well. Not surprisingly, in
the 1960s and 1970s Congress stopped authorizing construction of high-rise
public housing, and began ordering its destruction. Since then, the number of
units of public housing has declined from a peak of 1.41 million in 1991 to only
about 1.16 million today — a decline of nearly 20 percent.'” But the tragedy of
high-rise public housing is not the only reason the federal government is moving
toward vouchers and individual choice. Every study of the relative cost of project-
based assistance as compared with vouchers has shown that project-based housing
is between 30 percent and 90 percent more expensive.'® As Olsen shows in a
careful analysis, the shift away from government involvement in construction and
management of housing will certainly save money — or more to the point for our
purposes, will allow a given sum of money to serve more families — and will do

so without reducing the average quality of housing." In addition, another major
advantage of vouchers is that they allow recipients flexibility in where they live, a
potential advantage in finding employment or in changing jobs. Choice also allows
recipients to pick better neighborhoods.?® Choice is on the rise and our goal should
be to move it even faster and further.

The shift in housing policy toward vouchers is a great improvement over project-
based funding, but it does not solve the single greatest problem with the nation’s
housing policy — the huge inequity in the distribution of housing benefits.
Entitlement programs such as food stamps, Medicaid, and school lunch provide
guaranteed benefits to all who meet program requirements, and everyone lives
under the same set of benefits and rules. Whatever else might be said about

these programs, they do a fine job of providing benefits on an equitable basis.

By contrast, housing programs are like day care subsidies in that Congress does
not authorize enough spending to provide the benefit to everyone who qualifies.
In the case of day care, states must figure out how to ration the benefit. In the
case of housing, local housing officials do the rationing. Some housing programs
in some areas of the country have so many families waiting in line that they
actually close applications for the program. As Janet Currie of Columbia points
out, a particularly noxious result of rationing is that 43 percent of the households
receiving federal housing subsidies are above the poverty line, while 30 percent
of those below the poverty line receive nothing.?! Equally discouraging, a HUD
study found that in some cities the wait for housing was six to eight years.?
When a given household receives a monthly subsidy that could reach $1,000 or
more, while other identical — or even lower-income — households receive nothing,
policymakers need to take action. Moreover, because housing, as a work support
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subsidy, provides both incentive to work (at least potentially) and additional
income that improves the economic well-being of families, a fairer distribution of
housing benefits could do a lot more than reduce inequity.?

Following the innovative work of Olsen and Jeffrey Tebbs,** formerly of the
Brookings Institution, federal policymakers should create an entitlement to
housing assistance that would both cut the Gordian knot of inequity, and convert
housing into a more effective element in the nation’s work support system for
millions of additional families. The goal of reform would be to get the most out
of the resources now devoted to housing by providing at least some benefit to

all eligible families that want a housing subsidy. To finance this bold reform,
policymakers should gradually phase-out, perhaps over a ten-year period, all
programs that support construction, including public housing, project-based
assistance, and the Low-Income Housing Tax Credit. The savings would be
transferred to the current voucher program, somewhat modified as outlined below,
bringing its total funding to around $40 billion.

The Olsen/Tebbs proposal was in turn based on the Housing Assistance Supply
Experiment (HASE) conducted in Green Bay, Wisconsin, and South Bend, Indiana,
by Rand in the 1970s.” A basic concept underlying Olsen/Tebbs, current housing
programs, and HASE is the fair market rent. An essential component of the
computation to determine individual housing subsidy levels is that fair market
rents are generally equal (with some exceptions) to the 40th percentile of the cost
of apartments with a given number of bedrooms in the local market. The actual
subsidy for a given household is the local fair market rent minus 30 percent of
adjusted household income or the actual rent, whichever is lower. Thus, if the

fair market rent for a family of a given size in a particular location was $800, and
the family had adjusted income of $1,000 per month, the family would receive a
subsidy of $800 minus $300 (30 percent x $1,000) or $500.

Policymakers can guarantee eligible families a subsidy, and keep the proposal cost
neutral by reducing the standard of 40 percent of fair market rent to accommodate
the amount of funding available. Simply and directly stated, the policy would
reduce the average value of current housing subsidies in order to provide a smaller
subsidy to more families.

Olsen and Tebbs estimate, extrapolating from the HASE results, that around 18
million households in the nation would be eligible for federal housing subsidies
under the parameters followed in HASE (which are roughly equivalent to those

in current law).?® The HASE experiment found that about 40 percent of eligible
households accepted the subsidy offer.”” Using 40 percent of 18 million households
as the percentage of households that would accept the subsidy under the Olsen/
Tebbs proposal, we can calculate that around 7.2 million households would receive
a housing subsidy.”® Given the pool of $40 billion created by combining funds

in the current housing voucher program with funds from the housing programs
that policymakers could terminate, the average household would receive an
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annual subsidy of about $5,600 under Olsen/Tebbs. This figure represents about

a 20 percent reduction in the average housing subsidy received by families under
current law. The reform represents a straightforward tradeoff: reducing current
housing subsidies by about 20 percent in order to provide the subsidy to roughly 3
million additional families.

But more to the point, the reform would result in a greatly strengthened work
support system because millions of additional low-income households would

be able to count on a housing subsidy. Further, the efficiency of federal housing
programs would be enhanced by eliminating construction and government
ownership programs. Finally, voucher recipients could choose their own housing
and thereby improve the quality of the neighborhood and the schools their
children attend. They could also move to be nearer to employment centers. And all
of these benefits can be purchased without increasing federal spending. Who said
there’s no free lunch in Washington?

Note: The author thanks Jeffrey Tebbs, Maggie McCarty, and Carmen Solomon-
Fears for their assistance.
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