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Foreword 

The Lyndon B. Johnson School of Public Affairs has established interdisciplinary 
research on policy problems as the core of its educational program. A major part of 
this program is a nine-month policy research project, in the course of which students 
of diverse backgrounds collaborate on a policy issue under the direction of one or two 
professors. The process brings the students face to face with administrators, 
legislators, and other officials active in the policy process and demonstrates that 
research in a policy environment demands special talents. It also illuminates the 
occasional difficulties of relating research findings to the world of political realities. 

This report, which focuses on changes in social welfare legislation from the FDR 
administration through the Reagan administration, was conducted during the 1987-88 
academic year. Funding was provided by the LBJ Foundation. 

The curriculum of the LBJ School is intended not only to develop effective 
public servants but also to produce research that will enlighten and inform those 
al ready engaged in the policy process. The collaboration in the project report that 
follows has helped to accomplish the first task; it is our hope and expectation that the 
report itself will contribute to the second. 

Finally, it should be noted that neither the LBJ School nor The University of 
Texas at Austin necessarily endorses the view or the findings of this study. 
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Introduction 

In an April 1987 speech, Wilbur J. Cohen declared that the "Reagan revolution, 
with its theme that government is the problem, is over," and that it was time to 
prepare for a "forward-looking national agenda for the 1990s." Professor Cohen even 
predicted a "quantum leap" in policies and wrote that a "wider and stronger •safety 
net' will become a reality." Future reforms would be built partly on new ideas, but 
would draw heavily upon the experiences of the New Deal and Great Society. He 
stressed the need to reexamine the evolution of welfare policy and to assess the safety 
net after the Reagan years as a necessary prelude to future reform. This policy 
research project attempts to carry- forward some of the work that Professor Cohen had 
planned to pursue. We make no pretense of charting future policy directions. Our 
purpose is to provide a historical review of important aspects of the safety net and to 
assess the extent of the Reagan administration's departure from the broad patterns of 
policy development. 

Franklin D. Roosevelt's New Deal and Lyndon B. Johnson's Great Society 
created social programs and policies that were designed to provide protection for 
vulnerable individuals or groups. These programs have changed during the last 50 years 
for many reasons. Among them is the continuing conflict between the American values 
of individual freedom and responsibility on one side and providing a safety net for 
those in need on the other. The purpose of this policy research project is to define 
and evaluate the evolution of the safety net from the presidency of Franklin Roosevelt 
to the present administration of Ronald Reagan. 

FDR's New Deal included the Social Security Act of 1935 and laid the foundation 
for America's welfare system. LBJ's Great Society took significant leaps in extending 
the scope of the safety net. President Reagan, however, in his broad agenda of 
reducing the role of the federal government, stimulating the economy, decreasing taxes, 
and cutting federal expenditures has attempted to curtail funding or eliminate 
altogether many welfare programs. The Reagan administration has argued that many 
social programs have been ineffective and that his economic policies and great~r 
individual responsibility are the best alternative to federal proposals. 

This policy research project was conducted in the 1987-88 academic year. Study 
of the social safety net began by reading and reviewing in class a wide range of 
literature on social safety net programs. During the fall semester, students researched 
and wrote a historical analysis on a major aspect of the safety net. During the spring 
semester the students continued their research by focusing on the Reagan 
administration's policy initiatives and their impact on the safety net programs. 
Professionals active in the different program areas under investigation spoke to the 
class about the Reagan policies and their effects. Finally, each student assessed the 
condition of the safety net and analyzed the impact of Reagan's policy initiatives. 
Each individual wrote a paper that represents his/her research and collaborated on 
other aspects of this report. This report does not propose to be comprehensive with 
respect to all policy areas considered part of the safety net but does include most 
major social welfare programs. 

This report is divided into four basic sections. The first section, Meeting Basic 
Needs, includes chapter one: Texas's Response to AFDC, by Elisa L. Manor. This essay 



examines the Federal Aid For Dependent Children program with an emphasis on its 
implementation in Texas. Chapter two is Food Stamp Program of the Federal 
Government, by LeeAnna Arrowchis, which provides a discussion of early food stamp 
programs, the Food Stamp Act, and subsequent amendments and traces the growth of 
the Food Stamp Program from 1971 to the current Reagan policies. Chapter three is 
Historical Analysis of the Medicaid Program: A Product of the National Health 
Insurance Movement, by Maureen McCormack, which examines the Medicaid program 
and its relationship to the efforts to enact national health insurance. In addition, it 
discusses to what extent the Medicaid program is a model for national health 
insurance. 

The second section, Equal Opportunity, includes chapter four: Work and Welfare: 
A Historical Perspective, by Peggy Kelly. This essay focuses on the history of public 
assistance programs in the context of work expectations and work requirements. It 
starts with a discussion of the Mother's Pensions of 1911-1935 and ends with welfare
to-workfare proposals. Chapter five is Federal Aid to Students for Higher Education: 
From FDR to Reagan, by Patrick J. Francis, which examines how the changing 
conception of higher education resulted in programs to assist students. It concludes 
with a discussion of Reagan's policies toward higher education and equ~l opportunity. 

The third section, Income Security and the Aging, includes chapter six: Social 
Security and the Low Income Elderly: Franklin D. Roosevelt to Ronald Reagan, by Leo 
Sauceda. This essay examines the issue of who became eligible for Social Security 
benefits and who was left out. It devotes special attention to the status of the new 
low-income elderly under social security and the Reagan policies. Chapter seven is The 
Politics of Paying for Social Security, by Brian Dunbar. This essay examines the 
financing of social security by focusing on a discussion of the politics involved in 
trying to implement and pay for a complex financial retirement program. 

The fourth and final section, Political Context of Reform, includes chapter eight: 
Movements· and their Role in the Development of Social Welfare Legislation in the 
1960s and 1980s, by Lafe T. Larson. This essay examines the role of grassroots 
organizations in affecting public policy with an emphasis on social welfare legislation. 
It focuses on a discu~sion of the National Welfare Rights organization in relation to 
welfare legislation and the Association of Community Organizations for Reform Now 
organization in relation to national housing policies. 

The Conclusion to this report assesses the historical significance of the Reagan 
welfare policies and the future of the safety net. To what extent did the Reagan 
policies represent a departure from policies of the past, to what extent did they 
succeed, and what will be the legacy for the future? The conclusion addresses these 
questions by drawing upon the findings of the eight essays of the report. 
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Chapter 1. Texas's Response to Aid to 
Families with Dependent Children 

Efforts to alleviate the nuisances of poverty in this American society have 
existed since colonial times. Though early settlers flocked to America in pursuit of 
religious freedom and financial prosperity, they were met with social and economic 
hardships. "Storms, droughts, and wars with both native American and colonial powers 
created emergency needs."1 Given these desperate conditions, widespread poverty was 
inescapable. In response to the needs associated with poverty, provisions were made to 
assist the impoverished. However, past and present approaches to addressing these 
needs denote similar philosophical principles aimed at ridding the poor of their vices, 
which many proclaim are causes of impoverished conditions. 

"Laws concerning the poor were modeled after the English Laws -- the 
Elizabethan Statute of 1601 and the Laws of Settlement and Removal issued some sixty 
years later."2 Efforts to care for "unfortunate souls" such as orphans, destitute, or 
neglected children in colonial America were aimed at "binding out" the children at 
early ages. This form of labor was used to decrease .the town welfare rolls and to 
control neglected and unwanted children.a. Due to the responsibilities arid hardships 
associated- with an "agrarian society", child labor was often used. 

Although the impoverished were looked upon as "outcasts" during the 18th and 
19th century, voluntary charitable organizations sought to confront poverty. "These 
new charity organizations did not provide relief; their purpose was to promote 
cooperation and higher standards of efficiency among the older relief-dispensing 
societies."4 COS, the Charity Organization Society, "had a commitment to reform the 
poor and rid them of those vices which made them destitute and dependent."5 

Almshouses were very common and existed to care for many dependent children, along 
with paupers and the mentally and physically ill. Moreover, strict rules governing 
tight eligibility requirements focused on financial position, marital state, sex, race, and 
"behavioral considerations." 

In an attempt to specifically address the needs of dependent mothers ·and 
children, the Mother's Aid law was enacted in 40 states by 1926, but since this 
program was not mandatory, only a few states chose to implement it in a small 
percentage of their cities and counties. For instance, "Arkansas, Indiana, Texas, 
Tennessee and Virginia aided less than 200 per 100,000 of population. The amount of 
the maximum monthly grants ranged from $20 to $70 for these children."6 The 
Mother's Aid laws were similar to earlier efforts. They too focused on clients' 
behaviors. Compelling recipients to abide by "suitable home" provisions was one of 
their many regulations. 

Subsequent years brought about sweeping changes in domestic initiatives. As a 
result of the 1929 stock-market crash and associated problems, the Social Security Act 
of 1935 was enacted to assist those affected by volatile economic conditions. "This 
piece of legislation authorized pensions to those over 65, aid to the blind, 
unemployment insurance and aid to dependent children (ADC)."7 title IV, section 402 
of the Social Security Act states: 

For the purpose of encouraging the care· of dependent children in their 
own homes or in the homes of relatives by enabling each State to furnish 
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financial assistance and rehabilitation and other services as far as 
practicable under the conditions in such State to needy dependent children 
and the parents or relatives with whom they are living to help maintain 
and strengthen family life and to help parents or relatives to attain or 
retain capability for self-support and personal independence consistent with 
the maintenance of continuing parental care and protection.8 

Nevertheless, almost four decades after the United States sought to assist 
Americans in poverty, severe problems remain. For even though title IV, section 402 
mandates by law the need to address the poor, countless Americans have yet to escape 
the cycle of poverty. This may be due to high unemployment, lack of competitive 
educational ·and work skills or just plain ignorance on the government's part. An 
adequate answer is not to be found. Nevertheless, the fact remains that the poor are 
increasing in numbers, and many are becoming poorer. 

Initiatives to address the needs of the poor have expanded to encompass a great 
variety of programs. These programs, especially those addressing the needs. of 
impoverished women and children, have endured much criticism and change. Aid to 
Families with Dependent Children (AFDC), in particular, has evolved into a massive 
welfare program, pursuing as its goal: "self-sufficiency" and "independence". This 
report will provide a detailed examination of the AFDC program, specifically in the 
state of Texas. Realizing the complexity of the issue and the complications due to the 
climate of Texas itself, the discussion will pay close attention to general historical 
highlights, past efforts of the Texas government, implications of the Texas constitution, 
the current AFDC program, and the Reagan administration's response to AFDC. 

HIGHLIGHTS OF THE FEDERAL SOCIAL SECURITY LEGISLATION 

Subsequent to the passage of the Social Security Act, the first federal funds 
to assist states with the costs of benefits for dependent children were available in 
1936 to 16 states participating in the program. "Total federal, state, and local 
expenditures in that month were $1,768,188."9 In 1939, states were given the option of 
exte~ding eligibility to needy children, ages 16 and 17, if they regularly attended 
school. Also, a new provision was added that allowed states to include one needy 
relative with whom the dependent child was living as a recipient.10 

During the 1950s and 1960s additional amendments were added to promote the 
program's goals and strengthen eligibility requirements. One in particular, title IV A, 
was added in 1956. "This allowed states to provide social services to help families 
with dependent children break the dependency cycle."11 Moreover, a 1961 amendment 
gave states the option of establishing an "unemployed parent" program for families with 
children who were "deprived of support and care due to the unemployment of the 
primary wage earner."12 In 1962, the program's name was changed to Aid to Families 
with Dependent Children. Also, during this year, federal financial involvement in social 
services was increased from 50 percent to 75 percent. In October 1964, "dependent 
children ages 18-20 could be considered recipients for federal matching purposes if 
they attended high school or a course of vocational or technical training designed to 
fit them for employment."13 Under title IVC, the Work Incentive Program (WIN) was 
established in 1967, requiring eligible recipients to register for work, training, or 
manpower services. If states chose to provide the WIN program, they were given the 
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discretion of developing their own standards for determining who was employable and 
what jobs were suitable. Day care for mothers participating in the training was 
provided. Finally, during the 1960s, "incentives were enacted to encourage Title IV-A 
recipients to get jobs and remain employed by allowing a portion of their earnings to 
be disregarded in calculating eligibility for benefits."H 

Subsequent decades brought tighter eligibility requirements and programs to 
promote self-sufficiency in the AFDC program. In 1979, the "Unemployed Father" 
program was amended to be the "Unemployed Parent" program. For states that had 
implemented such programs, "the Supreme Court ruled that it was unconstitutional to 
make AFDC benefits available to families with an unemployed mother."15 Significant 
changes during the 1980s came about with the Reagan administration. When Reagan 
took office, he set forth to revamp the system by initiating radical cuts in AFDC 
appropriations, and called for states and local governments to assume responsibility. 
(A detailed discussion of the Reagan era will follow in later sections). 

HISTORICAL VIEW OF TEXAS 

Similar to other states in the nation, early efforts to ensure the welfare of 
individuals in Texas began at the local level. And even though a sense of self· 
sufficiency existed in the early pioneers, when the need arose to provide for the 
needy, neighbors and relatives responded. However, as towns grew in population and 
expanded geographically, efforts to collect food and money became difficult, but they 
were not abandoned. In Texas, one of the first measures to assist special populations 
was the establishment of the State Deaf and Dumb Asylum in 1856. Institutions for 
the blind, mentally ill, and orphaned opened during the next few years. To address 
welfare issues and problems of the needy in an organized effort, a number of welfare 
advocates formed a group called the Texas Conference of Social Welfare in 1909. 
Those individuals involved in the group represented various Texas cities; however, most 
of the influential members came from Dallas and Houston. These members later became 
involved with the creation of the Dallas Public Welfare Department in 1916, the Dallas 
Civic Federation in 1917, and the DePelchin Faith Home in Houston, a child care 
institution.16 

"From its inception, the Texas Conference of Social Welfare supported the 
creation of a state agency to aid children and the poor. In 1931, a bill authorizing a 
Child Welfare .division passed. The Division was authorized by the 42nd Legislature and 
was organized in 1932."17 Soon after, the division, with a budget of $18,000 began 
educating county official about children's needs. By 1941, the Child Welfare Division 
was responsible for ensuring that institutions and homes designed to care fo~ children 
were run according to specified minimum standards. 

As part of the New Deal efforts to address problems created by the depression, 
the Federal Emergency Relief Administration assisted those affected by the economic 
downturn. However, to receive Federal Emergency Relief Administration funds, states 
had to match federal monies. "The Texas Legislature passed a constitutional 
amendment providing for the issuance of $20 million in state bonds, known as bread 
bonds. By early 1934, million of dollars in direct relief grant and work relief funds 
began reaching people who needed them most. Direct relief assisted those unable to 
work, and work relief was provided for the •unemployable needy.'"18 
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By 1957, Texas offered Old Age Assistance, Aid to Dependent Children, Aid to 
the Blind, and Aid to the Permanently and Totally Disabled Persons. "When each 
program began, the Legislature placed a limit on spending. And for subsequent 
sessions to come, lawmakers have had to raise the ceiling by the amending process."19 

Needless to say, the amount of fund.ing designated for the welfare programs never 
seems to be sufficient to meet existing needs. 

ANALYSIS OF THE CONSTITUTIONAL AMENDMENTS 

Similar to beliefs held by the nation in general, the framers of the 1876 Texas 
constitution viewed "relief for the poor as basically a responsibility of private charity 
and local government."20 Article XI, section 2 and article IV, section 8 of the original 
document state the responsibility of county and local officials to assume responsibility 
for the poor. The articles specifically state, "that construction of county poor houses 
and farms, ... should be provided for in the general law, and that... each county must 
provide in such a manner as may be prescribed by law, a manual labor poor house and 
farm, taking care of, managing, employing and supplying the wants of its indigent and 
poor inhabitants."21 

Like welfare systems in other states, the modern system of welfare in Texas is 
linked to federa l social security legislation in the form of federal mandates, guidelines, 
and funds. Constitutional authority for the state welfare system is found in article III, 
section 5la, entitled "Assistance Grants and Medical Care for Needy Aged Disable and 
Blind Persons, and Needy Children; Federal Funds, Supplemental Appropriations."22 

As mentioned earlier, the first specific consti tutional provisions concerning 
welf arc were added as amendments in 1933. Informally known as bread bonds, these 
amendments authorized 10 year bonds of not more than $20 million, the proceeds from 
which were "to be used in furnishing relief and work relief to needy and distressed 
people and in relieving the hardships resulting from unemployment."23 

In .1937, along with a categorical section to address the needs of the 
impoverished blind, an additional provision was added, authorizing cash grants to needy 
children under 14 years of age. But the grants could "not exceed $8.00 ·per month for 
one child or $12.00 a month for a family with more than one child."24 Along with the 
authorization of the cash grants, the provision "authorized the legislature to set all 
limitations and restrictions other than the financial allotment. Furthermore, this 
section established an aggrega te cei ling on assistance for needy children of $1,500,000, 
repeating the authority to accept federal monies."25 This provision set the precedents 
for "constitutional limitations on welfare spending, and treating aid to needy children 
in a separate and generally more restrictive way than adult assistancc,"26 a trend that 
is evident in the state welfare system today. 

In 1945, the welfare sections were consolidated into one new section 5la. Some 
of the major changes in these amendments included "extending the legislative authority 
to set limitations and restrictions on all three categories (aged, blind, and destitute 
children), ... and a change in fiscal ceiling on appropriations from $1.5 million for 
children only, to $35 million for all three categories."27 In addition, the amendment 
specified legislative authority to accept federal money, which requ ired that the amount 
issued to any c lient from the state treasury must not exceed the amount received from 
the federal government for that client. Basically, all funds expended by the state must 
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match federal funds. "The state thus imposed a remarkable restriction on its own 
freedom to choose the persons for whom assistance would be provided. The 
dependency of the state program on federal legislation and appropriations was thus 
cemented in the fundamental law of the state."28 

Although defeated at the polls in 1951, a substitute section 5la· was accepted by 
Texans in 1954, allowing for an increase in the spending ceiling from $35 million to 
$45 million. 

Specified in section 51 b, dis a bled persons were added to the categories of need 
in 1956. "Restrictions simi'lar to the 1954 amendments were included along with a $1.5 
million ceiling for their grants."29 

In 1957, amendments were added that required the legislature to "enact 
appropriate laws to make lists of recipients of aid available for inspection." These 
amendments increased the "ceiling for the three 5la categories by $5 million to $47 
million."3° Five years later, in 1962, the ceiling for the 5la categories was increased 
to $52 million, and in 1963 the categories were combined under a new spending ceil ing 
of $60 .million. "These amendments removed all specific monthly payment ma.ximums 
and ·substituted a more general statement that monthly giants shall not exceed the 
amount that is matchable of our federal funds."31 

By 1969, th.e state adopted a welfare spending ceiling of $80 million for all 
categories. "An amendment in 1971, which would have removed the spending ceiling 
from all categories other than Aid to Families with Dependent Children, was defeated. 
The proposed amendment would have set a $55 million a year ceiling only of assistance 
grants to needy dependent children and their caretakers."32 

DISCUSSION OF MOST RECENT CONSTITUTIONAL AMENDMENT 

Eleven years later after the proposed 1971 amendment, Texans voted again to 
revamp the spending ceiling. Submitted to the voters, proposition 2 was supported by 
more than 66 percent of the electorate and by every county in Texas except three.33 

The aim of this amendment was "to adjust the constitutional ceiling on Aid to Families 
with Dependent Children from $80 million per year to a flexible limit not to exceed 
one percent of the state budget." Setting the actual amount to be spent within the 
limit was under the legislature's jurisdiction. During the campaign in support of 
proposition 2, Texans soon discovered that recipients of the Aid to Families with 
Dependent Children program in Texas received less to live on than children in any 
other state except Mississippi. The basic monthly grant of approximately $33 a child 
had not been ch·anged since 1969. Although increases had come from a special payment 
given for supplies twice a year, that total special payment averaged only about $8 a 
month per child. Moreover, the 1969 payment provided 75 percent of the minimum 
need level. 3" 

Supporters of proposition 2 raised the following reasons for adjusting the ceiling: 

1. State expenditures for families with dependent children were approaching the 
constitutional limit. The Legislative Budget Board estimated funding of the Aid 
to Families with Dependent Children program to be approximately $76 million for 
the subsequent fiscal year if appropriation levels were maintained and caseload 
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projections proved accurate. They believed within two years the $80 million 
ceiling would be reached. And with increased state population and increased 
numbers of persons receiving AFDC benefits measures had to be taken.35 

2. Reaching the ceiling would cause a cutback in existing benefits or would 
require cutting truly needy families from the AFDC program.36 

3. With the changing focus of the federal government, Texans need the flexibilit y 
to cope with possible changes at the federal level in the financing of human 
service programs and still ensure that AFDC programs could operate at levels 
sufficient to meet the needs of the poor.37 

Those against proposition 2 gave the following reasons: 

1. Instead of reduction, the amendment would contribute to spending increases by 
raising the ceiling on assistance grants. Emphasis should be placed on assuring 
that welfare money is spent on those in need rather than increasing amount 
spent.38 

2. The ceiling on assistance grants set in the proposed amendment for the years 
after the 1982-83 biennium is too uncertain. the term m budget is not 
defined by the proposed amendment and this results in some ambiguity. The 
wording grants the legislature the authority to determine what constitutes 1 
percent of the state budget without necessary guidance. The wording of the 
amendment should set out the ceiling clearly and definitely.39 

CURRENT AFDC PROGRAM 

Required by federal legislation, the AFDC program provides assistance to families 
with children who are deprived of parental support due to the absence, death, or 
disability of one or both parents. In order to qualify for assistance, families must 
demonstrate extreme need. "If a family is determined to be eligible for AFDC benefits, 
a cash payment to the household is authorized. The family also is provided with 
Medicaid coverage and generally, but not always, is eligible for food stamps and energy 
assiStance."40 To be eligible for AFDC, families must meet a number of eligibility 
criteria. Families must be caring for dependent children under 18 and must reside 
within the state as American citizens or legally admitted aliens. Additionally, "adult 
caretakers must register for employment unless they are incapacitated or needed in the 
home to care for a child under six or a disabled family member."41 

CHARACTERISTICS OF TEXAS AFDC RECIPIENTS 

As noted, the Texas AFDC program currently provides assistance for families who 
demonstrate tremendous need. In fiscal year 1987, the maximum grant for a family of 
three was $184, which was 23.7 percent of the federal poverty level. Financed by 
state funds matched with federal funds, the AFDC program serves approximately 66 
percent of those Texas families living in poverty with children deprived of parental 
support. Funding for the program consists of 43 percent state funds and 57 percent 
federal funds for payments to recipients, and administrative costs are shared at a 50/ 50 
match. However, "the state share is limited due to a ceiling on the amount spent by 
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the state for grant benefits."42 Despite recent increases in the level of the AFDC 
grant, Texas remains 46th among states, leading only Mississippi, Alabama, Tennessee, 
and Louisiana in grant levels. 

As mentioned, to qualify for AFDC benefits a family must be recognized as 
needy. Each state is responsible for determining the minimum cost for clothing, food, 
and she-lter. Those families with incomes below the specified need level are then 
eligible for aid. States vary in the way they calculate payment amounts. "Some states 
determine payment amounts for families by subtracting the family's income from the 
need level; others use a lower standard than the need level for determining benefits. 
The need level ranges from $2,026 in Texas to $9,012 in Vermont for family of three, 
compared with the federal established need level of $7,070."43 

Providing for only 32 percent of the federal need standard, the Texas standard 
of need has not been raised since the change in average grant level of $32 to $57 in 
1982. Only 25 percent of Texas' impoverished children and their mothers receive 
AFDC. Nationally, the average AFDC grant is $100 per person. "When you combine 
AFDC and the value of food stamps, the Texas Legislature only provided the families 

· of its poorest children with support equivalent to 48 percent of the federal poverty 
level. If Texas paid 100 percent of the Need Standard to a mother and her two 
children, it would reach 75.5 percent of the federal poverty level and the monthly 
benefits would average $574.00 instead of the current $184.00 per month."44 

As of August 1987, 479,787 recipients in 157,220 families were on the state's 
payment rolls.45 "Ninety-five percent of these families were headed by a woman who 
is either divorced, separated, unmarried, widowed, or caring for a disabled spouse. The 
average age of these females is 29.9. Just under 8 percent are still teenagers 
themsel ves."46 

"For those families receiving AFDC, approximately 50 percent have been 
continuously receiving benefits for less than one year. Only 21 percent of the families 
have been continuously on the rolls for three or more years. These families are 
generally small, averaging 3.09 persons per family. Overall, 39 percent ·or these 
fa mi lies have on.e child, 30 percent have two, and 17 percent have three. Less than. 14 
percent of AFDC families of AFDC families in Texas have four children or more."47 

And as one source notes: of all AFDC families, approximately one-third include a child 
under the age of two and approximately two-thirds include a child under the age of 
five.48 · 

Most AFDC families (70 percent) are concentrated in four regions of the state: 
San Antonio, Dallas-Fort Worth, Houston, and the Rio Grande. Because of this 
majority, "services must be tailored to the geographic distribution of the AFDC 
population and of employment resources; however, significant numbers live in rural 
areas lacking employment opportunities and access to public transportation and other 
services."49 Furthermore, ·in regards to employment opportunities, jobs that were 
formerly available to AFDC recipients may be declining due to the changes in industry. 

Another factor significant to employability and use of services is educational 
attainment. Examination of the educational levels of AFDC caretakers indicates that 
many of them lack the education and/ or work skills to be able to move out of welfare 
dependency. "The AFDC Income Benefit Survey, conducted by the Department of Human 
Services (OHS) in 1978, revealed that 78 percent of AFDC clients had not completed 
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high school a·nd 49 percent had eight years or fewer of formal education. This survey 
also indica tes the trend seen in 1978 was toward an even lower average level of 
education, thought to be related to increasing pregnancies and subsequent dropping out 
of school."50 And to compound the problem, other factors affecting AFDC recipients 
include language barriers, transportation, and chronic illness. Also, Texas's AFDC 
caseload has a high minority population, which has a higher unemployment rate than 
the general population.51 

REAGAN'S APPROACH 

Since the 1930s the federal-state welfare system has become increasingly 
complex. The two major dimensions of the system, cash payment assistance and 
employment and training services, have undergone considerable change in program 
emphasis and structure. Under the Reagan administration, the system of welfare has 
undergone reform in various areas to reduce the number of caseloads and the nature 
of dependency. In response to the administration's policy, Texas has sought to fine 
tune its system and address the needs of i ts impoverished. The remaining section of 
this paper will examine sorpe of the major changes in the AFDC program under Reagan 
and the effects they have had on the state of Te~as. 

Using the Omnibus Budget Reconciliation Act (OBRA), passed in 1981, the 
administration had three major goals regarding income security: I) to reduce short
term spending by making a variety of changes in entitlement that could be quickly 
implemented; 2) to promote in individuals reliance on their own resources and lessen 
dependency on public benefits; and 3) to turn greater responsibility for welfare 
assistance over to the states.52 The underlying philosophy of the policies was to 
promote self-reliance and to assist only those who deserve assistance. "AFDC was to 
be a family's last resort, a 'safety net' for children. Aid was to be temporary and not 
to be used to supplement income. All able-bodied poor were to work, preferably in t he 
private sector. Local governments were to have major responsibility for their own 
poor.53 Specifically, eligibility requirements and work incentives were the primary 
target of the AFDC program. Some of the major changes include the following: 

Limits on allowable family assets have been lowered from $2000 to $1000 
excluding the value of a car or house. The $30 one-third rule has been 
eliminated and deductions on the amount of earnings that could be ignored 
limited to $75 for transportation and $160 for child care. The balance of 
earnings is taxed 100 percent. Families are also ineligible for assistance if 
in any month their gross income exceeds more than 150 percent of the 
state's need standard. Prior to OBRA, net income was used to determine 
eligibility. Now states are given the option of counting food stamps and 
housing subsidies as income.54 · 

Along with stricter eligibility requirements, OBRA allowed states more options 
and greater flexibility in designing employment and training programs for recipients of 
AFDC. "The intent is to fo rce recipients to find unsubsidized jobs. Only mothers with 
children under six can be exempted from AFDC work requirements ... "55 However, even 
with increased flexibility, the states would get fewer federal resources. The federall y 
funded Work Incentive Program (WIN), has been reduced drastically, from $381 million 
in fiscal yea r 1981 to $133 million in fiscal year 1987. And even with the reductions 
in fund ing, stat~ agencies have been under more pressure as a result of additional 
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penalty charges. 

"The portion of the Reagan Budget Reconciliation Act concerning AFDC was 
approved by Congress with little or no debate." 56 There was little debate because 
Congress and the American citizenry were ready for a shift in social policy; 
unfortunately, they did not foresee such a drastic shift in spending. Patricia Dunn 
states, "Reagan's ideology was clear; reduce welfare costs by giving needy families the 
alternative of receiving benefits too low to survive or working for aid."57 Nevertheless, 
the impact of the reductions in AFDC since 1981 has been drastic. Total cuts have 
resulted in approximately $4 billion to poor children and their families. 

Although Reagan was successful in implementing many of his policies, he failed 
to revamp the system and address the underlying causes of poverty. Federal spending 
on AFDC has been reduced. Also, it has been documented that "overall states have 
made considerable use of the federal AFDC and food stamp work program options 
available since 1981." (At the end of 1986 only three states had not adopted at least 
one of the federal AFDC options. All but 12 states had adopted at least one of the 
AFDC options.) 58 However, the root of the problem has not been addressed, and 
many recipients have been forced to rely on the government due to "lack of skills and 
training, lack of transportation, lack of job opportunities that pay living wages."59 

Moreover, many of the "private sector" jobs do not exist for welfare recipients. To 
compound the problem "southern and midwestern states have not substantially 
supplemented federal resources with state funds, presumably because their fiscal 
situations are less favorable then in other states." 60 To further address problems 
associated with poverty, many groups have prepared their own reform proposals. 
"Although these proposals may differ in specifics, a constant theme embodies them all: 
requiring welfare recipients to work.61 In general, "pending legislation reflects 
emerging consensus that parental responsibility for children should be prompted by 
work programs for more custodial parents ... "62 Even former advocates who proposed 
giving mothers a choice now favor mandatory programs of schooling, training and work 
for those receiving benefits. Some of the "welfare-to-work" bills include the concept 
of "reciprocal obligations of welfare recipients and society." Major pending bills as of 
July 1987 contained work-related measures to promote self-sufficiency and 
independence. 

Proponents of change include not only the Reagan administration, but the 
National Governor's Association (NGA), the American Public Welfare Association 
(APWA), bipartisan groups, and many others. Stressing maximum state flexibility for 
program design and predominantly federal funding, the NGA has campaigned for a 
welfare plan intended "to turn what is primarily a payments system with a minor work 
component into a system that is first and foremost a job system."63 Adopted in 
several bills, including the Ways and Means Committee's bill, it recommends that the 
jobs system encompass all AFDC parents with no child under age three.64 Other 
proposals include Learnfare and the Family Independence Program. 

The APWA would "require parents with children younger than three to complete 
high school and then engage in some part-time activity outside the home that would 
improve employability and promote stable strong families."65 APWA also advocates 
"broad liberalization of cash welfare for children ... eligibility for all needy two-parent 
families, regardless of employment status, and a permanent work incentive bonus."66 

Moreover, the Partnership Act, advocated by a bipartisan group, proposes raising AFDC 
benefits, expanding medical coverage, and ultimately securing 90 percent federal 
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funding for AFDC and children's medical coverage. 

Unlike the New Deal era, the Reagan administration's policies and the various 
proposals to address the issue of poverty do not reflect a strong concern for cash 
payment to the impoverished. Current policies, on the other hand, reflect just the 
opposite. Advocates of these work-related policies assume self-sufficiency and 
independence will only be gained if recipients engage in training and work-related 
activities. In other words, income security will not be achieved unless recipients 
initiate responsible efforts to enhance their own well-being. 

TEXAS'S EXPERIENCE DURING THE REAGAN YEARS 

Even though many changes have taken place in the AFDC program to assist 
impoverished families, enormous poverty continues to exist in Texas. "Currently, there 
are more than 1 million children in Texas who are living in poverty, and the sole 
income assistance program in Texas for impoverished children and their families is 
AFDC."67 To combat this problem of massive poverty, Texas, along with other states 
and the federal government, has developed and continues to implement programs to 
address the needs of poor Texans.68 Before discussing the various changes in the 
Texas AFDC program and its particular features during the Reagan presidency, a 
discussion of the factors associated with children's poverty is necessary. 

In an effort to propose changes and implement programs to curtail the number of 
families affected by poverty in 1986, the Texas Speaker of the House charged the 
Committee on Human Services to do the following: 

study the Aid to Families with Dependent Children Program (AFDC), including 
the problems of needy children and their families, various employment, training 
and education programs, and other options designed to help Texas families 
become self-supporting.69 

The report concluded that the factors associated with children's poverty included the 
following: 

Births out-of-wedlock have reached record numbers in recent years and 
three-fourths of all children of never-married mothers live in poverty 
nationwide. Texas ranks fourth among states in its pregnancy rates for 
girls between 15 and 19 and first in the nation in births to girls 14 and 
under. 

An increasing divorce rate has produced larger numbers of families with 
one parent (usually the mother) attempting to provide for all the needs of 
the dependent children.70 

Unemployment and under-employment also play a major role in children's 
poverty. In Texas, 580,000 children ( 11.8%) arc both poor and living in 
two-parent families. Such families can receive no AFDC benefits in Texas 
as the state does not participate at this time in the AFDC-Unemployed 
Parent (AFDC-UP) Program option. One reflection of the desire of AFDC 
caretakers to join the work force in Texas can be seen in the figures 
presented by the Department of Human Service' Employment Services 
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Program for FY85. Of the 62. 769 persons registered for ESP, over 41 % or 
26,034 were voluntarily enrolled and hoping to become employcd.71 

And the problem regarding the unemployment rate among males may 
continue to dismantle the. family. threatening financial and marital 
stability.72 

Further added to the problems listed above, the proportion of Texas children in 
poverty has risen above 21 percent in 1986. Moreover, "the purchasing power of the 
Texas AFDC grant eroded by 58 percent in the period 1970-1985. This erosion of 
benefits was the most severe among the 50 sta tes in the nation.73 

EMPLOYMENT AND TRAINING 

Prior to the Omnibus Reconciliation Act, Texas had already implemented 
programs under WIN to promote self-sufficiency. However, the focus on work-related 
programs has been heightened during the Reagan administration. Agreeing with the 
federal government that the employment of the primary caretaker "offers the grea test 
potential for securing adequate · income" and encouraging self-sufficiency, the State of 
Texas offers several programs. To assist AFDC and food stamp recipients with training 
and employment, the Texas Department of Human Services is charge of developing 
programs, focusing on full-time, unsubsidized employment. Services include a Work 
Incentive Demonstration Project (WIN Demo). AFDC Job Search, and the Food Stamp 
Job Search Program. Two experimental programs include the Home Health Aide Project 
(HHAP) and the Job Training Work Experience Program (JTWE).7" 

Prior to 1981, AFDC recipients received employment services through the Work 
Incentive Program. Currently, the WIN Demo provides services to recipients. Although 
President Reagan attempted to abolish the WIN program in 1981, Congress has granted 
sta tes authority to implement the WIN Demo Project as an alternative to the regular 
WIN program. "The major difference between the two programs has been that the 
demonstration program is administered solely by the welfare agencies at the state level 
and the Department of Health and Human Services at the federal level."75 Funded 
with 10 percent state and 90 percent federal dollars, WIN Demo cost the state $466,000 
in fiscal year 1986. "Title IV-C funds contribute $4,194,390 of the total $4.66 million 
program budget."76 

In contractual agreement with the Texas Employment Commission, WIN Demo 
operates in 69 counties. This agreement provides for "automatic referral of mandatory 
program registrants to TEC for employability assessments and job-placement assistance." 
During fiscal year 1985, 5,821 clients had "employment entries" as a result of the 
program.77 Similar to WIN Demo, the AFDC Job Search operates statewide. Most of 
the contracts in this program arc made with private as well as public agencies, aiming 
to assist clients with "individual and group job-seeking and placement assistance." 
Administered by the Department of Human Services (OHS), the Home Health Aide and 
the Job Training and Work Experience Program arc two limited demonstration projects 
that provide job training for AFDC recipients.78 
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Other employment and traiiiing programs include the Job Training and 
Partnership Act and OHS pilot projects. The Job Training and Partnership Act 
provides programs designed to train AFDC recipients for future employment. To 
address the problem of teenage parents, seven state agencies have collaborated to 
develop programs to "increase self-sufficiency in teenage paren ts."79 

Unfortunately, programs specifically designed to address the needs of the poor 
by promoting self-sufficiency have not had significant impact on Texas recipients, as 
concluded by the Interim Report. The report stated: 

The system appears inadequate both in regard to the number of children 
who arc truly in need that it is able to reach and in the level of 
assistance it does provide for those children in deep poverty who are 
touched by at least some part of this system.80 

Delivery service workers maintain that the efforts of the welfare system have 
fallen short due to lack of awareness, problems of access, documentation, caseload and 
caseworker ratio, and most of all the grant level. 

Described as a "discouraging proces.s" when assessing the effectiveness and 
adequacy of the Texas Employment Services, the Texas house study concluded that the 
problems exist as a result of insufficient resources to meet objectives and the 
"disappointing rate of success in virtually all approaches tried."81 Information reported 
to the legislature in 1985 concluded that "during the 13 years of its existence in Texas, 
geographic coverage of the WIN program was never statewide. Due to its limited 
funds, WIN was restricted to the large Texas counties and the Rio Grande Valley 
providing coverage to about 60 percent of the AFDC population."82 Moreover, the 
welfare program is questioned because of the low-skilled, low-paying jobs awaiting the 
caretakers, the lack of support services, the loss of essential benefits, and the lack of 
financial incentives to meet a family's basic necds.83 

CONCLUSION 

The Reagan administration has proposed and implemented policies to reduce the 
number of recipients on the rolls and to help more recipients become se lf-sufficient. 
The main focus has revolved around tightened eligibility requirements and work 
incentive measures. After examining these goals and objectives, I conclude the goals 
have not been effectively met. There have been small changes, but no revolutionary 
approaches or results. 

In an effort to reduce short-term growth in spending, the administration 
embarked upon a number of approaches. Several changes in administrative costs, 
program structures, and eligibility requirements were implemented, basically to cut 
costs and decrease the number of eligible recipients. Sadly though, a specific f ea tu re 
of Reagan's policies, WIN, was hurt even more as a result of spending decreases. 
Nevertheless, a revamping of the program to reduce spending has been evident, but not 
necessarily effective. 

Shifting greater responsibility for assistance to state and local governments 
has not been effective, especially in the state of Texas or any state that has suffered 
f rom an economic slump. The volatile conditions that have affected every realm of 
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business in Texas continue to compound problems associated with poverty. Basically, 
any fiscal crisis affects the lives of every individual, recipient, or nonrecipient of 
AFDC. Also, peculiar to Texas, the 1981 constitutional ceiling issue increased payments 
to recipients, yet the new developments concerning eligibility reduced the rolls, thus 
achieving an end with questionable means. 

And last, to promote greater reliance by individuals on their own resources and 
hard work, the administration proposed and implemented a variety of policies, yet the 
President declined to address associated factors in child rearing, job placement and job 
training. Perhaps self-sufficiency could have been achieved if the administration had 
taken into consideration, such realities as unemployment, lack of training and skills, 
lack of transportation, lack of child care, bias and racial and sexual discrimination. As 
a result of the evident oversight, those people forced off the AFDC program and those 
still on it continue to face unavoidable hindrances to self-sufficiency. Basically, the 
Reagari policies were not generally effective in alleviating the problem of poverty. 
They did not involve new approaches to an old problem. And most importantly, they 
attacked the problem on very general level, overlooking significant, underlying factors. 
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INTRODUCTION 

Chapter 2. The Food Stamp Program of 
the Federal Government 

The United States Department of Agriculture (USDA) was charged by Congress to 
oversee the food-stamp program. State and county welfare departments administer the 
program. Congress created the program to help low-income families stretch their food 
budget and improve their diets. 

Prior to government supplementary programs, people without enough money to 
purchase food were assisted through charity work, donations, political machines, and 
the county. This method of distributing food ended after World War I, when the Great 
Depression traumatized the entire nation, leaving millions hungry and destitute. 
Utilizing food stamps to supplement food purchasing power originated out of the 1930s 
agricultural programs d·esigned to raise 'the prices of farm commodities. 

Food stamps are not stamps; they are coupons slightly smaller than dollar bills. 
They come in denominations similar to federal government bills, with drawings 
depicting agricultural abundance on one side and healthier families on the other. The 
food stamps are available to households whose incomes and assets fall beneath certain 
levels. The maximum income levels vary from state to state because they correspond 
to the state's welfare standards. 

This paper provides a brief history of the food-stamp program. It starts with a 
discussion of early food-stamp programs, which covers the 1964 Food Stamp Act and 
subsequent amendments, and finally analyzes the impact of the Reagan administration 
on the food stamp program and discusses the future of the food stamp program. 

Section one presents a history of the food-stamp program prior to 1960 and 
discusses u(ilizing food stamps to ·supplement purchas.ing power. This idea originated out 
of the depression in the 1930s during which agricultural programs were designed to 
raise the prices of farm commodities. 

Section two discusses the 1964 Food Stamp Act and subsequent amendments, an 
important turning point in the development of the food stamp program. The act 
prohibited use of both a food stamp and food distribution program in the same locality 
and established the option of food stamp projects to state agencies authorized to 
administer local public assistance programs. The act had two main goals: to utilize the 
nation's food and to promote the nutritional well-being of low-income persons. 

Section three analyzes the impact of the Reagan administration on the food 
stamp program. Reagan sought to help only the "most needy." He made major budget 
cuts and implemented tougher requirements, which reduced the participation level but 
only frustrated administration of the.program. He proposed several policy alternatives, 
the most noted of which was the "New Federalism," which would give states 
administrative and budget responsibilities. Although none of these alternatives were 
accepted, the budget cuts and changes in requirements will affect the future of the 
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program as policymakers must deal with major budget cuts, new requirements, and 
legislators who seek to diminish this program. 

EARLY FOOD-STAMP PROGRAMS 

Distribution of Surplus Food Commodities 

America•s dilemma with feeding its people is riddled with a history of politics, 
poverty, and economic changes. Timothy Reynolds, in The Food Stamp Explosion. 
proposed that the growth of hunger in the United States could be traced through this 
country•s agricultural growth and capitalist system. He asserted that the peculiar 
political, social, and economic institutions of the Deep South operated exclusively for 
the benefit of the cotton planter and exploited the black cotton worker. The coal 
company management in Appalachia manipulated the miner for the benefit of absentee 
owners. The rich fruit and vegetable valleys of Texas and California, owned by the 
grower, had an adverse impact on the lives of farmer workers.1 

The govern men Cs first attempt at food assistance was through the distribution of 
surplus commodities. The commodities were, however, distributed in the winter ·and cut 
off in the spring, forcing people to return to subservient labor and to become more 
indebted to a company-owned store. The cycle continued keeping people in poverty and 
never allowing them to save enough money to bre~k out of the cycle. As machines 
took the place of cotton and food pickers, Americans moved to cities, seeking jobs 
and creating inner-city poverty. Reynolds hypothesized that because of the 
"development, intensity and circulation of the struggles of both low-income and 
unwaged workers" who "politically threatened the economic system"2, federal 
government food programs expanded. 

After World War I and a short spurt of rapid industrialization, America 
experienced one of the bleakest periods in its history, the Great Depression. Prices fell 
and unemployment was rampant. By 1932 one of every four persons was not employed 
and every sixth person was on welfare. In an attempt to revitalize the economic 
plight of farm~rs, government policy specified that every seventh piglet was killed, and 
every third row of crop was plowed under. This decrease in agricultural supply would, 
it was hoped, drive up prices. The surplus was bought by the government at 
profitable rates and distributed through private and state welfare agencies. In 1932 a 
congressional resolution transferred 40 million bushels of government wheat to the Red 
Cross for the use of the needy.3 The Federal Surplus Relief Corporation distributed 
commodities acquired under the 1933 Agricultural Adjustment Act to state welfare 
agencies.• Later, under Public Law 480, giveaway programs to foreign lands were 
developed. 

In 1935 the Federal Surplus Commodities Corporation was established and 
assigned responsibility for distributing surplus farm products to the poor.5 The 
primary objective of this program was not to alleviate hunger but to get rid of surplus 
commodities. Unfortunately, only those commodities in surplus were made available and 
did not meet the needs of welfare recipient demands.6 Criticism of this approach to 
food assistance by both recipients and food retailers helped to change federal policy 
from food distribution to the use of food stamps, which allowed participants to buy 
food surplus commodities from specific retailers. This transition was not readily 
accepted since the distributions were made at no cost and outside the usual marketing 
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channels. Final distribution was often at locations inconvenient to most recipients. 

Aside from the U.S. Department of Agriculture (USDA), which administered this 
program, the commodity-distribution plan had f cw supporters. Especially upset were 
individuals and groups concerned with hunger. One major criticism was that most 
impoverished areas of the country were not reached.1 This method of distribution also 
had disadvantages for the government, the local welfare agencies, and the recipients. 
The federal government found that the preservation, packing, wholesaling, and 
distribution of food was an "unwieldy and expensive process."8 The local welfare 
administrators found that preservation, repackaging for retail, and distribution of 
commodities were "costly and difficult."9 Recipients found that "pickup of stocks of 
huge monthly or semimonthly supplies was difficult and the commodities available were 
not too easily fitted into the needs of individual families." 10 Other deficiencies 
included variance in eligibility rules from state to state, faulty distribution, and 
eligibility requirements that depended on qualification for other assistance programs. 11 

Though ·faulty in objective, this program did provide an assured minimum level of food 
consumption.12 

The First Food Stamp Plan 

The first food stamp plan was instituted in 1939 and ·grew out of disenchantment 
with the earlier surplus commodity distribution program. The U.S Congress describes 
how the food- stamp program had began as an experiment and grew to total 
participation reaching "approximately 4 million persons in 1941, with over half the 
nation's counties involved."13 

The Office of Economic Opportunity (OEO) describes the stamps as being of two 
kinds "the orange ones you had to buy at a weekly rate of between S 1 and S 1.50 per 
member of your family; the blue ones you received as a bonus, $.50 worth or every 
dollar invested."14 OEO explained the objectives of these stamps were to: 

1. improve farm incomes by pump-priming for farm goods among low-income 
fa mi lies and, 

2. improve the diets of the undernourished by channeling these food surpluses to 
them through normal trade routes.15 · 

The purchasing power of orange stamps was determined by a national average. 
This plan allowed eligible recipients to purchase food stamps for the amount that they 
would have spent on food "and they would receive an additional quantity of (blue) 
stamps that could be used to purchase food commodities that were declared to be in 
surplus supply" each month by the secretary of agriculture.16 "Approximately thirty 
food commodities •• including butter: cereal products, potatoes, dry beans, fresh 
vegetable, fresh and dried fruits and pork meat products" were on one of the monthly 
blue stamp lists. Relief agencies certified participants.11 Only those individuals and 
families who were on some form of public assistance and who prepared meals at home 
could participate. 
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While many of the plan's objectives were met, several important problems 
plagued it throughout operation. These included: 

1. Many poor families were excluded as they were not receiving some other form 
of public assistance. 

2. The minimum purchase requirements were found to be too expensive. 
Participants had to buy one month's worth of food at one time. This requirement 
created a hindrance for those participants who had no transportation or who had to 
depend on city transit systems. 

3. Nonfood items were sometimes exchanged for stamps and many nonsurplus 
foods were purchased with the blue (surplus food) stamps. 

4. Reduction in the intended demand-increasing impact of blue stamps occurred 
because participants would not use the orange stamps to purchase surplus food.18 

These problems expended 25 percent of the program's money.19 These difficulties, along 
with reduced unemployment and increased demand for food during World War II, 
contributed to the program"s termination in 1943. 

The food stamp program, as compared with the commodity-distribution program, 
used normal distribution channels, with final distribution in grocery stores. It kept the 
food-specific nature of the older program, while giving recipients access to a wide 
variety of products, as opposed to the limited fare available previously with surplus 
commodities.20 Participants viewed the main advantage of food stamps over the 
distribution of surplus commodities as being that they could purchase what they chose 
for their families rather than what is needed to satisfy the needs of the farming 
economy.21 

After World War II, the U.S. emerged as an "unrivalled technological and 
economic might."22 The war consolidated President Franklin Roosevelt's New Deal and 
redistributed wealth. The food surpluses vanished and the government believed the war 
had eliminated poverty. From 1943 to 1964, bills were introduced in every session of 
the Congress that provided for a new food stamp program.23 The .issue was considered 
politically risky and politicians were hesitant to advocate the effort due to fears of 
socialism. 

Senator George Aiken (R.-Vermont) introduced seven separate bills that proposed 
a revision of the food stamp program.24 Aiken proposed that needy families spend no 
more than 40 percent of their income on stamps that would be sufficient to buy a 
nutritionally adequate diet.25 Low-income recipients would pay less for the stamps 
than high-income recipients. Congresswoman Leonor Sullivan (D.-Missouri) supported 
Aiken and introduced her first bill to enact a food stamp program in 1954.26 

Public pressure and Sullivan's consistent efforts to utilize the renewed 
accumulation of food surpluses following the Korean War led to the enactment of the 
Agricultural Act of 1956. 27 This act directed the secretary of agriculture to prepare an 
analysis of food stamp plan~. 
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Defending agricultural interests, the USDA found the analysis unfavorable on two 
accounts: 

"First, it was demonstrated that in order to expand food consumption 
substantially, families with both modest and low incomes would have to be 
allowed to participate, and appropriations would have to be large. Second, for 
the purposes of disposing of seasonal or localized surpluses, food stamps were 
deemed less effective than existing Food Distribution eff orts."28 

The analysis neglected nutritional benefits. These nutritiona l benefits must have 
been important to the public, however, because between 1957 and 1958 increased 
pressure was put on the government for a food stamp program.29 

Due to efforts of Congresswoman Sullivan, Senator Hubert Humphrey (D.-Minn. ) 
and others, a post-war law utilizing surplus commodities for free distribution to needy 
foreign countries was extended.30 This extension authorized a two-year pilot food 
stamp program, funded annually at $250 million.31 This effort was not embraced by 
President Dwight D. Eisenhower, Republican. Food programs were still considered a 
political taboo for most legislatures. However, in 1960 a Democratic president, John F. 
Kennedy, · was elected and the executive branch began to accept a: different philosophy 
about the role of federal food programs.32 Aside from Roosevelt's "New Deal," 
Kennedy's administration made the greatest advancements toward providing a means for 
poor people to increase their food-purchasing power. As part of his 1960 campaign 
Kennedy called public attention to the fact that "seventeen million Americans go to 
bed hungry at night."33 

On Kennedy's first day in office he called for legislation that "doubled the 
existing commodity aid program."34 In his first executive order Kennedy implemented 
part of the 1958 law and revived the food stamp program. Like the 1939-1943 
program, the Food Stamp Act of 1964 authorized a new food stamp program.35 
Kenneth Clarkson, in his book entitled Food Stamps and Nutrition, describes how a 
pilot program was created that would allow recipients to purchase all domestically 
produced foods and was undertaken in eight distressed areas where "there was 
substantial unemployment, many families with low incomes, and high participation in 
the federally donated commodities program."36 This pilot program would be evaluated 
six months later for effectiveness in providing low-income households with increased 
food-purchasing power. If found successful, a national food stamp program would be 
re-authorized. 

On May 29, 1961, plans were inaugurated in the first of eight economically 
depressed areas: Franklin County, Illinois; Floyd County, Kentucky; Detroit, Michigan; 
the Virginia-Hibbling-Nashwauk area of Minnesota; Silver Bow County, Montana; San 
Miguel County, New Mexico; Fayette County, Pennsylvania; and McDowell County, West 
Virginia.37 Initially, 138,000 persons were involved.38 While keeping the title from the 
old program, Kennedy instilled a different concept. He proposed to extend the program 
to every county in the country. 

With the success of the pilot program, eligibility was formalized and extended to 
include 35 additional areas.39 By February 1964 the total participation in the pilot 
food stamp projects rose to 386,255 persons.•0 By March 1964 there were 43 areas and 
392,400 persons participating at a f~deral cost of $29 million annually.41 Maurice 
MacDonald, in her book Food Stamps and Income Maintenance, describes the benefits 
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of recip'icnts during this period. She states that "on average, for a mother of three 
children, the program provided $64 in stamps per month, for which the family paid $34 
of its monthly income of $70."42 

Apart from Kennedy's efforts, advocacy groups were pressuring government to 
enact new legislation. These groups were instrumental in the political process as they 
brought information about the needs of hungry citizens. These groups "formed to push 
for changes in (other) areas such as ... environmental regulation and consumer 
protection."43 The civil rights movement was demanding "freedom now," and liberals 
were arguing over a proper pace for social reform. Interest groups like the Citizen's 
Crusade Against Poverty created in 1965, were advocating poverty lcgislation44• This 
group was backed by Walter Reuther of the United Auto Workers, the National Counci l 
of Churches, the United Presbyterian Church and the Ford Foundation, led by Richard 
Boon. They allied with black, Mexican-American, and white antipoverty groups. Boone 
was especially "infuriated by the vast discrepancy between the Promise of the Great 
Society and actual performance of its programs."46 Important laws were passed as a 
direct result of this collective cff ort. 

THE 1964 FOOD STAMP ACT AND AMENDMENTS 

A New Program 

The 1964 Food Stamp Act initially authorized a three-year program that Congress 
extended in 1967 and had to renew before December 31, 1970.46 The Declaration of 
Policy from the 1964 Act stated: 

"Sec. 2. It is hereby declared to be the policy of Congress, in order to 
promote the general welfare, that the nation's abundance of food should be 
utilized cooperatively by the State, the Federal Government, and local 
government units to the maximum extent practicable to safeguard the health and 
raise the levels of nutrition among low-income households. The Congress hereby 
finds that increased utilization of foods in establishing and maintaining adequate 
national levels of nutrition will tend to cause the distribution in a beneficial 
manner of our agricultural economy, as well as result in more orderly marketing 
and distribution of food. To cff cctuate the policy of Congress and the purposes 
of this Act, a food stamp program, which will permit those households with low 
incomes to receive a greater share of the Nation's food abundance, is herein 
au thorizcd."47 

The two goals of this act, to utilize the nation's food and to promote the nutritional 
well-being of low-income persons, appeared on the surface to be compatible. Analysis 
of the 1961 pilot project proved that the ability of the food stamp program to absorb 
surplus food was "limited relative to its potential impact on the purchasing power of 
low-income households."48 

The act prohibited use of both a food stamp and a food distribution program in 
the same locality. The act also granted the option of establishing food stamp projects 
to state agencies authorized to administer local public assistance programs. This option 
allowed members from conservative areas to vote for participation in hopes that their 
consti tuents would be aga inst the project. 
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The USDA specified the purchase requirements that included the cash amoun t 
paid for stamp allotment. The individual states directed eligibility standards for monthly 
allowable income cut-off levels and resource or assets tests. The income levels, along 
with the tests, were usually ~onsistent with the state's criteria for public-assistance 
eligibility. Allowing states to set their individual eligibility standard created a great 
variation among states' welfare policies. 

For example, some states had relatively more stamp recipients than others, even 
after adjustments for variation in target populations. A Senate committee concluded in 
1969 that: 

"Nationally only 21.6 percent of the poor people living in counties with food 
stamp programs participate in the program. Only in the Sta.te of Washington and 
the District of Columbia do food stamp programs reach over 40 percent of the 
poor. Seven states have programs that reach less than 15 percent of their 
poor. Only 116, or 10 percent of all countries with food stamp programs, 
reach 40 percent or more of their poor."49 

Among all counties switching from commodities to food stamps during 1961-1968 there 
was an average of 40 percent decline in the number of p~rticipants.50 Thi.s decline 
resulted in scrutiny of the state and federal regulations and focused on factors that 
would restrict program participation levels. In fiscal 1969 food stamps added $229 
million federal dollars to the food market.51 The gross sale of retail grocers jumped an 
average of 8 percent in areas where food stamp programs were established.52 

Inquiries 

The development of the food stamp program progressed with the growth of 
interest groups. Prior to this citizen lobbies received little, if any, recognition. 
Legislators were hesitant to react to the voices of unempowered constituents. 

After the assassination of Kennedy, Lyndon Baines Johnson was thrown into a 
political battlefield. In his first message to the nation in 1968 he was faced with an 
unpopular war; a poverty program that had promised to feed the hungry; a black 
revolution; an inflationary economy; and a war-burdened budget.53 

Johnson also faced House members George Mahon (D.-Texas), chairman of the 
Appropriations Committee, and Wilbur Mills (D.-Ark.). chairman of the Ways and Means 
Committee. They fought against food stamps and other social programs.54 Another 
congressional opponent was Jami Whitten (D.-Miss.), chairman of the House 
Appropriations Subcommittee on Agriculture. 

The powerfUl Whitten was considered Johnson's greatest obstacle to developing a 
food stamp policy. OEO described how house procedures perpetuated the problem 
because "once a subcommittee makes a decision, the full House Appropriations 
Committee almost always backs it up."55 This was especially true with agriculture 
appropriations because "Mahon ... shares Whitten's views on farm policy, welfare · 
spending, and racial issues."56 The Mississippi congressman held an "iron hand over 
the Department of Agriculture's budget."57 As chairman of the House Appropriations 
Subcommittee on Agriculture, Whitten had the power to kill a project by withholding 
funds and to prevent programs to feed the hungry from reaching the floor. 
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Whitten's opposition to social welfare programs caught President Johnson in a 
political dilemma. Johnson was trying to pass a tax bill to pay for the Vietnam War 
and trying to fund the War on Poverty. The very legislators he needed to support the 
tax bill would do so only if the food programs were dropped. 

These blocks were skirted in 1967 when the Senate Subcommittee on Employment, 
Manpower, and Poverty acquired oversight of food stamps.58 Senators Joseph Clark (0.
PA.) and Robert Kennedy (D.-Mass.) were committee members, and they traveled to the 
Mississippi delta to investigate difficulties in the transition from the commodities 
program to food stamps. 

Clark, chairman of the subcommittee, chose Mississippi because he didn't want 
poverty exposed in his home state. He also didn't want to off end Georgia's Senator 
Richard Russell or Alabama's Lister Hill, chairman of the Senate Labor and Public 
Welfare Committee, the parent of Clark's poverty s'ubcommittee.59 

A civil-rights attorney, Marion Wright, who "lived and breathed the problems of 
the black poor in Mississippi" led the party from Washington through the delta 
shacks.60 She described the suffering of black children and adults who were affected 
by a revolution produced by the combined effects of mechanized cotton farming, a new 
minimum wage for farm workers, a huge cutback in cotton planting under the federal 
subsidy program, and the rising battle for civil rights.61 The transition from a food 
program in which free surplus commodities were given to the poor to a food stamp 
program in which stamps cost more than people could pay acted as a final blow to 
thousands of blacks "out of work, hungry and unwanted".62 

The senators came face to face with the stark reality of hunger in Mississippi. 
Nick Kotz, in his book Let Them Eat Promises. describes how Senator Kennedy "felt 
his way through a dark, windowless shack, fighting nausea, at the strong smell of 
aging mildew, sickness, and urine".63 Later Kennedy expressed his dismay, stating "I've 
seen bad things in West Virginia, but I've never seen anything like this anywhere in 
the United States."s. Kennedy's involvement with the poverty movement increased as 
he began including tours of other deprived pockets in the U.S. Kotz explains how 
Kennedy further "came to feel poverty, to feel pain f Qr the poor."65 

A full committee report to President Johnson urged him to take steps to increase 
the number of food stamp recipients "wherever conditions of acute hunger and 
malnutrition might exist."66 The committee recommended free stamps for people 
without cash incomes, lower purchase requirements and investigation of alleged 
overcharges for stamps. Clark and Kennedy advocated free surplus commodities be 
distributed through local private and public agencies. These proposals became the goals 
of the "hunger lobby." 

At that time, the Office of Economic Opportunity granted that the USDA was 
not legally authorized to adhere to desired actions under the Food Stamp Act. 
Pressure from lobbyists eventually forced the USDA to reduce purchase requirements in 
Mississippi to 50 cents per person monthly in late 1967 and to negotiate with 
Mississippi officials to guarantee federal funding of households that couldn't pay the 
reduced purchase prices.67 

Spurred by the account of the Kennedy-Clark hunger discovery tour, Leslie 
Dunbar, director of the Field Foundation, accompanied Robert Coles and three other 
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doctors to Mississippi. Kotz explains how these people examined children throughout 
the state and were "appalled by the condition of the Negro children they saw."68 

Their efforts, coupled with those of senators Kennedy and Clark, were the first 
examinations outside the confines of the Agriculture Committee. 

In April 1968 a self-appointed Citizens Board of Inquiry into Hunger and 
Malnutrition in the United States released a study that identified 256 counties in which 
chronic hunger and malnutrition existed. This study, entitled Hunger U.S.A .. was used 
to support the board's recommendation that a free food stamp program be installed in 
every locality.69 The board's findings were disseminated the following month when 
Hunger in America was broadcast on television and charged that "the Department of 
Agriculture had been reluctant to exercise emergency powers" in responding to 
problems of hunger and malnutrition.70 

As the presidential election of 1968 got underway, food program policies were an 
important issue. The controversy created by Hunger U.S.A. and the Poor People's 
Campaign, led by Ralph Abernathy, confronted directly the USDA. To examine this 
issue the Senate established a Select Committee on Nutrition and Human Need that 
Senator George S. McGovern (D.-S.D.) chaired. No major advancements were made un tjl 
Richard M ·Nixon became President and acted in May 1969. 

1971 Amendments to the Food Stamp Act 

Armed with scientific data and spurred by the Johnson administration, Nixon had 
enough evidence to convince legislators that further food program efforts were an 
absolute necessity. Kotz points out that "no longer could a senator pick only politically 
safe places to campaign about human suffering"; they were forced to look at their own 
backyard poverty.71 Southern resistance to food programs began to crumble. 

President Nixon recommended that food stamps have priority over food 
distribution, that the most needy should receive free food stamps, that a ceiling of 30 
percent of in.come should be established for the purchase price for stamp allotments, 
and that stamp allotments be increased. His administration asked for $4.1 billion in 
1970, t;>ut s~ent $4.8 billion due to an increase in program costs and caseloads.72 

Congress eventually adopted Nixon's proposals after interim modifications by 
Secretary of Agriculture Clifford M. Hardin in its 1971 amendments to the Food Stamp 
Act of 1964. The 1971 amendments set unif arm national income and resource eligibility 
standards and required all states to inform low-income people about the availability of 
food stamps.73 On the average, recipient benefits doubled during this period. 

Other major changes were instituted, including work registration requirements for 
able-bodied adults. Households that moved to a new political jurisdiction could now 
maintain eligibility for 60 days following the move. Participating families were 
permitted to purchase one-fourth, one-half, or three-fourths of their monthly stamp 
allotment.74 Monthly purchase requirements were lowered for most participating homes 
to a level not to exceed 30 percent of income and sometimes to zero for the lowest
income households. The 1971 amendments also made it possible for some senior 
citizens to purchase meals prepared and delivered to their homes by government and 
nonprofit organizations.75 Participants in other public assistance programs could 
request that the monthly purchase be automatically deducted from their welfare checks 
and were allowed to have the food coupons mailed. To increase participation, 
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jurisdictions were required to advertise and perform other outreach efforts. States 
were allowed to distribute food and food stamps in single jurisdictions. "By conscious 
congressional design, the food stamp program finally became available to all eligible 
low-income persons."76 

GROWTH OF THE FOOD STAMP PROGRAM, 1971-1980 

After 1971 the Food Stamp Act was amended many more times in 1973 and 
1974.77 Nationwide expansion of the food stamp program was mandated by 1973 
amendments that took effect July 1974. A state was exempt only if it could 
demonstrate that the participation of a particular area within that state was not 
practicable. Coupon allotment was to be adjusted semiannually to reflect changes in 
food prices as reported by the Bureau of Labor Statistics of the Department of Labor. 
Participants who were drug addicts or alcoholics in rehabilitation programs were 
allowed to use their food coupons to purchase meals from authorized nonprofit 
organizations. 78 

The 1974 amendments increased federal subsidies for costs incurred by states and 
localities in administering the food stamp program. Prior· to October l, 1974, states 
were reimbursed for 62.5 percent of their costs for certification of nonpublic assistance 
households, fair hearings, and outreach activities. The new amendments allowed states 
to receive 50 percent of all operating costs incurred in operating a food stamp 
program. Significant increases in total households, area participation and program 
costs have developed due to these and other changes in the regulations governing the 
food stamp program. From the first year of appropriations in 1965 to fiscal year 1974, 
the number of persons participating in the program grew from 424,000 to 13,536,000, 
an increase of 3,090 percent. Federal administration expenditures increased from $1.4 
million in 1965 to $28.6 million in 1974 with outreach costs escalating after 1971. 
Lowered purchase requirements raised the average bonus from 61 percent in 1965 to 
137 percent in 1974. The options for participants were widened by permitting 
households to choose less than the total monthly allotment. The federal food stamp 
bonus increased 83 percent from 1965 to 1974. Participating areas increased from 110 
to 2,818. Predictions that by 1976, the federal government wo_uld be paying over $3.6 
billion into the program were far below the actual cost.79 

The growth of the welfare budget was pressuring legislators to reevaluate 
objectives of assistance programs. Nixon wanted to promote the availability of food 
stamps while eliminating disincentives to work. He proposed a "workfare" plan that 
sought to reduce benefits while promoting employment.80 Politically, this proposal 
was hard to def end due to the lack of a larger employment net to absorb participants. 
Nixon thus advocated a low benefit reduction rate. This issue was discussed in Paul 
M. Sommers book, Welfare Reform in America: Persoectives and Prospects. In his book, 
Sommers argued "that by lowering benefit-reduction rates, which is complementary with 
other welfare reform goals, it would be expensive and [would] compete with already 
limited funds."81 · 

Although too small to execute its tasks satisfactorily, the food stamp program 
became the key means by which the overall federal structure dealt with at least two 
welfare reform goals: equity for the working poor and reduction of interstate 
differentia ls. It played some positive role in addressing other welfare .ceform goals as 
well. 
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The food stamp program had become, in effect, the federal government's 
guaranteed income. It provided benefits at uniform levels across the nation without 
categorical restriction, now provided for a low benefit reduction rate, and was of little 
cost to states and localities. 

Calls for food stamp reforms began to surface in 1975, due to escalating costs 
and participation. The participation growth, however, was the result of increasing 
unemployment and the entry of the remaining counties and territories, including Puerto 
Rico, into the program.82 

Major reforms were introduced in both houses in 1975 and 1976, but no major 
changes were made. Then, in 1977, under President Jimmy Carter, an important change 
was made. The food stamp "purchase requirement" was eliminated. This fundamenta l 
reform gave the program greater flexibility and made it more accessible to needy 
individuals and families. The most effective changes occurred due to this and the 1973 
amendment which made the food stamp program "a negative income tax with funny 
money" supplementing the low income of upwards of 20 million Americans at an annual 
cost of S 11 billion. 83 

In the past both houses had disagreed on an act that would eliminate the 
purchase requirement for all households. Due to increasing political tension to 
decrease federal expenditures on social programs, Congress passed it. The new act was 
intended to restrict eligibility and benefits, and extended the program for four more 
years.84 

Eligible families still had to be participants in another assistance program, such 
as Supplementary Security Income (SSI), Aid to Families with Dependent Children 
(AFDC) or General Assistance (GA), or they had to have a net income after deductions 
for taxes, day-care costs, and work expenses of about $580 per month for a family of 
four.85 An assets and work requirement was also inc~uded in the regulations; the 
exception was for an adult who could not work or had a minor child at home. 

Critics of the food stamp program have frequently emphasized the fact that most 
participants en.d up spending little more for food than they would have if they had 

. simply received the cash equivalent to stamps. Moreover, because the stamps can be 
used to purchase just about any type of food, the program provides recipients with 
little incentive to upgrade the basic nutritional quality of their diets. As a result, the 
impact of the program on the nutritional adequacy of participants' diets has been found 
to be minimal.86 

Conservatives arc v~ry ambivalent about the programs objectives. J. Fred Giertz 
and Dennis H. Sullivan, in their discussion of the role of food stamps in welfare 
reform, state that "greater equity for the working poor is bought at the price of an 
expanding welfare population".87 

Total expenditures for the food stamp program were approximately $5.7 billion in 
1977-78.88 In 1978, 16.3 million people were participating in the food stamp program. 
Half of these were SSI or AFDC recipients. The other half qualified under the net 
income standards.89 These figures indicate that though people were not eligible for 
other forms of assistance, they still did not make enough to purchase an adequate diet. 
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A conservative by the name of Ronald Reagan was sworn into Presidency in 
1981. One of his platform issues had been to reduce government expenditures. As one 
of the largest government expenditures, the food stamp program was targeted for cuts. 

THE REAGAN ADMINISTRATION, 1981-1987 

Ronald Reagan moved swiftly to shift national priorities, increasing defense 
spending and cutting domestic programs. Reagan's domestic policy focused on reviving 
the economy. He proposed to accomplish this by transferring administration and 
policymaking back to the states, increasing defense spending, and decreasing domestic 
programs. Reagan maintained that as the economy picked up, the private sector would 
take over programs that government once had funded. To achieve these goals Reagan 
began his presidential term with the attitude of helping only those that were •most 
·needy.• His social welfare policy, reflecting his philosophy, had four goals: simpli fy the 
administration; improve access; reduce fraud and abuse; and eliminate households that 
didn't qualify.90 

During his first year in office Reagan passed three food stamp_ bills. T he f irst 
bill mandated an increase in the food stamp program to $11.5 billion for fiscal 198 l. 91 

This increase did not reflect Reagan's policy to cut the costs of the program, but d ue 
to high levels of unemp_loyment and food-price inflation higher expenditures were 
needed. Welfare reform focused on a low benefit-reduction rate and no purchase 
requirement. Senator Jesse Helms (R.-N. Carolina), at that time chairman of the Sena te 
Agriculture Committee, suggested reinstating the minimum purchase requirement. This 
proposal was disputed because the minimum purchase requirement was called insensitive 
towards recipients who depended on public transportation or who did not have the 
means to store large quantities of food. Reinstating the minimum purchase requirement 
would prove to be more burdensome to participants in the food stamp program. 

The second bill, the Omnibus Budget and Reconciliation Act of 1981 , cut food 
stamp spending by $1.7 billion in 1982.92 Due to efforts by Congress and the 
Committee on Agriculture, Nutrition and Forestry, these cuts were less severe than the 
initial administration proposal. A supplemental appropriation was added in early 1982, 
which brought the cost of the program to its limit. This limit was lower than the 
previous year's and for the first time since its enactment, spending on the food stamp 
program declined. This trend continued through the entire Reagan administration. 

The budget cuts hit the marginally poor families the heaviest. The working poor 
had been targeted by the Reagan administration to be weeded out of the food stamp 
program, and they were. These cuts hit America during a time when one of the 
deepest postwar recessions was occurring. State and local budgets had little or no 
extra money to aid the poor and the unemployed. 

The third bill dealt with the fiscal 1982 authorization for the .food stamp 
program. This bill was more in line with Reagan's plan to decrease funding for this 
program. The amount of spending was decreased by $0.2 billion from 198l's fiscal 
authorization.93 Several other changes were made in the program due to this bill. 
These changes focused on decreasing fraud, making states financially liable for losses 
of food stamps. Eligibility changes permitted towns to require program participants to 
work at public- or private-sector jobs. Participants in this type of workfare would be 
paid a minimum wage with food stamps. Administration changes postponed inflation 
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adjustments from January to October 1982.94 

The exchange of labor for food stamps was suggested by conservatives who 
believed able-bodied recipients should be required to work. Recipients, it was proposed, 
would work at low-level public service jobs at minimum wage to pay for the value of 
the food stamps received.95 The work programs are currently being carried out as pilot 
projects in various parts of the United States. However, these pilot work programs 
have only created more red tape and complicated an already overly burdened system. 

The issue of hunger in America prompted President Reagan to establish the Task 
Force on Food Assistance. This task force issued its final report in January 1982.96 

This report advocated a bloc grant idea, which Reagan rejected, and proposed to 
modestly increase benefits in order to eliminate rigidities in the food stamp program. 
The controversy about the character and purpose of the food stamp program as a 
means of supplementing income to allow participants to receive adequate nutrition 
continues to be a dilemma. The Reagan administration has been criticized for its 
tendency to "divert the food stamp program away from the original purpose (of 
ensuring adequate nutrition) toward a generalized income transfer program, regardless 
of nutritional need."97 

Early in 1983, resolutions had been introduced to express the sense of Congress 
that food assistance programs should be protected from any further budget reductions. 
These resolutions proposed that federal nutrition programs should be protected from 
budget cuts that would prevent them from responding effectively to nutritional needs 
in the United States.98 Resolutions were passed in both the Senate and House. 
Charges were made that the nutritional status of low-income American had declined 
and that some, or all, of the blame lay with the changes legislated by the Congress, 
some of which had been recommended by President Reagan.99 

In an effort to reduce the federal deficit, the Senate Finance Committee began 
consideration of an omnibus bill calling for a combination of spending reductions and 
tax increases. As part of the bill, the committee established a comprehensive income 
and eligibility verification system.100 Under the committee bill, the Internal Revenue 
Service (IRS) and the Social Security Administration (SSA) would be required to make 
available to federal and state agencies data on earned and unearned income for use in 
administering means-tested federal benefit programs.101 

The bill established a new income verification system that would require: 

1. all beneficiaries to obtain and furnish social security numbers; 

2. programs to obtain and utilize, for verificati'On purposes, earned and unearned 
income data provided by the IRS and SSA; · 

3. each state to maintain a system under which employers make quarterly wage 
reports to a state agency; and 

4. the state to use wage report information for purposes of verifying the 
eligibility of participants in the programs.102 

Moderated food price inflation and a reduction in the degree of indexing in the 
early 1980s has contributed to the reduced rate of increase in overall costs. Changes 
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were also made to restrain program growth in 1980, 1981, and 1982. While some 
previous changes had also been intended to reduce the scope of the program, the 
changes enacted in these years appear to hav~ had the most dramatic effect in actually 
slowing the cost of the program.10s 

From Reagan's first day in office, he has proposed decreases in federal spending 
on the food stamp program. In reality this administration has seen continued 
expenditures and participation. It was estimated that 19.5 million people would receive 
food stamps in 1987.104 By 1985, however, this figure already had increased to 20 
million.105 

Federal outlays were expected to be $11.5 billion in 1987106, but by 1985 costs 
were already up to $11.7 billion.107 Costs are estimated to continue rising, reaching 
$12.5 billion by 1991.108 In light of Reagan's proposed 1981 cuts to the food stamp 
program, federal government expenditures have decreased very little, and participation 
has continued to grow. 

In an effort to simplify the program, the Food Security Act of 1985 was passed. 
This act redesigned food stamp work requirements to give the states much greater 
freed om in· designing programs and targeting recipients. The act increased to 20 
percent the amount of income disregarded in establishing eligibility; raised the food 
stamp assets limit for eligibility; and increased some deductions from income used when 
determining food stamp benefits.109 These changes were later repealed in Reagan's 
1987 budget proposal. Public Law 99-198 was passed, however, as a result of the Food 
Security Act, which established new employment and training rules within the food 
stamp program, known as the Employment and Training Program. 

This program replaced existing work registration requirements "for the purpose 
of assisting members of households .. .in gaining skills, training, or experience that will 
in.crease their ability to obtain regular employment."110 These regulations significantly 
deviated from congressional intent. Under existing regulations, states may require that 
all work-ready members of a food stamp household periodically conduct a job 
search.111 States may require that work registrants contact up to 24 prospective 
employers during an eight-week period; noncompliance by any work regisirant in a 
household disqualifies the entire household from benefits for up to two months. States 
may also require recipients to perform unpaid work in a public service capacity, 
"workfare," as a condition of eligibility. The number of hours of the workfare 
obligation is determined by dividing the food stamp allotment by the minimum wage.112 

In 1986, the Omnibus Reconciliation Act was amended to allow federal agencies 
to pursue fraudulent claims or statements involving amounts under $150,000 by imposing 
civil fines in an administrative process.113 This act set fines of up to $5,000, plus two 
times the amount fraudulently obtained from the government, which could be collected 
or recouped for each false claim or statement.114 Congress debated whether a need 
existed for a low-cost mechanism which could be used to pursue contractors who 
defraud the government for amounts that are not cost effective to pursue in litigation 
by the Justice Department. The fraud provisions, titled the "Program Fraud Civil 
Remedies Act of 1986," encompass benefits under low-income programs. 

In an effort to reduce budget assistance payments Reagan reduced food stamp 
outlays for 1987. He made three proposals: repeal most of the food stamp benefit 
liberalizations enacted in the Food Stamp Security Act of 1985; eliminate special 
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matching rates to the states to help them administer their food stamp programs, paying 
states for 50 percent of all their administrative costs; and require all employable food 
stamp recipients to participate in a work program. This requirement was previously 
mandated only as a side requirement, but in 1987 it was mandated as a condition of 
eligibility to receive aid. 

Most of the food stamp benefits were reduced and special matching rates to 
states were eliminated. The requirement that all employable food stamp recipients 
participate in work programs is still being implemented in most states. States that 
have implemented this policy say that administratively "it's a disaster."115 The work 
programs arc largely menial jobs that do not give participants marketable skills.116 

The food stamp program also serves as a part of a more general welfare policy 
commitment of the f cderal government that, through the years, has seen increased 
participation and funding. Reagan tried to control this growth by introducing several 
policy alternatives. These alternatives, however, off er no new solutions, only 
restructuring administrative responsibilities or reintroducing policy that had been 
eliminated. The New Federalism was perhaps one of the most fundamental policy 
alternatives. 

Under the proposal, as first outlined by the President, the federal government 
would give the states financial responsibility and administrative responsibility for 
various programs as well as certain sources of funding. The proposal and the 
subsequent talks between federal, sta te, and local officials have been part of Reagan 
administration initiative discussions to sort out and redefine the activities most 
appropriate and suitable for state and local governments. 

The New Federalism initiative dealt primarily with which programs would be 
funded and operated by which level of government. The administration recommended in 
the context of its proposals, that the food stamp program should be transferred to the 
states, not only for administration but also for funding. The broad issue of the 
administration's New Federalism initiative may be resumed in the future, raising once 
again the question of whether the food stamp program is one which should be a 
federal, state, or local responsibility. Like .the other alternatives, Reagan's New 
Federalism didn't succeed. · · 

CONCLUSION 

The food stamp program has historically been viewed as countercyclical. It 
responds to overall economic circumstances, particularly to unemployment. At times, 
changes in unemployment have not corresponded precisely to changes in participation; 
changes in the food stamp program typically lag behind changes in the unemployment 
ratc.117 Not only does the food stamp program respond to economic changes, which are 
sometimes government-induced, it is viewed as a responsibility of the federal 
government to provide a minimum standard of living to carry people through these 
economic changes. During times of economic depression, food stamps are viewed as a 
means of providing the basic level of nutrition. 

From its very beginning the food stamp has been viewed as· both necessary and 
controversial. The goals and purpose of this program have evolved from the original 
commodity distribution plan to become a budget item issue. The growth of the program 
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has made it so expensive and administratively c·omplcx that policymakers have had 
difficulty keeping sight of goals. Adding to an already confused situation is the 
elective process of this country. Every four years, with the exception of the Reagan 
administration, a new administration implements a new food stamp policy. This has 
created a monster of paperwork, as requirements change, and has left both 
administrators and participants confused and frustrated. 

No other administration has, however, implemented the very restrictive social 
welfare policies that Reagan has. One of the reasons for this is due to the declining 
usefulness of food stamps as a political tool. During both the Roosevelt and the 
Kennedy administrations, national crises occurred that practically sanctioned f cdcral 
welfare programs. As the f cdcral deficit came to the front of political consciousness, it 
became politically unwise to promote f cdcral funding for this and ~thcr social welfare 
programs. 

Unf ortunatcly, Reagan's policies will continue to aff cct the participation level 
and administration of this program into the future. His fiscally conservative mood will 
determine f urthcr cuts and participation reduction. In light of an increasing homeless 
population and unemployment, this administration has undermined government's basic 
responsibility to serve its .society by providing for a means to · obtain a nutritious diet. 

As Reagan's administration draws to an end his policies will extend to the next 
administration. Unfortunately these policies arc not in the interest of f ceding the 
population but rather have turned this fundamental social welfare program into a 
budgetary issue. This shift in the policy views has desensitized the programs' 
objectives and allowed Congress to be swayed into supporting program cuts. 

Changes in requirements, participation level, and administration of the food 
stamp program during Reagan's administration will not only affect the future of this 
program but will aff cct the attitudes of policymakers. In Reagan's efforts to curtail a 
growing budget, he instituted a conservative philosophy that ha.s and will continue to 
encourage conservative legislators in their efforts to diminish the food stamp program. 
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Chapter 3. Historical Analysis of the Medicaid Program 

INTRODUCTION 

This chapter analyzes the historical development of the Medicaid program, one of 
the products of the national health insurance movement in the United States. The 
introduction provides an overview of the history of medicaid and the national health 
insurance movement in this country and outlines the research questions this paper will 
address. 

Background 

The medicaid program was created by amendments to the Social Security Act in 
1965, almost as an afterthought. Pressure had been building for years to provide m9re 
publicly funded medical care to the aged. A number of unsuccessful efforts to enact 
compu.lsory national health insurance (NHI) had resulted . in scaling down reform efforts 
to · at least help the age.d with the devastating effects of increasing hospital costs. In 
1965 Congress created the Medicare program to address the health-care problems of the 
elderly. 

The same legislation created the medicaid program to expand public assistance 
for medical care for the needy. In contrast to the years of study, negotiation, and 
compromise that produced medicare, medicaid was enacted with vaguely worded 
legislation and little study of its potential effects. Congress did not know it had 
created a program that would threaten to impoverish local, state, and federal 
governments, and disrupt and alter the structure of the U.S. health-care system. 

Overview 

Medicaid and medicare grew out of efforts to enact NHI that predate even the 
creation of the safety net during Franklin D. Roosevelt's administration. As early as 
1915 reformers began trying to pass legislation modeled on the European social 
insurance system. Despite the differences between the U.S. and Europe, by 1935 
reformers were successful in enacting three of the four social insurance benefits in the 
U.S. Economic realities created support for federal-state programs for workmen's 
compensation, unemployment compensation, and federal old-age pensions. Only national 
health insurance failed. 

Although compulsory universal national health insurance was defeated, the Social 
Security Act of 1935 did entitle the poor who met specific categor ical requirements to 
publicly funded cash grants and limited medical assistance after 1935. For the next 30 
years reformers continued trying to pass NHI, and they also made incremental 
improvements in the extent of public medical aid for the poor. Coverage and funding 
were gradually expanded, but major gaps still existed in the availability of medical care 
for the needy. In 1965 medica id expanded services, funding, and the definition of who 
was entitled to publicly funded medical care. It expanded coverage to the medically 
needy or medically indigent: people whose income was too high for cash assistance, but 
who could become eligible for medical assistance if they had high medical bills. 
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Medicaid is an optional program, which is state administered and which allows 
the states flexibility in designing their programs to meet state needs. The number of 
people served and expenditures increased rapidly in the first f cw years of the program, 
quickly exceeding projections. State flexibility in program design and the decision to 
administer the program through public payments to unregulated private medical 
providers combined to create an unprecedented fiscal crisis. This fiscal crisis 
undoubtedly affected the continuing unsuccessful efforts to pass NHI during the 1970s 
and the cutbacks in mcdicaid that have continued from its implementation to the 
present. 

The election of President Ronald Reagan in 1980 posed new challenges for 
mcdicaid. Reagan was philosophically opposed to many of the social programs that had 
developed since Roosevelt's New Deal in 1935, including mcdicaid. Since 1981, he has 
consistently proposed legislation to reduce the program. 

Research Questions 

This paper will address the following research questions about the development 
of mcdicaid in the context of efforts to enact national health insurance: . . 

1. What efforts have been made to enact national health insurance, and why ha ve 
they failed? 

2. What is the history of the mcdicaid program and what is its relationship to 
efforts to establish a national health insurance program? 

3. How has the mcdicaid program evolved in terms of people covered and 
expenditures since it was created in 1965? 

4. What has been the Reagan policy toward medicaid and what impact has his 
presidency had on the program? 

5. What is the current status of the mcdicaid program and the national health 
insurance mo~cmcnt? 

FIRST INITIATIVE, 1915-1917 

Accord ing to Daniel Hirshfield in his book The Lost Reform: The Campaign for 
Compulsory Health Insurance in the United States from 1932-1943. the American middle 
class began to f car a social crisis as the gap in living conditions and income between 
the wealthy and poor urban industrial workers widened after 1900. The American 
Association for Labor Legislation (AALL). a group of progressive middle- and upper
class reformers, developed during these years to promote social insurance as a solution 
to the new social problems created by an urban industrial society. Social insurance 
proposed to replace the prevailing American approach of individual responsibility with 
one of providing for individual security even at the loss of some individual freedom.1 

Social Insurance 

Social insurance had four components: old-age pensions, unemployment 
compensation, workmen's compensation, and compulsory health insurance. These 
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programs developed in Europe between 1883 and 1913 to protect workers' incomes from 
the disruptions caused by illness, accidents, old age, and economic forces beyond their 
control. The programs were directed at industrial workers, not the whole society, and 
were often built on existing worker organizations. In Germany and England social 
insurance programs were developed to stifle political unrest and to stabilize incomes. 2 

Poli ti cal Situa tioo 

Comparable labor unrest did not occur in the U.S., nor was there a strong 
system of mutual benefit or friendly societies to provide benefits. Government in the 
U.S. was very decentralized, and economic and socia l values stressed individual freedom 
and responsibility. Americans depended on local relief programs and private efforts to 
subsidize individual responsibility for health care and earning a living. Many workers 
purchased industrial insurance to pay expenses for terminal illnesses and funerals, but 
American workers did not have the protection against illness and accident that their 
European counterparts had.3 

The progressive AALL led the first stage of the campaign for NHI. No organized 
political support for these programs existed after Theodore RoosevelCs loss in the 1912 
presidential election. The AALL's proposal would have limited coverage to the most 
needy industrial workers and their dependents, with employers and employees splitting 
the costs. Coverage would have included medical care, sick pay, maternity benefits, 
and death benefits. The campaign argued that NHI would help relieve individual 

. poverty due to illness and provide social benefits by reducing and preventing the costs 
of illness.4 

Opposition to NHI 

The AALL proposal was the first and only time the American Medical Association 
(AMA) went on record supporting NHI. They supported it initially because they 
believed it would improve health care and make it universally available. However, the 
program would have paid doctors on a capitation basis, a flat prepayment rate for each 
participant. Earlier exploitation of doctors under similar systems had soured them on 

· that approach. They soon retracted their support because they feared physicians' 
income and autonomy might be reduced. They wanted to be paid by the visit, a 
method that they have successfully built in to most public and private programs until 
recently. Physicians also feared that public health programs would dominate the 
system instead of individuar practitioners.5 · 

Business and the unions agreed when it came to opposing NHI. Some labor 
unions, including the American Federation of Labor (AFL) opposed the proposal from 
the beginning, saying it was unnecessary. They saw a public program as competition 
for worker loyalty to the unions. The big insurance companies like Prudential and 
Metropolitan Life also fought health insurance because the proposed death benefit 
would eliminate the profitable industrial life insurance policies that were their 
foundation.6 

Physician opposition continued to grow, and America's entry into World War I 
signaled the end of this fi rst initiative for NHI. Several state efforts to enact health 
insurance were defeated by propaganda that cast the program as an evil German plot 
hatched by the Kaiser. The powerful groups opposed to the movement concentrated on 
the negative potential of the program, rather than seeing the possible long-term 
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benefits and killed it.7 An ideological gap also separated the public. the reformers. 
and the opposition. The general public and the opposition were not yet ready to 
accept the social insurance approach, which required compulsory participation and thus 
the loss of some individual freedom. Also. the fear of social unrest had diminished 
with the prosperity of the 1920s. These developments combined to help defeat this 
first ini tia ti ve. 8 

Summary 

Social conditions in the early part of the century had suggested a need for 
social insurance programs to provide for the income security of the working class. 
Workmen's compensation received strong support. but there was no strong popular 
backing for national health insurance. Business. labor. and the medical professions 
opposed it for different reasons. and the result was a serious setback for NHI 
reformers. 

THE BEGINNING OF FEDERAL FUNDING, 1932-1943 

The next stage of the movement for NHl occurred during Franklin D. 
Roosevelt's administration. The depression caused considerable interest in implementing 
the old-age pension and unemployment compensation elements of social insurance when 
Roosevelt took office. Workmen's compensation programs were already in place by the 
1930s. Roosevelt and most of his advisors believed that health insurance could not be 
passed. however, and that including it would doom other proposals. National health 
insurance, the fourth clement of social insurance, faced an uphill battle.9 

Continued Opposition to NHI 

This stance was partially based on the negative AMA reaction to a 1932 report 
by the privately funded Committee on the Costs of Medical Care. The committee was 
created because of concerns about the rising costs and maldistribution of medical care. 
This blue-ribbon group alienated the medical profession by recommending reorganization 
of medical care towards group practice and payment rather than independent 
practitioners and payment by visit. Even though it opposed compulsory health 
insurance and instead supported voluntary insurance as a means of protection against 
increased medical costs, the AMA stridently opposed the report. The medical 
profession had consolidated its power. and its opposition was formidable because of 
physicians' wealth and political ties.10 

Roosevelt established a cabinet-level group, the Committee on Economic Security 
(CES) to address social insurance issues. The CES eventually proposed legislation for 
old-age pensions and unemployment compensation, but with ·Roosevelt's concurrence. 
sidetracked health insurance. The CES issued a report on the principles that should be 
considered in developing a health insurance program as a compromise. but the AMA 
protested even this gesture.11 By this time, health insurance proposals did not look 
the same as the 1915 proposal. Similar to developments in Europe. the middle class 
had been added and death benefits had been dclcted.12 

Compulsory health insurance failed in the Committee on Economic Security 
for two related reasons. The immediate cause was the superiority of the 
political tactics and strategy of the anti-insurance forces. The more 
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fundamental cause was the lack of any broadly based public feeling that 
medical care needed a reform as drastic as compulsory health insurance 
seemed to be. 13 

The Social Security Act 

The Social Security Act of 1935 was passed without health insurance. Ironically , 
although the AMA had defeated the overt threat to their control, they left the door 
open to the beginning of government involvement in medical care. The Social Security 
Act provided federal funds to match state funds for several health programs and 
included cash aid to categories of the needy: the aged, blind and dependent children 
16 years and younger. Although no funds were explicitly. provided for medical care, 
the cash assistance grant included an allowance for medical care, which eventually led 
to the Medicaid program.14 

The Social Security Act included several conflicting philosophies and approaches 
to program administration. First, a national social insurance program established a 
right to old-age pensions that were federally funded and administered. Second, 
unemployment compensation was a cooperative federal-state program. In contrast, the 
public assistance programs were state administered· and controlled but dependant on 
federal revenue-sharing. The public assistance programs were stigmatized as programs 
for the poor, while unemployment was for the working poor. The failure to enact a 
national health insurance system had a long-term impact on health care in the U.S. A 
two-level medical system developed: one for those who could pay for private care, and 
a separate system of public facilities and different providers for the poor.15 

More NHI Attempts 

Health insurance advocates continued to push for their program even after the 
1935 passage of social security. In 1938 Roosevelt sponsored a National Health 
Conference to respond to the Technical Committee on Medical Care report prepared by 
high- level administration bureaucrats. The committee's National Health Program 
recommended federal subsidies to states that developed health insurance programs, 
rather than a national health insurance system. Other recommendations included more 
federal aid for public health and maternal and child health programs, more hospital 
construction, increased medical aid for the poor, and a tax- and/or insurance-based 
medical program. Roosevelt did not push the health insurance part of the program, but 
the conference delegates were very supportive anyway. Threatened, the AMA became 
more conciliatory and endorsed the increased federal intervention in all areas except 
compulsory health insurance. Roosevelt again declined to push national health 
insurance. He still detected a lack of public support for the program. Increased 
conservative representation in Congress and then World War II marked the end of the 
second initiative for NHI. Continued AMA opposition and the lack of a strong support 
group apparently influenced Roosevelt, despite the support for health insurance within 
his own administration.16 

In 1939 Senator Wagner of New York introduced the Wagner Health Bill, which 
included health insurance. It was a revised version of the National Health Program. 
In addition to the usual opposition, the program was undermined by disagreement and 
bureaucratic rivalry among the affected federal agencies. Roosevelt failed to support 
it.17 
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In 1943 Senator Wagner tried again. this t ime with the Wagner-Murray-Dingell 
bill, which for the first time proposed a universal national .program to be operated 
through the social security program. In 1944 Roosevelt promised to push for health 
insurance when the war was over. That task was left to his successor, Harry S. 
Truman.18 Versions of this bill were introduced throughout the 1940s. This proposal 
represented a major change in strategy for health-insurance advocates. They had 
failed to get health insurance through compromises and watering down their proposals. 
After 1943, they pushed for a strong national program.19 

Alternathes to NHI Develop 

Other developments during the 1920s and 1930s included many private and public 
experiments with medical programs at the state and local levels. These were not 
radical experiments. but tested new strategics for medical care delivery and 
distribution. Many were supported by private foundations. Other experiments included 
the medical care provided by the depression-era federal agencies such as the Federal 
Emergency Relief Administration. the Civil Works Administration, the Works Progress 
Administration and the Farm Security Administration. They provided care to the needy 
or to certain limited populations as part of other services.20 

Physicians and hospitals were suffering reduced incomes from the depression too, 
as demand for medical services declined. For the first time doctors and hospitals could 
not afford to provide free medical services to the poor, and they asked for government 
assistance, to the AMA's chagrin. Federal and state funds began to be claimed for 
services previously provided through charity. These temporary arrangements for the 
depression became permanent. Physicians• opposition to health insurance faltered, too, 
and the AMA conceded that voluntary programs that did not interfere in doctors• 
business and that were controlled by doctors would be acceptable.21 

Private experiments with voluntary group hospitalization were very successful and 
evolved into the Blue Cross system. This was a less radical solution than a compulsory 
program and seemed to meet the immediate need for many people, mainly the middle 
class. The success of voluntary insurance reduced their support for the health 
insurance movement. The medical profession believed that new approaches like 
voluntary insurance would be sufficient to solve any problems in the medical care 
system.22 

Summary 

The failure to obtain national health insurance as part of Social Security was a 
major disappointment to the NHI advocates. All of their attempts to negotiate and 
compromise with the medical profession were rebuffed. National health insurance still 
seemed too extreme to many. and less radical alternatives like voluntary insurance were 
developing. Despite these setbacks, the national social welfare program created by the 
Social Security Act was the first step in establishing national health programs. All 
subsequent expansions in federal medical programs have built on the social security 
foundation. 
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UNSUCCESSFUL EFFORTS, 1945-1960 

Truman Initiatives 

Harry Truman fulfilled Franklin Roosevelt's promise and first proposed a National 
Health Program in November 1945. Truman's proposal was similar to that proposed in 
1938, but he firmly supported the health insurance aspect. Like the 
Wagner-Murray-Dingell bill, he proposed one national program for everyone, without a 
separate system for the poor. The government would pay the insurance premiums for 
the poor. This feature has continued in most subsequent NHI proposals. Although the 
plan was designed to seek support from the medical profession by continuing the 
existing organization of medical care, the AMA opposed it once again. 

Voluntary insurance was expanding ·among the middle class, and the AMA 
pref erred that approach, (since they controlled the involved insurance companies), with 
a continued separate public system for the poor. Public and congressional support was 
mixed. People seemed to pref er a voluntary program to a government one, and 
support was inversely related to social class. Once again there was no strong support 
lobby, and th~re were powerful opponents. The opposition struck the death blow when 
they described NHI as a socialist · and communist scheme, the contemporary scare 
tactic.23 · 

Truman campaigned on a promise of national health insurance in 1948, and he 
won. The AMA launched the most expensive lobbying campaign in history against 
health insurance, successfully castigating it as socialized medicine. They won again. 
Possible compromises, such as a mixed voluntary system for those who could pay for it 
and a public system for the low income were ignored. Following the established 
pattern, Truman's attention was diverted to the Korean War, and NHI was shelved 
again.24 

1950 Social Security Amendments 

Despite these failures to enact a comprehensive national program, incremental 
growth in public programs for the needy continued. The 1950 amendments to t.he 
Social Security Act contained a very important ·development that would open the. door 
even wider, taking another large step towards Medicaid. A new category, the 
permanently and totally disabled, was added, and adults caring for needy children were 
included. But the existing system of paying for medical care only through the cash 
grant was recognized as inadequate to pay for the medical services the needy received. 
The major change was the expansion of federal matching funds to include vendor pay
ments. These payments were made directly by states to health-care providers for 
categorical recipients. Opponents of NHI supported this expansion, believing it would 
relieve the pressure for NHI. Indeed, the states greatly expanded medical care 
programs under this mechanism, and the movement for national health insurance was 
once again deflated.25 

The Focus Narrows to the Aaed 

In 1951 Truman withdrew his national health insurance program and began 
concentrating on getting a national program of hospital insurance for the aged. He 
hoped this tactic could overcome the socialized medicine stigma. It became clear 
during the 1950s that many of the aging fell in a crack between the categorical 
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programs for the needy and those who could afford private health insurance. The 
combination of medical advances and increasing life spans meant that many were being 
impoverished by lengthy illnesses. The issue was once again whether to provide aid to 
all of the aged regardless of income, as a right, or to create another category of the 
deserving poor. In 1957 Aime Forand introduced the Health Insurance for the Aged 
bill, a forerunner of the 1965 Medicare legislation, to provide hospital benefits for 
social security recipients.26 

The bill was developed by long-time NHI supporters, but it represented a new 
limited approach of covering only social security participants rather than the whole 
population. However, for this group no income, or means, test would be used. This 
legislation was the first step in the campaign that eventually led to the Medicare 
program. The number of Americans over 65 had increased from 3 million to 14 million 
between 1900 and 1957. The elderly were not profiting from the expansion of 
voluntary insurance for the employed. Farand's intent was to begin establishing a 
written record of the problems with medical care for the aged. The bill was simple. 
It provided 60 days each for hospital and nursing home care to be financed and 
administered through social security.27 

The Kerr-Mills Program · 

Senate hearings were held around the country in 1959 and 1960 on the Forand 
bill and the health needs of the elderly. Although the bill was defeated in the House 
Ways and Means Committee, Wilbur Mills (D.-Ark.) offered a substitute program. After 
much Senate maneuvering and debate, the Kerr-Mills proposal evolved. It provided 
federal grants to the states for the medical costs of the elderly who were not public 
assistance recipients. This legislation was an acceptable compromise to many because 
it made no radical changes in philosophy, administration, or financing. Mills had 
opposed the Forand bill because he feared it would threaten the fiscal solvency of the 
social security program. Kerr-Mills was financed out of general revenue. The AMA 
also preferred this approach.28 

Congress was still not ready for medicare and medicaid, but the less radical 
Kerr-Mills compromise package ended up pleasing no one. Its use of the vendor
payment system established in 1950 was part of the problem, since some states still had 
no program, state participation was optional, and the level of benefits varied widely 
among those who did. Vendor payments had not satisfactorily addressed the unmet 
needs of the poor, so it was unlikely Kerr-Mills would either. 

The federal matching grants were raised, and a significant new category was 
added -- the medically indigent appeared in federal legislation for the first time. 
People over 65 who were not cash recipients could qualify for vendor payments if their 
income was insufficient to cover their medical bills. Unfortunately, they had to 
impoverish themselves first. In 1962 the program was extended to the blind and 
disabled. Kerr-Mills funds were unlimited, and states were responsible for establishing 
cost containment. While expansion of aid beyond the 1935 categorical groups to the 
medically indigent meant that a larger proportion of the poor population could qualify 
for medical care, many people were still left out because they did not meet the 
categorical qualifications. Kerr-Mills did allow hospitals, doctors, and state and local 
governments to shift part of their costs to the federal government through the more 
favorable matching grants and expanded coverage.29 
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Unfortunately, instead of encouraging the poorer states to initiate or expand 
their vendor payment programs, the richer states took advantage of the bill to shift 
their existing large vendor-payment programs to the more generous Kerr-Mills rates. 
Higher matching rates did not help the poor states that could not afford a program at 
all. Many states never developed a Kerr-Mills program. Providers did not like the 
cut-rate fees that most vendor-payment programs used; so the pressure for a better 
approach continued.30 

Summary 

Truman's efforts represented the first significant presidential support for NHI, 
but the same problems still plagued the movement. The medical profession vigorously 
opposed it, and there was no strong outcry for the program. Increasingly Congress 
recognized that current approaches were not sufficient, however. The growing 
problems of the elderly began to receive attention, and public funding and eligibility 
for services were expanded. 

SOCIAL SECURITY AMENDMENTS OF 1965 AND 1967 

The Kerr-Mills Act did not stop the aged from continuing to lobby for a health 
insurance program without a humiliating test of income. Newly elected President John 
F. Kennedy endorsed a social security-based hospital insurance program for the elderly 
in 1961 and again in 1963. The program was introduced as the King-Anderson bill and 
covered what eventually became part A of medicare. The AMA and the insurance 
industry continued to oppose it. In 1964, with a new Democratic majority in Congress, 
President Lyndon B. Johnson gave top priority to passing the King-Anderson bill. 
Several other active Republican proposals for health insurance were considered. Some 
limited coverage to the low-income elderly, and others provided broader benefits, 
including physicians' services, using a voluntary insurance system.31 

Mills' Three-layer Compromise 

The King-Anderson package had been modified to fund Medicare from a separate 
payroll tax using a separate trust fund. This modification reassured those who had 
feared it would threaten the fiscal solvency of the social security fund. The benefits 
were similar to the earlier Forand proposal. The AMA decided to use a new strategy 
to attack the medicare package, which was gaining considerable support and momentum. 
In contrast to earlier strategics, which said health care proposals went too far, they 
criticized it for not providing enough benefits, particularly physicians' services. They 
suggested the Eldercare program as an alternative. It would pay all medical expenses 
for the elderly. Their strategy backfired badly. Critics said that Eldercare was a 
public relations myth that was really just an extension of the unsuccessful Kerr-Mills 
program, and that the AMA was just using it as a way to def eat Medicare. 

The Republicans put forth another proposal, Bettercare, a system of voluntary 
insurance that also included a broader range of services. The AMA campaign was 
successful in raising doubts about the real limitations of Medicare, and Medicare 
supporters began to fear a backlash against Democrats by disappointed elderly voters. 
Wilbur Mills's creative solution was to co-opt the Republicans and the AMA by 
incorporating all three proposals into one, which became the three-layer 
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medicare/ medicaid program. The AMA was appalled at this development, but could not 
undo it.32 

Medicare/ Medicaid 

The Democratic King-Anderson national program of hospital insurance for all 
social security recipients, which became medicare part A, was the first layer of the 
three-layer cake. Medicare part B, layer two, came from the Republican proposal to 
allow social security recipients to purchase optional voluntary insurance for additional 
coverage. Part B would be federally subsidized and nationally administered through 
insurance companies and nonprofit agencies. The third layer was a version of 
Eldercare, which became the Medicaid program. It continued the incremental growth of 
federally assisted medical care for the needy by again expanding coverage to the 
medically indigent, this time in all categories. Since it was added on so hastily as a 
political maneuver, no extensive analysis of the fiscal impact of the Medicaid program 
was done, in contrast to the years of analysis of various Medicare options.33 

Medicaid was not really a new program, but rather an expansion of the 
Kerr-Mills approach. Congress did not expect it to cost much more than the current 
program. No changes were mandated for the system of providing medical care. ·The 
program would continue to be optional and state administered, with vendor payments to 
providers, and higher federal matching rates. According to current policy analysts: 

In this respect, Title XIX (Medicaid) was intended as a catch-all program 
to 'pick up the pieces; most notably with respect to covering needy 
groups other than the aged, to paying for out-of-hospital and nursing 
home care, and to paying the remaining charges imposed on impoverished 
Medicare patients.34 

The medical indigency features of medicaid opened that 1935 door again, quite wide 
this time. States could choose to include several optional groups of the medically 
needy and set whatever income level they liked as the cutoff for eligibility. Some 
chose to set it quite high, and the resulting huge increase in demand for medical 
services set off a chain reaction of price increases, and the result was program costs 

· beyond anyone's expectation. Some analysts wondered if Medicaid was a first step 
towards a national health insurance program, but if it was, the problems it created did 
not help the chances for enacting NHI.35 

Medicaid Implementation 

Medicaid was an optional program, but there was pressure to opt for it in the 
states. All Kerr-Mills subsidies would be eliminated by 1970, and states could shift 
current categorical programs to the better Medicaid funding rates. Its most important 
f ea tu re was the expanded definition of medical indigency, but Medicaid also made some 
other changes. Five basic services had to be provided to covered persons: inpatient 
hospital services, outpatient hospital services, laboratory and X-ray services, skilled 
nursing home services, and physicians' services. There were an additional 10 optional 
services. States had to decide whether to off er many services to a few, or limited 
services to more people. Needless to say, many different combinations were selected.36 
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Program implementation was confused by unclear legislation and lack of 
clarifying federal regulations on exactly who was eligible and for what services. 
Several states created programs without waiting for federal regulations. By 1966 onl y 
22 medicaid programs were in place, but costs were already two to three times h igher 
than they were under Kerr-Mills. For example, New York had acted quickly and set 
high income levels for its medically needy program, covering almost half of the s tate's 
population. After one year the House Ways and Means Committee began looking at 
ways to contain the program. In the 1967 Social Security Amendments, Medicaid too k 
a giant step backwards. States could no longer set any income level they wanted as 
the medically needy cutoff. In the future it would be tied to the income level used to 
determine eligibility for cash assistance. The limit was set at 133-1 / 3 percent of the 
cash assistance limit. The choice of services was made more flexible, to any seven 
from a list of 14. Medicaid looked even less like a comprehensive national health 
insurance program after these changes.37 

Summary 

Several more pieces of a national health program fell into place during these 
years. Medicare addressed part of the health needs of one group, social security 
recipients, and n'ledicaid expanded benefits to the needy. Large parts of the population 
were still not covered, however. Differences between states, the gaps in coverage, and 
increasing costs would continue the pressure for a better system. 

POST-MEDICAID 1970-1978 

There was a health-care crisis in the 1970s. Neither the middle class nor the 
poor felt they were getting adequate medical care. Costs were rising rapidly, and the 
government was now paying a large share of these costs. A reorganization of the 
medical care system and national health insurance seemed to many to be the answer. 
Opposition from the AMA and others was weakened by these problems.38 

Medicaid costs were rising rapidly despite reductions in eligibility, and problems 
with provider fraud and· abuse created interest in other alternatives to vendor 
payments. A 1969 Department of Health, Education and Welfare (HEW) Medicaid Task. 
Force had recommended that the Medicaid system be federalized and that it be used as 
a means for improving the existing health care system. Meanwhile, broader changes 
were being proposed for the welfare system as a whole, which would in turn affect 
Medicaid, since it was built on the categorical welfare programs.39 

New NHI Proposals 

Several national health insurance plans were proposed by both Republican and 
Democratic supporters during the 1970s, but no plan was enacted. The proposals 
contained different combinations of public and private participation, funding and 
administration, and varied between voluntary and ·compulsory programs. They fell into 
three general categories. The publicprivate approach built on the existing public 
programs and private insurance system, with employment-based coverage for workers, 
and a government program for the poor and unemployed. The social-insurance 
approach still favored a compulsory and uniform national government program. There 
was a proposal to add catastrophic illness coverage to Medicare in 1976.40 
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In 1969 Richard Nixon proposed the Family Assistance Plan (F AP) for welfare 
reform but did not at first see that Medicaid was tied to welfare. He belatedly 
proposed the Family Health Insurance Plan (FHIP) in 1970 to partially replace Medicaid. 
FAP would abolish Aid to Families with Dependent Children (AFDC) and replace it with 
a guaranteed minimum income for all families. The working poor would receive 
assistance until their income rose above the national minimum. FHIP would provide an 
accompanying health insurance package for all families with children and would 
continue to a higher income level than the cutoff for financial assistance. Medicaid 
was excluding most of the medically needy because of fiscal constraints; Nixon's 
proposal would have addressed their needs. Twice as many people as were covered by 
Medicaid would have been covered. The aged, blind, and disabled would continue under 
Medicaid. 41 

One major clement of the FHIP proposal was the Republican acceptance of using 
health insurance for the poor. By 1970, even the AMA was supporting some aspects of 
health insurance through use of tax crcdits.42 There were other proposals in Congress 
for NHI, including the Kennedy-Griffiths Health Security Plan, backed by organized 
labor, which proposed a system like that proposed in 1938 and 1943.43 Even groups 
like the health insurance industry and hospitals were interested. Some of this interest 
was diverted by a seemingly less radical alternative, the health maintenance 
organization (HMO). These prepaid group practices under another name seemed like a 
compromise that would control costs without dramatically changing the structure of the 
medical care system.4" 

All of these new proposals diverted attention from Medicaid, since there was an 
assumption that its days were numbered. Attention focused on the replacements for 
Medicaid instead. When the Watergate scandal developed, Nixon's interest in welfare 
reform, including FHIP, declined. There was still no strong consensus on the need for 
NHL Liberals thought Nixon's programs too limited, and conservatives thought them 
too generous. Current Medicaid program costs were a major problem, and any new 
program seemed to require increased expenditures. Senator Edward Kennedy (D.-Mass.) 
did hold hearings on national health insurance in 1971, and in the 1972 elections the 
Democrats again supported it.45 Legislation creating HMO's as an alternative was 
passed, although it was very restrictivc.46 Nothing came of the national health 
insurance proposals this time. 

Supplemental Security Income 

Instead, in 1972 another set of social security amendments made a significant 
change in welfare programs. Rather than the AFDC group which FAP was aimed at, 
the aged, blind, and disabled cash·-assistancc programs were federalized, and the new 
Supplemental Security Income (SSI) program was created. Recipients were still to be 
covered under the states' Medicaid programs, so although financial benefits were 
standardized, medica l ones were not. Family planning became a mandatory Medicaid 
service. In recognition of the problems caused by losing Medicaid when welfare clients 
got jobs, Medicaid was to be continued for four months for these clients. This was a 
mild version of the FHIP proposals.47 

NHI Defeated Again 

Kennedy made two more attempts to pass NHI during the 1970s. Congress and 
Nixon were moving towards a compromise program in 1974. The administration was 
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willing to consider a universal program with broader benefits than FHIP, using private 
insurance for the employed and a separate government program for the poor. In 1974 
Nixon told Congress that national health insurance was "an idea whose time has come 
in America."48 Kennedy and Wilbur Mills developed a variation using private insurers 
instead of a government administration. His ·labor supporters did not want to · 
compromise. They anticipated a liberal landslide in the 1974 elections and wanted to 
hold out for the Kennedy-Griffith Health Security Plan. They may have let slip by the 
best opportunity for passing NHI by taking this stance. The economic recession of 
1974-1975, inflation, and the continuing rise of Medicaid costs contributed to the end 
of serious consideration of NHI at that time.49 

Kennedy and new Democratic President Jimmy Carter collided over the next NHI 
attempt. Carter delayed taking a stand, although Kennedy wanted him to push the old 
Health Security Plan. In 1978 Kennedy and others proposed a new plan, this time 
using private insurance instead of a public health system, with government paying the 
costs for the poor. Premiums would be graduated according to income, and employers 
would have to contribute for their employees. Carter did not like this plan and 
proposed as an alternative a reworked version of Nixon's 1974 compromise. The 
political rivalry between the two continued, and neither plan progressed. In 1980, 
Carter lost to Ronald Reagan. No new proposals· would be made for NHI, and instead 
the focus would shift to medicaid cutbacks.50 

Summary 

When the decade began it seemed that the time for NHI had finally come. 
Democrats and Republicans were proposing health insurance programs. There were still 
major differences of opinion, but compromise seemed possible. As had happened 
before, elections and other events diverted attention from NHI, and once again the 
momentum was lost. 
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MEDICAID CUTBACKS, 1980-PRESENT 

When Ronald Reagan was elected President in 1980, the policy agenda for 
Medicaid and NHI shifted dramatically. He "challenged many of the principles 
governing social policy in this country over the past half-century of growing federal 
responsibilities for social welfare."51 Government had gradually assumed a larger role 
in social programs based on the belief that it was responsible for helping those in 
need. Reagan had a strong philosophical view that was very different. He believed 
government had assumed responsibilities that belonged to the individual. In many ways 
his views represented a return to the values and concerns about individual freedom and 
responsibility which stymied early efforts to enact NHI. He wanted to see a smaller 
role for the federal government and a larger one for the states, the individual, and the 
private sector. 

Far from proposing new initiatives for NHI, Reagan's goal was to reduce the 
scope and cost of the current program. In contrast to the incremental expansion of 
Medicaid during its first 15 years, his Medicaid policy revolved around limiting federal 
expenditures through cost ceilings, eligibility restrictions, and other measures. In 
exchange for reducing the federal government's financial contribution to the program, 
he proposed giving the states more flexibility in program design and administration. 

Reagan Initiatives to Cut Medicaid 

Reagan began by proposing major cuts in the Medicaid program. Medicaid had 
historically been an open-ended entitlement program. Eligibility criteria were 
established in advance, and all people who applied and met the criteria had to be 
served, with no limit on expenditures. As long as states came up with their share, 
unlimited federal matching funds were available. Reagan thought the program's growth 
was out of control, and he wanted "to give states an incentive to crack down on fraud 
and abuse among providers and consumers, and to improve administrative efficiency." 
He did not include Medicaid in the social safety net of programs which were to be 
protected from major budget cuts.52 

Reagan proposed imposing a cap on these matching federal funds to control the 
growth of the program's cost, beginning in fiscal year 1982. Growth would be limited 
to a flat 5 percent, but states would be given greater administrative flexibirity to 
operate the program more cost effectively. The states almost unanimously opposed this 
proposal, recognizing that it would shift all costs above the cap to the states. They 
pointed out that many of the factors that affect Medicaid growth, such as national 
economic trends and inflation, were beyond the states' control.53 Even the insurance 
industry and medical profession, now dependent on government funds, were not 
supportive.54 Medicaid expenditures had been growing for years and equalled $25.8 
billion in 1980.55 They recognized that if Medicaid did not pay all of these costs, 
someone else would have to pay them. 

Congress was also concerned about the continually increasing cost of the 
Medicaid program. It rejected the administration's proposal and developed an 
alternative which still cut Medicaid funds, but less than the Reagan cap would. The 
Republican Senate favored a higher 9 percent cap, while the House proposed across
the-board cuts of 3 percent, 2 percent, and l percent in each of the following three 
years. The compromise, which was enacted in the Omnibus Budget Reconciliation Act 
(OBRA) of 1981, called for cuts of 3 percent, 4 percent, and 4.5 percent in the federal 
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matching payments over three years. It also included more flexible administrative 
features and gave the states a way to recoup some of the reduced funds through 
increased administrative efficiency. Medicaid requirements for medical programs for 
the needy were loosened, freedom of choice for some Medicaid recipients could be 
restricted, and hospital reimbursements could be determined differently. 

As a result of the OBRA legislation, states could now opt to provide coverage to 
the medically needy in some categories and not others, for example, families with 
dependent children but not the aged or disabled. This option meant the states could 
target aid to certain groups without having to extend the services to all categories of 
needy individuals. Changes in the cash-assistance programs also indirectly reduced 
Medicaid expenditures. Reagan initiatives eliminated AFDC eligibility for the working 
poor who had received small cash grants and the accompanying Medicaid coverage. 
This action was consistent with his philosophy of individual responsibility and reduced 
government aid to those who were not truly needy. This legislation moved the 
Medicaid program farther away from the universal coverage principles of a national 
health insurance program. 

Even with these reductions Medicaid costs were expected to increase 
substantially in 1982 because of rising health care costs. 56 National health expenditures 
increased from $75 billion in 1960 to $425 billion in 1985. The medical proportion of 
the gross national product (GNP) rose from 7.4 percent to 10.7 percent.57 Medicaid 
costs has gone from $4.85 billion in 1970, the year after Kerr-Mills expired, to $25.8 
billion by 1980. 58 

Reagan's initial victory with reductions in Medicaid and other social welfare 
programs was costly. Many members of Congress did not like the way his 
administration used the budget reconciliation process to enact his program, and most 
f cit that the cuts made in these programs were the most that could be squeezed from 
them. His attempt in the fall of 1981 to enact further cuts in Medicaid for the 
following year was rejected.59 

Reagan proposed a radical new alternative for the national social welfare 
programs in his State of the Union address in 1982 . . He suggested a state-federal swap 
of progr~ms that would have dramatically changed the partnership approach to these 
programs. "The federal government would assume the full costs of the Medicaid health 
program, while states took over food stamps and Aid to Families with Dependent 
Children (AFDC)."60 Most states again opposed this initiative, f~aring the losses would 
outweigh the gains and that poorer states would be big losers under this approach. 
The proposal died quickly and was never even submitted as legislation. 

Medicaid Cost-Containment Alternatives 

Congressional concern about high Medicaid costs prompted a Congressional 
Budget Office (CBO) study for the Senate Budget Committee in 1981. The purpose was 
to evaluate the alternatives for changing the Medicaid program to control costs. It 
pointed out misconceptions about who was eligible for and received Medicaid: 

Recipients of AFDC and SSI constitute about 60 percent of the 
noninstitutional population eligible for Medicaid and 70 percent of those 
who receive benefits; however, they account for only 57 percent of 
program expenditures ... The Medicaid population -- some 28.6 million in 
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1980 -- is a mix of persons above and below the federal poverty level... 
many low-income people fail to qualify for Medicaid; at the same time, a 
certain number of people with relatively high annual incomes are 
covered.61 

According to the CBO, program costs were determined by the four factors of 
eligibility: benefits, price, use of medical care, and reimbursement levels. They 
identified the following alternatives for reallocating Medicaid expenditures: 

1. target eligibility to the most needy; 

2. change benefits, expand cost sharing, or liberalize reimbursement policies; 

3. impose a ceiling on the federal matching funds to states; 

4. reduce the minimum federal share; 

5. end states' responsibility for costs and administration; 

6. provide incentives for state program· expansion.62 

Congress and Reagan pursued different options for solving the problem based on 
different assumptions and values. Reagan's proposals revolved around imposition of a 
ceiling and ending states' responsibility for the program. Congress rejected those 
approaches. Instead, Congress elected to target eligibility by identifying and adding 
specific groups to address specific problems; make administrative changes such as 
modifying benefits, cost sharing, and reimbursement levels; and provide incentives to 
the states to expand their Medicaid coverage. Administrative changes and cost-saving 
features were included to help pay for expanded eligibility. After 1981 Congress took 
the initiative for identifying further changes to the Medicaid program, and Reagan's 
annual proposals were largely ignored. Although Congress was clearly concerned about 
the program's cost, it was also committed to continuing public support fo r medical care 
for the poor. 

Other attempts to reform Medicaid were also being tested and considered during 
this time. Some states explored use of pre-payment and case management approaches 
instead of the traditional individual provider and cost-reimbursement approach to 
Medicaid. Some proponents favored federalization of Medicaid as a means of 
instituting national standard benefits and expansion of coverage to the uninsured, 
though these were not necessarily implied in Reagan's swap proposal. Proposals were 
made to make fundamental changes to the Medicaid/ Medicare relationship for long-term 
care and to expand the options for community-based care as an alternative for 
ins ti tutionaliza ti on. 63 

Congress also acknowledged the issue of cost-shifting as part of the debate on 
further cuts in medical programs, including Medicaid. Were there real savings as a 
result of legislative changes, or were the same costs just shifted to someone else? 
Concern about this issue slowed down attempts to cut Medicaid spending further. 
Those who believed the costs were shifted, not eliminated, believed the additional costs 
would be absorbed by doctors, hospitals, and individuals unable to afford them or 
people with private insurance. Shifting costs would raise the premiums and business' 
contribut ions for those with employer health insurance. Hospitals and doctors could 
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not pay these additional costs, and most states were unable to absorb new costs · 
because of general economic troubles.64 There was no general support for Medicaid 
cuts because of this real concern for who would pay if Medicaid did not. Reagan's 
rhetoric was not enough to overcome this concern. 

Coneress Incrementally Expands Medicaid 

Although Congress did not consider or pass any major NHI initiatives, it did 
pursue an incremental expansion of Medicaid during the Reagan years. In 1982 
Congress passed the Tax Equity and Fiscal Responsibility Act (TEFRA), which contained 
provisions further modifying the Medicaid program. It did not include major new 
funding cuts but did target eligibility and expand cost-sharing. It liberalized the policy 
allowing states to require Medicaid recipients to help pay for some services, allowed 
states to put liens on recipients' property to recoup costs, and modestly expanded 
Medicaid eligibility to a few special groups.65 

Congress made the first move in a plan to increase Medicaid services for 
maternal and child health by expanding eligibility to more children and low-income 
pregnant women. The Child Health Assurance Program (CHAP), part of the Deficit 
Reduction Act of 1984, provided this expansion. The Republican Senate supported a 
modest program, but resisted the broader, federally financed program proposed by the 
Democratic House. The Republicans believed creating a major new program was 
contradictory to the deficit reduction purpose of the act. In the final compromise a 
version of the House proposal with joint federal-state financing prevailed. Medicaid 
coverage was extended to certain first-time pregnant women, to married pregnant 
women with unemployed husbands, and to certain poor children up to age five. 
Medicaid benefits were also extended for those who lost AFDC benefits because of 
earnings. This coverage was part of the working poor group eliminated from AFDC 
through OBRA 1981 provisions.66 

The House also defeated extension of the reductions in federal matching 
payments enacted by OBRA 1981, which were to expire in 1984.67 Reagan's major 
fiscal change for Medicaid had ended. 

Reagan again proposed putting a cap on Medicaid expenditures in 1985, 1986, 
and 1987. States would have to absorb all additional costs above those caused by 
inflation. The administration's argument was that the cap would encourage states to 
be more economical. Each year state and local governments opposed the proposal, and 
Congress rejected the cap proposal again. 

Reagan's effort ... garnered little support at a time when health officials 
say the medical safety net for the indigent is already inadequate. Because 
of eligibility restrictions, the proportion of the nation's poor covered by 
Medicaid has declined since the mid-l 970s.68 

Even the Republican Senate scaled back the Medicaid cuts proposed by Reagan. 
Congress recognized and was concerned that almost half of all Medicaid expenditures 
were going to long-term care (nursing homes) for the elderly, and the amount was 
growing. The Medicaid program was never intended to be used that way, and the 
states did not want to be left with all responsibility for the increasing costs as the 
elderly population grows. The growing number of uninsured people was also 
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recognized, as was the increasing problem of cost-shifting when Medicaid was cut.69 

Simply capping the level of federal expenditures would not address all of these issues. 

The Select Committee on Aging of the House of Representatives held a hearing 
in 1985 on the "Twentieth Anniversary of Medicare and Medicaid: Americans Still at 
Risk." The Chairman's introductory remarks summed up many congressional concerns: 

The Medicare and Medicaid Programs were enacted 20 years ago today. 
Most of all, we planned to protect America's elderly and poor from the 
devastation of costly illness ... Unfortunately, 20 years later, aging 
Americans remain at high financial risk ... While our primary focus today 
is on the elderly, we must not lose sight of another American tragedy. 
Among our nonelderly, 20 to 30 million are uninsured against the high cost 
of health care. Millions more are underinsured ... 70 

Instead of a cap, in the Omnibus Budget Reconciliation Act of 1985 (finally 
passed and signed in 1986) Congress again targeted children and poor, pregnant women 
and liberalized the expanded Medicaid eligibility for these groups, which was enacted in 
1984. The act also included provisions designed to help some of the Americans who do 
not have health insurance: those people who lost private health insurance through 
layoffs, divorce, and widowhood would keep their insurance.71 These expansions were 
evidence of congressiOnal commitment that continued even in an atmosphere of budget
cutting exemplified by their passage of the Gramm-Rudman-Hollings deficit reduction 
legislation in 1985.12 

The Omnibus Budget Reconciliation Act of 1986 continued the combined approach 
of cost cutting with targeting of benefits to new groups. Services were expanded to 
children and pregnant women and to the elderly and the disabled with incomes below 
the poverty level but too high for current state Medicaid coverage. Other provisions 
encouraged home and community-based. care as an alternative to nursing home care and 
improved quality of care.73 

Reagan persisted with his approach in 1987, again proposing large Medicaid cuts 
tQat would come primarily from the familiar cap.74 Congress also persisted with its 
approach, ignoring the Reagan proposal and this time expandin.g Medicaid to children 
and pregnant women with incomes up to 185 percent of the federal poverty level.75 

Current Medicaid and NHI Issues 

Medicaid issues are still active in Congress. Current pending legislation to enact 
a catastrophic-illness program under Medicare and a comprehensive welfare-reform 
package would also affect Medicaid. Congress is still taking the lead in these 
initiatives. Some proposed features of catastrophic care would increase Medicaid costs 
by requiring states to pay Medicare premiums for new groups and allowing people to 
retain some income that now goes to reduce Medicaid costs of institutionalized spouses. 
Most welfare reform proposals include extending Medicaid for longer periods to people 
who go off welfare when they get jobs.76 

Congress also plans to continue looking at children's health in 1988. "The 
Senate Finance Committee will hold a series of bearings on children's health this year 
and will examine the problem of health care coverage for chronically ill children."77 
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Medicaid is one possible source of funding for this group. Reagan's last budget does 
not include the cap proposal but still proposes cutting administrative costs.78 

Senator Edward Kennedy's health-insurance proposal, the Minimum Health 
Benefits for All Workers Act, is also pending, but it is a retreat from his NHI 
proposals of the 1970s. In 1986 the Census Bureau estimated there were 37 million 
uninsured people in the United States. Although some of them are unemployed, most 
arc employed. Kennedy believes that many arc employed in small businesses that have 
traditionally not provided health benefits. His bill would require all businesses to 
provide health insurance to employees and dependents. 

With f cdcral dollars in short supply, Congress in the past two years has 
grown increasingly bold about considering legislation that asks employers 
to meet societal demands that the f edcral government has decided it can't 
afford.79 

Organized labor supports the Kennedy proposal, but strong opposition is expected from 
small businessmen who f car this will destroy them financially. Support is expected 
from the medical community and even the insurance companies that realize that they 
will have to pay part of these costs otherwise, but the bill has little chance to pass.80 

Summary 

Ronald Reagan did not succeed in making the major changes he proposed for the 
Medicaid program, but he did focus Congress's attention on cost containment and help 
keep it there. Congress was already concerned about the continually rising costs in 
the program which had gone far beyond the original expectations. Reagan pushed them 
into taking strong action immediately. 

Reagan made two major policy proposals for Medicaid. These proposals were 
consistent with his philosophy that the government role in providing health care had 
grown too large and needed to be scaled down. He repeatedly tried to place a cap on 
f edcral expenditures for Medicaid, which had always been an open-ended entitlement 
program. He also tried to change the nature of the federal-state partnership, which 
operates medicaid, by proposing-a swap of programs. The federal government would 
assume Medicaid completely if the states would be fully responsible for the AFDC and 
food stamps programs. 

Congress never enacted a cap on the federal expenditures for this program, 
although it was proposed annually, and the swap idea received so little support Reagan 
never submitted it as legislation. The states argued against these proposals because 
they would make the states completely responsible for all additional costs in the 
programs, although they' had little or no control over the national economic conditions 
and demographic factors which influence caseload growth. 

Congress did respond to Reagan's call for cost containment. Instead of the cap, 
they imposed spending cuts on the states for three years. Even these cuts were 
abandoned after three years, however, as Congress and other involved parties realized 
that services had been cut as much as they could be and that medicaid cuts resulted in 
costs being sh if tcd to others, not eliminated. 
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· Purely in terms of his aims, however, the President was least successful in 
cutting the programs providing benefit payments to low-income individuals ... Despite his 
FY 1983 and 1984 budget proposals for additional deep cuts in this lower tier of the 
social safety net, these programs were left entirely alone, as a consensus seemed to 
emerge in Congress and the country that the 1982 budgetary actions went as far as 
was warranted in reducing aid to the poor.81 

Meanwhile, after the initial Reagan victory in getting the cuts enacted, Congress 
pursued its own plan for Medicaid changes. During the Reagan years Congress 
expanded medicaid services to several new groups that were targeted as in need, 
particularly low-income young children and pregnant women, and paid for some of 
these new costs with numerous administrative changes designed to improve efficiency. 

Although Reagan was unsuccessful in capping medicaid expenditures or drastically 
altering the federal/state partnership in the program, he did have significant impact on 
the program. The focus now and in the foreseeable future will be on cost issues, not 
major program expansion or revision. Any major program expansion seems unlikely, 
particularly with the large federal debt and annual deficits produced during his 
presidency. 

MEDICAID AND NHI TODAY 

Medicaid 

Two recent studies by the Government Accounting Office (GAO) and a consumer 
group have analyzed the development and current status of the Medicaid program. 
Both conclude that there are serious problems and inequities in the program, and the 
consumer report recommends major changes to move Medicaid in the direction of a 
national health insurance program. 

According to the GAO study, the Medicaid program has grown and changed 
significantly since 1965. Expenditures increased from $1.7 billion in 1966 to an 
estimated $48.2 billion in ·1987. The increased expenditures have been attributed to 
growth in the eligible population, changes in utilization of the services, and price 
increases. The number of Medicaid users (not eligible persons), has fluctuated between 
19 million and 23 million since 1973. There were 22.5 million recipients in 1986. 

Growth in the number of clients accounts for the annual average 31 percent 
increase from 1966 to 1971, as the states implemented Medicaid. After six years, the 
costs were already double what had been projected. The program was expanded to 
include the mentally retarded and more of the disabled, and this, plus increased use, 
caused much of the annual average 22 percent increase in cost from 1972 to 1975. In 
contrast, inflation was primarily responsible for the average 15 percent increase in 
expenditures from 1976 to 1980, and the a verage 10 percent increase from 1981 to 1983. 
About half of all Medicaid expenditures now go to providing long-term care for the 
elderly, in contrast to most expenditures having gone to the AFDC and disabled clients 
in early years of the program.82 

Medicaid developed into the erratic, inconsistent program -- with significant 
differences among the states -- that early Kerr-Mills and vendor payments critics 
feared. States range from serving 17 persons for every 100 in poverty to 104 for 
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every 100. Some states spend four times as much on their Medicaid recipients as 
others. States use different income guidelines for determining eligibility, so a person 
can be eligible in one state and not in another. Services also vary considerably since 
states have options on what to provide as well as which groups to cover. These 
diff ercnces arc attributed to different financial resources and philosophies among the 
states.83 

The Public Citizen Health Research Group's 1987 report Poor Health Care For 
Poor Americans: A Ranking of State Medicaid Programs examined the Medicaid 
programs in all states and evaluated them according to the patients' perspective and 
measures of quality and equity. The group found that "Even in the best states, the 
program is rife with gaps in eligibility, service coverage, quality review or other 
areas."84 It has improved health care access for many of the poor but still has many 
serious problems. Programs are very different from state to state. The policy of tying 
eligibility to cash-assistance programs means that many of the poor are not eligible, 
even with recent program expansions. No program was judged to be very good 
according to the quality scale. The federal financing formula that attempted to 
compensate for the differences in states' wealth to provide some equity of service has 
failed. States have different levels of commitment to the program, which affect equity 
as much as income. 

The report recommended major changes in the program that include many of the 
features of a universal national health insurance program. These features include 
converting medicaid to a federally funded and administered program with uniform 
national eligibility standards, services, and reimbursements. These are essentially the 
same recommendations made by the 1969 HEW Medicaid Task Force. The report also 
recommends Medicaid eligibility be extended to all persons with incomes below the 
federal poverty level or with high medical expenses that lower their net income to 
below the poverty level. Other recommendations address ways to improve provider 
availability and quality of care and suggest these changes should be made in 
coordination with legislation to require employers to provide health insurance, since 
many of the uninsured are employed and do have incomes above the poverty level. In 
anticipation of a federal claim that the government cannot afford such an expanded 
Medicaid program, the report states that the government is in fact already paying 
many of these costs directly and indirectly through cost shifting and paying for 
treatment of problems that could have been avoided through preventive care.85 

National Health Insurance 

The United States stands almost alone in its lack of a national health insurance 
system or national health program. "Today almost every developed country has a 
full-blown national health insurance plan."86 These plans vary from those in which the 
government provides all medical care directly to those in which combinations of public 
services and public payment for services from private vendors are used. Even though 
the United States has no NHI program as such, government funds do pay for about half 
of all medical care through direct programs and tax deductions.87 

As of 1986, the only two highly industrialized countries that did not have a 
national health insurance program were the United States and South Africa. Since the 
first program was enacted in Germany in 1883, other European, South American, and 
Far Eastern countries have followed suit. Most programs began with limited voluntary 
coverage for industrial workers, were later expanded to cover more people, and often 
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became mandatory. The Russian Empire initiated health programs in the early 1900s. 
and the Soviets made National Health Service comprehensive in 1937. Japan has 
covered almost all of its population since 1947. Britain's program evolved from the 
voluntary friendly societies of the early 1900s to the National Health Service in 1946. 
Canada's NHI program began in 1957 and has been expanded. Iran, Turkey, India, and 
Chile are other examples of countries with national health insurance programs.88 

Britain and Canada have maintained private medical and dental practitioners, but 
they are paid on a capitation or preset fee basis, not a fee for service. Canada's 
approach has limited the increase in hospital costs much more effectively than U.S. 
strategies. Instead, the U.S. and South Africa have relied on a combination of 
voluntary insurance and supplementary public programs like Medicaid for the poor. 
Australia switched from the voluntary insurance system to NHI in 1983. The success of 
the voluntary insurance system for employed persons and the lack of a strong political 
movement are credited with the failure of the NHI movements in the U.S. and South 
Africa. Another theory is that both countries have a large underclass of minorities 
without the political power to get their needs expressed and addressed.89 

There are also other possible explanations. One theory is that although there is 
no explicit NHI program in the U.S., there is at least a partial implicit system through 
government programs and private philanthropy. Our traditional distrust of government 
and preference for private solutions to problems still persists.00 

A recent study in the New England Journal of Medicine stated that huge 
administrative cost savings could be realized through a national health program. Fear 
of the excessive cost has limited most interest in a national health program in recent 
years. However, a Canadian-style program in this country could eliminate almost $30 
billion in administrative costs required by the patient and service-specific billing of our 
current approach. An estimated $78 billion is now spent in doctors' and hospital 
offices for administration. Annual lump-sum payments to hospitals and salaries or 
capitation fees for doctors would simplify the system considerably. NHI may become 
preferable to the medical profession when the alternative is the increasing bureaucratic 
control of the field.91 

CONCLUSIONS 

Many forces have combined to defeat efforts to enact the NHI element of social 
insurance in the United States. Our history, our cultural values, and our capitalist 
economy all created a different environment than the one in which European social 
insurance programs developed. Yet three of the four elements of social insurance did 
develop: workmen's compensation, unemployment compensation, and old-age pensions. 
Powerful economic forces were allied against national health insurance, and no strong 
supportive group ever arose. The medical profession, the insurance industry, business, 
and employers all believed they had something to lose with NHI. Even labor unions did 
not see it positively at first . 

In the face of rising medical costs and no comprehensive national health 
insurance, other alternatives developed. The middle classes and labor were covered 
through private voluntary or employment-related insurance. The poor were covered 
through incrementally developed public programs that eventually became Medicare and 

64 



Medicaid. A two-tiered system of medical care developed, but neither level is 
adequate. 

The Medicaid and Medicare programs were developed as politically acceptable 
alternatives to a universal national health insurance program for the United States. 
They provide only partial medical care coverage to subgroups of the low-income 
population that meet categorical requirements or that have income reduced by large 
medical bills. These programs cost far more than was first projected, and their cost 
continues to rise despite many cost-containment efforts. More than $48 billion was 
spent on Medicaid in 1987, and many people do not even have the partial coverage 
Medicaid provides. There are 23 million people using Medicaid, but another 37 million 
have no health insurance at all. Paying for their medical care is becoming a major 
problem for doctors, hospitals, and government. 

The subpopulations covered vary as Congress responds to identified need or cost 
issues. For example, Congress recently expanded Medicaid to cover more low-income 
children and pregnant women and is considering expansion for these groups by raising 
the maximum income level. On the other hand, in 1981 the Omnibus Budget 
Reco~ciliation Act .removed many working poor from Medicaid rolls. The old confl ict 
between the individual responsibility philosophy and the social insurance approach st ill 
persists. We are willing to help the deserving poor, but not those who should take 
care of themselves. This attitude persists in spite of the societal barriers many of 
these people face. It has always helped def eat NHI proposals and is still a major 
obstacle. 

Medicaid is not a good model for a universal national health program for several 
reasons, but it provides many valuable lessons in how such a program should be 
structured, implemented, and managed. 

l. Interstate variations in eligibility guidelines, services, and expenditures per 
recipient cause much inequity in the Medicaid program today. These inequities 
should be eliminated in a national program. Gaps in coverage should be replaced 
with universal coverage. 

2. Medicaid demonstrated that public payment for services ·provided by the 
private sector requires strong regulation. Any future program could benefit from 
the Medicaid experience with both public and private health care providers. 

3. Medicaid did demonstrate the need for any new program to be carefully 
analyzed and planned. An administrative structure should be in place and 
carefully prepared regulations should be available before implementation. 

While NHI has been proposed numerous times in a variety of guises over the last 
50 years, in 1987 the U.S. still has no comprehensive program. The issue is not closed, 
however. According to a recent Business Week article, "National Health Insurance: An 
Idea Whose Time Has Come Back," the AIDS epidemic, welfare reform, and the 
recognition of the gaps in our health care system are all forcing us to reconsider 
national health insurance. AIDS treatment is very expensive, and often the 
government ends up paying. Many employers provide no health insurance, and the 

·coverage that is provided has limits. Lack of health insurance is a serious deterrent 
to getting and keeping welfare clients off the rolls. NHI is one solution to these 
problems.92 Canada's success with NHI and the continuing problems the U.S. system 
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has with containing medical costs are also given as reasons for the same conclusion, 
that NHI is an idea whose time has come again.93 

The prospects for NHI remain uncertain. On one hand, fear of excessive cost 
and political opposition makes a strong NHI advocate like Senator Edward Kennedy 
retreat to yet another partial solution -- mandatory employer health insurance. High 
Medicare and Medicaid costs and continuing problems with cost containment reinforce 
this view. On the other hand, our health system seems inadequate and inefficient 
compared to the national health programs in other developed countries. A more 
efficient and effective comprehensive national program could possibly be had for the 
same money we now spend if it were organized and managed differently. The Canadian 
system provides a good model for analyzing how an American system might work. 
Current NHI proposals are flexible enough to include roles for both the private sector 
and government. Physician opposition may be declining due to changes in the medical 
profession itself and concern about who will pay the increasing costs of the uninsured. 

Major changes have been occurring in the medical profession in the last 20 
years. Physicians in the U.S. traditionally operated as independent professionals. 
Since 1965, the number of doctors has increased, Medicare and Medicaid made it 
profitable for investors to enter the health care field, costs rose dramatically, and 
government and employers have been looking for ways to control costs by controlling 
medical practice. Physicians lost some of their special status and influence when 
provider abuse of the public medical programs became apparent. For these reasons, the 
structure of American medicine has been changing. Corporations are moving into the 
medical business just like any other business. Many young physicians pref er the 
lifestyle advantages of working for corporations or group practices, which intrude less 
on their private lives. The medical profession is less cohesive, more competitive, and 
although still powerful, less so than in the earlier half of the century. These develop
ments may lead to more problems in the health care delivery system, as the 
profit-making approach is applied to medical care. Cost-conscious corporations may 
force more people to rely on publicly funded medical care.94 

The convergence of successful NHI models, changes in the medical profession, 
runaway costs, and the fiscal crisis caused by the uninsured .may provide another 
opportunity for enacting NHI in this country. Private insurance industries have much 
to gain from a new system. Providing health insurance as an employee benefit has 
become increasingly costly for employers, and they too may find the idea more 
palatable now. Government may find that a universal national program will be the 
same or less costly than the current programs, but more effective. The ordinary 
American citizen may benefit from more accessible and equitable health care. 
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Chapter 4. Work and Welfare 

INTRODUCTION 

The concept of workfare. or requiring public assistance recipients to work off 
their grants, has coexisted with welfare throughout its history, although initially it was 
more of a regional phenomenon. Southern states have always provided low benefits, 
precluded blacks from getting on the rolls, and encouraged or even required welf arc 
recipients to work. With the passage of the Social Security Act in 1935, lawmakers on 
the national level assumed a more liberal view with regard to work requirements and 
provisions for a minimum standard of living for relief recipients. Despite their 
theoretical underpinnings, however, the congressmen did not have the resolve to 
specify these concepts in the legislation. Instead, too much discretion was left to the 
individual states, thereby enabling them to impose work rules and regulations if they so 
chose. In the early years of the public assistance act, however, few nonsouthern 
states actively pursued work requirements for relief recipients. When welfare programs 
first began, public resentment was kept to a minimum because the clientele--primarily 
white widows--was accepted as being "deserving;" few people were receiving benefits; 
women were not generally expected to work outside the home; and benefits were low 
relative to earnings. 

By the 1960s, however, the precept of the entire nation began to co incide with 
that of the southern states and work programs were initiated. Yet the rationale for 
the national emphasis on work and welfare was not solely racially motiva ted as had 
been the case in the south. Rather, work was encouraged in response to changes in 
the economic and social environment. Among the more significant of these were the 
increased labor force participation rates of women; the exponential growth in the 

· welfare rolls; the change in the recipient population so as to encompass more of the 
"undeserving" poor; and the rise in benefit levels relative to wages. 

Since their inception federal work incentive or inducement programs have come 
under attack as being ineffectual. The failure of recent workfare programs to promote 
self-sufficiency among welfare recipients has provoked a series of welfare reform 
initiatives. These refo·rm measures all identify the shortcomings of the current welfare 
to work programs and propose ways to overcome these deficiencies. Most of the 
innovative programs are state initiatives, reverting back to a time when each state was 
responsible for its own welfare programs. In order to gain a better understanding of 
the direction of welfare reform efforts, the history of public assistance programs in 
the context of work expectations and work requirements will be examined. 

MOTHERS' PENSIONS 1911-1935 

Prior to the Social Security Act of 1935, there was no federal program of 
support for the needy. Private charities largely assumed this obligation until individual 
states began to shoulder some responsibility for care of the poor. In 1911 , Illinois and 
Missouri passed the first state Mothers' Pensions laws, providing state governmental aid 
to ch ildren in their own homes. Previously, children of widowed and other single 
parents who were deprived of support were either sen t to institutions or were assisted 
by private social agencies. At the turn of the century, institutional care for these 
children came under attack as being too costly and detrimental to the children's 
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welfare. Consequently, policymakers agreed that a change in the system was needed, 
but there was disagreement as to whether a relief program should be public or private. 
Despite opposition from the Charity Organization Society and other voluntary 
organizations public sponsorship was pursued.1 

States began to adopt Mothers' Pension plans relatively quickly. By 1915, 23 
states had initiated such legislation, and this increased to 40 states by 1921, and by 
1935 all but 2 states--Georgia and North Carolina--had a Mothers' Pension plan in 
place. The states had realized the "contributions of the unskilled mothers in their own 
homes exceeded their earnings outside of the home and that it was in the public 
interest to conserve their child-caring functions."2 Throughout its tenure, however, 
Mothers' Pensions remained a small program. By 1930, only 256,000 children in 31 
sta tes were beneficiaries. Although most states had such a provision, the pensions 
were of ten optional to the local subdivisions responsible for their administration. 

Not only were there few recipients in relation to the level of those considered 
needy, those eligible were comprised only of "deserving" families. Mothers given the 
grant were chosen for the moral fitness and the suitability of the home. Standards 
were so stringent that Winifred Bell ref erred to recipients of Mothers' Pension grants 
as efites, so high were their moral and the child-rearing expectations.3 This element 
of prestige for deserving mothers, rather than the stigma that is attached to welfare 
recipients today, is one of the primary features that distinguished Mothers' Pensions 
from the present day AFDC program. No doubt this distinction offers one explanation 
for the change in emphasis in work requirements for welfare recipients. 

The selection process for Mothers' Pensions resulted in a population of recipients 
that was largely white widows. In 1931, 82 percent of the families receiving this 
benefit were headed by widows, although the legislation did provide for assistance to 
abandoned, separated, and divorced mothers as well. In southern states blacks were 
la rgely excluded from the program, despite their eligibility as determined by the 
legislat ive provisions.• 

Benefit amounts varied substantially across different states, from a low of $4.3~ 
to a high of $69.31 per month. The southern states were responsible for the lowest 
benefits. The grants were supposed to be high enough to enable the mother to stay at 
home and care for her children, rather than have to go out and seek employment and 
thus neglect her children. As Grace Abbott points out, however, in many states the 
benefit was so low that the grant was "only supplemental relief, and the mother 
worked outside the home."5 The low grants stemmed from the conflicting goals of the 
program. On the one hand, assistance was viewed as a last resort and was only to be 
supplemented with other sources of income, but on the other hand, the mothers were 
to be allowed to take care of their children. 

The two goals of self-support and child care were in conflict, and the 
tension between them was expressed in some ambivalence whether and to 
what degree the mother should work. Was the mother in fact free to stay 
at home and afford high-level care to her children in light of the small 
stipend and the onus upon her to become self-maintaining?6 

As a way to overcome these conflicts, mothers were encouraged to work part time 
when child care was available or to work in the home taking in laundry or performing 
other domestic chores. 
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Surveys show that many mothers receiving Mothers' Pension benefits did work 
outside the home. In 1923 more than half of a sample of 942 mothers in nine 
metropolitan areas were working.7 As a result, relief was perceived as supplemental to 
other income, not a substitute for it. Mothers were continually encouraged to become 
self-supporting. Throu.gh a combination of low grants and insecure payments to certain 
recipients who could benefit from a type of supervision that invoked independence, 
many of these mothers did work. 

AID TO DEPENDENT CHILDREN 1935-1962 

Aid to Dependent Children (ADC) became one of the public assistance titles in 
the 1935 Social Security Act. The Children's Bureau, which had supervised states' 
Mothers' Pensions, had representation on the Citizens' Advisory Council to the 
Committee on Economic Security and insisted that ADC be included in this context. 
ADC was deemed one of the public assistance programs for the unemployables, along 
with Old Age Assistance (OAA) and Aid to the Blind (AB), although federal 
participation in ADC was limited to one-third of expenditures whereas it was one-half 
for these other two programs. As in the case of the Mothers' Pensions, the children 
were the beneficiaries; mothers were not included in the grant but were considered the 
children's caretaker.8 

No work requirement was attached to ADC (title IV of the Social Security Act) 
although there were no restrictions as to the requirements that individual states could 
impose on their recipients. The Senate Finance Committee stated that ADC was for 
children "who were in relief f amities which will not be benefited through work 
programs or the revival of industry."9 Congress envisioned ADC for those outside the 
labor force even though not all the states shared this view. 

Congress created the Social Security Board (SSB) to administer ADC. The SSB 
was a neutral, nonemployment-oriented setting that also handled the other programs for 
unemployables, namely OAA and AB. The SSB came closest to a pension type of aid, 
as people were entitled to aid solely on the basis of status. Congress did not establish 
benefit levels for ADC, rather it left this to the discretion of the individual states. 
the original draft of the Social Security Act specified that deprived children should be 
aided at a level of "a reasonable subsistence compatible with health and decency."10 

But this was defeated by the southern senators who were afraid that giving high 
benefits to blacks would erode work incentives and force up wages. As a result, 
benefit levels were extremely low, particularly in the south. In 1940, the national 
average monthly benefit per family was $32.39, but reached a low in Alabama of $13.63. 
By 1954 conditions had improved somewhat, as the national average rose to $80.24, but 
the southern states still lagged behind with Mississippi providing the lowest benefit of 
$26.20. Due to these inordinately low benefits, ADC recipients in the South worked 
more than those elsewhere.11 

The 1935 act did not mention the manner in which the states were to determine 
financial eligibility for the ADC program. So in 1939, the SSB amended the public 
assistance titles of the Social Security Act to specify a means test that stipulated that 
"the State agency shall, in determining need, take into consideration any other income 
and resources of any child or relative claiming aid to dependent children."12 In its 
1941 annual report, the SSB said: "the purpose of these amendments is to insure that 
the State agency shall give consideration to all relevant facts necessary to an equitable 
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determination of need and amount of assistance. Public assistance is intended to 
supplement rather than replace any available or continuing income and resources."13 

The wording of the amendments prevented public assistance from becoming a 
"flat rate" pension and it emphasized the recipient family's degree of need and their 
resource-obtaining potential. According to Rein, "it left the way open for a later 
emphasis on work as a way of increasing the latter and reducing the former, although 
ostensibly these recipients were outside the labor market."14 

Like Mothers' Pensions ADC mainly served "deserving" families. In 1948 three
fif ths of the states had "suitable homes" policies that served to limit the number of 
blacks and unmarried mothers given assistance. In 1937, for example, 14 percent of all 
recipients were black, even though the percent of black children in poverty was 
substantially higher. Moreover, only 3.5 percent of all ADC children at this time had 
an unmarried mother.15 

Elizabeth De Schweinetz, a Department of Health, Education, and Welfare 
consultant, wrote an essay in 1954 entitled To Work or Not to Work. justifying work 

Vor ADC mothers. She reasoned as follows: 

The ADC program is not threatened if some mothers are required to work. 
ADC is a form of public assistance not an allowance to children or a 
mothers' pension. It is intended to meet economic need only when this 
need cannot be met by the actual or potential resources of the individual; 
and consideration of employment of the mother as a possible resource can 
be constructive if p·roperly saf eguarded.16 

Some southern states created seasonal welfare policies to ensure that black 
women would continue to work in the fields during harvest. For example, Bell notes 
that in 1943 Louisiana had a policy requiring "all applicants or recipients of ADC to be 
ref used assistance so long as they were needed in the cotton fields." 17 Despite 
individual state policies, federal policy towards work under ADC was rather liberal. 
The Handbook of Public Assistance in 1946 said that ADC should "make it possible for 
a mothe.r to choose between staying at home to care for her children and taking a job 
away from home."18 Furthermore, the official position stated in 1950 opposed "any 
policy of denying or withdrawing aid to dependent children as a method of bringing 
pressure upon women with young children to accept employment."19 

Regardless of federal intent, many states instituted work requirements for ADC 
recipients. In 1953 ten state plans had a stipulation that called for the parent to 
accept suitable employment as long as care was available for the children and many 
other states required work without actually writing it into their plan. Southern states 
in particular imposed work requirements, but other states that had work requirements 
also took great precautions not to injure the family well-being. Whether through 
administrative demand or personal choice, many ADC mothers did work during the first 
25 years of the program. For example, a 1941 study by the SSB found that of a 
sample of 338 families in six states, 91 mothers, or 27 percent, worked.20 

The number of recipients working varied across the states. More people worked 
in areas where work requirements were stringent and benefit levels were low. Surveys 
conducted by the American Public Welfare Association of national samples of ADC 
families in 1950 and 1960 both revealed that as many as 30 percent of the mothers 
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were at work during those years. In general, administrative work requirements, low 

benefits, and the low 'tax rate' option (primarily used in the south) all contributed to 

producing a sizable work force of ADC mothers.21 

POST-1960: WELFARE PROGRAMS ASSUME A NEW DIRECTION 

The 1960s became the turning point at which welfare recipients were no longer 

considered among the "deserving" poor, and so not surprisingly, it was also the period 

when workfare was introduced on the national level. 

By 1960 welfare recipients differed markedly from those who had received public 

assistance in the past and ADC could no longer be considered a program for widows 

and orphans. In fact, the proportion of orphans receiving AFDC declined so that by 

1966 only 5 percent of all orphans were receiving this aid. The majority were being 

served by Old Age Survivors, Disability and Health Insurance (53 percent) or veterans 

programs (23 percent).22 Similarly, widows had comprised 41 percent of the ADC · 

caseload in 1940, compared to just 8 percent in 1960. Moreover, the father was absent 

from the home in only 30 percent of the cases in 1940, but by 1960 this number had 
jumped· to 64 perc.ent. 

The diversification of the recipient population can be explained in part because 

the welfare roles expanded and benefit levels rose significantly during this period. In 

1940 recipients numbered about 1 million, but by 1960 the number had grown to 3 

million. Additionally, in 1940 the average monthly benefit per recipient was $9.65, 

compared to $27.45 in 1960.23 

During the 1960s the AFDC rolls continued to grow, despite the fact that 
between 1960 and 1969 the number of people below the poverty level dropped from 40 

million to 24 million, a decline from 22 percent of the population to 12 percent. The 

AFDC rolls rose from 3 million recipients in 1960 to 7.3 million in 1969. In addition, 

public assistance payments increased from $1 billion to $3.6 billion. 24 

Several reasons can be given for the increase in the AFDC rolls throughout the 

1960s. First, the population in general · grew during this period, while family patterns 

were also changing. Divorces, desertions, and illegitimacy rates began to escalate over 

the years. As a result, poverty became increasingly concentrated among female-headed 

families in the 1960s. In 1969 dependents of these female-headed families comprised 

only 12 percent of all children but 45 percent of thos~ in poverty. While a child in a 

female-headed family was three times as likely as a child in a male-headed family to 

be in poverty in 1960, by 1969 such a· child was six times as likely to be poor (54 

percent in contrast to 9 percent).26 

Second, eligibility for assistance broadened, and equally important people became 

more aware of their eligibility for AFDC and its availability. Groups such as the 

National Welfare Rights Organization and neighborhood legal services agencies 

sponsored by the Office of Economic Opportunity began publicizing AFDC availability. 

Additionally , legis lative changes during the 1960s added more people to the rolls. In 

1961 the AFDC unemployed-parent component was added followed by the addition of 

the foster-care component in 1969. These extensions in coverage added about 800,000 
people to the AFDC rolls by 1970.26 
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Third, welfare agencies began to view welfare recipients more favorably. 
Acceptance rates of AFDC applications have fluctuated over the years and in the 1960s 
local welfare administrators displayed greater leniency in qualifying applicants. The 
proportion of applicants accepted has ranged from 66 percent in 1948 to 54 percent in 
1953, but rose dramatically to 81 percent in 1970.27 Finally, public assistance benefits 
were raised and became more attractive relative to earnings. AFDC benefit levels grew 
faster than wages during the 1960s. From 1947 to 1962 both average AFDC payments 
and spendable average weekly earnings of all private employees rose by two-thirds. 
From 1963 to 1971, however, AFDC payments increased 67 percent while the average 
spendable earnings of all private employees rose by only 42 percent. ~n addition, food 
stamps and medicaid benefits also increased for AFDC recipients.28 

Not only we.re recipient characteristics and welfare conditions undergoing 
significant changes, societal norms and expectations with regard to women and work 
were also shifting. Ever since the surge of women into the work force during World 
War II, the role of women in the labor market has steadily changed from one of 
temporary, peripheral members of the work force to permanent, integral members. This 
change in work role is particularly true of married women. In 1940 only 15 percent of 
married women with husbands present worked and a mere 9 percent of mothers were in 
the work force. By 1970, however, 50 percent of alt' mothers with husbands present 
had work experience, including 44 percent of those with children under six.29 

The increased labor force participation rate of women further challenged the 
notion that welfare recipients were deserving of public assistance. As one economist 
noted: "The curren.t stay-at-home welfare program was designed long before most 
women worked. Now that a majority of nonwelfare women with young children work, 
it no longer seems cruel to require welfare mothers to do so."80 He further 
recommends that the current system be replaced with one that requires all able-bodied 
welfare mothers to work. Clearly, times and conditions had changed since the welfare 
program commenced, and legislation had to keep pace with these changes.31 

Amendments to the Social Security Act in the 1960s 

In response to the changing characteristics of the welfare population, the 
overloading of the system as the rolls swelled and expenditures multiplied, and the 
growing number of women in the labor market, pressure for programmatic changes 
mounted. It became evident that legislative action was necessary to counterbalance 
these trends. The first effort came in 1961 when an ad hoc committee, comprised of 
two dozen professionals and headed by Wilbur Cohen, was formed to advise the 
administration on policy matterf relating to public assistance. The 1962 amendments to 
the Social Security Act were largely based on this committee's recommendations. The 
main tenet of the 1962 amendments was to provide services "to help maintain and 
strengthen family life and to help such parents or relatives to attain or retain 
capability for the maximum self-support and personal independence consistent with the 
maintenance of continuing parental care and protection."32 Abraham Ribicoff, 
Secretary of Health, Education, and Welfare (HEW) mentioned the two objectives of 
new welfare legislation: "eliminating whatever abuses have crept into these programs 
and developing more constructive approaches to get people off assistance and back into 
useful roles in society."33 
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The 1962 amendments had two broad aims, to strength.en family life and to move 
AFDC recipients towards self-support. The methodology for improving self-support was 
the following: 

Casework service to assess capacity for and, if appropriate, promote self-support; 
to remove personal or family barriers to self-support and to encourage the adult 
to upgrade skills and to secure and maintain suitable employment; and the use of 
community resources for evaluation of employment potentials, vocational training, 
necessary medical services, securing employment and for child care.3" 

The Aid to Dependent Children-Unemployed Parents (ADC-UP) program passed in 
1961 was in response to the high level of unemployment and the growing number of 
people eligible due to desertions. Congress felt that if assistance were provided to 
unemployed fathers, it would prevent them from deserting their families. To be eligible 
for ADC-UP the father must accept appropriate work and training. "This inclusion of 
evident employables into the program for the first time led to the beginning of an 
expressed federal interest in work for recipients of ADC."35 Until 1962, therefore, it 
was presumed that all AFDC recipients were outside the labor force and public 
assistance was not used to provide work.36 

The Community Work and Training programs (CWT) were initiated as part of the 
1962 amendments to offer work relief rather than welfare and to help AFDC-UP 
recipients become self-sufficient. CWT was distinguished from regular work relief 
programs by the following factors: 

I. Provisions were made for health and safety measures; 

2. Pay rates were set not less than the state minimum wage; 

3. Work expenses were taken into consideration; 

4. Recipients were given work that would serve a public purpose and not displace 
regular workers; 

5. Opportunities to seek regular work or training were provided; 

6. Aid would not be denied if a person refused to work with good cause; and 

7. Child care arrangements were assured.37 

The CWT program emphasized training and rehabilitation of welfare recipients, to 
have them work off relief. Work relief projects provided useful public services and 
safeguards prevented exploitation or displacement of regular workers. The federal 
government only provided 50-50 matching funds to states for the administration of 
CWT projects. Conversely, social services programs were provided a 75-25 match.38 

Due to the financial inducements involved, the states were more likely to expand social 
services than to set up CWT programs. 

The CWT program was not without its flaws. One f ea tu re prohibited additional 
income (beyond the amount of their AFDC grant) for participants in return for work 
performed, other than work-related expenses. Moreover, participants were not provided 
any real training but were simply required to work off their grant. It was not 
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designed as a human capital investment strategy in which the skills of the workers 
were upgraded to make them more employable.39 

In terms of work incentives, the 1962 amendments "stipulated that •earned or 
other' income could be disregarded in determining the ·amount of the grant if such 
income were to be 'set aside' for the specific, identifiable future needs of the 
dependent children."40 It was also mandatory under the amendments that work 
expenses be disregarded in computing ADC benefits. Work-related expense deductions 
are largely left to the discretion of the individual states and some states are far more 
liberal than others in making these determinations. All states, however, must 
reimburse mandatory payroll deductions, including income taxes, payroll taxes, and 
union dues. Though limited in scope, these were the first federal attempts to require 
states to include an income disregard as a work incentive or a reward for work 
ef fort.41 

The Economic Opportunity Act of 1964 expanded the CWT program. Under title 
V of the act, grants were given to states to pay 100 percent of costs for 
demonstration projects to establish the Work Experience and Training (WET) program 
and further expand CWT projects. Seventy percent of the title V clients were public 
assist~nce recipients. Program enrollment peaked in 1967 at 71,000.42 

Title V work assignments were mainly low-skilled, low-paying occupations, 
a lthough each assignment had some informal vocational instruction. The trainees 
themselves had limited skills and educational levels; so their skills were not upgraded 
much by the limited occupational training or vocational education. WET was primarily 
a work relief and income maintenance program, not an employment and training 
program. One-half of the expenditures per enrollee went to income maintenance, but 
only one-sixth went to work experience activities and vocational education. WET did 
not prove to be an overwhelmingly successful program. In the tight labor market of 
the 1960s, it is likely that the same employment gains would have been made in 
absence of the program.43 

The 1967 social security amendments established the Work Incentive Program 
(WIN), which focused exclusively on relief recipients. The Department of Labor was 
responsible for training and employment and HEW handled the screening, ref erred 
enrollees, and provided supportive services. A federal-state matching effort, WIN 
attempted to furnish AFDC recipients with "incentives, opportunities, and necessary 
services in order [to restore] the families of such individuals to independence and 
useful roles in their communities."°'4 Enrollees would receive monthly payments for 
participation and earnings exemptions were provided as work incentives. Furthermore, 
each enrollee had an employability plan to outline his or ·her path to employment. 
WIN also incorporated a period of three to six months for follow-up services after job 
placement.45 

The 1967 amendments also established the $30 and one-third earned income 
disregard provision in which the first $30 and one-third of earnings, along with work 
expenses, would be disregarded in computing each month's benefits. Since 1969 all 
states have been required to exempt all work-connected expenses and the first $30 of 
earnings per month, plus one-third of all additional income in determining an AFDC 
family's grant. This provision was largely enacted to benefit female heads of 
households on AFDC, as the $30 and one-third procedure for calculating benefits only 
applies to AFDC-UP recipients (most of whom are unemployed fathers) if they work 
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less than 100 hours per month. If these recipients work more than 100 hours in a 
given month, they are dropped from the AFDC-UP rolls regardless of how meager their 
earnings.46 

The Work vs. Welfare Conflict Persists 

While the social security amendments in the 1960s took some steps to incorporate 
work into the welfare program, a number of paradoxes or inherent disincentives to 
work remained. The following section recounts the work vs. welfare dilemma that 
existed in the early 1970s. 

For example, in 1970 a person would need to work more than two full weeks at 
a minimum-wage job before making as much as cash payments alone of $120 per month 

. for a single mother with one child.47 If food stamps, health care, and public housing 
are taken into account, then earnings must also be comparably higher to offset the 
value of the benefits from public assistance. The same is true if work-related 
expenses such as child care are considered. If a family receives all means-tested 
programs (i.e., food stamps, Medicaid, public housing) it is extremely difficult for them 
to get off public assistance. Increased earnings can lead to diminished economic well
being ·as the family · loses eligibility for entitlement progra1:11s. According to Sar 
Levitan, "to the extent that in-kind programs reach those on welfare, the more likely 
that the aid offered will lock them into the welfare system, inhibiting their capacity 
for economic self-sufficiency." Thus, in-kind programs, which are designed to meet 
basic needs, have actually worked to make welfare more attractive than workfare 
because of the high marginal tax rate.48 

Despite these disincentives to work, 20 percent of welfare mothers were 
consistently in the labor force in 1960. Of these, a majority worked full time. By 
1971 this number had increased so that 28 percent of all AFDC mothers were in the 
labor force or receiving training:•9 Given some of the inherent work disincentives in 
the AFDC program, it is somewhat surprising that the number of recipients seeking 
work rose during this. period. Yet one must consider that economic, social, and 
psychological factors all serve to affect a person's employability. Among the supply 
side factors are work experience, educational attainment, job skills, and the absence of 
barriers such as health problems, child care responsibilities, and work disincentives. A 
corresponding demand for their labor in the market is also essential. 

One of the primary barriers to employment for AFDC recipients is problems 
relating to child care. In 1971, 5 out of 8 welfare mothers had a child under age 6, 2 
of 8 had a child between 6 and 13, and 1 of 8 had a child over age 13. Based upon 
these figures, 60 percent of AFDC recipients would need full-time, year-round care if 
they were to work and 25 percent would need afternoon and summer day care. But 
the available facilities would not be capable of handling this demand. There were 2.3 
million AFDC children under age 6 in 1971 and an additional 2.8 million between the 
ages of 6 and 13. HEW estimated the total capacity of licensed day care centers and 
family day care homes at only 750,000. As a result, most working mothers rely on 
unlicensed care--relatives and nonrelatives--for their child-care needs.50 

Other barriers to employability for welfare mothers include health problems and 
education levels. Health problems abound among welfare recipients because they are 
reinforced by inadequate diet, poor housing, and deficient medica l care. Welfare 
recipients also tend to have lower educational levels than the general population. In 
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1971 the median educational attainment of welfare mothers was 10 years, compared to 
12.4 years for all women aged 16 to 64 in the labor force. It is not surprising that 
welfare mothers are concentrated in the worst occupations, those that are low-skilled, 
poor-paying, transitory, and are in the secondary labor market. Despite these barriers 
and conditions, 15 percent of all AFDC mothers were employed in 1971. Only one in 
four welfare mothers had never worked, down from one in three in 1961. In addition, 
only one in five had not worked at all in the last five years.51 

As the increased labor force participation rates of welfare mothers reveals, a 
growing interdependence between work and welfare was forged throughout the 1960s 
and early 1970s. The welfare-to-work bridge was far from complete, however, and 
these gaps prompted a series of welfare reform initiatives in the late 1960s and 1970s 
to solidify the connection. 

WELFARE REFORM INITIATIVES IN .THE LATE 1960S AND 1970S 

The Work Incentive program (WIN), briefly mentioned above, was the first 
welfare reform initiative. WIN has actually been through four distinct phases since its 
inception: WIN I (1967-1971), a relatively comprehensive program oriented to 
developing employability with emphasis on encouraging and providing incentives to 
work; WIN II (1972-1975), a program making work registration mandatory for various 
groups and emphasizing immediate job placement; WIN Redesign (1975-1981), with a 
return to the employability focus and emphasizing the quality of job placements; and a 
State-Options phase (1981-present), a program allowing states to choose their own 
approach (i.e., WIN, WIN Demo, Community Work Experience, and grant diversion). 
Although the basic program ·design has been altered over the years, the target 
population for WIN has remained AFDC recipients with children aged six years or 
older.52 

Detailed evaluation results are only available for the two ·initial phases of WIN 
operation. WIN I emphasized a client-oriented approach and employability development. 
AFDC recipients required to register for the program were assessed and then assigned 
to appropriate activities, including on-the-job training, classroom training, literacy 
training, public service jobs, and basic education. Training under WIN I was primarily 
in paraprofessional, clerical, sales, and service occupations--all of which are typically 
female dominated. Although one-fourth of the training was for blue-collar occupations, 
these slots were primarily filled by men. Support services, such as day care and 
transportation, were also provided. 53 

WIN II shifted its emphasis away from the high-cost, employability development 
focus of WIN I towards more immediate job referral and placement efforts. The WIN 
II program also incorporated new incentive mechanisms for welfare recipients taking 
jobs, such as the $30 and one-third earned income disregard.64 An overall evaluation 
of both WIN I and II, however, indicates that these programs have not been very 
successful in reducing the growth of welfare or moving participants off the rolls. 
AFDC costs and recipient rates were only reduced for those receiving job placement 
services and some form of job training. 

The overriding national consensus was that the WIN I and II programs had 
serious deficiencies. Welfare recipients believed that WIN was ineffective, not 
worthwhile for the long-term unemployed and unskilled, and bad for families because 
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mothers were forced to enter marginal employment situations without the opportunity · 
to make suitable child-care arrangements. Moreover, WIN programs were not geared to 
the availability of jobs in local job markets. Welfare recipients felt that society 
created barriers to attaining self-sufficiency through employment due to: a lack of 
adequate child care facilities; insubstantial funding to finance employment costs; low 
wages for the jobs that were available; and the "notch" problem, in which recipients 
would lose their benefits completely as their earnings rose marg_inally.55 

In August of 1969, President Nixon proposed an unprecedented welfare reform 
initiative known as the Family Assistance Plan (FAP). The program essentially would 
direct federal payments to all parents with family incomes below a predetermined level, 
including families headed by males that worked full time but remained in poverty. The 
basic benefit for a family of four with no earnings would be set at $1,600 per year. 
Families with earnings would be allowed to disregard $60 per month, or $720 per year 
in work-related expenses. For each dollar earned above $720 in a given year (up to a 
maximum of $3,920 per year for a family of four), benefits would be reduced 50 cents. 
Thus, the 50 percent benefit reduction rate under FAP would generate a far greater 
work incentive than the existing $30 and one-third earned income disregard.56 

. . 
Th·e proposal contained a strong work requirement, but it also provided . 

incentives throughout the system for employment and training. All applicants, unless 
otherwise working, would be required to register with the employment service and 
accept appropriate employment or training or suffer a benefit reduction. In order to 
better facilitate the transition from welfare to self-sufficiency, job training and child
care assistance would be provided to all participants that needed to avail themselves of 
these services. 

FAP was the first program to successfully incorporate positive work incentives 
into the welfare system, while still maintaining a subsistence level of benefits for those 
who could not work. Under FAP the more an individual earned--without exception-
the better off financially he would become. At the heart of the proposal, according to 
Senator Moynihan "was to supplement the income of persons already working, and it 
sincerely looked to the prospect of finding work for others who were not working."57 

Since poiitical maneuvering prevented the FAP from being enacted into law, the 
benefits could not be realized. 

Another unsuccessful legislative welfare reform proposal was the Rehabilitation 
Employment Assistance and Child Care (REACH) plan, proposed by Representative Al 
Ullman (D.-Ore.) in 1972 as an alternat"ive to the F AP. The main emphasis of the 
proposal was to put employables to work. Families with dependent children were 
targeted, and it mandated the AFDC-UP program nationwide, rather than leaving it to 
the discretion of the individual states. A two-track system would be established, one 
for unemployables and another for employables. Those considered outside the labor 
market would receive AFDC and food stamps as under the current program. Those 
deemed able to participate in the work force would receive a training allowance, 
placement in a private or public sector job, subsidized child care, and food stamps. 
The working poor under REACH would receive a monthly work expense allowance, a 
cash equivalent of food stamps, and child care.58 

President Carter also met with failure in his attempt to enact the 1977 Welfare 
Reform Proposal. The two major programmatic initiatives of the proposal were a jobs 
program designed to reach low-income Americans and a consolidated cash assistance 
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structure·that would replace AFDC, SSI, and Food Stamps. The plan emphasized work 
for all those who can and should work. Those with inadequate earnings would receive 
an earned income supplement, thereby helping to make work more attractive than 
welfare. For those who could not work, income support would be provided by a 
simplified federal program.59 

Carter's proposal essentially had four components. These included a jobs 
component, a consolidated cash assistance component, an earned income tax credit, and 
a revised administrative structure. The jobs component stressed private sector 
employment, counseling or training if needed to qualify for the job, public training and 
employment programs if private sector jobs were unavailable, and stipends provided 
during training periods. The consolidated cash component would provide two separate 
benefit schedules or tiers: an income support tier for households that do not have a 
person required to work, and an earned income supplement tier for households that do 
have a person required to work, which would have lower cash benefits. The earned 
income tax credit would be continued for all families with children and would not 
reduce cash assistance benefits. Finally, state and local agencies would be responsible 
for employment and training programs while the cash assistance structure would be 
administered by HEW.60 

Even though none of these welfare reform proposals has been implemented, each 
offers insight into the shortcomings of the present welfare system. One of the 
principle issues addressed by all of the plans is the need to promote work incentives. 
In order to foster self-sufficiency, the welfare program must make work more 
attractive to welfare. 

WORK INCENTIVES VS. DISINCENTIVES 

Historically, the tax rate of welfare recipients who work has been excessively 
high; in its first f cw decades, ADC had a 100 percent tax on earnings. Assistance 
payments were reduced by the full amount of the earnings in the states that provided 
for each family the amount designated by the state as the full standard of need. 
Consequently, the 100 percent tax on earnings discouraged people from trying to 
become financially independent. Work expenses were not subject to the tax, but after 
deducting for clothes and transportation, a recipient did not increase his disposable 
income. States paying benefits that did not meet recipients' full needs often allowed 
them to keep their earnings up to the full standard, thereby providing a financial 
incentive to work. The labor-force participation rates in these states were higher than 
those in states that met full needs. These people were essentially forced to work to 
supplement their meager benefits and maintain a subsistence living.61 

Although the work incentive structure has improved over the years, it is still a 
regressive system. For example, in 1977 AFDC plus food stamps exceeded the earnings 
of a full-time worker earning the minimum wage in 22 states. Especially if the worker 
was ineligible for medicaid, he would be significantly worse off than someone on 
welfare. Consequently, in order to be effective in reducing dependency, any reform 
measure must address these basic disincentives to work built into the AFDC program.62 

One major disincentive is the persistently high tax on earnings, as benefits can be 
reduced by as much as $0.95 for each additional dollar earned by the family head 
receiving assistance, after accounting for work-related expenses.63 
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Another work disincentive is inherent in the benefit structure, which serves to 
make people worse off when they increase the number of hours they work. A prime 
example of this is the "100 hour rule" under AFDC-UP, which exists in 27 jurisdictions. 
If a family head or primary earner in a two- parent f amity increases his work time 
from 99 to 100 hours a month, he and his family lose all cash benefits and may lose 
eligibility for medicaid. This phenomenon is called the "notch" problem, in which a 
small change in income produces a precipitous change in benefits. It has the effect of 
providing extensive benefits to some and none to others who are basically at the same 
income level. 

Transfer programs such as AFDC that include a basic benefit plus a benefit 
reduction rate on earnings inherently reduce the incentive to work. The basic benefit 
raises the recipient's income, so the individual may choose to consume more leisure as 
he receives income that otherwise would have to be earned through work. A tax or 
benefit reduction rate reduces the benefit level in relation to the amount of earnings, 
which reduces· the recipient's reward for working, so there is an incentive to substitute 
leisure for work.64 

People generally agree that work is preferable to welfare and yet the welfare 
system is designed to make it ·1ess so. One of the key benefits or" employment over 
welfare is that income in the form of wages is more desirable than in the form of 
welfare cash payments, for both taxpayers and the poor. Second, greater employment 
means greater economic growth, which leads to less need for welfare programs. Third, 
as the unemployment rate declines, low-income groups show greater increases in their 
earnings because low-income workers are usually the last to be hired. Consequently, it 
benefits individuals and the economy as a whole to have people working rather than 
receiving benefits. In order to make this come about, positive work incentives must be 
put into place.65 

Positive work incentives essentially mean that work must pay more than welfare 
so that people will be encouraged to work. In addition, barriers to employment must 
be removed to enable welfare recipients to join the work force. Supportive services 
such as child care, medical services, and food stamps must be provided so that work 
becomes cost effective. Moreover, part-time jobs .should be created to allow people 
time to .attend to family responsibilities.66 

It can be difficult to balance work incentives with adequate benefit levels. A 
low basic benefit level, a high earnings disregard, and a low tax rate on earnings, 
should produce a strong work incentive. But a low benefit level would provide a less 
adequate benefit structure. Additionally, a high disregard and low tax rate would 
essentially transfer more benefits to the near poor relative to the poor, or those who 
cannot work. Such a program would have low target efficiency and high program 
cost.67 

As a way to achieve an appropriate balance between work incentives and benefit 
levels, the recipient population can be categorized into two groups, with programs 
formulated to meet their different needs. One program would have high benefit levels 
and high benefit reduction rates for recipients for whom work incentives are less 
important than adequacy. People falling into this group would be those considered 
outside the labor market, including the disabled or those caring for very young 
children. A second program would have lower benefit levels and lower tax rates on 
earnings for people for whom work incentives are a concern. These individuals would 
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be those deemed to be employable. Under the current system, just the opposite logic 
is used. SSI has a more liberal disregard and a 50 percent benefit reduction rate over 
all earned income, even though these recipients--the aged, blind, and disabled--are not 
expected to work. AFDC-UP recipients on the other hand, who are expected--even 
mandated--to work face severe work disincentives, including a 67 percent benefit 
reduction rate and the 100 hour rule.68 

The eroding value of the minimum wage, which has remained unchanged since 
January 1981, has also served to create a severe work disincentive. An individual must 
be assured that he can earn a living wage in order to support himself and his family 
before he can successfully exit the welfare rolls. General consensus favors work to 
welfare, but public policies must be enacted to clearly weigh the balance in favor of 
work. Future proposals for welfare reform must address such issues as work incentives 
and disincentives, availability and cost of support services such as child care, and the 
existence of jobs with adequate pay. If proper attention is paid to these concerns, 
many AFDC recipients can be expected to become productive members of the work 
force in the future. 

WOMEN AND WORK - SHOULD IT BE MANDATORY? 

Controversy still exists over whether welfare recipients should be mandated to 
work or allowed to voluntarily choose this option. WIN experience has shown that 
female family heads receiving AFDC have a strong desire to work, as the demand for 
WIN work and training slots has consistently exceeded available supply. Furthermore, a 
Brookings Institution study showed that welfare mothers had as strong--or even 
stronger--commitment to work as nonwelfare mothers. Despite the evidence showing 
strong labor force attachments of AFDC recipients, there are still popular 
misconceptions about the work incentives of low-income people.69 

Assuming that welfare recipients should work, determining who is employable is 
not a straightforward concept. It depends on the characteristics of the recipient, the 
type of work available, and the state of the labor market. For instance, the tight 
labor market of World War II pushed many people into the labor market--primarily 
women--who were previously not thought employable. · While there is little question 
that women are indeed integral members of the work force, the employability of women 
with young children is still questioned. 

It is difficult to weigh the value of work at home vs. work in the labor market. 
People generally agree that women with very young children should not be required to 
work and those with children over age 12 should, but there is controversy over 
whether those with children in between should work. If mothers with preteens are 
required to work, government would be pressured to provide adequate child-care 
facilities and other work-related social services. For this reason, a program to get 
female family heads into the system of work registration is far more costly than that 
for males. More females are in the welfare system to begin with, and females take 
greater advantage of the costly support services available--particularly child care. As 
a result, the cost effectiveness of having female family heads participate in a work 
requirement is well below that for male family heads. Nonetheless, cost effectiveness 
issues are not the only ones warranting consideration in this emotionally charged area. 
Due to the thoroughly ingrained notion of the work ethic, people generally agree that 
work is more beneficial than welfare at any cost.70 
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THE REAGAN REVOLUTION 

When Ronald Reagan assumed office in January of 1981, he immediately began 
the task of carrying out his legislative agenda. The result of his initial efforts, the 
1981 Omnibus Budget Reconciliation Act (OBRA), had an overriding effect on social 
programs in general and the working poor in particular. Among some of the 
legislation's effects were that 687,000 households, out of a total of 3.9 million, lost all 
or part of their AFDC benefits. More specifically, 408,000 families were dropped 
altogether and 279,000 had their benefits reduced. Those households most vulnerable to 
the changes were those combining work with welfare. Recipients in states with low 
benefit levels were also hard hit because even the most minimal earnings would serve 
to disqualify them from receiving benefits. Studies showed that as a result of these 
changes, welfare recipients who worked would either be marginally better off or not at 
all better off than those who did not.71 

In his OBRA legislation, President Reagan used strict work requirements and a 
reduction in aid to the working poor to force more able-bodied people to exit the 
AFDC roles and enter the work force. At the same time, the act removed positive 
inducements to self-sufficiency as it significantly cut back the work incentives in the 
AFDC law, which had allowed families with earned "income to continue receiving AFDC 
benefits. For example, the "$30 and one-third" earned income disregard was restricted 
to the first four consecutive months of employment and work-related expense 
deductions were limited to $75 per month for full-time employment and $50 for part
time. Furthermore, OBRA placed a $160 per month ceiling on child care expense 
deductions. Finally, eligibility for aid was restricted to families whose combined gross 
income was no more than 150 percent of the state standard of need, down from the 
prior level of 185 percent. These changes combined to diminish work incentives and 
reduce federal aid to the working poor, which corresponded with Reagan's philosophy 
that welfare benefits should only be reserved for people who have no other source of 
income.72 

Reagan was committed to transforming the welfare system by creating the 
concept of a safety net in which benefits would be targeted to the most needy by 

. reducing benefits to people with relatively higher incomes. Therefore his legislative 
agenda was based on the belief that the working poor where not in need of 
government assistance and so should be eliminated from the welfare rolls. For those 
able-bodied individuals remaining on the rolls, he believed in the stick approach of 
mandatory workfare rather than the carrot approach of income disregards and work
expense deductions to induce AFDC recipients to get off the welfare rolls and into the 
work force. Included in OBRA was a component to allow states to set up workfare 
programs in which all able-bodied recipients that qualified would be required to work 
off their grant.73 

The Reagan administration wanted workfare to be compulsory and comprehensive 
in all states, but the Senate Finance Committee did not agree, so the terms of the 
final legislation merely allowed states to set up workfare programs. Workfare is 
structured such that recipients perform community service work in exchange for their 
benefits. The total number of hours worked per month is determined by dividing the 
AFDC grant by the higher of the state or federal minimum wage. Twenty-four states 
had established such workfare programs by 1982 but most are not operated statewide.74 

OBRA, as amended in 1984, also allowed states to establish "work supplementation 
programs" in which states could use the AFDC grant to subsidize a job for the welfare 
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recipient. Jobs for these programs were with the goverilmen~ nonprofit organizations. 
or private day care centers.75 

Reagan's workfare was touted as a breakthrough in the welfare system, but it 
really is not all that new. WIN initially had requirements that employable recipients 
would have to participate in a work activity in order to receive benefits. But WIN 
lacked sufficient funds to develop program options, particularly training or work 
experience, for all employable recipients and to sanction those who would not 
participate.76 In effect Reagan's workfare program merely provided the funding to 
carry out this preexisting initiative. 

Despite Reagan's heralding workfare as the answer to our welfare problems, 
numerous costs and constraints are involved with the progra~ including the 
administrative costs of developing jobs for recipients, providing supervision, enforcing 
sanctions for noncompliance, and evaluating results. Another problem is the minimal 
$25 per month reimbursement for work-related expenses for participants in a workfare 
program. Due to this limited allowance, states and localities had to find other sources 
of funds to cover the full costs of child care and transportation for their workfare 
clients.77 

Another of Reagan's themes is that he wanted to transfer much of the 
responsibility for social programs from the federal government to the states. He was 
elected promising an end to big government, reversing the trend of increased federal 
involvement in social programs. For example, he began the WIN-Demonstration (WIN
Demo) program in which individual states could experiment with designing their own 
employment and training programs for welfare recipients. WIN-Demo replaces regular 
WIN and is jointly administered by the state employment service and the welfare 
agency. Moreover, the program is operated under the sole authority of the welfare 
agency.78 Additional legislation passed in 1982, PL 97-248, allowed states to require 
AFDC applicants and recipients to participate in job search programs.79 

Effects of Reagan Changes 

Despite the fact that the percentage of the population in poverty grew in 1982, 
the 1981 budget cuts held down the number of individuals receiving AFDC, ending 20 
years of growth in the program. The welfare rolls declined from 11.l million in 1981 
to 10.4 million in 1982. The Congressional Budget Office estimated that the average 
family with income below $10,000 per year lost $240 worth of benefits due to the 
budget cuts, while at the same time the high-income families saved money due to the 
tax cuts.80 

In 1984 Congress took steps to soften the blow created by OBRA, partly because 
the poverty rate had continued to rise until it reached its highest level since the mid
l 960s when the War on Poverty began.81 The renewed attention to the poverty 
problem enabled Congress to push through these changes. Eligibility for AFDC was 
broadened and work incentives were partially reinstated. More specifically, the 
qualification level was raised once again to 185 percent of the state standard of need, 
thereby enabling more of the working poor to qualify for assistance. In addition, the 
"$30 and one-third" provision was amended to extend the $30 disregard from four 
months to one year, and the $75 per month work expense deduction was also granted 
to part-time workers.82 While commendable, these few changes have done little to 
restore the program to its pre-1981 level, particularly for the working poor. 
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Congress also managed to forestall Reagan's annual attempt to eliminate the WIN 
program. Even though the program has remained in existence, .its funding has been 
severely reduced-- from $365 million in 1980 to $110 million in 1986. Due to the 
limited availability of funds, states can only off er to welfare recipients those services 
that do not cost very much money. Job search assistance has been used extensively 
because of its relatively low cost. Unfortunately, for many welfare recipients who are 
undereducated or lack basic job skills, job search assistance alone does not improve 
their prospects of getting off welfare and into a private sector job.83 

The end result of Reagan's efforts to scale back the size of the AFDC program 
was that the number of people receiving welfare declined for a time, but the 
recessionary economy and high rates of unemployment caused the rolls to swell once 
again. By late 1986, 38 states had implemented at least one of the new work and 
welfare programs established in either 1981 or 1982 according to Reagan's mandate. 
Largely due to limited funding availability, however, most states have only used job 
search assistance or limited workfare programs.84 Clearly much more needs to be done 
beyond these minimal programs if people are truly to become self-supporting and the 
number of people dependent upon public assistance is to decline. 

WELFARE REFORM IN THE lOOth CONGRESS 

The time is ripe for welfare reform. The President and both political parties 
have expressed a commitment to working out an agreement to overhaul the nation's 
welfare system. Consensus is growing on the welfare issue among policymakers of 
different political persuasions. Liberals have begun to accept the notion that able
bodied welfare recipients should be required to work. Conservatives recognize that 
government has a responsibility to help provide adequate education, training, and child 
care and not eliminate an individual's health insurance because he went to work.85 

Republicans had always emphasized the importance of work. Liberals increasingly 
began to accept this view over the last five years, in part because of the increased 
labor-force participation of women. According to the Department of Labor, 64.7 
percent of women with children under age 18 and 52.9 percent of women with children 
under age 3 were working in 1987. Likewise, the Republicans have begun to concede 
the necessity of child care in welfare to work programs, quite a change from 1971 
when the GOP led the fight against a comprehensive child -are bill.86 According to a 
Congressional Quarterly reporter, "These shifting views - coupled with a growing belief 
on all sides that existing welfare programs simply do not work - have convinced many 
in Congress that the time is ripe for a new welfare strategy."87 Consensus has also 
formed over certain basic issues, primarily the need for education and training 
programs and supportive services in easing the welfare-to-work transition. 

Although a consensus exists on the general matter of welfare reform, 
fundamental differences in principles remain. Republicans want stiffer child-support 
enforcement and mandatory work requirements for those receiving AFDC. On the 
other hand, Democrats emphasize incentives such as job training, child care, and 
extended Medicaid to get recipients into jobs.88 Republicans also think that existing 
AFDC benefits are too high, and that they should not be higher than the wages of an 
entry-level job. Conversely, Democrats feel that the earnings of low-wage jobs are too 
low, not that benefits are too high.89 These fundamental differences in philosophy are 
apparent in the different proposals put forth by the Reagan administration, the House 
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and Senate Democrats, and the Republicans. 

Governors' Plan 

The National Governors' Association (NGA) met in Washington February 21-24, 
1987, and overwhelmingly approved a plan to reform the welfare system. On February 
24, Sen. Moynihan (D.-NY) and Rep. Ford (D.-Tenn.) announced they would work with a 
task force of governors to come up with a single, comprehensive bill that would 
incorporate the NGA's recommendations. Then on the following day, February 25, 
Reps. Barbara Kennelly, (D.-Conn.), and Robert Matsui, (D.-Calif.), members of the 
Ways and Means Subcommittee on Public Assistance introduced a bill, HR 1255, based 
on recommendations of the American Public Welfare Association, which also closely 
mirrored the governors' proposal. 

Following the governors' meeting, Reagan endorsed the concept in the NGA's 
plan for a mandatory education and training program for able-bodied welfare recipients. 
He disagreed with them, however, on where the money should come from to fund the 
proposal. Reagan did not share the governors' belief that the federal government 
should pay most of the first-year costs of the program. Reagan also ref used to 
endorse the NG A's plan to provide government assistance to any · family whose-income 
falls below a set standard. Charles Rangel, (D.-NY), highlighted the significance of the 
money issue in this comment: "Everyone is willing to embrace the concepts, but if 
you're not willing to pay for them, you're a long way from home."90 

The governors' plan is broken down into two phases, the first of which addresses 
the work and welfare issue. Phase I of the plan attempts to change the emphasis of 
the welfare system from income maintenance to work and training. An NGA policy 
statement said the idea was to "turn what is now primarily a payments system with a 
minor work component into a system that is first and foremost a jobs system, backed 
up by an income assistance component."91 Employable welfare recipients (able-bodied 
individuals with children age three or older) would sign a binding, contractual 
agreement. The recipient would try to achieve self-sufficiency, either by undergoing 
an education and training program or beginning a job search. For its part of the 
agreement, the government would provide job training, job search assistance, adequate 
child care, and medical insurance to assist in the welfare-to-work transition.92 

Sanctions for noncompliance with the contractual agreement were also built into 
the plan. If the recipient failed to comply with the terms of the contract, the 
caretaker's portion of the grant would be eliminated until the recipient met the terms 
of the contract. During the sanctioning period, payments to dependent children would 
be continued through a third party. The terms of the contract would also be violated 
if the government failed to meet its end of the agreement.93 

The NGA reasoned that most of the funding for the program should come from 
the federal government because it would reap most of the savings. They also believed 
that states should have broad flexibility in using these funds to design their own 
programs. As stated in the proposal: "The leading innovations have come from the 
states in this area, and the states must have maximum flexibility in designing their 
education, training and employment programs for welfare recipients."~ Funding for 
the education and training portion of the plan would be $1 billion for the first full 
year with the federal government paying 85 percent or $850 million in the first year, 
then down to a 75-25 split after the program was established.95 
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Reagaa's Welfare Reform Plan 

In a fact sheet released January 27, 1987, the White House stated: •No more 
'national' welfare reforms should be adopted unless they have first been tested and 
~ave proven they reduce dcpcndcncy:96 On February 26, 1987, the White House 
unveiled its own welfare legislation, which would enable states and communities to 
design their own welfare reform proposals in order to experiment with ways to help 
the long-term poor become less dependent on welfare. The initiative would be financed 
by diverting funds that would otherwise be spent on current programs. Reagan told 
the governors at their national convention: •our goal is to establish a process that 
allows states and communities to implement their own anti-poverty ideas based on their 
own unique experiences. States and communities are in the best position to find 
solutions to welfare dcpcndcncy."97 His remarks were met with lukewarm reception 
because he failed to back up his rhetoric with the necessary funding in order to make 
the proposal work.98 

For seven consecutive years the administration has tried to eliminate funding for 
WIN, which provides funds to help states make employment and training programs 
available to AFDC recipients. Congress ref used to accept the administration's request 
until 1986, when a House-Senate conference yielded to budget pressure and cut the 
WIN program in half from $210 million in fiscal 1986 to $103 million in fiscal 1987. 
Congress further agreed to end funding for WIN in June 1987 in anticipation of 
replacement legislation. The administration's replacement program for WIN in 1988 is 
Greater Opportunities Through Work (GROW). It emphasizes education as well as 
training and mandates participation for AFDC mothers after an infant reaches six 
months.99 

Like WIN. Reagan's GROW plan would be open-ended, but at a SO-SO match 
rather than the existing 90-10 spliL States would also be required to enroll an 
increasing percentage of AFDC recipients in the program - up to an estimated 1.4 
million people by 1992, or 60 percent of all adult AFDC recipients. Federal funds for 
GROW would cover SO percent of services including operating work activities such as 
job search and community work experience; orientation, assessments, and ref crrals; 
necessary support services such as child care and transportation; and staff, 
r.ccordkccping, and other program administration costs. Matching funds, however, arc 
run available for the direct costs of providing basic education or training.100 The 
administration argues that education is already funded at the state and local levels and 
training funds arc available through other sources, such as JTPA.101 This reasoning 
reveals a major flaw in the administration's plan. Reagan is attempting to serve more 
people and yet spend less money in the process. As a result, providers will end up 
off cring recipients the cheapest services available (usually job search assistance), which 
arc also the most ineffectual at reducing dependency. 

GROW focuses on thos.c at risk of becoming long-term dependents, especially 
teen parents. It is designed to cover all •cmployabtc• AFDC recipients under age 60. 
Exempt individuals include those who arc: 

1. a dependent child (nonparcnt) under age 16; 

2. ill or incapacitated; 

3. required to stay at home to care for a disabled family member; 

91 



4. in the last trimester of pregnancy; 

5. a parent of a child six months or younger (could be younger at state option); 
or 

6. a participant in an alcohol or drug abuse treatment program. 

Among the allowable program activities are job search, community work 
experience, work supplementation or grant diversion, basic education, including 
remedial, training, and other activities provided under the Job Training Partnership Act 
(JTPA), other short-term training directed at immediate placement in available jobs, 
and other employment-directed activities designed by the state and approved by the 
secretary of D HHs.102 

Overall participation level standards are set at 20 percent for FY88, 30 percent 
for FY89, 40 percent for FY90, 50 percent for 1991, and 60 percent for FY92 and 
succeeding years.103 The formula for determining the monthly participation rate is the 
number of participants divided by the participant pool. The number of participants 
includes teens attending school full time and other recipients in work activities and or · 
paid employment, and the participant pool is comprised of all employable recipients and 
applicants involved in job searches. The average number of scheduled hours must be 
20 hours per week in order for the maximum number of individuals to be counted.1°' 
Kennedy's Proposal 

On March 18, 1987 the Senate Labor and Human Resources Committee 
unanimously approved Senate Bill 514, legislation introduced by Senator Kennedy that 
would authorize the payment of bonuses to states that successfully move long-term 
welfare recipients into private-sector jobs. Senate Bill 514 or Jobs for Employable 
Dependent Individuals (JEDI) would amend the JTPA to authorize the bonuses, which 
would be paid from savings the federal government accrued from reduced welfare costs. 
The Congressional Budget Office (CBO) estimates a savings to the federal government 
of $68 million in outlays over five years. After a person previously receiving AFDC or 
SSI had worked for a year, the federal government would give the state 75 percent of 
the benefits the federal government would have paid had the recipient stayed on 
welfare. The second year the benefits would be reduced to 50 percent, and the third 
year to 25 percent. It is estimated that the JEDI bonuses would amount to $3,700 per 
person over three years in the average state.105 

Kennedy acknowledged that the concept for the legislation is based on the 
Massachusetts Employment Training Choices program. He said: •This bill is action 
where it is needed and when it is needed - now, before more families are needlessly 
consigned to years of destitution, dependency, and despair:106 These comments were 
subtly criticizing Reagan's proposal to continue study of the welfare dependency 
problem. 

Kennedy's JEDI bill has received considerable support from conservatives as well 
as liberals. The Heritage Foundation, a conservative think-tank in Washington, said 
Kennedy "is making a serious and important contribution to the debate: Robert 
Rector, a Heritage policy analyst said "the Kennedy proposal strikes a chord with many 
of the themes in Ronald Reagan's new welfare reform strategy: He was referring to 
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Reagan's proposal to permit greater experimentation by the states. Senator Orrin 
Hatch called Kennedy's bill "a new approach that would be helpful." JEDI targets 
those who have been on welfare continuously for two years and those under age 22 
who have not completed high schoot.107 

Moynihan's Proposal 

In outlining his plan to replace AFDC, Senator Moynihan stated: "A program 
that was designed for poor widows will not be supported in a world where mothers are 
poor because they are unsupported by their divorced husbands or because they are 
unwed. A program that was designed to pay mothers to stay at home with their 
children cannot succeed when we now observe most mothers going out to work."108 
Among the key elements of the Moynihan plan are that it requires the custodial parent 
to support the children by working - even part time - outside the home. Work and 
training opportunities would be provided to the parents if necessary. His plan also 
provides public support to bring family income up to a. minimum standard of living if 
earnings fall short.109 

Moynihan said the recurring theme of the January 23, 1987 hearing was of a new 
social contract, "a contract in which parents agree to assume the primary financial 
respon.sibility for their children." In exchange, he said, "the rest of us, through 
temporary government assistance, will assure that children and the families raising 
them receive adequate income and health care.... A society cannot long prosper if it 
squanders its children. And we do not have children to waste."110 

Moynihan's bill is called the Family Security Act and it focuses on poor children 
in order to gain bipartisan support. It would create a Job Opportunities and Basic 
Skills (JOBS) program to replace WIN as a new education an.d training program. It 
would allow states to seek waivers to use federal funds to operate demonstration 
programs that would help get welfare recipients into unsubsidized jobs, similar to 
Reagan's bill, but not as broad.111 

Moynihan's bill would cost $2.72 billion, about half the cost of House Resolution 
1720. AFDC would be renamed "Child Support Supplements." Moynihan introduced this 
legislation July 21, 1987.112 

Ford's Bill 

House Resolution 1720 was introduced by Rep. Harold E. Ford, (D.-Tenn.), 
Chairman of the Ways and Means Subcommittee on Public Assistance. The measure 
would replace the AFDC program and is similar to the suggestions made by a number 
of groups in previous months, including the proposal approved by the governors in 
February, 1987. Ford said at a press conference: "The bill replaces the AFDC program 
- what most of us know as welfare - with a new Family Support Program that says a 
job is the best way to support the family. It says children deserve the child support 
that is owed to them. And it says that families who must resort to welfare through 
no fault of their own deserve a decent benefit level."113 

The education and training portion of House Resolution 1720, know as the 
National Education, Training, and Work, or NETWork, program requires states to 
establish mandatory work, education, and training programs for welfare recipients with 
children over age six, although states would have the option to lower the mandatory 
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age to as low as six months, as long as child care would be provided. The proposal 
would also target resources to long-term recipients who had been shown to benefit 
most from intensive education and training programs. Priority would also be given to 
teenage parents or those who had their first child as teens--those people who are in 
danger of being long-term recipients. Long-term recipients are those receiving AFDC 
benefits for two or more years continuously. In addition, child care and continued 
health care would be guaranteed for recipients participating in the work and training 
programs. A number of work disincentives present in the current law would also be 
removed.114 

Among some of the more controversial aspects of House Resolution 1720 are that 
it would extend the AFDC-U program to all states (currently it is a state option). and 
it would establish a guaranteed minimum income for welfare recipients within five 
years. States·would have to provide benefits equal to 15 percent of the state median 
income (18 states currently provide benefits below that level, and most of them are in 
the South).115 

House Resolution 1720 received a favorable subcommittee vote on April 2, 1987, 
but was strongly denounced by Reagan officials. James C. Miller III, director of the 
Office of Management and Budget (OMB) called the bill "a travesty and a tragedy." 
Miller claimed NETWork would "induce people to go onto the AFDC rolls simply to get 
education, training and support services."116 Republicans on Ford's subcommittee are 
also critical of the proposal, particularly its price tag -- an estimated $5 billion over 
three years. Republicans agree on the work and training component, but disagree over 
the minimum benefit level provision. The bill was also opposed by Otis Bowen, 
secretary of DHHS in an April 2, 1987, letter to Rep. Dan Rostenkowski (D.-lll.). 
chairman of the Ways and Means committee, saying the increased benefits would 
increase dependency.117 

OMB estimated that the Ford bill would cost the federal government $558 million 
in FY88, $1.6 billion in FY89, and $2.7 billion in FY90.118 

NETWork would replace WIN, but the key difference is that NETWork would be 
open-ended, enabling states to receive as much in federal funds as they were willing to 
match at a 75:-25 federal-state split. WIN had paid a 90-10 split, but .was capped each 
year.119 

Ford, succumbing to fiscal pressures, scaled back the cost of House Resolution 
1720 from the initial estimate of $11.8 billion over five years to $5.5 billion. In 
addition, he reduced the federal government share of the cost of the education and 
training program (NETWork) from 75 percent to 60 percent. Other modifications to 
House Resolution 1720 were that mandatory participation would be required of all able
bodied recipients without children under age three, down from those without children 
under age six. Second, welfare recipients who got themselves off the rolls through a 
job would be granted continued medicaid coverage for a nine-month transition period 
and child care for six months. Third, to remove work disincentives it would require 
states to disregard the first $100 of earned income per month and 25 percent of 
additional earnings in determining benefits for those combining work with welfare. 
Fourth, the estimated costs for NETWork would be reduced from $3.1 billion to $1.8 
billion over five years. Fifth, the amount of federal money available for child care 
was reduced from S 1.8 billion over five years to $600 million. Finally, the extension of 
medicaid for those working would be postponed to 1989 and its application would be 
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limited, saving $1.2 billion over five years. 

Republicans disagreed with numerous aspects of House Resolution 1720, 
particularly raising the minimum benefit level, extending benefits to two-parent families 
(AFDC-U), and increasing the federal share of .benefits. Disagreement also arose over 
the amount of control the federal government should have over the states. Republicans 
objected to provisions imposing specific guidelines or standards for items ranging from 
benefits to child care. They said the states should have flexibility to decide what is 
best for their people.120 

The components of the NETWork plan at issue include the requirement that 
welfare recipients in the work assignments be paid no less than the going rate fo r the 
job. Republicans argue they should be paid less, to give the employers a break for 
taking a chance on hiring them. In addition, controversy arose over imposing a six
month limit on unpaid work experience under the Community Work Experience or 
workfare program. Republicans feel that no time limit should be imposed. 

In order to cut another $880 million from House Resolution 1720 to bring the 
total cost down from $6.1 billion to $5.2 billion, a number of modifications were made 
in June of 1987. First, the leµgth of time during which recipients ·could continue to 
receive medicaid after finding a job was reduced from nine to six months. Second, the 
federal share of administrative costs for the NETWork program was reduced from 60 to 
50 percent. Conversely, the federal matching rate for training, education, and support 
services for NETWork was raised from 60 to 65 percent. Third, the requirement to 
make states pay a minimum benefit equal to 15 percent of the state's median income 
was eliminated.121 

After the bill was reviewed by four committees, Ways and Means, Education and 
Labor, Energy and Communication, and Agriculture, a compromise was worked out over 
the specifics of House Resolution 1720. The compromise bill enables parents with 
children three to six years old to participate part time if day care can be guaranteed. 
Additionally, eligibility for Medicaid benefits was extended for 24 months after getting 
a job. The new cost for the bill would be $1.7 billion over three years. The House 
approved this version of House Resolution 1720 on December 16, 1987.122 

Republican Alternative 

Republicans on Ford's subcommittee did not fully endorse Reagan's proposal to 
allow states broad authority to apply for waivers from federal regulations so they could 
experiment with the welfare system. Consequently they introduced House Resolution 
1985 on April 8, 1987, which embraced Reagan's proposal - giving states broad 
flexibility - but also created a smaller version of the education-work-training program 
in the Ford bill at a cost of $350 million per year. The provision required mandatory 
participation for those recipients with children over one year of age.123 

A more comprehensive bill, House Resolution 3200, was introduced as the 
Republican alternative to welfare reform and received the endorsement of President 
Reagan. The bill contains provisions for new education and training programs for 
welfare recipients and also emphasizes child care and other benefits to help ease the 
welfare-to-work transition. The estimated cost of House Resolution 3200 is $1.4 billion 
over five years, far less than either House Resolution 1720 at $5.3 billion or Senate 
1511 at $2.72 billion.124 The Republican plan has no provision for benefit increases, 
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which they claim encourages welfare dependency. 

SUMMARY AND CONCLUSIONS 

Reagan's actions regarding the AFDC program appear to be based upon his 
threefold theory of welfare: it is not good for people; dependency is increasing in the 
U.S.; and no one who can work and is working should depend on the welfare system. 
In order to discourage dependency, Reagan implemented policies that eliminated many 
of the work incentives that had afforded the working poor an opportunity to gradually 
work their way off the welfare rolls. Instead, those welfare recipients who had 
combined work with welfare became ineligible for assistance and were forced to 
support themselves and their families on their meager earnings alone.125 

Pursuant to his desire to reduce the size of big government, the President 
transferred more responsibility for social service programs from the federal government 
to the states. Reagan's aggressive emphasis on state flexibility under WIN Demo (even 
though WIN Demo was not proposed or endorsed by the administration) produced some 
positive results. WIN Demo has added considerable new activity and mom~ntum in 
welfare employment at the state level and provided new political visibility and priority 
on work programs that had not previously existed.126 

Despite the added flexibility that states now enjoy in developing employment and 
training programs for welfare recipients, few have the necessary funding available to 
take advantage of the opportunity. Reagan has attempted to eliminate the WIN 
program for seven consecutive years and, failing that, has succeeded in reducing its 
funding 70 percent from 1981 to 1986. Consequently, only the more affluent states 
that ca n afford to supplement this shrinking federal source of aid are able to off er 
their welfare clients new welfare-to-work programs. Reagan's desire to contain 
spending in the social services has also made program cost one of the most crucial 
issues in the current debate over welfare reform. 

Welfare reform has been on the legislative agenda since 1969 when presidents, 
commissions, and others began pushing Congress to implement a reform measure. 
Different approaches to reform have been used at different times. For example, both 
the Nixon and Carter proposals attempted to expand eligibility for cash aid to include 
the full-time working poor and also to make aid less uneven. On the other hand, 
Reagan aimed to confine aid to those without any nonwelfare income and as a result 
eliminated many of the working poor from the rolls. Different administrations have 
also taken. different approaches in an attempt to decrease welfare dependency. Nixon 
and Carter sought to reduce the welfare rolls by providing cash incentives for work, 
imposing work rules, and setting up work programs. Conversely, Reagan modified or 
eliminated existing cash work incentives and proposed mandatory workfare, in which 
work or a work-related activity would be required in exchange for benefits.127 

During the lOOth Congress, Democrats intr.oduced a number of welfare reform 
measures that would redirect the AFDC system into one that encourages welfare 
recipients to achieve self-sufficiency through employment. The primary themes of the 
pending welfare reform legislation are work programs to promote parental responsibility 
for children and the notion of a reciprocal obligation of AFDC recipients and society. 
A contract would be formed between the recipient, who would agree to prepare for 
work and seek and accept a suitable job, and the agency, which would provide the 

96 



I 

recipient with money, education, training, job creation, and supportive services such as 
child care, medical insurance, and transportation allowances.128 

While many people agree on some of the key issues behind welfare reform, 
important disagreements still remain, particularly over the specifics of. the legislation. 
Among the issues being debated are whether participation in work programs should be 
voluntary or mandatory, what role schooling and training should play, whether women 
with children under age six should be required to participate, and what share of 
program costs should be paid by the states.129 The fate of welfare reform in the 
lOOth Congress will be determined in large part by how these issues are resolved. 
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Chapter S. Federal Aid to Students for Higher Education 

INTRODUCTION 

Historically, basic education (elementary and secondary level) for the masses has 
been the most prominent part of federal education policy. The status of higher 
education on the legislative agenda has risen as higher education becomes more vital 
for individual and social progress, but the federal government's policies regarding 
higher education have incorporated neither a coherent philosophical nor administrative 
strategy. This chapter will examine the approaches to student assistance taken by 
presidential administrations from Franklin Delano Roosevelt through Ronald Reagan. 
Particular attention will be given to the goals and results of FDR's New Deal, Lyndon 
B. Johnson's Great Society and Ronald Reagan's New Federalism. 

Overview 

The three great shifts in higher education since 1930 include the increase in 
educational costs of institutions; the shift from private to public sources of financial 
support for education; and the shift o·f public ·support from state and local governments 
to support from federal sources of aid (in 1929-30 federal support equalled 9 percent of 
government aid for higher education; in 1973-74 federal support made up 45 percent).1 

Within the shift of increased federal support, a shift to a reliance on loans to students 
has taken place. Loans to students are a key aspect of higher education today. 

Government support can come in the form of institutional aid, funding for 
research projects, and student aid (scholarships and fellowships, subsidized loans, and 
part-time employment or work-study programs). The assistance has been distributed 
through programs scattered among federal agencies to attain diverse federal policy 
ends.2 The programs have been inconsistent and "problem driven," serving to meet 
economic and military challenges, not purely out of a commitment to higher education. 

"Emergency" and "the national defense" were key terms used to rally support for 
early legislation for aid to higher education. These emergency situations often meant 
the programs · were temporary until someone cried "emergency" again. The legislation in 
response to the depression was entitled the Federal Emergency Relief Administration 
and was directly related to limiting the number of college dropouts who would add to 
the unemployment rolls. The National Defense Student Loan Program in 1942 was 
created to assist in military training. The GI Bill was another emergency in which 
millions of veterans were going to reenter a postwar economy that would not be able 
to absorb them and leave many veterans unable to adjust. 

In 1958 the tide began to turn. The National Defense Education Act of 1958 was 
a response to Sputnik, the Russian satellite, a military matter worthy of an emergency 
response because the United States was behind in technological know-how, but the act 
also represented the first time the federal government made a commitment to higher 
education for the sake of higher education. The act not only recognized the 
importance of scientific research and study at this level, but provided financial 
assistance for the training of teachers who would in turn return to higher education. 

LBJ's Great Society turned the patchwork education policy of the New Deal into 
the assumed responsibility of the federal government. In the Higher Education Act of 
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1965 President Johnson used higher education to address what he considered a moral 
imperative, "the inequality of opportunity."3 The civil rights movement in the early 
1960s, the passing of the Elementary and Secondary Act in early 1965, and the 
economic concept of human capital (recognizing an investment in education as 
increasing someone's worth) helped to pave the way for this historic piece of 
legislation. 

Aid to students for higher education is now "good public policy," but the type of 
aid to be given continues to be debated bitterly. The debate over whether equal 
opportunity in education is provided by giving loans as opposed to grants to low
income students has replaced the emergency and national defense concerns about 
student aid. 

Federal Government and Higher Education 

The federal government's role in education, particularly higher education, has 
been controversial. The problems can be broken down into two basic issues. The first 
problem arose because education is not mentioned in the United States Constitution . 
. Therefore.. some argued that education is a responsibility delegated to state and local 
governments and private citizens. Southerners cried loudest, fearing that federal 
involvement would bring pressure to desegregate the school systems. The Supreme 
Court decision in Hel vering v. Davis in 193 7 opened the door for federal aid to 
education. The court ruled that the U.S. Congress had the responsibility to define 
general welfare, therefore justifying the federal government's involvement in education 
matters.4 

The second problem concerning government intervention in education relates to 
the separation of church and state.5 Could government assist educational institutions 
that were affiliated with a church? The Supreme Court had set a precedent in this 
matter for a state government even before 1937. The Cochran v. Louisiana decision in 
1928 allowed the Louisiana State Board of Education to give textbooks to children in 
both public and private schools, saying this aid was going to the individual and not the 
institution.6 Future federal aid would build on this principle. 

Five fundamental reasons contribute to the appeal of assistance in the form of 
student aid instead of institutional aid. First, student aid makes for good public 
relations with the electorate. Parents appreciate the assistance and with 18-year-olds 
gaining the right to vote in 1971 the incentive was even greater. The second and 
third reasons are respecting the First Amendment and honoring the Tenth Amendment 
of the U.S. Constitution. Student aid skirts the church-state issue by not providing a 
direct subsidy to a religious-affiliated institution, and does not get into the state 
domain or affect a college's autonomy. Fourth, the appropriation can be defined on a 
national basis, disregarding state and regional differences. The fifth reason is that it 
does not force politicians to choose between schools.7 

On the other side of the issue, opponents argue that student assistance does not 
touch the biggest problems facing colleges, which are operating funds for teachers' 
salaries and capital grants for construction. During the discussion of the GI Bill, 
opponents of student aid argued that because tuition charges do not cover the entire 
costs of education, scholarships that cover only tuition would drain the institution's 
money for other operations. They feared that more students going to college because 
of the aid would result in weaker institutions because of no available money to 
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maintain quality.8 

THE NEW DEAL 

President Roosevelt took less than three months after his inauguration to 
approve the Federal Emergency Relief Administration (FERA) in May 1933.9 The bulk 
of the New Deal programs focused on poverty and unemployment and these were the 
underlying concerns of student aid proposals as well. While the depression was driving 
the value of the dollar down and college expenses up, students found a tight job 
market in .small towns where the majority of universities existed.10 Unemployed 
parents translated into more students leaving school. College enrollment dropped in 
1932 for the first time since World War I. Between 1932 and 1934 enrollment 
decreased 10 percent in universities, and it was projected that 250,000-350,000 more 
students would be unemployed if they could not afford to stay in school.11 

George Zook, Commissioner of the Office of Education, was responsible for 
including education initiatives into FDR's New Deal. His plan showed much foresight 
in the sense ~hat he recognized th·e economic problem would not end overnight, and 
while direct aid would buy some time, it was not a good long·-term policy.12 

The Civilian Conservation Corps (CCC), under the FERA was the first federal 
agency to assist unemployed youth, included aid to college students. The CCC 
recognized it was cheaper to keep youth in school than in camps and that this 
education would pay off in other ways in the future. Indeed, college aid cost one
tenth of the CCC costs and federal administration was less than 1 percent of the costs 
of operating the program. The program of college aid started in the spring semester 
1933-34 and assisted 75,000 students.13 

Along with George Zoo k's work, prodding from Eleanor Roosevelt, Harry Hopkins, 
administrator of the FERA, and businessman Charles W. Taussig encouraged the 
development of the National Youth Administration (NY A), which extended the college 
aid program under the Workers Progress Administration (WPA) beginning with the 
school year 1934-35 and continuing until 1943. Many government agencies wanted to 
operate the program but deputy WPA administrator Aubrey Williams became the 
executive director of the NY A. 

In a legislative compromise to allow more input into the operation of the NY A, 
two advisory committees were established. The Executive Committee consisted of 
departmental officials and was chaired by assistant secretary of the treasury Josephine 
Price. The second committee, the National Advisory Committee of NY A, was chaired 
by Taussig and its members represented business, labor, church, and agricultural 
education interests.14 

Chairman Taussig had understood the NY A's role to be to: 

address the following shortcomings in social and economic life: 1) 
education system inadequate to prepare youth for available work; 2) not 
equal opportunity for education-- not enough free schools and some are 
too poor to attend them even where they exist (i.e. do not have pair of 
shoes to go to school).15 
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The NY A program was open to all nonprofit, tax-exempt educational institutions. 
The college or university was responsible for selecting the students, based on need 
defined as "those not able to attend school otherwise" and scholastic record and 
placing them in positions that do not replace regular employees (the students did 
library and clerical work, research, and surveying). Undergraduates could earn up to 
$20 per month and graduate students up to $40 when the program was expanded to 
include them in 1937-38. (This expansion for the 1937-38 school year also established 
a special fund for minority graduate students, but by this time the program had already 
peaked and funds were being reduced.)16 One-third of those receiving aid had family 
incomes less than $999 annually and three-fourths less than $1,999.17 

The NY A was criticized by some because it did not go through education 
agencies. Opponents viewed the NY A as void of educational intent and as putting 
education on the dole. The threats of political control faded when people realized no 
political control was attempted.18 

The NY A had accomplished a dual purpose of keeping students in school and 
keeping them off the unemployment roles, and was also credited with assisting students 
in the transition between school and work. NY A assisted an estimated 600,000 college 
students and the high caliber of scholastic work of these students made selection to 
the program partly an honor.19 The projects also invigorated faculty to do more 
research and to conduct special studies.20 

The Resident Projects were an attempt to promote farming through an 
experimental approach of direct aid. Started in Louisiana, these projects brought youth 
to college campuses and trained them to be year-round farmers. Whether it was a 
specific crop or flowers for commercial production, the youth would help build their 
own housing on campus and work for their food and a meager stipend.21 

Another program worth noting was the Student War Loans Program (SWLP) 
established in 1942. The program responded to increases in the costs of college and 
living above what students could earn in a part-time job. The scholarships and 
fellowships had not been enough. SWLP granted loans at a 2.5 percent interest rate to 
students within two years of graduation in certain fields of study including 
engineering, chemistry, medicine, dentistry, and pharmacy. Participants agreed to work 
at the War Manpower Commission after graduation. The program ended in 1944 
because of the decrease in the age of draftees and a decreased need for the program 
due to college training by the Army and Navy. In its two-year existence the program 
served 11,000 students with approximately $3,300,000.22 

FDR Continues His Push 

As early as November 1942 President Roosevelt bad appointed a committee to 
discuss the problem of veterans returning from World War II. The result was the 
Servicemen's Readjustment Act of 1944--otherwise known as the GI Bill of Rights, 
Roosevelt's second major piece of legislation concerning federal aid to students in 
higher education.23 

Again, federal legislation was responding to economic concerns about how the 
postwar economy would handle the influx of returning veterans and their adjustment 
into the economy after having their education interrupted for four or more years. A 
key to the success of this legislation was recognizing that aid for education would be 
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interpreted as a welfare program (this poverty labeling hampered education legislation 
into the Kennedy and Johnson administrations). The legislation was presented as 
assistance to deserving veterans. 

A veteran obtaining admittance and a passing grade at any school, college, or 
university recognized by the state or the Veterans Administration could receive the 
education benefits. The Veterans Administration paid directly to the institution tuition 
and fees up to $500 per academic year. State universities were allowed to charge out
of-state fees to all veterans to increase its tuition revenue, a compromise in the fight 
over individual versus institutional aid. The student veteran received a subsistence 
allowance varying with the number of dependents. 

The original intent of the GI Bill was for those who had their education 
disrupted or delayed by saying "those not under 25 when entering service; those over 
25 would have to demonstrate disruption or delay," but this was amended before final 
passage.24 All veterans serving more than 90 days were eligible. Another restriction 
approved of by FDR but rejected by Congress was that all eligible veterans be given 
one year's training. After this year a limited number of veterans demonstrating 
"special aptitudes" would receive further higher education assistance. This stipulation 
drew heated criticism with Senator Claude Pepper (D-FL) responding by calling the 
proposed tests undemocratic. 26 

PREPARING FOR THE GREAT SOCIETY 

The Truman Administrat ion 

Expressing a commitment to higher education, President Truman established the 
Zook Commission to look at federal government policy toward education. Since no 
related legislation was passed during the Truman administration the importance of the 
commission was not its numerous recommendations. The commission failed to rally key 
constituents or to convince the President of the merits of its recommendations.26 

The key was their pronouncement that, "One-third of American young people 
could complete advanced liberal or professional education. It .is a waste of human 
resources that so many dropped out for financial reasons."27 This was an important 
recognition of the role higher education could play in developing the nation's human 
resources. 

One of the first signs of Congress's discontent with colleges and universities was 
addressed under the Truman administration with the extension of the GI Bill benefits 
to Korean War veterans in 1952. Some legislators felt that private institutions were 
raising their tuition to take advantage of the direct payment to the institution for the 
veterans education costs (up to $500). Congress changed the distribution to lump sum 
monthly payments for higher education directly to veterans (adjusted for the number of 
dependents), requiring veterans to pay tuition and fees. Shady tuition setting practices 
were eliminated because the money came out of the veteran's pockets. The 
administration of the program was also greatly simplified.28 
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The Eisenhower Administration 

In 1956 President Eisenhower followed T ruman's lead and established the Josephs 
Commission to look into matters of America n ed ucation. This commission went a step 
further than Truman's by stating, "About one-half of the United States population 
could benefit beyond high school but there were some non-economic barriers to higher 
education such as a lack of information and motivation on behalf of students 
(estimated 200,000 high school graduates able to attend college but not going."29 To 
address this, the commission advocated greater reliance on student borrowing, 
nonf ederal sources to increase scholarships and loans, and a work-study program. 

While legislators were evaluating the commission's recommendations, the Russians 
launched Sputnik, "the great motivator for education legislation." President Eisenhower 
had thought education worked best when the responsibility for it was kept close to 
home (i.e., home-school-community), but the Sputnik launch created another time of 
emergency and the nation's security warranted federal involvement. The U.S. feared 
the Cold War had shifted from the Kremlin to the classroom. There was a recognition 
that the backbone of a strong military industrial complex was technicians.30 In this 
situation Eisenhower believed that by addressing the problem from the level of higher 
education, with its highly trained ·personnel, he . would receive the quickest returns on 
the temporary programs. 

The result was the National Defense Education Act of 1958 (NDEA). Defense 
was added to the title in a conscious effort to gain votes for passage.31 Eisenhower 
agreed with the ideas but not with what he considered a high level of expenditures. 
One casualty of the House of Representatives debate was a provision for undergraduate 
scholarships, replaced by a low-interest loan program (3 percent interest starting at 
the end of full-time schooling) for needy students.32 The Republicans objected to 
scholarships because "students should not be induced to go to college".33 Loans were 
supposed to protect the private university sector, provide competition in education, and 
f rec colleges to set their own priorities.34 

The federal government provided 90 percent of the capital for the loans, and the 
institution provided the other 10 percent. The federal money was distributed to the 
states on the basis of higher education enrollment and the institution received the 
money in proportion to the request. Special consideration was given to students 
(undergraduate and graduate students were eligible) who expressed a desire to teach 
elementary and secondary school (half of the loans in 1959-60 went here) and to those 
with superior ability in science, math, engineering or foreign languages. There was a 
ten year payment period with part of the repayment cancelled if the recipient became 
a teacher. By June 1960 the loan fund equalled $79.3 million ($70.8 million from the 
federal government) covering over 140,000 loans at 1,357 institutions.36 

NDEA also included graduate fellowships designed to increase the number of 
trained college and university teachers to meet the expected doubling of undergraduate 
enrollment between 1958 and 1970 and to promote a wider geographic distribution of 
facilities for graduate study. The geographic distribution was to occur by awarding 
fellowships contingent on the particular institution the student would attend.36 

There were also fellowships for graduate study in 85 modern languages chosen by 
the commissioner of education. The students receiving the fellowship had to provide 
reasonable assurance they would be available to teach or provide a public service in 
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the language after graduation. Fellowships were provided to train scientists to fill the 
void of teachers and researchers because of the World War II draw of students out of 
graduate school.37 

The concept of need analysis found its way into the federal arena with this act. 
It was established in the 1950s by private institutions to determine financial aid for · 
students. In 1954 the College Board established the College Scholarship Service (CSS) 
standard need analysis system. It was based on the assumption that parents have an 
obligation to finance education to the extent they are able. While the d'efinition of 
need was very vague in the New Deal programs, the National Defense Student Loans 
began a systematic approach of analysis. Its use grew with the Economic Opportunity 
Act of 1964 and the Higher Education Act of 1965 for college work study and the 
economic opportunity grant programs.38 

The two need systems were the Alternate Income Method (AI) and the Income 
Tax Method (IT). Institutions chose the systems individually. The AI calculated family 
contribution based on family size and income. The IT calculated the family's 
contribution in relation to the amount of federal income tax paid.39 

THE PUSH FOR EQUAL OPPORTUNITY 

President Kennedy continued the legacy of task forces, establishing the Hovde 
Task Force on Education. Again the task force's recommendations went far beyond 
what Congress would . be willing to legislate, calling for over $9 trillion in grants and 
loans for four years and a five-year extension of NDEA:'0 With these 
recommendations the debate over aid to students continued to rage because some, 
usually Republicans, felt grants should never be given, only loans that people had to 
repay. These loans would go through .banks, requiring neither the university nor the 
federal government to do any bookwork.41 The Democrats continued to call for grants. 

Higher education has always taken a back seat to elementary and secondary 
school aid and Kennedy's tenure was no different. The attention and animosity 
received by Kennedy's elementary and secondary education proposal dominated the 
consideration of education issues and student assistance became a casualty of his 
battered education agenda. 

President Johnson gave forewarning of his intentions with a message to Congress 
on January 12, 1965, stating his agenda, "to provide full educational opportunity to 
every American."42 His Office of Economic Opportunity (OEO) in 1964 had revived the 
New Deal college work study program and by mid-1965 the climate for higher education 
was right. LBJ was coming back from a big election victory with a Democratic 
majority in Congress, and the divisive issues had been dealt with in the passage of the 
Civil Rights Act and the Elementary and Secondary Education Act in April 1965. No 
major assistance programs had been passed in recent years in spite of the 1950s 
enrollment boom leading to a shortage of teachers and fiscal strain on institutions. 
Poverty had also been rediscovered in America. With the new economic theory of 
human capital gaining support, higher education seemed like a good way to address the 
problems facing the country. 
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The Higher Education Act of 1965 established higher education as a right. At 
the signing ceremony P.resident Johnson stated, "The Higher Education Act of 1965 ... will 
swing open a new door for young people of America .. .it is the most important door 
that will ever open--the door to education.••3 Representative Edith Green (D-MO) 
echoed the President, •Allowing people to have equal opportunities for college removed 
the 'airtight cage of poverty'. You could have all the equal rights in the world but 
without money for college what good are these rights?•" 

LBJ had started his efforts just like all the Presidents since FDR, with a task 
force. It was the secret task force's duty to identify the most pressing education 
problems and to develop ideas for programs for a legislative package that was being 
delayed by the election. The focus of the task force was limited only by LBJ's goals 
to establish equal educational opportunity and to increase the quality of institutions.45 

The task force recommendations that were accepted by the President were (I) 
offering scholarships from the United States Office of Education (USOE); (2) 
transferring the work-study program from the OEO to the USOE; and (3) raising the 
eligibility cap on family income from $3,000 to $10,000 as well as considering middle
income students once lower-income students had been covered; and (4). extending the 
NDEA loan ·program for three years. · 

The Higher Education Act of 1965 created only a mild controversy for two 
reasons. The first was President Johnson's method of not fighting over certain 
programs, but to make sure, • .. .it was a substantial bill for higher education and it had 
student support provisions: whatever the programs.46 The second reason was the 
assistance of Representative Edith Green, chairman of a House Special Subcommittee on 
Education, and Senator Wayne Morse, chairman of the Subcommittee on Education. 
Their influence ensured acceptance of the bill throughout the legislative process.47 

Because the task force had been secret, the legislative process was the first time 
for outside input and the congressional hearings were the settings for th is 
participation. While the main concern for the White House legislative liaison and LBJ's 
•education man: Doug Cater, was that the legislation be enacted, the Department of 
Health Education and Welfare (HEW) and the USOE legislative teams did most of the 
lobbying on the substantive points of the proposal.48 

During the congressional discussion Senator Abraham Ribicoff (D-CT) proposed a 
system of tuition tax credits to assist middle-income students who could not qualify for 
the NDEA loan program. The program would allow a tax deduction for college 
expenses, and therefore allow institutions to increase tuition without further costs to 
the middle-income student. This plan went beyond LBJ's idea of broadening the base 
of support in higher education. The administration considered it a reverse income tax 
that benefitted primarily middle- and upper-income families. The administration 
thought low-income students had the most problems financing higher education, so 
there was no justification for a plan to assist middle- and upper-income students 
without helping lower-income students. Besides, the increased tuition would hurt 
lower-income students. The price tag of the program, estimated to cost $150 million in 
1965 and $3 billion in 1970, led to its downf all.49 

The forerunner to the income contingent loan program, the Killingsworth 
proposal, was also debated in this Congress.50 The loan proposal obligated students to 
pay some portion of their future incomes through the income-tax mechanism. The 
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Department of the Treasury, which came up with a loan program of its own, thought 
this program was very complicated and inequitable, and that some students would not 
know what they were getting themselves into.51 

Representative Green shared some of the concerns of congressmen who thought 
success should not be penalized. "If you worked hard you would pay more than if you 
were not successful."52 Representative Green also raised the question of sex 
discrimination--the belief that woman would never achieve as much success as men-
and would this cause more barriers for women with admissions standards? If students 
were going to p~y back on the basis of what you earn, it would be unfair to men.53 

The controversial part of the administration's proposal was the Treasury's 
Student Guaranteed Loan Program (SGLP). The program was directed at middle-income 
students. To gain the support of senators who favored the tax credit approach it 
included a federal guarantee and an interest subsidy. Under the NDEA the capital was 
a line item on the budget, under SGLP only the interest on the principal was a line 
item. The President's support for such a program stemmed from his college days when 
he took out a loan for college.54 

The American Bankers Association's (ABA) opposed SGLP because they had 
nothing to gain and the interest rate would be too low. They did not like the SGLP 
revision by the Full House Committee either. Finally, the administration established a 
compromise that would encourage the development of private loans to college students 
by advancing federal funds to nonf ederal a~encies for state programs.55 

LBJ did not want to be seen as dictating to Congress, so it was a matter of 
whether he supported a proposal, rather than if he opposed it. While the House made 
some changes in the administration's proposal and the Senate made few changes, the 
final decision on the legislation was made in the Senate-House Conference. According 
to Samuel Halperin, then assistant commissioner of legislation for the Office of 
Education, it was here that "Wilbur Cohen's sophisticated knowledge of the situation 
and of the higher education community made the USOE and HEW involvement in 
evaluating information and ideas important."56 The final piece of legislation closely 
resembled LBJ's conception of equal opportunity and even included an amendment for 
100 percent forgiveness of a NDEA loan for students who taught in a low-income area 
after graduation.57 

The Higher Education Act (HEA) of 1965 served as a landmark for student 
assistance and the strength of LBJ's equal opportunity agenda is seen in the years 
following the passage of HEA 1965. Student assistance was established as the federal 
government's approach to financial assistance for higher education, and any proposals 
for institutional aid in 1968 ran into a buzzsaw in Congress.58 

AFTER THE HIGHER EDUCATION ACT OF 1965 

Nixon's Silence 

According to Chester Finn, "Education held no pride of place on the Nixon 
domestic agenda and the first half year of his administration witnessed scant attention 
to this subject at the presidential level."59 But political reality forced President 
Nixon's hand. Nixon planned to address elementary and secondary school matters, a 
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prerequisite for any president, in his message to Congress in November 1969, but when 
the Washington grapevine spread news of Representative Edith Green's plans to 
introduce her own omnibus higher education bill for 1970, presidential aides were 
alerted and a task force on higher education was established.60 The task force, 
perhaps because of Nixon's dispassionate concern for education in the first place, 
offered few new ideas and ultimately only recommended more money. 

At this time higher education policy was tempered by two reports released in 
1968, the Rivlin Report and one by the Carnegie Commission on Higher Education, 
which concluded that student aid programs failed to provide equal opportunity.61 At 
the same time, President Nixon was stating his conception of the Office of Economic 
Opportunity (a key to LBJ's philosophical approach) to provide research and 
experimen ta ti on. 62 

Although Nixon pref erred a reliance on federal loans and tuition tax credits, 
with the balance of support from outside the federal government, the debate was not 
about programs, only the level of funding.6! In fact, the premise of the President's 
working group was that the opportunity grants, the work-study program, and the 
National Defense Loans were untouchable and appropriations were the only concern. 

· Another aspect of student assistance, the Guaranteed Student Loan (GSL) Program 
would be the only policy with which the President could make his mark.64 

The GSL Program was opened for discussion due to high interest rates during 
the summer of 1969, which no longer made it attractive for bankers to lend to 
students. An emergency student aid bill was passed to assist students who were 
finding it difficult to obtain loans because banks would not lend at the 7 percent level. 
It allowed the secretary of HEW to make special allowance payments up to 3 percent 
of the yearly average unpaid balance of principal on guaranteed student loans made 
between August 1, 1969 and July 1, 1971.65 

The problems experienced in 1969 helped frame the White House policy 
discussions in 1970. The administration's approach was to establish a secondary market 
in which private lenders could sell their commitments for student loans to a quasi
governmental corporation, thereby replenishing their liquid reserves. It was assumed 
that bankers would be more willing .to lend and provide a greater volume of student 
loans when they were able to recycle their money. It was attractive to the 
administration because this boost in student assistance could be kept off the budget.66 

The complex nature of the proposals made for much debate, but considering the 
other proposals, an income-contingent loan program and a low-income insurance 
scheme, the secondary market was much more politically feasible. The income
contingent proposal ran into problems because not everyone agreed with the heavy 
reliance on loans and the public agency it created would make direct loans to students, 
taking business from private lenders. The low-income insurance proposal called for 
phasing out NDSL and offering loans at market rates, except for low-income students, 
an approach not even Republicans in Congress would accept.67 

By the time President Nixon delivered his higher education message for 1970, the 
White House's relations with the education community and Congress had soured, in part 
because of Nixon and Vice-President Agnew's criticisms of student radicals, threats to 
cut off aid, and the school-desegregation battles. The administration's education 
package was plagued by this climate of discontent as well as by great concern over its 
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contents. The education community was further dismayed by its lack of input in the 
proposal. Its growing reliance on loans and the redirection of subsidies for the middle 
class to the poor rallied few supporters. Not even Republicans were willing to lobby 
on behalf of this legislation.68 

At this point the key to President Nixon's role in student assistance is just 
beginning. The year 1971 brought a new Congress and a fresh legislative cycle and by 
the end of the year the financing of higher education included so many options that a 
omnibus bill was created and held over for 1972.69 

As a result, the student aid programs passed in 1972 were complex and riddled 
with compromise. The administration's proposals took a back seat while senators and 
representatives settled vast differences, preserving some proposals and introducing 
others the White House did not want. The federal financial resource floor under low
income was passed due to Senate Education Subcommittee Chairman Claiborne Pell, 
creating the Basic Educational Opportunity Grant (BEOG).70 Under this provision any 
student in good standing could receive $1,400 minus the amount the family could pay 
toward education. The amount could not exceed 50 percent of the actual cost of 
attending school.71 

Other provisions included increasing the maximum annual supplemental education 
opportunity grant from $500 to $1,500 and making part-time students eligible. Part
time students were also now eligible for work study. It authorized new loans and 
increased the maximum insured amount. A student loan marketing association to 
provide a secondary market and warehouse student loans was also created. The 
amendments narrowed the provisions for forgiving student loans to teachers working 
with handicapped, Head Start, and a high concentration of disadvantaged students.72 

President Nixon had no history of support for education, and educators had no 
reason to expect much from his administration. Arguments have been made that the 
decline of the White House's interest in education policy led to the 1972 Education 
Amendments. The decline in interest began in 1970 with Daniel Patrick Moynihan's 
return to Harvard and new HEW secretary Eliot L. Richardson's increasing HEW's 
stature.73 The administration's silence concerning education policy during this time 
allowed legislators to author and fight for pieces of legislation, making education 
policy into an unmistakable act of Congress and proving that national social policy is 
incremental. (It was projected that almost one million additional low-income students 
would receive aid.) For the most part Nixon seemed to accept the goals left by LBJ or 
at least inertia did not allow him to fight them, and only slight changes were made to 
a f cw of the approaches. 

Ford Silenced 

President Ford's time in the White House was not long, and his ascension on 
Nixon's tattered coattails was hardly auspicious. The legislation passed during his 
tenure indicates that the President's higher education agenda was not highly regarded. 

On September 10, 1975, Congress overrode President Ford's veto of education 
appropriations for fiscal 1976-77. Ford was upset because the bill exceeded his request 
by $1.5 billion. Co~gr.ess countered that Ford' s request was $800 million below the 
fiscal 1975 appropnations and that the agreed-upon amount was $400 million less than 
the target they had set for themselves the previous spring.74 
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To Ford's dismay, Congress increased the BEOG maximum, due to Senate 
insistence, and neglected the administration's proposal for no new funding for 
supplemental opportunity grants and direct student loans and a cutback of the work
study program. The variations in funding levels of the House and Senate bills were 
solved by splitting the diff erences.75 

With the Education Amendments in 1976 Congress again showed little regard to 
President Ford's requests. These amendments extended the higher education programs 
from the 1972 amendments through the fiscal year 1979. While it made no 
revolutionary changes in the programs, it did change the direction of some.76 

To reduce the number of loan defaults, the bill attempted to encourage states to 
set up their own loan guarantee offices. To meet the increased cost of college, the 
BEOG maximum was increased from $400 to $1,800 for school year 1978-79. The bill 
also increased the ceiling on family income for eligibility to federal interest subsidized 
loans.77 

In response to the Education Amendments of 1976 President Ford gave an 
expectedly negative signing statement, accusing Congress of continuing its •penchant 
for· promising more than it can responsibly provide• (this comment was targeted at the 
BEOG appropriations) and announcing his plans to propose major revisions to the bill 
in the next session.78a 

CARTER: THE LAST GASP BEFORE REAGAN 

Jimmy Carter campaigned for the U.S. Presidency with a strong education agenda. 
As education issues gained public recognition in light of lower college placement scores 
and studies showed that U.S. students lagged behind students in other nations, 
supporting education again became politically astute. Part of Carter's agenda was to 
create a new Department of Education. 

In deliberations over the department status, Congress considered some of the 
major problems confronting higher education: a need to ensure equal access to 
educational opportunities, acutely important due to society's growing complexity. and 
technological advances; a need to improve the management and coordination of federal 
programs to more effectively support efforts of state and local governments and private 
institutions; and a need to address the dispersion of fragmented and inconsistent 
federal government programs.79 

The Department of Education was not established until May 7, 1980, in what may 
have been a symbolic gesture for a President who had seen his share of battles on the 
education front. President Carter's arrival in the White House in 1977 marked a time 
of needed cooperation. During the Nixon/ Ford years Labor-HEW and education 
proposals had been vetoed no less than seven times. The mere fact that a Democrat 
was in the White House, with a substantial congressional majority, meant something, 
but divisive issues such as abortion, affirmative action, and busing were under 
consideration, potentially bruising some partnerships. A tuition tax credit proposal was 
the fire-starter in higher education policy discussions. 
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By the late 1970s there was a growing realization of the serious problems 
middle-income families had coping with increasing college costs. Between 1966 and 
1976 the costs of higher education increased 77 percent.80 In response President 
Carter spent 1978, with the assistance of public education forces, promoting his Middle 
Income Student Assistance Act in place of the tuition tax credit proposal. The idea 
was to increase federal assistance to middle-class students by altering the formula 
determining how much they were supposed to contribute.81 

The president's proposal divided student assistance into three distinct areas. 
First, regarding grants the bill reduced to 10.5 percent the amount of a family 's 
discretionary income to be counted for a Basic Educational Opportunity Grant (BEOG). 
This expanded the eligibility for families with incomes between $15,000 and $25,000 and 
increased the minimal level of funding for supplemental educational opportunity grants. 
Second, the college work study program minimal level of funding was increased to $500 
million dollars (not quite as high as the President had requested). Third, in the 
Guaranteed Student Loan (GSL) program the President requested an increase in the 
family income eligibility level to $45,000, but Congress went even further by removing 
the cap altogether. The House decided to remove the cap because they realized that 
at $45,000 only a few students would be left out and for the added paperwork at this 
level it would not hurt to go a little further.82 

Despite his mild mannered reputation, President Carter played his share of hard 
ball to push this bill in place of the tax credits. In his message to Congress at the 
beginning of 1978 the President announced, "A choice has to be made. We cannot 
afford --and I will not accept-- both a tuition tax credit and the increased student aid 
I have proposed."83 At the signing ceremony, November I, 1978, Representative 
William Ford (D-Michigan), chairman of the Postsecondary Education Subcommittee 
recognized the President for his leadership and his ability to "convince Congress that 
the time had come to make this bold step, ... the largest single infusion of higher 
education money for middle-income and working class families since the GI bill at the 
end of World War 11."8" 

The last major student assistance legislation during the Carter years was the 
Education Amendments of 1980, designating $48.4 billion for higher education programs 
through fiscal 1.985. 

Conflict arose due to the climate early in 1980 to reduce the federal budget and 
fight inflation. The Congressional Budget Office (CBO) estimated the cost of the 
initial House proposal at $60 billion, an unacceptably high figure for the administration. 
The Carter administration proposed a complete revision of the student loan programs, 
limiting low-cost subsidized loa_ns to needy students and offering additional loans to 
parents at interest rates close to money-market rates. According to the CBO these 
revisions would cut $5 billion from the total costs.85 

The deadlock in Congress occurred over loan provisions, specifically concerning 
raising the interest rates or requiring students to pay a greater part of the interest on 
the federal subsidized loans. The second conference report brought into action a 
player fairly unique to the actual education policy process, the Senate Budget 
Committee. This committee insisted the legislation meet the Senate reconciliation bill. 
Their influence is best noted by Rep. John Buchanan (R-AL), "Never in my 16 years [in 
the House] have I ever seen the power play that occurred .. .lt was as if the authorizing 
committee had to ask permission of the Budget Committee to set education policy."86 

117 



Some of the provisions of this act included renaming the BEOG as Pell grants, 
for their original sponsor Senator Claiborne Pell. The act increased the limits on 
individual Pell and Supplemental Educational Opportunity Grants (SEOG). The 
amendments increased the interest rate on GSLs to new student borrowers, reduced the 
grace period for students to begin repayment to six months, and expanded the lists of 
careers eligible to def er repayment of student loans to include Public Health Service 
officers, full-time volunteers for private nonprofit agencies, and professional interns.87 

The Carter years show a flip-flopping of who wanted to be seen as giving the 
most money for students to attend college. The great success of the Carter 
administration, perhaps of recent decades, was the Middle Income Assistance Act. 
Although Carter relates this legislation to the GI bill, it is more closely tied to LBJ's 
Great Society and its thrust for equal opportunity, reopening the financial doors for 
students. (Actually President Carter did on occasion draw a closer relationship with the 
Higher Education Act of 1965.) The funds the act made available successfully overrode 
the Republican administrations before Carter, but were made subject to the Republican 
that followed him. 

THE REAGAN YEARS: 1981-88 

A Setback or a Refocus 

Starting with the G.I. Bill in the 1940s through the various grant and loan 
programs in the 1960s and 1970s, federal dollars have been used to expand higher 
education opportunities beyond the traditional economic and intellectual elite 
consumers.88 Has the Reagan administration set back these efforts of the last two 
decades, or has it merely called for the nation to reexamine how we pay and who pays 
for higher education? 

President Reagan's goal was to shrink the federal government's role except in 
defense and national security. He ref erred to his conservative education policies as 
promoting "a strong decentralized effort".89 To carry out this agenda the President 
used many tools. From the administrative side there were strong pushes to abolish the 
Department of Education (ED), to change the need analysis system, and to increase .the 
regulations for participation in some of the programs. While some of these changes 
came about by legislative means, they are essentially changes in the administrative 
process. 

Legislatively, through the appropriations and re-authorization process, the 
President has annually requested little or no funding for a number of programs, has 
established a growing reliance on loans as opposed to grants, and has sponsored 
changes in the 1986 Tax Reform that have numerous implications on how families pay 
for college. 

On both the administrative and legislative aspects, Congress and higher education 
forces have for the most part fought a good fight, but federal aid to students has not 
kept pace with inflation, even less so for increases in higher education. Although 
President Reagan has lost many of the battles, the jury is still out on who has won 
the war. 
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Reagan's efforts to abolish the Department of Education have failed. His first 
secretary of education, T.H. Bell resigned in December 1984 after numerous battles with 
the Reagan administration's agenda on education and Budget Director David Stockman. 
Bell withstood Reagan's efforts to abolish ED and left the department with its largest 
federal budget in history. In fact Secretary Bell is the key to explaining the 
publication, "A Nation at Risk," a report by the National Commission on Excellence in 
Education, written during this presidency.90 Like many presidents before him, Reagan 
has done little to implement his commission' s recommendations. 

In order to pass his nomination of William Bennett, Bell's replacement, Reagan 
had to assure members of the Senate Labor and Human Resources Committee that he 
would not renew efforts to dismantle the department. In questioning Bennett the 
committee focused on policies of federal aid to middle-class college students, a target 
of the Reagan agenda. 91 

The Higher Education Amendments of 1986 modified the need analysis system by 
excluding home equity from the treatment of assets for dislocated workers and 
displaced homemakers. Another key to the need analysis system is a student's tax 
status, whether dependent or independent. Prior to the 1986 cha.nges, independence 
was defined by the stud·ent's financial and living relationship with his or her parents. 
Subsequently, a student is considered independent if the student is 24 or older; married 
(not claimed as a dependent); not married but with legal dependents; a graduate or 
professional student (not claimed as a dependent); or a single undergraduate who has 
not been claimed as a dependent in the two years preceding the award and has an 
annual income of $4,000.92 

While the former proposal assisted students in gaining assistance by excluding 
home equity, resulting in greater need, the latter proposal decreases the amount of 
students' eligible for aid. Because more students would be counted as dependent, their 
parents income is used in the calculation of need, resulting in a decrease of the 
calculated need. 

Concerning increased regulations, the President has been successful in slowing 
down the process, consequently some of the participants have dropped out of the 
process because of the difficulties.93 On the other hand, the Higher Education 
Amendments of 1986 successfully mandated that the Department of Education offer a 
short form, simplifying the student application form for some federal assistance 
programs. (This form should be available for the school year 1988-89.) Another 
proposal change holds the postsecondary institutions accountable for the loan defaults 
of their students by cutting them off from any financial aid funds if they have a 25 
percent or higher default rate. After a certain amount .of time for public comment, 
the ED will make its decision. To date the responses have been heatedly against the 
proposal, especially from proprietary institutions, community colleges, and others 
serving primarily lower-income students. These institutions are most likely to be hurt 
by the changes. 

From the legislative perspective, specifically the level of appropriations and the 
types of programs administered, President Reagan has created many discussion topics in 
his seven long years in office. Student aid in 1986-87, adjusted for inflation, had 
declined 6 percent since 1980-81. At the same time the cost of attending all types of 
institutions outpaced inflation. At public two year colleges costs increased by 22 
percent adjusted for inflation, and at private universities cost increased by 41 percent 
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adjusted for inflation.94 

In 1980-81 grants made up over 55 percent of the federal government student aid 
package, loans less than 41 percent, and work-study covered the balance. Estimations 
for 1986-87 show the ratio has flipped to the point that grants were 47 percent and 
loans over 49 percent of the package.95 

Some Figures oo Funding and Participation 

One example of the setback is a comparison to President Carter's Education 
Amendme~ts of 1980. Authorization for the maximum Pell grant would be Sl,900 
dollars for academic year 1981-81 and would climb to $2,600 for academic year 1985-86. 
Under the Reagan administration the maximum award did not reach $1,900 until 1984-85 
and was set at $2,100 for 1985-86.96 

While the average grant decreased by only a couple of dollars in 1986-87 to 
$1,276, the average cost of a public four year institution reached $5,604. The maximum 
Pell grant in 1986-87 would have covered approximately 37 percent of college costs, 
whereas the $1,400 maximum level in 1973-74 would have covered approximately 70 
percent at the same institudons.97 The total of 2,813,000 Pell Grarit recipients in 
1985-86 represents an increase of 100,000 students over 1980-81, but the number 
decreased to 2,619,000 in 1986-87.98 

In fiscal year 1980, shortfalls in the appropriations to fund eligible Pell grant 
applicants forced borrowing from subsequent years' appropriations. It was established 
that, without supplemental appropriations in 1986-87, 290,000 students would have lost 
Pell grants and 500,000 would have had their grants reduced.99 

The SEOG program has been subject to administration's zero funding request 
since the 1983 Reagan proposal. (The administration's rationale is that loans as opposed 
to SEOG provide a more effective use of federal aid.) Every year Congress has at 
least matched the preceding year's funding level, but the program's aggregate buying 
power, adjusted for inflation has decreased 15.5 percent since 1980.100 The number of 
recipients was 717,000 in 1980-81 and hit its low at 641,000 in 1982-83. By 1985-86 
the number of students had increased to 689,000.101· 

Total appropriations for the College Work-Study (CWS) program have decreased 
steadily when adjusted for inflation. A request in 1987 called for combining CWS with 
SEOG, a move that would have cut 600,000 students from the two programs. Instead, 
the amendments of 1986 reauthorized CWS through 1991 but gradually increased the 
institution's matching rate of 20 percent in 1986-87 to 30 percent after 1989-90.102 

After a substantial drop in participants in the program in 1981-82, the number has 
remained roughly the same over the past few years. 

The Perkins Loan Program, formerly the National Direct Student Loan Program, 
receives funds from federal contributions, a 10 percent institutional match, and a 
revolving fund of money paid back on outstanding loans. For fiscal years 1983 through 
1986, the administration proposed no new federal funds, instead requesting new funds 
be directed to the income-contingent loan program. Each year Congress has 
appropriated new funds, albeit at 75 percent of the 1980 new capital base, but the 
revolving fund has increased the total amount of resources available. After a drop in 
recipients of over 100,000 in 1981-82, the number has remained fairly constant at 
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around 700,000 students but is expected to jump by almost 260,000 for 1986-87.103 

Increases in cost for the Guaranteed Student Loan (GSL) program prompted a 
series of cost-saving measures in the 1981 Omnibus Budget Reconciliation Act. The 
changes required a need test for students from families with over $30,000 adjusted 
gross income and called for a 5 percent loan origination fee on all student loans. The 
1981 amendments are. credited with reducing the new student loan volume to $62 
billion in fiscal year 1982 and $6.9 the following year. The 1981 volume was $7.8 
billion in new loans. But by 1984 the volume was back up to $7.9 bi llion and was $8.9 
billion for fiscal year 1985. The 1986 amendments continued the reforms requiring 
need testing for all students applying for GSLs, increased a student's interest rate to 
10 percent on regular GSLs after four years in repayment and reduced the rate of 
subsidy provided lenders.104 

The figures for every loan program, including GSL, Perkins (NDSL), PLUS/SLS, 
show increases in the number of recipients in 1986-87 compared to 1980-81. For the 
GSL Program there were 2,904,000 recipients in 1980-81. The estimated number of 
recipients for 1986-87 was 3,499,000. While this number is a decrease from the two 
previou.s years, it may be more than made up for by the growing use of the PLUS\SLS 
Program, which will reach 281,000 in 1986-87, up from its 1981-82 total of 29,-000 
recipients. 

As a result, the use of loan programs intended for the convenience of the _middle 
class have become a major funding mechanism for the needy as well. This shift from 
grants to loans may have begun to erode the underlying philosophy in support of 
financial aid and the corresponding individual and societal benefits. 

The Effects of Tax Reform 

Besides affecting donations to institutions, the Tax Reform Act of 1986 directly 
affects assistance and how families pay for college. The act removed as a tax 
deduction interest payments on student loans, thus increasing the costs of student 
loans. It makes scholarship and fellowship money covering living expenses taxable. 
The reform has also established new treatments of trust funds established to help 
parents pay for a child's education. 

More specifically on the taxing of savings, the new code applies the parent's tax 
rate to unearned or investment income of a child under fourteen. The exemption is 
the first $500 of taxable earned income. Intricacies of the legislation concerning 
earned and unearned income in effect can allow· up to $1,000 before a tax is imposed 
at the parent's rate. When a child reaches fourteen, interest, dividend, and capjtal 
gains are taxed at the child's independent rate, not the parent's. These years before 
college allow savings to accumulate at relatively low tax rates.1°5 

One of the more popular ways of saving for college, the Clifford trusts, has also 
been affected. The key to this trust's appeal is that it allows a parent to set up a 
custodial college fund without turning those assets over to the child. As a result of 
the reform the Clifford trusts will be taxed at the parent's rate, instead of at the tax 
rate of the beneficiary or the trust, which had been the case.1°6 
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Implications of the Past Seven Years 

The changes in federal assistance to students in the Reagan years is bound to 
have profound affects on society as a whole in the years to come. Not only does 
assistance influence who attends college, correlations are shown (although not 
necessarily causation) between what majors are chosen, and the future buying power of 
graduates. According to one survey students at public institutions who borrow will 
graduate with an average debt of $6,685, while students at private institutions will 
assume $8,950 in debt on average. Such obligations could mean that a typical liberal 
arts student earning $16,000 in his first year on the job will use 9 percent of his 
pretax income for student loan repayment.107 

Recognizing that futurists project that all young people will need, at some time 
in their lives, some form of postsecondary education to be economically and socially 
functional, the most frightening implication concerns the enrollment patterns of low
income students, particularly minority students. The figures raise questions about the . 
country's present efforts for equal education opportunity and portends dire 
circumstances in a democratic society. 

The years of greatest growth in minority enrollments were also the years of 
substantial increases in federal student assistance. The picture since 1980 shows a 
very slight increase in enrollment among Hispanics, but a 7 percent decline among 
native Americans and an 11 percent drop among· blacks. These percentages are 
particularly discouraging because the percentage of minority youth graduating from high 
school is increasing. 

The limits on student aid and the shift from grants to loans falls particularly 
hard on minority students from low-income families. One example is historically black 
colleges in which approximately 40 percent of the students come f rom families with 
incomes under $10,000 and the expected parental contribution averages $34 a year. 
While they receive more scholarships than their peers, these students borrow just as 
frequently to finance their college education.108 

An econometric analysis of financial aid as a factor in the decline of minority
student enrollments suggests that about 30 percent of low-income students of all races 
would drop out of school if grant awards were eliminated. About 45 percent of the 
students in this group say they could not enroll in college without grant aid.109 

The drop in minority-student enrollment has a number of frightening 
implications, including smaller numbers of minority school teachers in the future to 
serve as role models for the increasing number of minority students in public schools. 
It also has generational affects in that many studies show that one of the most 
important factors influencing a decision to attend college is parental education level. 

The ironic thing about some of the policy changes, particularly the tax reform, 
is that they appear to make less attractive some of the initiatives that would have 
assisted in achieving some of the President's goals (i.e., more assistance from the 
private sector, a reliance on loans, and parents assuming the burden of paying for 
higher education). In actuality the tax reform and decreased funding levels have 
detracted from former policy approaches and allow President Reagan to instate some of 
his own concepts with vigor. 
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REAGAN: 1989 AND AFTER 

The 1989 Budget Proposal 

In light of all that has been written and said about the Reagan record, his 1989 
budget proposal shines like a light in the darkness. The 1989 proposal abandons his 
seven-year effort to make drastic cuts in f ed~ral spending, and, whereas his 1988 
proposal called for a 45 percent reduction in student assistance, the current proposal 
would increase student aid 9 percent. The 1989 budget proposal would further reduce 
institutional aid, but compared to his 1988 proposal, Pell grant funding would almost 
double and Guaranteed Student Loan (GSL) funding would more than double. 

According to Secretary Bennett, the President's goal is "not to shrink the federal 
role in education," but, "to improve American education." Bennett says the change 
from putting forward minimal budget requests occurred because the proposals were not 
being taken seriously and that the latest effort is a way to focus discussion on issues, 
not fighting over funding levels. . 

Education is one of only a handful of domestic programs to receive additional 
funding under the administratfon's budget package. The problem that arises is that the 
budget reduction measures call for increases only in programs for low-income students 
and statements from the Department of Education (ED) provide no real insight into 
these matters. Last year ED ref erred ·to SEOG and CWS as "unnecessary institutional 
aid," but this year is calling them, "important sources of support for financially 
disadvantaged students."110 Granted that the budget problems may not make the 
Reagan proposal as palatable as it would have in some years, but given Congress's 
propensity to increase spending for education, funding levels will not likely be targeted 
for much cutting. 

The Reagan proposal does introduce a few twists. New student-outcome 
objectives require institutions to measure how much their students learn, how many 
graduate, and how many obtain jobs before it can receive funds for the College Work 
Study and SEOG. This measure is supposed to ensure students are getting their 
money's worth. The budget proposal also requires that students have a high school 
diploma or a GED in order to receive student assistance at any postsecondary 
institution, a provision directed at proprietary schools.111 The proposal would increase 
the maximum Pell grant to $2,300, increase the funds available for the Income 
Contingent Loan program, and institute a savings bond proposal. 

Reagan Proposals for the Future 

The two recent conceptions to be championed by the Reagan administration are 
the income-contingent loan and savings bond proposals. The former was instituted as a 
pilot program under the 1986 amendments and the latter is part of the President's 
financial 1989 budget proposal. 

Income Contingent Loans. Under the 1986 amendments the Income Contingent 
Loan (ICL) program is being offered at ten colleges and universities. The five-year 
experimental program allows undergraduates to repay loans based on their income after 
graduation. Interest on the loans is adjusted annually to three points above the 91-day 
Treasury bill. The ICL can extend payment so that borrowers pay no more than 12 
percent. (GSL repayments are based on a fixed sum for a ten-year period.)112 
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Proponents of the program say it offers protection against high repayment 
burden in the case of a low postgraduation income, minimizes the required subsidies 
from government and institutions, enables a reduction on universal low tuition in public 
colleges, which some argue is inefficient, and makes payment for education partially a 

·function of the returns derived from education.ms 

Opponents of the ICL program argue that it would encourage high tuition levels 
and reduce participation in higher education, place excessive repayment burdens on 
students; lead to reduced parental and governmental contributions to higher education; 
and force students to pay their own education costs incommensurate with the social 
benefits generated by higher education.114 

While the Reagan administration seeks to expand the pilot program, some of the 
horror stories of high repayment are beginning to surface. The Heritage Foundation 
labeled the program "an experiment that cannot work: The foundation's criticism is 
that the program will be unattractive to students as long as federally subsidized loans 
are available. Their study calculates that for a GSL of $17,500 at 9 percent interest 
over a ten-year payoff period, a student earning $17,760 after graduation would pay 
$222 per month. The same student with an ICL would pay $304 per month and over 
the lif c of the loan would pay $9,840 more than for the GSL.115 · 

Savings Bond Proposal. In part a response to activities going on at numerous 
state legislatures and consistent with the Reagan ideal of shifting the burden back to 
parents, the federal government has increased its interest in savings plans. Under the 
ED proposals, families can buy Series E United States savings bonds, paying no interest 
earned on the bonds if they are used to pay for college f ecs. According to Bruce 
Carnes, ED's deputy undersecretary for planning, budget, and evaluation, the costs of 
the program could range from $175 million to $355 million in lost tax revenues within 
the first f cw years, depending on the popularity of the program. (In the actual budget 
proposal the estimate is only $10 million.) The program would require no new 
spending.116 

The flexibility to use the funds at any postsecondary institution and the 
allowance of transferability are big advantages of the program and to the extent that 
it is used . to supplement existing student aid, not supplant it, the program is promising. 

Promoting individual savings for specific ends is not new to the government and 
savings plans recognize that loans are not a long-term approach to financing higher 
education. The extent to which low-income families can establish a large nest egg is 
doubtful, but every little bit can help. If the tax benefits can be structured to benefit 
the most needy (i.e., not the rich who can afford to pay for college anyway), and the 
need test does not punish those who have saved, this proposal can serve to benefit 
middle-income f am iii es as well. 

CONCLUSION 

The importance of higher education has increased tremendously since 1930. 
Today higher education is seen less as a way to get ahead and more as a prerequisite 
to active participation in society. As the number of people demanding higher education 
increased, so did the number willing to provide it. The increase in students and 
institutions involved in higher education made some problems less noticeable in previous 
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years more apparent. 

Some of the problems may be inherent to these types of institutions, in part a 
reflection on society. Saving money is not necessarily a virtue of these institutions 
and universities, and in some circles those that raise, spend, and cost the most money 
are viewed as the best. The costs at colleges and universities increased above 
inflation throughout the Reagan years, raised great concern over what was going on at 
these institutions. In the defense of higher education, institutions had held costs down 
in previous years, and it was time for faculty and staff salaries to become competitive 
with other sectors. Also, tremendous costs are involved in remaining abreast of 
science and technological advances. Maintaining access to higher education in light of 
such events became a major concern. 

The mounting federal deficit only exacerbated efforts for more federal support to 
higher education. The budget deficit was to be the prime target of the Reagan 
administration, and central to the Reagan philosophy was to cut back the federal 
government's influence on what he considered state responsibilities. Of course this 
meant cutting back everywhere except for the nation's defense. (Here the term nation's 
defense did not apply to strengthening resources through higher education as it did in 
the ·Eisenhower years.) 

Obviously some valid concerns were expressed as to the proper way to ensure 
access to higher education given the changing times. Whether President Reagan's 
primary goal was to reform what he saw as inefficiency and frivolousness on the part 
of institutions of higher education and students or to decrease the federal 
government's role in higher education is debateable. Both aspects are key to the 
Reagan administration's attitude toward higher education and its relationship to the 
federal government. 

If Reagan's only goal was as Secretary Bennett said "to improve American 
education," one has to question the need to so drastically affect access to higher 
education through cuts in student assistance. Although it is true that these cuts 
dramatized the President's concern for some of higher education's failings, the cuts 
also adversely affected many worthwhile middle- and low-income students. Many 
people argue that Reagan's policies have ·hindered rather than helped higher education. 
Even if the President's measures in the 1989 budget proposal to increase accountability 
pass in Congress, it is unclear how large an effect they will have on higher education. 

Although President Reagan's "strong decentralized effort" has not reversed where 
the aid comes from (federal versus state and local government), he has continued the 
shift in student assistance to loans as opposed to grants. Although part of the loss in 
grants can be attributed to the expiration of Vietnam-era veterans education benefits 
and the elimination of social security student benefits (phased out from 1981-85), it is 
also true that additional grant aid was not appropriated to cover these losses. 

Given the importance of higher education to an individual's participation in the 
economic and social strata today, the Reagan policies run contrary to FDR's use of 
higher education to affect employment and LBJ's attempts to ensure equal opportunity. 
While President Reagan may not have had a philosophical problem with equal 
opportunity, he did have a problem with who bore the brunt of ensuring it. His 
philosophy of self-reliance has shown through in his policy efforts, especially in his 
understanding of equal opportunity, envisioning access to higher education as merely a 
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cash-flow problem that could be overcome by providing loans. 

To the extent that concerns over the federal deficit will constrain the efforts of 
the next president, some of the effects of Reagan policies will not be immediately 
overcome. But there is ·a increasing understanding that loans, income contingent or 
not, arc not a long-term approach to addressing the concerns of access to higher 
education. With recent reports showing that a more educated workforce will be 
necessary for the United States to compete internationally in the next decade and 
beyond, higher education will move to the forefront of policy discussions. Higher 
education could again be the key to addressing concerns about employment and equal 
opportunity, and the federal government wi11 serve a vital role in ensuring access to 
higher education. 
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Chapter 6. Social Security and The Low-Income Elderly 

On August 14, 1935, Franklin D. Roosevelt signed the Social Security Act of 
1935. He established the beginnings of a nationwide safety net and a means of 
improving it that was to provide, among other things, a national old age entitlement 
program.1 The problem was old age and income insecurity in light of the depression 
and the increasing numbers of old people. Roosevelt's Executive Order of June 29, 
1934, instructed the Committee on Economic Security to develop a workable social 
insurance system that would provide "security against the hazards and vicissitudes of 
lif e."2 The solution was to expand public responsibility for the problems of old age, 
unemployment, disability, and childhood dependency. For the income insecurity of old 
people the bill established an old-age insurance program, with benefits to be paid out 
of payroll taxes and interest from accumulated reserves. At the same time the bill 
established a safety net for those who had been unable to contribute to it. 

The purpose of this research is to examine from a historical context the issue of 
who became eligible for social security retirement benefits and who was left out. The 
research will further focus on the status of low-income elderly in the context of the 
safety net philosophy as it pertains to social security policies. One of the issues to be 
explored is, have the policies of exclusion in social security ended up not benefiting 
those that the original policy intended to help? A preliminary review of literature 
indicates that there are at least three high-risk groups of low-income elderly. These 
are single and widowed women living alone, minority aged, and rural aged. In all three 
groups, years of unemployment and underemployment force early retirement; as a 
consequence, if these returnees are eligible, their social security benefits are reduced 
for the rest of their lives. They are forced to seek other social services that are also 
funded by the federal government or live the rest of their lives in poverty.3 

AMERICAN VIEWS OF OLD AGE 

American views toward old age and American public service helped to shape the 
eventual reaction to the needs of the elderly in 1935. In order to understand these 
reactions, it is helpful to look at the different periods identified by Frederick C. 
Mosher in his book, Democracy and the Public Service, and compare them to the views 
toward old age in each period. 

The first period that Mosher identifies is "Government by Gentlemen: The 
Guardian Period." The dates he assigns to this period are 1789-1829, and the key 
event is the presidency of George Washington. He is the only American president who 
had the opportunity to build an administration from the ground up. He created a 
category of public servants who were drawn from the elite of society. It was also a 
period free of corruption and the people serving had a high sense of moral duty.• 
David Hackett Fisher in his book, Growing Old in America. calls this period, 
"Gerontocratia, The Exaltation of Age." He states that, "old age was highly respected 
in early America, perhaps in part because it was comparatively rare."5 This was also a 
society without retirement. You worked until you died or your health gave out. "The 
court records of Massachusetts provide a startling example in the disposition of a 
certain 'Henry Stitch, aged about 102 years' and still employed in the mystery of 
coaling."6 
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The second period that Mosher identifies is, "Government by the Common Man: 
The Spoils Period, 1829-1883", characterized by the reforms of Andrew Jackson and 
widespread corruption. In the process governmental power was shifted from the elites 
to the politicians.7 For the elderly this move away from privilege because of social 
rank involved them in a loss of status. Fisher calls this the beginning of the cult of 
youth in America, or "Gerontaphobia": 

American society became a world in which Liberty ... was itself a prior 
condition for most men. The growth of that idea destroyed the authority 
of age by dissolving its communal base, for the power of elders in early 
America had rested upon a collective consciousness upon the submergence 
of individuality in the family, the town, the church. The growth of a 
spirit of social atomism snapped the ties of obligation between generations 
as well as between classes.8 

This change in attitude towards old age also had an effect on the social and economic 
conditions of the elderly. The most important of these changes was the growth of 
retirement.9 

The passing of the Pendleton Act of 1883 characterized the nex.t period, 
"Government by the Good: The Reform Period, 1883-1906." It was an attempt to 
restore some sort of standards to public service. It was also an attempt to separate 
politics and the administration of government. The reforms set up a Civil Service 
Commission that would represent both political parties and require civil service 
examinations in order to be considered for a job.1° Fisher notes that in this period 
there "was an irony of progress: as education improved in America, the relative 
condition of elderly Americans grew steadily worse. Employers began to establish 
educational qualifications for their employees."11 An intense age prejudice started to 
appear in employment opportunities. The labor unions were partly to blame because of 
their struggle "for stable retirement systems, which had the eff e<;t of further reducing 
employment of men in their sixties."12 Fisher adds later that "whatever the cause of 
the growth of retirement may have been, its consequences were clear. It brought a 
rapid increase in poverty among the aged."u The retirement of older persons was 
needed to make room for a growing younger population. But retirement at this time 
without adequate retirement benefits or social programs meant almost eventual poverty 
for them. The government and its public service still looked upon poverty as an 
individual and personal matter in which the government should not be involved. It was 
seen as a problem that individuals or religious institutions should deal with. 

The introduction of scientific management into public service was an effort to 
increase the efficiency of government. Mosher calls this period, "Government by the 
Efficient: The Scientific Management Period, 1906-1937." Science, specialization, 
efficiency, and rationality were some of the catch words.14 The problem with this 
concept was that for the sake of efficiency public service was separated more than 
ever from the social needs of the people it was supposed to serve. The system was 
geared to provide the common needs of a large civil service. It was separated from 
the human needs of the people. This changed with the election of Franklin D. 
Roosevelt. 

According to Fisher, during this period America discovered "old age as a social 
problem."15 At the center of this social problem was poverty. People who reached old 
age and were forced to retire without a retirement plan became a burden to their 
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families or, if they were alone, poor. "The federal government had no regular 
retirement or pension system for its employees .... The United States government 
treated its animals better than its human work force." 16 

Old-age pensions plans were denounced, condemned, and attacked by clergymen, 
politicians, labor leaders, and capitalists. It went against the American political and 
economic system. "At the same time the United States maintained the largest public 
pension system in the world," for veterans' benefits.17 

During the early part of this period many attempts were made to try to bring 
about some type of old-age pension system. But, "as late as 1922, no state had 
succeeded in enacting a workable old age pension system." Poverty among the elderly 
rose from 23 percent in 1910 to 40 percent in 1935. More than anything else this 
increase in poverty among the elderly broke resistance to pension legislation.18 

One of the plans that caught the public's attention was the Townsend Plan, 
which proposed a pension that would provide $200 a month for everyone over 60, if 
they spent the money before the next monthly payment. The idea was to attack the 
problems of the economy and old age at the same time. In 1934 the "Townsendites" of 
Long Beach, California, Clected their own congressman, John S. McGroarty, age 72. 
When he proposed the Townsend Plan in the House of Representatives, it failed by a 
margin of four to one. But those who supported it and others who supported the 
needs of the elderly were successful in bringing about "the most important single piece 
of old age legislation in American history, the Social Security Act of 1935."19 

The effects of the Social Security Act would not be felt for several years. Its 
most immediate benefit was that the American people finally came to realize that they 
had a problem that was social and not personal. The Social Security Act was just the 
first step in trying to solve the problems of old age. There were concerns expressed 
that the Social Security Act did not go far enough. Another concern was the type of 
service-delivery system that would be entrusted with making the benefits available to 
the public. A neutral and impersonal system was bound to conflict with legislation 
that was concerned about human needs. 

SOCIAL SECURITY 

One of the important things to remember about the Social Security Act of 1935 
is that it was enacted during a depression. Edwin E. Witte, the executive director of 
the Committee on Economic Security and the person responsible for drafting the 
original legislation, has stated that he doubts "very much whether this or any similar 
measure could have passed, at least for many years, had it come before Congress later 
than 1935."20 As the legislation was being studied and organized there was a concern 
that it would be declared unconstitutional or thought of as being impractical. The 
framers of the legislation "felt that the dangers of an old age system based solely on 
need" or "some such proposal as the Townsend Plan were so great that it was 
imperative to have a contributory old age retirement plan which would be 
cons ti tu tiona 1. "21 

Two main components were advocated by the staff experts working on the 
legislation. These were that the plan should be contributory and that benefits should 
be paid as a matter of right based on a person's work history. These principles were 
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"never questioned by the staff or members of the Committee on Economic Security or 
by President Roosevelt . ..i: Two proposals of the Committee on Economic Security 
relating to old-age security became part of the Social Security Act of 1935. These were 
that federal grants in aid would be provided to the states for old-age assistance for 
persons 65 years or older and a contributory old-age retirement insurance program for 
persons 65 years or older.:3 

The House debated the Economic Security Act (HR 7260) between April 11 and 
April 19. The Democrats who supported the program argued that it was consistent 
with the "individualistic spirit of Americans." The chairman of the House Ways and 
Means Committee, Representative Robert L. Doughton (D-N.C.). introduced the bill and 
appealed to the conservatives in the House: 

The social security bill ... is designed to enhance very greatly the security 
of the American worker and to provide a large measure of social justice, 
it does so within the scope of our existing economic order. In no way 
does it resemble the many panaceas and nostrums which propose that we 
legislate ourselves into prosperity by lifting ourselves by our bootstraps, 
and which would upset our established economic and political institutions. 
The fact that several of these proposals liavc attracted a wide-spread · 
following implies a threat to our existing institutions which should not be 
regarded lightly.:• 

Other supporters of the Economic Security Act argued that the program would 
reduce unemployment. The benefits would encourage workers 65 years or older to 
leave their jobs, thereby creating jobs for younger workers. 

Conservative Republicans attacked the bill as unconstitutional and an obstacle 
to economic recovery. The minority leader of the House Ways and Means Committee, 
Allen T. Treadway (R.-Mass.). stated that 

The federal government has no expressed or inherent power under the 
Constitution to set up such a scheme as is proposed .... In my opinion, the 
proposed imposition of the payroll taxes ... constitutes the greatest single 
threat to recovery of all the administration's ill-devised policies. -Business 
and industry arc already operating under very heavy burdens .... [A payroll 
tax] means more unemployment and more unccrtainty.:5 

On the last day of the debate, April 19, Daniel Reed (R.- N.Y.), made a last
minute appeal to def eat the bill: 

So. you are going to fingerprint 25,804,000 wage earners ... that is what 
you are trying to do in this bill, and it is in harmony with the 
dictatorship program launched under the New Deal and to be carried on by 
it. It is carrying out a program of Karl Marx from beginning to end, the 
domination of the citizen and the destruction of private industry.: 6 

In spite of the attacks and attempts to either expand or reduce the impact of 
the program, the House approved the bill on April 19, 371 to 33. Republican Treadway 
had made a final motion to send the bill back to committee in a effort to eliminate 
the portion of the bill concerning old-age insurance.%7 The Republicans continued the 
fight against the old-age insurance program in the Senate, which debated the bill from 
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June 14 to June 19. The Republicans were able to pass the damaging Clark 
Amendment, which would have allowed employers to get out of social security if a 
more liberal retirement program were offered to their employees. In the end only six 
senators voted against the bill, and the conference committee deleted the Clark 
Amendment. In the final analysis the bill went through Congress with very few 
changes to the original proposals by the Committee on Economic Security.28 The 
system was to be self-supporting. It would be funded by equal contributions from 
employers and employees. Benefits would be paid as a matter of right without a needs 
test.29 

The enactment of Social Security on August 14, 1935, represented a compromise 
between those who wanted a straight redistributive program and those who wanted an 
insurance program. The program has elements of both in its characteristics. On the 
one hand the program started to provide benefits to individuals who had not 
contributed to the system for very long. The purpose was to alleviate the poverty of 
the elderly. On the other hand the program was intended to be funded out of payroll 
taxes, and benefits were based on contributions made. The idea was that benefits 
would be perceiv.ed as being a matter of entitlement. 

This comp£omise is both a key to the program's broad-ba·sed political 
support and a cause of much of the criticism it receives. For while social 
security provides a mixture of insurance protection, earned pension 
benefits, and minimally adequate income in old age, it must make separate 
concessions in the value of each to achieve a combination that works.30 

MAJOR DEVELOPMENTS: 1935-1965 

In 1937 the United States Supreme Court upheld the provisions of the Social 
Security Act in Helvering v. Davis.31 Justice Cardozo delivered the opinion, stating: 

Needs that were narrow or parochial a century ago may be interwoven in 
our day with the well-being of the nation. What is critical or urgent 
changes with the times.32 

The Court also stated that "the problem is plainly national" and "only a power that is 
national can serve the interests of all."33 The Court also ruled that Congress had the 
right to spend money for "the general welfare."34 Once the constitutionality of social 
security was settled, the program moved into a period of adjustment and expansion. 

One of the issues that developed during consideration of social security in 1935 
was the size of the reserves under the program. This controversy continued and came 
to a head on February 22, 1937, at a Senate Finance Committee hearing. Senator 
Arthur Vandenberg (R-MI.), questioned Social Security Board Chairman Arthur J. 
Altmeyer about the reserve, which was then projected to reach $47 billion. He felt 
that the large reserve was a threat to sound fiscal policy, whether invested in 
government or private securities. Those who favored a large reserve saw it as a way 
to avoid having to request allocations from general revenues. It was mainly because of 
this disagreement that the Senate Finance Committee and the Social Security Board 
appointed a citizen's advisory council.35 
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The Advisory Council on Social Security issued its recommendations on December 
I 0, 1938. In the original act of 1935 benefits were not to become payable until 
January 1942. The council recommended social security payments begin on January l , 
1940. The council also recommended the extension of coverage to farmers, domestic 
employees, and employees of nonprofit institutions.36 Most of the recommended 
changes were submitted to Congress in 1939. 

The 1939 amendments, completely revamped and formed the basic structure of 
social security today. The effective date for the start of monthly benefits was moved 
to 1940. Eligibility for benefits was made easier for older workers by computing 
benefits on average monthly wages rather than on total earnings. One of the 
important changes was the addition of "immediate monthly dependents' and survivors' 
benefits."37 This change redesigned social security in such a way that it became a 
"program of family protection" and did away with the individual insurance 
characteristics of the original program. This change helped the redistributive goals of 
the program and at the same time created a bigger client support group for the 
future.38 

Also included in the 1939 amendments was a clarification and st~engthening of 
the retirement test, which reduced benefits as· income increased for people 65 years or 
older. This change was made for two reasons. One was to make sure that workers 
did not receive employment wages while receiving benefits. The other reason was to 
force the retirement of older workers in order to create more jobs for the unemployed 
younger workers.39 

Between 1935 and 1939 the administrative framework for social security was 
established and social security cards were issued. On August 10, 1939, President 
Roosevelt signed the 1939 amendments. In the next few years his attention would be 
focused on World War II. Roosevelt died in April 1945, and future changes would 
depend on the efforts of the next president, Harry S. Truman. 

The next two major developments for social security were disability insurance 
(DI) and medicare. President Truman, in a special message to Congress in November 
1945 asked Congress for a disability insurance program and also "compulsory health 
insurance."40 Both programs had been considered by the Committee on Economic 
Security, but they had not been included in the recommendations submitted to Congress 
in 1935. What the Committee did recommend was legislation for temporary disability 
benefits as part of other recommendations related to health risks. At the time the 
committee stated that the issue of permanent disability needed further study.41 

Upon approval of the Social Security Act in 1935, Roosevelt appointed a 
committee to study all the issues related to medical care. It was this committee, the 
Interdepartmental Committee to Coordinate Health and Welfare Activities, that 
developed the first proposals related to the payment of benefits to the temporary and 
permanently disabled. In 1938 the committee made its recommendations public at a 
National Health Conference that it sponsored. The governing body of the American 
Medical Association endorsed the committee's recommendation for disability insurance 
benefits.42 Arthur J. Altmeyer f cit that an opportunity to move forward without 
opposition from the American Medical Association had been lost.43 

Starting in 1939 several bills were presented in every session of Congress related 
to disability insurance. In 1941 the Social Security Board specifically recommended the 
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"addition of permanent disability benefits" and beginning in 1944 this recommendation 
began to appear in the board,s annual reports.44 

The U.S. Chamber of Commerce in a declaration of policy recommended by its 
Committee on Social Security in October 1944, proposed that "for workers totally and 
permanently disabled at or after age 55, a system of payments, calculated on a basis 
consistent with that for Old Age and Survivors Insurance benefits, should be 
provided."45 Several private life insurance organizations issued a statement in 
February 1945, also recommending disability benefits at 55. President Harry Truman 
followed these efforts by sending his special message to Congress in November 1945 
asking for a disability program and compulsory health insurance. Not long afterwards 
the three prominent groups that earlier had approved benefits to the disabled began to 
back away from their recommendations. By 1948-49 the American Medical Association, 
the U.S. Chamber of Commerce, and the private life insurance organizations had 
completely turned around and now opposed in principle disability insurance benefits.46 

The American Medical Association opposed disability insurance and national 
health insurance on grounds that it was the beginning of socialized medicine. 
Representatives from the U.S. Chamber of Commerce and the life insurance industry 
favored a program that would be ·run by the states with federal grants in aid. The 
program would be aimed only at low-income disabled workers. They favored a means
tested program over an insurance program that would lead workers to believe that they 
were entitled to benefits. They also had doubts as to whether or not disability could 
be defined so that ineligible people would not receive benefits. They also objected to 
federal control of the program as a way of taking more authority away from the 
states.47 

The Social Security Administration recommended disa.bility, but not health, 
insurance to the 1947-48 Advisory Council on Social Security, established by the Senate 
Finance Committee, and at the same time asked "Congress to take action in 1949-50."48 

The 1948 report of the Advisory Council finally recommended that the social security 
system cover permanent disability. Fifteen members of the Advisory Council approved 
a plan that called for strict eligibility requirements and a waiting period of six months 
before benefits would be paid. The plan also called for a program of rehabilitation for 
disabled beneficiaries. The two members who did not vote for the plan expressed the 
views of the groups opposed to a federal disability insurance program. They 
recommended that disability should be the responsibility of the states, aided by federal 
funds.49 The House Ways and Means Committee approved a federal disability insurance 
program and state grants for disability assistance programs. The Senate Finance 
Committee did not approve any proposal but agreed to a conference committee meeting. 
The conference committee in a compromise agreed to approve "disability grants to the 
states." This conservative view finally was approved by Congress in 1950.50 

Truman,s request for disability and health insurance failed to pass Congress, but 
a series of amendments were adopted in ·1950. Coverage was extended to farm and 
domestic employees, nonfarm self-employed, and some federal civilian employees. Benefit 
levels were increased and guidelines were included in order to "avoid penalizing those 
from the new occupational categories. Coverage was also extended to state and local 
government employees under a voluntary basis."51 The limit on income exempt under 
the "retirement test" was raised from $14.99 to $50.00 per month. A person earning 
more than $50.00 in any given month was not paid any social security retirement 
benefits for that month. Before World War II the retirement test level had not been a 
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problem. But during the war, wages and the cost of living increased and the test 
became too low under then current economic conditions. When the war ended, 
employment opportunities for older persons decreased and the test then became a major 
issue.52 The 1950 amendments also increased the level of benefits by 77 percent, an 
average of $28 per month.53 The majority of the business community opposed the 
benefit increases. However, large employers supported the benefit increases because of 
pressure to increase their own pension plans. Their pensions had already increased 
rapidly during the war. During the Korean War, wages and the cost of living increased 
again. As a result old-age benefits were increased and the retirement test was 
liberalized in 1952.54 It was raised from $50 to $75 a month.55 

In 1952 the social security program executives continued to pursue the enactment 
of disability insurance (DI). The first step would be a request for a disability freeze 
aimed at protecting workers from losing their social security retirement benefits. The 
second step would be a request for cash benefits. Robert W. Kean (R.-N.J.), sponsored 
the disability freeze proposal in the Ways and Means Committee in 1952. It proposed 
to exempt the years a person was disabled from the determination of retirement 
benefits.56 The American Medical Association attacked the proposal again as the 
beginning of socialized medicine. The U.S. Chamber of Commerce and the insurance 
industry saw the proposa l as another· effoTt to enact a . federal disability insurance 
program. Congress responded to these objections by designating state agencies as the 
ones that would determine eligibility. Federal social security administrators could only 
overturn a positive finding of eligibility. Also the strict definition of disability limited 
the freeze to those individuals who were unable "to engage in any substantial gainful 
activity because of any medically determinable physical or mental impairment that can 
be expected to be of long continued and indefinite duration."57 

The proposal again passed in the House but failed in the Senate. The 
compromise agreed upon in effect nullified the proposal. On the one hand the 
disability freeze was approved, but it would expire on June 30, 1953. On the other 
hand disabled workers could not receive benefits before July l, 1953. The Senate 
Finance Committee was dominated by conservative Republicans and Democrats, 
determined that the proposal would not be approved. Meanwhile, the retiring chairman 
of the Ways and Means Committee, "Muley" Robert L. Doughton (D-N.C.), was 
determined that something on disability would be passed in his last session of 
Congress.58 It was not a great moment in politics. 

This was the situation that President Dwight D. Eisenhower faced when he came 
into office. Congress was committed to take up the issue of a disability freeze again 
in 1953. The two sides were so close that whatever position the president took would 
decide the issue. Eisenhower, with the help of Roswell Perkins, assistant secretary of 
Health, Education and Welfare, sided with the Social Security Administration. The 
president supported the freeze with the assurance that the states would establish 
vocational rehabilitation programs. Perkins was convinced that this would be the end 
of the disability issue and not the beginning of disability cash benefits. The disability 
freeze proposal passed in 1954 and the program's leaders started to make plans for the 
next step, cash benefits.59 

The disability freeze was important for the enactment of disability insurance 
because it introduced a workable definition of disability. Disability had to be 
prolonged and of indeterminate duration. It also had to be medically demonstrable. 
The disability had to be of sufficient severity to prevent the worker from performing 
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any gainful' employment. It established the joint federal-state apparatus for 
determining eligibility and state vocational rehabilitation programs. It also established 
an administration to process claims and a criteria for determining disability status. 
Finally, with the role of the states it insulated physicians from federal control and 
thereby lessened the objections of the American Medical Association. 

After the elections of 1954 the Democrats gained full control of Congress. In 
1955 a bill for disability insurance passed the House, but this time without the support 
of Eisenhower or ~erkins. The next step was the Senate Finance Committee where it 
had always been opposed. The difference this time was that Lyndon B. Johnson (D.
Texas) was now the majority leader, and he was eager to exert the new strength of 
the Democrats in the Senate. The bill was still defeated in the Finance Committee, 
but when it reached the Senate, the former chairman of the Senate Finance Committee 
and former foe of disability insurance, Walter F. George (R.-Georgia) led the fight to 
pass the bill. Johnson rounded up votes while George, age 78, continued to speak for 
the bill until he was sure that there were enough votes for passage. Following his 
speech the bill passed, 47 to 45. Six Republicans joined the Democrats in spite of 
strong pressure from President Eisenhower, while seven southern Democrats joined the 
Republicans. 60 

The major elements of the 1956 DI program had the marks of a long political 
fight. Many compromises had to be made. The strict definition of disability excluded 
benefits for those that had a temporary disability. The waiting period before benefits 
would start was six months. To be eligible a person had to have had a recent 
attachment to the workforce. Benefits were restricted to those who were 50 or older 
and were reduced if there were other government disability-related cash benefits. 
Dependents of disabled persons were not covered. Eligibility determinations were to be 
made by state agencies and could not be overturned if the decision was negative.61 

The next step was to lessen or remove the compromises that had been made. 
Conservative opponents to DI had stated that this would happen as soon as the 
program was passed. They were right and the first move came in 1958. 

Considering the long struggle over enactment, the following changes to the major 
elements of the program were achieved with very little political struggle. In 1958 
dependent benefits were approved and the requirement for recent attachment to the 
workforce was dropped. Also in 1958 the reduction for other government program 
benefits was eliminated. In 1960 the minimum age limit of 50 was dropped. In 1965 
the eligibility standards were liberalized. The statement, "long continued and indefinite 
duration," was changed to a "continuous period of 12 months or longer." This change 
allowed the coverage of temporary disabled workers.62 

After the enactment of DI, the program executives turned their attention to 
their "next big item ... in the Social Security field this health insurance fight."63 Both 
DI and health insurance had been considered in 1934 but not recommended as part of 
the Social Security Act. The Interdepartmental Committee to Coordinate Health and 
Welfare Activities studied both proposals after the 1935 act was signed. In 1937-39 and 
1947-48 the Social Security Board submitted DI, but not health insurance, to the 
advisory councils. President Truman did ask for compulsory health insurance in 1945, 
but it aroused opposition from the American Medical Association, which characterized 
both DI and health insurance as the beginning of socialized medicine. The fight for DI 
was also the fight for consideration of a national health insurance program. By the 
time DI became part of the social security system, most of the major objections 
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against health insurance had been identified. 

In the 1960 presidential election health care for the elderly became an issue, and 
it helped to create a medicare coalition.64 One year earlier the Senate had created a 
subcommittee to study the problems of the aged and aging.65 The committee held 
national hearings and early in 1960 recommended that health benefits be added to 
social security. After the election of John F. Kennedy, the medicare coalition added to 
its ranks the members of the new administration. In 1961 one of these new members 
and long-time advocate of social security, Wilbur Cohen, was appointed ·assistant 
secretary of HEW. Health insurance was now high on the agenda of the new 
President.66 The proposal, now known as medicare, did not pass before Kennedy was 
assassinated in November 1963. It would be President Johnson's task to try to 
convince Congress to pass medicare. 

In the early efforts to pass medicare the main obstacle was the chairman of the 
House Ways and Means Committee, Wilbur Mills (D.-Ark.). Mills was concerned with 
the financing and stability of the new program. He saw it as being incompatible with 
the original principles of old-age insurance. Program executives saw it as an extension 
of those same principles. If medicare was not enacted, the elderly would be forced to 
seek public assistance because ·of rising health costs. It was-an effort to prot_ec't the 
dignity of the elderly. It was also an effort to protect the general taxpayer. General 
revenues would be saved by funding the program with payroll taxes. Mills still feared 
the unstable costs of health care and unanticipated costs of the basic program.67 

After the elections of 1964 and the overwhelming Democratic victory, Mills 
committed himself to working for passage of medicare. The Republicans countered with 
a proposal for a voluntary medical insurance plan that would pay doctors' and some 
hospital expenses. Johnson's administration proposed a compulsory Hospital Insurance 
Plan, which came to be called part A. The Republicans' proposal came to be known as 
part B. In Mills' compromise part A would be financed by social security payroll taxes 
and part B would be financed by voluntary insurance premiums and general funds. The 
American Medical Association was still opposed to medicare but it passed in 1965.68 

Medicare was enacted in 1965, and it provided a national health insurance system 
for those 65 years or older. The program continued the efforts of the Kerr-Mills 
Medical Assistance Act of 1960, which expanded medical assistance to the low-income 
population by providing federal grants to the states. In 1960 the minimum monthly 
social security benefit of $33 was below the poverty guidelines, and only about 62 
percent of retired workers were receiv ing monthly benefits. The program partially 
covered hospital and related expenses and instituted a voluntary insurance program that 
would help pay for doctors' services. 

Medicaid, a program of medical assistance for the needy, was also established in 
1965. "In 1981, 12 percent of the elderly population (33 percent of those below the 
poverty threshold) received medicaid coverage."69 Medicaid is targeted towards the 
low-income elderly. It helps pay for a wide variety of medical services and sometimes 
covers services not covered under medicare. Medicaid is a federal-state partnership 
program whose benefits vary from state to state, while medicare, a federal program, is 
the same in every state.70 Medicaid is required by law to cover most persons covered 
under the Supplemental Security Income (SSI) Program. In 1986 it paid about 89 
percent of all public expenditures for nursing-home care.71 
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In 1965 Congress passed the Older Americans Act, which was not part of the 
social security system, but was very important in addressing the needs of the elderly. 
Access to the programs and services provided by the act is not limited by income. 
They are available to anyone 65 years or older. The goal of the new legislation was 
to: 

Provide assistance in the development of new or improved programs to 
help older persons through grants to the states for community planning 
and services and for training, through research, development, or training 
project grants, and to establish within the Department of Health, 
Educa_tion and Welfare an operating agency designated as the 
"Administration on Aging."72 

The Older Americans Act followed the same framework of President Johnson's 
other Great Society programs. It called for decentralization of authority in favor of 
local control. The basic purpose of the program is to provide a wide range of social 
services that address the needs of older persons. The key elements of this basic 
·purpose have been programs that foster the independence of older persons in their 
homes verses institutionalization. A network of state/ area agencies on aging make up 
-the administrative framework of the program." In 1986 the program had "57 state units 
of aging" and "over 660 area agencies on aging" providing services to older adults.73 

It is helpful at this point to reflect on what had happened to social security and 
the needs of the elderly since 1935. The social security system was born in a period 
of fear: fear for the economy and fear for the future. The depression helped to 
destroy the Puritan concept that somehow poverty was a result of sin and laziness. It 
had become clear by this time that poverty was a national problem and not a personal 
matter. A national problem needed a national solution. The Social Security Act was 
enacted to provide some sort of social justice to the aged and at the same time reduce 
unemployment. In 1935 dependency of the elderly had risen to 40 percent of an aged 
population that was between 6 million and 7.5 million, and growing (table 1). In 1935 
these were the low-income elderly. In the Supreme Court decision of 1937 Justice 
Cardozo agreed that the problems of poverty were national and only a national power 
could serve the needs of all in upholding the constitutionality of the Social Security 
Act.74 

Only four years after social security became law, amendments were added to the 
system that would change it to what it is today. The 1939 amendments were passed at 
a time when the elderly population had grown to almost 9 million. Congress was 
concerned about the growing reserve of the system in a time of continued economic 
need for the country and the elderly. In response to this concern the effective date 
fo r the start of benefit payments was moved up to January 1, 1940, from 1942. 
Coverage was expanded to other groups. Social security became a program of family 
protection by adding dependents' and survivors' benefits. The date to begin payments 
was moved up, and dependents and survivors were added to the beneficiaries. By this· 
time a critical purpose had been accomplished. Social security had created a meaning, a 
belief that it was an insurance program. By expanding its coverage, the amendments 
helped to foster this image and protect the program in the future. 

Truman's request for disability and health insurance in 1950 did not pass. 
Federal grants to the states to deal with disability were passed. The other 
amendments of 1950 were passed in an effort to deal with the increased cost of living 
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and rising wages. Benefits were increased and once again coverage was expanded. The 
expanded coverage in 1939 and in 1950 helped to pay the increased benefits. During 
World War II the cost of living and wages had risen dramatically. During the Korean 
War the same thing happened again, and benefits had to be increased and adjusted 
once more. For the time being those who favored local control of health and disability 
programs had prevailed. In 1950 the elderly population had increased to more than 12 
million. 

The next major expansion of social security came with the addition of disability 
insurance (DI) to the system in 1956. The reason DI is covered so extensively in this 
report is that the political fight to enact DI was also an effort to pass a national 
health insurance bill. It represented the last chance that the conservatives had of 
limiting the growth and expansion of social security. It represented the beginning of 
opposition from the American Medical Association, and the method in which it was 
neutralized by compromise. As a significant part of the social security system, Di's 
funding has had an important effect on the other social security programs. The 
disability freeze that was passed in 1954 protected the social security benefits of 
workers that became disabled before retirement age. When DI was finally enacted, it 
covered another major cause of poverty. 

In 1960 the elderly population was more than 16 million, and the poverty rate 
was about 35 percent. More than 5 million elderly persons were living in poverty 
(tables 1 and 2). Rising health costs had contributed to the poverty; so health 
insurance became the next logical target for the program executives of social security. 
In the presidential elections of 1960 they received help from the election of Kennedy 
and a medicare coalition. A growing elderly population, rising health costs, and 
increasing poverty among the elderly contributed to the enactment of medicare and the 
Older Americans Act in 1965. Since 1965 the Older Americans Act has basically 
remained the same. Its essential mission is to provide a wide variety of social services 
to older adults in the greatest economic and social need. The basic goal is to foster 
independence among the aged. A current issue being debated is whether the program 
should target its services more to certain subgroups that are most in need.75 

This period from 1935 to 1965 ends with three major components firmly in place 
in the social security system. The programs were Old Age & Survivors Insura.nce 
(OASI), DI, and medicare. All three needs had originally been identified by the 
Committee for Economic Security in 1934. The Older Americans Act represents a 
transition froqi what could be classified as the traditional way of dealing with poverty 
to a new multiple approach to the needs of poor people, in this case the low-income 
elderly. OASI, DI, and medicare all appeal to the concept of earned benefits and 
insurance. People pay into a fund and feel they are entitled to benefits. 

Traditional methods identified poverty as having three causes and tried to 
protect against them. The Older Americans Act and other programs of the War on 
Poverty perceived poverty as having multiple causes. Multiple causes meant increased 
federal expenditures for different programs. The meaning and image fostered by social 
security that people somehow were entitled to the benefits of federal programs still 
prevailed. Individuals that had once opposed the expansion of social security later 
advocated increased benefits. This support, combined with the continued needs of the 
elderly, lead to the next period of expansion and financial crisis in social security. In 
1966 the poverty rate of the total population (those 18 to 64 years old), was 10.6 
percent, while the poverty rate among the elderly was 28.5 percent (table 2). 
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MAJOR DEVELOPMENTS: 1965 - PRESENT 

Between 1967 and 1972 social security retirement benefits were increased in an 
effort to keep up with the cost of living. In 1967 President Lyndon B. Johnson 
proposed a 15 percent increase and Congress approved a 13 percent increase. When 
Richard Nixon was elected in 1968, it appeared that efforts for bigger cash benefits 
would end, but party rivalry between a Republican President and a Democratic Congress 
produced an increase in real benefit levels of 23 percent, adjusted for inflation. In 
1969 Nixon proposed a 10 percent increase, and Congress approved 1 S percent. In 1971 

Nixon proposed an 8 percent increase, and Congress approved 10 percent. In 1972 
Nixon proposed a 5 percent increase, and Congress approved a 20 percent increase in 
benefits. 

Also in 1972, future benefits were indexed to the cost of living for future 
increases. The indexing of benefits was to become effective in June 1975. Republicans 
who supported the bill felt that this would take politics out of future increases, to 
their advantage.76 Elliot Richardson, secretary of Health, Education and Welfare, 
commented in 1972 to a congressional committee that a Republican president would "be 

outbid no matter what he might propose" to a Democratic Congress.77 The Democratic 
Congress might have argued that the increases that Nixon was proposing were too low. 
In 1968 the poverty rate among the elderly was 28.5 percent. In 1971 the poverty 
rate among the elderly was still high at 21.8 percent. At the same time, the poverty 
rate for those 18 to 84 years old was 9.4 percent (table 2). 

The supplemental security income (SSI) amendment was also passed in 1972. This 
amendment repealed the federal grants-in-aid programs for the aged, blind, and 
disabled. About 20 percent of the people classified as disabled under SSI and receiving 
benefits were also 65 years or older. The program was to be federally· financed and 
administered by the Social Security Administration. SSI was to be financed from 
general revenues. The program was aimed at those individuals with low incomes and 
those who did not qualify for the other social security programs, or those below the 
poverty guidelines .receiving social security benefits. 

SSI was seen as the answer to the problem of trying to provide a minimum 
income for the low-income elderly.78 SSI was designed to: 

Simplify administration and reduce welfare costs; provide more adequate, 
more uniform, and more equitable benefits; reduce the stigma discouraging 
those in need from seeking aid; and improve incentives for the poor to 
seek employment.79 

Eligibility for SSI is based on need, determined by an income test. Applicants 
must also be 65 years or older, or blind or disabled, based on social security guidelines. 
The program guarantees a minimum income level for all persons who are eligible. The 
minimum income has always been below the federal poverty guidelines. Another 
important fact about SSI is that about two-thirds of the recipients are women, and 
about three-fourths of the recipients 65 years or older are also women.80 

SSI was implemented in January 1, 1974, only 15 months after it was enacted in 
October 1972. The program was the result of three years of consideration of welfare 
reform. On August 8, 1969, President Nixon, in a nationwid,e address, proposed the 
Family Assistance Plan (FAP). Nixon proposed to reform the way that the federal 
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government was taking care of those in need. The FAP was submitted to the House of 
'Representatives on October 3, 1969. The bill proposed to continue the current 
relationship between the states and the federal government in taking care of the needs 
of the aged, blind, and disabled. A minimum income level guaranteed by the federal 
government was established for adults in order to make the benefits between the states 
more uniform. 

The new bill also included provisions for the states to contract with the Social 
Security Administration for some or all of the administrative needs of the new 
program. The House Ways and Means Committee held hearings for about a month on 
welfare reform and social security benefits. The FAP was finally defeated because it 
was complicated, and many different interest groups opposed it. Instead, SSI was 
passed in 1972. It was similar to the F AP in that it set an income floor. It also had 
a complicated formula that allowed individuals to keep part of their income, up to a 
certain point, and then it was taxed at the rate of 50 percent.81 

In 1975, Congress passed an amendment to social security that gave the states 
more authority and flexibility in implementing programs for "neglected, abused, and 
dependent children and adults."82 Aid to Families with Dependent Children (AFDC), 
SSI, or medicaid recipients were eligible for services. The provision in this program 
that affected the elderly was that services could be provided to residents earning up to 
115 percent of the state's median income. Through this provision, states could provide 
in-home services to the elderly who were not covered under medicaid. This service 
enabled some older adults to stay independent and out of institutional care.83 

In 1975, when the 1972 amendments were to take effect, the United States was 
hit with high inflation and high unemployment at the same time. Revenues from 
employment taxes dropped at the same time that the program's costs were increasing. 
The automatic cost-of-living increases enacted in 1972 were said to have over-indexed 
benefit payments. As early as 1973 serious questions were raised about the financial 
stability of the social security system. The Board of Trustees of the social security 
Trust Funds estimated that between 1976 and 1981 the combined assets of OASI and DI 
would decline. In response to this, in 1977 Congress passed amendments that increased 
social security payroll taxes and cut benefits. These amendments placed the OASI in a 
firmer financial condition, for the time being. In 1978-79 cutbacks were being 
proposed in the annual budget for the first time in the history of the program. 
President Jimmy Carter proposed to save about $609 million in fiscal year 1980.84 

Carter's proposals were not entirely successful, but for the first time, amendments 
were passed in 1980 that cut benefits in the social security system. OASI did not 
receive any cuts, but disability benefits were reduced. Social security was in trouble, 
but it would be up to the next president to try to find a solution. 

When Ronald Reagan came into office in 1981, he appointed a task force to 
study the problems of social security. One of the recommendations of the task force 
was that the retirement age gradually be raised to 68. Several proposals were also 
made that would cut future benefits. In February 1981, the Congressional Budget 
Office issued a report that stated that by early 1983, OASI would deplete its trust 
fund. DI would continue to grow at about 112 percent of outlays by 1986. On May 
12, 1981 Reagan recommended that benefits for early retirees be cut back immediately. 
He also recommended that cost-of-living increases scheduled for July 1982 be delayed 
for three months. 
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These proposals were seen as part of his overall agenda for trying to cut ba·ck 
federal expenditures. Groups that advocated the needs of the elderly viewed the 
proposals as a "breach of contract." On May 20, the Democratic Caucus stated that 
they would not "destroy the program or a generation of retirees."85 After a summer 
of intense debate the cutbacks were passed, but some of them were restored by the 
end of 1981. The bill restoring some of the minimum benefits also included a provision 
that allowed CASI to borrow funds from the DI trust fund and/or the medicare trust 
fund. On December 18, 1981 , Reagan established the National Commission on Social 
Security Reform. It was composed of eight Republicans and seven Democrats. Among 
the recommendations the commission proposed were future payroll tax increases, a six
month delay in the cost-of-living increases, and covering nonprofit and new federal 
employees. No recommendations were made to use general funds to solve the financial 
problems, and the members could not agree on long-term financing.86 The government 
had placed a band-aid on a patient who needed a major operation. 

From 1965 to the present, social security has been in a revolving financial crisis. 
At the present it appears to be in sound financial status. In 1972 it was expanded by 
increasing its benefits and implementing a new program, SSI. In 1972 the poverty rate 
among tl,.e elderly was 18.6 percent. By 1985 the overall poverty rate among the 
elderly had decreased to 12.6 percent. While the overall poverty rate of the elderly 
was addressed by increased benefits in social security, SSI, DI and .medicare, certain 
subgroups had become the new low-income elderly. In 1985, poverty among elderly 
Hispanics was 23.9 percent, and among elderly blacks it was 31.5 percent. The 
subgroup that appears to be the most at risk are black females living alone. In 1985 
they had a poverty rate of 54.5 percent (table 3). At this point, when opportunities 
for solutions in the social security system have been lost or ignored by our leaders, 
Theodore J. Lowi's comments in his book, The End of Liberalism: The Second Republic 
of the United States. might be appropriate: 

At this time they persist in their search for distant explanations for the 
American distress, and usually the victims or the society get all the blame. 
But ultimately they must come to see that they, the leaders, are the 
problem, their belief system is the source of the pathology, and their 
policies will not succeed except at great economic and political cost. As 
this moment approaches, there will be an opportunity for fundamental 
changes. But these changes will have to be guided by a new public 
philosophy.87 

THE NEW LOW-INCOME ELDERLY 

Elizabeth Kutza, in an article titled "Toward an Aging Policy," in the fifth 
edition of Aging, states that "chronological age is not a good indicator of an 
individual's circumstances. No problem occurs in old age that does not occur also in 
other age groups."88 Martha Burt, in Testing the Social Safety Net, states that many 
elderly remain healthy and active, and have financial security.89 Who are the low
income elderly? In 1935 they were the 40 percent that were living in dependency. 
Most did not have any type of retirement benefits to help them in their old age. 

After more than 50 years of social security, the character of low-income elderly 
has changed. The low-income elderly are those individuals, 65 years or older, that 
have incomes below the federal poverty guidelines. Usually they live on minimum 
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social security or SSI benefits. They do not have other assets or pensions. Many 
years of hard, low-paying labor have left them with multiple health problems or 
disabilities. Many live alone or far away from their relatives. Living on a fixed 
income, they are easily affected by price increases in rent, property taxes, health 
costs, or food. The low-income elderly are also the individuals who have been affected 
the most by the current administration's policies towards social service programs and 
the social security system. 

These at-risk groups have benefited less from social security politics because of 
years of unemployment and underemployment in their preretirement years. There is 
evidence to suggest that these groups at risk will make up a bigger share of the 
elderly population in the future, if current policies are not adjusted to take care of 
their needs.90 

Older adults as a group face the problem of health needs at a time when their 
income is fixed or decreasing. In 1979 older adults' health care accounted for 29 
percent of the U.S. health-care expenditures. If this is a priority for the overall 
elderly population, then it is a greater need for the at-risk groups of low-income 
elderly. Women are represented in larger numbers in the upper age brackets and 
thereby ha·ve more need for health care. "In 1977 more than 70 percent of nursing 
home residents were women." Minorities enter old age in poor health and get worse 
because of underutilization of health care before and during old age. Elderly persons 
living alone need help from social services in the form of home visits in order to keep 
their independence. The very old need more health care because mobility decreases 
with age.91 

Low-income elderly have a greater need for income assistance than other older 
adults because they are less likely to have sources of income other than low minimum 
social security benefits or SSI. This condition also makes them more dependent on 
other social-service programs to supplement their incomes.92 If these programs are 
cut, it has a large effect on their quality of life. Figure 1 is an example of problems 
that the low-income elderly have and the need for a variety of services. 

In the expansion of the 1960s and 1970s no laws specifically were targeted 
towards the low-income elderly. The low-income elderly did benefit from the Older 
Americans Act, social security and medicare because they qualified for them based on 
their age. The alternative to these programs are SSI and medicaid, in which eligibility 
is based on income, the point being that low-income elderly are affected by any 
changes made in any of those programs. The different changes in each of the 
programs by themselves probably do not have a large effect on the economic status of 
the low-income elderly. Together the programs, benefits, or services that are cut or 
reduced do have a major effect on the overall economic status of the low-income 
elderly. 

THE REAGAN POLICIES 

Ronald Reagan came into office in 1981 without any major policies that were 
directly related to the elderly. His broad agenda was to reduce the role of the federal 
government, stimulate economic activity, reduce taxes, and cut federal spending. The 
Reagan administration argued that many social programs had been ineffective and that 
his economic policies and the individual actions of private citizens would be the best 
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alternative to specific federal proposals. The only major promise he made in regard to 
older Americans was that he promised to maintain social security benefit levels and to 
eliminate the earnings test that reduced benefits for people 62 to 69 years with large 
earned incomes.93 

In the pursuit of his overall goals, Reagan has made many proposals that affect 
benefits available for older people. A number of initiatives that have been approved 
have affected certain subgroups of the elderly population, those with low incomes.94 

As discussed earlier, these at-risk groups are minorities, single and widowed women 
living alone, and the rural elderly. Their reduced status contrasts to that of current 
retirees with large incomes from sources other than social security. They have been 
able to increase their economic status because of the income-tax cuts. In addition, 
rapid decline of the inflation rate has benefitted the middle- and upper-income retirees 
but has had little effect on the low-income elderly, whose income comes mainly from 
social security and welfare benefits, which are indexed to the cost of living.96 

Reagan came into office placing a high priority on his economic policies and a 
plan to reduce the role of the federal government in domestic programs. He made 
assurances that he would protec~ the social safety net.96 He did not have an agenda 
that addressed the special needs of the elderly. There have been no efforts by his 
administration to increase the incomes of the low-income elderly, nor has he proposed 
other strategies that would help resolve the problems of these at-risk subgroups of the 
aged population. Such efforts would go against his basic philosophy that social 
programs are the responsibility of state and local governments and private individuals. 
Furthermore, a major social program aimed at any group would have contradicted his 
plans to cut federal spending and taxes.97 

This section discusses the changes in the social security programs under the 
Reagan administration that have affected the economic status of the low-income 
elderly. The specific programs that will be addressed are OASI, DI, and SSI. Reagan's 
sta ted public policy objectives when he came into office have already been discussed in 
the previous section. This section covers the implementation of his policies and their 
effect on the low-income elderly and ends with a discussion of other policy 
alternatives. 

Policy Implementation and the Low-income Elderly 

The stated intent of the Reagan administration to continue the safety net 
concept in regards to the financial needs of the elderly has not been successful. The 
pursuit of cuts in federal spending and other economic policies has benefitted the 
overall older population, but at the same time it has reduced the economic status of 
the low-income elderly. An April 1987 report by Edward R. Roybal (D-Calif.), the 
chairman of the Subcommittee on Health and Long-Term Care of the House's Select 
Committee on Aging, stated that "President Reagan promised an economic miracle when 
he came into office in 1981. Instead, he has brought us an unprecedented federal 
defici.t -- a huge hole he seeks to fill with the bedrock of our commitment to the 
poor, elderly, and disabled."98 Two years earlier John Heinz (R-Penn.), the Chairman 
of the Senate's Special Committee on Aging, stated that "if today the message of social 
security is not being heard, it's because it is being drowned out by the hue and cry of 
deficit reduction."99 The impact of the Reagan policies on the low-income elderly can 
best be examined by reviewing the policy implementation in OASI, DI, and SSI. 

149 
\ 



Old Age and Survivors Insurance 

The most recent history of the OASI has been one of a revolving financial crisis. 
At present the trust fund appears to be in good financial status. Reports of a 
financial crisis began to appear yearly from the Board of Trustees of the Social 
Security trust funds in 1973. The 1977 amendments raised payroll taxes and placed the 
OASI for the short-term on firm financial ground. The Carter administration was the 
first in the history of the program to propose cutbacks in the social security system 
beginning in the 1980 budget. OASI was eventually not affected but the new battle 
lines had been dra wn.100 

Reagan started his administration in 1981 with an overall agenda to reduce the 
size of government. His initial proposals involved drastic cutbacks in social security. 
The goal was to achieve long- and short-term savings in social security benefits in 
order to improve the financial status of the trust funds. 

The package of proposals that Reagan presented on May 12, 1981, were a 
dramatic departure from the legislation that had been proposed in Congress up to t'lat 
point. The bills in Congress were looking at general financing of hospital insurance 
for both the short and long term. Two bills included an increase of the retirement 
age in order to address the long-term financing of OASI. Reagan in his proposals 
rejected both approaches to solve the financing of OASI. He wanted to rely on 
reduction of benefits in the short term and a slowdown of future benefits in the long 
run. The political tension that his proposals created led to the formation of a 
bipartisan National Commission on social security Reform.101 

The commission made its report on January 15, 1983. The major 
recommendations were to increase payroll taxes, extend social security coverage to 
federal employees and nonprofit employees, and to delay cost-of-living increases for six 
months.102 The commission had been created to deal with a hot political issue. The 
Democrats wanted to keep the issue alive and the Republicans wanted the issue to go 
away. Very few believed that the commission would solve the social security 
problems.103 The final recommendations kept the basic structure of the social security 
system intact. The negative part of the proposals was that benefits would be lower 
for future generations because of higher taxes and a new -retirement age. The 
recommendations became law when Reagan signed the amendments of 1983 on April 20, 
1983. Social security had been rescued, but Reagan had to compromise on the deeper 
cuts that he wanted. The OASI trust fund continues to improve, and no new major 
initiatives have been aimed directly at OASI by the Reagan administration. 

Disability Insurance 

In 1980 Congress passed legislation that placed a cap on family benefits in the 
DI program. The 1980 legislation also required that states conduct administrative 
reviews of disability cases once every three years.104 DI became a target of the 

· Reagan administration in an attempt to save money in his 1981 budget. He presented 
several legislative proposals that aimed at some of the basic elements of the DI 
program. He proposed to eliminate the nonmedical factors in determining eligibility, 
and he also wanted to limit benefits to those individuals who were permanently 
disabled. A person's disability was expected to last for 24 months, instead of 12 
months in order to be eligible. The waiting period would again be increased to six 
months before a person would receive benefits. He also proposed to reinstate the 
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provision that required a recent attachment to the workforce. Fortunately for the DI 
program, its attachment to the social security system protected it from the Reagan 
legislative proposals.105 The administration proceeded to accelerate eligibility reviews 
based on the congressional legislation of 1980, when its proposals failed. Cutting back 
the DI program became an administrative function of limiting eligibility.106 The only 
relief from this attack came from a law signed on January 12, 1983, that makes 
continuing disability investigations less harsh. DI payments are being continued for 
those individuals who are contesting their termination of benefits. Before this their 
benefits were being terminated upon notification.107 

In 1984 Congress provided additional relief by creating a medical improvement 
standard. A person could only be terminated if there was enough evidence that 
demonstrated that he had improved medically.108 This new legislation had only been 
enacted after horror stories· began to appear in the media of people committing 
desperate acts such as suicide after being terminated from the disability rolls. Reagan 
tried to save money and in the end created administrative chaos. The popular press 
now dwelled on the unfair treatment that the Reagan administration was imposing on 
the disabled and pictured it as an attack on the social safety net.109 

Reaga·n did not view it as such an attack. He f cit that the emphasis of DI should 
be in rehabilitation and not creating dependency. At the start of his administration he 
stated that, "disability programs don't always point towards independence and jobs."110 

The importance of DI in relation to the other programs under social security is 
that it includes many elderly and others that arc about to become elderly. The current 
policy is based on people qualifying for services if they retire because of disability. 
At the age of 65 these beneficiaries are transferred to the OASI program or SSI. 
Public policy between the three programs in the social security system is not 
coordinated. The low-income elderly arc aff cctcd because they arc the most likely to 
need DI before they reach retirement age. The status of DI under the Reagan 
administration is that of a policy that needs to be redefined and coordinated better 
with the other social security programs. Emphasis on rehabilitation goes against the 
reality of a policy that is based on retirement in order to qualify for benefits. There 
appears to be no middle ground· for partial disability and partial benefits, especially for 
those that are under 50 years old. 

Supplemental Security Income (SSI) 

Supplemental security income (SSI) is an important women's issue. About two
thirds of all .SSI recipients are women and they constitute about three-fourths of the 
aged receiving benefits. Before SSI the highest need for public assistance was among 
women. Since SSI the need has increased along with the economic imbalance between 
men and women.111 SSI benefits other low-income elderly, especially minorities. In 
1981 the Reagan administration proposed drastic cuts in benefits in order to achieve 
some savings. None of the cuts were enacted. In 1982 the Reagan administration 
again tried to enact major proposals that would reduce program benefits. The benefits 
of most of the beneficiaries would have been affected and disability eligibility would 
have been made stricter. Congress responded by enacting only minor changes. 
Administratively, the annual review of eligibility based on disability did affect SSI in 
the same manner as in the DI program. The political backlash pictured the Reagan 
administration as being insensitive to the needs of the truly poor. It also portrayed 
him as not protecting the minimum safety net for the elderly poor. In reality the 
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eligibility requirements and more frequent reviews did not affect the elderly.112 

The 1983 amendments provided the largest impact on the SSI program. They 
enacted a six-month delay in cost-of-living increases. Congress responded by enacting 
at the same time a monthly benefit increase of $20 for an individual and $30 for 
couples. This was the first benefit increase beyond the cost-of-living increase since 
the program was enacted.115 In the final analysis the SSI program has fared better 
during the Reagan administration than OASI or DI. The major problems with the 
program appear to be underutilization of the program by the low-income elderly and 
the low level of benefits relative to the federal poverty levels. Perhaps if benefits are 
increased, then more low-income elderly will enroll in the program. 

CONCLUSIONS AND POLICY ALTERNATIVES 

The social security system is currently financially sound. On the other hand the 
target group that the program was designed for is at present not the most in need 
among the elderly. In 1935 and up to about 1979 the low-income elderly were 
recognized as anybody 65 years or older. Poverty among the elderly in 1959 was about 
35 percent, and in 1979 it had .declined to about 15 percent. What emerged after 1979 
was a new concentrated group of low-income elderly. This group included minorities, 
single women living alone, and rural aged. Another group that is currently being 
included in the new low-income elderly are the very old or frail elderly. When Ronald 
Reagan came into office he had no specific policy targeted to the new low-income 
elderly. His main object was to reduce the size of government and return more power 
to the states. He wanted to stimulate the economy and reduce taxes and federal 
spending. Any new programs aimed at reducing the poverty of any specific group 
would have gone against his overall political agenda. 

His policies have had the effect of improving the economic status of the upper
income groups and lowering the economic status of the lower-income groups. They 
appear to have had the same effect on the elderly. Those that had high-paying 
employment before they retired and therefore received higher benefits from social 
security upon retirement have been better able to weather the delay in cost-of-living 
increases when Reagan came into office. Also these are individuals who usually were 
able to save for retirement through pensions and tax-subsidized individual retirement 
accounts. Reagan's policies have had the effect of improving the overall status of the 
elderly as a group in comparison to the status of other groups. Income has been 
redistributed from the poor to the elderly and high-income groups. As a result the 
poor are represented among the elderly as a more concentrated and entrenched group 
that is going to need more government assistance that might not have been needed if 
other policies had been adopted during Reagan's administration. 

One of those policies might have been a national policy aimed specifically at the 
low-income elderly. Improvements could have been made in means-tested programs 
such as SSI and medicaid. Cuts in social programs that benefit poor people could have 
been a voided by not implementing the tax cuts of 1984. The overall problem with the 
Reagan policies is that they were shortsighted in the sense that they were directed at 
a special group of Americans, the high-income group. 

Reagan's policies have been successful at stimulating the economy and improving 
the overall economic status of Americans. The major impact has been at high income 
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levels. The question that one needs to ask is, at what cost? One of the outcomes is 
a lowered standard of. living for the low-income elderly. More federal expenditures in 
the near future will be required. SSI payments will have to be increased at a faster 
rate in order to bring them up to at least the minimum poverty level. 

The current crisis is rooted in the lack of confidence in the socia l security and 
welfare system. The problem is also one of definition of terms. Is social security an 
insurance program or an income-redistribution program? As an insurance, the benefit 
structure is complex, making it difficult to predict what will be available for a worker 
upon retirement. The average worker can not determine what additional income will be 
needed to supplement social security. Current and past beneficiaries have been able to 
receive sizable benefits compared to what they have contributed into the system. 

Social policies are shaped largely by requirements of the economy and the 
economic climate. The position of the low-income elderly in the economy has been and 
continues to be systematically unequal. Reagan's failure to address these inequalities 
by not advancing social policies that benefit the low-income elderly has furthered the 
disadvantaged economic situation of this group. The bias in his public policy has been 
against women and minorities. Tax cuts have benefitted the high-income groups and 

· benefit cuts have had the greatest impact on those with ·an annual income of $10,000 
or less. Resources have shifted from females to males and from minorities to whites 
with the policy changes imposed during the Reagan administration. 

The next president will have to deal with the possibility of lowering or delaying 
the cost-of-living adjustments (COLAs) for those receiving social security retirement 
benefits in favor of those receiving SSI benefits. Another possibility is delaying COLAs 
to those that have other incomes in favor of those that don't. This action would not 
take away the overall philosophy of being entitled to benefits but would combine it 
with a means-tested strategy. At present this appears to be the politically feasible 
way of addressing the income needs of the low-income elderly. The alternative of 
providing a guaranteed income is superior but is not politically feasible because of 
continuing budget restraints. 

Finally, the time has come to start the debate on whether we should continue 
the age-related policies of social security or focus on other policies that emphasize 
need. Retirement among the elderly is a different issue than poverty among the 
elderly. The ultimate solution could be to separate the entitlement aspects of the 
social security system from the income transfer goals. Entitlement would be funded by 
contributions ·to OASI and would provide better financial planning for its beneficiaries. 
lncome-transf er programs would then be funded by general revenues. This solution 
would appeal to economic justice and a sense of national community. It would also 
display this country's value for the work ethic by rewarding those that had contributed 
to our economic well-being while spending their lives working in minimum-wage 
employment. 
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1900 

1910 

1920 

1930 

1940 
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1985 

Projected 
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Source: 

Note: 

Table 1. Total Population and Elderly Population 
(in thousands) 

Total Population Elderly 65 + 

76,303 3,084 

91,972 3,950 

105,7 11 4,933 

122, 775 6,634 

131,669 9,019 

150,967 12,270 

179,323 16,560 

203,302 19,980 

226,505 25,544 

239,283 28,530 

267,955 34,921 

Percent 

4.0 

4.3 

4.7 

5.4 

6.8 

8.1 

9.2 

9.8 

11.3 

11.9 

13.0 

U.S. Congress, Senate, Special Committee on Aging, Developments In 
Aging: 1986, vol. 3 (Washington: U.S.Government Printing Office, 1987), p. 
11. 

Data was compiled from the U.S. Bureau of the Census, 1900-80 and 
Current Popula tion Reports, Series p-25, No. 985. 
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Source: 

Note: 

Table 2. Poverty Rates for Aged and Nonaged 
(percent) 

:llll 18 to 64 lli 

1959 17.4 35.2 

1967 10.2 29.5 

1968 9.1 25.0 

1969 8.8 25.3 

1970 9.2 24.5 

1971 9.4 21.6 

1972 9.0 18.6 

1973 8.5 16:3 

1974 8.5 14.6 

1975 9.4 15.3 

1976 9.2 15.0 

1977 9.0 14.1 

1978 8.9 14.0 

1979 9.1 15.2 

1980 10.3 15.7 

1981 1 l.3 15.3 

1982 12.3 14.6 

1983 12.1 14.l 

1984 11.7 12.4 

1985 11.3 12.6 

U.S. Congress, Senate, Special Committee on Aging, Developments In 
Aging: 1986. vol. 3 (Washington: U.S. Government Printing Off ice, 1987), p. 
43. 

Prepared by the Congressional Research Service, updated to 1985 by U.S. 
Burea u of Census. 
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Source: 

Note: 

Target Group 

Total Elderly 

Hispanic 

Blacks 

Black Female 
Living Alone 

Table 3. 1985 Poverty Rate -- Elderly 65+ 

Percent 

12.6 

23.9 

31.5 

54.5 

Number 

3,456,000 

219,000 

717,000 

320,000 

U.S. Congress, Senate, Special Committee on Aging, Developments In 
Aging: 1986. vol. 3 (Washington: U.S. Government Printing Office, 1987), 
p. 41. 

Tabulated from the March 1986 Current Population Survey, U.S. Bureau of 
the Census. 
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Figure 1 

COUPLE'S SUFFERING UNSEEN 
Elderly pair languished in filth, neglect for months 

Dallas (AP) - A social service 
volunteer says she found an impoverished 
elderly couple lying in a room amid 
swarms of cockroaches in conditions she 
likened to a horror movie. 

For nearly a year, Roman and 
Margarita Rioses' world had been limited 
to the bedroom of their small house in 
South Dallas. Their ill health left them 
unable to buy food, seek medical 
treatment or apply for government 
benefits. 

At the urging of their landlord, a 
social service volunteer visited three 
weeks ago and found the couple 
malnourished and lying in soiled sheets. 

"It's one of the worst cases I have 
ever had," said Amanda Silva, director of 
La Voz del Anciano Mexicano-Americano, 
or The Voice of the Mexican-American 
Elderly. 

Without any neighbors, nearby 
relatives, a working telephone or English 
skills, the Rioses had lived alone on the 
woman's $186 monthly social security 
check and sandwiches delivered by 
Ayala's Cafe and Market, where their 
friend Sam Ayala cashes the checks. 

In the past few weeks, Silva has 
made sure the Rioses received new beds, 
clean sheets, food, baths, clean clothes, 
medical checkups and enrollment in Meals 
on Wheels, which delivers hot food five 
times a week. 

Octa Bottorff, associate executive 
director of the ,Greater Dallas Community 
of Churches, said, "When people like 
these fall through the cracks, it's when 
families or individuals don't have any idea 
of what's available. They don't have any 
way to get out for assistance." 

"I suspect there is much more of 
this than people realize," Bottorff said. 

Louise Suniga, the Rioses' landlady 
for 17 years, called La Voz del Anciano 
to get help for the couple. 
The couple, both unable to move without 
walkers, began a gradual decline after 
Roman broke his foot and began losing 
his sight in 1985. 

"They don't pay me any rent, but I 
couldn't throw them out on the· street," 
Suniga said. 

When the couple's electric, gas and 
telephone services were cut off in 
September, Suniga switched the utilities 
to her name and began paying those 
bills for the couple. 

157 

Source: Austin-American Statesman, 
December 2, 1987. 



Notes 

1. National Conference on Social Welfare, The Report of the Committee on Economic 
Security of 1935: 50th Anniversary Edition. (Washington, D.C.: National Conference on 
Social Welfare, 1985), p. 5. 

2. Ibid., p. 145. 

3. Bonny Gardner, Rethinking Services for the Elderly (Austin: Center for Social Work 
Research, The University of Texas at Austin, 1976), p. 5. 

4. Frederick C. Mosher, Democracy and the Public Service (New York & Oxford: 
Oxford University Press, 1982), p. 60. 

5. David Hackett Fisher, Growing Old in America (New York: St. Martin's Press, 1978), 
p. 29. 

6. Ibid., p. 46. 

7. Mosher, Public Service. p. 66. 

8. Fisher, Growing Old, p. 109. 

9. Ibid., p. 135. 

10. Mosher, Public Service. pp. 70-73. 

11. Fisher, Growing Old, p. 139. 

12. Ibid., p. 143. 

13. Ibid., p. 144. 

14. Mosher, Publ ic service, pp. 7 4-7 6. 

15. Fisher, Growing Old, p. 160. 

16. Ibid., p. _167. 

17. Ibid., pp. 168-169. 

18. Ibid., p. 173. 

19. Ibid., pp. 180-182. 

20. Wilbur J. Cohen, Retirement Policies Under Social Security (Los Angeles: University 
of California Press, 1957), p. 1. 

21. Ibid., p. 3. 

22. Ibid., p. 4. 

158 



23. Ibid. 

24. U.S. Congress, House, 74th Cong., 1st sess., April 11, 1935, Congressional Record, 
vol. 79, pt. 5, p. 5468. 

25. Ibid., pp. 5530-5531. 

26. Ibid., p. 5468. 

27. Ibid., pp. 6037-6085. 

28. U.S. Congress, Senate, 74th Cong., 1st sess., April 19, 1935, Congressional Record, 
vol. 79, pt. 9, pp. 9255-9742. 

29. Cohen, Retirement Policies, pp. 5-6. 

30. U.S. Congress, Senate, Special Committee on Aging, Developments In Aging: 1986, 
vol. 1, 1 OOth Cong., I st sess., 1987, p. 2. 

· 31. National Conference on Social Welfare, Reoort on Economic Security. p. 125. 

32. Ibid., p. 129. 

33. Ibid., p. 130. 

34. Ibid., p. 131 . 

35. Ibid., p. 164; and Cohen, Retirement Policies, pp. 5-9. 

36. Ibid., pp. 173-203. 

37. Cohen, Retirement Policies, pp. 6-9. 

38. National Conference on Social Welfare, Report on Economic Security, pp. 166, 210-
213. 

39. Ibid., pp. 214-15; and Cohen, Retirement Policies, pp. 69-71. 

40. Cohen, Retirement Policies. p. 47. 

41. Ibid., pp. 43-44. 

42. Ibid., p. 44. 

43. Martha Derthick, Policymaking for Social Security (Washington, D.C.: The Brookings 
Institution, 1979), p. 296. 

44. Cohen, Retirement Policies. p. 46. 

45. Ibid. 

46. Ibid., p. 47. 

159 



47. Bernadyne Weatherford, "The Disability Insurance Program: An Administrative 
Attack on the Welfare State," in The Attack on the Welfare State. ed. by Anthony 
Champagne and Edward J. Harpham (Prospect Heights, Ill.: Waveland Press, 1984), pp. 
39-40. 

48. Derthick, Policymaking, p. 297. 

49. Cohen, Retirement Policies. p. 50. 

50. Weatherford, "The Disability Insurance Program," p. 39. 

51. National Conference on Social Welfare, Economic Security. pp. 168-169. 

52. Cohen, Retirement Policies. pp. 70-76. 

53. National Conference on Social Welfare, Economic Security, p. 168. 

54. Cohen, Retirement Policies, pp. 9-10. 

55. Ibid., p. 76. 

56. Derthick, Policymaking, pp. 79 and 300; Weatherford, "The Disability Insurance 
Program," p. 40. 

57. Weatherford, "The Disability Insurance Program," p. 40. 

58. Derthick, Policymaking, p. 302. 

59. Ibid., pp. 302-324; Weatherford, "The Disability Program," p. 41. 

60. Derthick, Policymaking, pp. 304-307; Weatherford, "The Disability Program," pp. 
41-42. 

61. Derthick, Policymaking, p. 308. 

62. Ibid., p. 311; Senate Special Committee on Aging, Develooments In Aging, p. 28. 

63. Derthick, Policymaking, p. 319: 

64. Ibid., pp. 321-322. 

65. Ibid., p. 322. 

66. Ibid., p. 323. 

67. Ibid., p. 326. 

68. Ibid., pp. 329-334. 

69. Martha R. Burt and Karen J. Pittman, Testing the Social Safety Net: The Impact of 
Changes in Support Programs During the Reagan Administration (Washington, D.C.: 
Urban Institute, 1985), pp. 126-127. 

160 



70. George M Barrow and Patricia A. Smith, Aging. The Individual. and Society, 2nd 
ed. (Los Angeles: West Publishing Company, 1983), pp. 415-416. 

71. Senate Special Committee on Aging, Developments in Aging, p. 268. 

72. Senate Special Committee on Aging. Older America's Act of 1965 and Related 
Provisions of Law as Amended Through October 9. 1984, 99th Cong., 1st sess., June 
1985, pp. 1. 

73. Senate Special Committee on Aging, Developments in Aging, vol. 1, pp. 335-338. 

74. National Conference on Social Welfare, Report on Economic Security, p. 129. 

75. Ibid. 

76. Derthick, Policymaking, pp. 339-349. 

77. Ibid., p. 346. 

78. Burt. and Pittman,'Testing the Safety Net; pp. 128-129. 

79. U.S. Congress, Senate, Special Committee on Aging, The Supplemental Security 
Income Program: 10 year Overview, 98th Cong., 2nd sess., May 1984, p. I. 

80. Ibid., p. 29. 

81. U.S. Congress, Senate, SSI Income Program, chapter 5, pp. 115-206; U.S. Congress, 
Senate, Developments in Aging, pp. 149-156. 

82. Burt and Pittman, Testing the Safety Net, p. 129. 

83. Senate Special Committee on Aging, Developments in Aging, vol. 1, p. 354. 

84. Edward J. Harpham, "Fiscal Crisis and the Politics of Social Security Reform," in 
The Attack on the Welfare State, ed. by Anthony Champagne and Edward J. Harpham 
(Prospect Heights, Ill.: Waveland Press, 1984), pp. 24-26. 

85. Ibid., pp. 26-31. 

86. Ibid., pp. 28-30. 

87. Theodore J. Lowi, The End of Liberalism: The Second Republic of the United 
States, 2nd ed. (New York: W.W. Norton and Company, 1979), p. 298. 

88. Elizabeth Kutza, "Toward an Aging Policy," Aging: Fifth Edition, ed. by Harold 
Cox (Guilford, Connecticut: The Dushkin Publishing Group, 1987), p. 227. 

89. Burt and Pittman, Testing the Safety Net, p. 4. 

90. Ibid., pp. 119-121. 

91. Ibid., pp. 122-123. 

161 



92. Ibid., p. 123. 

93. Burt and Pittman, Testing the Safety Net, pp. 1-6, 135-7, 140-141. 

94. U.S. Congress, House, Select Committee on Aging, The President's 1986 Budget: An 
Assault On America's Aged and Poor, 99th Cong., 1st sess., February 1985, pp. 3-4. 

95. U.S. Congress, Senate, Special Committee on Aging, Developments In Aging: 1986, 
vol. 3, lOOth Cong., 1st sess., February 27, 1987, pp. 33-57. 

96. Burt and Pittman, Testing the Safety Net. pp. 140-141. 

97. Ibid., pp. 1-6, 135-137, 140-141. 

98. U.S. Congress, House, Select Committee on Aging, The Reagan Administration's 
Fiscal Year 1988 Budget: Undermining the Health of Older Americans, 1 OOth Cong., 1st 
sess., April 1987, p. 1. 

99. U.~. Congress, Senate, Special Committee on Aging, Congressional Briefing on the 
50th Anniversary of Social Security, 99th Cong., 1st sess., August 13, 1985, p. vi. 

100. Harpham, "Fiscal Crisis," pp. 20-22. 

101. U.S. Congress, Senate, Special Committee on Aging, Developments In Aging: 1981, 
vol. 1, 97th Cong., 2nd sess., March 1, 1982, pp. 104-105. · 

102. U.S. Congress, Senate, Special Committee on Aging, Developments in Aging: 1982, 
vol. 1, 98th Cong., 1st sess., February 28, 1985, pp. 88-132. 

103. Paul Light, Artful Work: The Politics of Social Security Reform (New York: 
Random House, Inc., 1985), p. 143. 

104. U.S. Congress, Senate, Special Committee on Aging, Fifty Years of Social Security: 
Past Achievements and Future Challenges, 99th Cong., 1st sess., August 1985, p. 34. 

105. Senate Special Committee on Aging, Developments In Aging: 1981, p. 105. 

106. Weatherford, "The Disability Insurance Program," PP: 52-53. 

107. Ibid., p. 57. 

108. Senate Special Committee on Aging, Fifty Years of Social Security, p. 35. 

109. Ibid. 

110. Ibid., p. 30. 

111. Senate Special Committee on Aging, The Supplemental Security Income Program, 
p. 29. 

112. Burt and Pittman, Testing the Safety Net, p. 136. 

162 



113. Marilyn Moon and Isabel V. Sawhill, "Family Incomes: Gainers and Losers," in The 
Reagan Record: An Assessment of America's Changing Domestic Priorities, ed. by John 
L. Palmer and Isabel V. Sawhill (Cambridge, Mass.: Ballinger Publishing Company, 1984), 
p. 378. 

163 





I 

Chapter 7. The Politics of Paying For Social Security 

When he became president, Ronald Reagan inherited a social security system that 
was facing its worst financial crisis in 50 years of existence. Trust fun<;is were fast 
being depleted, and projections indicated the system would be broke within two years. 
Program spending was constantly increasing because benefits had been indexed to 
inflation; tax increases were scheduled to take effect in ensuing years; in short, the 
program looked like a prime target for the Reagan revolution, which aimed at reducing 
federal spending for social programs. David Stockman, Reagan's director of the Office 
of Management and Budget, thought he would be able to bring social security into line 
with the new president's economic goals. Instead, he was soundly defeated by 
representatives of social security's broad political base. The 1983 amendments, which 
resulted largely from negotiations conducted under the auspices of a Reagan-appointed 
National Commission, left the basic structure of social security financing largely 
untouched. 

The sacredness of social security was not always the case. At various times 
throughout its history, the program has been a political football, particularly when 
decisions had to be made about financing. Politically easy fiscal decisions, changing 
economic assumptions, and partisan political fights all have contributed to a complex 
financing structure that can leave an observer marveling that the program works as 
well as it does. But as Ronald Reagan found out, the complexity· of the system is one 
of the things that guarantees its on-going support. 

GETTING STARTED 

Social security grew out of the Great Depression, which changed Americans' 
attitudes toward government assistance to the public. Before the depression, poverty 
had been seen as a character flaw, usually the effect of laziness in people who had no 
desire to improve their lot.1 When the economy came to a screeching halt that attitude 
changed. "People who had previously been totally self-sufficient were suddenly forced 
into poverty through no fault of their own," Wilbur Cohen, former secretary of Health, 
Education and Welfare and one of the original social security staff members, wrote in 
1970.2 

On June 8, 1934, President Franklin Roosevelt appointed his Committee on 
Economic Security to recommend an overall program to provide social security for 
Americans. Though the term has come to be commonly accepted as a synonym for old
age insurance, ~security originally meant a combination of old-age insurance, 
unemployment insurance, public assistance, and health programs, though the last were 
not enacted by Congress until 1965. (This discussion is limited to the financing of 
OASDI, the Old Age, Survivors and Disability Insurance.) 

When it came to old-age insurance, the committee faced an administrative choice. 
Though social security programs were being developed at the federal level, several 
strictly federal New Deal programs had been declared unconstitutional by the Supreme 
Court as intrusions on the prerogatives of the states. Federal grants to states, 
administered by the states, had been held constitutional and so unemployment insurance 
and public assistance were designed in that manner. Old-age insurance, however, would 
not be so easily administered. Instead of keeping records on each individual in 
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Washington. the government would have to coordinate record keeping in every state. 
State-to-state differences in actuarial forecasts would play havoc in determining 
appropriate contributions and benefits for people living in different areas. Ultimately. 
the committee recommended a strictly federal system and hoped the Supreme Court 
would go along. which it did.3 

A more important philosophical choice confronted the committee: was social 
security insurance or old age welfare? That the percentage of the population covered 
by social security has been constantly expanding since the program's inception and that 
benefits represent a higher percentage of preretirement wages for low income workers 
indicate social security is a welfare program to some extent and might therefore 
justifiably be financed through general tax revenues. However, the program could never 
be sold to the public, or to Congress, that way. Social security was described as 
insurance against old age and destitution, the benefit amount of which was based on a 
worker's historical contributions and productivity. It was a direct appeal to the 
individualism and self-reliance ingrained in the American psyche and avoided the guilt 
that might result from self-perceptions of being •on the dote•.4 

The key to interpreting social security as social insurance is its financing from 
payroll taxeS. Removing money from the paychecks of employees and from the profits 
of employers, rather than paying for old age benefits out of general tax revenues, 
made social security seem an earned right that every American could claim at age 65 
after having been a productive member of t'1e labor force. 

The financing of social security, however, bore no resemblance to insurance. A 
true insurance fund would have had to have been built quickly between the act's 
adoption in 1935 and the first scheduled benefit payment in 1940, requiring enormous 
initial taxes. As the staff of the Committee on Economic Security realized, a large 
reserve fund, no matter how sound an actuarial concept, would be a drain on the 
economy and a temptation for Congress to put the money into other projects.5 

The staff therefore recommended •pay-as-you-go• financing. Payroll taxes from 
workers were collected and immediately paid out to beneficiaries, with only enough of 
a reserve fund held to guard against emergencies such as sudden high unemployment. 
Payroll taxes would start at 0.5 percent each on employees and employers and rise to 
2.5 percent each by 1965. Then came the catch: the committee staff recommended 
holding payroll taxes at a combined 5 percent permanently, making up any deficits with 
general revenues. In 1934 those needed revenues were estimated at $1 l billion by 1965, 
increasing as the number of beneficiaries increased.6 

The staff's rationale for government.assistance to the social security fund was 
based on the program's collective social benefits: social security reduces the federal 
government's obligation to fund public assistance programs for the aged; the entire 
nation benefits from having the aged taken care of financially; and the economically 
draining and politically tempting large trust fund would be avoided.7 

That line of reasoning couldn't persuade Franklin Roosevelt, who rejected the 
committee's recommendation on financing and demanded that social security be self
supporting through payroll taxes as a means of establishing a worker's right to 
retirement benefits. Roosevelt said to someone who complained about the tax's 
regressivity: 
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I guess you're right on the economics, but those taxes were never a 
problem of economics. They are politics all the way through. We put those 
payroll contributions there so as to give the contributors a legal, moral, 
and political right to collect their pensions ... With those taxes in there, 
no damn politician can ever scrap my social security program.8 

The staff's recommendations would have provided minimal initial benefits for 
retirees. The tax rate was set at 1 percent each on employees and employers on a 
wage base of $3,000.9 A worker covered for the equivalent of 20 years would have 
received $14 per week. There were ulterior motives. "The benefits proposed were far 
less important," J. Douglas Brown, a member of the Committee on Economic Security's 
staff, wrote in 1972, "we were convinced, than the establishment of the principle of 
old age benefits as a matter of right related to past contributions to a national 
system."1° Within 15 years the staff's ideas proved right as social security became an 
ingrained part of the American public's idea of the government's function. 

That acceptance was aided by the fact that the first retirees to receive social 
security checks got far in excess of what they contributed. For example, Ida Fuller of 
Vermont, the first person to receive payments, paid a total of $22 in payroll taxes. She 
first re·ceived social'security benefits in 1940 and lived until 1975, collecting 
$20,940.8 5.11 

THE EARLY YEARS: GETTING MORE FOR NOTHING 

The political maneuvering involving social security began in 1937, when 
Republican Senator Arthur Vandenburg of Michigan wanted to reduce the quickly 
accumulating reserve fund by decreasing the payroll tax or increasing benefits. 
Opponents of his plan argued that since the social security reserves were entirely in 
federal bonds, decreasing the reserves would require finding money equivalent to the 
interest that would have been earned and paying interest to private concerns that 
bought the bonds that would have gone to social security. They proposed instead 
extending coverage to widows, surviving children, and the permanently disabled. 
Congress as a whole compromised, extending social security to previously uncovered. 
kinds of employment, to widows and widowers with children, · and eliminating the 1940 
tax increase.12 

Delaying scheduled tax increases became the main method of holding down 
reserve levels. Tax increases came up for a vote in each congressional session between 
1942 and 1947 and each time were delayed for two main reasons, one fiscal and the 
other political. 

During the 1940s the reserve fund was so healthy that it appeared no tax 
increases were necessary. Treasury Secretary Harry Morganthau testified before 
Congress in 1939 that the reserve fund would not need to be greater than three times 
the maximum expected annual benefits over the next fiv:e years. Then along came World 
War II, which doubled the amount of money being collected from payroll taxes and cut 
benefit payments to approximately half of what had been expected. Even without 
payroll tax increases, by 1944 the reserve fund had grown to 20 times the size of the 
next year's benef its.1s 
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The political rationale for delaying any increases in payroll taxes is fairly 
obvious. Looking ahead to the next election. congressional representatives felt little 
obligation to plan for social security benefits in the 1960s. No representative would be 
hurt politically by voting for a tax freeze. and the low ratio of beneficiaries to 
workers made building the trust fund seem unnecessary.14 

Supporters argued, though, that social security was financially healthy and 
socially inadequate. As Cohen wrote in 1943: 

The major areas of employment wholly excluded from the social insurance 
provisions -- agricultural labor and domestic service in private homes -
have shared in the general economic improvement in wartime but remain in 
much the same relative position, among the lea.st secure. The major 
economic risks for which the Social Security Act makes no specific 
provision -- the losses and costs of sickness and disability - continue in 
good times as in bad. In fact the wartime rise in living costs has increased 
hardship for families which lose income because of the sickness. disability. 
old age, or death of the breadwinner and are without alternative earnings 
or other current income.15 

In 1944 Arthur Altmeyer estimated the fund•s long-term shortfall at $16.S billion 
despite the immediate abundance of money. He argued that delaying the scheduled tax 
increases would obscure to the public the future costs of the progr~m.16 

An unusual political combination of labor. reform groups, business leaders, and 
conservative groups were too strong. To those on the left. the reserve fund 
represented a missed chance to redistribute income. Those groups wanted to eliminate 
all but a minimal contingency fund and, as the number of beneficia·ries grew, use 
government revenues to meet expanding financial needs. Those extra revenues would 
come from high-income groups. These groups also feared that a high reserve would 
destroy purchasing power and prove deflationary.Meanwhile, conservative groups were 
still trying to scrap social security completely as means of preventing •creeping 
socialism.• A large trust fund, they argued, would give the government the power to 
fund other projects. such as public housing. Further. the purchase of other government 
agencies' bonds would remove a large amount of money from the economy.17 

Mark Leff points out that there were any number of differing perceptions of 
social security. many of which directly affected decisions regarding its financing. even 
among people who seemed to hold the same views. For example, some advocates of 
freezing payroll taxes felt that it was not the responsibility of present-day workers to 
worry about the benefits to be received by the next generation of workers - future 
generations could make their own decisions about how much social security tax they 
wanted to pay. Others simply assumed that any deficits would be made up by 
government revenues, or that the whole system could be replaced by a universa~ 
uniform pension plan. 

Thus, the tax freeze for some represented a short-sighted decision to 
avoid taxes while the reserve and favorable contributor/ beneficiary ratios 
made that possible, for others represented an effort to curb the future 
growth of the old age insurance system, and for still others represented an 
opportunity to shift some costs from current taxpayers to future general 
taxes.18 
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To the Social Security Board the continuing tax freeze, and its effect on drawing 
down the reserve fund, kept raising the question of when, and how much, government 
revenues would be needed to meet benefit obligations. Even opponents of tax increases 
conceded that the reserve fund would eventually become insufficient to meet payment 
schedules, and it became a fairly significant topic in the press of the 1940s. As long as 
the economy kept growing, the trust fund did the same: It increased to 16 times 
expected outlays by the end of the decade. Considerations for the future were left to 
the f u ture.19 

THE ERA OF EXP ANSI ON 

The constantly growing post-World War II economy allowed two things to happen: 
the growth of social security benefits and the establishment of the program, and its 
constituents, as a political entity. The constant growth in gross national product 
translated into constantly growing receipts for the program, and Congress -- with the 
urging of Social Security Administration executives -- translated those receipts into 
growing benefits. Disability insurance was added to the program in 1956, and nine years 
later social security advocates achieved a major victory they had been fighting for 
since the inception of the program with the government's enaction of medicare. 

The last severe threat to the expansion of social security before the late 1970s 
came in 1948, when the Republican Congress made what would now be a politically 
inconceivable move: it removed social security coverage from 500,000 people just before 
an election. President Harry S. Truman and the Democrats made the cuts a major issue 
in the election and won control of Congress. In 1949 the new House voted to extend 
social security coverage and increase benefits. By the time a conference bill was passed 
in 1950, 8 million workers had been added to the rolls and benefits had increased an 
average of 8 percent.20 

By 1954 social security had become so established that attacks on it were 
dwindling in frequency and potency. Republican Representative Carl Curtis of Nebraska 
tried to use a special subcommittee of the House Ways and Means Committee as a 
forum to urge the elimination of social security and its replacement by universal 
government pensions. His recommendations were ignored by the full committee. In 
January President Eisenhower, a Republican, sent Congress a message proposing 
increased benefits and a limited form of disability coverage. Altmeyer later wrote of 
the time: 

... the President's message represented a complete endorsement of the 
fundamental principles upon which the social insurance and public 
assistance provisions of the Social Security Act were based .... the Social 
Security Act for the first time became a truly non-partisan feature of the 
American way of lif e.21 

Expansion had been made easier by payroll tax financing. By sing dedicated 
revenues alone to pay for benefits, social security allowed one senator to claim in 1956 
that "never has the system cost the federal government a red penny~"22 Though 
supporters of government financing were still around, they gradually receded from the 
front lines. Congress continued to justify tax increases as the means of paying for 
benefit increases, though the tax increases would have been necessary anyway. By 
making the social security program as whole more palatable to Congress and to the 
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public, self-financing also became more acceptable to the majority of social security 
executives.23 As Martha Derthick noted: 

Self-support took on the quality of dogma .... Just as Congress 'learned' 
from the executive the sanctity of benefits by right and benefits related 
to wages, program executives 'learned' from Congress the sanctity of a 
self-supporting program .... Like the congressional committees, the 
executives came to treat finance as if the issue were settled for all 
time.24 

Throughout the 1950s and beyond, benefits were increased and the number of 
eligible recipients expanded. Some of the more notable amendments: 

1950: Tax rate increased to 1.5 percent;25 benefits increased 77 percent; wage 
base (the maximum salary on which social security taxes are paid) rose to $3,600. 

1954: Compulsive coverage extended to self-employed farmers, most previously 
uncovered farmworkers and some self-employed professionals, making social security 
coverage almost .universal except for federal employees. The tax rate increased to 2 
percent; benefits rose 13 percent and the wage base increased to $4,200, effective in 
1955. 

1956: Disability insurance was enacted, financed by a 0.25 percent increase in the 
payroll tax. 

1958: Tax rate increased to 2.5 percent, benefits increased 7 percent and wage 
base rose to $4,800. 

1965: Medicare was enacted. The tax rate rose to 4.2 percent, old age benefits 
increased by 7 percent and the wage base rose to $6,600, effective the next year. 

1969: Benefits increased 15 percent. 

1971: Under previously enacted schedules, the tax rate rose to 5.2 percent. 
Benefits increased 10 percent and the wage base rose to $9,000. 

1972: Benefits were increased 20 percent and were indexed to changes in the 
consumer price index.26 

By the late 1960s, social security had proven to be the government's most 
effective antipoverty program. In a message to Congress in January 1967, President 
Lyndon B. Johnson reported that social security was keeping 5.5 million people above 
the poverty line.27 In defending the large benefit increases, one social security official 
wrote that benefit payments were: 

... the only important source of earnings replacement for the great middle 
group of the population ... The general benefit level, therefore, cannot be 
established on the assumption that (benefit payments) will usually be 
supplemented by other continuing income. If we think the average worker 
should have a benefit income that approaches one-half or two-thirds of his 
previous earnings, we will have to fix OASDI benefits at this level.28 
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The program had become so ingrained that the U.S. Chamber of Commerce, one 
of the original opponents of social security, was supporting benefit increases, through 
in smaller amounts than the president proposed.29 

THE POLITICS OF ASSUMPTIONS 

The continuous stream of social security benefit increases were in part an effect 
of the assumptions used to make economic forecasts for the program. Since the 
program's inception, all projections of future revenues, surpluses, and deficits were 
based on what was called the level-earnings assumption. It was assumed that earnings 
would not rise relative to benefits over the period of projection. Obviously, earnings 
rose naturally, but benefits had to be assumed to hold steady pending an act of 
Congress. Consequently, the government had a continuous unexpected surplus over 
projected revenues. Proving what Brown and others thought might happen, these 
surpluses were distributed to the public in the form of increased benefits and expanded 
programs. 

The result was a comic opera bidding war. Wilbur Cohen related to Martha 
Derthick that in 1967 he proposed _a 10 percent increase in benefits to Lyndon Johnson. 
The president retorted, "Come on Wilbur, you can do better than that." After several 
more amiable rebuffs, Cohen finally came up with a 15 percent increase proposat.30 

Congress continually outbid Richard Nixon, taking his 10 percent proposal in 1969 
to 15 percent, going from 6 to IO percent in 1971 and from ~to 20 percent in 1972. 
The real increase in benefits -- total increase minus inflation -- in those years was 23 
percent. All of the increases were passed as riders on bills that could not be vetoed, 
either tax reforms or bills allowing increases in the national debt ceiling.31 

The two central factors that led to consistent expansion of social security 
between 1950 and 1972 -- economic growth and static economic forecasts -- began to 
change under President Richard Nixon, who began replacing the old guard of the Social 
Security Administration (SSA) with appointees who thought the system required major 
revisions. Central to the new attitude toward social security was the SSA's 
discontinued use of the level-wage assumption. Economists and actuaries outside the 
SSA had long objected to the use of the level-earnings assumption in making 
projections. The SSA's long-time chief actuary, Robert Myers, insisted on its use 
because he could not assume Congress would increase benefits at any particular time, 
and he could not assume rising wages without rising benefits. Myers left the SSA in 
1970, and the new actuary, Charles L. Trowbridge, favored using dynamic economic 
assumptions, provided those assumptions were linked to indexed benefit increases.32 

While such a matter may seem esoteric, it is vital to understanding why social 
security began to contract within the next decade. With the adoption of dynamic 
assumptions -- the estimation of a continually rising wage base that is outpacing a 
rising price structure, as was the case through most of the 1950s and 1960s -- the 
1972 Annual Report of the SSA stated that the social security program was 
overfinanced by 10 percent over the next 75 years.33 With a surplus of hundreds of 
millions of dollars suddenly appearing, Congress passed the 20 percent increase. 

The level-wage assumption was only one of the operating assumptions that would 
ultimately come into play in the changing game of social security finance. Future cost 
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estimates were being made with obsolete demographic data, particularly regarding the 
birth rate. The original assumptions had been made in 1960 and had not been altered 
since then, despite the evidence that birthrates were falling. The high and low fertility 
assumptions matched actual experience in 1964, with a birth rate of 21 per thousand. 
From that point, the actual birth rate declined to a bit more than 18 per thousand in 
1970, while the SSA's high fertility assumption was between 20 and 21, and the low 
assumption was just below 20. The situation got even worse in the 1970s, with the 
birth rate plummeting to 15 per thousand, while both of the SSA's assumptions began 
increasing from their 1970 level.34 

While the SSA was confident enough people would be working early in the 21st 
century to support the post-World War II baby boom generation in its retirement, 
adjusted figures showed otherwise. In 1980, there were slightly more than 30 
beneficiaries for every 100 workers; in the year 2030, that number is projected to be 
50 per 100.35 

INDEXING: THE DOUBLE WHAMMY 

· Even more important in the 1972. amendments was the decision to begin indexing 
benefits to keep pace with the rise in the consumer price index. Indexed benefits 
seemed an effective, popular way of keeping retirees ahead of inflation and Congress 
from fiddling with social security for political gain. 

The measure, which first began to be taken seriously in the late 1960s, received 
broad-based support. Indexing was introduced in Congress by conservative Republicans, 
who saw it as a means of controlling increases in costs and of taking social security 
out of the political arena, obviating the opportunity to vote major benefit increases 
just before an election. Liberals saw indexing as a means of protecting the elderly 
from inflation. Social security executives agreed but wanted to postpone indexing until 
after a major benefits increase. Long-time social security advocates told Congress that 
on the whole benefits had kept up with price increases since the program began. but 
that before benefit increases in 1959, 1965, and 1968, retirees had lost IO percent of 
their purchasing power.36 

Indexing was opposed by officials in Johnson's administration, who thought 
indexing would fan inflation and would undercut the lobby for the elderly, •the most 
effective group that pressed Congress to fight inflation:37 The wide support resulted 
in indexing being authorized effective in 1975, three years after the biggest benefits 
increase in history.38 

The Advisory Council on social security had said no additional taxes would be 
needed to pay for cost of living adjustments (COLAs) if the contribution (i.e., payroll 
tax) base rose with wages. The council established a permanent link between taxes and 
benefits and further embedded in stone the notion of a self-financing social security 
system.39 

Within a few years, however, the method of indexing chosen by Congress 
presented major problems for the future. By tying benefit increases to the consumer 
price index (CPI), the government had doubly recompensed current workers for 
inflation: directly when, after retirement, the worker would receive a cost-of-living 
adjustment; and indirectly, before retirement, when the worker would receive a pay 
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raise to adjust for inflation, enlarging the average monthly salary that would be used 
to determine his or her base social security benefit.40 

All those involved with the legislation failed to consider what might happen if 
the economy faltered; if, for example, high inflation were matched by high 
unemployment, driving up benefits at the same time payroll-tax contributions were 
decreasing. In the mid-1970s that was just what was happening as the term stagflation, 
describing high unemployment iru1 high inflation, entered the country's vocabulary. The 
1976 report of the Board of Trustees of the social security Trust' Funds estimated that 
the old-age and disability trusts would begin declining and that the program -
apparently overfinanced by 10 percent only four years before -- was now underfinanced 
in the short term by between 1 and 2.9 percent.41 

President Gerald Ford was offered two choices to remedy the situation. Though 
the alternatives seemed to have only minor technical differences, they in fact · 
represented two different philosophical approaches to social security. The first proposal 
would have continued indexing benefits for current retirees and tied increases for 
future retirees to a complex wage formula that would have equated current wages 
earned and wages earned in earlier years by allowing for historic levels of inflation.42 

The second would also have continued CPI indexing for retirees and would have tied 
benefits for future retirees to price levels while they were working.43 

The first option was presented by long-time advocates of social security, 
including former Commissioner Robert Ball. To them the decoupling of the dual 
indexing factors was not a matter of reducing a long-term deficit, but of maintaining 
the highest level of benefits for retirees. Ball maintained that wage indexing did a 
better job of relating a retiree's benefit amount to his contribution to production 
during his working lif etime.44 

The second option, recommended by a Ford-appointed panel, was directly aimed 
at reducing the long-term deficit from 7.96 percent to 0.7 percent. The panel conceded 
that its plan would involve a drop in purchasing power for those receiving benefits and 
would require Congress to raise benefits outside COLAs to fight inflation.46 

With .proponents of wage indexing portraying the panel's recommendations as 
cutting back promised future benefits, Ford understandably chose that method to 
eliminate the double cost-of-living increases. Before he could act, however, he was 
defeated by Jimmy Carter, who -- with Ball as a campaign advisor -- was committed to 
wage indexing. 

Carter came into office with social security in dire straits: the trust fund would 
go broke in five years. A group led by Joseph Califano, secretary of Health, Education 
and Welfare, proposed that Carter reintroduce general tax revenues into the discussion 
on social security, specifically infusions of general funds into the social security trusts 
whenever unemployment rose above 6 percent. General funds would allow the · 
government to make up for lost taxes in time of high unemployment without raising 
taxes for those still working, thereby fueling inflation. It would also allow for lower 
levels of reserves, which Califano said would reduce the need for new taxes by $24 
billion. Carter's group also proposed that the payroll-tax ceiling be lifted on employers, 
but not on employees.46 
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The reaction was immediate.- Congressman Al Ullman of Oregon said the general 
revenue proposal "violates the general principle of having a contributory system and 
makes it easy to move into a broad welfare concept." Russell Long, chairman of the 
Senate Finance Committee, through which all social security bills must pass, told 
Califano privately, "Joe, if we don't impose some discipline on the floor of the Senate, 
we'll bankrupt this country with the social security program."47 In hearings, Long 
brought up the valid point that funding from general revenues, when the general fund 
was in a $60 billion deficit, just meant a different form of tax increase.48 Congress 
ultimately rejected both proposals, not wanting to break with the historical precedents 
of self-financing and an equal split of taxes between employers and employees. In 
keeping with tradition, Congress passed the largest peacetime tax increase in history to 
bail out social security.49 

EXPANSION BECOMES CONTRACTION 

At first the system appeared to be in good shape following the 1977 amendments. 
Robert Ball went so far as to say the forecasts used in the amendments were too 
conservative and that the tax increase to 6.2 percent scheduled for 1990 would not be 
needed.50 As the economy continued to slide, so did the system•s financial soundness. 
Ultimately Jimmy Carter would become the president under whom social security finally 
ended its 30 years of continuous growth. Most of the old guard, the men and women 
who had been involved with the program since its early days, had left the government. 
In their place were individuals who saw social security as part of the entire federal 
operation, rather than as a sacred trust that operated under its own requirements and 
logic. Typical of this new attitude was Califano, who wrote in 1981: 

... I soon realized that the days of expansion were over, that social 
security program costs had to be measured against other social needs in an 
era of limited resources, that the program was now very much a part of 
the federal budget, and that over the long haul maintaining support of the 
heavy taxes necessary to provide adequately for our senior citizens would 
require a sensitive disciplining of the system.51 

The new attitude was directed toward mor.e than finances. Califano also 
challenged the philosophical foundations of the system. He claimed that social security 
benefits were no more an earned right than any other federal entitlements bestowed by 
law. "The workers pay taxes; they do not make contributions .... No worker pays social 
security taxes in the amount a private insurance would require in order to run an 
actuarially sound program ... Nor are the payments proportional to earnings and taxes 
... Social Security is very much an income transfer programs, with desirable social 
goals that have so far justified its existence and the increasingly heavy taxes 
necessary to support it."52 

By 1979 the brakes were being applied. The performance of the U.S. economy did 
not match the assumptions made by the SSA, and congressional projections indicated 
that by 1984 the program would be underfinanced by between 5.4 and 7.7 percent. The 
situation was desperate enough to cause two major philosophical breaks with tradition. 
By the end of the year the Advisory Council on Social Security was recommending that 
the old-age fund be given the entire payroll-tax allocation and that medicare be 
financed through general tax revenues. Califano proposed that social security benefits 
above a certain level be taxed. There was also some support for raising the retirement 
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The reaction was immediate. Democrats such as Claude Pepper attacked the plan. 
saying it would reduce benefits by $82 billion over five years.61 Jim Shannon. a 
protege of Speaker Tip O'Neill and member of the House Ways and Means Committee 
said, "It's time we stood up."62 Social security was suddenly the issue on which 
Democrats felt they could stop Reagan's budgetary successes. 

New attitudes toward social security extended to the other end of the ideological 
spectrum. As political scientist Paul Light wrote: 

This was a new era in social security politics. Whereas Democrats once 
saw endless opportunities for expansion, they now wanted merely to 
protect and def end the old victories. Whereas Republicans once recoiled 
from direct a ttacks on the program, they were now on the offensive. 
looking for major benefit cuts and structural reform. 63 

The administration retreated in the firestorm of protest. but the fact remained 
that social security was quickly headed for insolvency. Projections in 1982 showed the 
trust funds running out of money in July 1983.64 The funds could only keep going that 
long by borrowing from the medicare trust funds.65 Those trying to solve the problem 
remained separated along ideological lines. Reagan ·tried to sidestep the problem by 
appointing a bipartisan National Commission on social security Reform in late 1981. 
Partisan debates immediately entered into the discussions as some of the Democratic 
members of the commission refused to even admit there was a problem. Pepper and 
Senator Daniel Moynihan "stubbornly maintained that the system faced nothing more 
than a temporary $14 billion cash shortfall that could be covered easily with short
term loans from the Treasury," one news magazine reported.66 Jake Pickle, chairman of 
the social security Subcommittee of the House Ways and Means Committee but not a 
member of the commission. was ready to try again with a bill he had been ready to 
introduce before Reagan's inauguration, but the House leadership refused, pref erring to 
keep the issue at a boil until after the 1982 mid-term elections.67 

No longer sacrosanct. social security was subject to the same political 
maneuvering as any other program. In July 1982, the Republican Party ran a commercial 
showing a postman del ivering social security checks with a 7.4 percent cost-of-living 
increase "that President Reagan promised." The increase, of course, was automatic and 
had nothing to do with Reagan, who had proposed eliminating entirely cost-of-living 
adjustments for social security. The Democrats countered with their own misleading ad. 
in which they represented the Republicans as wanting to kill social security 
a ltogether.68 

Once the elections were over. with the Democrats gaining 26 seats in the House 
partiall y on the strength of their "Reagan vs. Social Security" campaign. the 
commission met again. The members were able to agree on deficit-reduction targets -
$150 billion to $200 billion in the short-term and 1.8 percent of payroll in the long
term -- but nothing else. It was not until December. after a series of eyeball-to
eyeball negotiating sessions between Stockman, representing Reagan, and commission 
member Robert Ball, representing O'Neill, that an agreement was hammered out.69 

Commissioner Joe. D. Waggoner, a former member of Congress, said the commission 
"became a third-party mediator between the President and the Speaker.•70 

Ultimately the commission recommended a $169 billion plan based on accelerating 
tax increases, delaying cost-of-living adjustments, taxing benefits of recipients above 
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certain income levels, covering federal workers who join the government after 1983, 
and reimbursing veterans for benefits earned during military service.71 The commission 
left one-third of the deficit to be made up by Congress, which accepted most of the 
commission's recommendations and raised the retirement age to 67.72 

INTO THE FUTURE 

The present state of social security financing, perhaps surprisingly, does not vary 
much from the original projections made by the Committee on Economic Security in the 
mid-1930s. The coµimittee projected a payroll tax rate of 6 percent for workers in the 
1980s; in 1988, the rate is 7.15 percent for employees and employers.73 No general 
revenues have been put into the program, except for several one-time transfers, and 
benefits have been expanded in both amount and kind repeatedly since 1935. 

With the 1983 amendments the program is in good short-term health. In the long 
term success will be a matter of economic performance matching the assumptions made 
in the 1983 amendments. The prospects do not appear good; even the pessimistic 
assumptions of the Social Security Commission are at variance with historical trends. 
For example: . . 

Growth in GNP 

The pessimistic assumptions indicate a constant growth in the GNP of between 
2.5 and 3 percent between 1984 and the year 2005. While the economy has held close 
to that trend through 1987, over the 20 years preceding 1984, GNP growth ranged 
between 5 percent and distinct drops of 2 percent, leaving open the possibility of 
short-term deficits. 

Real Wage Differential (Wage Growth Minus Inflation) 

The pessimistic assumption describes constant real wage growth of 1 to 2 percent 
each year, when in 1980, only two years before the assumptions were made, real wages 
had fallen 5 percent, continuing a four-year decline. 

Unemployment Rate 

The assumptions indicate a falling unemployment rate for the next 20 years, 
declining to 4 percent by 1995. Though unemployment has decreased since 1984, it has 
not been below 6 percent since 1971. 74 

Ironically, the 1983 amendments may have brought social security back to the 
point at which debates started in the 1940s. The economic assumptions used to project 
future revenues and liabilities for the trust funds predicate solvency on congressional 
willingness to allow large amounts of reserves to accumulate between 1990 and 2015; 
those reserves will then be brought down to meet benefit obligations between 2033 and 
2057. The reserves assumed are so large that in 2015, according to Lawrence Thompson 
of the General Accounting Off ice, the ·social security trust funds will be equal to one
fourth of the gross national product.75 

A reserve that large could well prove an irresistible temptation for politicians 
looking to fund pet projects, or it may prompt a decision to delay scheduled tax 
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increases. Legitimate reasons may exist for drawing on a healthy old-age fund. The 
medicare trust fund is predicted to be in a deficit by the end of this decade and, 
under all sets of economic assumptions, will apparently stay that way through the 
beginning of the next century. With medicare having already loaned funds to the old
age program, it could well be that the reverse may be necessary soon.76 

Even if the fund stays solvent through 2057, after that point -- by all 
predictions -- it will return to a deficit state.77 Hard and fast economic predictions 70 
years into the future are never safe bets: depending on what assumptions are made, as 
much evidence indicates that social security will be providing cradle-to-grave health 
coverage by the mid-21st century as that the program will be draining the economy 
dry. But by all current predictions. at some point the trust funds will run dry, and 
Congress will again face the problem of finding new methods of financing. 

CONCLUSIONS 

To assess the impact Ronald Reagan had on social security, the 1983 amendments 
must be viewed from two perspectives: how they fit in with the basic philosophical and 
historic.al assumptions underpinning the program, and how they might have been 
different had Ronald Reagan not been president. The 1983 amendments were not 
particularly a victory for Reagan. He had to agree to accelerated tax increases and 
taxation of benefits. two ideas that were anathema to him but that helped put the 
system on solid financial ground. Would they have been different under another 
president, for example Walter Mondale? 

While the answer is necessarily speculative. there are some indications that the 
answer is a qualified yes. Clearly, with the shape social security was in, something had 
to be done. Had Mondale beaten Reagan, there would have been no Reagan revolution. 
and no David Stockman to oppose the powerful client base and political support for 
social security. In that case. with Claude· Pepper's adamant stance against cutting 
future benefits and the political power of the elderly, it is entirely possible that the 
entire deficit might have been made up in accelerated and increased payroll taxes. It 
would have been difficult to persuade a Democratic president to endorse taxation of 
benefits. cuts in early-retirement benefits, and cuts in future benefits, and it would 
have been just as difficult for him to persuade a Democratic Congress to vote for 
them. 

So Reagan's impact on social security financing, especially when measured against 
his administration's effect on other social programs, is at best marginal. Whether it 
will even be that much in the long run is hard to tell. Social security has been solvent 
in the years since the 1983 amendments. As outlined above, the OASDI trust fund will 
begin to build again in the 1990s, if the economic assumptions used in the compromise 
below hold true. Once again, Congress will face an easy temptation of increasing 
benefits. If legislators do not discipline themselves, the deficit problem could begin all 
over again. 

The debate surrounding the program continues, and in much the same vein as it 
has since social security's inception. In his 1988 campaign for the Republican 
presidential nominat ion, former Delaware Governor Pierre DuPont resurrected the idea 
of making social security a voluntary program. A minor Democratic candidate, former 
Arizona Governor Bruce Babbitt. echoed a newer theme in urging that all social 
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security benefits above a certain level of income be taxed. (It is interesting to 
speculate whether position of these candidates on social security was one of the things 
that made them minor candidates, dropping out of the campaign in early February.) 
Other financing options being discussed include further increases in the retirement age, 
based on assumptions that people are living longer, productive lives (assumptions not 
universally accepted)78 and taxing all wages earned.79 One observer has written that 
social security should be deemphasized as a retirement program and balanced with 
private pensions and supplemental security income, with Congress requiring more 
businesses to develop pension plans.80 Given the political forces involved, however, it 
seems unlikely that the basic structure of the program itself will be altered. 
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Chapter 8: Movements and Their Role in the Development of Social 
Welfare Legislation in the 1960's and 1980's 

by Lafe T. Larson 

INTRODUCTION 

Over the past 100 years, grassroots movements have helped shape public policy. 
These movements provide a direct means for individuals and groups to define the role 
government plays in the lives of the citizenry. 

The first of what I define as movements in the U.S. began with the agrarian 
protests of the Farmers Alliance in 1877 and the labor struggles of the late nineteenth 
century. Later came the unemployment councils of the 1930s, which were organized in 
response to the scaling back of benefits for many workers as the economy improved. 
The black freedom movement, which later evolved into the civil rights movement, and 
the community organizing movement are the more recent examples of organized group 
action for economic, social, and political change. 

These movements were unique· because they were usually started by lower 
socioeconomic groups who sought to change government and/or corporate policies they 
f cit treated them unjustly or unfairly. Another common element among these 
movements was their makeup, structure, and strategy. Most of the movements were 
membership based, made up of individuals who joined by paying dues and attending 
regular meetings. All had internal leadership structures with democratically elected 
executive boards for policy and decisionmaking processes. Another similarity was the 
use of confrontational strategies to challenge the existing order. Agrarian movements 
withheld crops from the market to drive up prices; others used boycotts, direct action, 
and various forms of mass protest to make their issues known. 

This paper will focus specifically on the role two organizations played in the 
development of social welfare legislation. The first part discusses the role the 
National Welfare Rights Organization (NWRO), a militant group of black welfare 
recipients, played in the push for a guaranteed minimum income during the mid-to-late 
sixties. The second section· analyzes the role of the national grassroots lobby 
organization ACORN to increase the availability of government-subsidized low-income 
housing at both the national and local level. 

This chapter will address key questions that relate to organizational makeup and 
policy development. They include the role organized groups played in mobilizing 
support for and political pr~ssure on their primary issues; the membership makeup of 
the organization; the processes used to define issues and develop strategy; the 
organizational func.tions of each ·group and the makeup of their financial and political 
support; and finally the success that can be attributed to the organization in achieving 
its stated goal. 
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THE NATIONAL WELFARE RIGHTS ORGANIZATION 

The Relief Movement of the Early Sixties 

With agricultural displacement occurring in the South, poor blacks were moving 
into northern cities in record numbers with the hope that relocation meant better 
opportunities. However, it didn't take long for these new immigrants to realize that 
instead of finding a land of opportunity, the North offered few jobs and forced many 
into large urban ghettos. 

In Detroit the unemployment rate in the black ghetto was 41 percent. It ranged 
from 24 to 36 percent in the ghettos of Chicago, Los Angeles, and Baltimore. Black 
unemployment had increased more than 300 percent between the end of World War II 
and the recession of 1958.1 The immigrants had become unwitting victims of 
agricultural displacement. 

State and local welfare programs provided little help for those without jobs. 
The number of families on relief rose from 635,000 in 1950 to 745,000 in 1960, a 17 
percent increase.2 For those who received assistance, the average annual benefit for a 
family of four was Sr,752, about one·half of the poverty· level of $3,240.3 Millions of 
fa mi lies were displaced and without any source of income. 

The problem of poverty became more visible with the growth of black ghettos. 
Recognizing this, President Kennedy initiated youth development projects in 1961 to 
address the prevention and treatment of juvenile delinquency. Another Kennedy 
program targeting inner·city residents was the Community Mental Health Centers Act, 
which appropriated $150 million for the establishment of inner·city mental·health 
facilities. 4 

With President Johnson's declaration of an "unconditional War on Poverty" in his 
state of the union address in 1964, the establishment of the Office of Economic 
Opportunity, and the host of other War on Poverty programs, the issue of poverty was 
gaining national recognition. However, critics were quick to respond that federal 
antipoverty programs were nothing more than rhetoric, calling them "band·aid. 
solutio:ns" and declaring that the .answer to poverty was "not more services for the 
poor but more income."5 The civil rights movement, sensing the growing 
disenchantment with Washington's antipoverty efforts within the black community, 
began to focus more on economic than political issues leading a march on Washington 
for jobs and economic freed om. Poverty began to emerge as a national issue. 

Explosion in Relief Rolls 

The emergence of poverty as a major issue paralleled the increased demand for 
welfare aid. The number of families applying for Aid to Families with Dependent 
Children (AFDC) benefits rose sharply between 1960 and 1963, increasing 33 percent. 
By the mid·sixties, the welfare rolls had swelled to over 900,000 families. This 
explosion in the rolls was due, partially, to urban riots in the summers of 1966 and 
1967 according to Richard Cloward and Frances Fox Piven. The liberalizing of 
practices within the relief system was a response to the riots. Piven and Cloward 
argue that the easing of eligibility restrictions was perceived by political leadership as 
a way of relieving pent·up demands and stopping the riots. 
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One measure of the easing of restrictions was reflected in the substantial 
increase in the number of cases certified eligible for relief. In the early sixties 
approximately one in two families applying were denied relief. By the mid sixties 
approximately two-thirds of all applicants were certified eligible.6 

Another common method of reducing rolls was through terminations. Welfare 
agencies used catch-all categories such as "failure to comply with departmental 
regulations" which included anything from "refusal to help locate a 'responsible' father 
to failing to appear for an interview."7 

The easing of restrictions and reduction in terminations opened up the system to 
the point that almost any applicant could get relief, according to Piven and Cloward. 
"It is only slightly exaggerated to say that virtually any low-income family who walked 
into a welfare center toward the end of the sixties received aid."8 

A Call for Action 

In 1965 a campaign plan advanced by Piven and Cloward promised to bring about 
an end to poverty through a federal takeover of state and local relief systems. 

It is our purpose to advance a strategy that affords the basis for a 
convergence of civil rights organizations, militant anti-poverty groups, and 
the poor. If this strategy were implemented, a political crisis would result 
that could lead to legislation for a guaranteed annual income and thus an 
end to poverty.9 

Piven and Cloward called for "a massive drive to recruit the poor Q!l!Q the 
welfare rolls" to create such a fiscal crisis that state and local governments would 
have no choice but to support a guaranteed annual income. "Widespread campaigns to 
register the eligible poor for welfare aid, and to help existing recipients obtain their 
full benefits, would produce bureaucratic disruptions in welfare agencies and fiscal 
disruption in local and state governments."10 

They argued that despite increased involvement of the federal government in 
relief systems, states and localities continued to have wide discretion in determining 
eligibility and benefit levels. The increased demand for relief created additional 
pressures on state and local governments to keep welfare costs down. The response to 
this pressure, according to Piven and Cloward, was that "welfare practice everywhere 
has become more restrictive than welfare statute; much of the time it verges on 
lawlessness."11 This discretion was widely abused. Most states did not provide relief 
at anywhere near the level of poverty, and the loc~l authorities sometimes dismissed 
recipients from the rolls without legitimate reason. These practices would not change, 
they argued, as long as the states were financially responsible for the relief system.12 

Two changes were needed. One was an adequate level of income. Most states 
defined the minimum standard, then set the grant amount much lower. Texas, for 
example, set the grant levels at 75 percent of need.13 Se.cond, Piven and Cloward 
advanced the notion that "the right to income must be guaranteed." Conditional 
benefits, those that require recipients to do such things as attend classes and work at 
less than minimum wage as a requirement for obtaining relief, "result in violations of 
civil liberties throughout the nation and in pervasive oppression of the poor."u 
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To dramatize their case, Piven and Cloward cited data from the 1960 census that 
demonstrated that for every family receiving benefits, another wa.s eligible. This was 
the situation in New York City, an area considered more welfare benevolent than other 
cities in the country. Another more telling story involved the New York Department 
of Welfare, which spent only $2.50 a month per recipient for heavy clothing and $1.30 
for household furnishings despite extensive and urgent needs.15 

Another study on AFDC terminations indicated that 44 percent of welfare 
terminations in black cases were due to •other reasons• such as •unsuitable home• rules 
or "refusal to take legal action against a punitive father.•16 

Piven and Cloward in an article in Nation articulated in detail how the campaign 
to eliminate poverty was to work: A massive operation mobilizing large numbers of 
poor to seek their full entitlement involving •teaders of social, religious, fraternal and 
political groups in the slums ... to recruit the eligible to the rolls.• Paid staff would be 
recruited from civil rights, church, and •militant low income organizations like those 
from the Industrial Areas Foundation.•17 

The campaign was to be confrontational using disruptive tactics. This strategy 
served two purposes: (1) to change the attitudes of those on welfare to become more 
militant advocates for themselves and (2) to create a climate of crisis forcing political 
leadership to take notice. The crisis that Piven and Cloward sought was: 

a oublicly visible disruption in some institutional sphere. Crisis can occur 
spontaneously or as the intended result of tactics of demonstrations and protest 
which either generate institutional disruptions or bring unrecognized disruption 
to public attention. Public trouble is a political liability; it calls for action by 
political leaders to stabilize the situation.18 

They believed that the urban coalition of blacks and moderate whites that helped 
elect northern Democratic mayors was fragile due to tensions along racial and ethnic 
lines. Democratic mayors were feeling pressure from increased fiscal strains created by 
the rise in relief rolls. In addition the increasing support for Republican party 
candidates among white voters in recent presidential elections made local Democratic 
leadership even more nervous:19 

Since welfare costs are borne by local, state, and federal governments and since 
states had been resistant historically to increasing benefit levels, proponents argued 
that state and local governments would turn to the federal government for additional 
revenue.?O Local Democratic leadership would support an increased federal role since 
it would help alleviate their fiscal crisis, which would help reduce tensions within their 
urban coalitions. Welfare reform groups, therefore, would have powerful allies in their 
fight for a federa l guaranteed minimum income. 

If the strategy to drive up the rolls and to create a political crisis failed to 
bring about a federal guaranteed income, Piven and Cloward argued that gains would be 
made in higher levels of benefits and increased recipient knowledge of the system. 
"Existing recipients would come to know their rights and how to def end them, thus 
acquiring dignity where none now exists; and millions of dollars in withheld benefits 
would become available to potential recipients now-not several generations from 
now."U 
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The Beginning of the National Welfare Rights Organization 

By the mid-sixties a number of local welfare reform groups had sprung up around 
the country. In 1963, Johnnie Tillman, a black single mother with six children, 
organized Aid to Needy Children in the Watts area of Los Angeles.22 Similar groups 
had formed in New York, Boston, and Cleveland challenging eligibility restrictions and 
low benefit leve.ls. Probably the most significant activity was a 150 mile "Walk for 
Adequate Welfare" organized by a coalition of welfare recipients and church-based 
supporters in Ohio. 

The Ohio demonstration served as a catalyst drawing together local groups across 
the country to simultaneous action. On June 30, 1966, demonstrations on an 
unprecedented scale were staged in 25 cities involving 6,000 protestors.23 An 
outgrowth of these demonstrations was a series of discussions among welfare rights 
activists of the need for a national organization advocating welfare reform. The 
discussions, led by former Student Nonviolent Coordinating Committee Associate 
Director George Wiley, centered around the crisis strategy put forth by Piven and 
Cloward and the need for a federally guaranteed minimum income. 

The upshot of the 25-city demonstration and subsequent discussions was the · 
development of a consensus that the strategy to drive up the rolls and create a crisis 
was necessary before any serious reform would occur. Instead of organizing around 
specific issues such as housing, health care, and jobs, the focus was to be strictly 
welfare related. The welfare rights movement would be modeled after the ·successful 
civil rights movement where a crisis strategy generated widescale "victories." 

Although there was general agreement on the need for a welfare crisis, major 
differences in strategy developed. On one side of the aisle were staff organizers 
advocating the establishment of a mass-based organization with dues-paying members. 
Challenging that position were the "mobilizers" who argued for less organizational 
structure and more disruptive action.24 Organizers felt that a constituent base would 
help prevent the possibility of the organization being co-opted or taken over by white 
"do-gooder liberal" types. National Welfare Rights Organization organizer Edwin Day 
warned that "We didn't want these groups to be taken over by church people or social 
work people or other do-gooders. The civil rights cadre of organizations disappeared 
because the middle class members just walked away and did something else."25 

The poor, organizers argued, should have full control of the organization since 
the possibility of organizational manipulation greatly increases if outsiders are allowed 
to participate. The organizers also feared the mobilizing strategy would "create a 
crisis but not control the response."26 

The mobilizers, on the other hand, asserted that the crisis strategy would only 
be effective if mass disruptions took place. It didn't matter who caused the 
disruptions as long as the pressure was sustained. Mobilizers cited the civil rights 
movement as an example of an effective mobilization strategy. A substantial part of 
the support for the civil rights movement came from students, churches, and liberal 
whites. Had participation been limited only to blacks, they countered, it would not 
have produced the institutional changes brought about by the passage of the Voting 
Rights Act of 1965 and Civil Rights Act of 1964. 

189 



The organizers won out. The agreement was to form a national organization 
with a membership structure geared towards welfare recipients. The plan was to 
recruit welfare recipients targeting benefit campaigns as inducements to join. 

NWRO f>:eld its founding convention in August 1967. Representatives from 45 
cities in 21 states voted to create a national structure including state and national 
executive policymaking committees and charge dues of $1.00 per person. The role of 
staff was restricted to nonpolicymaking areas to prevent employee dominance of the 
organization. Staff were to provide demonstration training, technical assistance, and to 
assist in leadership development but could not vote and were not allowed to attend 
executive board meetings. 

NWRO began organizing around two specific issue areas--getting more of the 
eligible on the rolls and a push for full benefits for those already receiving relief. 
Organizers saw real potential in what was defined as nonrecurring grants, special 
grants for clothing, furniture, and household furnishings. 

Most states had established provisions for special grants but did not publicize 
the availability. Under the theme of demanding what is promised, full-fledged 
campaigns were crafted around special grant requests. In Boston the· special grants 
campaign proved very successful. In July 1968, $250,000 was allotted to special grants. 
By September, at the height of the campaign, $3,000,000 was being spent on special 
grants, most of it going for clothing for children. 

When special grants requests were denied, as was quite common, recipients were 
urged to file a grievance and request a hearing. Organizers would distribute hearing 
request forms at welfare office demonstrations thereby encourage the filing of hearing 
request forms en masse. In New York City there were only 20 fair hearing requests in 
1966, but 4,233 forms were filed in 1967. In more than half of the cases clients 
obtained substantially all of the grant request. 

The disruption created by large groups of welfare recipients marching into 
welfare offices demanding special grants caused welfare officials to advocate for the 
elimination of the grants.27 Special grants were costing local welfare agencies 
hundreds of millions of dollars. In Springfield, Massachusetts, a demonstration around 
demands for winter clothing turned into a near riot when the welfare commissioner 
refused the request.28 The New York Welfare Commission testified that doing away 
with special grants would •stabilize outgoing expenditures ... and very seriously handicap 
welfare recipient organizations.•29 

Not only were states considering doing away with special grants, but internally 
the success of the campaign made it more difficult for local NWRO affiliates to 
maintain a large and stable membership base. Piven and Cloward observed that once 
recipients received special grants there was no incentive to continue agitating. 

Membership rolls started to decrease dramatically as special grants were phased 
out. NWRO National Director George Wiley, forced to rethink the group's strategy, 
introduced a plan to open up membership to the working poor, those with incomes 
below $5,500, and the aged. Until now membership was restricted to Aid to Families 
with Dependent Children recipients. 
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The move to broaden the base met resistance from NWRO leadership who saw it 
as a threat to their power. As with most organizations there was a sense of prestige 
for those who could win and hold a leadership position within the organization.30 New 
members would not necessarily have the loyalties that seasoned members would to those 
who worked so hard building the organization. The leadership saw little gain in 
Director Wiley's proposal and opposed it. Piven and Cloward suggest that the 
organizational structure inhibited expap.sion describing it as a situation where 
"organization prevented organizing."81 

The Development of NWRO 

In its first two years membership grew from 5,000 to 22,000 with chapters in 26 
states. Membership consisted of predominately black mothers in northern ci ties, 85 
percent black, 10 percent Anglo, and 5 percent Hispanic. Financial support came in 
large part from religious institutions that had supported and developed close working 
relationships with local WRO (welfare rights organization) chapters. Labor and civil 
rights groups were also active. Although most of the financial support came from 
private groups, at one time NWRO obtained a substantial grant from the Department of 
Labor to oversee a job placement program for AFDC mothers. 

Initially, the welfare rights movement was made up of local chapters pushing for 
welfare reforms through militant demonstrations. Groups of recipients would march 
into a local welfare office, demand and usually get a meeting with the welfare director, 
and negotiate on the spot for special grants or procedural or policy changes, most of 
which the agency was by law required to do but didn't. 

With the phase out of special grants, membership rolls started to decline. The 
role of church, labor, civil rights, and other allies became increasingly more important. 
Slowly NWRO transformed from a protest to a lobby organization. Politically, the 
momentum had shifted from the local to the national arena and comprehensive welfare 
reforms were being discussed in Washington. President Johnson's Committee on Income 
Maintenance recommended a national income of $2,400 for a family of four. In spring 
1968, 1,200 prominent economists signed a statement calling on Congress to adopt a 
national system of income guarantees, and presidential candidate Eugene McCarthy 
came out in. favor of a federal income guarantee. 

Although the organizational base was slowly eroding, some of NWRO's harshest 
critics gave it credit for gaining widespread legitimacy. The notion of the "right" to 
welfare had gained approval--something never before accomplished in the U.S. NWRO 
had gained political recognition and was asked regularly to testify before Congress and 
participate in conferences on poverty. Their ability to organize support for their 
position at these events is shown at a White House Conference on Hunger and 
Malnutrition where NWRO delegates successfully pushed through a resolution calling for 
a guaranteed minimum income of $5,500, embarrassing President Johnson, whose recent 
commission had recommended less than one-half that for a family of four. 

The respect for welfare rights groups provided new opportunities for action. 
Welfare rights groups in Pennsylvania, for example, negotiated a model agreement with 
the state granting them space in the waiting room, a pay phone, a copy of the 
Pennsylvania Public Assistance manual, access to the district office, and included in the 
agreement a provision to allow NWRO activists to represent recipients if they so chose. 
The establishment of these agreements gave NWRO members the feeling of being 
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listened to and the ability to influence public policy. 

The upshot of the newfound legitimacy according to Pivcn and Cloward blunted 
the militancy and interfered with necessary organizational maintenance activities. 
National Chairwoman Johnnie Tillman announced she was unable to make NWRO's 1968 
national conference because she was a delegate to an International Conference on 
Social Welfare in Helsinki, Finland.32 Piven and Cloward observed that •by 1970 
recipient leaders who had begun their careers storming relief centers could hardly keep 
pace with their speaking schedules.•33 

NWRO Lobbies Against Welfare Reforms 

Having been transformed into a national lobby organization, NWRO became 
involved in the national welfare reform discussions taking place in Washington in the 
early 1970s. After considerable deliberations, NWRO decided to take a position on 
President Nixon's proposed Family Assistance Plan (FAP). The potential visibility and 
national recognition for NWRO coupled with the belief that once established, they 
would work to increase the payment level, eliminate workfare requirements, and push 
procedural reforms provided NWRO the impetus to declare half-heartedly •up the Nixon 
Plan.• 

Supporters of the plan believed it would eliminate poverty at its worst-in the 
South-and saw additional benefit in that it would relieve state and local governments 
of the heavy fiscal burden, a fundamental departure from traditional welfare policy. 
On the negative side was the concern over the elimination of a number of important 
procedural gains won in the sixties as well as a provision that required work at less 
than minimum wage, neither of which sat very well with NWRO members. 

Support for F AP was weak from the beginning. Many within NWRO believed it 
was not designed to case financial strain but cut the growth in rolls. The 100 percent 
tax on earnings and the prohibition of relief to fathers in the home caused many 
within NWRO to question Nixon's motives. 

By the summer of 1970 NWRO reversed itself and launched a full-scale campaign 
to defeat FAP .. The theme was •zAP FAP!• The campaign concentrated its efforts on 
swaying votes in Congress rather than local grassroots activity. Most senators from 
the South had come out opposed to the reform measure fearing economic disruptions. 
Senator Russell Long, chairman of the Senate Finance Committee was reportedly 
delaying the committee vote hoping to gain greater momentum in opposition. When it 
finally came up for a vote, liberal senators Fred Harris and Eugene McCarthy broke 
rank from the northern liberal Democratic bloc and voted against it.34 FAP was 
defeated 10-6. 

Was NWRO influential in the defeat of FAP? Lawrence Bailis believed that it 
was. In his book, Bread or Justice. Bailis credits NWRO's successful lobbying cff ort 
that persuaded three Democratic Senators to vote against it. Bailis •attribute(s] to 
NWRO a degree of influence in shaping the direction of the congressional debate on 
welfare reform:35 Pivcn and Cloward, on the other hand, argue that NWRO had little 
influence on the outcome of the FAP vote. They credit NWRO with switching two, not 
three, Senators, Harris and McCarthy, which didn't aff cct the outcome, since there still 
would not have been a favorable committee vote had those senators not switchcd.36 
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Whether NWRO was influential or not, the liberal/progressive community was 
deeply divided over F AP. Supporters asserted that it represented a "foot in the door" 
in terms of welfare reform.37 Benefits were low, they conceded, but could be 
increased once the minimum is established. Opponents including the National Council 
of Churches maintained their opposition due primarily to the low benefit levels.38 

Would the poor be better off today had F AP passed? Al.though it is necessarily 
speculative, the elimination of the hodge-podge of costly and inefficient income 
transfer programs in place today would translate into more direct and streamlined 
benefits for the poor. An income guarantee would also provide the poor with greater 
respect and freedom, two things sorely lacking under the existing welfare system. 

The Demise of NWRO 

The reelection of Richard Nixon was a reflection of the changing public mood. 
That change was evident when in 1972 President Nixon invited Johnny Cash to the 
White House to sing "Welfare Cadillac," a derisory song about welfare recipients.39 

More significant was Nixon's willingness to reverse earlier gains made in welfare 
reform through the introduction of financial penalties and the imposition of "quality 
control" mechanisms. States with liberalized welfare policies faced the prospect of loss 
of funds under these newly established regulations. 

Other signs that the political winds had shifted were the antiwelfare campaigns 
that spread across the country. New York Governor Nelson Rockefeller declared that 
newcomers in the state would be denied welfare if they could not find decent housing 
and health care. California Governor Ronald Reagan proposed similar measures to 
reduce the rolls. The most dramatic campaign against welfare cheaters was in Nevada. 
On January 1, 1972, 21 percent of all recipients did not receive checks and 28 percent 
were sent reduced checks without notification. When questioned, the state simply cited 
"overpayment" or "ineligibility" as the reason.•0 

Incensed by this arbitrary cutback, NWRO Director George Wiley mobilized what 
some have called the last national welfare demonstration taking over the Las Vegas 
strip. Below is a eloquent description of it. 

As thousands of weekend revelers moved along Las Vegas Strip, they 
suddenly found their way blocked by George Wiley and five thousand 
singing, chanting demonstrators. Wiley marched out in front with the 
women and a host of civil rights volunteers, while two aides ... walked 
backwards, peering into the crowd for the glint of a gun. Word was out 
that there was a mob "contract" on Wiley's life. 

They came to Caesar's Palace ... they blocked the doors and set up for a 
rally. But then a spontaneous surge of bodies which often overtook 
Wiley's most carefully laid plans, the shouting welfare mothers pushed 
their way past the guards and into the lobby. For once, the endless 
spinning wheels of chance stood still. Ralph David Abernathy commanded 
silence as he prayed for "Caesar to render unto the people that which is 
theirs." Once their point was made, Wiley regained control of the group 
and marched the women back into the streets.•1 
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Two days later the courts ruled that the state's actions were illegal. All 
recipients dropped from the rolls were reinstated and full benefits paid.42 

In addition to the lessening of public support and establishment of restrictive 
measures by a new president, other factors contributed to the demise of NWRO. 
National Director Wiley, who had been with NWRO since its founding, articulated his 
reasons as: counter-offensives waged by welfare authorities which made local organizing 
difficult; the entrenchment of the leadership, and their unwillingness to join coalitions 
and other cooperative efforts; and the difficulty recruiting good organizers because 
"welfare rights became less voguish."43 

Similar sentiments were expressed by Guida West in her analysis of the welfare 
rights movement. The internal struggle, which she defines as one of "class. race, and 
gender: created turmoil from within. · The staff, which was made up mostly of white, 
middle-class males, clashed with the poor black female constituency. She cites as an 
example the debate over expansion of the membership base, which staff supported and 
the leadership opposed. That, she says, created increased organizational conflict and 
eventually the loss of organizers. 

Another contributing factor according to West was external pressure. As the 
organization grew and developed. the relationships with allied groups such as churches, 
white liberals, foundations. and others fostered a shift from that of a protest 
organization to a lobby / advocacy group. Reflecting that change was the redirecting of 
resources away from local organizing to the national office, making it much more 
difficult to maintain the grassroots base.« 

Piven and Cloward express similar sentiments as reasons for the decline of 
NWRO, adding that a changing political climate meant the loss of critical staff and 
leadership to government, universities, and business.45 

Was NRWO Successful in Accomplishing Its Goal? 

Varied and diverse opinions are given as to the success of the welfare rights 
movement. Clearly, if success is measured simply by the establishment of a federal 
guaranteed minimum income, NWRO was not successful. Howe·ver, other important 
gains were made. Guida West, who was involved through her local church in an 
unaffiliated support group called Friends of Welfare Rights, suggests that NWRO was 
successful if measured not in terms of achievement of its long-term goal but "in terms 
of other benefits that accrued to the poor."46 

Those benefits are two-fold according to West. Establishing the "right to 
welfare" was a very important political gain. NWRO had "forced leaders to reopen the 
debate and re-establish the principles of the 'right to welfare' and 'right to work' for 
poor people."47 Although difficult to quantify, West suggests that these gains were 
significant for both poor people as well as political leaders. The poor had rights and 
policymakers had learned to respect those rights . . 

A more direct measurement of the impact of NWRO was that it helped "shape 
and broaden the number of in-kind and income-transfer programs" benefitting millions 
of poor. West cites increased benefit levels and the cost-of-living clause in the food
stamp program as one example. Others include expanded nutrition and health care and 
other U.S. federally directed programs for mothers with infants. West also attributes 
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the establishment of CET A, the job training-program, as an indirect result of NWRO. 
The movement "institutionalized the right to work and the responsibility of the federal 
government to intervene in the economy" to reduce the effects of unemployment.48 

Critics such as Lawrence Bailis contend that Massachusetts's WRO was not 
successful in meeting its "policy-oriented goals with the state government," of a 
guaranteed income for poor people.49 Bailis is critical of the "Boston Model," which 
emphasized organizing a constituent base rather than focusing exclusively on mass 
mobilization. Although successful in increasing benefits, the organizing strategy 
resulted in an inability to maintain a strong enough base to ferment the policy changes 
it was advocating.50 Bailis cites the campaign for special grants, in which the state 
responded by eliminating the special grants as an example of the failure of the 
organizing strategy. The elimination of special grants, Bailis suggests, was a "blow to 
the welfare rights movement."51 

The inability to develop and sustain a large membership base put the 
organization in a defensive posture frequently. "The bulk of their lobbying efforts 
were attempts to def eat or modify legislation and administrative action that they 
opposed rather than efforts to promote improvements in the welfare system."52 Bailis is 
inconclusive in the final analysis suggesting that the success of NWRO should not be 
measured by its immediate impact on the poor, but whether the subsequent 
organizations founded by welfare rights trained community organizers would be able to 
sustain themselves long enough to improve conditions for the poor.53 

A different view of the success of NWRO comes from Gilbert Steiner, author of 
The State of Welfare. Steiner suggests that NWRO, as an organization representing 
poor people, was comparatively successful. He compares NWRO with the Poor People's 
Campaign (PPC), a spin-off project of the civil-rights movement. Steiner attributes 
NWRO's success to two things, its single focus--that of public relief, and its "coercive 
style." The PPC, on the other hand, was a multi-issue group working on everything 
from "hunger in Mississippi to protecting hunting and fishing rights of Indians in 
Oregon." The diversion to so many issues depleted the strength and resources of the 
campaign. Their styles also differed. As Steiner points out, NWRO attempted to make 
the "system" uncomfortable, not themselves, while the PPC did just the opposite. He 
cites the ·PPC's national Resurrection City encampment in Washington to dramatize the 
needs of the poor as a "temporary inconvenience for the part of the Washington 
population (that) benefited the campers not at all."64 That strategy, according to 
Steiner, could not sustain an organization, especially one made up of people who were 
suffering in the first place.55 

Author's View of NWRO's Successes 

Although NWRO was instrumental in substantially increasing the level of benefits 
for welfare recipients, the important question is what long-term contribution the 
welfare rights movement made to aiding the poor. NWRO had one major limitation 
from the beginning, that being its structural makeup. Although the founders had 
organized for the sole purpose of eliminating poverty in America, they didn't take into 
account the difficulty an organization will have when its constituency has severe 
political constraints. Both the lack of sheer numbers--only a small percentage of the 
general population receives welfare, and the lack of political sophistication among its 
membership makes it problematic whether it was politically possible to eliminate 
poverty with such a strategy. 
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As politically impotent as NWRO would seem to be, had it not been for the 
emphasis on building an organizational base, as was done in Massachusetts, the WRO 
movement would not have survived as long as it did. Would NWRO-allied groups, which 
were made up primarily of white middle-class individuals have been as committed to 
disrupting welfare offices as recipients who had a direct self-interest in the militant 
confrontations? If welfare recipients lost interest when no immediate benefits resulted, 
what would have sustained the interest of nonbeneficiaries? 

Certainly NWRO was successful in establishing a concept of welfare rights for 
the poor. Although small in numbers, they made their voices heard and concerns 
known across the country. Grant benefits rose dramatically while at the same time the 
notion of rights was being taken seriously. For the first time welfare recipients had 
demanded and won the respect of the political establishment. 

But more importantly the success of NWRO dramatized the need for a truly 
broad-based constituency organization that would work on a myriad of issues of 
concern to a wide sector of the community. As Bailis suggests, the success of the 
welfare rights movement should be measured not on the short-term gains of NWRO; 
rather it should be viewed as helping lay the groundwork for the development of a 
majority constituency organization made up of poor and working-class people. 

The next section of this chapter analyzes the role a national citizens lobby 
organization, ACORN, plays advocating for the needs of the poor. ACORN's founder 
and chief organizer, Wade Rathke, is a former welfare rights organizer from 
Massachusetts and adopted part of the welfare rights model in building the 
organization. The on-the-job training NWRO provided community organizers such as 
Rathke will determine whether NWRO was by itself a success of whether it its success 
is based on being a part of a larger movement to establish economic justice for poor 
people. 

ASSOCIATION OF COMMUNITY ORGANIZATIONS FOR REFORM NOW 

History and Structure 

The Association of Community Organizations for Reform Now (ACORN), is a self· 
styled poor people's lobby, which organizes at the grassroots level for social and 
political change. Since its founding ACORN has established chapters in 27 states with 
a national membership base of 75,000.56 

ACORN was founded by former Massachusetts Welfare Rights organizer Wade 
Rathke in Little Rock, Arkansas, in 1970. The idea behind ACORN is to create a 
majority constituency organization that would bring about a more egalitarian system 
through a redistribution of political power. 

ACOR N's organizing model is a collection of components from var.ious grassroots 
organizations dating back to the late 1800s. According to founder and chief organizer 
Rathke, ACORN's model drew from Saul Alinsky's concept of local neighborhood based 
groups, developed a dues structure similar to that of unions, modeled its statewide 
decisionmaking process after that of welfare rights, and employed a large number of 
skilled organizers similar to that of the Non-Partisan League. 
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Rathke sketches out a unique arrangement that is based heavily on his work in 
the welfare rights movement. It is his belief that a minority based constituency would 
not yield substantial political power, and he is skeptical of the notion of an allied 
strategy involving supportive organizations.67 His experience with welfare rights 
taught him the vulner:ability of such a strategy in which, he argues, the establishment 
drove a wedge between the poor welfare rights constituency and the working class. 
Rathke says, "Center and right wing politicians, the welfare bureaucracies, and the 
media succeeded in convincing the broad working class majority ... that what minority 
groups wanted was a piece of their pie."68 

ACORN's philosophy, as espoused by Rathke, is to organize a majority 
constituency described as "all the people shut out of power in this 
country ... traditionally defining this constituency as those of low and moderate 
income."69 This, Rathke claims, would make up a majority of the citizens, which is 
necessary in order for progressive social change to take place. 

In addition to the need for an organized majority constituency, ACORN attacks 
the distribution of power under the present system. ACORN'S model for bringing about 
a redistribution is through multi-issue organizing, which focuses on issues at the 
neighborhood, city.., and state level. Whether· it is lobbying for a neighborhood traffic 
light, a change in the distribution of city services, or broader issues such as sta te 
taxation, "low and moderate income people are unable to control the institutions that 
affect their lives."60 

ACORN's multi-issue strategy is considered a necessary mechanism for building 
power to bring about a fairer political arrangement. Says Rathke, "Limiting your issues 
means limiting your constituency, and there's no surer formula for powerlessness than 
to concentrate only on the gripes of one small segment of the population."61 

Another integral part of the ACORN philosophy is organizational financing. 
ACORN's stated goal is "100 percent self-sufficient internal financing."62 The primary 
method for achieving self-sufficiency is through a membership dues structure in which 
members pay annual dues of $16.00. Relying on outside funding is unreasonable for 
such an organization according to head organizer Rathke, "any organization that is so 
heavily involved in politics is not about to receive government or foundation money, 
and wealthy individuals with supportive politics are f cw and far between."63 

Self-sufficiency also creates a sense of ownership and pride of the organization, 
since it is membership financed and controlled. Rathke, in talking about membership 
control, says "it is their organization, knowing that, they are going to work like hell 
to make it something they can be proud of."64 

Closely tied to the issue of membership ownership is ACORN's emphasis on being 
geographically based. Rathke defines this as belonging to "an ACORN neighborhood, or 
community affiliate, not to this or that issue-oriented committee or ad hoc 
coalition ... An organization created in a neighborhood rather than in response to a 
particular issue is, by definition, an organization which transcends this or that issue 
and which takes on an importance in and of itself."65 

And finally ACORN's model stresses the importance of "involvement in electoral 
politics." To achieve power means getting involved in the political process says 
Rathke. "It makes no sense to spend an afternoon confronting an elected official who 
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is not doing the job he is supposed to be doing and then ignore the same off icial--or 
his job--come November."66 

ACORN's internal organizational structure is very similar to that of welfare 
rights. Each city or region has its own executive board made up exclusively of dues
paying members. Each local neighborhood affiliate selects a representative to serve on 
the city-wide executive board. Local boards are responsible for hiring the head 
organizer, overseeing financing and budgeting matters, as well as determining issue 
campaigns.67 

The State Executive Board works in a similar fashion, setting overall policy for 
the statewide organization. "All decisions concerning finances, what campaigns and 
issues to work on, what areas of the state to expand into, and so on, are decided by 
the State-wide Executive Board."68 Staff are prohibited from sitting on executive 
boards or voting in board decisions. 

The role of staff, according to Rathke, is that of a highly trained and skilled 
professional providing technical assistance to a local ACORN neighborhood affiliate. As 
part of the initial training, a staff organizer goes through extensive six-week training, 
which includes organizing a new local affiliate. 

Staff organizers work with membership developing strategic and tactical skills, 
assisting in issue development, and working closely with the local group leadership 
maintaining and expanding the membership rolls, including the collection of member 
dues. 

Salaries are meager and staff are expected to work more than full-time. 
According to the ACORN Organizing Handbook, staff work "six or seven days a week, 
10, 12, or 14 hours a day ... on a salary of $2,400 annually (in 1975) for the first two 
years."69 

The Development of Low-Income Housing in America 

The advent of low-income government housing came into being after the end of 
World War II. According to Nonprofit Housing Developer Karen Paup, the U.S. 
government began constructing housing for both returning soldiers and deserving poor 
in the late for ties. 

Most of the housing projects were constructed by a unique arrangement of 
federal and local initiatives. The working poor and the very low income lived side by 
side with the only distinctions being racial separation. Federal housing policy began to 
change in the sixties as government shifted its focus more towards simply warehousing 
the poor. This change began under the Nixon administration and resulted in the 
diminishing role of local government in national housing policy. 

Under the Reagan administration housing advocate Paup contends that federal 
policy has shifted dramatically, no longer reflecting a commitment to housing the poor. 
Paup bases her contention on the absence of any new federal housing programs or 
policy initiatives and severe cutbacks in funding of existing programs. This action she 
says is especially critical since its comes at a time when there is an increasing need 
for affordable housing. 
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Almost all new policy initiatives that have developed recently originated at the 
local level, according to Paup. Those initiatives involve nonprofit housing developers, 
which through a combination of state and local strategies are formulating alternative 
financing strategies to address the affordable housing shortage that exists today.70 

ACORN's Campaign for More Low Income Housing 

As the need for low-income housing increased during the sixties and seventies, a 
severe shortage developed. Greater numbers of urban poor in need of housing, coupled 
with the aging population and subsequent deterioration of government-owned housing 
stock, exacerbated an already critical situation. 

In Dallas, this author witnessed first hand the cons.equences of a local housing 
shortage for low-income families. The waiting list for a two-bedroom unit with the 
Dallas Housing Authority grew by the thousands in the late seventies. For many it 
meant a wait of four to five years. In the meantime many inner-city neighborhoods, 
which made up most of the available low-income housing, were being renovated for a 
more up-scale tenant. 

This· process, known as gentrification, began changing the urban landscape in' 
Dallas and many other major metropolitan areas. For the new young professional the 
advantage of living minutes instead of an hour from a downtown job became a strong 
attraction. Low-income neighborhoods soon became neighborhoods of the affluent when 
landlords became aware of the new demand for inner-city housing. For the poor, 
gentrification meant the wholesale elimination of long-established neighborhoods. As 
renovation moved through the neighborhood, many fixed-income elderly found their 
property tripling in value and property taxes soaring. With little possibility of relief, 
many poor residents were forced to sell. 

Local ACORN chapters, confronted with the dilemma, organized campai'gns to 
protect the rights of low- and fixed-income homeowners. In Dallas, the local ACORN 
group challenged the citywide reappraisal process claiming the 500 percent increases in 
property values were highly speculative and not based on actual market values. Other 
ACORN chapters attacked the problem by demanding increases in homestead exemptions 
for the poor and elderly, along with other property tax relief measures. Although · 
effective in the short run many within ACORN felt these measures were simply shart
term solutions to a long-term problem, and one that was predicted to worsen in the 
future. 71 

As the clamor for long-range solutions became louder, ACORN launched a 
national campaign advocating fundamental changes in national housing policy. With 
chapters in thirteen states, the ACORN national board unanimously endorsed the 
development of a People's Platform of issues of concern to low- and moderate-income 
people. The board planned to present the platform as an agenda for the eighties to 
the Democratic and Republican national conventions in 1980.72 

At the first ACORN national convention held in Memphis, Tennessee in 1978, the 
group outlined nine issues to be addressed in the People's Platform. The housing 
platform defined the problem as 

... a shortage of decent. housing at affordable prices for low and moderate 
income people. Many federal housing programs are scandals. Others don't 
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have enough funds to do the job.73 

The platform made two simple assertions. First that every person has a right to 
decent housing. Second, it called for a doubling of the budget for f cdcral housing 
programs that work and cleaning up or replacing those that don't.74 

Following the Memphis convention, ACORN groups across the country began 
fleshing out specific housing problems as they relate to low- and moderate-income 
people. The ACORN People's Platform Background Paper provided some insight into 
the direction the housing plank was going: 

In most parts of the United States, there is a severe shortage of decent, 
reasonably priced housing for low-and moderate-income people. New single-family 
homes are out of our price range; new rental housing is shoddy and poorly maintained. 
Older, well-built housing is being allowed to rot. The benefits of the 'renovation 
explosion' in old inner-city neighborhoods arc going mainly to the new urban gentry, 
not the long-term neighborhood residents, most of whom arc displaced by the 
process.75 

In July 1979, 1,500 ACORN members representing sixteen states met in St. Louis 
to ratify the People's Platform.76 The preamble very eloquently describes the vision 
ACORN leadership had in crafting the document. 

We are an uncommon people. We arc the majority, forged from all 
minorities. We are the masses of many, not the fore.es of few. We will 
continue our fight until the American way is just one way, until we have 
shared the wealth, until we have won our freedom.71 

The housing plank set down four basic demands. The first was a general call to 
"create more housing for low and moderate income people." Included was a goal of 
"one million new units of federally subsidized housing per year." In addition, it called 
for urban homesteading programs to turn over abandoned units to low- and moderate
income families for renovation. 

The second part of the plank called for action to "prevent displacement of low 
and moderate income people from their homes." Protections from displacement included 
a requirement for replacement housing for those displaced by federal, state, or local 
activities. It also banned redlining by insurance companies, provided property tax 
relief "in the form of circuit breakers, homestead exemptions, or tax deferrals.• 
Tenants were protected also from displacement by a requirement that landlords give 
notice of conversion and grant tenants the first right to purchase the property. 

The third section focused exclusively on tenant rights. It demanded national 
rental housing standards, reforms of landlord-tenant laws, and the enactment of rent 
control statutes in communities where housing shortages "allowed landlords to charge 
excessive rents." 

The last section called for the cleaning up of public housing programs. It 
advocated for "scattersite" rather than concentrating subsidized housing in poor areas, 
granting tenants a greater voice in managing housing projects, and 24-hour security 
guards at all public housing projects.78 
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The Implementation Phase of the ACORN Housing Campaign 

A desire by the National Executive Board to begin the implementation phase of 
the project in 1981 developed out of the ACORN People's Platform campaign. The 
major thrust was to increase the availability of low-income housing by advocating that 
local governments turn over vacant properties to nonprofit housing groups for the 
purposes of renovation. Many within ACORN believed it was politically unreasonable to 
lobby for increased funding for public housing when budget balancing and tax cuts 
were the mood of the new Reagan administration. 

Although there was a debate within ACORN circles over whether the U.S. 
Housing and Urban Development department (HUD) should be a target, the group felt 
HUD should be avoided out of fear that the campaign would become entangled in the 
bureaucratic maze of a huge federal agency. Instead, ACORN focused on the large 
inventory of repossessed properties taken over by local governments for nonpayment of 
taxes. 

Many cities dealt with confiscated properties by either reselling them on the 
open market, usually to developers, or simply took no action, allowing them to sit 
vacant. · Vacant properties were a serious problem in another way--they provided a 
haven for a host of criminal activity. Making them habitable again, many ACORN 
members felt, would not only reduce the shortage of low-income housing but would 
help eliminate a cover for criminal activity in the neighborhood. 

The first phase of the campaign involved a series of squatting actions in 
Philadelphia and Detroit. ACORN members would take over an abandoned property, 
move in, and fix it up, investing large amounts of "sweat equity" to make the property 
habitable. Squatting campaigns occurred in a number of cities including Boston, 
Phoenix, Pittsburgh, and Brooklyn. 

Considered one of the most aggressive of ACORN's local housing ca·mpaigns was 
that of Brooklyn ACORN, which began in 1982.79 Squatting was seen as an effective 
tactic for inducing the city to turn over vacant property to those willing to fix it up. 
The first squatting. action in August 1985, although considered highly successful by 
ACORN leadership, was met with strong resistance. ACORN squatters seized 25 vacant 
city-owned buildings and eleven squatters were arrested by plainclothes police.80 

Holding firm to the belief that it was morally wrong for local officials to allow 
4,500 city-owned buildings to sit idle while 200,000 families waited for public housing, 
Brooklyn ACORN members persisted. So persistent were they that squatting became a 
campaign issue in the 1985 New York City mayoral election.81 ACORN's effort was 
given a big boost, providing both public visibility and political credibility to the 
campaign. 

Initially, city officials were infuriated by ACORN's illegal activity and refused to 
meet with the group. Boosted by the favorable publicity generated during the mayoral 
campaign, ACORN was able to exert enough pressure that city officials could not 
ignore their demands. 

The persistence of Brooklyn ACORN's efforts paid off in September 1987, when, 
after a series of lengthy negotiations, the New York City Board of Estimates voted to 
turn over 58 city-owned buildings to ACORN's Homesteading Program. In addition, the 
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agreement provided funding for technical and architectural assistance and the 
establishment of a $2.7 million revolving loan fund for homesteaders.82 

Another recent development in ACORN's housing campaign concerned large-scale 
displacement of low-income residents. This part of the housing campaign focused on 
reforming HUD's 810 homesteading program to protect 230,000 low-income tenants in 
privately owned, federally financed housing units. These units, which have a forty
year mortgage, can be released from the low-income rental agreement if the owners 
choose to prepay the mortgage after twenty years. The prepayment provision also lifts 
the ban on condominium conversion. 

An example of how the prepayment plan affects the poor is in Chicago where a 
160-unit building, which for 20 years had low rents and low turnover was recently 
renovated. Last year, after the owner prepaid the mortgage, rents rose "230 percent-
up to $750 per month--and a $70 parking fee was added." Eighty percent of the low
income tenants were forced to move.83 

ACORN estimates that over the next decade as many as one million low-income 
tenant households face "drastically increased rents and eventual eviction" because most 
privately financed, federally subsidized units built 20 years ago now sit on prime real 
estate.84 To prevent massive displacement ACORN advocates four changes in HUD's 
program: 

I. owners that prepay the mortgage sign pledges committing no rent increases or 
condo conversions if they prepay the mortgage; 

2. local governments restrict owners' ability to prepay and establish rent controls 
and prohibit condo conversions if prepayment is made; 

3. HUD issue regulations restricting prepayment and guaranteeing that tenants 
given additional subsidies will be allowed to remain in their homes if prepayment is . 
made; 

4. Congress pass legislation putting a moratorium or restrictions on prepayment, 
guarantee rental subsidies for tenants in prepaid buildings, and assist nonprofit 
community groups in acquiring these buildings and maintaining them as low-income 
projects.85 

ACORN won a substantial victory in February of this year when President 
Reagan signed legislation that sets aside $30 billion for housing programs over the next 
two years and puts into law most of ACORN's suggested reforms of HUD's 810 
Homesteading program.86 

ACORN's decade-long housing campaign could be summed up as a series of 
incremental changes that, when added up, contribute significantly to limiting the 
reduction in the number of federally subsidized housing units. In addition, it helped 
curtail efforts by the Reagan administration to reduce the federal government's 
commitment to provide housing for the poor. 

Perhaps most significant has been ACORN'S successful attempts to force local 
governments to forge new policies that provide effective, low-cost solutions to the 
housing shortage. From the public policy perspective, it makes little sense to have 

202 



hundreds of habitaole vacant properties sitting idle when thousands of families are 
waiting for adequate shelter. The example of Brooklyn ACORN's successful squatting 
campaign shows how grassroots organizations can help make social welfare programs 
truly serve the needs of the poor. 

Conclusion 

Both the NWRO and ACORN played a significant role in maintaining and 
expanding social welfare programs for the poor. Although the circumstances in which 
each group worked were vastly different, both represent examples of what can happen 
when program beneficiaries are involved directly in the policymaking process. 

The welfare rights movement did not simply advocate more welfare benefits. 
Although NWRO advocated for increased benefit levels, its major thrust was to remove 
the stigma of being one welfare and instill in recipients the belief that they have the 
same right to be treated with dignity as anyone else. Asserting one's individual rights 
has a much greater potential impact than simply requesting more government 
assistance. 

The struggle between organizers and mobi.lizers in NWRO ·had a major impact on 
movement politics in the late sixties. Organiza tions learned that before fundamental 
social change can take place they were going to ha ve to develop real political muscle. 
The victory for the organizers meant NWRO's focus would be on building power rather 
than simply fighting for increased benefits. From that grew a recognition that an 
organization with a constituency restricted to welfare mothers was not serious about 
building political power for poor people. What was needed was a multi-issue broad
based constituency organization. 

ACORN, which is one of a number of community-based organizations that 
developed in the 1970s, picked up where NWRO left off. Its founder , having come 
from a welfare rights background, knew the pitfalls and steadfastly avoided them. Its 
focus on building power through a multi-issue strategy was a fundamental departure 
from welfare rights. And it paid off. ACORN has been in existence for 18 years 
compared to a welfare rights lifespan of 6. years. 

If movements and movement-based organizations are going to continue playing a 
role in the development and expansion of social welfare programs, it is clear that they 
will have to adopt organizing strategies that generate the kind of political muscle that 
can hold back the forces of opposition and intimidation with which they will be 
confronted. ACORN's housing campaign is one example of how, with unpopular tactics 
in an era in which the prevailing political winds were blowing the opposite way, a 
group can force the political establishment to consider new policy options. Movements 
serve a countervailing force during unfriendly times and push policymakers to new 
fronts in friendly times. Without movements the needs of many poor people would 
remain unmet. 
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Chapter 9. Conclusion 

What is the legacy of the Reagan years with respect to the safety net policies 
and programs examined above? To what extent did the Reagan policies represent a 
fundamental departure from those that emerged during the New Deal and that were 
further elaborated during the Great Society? To what extent did the administration 
succeed in implementing their policies and reaching their goals? We attempt to provide 
some answers to these important questions based upon the historical review and 
assessments of the preceding chapters. 

Prior to the enactment of the Social Security Act in 1935, economically 
disadvantaged individuals had to rely on private charities, church groups, and state and 
local governments for assistance. During the Great Depression of the 1930s, hardship 
was so extensive that federal involvement became a necessity. Many of the programs 
developed at this time had almost universal appeal and were expected to be short-term, 
temporary interventions. It was assumed that once the economy recovered most 
recipients would resume responsibility for their financial well-being and many of the 
assistance programs would disappear. 

The return to economic prosperity in the 1940s and 1950s did not make public 
assistance programs superfluous since many individuals dependent upon government 
assistance remained. The War on Poverty during the Great Society era of the 1960s 
shifted emphasis to aiding the hard core disadvantaged that society had ignored. 
Government spending for programs to assist the poor expanded considerably during the 
1960s and early 1970s. Largely through the efforts of welfare rights groups such as 
the National Welfare Rights Organization, discussed in chapter eight, more people 
became aware of their eligibility for assistance and the number of aid recipients 
swelled. 

By the time Ronald Reagan became president in 1981 the nation had experienced 
nearly five decades of growing federal governmental responsibility for vulnerable 
individuals and groups. The proliferation of programs was backed by a steady rise in 
the percentage of the Gross National Product (GNP) devoted to federal welfare 
expenditures. The dominant idea that emerged under the New Deal and that reached 
an apex during the Great Society was that the disadvantaged are entitled to assistance. 
Since the 1960s, among the goals of national welfare policy were the reduction of 
poverty and the amelioration of conditions associated with it. 

The espoused policies and goals of the Reagan administration represented a 
dramatic departure, from the broad policies and assumptions of the federal government 
since the New Deal. Several clear themes of the Reagan presidency distinguish it from 
others of the post-New Deal Era. 

I. President Reagan repeatedly spoke of the need to curtail the size of "big 
government," with the federal welfare system among his prime targets. The 
Omnibus Budget Reconciliation act (OBRA) of 1981 most clearly expressed he 
desire to reduce the federal government. Reagan pushed through Congress the 
first significant cuts in funding for Aid to Families with Dependent Children 
(AFDC). food stamps, medicaid, and many other safety net programs. 
Additionally, the OBRA package included greatly restricted eligibility 
requirements and reduced benefits, Under OBRA, Reagan became the first 
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president since Franklin D. Roosevelt to deliberately reduce federal welfare 
spending as a percentage of GNP. 

2. The goal of decentralizing the welfare state represented another significant 
departure of the Reagan presidency from previous administrations. While Nixon 
and Ford sought additional state welfare responsibility on grounds of 
administrative efficiency, Reagan pursued wholesale assumption by the states of 
federal programs such as food stamps and AFDC. Legal services, housing, 
education, and job training were also areas of rapid federal expansion since the 
Great Society that Reagan sought to virtually eliminate. Such proposals clearly 
indicated Reagan's belief that if those in need were to be helped, assistance was 
the responsibility of local government or private organizations rather than the 
federal government. 

3. That poverty is the result of individuals' moral deficiencies and that the welfare 
state has expanded because the "undeserving" poor are receiving benefits rather 
than working were among the pervasive themes of the Reagan presidency. 
Chapter four indicated the many ways that this idea is reflected in changes in 
AFDC under Reagan. Policies that were premised on the idea that poverty .was 
the result of racial discrimination or dysfunctions of the inarket were replaced 
with the underlying idea of "getting tough" toward welfare recipients and forcing 
the able-bodied to work. Reagan tightened eligibility requirements and forced 
many people off the AFDC. Further, the emphasis shifted from providing "work 
incentives" to allowing states to develop "workfare" programs whereby the poor 
would be required to "earn" or pay back their benefits. 

These policies represent a further departure from the notion that welfare 
benefits are rights or entitlements to which the recipient has a claim and are 
embodied in the Family Support Act of 1988, the first attempt at comprehensive 
reform of the U.S. welfare system since the New Deal. The goal of the Family 
Support Act is to move people from welfare to work through state-mandated 
education, training, and job-assistance programs. The measure also tightened 
child-support enforcement and provided child care, health insurance, and other 
services to welfare families while they made the transition to work. The new 
programs this Family Support Act established would eventually replace AFDC. 

4. President Reagan frequently claimed that the welfare system is riddled with 
waste, fraud, and abuse on such a massive scale as to be a serious burden on 
taxpayers. As chapter two indicates, the food stamp program has long been an 
easy political target. President Reagan has been unusually skillful in the use of 
anecdotes and stereotypes to make an example of this program in his campaign 
to cut the federal budget. Perhaps more importantly, the refrain of "waste, 
fraud, and abuse" has been effectively used to further stigmatize welfare 
recipients and undermine public support for and confidence in safety net policies. 

The philosophy of the Reagan administration and the policy goals pursued 
represented a very sharp departure from the major currents of welfare policy of the 
last 50 years. Reagan clearly sought to reverse the flow of federal responsibility for 
assistance to the needy, reduce expenditures. and place responsibility on the states. 
Instead of society taking greater responsibility for the condition of all its citizens, 
Reagan's policies reflected a belief that individuals are responsible for their condition 
and that poverty results from individual shortcomings. 
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How successful wa·s the administration in bringing about a substantially narrower 
and lower safety net? By 1982 it appeared that Reagan might sweep away many 
federal protections for the needy. Congress followed the president's lead in accepting 
many of the program spending cuts of OBRA. Except for action on social security, 
however, few further cuts were taken after 1983 when a consensus emerged in 
Congress that the administration had gone far enough in reducing aid to the poor. 

The recession of 1981-82, with the highest levels of unemployment since the 
depression of the 1930s and rapidly escalating poverty rates, stiffened congressional 
resistance. The achilles' heel of the Reagan drive to shrink the safety net occurred 
when the administration in 1981 sought to convert long-standing financial problems of 
OASI that became evident under Carter into an unprecedented curtailment of benefits 
that would have hit middle-class recipients. This remarkable episode, discussed in 
chapter seven, suggests that given his way, Reagan might well have assaulted the social 
insurance programs that formed the core of the welfare state first established during 
the New Deal. Instead, Reagan retreated and established a bipartisan commission 
whose purpose was to make the social security system financially solvent over the long 
run rather than shrink the welfare state. The review of social security in chapter 
seven concluded that Reagan's impact on the 1983 social security financial reform was 
"at best marginal." · 

The federally funded programs that are clearly targeted to the most needy-
AFDC, food stamps, medicaid, and others--have had to absorb far greater budget cuts 
under Reagan than the programs that are not means tested and that include many 
middle-class recipients. The rate of spending for the latter class of programs had 
slowed under Reagan, but still constitutes 38 percent of federal expenditure. By 
comparison, programs to assist the poor exclusively account for only 8 percent, but 
they have nonetheless been the special target of cutbacks. For example, Congress 
mandated a change in hospital reimbursement procedures for medicare that resulted in 
the largest single reduction in social program spending during the Reagan years. The 
change was supported by the administration, but the President on his own made no 
initiative to cut the fastest-growing and second-largest social insurance program. By 
contrast, chapter three detailed the administration's largely successful efforts to 
significantly curtail medicaid, although Congress after 1983 began restoring funds and 
expanding services to low-income young children and pregnant women. 

Compared to the modest shrinkage in programs for the upper-income end of the 
work force, the low-end programs that depend upon annual appropriations continued to 
fall below the levels needed to keep pace with inflations even after 1983. Reagan 
budget cuts invariably fell on those presumed to have some choice concerning work 
such as recipients of social security disability insurance and unemployment insurance. 
As noted in chapter four, the changes in AFDC have made many of the "working poor," 
who had combined benefits with employment as a means of gradually exiting welfare, 
ineligible for assistance and forced them to support themselves on their meager and 
inadequate earnings. Despite the "deficit reduction summit" in 1987 between 
congressional leaders and Reagan that declared "essential programs serving the poor, 
including the eiderly, should be a priority," they have remained the most vulnerable 
portion of the federal budget. 

With a philosophy and goals considerably at odds with welfare policy of the last 
50 years, the Reagan administration has been only partially successful in reducing 
federal expenditures and shifting responsibility from the national government to states, 

211 



local governments, private organizations, or individuals. Congress prevented the broad 
roll-back of the welfare state that the administration sought but did enact a reform 
embodying key Reagan themes. The failure of the administration to pursue cuts in 
middle-class entitlement and congressional restoration of funds in discretionary 
programs for the poor blunted the drive to dismantle the welfare state. 

Reagan's predictions that the need for welfare expenditures would shrink because 
a rising tide of prosperity would benefit all segments of society did not materialize. 
The period of modest economic growth after 1983 largely by-passed the poor. As a 
result, poverty rates that had fallen since the establishment of Great Society programs 
rose rapidly and in 1983 reached levels not seen since 1965. 

To what extent will the Reagan years shape the future direction of the safety 
net? No precise answer is possible because the Reagan legacy is one of paradox and 
contradiction. The Reagan presidency clearly marked an end to a long cycle of growth 
in the federal government's role of extending the safety net. The president shifted 
the public agenda from governmental responsibi lity for solving problems to budget 
cutting. Unfortunately, his fiscal policy has saddled the nation for the foreseeable 
future with federal deficits of unprecedented magnitude that will constrain his 
successors and severely limit the initiation of new programs requiring funds. 

At the same time, the poor have continued to grow poorer during the 1980s. By 
the end of the Reagan presidency, it was widely recognized that his policies have 
fallen disproportionately on the poor. For example, chapter six illustrates that when 
one examines specific groups such as the low-income elderly, rather than the entire 
population above 65 years old, the cumulative impact of budget cuts in several 
programs is severe. Numerous policy analysts attribute the emergence of a new class 
of poor directly to the Reagan policies. Like the low-income elderly, the impact of 
the Reagan administration on children has been devastating. According to the U.S. 
Bureau of the Census, some 13 million children -- more than one in five youngsters 
under the age of 18 -- were poor in 1987. In 1979, nearly one of every five families 
with children that otherwise would have been poor was lifted out of poverty by 
government cash-benefit programs such as AFDC. unemployment insurance, and social 
security. By 1987, however, these programs were able to rescue from poverty only one 
in ten such families with children. 

Despite his attempt to convince the nation that the federal government cannot 
be expected to solve all problems, the growing problems of the poor have demonstrated 
that a broad range of needs exist that only Washington can address. Texas's response 
to Reagan's changes in AFDC, discussed in chapter one, clearly illustrates that states' 
ability to respond to needs that the federal government does not meet is limited by 
national and international economic trends,and that in the absence of federal support 
similar needs across the nation will be met unevenly and inequitably. On the other 
hand, states in more favorable economic condition have taken advantage of the 
increased flexibility and responsibility the Reagan administration has urged. To the 
surprise of many, some governors and state legislatures took up the challenge and 
became centers of innovation, pursuing reforms in welfare, education, job training, and 
health insurance. 

Despite some innovations at the state level, research in the policies examined in 
this report revealed few new ideas or innovations that could serve as the basis for a 
broad, national antipoverty agenda. During the last eight years policy analysts have 
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largely spent their time reacting to budget crises rather than constructing alternative 
policies that could make up an antipoverty strategy. Similarly, as chapter eight 
demonstrates, grassroots organizations have shifted their focus. Instead of aggressively 
asserting rights to benefits as did the National Welfare Rights Organization during the 
1960s and 1970s, during the 1980s groups such as ACORN have had to concentrate 
primarily on keeping the poor from losing further ground. 

It is impossible to predict whether Reagan's deficits and his agenda of a limited 
role for the federal government will exert an influence over future administrations 
similar to that of FDR. Whether the "new social agenda for the 1990s" that Cohen and 
others have called for will emerge or whether a badly frayed safety net will persist 
depends on which of the contradictory currents of the Reagan legacy prevails. 
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