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The idea of a negative income tax:

Past, present, and future

Robert A. Moffitt

Robert A. Moffitt is Professor of Economics at Johns
Hopkins University and an IRP affiliate. He delivered the
2004 Robert J. Lampman Memorial Lecture at Madison
in June. This article is adapted from his lecture.

Robert Lampman was a seminal figure in the history of
research on poverty in general and on the negative in-
come tax (NIT) (see box, p. 2). He was also a key figure
in the development of the War on Poverty, in the found-
ing of the Institute for Research on Poverty, and in other
important poverty-related events in the 1960s and early
1970s. In this essay I discuss Lampman’s writings on the
NIT and, briefly, those of other early NIT advocates, and

review how NIT proposals have fared in the evolving

U.S. welfare system.! My focus will be on the design of an
optimal welfare system, one of the more important ques-
tions posed by the early NIT literature.

Lampman and the other early NIT advocates

In the mid-1960s the NIT was one of the most heavily
discussed antipoverty policies, and Lampman became
one of its most influential advocates, if not its single most
influential advocate. Although Milton Friedman is usu-
ally credited with first outlining and publicizing the idea
of an NIT in 1962, Lampman nevertheless wrote the
largest number of carefully considered, analytic papers
on the subject.?



would be reduced from $6,000 to $5,500.

How Does the Negative Income Tax Work?

“In [the] purest form [of an] NIT,...[tthe needy would, like everyone else, simply file annual—or perhaps
quarterly—income returns with the Internal Revenue Service. But unlike other filers who would make payments
to the IRS, based on the amount by which their incomes exceeded the threshold for tax liability, NIT
beneficiaries would receive payments (‘negative taxes’) from the IRS, based on how far their incomes fell below
the tax threshold. The NIT would thus be a mirror image of the regular tax system. Instead of tax liabilities varying
positively with income according to a tax rate schedule, benefits would vary inversely with income according to
a negative tax rate (or benefit-reduction) schedule.”” For example, a family of four with no other income might
receive a $6,000 benefit—called the “guarantee” in the accompanying article—and, with a 50 percent tax rate,
the benefit would be reduced by $500 for every $1,000 it earned. Hence if the family earned $1,000, its benefit

'Jodie T. Allen, “Negative Income Tax,” in The Concise Encyclopedia of Economics, ed. David R. Henderson (Indianapolis:
Liberty Fund, Inc., 2002). [Online] available from <http://www.econlib.org/library/Enc/NegativelncomeTax.htm|>.

Lampman’s approach to the NIT was cautious; it was
intended to be practical and politically feasible. His vi-
sion of the NIT was not so radical as that of many other
early writers, and he was very conscious of cost consider-
ations, although clearly favoring an increase in overall
expenditure in order to reduce poverty. As many others
have noted, Lampman was never as extreme in his views
as many other antipoverty economists; he was in many
ways a rather conservative reformer.

In Lampman’s first discussion of the NIT, in 1965, he

revealed many of the characteristics of his approach,

which was to set the income guarantee reasonably low so
that the tax rate could also be set low to provide sufficient
work incentives.’ He recognized that the poverty gap

would not be completely filled by such a plan; he re-
garded an NIT which would completely fill the gap as far
too costly.* He also believed that the NIT should be only
one approach to poverty reduction among many; educa-
tion, training, health, housing, residential relocation, an-
tidiscrimination, and other programs should accompany
it.

In a 1968 essay, Lampman provided further details. He
argued that the tax rate should be set to maximize the
reduction in the poverty gap per dollar of expenditure and
suggested that 50 percent might be an approximately
correct rate.’ Interestingly, he also suggested that the
main purpose of the NIT was not to replace welfare—then
called Aid to Families with Dependent Children
(AFDC)—but rather to provide benefits to two-parent
families and single individuals. He even proposed leaving
the AFDC program in place for single parents and view-
ing the NIT only as a supplement to it. He suggested that
the federal government establish a minimum AFDC ben-
efit, to ensure that its guarantees would not be less than
those in the NIT. Also, and this is of interest to my
discussion here, he suggested that distinctions could be
made between those who can work and those who cannot
(although he did not use this language) and that the
former group be given lower guarantees and tax rates than
the latter. He suggested that families headed by an able-
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bodied male and those with low wage rates, among oth-
ers, be in the former group. Thus Lampman saw a form of
work requirements and categorical separations as com-
patible with his vision. He perceived the possible mar-
riage disincentives of NIT plans and suggested that guar-
antees for single individuals be kept low as a result. And
he again emphasized the need to complement the NIT-

AFDC system with other approaches to assisting the poor.

Other early ideas of an NIT

Reformers more radical than Lampman had many other
reasons for favoring an NIT. A fairly comprehensive list
would include the following:®

¢ increased work incentives for those then on AFDC;

» extended and universal eligibility to all families and
individuals;

» eligibility based only on income and family size;

* a federalized system with no state variation in ben-
efits;

* the replacement of all other welfare programs by an
NIT;

* asimplified administration of benefits given the sim-
plicity of the NIT benefit formula, leading to more
efficient administration, and improvements resulting
from the use of “rules” rather than “discretion”; and

* areduction in welfare stigma, because no invidious
personal distinctions need be made, and welfare re-
cipients would feel that they were being treated more
fairly.

Although each of these features can be separated and

argued for somewhat independently from the rest, the

radical NIT advocates believed that enacting them all

together would create a new welfare system with a new
“culture” of welfare. The effects of all enacted simulta-
neously would be greater than the sum of the effects of
each taken individually, because of the interactions

among them.




This has, of course, not happened. At best, we have expe-
rienced only partial, incremental reform in a few of the
directions suggested by the NIT. Most have not come to
fruition at all or the trend has been in the opposite direc-
tion. There has been some progress on the work-incentive
issue, as discussed below, but no universal, NIT-like cash
program for single individuals or two-parent families has
been enacted (although we have an expanded Food Stamp
Program that partially serves that function). Benefits are
not based solely on income and family size, as also dis-
cussed below, because of work and other requirements.

There has been no federalization of welfare, nor is a

minimum benefit on the political agenda. Programs other
than cash welfare have proliferated rather than being

reduced. Since 1996, administration is more complex

than ever, and the stigma of cash welfare receipt has

increased rather than decreased. In the remainder of this
essay, I examine in more detail the work-incentive ques-
tion and the issue of multiple programs.

Work incentives

The idea of work incentives in the NIT was clear to all the
early authors, but the first to provide a graphical analysis
with budget constraints and indifference curves were
Michael Boskin and Christopher Green.” Boskin and Green
showed that an NIT would reduce work incentives but that
the amount of the reduction depended on the levels of the
guarantee and tax rate, and that work disincentives could be
minimized by the choice of those parameters. Lampman
agreed with this assessment and, like others, emphasized
that cost had to be taken into account as well.

The major issue that has preoccupied analysts since those
early discussions concerns the effect of reductions in the
tax rate on the work incentives of those not initially

eligible for the program; their work effort would likely
fall as a result of entry. The net effect of a tax-rate

reduction on average labor supply is consequently now

understood to be ambiguous; it could be zero or even

negative. The empirical evidence from simulations and

experimental and nonexperimental econometric studies

suggests that this is a real, if not likely, eventuality,

especially for men and women in two-parent families.®
The possibility that this might occur was recognized for-
mally in the early literature but received very little em-
phasis. Most emphasis was instead on the cost implica-
tions of tax-rate reductions. The tradeoff between tax-rate
reductions and increased cost received the most attention,
but it was presumed that tax-rate reductions would neces-
sarily increase work incentives.

This finding does not imply that tax-rate reductions are
undesirable, and instead only demonstrates that distribu-
tional considerations must play a role in choosing the tax
rate. It may be that increases in the labor supply of those
initially on the welfare rolls, who are typically the most
disadvantaged and those with the lowest work skills, may

outweigh in importance any labor supply reductions from
those brought onto welfare by the NIT. But there must be
a limit to this, for in some situations the latter effects
would be so large relative to the former that the tax-rate
reduction would be undesirable.

For this reason, much of the early NIT literature on work
incentives was rather misguided, because it did not ad-
dress what is termed by economists the “optimal tax”
problem of how to distribute taxes and transfers to maxi-
mize some social welfare function with assumed distribu-
tional weights. Indeed, redistribution of the type we are
discussing here, such as reducing the tax rate in a welfare
program, is necessarily non-Pareto-optimal because ei-
ther taxpayers are made worse off by the increase in
expenditure or other recipients are made worse off if total
expenditure on welfare is held fixed (because more
money must be paid to working recipients).” A similar
result extends to labor supply, for if the problem is posed
correctly, increasing work incentives for one person nec-
essarily decreases them for someone else.

The optimal tax formulation of the problem seems to be
the obviously correct one—I say “seems” because in a

moment I will argue that it is not—and early work on the
optimal tax, including that of James Mirrlees, showed

that an NIT can be generated as optimal by a utilitarian-
type welfare function.!® A less general approach to the

distributional question holds expenditure on the NIT

fixed and asks how the guarantee and tax rate should be
set to maximize some social welfare function, conditional
on a given level of expenditure. This approach may be

narrower but it is more workable. Indeed, much of the

literature on the NIT (and many other transfer programs)
is flawed by not holding expenditure fixed. Politically,

this has led to a situation where proposed structural wel-
fare reforms have been opposed not because of their

merits in changing the structure of the system but because
of their expenditure implications. Conservatives opposed
expenditure-increasing NIT plans, for example, and lib-
erals opposed expenditure-reducing work requirements

and time limits in more recent times.

Here Lampman, alone among the early NIT advocates,

proposed the defensible criterion of choosing the guaran-
tee and tax rate to maximize the reduction in the poverty
gap per dollar of expenditure. He did favor increases in
expenditure but, by using this criterion, allowed a clear
separation between preferences for the level of expendi-
ture and preferences for how to allocate a given level.

One may, of course, quarrel with the poverty gap as a

good measure—it ignores the endogenous labor supply

problem, for example, and has a particular distributional
weighting function—but other objectives could be substi-
tuted and the per-dollar expenditure criterion could still
be maintained.

In summary, then, from today’s standpoint the labor sup-
ply effects of the NIT are not at all so clear as they were in
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the days of its original development. This is not just a

historical issue; it is highly relevant to current welfare

policy. Since 1996 the tax rate in programs under Tempo-
rary Assistance for Needy Families (TANF, the successor
to AFDC) has been reduced tremendously across the

states, from 100 percent down to 50 percent and even

down to 0 percent occasionally (accompanied by a maxi-
mum income limit, or notch).!' It is not clear that the

average labor supply effects of these reductions are posi-
tive, nor what their social welfare implications are.

Work requirements

An optimal-tax or expenditure-fixed approach to choos-
ing the guarantee and tax rate is attractive—it is a concep-
tually simple way of weighting the gains of winners and
losses of losers from any change in social policy and
hence is comprehensive in its scope. However, I would
argue that it has been rejected by the American public
and, for that reason, should be discarded by researchers
as well. It portrays the problem of setting NIT parameters

Robert J. Lampman and the Negative Income Tax Experiment

Robert J. Lampman was born in 1920 in Plover, Wisconsin. He received his B.A. degree and, in 1950, his Ph.D degree in
economics from the University of Wisconsin. After faculty appointments at the University of Washington, he returned to the
Department of Economics at Wisconsin as a professor in 1958. He served two periods as chair of the department, and was
named John Bascom Professor of Economics in 1967 and William F. Vilas Research Professor of Economics in 1972.

Robert Lampman had a distinguished career of research in the areas of labor relations, income distribution, and social
welfare policy. He served as a consultant to or member of many state, federal, and international agencies, most notably the
President’s Council of Economic Advisers (1961-65), and was a member of many task forces, including the Task Force on
Poverty (1964) under President Lyndon B. Johnson.

In 1981 and again in 1985, Professor Lampman was extensively interviewed as part of the Oral History Project of the
University of Wisconsin—Madison Archives. In the following brief extracts he discusses his own involvement and that of IRP
in the Negative Income Tax Experiment. The design, conduct, and analysis of this experiment (its two main segments are
the New Jersey Income Maintenance Experiment and the Rural Income Maintenance Experiment) were important to the
evolution of IRP and to poverty research in general. The New Jersey experiment is regarded as an outstanding example of

interdisciplinary research in close cooperation with government planners.

During that period of ’65 in the winter and spring, I was a
consultant with OEO [the Office of Economic Opportunity].
And I had drafted a paper on negative income taxation,

which was part of their preparation for what I think was an
historically important document called the “Antipoverty

Budget,” which [Sargent] Shriver [then head of OEO] pre-
sented to President Johnson. In the “Antipoverty Budget”

they recommended a very substantial negative income tax.
And that was never released. It was never released during
that Johnson presidency. Because he, himself, rejected the
negative income tax. But that shows how far they had gone
inside OEO in firming up a strategy against poverty. . . .

They were fine people, and very able. They were a very

different cut of people from the traditional specialists in

social welfare programs. . . .these were a new bunch of

people brought into the poverty field. So they were not

without their critics, especially from the old line establish-
ment. New Dealers, I guess you’d call them. And that is

where they also ran into trouble with Johnson. They were

radicals, in a sense. . . .

They were young people, coming brand new into the [pov-
erty] field. This was part of the whiz kid approach, that
economists could do anything, given a little time. They
could catch up and surpass anybody else in understanding a
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problem, and in relating it to government, and in evaluating.
And this was sort of a peak experience for people in this

profession. As I say, it kind of reached its peak in the

Defense Department in that period. And in the Office of
Management and Budget, where Charlie Schulz was the

leading exponent of this application of economists to gov-
ernment problems. . . .

They were, in some sense, closer to engineering than to

economics. The whole systems analyst approach is at some
tangent to the mainline of economics....It is much more like
amechanistic, [ guess I would put it, a mechanistic approach
to economic phenomena. . . .And one of the things that of
course was involved was the use of the computer. The use of
mass data bases, of highly quantitative interpretations, and
relatively little interest in what you might call central eco-
nomic theory. . . . [from pp. 45-47]

In the period, 1965, the OEO people began to talk about an
experiment. The thing that was surprising was that they
suddenly turned around and said, “We don’t want to turn this
experiment over to an outside agency entirely. We would
like the Poverty Institute to be a pass-through agency, or a
participating member of the experiment.”. . .



as one of balancing the desire to provide a minimum

income to those not working by means of the guarantee

against the desire to retain work incentives by means of a
sufficiently low tax rate. This way of viewing the problem
has failed with the American public, which does not be-
lieve that payments should be made to those who do not
work unless strings are attached, i.e., unless work is re-
quired. Part of the idea of the NIT (appearing most ex-
plicitly in Friedman’s work) was that payments should be
made solely on the basis of income and family size; this

would not only simplify administration but reduce invidi-

ous distinctions. Once those distinctions are allowed, the
NIT, as understood by many economists and policy ana-
lysts, is much more restricted. Categorical distinctions

are allowed between families and individuals, between

two-parent and single-parent families, and between those
in each family-structure category who “can” and “cannot”
work. Individuals are treated quite differently within each
category and the number of boxes into which individuals
can be placed multiplies. The idea of providing work

incentives with a single universal benefit formula disap-
pears.

[Flor various reasons which were best known to Sargent

Shriver, I guess, they did ask the Institute to take a role.

There was a lot of discussion . . . about whether the Univer-
sity should accept the role, whether the Institute for Re-
search on Poverty should do that. If it didn’t have a lot of
decision-making power, it would become merely a pass-

through agency, where you have liability but no responsibil-
ity, no authority. And that was worked out. . . .

And so when I got back [from Indonesia, where he had been
working on a Ford Foundation project] at the end of the

summer in ’67, it appeared the Institute was going to be

active, and the thing I got involved in—one of the things I
got involved in—was helping to work out the model of the
negative income tax to be administered in this pretend situa-
tion of an experiment. And I think one of the most satisfying
periods in my life was dealing with an interdisciplinary

group in writing a statute, if you want to call it that; a law

which would be applied, of course, only to the experimental
families. But it would be a prototype, perhaps, of a federal

law that might some day exist, which would be nationwide in
scope, and so on. . . .

We were developing, I guess you could call it the formula
for determining benefits, and the eligibility conditions and
the reporting conditions that would be established in paying
out the benefits through the three-year period when experi-
mental behavior was being observed.

Now this negative income tax experiment was—we were
quite conscious—a first of its kind. And we thought it was
terribly interesting for economic theory, for social
policymaking generally, for econometrics. It was going to
develop a mass data base useful for many kinds of research.
And so there was a high level of enthusiasm. And this was
sustained for quite a long time. And the Institute was one of
the central points where things were happening and deci-
sions were being made. . . .

This experiment, I suppose, has been criticized and some-
times praised because of what it did do and didn’t do,
what it found and didn’t find. I suppose the harshest
criticism that had the most meaning to me, at least, is that
it was designed especially to find out how much change in
work effort would flow from modification or variation of

a marginal tax rate on wages. We never found that out.

We found out other things that were somewhat related.

We found the combined effects of guarantees and mar-
ginal tax rates on earnings. And we found there was some
modest change in work effort by intact family members,
heads, and that men reduced their work effort at a certain
rate, and that wives or secondary earners reduced their

work effort at a different rate. But we didn’t actually

isolate the wage rate effect from the guarantee effect. And
so that’s a criticism. And I think it’s a valid criticism, and
an important one. This particular experiment has its true
believers and it has people who say, “We can’t really

believe what they found.” And it is true that all we can say
is that in this particular controlled environment with a

sample, scattered as it was, and so on, this appears to be
what would happen. But if we were to actually enact a

nationwide law with full glare of publicity and everybody
knowing everything about it, and so on, then you might

get different effects. And that’s what we can’t know. But
we can say it offers some evidence for belief of what

would follow if there were, in fact, such a program. So

one can say it was a modest and innovative step in social
science research and that it taught us all a lot. . . .

At this time, in 1981, it stands as one of the rather long
series of social experiments in semi-controlled frame and
people. . . .We are now in a position, probably, in this
country to reflect on the broader aspect of experimenta-
tion in making social policy—policy about housing,

policy about health insurance, policy about all types of
cash benefit programs, perhaps even of some tax changes,
where we would bring to bear evidence collected in the
field, you might say, under the title of experimentation.
So that the New Jersey Experiment takes its place in that
history, and the evaluations are now, not about that ex-
periment but about experimentation in a broader sense,

involving a whole range of behavior patterns that can be
identified. [from pp. 85-90]

The complete tapes of the interviews with Robert
Lampman, conducted by UW oral historian Laura Smail,
are available through the University of Wisconsin-Madi-
son Archives Oral History Project <http://
archives.library.wisc.edu/oral/oral.htm>.



Work requirements can instead generally be rationalized
only if the social welfare function contains work as an

explicit argument, instead of the utility or the income of
the poor. Another way of saying this is to note that the

American public is not willing to accept the preferences
for work held by the poor themselves. To be sure, one can
assign different guarantees and tax rates within each

group in each categorical box. Indeed, this has been pro-
posed many times by those who take work requirements
seriously and are willing to discuss how to make them

work. This includes Lampman himself, who, as I men-
tioned earlier, was willing to accept these distinctions and
to assign lower guarantees both to single individuals and
two-parent families with an able-bodied male. It includes
analysts of the Social Security Disability Insurance Pro-
gram like Donald Parsons, who proposed such a two-tier
system for recipients of that program. And it includes

theorists like George Akerlof, who noted that if individu-
als can be “tagged” with some characteristic correlated

with unobserved work ability then it is possible—though
not assured—that different guarantees and tax rates can
be assigned to each group, with a resulting increase in

social welfare.?

The welfare research community, both liberal and conser-
vative, has failed to take the problem of work require-
ments seriously. Work requirements pose a complex

screening problem in several dimensions; theorists such
as Akerlof, Besley and Coate, Beaudry and Blackorby,
and others have confronted this problem theoretically and
have shown how difficult it is.!* Clearly everything de-
pends on the accuracy of the screening mechanism, the
distribution of gainers and losers from any particular

mechanism, and the selection of individuals into different
categories. Yet in the entire body of research on welfare
reform since the early 1990s, much less before, one can
find almost no research on who is affected by work re-
quirements, on the kinds of screening mechanisms actu-
ally used in various localities across the country, or on
who the gainers and losers from different mechanisms

might be.

In the absence of any evidence, it seems entirely possible
that a system of work requirements could be developed
which is reasonably fair, which balances both Type I and
Type II errors (that is, the errors from incorrectly classi-
fying those who can work as being unable to work and
from incorrectly classifying those who cannot work as
being able to work), which has an adequate appeals pro-
cess, and which ultimately succeeds in treating different
families differently by some characteristic other than in-
come and family size.

Multiple programs and universal eligibility

It is clear from the historical evidence that the idea of
collapsing multiple programs into a single program, an-
other feature of many NIT plans proposed by early advo-
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cates, has so far failed. Indeed, the opposite has occurred,
as programs for different target groups have proliferated.
Once again, as with work requirements, the early NIT

advocates failed to recognize that the social welfare func-
tion or the preferences of voters relate to goods consumed
by the poor, not to their utilities or incomes; and that

voters have ideas about who is needy and who is not that
also enter their preference functions.

Real per capita expenditures on means-tested programs

have grown tremendously over the last 40 years, and the
growth in expenditures was most rapid in the late 1980s
and early 1990s.'* The growth, on average, has been

mostly a result of growth in Medicaid, the Earned Income
Tax Credit (EITC), Food Stamps, and Supplemental Se-
curity Income, that is, in programs for specialized needs.
Per capita expenditures in the AFDC-TANF program, on
the other hand, have fallen. Thus there has been a marked
redistribution of expenditure away from single, nonwork-
ing mothers and toward (1) workers, (2) those in need of
medical care, (3) the aged, blind, and disabled, and (4)

those in need of food expenditure. The only real excep-
tion is the Food Stamp Program, which, as I noted earlier,
is effectively the closest thing to an NIT in the United

States. But it is also the case that the research community
has failed to take categorization seriously, just as it has
failed to take work requirements seriously, and there is

relatively little work on better ways of categorization or
the effects of the categorization that we have.

It should immediately be said that a Panglossian view that
the current panoply of categorical programs is optimal
and simply to be accepted as the revealed preferences of
the voters should be rejected. There remain both pockets
of uncovered poor—particularly childless individuals,
single black males, and two-parent households, all of
whom still receive short shrift from the system—as well
as irrational overlaps in eligibility for some programs and
lack of integration of benefit schedules. Since 1996 local,
special-purpose programs have proliferated even more,
without coordination and rationalization and with even
heavier overlap.

The goal of universal eligibility, though partly addressed
by the expanding multiplicity of programs covering yet
more groups, is also far from being achieved. Here, again,
developments have not followed the lines suggested by
the early NIT advocates.

Earnings subsidies and the NIT

Many current discussions of an NIT arise tangentially in
discussions of earnings subsidies, a policy with a long
history but which has regained currency in recent years."
In the last decade, some analysts have taken a strong

position advocating earnings and wage subsidies in pref-
erence to an NIT. As examples they hold up the EITC,
many programs like the Canadian Self-Sufficiency



Project, New Hope, and other welfare-to-work experi-
ments, and some British earnings subsidies like the

Working Families Tax Credit. The advocates of these

programs often contrast them favorably with an NIT,

arguing that these programs provide work incentives

whereas the NIT provides work disincentives, and that
these programs avoid the “unintended consequences” of
an NIT.!® Many of these new programs not only provide
earnings subsidies instead of an NIT, they restrict their
subsidies to full-time workers, thereby generating even
greater work incentives, according to the advocates. The
economist Emmanuel Saez has provided theoretical sup-
port for this argument by showing that a modified optimal
tax framework can lead to the conclusion that an earnings
subsidy rather than an NIT is optimal at low levels of
earnings.!’

The argument that these types of programs are superior to
an NIT simply because of their effects on work incentives
is fallacious, for several reasons. The most important is
that earnings subsidies provide no income to those who
do not work, yet the main innovation of the NIT was that
it was a way to provide income to both nonworkers and
workers, while preserving some work incentives. If an

NIT-based welfare system were replaced by an earnings-
subsidy-based one, work requirements would have to be
introduced. Those who can work would receive the earn-
ings subsidy but a zero (or low) guarantee if they did not
work. Those who cannot work would receive a positive,
or much higher, guarantee. Further, one can imagine do-
ing this while holding total expenditure fixed, since there
would be expenditure savings obtained from cutting off
those individuals who can work but do not. Thus the

proper comparison is between an NIT, on the one hand,

and an earnings subsidy plus a work requirement system
on the other. But given the problems with work require-
ment systems and the lack of evidence that they are, at

least as currently constituted, welfare-improving, the su-
periority of the earnings subsidy approach is entirely

unclear.

Some earnings subsidy advocates suggest that such subsi-
dies could be introduced on top of an existing NIT sys-
tem, without work requirements and with guarantees con-
tinuing to be paid to all nonworkers. In this way, work
levels could be unambiguously increased without making
anyone worse off. The flaw in this argument is that total
expenditure is not held fixed. If it were, guarantees would
have to be lowered at the same time as earnings subsidies
are introduced, thereby making one group worse off. Al-
ternatively, one could view the problem as a choice of
how to spend a given level of additional funds. It could be
spent on an earnings subsidy or on increased guarantee
levels; in the former case, nonworkers are made relatively
worse off. This choice is particularly germane for poor
two-parent families, who currently receive almost no sup-
port from our system if they do not work. Is it optimal to
spend more money on that group only if they work, or to
boost their guarantees by some amount? If maximization

of work effort is the sole objective, one should always
spend funds on workers, but no reasonable social welfare
function would ignore the relative incomes of workers
and nonworkers and the relative distributional weights
attached to those groups and focus only on labor supply.

The imposition of minimum full-time hours requirements
in order to qualify for earnings subsidies raises the same
issue. Such a policy would increase work but would pe-
nalize part-time working mothers either in absolute or
relative terms. In all the earnings subsidies scenarios we
have depicted, the fact that work effort is increased by the
policy is not sufficient to argue in their favor; one has to
make a distributional argument as well. Generally this
will mean making the argument that the positive work
incentives outweigh their regressive character—they re-
distribute funds from the most disadvantaged to those
who are better off, unlike the NIT.

Conclusions

Where are we left with the NIT at the end of this exposi-
tion? The broadest vision portrayed by some early advo-
cates—though not Robert Lampman—has fared very

poorly indeed. Almost none of its proposed features have
been adopted, many have been openly rejected, and often
the trend has been in the opposite direction. Faring better
is Lampman’s vision of the NIT, which allowed for cat-
egorical divisions, the assignment of different guarantees
and taxes to different groups, and multiple programs. In
addition, the one area in which policy developments have
been most favorable to the NIT—the reduction of tax

rates in the TANF program—is now understood to be a
policy with ambiguous effects.

Despite this rather gloomy picture, it is clear that the

early discussions of the NIT were the first time in modern
U.S. conversations about welfare reform that monetary
work incentives were proposed and taken seriously in a
very public and highly visible way. The proposals and
discussions of an NIT have greatly deepened our under-
standing of the incentive effects of alternative benefit

formulas and welfare policies, and we now evaluate the
work incentives of virtually all programs within the

framework developed for the analysis of the NIT. If the
prominence in welfare reform policy of monetary incen-
tives today is a legacy of the early NIT advocates, that
legacy is unquestionably immense, and its influence will
surely continue into the future.

I thank Robert Haveman and Glen Cain for their percep-
tive and helpful comments on the original draft. B
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