Social Welfare
A. Overview of America’s Welfare State 
A social welfare state is a society with a set of government programs that protect an individual’s minimum standard of living against: unemployment, income loss and poverty, physical and mental illness and disability, family disintegration, and old age. 
B.  Types of Programs 
There are two major types of social welfare programs in the US: 

Social Insurance Programs vs. Means-Tested Programs
Social Insurance: individuals contribute to an insurance trust fund through payroll taxes and receive benefits based on their lifetime contributions (i.e. social security)

Mean’s-Tested Programs: benefits provided on the basis of need to those who can prove their income is low enough to qualify. These programs are funded through general income tax revenues, rather than payroll taxes (i.e. food stamps)

In terms of administration: some social welfare programs are administered directly from Washington (i.e. Social Security – taxes are levied directly on wages and salary by federal government, then funding is transferred to the Social Security Administration who, in turn, issues checks to the elderly and disabled), while others are jointly administered by federal and state government (i.e. Medicaid – results in a wide variation of benefits & rules/regulations across the different states)

Other social welfare programs include: college loans, education, job training, medical research, farm subsidies and military pensions. 
Many of these social welfare state programs are often viewed as entitlement programs because payments are made automatically to people who meet certain eligibly requirements (i.e. Medicare – social insurance program – for all over the age of 65; food stamps – means-tested program – for all who can provide a limited income). 

Because these payments are made automatically, much of the federal budget is locked in…  for instance, in 2001, about 53% of the federal budget was allocated to various entitlement programs including: farm subsidies and veteran benefit programs
C.  Costs of the Social Welfare State 
See Overhead Process Box 14.1

The Federal Government Dollar Fiscal Year 2002 Estimates
A substantial portion of the federal budget is allocated to social welfare programs – this includes both means-tested and social insurance programs, in addition to the money spent on college loans, education, job training, medical research and military pensions.  

For example, in 1997, 47% of the budget ($762 billion) was spent on social welfare programs – because of the dramatic increases in the last three decades – social insurance – NOT mean’s tested programs – account for 1/3 of these costs.

Table 17.7 (handout – breakdown below)
Comparing the Size of Social Insurance & Means-Tested Programs, 2002 (521)
· Social Security & Medicare: 1970 = 18.5%, 2000 = 33.4% 

14.9% increase in government outlays for social insurance programs.

· Means-Tested Programs: 1970 = 3.8%, 2000 = 9&

6% increase in government outlays for means-tested programs.

(GDP = Gross Domestic Product = measures national income and outputs)
Implications of these spending patterns:

· Most benefits of welfare state do not go to the poor – they go to those who were fully employed during their working lives, had the highest income, and paid the maximum level of social security taxes. 
· The elderly are benefiting more than children because social insurance benefits go mainly to those who are retired… thus, the elderly poverty rating has seen a decrease over time.

· Because mean’s tested programs are so heavily scrutinized, it is increasingly difficult to obtain financial assistance; consequently, children living in poverty have seen a dramatic increase – where 1 in 5 children are now living under poverty level.

D. Social Security & Other Social Insurance Programs 
Social Insurance Programs:  programs in which people contribute to an insurance fund through their payroll taxes… they receive benefits based on how much they contribute… most popular, fastest-growing part of the American welfare state
See Overhead Figure 15.3 The Increased Cost of Entitlement Programs: A Consuming Problem 
Types of Social Insurance Programs:
· Social Security: Old Age, Survivor, and Disability Insurance: funded by current employee and employer through a payroll tax called: FICA (Federal Insurance Contribution Act). Theoretically, these tax revenues are deposited into a Social Security trust fund; however, there is no “lock box” were payroll taxes remain protected because the money being  paid by those who are currently working is redistributed across generations… i.e.  our FICA tax is being employed to pay for current social security recipients. 

· Medicare:  pays a substantial portion of the hospital and doctor bills for those with disabilities and those who have retired. Currently, Medicare takes up about 11% of the federal budget ($226 billion). Over the past 15 years, Medicare outlays have increase by 10%... and these figures do not account for the baby boom generation…

· Unemployment Insurance:  administered by the state under federal guidelines, and assisted by federal subsidies. It is financed by state and federal taxes on employers for each of their employees. Unlike other social insurance programs, unemployment insurance is not as popular because employees do not contribute to the fund, and because American culture focuses on the importance of work … physically able people who are not working, do not deserve these benefits. 
Successes of Social Insurance Programs: 
Benefits do not allow people to live in luxury, but do provide an income for people to live off of, and it does pay for medical costs and services. 

Social security is also the most useful weapon against poverty, and it reduces income inequality better than any other program… best example in the elderly
Problems with Social Insurance Programs:

The only reason we still have these programs is because Congress has steadily raised payroll taxes to pay for them.
FICA and Medicare taxes now take the biggest chunk out of our paychecks.

The future of this programs – especially in light of the baby boom population – must also be considered… it isn’t hopeless, it just needs adjustments.

See Overhead Figure 17.8 The Social Security Problem

E. Means-Tested Programs 
Means-Tested Programs (a.k.a. Welfare, Public Assistance): programs where the benefits are distributed on the basis of need, and are financed through general tax revenues rather than contributions to an insurance fund.

Though it only accounts for a small part of the annual federal budget, means-tested programs are a subject of widespread criticism and resentment because these programs contradict American cultural values – independence, hard work, and responsibility for one’s actions
Examples of most important means-tested programs:

· Food Stamps: available to Americans who fall below certain income level; about 8% of Americans receive food stamps; benefit levels set by individual states with federal guidelines – so they vary from state to state;  $ cannot be used for alcohol, cigarettes, or gambling – though people trade stamps for cash … program helps prevent malnutrition.

· Medicaid: federal government provides matching funds to states to provide medical assistance for the poor;  though states have to provide Medicaid to anyone receiving public assistance, each state sets their own eligibility requirements and benefit level; eligibility rules tend to lead to noninclusion: exclude those who are not extremely poor, blind, disabled, or children of out of work parent. 

.
· Head Start:  most popular means-tested program intended to help prepare poor pre-school children for school; reaches 300,000 children yearly (only 20% of those who are technically eligible).
· Supplemental Security Income (SSI): provides cash benefits to the elderly, blind and disabled poor when benefits from social insurance programs fall below poverty level; program is small and getting smaller.

· Earned Income Tax Credit: allows low-income individuals with at least one child to claim a credit against taxes owed, or, for some, to receive a direct cash transfer from the IRS.  Credit benefits over 50 million low income families in American. 
· Welfare Block Grants: [AFDC – Aid to Families with Dependent Children – pre-1996 Act].   See Overhead Figure 15.2 AFDC/TANF Caseload, 1976 t0 2002]

TANF (1996 Temporary Assistance to Needy Families Act), created a new complex system  of public assistance:

Families of poor children no longer guaranteed assistance.

Design and administration of welfare programs turned over to states

States receive block grants from federal government to administer program

Head of family receiving welfare is required to work after two years of receiving aid

Unmarried teen parents can receive welfare if they are in school and living with an adult

State must provide Medicaid to all who qualify under current law. 

Hopes that the new system will end welfare dependence, decrease poverty, increase employment, and balance the federal budget.
See Overhead Figure 15.1 Variations in State Spending on TANF Benefits 
F. How the American Welfare State Compares to Others 
All industrialized democracies are social welfare state, but not all social welfare states are alike.

Minimal or Liberal Social Welfare States: Low-benefit, beneficiaries are narrowly targeted  (i.e. poor and elderly)

Developed or Social Democratic Welfare States: High-benefit, beneficiaries include most people in society

The American welfare state falls very close to the minimal end of the spectrum.
G. How the US Differs from Other Rich Democracies 
· The US welfare state developed later than others:

Germany: national health insurance introduced late 19th century
Available in almost all of Western Europe Nations by 1950

US: Medicaid (poor) and Medicare (elderly) introduced in 1960s

· The American welfare state is smaller than most:

Despite complaints about the size and costs of our social welfare state, ours is the smallest
Among rich democracies, only Japan and Australia spend less than we do on social welfare

· The American welfare state covers fewer people than other welfare states:

Developed or Social Democratic Welfare States cover entire population with benefits
Australia, Netherlands, Norway & Sweden: allowances for families with kids

OECD Nations: universal medical coverage

US: many citizens not protected or covered; i.e. more than 40 millions Americans uninsured

· The elderly do considerable better than the young:
US: Medicare & Social Security; largest programs benefit elderly - outstrip programs which benefit non-elderly (i.e. children)

Other Nations: family allowance & medical coverage keeps benefit distributions balanced. 

· The American welfare state requires less of private employers:

Western Europe: employees receive paid maternity and parenting leave; in addition to being allowed, to adjust their work schedule to meet parenting needs 
Germany: mothers receive 6 weeks paid leave before giving birth, and 8 weeks after

All Western European Nations: government mandated 4-6 weeks of paid vacation.

US: Family Medical and Leave Act: firms with more than 50 employees are required to offer maternity or parenting leave with pay

· The American welfare state does not include universal health care: 

US: Medicaid for poor; Medicare for elderly; Veterans Administration covers military veterans. Others either pay out of pocket, have private insurance, or are uninsured. 
OECD (Organization for Economic Development and Cooperation): provide health 
services directly and/or offer universal health insurance coverage

H. Why the American Welfare State is Different 
· Constitutional Rules: Impact of Federalism
Federalism: division of power between national government and state government ( consequently, unclear who should been responsible for providing social welfare
Federalism also accounts for complexity of administering social welfare programs ( you end up with divided or shared authority; in addition to joint or individual funded programs

Federalism also leads to unevenness in program coverage ( benefits, eligibility requirements and rules differ from state to state; only uniform programs are Social Security and Medicare

· Racial and Ethnic Diversity

In Europe, the population is more racially and ethnically homogenous – it is argued that because they are homogeneous, they are more inclined to help out a neighbor who is down on their luck…. The growing diversity in Europe will eventually allow us to test this idea.

In the US, politicians like David Duke (Louisiana) and Jesse Helms (North Carolina) have combined racial and welfare themes in their electoral campaigns – thus helping to shape racial and ethnic tensions which influence the views of Americans towards social welfare  – view welfare recipients as being only minorities, or mostly African American
· Political Culture

American political culture works against a generous and comprehensive welfare state
Belief in individualism emphasizes independence, responsibility and autonomy

Anti-government themes: Americans are suspicious of politicians, centralized government, and high taxes – which would be the side effect of increase in the social welfare state.
Our political culture supports voluntary efforts in welfare matters – leaving the government out

· Business Power

Businesses play a disproportionately powerful role in American politics

Almost without exception, the business community has opposed the creation of a welfare state similar to that in Europe

· Weak Labor Unions

Counties where the working class is organized and exercises significant political power have extensive welfare states

Countries where the working class is unorganized and fails to exercise significant political power – like the US – have smaller welfare states

Summary: 

· Social welfare commitment in the US has grown substantially since the 1930s
· Most important recent growth has been towards: social insurance programs such as social security and Medicare
· Means-tested programs such as public have also seen increase, though they have been small, and they account for a much smaller portion of the federal social welfare budget
· Overall, our welfare state is smaller, less comprehensive, less redistributive, and more tilted to benefit the elderly.
See Overhead Figure 14.1 Uncontrollables as a Percentage of Total Federal Budget, 1962-2003

The cost of a social welfare state tend to be uncontrollable and inconsistent… 
