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*
Anthony H. Pascal

The RAND Corporation, Santa Monica, California

These remarks were presented at the March 19, 1965 meeting of the
series of Faculty Seminars on Poverty organized by the Institute of
Government and Public Affairs, UCLA. They were intended to serve as

comments on the main paper presented at that session: An Economic

Approach to Poverty by Theodore Schultz of the University of Chicago.

Professor Schultz has pgévided us with a highly thought provoking
treatment of the problems with which we are concerned in this series
of meetings. I propose to comment on his paper primarily by drawing
further implications from some of his remarks. In the process I shall
have occasion to cite examples from the quite recent economics litera-
ture which are relevant to the topics he treats. I will also indicate
some areas for further research which are suggested by the paper we
have heard.

Professor Schultz' paper is divided into two unequal parts.
Although the first of these is the shorter, it is in some ways the
more interesting. In this section we are shown how, with rather
elementary tools of economic analysis -- supply and demand curves and
the concept of elasticity -- some quite important aspects of the mani-
festation of poverty are clarified. The notion of an income elasticity

fk
behind changes in the poverty line is an intriguing one. But it is
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That is, that shifts upward in per capita income are reflected

in upward shifts -- of a smaller relative magnitude, according to our

author -- in the socially accepted minimum standard of living.



also interesting to speculate that there might be a kind of price

elasticity -- of an admittedlf\unusual kind -- lurking in the background
\ .

as well. I mean here that the real social cost of enforcing the minimum

standard might also influence therhéiéﬁgiat which that standard will be

*
set. A recent article by Saving and Brehm presents evidence that the

number of a state's relief recipients responds positively to the

relative level of assistance payments even when the influence of the
number of 'unemployables'" in that state is held constant. In other
words, if the poverty line is related to the minimum standard as
reflected in assistance payments and if higher assistance payments
impose higher out of pocket costs to the rest of the citizenry and
additional real costs as the social product declines -- here I mean that
people opt for leisure as it becomes more attractive -- then the notion
of price elasticity becomes relevant. In other words, the cost of
raising/fﬁéj??Gé?Effline will also affect the speed at which it is
raised.

Professor Schultz' second income elasticity is associated with the
maintenance of separate households. Its importance lies in the fact
that there is a danger of counting an actual welfare increase -- the
enhanced ability to maintain separate housholds, particularly for older
and younger members, as family wealth increases -- as a rise in the
incidence of povérty since the now separately maintained households will
tend to have low observed incomes. The low observed incomes result
from the fact that income is usually measured so as to include periodic
cash payments frbm non-members but not intermittent payments nor pajments
in kind. Although no formal debate has been joined as yet by Herman
Miller and Professor Sch@ltz, in reading their pieces one is aware of a
disagreement between them on the importance of this consideration.

Dr. Miller in the paper presented at our last meeting uses a
variety of evidence and assumptions towggggggggihis argument that the
reai importance of this purely statistical phenomenon is ﬁegligible.

linegused and therefore its path through time. In general, this is a
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highly important question and one that is considerably more complicated
than appears at first glance. We are now at work at RAND on a model
which attempts to predict the relative incidence of poverty over time
among families of various sizes, and/or with heads of various ages, as
a function of the type of poverty line specified, the characteristics
of the per-worker income distribution and changes therein, labor force
participation rates within households, and the process of household
splitting.

The second part of Professor Schultz' paper investigates the impli-
cations of three related hypotheses for the decline of poverty in the
United States. These hypotheses concern the relative prices of, the
relative rates of, and the relative returns to investments in human
capital as compared to investments in physical capital. ‘He goes on to
showsih a vefy convincing way, that the aggregate demand for goods and
sérvices, technological change, and the removal of labor market restric-
tions, along with other factors, E;;Eiall worked to reduce the incidence
of poverty by increasing the net relative returns to investments in
human capital, that is, education and training.

He then answers theigggEEgéé, Why has poverty not been eliminated,

byfpointing to a number of market disequilibria. The two that he mentions

help explain the position of the industrially stranded -- e.g., older
farmers and, we might add, coal miners -- and those facing job market
discrimination -- e.g., Negroes and, we might add, some young job
seekers.

In looking at poverty as it affects specific groups in the economy,
I believe that it is necessary and useful to distinguish between the
reasons that the incidence of poverty in the group is high on the one
haﬁd, and the possible remedies that might be applied, on the other.
Knowing [the former does not always tell us how to effectively proceed to
the latter.

Although, to’me, the evidence for an insufficient aggregate demand
explanation for hard-core unemployment seems almost overwhelming -- see

o %
for example the recent article by N. J. Simler -- as well as those by

/Dennison, Kérgahek, and Gordon -- we can agree with the structuralists

that some labor market policies will be required if, for other reasons,
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such as the so-called balance of payménts problem, aggregate demand
is not to be allowed to grow at a sufficient rate. In any case, it
is clear that policies to ease frictions might be necessary.
_ But what sort of labor market policy? Assume that the younger
population in areas hit by hard-core unemployment will emigrate, per-
haps with public help. (Recent work by Jack Lowry here at RAND points
to a very high response by migrants to perceived economic opportunities.)
Is the policy choice for dealing with the older workers then clear~-cut?
Certainly the psychic costs of movement to these workers will be high
and the probability of remaining employed in a new town or new industry
might be low. But what is the psychic cost to the worker, his family,
and the society, of a permanent dole? This consideration would suggest
retraining or mobility subsidy programs even when momey costs exceed
money benefits. Thus the question becomes -- and I suspect that the
eventual answer must be a political one -- should we invest in increased
labor mobility for these groups only when the measurable return on the
investment is considerably higher than its cost or, alternatively,
even when it is considerably lowerW
When we deal with the incidence of poverty among Negroes we will
again want to distinguish between reasons and remedies. Locke Anderson
has shown that the income of urban Negro families with male heads under
65 is highly correlated with the generai level of economic activity.*
Still, gikven the level of aggregate demand, we know that in 1960 )
twenty per cent of such Negro families, living in the North and West,
were poor (using a $3000 poverty line) as opposed to only ten per cent
. of their white counterparts. Negroes have worse jobs, tend to receive
lower pay for the same job title,** and are more often unemployed than
whites., These differentials can be explained by intricately inter-
twined factors, some of which are objective -- in a superficial Sensé -=
while others have to do with real discrimination as described, for

%*
instance, by Becker,

&%
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ThlS is really due to the fact that the Negroes tend to occupy
the lower status rungs of any particular occupational class, more than
because they are actually paid less for identical work.

Gary Becker , The Economics of Discrimination, 1957.




Among the objective factors, we could mention inter-racial dif-
ferences in educational attainment, and, reinforcing this, differences
in the quality of education, both of which, of course, can themselves
be explained by discrimination. (In fact, a recent paper by Batchelder
concludes that there was actually a net relative decline in the edu-
cational status of male Negroes between 1950 and 1960.) But direct
discrimination in job BMmarkets is also of ebvious importance. An
unpublished study by Harry Gilman provides evidence that a considerable
explained by these so-called objective factors of education and skill,
although there are some indications that institutional restrictions
are important.** In addition, some evidence in a study by Frank
Mittelbach*** shows that in both California and Texas although Negro
males 25-34 exceeded their Mexican-American counterparts in median

school years completed by two to three years, their median incomes

were considerably lower. I find it hard to believe that it is the
higher quality of education received by the Spanish-surname population
that accounts for these disparities. And we should not ignore that
discrimination which works through restrictive admission practices
as, for instance, in craft unions.

The kinds of policies that can deal with market discrimination
- are rather limited, Fair Employment laws are the obvious possibilities
but these have not been notably successful so far, and there are those
who would argue with their equity as well as their efficacy.

I think there is much more we could do about education and training,
particularly in the North. The vicious circle characterized as, ghetto
residence -- bad schools -- poor training -- low income -- ghetto

'residencg,must be broken. Breaking it will be costly, but I doubt that
we are going to be able to persevere much longer in the current praciice
of attempting to shift all the costs to arbitrarily selected portions
of the majority population, as is done for example in selective student

bussing programs. If the concept of the neighborhood school is to be

%
Quarterly Journal of Economics, November 1964.

*%
See P-2991, Resumé of the RAND Conference on Urban Economics.

oL
"~

“"Regional Study of a Minority Population: Mexican Americans in
the Southwest, paper delivered at Western Regional Science Association,
Monterey, California, January 1965.




modified for these groups, L think there is much to be gained by applying
the modification to the school system as a ghole. Such a program,
starting say with high schools, might entail:
1. Eliminating neighborhood residence requirements for school
attendance.,
2. Providing student transportation subsidies directly to
households, perhaps as a function of family income,
3. Granting much greater leeway to individual school
administrators in shaping curriculum and teaching techniques
to meet the needs of particular subgroups of students,
thereby encouraging a healthy diversity.
4, Since most students might still opt to attend the nearest
school, giving larger per-pupil budgets to schools in low
income areas and permitting the individual administrators to |l
use them to attract better teachers.
 Given the current pattern of school locations, there might be substan-
tial initial capital costs as certain schools gained or lost favor.
But this at least offers an alternative which provides a closer
approximation to equality of opportunity, and is financed in an
equitable manner. _
I do no more than mention, in this context, the various youth
training programs which are part of the Economic Opportunity Act,
’ What can we say about that component of the poor who cannot
effectively utilize -- partly for institutional reasons -- a source
of personal income stream because of dependent children, or physical
and mental disabilities, or age (that is, beyond any possible
statiStical‘spuriousness.for thié group). Everyone seems to agree
that cash payments of some kind are the’answer here but we must recog-
nize that in the case of one of these groups -- mothers with small but
not infant children -- the solution is predicated on the assumption
that we prefer hoﬁe care for the children. I would merely like to
suggest that we perhaps have begun to reconsider this preference;
This islindicated‘by the inclusion of the day care center plans under
community action programs. I think worth discussing the notion that

~we make the services of these centers more than cheap, i.e., that we



consider givingnfamilies positive incentiyes for using the centers.
The successful result of such a plan could have a double pay-off:

" improving the efficiency of resource allocation, and helping instill
socially-approved aspirations and skills in the pre-school children

of low income families. This is not to say that costs, in terms

' of the psychological adjustment of the children, might not also

exist,

| This mention of the intergenerational aspect of poverty leads me,
in conclusion, to point out a possible area of research which might
shed some light on the question. It might also illuminate some of

" the important kinds of issues concerning aspirations and motivations
’that economists seldom treat. I visualize here a collaboration between
an economist and a psychologist looking at, respectively the demand
for and supply of young Negro males and females in job markets and

~in the education arena. Casual observation of the relevant data seems
to suggest the greater rélative success of Negro girls over boys in
both schools and jobs. To what extent is this differential due to
demand factors such as the changing nature of job opportunities and,

in fact, prejudicial attitudes which discriminate between the sexes,

‘on the one hand, and to what extent is it attributable to supply

factors associated with, for example, household composition and child-

‘rearing practices in Negro households?



