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Abstract

Previous analysis performed by Phil Gramm, Robert Ekeland, and John Early in their book The
Myth of American Inequality has shown that the effects of income inequality in the United States
are significantly reduced when factoring in all sources of income, including government transfers
and taxes. This paper builds on their work by analyzing the income components and determi-
nants for households when excluding retired and disabled households. Through our analysis, we
find that serious work disincentives face the bottom quintile of workers, limiting their opportuni-
ties for upward mobility and social, familial, and health benefits that are associated with work.

Retired and disabled households make up 20.9% and 6.9% of all households in the United
States, respectively, but are disproportionately located in the bottom 20% of households when
all households are ranked by earned income. This analysis shows that when removing retired
and disabled households and looking only at prime working households, the per capita net in-
come is reduced for the bottom quintile. An earned income increase of almost $3,000 for prime
working households (almost double the earned income from the Gramm et al. analysis) is ne-
gated completely by a more than $7,000 decrease in government transfers. When adjusting for
all taxes and transfers, the bottom quintile of earned income of prime working households has
almost the same net income on an adjusted per capita basis as the second quintile households
($37,767 and $37,949 respectively) despite the fact that these bottom quintile households earn
almost four times less than the second quintile ($6,507 and $23,597 respectively). Government
transfers are the main driver of this equalization; the bottom quintile receives much more in
government transfers than the second quintile ($30,288 and $18,628 respectively), making the
average per capita net income between these quintiles essentially the same.

Through our analysis of income determinants, we find that the number of work hours is a key
variable between earned income for the bottom quintile and earned income for the top quin-
tile. Only 51.2% of prime-age workers worked in the bottom quintile, and those who did work
only averaged 17.4 hours of work per week. Since work hours are a key income determinant,

an increase in work hours would directly and significantly improve economic outcomes for the
bottom quintile. Previous analysis from the Georgia Center for Opportunity (GCO) demonstrates
that work disincentives are built into the current design of safety net programs, particularly in
the phenomenon of benefits cliffs. These benefits cliffs are most burdensome for the bottom
quintile whose net income is largely derived from government transfers. This suggests that the
bottom quintile would most benefit from policies that facilitate and reward workforce engage-
ment and the dignity and opportunity that work provides. To remove work disincentives and
break the cycle of government dependence for low-income Americans, policymakers must enact
solutions to fix benefits cliffs and embrace administrative solutions like the One Door policy to
effectively join safety net programs and work programs.
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Introduction

In 2021, the United States Census Bureau reported
that the Gini index for the United States increased by
1.2% from 0.488 to 0.494 (Semega & Kollar, 2022Db).
According to the report, this increase was the first

in a decade for the United States. The Gini index is

a common measure of economic inequality, making
it a focus for economists, other social scientists, and
policymakers. Per the U.S. Census Bureau (2021),
“the Gini coefficient ranges from O, indicating perfect
equality (where everyone receives an equal share),
to 1, perfect inequality (where only one recipient or
group of recipients receives all the income).” A small-
er Gini index is supposed to indicate more economic
equality within a country.

Economic inequality has been intensely studied for
decades and has been empirically correlated with
decreased long-term economic growth and increased
violent crime, among other things (Thorbecke &
Charumilind, 2002). According to the Organisation

for Economic Co-operation and Development [OECD]
(2023Db), the United States ranks poorly when com-
pared to other OECD countries (34" out of 41 coun-
tries in 2020).

However, measurements of inequality, like the Gini
index, can vary greatly depending on the unit of anal-
ysis. For example, the Gini index changes dramatical-
ly depending on whether the analysis of inequality is
performed for pre-tax or post-tax income. The 1.2%
increase in the Gini index in 2021 was based on pre-
tax income. When using post-tax income, there was
no statistically significant inequality change (Semega
& Kollar, 2022a).

In their book, The Myth of American Inequality, au-
thors Phil Gramm, Robert Ekeland, and John Early
(2022) criticize the poverty and inequality measures
used in the United States. They argue that the met-
rics commonly used are incomplete as they miss key
income transfers from the government and income
losses from taxes. So, they provide an updated anal-
ysis on economic inequality that attempts to provide
a comprehensive view of poverty and inequality by
giving an accurate representation of net income after
all transfers and taxes. This measure of income ac-
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counts for the actual resources that a household has
at its disposal during a year.

Their analysis shows that poverty has declined
sharply since 1947 and that income inequality has
decreased slightly (Gramm et al., 2022, Figure 4.2).
Furthermore, their analysis shows that when fac-
toring in a complete picture of taxes and transfers,
the Gini index for the U.S. in 2017 would have been
0.335 (Gramm et al., 2022, Figure 4.3). By compar-
ison, the U.S. Census Bureau measured the Gini
index at 0.482, and the OECD measured it at 0.390
(Gramm et al., 2022, pp. 47, 51), which are 43.8% and
16.4% higher than the analysis from Gramm et al.
Both of these sources report higher inequality than
Gramm et al. because they both do not factor in the
complete picture of transfers and taxes (the Census
omits more effects of transfers and taxes, which is
why it shows higher inequality than the OECD). For
the 41 countries that the OECD had the Gini index
recorded in 2017, if the adjusted Gini index of 0.335
that Gramm et al. calculated was used instead of the
OECD value of 0.390, the United States would have
moved from 34th to 28th overall in the Gini index
rankings, identical to New Zealand and similar to Italy,
Spain, and Australia (OECD, 2023c¢).

One of the most significant findings for Gramm,
Ekelund, and Early was that when adjusting from
pre-tax earned income to income after all taxes
and transfers, the ratio in incomes between the
middle 20% of households and the bottom 20% of
households changed from 13.5 to 1.32 (Gramm et
al., 2022, Table 2.4). While the middle households'
earned income and net income remained essential-
ly unchanged, the bottom households had $4,908
in earned income but $49,613 in net income when
considering all the effects of taxes and transfers. This
jump was largely from government transfers, as the
average household in the bottom 20% saw $45,389
in government transfers.

Including these factors causes inequality measures
to lower considerably in the United States, but the
source of the inequality decrease is suspect be-
cause it comes from increasing the income of poorer
households through government transfer programs.
Such assistance may improve a household's imme-
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diate financial situation, but since these programs
can create disincentives for poor households to seek
work and become independent of the safety net,
income increases from government transfers are not
solving the inequality related to earned income.

The effects are tangible on work outcomes. In the
bottom quintile of households,  only 5.3 million
out of 14.7 million (36.2%) of prime-aged workers'
worked, compared with 100.5%? in the top quintile
(Gramm et al,, 2022, Table 5.1).2 This large number of
non-working adults is worrisome, as research-based
evidence on the impact of non-work suggests that it
negatively impacts familial relationships, increases
stress, increases social isolation, and decreases men-
tal health among other things (Randolph, 2021).

This paper builds on the work of Gramm, Ekelund,
and Early (2022) and uses their research and analysis
as a foundation for analysis into the nature of work
incentives and disincentives for healthy prime-aged
Americans at the bottom of the income ladder. Since
the bottom quintile of earned income households
has several retired persons (about 50% of house-
holds in the bottom quintile are retired), and retired
persons work less, earn less, and receive most of the
transfers from Social Security and Medicare (which
make up roughly half of all government income
transfers), they strongly influence the make-up of the
bottom quintile. Similarly, disabled households also
cluster at the bottom of earned income households,
which also influences the descriptions of the low-

est earners. Using the data and methodology from
Gramm et al., we remove the effects of retired and
disabled households and analyze the income sources
and work behaviors of the healthy prime-aged low-
er-class in the United States. We seek to answer the
question: Are the healthy lower-class working? And if
they are not, why?

WORKFORCE ENGAGEMENT
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Net Income After Taxes an Trans-
fers for Non-retired and Non-dis-
abled Households

Quantifying the Number of Work-Capable
Households in Bottom Quintiles of Earned
Income

Retirement is a natural conclusion to the careers of
many individuals in the United States. A common goal
is to retire at 67—the age when eligible participants
receive the full annual payouts from Social Security
(Social Security Administration [SSA], 2023). Retired
persons make less “earned income" than working
individuals, so when ranking households by earned
income, it is expected that they cluster at the bottom
of that ranking. For a similar reason, disabled persons
also tend to cluster in the bottom quintiles of earned
income. For purposes of this paper, disabled persons
are defined as people unable to work because of
physical or mental conditions, so they naturally earn
less income than other groups of people.®

Using the March 2018 Annual Social and Economic
Supplement (ASEC) of the Census Population Survey
(CPS) (U.S. Census Bureau, 2018, Public Use File), we
can estimate the distribution of retired and disabled
households by earned income. For this analysis,

a household is classified as retired if the head of
household on the ASEC of the CPS did not work in
2017 for retirement reasons.® A household is clas-
sified as disabled if they did not work because they
were disabled.’

For 2017, there were approximately 127.6 million
households for the United States. If we rank order
the households by earned income, and then group
the households into five equally sized buckets (called
quintiles), then each quintile has 25.5 million house-
holds in it. Figure 1 shows the types of households in
each quintile. In this analysis, any household that is
not disabled or retired is designated a “prime work-

Prime-aged workers are defined as between the ages of 18 and 65, not retired, and not a full-time student.
This value is over 100% because of the contribution of some non-prime workers, such as full-time students or non-retired persons over 65 years of age, who were actually employed.

Earned income is defined as all wages and salaries including non-losses from self-employed income.
In their CPS interviewing manual, the U.S. Census Bureau (2015, p. B3-3) defines disabled as ‘A specific physical or mental condition that prevents the individual from working. Not a combi-

1
2
3 Also, 85.3% in the second lowest quintile.
4
5

nation of

minor health problems that normally come with advanced age.” Furthermore, temporary disabilities that only affect work for less than 6 months or disabilities that do not block you from ALL jobs (e.g. a

truck driver who has a heart condition but could still work in an office) are not classified as disabled.

6 CPS code RSNNOTW = 2.
7 CPS code RSNNOTW = 1.
ceNTER FOR OPPORTUNITY
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ing household.” It is apparent that the bottom quin-
tile has the fewest prime working households. About
12.9 million retired households are in the bottom
quintile, making up 50.6% of all households in that
quintile. Another 5.7 million disabled households
reside in the bottom quintile, which means 73.0% of
all low-earning households are either retired or dis-
abled. Each of the subsequent quintiles have fewer
retired and disabled households in them (going from
30.1% in the second quintile to 7.3% in the top quin-
tile), so prime working households make up a great-
er number of households in those quintiles. Since
the quintiles are ordered by earned income, retired
households, which work less and earn less income,
are likely to congregate near the bottom quintiles.
Similarly, disabled households are unable to work,
and thus they also earn less income and are likely to
find themselves in the lower quintiles. In all, approxi-
mately 26.7 million households were retired, and 8.8
million were disabled in 2017 (20.9% and 6.9% of all
households, respectively), which leaves 92.1 million
prime working households.
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Figure 1
Number of households by earned income quintile in 2017.

The Limits of Average Income in Analyzing
Household Income

Using the micro-data from Gramm, Ekelund, and Ear-
ly's analysis (Vital Few LLC, 2023) and removing any
retired or disabled households, we can compute the
average income for a household after all taxes and
transfers for each quintile. Figure 2 shows this aver-
age income for three scenarios: 1) All households, 2)
Households excluding retired households, 3) House-
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holds excluding retired and disabled households. The
exclusion of retired and disabled households causes
a small drop when compared to all households in av-
erage income for the second, third, and fourth quin-
tiles to the amounts of $2,680, $2,710, and $2,140
respectively. Meanwhile, the bottom and top quintiles
show essentially no change in average income for
those two scenarios.

Looking only at average income masks the varying
needs of households depending on the number of
people in them. Table 1 shows the number of people
per household for each of the three scenarios, sorted
by earned income quintile. Generally, as earned
income increases, household size increases. Thus,
when considering all households, the average bot-
tom quintile household size is 1.69 people, while the
average top quintile household size is 3.10 people,
which is 83% larger. When removing disabled and
retired households, the composition of homes also
changes with the most significant changes occurring
at the bottom quintile. The people per household for
the bottom quintile goes up from 1.69 to 2.18 people
when removing all disabled and retired households,
a 29% increase. Because the income for a household
of two people will go further than the same amount
of income for a household of three people, a mean-
ingful analysis of household income must consider
income at a per capita basis.

200 1" wmm Al households

Households excluding retired
1754 households

E Prime working households
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Annual income after taxes and transfers
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Figure 2
Income after all taxes and transfers for each earned income
quintile in 2017.households by earned income quintile in
2017.
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All Households
(Persons/House-
hold)

Quintile 1

Excluding Retired
(Persons/Household)
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Excluding Retired and
Disabled
(Persons/Household)

Quintile 2

Quintile 3

Quintile 4

Quintile 5

Table 1

Persons per household for each scenario and earned income quintile in 2017. Persons per household for each scenario
and earned income quintile in 2017.

Per Capita Income Shows Effects of Govern-
ment Transfers on Prime Working House-
hold Income Levels

Gramm, Ekelund, and Early calculated net income
using four general categories: earned income (via
wages or self-employed income), private transfers
(like education scholarships from private funds), gov-
ernment transfers, and taxes. The contributions of
each of these categories determine the net income
for a household.

Figure 3 shows the household per capita income
after all taxes and transfers for the three scenarios of
all households, households excluding retired house-
holds, and households excluding retired and disabled
households (U.S. Census Bureau, 2018).8 Consistent
with the Gramm et al. analysis, Figure 3 shows the
net income level between the bottom and middle
quintiles is fairly flat. For example, when removing
retired and disabled households, the per capita net
income of the bottom quintile is $37,770, and the per
capita net income of the second quintile is $37,950,
only $180 higher.

The result displayed in Figure 3 also shows that the
removal of retired households causes a small de-
crease in per capita income after taxes and transfers
in all quintiles, unlike Figure 2 where the top and
bottom quintile showed no decrease. The removal

of disabled households on top of retired households
causes another decrease in per capita income for the
bottom quintile, but almost no effect for the other

quintiles. For example, in the bottom quintile, the
per capita income decreased from about $41,300 to
about $39,550 for retired households and $37,770
when also including disabled households (a loss of
$1,750 and $3,530, respectively). What caused this
decrease in per capita income?

B All households
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| = Prime working households
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Figure 3

Per capita income after all taxes and transfers for each earned in-
come quintile in 2017 - adjusted using the square root of persons
in a household.

Going back to Gramm, Ekelund, and Early’s four
categories of net income, the decrease in per capi-
ta income for prime working households is caused
because they receive less in government transfers.
Figure 4 shows the components for the net income
of the bottom quintile for each of the household
scenarios.

8 For all analysis in this section that relates to household income, per capita is defined using the square root of the number of persons in a household. The OECD recommends this method
as the needs of a household do not increase linearly with the number of people. Instead, there is a certain economy of scale as people are added to households (OECD, 2023a).
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When removing retired households from the bottom
quintile, the per capita earned income increased
and private transfers increased by $806 and $478
respectively, while total taxes fell $390, resulting in
an increase of $1,674 in net income. However, this is
smaller than the loss in government transfers, which
decreased by $3,436. Thus, this loss in government
transfers explains the $1,750 decrease in per capita
net income for the bottom quintile.® Similarly, when
also removing disabled households, earned income
and private transfers increased by $2,718 and $1,055
while taxes fell $489. This $4,262 increase in per
capita income was completely offset by a loss in gov-
ernment transfers of $7,802, resulting in a per capita
net income decrease of $3,530. Even though these
prime working households in the bottom quintile are
earning more per capita income than the retired and
disabled households, their net income is lower, as
their income gains are offset by the smaller govern-
ment transfers.

m All households

40 4 Households excluding retired
households

EmE Prime working households

30 A

20

10

(=]
L

Per capita amounts ($, thousands)

Earned |
income
Government |
transfers
Private |
transfers
Total taxes

Figure 4
Per capita components of net income for the bottom quintile in
2017 - adjusted using the square root of persons in a household.

Indeed, the decrease in government transfer explains
the loss of per capita net income for each of the
quintiles. Figure 5 shows the income components
for each of the quintiles, for the three household
scenarios. When removing retired households, the
government transfers decreased by $3,298, $2,657,
$1,933, and $1,298 for quintiles two to five respec-
tively, while the per capita net income decreased by
$2,413,$2,121, $1,836, and $554, respectively. For
all these cases, the government transfer decrease is
responsible for almost all the lost net income. When
removing disabled households, the bottom quintile
loses an additional $4,366 in government transfers,
resulting in another decrease in per capita income.

9 Note: numbers don't match exactly because of rounding.
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However, the per capita income does not decrease
further for the second to fifth quintiles as the loss in
government transfers are significantly smaller than
the lowest quintile (an additional $442 for the second
quintile, and even less for the higher quintiles) and
offset almost completely by small gains in earned
income and decreased taxes.

This means that the average retired and disabled
household receives more government transfers than
the average working household, for every quintile.
Indeed, while prime working households in the bot-
tom quintile receive $30,287 in government trans-
fers, retired households and disabled households
receive $11,155 and $9,615 more, respectively. Since
retired households are more likely to be receiving
Social Security and Medicare because of their older
age, and since these programs are the two largest
government transfer programs in the United States,
it makes sense that retired households receive more
government transfers. They have two large sources
of income transfers that most working households
do not. Similarly, disabled households receive disabil-
ity benefits from government programs, which prime
working households do not. Thus, disabled house-
holds also receive more in government transfers.
However, government transfers still make up 80.2%
of the net income for prime working households in
the bottom quintile, and 49.1% in the second quin-
tile. So, even for households at the bottom quintile
that are healthy and not retired, most of their income
comes from government transfers.

Earned
| mmm income
after taxes
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Figure 5
Per capita components of net income for every quintile in 2017 -
adjusted using the square root of persons in a household.
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Income Determ|nants The Role households triples the baseline scenario to $7,125.
of Work in HOUSEhO'd Income Thisis sensible as the income for retired and dis-

Compos|t|on and Growth abled households is only $297 and $622 respectively.
Thus, when looking at the bottom quintile of income
Key determinants in the earning potential of all earners, we can see that work behaviors vary quite

households are the number of workers in the house-  dramatically based on the household type.

hold and the number of hours they work on average. ‘ _ ,

Gramm, Ekeland, and Early showed in their analy- Several income determm_ants explayn the low amount
sis that the bottom quintile of households differed of earned income for retired and disabled house-
greatly from the top quintile of households in several ~ Nolds. For retired households, the major driver for
key income determinants. First, only 36.2% of prime- 10w €arned income is that few housenolds have any

age workers worked in the bottom households as prime-age workers. Only 8.2% of retired households
compared to 100.5% in the top 400 4

quintile. Second, workers in mmm All households

the bottom quintile averaged 350 - mmm Prime working households
17.3 hours of work per week Retired households

(less than half the 38.6 hours = Disabled households

per week for the top quintile).
Finally, the bottom quintile had
fewer households with prime-
age workers: 44.9% compared to
93.4% in the top quintile (Gramm
etal, 2022, Table 5.1).

% of original value
= =i B M [V}
= un = un (=]
= [==] = = (=)
1 1 1 1 1

EE----.

However, this analysis includes
both retired and disabled house-
holds. Since retired and disabled
households make up almost

- |
i BN
LILIER Ll

EI—--
—

0 4
three-quarters of the house- Prime .

) o Hourly Hours o - % prime
holds in the bottom quintile, the (VG- | Eamings Wworked per| Workers ’ﬁ;'ri*'m";'th ":;kﬁﬁ workers
work measures will be skewed Income () wéfkfer] W:rgl:szr perHH | orker |with prime w?rﬁ}ad
by their inclusion.'® Figure 6 worker
compares income determinants 2210.54 11.79 17.28 0.21 44.86 1.28 30.07
between the baseline scenario oflailuElls] 7124.84 11.72 17.53 0.67 83.59 1.31 51.24
all households and the scenarios 297.36 11.83 16.69 0.03 8.23 113 23.62
for prime working households Disabled HH [IEFEE 12.90 14.73 0.06 80.95 1.29 4.82
retired households, and disabled

Figure 6
households. Income determinants for the bottom quintile comparison between
all households, prime working households, retired households, and
The notable differences are for the metrics of “Av- disabled households in 2017.
erage Earned Income,”"" “Workers per household,”
“Percentage of households with a prime worker,” and ‘ ‘ . _
“Percent prime workers that worked.”2 have a prime-age worker in them. Since prime-age-
workers drive the majority of earned income, it tracks
The average earned income for the prime working that retired households have low earned income.
10 As a small caveat, some parts of the original analysis by Gramm et al. only looks at ‘prime-aged households’, which necessarily removes the retired households, so those numbers should

be similar when only excluding retired households.

1M This average earned income includes only wages and salaries with all non-negative self-employed income. Any employer benefits for investment income is omitted.

12 The 'percent prime workers that worked’ measure is calculated slightly differently than in Gramm et al. In their analysis, they included all employed workers in the household, including
non prime-aged workers. This caused their value to be slightly over 100% in the top quintile. For our calculations, we only counted prime-aged workers who were employed and did not count any other
employed people in the household.
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Meanwhile, disabled households have a similar num-
ber of households with prime-age workers in them
as the prime working households (81.0% and 83.6%
respectively). However, in disabled households, only
4.8% of prime-age workers worked. This result is un-
surprising, as disabled people are not able to work,
according to the Census definition. Even though they
might fall under the prime-age category, they are still
unable to work, so they earn very low incomes.

For Prime Working Households, Work Hours
Drive Earned Income Disparity Between Top
and Bottom Quintiles

When focusing our analysis on only prime working
households in the bottom quintile, some of the work
determinant gaps seen in the original Gramm et al.
analysis are lessened. The percentage of households
with prime-age workers is 83.6% when looking only
at prime working households, almost double the
amount when considering all households. This is
much closer to the top quintile view in the original
analysis by Gramm et al., where 93.4% of households
have a prime-age worker. The percentage of em-
ployed workers in the prime-aged households also
jumps from 30.1% to 51.2%. This is also closer to

the top quintile, where 93.2% of prime-aged work-
ers worked, though a sizable gap still exists. How-
ever, even for the prime working households, the
average hours worked per week remains relatively
unchanged at 17.3, which is still far below the 38.6
worked by the top quintile.

This contrast between the bottom and top quintiles
suggests that workforce engagement is a key factor
in improving a household's economic situation. In-
creasing work hours to full-time or nearly full-time is
enough to jumpstart a household's mobility from the
bottom quintile into the second quintile of earned
income. When looking at all households, if we consid-
er the case where work hours for the bottom quintile
equaled those in the top quintile and the same per-
centage of prime-age workers were working, the bot-
tom quintile could quintuple their per capita earned
income from $2,210 to $11,757 (this assumes that
hourly pay remains unchanged).

When doing the same analysis, but removing retired
and disabled households, the bottom quintile could
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still triple their per capita earned income from $7,124
to $23,465. The average per capita earned income

of the second quintile for prime working households
was $25,074, so, by having more prime-age workers
work and having all workers in jobs with full-time
hours, the lowest quintile could earn almost as much
as the second quintile of all households.

Conclusion

This analysis supports the conclusions of Gramm,
Ekelund, and Early that inequality and poverty mea-
sures in the United States distort the true story of
the circumstances facing the lowest income house-
holds. Gramm et al. already showed that when con-
sidering all transfers and tax sources in the United
States, the lowest quintiles of households by income
in the U.S. take home more income per capita than
the next quintile and almost as much as the middle
quintile households. When factoring in all sources
of taxes and transfers, real financial inequality and
financial poverty is reduced.

Our analysis shows that this effect is not merely

the result of retired households benefiting from a
lifetime of contributing toward Social Security and
reaping their investment, or from disabled house-
holds receiving a needed disability benefit, but rather
an effect that persists even for prime working house-
holds (those households healthy and not retired),
which also receive 80.2% of their net income from
government transfers.

Povert?/ measures are incomplete and do
not fully account for the effect of govern-
ment transfers on income levels or work.

This analysis shows a limitation with income inequal-
ity and poverty measures: they do not show how
equality was created or how poverty was reduced.
Gramm et al. showed that inequality and poverty in
the United States is overstated in official statistics,
and that the United States is much more financially
equal when considering the full effects of all taxes
and government transfers. Fewer people live in finan-
cial poverty when considering these income trans-
fers; however, what remains to be seen is if these
transfers are actually helping the people that receive
them. The large number of able-bodied adults choos-
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ing not to work is worrisome, as research-based
evidence on the impact of non-work suggests that

it negatively impacts familial relationships, increas-

es stress, increases social isolation, and decreases
mental health among other things (Randolph, 2021).
So, although government transfers help increase
economic equality, they do not encourage the dignity
and independence that comes from working.

Disincentives to work are facing the bottom
quintile of prime-age workers.

If the government transfer programs operated in a
manner providing a safety net benefit to at-risk pop-
ulations only for a temporary amount of time, then it
may be expected and acceptable for bottom quintile
households to receive a large portion of net income
from government transfers. Our analysis shows that
only 51.2% of prime-age workers in the prime work-
ing households worked in the bottom quintile—much
less than the 81.1% that worked in the second-lowest
quintile. Even those who did work only averaged 17.3
hours of work per week, half the hours of a full-time
35-hour job. This is consistent with the conclusion of
Gramm et al. that one of the key reasons the earned
income of the bottom quintile is so low is that the
bottom quintile is not working as much as the higher
quintiles, both in number of hours worked and per-
centage of prime-age workers who worked.

One possible explanation for these results is that, in-
stead of providing a safety net benefit to at-risk pop-
ulations for a temporary time, government transfer
programs may be driving work disincentives that dis-
courage the bottom households from seeking more
work. The prime working bottom quintile households
make only $182 less net income per capita than the
second quintile ($37,767 to $37,949), despite earn-
ing $17,091 less income. This is because they get
$15,580 more in per capita government transfers
than the second quintile (the bottom quintile house-
holds also tend to have fewer people in them on
average, which contributes to the bottom quintile per
capita income being slightly higher). From an earned
income perspective, if key work determinants were
more equal between bottom quintile prime working
households and top quintile prime working house-
holds, they could make $23,465 in per capita earned
income. This is just short of the $25,074 in per cap-
ita earned income that the second quintile makes.

WORKFORCE ENGAGEMENT
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However, this would result in essentially no change in
net income, as the increase in earned income would
be canceled out by decreases in government trans-
fers. This risk seriously distorts the value of work and
earnings, encouraging those near the bottom of the
earned income ladder to work less.

Work disincentives deny the bottom quintile
the quality-of-life benefits that come from
work.

Indeed, a soon to be published report by GCO has
performed a literature review of over 100 studies

on the non-financial positive effects of work. Among
other things, the report shows that work reduces
criminal recidivism even in the presence of govern-
ment safety nets, improves drug rehabilitation for the
legally employed, reduces mental health problems,
improves the outcomes for children of single-par-
ent or impoverished homes (including when those
homes receive welfare), and has long-term benefits
to teenagers who worked part-time or during sum-
mers (Alexander, 2024). Work also has important
benefits to disabled persons, such as “improved
quality of life and income, enhanced self-confidence,
expanded social network, and a sense of community”
(Lindsay et al.,, 2018). Other research has shown that
unemployment of males at 62 years of age is a key
reason for increased mortality (Fitzpatrick & Moore,
2018).3

In short, work has powerful positive effects that are
non-financial for young children, teenagers, poor
families, retired men, single mothers, and disable
people. Because these benefits are non-financial, no
income transfer program can substitute for work.
While safety net programs may provide for the finan-
cial needs of people, they do not provide the societal,
familial, mental health, physical health, and spiritual
needs that are also vital to a person’s quality of life.
People still need work to find dignity, and this is true
whether a person is disabled, retired, or a prime-age
worker.

Workforce engagement must be a focus of
poverty measures and long-term solutions.

Safety net programs may give the poorest Americans
a net income similar to the middle class, but these

13 The study did not find increased mortality for females and also said that other factors could play a role for the male mortality increase.
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programs do not give them work. Remaining on safe-
ty net programs long-term without work has many
detrimental effects to individuals and to society, and
it keeps people from reaping the non-financial bene-
fits of work. Thus, it is imperative that safety net pro-
gram promote workforce engagement and not create
barriers to employment.

This is why better measures are needed to evaluate
poverty and inequality in a holistic manner. Measures
that only focus on the financial aspects of well-being
miss the multifaceted needs of humans that extend
beyond physical essentials. Because of the many pos-
itive non-financial effects of work and the many neg-
ative non-financial effects of non-work, GCO believes
that workforce engagement is a critical measure of
the well-being of the United States and its citizens.
The current U.S. Bureau of Labor Statistics (2024)
unemployment measures U-3 and U-6 miss people
young healthy people who do not seek a job but are
otherwise unoccupied (e.g. they are not stay-at-home
parents or full-time volunteers).

Better measures of labor force participation are re-
quired to give a holistic view on non-financial poverty
and inequality in America. GCO estimates that almost
16.5% of the labor force in Georgia was under-uti-
lized in 2021 when counting these missing work
participants (as opposed to the official U-3 rate of 4%
and U-6 rate of 7.9% (U.S. Bureau of Labor Statistics,
2022)). That is, 16.5% of Georgians were missing out
on the important positive and dignity-giving effects of
work.

Policy Implications: How to Reduce Work
Disincentives for the Bottom Quintile

The One Door Policy: Streamlining the System
to Support Workforce Engagement

If safety net reform is to be effective at reducing pov-
erty, then it must do so in a way that does not incen-
tivize capable people to leave or avoid the workforce.
Work programs and safety net programs need to be
aligned to ensure that people do not get trapped in
the welfare system but instead seek independence
through work. Utah has successfully implemented
this One Door model, which integrates safety-net
services and work programs so that participants have
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a single point of contact (as opposed to the disjoint-
ed plethora of organizations that most safety-net
participants must interface with to receive benefits)
(Bishop, 2020). Currently, all states other than Utah
are restricted from implementing One Door-type
models, but legislation is moving through Congress
that would open up the possibility for more states to
implement this model (One Door to Work Act, 2024).

Benefits Cliffs Reform: Reducing the Financial
Penalty of Seeking Work

Implementing a One Door model is an essential step
in safety net reform, but integration in the admin-
istration of programs is not enough. The programs
themselves must be reformed to eliminate the work
disincentives inherent in the design of many pro-
grams.

GCO has demonstrated the work disincentives built
into many safety net programs through the phenom-
enon of earnings loss rates—known by economists
as marginal tax rates—and benefits cliffs (Randolph,
2017). Many government transfer programs have
extreme points of earnings loss rates called benefits
cliffs where a household loses net income because
the loss of government benefits is greater than what
they gain through additional earnings, thus causing
workers to cut back hours worked or forego better
paying opportunities to avoid losses in benefits.
These benefits cliffs—combined with the inherent
earning loss rates built into government transfer pro-
grams—discourage workforce participation, some-
times leading to reduced hours worked and some-
times leading to exiting the workforce completely.

As shown in this analysis, the amount of government
transfers allows the lowest earners to take home
income similar to the middle class, likely meeting
basic needs and providing a measure of comfort.
However, the economic disincentives built into safety
net programs create nearly impossible barriers for
these households to enjoy any economic mobility,
turning the safety net from a temporary help into

a trap of government dependence. How extensive

is the trapping? About 54% of people living in the
bottom quintile of cash income in 1996 were still
living there a decade later (U.S. Department of Trea-
sury, 2008). This means about half of people at the
bottom will move out of the bottom within a decade.
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There is more churn in the middle three quintiles,
where 36.7%, 33.1%, and 37.7% of people remained
in their same quintile a decade later (The top quintile
shows an even higher level of static behavior than
the bottom quintile as 60.4% of people remain in
that quintile after a decade). These patterns suggest
something contributes to a disproportionate number
of people remaining trapped in the bottom quintile.™
An obvious root cause is the large benefit cliffs that
most poor Americans face, though more studies are
required to causally link the two.

Fortunately, solutions exist for these safety net pro-
grams and the benefit cliffs that plague them. GCO
has released a comprehensive report with policy
recommendations that would permanently fix the
benefits cliffs associated with the Supplemental Nu-

WORKFORCE ENGAGEMENT
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trition Assistance Program (SNAP) while maintaining
the program'’s intended goal of providing low-income
households access to nutritious food (Randolph,
2023). SNAP has some of the most severe benefit
cliffs, but GCO's policy recommendations would elim-
inate them.

Still, more reform is needed as work disincentives
exist in many other programs, including Medicaid,
refundable tax credits programs like the earned in-
come tax credit (EITC), Section 8 housing, and more.
These program reforms combined with the One Door
model of integration between safety net and work
programs provide a framework for a compassionate
safety net system that encourages the dignity and
respect for Americans in a fiscally responsible way.

14 It should be noted, for a person in any given quintile, they are most likely to remain in that same quintile after a decade. Still, the bottom and top quintiles show much less movement than

the middle three quintiles.
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Table 2
Income components for all households, all quintiles

Quintile Earned Income Government Transfers Private Transfers Net Incomes
Bottom $3,789.07 $38,090.15 $2,727.28 -$3,298.50 $41,308.17
4 $23,245.86 $22,367.31 $1,449.62 -$6,625.81 $40,437.02
3 $46,744.14 $12,588.98 $608.21 -$13,603.93 $46,337.32
2 $73,786.35 $6,488.65 $520.02 -$22,956.03 $57,838.91
Top $181,537.23 $4,673.77 $458.45 -$65,603.87 $121,065.53
Table 3
Income components for non-retired households, all quintiles
Quintile Earned Income Government Transfers Private Transfers Taxes Net Incomes
Bottom $4,595.22 $34,654.44 $3,205.66 -$2,908.21 $39,547.26
4 $23,318.42 $19,069.29 $1,595.15 -$5,959.25 $38,023.68
3 $46,569.59 $9,931.66 $673.54 -$12,958.69 $44,216.04
2 $73,336.49 $4,556.09 $552.60 -$22,441.79 $56,003.34
Top $182,439.00 $3,375.75 $477.21 -$65,780.58 $120,511.34
Table 4
Income components for prime working households, all quintiles
Quintile Earned Income Government Transfers  Private Transfers Taxes Net Incomes
Bottom $6,507.37 $30,287.82 $3,782.20 -$2,810.12 $37,767.42
4 $23,597.92 $18,627.67 $1,624.38 -$5,900.94 $37,949.10
3 $46,776.78 $9,687.37 $686.24 -$12,938.13 $44,212.20
2 $73,440.79 $4,449.88 $551.16 -$22,439.37 $56,002.41
Top $182,199.29 $3,315.57 $480.28 -$65,658.50 $120,336.61
Table 5

Income determinants for prime working households, all quintiles

Prime Age , .
Prime Age  Primage Aged
Average Average  Average Households  Workers per
. Workers per ) Workers  Workers Who
Quintile Earned Hourly Hours with Primage ~ Household )
Household : ; Wigle) Worked, Omit
Income Wage Worked Aged Workers with a Prime
Worked Extras
Age Worker
Bottom $7,124.84 $11.72 17.5 0.67 83.6% 1.31 61.1% 51.2%
4 $25,074.14 $12.23 32.1 1.23 92.8% 1.48 89.4% 81.1%
3 $51,620.17 $17.74 36.1 1.55 95.6% 1.73 93.4% 87.0%
2 $87,552.56 $24.02 37.6 1.87 96.8% 1.98 97.2% 91.1%
Top $221,087.31 $51.96 38.6 212 96.5% 2.18 100.5% 93.5%
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Table 6
Income determinants for disabled households, all quintiles

Prime Age

Prime Age  Primage Aged

Households

Average Average  Average  Workers Workers per
" e e verag with Primage P , Workers ~ Workers Who
Quintile Earned Hourly Hours per Household with .
Aged i Wigle) Worked, Omit
Income Wage Worked Household a Prime Age
Workers Worked Extras
Worker
Bottom $621.85 $12.90 14.7 0.06 81.0% 1.29 6.0% 4.8%
4 $14,893.10 $12.17 334 0.70 90.4% 1.87 41.7% 38.4%
3 $36,706.75 $18.18 37.5 1.04 92.8% 214 52.2% 48.3%
2 $62,745.97 $23.58 36.9 1.39 95.9% 2.42 59.6% 54.3%
Top $200,687.32 $59.43 37.1 1.75 92.2% 2.83 67.1% 62.0%
Table 7

Income determinants for retired households, all quintiles

Prime Age

Households Prime Age  Primage Aged

A Averag Work Work
_ Average Verage Verage OFKers with Primage OrKers pe‘r Workers Workers Who
Quintile Hourly Hours per Household with :
Earned Income Aged , Who Worked, Omit
Wage Worked  Household a Prime Age
Workers Worked Extras
Worker

Bottom $297.36 $11.83 16.7 0.03 8.2% 1.13 31.2% 23.6%

4 $4,780.53 $12.28 29.6 0.25 22.0% 1.21 95.3% 75.3%

3 $16,321.21 $19.43 34.7 0.47 35.4% 1.26 104.3% 85.2%

2 $31,295.24 $24.73 36.5 0.67 44.5% 1.45 103.4% 88.7%

Top $91,731.46 $55.91 36.8 0.86 49.9% 1.51 114.0% 93.1%
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