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LIVI ng Wage percent higher than the federal mini- trade workers.

y _ mum wage. At the end of 1998, the | 1he wage mandate would raise labor
More than 40 cities and counties city of San Jose, Callf., passed a $10.75 i i the state by $22.8 billion per

around the country have passed “living per hour living wage law, the highest in .
wage” laws since Baltimore passed the the country. year, even after adjusting for reduced
employment.

first one in 1994, and others are consid- . _

ering proposals. A living wage law L-Vingwage advocates say their ul- Lost in the living wage debate is

usually applies to businesses that have imate hope is to extend the conceptbe- y o ¢ o+ ¢ many workers — especial-

contracts with a city or county and their yﬁnd mlun|C|paI b?pn??ﬁes an_ctlhcover ly low-skill workers — develop their

subcontractors. It also usually applies &' €MPIOYErs, NOtjust those with mu- -, . i -

to businesses that receive spgciallcl) IE[)reat-niCipaI contracts. Economists have cal- i(ilrl:ismitme\?vt;y éevilsjt%b;r’ Sc:(fiﬁfgaaséti?f

ment from the city or county, such as culated the economic impact if a ge. A i

economic development assistance or Statewide $10.75 living wage law were creases, so do their wages. Enacting u

subsidies, tax breaks or low-interest Passed in California. tra-high living wages means denying
many of these workers the skill-build-

loans. = An estimated 612,783 California ing opportunities they need to make
The idea behind the living wage Workers — 43 percent of themin fam- .- , -
overment is that contractors who re.. ilies with incomes of less than $20,000 living for themselves and their families.
ceive tax money as payment for their @ year and 48.9 percent of them His- Source: George Tolley, Peter Bernstein and
services should in turn be required to Panic —would lose their jobs. Michael D. Lesage, "Economic Analysis of a

h | h Al hird of th losi iob Living Wage Ordinance,” July 1999, Economic
pay each employee enough to support= Almost a third of those losing jobs Policies Institute, 1775 Pennsylvania Avenue,

afamily. Typically, advocates push for would be workers in service industries, n.w., suite 1200, Washington, D.C. 20006, (202)
a wage between 50 percent and 150 and another 29 percent would be retail 463-7650.




National Health Insurance

More Canadians WEEKS WAITED FROM GP REFERRAL
Wait — and Wait TO TREATMENT
Longer = GPto Spedidlist
More Canadians were waiting to re- = Specidistto Treatment
ceive medical treatment in 1998 than in British Columbia 152
1997 — and they were waiting longer. Alberta 140
Queues for visits to specialists and for di- Seskatchean 202
agnostic and surgical procedures reflect Manitoba 124
health care rationing under Canada’s na- Ontario 119
tional health system. Quebec 119
= An estimated 212,990 Canadians New Brunsuidc 1.l
were on hospital waiting lists for surgi- Newfoundland 145
cal procedures in 1998, a 13 percent in- Nova Soofia L
crease from 1997. FiteE 160
= Patients waited an average (median) of Caneda 133
6.0 weeks after referral by a general Source: Fraser Institute, annual waiting list survey, 1999.
practitioner for a consultation with a spe-
cialist and another 7.3 weeks after the Technology in Canada Further, the decline is steeper than
consultation to receive treatment. ever in some categories. For example|
= The average total waiting time of 13.3 N recentyears there has been grow- Canada’s ranking in the availability of
weeks was up from 11.9 weeks in 1997 ing evidence of a decline in the quality and MRis fell between 1986 and 1995.
and up a dramatic 43 percent since 1993,quantity of health care available to Cana-  gypanding access to technology in
when the average total waiting time was dians under the nation’s single-payer sys- canada is difficult under the existing sys-
9.3 weeks. tem. Excessive waiting lists for specialist em - Administrators of acute care hospi-

Lo , treatment have been documented for near-i5)s receive their budaets from provincial
| fr'(l)'rr;\eltcl)tgl \,?,\éirff ﬁ]\{[vr?elt V?éﬁgcvgfg} ly a decade and they are getting longer. peaith ministries. The?/ have ver?/ little lee-
y, from 1.L. P . One contributing factor is lack of access to \yav in spendina. sin much as 85
Ontario, Quebec and Nova Scotia to high-technology equipment and proce- a){[ ffhpe' budg’stspeas uci dag pe
20.2 weeks in Saskatchewan. The total cent of teir UAGETS IS consumed Dy uniof
average wait in 1998 was less than in ures. wages that are largely out of their control.
1997 in only two provinces, Quebec (5 Although Canada’s spending on Much of the remainder is consumed by
percent) and Nova Scotia’(S percent). health care as a percentage of gross do-overhead and maintenance, leaving little
The wait rose by 21 percent in British mestic product is the fifth highest among for capital spending.

Columbia, 18 percent in Saskatchewan Naions of the Organization for Economic  Even when a hospital has raised
and New Brunswick and 17 percent in C00peration and Development (OECD), funds to purchase equipment, itis not per:
Ontario. it generally ranks in the bottom third in - mitted to charge patients to recover oper
o availability of technology. For example:  ating costs, and often the government ref

_ The waiting time rose for all spe- . canada ranks 21st out of 28 countries in fuses to pay these costs. The resultis that
cialties and diagnostic technologies. the availability of computed tomography - decisions on the purchase and operation of
The gap between the amount of time (CT) scanners, 19th out of 22 in availabil- - high-technology equipment are made no
specialists considered clinically rea- ity of lithotriptors and 19th out of 27 in by medical authorities or hospital admin-

sonable and the actual waiting time af- availability of magnetic resonance imagers istrators but by remote government bu-
ter consultation was greatest for elective (MRIs). reaucrats and politicians.

cardiovascular surgery, for which the , The average accessibilty among  Conversely, the private sector s large-
actual waiting time was 8.1 weeks OECD nations is 12.9 CT scanners per ly excluded from purchasing and operat-
longer. The only specialty for which - mjjion persons, compared to 8.1 scanners ing such equipment because the govern
aCtua_-I vyaltlng tlme did not exceed what per million for Canada and 26.9 in the ment payment schemes prevent mos
specialists considered reasonable wasnited States. private entrepreneurs from billing for ser-

medical oncology. = Canada has 1.7 MRIs per million per- vices provided.

Source: Michael Walker and Martin Zelder, ~Sons, compared to the OECD average of source: David Harriman, Wiliam McArthur and Martin
“Waiting Your Turn: Hospital Waiting Lists in 4.2 and the U.S. average of 16. Zelder, “The Availability of Medical Technology in Cana-
Canada (9th edition),” Critical Issues Bulletin, . da: An International Comparative Study,” Public Poli
1999, Fre(aser Institut)e, 4th Floor, 1770 Burrard "™ C_ana}c_ia ranks _fa\_/orably _Only n t_he Sources No. 28, Augustp 8, 1999, FrZser Institute,qufth
Street, Vancouver, B.C. V6J 3G7, Canada, (604) ava"ablhty of radiation equipment, In Floor, 1770 Burrard Street, Vancouver, B.C. V6J 3G7,
688-0221. which it ranks sixth out of 17 countrieS.  cCanada, (604) 688-0221.
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Health

Pr riotion Dr States. controls spend more on drugs per capita
esC pt 0 Ug = When “purchasing power parity,” a than the United States spends, but Amer-
I\/Iyths means by which economists attempt to icans use newer and more appropriate

Critics complain that prescription  compare the price of goods in different medications. That is one reason Ameri
drugs have contributed to a massive in- countries, is considered, the Organization cans spend less time in hospitals when
crease in health care spending in the Unit- for Economic Cooperation and Develop-  they are sick and have a higher quality of
ed_ States. Some critics contend that o!rug ment has found that Americans spend lessjife than do Europeans.
prices are too high and propose lowering per capita per year on drugs than do peo- Myth: Price Controls Would Re-
them through price contrc_)ls. For example, ple in Germany or France and only slight- ;e Drug Costs for Seniors. If the
the Prescription Drug Fairness for Seniors ly more than those in Canada and ltaly — Drug Faimess for Seniors Act became
Act, currently before Congress, imposes a yet all of the other countries have controls. |\ “caniors would likely pay more, not
form of price controls on drugs sold to the .Myth: Americans Could Rgduce | esé, for their prescriptions. The | egisi ation
elderly. Many complalnts_about price,and Their Drug Costs If Thgy Paid the would require drug manufacturers to offer
the laws those complaints spawn, are Same Prices as People in Less-Devel- all seniors the discounts in the Federa
based on misunderstandings of how the oped Countries. Critics of drug compa- Supply Schedule (FSS), now offered only
prescription drug market works. Follow- nies complain that consumers can go to 0 a very few governmént agencies, pri-
ing are some of the most widespread Mexico and buy drugs for less than half marilv the Veterans Administration ' At
myths. their cost in the United States. Prices for the egrliest opportunity, dru manuféctur—

Myth: Americans Spend Too  the same drugs do differ in different coun- d tpp W in r 9 £SS pri
Much on Prescription Drugs. Per dol-  tries, but Americans cannot get the newest ers would Steeply increase P |c_es<.
lar spent, drugs offer a better return on drugs at Mexican prices. Here is why: Further, to get the dlsc_ount, pharmacies
health care spending than virtually any The research and development required to"/ould have to do an estimated $15 worth
other health care option. Using prescrip- ready a drug for production can cost mil- of paperwork to prove to the manufactur-
tion drugs often reduces or eliminates the lions of dollars and take many years, yet & that each Medicare beneficiary was el
need for costlier health care services. Onethe cost of actually manufacturing a drug '9iPle —a cost pharmacies woulld pass or
recent study found that every dollar spent is usually small. Because manufacturers If PoSsible. Thus seniors would end up
on drugs is associated with a $4 decline in have discretion about pricing, the price With higher prescription drug bills.
spending on hospitals. The decline in to- may be close to production costs in poor- Price controls represent not a mere
tal spending due to greater use of pre- er countries, which could not otherwise af- extenS|on.of_ market pressure but afunda
scription drugs is particularly notable inthe ford the drug, and higher in wealthier men‘_tal shiftin values. Controls substitute
treatment of cancer, heart disease, countries— more accurately reflecting the political process for the marketplace. For
Alzheimer’s, AIDS and mental illness. drug’s value to patients. If patients in ev- controls to work, individuals must <'_:1dher(=T

Myth: Drug Costs Are Rising Be- ery country paid the lower price, there 10 governmental and bureaucratic deci;
cause of Price Increasedrug costin-  would be no money for research and de- SIONS. Anq with controls, a few “experts”
creases are due primarily to nonprice fac- velopment and no new drugs. \{vould demdg \_Nhat pharmac_eutlcals r_ml—
tors, including increased volumes of Myth: Price Controls Can Reduce  lions of physicians, pharmacists, medical
prescriptions, record sales of new products Drug Spending. Attempts to drive down researchers and patients “deserve” — and
and a changing mix of available products. drug costs through price controls have two at what prices.

Price increases to date have been relativenintended results: (1) they encourage in- Source: Robert Goldberg, “Ten Myths about the Market

i . for P iption D ,” NCPA Palicy Report No. 230,
¥ modest. According to a suvey by IMS - creased consumption of drugs and (2) 11 e 1506 Ngorel Crterfor Poley Al 12655

Health: lead to the Consumption of inferior druQS- N. Central Expressway, Suite 720, Dallas, Texas 75243

= Ofa 14.2 percent increase in total drug Many European health systems with price (972) 386-6272.
costs in 1997, only 2.5 percent stemmed

from price increases.
= Ofa 15.7 percent increase in total drug HOW DRUG COSTS INCREASED IN THE 1990s
costs in 1998, only 3.2 percent was caused e
by price increases. Rate ® Volume, mix and new products 15.7
Myth: Drug Prices Are Higher in 12

the United States than in Other Devel- 12
oped Countries. Drug prices in the Unit- 10
ed States are not very different from prices 8
6

4

2

0

in other developed countries.

= Using accurate pricing information,
health economist Patricia Danzon has
found that drug prices in Canada, Ger-
many, Switzerland and Sweden are high- 1990 1991 1992 1993 1994 1995 1996 1997 1998
er on average than prices in the United Source: IMS Health.
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Social Security

Comparing Reform TOTAL TAXES NEEDED FOR

PI‘OpOS&US GOVERNMENT-FUNDED SOCIAL SECURITY
Our Social Security system is based BENEFITS

on pay-as-you-go ﬁnancing — money (Percent of Taxable Payroll)

collected in payroll taxes today is used to

pay benefits to today’s retirees. When to- 19% Current System

day’s young workers retire, the govern-
ment will have to call on the workers still

active for the money to pay the benefits.
However, since the ratio of active workers

to retirees drawing benefits is shrinking, 10% Archer-Shaw Plan

Social Security taxes will not be enough. 8.2% Bipartisan Pla

Under the current system, if we don't raise 71% Gramm-

taxes, there will be an unfunded liability Domenici Plan

estimated at $4.5 trillion over the next 75

years. 1.9% NCPA-PERCPlan
However, it is possible to secure cur- 2000 2010 2020 2030 2040 2050 2060 2075

rently promised Social Security benefits * Bipartisan plan includes increased taxes and lower benefits.

indefinitely into the future without in-
creasing tax rates or increasing govern- income tax rather than the payroll tax to would rely on PRAs for two-thirds of their
ment debt — and at the same time elimi- pay this minimum benefit. The new sys- benefits.
nate the existing unfunded liability. Todo  tem can also enable those with shorter life « Under the bipartisan plan, by mid-cen-
this requires at least partially replacing our expectancies to will their PRA accumula- - tury new retirees would rely on PRAS for
pay-as-you-go system with a funded sys- tions to their heirs prior to retirement. about 70 percent of their benefits — but
tem ,that makes investments in income- Several plans for reforming Social the benefits would be smaller because o
eaming assets. Security have been proposed. The Privateincreases in the retirement age and adjus
The key is diverting part of the Social - Eperprise Research Center (PERC) at ments in the benefit formulas.
Security payroll tax to individual person- ey as A&M University and the National = Under the NCPA-PERC plan, by mid-
al retirement accounts (PRAS), Which  center for Policy Analysis (NCPA) have ~ century new retirees would rely on PRAS
would be conservatively invested in broad- je\eloped a computer simulation model for all of their benefits.
ly diversified portfolios of stocks and  anai 76 reform proposals. Themodel  The model calculates that a payroll
bonds. _The Coﬁ.tl of pay_lg_g b?negts o (;]ur- has analyzed plans proposed by Sens. Phitax of 19 percent will be needed to pay So
Legkrset'r.‘ﬁis Vr‘: lhe FXIOV' "t]gllurf]ths ONe  5ramm and Pete Domenici; Reps. Bill cial Security benefits by 2070 under the
jected \tl)vllj dgeet Is%rblusn;(s)f/viﬁ bz neiggg in Archer and Clay Shaw; a bipartisan pro- current system. At that Fime, the Archer-
addition to the remainder of the payrol posal made by Sens. J_ohn Breaux, JuddShaw plan Wou_ld require a 10 percent
tax. Still, changing the system now wil Gregg a_lnd Bob Kerrey in the Senate and payroll tax, the bipartisan pIar_1 an 8.2 per-
m o.r eth e{n pay for itself in future years. If Reps. Jim Kolbe and Charlie Stenholmin cent tax, the Gramm-Domenici plana 7.1,
the deposit to PRAS is as much as 4.2 Ioer_the House; and a reform proposal offered percent tax and the NCPA-PERC plan g
cent, the generation currently entering the b?/ the NCIZA ar_1d PE‘;% A_Il_lhOf thejel 1.9 percent tax.
labor market — and each succeeding gen-P/anS would institute PRAS. The model - Among the benefits of reform are pro-
eration — could fully fund its retirement  SONfimS that all would assure benefits to viding a more secure retirement for all
benefits from its PRAs. Beyond that point, future retirees. _ workers, allowing workers to own their re-
it will be possible to completely eliminate Three of the plans do not increase tax- tirement savings, giving workers the right |
the regressive payroll tax that currently €S or reduce benefits. The bipartisan pro- to bequeath the accumulated savings to their
funds Social Security. posal increases the maximum inc_ome sub- heirs, increasing national savings and ulti
The federal government can guaran- Ject to the payroll tax and raises the mately increasing national income. The
tee that every retiree will receive a pension refirementage. The plans differ in the ex- cost of not making necessary reforms now
at least as great as that promised by thetent to which PRAs replace Social Secu- is the growing certainty that taxes will be
current system and can do so at a fractionty benefits. raised and benefits will be cut in the future.
of the current system's cost. The new, ful- = Under the Archer-Shaw plan, young Source: Liqun Liu and Andrew J. Rettenmaier,
ly funded system can still guarantee that people just entering the workforce today "Comparing Proposals for Social Security Reform,”
lwincome retrees ith nsuficient sav-  Would rlyon their PRAS for abouthalfof NG Polcy et Mo 227 sepember 1996,
INGS receive a minimum benefit. POI|Cy their benefits when they retre. Expressway, Suite 720, Dallas, Texas 75243, (972
makers will eventually be able to use the = Under the Gramm-Domenici plan, they 386-6272.
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Regulation

Cost-Ineffective
Regulations

Government agencies are required tc
prepare an analysis for any proposed “ecg-
nomically significant” regulation — one
with an estimated annual impact on the
economy of $100 million or more. The
analysis must show that the benefits of the
regulation justify its costs. An examina-
tion of federal regulatory activities shows
that the benefits of government regulation
considered as a whole are greater than th
costs. However, fewer than half of all reg-
ulations are costjustified. Further, regula-
tory agencies do a poor job of analyzing
the impact of regulations, and the efficien-

THE EFFECT OF COMPETITION ON
MONTHLY ELECTRIC BILLS

$6,860

m Current Cost
m Cos with Competition

$415

1%

Average Average Average
Household Busness Industry
Source: Michael T. Maloney, Robert E. McCormick and Raymond D. SZwstgmer

Choice, Consumer Value: An Analysis of Retail Competition in America’s Electricity
Industry(Washington, D.C.: Citizens for a Sound Economy Foundation, 1996).

Dereg_ u_Iatlng S"“{t?:;tgﬁgnfi\t’ﬁfcﬁr%omg i%ﬁﬂii?;o?)? cy of various regulations varies with the
Electricity vestiture would create two discrete kinds 2961SY and the type ofisk the regulation

is designed to reduce.

= The net benefits for final regulations
promulgated from 1981 to mid-1996 are
about $1.6 trillion.

= However, net benefits could increase by

State legislatures and Congress are de—Of businesses.

bating deregulation of the nation's largest, * “Supply” companies would generate
most highly regulated monopolistic indus- POWer.

try: electric power. Currently, regulatoryin- = “Wires” companies would transmit and
eficiencies cost commercial and residen- distribute power. approximately $280 billion if agencies re-
tial customers $20 hillion to $50 billion per Divestiture would encourage the tran-  jected regulations that fail to pass an ecof
year. Regulation also causes electricity sition from regulated monopolies to com- nomic benefit-cost test.

prices to vary widely from state to state.
The Department of Energy’s Energy
Information Administration has estimated
that just allowing competition in retail sales
to consumers — without eliminating cost-

petitive markets by driving down costs and
attracting new entrants. States could re-
quire utilities to separate into wires and sup-
ply companies in order to get compensa-
tion for stranded assets.

Some agencies do better than others.

= More than half of all the net benefits
come from Department of Transportation
regulations, although they account for lesg
than 10 percent of all regulations.

ly federal regulations — could lower elec-

However, there is the danger thatre- , Tyyo-thirds of all regulations are from

tricity prices on average by as much as 6 form would produceeregulationinstead
percent to 13 percent within two years. A of deregulation In California, the first state

the Environmental Protection Agency
(EPA), but they account for only about a

Clemson University study estimates that to allow all residential customers to buy third of total net benefits.

broader deregulation measures and com-competitive retail electric power, many . Half of the EPA rules cost more than

petition would lower electricity prices by ~ consumers saw their electricity bills in- 120 million per life saved, which is eight

at least 13 percent and perhaps as much asrease after reform, due to fees for utilities’ times more than Labor Department rules

26 percent. stranded costs, subsidies for “green pow- and more than 80 times higher than the
Most states are moving toward retail er’ and more regulators to manage com- median for other agencies.

competition, which will allow consumers

petition.

= On the average, regulations that reducs

\U

to purchase electricity from competing

If Congress and the states took the di- cancer risk are less efficient than other sor

generators. However, retail competition vestiture route, most — or even all — of - cial regulations, and EPA cancer regula
will not be effective if all consumers are re-  the stranded costs utilities claim would dis- tions appear to be less efficient than othe
quired to pay arbitrary fees to reimburse appear. No expansion of state or federal cancer regulations.

utilities for their so-called stranded costs — regulatory powers is necessary to manage  There is evidence that cost-effective-
utility investments that, while apparently competition — it will occur naturally —  ness rarely drives agency agendas. Far
justified under regulation, are uneconomi- and consumers can realize the full benefits example, the EPA only recently began set
cal under competition. Nor is there much of market competition: better service at riously examining the relative rankings of
consumer choice if there are price controls lower cost. risks.

on power transmission or if local distribu-  Source: Vemon L. Smith and Stephen Rassent, “Tuming Source: Robert W. Hahn, “Regulatory Reform: Assess-
tors are able to exercise m0n0p0|y power. on the Lights: Deregulating the Market for Electricity,”  ing the Government's Numbers,” Working Paper 99-6,
. . L NCPA Policy Report No. 228, October 1999, National  July 1999, AEI-Brookings Joint Center for Regulatory

A solution to these -dlfﬁ(,tl-,l|.tIeS is di- Center for Policy Analysis, 12655 N. Central Expressway, Studies, 1150 17th Street, N.W., Suite 1100, Washington,

vestiture. Today'’s electric utilities should  suite 720, Dallas, Texas 75243, (972) 386-6272. D.C. 20036, (202) 862-5847.
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Crime

Crime Continues
Decline CRIME AND PUNISHMENT

Serious crime in the United States

continued to fall in 1998, whether mea- i e 5,000 Popdation
sured as a rate (number of crimes per 50 | 500 _ 25
capita) or in absolute terms. Based on (Sfl 'rg‘éf 228
crimes reported to the police:

. . 40 20
= The overall rate of serious crime fell to
a 25-year low.
= The murder rate dropped by 8 percent 30 15
from 1997 and finally slumped to the
rates of the late 1960s, even falling be- Expected 1
low the average for this entire century. L Punishment** s
= The rates for rape and aggravated as-
sault fell by 5 percent each, for robbery 10 5
by 11 percent and for burglary by 7 per-
cent. 50 e 101 106
= The actual number of murders report- 2 g
ed in 1998 was the lowest in more than 1950 1960 1970 1980 1990 1998
two decades.

. . - . * Defined as FBI Index crimes of violence (murder and nonnegligent manslaughter,
The National Crime Victimization ” forcible rape, robbery, aggravated assault) plus burglary, per thousand population.

SUI’VGy, conducted annua"y by the Jus- %ﬁggﬁdpzf gg(r)igﬁgllilrt])ég)f( ;():H?T?g per serious index crime x median days served in

tice Department since 1973, also found
the lowest crime rates since the survey
began. This survey — which measures tential cost to a criminal of committing  cent, to 59 days.
crimes by asking randomly selected peo- crimes is  “expected punishment.”  for serious assault has more than dou
ple whether they have been victims — Roughly speaking, expected punishment pled, to 18 days.

usually finds a higher rate because few- is the number of days in prison a crimi- for burglary has more than doubled,
er than four of every 10 crimes are re- nal can expect to serve per crime, as de- ;

. ; o >~ from four days to nine days.
ported to the police. termined by the probabilities of being

; Despite these increases, it is still
L . apprehended, prosecuted, convicted and _ !
Not by CO|nC|dence, the likelihood going to prison, and the median months .amazmg how low expected pumshmenh

that a criminal will be punished for a se-
rious crime and the amount of time a

served for each crime. In 1997, the lat- 'S

criminal is likely to spend in prison are €Styear for which prison data are avail- — Evidence shows that potential crim-
higher today than they have been since 20l€, expected punishment continued to inals respond to incentives. Between
the 1970s. increase compared to 1996. 1950 and 1980, expected punishmeng

: declined more or less continuously from
; ; = Expected punishment for people who
What happened in 1998 continued P P Peop an average of seven weeks for every s

a trend first evidenced in the 1980s, a COmMitmurder has increased by almost "ttt e 16 only 10 days
trend that accelerated in the ‘90s. Fol- fiVé months. — an 80 percent drop. In response, the
lowing a fourfold jump in crimes of vi- = Expected punishment for rape or ag- ¢erious crime rate more than quadrufaled.
olence and burglary during the 1960s gravated assault has increased by thregy, the 1980s, expected punishment be}

and 1970s, serious crime reported to the days. gan to increase, accompanied by a level
police stabilized and then fell. = Expected punishment for robbery has ing off and then a decline in the serious
Other factors have played some increased by seven days. crime rate. Between 1980 and 1997, ex;
part, but a major reason for the reduction » Expected punishment for burglary is Pected punishment for serious crimes in
is that crime has become more costly to unchanged. creased from 10 to 25 prison days, a 150
the perpetrators. The likelihood of go- Since 1980, expected punishment: E"er:ggnt increase, and serious crime de-

ing to prison for committing any type of _
major crime has increased substantially. = for murder has nearly tripled, from 14 ¢, ..e. Morgan 0. Reynolds, “Crime and
Moreover, once in prison criminals are months to 41 months. Punishment in America: 1999,” NCPA Policy

staying longer. = for rape has tripled, to 128 days. Report No. 229, October 1999, National Center for
’ Policy Analysis, 12655 N. Central Expressway,

The best overall measure of the po- = for robbery has increased by 70 per- suite 720, Dallas, Texas 75243, (972) 386-6272.
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Income and Taxes

Overstating
Inequality

DISTRIBUTION OF INCOME, 1997

The Census Bureau's figures on the
distribution of income are misleading,
overstating the degree of inequality and
obscuring important factors that deter-
mine it.

m Officid
m Corrected

To measure income distribution, the
Census Bureau ranks households from
highest to lowest incomes, divides them
into five quintiles and determines the
share of total income received by each
quintile. Since the quintiles are based on
households, they do not contain equal
fifths of the U.S. population, and are in
fact unequal in size. For instance:

Lowest Second

L . Source: Heritage Foundation.
= The top Census quintile contains not

20 percent of the population but 24.3
percent, while the bottom quintile con-
tains only 14.8 percent of the population.

= This is due to differences in household
size — for instance, 54.9 percent of the
households in the bottom quintile consist
of just one person, compared with only
7 percent of households in the top quin-
tile.

The 1993 tax increase raised
only about one-third of the revenue
that had been forecast by static
models, which did not allow for

But evidence from state income tax
returns shows that taxpayers —
especially high-income taxpayers
— respond to tax rate changes by
increasing or reducing their
incomes.

= In addition to size, the households dif-
fer in other important respects — for in-
stance, more than twice as many people
in the Census’ top quintile as in the low-
est quintile are of working agee.

When the figures are adjusted to in-
clude a broader measure of income, and
the income distribution is divided so that
each quintile contains equal numbers of
people, the share of income received by
the bottom quintile is nearly three times
higher than Census reports.

Because of the reduction in the
number of federal income tax
brackets in the 1980s, virtually all
married taxpayers with incomes
above about $80,000 faced the
same federal marginal tax rate in
1991. But state marginal tax rates
varied considerably — from O to
12 percent. An examination of
1991 federal tax returns for those
reporting incomes between
$100,000 and $200,000 shows the
impact of tax rate increases on
income. (For confidentiality,
returns reporting incomes over
$200,000 are not identified by
state.)

Further, the Census Bureau shows
the bottom quintile receiving roughly $1
of income for every $4 received by the
top quintile, but after the adjustments the
difference shrinks to $1 for every $2.

Source: Robert Rector and Rea Hederman, “Income
Inequality: How Census Data Misrepresent Income
Distribution,” CDA Report No. 99-07, September
29, 1999, Center for Data Analysis, Heritage
Foundation, 214 Massachusetts Avenue, N.E.,
Washington, D.C. 20002, (202) 546-4400.

Third
Quintilesof Households

behavioral responses by taxpayers.

49.4%

Fourth Fifth

Taxes Rise, Deductions Increase

= A 10 percent increase in the total
marginal tax rate (federal and state
combined) reduces taxable income
reported by about 4 percent for
taxpayers in high brackets and by
about 2 percent in lower brackets.

= More than 80 percent of the
shrinkage is produced because
taxpayers shift their spending
toward tax-deductible categories
like mortgage interest payments
and IRA contributions.

= The interest deduction on home
mortgage payments increases
demand for owner-occupied

houses, especially in high-tax

states, resulting in higher housing
prices there.

However, taxpayers did not
respond as much in the 1990s as
earlier because the 1986 income
tax reform lowered incentives and
opportunities to avoid taxes.

Source: James E. Long, “The Impact of
Marginal Tax Rates on Taxable Income:
Evidence from State Income Tax Differentials,”
Southern Economic JournalApril 1999.
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Environment

Marketplace
Broadens Lending

Two decades ago, concerned about

PERCENT OF LOANS

NEIGHBORHOODS

TO LOW-INCOME

discriminatory housing and lending poli-
cies, the federal government created a vasi
regulatory and compliance infrastructure
to increase the availability of credit. The
centerpiece was the 1977 Community
Reinvestment Act (CRA), which requires
federal banking regulators to encourage
large commercial banks and thrifts to lend
to minority communities and low-income
borrowers.

From the 1930s through the 1970s,
federal laws and regulations restricted
competition among financial institutions,
limiting the products and services provid-
ed, the geographic areas served and the in
terest rates offered to depositors or charged
to borrowers. But since 1980, deregula- home-purchase loans to low-income
tion has led to increased competition from neighborhoods in 1997.

a variety of lending institutions, many of . |n contrast, CRA-covered lenders de-
which are not covered by the CRA. voted about the same proportion of their

= Asagroup, non-CRA institutions have nome-purchase loans fo low-income
devoted a growing proportion of their N€ighborhoods in 1997 as in 1993 —
home-purchase lending to low-income @bout11.5 percent.

communities — rising from 11 percentin = For low-income borrowers regardless of
1993 to 14.3 percent in 1997 and ac- their neighborhoods, the proportion of

m CRA Lenders
= Non-CRA Lenders

14

13

11

10

1993 194 1995

Sources: Federal Financial Institutions Examination Council.

1996 1997

stitutions rose from 25 percent in 1993 to
32 percentin 1997.

= During this period, the proportion of
home-puchase loans by CRA-covered
lenders shrank from 27 percent to 26 pert
cent.

Source: Jeffery W. Gunther, Kelly Klemme and
Kenneth J. Robinson, “Redlining or Red Herring?”
Southwest EconomyMay-June 1999, Federal
Reserve Bank of Dallas.

counting for just under 40 percent of all home-purchase lending by non-CRA in-
also play a significant role in SSI fraud

SSI Fraud, Abuse _ ra
and abuse, according to SSA officials

Supplemental Security Income  znd front-line staff.
(SSI), administered by the Social Secu- .
rity Administration but completely sep- The cost to taxpayers of providing
arate from Social Security, is the nation's these benefits is an estimated $122,000
largest cash assistance program. SSIPer personin SSIand Medicaid benefits
cost taxpayers $29 billion in 1998. An over 10 years. The Social Security Ad-
analysis of the SSI program indicates ministration has undertaken several ini-
that it is inherently vulnerable to fraud tiatives, including pilot investigative
and abuse by people who feign impair-

ments. abuse. However, staff recalcitrance lim-

= Over 60 percent of SSI disability cas- its the effectiveness of the initiatives.
es from a statistical sample involved im- Apparently, staff perceive that the
pairments that are difficult to objective- changes conflict with other agency

ly verify — psychoses, neuroses, mental goais, doubt their effectivenss or fear ex-
retardation, schizophrenia and various posure to legal liability.

physical ailments that can be feigned.

teams in some states, to attack fraud and

= Thousands of SSlI recipients in the six
states studied used suspicious medical
providers to gain access to the program.

= Middlemen, especially interpreters,

Source:"Supplemental Security Income: Additional
Actions Needed to Reduce Program Vulnerability to
Fraud and Abuse,” GAO/HEHS-99-151, September
1999, U.S. General Accounting Office, Washington,
D.C. 20548.
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