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Taxes

TAKE-HOME P AY FROM $1 OF EARNINGS

(For a Woman Married to a Successful Husband)

Replacement of HomeActivities
Wardrobe, Transportation,
Restaurants, Child Care, Etc.

Taxi ng Worki ng contributions; howevemarried women
entering the labor market get very little
Women in return for the extra Social Security-tax

Federal tax laws systematically-dis  es they pay
criminate against two-earner couples. . In general, employers cannofesf
This is a widespread problem, since to  employees a choice between taxable
day 70 percent of married women — wages and non-taxed benefits. This
and 60 percent of women with children  take-it-orleave-it approach penalizes
younger than age six — are in the labor women who already have health insur
market. ance and other benefits through their

More than half of two-earner house husband employer

holds sufer a marriage penaltButthe . Parents today get very limited tax re
marriage penalty is not really a tax on |Jief for the cost of child care, whichfef
marriage. Instead, it is a tax on two- sets only a fraction of the real expenses.
earner couples. The person earning a In general, the highest ngmal tax

lower wage — usually the wife —IiS8U  ataq are paid by high-income women
tomatically taxed at the spouséigher (because of their husbasdhx bracket)
tax rate. Among the obstacles faced by anq jow-income women (because of the
working wives: withdrawal of welfare benefits and the
= When taxes are combined with the ex Earned Income & Credit). High-in

tra expenses of leaving home, the aver come women respond to these ircen
age married woman gets to keep only tives by choosing not to work. Low-in
about one-third of what she earns. [See come women choose not to marry

the figure.]

= Social Security is great for married
women who domwork because they-re
ceive benefits based on their husband’

Source: Edward J. McCaffery, “Women and Tax
es,” in Celeste Colgan, edWomen’s Agenda
(forthcoming, 2002), National Center for Policy
Analysis, 12655 N. Central Expressway, Suite 720,
Dallas, Texas 75243, (972) 386-6272.

Americans Fall
Victim to the
“Stealth Tax”

The alternative minimum tax
(AMT) was originally put in place
in 1969 to assure that a handful of
upperincome Americans — 155
of them, to be exact — paid some
kind of annual federal income tax.

But since then, rapidly grow
ing numbers of Americans have
made the unhappy discovery that
the AMT has sneaked up on them
— hence the description “stealth
tax.” They are finding that they
owe much more to the Internal
Revenue Service than they
thought.

= The AMT traps people by +e
ducing breaks allowed in the reg
ular tax system and then taxing the
remaining income at either a 26
percent or 28 percent rate.

= The alternative tax will &ct
2.7 million this year — double the
number just two years ago.

= In 2010, it will afect 35 million
taxpayers — including most fam
ilies with three or more children
and incomes of $100,000 or more.

= Those dected will lose two-
thirds — or $88 hillion — of the
Bush tax cuts in 2010.

As the number of taxpayers
who get clobbered by the AMT
grows, so too will the pressure on
Congress to repeal it. But the
cost to the government of doing
away with the AMT also grows
with each passing yeafreasury
Department economists estimate
that the 10-year cost of repeal
now stands at $619 billion — and
is rising.

Source: David Cay Johnston, “A ‘Stealth
Tax' Is Creeping Up on Growing Numbers

of Americans,”New York TimesFebruary
17, 2002.
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No Way To Treat A
Lady

Women almost always live longer
than men, but they seldom live better
Their increased longevity not only
makes it more likely that women will be
alone in retirement, but also that they
will live in poverty.

For example, elderly women are
twice as likely as elderly men to live-be
low the poverty level. That is why
women, far more than men, need-a re
tirement system consistent with the way
they patrticipate in the economxddi
tionally:

= Because women are more likely to
work part-time, they are less likely to
qualify for an employés pension pro
gram.

= Because they switch jobs more-fre
quently and move in and out of the labor
market more often (to have children or
to care for family members) they are
more likely to lose employer contribu
tions to 401(k) retirement plans if they
are not fully vested.

= Even if they are fully vested, job
switching can cost them substantial
benefits under traditional employer
sponsored, defined-benefit retirement
programs.

For example, a woman who drops
out of the labor market for as few as
five years can end up with as much as
30 percent less in her defined contribu
tion retirement program. Although

some progress has been made, more

needs to be done. Future remedies
should include

= Increasing allowable contributions to
IRAs for those who do not have access
to an employeprovided plan.

= Increasing opportunities for part-time
workers to take advantage of tax-de
ferred savings.

= Providing maximum portability for re
tirement savings by reducing vesting periods.
Source: Vickie L. Bajtelsmit, “Women as Retirees,”
in Celeste Colgan, edWomen’s Agenda
(forthcoming, 2002), National Center for Policy
Analysis, 12655 N. Central Expressway, Suite
720, Dallas, Texas 75243, (972) 386-6272.

Social Insecurity

Because Social Security and Medi
care are pay-as-you-go programs, future
taxpayers will receive no help from the
so-called trust funds, which are only ac
counting devices that hold 10Us the
government has written to itself.

“Pay as you go” means taxes taken
from todays workers primarily pay ben
efits to todays retirees. Thus, as the
number of retirees grows faster than the
number of workers, todaivorkers'’ re
tirement benefits will be paid only if
higher taxes are collected from the next
generation. How high will those taxes
have to be?

According to the annual report of
the Trustees of the Social Security and
Medicare Tust Funds intermediate
(most likely) projections are:
= When todays 19-yeaolds retire be
ginning in 2050, workers will face a pay
roll tax of 17 percent to pay Social-Se
curity retirement and disability benefits,
currently funded by a 12.4 percent tax.

« If Medicare Part A (which mainly

covers hospital expenses) is added, thements Social Security burden.

payroll tax burden will be 24 percent —
about a fourth of all income that werk
ers will earn that year

= Although Medicare Part B (which

ELDERLY ENTITLEMENT BENEFITS IN 2050

(As a Percent of Taxable Payroll)

mainly covers outpatient services) is
funded from general revenues,-ex
pressed as a percent of payroll the bur
den will climb to 28 percent.

= Add the other medical bills for the el
derly the federal government pays (Med
icaid, the \éterans Health Administra
tion, etc.) and the total burden rises to 32
percent.

Thus almost one-third of future
workers’ incomes will be needed just to
pay benefits to todagy'teenagers — on
top of all other government services,
from national defense to salaries for
teachers and policefioers.

Furthermore, under the trustees’
pessimistic projection, by 2050 the total
taxes needed to support elderly benefits
will climb to 53 percent of taxable pay
roll — more than half of the incomes of
future workers.

Most Social Security reform pro
posals would allow workers to invest a
portion of their payroll taxes in a per
sonal retirement account. Over time, thg
personal accounts would grosssum
ing an increasing portion of the govern

Source: John C. Goodman and Matt Moore, “Analyz
ing The 2002 Social Security Trustees Report,” NCPA
Brief Analysis No. 394, April 15, 2002, National Center
for Policy Analysis, 12655 N. Central Expressway, Suite
720, Dallas, Texas 75243, (972) 386-6272.

= Other Government Hedlth Care
m MedicarePatsA & B
= Socid Security

31.7%

Intermediate
Forecast

52.9%

Pessmigtic
Forecast

Source: National Center for Policy Analysis and

Trustees of the Federal Old-Age and Survivors Insurance and Disability Insurance

Trust Funds”

the “2002 Annual Report of the Board of
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Testing Students Is
Not Cost-Prohibitive

Testing students at regular intervals
is the cornerstone of the accountability
provisions of the new federal education
reform law but critics chage the process
will be so costly it will amount to an tin
funded federal mandate that will eon
sume local education dollars.

The ‘No Child Left Behind Act’
(NCLB) provides nearly $360 million in
federal funds to cover the annual cost of
testing. But the National Association of
State Boards of Education (NASBE) es
timates the tests will cost the states as
much as $7 billion a yeaSomeone has
miscalculated. Some of the evidence:

= A recent study by Accountability
Works (AN) — a nonprofit policy re
search and consultinggamization il -
iated with the Education Leaders Coun
cil (ELC), a pro-reform group —
estimates the yearly cost of testing for all
the states will total $312 million to $388
million.

= AW projects that the average state will
face annual cost increases between $6.1
million and $7.6 million, and will re
ceive $7.1 million in federal funds.

= The NASBE cost estimate was inflat
ed, says W/, by the assumption that test
ing would cost $25 to $50 per student,
when states typically pay vendors $5 to
$15 per student for testing.

Researchers found other flaws in
the NASBE estimate. For example, it
used per student estimates to calculate
test development costs despite the fact
that such costs are ¢mly fixed, re
gardless of the number of students to be
assessed.

Source: Theodor Rebarber and Thomson W.
McFarland, “Estimated Cost of the Testing
Requirements in the ‘No Child Left Behind Act,”
February 2002, Accountability Works, Education
Leaders Council, 225 19th Street, N.W., Suite 400,
Washington, D.C. 20036, (202) 261-2600.

Education

IMPROVEMENT IN LOS ANGELES STUDENTS'
READING SCORES UNDER PHONICS PROGRAM

= 1999-2000 School Yeer
= 2000-2001 School Year

56%

Frst Grade

3%

Second Grade

Phonics Pevalls
Over Whole
Language

California oficials are dumping = Scores in the second grade
“whole language” reading programs  climbed to the 37th percentile from
and returning to phonics-based in the 32nd — with similar gains in
struction, lagely because of reading  standing of 10 to 20 percent for Los
scores that are among the naon” Angeles students through fifth grade,

worst. The state has adopted tWo yhere explicit phonics had not yet
reading programs that emphasize

sounding out vowels and consonants.

While the state policy does not
require all schools to use the phonics
programs, it does provide a powerful
incentive to do so. These are the only
two reading programs that the state The school district is now em
will fund. There is plenty of com  phasizing teacher training. The shift
pelling evidence that phonics-based g phonics also coincided with pas

instruction works:

= In Los Angeles, schools with the  bilingual education.
poorest results in reading were or
dere_d to adopt systemic phOI’]ICS IN" Chorus of Sounded-Out Syllablesyew York
the first two grades two years ago.  Times February 9, 2002.

= First-grade reading scores soared to
the 56th percentile nationally for the
2000-2001 school yeafrom the
42nd percentile the year before.

been adopted.

= The progress was registered despite
severe school overcrowding and one-
quarter of teachers lacking formal
credentials to teach.

sage of a law mandating an end to

Source: Diana Jean Schemo, “California Leads
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Health

COST AND SA/INGS FROM REPLACING
1,000 OLD-DRUG PRESCRIPTIONS
WITH NEW DRUGS

$44,469

$18,000
Increased Cost of Savings From Reduction
New Drugs in Hospitdl Stays

Source: National Bureau of Economic Analysis.

= However by using cash payments,
under SimpleCare seven minutes of
patient care require only one minute
of paperwork.

Free Market
Physician Care

A problem common to Ige,
high-volume medical practices isthe = Profit per patient visit rose to $10
reimbursement amounts received — from a loss of $7 per visit.
from insurance companies. On the

average, these reimbursements total ., 4 existing market. An estimated
just over half the listed price forarof 5 million Americans pay cash for
fice visit. But extensive and costly physician visits, either because they
paperwork is still required to process  are uninsured or because their health
patient claims, resulting in enormous  policies have high deductibles. On
overhead expenses. the spot hilling is easier and more ef
d ficient. None of the verification of4in
surance plan conditions and coding
required under managed care is-nec
essary Thanks to SimpleCare, the

The doctors simply capitalized

One team of physicians decide
to take action. They streamlined a
bureaucratic, unprofitable practice to
;}C;Epgiﬂe%liigzci?‘sstP;ycrgecnéfr::;‘;herpractice was a_bl_e to (e_duce the base
_ - _ price of a physician visit to less than
nies. The physicians called theirpro ¢ average insurance reimburse
gram SimpleCare, and the results ment. The doctors found a free mar
have been impressive: ket solution to their problem, and-ev

= For each minute a doctor spends €YONe came outa winner

caring for a patient, seven minutes are Source: Vern S. Cherewatenko, “The
required to comply with administra ~ SimpleCare Story,Health Care News

. . . February 2002, Heartland Institute, 19 South
tive requirements under insurance

LaSalle, No. 903, Chicago, lll. 60603, (312)
and managed care contracts. 377-4000.

Benefits Outweigh
Costs of Newer Drugs

Americans spend significantly more
on prescription medications than they
did in the mid-1980s. One reason is tha
newer more expensive drugs are re
placing older ones. For example, the av
erage 1998 price for drugs introduced in
1992 or later was $71.49 per prescrip
tion, compared to $30.47 for previously
existing drugs. Howeverresearch
shows these newer drugs are hetter

» Data from the 1996 Medical Expen
diture Panel Survey (MEPS) showed
that replacing older drugs with newer
ones increased average prescription cos
by about $18.

= However people taking the new
drugs were significantly less likely to
die by the end of the survey than those
taking older medications.

= They were also significantly less kke
ly to miss days at work than people-tak
ing old drugs.

Reducing the age of drugs cuts alll
types of non-drug medical expenses, bu
the biggest cost reduction comes in-hos
pital expenditures, which account for
nearly 42 percent of total medical ex
pense. For example,

= Replacing 1,000 old prescriptions with
1,000 new prescriptions will increase
drug costs by $18,000 but it will reduce
the number of hospital stays by nearly six

= Since the average cost of a hospita
stay is $7,588, fewer stays would reduce
costs by $44,469.

The notion that individuals should
use less expensive generic drugs4o re
duce health costs is a penny-wise
pound-foolish proposition. Evidence
suggests that denying people access t
newer drugs increases total treatmen
costs and leads to worse outcomes.

Source: Frank Lichtenberg, “The Benefits and
Costs of Newer Drugs: Evidence from the 1996
Medical Expenditure Panel Survey,” NBER
Working Paper No. 8147, March 2001, National
Bureau of Economic Research, 1050

Massachusetts Avenue, Cambridge, Massachusetts

02138, (617) 868-3900.
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Rent Control
Fails in Frisco

Rent-control laws, designed
to help the poor and the homeless,
instead exacerbate their already
dire plight, but they often provide
a boon to upper income renters.
San Francisco is the latest in the
long line of cities to learn the un
intended consequences of rent
control laws, including:

= A recently published study
found that 26 percent of the house
holds living in rent-controlled

apartments have incomes of
$100,000 or more.

= Rents today are more than five
times what they were in 1979,
when rent control was instituted.

= The average apartment rent in
the city today is $2,100 a month,
and even for a studio apartment,
the average rent is $1,500 a
month.

Meanwhile, the people who
were expected to benefit from rent
control are departing the city in
droves:

= Although San Franciscetotal
population is growing, the number
of children in the city has declined
absolutely

= More than three-quarters of the
households in rent-controlled
apartments have no children at all.

Rent control laws never fail to
fail. Housing shortages have-fol
lowed rent control in cities across
the United States, as well as in Eu
rope, Asia and Australia.

Source: Thomas Sowell, “The Housing
Farce,” Townhall.com, February 7, 2002.

Living High on a
Living W age

The so-called living wage is again a

earner couples considerably more tharn
a living wage, as defined by the pover
ty level.

A big part of the living wage gu+

hot debate topic. For some years, groupsment is buttressed by flawed logic. For

like ACORN (Association of Commu
nity Organizations for Reform Now)
have pushed hard to get their interpreta
tion of living wage laws enacted in cities
and counties across the countifhe
first living wage ordinance was put in
place in Baltimore in 1994. Now more
than 60 jurisdictions have one. But ex
actly what constitutes a living wage, and
who most deserves to receive one, re
mains a wide-open question. Consider:

= Typically, living wage laws require
city contractors to pay their employees a
wage significantly higher than the min
imum wage as a condition for doing
business with the city

= Living wage rates are often tied to the
poverty-level income for a family of
four, which was $17,761 per year in
2000, or just $8,959 for a single person.

= Thus, one net &ct of a living wage
law is to pay single people and two-

example, it is preposterous to assume
there will be just one wage earner in a
four-person family But this is precisely
the assumption living wage advocates
make.

It is taxpayers who lose from the
so-called living wage. They first foot
the bill for the wage increases in the
form of higher product prices. When
layoffs occurthey again must chip in to
subsidize the unemployed. And when
the whole house of cards tumbles, they
will see their community tax base
shrink as fed-up businesses shutter the
doors and relocate to more hospitable
economic environs.

Source: Bruce Bartlett, senior fellow, National Center
for Policy Analysis, March 20, 2002; see David Neu
mark, “How Living Wage Laws Affect Low-Wage
Workers and Low Income Families,” March 2002,
Public Policy Institute of California, 500 Washington
Street, Suite 800, San Fransisco, California 94111,
(415) 291-4400.

LOS ANGELES “LIVING W AGE” AS A

PERCENT OF POVERTY LEVEL
178% 180%
0%
OneWorker, Single Two Workers,
Family of Four Worker Family of Four

Note: Federal poverty level in 2000 was $8,959 for a single person; $17,761 for a family of
four. Assumes wage rate of $7.69 per hour.

Source: Public Policy Institute of California.
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Environment

Horse-trading
Environmental
Restrictions

Individuals and corporations prohib
ited from developing their land due te en
vironmental regulations can make it pay
another wayWhen a project would alter
or disrupt wetlands, the U.S. Army Corps
of Engineers can require what is called
“mitigation.” This means other wetlands
must either be created, restored or protect
ed. The result: a thriving wetlands devel
opment industry whereby companies en
hance or restore wetlands and sell
“mitigation credits” to needy developers.
= The General Accounting fidfe estt
mates that developers have paid $64 mil
lion to mitigate damage on 1,440 acres of
wetlands.
= The National Academy of Sciences es
timates that from 1993 to 2000 more than
24,000 acres were subject to mitigation,
with permit fees alone costing more than
$1 hillion.

Entrepreneurs are using similar mech
anisms to profit from other land considered
unfeasible to develop due to environmen
tal restrictions. For instance:
= Although Glenn Hawes couldialevel
op his 900 acres for housing, he was able
to create a mitigation bank containing as
many as 150 mitigation credits, five of
which he has sold to other developers for
between $65,000 and $70,000 apiece.
= And when the Corps refused to allow
Allegheny Power to develop a hydroelec
tric power plant that threatened some wet
lands, Allegheny sold the land to the U.S.
Fish and Wdlife Service for $16 million
— its value as real estate — and took a
$16.6 million “bagain sale” tax credit for
the acreage’'marketable environmental
values.

Many environmentalistsgure that the
lands preserved or restored through-miti
gation are not as ecologically valuable as
those developed. Otherguae that forcing
developers to shoulder the cost of wetlands
or habitat destruction — on average
$44,000 per acre — may cause themto re
consider the projects’ viability
Source: Ricardo Bayon, “A bull market in ... Woodpeck
ers?”’ Milken Institute ReviewyFirst Quarter 2002, Milken
Institute, 1250 4th Street, Santa Monica, Calif. 90401,
(310) 998-2600.

CAFE’'sFAILURE T O REDUCE
FOREIGN OIL CONSUMPTION

Percent of Oil
Imported

3%

18mpg 158mpg
Cars Light
Trucks

1975
Origind CAFE Standards &
Percent of Oil Importedto U.S.

Percent of Oil
Imported

27.5mpg

Cas
20.7 mpg
l )

Trucks

2002

Current CAFE Standards &
Percent of Qil Importedto U.S.

The CAFE
Standards Canard

at most, 1.5 percent of all human-
caused greenhouse gas emissions —
and raising CAFE standards to 40

Congress again has its sights set MPg would reduce those vehicles’

on raising the federal Corporate-A

erage Fuel Economy (CAFE) stan
dard, which requires auto manufac
turers to meet certain mileage

greenhouse gas output by less than
one-half of 1 percent — a negligible
amount.

= And a study by the National

standards. Advocates want to raise Academy of Sciences found that

the current CAFE standard of 27.5
mpg for cars and 20.7 mpg for light
trucks to 40 mpg for both.

They say this will increase erer
gy “security” and reduce global
warming. Howeverevidence sug
gests that raising CAFE standards
will not reduce U.S. dependence on
foreign oil, and will not déct global
warming. It will, howevermesult in
needless, preventable deaths.

= Although domestic new car fuel
ecoromy has increased 4 percent
since 1974, and light truck fuel eeon
omy has increased 56 percent,-peo
ple are driving twice as many miles,
on average, and imported oil has
risen from 35 percent of U.S. con
sumption to more than 52 percent.

=« The Environmental Protection
Agency estimates that car and light
truck emissions in the U.S. make up,

higher CAFE standards could actual
ly be counterproductive in fighting
global warming because the use of
lighterweight materials could cause
“indirect enegy consumption” that
“could substantially déet decreases
of those emissions achieved through
improved fuel econoniy

There are also safety concerns.
Researchers at Harvard University
and the Brookings Institution have
found that, on average, every 100
pounds shavedfafiew cars to meet
CAFE standards results in between
440 and 780 additional people killed
in auto accidents — a total of 2,200 to
3,900 lives lost per year
Source: H. Sterling Burnett, “CAFE’s Three
Strikes — It Should Be Out,” NCPA Brief
Analysis No. 388, February 13, 200ational
Center for Policy Analysis, 12655 N. Central

Expressway, Suite 720, Dallas, Texas 75243,
(972) 386-6272
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Faith-Based
Organizations
Help People Find
Jobs

Workforce investment agencies
in five U.S. cities have directed
some part of their federal funding to
faith-based ganizations to provide
employment-related services,- ac
cording to a study by the Urban In
stitute funded by the U.S. Depart
ment of Labar
= According to the Urban Institute’
telephone survein 2000, employ
ment service contracts with faith-
based a@anizations ranged from
$36,000 to $3.6 million in Fort
Worth, Baltimore, Milwaukee,
Pittsbugh and San Diego.
= Funding to faith-basedganiza
tions ranged from about one percent
to 10 percent of the local workforce
agencies’ budgets.
= In each cityone to three lge
church congregations reported
sponsoring more formal employ
ment-related services without pub
lic funding.

Most of the congregations con
tacted in the five cities did not pro
vide formal, extensive or prolonged
employment-related services.- In
stead, several reported they provide
aid on a case-by-case basis to people
who request or need help. The ser
vices included clothing for work,
transportation, employment ceun
seling, job mentors, basic computer
training and job search assistance.

Of the non-profit agencies
sponsored by faith-basedjaniza
tions that were surveyed — such as
homeless shelters, transitional hous
ing facilities or social service agen
cies — nearly half received public
funding and many provided em

ployment-related services.

Source: Demetra Smith Nightingale et al., “Faith-
Based Organizations Providing Employment and
Training Services: A Preliminary Exploration,”
February 1, 2002, Urban Institute, 2100 M Street,
N.W., Washington, D.C. 20037, (202) 833-7200.

71%

High School
Dropouts

Young

40% |

(18t0 29 Years Old)

83%
Black

Source: June E. O'Neill and M. Anne Hill, “Gaining Ground: Women, Welfare Reform and
Work,” National Center for Policy Analysis, NCPA Policy Report No. 251, February 2002.

Without Welfare,
Single Women Went
To Work

When welfare reform passed in 1996,
opponents warned of ominous cense

guences. |nstead’ the reform was a greatSOUl’CE: June O'Neill and M. Anne Hill, “Gaining

success. In the five years following, the
number of families on welfare has fallen 53
percent. Acting in their own best interest,
single mothers left welfare in unprecedent
ed numbers and found gainful employ
ment. In fact, the number of woman who
found work very closely mirrors the num
ber that have left welfare.
= Welfare reform accounts for more than
half of the decline in welfare participation
since 1996, and more than 60 percent of the
rise in employment among single mothers.
= By contrast, the contribution of a boom
ing economy was only 20 percent.
Opponents predicted that only the eas
iest cases would find work, leaving the
hardest cases behind. Howeeemploy
ment gains, and a resulting decline in-wel
fare participation, have beergiest among
disadvantaged single mothers:
= Welfare reform accounts for 40 percent
of employment gains among high schaool

welfare caseloads had more than double:

dropouts, 71 percent of increased employ
ment among women ages 18 to 29 year
and 83 percent among black women.

= Prior to passage of reform legislation,

since the 1960s.

Ground: Women, Welfare Reform and Wark Celeste
Colgan, ed Women's Agendgforthcoming, 2002),
National Center for Policy Analysis, 12655 N. €en
tral Expressway, Suite 720, Dallas, Texas 75243,
(972) 386-6272.
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