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ABSTRACT
Christopher George Faricy: The Politics of Public versus Private Sociahi@elf

(under the direction of Virginia Gray)

The United States has a divided social system in that both the public and private
sectors provide citizens with benefits and services. The effects of pgbgicgicontrol on
public social policy are widely known. An area of study less understood is hovapsiniis
influences private social benefits. | develop and test a theoretical arginaepolitical
parties' choice between indirect and direct social expenditures is pyimativated by a
desire to alter the balance between public and private power in society. Thajtwo m
political parties have divergent philosophies on the role of government in socidty tthee
significant differences in core democratic values and electoratioaaliFirst, | properly
conceptualize social policy as a choice between direct and indirect spendigg nsiv
data set of federal tax expenditures. Next, | find no statistically signifdifference
between the Democratic and Republican parties in annual changes to total social
expenditures. Additionally, my results show that Republican influence in tistakege
results in a higher ratio of indirect to direct social spending, more privet&-spending,
and increases to income inequality. These results have implications for detgrthe
providers and beneficiaries of social benefits, the balance of power in saciétgconomic

inequality.
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CHAPTER |

THE POLITICS OF PUBLIC VERSUS PRIVATE SOCIAL WELFARE

My dissertation attempts to recast our understanding of the relationshgebetw
political parties and social policy through offering a new theoretical aaguthat builds on
research from political institutions, public policy, and comparative politics. Gonwisdom
argues that the Democratic Party advocates for the creation and expansioal piregrams
while the Republican Party supports cuts to social benefits and spending. Thmnmadit
narrative misrepresents the reality of government activity in modericpolithe important
difference between the two major political parties is not in the total minodbuesources
allocated to social policy but in the modality of social financing mechanishe United
States has a divided social state in that both the public and private sectors prizéds cit
with social benefits and services. Public policy finances both these sectordegmuka
understanding of partisan politics is achieved by operationalizing sociey pslia choice of
policy tools. | develop and test a theoretical argument that political pattieice between
tax incentives, also known as indirect spending, and direct expenditures in fundihg socia
programs is primarily motivated by core democratic values and elegtmaks. This
dissertation demonstrates that partisan policy choices over social ptdicthalbalance of
power between the public and private sectors in ways that influence economiciipégual

America.



Politics is the authoritative allocation of values (Easton 1965). In the Unitex$ Stat
the interplay of liberty and equality determines political culture and corlithough U.S.
citizens recognize both values as being distinctly “American,” domediticaloconflict is
organized along the dividing line between equality and liberty. There is ael@@onship
between these two core values and the political ideological spectrum. Thehztlief
government should construct policy to encourage societal equality is a cornefdibasl
ideology. According to progressive theorists, the root cause of economic and social
inequality is the maldistribution of resources that occurs as a result of groapitglist and
unregulated capitalist economies. Liberal ideologues promote the use oirgenéto
correct for market failures or abnormalities that disrupt the equality seege®r a
functioning republican democracy. Conversely, conservatives view the potentiabédbuse
government power and the growth of the state as the major threat to individual liberty.
Therefore, conservative advocates promote government activity that shenk#uence of

the public sector and grows the private sector.

In this dissertation, | examine the role of political parties in both thdaégesand
executive branches in bringing about different ratios of indirect to direiel spending and
the resulting implications these changes have on private markets and econguattine
The government allocates financial resources to social programs ugigermethods such
as appropriations, grants, loans, and tax expenditures. In this project, | prasgnt
conceptualization of social policy as a choice between direct and indirestesquenditures.
This representation of social policy more accurately reflects théyreathe policy process
and therefore can better capture the true differences between the twolpaities over

how best to provide economic security. The use of indirect and direct social spelmisg al



for two new measurements of social policy: an aggregated measure thdésiobth
expenditure types and a ratio measure, demonstrating how the two spending types move
together. | expect that the new aggregated measure of social spending, wEseckegn
party control, to challenge existing theories of political party control hadging levels of
social expenditures. In addition, | expect the Republican Party to support thieinieect
spending that subsidizes businesses in social provision and redistributes incoméhierweal
citizens. Next, | present a theoretical argument on the divergent partiSaations for

social spending. The Democratic Party values producing more societatyegndluses
public policy to shift monetary resources to the public sector as a means to asatkae m
inequities and direct public monies to their constituencies. Conversely, Repubfeans a
primarily motivated in maximizing individual freedom from the perceived enbroaot of
government and, therefore, use public policy to move economic resources to the private
market and their constituencies. Subsequently, | offer a second unique deatgset
private-sector social spending. | predict that Republican Party congolvefnment results

in more indirect social spending (and less direct social spending), therebyashmul
business spending on social benefits and services. Finally, | theorize and telsttitreship
among political party control of government, the social expenditure ratiogatdiersus
direct), and income inequality. | expect that Republican Party controbsesehe ratio of
indirect to direct social spending, resulting in changes to the direction of income
redistribution and greater income inequality. Understanding these relationstriisas to
properly representing the size, scope, and scale of political party irdkiendhe American

social welfare state.



American politics is a battle over the proper balance between democracy and
capitalism. The concept of individual liberty is the most important feature ofetinedr
capitalism. Capitalism presupposes the freedom of labor, the freedom of cammpeatitl the
free exchange between buyers and sellers. Democracy rests on thegtisdt it
individuals are essentially equal since no one person possesses greatat imbih than
another person. The equality of common humanity is the undergirding of democratic
standards such as popular sovereignty, the universality of human rights, and theeguadrant
minority rights. Within the American political system, however, economiwidaalism and
egalitarianism do not easily coexist. The two major political partiesgepreontrasting
philosophies over the role of government in the economy. The Democratic Party has both
ideological and electoral incentives to use public policy to check the grow#pibélist
markets while promoting the “American” ideals of equality and fairness. Repuoblview
capitalism as the fairest and freest system for organizing human behavioegniblis
policy to assist businesses and reduce the scope of the public sector. As palgstat
party control of government results in changes to public policy that shiftsrpoegources,

and jurisdiction between the public and private sectors.



CHAPTER Il

A THEORY OF POLITICAL PARTIES AND SOCIAL POLICY

Since the New Deal, the fundamental dividing line between the Democratic and
Republican political parties has been over the size of the federal govérixtmt research
reveals a consistent relationship across time between Democratic&arot of
government and higher levels of domestic spending (Cooper and Bombardier 1968; Mayhew
1991; Cox and McCubbins 1993). Many of these same studies demonstrate that increased
Republican influence correlates with less government spending. While thémmsbias are
undoubtedly true, most empirical research does not take into account many afah®dis
used to finance public policy such as tax expenditures, grants, and loans. Theseqislicy
have all grown more popular in recent decades and constitute an increasing pei@entag
public financing efforts. The unnecessary exclusion of these financing iestisifvoth
restricts our ability to build robust theory and empirically misrepredéstfull effect of
political institutions on public policy. The focus on the size of government, repedgant
changes to spending through the appropriations process, misses much of the important
political action at the federal level. In this dissertation, | argueitiiasformations to social
policy occur not only in adjustments to the annual level of appropriations spending but also
in the modality of expenditures used to finance social benefits and services. The polic
choice that political parties' encounter in choosing between tax expenditureseghd dir

expenditures involves more than the deliberate selection of a mechanism to finarce publ



policy. The choice between indirect and direct spending is essentiallyadtaoing the

balance between public and private power in society.

Why would political parties in government use public policy, in general, and
government spending, in particular, to move resources from one sector of soarabyhier?
A political party's decision to finance the public or private sector is piiyraafunction of
their members' policy and election goals. The Democratic Party \edoisal equality and
therefore uses public policy to allocate monetary resources to the public sextmeans to
assuage economic inequities and progressively redistribute income to thetueotsst
Republican Party members are interested in maximizing individual econoetoifnefrom
the perceived advancement of government power and therefore use policy to shift public
funds to the private market. This theoretical argument challenges thbadealy the
Democratic Party actively supports social policy through increases tongoset spending.
In recognizing America's bifurcated social system, the analysigtyfganflict can move
away from debates over the size of government to the study of political paetiesptions
of social benefits as either a right of citizenship provided by the state or aociity'sold in
market. The difference between direct and indirect spending not only tilts thedala
power between the public and private sectors but also has tremendous implications for who
provides social benefits, who receives social benefits, and the direction of nitommaé

distribution.

This chapter is organized into the following sections: literature reviewigabknd
policy contexts, the theoretical problem, and a theory of political partiearad golicy. In
the literature review, | situate this project among research on politgtaltions,

comparative politics, and public policy. Second, | present modern political and policy

6



environments for this study from 1967 — 2007, which are salient to understanding the causal
mechanisms behind party influences on the changing social welfare stetd. Bl out the
theoretical problem in existing studies’ failure to properly conceptudlezeual nature of

public policy. Finally, | present a two-pronged theoretical argument ofqabigarties and

social policy that argues political parties’ policy and electoralsgaad primary in

determining changing levels of social expenditures in the United States.

Previous literature on political parties and social spending

Political institutions influence public policy outcomes. Specifically, pritparty
control of government has been found to affect policy, whether measured as important
legislation, regulations, or government spending (Cooper and Bombardier 1968; Ripley
1969; Sundquist 1973; Clausen 1973; McCarty, Poole, and Rosenthal 2006). As applied to
social policy, the Democratic (or leftist) Party continually expandskaelfare through
increases to government spending while the Republican (or rightist)d@attgcts social
programs through spending cuts. This resilient relationship has been found across time
(Erikson, Mackuen, and Stimson 2002), across levels of government (Fellowes and Rowe

2004), and across countries (Blais, Blake, and Dion 1993, 1996; Huber and Stephens 2001).

The relationship between political parties and changes to the socialesttite is
central to the study of comparative politics. Esping-Andersen (199Marmhree Worlds of
Welfare Capitalisnargues that three entities provide social welfare: the state, the naanttet
the family and that understanding the role of public policy in social provision hasoinacc
for political parties influence on all three units. Esping-Anderson presengstyipaogies

for social policy in advanced capitalist countries based upon worker decommanfificat



liberal, conservative and social democratic. The United States is quatifeebbral state,
given the dominance of the private market in social policy and the unique ratio of public to
private social welfare spending as compared to other Western induddrizdizens. The vast
majority of comparative research on social welfare policy focuselystwn public programs
and spending. Cross-national comparisons of social welfare that include only puhdimgpe
demonstrate that U.S. expenditures are lower than those of all other Europeaesountri
(Weir et al. 1988). Yet, to ignore tax subsidies for the private sector social spending
disregards over one-third of total social spending in the United States (JCT 2028)t Re
studies from the Organization for Economic Cooperation and Development (OECD) show
that if tax incentives for private social welfare benefits and public sectodisygeare
accounted for in total expenditure measurements, American social spendipgrasntage

of Gross Domestic Product (GDP) rises to the international average (Adein&005). In
table 2.1., thirteen OECD countries are compared across three differentftgpesl

spending categories in 2003: direct, indirect, and total expenditures. In ordhering t
countries’ social policy effort using the traditional metric of direct pudphending as a
percentage of Gross Domestic Product (GDP), the United States rardfsthesthirteen
nations. However, America’s social welfare effort ranks first in thegoay of indirect social
spending or tax subsidies. The final column displays total social spending, a caonbafati
the direct and indirect. The United States rises to ninth, just below Norway totahsocial
spending rankings, demonstrating the importance of including all expendituredsethen

calculating comparative social welfare efforts.

Public policy studies evaluate the role of government in the creation and

maintenance of America’s divided social system. Jacob Hackiee Divided Welfare State



(2002) demonstrates how public policy influenced the trajectory of private beaefits and

in turn how the private social system colored policy decisions about public sociemsog
Hacker argues that what is unique about the American system, from a coveparati
perspective, is not the low percentage of social spending but the extent tohehiclvate
market is responsible for the provision of social benefits and services. He profitsay a

of policy path dependence and feedback that demonstrates why the private sidevgyso hea
represented in the health care insurance industry but less so in the provisiongef old-a
pensions. Other scholars argue that the growth of the private sector is the mfisasig
change in modern social policy and is driven in large part by the increasechpolit
popularity of the policy tool of tax expenditures, or indirect spending (Howard 1997).
Typically, research on political parties and spending does not recognize te&istse of
subsidies and tax expenditures, which represent a significant portion of geneefiorts to
address social needs in the United States (Howard 1997, 2007). Tax expenditurealfor soc
policy are not part of the appropriations process and therefore not captured biudiests
political parties and spending. Tax expenditures are segments of the takatqutevide for
deductions, special exclusions, and credits for privileged individuals, organizatidns
activities. Christopher Howard argues that "most finance experts cotessidetpenditures to

be conceptually equivalent to direct spending” (1997, p.3). Therefore, a more accurate
depiction of the relationship between parties and social policy should consider indirect

spending side by side with direct social expenditures.

This dissertation offers a new theoretical argument on the motivations of the two
major political parties in selecting specific modalities of public polidtye two major

political parties each increase annual public spending in ways that alfgthwiit distinct



election and policy goals. This line of argument is similar to the idea of stvigmeup
liberalism offered by Theodore Lowi (1969). Lowi argued that the Americandaityle
pluralism was liberal in that it offered a positive view of the power andyabfligovernment
to shape societal outcomes and the public good was determined by the majority party’s
special interest coalition. | agree with Lowi that both political pditgse despite the limited
government rhetoric from the Republican Party, have activist views of thelfedera
government and use government power to distribute benefits and services to their
constituents. In addition, Lowi was correct in implying that conservative bechli
ideologies should not be thought of as a disagreement over the size of governmet. | dep
from Lowi in the specific motivations behind why political parties supportréiffieforms of
social policy. First, | argue that political parties allocate benetfidssarvices mainly to
electoral constituencies, not necessarily special interests. Novug #msmperfect division
given that many electorally important social-economic groups have organiesgsts
representing their concerns in social policy debates. In addition, | argymlitiaal parties
have incentive to select policy instruments that align with the party’s idealdganings.
Elected officials are interested in adhering to their party’s dominanoighefdr both
personal and political reasons. Often times, private citizens who decide to runderaofi
ideological outliers and are willing to undertake the sacrifices that cotingublic life for a
chance to produce policy outcomes that align with their ideology. Finally,idembgically
policy positions have a political payoff given that ideologically extremersare more

likely to vote, donate money, and volunteer for campaigns.

The full theoretical model of how political party control relates to social ypahd

economic inequality is in presented in figure 2.1. Specifically, the Republican Part

10



motivated by the core value of economic individualism and election goals use pulalc poli
to shift public resources and federal jurisdiction to the private-sector yhimidabg away
resources and jurisdiction from the public sector. Not only do businesses and wealthy
individuals hold a privileged position in the private-market, their activitieswavsidized by
Republic social spending patterns and policy. These social policy changes represent a
tradeoff, in that government revenue is distributed towards the wealthy bgctingifunds
and diminishing the scope of programs aimed at assisting the working cldgseshiff in
social policy results in redirection of national income towards the weadtthythrough
direct policy changes and the indirect effects policy has on the interactiom @dlblic and
private markets. In conclusion, Republican control of government correlates wittrazasie
in indirect social spending at the expense of direct spending resulting in arh gnaevéth of

income inequality.

The Political and Policy Contexts of the Study

The political and policy contexts of this study are salient to understanding the
postulates and theoretical argument of the dissertation. Specificallysehaf political party
polarization and the end of the Great Society era are important elements fdrebibigotry
and research design of this study. The time period of this study runs from 1967 — 2007 due to
the restricted availability of the data for indirect spending. Theretioeetheoretical
argument and scope of this project is situated in the recent forty year gedaot designed
to be ahistorical. Over this period, the most important political trend was thezpttariof
the two major political parties at both the elite and mass levels. Pqglititzaization is the
increased intraparty preference homogenization as evidenced by the iddglogition of
each party’s members moving closer together in space and time (Poole and R@9&dtha

11



McCarty, Poole, and Rosenthal 1997). For example, roll call votes in Congress are more
frequently divided between liberals and conservatives in the last fortythaarat any other

time since 1947 (Poole and Rosenthal 1997; McCarty, Poole, and Rosenthal 2006). Political
polarization in Congress has resulted in more ideologically extreme nerep&cing

previous legislators who were more moderate and therefore willing to craaslthand

work with the other party. As polarization increased, political parties actesl asamitary

actors in the policy process resulting in the emerging trend of “conditional party
government” (Aldrich and Rohde 1999). Aldrich and Rohde argue that as members’ policy
preferences homogenize, they have greater incentive to provide partyhgadetts the

power and resources to force ideological discipline, resulting in final godicyg decided at

the majority’s mean — not the chamber’s mean.

During the period of party polarization, political parties gained mordutistal
power in government. The majority party served as an important organizing meacianis
Congress, as party and caucus leaders became more willing to use their pakeers i
composition of committees and legislation. Kiewiet and McCubbins (1991) and Cox and
McCubbins (1993) demonstrate majority party influence on committee assignments
committee transfers, aggregate expenditure levels, and roll-call votinglugh&ends of
conditional party government and increased institutional power gave thetynpgitical
party greater power in distributive politics. In this study, | assume th&ighecratic Party
and its leadership have sincere preferences for liberal policy. ConyéhgeRepublican
Party and leadership have sincere preferences for more conservativepplibjioutcomes.

The second postulate that stems from these trends is that a political phetyriajority has

12



the institutional power to act as a unitary actor in the execution of trading offameft

spending for another.

In addition to elite-level polarization, the mass electorate polarizedcpdiiitas well
as along economic and racial lines. As the political parties polarizediitbssages and
contrasting preferences for public policy became more clearly comnteshiiwathe voting
public. As a result, party identification became more important to voters as peaipted
there were significant differences between the two parties on policygmeés across issues
areas (Carmines and Stimson 1989; Hetherington 2001: Layman and Carsey 2002). In
addition, mass partisanship has become increasingly correlated with income @astthe
century. As the two political parties polarized over economic issues, the dietiasa
followed their lead. The wealthiest Americans increasingly identitty the Republican
Party while working-class citizens are more reliably aligned wghDemocratic Party. For
example, the top income quartile was only marginally more likely to idemtifythe
Republican Party in 1956, but in 2000, those in the top quartile were more than two and half
times as likely to identify with the Republican Party as the lowest quéitCarty, Poole,
and Rosenthal 2007). Political parties have separated not only along class linembut ra
lines as well. The Civil Rights legislation of the 1960s sparked an exodus of white®out
voters from the Democratic to the Republican Party. As of the 1960s, the DemBaréatic
became more likely than the Republican Party to support aid to racial minorities, a
therefore racial policy developed as an important characteristic dividingohgarties
(Carmines and Stimson 1989). The high correlation of race and income class has odly serve
to reinforce the electoral and policy differences between the two majagdrtie

Democratic Party increasingly represents working class and minotiys while wealthier

13



whites identify with the Republican Party. The bifurcation of the electoratenhde it easier

for political parties in government to target their constituencies throlughges to social

policy.

The Social Policy Context: The End of the “Big Bangs” and the Rise of the Shadow State

Both the public and private provision of social benefits and services drastically
changed from 1967 — 2007. A basic responsibility of any government and the core of
domestic policy is the provision of social benefits and services to citizens. galaglis
commonly defined as any government effort to provide economic security to citizengh
protection against income loss and guaranteeing a minimum standard of living. This
definition allows and even invites us to examine all the ways through which government
activity determines policy outcomes. | incorporate two basic facts thatiaseng from most
analyses of the relationship between political parties and social poigtysfcial policy is
divided between the public and private sectors and second, public policy decisions finance

and regulate the private social system in the United States.

The public social system was created largely during the two “big bamngids of
social policy: the New Deal and Great Society eras. These periods of policygitorct
occurred when the Democratic Party controlled the executive branch andddiajayee
majorities in Congress. This study starts after the Great Societgdbedsof the big bangs,
and is generally referred to in public policy as an era of social policycétreent. During
this period of retrenchment, supporters of public social programs were forcetifyatipgs
existence and current level of social benefits rather than focus on socialepgdarysion. On

the public side, means-tested programs aimed at assisting the poorest\wiireasaled

14



back or devolved to the state level (Fellowes and Rowe 2004). In addition, many federal
social programs experienced policy drift. Policy drift occurs when sseralces and
benefits remain stagnant while inflation and changing labor markets erodedaheasd
generosity of social insurance (Hacker 2004). There were only a smatterirng sdcial
programs created during this time such as the Supplemental Security Inomgra® Pell
grants, Adoption Assistance and Foster Care, Child Care Block Grant, th€&tdten’s
Health Insurance Program and Medicare Part D. Medicare Part D subpidigesption
drugs by allowing citizens to obtain benefits through two private plans: PtestiDrug

Plan (PDP) or Medicare Advantage (MA). Conversely, popular non-means testeahpsog
such as Social Security and Medicare, added some supplementary programsgdintrease
generosity or had their payments tied to inflation. Recently, scholars hagaimszbthe
different path trajectories of means versus non-means public social psogndmelabeled
this period as selective retrenchment (Mettler 2007). Medicare and Medicadirgpe
increased dramatically mainly due to cost increases in the health careyinslusbnclusion,
the public social system experienced mixed results with programs for thengloor a
unemployed usually being scaled back while benefits for senior citizens atidahked

were maintained or expanded.

The private social system in America grew in large part due to changesim publ
policy. The use of alternative policy tools to fund private, mainly employer-bas&d s
benefits and services is often referred to as the “hidden,” “shadow,” or ‘isutgan” social
system. Just in the last forty years, the proportion of total Americaal speinding in
constant dollars that came from the private sector increased by more tharvéd¥oeigh

the United States already spent the most on private social welfare in theiatidadtworld
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(SSAY. Some of the most important tax expenditure programs for social welfaireatei)

in the period of this study. Two of the largest tax expenditure programs were expanded under
Employment Retirement Income Security Act of 1974 (ERISA), which edeagw tax

incentives for employer-based retirement and health care insurance. Un8&y, ERployer

plans must allow worker pensions after a determined minimum number of yeargioé s

and it also created the Pension Benefit Guaranty Corporation (PBGC) to insur@iesmpa
benefits plans. ERISA created new government tax subsidies, which provided companies
incentive to shift from defined benefit to defined contribution pension plans. Surprisingly,
ERISA had even more of an impact on employer health insurance than it did on employer
pensions. Although the act did not require employers to provide health insurance, it heavily
regulated employers who volunteer to establish an employee plan along aithgcthe
accompanying tax deductions and exclusions. There have been a number of amendments to
ERISA’s health insurance component including the establishment of the Consblidate
Budget Reconciliation Act (COBRA) in 1985, which is insurance for the unentgplayel

the Health Insurance Portability and Accountability Act (HIPAA) in 1996 that pitshi

various forms of discrimination. The Earned Income Tax Credit (EITC), tpedband most
expensive federal program to ameliorate poverty in America, was passed in 19T Che

was expanded in eligibility and generosity in 1990, 1993, and 2001. Finally, a number of tax
credits for higher education were passed in the late 1990s along with the Childe@axIGr

this period without significant Democratic majorities, important indireaaspcograms

were passed and expanded. The previous growth in direct social spending durireathe G
Society era created political incentive to scale back public programs in the 1980s and 1990s

while it created positive incentives for the extension of private socialneeRepublican

! Social Security Administration
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leadership interested in dismantling the public social welfare state &allaviwo-pronged
strategy of not only decreasing, devolving, or drifting public benefits but creating
alternative social policy infrastructure through increases to tax subfdi#® private

sector.
The Problem: The Divided American Social Welfare State

The United States has a divided social system, one public and the other private. In
ignoring private-sector social benefits and the government subsidiestratdithem,
scholars have unnecessarily excluded a significant amount of governmetry &ctitheir
research and the means through which most American citizens receivdspefds and
services. This dissertation, working from scholarship in public policy and convearati
politics, treats social spending as having two elements — a direct and ipditeeind a
social system with both a public and private side. In 2008, there were 44,831,390
beneficiaries of Medicare and 50,898,396 citizens that received assistance imtbé for
Social Security on the public side of the divided welfare Stdderring the same year, over
158 million citizens received health insurance through their employer or thizieps
employer-sponsored health care plans and over 101 million people were enrolledan pensi
plans through their employ&dacob Hacker (2002) ifhe Divided Welfare Stateaces the
historical development of public and private pensions and health care. Hacker argties that
differing characteristics of public versus private social welfemeefits presented alternative
policy approaches and costs to political parties. In his analysis, tleaicomx of social

benefits and services is a function of the particular dual path developmentfqrodiay.

% These data are presented by the Social Securityifistration in their annual report for 2009.

% The data on private health care coverage are theriKaiser Family Foundation's report on Employer
Health Benefits for 2008 and the pension data aaéable from the Bureau of Labor and Statisticeatdase
(BLS).
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Hacker demonstrates that the decision to finance public versus private sodié bese
consequences for social policy administration, beneficiaries of social patidythe political

incentives for groups to lobby for changes to public policy.

Public policy tools can be used to finance either the public or private social
systems. The last forty years has witnessed a tremendous growth in thigydivgrslicy
tools, which are simply defined as ""a method through which government seeks polic
objectives” (Salamon, 2002, pg.29). Numerous and varied government tools are used to
finance private social benefits including: tax expenditures, grants, regslaiban
guarantees, government corporations, and loans (Hacker 2002; Howard 1997; Kettl 1997;
Salamon 2002). | focus on tax expenditures, or indirect spending, since this has &ecome
increasingly common method used by the federal government to finance sogiahpso
Direct and indirect spending are the two largest categories of public expenddr social
policy that together summed to over $1.5 trillion dollars in 2006. In order to place this
number in context, total U.S. budget expenditures in 2006 are listed at $2.6 trillion dollars

(Jones, True and Baumgartner 2007).

The Policy Effects of Indirect and Direct Spending in Social Policy Analysis

Tax expenditures represent a method of counting in real dollar terms the cost to the
U.S. Treasury of tax exclusions, deductions, and credits. Economists argue bnaakax
should be considered “expenditures” since these instruments target moneyito speci
populations or activities and have the same effect as direct spending on beesfitiar
market, and the budget (Howard 1997; Burman, Geissler, and Toder 2008). Tax expenditures

for social welfare have grown as a percentage of all tax expenditures andonesent close
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to 60% of total tax expenditures in the United States. Tax expenditures grarthey means

of indirect public spending used to subsidize employer and private social benefits.

Christopher Howard (1997) presents an analysis of how tax expenditures fopsbcial

differ from public social programs in that most tax breaks for social benefitsinitially

passed without much organized debate and spread out over decades as opposed to originating

in the “"big bang" periods as public social programs did.

The majority of tax expenditures -all but refundable tax credits- ha\essagr
effects on income redistribution. Since the income tax has a progressive sttagture
expenditures formulated as deductions or exclusions generally reduce thegvigref the
tax system. Tax expenditures regressively redistribute income by redwerage tax rates
more for higher marginal rate taxpayers than for lower marginal rgiaytars. For example,
if a worker in the 40% bracket is allowed to exclude $10,000 from personal income, that
worker receives a tax expenditure of $4,000. If a similar worker in the 20% bracket i

allowed to exclude the same $10,000, the tax break is only $2,000.

Table 2.2. presents the redistribution of national income by income class from
selected tax expenditures for social welfare. The relationship betweereintasa and tax
subsidies is clear. For the child care tax credit and student loan interegtatedbere is a
positive relationship between class and benefits with increases to incoelatoagrwith
more generous tax payments. The lone exception to the regressive nature tdosocial
expenditure programs is the refundable Earned Income Tax Credit (EITGundlable tax
credit, as opposed to a nonrefundable, allows a taxpayer to reduce her income below zero a
thereby qualify for a tax refund. Only those taxpayers who itemize their pedsshetions

receive benefits from tax expenditures. As of the mid-1990s, only one in threectaxpagn
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itemized their taxes beyond the standard deduction. Since home ownership alorg with it
accompanying deductions for interest and property taxes is almosiadsesn individual

to itemize, it is fair to say that the majority of tax expenditures for lsbergefits are
government subsidies for wealthy homeowners. According to data from the |.Rp&yetiex

in higher income brackets are much more likely to itemize their deductions thamthose
lower brackets. In addition, the use of deductions, exclusions, and exemptions excludes
nontaxpayers, the poorest Americans, from tax benefits for social purposes. Tibatiomd
are that when social spending shifts from direct to indirect methods, the inatistalnetion

effects associated with social policy become much more regressive.

In contrast to the private social welfare state, the public social sigstentded
through direct spending measures and progressively distributes finaecedits. Public
social programs are often organized into two broad categories: means and noestedns t
Means-tested programs are aimed at reducing poverty throughnassistking class
citizens with aid, assistance, and training. These programs by designgaesgine since
they draw on the general tax base and redistribute income and benefits elyctissirethe
income ladder to poorer citizens in the form of cash or services. Nonmeans teisted soc
programs are universal and therefore not designed to be explicitly progressive but have
progressive financial effects nonetheless. Research shows that the indmtnduéon of
Social Security and Medicare disproportionately benefit citizens down theéladder

(Jacobs and Skocpol 2005).
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A Partisan Theory of Social Policy

A political party's decision to finance the public or private sector is piiyreari
function of its values and election goals. The Democratic Party valuetasegeality and
uses public policy to allocate monetary resources to the public as a meansge ass
economic inequities and progressively redistribute income to its constitueritse Other
hand, Republican Party members are interested in maximizing economic freedothd
perceived advancement of government power and use policy to regressiftgiylsic
funds to the private market and conservative constituencies. In the followirgnsetti
explore the values and electoral motivations for the two major parties’ positionsdammm

social policy in America.

Core Values, Ideology, and Social Spending

Core values determine citizens’ ideological disposition in American politics b
constraining individual attitudes and preferences for public policy. Sociahqplegical
literature shows the importance of core democratic values in structuriplpiseattitudes
and opinions about preferences for policy outcomes across issue areas (Converse 1964;
Lipset 1979; Feldman 1984; Maio and Olson 1998; Peffley, Kniggie, and Hurwitz 2001,
Keele and Wolak 2006). Ideology and core values are closely relateideSeified liberals
consistently rank egalitarianism as their highest personal value whiemvatives select
individual freedom as their most important core value (Feldman 1988; Jacoby 2006). When
survey respondents are asked to decide between preserving a free-nuanrtetyeand
enacting measures that promote greater social and economic equalityy&ibrese

emphasize capitalistic values while liberals emphasize democraticvahoby (2006)
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finds that ““people who believe that liberty is more important than equalitjsareare

likely to favor reductions in government spending. Conversely, those who value an
egalitarian society apparently recognize the relevance of governrapeataling and services
for achieving this objective” (718). Feldman (1988) argues that “support for egiaalism
leads to support for a broad range of government social service spending and aid to
minorities, while economic individualism is associated with preferencesrfwre limited
federal government and limits on welfare spending” (p.123). In addition, thisstadyealso
demonstrates that party identification had a very limited impact on individssilie

preferences once controlling for core beliefs.

Research demonstrates that there are two prominent core beliefs thedahe
applicable to the formation of American political culture: support for economieidhuilism
and belief in equality of opportunity (Lipset 1979; McClosky and Zaller 1984; Feldma
1984). Economic individualism is based on the idea that people should advance through
their own hard work in the marketplace. Equality of opportunity is the belief thatlforma
equality is a right regardless of a citizen’s socioeconomic status. Thesgetiit partisan
value hierarchies create hard and fast party preferences for one sectmaitier and by
extension specific types of spending tools. The result is that Democrats ias@alary to
move economic resources and legal jurisdiction to the public sector, and conversely,
Republicans use policy to allocate resources and jurisdiction to private markéts. Ea
political party, once in the majority, has a choice between two types of sperading:
direct expenditures administered by government bureaucracies that propnate e
opportunity and indirect expenditures administered by the private-sector whigitaslva

economic individualism. Therefore, Democratic majorities will increasedsocial
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spending at the expense of indirect spending and the Republican Party will suppagaac

for indirect social spending and not direct expenditfires.

One reason for political conflict is that these dueling values cannot be easily
dismissed by elite ideologues. Conservatives cannot ignore equality and aeyraxcore
values in the U.S. while liberals cannot dismiss the values of economic individaalism
limited government. McClosky and Zaller (1984) argue that “ideologicalicba8 exists in
America is confined within a broad framework and of almost universal public sdpptre
basic values of capitalism and democracy” (p.276). Recognized liberal andvatinse
opinion leaders use identifiable rhetoric and support different public policies)yhere
effectively creating a set of ideological conventions for organizingicobitween the two
prominent values of political culture. Core American values are communicatednosdryt
politicians and maintained through stable political institutions (McClosky alher 2884).
Additionally, the mass electorate learns of core values from the set of \weldlpeliefs and
norms about the relationship between citizens and their government represented in the
political ethos. Members of the mass electorate who pay close attentiitits pecome
aware of these organizing conventions and internalize the partisan valigentiost icentral
to their own predispositions. Political sophisticates place more emphasis oalc@®in
constructing their opinions and demonstrate an ability to rank order values itotiraedi

hierarchies (Jacoby 2006).

Distributive Politics, Political Parties, and Social Policy

* There is some evidence that conservatives haamgarlgap between their first value of individual
freedom and equal opportunity while liberals havararconflict between their preferred value of equal
opportunity and individual freedom (Feldman and&tal992).
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Political parties use distributive politics to the electoral advantageiof t
members. Kiewiet and McCubbins (1991) argue that “it is in their spending ipsdhat
parties tell the electorate most clearly what policies they favor andgndngps they
represent.”Distributive politics is an institutional commitment by political patie aid
incumbents in delivering tangible and traceable benefits to their constesemnci
congressional districts. Political party members have become incrgasanginced that
legislative pork, skillfully targeted, produces votes from their constitue(&learez and
Saving 1997; Levitt and Snyder 1997). Research demonstrates that politiesl qaat
especially adept at targeting fiscal benefits to specific voting grbomsgh the
appropriations processhe appropriations process allows political party members in the
majority to narrowly direct public projects, funds, or services back to théiictsr loyal

party supporters.

A political party in the legislative majority uses its institutional parsito
disproportionately benefit its members, often at the expense of the minorityNamigrous
studies demonstrate that districts of majority party members have bespdisipnately
favored in the distribution of defense dollars (Carsey and Rundquist 1999), transportation
funding (Lee 2000), and federal grants (Levitt and Snyder 1995). Legislatoesh&ihg in
the majority party since they can form intraparty minimum winning coast{MWC) and
thereby maximize their personal electoral and legislative beneiiter(B962). The clear
benefit of majority status is the power of institutional discrimination thatvalfor the
targeting of legislative pork to supporters and enhancing the ruling pbpacty’s electoral
prospects. The majority party protects itself against charges offwagiending from the

minority party by including some minority members in the distribution of benefits
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In addition to targeting pork back to their home districts, political partiethese
appropriations process to target benefits towards loyal voting groups. Levityader S
(1995) conclude that parties in the United States target types of voters andwiduaidi
member districts. Specifically, Levitt, and Snyder (1995) find “that Deatioctontrol of
both the House and Senate over most of the post-war period has allowed Democrats to
fashion a portfolio of spending programs that disproportionately benefit their comistitiie
appears that parties in the United States can, given enough time, targef tyqess, but
they cannot easily target individual districts” (p.961). In this same studticaloparties
were most effective in directing spending types that are allocategl fesmulas and
program funding that was created under the majority party’s control. In this sardye
that the bifurcation of voting groups by ideology and class allows both politicagtoti
design social legislation that redirects resources towards their sup@orteaway from the

opposing parties’ constituents.

Political parties use “off-budget” policy tools to distribute government benefits
loyal party supporters. In contrast to direct spending, indirect spending pfassegh a
smaller number of legislative committees and is not subject to an annual rékieeprivate
social system is subsidized by alternative public policy tools and distriiméesial benefits
to wealthier citizens. Assistant Secretary to the Treasury StantegySnvented the concept
of tax expenditures in 1967. Secretary Surrey wanted members of Congress anHaMbé
administrators to compare in real dollars the money spent in one categorys siectitla
care, through the appropriations process and the tax code. Therefore, majbeisygaar and

do use the tax code to direct resources in the same way they use the appropriagsss proc
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The public and private social systems serve different populations. The two
political parties select different social spending types due to the diverget @idéicts of
direct versus indirect expenditurdsdirect spending directs most financial gains towards
two important Republican voting blocs: wealthier citizens and businesses. Asembnt
finds that the Republican Party uses alternative spending tools to distributergemte
goods and services to their constituencies. Bickers and Stein (1996, 2000) demonstrate in
periods of Republican control of government, there are increases in contingiitieka
which include direct loans, guaranteed loans, and federal insurance programsyjé®sé
spending programs underwrite risks for individuals and groups by guaranteeing that the
federal treasury repays any loss. Contingent liabilities benefit aalfican constituencies
including small businesses, farmers, and entrepreneurial businesses. Ipemdatg
initiatives are worth more per unit to taxpayers in higher tax rate bratkgker-income
citizens identify more with the Republican Party, especially in recentldechot only do
wealthier citizens benefit from increases to indirect spending but so do fintrmagal
private health insurance companies, and general business interestst spaineing
subsidizes private social benefits which in turn help the bottom line of financialtfiah
offer 401ks and 403bs as well as private health insurance companies that work with

corporations in offering employer-sponsored health care through the priviet.mar

Indirect social spending methods that finance private social benefitsraings
disproportionately benefit groups that identify with the Republican Party. Thidigtn of
private social benefits is biased towards people who are white, work felffdintarge
companies, and earn high wages. According to a recent study from the Comgilessi

Research Service (CRS), in 2005 the percentage of 25- to 64-year-old workergrivatse
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sector who participated in an employer-sponsored retirement plan was 45%. Black,
Hispanic, and other non-white workers were less likely to have participatacemg@oyer-
sponsored retirement plan than white workers. In 2005, 57% of white workers pauiapate
an employer-sponsored retirement plan, compared to 46.5% of black workers, 29% of
Hispanic workers, and 48.8% of other non-white workers. The percentage of part-year or
part-time workers in the private sector whose employer sponsoreceanetirplan was

39.9% compared to 69.5% of full time workers in 2005. Only 25.3% of workers at firms with
fewer than 25 employees patrticipated in an employer-sponsored retirement plaarexbto
45.2% of workers at firms with 25 to 99 employees and 65.4% of workers at firms with 100
or more employees. There is also a great deal of variance by incomeglasx;.5% of
workers whose earnings were in the lowest quartile (under $25,000) participated in a
retirement plan at work compared to 70.3% of workers whose earnings were in the top
guartile (above $60,000). When social spending moves from direct to indirect, government
subsidization shifts from more vulnerable to more privileged constituenbiesine likely to

identify with the Republican Party.

The beneficiaries of federal government social programs are the giderly
disabled, the unemployed, and the pdoddition to these target groups, federal social
programs disproportionately serve racial minorities, ethnic minorities ane $emghle-
headed households. The major public social programs in the United States werk crea
under periods of unified Democratic control of government. Therefore, the comgiifsie
that benefit from public programs expect the Democratic Party to protect andlesquaal
benefits and services. The first set of federal social programs centeredarS8ouarity and

created a generation of loyal “New Deal” Democrats that benefibed public works
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programs and have continually identified with the party for decades. Voting grotips tha
benefit the most from public social programs such as the elderly, Blacksyd,avomen,

and the working class consistently identify more with the Democratity Bnd are more

likely to trust the Democrats in dealing with the issues of Social SecMidgicare, and

general welfare services. Additionally, high-income liberals who valeie political identity

and are primarily concerned with government support of underrepresented populations and
the creation of a more egalitarian society often identify with the Deatsocfhe Democratic
Party gains an electoral advantage through increases to public social spamcbrige

financial and social benefits accrue disproportionately to voting groups thafyideitti the

party.

Conclusion

American politics is a constant push and pull between principles of pure capitalism
and pure democracy, and nowhere is this more evident than in partisan debates surrounding
social policy. In fact, the tensions between the two systems organizeiaradeapolitical
conflict in the United States. Capitalism is primarily concerned withmmiaxig economic
individualism and private profit while democracy aims at fostering equaldypablic
goods. Capitalism holds that the private market is not only the most efficient butélke fa
method for distributing goods and services, including social goods and services. @&socra
support the rights of democratic majorities to override economic market meunbkdais
assuage economic and social distress resulting from the uneven distributisouotes by

capitalist economies.
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The important difference between the two major political parties is not iottde t
amount of financial resources allocated to social policy but in the modalitgiaf so
financing mechanisms. This dissertation addresses political partyatnartis and strategies
in financing public versus private social welfare benefits, as well agshiéiing policy
effects. Political parties can alter the delicate balance of povgerciety by favoring one
over the other in ways that reflect the party’s ideological and eleatteadsts. | include
empirical work focusing on the role of political party control in determining treztion of
the social welfare expenditure ratio, the effectiveness of tax incemtigésmulating private-
sector social expenditures, and how changes to direct versus indirect social spending

influences economic inequality.

An Addendum: Public Opinion and the Divided Social System in Anréca

The American public is attentive and dynamically responsive to actions of the
federal government and the federal government responds to movements of the mass
electorate (Erikson, MacKuen, and Stimson 2002). This work generally speaks well for
conceptions of democratic representation and democratic accountabilityunitad States.
Contrary to this prevailing view of the American political system as opémgnamic is the
idea that policymaking is restricted to a small group of political actongsalicy
monopolies,” “subgovernments,” or “iron triangles” (Lowi 1955; Schattschneider 1961)
According to these theories, there are specific types of policy avefisas tax expenditures
for private social programs, which are so narrow in scope as to diminishidme gaif

public opinion and invite the influence of special interests. Therefore, dependent upon the
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policy arena, the American political system is either open and respongiublio opinion or
closed and vulnerable to the demands of special interests. These two differepticoscé
the policy process perhaps best describe the state of research withteegmeerican social
policy. The public is generally attentive and responsive to change®atfederal social
appropriations—the amount that the federal government spends in particular soai@sdom
(Wlezien 1995, 2000). Converseigdirect social spending is thought to be “hidden” from
public view (Hacker 2002, 2004; Howard 2007) and much less subject to public influence.
Models of indirect social policy imply that these types of policies haveesaurxl
consequences so obscure that they diminish the saliency of public opinion and invite the
influence of special interests. In this section, | present the beginningbaxrg of public
opinion and the divided social system. | theorize that voters have preferenctéeawode,

and not the size, of government in society. These preferences are normiatiytdistin
society and provide negative feedback when policy moves too far in one direction or the
other. Therefore, changes to mass public opinion produce divergent patterns of social
spending and distribution of benefits. | expect a public that is attuned not only tdetiog r
government in the social policy arena, but also the redistributive effect$epéni types of

social policy.

A micro theory of voters and preferences for social policy

The dominant view of mass responsiveness is that the public behaves as a political
“thermostat” (Wlezien 1995), adjusting its preferences for the size and stctifgefederal
government in response to changes in public policy. In this model, the public is a@ollecti
of individuals distributed along a dimension of preference for “more” or “lessakpolicy.

For example, if policy starts at the social policy median, which divides the ublic’
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preferences in half, then as direct social spending rises or falls opinianavd in the

opposite direction. Wlezien (1995) argues that voters don’t have specific prefdmraes

exact amount of social policy in mind but rather reveal relative preferesrcéadre” or

“less” policy. There are two necessary conditions for this model. One is that ithyegreh

must be large enough so changes can be observed or experienced by the mass jauloljc. Sec
it must be important enough to warrant attention from political elites, the madithea

public.

In applying the thermostatic model to a broader conceptualization social
policy, presented in this project, it becomes difficult to argue that citizeng'at
preferences are about more or less policy. First, the way social polieynedrby political
and media elites convey information about disputes concerning the role of government in
society. The two major political parties disagree as to whether socisesesuch as health
insurance and pensions are a right of citizenship, as believed by most liberaisnsumer
good, as believed by most conservatives. This fundamental disagreement has oaathing t
with the magnitude of social benefits but rather which sector of society shoulthkave
jurisdiction to provide and regulate social services. Second, core democratic traicteses
individual's positions across social policy issues. Citizens who value moretggualbciety
will translate this view into the government taking a more active role in funding and
providing basic social services. In contrast, individuals that value more ecoineatiom
will support a role in government that assists the private market. Thesentiferare the
underpinnings of the liberal-conservative ideology spectrum in American politierefore,
| would tweak the thermostatic model by arguing that the mass public is eioollef

individuals that have relative preferences for the role of government in sodiese T
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preferences are normally distributed and provide negative feedback as thexgmniditere
ratio moves in one direction. For example, as indirect social spending is tradeddui@dd
social spending, moving policy in a conservative direction, the mass publiesgtbmd by

calling for a more direct role of government in society through increasestb sibending.

It has been argued that survey questions tap into a voter’s perceived desires f
more or less government or more or less policy (Wlezien 1995). In fact, therergre ma
survey questions from both the GSS and NES that could be interpreted as tapping people’s
preferences for the role of government offering either a more public or riaged solution
to the problem of economic security. For instance, take the following two exafmpiethe

GSS and NES respectively:

Here are several things that the government in Washington might do to deal with the
problems of poverty and unemployment. | would like you to tell me if you favor or oppose
them. - Would you say that you strongly favor it, favor it, neither favor nor oppose it, oppose
it, or strongly oppose it?

A. Giving businesses and industry special tax breaks for locating in poor and high
unemployment areas.

B. Spending more money on the schools in poor neighborhoods especially for pre-
school and early education programs.

C. Provide special college scholarships for children from economically disadedntag
backgrounds who maintain good grades.

Some people feel there should be a government insurance plan which would cover all
medical and hospital expenses for everyone...others feel that all medicalesxgiemslid be

paid by individuals, and through private insurance plans like Blue Cross or company paid
plans. Where would you place yourself on this scale, or haven't you thought much aBout this
(7 point scale)

1= Government Insurance Plan
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7= Private Insurance Plan

The first question from the GSS presents two direct government options and one in
which the government works through the private market. The second question from NES
does not present an option of government subsidization of the private market but might pick
up an individual's preference for whether she views health care as a rigiteriship and
therefore under the jurisdiction of the government or as a good that can be provided by the
market. In conclusion, questions that have traditionally been interpreted as tapping i
preferences for the size of the government might be reinterpreted dterew better
evaluate the ideological differences between public support for more pubtieimien

versus private subsidization.

How changes to social policy influence mass opinion

The clandestine nature of the policy process for tax expenditures hasinesulte
the idea that changes to indirect spending should not influence public opinion. The use of
indirect spending to finance social programs has been referred to as “hiddemgttav
state,” and “subterranean” (Howard 1997; Gottschalk 2000; Hacker 2004). The limited
number of congressional committees involved in policy process of indirect sperding, a
with the lack of annual review, provides institutional barriers and disincentiviesfonass
electorate to learn, understand, and react to spending changes. Indirect spevisimns
are created or expanded in revenue or tax reform bills and not through the annual
appropriations process. In addition, the Senate Finance and House Ways and Means
committees have exclusive jurisdiction over indirect spending bills and selbethas

approving and “appropriating” committees. Since indirect expenditures do not pass throug

33



the appropriations process, the provisions are not subject to any annual review process. |
contrast, direct spending measures must pass through standing commitigessadiction

over a specialized policy area as well as the Budget and Appropriationstteesrthat fix
discretionary spending levels for each budget category. Indirect spendingnpsdgr

private social benefits are administered by the Internal Revenue SgRi&).° The

reduced scope of conflict for indirect spending measures privileges the speaul

interests groups and could diminish the importance of public opinion (Schattschneider 1960).

The public, at least in the aggregate, is attentive and responsive to both the policy
actions of the federal government and the consequences of those actions. Tloistétierm
model provides a straightforward conception, rooted in classic systems theoriggasf pol
(e.g., Easton 1965), of how the public reacts to changes in the policy environment. In
essence, this is a model of negative feedback to policymakers, as the puishs itslj
relative preferences for public policy opposite the dominant ideological direction of
policymaking activity. For example, when public policy moves in a conservatieetion,
citizens notice these changes and respond by demanding comparably morpdibsyral
Advocates for this model posit that if levels of federal social spendingase, public
demand for additional spending decreases (and vice-versa). This type of resgsssive
bodes well for representative democracy, as it implies a public that is britadiyve to the
actions of federal policymakers, and that provides strong incentives for eldatedsoto

consider the wishes of citizens when crafting policy (Erikson et al 2002).

®The I.R.S. rarely investigates the individual detthns that citizens claim for social purposes dad
not monitor or evaluate employer or private sosgnding (Toder, Wasow, and Ettlinger 2002).
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E.E. Schattschneider (1935) rightly observed that “new policies create a new
politics”. Public policies, once enacted, reshape the political environmentjaigpior the
mass public. Pierson (1993) theorizes that there are two “policy feedback’lgpepply to
the policy-mass public relationship: resource effects that determine haepaihape the
distribution of incentives, and interpretive effects which influence how patinyeys
information about the political environment to citizens. First, social policy prevasources
to citizens in two ways: through social and financial benefits. The two typesialf soc
spending, direct and indirect, allocate social benefits to different populatidnedistribute
national income in opposing directions. Second, direct and indirect social spending are
communicated by elites and therefore interpreted by the electorateeggedit ideological

policy prescriptions to the problem of economic insecurity.

The two modalities of social policy tools, direct and indirect, have distribufieete
that should produce distinct patterns of public response. An increase in direct socialgpendi
targets vulnerable populations such as the elderly, the working poor, and the unemployed by
distributing social and financial benefits down the income ladder. It also iesrteesrole of
the federal government in directly providing benefits and social servicesednsipending
accrues social insurance to wealthier, professional workers in theepmaaket through the
upward distribution of social and financial benefits. It does so by enhancing therposit
private and market-based actors in the provision of benefits by the use ofddagete
expenditure programs. The public, in other words, generally treats direclfede
appropriations in social welfare domains as “liberal” public policy sincalistrédbutes
wealth downward. Conversely, indirect social expenditures allocate publicaedour

businesses and private organizations while redistributing wealth upward asfdrénshould
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be perceived as “conservative” policy. Following the thermostatic logimers should thus
respond to increases in direct social spending by increasing their desnéoahservative”
public policy solutions and respond to increases in indirect spending by increasing the
demand for public policy liberalism.

Political and media elites publicize changes in policy in ways that all@emc# to
learn and understand the current ideological direction of public policy. Padgriehave
substantial incentives to communicate policy changes in digestible and meafrangks
(Sniderman and Theriault 2004). In this project, | theorize and find evidence foeldésr
in political parties’ preferences for direct versus indirect social spgnBor example, if an
election produces new majorities for the Republican Party, the resulting aolion will be
to increase indirect social spending at the expense of direct spending. jbhgy/mparty,
often using the bully pulpit of the presidency, will communicate through all availaibliees
the benefits of recently passed legislation, using typical partisandgeduakoff 2002). In
my example, the media will cover the general rise in tax breaks and, duerewttien of
‘balanced’ presentation, will communicate the policy as both needed tax reiiefcdey
Republicans and Democratic criticism of tax breaks for the rich. Thefaet @fll be that a
sufficient swath of the electorate will read, hear, and learn about the diogmgaic policy
and update their preferences accordingly.

| expect that public opinion influences subgovernments because while the policy
process of tax expenditures may be hidden, policy effects are not. | atirgast scholars
that the process of tax expenditures is subterranean and highly influenced alisfeests,
yet the effects of tax expenditures are felt by the public. First, taxditpees for social

programs represent a substantial part of federal expenditures, tataego $700 billion in
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2008. Next, changes to tax expenditures are communicated to citizens by the miediesas s
about the general direction of tax breaks by employers, tax specialists, unions, and
accountants concerning employer-provided social programs, and through friendsignd fam
who itemize their returns. Finally, most of these tax expenditure prograrnghahe

regressive and redistribute enormous sums of money to the wealthiestamehncreases

in tax expenditure programs are often accompanied by cuts or stagnant directgspendi
trends, so the upward movement of financial resources would be noticeable to soome porti

of the population.
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CHAPTER 1lI
TAX EXPENDITURES: THE OTHER SIDE OF SOCIAL SPENDING

In a radio address on Octobef 18008, Senator John McCain, the Republican
candidate for President, opened a new line of attack against his Democratic ofgoratat
Barack Obama. Senator McCain charged that, “Barack Obama's tax plancaouedt the
IRS into a giant welfare agenagdistributing massive amounts of wealth at the direction of
politicians in Washington. | suppose when you've voted against lowering taxes94dsn
Senator Obama has done, a new definition of the term "tax credit" comes in halehst At
in Europe, the Socialist leaders who so admire my opponent are up front about their
objectives. They use real numbers and honest language. And we should demand equal candor
from Senator Obama. Raising taxes on some in order to give checks to others ig ©at,a ta
it's just another government giveaway” (McCain 2008). Tax breaks, formally ka®vex
expenditures, have been used to fund social welfare benefits and services tredagh th
code since the passage of the progressive income tax in 1913 (Howard 1997). According to
the Joint Committee on Taxation, tax expenditures amounted to $945 billion worth of
government spending in 2007, or 10% of Gross Domestic Product (60% of total tax spending
went towards social programs). In 1967, the Joint Committee on Taxation (hetfeafi€T)

first identified 50 items as tax expenditures; forty years later ugimtas methodology in



2007, the JCT listed 170 tax expendituteBhe growth of tax expenditures has
fundamentally changed the government’s role in financing, providing, and admingjste

social benefits and services in the United States of America.

The goals of this chapter are to present an introduction to the tax expenditure concept
and to analyze the growth of tax expenditures during the modern era. Tax expeadiures
used by governments primarily to subsidize private-market activitiesdautan be utilized
to provide tax-free public benefits and services. Once a policy area is designaiaeite
funding, political actors can choose between direct spending and tax expenditungsethe
known as indirect spending. The political choice of tax expenditures to fund policy wigecti
results in a less visible policy path, more regressive income distributionztsetiad an
altering of the balance of power in society towards the private sector aydraw the
public sector. This chapter is organized into the following sections: the conceypt of ta
expenditures, the methodology of tax expenditures, the policy process of tax expgnditure
the policy effects of tax expenditures, the growth of tax expenditures duringtiegmera,

and tax expenditures for social welfare policy.
Tax Expenditures

In 1967, the tax expenditure concept was created by Stanley Surrey, theamAssist
Secretary of the Treasury, as a means to elucidate the political usdodak for means
that were usually accomplished through direct spending programs. Se&wetaay argued
that members of Congress were using tax policy not as means to raise actdreaodinue but

as a vast subsidy apparatus" to reward favored constituencies or sufesichzepolicy

® The different individual tax programs for socialfare in 1967 and 2007 are listed in tables %dl. a
3.2.
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areas (Surrey 1973, p. 6). The primary purpose of the American tax system ledb col
revenue for the operation of government in a manner that is fair to all taxpagerfederal
individual and corporate income taxes supply over 60 percent of total government revenues.
Incomes taxes are the main sources of progressivity in the nation’s tam syis system is
progressive in that it obtains a larger share of national income from weédthites as

compared to working-class families. The federal income tax system cothgaegressive

effects of other large revenue sources such as payroll taxes, fedesaltaxeis, and state

and local sales tax. Tax expenditures alter the horizontal and vertical eqbiybafsic tax

system by allowing exemptions, deductions, and credits to specialized groupsitiesact

Historically, the U.S. income tax system has been used to promote social and
economic goals. Since the initial adoption of the income tax, numerous provisions have been
labeled as “tax loopholes” or “tax breaks.” These terms were used to idetdaKyevasion
not foreseen by Congress but discovered by tax lawyers. There is a secony cdtiegoy-
standing tax provisions that encourage homeownership, subsidize the provision of private-
group health insurance, encourage retirement savings, and subsidize charitabiatbogs.

It is recognized that most of these provisions were adopted deliberately byegXag “tax
preferences” and were not unintended escape routes for income tax evasion. The tax
expenditure concept takes the next step, recognizing that these “tax pesesrsaeally
government spending programs and, consequently, public assistance adminisiagdd thr
the tax code. The Congressional Budget and Impoundment Act of 1974 (CBA) officially
codified and defined tax expenditures as "those revenue losses attributable oz iis

the Federal tax laws which allow a special credit, a preferentiabfréde, or a deferral of tax
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liability.” The tax expenditure method of social policy financing is the gowent’'s

primary means to subsidize private-sector social benefits and services.

There are three main types of tax expenditures: exclusions, deductionsdéed cre
(less frequent are preferential tax rates and deferrals of taxtyipbilne difference between
exclusions, deductions, and credits relates to where each provision factors intoutadi@a
of income and tax liability. Exclusions are those items excluded from gross inatickh
means they never enter into the "top line" calculation of the taxpayer's taxechections
are those items that may be subtracted from gross income in computing iagabie.
Credits are allowed against the tax rates imposed by the tax code, tlesheting an
individual’s tax liability. Refundable credits provide a payment to the individual iéadi
of her tax liability is eliminated. For example, the Earned Income TaktGEdTC) acts as
a wage subsidy for taxpayers at or near the poverty line. The EITC isdraagqukrcentage
of a worker's earnings and is usually large enough to compensate forahewsed and

entitle the worker to a refund (Howard 1997).

The Methodology of Tax Expenditures

The Congressional Joint Committee on Taxation annually estimates tax
expenditures in terms of revenues lost to the U.S. Treasury for each spepralviaion
included in the U.S. tax code. A provision has traditionally been listed as a tax éxpeiidi
it departs from the normal income tax structure and if it results in more thaniaidesm
revenue loss ($50 million). Under the JCT methodology, the normal tax structure for an
individual includes the following: one personal exemption for each taxpayer and onetfor ea

dependent, the standard deduction, the existing tax schedule, and deductions for investment
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and employee business expenses. Most tax benefits to individual taxpayers easibed!

as exceptions to "normal income tax law" and therefore qualify as tax expesdEach

annual tax estimate is a function of subtracting two predicted streams of reveraakcted
revenues under current law from predicted revenue under new and expanded tax provisions.
According to the JCT, these estimates have been excellent predictonsabthenges in

government tax receipts as calculated by the I.R.S. returns.

The initial step in tax expenditure analysis is to distinguish betweenubtisdt
component, the normal baseline, and its tax expenditure component. The structural
component has the following aspects: provisions that establish the tax base nitierdefi
income, the tax period, the taxable units, the rate structure, application ofotaxes t
international transactions, and administrative procedures. The remaininggrsvisi
constitute tax expenditures for specially designated activities or groupseSsmgcognized
this distinction with the Budget Act of 1974 that identified tax expenditures asidspe
provisions” that constitute a “deviation from the normal tax structure.” Theattask for
economists developing an income tax system is to define income for the purpose of tax
calculations. The normal tax baseline in based on the Schanz-Haig-Simons (&fi8pn
of income. The S-H-S concept defines net income as an increase in net ecoealthic w
between two points of time plus consumption during that period. The S-H-S method does not
specify which accounting techniques should be used in formulating consumption, so the
Treasury uses standard business accounting techniques in establishing the. basel
Essentially, by declaring a provision a tax expenditure, the treasurying sheat the

provision is not a function of the normal tax structure.
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Economists claim that caution should be used in the summation of individual tax
provisions since there is a possible interaction effect. The revenue estnmatax
expenditure is based on the assumption that it alone is repealed and that all othenprovisi
remain constant. As the JCT analysis states, “In general, eliminationeoflsgemized
deductions would increase revenue by less than the sum of revenue gains measured by
eliminating each item separately because more tax payers would usettaedstieduction.
Conversely, elimination of multiple items that are exclusions from the adjustesiigcome
would increase revenue by more than the sum of individual gains because tawjoayers

be pushed into a higher tax bracket” (JCT 2008).

This interaction effect should not preclude the use of the sum of individual tax
expenditure items as the total tax expenditures amount. First, the interdietcdnveuld
only occur if a tax expenditure for social welfare was eliminated prior tedfiates being
reported by the JCT. | was careful in using the tax expenditure estinatethf exact fiscal
year reported and not the two, three, or four year estimates. For example, the tax
expenditures listed for the year fiscal 1994 comes from the JCT reponnatest of Federal
Tax Expenditures for Fiscal Years 1994-1998" published at the end of the fiscE®98ar
Therefore, if no individual tax provision is eliminated in the short time period battire
end of the fiscal year and the publication of the estimates, the hypothesizadtioneeffect
will not occur. Additionally, the JCT calculates the possible interaction effectluding
new tax provisions in their estimates. Next, the same interaction effecs ac¢ataling
estimated direct outlays. A repeal of one of the public welfare programeghagduce total
outlays by the amount associated with the program. The results occur if benefithande

repealed welfare program must be counted in determining an individual'slgyiginder
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another welfare program. In essence, repeal of one welfare prograimtake more people
eligible for another, and total government outlays would increase for the progrdimued.

No one asserts that budget outlays cannot be added to produce a total outlay figure, even
though the interaction effect described above exists. Nor should this interacticin eff

prevent tax expenditure items from being totaled.

Collecting and Cleaning the Data

These data were collected by contacting the Joint Committee on Taxafipn (JC
a nonpartisan committee of the United States Congress created under thes afishece
Revenue Act of 1926. | requested from the JCT all the documentation of tax expenditures
they had over the last fifty years. The first public report was issued in 1972 eporalras
been published annually every year since, with the exceptions of 1974 and 2000. The 1972
and 1973 reports were prepared as special requests prior to the Budget Act of 19Y4, whic
requires the publication of all tax expenditure estimates. The mandate for annigaitiourbl
according to the Budget Act began with the 1975 report. There is only one break in the
estimates from 1967-2008 when no report was prepared in 1974 and therefore no data is
available for 1973. While no report was filed in 2000, there is no break for the estrhates
tax expenditures. The tax expenditures categorical values are represdnitexhsof
dollars for each year. From 1967-1985 tax expenditures were calculatetdansnllhave
converted these figures into billions so that one unit of measurement can be usethacross
total time period. For the analyses presented in the following chapters, ube aed

calculated as constant 2007 dollars.
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Tax expenditures are organized into budgetary categories that match direct
outlays. There are 18 categories or functions of tax expenditures, andehieg following:
National Defense; International Affairs; General Science, Spaceetthdlogy; Energy,
Natural Resources and Environment; Agriculture; Commerce and Housing; Tratisport
Community and Regional Development; Education, Training, Employment and Social
Services; Health; Medicare; Income Security; Social Security amch&hRetirement;
Veterans' Benefits and Services; General Purpose Fiscal Assjsiaddaterest. | chose to
organize the data into the following four categories as to represent sofsbwesalth
care,which includes the two budget categories of Health (includes Medicaddyladicare;
income securitywhich includes the budgetary category of Income Security, the sgboate
Employment from the Training, Employment and Social Services, Sociatityeand
Railroad Retirement, and Veterans' Benefits and Servwegfare,which includes the
subcategory of Social Services in the Education, Training, Employment, and Saviakes
category along with the EITC program that is listed under the budgetagpatacome
Security; andeducationrepresented by the subcategory Education from the category
Education, Training, Employment and Social Services. In each category ligpreacsion,
the revenue lost is bifurcated into two categories, Corporations and Individuad.dnlg

the Individuals section of the tax expenditure listihgs.
The Policy Process of Tax Expenditures

The use of tax expenditures for social welfare policy has been referred to as

“hidden,” “shadow,” or “subterranean” politics (Howard 1997; Hacker 2002; Gottschalk

" For each tax expenditure program there are twegesies: individual and corporation. | use only the
individual category for a number of reasons. Fifgt, vast majority of indirect social spending asc this
category, over 90%. Next, the category of corporatepresents “corporate welfare” and is not thecept I'm
measuring and testing in this project.
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2000). These descriptions all relate to the clandestine legislativespesceom which tax
expenditures are passed and expanded that differ drastically from the apipregogeocess
of direct spending programs. Any financial aid or incentive program may bhemas a tax
expenditure or direct spending program. Tax expenditures are not subject to thelsame r
and procedures as direct spending in the budgetary process. The budget process has thr
main goals: to establish spending priorities, to set the upper bound for federal spamdiing
to evaluate, coordinate, and control spending for particular programs. The camgiessi
budget process divides the spending and revenue functions. Tax expenditures face less
scrutiny primarily because they fall on the revenue side of the budget preeessiue items
such as tax expenditures are not reviewed as part of the annual budget proceme They
discussed and reported in a separate appendix to the annual budget processhemakasst
visible. On the spending side, the Budget and Appropriations Committees detérenine t
discretionary spending levels for each budget category. On the revenubesitde, writing
committees are simply given a revenue floor; above the revenue floor, thattag
committees can trade off tax rate changes with tax expendituresctraticedirect spending
measures have an inverse relationship in the budget process. Increases in taiuexpendi
reduce the amounts of available resources for direct outlays. Converselyioregdunctax
expenditures increase revenues available for direct outlays or genenatistax €ongress,
the Senate Finance and House Ways and Means committees have exclusietquriadi
both approving and “appropriating” tax expenditures. Indirect spending provisions are
created or expanded in revenue or tax reform bills. In contrast, direct spendswgesea
must pass through standing committees with jurisdiction over a specialized peicyas

well as the Budget and Appropriations committees that fix discretionary speedatsg) for
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each budget category. In summary, indirect spending measures followraataiéepolicy
path, facing fewer veto threats in their creation and expansion and not being sulyjgct to a

review process.

There have been numerous legislative acts that have attempted to operationally
equalize indirect spending to direct spending measures in the budget processacline st
of the Congressional Budget and Impoundment Act of 1974 requires the annual reporting of
tax expenditures by the Treasury Department and Congress. The CBA of Eblidlest a
Senate and House Budget Committee whose essential function is to develop an overall
congressional approach for the annual budget process. This act also required the newly
created Congressional Budget Office (CBO) to submit annual projections oimxditures
for the five succeeding fiscal years. The budget committees use ib€B&3 list in
preparing their respective reports on direct and indirect expenditure testitnat are given
to all the relevant congressional committees. The intent of publishing an annual tax
expenditure list was to make it easier for legislators to consider indimscisveirect
spending programs under the same policy area. The Budget Enforcement Act of 1990 (BEA
mandated that direct spending and tax expenditures be treated as equivalergugpdbe
of setting spending limits under the new pay-as-you-go requirement (PAMGG@andatory
spending. Since the Omnibus Budget and Reconciliation Act of 1990, discretionary spending
programs have been subject to an overall ceiling. The Office of Management ard Budg
(OMB) creates two lists of tax expenditures: one using the standard methodbieggnue

lost, and the second measuring tax expenditures as direct outlay equi/leats.

® The OMB has reported tax expenditures as diretdpequivalents since 1981. This estimate is not
used here and in most empirical studies of tax edib@res given the shorter time series, and thénoaetiogy
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Government Performance and Results Act of 1993 requires yearly examinatiaxs of t
expenditures by the White House, yet according to one recent study this hasdmgn la

ignored by recent administrations (Hungeford 2008).

The Administration of Tax Expenditures

On the bureaucratic side, the Internal Revenue Service within the Deggatme

Treasury administers tax expenditures. The administration of indirect sgeatiffers from
direct expenditures in the visibility of administrative costs and the deteramradteligibility
and benefits. The costs of administering direct social spending programs aqmbiedlyeas
part of the program agencies’ budget. On the other hand, the administrative dustsRdS.
are not readily identifiable because there is no separate categorizitiosts based upon
normal tax provisions versus tax expenditures. Economists argue that tax expgiaditLre
complexity to the tax structure and raise the costs for the I.R.S. in enfortcandetaxpayer
service (Surrey and McDaniel 1985). The Department of Treasury adminlesasa 70 tax
expenditure social programs with no admitted expertise or vested interegtahthe social
welfare policies. Therefore, unlike public social welfare programs, susb@al Security,
which enjoy strong support from their bureaucratic administrators, tax expesdexist in

spite of little bureaucratic enthusiasm from the I.R.S. (Campbell 2003; Hurty2(08).

The eligibility for tax incentives depends on characteristics of taxgpayeheir
behavior. Since tax breaks are self-reported, taxpayers must have botbrauthowledge
to determine which tax provisions they qualify for as well as having adequate econom

incentive to itemize their returns. On the contrary, direct spending pregriéem base

for calculating these estimates has changed awerwith shifts in political party control of the eoutive
branch.
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eligibility for public benefits on general criteria or the discretionrofdministrator. Direct
spending programs’ rules are usually enforced more stringently than those invotving ta
incentives. For most public social welfare programs, beneficiaries hale ¢@afims and
sometimes appear in person before an administrator to receive a cash beneétsély,
any taxpayer can claim tax expenditures on their returns. The |.R.S. religltity only
after the fact, either in an audit or through calculations on individual retutrer¢hnen
compared and confirmed with third parties. Additionally, the self-reportingrieaf tax
returns does not carry the stigma of receiving public benefits and detergtpdes,
whether they are eligible or not, from claiming tax benefits. Tax expeasitunction as a
form of entitlement spending in that everyone who qualifies receives bemefiggenot
subject to annual reviews. In contrast, funding for direct discretionary syeisdet
annually, requiring Congress to make a decision every year to continue or not continue

funding.

The Policy Effects of Tax Expenditures

Tax expenditures redistribute national income in a different direction than
traditional social welfare programs. The majority of tax expendituresusthx refundable
credits, have regressive effects on national income redistribution. Accoodiegriomists at
the JCT, since the income tax has a progressive structure, tax expenditutdstéatas
deductions and exclusions generally reduce the progressivity of the tax bysteducing
average tax rates more for higher marginal rate taxpayers than tarroavginal rate
taxpayers. For example, if a worker in the 40 percent bracket is allowedude$10,000
from her income, she receives a tax expenditure of $4,000. If a similar workerlid the

percent bracket is allowed to exclude the same $10,000 from her income, her tax break is
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only $1,000 dollars. If instead of a tax expenditure each worker received a diretingent
payment of $10,000 and the receipt was taxable, the lower bracket worker benefitgitimor
$9,000 available to her after tax, whereas the other worker is left with just $6,00Gofkhere
social welfare benefits directed through tax deductions, exclusions, and nonrefuadabl
credits reduce the progressivity of the income tax structure. Conveesebxgenditures
constituted as refundable tax credits generally increase the progyasisthe tax system
(JCT 2008). Additionally, it is important to consider if and how these tax cuts aneditha
with changes in direct federal spending. If an increased deduction for eragayesored
health care is paid for by a decrease in Medicaid payments, this exchaagaiisto cause a

rise in economic inequality.

The vast majority of tax expenditure programs disproportionately benefit upper-
income groups. Only those who itemize their personal deductions receive benefitsosbm m
tax expenditures. As of the mid-1990s, approximately one in three taxpayereddheir
taxes beyond the standard deduction. According to data from the I.R.S., taxpayersrin highe
income brackets are much more likely to itemize their deductions than those<itizower
brackets. In 2005 at the federal level, 93.3% of taxpayers making a yearleintom
$200,000 and above itemized their returns. In the same year, 89.5% of taxpayers making
$100,000-$199,999 itemized their taxes as compared to 76.2% of taxpayers in the income
bracket of $75,000-$99,999n the lowest two income groups, 58.3% of taxpayers earning
an income of $50,000-$74,999 itemized their returns while only 17.9% of citizens making
under $50,000 itemized in 2005. Additionally, the use of deductions, exclusions, and

exemptions excludes nontaxpayers, the poorest Americans, from tax benebttsdbr s

% In 2007, if a taxpayer’s income was over $156,40@; total itemized deduction amount is reduced.
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purposes. Since home ownership along with its accompanying deductions for andrest
property taxes is almost essential for an individual to itemize, it isofg@y that the majority

of tax expenditures for social benefits are government welfare for wéatheowners.

Not only are tax expenditures the primary culprit in creating tax inedugty, t
also distribute money in a way that most Americans would deem unfair for sagehims
that usually are targeted towards society’s most vulnerable populations.argplexthe
medical expense deduction is in essence a regressive, national health cara piagr
through the tax system. In the program, there is a deductible, similar to pms@tence, in
that only medical expenses in excess of 7.5 percent of adjusted gross income quakfy for
tax deduction. Additionally, there is a coinsurance element requiring taxpayeg a
portion of their medical expenses above the deductible level. The regressive natre of thi
program lies in the coinsurance element, since it is a function of a citizergsalancome
tax rate. If an individual in the 10 percent bracket incurs $100 of medical expenses above the
deductible level, under the coinsurance element he or she must pay $90 of those medical
expenses and the government pays $10. A taxpayer who makes $60,000 a year in a
hypothetical 25% bracket and incurs the same $100 of medical expense above the deductible
level will pay $75, and the government will pay $25. Finally, the wealthiest indigidua
making more than $300,000 adjusted gross income and up will pay $50 of each $100 of
medical expenses over the deductible level. Taxpayers that are at or beloty levetand

those who do not itemize their personal deductions receive none of this government aid.
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The Growth of Tax Expenditures During the Modern Era

In 1967 there were 50 tax expenditure programs at a total cost of $36.5 billion. In
2008 there were 170 tax expenditure programs and the total cost was close taame ftrill
dollars. Tax expenditures have grown at a much faster pace than direct spendingy; whe
measured by relative percentages or as a percentage of Gross Démoekiat (GDP). In
some social budget categories, tax expenditures have assumed far greatanoapban
direct spending provisions in financing benefits and services. A combinationisfpand
institutional features is responsible for the increase in indirect spendisig t&xr
expenditures face fewer veto points along the policy process than financing for publi
programs. All else equal, it is easier for a legislator to fund a desirecapragrplease a
favored constituency using tax expenditures versus direct spending. Next, thajoaisy m
of tax expenditures are not subject to any review process. The lack of residtg in tax
expenditures functioning as a type of mandatory spending that grows evemegeaadless
of political party control or public mood. Finally, during this period there was araseia
public conservatism that resulted in more Republican influence and a rise iea&g'br
Politicians from both parties, responding to the changes in mood, used tax expenditures to
promote policy objectives and increase spending in a manner that rhetoricalpacarss to

voters as an effort to reduce the size of government.

As Figure 3.1 shows, tax expenditures as measured as per capita grew at a quick
pace from 1972-2007. Indirect spending increased exponentially until 1987 and then
proceeded to steadily increase again during the 1990's. The steep drop in taxumgsandi

1987 was a result of the Tax Reform Act of 1986. This act was a product of Republican

19 As measured by Stimson’s (1999) public mood measant of mass opinion.
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President Ronald Reagan receiving tax cuts for marginal income and corptgatiEom the
Democratically-controlled Congress in exchange for eliminating a numibax bfeaks for
businesses. Interestingly, most of the existing tax breaks for sadfalevwere not
eliminated by this legislation, and indirect social spending continued to grdyateda Tax
expenditures for social welfare have grown over the last thirty yearsesiseanfage of all tax

expenditures and now represent over 50% of total tax expenditures in the United States

Conservative Think Tanks, Tax Expenditures, and the Construction of af/ate Social

System

The rise of conservative think tanks assisted the Republican Party in creadingya
environment favorable for the construction of a private alternative sociahsyhe 1960s
and 1970s saw a series of new organizations to regulate businesses including the
Environmental Protection Agency (EPA) in 1970, Consumer Product Safety Commission
(CPSA) in 1972, and the Occupational Safety and Health Administration (OSHA) in 1975.
These regulatory agencies were created at the end of a period of poliaysiibewhich
included the creation of Medicare and the strengthening of Social Security. @tigaiva
conservative and business leaders responded to a long era of political liberaism wa
construct a universe of think tanks for the outlet and marketing of ideas that promote
capitalist markets. Andrew Rich (2004) defines think tanks as “independent, nostintere
based, nonprofit organizations that produce and principally rely on expertise and ideas to
obtain support and to influence the policymaking process”(p21a)the following

sections, | examine the rise of conservative think tanks and their promotion of [ket-mar

policy.

M This definition does not preclude ideological thtanks.
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Conservative think tanks have grown in power and wealth since 1970. According to
recent study, 80.7 % of the think tanks in existence by 1996 were formed after 1970. This
same study categories the existing think tanks by ideological leamddmeés that 31% of
think tanks are conservative, 19% are liberal and 56% are centrist or unidentiRi@ble (

2004). The 1970s were a period of growth for conservative think tanks including the
founding of the Heritage Foundation in 1973 and the Cato Institute in 1977. Although, there
were liberal think tanks such as the Center for Budget and Policy Priaritiethe Economic
Policy Institute, their budgets were and are much smaller than the conseorganizations.

For example, conservative think tanks accrued $156.4 million of resources compared to just
$47.8 million for liberal groups in the fiscal year 1996. Smith (2007) argues that the
economic insecurity and instability of the 1970s allowed conservative think tankake
arguments around the economic consequences of policy instead of civil rights and civil
liberties. Numerous studies argue that conservative think tanks main efsoi wablicly

laud and promote the benefits of unfettered capitalism while at the same timegpouttthe
flaws, danger, and inefficiencies of the government (Ricci 1993; Smith 2000, 2007). The
American Enterprise Institute, the Heritage Foundation, and Cato laestituted to reframe
arguments to emphasize the potential economic harm from consumer and environmental
protection (Ricci 1993). In addition, conservative researchers argued thaethaniref the
market was tied with the freedom of the individual; citizens could not be free ifetysoc
where the market was restrained by the government. The movement to an economic

framework for policy problems was coupled with private alternatives to poitggrams.

The Republican Party worked in cooperation with think tanks to promote

conservative tax policy. Conservative leaders, beginning in the 1970s, believed that the
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success of the Democrats was largely due to their advantage in the taaekefpdeas. On
multiple policy fronts, conservative think tanks advance the specific viewhehativate

market is the main system for social adjudication and wealth production. Congetratk

tanks were most successful in promoting an alternative to the dominant Keysssiamic
ideology through marketing the idea of “supply-side economics.” Supply-side ecenomic
theorists argued that decreased taxes for the wealthy, or those who owraddwapit spur
investment into new labor, machinery, and supplies. The adherents of supply-side economics
further argued that new tax cuts would pay for themselves and not increase the Higiget de
since new investment and expanded growth would compensate for the revenue lost through
the initial tax cuts. These organizations along with policy groups have pushkd for t

privatization of Social Security and Medicare.

An integral aspect of the privatization movement is building a private-sector
alternative health care and pension structure. Tax expenditures are an ingaottahthis
privatization strategy. For example, the National Center for Policyy8isag NCPA) put
forth many ideas for privatizing Medicare, including developing the Medmah§s
Account concept that passed as part of HIPAA in 1996 (Callahan 1999). The Medical
Savings Account was replaced by the broader, more inclusive Health Savings Account
passed by President Bush and a Republican Congress in 2003. The NCPA was also
responsible for promoting a law that would automatically enroll all emplageegheir
company’s 401(k) plans. The Heritage Foundation has been integral in the Repubtidan eff
to scale back Social Security. Teles (2007) argues that the Republican Raragsmstance
from Heritage, designed a disentrenchment plan for Social Security, whichecetiat

conservatives weaken the public’s belief in the guarantee of future Seciaitg benefits
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and increase their reliance and familiarity with private alternatider the Republicans
were defeated in reducing Social Security in 1982, Stuart Butler at titagéeFoundation
began promoting the idea of using 401ks and IRAs to construct an alternative to Social
Security (Rich 2004). As Teles (2007) argues, “instead of describing ancainkteg
widespread of use of IRAs would allow conservatives to point to something aangke of
individuals were already using and encourage them to compare their returr@oc@h
Security and their IRA” (pg.170). Social Security and Medicare have proven to be too
popular for frontal assaults from the Republican Party. Consequently, conselviatve t
tanks and Republican leaders supported a long-term strategy of building a pteratiae

to the public social system.

Tax Expenditures and Social Welfare

The composition of tax expenditures has changed over the last thirty years. Tax
expenditures can be classified as one of two types — business and social taxumgsendit
Business tax expenditures are those that are intended to promote investmeiiygerter
help certain industries that Congress considers important for economic develapohent
growth. These include items such as the exclusion of extraterritorial incooeégrated
depreciation for investments in machinery and equipment, and tax incentives for energy
production such as oil and gas. Social tax expenditures subsidize the consumption of health
care, welfare, education and income security. Using these caggoegal tax expenditures

have grown steadily at the expense of business tax expenditures over theyagstdir

As figure 3.2. demonstrates, spending for social welfare as a perceiadigax

expenditures has grown rapidly. Social welfare is measured as tax provisiagsofidize
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health care, income security, welfare, and education. There is a stark umdrohtthe
percentage of tax expenditures directed towards social policy from 31.2 partéiiBito

51.8 percent in 2007. The fastest growth of social welfare tax provisions as agumpraEnt
total tax expenditures occurred in a five-year period from 1986 to 1990, in large part due to
the massive decrease in tax expenditures for business purposes as part of gferiaA&t

of 1986. Not only were tax expenditures for social welfare spared the knife of the 1986
reform, new provisions were added. For example, in the health care categorgates<fbr
hospital insurance and supplementary medical insurance were added in 1986. There was
another noticeable increase in tax expenditures of ten percent in the period from 2002 to
2007. This change was driven by new tax expenditures for Medicare, expansionsrgf exis
tax expenditures for individual retirement plans, and increases in the EITC. étdlof the
series in 2007, tax expenditures for social purposes constituted over half of all tax
expenditures. This number increases to 60 percent if tax expenditures for imeerest a
excluded from the calculation. In the following sections, social welfar@iehbrdown into

the four subcategories of health care, income security, welfare, and educhgdollowing
descriptive analyses select four time periods in ten year intervals tmdiate the growth

of tax expenditures in each policy area over the last forty years. The &arenclear — tax
expenditures have steadily accounted for more of the government’s effamtitalf four

areas of social policy.

Health Care

The health care system in the U.S. is bifurcated into a public system that provides
services to the elderly and poor and private-market insurance that covgmewvese. In
figure 3.3., indirect and direct spending for health care are placed togetties jy@ars 1975,
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1985, 1995, and 2005. In 1975 tax expenditures represented just one percent of total
spending for health care. There were only four tax provisions for health care in 1975:
deductibility of medical expenses, disability insurance benefits, the exclolsemployer
contributions to medical insurance, and disability to the blind. The percentage of health ¢
spending constituted by tax expenditures grew to seven percent in 1985 and to 13 percent in
1995. By 2005, there were 17 individual tax provisions for health care totaling $156.4 billion
in lost revenue. From 1985 to 2005, tax expenditures nearly tripled as a percentage of all
health spending, to 19.7 percent. In 2005, around two-thirds of total indirect spending was

made up of tax provisions for just employer-provided health insurance.

The growth of indirect spending for health care can be credited to the inclusion
and expansion of the tax incentives for employer and individual health insurance. Employe
compensation in the form of payments for health insurance premiums and other medical
expenses is deducted as a business expense by employers and not included in ae’'®€mploye
gross income. There are three broad categories of tax expenditure prograensreatof
health care: insurance purchase subsidies, benefits for taxpayers who haee imajor
health-related expenses, and general health benefits. In the categmyrahce, there are
tax breaks for the exclusion of employer contributions to accident and health plans, sel
employed health insurance premium deductions, and the exclusion of benefits urideacafe
plans. In 1985, cafeteria plans were added that allow employees to chooseséletian of
fringe benefits, including some that are not subject to tax. Cafeteria plans arkkelgrto
benefit wealthier employees in higher marginal tax brackets, as tspag more likely to
choose fringe benefits that receive tax preference. Self-employed paopdeduct 30

percent of their total health insurance costs every year. In the se¢egdrgapersonal out-
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of-pocket outlays for medical expenses exceeding 7.5 percent of adjusted grogsarneom
deductible, along with prescription drug exemptions and dental expense deductiohs. Final
the general category includes the medical savings account deduction, longreecredit,

disability access expenditure credit, and the blind exemption credit.

Income Security

The income security category constitutes programs that are designeedb prot
workers against the risks of the economic market and mainly pertains to gié+asiens.
The percentage of indirect to direct income security spending is presentederfigur
Paradoxically, income security represents the social welfare categbrthe highest
number of individual tax provisions yet the lowest percentage of indirect spendit®j/3,
there were 24 individual tax provisions for programs such as retirement savings;sivork
compensation, and unemployment insurance. The number of income security provisions
grew to only 27 by 2005 and totaled around 175.7 billion dollars. Income security tax
expenditures grew at the slowest pace of all the social welfagodate As of 2005, tax
expenditures accounted for only 13.2 percent of total income security spending. The long-
term stability and popularity of Social Security is the primary cause déaretative slow
growth of tax expenditures for income security as a percentage of totdirgpeNthough
the number and generosity of tax incentives for private retirement pnggring this
period, they did not keep pace with social security payments. This categoserdgpra clear
example of a dominant public social program that crowded out the growth of altesreatd
has relegated private pensions to a complementary status. The net exclusiioof pe

contributions and earnings for employer plans, individual retirement accounts, arebtijie K
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plans represent the three largest tax expenditure programs for incomgy sewltogether

total two-thirds of all expenditures in this category.

The income security tax programs can be organized into two categories: subsidie
for investment in retirement plans and other employee related expensedirst ttegegory
of retirement investment are tax incentives for individual retirement acs;dbetexclusion
of employee contributions to pension plans, and self-employed pension plans. Employee
contributions to pension plans and other kinds of personal retirement savings aredexclude
from an individual's adjusted gross incomes. Pension contributions or benefits mustde base
on an equal percentage of salary for all eligible workers (up to the max of $30,08).a ye
Full-time workers must be given a full right to accrued benefits afteryéaes on the job.
All taxpayers without employer-provided retirement plans are eligiloldRfa deductions.
Workers can deduct annual contributions to an IRA of $5,000 per year for individuals and
$10,000 per year for family. In 1981, eligibility for tax-deductible IRAs wastgd even to
workers with pensions, but that expanded IRA tax break was scaled back in 1986. In 1997,
Roth IRAs were expanded, becoming available for more workers with pensions. Self-
employed taxpayers can make deductible contributions to their own retiremeghjKdans

equal up to 25 percent of their annual income.

In the category of other employee-related expenses are provisions weh as t
exclusion of meals and lodging furnished by an employer, the exclusion of employer
provided education assistance, the exclusion of employee business and miscellaneous
expense deductions, the exclusion of miscellaneous fringe benefits, the exclusion of
transportation- related fringe benefits, and the moving expense deductionaiéhetieer

employer fringe benefits that enjoy the status of tax expenditure. Ntaplpers cover part
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or all the cost of premiums for employees’ life insurance benefits, aceaddrdisability
benefits, death benefits, and supplementary unemployment benefits. Againpthreésaare
deductible by employers as business expenses and are excluded from emglogses
income. The three largest programs in this second category are the exclusion of
miscellaneous fringe benefits, premiums on group life insurance, and preomumasident
and individual life insurance that together add up to around 10 percent of total income

security spending.

Welfare

In figure 3.5., the change in welfare expenditures is far and away the most
dramatic shift in social spending during this period. In 1975, there were just agven t
expenditures for welfare that totaled 5 percent of all welfare spendingnditaelual welfare
provisions were a deductible for child care facilities, credit for empipAaDC/WIN
workers, deductible for charitable contributions, deductible for child and dependent car
expenses, Earned Income Tax Credit (EITC), and the exclusion of public assiStamcise
of indirect welfare spending from 1975 to 1985 was driven by the eligibility and benefit
expansion of the EITC and the erosion of direct welfare spending. In this saatk pely
one new tax break for welfare was added and the majority of spending was done tisbugh |
two individual tax breaks: the EITC and the deductible for charitable contributiorZ)@y
there were 12 tax provisions for welfare, with the most significant addition besrtgt
credit for dependent children under the age of seventeen passed during the Clinton
administration. The total amount spent on welfare through tax expenditures was $119.3
billion in 2005, which represented 79.8 percent of all federal welfare spending. This

tremendous growth in indirect spending has as much to do with the popularity of EITC and
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the child tax credit as it does with the reform and devolution of direct fedelalres

programs.

The tremendous increase in indirect welfare spending was driven by three tax
expenditure programs: EITC, the child credit, and the deduction for charitable caoisbut
The EITC is designed to supplement the wages of low income workers, primariiyng
families with children. It is available whether or not a family owes inctaxes. That is,
eligible workers can get a tax refund even if the credit exceeds whaittieryise owe in
taxes. The child credit tax provision was adopted in 1997 and provides $500 for each child
under age seventeen. Working families with children get a tax credit for thapgeef
their child care expenses. Foster parents are not taxed on the payments iheyaeteir
services. Finally, contributions to charitable, religious, and certain other nibnprof
organizations are allowed as itemized deductions for individuals, up to 50 percent ofladjuste
gross income. The tax provision for charitable contributions has complex effesnsthat
most of the direct monetary benefits go to the wealthiest Americans hget been proven to
increase the amount of donations to organizations that primarily service the poor and

disabled (Lipsky and Smith 1989).

Education

The federal government has taken on a larger role in post-secondary educggign la
through the creation of new tax expenditure programs. In figure 3.6., education spending
displays a similar pattern to health care and income security. In 1975, fouptndéxres
for education totaled less than one percent of education spending. By 1995, the number of

provisions had doubled to eight and totaled $4.9 billion dollars. In a ten year period from
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1985 to 1995, the percentage of indirect education spending more than doubled to 19.1
percent of total expenditures. In 2005, the number of new tax breaks for education
guadrupled from four to 16 at a total cost of $19.4 billion dollars. This increase was aided by
new tax credits for post-secondary education passed under a Republican Congress@nd durin
President Clinton’s second term. For example, the HOPE tax credit, lifietammeng credit

and deduction for student loan interest are relatively new tax preferences $acpaosary
education. The Educational Individual Retirement Accounts (EIRA) allovestxibution of

$500 per year per child to save for educational expenses. Finally, taxpaydesroan c

personal exemptions for dependent children 19 or over who receive parental support
payments of $1,000 a year or more, are full-time students, and do not claim a personal
deduction. The three largest tax expenditure programs for education are chdethldtons

for educational institutions, tax credits for post-secondary education, and dedtartions

higher education expenses. These provisions constitute over half the total amount spent in

this category.

In summary, indirect spending has risen as a percentage of total spendatg in ea
of the four categories. In the cases of education and health care, tax expendiure
represent one out of every five dollars allocated to these policy areas byéha!
government. In the category of welfare, indirect spending has replaced peredirgy as the
dominant policy tool used to direct funds to the nation’s poor. This has been driven by the
popularity of the EITC program and the narrowed scope of public welfare under the
transition from AFDC to TANF. The category where tax expenditures havendhe least is

in the area of income security. Although the number and generosity of tax \nesdioti
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private retirement accounts have grown, they have not outpaced the increasedsdianiba

payment increases of Social Security
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CHAPTER IV

THE POLITCS OF SOCIAL POLICY: PARTISANSHIP AND SOCIAL

EXPENDITURES

The Democratic and Republican parties’ stark differences over the role of
government in the provision of social benefits have defined political conflict $iadéew
Deal. This chapter empirically tests the partisan theory of socieaneedhd changes to
direct and indirect social expenditures in the United States from 1967-2006. Tt goal
these tests is to determine how changes in political party control at thd federanfluence
the government’s efforts to directly fund public social programs or subsidvatepbenefits.
The influence of political party control on direct spending for public social progeamslli
known. An area of study less understood is how partisanship and public policy affect
private-sector social welfare. For the first time in empirical malitscience, this chapter puts
together measures of both direct public financing and government subsidies to ttee priva
market in analyzing how partisanship shapes both total social spending anttbe rat
indirect to direct social expenditures. In addition, | examine the influénuartisan trends,
such as divided government and party polarization, on the direction of social welfare

expenditures.



The Divided Social Welfare State

There are two social welfare systems in the United States: one publiveamithér
private (Hacker 2002). The public social welfare state created mainly durihgth®eal
and Great Society periods is composed of programs such as Social Secutitgrée
Medicaid, and the Temporary Assistance to Needy Families (TANF)e private side of
the social welfare state constitutes mainly employer-provided sociefiteeand private
social services. Although the decision to offer employer social weHatetermined by
businesses through the private market, these benefits are heavily subsidizefdtigrtie
government. The politics of the private social system in the United Statesdedg baaen
ignored by social scientists with a few notable exceptions (Howard 1997; FHA&K&Y. In
the fiscal year 2008, the U.S. government allocated more than $600 billion to privtate-sec
social welfare in the form of tax subsidies. Out of this total, more than $300 billiah @for
tax breaks went for employer-sponsored health care and pensions alone (Congress 2008).
ignoring private-sector social benefits, scholars unnecessarily exxkidrificant amount of
government activity from their research and the means through which most &meric
citizens receive social benefits and services. In this chapter, | build ol d&strgaowing
body of literature that studies the government's role in both public and privatevesitae
provision by presenting an empirical examination of the partisan influences acindir

versus direct social spending.

Social policy, properly defined, includes all government efforts to providel socia

benefits both through direct provision and indirect methods of private subsidization. Indirect

12n this project the terms ““social welfare," “faee state,” and ““social policy" will be used
interchangeably. This is common usage in publiccg@nd comparative politics. This differs from dies of
American politics that only use the term welfaredpresent means-tested programs targeted abtie p
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and direct social spending follow different policy paths, subsidize different pooiaders,
are allocated to different beneficiaries, and have different policyteffeaderstanding these
differences is critical to properly representing the size, scope, ardosqadrtisan influences
on social welfare policy in America. To date, empirical studies of partigaast social
policy have not systematically analyzed nor tested the influence of glofiicies on the
various forms of public financing used to fund total social benefits, both public and private.
This chapter applies a new partisan theory of social policy to address tharigliquestions:
first, if both major forms of government financing for social programs, tdined indirect,

are included in measuring total social expenditures, do traditional theoriesisdipsirip

still explain yearly changes to social spending? Second, considering theaintpaticy
consequences that result from using indirect versus direct spending, how doesaflemoc
and Republican party control differ in influencing the ratio of indirect to direcalsoc
spending? Finally, how does the presence of divided government or party palarizati

explain changes to social welfare expenditures, in addition to political partplGontr

My findings indicate that Democratic party control does not clearly spored with
higher annual increases to total social welfare expenditures. Howeveamsiip does
change the ratio of indirect to direct social expenditures. Republican infjuespeially in
the legislature, corresponds to increases in the social welfare experatituréurthermore,
divided government correlates with the social welfare expenditure ratio in thateppos
direction than predicted while party polarization demonstrates no effect onrgpeniaese
results are important in understanding the political and institutional inflsemcehanges to

the public and private social systems in the United States.
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Measuring and Testing the Partisan Theory of Social Policy

My theoretical argument suggests a certain relationship betweenglgaities and
social expenditures. Contrary to common wisdom and previous research, | do not posit that
the two major political parties substantively differ on changes to the total sapenditures.
Where the two political parties do differ is on the question of which sector, publivaiepr
should be responsible for the provision and administration of social benefits and services.
These divergent philosophies can be captured through changes to the ratio of indirect to
direct social expenditures. The partisan theory of social policy arguesatttaparty designs
social policy to reflect their electoral strategies and values. Congggube Republican
Party implements financing tools that do not require public administration and sebsftgz
private sector and their supporters, while Democrats promote direct spendiisg that
channeled through public agencies and to their constituencies. | expect that vioderqgie
Republican Party control more indirect social spending will be substituted fot dire

expenditures.

Direct and indirect spending are the two largest categories of public expeaddr
social programs that together summed to over 1.5 trillion dollars in'300gere are two
dependent variables used to represent social policy. The first is a mefasuaé social
spending that combines indirect spending data with appropriations data on direntggner
expenditures. The other dependent variable is the ratio of indirect to direct peoidiing

represented by the annual change in tax expenditures for social welfansiant 2006

13|n table 4.1., | report the descriptive statisfimsthe social expenditure ratio and all otheegaties
of social spending.
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dollars over the annual change in direct appropriations for social welfare inrcd2é

dollars!*

| have constructed a new data set of all social tax expenditures whictergpres
indirect spending from 1967-2006 by compiling estimates from the Joint Committee on
Taxation. The JCT estimates tax expenditures in terms of revenues lost t8 tHeddsury
for each special tax provision included in the U.S. tax code. A provision has traditionally
been listed as a tax expenditure if it departs from the normal income tax stiaroduit
results in more than a de minimis revenue loss ($50 million). Under the JCT methodology,
the normal tax structure for an individual includes the following: one personapégrarfor
each taxpayer and one for each dependent, the standard deduction, the existhegitdgr,s
and deductions for investment and employee business expénbtsst tax benefits to
individual taxpayers can be classified as exceptions to the normal incoragvtd&akch tax
estimate is a function of subtracting predicted revenues under the cuwrértrfapredicted
revenue under new and expanded tax provisions. According to the JCT, these ektneates
been excellent predictions of actual changes in government tax receptswdated by the
I.R.S. returns. In fact, according to a recent study by Burman et al. (2008)asaatran of
tax expenditure estimates have proven to produce similar aggregateatestisimodels that

take into account the interaction effects of all tax expenditures under tmagier

| ran two other models that produced similar ressuine with the ratio of indirect to direct social
spending represented by the percentage annual elaitax expenditures for social welfare over theuwal
percentage change, and the second with tax expeaslias a percentage of total social spendingdiffezence
between this last model and the one reported isgse with one range between zero and infinity e other
between zero and one.

!> The first JCT public report was issued in 1972 aasl been published annually every year since
with the exceptions of 1974 and 2000. There isleak in the estimates with no data for 1973, wiéch
treated as missing data.
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minimum tax structuré® The tax expenditures are organized by the JCT into the same
budget categories as appropriations spending. The following budget catégoni&®th
indirect and direct spending data were selected to represent annual soeia welf
expenditures: Health; Medicare; Income Security; Education, Traigmgloyment, and

Social Services; Social Security; and Veterans Benefits and Services

In measuring direct spending, | use appropriations spending data for sdfaa¢ we
from the Policy Agendas Project. Jones, True, and Baumgartner (2007) have developed an
appropriations data set back to the fiscal year 1947. The use of outlays versus djgm®pria
makes a difference in capturing political influences, especially in theyokas of defense
and welfare. Wlezien and Soroka (2003) argue that scholars studying governmeimigpe
should use appropriations spending since appropriations bills mandate the amount of budget
authority to an agency or issue area, as compared to direct outlays thaagfiehihd the
appropriations decisioH.In figure 4.1, | display changes to the social expenditure ratio from
1972-2007. The ratio of indirect to direct social spending represented by tax expenditures f
social programs in constant 2007 dollars over direct appropriations for socialnpsdgra
constant 2007 dollars from 1972-2007. During this period, tax expenditures represented over
25% of direct spending during two Republican administrations from 1982-1987 and again

from 2002-2007.

My political variables are Republican control of the executive branch and the
percentage of Republicans in Congress. Republican membership in the U.S. Congress is

measured as a percentage between zero and one, with a higher percentggedorge®

'8 These authors find that using the alternative mim tax to estimate and aggregate tax expenditures
actually leads to lower values than adding up t@eaditures without the alternative minimum tax.

In table 4.2 | present the sub-categories thabeganized into the measures of indirect and $ocia
spending.
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more Republican members. In addition, some of the models use dummy variables to measure
Republican control of the two houses: the House of Representatives and the Senate. | use
these measurements since my theory predicts higher Republican membessits in more
indirect versus direct spending. | expect that for every unit increase in RepuBhrty
influence, in both the executive and legislative branches, there will be an ensugageénicr

the ratio of indirect to direct social spending. In addition to the politicalblasgeconomic
controls are included that represent standard ideas about tax expenditurest €erfmmic
variable is the annual percentage change in unemployment, since most ipe&ineing
provisions are tied to employer fringe benefits. A rise in unemploymesesdax

expenditures estimates to decrease as fewer employees claim entgiogredits. Also, an
increase in unemployment will trigger an increase in public unemploymenttsestethat

the net effect will be a decrease in the indirect to direct social sperdiodf Next, inflation
affects tax expenditure by pushing people into higher tax brackets that in turn provides
incentives for taxpayers to seek out more tax breaks, including those for social pufpgse
unit increase in the annual percentage change for inflation should increassattsat

estimates for tax expenditures for social welfare.

First, | evaluated partisan changes to total social spending using artvabes
difference of means tests between Republican and Democratic Partl acriss the
executive and legislative branches. If traditional theories of partigaastisocial spending
are correct, Democratic Party control will be associated with higher lesoaial welfare

expenditures. The partisan theory of social policy predicts that there should beenmoabte

'8 These numbers could be complicated by two facts:is that employer benefits might extend for a
period past the original date of unemployment awbsed, the public unemployment insurance prograan is
joint federal-state venture.
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difference to annual total social spending between the two major polititiglspdm these
tests, | use dummied variables for Republican control of the Presidency, thedflouse
Representatives and the U.S. Senate. In addition to the difference of megrigdaasan
analysis of variance (ANOVA) to account for possible interaction efféd¢teedhree federal

units and consider the influence of divided government control on spending totals.

In the second set of tests, | use an Error Correction Model (ECM) for both thaloretic
and statistical reasons. | posit that the relationship between politicakcpatrol and
spending will have both short-run and long-run effects. Political parties form policy
strategies that benefit their position in the short and long runs. The expectatiain is t
Republican Party control will lead to higher ratios of indirect to direct bovelfare
expenditures. This is the type of relationship that is appropriate for ECMs vadegreadent
variable is expected to respond to short-run changes in the predictors and have a long-run
equilibrium relationship with these same variables. When there is a change oappéitty
control, there is an immediate impact in spending changes that will be repdeisettie
budget and tax bills for that year, but since many of the spending increases involve
entitlements or spread spending changes over a number of years, thedtdleifenot be
felt at once. An ECM model has the capability to test for both short-term andelong-t

effects. On the statistical side, ECMs are appropriate when using tionatadata® A

9| ran Augmented Dicky Fuller tests (ADF) with anstant, a time trend, and one lag for three
measures: annual public social spending, annu#lgax expenditures, and a social spending r&io.the
annual public social spending measure, the t-statigs 0.826 and the p-value 1.00. The t-statfstithe
annual social tax expenditure measure was -0.988anp-value of 0.945. Finally, the social spenditip has
a t-statistic of -1.99 and a p-value of 0.603 sbalan regular Dicky Fuller tests (ADF) with a ctamg, a time
trend, and one lag for three measures: annual@sbtiial spending, annual social tax expenditunelsaasocial
spending ratio. For the annual public social spemdieasure, the t-statistic was .638 and the pev&id8. The
t-statistic for the annual social tax expendituasure was -0.988 with a p-value of 0.945. Fin#tig,social
spending ratio has a t-statistic of -2.047 andvalpe of 0.266. Not one of these measures repartezhative
value less than -3.50, so the null hypothesisuifiairoot can not be rejected. These results aortfire initial
findings of the three augmented Dicky Fuller tests.
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number of the variables tested here contain a unit root and therefore can produce spurious
results if not analyzed properly. The typical method for addressing non-statione-series

is to model change in the variables. However, analyzing change in the variatblesthan
levels of change, only captures the short-run effects. If an independent varsabl®hg-

run impact on the model, this effect is not captured. | use a single-equatiocoerestion

model since it is more efficient than a two-stage model.

The single-equation error correction model is as follows:

AY; = ag + 1Y 1+ B1AXe i + BoXi 1 + €

| have two parameter estimates for each independent vaXiablg, for the
differenced variable; its change from titnéo time pointt + 1, and for 3, for the lagged
level of the variable. In a simple bivariate example fhearameter provides an estimate of
the initial change in the dependent variable produced in the short-run shock to the
independent variable. For example, if inflation increases and the level ofpaxdiures
responds, the short term coefficieft,, provides an estimate of this change. This is referred
to as the ““short term" effect, meaning that the effect occurs flg@ecific time point, but
it does not imply that the effect is temporary. The long term effect is gy the error
correction part of the model, which is the interactiorfgfanda;. The long-run impact is
the portion of the correlation between X and Y that does not occur at one particular point in
time but is distributed temporally such that a portion of the impact is felt in ieaelpériod.
The size of the long-run impact is a function of the paranfgtbut also ofx;, which is
called the error correction rate. In an example of this effect, if thadtrof inflation on tax

expenditures as a percentage of total spending is connected via an errorocorrecti
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mechanism, then a shock to inflation disturbs the long-run equilibrium between inflation and
tax expenditure spending, and this divergence from the equilibrium will eventually be
corrected over time. In addition to being an important part of the impact of the independent
variable on the dependent variable, the error correction rate also tells us hioly guic
disturbance from the long-run equilibrium is eliminated. In this ECM, estimateswill be
between zero and negative one, and the closer this parameter is to negative mioee t

quickly the errors are corrected. The proper way to interpret this ceaffisithe proportion

of the disequilibrium that will be corrected at each time period, starting &t From the

error correction rate, we can make inferences about how quickly the totallomgpact is

felt. In summary, the degree of a short-run effect of X on Y is produced by thatestim

B1. The size of the long-run impact is determined by the interactigfy @hda; .

The Influence of Partisanship and Economic Factors on Social Spending, 198706

In table 4.3., | present results from the difference of means tests of partisah cont
and total spending. These test results reveal an uncertain relationshipnbeVitszal party
control of government and changes to total social spending. This is true actiosesal
institutions of the federal government. Therefore, the clear correlationdrefdamocratic
Party control of government and increased social spending must be called into doubt.
Republican presidents slightly outspend Democratic ones, on average annual basis, .051 to
.045. Democratic Party control in Congress results in marginally higher speoigiisy yet
again these differences are not statistically significant. Although natieelga table form, |
additionally ran an ANOVA with partisanship as a scaled variable. Thedscatiable
ranges from three equating to total Republican control, two and one as divided control, and
zero to total Democratic control. Again, there was no statistical differetth the partial
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sum of squares coefficient at .000 and the p-value at .968 with a standard f-valu® of .05.
Regardless of political party control, social spending increased, on avevagegrntent a
year during this period of study. These results provide strong evidence thanhgiasjsfiof
Democratic control resulting in higher levels of social spending only atémuchanges in
appropriations for public programs. The similar spending totals, year adieraye driven by
the entitlement nature of both indirect and direct social welfare spendingargstl
categories of direct spending are for non-means tested programs, antt spbrelding
provisions accrue benefits to whomever qualifies — resulting in consistent, anangés to
total domestic spending. Although partisan control does not predict changes in total
spending, it may still serve as a useful indicator in forecasting the directiba sbcial

expenditure ratio.

The second tests stem directly from the partisan theory of social policy. This
theoretical argument predicts that under higher levels of Republican membérshgiid of
indirect to direct social spending will rise. In table 4.4, | present two models: easurng
Republican legislative membership as a percentage, and the second testingjdal paity
control with dummied variables representing Republican Party control for lhathbers of
the legislature. It is clear from the results in table 4.4 model 1 that neprgbRcan influence
in the legislative branch increases the ratio of indirect to direct spendindhitheathort and
long terms, with a slight additive effect from presidential control. The ooeiti for the
percentage of Republicans in Congress demonstrates that a positive one-unit shift i

percentage of Republicans produces an increase in the ratio of indirect tsaliract

2| ran this another way interacting the dummy Jalga so that the full model had the three original
dummies and three more representing the presidéneg the house, the presidency times the senadeha
house times the senate with the same results.lfihahn an ANOVA model that looked at only the
differences in social spending the year after acbwin party control. Again, the same results wnaduced -
no statistically significant difference between pwaditical parties in total social expenditures.
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spending of 0.145. Over the long-run, this initial increase in the indirect to diieasrat
augmented, mainly due to the entitlement nature of tax expenditures, by an geen lar
magnitude of 0.199. | find that the presence of a Republican president increapestiegs
ratio more towards indirect spending in the short-run with a coefficient of 0.020, but the
long-run impact is negative and not statistically significant. In total apdeascted, the
Republican Party trades off public funds towards private-sector social prognanasvay

from the public sectdt*

There is a possibility that changes to the social welfare expenditwrarati
determined by economic conditions. An increase in unemployment should decrease the
amount of tax expenditures for social welfare, since these individual provisiomsrely
employment. In periods of creeping inflation, more people would seek and claretks
for social purposes as a means to lower their overall tax burden. The resulislivate ithat
unemployment has no short-term effect but influences social spending ratioangkernm
with a statistically significant coefficient of 0.014. The long-term effacé due to the
lagged nature of tax incentives to address unemployment, such as tax breaks for jolkand wor
training that affect job rolls years after implementation. In addition,tagwexpenditures,
once passed, expand slowly only after being properly interpreted and applied urtdey exis

worker contracts on an industry-by-industry basis.

21| ran two other models: one that represented Rigaubcontrol by dummying up the Presidency, the
House of Representatives and Senate. The otherl meekt the three previous dummies and created thoge
variables by interacting the Presidency and thesdpthe Presidency and the Senate and the Housgeaate.

In both of these models the results mirrored ttudgbe reported ECM - Republican control of theaitave
matters and control of the legislature matters mioréhe first model with just the three dummiediahles,
Republican control of the Senate reported a higbefficient than the House.

22 |n order to put these results into perspective bilggest jump in the social expenditure ratio was
between 1982 and 1983. In that year direct speridergased by .06% while indirect spending incrddsean
astonishing .43%. Conversely, when the ratio fetieen 1993 and 1994 — direct spending increaseda8%
while indirect spending increased a slight .02%.
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In model 2 in table 4.4., | examine differences across the two chambers of Gengres
the House of Representatives and Senate. Republican control of both the House and Senate is
coded as one and Demaocratic control is labeled zero. Although there is no the@asioal r
to posit that Republicans in the House differ from Republicans in the Senate in tleeir bas
ideological preferences towards social policy, the different legislatiles and procedures in
the two bodies could produce differences in spending. Specifically, the sixtperotein the
Senate needed to pass cloture and most legislation diminishes the effisaaple political
party control. Republican control of the U.S. Senate results in positively signed and
significant coefficients in both the short and long terms. The partisan control@fShe
House has a weaker effect on social spending changes and only in the short-teamly The
period of time in this study in which the Republican Party controlled the Senate but not the
House of Representatives was during President Reagan’s administration. From 1981 to 1987,
direct social spending was cut and substituted with tax breaks that drove up thevsiéaial
expenditure ratio from .249 to .338. President Reagan relied on the Republican controlled
Senate along with fiscal conservatives in the House, during the height of ctimegoualic
mood, to pass sweeping tax breaks and cut direct public social expenditures. The economic

controls, although signed in the right direction, are not statistically signffi¢

To summarize, the results presented here confirm both arguments: firdietieast
no convincing relationship between Democratic Party control of government aneéshang

total social spending and second, that under Republican leadership, exercisedyndialy

% ran a third base partisan model, with the saomardied presidential variables and an ordinal
variable for control of Congress with two being fRepublican control and one being a split Congrébe
results from this model mirror model one. The mosiust predictor is Republican control of the Casgrin
the long-term with a slight additive effect of Réfican presidential control in the short-term. Lenog
unemployment is positively signed and significanthie long-run. The total amount of variance exmdiby
this model is similar to model one at .368.
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Congress, indirect spending is utilized more than direct spending. | concluddé&oestlts
here that party control of Congress is more important than that of the executinehgit
Republican influence in the legislature was consistently important in dir¢hBrgpcial
expenditure ratio. First, tax expenditures are controlled by only two comsrstbeance a
political party controls Congress there are fewer veto points in chamgimgat spending.
Second over the course of this study, party leadership in Congress has exevoisedmntmnol
over the rank and file members often resulting in party line votes on important nseasthre
as appropriations votes. As the political parties have polarized, legisldtorsoaupy
supermajoritarian positions in the Senate have become more ideologicaipexand less
moderate) and therefore, are more likely to favor highly partisan policy oescdwext, the
president often works through his own party members in Congress to pass sab&ttdagi
arguably the most important of which concerns annual spending and revenuertigigret
these results to mean that the Republicans substitute one type of policy, directunalotig,
for another, indirect spending. This achieves multiple short and long term goalssihothe
run, Republicans are able to hold constant or decrease public spending on social programs
that benefit mainly Democratic constituents and increase tax spendinddbates
government funds to Republican-friendly businesses and private social insu@anderpr
In the long-run, the substitution of indirect for direct funding accomplishes twe, ged
policy and one electoral. On the policy side, an increase in tax expenditurescidulegsr
government revenue into the future and therefore restricts the capacityreflegislators to
increase direct spending without running larger deficits. Electorally, tiedization of

private social companies increases their ability to service andtatiistomers. The more
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invested citizens are in the health of the economy or private business for theirgber

economic security, the more likely they are to support conservative policies.

Alternative Explanations for Changes to Social Expenditures

In order to fully investigate the influence of political parties on sop&iding, |
extend the analysis from measures of political party control to include dividedrgnent
and political party polarization. Some studies theorize that these two rexwid, tr
independent of and, in some cases in addition to, party control, are driving both thesthcreas
use of indirect social spending by the federal government and decreases tiostagna
traditional social programs (Howard 1997; Hacker 2002, 2004; Pierson 1996). If one or both
of these trends are causing yearly increases in the ratio of indigice¢t social spending,
then the previously reported relationship between more Republican influence and higher
levels of the social expenditure ratio must be called into question. In the caseedldivi
government, if the President’s party does not control Congress, it makes passabtesi
changes to domestic spending or deep tax cuts more difficult. Direct mefadiores more
difficult policy path than indirect measures. Social expenditures for public pnegra
through the entire appropriations process and are subject to review. Convexsggn@ding
only passes through two committees and, once passed, operates as a forferogantit
spending. Therefore, periods of divided government might have less influence on the fate of
indirect versus direct spending. The effects of party polarization on the ratidirefct to
direct spending are similar to those of divided government. It could be argued treadtindi
spending is a logical alternative to both political parties dominant policegieat increased
government spending for the Democrats and cuts in the marginal income and corporate ta

rate for the Republicans. In essence, splitting the ideological differetweedmethe two
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parties’ major policy goals, tax expenditures for social welfare cotilasagoth a tax cut for

individuals and a form of public financing for social policy.

The following sections present the literature on divided government and party
polarization with respect to public policy, government spending, and social pohcg. 15
existing theories examine these two concepts and tax expenditures, | therethewari
divided government and party polarization may shift the direction of indirect td doeial
spending. In order to test these claims, | present additional hypotheses aisl oralset
which includes divided government and a second which tests for the effects of both divided
government and party polarization. The test results indicate that the inclusiordefidivi
government adds to the explanatory strength of the overall model, although paigisans
continues to be the most powerful and significant indicator of changes to the social
expenditure ratio. Party polarization is signed in the wrong direction and nstic#y

significant in any of the models.

Divided Government

One of the most popular debates in the annals of political science literature
concerns the influence of divided government on legislative productivity. Divided
government has become increasingly frequent in the period since World War Il. The
elections between 1952 and 2009 generated unified governments at the national level just 30
percent of the time. This era stands in stark contrast to the period between 1900 and 1950,
when unified governments were elected 84 percent of the time. The traditmdeabdi
government hypothesis argues that legislation is less likely to become\phkcythe

President’s party does not hold a majority of seats in both chambers of Congress. An
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additional institutional obstacle to passing legislation is the super raagmitrule of the
U.S. Senate that requires control of sixty seats by the majority party intortevart the
threat of a filibuster from the minority party. Advocates of the traditionaisreggue that
agreement among these three bodies is likely to be difficult during periods ofddivide
government due to divergent member ideologies. While this argument is intdnéve, t

empirical support has been decidedly mixed.

There is noteworthy scholarship that challenges the traditional explanation of
divided government. Mayhew (1991) argues, in perhaps the most influential piece, that
divided government does not shape the legislative process in ways that prohibg passi
major legislation. Mayhew examines 267 pieces of “important” legislaahefined by
journalistic accounts for the period 1947-1990 and concludes that divided government does
not change the frequency of passing major legislation. Additionally, Keithbiie(1996)
theorizes that unified government has no effect on breaking gridlock in thatiegisl
process. Legislative gridlock is an often-used phrase to denote congressiaus pkri
inefficiency or stalemate in which few bills are passed into law. He godo argue that the
salient factor in stopping gridlock is the policy position of the status quo relative
legislators’ preferences for new policy. In addition, gridlock only can be overevhen the
status quo position is extreme relative to the preferences of the legisktaily, partisan
preferences and supermajority procedures, such as the presidential veto diodisher fi
make it extremely unlikely that a strong majority party, even under urgéedrnment, will
be sufficient to alter normal gridlock. Fyrmer (1994), in studying the period I@#i-1992,
argues that the conservative block in the Democratic party assisted Rappbdis@ents in

passing legislation, even in periods of divided government. The majority of the
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aforementioned studies measure the effect of divided government on “sighiécasiation
and not government spending. Given that | represent policy shifts as changescto publi
spending levels, it is essential to examine more specific studies on dividedrgemnéand

expenditures.

In the matter of government spending, Jones, Baumgartner and True (1998) find
no statistical difference between unified Democratic control and dividegtgment in
changes to the budget authority. Although in a previous piece, Jones, Baumgartnereand Tr
(1996) concluded that divided government corresponds with more budget volatility. Kiewiet
and McCubbins (1991) found that Democratic control of Congress and the Presidency results
in faster domestic spending increases than under Republican control. The above Bathors a
report that when there is a split Congress, social spending grows slower than under

Democratic control but faster than when there is unified Republican control froril 9888

In contrast to the above-mentioned literature, some scholars find that divided
government produces less legislative output than under periods of unified government
control. Cameron, Howell, Adler, and Riemann (1997) discover that divided government
reduces enactment of “landmark” legislation, yet increases enactmess@ignificant
legislation. Binder (1999) argues that divided government produces a mild incréase
proportion of salient legislation that fails, but has no greater effect than atebamsms
such as public mood. Kelly (1993) reworks Mayhew’s list of significant laws, usiggloal
laws that were significant at the time of adoption, to show that unified government doe
increase the number of important laws passed during a legislative sessioly, Guigk and

Nesmith (1994), in their examination of the George H.W. Bush presidency, bitim t
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divided government only causes gridlock when the issue being debated is highlyigd¢olog

or if there has been a change in the public mood.

Over the last thirty years, the increase of divided government has corresponded
closely with the era of social welfare retrenchment. Paul Pierson (1996, pihésd®cial
welfare retrenchment as “policy changes that either cut social expesditestructure
welfare state programs to conform more closely to the residual wetiéeensodel, or alter
the political environment in ways that enhance the probability of such outcomes in the
future.” Pierson’s evaluation of retrenchment in the U.S. and U.K. demonstrates tisahpar
barriers both inhibit social program expansion and create obstacles forttegisiao want
to completely dismantle the existing social welfare state. As Pierstaswr his assessment
of social policy in America, “Economic, political, and social pressures hawrddsan
image of welfare states under siege. Yet if one turns from abstractsilismusf social
transformation to an examination of actual policy, it becomes difficult to suk&in t
proposition that these strains have generated fundamental shifts” (173). Biemsariusions
would align with those scholars who argue that divided government restraingynajori
political parties from enacting policy that matches their members’rprefes. The
stagnation of social policy hurts the interests of both the Democratic and iRepuRdrties.
Democratic members who want to expand or index public benefits and serviceditminfla
are forced to accept “policy drift.” Policy drift occurs when social andi@wic changes
alter the effects of policies without significant changes to the actual/pblacker (2004)
argues that social risks have changed drastically for most workers withhgtitchange to
the federal law that governs public and private insurance. Although retrendmaseeduced

the scope of some welfare programs, the popularity of Social Security anchkéeitihibits
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the Republican Party from making deep and lasting cuts. Other scholars exdedeira

and state interactions argue that institutional fragmentation, along with cdanserdeology
during this same period, has resulted in welfare devolution (Goetz 1995). Devolution is the
shifting of public responsibilities, such as financing, management, and/or reguliadm

the national government to the subnational level.

Different policies can influence the type of politics practiced at trexdEkbvel
(Lowi 1963). | argue that divided government increases the ratio of indirect tosticeak
expenditures due to the different policy characteristics that separateothges of
spending. There are numerous policy advantages for tax expenditures as compaget! to dir
spending: once passed tax expenditures become part of the permanent tax codeg they hav
sunset provisions, and no standards of performance. Tax incentives for social avelfare
created and expanded in revenue or tax reform bills and not through the appropnmtions a
budget processes. Additionally, tax expenditures face fewer veto points in Cdrepasse
the House Ways and Means and Senate Finance committees serve as both thenguthdrizi
“appropriating” committees. On the contrary, when Congress directalfedsrey to a
public social program there are specific goals and objectives that anatedshnnually.
Howard (1997) finds that most tax expenditures originate as minor provisions irabarge t
bills. Moreover, he argues that popular tax credits were usually passedtigitio ho debate
and grew exponentially over time. | expect indirect spending to increasasaé@arate than
direct spending regardless of party division due to the historical ease of pa&king a
expanding tax expenditures, the fact that tax expenditures face fewer vesoiptiet

legislature, and since tax breaks are not subject to the annual review procgsecétmg

84



logic results in the following hypothesis, that divided control of government iy ¢as

indirect to direct social welfare expenditure ratio — all else equal.
Party Polarization

In addition to increased occurrences of divided government, the two political
parties have become increasingly polarized on both the elite and mass level4.99Mc
more than half of congressional votes have featured a majority of one party ogposing
majority of the other. This high level of party polarization has increased Igteeutie the
1970s. As the political parties pull apart ideologically, they also becameumiéoem
internally as measured by the decreased variance of each pariy&saamlition. There has
been a dramatic rise in ideological polarization between the two congragsoties since
the 1970s, whether it is measured through interest group scores (Grosecldseangbvi
Snyder 1999) or roll call votes (Poole and Rosenthal 1997; McCarty, Poole and Rosenthal
1997)?* These changes to polarization can be caused by demographic changes todhe distri
or by design. Either way, district constituencies are more politicallyogeneous and,
therefore, elect more ideologically extreme members. Rhode (1991) and Jacobddn (200
among others, argue that party polarization has been marginally increasexvarfy round

of redistricting over the last thirty years.

The lucidity of partisan differences, especially on social issues, hasdasul
increased party strength and polarization among the electorate. Changesal palitical
party polarization have caused responses from the mass electorate thahmifive tevel

(Zaller 1991; Carmines and Stimson 1989). There are three major categories\oirthe

24 The DW-Nominate scale is calculated from all n@rnimous roll call votes cast across all
Congresses with each vote recorded on a liberaeswative dimension ranging from —1.0 (most libetall1.0
(most conservative), allowing measurements acioss ((McCarty, Poole, and Rosenthal 1997).
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arguing for what drives polarization in the mass electorate: the e@txtoresponse to the

elite realignment (Abramowitz and Saunders 1998, 2000; Putz and Shepherd 2001), shifting
partisanship on a single-issue (Riker 1982; Carmines and Stimson 1989) or voters’ extending
conflict from divisions about social welfare to other issue areas (Carddyagman 2002).
Hetherington (2001) demonstrates that party polarization in the U.S. Congrésd ctearer
perceptions among voters about the major issue differences between Dearatrats

Republicans, especially for social welfare.

Party polarization has been blamed for a number of new policy developments
including an increase in strategic gamesmanship (Aldrich and Rohde 2000) and denrease
social spending for public programs (McCarty, Poole, and Rosenthal 2006). Jones (2001)
argues that it is not divided government but party polarization that leads tatiegisl
gridlock. He concludes that by including party polarization and party seabdivisa model
along with divided government, the divided government effects on legislative gridiock g
away, while polarization and seat division are highly correlated with gridlocidé®es
making compromise across the legislative aisle more difficult, paréyipation also signals
a decrease in the amount of moderate legislators. Moderate legislatos vavileged
position in deciding policy outcomes (Krehbiel 1998; Brady and Volden 1998). The long-
standing congressional rules like the Senate’s filibuster and the coosatugquirements
for overriding presidential vetoes force super-majoritarian outcomes. Ifratedaembers
become less frequent, more ideological members will fill these pivotatessignal roles in
the legislative process. Howard (1997) argues that important new tax expesndit
Congress were sponsored by more moderate members, and, therefore, the diecrease

moderate members could result in less support for tax expenditures. Mc@©atgy, dhd
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Rosenthal (2006), in their study of party polarization and income inequality, reveattat
polarization in Congress is associated with diminished social spending anaséedre
marginal income tax rates. If McCarty, Poole, and Rosenthal are comréoe social policy
effects of polarization, then | expect polarization to correspond with a higtiat welfare

expenditure ratio.

As the two major political parties diverge on issue areas, they also move away on
their preferred strategies of social policy redistribution. Poladrathould affect the two
major political parties’ preferences for indirect versus direct spendingys that increase
the social welfare ratio. It could be that indirect spending representsea@detompromise
position for both parties on social policy, as compared to the status quo. Democr#gitan c
that federal money was allocated to social welfare goals, while Repubtiaarclaim new
tax cuts and a reduction of government bureaucracy. The second possibilitynsriseged
party polarization, along with divided government, creates obstacles to dyistatien and
therefore privileges the less scrutinized route of indirect spending. In th@e@sds of
drastic social spending increases occurred in periods of large Deimoatagirities.
Conversely, major tax cuts to the income and corporate structure were enagiediords
of significant Republican majorities. Tax expenditures for social wetigpresent a natural
policy compromise to both higher social spending and marginal tax cuts and, therefor

should rise in periods of increased party polarization.

Measuring and Testing the Alternative Models of Partisan Influence

In the new models, divided government and party polarization represent two distinct

hypotheses concerning social policy that are tested alongside the paeisgnaf social
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policy. The first set of models adds the individual variables of divided government &nd par
polarization to the baseline model. | represent divided government as a binalpjevarith
unified party control being labeled as zero and years of divided party contrgllakeled as
one. Party polarization is measured using the common space scores with higlser value
signaling more polarization (Poole 1998). This measure is created from sbaliDyV-
NOMINATE scores that allow the House and Senate to be compared across tipacnd s
In Table 4.5, the partisan variables are carried over from the original analifsi
Republican control being coded one and Democratic control as zero. There are again
economic controls representing yearly percentage changes to both inflation and
unemployment. To reiterate, the expected hypotheses are that divided government,
independent of partisan control, results in a higher social expenditure ratio andtthat par

polarization also increases the social expenditure ratio.

As is clear in table 4.5., the addition of divided government does not assist the overall
explanatory power of the model, nor is the variable signed correctly and sthyistic
significant. Both the short and long-run coefficients are small and not stdlyssignificant.
In fact, the long-run coefficient for divided government is signed in the wrongidiveand
not statistically significant. A higher percentage of Republican membdre iegislature
again are a robust indicator of greater indirect to direct social welfpeméitures.
Interestingly, the inclusion of the divided government measure negatesrttiieaige of the
short-run effects for Republican control of the executive and legislativeh@snthe results
here indicate the effects of partisanship on social spending changesrératdisacross the
years aftet + 1. This is unsurprising given that most of the social spending components

included in the indirect to direct ratio measure are types of entitlemeardisgehat, once
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passed, increase with time. The coefficients for inflation are signed irgtitedniection, but

they are not significant. As in the base model, the long-run coefficient forplmygment is
positively signed and significant. Across almost all the models, long-termplmyament has
been positively associated with moderate changes to the social wgfjarelgure ratio.

This is true for two reasons: one, direct spending that addresses unemployargetys

handled at the state level and, therefore, federal spending on public programs would not be
triggered by increasing unemployment; second, indirect initiatives tossddnemployment

are time-lagged investments, such as worker training or incentives for extended! f

education.

The results from model 4 in table 4.5. demonstrate that party polarization is signed
in the expected direction, but not statistically significant. Republican Pdugnce, over
the long-run, in Congress again is the most efficacious predictor of social spendaiggscha
The combined null results of both the divided government and party polarization measures
raise doubts on the proposed use of tax alternatives as a compromise strategiwior t
political parties. Also, the positive signs for the party polarization varialmeisish the
possibility that an increase in moderate members of Congress correspondseolegvels of
indirect to direct social expenditures, as is argued by Christopher HawEneé Hidden
Welfare StateAll of the remaining political variables were in the right directionngt
significant. The only economic control to rise to the level of significarazlang-term

unemployment.

The analysis above provides considerable support for the partisan theory of social
policy. A larger presence of Republican members in the U.S. Congress corraspgredger

indirect to direct social welfare expenditures. This relationship stands uptagainemic
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controls and alternative political explanations such as party polarizatierpartisanship of

the legislature is a more robust and consistent predictor of changes to the)xquaraiture

ratio than that of the executive branch. In fact, a higher level of Republican ceasrol
significant and robust across all four models. In one set of models, the presenogeaf di
government does not perform as hypothesized and negatively corresponds with the social
spending ratio, resulting in more direct versus indirect expenditures. The dividedrgeue
results negate the theorized importance of the different policy paths of traticedirect
spending. It does reinforce previous findings that divided government is not in andf of itse
an obstacle to increased government spending. Party polarization is notaligtisti

significant in any of three alternative models.

The next step for this analysis, and one | plan for the future, would be to use the
DW-NOMINATE scores to test the potential influence of gridlock intervals onggsato
the social expenditure ratio. | would be interested in determining if certaitappositions
that are sufficiently liberal or conservative as compared to the status quohaceceial
welfare expenditure ratio in the expected direction. Additionally, it would beesiteg to
examine the DW-NOMINATE scores of the relevant committee heads in campaoi the
ideological scores of the chamber median and the executive branch. Furthémmouie
like to create a cross-sectional model using four dependent variables repgesaci social
welfare category. The social welfare expenditure data can be broken doviouinpolicy
categories: health care, income security, welfare, and education. Theugrenadels assume
that all four social categories respond to changes in partisanship in the apnfecross-
sectional model might reveal different political influences than the eakamination of

social welfare as an aggregated measure. For example, there might Hereaaifbetween
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the Republican and Democratic Parties in the category of welfare sitcpdrbes have

supported increases to the EITC during this period and slashed public welfare spending

The Policy Effects of Political Changes to the Social Expenditure Ratio

The results presented here have several important implications for polititas pa
public policy, and economic conditions. First, the traditional narrative of DenwPBiaty
control of the federal government leading to more spending and larger govenaadsito
be reconsidered. The traditional story of the liberal or Democratic statialis now
complicated by the fact that Republicans too support a social welfare Kiaieomae that
utilizes the tax code in place of the appropriations process to direct finasualees to the
providers, not the beneficiaries, of social benefits. The shift of social padicydirect to
indirect spending moves resources and jurisdiction over social policy from tiaéostiae

market.

In 2007, the U.S. budget deficit was 65.6 percent of Gross Domestic Product and has
increased, on average, over $500 billion each year since 2003. The political focus on
addressing the geometrically growing budget debt has almost solely beemmatiog
entitlement spending for social programs. Tax expenditures function asaf gmglement
spending, given that any taxpayer who qualifies can claim the benefit, sovaoy ne
expanded tax expenditure reduces the revenue of the federal government now and into the
future. I would argue that any serious proposal to control entittement spendingeassagh
dealing with the budget problem should also address the $1 trillion dollars of annual revenues
lost through tax expenditures, most of which are on “autopilot" and not subject to annual

review. Not only do public entitlements drive up the annual budget deficit, but the continual
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growth of tax expenditures for employer-provided benefits augments this griisaal

problem.

The policy process for direct spending differs drastically from indirecalsoc
spending. Tax expenditures are a prime example of ~off-budget” spentiadley are
divided from direct expenditure programs in the legislature and the adminestagencies
that prepare direct expenditure budgets. For example, the Department of Health amd Hum
Services prepares the budget for means-tested assistance progridw@pbmr, such as
TANF and Medicaid, but has no authority for the Earned Income Tax Credit (BUBS)y
which also is targeted at the poor. One consequence of the tax expenditure ptbeess is
policymakers with no interest or expertise in social policy administer inesrfor health
care, income security, welfare, and education. In addition, there are no substantive
evaluations of who benefits from these expenditures, if they are efficient cahipalirect
spending programs, or if tax expenditures actually promote the type of pocak s
provision they are intended to stimulate. The lack of annual review and smaller number of
committees involved in the tax expenditure process reduce the scope of confliotinvhic
turn privileges special interests and could diminish the saliency of public opinion

(Schattschneider 1960).

Finally, policy processes have feedback loops in that citizen and interest group
responses to government programs create incentives and costs for politicgigb@n in
future policy debates. In traditional public programs, if citizens are unhapipyhei quality
of social services, there are many public outlets for voicing their displaasonger to bring
about improvements to benefits and services. Tax expenditures for social wélidize
mostly employer-provided social insurance and benefits. The governmenestifidiancing

92



of these social programs obscures the role of political actors and public pol@pingthe
access and generosity of social benefits. As Suzanne Mettler (2007 abgu indirect
spending, " this growing sector of social policies, in obscuring the governmodet's
threatens to undermine citizens' support for more distributive forms of sociadiproly
offering them the illusion that they gain economic security solely throughota

individual efforts" ( p. 218).

Social policy has many economic effects, the most significant beingdisériteution
of national income. Public social welfare programs are designed to providecasheor in-
kind benefits to the most economically vulnerable populations in society such as the elde
the poor, children, unemployed workers, and the disabled. Tax expenditures for social
purposes primarily accrue to wealthier, white-collar workers. Nathdy K£05)
demonstrates through the conditioning of economic factors Democratic control of
government has had progressive effects on the redistribution of income over time. The
majority of tax expenditures, all but tax credits, have regressive effiett€ome
redistribution. The results here indicate that tax expenditures increase updbli¢aa
control, so a logical extension would be that income inequality should also rise with
Republican gains due to increases in tax spending. It is important to consider if and how
these tax cuts are financed with changes in direct federal spending. df@ased tax cut for
employer-sponsored health care is paid for by a decrease in Medicaid payheEmthis
exchange is sure to cause a rise in economic inequality. Chapter five sgfiietasts the
relationship among political party control, social spending, and changes to economic

inequality.
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CHAPTER V

POLITICAL PARTIES, SOCIAL EXPENDITURES, AND THE PRIVATE
SOCIAL SYSTEM

This chapter presents a test of the partisan theory of social policy by exguthi@i
relationship among political parties, social policy, and the private soctahsy$o date,
there are no existing studies which empirically examine the role of poptcaés or public
policy in determining adjustments to private-sector social spending. Comtremynimon
wisdom, | expect the Republican Party in government to support public funding of social
policy. Contrary to Democratic Party preferences for public social expeeslitRepublicans
favor the subsidization of private-sector social services and benefits. The Rapuitarty
distributes resources to their constituencies and promotes conservatismgogulsic

policy to encourage private social spending.

The private-sector social system is larger in the United States thawy atheer
industrialized country and has rapidly grown over the last thirty years QCD05). The
vast majority of Americans receive their social benefits and serVicasgh the private
market?® Private-sector social spending nearly doubled from 7.7 percent of GDP in 1972 to
13.3 percent in 1994° Public spending from social programs, although larger, increased at a

slower pace from 16.6% to 21.1% of GDP during the same time period. Total spemding f

% | present data on this in chapter three from tBA 8nd EBRI.
% | use these years because the private social isyedata only run until 1994,



social welfare programs, both public and private, increased from 23.5 percent of GDP in
1972 to 33.6 percent in 1994. In this chapter, | test how changes to political party control of
government, and by extension public policy represented by the social expendibure rat

determine varying levels of private-sector social spending in the Unitexs Stat

The private social system refers to health care, pensions, welfare i@duaad other
services which citizens receive through their employers or other nonrgoser
organizations. The majority of private social benefits are offered voluntgriysinesse¥’
This analysis focuses primarily on employment-related social beneditseavices since
these programs constitute around 96% of total private-sector social expen(BBr?®
The administration and provision of employee social benefits involves the government,
businesses, and individual employees. The two largest private-sector sogiahps are
employment-based health care insurance and company pensions. Currently, thentwo ma
roles of public policy in the private market are regulating the provision of social tsegndi
providing incentives through favorable tax treatment and subsidies. Additionally, the
government mandates that employers assist in paying for some public sociai@segch
as Social Security, family and medical leave, workers’ compensation, and ugerapto
insurance. Employers voluntarily offer health insurance to employeestigatfram acute
hospital visits to full coverage including dental and eye care. Also, emplpy@vide
savings and private pension plans to employees for retirement that vary diemadefined
benefit plans to newer defined contribution plans that rely on individual accounts. Employers

often provide additional benefits and services such as education and training, chilegedre, |

" Given this fact, it is important to note that marfythe salient factors that determine private fiene
cannot be modeled, such as company level decisidhsstry level decisions, and globalization.

2 Although | include spending data on non-profit amtlintary social services and benefits, | do not
theorize about these organizations since they septesuch a small percentage of total private spgrahd the
literature focuses mainly on issues of organizatind management.

95



assistance, traveling reimbursements, paid sick leave, vacations, andtynig@ve. Finally,
employers sometimes provide voluntarily group-life insurance and long-teatildty
insurance. The generosity of private social benefits is determinezhipany level

decisions, macroeconomic factors, and public policy.

A political party's decision to finance the public or private sector is piiyreari
function of their members' election goals and core values. Most existingethebsocial
policy operate from the assumption that the only response available to governnoeais offi
in response to pressures for social benefits is the expansion of government programs a
public spending. Previously, | introduced a theoretical argument that polititiasgzave
preferences for the role of government in society. Republican Party meanbéngerested in
maximizing individual economic freedom from the perceived advancement of government
power and, therefore, use policy to shift public funds to the private market. | have found tha
more Republican Party influence in the federal government results in hegles of indirect
versus direct spending, which subsidizes private-sector social programefofdndrexpect
that increased Republican influence in the federal government will produce potibptha
lowers the cost of private social provision and creates more demand by cutting public
programs. In this chapter, | find that mixed results for the relationship betwegcapphrty
control and private spending. Republican Party control of the Senate increaagssactor
social spending although not through changes to the social expenditure ratimplarison,
if just the percentage of Republicans in Congress is used both Republican influence and the
social expenditure ratio correlate with higher private spending. Theses reswdt
implications for understanding the role of political institutions in the privat&etgublic

policy-making, and social policy.
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A Brief History of the Private Social System

Private social programs have existed in the United States sincé"tbentry.
The private social state’s early development is commonly attributed kacthef national
and state social programs (Brandes 1976). In the absence of federal social prhgram
the 19" century, civic and social organizations used welfare benefits and soararios as
forms of selective benefits in order to attract members and garneylty#ieir
organizations (Lubove 1968; Skocpol 1995; Beito 2000). Some examples of earlier employer
programs are Gallatin Glassworks profit-sharing plan in 1797, American EXpoegsany’s
employer pension plan in 1875, and Montgomery Ward’s group health, life, and accident
insurance program in 1910. These programs were created to increase wailkgalny
dissuade union activists through offering preemptive employer benefits. y@rgphiso
assisted in the formation of mutual benefit societies which maintained contributory
employee-financed funds that paid benefits to injured and ill employees. &oplex health
and accident coverage was first offered in the mining and railway industrieEnbvolent
societies that later turned into industrial unions. In the 1870s railroad, mining, and other
industrial industries offered the use of company doctors to workers. This was, for mos
businesses, the earliest form of health insurance that was later supptebyemtedical or
hospital coverage. In addition, group sickness and accident insurance guarantBed a dai
payment for each day of work missed on account of work-related iliness or injury. These
types of corporate welfare were successful in cultivating employa#y@and grew again in

the 1940s and 1950s due to policies surrounding World War 1.
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The second wave of private-sector social benefit growth occurred in response to
war time economic policies. Quadagno (1988) argues that there were threes ploditie
together influenced the rise of private social benefits in the middle of thee2@ury: the
excess-profits tax, the wage freeze, and the tax-exempt status of pewisicrakin insurance
payments. She argues that the excess-profit tax spurred firms to incesabeftire-tax
spending on employee fringe benefits. Next, increased labor competition andettzd! ye
mandated wage freeze encouraged firms to increase employee compgresekames
through better fringe benefits, as opposed to salaries and wages. At this timejeieea
number of federal court cases that ruled employer payments into company padsiealéh
care plans were not wages and were, therefore, tax deductible (Munts 1967). In addition,
court cases surrounding the Wagner Act of 1935 gave increased rights and iadentive
unions to negotiate and bargain over employer-based benefits. Many union leaders,
especially the American Federation of Labor (AFL), believed that unioviged benefits
grew their membership rolls. Finally, many union leaders turned towardssmlenefits
as they became increasingly frustrated with the Democratic Pkt ®f progress on

national health care and other benefits.

After World War 1, private insurance companies began to realize the economic
benefit of selling group policies to businesses. The number of union workers covered by
employer-provided health insurance went from 600,000 in 1946 to 12 million workers and 17
million dependents by 1954. First, employed people were relatively healthigoanger
than the general population, so social insurance could be sold at a lower cost per unit.
Second, insurance companies could avoid the problem of adverse selection since people do

not primarily select employment due to the health and pension benefits. In comclusi
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businesses worked with private social providers to offer employment beseadith@ans to
generate worker loyalty, respond to the dictates of collective bargainagliminish the

incentive for employees to form unions.

The Modern Private Social System

American private-sector social spending grew dramatically asiarpoftotal
social expenditures during the past half century. From 1972-2002, private sociat welfa
expenditures, driven mainly by employer health care and pensions, more than doubled from
seven to 15 percent of GDP (SSA 2004). Over the last decade, more than 70% of workers
were enrolled in some type of employment-provided insurance program. Thepadicof
workers in employer-based social programs is correlated with macroecocmditions
such as the unemployment rate. For example, the economic boom of the 1990s produced
higher levels of participation in private plans while the economic slowdown in the 2000s
resulted in lower levels of worker participation. As employer-based plans feueschover
the years, businesses, unions, and the federal government became more comitnttige
prominent role of private benefits in the overall social system. The followatpse explore
the major components of the modern private social system: employer soefisand

services.

Employer Health Care

Employer-based health insurance provided coverage for 161 million citizens under
the age of 65 in 2008. During the same year, 51 million or 19.4 % of the nonelderly
population were covered under public programs, an additional 16.7 million, or 6.3 %, were

covered by individual policies. In 2008, 98% of Americans with employer-based heakh pla
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were enrolled in managed health care. The majority of these managed careeplans a
represented by Health Maintenance Organizations (HMOs) and PreferredelProvi
Organizations (PPOs). Almost all employment-based health care pasistgect to

payment limitations and require the employee to share in the costs of coveragecdsis
include premiums, deductibles, coinsurance, copayments, and maximum caps on benefits.
Employment-based health benefits use a variety of administrators: comnmesurance
programs, Blue Cross and Blue Shield plans, self-insured plans administerad-patty
administrators (TPAs), or multiple employer welfare arrangem&tsN(As). As Table 5.1.
shows, employer health insurance declined from 68.4 %t in 2000 to only 61.1 % in 2008. The
uninsured population grew over this same time-period and was estimated at 45.7 million in
2008. The public health programs of Medicaid and the State Children’s Health Insurance
Program (SCHIP) increased from 10.5% of the population in 1999 to 14.9% of the
population in 2008. Individually purchased health care insurance has remained atre consta

range of 16-17 %from 1996 to 2008.

As with private pensions demographics discussed in chapter three, workerslenrolle
in employment-based health insurance programs are more likely to be wiailtkywand
working full-time as a professional in a large firm as compared to the awve@tiaga. Among
the U.S. adult population, more than 61 % of nonelderly citizens have employer-based health
insurance. Large employers providing access to group health coveragaefblieao
provide health benefits at lower costs than smaller employers, sincad¢haybgect to less
adverse selection and their administrative costs are lower. In 2008, 64.2% of wofkens i
with 1,000 or more employees had social insurance compared with only 26.4% of workers in

firms with fewer than 10 employees. In the same year, more than 66% of warkers i
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managerial and professional occupations had personal health care insurancedanpar

only 33.9% of workers in the service sector. Additionally, more than 66% of full-timal-or f

year employees were enrolled in employer health insurance programsedrmpa3.1% of
part-time, part-year employees. In the United States, private healthnoswenrollment

varies by race and ethnicity. In 2008, a little less than 70% of white workerga@dhealth
insurance through their employer. Conversely, 49.1% of blacks had coverage and only 40.7%
of Hispanics had private coverage. Even when controlling for income levels, weitestill

far more likely to have health coverage than racial and ethnic minoritiesx&mapke, for

families with income levels at least 300 % above the poverty level, 84.5% of whdtes ha

coverage compared with 76.9% of blacks and only 72.2 % among Hispanics (EBRI 2009).

Employer Pension Plans

There are two main types of employer-based retirement plans: defined
contribution plans (DC) typified by 401(k) and 403(b) pension plans and defined benefit
plans (DB) typified by traditional pension plans. Under a DC plan, employer contributions
are based on a predetermined formula, and contributions made by both employers and
employees are placed in individual accounts on behalf of each participant. Convdssely, D
plans typically are funded by the company and do not require participants to contnibute
addition, payments are held in one trust on behalf of all participants, and these ¢ongibut
are subject to federal funding rules and regulations required to maintain thetplan’
favored status. The overwhelming majority of individual employees receivingl&C
benefits assume all of the investment risk in their own accounts. On the other hand, DB
pension plan participants receive a specific benefit amount calculated gpetcific

formula, usually based on average salary and years of service, regarthessmoéstment
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performance of the plan assets. Next, DC and DB plans differ in the manner intldyc

pay out benefits to participants. DC plans commonly pay out benefits in a lump sum and
employees are responsible for managing this money for the rest offétemndi In contrast,
DB plans are required to offer life annuities, a certain amount paid out regtdaidyg long

as the beneficiary lives. In general, a contribution to a qualified plan isdmataly

deductible in computing the employer’s taxes, but only becomes taxable to the esrmtoy
subsequent distributions from the plan. The final retirement benefit is a functios total

of employer contributions, any employee contributions, investment gains s,lasse

withdrawals and unpaid loans.

The most important trend in the area of private pensions has been the massive
shift from DB plans to DC pensions. Research from the I.R.S. demonstrates thantier
of private-sector workers participating in a DB pension decreased from 30dnmilli 980
to 19.9 million in 2006, while private-sector workers enrolled in a DC plan increased from
18.9 million in 1980 to 65.8 million in 2006, an increase of approximately 250%. There has
been an overall downward trend in the percentage of workers participating in an
employment-based retirement plan. In 2000, the percentage of workers emreltegloyer-
based retirement plans reached 44.4% and declined to 40.4% in 2008. The passage of the
Pension Protection Act (PPA) in 2006 automatically enrolls employees in defined
contribution pension plans, which should result in an increase in employer-provided pension

enrollment.

Other Employer Social Services
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In addition to pensions and health insurance, there are numerous other social benefits
offered by U.S. employers. Employers have long offered group life insuradace@e
recently have added educational and training assistance, group legal plans, addrdepe
care. Employers voluntarily provide short-term and long-term disabilityanse. The
disability compensation becomes mandatory if the employee suffers ananjliness as a
direct result of their job. Many employers provide death benefits for survivoescehsed
employees. One type of fringe plan is group life insurance that makes lump-gments to
a designated beneficiary, and another is a survivor income plan that makas pagoients
to survivors. As more women have entered the workforce, employers have incheaised t
child care assistance that includes services such as company-spongaae dad financial
assistance to flexibility in work scheduling. Also, employers provide assistto employees
who want or need more schooling but cannot qualify for federal assistance asragart-t
full-time student due to their work schedule. For these employees, theag-faedred
educational reimbursement programs, educational assistance programs, aiedl qualif

scholarship programs.

The Role of Government in Private Social Welfare

Private social benefits are actively encouraged and shaped through government
regulation and subsidies. The first real venture of the federal government pittyern
based benefits was the Revenue Act of 1926. This legislation exempted frontaxati
employer contributions to pension plans and postponed taxes on these retirement benefits
until they were cashed in by the employees. In 1934, the federal government todleover t
largest group of employer benefits at the time, the pension plans of rainogaucies. The

establishment of the Social Security Act of 1935 established a number of puldic soci
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programs, which diminished the need for private social benefits and services. They/ ofjor
employers integrated their pension plans with Social Security, redueindpémefits by the

amount of the Social Security stipend.

The start of World War 1l brought about new federal laws that increasedeprivat
sector social benefits. First, the Revenue Act of 1942 required that privaienpeiass
cover at least 70 percent of employees in order for businesses to continue totagceive
exemption for corporate pensions. Second, the provision required that pension formulas for
both eligibility and benefits not discriminate based on employee salarylyFinetroduced
a tax on excess profits, thereby encouraging employers to lower thaix peghings by
putting profits back into employee pension and health care plans. In 1943 the National War
Labor Board (NWLB) relieved wage pressure, due to the labor shortage caubediay,
by ruling that employer contributions to pension and insurance plans were not counted as
wages. Although the main goal of the NWLB was to assist in controlling inflatimnattion
helped grow the private-sector social system. The election of more Repuhkoabers to
Congress in the late 1940s resulted in the Taft-Hartley Act of 1947, which banned union
control over social benefits and services financed by businesses. TheaNiaioor
Relations Board (NLRB) leveled the playing field in the arena of privaialdmnefits by
ruling against Inland Steel, thus interpreting Taft-Hartley as requaisgesses to negotiate
benefits with employees over benefits and services. The growth of business-spamsated s
programs during this period gave the federal government another option in addressing the

demands of citizens concerned with income security.

In the modern era, the federal government became more active in regulating and

financing private-sector benefits. The Employee Retirement IncomeigeAct (ERISA) of
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1974 is the most comprehensive federal law governing private pensions and heaticensur
ERISA was designed to make private pensions more secure, more portable, and more
equitable among income levels. ERISA reinforced the political norm thasitive

government’s responsibility to support the pension and health coverage of workers through
assisting employer-based plafbe heavier regulation of traditional employer pensions and
health care, along with new tax expenditure programs, resulted in a shift to more
individually-based pension and health care plans. In addition, the court rulings thageébllow
ERISA codified employer health care under a preemption clause that wastkrgreted as
self-insured plans not being subject to state laws. Corporations large andespatided to

the court rulings and new tax expenditures by changing health insurance planslto be s
insured. In addition, President Nixon pushed through legislation that incentivized health
maintenance organizations (HMOSs), which were prepaid group plans that paglqfanel
doctors either a salary or fixed fee per patient. Also, the Nixon admimsttabbied for the
creation of tax-advantaged Individual Retirement Accounts (IRAs) and expan$itres

Keogh plans, which are retirement vehicles for the self-employed. Itusamt, public

policy has become more deeply involved in shaping the contours of business incentives for
the provision of employment-related health care and pensions, which has res@ssd in |

traditional and more individually-based plans.

The Role of Indirect Spending in Private Social Welfare

The tax treatment accorded employer benefits and services by the I.R.&provi
incentives for employers to establish social welfare plans and for eraplay@articipate in
them. Employer contributions to health care insurance are tax exempt toyeespémd tax
deductible to employers. For the vast majority of private retirementgregrtaxes are
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deferred until the employee receives the actual payment. Additional emiegefits, such

as life insurance, dependent care, and educational assistance, arenatxugxi specific

dollar limits. The tax treatment of employee benefit programs has rethahatively

constant over the years. The tax code has provided tax incentives for employsaeht-ba
pension plans since 1926, for compensation related to sickness or injuries since 1939, and for
health insurance plans since 1942. In addition to the previously discussed ERISA tax
expenditure programs, the Earned Income Tax Credit (EITC) was credt®ds. This
refundable tax credit is the federal government’s largest and most expensiug pover
assistance program aimed at the working poor. In 1993, a number of indirect spending
initiates aimed at student loans were included in the Family and Medical RetvEhe

Health Insurance Portability and Accountability Act (HIPAA) of 1996 providednessies
incentives to provide long-term supplemental health plans, such as dental and vision. Finall
the Child Tax Credit was passed in 1997 and is currently the largest federallgrsgons

direct or indirect child care program. The government has played a largan tbé private

social system as the number and generosity of tax expenditure programsaigoeposes

has risen over time.

Testing the Partisan Theory of Social Policy and Private-Sector Spending

Political parties in government have preferences for the role of govermment i
society that reflects their election goals and core values. As dpplmolitical party
influences over social policy, the difference between direct and indirect speiitditite
balance of power between the public and private sectors. Republican control of government
results in higher levels of indirect versus direct social spending that proapatialist

markets and regressively redistribute national income. This policggyratheres to
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conservative governing principles and allocates public resources to Repubioang
constituencies. | expect to find that political party control will predichgka in private

social spending through changes to the social expenditure ratio bettduttaations in
economic conditions or political party control. Figure 5.1. presents the full model of
partisanship, social policy and private-sector spending. Specificallpeceso find that
Republican Party control correlates with higher levels of the social expenditio, which

in turn stimulates increased private-sector social spending, all elseAquatrease in the
social expenditure ratio will correlate with a higher level of privaending through two
mechanisms. First, more indirect spending lowers the cost both to employedsngsaicial
benefits and employees consuming them. Next, decreases in public social spending and

programs should spur more demand for private social services and benefits.
Data and Methodology

In order to test the partisan theory of social policy and the private market,
incorporate a new data set on private social expenditures from the SocialySecur
Administration (SSA) from 1950-1994. The scope of this study is limited to 27 years due t
the overlap of the indirect social spending data, which does not begin until 1967, and private-
sector spending data that ends in 1994. The SSA estimated private sectar bezl&its
across four categories from 1950-1994: health care, income maintenancg (meaie
pensions and worker compensation), education, and welfare séfVidesse categories
were chosen by the SSA since they correspond with comparative studies of etara w
programs conducted by the Organization for Economic Co-operation and Development

(OECD) and the Congressional Budget Office (CBO). In addition, these dateggitect the

2 |n table 5A.1. there is a detailed descriptiothef private-sector social spending measure.
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broad subcategories for social policy used in both the appropriations process and the tax
code. It is imperative to note that these data do not include tax expendilinese data are
purely private-sector social expenditures, which do not include public subsidee®seir

order to avoid double-counting. | aggregate all of the categories to construct the depende

variable, a measure of annual changes to private-sector social expenditures

The political variables of interest are carried over from the previous chajitfer
Republican control of the executive coded as one and Republican influence in thautegislat
represented by the percentage of Republican members between zero and one. | report
Republican control of the House of Representatives and Senate with a dummy variable for
both houses. In addition, | measure the ideological direction of the presidencypuging
NOMINATE scores as a substitute for party control of the executive. ThReNDWINATE
procedure applies a spatial model of voting representing a liberal to consedabiogical
spectrum. The DW-NOMINATE ranges from -1 to 1 with 1 being a perfect caiserv
score. | expect that more conservative Republican president’s willaterweith higher
levels of the social expenditure ratio and private-sector social spending. RapuRdirty
control is used in place of the traditional measurement of Democratic Battglgiven that
the partisan theory of social policy predicts higher levels of private spasah and

spending under Republican leadership.

| import the social expenditure ratio as representative of social policy frapter
three. This variable is the ratio of indirect to direct social spending repeesay the annual
change in tax expenditures for social programs in constant 1994 dollars over thie annu
change in direct appropriations for social programs in constant 1994 dolladglitiorg |

employ existing ideas about how changes to the macro-economy affectgecttr
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spending. An increase in the level of unemployment will result in less peopleatdenip

claim employer benefits, such as employer-based health care and pensiohgrafuiet

should drive down private-sector spending. When unemployment is high, businesses
typically cut back on discretionary spending by decreasing fringe keaafitrestricting
employee eligibility (as much as can be done legally). In addition, newerelsass, due to
economic uncertainty, may not voluntarily offer social benefits and servicesrto the
employees. Next, a rise in real GDP denotes more production and economic growth, which
should relate to increased capacity for businesses to offer more fringdgitfough

there are many outlets for increased profits). The dependent variable isddendihe annual

percentage change in total private-sector social spending in real 1994 dollars.

My theoretical argument implies that political party influence on prsatésr
expenditures occurs indirectly through changes to public policy. Therefore, wilthe f
recursive model represented in figure 5.1, the influence of party control on the pecatr
is filtered through changes to social policy. | test for the effects oftgiegty control on
private social spending in order to determine that it is changes in social grudicyot other
policy directives that are drive increases in private social expenditunedyFl address
existing political economy theories by including measurements of unemplogment

inflation. The full model can be represented as folfws

Y =a+ X+ BXo+ XK+ faXat €

% There are two main reasons why a structural egiuéginot used to test the direct and indirect
relationships of political party control and so@gpaknding. One is that there are no latent vagabléhe model,
and second, the intervening variable, the socipéediture ratio, is directly influenced by politigearty control
and therefore not endogenous to the model.
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| employ four separate regressions to examine the relationship amorgappétty
control of government, social policy, and changes to private-sector soaidirspé" In this
model, Y is the annual change in private-sector social expenditures in real 199! dollar
Political party control of the executive is represente@bgnd political party control of the
House and Senate are representefhbyhe social expenditure ratio, representing changes
to social policy, is characterized jpy. Finally, the standard economic controls for private
sector outcomes are representegBpy? As with the previously-reported ECM, Republican
control of the government should show a direct relationship with higher levels of thle soc
expenditure ratio. Therefore, | expect, in the OLS regression, that Republrtaondedrol
of government will correlate with higher levels of private-sector sgp@hding through
changes to social policy as represented by the social expenditure ratibvgbehdhe ratio
rises, it stimulates private spending on social programs. Additionally, higheds lof the
social expenditure ratio will be directly associated with more privatesssocial spending,
even when controlling for party control and economic factors. | do not expect Reypubli
control of government, in and of itself, to influence changes to the level of privdte-se

social expenditures.

3L Also, | ran this model as a seemingly unrelategassion with similar results but choose not to use
this due to the correlated error terms.

%2 also ran an alternative lagged dependent variatuldel. This model accounts for the time delay
involved in the private market learning and incogtimg information about policy change into theicisl
expenditure strategies. The results from this maaee similar to the above model and consideriiad) time
dependent variable is the annual percentage chiamq@ate spending, it seemed as if a lagged ddxran
variable model would be lagging private-sector si@mtwice, which seemed unnecessary.
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Partisan Influence, Social Policy, and Private Social Expenditures

In Table 5.2, this model comes closest to indicating a causal flow among political
party control to changes in social policy correlating with increased pi$eater spending. It
falls short in that although Republican control is positively correlated and sagtifivith
higher levels of the social expenditure ratio and this is in turn related to highlsrdéve
private-sector spending, there is no statistically significant relatipfstiween increased
Republican influence and higher private social spending. As with the time-aeaigsis,
there is a strong relationship between Republican Party control of Congress aagdaadn
the social expenditure ratio. Republican control of the executive is signed in thge wron
direction and not significant. The second model in Table 5.2. tests the direct effect of
political party control on changes to private-sector social spending. As wislodhe
expenditure ratio, a Republican legislature is positively signed with irg¢aprivate
social expenditures while executive control is correlated in the oppositeaireat neither
is statistically significant from zero. In 5.2., the third model tests both th&cpbparty and
social policy influences on annual changes in private-sector social spenaéngreviously
found strong effects of Republican Party legislative influence are notisagtifn this
model, and in turn, the partisan effects might be filtered through increases toidhe soc
expenditure ratio that is both positive and statistically significant. As inrgtéWo models,
political party control of the executive is negatively signed and not gtaligtsignificant. In
the full model, the social expenditure ratio is signed in the right direction anticsigtly
correlated with higher levels of private-sector social spending, even wheallaogfior
theories from political economy. The economic controls are positive, although not

statistically significant. These results do not present evidence of a thudgpeendent effect
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given that political party control is not correlated with changes to prieat®issocial
expenditures. It can be said that increased government subsidies are mataninnpor
driving private social spending than macroeconomic changes such as changes to the
unemployment level. Although given the low amount of total variability picked upeby th
models, the policy effects should be interpreted with caution. In addition, the moslel fit i
diminished by adding the economic controls. There are business elementshisairattare
missing from the model which probably determine social spending changes, such as

company-level decisions and industry structdres.

In table 5.3., Republican control of government across the federal units is tested in
relation to increases in private-sector social spentfigpublican control of government
does not demonstrate the expected relationship with greater private-seetossauding,
except for the first model in which Senate control is signed correctly amficagt. In
addition, the correlation between the social expenditure ratio and increasest® priva
spending although positive do not rise to the level of statistical significarassaad! three
models. Not surprisingly, these models do not fit the data well compared to the models
measuring Republican influence in Congress. In table 5.4., the substitution of pralsident
ideological for party control does not help improve the overall results. An increase in
executive conservative is inversely related to higher private spendimgygtit none of the
coefficients are significant from zero. Republican control of the Senatmisdscorrectly yet
not statistically significant. Finally, like the previous table the socia¢rditure table is

robust, positive and barely misses the bar for significant levels. The lackilb$ iaghis

3| ran a model with the dependent variable beirange in real dollars and not the percentage change
of private-sector social spending. In these modhals mirror the independent variables in tables &gl 5.4.
only Republican control of the Senate was corresitiped and significant across the different tests.

3% The Republican Party did not control the HousRepresentatives during this period.
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section could be due to a number of factors. First, is that the time period only coyees27
and therefore does not include most of the Clinton years or any of the spendingschang
during the Presidency of George W. Bush. Next, business decisions to increaseasedecr
private social spending is driven by numerous factors not modeled here such azajiobali
unionization, and social insurance costs. Nonetheless, there is still some ethd¢énce
Republican control of the Senate and mainly, changes to the social expendibureutatibe

driving private-sector social spending increases in the U.S.

Discussion and Conclusion

The support of the Republican Party for increases to private-sector social
spending through public policy changes has implications for the beneficiagaegptdyer-
based social insurance. The private and public social systems are dynamieawtive, so
when the private-sector system changes, it affects the prospecisifergrowth of public
social programs. The Republican Party’s support of indirect spending for o
programs pays multiple dividends to party members’ electoral and policgstgerhere is
no better example of the adage that policy affects politics than the alexttocess for the
Democratic Party following passage of the New Deal package. The RegpuBlarty has
realized, through a number of legislative defeats in its attempts to sckl8&daal Security
and Medicare, that in order to diminish the scale of these popular public programs, they
would have to build an extensive private social system. The use of public resources to
subsidize the private social system allows politicians to argue for thatberief
employment-based insurance and not just argue against the widely popular Sowigy S

and Medicare programs. In addition, subsidizing the private social systemaising t
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expenditure programs decreases it now, and future appropriations to sustain and grow public

programs are less available, thereby “starving the beast.”

Citizens have little power over changes to the private-sector sociafrsyathile
public opinion and interest groups determine policy outcomes for public programs, most
citizens relying on employment-based benefits have no institutional ¢everdargaining or
negotiating for better benefits. In fact, workers not involved in unions have nd forma
organization and therefore little influence in changing employer-based bengdits short
of switching jobs. Employers develop worker loyalty or dependence from basicigngvis
such as health care insurance, child care, and pensions. | expect that citeeirsgrenore
social benefits from their employer versus the government would be less stgpb#itax
and spending increase for public social benefits, and these attitudes would be stiegde a
time in surveys. Finally, economic studies have demonstrated that workdos payeased

employer benefits in the form of reduced salaries.

The increase of private-sector social spending has the potential to decrease
public demand for government-run social programs, thereby “crowding out” publit soc
spending. Economists have developed a theory arguing that welfare spending in one sector
reduces "dollar for dollar" welfare spending in another sector (Roberds 1987;

Bergstrom et al. 1986; Andreoni 1987; Steinberg 1987). The logic of the “crowding out”
theories is that consumer demand is relatively constant and social products aeel siyppl
the two competing sectors just as in dual-oligopolistic markets. Therefore, eas@adn
subsidies to private social benefits satisfies consumers so that they dessaindm the
government. This relationship goes the other way in that increases to goverratfiareg w
spending can crowd out private social spending. A recent study found a conditional
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relationship between government redistribution and private charity. Brooks (2@009c
that at lower levels of private charity, government subsidies stindylatécrowded in,"
donations for a charitable cause, while at higher levels, government spemaidga out
private donations. Additionally, Karch (2010) demonstrated that states with laageSttat

communities were less likely to support increased funding of public preschoolmpsogra

The increased use of tax subsidies can cause distortions in the private social
market. If there is no change in current tax policy, an increasing proportibe dlatively
wealthy and healthy population will over-buy discounted group health insurance. Tax
expenditure programs for employer-based health care provided $160 billion worth of
subsidies to the private-market in 2008. These subsidies hide the true cost of ehgatier
insurance and inflate the consumer market for privately-administerét bage, which in
turn drives up the cost for health products and services for all health care consursers. Thi
artificial inflation caused by public policy disproportionately hurts peojile idividually

purchased health insurance or those with no insurance.

The importance of the private, employment-based social system in the Unites St
political landscape allows the business community to play a large role ialfddbates
about social policy. This skews the political debate surrounding health care since
corporations have access to the healthier, younger population, while the govaakagion
the poorer and older segment of the population. Additionally, public social programs seem
less effective since they serve marginal groups with bigger health andifihproblems. In
addition, the existence of employer-based insurance has divided the loyaltresrof
members, traditionally an important part of leftist political party suppastoHcally, union
leaders have oscillated between pushing for generous public social prograishsina|
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for more subsidies for employer-based benefits. Finally, both tax expendihgdesnployer-
based social insurance accrue more benefits to wealthier and non-minoritysw8ikagain,
increases in indirect spending at the expense of direct spending assistitheestgpeople
twice over while taking away public resources from society’s pooreshastivulnerable

populations.
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CHAPTER VI

POLITICAL PARTIES, SOCIAL SPENDING, AND INCOME INEQUALITY

Economic inequality has steadily increased over the last thirty yetrs United
States. The growth of income inequality is a concern for political scienae thiee
importance of money in elections, the overrepresentation of the wealthy irsirgereps,
and the political response bias that favors wealthier citizens (Jacobs and Skocpol 2005;
Bartels 2008). Political party control of government and public policy alter vkedé
national income inequality, even when controlling for economic trends (Kelly 2008). Th
Republican and Democratic Parties advocate different social and fiscaqolbich result
in contrasting income effects. Studies have found that Republican administrationsproduc
economic conditions and income growth patterns that increase income inequality, while
Democratic presidents produce policy and economic outcomes that narrowtidispéri
income (Bartels 2008; Kelly 2009). In this chapter, | apply the partisan theory alf soci
policy in examining how partisan change in the federal government affecis$ [saasy,
which in turn influences changes to income inequality. This chapter presentscevidat
Republican influence contributes to greater levels of income inequality thrbagges to
the social expenditure ratio, in addition to executive control. The social expenditiiwas r
composed of indirect spending that regressively accrues public monies up to wealthier
income groups over direct social spending, which tends to progressively redistribute money

down the income ladder. Therefore, | expect that increased Republican influkmesul



in greater income inequality through changes to the social expenditure rase.réhalts
have implications for understanding the relationship between political trendscaedsed

economic inequality in America.

Economic Inequality in Modern America

Currently, the wealthiest families in America hold half the nation’dtiveand over
the last forty years their incomes have grown at a faster pace thant thiethescountry. In
2008, the top five percent of the income distribution received 20.5% of the nation’s total
income, while the top quartile received a hefty 47.8% of total income. In theysamehe
bottom quartile received only 4% of total income, and the middle class, the seconddand thir
quartile, received a modest 38.6%. The families in the top quartile of income have not
controlled this much of America’s wealth since 1928 (U.S. Census 2008). Politicahagtue
on income inequality were chronicled in a 2002 taskforce report from the AmericacalPol
Science Association (APSA) and included long term trends such as stagndnhso@aace
policies that lag economic changes, decreases in the marginal tax ratesviery wealthy,
and the increased influence of money in political campaigns that result in pé&diecging
the wealthy. And although there are a myriad of economic developments that have led t
increased income inequality including labor market trends, technological shange
globalization, this study focuses on how political parties and social poliayrdetechanges

to economic inequality.

America’s income inequality trends fall into two distinct periods: pre- and p93g4.
Economic inequality generally decreased from 1947 through 1973 and has since grown large

every year. The U.S. Census Bureau has published annual summary data ahtammby
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distributions as far back as 1947. The U.S. Census Bureau provides data for annual family
income for groups at the 9040d", 60", 80", and 94' percentiles of the income distribution.
Traditional studies using these data have qualified poor families at'theegentile and

below, middle-class families at theand 68' percentiles, wealthy families at the80
percentile and extraordinarily wealthy families at th& pércentile. If the U.S. were to

achieve perfect income inequality, it would mean that each fifth of the populatiod woul
receive 20 % of the country’s income. From the late 1940s through 1973, American income
growth was relatively equal across income quartiles. More preciBelpgtriod from 1946-

1976 saw the bottom 90 % experience income growth higher, on average, than the top one
percent. After 1974, income growth for the top quartile of the income distribution expanded
much faster than the rest of the population, especially compared to the lowakd, oyuaicth
actually went down. The cumulative income growth from1974-2006 for families at'the 20
percentile was 10.3 %, while it was a healthy 42.9 % for families at thpedBentile and an
outstanding 62.9 % at 9%ercentile. The top quartile has received more than 40 % of the
nation’s income since 1947. In the period from 1974-2006, real income growth af'the 95
percentile was 1.6% a year, while the real income of families at thpe2bentile grew at a
paltry 0.4% annual rate. More recent increases in economic inequality haveilerrbyr

the wealthiest families in America.

Most of the increase in income inequality has occurred between the median level of
income and those families at the very top of the income scale. For examplexamase
the national income share of just th&"@rcentile, this group received about 15% of total
income at the beginning of this study in 1967. This same elite cohort witnesseddbeiei

share increase to 22% by the year 2000. Conversely, the lowest income quartildhéegan t
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period of this study with a little more than 4.2% of the total income share, and by the
century’s end, this decreased to 3.6%. According to a report from the Congressional Budge
Office (CBO)® between 1979 and 2005 the bottom half of the top 1 % experienced an
income increase of 105%. The next four-tenths of the top 1 % witnessed their real income
rise 161%. Next, the top 0.1 % had their after inflation adjusted income rise an amazing
294%. Finally, the top 0.01%, approximately 11,000 families, had a real income increase of
384% during this period. These trends measured in net worth (including stocks, mutual
funds, retirement savings, and property ownership), as opposed to income, reveakdpat the
1% currently controls 38.1% of the nation’s overall wealth. Conversely, the bottom 90%
receives only 29 % of the country’s total wealth. From 1951-2006, families at'the 20
percentile experienced declining incomes in 20 of the years includings oféz% or more,
while those families at the 8%ercentile experienced only one year of 3% or more drop in
income. A study from Piketty and Saez (2008) demonstrates that the presidencygef Geor
W. Bush was especially kind to the wealthiest Americans, as evidenceddeylsatad

income inequality from 2001-2008. At the end of 2008, the top 1% of the nation’s families
accrued a larger share of national income than any other time since 1928. Agtottie

study, real income for the top 1 % of families grew at 62% during these seven year

compared to only 4 % for the bottom 90% of households.

In comparative perspective, the United States has the fastest gromihgghest
level of income inequality relative to any other industrialized country (Bramdwold
Smeeding 2006; Pontusson and Kenworthy 2005). The Luxemborg Income Study (LIS)

began in 1983 and is a cross-national study that reports on a number of demographic

352007, Historical Effective Tax Rates 1979 to 2005
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characteristics including family and personal income. In this study,nitedJStates reports
greater levels of income inequality than Western European countries in both thedore-
post-tax estimates. The LIS demonstrates that, although the median ingehue tlee

United States is higher than that of most other countries, far more Ametizansare poor
relative to the median income. The experience of other Western, industrializedesount

shows that globalization and technological changes result in greater imeepelity, yet

public policy has an important equalizing effect. In a study from Kenworthy @amaigson
(2005), ten of eleven industrialized countries experienced increased income tyetyualg

the 1980s and 1990s, yet nine of these countries responded with more assertive distributive

policies at the end of the period. The United States was not one of these nations.

Increased income inequality has the potential to disrupt the political gattesbya
minorities and women during the Civil Rights Movement. Since the 1970s, the income
disparities between whites and blacks have widened. Throughout the 1980s, unemployment
of blacks more than doubled that of white workers, and the income gap between the races
grew to levels of those in the 1950s. The economic growth of the 1990s ameliorated the
racial income gap somewhat, but with the recent economic recession, blackshn@one
likely to be unemployed and living below the poverty level than whites (BEA 2008). It is not
a coincidence that class political divides are aggravated by the fact that pitigens are
disproportionately black and Latino. Gilens (2005) demonstrated that raciafniledron is
a salient factor in Americans’ general lack of support for social veeffalicies. In addition,
Alesina and Glaeser (2004) found in a cross-national study that raciallyhaunchéy
diverse societies have less generous social spending policies than natigeuaidorm

countries. Similarly, women earn substantially less than men in each oocapagctor

121



(Mishel, Bernstein, and Bushey 2003). This gap is accentuated by the differemassnbe

married and single women. The number of single female-headed households has grown since
the 1970s. While single female-headed households have experienced incremental income
growth, they are still twice as likely as married women to be below the pdivertivishel,

Bernstein, and Bushey 2003).

The Politics of Income Inequality

The two major political parties promote different social and economic policiesh whi
result in divergent effects on income inequality. Bartels (2008) argues idpaifitaint
partisan differences in tax and transfer policies have continued to produce agmfictisan
disparities in patterns of post-tax growth, with the middle class and esp#ugaiorking
poor experiencing more income growth under Democratic presidents than under Republic
presidents” (p.30). In the period from 1948-1978, income inequality decreased by 25%
during the 14 years of Democratic control and remained unchanged under 17 years of
Republican control (Hibbs 1987). Alesina (1988) demonstrates that the largeshdédfere
between Republican and Democratic administrations occurred in the ead\f/dze
president’s new term. In the first two years under Democratic l¢ademsiddle and low
income earners gained more in terms of real GDP than did families at imgbme levels.
The partisan differences established in these studies are a result astoogiphilosophies

represented in fiscal and tax policy.

In America, the class compositions of the parties’ respective electaiggions have
encouraged them to adopt distinctive macroeconomic priorities. The New D@ahatit of

the 1930s organized class interests into politics. As party coalitions and pastigagtition

122



have evolved, class differences in party coalitions remain. The two paftezsrdtheir
electoral bases and in terms of average family income. Republican idetifiey®ters are
more affluent than their Democratic counterparts. McCarty, Poole, arehfRat(2006)
demonstrated that a high income has become an increasingly reliable predrepublican
Party identification and Republican presidential voting since 1950. As the pqdaities
have polarized on economic issues, the public has followed with wealthier citizgmsga
more with the Republican Party and the working class leaning more towardshioerBgc
Party. This has led to contrasting fiscal policies in which the Democrats éoclowering
unemployment as a means to redistribute income to working class constgyandie

Republicans promote lower inflation that assists investments and capital.

Partisan differences in changing income inequality are largelyugdiole to
differences in income growth, unemployment, and inflation. For most of the past ¢entury
Democrats in office have pursued higher taxes, high employment, and economic
redistribution from the rich to the working class. Republican administrations bagkts
lower inflation, lower taxes, and redistribution to wealthier constituents. Workithg a
middle-class families experienced large, statistically sigatigrowth in their income under
Democratic versus Republican presidents during the last half century. Rieylglican
presidents, wealthy cohorts experienced considerable income gains corogaveret
citizens resulting in increased income inequality. Bartels (2003) arguespiiiging
consistent Demaocratic income growth patterns every year from 1948-2005 weeld ha
almost negated the real rise in economic inequality. He further argudisetisaime
application of Republican income growth patterns would have increased income inequality

by 80% more than it actually grew during this same period. From 1948-2001, thesaverag
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unemployment rate was 30% lower under Democratic presidents than Republsidenise
Hibbs (1977) demonstrated that “after adjustment lags the unemploymeenidgedd be

about 2 percentage points lower under the Democrats than under the Republicans and that
real output tends to be about six percent higher per year’(p.226). Additionally, the sfx out
seven recessions that occurred from 1951-1987 were during Republican presidential
administrations (Hibbs 1987). Similarly, growth in real GDP was 40% higher under
Democratic rather than Republican administrations, and these combined ecorfectsc ef
account for much of the changes to lower and middle class income changes. Ganéhis
period, the average rate of inflation was relatively equal under the two pqisicteds.

Recent studies show that growth in GDP and decreases in unemployment accountatl for m
of the income growth of the lower and middle classes but have little effect onaricothe
wealthy (Bartels 2008; Kelly 2009). In contrast, lower inflation rates aré mace

beneficial to income gains at the top of the distribution versus the bottom.

The changes to tax policy, mainly under Republican administrations, in the ast thirt
years have reduced the progressive structure of income and corporateltiadeghfoth
political parties have promoted tax cuts in the modern era, they have done so in vastly
different ways. The Democratic Party has focused on what is termediénaidds” tax cuts
aimed at stimulating job growth and lowering unemployment. The Republicanh@arty
advanced the theory of supply-side tax cuts, which focuses on reducing the tax burden for the
wealthiest citizens since they are most likely to own businesses and. deitadcratic
administrations have cut taxes, targeting the middle and working classes)eans to
stimulate production, employment, and income. The decreases in marginal income and

corporate tax rates during George W. Bush’s administration were tilteddttieavery

124



wealthy. According to recent study, the 2001 tax cut allocated 36 % of the totatdbemefi
the wealthiest 1% of taxpayers, and 63% of the overall benefits to the top incomle quarti
(Citizens for Tax Justice 2002). Bartels (2008) examines the trends inyosteme

growth as compared to pre-tax income growth. From 1980-2003, under Democratic
administrations, every income strata grew between 1.4% and 1.6%, while during €aepubli
presidencies, there were small income increases for the top quartile witoneei growth

for the bottom three income levels. The partisan differences were dggtes-tax income
changes implying different party strategies for Social Security, plogrment, and indirect

spending.

Income inequality can distort the political process. Studies have found that politica
representatives are more attentive to economic elites’ opinions than mass opvfingin (
1989; Bartels 2008). Bartels (2005) examines the responsiveness of U.S. senatass by cl
constituencies, and his analysis suggests that wealthier policy prefemeee more
influential than simple averages of mass opinion, especially for Republicaioise In
addition, state constituents in the bottom third of income distribution had no measurable
impact on Senators’ voting records. Additionally, Gilens (2005) found that a 10 percentage
point shift in the public opinion of the wealthiest respondents was associated with a 7.6
percentage point difference in the likelihood of policy change, while the sxae
percentage change among the poorest was correlated with only a 0.5 pengeimntacjgange

in likelihood of policy shifting.
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Social Policy and Income Redistribution

Direct social spending disproportionately benefits working class populations and
redistributes public funds down the income ladder. Kelly (2009) demonstrates that 53% of
total Social Security benefits go to those citizens in the lowest incomeleaadionly 23%
goes to the top three income categories combined. Medicare’s redistrilftgote are
similar, with 66% of the total benefits going to the bottom 40% of the income distribution
and the top two quintiles receiving only 19% of the benefits. In addition, he finds that
aggregated public social spending from 1947-2006 reduced the Gini coefficient by over 12%
(Kelly 2009, p.35-36%° The benefits from Social Security are based on a formula that
provides higher benefits to lower-income workers relative to the taxepdnynto the
system. According to a report from the Social Security Administration (S8#&out the
cash payments from Social Security, more than half of the elderly population weald ha
been below the poverty line in 2007. Although Medicare’s benefits are more equally
distributed across income levels, it is financed largely from a progressj\bdeaby
producing a modest progressive effect on income distribution. Medicare parhArsdd by
a tax on all wages as compared to Social Security which is financed brstt$y 6,000 of
annual income. Part B is financed by general tax revenues coming from the [wegeess
structure. Social Security and Medicare offer more help to lower wage warkimge part
due to the restricted availability of employer benefits that are morg tikdde offered to

high income professionals. Andrea Campbell (2003) demonstrates that the eklerig af

% The Gini coefficient is a common measure of inconegjuality that measures the statistical spread
of family incomes in a country. The coefficienbigsed on the Lorenz curve and can range from @gerf
income equality to 1 perfect income inequality.
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the only groups in America whose political participation is not distorted towaedsdalthy,

and she attributes this to the universality of Social Security and MediczeBtbe

The use of the tax system as a substitute for direct spending is not new. Long-
standing provisions of the U.S. income tax provide tax benefits for home ownership, the
provision of group health insurance by employers, retirement savingtiastof state and
local governments and charitable organizations. The relationship between inassnancl
indirect spending is clear. Indirect expenditures for social benefitsasereith each
increase in income class category. Table 6.1. presents the averagertes<fogtnine
different class categories for both the medical deduction program, one ofntfagyptax
expenditures for health care, and the charitable contribution program in the/éiac2i007.
The wealthy receive dual benefits from an increase in indirect spending orrtheffboth
lower tax rates and more employer-based social services. An increhsesacial
expenditure ratio that increases indirect spending at the expense of pireding should
increase income inequality in America. In recent years, tax expegglttave been growing,
especially those directed at social policy goals such as health, educdtiemenet security,
and support for low-income families. For example, the earned income tax(EiddY) has
increased more than four-fold since 1990 and now provides as much assistance as food
stamps and Supplemental Security Income (¥9uring the period of this study,
Republican Congresses enacted new tax credits for expenses of post-yeeducktion, a
new child credit, tax incentives for saving for higher education, and expangdixdigfifor

tax-favored individual retirement accounts (IRAS).

3" This could offset the rise in income inequalitgt #ITC does not constitute a large enough
percentage of total tax expenditures to changeetpessive trend.
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A Partisan Theory of Social Policy and Economic Inequality

The Democratic and Republican Parties pursue different social policiesghktim
contrasting effects on income inequality. Direct and indirect governmemtisge
represented close to 40% of Gross Domestic Product (GDP) in 2006. The Demacratic a
Republican Parties direct this substantial portion of the overall economy tewliffe
populations in society that reflect their distinctive electoral goals amdv@alues. In figure
6.1., | present the full model of political parties, social policy, and income ingqdle
Democratic Party constructs social policy so as to enhance the role afigewntias a check
to private power. This policy choice leads to more direct social spending thatgsroghe
redistributes national income, thereby lowering economic inequality. Inasbntine
Republican Party uses public policy to aid the private economy through increassisstct i
expenditures, which subsidizes business activities and regressivelyilvatistgovernment
resources producing increases in income inequality. Therefore, | elxpertdreased
Republican influence in the federal government will correlate with highesleféhe social
expenditure ratio that, in turn, will increase income inequality. Indirect versacs docial
spending accrues social benefits to different income classes andbatistnational income

in opposing directions.
Measuring and Testing the Partisan Theory and Income Inequality

In order to test the partisan theory of social policy and economic inequality, |
incorporate a unique dependent variable that is an annual measurement of post-givernme

income inequality borrowed from Nathan Kelly (2089The measurement is a ratio of the

% This label means it measures income inequaligr afovernment taxes and transfers.
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aggregate income of the top 20 % of the households to the bottom 20 % (T20/B20). The
definition of income in this measurement includes pretax, pre-transfer incame pl
government cash and noncash benefits (unemployment compensation, state workers’
compensation, Social Security, Supplemental Security Income, public assisteiecans’
benefits, public survivor benefits, government pensions, public disability benefits,
government educational assistance, Medicare, Medicaid, and food stamps), mirals fede
taxes. The dependent variable ranges from 1967-2000 due to tax expendituresstarting i

1967 and the income inequality set ending in 2500.

In this chapter, | model and test the relationship among political party cointrol
government, social policy, and income inequality. In the first table 6.2., | imptrea
previous political and economic variables of interest, sand inflation given thatdhere i
expectation of a relationship with income inequality. In table 6.3., | use dummy eariabl
signifying Republican Party control of the presidency, House, and Senate. therratbdels,
the social expenditure ratio is imported from the original analysis in chahpterand
deflated to real 2000 dollars. This variable is the ratio of indirect to direetl spending
represented by the annual change in tax expenditures for social progr@nstant 2000
dollars over the annual change in direct appropriations for social programs imt@08ia
dollars. In table 6.4. all the previous variables are carried over expect teedor the

presidency. | substitute a measure of the president’s ideology, using DWNWOTA

39| experimented with a number of measurementsnimorne inequality such as the T20/B40 measure,
the Gini coefficient, and the income share of tiie %% of the nation’s distribution. The resultsnfrthese
measure was mixed. Although any measurement ofpestnment inequality reported similar resultsatiolés
6.2-6.4. | also tested a variable that only meakthe income of the top 5% of the income distribuii
although theoretically | expect changes at theatogh bottom of the income ladder, so this variatds w
dismissed. Also, | tried the Gini coefficient andaiable named the T5/B40, which produced simjat,not
significant, results to the reported models.
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scores, for the dummied variable of political party control. The DW-NOMINATEquioe
applies a spatial model of voting representing a liberal to conservative idabgectrum.
The DW-NOMINATE ranges from -1 to 1 with 1 being a perfect conservatimeesSince |
argue that values and by extension ideology place a role in a political pattg\gdyethe
DW-NOMINATE better captures the degree of conservatism for Rejubéirecutives. In
model and table 6.5. | substitute the DW-NOMINATE scores for dummies repngseath
President’s term of office from President Nixon to President Clitftdhis model is
designed to determine the influence of specific administration’s polleapect that
Republican control will result in higher levels of the social expenditure tedtart turn
correlates with higher levels of income inequality. In order to control fumauic effects, |
include changes to annual unemployment in the model. In economic downturns, workers at
the lower end of the pay scale tend to fare worse both in wage cuts and downsizing.

Therefore, increased unemployment should result in higher levels of income ityequali

| expect political party control to influence income inequality indiregbtigugh
changes to public policy. Yet, | also test for the direct effects of partyot@mtincome
inequality in order to differentiate between the influences of social pdicpmpared to
other partisan effects that might drive changes in economic inequality.dtelpe
Republican Party control of government will correlate with higher levels ofec
inequality through changes to social policy as represented by the sociadligxgeratio so
that when the ratio rises, it redistributes more income to the wealthy arehses income to
the poor. Therefore, Republican control of the government should show a direct relptionshi

with higher levels of the social expenditure ratio. Next, higher levels «utial

0 president Clinton’s two terms serve as the comtfthe grouping.
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expenditure ratio will be directly associated with more income inequelign when
controlling for party control and economic factors. | do not expect Republican cohtrol

government, in and of itself, to influence changes to the level of economic inequality.

Partisanship, Policy, and Income Inequality

In table 6.2, Republican control of the executive correlates with higher levels of
income inequality with an additive effect from changes to the social expeniitio.
Republican influence in Congress performs unexpectedly given that it is nggsityvesd
and not statistically significant. In the full model, Republican control of theédemesy still
holds as positive and significant with a slight effect from the ratio and changes to
unemployment being signed in the wrong direction and significant. In table 6.3., witsch tes
for Republican Party control across units the early results still hold wipllstican control
of the executive and the social expenditure ratio being robust, positive and signifiezsd. T
expected effects are conditioned by the Republican control of the U.S. Sengtsidpedd in
the opposite direction and significant. This somewhat surprisingly result ishpyabraven
by Republican control of the Senate from 1996-2000, a period of healthy economic growth.
Increases to the social expenditure ratio direct higher levels of incomelihgayen when
controlling for party control and changes to unemployment. Not only is unemployment
statistically insignificant, it lowers the fit of the overall model. Awpast research,
Republican control of the executive results in higher levels of income inequalindel
6.4., the dummy variable for the executive is replaced with the president’s DNV
scores. Since | argue that values and, by extension, ideology place a roletica patty’s
behavior, the DW-NOMINATE better captures the degree of conservatisneparbiRcan

executives. The results are largely the same, except that the ideofligicabn of the
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executive results in slightly higher coefficients for control of the exezaind by extension
a better fit for all three models. In table 6.5., the individual president’s are i¢dnmom
Nixon to Clinton. | would expect that the Republican presidents are positivelyatedravith
higher income inequality while Democratic executive produce less incomealiitg. The
coefficients for Presidents Nixon, Ford, and Carter are in the expected direithidvixon
and Ford being statistically significant. Presidents Reagan and H.W. Busnaeis the
opposite direction but only the Bush presidency is significant. Republican control of the
House and Senate is signed in the opposite direction and not significant from zedo. Socia
policy still matters in this model and is both positive and significant, again megpdne
largest coefficient of the model. The economic control of unemployment igisigtize
wrong direction. In conclusion, the social expenditure ratio correlates witases to
income inequality, even when controlling for political and economic efféassdifficult to
posit a causal relationship among party control, social policy, and income ingguedit
that the coefficient for Republican executive control increases with the mclosthe ratio
measure and the Senate is signed in the opposite direction. Yet, the strengtooiaihe
expenditure ratio’c correlation with income inequality adds to our understanding of how

politics and policy affects economic inequality.

Conclusion

We know that changes to partisan power in government relate to changes inieconom
inequality. Previous studies have related these changes mainly to the econoneis pblic
political parties (Bartels 2008; Kelly2009). This chapter presents strodgned that social
policy change, intended to subsidize the private market, increases incomeiipagual

America. The wealthy benefit twice over in financial and social benetitshigher levels of
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indirect spending that in turn reduces future government revenue for programs taineed a
poor. There is a tradeoff that occurs with social policy that turns the provisicoradraic
security into a zero sum game for the divergent income classes in the U.Suppmstise
would the majority of Americans be for social tax expenditure programs ininefl
financial and social benefits to the very wealthy were made clear ahkkvispolicy
debates? In addition, given the resource effect of political participatiomariéan politics,
the growing income inequality caused by changes to social spending esghtim political
pressure from the rich that produces future social expenditures ratiaadleatt more

indirect for direct spending.

Can democracy operate in a society with large and increasing dispaeitiesen
income classes? Economic inequality has insidious and detrimental effectscgrapdl
representation in American government. Economic inequality influences theeedsgr
political equality in the United States. Participation in American politissiifarcated with
the growing breach in economic inequality. The wealthy participate at hegreds in
politics, are well organized to communicate their concerns to government camarar
likely to have politicians respond to their demands. Verba, Schlozman, and Brady (1995)
have developed a theory that citizenship requires the accumulation of individuatessour
such as income, money, and time, and richer citizens have these resources dispatglgrti
compared to poorer ones. The authors found occupational and income differences in voting,
joining an interest group, reaching out to an elected official, working on a mampad
taking part in a social movement. Also, wealthy issue activists have replademal
activists in both political parties. In order for candidates to succeed inrgaad run

expensive campaigns, they need to recruit and attract these elitasatis/olunteers to
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work in and fund campaigns. Debates over how best to provide and administer social
programs are worth having, but programs that disproportionally provide resources for
economic security to the small population least threatened by income ihsacei@ threat

to political and economic stability.
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CHAPTER VII

CONCLUSION: POLITICAL PARTIES, SOCIAL POLICY, AND INCOME
INEQUALITY

Implications

American politics is a turf war between the two major political partiesadxrats
and Republicans fight to determine where the line is drawn in establishing the @iapeeb
of power between the public and private sectors in society. A political pgotywer that is
able to move the jurisdictional boundary towards their sector of society alsothée
balance of power between the core values of equality and liberty and sets theiajgpnagr
of democracy and capitalism in America. As demonstrated in this project, Remshtirefer
indirect versus direct social spending, which subsidizes the private-sectodistiibrges
income towards the wealthier groups. Conversely, the Democratic Party iskabyréo use
direct versus indirect spending that targets public support to vulnerable populations and
distributes benefits to more middle and working class populations. Therefores oattl
social policy not only shift the equilibrium between public and private power, but redistri
resources between the rich and the poor and alter the role of government as aitther a
check to capitalist power. This dissertation makes a number of important coatribtatithe

studies of American politics and public policy.

American Government and Institutions

Most importantly, this dissertation presents evidence that Republican &atryl of

government increases income equality through changes to social policy. Thmsdagiven



that social policy, by definition, is an attempt by government to protectmstizom
economic insecurity and calamity. The Republican Party pursues agiditategy that
provides government assistance to citizens who enjoy large salarieguges@rial benefits,
and economic security from their position in the private economy. This social pofitsgy
hurts populations who are disadvantaged in the private economy, and who do not gain
income security through increased indirect social spending. Recent scholamsbigstiates
that Republican control of government exacerbates economic inequality thraajipdkcy
or changing market conditions (Bartels 2008; Kelly 2009). This project adds teetheys
literature by showing clearly that certain types of social polmtrdoute to the general rise
of income inequality in the United States, all else equal. Also, | hope that tlegaliss
adds to the discussion over how best to finance economic security for the majority of
Americans. Do we believe that social benefits are a right of citizensta commodity
within jurisdiction of the private market? Next, which spending type, direcuseénslirect, is
most efficient in actually producing more and better quality social ®x¥i€hese debates
would better serve the future of American democracy than ideological musl digtt the

size of government.

The empirical results in this dissertation call into question the usefulness of
representing political conflict as a dispute over the size of government. €hef siz
government in modern American politics is not a useful concept. First, | find no clear
evidence of differences between the two major parties in changes to totasgending.
This raises doubt that only Democratic Party control correlates with ssctguublic social
expenditures. Next, as argued throughout this project, political parties spendimaney

multitude of ways that contribute to the overall financial footprint of therééd@vernment
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on society. In fact, if direct spending, tax expenditure, grants, loans, and the cost of
regulation were all accounted for in measuring government spending, thegbpktities
might become even more indistinguishable than they are in this project. Also, | dadbétha
average citizen really comprehends what the true size of governmentysnabient and
how it is different than six months ago. Over the course of this project, | wonderedas we
political scientists, frame political conflict as a battle over the sigmeérnment due to the
path trajectory of survey questions and past research, or if we reallyebibla it is the
fundamental fault line in politics as understood by both the electorate and elttesRC
expect the political party in power to use public policy and public funds to addredslsocie
problems, albeit in different sectors, and both political parties do not disappoint the
electorate. It is fantasy to believe that only one political party distalgdgeernment
resources to their supporters for the purpose of reelection. | hope that thistiissealong
with other works, helps the political rhetoric catch up to the reality of moderrcpolithe
major divide between the two parties is over the role of government in society, ndtever

size of government.

Class politics matters in American politics. In the history of Amerjwalitics, class
interests have been deemphasized as compared to studies of European politics.yThis stud
demonstrates that the political parties, with divergent class coalitions, sgbeific policy
tools to target government benefits and patterns of income redistribution tertiffezome
classes. The class bias of social spending is augmented by the fadtehetitddopulations
are served by the public versus private social system. As citizens oéuiffiecome classes
have polarized politically, it has become more important and easier for pgiaidas to

direct public assistance to their preferred constituency by substitutingpmeftgocial
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spending for another. Although social policy debates are not always framed intetass
politics, the policy results of social spending changes have important and diveffgetst

for different income classes. Social policy in the U.S. is close to a zero suenfgathe
different income class cohorts. As | explained here, direct public spendingraafdse
disproportionately aid middle and working class populations. Conversely, indiregdt soci
expenditures accrue both tax and social benefits more to wealthier populationsleSo whi
most European welfare states design programs to accrue more benefite taakbs need
of economic security, the United States directs benefits to income-desszsupon

political party electoral coalitions.

The Republican Party is the party of smaller government in rhetoric and not realit
There is no modern political party that represents citizens interested Iarsgoakernment.
This project provides evidence, contrary to common wisdom, that the Republican Party
finances social programs and increases federal spending in ways thatsthsigrivate
sector and distributes money to the wealthy. Republican Party leadershigamikefsl|
well the relationship between distributive public programs and electoral fartines
significant motivating factor behind the Republican strategy on social policybigsild a
private sector social system, through increased government subsidies, whidtbatbul
construct a viable alternative to popular public programs (that provide an dladwaatage
to the Democratic Party) and generate greater citizen investment attgl toythe private
market. Additionally, increasing indirect spending at the expense of direct expesadi

represents the “starve the beast” strategy designed to increase ther nfitax breaks as a
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means to choke off revenues for future public social sperfismerica’s history of belief
in the principle of limited government provides a net benefit for the Republicanad®ddgyg

as the false perception over the parties’ preferences for government spemnsistg.pe

Finally, political parties use public policy to exploit their respective coatpa
advantages in public opinion. Survey results typically find that the public trusts the
Republican Party more on taxes, providing assistance to businesses, and controlling
government spending, while clear majorities prefer the Democratic tegtgtect public
social programs such as Social Security, Medicare, public education, atahassis the
poor. Political elites from both parties recognize that in order to win anogledebates need
to be framed using the issues areas in which their political party hashatdisiblic opinion
advantage. Smith (2007) defines the idea of public opinion comparative advantage as the
general feeling of the public towards a party versus the public’s feekvayds that party in
certain issue areas. For example, he argues that “if a party has 55% supportiog tzadl
economy and 65% support overall, it would be better directing people’s attention away from
economic questions and towards other issues for which its backing is higher. Likbeise
other party would gain votes by steering the national political conversati@nds the
economy, for its disadvantage there is smaller than in other domains” (pg.181)ofd)eref
political parties benefit by selecting certain policy tools that move theypmgbate to areas

of public opinion for which they retain a comparative advantage over the other party.

“1 The “starve the beast “ strategy assumes thaidfitcal party in power will want to control fedar
spending and the national debt, both of which htebeen true of modern parties at the federal.leve
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Public Policy

Novel to empirical political science research, this project conceptuaboes policy
as a choice between different roles for the government in society. Publigipdthe United
States has never just operated through direct spending on public programs. From the very
beginning of American history, private interests have sought out governrsesthiase and
subsidies. The steady rise of tax expenditures, and other policy tools thathagsistdte
market, demand that public policy scholars account for as many of these methodsbes possi
when trying to conceptualize public policy. Public policy is better represasta menu of
tools, each tool representing a different degree of government involvement in the privat
sector, and distributing public resources to different populations in the electeaseisB
they allocate resources to different sectors, different populations, and use deyrees of
government bureaucracy, these tools could be placed on an ideological scale. | hope future
research makes use of all or most of these policy tools in conceptualizing gavernme

activity.

This project introduces a new data set of indirect social spending which athosvs f
better measurement of social policy and social expenditures. These dasamépver a
trillion dollars of government spending, follow a unique policy path, and mainly subsidiz
the private sector. This policy tool allows us to aggregate tax spending with agipoogri
for a new measurement of total spending and treats the two policy types agal pbliice
with varying consequences. These data on tax expenditures will allow for studres of
federal housing policy, business policy, and energy policy. In addition, there are tax
expenditure data sets for 41 of the 50 states and most of the OECD countries. In¢hé futur

plan to collect these data along with the publicly available data for grants, byad
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regulations. More and more data is becoming available for various policy tools such as
government loans, loan guarantees, grants, tax expenditures, and even the costiohsegula
These instruments are measured in real dollars and provide us the opportunity te evalua

test the policy portfolios deployed by political parties in pursuing politicakctigs.

Social policy has negative effects on the United State’s budget defatigtinthe
prevalence of two types of entitlement spending: direct and indirect. Onty sl@al
expenditures for public programs such as Social Security and Medicare regmifesaat
media attention in discussions of the growing federal debt. Yet, all indireat spending
programs are entitlement programs, which have no annual review process and no sunset
provisions and accounted for over $1 trillion in spending in 2009. The goal behind creating
the tax expenditure concept was to empower policymakers to compare spending in the
appropriations process versus the tax code. Unfortunately, past attempts taelkmina
decrease the generosity of tax expenditure programs have been dishonestiggbstrheir
supports as a tax hike. Therefore, it is politically more advantageous to cusgeading
than indirect expenditures. Any serious attempt to curtail the growth of the BtSndst
take into account both of these policy instruments. The newly formed bipartisan debt
commission would be well served to put both of these spending types on the table for

negotiations.

Limitations

This project is limited in scope and exclusively focuses on political patteides
to social policy and income distribution. There are numerous issues that thi$ goegnot

address or areas that are underdeveloped. First, there is a breach betwresretigal
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argument and the research design of the project. | argue that politicabglaatyior is
motivated by core values and electoral strategies, yet the designadysisacan neither
confirm nor deny why political parties produce different spending ratioghatsthey do. In
addition, the time period of the study limits theorizing and testing importantesémgocial
policy, such as the New Deal and Great Society periods. It would be imgresbbserve
tax expenditures before and after these periods of substantial public program édsait
political parties are treated as static, even though the time period of thisvtuelssed
tremendous growth in party polarization. Next, the social expenditure ratio daeprasent
a perfect measurement of the tradeoff between indirect and direct spending. The
measurement, as it stands, does not allow me to posit definitively that a spert#o{f tsa
occurring in each yedf.Although, there is difference is party preference for indirect versus
direct, the real policy picture is not that stark. There are conditions under which Rapsibli

will support direct spending and Democrats indirect spending.

Next, | ran separate analyses on the four sub-categories of social(hekdty care,
income security, welfare, and education) and found no statistical evidence chpphiity
influence. There are additional tests | can run to determine if one or miesefspecific
areas reacts to the theorized changes in partisanship and policy. Finallgy¢heuenerous
other factors that are not addressed in this dissertation that determine botls thaogeal
policy and societal outcomes. In not directly testing public opinion and interest group
influences alongside political party control of government, it is difficultaorcthe

motivational and impact factors of party elites. Public opinion, interest groupsoart

“2| did run ECM’s with direct and indirect spendiag stand alone dependent variables. The spending
types moved in the theorized direction but did nige to the level of statistical significance ie tintermediate
terms.

142



rulings surely affect the fluctuations of the social expenditure ratio anxitéyston

economic inequality.

Future Work

| have already begun working with Christopher Ellis on an extension of my
dissertation project which examines the dynamic relationship between ppiolion and
social policy. First, we have developed a more general theory of public opinioacald s
policy in the United States, encompassing mass responsiveness to both direct @ctd indir
social spending. We find that increases in tax expenditures for social psogu@are public
mood in a more liberal direction while increases in direct appropriations iresudtre
conservative public opinion. Our results are consistent with a public that is attuned not only
to the role of government in the social policy arena, but also the redistribtfeees of

different types of social policy.

If public opinion and public policy operate in a truly dynamic relationship, then
changes to the direction of public mood will result in predictable changes tgp#heftgocial
spending implemented by government officials. Our early results show tredses in
public mood liberalism correlate with lower amounts of tax expenditures fiad sadfare
and higher levels of direct appropriations for public social benefits. We have &sbthes
relationship using the social expenditure ratio with similar results, indgcttat a unit
increase in public mood liberalism leads to more direct appropriations sperding re
tax expenditures. In conclusion, both the electorate and political elitesponsese to

changes in social policy and the role of government in society.
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As an extension of my dissertation project, | intend to examine the role of interes
groups in directing changes to the social welfare expenditure ratio. [z doat both
partisan and institutional factors will influence the efficacy of integestip lobbying. For
example, | expect that Republican control of the federal government will ingite awxtivity
by interest groups interested in providing private-sector social welfare. Getwdrexpect
that during Democratic administrations, interest groups representing bemnesicf
government social benefits will lobby for more generous direct public sper@imtne
institutional side, the lack of annual review and smaller number of committees thwolve
the tax expenditure process reduce the scope of conflict that in turn privilege$ spec
interests. This study could be paired with data on public opinion and provide an interesting
test of the “subgovernment” and “iron triangle” theories, which claim tkatJssible and

traceable policy processes favor special interests over public opinion.

In this project | only examine the American case, even though many indesttial
countries have divided social systems financed by the government. Thereaaareailable
from the Organization of Economic Cooperation and Development (OECD) for both direct
and indirect spending from 1980-2007 for most of the OECD countries. An obvious
extension of this project would be to evaluate if right-leaning parties in iralizstd
countries produced more indirect versus direct social spending. Other studies havedbund th
public social program retrenchment was not unique to the United States, and m@ygaBu
countries not only cut public social welfare spending but replaced these cutsxwith ta
incentives for private, market-based social programs (Pierson 1996). Consequemtight
expect similar trends in the rise of indirect spending as a policy tool fal ppograms

among industrialized countries.
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Baumgartner and Jones (1993; 1998) demonstrate across issue areas that although
there are periods of spending stability, government expenditures display gheatge than
has been typically presented in the policy literature. The measurementretimgdivernment
spending could be evaluated using the ideas of incrementalism and punctuationt thexpec
indirect spending might operate in similar ways to direct spending in thatareeperiods of
stability peppered by large expenditure changes in certain years. llmaddéxpect that
there is a relationship between indirect and direct spending. The observed chammges in di
spending could be conditioned or bounded by changes to indirect spending. Dependent upon
political party control of government or public opinion, these two policy instrumentseca
used as either substitute or complementary methods. An exploration of the extextgieip
between the two policy tools would provide us a more accurate picture of public policy

changes in America.

Finally, | plan to conduct a historical study of the role that political st private
groups played in the development of early social welfare programs commienteddo as
the “little New Deals” in the American states. Prior to the Social 8gdut of 1935, the
primary responsibility for social welfare provision fell mainly to privatganizations such
as churches, unions, fraternal and societal organizations, and benevolent sbuiatigs
this golden age of civic participation, private group leaders faced a dilémuheaiding
whether or not to lobby for public social welfare programs for their constituesidies state
level. | theorize that private group leaders would lobby against generoubestafés and
the perceived interests of their principals, the members, in order to protect poviaie
benefits from public programs. | expect that states with higher levelstaiicsocial capital

will produce less generous state-level social benefits.
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Table 2.1. An International Comparison of Directl dandirect Spending as a

Percentage of GDP, 2003

Country Direct Rank Indirect Rank Total
United 16.7 (13) 10 (1) 26.7
States

Australia 20.1 (9) 4.5 (5) 24.6

Belgium 28.2 4) 3.9 (6) 32.1
Canada 19.1 (20) 5.4 4) 24.5

Denmark 27.4 (5) 2.5 (12) 29.9
France 31.5 (2) 2.7 (20) 34.2

Germany 29.2 (3) 3 (9) 32.2
Ireland 17.6 (12) 0.5 (13) 18.1
Japan 18.9 11D 3.3 (7) 22.2

Netherlands  21.4 (8) 7.7 (2) 29.1

Norway 25.8 (6) 2.6 (12) 28.4

Sweden 32 (1) 3 (8) 35

England 23.4 (7) 6.8 (3) 30.2

Rank
9)

(10)
(4)
(11)
(6)
@)
3)
(13)
(12)
(7)
(8)
(1)
()

Source: OECD 2005
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Table 2.2.

Distribution of Income Class of Seledtatlvidual Tax

Expenditures, 2006 Rates and Income Levels (Amaantsllions of dollars,
returns in thousands)

I ncome Earned Child Student
| C L

Class | Credi Cred Interest

Deduction

Returns Amount Returns Amount Returns Am011nt

Below 5,747 6,650 1 0 35 2
$10,000
$10,000 - 6,407 16,349 112 26 259 16
$20,000
$20,000- 4,808 11,353 455 228 464 37
$30,000
$30,000- 4,607 6,446 553 302 707 69
$40,000
$40,000- 1,815 1,987 603 370 767 95
$50,000
$50,000- 534 475 1,193 636 1,602 191
$75,000
$75,000- 9 5 1,011 534 1,036 120
$100,000
$100,000- 3 5 1,866 984 1,516 249
$200,000
$200,000 0 0 362 188 NA NA
and over

Source: The JCT 2007

147



Table 3.1. Tax Expenditures for Social Welfare iscgl Year 1967

Health, Labor, and Welfare

Millions

Disability insurance benefits

100

Provisions relating to aged blind and
disabled

Combined cost for additional exemption-
retirement income credit-and exclusion of
OASDHI for aged

2,300

Additional exemption for the blind

10

Sick pay exclusion

85

Exclusion of unemployment insurance
benefits

300

Exclusion of workmen’s compensation
benefits

150

Exclusion of public assistance benefits

50

Net exclusion of pension contributions an
earnings

Plans for employees

3,000

Plans for self-insured persons

60

Exclusion of other employee benefits

Premiums on group term life insurance

400

Deductibility of accident and death benefit

S

25

Medical insurance premiums and medical
care

1,100

Privately financed supplementary
unemployment benefits

25

Meals and lodging

100

Exclusion of life insurance savings

900

Deductibility of charitable contributions
(other than education)

2,200

Deductibility of medical expenses

1,500

Deductibility of child and dependent care
expenses

25

Deductibility of casualty losses

70

Excess of standard deduction over minim

3,200

Credit for employing public assistance
recipients under WIN program

(1)

5-year amortization of child care facilities

1)
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EDUCATION

Additional personal exemption for student

500

Deductibility of contributions to educationa

institutions

170

Exclusion of scholarships and fellowships

50

VETERANS BENEFITS AND
SERVICES

Exclusion of certain veterans’ benefits

550

Source: The JCT 1971
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Table 3.2. Tax Expenditures for Social Welfare iscgl Year 2007

Category Billions

Education Training Employment and
Social Services

Tax credits for tuition for post-secondary 4.9
education

Deduction for interest on student loans 0.8
Exclusion of tax and earnings of Coverdell 0.1
education savings accounts

Exclusion of interest on educational savings (1)
account

Exclusion of tax on earnings of qualified 0.7
tuition programs

Exclusion of scholarship and fellowship 15
income,

Exclusion of income attributable to the (1)

discharge of certain student loan debt and
NHSC Education Loan repayments

Exclusion of employer-provided tuition 0.8
assistance benefits

Exclusion of employer-provided tuition 0.2
reduction benefits

Parental personal exemption for students 0.5
age 19 to 23

Exclusion of interest on State and local 0.3

governments qualified private activity
bonds for student loans

Exclusion of interest on State and local 11
governments qualified private nonprofit and
qualified public educational facilities

Deduction for charitable contributions to 5.3
educational institutions

Employment:

Exclusion of employee meals and lodging 0.9
(other than military)

Exclusion of benefits provided under 27.9
cafeteria plans

Exclusion of housing allowances for 0.5
ministers

Exclusion of miscellaneous fringe benefits 6.6
Exclusion of employee awards 0.2
Exclusion of income earned by voluntary 3.3
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employees’ beneficiary associations

Special tax provisions for employee stock
ownership plans (ESOPS)

0.3

Work opportunity tax credit

1)

Welfare to work tax credit

1)

Deferral of taxation and capital gains
treatment on spread on acquisition of sto(
under incentive stock option plans and
employee stock purchase plans

0.3

Social Services:

Tax credit for children under 17

46.0

Tax credit for child and dependent care a
exclusion of employer-provided child care

3.1

Tax credit for employer-provided dependé
care

2Nt

1)

Exclusion of certain foster care payments

0.6

Adoption credit and employee adoption
benefits exclusion

0.4

Deduction for charitable contributions oth
than health and education

29.1

Tax credit for disabled access expenditur

0.1

Health

Exclusion of employer contributions for
health care, health insurance premiums, :
long-term care insurance premiums

and

90.6

Exclusion of medical care and TRICARE
medical insurance for military dependents
retirees and retiree dependents

1.9

Deduction for health insurance premiums
and long-term care insurance premiums K
the self-employed

)y

3.8

Exclusion of workers’ compensation
benefits (medical benefits)

6.5

Health savings accounts

0.1

Exclusion of interest on State and local
governments qualified private activity
bonds for private nonprofit hospital
facilities

1.7

Deduction for charitable contributions to
health organizations

3.7

Tax credit for orphan drug research

0.3

Tax credit for purchase of health insurang

e

by certain displaced persons

0.2
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Exclusion of Medicare benefits:

Hospital insurance (Part A)

18.5

Supplementary medical insurance (Part B

N

12.5

Prescription drug insurance (Part D)

3.4

Exclusion of certain subsidies to employe|
who maintain prescription drug plans for
Medicare enrollees

rs

1.6

Income Security

Exclusion of workers’ compensation
benefits (disability and survivors payment

2.5

Exclusion of damages on account of
personal physical injuries or physical
sickness

14

Exclusion of special benefits for disabled
coal miners

0.1

Exclusion of cash public assistance bene

fits

3.4

Net exclusion of pension contributions an
earnings

Employer plans

104.1

Individual retirement plans

11.2

Plans covering partners and sole propriet
(“Keogh plans”)

ors

9.4

Tax credit for new retirement plan expens
of small businesses

es

(1)

Exclusion of other employee benefits:

Premiums on group life insurance

2.5

Premiums on accident and disability
insurance

2.6

Additional standard deduction for the blin
and the elderly

1.6

Tax credit for the elderly and disabled

(1)

Deduction for causality and theft losses

0.7

Earned Income Credit (EITC)

42.1

Exclusion of cancellation of indebtedness
income of Hurricane Katrina victims

0.2

Social Security and Railroad Retirement

Exclusion of untaxed social security and
railroad retirement benefits

23.1
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Veterans’ Benefits and Services

Exclusion of untaxed social security and

railroad retirement benefits 23.1
Veterans’ Benefits and Services

Exclusion of veterans’ disability 3.6
compensation

Exclusion of veterans’ pensions 0.1
Exclusion of veterans’ readjustment benefits 0.2

Exclusion of interest on State and local
government qualified private activity bond

for veterans’ housing

@

Source: The JCT 2008
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Table 3.3. Descriptive Statistics for Various TypéSocial Spending, 1967-

2007

Variable N Mean Standard Minimum Maximum
Deviation

Social 40 2.044 3.811 -3.452 16.357

Expenditure

Ratio

Total Social | 40 964.172 676.143 153.458 2423.527

Spending

Direct Social| 40 711.883 551.266 153.458 2423.527

Spending

Indirect 40 252.289 127.606 94.094 536.400

Social

Spending

Direct 40 205.370 194.100 9.372 672.778

Health

Indirect 40 73.817 53.392 15.206 205.300

Health

Direct 40 447.017 316.923 38.435 1091.400

Income

Security

Indirect 40 128.697 49,507 46.697 193.180

Income

Security

Direct 40 32.728 22.126 .996 77.328

Welfare

Indirect 40 41.636 33.815 10.905 130.375

Welfare

Direct 40 26.766 21.906 4.685 99.955

Education

Indirect 40 8.137 5751 3.796 25.420

Education




Table 4.2. The Organization of Indirect and Dir8otial Spending by

Categories

Sub-Categories

Indirect Social Spending

Direct Social Spending

Health Care

Exclusion of
employer/employee
contributions to medical
insurance, deductibility of
medical expenses, exclusia
of workers medical
compensation, 15 other
programs listed under
Health, please see table 3.1

Health Care
Services(Medicaid), Health
Research and Training,
Consumer and Occupation
rHealth and Safety, Medicar

1A

=2

Income Security

Net exclusion of pension
contributions and earnings
including: employer plans,
individual retirement plans,
Keogh plans, Veterans
Benefits and Services, 20

other programs listed under
Income Security in table 3.2

Social Security, Veterans
Benefits and Services,
Training and Employment,
Other Labor Services,
Income Security

T

Welfare Earned Income Tax Credit| Social Services, Food and
(EITC), 10 other programs | nutrition assistance
listed under the category
Welfare in table 3.2.

Education Tax credit for tuition and | Elementary, Secondary, an

post-secondary education,
deduction for higher
education expenses, 13 oth
programs listed under
Education in table 3.2.

Vocational Education,
Higher Education, Researc
&and General Education Aid

o

[92)

Sources: The Joint Committee on Taxation (JCT), Policy Agendas Project

155



Table 4.3. The Percentage Change in Total Soceth@pg Between the
Republican and Democratic Parties, 1967-2007

Institution Democratic
Presidency .045
(.008)
House .051
(.011)
Senate .051
(.014)

Republican

051
(.011)

044
(.003)

046
(.005)

T-Score P-Value
-0.371 712
0.364 717
0.293 770
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Table 4.4. Annual Change in the Social ExpendiRa&o, 1967-2006

Independent Variable Model 1 Model 2
A Social Welfare Spending Ratia _(218151’;* _(3153%;*
A Republican President ('_0021003 (gig)
Republican Presidemt (_001027) (883)
A Republican Congregs (114258*)
Republican Congressi (1(9)293);;
A Republican House (05:13;;
Republican House1 (gg)
A Republican Senate (03:13;
Republican Senateit- (ng;
A Unemployment (:88;1) (:882)
Unemployment t: '(().%)Ltl)j; (:882)
A Inflation t (883) (882)
Inflation t-1 (883) (882)
Constant _((l)g?; (ggg)
N 38 38
Adj. R2 361 499

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Table 4.5. Annual Change in the Social ExpendiR&g&o with Institutional
Variables, 1967-2006

Individual Variable Model 3 Model 4
A Social Welfare Spending —.278* —.263*
Ratiot-1 (.116) (.119)
A Republican President ('812) ('gg)
Republican Presidemtl (_001026) (_001%%
A Republican Congress ('iﬁ) ('iég)
Republican Congregst (2 égg) (2 838)
A Divided Government ('882)
Divided Government-1 (_ 0%096)
A Party Polarization ('%g)
Party Polarization-1 ('825);)
.005 .006
A Unemployment (.008) (.009)
014* 014
Unemployment t (.004) (.004)
, .002 .002
A Inflation t (.002) (.002)
, .004 .004
Inflation t-1 (.003) (.004)
~.106* -.110*
Constant (.069) (.074)
N 38 38
Adj. R2 .332 325

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p <.05; ***p < .01
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Table 5.1. Sources of Health Insurance Coveragthé&Nonelderly Population,
1996-2008

1996 2000 2004 2008
Total 100% 100% 100% 100%
Employer-based 64.8 68.4 63.1 61.1
Own name 33.3 34.6 32.0 31.4
Dependent 315 33.8 31.1 29.7
Individual 16.8 16.0 17.5 16.7
Public 16.2 14.6 17.7 19.4
Medicare 2.0 2.2 2.5 2.9
Medicaid 12.2 10.7 13.6 14.9
Tricare/CHAMPVA | 2.9 2.8 2.9 3.0
No Health 16.4 15.6 16.9 17.4
Insurance

Source: Employee Benefits Research Institute (ERR0O8
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Table 5A.1. Private Social Welfare Expenditure Data

Social Category

Private

Data Sources

Health Care

Private health
insurance, services,
supplies,
noncommercial
medical research, ang
medical facilities
construction

)

HCFA, SSA

Income Maintenance

Employee benefit
plans in the private
sector, including
group life insurance,
sickness and disabilit
insurance, long-term
disability insurance,
and private pension
plans

U.S. Census, IRS,
HIAA, ACLI, NIPA,
Department of Labor

Welfare

Welfare services
designated by SIC:
individual and family
services, adoption
services, child day
care services, senior
citizen services,
counseling and
referral services to
family and
individuals,
residential care,
halfway homes, grou
foster homes,
recreation and group
work, civic and
social/fraternal
groups, job training,
vocational rehab
centers and skill
training centers

BEA, BLS, NIPA,
SIC, Department of
Health and Human
Services

Education

Private higher
education, K-12,

vocational schools

Department of
Education, NCES

Source: Social Security Administration
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Table 5.2. Political Parties, the Social ExpenditRatio and Private-Sector
Social Spending

Independent
Variable Model 1 Model 2 Model 3 Model 4
Social Private Private Private
Expenditure Spending Spending Spending
Ratio
Republican -.013 -.066 -.058 -.055
President (.026) (.050) (.049) (.050)
Republican 7247+ 579 150 268
Congress (.302) (.519) (.663) (.679)
Social
Expenditure .591* 273"
Ratio (-338) (-400)
A .005
Unemployment (.013)
A GDP 018
(.019)
Constant -.037 -.136 -114 -.198
(.120) (.233) (.227) (.258)
N 27 27 27 27
Adj. R? 136 .009 .045 021

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance

Levels: * p<. 10; **p < .05; ***p < .01
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Table 5.3. Political Party Control, the Social Exgiéure Ratio and Private-
Sector Social Spending

Independent Private Spending Private Spending Private Spendi
Variable
Model 1 Model 2 Model3
Republican -.017 -.031 -.030
President (.041) (.045) (.047)
Republican NA NA NA
House
Republican .033* .026 -.002
Senate (.023) (.040) (.061)
Social Expenditure .307 .565
Ratio (.303) (.504)
A Unemployment .013
(.019)
A GDP .004
(.006)
Constant .046** .017 155
(.033) (.085) (.218)
Adjusted R2 .031 .060 .098
N 27 27 27

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Table 5.4. Political Parties, DW-NOMINATE, the SaldExpenditure Ratio,

and Private-Sector Social Spending

Independent Private Spending Private Spending Private Spendi
Variable
Model 1 Model 2 Model 3
DWNOMINATE -.021 -.041 -.048
President (.048) (.053) (.055)
Republican NA NA NA
House
Republican .035 .029 .001
Senate (.030) (.031) (.016)
Social Expenditure 327 .588
Ratio (.307) (.507)
A Unemployment .013
(.019)
A GDP .004
(.006)
Constant .038** .037 179
(.020) (.089) (.222)
Adjusted R2 .032 .064 103

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; *p < .05; ***p < .01
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Table 6.1. The Average Income Redistribution oe8&ld Tax Expenditures
for Social Welfare by Income Class, 2007

Income Class Medical Deduction Charitable
Contribution
Deduction
$10,000 & < NA NA
$10,000-20,000 $180.9 $91.2
$20,000-30,000 $289.7 $150.3
$30,000-40,000 $361.4 $198.2
$40,000-50,000 $479.1 $244.9
$50,000-75,000 $716.1 $363.9
$75,000-100,000| $920.4 $469
$100,000-200,000%$1,809.6 $837.5
$200,000 & > $6,463.3 $4,240.2

Source: The JCT/JCS - 3-07
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Table 6.2. Political Parties, Social Spending

, oo me Inequality

Independent Social Income Income Income
Variable Expenditure Inequality Inequality Inequality
Ratio

Model 1 Model 2 Model 3 Model 4
Republican -.013 133+ 112 238
President (.026) (.094) (.097) (.090)
Republican T41%* -.256 -431 -.990
Congress (.362) (.915) (.941) (.864)
Social
Expenditure .900* 124*
Ratio (.741) (.093)
A -.096**
Unemployment (.029)
Constant .332% 4.762%+* 4.623*+* 5.575

(.112) (.396) (.427) (.456)

N 33 33 33 33
Adj. R? 183 .067 .090 231

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Table 6.3. Political Party Control, Social Spendiagd Income Inequality

Independent Income Income Income
Variable Inequality Inequality Inequality
Model 1 Model 2 Model 3
Republican 147* 161* .185*
President (.109) (.104) (.105)
Republican .008 .090 101
House (.164) (.161) (.162)
Republican -.211** -.346** -.373**
Senate (.106) (.120) (.125)
Social Expenditure 2.368** 2.379*
Ratio (2.151) (1.158)
Unemployment -.225
(.273)
Constant 4.71%** 4.20%** 4.129***
(.087) (.263) (.265)
Adjusted R2 125 213 .203

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Table 6.4. Political Parties, DW-NOMINATE, Socigdé&hding, and Income

Inequality
Independent Income Income Income
Variable Inequality Inequality Inequality
Model 1 Model 2 Model 3
DWNOMINATE .206* .199* 226*
President (.132) (.129) (.130)
Republican .047 .105 116
House (.170) (.166) (.167)
Republican -.230** -.349** -.374**
Senate (.108) (.120) (.125)
Social Expenditure 2.197* 2.183*
Ratio (1.147) (1.152)
Unemployment -.218
(.272)
Constant 4.78*** 4.313*** 4.322%**
(.055) (.250) (.252)
Adjusted R2 143 215 .205

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Table 6.5. Political Parties, Presidential Admiragbn, Social Spending, and
Income Inequality

Independent Income Income Income
Variable Inequality Inequality Inequality
Model 1 Model 2 Model 3
President 274** 343** 421
Nixon (.131) (.128) (.132)
President .004 207 .302
Ford (.149) (.175) (.179)
President - 274%* -.108** -.048**
Carter (.138) (.154) (.153)
President -.105 -.096 -.077
Reagan (.178) (.168) (.163)
President -.257* -.174* -.109*
Bush (.138) (.136) (.138)
Republican -.213 -.106 -.084
House (.178) (.175) (.172)
Republican -.105 -.169 -.184
Senate (.151) (.146) (.141)
Social Expenditure 2.474* 2.836*
Ratio (1.214) (1.194)
Unemployment -.357*
(.217)
Constant 4.852*** 4.321%** 4.115***
(.098) (.318) (.315)
Adjusted R2 449 511 543

Note: Entries are OLS estimates with standard giiroparentheses. One-tailed Significance
Levels: * p<. 10; **p < .05; ***p < .01
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Figure 2.1. The Partisan Theory of Social Policy
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Figure 3.2. Social Welfare Tax Expenditures, 19672007
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Figure 3.3. The Composition of Health Care Spendm 1975-2005
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Figure 3.4. The Composition of Income Security Speling
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Indirect versus Direct Income
Security Spending

100% -
90% -
80% -
70% -
60% -
H (Income
50% - Security)Direct
Expenditures
40% -
M (Income Security)Tax
30% - Expenditures
20% -
10% -
0% 1 T T T

1975 1985 1995 2005

Percentage of Total Spending

Year

173



Figure 3.5. The Composition of Welfare Spending, 1%72005
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Figure 3.6. The Composition of Education Spendind,975-2005

Changes to the Percent of Indirect
versus Direct Education Spending
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Figure 4.1. The Social Expenditure Ratio, 1972-2007
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Figure 6.1. The Partisan Theory of Social Welfare ashIncome Inequality
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APPENDIX

Private-Sector Spending by Sub Category

Health Care

The health care expenditure data are collected by the SSA come fronaltneGéee
Financing Administration (HCFA). They include private spending on healthcsesrand
supplies, noncommercial medical research, private insurance, and meditegacil
construction. HCFA's estimates are based on the National Health Accoumothde a
framework for understanding the nature of health care spending in Amdre&dFA uses
a two-dimensional classification matrix with categories of providers wicgsralong one
dimension, and sources of funds across the other. From 1972-1994, health care has
represented the largest share of private social spending, in 1994 healdpoesented 57%
of total private spending, but surprisingly health care's percentage of tetdé mocial-
welfare spending has not changed since 1972. In 1992, total health care spending for both

public and private sectors totaled to $820.3 billion or 13.6 percent of GDP.

Welfare

Welfare spending estimates are manufactured from an indicator sesispdel by the

Bureau of Economic Analysis (BEA), and a personal consumption expenditure meaisure fr
the National Income and Product Accounts (NIPA), an agency within the Depadme
Commerce. These data represent the private efforts of employers and norpesi#isage

poverty, assist in child care, and construct a minimal amount of income secucityzfns.
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Welfare services are classified by the Bureau of the Census agctwrdiafinitions provided

by the Standard Industrial Classification (SIC). These services inchai@dual and family
services, adoption services, child day care services, senior citizen sewigesling and

referral services to family and individuals, residential care, halfwayekpgroup foster

homes, recreation and group work, civic and social/fraternal groups, job trainingpraktat

rehab centers and skill training centers. Public funds and financing are exclhuddtd

private social welfare estimates. Total welfare spending grew to $86o2 bibllars in 1994

from 7.5 billion in 1972. The Census survey used by the BEA includes 106,000 social service
agencies and establishments surveyed in five-year intervals in conjuncticthevit

Economic Census. Welfare costs between census years are estimateddnfating wage

data collected by the Bureau of Labor and Statistics (BLS). The perceftagHare

services expenditures in this category increased, in relation to total ppeatdirsg, from 7.9
percent in 1972 to 9.3 percent in 1994. The percentage distribution of spending in 1992 were:
social services at 23.9%, individual and family services at 19.6%, residentiatd8.2%,

civic and social/fraternal organizations at 18.1%, child day care at 10.9%, and joigtraini

and vocational rehab services at 9.4%.

Pensions

Income maintenance expenditures represent outlays for employe¢ plamsfin the
private sector, including group life insurance, sickness and disability insutamgeerm
disability insurance, and private pension plans. Income maintenance hasreqoktiee
most growth over the past twenty years increasing from 17.1 billion dollars in 1972 to 204.7
billion in 1994. The vast majority of income maintenance spending went towards pension

plan benefits at around 85% and private pension plans denote 19.1% of total social spending
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by the private sector. These estimates are based on an indicator sezli@gedeby the U.S.
Bureau of Economic Analysis (BEA) for the national income and product accounts on
personal consumption expenditures. The primary data are collected by the Cersws Bur
from its Census of Service Industries. In addition, these data are alsoecbffem: the
Health Insurance Association of America, the Internal Revenue Servideeplagtment of
Labor, and the American Council of Life Insurance. Public funds are excluatadtie
estimates for private social services. In 1992, $10.2 billion was spent for groupuifanices
benefits that were based directly on an employment relationship. The essradjusted to
exclude group policies not based directly on employer-employee relationshipgssuc
insurance for credit card holders, mortgage insurance, fraternal socatieg)s or
investment groups, professional societies, and employee associations. The data on
supplemental unemployment benefits are derived from the NIPA series 'l@tt@rincome
by Industry and by Type". In 1992, sickness and disability welfare benefiesies billion
dollars, most spending in this sector was paid sick leave to workers amounting to $12.7

billion and the remaining $1.9 billion was paid under group and self-insurance programs.

Education

The Social Security Administration constructs private sector education spdathngsing
information from the National Center for Education Statistics (NCES), ariddapartment
of Education (DOE). The BEA also has a measure of public and private educatidingpe
that over the years has converged with the SSA series. In 1994, private spending
education was 100.8 billion dollars - 50% of that was for higher education, 28% was K-12

education, 17% was for commercial and vocational schools, and 5% included private funds
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for school construction. These private expenditures amounted to 11.0 percent of all private

social welfare expenditures, down from 15.6 percent in 1972.
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