¢ SERVICE.

o &, DEPARTMENT OF HEALTH & HUMAN SERVICES
‘:‘" K
g |
b
= L
% C Melissa T. Skolfield
‘ %{“‘m - Acting Assistant Secretary for Public Affairs
' Phone: {202)690.7850 Fax: 202)690.5673
To: Md
Fox: Y5k - 5557 Phone:
Date: ﬁ“ ! {o Total mumber of pages sent:

Comments;

Aeons. ot ‘1%*@&%1%6%@,

5 ;

200 Independence Avenue, S.W., Blig, HHH, Room 647-0, Washington, D.C. 20201

TYAIY oriand-sus ' £Lo% 088 2078 aginy  SE/RLSIT




SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS
Senate Welare Bill
Using n Comprehensive Post-Tox, Posi-Traosier Definition of locome
Simulmes effects of full impleowsmiation in 31993 dollan

okt

Brse Extirnate " Alternative Ansumptions

Sxtes Provide Chidd Benefit Vouthen Afer

. Tine Liehy THO Propren Proiection; Hase  CBO Projection of Program Mo Conservative Lebot

. Estimate {abr Supply Assumptions Crowth Under Current Law,  Supply Effert of Time Limit

Chitdren Under I8

Number in Poverty (Miltions) 142 1.9 Ho 11.4

Chanpe From Current Law 1.2 03 R 1.4

Poverty Rase (Percent) 162 187 1.8 6.4

Lhange From Curreni Law 1.8 13 1A ]
Famities With Children

Mymber in Poverty (Millions} 192 . 8.6 it? 9.5

Change From Cuarent Law 22 i.6 18 2.5

Poverty Rate (Percent) 13.3 128 129 s 13.5

Change From Current Law 1.6 ) 1.1 — x,z% ‘ i.8

) ORE

Poverry Gap (Billiens) 2086 R 194 20

Change From Current Law 4.4 : .7 32 43
All Persons

Mumber in Poverty (Miltlons) 87 Eh R 352 g

Change From Current Law 8 L9 21 9

Paverty Rate (Percent) 18 s 16 113

Change From Current Low 1.é : 0.8 ) 08 LI

Poverry Gap (Billions) 2.3 5n.7 . 312 1.1

Changs From Curzont Law 3 3z - : £4 i3

" The Census Byresu pubtishes a femily of poverty statistics ysing silemative defisitions of incoms, The definidon of income displayed here ingtuder the offees of taxst
tinciuding BITC), Food Stungs, hoasing programs, ang school fneal prograsns. Changes in government-provided heslth covernge is ngt included, sor wie here any

sustmgnis oy medicad cosiy, :
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Income Distribution of House, Senate and Administration Budget Pians

g/ Sucfge! Plans: The Administration S, Congress | 1 j b,

e Both the Administration and the Ccngzess have plans to balance the bg e proposals are

: similar in several ways: they eliminate the deficit, provide tax cuts, and require spending
reductions. However, the plans are quite different in how they treat families with different
incomes. By planning to vastly reduce benefits to middle and low income families with children
while providing substantial tax relief to the wealthy, the congressional proposals shift the burden
of balancing the budget to the most vulnersble families - working families with children and not
much income, The Administation reaches a balanced budget in a more equitable manner by
minimizing the impact of cuts on lower income families with children and targets tax relisf to0

- working families.

1‘ 3 {j’ What is an Incame Distribution Anglysis? L ~ \L&
a H}'{,.i.,:} Lwada 3any WD Je@bp%{.ﬁw iR CC.H\)SMﬁiK Ehe W
#| The i)epanmcnt%l' Health and %iuman Services and the Treasury Departiment prepared an
analysis of the potential income effects of Congress” and the Administration’s budget plans for
families with children. The analysis illusTates how these effects would be distributed across
. families with a wide range of i incomes ~ essentially detailing wim:h income groups will beneflt
and which will lose undcr the various budget plans,
Lokat s% nclue ‘
.0 There are twa z:omponcnts to the income distribution analysis. One component measures the
A7 ;T i effect of the various tax plans on the after-tax income of different income brackets. The other is
a benefit component, which shows the income effect of proposed cuts in programs such as
AFDC, 8§51, Food Stamps, WIC, child nutrition, housing assistancs, energy assistance, federal
retirement benefits, and some health benefits. The estimate of the imipact of the proposed
ng wl changes in benefits is conservative, as the analysis does not include the effect of proposed
% reductions in education, job training, transportation, and public health programs, or most of the
proposed cuts 1o the Medicaid and Medicare programs. {A full explanation of what was
measured is included with the distribution tables that follow this discussion.) E ¥ p an C{

f{'mr i

£ :‘ ;a"
- NE" ,Reszd{/ of the Income Distribution Analysis
‘BN \1
E m analysis of the effects of the Senate and revised House budget plang shows 2 dramaixc
\f\ I “jmbalance. With the combination of tax, income and health benefit changes, families who earn
X0 -,;; " below §50,000 would lose while those who earn over $100,000 would gain substantially.

o For example, under the House plan, families with below 530,000 are hit the hardest by benefit
s’ cuts. While the aversge family in this group would lose neatly $1,000 in income and health ’
benefit cuts in the House proposal, the same fa:miy would receive only an average $11 tax break
since many individuals would face significant tax increases. Under the Senate plan, these same
famities would lose an average of $863 in income and health benefits and, at the same time, pay
more in taxes. Under the Administration’s budget plan, families earning less than $30,000 would.
experience only a modest average reduction in income of $59.

e ih ’ 1¥3ayY oIgad-SHH £Lo9s G868 2028 2Zay 66,90/11




e
. gf,; il
Taxes ’ _ %i« ,,\n.»
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The Administration provides modest tax relief to the swerkirEelass. Uaéct‘@@s’ ent’s plan,
the average family eamning between $30-50,000 would get 2 tax break three txmes# e of
those who eam over $200,000. By contrast, the House and Senate tax plans target tHir tax ’
breaks to wealthier famiiies. Their credits to those between $30,000 and $50,000 are about the
same size as the Admunistration’s. However, they give those with income over $200,000 an
average of more than $3,200 in tax relief «« 13 times the tax reduction planned for the middle
class. The Senate plan increases taxes for those who eam less than $30,000, while giving those
who earn over $200,000 an average tax break of $3,416,

Reductions in Dirzct Benefits

The House and Senate have proposed very deep cuts in income and other assistance programs for
low-income families. Welfare bills passed in both houses would convert the AFDC program to s
capped block grant with reduced funding levels. Strict spending caps, entailing deep cuts and
potentially including block grants, would be placed on the Food Stamps program. Large savings -
in both the Senate and the House would be taken from the SSI program. The House has also
proposed deep reductions in child and school nutrition programs, and would cut housing and
energy assistance programs that serve low-income families.

To balance the budget, improve ¢fficiency and encourage work, the Administration’s plan
includes some necessary to low-income-benefitarograms.  While the direct bénefit change
of the Administration’s plari for families earning below $30,000 is less than $100, these same
families would suffer a $43 iess in incoms under the Ham plan, and and 3 $30810ss under the

Senate plan. ¥ vodichonr ' ‘% &L

3 . Reductions in Health Benefits
* {Describe health curs)

“The House and Senate plans would reduce health coverage by $556 10 those beneficiaries earning
below $30,000. Under the Administration’s plan, savings in health coverage would come from
: prm ider payment reform without cutting the health coverage families receive. In fact, an
analysis of the President's plan would show that lower co-pays would actually reduce out-ofs
_pocket medical casts for Medicars pamczpm
. {,A\w—-*' R
RN What Do the Result of the Distribution Analysis Mean?

he? 3

w

This study illustrates that thz cuts in the congressional budget plans disproportionately affect low
and middle income families - especially families with children. This imbalanced impact is
especially striking when looking at the cumulative impact of the tax and benefit cuts across
different income Jevels. An overall picturs of the congressional budget plans, shows that cuts in
benefits are deepcsz on the poorest families, while the tax breaks get larger as we go up the
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income scale. For example, the 20% of families with the lowest incomes -« families with

_ children who can least afford an income cut -« would lose an average of 31500 in income and
$1700 in health coverage under the House budget plan while those families with incomes over
$100,000 would receive a an average of $4000 in 1ax relief.

While the House has modified its plans some since then, the Republican congressional plans, if
enacted, would stifl exacerbate a troubling 20 year trend toward an inereasing degree of income
inequality, The results raise a fundamental question. Do we as a nation want to continue an
effort 10 raise the incomes of the average families and to reduce the disparity - particularly by
rewarding work for people who have a low base of income? Or do we want to move in the other
direction, drastically cutting benefits, and cutting the reward to work for low income working -
farnilies in order to give a tax break to the people at the high end of the income distribution?
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Average Tax, Income, and Health Coverage Changes Per Hausehe ‘

House, Senate, and Admim‘stra tion Budget Plans

Annual Family Income Percentof House Budgst f&mm Adoainigration

gvai::& (FED Bols Mmoo P Pia

Tux Beneflis }
s Less than $30,000 40%% $11 $54 36
e $30,000 to $50,000 1% ‘$281 $249 $251
N b e ™ TT850,000 to $100,000 7% $647 $693 $472
T 8% Gver $100,000 12% $1,620 $1.550 §288
o Over $20000% 3% $3,265 $5,416 $82
Top 1% , £3.422 35,626 $69

Total [ncome And Health Coverage Cuts

Less than $30,000 % . -$994° -$853 895
$30,000 to $56,000 21% S .82 S $38
$50,000 1o $100,000 2% 5202 5177 -$26
Over $100,000 12% 5234 3257 520

‘Breakoat of Income and Health Cots

Benefit Cuty Affecting Income

Lese thai $30,000 ' 40% -$438 -5243 g 1L
$30,000 o $50,000 21% S136 597 $38
$5000010 §100,000 1% 582 583 -$26
Over$100000 < 12% 589 571 520
Health Coverage Cuts

Less than $30,000 40% 5836 §556  Jf

$30,000 to $30,000 21% 8196 5196 0 B
$30,000 to §100,000 7% 5120 -$120 s Y

. Over $100,000 12% -$193 5195 S0 4, -
' | \w%f‘
Funlly Boonomic Income (FEL (s » broad-based mmaww@m i eanstroctad g 19 AG)

unrepersed wnd underrepoited insome; IRA asd Keogh deductions. sonmaxabie transfer payments such g Sociad
Seourity 3nd AFDC: employerprovided fringe benelits; imaide bulid-up on pensions, IRA', Xeoghs, sad i fusurance;
dg-exnmpt inteenst, and imputed rent o owDereceupied heusing. Caplial gaing 2 sompuag on an accresl batiy,
adjustzd for inflation to the sxient relisbie datn aliow. Inflalonary loases of anders s sublrasied wisd gains of
Sotroweers e added. Thare it dlso wn adjustment for sccelerated deprecialion of noncorporne buginesses. FEI iy shown
pn & family 7aAct thae & 1ax fetwn basis, The zconomic ineomes of 81 members of # famity sunitam sdded w arrive &
the family’s economic inconse used i e distribusions. .

z:‘dat&hmb&p&d\pet&mxl‘fm
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House, Senate, and Administration Halanced Budget Plans
Effects of Speading Cuts On Families with Children

Average Income and Health Coverage Loss Per Family By Quintile

Smite Budget i"ha

: House Budget Plan Adm&mrzﬁo& Plan

AFllisome Quinsile ' Dollas %oflocome  Dolles  %of lnpome %eafincome
Total %?\

Lowest £-§3,183 -52,576 ()?

Second -$1.277 -$1,093 -$214

Third 5449 -$379 585

Fourth -5169 5153 -840

Bighest -$187 3189 -$38
Income Changes . .

Lowest *-%1,521 -10.5% 578 -5 4% «$33i6 ° -1.9%

Second -$399 -2.5% %181 ~1.8% ~$178 -3.5%

Third ~$249 0.5% 5160 +3.5% -$78 ~(1.2%

Fourth 889 0.2% g-1 2% 536 0.0%

Highess ~5107 0.1% ~$97 +£.1% -$38 0.0%
}!eslth Changes

Lowest -$1.662 -§1,662 $30

Sezond . 5678 3478 336 N

Third -5200 -$00 %11 \

Fourth $80 -$30 s

. Highest -850 -$80 S

Tex changes (EITE end child tax crodis) az¢ not ingluded. fncluding them would meke the cuts deeper for the lowser
guintiles, while showing net benefit incresses for the upper quirsiles. .

Adjusted family income ranks fumtics based on their income s & percent of the goveny line, ’Z%smrmm shouid w01
be udded 1o Treasusy™e FEI tabics. which do not include family size in the renking facworns.
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The following tables compare the effects of the House, Senate, and Administration Balanced
Budget plans on the number of persons and children with incomes below the poverty ling, and

the size of the poverty gap (a measure of how far below poverty people are). The tables also
show the separate effects of welfare bills, which.areabGit 1/10 (Senate) to 1/6 (House) of t}l&j go¥ ‘*"’“'\“

POVERTY ANALYSIS OF THE HOUSE AND SENATE PLANS

- b '"c‘ms,t‘nmhey-wea!dusg%a eliminate the deficit andl'fzmdea large tax cut. 4~ he 0u S - R
s ‘

.

BV S # .
There are two sets of poverty tables. One uses the pre-tax cash definition of income Census uses MU
for the official poverty statistics. However, this gives an inéomplete-picture of the changes, since 247> . *
many of the budget cuts raise taxes on low income families and rdduce their Food Starips and y
medical caverage. As a result, the primary analysis incorporates d commonly used alternative
definition of income that includes the effects tax policies {incizzdir'g the Earned Income Credit),
and near-cash in-kind assistance programs such as Food Stamps and housing programs. (The
text below discusses only the more comprehensive definition.) . .

idd - ‘:\,S:r""‘tb(.zkw'%ﬂ . ety g‘-i-hf’fw . | ,*{'}5{(%”'1&/{\
How should these results be interpreted : §
“t 3. .

& poverty analysis can complement a distributional analysis, but cannot provide as
much information. There are several reasons for this: '

- Estimating the change in the number of people below poverty does not tell you how much

these people would lose - only how many who are a little above poverty would lose
encugh to drop below it . .

- Estimating the change in the poverty gap gives some information on how far below
poverty people are dropped. However, policies that hit those wha are 10% to 23% above
© the poverty line will not have an appreciable effect on the poverty gap - but will be
highlighted & a distributional analysis. -

- There is no commonly agresd-upon way o include the effect of changes in health
coverage in poverty analysis. While the Jost health coverage could be included in a
distributional analysis, iv-eeukd not be incorporated into the poverty analysis.

S

! R ‘ ,
. %’@W i5 based onannual ij
S inCOME f 5 live fro nW/ ™

- Poverty analysis i3 sensitive to assumptions about economic growth in ways that

' distributiona! analysis is not. Improved sconomic growth resulting from = balanced
budget should enable more poor families to find jobs -« as has already happened since the
Clinton Administration reduced the deficit in half, However, they would still be badly
huzt by the cuts in Food Siamps, the eamed income tax credit, and the loss of medical
coverage -- which the distributional analysis highlights well, -

- The number of people in poverty is dependent on estimates of work effort and the number

PYYYy
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of jobs available when individuals reach the time limit. While waivers that include time
limits do exist, no State has reached one. Therefore, there is po prior experience on
which to base an estimate of these effects on poverty,

1AV D184 -8HH pLes 888 oL LIRS
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. A more balanced deficit reduction plan, Using the Administration’s timetable for RN, .
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The Administration Has repeatedly recommended improvements to the mlt‘au/rz;ﬁsais of . ¥, .
Congress to snact real.welfase-refornrthar IS TOUR O worky noton-childien. These poli::;es 5
were recommended by the Administration in both the welfare and balanced budget proposals, ®

and in letters from the Administration to Congress. ,We/ modéTMesc poizcms to dczermme their
effects on poverty and found that they uoul Tt

the{Senate bill y—m- d\&h‘gnmﬁ““m@ﬁdzmhyﬁ-w T‘numgmvcments msommcndcdby s d

L T

- \4..6“
o

balancing the budget, selecting s different mix of cuts, and not giving large tax breaks 1o A
rich households would make the biggest difference in the sumber of children moved into . L
poverty. Adopting the Administration's balanced budget plan would eliminate three

quarters of the child poverty effect of the House budget plan and rwo thirds of the child

verty effect of the Senate budget plan,
5 o5 ‘%w&!sqﬁ? : -
. ‘ ’ Ty, Each $1 billion reduction in Federal or State AFDC benefit

furiding moves 80,000 |is this number still right?] children into poverty. Less deep

/ Federal cuts, and provisions that discourage States from “racing 1o the bottom" would |

reduce the estimates of those moved into poverty.

. Performance bonuses for States. When the Senate added performance bonuses for States
with good work programs, they funded them by cutting the block grant funding svailable

| ’/é\* for cash assistance. Adding money for performance bonuses -- rather than cutting.

f W vmym»»comwmmeﬁ.

S

e Vouchers for children. Children need to be protected from destitution and homelessness
@J ; if their parents cannot find a job when 8 izmc fimit encis Provz:img voachers in ﬁw
Ry amount of the chjid’s benefis af S z

- £ fAGon han ‘;3 Pa;t.n ttm??‘:ouk
PP (‘Berter contingency Sfunding. The pavcny effects will be much worse than %nma’wé if the

¢ & LLONOMY MOves into recession ~ of is ¢rashed by too-rapid budget cuts, The Senate’s
Q e, tos-small contingency funding would run out and end in s few years. Adequate
12 contingency funding would protect children from unexpectéd changes in the economy
e and increases in unemployment. While the effect on poverty would be modest under
curzsem mcmpioymem projections, chldﬁi“md this protection if unemployment rises.

l.u z.i-(m

!‘*fgé‘ﬁ 5;"“::

. Adézzmaa? ﬁmding far child cj' The poverty effects of welfare reform depend, in pan,

on how many people get jobs -- and single mothers need child care 10 go to work, By

© N 2002, the Senate bill would fund less child care than under current law, More child caré.

L]} funding is needed first to help ensure that the labar supply estimates included above are
not too optimistic, and to relieve financial pressure States might otherwise feel to cut

evea cash assistance even more 0 ;say work and child care costs. * 5 . ;-”"{“ e e}
3 2'9{'3'4 ot 2"\-«-‘ o
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Poverty Effect By Program ' .

Additicnal Number of Children In Poverty
Under Alternative Proposals (In Millions)

Senote Plan Admisistrailon
' Pisn
Welfwre Bilt  Eatire Plan g
Food Stamps 4 A ]
351 2 ,'IL 1
AFDEC, Other ’nm; Time Limit 2 Q : !
AFDC Time Limit - ’ 54 ‘
Other Changes ¢Labor supply, Child Nutrition} zc{ l
. B ‘
BITC
Total 124, 178, 50
A M S w N ~——
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ASSUMPTIONS MADE TO ANALYZE THE POVERTY IMPACTS OF 'I‘H’ﬁ
SENATE WELFARE REFORM BILL -

ASSUMPTIONS ABOUT STATE BEHAVIOR Qq&

An analysis of the impact of any welfare reform or budge! plan on the number of people in
poverty cannot depend only on the plan itself. Other factors, such as the health of the economy
" and States behavior also havs an important impact -~ yet these factors cannot be easily predicted.

For example, given the Senate welfare plans and appropriations cuts, states and the residents of
the states, will be faced with less money for many social and health programs than current law
projections, In addition, the incentive structure for states to spend additional dollars will be
dramatically altered. Under the current federal-state partnership when a state spends an
additional state dollar on Medicaid, AFDC, JOBS, or child care the federal government raatches
that dollar with cne to four dollars depending upon the state and/or the program. Under the basic
black grants, every new doliar spent by e state i a state dolfar and tha:m are ne additional federal
dollars; that is a tremendous loss 1o the states,

How States might react in the larger context of fiscal restraint and increased state flexibility
must be considered in performing an income distribution and poverty analysis. Since these
factors are unpredictable, as part of the analysis a number of assumptions must made regarding
state behavior. These assumptions inciude:

{A)  Suates freeze cash asgistance federal and state benefit spending at nominal 1994
ievels: :

(B)  States use additional cash assistance benefit savings from famnilies made ineligible
duse to the five year time limit to fund the necessary work program and related -
child care;

o States do not use state dollars to provide cash assistance benefits beyond ahc five
year federal Limit;

(D) States do not choose to the option to impose & shorter time limit (e.g., 24 or 36
months} on cash assistance recipients; )

(E)  States fully use the hardship exemptions to the federal time limit (that is, 10% of
‘ the caseload in the House plan and 20% in the Senate plan).

(F}  Nuo state elects to deny benefits to optional groups as perminted under the Senate
’ plan (e.g., & family cap, teenage parents). No state clects o treat interstate
migrant under the rules of their former state;

DRAFT ASPER. Snippee, 11/495 1.
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< Cash Beuefits

i({’}) States continue o provide working-poor child care; . D/? 4 F

(H)  States continue the entitlement to cash benefits, that is, they continue to serid all
families who meet the state plan eligibility requirernents and apply;

{) States only spend sufficient dollars to deaw down their Medicaid block gramt
allotment;

() No state elects a food stamp block grant,

The key assumption underlying the income distribution analysis is that states maintain 100
percent of their fiscal year 1994 level of spending on cash assistance benefits (formerly AFDC
benefits) while spending sufficient block grant and state doliars to meet the work requirements
and provide necessary child care. As part of this assumption, that portion of the faderal block
grant that is based on 1994 federal benefit spending continues to be spent on cash benefit.

To hold spending constant at overall 1994 nominal levels, there are g variety of ways in which
states could restriet eligibility or reduce benefits. For example, states could chooss 1o eliminate
benefits for particular groups of current recipients such as the two parent program and teenage
mothers and their children or impose &n across the board cut to benefits to spread the cut ’
propontionately over their éntire population. States could also create waiting lisis for cash
assistance much a3 they currently do for ¢hild care subsidies when dollars are insufficient to meet
demand. In this analysis, it is assumed thar states instinate an across-the-board eut in benefits and
maintain the sntitlement {i.e., all those ¢ligible under the state plan will be served). In this way,
some families will be made ineligible for benefi ts while those still eligible will receive lower
monthly benefits,

' The assumption includes that benefit savings to siates for families who exceed the five-year time
limit and are denied further cash assistance will be reinvested in maintaining the states
commitment to meeting the mandated work requirements and providing child care for the
working poor. It is further assumed that states would not continue to support families beyond the
five-year limit with state only cash assistance. The projected costs for the work program
{including program c;sermwzzs and related child care) excecd the amounts provided in the federal
block grant by $6 billion in the vear 2002. The state share of savings from reduced benefits and
the time limit is projected 10 be $5.5 billion in the same year, States will be hard pressed to meet
the work program demand on their resources and pay for needed child care for the working poor;
they will not be able to pay additional benefits to thosc who cxcecd five years of cash assistance
receipt. :

DRAFT ASPE/R. Snipper, 11/4/95 L a2
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Or

It is a given that once a block grant goes into effect, states will have to make reductic
benefits or services. Yet states are just beginning to formulate responses. The state of MM{EJ‘
appears 1o be in the forefront in developing responses to the cuts. Maryland projects a best-case
scenanio of state and federal budget cuts relative to 1995 of $43 million in fiscal year 1996 to
$112 million in fiscal year 1999, These estimates take into account the fuct that new
requirements costing millions of dollars will be in effect, An analysis of the worst case seenario

* shows reductions of $77 million in fiscal year 1996; rising to $180 million in fiscal year 1999,

Praposals for the shortfall include benefit reductions of 10% to 30% and reductions in the energy
assistance program. A benefit reduction of 10% would lower benefits by $37 per month, The
benefit for a family of three would be decline from 2 1955 level of $373 10 $336. A benefit
reduction of 30% would Jower benefits by $112 per month fora family of three.

Just as imponant, it is assumed that no state institutes harsher, shorter time Hmits a5 allowed
under the welfare plan. This assumption is made even though through the HHS waiver process
there is ample evidence that once freed from federal oversight many states will impose time
limits of 24 or 36 months. To date, 21 states have received approval for time limiting AFDC
benefits. In 15 of these states the time limits will be implemented statewide. Most of the time
limits are either 24 or 36 months. HHS has not approved “cold-turkey” time limits, in whicha
family is denjed aid in spite of "playing by the rules.” HHS has had extensive negotiations over
what happens when families reach the time limit with every siate for which it has approved a
time limit. All the states that have approved waivers for time limits have initially asked for
much harsher policies with fewer extensions. Once states have the latinide to ingtitute time
limits without federal waivers and without a policy of providing some manner of aid for families
that have played by the nules, it is likely that cold turkey time limits of less than five years will be
impiemented in many states. As states face increasing budgetary prassures, they will likely

" reduce expenditures by instituting shorter time limits.

"DRAFT AS?&M\P;;M, uwgs ‘\\‘/j - ' | \\/;

States are assumed to use all hardship cxcmpticas‘ While some states may do this, it is not likely
for most states because the block grant does not go up and for every two people to which the
state extends the exemption, it has to put an additional person to work because of work
requirements. States may not be able 10 meet the work participation requirerments ;f o many
cxempuons are given,

’ ‘Mzdicaid

The Megicaid block grent thaintains the federal-state ﬁ%}@mmh:p with the federa?\

‘government prov;dmg states with one to four dollars for every state dollar spent but sibjests this
"arrangement to a fundi cap\‘{hmfmre, states are agsumed t&xspend sufficient state dollars 10

draw down their entife allotment, of the federal blocb;{ grant. ’I’lu&;mphes that total Medicaid:

spending will be reduced by 35% in the year 2002, ;As with cash a‘{szszancc and ity related

progratns there is no financial incentive for states 1¢ spend additionahdollars; every additional

doliar is 2 stm—on.ly dollar and hrmgﬁ’szxa additiong] federa) dollars to &e state. f! '
N _i :
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Methodology
RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME

Ranking Households. There are two types of distributional analysis included in this document.
Tables that include tax analysis are based on Family Economic Income, and are not adjusted for
family size. Tables that focus on spending cuts affecting families with children are based on
Adjusted Family Income, similar to analysis CBO has done in the past. Tables based on FEI and
AFI should not be added together, since they do not rank families in the same way. An FEI
quintile table includes 20% of all households in each quintile, and ranks them by the absolute
dollar level of income. An AFI table ranks households by their income as a percent of the
poverty threshold for a family of that size. Since it adjusts for family size, it also places 20% of
persons into each quintile, rather than 20% of households. In addition, the definitions of income
are not identical.

Family Economic Income (FEI). Family Economic Income is a broad-based concept. FEI is
constructed by adding to AGI unreported and underreported income; IRA and Keogh
deductions; nontaxable transfer payments such as Social Security and AFDC; employer-
provided fringe benefits; inside build-up on pensions, IRA’s, Keoghs, and life insurance; tax-
excmpt interest; and imputed rent on owner-occupied housing. Capital gains are computed on
an accrual basis, adjusted for inflation to the extent reliable data allow. [nflationary losses of
lenders are subtracted and gains of borrowers are added. There is also an adjustment for
accelerated depreciation of noncorporate businesses. FEI is shown on a family rather than a tax
return basis. The economic incomes of all members of a family unit are added to arrive at the
family’s economic income used in the distributions.

Adjusted family income (AFI). Adjusted family income is derived by dividing family income
{after-tax cash income plus food, housing, school lunch, and other near-cash assistance provided
by the government) by the poverty level {or the appropriate family size.

{

MODELING OF TAX CHANGES

The change in Federal taxes is estimated at 1996 income levels but assuming fully phased in law
and long-run behavior. The effect of the back-loaded IRA (ASDA) proposal is measured as the
present value of tax savings on one year's contributions. The effect of the prospective capital
gains indexing proposal is the fully phased in tax savings, multiplied by the ratio of the sum of
the present value of prospective capital gains indexing over 17 years to the sum of the present
value of fully phased in indexing over 17 years, holding realizations constant. The effect on tax
burdens of the proposed capital gains exclusion and prospective indexing are based on the level
of capital gains realizations under current law. Provisions which expire before the end of the
budget period and provisions which affect the timing of tax paymenis but not liabilities are not
distributed. The incidence assumptions for tax changes is the same as for current law taxes.



This analysis estimates the impact of H.R, 4, the reconciliation bill, and appropriations bills as
passed by the House and Senate. Provistons of H.R. 4 that are analyzed include the AFDC block
grant and benefit prohibitions, and changes to the SST and Food Stamp programs,

Reconciliation actions that are analyzed include changes to housing assistance, Medicare, and
Medicaid. A detailed list of the provisions that are included begins on the following page. The
analysis also estimates the impact of policy proposals that are included in the Administration’s
budget which include changes to SSI eligibility for children, Food Stamp program changes,
immigrant provisions and Medicaid proposals.

MODELING OF S;”ENDING' CUTS

The analysis focuses on changes in policy that will directly affect family income. It does not
include the effects of changes in services provided, such as more difficult access to health care
services resulting from reductions in Medicare payments to health care providers, or reduced job
training or Head Start funds.

As with most studies this complex involving numerous assumptions, it can be argued that some
aspects of the assumptions overstate and others understate the impacts of the proposals. These
estimates attempt to provide an accurate picture of the impact of the proposals on income. The
goal of the study was to undertake a balanced analysis which would yield a credible as well as a
relatively conservative estimate. Several factors and decisions have contributed to what, on
balance, is a reasonable estimate. First, as described above not all provisions are modeled.
Second, the data do not identify all persons who would potentially be affected by the program
cuts, For example, we assumed that none of the Medicare provider cuts affect beneficiaries, the
estimate of the number of non-citizens affected is lower than Administration or CBO estimates,
and the study assumes that no states implement the option to block grant food stamps. These
estimates do account for interactions between proposals.

Furthermore, the model makes relatively conservative assumptions regarding state maintenance
of effort in the AFDC and Medicaid programs and the labor supply response of persons who lose
AFDC benefits. The study assumes that states do not reduce state spending in response to the
block granting of AFDC. Instead, it is assumed that states, at first, follow the Federal lead and
keep benefits, on average, at the 1994 levels implicit in the block grant. The study assumes that
later they reduce benefits and child care subsidies only enough to offset the decline in Federal
dollars, while accounting for the savings resulting from the reduction in caseload and benefits
from other provisions. Under the Medicaid block grant, state funds would be matched up to a
Federal cap. The study assumes that states would spend only enough to receive their full Federal
allotment (this assumption only affects the estimate of the value of health benefits and does not
affect the poverty rates). Some states might actually increase their level of effort after a block
grant. However, it is likely that the aggregate state maintenance of effort will decrease over
fime,

The study also incorporates a labor supply response to the time limit. For estimating the effects
of the House proposal; the labor supply response (i.e. the subsequent work effort of persons who

lose benefits) assumes that 20 percent of cases denied AFDC because of the time Iimit will go to
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work part-time at a wage rate equal to the median wage of women who formerly received AFDC
and then went to work,  These assumptions are based the limited skills and work experience,
low scores on tests of aptitude, and chronic health and other problems of these long-term
recipients,

The Senate assumptions are based on the work of academic researchers and the work efforts of
single mothers who don’t receive AFDC but have similar characteristics, The study estimates
that more than 40 percent of long-term welfare recipients will work at least part-time when they
tose AFDIC benefits due to the ttme himit. The average garnings for all recipients, including
those with no earnings, would be $4,700 per vear, and the highest ten percent would earn an
average of $24,500 per year, Givan the imited skills and work experience, low scores on tests
of aptitude, and chironic health and other problems of these long-term recipients, these
assumptions are likely {0 be optimistic,

The overall estimates in this analysis were obtained using the Department of Health and Human
Services' TRIM microsimulation model, TRIM {for Transfer Income Model) isbasedon a
nationally-representative sample of the non-institutionalized U.S, population, the March
Supplement of the Current Population Survey, This survey of abont 60,000 households is
condurted monthly by the Census Bureau and the Bureau of Labor Statistics. Using the survey
data, TRIM computes 1ncome, benefits, and taxes for each person under cusrent law, then
aggregates these individual amounts for U S, totals. These current law totals can then be
compared to similarly computed estimates for the alternative pulicies contained in the
Congressional proposals.

The tables that show impacts by income quintile and family type use a definition of income
similar to that of the Census Burgau in calculating the official poverty count, but the definition
captures more fuily the effects of government policies. For these tables, most cash and near-
cash income as well as taxes are counted when determining income. That is, this definition of
income counts all cash income as the Census does, but adds the value of food stamps, school
lunches, the Earned Income Tax Credit (EITC), and housing assistance and deducts from income
the employee portion of Social Security (FICA) and federal income taxes.

The tables compare the impact of the House and Senate Republican plans with current law and
show a single-year impact of the proposals as f they were fully implemented 1n 1996 dollars.
The following proposals were included in each analygig:

Analyses of the Hause Passed H R, #

AFDC

s Deny benefiss to non-citizens, with certain exemptions

+  Combine AFDC and related programs into a block grant and reduce spending, accaum;ng,
for both Federal and state reductions

+  Impose a S-year lifetime limit on AFDC receipt, with a 10% hardship exemption

»  Eliminate the $30 child support pass-through

»  Deny cash benefifs to parents younger than age 18 wth children born sut-ofewedlock

3.
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»  Deny benefits for children born or conceived while the mother received AFDC

881
*  Deny benefits to non-citizens, with certain exempiions
»  Deny cash S8I Disability benefits to non-institutionalized children, with some exceptions

Food Stamps

»  Deny benefits to non-citizens, with certain exemptions

»  Limit the annual benefit increase to 2% per year

*  Freeze the standard deduction at 1995 levels

»  Reduce and freeze the excess shelter expense deduction at 1995 tevels

»  Count state and local energy assistance as income when determining eligibility and benefits
s Require single, childless adults 1o participate in work or training after 3 months of receipt

»  LEhiminate indexing of $10 mimimum benefit for small households

Child Suppori
+  lscrease paternity, increase the establishment of support awards, and increase collections

Nutrition Programs
+  Lstablish a school nuirition block grant at reduced funding levels
+  Combine CACFP, WIC, and Summer Food into a single block grant af reduce funding

Analyses of House Actions
Includes all the provisions of H.K. 4 above plus:

Housing

»  Impose a munimum rent of 330

Increase the proporiion of income paid for rent from 30% 10 32% for Section

Reduce the Fair Market Remt from the 45th percentile rent to the 40th percentile rent
+  Eliminate sew Section B certificaies

»

L

Medicare

»  Increase Part B premiums trom 25% of program costs to 31.5% of program costs for all
beneficiaries, except increase them to 100% of program costs for single beneficiaries
with income over $100,000 and couples over $150,000 and increase them linearly
from 31.5% to 100% of program costs for singles between 875,000 and $100,000 and
couples between $100,000 and $150,000

»  Reduce managed care benefits for beneficiaries currently enrolled in HMOs



Medicaid
+  Eliminate entitlement and establish a block grant at reduced spending to save $182 billion
between 1996 and 2002

Other Actions

»  Eliminate the Low-Income Home Energy Assistance program (LIHEAP)

* Increase Federal employee contributions to pension funds

»-  Reduce the pension benefits of future Federal retirees

«  Limit government contributions for Federal health benefits

»  Reduce direct payments to farmers and cap total acreage in the Conservation Reserve
Program

Anualyses of Senate Passed H.R. 4

AFDC

*  Limit participatton and benefits of non-citizens, with certain exemptions

»  Combine AFDC and related programs into a block grant and reduce spending, accounting
for both Federal and state reductions _

*  Impose a 5-year lifetime limit on AFDC receipt, with a 20% hardship exemption

*  Eliminate the $50 child support pass-through

SS1
*  Deny benefits to non-citizens, including current recipients, with certain exemptions
= Restrict SSI Disability benefits to children meeting the medical listings

Food Stamps

»  Limit participation and benefits of non-citizens, with ccrtaln exemptions

+  Reduce and freeze the standard deduction

¢+  Count all energy assistance received as income when determining eligibility and benefits
»  Reduce the maximum benefit

*»  Require children 21 and younger in the household to file with parents

*  Require single, childless adults to participate in work or training after 6 months of receipt
»  Eliminate indexing of $10 minimum benefit for small households

Child Support
» Increase paternity, increase the establishment of support awards, and increase collections

Nutrition Programs
»  Round down reimbursement rates and delay indexation
o Implement a two-tier means-test for benefits in family day care homes.



Anulyses of Xenate Actions
< Includes all the provisions of the Senate passed H.R. 4 above plus:

Food Stamps
«  Reduce and freeze the standard deduction further than in HR. 4

Hausing

«  Impose a minimuom rent of $25 in public housing

«  Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile rent
«  Reduce the number of new Section 8 certificates

Medicare

«  Increase Part B premium to $89 in 2002

¢ Set income-related threshold for premiums to $30,000 for individuals and $100,800 for
couples, premium hits 100% of program costs for individuals at $100,000 and for
couples at $150,000

¢ Increase the Part B deductible 10 $210 in 2002 )

»  Reduce managed care benefits for beneficiaries currently enrelled in HMOs

Medicaid
«  Eliminate entitlement and establish a block grant at reduced spending to save $182 billion
between 1996 anid 2002

Other Actions

Reduce funding for the Low-income Home Energy Assistance program (LIHEAP)

Increase Federal employee contributions to pension funds

Delay the cost-of-living adiustment of Federal refirees

Reduce direet paymenis 1o farmers and cap total acreage 1 the Conservation Reserve
Program

t 3
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Analyses of Administration’s Budget

$8I
v Restrict S81 child disability benefits for new applicants 1o those meeting the medical
listings

Food Stamps

¢ Set the maximum allotment equal to the cost of the Thrifty Food Plan

»  Count all energy assistance received as income when deternuning eligibility and benefits
»  Require children under age 18 in the household to file with parents

»  Ebminate indexing of $10 minimum benefit for small households

¢ Reduce the standard dedustion in 1996 and 1997; resume indexing in 1998



Child and Adult Care Feeding Program (CACFP) Subsidies

*  Retmburse meals served in Family Day Care in designated low-income areas to children
below 183 pereent of poverty applying for benefits, and to children in homes operated by a
low-income provider at current law tier § rates

»  lmplement s two-tier means-test for benefits in family day care homes,

Immigrant Provisions

«  Extend spongor deeming period under the 881, AFDC, and Food Stamp programs

»  Establish a “two-tier” deeming policy under 851, AFDC, and food stamps

s Sponsared immigrants whose sponsors’ income excesded the median family income would
continue to be subject 1o deeming until the immigrant became a U3, citizen

»  Deemmyg rule changes are applied prospectively; current recipiems would maintain
eligibility as long as they remained continuously eligible

»  Eliminate “PRUCOL” ehigibility and replace with specific immigration status requirements
for AFDC, 881, and Medicaid eligibility; apply this policy prospectively to new applicants
only. ‘ ‘

Medicare
+  Reduce provider payments

Medicaid
»  Medicaid provisions result 1 a 5.4 percent reduction in total Medicaid spending
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OVERVIEW L.

This report provides two analyses: (1) an analysis of the potential impact on poverty of

the House and Senate welfare reform bitls and Senate Democratlc alternative, and of the House
and Senate budget plans; and {2) an analysis of the dist nal.gff
budget plans and a preliminary analysis of the Admlmstratxon § plau

Today, miiltons of poor children are stuck (n a welfare system that discourages work and
responsibility, breaks up families, and fails to move people from poverty o independence. Most
Americans, without regard to party, agree that we must reform welfare by imposing time limits,
requiring people to work, demanding responsibility from young mothers and fathers, and
strengthening families,

Over the past two-and-a-half years, the President has taken executive action, encouraged
state experimentation, and spearheaded national legislation 10 reform the nation's failed welfare
system. He cut taxes for working Americans by expanding the Eamed Income Tax Credit
(EYTCY, which rewards work over welfare; he signed an Executive Order 1o crack down on
Federal emplavees who owe child support; he has granted 35 Siates the fresdom 1o experiment
with initiatives to move people from welfare 10 work; and he directed that Federal regulations be
strengthened to prevent welfare recipients who refuse 1o work from getting higher food stamp
benefits when their welfare checks are docked.

Throughout the welfare reform debate, the Administration has called for measures that
wifl maximize the opportunities for families to work their way off welfare and out of poverty,
and minimize the risks to children if they do not. The President endorsed the welfare reform bill
sponsared by Senators Daschle, Breaux, and Mikulski, which every Senate Democrat supported.
When that measure failed, the Administration worked with Senators in both parties to secure
important improvements in the final Senate bill. In letters to Congress on welfare reform and
hudget reconciliation, the Administration has repeatedly called for other improvements.

As the President said in his Sept. 16 radio address, praising the bipartisan improvements
that the Senate made,

Despite the progress we've made, our work 1sn't done yer. Welll be
working hard on this bill over the next few weeks to make sure the right
icentives are there to move people from welfare 1o work, 1o make sure
children are protected, and that states not oniy share the problem, but have
the resources they need to get the job done. And we'll be working hard o
buitd on the bipartisan progress we've made this week,



In that spirit, this report recommends:

. Maintaining and strengthening improvements in the Senate welfare reform bill:
Providing the child care that mothers need to leave welfare for work, requiring states o
maintain their financial effort; providing an adequate contingency fund t protect states
and families in economic downturns; giving states performance bonuses for transforming
their welfare systems to place people in jobs; preserving child welfare, Food Stamps, and
child nutrition programs; and letfing siates decide for themselves whether to impose
policies like the family cap.

* Additional improvements in welfare reform; Providing vouchers to children whose
parents reach the S-vear time limit and cannot find work; and preserving the 550 child
support pass-through.

s A maore balanced deficit reduction plan: Rejecting efforts to cut the EITC; rejecting a
Medicaid block grant; and moderating cuts in Food Stamps and Supplemental Security
Income {SSI3.

Done right, welfare reform will help people move off weifare so they can samn a
paycheck, not g welfare check, Done wrong, it will cause harm and fail 16 transform a broken
system. With House and Senate committees meeting 1o work out their differences on their
respective welfare reform and reconciliation bills, this report underscores the importance of
working on a bipartisan basis to build on the Senate’s progress, not turn back toward the House
legislation.

Any serious plan to balance the budget in the coming years will include some cuts in
programs that affect low-income Americans, We must make sure, however, that the cuts and
benefits in a budget plan are distributed equitably, and that program reforms are designed to
reward work and independence g0 that people can lift themselves and their children out of
poverty. _ ‘

N

After all, this year's efforts to balance the budget come after two decades of income
stagnation and rising economic inequality, Since the early 1970s, most Americans have worked
harder and harder just to stay in place; many have fallen behind. At the same time, the gap
between rich and poor has reached its widest point since the government began to track it in
1947,
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From the start, the President’s economic program was designed to address these two K :,_.»;
problems, The Administration worked with the last Congress to cut the budget deficit in order 7"
to increase national savings, freeing up capital with which businesses could invest and, thus,
create more high-wage jobs, While freezing overall discretionary spending, the Administration
shifted public resources toward Investments in education and training in order 1o enhance the
skills of our future workforce, enabling them to compete better in the global economy. Because
rade-related jobs, on average, pay more than other jobs, the Administration opened new markets
across the globe for U.S. goods. Because no working family should have to live in poverty, the
Admististration sought 1o "make work pay” by expanding the EITC. And because welfare should
provide a second chance, not a way of life, the Administration propased a dramatic plan to "end
welfare as we know 11.”

4

As the distributional analysis shows, both the House and Senate budget plans would
exacerbate the trend toward rising income ingquality; they would provide huge tax breaks for
those who don't need them and finance them with deep cuts 1o benefits to middie- and low-
income families with children. With the combination of tax, income and health benefit changes
taken into account, families earning under $30,000 would pay more while those ecarning over
$100,000 would pay less. Families with tncomes of under 830,000 would he hit the hardest.

The President's plan, by contrast, would minimize the impact of cuts on low- and
moderate-income famities with children. At the same time, it would target tax relief 10 working
famtlies with children.

On poverty, in particular, this report includes two kinds of tables. One uses the pre-tax
cash definition of income that the Census Bureau uses for official poverty statistics. The other
incorporates a broader definition that takes into account tax policies such as the EITC and near-
cash in-kind assistance, such as Food Stamps and housing. Neither definition includes proposed
changes in health coverage, which would have dramatic impacts on low-income children ~ far
beyond changes in Aid to Families with Dependent Children (AFDCY,

Under the broader definition of poverty, the House welfare refore bill could move 2.1
million children below poverty. tmprovements included in the Senste bill have cut that number
by nearly half, to 1.2 million. The Senate Democratic welfare bill cauld move 100,000 10
500,000 below poverty.

These numbers, however, do not reflect some gains that the Adminstration’s economic
policies have made in reducing poventy. For instance, they do not refiect the recent Census
Bureau finding that the number of people in poverty fell by 1.2 million between 1993 and 1994,
nor the fact that Food Stamp rolls have dropped by 2.0 million since March 1994,



No one, of course, can predict the future of poverty with any precision. The
Administration's poverty analysis is based on long-term projections for full implementation of
the changes, which do not try to predict 2 number of taporiant variables that far into the future -
- ¢.4., job growth, marriage and birth rates, and the long-term behavioral impactof a
fundamestal change in the culture of welfare,

If work-based welfare reform, tough child support enforcement, and a national campaign
against teen pregnancy help promote work and responsibility and reduce births outside marriage,
mare people will lift themselves out of poverty and fewer will find themselves there in the first
place. If, however, we do not enact real welfare reform that moves people from welfare to work
and fails 1o reduce teen pregnancy and slow the growing rate of buths outside marriage, the
declines in poverty of the last two years will be reversed.



POVERTY ANALYSIS OF THE WELFARE REFORM
AND BALANCED BUDGET PLANS

Changes in taxes and benefits proposed in the various budget and welfare plans will significantiy
affect income. Some of these proposed changes will move people across the poverty line. The
poverty line was developed in the 19605 based on the amount of income estimated to be
necessary for a family to sustain itself. It is adjusted annually by changes in the consumer price
index, and varies by the humber of children, elderly, and other persons in the household. In
1994, the average poverty threshold for a family of four was $15,141.

This analysis includes two kinds of poverty tables. One uses the pre-tax cash definition of
income that the Census Bureau uses for the official poverty statistics. The other table
incorporates a commonly used alternative definition of income that 15 broader than the official
poverty definition and takes into consideration a wider range of factors relating 1o wmcome. |t
includes, for example, the effects of tax policies (including the Earned Income Credit) and near-
cash in-kind assistance programs such as Food Stamps and housing programs. The discussion
below references only the broader definttion. Netther definition includes progmseci changes in
Medicaid and Medicare,

The following tables compare the potential effects of the House and Senate balanced budget
plans on the number of persons and children with incomes below the poverty line, and estimate
the effects these proposals have on the size of the poverty gap - a measure of how short of the
poverty thresholds a family’s income falls. The tables also show the separate effects of the
House-and Senate-passed bills welfare bills and the Senate Democratic welfare reform
alternative, which every Democratic Senator supported and the Administration endorsed. The
analysis estimates the impact on poverty at full implementation, which will be reached in most
program provisions by the year 2002, '

How should these results be interpreted?

A poverty study complements the distributional analysis that follows -- but it cannot provide as
much information. There are several reasons why the distributional analysis provides a more
comprehensive picture:

. Estimating the change in the number of people below the poverty line does not
necessarily provide information on the change in individuals” well-being - it only shows
how many of these currently above the poverty line move below it. For example, a
measure of poverty status cannot show the significant impact of income loss on the
millions of families already below the poverty line .

’ Estimating the change in the povenly gap gives some information oo how far below the
poverty line people’s income moves. However, policies that affect those who are 10% 10
25% above the poverty line will not have an appreciable effect on the poverty gap -- but
will be highlighted by a distributional analysis.



» There is no commonly agreed-upon way to include in a poverty analysis the effect of
changes in health coverage which are dramane in bath the House and Senate budget
plans. While the lost health coverage is included in the distributional analysis, it is not
part of the poverty analysis.

SUMMARY OF RESULTS
Progress since January 1993

The policies of this Administration have already reduced poverty in America and will help to
offset the potential impact on poverty of possible cuts that covld be enacted ag part of any effort
to reform welfare and balance the budger:

Effect of 1893 changes, The EITC and Food Stamp changes enacted in 1993 had a significant
impact on fow income working families. At full implementation, these changes would move 1.4
million persons, including 0.8 million children, out of poverty under the post-tax, post near-cash
transfer definition of poverty. {See the first two columns in the next table.} The current House-
and Senate-passed budget plans would repeal significant portions of these expansions.

Economic progress. The Clinton Administration has cut the deficit in half and expanded the
economy. The Census Bureau recently reported that, under the pre-tax cash definition of income
used for official poverty statistics, there were aiready 1.2 miilion fewer people, including 0.4
mitlion children, below poverty in 1994 than in 1993, Under the more comprehensive definition
of income, there were 0.6 million fewer poor children in 1994 that in 1993 {(The change for all
persans was 1.2 million,} Similarly, the Food Stamp rolls have dropped by 2.0 million people --
7% -~ since they peaked in March 1994

House and Senate Welfare Reform Bills

Number of children in poverty. Under the broader definition of income, the House welfare
reform il could move 2.1 million children below poverty. Improvements included in the
Senate bill cut that number by nearly half, 10 1.2 million. The Senate Democratic welfare
reform bill, on'the other hand, move only 0.1 million to 0.5 million children below poverty'.

Variables not included in poverty analysis. Tt is important to put these numbers in perspective.
The poverty analysis is based on long-term projections that do not attempt to predict 2 number of
important variables far into the future: effect of deficit reduction on job growth; marriage and
birth rates; and the long-term behavioral impact of a fandamental change in the culture of
welfare, If work based welfare reform, tough child support enforcement, and a national

'The Senate Democratic walfare reform bill v being modeled, but results ure not roudy vet. The poventy effects e
muzch sruclier than that of the bitls that were passed hecause i envures States have sdegauite unding for work programs and
child care, ensures that childron can reosive vouchers oy housing end other needs sfter their porents reach the e linit for
receiving cash ussisionce; vnsuros $ales have edeguste Dhinding for henefits regurdless of the economy; and Yas mich smsdler
outs in 381 and feod progouns.
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CROIpAign against teen pregnancy succeed in promoting work and responsibility and reducing
births outside marriage, more people will move themselves out of poverty and fewer people will
find themselves thers to begin with.

House and Senate Budget Plans

Numdber of children in poverty. The House budget plan could move 2.3 million children into
poverty. The Senate Budger plan could move 1.7 milhion children into poverty -- as many as
500,000 as a result of deep cuts in the EITC.

Health care cannot be included in poverty analysis. The House and Senate budget plans would
put millions of poor children at risk of losing medical coverage. These effects are not included
in the poverty analysis but they would make millions of children worse off.

POLICY RECOMMENDRATIONS ?"‘!E) PROMOTE WORK AND
MINIMIZE THE IMPACT ON CHILDREN

Any comprehensive plan to balance the budget within the next decade will require spending cuts,
some of which will affect low-income Americans. In its balanced budget plan, the
Admimstration has sought to make sure that cuts and benefits are disuwibuted equitably.

Throughout the budger and welfare reform debates, the Adminisiration has called for measures
that will maximize the opportunities for families to work their way off welfare and out of
poverty, and minimize the potential visk to children if they do not. Many of these improvements
were included in the Senate-passed welfare reform hill, Others have been recommended
repeatedly by the Administration in letters to Congress on welfare reform and budget
reconciliation.

The following policies which the Administration has called for would significamiy decrease the
potential impact on children, and increase the prospect that people will bring their families out of
poverty through work:

A. Muaintain anid Strengthen Improvementy in the Senate Welfare Reform Bill

The Senate adopted a number of bipartisan improvements over the House bill that significantly
increase the prospects for people o leave welfare for work and reduce the nisks that children will
be harmed, These include rejecting House provisions that would block gramt child welfare and
child nutrition programs and mandate the family cap and the cutoff of unwed 1een mothers, and
instead adopting the following measures to promote work and protect children:

’ Child Care. The poverty effects of welfare changes depend in large part on how many
people get jobs. In particular, welfare reform should provide the child care mothers need
so they can leave welfare for work. The House bill cuts child care funding. The Senate
increased child care funding by 33 billion over the next five vears. But the impact of that
improvement is not captured in this poverty analysis because the child care funding
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increase in the Senate bill expires after the year 2000. (This analysis is modeled on ful']'“"\:';
implementation; generally 2002.) Making that increase in chtld care permanent would ™
reduce the poverty impact in two ways: by improving the prospects for recipients to leave
welfare for work, and by reducing the pressure on States to divert money away from
benefits in order to pay for child care.

’ Contingency Fund and Maintenance of Effort. Another critical variable is how States
respond, especially in the event of an economic downturn that would increase caseloads
and reduce revenues. The House bill includes an inadequate rainy day loan fund and no
requirement for states to maintain their effort. The Senate bill includes a $1 billion
contingency grant fund and an 80% maintenance of effort requirement, The
Administration has sought to maintain and strengthen these improvements through a
tightly drawn, permanent maintenance of effort provision and a contingency fund with a
more effective trigger mechanism and a greater amount of funds in reserve, The
Administration and CBQO project that the current Senate contingency fund will run out in
a few years even with a growing economy, so it should be strengthened to provide states
and families greater protection in a serious recession.

. Performance Bonuses. For welfare reform to succeed in moving people from welfare to
work, states will need to transform the culture of welfare to reward success instead of
failure or the status quo. The House bill gives states a perverse incentive to save money
by throwing people off the rolls, and lets them count people as “working” if they were
simply cut off welfare -- whether or not they have moved into a job. The Senate added
performance bonuses for states with successful work programs, but funded them out of
the overall block grant. Providing additional money for performance bonuses -- rather
than reducing the block grant to pay for them -- would increase the number of people
who leave welfare for work and reduce the number of children at risk.

B. Other Improvements in Welfare Reform

The Administration has recommended two other improvements to the Senate weifare reform bill
that would reduce the potential impact of the final legislation on children:

. Vouchers for Children. The Senate Democratic welfare reform bill, which the
Administration endorsed, provided vouchers for children whose parents reach the 5-year
time limit and cannot find work. Requiring or allowing states to provide vouchers in the
amount of the child’s benefit after the time limit would reduce any potential impact by
ensuring that children receive adequate housing and other necessities.

. Child support for AFDC families. Families on welfare currently receive the first 350
of child support that their absent parents pay. The House and Senate bills would
eliminate this provision.



Moderate Food Stamp cuts. The House cuts Food Stamps 26% by 2002; the Senate
19%. The House bill puts an inflexible cap on food stamp spending, which could leave
working families vulnerable in an ecenomic downturn, Moderating the cuts to the levels
suggested by the Administration would substantially eeduce the poverty effects.

Do net block grant Medicaid. While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points out that they could have dramatic
impacts on children in low-income families, far bevond the cuts in AFDC. As the

. foliowing distributional analysis shows, the 20% of families with children with the lowest
incomes would lose health coverage worth $1,199 (Senate} 10 31,271 (House}. The
Administration’s plan, which rejects a Medicaid block grant, achieves a balanced budget in
8 more equitable way and minimizes the impact on children.

Increase the minimum wage. The Admunistration has proposed 1o increase the mumimum
wage from 34.25 10 $5.15 over two years, The real value of the minimum wage s now
27% below its value in 1972, 1T it 15 not increased this year, it will be woeth less than a2
any time in the last 40 years. This continuing dechne in the real value of the minimum
wage makes it harder and harder for parents to rear their children out of poverty and
makes it more and more difficult to move people from welfare 1w work. Increasing the
minimum wage could decrease the poverty effect of the welfare and budget changes
without significant budgetary costs.
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THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY a
Using a Comprehensive Past. Tux, Post-Transfer Dellnition of Income
Simwlstes efecs of full implernentaiios i 1993 dollars
Elfect of 1993 Changes House Budget Plan Senate Budget Plan  Seneite Democratic
Eotre  Welfare Entire  Wellase w':;"; f.j‘:"'
PriorLaw Current Law Pian Biil Plar Bill .
Childeen Under 18 . ‘
Nusnber i Poverly (Miions: 10.8 W0 123 131 116 3.3 101 % {08
Uhange From Corrent Law R 21 17 83 Ll
Poverty Rate {Percent} 153 134 176 114 158 163
CHange From Current Law 33 18 14 1.8
Families With Children
Nummber in Poverty (Millions} 183 £20 piidy 08 9.9 (3 1731w 184
Change From Current Law 19 7 29 23 2wl
Paverry Rate (Percent iie 11.7 A 143 118 13.3
Change From Currgnt Law T 25 FEE L5
Poverty Gap {Bifioas) 116 6.2 R Pl N B3 06
Charige From Current Law 88 8.1 53 4.4
Al Persom .
Number in Poversy {(Millons) 35 181 328 21 3.6 307 %3393
{hange From Current Law 4.5 44 38 i G2t
Poverty Hase {Pereen?) it.3 8 128 124 2.2 1.8
Change Fram Current Law ) 17 L6 i3 L9
Parerry Gag (Billions) 486 46.8 514 56.2 48 323
Chaage From Cursent Law g 2.3 T2 33

Notex: The Connis Bureau publishes 3 fenily of poversy stisics usiog alteenative definitions of ingome. The definition of income dimplayed here urclodes
the effect of taxes {including EITCY, Food Sumpe. housing programs, and schoal mest programs, Changes i govemment.provided hesith coverage are ot
included, nor 372 thers any Sdicanents for madical Sost,

Saure: HHS's microsimuistion model, based on daia Foenr the March 1594 Cument Populabion Survey.
*The Senate Democratic welfare ceform bilf it being mivdeled, but tessiis xre nct ready yet. The poverry affects are much eradier than that of the bills that
ware passed bovause 2 ersures States kave sieguate fimding for wirdk pragrams and child cane, coires thal childres can recedve vouthers Tor housing and

other needs afler theit parenly reach the time Havt (or receiving carh sasitancr, snsures Stasts have adevuate funding foe benafits regardless of the
cwonomy, wd has mwey waaller cus o 351 and food programs.
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Table 2 PN

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY "~ ™.

Under The Income Definition Used For Offlcial Poverty Statistics

Bimulates otfects of &1} implementation in 1993 doliars

Elfect of 1933 Changes House Badget Plan Sepate Budget Plan  Senate Democratic
. Entire Walfare Entire  Waifare wg:?;; ?’Zn*
Prigr f.aw Courent Law Pan By Plan S :

Children Under 18
Numbser ia Poverty (Millione} 5.3 153 164G {60 i58%° 158 153wi37
{hange From Current Law ¢ 4.5 0.3 3 D21ed3
Poverty Rase (Precenty 223 2.3 233 AR 228 g
{haage From Current Law . 0? 8.7 .5 0.4

Families With Children
Number i Poverly (Millions) 26.5 pe T z73 475 212 2712 Joimss
Changs Fram Qurrent Law . 10 1.0 0.7 D4 Adteli
Paverty Rate (Porcent} 183 183 19.0 90 13.8 {88
Lhange From Current Law 0 a7 4.5 g4
Poverty Gagp (Bitlions) 416 41 6 506 306 318 369
Change From Carrent Law 9.8 9.0 54 3.3

All Persons
Musnber in Poverty (Millions) ki34 K} % 89 84 39.6 396 Bawify
Change From Cunent Law 1.1 it 49 0.8 <1006
Poverty Rate {Percent) 14.9 i4.9 15.4 %54 i5.3 152
Changs From Current Law 2.4 04 0.3 0.3
Paventy Gap (Billions} 183 763 859 839 329 825
Change From Caent Law 26 4.6 L6 6.2

Nutes: Tha definition used for official poverty fmistios sounta sl cash (poomse, but exciudes th effect of taxex {and ETTT). Foof Stampm, housing progz s
and iber mar-vash prversment S8IRA00E prograoms,

Sowrcg: HUS ¢ microsuvstaiion model, besed on 4864 Gom the March 1994 Current Popuisiion Survey.
The Senuts Demorrstic welfare reform il is being modeled, but rerulis ¢ mot reasty vot. The poverty offects are mush senalier than thar of she bifls that
were passed Insanin 1 drsures Sines v adepaate funding for werk programa and s3ild cary; eraares thas childees o ranvive vouchers for tovsing and

dther needs 28er their parcats reack the awe lignit for receiving cash aistance; maures States have sdequite fanding for henefits regarsios at the econnmmy.
and Bas much smalier culs in $81 and food programs.
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o SENSITIVITY OF POVERTY ESTIMATES

TO TECHNICAL ASSUMPTIONS

The following table (Table 3) shows how the estimates of the poverty effects of the Senate-passed
welfare bill vary under alternate technical assumptions. The point estimates included in the
comparison with other Congressional welfare bills and House and Senate-passed budget plans are
in the column labeled “Intermediate Estimate”,

Areas less sensitive to technicaf assumptions. Estimmates of the effects of the cuts in Food
Stamps, SSL and the Earned Income Tax Credit are not very sensitive to technical assumptions.
The effects of these cuts vary primanily by the population growth and economic assumptions that
underlie the estimate of the budget savings, where Adminisiration and CBQ estimates are similar.

Areas more sensitive to tecknical assumptions. While a significant portion of poverty changes
refated to AFDC are a function of Federal budget cuts, the total AFDC estimate is rather sensitive
to alternate assumptions. Three alternate technical assumpiions have been ruodeled. aliernate
demographic and economic assumptions have not been modeled, As the table shows, the
aiternate assumptions modeled show the Senate-passed welfare bill moving from 0.9 million te
t.4 million children below the poventy line. If smaller deficits increase economic growth, States
increase welfiare funding, or there is & decline @t the numbers of out-ofswedlock births and
divorces, the effect could be considerably less than 0.9 million. On the other hand, if the Nation
falls into a recesston or States “race to the bottom” to cut assistance, as some fear, the effect
could constderably more than 1.4 million,

ALTERNATE ASSUMPTIONS THAT HAVE NGT BEEN MODELED

In the long run, economic and demographic variables are among the most important determinates
of welfare caseloads. Other than the differences between Administration and CBO baseline
assumptions, aiternative economic and demographic variables have not been modeled. The
poventy effects are aiso sensitive to alternative State funding levels that have aot been modeled.

’ Economic Growth and Unemployment.  An extended pericd of strong economic growth
would reduce the poverty effects Since AFDC recipients usually are the least likely 1o
find and keep jobs during a recession, and the House-passed bill in particular has almost
no countercyclical protection, the poverty effects would be greater if unemployment rates
increased substantially,

. State fusding for benefits. The estimates assumne States maintain current State funding
levels for benefits until recipients reach the time limit, and then use the time limit savings
to fund work programs and child care. Poverty effects would be greater if States reduced
their funding in a "race to the battom” as some fear, and smaller if States increased their
funding to offset the loss of Federal dollars.

. Marringe and birth rates. Some recent changes in birth rates ~ such as the sudden
increase in the late 1980°s -~ were not predicted, and had a tremendous impact an welface

(-



caseloads, If work-based welfare reform, tough child support enforcement, and a national
Campalgn against teen preguancy can reduce teen pregnancy, out-of-wedlock hirths,
and/or increase marriage rates, the poverty effects will be smaller. If out-of-wedlock birth
rates continue 1o grow and marriage continues to decline, the poverty effects could be
greater.

ALTERNATE ASSUMPTIONS THAT HAVE BEEN MODELED

Three vanations have been modeled for the Senate welfare bill  No varations have been modeled
for the House hill. These varations include:

* What effect does a time linit kave on emplayment? The base estimate for the Senate
analysis assumtes 40 percent of parents reaching the time fimit find some kind of
employmeny. The range of hours worked and wages received is based on those of parents
in the National Longitudinal Study of Youth who had been on AFDC for long periods of
timne.

The more conservative labor supply column of the table assumes that only 20 percent of
these parents find jobs, with most of those jobs being part-time. This assumption
increases the number of children moved below the poverty line by 6.2 million. This
assumption is consistent with those CBO used to price the welfare bills. {There is no data
art which to base an estimate of the number finding employment., No parent has ever
reached a time limit in any of the State welfare reform waivers that includes a time limit.)

. What would AFDUC look like under current law in 2087 and 20057 CBO's baseline
projects slower program growth under current faw than the Administration's baseline
includes. These types of projections are inexast. Were CBO's program growth
assumptions incorporated into these estimates, the estimate of the number of children
moved below the poverty line would be 0.1 million fewer.

. What do States do after the mandatory time limit? Waiver requests indicate a number of
States will want 1o end agsistance completely when the time limit ends. Some States.
however, may choose to pay cash benefits with State funds or provide in-Kind vouchers.

If States with two-thirds the caseload provided housing and other vouchers worth the
children's portion of the AFDC benefit, the number moved below the poverty line would
he 0.1 million smaller.
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Table 3

SENATE WELFARE BILL SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS
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Using & Comprehensive Post-Tax, Post-Fransfer Definition of hscome

Stmututes oifects of full impdomenaation n 1993 doflan

Optimistic ] Pessitrivtic A ai!umpi&sm
Assumpiiins . Assamptions Mudeled e ——— e —
Stases Incyrane Heoelt Foew Thirds of States Prov ide Uhild
Funding, Increasad Eiomonic Bunefit Vowsbiers Adter "Tione Lint; . Rure Covmervadive  Siales “Race to e Hotlom”
Lxeoweh; andfor Non Alsritsd CBG Projessron of Program Crrowth, CRY Projevtion of Program lntermediste Lakror Seppts, Efert  and/or Deoreased Fuonainic
$inb Rates Decline Lntermediate Lalsar Supply Efzos £3rowih Under Carrnsd Law Priisate of Time Lt Trowth
Chitdren Under 18 ‘
Nusber in Poverty (Millions) -¥E 15 I8 1.2 (R +9.9
Change From Cuwment Law ) 1.7 a4 : (K] 12 14 1Y
Prssrvy Rate (Pereant) 2.7 157 8% 16.2 is s t97
Change From Cusrenl Law = 1.3 16 18 18 877
- Families With Children
L Number in Poverty (Miltions} 29 187 : 189 19.2 193 12
Change Frorss Current Law 1.3 i3 1.9 22 s +2%
Povesy Rate (Percent} 13 129 134 3.3 13.3 + 7.7
Lhange From Curent Law A3 £.2 ’ K 16 iR +2.9
Poverty Cap (Bilkons) Y 192 98 2045 AR +9F
Change From Current Law 3 i A7 4.4 +8 2 E
Al Persons .
Bruenber in Poverty {Millions) 7 £ 304 0.7 Mg +9.7
Change From Casrent Law 1.1 21 23 pE PR £
Paverty Kaie (Percenty 2.2 116 1.7 118 119 4
Change From Cupress Law 3% 133 49 1.0 bt i
-
Poverly Oap {Bilions: ] R 516 2.3 $27 12 i,

L hange Frora Cument Low 1.2 4.1 4.8 £% £5 e

Motew, The Consbs Oureas pebiiahes. 2 lumity of pev esty Sabistivs using alfernstive definitions o fncuese. The definition of inconse displayed here inachisde the ctfoct of fases Saclading FI1C), Food Sx.af;" Famisingg
progranss, Ao whksol et peoggams, Chamges en govememwii-provided Besith voverage is oot inohaded, oor ang there ary adiushroents for modiond vosts. -

Howrue, HUE s pibarosinudation el buesed ondaka tron the Mands 1994 Current Pogutation Seney, "
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DISTRIBUTIONAL ANALYSIS ‘. ﬂ,(}
OF THE BALANCED BUDGET PROPOSALS '~

Pk S
Both the Adminigtration and the Congress have plans to balance the budget. The propasals are
similar in several ways: the'plans eliminate the deficit, provide tax cuts, and require spending
reductions, However, the plans are quite different in how they treat families at different income
levels, By planning to vastly reduce benefits 1o middle and low income families with children
while providing substantial tax break to those with high income, the proposals passed by the
House and Senate shilt the burden of balancing the budget to the most vulnerable families --
families with children and low or no wages. In contrast, the Administration reaches a balanced
budget in a more equitable way by minimizing the impact of cuts on low and moderate income
families with children and targeting tax relief to non-wealthy working families with children.

WHAT IS A DISTRIBUTIONAL ANALYSIS?

This analysis complements the study of potential poverty effects by providing detatied estimates of
the various budget plans' impacts on families’ incomes and health coverage. The Office of
Management and Budget coordinated an effort in which the Department of Treasury and the
Department of Health and Human Services used computer models to produce these estimates of
the various budget alternatives, Many other agencies also contributed to the analyses of the
provistons inchuded in the budget plans.

Unlike the poverty study, this analysis describes how the effects of these plans would be
distributed across families at a range different income levels. It ilustrates which income groups
will gain and which will lose under the various budget plans and estimates, in dollar terms, the
change in income for each of these groups. The analysis is based on fully-implemented policy
changes. and is presented in 199¢ doilars.

WHAT IS INCLUDED AND WHAT 15 NOT INCLUDED IN THE DISTRIBUTION?

There are two components included in the distribution analysis. One component measures the
effect of the various tax plans on the after-tax income of households in different income brackets,
The other is a benefit component, which shows proposed cuts in programs such as AFDC, 581,
Faod Stamps, child nutrition, housing assistance, energy assistance, federal retirement benefits,
and some health benefits, .

The study focuses only on tax changes and changes in programs that provide direct income
support and health coverage to individuals and families. Therefore, the study does not include
some significant components of the budget plans now being debated by Congress that do not
affect income or health coverage. For example, the analysis does not inchude the effect of
propased reductions in education, job training, transportation, and public health programs, or the
reductions in provider payments in the Medicaid and Medicare programs.

A more complete explanation of what was measured and how the analysis was conducted is
inciuded in both the distribution tables and methodology section following this discussion.

S
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RESULTS OF THE DISTRIBUTIONAL ANALYSIS &g ;Q"«',., A

‘?.
An analysis of the effects of the Senate passed and revised House passed budget plans shows a
dramatic imbafance. With the combination of tax, income support and health benefit changes,
farmilies with income below $30.000 would lose while those with income $100,000 and over on
average would gain substantially,

Changes in Taxes

The Administration’s plan provides tax relief to middle income families while the Republican
Congressional plans target upper income families, One companson makes this clear. All three
pians -~ House, Senate and Administration -~ provide an average tax cut of $230 for families with
mcomes between $30,000 and $50,000. The Republican plang, however, give 13 times as much
in tax benefits to those with incomes of $200,000 and over as they give to those with incomes
between $30,000 and 350,000, and, 40 times a3 large a tax cut as the Administration 10 those with
incomes 3200,000 and above. The Administration plan provides three times g3 much 1ax relief to
those with incomes between 330,000 and $50,000 as it gwves 1o those with incomes of $200,000
and above.

Earned Income Tax Credit,. While the Administration”s plan would give some tax relief to all
income groups and mainain the EITC for working families, the House and Senate passed plans
would increase taxes on lower income families through cuts in the EITC. The House-passed plan
would rmse taxes on average for families with incomes under $10,000. The Senate-passed plan
goes even further, raising taxes on average for families with incomes under $30.000, while giving
those with income of $200,600 and over an average tax break of $3,416.

Reductions in Benefits Affecting Income

Both the House and Senate passed budget plans have proposed very deep cuts in income and
other assistance programs for low income families. To balance the budget, improve efficiency and
encourage work, the Administration’s plan also includes cuts to low-income beaefit programs.
While the benefit reductions in the Administration’s plan for families wath income below 330,000
would reduce their average annual income by only 373, these same families would suffer a 3411
loss in income under the House plan, and a $252 loss under the Senate plan.

Waorse yet, the deepest cuts passed by the House and Senate affect the poorest 20% of tamilies
with children {those at or below 121% of poverty). Their average income would decrease by
$1.549 (10.8% of income} under the House plan and $82% per year (5.3% of income) under the
Senate plan.

Reductions in Health Coverage

The contrast between the Administration plan and the House and Senate passed bills is even
sharper when changes i health coverage are considered. The Administration plan would obtain
the majority of its savings from reform of provider payments, and would expand coverage beyond
everyone who is eligible under current law - covering all poor children by 2002, As a result of
these policies, there are only modest effects on families (States may reduce some optional
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0 seevices). [n addition, the Administration plan would help people continue their health insurance: ~, -
when they lose a job that provides it. Medicare recipients would see their costs drop, as provider
payment reforms will reduce co-payments.

The Republican Congressional plans, on the other hand, will increase costs for Medicare
recipients and may end the Federal guarantee of Medicaid coverage for many low income
children, disabled. and elderly. The House-passed bill would reduce annual health coverage by
$493 for the average housshold below $30.000 -- and $1,271 for the lowest quintile of families
with children {those below 121% of poverty). The Senate-passed cuts are as deep -- reducing the
annual value of heaith coverage by $496 for the average household with income below $30,000,
and by $1,199 for families with children below 121% of poverty.-

COMPARISON OF TAX AND BENEFIT CUTS

While it is not entirely clear at what moome level families on average are helped rather than hurt
by the Republican Congressional plans, one thing is clear « they hurt families below $50,000, and
help these above $100,000

Families below 330,000, The House-passed plan gives these families an average tax out of $11
while cutting annual income and health assistance by $904. The Senate actually raises taxes on
the average {amily in this income range, while cutting health and income assistance by $748.

Families between 330,080 and $50.008. The Administration and Republican Congressional
plans would give these families approximately $230 on average in tax relief. However, the
House-passed plan would on average cut their income and health assistance by more than that
amaount -- $294 - and the Senate-passed plan would cut it more -~ $385. And there are a fot of
service cuts -- such as education and waining -- that are not included in the analysis.

Households 3100,008 and above. The House-passed plan would give these families an average
of 31,613 in tax benefiis, and the Senate-passed plan gives §1,642. At the same time, the Senate
plan would reduce these upper imcome farmilies” annual income and health coverage only $376, the
House plan even less -~ $1535.

WHAT DG THE RESULTS OF THE DISTRIBUTIONAL ANALYSIS SHOW?

This study illustrates that the ¢uts in the Republican budget plans disproportionately affect low
and middle income families -- especially families with children. This imbalanced impact is
especially siriking when looking at the cumaulative tax and benefit cuts across different income
levels. An overall picture of the House and Senate passed budget plans reveals that cuts in
benefits get deeper and deeper as one looks at families with lewer and lower incomes. Alternately.
the tax breaks get larger as one goes up the income scale, For example, 20% of families with
children with the lowest incomes would lose an average of $1.34% in annual income and 31271 in
annual health coverage under the House budget plan -~ for fotal benefit cuts of $2,820. Under
the same plan, families with income of $200,000 and over would receive an average of $3,26% in

~ annual tax breaks. So while low income families with children would lose over 32,800 in
assistance, those with high incomes would receive over $3,000 or more.
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These plans, if enacted, would further exacerbate a troubling 20 year trend toward an increasing
degree of income inequality. The results raise a fundamental question. Do we as a nation want 1o
continue an effort (o reward work and raise the incomes of low income families? Or do we wam
to move in the other direction, by custing benefits and by limiting the rewards for work for low
income famities in order 1o give a tax break 1o the people at the top of the income distribution?

i
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Tabie 4

Average Tax, Income, and Health Coverage Changes Per Household

Houze, Senate, and Administration Bainnced Budget Plans

Percentof  House Budger Senste Budget Adsrristration
Family Economic Income Families Plan Plan Plan

Benefit Cuts Affecting Income

Less than $10.000 40% -S4t -$252 895
$303.000 1o $50.000 2% K 1334 -$97 -$38
$50,000 10 $1G0.000 7% $70 392 $26
Over $100.000 1 2% 555 -$97 820
Health Coverage Cuts
Less than 830,000 0% -$493 ~$456 g2
$3G,000 to $50.600 2i% 8172 © 8288 §23
$50.,000 te $100.000 27% $50 -$169 $8
Over $100,000 12% $100 -$279 333

Totad Inceme And Health Coverage Culs

Less than $30,000 0% $%08 4788 473
$30,000 w $50,000 2i% $294 . 5 -1 310
$56,000 19 $100.000 27% $160 £261 -$18
Over $100,000 12% 8153 -$376 $12
Tax Benefity
Loss than $30.000 AR g4 -$53 %36
$30.000 1o §50,000 2% 5251 §249 $251
$50,000 to $100,000- 7% $648 $700 $473
Over $100.000 [2% $1.613 $1 542 $287
Over $200.000 3% $3.269 $3416 $82 -
Top {% % $5422 33626 $63

Notes: See “Methodology™ sective of s paprer {or 3 descrigtion of the methodelogy and assumptions used @ the analysis.

Family Econcmie Income (FET) in » brond-based concept used i Uix modeling shat ranks liusetiold uwome by sbaeiune dotiar
amouns, FEE i consmructed by adding te ATH uareported and uadesraported income, IRA and Keogh deductions, noetaxsble
trangfer payments tich as Socisl Security ad AFDC: empslovernovided fringe beoefits. intide build-up on pemions, [RAS
Reaghs, aad fife insurasce; taxoexempt intevest; and auputed rent on owner-oesupiod housing, Ulaprial gy are compiied on an
scorual basis, adiaied for axflnion to tha extent reliable data allow. Infiationary losser of Jenders aoo subtracted and gaing of
borrowers are added. There is alse 1 adiuriment for asoriersind deprseintion of porate businesses. FEL i shovn o a faoruly
rather Gus 3 1% retiry basis, The tommomic komes of 33 members of s family unit e added 10 ansve &2 the Syt soonons

income G3ed i the distribenions,
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Table §

Aggregate Changes in Tax Benefits, Income, and Health Coverage

House, Senate, and Administration Balanced Budget Plans

By Income Group

Dollars in Billions

Percentof  House Budget Senate Budget Administration
Familv Economic [ncome Families " Plan Plan Plan
Benefit Cuts Affecting Income
Less than $30,000 40% -$18.0 -ft1.0 -$4. |
$30,000 10 £50,000 21% -$28 -$2.2 -$0.9
$50,000 to $100,000 27% -$2.0 -$£2.7 -50.8°
Over $100,000 12% -$0.7 $1.3 -$0.3
Total 100% -$13.5 -$17.3 -36.0
Health Coverage Cuts -
Less than $30,000 40% -$21.5 -$21.7 $1.0
$30,000 10 £50.000 21% -$3.9 -$6.6 $0.6
$50,000 to $1060,000 27% -$2.6 -$4.9 $0.2
Over $100,000 12% -$1.3 -£3.7 $0.4
Total 100% -$29.5 -$36.9 $2.3
Total Income And Health Coverage Cuts
Less than $30,000 40% -$39.5 -$32.7 -$3.1
$30.000 to $50,000 21% -$6.7 -$8.8 -$0.3
$50,000 to $100,000 27% -$4.6 -$7.6 -$0.6
Over $100,000 12% -$2.0 -$5.0 $0.1
Total 100% -$53.0 -$84.2 -$3.7
Tax Benefits
Less than $30,000 0% $0.5 -$2.3 £1.6
$30,000 to $50,000° 21% £5.7 $5.7 $5.7
$£50,000 to $100,000 27% $18.8 $20.4 £13.8
QOver $100,000 12% £21.6 $220 $38
Over $200,000 % $9.1 £9.5 $0.2
Top 1% 1% $59 $6.2 $0.1
Total 100% $47.0 $45.8 $24.9

Noles; See "Methodology™ section of this paper for a ;icscriplion of the methodology and assumptions used in the analysis
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Family Economic
Income Quugils

Table 6

Tax Benefits By Quintile

House, Senate, and Administration Balanced Budget Plans

Average Tax Beaelits Per Family (In Dollars}

Lowsst
Second
Third

Forth

Highest

Top 186%
Top 5%
Top id

Lowast
Seomt
Thurd
Fourth
Highust

Top 18%
Top §%

_House Budget Plan _Senate Budget Plan Administration Plas
$12 -$26 $132
$32 577 $57

1242 $233 $242
$530 $51% 5430
$1,340 $1.380 $396
$1,752 $1,771 $243
$2.377 $2.416 126
$5.422 5,626 363

Aggregate Tax Beuefits By Income Geoap (In Biflions of Dollars)

$6.3 $0.6 0.3
$0.7 $1.7 $1.2
$5.3 $5.1 §5.3
$11.6 $12.7 $5.4
529.3 $30.2 $8.7
$19.2 $19.4 $2.7
$12.0 $13.2 $0.7
$5.9 $6.2 $0.1

Top 1%

Notes: Ser “Methididogy” sectzon of thiv pager for & desription of the methodotogy end casumptions samd in the sy
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Towl Cuts Per Family

-5500 -

-$1.000 |

-$1,500

-$2,000 L

-82,500 -}

-$3,000 -

i

Low Income Families With Children Are Hit Hard 8y Republican Budget Proposals O]P
Total Income And Health Coverage Cuts Affecting Families With Children %

Lowest 20% Second 20% Third 20% Fourth 20% Highest 20%

":E"l’}esidcm’s
. Plan

Senate Budget Plan

House Budget Plan

Cuts In Annual Benefits and Health Coverage Per Family By Quintile (AFI)
1178795
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Under Congressional Budget Plans, Tax Benefits For Richest 8% Exceed Benefit Cuts That
Reduce Income For Poorest 20% Of Families With Children

- House Budget Senate Budget _ Administration
Plan Plan " Budget Plan
§135 biltion
$10 billion 4+
i Tax Benefits For Richest 5% of Household
$5 bithon 4
. $0 billion -
]
T
-
¥
= .35 billion -
Benefit Cuts Affecting lucome Of The Poorest 20% Of Families With Children
-$10 biltion |
-$15 hitlion +

%
N



Table 7

House, Senate, and Administration Balanced Budget Plans
Effects of Spending Cuts On Families with Children

Average Income and Health Coverage Loss Per Family By Quintile

Adiusted Fantily
il

Benefit Cuts Affecting Dncome

House Budget Plan
Patlaty e o{income

~10.8%

{owest 51,548
Sewond -$630 -2.7%
Third -$i%1 £.5%
Fourth $B4 £.2%
Highest -§76 -3, 1%
Health Coverage Cuty
Lowest -$1,271
Second $558
Third %181
Fourth 580
Highest -$60

Total Income nud Health Coverage Cuts

Lenwest
Second
Third
Fourth
Highest

-$2,820
-$1,188
-$372
5164
3136

Senate Rudget Plan
Peliars %5 .of Ingame

-5 8%
-1.6%
£1.5%
A.2%
«{11%

-$823
-$185
<8160

~897

~$1,199
~$631
$24G
“$118
-£163

-$2024
31416
-$400
5303
$266

Administration Plan
Dollars  *hetincome

$276
$133
355
313
56

-1.9%
0.3%
0.2%
“41i8%%

.08

582
$t7
$43
£25

$s

~3358
-£106
£10
£i0

Notes: Adpasted furly income {AF13 sinks families based on their inome as 3 paroemt of the poverty e, These sl should oot be
added fo te Hguret in Table 3 becasse family ecoacinc incotst does nol include Hueily nze i the rankang facorn.

See “Mettodology” seetion of this paper for ¥ description of the methofeiogy and assumsprions used io the enaiysiz.
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Table R

House, Senare, and Administration Balanced Budget Plans
Effects of Spending Cuts On Families with Children

Aggregate Income and Health Coverage Loss By Quintile
Dollars In Hitlions

Adsusted Family

Benefit Cuir Affecting lncome

Lowest 4lis -$5.2 -$2.1
Second -$4.8 «$3.G 038
Third 414 -$1.2- -589.4
Fourth 305 506 - $0.1
Highest 506 508 $3.0

Totsd -£19.5 5118 535

Health Coverage Cuts

Lowest -$%.5 -$6.2 -3C6
Second -54.3 £2.5 $4.1
Third -$1.4 -S0.8 $0.3
Fourth 306 ~$G.5 0.2
Highest 805 -$0.8 0.0

Total ~5$16.3 5174 S0t

Total Income and Heaith Coverage Cuts

Lowest 5211 £i3.2 -§2.7
Second 35,1 -$67.8 0.8
Third S v R £3.0 -$0.1
Fourth " -$12 315 $0.1
Mighest -$1.1 -$i8 304

Taotal -$3523 -$29.2 -S54

Notes: Adjusted Family m{mm{mhuww their income as & percom of e povery fine. Theae rsui should nos b

added to the figuresin Tebie 3 b faenity

fude farmsly size by the reaking factors.

Sce “Muhadology” sevtion of thix peper for a description of the methodology and swsumptions used in the analysis.
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METHODOLOGY R
Y.
RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME J}"

Ranking Households. There are two types of distributional analysis included in this document.
Tables 1-3 which include changes in tax benefits are based on Family Economic Income (FEI),
which does not include an adjustment for family size. Tables 4.5 which focus on spending cuts
affecting families with children, are based on Adjusted Family Income {AFI), similar to analysis
CBO has done in the past. Figures in tables based on FE] and AFI should not be added together,
since they do not rank families in the same way, An FEI quintile table includes 20% of all families
in each quintile, and ranks them by the absolute dollar level of income, Asn AFF table ranks
families by their income as a percent of the poverty thresheld for a family of that size. Since it
adjusts for family size, it 2lsp places 20% of persons into each quintile, rather than 20% of
families. In addition, the definitions of income are not identical.

Family Econonsic Income (FEI). Family Economic Income 1s a broad-based concept. FEI is
constructed by adding to Adiusted Gross Income unreponted and underreported income; IRA and
Keogh deductions, nontaxabie transfer payments such as Social Secunty and AFDC; employer-
provided fringe benefits; inside bulld-up on pensions, IRA’s, Keoghs, and life insurance; tax-
exempt interest, and imputed rent on owner-¢ccupied housing. Capital gains are computed on an
accrual basis, adjusted for inflation to the extent rehiable data allow. Inflationary losses of lenders
are subtracted and gains of borrowers are added. There is also an adjusiment for accelerated
depreciation of non-corporate businesses. FEIis shown on a family rather than a tax return basis.
The economic incomes of all members of a family unit are added to arrive at the family’s
gconomic income used in the distributions.

Adjusted family income {AFI). Adjusted family income is derived by dividing family income
{after-tax cash income plus food, housing, school lunch, and other near-cash assistance provided
by the government} by the povarty level for the appropniate family size.

MODELING OF TAX CHANGES

The change in Federal taxes under the House, Senate and Adminisiration plans is estimated at
1996 income levels but assuming fully phased in law and long-run behavier, The effect of [RA
proposals is measured as the present value of tax savings on one year's contributions. The effect
of the prospective capital gains indexing proposal in the House plan is the fully phased in tax
savings, muitiplied by the ratio of the sum of the present value of prospective capital gains
indexing over 17 years 1o the sum of the present value of fully phased in indexing over 17 years,
‘holding realizations constant. The effect on tax burdens of the capital gains exclusion i the
House and Senate plans and prospective indexing in the House plan are based on the level of
capital gains realizations under current law, Provisions which expire before the end of the budget
period and provisions which affect the timing of tax payments but not liabilities are not
distributed. The incidence assumptions for tax changes is the same as for current law taxes.

3%
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This analysis estimates the impact of HR. 4, the reconciliation bill, and appropriations bills as
passed by the House and Senate. Provisions of HR. 4 that are analyzed include the AFDC block
grant and benefit prohibitions, and changes 1o the S81 and Food Stamp programs. Reconciliation
actions that are analyzed include changes to housing assistance, Medicare, and Meadicaid. A
detailed list of the provisions that are included begins on the following page. The analysis also
includes a preliminary estimate of the impact of policy proposals that are included in the
Administration’s budget ~ which include changes to SSI eligibility for children, Food Stamp
program changes, immigrant provisions and Medicaid proposals.

The analysis focuses on changes in policy that will directly affect family income. [t does not
include the effects of changes in services provided, such as more difficult access (o health care
services resulting from reductions i Medicare payments to health care providers, or reduced job
training or Head Start funds.

As with most studies this complex involving numerous assumptions, it can be argued that some
aspects of the assumptions overstate and others understate the impacts of the proposals, These
estimates attempt 1o provide an accurate picture.of the impact of the proposals on income. The
goal of the study was to unidentake 2 balanced analysis which would yield a credible as well as a
relatively conservative estimate. Several factors and decisions have contributed to what, on
bafance, is a reasonable estimate. First, ag described above not all provisions are modeled.
Second, the data do not identify all persons who would potentially be affected by the program
cuts, For example, the analysis assumes that none of the Medicare provider cuts affect
benefictaries and the study assumes that no states implement the option to block grant fead
stamps. These estimates do accouet for interactions between proposals,

Furthermore, the model makes relatively conservative assumptions regarding state maintenance of
effort in the AFDIC and Medicaid programs and the labor supply response of persons who Jose
AFDC benefits. The study assumes that states do not reduce state spending in response to the
block granting of AFDC. Instead, it is assumed that states, at first, follow the Federal lead and
keep benefits, on average, at the 1994 levels implicit in the block grant. The study assumes that
later they reduce benefits and child care subsidies only enough to offset the decline in Federal
~ dollars, while accounting for the savings resulting from the reduction in caseload and benefits
from other provisions. Under the Medicaid block grant, state funds would be matched upto a
Federal cap. The study assumes that states would spend only encugh o receive their fuli Federal
allotment {this assumption only affects the estimate of the value of health benefits and does nat
affect the poverty rates). Some states might actually increase their level of effon after a block
grant. However, it is likely that the aggregate state maintenance of effort will decrease over time.

The study also incorporates a fabor supply response o the time limit. For estimating the effects
of the House proposal, the labor supply response (i.¢. the subsequent work effort of persons who
lose benefits) assumes that 20 percent of cases denied AFDC because of the time limit will go to
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work part-time at 3 wage rate equal to the median wage of women who formerly received AFDC
and then went to work. These assumptions are based the fimited skills and work experience, low
scores on tests of aptitude, and chronic health and other problems of these long-term recipients,

The Senate assumptions are based on the work of academic researchers and the work efforts of
single mothers who don’t receive AFDC but have similar characteristics. The study estimates that
more than 40 percent of long-term welfare recipients will work at least part-time when they lose
AFDC benefits dus to the time limit. The average earnings for all recipients, including those with
no earnings, would be $4,700 per year, and the highest ten percent would earn an average of
$24,500 per year.

The overall estimates in this analysts were obtained using the Department of Health and Human
Services' TRIM microsimulation model, TRIM (for Transfer Income Maodel) is based on a
nationally-representative sample of the non-institutionalized U.S. population, the March
Supplement of the Current Population Survey. This survey of about 60,000 househalds is
conducted monthly by the Census Bureau and the Bureau of Labor, Statistics. Using the survey
data, TRIM computes income, benefits, and taxes for each person under current law, then
aggregates these individual amounts for U.S. 1otals. These current law totals can then be
compared to similady computed estimates for the alternative policies contained in the
Congressional proposals.

The tables that show impacts by income quintile and famuily tvpe use a definition of income similar
to that of the Census Bureau in calculating the official poverty count, but the definition captures
more fully the effects of government policies. For these tables, most cash and near-cash income
as well as taxes are counted when determuning income. That is, this definition of income counts
all cash income as the Census does, but adds the value of fond stamps, school lunches, the Earned
- Income Tax Credit (EITC), and housing assistance and deducts from income the employee
portion of Sccial Security (FICA) and federal income raxes.

The tables compare the impact of the House and Senate Republican plans with current law and |
show a single-year impact of the proposals as if they were fully implemented in 1996 dollars. The
following proposals were inciuded in each analysis: .

Analyses of the House Passed HR 4

AFDC

»  Deny benefits to non-citizens, with certain exemptions

s Combine AFDC and related programs into a block grant and reduce spenﬁm& accounting
for both Federal and state reductions

»  Impose a S-year lifetime limit on AFDC receipt, with a 10% hardship exemption

»  Elinunate the 350 chld suppart pass-through

«  Deny cash benefits 1o parents younger than age 18 with children bom sut-of-wedlock

«  Deny benefits for children born or conceived while the mother received AFDC

R
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s Deny benefits to non-citizens, with centain exemptions
»  Deny cash 5351 Disability benefits to non-institutionaiized children, with some exceptions

Food Stamps

*  Deny benefits to non-citizens, with certain exemptions

+  Limit the annual benefit increase 1o 2% per year

+  Freere the standard deduction at 1995 levels

»  Reduce and fresze the excess shelter expense deduction at 1995 levels

»  Count state and local energy assistance as income when determining eligibility and benefitg
+  Require single, childless aduits to participate s work or Iraining after 3 months of receipt
+  Eliminate indexing of $10 minimum benefit for small households

Child Support .
+  Increase paternity, increase the establishment of support awards, and incregse collections

Nutrition Programs
= Establish a school nutrition block grant at reduced funding levels
s+ Combine CACFP, WIC, and Summer Food into a single block grant at reduce funding

Analyses of House Actions
Includes all the provisions of H.R. 4 above plus:

Housing

+  Impose a mimmum rent of $50

»  Increase the proportion of income paid for rent from 30% to 32% for Section 8

«  Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile rent
»  Efiminate new Section 8 certificates

Medicare

»  Increase Part B premiums from 25% of program costs to 31.5% of program costs for all
beneficiaries, except increase them to 100% of program costs for single beneficiaries
with income over $100,000 and couples over $150,000 and increase them linearly from
31.5% to 100% of program costs for singles between £75,000 and $100,000 and
couples betwaen $100,000 and $150,000

+  Reduce managed care benefits for beneficiaries currently enrolled in HMOs

A7



Medicaid
»  Eliminate ¢ntitlement and establish a block grant at reduced spending to save $182 billion
between 1996 and 2602

Other Actions

»  Eliminate the Low-Income Home Energy Assistance program (LIHEAP)

»  increase Federal employee contributions to pension funds

+  Reduce the pension benefits of future Federal retirees

»  Limit government contributions for Federal health benefits

*  Reduce direct payments to farmers and cap 1otal acreage in the Conservation Reserve
Program :

Analyses of Senate Passed H R 4

AFDC

»  Limit participation and benefits of non-citizens, with certain exemptions

»  Combine AFDC and related programs into a block grant and reduce spending, accounting
for both Federal and state reductions

-+ Impose a $.year lifetime imit on AFDC receipt, with a 20% hardship exemprion

+  Eliminate the $50 child support pass-through

S5
«  Deny benefits to non-citizens, inchuding current recipients, with certain exemptions
»  Restrict $81 Disability benefits to chuldren meeting the medical listings

Faod Stamps

+  Limir participation and benefits of non-citizens, with certain exemptions

*  Reduce and freeze the standard deduction

v Count all energy assistance received as income when determining eligibility and benefits
*  Reduce the maximum benefit '

«  Require children 21 and younger in the household to file with parents

*  Require single, childless adults to participate in work or training after 6 months of receipt
«  Eliminate indexing of $10 minimum benefit for small households

Child Support
»  Increase paternity, increase the establishment of support awards, and mcrease collections

Nutrition Programs
»  Round down reunbursement rates and delay indexation
»  Implement a two-tier means-test for benefits in family day care homes.

%



Ansalyses of Senate Actions
Includes all the provisions of the Senate passed H.R. 4 above plus:

Food Stamps
. Reduce and freeze the standard deduction further than in H.R. 4

Housing

»  Impose a minimum rent of 325 10 public housing

+  Reduce the Fair Market Rent from the 45th percentile rent 10 the 40th percentile rent
¢« Reduce the number of new Section 8 certificates

Medicare .

» Increase Part B premium to 389 in 2002

+  Set income-related threshold for premiums to $530,000 for individuals and $100,000 for
couples; premium hits 100% of program costs for individuals at $100,000 and for
couples at $135,000 '

¢ Increase the Part B deductible 1o 3210 in 2002

+  Reduce managed care benefits for beneficiaries cu rrently enrolled in HMOs

Medicaid
»  Eliminate entitlement and establish a block grant at reduced spending te save $182 billion

between 996 and 2002

Other Actions
*  Reduce funding for the Low-Income Home Energy Assistance program {(LIHEAP)

» Increase Federal employee contributions to pension funds
s Delay the cost-ofvliving adjustment of Federal retirees
+  Reduce direct payments to farmers and cap total acreage in the Conservation Reserve

Program
Preliminary Analyses of Administration’s Budget

S8l
+  Tighten eligibility criteria for receiving SS1 benefits.

Food Stamps 3
«  Reduce spending while mainfaining the federal entittement, increasing state flexibility and

cracking down on fraud.



Child and Adult Care Feeding Program {CACFP) Subsidies
*  Target family day care home meal subsidies more towards lower income children.

Immigrant Provisions
»  Tighten SSI. AFDC and Food Stamp eligibility rules for non-immigranis,
»  Sponsors of legal aliens would bear greater responsibility for those whom they encourage to

come to the U S,

Medicare
*  Reduce provider payments and hold Part B premiums at 25% of total coats.

Medicaid/Health Insurance Tor the Unemployed
»  Continue Medicaid entitlements with ~X« percent reduction in total Medicaid spending
»  Provide health'insurance protections for the unemployed and their families.

g



