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SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS 

Senate Welf ... Bill 


USinl a Compnbm.lve POI*"'Tax, POd-Transfer DcrmitioD of loeome 

-"" 
Ua~'\ 

Bue Eltim.te 	 Alttrnltfre Anuat2tlons 
Swu ~ Child Dendi! Vovd!m AIJg 
Time Limit; C90 f'rott&m ~01I; Base ceo Projtt\il;m (If PlOpn Mol'l CQnJt/Vttive tabor 

_,_'Stllmltt l.&bm Supply AJ1un;pttons Growth Un4cr Currenl t.aw SupplX Effel:t of TIme Limit 

Cbildren tJQd~r 18 
Number in PO'l'tny (MiIIlom) ILl 10.9 It.O 11,4 


Change From Current Law 1.2 0.9 1,0 L4 


Povuty Rale (Ptm:nt) 16.2 Il.1 	 16.4 ".. 
(hanie From Cumnt Law 1.3 	 l.OI.' 	 I.' 

flmUiu With Children 
NImlb¢J'in Povut)' (Millil)fl$) 19,2 1'.6 18.1 19.:5 
ChlU'lge From Current Law 2.2 1,6 ... B 

Poverty Rate (Percent) 13.3 12.8 11..5 

Change From CUfTQ'lt Le.w 1.6 1.1 ...
ottRt-1

18.9 	 19".4 21.0Povtf1Y Gap (Billiaru.) 20. 

(hlll,e From ClIm:n! Law , 4.' 2.1 ).2 ... 


All Ptl'SOlU 
Nvm!:ler in Povert)' (MIllions) 30,7 30,0 30.2 31.0 

2,9Ch*llge From CI1~t Law 2.• 1.9 	 2.1 

11.6 	 I, I.g.1'(!"'crtY Rllte (Pcra:nt) H.! 	 11.6; 
0,8 	 1.1ChW'lIt From CU!H:nt Law 1.0 	 0.8' 

52.) 'tt? 	 51':2 5:1.1f'uvmy Gap (Bimont) 
'4.•Change From Cum:nllaw $,' 3.i 	 '.9 

, 	TIlt CenM Burel\! publllhts .. (_il)' erfpovcrt)' stttbtia Ufln& dltml1ln drf!eitlnrtsofll'lCOTM Tht ddiniUonofinc.olt\e dlJpllyed IIcre iMhldcl the df~n oftn~ 
(inciUltina: mfq, food S!.lIITlpt. howinl plOl'f'III", IllS .cboo! muI propm. Ctlll7lltS Ia &lMrrunect1lfCV1dcd IIn!Ih ~e is Mt mdlided, IIDf lit !her« any 
.ajwQ'I\;nu. rot me4ieai wsti, 
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Income Distribution of House, Senate and Administration Budget Plans 


r V 	Budget Plans: The Administration vs. Congress J::/tt: ' . 
./ 	 Both the Administration and the Congre•• have plan. to balance the b.s-O\-ne proposals are 

similar in several waY": they eliminate the deficit, provide tax cuts, and require spending 
reductions. However, the plans are quite different in bow they tzeat familie. with different 
incomes. By pianning to vastly reduce benefits to middle and low income families with childree 
while providing substantial tax relief to the weatthy. the congressional proposals shift the burden 
of balancing the budget to the most vulnel1!ble families - working families With children and not 
much income. The Administration reaches a balanced budget in a more equitable manner by 
minimizing the impact ofcuts on lower income families. with children and targets tax relicf to 

, working families. 

"'if~~. What is an income DistrjbuJion AnalysiS? " C h ~ 
",- -{11..t.",:i.. ~ ~ 1/'/ M r<-fl ;';l-'\.. Ltt.. I 1'\ o''1''U .,., L· c",- w ( , 

/1 The DepartmentdtHealth and Hwnan Services and the Treasury Department prepared an 
analysis of the potential income effects of Congress' and the Adrninistrlltion', budget plans for 
families with children. The analysi. illustrates how the.. effects would be distributed ,",ross 
families with a wide range 'of incomes - essentially detailing which income group. Will benefit 
and which will lose under the various budget plans. 

lv~;).J- Is If;.:..Lu..cLl.Ll 	 
. '\L There are two components to the income distribution analysis. One component measures the 

oI j .~,\'L.--effect of the various tax plans on the at\er·tax income of different income brackets. The o.her is 
:)~ a benefit component. which shows the income- effect of proposed cuts ~ programs such as 

•. ;'C"', ,; AFDC, SSI, Food Stamps, WIC, child nutrition, housing ..,istance, energy assi.ianco, federal 
'h, ',,. ::. retirement benefits, and 'orne health benefits. The estimate of the izripactofthe proposed 

:"i\.I.O t:<;JI change~ in benefits is conservative, as the analysis does not include the effect ofproposed 
f.... redu'ctions In education, job training~ transportation, and pubHc health programs, or most of the: 

proposed cuts to the Medicaid and Modi""", programs. (A fulle.planation of what was 

'::',i :easured is included with the distribution tables that follow this discus,ion.) <: '¥ p" tid. 


. ,;1:'-' ,/{e~_tlkfoflhe Income Distribution ~nalysis 	 - 
:6 "v 	'i~ . .' . 

\.., ,,'\., 

.~' ;; . .An analysis of the effects of the Senate and revised House budget plans .how•• dramatic , 

\( ..:' ''imbalance. WIth the combination of tax, income and health benefit change., families who earn 


.~"::;: . below $50,000 would lose while these who earn over SIOO.ooO would gain substantially. 

'.' For example, under the House pian, families with below 530,000 are hit the hardest by benefit 


'\:-' cuts. While the average r.inily in this group wpuld lose nearly 51,000 in incOme and health 
benefit cuts in the House proposal, the same family would receive only !Ill avcrage SII tax. break 
since many individuals would face significant tax increases. Under the Senate plan, the .. same 
families would lose an average of $863 in income and health benefits and, at the same time, pay 
mort in taxe,. Under the Administration's budget plan, families earning less than 530,000 would, 
,experience only. modest average reduction in income of 559: 

--'",--	 IVdjV ~H19i1d-SHH £L9~ 069 zozA a:ot SG/90/H 
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Taxes i'0)." ' \'oJ X/-;'" • . ' ,l;..';.\';'~ (Al""i" • Vh 
The Administration provides modest tax relief to the -.nllftlasr. Und.f"~sjjient's plan, 
the average family eanung between $30-50,000 would geta tax break three timCi4ftt-,.. of 
those who earn over $200,000. By contrast, the House and Senate tax plans target thill" tax 

breaks to wealthier families. Their credits to those between $30,000 and SSO,OOO are about the 
same size as ~e Adm.in.istration~s. However. they give those with income over $2001000 an 
average of more than $3,200 in tax relief •• 13 tim.. the tax reduction planned for the middle 
class. The Senate plan increases taxes for those who earn les, than $30,000, while giving those 
who cam over $200,000 an.average tax break of$3,416. 

Reductions in Direct 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 MOC program to • 
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 woul<l cut housing and 
energy assistance programs that serve )ow~in<:ome families. " 

To balance the budget, imprcve efficiency and encourage work. the Administration', plan 
includes some, necessary~to low-incom. "'"" 5' ~rcgrams. While the direct benefil change 
of the Administration'S p for families <liming below $30,000 is less than $100, these same 
families would suffer a $43 loss in income under the House plan, and and ~ss under the 

Senaleplan. . nduc.kt»'L'3- : ~ ()L!3 ' 

-; . Reductions in Health Benefits 

(Describe health cuts) 

'The House and Senate plans would reduce health coverage by $556 to those beneficiaries <liming 
below $30,000. Under the A<lministration', plan, savings in health coverage would corne from 
provider payment refonn without cutting the health coverage families receive: In ~t, an 
anal),si, of the Pre.ident', plan would show that lower co-pays would aerually reduce out-of· 

, pockel medical costs for Medicare pertitipants. 

. ' .. J..~,,-::"' ,':'" c" t· c.:.: What Do Ihe Resull ofthe Distribution Analysis Mean? '.' , 
This study illustrates th81 the 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 al the cumulative impal'1 <lfthe tax and benefit cuts across 
'different income levels. An overall picture of the congressional budget plans, shows that cuts in 
benefits are deepest on the poorest families, while the tax breaks gellarg.... we go up the 

, 0 LZ: Ot S6/90/HJVd~V ~1190d-SHH 



income scale. For example, the 2Q% offamilies with the lowest incomes •• families with 
children who can least afford an income cut •• would lose an average of $] 500 in income and 
SI700 in health covmge under the House budget plan while tlmse families with income. ove, 
SIOO,OOO would receive a an average of $4000 in taX relief. 

While the House hIlS modified its plans some ,ince the.. the Republican congressional plans, if 
enacted, would still exacerbate a troubling 20 year trend toward an increasing degree of income 
inequality. The results raise a fundamental queslion. Do we as. nation want to continue an 
effort to raise the incomes of the average families and 10 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, drllSlieally cutting henefits, and cutting the reWord 10 Work for lowincorne working 
families in order to give a tax break to the people al the high end of the income distribution? 

tUS oa9 ZOZa, 97,:01 S6/90/11 
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Average Tax. lnc.roe, and Health Coverage Change. Per anus.h.li' 
Housc,.Senate,.and Administration Budget Plans 

11 " I, 

~ Annual Family In<muc ftrgmt of I:iQUIC aUgaa Scnl1l Bu. A"'-ttmimtlgtl
(FEl) families l!IiIl l!IiIl l!IiIl\)\t~~\ 

T.lu,: Be.tllts ,, Less tlJan $30,000 40% 511 ·$54 536 

~ ,~t(;"---" ____$30,000 to $50,000 21% '$25> $249 1251 


S50,000 to SlOO,OOO 21% 5693
5641 8472)Y S,,>o) 

Over $100,000 12% 51.620 $1,650 S2gg
0' 

f Over S200,()OO 3% 13,269 53.416 $82
l , 

Top 1% $5,422 15,62'6 569 

Totallneome And Health Covert,. Cuts 

Le.. than 530,000 40"/. ' .$994' -5863 ·$95 
530,000 I<> S50,000 21% ·S332 -lim -$38 
SSo.oOO t. 5100,000 27% ·$202 ,5111 .$26 
Over SIOO,OOO 12% ,5284 ,$257 ·$20 

. Breakout oflm=ome and Htaltb Cuu 
Reaent Cuts Atrectina:lneomc 
Len than $30,000 40% ·8438 -S243 .$95 
$30,000 t. 550,000 21% -$136 ·$97 -$3g 

SSO.OOO to S100.000 21% -$82 -583 -$26 

Over 5100,000 ' 12";. -$S9 -$71 -$20 

Health Coverage Cut.!: ~... 

Less than S30,000 40% ·5SS6 ·m6 rf !~ \ 
530,000 I<> S50,000 21% .$196 .$196 II SO ,,' 

$50,000I<>SI00,000 21% -S120 ·S120 ~ SO !;': 
0.,,$100,000 12% .$195 -li195 \ SO), 

F.mlly I$collOl'ftk lllCOfM (FEJ) Is. bmII:I·bami ~ used in wx ~ FEI Is C/.lflStl'UttlO~::OI
~ IiIId ~ incomt; IRA ted Keep deduct!a; nonl&Ql;k ll1.nsftr paymenu s\iCi as Social 
Stwrit<J :wt MOC; cmplo)'fr-p1OVkkd fIinIc t>cnet'lu; iniIilk built-up on pemioIu. IRA1, KCOlht. 4;I'Id: life ilUuranor, 
tU-<JGmpt 1n1efQt; ana imputed. teIIlOll Qwntr~icd hcuJina. ClIPltIla.ins Vt UlmpUWI on ¥I ~ blsis, 
adjulkt for inl1&tllm to !.be ~1tftt tIlilhle tk1l allo.. h'I1IIllG/l.lr)' JoUCf cftcmtcn an: subtn;II:C an4 p,ins of 
ttolTOWU! fit' a44td. 'J"Mn II ~ IIlIC!j!J1VMllt tor melcl'l1ld OrpnItliatJon ofnOOOM'jlOfIlUt DU$inm:ts. FEI I. Jht,.rNn 
on I funlty ntIl4:t IhM • tlIAi ntlim twit, The R01\Omk iMOmei ohn I'lWflbers ot. Umity lUtlt arc *<l4e4 l:I) arrive ti 
the fllllll)"5 eaII)OI"nic in«Imc Wled in uK distriblltiom. ' 

i:iCftlll\imb\!)kd\pctfarniUd 
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House, Senate, and Administntion Balanud Budget Plans 

EIYect, or Spendillg Cuts On Famme, with Childre" 


Av.....ge In••me and H.alth Coverage Loss Per ramUy By Quinnl. 

Af) Income OuintUt 

Total 

Lowest 
Second 
Third 
Fourth 

Hi&hest 

Jncome China" 
Lowtllt 

Steond 

Third 

fOU!1h 
HighHt 

Health C .....'u 
Lowtst 

5tcond 

Third 
Fourth 
Highe5t 

HOlI" BlIdld Plaa 
Jl.QlIm %pflnoome 

< -Sl,18l 

-51.277 

-$449 


-5169 

-S187 


<-$1,521 .. ]0,'% 
-1599 ·2,5% 
-$249 ..o.S% 

-$89 -0<2% 
-$107 -<U% 

-11,662 

-1678 


-$200 

-$80 

-SSO 


Stoate BHatt Ptao Adm!-nIstraflon PI8111 
Jl.QlIm " 

-S2,S76 
-51,09l 

-$l79 
-$165 
-$169 

-5181 
-llSI 
-1160 

-$8$ 
-197 

-SI,662 

·1678 
-SlOO 
.$10 

-S80 

otJncomt '% gflnsnmc 

~ 
()~"~-~6

-$21. 

-$89 

-$40 

-$l8 

-SA% -ll16 < ·1:9% 
~L6% -1178 -~U% 

-u% -$78 ·0.2% 
-0<2% -$l6 ..0.0% 

-0<1% -53S M% 

·S90 
-S36 <\ 

·SIl 
-$4 ) 


. -$3 I 
\~ 


Tu: changes (ElTC and child tax I:tCdh) ltV not intludtd. lru:ludl~ thf:m would make the arts deeper for Ute tOwtf 
quinliles. wbile shDWina.net benefit incrwtS for Ihe upper qllmuia, 

AdjUS1cd fAmily ineome r.mki tlmUie1 bued on their iRcome &$. percW ofChe povcny lint.. These I"CSUIts shouki tiOl 
be added to TreLftliY's FEI tables, wttieh do not inchnl.c &mily flu in the l"1IIkifli fir:tm.. 

8Z :01 £6/90/11IVddV :H11JUd-SHH 
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POVERTY ANALYSIS OF THE HOUSE AND SE!'IATE PLANS 

The following table, compare the effects of the House, Seru!le. and Admini_tion Balanced 
Budget plans on the number of persons and children with incomes below the poverty line, and 
the size of the poverty gap (0 measure afhow far below poverty people are). The tables also 
show the separate efftcts of welfare bills, which.....-atllfut 1110 (Senate) to 116 (House) af~ "Jl>l"" 

,. bftltts the t~tej ';Yelolld """""0 eliminate the deficit and fund,a large tax cut. ,J , C' ~'- 6 'r~'''''..t~ 
.,' ~ \ ,.L ......v....<......)t- 'I""~. 0*. v"P ~",\} .:.: y..t ",)...: C-

There are two sets ofpoverty tables. One uses the pre*t.ax cash defmitiOD ofincome Census uses ,.~\ ~'-" 
for the official poverty statistics. However. this gives an iA<0"'l'lelB picture of the changes. since ., ;., ... . 
many of the budget cuts ralse taXe, on low income families and rqduce their.Food Stamps and .'W 

medical coverage. As. result, the primary analysis incorporate._~ commonly used alternative 
definition ofi~co~e that ~cludes the effects taX policies (includo, the Earned Income Credit), 

and ""ar-cash In·kind as'l'tance·program' such as Food Stamp. "¥ housing programs. (The 

text below discusses only the more comprehensive deftnition.) \ . 


, ·Id· .1. )n b,d,V'<cU. beli<"- p". h., ~ . II ''lXI ". h oJ 
- HOHl should these results be interpreted? ' 

-'1 iot'\...L.- . , 

~poverty analysis ean complement a distribtnional analysis, but cannot provide as 
much information. There are several reasons for this: . 

. . . Estimating the .luu:ige in the number ofpeople below poverty does not tell you how much 
the.. people would lose - only how many who are a little ahove poverty would lose 
enough to drop below it. 

Estimating the change in tit. poverty gap gives .ome information on how far below 
poverty people are dropped. However, policies that hit those who are 10% to 25% above 
the poverty line will not bave an appreciable ofieot on the poverty gap - but will be 
highlighted by a distribulional analysis. . 

. There is no commonly agreed.upon wily to include the effeot ofchanges in healtlt 
coverage in poverty analysis. While the lost bealth coverage could be included in • 
distribudonal analysis, i~ nol be incorporated into the poverty analysis. 

I~ _.. . 
': ~~rnot~are in~-Q' isbas~annuoli~~, 
··~tncome r..ll!ti61ive fro'm-mo1lth to ~ '-...-/ . . . 

Poverty analysis is sensitive to .assumptions about economic growth in ways that 
distributional analysis is not. Improved economic growth ,,",ulting from a balanced 
budgel should enabl~ more poorfamilies to frnd jobs -as has already happened since the 
Clinton Admini_tion reduced the deficit in half. However, they would still be badly 
hutt by the cuts in Food Stamps, the earned income tax credit, and the 10" ofm.dlcal 
coverage •• which the distributional analysis highlights well. . 

The number ofpeople in poverty is dependent on e$limates of work effort and the number 

O&": OT ~6/90/tl'--::=...----- - lVddV Ot1SllJ-SHH tL9S oss zOZA 
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ofjobs available when individuals reach the time limit. While waivers that include time 
limits do exist.. no State has reached one. Therefore, there is no prior experience on 
which to base an estimate of these effects on poverty. 

f;L9S 069 ZOZ,g. OC:Ol S6/90/H 



,.. 	 , . ..... t..': . .. ,'-r!.·:· 	 k 
(~(., .... -- . I' " ... '~"":' " ~ •.:.. 	 • ~., , ;. 

! r	 ' • ' .' .' r -< . ~ • 	 ~',', ......'_' (,,....:..,e. ' .. 

POLICY CHANGES~ COULD IMPROVE THE RESULTS. ' ,~ci' (',:c~L:::'~ C~c' :.~~ 
The Administration !\.as repeatedly recommended iml',,,Yem""H,,tIIo ""'lfar.4JpOs.,ls of . .'v..: ~ .. 
CQJlgICsJ.to enact real wclfare.refomrt.hat"iSlO1IS1rmnvotkr~ Thcse p01icies ~ ... 
wete recommended by the Administration in both the welfure and balanced budget proposal,.;' , . 
and in letters from the Administration to Congress,~modeteB<tnese policies to dctennine their 
effects on poverty and found thafthey would-l'educe.Qie nlffi!btr .~p..pI••d.....I)' all:ected Q)'-

the\Sena:e bill ~y --:--, an~~lItI1Oel-"~!?(~~,_Jbo.imJ1[Ov.ment. recommended by • _ ,,,,,i-
the ~m.1rustra~lude: . ';'; ,;. ~ ( :. i\. .... "":;;,,, ,,:.(.) 

. I .. \! •.•.'\';., 
~'-~ '.' ,

• 	 A more balanced deficit reduction plan. Using the Administratio •.timetable for ... ,,,, ".- " 
balancing the budge~ .electing. different mix ofcuts, and not giving large tax breaks to . "'v'~:c-i 
rich bousehold. would make the biggest difference in the nllll1ber ofc\lildren moved into .. t. . 
poverty. Adopting the Administration'. balanced budget plan would eliminate three 
quarters of the child poverty .ffect of the House budget plan and two thirds of the child 

~verty effect "fthe sen~lan. 

': Q,2~~;;J?~ch $1 billion reduction in Federal'or SllIt. AfDCbenefit 
furiding move. 80,000 II. tbis number .tUl right?] children into povertY. Less deep 
Federal cuts~ and provisions that discourage States: from "racing to the bottom" would 
reduce the estimates of those moved into poveny • • 

• 	 Performance bonusesfor 'Stales. When the Senate added perfonnance bonuses for States 
with good work programs, they funded them by cutting the block grant funding available
f3i for cash assistance. Adding money for performance hon",e, -. rather than cutting 


~'~Ytnem--:::COula keep:: dutch." otlt ofpoY'!itY. 


• 	 Vouchers for childre!f. Children need to be protected from destitution and homelessncss 
if their parents cannot find • job when. time limit ends. Providing vouchers in tIIo 
amount of the child', benelitafter time lim;" .oul4 keep _ childr•• 0I110r 1"""'rtY.-. 

. . . l j...lc" '" "'," ,>.l<ot ec...1-'f't Dei'-t"", 
., .',.' \:; I...'Better contingencyfunding. The poverty effects will be mucb worse than estimated if the 

.. ,~ economy moves into recession - or is crashed by too~rapjd budget cuts. The Senate's 
.r;).' -~ too-.mail contingency funding would run out and end in • rew years. Adequate 
\.!:! -. contingency funding would protect children from unexpected change. in the economy 

•v and inereases in unemployment. While tho effect on poverty would be modest under 

current unemployment projections, cbil~need thi. protection if unemployment rises. 


\ ,~t:I~t,t\ "''''~ ,ie,~ -;I«\.:Y~K. fr
• 	 Additional funding for child cdi.. The poverty effects ofweIfon refonn depend, in part, 

on how many people get job. -- and single mothers need child care to go to work. By 
2002, the Senate bill would fund less child care than under current law. More ehild care·

is,) 	 funding i. needed first to help ensure that the labor supply estimate. in<:luded ehove are 
not too optimistic, and to'relieve fmancial pressure States might otherwise feel t~ cut 
even cash assistance even more to pay work and child c'are costs. ; :_ /'$' • ':'(~:.~ ,:' 

., l $:>0 .,.~-
·,_~,:t<.~"'1t\,L.\_I_~ ~.~ ~, . ,- , 4C:.:-~\ 

C"V\.\..LEl ~~ G ':1- - ievY) . (2/ ' • 
. 

___-::.:-..:.... 5. @: ~ tuN\. . 
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Poverty Effect By Program 

Addilional NumberofCbildrtn III Poverty 
Under Allernadve Propo ••ls (In MilUoDS) 

Scntl'! Pita AdmluiUnnloft 
Plao 

Welfare am EDtiR: Plan 

food Stamp. ,4 A ,4~ 

SSt ,2 ,2 ,Ill{ 

1 ,AFDC. Other Than Time Limit ,2 

,AFDC Time Limit .5 ~ 
Other Chan,cs (1.3bor AJPPl)', Child Nutrition) •.1"!1 

'" EITe " 

To..! I,lt,/IIVI (VI b.., yS 


f2ev i " 
 vJ 
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ASSUMPTIONS MADE TO ANALYZE TIfE POVERTY IMPACTS OF TIfE 

SENATE WELFARE REFORM BILL· 


b~A 
ASSUMPTIONS ABOUT STATE BERA VIOR ~~r 
An analysis of the impact of any welfare ",fomt or budget plan on th~ number of people in 
poverty cannot depend only on the plan itself. Other factors, such as the bealth of the economy 
and: States behavior also have an important impact -~ Y'!t these factors CBlU1~ be easily predicted. 

For example, given the Senate welf ... plans and appropriations cuts, states and the ",sidents of 
the states, will be faced with les, money for many social and health programs than current law 
proje<:tions. In addition, the incentive ,truclUl'e for states to spend additional dollars will be 
dramatically altered. Under the current federal·state partneishlp when a state spends an 
additionO! state dollar on Medicaid, AFDC, JOBS, or child care the federal government matches 
that donar with one to four dollars depending upon the state and/or the program. Under tite basic 
block grants, every new dollar spent by a 'tate is. state dollar and there are no additional federal 
dollars; that is a tremendous loss to the states. 

How State. might ",act mthe larger context offiscal restraint and mcreased state flexibility 
must he considered in performing an income distribution and poverty analysis. Since these 
factors are unpredictable, as part of the analysis. number ofassumptions must made regarding 
state behavior. These assumptions include: 

(A) 	 States freeze cash as.istance federal and state benefit spending at nominal 1994 
levels; 

(Bl 	 States use additional cash assistance benefit savings from families made ineligible 
due to the five year time limit to fand the necessary work program and related 
chlld care; 

States do not use state dollars to provide cash assistance benefits beyond the five 
year rederal limit; 

(0) 	 States do notchoo,e to the option to impose. shorter time limit (e.g.• 24 or 36 
months) on cash Msistan¢e reeipients; 

(E) 	 Stales fully use the hardship exemptions to the federal time Untit (thet is, 10% of 
the caseloaci in the House plan and 20% in the Senate plan). 

(F) 	 No state elects to deny benefits to optional groups as ptimiincd under the Senate 
plan (e.g.,. family cap, teenage parenu), No state elects to treal interstate 
migrant under the Nles of their fonner state; 
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(G) 	 States continue to p~vide working·poor child care; D~4p , 
(H) 	 States continue the entitlement to cash benefits, that is, they continue to serv-:'l:n 

families who me.t the state plan eligibility requirements and apply; 

(I) 	 State, only spend sufficient dollars to draw down their Medicaid block grant 
allotment; 

No state elects a food stamp block grant. 

Casb Benefiti 

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 dollars to meet the work requirements 
and provide necessary child care, As part of this asswnptinn, that portion of the federal block 
grant that is based on 1994 federal benefit spending continu.. to be spent on cash benefits, 

To hold spending constant at overall 1994 I'lOminallevels, there are a variety ·of way' in which' 
states could restrict eligibility or ,educe benefits, For example. stoles could choose to eliminate 
benefits for particular groups of cum:nt recipients .uch as the two parent program and teenage 
mothers and their children or impose an across the board cut to benefits to spread the cut . 
proportionately over their Cntire population. Stat.s could also ",.at. waiting lists for cash 
assistance much as they currently do for child cate subsidies when dollan are insufficient to meet 
demand. In this analysis. it is assumed that states institute an across·the-board cut in benefits and 
maintain the entitlement (Le.• all those eligihle under the state plan will be served). In this way. 
some families will be made ineligible for benefits while those still eligible will receive lower 
monthly benefits. 

, 
, The assumption include. that benefit savings t<> states for fanUlies who exceed the five-year time 

limit and are denied further cash assistance will be reinvested in maimaining the stilles 
commitment to meeting the mandated work requirements and providing child care for the 
working poor, It is further asswned that states would not "".lin... to suppert families beyond the 
five-year limit with state only cash assistance. The projected costs for the work program 
(including program operations and related ehild care) .xceed the amounts provided in the faderal 
hlock grant by $6 billion in the year 2002. The state share of savings from reduced benefits and 
the time !intit is projected to be $$.5 billion in the same year. States will be hard peessed 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 benef!ts to those who exceed five years ofcash assiSWlCO 
receipt.' . 
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It lS' gIven that once a block grant goes Utto effect, states Wlll have to make n:ductiO~ /::.) 
benefits or services. Yet states are just beginning to formulate responses. The Stale ofM':;i8i.f\ 
appears 10 be in the forefront in developing responses to the Cuts. MaryJand projects a best-case 
scenario of .tate and federal budget cuts rel.tive to 1995 of$43 million in flSCaI year 1996 to 
$112 million in fiscal year 1999. The.. estimates take into account the fact that new 
requirements costing milli9ns ofdoUars will be in effect. An analysis of the worst We s<enario 
shows reductions 0£$77 million in fiscal year 1996; rising to $180 million in fiscal year 1999. 
Proposals for the shortfall include benefit reductions of 10'/0 to 30'/0 and reduction. in the energy 
assistance program. A benefit reduction of 10% would lo~r benefits by $37 per month. The 
benefit for. family of three would be decline from a 1995 level of $3 73 to $336. A benefit 
reduction 000% would lower benefits by SI12 per month for a f"!'lily of three .. 

Just as important, it is assumed that no state institutes harsber; shorter time limits as allowed 
under the welfare plan. This assumption is made even though through the HHS waiver process 
there is ample evidence that once frocd from federal oversight many state. will impose time 
limits of 24 or 36 months. To date, 21 state, have received appreval for tim. limiting AFOe 
benefits. In 15 of these states the time limits will be implemented statewide. Most of the tim. 
limits are either 24 or 36 months. HHS has not .pprovad 'cold.turkey" time limits. in which a . 
family is denied aid in spite of "playing by the rules." HHS has had extensive negotiations over 
what happens when famiIles reach the time limit with every state for which it has approved a 
time IimiL All the StalOS that have appreved waivers for time limits hAve initially ... ked for 
much harsher policies with fewer extensiOns, Once states have the latitude 10 institute time 
limits without federal waivers and without a policy ofproviding some manner of aid for famifies 
that have played by the rules. it is likely that cold turkey tim. limits ofle .. !han five years will be 
implemented in many staies. As states {ace increasing budgetary pressures, they willlikcly 

. reduee expenditure, by instituting shaner time limits. 

States are assumed to use all hardship exemptions. Vvltile some states may do this. it is not likeJy 
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 ofwork 
requirements. States may not be able to meet the work participation rcquirements'iftoo many 
exemptions are given. 

\ Medi.aid 

The Medicaid block srAaintains the federal-state fi~P with the fed.~\ 
. government providing·States ,,;th one to four dollars fo/ ever;, state dollar spent but subjeets this 

. arrangement to.• ~'1in8 cap\~efore, states are II)'l'umed ~pend ~uffici""t stat. ~1Iar. to 

draw down ~elr entif<' a1lom>ent~fthe federal bloc,grant. Thi~phes that to~ M.d, .... '" 

spending Wlll be redf>eed by 35% 'l' the year 2002. lAs Wlth cash .....,stance and It. related '. 

programs there is 1lQ fmancial ineenlive for states to spend additional-.dollars; eveIY additional 


, , , '! 
dollar i•• state·only dollar and bringS<~~ addltionf federal dollars to lI1;e state. .i 
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Methodology 


RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME 


Ranking lIoll.'ieholt/,\'. 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 FE! 
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 afthat 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. 

FlImily 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
exempt 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. Inflationary losses of 
lenders are subtracted and gains of borrowers are added. There is also an adjustment for 
accelerated depreciation of non corporate 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. 

Adju.'iledfllmily 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 for 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 onc 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 arc based on the level 
of capital gains realizations under current law. Provisions which expire before the end of the 
budget period and provisions which aITect the timing of tax payn~enls but not liabilities are not 
distributed. The incidence assumptions for tax changes is the same as for current law taxcs. 
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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 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 arc 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 SPENDING 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 tile 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 AFOC. 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 Fedeml 
dollars, while accounting for the savings resulting from the reduction in caseload and benefils 
from olher 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 
time. 

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 limit 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 cbronic 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 AFDe benefits due to the time limit The average earnings for all recipients, including 
those with no earnings. \vou!d be $4,700 per year, and the highest ten percent \vould earn an 
average of $24,500 per year, Given the limited skills and work experience, low scores on tests 
of ap1itude, and chronic health and other problems of these long-term recip~ents, these 
assumptions are likely to be optimistic, 

The overall estimates in this analysis were obtained using the Department of Health and Human 
Services' TRIM microsimulation modeL TRIM {for Iransrer Income Model) is based on a 
nationally~representative sample of the non-institutionalized U,S. populntion l the March 
Supplement of the Current Population Survey. This survey of about 60,000 households is 
conducted monthly by the Census: Bureau and the Bureau of Labor Statistics, Using the sUIvey 
data, TRlIvl computes income, benefits, and taxes fOf each person under current law, then 
aggregates these individual amounts for U,S, totals, These CUfrent law totals can then be 
compared to similarly computed estimates for the alternative policies contained in the 
Congressional proposals. 

Tbe tables that show impacts by income quintile and family type use a detinition of income 
similar to that of the Census Bureau in calculating the official Jxwerty count, but the definition 
captures more fully the efTects of government policies. For these tables, most cash and near
cash income as well as taxes are counted when determining income. That iS I 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 (EITe), and housing assistance and deducts from income 
the employee portion of Social Security (FICA) and federal income taxes. 

Tbe 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 included in each analysis: 

Analyse... l?f the JllfIue PIl,\':.ed H. R, <I 

AFDC 
• Deny benefits to non-citizens, with certain exemptions 
• 	 Combine AFDC and related programs into a block grant and reduce spending, accounting 

for both Federal and SUite reductions 
• Impose a 5-year lifetime limit on AFDC receipt, with a 10% hardship exemption 
• Eliminate the $50 child support pl:ts!Hhrough 
• Deny cash benefits to parents younger than age 18 with children born out~of~wedlock 
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• Deny benefits for children born or conceived while the mother received AFDC 

SSI 
• Deny benefits to non~citilens) with certain exemptions 
• Deny cash SSI Disability benefits to non-institutionalized children, with some exceptions 

Food Stlm,ps 
• Deny benefits to non~citizens, with certain exemptions 
• Limi.t 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 locnl energy assistance as income when determining eligibility and benefits 
• Require single, childless adults to participate in work or training after 3 months of receipt 
• Eliminate indexing of $1 0 minimum benefit for small households 

Child Support 
• increase patemity, increase the establishment of support awards, and increase collections 

Nutrilion 	Programs 
• Establish a school nutrition block grant at reduced funding levels 
• Combine CACFP, WIC, and Summer Food into a single block grant at reduce funding 

Anu!y.ws-s alHoll.w.: Actions 

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

Housing 
• Impose a minimum 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 renl to the 40th percentile rent 
• Eliminate new Section 8 certificates 

MediclU'C 
• 	 Increase Part B premiums from 25% of program costs to 31.5% of program costs for all 

beneficiaries, except increase them to 100t'/o of program costs for single beneficiaries 
with income over $100,000 and couples over $l50,000 and increase them linearly 
from 31.5% 10 100% of program costs for singles between $75,000 and S100,000 and 
couples between $100,000 and $150,000 

• Reduce managed care benefits for beneficiaries currently enrolled in HMOs 
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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 

Analy.\'e.\' o/Senate Pa.'i.\'etl 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 5-year lifetime limit on AFDC receipt, with a 20% hardship exemption 
• Eliminate the $50 child support pass-through 

SSI 
• 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 certain 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 $1 0 minimum benefit for small households 

Child SUPI)Ort 
• Increase paternity, increase the establishment of support awards, and increase collections 

Nutrition Programs 
• Round down reimbursement rates and delay indexation 
• Implement a two-tier means-test for benefits in' family day care homes. 
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AtUl{VSC,l; ojSenlllC AClimu; 

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

Food Slnmps 
• Reduce and freeze the standard deduction furlher than in H.R. 4 

Housing 
.. Tmpose a minimum rent of $25 in public housing 
II Reduee the Fail' Market Rent from the 45th percentile rent to the 40th percentile rent 
.. Reduce the number of new Section 8 certificates 

:';ledicJlre 
II Increase Part 13 premium to $89 in 2002 
.. Set income~re!ated threshold for premiums to $50,000 for individuals and $100,000 for 

couples; premium hits 100% of program costs for individuals at $100,000 and for 
couples at $150,000 

• Increase the Part B deductible to $210 in 2002 

.. Reduce managed care benefits for beoefLciaries currently enrolled in HNfOs 


Medicaid 
.. Eliminate entitlement and establish a block grant at reduced spending to save $l82 billion 

between 1996 and 2002 

Othcl' Actions 
• Reduce funding for the Low-fncome Home Energy Assistance program (UHEAP) 
• Increase Federal employee contributions 10 pension funds 
• Delay the cost~of~living adjustment of Federal retirees 
• 	 Reduce direct payments to famlers and cap total acreage in the Conservation Reserve 

Program 

Analyses (~fA,imini!..tmtillH 's Bu{/get 

SSI 
• 	 Restrict S5I child disability benefits for new appHcants to 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 determining eligibility and benefits 
• Require children under age 18 in the household to file with parents 
• Eliminate indexing of$IO minimum benefit for small households 
• Reduce tne standard deduction in 1996 and ]997; resume indexing in 1998 
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Child lIlId Adllit Care Feeding Progn.m (CACFP) Subsidies 
• 	 Reimburse meals served in Family Day Care in designated low-income areas to children 

below' 185 percent of pDverty applying for benefits, and to children in homes operated by a 
low-income provider at current law tier i rates 

• 	 Implement a two~tier means-test for benefits in family day care homes, 

Immigrant Provisions 
• 	 Extend sponsor deeming period under the SSI. AFDC, find Food Stamp programs 
• 	 Establish a "two-tier" deeming policy under SSI, AFDC, and food stamps 
• 	 Sponsored immigrants whose s.ponsors' income exceeded the median family income would 

continue to be subject IO deeming until the immigrant became a U,S, citizen 
• 	 Deeming rule changes are applied prospectively; current recipients would maintain 

eligibility as long as they remained continuously eligible 
• 	 Eliminate "PRUCOL" eligibility and replace with specific immigration status. requirements 

for AFDC. 55l) and Medicaid ehgibility; apply this policy prospectively to new applicants 
only, 

I\tledicnre 
• 	 Reduce provider payments 

Medicaid 
• 	 Medicaid provisions result in a SA percent reduction in total Iv1edicaid spending 

f 
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OVERVIEW .-:,.../ ' 
I, ., 

. , 
This repon provides two analyses: (l) an analysis of the potential impact 00 poverty of 

the House and Senate welfare reform bills and Senate Democratic alternative, and of the House 
and Senate budget plans; and (2) an analysis of the distributional effects of the House and Senate 
budget plans and a preliminary analysis of the Administration's plan. 

Today, millions of poor children are stuck in a welfare system that discourages work and 
responsibility, breaks up families, and fails to move people from poverty to 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 famiTies. 

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

Throughout the welfare reform debate., the Administration has called for measures that 
will ma.ximize the opportunities for families to work their way off welfare and out of poverty, 
and minimize the risks to children if,they do not. Tbe President endorsed the welfare reform bil! 
sponsored by Senators Daschle, Breaux, arid Mikulski, which every Senate Democrat supported. 
When that measure failed, the Administration worked with Senators in both parties to secure 
important improvements in the finat Senate bill. In letters to Congress on welfare reform and 
budget 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 \vork isn't done yet. We'll be 
working hard on this bill over the next few week.s to make sure the right 
incentives are there to move people from welfare to work. 10 make sure 
children are protected, and that states not only share the problem, but have 
the resources they need to get the job done. And we'll be working hard to 
build on the bipartisan progress we've made this week 
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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 to 
maintain their financial effort; providing an adequate contingency fund to protect states. 
and families in economic dO\llnturns; giving states performance bonuses for transforming 
their welfare systems to place people in jobs; preserving child welfare, Food Stamps, and 
child nutrition programs; and Jetting states decide for themselves whether to impose 
policies like the family cap. 

• Additional improvements in welfare reform: Providing vouchers to children whose 
parents reach the 5~year time limit and cannot tind work; and preserving the $50 child 
support pass-through. 

• A more bahmced deficit reduction plan: Rejecting efforts to cut the ElTC; rejecting a 
Medicaid block grant~ and moderating cuts in Food Stamps and Supplemental Security 
Income (5SI). 

Done right, welfare reform wHJ help people move off welfare so tbey can earn a 
paycheck, not a wetfare check, Done wrong, it will cause harm and fail to transfonn a broken 
system. \Vito House and Senate committees meeting to 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 t~ 
reward work and independence so that people can lift themselves and their children out of 
poverty. 

After all, this year's efforts to balance t~e 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 ':"r; 

problems, The' Administration worked with the last Congress to cut the budget deficit In order ' / 
to increase national savings, freeing up capital with which businesses could invest and, thus, 
create more high-wage jobs, \Vhile freezing overall discretionary spending, the Administration 
shifted public resources toward investments in education and training in order to enhance the 
skills of our future workforce, enabling them to compete better in the global economy. Because 
trade-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 
Administration sought to "make work pay" by expanding tbe Elle. And because welfare should 
provide a second chance, not a way of life, the Administration proposed a dramatic plan to Hend 
welfare as we know it." 

As the distributional analysis shows, both the House and Senate budget plans would 
e.xacerbate tbe trend toward rising income inequality: they would p'rovide huge tax breaks: for 
those \\'00 don't need tbem and fmance them with deep t;uts in benefits to mlddle~ and low~ 
income families with children. With the combination of tax, income and health benefit changes 
taken into account, families earning under $50,000 would pay more while those earning over 
S100,000 would pay less. Families with incomes of under $30,000 would be hit the hardest. 

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

On poverty, in particular, this report includes two kinds of tables, One uses the pre*tax 
cash defmition of income that the Census Bureau uses for official poverty statistics. The other 
incorporates a broader definition that takes into account tax policies such a... 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 (AFDC). 

Under the broader definition of poverty, the House welfare reform bill could move 2, I 
million children below poverty. Improvements included in the Senate bin have cut that number 
by nearly half, to 1.2 million. The Senate Democratic welfare bill could move 100.000 to 
500,000 below poverty. 

These numbers. however, do not reflect some gains that the Administration'$. economic 
policies have made in reducing povel1y. For instance. they do not reflect the recent Census 
Bureau finding that the number of people in poverty rell by 1.2 million between 1993 and 1994, 
nor the fact that Food Stamp rolls have dropped by 2.0 million since March 1994. 
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No one, ~f course., can predict the future of poverty with any precision. The 
Administration's poverty analysis is based on long~term projections fqr full implementation of 
the changes, which do not try to predict Ii number of important variables that far into the future 
- e.g., job growtn, marriage and birth rates, and the long-term behavioral impact of a 
fundamental 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, 
more people will lift themselves out of poverty and fewer wilt find themselves there in the first 
place. If, however, we do not enact reat welfare reform that moves people from welfare to work 
and fails to reduce teen pregnancy and slow the growing rate of births outside marriage, the 
declines in poverty of the last two years will be reversed. 

, . 
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POVERTY ANALYSIS OF THE WELFARE REFORM 

AND BALANCED BUDG.ET PLANS 


Changes in ta'{es and benefits proposed in the various budget and welfare plans will significantly 
affect income. Some of these "proposed changes will move people across the poverty line. The 
poverty line was developed in the 1960s 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, a~d varies by the number 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 poveny statistics, The other table 
incorporates a commonly used alternative definition of income that is broader than the official 
poverty defmition and takes into consideration a wider range of factors relating to Income. It 
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 definition. Neither definition includes proposed changes in 
Medicaid and Medicare. 

The following tables compare the potential effects of the House a.nd 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 -- Ii 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. 

H()w :dwuld Ihe.fe result.,. be interpreled? 

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 infonnation on the change in individuals' well-being ~~ i~ only shm.vs 
how many of those 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 poverty gap gives some information on how far below the 
poverty line people's income moves, However. policies: that affect those woo are 10% to 
25% above the poverty line will not have an appreciable effect on the poverty gap -- but 
will be highlighted by a distributional analysis. 
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• 	 There is no commonty agreed-upon way to include in a poverty analysis the effect of 
changes in health coverage which are dramatic in both 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 poveny in America and will help to 
offset the potential impact on poverty of possible cuts that could be enacted as part of any effort 
to reform welfare and balance the budget: 

Effect vJ 1993 c/u:mges, The ElTe and Food Stamp changes enacted in 1993 had a significant 
impact on low income working families. At full implementation, these changes would move 1 A 
million persons, including 0.8 million children, out of poverty under tbe 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. 

Ecollomic progress. The Clinton Administration nas cut the deficit in half and expanded the 
economy. The Census Bureau recently reported that, under the pre~tax cash definition of income 
used fur official poverty statistics, there were already i.2 million fewer people, including 0.4 . 
million children, below poverty in 1994 than in 1993. Under the more comprehensive definition 
of inc-ome, there were 0.6 million fewer poor children in 1994 that in 1993. (The change for all 
persons was 1.2 million,) Similarly, the Food Stamp rolls have dropped by 2.0 million people-
7% -- since they peaked in March 1994. 

HOiH'e ami Semite Welfare Reform Bilts 

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

Variahles not included in poverty analysis. It is important to put theSe numbers in perspective 
The poverty analysis is based on long-term projections that do not attempt to predict a number of 
important variables far into the fulure: effect of deficit reduction on job growth; marriage and 
birth rates; and the long-term behavioral impact of a fundamental change in the culture of 
welfare. [f work based welfare reform, tough child support enforcement. and a national 

lThe Senate Democmlic welfare refonn bill is being modeled, but reSUlts arc mn ~Ildy yet. The poverty el:~l$ !lfe 

much SJ1Ulllcr than tbt of the hills t:mt were pU$sed b!:Clluse it ,,'nsures States have adcqtmte funding for \\-ork progrnn::s lind 
child c ...rc; CftiUfCS Ilia! children ellll. receive vuucbcrlllbr housing und other needs alter their p.,trcrt!$ ft.--.Kh the timo.: limit for 
receiv:ng cush assisruncc; l·m-.urcs SUItes hnvc adeqUllh: funding lor :'enefils regllrdles~ of ~h;.: ..X~:n0rtly: and hUll much ll.rtlH!kr 
CIlL'I in SS( and iboo prcgmnu. 
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campaign against teen pregnancy succeed in promotlng work and responsibility and reducing 
births outside marriage, more people will move themselves out of poverty and fewer people will 
find themselves there to begin with" 

House and Senate BUf/get Plans 

Number ofchildren ill poverty. The House budget plan could move 23 million children into 
poverty. The Senate Budge! plan could move 1,7 million children into poverty ~~ as many as 
500,000 as a result of deep cuts in the EITC. 

Healfh care camlOl he 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. 

POLlCY RECOMMENDA TfONS TO PROMOTE WORK AND 
MINIMIZE THE /ltfPACT ON CHILDREN 

Any comprehensive plan to balance the budget within the next det::ade wilt require spending cuts, 
some of which will affect low~income Americans. In its balanced budget plan, the 
Administration has sought to make sure that cuts and benefits are distributed equitably. 

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

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

A. ~tflintain and StrC'ngthen Improvements in tite Senate WeI/are Reform Bill 

The Senate adopted a number of bipartisan improvements over the I·lou.",e bill that significantly 
increase the prospects for people to leave welfare for work a.nd reduce the risks that children wilt 
be harmed. These include rejecting House provisions that would block grant child welfare and 
child nutrition programs and mandate the family cap and the cutoff of unwed teen 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. 1n panicular, 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 $3 billion over the next five years. But the impact of that 
improvement is not captured in this poverty aryalysis because tbe child care funding 
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increase in the Senate bill expires after the year 2000. (This analysis is modeled on fu!·]· .....v· 
implementation; generally 2002.) Making that increase in child 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 CBO 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 ajob. 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. Otlter Impr(wement.<ii in Welfare Reform 

The Administration has recommended two other improvements to the Senate welfare 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 $50 
of child support that their absent parents pay. The House and Senate bills would 
eliminate this provision. 
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.. 	 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 economic downturn, Moderating the cuts to the levels 
suggested by the Administration would substantially reduce the poverty effects, 

• 	 Do not 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 beyond the cuts in AFDe As the 
following distributional analysis shows. the 20% offumilies with children with the lowest 
incomes would lose health coverage wonh 51,199 (Senate) to $1,271 (House). The 
Administration's plan. which rejects a MedIcaid block grant, achieves ~ balanced budget in 
a more equitable way and minimizes the impact on children. 

• 	 Increase the minimum wage. The Administration has. proposed to increase the minimum 
wage from $4,15 to $5.15 over two years, The real value of the minimum wage is now 
27% below its value in 1979, tfit is not increased this year, it ",,-ill be worth less than at 
any time in the last 40 years. This continuing decline 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 to work. Increasing the 
minimum wage could decrease the poverty effect of the welfare and budget changes 
without significant budgetary costs. 
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SENSITIVITY OF POVERTY ESTIMATES 

TO TECHNICAL ASSUMPTIONS 


The following table (Table 3) shows how t~e estimates of the poverty effects of the Senate-passed 
welfare bill vary under alternate technica1 assumptions, The point estimates included in the 
comparison with other Congressional welfare bills and House a.nd Senate-passed budget plans are 
tn tbe column labeled "IntermedIate Estimate". 

Areas less sensitive to technic41 assumptions. Estimates of the effects of the cuts in Food 
Stamps, SSt and the Earned Income Tax Credit are not very sensitive to te<:nrucal assumptions. 
The effects of these cuts vary primarily by the population growth and econorruc assumptions that 
underlie the estimate of the budget savings. where Administration and eBO estimates: are similar. 

Area.s more sensitive to technical assumptions, While a significant IWrtion of poverty changes 
related to AFDC are a function of Federal budget cuts, the total AFDC estimate is rather sensitive 
to alternate assumptions. Three alternate technical assumptions: have been modeled, alternate 
demographic and economic assumptions have not been modeled. As the table shows, the 
alternate assumptions modeled show the Senate,.passed welfare bill moving from 0.9 million to 

1.4 million children below the poveny line. IfsmaUer deficits increase economic growth, States 
increase welfare funding. or there is a decline in the numbers ofout-of"wedlock births and 
divorces, the effect could be considerably less: than 0.9 million. On the other hand, If the Nation 
falls into a recession or States "race to the bottom" to cut assistance, as some fear, the effect 
could considerably more than 1.4 million. 

ALTERNATE ASSUMPTIONS THAT HA VE NOTBEEN MODELED 

In the long run. economic and demographic variables are. amons the most important determinates 
of welfare caseloads. Other than the differences between Administration and CBO baseline 
assumptions. alternative economJc and demographic variables have not been modeled. The 
paveny effects are also sensitive to alternative State funding levels that have not been modeled. 

• 	 Economic Growth and Unemployment, An extended period of strong economic growth 
would reduce the poveny effects Since AFDC recipients usually are the least likely to 
find and keep jobs during a recession: and the Housc*passed bill in particular has almost 
no countercyclical protection. the poverty effects would be greater ifunemployment rates 
increased substantially . 

., 	 Statl! funding for btneflts. The estimates assume 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 bottom" as sQme fear, and smaller ifStates increased their 
funding to offset the loss ofFederal dollars. 

• 	 Itla"iage and birth rates, Some recent changes tn birth rates ~~ such as the sudden 
increase in the late 1980's~· were not predicted, and had a tremendous impact an welfare 



caseloads, If work~based welfare reform, tough child support enforcement, and a national 
campaign against teen pregnancy can reduce teen pregnancy, out~of~wedlock births, 
and/or increase marriage rates, the poveny effects will be smaller. Ifout·of-wedlock birth 
rates continue to grow and marriage continues to dedine, the poverty effects could be 
greater. 

ALTERNATE ASSUMPTIONS THAT HA VE BEEN MODELED 

Three variations have been modeled for the Senate welfare bill No variations have been modeled 
for the House bill. These variations include' 

• 	 What effect (Ioes a time limit have on employment? The base estimate for the Senate 
analysis assumes 40 percent of parents reaching the time limit find some kind of 
employment. 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 
time. 

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 0.2 million. This 
assumption is consistent with those CBO used to price the welf~re bills. (There is no data 
on which to base an estimate of the number finding employment No parent has ever 
reaclled a time limit in any of the State welfare reform waivers that includes a time limit.) 

• 	 What would AFDC look like under c"rren/law in 11101 and 100S? eBO's baseline 
projects slower program growth under current law than the Administration's baseline 
includes" These types of projections are inexact Were CBOls program growth 
assumptions incorporated into these estimates, the estimate of the number ofchildren 
moved below the poverty line would be 0.1 million fewer. 

• 	 Jt'hat do States do after the manda:orylime limit? Waiver requests indicate a number of 
States will want to end assistance completely when the time timit ends. Some States. 
however, may choose to pay cash benefits with State funds or provide in..ldnd 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 
be 0, I mil1ion smaller. 

, ~-, 



Tllbk 3 

oSENATE WEU'ARI': IIlLL SENSITIVITY OF POVERTY ESTIMATES TO TI':CIINICAL ASSIJMPTIONS w:p::, 

Children Under IS 

Number jn PO\'eft)' (Millions) 
Change From CUl'II:nI Law 

pi}\~ny R&lC (PercCIlI) 
Change F(Om ClirtetH Law 

Famllie. With Cbildnn 
.r Nuniber in Poverty (MlltlOlls) 

Change From CUrrcnt Usw 

Ptn'Cll)' Rale (Per«rUj 
Chatlge From Cunml Law 

PoVl:'l'ly 0." (HiUions} 
Ch!Pgc FlOm CUlTenl Lsw 

All PUlOn, 

Numbedn P",,'uty i Millioris) 
Change From CtW"l:'ul Law 

Po~cn~ Rllte (Ptlccfll, 
Cbange FlOm Currenll.Aw 

I'overly Gap (Bilbo.>m) 
ChoIngc From CUffl:!f1\ U\\' 

'vi
U.inla CiUrnp~bensin PtI,1-TIU., Post-Transfer DelioitKm uf Inwme » 

Opdmi:Mk 
AU:l4mlP!~"~'~'__ 

SWa lAm'.... lkntlil 
fundtn&, Incru~ h~ 
(M)wllt *IIdIor Noc\<l',UriW 

&1h Raf.cs lkdiot---.-- 

-1',7 
-'/,1 

·1.1 
~'I.1 

·1.1 
-1.1 

-1.1 
·U 

·1.1 
.t1 

.1.'/ 

.1.'1 

_7.1 

-1.'1 

-7.7 
.1.1 

Sinww.:,,; df...'1o QffuU ~ in 199.) dun ... " 

____-"2A~ Mutkl~. 

Twu-Thir........fSWe!. Pr..,·fd,: Child 
Broorlil \'oudwn Alt.--r '1',,.... Limit; 
coo rr"'fl"ioo of ...."gr;un (1f(l1Mh~ 
~.ll# LWvo Supply £jf~~'b 

10.9 
69 

15.1 
U 

181 
1.1 

12.9 

" 

19.2 

'.0 

30' 
2i 

II. 

0.' 

509 
4.1 

CBO PH*~1i«1..r ""8U.l\' 

DI'<>Wth ~Cum"''' t ..... 


ILl 

LI 


15.9 

" 

111,9 

1.9 

13.1 
1.3 

19.9 
17 

'04 
23 

11.7 
0.. 

51. 
4.S 

--n 
Pnsknb':'! ~tumriion\ 

..•..-- 
M....( c......,.,-r\'<11'''' S ... h<lI "RK~ W til< H0I1I.",,·· 

Jnttmwdia~ I~.. .';;"I'pj~ En"" mdI..... U....UaM" r~<lf1<Jmk 
ufTim.: Lin", &-.11\"£:..tinu;tf'___ 

11.2 '14 	 t'U 
1.1 	 I 'f:/'4 

,.,16,} 	 I "!."! ... 1,0 I? .1 

1'"1.1 193 '7,1 

U :'LS '1,7 


13.3 	 1.1.5 ; 'I.? 

t7:/
I.' is 

10.4 	 :no .'/.7 
.... a .7.1 


) 1 0 '7.?'M 
U '.9 ,'! '/ 

11.8 	 11.9 ! .!:! 

LO U • '/.'l 


(
,'.

52.1 , "~'I"" 5..5 s. ·'U 

/;t"'''''' n", C",bU' Our~~ pt>Wi~ .. Illnilyul .... ,""f_".h•.,. ~.&alkmali"( ,1cti~li!l\b.,rm..~. 1:lJc dd;..;..... cf__ <l"",I.yoed ,fI.;j.., 11...1"""" ,"" dt"".. "fl.l\~ (m.k>din& Fn Cj. f<-f.s~, IXJ..u.i.Il~ 
pwpm... .w:. ""b<M m.-.ol Pfflt:J.n~). C1uJlli\<'\' <II &",HfTOl\l.ltII1"",·idtdhqltk,"Q\<i'rIlg<' I. t><Jl_~-tI."'" At, Iber"...,. ~1D.-~;aJ ~ ~ ,r , 

.s"","~. 1I11S'Hl!ih~... t..t;.... " ..1ok!, .......'>1 <>n..bLo. "om u.. "bub 19'J4 c",,>'.11 P<If!U/31Wa S".-.¢y. 


http:c",,>'.11
http:Currenll.Aw


• 

DISTRIBUTIONAL ANAL YSIS 

OF THE BALANCED BUDGETPROPOSALS 


r;' 
Both the Administration and the Congress have plans to balance the budget. The proposals are' 
similar in several ways: the'plans eliminate the deficit, provide tax cuts, and require spending 
reductions, However. tne plans: are quite different in how they treat families at different income 
levels. By planning to vastly reduce benefits to 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 shift the burden ofbalancing 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 ANAL YSIS? 

This analysis complements (he study of potential poverty effects by providing detailed 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 ofTreasury 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 
provisions induded 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 illustrates which income groups 
will gain and which will lose under the various budget plans and estimates, in donar terms. the 
change in income for each of these groups" The analysis is- based on fuUy~implemented policy 
changes. and is presented in 1996 dollars. 

WHAT IS INCLUDED AND /fHAT IS NOT INCLUDED l1V 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 15 a benefit component. which shows proposed cuts in programs such as AFDe, SSI, 
food Stamps, child nutrition, housing assistance, energy assistance. federal retirement benefits, 
and some health benefits. 

The study focuses omy 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 nm 
affect income or health coverage. For example, the analysis does not include the effect of 
proposed reductions in educatioll, job lrairung. transportation. and public health programs, or the 
reductions in provider payments in the Med1-caid and Medicare programs. 

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

1<) 
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RESULTS OF THE DISTRIBUTIONAL ANAL Y.51S .; '·4:t';..·, ..

l' 
An analysis of the effects of the Senate passed and revised House passed budget plans shows a 
dramatic irnbruance. With the combination of tax, income support and heaith benefit changes, 
families with income below $50,000 would lose white those with income $100,000 and over on 
average would galn substantially, 

Changer in Taxes 

The Administration's plan provides tax relief to middle income families while the Republican 
Congressional plans target upp~dncome families. One comparison makes this clear, All three 
plans ~~ House, Senate and Administration ~~ provide an average tax cut of $250 for families with 
incomes between $30,000 and $50,000. The Republican plans. 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 $50,000. and, 40 times as large a tax cut as the Administration to those with 
incomes $200,000 and above. The Administration plan provides three times as much tax rellef to 
those with incomes between $30,000 and 550,000 as it gives to those with incomes ofS200,OOO 
and above, 

Earnftd Income Tax Credit, While the Administration's plan would give some tax relief to all 
income groups and maintain the EITC for working families. the House and Senate passed plans 
would increase taxes on lower income families through cuts in the Ene. The House,.passed plan 
would raise 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 S200,000 and over an average tax break of $3,416. 

Reductions in Benefits Affecting [nCOIM 

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 benefit programs, 
Wbile the benefit reductions in the Administration's plan for families y,ith income below $)0,000 
would reduce their averag~ annual income by only $73. these same famiJies would suffer a$4ll 
loss in income under the House plan, and a 5252 loss under the Senate plan. 
Worse yet. the deepest cuts passed by the House and Senate affect the poorest.20% of families 
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 S82S per year {5.8% of income) under the 
Senate plan, 

R(uluctions in Health Coverage 

The contnist between the Administration plan and the Hoose and Senate passed bills IS even 
sharper when changes in health coverage are considered. The Administration plan would obtain 
the majority ofits savings from reform of provider payments, and would expand coverage beyond 
everyone who is eligible under current Jaw - covering aU 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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~ ....,,, 	services). In addition, the Administration plan would help penple continue their health insurance: ,: 

when they lose a job thar provides it. Medicate recipients would see their costs drop. as provider ~ 
payment refonns will reduce co~payments. 

The Republican Congressional plans. on the'other hand> will increase costs for Medicare 
recipients and may end the Federal guarantee ofMedicaid coverage for many low income 
children, disabled. and elderly. The House~passed bill would reduce annual health coverage by 
$493 for tbe average household below $30.000 -- and $)'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 health coverage by $496 for the average household with income below $30.000, 
and by Sl.199 for families with children below 121% of poverty.· 

COMPARISON OF TAX AND BENEFIT CUTS 

\Vhile it is not entirely clear at what income 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 'hose above $100,000. 

Families below 5JO,000. The House~passed plan gives these families an average tax cut of $Il 
while cutting annual income and health assistance by $904. The Senate aClUaHy raises taxes on 
the average family in this income range. while cutting health and income assistance by $748. 

Families between $)0,000 and $50,000. The Administration and Republican Congressional 
plans woutd give these families approximately $250 on average in tax relief. However. the 
House-passed plan would on average cut their Income and health assistance by more than tha: 
amount -- $294 ~. and the Senate·passed plan would cut it more - $)85, And there are a lot of 
service cuts -- such as education and training -- that are not included in the analysis. 

Households JIOO,OOO and above. The House-passed plan would give these families an average 
of $1,613 in ,ax benefits, and the Senate-passed plan gives $1,642, At the same time, 'he Sena'e 
plan would reduce these upper income families' annual income and health coverage omy $376, the 
House plan even less -- $155. 

WHAT DO THE RESULTS OF THE DISTRIBUTIONAL AlliAL YSIS SHOW? 

This study Blustrates that the cuts in the Republican budget plans disproponionately affect low 
and middle income families -- especially families with children, This imbalanced impact is 
especially striking when looking at the cumulative 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 lower and lower incomes. Alternately. 
the tax breaks get larger as one goes up the income scale. For example, 20010 offarnilies with 
children with the lowest incomes would lose an avetage of $1,549 in annual income and $1.27 t in 
annual health coverage under the House budget plan ~~ for total benefit cuts of $2,820, Under 
the same plan. families with income of $200,000 and over would receive an average of$),269 in 
annual t~ breaks So while low income famities with children would lose over $2,800 in 
assistance, those with hiRh incomes would receive over $3,000 or more, 



These plans. ifenacted, would further exacerbate a troubling 20 year trend ioward an increasing ',' 
degree of income inequality, The results raise a fundamental question. Do we as a nation want to 

tontinue an effort to reward work and raise the incomes of low income families? Or do we want 
to move in the other direction, by cutting benefits and by limiting the rewards for work for low 
income families in order to give a tax break to the people at the top of the income distribution? 

I~ 
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Average Tax. Income, and Heallh Coverage Changes Per Household • 

Houn. Senatf, and Adminittratron Balanced Budget Plaru 

Percent of House Budge! Seriate Budget Admini$tTation 
Family Economic l!:l.come Families Plan Plan Plan_ 

BeneOt Cuts Affwinllncotne 
L¢S:S than SJO,Ooo 40% ·$411 ·S252 ·$95 
S30.000 to $50,000 21% -SI22 ·$97 ·538 
SSO,OOO 10 $100.000 27% .$70 ·$92 -$26 

O~'er$IOO,OOO 12% ·$55 ·$97 ·$20 

Health C4»engt Cu1~ 

Less thillt $30.000 '0%' ·$49) , ~S496 $2:2 

1)0,000 10 550.000 2]% -$172 ·$288 IlS 
$50,000 to $100.000 27% ·$90 ·$169 $8 

O\'!~r $ LOO,OOO 12% ·$100 .$2"19 .S32 

Totalllh,om" And Hu.ltb Cov.,race CU" 
Less than $)0.000 40'/0 ·$904 .$74S .$73 

130,000 '" 1$0,000 21% ·$294 ·$385 ·$10 

5SO.000 :0 1100.000 27% ·$160 ·$261 ·118 

OVCf $100,000 12% ·IIS> -$]76 $12 

Tas &neilu 
Less than $30,000 -. $1\ ·$$3 $36 

SJOJ,XlO to S50,000 21% $251 5249 5251 

$5{I,000 to $100,000· 27% $648 $700 $473 

Over$IOQ,OOO 12% 51.613 11.642 $287 

O... er $200.000 3% $3.269 $3.416 582 

Top 1% 1% $5,422 55,626 $63 

f'iMl'lily ~~(F'EI) ill, ~~~ in Iv; modI:linjWI rvW ~ inoonw by ~U« dollar 
;).It'I(j\lnll. FEI if ~ \:Iy a.ddina:t4 "OJ ~ &lid ~~. lIlA wd KeoJh dcductlOfil; ~ubl~ 
tr1Wfl:l' ps~ IIK:h u Social S<a.rrity and AFOC: mtpIoy«.provided &inp bme(rt.; !/\lick bo.Iild-up 00 pensions, !RA'~ 
brogN, ll>d life inalI~ w:-cxempt int.moA: <UId ~ rml an ~«wpitdhol»'tn.. Capita! pll!.l ""' compulc4 <Ill an 
.:n:.."N.t! bu... .adj.....mi fOf iI\11ftion tQ Iha el<Wnl ~I;able 4Iib illlow. In(hwionary h_ ofkn6m 1(# sul:rvact.N and piIu \If 
borrOUom V't a6<k<L ~ ""be lQ ~ for ~dq:n<:ill4i\ln of 1'IIlf'II:~ bUI~ FEI if ~ <Xl' fllmlly 
r~tf= dm! • ax mum b.uis. The:: ~c Income:s of all mc::mbcJs c,f. fiMl'lily unit .,. added t.o .mv.- It ~ bm.iIy'1 ~~ 
,tworne !a¢d in Iht ~ion&. 
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Table 3 

Aggregate Changes in Tax Benefits. Income, and Health Coverage 
. i 

By Income Group 

House. Senate. aDd Administration Balanced Budget Plans 

Dollars in Billions 

Percent of House Budget Senate Budget 
Familv Economic mcome Families . Plan PI", 

Benefit Cuts Affecting Income 

Ll!ss than $30,000 40% ·$18.0 ·S ~ 1.0 

S30,000 to $50,000 21% -S2.8 -$2.2 

$SO,OOO 10 $]00,000 27% -S2.0 -$2.7 

Over $100,000 ]2% -SO.7 ·Sl.l 

Total 100e;. -52),3 -SI7,) 

Healtb Coverage Cuts 

Less than S30,000 40% -S21.5 -S21.7 

S30,000 to 550,000 21% ·S3.9 ·56.6 

$50,00010 S 100,000 27% ·S2,6 ·$4.9 

Over S I 00.000 12% ·S 1.3 -$3.7 

Total looe;. -S29.5 ·S36.9 

Totallncome And Health Coverage Cutl 

Less than S30,000 40% -S39.5 -S32.7 

S30,000 10 $50,000 21% -16.7 -$8.8 

S50.000 to SIOO,OOO 27% ·S4.6 -$7,6 

O\'er 5] 00,000 12% ·$2.0 ·$5.0 

Tolal 100·/. -533,0 -S54.2 

Tal Benefits 

Less than 530,000 40% SO.5 ·S2.3 

530,000 to S50,000' 21% S5,7 $5.7 

S50,000 to $100,000 27% S18.8 520.4 

Over $100,000 12% 521,6 S22.0 

Over S200,000 3% S9.1 $9.5 

Top 1% 1% 55.9 562 

Total 100·/. 547.0 543.8 

. ...,'
().' ..;:.~ .,~ 

~ . ...... 
l ~.'" 

~''l-! A 
.<.,~. j\'", 

Administration 
PI~ 

-S4.1 

·S09 

-$0,8 ' 


·SO.1 


-56,0 


$ 1.0 


SO.6 


SO.2 


SO.4 


S2.3 

-S3.1 


·$0.3 


·SO.6 


$0.1 


-53.7 


SI.6 


S5.7 


S 13.8 


S3.8 


50.2 

SO,1 


52",,9 
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Table 6 

To.> BEnefits By Quintile 
.'..... ".)" 

House, Senate. and AdministrntioD Balanced Budget Plans r
'. 

Family Economic 
~ [ncome Quimile HQUUI Budget Pian Seflll.tc Budget Plan Administration Plan 

Average Tax Benefits Per Family (In Dollars} 

Lowes.t .$l2 -526 $l2 

S<;\ConU $32 .S77 $l7 

Thin! 1242 1233 1242 
Fourth mo $578 S4JO 

Highesl l!.l40 tU8Q 1396 

fop 10% 11.152 11,771 $243 
Top 5'Ji $2,377 $2,416 SI26 

Top 11' $S.421 $5,626 163 

Awegate Tax ~ner1l5 By InanM G('(lUP (In Billions of DcIl1ars) 

Lo_ .$0.3 ·$0.6 $0.3 

Seco"" $0.7 ·It.7 $t.2 

Thud $5.3 $5.1 $5.3 

Fourth $11.6 112.1 $9.4 

Highest $29.3 $30.2 18.7 

Top [0% $19'.2 $19,4 $2.7 

Top 5% m.o $13.2 $0.7 

TQP 1% $5.9 16.2 $0.1 

~ .' ..
l.><,;.' p . 

c:ll 




-$Soo 

-$1,000 

~ 1 '" 
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.,. -$1,500 
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:, -$2000. ' 
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Low Income Families With Children Are Hit Hard By Republican Budget Proposals 

Total Income And Health Coverage Cuts Affecting Families With Children 
 <>.p~1' 

Lowest 200/. Second 20% Tbi ..d 200/. Fourth 20% Highest 20'% 

$0 ..--rn;: 

IUonse Budget Plan 

Cuts In Annual Benefits and lIeallh Coverage Per Family By QuintiJ. (AFI) 
1 Jnv95 



Under Congressional Budget Plans, Tax Benefits For Richest 5";' Exceed Benefit Cuts That ~ Reduce Income For Poorest 20% Of Families With Children 

lIouse Budget Senate Budget Administration ~ Pia. Plan Budget Plan 

$15 billion 

SIO billion 

Benefits For Richest 5-/0 of Households 

S5 billion 

'L> 
\i'> 

$0 billion +--
:> 


-:; 

J 
~ 

-$5 billion 

Affecting Income Of The Poorest 20% Of Families With Children 


-$10 billion· 


-$15 biUiml 



Table , '. 

House, Senate, and Administration Balanced Budget Plans 

Effects of Spending Cuts On Families with Childre. 


Average Income and Healtb Coverage Loss Per Family By Qu.intile 


AdjUSTed Fao\i!y tfoute Bud.et Plan SeDate lIud,et Plat!! AdmiabtratioD Plm 

IncQme Ouinlile lJ.2llW '!lof1ncome ~ ~'9fJ[!99!'!l!( l22!!!m ~t pfIncome 


BeaeDl Cuu Affecting [nooDle 

wwest ·S I,549 ·JO.8% ·$82$ _5.81'10 .$276 ·19% 
S<cond ·$6)0 -2.7% ·5385 -1.6% -$123 -0.$% 

Third ·$191 '0"5% ,·$160 .(1.5% .$55 .0.2% 

"ourth ·$84 .0.2% ·$l!S -0.2% -SI S -:),(1% 

Hig..lte-Sl -$76 -0.1% -S97 -01% .$6 00% 

Hultn Coverage Cut, 

~ .$1.271 .$1,199 -$82 

Second ·5558 ·$631 517 

Third ·$181 ·.240 545 

Fowm ·$80 ·$llS $25 

Highest ·560 ·$HU 5S 

Total Int:rnnc llnd Healtb Covetagt CUll 

Lowest ·52,820 ·52.014 ·$358 

S=nd ·S1.l88 ·51,016 ·$106 

Thi<d .$J7l ·$400 ·SlO 
FOW1h -5164- ·S203 StO 

Highest .$l36 ·$200 .$ 1 

SQIn: AdJliUfd f:u-rnly <n.;<IfOt iAfl1t:1.1!i.t f.un.iti(!J bullidQl!!1w.,. u..'OmI as;t ~Mmc poVC'rty 11M. ~,..11.I !.haule! oot be 
4<Jdcd I\) the ligurC$ it> T"bk J ~ family ~~ 60u I'K't i~~Iy nu in 1M ~ r...1.On. 



Table 8 

Bouse, Stnate. and Administration Balanced Budget Plans 
ElTtcts of Spending Cuts On families with Children 

Aggregate Income and Health Coverage Loss By QuintiIe 

Dollars !n Billions 

Adjusted Family 
Income QujJ;!iI,. Smate BucllZd: Plan 

Benenr CUh AfTectlng lDoome 

Lowest 
Second 

Third 


Fourth 


Highest 


Tolal 


Hultb Coverap Cub 
Lowest 


""on<! 

Third 

Fourth 

I-'.lghest 


Total 


·$11.6 

·$4.8 

·SI.4 

·$06 

·S06 

wSl9.0 

·$9.5 
-$4_3 

-SIA 
·50.6 

.$0.5 

·$I6.J 

Tnta' Income and Healtb Covenif' Cuh 

lowest ·$21.1 

Second ·59.1 

Third ·$2.8 

Fourth .$1.2 

HJgh", ·SLl 
Total ·$lS.3 

.$6.2 

·$30 

.$ 1.2' 
-$0.6 " 

·$08 

·SIl.8 

·$62 

·S2.6 
·$0.8 

·$0.5 

·$0.6 

·m.4 

~SI5.2 

·$51.8 

·no 
·.$1 S 
·$16 

·SI'.2 

·$2.1 

·$0.9 

·SO.4 
.$0.1 

$00 

·$3.5 

-$06 

SO.l 
SO,) 

$0.2 

$0.0 

50.1 

·$2.7 

·$0.8 

·$0.1 

$0.1 

SO.O 

·$3.4 

~Q\Q; Mjll.dld r.My Int;;oow (Aft) nlIkI (&mili~ ~«I tMit ~ M .. ~ ...f itw pwfflY lilw. Thaot I'lI!WII.t oiwuld !WI' "" 
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METHODOLOGY 


RANKING HOUSEHOWS AND DEFINITIONS OF INCOME 

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 {FE!), 
which does not include an adjustment for family size, rabies 4-5 which foeus 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 AFt should not be added together, 
since they do not rank families in the same way, An FEI quintile table includes 20% of all famllies 
in each quintile, and ranks them by the absolute dollar level of income. An Afi table ranks 
families 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 200/" of 
families. 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 Adjusted Gross Income unreported and underreponerl 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
exempt interest; and tmputed rent on owner-occupied housing. Capital gains are computed on an 
accrual basis. adjusted for inflation to the extent reliable data allow. Inflationary losses oflenders 
are subtracted and gains of borrowers are added. There is also an adjustment for accelerated 
depreciation of non..corporate businesses, fEl is shown on a family rather than a tax return basis. 
The economic incomes of aU members of a family unit are added to arrive at the famiJy's 
economic income used in the distributions. 

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

,IIODELING OF TAX CHANGES 

The change in Federal taxes under the House. Senate and Administration plans is estimated at 
1996 income levels but assuming fuUy phased in law and long-run behavior. The effect of IRA 
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. multipiied 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 ofthe capital gains exclusion in the 
House and Senate prans and prospective indexing in the House plan are based on the level of 
capital gains realizations under current law, Provisiom; which expire before the end of tile budget 
period and provisions which affect the timing of tax payments but not liabilities are not 
distributed. The incidenee assumptions ror tax changes is the same as for current law taxes, 



MODELING OFSPENDlNG CUTS 

This analysis estimates the impact of H.R. 4, the reconciliation bill, and appropriations bills as 
passed by the House and Senate. Provisions ofHR. 4 that are analyzed include tne AFDC block 
grant and benefit prohibitions. and changes to the SSI 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 
includes a preliminary estimate of the impact of policy proposals that are included in the 
Administration's budget ~~ which include changes to SS[ eligihility for children. Food Stamp 
program changes, immigrant provisions and Medicaid proposals. 

The analysis focuses,on changes in policy that will directly affect family income. It does not 
include the effects ofchanges in services provided, such as more difficult access to health cate 
setvices 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 proposais. 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 aU provisions are modeled. 
Second, the data do not identiry all persons who would potentially be affected by the program 
cuts, For example, the analysiS assumes that none ofthe Medicare provider cuts affect 
beneficiaries 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 A.FDe and Medicaid programs and the labor supply response of persons who lose 
AFDe benefits, The study assumes that states do not reduce state spending in response to the 
block grantLng of MDe 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 omy 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 fuli 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 on:ffort after a block 
grant However, it is likely that the aggregate state maintenance of effort will de<:rease over time 

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 o~ cases denied AFDe because of the time limit will go to 
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work part-time:at a wage rate equal to the median wage of women who formerly received MOe 
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 tne 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 ~hen they lose 
AFDe benefits due 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 usinS the Department ofHeahh and Human 
Services'TRIM microsimulation model. TRIM (for Transfer Income Model) is based on a 
nationally~repfesentative sample of the non-institutionalized U.S. population. the March 
Supplement of the Current Population Survey. This survey ofaboul 60,000 households is 
conducted momWy by the Census Bureau and the Bureau of Labo~ 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. totals, These current law totals can then be 
compared to similarly computed estimates for the alternative policies 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 Buteau 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 determining income. That is. this definition of income coums 
all cash income as the Census does, but adds the value of food stamps, school lunches, the Earned 
Income Tax Credit (EITe). and housing assistance and deducts from income the employee 
portion of Social Security (FICA) and federaJ income taxes. 

The tables compare the impact of the House and Senate Repub1ican 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 included in each analysis: 

Analyses vfthe House Passed H.R. >I 

AFDC 
• Deny benefits to 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 AFDe receipt, with a 10% hardship exemption 
• Eliminate the $50 child support pass~through 
• Deny cash benefits fO parents younger than age 18 with children born out·of~wedlock 
.. Deny benefits for children born or conceived while the mother received AFDe 



S51 
• Deny benefits to non~citizens. with certain exemptions 
• Deny cash SSI Disability benefits to non~institutionalized children. with some exceptions 

Food Stamp, 
• 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 levels 
• Count state and loca! energy assistance as income when determining eligibility and benefits 
, Require single, childless adults to participate in work or training after 3 months of receipt 
• Eliminate indexing 0($10 minimum benefit for small households 

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

Nutrition Programs 
• Establish a school nutrition block grant at reduced funding levels 
• Combine CACFP, \\le, and Summer Food into a single block grant at reduce funding 

Analyses QllIcuse Acnens 

Includes all the provisions ofH,R. 4 above plus: 

Housing 
• Impose a minimum rent ofSSO 
• Increase the proportion ofincome 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 
• Eliminate new Section 8 cenificates 

Medkare 
• 	 Increase Part B premiums from 25% of program tosts to J 1,5% of program COSts for all 

beneficiaries, except increase them to 100% of program costs for single beneficiaries 
with income over S100,000 and couples over $150,000 and increase them linearly from 
31.5% to lO()4'1o ofprogram costS for singles between $75,000 and $ lOO,OOO and 
couples between $100,000 and $150,000 

• Reduce managed care benefits for beneficiaries currendy enrolled in H?v.fOs 



Medicaid 
• 	 Eliminate entitlement and establish a block grant at reduced spending to save $182 billion 

between 1996 and 2002 

Other Actions 
• Eliminate the LowAlncome Home Energy Assistance program (LlHEAP) 
• Increase Federal employee ~ontributions 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 

Analyses 0/Senate Passed H.R. -I 

AFDC 
• Limit participation and benefits of non~ci(izens. with cenain exemplions 
• 	 Combine MDC and related programs into a block grant and reduce spending. accounting 

for both Federal and state reductions 
• Impose a S ..year lifetime limit on AFDe :-eceipt. with a 20% hardship exemption 
• Eliminate the $50 child support pas&-through 

S5! 
• Deny benetlts to non-citizens. including current recipients. with cenain exemptions 
• Restrict SS( Disability benefits to children meeting the medical listings 

Food Stamp' 
• Limit participation and benefits of non~citizens, with certain 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 panicipate in work or training after 6 months of receipt 
• Eliminate indexing of$1O minimum benefit for small households 

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

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

Indudes all the provisions of the Senate passed RK 4 above plus: 

Food Stamp' 
• 	 Reduce and freeze the standard deduction further than in H.R. 4 

Housing 
• 	 [mpose a minimum 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 $50,000 for individuals and $100,000 for 

coupies; premium hits \00%' ofprogram costs for individuals at $100,000 and for 
couples at S150.000 

• 	 Increase the Part B deductible to S210 in 2002 
• 	 Reduce managed care benefits for ben~fidaries currently enrolled in HMOs 

:Medicaid 
• 	 Eliminate entitlement and establish a block grant at reduced spending to save $182 biUion 

befween 19% and 2002 

Otber Actions 
• Reduce funding for the Low·lncome Home Energy Assistance program (LIHEAP) 
, Increase Federal employee contributions to pension funds 
• 	 Delay the cost-of~living adjustment of Federal retirees 
• 	 Reduce direct payments to farmers and cap total acreage in the Conservation Reserve 

Program 

Pre/iminary Analyses ofAdministTation ',f Budget 

S5) 

" Tighten eligibility crteria for receiving S51 benefits, 


Food Stamps 
• 	 Reduce spending while maintaining the federal entitlement. 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 SSt AFDC and Food Stamp eligibility rules for non.imrnigrams. 
• 	 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% aftotal costs. 

MedicaidlHeahh Insurance for the Unemployed 
• 	 Continue Medicaid entitlements with -X- percent reduction in totai Medicaid spending 
• 	 Provide health'insurance protections for the unemployed and their families. 


