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{Senate)

STATEMENT OF ADMINISTRATION POLICY

CTHIS STATEMENT HAS BEEN COORBIIATED BY OME WITR THE CONCERNED ATENCIES,)

“(Doie {R}’xs and 33 canpansozs}

The Adzministration oppases §. 1120 Iin its current form because it

falls short of the central goal of resl welfare raform =» moving
pecple from welfare to work. The Administration 3trnng1y
supports enactrent of rasl and elffective welfare relform that
prexotes the basis values of work and responsibility. The
adninistration, thevefore, strongly supports S. 1117, ths :
Paschie~Ireauwn~Mikulski substitute, which meets these objectives.

Gver the past two and & half years, the President has baen
fighting for the busic principles of work and respansibility.
Lust year, the President proposed a sweeping weifare reform
package that wonld: establish tough work reguirsments while
providing ¢hild care for working pesple; izpose tough child
suppert enforcerent measures; regulre teen motbers to live at
home, stay in scheol, and identify theiy child’s father; ingrease
State flexibility and secountability; and provide basic
protections for children., His economic plan expanded the ezrned
income tax oredit, which rewarded work over weliare and cut taxes
fer 15 willien working facilies. _

Last February, the President issued an Executive Order to crack
down on Federal exployees who owe ¢hild suppere. The
Administration 2lse has appreved welfare reform experiments in 32
States snd has pledged fast-track approval for other State
denanstrations that pursuve specified refors strstegies. Such
strategies include: {1} strengthening work reguirements backed

-with child care; (2) limiting zecipients’ duraticn on welfare and

cutting off people who refuse to work: {3) saking parents pay

cchild gupport or go to work; (4) reguiring mothers who are xinors

to live a¢ home and stay in school; and (£) using welfare and
Food Stamp benefits as subsidies for employers who hire welfare
recipients. The President has also directed that Federal :
reqalations be changed to ensure that welfare recipients who
refuse to work de not receive increased Food Stamp benaiits o
offset the decreasss made in their wellare chaaka
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The welfare yeforz debate has come a Jonyg way in certain Xey
sreas since this Congress first teok up the lssue. KNot 60 ldong
agoe, some in Congress wery promoting crphanages &5 the solution
+o outesf-vedlock teen birtns. Now, 5. 13120 includes provisions
from the Presidant’s proposal reguiring mothers who are minors to
live st home and stay in school. Earlier this year, some in
Congress wanted to exclude child support snforcament fxom the
welfare vefors debate. ¥ow, there Iis bipartisan agreenant en the
toughest chiléd support enforcement proposal esver, and both the
House~passed H.R., 4 and 8§, 1120 include the Prezident’s majdor
child support enforcement provisions. In addition, S. 1120
adopts the Administration’s position that ¢hild protection
programs for abused children pust be protected and includes an
inportant provision from the President's welfare reform plan
vegquiring welfare recipients to siygn personal respensibility
contracts as a condition of assistance. ’ ,

Tha key to suecsssful velfare reform is moeving paople from
welfare to work. 5. 1120, howsver, does not put work first. It
does not provide the level of child care resources necessary to
suppert the imposition of tougk work reguirsments. Indesd, it
repeals criticel child care programs now serving 640,000 )
children. It does not provide incentives for States to pronote
work. Instead, by allowing States to no jonger contribute any of
thelir own resources, the hill gives States an incentive to throvw
people off the wvelifare rolls rather than put thez to work. . It

- further undermines the goal of reguiring work by shifting an
enormous cost burden to States and locallities and putting thewm at
even greater risk during an sconcmic dewnturn. No safeguards are
provided feor children whose fanilies lose grsistance through no
fault of their own. More families may bave to make do with less
food on the table, if States opt for a2 Food Stanmp bhlock grant and
then spend Food Stamp bleck grant funds on other progranms.
Finally, House and Senate Republican plsns cut low-income
programs teo deaply, comproxising thelr ability to protect
¢children and prouote work. The Adzinistration supports rsal
reform that saves taxpayer dollars by promoting independence =
woving pecple off welfare rolls and into work =- not by simply
pending the weifare problexm ¢o the States with mors mandates and
lans nonL2y. ) :

The Administration’s mogt significant conserns are discussed

below. As the Administration continues its review of 8. 1120, it
may identify other troublesonme issues and will work with Congress
to addrass thoss concerns as well. : ’ .

¥elfare reform will succeed only if its central geoal is work.
Work has always been at tha heart of the President's approach to
wellare reforus. Werk has provided the foundation for the welfare
reform waivers the Adzinistration has granted,’ including
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innovative welfare-to-work programs in Oregon, Towa, and dozens
of other States., If & velfare systen is to provide work~baged
incentives for States and welfare recipients, adeguate resourges
for «hild care, trsining, and work must be available. State
bureausracies bave to be rewarded for getting people into the
workforce or preparing them to enter the workforce == not for
cutting then from the rolls.

" RLEZL O puneerte . the Reopublican lgiderehsin.

k. - =
Rill would not end we e know it by moving peopls fxov

welfare to werk. To pramata wnrx, tha bill should be changed tos-

relifare to werk. s. 1129 woulﬁ ngither raqai:e nor
encourage States to contribute resources to welfare reforn.
Many States could be expected to withdraw their own funds,
cut benefits, purge larges numbers of current raciplents from
the.yolls, and aveid the burden &f helping people becone
self-gufficient. In sum, there Is a raal danger that States
would *race to the bottom” to save State dollar$ or to deter
migrants frop other States. - g

xt %akas no S&ﬁﬁe to dany child cara to pgapZe txying to
lsave welfare and to working pecple who are trying to stay.
off welfare. By aggregating funding for cash benefits,
child coare, and employment assistanse into one blotk grant
‘and sutting 42 acress-thewboard, &. 1120 provides no
guarantee that States will put sny money inte child care and
work programs that move pedple off welfare. Tha
Administration recommends that the bill be modified to:
{1} fund epplioyvment and ¢hild care for welfare recipients
separately frox cash benefits; and (2] ensuxre that people
whoe gan wvork, 4o so, ang have the ¢hild care whan they do.

Y 4 5. 1120 gives

tates an incantive to &ave xaney by throwing people off the
rolle., To change the oulture of welfare, the bill shouid be
rodified to revard guccess instead of the status quo. The
Muinistration supperts a pexformance bonus that wonld fopus
the welfare bursaucracy and recipients on the central goal
of moving fron welfare to work.

risk. In Controst to ourrent funding maahaniams,"zunﬁinq
for temporary assistance to needy faxilies under 5. 1120
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would not adjust adejguately ¢o cushion the impact of

- unenployment and econenic stagnation, States in recession
would encounter reduced revenues and increased caseloads.
&. 13120 would provide a "rainy day”™ loan fund that would
tllow States to borrow sdditionzl money during econsmic
downturns. In addition, extraz funding would be avalladle to
States projected to have high pepulation growth that mest
certain criteria. There is no guarantee, howaver, that the
f£inite amdunt that such States receive will be adeguate.
And if there is pepulation growvih in a majority of States,.
exch will gat a dinminished share of the fixed Jdollars.. The
adrinistration recomuends that the bill be changed to adjust
for shiftvs in economic condition and populstion.

The training provisions in §. 1120 incliude the consoclidation of
approxizately 20 training prograns., Given the need to bulld a
conprehensive workforce development systen to serve all Americans
and the concerns expressed below, the Administration believes it
is inappropriste to consider these provisions in the context of
velfare reform legislation., Of parasount ¢oncern is the bill's
insufficient funding .for the consclidated programs. While the
President’s FY 1858 budget propeses to incraase funding for
training by $1 billion over PY 189%, &. 1120 would cut funding by
15 percent. Hot only is the plan‘s funding insutticient for the
Nation’s werkforce needs as a whole, the consolidation of these

. prograns geans that billions of dollars less will be svailable to

relp people stay off welfare and to help others trangition from
walfare to work. .

In addition, S. 1120 would not ensure proper accountability for
$2.2 billion in Federsl training and vocational education funds.
It the bill were adopted, the Federal Government could not azsure
taxpayers that States were spending Federal funds te achieve the
national goals of lmproving workers' gkills, facilitating
individuals’ transition from scheool to work, and helping severely
digezdvantaged people enter the education and work mainstrean.

Unlike thae President’s Job training propesal, §, 1120 would not
regquire the use of &kill grants for adult training. Thus, there.
wvorld be no guarantee that training resources woeuld be put
directly into the hands of dislocated workers and low-incone
adults, so that thay could make informed training choices, Othar
concerns about §. 1120 ineclude its: (1) failuras to targst
resources on those uost in need; (2) devolution of the succassiul
Jeb Corps prograns to the States; (3) slimination of the Summer.
Jobs, Trede Adjustment Assistance [TAA and NAFTA-TAA) training, .
Erployment Sarvice, and Senlor Community Service Exployzent
prograns: {4) failure ¢$0 assura permansnt local workforce
developmant boards with suthority for local decision-making;

{5} £alilure top provide a national reserve to 2id victins of mass
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- laypffs and national disasters and for other purposes; and '
{6} creation of 3 complex paw bureaucracy under the directicn of
a part-time board with uncertain sccountability a&s the Federal
governanaa strugturs, ' ‘ :

In sdaition, the Administration supports the deletion of the
provision in S. 1120 that wodifies Davis-Bacon labor standards
protections., Overall, Davis-Bacon reforwm is the appropriate
avenue for addressing what changes should be made to Davis-Bacon
reguirgsents,

Pretecting Children

Reduced spending for low~income programs is possible while still
protecting the most velnersble, The Administration has proposed
$38 billion in carefully taidored cuts for certain welfare
Prograns OVer seven years; howvever, the magnitude &f the cuts
aspumed in the coosngressional budget zesclution -- approximately
$11¢ pillion over saven ysars -- compromises the ability of these
prograns to protect children and promote work. This is
exacerbated by the absence of mainterance~of-effort reguiresents
on the States. It is not realistic to expect tha States to
coppensate. for the reduced Federal gpending from their own
revenues. Many will ultimately pass on the drastic cuts to
children and famjlies, who will endure future tuts or even losses
in benefit eligiklility. . The proposal also elininates benefiis
for approximately four million children svan if thelr parenis
tave done evarything pessible to find work.

The Administration supports the retention of Supplemental
Security Income (58I) cash benefits for eligible children
provided by §. 1120. The plan, however, would spparently deny
S5I benefits to wore than 370,000 disabled children over the next
five yvears. In sddition, the bill wvould sstablish a mandatory
five-ygar cut off of Tenmporary Assistence for Ready Fanmilies
without regard to their circumstances. The bill would not
provide any protection for children when their parents are unable
to work due to illness, d&isability, the nesd to care for a
digadbled child, or high local unenplioyment. The Adninistration
believes that such provisions are unduly harsh. . ' ‘

The Adainistration is plessed that £. 1120 incliuvdes a number of
provisions proposed by the Department of Agriculture te coxdat
Food Stazp fraud., The Administration, however, opposes the
Republican leadership plan to include an optional Food Stamp
block grant. FProviding the option of 2 Food Stanmp block grant in
its current form Jjeopardizes getting food to people who need it. .
It would sever the link between Food Stamps and nutrition:
eliminate the progran’s scenczic responsivensgs; end national
eligibility and benefit standards; and ultinately divert support
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away from food. The BIl) reguires only 75 percent of the bklock
grant funds to go te food assistance, a provision that could
divert $23 bPillion worth of food frop children and families over
the next five yezrs. Furthermore, any State that exercises the
block grant eption will see 1ts food assistance decline
drapatically in the event of yecession or population growth. The
block grant option would threaten the national nuiritional

. framevork that has successfully narrowed the gap betwean the
diets of low-inconme and other farilies.

The Adnministration is concerned about the sevarity of the cuts to.
the Food Stamp program in S. 11200 7The Aduinistration supports
reguiring Foed ftamp recipients without children to go te work or
train for wvork in return for their assistance., §. 1120 does not
provide States with the resources to accomplish this goal,

Rather than promoting work, the plan simply cuts a hole in the
nutrition safety net.

8, 112¢ should support fair treatment for legal immigrants. The
Adminiscration supports tightening spensorship and eligibilitvy
rules for non-citizens and requiring sponsors of legal dmxigrants
1o bear greater responsibility for those whop they encourage to
enter the United States. The Adnminigvration, however, strengly
opposes the Republican leadership bill’s unilateral spplication
wf new eligibility eand desming previsions to current reciplents,
including the disabled who are exempted under current law.
{*De2ning”™ is the reguiresent that sponsers’ income he counted
when determining immigrants’ #ligibility for benefits.} The
ddministration ziso is deeply concerned about the bill’s
applicetion of deening provisions to ¥edicald and other prograns
where deening would adversely affect public health and welfare.

gl ww Rea) Welfare Reform

he gasnate has the chance to enact ye3l bispartisan welfare
reform. The Administration strongly supports S. 1117, the
wvaltare reform proposal offered by Senators Paschle, Breaux, and
¥ikulski. Instead of palntaining the current welfare system --
“which wndermines pur basic values of work, responsibility, and
fanily -~ this plan sends people to work o0 they can earn a
paycheck, not 8 welfare check, Unlike 5. 1120 and the Housew
passed H.R. 4, this proposal provides the child care for those
trengitioning frow wvelfare 1o vork and for those trying te avoid
welfare in the first place. It holds State burcsucracies
accountable for real resulis, and revards them for putting people
to work, not Just repoving pecple from the wvelfare rolls. It o
saves noney by moving people to work, not by expecting the States
to handle more preblens with less money. It allows these ‘
prograns to respond auvtomatcically to recessions, population
growth, inflaztien, and other demographic changes. The
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Aduinistration urges Congress to agree on a bipartisan bill that
addrerses thess oritical elements of real welfare reforn.

Eay-Ba=You-Go fgoring

5. 1120 would affect direct spending and rescelpts; therefore, it
is subject to the pay-as-you-go requirement of the Oznibus Budsget
Reconciliation Act of 199%0.. The Office of Management and
Budget’s scoring estimate i currently under developnment.,

* & & & % & &



EXECUTIVE OFFICE OF THE PRESIDENT
QFFICE OF MANAGEMENT AND BLUDGET
WASHINGTON, .. 20503

TME DIRECTOR . Octeber 18, 1985

Honorable Bob Dole
Senate Majority Leader
United States Senate
Washington, D.C. 20510

Dear Mr. Lesder:

The Administration is pleased that Congress finally may be within striking distance of
passing comprehensive welfare reform. In spite of the positive changes made by the Family
Support Act of 1988, the welfare system stilt fails to serve the taxpayers who pay for it and the
people who are trapped in #t. The American people have waited 2 long time for this historic
moment. We owe it {0 the people who sent us here not to let this opportunity slip away by
doing the wrong thing or failing to act at all.

We have outlined below our top priorities and greatest concerns. Let us be clear: if
Congress can agree on a bipartisan bill that is tough on work and fair to children, the
President will sign real welfare reform into law, and the Nation will be better for it. But, if
Congress tries 10 walk away from our common values with a bill that is weak on work and
tough on children, it will kill weifare reform, and the Administration will continug (o pursue
welfare reform threugh waivers, one State at 2 Le, until Congress gets it right,

For two and a half vears, this Administration has worked aggressively to make welfare
a second chance, not 2 way of life. In 1993, the President’s economic plan gave a tax cat 1o
15 million working famihies through the Earned Income Tax Credit, which rewards work over
welfare. Last year, the President sent Congress the most sweeping welfare reform plan any
administration has ever presented. That plan included tough child support enforcement
measares; time limits; work requirements and child care resources to meet those requirements;
performance incentives; a national campaign against feen pregrancy; a state option to deny
cash assistance to families who have additional children born while on welfare; and measures
to promote personal responsibility by reguiring as a condition of assistance that minor mothers
live at home and stay in school and all welfare recipients sign personal responsibility contracts.
The Administration collected a record $10 billion in child support in 19594, and earlier this
year, the President signed an Executive Order to crack down on Federal employees who owe
chiid support. The Administration has granted 335 States the freedom to experiment with
welfare initiatives 10 move people from welfare 10 work and protect children. In July, the
President directed that Federal regulations be strengthened to prevem welfare recipients who
refuse 10 work from getting higher food stamp benefits when their weifare checks are docked.



These medsures have gone a long way toward reforming welfare around the country.,
Through welfare reform experiments, 8.6 million recipients around the couniry are in
households in which adults are being required to work, live at home and stay in school, sign a
personal responsibility contract, earn & paycheck from & business that uses money that was
spent on food stamps and welfare benefits to subsidize privite sector jobs, or are under other

“walver provisions. These States are doing their part to promote real reform that reflects the
basic values all Americans share: work, responsibility, and family. Now Congress needs (o
do its part with a welfare reform bill that honors those same values by r&qmrmg work,
demanding responsibility, and protecting children,

In cur view, the Senate bill, while far from perfect, reflects the bipartisan common
ground that weifare reform must be tough on work and fair to children. The Administration
will welcome a bipartisan bill that honors these common values. But a welfare reform bill
that, like the House bill, is weak on work and tough on children will be unacceptable.

Done right, welfare reform will move people off the welfare rolls so they can earn 2
payeheck, not a welfare check, Done wrong, it could cause enormous harm. Mast
Americans, without regard to party, agree that real welfare reform is about requiring people (o
work, not simply cutting them off the rolls; about demanding responsibility from young
mothers and fathers, not abandoning abused children or uKing away poor children's school
lunches; and about strengthering families, not penalizing children who deserve a better life.
The Administration urges conferees 1o act in the bipartisan spirit that has marked the betier
moments of this welfure reform debate.

MOVING PEOPLE FROM WELFARE TO WORK

Across America, there is an overwhelming bipartisan consensus that real welfare
reform is first and foremost about work, Anyone who can work should be reguired to work,
and no one who can work should stay on welfare forever. Work has always been at the heart
of the President’s approach o welfare reform, and it is the foundation for the dozens of State
experiments the Administration has approved. We will only complete this historic mission of
ending welfare as we know it if we succeed in moving people {rom welfare to work., That
means imposing me limits and tough work requirements, making sure people get the child
care they need o go 10 work, and rewarding States and holding them accountable for their
efforts 1o put people 10 work, aot for cutting them off.

The Administration considers the following provisions of the Senate bill essenzxal to
real welfare reform

W&lfam refo?m st streag{hen not abanden zha historic parmershlp bezwccn
Federal and State governments. Unfortunately, the House bill would not require
States to continue their financial commitment to welfare reform. Al levels of
government have a stake in the success of reform, and should be held accountable

-
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for it. The Administration strongly supports the Senate provision that States
comribute at least 80 percent of their FY 1994 effort ¢ach year in order 1o receive
Federal funds. Absent a tightly drawn, permanent maintenance-of-effort
requirement, many States could be expected o withdraw their own funds, purge
large rumbers of recipiems from the rofls, and aveid the burden of moving people
from welfare to work. This race to the bottom would doom welfare reform and
have devastating effects on families with children.

Providing child care 1o move people from welfarg to work. The House bill is weak

on work because it does net ensure that child care will be available for people who
nzed it to leave welfare for work. Specificaily, the bill would cut back on funds
currently available under child care, and would eliminate the child care quality,
health, and safety protections in current law that were put in place with
overwhelming hipartisan support only five years age. It makes no sense to deny
child care to people rying to leave welfare, or to deny States the resources they
need to provide child care. The Administration strongly supports the Senate child
care provisions that give States a separate funding stream dedicated to child care,
with an additional $3 billion over five years to help welfare recipients move into the
workforce and 10 help working families stay off welfare. The Senate bill also
protects those with young children who want to work, but are unable o secure child
care. Without sufficient child care funding, welfare reform will be an enormous
unfunded mandate on the States, and could force them to cut recipients off rather
than move them into work. The Administration recommends that the conferees
improve the final bill by including more child care resources, not less.

wz}uiﬁ Aot adcqaazciy ;}mtecz Smms and fam: ties in times of ummgiavm&nt and
soonomic stagnation, when States would encounter reduced revenues and increased
caseloads. A so-called rainy day loan fund i3 not adequate. The Administration
strongly supports the Senate addition of a contingeney grant fund, which makes a
funding reserve available to States in economic trouble. We recommend that both
“the current trigger mechanism and the amount of funds in reserve be strengthened to
provide States greater protection in a serious recession without significantly -
increasing projected Federal costs,



» Providing incentives that re \ | 018 people (o work
gmuﬂg_mwﬁ' The House bzéi gzves S{aies a pm‘versa mf:efztw& 10 save moz}ey 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 2 job, To change the
culture of welfare, reform should reward success instead of failure or the status quo.
The Administration strongly supports a2 work performance bonus like the Senate
provision that would focus State welfare bureaucracies and recipients on the central
goal of moving from welfare to work.

The Administration also strongly supports Senate provisions o require recipients w©
sign personal responsibility contracts in return for assistance, and to give States the option to
provide job placement vouchers directly 10 welfare recipients as a way to change radically the
culivre of the current welfare system. The Administration supports the Senate hardship
exception of 20 percemt, and the House provision that would allow, but not require, States to
provide non-cash assistance in the form of vouchers to children who lose their benefits due (0

the time Himit,

DEMANDING RESPONSIBILITY

The Administration believes that welfare reform must promote personal responsibility
and responsible parenting. We must demand responsibility from parents who bring children
into the warld, not fet them off the hook and expect taxpayers to pick up the tab for their
neglect.

The Administration strongly supports the following elements of welfare reform that can
help make responsibility the law of the land:

. ML%&MMMMQ ment i5.€

and helpine them stav off. The A{imzmstrauon strozzgiy suppoﬂs bzparzzsan

pmvzszz}m in both the Hz}use and Scrzaze bills to streamline paternity establishmen,
require new hire reporting, establish State registries, make child support laws
uniform across State lings, and require States to use the threat of denying drivers'
and professional licenses to parents who refuse to pay child support.

m The: Admimszmuon str{mgiy suppons the Scnatc provzswn to df:mzz'zd
that young parents be responsible and turn their lives around, rather than the House
provision that would automatically punish children born to unwed mothers under 18
-- regardless of whether the mother has made an effort to turn her life around so her
children don’t end up on welfare indefinitely.

: ik eguancy. Weifare reforms must send a sirong
message o §oang peog;}le that zhey shm.ziz% not get pregnant or father a child until
they are ready to take responsibility for that child’s future. The Administration

i



supporis Senate provisions 0 combat teen pregnancy by an appropriate expansion of
abstinence education, targeting sexuoal predators, setting national goals for reductions
in teen pregnancy, and enabling States to provide second-chance homes for young
mothers and their children. The Administration does not support the so-called
illegitimacy bonus in the House and Senate bills, which some believe could promote
abortion and which is unworkable in uts current form.

There is an overwhelming bipartisan consensus in this country that welfare reform
should not punish children. Across the country, Republicans and Democrats at the State and
local level agree that we must demand responsibility from young mothers and young fathers,
not penalize children for their pacents’ mistakes.

In particular, the Adminigtration strongly opposes the following provisions which
would punish children:

-- rition b chool lunch and WIC. Welfare
refcrm i5 abouz requzrmg parcms zo wark and take rﬁSpO{ISlblElt}’, not abaua taking
food out of the mouths of poor children. The Administration strongly opposes the
child nutrition and WIC block grants in the House bill, and supports the bipartisan
Senate decision to keep those programs intact. The Admimstration is concerned that
budget cuts will strain the ability of schools, child care centers, and summer food
service gites to provide nutritious meals 10 low-income children. The school-based
nuirition block grant would not respond to econpmic recessions or population
growth, In a3 recession, States would be unable to respond withowt cutting back on
the quality or quantity of food, raising taxes, or cutling other services so that
children could eat, In addition the Administration believes that the competitive
bidding provisions within the House-proposed WIC block grant are inadequate and
would fail to maintain the program’s cost savings. WIC s current cost containment
requirgments have saved biflions of dollars that have been used to serve additional
WIC families.

A time cf dramatlc change in the wel faz'e system is n@t ilze {zme {or tadu:al and
untested expenments with our Nation's child protection system. Rather than
protecting vulnerable children, the House bill would put hundreds of thousands at
increased risk of harm by cutting funding for foster care, adoption assistance, and
child abuse prevention. The Administration strongly opposes the child protection
block grant and program cuis in the House bill, and supports the bipartisan Senate
decision (o keep those programs intact,



g_tm__&{; The Admmzszmmn stmng y zzgrees wath zzzzf broad bipartisan CONSensus —
ranging from Republican and Demoeratic governors to the Catholic Church - that it
is wrong to punish children just because their parents are poor, young, and
unmarried. The Administration supports the Senate provision, affirmed by an
overwhelming bipartisan vote, which leaves this matter to the States.

;Lfamummmﬁam At & time z}f b[partisaz‘z agreement on z%ze need fmr more Statc
flexibility, welfare reform should not saddie the States with policy mandates with
ancertain impact, The Administration agrees with the overwhelming bipartisan
majority of Senators that States should have the right w decide for themselves
whether or not to adopt the family cap.

KEEPING OUR NUTRITIONAL SAFETY NET

The Administration urges the conferees to preserve the national nutrition safety net,
which assists about 27 million working family members, poor children, and elderly Americans
each day. Federal nutrition programs have produced measurably better health over the years
as a result, and have earned bipartisan support. National nutrition standards and a funding
mechanism that enables these programs to meet greater needs in times of regional or national
econemic hardship ace essential to making welfare reform work.

3

The Administration has always maintained that preserving a nutritional safety net
Nation-wide is a critical paet of welfare reform and strongly opposes a food stamp block grant.
However, if steps are taken to permit optional State block grants, the House approach is vastly
preferable. Requiring States to spend grants only on food assistance will preserve the vital
fink beiween food statnps and nutritional assistance. The Senate provision for a State foed
stamnp block grant option would sever that link and encourage States to divert cherai dollars
away from putting food on the table.

The level of food stamp cuts, although too deep in both bills, is more reasonable in the
Seaate bill. The Administration’s own balanced budget proposal would save $19 billion over
seven years, an 11 percent cut. By contrast, the House bill would cut food stamps by nearly
27 percent in the year 2002, In addition, the House bill places an inflexible ceiling on the
amount authorized for appropriations for the food stamp program. This cap allows no room
for ervor in estimates of future program costs nor any margin in &conomic conditions, By
capping spending levels, the House bill would feave working Americans vuinerable to shifts in
the economy and to changes in nutrition standards that could be driven more by political and
budget pressures than by the Nation's good health, The Administration urges the conference
not to excesd the Senate level of cuts or to lmpose an inflexible spending cap.



Baoth the House and Senale bills go too far in the changes they would make to the $81
children's disabilicy program. However, the Administration favors the Senate provisions over
the deep cuts in the House bill, which go far beyond what is needed o correct recent growth
in the program. The House bill would evenmually prevent nearly a million disabled children
who would be eligible under current rules from receiving cash assistance, and create 3 block .
grant for services that would arbitrarily cut by 23 percent funding levels for disabled children
who would no longer be eligible for cash benefits, but would be eligible for services. The loss
of cash assistance would be devastating to many low-income families struggling to care for a
disabled child at'home, The Administration supports the bipartisan Senate decision to continug
to provide SSI cash benefits for all efigible children. But, we strongly urge the conferees to
reduce hardship to disabled children currently on SSI by exempting them from the new,
stricter eligibility rules. However, if the conferees determine that these rules should be
applied 10 current 881 recipients, the Administration recommends applying them only to those
children eligible as a result of maladaptive behavior.

The Administration also recommends the deletion of 2 Senate provision that would
gradually raise the age requirements for elderly poor applying for 58I from 63 (o0 67, parallel
with the rising age requirements for Soctal Security. The apparent consistency of this change
masks an important difference between these twe programs: Social Security recipients can retive
early and get benefits, and most do so, but there is no early eligibility age for §§1. This provision
was added at the last minute without adequate public scrutiny and debate, and should be drapped.

BENEFITS FOR NON-CITIZENS

Both the House and Senate bills go too far in cutting benefits to fegal immigrants, and
shifting costs to States with high numbers of immigrants. The Administration supports
holding spoasors who bring immigrants into this country more responsible for their well-
being, but these changes should be made equitably.

The Administration sirongly opposes the Senate provigion that would discriminate
against U.5. citizens by denying benefits to legal immigrants even afier they became
naturalized citizens. We cannot have two categories of citizens, and a provision that treats
naturalized citizens less favorably than the native born raises serious constitutional concerns.
Also objectionable is the Senate provision that would establish a class system for American
citizenship by requiring sponsors’ income fo exceed 200 percem of poverty, Working families
who are U5, ¢itizens should not have 10 pass a wealth test in order {o be reunited with a
family member. In addition, fairness dictates the adoption of the House provision that
exempts those over age 75 and those too disabled to complete the naturalization process from
benefit cutoffs,



Several further changes could make the legislation much more acceptable to the
Administration. Immmigrants who become disabled afier entering the country should be eligible
for SS1. The benefit restrictions in the Senate bill distinguish between imumigrants with and
without sponsors, This is a4 more sensible approach than the House bill, which bans virtuaily
all immigrants from receiving benefits. Benefit restrictions should not apply to discretionary

" programs and such mandatory programs as student loans and the Social Services Block Grant;
the administrative burdens on these programs of verifying everyone’s citizenship is significant,
andt the budget savings are negligible. Furthermore, & is important that the legislation clarify
that it does not call inte guestion the full participation of any child in public elementary and
secondary education, including pre-school programs. In addition, refugees and others who
came to the United States to aveid persecution should be given adequate time to naturalize
before being subject to benefit testrictions. Finally, the Administration has serious
reservations about the bill’s application of these provisions to the Medicaid program.

The overall budget cuts in both the House and Senate welfare reform bills far exceed
the level of cuts proposed in the Administration’s Balanced Budget Plan, For welfare reform
to succeed, it must save money by moving people from welfare 1o work - s0t by cutting
people off assistance, which will cost taxpayers much more down the road, or by merely
shifting costs to the States. Adequate resources must be provided to move families from
welfare o work. Excessive cuts will punish working people and their children « working
parents who need child care; families who work full-time, but don’t earn eacugh to ensurs
there's always food on the table; and low-income elderly Americans who have worked their
whole lives and shoulda't die hungry. The Admanistration strongly urges the conferees not to
pernalize work and punish children by accepting cuts deeper than the bipartisan Senate bill,

CONCLUSION

We have made great strides together in this welfare reform debate. Now Cengress has
an historic chance 1o reach a bipartisan agreement to end the current welfarg system and
replace it with one that is tough on work, tough on responsibility, and fair to children. A bill
that honors those values will be acceptable; a bill that is weak on work and tough on children
will not be. The Administration calls on the conferses to put politics aside and help give the
Amorican people a government that honors their values by making welfare 3 second chance
and responsibility a way of life,

Sincerely,

Alice M. Rivlin
Direcior
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IDENTICAL LETTERS SENT TO:
Honorable Thomas A. Daschie
Honorable Newt Gingrich
Honerable Richard Gephardt

£e: House and Senate Conferses on H.R. 4, Welfare Reform
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
wuw%ug&n,nx,xﬁn

Octobex 18, 13955

Hoaorabie Gerald B. H. Solomon
Chairman

Committes on Rules

U.S. House of Representatives -

* Washington, D.C. 20515

Doar Mr. Chairman?

1 am writing to transmit the A.dzmnismtm s views on the actions that &eHm:scmﬁ
1ake w comply with budget reconciliation instructions.

You should have no doubt about the President’s position: If reconciliztion legislation
were sent to him with the extreme spending cuts and huge tax culs called for in the budget
resolution, he would velo the bill. The President has stmsscﬁ the mpcmﬁcc of finding
common ground with (bngmss on a budget plan that will best serve thc interests of the
American peuple.

As you know, the President shares the goal with wnmsienaz Jeaders of balancing .
the budget. But, as the President and his senior advisors have repeatedly notsd, the

Administration has profound differences wzth the overall approech that Congm has adopted |

to reach that goal:

® The President’s p!an. The plan, which the ?mszdcnt, announced in quzc would
protect Medicare until 2006 and retain Medicaid a5 an entitizment; invest in cducation |
and trzining and other pnontxcs and provide for 2 fargeted tax cut to help
middle-income Americans raise their children, save for the future, and pay for

postsecondary education, A

To reach balance within 10 years, the Presideat would eliminatz wasteful spending,
streamline programs, and end unneeded subsidies; take the first, serious steps joward -
hezlth care reform; reform welfare to rewand work; ot son-defense discretionary
spending (other than the President’s investments) 22 percent in mal terms in 2002;
and target tax relief to those who really need it

& The Republican ;:’tzn. The Republican plan — as.reflected in the committes’s
reconciliation provisions and earlier congressional budget actions ~ would reach
balance in seven years, and, at the same time, provide a huge tax cut whose benefits -
would flow disproportionately to those who do not need them.

L
-l
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To reach balance wnder thosc circumstances, the chabhcan plan m‘auﬁd cut deeply
into such mandatory Prograrms as Medicare, Medicaid, student loans, food stamps,
and foster care, and would saise taxes on millions of working families by slashing the
Farned Income Tax Credit (EITC). By extending ﬁwdxsc::wmarycaps at GOP-
proposed levels, the Republican plan would force deep cuts in virtally all

discrmionary programs, including education and training, scieace and technology, and
other investments that would hcip raise gverage lving standands.

‘The President helieves strongly mmemw:eﬁmmammwmm
that Americans share, the Republican plan reflects an extreme and unwise approach that will
hurt average Americans and help special interests. He has repeatedly wged Congress to
vmkwnhlummamarcmnahkpam thzxwillbcipmzscavmgehvmgmdazdsmﬂw
future.

The House B.cpzzbhc:azz plan unduly Surdeas Icss&« and middle-income Americans i in
order to finance tax cuts for the wealthy. Inmzzmzsnalyszs, we found that the proposes]
tax breaks for the wealthiest § percent of houscholds would give them annual benefits of $37
billion ~ almost as much as the plan cuts income and health coverage for alt families with
children, In fact, the 20 percent lowest-income familiss with children will cach lose an
. averzge of over 81,500 in income and nearly $1 ‘?ﬁ@ in health benefits, This is not shared -
sacrifice, .

The Rzpub!mn majority, homvcr, has shown htﬂc inclination to move to 2 more

. responsible path, The Ways and Means and Commerce Committecs, for instance, bave
passed deep, unwarranted cuts in Medicare that would raise costs for beneficiaries and
sharply cut payments to providers, jeopardizing access to, and the quality of, care. In
gddition, Commerce would convert Medicaid into a block grant and limit its anpual growth.
The Urban Institute estimates that even if states could absorh half of the cuts by cutting
sarvices and provider payments, they would still have to drop coverage for 8.8 million
people in fiscal 2002, including 6.3 million adults and children in families, 900,000 seaiors,
and 1,4 million people with disabilities. Furthermore, the Commerce Committee would snd
standards needed to protect residents of nursing homes, eliminate spousal impoverishment
protection, and not ensure wvcraga for even the most vulnerable Americans — poor children
under 18,

The Republican tzx plan harts working Amegicans. It would raise taxes on 14.5
million working families by cutting the Eamed Income Tax Credit (EITC), It wouldd cut
foster care and other child programs and turn them into block grants, potentially denying
wmﬁtstoneﬂdychi‘idm And itwmﬂdmakenamchangeswpcmmﬁmdw
mmm making it easy for companies t6 withdraw "excsss™ pension assets for their own

- threatening the retirernent benefits of workers and increasing the exposure of the
Pms’iaﬁ Benefit Guarenty Corporation, which guarzntees these beosfits.
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‘We understand that the Republican majority will place the Hox.m—pam welfare
reform bill in the reconciliation hifl. When added to food program and EITC cuts, the total
low-income cuts are excessive.  For welfare reform to succeed, it must save money by
moving people from welfare to work - not by cutting people off, which will cost taxpayers
much more down the road, or by merely shifting cosis to the states. The cost of excessive
program cuts in human terms —~ towrhngfam&m,famﬂmmﬁ;maﬁdulm
Iow-income immigrants, disabled ¢hildres, and the elderly recelving Supplemental Security
‘Income ~ would be grave. MAdMahmmmammammkMafww

coupled with strong programmatic reforms.

mmmmmmWMmgmawmmem
millions of studeats and their families, childres, the poor of all ages, and the eavironment, |

The Ecosomic and Educational Opportunitics Commitiee would raise college loan
costs 1o middie- and low-income students end parents. In particglar, the Commitize wonld
eliminate the suceessful Direct Student Loan program, thereby eliminating the 1,400 schools -
now participating in the program and more schools that have already applied to participate
pext year, These actions hurt middie- and Jow-income families, make the student Ioarn
programs Jess efficient, perpetuate unnecessary red tape and bordea on schools, and deny to
students and schools the frec-market choice of guarantend or direct Ioans. .

Az you know, the House Agriculture Commities did not meet its reconciliation -
instructions, demonstrating that the proposed level of cuts is too deep. At the same time, the
Administation has serious concerns with the House Republican leadership’s "Freedom to
Farm® proposal to reach the savings target, mmﬁaﬁy its effect on the federal safc«ty net fm:
family-sized farms. ,

The House proposal to d:smanzic the Commerce Department and create more unjts of -
goverument does not help 1o reinvent government, Quite the contrary, it will create more
government with less efficiency. Commerce houses some of the President’s highest-priority
tachnology programs, which ensure the nation’s future competitiveness and job growth, and
has 2 strong record of helping businesses, workers, and communities to build 2 stronger
ecopomy. The Administration glso opposes another aspest of the Commerce dismantlement -
~ the artificial consolidation of now-independent trade promotion and financing agencies into
2 larges trade bureancracy.

The House Resources Committes would open the Arctic National Wildlife Refuge
{ANWR) 10 oif and gas drilling, threatening a rare, pristine ecosystem, in hopes of
- generating $1.3 billion in federa! revenues - a revenue estimate based on wishful thinking
and oudated anulysis. Morsover, the potential for long-term damage o this biologically-rich
wilderness is simply o grect. The Administration, ms:caﬁ wppﬁrts effens zapromt&a
mfuge coastal plam permapeptly, - _
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Alze:aa}, the President has maﬁc it clear that e will veto any reconciliation bill that
includes Medicare and Madicaid cuts of the size that the budget resolution calls for.. Also, as
1 wrote to the House Resources Committee on September 21, the President will veto any

reconciliation bill that opens ANWR (o oil and gas drilling. But our serious concarns do not
cad with the specific veto threats that we have Issued. For the wide array of reasons
discussed in this Jetter, this bill remains ummmbkwmaﬁdmmmnmandwﬂm

© American peopls.

"This nation was founded o the dream that 21l famities should be given the
opportunity to improve their lives and the future of their children. The Republican plan
undermines that dream and promotes the wrong set of priorities for the nation.

Attached is a more dezailed review of our concers.

Although we bave major differences with Congress at this peint, we hope to wark
with you to find 2 commen path to balance the budget in 2 way that will improve the
mdar& of Jiving of all Americans, -

'Sizicez“cly,- ,
; ,
(e M.

Alice M, Riviin
pizmw

Amachments

Ideatical letter sent to Honorable John Jossph Mozlkdey,
Honorable John R. Kasich, and Honorable Martin O, Szbo
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Relorm Package

m&mmam&wwmmmﬁhﬁmmm@hgﬁmhwﬁ@mm
would be and the serious problems of the *Freedom to Farm® proposal, which the House
migjority likely will include in the rule. The *Freadom to Farm® proposal would effectively
mﬁzcxf&ynaﬁmkmpmmmpmwdemmhmmgfarmm Rather than
allow federal payments to adjust to changes in market conditions, &s they now do, “Freedom
to Farm™ wﬁdﬁﬁxﬁm@m&&&mﬁumwﬂdm,m&mcf
market conditions, This would have two negative resolts, First, farmers would receive
payments even if market prices are high. Slwhamdﬁzmms}edappm.swlabd
"Freedom to Farm® as “welfare for farmers,* which would come at the expense of taxpayers
whoshouldmhavcwmbacﬁchammwhmthcmmmmng Second, If market
prices fall, federal payments would not rise, as they do under current law. Family farmers
would have 10 absorb the Iost incose, creating a “rippls cffm of lost income for yugal
csmmumnes.

The House proposal would strike the wqum:mm{ that participants have crop insurance
— & major, rwently-enacwd reform. Combined with cuts in the farm safety net, this
proposal Likely would raise pressure to return to bzzdget»busuag, ad hoc disaster payments.
The proposal also would arbitrarily limit benefits to current participants. Similarly, the
proposal would limit the Conrservation Reserve Program (CRP) ~ the largest voluntary
conservation assistance program availabls to farm producers - to exigting contract holders.
- Even when current CRP participants opt out, USDA could not replace the 1ost conservation
acpes with more environmentally significant ones, as the Administration proposes.

Food Stamps ‘ '
* The House food stamp w%s‘a:eexm Over half of 21 recipients are children, over
z quarter live in households where someone is working, and about seven percent are elderly,

The Adminiciration mcng]y opposes cuts beyond the Seaate weifam bill's more reasonabie
level

The Administration strongly opposes the food stamp block grant cpﬁon: especiatly in
iight of cfforts to create gy AFDC block grant; 2 national nutridon program helps to put food
o the table for low-income families who may lose their cash-assistance. The Senate's food
stamps block grant option is considerably worse than the House's, as it allows up to 20
perceat of the block grant to go for non-food purposes and lacks the House's requirement

that states have an EBT system in place before opting for a block grant. The Administration

250 strongly opposes the House proposal to place an inflexible ceiling on food stamp
spending, If program costs exceed projections — as could eadly oceur if the economy
. wegkens in the next few years — benefits could be cut across-the-board,

BsYB
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Federal nutrition programs have pmduwé measursbly bettar health among the many
people who get food assistance. National nutrition standards and 2 funding mechanism that
lctsthaprogzmns expand to mee! greater needs in times of natonal or regional economic

hardship are esseatial to feasible welfare reform.

Child Nutrition and Womeg Infants and Chﬂdm {WIC) '
The House wclfaxe bill would combine child namtzon programs into biock: grants and .

| cut them by about $10 billion over seven years. This action would eliminate national

standands that guasantse children access to healthy meals at schools, and preclude an
effective response to economic downturus. The Administration strongly opposes the House

provision, pmmmmmwmgmimcgmyafﬁmkymmm

‘traditionally ejoyed broad bipartisan support.

Community Reinvestment Act (CRA)

The Administration strongly opposes any am;:zdmmts that would wezken the
Community Reinvestment Act (CRA), which requires regulated financial institutions to have

" 2 continuing acd affirmative cbligation 1o help meet the credit needs of thelr communities,

zncizzdmg jow-~ and moderate-income naighborhoods, consistent with safe and sound
operations. In rewriting the CRA regulatigns, federal banking agencies considered and
resolved the problems of the old CRA process; Congress should not amend the Act before
we can evaluate how these regulations are working. The Commitiee would exempt from
CRA financial institutions with assets of under $100 million, zad permit institutions with
assets of under $250 million to selfcertify under CRA ~ effectively zmmpmg 90 pcm:nt of
the pation’s banks and thrifls from the Act :

Federal Housing Act (FHA) Single-Family Assignment Program

The Administration appreciates the Committee's informal agreement to consider and
possibly substitute the proposed aliemative to FHA'S single-family assignment program - if
CBO scores its savings at or close to those estimated for assignment elimisation, The .
Committes's current pmsma would eimm\ate specizl ﬁ)rbmanw for delinguent FHA
homeowness,

Cmﬁy, FHA must allow up to three years® forbearance for certain homeowners who
experiencs financial hardship, Less than 15 percent of assigned mortgages ever become
current, however, and properties lose tremendous value during the extended forbearance
petiod. By eliminating the ascignment program, the povernment would avoid these losses.
"The proposed alternative ~ which also would eliminate the progran — would avoid the
Josses, but 2is0 aliow viable FHA homeswners tommammzhcxrhomﬁmugh times of
temparary economic distress, and save money by avoiding foreclosures thmugh the use of
Ioss mmmaﬁ tools that the private sector moray vses, ‘

TEEH
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Banking Insurance Fund (BIF)/Savings Association Insurance Fund (SAYF)

The Administration strongly supports the Commitiee’s astion to deal with the financial
problems of the Savings Assoclation Insurance Fund (SAIF), which would eliminate the
incestives created by a prembum differential botween SAIF and the Bank Insurance
Fund (BIF). The bill accomplishes that through & one-time special assessment on SAIF-
insured deposits and by spreading FICO payments pro rata over all FOIC insured

. jnstitutons. In addition, the legislation provides for SAIF's merger with BIF, which is

essential to assuring that SATF’s siruchiral vulnerabilities cause no further problems. While
the Administration supports an vltimate’ merger of the thrift and bank charters, the difficult
issues involved in the charter merger (including tax issues) should not interfere with
enactment of a comprehensive solution to SAIF’s financial probleaus.

Medicare

The Administration strongly opposes the megnitude of the proposed Medicare cuts
$270 billion over seven years. While Republicans say the cuts are needed 1o “save” the
Medicare Part A Trust Fund, only 2 fraction of the savings actually would go to the Part A
ust fund. Most of the cuts ~ $140 billion over seven years — are in Medicare Part B, none -
of which would streagthen the Part & trust fund, Of the $130 billion in Part A cuts, $36
billion would merely offset the trust fund losses threatened by House Republicans” actions of
earfier this year, Therefore, the $270 billion in cuts yield only a net $93.4 billion to :
strengthen the Part A trust fund and, thus, secure Medicare until 2006, This is the same
length of time that the President’s proposal would ensure the solvency of Medicare Part A,
making clear that the vest of the GOP Medicare cuts are designed 1o finance the GOP tax ¢cut.

Further, the Republican plan imposes $54 billion in new financial burdens on
beneficiaries in the form of higher Medicare Part B premiums. Most of this increase comes
fmmscngmch{edzm?aﬁBpmmwtomvaslSpemenwfpmgmmm This :
increase is excessive and does mﬁungtostrezzgﬂmths?mkmﬁmé In addition, some
higher-income Medicare beneficiaries will see their Part B premiums more than triple. The
proposal then compounds thess dirsct new burdens on beneficiaries by impasing many hidden
cuts that will force them, over ime, 1o pay much more for tixwlmlth care services,

For wcamp!z, the GOP’s new 'Muiicam?ias ‘pption acazally givas beneficiaries 1ess
choice. Though it promises 1o give beneficiaties free choloe betwesn traditional Medicare
and all the plan options under MedicarePlus, the legislation applies distinetiy unéven sules to
Medicare and MedicarePlus, making traditions] Medicare much less atiractive to providers
than hedicarePlus, These incentives, along with a provision that applies the *failsafe”
mechanisin of more cuts only to the traditional program, would reduce providers' willingness
1o serve benaficiaries in traditional Medicare, This will yestrict beneficiary chaice, not
enhance it. MedicarePlug, as the bill structured it, also would promote adverse risk selection
that could increase costs for the traditional program, The Administration does not support
efforts 1o use Medicare beneficiaries to experiment with untested cozchszs that could weaken

ﬁlcza‘og:am


http:benefieiarl.es

OCT-24~9% 19:47 FROM:OME ’ " tD. . pagE  as1a

‘The MedicarePlus *choioe” is also a bad one for beneficiarizs because they will Ioss
protecion from "balance billing,® whemby providers charge beneficlaries more than
" Medicare approves., Medicare permits no balance billing by hospitals and only Timited
balance billing by physicians, ModicarePlus plans, however, will widely permit it.
Providers in fee-for-servics MadicarePlus plans will be able to charge patients whatever they
want. The same will be trus for patients electing the catastrophic or medical savings account
MA}pMMfc:mmmﬁmmqmmmmmwm
- outside of the plan — even if the plan authorizes such care. Given the very tight caps that
this bill would impose, provider pressures to balance bill will grow, If providers begin to
move to MedicarePlus plans to escape balance billing Lmits, benehiciaries will face the
@wofmmmmmmmwmmmmmmmmm
. domssandh@mismabhtamfwm ‘ '

%cAzIm&immmwopmmmwwmﬁdw&mitsuﬁmw
combat fravd and abuse. The GOP bill 2xiaxes critical rules that now outlaw kickbacks and
mmmdmmmmdwmﬁgmwmmmeganQmmmdm
These provisions, which CBO has determined will coxt Medicare over 31 billion from 1934-
2002, could harm the quality of bepeficiary care, offset the savings frotn efforts to fight
fraud and abuse elsewhere in the bill, and fusther bu:&m law cnfamcmmt efforts 1o combat
hca!:hmﬁzadaadm

Medicald

‘The Admzmmm strongly opposes both the magnitnde of prcpos&d Medicaid cuts ~
which would reduce federal payments to states by $182 billion, or 20 percent, below current
law - and the conversion of Medicaid into a block grant. By 2002, these cuts would amount -
to 2 30 percent reduction below CBO’s estimate of the cost t0 maintain curfent services. To
Teach these savings, per cupita health care spending growth under Medicaid would have to
fall to an average of 1.4 percent e year over the next seven years. By contrast, per capila
spending in the privaie Mrispwjm to grow by 7.1 percent 2 year during this pesiod.
Consequently, States will have to raise taxes or sharply reduce coverage. The Urban .
Institute estimates that even if gates can absorb half of the proposed cut through greater

. cofficiencies, 8.8 million Americans, including 6,3 miltion adults and children in families,
900,000 sesiors, and 1.4 million people with disabilities, would lose coverage in 2002. |

thm. it comvertng Medicaid into a drastically smaller block grant program,
the Committes bill ends the guarantse of coverage on which millions of low-income families
" have depended. mbﬁszeﬂmm@mwmmmmm
President Reagan joined with congressional Democrats to enart in 1987, Curreatly, a person
maqulzfyfchuimzémmm&numhamammﬂmthnwimmmma
community being forced into poverty; the law proteets a basic level of income and assets, -
including the home and a ¢ar, for the community spouse. - If the protections are repealed, an
elderly wozmn could be foroed to impoverish herself and give up her bome or family farm
bcfmkahn&aadiaanmmghomm&dthfyforh&eﬁmzdmmm ‘ :

The bi%i also repeals protection for low-income Medicare beneficiaries mzéer Medicaid.
Cmmzly, these individuals are cligible for Medicaid assistance with their Medicare
premiums, deductibles, znd other cost sharing. An estimated 5 million Medicare
beneficiaries are efigible. The need was so great that congressional Democrats and

8
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chabhmns supported creation of the Quahﬁed Medicare Bencﬁﬁary {QMB) program, This
Jepislation was signed into law by Presideat Reagan and expanded in 2 subseqmz law szgwd
by Pmdcaz Bush,

mbmmsfmmgmqmqmmmmummmm
whatever standands they chooss. With an enormous cut in federal financial assistance, states
maynmbczblemaﬁordzﬁdxmiopandcnfmmda:dxmm&mghquahtyafm

- and quality of life.

The Administration is concerned that the Camnﬁmbinmhthcvmw for
Children Program (VFC), 2 100 percent federally-funded entitiement for Medicaid-cligible,
wminsured, under<nsured, and Indian children. Although the bill requires states to cover
{mmumizations for Medicaid-eligible children, thousands of uninsured, under-insured, and
Indian children would Jose coverags. Further, in mnvcru’ng Medicaid into a drastically
reducd bleck grant, federal funding dedicated to immunizing children would be reduced,
mgemaﬁamwm&m%mmfﬁclﬁ}ﬁmmmzmpmpcﬂy
imnunized for the initial, and mostcnmal doses of vaceine,

Privatization of the United States Enrichment Corporation (USEQ

The Admmzsaauon is pleased that both the House and Senate bills advance prospects
for seliing the USEL. Generally, the Adminisoation prefers the Senate version, although we
oppose Senate provisions that would transfer exclusive rights 0 gaseous diffusion technology
from the Energy Department to USEC. In addition, the Senate treatment of Russian uranium
provides a framework to balance antidumping concerns with the national security goal of |
purchasing Russian high enriched uraniom (HEU). But, to effactively implement the HEU .
deal, the initial Iimit on using Russian uranium in the U.S. should be raised to 4 million
pounds in 1998 (vs. 2 million pounds) and rriced by 2 million pounds per year.

Spectrum Auction

The Adminisiration is pleased that the Commitise has included legislation o raise fonds
from spectrum auction, although it views the Seaate’s spectrum language as praferable o the
Commitize’s. Unlike the Committee’s verden, the Senate provision provides for the
payment (from auction proceeds) of costs that federal agencies bear in migrating from one
portion of the telecommunications spectrum to another. This provision could be particularly
important for the Departimeats of Defense and Justice and the Federal Aviation
Adminisyation, We should not requirs agencies 1o absorb these costs in their discretionary

appropriations.
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Davis-Bacon and Service Contract Act Repeal

The Administration strongly opposes the Commitise’s pmposed repeal of the
Davis-Bacon Act and the Service Contract Act, Davis-Bacon requires federal contractors to
yimnywmaﬂmgwagﬁwwmwnéfarmmm mam,wrmﬂfpubhc
bmldmgscrpuhlicwm mmﬁaﬁmm@phmammﬂmgwaga
provigion for servics employses on federal contracts and subcontracts, ‘While
Admnﬂaﬁonw:efmofmﬁs«w amm&inmmwmnm
Act, would lower the wages of working Americans, <

Stadent Losus

;I'ta,. Committee would get slmost 60 percent of it $10.2 billion in savings by cutting
2ssistance to students and pareats, eliminating the Federal I)msmdmtrmn ngram and
threatening the delivery and integrity of all student aid.

" “The Pregident’s direct lending program has been 2 great success, saving :xxamzy and
increasing acoess 10 education, Thus, the Administration strongly opposes the Committea’s
proposal to climinate this program; it is very popular with the 1,400 institutions already in it
because it's easier to administer than the guaranteed loan program and gives students more
flexible repayment optians, including Income-contingent repayment.

The Administeation elso strongly opposes the Commitiee’s proposed end to the federal
subsidy of interest payments that Std¥ord loan mpzmts receive during the &~month *grace
period™; thess undesgraduate students” costs could rise as much a5 $700. In addition, the
Ammmmmngiyappamﬂm@mu&skminmmus Ioanmm;atc

The Committee further pmpcscs to cut by &0 percent the funding nmd@d for financial
menagement and the avoidance of fraud and zbuse in the guaranteed loan program.

Dismantling the Department of Commerce

The Administration strongly opposes the proposal to dismantle the Commerce
Department, which the Bouse majority has said it plans 1o include in reconciliation. The
proposal ignores the need for Jong-tzrm Job creation, continved investment in a sound
tecknology bass, & renewed nationn] export strategy, and environmentally sustzinable
ecopomic growth, In addition, the Congressional Budget Office estimates that the
dismantlemeat would cost $445 million for purposes of reconcliation, a cost that would
poove wastefol and counterproductive,

The Administration also strongly opposes the proposal to create 2 National Institute of
Scicnce and Technology, which would eliminate eritical civilian wechnology programs. Such
acton is unnecessary and ill-conceived, and ;eopardms the ULS. economy at a time of fierce
global compeiition. “The House proposal climinates the Advanced Technology Program and

10

-

11s1p


http:Departme.ut

LOUT-24-88 18.48 FROM:DMB - 1o PAGE 1458

the Manunfacturing Extension Partnership — pmgrams with proven results in the écveicpmmt
.and deployment of new twimo!agm. The House praposal alse eliminates vitl
environmental research activities (hat help guide economically sustainable environmentl

policies.

ﬁzwmmwﬂdnpmmypianwpmmd:pmmmmmmg
agencies ynder a proposed U.S. trade ageacy. For example, the Export-Import Bask, the
Overseas Private Investment Corporation, and the Trade and Development Agency facilitated
over $20 billion is U.S, business in fial 1995, Combining thess independent and efficient
agencies into a large bureancracy would stifle their focused and responsive approach to -
helping U.S. exporters. Moreover, iil-conceived budget radumnswthc:seagmwm

abomnxyﬁ,s.m

mmunwmemmwms{u foraym,&eﬁmsus
Burear to OMB; OMB lacks the staffing and resovrces to effectively manage the Bureau's
extznsive programs.  The Administration also opposes the transfer of the Burean of -

-" Economic Analysis (BEA) to the Bureay of Labor Statistics, thus separating Census and BEA
ferati&s%aywandmdmgmg&mthtyafdwmwsm&sﬁc& The proposed
reorganizatiin of these highly-integratedt bureaus would disturb their effective, integrated
functicning. ]

Civil Service Retirement and Federal Employees Health Benefits (FEHB)

Like the Agriculture Committes, this committes could not pass a reconciliation
package. The Administration views the federal employes benefit provisions that the
Chzirman described in his letter to Budget Chalrman Kasich as unfair and unwise, Those
provisions would foree federal employees to pay more for retirement and health benefits -
while cutting their retirement benefits, They also would cut employees’ benefits at a time
when we are reducing the number of federal employees and asking those that remain 1o
pmvﬁc&eﬁmicmpwﬂcuﬁ&aagwmmt%wmbemmd oosts jess,

“The Administration opposes the aon-germane proposal that wmﬁd prohibit the Office of :
Personnel Managemenz from requiring certain benefits or Ievels of coverage of plans that
participate in the FEHB. The proposal, says CBO, produces no government savings and
cauldmiscemp!oym presmiums. It also could launch a spiral of corupetition among
insumance plans @ attract healthy individuals, }caving those with chronic health problems
uaable to afford the coverage they zzeed This is unwise public pohcy :

Orgapization of Foreign Affairs Agencies

“The Committes's Jepislation would incorporate, by referenés, pon-germane '
Bouse-passed legislation (Dividon A of H.E. 1561}, about which the Administration has '
repeatedly raised serious objactions. It would reguire eliminating thres foreipn affairs
agencies by combining the Agency for International Devalopment, the Uniizd States
Information Agenty, and the Arms Control and Disarmament Agency with the Stats
Department, creating a mega-bureaucracy that would be unwieldy, costly, and ineffective. |
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Furthermore, this legistation would ‘ﬁgnlﬁcanﬂy m§mr the President’s ability to conduct
foreign affairs. The House majority should remove any such legislation from the
mmhaﬁozz Bill ;xm: o ﬁnﬂ action. |

HOUSE JUDICIARY.
 Patent and Trademark Office {PTO) Fees

 The Administration is concerned about the Commzmcspmposa} to extend thcpatmt
mmmmdwdmymwmwxmfmmmmweﬁmappmpnm

thasnotappmpn&dthcﬁﬁiammwffwmmwmmﬁmﬁri&
own use. This withbolding of fees increasss patent pendency and delays the deployment of
new chrology to the marketplace. The President’s budget supports the elimination of the
patwtmehazgzﬁmébcgmnimmﬁwﬂi%andthemsﬁﬂim. without

appropriation, to all fees.

The Administration is pleased that the House chose not to break with our servics men
and women by changing the method for computing military retirement pay, but instead chose
o allow increased sales from the National Mezzsa Stockpile 10 offset dﬁfmx mangdatory
program increases,

Arctic National Wildlife Refuge (ANWR)

As noted above, the President will veto any reconciliztion bill that opens the Arctic
National Wildlife Refuge (ANWR) 1o o1l and gas drilling. Exploration and development
activities wonld bring physical disturbances to the ares, unaceeptable risks of 0il spills and
poliution, and long-teym effects that would harm wildlife for decades. Moreover, the.
 esidmate that ANWR will generate $1.3 billion in federal revenues from off and gas leasing is
wisﬂﬁﬁthinking,bmgnp@mhdoﬂpﬁmmmeymZQOGofmﬁﬂp«bamw
even though the Energy Information Agency prediots prices will only be abowm $19. The
estimate alse falls to consider new geological information showing lower recoverable ofl -

. esimates and msmmaimsmmmmmim 90 percent efallmmue&--
not 56 percent, as the estimate assumes,

Sale of Power Marketing é.ﬁmmu;tratmns (FMAS)
The Administration applands the Committee’s decision to seii the Alaska Power'
Administration 10 current cusiomers. And though the Committee proposed sc!img the

Southeastern PMA, (S?E?,&), the Administration has concerns about the manner in which that
“sale would secur, \ _ ‘

12


http:pen:e.nt

-

DCT-24-9% 1880 FROM .OMB . 1D

Because the Commitiee did not propose selling SEPA to its current customers, the sale
would not pravide effective rate protection and avoid snwarranted rate incrsases. The

. Committer also called for the sale of physical facilittes now owned by the Army Corps or

Engineers (dams, Yocks, powerhouses, and related real estate) and would exempt the dams
mmgmwmnmmmlhm The Administration geaerally does not support selling
Iarge mulli-purpose facilities, such as large dams, but perhaps could support some such zsse?
sales if they have been tharoughly studied and includs terms and conditions that protect the
mmmmtmdmwhobawﬁzﬁmno&&pr@wmmasﬂwdmm

navigation, water supply, and recreation,
Hardreek Mining Reform

Aéﬁﬁmkmm that the Comxzzmcc’spropom! 1o yeform the
mﬁquawd 1872 hardrock mmingiaw would, in fxct, leave it largely inmct. Most notably,
the proposal retains ke notortons palenting provision whereby the govmt transfers
bilfions of dollars of publicly-owned micerals at fittle or no ¢harge to private inerests, The
proposed "net” royalty on proceeds from minerals production on federal lands has numerous
deductions and escape mechanisms, and would mise little if any money to compensals '

<mmymmﬁmd&zclmwofabmdmﬁm&&&mdm&ngwwmm

otherwise harming the cavironment. Moreover, the proposal actually weakeas the claim
holding fee by creating 4 number of new ways for claimants to escape the requirement 1

pay-

‘National Park Closure Proposal

“The Committee included language to set up 2 commission, sigslar ¢ the DOD base
rlosure comrmisdon, to recommend 2 kst of Interior Department-operatad national parks for
closure - 2 process that, potentially, would dismantle the nation’s national parks. Even after
the House voted 231-180 against this ill-advised proposal on September 26, the committee
included it in the mconcilzanon package, -

Endangered Spww A::k (ESA)

The Commitiee proposes to exewmpt certain federal agency responsibiliies to consult
‘with the Interior or Commerce Secrstaries on various agency actions likely to affect
threatened or etidangered species, S;;dmne:mptmnwﬁlwmm in some cases
Temove, agencies’ responsibilities to play a role in the conservation of threatened and
endangered spesies. The Administration strongly ob;acts to the bmad Tist of agency actions

-ﬂ%mmammmzmﬂém

m - " . . B

‘The Committes proposes to stop long-needed environmental reforms of grazing
practices on Federal lands by gotting regulations that the Interior Department issued after two
years of extensive public hearings, Congress should pot use the budget process ina

backdoor effort to stop the reforms.  In addition, the Committee would exe’:mpt key rangeland ‘

management decision from the National Environmental Policy Act INEPA), impose a
administratively cumbersome and unworkeble grazing franchise fes, and increase -
permit-bolders’ tenure on the land from 10 to 15 years. ) .
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Additional eoncerss with Resource Committee action:

© *The Committee has chosen to use the reconciliation bill as a catch-ait for a number of bad
policies, many of them haviag Little or nothing to do with balancing the budges,

e National Parks, Forests, and Public Lands Concessions — gives concessioners the
opportmity to eam performance incentives that would deter competition for
concessions contracts, and allows concessionsrs to continve to accumulate possessory

xm:;wszsinparkpmpm}"

* Ward Valley Land Transfer — authorizes the uaconditional transfer of federal fands
for 2 Jow level radicactive waste storage site, which the Administation mppcftsixz
 contept, but with no enviroumental conditions for the mxfer

@ Sale of National Fore:t Ski Aveas — tequires the sale of Jand within nafional forests
to existing sk area permit holders, and creates a new formula for detesmining the fees
that ski areas locaied on forest service land would pay o the federal government;

¢ Oil and Gas Royalties ~ includes a number of provisions that will make royalty
collection far more difficult and costly for the federal govemnment;

* Trona (Soda Ask) Royalty Cap —~ krmz:s royalzm % a lovel below s:m;.ia:r private
jand lsases:

# Surveying and Mapping - requires cohtracting out for United States Gwi&gicaz
Survey (USGS) services, diverting scarce resousees and producing no savings;

o Sly Park Unjit Transfer (CA) - exempts, from applicable environmental laws, the
transfer of these Central Valley Project (CVP) facilities from federal ovwnership,
costing federal revenues and setting a bad prmdmt for any future CVP transier;

& Central Utah Project (CUP) Prepayment {U‘I‘) authorizes a payment that, as
now wrilten, does got protect the govemment’s financlal interest.

e Central Valley Project (CVP) - City of Folsonx (CA) — authorizss the City o
receive CVP water af reduced water rates, producing no savings and, mﬁct,cesﬁng
federal revenues if the city uses project water; and

® Territorial Assistance — repeals funding for the Commonwealth of the Northern:
Mariana Islands (CNMI) Covenant and for the Interior Department’s territories
oversight and technical assistance, preventing the redirection of funding that the
Adrainisteation proposed and the Senate approved, ‘

14
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Veterans® Affairs (VA) Medical Care

The Administration is concerned bout the Committee’s proposal to raise, by 50
pcment, the co-payments that certain veterans pay for prescription medication that the VA

Along with the President’s strong oppositien to the size of the proposed Medicaze‘ms,

the Adminisiration has other serious conceras with the Commitize’s proposal. For 2 detatied -

explasation of its concerns, please see the discussion in the Commerce Comraittee section of
shis Jetier, :

‘Wellare Reform

‘We understand that the Republican majority will place the House-passed welfare .
yeform bill in the reconciliation bill, If Cougress can agree on a bipartisan bill that is tough
on work and fair to children, the President will sign real welfare veform into law and the
nation will be better for it. But if Congress tries to walk away from our common values
with a bill thas, Iike the Houss bill, is weak on work and tough on children, it will kill
welfare yeform, and the Administration will continue o purste welfamr&fnrm ﬁzmzxgh
wmommmama,maiﬂonmg&sxtngm :

“The Senate-passed version is an significant impmvmt over the House," It givws
States more adequate funding %o provide work and child care; requires states to continue their
firancial commitments; removes mandates such as the family cap and restrictions on teenage

mothers; rewards states for moving people (o work; preserves vital child nutsition and child -

protective services; aadgzmmamwamﬁngmqﬁmdmm&wgd FESOurces
" in an economic downturn. I the House majority chooses to include welfars reform bill in
Teconciliation, it should not only make thess very m‘zpormt improvements W the ﬁom bill
but also build on them in the following ways:

® Require of states a perranent and tighze:r maintmancc Qf financial effort.

& Provide states greater protection in 2 serious recession by strengthening the trigger
mechanism and Increasing mcmtofﬁmdsmmwmmemzemmgm
grant fund,

* Provide more child care resources; wsthczzt sufficient child care ﬁmding, welfare
reform will bc 21 enormous uafundeﬁ mandate on states.

15
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mmmwgyappmmmwwkmmfammaﬁcw
protective services, The House bill would dlock grant foster care, repeal the 1993 Family
Support and Prescrvation program, and create 2 discretionary block prast for child protective
services, Rather than profect children, the House’s changes o foster care and child
protective sarvices could put bundreds of thousand of them a1 increased risk of harm, This is
the wrong tims to walk away from abused and neglected children and those at risk.

Bengfus for Immmigrants

m&cﬁmmdmmbmsgomﬁrinmgmaﬁmwhgaimmm and
sh&mgwststostatmmthhzghnnmbmafxmmms The Administration
holding sponsors who bring immigrants into this country more responsible for their
wel-being, but Congress should make these changes equitably. The House bill bans benefits -
for over a million immigrants who are now earofled in SSI, Medicaid, or food stamps. The
Scnate bill’s benefit restrictions distinguish between immigerants with and without sponsors,
This is a mors sensible approach than the House bill, which eliminates benefits to virtually

all immigrants, -

The Administration strongly opposes the Senafe provision that would discriminate
against U.S, citizzos by deaying benefits to legal immigrants even after they became
paturalized citizens, We cananot have two categories of citizens. Egually eb;actzaaa&lc is the
Senare pzov;szon that would establish a class system for Ametican citizenship by wc;mmg
spoasors' income o excesd 200 percent of poverty, Working families who are U.S. citizens
should not have to pass 2 wealth test to be reunited with 2 family member, In addition,
fairpess dictates that Congress adopt the House provisions that exempt from benefit cut-offs
those over age 75 and those too disabled to complete the naturalization process. :

Several further changes could make the legisiation more acoeptable to the

Administration. Immigrants who become disabled afier entering the country should be able
1o get SSL Benefit restrictions should not apply to discretionary programs and such .
randatory programs as student foans and the social services block grant; the administrative”
burdens on- these programs of verifying everyone's citizenship is significant, and the budget
savings are negligible, In addition, refugees and others who came fo the U.S. 10 evoid

. persecution should get adequate tire o naturalize before being subject to benefit resirictions.
Finally, the Administration has serious reservations about the bill's applm&aa of these
provisions to Medicaid. , -

Disabled Children

Both the House and Senate bills go too far in the changes they would make to the SS1
children’s disability program. In general, the Administration favors the Senate provisions:
over the Hoese bill’s deep cuts, which go far beyond what's nesded to correct the program's
recent growth, The House bill would eventually pment nearly a million disabled gpplicants
who could be eligible under current niles from recedving cash assistance. We support the
bipartisan Senate decision fo continue to provide $51 cash benefits for all eligibls children.

"But we strongly urge Congress 1o reduce hardship o disabled children currently on S8 by
exempting them from thess new, stricter eligibility rules. If Congress applies these rules to

16
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current SSI recipients, however, the Administration recommends only applying them to
children eligible as a result of ma!adapﬁva behavior,

“Pension Asset Reversions

As the OMB Director wrote 10 Chairroan Archer on September 13, the Administration
MyWaWaﬁMWMpmwmmkmmwwm
withdraw “excess® peasion assets from an ongoing plan for their own use. The provision
defines "excess funding® as the amount that exceeds 125 percent of the peasion plan’s
current Hability, but vompanies can use actuarial assumptions that would leave a pension plan
underfunded if it is terminated (or if stock prices or interest rates fluctuate), Under this
pmMﬁwﬁmwﬁdmapmmmmmmmmcMnWw

yaypmsxmm

{:‘cm;mmw in fnancial trouble mgh{ hava incentives to transfer funds cut of pension
plans, thus increasing the #isk of foss for plan participants and for the Pension Benefit’
Guaranty Corporation. Such reversions alse risk 2 repeat of the pension raids of the 1980s,
when reversions helped fuel corporate takeovers and buyowts, Back thea, $20 billion was
wakea from pension plans, - By Congress's own estimate, the new revessions would total -
aboyt $30 billion, This short-sightad pmviswn nsh undermining our private retirement
sysem.,

" Health Benefits fer Retired Unionized 'Coal Miners and their Familles

A 1992 law requires coal mining companies to finance a health care amangement for
retired coal miners and their dependents. A Ways and Means-passed provision would
exempt certain companies from their obligation to pay for retirement health benefits for their
former mpioym, thereby threatening the solvency of the arrangement that serves. nearly
100,000 yetirecs and dependents. : J

Earned Income Tax Credit (EITC) ‘
The Administration strongly objects to the Wayz'; and Means proposal to cut the EITC

- by $23 billion over seven yeass, mising taxes on 14.5 million low-wage workers and their

familics, containing 17.7 million children, Indeed, these changes represent the antithesis of
welfare "refonm™; "i‘hcy would make work pay less, penalizing those who play by the rules.
“The bill would require taxpayers to include social security benefits in adjusted gross income
for purposes of the EITC, raising taxes on | million retired, widowed and disabled workers

- d.a

iasin

by an averags of $859. In addition, the bill would change the phase-out formula for families

with children, affecting all BITC reciplents with $11,260 or more of income. It also would
dwyﬁz;emm43mﬁhmvcrym*&mgcwm&mmhaﬁommmth qualifying
children,

The Admzmsara;ﬁm behevcs strongiy that Congress shculd not raise taxes on working
Tamilies to finance tax breaks for the weli-off. It should limit its changes to the eﬁmphancc,
improvements that the Administration has proposed. -
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Taxes

. The Administration strongly opposes the House tax cut; it is fiscally irmesponsible,
would make the tax law more complex, encourage fax shelters, and provide a -
disproportionate share of benefits to high-income families. The proposed tax cut by far
exceeds the $248 billion that the budget resolution specifiss, We do not knnw how the
Fouss intends to reach the budget resolution ia:gm. :

Even if reduced to $245 billion, ﬁ:cma::wauiéb&{armfatgt Ataz:mewhen
Congress seeks to save almost $1 tritlion to balance the budget, adding another $245 billion'
1o the deficit through lower taxes forces more drastic cuts in public services and benefits for
Tower- and middie-income families, Without this big a tax cut, Congress would net need the
drastic cuts in Medicare in the budget resolution, mclndmgﬁwznmmzzzpmmimfctﬁzc
ddeﬁyz:alimwmclw:is

Thcmwspmmwt&m&mwhonmdthmthc}m The neutral wst
recovery sysiem (NCRS) redoces corporate income 1ax revenues substantally and opens up
new tax shelfzr opportunitics, while the virtual elimination of the corporate alternative
minimum t2ax (AMT) will enable many profitable corporations to avoid paying any income

tex at all. The capital gains cut is overly genercus, disproportionately benefits upper-income
farnilies, will make the tax law more complex through the indexing provision, and will
encourage tax shelters, Overali, about 52 percent of the beasfits from the Houss tax
provisions will secrue o famities with incomes over $100,000 (the top 12 percent of
fazmlxcs) g _ ‘

The Administration also has serious cancerns about more speuﬁc pmvm:ms of the
House tax bill. For example, the Administration opposes the proposal to initiate federal
‘taxation of tribal revenues from Indian gaming, which would significantly reduce resources
avzilable to tribes for such vital government services ds health, education, welfare, and law
enforcement — now funded through such revenue, Furﬂxm, otber tax-exempt &r tax- - -
immune entities that conduct these activities (such as, churches or state governmerts) are not
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- EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C, 2000

THE IRECTOR

October 27, 1595

Konorable Daniel Patrick ﬁcynihan
- Ranking Member

Senate Committee on Finance
Washington, DC 206510

) g

Dgar Senator Moynihan:

Thank you for your letter earlier this wesk reguesting an
analysis on the impzact of the House and Senate welfare bills eon
children. ,In particular, you asked for our assessment of the
probable impact of the House and Senate bills on children

'entarinq or leaving poverty.

As you may be aware, nsarly two weeks ago wa raleased &
distributional analysis of the House committee-reported
reconciliation bill, This report included an analysis on the
impact of the reconciliation bill on families with children.
Attached for your consideration is a copy of thig analysis.

We are currently working with affected agencies teo devaelcp a
distributional analysis of the Senate reconciliation bill. '
Pursuant £o your reguest, we will include an analysis of the
impact of this bill on children entering or leaving poverty.

We expect thess analyses to be completed in about one week.
1 look ferward to sharing this information with you as soon as it
is avaxlabla* : :

Sincerely,

i
Alice M. Rivlin

Dirsctor

H

ZDENTICAL LETTER SENT TO HONORABLE DANIEL PATRICK MOYNIHAN,
HONORABLE SAM GIBEONS, HONORABLE BILL BRADLEY,
HONORARLE PATRICK J. LEAHY, HONORABLE E. DE LA GARZA,
HONORABRLE GEORGE MILLER,HONORABLE WILLIAM CLAY,
HONORABLE JOHN CONYERS, JR, ,HONORABLE BARDARA KENNELLY, HONORABLE
HENRY WAXMAN, HONORABLE HAROLD FORD, HONORABLE EDWARD M. KENNEDY
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Dexr Direcior Rivim

As you) know, we are qurrently mesting in conference coprio
between the Hovse and §opats verdont of wedfre tefoar Id
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- EXECUTIVE OQFFICE OF THE PRESIDENT
AT OFFICE OF MANAGEMENT AND-BUDGET
i . WASHINGTON, D.G. 2053

'??QE DIRECTON
Dccxc;nbef &, 1995

Honorable Sam Gibbons

Ranking Member. |

Committee on Ways and Means
2204 Rayburn House Office Building
U.5. House of Representatives
Washington, D.C. 20515

Dear Representative Gibbons:

We are pleased to provide you with a preliminary assessment of the potential poverty
effects of the confersnce version of the reconciliation bill, as well as an analysis of the
conference version of the welfare reform bill,

What iy Included in the Ana!ysf&?

The analysis considers the potential effects of the conference provisions on the movement
of children, families, and all individuals in and out of poverty. The following tables compare the

* potential effects of the House, Senate and Conference balanced budget and welfare plans on the

number of persens and children with incomes below the poverty line, and estimates the effects
these proposals have on the size of the poverty gap - a rneasure of how short of the poverty
thresholds a family's income falls.  The analysis estimates the impact on poverty at full
implementation, which will be reached in most program provisions by the year 2002,

This analysis iricludes two kinds of poverty tables. One uses the pre-tax cash definition
of income that the Census Bureau uses for the official poverty statistics. The other table
incorporates a commonly used altemative definition of income that is broader than the official
poverty definition and takes into consideration a wider range of factors relating to income. It
includes, for example, the effects of Federal tax policies {including the Earned Income Tax
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.

We also provide a table that addresses the sensitivity of these poverty estimates 1o the
technical avsurnptions on which the model is based, including baseline differences between CBO
and OMB, labor supply effects and an alternative State funding level, . However, many possible
alternative economic and demographic variables have not been modeled. In the long run, these
variables are among the most impontant determinates of welfare caseloads.



Methodology

The analvsis was performed vsing HHS s micro s;mulazwn maodel, ‘bascd on dats from
the March 1994 Current Population Survey.

Similar to the earlier analysis of the House and Senate bills, policy changes simulated for
the welfare bills include the impact on family income from proposed changes in AFDC, 88,
food stamps, child putrition, and child support programs. In addition to the impact from welfare
policy changes, we analyzed the effects on poverty of the entire reconciliation plans, including
federal emplovee pension contributions, agriculture subsidies, family 1ax credit, the EITC, as
well as the effects of appropriation actions for housing, labor and energy assistance programs.
Changes in government provided health coverage are not included, nor are there any ad;nstmen%s
for medical costs.

For a more detailed explanation of the methodology used in this analysis, please refer to
the attached earlier report “Potential Poverty and Distributional Effects of Welfare Reform Bills
and Balanced Budget Plans.”

Results of the Analysis

On November 9th, we provided Congress with a study assessing the potential poverty
effects of the House and Senate welfare reform proposals. This analysis illustrated that the
Senate welfare bill, using the altemative definition of incorne, could move 1.2 more children
inio poverty. The effects of the House version of welfare reform would have been even worse
for children ~- potentially moving 2.1 million more children into poverty, or .9 million more than
the Senate version. According to sur most recent analysis:

. the conference version of the welfare reform bill has a more serious effect on children
than the Senate bil] - potentially moving 1.5 million children into poverty using the more
comprehensive definition of income. This is .3 million more children than the Senate
welfare provisions would move into poverty. ‘

. when all of the congressional budgetary proposals that affect low-income families are
considered in addition to changes in welfare programs, the poverty effects of the
conference version of the reconciliation bill are only a shight improvement over the
Senate budget plan. The conference proposal could pmezma!!} move 1.6 million c}uldz‘en
into poverty - or {mi} 1 million Jess than the Senate version,

Potential Changes and Future Analysis
As you are aware, the legislation continues to be revised. Some provisions, such as &
food stamp cap, may be included in 2 stand-alone welfare bill. Since these provisions may have

aaditional poverty effects, they could alter the attached estimates,

2



We are currently working with affected agencies to develop a distributional analysis of
the conference agreement, similar to the analysis we provided for the House and Senate budget
plans. We look forward 10 sharing this information with you as soon as it is available.

Sincerely,

Alice M. Riviin
Director

- JDENTICAL LETTERS SENT TO HONORABLE SAM GIBBONS,
HONORABLE GEQRGE MILLER, HONGRABLE MARTIN Q. SABQ,
, HONORABLE HENRY A, WANMAN



Table £

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

tising & Comprebensive Post-Fax, PPest-Transfer Definition of Income

Simulates effeety of (yl implomentation in 1993 dojlas

Efeet of 1993 Changes Howse Dudget Tan Semate Bodget Plan  Conference Agreement
Entire Welfary Entite  Welfare Entire Wellare
Prior Law Currest Law flan £l Flan it Plas - full
Children Usler 18
Number in Povesty {(Mitkions) 10.3 166 12} 13 146 i.2 16 115
Change From Cunent Law . 23 r | R 1.2 is 1.3
" Paverty Rate {Percent) 155 44 126 £74 16.8 16.2 166 165
Change From Cuprent Law =~ 7 13 10 24 i3 22 23
Famities With Children . )
Wutber in Poverty {Millions) 13} 1.8 09 2056 9y 9.2 197 19.6
Change From Current Law 19 37 23 22 1% is
Poverty Rate (Percent) 116 1.7 14.4 143 13.8 13. 136 135
Change From Current Law 7 2.5 26 i35 1.8 18
Poverty Gap {Biltions) e 162 248 24.3 21.5 20.6 219 2.7
Change From Corrent Law 84 8.1 23 44 57 55
All Persons ' ' - ' '
Number i Poverty {Millions) - 29.5 28.1 328 321 e T anT 114 311
Change From Current Law 4.8 48 3.5 246 33 1o
- Poverty Hate (Percent) TOIny jog 126 12.4 {22 it 121 1.0
Change From Currert Law 1.3 1.6 3% 10 1.3 12
Povesty Gap (Bilions) 43.6 468 574 562 54.0 523 L Me 536
Change Frem Current Law 184 4.3 7.2 53 1% 6.7

dotes: The Cersuis Burexn publishes # lunily of poverty sististics using sllemative definitions of iticome, The definition of income dispiayed here fnehudes
the effeet of taxes Gncloding EITC), Food Stemps, hoosing progeams, snd schonl mesd prograsax. Changes in governmentprovided heelth COErRge wre fiot
ncluded, nor sre thers any sdjustments for rnedical dosts. Numbaes may not add duc to rounding,

* “fintiee Plen” refers fo recancitiation proposals ay well s lncome <ffects from sppropriation actions lor ixxzsmg. tabor, and :mxgy wsiytence pmgmw

- Boures: HHS'y mmimumiw medel, bascd on deta from Ihe Murch 1984 Currant Paputation Survey.



Tabie 2

THE IMPACT GF CONGRESSIONAL PROPOSALS ON POVERTY :
Under The Pre-Tax Money Income Definition Used Fer Official Poverty Statistics P

Simulates ofTeets of full implememiation i 1993 doliarg

Effect of 1993 Charsges House Budyet Man Senate Budpst Plan Confersnee Ageeement

Emtire  Wilfare Entirc  Wlfare Entire . Welfare
Prioe Law Lurrent Law Pian Bi#l Plan "Bl ) Plap Bitl
Children Under 18 . ‘ \ .
Nusuber in Poverty (Milfions) 15.5 15.% 16.0 169 15.8 15.8 15.8 15.%
Change From Cumrent Law 3.5 0.5 2.3 g3 63 0.3
Poverty Rate (Percent} 22.3 22.3 23.4 231 2.8 223 238 98
Change From Curvem Law - 8.7 8.7 .5 0.4 8% 0.4
Families With Children ‘ '
Number in Poverty (Miltions) 26,8 6.3 27.8% 215 272 272 1 - .1
© Change From Corsent Law 1.0 K 87 0.6 06 0.6
Poverty Rate (Percent) 183 18.) LT 9.0 18.8 188 188 18.8
Change From Current Law a7 0.7 4.5 0.4 a4 0.4
Foverty Gap {Billions} 416 416 506 506 418 46.9 £1.7 475
Change From Cament Law %0 X 5.4 5.3 6.1 59
Al Prrsons _
Number in Poverty {Mifions) RLE 383 198 39.9 . 394& 9% 296 395
Change From Current Law 1 1.} 8% g8 0.8 ng
Paverty Rate (Percent) 159 14.9 154 £5.4 15,3 15.2 15,1 182
Change From Currend Law 0.4 44 &3 0.3 8.} 0.3
Poverty Gap (Billions) 76.3 76.3 85.9 85.9 B9 2.5 836 . &Lt
Change From Cument Law 9.6 23 6.5 £2 7.3 . 62

Motex: The deBinition wsad for oificia! poverty statistics consts ofl cash income, but cxclides the effect of taxes (end EITC), Food Siamps, iwmlng pmm
. and ofher nexs-cash govemment sssistence progrens. Numbery maey not add due 1o rounding,

“Ersire Plan™ cofers 8 seconcilistion preopusels a5 wetl ae oo effects from appropristion actions for housing, fabot, snd energy mimm:e pwgmm.
Soomce: HHS's microsimufation model, based oo a1a ftom the Merch 1994 Current Population Servey.



Table 3

CONFERENCE WELFARE PROPOSAL: SENSITIVITY OF POVERTY ESTIMATES TO YECHNICAL ASSUMPTIONS
Using o Comprekensive Poxt-Tax, Post-Transfer Definition of lneome

Stmutates ¢ffects of futl implementaiion in 1993 dotfart

Optimistic h Peavimistic
Assomptions . Assumotions Modeled Agtompiions
States bnarease Benefi Two-Thinds of States Provide Child . ) ’
Funding: Incressed Economic  Dessfit Vouchers Aflar Tt Limis ' Mo Conservative  States “Race ¢ the Botfom™
Growth; wwdfor Non-Marital  CBO Paojection of Progear Giowtly, €80 Projeciion of Program Intermedinte iLabar Supply Effect sndfer Detrrased Economis
Hirth Rates Degline intesmadinty Labar Supply Effects  Girowh Unidder Current Lo Estimste © of Time Limit Growth ’
Children Under 18 ‘ ‘ .
" Number in Puverty (Millions) a7 112 1.3 1.5 1.7 321
Change From Comrent Law 3% 12 1.3 | 8. .7 . 1.7
Poverty Rote (Percent) 21 161 16.3 165 168 417
Change From Current Law 7 L7 . 1.9 2.1 2.4 2.7
Famities With Children )
Number in Poverty (Mitlions) 1.7 9.4 193 S X ] Y 17
Chenge From Currend Law 1 2.1 23 6 29 EA N
Poverty Rste {Percent) S 13.2 © 134 (3.5 137 +1
Chenge From Current Law 2.3 1.5 1.6 18 0 +1%
Paverty Gap (Billions} 1.3 ) 0.3 2.0 7 221 +1.7
Changs From Curreat Law 27 4l . L ¥ 5.5 E 5% +13
All Persona :
Numbes in Poverty {M:iimﬁs} -3 306 308 i ) 314 41
Change From Cutrent Lew 2.7 25 7 g K3 +15
Poverty Rate (Percent) ar . 1.5 i 120 ~ 21 SR
Changs From Corrent Law «13 1.0 %] B % B ) 1.1 7%
Poverty Gap (Bilfions) oz 322 525 836 T 540 +79
Change Frons Coirrent Law o A 33 58 &7 ’ bR ¥1.7

Netes: WCW Burees publiches u fiumily of poverty stntistics m?sg alternstive definttions of income. The defirdtion of intome dispieyed lers Intludey the effort of taxes {ncluding BITC), Food Stanps,
fousing pwgmm ans schoot meat programs. Changes in gowernment- provided heatth eoverage is not hcluded, nir 2ee there say sdfustmrents for medics! msfs

Seurce: HHSs mMﬂuMm mudet, based on data from the March 1994 Curment Pnpuwioﬂ Survey.
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EXECUTIVE OFFICE OF THE PRESIDENT
. OFFICE OF MANAGEMENT AND BUDGET
WAGHINGTON, [5.C. o

TIKE DIRECTOR

The Honorable Newt Gingrich

Spaaker of the House of
Representativas

washington, D.C. 20515

Dear Mr. Spaaker:

I am enclosing for the consideration of the Congress the
Administration's "Work First and Personal Responsibility Act of
1996," a comprehensive propesal Yo reforp the Nation's failed
welfare system. The President remains committed to working with

" the Congress to pass a bipartisan welfare reforn bill this vear
that honors the valuas of work, responsibility, and family.
This proposal will end the current welfare system by reguiring
work, demanding rasponsibillivy, strengthening familias, and
protecting children.

Under this legislative proposal, everyone who can work must
go to work, and no ons who can work can stay on welfare
indefinitely. This proposal replaces Aid to Families with
Dependent Children {AFDC} with s time-limited benefit
conditioned on work. It iwposes tough work regquirements and
time limits, including & lifetime linmit of five years for
receipt of welfare benefits. It gives States the means to
provide cbild care that is essential to imposing tough work
regquirenents and poving people from welfare to work. States are
given breoad nev flexibility to tailor welfare reforms to local
needs, but are also held accountabkle for continuing theiyr
commitment to move people from welfare to work. The proposal
permits adjusting to changing economic circumstances and
provides vouchers to maat the most basic naeds of c&ildran in
families whose benefits end.

The Work Pirst proposal demands responsibility as well., It
includaes the toughest child support snforcement measures ever
proposed. The proposal reguires minor sothers to live at home
and stay in school as a condition of receiving sssistance and
gives Stestes the option to deny additional benefits for
additional children born to parents who are on welfare.

The proposzl achieves significant savings by reforming the
Food Stamp and Child Nutritisn programs, while preserving the
national nutritional safety net. The Conyressional Budget
office estimates that these reforms would save almost $22
bBillion over seven vears through provisions such as counting
energy assistance as income and tough new program integrity
peasures to crack down on Food Stamp fraud. The proposal gives
States unprecedented flaxlbillty to administer the Food Stamp
program, with new work requirepants and time limits on able-
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bodied, childless adults. It continues to index basic benafits
with inflation, better targets food subsidies for family day
care homes, and makes other adjustments in the Child Rutrition
program. The proposal protects c¢hildyren by preserving the
schoel lunch program and important child welfare programs for
abusad and disabled children.

~ The proposal achieves substantial savings in other areas by
requiring sponsors who bring immigrants inte the country to be
held legally responsible for their financial well-bazing, and by
better targeting eligibility for childhood Alsabllity benefits.
It slec includes two provisions that are part of the recently
enacted Public Law 104~121. The first provision modifies the
Social Security Act Lo deny benefits o adultsg whe are on
Supplenental Becurity Income due to drug abuse or alceoholisa.
The second provision improves Program integrity measures through
expanded continuing disability reviews. The savings from these
enasted propogsals should be applied toward& the total savings to
ke achieved through welfare reform.

The Administration's welfare reform proposal redaces
gpending by $41 billion over seven years. This total includes
the §3 billion in savings resulting from the enactment of Public
Law 104~121 and reflects interactions with Medicaid praposals in
the President's FY 1887 Budget

I urge the Congress o act favorakly and sxpeditiously on
this important proposal. Welfare reforp is at the top of the
President's and the Nation's agenda. The Adnministration is
confident that agreement can be reached this year on bipartisan
welfare reforn Jegislation that igs tough on work and
responsibility and serves the interests of our Nation's
childrern. We look forward to wvorking with the Congress o
achieve this crgent national goal.

Sincerely,

m/;stﬁ_

Alice M. Riviin
Lirector .

Enclosure

Identical Letter $ent to the Fresident of the Senate



POTENTIAL POVERTY AND DISTRIBUTIONAL EFFECTS OF
WELFARE REFORM BILLS AND BALANCED BUDGET PLANS

Presented by the Office of Management and Budget
Prepared with the Depariment of Health and Human Services,
the Department of the Treasury, and Onher Agencies

November 9, 1995
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OVERVIEW

This report provides two analyses: (1) an analysis of the potential impact on paverty of the
House and Senate welfare reform bills and Senate Democratic sltermative, and of the House and
Senate budge! plans; and (2) an analysis of the gdistributional effects of the House and Senate
budget plans and a preliminary analysis of the Adminzstration's plan.

Today, millions of poor children are stuck in a welfare system that discourages work gnd
responsibility, breaks up families, and fails to move people from poverty to independence. Most
Americans. without regard (o party, sgree that we must reform welfare by imposing time limits,
requiring people 1o work, demanding responsibility from young mothers and fathers, and
strengthening families.

Over the past two-and-a-half years, the Prasident has saken executive action, encouraged
state experimentation, and spearheaded national legisfation 10 reform the nation’s falled welfare
system. He cut taxes for working Amencans by expanding the Earned Income Tax Cradit
(EITCY, which rewards work over welare 'he signed an Executive Order to crack down on
Federa) :rnp%z}yees who owe child support; he has granted 35 States the freedom to cxpmmcm
with injtiatives 10 move people from welfare to work; and he directed that Federal regulations be
strengthened 10 prevent welfare recipients who refuse to work from getting higher food stamp
_benefits when their welfare checks are docked.

Throughout the welfare reform debate, the Administration has calied for measures that
will maximize the opportunities for femilies to work their way off welfare and out of poverty, and
munimize the risks 1o children if they do not. The President endorsed the welfare reform bill
sponsored by Senators Daschie, Breaux, and Mikulski, which every Senate Democrat supported,
When that measure failed, the Administration warked with Senators in both parties to secure
impornant improvements in the final Senate bill. In letters to Congress on welfare reform and
budget reconciliation, the Administration has repeatedly calied for other improvements.

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

Despite the progress we've made, our work isn't done yer, Welllbe
working hard on this bill over the next few weeks 1o make sure the right
meentives are there 10 move people from weifare to work, to make sure
children are protecied, 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.



1n that spirit, this repert recommends:

. Maintaining and strengthening improvements in the Senate welfare reform bill:
Providing the ¢child care that mothers need 10 jeave welfare for work; requiring states to
maintain their financial effort; providing an adequate contingency fund o protect states
and families in economic downtums; giving states pzrfermance bonuses for transforming

" their weifare svstems to place people in jobs: preserving child welfare, Food St&mps and
child nutrition programs; and letting states decide for themselves whether to zmposa

policies like the family cap.

* Additional improvements in welfare reforn: Providing vouchers to children whose
parents reach the S-year time limit and cannot find work; and preserving the $50 child

support pass-through.

» A more balanced-deficit reduction plan: Rejecting efforts to cut the EITC; rejecting a
Medicaid block grani; and moderating cuts in Food Stamps and Supplemental Security
Income {881}

. A higher minimum wage: Raising the minimurm wage, as the Administration has
proposed, from $4.25 1o $5.15 per hour over two years. The real vaiue of the minimum
wage is worth 27 percent less than i 1979 and, if Congress does not raise it this ycar it
will be worth less than at any time in the Jast 40 years.

Done right, welfare reform will help people move off welfare so they can eamn a pavcheck,
not a welfare check. Done wrang, it will cause haem and fail to transform a broken system. With
House and Senate committees meeting 10 work out their differences on their respective welfare
reform and reconciliation bills, this report underscores the importance of working on a bipartisan
basts to build on the Senste's progress, not turm back toward the House legisiation.

Any serious plan ta balance the budget in the coming years will include some cuts in
programs that affect low-income Americans. We must make sure, however, that the cuts and
benefits in a budget plan are distributed equitably, and that program reforms are designed to
raward work and independence 5o that people can kft themselves and their children out of
poverty,

After ali, this year's efforts to balance the budget come after two decades of income
stagnation and rising economic inequality. Since the early 1970's, most Americans have worked
harder and harder just (0 stay in place; many have fallen behind. Al the same time, the g2p
between rich and poor has reached its widess pmnt since the govermment began 1o track it in
1847,

From the star, the President’s economic program was designed to address these two

" problems. The Administration worked with the last Congress to cut the budget deficit in order (o
increase national savings, freeing up capital with which businesses could invest and, thus, create
more hiph-wage jobs. While freezing overall discretionary spending, the Administration shified



public resources toward invastments in education and training in order 1o enhance the skills of our
future workforce, enabling them 1o compete better in the global economy. Because trade-reiated
jobs, on average, pay more than other jobs, the Administration opened new marksts across the
globe for U.S, goods. Because no working family should have 1o live in poverty, the
Administration sought to "make work pay” by expanding the EITC.

As the distributional analysis shows, both the House and Senate budget plans would-
exacerbate the trend toward rising income insquality; they would provide huge tax breaks for
those who den't need them and finance them with deep cuts in benefits to middie- and low«income
families with children, With the combination of tax, income and health bensfit changes taken into
aceount, families earrung under £50,000 would pay more while those eaming over $100,000
would pay jess. Familiss 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
maderate-income families with children. At the same time, it would targe! tax relief to working
families with chiidren. g

On poverty, in particular, this report includes two kinds of tabies. One uses the prestax
cash definition of income that the Census Bureau uses for official poverty statistics. The other
incorporates a broader definition that takes into account tax policies such as the EITC and near-
cash in-kind assistance, such 85 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 (o Farmlies with Dependent Children (AFDC).

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

below povernty.

These numbers, however, do not reflect some gains that the Administration's economic
policies have made in reducing poverty. For instance, they do not reflect the recent Census
Bureau finding that the number of peopie in poverty foll by 1.2 million berween 1993 and 1594,
nor the fact that Food Stamp rolls have dropped by 2.8 million sincc March 1994,

No one, of course, can prcdm the future of poverty with any precision. The
Adrministration’s poverty analysis is based on long-term projections for full impiementation of the
changes, which do not try 1o predict & pumber of important variables that far into the future -»
¢.8., job growth, marringe and birth rates, and the long-tarm behavioral i impact of & fundamental

change in the culture of welfare,

1f work-based welfare reform, tough child suppont enforcement, and 2 national campaign
2gainst teen pregnancy help promote work and responsibility and reduce births cutside marriage,
more people will lift themselves out of poverty and fewer will find themselves there in the first
place. If, however, we do not enact real weifare reform that moves prople fom welfare to work
and fails 10 reduce teen pregnancy ang slow the growing rate of bintbs cutside marnage, the
-declines in poverty of the fast two years will be rzvcrsa:i



POVERTY ANALYSIS OF THE WELFARE REFORM
AND BALANCED BUDGET PLANS

Changes in taxes 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 ine. The
poverty line was developed in the 1960's based on the amount of income estimated to be
nezessary for a family to sustain itself. It is adjusted annually by changes in the consumer price
andex, and varies by the number of children, elderly, and other persons in the housebold. In 1694,
the average poverty threshold for g family of four was $15,141, :

This analysis is complemented by the study of distributional effects and provides estimares of the
various welfare bills' and budget plans’ impacts on the number of people below the poverty fine.
The Office of Management and Budget coordinated an effort in which the Depariment of Health
and Human Services, with the assistance of many other agencies, used computer models to
produce these estimates of the poverty effects of various budger alternatives.

This analysis includes two kinds of poverty tabies. One uses the pre-tax cash definition of income
that the Census Bureau uses for the official poverty statistics. The other table incorporates 2
commeonly used alternative definition of income 1hat is broades than the official poverty definition
and takes into consideration & wider range of factors relating to income. It includes, for example,
the effects of Federal 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 proposzd changes in Meadicaid

and Medicare.

-

The following tables compare the potential effects of the House and Senate balanced budget plans
on the number of persons and children with incomes below the poverty ling, and estimate the
effects these proposals have on the size of the poverty gap — & messure 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 Democrstic welfare reform alternative,
which every Democratic Senator supported and the Administration endorsed. The snalysis
esiimates the impact on poverty at full implementation, whrch will be reachad in most prografn .
provisions ne ater than 2005, .

How should these results be interpreted?

A poverty study complements the distributional analysis that follows — but it cannot ps:o»'idc as
much information. There are savera! reasons why the distributional analysis provides a more
comprehensive picture:

. Estimating the change in the sumber of people below the poverty line does not necessarily
provide information on the change in individuals’ well-being - it only shows how many of"
those currently above the poverty line move below it. For example, a measure of poventy
status cannot show the significant impact of income loss on the rrzz%imzxs of families already

below the poverty line . '



. Esumating 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 who are 10% to
25% above the poverty line will not have an appreciabie effect on the poverty gap - but
will be highlighted by a distributional analysis,

. There is no commonly agreed-upon way to include in a poverty anslysis the effect of
changes in health coverage which are dramatic in both the House and Senate budget plans.
While the fost health coverage is included in the distributional analysis, it is not pan ef the

poverty analysis,
SUMMARY OF RESULTS
Progress since Janu ary 1993

The polities of this Administration have aiready reduced #ovcrry in Amerita and will help 1o
offset the potential impact on poverty of possible cuts that could be enacted as part of any effort
to reform welfzre and balance the budger:

Effect of 1993 chunges. The EITC and Food Stamp changes enacted in 1993 had a significant
impact on low income working families. At full implementation, these changes would move 1.4
milhon persons, including 0.8 million children, out of poverty under the post-tax, post near-cash
transfer definition of poverty. (See the first two columns in Table 1) The current House- and
Senate-passed budget plans would repeal significant portions of these expansions.

Economic progress. The Clinton Administration has cut the deficit in haif and expanded the
economy. The Census Bureau recently reported that in 1994 there were already 1.2 million fewer
poor people {inciuding 0.6 million children) than in 1993, under the more aom{m:hcasivc income
measure. Similarly, the Food Stamp rolls have dropped by 2.0 million people since they peakeé mn

March 1994,
Housr and Senare Welfare Reform Bills

Number of children in poverty. Under the broader definition of income, the House welfare
reform bill could move 2,1 million children below poverty, Improvements included in the Senate
bill cut that number by nearly half, 10 1.2 milion. The Senate Democratic welfare reform bill, on
the other hand, moves only 0.1 million to 0.5 million children below poverty’.

‘ariables not included in poverty analysis. 1t is important to put these sumbers in perspective.
Thc poverty analysis is based on long-term projections that do not artempt to predict 8 number of
important variables far into the future: effect of deficis méacnozz on job growtl; marriage and

Yrhese estimates of the Senate Democrsiic bill are preliminasy. The Senat: Demoenati: weifare reform bill s being
modelcd, but resulis e not ready yet. The poverty effects sre onsich smaller thas that of the bilis thet were passed bessuse i ensures
States bave sdequate funding for work programs and ohiid care; ensaney e childres can reosive vouichers for housing snd othee
needs afler their pareals resch the tene lima fof seeiving cash sssistance; ensures States ve sdequate funding for benefits regardiess
of the ecanomy, and has much smaller cuts in 531 and {ood programs.
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birth rates; and the long-term behavioral impact of & fundamental change in the culture of welfare.
If work-based welfare reform, tough child support enforcement, and a national campaign against
teen pregnancy succeed in promoting work and responsibility and reducing binths outside
marriage, more people will move thcnscivcs out of poverty and fewer peugie will find thernselves
there 1o begin with. .

House and Senare Budget Plans

Number of children in poverty. The House budgat plan could move 2.3 million childreninto
poverty, The Senate budget plsn could move 1.7 million children mto povcrry a5 many as 0.4
million as a result of deep cuts in the EITC.

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

POLICY RECOMMENDATIONS TO PEOM&&"E WORK AND
MINIMIZE THE IMPACT ON CHILDREN

Any éomprchcnsivc plan to halance the budget within the next decade will require spending cuts,
" some of which will afect low-income Americans, In its balanced budget plan, the Adnunistration
*has sought 1o make sure that cuts and benefits are distributed equitabiy.

-

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

The foliowing policies which the Administration has called for would significantly decrease the
potential impact on chiidren, and ingrease the prospect that peaple will bring :hezr families out of
poverty through work:

A. Maintain and Strengthen Improvements in the Senate Welfare Reform Bili

The Senate adopied a number of bipartisan improvements over the House bill that significantly
increass the prospects for peaple to leave welfare for work and reduce the risks that children will
‘be harmed. These include rejecting House provisions that would biock grant child welfare and
child nutrition programs and mandate the family cap and the cuteff of unwed teen mothers, and
mnstead adopting the following measures (o promote work and protect children:

’ Child Care. The poverty effects of welfare changes depend in large part on how many
people get jobs, In particular, welfare reform should provide the child care mothers need
so they can leave welfare for work, The House bill cuts child care funding. The Senate
increased child care funding by 83 billion over the next five years. But the impact of that
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improvement is not captured in this poverty analysis because the child care funding
increase in the Senate bill expires after the year 2000, (This analysis is modeled on &ull
implementation; generally 2002.) Making that incrsase in child care permanent would
reduce the poverty impact in two ways: by improving the prospects for recipients to feave
welfare for work, and by reducing the pressure on States 10 dwm money away from
benefits in order 1o pay for child care.

Contingency Fund and Maintenance of Effors. 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 Joan 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 requiremant. The
Administration has sought 10 maintain and sirengthen thesz improvements through a
tightly drawn, permanent maintenance of gffort provision and a contingency fund witha
maore effective trigger medhanism and a greater amount of funds in reserve. The
Administration and CBO project that the current Senate contingency fund will runoutina -
few vears even with 2 growing economy, 50 it should be strengthened 1o provide states
and farmlies greater protection in a seripus recession.

Performance Bonases, 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 guo. The House bill gives states a perverse incentive to save money
by throwing people off the rolls, and lets them count people as “working™ if they were
simply cut off welfare . whether or not they have moved into a job, The Senate added
performance bonuses for states with successful work programs, but funded them out of
the overall block gramt, Prowiding additiona! money for performance bonuses -« rather
than raducing 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 ask.

B. Other Iinprovements 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 weifare reform bill, which the
Administration endorsed, provided vouchers for children whose parents reach the S-year
time Hmit and cannot find work, Requiring or sliowing states to provide vouchers in the
amount of the child’s benefit after the time mit would reduce any potential impact by
ensuring that children receive adequate housing and other necessities.

Chitd support for AFDC families. Families on welfare currently receive the first $50 of
child suppon tha: their abscm parents pay. The House and Senate bills would eliminate
this provisien.



C A More Balanced Deficit Reduction Plan and Other Changes

A more balanced deficit reduction plan would leave children much better off than the House- and
Senate-passed budget phans. The overall budget cuts in the House and Senate welfare and
seconcilintion bills far exceed the level of cuts in the President's balanced budget plan.
Mpoderating these cuts and enacting the following changes wouid promote work and protect

childrer:

* Do not cat the EITC. The Fouse and Senate budget plans would undermine rewards 1o
work by cutting assistance to people who work - often at low wage jobs, The EITC
changes in 1993 led o a significant reduction in poverty, while the EITC cuts in the
Senate budget bill could lead 1o an additionai 0.4 million children moving below the
poverty line. Retaining the current EITC rewards work and reduces poverty. '

. Cut fewer current SST recipients from the rolls. The Senate bill would cut off 160,000
children currently receiving 551 The House would cut even deeper. Applying changes
only on a prospective basis would lessen the poverty impact.

» Mederate 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 ievels
suggested by the Administration would substantially reduce the poverty effects. In
addition, 1o ensure the continuation of the nutritional safety net, food stamps should not
be biock granted.

. Moderate immigrant cuts. Both the House and Senste bills go too far in cutting benefits
to lega! imemigrants, and shifting costs to States with high numbers of immigrants. The
Administration supports holding sponsors who bring immigrants info this country morz
responsible for their well-being, but these changes should be made equitably.

. Do not block gram Medicaid, While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points cut that they could have dramatic
impacts on chiltdren in jow-income familieg, far beyond the cuts in AFDC. Asthe
following distnbutiona! analysis shows, the 20% of families with children with the lowest
incomes would lose health coverage worth $1,199 (Senimte) to $1,271 (House). The
Administration’s plan, which rgjects a Medicaid block grant, schieves s balanced budget in
a more squitable way and minimizes the impact on children.

. Increase the mininuem wage. The Administration has proposed to increase the minimum
wage from 34,25 to 85.15 over two years. The real value of the minimum wage is now
27% below its value in 1979, Ifit is not increased this year, it will be worth less than at
any time in the Jast 40 years. This continuing decline in the real value of the minimum
wage makes it harder and harder for parents to raise their children cut of poverty and
makes it more and more difficuit 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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THE IMPACT OF CONGRESSIONAL PROPOSALS ON POXTﬁR’I”Y

Using & Compreheosive Fost-Tax, Poxt-Treansfer Definition of Income

Simulaze effoers of Ful) bvplementatio: i 1993 Buliars

Effect of 1393 Changes Houss Budget Pisy Seaste Budpet Plan  Senate Democratic

»
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The poverty effecty arz much mnsller i that of the billx thaet were prased becue it enwures Stades bave adecuate funding for work programe and child exre;
mesmmmmmmmmmwmmmmmww;mmmmmmMmu m&mabm
mmmr«mﬁuw&mm and has rmoch wsaller cuts in S84 sad food prograes. .
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Table 2

. THE IMPAC;I‘ OF CONGRESSIONAL PROPOSALS ON POVERTY

Under The Pre-Tax Money Income Definition Used For Official Poverty Statistics
Simuistes effoms of Rl inoplemeniation in 1953 doters

Effecs of 1993 Changes Houie Budget Plas Benate Budget Pian  Sennte Demoerstic

W Plap*
o Welfire Enire  Welfare Pt
Pror Law Cureent Law Pisn Hil Pian Rill
Children Under 18 .
MNumber in Povery {Millions} 1535 i85 i6.0 160 (333 153 153 o 187
Chenge From Cument Law G5 85 0.3 6.3 42 © 02
. Paverty Rate [Percen} 3 223 231 T 2.8 ns
Change From Cunend Lew A 0.7 ¢.5 D4
Families With Childzen . ;
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wecl oty peatetach povifseent E4HTLNAS prograems. umbert sy o0k #8d dus % rounding. ;
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* "These extimates of the Sensie Demonrsais i1l are peeliminary. The Senate Devmocratic welfuns reform B3 is betag modeied, bt results 4 pot ready yet,
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ensares that children onn eseive voschets for hosising wdmmmmuwm&ﬂmww&mmaﬁmm&mmw
mqumm;fwmﬁnnpmlmeﬁmmy wmmmmmmmmmm
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SENSITIVITY OF POVERTY ESTIMATES
TO TECHNICAL ASSUMPTIONS -

The following table (Table 3) shows how the estimates of the poverty effects of the Senate-passed
welfare bill vary under alternate techrucal assumptions. The point estimates included in the
compansan with other Congressional welfare bills and Heuse and Senate-passed ’buéget plans are
in the column labeled "Intermediate Estimate®,

Areas less sens:tzvt to technical assumptions. Estimates of the effects of the cuts in Food
Stamps, SSI, and the Earned Inzoms Tax Credit are not very sensitive to technical assumptions.
The effects of these cuts vary pnimaniy by the population growsh and economic assumptions that
underlie the estimate of the budget savings, where Administration and CBO estimates are similar.

Areas more sensitive to technicol essumptions. While a significant portion of poverty changes
reiated 1o AFDC are 8 function of Federal budget cuts, the toial AFDC estimate is rather sensitive
10 alternate assumptions, Three alternate technical assumptions have been modeled, alternate
demograghic and sconpmic assumptions have not been modeled. As the table shows, the
shiernate assumptions modeled show the Senate-passed welfare bill moving from 0.9 nullion to
1.4 mulbion children below the poverty fine.  If smaller deficits increase economic growth, States
increase welfare funding, or there is s decline in the numbers of out-of-wediock births, the effect
tould be considerably less than 0.9 million. On the other hand, if the Nation falls into a recession
or States "race 10 the bottom” to cut assistance, the effest could be considerably more than 1.4

million.
ALTERNATE ASSUMPTIONS THAT HAVE NGT BEEN MODELED

In the long run, economic and demagraphic variables are among the most important determinates
of welfare caseloads. Other than the differences betwesn Administration and CBO baseline
agsumplions, alternative economic angd demographic vanables have not been modeled. The
poverty effects are also sensitive 10 aliernative State funding levels that have not been modeled

¢ Economic Growth end Unemployment. An extended period of strong economic growth
- would reduce the poverty effiects. Since AFDC recipients usually have a harder time than most
finding and keeping jobs during a recession, and the Housepassed bill in particular has almost
no countercyclical protection, the poventy effects would be greater if unemployment rates
mncreased substantially,

s State funding for benefits.’ The estimates assume States maintain corrent State funding levels
for benefits until recipients reach the time linat, and then use the tme Lt savings to fund
work programs and child care. Poverty effects would be greater if States reduced their funding
in 2 "race to the bottom” and smaller if States increased th&zr funding to offset the losg af
Federa! doliars.

« Marriage and birth rates. Some recent changes in birth raies -~ such as the sudden increase in
the late 1980°s ~ were not predicted, and had a tremendous impact on welfare caseloads. If
work-based welfare reform, tough child support enforcement, and a national campaign against

il



teen pregnansy ¢an reduce teen pregnancy, out-ofvwedlock births, and/or increase marnage
rates, the poverty effects will be smaller. If cut-of-wedlock birth rates continue 10 grow and
marriage continues 16 decline, the poverty effects could be greater.

ALTERNATE ASSUMPTIONS THAT HAVE BEEN MODELED

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

s What effect does a time Limit have on employment? The base estimate for the Senate
analysis assumes that 40 percent of parents reaching the time limit will find some kind of
employment, The range of hours worked and wages receved reflects the predicted sarnings
for long-term AFDC recipients, based on the earmings of non-AFDC single mothers with
similar education, work expenience, number of children, and test scores.

The more conservative labor supply colunn of the table assumes that only 20 percent of these
parents find jobs, with most of those jobs being part-tirne, This assumption inereases the
number of children moved below the poverty line by 0.2 million. This assumption is consistent
with those CBO has used in sconing the welfare bills. {There is no data on which o base an
estimate of the number finding employment. No parent has ever reached a time limit in any of
the State weifare reform waivers that includes a time limit )

o What would AFDC look like under current law in 2002 and 20065? CBO's baseline projects
stower program growth under current law than the Adminstration's baseline includes. These
types of projections are inexact. Were CBO's program growth assumptions incorporated into
these estimates, the estimate of the number of children moved below the poverty line would be
0.1 million fewer.

» Whar do Siates do after the mandatory time limit? Waiver requests indicate that a number of
States will want 10 end assistance compietely when the time limit ends. Some States, however,
may choose 10 pay cash bensfits with State funds or provide in-kind vouchers. If States with
rwo-thirds of the national caseload provided housing and other vouchers worth the children's
portion of the AFDC benefit, the number moved below the poverty line would be 0.2 million
smaller, .

o -
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SENATE WELFARE BILL SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS

. Using » Comprehenyive Post.Tux, Past- Transfer Definition of Incoms

Simuisies +Fecty of Sl hnplesnentation in 1993 dollars

Orptmistic ) i Pessimdstic Apsuraptions
syumptiane Assumptians Modeied
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Sw« HHE s mirrosinmistion mede), Based on data from the March $994 Cumet Fopatation ‘Sumy
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DISTRIBUTIONAL ANALYSIS |
OF THE BALANCED BUDGET PROPOSALS

Both the Administration and the Congress have plans 1o balance the budget. The proposals are
similar in several ways: the plans eliminate the defici, provide tax cuts, and require spending
reductions. However, the plans are quite differemt in how they trear families at different income
jevels. By planning 10 vastly reduce benefits to middie and low income families with children
while providing substantial tax breaks to those with high income, the proposals passed by the -
House and Senate shifi the burden of balancing the budget to the most vulnerable famities —
families with children and low or no wages. In contrast, the Administration reaches & balanced
budget in 8 more equitable way by minimizing the impact of cuts on low and moderate income
families with children and 1argeting tax relief 10 non-weslthy working families with children.

WHAT IS A DISTRIBUTIONAL ANALYSIS?

This analysis complements the study of potential poverty effects by providing detailed estimates of
the various budger plans' impacts on families” incomes and health coverage. The Office of
Managemen: and Budget coordinated an effort in which the Department of Treasury and the
Department of Health and Human Services used computer models to produce these estimates of
the various budget aiternatives, Many other sgencies slso contributed 1o the analyses of the
provisions included in the budget plans. :

Unlike the poverty study, t?zis anatysis descnibes how the effects of these plans would be
distributed across families at & range of different income levels. It illustrates which income groups
will gain and which will lose under the various budget plans and estimates, in doliar terms, the
change in income for each of these groups. The analysis is based on fully-implemented policy
changes, and is presented in 1996 dollars.

WHAT IS INCLUDED AND WHAT 1S NOT INCLUDED IN THE DISTRIBUTION?

There are two components included in the distribution analysis. One component measures the
effect of the various tax plans on the after-tax income of households in different income brackers.
The other is 2 benefit component, which shows proposed cuts in programs such as AFDC, SSL
Food Stamps, child nutrition, housing assistance, snergy assistance, federal retirement bensfits,
and some health benefits.

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

14



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

RESULTS OF ??IE DISTRIBUTFONAL ANALYSIS

An znalysis of the effects of the Senate passed and revised House passed budget p%az'zs shows 2
dramatic imbalance. With the combination of tax, income support and health benefit changes,
families with income below 350,000 would lose while those with income $100,000 and over on
gverage would gain substantially.

Changes in Taxes

The Administration’s plan provides tax relief 1o middle income families while the Republican
Congressional plans target upper income families. One companson makes this clear, All three
plans - House, Senate and Administration - provide an average tax cut of $230 for families with .
incomes between $30,000 and 550,000, 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 would give
1o those with incomes $200,000 and above. The Administration plan provides three times as
rach tax reliel 10 those with incomes beoween 330,000 and 350,000 as it gives to those with
meomes of $200,000 and above.

Earned Income Tax Credit. While the Administration's plan would give some tax refief to all
wmcome 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 EITC. 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 $200,000 and over an average tax break of $3,416,

Reductions in Benefits Affecting income

Both the House and Senate passed budget plant have proposed very deep cuts in incoree 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.
While the benefit reductions in the Administration’s plan for families with income below 330,600
would reduce their aversge annual income by only $64, these same families would suffer 2 341!
ioss in income under the House plan, and 2 $252 loss under the Senate plan,

Worse yet, the deepest cuts passed by the House and Senate affect the poorest 20% of families
with chiidren {those at or below 121% of poverty). Their average income would decreass by
$1.549 (10.8% of ;ncom:} zmdzr the House plan and $823 per year (5.8% ol income) under the

Senate plan,

15



Reductions in Health Coverage

‘The contrast between the Administration plan and the House and Senate passed bills is even
sharper when.changes in health coverage are considered. The Administration plan wouid obtain
Medicare savings from reform of provider payments and, with respect 10 Medicaid, would reduce
disproportionate share payments and modestly reduce per capita payments. Medicaid wouid
continue as an entitlement, and coverage would continue for everyone who is eligible under

* current law -- with all poor children.covered by 2002, As a result of these policies, there are only
modest effects on families (States may reduce some optiona! services). In addition, the '
Adrrinistration plan would help people continue their health insurance when they lose a job that
provides it. Medicare recipients would see their costs drop, as provider payment reforms will
reduce co-payments. '

The Republican Congressional plans, on the other hand, will increase costs for Medicare
recipients and may end the Federal guarantee of Medicaid coverage for many low income
children, disabled, and eiderly. The House-passed bill would reduce annual health coverage by
3493 for the average household below 330,000 «- and 31,271 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 heahh coverage by 3456 for the average household with income below $30,000,
and by 51,199 for families with children below 121% of poverty.

COMFARISON OF TAX AND BENEFIT CUTS

While it s not entirely clear at what income leve] families on average are heiped rather than hun
by the Republicas Congressional plans, ont thing is clear — they hurt families below $50,000, and
heip those above $1 00,000,

Families below $20,666. The House-passed plan gives these families an average tax cut of 311
while cutting annual income and health assistance by $904. The Senate acrually raises taxes on
the average famuly in this income range, while cutting health and income assistance by $748,

Families between 336,000 and $50,600. The Administration and Republican Congressional
plans would 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 that
amount — $254 ~ and the Senate-passed plan would cut it more ~ $383. In addition, there are 2
ot of service cuts — such as education and traising - that are not included in the analysis.

Households 3160,660 and above. The House-passed plan would give these families an average
of $1,613 in1ax benefits, gnd the Senate-passed plan gives $1,642. At the same time, the Senate
plan would reduce these upper income families’ annual income and health coverage only $376, the

House plan even less — $155.
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 WHAT DO THE RESULTS OF THE DISTRIBUTIONAL ANALYSIS SHOW?

This study illustrates that the cuts in the Republican budget plane disproportionately affect low
and middle income families - especially families with children, This imbalanced impact is
especially stnking when looking at the cumulative tax and benefit cuts across different income
levels. An oversil picture of the House and Senate passed budget plans reveals that cuts in
benefits get deeper and deeper for families with lower and lower incomes. Alternately, the tax
breaks get larger 25 one goes up the income scale, For example, 20% of families with children
with the lowest incomes woukd Iose an average of $1,549 in annual income and 31,271 in annual
health coverage under the House budget plan - for 1otal benefit cuts of $2,820. Under the same
plan, families with income of $200,000 and over would receive an average of $3,26% in annual tax
breaks. So while low income farlies with children would Tose pver 82,800 in assistance, those
with high incomes would receive over $3,000 or more. '

These plans, if enacted, would further exacerbate 2 troubling 20 year trend toward an increasing
degree of income inequality. The resuits raise a fundamental question. Do we as a nation want 1o
conzinue an effort to reward work and raise the incomes of low income famifies? Or do we want
1o move in the other direction, by cutling benefits and by limiting the rewards for work for low
income families in order 10 give tax breaks to the people a1 the top of the income distribution?
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Tahie 4

Average Tax, Income, and Bealth Coverage Changes Per Household

House, Senate, and Adminisiration Balapeed Budget Pisny

-

. Enmily Bconemic Incorne

Beoefit Cuts Affecting Income
Less thas $30,000
$36,000 1 350,500
$50.060 16 $100.500
Cupr $100.500

Health Coverape Cuts
Less than $30,000
$30.00 50 855,000
$30000 0 $ 10000
Over $150,000

Total ncorme And Health Coversgr Cata

Less than $305.000
L3000 10 £50.000
$50,000 10 $100,000
Gver $100.000

‘Tax Benehta
Less thar $30.000
$30500 10 350,008
450,000 w0 $100,000
Over 3100000
Over 3200000
Top 1%

Fercentof  House Budger  Sensiz Budget  Administration
Families Plan Plan Plan
4% -$41} 5282 -$64
2i% -3iiz 357 ~$21
% -$70 -$92 522
12% -855 -§97 -$18
0% 5493 -$496 s
2% -$172 -$288 328
27% -39 -$16¢ 8
12% . S100 -$279 $32
40% -$904 -$748 542
2% £254 -$385 $7
1% -$150 3261 314
2% 3155 -$376 314
40% - $1t 453 $36
2% $25! $24% £25)
7% $648 $700 5403
13% $:,613 - 31642 $287 .
% 33269 33416 $82
1% - $542 $5,626 563

Rotss: Sex "Mashodology'” sactives of this paper for & deacriphios 6f the methodology and asmumptions aaed in the soalysis. ~

Family Ecoramic tncome {FET is » broad-heacd conoeps used in tax twkiiing st rardis household ineore by abwoiute dolisy
snunts, FEL i sonstricted by aiding 1o AGH unfeportaf and underreponed inoarme; TRA and Keogh seductions, puaazabie
wusler paymesis sueh a2 Social Semurity and ATDIC: employergrovided ringe beoefins; Enide duild-up on peasions, RAY,
Keoghu, snd fife Imrance; lax-exemg interest, and ropuied soms o6 swnteooxupiod howsing, Capital gaine e eompuiod on &n
sexrual basis, adiured for infistion (o the exaens reliable data wiow, inflationary tossos of Jenden are subtracted and Erims of
borrewers sre sddel Thers i alio xry ajustment for scocierniest depraciation of metorporals businesies. FET i showe on & family

rather Subn # 1ax fenen baiss. The soooonds icomis of sl overibees of & fanil

Escamyie sl 16 the distribeations.
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Table $

Aggregate Changes in Tax Benefits, Incomc, and Heshih Covzragc

. House, Senszte, apd Adminisiration Balsaced Budget Plans

By Income Group

Doliars in Biltions
Percentof House Buiget  SenateBudget  Administrstion
Family i Income Families Plsn Plan Plan
Benettt Cuty Affecting Income
Less than $30,000 4% B18.0 -$11.0 532
$30.004 10 350,000 il% 5218 -£2.2 -$0.3
$S0.000 w0 $106,000 7% -$2.0 - «$27 0.8
Over $106,000 2% 807 213 2302
Total 150% 5235 «$17.3 «34.7
Health Coverage Cuty
Less than $30,000 40% -$21.3 -$217 510
§30.500 10 850,000 4% -53.% ~$5.6 506
$30.600 15 5100000 7% 526 -$4.9 50.2
Over S100006 12% 03 £33 $04
Towsl 100% 5295 5369 523
Tota! Income Aod Healts Coversge Cuts
Less than 335,000 40% 5385 -$327 -$2.2
£38 D00 10 $50,000 21% «$6.7 -388. a1
$36.000 1o $100.000 2% F45 336 -$G4
Over $100,000 12% £20 350 $02
Totul 168% 3535 «354.2 324
© Tas Bepefits
Less than 330,000 400 $05 -$2.3 $ic -
£30.,000 to $56,000 2% $5.7 839 - $57
£30.000 1 3100,006 % S8R $204 $i3g
Gver $166,000 2% ‘ $iie - $230 38
Over $200,000 3% 55.) 595 $0.2
Top % , 1% 253 =32 301
Tota! | 100% 4.0 5488 $249

Notas: W“ﬁWW%WW{«MWﬁMWWM¢Wﬂm
WWWWWMQQW
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Table &

Tax Benelits By Quintile
fiouse, Senate, apd Administration Balanced Budget Plang

Family Economic : ‘
—lt0me Quintite . HouseBudpetPlan  Senwe Budget Plan | Adminisumtion Plan
Average Tex Benefits Per Family (o Dollars)
Lowest Si2 25 $12
Second $32 ST 57
Third ‘ - $242 $233 , $242
Fourth - 53 71, s
Highest . $1,340 $1.380 $396
Top 167 $1.752 $1.,7 $243
Top 4% $2.377 3416 3126
Top 1% 35,422 B A 7 363

Aggregare Tax Hepefits By lecome Group (o Billicss of Dollars)

Lowest - 503 -50.6 $0.3°
Second : 50.7 £17 $1.2
Thing ' $5.3 $5.1 55.3
Fourth $11.6 $12.1 $9.4
Highust $79.3 ’ $10.2 7
Top 10% $19.2 $15.4 $2.7
Top §4 $13.0 $13.2 $0.7
Top 1% : $3.9 . %62 $0.1

Notey: Sed “Methodaiopy* sectivn of Gis papar Tor e delialiion of femily stonotis o ks & daucripion of tha teethoduiopy
and azsumpiions wied in the analysis. Family sconemit income (FED tanka houscbolds baaed on dolisr income while sdjustad family
weome (AFT kes Tengly size inlo sccouad. Ax ¢ readil, guitsile whiey baaed o AFT and FEI sbould nol be addad togedher.
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3500 4.

S1.000 ¥

¥

s

Towmi Cuts Per F

$2.000 4

52,500 §

-$1.500 1

Low Income Families With Children Are Hit Hard By Republican Budget Proposals
Total Income And Health Covernge Cuts Affecting Families With Children

Lawest 20%, Second 20% Third 20% Fourth 2% - Highest 20%

‘ President’s
-Pian

iTause Budget Pian

Cuts In Annual Benefits and Health Coverage Per Family By Quintile (AFD)



Table ¥

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

Average Income and Health Coverage Loss Per Family By Quintile

Adiusied Famdly House Budget Plan

incomz Quinule Dol %.ellnsoms
Benafit Cuty Affecting Income

Lowest -$1.54%  -108%

Second -$630 2. 7%

Third 51483 £3.5%

Fourth 584 B.2%

Highest -£76 L.i%
Health Coverage Cuts

Lowest 1,271

Second ~$558

Thizd ~$181

Fowth -$80

Highest 550

Total Income and Hesith Coverage Cuts

Lowes -£2.820
Second -$1.188
Third £372
Fourth +3164
Highest ~5136

Senxte Budget Pian
Rellas  Hollnems

5825
$385

316G . -

-IRS
367

$1.,199
-$631
-$240
5118
-£1063

-$2024
51018
-$400
«$203
«$200

-5 8%

T 6%

0.5%
-0.2%
G.1%

Adminiration Plan
, ol Zaeliacome
-8234 «} 6%
-$114 0.5%
-$41 £.1%
220 £.0%
N ¥4 £.0%
-$82
17
$44
$i5
%3

5306
597

33
35

Notex: %Wkw!ym{%m&;f:&ﬁlm@dmﬂmmuiwc{ﬁwwm Theme remalty hecadd pot e |

adchedd 12 the Ggures in Table £ b
oaly Dmilies with chiidren, while 1able 6 inclidex a1 hostseholis.

thenes it inchude Inenity Kz In W randiinng Sacsons. Alss, this Wbl inciudes

Bae *Medndology” mesion of thin paper o & sescripivon of e wethodolory end ansamptions usd is e ecatysis,
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Table §

%

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

Aggregate Incomne and Health Coverage Less By Quintiie
Doliars In Biflions

Aéjmcﬁ Family

MWW&W%&W

Benefit Cuts Affecting Income

Lowest $116 562 $17
Second $45 %30 ' ~$4,9
Third -S4 312 -$0.3
Fourth 506 806 -$0.2
Highest w28 $08 S0
Totaf «$19.0 -$11.8 -$3.%
Health Coverage Cuts
Lowest -$8.5 -$9.0 -$0.6
Secongd 843 S48 5.1
Third Sid 51 $0.%
Fourth ~30.6 ' 80,9 - %3032
Totst «316.3 ~337.4 381

Total Income aud Health Coverage Culs .
Lowest 3212 $15.2 323

Second 9.1 $1.8 $0.7
Third - $28 $3.0 $0.0
Fourth 313 : 516 500
Highest St 316 201

Total ~$353 5292 -53.0

Poter: Adjueted farnily income (AFTS ke femilies Saned on twir ivoneme 5a o pavcent of te powery fine, -Mmsmahmﬁmbe
added io the figumes in Table 5 beouse faaly sconomiz oo doek not include miymmwmzm Tokals tuny not xeld
due 15 tounding.

Ker "Misthadalogy” sestion of tais paper for o descripuon of the mcthodology 58d sssumptions veed in the snalysis,
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METHODOLOGY

RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME

Ranking Households. There are two types of distributional analysis included in this document.
Tables whick inchide changes in tax benefits are based on Family Economic Income (FEI), which
does not include an adjustment for family size. Tables which focus on spending cuts affecting
famities with children are based on Adjusted Family Income (AFD), similar 1o analysis CBO bas
done in the past. Figures in tables based on FE] and AF! should not be added together, since they
do not rank famifies in the same way, In an FEI table, each quintile consists of 20% of all
households, ranked by absolute dollar income. An AF] table ranks families by their income as 8
percent of the poverty threshold for a family of that size. Since it adjusts for family size, AF]
places 20% of persons into each quintile, rather than 20% of fanulies. In addition, the definiuions
of income are not identical. T

Family Economic Income (FE]). Family Economic Income is a broad-based concept. FEI is
constructed by adding 1o Adjusted Gross Income unseported and underreported income; IRA snd
Keogh deductions; nantaxable transfer payments such as Social Security and AFDC; empioyer-
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 1o the extent reliable data allow, Inflationary Josses of lenders
are subtracted and gains of borrowers are added. Thers is also an adjustmen: for accelerated
depreciation of non-corporate businesses. FEI is shown on a family rather than a tax return basis.
The sconomic incomes of all members of & family unit are added 1o arrive at the family's
ezonomic income used in the distributions.

Adjusted Family Income (AFl). 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 under the House, Senate and Admindstration plans is estunated at
1996 income levels but assuming fully phased in law and long-run Behavior. The effect of IRA
propossls is measured a5 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, multiplied by the ratio of the sum of the present value of prospective capital gains
mndexing over 17 years 1o the sum of the present value of fully phased in indexing over 17 years,
holding realizations constant.  The effect on tax burdens of the ca;iizal gains exclusion in the
House and Senate plans and prospective indexing in the House plan are based on the level of
capital gains realizations under current law. Provisions which expire before the end of the budgct
period and provisions which affect the timing of tax payments but not liabilities are not
distibuted. The incidence assumptions for tax changes is the same as for current law taxes.
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MODELING OF SPENDING CUTS

This analysis estimates the impact of HR_ 4, the reconciliation bill, and eppropriations bills as
passed by the House and Senate. Provisions of HR. 4 that are analyzed include the AFDC block
gramt angd benefit prohibitions, immigrant provisions and changes to the S8 and Food Stamp .
programs. Reconciliation actions that are analyzed include changes to housing assistance,
Medicare, and Medicaid. A detalled list of the provisions that are included in the analysis follows.
The analysis also ingludes a preliminary estimate of the impact of policy proposals that are
included in the Admirnstration’s budget - which include changes to S8 eligibility for children,
Food Stamp program changes, immugrant provisions and Medicaid proposals.

The analysis focuses on changes in policy that will directly affect family income. It doss not
include the effects of changes in services provided, such as more difficult access 1o health care
services resulting from reductions in Medicare payments to hcaith care providers, or.reduced job
tra:m.rzg or Head Stan ﬁ.mds

‘l‘he goal of the study was to undenake s balanced analysis to obtain s credible, conservative
estimate. As with most studies this complex, involving numerous assumptions, it can be argued
that some aspacts of the assumptions overstate and others understate the impacts of the
proposais. Several factors and decisions have contributed to what, on balance, is 2 reasonsble
estimate. First, as described shove not all provisions are modeled. Second, the data do not
identify all persons who would potentially be affected by the program cuts, For example, the
_analysis assumes that none of the Medicars provider cuts sffect beneficiaries and the study
assumes that no states impiement the option to block grant food stamps. ‘T‘hcsc estimates do
account for imeractions between proposals.

Furt’hcrmorz:, the mode! makes relatively conservative assumptions regarding state maintenance of
effort 1 the AFDC and Medicaid programs and the labor supply responsé of persons who lose
AFDC benefits. The study assumes that states do not reduce state spending in response to the
block granting of AFDC. Instead, it is assumed that states, at first, follow the Federa! fead and
keep aggregare cash benefits at the 1994 levels implicit in the block grant. The study assumes
that later they reduce average benefits per housshold to offset any caseload growth, and retain the
savings resulting from time mits 10 fund work programs and child care. Under the Medicaid
block grant, State funds would be matched up to s Federal cap. The study assumes that States
would increase spending only enough to receive their full Federal aliotment (this assumption only
affects the estimate of the value of health benefits and does not affect the poverty rates).

The study also incorporstes 2 labor supply response to the time limit. For.estimating the effacis
of the House proposal, the labor supply response (i.¢. the subsequent work effon of persons who
lose benefits) assumes that 20 percent of cases denied AFDC because of the time limit will go 10
work part-time a1 & wiage rate equal to the median wage of women who formerly received AFDC
and then went to work. These assumptions are based the fimited skills and work experience, low
scores on tests of aptitude, and chronic health and other problems of these long-term recipients.
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The Senate assumptions, developed after the House analysis was completed, are based on the
waork of acadzmic researchers and the work efforts of single mothers whe don't receive AFDC
but have similar characteristics. The study estimates that more than 40 percent of long«term
welfare recipients will work &t Jeast part-time when they lose AFDC benefits due to the time himit,
The average sarmings for all recipients, inchuding those with no earnings, would be 34,700 per
year, and the highest ten percent would earn an average of 324,500 per vear,

The overall estimates in this analysis were obtained using the Department of Health and Human
Services' TRIM microsimulation model. TRIM (for JTransfer Income Model) is based on a
nationally-representative sample of the noneinstitutionalized U.S. population, the March
Suppiement 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 survey
data, TRIM computes income, benefits, and taxes for each person under current law, then
aggregates these individual amounts for U5, wotals. These current law totals can then be
compared to similarly computed estimates for the aliernative policies contained in the

Congressional proposals.

The tables that show impacts by income quintile and family type use 2 definition of income similar
1o that of the Census Bureau in calculating the official poverty count, but the definivon captures
more fully the effects of government policies. For these tables, most cash and near-cash income
as weli as taxes are counted when determining income. That is, this definition of income counts

ali cash income as the Census does, but 3dds the value of food stamps, schood lunches, the Eamed
Income Tax Credit (EITCY, and housing assistance and deducts from income ihc employee
portion of Social Security (FICA) and federal income taxes.

The tables compare the impact of the various plans with current law and show g singie-year
impact of the proposals as if they were fully implemented in 1996 d:}llars The following
proposals were included in each analysis:

ANALYSES OF THE HOUSE PASSED H.R 4

AFI)C
Deny benefils to non-citizens, with certain exemptions
»  Combine AFDC and related programs into & block grant and reduce spending, accounting
for both Federal and state reductions
Impose 2 S-year lifetime limit on AFDC receipt, with 8 10% hardship exemption
Eliminate the $50 child support pass-through
Deny cash benefits to parents younger than age 18 with children bom out-of-wedlock
Deny benefits for children born or conceived while the mother received AFDC

. % = »
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- 857 .
+  Deny benefits to non-citizens, with centain exemptions

«  Deny cash 35! Disability benefits to non-institutionalized childrery with some exceptions

Food Stamps

Deny benefits to non-gitizens, with certain exempnrm

Limit the annua! benefit increase 1o 2% per year

Freeze the standard deduction at 1995 levels

Reduce and freeze the excess shelter expense deduction at 1995 fevels |

Cournt state and local 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 $10 minimum benefit for small households

= ® W & £ & #*

Child Support
»  Ingrease patermty‘ INCTEAse t%;e establistument of support awards, and increase collsctions

szmnon Programs
«  Establish a schoo! nutrition block grant at reduced funding levels
»  Combine CACFP, WIC, and Summer Food into a single block grant with reduced funding.

ANALYSES OF HOUSE ACTIONS
Includes all the provisions of HR. 4 above plus:

- Housing

¢ Impose a minimum rent of $30

¢ Increase the proportion of income paid for rent from 30% 10 32% for Section 8

»  Reduce the Fair Market Rent from the 43th percentile rent to the 40th percentile remt

Euminaie new Section 8 cenificates

Medicare .
»  Increase pant B premiums from 25% of program costs to 31. 5% and eliminate the premium

subsidy for high income beneficiaries.
+  Reduce managed care benefits for beneficianes currently enrolled in HMO's

M edicaid
+  Eliminate entitlement and establish a block grant at rcziuccd spending to save $170 billion

hetween 1996 and 2002

-

. o bath the Longressional and Adminisention plens, the mnalyis sssumes a pcmmnz axtension of the Medicare Pant B
pressium ot 25% of program costs is pant of the bassline. No effects of extending it are included in the numbers. Undor current law

this ;mwm exmer afler 1994,
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Other Aciions
¢ Eliminate the Low-Income Home Energy Assistance program (LIHEAP}

«  Increase Federal employee contributions to pension funds

»  Reduce the pension benefits of future Federal retirees

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

s Combine several child care programs ine 8 biack gram and reduce spending

ANALYSES OF SENAIE PASSEDH.R 4

AFDC
+«  Lirny participation and benefits of non-citizens, with certain exemptions

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

+  Impose a S-year lifetime limit on AFDC receipt, with 2 20% hardship exemption

«  Elrunaie the 350 child support pass-through'

587
»  Deny benefuts to non-citizens, including current recipients, with certain exemptions

= Restnct SSI Disability benefits to children meeting the medical istings

Food Stamps
Limis participation and benefits of non-titizens, with ccnam exerptions

Reduce and freeze the standard deduction

Count all energy assistance received as income when dctcmzmmg chglb:hty and benefits
Reduce the maximum bepefit

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

Require smgle, childless adults to participate in work or training after 6 months of receipt -
+  Eliminate indexing of $10 minimum beneft for small households |

& & A #

Child Supporet
«  Increase patermity, increase the csmbhshmcm of support awards, and increase coliections

Nutrition Programs
»  Round down reimbursement rates and delay znéexatmn
¢ Lmplement & two-tier means-test for benefits in family day care homes.
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ANALYSES OF SENATE ACTIONS

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

I

Food Stamps :
s Reduce and freeze the standard deduction funther thanin HR_ 4

Housing
«  Impose s mindmum rent of $235 in public housing
e Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile rent

*  Reduce the number of new Section § cerntiboates

Medicare .

»  Increase Part B premmium to 389 in 2002

»  Eliminate Part B prenuum subsidy for high income households

«  Increase the Part B deductible to 3210 in 2002

»  Reduce managed care benefits for beneficiaries currently enrolled in HMO'S

Meidicaid
»  Eliminate entitlement and establish a block grant at reduced spending to save $172 biliion
between 1996 and 2002

Other Actions

" = Reduce funding for the Low-Income Home Energy Assistance program {LI}IEAF)

» Increase Federal employee comributions 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
- PRELIMINARY ANALYSES OF A?WIST RATION'S BUDGET

A%y ‘
= Tighten eligibility criteria for receiving SSI benefits,

Food Stamps
»  Redute spending while mmzmng the federal entitlement, § mcmasmg state flexibility and

cracking down on fraud, -

Child and Adalt Care Feeding Program {CACFE) Subsidies :
s  Target family day care home meal subsidies more towards fower income children,
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