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POVERTY ANALYSIS OF THE WELFARE REFORM
AND BALANCED BUDGET PLANS

Changes i taxes aud benefits proposed in the various budget and welfare plans will significantly
affect income. Some of these proposed changes will move people across the poverty ling. The
poverty line was developed in the 1960's based on the amount of income estimated to be
necessary for a family to sustain itself. It is adjusted annually by changes in the consumer price
index, and varies by the number of children, élderly, and other persons m the household. In 1993,
the average poverty threshold for a family of four was $15,141

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

This analysis includes two kinds'of poverty tables. One uses the pre-tax cash definition of income
that the Census Bureau uses for the official poverty statistics, The other table incorporates a
commonly used alternative defimtion of income that is broader than the official poverty definition
and takes into consideration 2 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 proposed changes in Medwaid
‘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 poventy line, and estimate the
effects these proposals have on the size of the poverty gap - & measure of how short of the
poverty thresholds a family’s income falls. The tables also show the separate effects of the
House-and Senate-passed bills welfare bills and the Senate Democratic welfare reform alternative,
which every Democratic Senator supported and the Administration endorsed. The analysis
estimates the impact on paverty at full implementation, which will be reached in most program
provisions no later than 2005,

How should these results be interpreted?

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

. Estimating the change in the number of people below the poverty line does aot necessarily
provide information on the change in individuals® well-bging -- it only shows how many of
those currently above the poverty ine move below it. For examyple, 4 measure of poverty
status cannot show the significant impact of income loss on the millions of families already
below the poverty line |



. Estimating the change in the poverty gap gives some information on how far below the
poverty line people's income moves. However, policies that affect those who are 10% {0
25% above the poverty line will not have an appreciable effect on the poverty gap -- but
will be highlighted by a distributional analysis.

* There is no commonly agreed-upon way o include in a poverty analysis the effect of
changes in health coverage which are dramatic in both the House and Senate budget plans.
While the lost health coverage is included in the distributional analysis, it i3 not part of the
poverty analysis.

SUMMARY OF RESULTS
Progress since January 1993

The palicies of this Adminisiration have already reduced poverty in America and will help to
offset the potential impact on poverty of possible cuts that could be enacted as part of any effort
to reform welfare and balance the budget:

Effect of 1923 chunges. The EITC and Food Stamp changes enacted in 1993 had a sigrificant
impact on fow income working families, At full implementation, these changes would move 1.4
million persons, including 0.8 million children, out of poverty under the post-tax, post near-cash
transier definition of poverty. {See the first two columns in Table 1.) The current House- and
Senate-passed budget plans would repeal sigmficant portions of these expansions.

Economic progress. The Clinton Admiaistration has cut the deficit in half and expanded the
economy. The Census Bureau recently reported that in 1594 there were already 1.2 million fewer
poor people (including 0.6 million chiidren) than in 1993, under the more comprehensive income
measure, Similarly, the Food Stamp rolls have dropped by 2.0 million people since they peaked in
March 1954,

House and Senate 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
hill cut that number by nearly half, to 1.2 million. The Senate Democratic welfare reform bill, on
the other hand, moves only ¢.1 million to 0.5 million children below poverty'.

Variables not included in poverty anadysis. 1t is important to put these numbers in perspective,
The poverty analysis is based on long-term projectians that do not attempt to predict a number of
important variables far into the future: effect of deficit reduction on job growth; marriage and

“These estimates of the Senate Democratic bill ars prefiminary. The Seaate Demosratic wetfsrs reform bill is being
modeled, but tesulls are not resdy vet. The paverty effects are seuch smadler than thet of the bils that were prssed because it ensures
States have sdeguate funding for work programs and child care; ensures that children san rective vouchers for housisg and other
soeds after thelr parents reach the tane limis for receiving cash assistanes, ensures Slates have adeguate funding for benefits cegardiess
sf'1he ecanomy. and has mueh smatler suts in 881 and food programs.
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SENSITIVITY OF POVERTY ESTIMATES
TO TECHNICAL ASSUMPTIONS

The following 1able (Table 3) shows how the estimates of the poverty effects of the Senate-passed

welfare bill vary under alternate technical assumptions. The point estimates included in the
ccmpanson with other Congressional welfare bills and H@use and Senate-passed budget plans are
in the column labeled "Intermediate Estimate”.

Areas less sensitive to technical assumptions, Estimates of the effects of the cuts in Food
Stamps, SSI, and the Earned Income Tax Credit are not very sensitive to technical assumptions,
The effects of these cuts vary primanly by the population growth and economic assumptions that
underlic the estimate of the budget savings, where Administration and CBO estimates are simifar,

Areqas more sensitive to technical assumptions. While a significant portion of poverty changes
related to AFDUC are a funciion of Federal budget cuts, the total AFDC estimate is rather sensitive
to alternate assumptions. Three giternate technical assumptions have been modeled; alternate
demographic and economic assumpticns have not been modeled. As the table shows, the
alternate assumptions modeled show the Senate~passed welfare bill meving from 0.9 millios to
1.4 million children below the poverty line, If smaller deficits increase economic growth, States
wcrease welfare funding, or there 15 a decline in the numbers of out-of-wedlock births, the effect
could be considerably less than 0.9 million.. On the other hand, if the Nation falls into a recession
or States "race to the bottom” to cut assistance, the effect could be considerably more than 1.4
million.

ALTERNATE ASSUMPTIONS THAT HAVE NOT BEEN MODELED

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

= Economic Growth and Unemployment, An extended period of strong economic growth
would reduce the poverty effects. Since AFDC recipients usually have a harder time than most
finding and keeping jobs during a recession, and the House-passed bill in particular has almost
* no counterzyelical protection, the poverty effects would be greater if unemployment rates
increased substantially, '

» State funding for benefits, The estimates assume States maintain current State funding levels
. for benefits until recipients reach the time limit, and then use the time limit savings to fund

work programs and child care. Poverty effects would be greater if States reduced their funding
in 2 "race to the bottom" and smaller if States increased their funding to offset the loss of
Federal dollars.

= Marriage and birth rates, Some recent changes in birth rates -- such as the sudden increase in
the late 1980's .« were niot predicted, and had a tremendous impact on welfare casgloads. if
work-based welfare reform, tough child support enforcement, and a naticnal campaign against
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teen pregrancy can reduce teen pregnancy, out-of-wediock births, and/or increase marriage
rates, the poverty effects will be smaller. If put-ofewedlock birth rates continue to grow and
marnage continues to decling, the poverty effects could be greater.

ALTERNATE ASSUMPTIONS THAT HAVE BEEN MODELED

Three variations have been modeled for the Senate welfare bill. No variations have been modeled
for the House bill. These vanations inchude;

s What effect does n 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 received reflects the predicted earnings
for long-term AFDC recipients, based on the earnings of non-AFDC single mothers with
similar education, work experience, number of children, and test scores.

The more conservative labor supply colums of the table assumes that only 20 percent of these
parents find jobs, with most of those jobs being part-time, This assumption increases the
number of children moved below the poverty line by 0.2 million. This assumption is consistent
with those CBQ has used in scoring the weifare bills. {There is no data on which to base an
estimate of the number finding employment. No parent has ever reached 2 time himit in any of
the State welfare reform waivers that includes a time limit)

What would AFDC look like under current law in 2002 and 20057 CBO's baseline projests
slower program growth under current law than the Administration’s baseline includes. These
types of projections are inexact, Were CBO's program growth assumpiions incorporated inte
these estimates, the estimate of the number of children moved below the poverty line would be
0.1 million fewer. '

What do States do after the mandatory time limit? \Waiver requests indicate that g number of
States will want to end assistance completely when the time limit ends, Some States, however,
Jnay choose to pay cash benefits with State funds or provide in-kind vouchers, If States with
two-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,
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Table 3

SENATE WELFARE BILL SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS

Using u Camprehenyive Post-Tax, Past-Transfer Definition of Income

Simulatey effects of fil) inplementatson i 1993 dollars

Optimnistic ) Pessimistic Assumptions
Assupinptions Assusptions Modeled
Stares Increase Henefin “Fwo-Thirds of States Previde Child
Funding, Increased Exvaomrsie  Bonefit Vourhers After Tirme Limig Mawe Conservative  Sttes “Race to the Sottony™
Crowih; andlor Non-hisriat CBO Prajection of Program Ocowly LR Projection of Program Itermediate Labor Supply Effet  and/or Decreassd Econoarie
Hirth Rates Dectine Intermadinie Laboe Supply Effets  Growth Linder Cursens Law Fesimaie of Fiene Limit Growth

Chitdren Under 18 ‘

Nugmber in Paverty (Millions} “E? 169 1.3 182 114 +2.7

Change From Cument Law 23 . 0.9 i3 L i4 +1.7

Paverty Rate (Percenty . 17 159 159 16.2 16.4 ¥

Change From Current Law 1.7 13 16 18 20 1.2
Families With Chiidren

Humber in Paverty {Millions) -1 187 8.9 197 19.% +33

Change From Cament Law -7 i? 1% P-4 23 +3.9

Povorty Rate (Persent) 20 128 . . 13.] © 133 13.5 +1.7

Chanpe From Cuspent Law .2 1.2 1.3 1.8 13 1%

Foverty Gap (Billions) F¥ 192 199 206 210 S &<

Change From Current Law -?1 in 3 4.4 48 +1.7 .
Al Persomy

Number in Povesty (Millions) 22 30.2 30.4 3.7 310 +2.9

Change From Cureent Law =22 R 2.3 . 23 6 9 +12

Poverty Rate (Pereent) 29 ne ‘ 1y s 119 12

Changs From Current Law N 43 0.9 1.6 1.3 +23

Poverty {3ap (Billions) -1 0.9 : 516 523 527 ¥

Change From Corrers Law R 4.1 4.8 5.5 5% +7.7

Motem: Fhe Cenans Bursay publishes a family of povey statistics using ahemative definitions of income, The definition of incouse displayed here includes te offiect of Laxes finciuding EITC), Food Stemps, housing
proprans, ans sohwol meal programs. Changes in government-provided bexlth coverage W not inchaded, sor are there any sdfustrunds for medical costs. Noembers may not sdd dat 1 rounding.

Source: HIS s misvosimulation model, based on data from the March 1994 Curremt Popudation Survey,
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DISTRIBUTIONAL ANALYSIS
OF THE BALANCED BUDGET PROPOSALS

Both the Administration and the Congress have plans to balance the budget, The proposals are
gimtlar in several ways: the plans eliminate the deficit, provide tax cuts, and require spending
reductions. However, the plans are quite different in how they treat families at different income
levels. By planning to vastly reduce benefits 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 shift the burden of balancing the budget to the most vuinerable families -~
famifies with children and low or no wages. In contrast, the Administration reaches a balanced
budget in a more equitable way by minimizing the impact of cuts on low and moderate income
families with children and targeting tax refief to non-wealthy working families with children.

WHAT 1S A DISTRIBUTIONAL ANALYSIS?

This analysis complements the study of potential poverty effects by providing detailed estimates of
the various budget plans' impacts on families” incomes and health coverage. The Office of
Management and Budget coordinated an effort in which the Department of Treasury and the
Degartment of Health and Human Services used computer models 1o produce these estimates of
the various budget alternatives. Many other agencies also contributed to the analyses of the
provisions mcluded in the budget plans.

Unlike the poverty study, this analysis describes how the effects of these plans would be
distributed across families at a range of different income levels. It ilustrates which income groups
will gain and which will lose under the various budget plans and estimates, in dollar terms, the
change in income for each of these groups. The analysis is based on fully-implemented policy
changes, and is presetited i 1996 dollars,

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

There are two components included in the distnibution analysis. One component measures the
effect of the various tax plans on the sfler-tax income of houscholds in differem income brackets,
The other is a benefit component, which shows proposed cuts in programs such as AFDC, 88,
Food Stamps, child nutrition, housing assistance, energy assistance, federal retirernent benefits,
and somae health benefits,

The study focuses only on tax changes and changes in programs that provide direct income -
support and health coverage to individuals and families. Therefore, the study does not include
some significant components of the budget plans now being debated by Congress that do not
affect income or health coverage. For example, the analysis does not include the effect of
proposed reductions in education, job training, transportation, and public health programs, or the
reductions in provider payments in the Medicaid and Medicare programs.
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A more complete explanation of what was measured and how the analysis was conducted is
included in both the distribution tables and methodology section following this discussion.

RESULTS OF THE DISTRIBUTIONAL ANALYSIS

An analysis of the effects of the Senate passed and revised House passed budget plans shows a
dramatic imbalance. With the combination of tax, income support and health benefit changes,
families with income below $30,000 would lose while those with income $100,000 and over on

average would gain substantially.
Changes in Tuxes

The Admimstration’s plan provides tax relief to middle income famihies while the Republican
Congressional plans target upper income families. One comparison makes this clear. All three
plans -~ House, Senate and Administration - provide an average tax cut of $250 for families with
incomes between $36,000 and 350,000, 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 350,000, and 40 himes 45 farge a tax cut as the Administration would give
te those with incomes $200,000 and above, The Admunistration plan provides three times as
much tax relief 1o those with incomes between $30,000 and 350,000 as it gives to those with
meomes of $200,000 and above,

Earned Income Tar Credit,. While the Administration’s plan would give some tax reliefto all -
mcome groups and mantain the EITC for warking families, the House and Senate passed plans
would increase taxes on lower income families through cuts in the EITC. The House-passed pian
would raise taxes on average for famihes with incomes under 310,000, The Senate.passed plan
goes even further, caising taxes on average for families with incomes under 330,000, while giving
those with income of $200,000 and over an aversge tax break of $3,416,

Reductions in Benefits Affecting income

Bath the House and Senate passed budget plans have proposed very deep cuts in income and
ather assistance programs for low income families, To balance the budget, improve efficiency and
encourage work, the Administration’s plan also includes ¢uts to low-income benefit programs.
While the benefit reductions in the Administration’s plan for families with income below 330,000
would reduce ther average annual income by only $64, these same families would suffer 2 $411
loss in income under the House plan, and a $252 loss under the Senate plan.

Worse yet, the despest cuts passed by the House and Senate affect the poorest 20% of families
with children (those at or below 121% of poverty). Their average income would decrease by

. $1,549 (10.8% of income) under the House plan and $823 per year {(5.8% of income) under the
Senate plan,
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- 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 would obtain
Medicare savings from reform of provider payments and, with respect to Medicaid, would reduce
disproportionate share payments and modestly reduce per capita payments. Medicaid would
continue as an entitlement, and coverage would continue for everyone who is eligible under
carrent 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 optional services). In addition, the
Admumsstration plan would belp people continue their health insurance when they lose a fob 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 gusrantee of Medicaid coverage for many low income
children, disabled, and elderly. The House-passed bill would reduce annual health coverage by
$493 for the average houssheld below $30,000 - and 81,271 for the lowest quintile of families
with children (those below 121% of poverty). The Senate-passed cuts are as deep -- reducing the
annual value of health coverage by 3496 for the average household with income below 330,000,
and by $1,199 for families with children below 121% of poventy.,

- COMPARISON OF TAX AND BENEFIT CUTS

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

Families below 330,606, The House-passed plan gives thege families an average tax cut of 11
while cutting annual income and health assistance by $904. The Senate actually raises taxes on
the average family in this income range, while cutting health and income assistance by $748,

Families between 530,000 and $56,000, 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 - $294 .. and the Senate-passed plan would cut it more - $385. In addition, there are a
lot of service cuts -- such as education and training -- that are not included in the analysis.

Househeolds $100,000 and above. The House-passed plan would give these families an average
of $1,613 in tax benefits, and 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 plans disproportionately affect low
and middle income families -~ especially families with children. This imbalanced impact is
especially striking when looking at the cumulative tax and benefit cuts across different income
levels. An overall picture of the House and Senate passed budget plans reveals that cuts in
benefits get deeper and deeper for famifies with lower and lower incomes. Alternately, the tax
breaks get larger as one goes up the income scale. For example, 20% of families with children
with the lowest incomes would lose an gverage of $1 549 in annual income and $1,271 in annyal
health coverage under the House budget plan - for total benefit cuts of $2,820. Under the same
plan, families with income of $200,000 and over would receive an average of $3,26% n annual tax
breaks. So while low income families with children would lose over $2,800 in assistance, those
with high incomes would receive over $3,000 or more.

These plans, if enacted, would further exacerbate a troubling 20 year trend toward an increasing
degree of income ingquality. The resulis raise a fundamental question. Do we as a nation want (o
continue an effort to reward work and raise the incomes of low income farulies? Or do we want
to move in the other direction, by cutting benefits and by limiting the rewards for work for low
income families in order to give tax breaks to the people at the top of the income distribution?
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Table 4

Aversge Tax, Income, and Health Ceverage Changes Per Household

‘H[{)USQ, Seuate, snd Adminitration Balanced Budget Plans

Prnily Economic Income

" Benefit Cuty Affecting Income
Less thes $30,000

30,000 to 30,000
$36.000:1:3100,000

Gver 100,000

Health Coverage Cuts
Less than $30.000
$30,000 15 $50,000
$30.000 10 $100,000
Over $100.000

Senate Budget

Totnl Invome And Health Coversge Cuty

Less than $30,0060
238,000 e $56,000
250,010 $100,000
Quer $100,008

Taz Benefils
Less than $3G.000
FI0000 10 $50.060
$40,000 10 $100,00¢
Qver $3100,000
Quer $200.060
Top i%

Percert of  House Budget Administration
_Families Plan Plan Plan
40% -$411 $252 -$64
21% S 397 424
17% -$70 -§92 522
12% -$35 $97 -$18
40% -$493 -$496 $22
21% $172 5288 $28
27% -$90 $169 $8
2% $100 $279 $32
4% -$504 -$748 $4%
21% -$294 $385 57,
27% $160 -$261 - $14
§2% $155 £376 $i4
40% $11 -$53 $36
21% £251 $249 $251
2% 3648 £700 £473
12% $1613 $1.642 $287
3% $3,269 $3.416 $82
1% $5472 $5.626 $63

Naotes: See “Methadalogy section of this paper for 2 deseription of the nwthadology and sssumplicns used in the 2nalysix.

Farnily Economis [acome (FET} o broad-based soncept used in tex modeling that razics housshold income by abaoluie dollar
ameunts. FEl iy comstructed by adding 1o AG] unreported and underreported income; TRA sod Keogh deductions; aontaable
sracsfer paymints such &5 Social Becurity snd AFDC, employer-pravided fringe benefits; imside build-up on pensiony, TRAY,
Keoghs, and life imsuramse; tax-xoempt interet, and impoted rent an owncpsocupied hoasing. Capital gains &re computed on an
acerupt pasis, sdjusted for inflation to the exsent selinbie datn allow, Inflationary kosses of lenders are subtraciod nod gatns of
berrowers are added, There i also an adjutment for accelerated deprociation of noncorporate lisinesser. FET i shown on » facnily
rather than 2 fax retism basis. The coonamic incomes of all members of 3 fzaily unit sre added to amive at the family's vovnoraic

income wsed in the dinribmions
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Table §

Aggregate Changes in Tax Benefits, Income, and Health Coverage

House, Senute, and Administration Balanced Budget Plans

Family Evonomic bcome

Benefit Cuts Affecting Income
Lexs than $30.000
$30.000 to $56.000
$£50,000 to $100,000
Over $100,000
Tatal

Heaith Coverapge Cuts
Less than $30.000
$£30,000 10 856,000
£30.000 10 $100,000
Qver $100,000

Total

By Income Group

Doflars in Billiops

Total income And Health Coverage Cuts

Less than $30,000
£30000 w0 350,000
£50,000 10 $360,000
Ovey $100,000
Toial

Tay Benefits

Less than $30,600
£30,000 o $35.68%0
$50,00 10 $100,000
Orver $100,000
Oiver fZﬂB,@O@
Top 1%

Totst

Perccizl,t)f House Budget  Seaate Budget Administration
JLamilies Plan Plan Plan

4% -$18.0 3110 432
21% -$18 -$2.2 -£0.5
2% -$2.0 -$2.7 -$0.6
Ra $802 243 302
Wi «$23.5 ~5$17.3 54,7
40% -$21.5 -3217 $1.0
2% -$53.9 -$6.6 305
1% $285 -539 £0.2
100% $29.5 -$36.9 $2.3
40% -£39.5 3327 S22
2% -$6.7 $3.8 $G.1
7% 346 41 -$0.4
% 329 $29 $0.2
150% 3530 «884.2 «52.4

40% 205 $2.3 $is -

2i% $57 357 $57
2% £188 $20.4 $13R
F2% $216 $22.0 5318
K $8.4 £8.5 §6.2
L $29 2.4 Q.1
108% $47.6 3458 8249

Notes: See Methadology" saction of this paper for the definitiva of family economic iscome and a description of the
methodology and assrngtions used in the analysis,
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Table §

Tax Benefits By Quintile
House, Senate, and Administration Balanced Budget Plass

Family Economic
Income Guimite House Budget Plan Senate Budget Phan Administration Plag

Average 'I'ax Benefits Per Family (Ia Dollars)

Lowest -§12 326 $i2
Second $32 577 157
Third $242 3233 $242
Fourth £330 $578 $430
Highest $1.340 $1.3%0 - $396
Top (0% $1,752 $1,774 $243
Top §% $2.377 52,416 $126
Top 1% $3.422 335,626 $43

Aggregate Tax Benefits By Income Group (In Bilions of Dollars)

Lowest : $0.3 $0.6 . 6.3
Second , . .7 -$1.7 $1.2
Third : £5.3 5.1 - £5.3
Fourth F11.6 ) §12.7 59.4
Highest £29.3 $30.2 $8.7
Top 10% 392 $154 $2.7
Top 3% £134 $:13.2 $6.7
Top 1% . %59 $6.2 8

Notes: S¢n "Meahodology” section of this peper fot the definition of femily economic incoms sad & descriprion of ihs methodology
#ad sssumptions vsed in the anslysis. Family esonoemic intome (FED oanki housebolds besed sa doller inmome while wdjusted family
scame (AFD skes family size inle account. AS w rosislt, gidotile ables based on AF] and FED ahowld a0 2 added together.
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v

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

Lowest 20% Second 28% Third 20% Fourth 20% Highest 20%

S{} JE——
~$300
-$1,000 't
o
5
i
% -$1,500 T _ |
é Senate Budget Plan ,
3
e
~$2,000 ¥
$2.500 +  }Bouse Budget Plan
$3.600 Cuts In Annual Benefits and Health Coverage Per Family By Quintile (AFT)
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Table 7

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

Average Income and Health Coverage Loss Per Family By Quintile

Adjusted Farsly

Hause Budget Plan
[neome Quintle Dellass % of tngome
Benefit Cuts Affecting Incoms
Lowest -§$1,549 13 8%
Secord -$610 2.7%
Third -£i91 -3.5%
Fourth 584 -3.2%
Highess ~$76 3 1%
Healih Cavernge Cuts
Laswvest -$1.271
Second, $358 -
Third -$181
Fourth 580
Highest -$50
_ Total Income 2nd Health Coverage Cuts
Lowest -£$2.820
Second 51,188
Third -$372
Fourth L8164
Highest 4136

Senate Budget Plan
Dxfiers % ofincomg
5838 5.8%
-$385 .1.6%
$180 B5%
S85 «(.2%
597 £.1%
$1,199
-$631
$240
113
$103
-$2024
-$1616
5400
-$203
5290

Administration Plan
Reollars e ollngome

-$224 «1.6%
-¥114 -0.5%
-341 L. 1%
-820 0.0%
-5id £ 0%

-$82
$17
$45
323

$5

5306
-307

Notew: Adivssed family income {AF]) ranks fmﬁi‘mw o ther inoomse &2 4 percent of Gre poverty Hine, Thess ragults thould not be

added b the Hgures in Table 6 b

farmity st

oty Benilies with children, wiile table 6 includes ali bovseholds

does not intlude farmity size I the ranking factors. Also, this table inclodes

Ses “Mathodalogy” section of this paper for & deseription of the methodslogy snd sssumptions used i the soalyis.
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TFable §

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

Aggregate Income and Health Coverage Loss By Quintile

Doliars In Billions
Adiusted Family
Income Quintile House Budgel Plan
Benefit Culs Affecting Income

Lonvest £i14 $8.2 -31.7
Second $4.8 -£3.0 309
Third 4 “$1.2 -$0.3
Fourth -$0.6 _ 236 -$6.2
Highest 506 BAIR RAVRY

Tota ~515.0 SiLR -§3.1

Health Coverage Cuts

Lowest -$9.3 -$90 $06
Speond ' -$4.3 ) 343 £C.)
Third $i4 1.8 $0.3
Fourth 506 809 502
Highest 203 =308 p31X(]

Tatat : 5163 %5174 $0.1

Total {ncome atd Health Coverage Cuts

Lowest 3212 -$i5.2 $23
Second 85,1 $78 T.30.7
Third $2.8 -$30 $6.0
Fourth $1.3 S8 £0.0
Highest RN S18 $00

Total L5355 -510.2 -53.0

Notzs: Adjuzted family ineome (AFT} ranks fanifics based on thedr lcoms: ks a pervent of the poverty Hine. Thess resulls should not be
added to the figures in Table 3 becasizs family sconomic incotne does nat include family size in the rankiog Pactors. Totals may not add
e to roucding,

See “Methodology™ section af his paper for » description of the methadology and susumptions used in e snalysis.
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METHODOLOGY

RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME

Ranking Households. There are two types of distributional analysis inchuded in this document.
Tables which include 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
farnilies with children are based on Adjusted Family Income (AFI), similar to analysis CBO hag
done in the past. Figures in tables based on FEIL and AFI should not be added together, since they
do not rank families in the same way, In an FEI table, each quintile consists of 20% of all
households, ranked by absolute dollar income, An AFI table ranks famibies by their income as a
percent of the poverty threshold for a family of that size. Since it adjusts for family size, AFI
places 20% of persons into each quintile, rather than 20% of families. In addition, the definitions
of income are not identical,

Family Economic Income (FEI). Family Economic Income is a broad-based concept. FEI s
constructed by adding to Adjusted Gross Income unreported and underreported income; IRA and
Keogh deductions;, nontaxable transfer payments such as Social Security and AFDC; employsr-
provided fringe benefits; inside build-up on pensions, IRA’s, Keoghs, and life insurance; tax-
exempt interest, and imputed rent on owner-occupred housing. Capital gains are computed on an
accrual hasts, adjusted for inflation 10 the extent reliable data allow. Inflationary losses of lenders
are subtracted and gains of borrowers are added. There ts also an adjustment for accelerated
depreciation of non-corporate businesses. FEI is shown on a family rather than a tax return basss,
The economic incomes of all members of a family unit are added 1o arrive at the family's
econonic income used in the distributions.

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

MODELING OF TAX CHANGES

The change in Federal taxes under the House, Senate and Adnunistration plans is estimated at
1996 income levels but assuming fully phased in law and long-run behavior. The effect of IRA
proposals is measured as the present value of tax savings on one year's contributions. The effect
of the prospective capital gains indexing proposal in the House plan is the fully phased in 1ax
savings, multiplied by the ratio of the sum of the present value of prospective capital gains
indexing over 17 years to the sum of the present value of fully phased in indexing over 17 years,
holding realizations constant,  The effect on tax burdens of the capital 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 budget
period and provisions which affect the timing of 1ax payments but not liabilities are not
distributed. The incidence assumptions for tax changes is the same as for current law taxes.
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MODELING QF SPENDING CUTS

This analysis estimates the impact of HR. 4, the reconciliation bill, and appropriations bills as
passed by the House and Senate. Provisions of HR, 4 that are analyzed include the AFDC block
grant and benefit prohibitions, immigrant provisions and changes to the S8I and Food Stamp
programs. Reconciliation actions that are analyzed include changes to housing assistance,
Medicare, and Medicaid. A detatled bist of the provisions that are included in the analysis follows,
The analysis also includes a preliminary estimate of the impact of policy proposals that are
included in the Administration’s budget -- which include changes to SSI eligibifity for children,
Food Stamp program changes, immigrant provisions and Medicaid proposals.

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

The goal of the study was 1o undertake a balanced analysis to obtain a credible, conservative
estimate. As with most studies this complex, involving numerous assumptions, it can be argued
that some aspects of the assumptions overstate and athers understate the impacis of the
proposals. Several factors and decisions have contributed to what, on balance, 15 a reasonable
estimate. First, as described above not all provisions gre modeled. Second, the data do not
identify all persons who would potentially be affected by the program cuts. For example, the
analysis assumes that none of the Medicare provider cuty affect beneficiaries and the study
assumes that no states implement the option to block grant food stamps. These estimates do
account for interactions between proposals.

Furthermore, the model makes relatively conservative assumptions regarding state maintenance of
effort in the AFDT and Medicaid programs and the labor supply response of persons whe lose
AFDC benefits, The study assumes that states do not reduce state spending in response o the
block granting of AFDC. Instead, it is assumed that states, at first, follow the Federal lead and
keep aggregate cash benefits at the 1994 levels implicit in the block grant. The study assumes

that later they reduce average benefits per household to offset any caseload growth, and retain the
savings resulting from time limits to fund work programs and child care. Under the Medicaid
block grant, State funds would be matched up 10 a Federal cap. The study assumes that States
would increase spending only enough ta receive their full Federal allotmient (this agsumption only
affects the estimate of the value of health benefits and does not affect the poverty rates).

The study also incorporates a labor supply response to the time limit. For estimating the effects
of the House proposal, the labor supply respense (iLe. the subsequent work effort of persons who
lose benefits) assumes that 20 percent of cases denied AFDC because of the time limit will go to
work part-time at a wage rate equal to the median wage of women who formerly received AFDC
and then went to work, These assumptions are based the limited skills and work experience, low
scores on tests of aptitude, and chronie 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
work of academic researchers and the work efforts of single mathers who don't receive AFDC
but have similar characteristics, The study estimates that more than 40 percent of long-term
welfare recipients will work at feast part-time when they lose AFDC benefits due 1o the time limit.
The average earnings for all recipients, including those with no earnings, would be $4,700 per
vear, and the highest ten percent would earn an average of $24,500 per year,

The overzlf estimates in this analysis were obtained using the Department of Health and Human
Services’ TRIM microsimulation model. TRIM (for Tiansfer [ncome Model) isbased on a
nationally-representative sample of the non-institutionalized U S, population, the March
Supplement of the Current Population Survey. This survey of about 60,0600 households is
conducted monthly by the Census Bureau and the Burcau 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 ULS. totals. These current law totals can then be
compared to similarly computed estimates for the alternative policies contained in the
Congressional proposals.

The tables that show impacts by income quintile and family type use 2 defimtion of income similar
ta that of the Census Bureau in caleulating the official poverty count, but the definition captures
more fully the effects of government policies. For these tables, most cash and near-cash income
as well as taxes are counted when determining income. That is, this definition of income counts
ali cash income as the Census does, but adds the value of food stamps, school lunches, the Earned
Income Tax Credit (EITC), and housing assistance and deducts from income the emplovee
portion of Social Sesurity {FICA) and federal income taxes.

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

ANALYSES OF THE HOUSE PASSED HR 4

AFDC

+  Deny benefits to non-citizens, with certain exemptions

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

¢ Impose a S~year lifetime limit on AFDC receipt, with a 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 witle the mother received AFDC
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AN .
+  Deny benefits to non-citizens, with certain exemptions
»  Deny cash SSI Disability benefits to non-institutionalized children, with some exceptions

Food Stamps

*  Deny benefits to non-citizens, with certain exemiptions

Limit the annual benefit increase to 2% per year

Freeze the standard deduction at 1995 levels

Reduce and freeze the excess shelter expense deduction at 1995 levels

Count state and 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

Pl

2 & &

»

Chitd Support
+  Increase paternity, increase the establishment of support awards, and increase collections

Nutrition Programs
»  Establish 2 school 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 H R. 4 above plus:

Housing : o
+«  Impose a minimum rent of $30

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

¢ Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile rent

+  Eliminate new Section 8 centificates

Moedicare
»  Increase part B premiums from 25% of program coste to 31.5% and eliminate the premium

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

Medicaid
»  Eliminate entitlement and establish a block gram at reduced spending to save $170 billion
between 1996 and 2002

A “For tioth the Congressional amt Adminisietion plans, the snalysis sssumes s mamanend extension of (e Megdicars Past B
premium at 25% of prograem zogts is purt of the bascline. Mo €ffety of extending i are included fo the numbers, Under curnont law
this pravisien cxpires after 1998,
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Other Actions

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

»  lncrease Federal employee contributions to pension funds -

+  Reduce the pension benefits of future Federal retirees

+  Reduce direct payments 1o farmers and cap total acmage iri the Conservation Reserve
Program

+  Combine several child care programs into a block grant and reduce spending

ANALYSES OF SENATE PASSEDH.R 4

AFDC

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

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

+  Impose a S-year lifetime limit on AFDC receipt, with a 2{}% hardship exetnption

+  Eliminate the $50 child support pass-through

S5 .
s Deny benefits 1o non-citizens, including current recipients, with certain exemptions

+  Restrict S8I Disability benefits to children meeting the medical listings

Food Stamps .
«  Limit participation and benefits of non-citizens, with certamn exemptions

= Reduce and freeze the standard deduction

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

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

»  Require single, childless adults to participate in work or training after 6 months of receipt
«  Eliminate indexing of 310 sunimum benefit for small households

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

Nutrition Programs
*  Round down reimbursement rates and delay indexation
e Implement a bwo-tier means-test for benefits in family day care homes.

#
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ANALYSES OF SENATE ACTIONS

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

Food Stanps
s+  Reduce and freeze the standard deadtzctlarz further thanin HR 4

Housing

«  Impose a minimum rent of $25 in public housing

»  Reduce the Fair Market Rent from the 45th percentile rent to the 4{21}1 percentile rent
»  Reduce the number of new Section 8 certificates

Medicare :

s Increase Part B premium to $85 in 2002

«  Eliminate Part B premium subsidy for high income households

»  Increase the Part B deductible te 3210 in 2002

+  Reduce managed care benefits for beneficiaries currently enrolied in HMO'S

Medicaid
«  Eliminate entitlement and establish a block grant at reduced spending to save 3172 billion

between 1996 and 2002

Other Activns ' ‘

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

»  Increase Federal employee contributions to pension funds

«  Delay the cost-of-living adjustment of Federal retirees

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

Program
PRELIMINARY ANALYSES OF ADMINISTRATION'S BUDGET

AAY
»  Tighten eligibility criteria for receiving SS1 benefits.

Food Stamps
*  Reduce spending while maintaining the federal entitiement, increasing state flexibility and

cracking down on fraud.

Child and Adult Care Feeding Program {CACFPFP} Subsidies
+  Target family day care home meal subsidies more towards lower income children,
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Immigrant Provisions

e Tighten S8I, AFDC and Food Stamp eligibility rules for non-immigrams.

+  Sponsors of legal aliens would bear greater responsibility for those whom they encourage to
come to the U.&,

Medicare
+  Reduce provider payments.

Medicaid/Health Insurance for the Unemployed

s Continue Medicaid entitlement but reduce totst Medicaid spending.
»  Provide health insurance protections for who lose coverage as a result of losing their jobs,
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iqhy doesn't the President just issue'a veto threat, given that
the welfare reform khills pagsed by both the House and Senate
demonstrably fall the test of protecting c¢hildren?

He has threatened to wvete the House bill., Amd he has nmade
clear that if Congress can't pass a bipartigsan bill that is
tough on work and falr to children, we will make them try
again until they do. But make no mistake: millions. of
children ars stuck in’ poverty and trapped by the current
system right now. We can't afford to maintain the current
syster and lose another generation. It doesn't reflect our
values, and it does nothing to help move welfare recipients
from dependence to independence. There is bipartisan progress,
t¢ be made here, if both sides of the debate accept the need
for real change that contalins fundamental protections for
children., The best protection for childrern is parents whe
want them and can support them,

You seem o be saying that he would veto a bill that makes a
million children poorar, but could accept something less than
that - perhaps 500,000. Is that really your position?

L2 shd

M»pf;ﬂ-f'i-t

oy b
v

" This report makes.the case we've been making all along, that
pou - L | i to move from
welfare to work, and reduce the potential risk to children.
And it should remind conferees that we should be careful about
the c¢hanges we make today, because they could have a real
impact ten yvears from now,. .

But as the Prssident-has-said-from—the-very—beginntngthe”
walfare systenm today is badly broken, and must be
fundamentally changed. Hels-worried-aboutthe millicns of

Mai i
out of paover
He required to work,

e~ SUpport, they will

chnildren whe are trapped on welfare and in poverty right now,
the ¢urrent system will not 1ift these children
We helieve that 1f people on welfare are
they will do so -- and they shouldn't
receive assigtance if they refuse to work. WwWe belleve that no
one whoe can work should be able to stay on welfare forever,
and it will change pbehavior if that becomes law., We balieve
that when =zociety demands that absent parents pay child
do so ~- and that they should be forced to
if they don't. We believe that "if we demand work and
responsibility and combat teen pregnancy, it will make an
encrmous difference and we will see fewer teen pregnancies,
fewer bhirths outside mnarriage, and more parents taking
responsibility for their children ard thelir actions.

Hag the Democratic party really changed so much that a
Damocratic president could accept a budget that puts hundreds
‘of thousands of children in poverty?

As we've said all along, the budget should be balanced -- but
there's a right way and a wrong way to do it. The right way
is to adopt a budget plan that distributes the cuts and

2
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DRAFT 5

Q: After seeing this gtudy, and realizing that the Senate bill
the President endorsed will put one million children into
poverty, can the President still sign a welfare b111° Isnt't
that impossible now? .

A The Presidentts goal has been clear from the very beginning.
He wants Congress to pass a welfare reform bill that moves
pecple from welfare to work so they can 1ift themselves out of
poverty. This report reinforces what we have been saying all
along: the key to successful welfare reform is creating the
right incentives to help people move from welfare to private
saector jobs. That's why we fought for the improvements made in
the Senate, and why we have consistently urged Congress to
keep up the progress by making further improvements that will
reward work and protect children,

Q: Has the President been briefed on this report? wWhat was his
reaction?

% He has received the report, and has talked to Alice Rivlin
about it., His reaction was consistent with what he's said all
along. He believes that the actions in the Senate improved
the vexy extremist bill passed by the ﬁause, and he wantg that
bipartisan progress to continue. ,

Q: Now that vyou've seen the report on the Senate bill, haven't
the President's views on it ¢hanged? Or does he still feal
that it*s something he can support?

Az Let's be clear =-- nothing bas changed. The President was
pleased with the bipartisan progress made in the Senate. The
report confirms that the Senate dramatically improved . the
House bill, which the President sald he would veto. Working
together, Democrats and moderate Republicans moved away from
the extremist policies put forward by Republicans at the
beginning of the year. They increased child care funding
instead of cutting it; they provided incentives for stateg to
put people in jebs instead of putting them off; they required
states to maintain their financial effort; they maintained the
safety net of adoption and foster cars for children. But as
weatve sald in our letters to conferees, and as the President
made clear in hig September 16 radio address, the Senate bill
was not perfect., And whether the President will sign the
£inal product depends on whether bipartisan progress
continues, or Congress turns back toward the partisan and
extremist pelicies in the House bill.

[HOTE: Alice Rivlin wrote an 8-page White House letter to the
conferees on Qctober 18 calling for these changes; Secretary
Shalalia followed up with a 19-page letter on October 26.
Administration officials have communicated these concerns in
dozens of meetings with conferses and their staffs.)
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benefits equitably. The wrong way is what the Republicans
have proposed: steep cuts in programs that help working
Americans, and tax cuts for the rich. What we're trying to do
is to balance the budget the right way, and to reform a
welfare system that everyone agrees is broken. What they're
doing is decimating programs that are working, like the EITC,
which helps to counteract the perverse incentives of the
current welfare system. We have been fighting to protect
children throughout the Administration and throughout this
Congress, by fighting in the budget process for Head Start,
foster care and the schoocl lunch program.

Q: But, yes or no, would the President sign the Senate bill if it
were presented to him today?

A: Nothing has changed. The President's view is that good,
bipartisan progress was made in the Senate. He wants Congress
to pass a welfare reform bill that changes the present systen,
and he believes the Senate's approach provides a good
foundation for a final compromise. He intends to keep’
fighting for policies that move adults from welfare to work,
and that protect children. Whether or not the President will
sign the final product depends on whether bipartisan progress
continues or whether Congress turns back toward the House
bill.

Q: What's going on inside the Administration? One day the
President tells Wattenberg the Senate bill shows how his own
party is making progress; the next day Ann Lewis is quoted
saying he's rethinking his support for the Senate bill.

A: Nothing has changed. The President stands behind the
improvements the Senate made, and beliaves the Senate bill is
a strong foundation on which to continue to build this
bipartisan progress.

Q: The President told the Trotter Group last week, "I would be
very reluctant to sign a bill that I thought was really bad
for children." In light of this study, does that commit him
to vetoing the Senate bill?

A: The President told the Trotter Group what we have said all
along -~ that our goal in welfare reform is to overhaul the
current broken system to move people from welfare to work so
they can lift themselves out of poverty. He told the Trotter
Group that we would continue to seek changes in the Senate
bill that will build on the bipartisan improvements we have
already made to promote work and protect children.

Q: According to Wattenberg and others, welfare reform is an issue
where the President is defining himself as a "New Democrat."
Is he really willing to do that at the expense of poor
children?
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Al The President's interest in welfare reform ig longstanding,
and his views are clear: We've got to dramatically change the
system, and try something fundamentally new. The President is
very cencerned about the millions of poor children who are
trapped in poverty by the current system. We have been
fighting to protect children throughout the Administration and
throughout this Congress. Ramember -- not so long age the
Republicans started their welfare yeform debate by proposing
orphanages. It's the Republicans who have propesed block
granting adoption and foster care, cutting the school lunch
program, and reducing benefits for disabled kids. And it's
the President who has not only opposed those proposals, but
has champloned a range of pregrams like Head Start and family
leave to pake American kids' lives better.
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T Bruce and Rahm —-

Herets the latest draft. It incorporates Bruce's latest edits, and
minor edits from here on the first three guestions., Leat me know
what's up -~ I need to call Daschle's office back.

Helissa
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DRAFT

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

- Tabie L

Uning a2 Comprehensive PostFax, Post-Transfer Belinition of Income ! s b ~
Batomp * f\ A0 ™
Simraines sifects of full Byplementation in 1993 dellars L J\J ﬁ
0 3

Effect of 1993 Changes House Buidget Plan Senste Budget Plun | Scanzte Pomocratic
Wel
Enire Welfare Entire  Wellkr Zg‘;?;;?n
Prior Law _Current Law Plan it} Plan Bill
Children Under 18
Nunbor in Poverty uillions) 193 100 123 §2.1 ns 112 Wiwlns
Change From Current Law . 23 21 1.2 1.2 0Liw0.s
Poverty Rate (Peresnt) 185 14.4 176 174 16.8 162
Chumgo From Cugreat Law © 33 kR 24 1.8
Families With Children .
Mummber in Poverty (Milions) £83 174 269 24 19.9 93 {7210 1848
£hange Fromn Currend Law . 3.5 an 29 32 $.210 1.0
Poverty Rate (Percent) 126 1.7 4.4 14.3 i3.8 13.3
Change From Curcent Law . 2.3 2.5 2.0 .5
Poverty Gap (Billiang) M6 6.2 24.8 243 2L5 W
(hange From Current Law 6 g1 5.3 44
Al Persons i
Nusnirer in Paverty (Millions} 298 %1 28 321 318 367 28310253
Changs From Currest Law 4.5 4.4 35 28 03l
Poverty Rate {Percent) 113 o 126 124 izz 1.8
Chiange Frora Current Law 1.7 1.6 1.2 1.0
Paverty Gap {Billions) %5 468 574 6.2 540 523
Change From Current Law 106 9.3 72 3.5

Motes: The Censuy Bureau pubilishes & funily of poverty statistiss tsing shernative dofisitions of income. The definition of income displayed bere neludes
the effoet of saxes {including EITCY, Food Stamips, housing programs, and sehised meal programs. Changts in governnentprovided hizalth coverage ses not
inciaded, bor are theny any adjustimgnts fov madical costa

Source: HEES s miczosimuiation nuads), based on dam from the March 1984 Current Population Burvey.
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Fuhle 2

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

Under The Income Definition Used For Official Poverty Statistics { L’me
Bimutates sffects of ful! implementaiion in 1993 doblars i JU - n ﬁ
Effect of 1933 Chaeges House Budget Plan Seaunte Budget Plan  Sehate Damocistic
. Welf:
Eatirg Welfare Enlire  Welfare i;;; 1!;}2&:3
. Pricr Law  Cuivent Law Plag Bl Plan Biti
Children Under 18
Number in Poverty (Millians} 155 15.5 16.0 i85 138 i5.8 83w 157
Change From Currend Law 0.5 4.5 03 03 D2wo2
Poverty Rate (Pereont 223 223 234 234 22.8 228
Change From Current Law 0.7 47 0.5 44
Fumilies With Children \
Mumber iy Poverty (Millions) 385 265 215 313 2 272 il
Change From Carrent Low 10 i0 0.7 0.6 U4 t004
Poverty Bas {Pereend) 18.3 183 184 190 RR 188
Chage Fram Currgnt Law ' 6.7 8.7 . 03§ i4
Poverty Gag {Bifions) alo " o418 588 06 - 410 465
Change From Current Law AL S8 5.4 53
AH Persony , '
Narsher in Paverly (MilBons} 383 83 s 39.9 396 358 38310354
L hange From Cuorrent faw il £ 0.9 139 4wl
Poverty Rate {Pareent) 4.9 149 15.4 Va4 % 152
Change From Current Law $4 0.4 03 03
Poverty Gap (Biflians} 783 6.3 859 B59 825 25
{Change From Current Law o.h 9.6 a6 £.2

Motex: ‘The definition vsed for official poverty statistine counts all ¢ash income, but gxcindes the efoct a?&m tand EITC), Fand Stareps, housing progrems,
and other nearcash goversenont assistance prograns.

Source: HiS e miorasimudation modk], based on data from the March 1954 Corrent Popudstion Survay,

DRAFT


http:I.a1~wun1s.11
http:d<.>l.l.Jn

<\

Table 3
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oa SENATE WELFARE BILL SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS '

Nwmbers

Chiddren Under 18

Numnber i Poverty (Millions)
Changs From Current Law

Povesty Rate (Poment)
Change From Currenl Law

Families With Children
Number it Poverty (MiRlions)
Change From Current Law

Paverty Rate (Percenit)
Change From Current Law

Poverty CGap {Bitbens)
Change From Cumrent Law

Al Persuns

Mumber in Poverty (Millions)
Change From Currand Law

Poverty Rate (Peseent)
Change From Cument Law

Poverty Gap {Bitlions)
Chenge From Corrent Law

Using & Comprehensive Post-Tax, Post-Transfer Definition of Income

Sirrwslates ¢ffects of full implomoentation i 1951 dollars

Wreny~

Optimistic Pessimistic Assumptions
Assumpiions Assuynntions Modeled
ates Invrezse Henafit Two-Thinds of Stses Provide Child
Funding, fncveased Economic Fenefit Vouchers Afler Time Lirmt; More Conscrvative  Sotes “Hace to the Bottosy™
Creath, modfsr Non-Marital LR Projection of Prograse £rowth;  THO Prajection of Pragran: Hutermediate $abor Supply Effect  andlor Diecronsed Esoncemic
Etirts Rates Decline Intermediate Labor Suppls Effacts Crrowth Under Currest Law Estitrate of Time Limit . Craneth

-1y 0 14l 112 it4 +23

17 0.9 4t 1.2 14 +1.7

4 15.7 159 16.2 164 +1.7

20 13 16 L8 R +137

.2 C 18 189 192 19,3 +2.7

1.7 17 b9 22 2.5 +2.7

17 i29 13} 133 1335 +11

14 1.2 3 1.6 1.8 +1.7

<7 5 199 04 214 +2.7

2.7 3.6 33 4.4 4.8 +2.7

4.3 302 304 Y G 1Y

4.2 i 23 P 29 +1.7

-1? 116 1.1 11,8 115 +1%

~1.? 48 ) 1.6 b +1.7

4.1 bR 514 533 3.7 +2.7

24 4.0 4.8 %3 59 +2.7

Notes: The Census Bureas publishes a fanly of poverty statistios using aliemazive definitions of income. Tha definfticn of income displayed here includes the offect of taxes fincluding EITC), Food Susepe, housing

prograras, aas school meat programs, Changes in government-provided bealth coverage is nee included, nor are therr 2y adivstments for medics! costs.

Soerre: HHS s microsimulation modet, based on data fhorn the Mardh $994 Corrent Popolation Survey.
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N u/m }’)U}S Low Income Families With Children Are Hit Hard By Republican Budget Proposals % ‘
i ™ Total Income And Health Coverage Cuts Affecting Families With Children “%
frondy . Y
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b‘ié Ef Ur}td Under Congressional Budget Plans, Tax Benefits For Richest 5% Exceed Benefit Cuts Tha

Reduce Income For Paorest 20% Of Families With Children '

House Budget Senate Budget Administration ’6)
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House, Senate, 28 Administration Balanced Budgel Plans

Average Tax, Income, and Health Coverage Changes Per Household :«$ ?

Percent of  House Budget Senste Budget Adssanistration \_
Fansly Economic Income Families Plan Plan Plan ]\[ vinbeys
Benofit Cuty Affecting Income ,\J
Less than $36,000 0% -$41t $252 -$95 \" voit
$30.000 to $30,000 2% -$122 897 538
$50,000 to $100.000 21% 570 -$92 -$26

Over $100,000 12% 3338 -§u7 -$20

Henlth Coverage Cuts

Lass than $30,000 40% -$493 -$496 $22
230,000 1o $50,08% 2% 43172 X288 825
£30,000 0 100,000 27% 590 £168 £8
Over $1003,000 2% -$190 B27% $32

‘Fotsl Income And Health Coverage Cuts

Less than $30,000 A% -$504 -$748 -$73
$30,000 10 330,000 2%  -5294 -83858 10
$50.000 15 3100,000 2% 5160 : 3261 -%i8
Gver $100.000 12% -$158 5376 $12

Tax Benefits

Less thao $£30,500 40% & -333 $36
$30.000 1© $30,000 21% $231 $249 $261
$50.000 to $100,000 27% 5648 $700 $473
{Over $100.000 i2% $1.613 $1.642 $287
Over $260 000 kL] $3.269 $3.416 $82
Top 1% 1% $5423 5,826 363

Wotwg. See "Mehodoiogy” saetion of this papet for a deseriplion 8f the mathodology snd assuraptions used in the analysis,

Fumily Escaomic income {FED} is 5 broad-bused coticrpt used in 1ax emcdeling that sands household incowse by shselute dally
amoeusts, FEI i constructed by sdding to AGH unreporied and underreporied income; IRA and Keogh deductions: sontaxable
tramsfee payoments such s Socssd Security and AFDC, employer-provided fings benefits; inside build-up on pessions, IRA,
eoghs, and ik insueance: tax-exempl intarast: aad Bnpaiad renl on twsieroveugied housing  Capital gains are Computed on an
azcruz] hasie, adjusted far milation W the exter ralinkie dats allow. Inflationary losses of leadars are suliracted and gaine of
Borrowers tre addad, There is also an adjustment for apoelerated depeaciation of noncerporaie businesaes. FEI is shown on & family
ather than a tag resurs basis. The soentemic incames of al} members of 2 family unit are added s arrive at the famiby's seonomic
income uted in e distributicns,
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OVERVIEW

This report provides two analyses: (1) an analysis of the potenti . : 21
of the House and Senate welfare reform bills and Senate Democratic a}zemaz}va ami Qf 1}2&
House and Senate budget plans; and (3 an analysis of the gdisiributional effects of the House
and Senate budget plans and a preliminary analysis of the Administration’s plan.

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

Over the past two-and-a-half years, the President has taken executive action,
encouraged state experimentation, and spearheaded national legislation 10 reform the nation’s
failed welfare system. He cut taxes for working Americans by expanding the Eamed Income
Tax Credit (EITC), which rewards work over welfare; he signed an Executive Order to crack
down on Federal employees who owe child support; he has granted 35 States the freedom o
experiment with initiatives to move people from welfare to work; and he directed that
Federal regulations be sirengthened to 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 called for measures
that will maximize the opportunities for families to work their way off welfare and out of
poverty, and minimize the risks to children if they do not, The President endorsed the
welfare reform bill sponsored by Senators Daschle, Breaux, and Mikulski, which every
Senate Democrat supported. When that measure failed, the Administration worked with
Senators in both parties 1o secure important improvements in the final Senate bill, In letters
to Congress on welfare reform and budget mncxi;atwn, the Administration has repeatedly
called for other improvements,

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

Despite the progress we’ve made, our work isn’t done yet. We’'ll be working
hard on this bill over the next few weeks to make sure the right incentives are
there to move people from welfare to work, to make sure children are
protected, and that states not only share the problem, but have the resources
they need to get the job done. And we'll be working hard to build on the
bipartisan progress we've made this week,



in that spirit, this report redommends:

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

& Additional improvements in welfare reform:’ Providing vouchers to children
whose parents reach the S-year time limit and cannot find work; and preserving the
$30 child support pass-through.

® A more balanced deficit reduction plan: Rejecting &ffzms to cut the EITC;
rejecting 3 Medicaid block grant; and moderating cuts in Food Stamps and
Supplemental Security Income {8SI}.

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

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

poverty.

After all, this year's efforts to balance the budget come afler two decades of income
stagnation and rising economic inequality, Since the early 1970s, most Americans have
worked harder and harder just to stay in place; many have fallen behind. Al the same time,
the gap between rich and poor has reached its widest point since the government began (0
rack it in 1947,
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From the start, the President’s economic program was designed o 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 high-wage jobs. While freezing overall discretionary spending, the
Administration shifted public resources toward investments in education and training in order
to enhance the skills of our future workforce, enabling them (o compete better in the global
economy. Because trade-related jobs, on average, pay more than other jobs, the
Administration opened new markets across the globe for U.8, goods. Because no working
family should have to live in poverty, the Administration sought to “make work pay” by
expanding the BITC, And because welfare should provide a second chance, not a way of
tife, the Administration proposed a2 dramatic plan to “end welfare as we know 1"

As the distributional analysis shows, both the House and Senate budget plans would
exacerbate the trend toward rising income inequality; they would provide huge tax breaks for
those who don’t need them and finance them with deep cuts in benefits to middle- and low-
income families with children. With the combination of tax, income and health benefit
changes iaken into account, families earming under $50,000 would pay more while those
eaming over $100,000 would pay less. Families with incomes of under 330,000 would be
hit the hardest,

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

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

Under the broader definition of poverty, the House weifare reform bill could move
2.1 million children below poverty in the year . Improvements included in the Senate
bill have cut that number by nearly half, 1o 1.2 million. The Senate Democratic welfare bill
could move 400,000 to §00,000 below poverty.

These numbers, however, do not tell the whole story about poverty:

First, they do not reflect some gains that the Administration’s economic policies bave
made in reducing poverty. For instance, they do not reflect the recent Census Bureau
finding that the number of people in poverty fell by 1.2 million between 1993 and 1994, nor
the fact that Food Stamp roils have dropped by another in the first __ months of 1995,
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Second, unlike the distributional analysis, which shows the entire picture of who
would gain and who would lose in the various budget plans, the poverty analysis only shows
how many people who are near the poverty line because of the government benefits they
receive could fall into poverty if those benefits are cut.

Finally, the poverty analysis is based on long-term projections for the year |
which do not try to predict a number of important variables that far into the future -- e.g.,
job growth, marriage and birth rates, and the long-term behavioral impact of a fundamental
change in the culture of welfare. If work-based welfare reform, tough child support
enforcement, and a national campaign against teen pregnancy help promote work and
responsibility and reduce births outside marriage, more people will lift themselves out of
poverty and fewer will find themselves there in the first place. If we do not enact real
welfare reform that moves people from welfare to work and fails to reduce teen pregnancy
and slow the growing rate of births outside marriage, the declines in poverty of the last two
years will be reversed.
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contingency grant fund and an $0% maintenance of effon requirement. The ™%
Adminisiration has spught 10 maimiain and steengthen these improvements through a i’fw‘? A
tghtly drawn, permanent maintenance of effort provision and a comtingency fund witha "%
more effective trigger mechanism and a greater amoumt of funds in reserve. The ¢
Adnunistration and CBO project that the current Senate contingency fund will run cut ina
few years even with a growing economy, so it should be strengthened to provide states
and famlies greater protection in a serious recession. .

. Performance Bonuses. For welfare reform to succeed in moving people from welfare to

work, states will need to transform the culture of wellare to reward success instead of
. failure or the status quo. The House bill gives states a parverse incentive (o save money

by throwing people off the roils, 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 owt of
the overall block grant. Providing additional money for performance bonuses -- rather
than reducing the block grant to pay far them -- would increase the sumber of people who
leave welfare for work and reduce the number of children at risk.

B. Other Improvements in Welfare Reform

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

* Vouchers for Children, The Senate Democratic welfare reform biif, which the
Administration endorsed, provided vouchers for children whose parents reach the S-year
time limit amd cannot find work. Requinng or allowing states 1g provide vouchers in the
amount of the child’s benefit after the time limit would reduce g¥ potential impact by
ensuring that children receive adequate housing and other necessities.”

. Child support for AFDC families, Fanulies on welfare currently receive the first $50 of
child support that their absent parents pay. The House and Senate bills would elinunate

this provision.
C A More Ralanced Deficit Reduction Plan and Other Changes

A more balanced deficit reduction ;’;ian would leave children much better off than the House- and
Sepate-passed budget plans, In particular, the following changes would promete work and
protect children;

* Do not cut the EITC. The House and Senate budget plans would undermine rewards {0
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
“budadt Senatdbill could lead to an additional $00,000 children maving below the poveny line,
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contingency grant fund and an 86% maintenance of effort requirement. The w
Admministration has sought 10 maintain and strengthen these improvements zhrough a ﬁﬁ
tightly drawn, permanent maintenance of effort provision and a contingency fund with a # jf\

more effective trigger mechanism and a greater amount of funds in reserve. The
Adminisiration and CBO project that the current Senate contingency fund will rup cut ina
few years even with a growing economy, 5o it should be strengthened to provide states
and families greater protection in a sericus recession.

. Performance Bonuses. For welfare reform to succesd 1 moving people from welfare to
work, states will need to transform the culture of welfare to reward success instead of
farlure or the status quo. The House il gives states a parverse incentive 10 5ave money
by throwing people off the rolls, and lets them count people as “working” if they werg
simply cut off welfare -~ whether or not they have moved into a job, The Senate added
performance bonuses for states with successful work programs, but funded them out of
the overall block grant. Providing additional money for performance banuses — rather
thar reducing the block grant 1o pay for them -- would increase the number of people who
leave welfare for work and reduce the number of children at risk.

B. Other Improvements in Welfare Roform

The Adminstration has recommended two other improvements 1o the Senate welfare reform bill
that would reduce the potentigl impact of the final legisiation on children:

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

. Child support far AFDC families. Families on welfare currently receive the first $50 of
child support that their absent paremts pay. The House and Senate bills would eliminate
this provision.

C. A More Hadanced Deficit Reduction Plan and Other Changes

A more balanced deficit reduction plan would feave children much better off than the House- and
Senate-passed budget plans. In particular, the following changes would promote work and
protect children:

* Do not cut the EITC, The House and Senate budget plans would uné&mm& rewards to
work by cumng assistance 10 people who work - often at low wage jobs. The EITC
changes in 1993 led to a significant reduction in poverty, while the EITC cuts in the

bﬁ Senatdbill could lead to an additional 500,000 children maving below the poverty line.
Retaintig the current BEITC rewards work and reduces poverty.



Cn

contingency grant fund and an 80% maintenance of effort requirement. The ) ¥
Administration bas sought to maintain and strengthen these improvements through a 54‘? A
tightly drawn, permanent maintenance of effort provision and a contingency fund witha  *#% )
more effective tngger mechanism and a greater amount of funds in reserve. The ¢
Adrmurustration and CBO project that the current Senate contingency fund wall run out ina
few years ¢ven with a growing economy, so it should be strengthened to provide states
and families greater protection In a serious recession.

. Performance Bonuses, For welfare reform to succeed in moving people from welfare to
work, states will need 1o 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 coum people as “working” if they were
simply cut oft welfare -- whether or not they have moved into a job. The Senate added
performance bonuses for states with successful work programs, but fuaded them out of
the overall block grant. Providing additional money for performance bonuses - rather
than reducing the block grant to pay for them -- would increase the number of people who
leave welfare for work and reduce the number of children at nisk.

B Other Improvements in Welfare Reform

The Admunistration has recommended two other improvements to the Senate welfare reform bill
that would reduce the potental impact of the final legistation on chidren:

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

¢ Child support for AFDC families. Families on welfare currently receive the first 3580 of
child support that their absent parents pay. The House and Senate bills would eliminate
this provision.

C. 4 More Balanced Deficit Reduction Plan and Giher Changes

A more balanced deficit reduction plan would leave children much better off than the House- and
Senate-passed budget plans. In particular, the following changes would promote work and
protect children: ‘

. Do not cut the EITC. The House and Senate budget plans would undermine rewards 10
work by cutting assistance to people who work -- ofien at low wage jobs. The EITC
changes in 1993 led 1o a significant ceduction in poverty, while the EITC cuts in the

bﬂaﬁ&‘;@bill could lead o an additional $00,000 children maving below the poverty line.
Retaining the current EITC rewards work and reduces poverty.

. Cut fewer current SSI recipients from the rolis. The Senate bill would cut off 160,000
children. Applying changes only on a prospective basis would lessen the poverty impact.

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

Do not block grant Medicaid. While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points out that they could have dramatic
impacts on children in low-income families, far beyond the cuts in AFDC. Asthe
following distributional analysis shows, the 20% of families with children with the lowest
ncomes would lose health coverage worth 51,199 (Senate) to $1.271 (House), The
Administration’s plas, which rejects a Medicaid block grant, achieves a balanced budget in
a more equitable way and minimizes the impact on children,

Increase the minimum wage The Administration has proposed to increase the minimum
wage from $4.25 10 $5.15 over two years, The real value of the minimum wage is now
27% below its value in 1979, If it is not ncreased this year, it will be worth less than at
any time in the last 40 vears. This continuing decline in the real value of the minimum
wage makes it harder and harder for parents to rear their children out of poverty and
makes it more and more difficult 1o 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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POLICY RECOMMENDATIONS TO PROMOTE WORK AND

. MINIMIZE THE IMPACT ON CHILBREN

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

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

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

A. Maintain and Strengthen Improvemends in the Senate Welfare Reform Bill

The Senate adopted a number of bipartisan improvements over the House bill that significantly
increase the prospects for people 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 nutnition programs and mandate the family cap and the cutoff of unwed teen mothers, and
instead adopting the following measures 1o promote work and protect children:

. Child Care. The poverty effects of weifure changes depend in large part on how many
people get jobs. In particular, welfare reform should provide the child care mothers need
s0 they can leave weifare for work. The House bill cuts child care funding. The Senate
increased child care funding by $3 billion over the next five years. Bt the impact of that
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 full
implementation; generally ) lﬁg{ing that increase in child care permanent would
reduce the poverty impact in two ways: by improving the prospecis for recipients to leave
welfare for work, and by reducing the pressure on States to divert money away from
benefits in order 1o pay for child care.

. Contingency Fund and Maintenance of Effort. Another critical vaniable is how States
sespand, especialy in the event of an economic downturn that would increase caseloads
and reduce revenues. The House bill includes an inadequate rainy day loan fund and no
requiremsent for states to maintain their effort. The Senate bill includes 2 S1 billion

g



continggney grant fund and an 80% maintenance of effort requirement. The ' ;,Q
Administration has sought 10 maintain and strengthen these improvements zézrogg;h a &4{; A~
tightly drawn, permanent maintenance of effort provision and a comingency fund with a 4 ™
mose effective tgger mechanism and a greater amount of funds in reserve. The 4
Administrauon and CBGO project that the currert Senate contingency fund will run out in a

few years even with a growing gconomy, so i shoutd be strengthened to provide states

and families greater protection in a serious recession.

, Performance Bonuses, For welfare refoem to succeed in moving people from welfare to
work, states will need 10 transform the culture of welfare 10 reward success instead of
failure or the status quo. The House bill gives states a perverse incentive to save money
by throwing people off the rolls, and lets them count people as “working” if they were
simply cut off welfare -- whether or not they have moved into 3 job. The Senate added
performance bonuses far states with successful work programs, but funded them out of
the overall block grant. Providing additional money for performance bonuses - rather
than reducing the block grant to pay for them -- would ingrease the number of people who
lzave welfare for work and reduce the number of children at risk.

B. Other Improvements in Welfure Reform

The Administration has recommended two other improvements to the Senate welfare reform bill
that would reduce the potential tmipact of the final legislation oo children:

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

. Child support for AFDC families, Families on welfare currently receive the first £50 of
child supporn that their sbsent parents pay. The House and Senate bills would eliminate
this provision. ’ )
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C. A Mere Balanced Deficit Reduction Plar and Otker{f}éa::ges

A more batanced deficu reduction plan would leave children much better off than the House- and
Senate-passed budget ptans. In particular, the following changes would promote work and
protect children:

. [3a ot cut the EITC, The House and Senate budget plans would underming rewards to
wark by cutiing assistance to people who work -- often at low wage jobs. The EITC

changes in 1993 led to a significant reduction 1o poverty, while the EITC cuts in the
bu&%&é{: Senatbiil could tead to an additional 500,600 children maving below the poventy line.

Retaining the current BITC rewards work and reduces poverty,




Moderate Food Stamp cuts. The House cuts Food Stamps 26% by 2002, the Senate

19%. The House Inl] puts an inflexible cap an food stamp spending, which could leave
working families vulnerable in an economic downturn, Moderating the cuts to the levels
suggested by the Administration would substantially reduce the poverty effects, ;,
, ) o M‘r"z i; / {efm
Do not block grant Medicaid. While proposed changes in Medicaid-do not show up
the poverty tables, the distributional analysis points out that they gfuld have dramauc/n
impacts on children in low-income families, far beyond the cutgin AFDC. As the
following distributional analysis shows, the 20% of families @ith children with the lowest
mcomes would lose health coverage worth $1,199 (Senated 10 $1,.271 (Housed. The
Administration’s plan, which rejects a Medicaid block grant, achieves a balanced budget in
a more equitable way and mirimizes the impact on children.

Tncrease the minimum wage. The Administration has proposed 1¢ ingrease the minimum
wage from $4.25 to $5.15 over two years. The real value of the minimum wage is now
27% below its value in 1979, If it is not increased this year, it will be worth less than at
any time in the last 40 years. This continuing decbne in the real value of the minimum
wage makes it harder and harder for parents to F8es their children out of poverty and
makes it more and more difficult 1o move people from welfare to work, Increasing the
minimum wage could decrease the poverty effect of the welfare and budget changes
without significant budgefary costs.
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Q:  After seeing this study, and realizing that the Senate bill the President endorsed
will put one million children into poverty, can the President still sign a welfare
bill? lIsry’t that impossible now?

A The President’s goal has been clear from the very beginning, Hs wants
Congress 1o pass a welfare reform bill that moves people from welfare to work
s0 they can lift themselves out of poverty. This report reinforces what we
have been saying all along: the key to successful welfare reform is creating the

“ right incentives 1o help people move from welfare o private sector jobs. That's

why we fought for the improvements made in the Senate, and why we are

ﬁﬁhy”} 77 uegiy Congrass to keep up the progress by makmg further improvements that
do B will reward wark and grotect children.

G: Has the Prasident been briefed on this report? What was his reaction?

A He has received the report, and has talked to Alice Riviin about it. His reaction
was consistent with what he’s said ali along. He beligves that the actions in
the Senste improved the very extremist bill passed hy the House, and he wants
that bipartisan progress 1o continue,

Q: Now that you've seen the report on the Senate bill, ha‘ﬁ?‘t’t the President’s
views on it changzﬁ? Or does he stilt fesl that iU's something he can support?
—

A: Let's be clear, Tha?ms:deat was pleased with the bipartisan progress made
in the Senate. The Senate dramatically improved the House bill, which ths
~ Pregident said he would veto. Working together, Democrats and moderate
Republicans moved away from the extremist policies put forward by
Republicans at the beginning of the year. They increased child cars funding
instead nf cutting it; they provided incentives for states to put people in jobs
instead of putting them off; thay required states to maintain their financial
effort; thay maintaingd the safety net of adoption and foster care for children.
But as we've said in our lefters (0 conferees, and as the President made clear
in his September 16 radio address, the Senate bill was not perfect. And
whather the President will sign the final product depends on whether bipartisan
progress continues, or Congress turns back je&r the partisan and extremist

policies in the House bill, Fomanrd

[NOTE: Alice Riviin wrote an 8-page White House letter 10 the conferees on
October 18 calling for these ¢changes; Secretary Shalala followed up with g 19
page letter on October 26. Administration officials havs communicated these
concerns in dozens of meetings with conferees and thair staffs.]
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Q: Why doeasn’t the President just issue a veto threat, given that the welfare
e raform bills passed by both the House and Senate demonstrably fail the test of
protecting children?

A: He has threatened to vete the House bill. And he has mads ¢lear that if
Congress can’t pass a bipartisan hill that is tough on work and fair 10 chikiren,
wa will make them iry again until they de. But make no mistake: millions of
children are stuck in poverty and trapped by the current system right now. We
can’t afford 10 maintain the current system and lose another generation.. It
doesn’t reflect our valuses, and it does nothing to help mova welfare recipients
from dependaence 1o independence. Thare iz bipartisan progress to be made
here, if both sides of the debate accept the need for real change that contains
fundamemal protections for children,

Q:  You seem to be saying that ha would veto a bill that makes a miflion childran
poorer, but could acgept something less than that - perhaps 500,000, - 18 that

really your positian?
i..t[«u. % pﬂé—v&—j

-
A:  This report makes the case we've been making all along, that yf}u ve got to riske 4y
adopt incentives for parants to move from waelfara 10 work, and
thal-simply-gusigh.chiidren. And it shouid remind conferees that we shouid be
careful about the changes we msake today, hegause they could have & real
impact 1en years from now. But as the President has said from the very
beginning, the welfare system today is badly broken, and must be
fundamentally chang% He's worried about the miliions of children vy?zo arg 4»£..
‘L*""P?‘l geowingreD on watfarehrzé"ﬁf" mL ', 80 azntaimn? gt system anot ar laﬁ *
aptinenn Wa believe that wemdn-6h-waltare-wint-1o-wo will do so i w;,e
eaﬂvﬁaé-mmwfmmm Wa believe that when society demarn porrty
that absent parents pay child support, they will do so - angd that they should

v&,%ﬁm w& be forced to if they don’t. We believasits-impartani-to-and-the-cycle-of
Ao id e abke b WWW fiy-children-in-poverty-—And-we-believe

o i maww*gmowbﬁnhavmaxinﬁz%ﬁhe-imamiw&aqumms
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a: Has the Democratic party really changed so much that a Democratic pms;dem
could accapt a budget that puts hundreds of thousands of children in poverty? Mj"lﬁ:

A As we've said sl alonp, the budget should be balanced -- byt there’s a right .wf;,..,
way and & wrong way 1o do it, The right way is to adopt a budget plan tha{
it the edn wed  mripimizes-the-impastonlowslncome-famities-with-chitdrens The wrong way is
e eqpintly . What the Republicans have proposed: steep cuts In programs that help working
Amaricans, and tax cuts for the rich. What we're trying to do is to balance the
budget the right way, and to reform a welfare system that ¢ Ygryone agrees is
hwken Whaz zhey res domg is dacimating programs that gérve-chi fen-am:l
1 g-irack-orrwork - INCENRHVES like the EITC thateare
dam&s{rabivmﬁ«ng— We have bean fighting to protect children throughout
the Administration and mmaghout this Congress, by fighting in the bud
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But, yas or no, would the Prasident sign the Senate bill if it were presented 10
him today?

ngk L&ittﬂwﬁék

aThe S’r&sident s view s that geod, bipartisan progress was made in the Senate.
He wants Congress to pass g welfare reform bill that changes the present
system, and he believes the Senate’s spproach provides a good foundation for
a final compramise. He intends 1o keep fighting for policies that move adults
from welfare 1o work, and that protect childran. Whaether or not the Prasident
will sign the final product deperids eetieely on wheather es—aot bipartisan
progress continues, o vl Compress dives backe fowed Hu Yoo bidl.

The President toid the Trotter Group last week, 1 would be very reluctant 10
sign a bill that | thought was really bad for childran.™ In light of this study,
does that commit him ta vetoing the Senate bill?
wobwad fe wrm}'&uf«mxyd-m 1@/

The President told the Trottgr Group what we have said all along -~ that our
goal in welfare reform is m;eve people from weltare to work so they can lift
thamselves out of poverty, He told the Trotter Group that we would continue
to seek changes in the Senate bill that will build on the bipartisan improvemants

‘we have already made to promote work and protact children.

According to Wattenberg and others, wetfare reform is an issue where the

President is defining himself 85 a "New UDemocrat.” s he really willing to do

that at the expense of poor children?

The President’s interest in welfare reform is longstanding, and his views are
clear: We've g0t to dramatically change the system, and iry something
fundamentally new. The Prasident s very concerned about the millions of poor
children who are trapped in poverty by the current sysiem. We have been
fighting to protect children throughout the Administration and throughout this
Congress. Remembsr -- not so long 8go the Republicans started their welfare
reform debate by proposing orphanages. [t's the Republicans who have
proposed block granting adoption and foster care, cutting the school lunch
program, and reducing benefits for disabled kids., And it's the President who
has not only opposed those proposails, but has championed a range of
programs like Head Start and family leave to make American kids' lives bettar.
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Apparently there have been very intense wWhite House
discussions about welfare reform in the last few days, with
gome officials indicating that the President wmight be
rethinking his support for the Senate bill. Ras he rethought
or changed his position?

Nothing has changed; the President's position has been clear
and consistent all along. As he said in his radioc address on
Feptembey 16, despite the vast progress made in the Senate,
aur work isn't done vet. We'll continue to advocate
improvements designed to move people from welfare to work,
protect children, and give stateg the resocurces they need to
get the job done,

igoo2
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EDITS TO "WHAT THIS REPORT 18 ABOUT"

[Insert at the 1op of page 1]

WHAT THIS REPORT IS ABOUT

Poverty Anglysis

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

Throughout the past two and s half years, ihe President has worked aggressively for
executive actions, state experimentation, and national legislation to reform the nation's failed
welfare system. He cut taxes for working Americans by expanding the EITC, which rewards
work over welfare; he signed an Executive QOrder to crack down on Federal employees who
owe chitld support; he has granted 35 Siates the freedom to experiment with imtiatives o
move people from welfare 10 work; and he directed that Federal regulations be strengthened
to prevent welfare recipients who refuse 1o work from getting higher food stamp benefits
when their welfare checks are docked,

Throughout the welfare reform debate, the Administration has called for measures that
will maximize the opportunities for families to work thetr way off welfare and out of poverty,
and minimize the risks to children if they do not. The President endorsed the welfare reform
bill sponsored by Senators Daschle, Breaux, and Mikulski, which every Democrat in the U.S.
Senate supported. When that sltemative Faled, the Administration worked with Senators in
both partics to secure a number of 1mportant improvements in the final Senate bill. In letiers
to Congross on welfare reform and budget reconciliation, the Administration has consistently
called for other improvements as well. As the President said in his Sept. 16 radio address
when he praised the bipartisan improvements the Senate made,

Despite the progress we've made, owr work 1sn't done yet. Well be
working hard on this bill over the next few weeks to make sure the right
incentives are there to move people from welfare to work, to make sure
children are protecied, and that states not only share the problem, but have the
resources they need to gat the job done.  And we'li be working hard to build on
the bipartisan progress we've made this week.

This report includes mv analysis of the potential long-term impact on poventy of the
House and Senate welfare reform hills and the Senate Democratic welfare reform altemative,
Also included is an analysis of the distibutional effects of the House and Senate budger
plans.



-

Any senous plan to balance the budget aver the next decade will include some
program cuts that affect low-income Americans. The key is to make sure that the cuts and
benefits are distributed equitably, and that the reforms are designed to reward work and
independence so that people can lift themselves and their children out of poverty.

This report includes two kinds of poverty tables. One uses the pre-tax cash definition
of income that the Census Bureau uses for the official poverty statistics. The other
incorporates 3 broader definition that (akes into account tax policies such as the EITC and
near-cash in-kind asgistance such as Food Stamps and housing. Neither definition meludes
proposed changes m health coverage, which would have dramatic impacts on low-income
children, far beyond changes in AFDC,

By the broader defimtion of poventy, the House welfare reform bill could move 2.1
million children below poverty in the year . Ioiprovements included in the Senate bill
cut that number by nearly half, 1o 1.2 million. The Senate Democratic welfare reform balf
could move .4 to 0.6 million below the poverty lne.

It 1s important to put these nwmbers in perspective.  First, they do not reflect some of
the gains the Administration’s economic policies have made in reducing poverty. The
expansion of the EITC and Food Stamps in 1993 - which will move 800,000 children ot of
poverty - 18 included in the table. But the report does not reflect the recent Census Bureau
finding that the number of people in poverty dechned by 1.2 million between 1993 and 1994
-- nor the fact that Food Stamp rolls have dropped by another in the first __ months of
1995.

Second, uniike the distributional analysis, which shows the entire picture of who
stands to gain and who stands 1o lose in the various budget plans, the poverty analysis only
shows how many people who are near the poverty line because of the government benefits
they receive could fall below the poverty line if those benefits are reduced.

Finally, the poverty analysis 15 based on long-term projections for the year
{20057, which do not gitemp? (o predict a number of important varisbles that far into the
futwre -- mcluding job growth, marriage and birth rates, and the lopg-term behavioral impaxt
of a fundamental change in the culture of welfare. If weork-based welfare reform, tough child
support enforcement, and a national campaign against teen pregnancy succeed in promaoting
work and responsibility and reducing births outside marriage, more people will Lift themselves
out of poverly and fewer people will find themselves there in the first place I the country
fails to enact real welfare reform that moves people from welfare to work and fails to reduce
teen pregnancy and slow the growing vate of births outside marnage, the declines m poverty
we have seen i the last two years will b reversed,

Nevertheless, the estimates in this report make a strong case for the timprovements the
Senate has alrecady made, and for other improvements the Administration has consistently
recommended in letters to Congress. These policies could significantly decrease any potential
mmpact on children, and increase the prospect that people will 1ift their families out of poverty
by gomg (o work. The report recommends;



Maintaining and strengthening improvements in the Senate welfare reform bill:
Providing the child care that mothers need to leave welfare for work; requiring states
1o maintain their fmancial effort; providing an adequate contingency fund to protect
states and families in economic downturns; giving states performance bonuses for
transforming their welfare systems to place people in jobs; preserving child welfare
and child nutrition programs; letting states decide for themselves whether 1o impose

policies like the family cop; fvjechig T Acdadog o bfl & o onwth weabiem ol s Lilboe
Additional improvements in welfare reform: Providing vouchers 10 children whose
parents reach the S-year time limit and cannot find work; preserving the 8§50 child

support pass-through.

A more balanced deficit reduction plan: Rejecting efforts to cut the EITC; rejecting a
Medicaid block grant; moderating cuts in Food Stamps and 8§81

Done right, welfare reform will help people move off welfare so they can eam a

paycheck, not a welfare check. Done wrong, it will cause harm and fail 10 transform a
broken system. With House and Senate commitiees meeting to work out their differences on
their respective welfare reforim and reconciliation bills, this report underscores the importance
of working together on a bipartisan basis to build on the progress the Senate made m welfare
reform, not tumn back toward the House legisiation.

Bistributional Analysis

{Go back to the 4 paragraphs about this on page 1.]
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Administration and congressional efforts this year to balance the budget come after

two decades of income stagnation and rising economic ineguality. Since the carly 1970s,
most Americans have worked harder and barder just to stay in place; many have fallen
behind, Al the same time, the gap between rich and poor has reached its widest point since
the government began o track it in 1947,
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From the start, the President’s economic program :.;as designed 1o address these two

problems, The Administration worked with the Jast Congress to cut the budget deficit in
order to increase national savings, freeing up capital with which businesses could invest and,
thus, create more high-wage jobs. While freezing overall discretionary spending, the
Administration shifted public resources toward investiments in education and training in order
to enhance the skills of our future workforce, enabling them to compete better in the global
‘ceconomy.  Because trade-related jobs, on average, pay more than other jobs, the
Administration opened new markets across the globe for U.S. goods. Because no working
family should have to live in poverty, the ﬂu}mzms tion _Sgga tio we work pay” by
expanding the Earned Income Tax Credit (EITC), “and Because well: are should provzée a
secomi i:hance, not a Way of life, the Administration propesed-s -: atic-piar :
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As the distributional analysis shows, both the House and Senate budget plans would
exacerbate the trend toward rising income inequality; they would provide huge tax breaks for
those who don’t need them and finance them with deep cuts in benefits to middle- and low-
income families with children., With the combination of tax, income and health benefit
changes taken into account, families eaming under $50,000 would pay more while those
earning over $100,000 would pay less. Families with incomes of under $30,000 would be
hit the hardest,

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

Poverty has been a partisglarly important concern of this Administration. In 1993,
the President worked with the lastCongress to enact EITC and Food Stamp expansions that, .
when fully implemented, will lift 1.4 million Americans (including 800,000 children) out of
poverty, In addition, in generating strogg growth, the President’s Jarger economic program
has helped to reduce the number of peopls in poverty. Not long ago, the Census Bureau
reported that the number of Americans in pbyerty in 1994 wag 1.2 million less than in 1993,




Diue to the House budget plan, an additional 1.7 million children would fall mto ™
/ peventy; under the Senate plan, 2.3 miltion would fall into poverty. Under the o

1993 BITC and Food Szamp\ hanges. The effects of the Administration’s plan are small
enough that continued job growth in the coming years could offset them.

The issues of poverty and welfare reform are inextricably linked. The President is
committed 10 finding ways through which people can move off welfare and into productive
work, Welfare reform must provzde opportunities for welfare families to escape poverty.
But these reforms must have a mm{mal impact on children.

Since carly 1993, the President bas worked aggressively to make welfare a second
chance, not a way of life: He cut taxes for working Americans by expanding the EITC; he
sent Congress the most sweeping wclf’hre reform plan that any Administration has ever
presented; he signed an Executive Ordér to crack down on Federal employees who owe child
support; he has granted 35 States the fzéedom to experiment with initiatives 1o move people

tﬂggf, A from welfare to work; and he directed thqt Federal regulations be strengthened to prevent
« . welfare recipients who refuse to work fron;a getting higher food stamp benefits when their
q_g?bkw | welfare checks are docked. \
3
v Done right, welfare reform will help people move off the welfare rolls so they can
Sy T earn a paycheck, not a welfare check. Done wrong, it could cause enormous harm. Most

e ——

Americans, without regard to party, agree that rsal welfare reform is about requiring people
to work, not simply culting them off the rolls; abozsz demanding responsibility from young
mothers and fathers, not abandoning abused chziér&n or taking away poor children’s school
lunches; and about sirengthening families, not per;’ lizing children who deserve a betier life.

As Americans acress the broad political spectrum niow agree, today’s welfare sysiem
fails to serve the taxpayers who pay for it and the pei;( ple trapped in it. For the taxpayers, it
does not provide adequate accountability for the fundsialiotted. Nor does it adequately
protect against waste, fraud, and abuse. For the rcaz;;z%ents it does not provide adequate
incentives for work., Nor does it assist those who want Yo work, such as with sufficient child

- care resources. Though welfare should be temporary, oday’s welfare system encourages
long-term dependency, with debilitating effects for both réii‘pients and the society at large,

With House-Senate conference committees trying to'iron out differences between the
House and Senate welfare reforms bills, and the House and Senate reconciliation bills, we
stand at an important moment in this debate. The Administration’s analysis of how these
bills would affect the number of children entering poverty only accentuates that point. The
Administration and Congress must work together to build on improvements that the Senate
made in welfare reform, not turn back toward the House legislafion.

In letters to Capitol Hill, the Administration has suggested Steps through which
Congress can improve welfare legislation and reconciliation. Thew include: providing
vouchers for children after the time limit for welfare benefits expires; assuring adequate
funding for benefits under Aid to Families-with Dependent Children (AFDC); offering
performance bonuses to States with gowd work programs; adequately fupding child care and
work programs; protecting child support that AFDC families receive; moderating Food
Stamp cuts; limiting cuts to current SSI recipients; and protecting the EITC against cuts.

o

Administration’s plan, 500,000 would fall into poverty - less than will move out due to ihe .

.
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By building on the Senate \iyz: Ifare bill, Congress can lessen i1 impact on children and
increase the number of Americans who move into productive jobs. Welfare reform alone,
however, will not be enough o ensure, that recipients move off welfare and into decent jobs.
Congress also bas to provide children and workers with the education and training to assume
jobs in today's economy. Thusg, the nanoa must have not only welfare reform, but also a
budget plan that prepares Americans for the future.



Distributional Analys:s of the Balanced Budget Proposals 0 @
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Buoth the Administration and the Congress have plans to balance the budget. The proposals are "
similar in several ways: the plans eliminate the deficit, provide tax cuts, and reguire spending
reductions. However, the plans are quite different in how they treat familics with different
incomes. By planning o vastty reduce benefits to middic and low income families with children
while providing substantial tax relief to the wealthy, the House and Senate passed proposals shift
the burden of balancing the budget to the most vulnerable families - working families with
children and not much income. In contrast, the Administration reaches a balanced budgetina
more equitable way by minimizing the impact of cuts on low and moderate income families with
children and targeting tax relief to working families with children.

What is a Distributional Analysis?

This analysis provides detailed estimates of the various budget plans' impacts on individuals®
incomes and health coverage, The Office of Management and Budget coordinated an effort in
which the Department of Treasury and the Department of Health and Human Services used
detailed models of the budget alternative to produce these estimales, Many other agencies also
contributed to the analyses of the provisions included in these models.

The analysis describes how these effects would be distributed across families with a wide range
of incomes -- essentially ilustrating which income groups will benefit and which will lose under
the various budget plans. The analysis is based on fully-implemented policy changes, andis
presented in 1996 dollars

What Is Inciuded and What is Not Included in the Distribution?

There are two components included in the disinbution analysis, One component measures the
effect of the various 1ax plans on the afler-tax income of differgnt income brackets. The otheris
a benefit component, which shows the income effect of proposed cuts in programs such as
AFDC, S8, Food Stamps, child nutrition, housing assistance, energy assistance, federal
retirement benefits, and some health benchts,

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

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



Results of the Distributional Analysis gl fon ¥
An analysis of the effects of the Senate passed and revised House passéd budget plans shows a
dramatic imbalance. With the combination of tax, income and health benefit changes, families
}wiih income below §50,008 would lose while those with income over $106,000 would gain
substantially.

~ faxes

The Administration’s plan provides tax relief to middle income families while the Republican
Congressional plans target upper class families. One comparison makes this clear. All three
plans -- House, Senate and Administration -- provide about $250 in tax benefits for families with
incomes between $30,000 and $50,000. However, the Republicans give 40 times as much as the
Administration to those above $200,0660. The Administration plan provides three times as much
tax relief to those hetween 330,000 and $50,000 as it gives to those over $200,000, The
Republican plans, on the other hand, give 13 times as many tax benefits to those above $200,000
as they give 1o those between 830,000 and $38,000.

Earned Income Tax Credit. While the Administration™s plan would give some tax relief to all
fncome groups, the House and Senate passed plans would increase taxes on lower income
families through their cuts in the Earned Income Tax Credit. The House-passed plan would raise
taxes on families with incomes under $10,000. The Senate-passed plan goes even further, raising
taxes on families with incomes less than $30,000, while giving those with income over $200,000
an average tax break of $3,416. ’ )

- Reductions in Benefits Affecting Income

Both the House and Senate passed budget plans have proposed very deep culs in income and
other assistance programs for fow income families. To balance the budget, improve efficiency
and encourage work, the Administration’s plan also inchudes some necessary cuts to low-income
benefit programs. While the benefit reduction in Administration’s plan for families with income
below $30,000 would reduce their snnual income by less than $100, these same families would
suffer a $438 loss in income under the House plan, and a 3308 loss under the Senate plan. |

The deepest cuts passed by the House and Senate affect the poorest 20 percent of families with
children (those at or below 121% of poverty). Their average income would decrease by $1,521
(11.4% of income) under the House plan and $781 per year (5.4% of income) under the Senale
plan, " v
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The contrast between theé Administration plan and the House and Senate passed bills is even
sharper when changes in health coverage are considered. The Administration plan would obtain
the majority of its savings from reform of provider payments, and would continue coverage for
everyvone whao is eligible under current law -- covering all poor children by 2002, In addition, it
would help people who lose their jobs maintain their employer-based health tnsurance As a result
of these policies, there are only modest effects on families (States are fikely to reduce some
optional services). Medicare recipients would see their costs drop, as provider payment reforms
will reduce co-paymens,

~ Reductions in Health Coverage

The Republican Congressional plans, on the other hand, will increase costs for Medicare
recipients and end Medicaid coverage for many low income children, disabled, and elderly. The
Senate-passed bill would reduce health coverage by $356 for the average houschold below
$30,000 — and $823 for the lowest quintile of families with children (those below 121% of
poverty). The House-passed cuts are even deeper - reducing the value of health coverage by
$556 for the average household with income below $36,000, and $1,662 for families with
children below 121% of poverty.

Compuarison of tax and benefit cuts

While it 15 not fully clear at what income level families are helped rather than hurt by the
Republican Congressional plans, one thing is clear -- they clearly hurt families below $50,000,
_and clearly help those above $100,000. i

Families below 330,000. The House-passed plan gives these families an average tax bresk of
$11 while cutting income and health assistance by $1,004. The Senate actually raises taxes on
the average (amily In this income range, while cutting health and income assistance by 3599.

Families between §30,000 and $30,000. Both the Administration and Republican Congressional
plans would give these families $249 to $251 intax relief. However, the Senate-passed plan
would cut their income and health assistance by almost the same amount -- §246 -« and the
House-passed plan would cut it more — $331. And there are a lot of service ewnts -~ such as
education and training -- that are not included in the analysis.

Households above 3100600, The House-passed plan would give these households 31,620 in tax
benefiis, and the Senate-passed plan $1,650. At the same time, they would reduce their income
and health coverage only $286.

What Do the Results of the Distributional Analysis Show?
This study illustrates that the cuts in the Republican budget plans disproportionately affect low
and middle income familics - especially famities with children. This inbalanced impact is

especially striking when looking at the cumulative impact of the tax and benefit cuts across
different income levels. An overall picturé of the House and Senate passed budget plans reveals

G
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that cuts in benefits are deeper as one looks at families with lower and lower incomes,
Alternately, the tax breaks get larger as one goes up the income scale, For example, 20% of
families with children with the lowest incomes would lose an average of $1,521 in annual
income and $1,662 in annual health coverage under the House budget plan -- for total benefit
cuts of $3,183, Under the same plan, families with income over $200,000 would receive an
average of $3,269 in annual tax breaks. Se while low income families with children lose over
$3,000 in assistance, those with high incomes are given $3,000+ morc.

These plans, if enacted, would further exacerbate a troubling 20 year trend toward an increasing
degree of income inequality. The resulls raise a fundamental question. Do we as a Nation want
to continue an effort to raise the incomes of average families ~ particularly by rewarding work?
Or do we want 10 move in the other direction, by cutting benefits and by limiting the rewards for
work for low income {amilies in order to give a tax break to the pepple at the high end of the
income distribution?



Table |

Average Tax, Inceme, and Health Coverage Changes Per Houschold

House, Senste, and Adfninistraiiszz Budpet Plans

Annugl Family Income  Percentof House Budget Seqate Budeet Administration

Tetal Income And Health Coverage Cuts

1L.ess than $33,660
$36,060 10 $30,000
$£36.000 to $100.040
Over $100,008
Total

Tax Benefits
Less than $30,060
530,004 £ $50,000
350,600 1 $100,0060
Crver 5100000
COwver $200,000
Top 1%
Total

(FE1) Families
Benelit Cuty Alfecting Income
' {.e3% than $30,000 4%
$30,0600 to $50,500 2%
£50,000 16 $180,0400 ™%
Over $108,580 12%
Total 100%
Health Coversge Cuis
Less thas $30,600 4%
$30,000 10 $50,000 A%
330,000 1o $140,008 27%
Over $100,008 12%
Total 100%;

45%
2%
7%
1%

186%

A%
21%

2%

12%
3%
1%

106%

Flan

-5422
6128
$73

-591

-$226

3566
-$194
-$120
-$195

5323

-$988
Samp———

-$324
-§193
-$386

544 .

g1
231
$647
31,620
$3,265
$5422
$430

Pian

-§243
-897
~383
577

-$155

“§336
-$149
-5i04
-$209
~$227

-$59%
R

-8246
-5187
“$ist
3382

$248
$699
$1,050
$3.416
£5,626
$418

Pimn

336
$251
$472
5288

$82

$63
227

Hotes: Family Eeoncesic Income {FED 12 8 broad-based 2onoest uzed in tix modeling. FELig constncied by
adding to AGE uareported and underreporied income: IRA and Keogh dedictivns; nontaxable transfer
payments suth 83 Social Security and AFDC; employee-pmovided [ringe benzfits, inside build-up on peasions,
| IRASs, Kenghs, and 1ift fnsurandn, tax-exesept inteststy and impused ment on owner-peoupied housing, Capital
gains are computed on an sepnial basis, adjested for inflation R the exent relinhle dma aliow. Infationary

fosses of lenders s subiracred and gains of borrowers are added. Thers is also a0 adjustment for accelurated
depreciation of moncurporate businesses. FED is shown o & family rathee than a tax ooy basis. The cepnnmie
incomes 5f 28 membors of o family soit arz added to srcive at the Pamily's economis gome vsed in the

digiributions.
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Tabie?

Aggregate Changes in Tax Benefifs, Income, and Health Coverage

House, Senate, and Administration Badget Plans

By Income Graup

£xollars 1n Billions

‘Percentof Howse Budeet  Senate Budeet  Administration
i Plan -

Incomme Group (FED

Benefil Cuts Affecting lncome
Less than $30.000
$30,000 @0 350,000
$36,000 0 $100,600 -
Over $100,000
Taotal

Health Coverage Cuts
Less than $30,000
£30,000 1o 350,000
£50,000 to $160,000
Over 3100,000
Totd

40%
21%

v 2%

1%
130%

40%
2%
7%
2%
100%

Total Income And Health Coverage Cuts

Eess than 334 600
330,000 10 $50,0600
30,000 10 $100,008
Over §100,000
Toial

Tax Benefils
Lesg than $30,000
$£30,000 10 $50,000
$30,000 1o $100.880
Over $100,000
Over $200,000
Top 1%
Toial

Notes:

46%
2i%
27%
12%
108%

40%
21%
2%
12%
%
1%
100%

5184
-$2.9
-$2.1
«$1.2

5247

-$24.7
~-$4.3

-$3.3
-$2.6
~§354

-343.4
-87.4
-85.6
-$3.8

-Ba0.1

£0.5

$5.7

3188
$21.6
$9.1
§5.9
$47.0

b}

-$10.6
“§232
-$2.7
-51.2

-$i6.9

~315.6
-$3.4
-$3.0
~£28
-$24.8

-$26.2
-$3.6

© 857

~§4.0
-$41.7

-52.3
$5.7
$20.4
220
$4.3
6.2
$45.8

Plan

~84.1
-$0.9
$0.8
$0.3
$6.0

~$1.0

$0.0.

500
02

-$0.9

$5.1
$09
«50.8
~80.1
§6.9

516
857
k138
3148
$8.2

0.1 -
$£24.9.

agprepiet



House, Senate, and Administration Balanced Budget Plans

Tabisz 3

Tax Benefits By Quintile

FELingome Quinile  House Pudest Plan

Average Tax Benefits Per Family {In Dollars)

Lowest
Secord
Third
Fourth
Highest

Top 10%
Tow 5%
Top 1%

312
§12
8242
$530
$1,340

$1,732
.31
35422

+

Senme Budget Plan Administrason Plan
%24 $12
517 557
$233 $242
%578 $430
$1.380 8396
1, $243
$2,416 3126
$5.626 83

Apgregate Tox Benefits By Inconte Group {u Bitlions of Dollars)

Lowest
Sccond
Thirg
Fourth
Highest

Top 10%
Top 5%
Top 1%

Freasury footoies? .

-$0.3
$0.7
$5.3

31048

$28.3

$19.2
5150
$5.9

-$0.6
-$1.7
$5.1
17N
$30.2

184
332
£6.2

$0.3

3.2

$5.3
9.4
$8.7

$2.7
$0.7
$5.1

L]
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$0

~$500 -

e

nefiis

$1,000 -

ge B¢

2,500 -

Ld

Cutsin Income And Health Govera

-$3,000 -

$1,500 -

$2,000 -

£

k]

H

L

~$3,500

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

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

:\,‘; %d.‘.
'S
House Budget Plan S
B “ &7
2 b
P

Cuts In Annual Benefits and Health Coverage Per Family By Quintile
LTS



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

Housc Budget Senate Budget Administration
Pian Plan Budget Plan

315 billien

-
3

310 billion

i

$5 billion -
$0 biltion -
-$5 billion -
Benefit Cuts Alfecting Income Of The Poorest 20% Of Families With Children
~$10 billion + .,
A

I

-$15 billion o

N -



Table 4

House, Senate, and Administration Balanced Budget Plans ne A
Effects of Spending Cuts On Families with Children v
Average Income and Health Coverage Loss Per Family By Quintile
House Budget Plan Seanate Budget Plan ~ Administration Plan
AFI Income Quintile Doltars  Zhoflncome Doltars %nlincome Rollars  %eof Income
Boenefit Cuts Affecting Income
Lowest «$1,524 -1.6% ~$781 -5.4% «3276 «§,9%
Second -2.5% %381 -1.6% ~3123 8.5%
Thisd 0.7% H160 -0.5% ~$55 -0.2%
Fourth -.2% SRS -5.2% -513 0%,
Highest -0, [ % -557 -4.1% -$8 ~0.0%
Health Coverage Cuts ‘
Lowest -$1,662 -£823 -$80
Second 5678 3343 - -$36
Third -5200 3100 -5
Fourth -580 ~$64 -§4
Highest -$80 876 -$3
Total Income and Health Coverags Cuts
Lowest £3,183 -$1,604 -8366
Second 51,277 -$723 -5159
Third -$449 “$260 -$66
Fourth -$169 2149 -$1%
Highest -§187 $173 -39
Nates: Tox changes {EITC and child tax credit) are not iacleded. Inclodiag thefn would make the cuts deeper for the
lower guintiies, while showing net benefit inoreases For the upper guintiles,
Adjusted family income ranks families based o thetr Income as a percent of the poverly tise. These resulis shonld not
be added 1o Treasury’s FEF fables, whick do nof incTude family size in the tanking fastors.
chid_fm2.xfi
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House, Senate, and Administration Balanced Budget ?i:mfs
Effects oF Spending Cuts On Families with Children

Aggregate Income and Health Coverage Loss By Quintile

Dotlars In Billions

AFI Income Quintile House Budget Plan Senate Budget Plan Administration Plan
Henelit Culs Affecting Income
. Lowest d -511.4 -$5.9 -52.1
Second -$4.6 -52.9 -$0.6
Third -$1.9 -$1.2 -50.4
Fourth -$0.7 «$0.6 3.1
Hlighest 508 408 8.0
Health Coverage Cuts
Lowest ~$12.3 -$6.2 -$0.7
Second -$35.32 «$2.6 ~$0.3
Third 883 -$0.8 5.1
Fourth -$0.6 -50.8 $u.0
Highest «50.6 $0.6 $0.0
Fotal Income and Health Coverage Cuts
Larwest -$239 Si21 2.8
Second -55.8 -8£5.5 -$1.2
Third -$3.4 -$2.0 -86.5
Fourth <513 511 ~30.1
Highest -81.4 1.4 0.0

Notes: Tax changes (EITC and child tax eredit) are aot included. ischuding themn would muke the culs deeper for the
lower guintiles, while showing net benefit Increases for the upper quintiles.

Adjusted family income ranks families based on their income a3 a percent of the poverly line. These results should not

be wided to Trezsuey’s FEI tables, which da not include funily size in the ranking factors,

child aggali



Poverty Analysis of The Welfare Reform and Balanced Budget Plans e z

As explained in the distnbutional analysis, 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 line. The poverty line was developed in the 19605 based on the
amount of income estimated to be necessary for a family to sustain itself. It is adjusted annnally
by changes in the consumer price index, and varies by the number of children, elderly, and other
persons in the household, In 1994, the average poverty threshold for a family of four was
315,141, :

This analysis includes two kinds of poverty tables. One uses the pre-tax cash definition of
income that the Census Bureau uses for the official poverty statistics. The other tablggm-"—
mcorporates a commaonly used alternative defindtion 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 tax policies (including the Eamed Income Credit) and near-
cash in-kind assistance programs such as Fpod Stamps and housing programs, The discussion
below references only the broader definition. Neither definition includes proposed changes in

Medicmd and Medicare,
bdot
1okl I

The following 1ables compare ﬁzer cffects of the HouseASmaw * T o
wBeedpet plans on the number of parsons and children with incornes b&:lmv &e poverty hne anzi
estimate the effects these proposals have on the size of the poverty gap -- a measure of how short
of the paverty thresholds a family’s income falls. The tables also show the separate cffects of the
House-and Senate-passed bills welfare bills (whish-equal-about 10%-of- thc-cﬁaymts*inmh < tor canfusr.
Smwwummiﬁ%mfﬁe—%ﬂ i W and Senate Democratic
welfare reform alternative, w?ncme Administraign endorsed. The analysis estimates the

impact on poverty at full implementation, which will be reached in all programs by the year
20027 ?E;,u 6o W il wof fill 2003, Fosd Suagr oty pulellod o 2002 o 20 P @_ et

Haw sf:ou!d’ tiz ese resu!!s be m!erpre:ed ?

AQ TOTrOT the— Dot nb
mm%mmamenmw%%mwmmﬁwwgdmmgammw i
and o emy:—Therefors; 4 poverty stily complements the distributional analysis -

butit cannot prevxie as much information, There are several reasons why a distributional

analysis provides a more comprehensive picture;

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

- Esi:imating 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

-
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25% above the poverty line will not have an appreciable effect on the poverty gap - bt v

will I:Je highlighted by a distributional analysis. ,X%P famet .
2 Do A R W WS CRra ;W maiﬁéts
> el -
- There is ni commonly agreed-upon way to include the effect of changes in health
COVErage; . While the lost health goverage is included in the
distributional analysis, it is not part of the poverty analysis, fp ,gm £ o Ao,
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Efjwjéc{ of 1993 changes. 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

million persons, including 0.8 million children, out of poverty under the post-tax, post near-cash

transfer definition of poverty. (See the first two columns in the next table} The current House-
__{  and Senate-passed budget plans would repeal significant portions of these improvements.

‘3’ Y Economic progress. The Clinton Administration has cut the deficit in half and expanded the
economy. The Census Bureau recently rcp&g_ed that, under the pre-tax cash definition of income
used for official poverty statistics, there w&reﬁfz million fewer people below poverty in 1994 -
an in 1993, {(Under the Census Bureau’s family of altemative income definitions, the reduction

verty ranges from 0.8 million 1o 1.7 million méwzduajs] B i Pa& THa dfban L3 7
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POLICY Chi@ESTFHAPWoEeD PROMOTE WORK AND MINIMIZE THE
IMPACT ON CH?LZ}RE\I

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

Throughout the budget and welfare reform debates, the Administration has called for measures
that will maximize the opportunitics for families o work their way off welfare and out of
poverty, and minimize the potential risk to children if they do not. Many of these improvemenis
were included in the Senate-passed welfare reform bill. Others have been recommended
repeatedly by the Administration in letters to Congress on welfare reform and budget
reconciliation.
The following pﬂhﬁﬁ-ﬁ&g@s which the Administration has called for would significantly

", decrease the potential impact on children, and increase the prospect that people will 1ift their
farnilies out of poverty through work:

{he
A. Maintain and Strengthen Improvements inSenate Welfare Reform Bill
’ Ha‘éi&w )
The Senate adopted a number of bipartizan improvements over the Seaste bill that significantly
increase the prospects for people to leave welfare for wmk and reduce the risks that children will

be harmed. These include rejecting House pmvzswnf to block grant child welfare and child
nutrition programs snd f'mandate the family cap and the cutefT of unwed teen mothers, and

i
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5‘kaci{}ptm ¢ the following measures to promote work and protect children: a

. Child Care. The poverty effects of welfagse changes depend in large part on how many
people get jobs. [n particelar, 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 {i}m E;l by £3 billion over the next five years, But the impact of that
fmprcver‘ncnt is not n-‘fgam in this poverty analysis (%caqig; :L}ge Mig care ;'gr’f‘mg o 206 7
increase in the Senate bill expires after the vear Z{}QG.AMQI{‘Z g that increase in child care
permanent would reduce the poverly impact in two ways: by improving the prospects for
recipients to leave welfare for work, and by reducing the pressure on states to divert
money away from benefits in order to pay for child care.

. Contingency Fuad and Mainfenance of Effort. Another critical variable is how states
respond, especially in the event of an economic downturn that would increase caseloads
and reduce revenues. The House bill includes an inadequate rainy day loan fund and no
reguirement for states to maintain theic effort. The Senate bill includes a $1 billion
contingency grant fund and an 80% maintenance of effort requirement. The
Administration has sought 6 maintain and strengthen these improvements through a
tightly drawn, permanent maintenance of effort provision and a contingency fund with a
more effective trigger mechanism and a greater amount of i}mds iz serve. The
Administration and CBO project that the current Senate frovissoh will run out in a few
years even with a growing cconomy, so it should be sirengthened to provide states and
families greater protection in a setious recession,

. Performance Bonuses, For welfare reform to succeed in moving people from welfare to

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

B. Other Imprevements in Welfare Reform

The Administration has recopmended two other improvements to the Senate welfare reformbill
that would reduce ihef{mpac of the final legislation on children:

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



. Child support for AFDC families. Families on welfare currently reeeive the first $50 of
child support that their absent parents pay. The House and Senate bills would climinate
this provision,

Ploe Brlimcd Taodecit badotrinn Flan.
C. WOMQMMW

Senate-passed budget plans, Adopting the Adminisimtignﬁs-balamcé budget plan
iininate threg-guarters of the child poverty effect ofthe House budget plin)w%aiirés of the
hild WVSM-?” éap//

ect of the Senate budget p

(!’;1 particular, the following changes would promote work and protect children:

. Dao not cut the EITC. The House and Senate budget plans not only cut assistance {o
peaple who cannot find jobs, but also cut the EITC that rewards peaple who choose work
over welfare. As the analysis shows, the EITC changes in 1993 led to a significant
reduction in poverty, while the EITC cuis in the Senate hill could Jead to an additional
300,000 children falling below poverty. Rewarding work by retaining the current EITC
will give families that go to work a better chasce of moving above poverty.

u},ﬁ( b "; . Cut fewer current S8 recipients fram the rolls. [Is this primarily 8§81 kids or
M j L * +
a4 imunigrant Kids?]
. Moderate Food Stamp cuts. The House cuts Food Stamps __ by 2002; the Senate _.

The House bill puts an inflexible cap on food stamp spending, which could leave working
famities vulnerable in an cconomic downturn. Moderating the cuts to the Jevel inthe s»WsH L, Heo
Administration s-phen would substantially reduce the poverty effects.

* Do net block grant Medicaid, While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points out that they eould have dramatic
impacts on children in low-income families, far beyond the cuts in AFDC. [Insent
iafever IKE numbedis.]) The Administration’s plan, which rejects a Medicaid block
grant, achieves a balanced budget in a more equitably way and minimizes the impact on

Db vos boe  children.
I
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Table é ":.: '{‘
THE IMPACT OF %NWL PROPOSALS (}N POVERTY
Using a Comprchensivg Post-Tax, Pest-Transfor Definition of Income

Sirmplates effeets of 8 implementation in 1993 dollars

Effect of 1993 Changes Hiouse Budget Piaa‘ Senate Badget Plan  /Administration

Entire Welfare Estire  Welfare Budget Plan
Prior Law Cursent Lawe Plan Bill Plan Hill
Chiltren Under 18 Y. R e R YA S 1 [ W
Naumber in Poverty {Millions} 1% 100 123 12.4 11.6 102 106
Change From Current Law 2.3 2.1 1.7 1.2 iry
Poverty Rate (Parcent) 155 14.4 £7.6 114 168 6.2 . 152
Change From Cuoeat Law 13 o 24 1.8 0.8
Families With Children
Number in Poverty {Millions) 183 17.6 209 206 159 19.2 18.0
Change Frem Cuareent Law 3.9 iz 29 22 1.0
Povarty Rate (Perceny) 12.6 1.7 t4.4 143 13.8 133 124
Change From Current Law 27 2.5 &0 t§ 0.7
Povesty Gap (Billions} 17.6 5.2 . 248 24.3 213 08 176
Change From Current Law 86 g1 5.3 4.4 i4
All Persons
Number in Poverty (Miltioas) 225 o2 s 3t 318 30.7 293
Chinge Frem Current Law 4.5 4.4 35 P 1.2
Paverty Rate {Pecent]) 113 168 12.6 i2.4 122 18 1.3
Change From Caoent Law 17 16 $.3 1.0 43
Poverty Gap (Billions) 434 46.8 37.4 382 54.0 523 | 487
Lhange From Curmat Law H.6 93 73 38 1.9

Nows: The Consss Bursmu publishes o fonily of poverty statistics esing shermative defiaitions of ingome, The definition of income duplayed
hers includes the cffect of wxes finciading EITC), Food Stmnps, housing programs, snd sehool meal programs. Changes in gr}vamtm:m provided
hestth coverage are not included, not ane there tay adiuctments for medicat costs,

Ssurgn: HHS s microsimuiation mode), based on duta from the March 1994 Cament Population Survey,

pov_orot ipd
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THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

tinder The Income Befinition Used For Official Poverty Satistics

Simulates offects of full ingplemeniation in 1992 dollars

T

Effect of 1993 Changes tlouse Budgei Plan Senate Budget Plan  Administratio ]

! Budget Plan
Entire  Welfare e Welfare \\Lg'j
Prior Law Curren: Law Plan Bill Plan Bifl

Chitdren Under 18

Numbes in Poverty (Milliang) i85 133 160 5.0 15.8 158 15.6
Changie Feom Current Law 0% 0.5 43 0.1 1.8
Poverty Eate (Percent) 23 123 234 23.1 22.8 228 224
Change Fram Current Law 0.7 4.7 0.5 0.4 0.3
Fanilies With Children
Number i Poverty (Millions) 26.5 26.5 213 2715 2 272 6.8
Change From Current Law 1.4 1.0 a7 0.8 R
Poverty Rate {Percsan) ig3 183 19.0 9.0 8.8 188 184
{bange From Current Law 0.7 &7 8.5 0.4 0.0
Poverty (Gap {Billions) 16 418 6.8 50.6 47.0 469 422
Change From Cusrent Law 30 A 54 53 8.6
Al Persons

Number s Poverty (Millions) 38.8 338 39.9 189 B4 35.6 IRG
Charge Fram Curvent Law i il 1.9 08 LR
Poveny Rute (Pereent) 4.9 149 15.4 154 - 153 152 150
{hange From Currest Law 04 0.4 0.3 0.3 0.0
Poverty Gap {(Billions) 76.3 763 839 85.9 g2.2 82.% T
Change From Cuerent Law 85 9.6 46 A2 08
Motes: The definition weerd {or official poveriy stalistics counts 2 cash incorme, bt excludes the sifest of taxes {and BITC), Foud Stamps,
houslsg programs, and other near-cash gevemment sssisiance programs,
Source: HHS's microsimsTation made), based on data fom the March 1998 Current Pupulstion Survey.
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Table §

Poverty Effect By Program

Additional Number of Children In Poverty
Under Alternative Proposals

in Miltions

Food Stamps

88t

AFEN Other Than Time Limit

AFDC Time Limit

Oiher Changes {Labar Supply, Uhild Nuirition)
EITC

Total

G Do bl
Senste Plan Admip!is_tr tion
P P A\
2 2
3 3
2 2
w3 1
5
| o4 1.7 @
Vs 05 -0
RN/ fese
&;f}w«-: -‘,2-'-
revesed, .
potel Taig 7,
77l )
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Sensitivity of Poverty Estimates to Technical Assumptions

The table on the next page shows how the estimates of the poverty effects of the Senate welfare
bill vary under three alternate techmical assumptions.

Estimates of the effects of the cuts in Food Stamps, 851, and the Earned Income Tax Credit are
not very sensitive'to technical assumptions. As the last table in the poverty analysis shows,
much of the poverty effect of the Senate bill results from these cuts. The effects of these cuts
vary primarily by the population growth and economic assumptions that-underlie the estimate of
. the budget savings -- and Administration and CBO estimates of these savings are similar,

While a significant portion of poverty changes related to AFDXC are a simple function of Federal
budget cuis, the total AFDC gstimate is rather sensitive to aliernate assumptions. All the
sensitivity on the following table results from allernate assumptions related to AFDC changes.
While the base estimate of the number of children moving below poverty due to AFDC changes
in the Senate welfare bill is 0.6 million, the modifications in technical assumptions on the table
could vary this estimate from 0.3 w0 0.8,

ALTERNATE ASSUMPTIONS THAT HAVE BEEN MODELED

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

. What effect does a time fimit have on emplopment? The base estimate for the Senate
analysis gssumes 40 percent of parents reaching the time limit find some kind of
employment, The range of hours worked and wages received is based on those of parenty
in the National Longitudinal Study of Youth who had been on AFDC for long periods of
time,

The more conservative labor supply column of the table assumes that only 20 percent of
these parents find jobs, with rmost of those jobs being part-time, This assumption
increases the number of children moved below the poverty line by 0.2 million, This
assumption is couasistent with those CBO used to price the welfare bills. However, there
is no data on which to base an estimate of the number finding employment. No pareat
has ever reached a time limif in any of the State welfare reform waivers that includes 2
time limit. {The closest correlate that has been studied is the termination of General
Assistance in Michigan, and even that comparison would have shortcomings.)

+ What would AFDC look like wnder carrent law in 2002 and 20057 CBQ's baseline
. SR 7
projects slower program growth under current law than the Administration's baseline
includes. These types of projections are inexact, Were CBU's program growth
assumptions incorporated into these estimates, the estimate of the number of children
moved below the poverty line would be 0.2 miliion fewer,
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» $irat do States do after the mandatory time limit? Waiver requests indicate a number of

States will want to end asststance completely when the time Hmit ends. Some States,

however, may choose to pay cash benefits with State funds or provide in-kind vouchers.

I half of States provided housing and other vouchers worth the children's portion of the

AFDC benefit, the number moved below the poverty line wouid be 0.1 million smaller.
ALTERNATE ASSUMPTIONS THAT HAVE NOT BEEN MODELED
The AFDC poverty effects are also sensitive to a number of other assumptions for which
variations have not been modeled. These include:
’ Economic Growth and Unemployment. An extended period of strong job growth would

reduce the poverty effects. Since AFDC recipients nsually are the least likely to find and
keep jobs during a recession, and the House-passed bill 1a particular has almost no
countercychical protection, the poverty effects would be greater if unemployment rates
increased substantially.

. State funding for benefits. The base estimate assumes States maintain current State
funding levels for benefits until recipients reach the time Himit, and then use the time limit
savings to fund work programs and child care. Poverty effects would be greater if States
reduced their funding, and smaller if States increased their funding to offset the loss of
Federal doliars.

» Marriage and birth rates. Some recent changes in birth rates -~ such as the sudden
increase in the late 198¢'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 teen pregnancy can reduce teen pregnancy, out-of-wedlock births,
and/or increase marrioge rates, the poverty effects will be smaller. If out-ofowedlock
birth rates continue to grow and marriage continues to decline, the poverty effects could
be greater,

Y



Table % .
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SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS -
Senate Welfare Bill

Using 8 Comprehensive Post-Tax, Post-Fransfer Definition of lacome

Simuiates oifacts of full implementotion in 1993 dollars

HBase Estimate Altergative Assumptions
Eitf of Smmes Provide Child Benefit Vouchens
After Time Limie; CBO Progeam Projeetions;  CBO Pevjection of Progrars Mose Conservative Lot
: Base Hsnmane Labor Supply Asswmpiong Growth Hader Current Law  Supply Bffeet of Tame Limit

Childres Under 13

Nimsher i Poverty (Milions} 1.2 ’ 189 110 114
Chuange From Qurrent Law 12 8% 1.8 14
Poverty Rute (Percent) 142 15.7 . 158 16.4
Change From Uaerent Law 1.8 : 1.3 t.4 28
Families With Children
Nambe in Poverty {(Millions) 19.2 ' 154 187 19.5
Change From Current Lasw 22 18 i8 5
Povery Rate (Porcent) 133 128 119 114
{Uhange From Current Loaw 1.6 1 1.2 18
Poversy Gap (Bithons) 06 - 8% 19.4 2148
Change From (Currest Law 4.4 27 12 438
All Persons
Number in Povesty {Millions) 397 30.0 30.2 L3 ¥
Change From Current Law 16 iy 2.1 5
Poverty Rute (Percent) 1% 16 ' i16 119
Change From Currest Law 1.4 63" < o8 1.1
Poverty Gap (Billions) 523 50.7 512 $2.1
Change From Carrent Law 35 38 44 R

ety The Censos Buseoy publishes a family of poveity statisties using aliemative definitions of income, The defiaition of incone displayed hore indludes the oifest
aof tuxes (ncluding BFFCY, Food Stamps, housing programs, ans school mesl programs. Changes In goversenent-provided henlth coverage 35 pot inctuded, nor are there
arvy nddjustments for medical costs.

Source: HH8's microsimulation meoded, bused on data from the March 1994 Correnst Poputation Survey.
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Methodology

RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME

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

Fanisily Economic Income (FEY). Family Economit Income is a broad-based concept. FEI i3
constructed by adding to AGI unreported and undemreported income; IRA and Keogh
deductions; nontaxable transfer payments such as Socizl Security and AFDC,; employer-
provided fringe benefits; inside build-up on pensions, TRA'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 fo the extent reliable data allow, Inflationary losses of
lenders are subtracted and gains of borrowers are added. There is also an adjustment for
accelerated depreciation of noncorporate businesses. FEI is shown on a family rather than a tax
return basis. The economic incomes of all members of a family unit are added 10 rrive at the
family’s economic income used in the distributions. ‘

Adjusted family income (AF1). 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 gavernment) by the poverty level for the appropriate family size,

MODELING OF TAX CHANGES.-

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

& 20



This analysis estimates the impact of H.R, 4, the reconciliation bill, and appropridt
passed by the House and Senate, . Provisions of HR_ 4 that are analyzed include the AJ
grant and benefit prohibitions, and changes to the SSI and Food Stamp programs.
Reconciliation actions that are analyzaeé include changes to housing assistance, Medicare, and
Medicaid. A detailed list of the provisions that are included begins on the following page. The
analysis also estimates the impact of policy proposals that are included in the Administration’s
budget which include changes to S81 eligibility for children, Food Szamp program changes,
immigrant provisions and Medicaid proposals,

MODELING OF SPENDIN G CUTS

The analysis focuses on changes in policy that will directly affect family income. 1t does 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 health care providers, or reduced job
training or Head Start funds.

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

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

The swdy also incorporates a labor supply respense to the time limit. For estimating the effects

of the House proposal, the labor supply response (i.¢. the subsequent work effort of persons who
Jose benefits) assumes that 20 percent of cases denied AFDC because of the time limit will go to

’“/za
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work part-time at a wage rate equal to zhc median wage of women wha formerly received AFDC
and then went to work. These assumptions are based the limited skills ork expericnce,
low scores on tests of aptitude, and chronic health and other problems of these

recipients. <

The Senate assumptions are based on the work of academic researchers and the work efforts of
single mothers who don’t receive AFDC but have similar characteristics. The study estimates
that more than 40 percent of long-term welfare recipients will work at least part-time when they
lose AFDC benefiis due to the time limit. The average earnings for all recipients, including
_ those with no earnings, would be 34,700 per year, and the highest ten percent would earn an
average of $24,300 per year, Given the limited skills and work experience, low scores on tests
of aptitude, and chronic health and other problems of these long-term recipients, these
assumptions apahileely=to be optimistic.

;’-’% .
The overall estimates in this analysis were obtained using the Department of Health and Human
Services' TRIM microsimuliation model. TRIM (for Jransfer Income Model) is based on g
nationally-representative sample of the non-institutionalized U.S. population, the March
Supplement of the Current Population Survey. This survey of about 60,000 households is
conducted monthly by the Census Bureau and the Bureau of Labor Statistics. Using the survey
data, TRIM computes income, benefits, and taxes for each person under current law, then
aggregates these individual amounts for U.S. totals. These current law totals can then be
compared to similarly computed estimates for the aliernative ;mllcu:s contained in the
Congressional proposals.

The tables that show impacts by income quintile and family type use a definition of income
similar to that of the Census Bureau in ¢alculating the official poverty count, but the definition
captures more fully the effects of government policies. For these 231:3183 most cash and near-
cash income as well as taxes are counted when determining income. That is, this definition of
income counts all cash income as the Census does, but adds the value of food stamps, school
Tunches, the Earned Income Tax Credit {EITC), and housing assistance and deducts from income
the employee portion of Social Sseunty (FICA) and federal income faxes.

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

Analyses of the House Passed HR &

AFDC

=« Deny benefits to non-citizens, with certain exemptions

»  Combine AFDC and related programs into 2 block grant and reduce spending, accounting
for both Federal and state reductions

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

»  Eliminate the $50 child support pass-through

«  Deny cash benefits to parents younger than age 18 with children born out-of-wedlock

M-



= Deny benefits for children bom or conesived while the mother recei

55k
»  Deny benefits to non-citizens, with certain exemptions
«  Deny cash SS8I Disabibity benefits to non-institutionalized children, with some exceptions

Food Stamps :

Deny benefits to non-citizens, with certain exemptions

Limit the annual benefitincrease 1o 2% per year

Freeze the standard deduction at 1995 levels

Reduce and freeze the excess shelter expense deduction at 1995 levels

Count 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

L B 2 L

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

Nutrition Programs
s Establish a schoo! autrition block grant at reduced funding levels
*  Combine CACFP, WIC, and Summer Food into a single block grant at reduce funding

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

Housing ’

»  Impose a minimom rent of 350

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

s Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile remt
«  Eliminate new Section 8 certificates

Medicare )

»  Increase Part B premiums from 25% of program costs to 31.5% of program costs for all
beneficiaries, except increase them to 100% of program costs for single beneficiaries
with income over $100,000 and couples over $150,000 and increase them linearly
from 31.5% to 100% of program costs for singles between $75,000 and $100,000 and
couples between $160,000 and $150,000 . _

»  Reduce managed cate benefiss for beneficiaries currently enrolled in HMOs

o D9
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ng to save $182 bilfion

Medicaid
»  Eliminate ¢ntitlement and establish a block grant at reduced spen '
between 1996 and 2002 - -

Other Actions

»  Eliminate the Low-Income Home Energy Assistance program (LIHEAP)
»  Increase Federal employee contributions to peasion funds

*  Reduce the pension benefits of future Federal retirees

+  Limit government contributions for Federal health benefits

-

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

Analyses of Senate Passed HR 4

AFDC

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

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

+  Impose a 5-year lifetime limit on AFDC receipt, with a 20% hardsinp exempnon

+  Eliminate the 850 child support pass-through

S5
¢ Deny benefits to non-citizens, including current recipients, with certain exemptions
'« Restrict $SI Disability benefits to children mesting the medical listings

Food Stamps
Limit participation and benefits of non-citizens, with certain exemptions
Reduce and freeze the standard deduction _

- Count all energy assistance received as income when determining eligibility and benefits
Reduce the maximum benefit
Require children 21 and younger in the household 1o file with parents
Require single, childless adults to participate in work or training after 6 months of receipt
Eliminate indexing of $10 minimum benefit for smal! households

* 5 % & * 2 @

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

Nutrition Pregrams

«  Round down reimbursement rates and delay indexation ' o
o Implement a 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 HR. 4 above plus:

Food Stamps
»  PReduce and freeze the standard deduction furth::r than in HR. 4

Housing

»  Impose a minimum rent of $25 in public housing

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

Medicare

~  Increase Pan B premium to $89 in 2002

+  Set income-related threshold for premiums to $50,000 for individuals and $100,000 for
couples; premium hits 100% of program costs for individuals at $100,000 and for
couples at $150,000

»  Increase the Part B deductible o $210 in 2002

+  Reduce managed care benefits for beneficiaries currently enrolled in HMQOs

Medicaid
s Eliminate enfitlement and establish a block grant a1 reduced spending to save $182 billion
between 1996 and 2002

Other Actions

»  Reduce funding for the Low.Income Home Energy Assistance program (LE-{EAP)

¢ Increase Federal employes contributions to pension funds

»  Delay the cost-of-living adj justment of Federal retirees

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

»  Restrict 881 chil
fistings

1sability benefits for new applicants to those meeting the medical

Food Staraps :
*  Set the maximum allotment eqial to the cost of the Thrifty Food Plan

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

Eliminate indexing of $10 minimum benefit for small households

Reduce the standard deduction in 1996 and™19%7, resume indexing in 1998

* F %
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Child and Adalt Car?ﬁegiing Program (CACKP) Subsidies .
+«  Reimburse meals se il
below 185 percent of pyyverty applying for benefits, and to children in homes operate
fow-income provider at current law tier 1 rates
» Implement a two-tier meang-test for benefits in family day care homes.

Immigrant Provisions

+  Extend sponsor deeming periodunder the 881, AFDC, and Food Stamp programs

«  Establish a “two-tier” deeming phlicy under S8I, AFDC, and food stamps

*  Sponsored immigrants whose spoigors’ income exceeded the median family income would
continue to be subject to deeming ugtil the immigrant became g U.S, citizen

»  Deeming rule changes are applied praspectively; current resipients would maintain
eligibility as long as they remained coftinuously ehigible -

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

Medicare ]
»  Reduce provider payments

Medicaid
s Medicaid provisions result ina 5.4 percent reductiomin total Med;cazé spenémg

&1 3.



. 53-45 vote, that would have mled inck
+ Medicare 1 389 hillion.
o < “reennsilistion” bill before the House and :
. canterpiecs of Republicans' effort to balance t&c
vhish until now has been wagsd piccemesl through
£3 annual appropristions hills. Howsver, spending cuts in
sse meagures do not affect federal entitiements such az
sdicare and welfure, which aviomutically provide benefits for
nyone who qusiifics. Entitioment speading can be contrelled
niy through changes in the programs’ siructure, and that is the
heart of the raconcilintion bill. The bill incorporstes several
measures already spproved by the House, including legialstion
o cm $270 billion from the growth of Medicare, which was
approved by the House lagt week and welfare refm plans
spproved earlicr tis year.
{Opticas] 8dd end) '

The bitl's tax provisions are s remarkeble monitment to how
mich the terms of fiscal debaie have changed since
Republicans took control of Congress. In this bill, unlike past
deficit reduction efforts, Republicans not only refused to
congider WX-T8tE IDCTEASES, t,hey mswzcd om tax culs for
businesses and individusls,

However, the bill aiso would increase the tax burden on
many working class families because it would seale back the
Earned Income Tax Credit, which goes o families eaming up
to about $27.000 1o holp keep thexs from falling imto poverty,

Almost eclipsed by those proposals are scores of other
provisions that, at another tme, would be considersd major

progrars, estublish sew tax breaks to envourage savings for

" medical expenaes; overhaul and reduce federal housing .
subsidies, require federal employees to contribute wore towird
their retirement funds; consolidate severs foreign policy
agencies including the Agency for International Development;
snd open Alaska's Arctic Nationa! Wildlife Rofuge to oil and
gas drilling, Cligton has said the oil-drilliog provision akme
wauld be eaough forhxmtn%thacnmbwgei
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Every Cause Has 2 Champion on Capitol Hill
(Washn} By Edwin Chens= (;:) 1995, Los A::gelea
Times=

WASHINGTON Never before, perlmps, ave many
heroes championsd 2o many causes sil at once. -

As the House neared » showdown vote Thursday on &
mussive GOP budget measure, members of Congress seemed to
turk at overy turn, indoors und out, welf-righteously étfmdmg
the interosts of & dizzying azray of clsimed constituenciée:
senior citizens, college students, Lard-working middisclass
wtiffa, the mmpioyed underclassy, heiplm infarys even z!a.e
Alaska pomupm: caribow. . ’

Shamelessly, in nonsiop news conforences mzi o
spoech-making, enlivensd by colorful charts and ocesmﬁy
imsginative props, Republicans and Democrats vied for the -
limelight, pressnting themsclves o5 the genuise protectors of .
the eidetly, Myemg,mdlspmmmmm while -
portraying the oppommasdumtdlymmmmﬂmgw
level with the public.

’Z’heamiam@are mdheam;rhetom uhowdiww
difficali it un be fu politivs W knvw who your oue aliy is.
Thmmsmz&tiythc esse when it came «:Ammz
seniors.

the budget has boen the Republisans' seven-ysar plan 10 wring
$270 billion in’ savings from Medicers, largely by reducing the
nmim&ofmmhmspmdmgﬂ‘em 10 percent o 6.5
percent.

Even though ii:az meany op increase in the nnnuai per-eapita
spending from the curreat $4,800 .10 £6,700, Democrats have -
doggedly characterized them &s cots bosause of the mas:ng
mumbers of people who will go into the program. .

Littde wonder then that, when Sen. Tom Diaschle, D-SD,
and Rep. Rickard A, Gephardt, D-Mo., leaders of the
zongressional Demoerats, appeared st an outdoor rally
Thursday, they deployed & rocking hom: and 2 wckmg chair
as props 1o drive home their point.

Fur those slow on the uptake, there was thix accompanying

F-3

All yeas, tkw overarching point of contestion in the batle of |

-

placard: “Rocking Horse to Rachag Chwir: GOP Bmﬂgm will’

Hurt Americans of All Ages." (Among the spending redustions
proposed by the GOP are 310 billion in student logns.)

As Daschle and Gephardt spoks, supporters gathered around
in a semi-circie holding up sigms that said, for example, that

GOP stands for * get 0id poopie.” A second protest sign

demanded the preservation of the Arctic National Wildlife
Refuge in Alssks -“birthing ground of the poreupine cariboy
herd® which the Repubimm would open 1o oil drilling.

Another sign read, in part: “"No New Taxes; No Newt A:ws"
a reference to the Democmtic vontention that the Republican X
Medicare yeductions are designed largely © pay fora szss .
billion tex cut. -

. (Options! add end)

" Sometimes revolutions ¢iaim millions of livest” (iephmii
thundered in the brilliant mmi:gbz 88 toumts waikaé by with
quizzicsl expressions. .

But Republicans were not a‘hofm to be onz-mmuvercd on
styla or substance, .

A small mob of GOP xcprescntmm and mtors sssembled
early in the moming to announce yet another good deed for

- seniors. They promised enaciment this vear of legislstion w

atiow working Sac:ai Security recipients to kzep more of tseir
earmngs

“For every 33 thcym over the $11,160 Inmt,thssy Jme $1
in Social Security benefits,” fumed Sen. John MeCUsin, R-Ariz,
“Thiz carnings cap is & serious threat to the weli-being of low-

 or fixed-inoome senior citizens,” ho said. The GOP would raise
policy changos. The bill would eiiminate an entire student loan T

the fimit to $30,000 over & soven-year period. :
“This is & defining issue” between Repubhmsmd
Democms md Rzp Txlhe Fowim- R-Fla, N

" Study: Senate Welfare Bill Hamfax to Many ‘

Children By Elizabeth Shagrenm (c) 2995 Lns

.Angeles Times=.

WASHINGTON A sweeping welfare rcfm piw apymvui

", by the Senntc and embraced by President Clinton would push

mm@llmﬁﬁm&mmgﬁﬁ&mmmw

< * make conditions worse for children aiready under the poverty

line, accardmgma(:hntonsdmmxmumnndydam

-relessed to the public.

m%ﬁéﬁouwmmdt&ewxdy cou(&mdi:@thc

. ‘&Wﬁofﬁm&nndﬁnmmms.bofmﬁm :

signalad that he would not veto any finsd welfare measurs that

looks like the Senatc package. Sinue then, the fidings have

- been carcfully guarded by the White Houae for fear it would -
-refidot badly on the presidént if made publis, scconding to

. souroes in the administration invelved with welfars reform.

A copy of the analyxis sareped with the word *'drafl®
and dated Sept. 14 mmmammemmmwm
Times. Itmmtm&mwmm,wimhi:m
qmwuwughnzcmpetmgﬁumm!&mmfomb&i,

. . would create new hardships on many chifdren..

. The Senste measure, which passed 87-12 with broad
bipartisan approval, would end the §0-year federal

‘ guarenter of cash susistance w poor mothers with ohildren
sud give states lump-sum block grents to creste thelk own
-‘mg:mh&mispeadzngwmldbem{wﬁwym

recipients would be required to work sfter twe years and
wonld be Hmited o five yeass of sssistance i a lifetims. -

"**The soverity of the impact of (the Senais welface bill) on
poor families exacerbates the detsriorating sconomic ntnmmx
for these families,” acconding to the analysit. .

At the firet official mesting this woek afthujomt
House-Senste commitiee thas will reconsile the difference
between cach chamber's refonn package, Sen. Daniel Patrick
Moynihan, I-N.Y., whe opposes the Senats measure,
chastised the administration for refusing to relears its
sualysis even to Democrats ea Capitol Hill,

""HHS has done a report of the Sensts bill on the
impset on children, but the White House will not release
it* Moynihan said. *Those involved will take this ‘
disgrace to the greves, The childres alone are innocent™

Moynihan and other Democratic members of the sommittee
wrote 10 Alice Riviin, ditecior of the administration's
Offics of Mansgement and Budget, on Thursday requesting
any relevant analysie of the welfaro bills. They said they


http:analy.is
http:litcti.ml
http:edic:a.re

- .

{hé so a8 10 *'mest the pws:dnnl‘s objmtzw of enmuing .
matwei&mmﬁ:mnotpmshchﬂdren“ﬁa
- administration official waid that OMB would reply. -

Asked about the ansiysis obtained by The Times,
administration officials said fhere woy no effort to
conceal the assezsment. I do pot know of anythiug that
was considered 10 be in final form that the White House bas
refused to allow to come out,’ md Lamm Hass,
spokesman for OMB.

An sdministration official ai the I)eyawnen: of Heslth aad
‘Human Services farmiliar with the anatysis sexd: “"H's 8 very
preliminary ook at some of the policies in the Senate bilL"

_The officisl, who spoke on the copdition of antmymity,
added that it was completed before the final passage of
the welfare messtre and doey not reflect the last
amendment, which sdded money to pay for child cere for
welfare recipients and insrrased the number of welfare
recipients who can be exempted from the fiveyear time limit,

Budget analyxts said that amendment would nim the
findings ouly margimaily, : ¥

{Optional 244 end) - . :

According o the ad::mmxmuen mkys:s, in addition
o ;x;thg 1.1 million more children into poverty
increasing the poverty rats for children under 18 from
14.5 percent to 16 percent the Scuate meamure would slso
foroe barder times or children siveady living in poverty.

For this study, children were considered poor if their -
fapxilies’ incomes including the value of foodstarps,
 housing subsidies, sehool hunchies and the sarmned income
tax oredit were below the poverty line. For & family of

taree the poverty line is about 312,000 a year.

According to the analysis, tha&xten;of!hnchmge;s_ -
reflected in & measurement of the “poverty gap’ the
agount nesonsary 1o raise pcopie below the poverty line to

. the poverty line. ’i}@éartheplm.zhcgapfo:fmhu Lo

‘wnhahz}dmwmﬂdmmﬁomswhﬁmstzo

billion, or 28 pemt. LTS S
T recent weeks, senior admxmamm efﬁcmls '

repeatedly told the Times thatno such analysis oxisted.. ' -~

On Tuesdsy, vne HHS official acknowledged that the

sdministration had begun an asssssment but mwmapsed its

work to prepare for the conference committes, - .
Since Clinton began speaking favorably sbout the smte

" welfare reform bl the White House has beon silent sbout

it's impect on poor wamen and children, “The administration
bad produced detailed anatyses of the House messurs bafore
and after passage, and of the originatl Scnats Ieg;m
‘before it was amended on the floos, . <

statc-b‘y-mte teport of the impact on children of m

wolfare hill. .
Presider Cbma, in hiy radio sddrass Sch 16

D-Md., who complained carlier that the-subpoenas were too: -
brosd, went along with the move after [¥Amato agreed to<: -
Jnit the document requesia; But they said the move was”
unnecessary and overly dramatic bocauss mon &f ﬁw
material already had besn furnished, '

. D'Amato md&em&mmswoﬁdmomtho
importance of turning over all relevant documents. White

. - House aide Bruce Lindsay bad submitted 1,000 pages of .

’.'/

documents earlicr this week, bringing o 8,500 pages szf

muteriaf atready provided by the White House.

Approved by s unanimous voice vote, the subposnas cover- .
Bnsnctal records from President and Mre. Clinton's former
aveountast who handled their investment io as Arkansas |
real estate development named Whitewater, ns well as
documents held by Betany anht, # icn@umc a:dc wi:zic \
Clinton was governor.

. In nddition, the cemmitise is sesking mammix é&almg
with the Resolwtion Trust Corp.'s investigation inte . .
Madizon Guaranty &W&Loanofhiﬁcmk,aﬁm ’
linked to Whitewater Development Co,, and rescrds’ of )
long-distance telephune calls from the White House to

. Arkansms in the Clinton sdministration's first year. | | /¢

.Next week's witneszes Williams and Thomeses are.
expected 1o be ssked about conversations with the it

" lady hours before thex-White House comci Bemsrd

" Nussbauwm refused to let lew enforcement officials cxnmt;me ‘

thaﬁlesafhzxéepmy Vineent Foster Jy.; after L
Fuster's suicide in July 1993. Foster's files meluded

PP

' a persona] financial records of the Clintons. [ .

acngaﬁﬂawdthc&mtcforahum ‘wirdomand = 7. -

courage” in rejecting some of the tougher provisions in -
tthom;ﬁm He said the action brought the country

“wiihin striking disttane of transforming the welfare system.”

A letter from Rivlin to the members'of the House-Senate
welfare conference commities said the White House will .
welcome o final medsure that rafleots the ‘hupaxmm '
asmmﬂ'mmmemum =

5

Whitewater Committee Issues 49 Subpoenas for
Documents By Robert L. Jackson= (c) 1995, Los
Angeles Times=
. WASHINGTON The Republiomn.controiled Senate
Whatewater Commitise, with the grodging epproval of
Democeats, voted Thursday to issue 49 subpoenas for
docuraents belonging to the White House, federal regnlatory
sgencies and poteatis]l withesses in the Whitewater affair.

Sen. Alfonse M. I¥Amate, R-N.Y., the chairman, said the
materials would be used in the next phase of the panel's
hearings 1o start early next month. The committes plans to -
recall Hillary Rodbam Clinton's ehief of staff, Margaret
Wiliiams, snd Mrs, Clinton's close friend Susan Thomases to
testify next Thursday, D'Amato sonounced.

Democrats on the panel led by Sen. Paul §. Sarbanes,

| Clinten to S:ga Bill That Keeps Sﬁﬁ’ S&teucing
'_v for Crack By David G. Ssvage and Panl Richter
Los Angeles Times . :

The White House on Mondsy released s 3 ; ’f‘; WASW’?{}Z*I Onamaka%ﬁaudwtcm&med

3

n‘mwmmmWﬁmmmﬁmcm
rczgmmi Whits House officials to keeppahunmy ﬁ-om

_ ‘Foster's revonds on Joly 22, 1993 STV ey

‘1,;‘,%

- Whitswater was 3 failed MS real estate. gm;ee{ o
3mﬁy¢wuedbytbccmmandkmml)mgai who aiso-

:'.'om&&mn(}mmnzy&vmgs&hmmmm
..that wes seized by feders! regulstors in 1989; ’mw&, e

Inmﬁgamambokzagmtomﬁmfadmﬂym

' dcyw&mm’mmnphonedbﬂ'wwmm

. 10 benofit Clinton's 1984 gisbernatorial’ cw Tﬁay are - st
- ‘aiaomvcmgatmg&am:da of’chm‘ - Tolin

c

- w'»-g”“ ": gi‘, ta

the **disproportionate percentsge” of young black men going to

Re !!mBudgezmthauvmdedmymmafs wmmmwmwmpmwhwahﬁimmﬁw

unususlly sHEF prison sentenses for thoso whommghxmth
small amounts of crack covaine. .
miagﬂnuonbimkxaweby&zﬁs Soawubmg

'_Cowmwemcmmmfwmm

involving crack and powdered coosine. While virtuslly ail ’

- of those prosecuted for crack are bisck, pc’wd@ed cocains
“is used more by whites,

Spcmaixﬁmk'swlﬁonk&m&kmhbim
raciafly binsed foderal drug laws for filling up the

. mation's prisons. The Congressional Black Cauem wd _
© Clinton this waek that the drogdew jsmee marks the * “fst

test® of whether the adiministration wasnts o cmd wzm

in the criminal justice system,

Currently under foders! law, pemwhnmaaug}u
m&;mt&gmofmkmwmadmﬁwm

~ in prison, but it takes 500ynmofpowduwdcocmacto

get the same five-year sentenoe, .
", White House aides s Clinton will ;mssnre tiw imshez
pmihes for crack cocaine bocause ke belicvos it takes s

| geater toll on commiunitizs through violence snd gang acti\;ity.

‘However, a1 the same time Clinten signs the bill into law,

jzwzlie:mphnmehemppmts:tammeﬂhngforﬁm

study 10 ses whether sontences for orack socaine shcnld be
adjusted dowrward.

. Aldes sy Chntonmxy qmatly sxgntzu bailmto lawasmiy

CL. A Fnd&y

""This is & total politicai call on their parnt,” said an official »
with the Sentencing Commission. " They are not going to do
anything that will make the president ook bad on the crime.

T Tie [ S
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TABLE 6.—-POVERTY RATES BY FAMILY TYPE, 198281, AND PERCENTAGE OF FAMILIES AND UNRELATED INDIVIDUALS BY RATIO OF TOTAL INCOME TO

POVERTY THRESHOLD, 191 22

Poverty tale, 198281

Percentape disisibidions by ratio of tolal income To

poverty threshold, 1981 tl@ﬁﬂ%‘
A plat (i
1513 300 thow
1982 1986 1987 1988 198% 1990 199 nd )
LSQ fver
Total: ,
Famifies... U V4t 16 112 110 108 106 111 18 48 71 38 42 499 624 b7,842
Unrelated ingividuals ... 23.1 204 216 204 206 192 207 211 78 136 74 B8 115 352, 36843
No members age 65 ar over.
Families... 127 123 119 16 115 122 1386 &5 76 37 38 83 535 54906
Unrefated individuals ................ 21.4 198 202 191 193 181 191 186 81 106 S50 58 49 414 26600
Any member age 65 or over: .
FAIHIES . vvorvsvevrsramsrsssnsensresssarmsnrasen 9.0 77 68 12 88 66 64 87 13 4% 43 56 121 4785 1283
Unrelated individuals ............ 27.1 256 252 235 241 220 M7 4% 33 217 137 89 155 196 18240
Families with children:
Ferasle headed family, no hus- : )
and MeSEhl......coreesrrserinn 48.2 5.0 4089 463 458 437 453 M6 BE Me 73 67 104 113 8.5314
Male presert families ..o, 102 33 &S I 77 84 85 80 28 81 43 45 104 502 - 28888

s Based on Censis {“(rshanake™)

poverly levess.

2 Urnelated sublamiliss are troafed 25 separste femiies; refzied sublamifies are ol mtw 25 separste families bt as members of the [emily with whom ithey reside,

Rote 1987 rovised, 1988, 1988, and 1880 wslimates are not comparable o prior years dug {o processing changes i the UPS.

Souren: March Curvint Populstion Survey for selected years, Table prepared by GRS
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Poverry UNpER ALTERNATIVE MEASURES OF INCOME AND PRICE
INFLATION

The Census Bureau publishes data that reflect two adjustments
in the official definition of poverty. The first of these is an alterna-
tive inflation adjustment. The official poverty line is based on a
procedure developed in 1965 with yearly adjustments for inflation
using the Consumer Price Index (CPI). The Consumer Price Index,
in turn, is based on the yearly change in prices of goods used by
most Americans. Prior to 1983, the UPl measured housing prices

ing a procedure that included changes in the asset value of
owned homes. Because the asset value of houses was growing so
much faster than the consumption value, the inflation rate that in-
cluded asset values was excessive. -

In 1983 the Bureau of Labor Statistics began using a rental
equivalence approach to measuring the value of housing. The offi-
cial CPI-U inflation rate, then, is based on the asset value of hous-
ing prior to 1983 and rental equivalence in 1983 and thereafter. To
provide a consistent time series, the Bureau constructed an experi-
mental series called the CPI-U~X1 for 1967 through 1982 based on
rental equivalence.

The general effect of using the CPI-U-X1 i3 {o lower inflation in
pagt years which in turn has the effect of lowering poverty thresh-
olds for those years. A lower threshold means that fewer people are
poor. As can be seen by comparing the first two columns in table 7,
adjusting the poverty threshold using the CPI-U-X1 reduces the of-
ficial poverty rate by an average of about 1.5 percentage points (or
11 percent) per year between 1979 and 1891, Using the CPI-U-X1
to atgust the poverty threshold each year from 1967 to 1991 results
in 8.8 million fewer poor people in 1941.

The second adjustment in the official poverty rate made by the
Census Bureau is to expand the definition of income to take into
account some noncash income, including Government benefits.
Under the procedures by which the official poverty rate is caleulat-
ed, only cash, including Governmen{ benefits, is counfed in deter-
mining whether a family is poor; income from cash welfare pro-
grams counts, but benefits from food programs, medical care, social
services, education and training, and housing are not included in
the calculation. Moreover, because Government spending on
means-tested noncash benefits has increased more rapidly than
gpending on means-tested cash benefits over the years, ignoring
noncash benefits may be an increasingly serious omission if we
want a broad picture of the impact of Government programs on
poverty, .

The question of how to value noncash benefits raises a variety of
substantive and technical issues. The Census Bureau has been
working on these issues for nearly a decade, consulting with aca-
demic experts, sponsoring conferences, and issuing technical re-
ports. In 1992, the Bureau published a consistent historical data
series, covering the years 1979 to 1991, to trace the impact of an
impregsive variety. of taxes and noncash benefits on both povertiy
and income. The measurement of noncash benefits extended
bevond Government spending for the poor to include Government



1318

spending programs such as Medicare that are not means-tested as
well as to employer contributions to employee health plans.

To examine the impact on income and poverty of various State
and Federal taxes, Government noncash programs, employer-pro-
vided henefits, and so forth, the Bureau has adopied a framework
that includes 15 definitions of income, By eomparing income under
these. multiple definitions, it is possible to estimate the impact of
the various income sources on the average income and the poverty
rates of American individuals and families.

Income definition 14 is of interest to those concerned with the
impact of Government meansgtested, noncash benefits on povert
rates. Unlike the official poverty rate, which includes on c:m}";v
Government benefits, definition 14 includes the effects of State and
Federal taxes, employer-provided benefits, non-means-tested Gov-
ernment benefits, and means-tested noncash benefits 'including
i’"eog Stamps, housing, schosl lunch, and the fungible value of Med-
icaid. _ A
By camparing the official poverty rate with the definition 14 poy-
erty rate, we can determine the imf;éacz an poverty of noncash ben-
efits and Government taxes. The fifth column in table 7 is the pov-
erty rate for years 1979 through 1991 based on defintion 14 and
using the CPI-U-X1 deflator. Compared with the rate based on
CPI-U-X1 {column 2), including taxes and noncash benefits {and a
few other types of income that have little impact on poverty) in the
poverty calculation reduces the poverty rate by an average of 2.8
percentage points or nearly 21 percent per year between 1979 and
1991. In 1991, noncash benefits reduced poverty by 2.8 percentage
points or nearly 7 million people.

The combined impact of using the CPI-U-X1 and including non-
cash benefits can be determined by comparing the poverty rate in
column 5 with the official rate in column 1. On average, the two
Census Bureau adjustments reduce the poverty rate by over 4 per-
centage points or nearly 30 percent across the years 1973-81 and
by 4.3 percentage points or nearly 11 million people in 1991,

Columns 3 and 4 show the poverty rate using the CPI-U price
indez. Column 3 includes all means-tested cash benefits, as well as
nearcash food and housing benefita. Column 4 z2dds to these bene-
fits Federal taxes. Health benefits are not included in either of
these two measures. In 1981, the fgoveréy rate using the CPI-U and
including food and housing benefits is 124 percent; accounting for
Federal taxes brings the poverty rate up slightly, to 12.6 percent.
Between 1979 and 1991, poverty increased by 29.2 percent when all
governmental benefits, including means-tested and nearcash’ food
and housing benefits, are taken into account. Including Federal
taxeasd vields a 27.3 percent increase in poverty over this time
period.- :

The question of whether or not to include medical benefits when
measuring poverty has great implications on poverty rates. The
valuation of medical benefits is particularly difficult. Medical cov-
erage should not by itself raise poor individuals above the poverty .
line or constitute a major portion of the poverty threshold. The de-
velopment of the poverty thresholds did not take into account med-
ical costs. Although poor persons are clearly better off with medi-
cal coverage, such benefits cannot be used by recipients to meet
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other needs of daily living. Also, since health insurance costs are
not imputed to the incomes of those above poverty, it seems inap-
propriate to count health benefits as income for those below the
poverty line,

Table 7 iliugtrates that regardless of what messure of income or
which price inflator is used, the trend is the same: poverty has in-
creased substantially over the last decade. Using the official CPI-U
definition, the poverty rate increased by 21.4 percent between 1972
and 1991, Using the CPI~-U~X1 inflator and factoring in all non-
cash benefits (including health benefits), poverty has increased by
25.3 percent. Between 1978 and 1989, two peak years in the eco-
- nomic cycle, the increase in poverty hass been smaller. Using the
CPI-U-X1, the poverty rate has increased by 7.5 percent over this
time pe;:iod. Including all noncash beneﬁts yields a poverty in-
crease of 12.7 percent, while using the CPI-U and excluding health
and including taxes yields a 19.2 percent increase in the poverty
rate between 1879 and 1983, The fact that the poverty rate has in-
creased more according to measures that include means-tested Gov-
ernment benefits, fllustrates that the antipoverty eﬁ'@cnven&s of
Government programs benefiting the poor has decreased in recent
years. This topic will be explored in subsequent sections of this
print.
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Froms DON OELLERICH (DONO}

To: reubens,allisonl,wendellp, cantap

Date: Thursday, November 2, 1535 1:32 pm
Subject: move the senate run:where we are going???

the following is what 1 understand to be the plan for meving the senate
welfare bill to be kinder and gentiler and how we might model the changes

-

1. add};odd level child care dollars to the block grant -- no modelling

2. expand the hardship definition to include caring for a disabled child

or caretaker is disable PLUS 20% -- to model we could exempt those

families with kids on ssi and parents on ssi (this gets about 7% in trim
so total will be about 27%.

3. noncash voucher for families who sxceed the time limit and do not: work

-- gset at 2/3 of former cash grant and treat as income for other
programs. -- this would allow £.s. and housing to £ill part of the 1/3
cut -- is that what we want? :

4. reinstate the $50 child support pass-thru/disregard

5. change the budget constrant to include new/additional federal cash
benefit dollars. these dellars include (a) 160m from converting EA to
contingency money; (b} 400m from adding performance bonus money from
cutside the blockgrant; (¢} x.x billion from raising the basic block
grant level to hit cbo savings estimate on admin baseline - assume all
goes to benefits. -- we will assume NO INCREASE in state benefit dollars
to go with the more generous fed money.

6. do we want to include administration®'s f£.s. or ssi changes as part of

this 'make it better' package? SMuflu Fc.
=ods
does this all sound right? -- don vo o me{g
Lesd o vhundad fodbit

9T mﬂw%

s

— dum
— Gundfrlh




Poome WENDELL PRIMUS (WENDELLP}

To: CANTAP, DORG, XKARINM

Date: Wednesday, November 1, 1%9S 10:2%5 aw
Subject:

Bere are all the ideas that might reduce child poverty impacts and
improve the quintile table--

Mentioned in the views letters:

1. Increase exemptlons from time limit

. Provide mandatory vouchers
3. Just plain more AFLC
dollayrs -- contigency fund, performance bonus in additicon w9 basic grant
inot c¢lear how under our currsant methodology we would incorporate thess)
4. Minimize 881 children's and immigrants hits
4. Xeep food stamp hits Lo minimum

Quitside viaws lettear

1. Providing eitc to work program participants

2. Previde a refundable child tax credit

3, HMaintain current financial structure of AFDC with more state
Flexibility

4. Provide AFDLC matching funds for waork ilncentives or child supporc
disregards & pisd

5. Don's alfernative’ for funding vouchers

6. MCE on cash benefits only

Have I missed any??

LQ: PETERE

EBG/Z00 . dH/348Y EHH TIEL T6F 2028 L1381 96/80/1%
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Modeling th@dminiséraﬁan’s Policies ;7’“ } Z A’“‘é{‘o

We assumed no change from Clinton baseling in the following programs:

AFDC

social insurance
child support
famm income
school lunch
housing i
EITC :

” The following changes 1o the baseline were modeled:

SS7 Kids Prograzn | ‘
Assumed same policy changes as in the Senate welfare bill, resulting in savings of $1.65 billienin

1996 dollars. £ 0»47 W

SST Other

Assumed immigrant deeming provisions like proposed in WRA. These amounted to savings of $1.3
billion in 2002, deflated to £1.08 billion in 1998 dollars. These savings were distributed across
quintiles like the distribution of cuts to this program in the rur modeling the Senatwe welfare bill,

Food Stamps ‘
Assumned overall savings in 2002 of $3.7 (from the President’s midterm budger) or $3.0 billion in Lo
1996 dollars. We subtracted from this number the savings modeled in CACFP (see below), for total
food stamps savings of $2.4 billion. This was distributed across the quintiles according to the
distribution of income from food stamps in the baseline.

CACFP

-In.the Administration astimates we included the House action provision, which is a child nutrition
block grant. It resulted in savings of $.66 billion, in 19956 dollars, {Note that the Senate provision
eliminates subsidies o children in family day care homes from families with incoms above 185
percent of poverty, resulting in savings of $.15 billion, however, the Senate pwvzswzz was not yet
modeled at the time we modeled Administration action. It may i)c 2 more appropriate policy to uss,
however.}

Energy Assistance
In order to follow the assuraption that funding would continue in the cutyears in the current lJaw
level, we reduced funding by 25 percent from the baseline (per Lester's instructions). This
amounted 10 $.24 billion i savings in 1996 dollars.

i
Health
Assumed savings in Medicaid of $1.7 billion and increased income in Medicare (from premium
reduction?) of $.81 billion. Talk to Holly to get further details about the policy changes.

2087000 dH/348¥ SEH 1ZeL 1ot 7028 £YT8T L6/20/17



POLICY CHANGES THAT COULD MINIMIZE THE IMPACT ON CHILDREN

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

Throughout the budget and welfare reform debates, the Administration 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 recommended
repeatedly by the Administration in letters o Congress on welfare reform and budget
reconciliation,

The following policy changes which the Administration has called for would significantly
decrease the potential impact on children, and increase the prospect that people will 1l their
familics out of poverty through work:

A, Maintain and Strengthen Improvements in Scpate Welfare Reform Bill

The Senate adopted a number of bipartisan improvements over the Senate bill that significantly
increase the prospects for people to leave welfare for work and reduce the risks that children will
be harmed. These include rejecting House provisions to block grant chald welfare and child
nutrition programs and 1o mandate the family cap and the cutoff of unwed teen meothers, and
adopting the following measures o promote wark and protect children:

. Child Care.  The poventy effects of weltare changes depend in large part on how many
people got jobs, In particular, welfare reform should provide the child care mothers need
so thoy can leave welfare for work. The House bill cuts child care funding. The Senate
increaged child care funding by 33 billien over the next five years, But the impact of that
improvement is not measured in this poverty analysis because the child care funding
increase in the Senate bill expires after the year 2000. Making that increase in child care
permanent would reduce the poverty impact in two ways: by improving the prospects for
recipients to leave welfare for work, and by reducing the pressure on states to divert
mancy away from benefits in order to pay for child care,

. Contingency Fend and Maintenance of Effert. Another critical vaniable is how states
respond, cspecially in the event of an economic downturn that would Increase caseloads
and reduce revemues. The House bill includes an inadequate rainy day loan fund and no
requirement for states to maintain their cffort. The Senate bill includes a 81 billion
contingency grant fund and an 80% maintonance of effort requirement. The
Administration has sought to maintain and strengthen these improvements through a
tightly drawn, permanent maintenance of cffort provision and a contingency fund with a
more effective trigger mechanism and a greater amount of funds in reserve. The

- Administration and CBO project that the current Senate provision will run out in a few



vears even with a growing cconomy, so it should be strengthened 1o provide states and
families greater protection in a serious recession,

Performanec Bonuses. For welfare reform to succeed in moving people from weliace to
work, states will need to transform the culturg of welfare 10 reward success instead of
failure or the status quo. The House bill gives states a perverse incentive to save money
by throwing people off the rolls, and lets them count people as “working” if they were
simply cut oft welfare -~ whether or not they have moved into a job., The Senate added
rerformance bonuses for states with successiul work programs, but funded them out of
the overall block grant. Providing additional money for performance bonuses -~ rather
than reducing the block grant o pay them - would increase the number of people who
leave welfare for work and reduce the number of children at risk.

B. Other Improvemenis in Welfare Reform

The Administration has recommended two other improvements 10 the Senate welfare seform bill
that would reduce the impact of the final Jegislation on children:

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

Child suppaort for AFDC families, Familics on welfare currently receive the first 3530 of
chifd support that their absent parents pay. The House and Senate bills would climinate
1his proviston,

C. Moderating the Overall Level of Budget Cuts

A morc balanced deficit reduction plan would icave children much better off than the House- and
Senate-passed budpet plang, Adopting the Administration’s balanced budget plan would
eliminate three-guarters of the child poverty effeot of the House budget plan and two-thirds of the
child poverty cffect of the Senate budget plan.

Inn particular, the following changes would promote work and protect children:

Do not cut the EITC. The House and Scnate budget plans aot only cut assistance ©
people who cannot find jobs, but also cut the EITC that rewards people who cheose work
over welfare. As 1he analysis shows, the BITC changes in 1993 lod to a significant
reduction in poverty, while the EITC cuis in the Senate bill could lead to an additional
500,600 children falling below poverty. Rewarding work by retaining the current EITC
will give familics that go to work a better chance of moving above poverty,



Cut fewer current SS1 recipients from the rells, [Is this primarily SSI kids or
immigrant kids?|

Moderate Food Stamp cots, The House culs Food Stamps by 2002; the Senate .
‘The House bill puts an inflexible cap on food stamp spending, which could leave working
farnilies vulnerable in an economic downturn, Moderating the cuts to the level inthe
Adminstration’s plan would substantinlly reduce the poverty effecis.

Do not block grant Medicaid. While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points out that they could have dramatic
impacts on children in low-income fanulies, far beyond the cuts in AFDC. {Insert
whatever the sumber is.] The Administeation”s plan, which rejects a Medicaid block
grant, achieves a balanced budget in a more equitably way and minimizes the impact on
children.
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Size of paverty gap. These czzzg({mu d increase the poverly gap by about 9%, less than a fifth of
%.» the effect of the House budget plan.

ot
{“\y‘b - Differences that cannot be included in poverty analysis. The Administration’s plan ensures that
o &t | all poor children have access to health coverage by the year 2002, and that all children under age
: ¢ and below 133% of poverty remain eligible for Medicaid, The House and Senaie plans would
Tk st put these children at risk of not having medics! coverage. These effects are included in the

Fiﬁf distributional analysis, whigh provides a more comprehensive picture,
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. Adequare funding for AFDC benefits. The poverty effects will be much worse than
estimated if the economy moves into reecession or States reduce their benefit funding
more than estimated. CBO and the Administration project that the Senute's small
gontingeney Tunding will run cut and end in a few years even with a growing economy -
so i1 elearly is not adequate o handle a recession, Adequate contingency funding is
needed to proteet children from unexpected ehanges in the cconomy and increases in
unemployment.

Also, the bills allow States to significantly reduece thetr cash assistance funding while siill
receiving full Federal funding — which would move even more children below the
noverty level. (A Trace to the bottom” is nof assumed in this analysis.) The
Administration has sought stronger maintenance of effort requirements and incentives for
Siates 10 continue their financial contribution to poor children.

» Performance bouuses for States. When the Senaie added performance bonuses for
States with good werk programs, they funded them hy cutting the block grant funding
available for cash assistance. Adding money for performance bonuses -- rather than
redueing the block grant to pay them -- would reduce the number of children moved
below the poverty line.

. Adegquare funding to mave families fram welfare fo work The poverty effecis of



welfare changes depends in large part on how many people get jobs. States need money
for work programs, and single mothers need child care to go 1o work. However, both
House and Senate bills under{und child care at {ull implementation, Even with the
funding added on the Senate floor, the Senate bill would fund fess child care in 2002 than
under current law.

More work program and child care funding is necded first to help ensure that the labor
supply estimates included above arc not too optimistic, and 1o relieve financial pressure
States might otherwise feel to cut even cash assistance even more 1o pay work and child
Care Costs.

. Do not cut chitd support received by AFBC famities. Now, children on AFDC receive
the first $50 of child support their absent parents pay. The House and Senate bills would
eliminate this provision,

» Moderate Food Stamp curs. The House cuts Food Stamps by 2002; the Senate__
Both would end assistance o many single persons and childless couples who canoot find
jobs. Maderating the culs to the level in the Administration's plan would substantially
reduce the poverty eifccts. T

* B not ent so many current S81 recipients from the rolls, Implenienting proposed
changes in the definition of disability for children would engble children to continue
receiving assistance. The Senate bill would also emove _ immigrants from the rolls.

* Do not ent tire EITC. The Congressional budget plans do not just cut assistance to
people who cannot find jobs, they also cut the EI'TC that would assist those who ¢an find
a job, but not one that pays well. Retaining the current EITC gives families that get jobs
a better chance of moving above the poverty line.

Without these policy changes, the Congressional welfare and budget plans may niove even more
children below the poverty line than projected. Incorporating all of them would make the budget
plans more balanced, and minimize the number of children moved below the poverty line.



Welfare study

Caveats: '
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