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Draft -- Breaux only 

TALKING POINTS 

WELFARE REFORM 


Nov. 7. 1995 


GENERAL 

" The Administration is not rethinking its commitment to passing welfare reform this 
year. The President continues to believe that the bipartisan Senate bill is a dramatic 
improvement oVer the House bill, which he sajd be would veto. 

" We have made significant bipartisan progress in this debate over the past year. A 
year ago, some Republican leaders were proposing orphanages. As recently as March, the 
House voted to cut 1he child care people need to move from welfare to work. An 
overwhelming majority of Senators in both parties voted for morc child care -- and 
supported substantial improvemen1:s to reward states for performance in placing people in 
jobs, require states to maintain their own efforls, let states decide for themselves on the 
family cap, etc . 

.>J- * As the President said in his Sept. 15 radio address when he praised the Senate 
action. we want that bipanisan progress to continue: "Despite the progress we've made, our 
work isn't done yet. Weill be working hard on this bill over the next few weeks to make sure 

..... the right incentives arc there to move people from wc1fare to work. to make sure children arc 
protected, and that states not only share the problem, but have the resources they need to get 
the job done." -- . 

.. In conferencc; we need to fight to hold onto the improvements the Senate made, 
and consider other ways to make the final legislation bener. The Administration wrote to 
welfare reform conferees in October reiterating our support for the Senate improvements~ and 
once again recommending further improvements that promolc work and protect children and 
will move the final bill eVen closer to the Daschlc-Breaux-Mikulski bill, which lhc 
Administration and every Scnat~.. Democrat endorsed. Here are a few: 

" More reSOurCes for child care: The $3 billion added in the Scnale bill a<> 
currently drafted would expire after the year 2000. and sh~urd he made pennanent 

" Stronger contingency fund: The Senate provision is far bcttcr than the 
House, but can he improved without significantly incfCasing prOjected federal costs by 
strcnlhcnillg the trigger mechanism and the amount of funds in reserve. 

" Vouchers for children: The Senate hill has a more reasonable hardship 
exemption than the House bill. but it could be strengthened further by adopting a provision 
from the Daschlc-Brcaux-Mikulski bill that would provide vouehcrs'for children whose 
parents reach the 5-year time limit and cannot find a job, 



POVERTY STUDY 

• OMS will complete a distributional analysis of the House and Senate budget biHs 
and a poverty analysis of the House and Senale welfare refonn bills later this week. It is too' 
carly to speculate on the findings, but not to make the following points: 

• The Republican budget plans have an cnonnous impact on low- and modcratc­
income families, and produce enormous benefits for the wealthy, The Administration's 
balanced budget plan di~tributcs cuts and bcncfit~ in a more equitable manner. 

.. The Republican budget plans to cut the EITe win punish work and increase 
poverty, The EITe is the best anti-poverty policy there is. 

* The policies of this Administration have already reduced poyen)'. The EITC 
increase that the Administration and Democrals passed into law has helped a vast number of 
Americans work their way out of poverty. The sustained economic growth of the past 2 1/2 
years has also moved an enormous number of families off the welfare rolls and onto the work 
foils, 

l<- U "Any serious plan to balance the budget over the next decade wiH include some 
program cuts that affect low-income AmcriC<1ns. The key Is to make sure that the cuts and 
benefits arc distributed equitably, and that policies like the EJTC and child care arc in place (j) 
to help people work their way out of poverty, 

" The OMB study will make a strong case for the improvements: the Senate has 
already made on welfare, and for other changes the Administration has long recommended to 

make the final bill more like the Dasehle-Brcaux-Mikulski bill. These changes (more child 
carel stronger contingency, vouchers for children, etc.) will maximize the prospect that people 

[ leave welfare for work, and minimize the risk that children end up in poverty. 

'" Senator Dole said on Meet the Press this weekend that if the study shows some risk 
of putting children into poverty. he would certainly be open to making some changes. We 
should take a look at this !>tudy. and work this. out together on a bipartisan basis. Republicans 
and Democrats want wcJfare reform. Republicans don't want to put children at risk of 
poverty and neither do Democrats. 
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Bruce -­

I didntt have time to work on this until last night f but I wanted 
to send it along to you. live tried to lay this out in a simple 
way, to force reporters to "get itt' even if they don't read the 
entire report. While this is it tad long for a cover letter, I 
think it makes our key points. (It's also intentionally long in 
some places.) 

please read it; see what you think; and letts decide how to 
proceed. 

M 
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DRAFT 

Dear: 

This is to respond to your request for information about how 
legislation pending in congress would affect poverty rates I 

especially for children. 

I have attached our overall assessment of the budget reconciliation 
hills recently passed by the U.S. Senate and House of 
Representatives I as well as a· poverty impact analysis of the 
welfare reform bills passed separately by both houses of Congress. 
As you know 1 many of the budget cuts passed by Congress are now 
included in both measures, including proposals to cut Food Stamps, 
Aid to Families with Dependent Children (MOC) , and the 
Supplemental Security Income program (5SI). ' 

Our analysis of the Senate's budget reconciliation proposal I like 
that of the House of Representatives I legislation (previously 
released on October 13) shows a substantial impact on poor 
children. Overall, the Senatets benefit reductions would reduce 
the income of families with incomes below $30,000 by $30B t while 
the House of Representatives' plan would reduce their income by 
$438. In addition, both hills would make steep reductions in 
Medicaid, which serves many low- and moderate-income families. 

In contrast, the Administration I s budget reduction plan would 
reduce their income by less than $100, and preserve their access to 
Medicaid and the Earned Income Tax Credit (EITe). While every plan 
to balance the budget, including that put forward by the 
Administration, would require reductions in low-income programs, 
there are substantial differences in the level and distribution of 
the program cuts contemplate~~ The Administration's budget
proposal, for example, includes $xx in savings hecause of chanqes 
to S5I eligibility for children t Food stamp program changes, and 
provisions affecting immigrants. In contrast, the Senate budget 
reconciliation bill proposes $ xx billion in cuts in these 
pr09rams, plus $xx billion in cuts in the Earned Income Tax credit 
(EITC). The House f Representatives' proposal includes $xx billion 
in cuts in these programs. . 

These differenc~s remain Whether the reductions are analyz:ed as 
part of budget reconciliation le9islatiOO4--o~a&-- art of 
con ressional welfare reform p'roposals./Ultimately, reductions . 

ow-income programs should be included in a comprehensive de!icit 
reduction effort; the test of their acceptability is whether they-/(: 

@ 
are designed to reward work; minimize the impact on children; and 
encouraqe states to redesign programs that foster dependence into 
programs that reward independence. 

~~ 

As you requested, OMB has also specifically,examined the effect on 
congressional proposals on poverty among children. Using t~e 

http:HHS-PliBI.IC
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Gficial 'defi;;itJ:;;;-;i;--povertl', the welfare bill passed by toe 
House of Ftepresent"it-Ives- would increase the number of children 
living in families with incomes below toe poverty line by 
approximately 500,000. In contrast, the welfare reforlll bill passed 
by the Senate would impact approximately 300,000 children. These 
impacts do not include the effect of taxes or of non-cash 
government assistance programs, which are not counted when 
measuring 'poverty. For example, when the £ITC is factored in, the 
impact of welfare reform is offset by the positive impact or the 
EITC, which, by rewarding work, will raise 800,000 children out of 
poverty it the Clinton Administration' s past improvements are 
retained~ 

In order to assess the impact of non-cash programs like the EITC, 
a differen~ analysis must be developed. Our analysis used a post­
Jla~post~transf!; definition of income which seeks to measure the 
impact~f the EITe, Food stamps, housing programs, and school meal 
proqrams. Using this definition l the welfare reform bill passed by
the Senate would affect approximately 1.1 million children, half of 
whom fall below the expanded def~nit1on of poverty because of Food 
stamp reductions* The House of Representatives' legislation would 
impact almost twice as many children -- approximately 2.1 million ­
- because of its steeper cuts in child care, Food stamps, the 
school lunch program and wrc, and eligibility changes which deny 
benefits to the children of teen mothers, children for whom 
paternity is not established, and children born to women already 
receiving cash assistance. 

ecause of the limitations of the computer model used~ some 
provisions of the Senate bill could not be included in our 
analysis~ por example t the Senate bill's requirement that statesrncontinue spendinq SO percent of the $10 billion they now spend on 
AFOC means that states will be more likely to provide continued 
assistance after the five-year time limit using their own funds. 
(For simplicity's sake the model used assumes that under both the 
House and senate bills, states maintain current state funding 
levels for benefits until recipients reach the time limit, then use 
the resulting savings to fund work programs and child care. This 
tends to understate the differences between the two bills because 
of the Senate's maintenance of effort provision~) The additional 
chlld care funding provided in the Senate legislation, particularly 
if it is reauthorized after the five-year time frame in the bill, 
also means that states will' be ~ore likely to meet work 
requirements without shifting funds from benefits to work 
assistance -- and thus means that fewer children will fall before 
toe poverty line. 

Si~ilarlYI the Senate's maintenance of the Medicaid entitlement for 
children, althouqh not as comprehensive as the guarantee the 
Administration prefers, makes it ~ore likely that AFDC recipients 
will move from welfare to work. And the adoption and foster care 
entitlements in the Senate bill, also not included in the model, 
clearly mean that the children of parents who can't or won't work 

[ will have the safety net of federal assistance when they are taken 
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in by other families. 

The provisions noted above. are important ones, although their 

impact could not be quantified. As the Administration has 

previously stated j the key to welfare reform is creating the right 

incentives to help people move from welfare to private sector jobs. 

That means holdinq on to the important progress made-in the course 

of Senate deliberations, and continuing that bipartisan-action with 

further Improvamenes. Several of the changes' suggested in 

Administration letters to the welfare reform 'conferees are 

especially important in terms of _protecting children. These 

include moderatin9 the cuts in Food Stamps, providing-an/adequate 

contingency fund, and allowing states to provide vouchers- for 

children after adults reach the 'time limit. I would also like to 

take this opportunity to restate the Administration's support for 

the EITe, which is itself an important incentive for moving from 

welfare to work. 


AS I noted to you in my letter of October 18, done correctly I 


welfare reform can help people earn a paycheck, not a welfare 

check. aut done wrong, it can cause serious harm. Americans of 

both parties now agree that real welfare reform is about providing 

opportunity and demanding responsibility -- not abandoning abused 


~ 	 children or taking away poor children's school lunch. The 

Administration urges you and your colleagues to act in the 

bipartisan spirit that has marked the better moments of the: welfare 

reform debate~ 


Sincerely, 



ANALYSIS Q AND As 

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? Isn't 
that impossible now? 

A: The President's goal has been clear from the very beginning. 
He wants Congress to pass a welfare reform bill that moves 
people from welfare to work so 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 to help people move from welfare to 
private sector jobs. That means providing child care so 
people can leave welfare for work, and rewarding states with 
performance bonuses for job placement. And it means holding 
onto and reinforcing the improvements the Senate made in 
other areas as well, such as maintenance of effort, the 
hardship exemption, and promising key protections like 
school lunch or child welfare. The suggestions in this 
report will increase the likelihood that people leave 
welfare for work, and minimize the risks for children. 

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

A: ·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 very extremist bill passed by the House, and he 
wants that bipartisan progress to continue. 

Q: Now that you've seen the report on the Senate bill, hasn't 
the President's views on it changed? Or does he still feel 
that it's something he can support? 

A: Let's be clear. The President was pleased with the 
bipartisan progress made in the Senate. The Senate 
dramatically improved the House bill, which- the President 
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 care funding instead of cutting it; 
they provided incentives for states to put people in jobs 
instead of putting them off; they required states to 
maintain their financial effort; they maintained the safety 
net of adoption and foster care for children. But as we've 
said in our letters to conferees, the Senate bill was not 
perfect. And whether the President will sign the final 
product depends on whether bipartisan progress continues. 

[Alice Rivlin wrote an 8-page White House letter to the 
conferees on October 18 calling for these changes; Secretary 
Shalala followed up with.a 19-page letter on October 26. 



Administration officials have communicated these concerns in 
dozens of meetings with conferees and their staffs.] 

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? 

A: 	 The President's interest in welfare reform is longstanding, 
and his views are clear: we've got to dramatically change 
the system, and try something fundamentally new. The 
President is very concerned about the millions of poor 
children who are trapped in poverty by the current systam. 
We have been fighting to protect children throughout the 
Administration and throughout this Congress. Remember-~ 
not so long ago the Republicans started their welfare reform 
debate by proposing orphanages, It's the Republicans who 
have proposed block granting adoption and foster care, 
cutting the school lunch program. and reducing benefita for 
disabled kids. And it/s the President who haa not only 
opposed those proposals, hut has championed 'a range of 
programs like Head Start and child immunization to make 
American kids' lives better. 

Q: 	 Why doesn't 'he just issue a veto threat, given that the 
welfare reform bills passed by both the House and the senate 
demonstrably fail the test of protecting children? 

A: 	 He has threatened to veto the House bill. And he has made 
clear that if Congress can't pass a bipartisan bill that is 
tough on work and fair to children, the President will make 
them try again until they do. But make no mistake: *' 
millions of children are stuck in poverty and trapped by the 
current system right now. We can't afford to maintain the 
current system and lose another generation. It doesn't 
reflect our valuea, and it does nothing to help move welfare 
recipients from dependence to independence. There is 
bipartisan progress to be made here# if both sides of the 
debate accept the need for real change that contains 
fundamental protections for children. 

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. II In light of this study. does that commit him 
to vetoing the Senate bill? 

The President told the Trotter Group what we have said all 
along -- that our goal in welfare refor.m is 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 Beek changes in the Senate bill that will build on the 
bipartisan improvements we have already made to promote work 
and protect children. 



Q: Is Senator Moynihan right that the President cannot possibly 
sign a welfare reform bill that puts more people in poverty? 

A: This report outlines changes we support that would cut the 
estimate more than half. to the level of the Senate 
Democratic bill which Senator Moynihan and the President 
endorsed here at the White House on June 14. 
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ANALVBIS Q AND A. 


Q! 	 AiWr ggging thi~ ~tudV. and realizing IDat me Senate Dlillne rrnlaem ~nGQr~e(j 
will put one million children inlo poverty. can the Pr••idem still si~n • welf~r. 
bill? Isn't that impo.slble now? : 

A: 	 The Prestla-en!"s Q'Qal has been clear rlV!lI tile "lory beginn'ng. Ho wante' 
Congress to pass a welfare refurm bin that moves people from welfare to work _ 
so they can 11ft themrseivtttJ out o-f poverty. This report reinforcoG what we have­

.-----been 5ayil)kol at! a 0 • ~e ko¥-te-suCOfl8fUI-wotflmrrefOT'm'ic-~n~rthHight 
1)!~~ i""",:W.,,;.lr:IJlol!>.jJOgp .~wel::;:l'ri_ •.•"'" jobs, ftii""""""" _",,,",,;:y ~ ~..~~ 'teovo f'!I'Olf:sre'~f"Wf)rk,and-rowJ;arf'l1tct*~ 
'V' .f witb-l>Orfonruon<>O-l>onvl'".for-jOb.pI~t.m..no-ru.ldi"9-<>1lt1>-""d '. 
i/. .' I reinloreingth. improvemvntlrtlwSenats m.dllin·othOMlroH·...·w.II;ooch1ls . . 
I IJ,JI "j. maiAternonce-of-ef!ortl-lhe-Mr<l&liip·.xomption:-andl'romising'''.y·proteet"",o-'

M ... fr 1~-1t.meh-or,JhiId wcK&te~ $w99;;tAOnc iA this repGft will increase 
rc~ the likelihiJod thot ~&opI9 leave wolfant for work, ~nd minimi;Q the risks for' -:' . 

C 	 children. l:t"f ....6 ~ J,.,..., '0'" ~It.. t...II,'t>. .....f" d,/':¢1;.J.!L 
j;.,J.. ,.,.,1.. ..5'..... 1/. «_ (;.If, tL-t H ~ .d",.....J"Y4 

Q: Has the Presidenl been briefed on this report? What was his reaction! '-;1;i:::/t.ft!1 
A: 	 H. ha. reeeiv.d the raport. and hIlS talked to Alice Rivtin about it. His resctio~fi!~~ 

wat; consIstent with wh-at he's said i.tll along. He believes that the actiQns in $ ,~ 
tho Senal.lmproved the very ••\rernist bill pa.sed by tho Hav••• and h. wants ,,;.~ 
that bipartisan progress to CQtllinu$. rc.~ It..... 

, 	 /!..i:...,.f/ 
Q: 	 Now that you've seen the report on the Senctc bill, hasn't thG Pres.ident's view;, -!~ua... ~ 

on it cha"ged? Or doe. h. still f••1that it's something he ean support? "''''''. f/".f 

A: 	 Let'. lJ. cl••r. Tho Pr••id1mt wa. pleased with the bipartisan progr ••• mad.· 
fn the Seuate. The Senate dramatically improved tho House bill, which the 
Pr\tsident said he would veto. Working together, Democrats and mOderate' 
Republicans moved awey from the ,oxtrGmist polieieg put forward by 
RCljJubli"C.o03 at tho beginning of ,tho ytur. Thoy iMrou<l?d ~hi!rl r.:lr~ funning 
instead of cutting il: thoy provided incentives fa, states to put people In JODs 
instead of putting them off; they rGquir&d states to maiotaln their financial 
effort; they maintainod the ••lety net of adoption and toste, care for chiidren • .,J 1L.;;". ",_i. 
Rut a. we've said in our lettart to eonfarGss,(1M Senate bill was not perfect. ,&-;.. " .. 
And wht:lher the President win ij:~e:(I the final produ¢'t dep$nds 0", whnthnr nJ... ~/~.. 
bil)Cf(tis8f'l progress corrtinU(!GAor f{..... ~(Y$~ .f.vw..M.,.,b..-1't. y// .~u t ... sL.,,,...H_....... 
 ~~ 

[Ali-cc Rivlin wr'ote an S-page Whfte House lener to the conferetfs 'Un OctobD;"'. 7,Ii- L 

1 S calling for the,e changes; secretary Shalala fQllowtld \Jp with a 19-page ' "WbI-, 
i.Hcr on Octoher 2t:l. Administration Qfflcj~b; hAve communicetod thoso­
concerns In nt'l7.e:ns of meeTfngs>willi confcrec$ cmd their Bto-ffa.j 



According 10 Wal1enberg and others, welf.... reform i••n I••uo where the 
Pr..ident Is defining himself as • "New Democret." I. ho ,e,lIy wliling to do 
that at the expense of povr children? 

The Presldsnt's inl~rest in welfare rerorm ie longstanding, and his views ere 
C~8ar: We've got to dfsmalicatly change the systom, end try tomothing 
fundamentaUv Tl'dW. The Prosident il very concerned ~bout 'the millione ot poor 
chfldren who art; trapped in poverty by the current syatom. We have been. 
fighting to prulccl child ron th(ougho~t tl"le Admin,t(Jtfotion Ql'\Q throughout thi~: 
COllyrtlss, Remember·· not $0 Ichg Clgo the Republican; 61art9d their welfare 
fttform debate by proposing orphan3ge~. It'c the Republicans: who have 
propO$ed btock granting adoption and fo$te( eare, cutting the school lunch 
progrcm, end reducing benefits for dicabled kids. And it's the iJresfdent who 
hc~ not only oppocod thO$. propoca!*, but 11M ehampinn~ ~ nmgA nf pmgrams 
Irko HC::Jd Start and ehi~d immunization to make Amari.r.an !dds' lives better. 

Q: 	 Why do••n't h. just i••uo 3 vo.tO thr.at, given that the welfare reform bills. 
paned by both the Hou~o ~i\d SGnAte demonctrably fail the test of protecting 
children? . 

A: 	 He has threatened to veto the HOlJse bin. And he lidS Hladtt clear that if 
Congress can't pass abipartiSan Dill Ihal Is tough on wor~ and fair to childrell, 

the Dras;d~~1 will AAA~' !~!M !IV Ini" Uftlll tAftV 86. gut mg~g no mia!D~o! 
million. of childron are stuck In povertY and trapped by the curr,,"l 'r.ol"m right 
(loW. We can't afford to maintain the curnml lJYliLem and lose another 
96neratjon, IT doesn't reflect our values. and it does ut.>lhiny tu hulJ) nlO~e 
welfare ~clpients from de~ndence to indopendence, ihere ia bipartitHln 
progress to be made here, if both sides of the debate accept the nnd for real: 
Change that contains rUfl(Jam~ntaj protections for children. 

Q; 	 The Prcllident told tho Trotter Oroyp laot wook, "I would be very reluctant to 
.ign a bill that I thought wa. r.oUy bed for children." In light of this study, 
doa. th~ commit him to vOl•. lng the Senol.o bill? 

A: 	 Th. Pro.ident told the T"'UCr Group what wa hava .aid .11 along •. that (fur'· 
goCt.1 in welfore roform io to mo....o poopt. from w4ltar. to work co thoy c=n lift 
tnemselves out of pOVGrty. He told the Trott.r Group that we wouki continue 
to soak changes in the Sonate hilt'that wilt build on the bipartisan improvements 
we hay. already mad~ to promote wo:rk anti protect children. 

Q: 	 But, Y.~ or no, would the PrMldem sIgn the Senal\t um ir it were presented to·" 

him today' (k# ft-,.. t"./.;;". 
A: 	 That question 13 nQt reievant ~- thoro ill tt4n{tir8~:fc:mmittes moeting ~ow, 

and they ere working on c new bill.lThe Pr.;idenfs vitw is that gOOd, 
bipartisan prog(OSS was made in tht &.nate. He wants Congfess to paBa Sf 

welfare reform bill that changes the present svstem. He intends to Keep 
fighting for policies that move adults from welfare to work. and that protec'f 

http:Amari.r.an
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children. Whether or not the President will sign the finel product depends 
antirely on whether or not bipartisan progress continue:;. 

0: You seem \0 be saying that h. would vol•• bill thet make. ~ million children 
pOOfiOr. but could o'CceJlL 60methrng tGS~ than t~&1: w perhaps 500.000. Is thi.1t 


. really your lXI.illon? 


A: As the PltJl)ident has said from the very beginning, the wolfani systom today i$ , 
badly broken, and must be fundamentally changed. Ho's said from the 
bf19illning thot w¢ ought to domand ro;ponstibility of PQoph>. ~M thiM thQ' 
we113ro .,y:stem should not be a way of life. We'vo said ell along that it 
~mcone refusOG to work, rofubOS to cupport thoir children, retuse$. 'the otter of , 
holp to beoome lndependont. then euh as;ictance should ne p.ndeo.foe:ve 
••io-olioI009 10a1. p;opl. ·wliobfiiigTeliiti"'" into-tfiis country ,;hould be) ~ 
,6cponcib!IiI forthom; th.t pooplCJ who d~fr:uu1 ~.~n,:;n :itrtmn program should ' ~ 

(be punjP16d: and that 581 bevefits_should.g6-only-,o-those.llllno.are·reallY .,.,.,.!....­
~i!>I$r-But we also believe that when a system that 10sters dependence is . 

replaced with ana that reward Indepenaence, there wlll be a sea change in . 
people'. behavior·· if Cong'es. gets tho Incentives right. And that panicularly 
true it Corrgrcu.5 maintains: tho EfTC, which 1$ a reallncRnTivft to leave welfare 
for work. 



Q: 

A: 

Q: 

A: 

So v().U 010eept thi! propositIon mat welfare reform ruttans that hundrods of ' 
thouS:8nlfs of chifdren wtll get po~rf.?r? 

I Think we've been clear about what we believ:•• No computet model, 89 u90ful .­
as they ar" fGr helping uS sort things out, can predict with 100 peroent 
seeutOoy kow i"diViduala will respond when th@ system is fundamentally," 
tl'an&formod, We beltevG that ~women on welfare want to 'VYUlk, and wilt 
do so if tnoy can find child care for their children, We believe lhal when 
society demands thaf Absent parents pay child support, they will du ~u ~- Clnd 
that they 'Should be foreRd to if they don't. Obviously, we'd prefer that this 
numb", hi> :11<: low as:;; pO$SibJe. and thm's why Wtt'Vt1 consistently advocated 
policies to mal(imize the Incentives.and QPportuniMs for succe$$. and to reduce 
thA risk to chfldren. That's why we've IIrgued for ohild cere and perfotmonce 
bonuSeS lhat cretHt:: im,a:lttiv'CfO for wolforc. rc:cipiento to move to work. And 
that's why w.'yo .rgued against Republican propo.alo thot would simply punish 
kid. - block gr.l1lillg adoption 'and foster cere, cutting the school lunch 
program. \tlld reducing benefits. for disabled kid3, for examplo. 

So you think this analysis is correct? 

• 
No compu~r model, 8S I,isetvl 8$ thoy are for helping us sort things out, can ' 
predict with 100 percent accuracy how individuals will respond when the 
system is fundamemallv transformed. Stll~t's remember several things about 
this analysis, It doesn't account for the Senate bill's maintenance of the child 
welfare entitlement. It doesn't assume that states step in to provide vouchers 
for children aft., (he time limit. It d•••o'( acCQUnt for the .ffact an incr."". in 
the minimum WQge wuuld hay. u .omethinl'iJ we've ndvn(l;oted for manthe. And 
It looks at lhe possible results of thole changes ten year& from now, when th& 
bill under conSIderation in CongreH onty :u.rtf'tQrizoc changGs for five years. So 
ugain, we'!! continue to llTguo for changes that maxfmiZ& the Chance thAT people 
will yo to work, end minimizo the risks to children. So if the final bill passes 
lhiJ:l fundamental test, \Yo'li veto it. And if, iiv& years from now, If the 
incentive.e ere n01 workin9 the, way they should, INO'U propose additional 
changes. 
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POLICY CHANGES THAT WOULI) I'ROMOTE WORK AND MINIMIZE TilE 

IMI'ACT ON CHILDREN 


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

Throughout the budget and welfare reform debates, the Administration bas called for measures 
that will maximize the opportunities for families to work their way off welfare and out of 
po\'crty~ and minimize the potential risk to children if they do not, Many of these improvements 
were included in the Se.natc~passcd welfare reform bill. Others have been recommended 
rcpc<ltcdty by the Administration in letters to 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 peopl\'! will lift their 
familics out of poverty through work: 

A. Maintain and Strengthen Improvements in Senate Welfare Reform Bill 

The Senate adopted a number of bipartisan improvements over the Senate bH1 that signilicantly 
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 child welfare and child 
nutrition programs and to mandale the family cap and the cutoff of unwed teen mothers, and 
adopting the following meaSureS to promote work and protect children: 

• 	 Child Care. The poverty effects of welfare changes dcpend in large part on how many 
people get jobs, In particular, welfare reform should provide the child care mothers need 
so they can leave welfare for work, The House hill cuts child care funding. The Senate 
increased child Care fun~i!ig by $3 binion overthc next five years. But the impact oflhat 
improvemen1 is not ll\casured in this poverty analysis because thc child care funding 
increase in the Senate bill expires after the year 2000. Making that increase in child ;;arc 
permanent would reduce the poverty impact in two ways: by improving the prospects for 
recipients to leave welfare ror work, and by reducing the pressure on states to divert 
money away from benefits in order to pay for child care. 

• 	 Contingency I;~und and Maintemmee of ~:ffort. Another critical variable is how states 
respond, especially in the event of an economic downturn that would increase caseloads 
and reduee reVenues. The I-Jouse bill includes an inadequate rainy day loan fund and no 
requirement fot staleS to maintain their effort. The Senate bill includes a $l billion 
contingency grant fund and an 80% maintenance of effort requirement. The 
Administration has sought to maintain and strengthen these improvements through a 
tightly drawn, pemmncnt maintenance ofelrort provision and a contingency fund with a 
more effective trigger mechanism and a greater amount of funds in reserve. The ' 



Administration and eRO project that the current Senate provision will run out in a few 
years even with a growing economy, so it should be strengthened to provide states and 
families greater protection in a serious recession. 

• 	 Performance Bonuses. For welfare reform to succeed jn moving people from welfare to 
work, states will need to transform the culture of welfare to reward success instead of 
failure or the status quo. The House bill gives stales a perverse incentive to save money 
by throwing people off the rolls, and lets them eount people as "working" ifthey were 
simply cut ofr ...vdfare -- whether or not they have moved into ujob, 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 -- ruther 
than reducing the block grant to pay them ~~ would increase the number of people who 
leave welfare for work and reduce the number of children at risk. 

B. Other Improvements in Welfare Reform 

The Administration has rel;:ommended two other improvements to the Senate welfare reform bill 
that would reduce the impact of the finallcgislution on children: 

• 	 Vouchers for Children. The Senate Democratic welfare refonn bill, which thc 
Administration endorsed, provided vouchers for children whose parents reach the 5-ycar 
time limit and eannot find work. Requiring or allowing states to provide vouchers in the 
amount of the child's benefit after the time limit would reduce any potential impact by 
ensuring that children receive adequate housing and other necessities. 

• 	 Child support for AFnC families. Families on welfare currently I'eceive the first $50 of 
child support that their abscnt parents pay. The House and Scnute bills would eliminate 
this provision. 

C. Moderating the O\-'cralll...e\'el of Budget Cut"! 

A more bulanted deficit reduction plan would leave children much better off than the Housc~ and 
Scnatc~passcd budget plans. Adopting the Administration's balanced budget plan would 
eliminate thrcc~quarters of the child poverty effect of the House budget plan and two-thirds oflhe 
child povcrty effect of the Senate budget plan. 

In parlieular, the foHowing changes would promote work and protect children: 

.. 	 ))0 not cut the EITe. The House and Senate budget plans not only cut assistance to 
people who cannot find jobs. but also cut the EITC that rewards people who choose work 
over welfare. As the ana!ysis shows. the EITC changes in 1993 led to a significant 
reduction in poverty. while the EITC cuts in the Senate bill could lead to an additional 
500.000 children falling below poverty. Rewardi/\g work by retaining the current EITC 
wili Bive families that go to work a better chance of moving above poverty, 



, . 

• 	 Cut ft-'Wcr current SSI recipients from the rolls.' [1$ this primarily SSI kids or 
immigrant kids?l 

• 	 Moderate Food Stamp cu~s. The House cuts Food Stamps_ by 2002: the Senate_, 
The House bill puts an inflexible cap on food stamp spending, which could leave working 
families vulnerable in an economic downturn. Moderdting the cuts to the level in the 
Administration's plan would substantially reduce the poverty effects, 

• 	 Do not hlock grant ;\'lcdicaid. While proposed cLngcs in Medicaid do not show up in 
the poverty tables, the distributional analysis point~ out that they could have dramatic 
impacts on children in low~incomc families, far beyond the cuts in AFDC [Inscrt 
whatever the number is.] The Adminlstration l 

:; plan, which rejecls a Medicaid block , 
grant, achieves a balanced budget in a mOre equitably way and mmimizes the impact on . 
children, I 
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Draft -- Breaux only 

TALKING POINTS 

WELFARE REFORM 


Nov. 7, 1995 


GENERAL 

* The Administration is not rethinking its commitment to passing welfare reform this 
year. The President continues to believe that the bipartisan'Senate bin is a dramatic 
improvement over the House bill, which he said he would veto. 

* We have made Significant bipartisan progress in this debate over the past year. A 
year ago, some Republican leaders were proposing orphanages, As recently as March; the 
House voted to cut the child care people need to move from welfare to work. An 
overwhelming majority of Senators in both parties voted for more child Carc -- and 
supported substantial improvements to reward states for performance in placing people in 
jobs, require states to maintain their own efforts, let states decide ~or themselves on the 
family cap, etc. 

* As the President said in his Sept, 15 radio address when he praised the Senate 
action, we want that bipartisan progress to continue: "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 arc 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." 

• In conference j ' we need to fight to hold onto the improvements the Senate made, ,: 
and consider other ways to make the final legislation. better. The Administration wrote to 

, 

welfare reform conferees in October reiterating our support for the Scnate improvements, and 
once again recommending further improvements that promote work and protect children and 
will move the final bill even closer to the,Daschlc-Brcaux-Mikulski bill, which the 
Administration and every Senate Dcmocnlt endorsed. Here are a few: 

., More rc,,.ourccs for child care: The $3 billion added in the Senate bilI as 
currently drafted would expire after the year 2000, and should be made permanent 

'" Stronger contingency fund: The Senate provision is far better than the 
House, but can be improved without significantly increasing projected federal costs by 
strenthening the trigger mechanism <lnd the amount of funds in rcscrvc . 

., Vouchers for children: The Senate bill has a more reasonable ~ardship­
exemption th<ln the House bill, but it couJd be strengthened further by adopting a provision 
from the Dascblc-Breaux-Mikulski bill that would provide vouchers for chHdren whose 
parems reach the 5-year time limit and cannot find a job. 



POVERTY STUDY 

" OMS will complete a distributional analysis of the House and Senate budget bills 
and a poverty analysis of the House and Senate welfare reform bills later this week. U is too 
early to spe<:ulate on the findings, but not to make the following points: 

" The Republican budget plans have an enormous impact on low- and moderatc­
income families, and produce enormous benefits for the wealthy. The Administration's 
balanced budget plan distributes cuts and benefits in a more equitable manner. 

• The Republican budget plans to cut the EITC will punish work and increase 
poverty. The EITe is the best anti-poverty policy ' there is. 

• The policies of this Auministrntion have already reduced poverty. The EITC 
increase that the Administration and Democrats passed into law has helped a vast number of 
Americans work their way out of poverty, The sustained economic growth of the past 2 1!2 
years has also moved an enormous number of families off the welfare rolls and onto the work 
rolls. 

• Any serious plan to balance the budget over the next decade will include some 
program cuts that affect low-income Americans. The key is to make sure that the cuts and 
benefits arc distributed equitably, and that policies like thc BITe and child care arc in place 
to help people work their way out of poverty. 

• The OMB study will make a strong ca~ for the improvcments the Senate has 
already made on welfare, and for other changes the Administration has long recommended to 
make the final bill more like the D.schle-Brcaux-Mikulski bill. These changes (more child 
care, stronger contingency, vouchers for children, etc.) will maximize the prospect that pcople 
leave welfare .for work, and minimize the risk that children cnd up in poverty, . 

• Senator Dole said on Meet the Press ihis weekend,that if the study shows some risk 
of putting children into poverty. he would certainly be open to making some changes. We 
sbould take a look at this study, and work this out together on a bipartisan basis. Republicans 
and Democrats want welfare reform. Republicans don1t want to put children at risk of 
poverty and neither do Democrats, 
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As _ addr_ _ "",,,,ami,, challenges of cr....ting lIIO.." :job!> 
lind raising tuture livinIJ lJta .... U'<Is. VB neecl a weltar" ByGtem 
tlIat contril>utllS, not 4atract:.s, fr"" OUX'- efforts. 'l'he welfa"" 
syatn ahottld provide Aaericans with a ~ cb<m<::e, not a way
of 11f.... It shoUl4 provide 1n_lve" for people to work, a .... it 
should make work pay; no one who "ark8 should ha.... to live in 
poverty. 

But: , all AmericaN;. .ac:ross 'tl:le broad political speo:t:.rum now 
agree" to4aY's welfare eysteta tails to se~' the taxpayers who 
pay for it and _ people tr<q>ped in 1t. I'or the taxpayers. it 
does not prnvlde adeqUata ru:coun1::ability for: the ~ds all.otted, 
Hor does it adeql!.ataly protaet alla1.nst WBBto, fra.,d, and aQusa. 
I'or tho recipients, it does nat: provide "dequate incent:1""s for 
work. 1I0r doas 1t ...... 1&t those who ""n1:: to ""rl!;, such as with 
adequato child care reso\1%'""", ThDU!Jh WUare shouJ.<I be 
temporary, today's welfare syetem encourages long-term
depaMe:ncy. with debilitating effect" for both recipients and tIu> 
society at larlJe. 

Done right, veltara re.form v11,1. Dove people o~f the vel1:ar& 
k'ol.l.s SO they c:a.n earn a paycheck, not a vel.£ar. dleclt.. DOne 
wrong, it could. ci!l:,~se enormoua harm.. ko.;:t Amerioans, without 
regard to party, agree that relll vclfare :J:efoxm is about 
requ!.rh\ll peeple to work, not s!.Cpty cutting til.... off the rol1s I 
about ~inll responsibility tram younq mother$ and tatbers. 
not abandoning aheGed children or taking away poor children's 
sohool lunclWa; and about stranqthenlng families. not penal1z1ng 
chll_ 11110 deserve Il better life. 

With .. Bouse-senate e<>nfCAnCe """""itt"", tryinq co iron out 
dlfterelu:es batva<m the House and senate walfare refc»:ms bills, 
we _ at an !.eportant _ 1n this debatu. - OUr analysis of 
how tbess bills would affect tha number or cbildr:en .,ntering 
poverty only acc:ent\\atea that point, W.. lllUat vork to'Jet:be:r to 
1>"l1d on ilIIprovemoort:s that the senate _. not tunt back tovar<l 
the !loUse l"llislatlon. _ _ 

Throughout tho. budget and welfare ..efora debates of the Last 
two-an<l-a-half years, the A<lm1nJ,atration bas proposed. 1:Il.ea.surea 
that w1l1 maximize the opportunities for families to work off of 
1"'1£8..8 and out of povertY, ""'" ..inimh.. t:ba potential risk to 
children if tltey don't. The Senate-passed welfare !>ill incllUles 
some of tits".. iaprov_ts, and the Administration bas 
rccOJlmle.nCled others in ita letters to congress on wel.t'are reform 
and bUdllet reconciliation. 

AG Conql:'e&&: proceEllils on wulfare refo:tlll# .it can inaprove the 
leg!.&~ation still further by taking the toll_ing staps,- provide 
~or the child care needs or sotbers# 50 they can le~VG tor work; 
give stateS aclequatu resourceu to protect fallil.les in the ease of 
serious rG:CiIa&$1onsi require that states put adequate fUnds into 
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.. ." \ if -pef\'f1: 
tlwir own v"Uara prO"".....1 prOte<>t ehildren Whose par...,t& reacb 
the till.. limit by provi4i1l9 tha ellildran with ·vo..ell....... • 
ensurinq that they. recatve ~te housing' and othe:t . 
"""......itl.."1 and prot:ectinq t:l>. Samail 1_ '1'"" credit, wbi.c:h 
glV<!S families who work a better Chance ot leavinq of poverty. 

Wel..fara reform alone, however # will not be enOV91l to ensure 
that reclpients lIIOVe on' ve.lt..... ....4 into _t jobs. We a180 
llan to pi<ovl4e children and workers with the e4ucatioo and 
trainin'1 to ...."woe jobs in todey'" economy. '.1'1)"8, _ must Imve 
not only welfar" refol'll, IN\'; also a bWl'.fet plan that prepares
_ieans tor the futUi<e. 

" 
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DRAFT 

Dear: 

(paragraphs about the overall budget reconciliati.on analysts) 

As you requested, OHB has also specifically examined the effect on 
congressional proposals on poverty among children. Using the official 
definition of poverty, the welfare bill passed by the House of 
Representatives would increase the number of children living in families 
with incomes below the poverty line by approximately 300,000. In 
contrast, the welfare reform bill passed by the senate would impact 
approximately 300 1000 children. These impacts do not include the effect 
of taxes or of non-cash government assistance programs, which are not 
counted when measuring poverty. 

In order to assess the impact of those proqrams t a di~ferent analysis 
must be developed. OUr analysis used a post-tax, post-transfer 
definition of income which seeks to measure the impact of the Earned 
Income Tax credit, Food stamps, housing programs, and school meal 
programs. using this definition, the welfare reform bill passed by the 
Senate would affect-approximately 1.1 million children. The House of 
Representatives 1 legislation would impact almost twice as many children 
-- approximately 2.1 million -- because of its steep cuts in AFDC, child 
care, the school lunch program and ~xxxxxx. 

Because of the limitations of the computer model used, some provisions 
of the Senate bill could not be included in our analysis. For example, 
the Senate bill's requirement that states continue spending 80 percent 
of the $10 billion they now spend on AFDC means that states will be mara 
likely to provide continued assistance after the five-year time limit~ 
The additional child care funding provided in the senate legislation I 

particularly if it is reauthorized after the five-year time frame in the 
bill, means that states are more likely to meet work requirements 
wi.thout shifting funds from benefits to work assistance -- and thus 
means that fewer children will fall before the poverty line. 

SimilarlYI the Senate's maintenance of the Medicaid entitlement for 
children l although not as comprehensive as the guarantee the 
Administration prefers, makes it more likely that AFDC recipients will 
move from welfare to work. And the adoption and foster care 
entitlements in the Senate bill, also not included in the model, clearly 
mean that the children of parents who can't or wonit work will have the 
safety net of federal assistance when they are taken in by other 
families. 

As the Administration has previously stated, the key to welfare reform 
is creating the ri9ht incentives to help people move from welfare to 
private sector jobs. That means holding on to the important progress 
made in the course of Senate deliberations, and continuinq that 
bipartisan action with further improvements. Several of the changes 
suggested in Administration letters to the welfare reform conferees are 
especially important in terms of protecting children. These include 
(list from the report) 
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DRAFT 


. date 

Honorable Daniel Patrick Moynihan 
Ranking Memher 
Committee on Finance 
United States Senate 
Washington, D.C. 20510 

Dear Senator Moynihan; 

I am pleased to lransmilla you the enclosed analyses of the distrihutional effects, and 
the impact on poverty, of the House, Senate, and Administration plans to balance ,1he budget. 
Also enclosed, as you requested, is an analysis o~.!:Jguse and \S~te welfar~!lirr. will 
affeeI poverty. t* ,~~",., 

As you know, Administration and congressional efforts this year to balance the budget 
come after two decades of income stagnation and rising economic inequality, Since the early 
1970., most Americans have worked harder and harder just to stay in place; many have 
fallen behind. At the ~me time, the gap between rich and poor has reached its widest point 
since the government began to track it in 1947. 

k .." i:>.t.~ 
From the start, the President I s economic program WM designed to address these two 

problems, We worked with the last Congress to cut the budget deficit in order to increase 
national savings, freeing up capital with which businesses could invest and, thus, create more 
high-wage jobs. While freezing overall discretionary spending, we shifted public resources 
toward investments in education and training in order to enhance the skills of our future 
workforce, enabling them to compete better in the global economy, Because trade-related 
jobs, on average, pay more than other jobs, we opened new markets across the globe for 
U.S. goods. Because 00 working family should have to live in ~~y".Y.:'~.I\!:! to,.;:,make 
work pay" by expanding the Earned Income Tax Credit (E1TC)}"'}\nrrli:ecliUse government 
should provide a hand up, not a hand out, we ~ • dramatic plaH 10 "em! w.l~ 

~ hA~.:~:i-a~Xi;~~~~!ti:. ""'I...... '!1'\..o..-, 

Our distributional and poverty analyses complement one another, but the former 
provides a more comprehensive picture than the latter about how pending legislation will 
affect Americans of different incomes. The poverty analysis, for instance, does not illustrate 
how much is lost, under the budget plans, by those who fall below poverty, much less by 
those who do no!' Nor does the poverty analysis account for the effects of health care 
change~ Nevertheless, both types of analyses provide vital information. 



As the distributional analysis shows, both the House and Senate budget plans would 
exacerbate the trend IOward rising income inequality; they would provide huge trot breaks for 
the wealthy 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 tlken into 
account, families earning 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. (These 
findings mirror those of our preliminary analysis of the House budget plan, which we 
released on October 13.) 
~ 

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. . 

of 1\-", A"",,~,.I.-ln;.,', ~.\«"'-. k..w...J...~ f.,.l ~ _ ",.,:.(:,-_\ .-,1....1;... ,~ ~~~. 
~"rty ha. beelf1l particularly-imp9ftftt1l4:oJl{,eIll-ufihis Administraaorrd In 1993, 

the PresIdent worked with the last Congress 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 strong growth, the President's larger economic program 
has helped 10 reduce the number of people in poverty. Not long ago, the Census Bureau 
reported that the number of Americans in poverty in 1994 was 1.2 million less than in 1993. 

The House bodget plan ~ould /::sh I. 7 million children in... poverty; the Senate plan 
~ul.d;,:;or; 2.3 million. The Administration's plan .iroul'!t~ S.09,OW --Jess than 1O!i!t~, 
movt/out due to the 1993 EITC and Food Stamp cbang .." "Aie ~jl'rthe 
Administration's plan ,are small enough that continued job growth in the coming years could 
offset them... 

@he issldes of poveJty mid welfine leforll' ate illextticably tillket!5' The President is 
committed to finding ways to move more people off welfare and into productive work. Since 
early 1993, he has 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 welfare reform plan that any Administration has ever presented; he signed '" 
Executive Order to crack down on Federal employees who owe child support; he has granted 
35 States the freedom to experiment with initiatives to move people from welfare to work; 
and he directed tbat Federal regulations be strengthened to prevent welfare recipients who 
refuse to work from getting higher food stamp benefits when their welfare cbecks are 
docked. 

Done right, welfare reform will move people off the welfare rolls so they can earn a 
paycheck, not a welfare cbeck. Done wrong, it could cause enormous harm. Most 
Americans, without regard to party, agree that real welfare reform is about requiring peeple 
to work) not simply cutting them off the rons; about demanding responsibility from young 
mothers and fathers, not abandoning abused children or taking away poor children's school 
lunches; and about strengthening families, not penalizing children who deserve a better life. 

With a House-Senate conference committee trying to iron out differences between the 
House and Senate welfare reforms bills, we stand at an important moment in this debate. 



Our analysis of how these bills would affect the number of children entering poverty only 
accentuates that point. We must work together to build on improvements that the Senate 
made, not tum back toward the House legislation. 

[Paragraph on poverty/welfare bills ... ] 

In Jelters to Capitol Hill. we have suggested steps through which Congress can 
improve welfare legislation. They 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 
good work programs; adequately funding child care and work programs; protecting child 
support that AFDC families receive; moderating Food Stamp cuts; Hmiting cuts to current 
5S1 recipients; and protecting the EITC against cuts. 

. i"~\ 

By building on the Senate welfare bill. we can lessen its,impact on children and 
jncrease the number of Americans who move into productive jobs. We look forward to 
working with you on this important endeavor. 

Sincerely! 

Alice M. Rivlin 
Director 
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OVERVIEW 


This report provides two analyses: (1) an analysis of the potential impact on PQvetl)! ofthe 
House and Senate welfare refonn bills and Senate Democratic alternative, and of the House and 
Senate budget plans; and (2) an analysis of the IDmibutional effects of the House and Senate 
budget plans and a preliminary analysis of the Administration's plan, 

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

Over the past two~and~a~ha!fyearst the President has taken executive action, encouraged 
state experimentation, and spearheaded national legislation to reform the nation's failed welfare 
system. He cut taxes for working Americans by expanding the Earned Income Tax Credit 
(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 to experiment 
with initiatives to move people from wetfare to work; and he directed that Federal regulations be 
strengthened to prevent welfa~e recipients wbo refuse to ~ork from getting nigber 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 ofpoverty , 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 Adminjstratioo worked with Senators in both parties to secure 
important improvements in the final Senate bill. In letters to Congress on welfare reform and 
budget reconciliation, the Administration has repeatedly called for other improvements. 

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

Despite the progress we've made, our 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 resource, they need to get Ihe job done. And we'll be working hard to 
build on the bipartisan progress we've made this week. 
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In that spirit, this report recommends: 

• Maintaining aod strengthening improvements in tbe Senate welfare reform bill: 
Providing the cmld 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 sta1es performance bonuses for transforming 
their welfare systems to place people in jobs; preseNing child welfare, Food Stamps, and 
child nutrition programs~ and letting stales decide for themselves whether to impose 
policies like the family cap. 

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

• A more balanced deficit reduction pl:m: Rejecting efforts to cut the EITC; rejecting a 
Medicaid blo<:k grant: and moderating cuts in Food Stamps and Supplemental Security 
Income (SS!). 

Done right. welfare reform wilt help people move off welfare so they can earn a paycheck, 
not a welfare check. Done wrong, it wilt 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 ofworking on a bipartisan 
basis to build on the Senate's progress, not turn back toward the House legislation. 

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

After all, this years efforts to balance the budget come after two decades of income ' 
stagnation and rising economic inequality. Since the early 1970's, most Americans have worked 
harder and harder just to stay in place; many have fallen behind. At the same time, the gap 
between rich and poor has reached its widest point since the government began to track it in 
1947, 

From the start, the President's economic program was designed to address these two 
problems:. The Administration worked with the last Congress to cut the budget deficit in order to 
increase na.tional savings, freeing up capital with which businesses could invest and, thus, create 
more hjgh~wage jobs, While freezing overall discretionary spending, the Administration shifte& 
public resources toward investments in education and training in order to enhance the skills of our 
future workforce, enabling them to compete better in the global economy, Because trade~relatcd 
jobs, on average, pay more than other jobs, the Administration opened new markets across the 
globe for U.S, goods. Beca.use no working family should have to live in poverty, the' 
Administration sought to "make work pay" by expanding the EITC, And because welfare should 
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provide a second chance. not a way oflife, the Administration proposed a dramatic plan to lIend 

welfare as we know it. II 


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 doni: need them and finance them with deep cuts in benefits toO middle- ~nd low-income 
families with children. With the combination of tax, income and health benefit changes taken into 
account, families earning under $50,000 would pay more while those earning over $100,000 
would pay less. Families with incomes ofunder $30,000 would be hit the hardest 

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

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

Under the broader definition of poverty, the House welfare reform bill could move 2, J 
million children below poverty. Improvements included in the Senate bill have cut that number by 
nearly half, to L2 million, The Senate Democratic welfare bill could move 100,000 to 500,000 
below poverty. 

These numbers. h~wever, do not reflect some gains that the Administration's economic 
policies have made in reducing poverty. For instance, they do not reflect the recent Census 
Bureau finding that the number ofpeople in poverty fell by L2 million between 1993 and 1994, 
nor the fact that Food Stamp rolls have dropped by 2.0 million since March 1994, 

Ko one. of course, can predict the future of poverty with any precision. The 
Administration's poverty analysis is based on longAteon projections for full implementation of the 
changes, 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 ora fundamental 
change in the culture ofwelfare. 

If work~based welfare refoon. tough child support enforcement, and a national campaign 
against leen pregnancy help promote work and responsibility and reduce births outside marriage, 
mOre people will lift themselves out of poverty and fewer win find themselves there in the first 
place. If, however, we do not enact real welfare reform that moves people from welfare to work 
and fails to reduce teen pregnancy and slow the growing rate of births outside marriage, the 
declines in poverty ofthe last two years will be reversed, 
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, 
POVERTY ANALYSIS OF TilE WELFARE REFORl'\1 

AND BALANCED BUDGET PLANS 

Changes in taxes and benefits proposed in the various budget and welfare plans will significantly 
affect income. Some of these proposed changes will move people across the poverty line. 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 ofchildren, elderly, and other persons in the household. In 1994, 
the average poverty threshold for a family offour was $15.141, 

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

This analysis includes two kinds ofpoverty tables, One uses the pre-tax cash definition of income 
that the Census Bureau uses for the official poverty statistics, The other table incorporates a 
commonly used alternative definition of income that is broader ihan the official poverty definition 
and takes into consideration a wider range of factors relating to income. It includes, for example, 
the effects ofFederal tax policies (including the Earned Income Credit) and near-cash in-Idnd 
assistance programs such as Food Stamps and housing programs_ The discussion below 
references o'nly the broader definition, Neither definition includes proposed changes in Medicaid 
and Medicare, 

The following tables compare the potential effects of the House and Senate balanced budget plans 
on the number of persons and children with incomes below the poverty line, and estimate the 
effects these proposals have on the size of the poverty gap ~~ a measure of how shon ofthe 
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 Senawr supported and the Administration endorsed. The analysis 
estimates the impact on poverty at fun implementation, which will be reached m-m6!t program / 
l',<Wi,ion, by the yea(2002~..J ""'S. . """"'-­

How SliOUhl tlu!se 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 ofpeopJe below the poverty line does not necessarily 
provide infonnation 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 offamilies already 
below the poverty line. 
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• 	 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 th9se who are 10% to 

25% above the poverty line will not have an appreciable effect on the poverty gap .. but . 

will he highlighted by a distributional analysis. 


• 	 There is no commonly agreed-upon way to include in a poverty analysis the effect of 

changes in health coverage which are dramatic jn both the Hoose and Senate budget plans. 

While the lost health coverage is included in the distributional analysis, it is not part of the 

poverty analysis, 


SUMMARY OF RESULTS 

Progress since January 1993 

The policies of this Administration have already reduced poverty in America and will help to 
offset the potential impact on poverty ofpossible cuts that could be enacted as part ofany effort 
to reform welfare and balance the budget: 

F;ffect 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 A 
million persons, including 0,8 rnilhon children, out of poverty under the post~tax> post near-cash 
transfer definition of poverty, (See the first two columns in the next table.) The current House~ 
and Senate~passed budget plans would repeal significant portions of these expansions. 

Economic progress. The Clinton Administration has cut the deficit in half5dexpanded the 

h "'~~. h ''''fi'' f'
economy. Tnie' Cen!>us Bureau recently reported that, under t e prewt II! e JmtlOO 0 tncomc,) 

....00 ror o~efty st.ti'ties. there were already 1.2 million fewer people, including O.,~ ,/ 
million children. below poveny in 1994 than in 1993, Hndef'-the more oomprehoosive-tiefinitton 
oHneome;-tlrennvel'!f1rl)-miHion-rewelJ'OOl'"Children'in-1 994-tbarin-l 993,.fThe-ohange-for-aU 
_,-WftS-l-:2-mitiion:j Similarly, the Food Stamp rolls have dropped by 2.0 million people,4t 
~ since they peaked in March 1994. 

H~use afUl.~'cnate Welfare Reform llills 

Number ofchildren in poverty, Under the broader definition ofincome. the House welfare 
reform bill could move 2,1 mifIion children below poverty. Tll1provements included in the Senate " 
bill cut that number by nearly half, to 1.2 million. The Senate Democratic welfare reform bill, on 
the other hand, moves only 0, J million to 0,5 million children below povertl. 

lThcs.e esllmsles {lfthe Senate Demooffltm btU are preliminary. The Senl110 DemOCff:llic 'Ndfap; rcl'Ufm bjll is beiltJ! 
modeled, but r¢$\II!S nre rwt rendy)ct. The llovcrty effe"ts are much smnllcr !hlln Ihilt oflhe bills that wae passed becsuse it ellSures 
Slate" have adequate funding for work programs lIud child care-, ensures thaI children can receive vouchers fur housing and other 
needs aft« their pareJl1s reach til(> time limit for rettlvillg cash lWSisfmlee; eusul'rs Stales have adequllte funding for benefits regardless 
ofthe economy, lind has much smalk:r cuts in SSI and food prosram:t 
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'. 
varIables 1101 included ill poverty analysis, It is important to put these numbers in perspective. 
The poverty analysis is based on )ong-tenn projections that do not attempt to predict a number of 
important variables far into the future: effect of deficit reduction on job growth; marriage and 
birth rates; and the Jong.term behavioral impact ofa fundamental change in the culture of welfare, 
lfwork--based welfare reform, tough child support enforcement, and a national campaign against 
teen pre'gnancy succeed in promoting work and responsibility and reducing births outside 
marriage, more people will move themselves out ofpoverty and fewer people will find themselves 
there to begin with. 

House andSenate Budget Plans 

Number ofchildren iu povcrty. The House budget plan cou!d move 2.3 million children int~~ ? 
poverty. The Senate Budget plan could move 1,7 mimon children into poverty -¥ as many a~ D. t) . 
million as a result ofdeep cuts in the EITe, 

Health care cannot be included in povcrty analysis. The House and Senate budget plans would 
put millions of poor children at risk oflos1ng medical coverage, These effects are not included in 
the poverty analysis but they would make millions of children worse off: 

POLlCY RECOMMENDATIONS TO PROMOTE WORK AND 
MINIMIZE THE IMPACT ON CHILDREN 

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

Throughout the budget an~ welfare rcfom debate&, the Administration has called for measures 
that will maximize the opportunities for families to work their way off welfare and out ofpoverry, 
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 wil1 bring their families out of 
poverty through work: 

A. i\1aintain and Strengthen /mprQl'Cments in the Senate WelfilI'C Reform Bill 

The Senate adopted a number ofbipartisan 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 hanned. These include rejecting House provisions that would block grant child welfare and 
child nutrition programs and mandate the family cap and the cutoff ofunwed teen mothers, and 
instead adopting the following measures to promote work and protect children: 
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• 	 Chit.l Care. The poverty effects of welfare changes depend in large part on how many 
people get jobs. In particular. welfare reform should provide the child care mothers need 
so they can leave welfare for work. The House bill cuts child care funding. The Senate 
increased child cafe funding by $3 billion over the next five years. But 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 2002.) Making that increase in child care permanent would 
reduce the poverty impact in two ways: by improving the prospects for recipients to leave 
welfare for work, and by reducing the pressure on States to divert money away from 
benefits in order to pay for child care. 

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

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

B. Oil,er Improvements in Welfare Reform 

The Administration has recommended two other improvements to the Senate welfare refQnTI bill 
that would reduce the potential impact of the fina11egislation on children: 

• 	 Vouchers fvr CI,iiclren. The Senate Democratic welfare reform bill, which the 
Administration endorsed, provided vouchers for children whose parents reach the 5-year 
time limit and cannot find work. Requiring or aUm.ving 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, 
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• 	 Chi/II support/or AFDCfarnilies. Families on welfare currently receive the first S50 of 
child support that their absent parents pay. The House and Senate bills would eliminate 
this provision. 

C A J\1orc Balan.ced Deficit Reduction Plan and Otller Chan.ges 

A mere balanced deficit reduction plan would leave children much better off than the House- and 
Senate-passed budget plans, The overall budget cuts in both the House and Senate welfare bills 
far exceed the level ofcuts in the President's balanced budget plan. Moderating these cuts and 
enacting the foHowing changes would promote work and rrotect children: 

• 	 Do not cut the EITC. The House and Senate budget plans would undermine rewards to 
work by cutting assistance to peopte who work "'~ often at low wage jobs. The EITe 
changes in 1993 led to a significant reduction in poveny. while the EITe cuts in the 

\.-1 ~biIJ could lead to an additional OA million children moving below the poverty line, 
l' Retaining the current EITe rewards work and reduces poverty. 

lL ~_ ,~I .-/1 '"' ..... ~, 
• 	 Cutfewer current SSt recipients,£m tlte rol/8, The Senate bill would cut off 160.000 

children currently receiving SSI,..;{Applying changes only ou a prospective basis would 
lessen the poverty impact 

... 	 Mot/crate FOOlI 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 fammes vulnerable in an economic downturn. Moderating the cuts to the levels 
suggested by the Administration would substantially reduce the poverty effects. 

... 	 Do not blOCH grant Melilea/d. 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 tn low-income families, far beyond the cuts in AFDe. As the 
following distributional analysis shows, the 200A of families with children with the lowest 
incomes would lose health coverage worth $1,199 (Senate) to $1,271 (House), The 
Administration's pian, 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 to $5.l5 over two years. The real value of the minimum wage is now 
27% below its value in 1979. Ifit is not increased this year, it will be worth less than at 
any time in the last 40 years. This continuing decline in the real value of the minimum 
wage makes it harder and harder for parents to ~their chitdren out of poverty and 
makes it more and more difficult to move people from welfare to work. Increasing the 
minimum wage could decrease the poverty effect of the welfare and budget changes 
without significant budg~tary costs. 
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Table 1 

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY 

Ualng a Comprebensin Post-Tal. Posf-Transrtr Definition of In.cQme 

Simulates df«1t; offul! implell~rrt.l\tiW! ill l?93 dollars 

, 
Effec' of 1993 Change'S ficusl' Budg.;t Pmn Stnare Blldge. Phm Sellar.; Dt<mocralic 

W.;lfl!l£l! Piau· 
Entire Welfare Entire Welfare (S.1117)

Prior Law Cum:rdLaw Bill Plall. Bill~. 

Children Under 18 
Number in Poverty (Millions) 10.8 to,O 12.3 12.1 11.6 112 10.1 to 105 .,Chang!:: From Curtent lAw 2.3 2.) ).7 l-~ 0.1 0.5 

Poverty Rate (Percent) IS.S 14.4 11.6 17.4 16JI. )62 
Change From Current Law 3.3 3." 2.' I 8 

FllmUh:s With Children 
Numlxr in Poverty (Millions) IS~l 17.0 20,9 20.6 19.9 19,2 17.2 ro 18.0 
Chanp,!:' From Current Law 3.' 3.7 2.9 2.2 0.2 to l.0 

POVffi} Rate (Percent) 12.6 IL? 14A 14.3 13.8 13.3 
Chonge From Current \..a:w 2.7 2.5 2.0 l.S 

Poverty Chip (Billions) 17.6 16.2 24.R 24.3 215 20.6 
Change From CUffent Law '.6 8.1 53 4.4 

An Pen:ons. 
NUlnbcr in Poverty {Mimon~) 2!(S 21U 32,6 32.1 31.6 30.7 233 (0 2'.1.3 
Change from Cum:nt Law 4.5 4.0 3.5 2,(1 Q.2 10 12 

Pnverty Rate (Percent) 11.3 10.8 12.6 12.4 122 11.8 
Change From Currell! Law 1.7 1.6 1.3 1.0 

PowrtyGap. (Btuions) 48.6 46.S 57,4 56.2 54.0 52.3 
Chang.e From Curren! Law 10.6 9.3 7.2 55 

No!et: Th~ Cet'IWI' Bllfe:m plJbhtht:$ n /ami!}' t>f JXl"""Y sbtistiC$ l.Illing alternAtive defi:Jidom: mmcume. The &rmltkm of In= tHspla~ hen incIu<ks 
the df«1 af= {im:b.ldillt. EITe}, Food Stamps, howlng programs., amhcbool ~ prog!'llmIl. Ch.m~ in govetnmml.pr6vided health covmge lfC n(>{ 
inc!ud.;d,)l(jJ an: there any l!dju>~ for medi~DI ~ Numlxw may tlI)tildd due !Grounding. 

Soorte: HHS', mkmsimutatioo model, b:u:cd ooU:!tlI fu:mlthe March 1994 Current l'opulati(lfj SuI'V¢Y. 

'Thi:le es1im:I!Q ...fthe Senate lXmocr;uk btilll:fe prelimirouy. 1m:' Strul.te lktnornrtic Mlim: rerorm bill is l>cing1:lUXk1ed, b\lll'1'$Uffs an nol riNldy yet. 
The poverty effects an mu.:h .m1dler IhM thaI of/M bills 'llui: were passed bec3:IIst: it r:murts States baVUdcqu&(1; timditlg fer work programs And child 
~lU"": -=s thai childm! c.m ~;w V<.luch¢r.o fur Ihlusing and other modi after lhcir parcn\ll teach die time limit (or n:4'e1ving ,;a~1I Wi$lallce; efU.Uf{s 
SWts bJa~'e a!kqu:tte funding fer ilmtfiu rq.acdll:sa "the eClJllQfflY'. and hn mucb ttnal1cn:uu in SSI Imd food ptogrmu_ 
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Table 2 

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY 


Under The Pre-TAx Money Income Definition Used For Official Ponrty Stati5tits 


SlmulMen; lifCCl;$ offull impJemer.tr.li<ll\ II'! J993 dojlarn 

Effedof 1:>93 Chlltlgc-s HaUSIl Budge! Plan Senate Budget Pian ~nate Oetn(lcralic 
Welfare Phm· 

Entire Welfare Entire Welfare (S.1117)
Prior Law CunentLew Plen Bill Plen Bill 

Cllildrtn Under 18 
Number in Povmty (Millions) 15.5 ISS 16.0 l6,Q IS.8 158 153 '" l5.1 
Change from Current Law 0.5 0.5 OJ 03 -0.2 to 0.2 

]'overty Rate O'en:<:nt) n3 223 23.1 23J 22JI. 22.S 
Chunge From Cunenl Luw 0.7 0.7 0.5 0.4 

Famllie. With Children 
Number in Poverty {Millions} 16.5 265 21-5 275 27.2 27.2 :26J 1026.9 
Change From CUrren; Law LO LO 0.7 0.6 -<l,4 to 0.4 

Poverty Rate (percent) 183 18.3 19.0 19.0 18.8 18-8 
Change From Current Law 0.7 0.7 0.5 04 

Poverty Gap (Bmions) 41.6 41.6 50.6 50.6 47J) 469 
Chunge l:mltl Current Law 90 9.0 SA 53 

AUPenons 
Number in Poverty (Millim\s) 38,8 38.8 39.9 39.9 39.6 39.6 38.4 (039.4 
Change Ftrnt) Current Lnw I.l U 0.9 0.8 -<l4 0.6'0 
Po....:rty Rllte (Perccnl) 14.9 14.9 ISA 15A 15.3 15.2 
Challge From Current Law 0.4 04 0.3 0.3 

Poverty Gl'Ip (Billiofls) 76.3 76.3 8$.9 8S9 82,9 .25 
Challge From Current Law '.6 9.6 6.6 6.2 

Nif,~' The defuitio:\ \.IS¢dfor olrlCial povtTfyrta!isties ~(lunts al! ~ ir.;;ome, but exdlldestiK eff~ct oftru«.>s (and EfTe), food Starops, ltousing programs, 
mdotherrtMlt..:ash gOVClYltthlrtl ~ist::wu p!'(tgrams. N'<lmbm may not add dua h.> rounding, 

• 'Jla:sil" eslim:11es offiw: Seoote Dm1Q(:rMic bill at"(! ptlllimirnuy. The SClmie D.:m«:rMw welfarv refoon bill is being modeled, but rnults IlIl! not !\'ady y<t. 
111<: povertyelfe4il are mach smaller Ib3ll tmt cfthe bl1l~ fuM wet« ~ ].I("'IIUse it etlWl't"Il Sblts have adeqmtle fw1<ii(lg forWl.>rk progt.utlS&ld clUld 
care: ~ thai dlildten <'lin r«Ci"e II'l:>\i<:hm for \wooing &nd odl« n«ds nl\er their panllll!l reach the time limit f", rec.eiving <:ash as&sunce: eMUre.<l 
Sbi<llJ b:<wadequate funding fur OOteftUI tfgardteSS ofl)w ~ and tw; I!1I.Icl! snmller <;;uit; in SSI «Cd food pmgra,m.!!. 

10 




SENSITIVITY OF POVERTY ESTIMATES 
TO TECHNICAL ASSUMPTIONS 

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

Areas less sensitive to technical as.w~mptions. Estimates of the effects of the cuts in Food 
Stamps, SSl, and the Earned Income Tax Credit are not very sensitive to technical assumptions. 
The effects of these cuts vary primarily by the population growth and economic assumptions that 
underlie the estimate of the budget savings, where Administration and CBO estimates are similar. 

Arcas more sensiti,'c 10 technical as,lfumptions, While a significant portion of poverty changes 
related to AFOe are a function of Federal budget cuts, the total AFDe estimate is rather sensitive 
to alternate assumptions. Three alternate technical assumptions have been modeled; alternate 
demographic and economic assumptions have not been modeled. As the table shows, the 
alternate assumptions modeled show the Senate~passed welfare bill moving from 0,9 mimon to 
1.4 million children below the poverty line. Ifsmaller deficits increase economic growth, States 
increase welfare funding, or there is a decline in the numbers of out-of-wedlock births and +~f~cd'l 
+H~'f"'1rc". 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, 31 &em", ~!U, the effect 
could be considerably more than JA minion. 

-
ALTERNATE ASSUMPTIONS THAT HAVE NOT BEEN MODELED 

Tn the long run, economic and demographic variabies 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 alternative State funding levels that have not been modeled, 

• 	 Economic Grow'" anti Unemployment" An extended period of strong economic growth 
would reduce the poverty effects. Since AFDe recipients usually are the least likely to find 
and keep jobs during a recession, and the House-passed bill in particular has almost no 
countercyclical protection, the poverty effects would be greater if unemployment rates 
increased substantially. 

• 	 State/unding/or 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 a "race to the bottom) anBlUIO fetR;· and smaller if States increased their funding to offset the 
loss ofFederal dollars. 

• 	 Marrlage and birth rates. Some recent changes in birth rates -~ such as the sudden increase in 
the late 1980's - were not predicted, and had a tremendous impact 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 marriage

I 
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rates, the poverty effects will be smaller. Ifout-of-wedlock birth rates continue to grow and 
marriage continues to decline, the poverty effects could be greater. 

Al.TERNATE 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 variations include: 

• 	 What effect does a time limit h,,}.'e Oli employment? .The base estimate for the Senate 
analysis assumes 40 percent of parents reaching the time limit find some kind of employment. 
The range of hours worked and wages received is reflects the predicted earnings for iong-term 
AFDe recipients, based on the earnings of non-AFDe single mothers with similar education. 
work experience. number ofchildren, and test scores. 

The more conservative labor supp1y column of the table assumes that only 20 percent of these 
parents find jobs, with most of those jobs being part-time. This assumption increases the 
number of children moved below the poverty line by 0.2 mimon, This assumption is consistent 
with those CBO used to price the welfare bills. (There is no data on which to base. an estimate 
of the number finding employment. No parent has ever reached a time limit in any of the State 
welfare refoon waivers that includes a time limit.) 

.. 	 W"at .Multl AFDC look like under current law in 2002 and 1005? CBO's baseline projects 
slower program growth under current law than the Administration's baseline includes. These 
types of projections are inexact. Were CBO's program gro\'o1h assumptions incorporated into 
these estimates. the estimate of the number of children moved below the poverty line would be 
0.1 million fewer. 

• 	 JVhat do States tin after tile #Iam/atnry time limit? Waiver requests indicate a number of 
States wi~l want to end assistance completely when the time limit ends. Some States> however, 
may choose to pay cash benefits with State funds or provide in-kind vouchers. If States witb 
two~thirds the caseload provided housing and other vouchers worth the children's portion of 
the AFOe benetit, the number moved below the poverty line would be 0.2 mi!1ion smaller. 
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Table 3 

SENATE WELFARE BILL SENSITlVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS 

Using II Compreiten$iYe J>ost-Tax. Post~Tnuufer htinitiun of Income 

Sirnula\l:\i!dfectsorfull~in 1991 do!1an 

Optimistic Pessimistic AS!'lumptiuns 
AE~umI!tion~ A55umpdon~ Mod~1ffi 

~~&nefll T......,.Thirds ufStaks Pro\;dt·Child 
FunditIg ~ tctm<mlic- Bendi.t Voodwrs After Time Limi!.; More Conser....tive Staw "Ra«'to the Bottom" 
(irowlh; md'o£ NOlI-Marital COO Projceti()[I ofProgrartl Gro\\t~); COO Pwje~:tl<,," of Pn\gtanl IntermM!ht~ L.tbor SUrI"ly Effect iI\Ild'ur~ ~)f\Ml.;e 

Birth Rate D«tine lm~w f...IIb.or Supply Effects 0r0v.'Ih UnderCurrent law i1fTime Limit Qr/)\V\h~timllfe 

Children Under 18 

Nun'Iber in Povcrty (Millions) ·".1 10.9 ILl 11.2 11.4 11.1 

Change From Current Law -1.1 0.9 l.l !.2 1.4 +'/.1 


Poverty Rale (percelll) -1.1 15.1 IS.9 16.4 +1.1 

Change frOfo Current Law -1.1 13 1.6 ""t.. 2.0 +1.1 


F.miJie5 Witb Children 
Number in Poverty (Millions) -7.'1 liD 18,9 19.2 19.5 11,1 
Change From Current Law -1.1 1.7 1.9 '.2 2.5 '1 ?? 

Poverty JUte (Pe:reml) -1.1 12.9 13.1 13.3 135 +1.1 

Ch8j~Be From Curn:nliAw -1.1 1.2 13 1.S 1.7 +1.1 


Poverty Gap (Billions) -?1 19.2 19.9 10.6 21.0 t7.? 

Change From Currcmt Law -7.7 3.0 3.7 ,.4 4.' .1.7 


AU Persons 
Number In Poverty (Mllliuns) .7.1 30.2 30..1 30.7 31.0 +1.1 
Change From Current Law ·U 2.1 2.1 U 2.9 +1.1 

Poverty R41e (Percetl~) .1.1 11.6 11.1 jJ.8 11.9 ~1.7 


Change From CUrrent LAw -1.7 0.' 0.9 to t.I +1,1 


Poverty Gap (Billions:) ·1.7 SO.9 51.6 ".3 52.7 +1.1 

Change From Current Law .?1 4.1 4.8 5.5 S.9 +1.7 


N<'II.e.;: The ~ fluruu ~6 family uf9l'>~y wtistil($ using .1l~"lnatl\"¢defmiti"'l\$ "fWcoolC. The dC'finitiQI1 ofillCOltl<: displa}·ed hW! includt;$ ~ht- effect oftaxes (including EITC), Food b'Wnps, housing 
~ _ sd:!!ocl meal progI'lIlll$.. ChtIngl'S in go..'mmCtlt~ded health W\~ is net included, nor _theft" Ml.y ;tdjustmomts for mll:"dicai cmt$, Numbers may not add duC' tv J"OUl)dmg, 

Sow-ee: HHS', ~l1ltionmodel, bueJuudata ~theM.mb 1994 Curttnt. PopJlatiuu Surve'y. 
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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 
similar in severa) 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 middle 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 vulnerable families­
famiJies with children and low or no wages. In contrast, the Administration reaches a balanced 
budget in a more equitable.way by minimizing the impact ofcuts on low and moderate income 
families with children and targeting tax relief to non· wealthy working families with children. 

WHAT IS A DISTRIIJUTIONAL ANALYSIS? 

This analysis complements the study ofpotential 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 
Department of Health and Human Services used computer models to produce these estimates of 
the various budget alternatives. Many other agencies also contributed to the analyses of the 
provisions included 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 illustrates which income groups 
will gain and which will lose under the various budget plans and estimates, in dol1ar terms, the 
change in income for each of these groups. The analysis is based on fullywimplemented policy 
changes, and is presented in J996 dollars. 

WHAT IS INCLUDED AND WHAT IS NOT INCl<UDED IN THE DISTRIBUTION? 

There are two components included in the distribution analysis. One component measures the 

effect oftne various talC plans on the after-tax income ofhouseholds in different income brackets. 

The other is a benefit component, which shows proposed cuts in programs such as AFDC. SSl, 

Food Stamp~ child nutrition. housing assistance, energy assistance, federal retirement benefits, 

and some health benefits. 


The study focuses only on tax changes and changes in programs that provide direct income 
support and health coverage 10 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. tbe 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 ofwhat was measured and how the analysis was conducted is 
included in both the distribution tables and methodology section following this discussion. 

RESULTS OF THE J)fSTRIBUTIONAL 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 $50.000 would los~ while those with income $100,000 and over on 
average would gain substantially, 

Changes in Taxes 

The Administration's plan provides tax relief to middle income families while the Republican 
Congressional plans target upper income families. One comparison makes. this clear. All three 
plans -- House, Senate and Administration ~~ provide an average tax cut of $250 for families with 
incomes between $30,000 and $50,000. The Republican plans, however, give 13 times as much 
in tax benefits to those with incomes of$200,OOO and over as they give to those v·lith incomes 
between $30,000 and $50,000, and, 40 times as large a tax cut as the Administration to those with 
incomes 5200.000 and above. The Administration plan provides three times as much tax relief to 
those with incomes between $30,000 and 550,000 as it gives to those with incomes of$200,000 
and above, 

Eal'tJed income Tax Credit. While the Administration's plan would give some tax relief to all 
income groups and maintain the EITC for ;""'orking families. the House and Senate passed plans 
would increase taxes on lower income families through cuts in the Ene, The House~passed plan 
would raise taxes on average for families with incomes under $10,000, The Senate-passed plan 
goes even further, raising taxes on average for families with incomes under $30,000, while giving 
those with income of$200.000 and over an average tax break of$3,416. 

Retiuctions in Benefits Affecting Incom.c 

Both the House and Senate passed budget plans have proposed very deep cuts in income and 
other assistance programs for low income families, To balance the budget. improve efficiency and 
encourage work, the Administration's plan aLSO includes cuts to low~income benefit programs. 
While the benefit reductions in the Administration's plan for families with income below $30,000 
would reduce their average annual income by only $64. these same families WOUld suffer a $41 i 
loss in income under the House plan. and a $252 loss under the Senate plan, 
Worse yet, the deepest cuts passed by the House and Senate affect the poorest 20% offamilies 
with children (those at or below 121% ofpoverty). Their average income would decrease by 
51,549 (10.8% of income) under the House plan and $825 per year (5.8% ofincome) 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 jg even 
sharper when changes in health coverage are considered, The Administration plan would obtain 
the majority afits savings from reform.of provider paymentS. and would expand coverage beyond 
everyone who is eligible under current law:. covering all poor children by 2002. As a result of 
these policies, there are only modest effects on families (States may reduce some optional 
services). In addition, the Administration plan would help peopJe continue their health insurance 
when they lose ajob that provides it. Medicare recipients would see their costs drop, as provider 
payment reforms will reduce co~payments. 

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

COMPARISON (jF TAXAND 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, 

FtlIlliiie.'f below $30j OOO. The House-passed plan gives these families an average, tax cut of$1 I 
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 hetween $30,000 amI 150j OOO. 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 ar~ not included in the analysis. 

Householtlf SIOO,QOO and ohm'c. 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 - $l55. 

WIIAT DO THE RESULTS OF TilE DISTRJIWTJONAL ANALYSIS SHOW? 

This study illustrates that the cuts in the Republican budget plans disproportionately affect low 
and middle income families ~~ especially families \"'ith children. This imbalanced impact is 
especially striking when looking at the cumuiative tax and benefit cuts across different income 
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levels. An overall picture ofthe House and Senate passed budget plans reveals that cuts in 
benefits get deeper and deeper as one looks at families with lower and lower incomes. Alternately, 
the tax breaks get larger as one goes up the income scale. For example, 20% of families with 
children with the lowest incomes would lose an average ofSI,S49 in annual income and $1,271 in 
annual health coverage under the House budget plan "" for total benefit cuts of 52,820, Under 
the same plan, families with income of$20Q,000 and over would receive an average of $3,269 in 
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, ifenacted. would further exacerbate a troubling 20 year trend toward an increasing 
degree ofincome inequality, The results raise a fundamental question, Do we as a nation want to 
continue an effort to reward work and raise the incomes of low income families? Or do we want 
to move in the other direction, by cutting benefits and by limiting the rewards for work for low 
income families in order to give a tax break to the people at the top of the income distribution? 
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Table 4 


Average Taxt Incomet and Health Coverage Changes Per Household 


"tHUle. Senate, anti Admhds1ration Balanced Budget Plans 


Percent of House BUdget Senate Budget Admhtislrlltion 
Family Economic Income Families Plan Ph", Plan 

Benefit Cuts Aff«ting Income 

Less than $30,000 40% ·$411 ·$252 ·$64 

$30,000 to $50,000 21% ·$122 ·$97 -$21 

550,000105100,000 27% .$70 ·$92 ·522 

Over $1 00,000 12% -$55 ·597 ·$18 

Health Cnvcrage Cuh 

Le.<;s Ih./ll1 $30,000 40% ·5493 ·$4% $22 

$30,000 to $SO,OOO 21% ·$172 ·$288 $2R 

$50,000 to $100,000 27% ·$90 .$169 $8 

OVt.'T $1 00,000 12% ·5100 ·$279 532 

Total Income Anti Health Co\'crage Cub 

Less than $30,000 40% -$904 ·$748 ·$42 
530,00010$50,_ 21% ·$294 ·$385 $7 

$50,00010 $100,000 27% ·$160 ·5261 ·$14 

Over $100,000 12% ·5155 ·$376 $14 

Tal Bcncflh 

Less than $30,000 40% $11 ·$53 536 

$30.000 10 $50.000 21% $251 5249 5251 

$50,00010 $100,000 27% $648 5100 $473 

O\lerSl00.000 12% SI,613 $1,642 $287 

Ovcr $200,000 3% 53,269 $3,416 $82 

Top 1% 1% $5.422 $5,626 $6J 

f unify £wnomle Incmne (Ftl) is a brood~ com.:pt: used in tal( t'!tO<kling. tha~ f1Il'lk:I houscl;lltd lnoomo: by l\oooltlU:' dcll:u 
JUlWuntl. FEl is<!MItfllC1tU by adding!o AGI U!lI1lflOl'Wd IUld unt!em:ported income; lRAtuUi Keogh deductions; I101!taXablc 
tmruftr paymwis ~ as. Sc!;ial8oeurity and AfDC; employer-provili«l fringe benrlils; imide bui!d..upt'>n ~ IRA's, 
KtcJp. -.nd lik inmnLn",,; Wf<nmpt in~; IUId imputed ren1 on Ownet~iN IomIJing. Capital gam. Me rortlpIlkd Ol'lUl 
~~ adjusled for irI&tion to tho: extm ~liahle dm MJnw. Wl~ioMfY los=! <)fkodm ~ R/bIn:CWd and gaiN f)f' 
borrowCtt m lidded 11lcte""Iso en adjllSl.rtltrtl: for =ICl'IIItd dtprr:ciatioo ofooncorpontlC bmiMssca. FEl is sho'.o.n on a fluniIy 
(1ltlur-!hIm a tal( mum baru. The: WlllOmi" inNmes ofal! membaw of II, fumily onit are ~~Q ;mH! al the family's eronnmi() 
il'li:ome Ined in 1M- diruibutiQl\S, 

IS 




Table 5 

Aggregate Changes in Tax Benefits; Income; and Health Coverage 

By Income Group 


House, Senate, llnd Administration Balanced Budget P,,",ns-


Dollnrs it! Billions 

Pen::cntof HQuse Budget Senate Budget Administration 
Frunilies 

40% 
21% 
27% 

ill! 
100% 

40% 

21% 

27% 

.I.lli 
1000/. 

PlAn 

-$18.0 

-$2.8 

-$1.0 

£Q.2 
-$23.5 

-,21.5 

-S3.9 
-S2.6 

on.;; 
-S29.5 

-$39.5 

-$6.7 
.$4.6 

~ 
-553,0 

$0.5 

$5.7 

518.8 

$21.6 
$9.1 

ill! 
S47.0 

Pion 

-$11.0 

-S2.2 

-S2.7 

on.;; 
-$[7.3 

-$21.7 
-$6.6 

-$4.9 

;!W. 

-$36.9 

·$32.7 

-$8.8 

·$7.6 

~ 
-554.2 

-$2.3 

$57 

520.4 
522.0 

$9.5 

1OJ. 
$45,8 

Plan 

-S3.2 

-$().> 
-$0.6 
£Q.2 

-$4.7 

51.0 
$0.6 

$0.2 

~ 
S2.J 

-$2.2 

$0.1 

.$0.4 

m:l 
-$2.4 

51.6 

55.7 

SI3.8 

US 
$0.2 

m.t 
$24.9 

FamilyF.conomic Income 

Benefit Cuts Affecting Income 

Less thun $30,000 
$30,000 to $50.000 

S50,000 to SlOO,ooO 

O....-erSloo,OOO 

Total 

Health Coverage Cut, 

Less than $30.000 
$30,00010 $50,000 

$50.000 10 SlOO,OOO 

OvcrSJOO.OOO 

T Qfftl 

Totallnwme And H¢AUh Coverage Cuts 

Less than 530,000 

5)0.000 10 5$0.000 
S5{),OOO 10 SI00,OO1l 
Ovcr$IOO,OOO 

Tu.al 

Tax Benefits 

Less than 530.000 
$30,000 to $50.000 

5$0,000 10 5100.000 
OverSlOO,OOO 
OverS200,OOO, 
Top 1% 

Total 

40% 

21% 
270/. 

llli 
toO% 

40% 

21% 

27% 
12% 

3% 

ill 
100% 

NQle'lI! ~-~!ngy" *«1!Ort ¢fthis ptij'l«for 1M dd"mitioo orr:un.lly eoonomi", inoome an" & d=iptiOil ilf1M 
metlwdol<>gy r.nd /lfJiumpliOO'l uffii in 1M (U)~lysi', 
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Tuble {) 


Tax Benefits By Quintile 


House, Senate. a.nd Admini"tt'u(wn Balanced Budget Plans 


Fnmi!y Economic 
Income Quirrti1e Hmls¢ Budget Plnn SeuAte Budget Plrul Administration Pllm 

A,"'erage Tax Benefits Per Family (In Dollars) 

Lowest -S12 -$26 $12 

Soc"",, $32 -$77 $57 

Thi.rd $242 $233 $242 
Fmu1h , $530 $578 S430 
Hi,ghest $1,340 $1 ,;;SO $396 

Top 10-% $1,752 51,771 $243 

Tot} S% $2.377 $2,416 $126 

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

Aggregate Tax Benefits By Income Group (In Billions orlXlllars) 

1.0_. 
 -$0.3 -$0,6 50,; 
Second $0.7 -$t.7 St.2 

Third $5.3 $5.1 $5,3 

Fourth S1I .• 512.7 $9.4 

Hi~t 529.3 $30.2 $8.7 

Top 10% $19.2 $19,4 $2,7 

Top 5% $13.0 $13.2 SO.7 
Top 1% $5.9 $6.2 $0.1 

No!u; $(11)' "Mcilifidom$]" ..:ction of Uti! P"'I"=" (fit IfK, dcfillhi<m fi1' family I)'~nomic inCQ)!I(: lind a d~~rirli(J1l of tit!! Imthodo!ogy 
lind IURlmp~tollS uwj in tl» .l1Ioly...... r.mil, coon<»nia irn:ome (FE!} rank. bwaeoold. b.sc4 Oil dollar iM<>IM wh,k adJ... ttcd family 
income {API) take. fllmil), .iu imo .etOl.lIU. AI a 1'Ii1iU11. !f.linlm ublt$ b.aed (In AFt and FEr mould nnI be added logelh"r. 
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lAw income Families With Children Are Hit Hard By Republican Budget Proposals 

Total Income And Health Coverage Cuts Affecting Families With Children 


Lowest 20% Scrond20% Third 20% Fourth 20% Highest 20% 

Cuts In Annual Benefits and 1I,,.lth Coverage PeT Family By Quintile (AFI) 
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Under Congressional Budget Plans, Tax Benefits For Richest 5% Exceed Benefit Cuts That 
Reduce Income FOI"" Poorest 20% or Families \Vith Children 

House Budget Senate Budget Administration 
Plan Plan Budget Plan 

SI5 bmion 

$10 hinion 

$5 billion 

$0 billion 

-$5 biUiQn 

Cuts Affecting lncomc or The Poorest 2€Wo Of Families With Olildren 

-$lObiUion 

·$15 billion 
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Table7 

House, Senate, and Administration Balanced Budget Plans 

Effects of Spending Cuts O. Families with Children 


Average Income and HC!alth Coverage Loss Per Family By Quintile 


AdjU51ed Family House Budget Plan Senate Budget Phm AdmlnlttraUon Plan 
Iocome Ouioljle Il2IIlll> % oflucQme Il2IIlll> % Q[lnw!XtS Il2IIlll> % QfIllcQrns 

8enefit Cut, Affecting Income 

Lowest ·$1,549 *10.8% -$825 -5,80/0­ -$224 *L6% 

Second .$630 -2.7% -,3&5 ·1.6% ·$114 -0.5% 

Third ·$191 .0.$% ·$160 -0.5% ·$41 ·0.1% 

rourth -$84 -0.1% ·$85 -tl.2% ·$20 ·0,0% 

High;:"j ·$76 ~.l% ·$97 '0"1% ·$14 ~.oalo 

Health Coverage Cuts 

Lowest .$1.271 -11.199 ·$82 
Second -,558 ·$631 117 
Third ·$181 ·$240 $45 

Fourth -$"0 ·$118 125 
Highest -$60 ·$103 $5 

Total Income and Health CO"cragc Cuts 

Lowest .$2,820 -$2,024 -$306 

S=nrl -11,188 ·$1,016 ·$97 

Third .$372 -$400 $4 

Fourth -1164 -$203 $5 

fljghest -1136 -$200 ·$9 

to;'M~ Adju5t~d fiU'l'lHy inCM'>t(MI}r.mksAmilits!niud on their in'M>e Ma pc1«11I0fthe p!)VMy line. Thest ttsulll;. $!muil! IKC bt 
nd<kdt<) the Iigur<m;1\ Table 6 h«:all'~ family ¢;lIlIlfiIl»C inC(lme dOI:ll r.of >nclude fmn.ily ~il<: in !he f1IIlking fn.::ton, Alw.. this table illclude! 
ooly fiU'l'lilift wilb chlldfl:a, while tabk 6 im:lu.;I¢s nU lmu,ehotds. 
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House, Senate, and Administration Balanced Budget Plans 

Effects of Spending Cuts On Families with Children 


Aggregate ]ncome and HeaUh Coverage Loss By Quintile 


Dollars In Billions 


Adjusted FBmily 
locom!; Q'ljntile Hoose Budget Plan ~1Jl!IC Budget PJIill Administration Plan 

Benefit Cuts Affecting Income 

Low"" ·$11.6 ·$6.2 .$1.1 

Se<Xmd ·$4.8 ·$3.0 -$0.9 

third ·$1.4 .$l.2 ·$0.3 

Fourth .$0.6 ·$0.6 .$0.2 

Hi~"tesl ~ ,£U\ ~ 
Totltl ·S19.0 ·$11,8 -53.1 

Health Connugc Cuts 

Lowest ·$9.5 ·$9.0 ·$0.6 

Second ·$4.) ·$4,g $0.1 

Third -$lA -$1.8 $0.3 

FOUfIh ·$0.6 ·$0.9 $02 

Highest :&> ,£U\ mil 
Total .$16,3 ·517.4 $0.1 

Totallm:(lmc and Health Coverage Cuts 

LowC$! .$21.2 ·$15.2 ·$2.3 

Second ·S9.1 ·$7.& ·$0,7 

Third ·$2.8 ·$3.0 $0.0 

Fourth .$I.J .$1.6 $0.0 

Highest ,1LJ. oWl ~ 
Tot.1 -SJS.5 ·$29.2 ·$3.0 

N!)\t$; At!Juskd f;vnily ineome{Al'1}rnnk$ fwuli($ ~oo~irinwme ~ a ~ oftk povatylint. These rt:$lllbtihoutdnQIbt 
added !<) t.t.o l'ig'.I= in Table 1 be.:3usc f.llllily ~ illoome does nollncludt family lit(' in lhe ranking. fadors. ToIAls may not add 
due ,,, rounding. 
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METHODOLOGY 


RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME 

Ranking IInus.ho/,l, There are two types ofdistributional analysis included in tbis document. 
Table, 1-3 which include changes in tax benefits are based on Family Economic Income (FEI), 
which does not include an adjustment for family size. Tables 4~5 which focus on spending cuts 
affecting families with children, are based on Adjusted Family Income (API), ,imilar to analysis 
CBO bas done in the past. Figures in tables based on FEI and AFI should not be added together, 
since they do not rank families in the same way. An FEI quintile table includes 200k ofal1 families 
in each quintHe. and ranks them by the absolute dollar level of income. An AFI table ranks 
families by their income as a percent of the poverty threshold for a family of that size. Since it 
adjusts for family size, it places 20% ofpersons into each quintile, rather than 20% offamilies, In 
addition, the definitions of inc?me are not identicaL 

Family Economic Income (FEI). Family Economic Income is a broad-based concept. FEI is 
constructed by arlding to Adjusted Gross Income unreported and underreported income; IRA and 
Keogh deductions; nontaxable transfer payments such as Social Security and AFDe; employer* 
provided fringe benefits; inside build~up on pensions, IRA's, Keoghs, and life insurance; tax~ 

exempt interest; and imputed rent on owner-occupied housing. Capital gains are computed on an 
accrual basis. adjusted for inflation to the extent reliable data allow. Inflationary losses of'lenders 
are subtracted and gains ofborrowers are added, There is also an adjustment for accelerated 
depreciation of non-corporate businesses. FEI is shown o,n a family rather than a tax return basis, 
The economic incomes of all members ofa family unit are added to arrive at the family's 
economic income used in the distributions. 

Alfjustedjllmi!y income (AFl), Adjusted family income is derived by dividing family income 
(after~tax cash income plus food, housing, school lunch, and other near-cash assistance provided 
by the government) by the poverty· level for the appropriate family size. 

MODELING OF TAX CHANGES 

The change in Federal taxes under the House, Senate and Administration plans is estimated at 
1996 income levels but assuming fully phased in law and long-run behavior. The effect ofIRA 
proposals is measured as the present value of tax savings on one year's contributions, The effect 
of the prospective capital gains indexing proposa'l in the House plan is the fully phased in tax 
savings, multiplied by the ratio of the sum ofthe present value ofprospective capital gains 
indexing over 17 years to the sum ofthe 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 tax payments but not liabilities are not 
distributed. The incidence assumptions for tax changes is the same as for currenllaw taxes. 



l.,10DELlNG OF SPENDING CUTS 

This analysis estimates the impact ofRR. 4, the reconciliation bill, and appropriations bills as 
passed by the House and Senate, Provisions ofH.R 4 that are analyzed include the AFDC block 
grant and benefit prohibitions, immigrant provisions and changes to the 55I and Food Stamp 
programs. Reconciliation actions that are analyzed include changes to housing assistance, 
Medicare. and Medicaid. A detailed list of the provisions that are included 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 S51 eligibility for children, 
Food Stamp program changes, immigrant provisions and Medicaid proposalR 

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 to 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 others understate the impacts of the 
proposals, Several factors and decisions have contributed to what. on balance, is a reasonable 
estimate. First. as described above not all provisions are modeled, Second, the data do not 
identifY all persons who would potentially be affected by the program cuts. For example, the 
analysis assumes that none of the Medicare provider cuts affect ben~fidaries and the study 
assumes that no states implement the option to block grant food stamps. These estimates do 
account for interactions between proposals, 

Furthermore, the model makes relatively conservative assumptions regarding state maintenance of 
effort in the AFDC and Medicaid programs and the labor supply response of persons who lose 
AFDC benefits. The study assumes that states do not reduce state spending in response to the 
block granting of ArDe. 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 to a Federal cap, The study assumes that States 
would increase spending only enough to receive their full Federal anotment (this assumption only 
affects the estimate of'he value of health benefits and does not affect the poverty rates}' 

, The study also incorporates a labor supply response to the time limjL For estimating the effects 
ofthe House proposal, the labor supply response (Le. the subsequent work effort ofpersons who 
lose benefits) assumes tha120 percent of eases denied AIDC because of the time limit will go to 

work part.time at a wage rate equallo 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 ofaptitude. and chronic health and other problems ofthese long~term recipients. 

The Senate assumptions, developed after the House analysis was completed, are based on the 
work ofacademic 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 parHime when they lose AFDC benefits due 10 the time limit. 
The average earnings for all recipients, including those with no earnings, would be $4,700 per 
year, and the highest tcn percent would earn an average of S24,500 per year. 

The overall estimates in this analysis were obtained using the Department of Health and Human 
Services' TRIM microsimulation modeL TRlM (for I1:ansfer Income Model) is based on a 
nationally-repre."ientative sample of the non-institutionalized U.S. population, the March 
Supplement of the Current Population Survey. This survey ofabout 6(),OOO households is 
conducted monthly by the Census Bureau and the Bureau afLabar Statistics. Using the survey 
data, TRIM computes income, benefits, and taxes for each person under current law, then 
aggregates these individual amounts for US. totals. These current law totals can then be 
compared to similarly computed estimates for 1he alternative policies contained in the 
Congressional proposals. 

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

The tables compare the impact of the various plans \\tith 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: 

ANAI_ YSES OF THE HOUSE PASSEl) H.R. 4 

AFDC 
• Deny benefits to non-citizens, with certain exemptions 
• 	 Combine MDe 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 lO% hardship exemption 
• Eliminate the $50 child support pass-through 
• Deny cash benefits to parents younger than age 18 with children born out-of-wedlock 
• Deny benefits for children bom or conceived while the mother received AFDC 

SSI 
• Deny benefits to non-citizens, with certain exemptions 
• Deny cas~ SSI Disability benefits to non-institutionalized children, with some exceptions 



Food Stamps 
• 	 Deny benefits to non~itizens. with certain exemptions 
• Limit the annual benefit increase to 2% per year 
.. Freeze the standard deduction at 1995 levels 
• 	 Reduce and freeze the excess shelter expense deduction at 1995 levels 
• 	 Count state and loCal energy assistance as income when detennining eligibility and benefits 
• 	 Require single, childless adults to participate in work or training after 3 months of receipt 
• 	 Eliminate indexing ofS10 minimum benefit for small households 

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

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

ANALYSES OF HOUSE ACTIONS 

Includes all the provisions of RR 4 above plus: 

Housing 
• 	 Impose a minimum rent of$50 
• 	 Increase the proportion of income paid for fent 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 certificates 

Metlicare 
• 	 Increase part B premiums from 25% of program costs to 31"5%2 and eliminate the premium 

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

Medic(1id 
• 	 Eliminate entitlement and establish a block grant at reduced spending to save $170 billion 

between 1996 and 2002 

lFor both the Congressiol1ai and Administration plans. the analysis assumes a pennanent 
extension of the Medicare Part B premium at 25% of program costs is part of the base1ine, No 
effects of extending it are included in the numbers, Under current law this provision expires after 
1998, 



Ollter Actions 
• Eliminate the Low~Ine-ome Home Energy Assistance program (LIHEAP) 
• Increase Federal employee contributions to pension funds 
• Reduce the pension benefits of future Federal retirees 
• 	 Reduce direct payments to farmers and cap total acreage in the Conservation Reserve 


Program 

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

ANALYSES OF SENATE PASSED H.R. 4 

AFDC 
• Limit participation and benefits ofnon·citizens, with certain exemptions 
• 	 Combine AFDe and related programs into a bloe-k grant and reduce spending, accounting 

for both Federal and state reductions 
• Impose a 5~year lifetime limit on AFDe receipt with a 20% hardship exemption 
• Eliminate the $50 child support pass-through 

SSI 
• Deny benefits to non-citizens, including current recipients, with certain exemptions 
• Restrict SSt Disability benefits to children meeting the medica1 listings 

Food Stamps . 
• Limit participation and benefits of non-citizen~ with certain exemptions 
• Reduce and freeze the standard deduction 
• Count aU energy assistance received as in90me when determining eligibiIity and benefits 
• Reduce the maximum benefit 
• Require children 21 and younger in the household to tile with parents 
• Require single, childless adults to participate in work or training after 6 months of receipt 
• Eliminate indexing ofSIO minimum benefit for small households 

Chilrl Support 
• lncrease paternity. increase the establishment of support awards. and increase collections 

Nutrition Programs 
• Round down reimbursemeryt rates and delay indexation 
• Implement a two~tier means~test for benefits in family day care homes. 



ANALYSES OFSENATE ACTIONS 

Includes al1 the provislons of the Senate passed RR. 4 above plus: 

Food Stamps 
• 	 Reduce and freeze the standard deduction further than in UK 4 

Housing 
• 	 Impose a minimum rent of $25 in public housing 
• 	 Reduce the Fair Market Rent from the 45th percentile rent to the 40th percentile rent 
• 	 Reduce the number of new Section 8 certificates 

Medicare 
It Increase Part B premium to $89 in 2002 
• . Eliminate Part B premium subsidy for high income households 
• 	 Increase the Part B deductible to $210 in 2002 
• 	 Reduce managed care benefits for beneficiaries currently enrolled in HMO'S 

Medicaid 
• 	 Eliminate entitlement and establish a block grant at reduced spending to save $172 bUlion 

between 1996 and 2002 

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

Program 

PRELIMINARYANALYSES OF ADMINLSTRAT/oN'S /JUDGET 

.'lSI 
• 	 Tighten eligibility criteria for receiving SSI benefits, 

FQo,f Stamps 
• 	 Reduce spending while maintaining the federal entitlement, increasing state flexibility and 

cracking down on fraud. 

Child and Adult Care Feeding Program (CACFP) Subsillies 
• 	 Target family day care home meal subsidies more towards lower income children. 



Immigrant P,ovision.~ 
• 	 Tighten SSI, AFDC and Food Stamp eligibility rule, for non-immigrants. 
• 	 Sponsors oflegal aliens would bear greater responsibility for tho~e whom they encourage to 

come to the U,S, 

AleJieure 
• 	 Reduce provider payments, 

kfetlicaitllHealtlt In,surance for the Unemployeli 
• 	 Continue Medicaid entitlements with 7 percent reduction in total Medic-aid spending from the 

CBO baseline, 
• 	 Provide health insurance protections for who Jose coverage as a result oflosjng their jobs. 
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1. l\feasure of poverty 

What measure of poverty is used in this analysis? 

This analysis uses an expanded definition ofincome and compares this income to the poverty 
thresholds used by the U.S. Bureau of the Census in calculating the official poverty count. This 
definition is consistent with the measure ofincome used for many yeats by the House Committee 
on Ways and Means in reporting poverty statistics in the Green Book. The definition expands on 
the Census' official poverty definition by including most cash and near~cash income, as well as 
federal taxes, when determining income. That is, this definition ofincome counts aU cash income 
as Census does, but adds the value offeod stamps, school lunches, the Earned Income Tax 
Credit, and housing assistance and deducts from income the emptoyee portion of Social Security 
(FICA) and federal income taxes. In 1993. the year utilized in this analysis, the annual poverty 
threshold for a family of three was $11,522 and for a family offour, it was $14,763. 

This definition ofincome captures more fully [he effects ofgoverrunent policies on economic 
well-being. 

In addition to being consistent with the measure ofincome used by the Ways and Means 
Committee and often by the Congressional Budget Office, this measure of income is closely 
related to one alternative (definition 14a) used by the Census Bureau. The Census Bureau 
publishes poverty statistics using this alternative to measure poverty after the effects or taxes and 
transfers. 
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2. Definitions of family income 

Family economic income and adjusted family income: What are they? 

The tables report both Family Economic Income (FEI) and Adjusted Family Income (AFI). The 
tables reporting tax and outlay changes together use FEI because that is how the Department of 
Treasury reports tax pplicy changes, FEluses the family unit rather than the tax return unit, it 
includes nonfilers, and is a comprehensive measure of income. It counts all forms ofincorne 
reported on individual tax returns plus estimates of certain income not reported on tax returns. 

Adjusted Family Income (AFI) uses the family unit and is a similar comprehensive measure of 
income to FEr. but it is adjusted for family size. The definition of income is similar to that used 
by the Census Bureau in calculating the official poverty count, but captures more fully the effects 
of government policies. Cash and near-cash income as well as taxes are counted when 
determining income, That is, the measure indudes all cash income as Census does, but adds the 
value of food stamps, schoo11unches. and housing assistance and deducts from income the 
'employee portion of Social Security (FICA) taxes and federal income taxes, accounting for the 
Earned Income Tax Credit (ElTe) and any other ta.X credits. Then this income amount is divided 
by the family's poverty threshold to account for the effect ofhousehold size on well being, 

AFI accounts for the differing needs of families with different sizes and compositions. For 
. example, a couple with one child with an income ofless than $14,074 per year would fall into the 
first quintile, while a couple with two children with an income of less than $17,731 would fall into 
that same quint;le. Both families have an AFJ of 121 percent of the poverty threshold, . 
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3. Current law impacts on children in poverty 

How cnn children be moved above poverty under current Jaw? 
. 

Since the total combined value ofAFDe and food stamp benefits are below poveny in all states, 

how are families moved from poverty under current law? Current law benefits provide cash and 

near~cash benefits to many families that have low earnings, enabling them to have tOlal income 

above poverty. Additionally, some families are employed for part of the year, and then lose their 

jobs. Current law programs provide income during these unemployment spells and enable the 

family to have income above the poverty threshold. Here are several ways that a family can be 


. moved from poverty by current law programs: 

a. A single mother with two children. She works 40 hours a week at a fast food .­
restaurant, earning the minimum wage. Her total wages put her and her family well below 
the poverty threshold. However, under current law, this mother would receive a modest 
income from EITC and AFDC. as welt as food stamp benefits each year. Using a 
definition of poverty that includes the value of transfer programs, these income support 
programs, along: with services like Medicaid and child care, will mQve this family from 
poverty and enable tne mother to work full-time. 

b. A two-parent family where both father and mother can only find part-time work By 
working split shifts, they are able to avoid high child care expenses, but their total wages 
'are low 50 that they are still poor. The combination of EITC and food stamps will 
increase this family's income and move them .from poverty. 

c, A two-parent family with two children, where one child was disabled in an accident and 
confined to a wheelchair. Both parents earn modest annual incomes, but neither qualify 
for health insurance coverage through their jobs. Without other assistance. the 
maintenance and medical expenses of the disabled son would impoverish this frunily and 
leave them little money for anything else. Because of the son's SSI and Medicaid benefits 
and the family's EITe, this family's income is above poverty. 
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4. Characteristics of cbildren 1 

What nrt the characteristics of children moved above poverty under cnrrent Jaw? 

flliS estimates that more than 8 million children, Hving in 4 million families, are moved from an 
expanded definition ofpoverty as a result ofcurrent law income support programs such as the 
Food Stamp Program, Aid to Families with Dependent Children (AFDC), Supplemental Security 
Income (551), housing assistance and the Earned Income Tax Credit (EITC), combined with 
other sources of family income, A total of 1.5 million children are moved from poverty as a result 
ofthe EITC program and nearly 770,000 ofthem were moved from poverty by the Clinton 
Administration EITe and food stamp changes enacted in 1993. 

Nearly all the children live with their parents and the average age of the parents is over 30. The 
families tend to be larger than average. About 40 percent of the children live with only I adult. 
About two~thjrds of the children are white and a little under a third are African~American, 

In addition to transfer income, three-quarters of the families ofttIe children moved from poverty' 
under current law have earnings througb wages or self-employment Consistent with this fact, 
about three quarters orthe families receive EITe. Three quarters of the children live in families 
that receive food stamps, A little over half the children live in families receiving AFDe, and a 
little over a fifth are in families reeeiving SSt 



5. Characteristics of children under Senate welfare bill 

\Vhat are the cbanlcteristics of children who become poor under the Senate welfare bill? 

An estimated 1,2 million children become poor by the Senate welfare bill's provisions, using a 
definition of poverty that COunts food stamps, housing and ElTe income. On average these 
families are more disadvantaged than the average family moved from poverty under current law. 
The families are slightly bigger, somewhat fewer of the adUlts have earnings. and a larger share of 
income comes from transfer programs, Nearly all the children live with their parents and two 
thirds of the childrens' parents are age 30 or over. 

Sixty percent orthe families who become pOOl' under the Senate welfare bill have earned income 
and about halfofthe children live in families that receive EITC. :-Iearlyall the children live in 
families that receive food stamps. Three fourths of the children live in families that receive AFOe 
and 30 percent live in families that receive SSt 
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6. Range of impacts on families 

The quintile annlysis included in the study indicates that families with children lose on 
average 5780 dollars per year as a result of all Senate action ill1he bottom quinlile. Do 
some families lost substantially more or less? 

There are 7,5 million families with children in the poorest 20 percent of the population living in 
families with children. By definition, they have income below 121 percent ofpoverty. 
Considering only the welfare bill. and not taking into account any health insurance changes. the 
estimated impacts have the following approximate distribution: 

• 275,000 families gain income. 
• 23 million families have no loss of income, 
• 350,000 families lose less than $250 per year, 
• 1,3 mi1lion families lose between $250 and 500 per year, 
• 1.7 million families lose between $500 and $1,000 per year, 
• 1.6 million families lose over $1,000 per year, and 
• ' over 800,000 families Jose over $2,000 per year, 

Some of these losses are sustained by rnmilies above poverty and do not place the family into 
poverty, Other losses takes some families below poverty further away from the poverty 
threshold. 

In percentage terms, 1.2 minion of these families lose over to percent of their income and over 
600,000 of these poor or near poor families .lose over 20 percent of their income as a result of the 
Senate welfare bill, 
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7. Sena1e welfare versus all Senate action 

What policy changes are primarily responsible for poverty differences between Senate 
welfare and all Senate action? 

Reductions in the EITe program are the single most significant policy change influencing the 
poverty differences between the Senate welfare and Senate budget action proposals" Policy 
changes in the Senate budget action include repeal ofthe EITe for individuals without qualiiYing 
children: elimination of the 1996 increase for families with two or more children; increase in the 
phaseout rates; and modification of the definition ofadjusted gross income used for phasing out 
the credit. House budget action also reduces the EITe, but to a lesser extent for families with 
incomes near poverty. 

• 
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8. Senate welfare versus House welfare 

What policy cha.nges are primarily responsible for poverty differences between Senate 
welfare and House welfare? 

Differences in policy changes in the AFDC are primarily responsible for the poverty differences 
between the Senate and House welfare proposals. In particular, the House bill denies AFDe cash 
benefits to parents younger than 18 with children bom/concelved out-of-wedlock as welt as to 
children born or conceived while the mother received AFDC. The House welfare bill has no 
maintenance ofeffort requirement for states, has no contingency fund, and funds the bJock grant 
at a lower level than the Senate hill. Policy changes in the Food Stamp and 551 programs also 
contribute to the poverty differences. The House bill freezes the food stamp standard deduction 
at 1995 levels; limits aMual increases of the maximum benefit food stamp to 2 percent per year; 
reduces; and freezes the excess shelter expense deduction; and requires single childless adults to 
work after 3 months of food stamp receipt. In addition, the House welfare bill denies cash 
disability benefits to children and establishes a block grant for services to 55! children who meet 
the medical listings; continues SSI cash benefits only for those current recipient children who meet 
the medical listings; and makes cash and Medicaid available only ~o those ch.ildren who meet the 
medical listings and are in institutions, 
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9. House welfare versus all House action 

"'[hat policy cbanges are primarily responsible for poverty differences between House 
welfare and House action? 

Reductions in the EITe program and energy and housing assistance are the most significant policy 
changes influencing the poverty differences between the House welfare and House budget action 
proposals. The EITC policy changes in House budgelaction include repeal ofth. EITC for 
individuals without qualifying children; increase in the phaseout rate~ and modification of the 
definition of adjusted gross income used for phasing out the credit. The House budget action 
housing policy changes include imposition of a minimum rent of $50; an increa.o;;e in the proportion 
oftncome paid for rent from 30 percent to 32 percent for Section 8~ a reduction in the Fair 
Market Rent from the 45th percentile to the 40th percentile; and elimination of Section 8 
certificates, It is also assumed that, since no additional amounts were included for housing 
assistance subsidies, households that Jose income as a result ofother provisions would not receive 
increased housing assistance. The House budget bill also eliminates the LIHEAP program, 
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10. Methodology behind Senate estimate 

How was the estimate of the number of children moved into poverty as a result of the 
Senate welfare bill derived? 

This analysis shows that an additional 1 2 million children are moved into poverty as a result of 
the Senate welfare bilL This effect is generated from an analysis that estimates the impact of 
policy changes on families and individuals, The results are based on an HHS micro-simulation 
modeJ, a weU*recognized model based on a nationally representative sample ofthe non­
institutionalized U.S, population that has been used to produce estimates for more than 20 years. 
The model computes the value ofincome. benefits. and taxes for each family under alternative 
policy scenarios and then aggregates the effects of these program changes on an expanded 
definition of poverty to determine the national impact of the policy change. Since this model used 
1993 population characteristics, the proposals are simulated to show what their effect ~ould be 
on the 1993 U.S. population, if the provisions had been fully implemented then. 

Is this number realistic! 

Yes, the estimate of 1,2 million additional poor children is the best that can be made with current 
information and also a conservative measure of the impact of the Senate welfare hill. 

The number is conservative because not all of the spending reductions in the welfare plan are 
Included in the model. Some of these are in programs that affect famllies' well-being, but cannot 
be attributed to famiTies' disposable incomes. Spending reductions in these types of programs, 
such as Head Start, are not included in the analysis, Additionally, some spending reductions that 
do affect family income are not included because it is difficult to identifY families in the model that 
would be affected by the loss in benefits. Examples ofspending reductions not included for this 
reason are the savings resulting from the optional food stamp btock grant 

The model is conservative because it assumes relatively generous state behavior, the overall 
economic picture remains constant, and includes optimistic assumptions about the ability oflong­
term AFDe adult recipients to respond to a time limit and earn income. Under an entitlement 
system, families that lose-income during recessions will qualify for benefits. The model does not 
adjust for the fact that under a block grant, no additional funds are available to serve these 
families, Ifstates do not have the funds to meet the increased needs during economic downturns, 
there would be a greater poverty effect. The lack ofa state match creates an incentive for states to 
lower benefits.relative to current law. Under current law ifa state reduces what it spends for 
AFDC, it loses federal matching dollars. Under the Senate welfare plan, the absence offederal 
matching dollars means that states lose nothing by reducing benefits. Because of the interaction 
between AFDC and Food Stamps, if states increase spending on AFDC benefits, they will actually 
bring fewer federal dolJars into the state. This analysis also assumes that states are able to meet 
the work requirements put int.o effect by the Senate welfare plan without taking money away from 
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cash benefits. Finally, the amount by which st.tes lower cash AFDe benefits must be ,i.wed in 
the overall context of the other reductions in federal programs, For example. there wilt be greater 
political pressure to compensate for the lack ofhealth insurance dollars, 

Under current law~ 18.2 million children live in poverty before taking into account any income 
from transfer programs, Additional income from socia] insurance programs, cash transfers, food 
and housing benefits. and the EITe removes 8.1 million children from poverty (this number also 
takes into account federal taxes paid). In comparison, these same progra.ms still remove 7.0 
million children from poverty after the proyislons of the Senate welfare b1U are implemented. The 
1,2 million children moved back into poverty represent about one-eighth of the total number of 
children that are moved out ofpoverty as a result ofincome from transfer programs under current 
law, 
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11. Reasons for changes from prelimary estimate 

A preliminary analysis showed that an additional 1.1 million cbildren would become poor 
under the Senate welfare bili. The current estimate is that 1.2 million children would 
become poor under the bill. What cbanged? 

The initial estimate of I, I million additional poor children was the result ofpreliminary estimates 
of the impact of the Senate welfare bill. The current estimate of 1<2 million children reflects a 
more comprehensive analysis of the hill. The current estimate includes provisions that were not 
included in the preliminary analysis, and reflects some technical improvements to the model. In 
general, the additional provisions offset each other; some of the changes reduced the poverty 
impacts. while others increased the poverty impacts. While the current and preliminary estimates 
are of the same general magnitude, the current estimate does show a slighter greater increase in 
poverty among children. 

The preliminary analysis did not include the impact of child support provisions and a lower 
hardship exemption. Inclusion ofthese policies in the current analysis likely results in a marginal 
reduction in child poverty. For example, the current analysis estimates that child support 
collections for AFDC families will increase by I g percent. However, virtually all of that increase 
would be off.<;et doUar for dollar by reductions in AFDC benefits, yielding only marginal increases 
10 Income. 

The preliminary estimate did not include food Stamp Program changes for which estimates were 
not available at the time. These additionai'provisions. which include new Administration 
estimates of the effects of immIgrant provisions, result in substantial reductions in Food Stamp 
benefits for families with children. This loss in Food Stamp income expJains much of the increase 
in child poverty_ 

Finally. the current estimate reflects updated and more optimistic estimates on the work efforts of 
families with children that are affected by the time limit in the Senate welfare proposal The net 
effect of all of these changes to the model did n01 substantially change the magnitude of 
Administration's estimates of the Senate welfare bill on child poverty. 
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12. Sensitivity of analysis to measures 

l~ an analysis of tbe number of children and families in poverty important when for some 
families: it is only necessary to lose small amounts of income to faU below instead of above 
nn arbitrary poverty threshold? 

Counting the number ofchildren moved into poverty is only a part of the analysis, It is also usefuJ 
to examine other measures as well which this study does. For example. the poverty gap illustrates 
the dollar loss to familie:s who become poor as well as families who are poor and who lose 
additional dollars, The Senate welfare bill increases the poverty gap for families with children by 
$4.4 bilJion; an increase of27 percent. The number of individuals in families 'vtth children who 
become poor is estimated to be 2.2 million; an increase of 13 percent. This illustrates that the 
poverty count analysis presents a more optimistic picture of the impact of the bill than the poverty 
gap analysis. 
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13. Assumptions about State behavior 

States pay a s,ignificant portion or current AFDC and related programs and l\fedicaid. Are 
changes in state spending included in the nnalysis! What as.~umptions were made 
regarding state behaviors? 

Yes! the model includes state behavior regarding spending and time limits for AFDC related 
programs and the Medicaid Program. 

State spending on AFDe benefits is assumed to follow the federal lead; that is, states will freeze 
their benefit spending at nominal 1994 levels. To do this, states will reduce benefits paid to all 
recipient families by the amount necessary to maintain spending (within the budget of 1994 
nominal dollars). There are several reasons to believe that this assumptinn is warranted. First, the 
Cash Assistance Block Grant freezes federal spending at 19941eveis and states will be hard 
pressed to increase benefit spending, This will be especially true in light ofthe high cost of 
implementing the work requirement and federal funding reductions in other areas. Second, other 
block grants contained within the House welfare bill, most notably the Child Protection Block 
Grant, will reduce federal spending in areas where states may feel they have considerably less 
discretion in making cuts. Thus, states are likely to shift spending from welfare benefits to 
maintain needed child protection services. As recently as last week> the Washingtoll Post 
reported that Maryland was considering plans to cut its budget for next year by $25 to $50 million 
(4 to 8 percent) because ofprojected shortfalls under the House welfare block grant. . 

Also, under both the Senate and House welfare bills. states will lose federal food stamp dollars if 
they increase AFDC benefit levels. Conversely, their low-income residents will gain federal food 
stamp and housing assistance lfthe states reduce AFDC benefit levels. In addition. states might, 
in light ofreduced federal spending in other social programs such as Medicaid, shift state 
expenditures to these politically more popular programs. 

With regard to time limits for AFDe the model assumes that no state would institute a shorter 
time limit, such as wo years and out, although this is permitted in the House welfare Bill. The 
model also assumes that all States would take full advantage of the 10 percent hardship exemption 
to the federally imposed five year limit. This may force the states to increase their expenditures of 
benefit dollars and also to put more doUars into meeting the work requirement (wbich etTectively 
requires that for every two families a state exempts from the time limit it must put one additional 
family in the work program). There are substantial benefit savings from th'e time limit but at the 
same time states will be hard pressed to support a work program with its high participation rates. 
high hour requirement, and substantial increases in needed child care. The model assumes tbat no 
state would use state only dollars to support families who are denied federally supported benefits 
including those subjected to the family cap, teen parent prohibition. and the {ederally imposed five 
year limit. 
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For the Medicaid Program, states are assumed to spend only enough in Medicaid to draw down 
their full federal allotment. Because ofchanges in the federal match rate included in the House 
proposal, states need to spend less than they would have under current law to receive their full 
federal allotment As a result, total program spending (federal and state) is assumed to be 
reduced by 35 percent below projected baseline levels in 2002. 

15 




14. AFDC and poverty estimates 

The analysis estimates that 3.3 million children will lose AFOC eligibility, yet 1.2 million 
children are estimated to move into poverty as a result of the Senate welfare hill. Why is 
there a difference in the number losing AFDC nnd the number moved into poverty? 

The Senate welfare bill would result in an additional1.2 million children living in families v.ith 
income below the poverty threshold, The reason that more of the 3.3 million children losing 
AFDC eligibility would not move into poverty is because they already Jive in families with below .. 
poverty incomes. 

Estimating the change in the number of children below the poverty line gives only a partial picture 
of the impact of the Senate welfare bill~·it only tells how many ofthose currently above the 
poverty line move below it It does not measure the impact for those who already live in families 
with income below poverty. Measuring the poverty gap, which is the amount oftncome that 
would be needed to bring all families up to the poverty line. is another way of measuring the effect 
of the Senate welfare bill on families with children. Under the bill, the poverty gap would increase 
by $4.4 billion dollars. As a result. not only w~uld 1.2 million children be moved into poverty, 
but those in families who are already poor would become poorer. 
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15. Disaggregating data for families under 30,000 is difficult 

Do you have breakouts for families below $30,OOO? Why are 40 percent of families lumped 
together? 

Even with only four income groups. the implications of the analysis are clear. The number of 
income breaks on the combined tax and spending cut tables are limited to help ensure the 
accuracy of the analysis. The analysis merges output from two different models -- f.IHS's ~ 
"Transfer Income Model" (TRIM2) and Treasury's tax model. Each was originally designed to 
answer separate questions, and has different information on income. For example, capital gains is 
an important part of tax modeling, but is not particularly important for the programs HHS 
administers, So the lax model has detailed information on capital gains, while TRlM2 focuses on 
other sources of income that are more common among lower and middle income famifies. 
Accurately matching information from the two models is compticated and time consuming. As 
analysts continue to develop the linkage between the two models, it is possible that more detail 
will be available. . 
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16. Program reductions included in tile analysis 

Are all the spending reductions affecting families included in this analysis? If not, how did 
you decide which ones to include and which ones to leave out? 

This analysis is a conservative estimate of the spending reductions that affect family income 
because it does not capture all ofthe effects of program reductions to families, For example, the 
total amount of benefit reductions does not include billions in spending reductions in non~defense 
discretionary service programs. Additionally, the analysis does not include $52 billion of 
reductions: to providers in the Medicare program, $16 billion of reductions to providers and the 
institutionalized population in the Medicaid program. and $6 billion in reductions in non-health 
entitlement spending (see table on previous page). 

Some of the spending reductions not included are in programs that affect families' well·being, but 
cannot be attributed to families' disposable incomes. Spending reductions in these types of 
programs, such as Head Start, are not inc1uded in the analysis. 

Additionally. some spending reductions that do affect family income are not modeled because it is 
difficult to identify families in the model that would be affected by the loss in benefits. Examples 
ofspending reductions not included for this reason are elimination of SSI benefits to drug addicts 
and alcoholics, and reductions resulting from states. taking advantage of the option to block grant 
the Food Stamp Program. 
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17. Estimates regarding higher income families 

Why are a few families in the upper quinmes of the ineome distribution affected by 

reductions in means-tested programs, such as Medicaid, SSI, and AFDe? 


The main reason why some families in the upper quintiles are affected by reductions in mean­
tested programs: is that these programs often deliver benefits to subfamilies within larger 
households whose total income places them in a higher quintile. For example.. a teen mother and 
child living with her family would be eligible for AFDC under current law and would be affected 
by the House provision denying benefits to teen mothers and their children. Similarly. SSI and 
SSI children's disability benefits can go to families with higher incomes as wetl. For instance, an 
aged mother Hving with her children can receive SSI, Outright denial of these benefits could 

, cause families to change living arrangements to the detriment offamily welfare. 

The primary provisions that reduce these families' benefits include denying benefits to immigrants, , 
eliminating AFDC benefits to teen mothers and their children, eliminating AFDe benefits for 
mothers who have additional children born or conceived while the mother is receiving AFDe, and' 
denying S5l disability benefits to many 55! children, 

In addition, family composition and income are dynamic. Over the course of the year, families 

fonn, break up, or add members, and families begin and end jobs and get benefits for part ofthe 

year. Since the data set on which the ana.lysis is based records family composition at a single 

point in time and records income and program participation for the entire year, some families 

appear to have inconsistencies. ror example. a non-working, single-mother receiving AFDe for 

most of the year marries a plumber earning $40,000. Such a family will appear to receive AFDe 

with income way beyond the eligibility limit Similarly. since most programs use monthly' 

accounting periods to determine eligibility and benefits, when the primary earner is between jobs 

she may legitimately receive various benefits. Since the model uses annual income. she will 

appear to have significant earnings during the same year she receives welfare benefits. 


Note that some families in the upper quintiles are affected by House actions directly. Some 

proposals affect higher income people: cutbacks in retirement benefits for Federal retirees. 

increas'es in pension contribution and health premiums for Federal employees. and increases in 

Medicare premiums. 
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18. Medicare and Medkaid reductions 

Are alJ the Medicare reductions iucluded iu this 4lDalysis? If not, what portion are? 

About 12 percent of the year 2002 Medicare reductions are included in this analysis, This represents a 
very conservative estimate ofonly the most direct and easily measured effects of the House proposal on 
Medicare beneficiaries. The House proposal makes massive changes in the Medicare program and HHS 
has not yet completed its assessment of the overall impact of these changes on Medicare beneficiaries. 
These reductions only affect the income distribution analysis and are not reflected in the poverty 
analysis. 

\Vbat portion of the Medicaid reductions are distributed in this analysis? Are effects on nursing 
home residents included? 

About 49 percent of the year 2002 Medicaid reductions are distributed in this analysis. The analysis 
assumes that 75 percent of the Medicaid reductions would tall on beneficiaries. However. 35 percent of 
these reductions would fall on nursing home residents who are excluded from this analysis because the 
TRIM2 model does not include the institutionalized population. These reductions only affect the 
income distribution analysis and are not reflected in the poverty analysis. 

'Vhat are the beneficiary impacts that you modeled for the House, Sennte and Administration 
proposals for Medicare and Medicaid? 

For the ~edicaid block grant in the House and Senate bills, 50 percent of the savings are assumed to be 
achieved through reductions in coverage and 25 percent of the savings are assumed to be achieved 
through reductions in services. The Administration's proposal for Medicaid is a per capita cap on 
spending which results in no coverage loss, but could result in service cuts. The model uses a parallel 
assumption that 25 percent of the savings will be achieved through service cuts. 

For Medicare the beneficiary impacts are slightly different for each proposal. In the House. the analysis 
models the change in premium costs. change in managed care benefits and the change in coinsurance 
that results from provider payment changes. In the Senate, the analysis models the change in the 
premium, change in managed care benefits, the change in coinsurance and the effect of the deductible 
increase, For the Administration's proposal) the analysis models only the change in coinsurance. 
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19. Differences from previously released House numbers. 

Why have the House health numbers changed since the previously released distributional 
analysis? 

The original House numbers released contained Meditaid and Medicare estimates of the Chairman's 
Mark for the Ways and Means Committee. Since that time, the House has completed action on 
Medicare and Medicaid, The provisions in the House-passed bill include a lower Part B premium 
increase, higher income thresholds for the income-related premium, and lower Medicaid savings. 
Together these changes reduce the loss in health value compared to the previously released'analysis. 
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20~ Difference Between Amounts Shown in Distribution Tables and Revenue Estimates 

How do the amounts shown in distributiou tables and tbe amounts shown in tables of revenue 
estimates for tllX proposals differ? 

The amounts shown in tbe distribution and revenue estimate tables prepared by the Treasury 
Department differ in the following ways. 

• 	 The Treasury's distribution tables show the annual cbange in tax burdens due to a tax proposal, 
whereas the Treasury's revenue estimate tables show the year-by-year changes in tax receipts 
due to the proposal. 

Tax burden changes due to a provision may differ substantially {fom the change in tax 
receipts due to the provision. For example, a capital gains· tax cut may induce investors 
to realize additions gains, reducing the revenue loss for the cut shown in the revenue 
estimate table, However, the full benefit of the cut ~- the reduction in taxes on gains that 
would have been realized under current law ~~ would be included in Treasury's 
distribution table, 

Another example is an IRA provision. Treasury's distribution table would include the 
present value of the tax savings on one year's additional IRA contributions due to the 
provlsion. The revenue estimate table would show each year's loss in tax receipts due to 
the provision, 

• 	 Distribution tables show the effect of provisions when fully phased in, while revenue estimates, 
tables show the effect on receipts in each year as the provision is phased in, 

• 	 Distribution tables generally omit temporary provisions (those that would expire before the end 
of the budget period), whereas revenue estimate tables includ~ all such provisions. 

• 	 Distribution tables omit provisions which change the timing of tax receipts but not the timing of 
tax liabilities (such as changes in the timing ofestimated 1ax payments), while revenue estimate 
tables include all such provisions, 

• 	 Distribution tables measure tax: burden changes on a calendar year basis, while receipts estimates 
are on a fiscal year basis. 
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21. Relationship of tax and spending cuts 

Can we add the tax, ioconle, and health cuts together? 

The analysis does not add them together for several reasons, First, adding them together might give the 
wrong impression that these are the only cuts that hurt famifies. and that's not true. The analysis 
focuses on three things ~- the changes in tax benefits, changes in family income, and changes in health 
coverage. A lot of cuts which impact families are not included because they do not directly reduce 
income ..• such as cuts in student loans,job training, and Head Start. 

, 

Second, ,the information is from two separate computer models -- one designed for tax analysis and one 
designed to analyze outlay programs, While considerable work has been done to' integrate the models 
as closely as possible, the linkage is Dot completely perfect. Consequently, the tax and income changes 
are not added in the interest of maintaining analytical purity. 

r, 
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