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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
vear. The President continues to believe that the bipartisan Scnate bill is a dramatic
improvement over the House bill, which he said he would veto.

* We have made significant bipanisan progress in this debate over the past year. A
year ago, some Republican leaders were proposing orphanages.  As recently as March, the
House vated to cut the child care people need 1o move from welfare to work, An '
overwhelming majority of Senators in both partics voted for more child care -~ and
supported substantial improvements fo reward states for performance in placing people in
jobs, require states to maintain their own cfforis, let states decide for themselves on the
family cap, ctc.

" * As the President said in his Sept. 15 radio address when he praised the Senate
action, we wani 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 are there to move people from welfure 10 work, to make sure children are
protected, and that states not only share the problem, but have the resources they need 10 get
the job done.” - ‘

.

* In conference, we need to fight to hold onto the improvements the Scnate made,
and consider othor ways to make the final logisiation better. The Administration wrotc to
welfare reform conferces in October reiterating our support for the Senate improvements, and
once agam recommending further improvements that promoie work and protect children and
will move the final bill cven closcr to the Duaschle~Breaux~Mikulski bill, which the
Administration and every Scnazg_ -Democrat endorsed.  Here are a fow:

* Morc resources for child care: The $3 billion added in the Scnate bill 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 increagsing projected federal costs by
strenthening the trigger mechanism and the amount of funds in reserve.

* Vouchers for children: The Senate bill has a more reasonable hardship
exemption than the Housc bill, but it could be strengthened further by adopting a provision
from the Daschle~Breaux~Mikulski bill that would provide vouchers-for children whose
parents reach the S—year time limit and cannot find a job.



POVERTY STUDY

* OMB will complcte a distributional analysis of the House and Senatc budget bills
and a poverty analysis of the House and Senate welfare reform bills later this week. It is too
early to speculate on the findings, but not to make the following points:

* The Republican budget plans have an cnormous impaect on low~ and moderate-
income familics, and produce enormous benefits for the wealthy, The Administration's
balunced 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 EITC is the best anti-poverty policy there s,
T * The policies of this Adminisiration 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 2 172
years has also moved an enormous number of families off the welfare rolls and onto the work
rolls,

b

* Any serious plan to balance the budget over the next decade will include some
program culs that affect low-income Americans. The key is 0 make surc that the cuts and
benefits are distributed cquitably, and that policics Hike the BITC and child care are in place
to help people work their way out of poverty.

* The OMB study will make a strong casc 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 Daschle—Breaux~Mikulski bill. These changes (more child
care, stronget contingency, vouchers for children, cfe.) will maximize the prospect that people

Eimve weifare for work, and mmimize the risk that children ond up in poverty.

* Scnator Dele said on Mect the Press this weekend that if the study shows some risk
of putting children into poverty, he would certainly be open 10 making some changes. We
should take a look at this study, and work this out tegether on a bipartisan basis. Republicans
and Democrats want welfare reform.  Republicans don't want to put children at risk of
poverty and neither do Democrats.
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Bruog -

I d4idn*t have time to work on this until last night, but I wanted
to send it along to you. I've tried to lay this out in a sinple
way, to force veporters to Yget it" even if they don't read the
entire report. While this is a tad long for a cgover letter, I
think it makes our key points. (It's alsc intentiocnally long in
some places.)

please read it; see what you think; and let's decide how to
proceed.

M
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DRAFT

Dear:

Thias is to respond to your request for information abmz?: how
1eqiszation pand;ng' in Congress would affect pcverty rates,
especially for children.

I have attached our overall assesspent of the budget recenciliation
Bills recently passed by the U.8. Senate and House of
Representatives, as well as a-poverty impact analysis of the
welfare reform bills passed separately by both houses of Congress.
As you Xnow, nmany of the budget cuts passed by Congress are now
included in both measures, including proposals to cut Food Stamps,
Ajd to Families with Dependent Children (AFDC), and the
Supplemental Security Income program (S8I1}.

gux analysis of the Sepate's budget reconciliation proposal, like
that of the House of Representatives' legislation ({previously
releagsed on October 13} ghows a substantial impact on poor
children. Overall, the Senate's benefit reductions would reduce
the income of families with incomes below £30,000 by $§308, while
the House ¢f Representatives'’ plan would reduce their income by
2438, In addition, both bills woitld make steep reductions in
Medicaid, which serves many low- and mederate~income families.

In contrast, the Administration’s budget reduction plan would
reduce their income by less than §100, and pregerve thelr access to
Medicaid and the Earned Income Tax Credit (BITC). While every plan
te balance the budget, including that put forward by the
Administration, would reguire reductions in low~income programs,
there are substantial differences in the level and distribution of
the program cuts contemplated. The Administration's budget
proposal, for example, includes $xx in gpavings because of changes
to S8I eligihility for children, Food Stamp progranm changes, and
provisions affecting immigrants. In contrast, the Senate budget
reconciliation bill proposes $ xx billion in cuts in these
programs, plus $xx billion in cuts in the Earned Income Tax Credit
{EITC) . The House f Reprssentatives' propoesal includes $xx billien
in cuts in these programs.

These differences rxemain whether the reductions are analyzed as
part of budget reconciliation legislation,..-or-—as. part of
congressional welfare refoym proposals. f‘Ultzmataky, reductions
ow~income programsg snould bhe included in a comprehensive deficit
reduction effort; the test of their acceptability is whether they
are designed to rewaxd work; minimize the impact on children: and
.k ncourage states to redesign programs that foster dependence into
programs that reward independence.

&s you requested, OMB has also specifically. examined the effect on
congresesional proposals on poverty among children, Using the
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CEE icial deflnltlmn of paverty; the welfare bill passed by the
House of Representatives would increase the number of children
living in families with incomes below the peoverty line by
approximately 500,008, In contrast, the welfare reform bill passed
by the Senate would inpact approximately 300,000 children. These
inmpacts do not include the effect of taxes or of non-cash
governnent assigstance programs, which are not counted when
meagur ing poverty. For example, when the EITC is factored in, the
impact of welfare reform is offget by the pesitive impact of the
EITC, which, by rewarding work, will raise 800,000 c¢hildren out of
poverty if the Clinton Administration’s past improvements are
retained.

In order to asssess the impact of non-cash programs like the EITC,
a different analysis must be developed. Our analysis used a post~
ta¥%, post—transter definition of income which seeks to measure the
impact of the EITC, Food Stamps, housing programs, and school meal
programs. Using thms definition, the welfare reform bill passed by
the Senate would affect approximately 1.1 million children, half of
whom fall below the expanded definition of poverty hecause of Food
Stamp reductions. The House of Representatives' legislation would

4%*' 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 WIC, and eligibility changes which deny
benefits to the children of teen mothers, children for whon
paternity is not established, and children born to women already
receiving cash assistance.

“Because of the limitations of the computer model used, some
provisions of the Senate hill c¢ould not be included in our
.analysis. For example, the Senate bill's requirement that states
continue spending B0 parcent of the $10 killion they now spend on
AFDC 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. 7This
tends to understate the differences between the two bills bacause
of the Senate's maintenance of effort provision.} The additional
child 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 more 1likely to meet work
regquirements without shifting funds from benefits to work
assistance -~ and thus means that fewer children will fall before
the poverty line.

Similarly, the Senate's maintenance of the Medicaid entitlement for
children, although not as comprehensive as the guarantee the
Adninistration prefers, makes it more likely that AFDC recipients
will move from welfare to work., And the adoption and foster carse
entitlements in the Senate bill, alsc not included in the model,
clearly mean that the children of parents who can't or won't werk
will have the safety net of federal assistance when they are taken

idoog
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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
praviously stated, the Key to welfare reform is creating the right
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 deliberationsg, and continuing that bipartisan action with

further Inprovements. Savaral of the changes suggested in
Administration Jetters tc the welfare yreform vconferees are
especially important in terms of protecting children. These

include moderating the cuts in Food Stamps, providing an’adeguate
contingency fund, and allowing states to provide vouchers for
children after adults reach the time limit. I would also like to
take thig opportunity to restate the Administration®s support for
the EITC, 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,
welfare reform can help people earn a paycheck, not a welfare
check. But 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
Adninistration urges you and your colleagues to act in the
bipartisan spirit that has marked the better moments of the welfare
reform debate.

Sincerely,

Aoos



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 eseign a welfare bill? 1Isn't
that impossible now?

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
peocple 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 protectiong like
school lunch or c¢hild welfare. The suggestiona in this
report will increase the likelihood that people leave
welfare for work, and minimize the risks for children.

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

.He has received the report, and has talked to Alice Rivlin

about it. His reaction was consistent with what he’s said
all along. He believes that the actions in the Senate
improved the very extremist bill passed by the House, and he
wants that bipartisan progress to continue.

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

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 Preaesident
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
confereeg on October 18 calling for these changes; Secretary
Shalala followed up with.a 15-page letter on October 26.



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

According to Wattenbeary and others, welfare reform is an
issue where the President is defining himpgelf as a *New
Democzat.® Is he really willing to do that at the expense
of poor children?

The President’s interest in welfare reform is longstanding,
and his views are clear: we've got to dramatically change
the system, and try something fundamentally new. The
President iz very concerned about the millions of poorx
children who are trapped in poverty by the current gygtem.
We have been fighting teo protect children throughout the
Administration and throughout this Congress. Remember --
not sC long ago the Republicans started their welfare veform
debate by preopogsing orphanages. It’s the Republiecans who
have propeosed block granting adoption and foster care,
cutting the gchool luneh program, and reducing benefits for
disabled kids. and it‘s the President who has not only
opposed those proposals, but has championed a range of
programs like Head Start and child immunization to make
American kids’ lives better,

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

He has threatened to veto the House bill. And he has made
clear that if Congress can’t passg a bipartisan bill that is
tough on work and falr to children, the Pregsident will make
them try again until they do. But make no mistake:

millions of children are stuck in poverty and trapped by the
current gystem right now. We can’t afford to maintain the
current system and lose another generation. It doesn’t
reflect our values, and it does nothing to help move welfare
recipients from dependence to independence. There is
bipartisan progress to be made here, if hoth sides of the
debate accept the need for real change that contains
fundamental protections for children.

The President told the Trotter Group last week, "I would be
very reluctant to gign a bkill that I thought was really bad
for children.® In light of thian 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 reform is to move people
from welfare [0 work s¢ they can 1ift themselves out of
poverty. He btold the Trotteyr Group that we would continue
to seek changes in the Senate bill that will build on the
bipartigan improvements we have already made to promote work
and protect children.



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

Thie report ocutlines changeg 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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ANALYSIS Q AND As

0 Aftor soeing this study, and resiizing that the Senats bl the President endorsed

will put ane miliion ehildren into povarty, can the President stll sign a weifezrs
bili? len't that impossible now? .

A The Pregigent’s goal has been clear frum the very beginming., He wante

Congress 1o pass 8 welfare refurm bill that moves paople from weifare 0 work

50 they can lift themseives out of poverty. This raport minfarces what we have-
'_,_,..-r-"bmn sayitny all aitmys Wmmmfuimﬁaw retormris traratmg theright
incantives Lo help peopls.move from-wel Thatmeans . e
Ui ohild-caro-00- mw&n~§m»m&,—m~mwor ing-s1ates
with.performance-bonuges-for-jobr plocementFAnd-it-means-holding-onts-and
remnforcing therimprovemunts tho Senate mads in other-areas-as-well-suchas
mamtnance-of-effortithe hardehip-exemprior-and-promising-key-protectiong~
[ike-seheot-unch-or ¢hild-welfere-——The suggestions.in-this-repert will incraase

the Hkelibiood thet pesple isave wei‘fare for work, and minimize the rsks for’

children. pakes = case ‘4,«&, IWM g :
Pk e bt Wi@:ﬁg

Ot Has the President been briefed sn this report? What was his reaction?  "ei" » £)évf:f

A:  He has recsivad the raport, and has talked to Alice Riviin about it. His regction’ m ,{_
was consistent with what he's said all along. He belioves that the actions in
tha Senate improved ths very extremist bill passed by the House, and he wants
that bipartisan progress to sunlinue.

i ﬁ ’*mcf

GQ:  Now lhat you've seen the npeﬂ on the Senate bill, hasn't the President’s views . ~&Ze W’ ¥
on it chunged? Or does he still faesi that it's something he can support? Freom. ok

Ar  Let's be clear. The President was pleascd with the bipartisan progress made-
in the Senate. The Senate drematically improved the House bill, which the
President said he would veto. Working together, Democrats ang moderate:
Republicans moved away from the oxtremist policies put forward by
Rupublivans 8t tho beginning of the year. They increseed rhild cara funding
instead of cutting it; thoy provided incentives for states to put peopls in jobs
instead of putting thom off; they required states to maintain thalr financlal
sffort; zhe'g* maintainod the safety nat of adoption and foster care for children, [y f, a-d

Rut as we've said in our latters to confaranscthie Sanate bill was not parfatt clew & 4
Ang whulher the Presidant will wﬁ:& the final product deperxds on whather théﬂ,

biparisan progress continues or fas (omgrres dimas bul
Ve Wrvs bilf | "
[Alice Riviin wrots an §-page White Housa letier 16 tha conferews un October pry &L‘ £

18 eailling for these changes: Secretary Shalals followwd up with ¢ 19-page
letier on October 28, Admdnigtration officisls have communicated theso
concerns in d4ozens of mestngs wills conferees and thelr steffu.)
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According ¢ Wattenberg and othurs, welfare reform is an lasue where the
Prasident is defining himssll as 8 "New Democrat.” 18 he roolly willing 1o do
that a1 the expense of pour children?

The President’s interest in welfarg reform is longstanding, and his views are -

claar; We've got 1o dramatically change the systom, and try somothing
fundameniailly now. The President is very concerned about the millions ot poor
chitdren who arg wapped in poverty by the turrent system. We have been
fighting to proteut children throughout the Administrotion ond throughout thic
Congress. Remember - not sa long ago the Republicans started their welfare
reform debate by propesing orphanages. e the Bepublicans who have
proposed block granting adoption and foster 2are, cutting the schont lunch
pregrarn, and reducing benofits for disabled kids. And it's the President whe
has not only oppocad those proposale, but has champinnen a ranga of programs
iiko Mead Start and child immunization to make Amearican Kids” lives beter,

Why doesn’t he just issue a vate threat, given that the welfare reform bills .

passed by both the Hours and S«ﬁm‘o demonstrably fail the st of protecting
children?

He has threatensd o veto e i%zmse bill. And he huas mmads clear that if
Congrass can’t pass a bipartisan bill that Is tough on work and fair {o children,

the Drosidant will hals Bham 5y ARAIA UM they 8o &ut make no migtaka:

millions of children are stuck In poverty and wrappsd by the current system nght
paw.  We can’t aftord to maintain the current syslem and iuse another
ganeration. 11 doesn’t reflset our values, and it does nothing 10 help move
welfare recipients from dependence 1o indopendence.  There is bipartivan
progress 10 be made here, if both sidas of the debate accept the nsad for real
change that containg lundarmntal protections for children,

The Preaident told the Trotter Growp jast wesk, "I would bo very relustent to .

sign a bill that | thought way really bad for children.” In light of this study,
does that commit him to vetoing the Senato bill?

The President told the Trotter Group what we havo £zid all algng -- thet our
goal in welfere raform io to move people from waolfars to work ¢o they can lift
thomscives out of poverty. He told the Trotter Group that we wauld continue
to sook changes in the Sonate bill that will build on the bipartisan improvemernts
we have sirgady made ta promate work and protect childran,

But, yves or no, would the President sign the Senaws bilt if it were presentsd Yo

him teday? fuhb now, oM dhrechon..

That question is not relevant —~ there is 7(@021{»:'941::0 committes meeting now,
and they are working zn o new bill. A The President’s view is that goad,

bipartisan progress was made in the Senate. He wants Congress to pass a

welfare reform bill that changes the present systam. He imends 10 keep
fighting for policies that move adults from waltare to work, and that protect’

*
EHl
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childrern. Whether or not the President will sign the final product depends

entirely on whether or pot bipartisan progress continues,

You seem o be sdying that he would vete e bill that mokes & million children
pagrer, but could aceet something less than that « perhaps 500,000, is that

- raally your position? :

As the Prusident has said from the very beginning, the welfare system today is -
badly broken, and must be fundamentelly changed. He's said from the
bogiming thet we ought te domrand rosponsibility of peopls, and that the
welfare system should not be a way of fife. We've said slt along that it
someone refuscs 1o work, refusos to support thoir children, retuses the atter of
holp t& become independont, then cash assistance shoultt Be endes, /Weive
said-gil “glong that people who bring felativés into 1§ country should be

réeponcible fortham: that people who dafraiid ha Féad Stamp pragram should

ba punish-bfg: #nd that S5) benefils_should.ga-oniy-to-thoss-wiho.are-really
sligible~BUt we also beileve that when a system that fosters dependence is
replaced with one that rewsrd indepengence, there will be 2 sea changs in
people’s behavior -- if Congrass gets the incentives right. And that panticularly
trus it Congrass maintaing the EITC, which I8 a real incentiva to leave welfare
for work,

1‘1"7

M Y G
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Q:  So you accept the proposition That welfare reform mwans that hundreds of '
thousands of children wiill get poorer?

A { Think we've besn clear about what wae believe. No computer mode!, as vaeful -~
as they are for helping us sort things out, can predict with 100 percent

securscy haw individuale will reepond when the sysiem is fundamentally —
transformed. We believe that many women on weifare want to work, and will )
do se if thoey can find child cara for their children, We betieve that when
society demands that absant parents pay child support, they will do so - end
that they should be foread to if they don't. Qbviously, we'd prefer that this
numbaer he a¢ low as possible, ard thet's why we've consistently advocated
policias to maximize the incertives.amd opportunities for success, and 20 reduce

the risk 10 chiidren. That's why we've argued for child care and porformance
honuses that Credie ngeulives for welfare recipients ¢ move to work., And
hiat's why we've argued against Republican proposals that would simply punish - -
kids — block granling adoption -and foster cere, cutting the school lunch
program, wmind reducing bensfits for disebied kids, for example.

G So you think this analysis is corregt?

A No computer model, as uscfyl aé thoy are for helping us sort things out, can -
predict with 100 percent accuracy how individuals will respond when the

system is fundamentally transformed. So let's remember several things about
this analysle. It dossn’t account for the Senate bill's maintenance of the child

welfare entrtlement. [tdoesn’t assume that states step in to provide voucherg
for childran after the time limit. It doesn’t account for the effoct an increase in.
the rrinimumm wage would have -~ sémething we've advaaated for monthe, And
it lovks at the possible results of these changes ten years from now, when the
bill under consideration in Cangress only authorizos changes for five years. So
uyain, we'll continue to erguc for changes that maximize the chance that peope
will Yo to work, and minimize the risks to ehildron. So if the tinal bill passes
this fundamental test, wo'll veto & And if. five years from now, If the .
incentives gre noy working the way they should, we'll propose additional
changes. . i



POLICY CHANGES THAT WOULD PROMOTE WORK AND MINIMIZE THE
IMPACT ON CHILDREN

Any comprchensive plan to balance the budget within the next decade will require spending culs,
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 welfnre reform debates, the Administration has called for measures
that will maximize the opportunitics Tor families to work their way ofl welfare and out of
poverty, and minimize the potential risk to children if they do not. Many of these improvements
were included in the Sepate-passced weliare reform bill, Others have been recommended
repeatedly 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 people will 1ift 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 Il that significantly
increase the prospects for people to leave welfare for work and reduce the risks that children will
be harmed. These include reyecting House provisions to block grant child welfare and chiid
nutrition programs and to mandate 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 depend in large part on how many
people get jobs. In particular, welfare reforrs should provide the ehild care mothers need
so they can leave welfare for work. The House bill cuts ¢hild care funding. The Senaic
increased child care funding by 83 bilkion over the next five years. But the impact of that
improvement is nol measured in this poverty analysis because the child care funding
increase in the Senate bill expires aller the year 2000, Making that increase in ¢hild care
permarnent would reduce the poverty impact in two ways: by improving the prospects for
recipients to leave welfare for work, and by reducing the pressure o states o divert
moncy away from benefits in order (0 pay for child care.

. Contingency Fund and Maintenance of Effort. Another critical variable is how states
respond, especially in the event of an cconomic downtom that would increase caseloads
and reduce revenues. The House bill includes an inadequate rainy day loan fund and no
requirement for states 1o maintain their effort. The Senate bill includes a $1 billion
contingency grant {und and an 80% malnicnance of effort requirement. The
Adminisiration has soughi 1o mainiain and strengthen these improvements through a
tightly drawn, permanent maintenance of effort proviston 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 currart Senate provision will runout in a few
years even with a growing economy, so il should be strengthened to provide states and
familics greater protection in 4 $e116uU8 reCession.

. Performance Bonuses. For welfare reform to succeed in moving people from welfare 1o
work, states will need to transform the culture of welfare w reward success instead of
failure or the status quo. The House bill gives siates a perverse incentive to save maoncy
by throwing pcople off the rolls, and lets them count people as “working” if they were
simply cut off welfare -- whether or not they have moved into ¢ job, The Senate added
nerlormance bonuscs for states with successful work programs, but funded them out of’
the overall block grant. Providing additional money for performance bonuses -« rather
than reducing the block grant to pay them -« would increase the number of people who
leave welfare for work and reduce the humber of children at risk,

B. Other Improvements in Welfare Referm

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

* Vouchers for Children. The Senate Domocratic welfare reform bill, which the
Administeation endorsed, provided vouchers for children whose parents reach the S-year
time limit and cannot find work. Requiring or allowing states to provide vouchers in the
amount of the child’s benefit after the tme Hmit would reduce any potential impact by
ensuring thut children reccive adequate bousing and other accessilies,

. Child support for AFDC families. Familics on welfare currently receive the first $50 of
child support that their absent parents pay. The House and Senate bills would eliminate
this proviston.

C. Moderating the Overall Level of Budget Cuts

A more balanced deficit reduction plan would leave children much better off than the House- and
Senate-passed budget plans. Adopting the Administration’s balanced budget plan would
eliminate three-quarters of the child poverty effect of the House budget plan and two-thirds of the
child poverty cffect of the Senate budget plan,

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

* Do not cut the EFTC. 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 analysis shows, the CEITC changes in 1993 led to a significant
reduction {n poverty, while the EITC cuts in the Senate bill could lead 1o an additional
500,000 children fulling below poverty. Rewarding weork by retaining the current BITC
will give families that go to work a better chance of moving above poverty,



Cut fewer current SSI recipients from the rolls. {fis this primarily SSI kids or
imnigrant kids?]

Moderate Food Stamp cuts. The House cuts Food Stamps by 2002; the Scnate __
The House bill puts an inflexible cap on food sizm’z%} spending, which could leave working
fanulics vulnerable in an economic downturn. M{}demimg the cuis to the level in the
Admuinistration’s plan would substannally reduce the poverty effects,

Do not block grant Medicaid., While proposed c?zang,w in Medicaid do not show up in
the poverty tables, the distributional analyss pozms out that they could have dramatic
impacts on children in low-income families, {ar bey:mé the cuts in AFDC. [Insert
whatever the number is.]  The Administeation’s piz}a, which rejects s Medicaid block
grant, achicves a balanced budget in a more equitably way and ntinimizes the impact on -
children,
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TALKING POINTS
WELFARE REFORM
Nov. 7, 1995

GENERAL

* The Administration is pot rethinking its commitment to passing welfare reform this
year. The President continucs to belicve that the bipartisary Senate bill s 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 vated to cut the child care people need to move from welfare to work. An
overwhelming majority of Senators in both partics voted for more child care ~- and
supported substantial improvements to reward states for performance in placing people in
jobs, require states to maintain their own efforts, let states decide for themselves on the
fanmuly cap, ¢ic.

* 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 prograss we've made, our
work st done yet. We'll be working hard on this bill over the next foew weeks o make sure
the right incentives are there to move people from welfare to work, o make sure children are
protected, and that statcs not only share the problem, but have the resources they need to get
the job done.” ‘

* In confercnee, 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 conferces in October reiterating our support for the Senate improvements, and
once again recommending further improvements that promote work and protect children and
wiil move the final bill cven closer to the Daschie~Breaux~Mikuiski bill, which the
Administration and every Scnate Democrat endorsed. Here are a fow:

* More resources for child care: The 33 billion added in the Senate bill as
currently drafted would expire after the year 2000, and should be made permancnt,

* 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 and the amount of funds in reserve,

* Vouchers for ¢hildren: The Senate bill has a more reasonable hardship
exemption than the House bill, but it could be strengthened further by adopting a provision
from the Daschle~Breaux-Mikulski bill that would provide vouchers for children whose
parents reach the S-year time limit and cannot find a job.

T



POVERTY STUDY

* OMB will complete a distributional analysis of the House and Senate budger hills
and a poverly analysis of the House and Senate welfare reform bills later this week. [t is too
early to specolate on the findings, but not to make the following points;

* The Republican budget plans have an enormous impact on low- and moderate-
income families, and produce enormous benefits for the wealthy. The Administration’s
balanced budget plan distributes cuts and bencfits in a more cquitable manner.

* The Republican budget plans to cut the EITC will punish work and increase
poverty. The EITC is the best anti-poverty policy there s,

* The policics of this Administmation 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 cconomic growth of the past 2 172
years has also moved an cnormous number of families off the welfare rolls and onto the work
rolls.

* Any scrious plan to balance the budget over the next decade will include somo
program cuts that affcct low=-income Americans. The key is to make sure that the cuts and
benefits are distributed equitably, and that policics like the EITC and child care are in place
to help pcople 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 Daschle~Breaux~Mikulski bill. These changes {more child
care, strenger contingency, vouchers for children, cte.) will maximize the prospect that people
leave welfare for work, and minimize the risk that children end up in poventy. ’

* Senator Dole said on Meet the Press this weckend that if the study shows some risk
of putting children into poverty, he would certainly be open o making some changes., We
should take a look at this study, and work this out together on a bipartisan basis, Republicans
and Democrats want welfare reform.  Republicans don't want to put children af risk of
poverty and neither do Democrats.
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As wa sddress the etonsmic challenges of creating more jobn
and raising future living standards, we need a velfars sycten
that contributes, not detracts, from sur efforts. The welfare
system should provide Americans with a gsecond chance, not a way
of 1ifa. It should provide incentives for people to work, and it
should make work pay; zno one vho works should have to live in

poverty.

Buot, as Americans acrosg the broad political spectrum now
agree, today’s welfare pyetem falls To serve the taxpayers who
pay for it and the pecple trapped in it. For the taxpayers, it
does not provide adeguats mccountabllity for the funds allotied,
Nor does it ademquately protect against waste, fraud, and abuse.
¥or the reciplentg, it does not provide adeguate incemtives for
work. MNor doog it assict thoze who want 4o work, such as with
adegquate child care resources. Though welfazre should be
tenporary, today’s welfare system encoursges long-term
dependency, with debilitating effects for both reciplents and the
society at laxge.

Pone right, welfare refore ¥ill nove people off the walfare
rolls s¢ thoy can earn a paycheck, not a welfare check. Done
vrong, it could cause encrmous harm. Moct Amaricang, without
roegard o party, agree that rexl welfare reform im about
requiring people to work, not simply cutting them off the rolls;
about desanding responsibility from young motbers and farhers,
net abandoning abuced children or taking away poor children‘s
school lunches; and about strengthening families, not penalizing
children wha deserve a better 1ifa.

With 2 House-Senate conference committee trying to ilron oot
differences betwaan the House and Senate walfare reforms bills,
we gtand at an lmportant wmoment in thie dedate.,  Or analysis of
now thess billxs would affect the nusber of children entering

y only accentuates that point. We must work together €o
build on izprovenents that the Senate made, not turn back toward
the House legislation. ‘ '

Threughout the budget and welfare reform debates of the last
twp-and-a-half vears, the Adsinistration has proposed measures
that will naximize the opportunities for families to work off of
welfare and out of poverty, amnd minimize the potential risk to
children if they don't. The Senate-passed welfare bill includes
some of these iaprovements, and the Adminigtration has
recommeonded others in its lstters to Congress on wiélfare refornm

. and budget reconciliation.

As Congress proceeds on welfare yeform, it can improve the
legisiation ptil]l further by taking the following steps: provide
for the child care neads of nothers, s¢ they can leave for work;
give states adequate regources te protect famllies in the case of
saerious recessions; require that states put adequate funds into
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thair own welfare programs; protect children vhose parents reach
the time limit by providing the children with ®vouchers,®
ensuring that they receive adeguate housing and othey
necegsities; and protecting the Barned Income Tax Credit, which
gives fanmilies who work a better chance of leaving of poverty.

$0:

Welfare reform alone, however, will not be enough to ensure
that recipients move off welfare and jnts decent jobs. We also
have to provide children and workers with the education and
training to assume jobs in today’s economy. Thug, we must have
not only welfare reform, but alse a budget plan that prepares
Anaricans for the fature.

573
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Dpar:
(paragraphs about the overall budget reconciliation analysis)

As you reguested, OMBE has also gspecifically examined the effect on
congressional proposals on poverty among children. Using the officlal
definition of poverty, the welfare bill passed by the House of
Representatives would increase the number of children living in famllies
with incomes below the poverty line by approximately 300,000. in
contrast, the welfare reform bill passed by the Senate would impact
appruximately 300,000 children. These impacts do not include the effect
of taxes or of non-gash government assistance prograns, which are not
counted when measuring poverty.

in order to assess the impact of thoss programs, a different analysis
must be developed. Our analysis used a post-tax, post~transfer
definition of income which seeks to measure the impact ¢f the Earned
Income Tax Cyredit, Food Stamps, housing programs, and schooel meal
programs. Using this definition, the welfare reform blll passed by the
Senate would affect -approximately 1.1 million children. The House of
Representatives' lagislation would impact almost ftwice as many children
-~ approximately 2.1 million -- because of its steep cuts in AFDC, ¢hild
care, the school lunch program and XXXXxXX.

Because of the limitations of the computer model used, some provisions
of the Senate bill could not be included in ocur analysis. For example,
the Senate bill's requirenment that states continue spending 8¢ percent
of the 310 billion they now spend on AFDC means that states will be more
likely to provide continued assistarnce after the five-year time linmit,
The additional ¢hild care funding provided in the Senate legislation,
particularly if it is reauthorized after the five-year time frame in the
bill, means that states are more likely to meet work regulrements
without shifting funds from benefits te work assistance -~ and thus
means that fewer children will fall before the poverty line.

Similarly, the Senate’s maintenance of the Medicaid entitlement for
children, 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 won't work will have the
safetg net of federal assistance when they are taken in by other
families.

As the Administration has previsusly stated, the key to welfare reform
is c¢reating the right incentives to help people move from welfare t¢o
private sector jobs. That means holding on to the important progress
made 1in the course of Ssnate deliberations, and continuing that
bipartisan action with further improvements. Several of the changes
suggested in Administration letters to the welfare reform conferces are
especially impertant in terms of protecting children., These include
{list from the report)
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Honorable Daniel Patrick Moynihan
Ranking Member

Commitiee on Finance

United States Senate

Washington, D.C. 20510

Dear Senator Moynihan;

I am pleased to transmil & you the enclosed analyses of the distributional effects, and
the impact on poverty, of the House, Senate, and Administration plans to balance the budget.

Also enclosed, as you requested, is an analysis of ;m: House and Senate weifar% 1S wist
affect poverty. PR ek«

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
1970s, most Americans have worked harder and harder just to stay in place; many have
fallen behind. At the same time, the gap between rich and poor has reached its widest point
since the government began to track it in 1947,

’ L\:-s \f}f,m

From the start, the President’s economic program wes designed to address these two
problems. We worked with the last Congress to cut the budget deficit in order to increase
national savings, freecing 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 ne working family should have to live in poverty, we hi 1o Ymake
work pay” by expanding the Earned Income Tax Credit (EZTCL%?‘%%&%&@%%i
should provide a hand up, not a hand out, we prepesed-a-dramatie-plan-to-“end-welfare-vs
werlenowit:” MR TSR e i sysben.

Cur distributional and poverty analyses complement one another, but the former
provides a more comprehensive picture than the latter about how pending legistation 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, euch fess by
those who do not.  Nor does the poverly analysis account for the effects of health carg
changes,, Nevertheless, both types of analyses provide vital information.

il ihelt
3 Ak 3 H i LWty £ 0

AJVZ(» tlwﬁ onc dn.«ntik -Ir\’pu';l e /'ow-rmtum }:.*‘[&; ﬂ, Lvamf dryﬁ”ﬁ l‘;m .

p



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
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 taken into
account, families eamning 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 targes tax relief to
working families with children,

g 'ﬂ-\;; ﬁ&mm-n‘!wjnm s pn’kmus LMaLvt-Lj el 4o w 3‘7‘*‘(:“"*& vebodion W PN“J‘@ .
averty-hi arky mpaﬂ&nbconcem*crf‘thrsﬁ@msfmﬁen:; In 1993,

the Prcszdcm Wi}rki’:d wzih th& East Congress to enact EITC and Food Stamp expansions that,
when fully m;}iemmwci will lift 1.4 million Americans {including 800,000 chxlclren) out of
poverty, In addition, in generating strong gmwth the President’s larger economic program
has helped to reduce the number of people in poverty. Not long ago, the Census Bureau
reported that the number of &merieam in poverty in 1994 was 1.2 million less than in 1993,

The House budget plan weaid pash 1.7 mxiix{m children inde poverty; the Senate plan
yfould pm 2.3 million. The Administration’s plan Sould pawh 500,000 -- less than s arc
moviout due to the 1993 EITC and Food Stamp changes’ "The &ffeeis. ot the
Administration’s plan are small enough that continued job growth in the coming years could
offset them.
e

: 30 (yfd ) b fer - _— vy U T35 i3 . ’Z”he ?mszéeﬁi ZS
commifted m ﬁndmg ways to move more peopie aff welfam ans:f mte 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 an
Executive Qrder 10 crack down on Federal employees who owe child support; he hag granted
35 States the freedom to experiment with initiatives to move people from welfare to work;
and he directed that Federal regulations be strengthened to prevent welfare recipients who
refuse to work from getting higher food stamp benefits when their welfare checks are
docked.

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

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



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

[Paragraph on poverty/welfare bills...)

In letters 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 cets; limiting cuts to current
SST recipients; and protecting the EITC against cuts.

k potedal

By building on the Senate welfare bill, we can lessen its gmpact on children and
increase the number of Americans who move into productive jobs. We lock forward o
working with you on this important endeavor,

Sincerely,

Alice M, Rivlin
Director
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POTENTIAL POVERTY EFFECTS OF CONGRESSIONAL WELFARE
REFORM BILLS AND BUDGET PLANS AS WELL AS THE
DISTRIBUTIONAL IMPACT OF CONGRESSIONAL AND
ADMINISTRATION BUDGET PROPOSALS

DRAFT DRAFT DRAFT

November 8, 1995
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OVERVIEW

This report provides two analyses: (1} an analysis of the potentia 1618 ¢
House and Senate welfare reform bills and Senate Democratic alternative, and ot the Hoasc and
Senate budget plans; and (2) an analysis of the diginbutiong] 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 dasmurages work and
responsibility, breaks up families, and fails to move people from poverty to zndependence Most
Americans, without regard to party, agree that we must reform welfare by imposing time Bmits,
requiring people to work, demanding responsibility from young mothers and fathers, and
strengthening families.

Over the past two-and-a-half years, the President has taken executive action, encouraged
state experimentation, and spearheaded national legislation o 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 Qrder to crack down on
Federal employees who owe child support; he has grantad 35 States the freedom to experiment
with initiatives to move people from welfare 1o work; and he directed that Federal regulations be
strengthened to prevent welfare recipients who refuse to work from getting higher food stamp
benefits when their welfare checks are docked.

Throughout the welfare reform debate, the Administration has called for raeasures that
will maximize the opportunities for families to work their way off welfare and out of poverty, and
minimize the risks to chiidren 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 Administeation worked with Senators in both parties to secure
inportant 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. Welll be
working hard on this bill over the sext few weeks to make sure the right
incentives are there 10 move people from welfare 10 work, to make sure
children are protected, and that states not only share the problem, but have
the resources they need to get the jub done. And we'll be working hard to
build on the bipartisan progress we've made this week.



In that spirit, this report recommends:

. Mazintaining and strengthening improvements in the Senate welfare reform hill:
Providing the child care that mothers need to leave welfare for work; requiring states to
maintain their fnancial effort; providing an adequate contingensy fund to protect states
and families in economic downturns; giving states performance bonuses for transforming
their welfare gystems to place people in jobs; preserving child welfare, Food Stamps, and
child nutrition programs; and letting states decide for themselves whether to wnpose
policies like the family cap.

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

support pass-through

. A more balanced deficit reduction plan: Rejecting efforis to cut the EITC; rejecting a
Medicaid block grant; and moderating cuts in Food Stamps and Supplemental Security
Income (S8

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

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

After all, this year's efforts to balance the budget come after two decades of income
stagnation and rising economic inequality. Since the early 1970's, most Americans have worked
harder and harder just 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 national savings, freeing up capital with which businesses could invest and, thus, create
more high-wage jobs. While freezing overall discretionary spending, the Administration shifted
public rescurces toward investments in education and training in order to enhance the skills of our
future workforce, enabling them to compete better in the global economy, Because trade-related
jobs, on average, pay more than other jobs, the Administration opened new markets across the
globe for U8, goods. Because no working family should have to live in poverty, the -
Administration sought to "make work pay” by expanding the EITC. And because welfare should



provide a second chance, not a way of life, the Adminigtration proposed a dramatic plan to "end
welfare as we know it."

As the distributional analysis shows, both the House and Senate budget plans would
exacerbate the trend toward rising income inequality; they would provide huge tax breaks for
those who don't need them and finance them with deep cuts in benefits to middle- and low-income
families with children. With the combination of tax, income and health benefit changes taken into
account, families sarning under $50,000 would pay more while those earning over $100,000
would pay less. Families with incomes of under $30,000 would be hit the hardest.

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

. On poverty, in particular, this repont includes two kinds of tables. One uses the pre-tax
cash definition of income that the Census Bureau uses for official poverty statistics, The other
incorporates a broader definition that takes into account tax policies such as the EITC and near-
cash in-Kkind 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 Ald to Families with Dependent Children (AFDC),

Under the broader definition of poverty, the House welfare reform il could move 2.1
million children below poverty. Improvements included in the Senate bill have cut that number by
nearly half, to 1.2 million. The Senate Democratic welfare bill could mave 100,000 1o 300,000

below poverty.

These numbers, however, da not reflect some gains that the Administration’s economic
policies have made in reducing poverty, For instance, they do not reflect the recent Census
Bureau finding that the number of people in poverty fell by 1.2 million between 1993 and 1994,
nar the fact that Food Stamp rolls have dropped by 2.0 million since March 1994,

No one, of course, can predict the future of poverty with any precision. The
Adminisiration’s poverty analysis is based on long-term projections for full implementation of the
changes, which do not try 1o predict a number of important variables that far into the future --
.4, job growth, marriage ard birth rates, and the long-term behavioral impact of a fundamental
change in the culture of welfare,

If work-based welfare reform, tough child support enforcement, and # national campaign
againsi {een pregnancy help promote work and responsibility and reduce births outside marriage,
more people will lift themselves out of poverty and fewer will find themselves there in the first
place. If, however, we do not enact real welfare reform that moves people from welfare to work
and fuils to reduce teen pregnancy and slow the growing rate of births oulside marriage, the
dechnes in poverty of the last two years will be reversed.
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POVERTY ANALYSIS OF THE WELFARE REFORM v
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 fine. The
poverty ine was developed in the 1960's based on the amount of income estimated to be
necessary for a family to sustain itself. It 1 adjusted annually by changes in the consumer price
index, and varies by the number of children, elderly, and other persons in the household. In 1994,
the average poverty threshold for a family of four was $15,141,

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

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

The following tables compare the potential effects of the House and Senate balanced budget plans
on the number of persons and children with incomes below the poverty line, and estimate the

. effects these proposals have on the size of the poverty gap - a measure of how short of the
poverty thresholds a family’s income falls. The tables also show the separate effects of the
House-and Senate-passed bills welfare bills and the Senate Democratic welfare reform alternative,
which every Democratic Senator supported and the Administration endorsed, The analysis
estimates the impact on poverty at full implementation, which will be reached m—mmf-pmgmm

provisions-by the yeaf 2002, o.d 2005,
How should these resnlts be imterpreted?

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;

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



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

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

SUMMARY OF RESULTS -
Progress since January 1993

The policies of this Administratton have already reduced poverty in America and will help t¢
offset the potential impact on poverty of possible cuts that could be enacted as part of any effont
io reform welfare and batance the budget:

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

Lconomic progress. The Clinton Administration has cut the deficit in half gnd expanded the
f:cenomy Tha Cmsus Bureau recemly reported that, under the e 3«’3@{ nition of income,,

- rty-statisties, there were already 1.2 million fewer people, including 0 £6
miliion chlidren heit}w pnveny in 1994 than i 1993, Ynder-the mere.comprehensive-definitton
efincome therewere U million-fewer poor-chaidren-in-l 994 that- -1 993 {The-vhange-forall
perspny-was-I2-mittion:y Similarly, the Food Stamp rolfs have dropped by 2.¢ million peopleds
P since they peaked in March 1994,

House and Nenate Welfare Reform Bills

Number of children in poverty, Under the broader definition of income, the House welfare
reform bill could move 2.1 million children befow poverty. Tmprovements included in the Senate
bill cut that number by nearly haif; to 1.2 million, The Senate Democratic weldfare reform bill, on
the other hand, moves only 4.1 milfion to 0.5 million children below poverty’.

Mhess estimates of the Senate Demosratie bifl are prefiminary. The Senste Demonratic welfare reform bill is being
moddeled, bu? resslts are ol rendy yet. The poverty offects are such smaller than that of the bills that were passed because it ensures
States have adequate Tunding for work programs snd shild case, ensures that childeen can receive vouchers tor housing and other
needs sfter their parents reach the time lmit for receiving sash assistenies; casures Stafes have adeguate funding for hensfits regardless
5 the economy, and has much amaller cuts in 381 and food progeams.
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Variables not included in poverty analysis. It is important (0 put these numbers in perspective.

The poverty analysis 1s based on Jong-terns projections that do not attempt to predict a number of
imporiant variables far into the fiture: effect of deficit reduction on job growth; marriage and

birth rates; and the long-term behavioral impact of a fundamental change in the culture of welfare,

I workﬁhased welfire reform, tough child support enforcement, and a national campaign against -
teen pregnatxcy succeed in promoting work and responsibility and reducing births outside

marriage, more people will move themselves out of poverty and fewer people will find themselves

there to begin with.

House and Senate Budget Plans
Number of children in poverty. The House budget plan could move 2.3 million children into ?
poverty. The Senate Budget plan could move 1.7 million children into poverty -~ as many a ) 0.5
million as 2 resulf of deep cuts inthe EITC

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

POLICY RECOMMENDATIONS TO PROMOTE WORK AND
MINIMIZE THE IMPACT ON CHH.DREN

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 has calied for measures
that will maximize the opportunities for families to work their way off welfare and out of poverty,
and minimize the potential risk to children if they do not. Many of these improvements were
inciuded 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 sigmificantly decrease the
potential impact on children, and increase the prospect that people will bring their families out of
poverty through work:

A Maintain and Strengthen Improvements in the Senare Welfare Reform Bill

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



. Child Care. The poverty effects of welfare changes depend in large part on how many
people get jobs, In particular, welfare reform should provide the child care mothers need
50 they can leave welfare for work. The House bill cuts child care funding. The Senate
increased child care funding by 33 billion over the next five 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 i1s modeled on full
implementation; generally 2002.) Making that increase in ¢hild care permanent would
recuce 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 divest money away from
benefits in order to pay for child care.

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

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

B. Other Dnprovements in Welfare Reform .

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

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



» Child support for AFDC families. Families on welfare currently recetve the first $56 of
child support that their absent parents pay. The House and Senate bills would eliminate
this provision,

C. A More Balanced Deficit Reduction Plan and Other Changes

A more balanced deficit reduction plan would leave children much better off than the House- and
Senate-passed budget plans, The overall budget cuts in both the House and Senate welfare bills
far exceed the leve! of cuts in the President's balanced budget plan. Moderating these cuts and
enacting the following changes would promote work and protect children:

* Do nof cut the EXTC, The House and Senate budget plans would undermine rewards to
work by cutting assistance to people who work -« oiten at low wage jobs, The EITC
changes in 1993 led to 4 significant reduction in poventy, while the EITC cuts in the

" m&ﬁ could lead 1o an additional 6.4 milhon children moving below the poverty line.
Retaining the current BEITC rewards work and reduces poverty.
£ Hoane Vil wadd o bt deaper

* Cut foswer current SST recipicnts ffom the rolls. The Senate bill would cut ofF 160,500
children currently receiving SSI,_;[}{ppiying changes only on a prospective basis would
fessen the poverty impact,

. Madvrate Food Stanmp cuts. The House cuts Food Stamps 26% by 2002, the Senate
§9%. The House bill puts an inflexible cap on food stamp spending, which could leave
working families vulnerable in an economic downturn. Muoderating the cuts to the levels
suggested by the Administration would substantially reduce the poverty effects. .

’ Do not block grant Medicaid. While proposed changes in Medicaid do not show up in
the poverty tables, the distributional analysis points out that they could have dramatic
- impacts on children in low-income families, far beyond the cuts in AFDC, As the
foliowing distributional analysis shows, the 20% of families with children with the lowest
meomes would lose health coverage worth $1,199 (Senate) to $1,271 (House). The
Administration’s plan, which rejects a Medicaid block grant, achieves a balanced budget in
a more equitable way and minimizes the impact on children,

s Increase the minimum wage. The Admimstration has proposed to increase the minimum
wage from 34.25 to $5.15 over two vears. The real value of the minimum wage is now
27% below its value in 1979, 1t 1s not mcreased this year, it will be worth less than at
any time fa the last 40 years, This continuing decline in the real value of the minimum
wage makes it harder and harder for parents to sear their children out of poverty and
makes it more and more difficult to move people from welfare to work, Increasing the
minimum wage could decrease the poverty effect of the welfare and budget changes
without significant budgetary costs.



Table §

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

Uaing a Comprehensive Post-Tax, Fast-Travsfer Deflnition of Income

Simulates efacts of Al impleentstion i 1993 dollars

Effectof 1993 Chang&s\ House Budget Plan Senate Budget Plan  Sonate Dempcratic
Welfare Plan®
Ente  Weliare Buire  Welfre  (qyp17y
Priof Law Curent Law Plan Bl Pian Rall

Childres Under 18
Mumber in Poverty {Millians) 168 .0 123 12.4 I 112 [9.] i 5.3
Changs From Curcent Law 23 23 1.7 §.2 81 o 05
Poverty Rate (Percent} 135 4 174 174 168 162
Change From Current Law 23 35 24 18

Families With Chikiren
Mumber in Poverty (Milions} 182 170 Pt 20.6 19.9 162 1.2 o 188
Change From Current Law . ig 3.7 2.9 . 2z 0% w LB
Poverty Rate {Persent) 124 vt 14.4 14.3 3R 13.3
{Chenge From Current Law 23 25 28 15
Pavenly Cap (Bitons) 178 152 24.8 243 215 206
Change From Current Law 86 8.1 53 44

Al Fersons.
Nuinber in Poverty (Millions) 295 Kt 326 321 316 307 283 w293
Change From Current Law 1.5 4.0 a5 26 2 1o L2
Paverty Rate {Percent} 113 iosg i256 i24 12.2 HE I
Change Fromn Cusrend Law 1.7 3 i3 1.0
Poverty (rap (Billions) 486 46.8 514 563 34.0 523
Change From Current Law - 1646 8.3 1.2 5%

Noiesr The Cemmus Huresu publishes o famdly of poverty statistios vsing altemative definitions of income, The definition of income displayed here icludes
the effect of taxes {instuding EITCY Food Starmps, housing prograsss, and school mes] programs. Changes in govemmentprovided hesith soverage sre not
included, »ar arc thers any adiusiments for medical costs. Numbers may not add dus to rounding,

Bouree; HHE Y mitrasinmsdation model, baset on dits from the Marsts 1954 Coment Population Surveey.

¥These estimates of the Senate Demoeratic el are prelimimary. The Seoate Demaceatic wetfare reform bilt is being modeied, but results sz not raady yeu
The poversy effects are ruch smalier than that of the bills that were passed becaise i sumres States have adequate funding for work grograms and ehaid
pars sapures that childress zan recsive vouchers for housing and other needs after thelr parenis roash tee thae Bmit for receiving cash sssistance; ensures
States bave adequate funding {or benefits regardiess of the sconnmy, aid hay much smaller cuts i 85T red food programe.
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Table 2

THE IMPACT OF CONGRESSIONAL PROPOSALS ON POVERTY

Under The Pre-Tax Money Income Befinition Used For Official Poverty Statistics

Childrey Under 13

Number in Poverty IMillions}
Change From Carrent Law

Poverty Rate (Parcent}
Change From Currani Law

Families With Childres

Number in Poverty {Mitlions)
Change From Cagren? Law

Poverty Hate (Fercent)
Change Frem Current Law

Poverty Gap (Biltions)
Chutge From Current Law

All Persons

Number tn Poverty (Millions)
Changs From Current Law

Poverty Rate (Poreend)
{’hange From Current Law

Poverty Gap (Billions}
Change From Corrent Law

Simulates efficts of full implementation in 1293 dojlam

323

183

41.6

348

763

Effect of 1393 Changes

Prior Law  CurentLaw

iss

223

263

8.3

iRE

14%

163

Huise Budget Plan Senate Budget Plan  Senate Democratic
Entire Weifare Entire  Welfare We?;?; r;; "
Plan Plan Bili i}
i34 {6.0 158 15.8 1583 ta 157
4% 0.5 &3 43 D2 6 02
231 231 228 223
0.7 a7 4.5 04
275 p i M2 272 261 w0 269
10 1.4 a7 0.6 H4 to DA
98 19.0 i8R g8
H B.7 3.5 {14
56 506 Pyl 464
.4 940 54 5.3
3R we 3846 304 384 o 354
11 1;1 0.9 LER H4 w08
154 i54 153 15.2
0.4 0.4 a3 0.3
R3O 855 82.9 323
2.6 9.6 6.6 6.2

Notzs: The definition usad for official poverty statistics counts a¥ cash ingome, but exclizdes the offact of taxey (and BITCS, Food Sinmps, housing programs,

and other rieae-cash govermant assistanss programs. Numbars sy oot add due to munding,

Setrce: HHS s mictosimulatinn radel, based on data Fom the March 1954 Currem Population furvey.

* "Thesz estimates of the Seaate Deomoerstic off are prefiminary. The Senate Demeocratic welfire reform bill is being esodeled, but resitits are not ready yel.
Tie poverty effects are enuch smaller Sian that of the bills that ware passed becauss i ansires States have adoquale funding for work progrems and chald
cnver ensiires that chikdeen can receive vouchers for bowsing and other neads nfter thewr parenia reach the timse Hanit for receiving cash assistance; ensures

Stats have sdequate funiling for benefits regardless of tha exonomy; and has mach eomiier cuts in 581 and food programs,
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SENSITIVITY OF POVERTY ESTIMATES
TO TECHNICAL ASSUMPTIONS

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

Areas less sensitive to technical assamptions, Estimates of the effects of the cuts in Food
Stamps, S81, 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 scnsitive te technical assumprions. While a significant portion of poverty changes
related to AFDC are a function of Federal budget cuts, the total AFDC estimate is rather sensitive
to alternate assumptions. Three alternate technical assumptions have been modeled; alternate
demographic and economic assumptions have not been modeled.  As the table shows, the
alternate assumptions modeled show the Senate-passed welfare bill moving from 0.9 mithon to
1.4 million children betow the poverty line. If smaller deficits increase gconomic growth, States
increase welfare funding, or there is a decline in the numbers of out-of-wedlock births and feen prymaveier,
~diwarees, the effect could be considerably less than 0.9 milion. On the other hand, if the Nation
falls into a recession or States "race to the bottom" to cut assistance, zEwwmeenr, the effect
could be considerably more than 1.4 nullion,

ALTERNATE ASSUMPTIONS THAT HAVE NOT BEEN MODELED

in the long run, economic and demographic variables are among the most important determinates
of welfare caseloads. Qther than the differences betwesn Administration and CBO baseling
assumpiions, 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 Growth and Unemployment.  An extended period of strong sconomic growth
would reduce the poverty effects. Since AFDUC recipients usually are the least likely to find
and keep jobs during a regcession, and the House-passed bill in particular has almost no
countercyclical protection, the poverty effects would be greater if unemployment rates
increased substantially,

 State funding for hencfits. The estimates assume States maintain current State funding levels
for benefits until recipionts reach the time limit, and then use the time Hmit savings to fund
work programs and child care. ?cvcrty effects would be greater if States reduced their funding
i a "race to the botiom”, assormssar, and smaller if States increased their fundiog to offset the
loss of Fedecal doilars.

+ Marriage 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, outmgf«»wedtock births, and/or increase marriage

il



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

ALTERNATE ASSUMPTIONS THAT HAVE BEEN MORELED

Thres variations have been modeled for the Senate welfare bill, No varations have heen modeled
for the House bill. These vanations include;

s What effect does a tine limit have on employment? The base estimate for the Senate
analysis assumes 40 percent of parents reaching the time lmit find some kind of employment,
The range of hours worked and wages received is reflects the predicted eamings for long-term
AFDC reclpzems based on the earnings of non-AFDC single mothers W’lth similar education,
work experience, number of children, and test scores.

The more conservative labor supply column of the table assumes that only 20 percent of these
parents find jobs, with most of those jobs being part-time.  This assumption increases the
number of children moved below the poverty line by 0.2 million, This assumption is consistent
with thase CBQ used to price the welfare bills, (There 1s 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 reform waivers that includes a time fimit.)

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

» What do States do after the mandatory time linit? Waiver requests indicate a number of
States will want to end assistance completely when the tinte limit ends. Some States, however,
may choose to pay cash benefits with State funds or provide in-kind vouchers. If States with
two-thirds the caseload provided housing and other vouchers worth the children's portion of
the AFDC henefit, the number moved below the poverty line would be 8.2 miltion smaller.
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Table 3

SENATE %&’i’.i«ﬁ&ﬁiﬁ? BILL SENSITIVITY OF POVERTY ESTIMATES TO TECHNICAL ASSUMPTIONS

Using 1 Comprehensive Post-Tax, Post-Transfer Deflnition of Income

KSupelaies offiscts of &l mnplerarntating by 1993 dollars

Optimistic Pessisnistic Assamptions
Assuruptions Agsursptions Modeled
Stares Incorase Benefit Twa-Thirds of States Provide Chitd
Funding lnonssed Economic Benelit Vouchers After Time Limit; More Conservative  States “Raoe to the Bottorn”
Cirenwthy, andfor Mon-blantal TR0 Projection of Program Growtly, LB Projeaion of Program Intermediate Labor Supmly Effect  and’or Eecrsased Esonomre
Bisth Rates Decline fermediote Labor Supply Effects  Orowsh Unider Cucrent La Estimate of Time Limit Orowi
Children Under 18
Wumber in Paverty Millions} ~12 HIA4 : 11 112 114 .5
Change From Current Law 1.2 0% 1 1.2 14 +1%
Poverty Rale (Percent) -1 157 159 %2 154 Y
Change From Corrent Law AN L3 L& 1.8 28 +4.F
Frmilies With Children .
Prusnber in Poverty (Milions} -2? iR7 1% 19.2 19.5 +7.
Change From Current Law 3.2 1.7 1.8 i3 2.5 9.7
Povesty Rate {Peroent) ' %7 129 131 133 135 49
Change From Cumrent Law 1.7 i.2 i3 1.5 1.7 +37
Poverty Gap (Billions) -2.7 192 199 2546 RN +7.7
Change From Current Law 1.7 30 37 4.4 4.3 1R
Al Persons
Nuenber in Poverry (Mitlions} 27 362 364 307 Nnao 2.7
Change From Curens Law 2.7 21 23 P 25 +1.7
Poverty Rate (Pereent) 21 114 it? i18 i1y +1.3
Chenge From Cureent Law -1 a3 89 i . i +7.7
Poverty Gap {Billiong) 1.2 504 516 523 57 +22
Change From Cutrent Law 21 4.1 43 £5 59 - +1%

Notzs: The Census Haress publishes & family of poventy statistics using sltmmative definitiony of Srcorne. The definition of incoms displayed here includes the effect of taxes (including EITC), Food Stamps, housing
programs, wo% schood meal programs. Changes in govermmontorovided bealty coverags is not included, non sre there any adjustments for medicsl costs, Numbers may not add due to rounding,

Source: HHE s sdvrosimulntion mode], basad an daty from the March 1994 Carrent Pogralaion Survey,
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DISTRIBUTIONAL ANALYSIS
OF THE BALANCED BUDGET PROPOSALS

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

WHAT IS A DISTRIBUTIONAL ANALYSIS?

This analysis complements the study of potential poverty effects by providing detailed estimates of
the various 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 1o produce these estimates of
the various budget alternatives. Many other agencies also contribuied to the analyses of the
provisions inciuded 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. 1t illustrates which income groups
will gain and which will lose under the vanous budget pians and estimates, in dollar terms, the
change in income for each of these groups, The analysis is based on fully-implemented policy
changes, and is presented 1n 1996 dollars.

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

There are two components inchuded in the distribution analysis. One component measures the
effect of the various tax plans on the after-tax income of households in different income brackets.
The other is a benefit component, which shows proposed cuts in programs such as AFDC, 881,
Food Stamps, child nutrition, housing assistance, energy assistance, federal retirement benefits,
and some health benefits,

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

RESULTS OF THE DISTRIBUTIONAL ANALYSIS

An analysis of the effects of the Senate passed and revised House passed budget plans shows a
dramatic imbalance, With the combination of tax, incomne support and hesith benefil changes,

families with income below $50,000 would lose while those with income $100,000 and over on
average would gain substantially.

Changes in Taxes

The Administration’s plan provides tax relief to middle income families while the Republican
Congressional plans target upper income families. One comparison makes this clear. All three
plans - House, Senate and Adminigtration -~ provide an average tax cut of $250 for families with
ncomes between $30,000 and $50,000, The Republican plans, however, give 13 times a5 much
in tax benefits to thoge with incomes of $200,000 and over as they give to those with incomes
between 330,000 and $50,000, and, 40 times as large a tax cut as the Administration to those with
incomes $200,000 and above. The Administration plan provides three times as much tax relief'to
those with incomes between $30,000 and 350,000 as it gives to those with incomes of $200,000
and above,

Earned Income Tax Credit. While the Administration’s plan would give some tax relief to all
income groups and maimain the EITC for working families, the House and Senate passed plans
would increase 1axes on lower income families through cuts in the EITC. The House-passed plan
would raise taxes on average for families with incomes under $10,0060, The Senate-passed plan
goes even further, vaising taxes on average for families with incomes under $30,000, while giving
those with income of $200,000 and over an average tax break of $3,416.

Reductions in Benefits Affecting Income

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

Worse vet, the deepest cuts passed by the House and Senate affect the poorest 20% of families
with children {those at or below 121% of poverty). Their average income would decrease by
$1,549 (10.8% of income) under the House plan and $825 per year (5.8% of income) under the
Senate plan.
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Reductions in Health Coverage

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

The Republican Congressional plans, on the other hand, will increase costs for Medicare
recipienis and may end the Federal guarantee of Medicaid coverage for many low income
children, disabled, and elderly. The House-passed bill would reduce annual health coverage by
3493 for the average household below $30,000 -« and $1,271 for the lowest guintile of famibies
with children (those below 121% of poverty). The Senate-passed cuts are as deep -- reducing the
annual value of health coverage by 3456 for the average household with income below §30,000,
and by 31,199 for famifies with children below 121% of poverty,

COMPARISON OF TAX AND BENEFIT CUTS ‘

While it is not entirely clear at what income leve! families on averagﬁ are helped rather than hunt
by the Republican Congressional plans, one thing is ¢lear -- they hurt families below $50,000, and
help thosé above $100,000.

Fumilies below $30.666. The House-passed plan gives these families an average tax cut of $11
while cutting annual income and health assistance by 3904, The Senate actually raises taxes on
the average family in this income range, while cutting health and income assistance by $748.

Families between $36,000 and $56,000. The Adminisiration and Republican Congressional
plans would give these families approximately $250C on average in tax relief. However, the
House-passed plan would on average cut their income and health assistance by more than that
amount -~ 3294 -« and the Senate-passed plan would cut it more — $385. In addition, therc are a
lot of service cuts - such as edusation and training -- that are not included in the analysis.

Houscholds $100,008 and above. The House-passed plan would give these families an average
of $1,613 in tax benefits, and the Senate-passed plan gives 31,642, At the same time, the Senate
plan would reduce these upper income families’ annual income and health coverage only $Z§’?£S the
House plan even less - $155,

WHAT RO THE RESULTS OF THE DISTRIBUTIONAL ANALYSIS SHOW?
This study illustrates that the cuts in the Republican budget plans disproportionately affect low

and middle income families ~- especially families with children. This imbalanced impact is
especially striking when looking at the cumulative tax and benefit cuts across different income

16


http:reform.of

levels. An overall picture of the House and Senate passed budget plans reveals that cuts in
benefits get deeper and deeper s one looks at families with lower and lower incomes. Alternately,
the tax breaks get larger as one goes up the income scale. For example, 20% of families with
children with the lowest incomes would lose an average of $1,549 in annual income and $1,271 in
annual health coverage under the House budget plan - for total benefit cuts of $2,820. Under
the same plan, families with income of $200,000 and over would receive an average of $3,269 in
annual tax breaks, So while ow income families with children would lose over $2,800 in
assigtance, those with high incomes would receive over $3,000 or more,

These plans, if ¢enacted, would further exacerbate a troubling 20 year trend toward an increasing
degree of income inequality. The results raise a fundamental question, Do we as a nation want 1o
gortinue an effort to reward work and raise the incomes of low income families? Or do we want
10 move in the other direction, by cutting benefits and by limiting the rewards for work for low
income families 1n order to give a tax break to the people at the top of the income disteibution?
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Table 4

Average Tax, Inceme, and Health Coverage Changes Per Household

House, Senate, sitd Adminisivation Balaneed Rudget Plans

Percent of  House Budget Senate Budge! Adyranistration
Fomly Econonic Income Famiiies Plan .. Bian Plan

Renefit Cots Affecting Income

Less than 330,000 40% 5411 - 9] -564
$30.000 10 $50 000 21% -$122 597 -$21
£50,000 o X100,000 7% 4578 -892 522
COver $100.000 12% 855 ) -357 -$18

Health Coverage Cats

L.ess than 30,000 40% -5493 -3456 322
$30,000 1o $50,000 2t% 5172 -$258 $28
F50.000 10 3100000 27% -$90 -$169 $8
Geor $100,600 12% -$160 -$27% $3:

Total Incote And Health Coverage Cuty

{oss than $30,000 400 ~$504 ~$748 «842
£30,000 w0 3536000 21% i -$254 -£385 57
$356,000 10 100,000 2% -3160 3261 £14
Over $100,000 1i% -$158 3376 %14

Fax Beneflts

Less than $30,000 40% $1) §$53 $36
$30,000 to $50.000 1% $£251 $249 $251
$50,000 to $100,500 2% $648 $700 $473
Over $100,000 12% $1613 $1.642 $287
Gver $200,000 % $3,269 $3.415 $83
Tap 1% 1% $5422 $5,626 $67

Mates: Seq “Methodology™ sertioss of this papy for 5 description of the methodology and assuraptions used in the analysis.

Farily Econouni¢ Ineune {FEN B o hroad-bazed concept used i fax madeiing that ranks kouschadd Incoms by absoluie doliar
smounts. FEI is eormtrucied by adding 1o AGY wsweported and uaderreporied incoms; 1RA and Keogh deductions] pontaxaiile
transfer paymants such as Socind Security s AFDC; emplover-provided fringe henefits; inside build-wp on perstons, itAS,
Keoghs, an fife tsurance; Ja-exempt injorest;, and irmpuzed rent on awnerodcupied bouting Capilal gaine are computed om a5
accruat basls, adjusied for infiation te the extent reliable dats abiow. Inflalioassry Josses of fenders are subtrnsted and gains of
borrowers are added. There is #isa an adjustiend for accelennted deprecistive of poncorporate businesses. FEL is shown o o frmily
ruther than a wnorstem basls. The econeris isvomes of sl members of 5 famsly unit are sdded 5 aevive at the famity's soopesmic
insome used i the distributions,
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Table &

Aggregate Changes in Tax Benefits, Income, and Health Coverage

Hause, Senate, and Administration Balanced Budget Plans

By Income Group

Dollars in Billions
Perceatof  House Budget Senate Budget Adminstration
Family Economic Income Families Plan Plan Plan
Bonelit Cuts Affecting Inconie
Legs than $30,000 40% -B18.0 ~$11.0 -£32
£30,000 to $50,000 1% -$2.8 -$2.2 -5
£50,000 16 $106,000 2% -8L0 327 -$0.6
Ower 31,000 2% -307 -5l $0.2
Totul 188% -£13.8 -$13.3 <347
Health Coverage Cuta :
Less than $30,000 0% -$21.5 3217 $i4
$30,000 16 §50,000 21% -$3.9 -$6.6 8G.6
$50,600 1 R100,000 27% -$L6 -$4.9 302
Civer $100,000 1% 213 337 54
Total HiG% ~329.5 -536.9 52.3
Total Incame And Healih Coverage Cuts
{ess than $38.000 4% 3393 -$32.7 -$2.2
$35.000 10 530,000 21% 56,7 -$8.8 $0.1
830,000 to $100,006 I % -$4.6 $7.6 S
Over $100,000 % -£20 <550 202
Tuial 100% -583.6 -554.2 -$2.4
Tax Benefits
Less than $30,000 A0% $0.% -$2.3 $16
$30,000 10 $50,000 1% £57 $57 $57
$50,000 to $100,000 . % $158.8 $20.4 $13.8
Gver $100000 12% $21.6 $220 $38
Over $200,000 5% $9.1 $9.5 $02
Topl% 1% $59 $6.2 ol
Total 100% S47.80 $45.8 $24.9

Moles: Ree “Methadology™ section of this paper for the definition of Tamily eoonomic ingame and & deseripgion of the

methodelogy and assumplions used fn the aanlysis,
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Tuble 6

Tax Benefits By Quintile
Houge, Senate, and Administration Balaneed Budget Plans

Faeaily Economic
inceme Quintile House Budget Plan ~ Seunate Budgel Ping Admunistration Plan

Average Tax Benefits Per Family {In Dollars)

Lowest -$12 -$26 312
Secomd £32 -$77 $57
Third §242 $233 $242
Fourth » $530 $578 £33
Highest $1,340 $1.380 £3%6
Top 10% $1,752 $1,771 $243
Top §% $2.377 $2,316 $126
Top 1% $5.422 35,626 $63

Aggregate Tax Benefits By Income Group {In Billions of Dolturs)

Leswsst ' -$0.3 306 $0.3
Secoml 50.7 ‘ 507 . $1.2
Thinl - 353 _ $3.1 $5.3
Fourth $11.8 . $12 $0.4
Hiphest $25.3 £30.2 083
Top 0% §19.2 £i19.4 $2.7
Top 3% $i390 $13.2 5867
Top 1% $5.9 $6.2 $0.1

Notes: Sov "Melbadology™ stction of this pepsr for the definitfen of family economic inconse st 8 deseription of e methudotogy
ard asmuniplions used in the snalysis.  Family coonomic income (FED ranks houscholds hasad on dallar income while adiusted family
icome (AFD takes famidy size into stoount, As 8 result, guinsile tablos based on ARI and FET should nnt e addad together,
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-$300

31,006 -

~$1,300 -

Total Cuts Por Family

-$2,000 -

-$2.500

]

-53,000 J

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

Lowest 28% Second 20% Third 26% Fourth 20% Highest 20%%

House Budget Plan

Cuts In Annual Benefits and Health Coverage Per Family By Quintile (AFD)
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Under Congressional Budget Plans, Tax Benefits For Richest 8% Exceed Benefit Cuts That
Reduce Income For Poorest 26% OFf Families With Children

House Budget Scnate Budget Adminisiration
Plan Plan Budget Plan
$i3billion 71

310 bitlion T

$5 ltion 1

50 billion

-85 billion T

Benefit Cuts Affecting Income Of The Poorest 20% Of Families With Children
-$10 biltion T

-$13 billion -
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Tabkle7

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

Average Income and Health Coverage Loss Per Family By Quintile

Adiusied Family House Budget Plon Senate Budget Plan Administration Plan
[ncome Chsintils Dollsrs %eoflncome Rollars  %ofineons Rellas  %oflncoms

Bonelit Cuty Affecting Income

Lewest $1.34%  .)08% -$825 3.5% £224 ~1.6%
Second $630 2% 3385 -1.6% -S4 .59
Third -$191 «{1,5% -EI60 £ 5% %41 -0.1%
Fourth -384 -3.2% 85 {.2% -$20 ~(1.09%
Higheat £76 £.1% <F97 -0.1% 31 A3 (%%
Healik Coverage Culs .

Lowest $1.271 -§1,199 -$82

Second £358 5631 $17

Third -$iEl 8240 : $45

Fausth X80 $118 $25

Highest -$60 -3i03 b %

Fotal Income and Health Coverage Cuts

Lowest $2.820 52,024 ) 3306
Second -$1,188 51016 597
Third 4372 ' -£400 £4
Fourth -$184 : -$203 $5
Highast -$136 £200 -$9

Nenes: Adjusted family iacome {AFD ranks Dimilics bused on their intome a5 & percent of the poverty line. These results should not be
added to the figures in Tabie § heauuse family sussemic income does rot wnchuds family sizs in B canking faotors. Also, this tabls includes
only farailies with children, while table £ incladas ali houscholds.

Ber "Methodology™ secton of this psper for o desteipiion of tie methodology sad mssumptions used ia the analysis,
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Tabie$

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

Aggregate Income and Health Coverage Loss By Quintile

Adjusted Family
Ipcome Dujntile
Benefit Cuts Affecting Income
Lowest
Second
Third
Fourth
Highest

Total

Health Coverape Cuts
1aowaest
Second
Third
- Fousth
Higlest
Total

Tolinrs In Billions

House Budget Plag

-$118
-$4.8
$1.4
306

-518.0

-$9.5
-84.2
-§1.4
306
30,5
-$16.3

Total Income and Hendth Coverage Cuts

Lowesi
Second
Third
Fourth
Highest
Total

Natss: Adiusted Smily incarse {AFE rinks families basad on their ingome 55 & pereent oF the poveriy lige, “These results should net be
added ta the figures it Table 3 because family toonemsic incoms does not include family size i Lbe ranking factors. Totals may notadd

due o voumting,

$212
-§9.1
-52.8
-$1.3
AN
-$35.5

-$6.2 $1.7
-$3.0 $0.9
312 -50.3
-30.6 -$0.2
30.8 $0.1
-$11.8 St
-$9.0 405
-34.8 $0.1
$18 $0.3
-50.9 $0.2
oA 0.0
-$17.4 $0.1
-$15.2 -§2.3
-$7.8 -$0.7
-$3.0 $0.0
-$1.6 $0.0
L8 0.1
-529.2 -$3.6

See “Mcthodedegy” section of it jieper fior » description of e methodology 884 assumptions wsed in 1he soniysis.
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METHODOLOGY
RANKING HOUSEHOLDS AND DEFINITIONS OF INCOME

Ranking Households, There are two types of distributional analysis included in this document.
Tables 1-3 which include changes in tax benefits are based on Family Economic [ncome {FEI},
which does not include an adjustment for family size. Tables 4.5 which foous on spending cuts
affecting families with children, are based on Adjusted Family Income (AFT), similar to analysis
CBO has 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 20% of sl families
in gach quintile, and ranks them by the absolute dollar level of income. An AFI tabile ranks
families by their income as a percent of the poverty threshold for a family of that size. Since it
adiusts for family size, it places 20% of persons into each quintile, rather than 20% of fam:iaes In
addition, the definitions of income are not identical,

Family Economic Income (FEI). Family Economic Income is a broad-based concept. FEI is
constructed by adding to Adjusted Gross Income unreported and underreported income, IRA and
Keogh deductions; nontaxable transfer payments such ag Social Security and AFDC: employer-
provided fringe benefits; mside build-up on pensions, IRA’s, Keoghs, and life insurance; tax-
exempt interest; and imputied rent on owner-occupied housing. Capital gains are computed on an
acgrual basis, adjusted for inflation to the extent rehable data allew. Inflationary losses of lenders
are. subtracted and gains of borrowers are added. There is also an adjustment for accelerated
depreciation of non-corporate businesses, FEI is shown on a family rather than a tax return bagis.
The economic incomes of all members of a family unit are added to arrive at the family’s
economic income used in the distributions.

Adjusted family income (AFI). z%éjusted 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-leve] 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 Iaw and long-run behavior. The effect of IRA
proposals is measured as the present value of tax savings on one year’s contributions, The effect
of the prospective capital gains indexing proposal in the House plan is the fully phased in tax
savings, multiplied by the ratio of the sum of the present value of prospective capital gaing
indexing over 17 years to the sum of the present value of fully phased in indexing over 17 years,
holding realizations constant.  The effect on tax burdens of the capital gains exclusion in the
House and Senate plans and prospective indexing in the House plan are based on the level of
capital gains realizations under current law. Provisions which expire before the end of the budget
pericd and provisions which affect the timing of tax payments but not liabilities are not
distributed. The incidence assumptions for tax changes is the same as for current law taxes,



MODELING OF SPENBING CUTS

This analysis estimates the impact of HR. 4, the reconciliation bill, and appropriations bills as
passed by the House and Senate, Provisions of HR. 4 that are analyzed include the AFDC block
grant and benefit prohibitions, immigrant provisions and changes to the 851 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 SSI eligibility for children,
Food Stamp program changes, immigrant provisions and Medicaid proposals.

The analysis focuses on changes in policy that will directly affect fanuly 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 heglth care providers, or reduced ;{32')
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 beneficiaries and the study
assumes that no states implement the option to block grant food stamps. These estimates do
account for interactions between proposals.

Furthermore, the model makes relatively conservative assumptions regarding state mainienance of
effort in the AFDC and Medicaid programs and the labor supply response of persons who lose
AFDC benefits. The study assumes that states do not reduce state spending in response to the
block granting of AFDC. Tustead, it 1s 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 growih, ang 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 allotment (this assumption only
affects the estimate of the value of health benefits and does not affect the poverty rates).

. The study also incorporates a labor supply response to the time limit. For estimating the effects
of the House proposal, the labor supply response {1.¢. the subsequent work effort of persons who
lose benefits} assumes that 20 percent of cases denied AFDC because of the time limit will go to
work part-time at a wage rate equal 1o the median wage of women who formerly received AFDC
and then went to work. These assumptions are based the limited skills and work experience, low
scores on tests of aptitude, and chronic health and other problems of these long-term recipients.

The Senate assumptions, developed afier the House analysis was completed, are based on the
work of academic researchers and the waork efforis of single mothers who don’t receive AFDC
but have similar characteristics. The study estimates that more than 40 percent of long-term



welfare recipients will work at least part-time when they lose AFDC benefits due 1o the time limit,
The average earnings for all recipients, including those with no earnings, would be 34,700 per
year, and the highest ten percent would earn an average of 324,500 per year,

The overall estimates in this analysis were obtained using the Department of Health and Human
Services' TRIM microsimulation model. TRIM {for Transfer Income Model} is based on a
nationally-representative sample of the non-institutionalized U.S. popuiation, the March
Supplement of the Current Population Survey. This survey of about 64,000 households is
conducted monthly by the Census Bureau and the Bureau of Labor Statistics. Using the survey
data, TRIM computes income, benefits, and taxes for each person under current faw, then
aggregates these individual amounts for UL.S. totals. These current law totals ¢an then be
compared to similarly computed estimates for the alternative policies contained in the
Congressional proposals,

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

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

ANALYSES OF THE HOUSE PASSED HR 4

AFDC

«  Deny benefits f0 non-citizens, with certain exemptions

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

»  Impose a S~year lifetbme limat on AFDC receipt, with a 10% hardship exeruption

+  Eliminate the 350 child support pass-through

»  Deny cash benefits to parents younger than age 18 with children born cut-of-wedlock

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

S87
»  Deny benefits to non-citizens, with certain exemptions
+  Deny cash 881 Dicability benefits t¢ non-institutionalized children, with some exceptions



Food Stamps :

s Deny benefits to non-citizens, with certain exemptions

«  Limit the annual benefit increase to 2% per year

Freeze the standard deduction at 1995 levels

Reduce and freeze the excess shelter expense deduction at 1995 levels

»

»  Count state and local energy assistance as income when determining eligibility and benefits
*+  Require single, childless adults to participate in work or training after 3 months of receipt
+  Eliminate indexing of $10 minimum benefit for small households

Child Suppori

»  Increase paternity, increase the establishment of support awards, and increase collect ions

Nutritian 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 HOQUSE ACTIONS
Includes all the provisions of HLR. 4 above plus;

Housing

«  lmpose a meinimum rent of $50

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

*  Reduce the Fair Market Resst from the 45th percentile rent to the 40th percentile rent
»  Eliminate new Section 8 certificates

Medicare

s Increase part B premiums from 25% of program costs to 31.5%° and eliminate the premium
subsidy for high income beneficiaries.

¢ Reduce managed care benefits for beneficiaries currently enrolied in HMO's

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

*For both the Congressional and Administration plans, the analysis assumes a permanent
extension of the Medicare Part B premium at 25% of program costs is part of the baseline. Mo
effects of extending it are included in the numbers. Under current faw this provision expires after
1998,



Gther Actions

»  Eliminate the Low-Income Home Energy Assistance program {LTHEAP)

»  Increase Federsl employee contributions t¢ 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 PASSEDH.R 4

AFDC

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

Combine AFDC and related pragrams into g block grant and reduce spending, accounting
for both Federal and state reductions

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

Eliminate the $30 child support pass-through

*

»

MAY
+  Deny benefits to non-citizens, including current recipients, with certain exemptions
»  Restrict SSI Disability benefits to children meeting the medical listings

Food Starmps

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

+  Reduce and freeze the standard deduction

»  Count all energy assistance received as income when determining ehgibility and benefits

+  Reduce the maximum benefit

s  Require children 21 and vounger in the househeld to file with parents

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

Child Support
v Increase paternity, increase the establishroent of support awards, and increase collections

Nutrition Prograps
*  Round down reimbursement rates and delay indexation
s Implement a two-tier means-test for benefits in family day care homes,



ANALYSES OF SENATE ACTIONS

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

Food Stamps
¢ Reduce and freeze the standard deduction furtherthan m H K. 4

Housing :

+  Impose a minimunt rent of 323 in public housing

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

Medicare
»  Increase Part B premium to 389 in 2002

s Eliminate Part B premium subsidy for high income households
» Increase the Part B deductible to $210 i 2002
*  Reduce managed care benefits for beneficiaries currently enrolled in HMO'S

Medicaid
+  Eliminate entitlement and establish a block gramt at reduced spending to save $172 billion

between 1996 and 2002

Other Actions

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

+  Increase Federal employee contributions to pension funds

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

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

Program
PRELIMINARY ANALYSES OF ADMINISTRATION ’.;i‘ BUDGET

AAY
»  Tighten eligibility critenia for receiving 581 benefits.

Food Stamps
+  Reduce spending while maintaining the federal entitlement, increasing state flexibility and

cracking down on fraud.

Child and Adudt Care Feeding Progrom {CACFP) Subsidies
¢ Target family day care home meal subsidies more towards lower income children.



Immigrant Provisions

+  Tighten 881, AFDC and Food Stamp eligibility rules for non-immigrants.

+  Sponsors of legal aliens would bear greater responsibility for those whom they encourage to
come to the 1.8, \

Medicare
+  Reduce provider payments,

MedicaidiHealth Insurance for the Unemployed

»  Continue Medicaid entitlements with 7 percent reduction in total Medicaid spending from the
CBO baseline.

«  Provide health insurance projections for who lose coverage as a result of losing their jobs.
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1. Measure of poverty
What meagure of poverty 1s used in this analysis?

This analysis uses an expanded definition of income and compares this income to the poverty
thresholds used by the U.S. Bureay of the Census in calculating the official poverty count. This
definition i3 consistent with the measure of income used for many years by the House Commitiee
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 of income counts all cash income
as Censas does, but adds the value of food stamps, schoo! lunches, the Earned Income Tax
Credit, and housing assistance and deducts from income the employee 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 of four, it was $14,763.

" This definition of income captures more fully the effects of government policies on economic
well-being.

In addition to being consistent with the measure of income 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 of taxes and
transfers.



2. Definitions of family income
Family econnmic income and adjusted family income: What are they?

The 1ables report both Family Economic Income (FEI) and Adjusted Family Income (AFI). The
tables reporting tax and outlay changes together use FEI because that 13 how the Department of
Treasury reports tax policy changes. FEY useg the family unit rather than the tax return pnit, it
includes nonfilers, and is a comprehensive measure of income. It counts all forms of income
reported on individual tax returns plus estimates of certain income not reported on tax returns.

Adjusted Family Income (AFI) uses the family unit and 15 a similar comprehensive measure of
income to FEI, but it is adjusted for family size. The definition of income i3 similar to that used
by the Census Bureau in calculating the official poverty count, but captures more fislly the effects
of government policies. Cash and near-cash income as well as taxes are counted when
determining income. That is, the measure includes all cash income as Census does, but adds the
value of food stamps, schood lunches, 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 {EITC) and any other tax credits. Then this income amount is divided
by the family's poverty threshold 10 account for the effect of household size on well being,

AFT accounts for the differing needs of families with different sizes and compositions. For

" example, a couple with one child with an income of less than $14,074 per year would fall into the
first quintile, while a couple with two children with an income of less thar $17 731 would fall into
that same quintife. Both families have an AFI of 121 percent of the poverty threshold,



3. Current law impacts on children in poverty
How can children be moved above poverty under current law?

Since the total combined value of AFDC and food stamp benefits are below poverty 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 total 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 spelis 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 faw programs;

2. 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 well as food stamp benefits each year. Using a
definition of goverty that includes the value of transfer programs, these income support
programs, along with services like Medicaid and child care, will move this family from
poverty and enable the 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 avold high child care expenses, but their (otal wages
are low so that they are still poor, The combination of EITC and food stamps will
increase this family's income and move them from poverty.

¢. A two-parent fanuly 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 family and
leave them little money for anything eise. Because of the son’s S$SI and Medicaid benefits
and the family’s BITC, this family’s mcome is above poverty.,



4. Characteristics of children®
What are the characteristics of children moved above poverty under current iaw?

HHS estimates that more than 8 million children, living in 4 million families, are moved from an
expanded definition of poverty as a result of current law income support programs such as the
Food Stamp Program, Aid 1o Families with Dependent Children (AFDC), Supplemental Secunity
Income {SSI}, housing assistance and the Earned Income Tax Credit {EITC), combined with
other scurces of family income. A total of 1.5 million children are moved from poverty as a result
of the EITC program and nearly 770,000 of them were moved from poverty by the Clinton
Administration EITC 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 1 adult.
About two-thirds of the children are white and a little under a third are African-American,

In addition to transfer income, three-quarters of the families of the children moved from poverty
under corrent law have earnings through wages or self-employment. Consistent with this fact,
about three quarters of the families receive EITC. Three quarters of the children live in families
that receive food stamps. A liitle over half the children live in families receiving AFDC, and &
little over a fifth are in families receiving 88T



R, Characteristies of children under Senate welfare bill
What are the characteristics 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 foed stamps, housing and EITC 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 of the families who become poor under the Senate welfare bill have earned income
andd about half of the children live in families that receive ETTC. Nearly all the children live in
families that receive food stamps. Three fourths of the children live in families that recgive AFDC
and 30 percent live in families that receive SSI,



6. Range of impacts on families

The quintile anslysis included in the study indicates that families with children lose on
average $780 dollars per year as a result of all Senate actien in the bettom quintile. Do
sone families lose 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 of poverty.
Considering only the welfare bill, and not taking into account any health insurance changes, the
gstimated impacts have the following approximaig distribution:

. 275,000 families gain income,

. 2.3 million families have no loss of income,

v 350,000 families lose less than 3250 per year,

* 1.3 million families lose between $250 and 500 per vear,

. 1.7 million families lose between $500 and $1,000 per year,
» 1.6 million families lose over $1,000 per year, angd

> over 800,000 families lose aver $2,000 per year,

Some of these losses are sustained by families 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 million of these families lose aver 10 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 weifare bill,



7. Senate welfare versus all Senate action

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

Reductions in the EITC program are the single most significant policy change influencing the
poverty differences between the Senats welfare and Senate budget sction proposals. Policy
changes in the Senate budget action include repeat of the EITC for individuals without qualifying
children: elimination of the 1996 increase for families with two or more children; increase in the
phasecut rates; and modification of the definition of adjusted gross income used for phasing out
the credit. House budget action also reduces the EITC, but to 8 lesser extent for families with
ncomes near poverty. '



8. Senate welfare versus House welfare

What policy changes are primarily responsible for paverty differences between Senate
welfare and House welfare?

Differences in policy changes in the AFDC are primarily responsible for the poverty differences
berween the Senate and House welfare proposals. In particular, the House bill denies AFDC cash
benefits to parents younger than 18 with children borv/Conceived out-of-wedlock as well as to
children born or conceived while the mother recetved AFDC. The House welfare bill has no
maintenance of effort requirement for states, has no contingency fund, and funds the block grant
a1 a lower level than the Senate bill. Policy changes in the Food Stamp and SSI programs also
contribute to the poverty differences. The House bill freezes the food stamp standard deduction
at 1995 levels; limits annual increases of the maximum benefit food stamp to 2 percent per year,
reduces; and freezes the excess shelter expense deduction; and requires single childless sdults to
work after 3 months of food stamp receipt. In addition, the House welfare bill denies cagh
disability berefits 1o children and establishes a block grant for services to SSI children who meet
the medical fistings; continues $S1 cash benefits only for those current recipient children who meet
the medical listings; and makes cash and Medicaid available only to those children who meet the
medical fistings and are m institutions,



9, House welfare versus all House action

What policy changes are primuarily responsible for poverty differences between House
welfare and House action?

Reductions in the EITC program and energy and housing assistance are the most significant policy
changes influencing the poverty differences hetween the House welfare and House budget action
proposals. The EITC polivy changes in House budget action include repeal of the EITC for
individuals without qualifying children; increase in the phaseout rate; and modification of the
dedinition 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 increase in the proportion
of income paid for rent from 30 percent to 32 percent for Section §; a reduction in the Fair
Market Rent from the 45th percentile to the 40th percentile; and elimination of Section §
certificates. It is also assumed that, since no additional amounts were included for housing
assistance subsidies, households that lose income as a result of other provisions would not receive
increased housing assistance. The House budget bill also eliminates the LIHEAP program.



10. Methodology behind Senate estimate

How was the estimate of the number of children moved into poverty as a resulf 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 microsimulation
maodel, a well-recognized model based on a nationally representative sample of the non-
institutionalized 1.8, population that has been used 1o produce estimates for more than 20 years.
The model computes the value of income, 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 determing the national impact of the policy change. Since this model used
1993 population characteristics, the proposals are simulated to show what their effect would be
on the 1993 U.S. population, if the provisions had been fully implemented then.

Is this nimber realistic?

Yes, the estimate of 1.2 million additional poor children is the best that can be made with current
wnformation and also a conservative measure of the impact of the Senate welfare bill.

The number is conservative because not alt of the spending reductions in the welfare plan are
included in the model. Some of these 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 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 of spending raductions not included for this
reason are the savings resulting from the optional food stamp block grant.

The model is conservative because it assumes relatively generous state behavior, the overall
gconomic picture remaing constant, and includes optitmistic assumptions about the ability of long-
term AFDC adult recipients to respond to 2 time limit and earn income. Under an entitiement
system, families that lose income during recessions will qualify for besefits. The model does not
adjust for the fact that under a block grant, no additional funds are available to serve these
families, If states do not have the funds to mee! the increased needs during gconomic downturns,
there would be a greater poverty effect, The lack of a state match creates an incentive for states to
lower benefits. relative to current law. Under current law if a state reduces what it spends for
AFDC, it loses federal matching dollars. Under the Senate welfare plan, the absence of federal
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 dollars into the state, This analysis also assumes that stales are able to meet
the work requirements put into effect by the Senate welfare plan without taking money away from

10O



cash benefits, Finally, the amount by which states lower cash AFDC benefits must be viewed in
the overall context of the other reductions in federal programs, For example, there will be greater
political pressure to compensate for the lack of health insurance dollars,

Under current law, 18.2 million children live in poverty before taking into account any income
from transfer programs. Additional income frem social insurance programs, cash transfers, food
and housing benefits, and the EITC removes 8.1 million children from poverty (this mumber also
takes into account federal taxes paid). In comparison, these same programe still remove 7.0
million children from poverty after the provisions of the Senate welfare bill are implemented, The
1.2 million children moved back into paverty represent about one-eighth of the total number of
children that zre moved out of poverty as a result of income from transfer prograns under current
law,

t
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11. Reasons for changes from prelimary estimate

A preliminary analysis showed that an additienal 1.1 millien children would become poor
under the Senate welfare bill. The current estimate is that 1.2 million children would
become poor under the bill. What changed?

The initial estimate of 1.1 million additional poor children was the result of preliminary estimates
of the impact of the Senate welfare bill. The current estimate of 1.2 million children reflects 2
more comprehensive analysis of the bill. The current estimate includes provisions that were not
included in the preliminary anslysis, 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 z slighter greater increase in
poverty among children.

The preliminary analysis did not inchide the impact of child support provisions and a lower
hardship exemption. Inclusion of these policies in the current analysis likely results in 3 marginal
reduction in child poverty. For example, the current analysis estimates that child support
collections for AFDC families will increase by 18 percent. However, virtually all of that increase
would be offser dollar for dollar by reductions in AFDC benefits, yielding only marginal increases
ity income. - :

The preliminary estimate did not include Food Stamp Program changes for which estimates were
not available at the time. These additional 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 explains much of the increase
in child poverty. )

Finally, the current estimate refiects 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 not substantially change the magnitude of
Administration’s estimates of the Senate welfare bill on child poverty.

12



12. Sesnsitivity of analysis o measures

Is an analysis of the number of children and families in poverty important when for some
families it is only necessary to lose small amounts of income to fall below instead of above

an arbitrary poverty threshold?

Counting the number of children moved inte poverty is only a part of the analysis. 1t is also useful
to examine other measures as well which this study does. For example, the poverty gap illustrates
the dollar loss to families 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 billion; an increase of 27 percent. The number of individuals in families with 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 analysig,
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13. Assumptions about State behavior

an

States pay a significant portion of current AFDC and related programs and Medicaid. Are
changes in state spending included in the analysis? What assumptions 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 AFDC 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 bepefits paid to all
recipient families by the amount necessary fo maintain spending (within the budget of 1994
nominal dollars), There are several reasons 10 believe that this assumption is warranted. First, the
Cash Assistance Block Grant freezes federal spending at 1994 levels and states will be hard
pressed to increase benefit spending, Thas will be especially true in hight of the 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 Washington Post
reported that Marvland was considering plans to cut its budget for next year by 825 to $50 million
(4 to B percent) because of projected 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 bousing assistance if the states reduce AFDC benefit levels, In addition, states might,
in light of reduced federal spending in other social programs such as Medicatd, shifi state
expenditures to these politically more popular programs.

With regard to time limits for AFDC the model assumes that no state would institate a shorter
time limit, such as two years and out, although this is permitted in the House welfare Bill. The
model also assumes that all States would take full advaniage of the 10 percent hardship exemntion
1o the federally imposed five year imit. This may force the states to increase their expenditures of
benefit dollars and also 1o put more dollars into meeting the work requirement {which eflectively
requires that for every two families & state exempts from the time limit it must put one additional
family in the work program). There are substantial benefit savings from the 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 that 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 federally 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 of changes in the federal match rate included in the House
proposal, states need to spend less thaa they would have under current law {o 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 2602 :
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14, AFDC and poverty estimates

The analysis estimates that 3.3 million children will iose AFDC eligibility, yet 1.2 million
children are estimated to mave inte poverty as a result of the Senate welfare bill. Why is
there a difference in the pumber losing AFDC and the sumber moved into poverty?

The Senate welfare bill would result in an additional 1.2 million children hving in families with
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 hive in families with below.

poverty incomes.

Estimating the change in the number of children below the poverty line gives only a3 partial picture
of the impact of the Senate welfare bill--it only tells how many of those currently above the
poverty line move below it. [t does not measure the impact for those who already live in families
with income below poverty. Measuring the poverty gap, which is the amount of imcome that
would be needed to bring all families up 10 the poverty line, is another way of measuring the effect
of the Senate welfare bill on famifies with children., Under the bill, the poverty gap would increase
by $4.4 billion dollars. As a result, not only would 1.2 million children be moved into poverty,
but those m 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 balow $30,0007 Why are 40 percent of families lumped
together?

Even with only four income groups, the implications of the analysis are clear. The number of
mncome breaks on the combimed tax and spending cut tables are limited to help ensure the
accuracy of the analysis. The analysis merges output from two different models -~ HHS'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 gaing is
an important part of tax modeling, but is not particularly important for the programs HHS
administers, So the tax model has detaited information on capital gains, while TRIM2 focuses on
other sources of income that are more common among lower and middle income families.
Accurately matching information from the two models is complicated and time consuming, As
analysts continue to develop the linkage between the two models, it 15 possible that more detad
will be available, ‘
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16. Program reductions included in the 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 fo leave out?

This analysis is 2 conservative estimate of the spending reductions that affect fanuly income
because it does not capture all of the 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 $32 biliion 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
entitiement spending (see table on previous page}.

Some of the spending reductions not included are in programs that affect fanulies” well-being, but
cannot be attributed to families’ disposable incomes. Spending reductions in thege types of
programs, such as Head Start, are not included in the analysis, 3

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

of spending reductions not included for this reason gre elimination of $S8I benefits to drug addicts
and alcoholics, and reductions resulting from states taking advantage of the option to block grant
the Food Stamp Program. ‘

18



17. Estimates regarding higher income families

b Why are a few families in the upper quintiles of the income distribution affected by
reductions in means-tested programs, such as Medicaid, SSI, and AFDC?

The main reason why some families in the upper quintiles are affected by reductions in mean-
tested programs is that these programs ofien deliver benefits to subfamilies wathin larger
households whose total income places them in a higher quintile. For example, a teen mother and
child living with her famuly 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, S8T and
551 children's disability benefits van go to families with higher incomes as well. For instance, an
aged mother living with her children can receive SSI. Outright denial of these benefits could
cause families to change living arrangements to the detriment of family welfare,

The primary provisions that reduce these families’ benefits include denying benefits to immigrants,
eliminating AFDC benefits to teen mothers and their children, eliminating AFDC benefits for

mothers who have additional children born or conceived while the mother is receiving AFDC, and
denying SS1 disability benefits to many SSI childrea,

In addition, family composition and income are dynamic, Qver the course of the year, fumilies
form, break up, or add members, and families begin and end jobs and get benefits for part of the
year. Since the data set on which the analyss is based records family composition at a single
point m time and records income and program participation for the entire year, some famihes
appear to have inconsistencies. For example, a non-working, single-mother receiving AFDC for
most of the year marries a plumber earning $40,000. Such a family will appear to receive AFDC
with income way beyond the eligibility imit. Similarly, since most programs use monthly
aceounting 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,
increases in pension contribution and health premiums for Federal employees, and increases in
Medicare premiums,
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18, Medicare and Medicaid reductions

Are all the Medicare reductions included in thiz analysis? I not, what portion are?

About 12 percent of the vear 2002 Medicare reductions are included in this analysis. This represents a
very conservative estimate of only 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 beneficiaties.
These reductions only affect the income distribution analysis and are not reflected in the poverty
analysis. .

What pertien of the Medicaid reductions are distributed in this analysis? Are cllects 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 fall on beneficiaries. However, 35 percent of
these reductions would fall on nursing home residents who are excluded from this analysis because the
TRIMZ model does not include the tnstitutionalized population. These reductions only affect the
income distribution analysis and are not reflected in the poverty analysis,

What are the beneficiary impacts that you modeled for the House, Senate and Administration
proeposals for Medicare and Medieaid?

For the Medicaid block grant in the House and Senate hills, 50 percent of the savings are assumed to be
achieved through reductions in coverage and 25 percent of the savings are assumed {0 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 shightly 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 n the
premium, change in managed care benefits, the change in cotnsurance and the effect of the deductible
increase. For the Administration’s proposal, the analysis models only the change in ¢oinsurance,
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19. Differences from previously released House numbaers.

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

The original House numbers released contained Medicaid and Medicare estimates of the Chairman's
Mark for the Ways and Means Commnittee. 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
merease, 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 reiease{i’analysis.
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20. Difference Between Amounts Shown in Distribution Tables and Revenue Estimates

How do the smounis shown in distribution tables and the amounts shown in tables of revenue
estimates for tax proposals differ?

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

. The Treasury's distribution tables show the auuual&me_mw due to atax pmposal
whereas the Treasury's revenue estiznate tables show the year-by-vea
due to the proposal.

- Tax burden changes due to a provision may differ substantially from 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,

e Another example 15 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
provision.  The revenue estimate table would show each yeat's loss in (ax 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 ag the provision 15 phased in,

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

. Distnibutton tables omit provisions which change the timing of tax receipts but not the timing of
4% liabilittes {such as changes in the timing of estimated tax payments), while revenue estimate
tables inchude all such provisions.

. Distribution tables measure tax burden changes on a calerzdar year basts, while receipts estimates
are on g fiscal year basis,
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21, Relationship of fax and spending cuts
Can we add the tax, income, and health cuts together?

The analysis does niot add them together for several reasons, First, adding them together might give the
wrong impression that these are the only cuts that hurt families, 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 not completely perfect. Consequently, the tax and mcome changes
are not added in the interest of maimtaining analytical purity.
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