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©  TALKING POINTS 2/25/94
WELFARE FINANCING

{Contact: Melissa Skoifield, HHS)

The Administration is committed to tha Intreduction of a welfare
reform plan which will be defiecit meutral. That means that new
investmnents in c¢hild care, jobs, education and training programs
for AFDC recipients will be paid for by other changes that will
save or ralse money.

We are committed to the latter and the spirit of the 1956 budget
law, which reoguires paying for any. -new spending ineresses with
offaatting taxey or progranm reductions.

All discussions are very praliiminary, and no decisions have bean
made. The welfare refornm working group appointed by the President
hag not yet reached any final decisions, although they are working
very hard to fulfill the Frresident's plsdge to¢ introduce
legislation this spring. The Department of Health and Human
Services, the Office of Management and Budget, and the Treasury
Department are working cooperatively to develop a ligt of possible
financing options.

To pay for the investments in the plan, staff at HEHS, OMB and
Treasury are exploring a number of entitlement reforms ag well asm
moasures that would raisa revenue. Bocausoe discussions are in a
vory prelinminary phase, there are 40 or more opticns currentiy on
the takle. None of them have been presented to Lhe President; none
of them c¢an bs ruled in or out at this atage.

The bulk of the financing, howvavar, would come from entitlement
reforma. (If asked: Social Security, Medicare and Medicald are not
veing considered for cuts, That leaves Supplemental Security
Income, AFDC, food stamps, ths Barned Income Tax Credit, and some
smaller entitlement programs. We have ruled out taxing benefits for
the poor.)

Additional savings will c¢ome from within the plan itself. For
axanple, money saved by streamlining program administration will be
used for job training. And stepped up ¢hild support enforcement
will mean fewer women 4o on welfare in the first place.

It is not trus that financing is limiting the devalopmont of the
plan or the way it 1s phased in. 7The welfare rveform working group
is expected to recommend a gradual phase-in of the plan, but that
dacision is based on capacity issues and discussions with local
walfare administrators.
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’ Octohey 4, 1893
Bruce Reed .
Deputy Assistant to the President for Domestic Policy
White House Qld Executive Office Building
Room 216 .
Washingten, DC . 20501

Dear Bruce: Lo

I am a member of the steering committee for the National
Neighborhood Coalition. You spoke at one of our monthly forums.
Last Thursday one of my colleagues, British Robinson, was present
when you spoke at the National Alliance to End Homelessness., One
of the questions posed at Thrusday's meeting had to do with laying
on the table all housing~related Ffederal costs, including tax
expenditures which predominately benefit the wealthy and low-income
housing outlays.

Enclosed are two articles written by NETWORK's economist,
Amata Miller, IHM, that I hope you'll taske time to read. Although
changes of fhe kind suggested in the .articles are not yet
politically feasible, it is only when the gquestions are raised that
policy-makers will chooge to act.

NETWORK believes strongly that the moral fabric of a nation is
determined by how well it provides for the poor in its nidst.
Further, we belleve~that special priority needs to be given to the
poor and vulnerable since those with the greatest neads and burdens
have first claism on our common efforts. We are heartened by the
Administrationts rhetoric which indicates sensitivity to our
concerns. o

Bruce, I look forward more copportunities to work with you in
the future.

Sincerely,
VoAbl Fosad s,
el g;m‘ AU . .. . -Richelle Friedman,- PRVM- . ¢
’ "t ¢ °7 * NETWORK Lobbyist'® ®7Ww oo



l_ i the annual budget |
politicking, one mulii-bil-
lion dollar calegory—tax
expenditurgs-—escapes
mention. Recent studies
have apty called fax ex-
penditures “stlent spend-
ing,” “missing money,”
"phantom corporate wei-
fare, " and “entitlernents
conveved through the tax
code.”

Originaily enacted to ad-
vance some social purpose, ax ex-
penditures affect the overall slicca-
tion of resources, the aquity of the

distribution of public goosds and ser-

vices, the progressivity of the tax sys-
tem, and the sizeof thebudget deficit.
KETWORK helieves thatconcerned ¢iti-
zensg showld help shatter the silence
about this form of expendizure and
hold their legisiators accountable for
it.

What Are Tax Expenditures?

The federsi government defines tax
#xpenditures as “revenue losses due
to praferential provisions of the Fed-
eral tax laws. In effec:, they are
subsidies provided through the tax
systemratherthanasdirect payments
from the Treasury. Likedirectexpen-
ditures they provide benefits and give
incentives for or against various ac-
tivities,

Tax expenditures come in thres
bagic formsy
1. Tax deductions allow corporations

and individuals to subtract certain

expenses from their raxable income,
Examples are the deductions for
charitable contributions and for in-
terest paid on home motigages,
2.7ax exclusious ars income or trans-
actions that are not subject to taxa-
tien at all.  Interest earned on
investinenisin state and lacat bonds
iz not taxable, The income recetved
by charitableand religious organiza-
tions is not taxable nor are employer
contributions for inedical insurance
nremiums and medical care,

3. Tax sredits zre issued by govern-
mants for certain expenditures ang
activities, Credits are more valuabie
than deductions or axclusions be-
canse they reduce the amount of
taxes due, rather than the amount of
taxable income, Forexample, in the

m—

1

Expe

B0's a tax credit was given for ine
vestments o increase energy effi-
ciency. Spending 31068 for this
purpose reduced 3 homeowner's tax
billby $104. Anincentivein theform
of a8 deduction or exciusion would
have given a homeowner in the 15%
bracker a2 tax cut of $15, and in the
28% bracke? one of 328 for a 3100
investment. '
Progressives have special interest
inthe Earned Income Tax Credit (EITC)
enacted in 1975 to augment the in-
come of low income working people
in families with dependent children
The BEITC is a “refundabls” tax credit
on earned ingome below a gartain
maxtmum ($22,370in1992}% Forthose
with income too low 0 owe any fed-
eral income tax (j.e less than $15,000)
the creditis fully refundabie, i.e. fami-
Hes receive 3 check from the govern
ment for the amount of the credit {as
much as $2,211). Intended as a work
incentive, the creditincreasasas earn-
frsgs rige-up to the income Hmit

Reasons for Concemn

The use of tax policy to sccompligh
social purposes beganin 1918, In that
tima of budget stringency, Congress
increased veterany' benefits simply
by exempting them from taxation.
Since then tax expenditures have
mushroomed, and citizen concern is
warranted.

Yax expendituros are sbsont from
annunt budgat dabates,

Qnce enacted, tax expentlitures are
"entittiement® programs. They confer
benefits on eligible persons and
groups without any budget ceiling,
But unlike other entitlement pro-

grams--Maedicare, food stamps, Med-
jcaig—tax expenditures are "off bud-
get 4.2 notlisted as line frams in the
budges
over trade-offs. With the "missing
money” of tax expanditures absent
from the discussion, direct expendi-
ture programs are cut and taxes are
raised without full consideration of
options available, :

is an examplie of how such constricted
options are harmful o low-income
persons, In 1983 direct expenditores
for housing-related programs prima-
rily for the poor were $10 bittion, Tax
expenditures for housing, primarily
menefiting middie-znd upper-income
taxpayvers were $40.6 billion. This
means that there were $4.06 of tax
expendiiures forevery $1.00 of direct
experciitures, Qver the 1980% direct
housing programs were cut drast
cally but tax expenditures remained
largely unscathed, Thus, by 1991 tax
gxpenditures had risen to $81 billian,
approximately $4.55 for every $1.00
indirectexpendituresonhousing pro-
grams,

Tox expendiure programs
worsat Ihoguedity.

tures zre a form of “weifare for the
well off,”

call for comprehensive entitdement
reform in The Atlartic Monthlyin April,

This distorts the debates

Federal housing polizyin the19B0's

Some of the largest tax expendi-

Neil Howe and Phillip Longmanina
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1992 exposed this ﬁspect of several
tax expenditures totalling $170 bii-

lion.

;Tﬂ:hild-care credlt (§3 billions

1991} gave almost nobenefit to those
with incomes under $10,000, but
$1.2 billion to those with income

S over $50.000

= The exclusion of employer-paid
health care from both income and
payroll taxaton deprived the Trea-
suty of $60 billion in 199]. Yet it
gave no benefit to the 37 million

.uninsured or the 32 million who pay
for their insurance out of their own
pockets. And among households cov-
ered by empiover-paid health-care
pians the average benefit to thosein
highest income brackets was many
times that for those In lowestincoms
brackels.

+ Benefits from the mortgage intarast
deduction averaged $3,469 for tax-
payers with incomas over $100,000,
and $516 for those in the $20.0060.
$30,000 bracket, but nothing to 38
million Americansinpoverty, House.
holds with income over $54.600 re-
ceived 81 percent of the benefits of
this tax expenditure which cost the
Treasury 337 -billion m I3 {345
billion in FY53). _

* The exclusion of maost Social Secu-
rity income and the insurance valus
of Medicare benefits cost the Trea-
sury $34 billion in 1991, Howe and
Longman chserve that this deesnoth-
ing for the 40 percent of senior ¢iti-
zens who are oo poar to pay taxes,
but it subsidizes the 37 percent of
senicr citizens who regularly vaca-
tion abroad, All other industrial na-
ticns treat all or most of social
insurancebenefits as taxable income
and use other programs o meet spe-
cial needs.

Tax sxpoadituros have contributed te
tho shift of e tux w Prom

In the 1958’ wrpcmziws paid 39
percent and individusls 61 percentof
total income taxes. Three decades
iater the corporate sharehad dropped
15 17 percent and that of inziivizitzais
had risen to 83 pereept.

According to X econdmist Raﬁd}f
Albeda, this shift bas occurred on
both federal znd . staee levels.” Her
research revealed that tax expendi-~
tures, unlike direct outlays, tend to

-

subsidize corporatons and commer-
cial activities rather than providing
for human needs, The 1988 1ax re-
form reversed the trend somewhat,
but pressure o restore some of the
carporate loophoies is building.

The largest tax expenditure listed
in the FYS3 report of the federsl gov-
ernment is the exclusion of empioyer
contributions to and earnings on pen-
sion plans (331 billion). In addition,
the accelerated depreciation allow-
ance ($27 billion) allows the write off
of bulldings, equipment, and machin-
gry at a fagter rate than actual depre-
ciation,

Corparations dre lobbying now to
add the vaive of “intangibiles," such as
customer listy and brand -names, to
the assets eligible for this write off,
Jane Gravelle of the Congressicnal
Research Service gstimates that this
would cost 32 billion or more per year
in lost revenue. Unlons representing
food company workers arpue that it
would hasten mergers and destroy
Jobs.

The tax exponditiirg
procoss is undemocratic.

Proponents of tax expendzwrzs
such as the write off of *intangibles”
tend to be well organized and -
nanced special interest groups. Be.
cauge once they are enacted tax
gxpenditures virtually disappear from
public view, and hecause there is no
government agency at which to fogus
dissatisfaction, oppeosition is almost
non-existent or unorganized. For ex-

ampie, because of widespread igno-
rance about the inequitabie distribu-
tien of the deduction for morigage
interest, real estate interests can de-
feat any effort to ‘cap It. A better
informed populace would probably
support a cap which presecrved 1he
deduction for the average
homeowner's primary dwelling.
These concemns highiight the iIm-
portance of shattering the stlence about
tax expenditures (on the state and logal
as well as faderal lovel) 10 expose thelr
inequitles and effects on alfocation of
resources, an the tax system anc on
the hard choices made in tight bud-
gets. Randy Albeda and Cynthia Mann
{ssue the call cogenty: "Our challenge
{s to force the politicians to tell us how
and when and whom they're going to
tax [orgive tax forgiveness tol, Because
even if we don't talk tax [expenditures],
we can be sure that Fortune magazine,
the big business lobbies, and the
backroom negotiators will be talking
tax behind ocur backs, and lawmakers
will be fistening.” ]

Amata Miter, 1HM, Is NETWORK's
Econamist and Education Coardinator.

Sources:, Randy Albeda and Cynchia Mann, “Con_
We Talk Taxes?” Duitars & Senve Ociber, 1988
Waryen Gragary and foha Marbirg, Slent Spend-
ing: Tax Expenditures and the Lompetition far
Public Dollars, Mickigan Houwe of Repressns-
tives, House Flseof Agency (May, 13R0) Neil Howe
and Philiip Lengwan, “The Noxr New Oeal, "
Attantic Mombiy {Aprid, 18023 Daniel O Huffund
Bavid A folngon, Phantom Welfary Pubiic Relief
for Corporate Americs.” Socist Work fMay, 18831
Larcie Sonnenfeid, Mil3ing Maney: & Domman

Cause Stady of Federal Tax Expenditures, 1085
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’”1:’32} them enfitlémenzs, aud they're the voracious bobgoblins

"‘;“§ - * pEow -

of federal spending. Cail them programs to halp the old, the
kuepgry, the sick, the hiind, those who have fought for our

country, and they've got the public’s broad support as
essential underpinnings of a civilized society.”

policy directer for the Amercan

Association of Retired Persons
tanum, cogently characterizes the
public's ambiguiry-and ignorance-
about the group of federa! programs
called "eniitlements.” Thispolitically
charged shwation spawns misinfor-
mation, myth-making, manipulation,
and misallocation of scarce resources.

- A

E . n these words John Rother public &

C{arifying the Term
Entitlerments: are _programs {e.g, -

care, uhemployment cempensation,
veterans pensions) which award hen-
efits according to a fixed formula to
persens meeting eligibility require-
ments sef by Jongress. Gnce enacted
into law, estitiement programs be-
come in budget language "mandatory
spending” and are not subject 10 an-
nual appropriations.  As such, they
are uscontroliable tems in the bud-
get, since any one who qualifies re-
ceives the benefit, regardiess of the
total cost.

Federa! entitiements come in two
forms: tax expenditures--the reduc-
tion of taxes dug {82e July/Augus:
19973 NETWORK Connection); and di-
rect ouilays, what the public usually
thinks about whes it hears the term
"entitisments,”

Areas of Concemn

From a budgetary perspective, di-
rect entitlement spanding, projected
to total $776 billlon in 1893, is now
more than haif of the total federal
nudget, and growing uncontrollabiy.
Advacating cutting entitlements as a’

-

10

= broad category gives
cover to politicians
whose constituents
wouldbalkaireduc-
tions in specifichen-
efif programs,

Given 19908 eco-
nomic and political reali-
tigs, those working for social
Justice have to be conzerned abour
the magnitude of entitiement spend-
ing [and tax expenditures tool). Bux

-7 ours must be an infermed concern,”
Social Security, food staraps, Medi~ |

probing specific problem areas naad}
ing reform.  *

1. Why aro costa rising?

Three programs account for two-
thirds of total entitlement spending:
Social Security, Medicare and Mediz-
aid. Of these only Medicare, aational
health insurance for the siderly, and
Medicaid, state-federal heaith program
far the poor, are actually running ram-
pant. Since 1880 spending on thesa
twe programs has rigen from 8 per-
cent of the federal budget to 12 par-
cent. Withoul comprehensive heaith
care reform these costs witll more than
doubie by 1998,

Social Security benefits rise et the
rate of inflatien and 19803 pavrol! tax
increases have move than paid for the
increasing benefit payments. Spaad-
ing on other entitlement programs
such as food stamps and AFDC has for
many vears failed to keep up with
inflation and the increase in numbers
of eligibie persons.

Even i we completely abolished
food stamps, AFDC, farm price sup-
ports, child auirition programs and

Bo - Time to-Ask.::

* percent of total benefit dollars are in’

> Military and ¢ivil service employees

by Amata Miller, IHM

- the Hard
Questions

# veteranst pensions, ghe’
titlementspending would
§tili be a greater proper
tion of the federal budget
by 1998 than i1 15 now,
unless the costs of the two
health care programs are
brought undar control.

2. Wi are wo really subsidisiag?
Only one of every eight dollars of
federal entitlement outlays goes to.
those living in poverty.’As much 35 8¢

programs requiring no evidence of
financial need, ’e

And the beneftts are skswed to-
wards the well-off. Neii Howe and
fhillip Longman is g detailed analvsis
revealed some stariling facis,

» in 1991 U5 households with in-
comes pver $10G6,000 (the richest §
percentd received an average of
£5,880 in federal cash and tn-kind
benefits, while those with incomes
under $16,009 received an average
af 5,563,

» From 198G-81 in inflation-adjusted
doifars, the average federal benefnt
raceived by households with in.
comes under $16.000 declined by
10 percent, Meanwhile, the benefits
{mostiy Social Security, Medicare,
and federal pensioas) o thase with
incames ovey $200,080 fully
doubled.

» Medlcare spent $19 hillion in 1991
suhsgidizing the healthcare of house-

, holds earning $80.000 or more {the .|
richest third of 2l households),

e v
FE »




w Withincomes over $130,000received
$9.2 billion from the Treasuty In
1991,

» Social Securlty, instituted in 193523
aproiection againstelestitution, dis-
tributed more than 20 percent of its
benefits in 1993 1o households with
incomes above $530,000.

» 350,000 each, on average. went in
direct federa! farm subsidies to the
34,000 farmers with largest gross
recsints, Almost v thirds of the
fotal payments go 1o the richest 2%
of the farms,

Their conclusion: what we have is &
"welfare staie for the affluent”

3. Do the original reosons for them
etill hotd?

Many of the entitlernent pregrams
began during the New Deal, sngd have
their own constituency which resists
change in them even though the origh
nat rezlities which gave birth to the
programs nelonger hoid. Noprogram
illustraies this better than Social Sev
curity.

Today more ihan 60 percent of &l
henefit spending goes to the 12 per-
cent of the popufation who are eld-
erly, When Social Security was ¢n-
acted in the 1930's seniors were tha
poorest age group; hy 1868 oneinfour
eicdarly persang still lived in poverty.
sow, largely hecsuse Social Security
benefitsare indexed against infiation,
and Medicare provides bealth insur-
ance for gll those owver &5, only 12
percent of the elderly (3.7 million
BECSQNS} e poor.

But now 21 parcent of our children
neder the age of 18 Hve inpoverty up
from 14 parcentin 1964, And thereis
no entitigment program to put a floor
undeér thelr support and no national
health insurance program i guaran-
tae their access to health care. An-
othar aspect of the Social Security
program is rooted in an obsolate as-
sumption. Based on past family pat-
terng, the henefits of a deceased fa-
therare awarded tanon-eideriy house-
heids in which widowed mothers ars
raising childresn. Hewever, inlg40the
13 million children being raised by
not-widewed single mothers had ne
federsi benefit program 1o sssistthem,

It is fime to examine the maior

antitlement pragrams in light of cur-

rent needs, of shifting national prieris
teg, and of the inequitties in benefit
distribution.

Proposals for Change
As tegislators seek to reduce fed-

eral deficits, proposals for g cap on

entitlements are reguiarly introduced.

This is g bad idea.

1} Capping entitlements simply post-
pones the difficult program-hy-pro-
gram catbacksrequired 1o ve within
any cap.

23 An acrosg-the-board cut axing ai
antitlement programs would harm
both slow- and fast-growing ones-
ultimataly doing most harm 10 the
poorest and most vulneraiss,

3 To set a cap, some forecast of ol
cost s needed. But the factors that
determine entitlernant spending-
economtic downturas, inflation, and
changss In eligible pupulations--are
largely unpredictable,

A much better approach would be
to begindiscussing a reform proposal
like thar of Neil Howe and Phillip
Leagraan, who cali for improving the
equity of entittements and fresing up
resources to meot othar needs by ap-
nlying one simple principler “ooe's
benefits should be proportional to
one's need—whatever the form of the
subsidy.”

Strucruring a reform according to
this principle would mean that
13 # shouid not reduce the income of

any household 1o anywhare nesar the

poverty line:

2} it should adjust benefits according
toa gradeated scele, notcompletely
eliminating the benefits of any cur-
rently eligible househoid;

31 itshould take lntoaccount the “guasi-
gontractual® nature of some of the
programs, Forexampie, federal em-
pioyee pensions ars really part of
deferred compensation, since the
employees accepted wages lower
than in the private sector in view of
better pension benefits. But Social
Security bengfits are not linked to
what a person paid into the system:
rG records of contributions sre even
ket by the Social Security Adminis-
traticn. Thebenefits srerelated toa
person's wage history. And today's
rotirees are receiving henefits worth
two 1o ten vmes what they wouid
have ¢arned had rhey invested ali

embiodied in a "hesefit-withholding
liabilizy” feature in the 1ax system,
followmy THE ibove criteria, & per-
centage of benefits for higher-income
bousehilds would be withheld {e.g,
7.5 percent of any benefits that cause
total household incoms to exceed
$30.000). Banefits received would be
listedt on @x returns and the with-
holding would be processed by the
tRS along with income taxes,

gressicnal actioninot g reviewof each
programl, create no new bureaucracy,
and couid ke done relatively quickiy
while the dsbaie over program re-
forms procesds.

and informed discussion about entitie-
menis., We can no onger avoid asking
ourseives why we are unable to find
the money w4 faed, house and educate
cur poor chikiren while we continueto
subsidlze the well-off. 5]

Soures: Nai Howe ano Phillip Lorgman, “The Naxt fow
Iaal " Miantic Monivy, Apel, 1892; Viees Novak. "En
iements Waity, T Hationgl Jeumnal, 10717/82 Dawd
Basenbaum, *Answer Dut Entitements, Gussion; Bt
HewT Mew Yok Times, 8578/53

-t

their Hifetime social security taxes
{theirs and theiremployers}inTrea-
sury bopds.

§¢ three pringiples couid HE |

This would reguire only one con

itis clesrly imeto begin a thorough

Amala Miller, BiM, Is NETWORKs
Evonomist and Educadnn Cocrdinaier,

mm Wmﬂon nn%
nﬁmﬁm & gizablll maa.u
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MEMORANDUM

To: The Secretary

Erom: Davié T. Ellwood

Re: bntitlements

Encloged are a few materials on overall enttlemens lovels and growth. A feow bssic facts:
o Of the projected growth in entitlements between 1985 and 1998, 70% is from heslth coste

o In 1993 AFDXC, Food Stamsps and S81 accoumted for less than 9% of entitiements and
less than 3% of the total budger.

o Social Security remains the largest entitlement by far , accounting for over 40% of all
entitlements and over 20% of Federal expenditures.

i
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DEC-7-1933

FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

1By fiscal yoar]
e Ereted wbiiviated Lo s |
1960 1970 1880 1085 1990 1953 1658
in nominat doliars (billlans)

Defenss disoretionary. .........ccaieninnsivnene 47.0 81.9 134.5 253.1 300.1 . 284.0 a

International discrelionary.........cvee e reen 4.0 4.0 128 174 19,1 21.0 a

Domestic disCretionany......o...covnmocoe 160 42.5 1318 163 .4 1890 2480 &
Subtota), discretionary............. 67.0 126.4 279.3 4339 508.2 5470 556.0
SoCial BOCUMMY .. coovvmrnrresrricasirormmmerens s 1.0 20.6 117.4 186.4 246.5 802.0 3910
MBOICRIB. ..o e esvmr st s danans e rcaave 14 6.6 34.0 69.7 1074 143.0 2380
MEdICRIE. ..ot aseemevinan e s s sans o 2.7 14.0 227 41,1 76.0 £39.0
AFDG, S8, FOud SamiS..c.c o 3.0 4.7 22.2 30.4 387 63.0 8.0
Other antilements antd mandatories........... 12.0 21.1 101.5 123.1 126.3 165.0 179.0
Subtotal, mandatory...........cceee. 26.0 64.9 2888 432.3 561.0 749.0 10270
Net lnterest. ... Crerernesoutyens vu i anreenen s 70 14.4 52.5 128.5 184.2 198.0 253.0
DRposit INSLHAaNCa.....ocov v mecreece e ne £.3 0.5 -0.4 22 58.1 -28.0 -10.0
OHsetting reCeipId.... ..o cnvenns 7.0 -11.5 -29.2 47.1 -58.8 670 -85.0
FOMBL o o isirenierins s srerenccvroimrmronseenars 3922 $105.8 $590.9 $048.4 51,2527 814160 $1.747.0

B pot avaiable,

Mote. Net Discretionary Outiws equals DisoreSonary Outtnys mirus Oftsetting Raceipts {he breatdown of Offsetling Reveists which shouid hava been
retted againe Mandstory Outiays was not avallabite). Agriculture price supparnts heve been included In Domestic Discrelionary Outleys, Outiays have

bean sijusted for infiation using the C381).

Soutce: Gongressionsd Budget Office, The Ecanontic truf udget Cutionk: Fiso Years 19941598, January 26, 1986 ard
Tha Eoonomic and Budget Qutisck: An Update, Septermbar, 1953
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FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

By liscal year
wttraind By j oatlrited ey
1860 1570 1880 1885 1930 1983 1956
In constant 1992 dollars (biilions)

Dalanse disCrolitnany... ..o cowimiinnn. 208.7 278.2 2295 1.8 {22.1 264.8 a

Intarnational discretionary. ... 17.8 13.6 21.8 23.5 20.5 20.3 a

Domestic disCretionary........ocvovremercinnans 71.0 144.4 2249 220.6 2029 238.4 a
Subtotal, discretionany.........e. a® iR 436.2 476.1 5859 5455 530.0 463.8
Social SRLUMY ..ot iver e rncorsninersnemr e senn 488 100.6 198,86 251.7 264 .6 2026 326.2
MEBCHOBIB ... v invrirrcismsresaasisatrnrirersnsessnssonatrian 4 234 568.0 94.1 11563 138.6 1894
WedicaiG......oocov e 0 8.2 23.9 30.7 44 1 73.8 1160
AFDC, S8, FOOO SIaMPH . cnieiinrasmanerers 19.3 16.0 37.8 41.1 426 61.0 65.9
Other entitliernerns and mandaionies.. ... 531.3 Fa N4 1730 166.2 135.8 1698 149.3
Subtotal, mandaton.......c 115.4 220.5 492.3 543.8 602.2 725.8 B56.8
NBLIMBIEBL. vt vreirrvserr et te s renr saras 311 468.9 895 1749 197.7 1?12 211.1
DEpOsIt IHBUIANOS. . vvvereeeessiersessasscrromsenines -1.3 4.7 0.7 -3.0 52.4 -25.2 -3
Offsetting receipls.............. everaonrenbaruas sunesaean ~31 1 894 496 B35 63,1 -54.9 -70.9
1€ | PR $408 5 $664.5 $10073  $1,2780 $1.3447 §1.3721  $1 4574

A not avaiabie,

Nots. Met Discretinrsry Outlays eguals Dlscretionory Gutlays minus Offsetting Reosipts {(the treakdown of Qlisetting Heospls which ghouid have been
neitad mgairst Mandatory Outiays wes not avaltabie). Agricuitur price supports have been inchuded in Comestic Discretionmry Outlays. Oullays have

bean adjusted for infintion using the CPHL,

Sauwce: Gongressional Budgaet Offioe, Yhe Economic and Budget Oullook: Fiscal Years 1004-1988, Janusry 26, 1993 and
The Economic and Sudget (vtlook: An Upder, Septamber, 10053
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FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

{By fiscal yoar]
entimaind avrAte mojectes
1960 1970 1980 1985 19%0 1633 1990
As a percentage of Totat Federal Oullays
Dofonse disCrolicNany. ... i e 51.0% A41.9% 22.8% 7% 24.0% 20.8% a
rternationsl AiSCretionany. ... vion. 4.3% 2.0% 2.2% 1.8% 1.5% 1.5% a
Domastic diIBCratONAIY. ...cccovrrvcrecrs mreens 17.3% 21.7% 22.8% 17.3% 15.1% 17.4% a
Subtotal, discretionary............. 126% 65.6% 47.3% 45.8% 4D 6% 38.6% 31.8%
Bogial BeCUrity.......cvv e faneavireanns 11.9% 185.1% 19.8% 18.7% 19.7% 21.3% 22.4%
MBHICATR....ccvi e ermcrsnn et smsrenes presnevees o 3.5% 58% 7.4% 8.6% 10.1% 13.7%
MegiCall..........ciimms s s 0 1.48% 2.4% 2.4% 3.3% 5.4% 8.0%
AFDC, S8, Food S1amps.....c. wisiiinscioncan 3.3% 2.8% 3.8% 3.2% 32% 4.4% 4.5%
Other entilemens and manxdatories........... 13.0% 10.8% 12.2% 13.0% 10.1% 11.7% 10.2%
Subioal, mandatony. ..., 28.2% 83.2% 48 9% 45.7% a4.8% 52.9% 58.6%
NetINBrBst.........coveiprmcrorcoiirsrsincerionnens T.6% 7.4% 8.9% 13.7% 14.7% 14.0% 14,5%
Deposit INSURBNDE. ....vconiersiieeccicocannnrnnnenns -0.3% -0.3% -0.1% 0.2% 4.5% -1.B% -0.6%
Ofiseting 1808IPIS ... sss s reivsninns ~7.6% -5.9% ~4 % 5.0% -4,7% -4 7% -4.9%
TOML...ccoonairi e e reacmtriensrs s recsnasee 1000% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
a: not avaliabde.

Note. Net Discretforsry Outlays equals Discretionary Oitlays minus Offeetting Ruceipls (the breakdown of Qifsetting Reoeipts which should have boen
riettad against Mandistory Oul ays was oo! svalfable). Agrictiurs prios supports ave been included in Domestic Discrationnry Oubiays. Qutlays have

kosn adjusted tor Inflation using tha G214,

Source: Congressional Budgst Offics, The Ecensmic end Budget Outlook: Fiscal Years 1604-18998, Janery 28, 1003 and
The Eeenorric and Budget Ouliock: Ap Updada, Septambaer, 193¢
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FEDERAL GOVERNMENT OUTLAYS

By calegory in constant 1992 dollars
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Source: Congressional Budget Offics, The Economic and Budget Quticok: Fiscal Years 1894-1938, January 28, 1993
and The Foonomic and Budget Outiook: An Updiats, Seplember, 1993,
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FEDERAL GOVERNMENT OUTLAYS

By category in constant 1992 dollars

Artual Projected
1,680
1,200~
- |
B sn0-
400~ :
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Source: Congrosslonal Budget Otlice, 7he Economic and Budgat Outlooi Fiscal Years 19941998, Jeruary 28, 1993
and The Economic and Booget Quicok An Update, Septembsy, 1953
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ENTITLEMENT & MANDATORY OUTLAYS', FY 1980-1998
By category in constant 1992 dollars
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Congressional Budget Office, The Econornic and Budget Outfook: Fiscal Years 1994-1988, January 26, 1993
and The Economic and Budget Outlook: AnUpdats, September, 1993.
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THE INTEGRATED TAX-TRANSFER CORCERT
Vision: ’

Welfare reform is difficult to achieve. On the one hand, we want
to "end welfare as we know it,” particularly continuing dependency
on public assistance. On the other, we want children to be free
from economic want, to have access to a sense of economic security.
Finally, we want our public resources t¢ be spent wisely,
specifically, that our limited resources be tarygeted on those for
whom the bepefits were intended. It ls very difficult to minimize
walfare dependency and child poverty while targeting scarce public
resources carefully all at the same time,

Real wage opportunities for young heads of households have dropped
substantially over the past two decades. One recent study
egstimates that by 1988 nearly 15 percent of children under six
lived in families that could not have escaped poverty even if the
adults in their family were working and earning at their full
capacity levels. This is becauvse the family heads’ earnings
capacities were low due to poor education and other human capital
traits. -Such market failures must be addressed,

Public agsistance transfers must also be clearly defined. Are they
truly entitlements that are provided to those who meet the
categorical and income oriteria? Or are they best thought of as
temporary assistance to help a disadvantaged family over hard
times, that is, a form of public loan that ought to be repaid if
possible.

In order to address these guestions, we can, f£irst, alter the tax
rules so that the revenue system can be used to recapture some or
all public benefits received by non~poor families. Second, we can
alter the rules governing how earnings affect the level of benefits
provided so that AFDC benefits c¢an assist low-income working
families escape poverty,

By making these changes, dissatisfaction with the current systenm
could be muted. The proportion of families who derive all of their
economic support from welfare would drop substantially. The
ability of low-income working families with children to escape
poverty would be enhanced. Public benefits would be better
targeted on the truly disadvantaged.

Basic Concept:

The Integrated Tax-Transfer (ITT) proposal is designed to achieve
four objectives: 1) reduce poverty among children in working
families who otherwise would be eligible for AFDC benefits; 2)
enhance the economic rationality of work over exclusive dependence
on welfare; 3) more efficiently target benefits on the poor and
near-poor; and 4) minimize the degree to which fraovdulent and
inappropriate expenditures are made in the current system, The ITT
proposal attempts to achieve these objectives through two major
initiatives:



bure component that uses the tax system to recoup a
partian of benefits that have been paid to reciplents who turn
gut not to be poor when income is considered over the entire
year, or who abuse the system by reporting differently to the
transfer system as compared to the tax system,

3 Lemen = component that uses the transfer
system to ensure that AFDC recipients whe werk or recelve
¢hild support can have incomes that exceed the poverty
guideline or some specified fraction thereof before benefits
are phased out,

These two components are designed to work in tandem. Above a
threshold, the tax system will be used to improve the target
efficiency of income support programs; the revenus system will be
used to recapture those public benefits going to the non«poor.
Below an established threshold, earnings will not reduce transfer

payments,
Proposals:

The basic proposals are outlined below, S8Specific parameters have
been added to the proposals for purposes of clarity. However, at
this point the conceptual framework is more important; the actual
parameters can be established at a later time.

A, Recapture Component.

Because benefit eligibility is determined on a monthly basis, some
families may receive benafits for certain months of the vear, even
thouwgh they have moderate ¢otal annual income. The recapture
component will recover a portion of the benefit payments made to
families with annual income that exceeds a threshold,

Partial recapture would begin when:

Income (AGI and perhbaps BITC) + Beneflts {AFDC, Food Stamps,
§8%I, GA and/or housing) exceeds a certain threshold

Above the income threshoeld, benefits would be recaptured, A
recapture rate of 15 to 33 percent may be reasonable. TFurther, at”
some point, for example when total income exceeds 200 percent of
the poverty guldeline, benefits could be recaptured fully; that is,
the benefits pald to families above a threshold could be considered
an interim loan, which government would reclaim in whole or in part
at the end of the year., This implies that the maximum amount
recaptured may or may not be limited,

The recapture scheme should greatly reduce fraud and abuse. Under
the onrrent system, individuvals and families can benefit from
claiming a different family status under the tax and transfer
gystems, A father {(or grandparent, boyfriend) with earnings can
olaim head of household status and use his children to receive the
EITC; a mother can c¢lainm the same children without using the
earnings that formed the basis for BEITC receipt and receive welfare



benefits., Coordinating the twe systems would regquire the unit to
repoxrt to the tax system as they did to the transfer system. As a
deterrent to abuse, families which receive a bonus from working
under the tax system should know that the tax and transfer systems
can communicate with each other.

It is also envisioned that one could not claim the BITC or child
exemptions for any child for which the taxpayer owes child support.
The recapture system right alsc apply to past due child support.
Finally, all refunds would auvtomatically be matched against child
support arrearages and garnished.

B. Supplenment Component

Some states have chosen to set their AFDC benefits very low.
Politically, we cannot do anything to raise the need standard or
benefit level in particular states. However, if individuals work
oy receive child support, this additional income should be used to
supplement benefits Iin low-beneflt states (through a fill-the-qgap
policy), instead of reducing benefits as under current law,

States would continuwe to establish need standards and payment
standards as under current law.

A fillethewgap policy would be mandated, with the minimum earnings
disgregard policy as follows:

G A f£lat $100 per month disregard applied against earnings or
child support received;

& & child care disregaxd;

o Plus a minimum disregard of 20 percent of child support and
remaining earnings.

In addztinn,

“‘gamllg éﬁnthﬁga;”'Thaﬁmis} &Eﬁc“b&nafita cnald net.he_reduced
until total income from those sources reaches that proportion of
the poverty threshold.

In effect, the Federal Government would establish a new break-even
point. For recipients with earnings, states must ensure that AFDC
benefits de not phasa out completely until APDC, food stamps,
earnings, and child support are equal to the poverty guideline for
a family of three. This implies that some low-benefit states must
disregard a higher percentage of earnings and child support than

20 percent.



Isgues for Discussion

Genexal Approach

There are two fundamentally different approaches to the
integrated tax-tranafer concept:

i,

Q

Count means-tested benefits as taxable income, i.e.
include in AGIL. Other parameters {(threshold and
recapture rates) would not be altered.

Use a separate worksheet on the tax form to ¢alculate the
amount of public benefits to be recovered during the
annual reconciliation., Rules that were different frosm
tax provisions would be developed to apply to public
benefits,

There are alternative ways of doing this but we start with the
following congiderations. Theare are four generic issues that
can be discussed independent of the specific options presented
baelow.

a‘z

The Thresheld. A threshold will be established and
families with incomes above that threshold would have
public assistance benefits recaptured. There are two
potential thresholds:

The first is the income level at which a family is liable
for a positive tax liability, i.e. the tax threshold.
This wonld place the threshold a little above the poverty
threshold at presgent. The virtue of this approach is
that it appears more fully integrated with the tax code
and a dollar of earnings is treated identically to &
dollar of public assistance. The disadvantage is that it
is not directly tied tc the poverty line and is not
uniform across family saizes. Also, several public
assistance programs have eligibility levels above the tax
thresholds which would add to the marginal tax rate.

The second standard or threshold would be set at a
percentage of the poverty line {e.g. 125 to 140 percent
of the poverty threshold). The primary disadvantage of
this threshold is that it requires a separate worksheet
to administer. Howewver, it does make sense that the
threshold set for the recapture proposal be set above the
income levels at which benefits normally phase out.

The Definition of Income to be applied agalnst the
threshold: The income that would be applied to the
threshold would be AGI plus some c¢ombination of the
following public assistance benefits: EITC, APDC, Food
Stamps, General Assistance, 851 and housing.



c. The Recapture Rate. The two primary issues here are
implications £for marginal tax rates and whether the
taxpayer has the income to repay the amount identified
for recapture. In most cases, the amount recaptured
would not exceed the amount of the Earned Income Yax
Credit and thus repayment for families receiving the EIYC
is probably not a problem, In addition, where earnings
are part-year, income tax withholding is usually larger
than is required at the end of the year. This is becsause
withholding tables assume those part year earnings are
earned steadily throughout the year.

a. Maximum Amount Recaptured., The maximum amount recaptured
would be the recapture rate times the amount of income
above the threshold subject to the constraint that it not
exceed the amount of public assistance benefits., This
could include AFDC, SSI, food stamps, GA, and/or housing
but probably not the REITC, It might also be a
substantially smaller ligt of benefits and include only
AFDC and/or food stamps, and it might only be a £raction
(a different percentage than the recapture rate«wgay 50
pexcent}y of .the amount of those public assistance
benefits received.

Under the Integrated Tax-Transfer concept, at the end of each
year the welfare office would complete a 1099-type form for
each person who had received benefits at any point during the
Year, Information provided on the form would include the
recipient’'s Social Security number, the amount of <total
benefits received during the year, perhaps the number of
months in which benefits were received, and total annual
earnings. This Iinformation would be reported to the IRS
glectronically and would be distributed to each recipient with
instructions about how to file their tax return.
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOMF: EARNER IN NEW YORK, JULY 1993

Other Adult Tax Mother & Chlidren Othar Adult Gambinad Reduction in Combiansd Dispossbia incoma
L. in tiling Fillng Denefie  Berefiin  Z5% ClawBack  25% Claw Baek  25% Sfaw Bask  BU% Slaw Bark
i unit for: Status AFDC + Taxed Yaxed SIAGISENG S of AGI+¢  GIAGIPENG S of ASLE
" I+ { Crther Food Housing Disposalls Disposable &EMC  AEMGCoct You!Bemfits  Tolal Benalts  Tods! Bensfite+  Totwl Banafite .
& | AFDC Kind! Adult Mother! Stamps  Subsldy Eamings  ENTC income Inuom®  Aeducad  Reduosd - TexThrahlt < TexTaeshid  LE0Peviheatld 128Puvhrehid
1 . . S dnt 8,420 J 5000. - 288 4,403 13,828 8 ¢ g L 0 a
2 . MM dnd 8,420 g 50007 2,000 8,118 15538 0 g 185 tt g 0
3 . 4 daf §,420 g 5000 2000 8118 15538 g D 205 0 0 0
4 X5 dnt] $,180 0 8,000 288 4403 15,8583 g 0 0 0 0 0
5 X HM dnfl 9,180 1t 5000 2000 8418 18288 0 Lvj 1585 0 ¢ 4
& » X J o 4,180 g 5000 2,000 g,118 15288 4] ¥ 145 0 ¢ Q
7 X X 4 3 7.508 0 5006 0 2,000 6,118 13,728 G &} [ 0 0 G
& * . 5 dnl 8,420 ¢ 10,000 g 7643 17083 g g 0 e 0 0
& " - W dnt 9,420 4 10,000 8,272 11,807 20,827 1,747 587 1,570 945 1,269 451
0 - . ¥ dnt 9,420 g ID000 8272 11,807 ( §§,92? > 1,753 573 1,773 955 1,077 258
L] . b g 8 ent| 7,980 2 16,000 0 7543 15,623 " Q 0 0 0 0 O
12 X HH dnt 7.880 ¢ Ig000 322 11,507 19,487 1,400 423 1,330 706 1,028 21
13 X 4 J 7.880 0 G000 3272 11607 19487 1,334 357 1,413 595 7 0
1w X x4 4| 2940 0 10000 3,272 11,607 @z}b 270 0 153 ¢ 0 0
15 . " & dnt 9,420 0 15,000 0 11,454 20874 . 0 Q 0 v | 0
186 » . MH  dnt 8,420 0 15000 2382 14,783 24,208 2,265 942 1,570 1,570 2,282 1,781
17 . . J  dnf 9,420 0 15,000 2362 15,188 24,578 2,846 1,328 2,355 2,205 2,440 1508
18 % 5  dnf 6,024 ¢ 15,000 0 11454 18878 it L LE 0 0 0
19 X MWH g 6,924 ¢ 15000 2282 14,783 21,07 1,685 692 1,154 1,154 1,876 $,28%
20 . X J J 6.924 ¢ 15000 2,382 15,158 22,082 1,821 848 1,731 1,584 1,478 888
21 X % N o 1,740 ¢ 15000 2362 15188 184888 415 171 435 285 184 &

Notas: I the other adult ctaims the children for tax purposes, the mothor's taxablp income i sed squal 10 173 of her bonefits {when benefits sre taed). Mowaver, when the ofhwr adult dous
net chalm tham, all tax refated 10 banellls ls withheld from the mother's benefts, When te olher adult Sles jolntly with the mother, his/her tax Hability squals thelr combined tax minua
the amount withhald from the mother’s benefits-the Insrement In the othar adull's tax Babifity from the childrer’s shars of benefite I subtracted from tha EITC, When the tax thies
hold is the basis of the benelit claw back, the maximum benefit redustion Is 25% of tolaf benuity: when 1353% ol the poverty thrashald s usad, 100% of benefis san be clawed back,



DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Curront Law Boduction in Disposable Incomse

L | Number BaseDts Sauttty 5% Claw Back  25% Claw Back  25% Clew Back 25% Claw Baex

H of Taxed Yaxmd of AGE & BITS 4 of AL+ of ALl + EITS » of AGLY

s { Months Annuasl Food  Mewsing Disposebls &ETC & EEEL ned Torsd Banasits Totat Benelits Yol Bansliln - Tokal Beantite

2 Worked | Eamings AFDO Subuidy incoma Ractuond faduced v TaxThratiid - TaxThrobid SR PorThrmld EXS* PVl

1 i a 8,924 2495 L 9,420 H HH 2 O H 0

2 6 5,000 3,482 2,258 Q 11,818 1) L 50 4 o o

3 8 5,000 2,884 2,504 Q 11,508 0 0 0 a8 L4 L

4 10 5,000 3,124 2,438 0 11,678 0 0 16 4] 4 o

5 12 5,000 3,360 2,364 0 11,842 0 0 58 ] g g

8 12 wjebafis 5,000 o — - 8,118 - - - - -~ -

7 8 16,000 3462 1,248 0 16,217 1,180 832 1,178 553 8re 59

B B 16,060 2308 13852 0 18,167 802 174 915 290 614 o

& 10 16,060 1,154 1,688 0 14,327 499 48 7056 &0 404 0
10 12 16,000 D 1,880 LE] 13,487 274 4 495 0 184 o
11 wweses ] 10,000 e . -~ 11,507 - - - - - .
12 8 16,000 3,482 1,248 g 19,483 1,688 707 1,178 1,178 1,858 1,308
B8 165000 23808 832 g 17,983 1,182 471 785 788 1,867 916
i4 19 145,000 1.154 416 D 16,3583 568 238 388 383 1,114 524
15 12 16,000 G _ 7830 Y 15,5688 281 117 185 185 780 328
16 wwokars | 15,000 - - e 14,783 o - - - - -
17 8 20,000 3,462 1,248 0 22,308 1,699 707 1,178 1,178 2,885 2,558
18 & 20,000 2,308 B32 0 20,738 1,132 471 785 784 2,493 2,188
19 10 20,000 1,154 416 0 19,168 566 236 383 398 1,870 1,870
20 12 20,000 0 0 1) 17,648 0 0 2 9 0 o
21 1awmnems | 20,000 - - e 17,698 - - - - - -

Notes: BITO hilly Implemanted to the 1996 favaels. Wark axpoense sauals 10% of samings up to & cap of $85 par month. Ko child care axpanses are assumed. The AFDC benaitt
sasitnes & $120 Income dismgard. When no housing subsidy is avelladia, the food stamp banafit caleuiation assurnes & $103.50 axcass shalter cost deduction, 50% of
the madmum. The housing subsidy banefit oaleudation sesurnes a 45t peroentiie FMR of $819 per month for New York, When the tax threshold is the basls of the bensfit
oclaw back, the maximum benafit reduction squsls 25% of tolat beneflts: when 125% percant of the povady thrashold is used, 100% of benefits can be clawed back,

. NY_CLWEK
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOME EESARN&R IN NEW YORK, JULY 1993

Other Adult Tax Mother & Childron Othar Adult Gombined Reductlon in Combinad Disposable income
L | infilng Filing Benafits  Baosfits  25% Oluw Back  25% ClawBack  25% Ctaw Back  35% Claw Bazk
H unit for: Statig AFDC + . ' Taxed Taxed OIAGIHEITGH  of AIG  ofAGI+EIME S of AGIG
n In- | Othar Fomd  Housing Dispusable Disposabls  &ETC  SEIG et Yot Danetits  Total Bacafitn  Tolsi Beasfits - Tatd Bensfity,
¢ | AFDC Kind|Adult Mother Stamps  Subskly  Eamings EmC Ineeme Income Heduned  Hedusad - TaxThehla W TauThesbdd  125*Porthradid 1250 PovThnid
1. - & dnf| 9,048 7,884 5,000 286 4,403 21,345 666 886 111 1,111 817 817
2 - HH dnf 9,048 7,884 5,000 2,000 6,118 23,060 69 5889 1,444 949 1 455
3 . J  dnf 8,048 7,854 5,000 2,000 6,118 23,060 851 0851 2,086 1,588 1,380 880
4 X S def} 8808 6,394 5,000 2858 4,403 19,808 405 405 676 676 182 182
5 X HH dnt 8,808 6,394 5,000 2,000 6118 21,320 398 395 1,158 659 888 185
€ - X N J 8,808 6,394 5000 2,000 6,118 21,3820 G690 690 1,651 1,154 955 455
T X X o J 7,236 7,068 5000 2000 8,118 20,422 §56 556 1,428 926 730 28
8 - . § dnf 9,048 7,894 10,000 0 7,643 24,585 868 £86 1,144 1,114 617 617
9 . +  HH dnf 9,048 7,894 10,000 3,272 11,507 28449 35655 1,310 2,824 2,188 2,583 1,705
10 - J  dnt 9,048 7,894 10,000 3,272 11,507 28448 3,837 1,701 3,853 2,836 2,958 2,140
11 - X §  dnf 7,608 4,884 10,000 4] 7,643 20,148 4 L 1 1 ¢ L
12 X HH gont 7,608 4,8%4 10,000 3,272 11,507 24,008 2,488 875 2.084 1,459 1,783 865
13 - X J J 7608 4,884 10,000 3,272 11,507 24008 2,648 1,035 2,543 1,726 1,848 1,030
14 X% X J J 2,568 6,972 10,000 3272 11,507 21,047 1,787 551 1,808 888 1,107 288
15 . . & adnfj 9,048 7,894 15000 0 11454 28,386 666 666 131 1,111 817 617
16 - - HH  dnt 3,048 7894 15000 2,362 14,783 31,785 4,058 1,694 2,824 2824 3,548 2,958
17 - . 4 &nf 9048 7,894 15000 2382 151S8 32,100 4813 2451 4,236 4,088 3,680 3,380
18 - b 4 &  dnf 8,524 3394 15000 0 11454 24,772 g 0 D Lt @ 14
19 X HH dnt 6,924 3384 15000 2382 14,783 25101 2,481 1082 1,740 1,720 2441 1,881
20 - X J | 6,924 33894 5000 2,362 15,158 25476 2,907 1448 2,580 %480 2824 1,734
21 X X J J 1388  S472 15000 2382 15,158 21,888 1,888 838 1,710 1,560 1,455 864

Notas: U the other adilt clairms tha childras for tax purposss, tha mother's taxabls Income Is set equal to 123 of her benufits {when benefits are taxed). Mowaever, when the other adull dous
not elaim them, all tax ralated to benefils s withheld from the mother's bancfits. Whsn the other adult files jointly with the mother, hisfher tax Jabiity squals twir combdned tax minus
the amourt withheld from the mother's bensfits--the incrarment in the other aduit's tax Hablilty from the chlldren’s shiare of benefils is subtracied from the BITC. Whern tio tax thres.
hold is the basis of the benefit claw back. the maxkmum banefit reduction Is 25% of tolal bunefls; when 125% of the poverty threshold is used, 100% of benefits can be clawed back.
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Curraotl taw Beducetion in Dispossable Income

L | Bumber Sanetite Benstite 25% Claw Back  25% CtawBack  23% Claw Baok RE% Stew Baok
§ of Taand Taxed ol AGI ¥ S0 3 of Attt o of AGH ¢ EITL + o AGE 4
no| Months Anrunl Food  Housing DClhposable  agire 5 EIT0 mot Total Sanslin ‘Total Bensfita  Totsl Baosfita- Tota! Beratits.
@ Warked Earnings  APDC Bubaldy inoome Haduoed Hoodhuomd « TR heanig - TasThrshid 25*PovThrahizt LISPovinobid
1 0 0 6,924 2,124 7.894 18,942 865 866 1,114 1111 817 817
2 ¢ 5,000 3,462 1,866 7.433 18,879 1,009 788 1.818 1,315 1,322 822
a B 5,000 2,884 2,132 7,608 18,740 859 788 1,81 1,281 1,287 Ty
4 16 5,000 3,124 2,064 7.534 18,840 8995 783 1,806 1,308 1,342 812
& 12 5,000 3,360 1,992 7,464 18,8034 1,029 797 1,829 1,329 1,335 838
8 tzwiorts | 5,000 - - - 6,118 wa - - - - -

7 B 13,0G0 3,462 1,082 5,833 21,964 3,253 1,194 2614 1,989 2,313 1,486
8 8 10,006 2,308 e85 8,278 21.074 2,832 1,080 2,392 1,767 2,081 1,873
] ¢ 13,0460 1,154 1,294 6,626 20,50 2.754 9848 2,268 1,643 1,868 1,150
10 12 10,000 8 1,808 8,872 20487 2,576 912 2,145 1,520 1,544 1,026
11 1w | 10,000 - - e 11.507 - o - — ) we
12 a 15,000 3482 1082 4,433 28,740 3,280 1,344 2,238 2,239 2,861 23N
13 8 15,000 2308 768 A8 249 2811 1,168 . 1,948 1,949 2671 2,080
14 1w 15,000 1,154 354 §,126 21,417 2,382 885 1,658 1,658 2.380 1,780
15 12 15,000 L 408 5472 20,885 2,926 882 1,470 1,476 2,192 1,804
16 wWeobnma i 15,000 - - - 14,783 - o - - - o

7 & 20,000 3,462 1,082 3,947 26,089 2578 1,271 2118 2118 3,828 3,488
18 - 20,000 2308 708 3,279 23,898 2,253 844 1,574 1,874 282 2,955
19 10 20,000 1,154 354 3,626 224 4,851 770 1,283 1,283 2,582 2865
20 12 20,000 ¢ & 3,472 21 S10 1.432 £98 293 883 2.1 2374
21 1woeans | 20,000 o - - 17,598 - - - - - -

Hotes: EITC fully impiemanted {o the 1806 lovals, Wark sxponse equnls 0% of eamings up to a cap of $83 per month, No ohlld care exponsas xre assurpd, The AFDC benafit
sssumes a $120 income dizragard, When no housing subsidy s avallable, the food stamp benefit calculation assimoes a $103.50 axcazs shoelwr cost dedustion, 50% of
the maximum, The housing subsidy banefit ealoulation assumes a 45th parcentila FMR of $819 par month for Naw York, When the tax thrashald is the basis of the benefit
claw back, the madmum banafit reduction oquals 265% of total benefits; when 125% percent of the pavarty threshotd is used, 100% of benafita sarn ba slawaed back,

NY_CLWBK
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EITC X ]
01/21/94 DISPQBABLE INCOME, FAMILY OF QNE PERSON, JULY 1993 Chid Supp -
WG ECL Y &
09:02 PM Col, A 881 X
Food Sta X
Housing S -
Annual Earnings 1993 1993 Taxable Federal Annual Annual Annual
from O Hours Poverty Tax Incame Income Housing S8t Food  Disposable
Work per Week Threshold  Threshold  _[Singlel Tax Subsidy  Jan-93 Stamps Income
States {34.25/How) Bnfts taxd [ Off] Single-Ll FY'94
Califomia 0 8816 §,850 4940 74 0 7,440 0 7.367
0 8,816 6,950 7,054 1,058 6564 7,440 0 12,946

50888ID! 21-Jan-94
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EITC X
01721794 DISFOSABLE INCOME, FAMILY OF . TWO PERSO‘N& JULY 1993 £hld Supp -
09:07 PM — Col.A |88 X
Food Bia 4
Housing S
Annual Eamings 1993 1993 Taxable Federal Anmal Annual Annual
from O Hours Povaerty Tax tncome Incoms Housing 581 Food  Disposable
Work par Week Thrashold  Threshold  [niFid TJax Subsidy GJul-93 Stamps incoms
States ($4.25/Hour} Brifts taxd [Ot]  B.Persons- FY'94
California 0 ) 9,182 12,300 1,380 207 O 13680 & 13,473
0 8,192 12,300 7,644 1,147 6,264 13,680 0 18,797
5088581

2i~jan-84
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*Famy" is defined foinchude refated sublamifies as part of the primary tamsly, A famdy may include more thun one tax vall,
Cididren aro defined as pirsons under age 18 who are not the head or spuuss of o primeary family or an uncelalied subtomily.

incemg for pereent-shpoverty s cash aiter ludatal income tax and FICA tax plus the vash value of Food Stamps and housing subsidly.

FamiBes with negalive ned income are nul shown separatgly Bt are included in the wiels.

botas:
a, Transler program simwlations usy 1991 program rdes. The ENTC caicudation uses 1895 qules,
b, TRINZ estimates may ditler from aciual piogram data,
. 881 bepalits to childeon nndar age 15, and benefits to the Instiutionalized, are not capiured.

2577 & prrei

TABLE B, REVIBED
NUMBE# OF FAMILIES RECEIVING TRANSFER PAYMENTS AND AVERAGE BENEFIT, BY POVERTY {EVEL
Al doliar amounis ars In 1594 dollars
iy n— 1 o A I N O 5.2 . "L 1. SN 5 .- M3 I e WU ERS A -1

Ho, of familins, onrst, indiv, dhow) 212 7900 2,787 13 m 13,518 63 985 104,667 T7504 T4.0%
Ho. o chilgian under 18 (thou 1,154 e 3 2,743 11,785 $Ha0G 335689 56,827 43 861 55.5%
Number of tamndies recalving AFOC {thou} 248 1,948 838 1,849 585 485 5,449 1061 19.5%
Paccent of taniles rovsiving AFDC 1.5% 249% 14.3% ¥2.5% 4.2% 05% 5.2% 1.4% v
Kvarage annudd beneli $2.707 4842 $3.80¢ 53,644 $12683 %2516 $3.918 $2980 -
ol annugf benefit {mili} 1:5Y) $9,532 $2.044 $6.008 1842 $1288 $21355% $3.140 .147%
Numbor of famiies receiving S51 fthou.; < 20 1,287 275 1,206 683 700 4,183 1483 38.0%
Parcont of tumilias recuiving §81 8.5% 18.4% 4.9% B8.1% £.1% 1.1% 4 % 1.8% e
Average annusd banefi $3.152 £3 531 4,338 $d4.045 34738 $4.318 $4,058 $4.528 ” n
Total anawal benefit Jaill.} 82  $4580 8,198 $4 843 $3238  $3.08 $16976% $8286 3sow i
Numbar of famliss reseiving Food Stargs (thow)) 1,083 3,654 1,223 4,247 1,386 857 12252 203 1e4%
Percent of tamiflas raceiving Food Stamps 33.6% Ha% 438% A% 10.0% 1.0% 11.7% 5% e
Avarage annual benef! $1.764 $2313 $2,02¢ $4,809 $842 $440 $1,558 581 -
Total annuat bonef® {rdi.) $1,487 $9,451 82,470 55,045 $1.403 $248 $20,314 % 51397 6.8%
Number of tamiios reneiving housing subsidy 8hou) 3 359 34§ 1520 1,221 ag7 4,238 518 asow
Parcen! of famifies recoiving housiyg subsidy &,1% 4.5% 12.4% §4.5% £.0% L.6% 4 0% 24% -
Avarsge annal bonefl $384 £5.44% 510 $4,138 $3518 $2.641 $4,127 33,602 "
Totad annugd benefit {mil} # §1,088 $1.745 37,845 $4787 1,044 $17492 % 85831 333%
Humber of Jamilies recsiving EITC (thou) 865 320 1513 9251 3429 353 17.599 §455  ans5%
Parsent of famikes racebing E(TC Z27.6% 40.6% 47.1% 35.7% 25.9% 55% 15.8% 9.0% -
Aworage annial BITC 333 $51% $1.274 51,486 $i080 %6381 $1,057 $odg .
Totat panust EITC {nill} 3292 $2.997 $1.672 $7.803 $345¢  §2.406 $18.502% $529¢ 1%
Tolai transTor Donefits: AFDC S8LFS housing (mitl) $2,530 324500 $7,455% $24.778 $10068 { £5852 $16,198 | 518820  21.3%

4 Totad Yansier bonefits gdus EYIC (ndll) 25 §21.457 8120 $i2.580 $14.459 1 $8,087 #4594, 740 i %12.51% 23 8%

Sotree: The Urban Institute's TRIMZ Maode! N b

Definjdons: $68 .f P B 59

oy (12=)
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X TABLE 1
AGGREGATE EFFECTS OF TAXING TRANSFER PAYMENTS:
EITC CALCULATED USING NEW AGH DEFINITION

All dollar amounts are in 1994 doliars,

Baseting Afernative 1AZ; | Altemnative IB2:
Tax 881 AFDC | Tax 881, AFDC,
£3, housing subs.

Number of famifies & unrelated indiv. {mill.) 104.7 104,7 1047

Murmber of chilthren under 18 {mill) £6.9 86,8 66.9

Federal income 1ax liability
Total tax liability ($hitl.) $438.5 $436.4
Changa frorm basetline ($bill.} $0.8
Percent change from baseling 02%

Adjusted Grass Incoms )
Total AGH {§bill) $3.673.3 $3.711.7 $3,7494
Change from baseline (Sbill} $38.3 $76.1
Percent change from baseling 1.0% 2.3%

Federal incoms tax returns .

# of non-$0 tax returns {thou,) ? 83,762 100,542 101,483
Change from baseline {thou.} 880 1,721
# of retumns with pasitive tax {thou}* 85,088 85 880 B7.403
Change &om basaline {thou} agz 235

Poverty Counts, using after-1ax incoms

phis Food Stamps and housing subsidies
Families {mill) 12.4 12.4 128
Percent of families 11.8% 11.8% 12.0%
Chitdren (mill.} 9.7 9.7 109
Percent of children 14.4% 14.5% 15.0%

Povaity Gap, using after-tax income

plus Food Stamns and housing subsidgies
Size of gap {$bil} 426 42.6 42.9
Percent thangs from baseling 0.1% 0.7%

Source: The Urban Institute’s TRIMZ Model

Definitions;

“Family” is defiped 19 include rminted mbfamilies ax past of ihe primary family.

A famity msy inclnde more than one 12X DAt

fncome for the poverty coloxdation I8 cash income, ploys the value of Food Stamps and honsing subsidy,

afier {federmi payroli and income tax

The poverty gap it the amount of money necessary 1o bring all families and unsélated individuals up 1o the poveriy threshold,
where poverly is based on after-tax cash incotae plus the eash value of Food Stamys and housing subsidiss.
Childran are defined us parsons uader age 18 wheo are oot ihe hisadd of sponse of & primary funily of 5 aarclated sublamily.

Notes:

a. Fhase bascling sutimates differ slightly from those i the 10414 memo doe to dight technical differences: in pamiculas,
these figures use ihs weight of the family head, whils tables in the 10714 mems use the weighu of the head of the tax unit.
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TABLE 4

TAXING TRANSFER PAYMENTS: EFFECTS ON TAX LIABILITY BY PERCENT OF POVERTY,
POVERTY BASED ON AFTER-TAX CASH INCOME PLUS THE CASH VALLE OF FOOD STAMPS AND HOUSEMG SUBSIDIES
E(TC CALCULATED USING NEW AGI DEFINITION

All dollar amounits ara In 1994 dollars

< B{rL 50-84%  95-106%,  106- 149% 150-199% 200% * Al
No. of familles, unrel. indiv, B} 3132 7,900 3 R b x| 13,518 63,986 104,667
Ho. of chitdren under 18 {thow.) 3,194 1,318 2,743 11,765 10,300 33,561 a682?
Baseline
Mumber of renens with positive tax (o} 73 45 ba7 4,428 8816 70755 A5 88
Tots ax Gability {(mitl) ($289) [32.800) (81,4800  ($3,751) %8504 $437.311 | $428,456
Aweragn tax fability per favlly 8582 {$354) (4530 {$284) $703 $5.834 $4.100
Tax Sabiity as % of total tamlly Incame H.8% 5 3% 5.5% B A% 34% 125% 10.9%
Aftecnative IA2: Tax 881 pnd AFDG
Nurrber of returos with positiv