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WELFARE REFORM PROPOSALS

MONDAY, APRIL 17, 1978
U.S. SENATE,

SUBCOMMITTEE ON PUBLIC ASSISTANCE
or THE CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:04 a.m., in room
2221, Dirksen Senate Office Building, Senator Daniel Patrick Moyni-
han (chairman of the subcommittee) presiding.

Present : Senators Moynihan, Long, Danforth, Curtis, and Hansen.

[The committee press release announcing these hearings follows:]

FINANCE SUBCOMMITTEE ON PUBLIC ASBISTANCE ANNOUNCES HEARINGS ON
WELFARE REFORM PROPOSALS

Hon. Danlel Patrick Moynihan (D., N.Y.), Chairman of the Subcommittee on
Public Assistance of the Finance Committee, announced that public hearings will
be held on S. 2084 and other welfare reform proposals in late April and early
May, 1978. Six days of hearings are now contemplated : April 17, 18, 25 and 26,
and May 1 and 2. The hearings will begin at 10 a.in. each day and will be held in
Room 2221, Dirksen Senate Office Building.

Senator Moynihan stated: “In early February, the Subcommittee held two in-
formative days of hearings at which Secretary Califano, Secretary Marshall,
Assistant Agriculture Secretary Foreman, and Census Director Plotkin explained
the Administration’s proposed ‘Better Jobs and Income Program.’

“After a meeting Friday with President Carter and key Administration and
Congressional leaders in the field of welfare reform, we have decided to proceed
expeditiously to public hearings in the Senate. While the Senate's ability to
move toward enactment of a comprehensive welfare reform plan in 1978 neces-
sarily depends greatly on when we receive a bill from the House of Representa-
tives, where such legislation must originate, it is nevertheless appropriate for
us to proceed with such essential prior steps as public hearings. The six days of
hearings announced today will afford an opportunity for public witnesses to
share with us their views on S, 2084—the Administration bill-——and other pro-
posals that deserve consideration.

“My confidence in the (ongress' determination to reform our irrational public
assistance system is undiminished. I have discussed this with Senator Long, with
Ways and Means Chairman Al Ullman, and with my good friend Representative
James C. Corman, whose distinguished chairmanship of the House Special Sub-
committee on Welfare Reform has provided inspiration, impetus and momentum
to this important endeavor. My conversations with the President and other execu-
tive branch officials indicate clearly that their commitment also remains very
high and their determination firm.”

Witnesses who desire to testify at the hearing should submit a written request
to Michael Stern, Staff Director, Comnmittee on Finance, Room 2227 Dirksen
Senate Office Building, Washington, D.C. 20510, by no later than the close of
business on Wednesday, April 5, 1978.

Conanlidated Testimony.—Senator Moynihan also stated that the Subcommit-
tee urges all witnesses who have a common position or with the same general in-
terest to consolidate their testimony and desigrate a single spokesman to present
their common viewpoint orally to the Subcommitlee. This procedure will enable

(567)
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{he Subcommittee to receive a wider expression of views than it might otherwise
cbtain, The Chairman urged very strongly that all witnesses exert a maximum
effort to consolidate and coordinate their statements.

Lcgislative Reorganization Act.—Senator Moynihan stated that the Legislative
Reorganization Act of 1048, ns amended, requires all witnesses appearing before
the Committees of Congress “to file In advance written statements of thelr pro-
posed testimony, and to limit thelr oral presentations to brief summarles of
their argument,” - -

Witnesses scheduled to testify must comply with the following rules:

(1) A copy of the statement must be filed by the close of business two days
before the day the witness {s scheduled to testify.

(2) All witnesses must include with their written statement a summary
of the principal polnts included in the statement.

(3) The written statements must be typed on letter-size paper (not legal
slze) and at least 75 copies must be submitted by the close of business the
day before the witness is scheduled to testify.

(4) Witnesees are not to read their written statements to the Committee,
but are to confine their ten-minute oral presentations to a summary of the
points included in the statement.

(5) Not more than ten minutes wilt be allowed for oral presentation.

Written Teatimony.—Senator Moynihan stated that the Subcommittee would
be pleased to receive written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion in
the record should be typewritten, not more than 25 double-spaced pages in length
and malled with 5 copies by May 12, 1978, to Michael Stern, Staff Director, Com-
mittee on Finance, Room 2227, Dirksen Senate Office Building, Washington, D.C.

Senator Moy~N1iaN. A very pleasant good morning to our guests
here and to our distinguished first witness. This is the second series
of hearings which the Subcommittee on Public Assistance has held
on the question of welfare reform. On February 7 and February 9,
we held two very useful days of hearings on the administration’s
program, which has been called the better jobs and income program.
We made very clear at the time that, of course, it was incumbent
upon the Senate to wait for House action on that program, but that
we felt it was useful to go ahead, to anticipate the questions that the
House would raise, and to learn more about them.

Subsequently, Chairman I.ong and 1 had occasion to meet with
the President, Chairman Ullman of the House Ways and Means
Committee, and Congressman Corman to discuss the current state of
welfare reform proposals. At that meeting it was agreed that the
Senate would proceed with hearings, at the same time that the House
was proceeding in order to facilitate action on welfare reform this
year. We agreed to the 6 days of hearings which now begin.

In the interval two things have happened, one not entirely encour-
aging. We read in the press yesterday morning that a White House
memorandum to the President concerning urban policy acknowledged
the “dim prospects,” as it was said, of the administration’s welfare
proposal. This seemed to me a little premature. This subject always
has dim prospects, but somehow it moves forward.

One of the brighter aspects is the second of the two developments,
which is that Senators Baker, Bellmon, Danforth, and Ribicoff have
come forward with a major proposal of their own, by way of an
alternative to the President’s program. It is a thoroughly construc-
~ tive, hopeful enterprise which reveals a great deal of careful thought.
We are very happy to open these hearings in which we will pay
particular attention to this new proposal.
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Senator Bellmon, we welcome you here this morning. I wonder if
before you speak, I might ask the chairman of our committee if he
has any thoughts on this matter.

Senator Lona. Thank you, no, Mr. Chairman. I prefer to hear
Senator Bellmon.

Senator Moy~inaN., Mr. Danforth is the sponsor with Senator
Bellmon of this bill, and I wonder if he would like to make an
opening statement.

Senator Daxrortii. Thank you very much, Mr. Chairman.

Our welfare system needs to be reformed. Deficiencies in the pres-
ent system are widely recognized. It discriminates against two-parent
families. It provides no assurance of a minimal income thet is ade-
quate. It overly consumes the resources of State and local govern-
ments. It discourages and, in some instances, penalizes work.

We have not always recognized or been willing to correct these
deficiencies. The chairman og this subcommittee, Senator Moynihan,
can attest to that. He was instrumental in the development of the
family assistance program in 1969. The concerns addressed by the
family assistance program appeared to many to involve major, radi-
cal departures from the past, but Senator Moynihan was a pioneer,
raising our collective consciousness and, as a result, a greater con-
sensus NOw exists.

Today, two bills are pending before this subcommittee : S. 2084, the
administration’s Welfare Reform bill, and S. 2777, a bill of which I
am a cosponsor, together with Senators Baker, Bellmon, Ribicoff,
Mark Hatfield, Stevens, and Young. Both bills address many of the
same concerns, concerns incidentally, which were also addressed by
family assistance.

Both bills establish a nationwide minimum benefit so, for the first
time, families can count on a basic level of grant, anywhere in the
country. Both bills reduce the discrimination against intact families
by mandating for the first time coverage of all families regardless of
the presence of both parents. Both bills increase work incentives
through an expanded earned income tax credit. And both bills pro-
vide substantial fiscal relief to State and local governments, enabling
tho§e governments to use their scarce resources to meet other pressing
needs.

I applaud the President for introducing legislation aimed at cor-
recting these problems. I support many of the objectives S. 2084 seeks
to accomplish. However, there are very real economic, philosophical,
and practical differences between the-bill of which I am a cosponsor
and the President’s.

First, there is the question of cost. The administration’s bill is
estimated to cost $18 billion in 1982. In contrast, our proposal costs
less than half that amount.

Second, the administration’s bill relies too heavily on the Federal
Government for solutions, both in the jobs ares, where it proposes to
expand vastly the number of ]i)ublic service jobs, and in the adminis-
trative side, where it contemplates supplanting State administration
with Federal administration.

. Our strength as & Nation comes from our diversity and from the
ingenuity of our private sector. We should retain the States as part-
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ners in our welfare system, as our proposal does. We should enlist
private employers in training and hiring our poor, as we propose.

Finally, the administration’s bill is too comprehensive. It wonld
lead us into new directions which are uncharted. Moreover, as a
comprehensive whole, it discourages piece-by-piece enactment. By
contrast, S. 2777 builds on the strengths of the ;l)resent system. It
corrects widely perceived problems without totally disrupting the
way our welfare s?'stem operates. Each of its reforms is relatively
discrete; thus, if a lack of consensus or the pressures of the legislative
calendar prevent the enactment of the entire bill, parts of it may be
added to other legislation.

For example, this year, we must consider new authorizations for
CETA, a major tax bill, and H.R. 7200, which is on the Senote
calendar. All of these bills are appropriate vehicles for parts of S.
2777, if the subcommittee and the fulﬁ) committee choose to proceed
in this manner.

Senator Moynihan has said, in discussing welfare reform, that in
politics a certain patience is demanded. I believe he is correct. Few
were ready for the reforms proposed in 1969. I am hopeful that time
has remedied that, that we are now able to proceed with a consensus
and enact the changes which the welfare system needs.

Thank you, Mr. Chairman,

Senator Mox~NinaN. Thank you, Mr. Danforth. That was a re-
markably good statement.

Senator Curtis has arrived. I wonder if you would like to say
something, sir. )

Senator Curtis. Thank you, Mr. Chairman. Mine is very brief be-
cause I am anxious to hear our distinguished colleague this morning.

I am pleased to see by the scheduled witness list that we are about
to embark upon a fairly wide-ranging examination of the President’s
welfare reform proposals. We have had testimony from the admin-
istration previously, and now it is time, I think, that we hear from
many of the outside witnesses who are concerned about the details of
this rather massive proposal.

In doing so, Mr. Chairman, I hope that we can focus our attention
on at least three things:

(A) What does the taxpayer expect when he calls for welfare
reform? In view, there are some rather serious departures from what,
in my judgment, the taxpayer expects and all of the so-called reform
proposals which have been made to date.

(B) What are the costs of each of the proposals? We have already
seen, according to CBO, that the President’s plan has been seriously
underestimated in its total probable cost.

(C) What kind of new loopholes, new quality control problems will
be created by any of the suggested new approaches? We have seen
by HEW’s own admission that they are misspending approximately
$7 billion of taxpayers’ funds annuallv. We must be attentive to any
new loopholes and anality control problems that would be posed by
the new proposals. Often, in our wish to have a new solution to an
old problem, we overlook the fact that new and more serious prob-
lems are being created.
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And we should not overlook, as well, Mr. Chairman, the fact that
what is being reviewed here today is one of the most massive pro-
posals for additional Government expenditures that this administra-
tion has made to date. Irrespective of whether or not the President
fulfills his earlier promise to have a balanced budget by 1981, we are
considering here legislation which would cost tens of billions of addi-
tional dollars to Government expenditures for income transfer. We
must scrutinize carefully both the goals and the details of such a pro-
posal, to determine if it 1s in the best interests of the American people.

Thank you.

Senator Moy~N1mAN. I thank Senator Curtis.

Senator Lone. Mr. Chairman, since we have had these two state-
ments, let me just add a word.

Senator Moy~N1uan, Certainly.

Senator Long. We are presently spending $300 billion a year on
social welfare programs. On the part that we call welfare itself, we
are spending $40 billion a year now. One of the statements I have
heard here suggested it is a shame we didn’t pass the family assist-
ance plan back in 1969. If we had passed that, we would be spending
at least another $50 billion a year by now, and we would have about
fo(lixr times the number of people on the welfare rolls as we have
today.

Now, just speaking as one Senator, it is my judgment that you
don’t need any more people of the welfare rolls. I think you have
got plenty the way it is now, I think the American people feel that
way. It is my impression that welfare reform to them would mean
putting some of those people to work, and there are a lot more of
them then you know about who, in fact, are working while they are
drawing money on welfare. That would be number two for welfare
reform—doing something about fraud and also, to recognize some of
the facts that haven’t been taken into account right now, that the
official poverty figures include a lot of people who as a practical
matter are not in poverty at all.

The American people as a whole are going to greatly appreciate
whatever we do in those areas a lot more than they do the theory of
paying somebody not to go to work. We are doing too much of that
already. That is the direction which I think the great majority of
people would think that welfare reform should go.

It might be the judgment of the Congress that we ought to pay a
great deal more money for welfare, but 1 would hope that in terms
of welfare reform, we should be thinking of putting more people to
work, making more constructive use of the money we spend, rather
than just adding more people to these rolls.

Senator Moy~NtHAN. Thank you, Mr. Chairman.

Now, if Senator Bellmon would be patient for one more moment,
I would like to read just a few lines from a letter that Senator
Ribicoff has been kind enough to send, to emphasize the point that
the proposal which Senator Bellmon and Senator Danforth supnort
is a bipartisan one. There are few persons in this Nation as familiar
with welfare reform as Senator Ribicof!.
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In his letter—which will be available to the press and which I
would like to make part of the record following my remarks—he
writes in a closing paragraph:

_ I belleve we can make progress this year. We can improve the administra-
tion of our programs and the lives of those who are dependent on them. I also
believe, however, that progress requires the support of members from all wings
of both political parties. Incremental reform can move us forward and can
improve the plight of the poor. I hope we do not let the “perfect become the
enemy of the good” in welfare reform.

(Senator Ribicoff’s letter follows:]
U.8. Sexarr,

COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, D.C., April 17, 1978.
Hon. D. PATRICK MOYNIHAN,
Chairman, Subcommittece on Public Assistance,
Committee on Finance,
U.8. Senate,
Washington, D.C.

DEAR PAT: I am sorry that I am out of Washington and cannot join you
today at the hearing on various welfare reform proposals. As you know, I have
long been concerned about the deficlencies in our current system of public as-
gistance. I commend you for holding these hearings.

As you know, I have joined with Senators Baker, Bellmon, and Danforth
in introducing 8. 2777. Senators Baker and Bellmon will describe our proposal
to you today. It is an incremental proposal. 8. 2777 bullds on existing pro-
grams and existing forms of administration. This legislation takes the AFDC
program and expands ft and sets some federal standards. I was Secretary of
HEW when AFDC-UF was first tried on an experimental basis. I believe the
time 18 now right for expansion nationwide. 8. 2777 retains state administra-
tion of welfare programs and state decision-making as to benefit levels. How-
ever, it does standardize the range of benefit levels and resource limits and
earned income disregards. Our legislation provides fiscal relief to hard-pressed
states and an incentive for states to take over local welfare costs—We propose
to expand the Earned Income Tax Credit and to use the private sector for
much of the employment effort.

You and I both know how hard it {8 to make progress in this area. I believe
we can make progress this year. We can improve the administration of our
programs and the lives of those who are dependent on them. I also believe,
however, that progress requires the support of members from &1l wings of both
political parties. Incremental reform can move us forward and can improve
the plight of our poor. I hope we do not let “the perfect be the enemy of the
good” in welfare reform.

Sincerely,
Ase Risicorr.

Senator Moy~ntHAN. That is a fine note on which to begin and,
Senator Bellmon, as a Senator and as a former Governor, we are very
pleased to have you here, sir.

STATEMENT OF HON. HENRY BELLMON, A SENATOR FROM THE
STATE OF OKLAHOMA, ACCOMPANIED BY ROBERT FULTON

Senator BeLryon. Thank you, Mr. Chairman.

I am very pleased to be here and T would like to begin by con-
gratulating the committee for holding this series of hearings on what
has to be one of the most important matters facing the Congress at
this time. :

As the chairman has indicated, my personal experience with and
knowledge of welfare issues grew out of the experience I had as
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Governor of Oklahoma back several years ago, but clearly, I can’t
match the members of the committee in this area. I am sure the com-
mittee will be able to greatly improve upon the bill which my col-
leagues and I are offering and I want to say we look forward to
working with the committee in making these changes. )

Mr. éhairmnn, before I begin my testimony, I would like to ask
consent for Bob Fulton to be here at the table with me. He is a
Txemlt))ei‘l‘ of my staff and has done an enormous amount of work on
this bill. .

Senator Moy~NiHAN. We welcome Mr, Fulton.

Senator BrLLmon. Also working with Mr. Fulton has been Mr.
Nicholas Norton, Mr. Rob Mosbacher of Senator Baker’s staff,
Susan Irving of Senator Ribicoff’s staff, and Nancy Altman and
Allen Moore of Senator Danforth’s staff. We have had also the full
cooperation of the CBO and the Congressional Research Service in

roviding the necessary analyses and cost estimates. This bill that is
fore you today is truly a joint effort by a great many people who
have worked hard in getting 1t together.

There is no question that there are significant problems with the
welfare system in our country. There are inequities in current wel-
fare benefits. There is poor management in some aspects of the pro-
%rams. On that point, I would like to congratulate the Finance

ommittee for the quality control and Child Support Enforcement
amendments that you have passed in recent years. These have cer-
tainly helped to tighten up tﬁe welfare programs, and we are hoping
to build on those in this bill.

Also—and I think this is the major problem—there is insufficient
priority placed on work as an alternative to welfare, and this is one
of the principal thrusts of this bill. I commend President Carter for
giving welfare reform top priority for congressional consideration
this year. It is my personal belief, however, that in presenting the
administration’s welfare proposals, President Carter and Secretary
Califano have overstated the difficulty in dealing with the problems
which exist. In many of our States, including my own State of Okla-
homa, we have effective administration and " humanitarian respon-
siveness to the problems of low-income people.

As you know, Mr. Chairman, administration of the AFDC program
has improved dramatically since the initiation of the Federal-State
guality control program back in 1973. In the first half of 1977, the

ollar loss due to payments to ineligible people and overpayments
averaged about 8.8 percent throughout the country. This represents
an almost 50 percent reduction from the error rates back in 1973 and
while it is still too high, I think we should take note of the fact that
we have moved in the right direction.

Moreover, Mr. Chairman, in the first half of 1977, 12 States
achieved a better quality control record in the administration of
AFDC than did the Social Security Administration in administering
the much simpler supplementary security income program.

I do not think we can assume better management will come faster
if we federalize AFDC and food stamps, as compared to the progress
t}&at;t can be made through a continued Federal-State partnership
effort.

32-92350-70-2
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I would also like to point out that welfare costs are no longer
running away. Both AFDC and food stamp enrollments have been
dropping in recent months, as the economy has improved and as
State management improvements were installed. As a member of the
Budget Committee, I have become acutely aware that growth pres-
sures in AFDC, food stamps, and SSI, all of which the President

roposes to consolidate, are far less today than they are in medicare,

ousing, and even in social security, which are all federally admin-
istered, or in medicaid, which is not dealt with by the President’s
proposal.

Having said this, I reiterate my personal conviction that welfare
improvements are needed. I believe S. 2777 offers a workable, bal-
anced plan for achieving the needed improvements. S. 2777, the wel-
fare reform plan which was introduced on March 22 by Senators
Baker, Ribicoff, Danforth, Mark Hatfield, Stevens, Young, and
myself, provides Congress with the opportunity to pass significant
legislation this year to remedy major problems in the Nation’s wel-
fare system.

S. 2777 builds on the strengths and corrects the weaknesses of the
present welfare programs. It can be implemented at reasonable cost.
It avoids the risks of untested social, economic, and administrative
concepts in the Carter welfare reform plan. It strikes a balance be-
tween support for those in need and work opportunities for those
who are able to work that is in tune with both the commonsense and
the compassion of the American people.

The American people, Mr. Chairman, are compassionate. Poll after
poll has shown that they want to help members of society who are
unable to sustain themselves at a decent level of living. But at the
same time, the public demands certain things of its elected officials
and of the people who receive support under welfare-type programs.
It demands that the programs be run well. It should demand that.
The public demands that cheaters not be permitted to receive benefits
of public assistance programs that are intended for people with
legitimate needs. The public is correct in demanding that fraud be
eliminated and that there be administrative efficiency and effective-
ness in our public assistance programs. The public is right in believ-
ing that those members of society -who can work to support them-
selves and their families should do so.

In his new book on welfare, Martin Anderson of Stanford Uni-
versity states, and I quote:

Practical welfare reform demands that we build on what we have. The
American peonte want welfare reform that ensures adequate help to those who
need it, eliminates fraud. minimizes costs to the taxpayers, and requires
people to support themselves if they can do so.

S. 2777 is aimed precisely at these objectives.

Let me now summarize the major provisions of S. 2777.

Mr. Chairman, T am skipping through my statement in the interest
of time. I would ask unanimous consent that the whole statement be
included in the record.

Senator Moy~rHAN. Certainly.

Senator Berrmon. T am going to focus primarily on the welfare
changes, as Senator Baker, who is here with me at the witness table,
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will cover the employment and tax provisions of our bill. I want to
stress, however, that we sec our proposals as an integrated set of
changes.

Our support for in:f)rovements in the cash assistance and food
stamp programs is tied directly to our conviction that work oppor-
tunities for welfare recipients can and must be enhanced. o

Mr. Chairman, there are two things that this bill is not. This is
not a guaranteed income plan. Also, it is not a guaranteed job plan.
In my judgment, guaranteeing income would make welfare recip-
ients out of millions of Americans who are now making their own
way, and guaranteeing jobs would be exorbitantly expensive.

These are the fundamental differences between this bill and
President Carter’s proposal.

Our bill proposes the following major changes in existing pro-

rams.
£ First: The allocation of costs of AFDC.

Senator Curris. Pardon me, Mr. Chairman.

I wonder, Senator, when you skip, if you can tell us where you
are reading.

Senator BeLryon. OK. I am at the top of page 6.

Senator Curtis. I see. Thank you.

Senator Berrmon. S. 2777 would increase the Federal matching
rate for AFDC program costs through a three-step sequence begin-
ning in fiscal year 1980 and ending in fiscal year 1982, so that in
fiscal year 1982 and thereafter, all States would have a Federal
matching rate of between 80 and 90 percent, unless they elected to
retain either local administration or local funding of part of their
AFDC program and unless they failed to achieve dollar loss error
rates of 4 percent or less. If tzey failed both tests, their Federal
matching rate would still be at least 65 percent. This compares with
present matching rates of between 50 Fercent and 78 percent.

This increase in matching rates would be achieved by starting with
the present so-called medicaid matching rate, which is one of the two
ways of calculating AFDC matching rates, and adjusting the Fed-
«;gﬁngShare upward in three equal steps in fiscal years 1980, 1981, and

This is probably a good point, Mr. Chairman, to mention an aspect
of S. 2777 that relates both to the distribution of costs between the
Federal Government and the States and the question of benefit levels
which T will discuss a little later. I am referring to the fact that S.
2777 would restrict Federal matching of AFDC costs to that portion
of the State’s cash benefits which, when combined with food stamps,
did not provide income greater than 100 percent of the official poverty
line for a family with no other income.

States would be free to pay higher benefits if they choose, but if
they do choose to do so, they would be fully responsible for the
portion of benefits which exceeds 100 percent of the poverty line.

Mr. Chairman, I have appended to my testimony a table which
shows the way the increased matching share would work for States
in particular situations. This is attachment 1. I would be glad to -
discuss this table with you if you have any questions regarding it.
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I have also a g‘ended to my testimony a State-by-State table show-
ing projected K DC costs in fiscal year 1982 and the effects of S.
2777 on the sharing of those costs between the States and the Federal
Government. This is attachment 2. )

I would like to point out, Mr. Chairman, that S. 2777 would shift
from the State and local governments to the Federal Government
about $3 billion annually in AFDC costs by 1982. This represents a
shift of costs; it is not an increase. Our bill provides only $400 million
less fiscal relief in fiscal year 1982 than the Carter welfare reform
proposal and $800 million more fiscal relief than the Corman sub-
committee’s revision of the Carter plan, according to estimates pre-
pared by the Congressional Budget Office. This is despite the fact
that our bill would cost $10 billion less per year than the Carter plan.

Significantly, S. 2777 would require the States to provide AFDC
support to two-parent families beginning in 1981. I think this is an
absolute must. This is one of the major AFDC improvements States
would be required to make in return for the higher Federal matching
rate. This means that the 23 States whose AFDC programs do not
now cover two-parent families, in which at least one of the parents
is able-bodied, would be required to cover such families when their
income and resources otherwise qualify them for assistance.

Senator Curris. Mr. Chairman, may I ask a question here.

What you mean is childless couples?

Senator Berumon. No, couples with children. The present AFDC
program in many States operates in such a way that if a working
parent Joses a job and the family is destitute, in order for that family
to qualify for AFDC payments, the parent has to leave home, and
this has broken up a lot of families. I think it is a national disgrace.

Senator Curtis. What is your definition of a two-parent family?

. Senator BevLmon. It is a family where both parents live in the
ome,

Now, skipping down to the bottom of page 8. The provisions of
S. 2777 on coverage of two-parent families would provide equal treat-
ment of single-parent and two-parent families in low-benefit States.
In high-benefit States, there would still be differential treatment for
the two-parent families, but the cutoff of eligibility for benefits would
be at a more adequate income level and thus far more equitable than
the present rules.

In order to keep the expansion of welfare rolls to a minimum, the
increased coverage of two-parent families is coupled with strength-
ened work search requirements as a part of the WIN guidelines,
eligibility for job vouchers and tax credits which Senator Baker will
discuss, and finally, a last-resort, guaranteed job under the CETA
public services job program.

A third maior change to AFDC would be the establishment of
minimum standards for pavments. Under S. 2777, all States would
be required in fiscal year 1981 to pav AFDC recipients high enough
8o that, when food stamps are taken into consideration, eligible fam-
ilies would receive an income of at least 55 percent of the poverty
line. The minimum benefit would rise to 60 percent of the poverty
line in fiscal year 1982 and to 65 percent in fiscal year 1985,
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Tying the benefit standard to the poverty line would mean that in
future years the minimum benefit would be indexed so that it moves
up in proportion to the cost of living.

Now, skip over to the second paragraph on page 10. A table is
attached to my statement—this is attachment 3—showing how AFDC
and food stamp benefits would mesh in the various States in fiscal
year 1982, This table assumes continued growth in benefit levels in
accordance with historic patterns.

A fourth area in which 8. 2777 would change AFDC has to do
with the mix of funding and administrative responsibilities between
State and local governments. The bill would create a vez(’iy stron
incentive for States to relieve local governments of funding an
administrative responsibilities for AFDC programs.

Currently, 18 States have county-administered programs and in
11 States, counties and sometimes cities pay a substantial part of the
cost of AFDC. The final one-third increment of increased Federal
match, which would be available in fiscal year 1982 under S. 2777,
would be denied to States which had not by then taken over full
funding and administrative responsibilities from the local govern-
ment level. To me, that is a very strong incentive to get the States to
take over AFDC from the local governments.

We believe S. 2777 provides for sufficient additional Federal fund-
ing to enable all States to relieve local governments of these respon-
sibilities without net additional cost to the State level. This would
be a major step forward in reducing the complexity of the inter-
governmental relations involved in welfare programs, and would
remove from the local property tax the burden of financing AFDC.
This would, of course, enable local governments to deal more effec-
tively with many other needs.

Now, let’s skip over to the second paragraph on page 12. S. 2777
E.rl(_):ides for standardization of resource criteria for AFDC eligi-
ility.

Skip the rest of that page, to the second paragraph on page 13.
S. 2777 would continue the SSI program as a federally administered,
State-supplemented arrangement. Two major changes would be made
in the SSI program. First, the age level for SSI eligibility would be
reduced from the present 65 years to 64 years in 1980, 63 years in
1981, and 62 years in 1982. This proposal recognizes the diffienlt
financial problems many low-income people face in their sixties when
their employability is reduced. Many of the people who would be
helped by this change have neither families nor jobs. SSI eligibility
would provide them the opportunity to survive with dignity.

A second SSI change deals with the interactions between SSI and
food stamps. States would be given an option to cash out food stamps
for elderly and disabled persons who are eligible for SSI. States
would simply advise the Federal Government of their decision to
have the program cashed out, and the Federal Government would
add the benefit that would otherwise go through food stamps to SSI
checks paid to individuals living in those States.

8. 2777 proposes expansion and scaling by family size of the
earned income tax credit now in the law. Senator Baker will cover
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this issue more fully, Mr. Chairman, and I suggest we skip over to
the top of page 15.

S. 2777 agopts provisions included in Representative Ullman’s
welfare reform bill, H.R. 10711, providing for recoupment through
the income tax system, of AFDC and food stamp benefits paid to
families who have high earnings during part of the year.

Now, skip down to pilot tests on page 15. S. 2777 provides authori-
zation for testing more far-reaching reforms of public assistance and
social services programs. Speciﬁcnﬁy, the bill calls for pilot testing
of a Federalized consolidated cash assistance program similar to
that proposed by President Carter, a full State choice option advo-
cated by various people and a full cash-out of food stamps. In addi-
tion, the bill would provide for demonstration programs that would
involve one-stop shopping service centers responsible for serving
people participating in various public benefit programs.

S. 2777 incorporates the very important provisions on subsidized
adoptions and foster care included in H.R. 7200, now pending on the
Senate floor for action.

Now, the second paragraph on page 16. S. 2777 would replace the
present limited emergency assistance program associated with AFDC
with a more flexible block-grant of $150 million in Federal funds each
year. This money would be divided among the States in proportion
to the AFDC population, but it could be used to assist people who
do not receive AFDC, as well as those who do.

Now, at the bottom of page 16. My associates and I believe we have
presented the committee with o welfare reform plan that can be
supported by liberals and by conservatives in the Congress, by the
administration, and by the public. Qur plan builds on the strengths
of the present system, and T think that is the key point. The plan
doesn’t junk the present system; it builds on the strengths. It makes
major improvements where the most serious problems exist in the
present system. More importantly, it does not close the door to needed
changes in the future.

This plan would involve initial added cost to all levels of Govern-
ment of about $5 billion more than costs of the present programs.
Over a 5-year period, savings of about $2.3 billion will be realized
under this bill because of the movement of welfare recipients into
jobs, and over a 10-year period, these savings are expected to exceed
$26 billion.

The $5 billion initial cost compares without about an $18 billion
above present program costs for the Carter plan. as revised by the
Corman subcommittee in the House. Under S. 2777, States and local
governments will be relieved of $3 billion in costs which they pres-
ently bear. while the fiscal relief provided by the Carter-Corman
plan would total about $2.2 billion.

Most of the added costs of S. 2777 will be for the employment and
the earned income credit features of S. 2777. As T stated earlier,
looking ahead 10 vears, we estimate that S. 2777 will reduce cash
assistance and food stamp costs by at least $26 billion below what
they would be if current programs were simply continued. The last
attachments to my statement provides a table which projects future
costs of these programs, assuming S. 2777 resulted in a total of 1.5
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million people taking jobs over the next 10 years, instead of continu-
ing to be dependent on welfare.

In addition to the monetary saviags, great social gain will be
realized by making this large numbs: of Americans and their children
self-supporting. This bill should produce a significant break in the
troublesome welfare cycle which many Americans are caught up in.

S. 2777 takes a balanced, cost-effective approach to the work ques-
tion. It assumes that we both should and can assure that persons
receiving public assistance work in regular jobs whenever possible.
As Scnator Baker will explain, our plan provides vouchers and tax
credits and WIN improvements to facilitate movement of AFDC
recipients into regular jobs.

But we don’t stop there. We also change CETA eligibility rules
to assure that many of the existing subsidized public jobs go to
AFDC recipients, rather than to people who can obtain other em-
ployment far more easily.

S. 2777 will improve the equity of AFDC benefits within and be-
tween States and the adequacy of benefits in States which currently
pay very low benefits. Also, the serious inequities relating to two-

g\llient amilies will be largely eradicated by the enactment of this
ill.

Mr. Chairman, the Congressional Budget Office has done a real
service in fully and fairly analyzing the effects of Governmental
programs on the poverty problem of the country. You perhaps have
seen the study they made which shows that whereas the Census
Bureau doesn’t count food stamps and the benefits of housing pro-
grams as income, the CBO has taken them into account. We are
working up some material from that document, and I would like to
ask unanimous consent to submit for the record at a later time mate-
rial compiled by the CBO on the reduction in poverty as a result of
present programs and various welfare proposals.

Senator MoyN1HAN. Most assuredly.

Senator BeLumon. We just couldn’t get that ready for today.

[The following was subsequently supplied for the record:]

' U.S. SENATE,
Washington, D.C., August 21, 1978.
Hon. DARIEL PATRICK MOYNIHAN,

Committee on Finance, U.S, Senate,
Washington, D.C.

DEeAR Pat: During the April 17, 1978 hearing on welfare reform held by your
Subcommittee on Public Assistance, I promised to provide for the hearing record
Congressional Budget Office estimates of the impact of current Federal programs
in reducing poverty in this country. I further indicated that I would supply CBO
projections of the poverty population as it would be affected by various reform
proposals.

The following tables are enclosed :

(1) A table showing the numbers of poor in fiscal year 1978, before and after
Federal income transfer programs. Note particularly that CBO shows separately
the impact on the poverty numbers of soclal insurance, cash assistance and re.
lated in-kind transfers (food stamps, housing, etc.) and medical assistance
programs.

(2) CBO's projection of the effects on the numbers of poor in fiscal year 1982
of varfous welfare reform proposals.

I want to stress again that the estimates on the effects of 8.2777, shown on
the second table, do not reflect all componets of the bill as it was actually intro-
duced. We are confident the refined estimates on which CBO is now working will
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show that 8. 2777 would provide a significantly greater impact In reducing
poverty that {s shown by the enclosed table. I am also confident that the relative
“efficlency” of the bill in terms of the ratio between money spent and poverty re-
duction will look much better when we get the revised estimates.
Best personal regards.
HeNRY BELLMON.
Enclosure.

NUMBER AND PERCENT OF FAMILIES BELOW 100 PERCENT OF POVERTY UNDER ALTERNATIVE DEFINITIONS OF
INCOME IN FISCAL YEAR 1978

(Families in thousands 1)

Pre-tax Pre-tax Post-tax post-total transfer
Pre-tax, po:t-sociai post-welifare Pre-tax Income?
pre-transfer insurance transfer  post-medical
Income income income$ benefits i It
Number of families
&dow 33""""' 2),035 12, 048 8, €59 5,752 906 5,983
poverty............ . B )
Percent of all families. . . 25.3 1.5 10.4 6.9 8\0. 7 I

1 Families are defined to include unrelated individuals as 1 parson families.

s {ncludes food stamps, housing sssistance and other dical in-kind assist X

¥ Cotumn | exclud dicare and medicaid benefits recsived by families participating in thess programs; column I}
includes medicare and medicaid benefits.

Source: Congressional Budget Office.

FAMILIES IN POST-TAX, POST-TRANSFER POVERTY BY REGION OF THE COUNTRY UNDER ALTERNATIVE WELFARE
REFORM PROPOSALS: FISCAL YEAR 19821

Post-tax, post-transfer income?

Special welfare

Currest Administration subcommittee Baker-Belimon Ulman
Category/region policy (H.R. 9030)3 (H.R. 10950)? S.2mme (HR10711) 8
7,055 4,919 5,045 6,085 5,681
2,941 2,183 2,290 2,611 2,35
1,285 915 831 1,136 934
1,378 845 827 1,101 1,081
1,449 976 1,045 1,237 1,260
81 5.7 5.8 7.0 6.5
10.8 8.0 8.4 9.6 8.7
1.6 5.4 5.2 6.7 5.9
7.0 4.3 42 5.6 5.5
6.3 4.3 4.6 5.4 5.4

1 Figures may not add to totals becauss of rounding. All figures are for the nonisntitutionalized population in the 50
States and District of Columbis, . ) ‘ .

 Poverty I3 defined on the basis of post-tax and post-transfer incomae excluding medicare and medicaid benefits.

8 Estimates sssuma that States will w_p!em«n the basic Federal benefit up to the cash assistance and food stamp benefit
lwslsn:ixlstiu at the time of cash sssl implementation. Estimat no grandfathering and assumes a 1-yesr
accounting system,

‘.Baud'on preliminary sgcciﬁutiom of the propossl, estimates do not reflect the final bill as submitted to the Congress.
Estimate assumes partial State supplementation, but does not include any State ggq«ammu oxpanditures. No pro-
visions for Federal hold-harmiess paymeats were included in the preliminary specifications.

¢ Estimates sssume no Stale supp tation of the basic Federal benefit and no grandfathering of curcent recipients.
The propossl includes no provisions for Federal hold-harmless paymaents,

Source: Congressional Budget Office.

Senator BerLymon. Finally, S. 2777 will keep decentralized admin-
istration in the AFDC and food stamp programs, rather than launch-
ing a major expansion of the Federal Government. What we are
saying is, we want the States to continue administering those

programs.
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Mr. Chairman, the hearings that you are holding during the next
3 weeks should help all of us to have a better perspective on the
overall welfare reform picture, as we consider these individual pieces
of legislation coming to the Senate floor.

S. 2777 offers Congress a constructive, workable welfare reform
plan. It is a package of changes that builds upon experiences gained
and avoids repeating the mistakes made in the past. I am confident
this plan contains the needed ingredients of meaningful welfare
reform, and I urge the committee to act as promptly as possible on
this highly significant matter.

Senator MoyN1maAN. Senator Bellmon, this has been an extraordi-
narily stimulating opening statement, and I know each of us will have
many questions to ask of you. Of course, you said at the outset that
you would deal with the income maintenance and fiscal relief aspects
of this rather comprehensive incremental program you have and
that Senator Baker would speak in particular to the question of
employment subjects.

enator Baker, it is an honor to have the distinguished Minority
Leader of the Senate before this heretofore obscure subcommittee.
We welcome you, sir, and ask you to proceed.

STATEMERT OF HON. HOWARD BAKER, A SENATOR FROM THE
STATE OF TENNESSEE

Senator Baxer. I am sure, Mr. Chairman, you will not think it a
disparagement of the prestige and obvious importance of the sub-
committee when I say I would rather be doing anything than talking
about the Panama Canal. [General laughter.]

Senator Curris. We can arrange to have questions go on so you
won’t have to pay any attention to it, until about Wednesday, if you
would prefer. FGeneral laughter.]

Senator Baxer. It has taken us longer to debate it than it did to

dig it.

i{r. Chairman and members of the committee, it is my distinct
pleasure to join my friend and colleague, Senator Henry Bellmon,
in testifying on S. 2777, the Job Opportunities and Family Security
Act of 1978.

And may I express my special appreciation to the chairman of the
subcommittee for this opportunity to testify and for his willingness
to hold these hearings promptly on the several and various welfare
reform alternatives, in an effort to fashion legislation which would
have some opportunity of passage this legislative year.

As Senator Bellmon mentioned, we are fortunate to have as our
prime cosponsors Senator Ribicoff, Senator Danforth, both of whom
are members of this distinguished committee. Both were not only
helpful, but their input was essential to the drafting and publication
of this proposed legislation.

Before I describe the jobs and earned income tax credit portions
of S. 2777, T would like to comment briefly on the matter of welfare
reform in general. Few, if any, problems have so perplexed the
country and the Congress as how to adequately and fairly provide for
the genuinely needy among us without encouraging dependence and
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discouraging work. The Job Opportunities and Family Security Act
will not solve that problem once and for all, but it will move us a
large step forward at a pace we should proceed at and at a cost we
can afford.

Too often the Congress has sought to effect reform of the present
welfare system but failed because the undertaking was too ambitious
or the proposals too complex. Although the cosponsors of S. 2777
may differ as to what constitutes the ideal welfare system, we share
the view that reform is essential and that it can be enacted this year
if we proceed with caution. That is what we propose to do.

No attempt to reform welfare can be made without devoting par-
ticular attention to the question of jobs and how to minimize the
period of dependence on cash assistance. It is like trying to make a
sandwich without any bread. Work is inseparable from welfare when

“weare dealing with able-bodied individuals; therefore, substantial
emphasis in our bill is given to putting people to work and using the
tax system to make employment more profitable in collecting welfare.
We would do so by proposing a combination of private and public
sector jobs.

In terms of priorities, we set private sector employment as the
primary and preferable objective. Public sector jobs clearly have
their place, but they are Band-Aids for the wounded, not cures for
the disease of structural unemployment. In other words, public sector
employment should constitute an absolute last resort.

When we talk about unemployment statistics and the welfare syn-
drome, we sometimes hide behind the numbers. A rate declines or a
curve expands, and we go from 7 million unemployed to 6,900,000.
The trouble with statistics of that sort is that it is people we are
talking about and not numbers and charts, individual human beings,
and the fact that there are millions of people on welfare and unem-
ployed does not for a solitary moment reduce the anguish of that
plight for each of those individuals.

With few exceptions, they prefer jobs to any sort of welfare bene-

fit, and they prefer meaningful jobs that will last. And that is why
we must look to the private sector, in my view and judgment, as the
only real and permanent solution to this continuing dilemma.
- ear, over 4 million jobs were created in the private sector, as
a result of the continuation of the present economic recovery. All of
our best efforts here in Washington simply can’t compare to the
capacity of the private sector to generate new jobs in an expanding
economy. However, even in an expanding economy, there are those
whom businesses are reluctant to employ for a variety of reasons. In
drafting the private sector jobs portion of our bill, we explored the
obstacles to employment of low-scale and low-wage employees.

The most frequently cited obstacles include the minimum wage,
social security taxes, poor work record or no work record, and the
location of the jobs vis-a-vis the jobseeker. In S. 2777 we attempt to
;i}(leal with many of those problems and provide a means to overcome

em.

. Our proposal would consist of two different private sector initia-
tives: a wage voucher system and an improved jobs creation tax
credit. Both programs would be targeted at AFDC recipients, per-
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sons unemployed more than 26 weeks, unemployed youth who have
graduated from secondary school or are over 18 years cld, and per-
sons who have completed CETA public job assignments and have
sought work for 30 days without success.

The first three categories of people must have undertaken an
unsuccessful job search for 90 days in order to become eligible for
either the voucher or the tax credit program.

The Governor of each State would be given the option of desig-
nating which State agency or agencies should administer the two
programs. Presumably the choice would be between the State welfare
agency and the State employment agency. There is also a question of
what role the local work incentive or WIN office would play in the
administration of the program.

Though we believe that it is important to leave the ultimate choice
up to t%e respective Governors, we are not certain that Governors
should be limited to designating a State agency or agencies. Rather,
we believe consideration should be given to amending the bill to
permit a Governor to contract with an outside organization, if he
concludes that it would do a better job of administering the program
than the established State line agencies. :

That recommendation is made so as not to preclude the use of
intermediary organizations which now exist in many cities in an
effort to bridge the gap between the private and public sectors and
to assist in the placement and training of the hard to employ.

In that regard, I commend to the committee’s attention a publica-
tion by the Committee for Economic Development entitled “Jobs for
the Hard-to-Employ.” It is an excellent work on both the obstacles
to private sector employment and some possible solutions.

The administering agency would be responsible first for certifyin
individual eligibility and providing the program applicant wit
proof of that certification.

The administering agency would maintain a permanent list of
employers who had expressed a willingness to participate in either
program. They cannot participate in both programs simultaneously
because of the administrative and accounting difficulties that would
result. Therefore, they must choose one program or the other. Assum-
ing that an individual was certified, the voucher program would
work this way:

Both private and nonprofit employers could participate in the
voucher program. If the administering agency determined that an
emplover was legitimate, and that he was not substituting voucher
eligibles for full-salary employees, the agency would send a voucher
eligible to the employer.

The employer may hire the eligible person for a job of not less
than 30 hours nor more than 40 hours per week. The individual must
be hired at the prevailing wage paid other employees in the same
firm performing the same functions.

At the end of each month, the employer would send a statement to
the administering agency stating the number of hours worked by
the emplovee. The agency would then send a voucher to the employer
eaual to $1 times the number of hours worked during that month.
The employer could cash the voucher at a regulated financial institu-
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tion, and the voucher would be redeemed by the U.S. Treasury. The
vouchers would continue for 1 year.

One of the most serious potential problems with a program like
this is the likelihood that an employer will substitute or displace
existing full salary employees in order to pick up voucher eligibles.
We attempt to deal with that problem first by providing that no
employer msg hire a voucher employee if within the past 60 days a
nonsubsidized salary employee paid a comparable wage was laid off
from that employment. We would require the employer to sign a
statement to that effect on the certification form.

However, if the employer rehires an equivalent number of non-
subsidized salary employees, he may also then hire voucher eligibles.
The difficulty exists in making the system as redtape free as possible
without encouraging windfalls or fraud on the part of the employers.
We encourage any suggestions on ways that might be accomplished,
including the imposition of sanctions against employers who abuse
the program.

The jobs creation tax credit program is similar in some respects to
the voucher, but different in others. As mentioned earlier, it is tar-
geted at precisely the same groups of people. Moreover, the employer
could claim a credit equal to $1 per hour of employment of an eligible
person.

The differences exist with respect to the ability of the employer to
participate. We would apply the same test as now exists in the jobs
creation tax credit enacted last year, which only permits employers to
claim a credit on wages paid to employees hired in excess of 102
percent of the firm’s employment base for the previous year. More-
over, no firm could claim more than $100,000 in employee tax credits
in any one year. And, finally, the tax credit would be 1 year in
duration.

Mr. Chairman, with your permission, I would omit reading the
balance of my statement on page 7, page 8, page 9, and through the
first paragraph on page 10. The material contained there is largely
historical and forms the basis for the balance of the statement, and
I ask unanimous consent that it may appear in the record as if
delivered.

Senator Moy~NraAN. Exactly so.

Senator Baker. I was encouraged to see the administration em-
brace a targeted tax credit for jobs as part of its comprehensive urban
policy. Although I have not reviewed the details of their proposal
closely, I would suggest that they bear the same considerations which
I have listed before this committee: the necessity to minimize paper-
work and the specter of government supervision or intrusion in the
affairs of businesses inclined to participate; the importance of ag-
gressive advertising at the local level so that the private sector is
fully aware of the existence of the incentives; proper targeting so
that the incentives enconrage the hiring of the hard to employ but
do not so restrict the eligibility of the program to those most stig-
matized in the employment context; and the propagation of n positive
attitude among the private sector not only about the efficacy of the
program, but also the significance of their contribution to solving one
of this Nation’s most serious problems.
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We chose to establish two private sector jobs programs rather than
just one for several reasons. First, the job creation tax credit concept
18 already in law, even though its success apparently has been limited
so far. We believe that by targeting it and advertising it effectively,
it can have a substantial 1mpact on unemployment. However, the tax
credit alone is not enough because there are some businesses or or-
ganizations which are not eligible to participate. Those include firms
which have not increased their employment over the previous year,
as well as organizations which dpa.y no taxes. For those reasons an
others, we felt that the tax credit effort should be complemented by
the creation of a wage voucher program.

As for the cost of the two private sector programs, the Congres-
sional- Budget Office estimates that by virtue of the people who
would be eligible and employed, we would actually save a small
amount of money overall. In other words, the savings that would
result from removing peog)le from the welfare rolls after 60 days of
full-time employment would more than equal the loss to the Treasury
from the cashing of vouchers or the claiming of tax credits.

That estimate is based upon certain assumptions given the Con-
gressional Budget Office. Specifically, we asked the CBO to assume
that 500,000 jobs were created under the wage voucher program,
300,000 of those jobs going to AFDC recipients. With that assump-
tion, they estimated that it would cost $1.04 billion in 1982. The
administrative costs of the voucher program were estimated to be
$144 million.

Offsetting those increased costs would be a reduction in AFDC
benefits of approximately $1.22 billion. Therefore, the net cost to the
Federal Government of the wage voucher program would be a sav-
ings of $4 million. The same sort of offset would occur with respect
to use of the tax credit. Unfortunately, the CBO is unable to esti-
mate what the probably utilization of either program would be by
the private sector.

Despite our heavy emphasis upon private sector employment,
public sector employment is also necessary to help those not absorbed
otherwise by the private sector. In that regard, our bill would work
within the context of the existing Comprehensive Employment and
Training Act, CETA. However, we would make certain changes in
CETA which we consider necessary to improve its efficiency and
better coordinate it with other public and private sector jobs pro-
grams,

Our bill only addresses a portion of CETA. It does not deal with
the general countercyclical issue, but only with the existence of public
service jobs for target recipients. The individuals targeted under
S. 2777 for a title VI public service job fall into two categories. The
first category and priority consists of an employable adult in any
AFDC-unemployed parent household who has searched unsuccess-
fully for a regular job for 90 days. As Senator Bellmon has men-
" tioned in his testimony just previous, it is essential to guarantee a
job to an adult in an intact family if we are going to require all
States to cover intact families under AFDC.

The second category of target recipients can be divided as follows:
50 percent to other AFDC recipients and 50 percent to other persons

1
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unemployed for 26 weeks or more, regardless of whether they are
receiving unemployment compensation.

Although our bill would maintain the present level of CETA
public service jobs through fiscal year 1979, it would reduce those
jobs to 500,000 for fiscal years 1980 and 1981. The bill would reduce
them further to 375,000 for fiscal year 1982 and 250,000 for fiscal
year 1983. However, no reduction would take place if the national
average unemployment rate exceeded 6 percent the previous year.

Our bill would also make certain improvements in the work in-
centive program. We would begin by giving Governors more control
over that program, including authority to designate the agency or
agencies to administer the program. We would add $200 million to
present WIN funding and convert it to an appropriated entitlement
to assure that the funds were not eliminated in the appropriation
process.

Now, Mr. Chairman, with your permission, I will skip the balance
of page 13 and through all except the last paragraph 14, with the
same unanimous consent request.

Senator Moy~NtHAN, Of course.

Senator BAKER. Another major element of any attempt to reform
welfare is aid to the working poor. If we want to encourage work
and encourage dependence, we must make work more profitable in
all instances. The earned income tax credit is the best means of
accomplishing that goal.

Under present law, the head of a family with children may claim
a credit on earned income of 100 percent up to $4,000 of income. A fter
earnings pass $4,000, the credit phases out at a 10-percent rate, which
means that for every additional $10 earned, $1 of the credit is lost.

Our bill would vastly enhance that credit by increasing it from
10 to 15 percent of earned income and permitting one to claim a full
15-percent credit up to the poverty line. In other words, a family
of four with earned income of $6,000 per year could claim a 15-
percent credit before the credit began to phase out.

The point at which the credit begins to phase out will vary by
family size and will increase as the various poverty lines increase.
However, we would phase out the EITC in this bill at a 20-percent
rate or $2 for every additional $10 of earned income.

One of the unique features of our approach to the earned income
tax credit is that we would pay the credit to the employee on an as
earned basis. through reverse withholding. In other words, if an em-
ployee is entitled to a 15-percent credit on his earned income and he
is paid $500 per month, his paycheck would consist of $500 plus $75
or 15 nercent of $500.

It is not necessary for an employee to have funds withheld by his
emplover in order to receive the credit. Rather, the employer simply
subtracts the credit from the total amount he owes the Treasury
Department. The advantages of returning the credit to the employee
in each paycheck rather than all at once appear obvions to me.

Other earned income tax credit provisions of S. 2777 include the
eliminntion of the 50-percent self-support test. the denial of the credit
for subsidized public service emplovment earnings, both WIN and
S;“%é, and the total disregard of EITC income for purposes of
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In conclusion, Mr. Chairman and members of the committee, we
propose incremental reform of the present welfare system. Our bill
would increase family stability, reduce the inconsistencies in the
eligibility criteria among the respective States, simplify and stream-
line the administration of welfare, provide necessary fiscal relief to
State and local governments, establish new incentives for the private
sector to hire the hard to employ, and make work more profitable
than welfave.

Most of these changes would build upon and improve the present
system. To the extent that we plow new ground, it it with respect to

rivate sector job creation, and I submit that trying new approaches
1s long overdue in that area.

As I mentioned before, people may differ as to what constitutes
the ideal welfare system in America, but they cannot dispute the
fact that the present system cries for reform. The question 1s: How
much reform is necessary and how much reform is possible? In my
judgment, a consensus in the Senate exists for the type of reform
proposed by my colleagues, Senators Bellmon, Ribicoff, Danforth,
and me. We must not let the opportunity that exists this year to
eﬁ‘ec}t‘ meaningful reform pass because we once again attempted too
much.

Thank you.

Senator Moyn1rtan. Senator Baker, that is extraordinarily stimu-
lating testimony. I am reminded of what must have been the occasion
when Thomas Jefferson explained to a group of congressional visi-
tors that the Louisiana Purchase was an incremental change in the
territory of the United States. It is marvelous, and it is so well stated.
I know that everyone wants to ask questions of you. Because that is
the case and because there are so many Senators here, I wonder if we
might keep ourselves as close to 5 minutes as we can the first time
around. And of course, we have questions for Senator Bellmon.

Unider the rules of the committee, the first question will be asked
by the first to arrive, who is, of course, the chairman of the commit-
tee who, more than any single person in this country, is responsible
for the earned income tax credit that you have described as so funda-
mental to the condition of the working force.

Senator Long.

Senator Long. Thank you very much, Mr. Chairman.

Let me congratulate both of you for adding some very constructive
thinking to what T believe will be, in the end, a long stride for the
better. My thought is that we should not try to decide these things
based on who is right but based on what is right. You have enough
suggestions here that we ought to be able to buy some of them, if not
all of them,

I, for one, am very pleased to see you recommending this reverse
withholding procedure for the earned income credit because that will
greatly simplify it and also assure the benefits to a lot of people who
presently should be getting it but are not getting it, and I find a lot
of appeal in that.

T would be curious to know what the two of you think about the
approach where you are able to provide somebody with not just one
job but a choice of two or three jobs where they could work. Do you
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think the person should be privileged to decline to take any one of
those jobs and still draw the welfare money {

Senator Baker. Mr. Chairman, speaking only for myself—because
I frankly haven’t discussed that possibility with my colleague, Sena-
tor Bellmon, or with the other cosponsors of this bill—I guess the
real question would be whether or not someone would take a vouchers
eligible job, for instance, in preference to a noneligible job, if he had
more than one choice. Offhand, I would say no. The certification
would have to be that no noneligible job was available to him before
he could claim the job vouchers eligible.

That is a matter that ought to be examined carefully, though,
because as we begin putting that sort of restriction on the job vouch-
ers program, we start building in the redtape and bureaucracy that
can stultify a program of this sort in pretty short order.

Senator BeLLmon. Mr. Chairman, we don’t change the requirement
that is presently in the law that the welfare recipient take a job if
it_isb offered. More than that, we require that they go actively seek
a job.

JSenator Iowna. It seems to me that where there is no father avail-
able to help support a family and a mother has three or more children,
maybe we ought to give the mother the option of just sitting there
and living on that welfare check, rather than doing anything to im-
prove the family income. But even in those cases, you could find some
things that people could do where they would make a modest contri-
bution to improving their own condition or the condition of the neigh-
borhood, if it was nothing more than just keeping the area clean in
front of their own home, where society would be a little better off
because they made a contribution rather than did absolutely nothing.

Do you feel that your program should be limited to the needy only,
or that we ought to have some guaranteed income for people who
prefer not to work, to bring them up to a certain level?

Senator BeLLmon. As I said in my statement, this is not & guaran-
teed income program.

Senator Lona. I was pleased to notice that you referred to a book
by Mr. Martin Anderson. This copy I am holding is not my book;
this is Chairman Moynihan’s copy. I recommended this book to him,
and he is looking at it.

It seems to me that the points that this man makes in that book
should all be carefully considered in connection with everyone’s state-
ment. I think what you have had to say in your statement should be
carlo;fully considered looking at all this; so should the points that he
makes.

This gentleman was down in the White House with Mr. Nixon, and
he was with Arthur Burns when they tried to work out the family
assistance plan and. as I think you know. Mr. Bellmon—apparently
vou have read this book—he and Arthur Burns pointed out what the
fatal defects were with the family assistance plan. Their advice was
not heeded, and so the family assistance plan was defeated in two
different Congresses, for failure to heed certain essential points,
basically that it is better to pay somebody to do something useful
than to pay them to do absolutely nothing.
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If T had to pick out the biggest fault with what the administration
is recommending to us in its plan it is this: They would start out
where a mother has merely one child and take the view that she need
not take a job even though you are able to offer her something that
she could do and you are willing to find somebody to look after the
child for her and offer her some little thing that is well within her
capabilities. T am not talking about backbreaking work. I am just
ta{kin about any little kind of thing she is able to do, if it is nothing
more than just patrolling the area around her own home to keep the
arca tidy and to keep her own house in good order and help report
any mischief that occurs in the neighborhood. :

The idea of saying you are going to put the family on welfare
when you can offer them a job that would let them hold their head
high, and make a decent contribution in return for what society is
doing for them, to me finds practically no appeal, and I would be
curious to know what your attitude is about that. '

Senator BrrLmox., Mr. Chairman, I agree entirely with what you
have just said. Along the line you are discussing, we have in Okla-
homa now a program which provides jobs for low-income people,
many of them on AFDC, to help older people stay in their own
homes and keep them out of nursing homes. This has a double-
barreled advantage. It gives the welfare recipient something mean-
ingful to do and, by keeping older people out of nursing homes, it
greater reduces the cost of that program to the Federal Treasury.

So T am entirely in accord with the policy that you have outlined,
and I believe our bill deals with it in that light.

Senator Baxger. Mr, Chairman, if I could add to that, I am in total
agreement with Senator Bellmon and, I think, with you. I think the
most explosive social issue in the United States is the simmering
resentment that the working population has against abuses of the
welfare system, so not only from the human standpoint—that is, our
requirement that we take care of those who cannot or at the moment
are not able to take care of themselves—not only in response to that
humane requirement, but also to promote the general social accept-
ance of that humane requirement, we need to have some sort of insti-
tutional effort to carn the right to those benefits.

As you say, in many cases, it simply is not possible for people to
work. In those cases, there sttould be special exceptions. But as I said
in my remarks, I don’t think there is a chance on earth of ever taking
care of the job needs and requirements in this country permanently
with public jobs. It has to be in reliance on the private sector.

So the -combination of requiring some effort and with dependence
on the Federal jobs, reduction in public jobs as the program takes
hold. recognizing our need and responsibility to be helpful with
public jobs only when the private sector has not is the general ra-
tionale for this program, '

Senator Loxa [presiding]. Senator Danforth.

Senator Daxrorrin In the short time I-have been in the Senate.1
have found that one of the reasons for offering alternative legislative
proposals is to simply offer alternative legislative proposals. Such
proposals furnish endless material for speeches, good things for
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editorial writers to consider and the like. But I wonder if you would
agree with me that the people who put together this proposal, and
the cosponsors of this proposal, are not talking about simply sur-
facing an alternative for the sake of speeches or for the sake of
editorial writers.

What we are doing here is to present serious proposals which we
think should become law and which we believe can become law.

Senator Baker. Senator Danforth, I couldn’t agree with you more.
You, as cosponsor of this bill, I am sure, share my view that we could
have saved ourselves a lot of grief in some quarters by simply ignor-
ing the question. I can recall certain editorial comments recently to
the effect that by introducing this bill, we unnecessarily stirred up
the whole issue which otherwise might not have gone anyplace. But
the point of the matter is, it needs to go someplace. There needs to
be welfare reform.

We need to relieve our dependence on the Central Government and
increase our reliance on the private sector. So it is not a question of
defeating an administration bill by inaction.-Our legislative respon-
sibility, in my view, is to propose something that will provide grist
for the debate mill and hopefully will produce a legislative result
this year.

I referred in my statement to the need for legislation this year,
and I really mean that. I am not of the Presideut’s party, and I don’t
aglgree with much of his proposal, but I also do not agree with those
who say that we should smother it with inactivity. I think this is an
area that required attention during the Nixon administration, the
Ford administration, and it does during the Carter administration.

It is our responsibility to propose, to urge, and to promote welfare
reform in an appropriate way and not to try to avoid action in that
respect. I have the bruises and scars to prove that; I mean that.

Senator BerLmox.-Mr. Chairman, T would like to call attention to
a scar I got over this legislation, to show that we are entirely serious
about it. During the debate on the farm bill, Senator Dole pointed
to me and the fact that T was a sponsor of this bill which he said
was going to cost $8 billion and yet T was opposing the effort to
help what he thought was needed to deal with an essential farm
problem. So we are serious about it. A lot of work has gone into it,
and T believe it should have and does have a good opportunity to
become law., '

Senator DaxrortH. Is it fair to say that from our standpoint, the
ideas in this bill are not carved in stone and that we wounld welcome
communications, meetings with the administration, with people who
favored the administration’s proposal, with a view toward working
out a welfare bill which could gain a broad consensus «in the
Congress? .

Senator Berryox. Senator, that is entirely the wav T look at the
legislation. As a matter of fact, next week—and T think it is at the
initiative of the Secretary of HEW. here will be a meeting of the
sponsors of the legislation and the isecretary, to see where we can
blend our ideas with his.

Senator Bager. If T could add to that, I noticed with great in-
terest a statement by Secretary Califano, I believe at the Senate
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Human Resources Committee, noting the introduction of this bill
and identifying certain similarities. Joe Califano omitted to point
out the differences, but he did point out the similarities. But I take
that to be a conciliatory gesture and that it underscores the idea, as
you put it, that we may cut, fit, and try until we find something
that has a high level of acceptance. )

Senator Daxrorr. And further, that we are not looking for
credit; we are looking for results. Is that a fair statement?

Senator Baxer. Not only a fair statement, but I think it has been
definitively proven already, since we have not received credit, and
all we can expect is results. '

Senator DanxrorTH. Could I follow this, Mr. Chairman, with just
one other question?

Senator Moy~imax. Yes.

Senator Danrorra. And if this package were enacted piecemeal—
and that could happen, and part of it could be enacted with H.R.
7200, part of it could be enacted in connection with any tax bill that
comes before us, the CETA authorization. If it were enacted piece-
meal, rather than in block, it might not be so sensational, as far as
pointing with pride at some future date, but it would accomplish
the same results. Again, it is the results that we are after.

Senator Baker. I think that is aimost an inevitable inference to
draw from the fact that we described this as an incremental a
proach; that is, we are considering changes by increments to the
several paris of the existing law. %’ersonally, I for one would be
perfectly happy to see us approach these improvements—as I think
they are—by separate and (fiﬁerent legislative paths. I have no par-
ticular illusions about this passing as a package, but I do think the
parts can be considered appropriately.

Senator BeLraon. It has been my experience in Government that
when we get good results, we get credits, and when the results are
bad, no matter how much excusing or explaining we do, we get noth-
ing but lumps. So I would rather have results and not worry about
the credits.

Senator Lona. Senator Curtis?

Senator Curris. Senator Bellmon, you have stated that this is not
a guaranteed income. I know that is your intention, and you are to
be commended for it. However, we have to view these social welfare
programs on the basis of what they are likely to develop into and
not just the purity of our intentions,

I am directing my question now to intact families. What categories
of intact families, if any, will not be guaranteed income up to the
poverty level ¢

Senator Brerr.yon. Let me begin by pointing out that this bill does
not extend welfare benefits to families that are headed by working
parents who have never been on welfare. That is one area, It would
not cover single individuals——

Senator Curris. No, no, that isn’t my question. My question is,
intact families, what ones of them will not be guaranteed an income
up to the poverty level ¢

Senator Brruymon, If they have never been on welfare, they won'’t
be guaranteed an income.
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Senator Curtis. You are not going to take on any new customers?

Senator Berrmoxn. The bill deals primarily with families that are
on welfare now that we are trying to get over onto jobs.

Senator Curtis. You mean if circumstances develop 6 months, 1
year, or 2 years after the enactment of this bill, nobody could get on?

Senator BeLryon. I am sorry, Senator. Would you state the ques-
tion again.

Senator Curris. Do you mean that if circumstances would be ad-
verse for some individual 1 year or 2 years from now, they couldn’t
get on the program?

Senator BerrymoN. They could get on the program if they were
out of a job and could not find another job. They would be eligible
for this. But as long as they are working and have not been on wel-
fare, they would not.

Senator Curms. All right, it won’t take care of people that work.
But T mean those others. What categories of intact families will not
be guaranteed an income up to the poverty level?

Senator Baker. Henry, if 1 coulrf interrupt just for a second, the
category that stands out.most vividly that would not be entitled to
these benefits is a case where the head of the family doesn’t look
for a job or refuses to accept a job. The dynamics of the whole bene-
fit system is based on the notion that you have to search for a job,
or you have to accept it if it is offered, and it makes acceptance far
more desirable by the employer, by reason on the job vouchers pro-
gram and the improved and enhanced Earned Income Tax Credit.

Senator Curris. I am not critical of your good intentions here, but
this committee and the Congress generally have struggled a long
time over this question of accepting a job that is offered and so on,
and it is such an intangible thing. If someone says, well, this is too
far away cr I have never done anything like that, or my back hurts,
or that he is just not very capable and he reports for work a couple
of days and his performance isn’t very good and he doesn’t adapt
at all and they let him go, you get into a whole area of things you
can’t prove.

So I want to know, if this bill is enacted, if it doesn’t one way or
another say to everybody, you will be guaranteed an income up to
the poverty level ?

Senator Baxer. T would add to what T have already said, Senator
Curtis. that this isn’t perfect, but it is better than what we have got.
There is a requirement that you go out and hunt work, or that you
take it, and there is also an added inducement for the employer to
give work, with the job vouchers or the tax credit.

So the answer to your question is, no, we are not providing a
guaranteed annual income for everyone, any more than the present
law does. We require that they go out and look for work, and we
make their successful prospect greater by this bill than it is under
the present law,

Senator Crrris. I am not quarreling with your intent at all. T am
quarreling with the very difficult problem of supporting people by a
far-removed Federal Government, and what it leads to. )

Mr. Baker. I want to commend you very much on your commit-
ment to the work program. It is very important. What T would like
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to see this committee do is eliminate any further revenue sharing
efforts in this bill, not try to relieve the States right now. Finan-
cially, they are in much better condition that the Federal Govern-
ment. Just postpone it and don’t put it in this bill.

I think expansion of welfare to new areas ought to not be included
in this bill. I don’t think we should have any provisions in it to in-
crease the Federal obligation. Let's reform first and prove our
worthiness. Let's deal with the work program. Let’s deal with a pro-
gram that would deal with ineligibles, let’s deal with administration. _

Now, I want to commend you further, Senator Baker. When we
had the minimum wage bill, you supported the amendment by Sena-
tor Stevenson that would have provided a differential for students,
and it is these young people where we have a great deal of it. You sup-
ported the Weicker amendment and the Domenici amendment. They"
all failed. I think that is very important.

Individuals who have never worked and have no experience, have
never punched a time clock, are not used to taking orders and direc-
tions, 1f they could get a job where they could earn something while
they learn, they would be happy to go up the ladder. That really
should be a part of our welfare reform, 1f we really want to put
people to work.

Another thought I would like to throw out. We give a tax deduc-
tion for interest payment not alone for business purposes, but for
anything. We do not look back of the tax return and say. was this
then wise or was it provident. If they paid interest, it is a deduction.
Admittedly, there are some abuses in it. but overall, it is a good
tl}iing. It has helped many people buy houses. It has done a lot of
things.

I have often felt that if we wanted to create jobs in this country,
if we would give a tax deduction—not a credit but a tax deduction—
for all wages paid, regardless of purpose. I think there are people
of middle class income that really need some work done arounc{’ their
house they can’t afford. I think there are older people who would
like to hire someone to drive their car now and then. I think that
there are many people that would hire work done around their places
to improve property, and people would sell paint and a lot of other
things. I believe that ought to be considered.

Now, I know the other argument. It will be said by those who
oppose it that you are subsidizing the wealthy, to give them a servant
or a chauffeur or something, or that they can cut down some dead
trees with the taxpayers’ subsidy. Well, that is not true any more
than in the interest deduction we are subsidizing every high pressure
salesman,

I really think that that would fit in with your idea. I don’t ask
anyvone to embrace it quickly, but I think it is worth consideration.

I have run over my time,

Senator Baker. Senator Curtis, I think it is worth considering
too. I frankly must say, I have never considered that, but I am happy
to consider it, and I am happy that this proposal has stimulated
other proposals of that sort that can be considered.

Mr. Chairman?

Senator Mor~N1uAN [presiding]. Senator Baker?
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Senator Bakker. I was about to say that with leave of the commit-
tee, I have another commitment that I need to keep. I wondered if
1 could be excused.

Senator Moyx1maN. Of course you may. Could I suggest that when
Thomas Jefferson proposed his incremental approach to westward
expansion, he went as far as Wyoming, and we would not want the
distinguished Senator from Wyoming not to have one opportunity
to ask you questions.

Senator Baggr. I attempted to withdraw my request when I no-
ticed that I hadn't awaited the questions of the Senator from Wy-
oming.

Senator Hansex. Thank you, Mr. Chairman.

Thank you, Senators Bellmon and Baker, for your appearance
here and even more importantly, for your interest in this very vexa-
cious and continuing problem.

When Senator John Williams represented the first State here for
many years. I know he oftentimes suggested that when a new pro-
grain was proposed, it would be worthwhile to try it out in an area
before it was painted over the whole country. In that respect, let me
ask cach of you if you would favor trying some of these 1deas out in
certain parts of the country that were typical of the entire welfare
program, and see how it worked there, to see if indeed the ideas that
you project so forcefully might prove to be as effective as you be-
lieve they would be.

Senator BerLLmox, Mr. Chairman, as I said in my statement, we
would like to see the provision for pilot projects in areas that do
truly break new ground. A lot of what we are proposing here,
though, builds on the experiences of the past.

Sendtor Moy~maN. That is your section 11 in your testimony ?

Senator BerLyox. Right.

Senator Haxsen. In some respects, there are characteristies about
this plan which may be likened to a guaranteed annual income. I
won’t debate that. But several years ago, New Jersey, Seattle, and
Denver tried a guaranteed annual income plan. One of the startling
effects was that in the cities of Seattle and Denver, there was a 430
percent increase in marriage breakups in the first 6 months. For the
full 2-year period that the plan was in operation, family breakups
increased 244 percent for whites, 169 percent for blacks, and 194 per-
cent for Chicanos.

Now, I don’t know what your response to that might be, but it
would seem as though in light of the experience that Seattle and
Denver had, that maybe it wouldn’t be a bad idea to try out this idea
you have. I am not now contending that it is precisely identical, by
any means, to the guaranteed family income plan that at least early
on was recommended by President Nixon. It was turned down, as
you know, by the Finance Committee.

Would you think that there might be some merit in a pilot pro-
gram to test these ideas out, Senator Bellmon ?

Senator Ber.Lmox. I would again say that I think a pilot program
would be good in areas where the ideas are truly a departure from
what has been done in the past, or where it is something that is new
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and untried, but a great deal of what we are proposing here could
be enacted immediately based on the experience we have already had.

I assume you are referring primarily to the job voucher approach,
and it might be well to try that on a pilot program.

Senator Haxsex. You have two plans, of course. One is the job
and the other is the——

Senator BerLLyoN. Making a two-parent family available for
AFDC.

Senator Hansex. Yes.

Senator Beriyon. I would think that approach should not have
to be tested. It would correct the problem, for instance, that the
Senator raises in Denver and Seattle. It would keep families together
rather than forcing them to break up, and I really would sort of
resist the idea that that would have to be tested because it Seems
abundantly clear that the present practice is not working.

Senator Haxsew. I yield to Senator Curtis.

Senator Curtis. The Federal law has no defect in it, so far as this
point made about the two-parent family. The Federal law permits any
State—and most of them do—to make eligible for AFDC if the par-
ent is unemployved. It was done years ago to take care of this situa-
tion of a temptation for the father to leave home in order to get
his children carved for.

Senator Toxe. If T might just interject at that point——

Senator Haxsex. Yes, indeed.

Senator Loxg. It seems to me that there is the old bleeding heart
approach from down here in the Department of HEW, which is not
really a problem at all except in the Department of HEW., It is this
thing of saying that under the existing law a man is made to go
leave his family so the family can become eligible for welfare. If you
look at how it works out in the 50 States, that is not really ‘the
problem.

The problem is what happens when the man has the job. He is not
leaving them because he hasn’t got the job; he leaves so that mama
can go on welfare and increase the family income and after that, he
stays in touch. Oftentimes, he stays close enough to touch mama ev-
ery night. So he is around.

[ General laughter.}

Senator Loxa. They are drawing the money, and if he makes it a
point not to marry mama, which seems to be becoming more and
more the way of doing business nowadays according to the latest
news reports, so long as they haven’t married, one can say he doesn't
have any legal responsibility to support those children. UUnder those
circumstances, you have got a apa who has plenty of income to sup-
port that family, but the family is drawing the welfare money at the
same time. There is your big problem,

Senator BerLyoN. The Senator is right, but there is also the prob-
lem of some father who is, say, working at a filling station and the
filling station closes. He has been able to bring home enough ﬁay to
keep the rent paid and keep food on the table and suddenFy, e has
no income. If he will leave the family, the family is immediately
eligible for AFDC, but as long as he stays there, they can’t get on,
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Senator Loxa. Senator, we are talking about reform, and the first
reform you ought to make is to say if you are going to have any
government-created job at all, any make-work job under CETA—and
right now, most of them are make-work—you ought to give a pref-
erence to the man who has got the family to support rather than
the person that doesn’t.

Senator BerLaoN. That is right. ) .

Senator Loxc. Rather than going to all these families and provid-
ing them with a second job, when they are not in poverty anyhow,
you ought to provide the job so that that father who has let's say 4
mouths to feed, himself, his wife, and two children. He ought to be
permitted to have one of the jobs first.

Back in Louisiana, a long time ago, we used to do that on a
somewhat different basis. The idea was, politically, we only had so
many jobs and therefore, we would go on the basis of one to a cus-
tomer. If you had people who had supported you and helped you
get elected back in those hard times, only one person in the family
could have a job because we had to spread those jobs around just as
far as we could make them reach.

Senator Haxsex. We call that realism in politics in Wyoming, Mr.
Chairman,

Senator Loxe. But for a much better reason, you could say, if you
have got these CETA jobs, the first order of business ought to go to
the p;aople that have the families to support. Now, doesn’t hat make
sense ? -

Senator BeLLMoN. It sure does, and I believe you will find our bill
aims in that direction.

Senator Loxe. Thank you.

Senator Hansex. The States of Tennessee, Oklahoma, and Wy-
oming do not now elect to provide welfare to intact families. Do you
find any problem with the proposal you make, insofar as your State
is concerned, Senator Bellmon ?

Senator BELLMON. At one time we had it, and it happened to be
during the time I was Governor, so maybe I onght to go back and
run again,

Senator Haxsex. What about you, Senator Baker? I know we are
all responsive to our constituent concerns, but I just wondered about
welfare.

Senator Baker. I think, Senator Hansen, that if the principle is
sound, it doesn’t matter whether it changes it or not. In my own
particular case, I am told that under this bill, the State of Tennessee
would save $25 million because of the difference in the amount of
money that they receive under the match versus the cost of including
intact families under AFDC,

But that should not be the argument. The argument ought to be, is
it in the best social interests of the United States to cover intact fam-
ilies. T think the answer clearly is yes. Even if only 24 States do not
provide that, then I think that is 24 too many because I think there
1s a positive disincentive to the continuation of the family unit.

Iet me say a word about the testing theorem. You and I served
with John Williams for a long time, and I still regret that he retired
from the Senate. He was a great asset. But I recall—and I have used
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the analogy often—that not only was he careful with the Govern-
ment's money; he also remarked to me the other day when he was
visiting in Washington and we were talking about a particular bill—
not this one. He said, Howard, you ought to watch out about how
much that project is going to cost because the U.S. Treasury has $500
billion less than no money at all.

[General laughter.]

Senator Haxse~. Thank you, Senator Baker. I appreciate that and
I am sure he will.

You spoke about the continuing resentment over welfare costs
among workers, and I can attest to that too, but this bill would in-
crease. the burden upon taxpayers by $9 billion, is that right?

Senator BeLryox. No, wait a minute now. The bill has a price tag
of $8 billion to begin with, 83 billion of which is relief to the States
and local governments. So the actual additional cost to the Govern-
ment, to the taxpayers, is 85 billion. But as I stated in my statement,
assuming the success of getting people off welfare rolls and onto pay-
rolls at the rate of 500.00) a year, we actually save $26 billion over
a 10-year period. Initially, you have to spend some money—it is an
investment—in getting people on payrolls, and then we have a very
substantial savings.

Senator Haxsex. What do you figure that savings over a 5- or 10-
vear period would be?

Senator BeLryox. The first 5 years, it is $2.3 billion.

Senator HanseEN. Savings? -

Senator BeLLyox. Savings. And over the 10-year period, it is $26
billion, according to the CBO estimate.

_S;:mgator Haxsex. Now, you and the CBO don't agree. Isn't that
right¢

Senator Berraox. That is CBO’s estimate,

Senator Haxsew. Is it §9 billion or $8 billion?

Senator Bervyo~. The initial cost is §8 billion.

Senator Haxsew. Is that what CBO says?

Senator BeLLMoN. Yes. :

Senator Haxsex. T understood they said $9 billion.

Mr. Frrron, If I can just comment on that, the CBO analysis of
the 1982 costs of this proposal did say a little over $9 billion, but at
the end of the CBO report, they list a whole bunch of features of the
bill that they did not analyze, and when the bill was introduced,
Senator Bellmon inserted a staff comment in the record that we are
confident the bill would, in 1982, actually cost about $8 billion.

Senator Haxsex. Would you believe that these wuet savings
could be demonstrated on a pilot basis rather than an actual basis,
if we were to select an area where it could be tried?

Senator Berryox. I think the obvious answer is yes, a pilot project
could demonstrate the potential savings. But on the other hand, it
seems to me that many of these ideas have such obvious merit that
there is no point in delaying them,

Senator BAker. Mr. Chairman, I agree with them. I think, Senator
Hansen, that any aspect of the program that is in fact a new pro-
gram, an innovation, is a prime candidate for field testing on a pilot
basis. The jobs voucher program is one of them. I wouldn’t have
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strong objections to that. I would like to sce it done promptly and
with appropriate sampling, but I wouldn’t object to a pilot project.

I do agree with Senator Bellmon, though, that in the very nature
of incremental change, most of the proposals we made here are
changes in the existing law. I guess you could argue that some of
them ought to be field-tested, but many of them, I think could be

ut in. '
P Senator Currtis. \Would you yield for a brief question?

Senator Haxsex. Yes,

Senator Curris. In this cost thing, did you allocate an amount to
the increaszd cost on medicaid, in your $9 billion? As I understand
it, anyone who is drawing AFDC now is eligible for medicaid. This
will enlarge the number eligible. And if so, what was the figure you
used for the increased cost of medicaid ?

Senator Moy~rnax. I wonder if Senator Bellmon would suspend
for just a second and let me, as chairman of this subcommittee, say to
the two of you—as I know you must go, sir—that this hias been an ex-
ceptional morning. We heard yesterday in the press that the White
House fears welfare reform is dead. I think the record is that wel-
fare reform is alive and well in the U.S. Senate, and that is thanks
in no small part to Senators Baker, Bellmon, Danforth, Ribicoff,
Mark Hatfield, Young, and Stevens. We just want to thank you, sirs.

Senator Baxer. Mr. Chairman, thank you, and I apologize to you
and the committee for leaving, but the Senate convenes at 12:00.

Senator MoyN1HAN. You are minority leader, and there is some-
thing up today.

Senator Baxer. There is the great danger that the majority will
unscrew my desk from the floor and carry it away.

General laughter,]

Senator Berrmox. To answer Senator Curtis’ question as best I
can, as I understand it, the CBO report does not make a full analysis
of the effect on medicaid. But I also would like to add that the CBO
analysis does not take any credit at all for the increase in income tax
which we would be likely to realize,

We tried to get, frankly, a conservative estimate as to what the
benefits of this bill would be.

Senator Cuorris. On the income tax, your increasing by 50 percent
of the earned income wage will cut down the income tax receipts,
will it not # .

. Senator BeLLmox. That has not been computed, but the fact of it
15, & lot of these people who are now welfare recipients will become
wage earners and ultimately taxpayers.

nator Curtis. Above and beyond the exemptions and deductions
and the earned income credit ?

Senator BeLLmoN. Yes, I would think so because for one thing, they
will definitely pay social security taxes. In addition to that, one of
the great problems has been to get people under that first rung of the
job’s ladder and once they get a minimum wage job, then a lot of
them will move into much higher incomes.

Senator Curtis. The poverty level is now how much

Senator BeLLMon. It is about $6,200 for a family of four,

. Senator Curtis. So they would get $300 return in taxes while mak-
ing $6,000, and then it would take quite a little phaseout after that.
This is quite a jump for nontaxpayers who are on welfare now.
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Senator Berrmon. It is certainly an initial jump, but to me it is
inconceivable that all the people who are now on welfare are going to
always stay at the minimum wage. A lot of them, I would thimk,
once they can get started in meaningful jobs, will quickly advance.

Senator Curris. I think that is true under any law..

Senator Moy~N1HaN. Senator Bellmon, we have kept you here this
whole morning, and it has been an extraordinary morning for this
committee.

I would like to make just two remarks if I can. First, to say that
with respect to the AFDC program, Senator Ribicoff observed in the
letter which he submitted to the committee today, “I was Secretar
of HEW when AFDC-UF was tried on an experimental basis.”
There is a good example of an experimental mode. More than half
the States have now accepted AFDC-UF, and I think it is a record of
which Senator Ribicoff should be proud.

Senator Bellmon, I would just offer this thought to you that you
might want to comment on. First of all, sir, we have a long list of
questions we would like to submit in the record if you, Mr. Fulton,
would associate yourself with getting some answers for us.

[The following was subsequently supplied for the record :]

REsPONSES BRY SENATORS HOWARD BAKER AND HENRY BELLMON TO SENATE FINANCE
COMMITTEE QUESTIONS ON 8. 2777

(Follow-On to Welfare Reform hearing held April 18, 1978)

Qucstion 1-A. Why do you regard a benefit-level that will be set at 85 percent
of the poverty threshold in fiscal year 1984 and thereafter as adequate for a family
with no other income?

Answer. To our knowledge, no single measure of need has even been universally
accepted as either adequate, accurate or appropriate. Our proposal permits states
to continue determining payment levels, but they may not provide combined
AFDC-Food Stamps benefits of less than 63 percent of the poverty line beginning
in 1985 (for families with ne other income). with a 60 percent minimum taking
effect in fiscal year 1982. The 65 percent minimum was also proposed in the other
major welfare reform bills introduced in the House and Senate this year. Only
the timing for effecting the minimum payment and the mix between Food Stamps
and cash differed in these bills.

We do not suggest thet 85 percent is adequate in all areas of the country.
Indeed, states would be able under our proposal to pay higher benefits and
receive the Federal matching percentage so long as the combination of Food
Stamps and AFDC did not exceed 100 percent of the poverty line. The most
important point is that our proposal and others would, for the first time, set
a Federally-mandated minimum benefit which would rise in future years in
proportion to the cost-of-living.

Question 1-B. Why have you chosen to continue the Food Stamp program
.instead of cashing it out, as the Carter Administration has proposed to do? Won’t
its retention simply create an unnecessary layer of administrative complexity?

Answer. The Food Stamp program has proven to be an effective vehicle for
(1) supplementing AFDC in lower benent states; and (2) assisting the working
poor, often when their income I8 reduced for brief periods, without their having
to enter the cash welfare system. In addition, at least some experienced observers
believe that a combination of Food Stamps and cash assistance provides better
protection to children than would a cash-only program. Thirdly, Congress only
last year enacted major reforms of the Food Stamp program, including elimina-
tion of the purchase requirement. At least some experience should be gained with
the revised program before it is replaced with a “cash-only” approach. Finally,
8. 2777 would give states an optfon to direct the cash-out of Food Stamps for the
eldcle)rly. tl.)llnd and disabled population, and would authorize pilot-testing of full
cash oun

Question 1-C. Do you have any estimates of the cumulative benefit reduction
rate that would prevail—at different levels of earnings and different states—
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under your proposal? Do you regard these as adequate to preserve work in-
centives?

Answer. In a state which set its AFDC and Food Stamp benefit level at 60 per-
cent of poverty ($4,600 in 1982) the cumuilative (average) benefit reduction and
tax rate for a single-parent family of four with $5,000 earnings would be, under
our proposal; 40 percent. Under current law, it would be 58 percent. At earninge
of $8,000 the rate under our proposal would be 568 percent and under current law
67 percent.

If the state’s benefit level was at 100 percent of poverty ($7,687 in 1982), the
rate at $5,000 earnings would be 56 percent under our proposal and 58 percent
under current law, At $9,000 earnings the rate would be 82 percent and 83
percent respectively.

Under our proposal the marginal benefit reduction rate is very high (90 per-
cent) at the poverty line, where the earned income tax credit begins to phase
out. We are continuing to study this and are receptive to modifications which
would provide a more acceptable benefit reduction rate.

In the case of two-parent families (AFDC-U), under current law in 1982,
AFDC would cut off at earnings of $4,140 whereas under our proposal it would
cut off at $5.382. -

Thus, work incentives under our bill are generally stronger than.under present
law, while total family benefits and disposable income would, in many cases, be
‘considerably higher—especially for people in low-benefit states. We also believe
that our 15 percent earned income credit, rising to the poverty line, rather than
10 percent, starting to phase down at_$4,000 as in current law, will be a strong
work incentive.

Question 1-D. Is there a work requirement in your plan? What is the penalty
if a recipient refuses to comply ? How do these compare with the current require-
ments and penalties?

Answer. 8, 2777 would add an afirmative work-search obligation to the present
requirements applicable to WIN registrants. In addition, the bill would add an
exemption for recipients engaged in employment and educational activities total-
ing at least 30 hours per week to the present list of WIN exemptions in Sub-
section 402 (a) (19) of the Social Security Act. Penalty for refusal to participate
would continue to be removal of the employable adult from the AFDC grant.

Question 2-A. Do you have any evidence that AFDC-U has had the [effect
of keeping families together]—in the 26 states that have implemented the pro-
gram?

Answer. No. To our knowldege, no adequately correlated statistics have been
gathered, nor have any authoritative studies been completed on this point. Since,
in most cases, the states which have implemented AFDC-U are also the higher
benefit states and the states which contain most of the nation’s large cities, com-
paring divorce and separation rates in states which have AFDC-U and those
which do not would not be meaningful,

Qucstion 2-B. Am I correct that niether Tennessee nor Oklahoma has chosen
to implement the AFDC-U program? Could my distinguished colleagues explain
why?

Answer. State welfare programs have served single-parent families since the
beginning of the AFDNC program in the 1930’s. Although Federal! funding has
been available for AFDC-U since 1961, the concern about expansion of welfare
rolls, as well as the fact that AFDC-U families are considered to have a relatively
high potential for self-support, has led Tennessee, Oklahoma and other states to
hold down their welfare expenditures by focusing on single-parent families.
Oklahoma did have AFDC-U from the early 1960's to 1975 when it was term-
inated, primarily for fiscal reasons.

Question 2-C. Under your proposal, two-parent families, regardless of size,
become eligible for assistance only if their earnings are below those from a job
paying 3 of the minimum wage ($4,524 annually in October, 1979). Isn't this
unfair to larger families, since the minimum wage does not vary with family
size? If the family does manage to qualify, won't its benefits depend on its size,
thereby creating a situation where going on welfare is more profitable than stay-
ing at work? Is the one-parent family also subject to an eligibility rule that is
based on the minimum wage?

Answer. 8. 2777 would replace the arbitrary “100 hours” rule which now limits
participation in the AFDC-U program with a still arbitrary, but more generous,
earnings test tied to the minimum wage. As the question indlcates, S. 2777 would
not apply this limitation to single-parent families, We thus propose to reduce,
but not totally eliminate, the differential treatment of two-parent families.

LS
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It is noteworthy that all of the major welfare refrom proposals filed this year
provided some type of differential treatment of two-parent famtlies. Qur objective,
and we assume that of the authors of other plans, was to provide better coverage
of two-parent families, while protecting against the possibility of large growth
in cash assistance program enrollments and costs.

Question 2-D. Would families newly eligible for AFDC-U also be eligible for
Medicaid? Have your cost figures taken Medicald eligibility into account?

Answer. AFDC-U families would be eligible for Medicaid. Our cost figures do
not take impact on Medicald costs into account, but CBO estimates that our
proposal would result in a slight decrease in the overall number of families par-
ticipating in AFDC and AFDC-U combined. This would result from the inter-
actions between various components of our proposals. The employment provi-
stons, in particular, would take people off AFDC. Thus, we believe the impact on
national Medicald costs would be small, although we acknowledge that there
could be variable impacts among the states.

Question 3-A. To what extent will your program reduce the differences in wel-
fare benefits among the states? Are your estimates based on benefit-levels cur-
rently paid or on projected ones?

Answer. Qur proposal will result in a change in the present,range between
states in AFDC/Food Stamp combined benefits of $234/month (Mississippi) to
$615/month (Suffolk County, N.Y.), to a range for Federally-matched benefits of
$383/month to $640/month in 1982. This is based on our projections of how states
will respond to the minimum and maximum AFDC benefits levels we propose.

Question 3-B. As I understand, in determining AFDC benefits, your program
would allow a family to disregard up to $120 per month in work expenses, plus
one-third of additional earnings. Is it correct that these earnings disregards will
not be applied in calculating initial eligibiilty ? Doesn’t this create a situation like
the one we have now where persons i families receiving assistance can be work-
ing right next to persons in families not receiving assistance while they both
make the same pay? Why aren’t disregards used to calculate both eligibility and
benefits? | .

Answer. It was not our intent to disadvantage people who would be eligible
under the current AFDC program because of work expenses being taken into
account in calculating eligibility. We are amenable to having at least part—per-
haps half—of the initial $120 taken into account in calculating eligibllity. R

We believe it is not desirable to apply earnings disregards to applicants be-
cause:

(1) It adds to welfare rolls famnilies whose incomes exceed the established
need level, and it may thus increase rather than reduce welfare dependency.

(2) We believe the Congressional intent in allowing earnings disregards was
to encourage AFDC families to work their way off welfare, and not to add fami-
lies in_ which a parent is presently working to the rolls. We belfeve this distine-
tion continues to be appropriate.

(3) Extending the benefit of the disregard to applicants would provide cash
benefits, that would become nearly permanent, to large numbers of families who
have never recelved welfare before, and whose breadwinners are employed full
time. This would have fundamental social and economic implications and should
be done only after the most careful consideration. We do not believe the people
of the country would accept this type of shift in public policy.

(4) Extending the earnings disregard to applicants would be expensive. We
do not have an estimate on how this would affect the cost of our proposal, but
in response to our questions regarding the Carter proposal, HEW stated the
following regarding the cost and case-load impact of extending eligibility to the
“break-even point” as proposed in the Administration’s bfll (8. 2084, H.R. 9030).

“We have estimated that the earned income exclusion increases the number
of household units eligible for Federal cash benefits under H.R. 9030 by 1.4
million and the number of people by 2.4 million. The Federal cost of benefits is
increased under this provision by $1.98 billion. In addition, state costs of benefits
to reciplents newly eligible for Federal cash assistance under this provision are
approximately $300 million. This assumes that all familles earnings above the
baxic benefit level would he excluded from benefits.” (Letter dated February 6,
1978 from Assistant Secretary Henry Azron, HEW, to Senator Henry Bellmon).

(5) We believe expansion of the earned income credit and continuation of
Food Stamps are far better ways than is cash welfare to provide supplemental
income to the working poor.

Question 4~A. Why have you chosen to provide substantially fewer public serv-
fce jobs (725,000 phasing down to 375,000 in fiscal year 1983) than were proposed
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in the Pregram for Better Jobs and Income (1.4 million) ? Since the number of
such jobs your program will provide will depend upon the national unemployment
rate, are there likely to be sufficient slots for central cities or isolated rural
arcas, where many public assistance recipients reside and whose unemployment
rates may differ significantly from the national one?

Answer. Although the sponsors of 8. 2777 believe that jobs are a crucial element
of any significant attempt to reform the welfare system, we do not believe that
total reliance upon public-sector jobs is either appropriate or necessary. Rather,
ouvr bill would provide for a combination of private and public-sector jobs.

In terms of priorities, we regard private-sector employment as the primary
and preferable objective, with public-sector employment as a last resort. We
believe that, through the provision of targeted tax credits and wage vouchers
as proposed in 8. 2777, private-sector employers would be encouraged to hire
thousands of employable AFDC recipients.

It is impossible to estimate precisely how many AFDC recipients will be hired
through either the voucher or tax credit program. However, we were encouraged
by the Administration's estimate that approximately one million jobs would be
created by the employment tax credit which they have proposed to target on
youth and handicapped individuals,

The availability of these new private-sector incentives for employment dimin-
fshes the need for reliance upon subsidized public-sector jobs. However, for
people who were unable to find either a non-subsidized or partially-subsidized
private-sector job, a considerable number of public-sector jobs would exist under
our proposal—approximately 375,000 in fiscal year-1980.

Using the framework of the Comprehensive Employment and Training Act,
we would target CETA jobs based upon the following priorities: we would
guarantee a CETA job to one employable adult from an intact (two parent)
AFDC family; we would target 50 percent of the remaining CETA slots for
AFDC employables and 50 percent for other long-term unemployed persons.

We believe that, by targeting CETA jobs in the way our bill indicates, the
PSE job opportunities will be in the areas where they are needed most. No
reduction in the number of authorized CETA slots would take place if the na-
tional unemployment rate exceeded 6 percent for the previous year.

Question j-B. Assistant Secretary of the Treasury for Domestic Finance, Mr.
Roger Altman, stated that preliminary results from a new Census Bureau
" survey found that less than 3 percent of employers made “any conscious effort”
to increase hiring due to the employment tax credit enacted last year. In light
of such testimony, what makes you think that the expanded employer tax credit
contained in your bill will be niore effective?

Answer. As was mentioned in Senator Baker's testimony, there are several
reasons why the present employment tax credit may not have been effective.

First, in order for such programs to have a chance of success, they must be
aggressively advertised at the local level. It is clear that the present tax credit
was not well advertised. . . .

Second, the present tax credit is only available to firms that hire more than 102
percént of the previous year's employment base. Therefore, the credit was not
available to firms that had little or no expansion of their employment base.
Although the intent of that provision was to protect on-board employees from
displacement, it has the effect of disqualifying most businesses in economically
distressed areas.

Finally, the existing tax credit is not targeted on the hard-to-employ. Conse-
quently, it was available for any employee hired over the 102 percent base and
does very little for the hard-to-employ. :

8. 2777 would attempt to address the deficiencies inherent in the present tax
credit by targeting it, aggressively advertising it, and augmenting it, with a job
voucher program in which there is no requirement for expansion of the employ-
ment base.

Question 4-C. Your proposal's Job Voucher Program provides a sizeable $1.00
per hour wage subsidy for employers to hire AFDC recipients, persons unem-
ployed longer than 268 weeks, unemployed youth and persons who had been em-
ployed in CETA jobs. Isn't this likely to become an expensive provision over time?
What safeguards are included in the bill during the initial stages to check this
program’s growth and impact? What evidence have you that this subsidy will
actually work and not simply displace workers who already have jobs?

Answer. It {8 very difficult, if not impossible, to estimate how many employers
would take advantage of either the job voucher or the tax credit or how many
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people they would hire because of the credit and the voucher. Iowever, by virtue
of the groups which would be eligible for these programs, one can argue that a
substantial portion of the beneficiaries of these efforts will be public assistance
reciplents. A large percentage of the recipients placed in jobs as a result of the
voucher and credit would leave welfare entirely, while welfare and Food Stamp
benefits would be substantially reduced for the others.

Therefore, despite the cost of the voucher and tax credit, the AFDC and Food
Stamps savings realized would be substantial. Indeed, as was mentioned in
Senator Baker's testimony, when the CBO assumed that 500,000 jobs were cre-
ated under the voucher program, 300,000 of which went to AFDC recipients, they
estimated that the net cost to the Federal Government would be a savings of $4
million,

‘The voucher and tax credits can only be claimed for one year of employment.
Moreover, if it appeared that the voucher was becoming too costly, due to its
popularity with employers, the Congress could simply put a cap on it.

Although wage subsidies have been used extensively in Europe, there {s very
little empirical data on their use in this country. The history of private-sector
employment incentives was reviewed in Senator Baker's testimony. The conclu-
sion one reaches from an examination of the evidence is that there is no definite
proof that a job voucher program will succeed. However, there is reason to
believe that a program which addresses the primary recurring problems of the
past can succeed.

Those problems include: the necessity to minimize paperwork and the specter
of government supervision or intrusion in the affairs of businesses inclined to
participate; the importance of aggressive advertising at the local level so that the
private-sector i{s fully aware of the existence of the incentives; proper targeting
so that the incentives encourage the hiring of the hard-to-employ but do not
restrict eligibility for the program to those most stigmatized in the employment
context; and the propagation of a positive attitude among the private sector, not
only about the efficacy of the program, but also the significance of the private
sector’s contributions to solving one of this nation’s most serious problems.

We have nothing to add to the discussion in Senator Baker’s testimony on the
protections against displacement.

_ Senator Moy~N1uaN. I would like to make the point that there are in
a sense two purposes, something contrasting, which the kind of com-
prehensive-incremental program you have proposed deals with and
that is, that one-half the States have not even gone so far as to adopt
the unemployed parent option in welfare, which Senator Ribicoff -
began some years ago. Senator Hansen was candid enough to observe
that his State hasn’t, your State hasn’t, Senator Bellmon, and Sena-
tor Baker’s State hasn’t, N\

But half the States—they break down 24-26—have done so much
in this area. You might say those States which have done too little
have not been fair to their poor. There are other States which have
done so much that they have not been fair to their taxpayers, and
fiscal relief is truly a necessity.

Nothing commends your bill more to me than the proposal to get
on with the Federal Government accepting up to 80 percent of the
cost of the national program. We went to 100 percent in SSL. I think
no one should underestimate the importance of your phasing SSI
down to 62 years of age; that is a very important measure which puts
it in synchronization with our social security measures, as well,

But you do see, Senator Bellmon, that fiscal relief is one-half of
welfare reform at this time,

Senator BeLLmoN. Yes, I do because of the fact that I think we
here in Congress had just as well face the fact that welfare is a na-
tional problem; it is not LuSt a local problem, not just a State prob-
lem; it is a national problem. This bill embraces that concept and
tries to deal with it.
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Senator Moy~iuaN. It has that particular quality about things
that should be national which is that we don’t want States to com-
pete with one another in the treatment of their poor people. We don’t
want them to say, come to New York. It is a good place to do busi-
ness because we {et the widows starve here. That is an exaggeration
but such things have been known to happen, and that is why national
standards are important. .

I think you have given us much work to do and as you know, it
can be done in this session—maybe not everything, but you have come
forward with a bipartisan proposal of great importance.

I wonder if Senator Long has some further thoughts?

Senator Danforth? It is your bill.

Senator DanrortH. No, I think it has been very well covered by
Senators Baker and Bellmon.

Senator MoyN1HAN. Senator Curtis?

Senator Curris. Mr. Chairman, thank you, but we have some other
witnesses.

I wonder if Senator Bellmon, as the principal sponsor, would mind
if I submitted some questions in writing some time in the next 2 or
3 days. Our record is going to be open here for a little while, and I
know the Senator is busy and we have other witnesses.

Senator BeLLmoN. We would like to have the questions,

[The following was subsequently supplied for the record:]

RESPONSES TO QUESTIONS OF SENATOR CARL T. CURTIS

Question 1. Senator Bellmon, in your statement on page 6, you recommend an
increase in the Federal matching rate for the AFDC program through a three-
step sequence, will you tell us what the increased Federat costs of this will be
in each of the three years? )

Answer. We estimate that the increased Federal matching of AFDC costs pro-
vided for in S. 2777 will cost approximately $1 billion in added Federal costs in
fiscal year 1980, $2 billion in flscal year 1981 and $3 billion in fiscal year 1980.

Queston 2. What will be the costs of the above mentioned program over a period
of the next ten years? ‘

Answer. As is the case with other major welfare proposals, we do not have
carefully developed cost estimates looking ten years into the future. However,
we believe the employment features of S, 2777 would result in substantially
lower welfare costs over the next ten years, as compared to costs that would be
experienced if current programs were simply continued. Indeed, success during
the first few years in putting AFDC recipients into private sector jobs and in
assuring that a high percentage of subsidized public service jobs—that are likely
to exist anyway—go to welfare recipients, could reduce Federal, state and local
welfare costs substantially, compared to what they would be if present programs
were simply continued. '

Question 3. In general, how does the financial situation of the majority of states
compare to the financial situation of the Federal Government?

Answer. Many states are In better financial positions than is the Federal
Government. However, the Federal Government has already taken on a leader-
ship role in fighting poverty, and i{s now supplying well over half of the funding
for welfare programs. By moderately increasing its investment in the short-run,
we believe the Federal Government can build a more effective welfare system,
assure that a greater number of people go on payrolls as opposed to welfare rolls,
and reduce the expenditure of pubic funds over the long-run.

Question 4. Senator, on page 9 of your statement, you recommend the estab-
lishment of minimum standards for payments in the AFDC program, Will you
list the states whose payments would be increased by such a requirement?

Answer. The following table shows current combined AFDC and Food Stamp
benefit levels for single-parent families of four with no other income in states
which might be affected by the minimum benefit standards in 8. 2777:
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AFDC maxi-  Food stamp? Combined

mult;l#’uly st;onus Fgod' mu;lm%ml 1977 Pmo':!,t
or Stamp Act o ential [
later 4 1977)t poboneﬁts pm‘iml
$1,776 $2,030 $3, 806 61
Arizona._ 2,316 1,850 4,226 €8
Arkansay 2,268 1,882 , 150 61
florida.... 2,292 1,875 4,167 67
Georgla_ . . 1,692 2,055 3,747 61
Waslsiopi iy 978 1M zim 1 &
ssiss u s s A
North cg?oéni.!.. 2,400 1, 842 4,202 69
Caroling.. . __ 1,404 2,141 3,545 51
Tennessoe. .. . eicicecvemenaan ], 668 2,062 3,730 %0
L T, 1,680 2,058 3,738 60

1 July 1978 allotment for 4 =$182 per month ($2,184 per year). .

? Not actuaily implemented in August 1978, Assumes standard deduction of $601 per month plus $45 in dependent care:
and/or excess sheiter costs ($1,260 yearly deduction).

31977 poverty line for family of 4 (nonfarm) = $6,190

If all these states raise their AFDC benefits in proportion to increases in living
costs, it appears that the states listed below would be required by 8. 2777 to pay
higher AFDC benefits than they would otherwise pay, in the years indicated:

Figcal year 1981 (55 percent of poverty minimum) : No states affected.

Fiscal year 1982 (60 percent of poverty minimum): Mississippl and South
Carolina.

Figcal year 1985 (65 percent of poverty minimum): Georgla, Louisiana, Mis-
sissippl, North Carolina, South Carolina, Tennessee, and Texas. -

It is likely of course, that some states will not raise benefits in proportion to
increases in the poverty line. For example, if states raised benefits about half
as fast as the poverty line increases between now and fiscal year 1982, the follow-
ing states would be affected by the 60 percent of poverty line minimum proposed
for fiscal year 1982 by 8. 2777: Alabama, Georgia, Louisiana, Mississippi, South
Carolina, Tennessee, and Texas.

Question 5. \What would be the costs of this proposal in each of the next five
years?

Answer. The preliminary CBO estimates on the costs of 8. 2777 did not isolate
the cost attributable to particular elements in the proposal. However, based on
review of various estimates that have been made on other proposals, it is clear
that the minimum benefit requirement included in S. 2777 would cost well under
$1 billlon a year when the 65 percent minimum benefit became fully effective.

Question 6. What do you estimate as the cost of Indexing that proposal over
the same flve years?

Answer, Again, we do not have a precise estimate of the. effects of indexing
the minimum benefits to the poverty line. However, the indexing feature would
cost very little hetween now and fiscal year 1983, given the few states that would
be affected by the minimum benefit standards which would take effect in fiscal
year 1981 and fiscal year 1982.

Question 7. Senator Bellmon, on page 10 of your statement, you recommend
lessening the responsibility for local units of government, such as counties and
cities. Do you have any data indicating that the best administration comes from
state administration programs rather than those programs where the local
government has a participation? -

Answer. The ‘quality control record of states which have state versus local
administration is not conclusive regarding effectiveness of administration. The
32 states which have state-administered programs had an average dollar loss error
rate during the July to December 1977 period of 7.4 percent, while the 18 states
with local administration under the state supervision had error rates averaging
6.7 percent during that same period. On the other hand, in the child support
enforcement program in fiscal year 1977, the states with local administration
of AFDC had collections amounting to 38 percent of AFDC costs, while the
states with AFDC administration at the state level had child support collections
amounting to 4.3 percent of total AFDC costs.

Our proposal included strong incentives for states to take full responsibility
for funding and administration of AFDC because that would shorten communiea-
tions lines, reduce to two the levels of government involved In writing regula-

32-925—78—4
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tions, wrestling with welfare hudgets, etc., and provide greater consistency in
the treatment of recipients.

Question 8. Will the funding of administrative responsibilities at the state
level result in placing more individuals on the welfare rolls?

Answer. We see no reason why this would occur. Indeed, through tighter
administration and more rapid movement of recipients into jobs, we would
expect welfare rolls to be smaller than they would be if local administration
were. continued.

Question 9. On page 12, you recommend the standardization of resource criteria
for AFDC eligibility. Will this increase the Federal cost, and, if so, by how much?

Answer. CBO has told us that it 18 almost impossible to determine how many
people who are now eligible for AFDC might qualify because of the change we
propose in asset limitations. Asset limits are generally a less significant factor

. keeping people off the assistance rolls than are Lenefit levels and the related
1imits on other income. Our proposal to stadardize the asset limitations is intended
to simplify administration and redvuce the differences among states in AFDC
eligibility standards. )

Question 10, On page 13 of your statement, you recommend the lowering of
the age eligibility for the SSI program in three steps down to 62 years of age.
What will be the increased costs each year for the first five years after the age
of 62 is reached?

Answer. Estimates we have seen of the added cost of reducing the SSI eligibil-
ity age limit from 65 to 62 have ranged from $300 million per year to $900 million
per year. Right now, the Congressional Budget Office is re-estimating all com-
ponents of S. 2777. CBO’s earlier estimates of the cost of 8. 2777 was based on
our preliminary specifications and did not reflect everything that was in the final
bill, including both elements that would add to the cost and other elements that
would substantially reduce costs.

Question 11. Senator, on page 16, you recommend a change in the AFDC
emergency assistance program. What kinds of needs would be met by the change
recommended by you which are not now being met? Is the $150 million cost an
additional cost over the present programs?

Answer. Our proposal for a block grant to the states totaling $150 million per
vear for emergency assistance was offered for three reasons: First, the current
emergency assistance program is considered unduly rigid by many states. It can
only be used to provide assistance to a given family once in any twelve month
period. Also, it is only available for assistance to families with children, and the
matching Federal share (50 percent) is less favorable than the normal AFDC
matching rate in many states. Second, it seems to us that the states need to have
available a flexible poo! of emergency assistance money which could enable them
to simplify their AFDC program (through flet grants, ete.) and also to respond
to needs of people who do not have children, such as elderly people who suffer
disastrous fires, or single individuals who are essentially disabled and are now
provided help under general assistance in many states. Third, more adequate
funding of an emergency assistance program of the type we propose would help
reduce pressures for special kinds of emergency assistance, such as the recently
enacted program to help low-income people pay unusually high fuel bills.

The proposed $150 million leevl of funding is an arbitrary figure. It {s roughly
twice what the states which now participate in the current emergency assistance
program spend in Federal and state/local funds. The added money would pro-
vide a limited amount of fiscal relief to states which already have emergency
assistance programs and would enable those which do not have them to initiate
them.

Approximately $115 million of the $150 million we propose would be an added
cost over the cost of current emergency assistance programs funded under the
Social Security Act. Assuming, however, that the emergency assistance program
for utility costs could be eliminated if our proposal was adopted, there would
be no net added Federal cost.

Question 12. On page 17 of your statement, you discuss the costs and you atate
that 8. 2777 will reduce cash assistance and@ Food Stamps costs by at least $26
billion below what they would be if current programs were simply continued.
Will you give us a breakdown concerning these savings and cite the authority
for the estimates?

Answer. The way in which this staff estimate was calculated was set out in
Attachment § to my April 17, 1978 testimony. The $28 billion projected reduc-
tion in cost was calculated by assuming that 200,000 AFDOC reciplents would
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be moved into jobs during each of the first five years all the components of §.
2777 were in effect, over and above the number of recipients who would obtain
jobs if current law were not changed. It was assumed that 100,000 additional
AFDC reciplents would obtain jobs during each year in the second flve year
period after S. 2777 took effect. Using these assumptions, my staff then pro-
jected savings, assuming that half the people who took johs left the welfare
rolls entirely and the other half received, on the average, a 50 percent red« .tion
in AFDC benefits. Rough estimates of Food Stamps savings were then added
to the estimates of A¥FDC savings. No medicaid savings were calculated.

Question 13. What does your proposal contain that makes the work require-
ments more effective than the present law?

Answer, Our proj.osal includes a number of components that we belleve would
substantially increase the movement of welfare recipients on payrolls, including :

(1) An explicit work-search requirement as an addition to the current work
incentive rules.

(2) An increase in the maximum period of work experience under WIN from
the current 13 weeks to 26 weeks.

(8) Targeted jobs voucher and tax credit proposals to encourage private em-
ployers to hire welfare recipients.

(4) 'Targeting on welfare recipients of public service jobs under CETA.

(5) Funding the WIN program on an entitlement basis and an increase of $200
million {n the budget for WIN.

(8) An increase in the earned income tax credit, thus providing added work
incentives to AFDC recipients and other low-income families with children.

Question 1j. Senator, you proposed last year that we federalize the unem-
ployed-parent component of AFDC. How much would that have cost? Was it not
in the nelghborhood of $450 million? How much will this much broader, more
comprehensive proposal cost? Do you think the American taxpayer wants addi-
tional expenditures of this magnitude for welfare?

Answer. We estimated that the cost of providing full Federal funding for the
current AFDC-unemployed parent program would be between $400 and $500 mil-
lion. We assume your reference to a “much broader, more comprehensive pro-
posal” is to 8. 2777. It is quite true that the cost of 8. 2777 in {ts early years of
implementation will substantially exceed what my original proposal on AFDC-U
coverage (S. 1891, introduced July 19, 1977) would have cost. However, that
proposal did not purport to be a reform proposal touching the many elements
of the welfare problem dealt with by 8. 2777.

I believe the American people will support welfare changes which cost some
added money initially if they can be given some credible expectation that over
the longer-term the welfare system will be fairer, better run, and used as a
temporary resource for people who have no other means of suppoi., while assur-
ing that the people helped move as quickly as possible into jobs.

Queat?ion 15. Does your bill add to or reduce, the number of Americans on
welfare

Answer. As I have already indicated, I believe the jobs components of £. 2777
would significantly reduce the number of people on welfare, more than offsetting
the added numbers that would be made eligible for assistance due to features
of our proposal such as the minimum benefit and coverage of two-parent families.

Question 16. You stated that the current single-parent component elected by
almost half of the states “has broken up many families and is a national dis-
grace.” How many families have broken up because their state does not provide
{wo-parent eligibility ? Is the rate of family break-up any greater in those states
which do not have two-parent eligibility than in those which do?

Answer. As indicated in our response to one of Senator Moynihan’s questions,
it would not be meaningful to compare divorce or separation rates in states that
currently bave the unemployed parent program with those rates in states which
do not have the program. This type of comparison would tell us nothing about
either the effects on family break-up of the current unemployed parent program
or of possible changes to that program such as are reflected in 8. 2777, Unfortu-
nately, social scientists have not given us data on which to prove one way or
another the effects on family break up of current welfare policies or proposed
changes to them,

In my view, we must approach this as a matter of simple equity and common
sense, The reality is that in states which do not have unemployed parent coverage
at the present time, the only way a destitute intact family can get cash welfare
assistance which the Federal Government helps pay is for the father to leave
his famiiy. Even in those states which have the current, poorly designed unem-
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ployed father component in thelr AFDC programs, the ““100-hour rule” and the
prior work experience requirements result in two-parent families being treated
in a discriminatory fashion compared to single parent families. It seems obvious
to me that this is poor public policy.

Senator Moy~1HAN. You have been most generous with your time,
sir, and we thank you for starting these hearings with a marvelous

presentation, ~ )
Senator BerLryox. I thank you, Mr. Chairman, and I thank the

subcommittee.
[The prepared statements of Senator Baker and Bellmon and a
paper by James R. Storey submitted by Senator Bellmon follow:]

TESTIMONY OF SENATOR HOWARD BAKER

Mr. Chairman and distinguished members of the Committee, it is indeed
a pleasure and privilege to join my good friend and able colleague, Senator
Henry Bellmon, in testifying on 8. 2777, the Job Opportunities and Family
Security Act of 1978. I wish to express special appreciation to the Chalrman
of the Subcommittee for the opportunity to testify and for his willingness to
hold hearings on various welfare reform altervatives in an effort to fashion
legislation which might be passed this year.

As Senator Bellmon mentioned, we are fortunate to have as prime cospon-
sors of our bill Senators Ribicoff and Danforth, who sit on the Finance Com-
mittee. Both were not only helpful, but essential, to the drafting and promotion
of this legislation.

Before I describe the jobs and earned income tax credit portions of 8. 2777,
1 should like to comment briefly on the matter of welfare reform in general.
Few, if any, problems have so perplexed the country or the Congress as how
to adequately and fairly provide for the genuinely needy among us without
encouraging dependence and discouraging work. The Job Opportunities and
Family Security Act will not solve that problem once and for all. But it will
move us a large step forward at a pace we should proceed and at a cost we
can afford. -

Too often the Congress bas sought to effect reform of the present welfare
system, but failed because the undertaking was too ambitious and the pro-
posals too complex. Although the cosponsors of 8. 2777 may differ as to what
constitutes the ideal welfare system, we share thié view that reform is essential
and that it can be enacted this year if we proceed with caution. That is what
we propose to do. N

No attempt to reform welfare can be made without devoting particular at-
tention to the question of jobs and how to minimize the period of dependence
on cash assistance. It is like trying to make a sandwich without any bread.
Work is inseparable from welfare when we are dealing with able-bodied indi-
viduals, Therefore, substantial emphasls in our bill is given to putting people
to work and using the tax system to make employment more profitable than
collecting welfare. We would do so by proposing a combination of private and
public sector jobs.

In terms of priorities, we set private sector employment as the primary and
preferable objective. Public sector jobs clearly have their place, but they are
band-aids for the wounded, not cures for the disease of structural unemploy-
ment. In other words, public sectors employment should constitute an absolute
last resort.

When we talk about unemployment statistics and the welfare syndrome,
we sometimes hide behind the numbers. A rate declines, or a curve expands,
and we go from seven million unemployed to six million nine hundred thou-
sand. The trouble with statistics of that sort is that it is people we are talking
about, not numbers and charts, but individual human belngs. The fact that
there are millions of people on welfare and unemployed does rot for a solitary
minutes reduce the anguish of that plight for each indlvidual. With few ex-
ceptions, they prefer jobs to any sort of welfare benefit, and they prefer mean-
ingful jobs that will last. That 18 why we look to the private sector for the
only real solution.

Last year, over 4 million jobs were created in the private sector as a result
of the continuation of our economic recovery. All of our best efforts here in
Washington cannot compare to the capacity of the private sector to geneiute
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jobs in an expanding economy. However, even in an expanding economy, there
are those whom businesses are reluctant to employ for a variety of reasons.
In drafting the private sector jobs portion of our bill, we explored the ob-
stacles to employment of low-skill and low-wage employees.

The most frequently cited obstacles {nclude the minimum wage, social secur-
ity taxes, a poor work record or no work record at all, and the location of the
jobs vis-a-vis the jobseeker. In 8. 2777, we attempt to deal with many of those
problems and provide a means to overcome them.

Our proposal would consist of two different private sector initiatives: a
wage voucher system and an improved jobs creation tax credit. Both programs
would be targeted at AFDC recipients, persons unemployed more than 26
weeks, unemployed youth who have graduated from secondary school or are
over 18 years old and persons who have completed CETA public service job
assignments and have sought work for 30 days without success. The first three
categories of people must have undertaken an unsuccessful job search for 90
days in order to become eligible for either the voucher or tax credit program.

The governor of each state would.be given the option of designating which
agency or agencies should administer the two programs. Presumably, the choice
would be between the state welfare agency and the state employment agency.
There is also a question of what role the local Work Incentive or WIN office
would play in the administration of the program. 8

Though we believe that it i3 important to leave the ultimate choice up to the
respective governors, we are not certain that the governors shouid be limited
to designating a state agency or agencies. Rather, we believe consideration
should be given to amending a bill to permit a governor to contract with an
outside organization if he concludes that it would do a better jobs of admin-
istering the programs. -

That recommendation is made so as not to preclude the use of intermediary
organizations which now exist in many cities in an effort to bridge the gap
between the private and public sectors and to assist in the placement and-
training of the hard to employ.

In that regard, I commend to the Committee's attentlon a publieation by
the Committee for Economic Development entitled “Jobs for the Hard-to-
Employ.” It {s an excellent work on both the obstacles to private sector em-
ployment and some possible solutions.

The administering agency would be responsible first for certifying individual
eligibllity and providing the program applicant with proof of that certification.

The administering agency would maintain a permanent list of employers
who had expressed a willingness to participate in either program. They cannot
participate in both programs simultaneously because of the administrative and
accounting difficulties that would result. Therefore, they must choose one
program or the other. Assuming that an individual was certified, the voucher
program would work this way: .

Both private and non-profit employers could participate in the voucher pro-
gram. If the administering agency determined that an employer was legitimate,
and that he was not substituting voucher eligibles for full salary employees,
the agency would send a voucher eligible to the employer.

The employer may hire the eligible person for a job of mnot less than 30
hours nor more than 40 hours per week. The individual must be hired at the
prevailing wage paid other employees in the same firm performing the same
functions.

At the end of each month, the employer would send a statement to the ad-
ministering agency stating the number of hours worked by that employee. The
agency would then send a voucher to the employer equal to $1 times the
number of hours worked during that month. The employer could cash the
voucher at a regulated financial institution, and the voucher would be redeamed
by the U. 8. Treasury. The vouchers would continue for one year.

One of the most serious potential problems with & program like this is the
likelihood that an employer will substitute or displace existing full salary
employees in order to pick up voucher eligibles. We attempt to deal with that
px:oblem first by providing that no employer may hire a voucher employee if
within the past 60 days, a non-subsidized salary employee paid a comparable
wage was laid off from that employment. We would require the employer to
sign a statement to that effect on the certification form.

However, {f the employer rehires an equivalent number of non-subsldized
salary employees, he may also then hire voucher eligibles. The difficulty exists
in making the system as red tape free as possible without encouraging wind-
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falls or fraud on the part of employers. We encourage any suggestions on ways
that might be accomplished, including the imposition of sanctlons against
employers who abuse the program,

The jobs creation tax credit program is similar in some respects to the
voucher, but different in others. As mentioned earlier, it {s targeted at pre-
cisely the same groups of people. Moreover, the employer could claim a credit
equal to $1 per hour of employment of an eligible person.

The differences exist with respect to the ability of the employer to partici-
pate. We would apply to same test as now exists in the jobs creatinn tax
credit enacted last year, which only permits employers to claim a credit on
wages paid to employees hired in excess of 102 percent of the firm's employ-
ment base for the previous year. Moreover, no firm could claim more than
£100.000 in employee tax credits in any cne year. And, finally the tax credit
would be one year in duration.

Having described the private sector portion of our proposal, a number of
questions must be answered, First, what is the history or record of wage sub-
sidies and job tax credits in this country. Second, why create two private
sector program Iinstead of one. And, finally, how much will the private sector
program cost.

The history or record of wage subsidies and job tax credits is very limited
and largely inconclusive. To the extent that one can derive an opinion of suc-
cess or failure of the concepts based upon our experience, it would not be
particularly good. However, I reemphasize that the data are inadequate, and
our proposals would seek to address the most serious problems.

There actually have been only three such programs enacted in this country:
the jobs creation tax credit, which was established last year and which I have
already described; the WIN tax credit passed in 1971; and the JOBS program
started in 1968, '

The jobs creation tax credit included in the Tax Reduction and Simplifica-
‘tlon Act of 1977 will expire in the next few months. Labor Department studies
of the tmpact of that credit will show it to be deficient, but there are several
reasons for that conclusion. First, it is not targeted at the hard to employ,
or anyone else. Rather, it permits an employer who exceeds 102 percent of his
previous year’s employment to claim a credit on the wages of any new em-
ployee. Thus, a tax credit can be claimed on & recently-acquired nuclear physi-
cist as easily as it can be for a low-skill worker.

Another problem, and a common one among all three efforts in this area, is
the lack of adequate awareness on the part of the private sector of the avalla-
bility of the credit. If such a program is to have any chance of success, it
must be aggressively advertised by the administering agency or agencies.
Though T have not seen final data on the use of the present tax credit, I fully
ax?ect that it will be discouraging partly due to the lack of effective adver-

sing,

The Work Incentive (WIN) tax credit, which is a subsidy on the wages of
WIN registrants, was enacted in 1971. It was altered and made permanent in
1976. It permits employers of WIN registrants and AFDC recipients to claim
a credit of 20 percent of the wages paid for the first 12 months of employment
up to a total credit of $50,000 plus one-half of the tax liability above $50,000.
The problem with the WIN tax credit originally was that the amount may
have been too low to justify the paperwork involved, and the employer was
required to retain the employee for one year beyond the year for which the
credit could be claimed. The later modifications of the program apparently
did not come until employers had already given up on the program. As a result
of these problems, two surveys of employers using the credit found that less
than 10 percent attributed their hiring of the WIN registrant to the credit.

Finally, the JOBS program begun in 1968 was a government effort to work
with the Natfonal Alllance of Businessmen in placing disadvantaged unem-
ployed persons in private sector jobs. Once the NAB found the Individual a
job, the federal government offered to Issue contracts which would subsidize
their employment by reimbursing part of their employment costs 1f they were
retained for six months in the firm. However, the employers of less than one-
third of the people actually placed saw fit to enter into the contractual ar-
rangement, which Indicates that the subsldy was largely meaningless. The
problems were twofold: there was too much red tape involved and there was
too mnch of a stigma attached to the hiring of these disadvantaged people.
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As you can see, the record is no* particularly encouraging. However, there
are certain common threads which run throughout each of these efforts and
which indicate, in my judgment, that our proposals could work. The most
common thread is the perception by employers that hiring a tax credit or wage-
subsidized individual would entail massive amounts of paperwork and red
tape—and in the past, that has been the case. But under our program, the
red tape or paperwork would be relatively little.

Another frequently cited problem was the lack of widespread awareness in
the private sector of the existence of the incentive programs. Under our pro-
posal, we would suggest an aggressive advertising campaign by the adminis-
tering agency and appropriate the funds necessary for that purpose,

The other difficulty with past private sector job creation efforts involves the
targets of the various programs. It seems that either the program was not
targeted at all or it was aimed at such a narrow, stigmatized group that em-
plovers were discouraged from taking advantage of the incentive. We think we
will avoid that problem by targeting our program at the long-term unemployed,
AFDC recipients, and unemployed youth.

I was encouraged to see the Administration embrace a targeted tax credit
for jobs as part of its comprehensive urban policy. Although I have not re-
viewed the details of their proposal closely, I would suggest that they bear in
mind the same considerations which 1 have listed before this committee: the
necessity tc minimize paperwork and the specter of government supervision
or intrusion in the affairs of businesses inclined to participate; the importance
of aggressive advertising at the local level so that the private sector is fully
aware of the existence of the incentives; proper targeting so that the incen-
tives encourage the hiring of the hard to employ but do not so restrict the
eligibility of the program to those most stigmatized in the employment context;
and the propagation of a positive attitude among the private sector not only
about the efficacy of the program, but also the significance of their contribu-
tion to solving one of this nation's most serious problems,

We chose to establish two private sector jobs programs rather than just one
for several reasons. Fist, the job creation tax credit concept is already in law,
even though its success apparently has been limited. We believe that by tar-
geting it and advertising it effectively, it can have a substantial impact on
unemployment. However, the tax credit alone is not enough because there are
some businesses or organizations which are pot eligible to participate. Those
include firms which have not increased their employment over the previous
years, as well as organizations which pay no taxes. For those reasons and
others, we felt that the tax credit effort should be complemented by the exist-
ence of a wage voucher program.

As-for the cost of the two private sector programs, the Congressional Budget
Office estimates that by virtue of the people who would be eligible and em-
ployed, we would actually save a small amount of money overall. In other
words, the savings that would result from removing people from the welfare
rolls after 60 days of full-time employment would more than equal the loss to
the Treasury from the cashing of vouchers or the claiming of tax credits.

That estimate is based upon certain assumptions given the Congressional
Budget Office. Specifically, we asked the CBO to assume that 500,000 jobs were
created under the wage voucher program, 300,000 of those jobs going to AFDC
recipients. With that assumption, they estimated that it would cost $1.04 Dbil-
lion fn 1082. The administrative costs of the voucher program were estimated
to be $144 million,

Offsetting those increased costs would be a reduction in AFDC benefits of
approximately $1.22 billion. Therefore, the net cost to the federal government
of the wage voucher program would be a savings of $4 million. The same sort
of offset would occur with respect to use of the tax credit. Unfortunately, the
CBO is unable to estimate what the probable utilization of either program
would be by the private sector.

Despite our heavy emphasis upon private sector employment, public sector
employment is also necessary to help those mot absorbed by the private sector.
In that regard, our bill would work within the context of the existing Com-
prebhensive Employment and Training Act (CETA). However, we would make
certain changes in CETA which we consider necessary to improve its eficiency
and better coordinate {t with other public and private sectors jobs programs.

Our bill only addresses a portion of CETA. It does not deal with the gen-
eral counter-cyclical issue, but only with the existence of public service jobs
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for target recipients. The individuals targeted under 8. 2777 for a Title VI
public service job fall Into two categorles. The first category and priority
consists of an employable adult in any AFDC-Unemployment Parent household
who has searched unsuccessfully for a regular job for 90 days. As Senator
Bellmon has mentioned, it 13 essential to guarantee a job to an adult in an
intact tamily if we are going to require all states to cover intact fomilies under
AFDC.

The second category of target reciplents can be divided as follows: 6O per-
cent to other AFDC recipients and 50 percent to other persons unemployed for
20 weeks or more, regardless of whether they are receiving unemployment com-
pensation.

Although our bill would maintain the present level of CETA public service
jobs through FY 1979, it would reduce those jobs to 500,000 for FY 1980
and 1981. The bill would reduce them further to 375,000 for FY 1982 and
250,000 for 'Y 1983. However, no reduction would take place if the national
average unemployment rate exceeded 6 percent the previous year.

Our bill would also make certain improvements in the Work Incentive or
WIN program. We would begin by giving governors more control over WIN,
including authority to designate the agency or agencies to administer the pro-
gram. We would add $200 million to present WIN funding and convert it to
an appropriated entitlement to assure that the funds were not eliminated in
the appropriation process.

With respect to the Work Incentive program, our bill also would:

(1) Require AFDC reciplents defined as employable to engage in work
search activitles. This requirement 18 also included in the Senate Finance
Committee's version of H. R. 7200,

(2) Exempt from WIN participation AFDC recipients who are:

(a) working for not less than 30 hours a week; (b) engaged in a college-
level undergraduate educational program for not less than 30 hours a week;
or (c¢) employed in a CETA public service job.

(3) Clarify treatment, for purposes of the AFDC income disregard, of wages
and training stipends paid under the WIN program. Public service employment
and on-the-job training stipents are to be treated as earned income, while work
experience and classroom training stipends will not.

(4) Revise the authority of the Secretary of Labor to issue regulations for
certain aspects of the WIN program by requiring that all such regulations be
jointly issued by the Secretaries of HEW and Labor.

(5) Eliminate the requirement for 60-day counseling before terminating
assistance to an AFDC recipient who refuses a job offer or participation in
WIN activities. .

(6) Authorize soclal and supportive services during work search and after
employment is accepted.

(7) Authorize counting of in-kind state snd local contributions toward re-
quired 109 state-loca} share of WIN funding. .

(8) Exempt from the Falr Labor Standards Act work experience assign-
nients of up to 26 weeks under the WIN program.

We believe that these changes will make necessary improvements in the WIN
program and move in the direction indicated by members of this committee in
recent deliberations.

Another major element of any attempt to reform welfare iz aid to the work-
ing poor. If we want to encourage work and discourage dependence, we must
make work more profitable in all instances. The earned income tax credit is the
best means of accomplishing that goal. Under present law, the head of a fam-
Ily with children may claim a credit on earned income of 10 percent up to
$4,000 of income. After earnings pass $4,000; the credit_ phases out at a 10
percent rate, which means that for every additional $10 earned, $1 of the
credit 18 lost. - :

Our bill would vastly enhance that credit by increasing it from 10 to 15
percent of earned income and permitting one to claim a full 15 percent credit
up to the poverty line. In other words, a famlily of four with earned income of
£6.000 per year could claim a 15 percent credit before the credit began to phase
out. The point at which the credit begins to phase out will vary by family size
and wlll Increase as the various poverty lines increase. However, we would
phase out the EITC in this blll at a 20 percent rate or $2 for every additional
810 of earned income. , '
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One of the unique features of our approach to the EITC is that we would
pay the credit to the employee on an “as earned” basis, through reverse with-
holding. In other words, if an employee is entitled to a 16 percent credit on his
earned income and he is paid $500 per month, his pay check would consist of
2500 plus $75 or 15 percent of $500. It is not necessary for an employee to
* have funds withheld by his employer in order to receive the credit. Rather, the
employer simply sutracts the credit from the total amount he owes the Treas-
ury Department. The advantages of returning the credit to the employee in
each pay check rather than all at once are obvious.

Other earned income tax credit provisions of 8. 2777 include the elimination
of the 50 percent ‘self-support” test, the denial of the credit for subsidized
public service employment earnings (both WIN and CETA), and the total dis-
regard of EITC income for purposes of AFDC, R

In conclusion, Mr, Chairman, we propose “incremental” reform of the pres-
ent welfare system. Our bill would increase family stability, reduce the in-
consistencles in the eligibility criteria among the respective states, simplify
and streamline the administration of weifare, provide necessary fiscal relief
to state and local governments, establish new incentives for the private sector
to hire the hard-to-employ, and make work more profitable than welfare.
Most of these changes would build upon and improve the present system. To -
the extent that we plow new ground, it is with respect to private sector job
creation and I submit that trying new approaches is long overdue in that area.

As I mentioned before, people may differ as to what constitutes the ideal
welfare system in America, but they cannot dispute the fact that the present
system cries for reform. The question is how much reform is necessary and
possible, In my judgment, a consensus in the Senate exists for the type of
reform proposed by Senators Bellmon, Ribicoff, Danforth, and me. We must not
let the opportunity that exists this year to effect meaningful reform pass
because we once again attempted too much.

Thank you.

rm————

TESTIMONY BY SENATOR HENRY BELLMON

Mr. Chairman, I want first to thank you for the opportunity to testify here
today and to commend you for holding this series of hearings.

I also want to say that I am personally most pleased that our distinguished
Minority Leader, Senator Howard Baker, and two of our esteemed colleagues
who serve on the Senate Finance Committee—Senators Abraham Ribicoft and
John Danforth—are all co-authors of 8, 2777, the welfare reform proposal which
most of my comments will address.

Mr. Chairman, my personal experience with, and knowledge of, welfare ls-
sues do no{ match yours or those of otber wembers of the Finance Committee.
We are sure you can and will improve the bill we have offered. We look for-
ward to working with you in this effort.

There can be no doubt, Mr. Chairman, that there are significant problems
in the public welfare system in this country. There are indeed inequities in
current welfare benefits; there Is poor management in some aspects of the
programs; and insufficlent priority is placed on work as an alternative to
welfare. I commend President Carter for putting welfare reform on the front
burner for Congressional consideration. It is my personal belief, however, that
in presenting the Administration’s welfare proposals, President Carter and
Secretary Califano have overstated the difficulty of dealing with the problems
which exist. In many of our states, including my state of Oklahoma, we have
effective administration and humanitarian responsiveness to the problems of
low-income people.

As you know, Mr. Chairman, administration of the AFDC program has im-
proved dramatically since the initiation of the Federal-State quality control
program {n 1973. In the first half of 1977, the dollar loss due to payments to
ineligible people and overpayments averaged 8.8 percént throughout the coun-
try. This represented almost a 50 percent reduction from the error rates which
existed in 1973. Moreover, Mr. Chairman, in the first half of 1977, twelve states
achjeved a better quality control record in the administration of AFDC than
did the Social S8ecurity Administration In administering the much simpler S8up-
plemental Security Income Program. I do not think we can assume that better
management will come faster it we “federalize” AFDC and Food Stamps, as
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compared to the progress than can be made through a continued Federal-State
partoership effort.

I would also like to point out, Mr. Chairman, that welfare costs are no longer
running away. Both AFDC and Food Stamp enrollments have been dropptug in
recent months as the economy has improved and state management improve- -
ments were installed. As a member of the Budget Committee, I have become
acutely aware that growth pressures in AFDC, Food Stamps, and 88I, all of
which the President proposes to consolidate, are far less today than they &re
in Medicaid, Medicare, housing or even Social Security.

Having said this, however, I reiterate my personal conviction that welfare
improvements are needed. I believe S.2777 offers a workable, balanced plan for
achleving the needed improvements. .

8. 2777—the welfare reform plan which was introduced on March 22nd by
Senators Baker, Ribicoff, Danforth, Mark Hatfield Stevens, Young and I, pro-
vides Congress with the opportunity to pass significant legislation this year
to remedy major problems in the Nation’s welfare system. 8. 2777 builds on
the strengths and corrects weaknesses in the present welfare programs. It can
be implemented at reasonable costs. It avolds the risks of untested soclal, eco-
nomic and administrative concepts entailed in the Carter welfare reform
plan. It strikes a balance—between support for those in need, and work oppor-
tunities for those who are able to work—that is in tune with both the com-
mon sense and the compassion of the American people.

The American people are compassionate, Poll after poll has shown that they
want to help the members of society who are unable to sustain themselves at
a decent level of living. But at the same time, the public demands certain
things of its elected officials and of the people who receive suppart under
welfare-type programs. It demands that the programs be run well. It should
demand that. It demands that cheaters not be permitted to receive benefits of
public assistance programs that are intended for people with legitimate needs.
The public is correct in demanding that fraud be eliminated and that there be
administrative efficiency and effectiveness in our public assistance programs.
The public is right in believing that those members of society who can work to
support themselves and their families should do so.

tIn hlxs new bhook on “Welfare,” Martin Anderson of Stanford University
. states:

“Practical welfare reform demands that we build on what we have. The
American people want welfare reform that ensures adeguate help to those who
need it, eliminates fraud, minimizes costs to the taxpayers, and requires people
to support themselves if they can do so.”

8. 2777 is aimed precisely at these objectives.

My staff and I have been asked many times why we introduced 8. 2777, a —
so-called “incremental reform' bill, Our answer is & very simple one: we ac-
cept the view that there are serious deficlencies in the present welfare system:
we reject the view that the way to work on those deficiencies is to replace the
present programs with a greatly expanded, Federalized, and computerized
cash benefits program, accompanied by a massive public jobs program, as the
Carter Administration has proposed. Rather, we see an opportunity for the
Congress to change existing programs so as to make significant progress in
correcting problems and inequities that now exist. By doing so, Congress can
achieve reform at lower cost, and with much less disruption, and less relearn-
ing of the lessons of the past, than the President’s plan would entall.

Tet me now summarize the major provisions of 8. 2777. I am focusing par-
ticularly on the welfare changes, as Senator Baker will cover the employment
and tax provisions of our bill. ¥ want to stress, however, that we see our pro-
posals as an integrated set of changes. Qur support for improvements in the
cash assistance and food stamp programs is tied directly to our conviction that
work opportunities for welfare recipients can and must be enhanced.

Our bill proposes the following major changes in existing programs:

(1) ALLOCATION OF COS8TS8 (AFDC)

8. 2777 would increase the Federal matching rate for AFDC program costs
through a three-step sequence, beginning in fiscal year 1980 and ending in fiscal
year 1982, so that In fiscal year 1982 and thereafter, all states would have a
Federal matching rate of between 80 and 90 percent, unless they elected to re-

1 Anderson, Martin, Welfare—ThAe Political Economy of Welfare Reform in the United
Btates; Hoover Institution Press, 1978 (Page 158).
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tain either local administration or local funding part of their AFDC prograims,
and unless they failed to achieve dollar loss error rates of 4 percent or less.
If they failed both tests, their Federal matching rate would still be at least
65 percent. This ¢compares with present matching rates of between 50 percent
and 78 percent.

This increase in matching rates would be achieved by starting with the
present so-called Medicaid matching rate, which i{s one of two ways of calcu-
lating AFDC matching rates, and adjusting the Federal share upward In three
equal steps in fiscal year 1980, fiscal year 1981, and fiscal year 1982,

This i{s probably a good point, Mr. Chairman, to mention an aspect of 8. 2777
that relates both to the distribution of costs between the Federal Government
and the state, and the question of benefit levels which I will discuss a little
later, I am referring to the fact that 8. 2777 would restrict Federal matching
of AFDC costs to that portion of the state’s cash benefits which, when com-
bined with Food Stamps, did not provide income greater than 100 percent of
the official poverty line to a family with no other income. States would be free
to pay higher benefits, but if they chose to do so, they would be fully respon-
sible for the portion of benefits which exceeded 100 percent of the poverty line.

I recognize, Mr. Chairman, that this gets a little involved, and I have ap-
pended to my testimony a table which shows the way the increased matching
share would work for states fn particular situations (Attachment 1). I would
be glad to discuss this table with you if you have questions regarding it.

I bave also appended to my testimony a state-by-state table showing pro-
Jected AFDC costs in fiscal year 1982 and the effects of 8. 2777 on the sharing of
those costs between the state and Federal Governments (Attachment 2).

I want to point out, Mr. Chairman, that 8. 2777 would shift from the state
and local governments to the Federal Government over $3 biliion annually in
AFDC costs by fiscal year 1962, Our bill provides only $400 miliion less flscal
relief in fiscal year 1982 than the Carter welfare reforin proposal, and $800 imil-
lion more fiscal relief than the Corman Subcommittee’s revision of the Carter
plan, according to estimates prepared by the Congressional Budget Office, That is
dlesplte the fact that our bill would cost over $10 billion less per year than those
plans.

(2) COVERAGE OF TWO-PARENT FAMILIES (AFDC)

8. 2777 would require the states to provide AFDC support to two-parent
families, beginning in fiscal year 1981. This is one of the major AFDC Improve-
ments states would be required to make in return for the higher Federal matching
rate, This means that the 23 states whose AFDC programs do not now cover
two-parent families in which at least one of the parents is able-bodfed, wiil be
required to cover such families when their income and resources otherwise
qualify them for assistance.

Even in those states which now have the unemployed parent component in
their AFDC programs, there is serious discrimination against two-parent fam.
llies because of the “work place connection’requirements of the current iaw
and the HEW regulation which terminates eligibility for AFDC benefits when-
ever the father works more than 100 hours in any month. Both of these dis-
criminatory provisions would be repealed by 8. 2777. In place of the 100-hour
rule, our bill would substitute an eligibllity criterion based on earnings. Two-
parent families would become ineligible for assistance when their earnings
exceeded three quarters of the full-time Federal minimum wage. In those states
in which that level of earnings would be above the point where single-parent
familfes would lose eligibility for AFDC, the lower cut-off point would apply.

The provisions of 8. 2777 on coverage of two-parent families would provide
equal treatment of single-parent and two-parent families in low-benefit states.
In high-benefit states, there would still be differential treatment for two-parent
families, but the cut-off of eligibility for benefits would be at a more adequate
income level and thus far more equitable than the present rules.

In order to keep the expansion of the welfare rolls to a minimum, the in-
creased coverage of two-parent familles is coupled with strengthened work-
search requirements as part of the WIN guldelines, eligibility for the job
vouchers and tax credits which Senator Baker will discuss, and finally a “last
resort’” guaranteed job under the CETA public service jobs program,

(3) MINIMUM PAYMENT STANDARDS (AFDC)

A third major change to AFDO would be the eatablishmént of minimum
standards for payments. Under 8. 2777, all atates would be required in fiscal year
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1981 to pay AFDC benefits high enough so that, when Food Stamps are taken into
consideration, eligible families would receive an fncome of at least 55 percent
of the poverty line. The minimum benefit would rise to 60 percent of the pov-
erty line in fiscal year 1982 and to 85 percent in fiscal year 1985. Tying the benefit
standard to the poverty line would mean that in future years the minimum bene-
fit would be indexed so that it moved up in proportion to the cost of living.

The Carter welfare reform plan proposed a benefit floor of 65 percent of the
poverty line, effective {n fiscal year 1981, but it did not index the minimum benefit
for the future. Moreover, the combination of cash-and Food Stamps proposed in
S. 2777 would, in the opinion of many informed observers, provide better pro-
tection to the children whom the welfare system is primarily intended to pro-
tect than would the Carter all-cash plan.

A table is attached to my statement (Attachment 3) showing how AFDC
and Food Stamp benefits would mesh in the various states in fiscal year 1982.
This table assumes continued growth in benefit levels in accordance with historic

atterns,
P (4) RELIEF FOR LOCAL GOVERNMENTS (AFDC)

A fourth area in which 8. 2777 would change AFDC has to do with the mix
of funding and administrative responsibilities between state and local govern-
ments. The bill would create a very strong incentive for states to relleve
local governments of funding and administrative responsibilities for AFDOC
programs. Currently, 18 states have county-administered programs and in 11
states, counties and sometimes cities, pay a substantial part of the cost of
AFDC. The final one-third increment of increased Federal match which would
be available in fiscal year 1982 under 8. 2777, would be denled to states which had
not by then taken over full funding and administrative responsibilities from the
local government level.

We believe 8. 2777 provides for sufficient additional Federal funding to en-
able all states to relieve local government of these responsibilities without net
additional costs at the state level. This would be a major step forward in
reducing the complexity of the intergovernmental relationships {nvolved in the
welfare programs and would remove from the local property tax the burden of
financing AFDC. This would, of course, enable local governments to deal more
effectively with many other needs. -

(5) WORK EXPENBES AND EARNED INCOME DISREGARDS (AFDC)

S. 2777 propo.:s replacement of the “$30 plus one-third earned income” dis-
regard provision, and the individualized calculation of work expenses and
child-care deductions now in the law, with the following new provisions.

1. AFDC recipients who work would retain the first $60 per month of earn.
ings, without any reduction f{n their AFDC grant. This allowance would rise
to $65 in fiscal year 1983 and to $70 in fiscal year 1085.

2. Any reciplent who could document work expenses exceeding $60 fn a
month, would be allowed up to another $60 deduction without reduction of-the
AFDC grant. This maximum deduction would rise to $65 in fiscal year 1983 and to
$70 in fiscal year 1985, ,

3. After deductions 1 and 2, where applicable, the reciplent family’s grant
would be reduced by $2 for every $3 earned, except that where necessary to
permit employment of a parent, child-care expenses of up to a $100 for one
child and a maximum of $300 per family would offset the AFDC grant reduc-
tion that would otherwise occur. These maximum child-care deductions would
rise to $110 and $330 in fiscal year 1983 and $120 and $360 in fiscal year 1985.

These proposed changes in the work expense and disregard provisions differ
somewhat from the proposals that have been considered thus far by the Finance
Committee. We belleve this design provides appropriate work incentives, while
simplifying administration.

{8) RESOURCE LIMITATIONB (AFDC)

8. 2777 provides for standardization of resource criterla for AFDC eligibllity.
As you know, the states now vary widely on the amount of assets families may
have and still quality for AFDC. Federal law, on the other hand, establishes
for the SSI program a nationwide set of resource limitations, which have
worked well and which seem appropriate for the AFDC program. Our bill,
therefore, proposes that the asset limitations already established for SSI be
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applied to the AFDC program. This means that families of two or more could
have up to $2250 in liquid assets, without belng denled AFDC benefits.

(7) ACCOUNTING PERIOD AND REPORTING (AFDOC)

In designing our proposal, we were very sensitive to the concerns that have
been raised about the Administration’s proposal for a six-month accounting
period in determining eligibility and the amount of payment, 8. 2777 reflects
our conclusion that states ought to be left with considerable flexibility in this
area. The blll, therefore, provides that states may choose to adopt either the
one-month prospective approach now used by most of them or a one-month
retrospective accounting period. It is our bellef that more and more states will
switch to the retrospective approach as a way of reducing their quality control
error rates, but we do not believe the Federal Government should mandate
this for all states. Likewlse we propose that states continue to have an option
on requiring monthly or other periodic reporting of income and other data
affecting eligibility or amount of payment. ‘

{8) SUPPLEMENTAL SBECURITY INCOME (8BI)

8. 2777 would continue the SSI program as a Federally-administered, state
supplemented arrangement. Two major changes would be made in the SSI
program: First, the age level for SSI eligibility would be reduced from the
present 65 years to 64 years in 1980, 63 years in 1981, and 62 years in 1982,
This proposal recognizes the difficult financial problems many low-income people
face in their sixties when their employability 18 reduced; many of the people
who would be helped by this change have neither families nor jobs. SSI eli.
gibility would provide them the opportunity to survive with dignity.

A second SSI change deals with the interactlons between SSI and Food
Stamps. States would be given an option to “‘cash out” Food Stamps for elderly
and disabled persons who are eligible for SSI. States would s{imply advise the
Federal Government of their decision to have the program cashed out and the
Federal Government would add the benefit that would otherwise go through
Food Stamps to SSI checks paid to individuals living in those states.

(9) EARNED INCOME TAX CBEDIT

8, 2777 proposes expansion and scaling by family size of the earned income
tax credit now in the law. The present credit provides a8 10 percent refundable
tax credit for persons earning $4,000 or less, with the credit scaled down as
income rises above $4,000 at the rate of $1 loss for each $10 of income earned.
S. 2777 increases the earned income credit to 15 percent of earnings up to the .
poverty line (approximately $6,200 for a family of four in 1978). After reach-
ing its peak, the new earned income tax credit.would phase down at a 20
percent rate—$2 lost for every $10 of income—until it was phased out. If
these changes were in effect in 1979, the EITC would phase out at $10,850 for
a family of four.

A major i{nnovation which S. 2777 adopts from the Carter welfare reform
plan involves the way the credit s paid. It would be paid through reverse
withholding. In other words, persons working at very low wages would recelve
the credit as an addition to their pay checks, Their employer would, in turn,
offset the amounts so paid against the taxes the employer owed to the Federal
Government for income tax withholdings. The Federal income tax return would
still be used to reconcile and recover from any individual whose overall income
did not justify the credit.

.. The earned income credit, together with Food Stamps, would provide sig-
nificant support for those non-AFDC famllles in which members are working
at low incomes, or working intermittently.

(16) RECOUPMENT (AFDC AND FOOD STAMPS)

8. 2777 adopt provisions included in Representative Ullman’'s welfare reform
bill (H.R. 10711) providing for recoupment through the income tax system of
AFDC and Food Stamps benefits paid to families having relatively high earn-
ings during part of a year, but eligible for benefits in other months, Recoup-
ment is an important, innovative concept which can help greatly in reducing
the inequitles assoclated with welfare programs as well as holding down
unnecessary costs.
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«11) PILOT TESBTS

8. 2777 provides authorization for testing more far-reaching reforms of pub-
lHe assistance and social services program. Specifically, the bill calls for pilot
testing of a federalized, consolidated cash assistance program similar to that
proposed by President Carter, a “full-state-cholce” option advocated by varlous
people, and the full cash-out of Food Stamps. In addition, the bill would pro-
vide tfor demonstration programs that would involve “one-stop shopping” serv-
fce centers responsible for serving people participating in various public benefit
programs.

(12) SUBSIDIZED ADOPTIONS/FOSTER CARE

8. 2777 incorporates the very important provisions on subsidized adoptions
and foster care included in H.R. 7200 now pending Senate Floor action, with
one major exception. We propose that the Federal funding for AFDOC foster
care costs remain open-ended, rather than placing a celling on Federal pay-
ments as proposed in H.R. 7200.

(13} EMERGENCY A€ ISTANCE

8. 2777 would replace the present limited emergency assistance program
associated with AFDC with a more flexible, block-grant of $150 million in
Federal fundg each year. This money would be divided among the states in
proportion to the AFDC population, but it could be used to assist people who
do not receive AFDC support as well as those who do.”

(14) ADMINISTRATIVE IMPROVEMENTS

8. 2777 incorporates a number of provisions to improve AFDC administra-
tion. Several of these were adopted from the Senate Finance Committee ver-
sion of H.R. 7200. These are summarized in the sectional summary appended
to my statement (Attachment 4).

ADVANTAGES OF 8. 27177

Mr. Chairman, my associates and I believe we have presented to you a
welfare reform plan that can be supported by liberals and by conservatives in
the Congress, by the Administration, and by the public. Our plan builds on
the strengths of the present system and makes major improvements in the
most serious problems in the present system. Most importantly, it does not
close the door for the future.

(1) Costs

This plan would involve added annual costs to all levels of government of
about $5 billion more than would present programs.

This compares with about $18 billion above present programs for the Carter
plan as revised by the Corman Subcommittee in the House. Under 8. 2777,
states and local governments will be relieved of $3 billion in costs, while the
fiscal relief provided by the Carter/Corman plan would total only $2.2 billion.

Most of the added costs of 8. 2777 will be for the employment and the
Earned Income Credit features of 8. 2777. Indeed, looking ahead 10 years, we
estimate that 8. 2777 will reduce casb assistance and Food Stamps costs by at
least $26 billion below what they would be if current programs were simply
continned. The last page of the attachments to my statement provides a table
which projects future costs of these programs, assuming 8.2777 resulted in a
total of 1.5 million people over the next ten years taking jobs instead of being
dependent on welfare (Attachment 5).

(2) Welfare and Work

8. 2777 takes a balanced, cost-effective approach to the work question. It
assumes that we both should and can assure that persons recelving public
assistance work in regular jobs wherever possible. As Senator Baker will ex-
plain, our plan provides vouchers and tax credits and WIN improvements to
facilitate movement of AFDC reciplents into regular jobs. But we don't stop
there. We also change CETA eligibility rules to assure that many of the
existing subsidized public jobs go to AFDOC recipients rather than to people
who can obtain other employment far more easily,
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(3) Benefit improvements

8. 2777 will improve the equity of AFDC benefits within and between states,
and the adequacy of benefits in states which currently pay very low benefits.
Also, the serious inequities relating to two-parent families will be largely
eradicated by enactment of this bill

(4) Administration
Finally, 8. 2777 will keep decentralized administration in the AFDC and
Food Stamp programs, rather than launching a major expansion of the Federal

Governinent.
CONCLUSION

The hearings you are holding during the next three weeks should help all of
us to have a better perspective on the over-all weifare reform picture as we
consider individual pieces of legislation coming to the Senate Floor.

S. 2777 offers Congress a constructive, workable welfare reform plan. It is a
package or changes that builds upon experiences gained, and avolds the mis-
takea made in the past, I am confident this plan countains the key ingredients
of welfare reform as it will ultimately be enacted.

ATTACHMENT 1

BAKER-BELLMON-RIBICOFF.DANFORTH WELFARE PROPOSAL (S. 2777)—EXAMPLES OF EFFECT ON S. 2777 ON
AFDC FEDERAL MATCH

{including effect of local administration and quatity control rules}
{1n millions of dollars]

Medicaid Increased Federal match

- match in -
fiscal f“' Fiscal reu Fiscal Ieil Fiscal {NI‘

980 980 | 981 982

Stztes with fult State funding and administration, and less
« thand pct. doliar error rate by 1982:

State A 0 60 70 80.0
State B 55 65 5 85.0
State C 63 72 81 90.0
State D 69 76 83 90.0
States with local administration and/or fundmg and with
less than 4 pct. dollar error rate by fiscal year 1982:
State £ 60 70 0.
55 65 75 75.0
. . - 63 12 8] 8.0
State M. . ... iiiiiiiaaoa.. 69 76 83 83.0
States mm full State administration and funding dut with
grester than 4 oct. doliar error rate by fiscal year 1982:
State 11 50 60 0 79.0
69 76 83 89.3
50 60 70 18.0
€9 16 83 83.6
50 60 70 79.0
69 76 83 87.9
60 70 76.0
69 76 83 8.2
60 70 75.0
69 16 83 86,5
80 70 63,0
69 76 83 82.3
$0 60 10 68,0
69 16 83 81,6
50 60 70 67.0
69 16 83 80.9
S0 60 70 66.0
69 16 83 80.2
50 60 0 ¢ 65.0
69 76 83 9.5
1 Dollar error rate of 4.5 pct.
3 Dollar error rate of 5.5, pet.
4 Dollar error rate of 6.5 pet.
4 Dotlar error rate of 7.5 pct.
 Dollar error rate over 8 pc .



ATTACHMENT 2

BAKER-BELLMON-RIBICOFF-DANFORTH WELFARE PROPOSAL (S. 2777)—PROJECTED STATE AFDC COSTS AND SAVINGS—FISCAL YEAR 1982

State
savings

(mulions) *

19
)

State share

adjusted

using 1982
[¢
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1982
ldijusted
ederal
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1982
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1982
)

State share

usin? 1978
¢ ederal
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estimated
total cost

(millions)

1978

Federat

(percent)
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Nebraske. . . . .. .. il 23.8 12.8 53.46 42.8 19.9 85.54 85.54 6.2 13.7
Neveda, _..__. . 10.3 52 50. 00 15.3 1.6 80.00 80, 00 31 4.5
New Hampshi 23.7 9.4 62.85 35.0 13.0 90. 00 8819 4.1 89
New Jorsey___._. 426.8 213.4 50. 00 634.5 312.2 80. 00 76. 00 1823 164.9
Neow Mexico .1 8.6 7.8 47.8 13.5 90, 00 90. 00 4.3 9.8
New Yor! 1,563.2 781.6 60. 00 2,324,4 1,162.1 80. 00 75.00 5811 58,0
North Caroli 123.9 39.6 67.81 184.2 59.3 $0. 00 88.52 211 38.2
North Dal 13.1 5.6 50.71 19.5 9.6 80. 00 8l.14 37 3.9
Ohlo____ 436.3 203.6 §5.46 663.6 295.6 90. 00 84,30 104.2 191.4
Oldehoms 65.5 - 21.3 65,42 97.4 3.7 8114 90. 00 9.7 24.0
Oregon..____ 113.5 46.5 57.29 168.8 72.1 88.74 8.8 20.6 51.5
Pomnsylvan:; 650.9 290.4 55.11 967.8 434.4 90, 00 8.7 157.1 271.3
Rhode Island. . . _ 51.3 22.3 $7.00 76.3 32.3 90. 00 7.%0 9.3 2.5
South Caroli 46.4 10.7 71.93 €9.0 19.4 88.18 88.19 81 1.3
South Dakots. . 20.1 6.6 63. 80 29.8 10.8 90. 00 90. 00 3.0 7.8
Tennesses. .. 85.8 23.0 68. 88 127.6 39.7 90. 00 88.59 14,6 2.1
Texas.. 137.7 39.5 60. 66 204.8 80.6 90. 00 33.04 245 56.1
Vah, ___ 35.2 10.6 68.98 52.4 16.3 90. 00 90, 00 5.2 1.1
v 26.5 8.0 68, 02 39.4 12.6 90.00 87.80 4.8 7.8
Virginia. 138.7 57.8 §7.01 206.2 38.6 90. 00 86.70 27.4 612
thl#'m - 160.5 74.3 5164 238.7 115.4 82.62 80. 55 4.4 6.0
Weat Virginia 52.5 14.8 70.16 78.1 23.3 90. 00 90. 00 7.3 155
Wisconsin 210.9 84.5 £8.53 313.6 130.0 90. 00 90. 00 31.4 9%.6
Wyoming. 49 19 53.44 7.3 34 85. 50 2.89 1.2 2.2
Guem_____ 13 .8 50, 00 2.2 11 80.00 77.00 .5 .8
Pye:to Rico 4.2 12.1 50.00 36.0 18.0 80.00 76.00 &6 9.4
Viegin Istands_ . ____ ... 1.8 .9 50. 00 2.6 1.3 80. 00 77.00 .6 7
Tl e ememcemcaeeas 9,675.0 3,589.0 ... 14,390.0 6,629.0 ... o eecccmeecaenen 2,804 3,825.0
t Estimates of total AFDC cost in 1922 are equiva. int to 1976 costs aq‘,umd to arproxlmnely 150 percent. The adjustment is intended to take into account caselosd and benefit level uwlh from 1976
0 1982—both normal growth and the results of S. 2777 changes in AFDC. The national total reflects the cost of S, 2777 as reported in the CBO analysis of March 17, 1978 It hu not been possible to reflect
possible varistions among States in the impact of particular design features, such as the earned-income disregard and the unemployed parent eompomnt. (Bacause of the job guaraates for unemploy
parents, [t is feit that the impact on AFDC costs will be small, ?Shﬂ work is continuing with CBO to determine what. if any, variations will oocur amon; Stat
* Fiscal year 1982 matching percentages assume: (1) Al

| States will relieve local governments of funding and bilities; and (2) ﬁ-t States whose 1977 qali’ contral payment error
rate was 6 percent or less will meet the 4 percent goal by 1982 and thus suffer no loss of Federal match, while States whese 1977 error rates were over 6 percent wili move halfway to 4 percent by 1962,
3 State savings is the difference between State share using the present (1978) Federal percentage and State shau using the improved S. 2777 Federal percentsge. These estimates do not include estimates
of 100 percent State costs for the relatively small proportion of total costs which exceed 100 percent of the poverty line.
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ATTACHMENT 3

BAKER-BELLMON-RIBICOFF-DANFORTH WELFARE PROPOSAL (S. 2777)~ESTIMATED 1982 MAXIMUM POTENTIAL ANNUAL BENEFITS UNDER ALTERNATIVE ASSUMPTIONS, SINGLE-PARENT FAMILIES
: OF FOUR

Fiscal year 1982 benefits—assuming 15 7perccnt increase in  Fiscal year 1982 tenefits—assuming 25 percent increase in
AFDC benefits over 197 AFDC benefits over 1977

AFDC Total potential benefits Total potential benefits
maximum

July 1977 (or 1974-77 AFDC Porcent AFDC Percent

later in 1977) changes ¢ maximum  Food stamps Dollars poverty maximum Food stamps Dollars poverty 7
ARDBMA. . iirimeecieac oo iianas 1,776 +19.0 2,042 2,328 4,370 57 2,220 2,274 4, 4% 59
Alasks 4, 8300 0 S, 520 2,2% 7,776 81 6, 000 2,112 8, 112 35
AfIZONS. ... icieeieecmcmcececceenen 2,376 +7.6 2,732 2,121 4,853 63 2,970 2,049 5019 / 65
ATKANSES . . oo cicaemecmmceeoomene 2,268 +51.2 2,608 2,158 4,766 63 2,835 2,09 4,925 64
California®. .. ..o oo cieenicaccceanncaaes 5,076 +36.0 5,837 1,189 7,026 92 6, 345 1,037 7,38 9%
Colorado?. _ .. o ecicecccevanamean 3,570 +10.6 4,106 1,709 5, 815 76 4,463 1, 602 6, 065 9
Sty o e | @i o ) ash R @ & 760 .21 EP &

rality of cases).. Lb608) . el 3 3 3 '

Delaware 44 +24.7 3,961 1,752 5,713 75 4, 305 1,649 5, 954 78)
District of Columbi 3,768 +12.5 4,333 1, 641 5,974 78 4,710 1,527 6,237 81
1) TR 2,292 +26.4 2,636 2,150 4,786 62 2, 865 2,081 4, 946 65
Georgia. . 1, 692 -12.0 1, 946 2,357 4,303 2,115 2, 306 4,421 58
Hawaii ¢ 6, 396 4-33.5 7,355 1,563 8,918 101 7,995 1,371 9, 366 106
Idaho. .. 4,128 +15.4 4, 747 1,516 6,263 5, 160 1,392 6, 552 85
1llinois 3,804 +10.0 l, 375 1,628 6, 003 78 4,755 1,514 6, 269 2
Indiana 3, 300 +10.0 3,795 1, 802 5,597 73 4,125 1,703 5, 828 76
fowa. .. 4,428 +24.6 s, 092 1,413 6,505 85 5,535 1,280 6,815 89
Plural 3 2‘7*2’) +%.8 (i’ gg) (}' 31) (g' g;) (%) (i’ g) ({' 532§) 2: {gzs) %

of cases). . W O/L) e camein - 'y . g d 4

. v..it.y ........ z-. (2, 820 +37.4 3,243 , 963 5,211 68 3,525 1,883 (5, 408 (71)
i 1, 968 +34.4 2,263 2,262 4,525 9 2,460 2,202 4, 662 61
Maine 2, .. 3,768 +86.9 4,333 1, 641 5,974 78 4,710 1,527 6,237 81
Marytand 3,048 +12.3 3, 505 1,889 5, 394 70 3,810 1,797 8, 607 73
Massachusetts 4,620 +7.5 5,313 1,347 6, 660 87 5775 1,208 6, 983 91
: &" """""" (g' ﬁ) +az0 (g’ ;g:) Q gg) ((75' g%) ”bg «7{ 3 & (!7" 23;) ‘33

ne County). , 836) - eeeoo o ) . \ . 1
lliuns:& _______ t’ _) ....................... 4,848 +9.1 5,575 1,268 6,843 89 6, 060 1,122 7,182 ¢ 9a)
- »

¢29



L » » »
i
0 2 228 3,318 [k} 900 2,490 3,3% “
(1,212) (4+68.0)
, 84 +429.5 3,211 1, 959 5,230 68 3,555 | 1,874 S, 429 n
3,408 +36 3,919 1,765 n 4,260 1, 662 5,222 n
4, +32.1 5,106 1,409 6,515 85 5, 550 1,275 6, 825 39
3,15 +30.8 3,629 \,852 5, 481 n 3,045 1,757 , 102 74
4,152 0 4,775 £08 6, 2, 82 5,190 1,383 6,573 86
4212 0 4,912 7 6,379 83 5, 380 1,338 6,678 87
2,640 +6.7 3,036 ,0:0 5, 66 3,300 1,950 5,250 68
(g' ;?2, o (ZJ ;23, 6'3) 73 98) 7 140 (#87;) (3‘ 33%) (}«%
3 3 (97 (7,539) ( (7,140) ’
2,400 +8.6 2,7 2,112 4, 3,000 2,040 , 040 66
4,40 +17.4 5, 1,409 6,515 85 5, 550 1,275 6,825 89
3,204 +32.8 3, 1,835 5,520 n 4,005 1,739 5,744 5
3,468 4+22.4 3 1,744 5132 75 4,335 1, 640 5,975 78
S, 280 +30.1 6,072 119 7,191 94 6, 600 960 7, 560 99
(4, 860) , 589) (1, 264) (6, 853) (89) (6, 075) Q1,118) (7,193) (94)
4,476 +6.8 S, 147 543 85 5, 595 1,228 , 823 89
(4,320) y (1, 450) (6, 418) 84 (5, 400) 1,320 6, 720 88
4,544 +15.4 5,226 ,3713 3 86 5, 680 1,236 6,916 )
1, 404 0 1,61% 2,456 4,071 53 1,75% 2,414 4,169 54
3,996 +1.5 4,595 1, 562 6, 157 80 4,995 1, 442 6, 437 3
1,668 +5.3 1,918 2,365 ) 56 2,085 2,315 4,400 57
1,680 +28.4 1,932 , 361 4,293 56 2,100 2,310 4,410 58
4,224 +12.5 , 858 1,483 , 341 83 5,280 1,356 6,636 8
4, 860 0 S, 589 1,264 6, 853 39 6, 075 1,118 7,193 94
(4, 663) (5, 368) (1, 330) , 698 87 (5,835) (1,190) (7,025) (92)
(g' Psg) 8 (§' S%) (l' 5 oo (;g (g' %) qQ %z‘r) (g' %12) (iag)
3 3 1 828) (5,491) ) : , ,
4,992 +23.8 5, 741 1,218 6, 959 91 6, 240 1, 068 7,308 95
2,988 +14.7 3,436 1,910 5,346 70 3,735 1,820 5, 555 2
5,304 +9.6 6, 100 1, 110 7,210 94 6, 630 951 7,581 9
3,240 +18.9 3,726 1,823 Y F 5,549 72 4,050 1,725 5,775 %
1 Chart assumes that the U.S. nonfarm poverty guideline for 3 family of 4 in 1982 will be $7,667, except Alaska $9,584 and Hawaii $8,817.
1 AFDC benefit values between winter and summer,
31977 AFDC benefit is as of September 1977,
41977 AFDC benefit is as of October 1977, .
& Mississippi maximum did not change 1973-77, but will rise to $1,212 In July 1978, an increase of 68 pct.
§ For all 51 jurisdictions the average increase was 17 pct; for the 42 which actually had increases: the average rise was 21 pct. .
7 Those States which do nct reach 60 pct of poverty with a 25 pct increase (Alab Georgia, Mi ippi, South Carolina, Tennessee, Texas) would have to increase to at least 60 pct of poverty.
Note.—Chart assumas that foodfstamps deductions total $125 gor month ($70 standard deduction plus estimated $55 average child care and/or excess sheiter). Food stamps allotment for family of 4
in 1982 Is agsumed to be $2,490, except Alaska $3,462 and Hawaii $3,319. If two AFDC maximums are shown for a State, the first is the maximum for the highest county or region, the second is the maximum

for the plurality of AFOC families in the State,

€29



624

ATTACHMENT 4—SECTION-BY-SECTION DESCRIPTION

JOB OPPORTUNITIES AND FAMILY SECURITY ACT OF 1978

Section 1.—The title of the proposed legislation—*Job Opportunities and Fam-
fly Security Act of 1978"—reflects the two major thrusts of the biil: (1) to pro-
vide Increased job opportunities, especially in the private sector, for employable
reciplents of public assistance; and (2) to improve programs which provide
support to those citizens who cannot work and those who can and do work but
who earn too little to meet their basic needs and those of thelr families in today’s
economy.

Title I—Family Security Program.—Passage of this bill would begin the proc-
ess of making much needed changes of terminology in the publie welfare fleld.
Both the current Atd to Familles With Dependent Children Program and the
Work Incentlve Program would become components of a renamed program to
be known a8 The “Family Security Program”.

Section 101—Aid to dependent children of unemployed parents

This section eliminates the option states now have to exclude from coverage
in their AFDC programs two-parent families in which at least one of the parents
is employable. 27 states and the District of Columbia currently provide support
to such families while the remaining states do not.

In addition, section 101 repeals section 407 of the Social Security Act, thereby
eliminating .the so-called “work force connection” requirement under which a
two-parent family is excluded from assistance unless the father has been in the
work force during six of the preceding 13 calendar quarters.

Section 101 replaces the “100-hour rule” established by HEW regulations.
Those regulations define ‘‘unemployment” as work for less than 100 hours in any
given month. This provision creates a distinct work discentive by causing abrupt
termination of assistance to two-parent families whenever the 100-hour line is
crossed. Section 101 provides a new definition of unemployment based on earn-
ings. Specifically, a family will be eligible for assistance if its income from
earnings, averaged over a period of two successive months, does not exceed the
equivalent of 30 hours per week (130 hours per month) times the Federal mini-
mum wage. When the maximum cash assistance grant under the state program
would be lower than the minimum wage equivalent just described, the lower
figure will apply.

Section 101 adds to law a requirement that AFDC recipients who are eligible
for Public Service Employment under the Comprehensive Employment and Train-
ing Act (CETA) register for and accept such employment.

The provisions of section 101 would take effect October 1, 1980.

Section 102—Variations in necd standards within States

This section allows states to establish up to three different payment standards
for AFDQC cash assistance, based on differences in living costs among regions of
the state. None of these variations would fall below the minimum benefit amounts
as defined In section 110. This section would become effective October 1, 1978.

Rection 103—Assistance unit defined ; carned income disregard

This section revises the definition of A¥'1DO “assistance unit” to make clear
that individuals receiving SSI benefits may not be included, and also to exclude
persons absent from the howe for more than 90 days, unless it can be established
that the absence was for the purpose of seeking employment.

Section 103 also revises the allowable work expense deductions and earned in-
come disregards for AFDC recipients who work. Under the new provisions, the
first 860 per month of earnings, plus documented work expenses exceeding $60
per month up to an additional $60, plus one-third of earnings above that amount,
pius an allowance for child care where necessary shall be deducted from income
Lefore offsetting earnings against the AFDC grant. The amounts to be deducted
for child care are limited to $100 per month per child and $300 per family, and
may not exceed 50 percent of the recipient’s earnings. The two $60 limitations
will be increased to $6& in fiscal year 1983 and $70 §n fisral year 1985 to take ac-
count of rising costs. Likewlse, the $100/$300 child care limitations will increase
to £110/$330 in fiscal year 1983 and $120/$360 in fiscal year 1983,

Finally, section 103 would preclude disregard of earned income for any family
member who fails to make a tlmely report to the state agency on earnings re-

'
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celved. A simflar provisfon is included in H.R. 7200 as reported by the Senate
Finance Committee. However, the H.R. 7200 would preclude disregard of the
earnings of all family membere—not just the income of the person for whom
no report, or an inaccurate report, was made to the state agency.

Section 103 would become effective October 1, 1878,

Bection 10j—Determingtion of benefits in certain cases where ohild lives with
individual not legally responsible for his support
This section permits states to make pro-rata reductions in AFDO grants to take
{nto account the presence in the houschold of individuals who are not eligible
for assistance and who have other means of support. This provision fs included
in the Senate Finance version of H.R. 7200. It would take effect October 1, 1078,

Section 105—Additional Federal funding for certain mechanized claims process-
ing and information retrieval systems

This section adds to the AFDOC program provisions similar to ones already in
Title XIX for the Medicald program (section 1903 (8) (3)), providing financial
incentives and technical support to the states for installation of modern com-
puterized claims processing and management information systems. States which
submit plans approved by HEW for development and operation of such systems
will receive 80 percent Federal matching funds for the initial development costs
and 75 percent for gystem operations.

This section is similar to provisions in the Senate Finance Committee’s version
of H.R. 7200.

Section 105 would become effective October 1, 1978.

Section 106—Miscellaneous State plan requirements

This section makes a conforming change (repeal of section 402 (a) (23)) and
adds a requirement that members of AFDO assistance units apply for any pri-
vate or public retirement, disability, unemployment compensation and similar
benefits to which they may be entitied.

This section will become effective October 1, 1978.

Section 107—Federal payments to States; mazimum State payments sudject to
Federal matching

This section establishes a ceiling for Federal matching of state-local welfare
costs. States would receive Federal matching as described below for AFDC bene-
fits which, when combined with the value of food stamps, would prvide a family
(with no other income) total support equal to 100 percent of the Federal non-farm
poverty line, as established by the Office of Management and Budget. States would
be free to pay benefits which would exceed the poverty line (when combined with
food stamps), but would themselves be required to pay 100 percent of the costs
of going above the poverty line. The maximum benefit for Federal matching, as
well as the minimum benefit provided for by section 109, would rise in future
years in proportion to the cost of lfving.

This section also shifts from state and local governments to the Federal Gov-
ernnlent & substantial part of the current state local/share of AFDC costs. The
increased Federal matching will be phased in over a period of three years be-
ginning in fiscal year 1980. The percentage increase each state receives each
year will be determined as follows:

Fiscal year 1980.—States which under current law (prior to these amend-
ments) would have been entitled to receive 60 percent Federal AFDC matching
funds or less under the alternative Medicaid formula will, in fiscal year 1980,
receive 10 percent higher Federal match than the Medicaid formula would have
entitled them to receive. States which would otherwise be entitled to receive
Federal matching funds at higher than a 60 percent rate in fiscal year 1980 will
recelve Federal funds at the percentage to which the Medicaid formula would
have provided, plus one-third of the difference between that state’s Federal
matching percentage under the Medicald formula and 90 percent.

Fiscal year 1981.—All states will receive another increase in the Federal AFDC
matching funds percentage identical to the one received in fiscal year 1980,

Fiscal year 1982.—Those states which meet the two conditions described below
will receive a third increase in the Federal matching percentage equal to the
increases provided in fiscal 1980 and fiscal 1981. Those states receiving the full
increment in fiscal year 1982 would those recelve Federal matching funds at no
less than 80 percent and no more than 90 percent in fiscal year 1982, Under the
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provisions of section 107, states which failed to meet either of the following con-
-ditions would recelve reduced Federal matching funds as indicated:

(1) State Punding and Administration.—Any state which, by fiscal year 1982,
still required local governments to either provide funding for, or administer the
AFDC program, will not receive the increased Federal matching scheduled for
fiscal year 1982,

(2) Quality Control.—Any state, which in the first half of fiscal year 1981,
had a dollar error rate in excess of four percent (from payments to ineligibles,
overpayment, underpayments), as determined by the Federal-State quality control
program, would receive in fiscal year 1982 a reduction in Federal funding as fol-
lows: If a dollar error rate of less than five percent but more than four percent
were achieved, the Federal matching rate would be reduced by ten percent of the
ltzst full increment of increased Federal match to which the state was entitled...
For each rise of one percent in its dollar error rate, the state’s Federal matching
rate would go down by 10 percent of one of the three increments to which it
i\\'ould :t:lerwise be entitled, up to a maximum loss of up to 50 percent of that
nerement.

t'I;he following table! shows how these provisions would apply to a range- of
states.

8Section 108—Dctermination of cligibility for, and amount of, AFDC payment
This section authorizes states to base eligibility for, and amount of, AFDC
payments on a one-month retrospective accounting period or a one-month pro-
spective period. It also authorizes, but does not require, states to establish
monthly reporting requirements.
These provisions will hecome effective on October 1, 1978.

Rection 169—Minimum benefit amount

his section re:juires that beginning with fiscal year 1981, the combined food
stamp and AFDC benefits provided to eligible families with no other income shall
be not less than 55 percent of the official non-farm poverty level. The minimum
benefit will increase to 60 percent of the non-farm poverty level in fiscal year
1982 and to 85 percent in fiscal year 1085. Based on anticipated increases in living
costs between now and fiscal year 1982, the minimum combined food stamps
AFDC benefit under this provision for a family of four with no other income in
fiscal year 1982 will probably be about $4,600.

Section 109 provides deviations from the poverty line in two situations: (1)
the minimum benefit standard for a single-member AFDC unit shall be one-fourth
of the standard for a family of four: and (2) states will satisfy the minimum
benefit requirements for family units larger than seven members as long as their
combinations of food stamps and AFDC payments equal at least 60 percent of the
poverty line for a family of seven.

Section 110—Resource limitation

This section would standardize resource Himitations affecting AFDC eligibility
by adopting on a national basis the resource lin:itations used in the Supplemental
Security Income (SS1) program. For example, single-member AFDC units would
be ineligible if they had liquid assets exceeding $1,600 in value. The limit on
liquid assets for a family of two or more would be $2,250, the same as the limit
for a married couple in the SSI program.

Section 110 would take effect at the beginning of fiscal year 1081,

Section 111—Change of title of “Aid to Familics With Dependent Children’ to
“Family Security Program”

This section would change all references to the AFDC p ogram throughout the
Social Security Act to “Family Security Program” or “Afd for Family Security”
as appropriate. This change in terminology would take effect at the start of
fiscal year 1981,

Rection 121—Implementation of work and training requirements

This section makes the following changes to the Work Incentive Program:

(1) Requires AFDC reciplents defined as employable Lo engage in work searcp
activities. This requirement is alto included in the Senate Finance Committee's
version of IL.R. 7200,

S
1 Sce Attachment 1. p. 619,
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(2) Exempts from WIN participation AFDC recipients who are: (a) working
for not less than 30 hours a week; (b) engaged in & college-level undergraduate
educational program for not less than 30 hours a week; or (c) employed in a
CETA public service job.

(3) Clarifies the treatment, for purposes of the AFDC income disregard, of
wages and training stipends paid under the WIN program. Public service em-
ployment and on-the-job training stipends are to be treated as earned income,
while \\'ork' experience and classroom training stipends will not.

(4). Revises the authority of the Secretary of Labor to issue regulations for
c_e}-tam aspects of the WIN program by requiring that all such regulations be
jointly issued by the Secretaries of HEW and Labor.

(§) Eliminates the requirement for 60-day counselling hefore terminating
zsc:;stft\pce to an AFDC recipient who refuses a job offer or participation in WIN

vities.,

(8) Authorizes social and supportive services during work search and after
employment is accepted.

(7) Authorizes counting of in-kind state and local contributions toward
required 10 percent state-local share of WIN funding.

(8) Exempts from the Fair Labor Standards Act work experience assignments
of up to 26 weeks under the WIN program.

Section 121 will take effect October 1, 1978.

Section 122—Placement of responsidbility for WIN programs with States

This section makes a number of changes to Part C, Title 1V of the Social Se-
curity Act to make clear that the primary responsibility for operating the WIN
Drogram rests with the states. The Secretaries of Labor and HEW are to izssue
Joint regulations for the WIN program, and the Secretary of Labor is to handle
Federqblevel administrative functions and oversight.

Section 122 also enables Governors to determine what agency will serve as the
WIN agency for their states.

Section 122 will take effect October 1, 1978.

Scction 123—Limitations on amount of annual authorization for programs;
quarterly payments to States; allotments to States

This section provides for WIN funding of $565,000,000 annually (as compared
lo $365,000,000 appropriated for FY 1978) nnd makes WIN an appropriated en-
titlement program as opposed to merely authorizing appropriations under current
law. This will assure that the full $565,000,000 is actually made available to the
s;alt-iegéd'l‘he procedures for allocating WIN funds among the states are also
<cla .

Section 123 will take effect October 1, 1978.

Section 131—Federal payments for adoption assistance and foster care

This section adds a new Part E to Title IV of the Social Sccurity Act, providing
revised authority for Federal funding of state foster care programs, and a new
program of Federal support for subsidized adoptions.

This section includes much of the bill language developed by the Senate

Finance Committee and included in H.R. 7200 as reported by the Committee
(now awaiting Senate Floor action). The states will be able to receive Federal
matching for adoption subsidies paid to adoptive parents of hard-to-place chil-
-dren, provided the adoptive parents have incomes under 115 percent of the state
median for a family of four. (In special circumstances, states may pay subsidies
to higher income families). The adoption subsidy may not exceed the amounts
swhich could have been payable if the child were in a foster care home. A child
with a medical disability existing at the time of adoption will continue to have
Medicaid coverage for treatment of that condition, even though the adoptive
family is ineligible for Medicaid. States will also have the option to extend full
Medicaid coverage to such children.

The subsidized adoption program will become effective October 1, 1978, and
will terminate September 30, 1982, unless extended by Congress. T

Section 131 will also enable states 10 utilize Federal funding for the first time
for foster care provided by publie institutions serving no more than 25 resident
children. This funding will only be available for children placed in such institu-
tions after the effective date of the Act.
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Bection £01—Amendment to title VI of the Comprehensive Employment and
Training Act of 1978

This section extends Title VI of CETA for five years, and provides that no less

than 375,000 subsidized public service jobs shall be provided under it each year.

Bection 202—REmployment of long-term unemploymeni and certain recipients of
oid to families with dependent chldren
This section targets CETA Title VI Public Service Jobs, as follows:
First priority : a guaranteed job for one adult in any AFDO-Unemployed
53':;“ household who has searched unsuccessfully for a regular job for
y8.
Remaining jobs: 50 percent to other AFDC recipients; 50 percent to other
persons unemployed for 28 weeks or more, whether or not recelving unem-
ployment compensation, -

8ection 211—Private Scctor Voucher Program for Jobs

This section adds a new Title IX to the Comprehensive Employment and Train-
ing Act, providing for a job voucher program to encourage employment in the
private sector of AFDC recipients, persons unemployed for more than 26 weeks,
unemployed youth (all of whom have searched for work for at least 90 days)
and persons terminated from CETA public service jobs (who have searched for
work for at least 30 days).

The vouchers will provide a subgidy of $1 an hour for 1 year to for-profit and
non-profit private organizations who employ persons who qualify for the vouch-
ers, Eligibility will be certified by a state agency designated by the Governor.
Vouchers will be redeemed through the banking system by the Treasury
Department.

Employers will be precluded from using voucher-eligible employees to replace
or reduce the hours of other employees. Employers will be required to pay pre-
vailing wages, and will be required to choose between participation in the
voucher program and claiming the job creation credit {see_section 302).

Section 211 will become effective on October 1, 1978.

Section 801—Earned income credit

This section enlarges the refundable Earned Income Credit now provided for
in section 43 of the Internal Revenue Code, and authorizes distribution of the
credit, as earned, through a “reverse withholding” process. The credit will con-
tinue to be available only to families with dependent children. The maximum
credit would be increased from 10 percent of the first $4000 of earnings, to 15
percent of earnings up to the poverty line. The credit will vary by family size, up
to a maximum of seven family members. For a ramily of four, the maximum
credit will be approximately $975 in 1979, the first year in which the revised
credit will be in effect (based on poverty line of approximately $6,500).

Once the credit reaches its maxiinum, it phases out s income rises at a rate
of 20 percent of earnings. This would result in the credit phasing out for & fam-
ily of four at slightly over $11,000 in 1979, using the above assumptions about the
poverty line.

Section 301 provides for special withholding certifications to be filed and peri-
odically updated by employees. It also requires employees to report to their em-
ployers promptly any changes in earnings or other circumstances which could
make them ineligible for the credit or reduce its size. Employers will off-set the
credits distributed to employees against Federal income taxes withheld for em-
ployees. In order to provide stronger incentives for searching for and taking regu-
lar jobs, the credit will not be available for subsidized public service jobs under
either CETA or WIN.

Section $02—Job creation credit

This section would revise the existing temporary jobs credit and make it
permanent. The credit would be targeted on the same groups who are eligible
for job vouchers under section 211. The credit, like the vouchers, would be for
one dollar an hour for one year for each eligible employee. Employers could not
receive the tax credit if they participated in the Job Youcher Program.

The credit would be available only after employers increased their employment
by more than 2 percent over the prior year’s average. To keep employers from
having an incentive to hire part-time rather than full-time workers, the em-
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ployers would be entitled to the credit only it hours worked exceeded the prior
year's by more than 3 percent.

The credit would not be refundable; but it would be an off-set against any tax
- liabllity the employer owed, up to a maximum of $100,000 per year,
The revised credit would become effective on January 1, 1879, .

Scction $03—Recoupment of excess welfare and food stamp paymentes

This section provides for recoupmeunt through the Federal income tax system
of amounts paid in AFDC and food stamp bencfits to taxpayers who, on an annual
basis, have incomes above the point where they would normally be entitled to
public benefits. To illustrate: The way the program would work can be seen in
the example of a head of a family of four who worked for part of a year during
which he received $11,000 in earnings. He was unemployed for the balance of
the year during which he received food stamps and/or AFDC worth $1,000. Under
this section, he would owe the Treasury $240 over and above any positive tax lia-
bility he may have.

The premise behind this section is that pvople who work intermittently, at
relatively high salaries, should not be put in better positions because of the AFDC
and food stamp programs than a family with steady employmeunt but similar over-
all income.

Section 303 would become effective January 1, 1979.

Section 401—Cash assistance in lieu of food stamps for Supplemenial Security
Income recipients
This section authorizes states to elect to have the Federal Government cash-out
food stamps for recipients of Supplemental Security Income (SSI). In those
states which elect cash-out, SSI recipients will receive beneflit checks increased
by the average value of food stamps received by all SSI recipients in that state,
Section 401 will become effective October 1, 1978,

Section 402—Reduction in age limit for SSI

This section would lower the age limit for eligibility for Supplemental Security
Income (SSI) on the basis of age from 65 to 64 in 1980, 63 in 1981, and 62 in 1982
and thereafter, Benefits for the elderly under SSI would then have the same age
lmits as retirement eligibility under Social Security. Persons newly eligible. for
SSI on the basis of age would be required to meet the same income and resource
limitations as other SSI recipients. States would have an option on whether to
provide Medicaid coverage for the newly-eligible SSI recipients.

Section 501—Demonstration projects
This section authorizes demonstration projects involving cash-out of food
stamps for public assistance and non-public assistance households.

Section 502—Repeal of section 510 of Social Security Act

This section repeals an out-of-date provision relating to the food stamp pro-
gram,

Section 601—Assistance to meet emergency needs

This section establishes a Federal block grant program of $160 million per year
" to assist states in responding to temporary, emergency needs of vulnerable people.
The money will be divided in proportion to the AFDC population.

The states will have wide latitude in use of the funds. This program would
replace the existing much smaller ($35 million per year Federal costs ; $35 million
state/local), and more restrictive emergency assistance program.

The Secretary of HEW would be requnired to hold back up to 10 percent of the
funds and use them to respond to special needs as they arose,

Section 701—Demonstration projects

This section directs HEW to work with USDA, Labor, HUD and states and
localities in running demonstration projects to evaluate the feasibility of consoli-
dated public assistance centers, and of various approaches to making more funda-
mental changes in the public welfare system. The welfare reform concepts which
could be tested under this authority include a Federally-operated, consolidated
program approach of the type reflected in the Carter welfare proposals, and an
approach under which states would be freed from Federal regulations entirely
fn the design and operation of their welfare programs.
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Section 702—Review of act

This section requires HEW in cooperation with Labor, Agriculture, and Treas-
ury to conduct a thorough review of the effects of this act and report to the Con-
gress in the fourth year after the bill is enacted, including recommendations for
legislative changes.

Section 7083—National Commission on Public Assistance

This section creates a National Commission on Public Assistance, directed to
study current welfare programs, including the modifications made by this bill, and
to submit recommendations for further improving these programs (or replacing
them with new programs) to the President and the Congress within three years.
The Commission would consist of 11 members, with seven appointed by the Presi-
dent and two each by the Speaker of the House and President Pro Tem of the
Senate. At least two of the members would be senior officials of state and local
governments, The membership would also include recipients and potential recipi-
ents of public assistance, as well as experts in program design and operation.

Secotion 7054—~Uniform definitions

This section requires the Secretary of HEW to work with other cabinet depart-
ments in developing uniform definitions of household units and other concepts
used in needs tested programs. Appropriate legislative recommendations will be
submitted to the Congress as one of the results of this work,

ATTACHMENT §

PROJECTED 10-YEAR FEDERAL AND STATE COSTS (FISCAL YEAR 1979-88) FOOD STAMPS AND AFDC
{In billions of dollars)

Fiscal year Fiscal year
1979-83 costs 198388 costs 10-year costs

A. Continuation of current policy:

ood Stamps._._.___._.__ . 1315 1349 70.9
C 152.6 165.8 118.4
84.1 105.2 189.3

30.6 35.2 §5.8

S1.2 4.2 97.4

81.8 8l.4 163.2

2.3 233 26.1

1 CBO estimates. . .

% Federal costs estimated by CBO; adjusted to add projected State/lccal costs.

1 Staff estimates, based on 25 pct growth over fiscal year 1979-83 period.

¢ Assumplions: (1) AFDC costs under 5. 2777 would rise by about 10 pct over current pelicy before taking into account
employment programs under S. 2777. (2) S. 2777 would provide permanent jobs for 200,000 more AFDC recipients per
{ear between fiscal year 1979 and 1983 than would current policy; from fiscal fvear 1983-88, it would produce an extra

00,000 jobs per year for AFDC recipients. Hait of thegoopla receiving jobs would leave AFDG entizely and the cther half

would ha