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APPENDIX A

QUESTIONS SUBMITTED BY MEMBERS OF THE COMMITTEE
TO SECRETARY CALIFANO

QUESTIONS OF SENATOR MOYNIHAN

Question. a. “What is the data on family breakup and {its relationship to
public assistance over the past two decades? Have rates of dlvorce, separation
and desertion been higher among families receiving welfare than in the popula-
tion generally? What if you control for income, ethnicity, and other fac-
tors * * * 7

Answer. Relatively little s known about whether family breakup is more
frequent among families on welfare than in the population at large. Under
current program coverage, two-parent families recelving welfare payments com-
prise a small and special population. Their marital experiences are unlikely
to be directly comparable to that of the general population. Such families are
found either in the AFDC-UF program for two-parent families with an unem-
ployed male head, or in the AFDC program in cases for which the father is
incapacitated. There are also some AFDC cases in which the husband present
is the stepfather of the recipient children. In early 1977 about 6 percent of the
national welfare caseload consisted of two-parent familles enrolled in the
AFDC-UF program, while the most recent available tabulations on AFDC cases
(1971) shows that 2.8 percent were “stepfather” cases, and 10.4 percent were
two-parent families in which the father was incapacitated [19, 211.* Therefore,
two-parent families comprise a small and non-representative subset of the
welfare rolls.

Marital stability among two-parent families on welfare is virtuslly unstudied.
Only one existing study permits any judgments on this question. The analysis
of marital dissolution in the Seattle-Denver Income Maintenance E<periment
included a control for previous AFDC income {4]. In the samples analyzed,
about 16 percent of the families had received AFDC income in the year prior
to the experiment. However, in some of these families, the beneflclary might
have included an adult other than the husband or wife; also, the wife might
have heen single and receiving AFDC payments at some time in the year prior
to the experiment. In any case, marital disruption due to divorce, desertion or
separation was more likely in families who had been on welfare, although the
difference was statistically significant only for Chicago families. These differ-
ences ranged from 15 percent for blacks, to 77 percent for Chicanos, relative to
the average marital dissolution rates for these groups.

In addition to enthicity, this finding controls for income, education, age and
family composition. However, it does not control for unemployment or disabil-
ity, the factors which determine the eligibility for welfare in the population of
two-parent families. It is essential that unemployment be incorporated into any
analysis of the effect of welfare receipt upon marriage, since it is widely agreed
that unemployment contributes heavily to family instability. Therefore, this
finding can only be considered suggestive.

Question, b, “* * * Ig family breakup more frequent in states with lenient
welfare ellgibility and high benefits than in other jurisdictions?”

Auswer, Most of the research on AFDC and marital patterns has examined
the effect of variations in benefit levels. These studies implicitly assume that
the response to the economic incentive for family breakup, if such a response
exists, will be proportional to the size of the incentive,

! Numbers {n parentheses correspond to reference works cited at the close of Answer
#2. These reference works were made a part of the committee file.

(205)
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Several studies have demonstrated that female-headed families are relatively
more prevalent in areas where AFDC benefits are higher. This assoclation is
significant for whites and nonwhites in both 1960 and 1970 Census data for
SMSAs [8, 7]1. However, a study based upon 1970 Census data on low-income
areas in citfes found a significant relationship only for nonwhites {18]. In
neither case is it clear whether AFDC influences the formation of one parent
households, or the presence of one parent households influences state policies
regarding AFDC.

There are, of course, factors hesides morital dissolution which contribute to
the prevalence of female-headed families. The studies cited above controlled
for such factors as the proportion of widows and divorcees, and state-to-state
differences in the difficulty of obtaining a divorce. Also, another study which
used 1960 data on female-headed nounwhite famtlies, in 87 central cities, con-
trolled separately for subfamilies and found that the effect of AFDC remained
significant [15].

These studies have not been controlled for illegitmacy; however, other re-
searchers have found no systematic relationships between 1illegitimacy rates
and AFDC benefit levels [2, 10, 14].

Recognizing the inherent limitations of the cross-sectional approach, some
studies have used longitudinal observations on individual marital historles to
examine the response to economic incentives. There are only a few data sources
guitable for such analysis; of these, only the Panel Study of Income Dynamics
(PSID), now in its tenth year, perinits any general study of AFDC and marital
patterns.

Analyses of PSID data to date have produced mixed results (5, 18]. However,
the most recent study, which devoted considerable attention to the measure-
ment of potential AFDC benefits, found that the generosity of AFDC does have
an effect in encouraging marriages to end [23]. This effect was only marginally
gtatistically significant, and refers only to blacks; the study did not examine
other groups.

In sum, the weight of recent evidence seems to lend support to the hypothests
that the existing welfare system contributes to family breakup. On the other
hand, it must be pointed out that the importance of AFDC benefit levels relative
to other causes of family instability {s not quantified. Therefore, the extent to
which AFDC-induced marital dissolutions contributed to the recent increase in
female-headed families {s unknown.

It is also worthwhile considering the effect of the AFDC-UF program on
marital patterns. As previously stated, there is no reason to expect the mar-
riages of familles on AFDC-UF to be as stable as in the general population,
given the restriction on employment in the AFDC-UF program. Nevertheless,
we might expect more marital stability in AFDC-UF states than in non-UF
states, since family splitting would not be a prerequisite to welfare eligiility
in AFDC-UF states. Unfortunately, since there are no AFDC-U) states in the
South, it is difficult to separate regicnal effects from program effects when
studying family patterns.

For whites, the incidence of female-headed familles i8 considerably lower in
AFDC-UF states (using 1970 data) ; for blacks, there appears to be no effect
ot AFDC-UF if we control for region (7, 16]. Aside frcm the UF/non-UF
distinction, no other administrative features of the welfare system (such as
llente:;l]cy in applying eligibility rules) have been related to family stability
1, 13).

Question. ¢, “Do families that ‘get off’ welfare later reunite? Or do they
reunite and then ‘get ofi’ welfare? Both? Or neither?”’

Answer. There does not appear to have been any research on whether broken
familles on welfare get off welfare and then reunite. Such a study would
demand detailed longitudinal data which are not currently available, For
example, the PSID data do not distinguish reconciliations from remarriages
or first marriages.

On the other hand, ‘he return of absent spouses i8 known to be a cause of
AFDC case closings. Quarterly statistics on the reasons for welfare case clos-
ings have been disseminated for several years. For example, in the first quarter
of 1977, 4.8 percent of case closings were due to marital reconciliation or
remarriage [201.

One study looked at state-to-state varlations in case closing due to marriage
or reconciliation in 1970, and found no appreciable effect of the size of AFDO
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payments [11]. However, rates of such case closings were nearly 100 percent
higher in AFDC-UF states, suggesting that families may be much less llkely
to remain apart, and on welfare, when coverage is extended to two-parent
families.

Question. d. “Is there longitudinal evidence on the relationship between the
receipt of public assistance (not just AFDC, but all the programs marked for
submersion into the Better Jobs and Income Program) and the condition of
familles?”

Auswer, Aside from the few studies (discussed above) which deal with AFDC
recipients, little longitudinal evidence has been generated on the relationship
between the receipt of assistance—including the SSI and Food Stamp programs—
and family status, marital status or living arrangements.

Data on household patterns among the elderly suggest that they prefer sepa-
rate living arrangements to living with relatives or others [18].

In 1974, 80 percent of all men, and 80 percent of all women 65 years old or
older, living in households, were either the head of household, or the spouse of
the household head.

In 1974, 82 percent of the husband-wife families in this age group were two-
person familtes.

Nevertheless, analysis of data from a survey of low-income aged and disabled
persons has found that income increases due to SSI benefits had no apparent
effect on the living arrangements of the reciplent population [24]. Beyond this,
the impact of the SSI component of public assistance on marital or family
patterns has not been documented,

The Food Stamp program could be hypothesized to have impacts upon family
patterns, but no direct evidence on thig hypothesis has been presented to date.
One cross-sectional study demonstrated that incorporating the net value of food
stamps (and therefore more accurately measuring the potential public assist-
ance ‘package’”) greatly increases the magnitude and significance level of the
association Letween welfare and the incidence of female-headed families [7].
However, no longitudinal study has attempted to document the role of food
stamips in the marital status decisions or family patterns exhibited by poor or
near-poor families,

Qucstion, e, “What Is the evidence to support (or refute) the hypothesis that
the receipt of pubiic assistance funds tends to keep families from being
formed . .. 7’

Answer. Research studies on AFDC and remarrioge are new and few in
number. The question has been posed in two ways. First, remarriage rates have
been compared for women on and off of welfare. Second, the relationship
between family formation and the generosity of AFDC—in other words, the
potential welfare payment—has been studled. In each such study, reconcilia-
tion, first marriages, and remarriages have not been distinguished, due to data
Hmitations. -

Women on welfare have been found to be less likely to marry in subsequent
years than women not on welfare, controlling for age, other {ncome, the number
and ages of children and other factors which might affect marital declsions
{8, 17). However, this finding does not prove that welfare is the cause of a
lower marriage rate.

Women may he on welfare because they have been unsuccessful in their
attempts to find a suitable spouse and remarry. Therefore welfare reciplent
status may be an effect rather than a cause of a lower remarriage rate. We
have no eridence that the receipt of public assistance funds alters aoyone's
commitment to marriage or family life.

Furthermore, we do not know if women who have been previously married
react to welfare differently than never-married women. Such information
would shed some light on the effect of welfare on remarriage among those with
a demonstrated commitment to marriage.

One study examined the effect of different welfare opportunities—measured
by the size of AFDC guarantees—on remarriages, without distinguishing women
who were on or off welfare [8]. Using 1970-1972 data, potential AFDO income
had a significant inhibiting effect on remarriage. However, in 1968-1970 data,
there was no such effect. These tests are more appropriate for establishing the
causal importance of welfare in remarriage than the previously-cited studies.
The inconsistency of findings for two different years of data, however, cast some
doubt :pon this causal relationship,



208

Question, “What {s the evidence on the relationship betwcen new income
support schemes and family stability?’ If it is true ... that the Seattle-
Denver experiments led to higher divorce and separation rates among test case
families than among those in the control groups. then what is the implication
for our assumption that a national income maintenance program will mend
what current welfare programs have torn?’

Answer., The evidence on new income support schemes and famlly stability
comes from the four income maintenance experiments conducted since 1968.

Studies of marital dissolution in these four experiments have produced
inconsistent findings. Tn three experiments the impacts on marriage were small
(or zero) and insignificant. or dismissed on methodological grounds. In the
fourth, there were significant Increases in marltal dissolution for some groups,
on some of the experimental plans.

Two independent analyses of the New Jersey-Pennsylvania experimental
data found that the net marital breakup rate was somewhat higher for experi-
mentals than controls [17. 221, However, both studles contend that this s not
a genuine treatment effect, but merely a consequence of the higher rate of
leaving the experiment in the control group. This is known asg the attrition
problem.

In the Rural Income Maintenance Experiment there was no significant over-
all difference in marital stability between experimentals and controls {12].

In both the New Jersey-Pennsylvania and Rural Income Maintenance experi-
ments, marital stability was directly related to the amount of cash transfer
payments, This remains true when we control for race, age, education and
other sources of income.

A preliminary analysis of marital stability among black families in the Gary,
Indiana Experiment concludes that, for this population, there is no net impact
of income maintenance on marital stability (23],

In the Seattle-Denver Experiments the rates of marital dissolution were
generally higher among the treatment families than in control group families;
for a majority of the support levels tested, these differences were significant [4].

Therefore, with the exception of the Seattle-Denver families. our experience
with the income maintenance experiments seems to suggest that the experi-
mental plans had little or no overall effect on marriage, but that within the
experimental groups, stability of marriage was directly related to the amount
of cash benefits received. The exceptional nature of the Seattle-Denver findings
demands that they be scrutinized especlally closely.

There are several important qualifications concerning the Seattle-Denver
findings which should be noted.

These results are tentative, since they use only the first two years of what
will ultimately be three-year marital histories for some of the families (75
percent) and five-year historles for the rest.

Research to date indicates that the marital dissolution effect declines some-
what over time. When the full results are in, we may see a further decline,
perhaps to the small and insignificant responses found in some previous
experiments.

These findings are subject to the problem of attrition mentioned earlier. The
problem is that control group families drop out of the experiment more readily
than treatment families, atd people with broken marriages drop out more
readily than others. Preliminary analyses indicate that the attrition problem
may cause us to overstate the marital dissolution responses by 5 to as much asg
44 percent.

Although the marital breakup rate was higher in most of the experimental
plans, it was also found that the reconciliation rate among broken families was
higher for experimentals than for controls. This offsets the dissolution rate by
20 percent in most experimental plans.

Congequently, we feel it is inappropriate to draw firm conclustons from the
analysis of marital patterns thus far conducted using Seattle-Denver data, nnd
furthermore, that the findings of the other experiments must also be considered.

If we think that the experiment may have raised the divorce and separation
rate, then we must also attempt to understand the way this effect operated.
Further research along there lines i{s currently being carried out. Many of these
families were on welfare before the experiment hegan. They may have bheen
experiencing marital problems already, and merely hastened to end a marriage
that was sure to end anyway, once their financial situation became more secure.
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Also, as the above qualifications point out, it is still too early to reach conclu-
sions about the magnitude of marital status responses, whatever the direction
of effects might be.

Furthermore, the overall effect of income maintenance on the population
depends upon its impact on marriage and remarriage as well as divorce. The
experiments tell us little or nothing about these other questions. In the ex-
periments, an unmarried participant provided a guaranteed income to non-
participating potential spouses. This leads to a “dowry"” effect not present in
a national program.

Finally, we have no evidence that income support schemes alter anyone's
commitment to marriage, family life or the provision of a stable environ-
ment for children. Due to complex forces far beyond the realm of anti-poverty
policy, the divorce rate is currently very high. However, the remarriage rate
is also very high, Low income families are known to bave a high incidence
of marital problems. It may be that we observe in a brief income maintenance
experiment is an increase in dissolutions among problem-ridden marriages,
followed by remarriages with a higher likelihood of success,

The implications of the experimental findings for our welfare reform pro-
posal are negligible because they refer to plans significantly different from
the Program for Better Jobs and Income. These experiments provide some
information on the consequences of changes in categorical eligibility rules for
cash transfer programs. They also provide some evidence-—as does some non-
experimental research—that family patterns may respond to certain economic
incentives, although the responses may be very small. They do not tell us
what the consequences of a combined program of cash assistance and jobs
will be. There is, however, some evidence of the importance of jobs, and par-
ticularly the importance of a husband’s steady employment, for the stability
of marriages.

An analysis of marital stability using a national sample found that unems-
ployment problems greatly increased the likellhood of separation or divorce.
In fact, among low-income blacks, a husband’'s annual earnings would have to
drop nearly $10,000 for it to be as strong a predictor of marftal disruption,
on average, as the experience of serious unemployment during the previous
three-year period {17].

A study of teenage childbearing found that young mothers are reluctant to
m;irr[y ]the fathers of their children, if the fathers’ job prospects are uncer-
tain (3].

In both of these instances, the Better Jobs and Income Program, by provid-
ing jobs for principal earners in families with children, would reduce the
marriage-disrupting influence of unemployment or poor job prospects.

As noted earlier, experimental data provide us with information on only
a limited number of marital and family phenomena in the short run; such
data are even less useful for long-run predictions. This is not surprising,
as these experiments were primarily designed to test labor supply responses,
which are more amenable to adjustment during a three-to-five year time pe-
riod. However, undoubtedly the major shortcoming of these data for purposes
of predicting the effects the Better Jobs and Income Program {is the absence
of a jobs component in the experiments.
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Question. (a) Tt seems to me essential that we delve deeply into the concept
of dependency, what it means as a socfal policy issue, what we know about
it, how current programs deepen or reduce it. and the analytical basis for
assumptions made about the effect of the proposed reforms on it.

What is your Department's explanation for rising welfare caseloads since
World War 117 To what extent does this phenomenon remain if you control
statistically for the increase in single-parent familles, for the increase of out-
of-wedlock hirths, and for other demographic shifts?

Answer. Over the past quarter of a century the incidence of welfare receipt
has increased substantially, During 1952 about 1.2 percent of the U.S. popula-
tion were AFDC reciplents. There was no food beneflt program for those
not also receiving cash assistance. By 1977 the fraction of the population re-
cefving AFDC had risen to 5.1 percent and an additional 4.1 percent received
Food Stamp benefits only. Several studles have sought to determine the causes
of this welfare expansion. They indicate that most of the caseload increase
has been caused by changes in government policy that either directly increased
the number of eligibles by changing eligibility criteria or increased the partie-
ipation rate in existing programs by altering administrative practices.

Most of the expansion of the Food Stamp program clearly results mainly
from policy liberalization: first, the recreation of the program in the early
1960s, its increased funding beginning in 1985, and, finally, the liberalization
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of the program in the 1970's. Some of the growth in the Food Stamp case-
load during the 19708 has also been caused Ly the rise in food prices which,
under the revised law had the effect of raising the maximum income eligibility
level, and by the relatively high rate of unemployment, which also led to more
eligibles [see 6].

The causes of the AFDC caseload expansion, on the other hand, are less
obvious. Several studies have addressed this issue, however, and taken to-
gether they suggest quite strongly that the dominant causes of growth in the
AFDC caseload during the 1960s and early 1970s was an Increase in the par-
tictpation rate of eligibles because of required changes in administrative prac-
tices that dramatically increased the accessibility of benefits, and statutory
changes that Increased the size of the eligible population (e.g., introduction of
work Incentive features that permit working welfare recipients to remain In
the program, and the requirement that states bring their needs standards
into line with rising prices).

The fraction of the population who were AFDC reciplents rose from 1.6
percent in 1939 to 2.2 percent in 1966. About 17 percent of this caseload in-
crease was caused by the Increase in unemployed-father cases following
the enactment of AFDC-UF in 1961. A study by Lurie indicates that virtually
all (95 percent) of the remaining caseload growth was caused by a rise in
the participation rate among female-headed AFDC eliglbles from 43 to 62
percent. Another study by Boland found much the same thing for the perfod
from 1967 to 1970. Over this period the number of reciplents relative to the
population rose from 2.4 to 3.8 percent with about 80 percent of this caseload
increase occurring among female-headed cases. Boland's findings indicate that
60 percent of this increase in female-headed cases was caused by a rise in
their participation rate from 63 to 91 percent, another 32 percent by an in-
crease in the proportion of poor female-headed families who were eligible, and
only 8 percent by a growth in the number o6f poor female-headed families.
Again this study implies that the primary causes of caseload growth are
changes in admlinistrative practices and liberalized financial eligibility criteria,
rather than any perverse financlal Incentives of the program. A more complete
discussion of these two studies can be found in Holmer, “The Economie and
Politi¢cal Causes of the ‘Welfare Crisis’,” [3}.

Welfare rolls were bound to rise if changes in the law made more of the poor
eligible, if changes In administrative practices Increase the rate of acceptance
of applications, or if changes in personal attitudes toward welfare receipt among
the non-participating eligibles increase the rate of application. An empirical
study of the reasons for caseload growth from 1952 through 1872 tested some
of these competing hypotheses while controlling for economic and demographic
changes, and found that about 82 percent of the twenty-year caseload increase
could be attributed to the direct and indirect effects of the rise in the acceptance
rate. (Some of the increase may be attributed to pressures to end discrimina-
tory practices that had barred eligible minority individuals from participation
in the programs.) This is extremely strong evidence for the proposition that
virtually all of the rise in the participation rate and most of the AFDC caseload
expansion were caused by the increase In program accessibility that stemmed
from changes in local administrative practices, the availability of legal services,
and greater awareness of ‘welfare rights” [see 3].

* * * ] ] * .

This AFDC caseload dynamics model also sheds some light on the relation-
ship between changes in unemployment and caseload fluctuations. An earlier
examination of this relationship by Moynihan, “The Politics of a Guaranteed
Income: The Nixon Administration and the Family Assistance Plan” (Random
House, 1973), found that there was a strong direct correlation until the mid-
19608, but none during the late 1960s. The econometric estimation of the
caseload dynamics model reveals that vnemployment had a statistically signis-
cant effect on the rate of application for AFDC over the entire 1052-1972
period. And since 1972 even the simple correlation between unemployment and
the AFDC caseload has reasserted itself to some extent. Also, & study of AFDC
over the 1959-1971 period conciudes that “conditions in the labor market ave
definitely linked to the demand for welfare payments” [see 1). So, the Mok
between labor market conditions and the welfare caseload was never broken, it
was only obscured by the massive caseload growth caused mostly by statutory
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and administrative changes that increased program accessibility during the
Inte 10680s and early 1970s.

Questfon. (h) What s known about dependency-over-time, and what i the
evidence to support varlous hypotheses ranging from its intergenerational
transfer. on the one hand, to the on-and-off-welfare-several-times-a-year explana-
tion on the other? How {3 the current welfare populaiion best sorted out in
term of dependency over time?

Answer. A number of recent atudies have clarified some of the facts ahout
receipt of welfare benefits over time. A concire summary of this research is
contained In Iyon, “The Dynamics of Welfare Dependency: A Survey” (Ford
Foundation, Spring 1977). [8] The bhaste finding of these studies 18 that there
1 a tremendous amount of movement on and off the welfare caseload even
during periods when the total number of reciplents is constant from month to
month.

Evidence from New York City for 1972 suggests that a substantial fraction
(from one-fourth to one-half) of AFDC case closings result from administrative
actions not clearly related to changes in the family’s eligibiilty status. As a
result many AFDC care openings (about one-fifth in New York City during
1972) are simply reopenings of cases that were recently closed for spurlous
reasons, .

While some part of total caseload turnovor (often called “administrative
chnrning™) is then spurious turnover related to administrative practices, most
AFDC care openings and closings are genuine and reflect changes in the eligl-
bility status of families. This substantial amount of genuine turnover reflects
the fact that the majority of women who have ever received welfare benefits
have stayed on the program for relatively short pertods of time. Analysis of a
national longitudinal sample for the yeara 1967 through 19873 [see 8] shows that
of those women who recelved AFDC sometime during that seven-year perlod,
about 34 percent were on the program for one year or less, 28 percent were on
from one to three years, and the other 38 percent were on more than three
vears, About two-thirds of those recelved welfare more than three years (that
is. 28 pereent of the total) relled on welfare henefits for less than half of their
reven-year total incoine. This leaves a very small group—only 12 percent of
those women who were ever on AFDC over the 1967-1973 period, or between
one and two percent of all women between the ages of 18 and 54 In 1968—that
could be characterized as members of a “welfare class,” in that they received
welfare for at least half the time and benefits provided more than half th-ir
seven-year income, Given this fairly broad definition of a ‘‘welfare class,” it is
interesting to note how relatively few members there are. And even among
those families who are classified as membhers, about one-eighth of their income
for years during which they were on AFDC, and three-fourths of their income
for years when they were off A'DC, was derived from earnings.

These fiudings of relatively short stays on weifare, the dominance of earnings
in total income over a long period of time even for those who did receive welfare
during the period, and the small size of even a hroadly defined “welfare class,”
are not particularly surprising even though they are in sharp conflict with
public stereotypes of the welfare population. The turnover of the AFDC case-
load simply reflects the extensive movement in and out of the poverty population,
a phenomenon that is becoming increasingly well known, There is little reason
to doubt that the non-public assistance portion of the Food Stamp caseload
would exhibit the same characteristics over a long perlod of time.

The following picture of welfare programs emerges from this discussion.

The AFDC and Food Stamp programs serve as income-support programs for
families in periods when they lose thelr earnings altogether, and as an income-
supplement program for those whose earnings have dropped temporarily or are
chronically low. :

For most people these periods are relatively short; only a relatively small
fraction of the population relles extensively on welfare for long periods of time.

While the adequacy of the income supports and supplements provided by
these programs is challenged by some, it i8 clear that over the past decade or
two, the adequacy of these programs has increased due mainly to the increase
tn AFDC eligibility and accessibility during the iate 1960s and early 1970s and
the resulting rise in participation rates, and to the reenactment in 1961 and the
early 19708 expansion of the Food Stamp program.
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The Program for Better Jobs and Income consolldates these pas: reforms in a
uniform cash assistance program that targets Lensfits on those with the lowest
incomes, and introduces new work incentives for those families that are
expected to work and new job opportunities for all families with children.
These work incentives and opportunities are intended to reduce the tendency
of welfare recipients, to hecome “dependent” on welfare. As we have seen, the
extent to which such a ‘dependent” welfare class exists today is not as great
as many people belleve. That does not gainsay, however, the importance of
structuring our welfare programs to reduce rather than contribute to the
dependency problem. And this is particularly important as we move to a cash
assistance system characterized by universal coverage, including two-parent
families. This was a very strong consideration in developing an integrated cash
and job strategy.
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Question. I hope you will be prepared to outline the Administration's current
thinking on the Lroad subject of family policy, for it is obviously vital to have
that context fur welfare reform. To what extent does the Better Jobs and
Income program embody a complete family policy? What pieces are missing?
How should we articulate the goals of a Federal family policy, and what is our
evidence for supposing that it will be an effective and salutary one? What can
you tell us about the forthcoming White House Conference on the Family? Who
is planning it, and what are they planning? Will welfare be among the subjects
examined ?

Answer. The Administration, to date, has established no formal, overall
“family policy,” but a great deal of attention has been focused on the interaction
of programs and proposed legislation with an {mpact on familles. We are
frying to ensure that policy and operational decisions within HEW take into
account important family-oriented values.

It is our bellef that people are best served by programs that address thelr
problems through their families whenever possible. Their potentlal and thelr
problems are inextricably tied with those of their familles. Their problems
cannot be solved independent of their families,

Federal actlon should support familles in assuming primary responsibility for
the care of children and for family members' basic needs. Only as a very last
resort—when a person’s health or well-being is threatened and the family is
unable to cope with the situation—should the government displace or substitute
for the family's priniary role in caring for individual members.

The Administration’s program for Better Jobe and Income will assist familles
most in need of basic income and work so they can meet their own needs for
the present AFDC program’s “anti-family” {ncentives—in many States the
foud, shelter and the care of their children. Much has been written regarding
father cannot be present if the mother and children are to receive benefits. The
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Administration’s proposal will eliminate this and other anti-family features by
providing aid on the basis of income and need alone.

The Administration’s program does not require single parents with children
under 7 years old to work, and requires only part-time work (during school
hours) of single parents with children aged 7-14. These provisions reflect cur
belief that raising children is valuable work which parents should be able to
pursue. Nonetheless, many single parents will choose to work, as will both
parents {n many two-parent poor families. To help these famllies, the Adminis-
tration's proposal permits a deduction from income of up to $150 per child up to
a maximum of $300 per month for single parent families with children under 14.

But we remain concerned that the remaining costs will be hard for some to
pay and that adequate market information and alternatives may not be avail-
able. Additionally, many who will not qualify for the Program for Better Jobs
and Income still need assistance in obtaining adequate early childhood care. A
number of other steps are underway: we have requested that Congress continue
special provisions and funds in the Title XX Social Services program specifically
for subsidized day care. Fifty percent will be targeted on those most in need
and free information and referral will be provided. Also, the existing income tax
credit for day care expenses is continued in the upcoming tax reform. With the
new program for Better Jobs and Income the tax credit will benefit low-income
families more than previously.

There are other elements to our evolving family policy, beyond the Program
for Better Jobs and Income. Virtually any family, regardless of income, may
need assistance in meeting extraordinary needs arising from serious disability,
disease or catastrophe. Health insurance is a crucial element in our strategy for
supporting families. The Administration’s approach to protecting families from
health costs is under development now. We expect to make a proposal to the
Congress later this year,

Births to young teenagers present ser{ous dangers to both mother and child,
and adequate prenatal and peri-natal care are imperative. We have already
proposed an expansion of Medicald coverge for pregnant women who, in some
States, cannot now obtain Medicaid services for prenatal care. We believe this
is a humane and wise investment in families as they begin to form. Second, we
have proposed new legislation that will enable projects to coordinate a broad -
range of services designed to prevent unwanted teenage pregnancy, to provide
supportive services for teenagers who are already pregnant or already parents—
that is, for families which are about to form—and to prevent unwanted repeat
pregnancies (which, in the absence of services, will rapidly occur). We are also
expanding our support for local education efforts on the moral implications and
responsibilities of parenting.

‘We have also proposed changes to the present foster care and adoption system
8o that famlly values will be reflected rather than present institutional and
foster care biases. The proposed {nitiative would increase funding to help
States significantly improve the quality and scope of services they provide to
families and develop strengthened sateguards for the rights of children and
their parents. It would also establish a new program of Federal support for
foster care and adoptions to help overcome the tendency to remove children
from family and, instead, to work within the family context. The initiative
provides for subsidized adoptions where all else fafls, so children wiil not
languish in institutions or temporary foster homes longer than necessary.

The President has announced that a White House Conference on Families
will be held from December 8-13, 1979. Preliminary planning for that event
is located in the Office of the Becretary of HEW so that it will benefit from the
perspectives of health and education, as well as human services. We hope to
announce the appointment of a Chairperson and Executive Director before very
long. A skeleton staff is already in place, and will be expanded as the plans
develop. It 18 expected that welfare-related issues will be among those e:. mined
by the Conference.

Question. As you know, during discussion of H.R. 7200 and of the recent
Social Security amendments, considerable attention was paid to the “earned
income disregard” in the present AFDC program. Mr. Cardwell indicated to
e that he was not aware of any evidence showing that the current diaregard
has a positive impact on “work incentives.” Is this the Department’s conclaston?
Could you summarize for us what research has been done and what bas been
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learned on the subject of work incentives generally and the effect of earnings
disregards in welfare programs particularly.

Answer. Many researchers inside and outside of HEW have studled the effects
of “work incentives.” One of the most consistent findings of these studies is the
conclusion that low-income workers are responsive to the financial incentives to
work that are implicit in any income support program. If the payoff from
working is increased, the amount of work among the poor and dependent
population will also increase. Poor people respond just as other people do when
their earning opportunities are improved: they try to work more.

There are generally two types of evidence about the effects of income trapsfer
programs on work effort. The first type of evidence comes from studles of the
behavior of various groups in the population under the current system of {ncome
transfers. The second kind of evidence comes from studies of behavior under
experimental income maintenance programs. There is a large number of studies
using the first type of information. These studies have generally shown that
income transfer programs like public assistance, Social Security, and Unem-
ployment Insurance do affect the work effort of program beneficlaries. Re-
searchers have generally found that prime-aged husbands are much less affected
by transfer programs than are other groups. For example, wives, women who
are heads of single-parent families, and elderly people of either sex often make
fairly large reductions in work effort in response to transfer payment program.

Masters and Garfinkel! produced estimates of the effect of differences in wage
rates and unearned income on hours worked for twenty different age-sex
groups. Their particular contribution was to test the reliability of their esti-
mates by using two different large data sets and various estimmating procedures.
The hours worked of all the groups turned out to be sensitive to some degree.
Some groups were, however, more sensitlve to wage rate and unearned income
differences than other groups. Married men aged 25-55 were least sensitive,
while married women and women heading households were most sensitive.
Married men aged 25-64 were found to reduce their work effort by about
3 percent in response to a transfer program with an income level support equal
to the poverty level and a benefit reduction rate equal to 50 percent. Wives aged
25-54 and wowmen who head their own households were both found to reduce
their work effort by about 30 percent in response to this program. Thus dis-
regards may be expected to have differential effects on the hours worked of
different groups—but all groups will be affected to some extent.! Of course,
there are other, nonmonetary factors which affect the work effort of members
of the various demographic groups. The length of commuting time, the avail-
ability of adequate child care, and the satisfaction derived from one's job are
all factors which help determine how much someone is likely to work. Since the
poor are disadvantaged in some of these areas, a purely monetary explanation
of their work bebhavior will never be entirely adequate.

Studies of data from the income maintenance experiments have ylelded
additional inforn:ation about the amount of work response to income transfers.
The Office of Economic Opportunity and Department of Health, Education, and
Welfare have sponsored a aumber of experiments to measure the work incen-
tives in a variety of income support plans. (These experiments have been
conducted in New Jersey, Pennsylvania, rural Iowa and North Carolina, Gary,
Indiana, and in Seattle and Denver). The various income support plans which
were tested had a design that was simllar to some existing programs. Families
who had no other income were eligible to receive & basic benefit amount. As a
famlily’s income rose, its benefit was reduced by the tax rate or benefit reduction
rate. That i8, a one-doilar increase in earnings would cause a 50-cent decrease:
in program benefits if the tested tax rate were 50 percent. The research on
these experiments has confirmed our reasonable expectations about work
behavior of heads of households. As the tested tax rate on earnings rose, the
amount of gainful employment in the covered population fell; as the basic
benefit level was increased, the amount of work effort decreased.

Since the Seattle and Denver experiments were the largest and longest-lived,
their findings are probably the most reliable. Eleven income support plans were

1 Irwin Garfinkel and Stanley Masters, “Estimating Labor Stlppl&xﬂecu of Income
Maintenance Alternatives,” The Institute for Resea on Poverty, Madison, Wisconsin,
Progrs a0 Work aort: 3 Review Jotie” Beshomic ‘Sommitior, Toper Moo s8¢
or : " Join nomie Committee, 0.
Studies in Public Welfare, 1974, por i

28-353—78——2



216

tested in Seattle and Denver, with basic henefit levels ranging from 90 percent
to 135 percent of the poverty line and with benefit reduction rates ranging from
50 percent to ahout 70 percent. Researchers have found statistically significant
labor supply reductions in response to the tested plans. In two-parent familles,
husbands reduced their hours of work by about 8 percent and wives reduced
_their work effort by about 17 percent. Women who are heads of single-parent
familles worked about 12 percent less under the experimental support plans.?
(Of course, these estimates of the response to the experiment are sensitive to
the number and type of variables that are controlled for in the analysis. How-
ever, they are presently, our best estimates of the effect of the experiment on
work beharvior.)

The Seattle and Denver experiments also tested income maintenance programs
of differing duration. For most of the enrolled famflies, the experiment was
limited to three years, but some of the families were enrolled for five years.
It is possible that workers will exhibit different responses to a permanent
program than to one that is expected to be temporary. By examining the
response to a three-year and five-year experimental program, we hope to gain
some inusight into this question. Data that have recently become available
suggest that for husbands and wives in two-parent families, there may be some
differences between families participating In the three-year and the five-year
programs. The wage earners participating in the five-year program appear to
have reduced thelr work effort by more than earners in the three-year program,
although the actual amount of the difference is difficult to determine and seems
to vary over the course of the experfment. There appears to be no difference
in the response among female heads of single-parent families. Since the number
of familles participating in the five-year program 1is too small to make reliable
estimates of the pattern of work reductions, we have obtained our present
estimates of the response by using information about all families—including
those in the three-year program. Our present estimates of the work reductions
are based on the average response among the participants in the three-year and
the five-year programs; they are higher than the response among the three-year
participants and lower than the response among the five-year participants. For
female heads of single-parent households, of course, there were no apparent
differences in response to the three-year and the five-year program, so the
averaging of responses has no effect on the estimates.*

We mentioned earlier that workers in Seattle and Denver were found to be
responsive both to the basic benefit level and to the tax rate on earnings. While
it is not easy to summarize the complicated pattern of response among the
different groups, it is possible to show the effects of different programs on a
representative family. Consider, for example, a male head of household who
works full time at the minimum wage and heads a family which has no other
source of support besides his earnings. If his family becomes eligible for an
income transfer, he will reduce the amount he works for two reasons: (1) his
earnings will be supplemented by a transfer payment, so there will be less
necessity to work and (2) his wage earnings will be subject to a higher tax
rate, so there will be a smaller payoff from working. Table 1 below shows the
estimated work reduction for different payment formulas, based on the Seattle-
Denver results. The first column shows the work reduction when the basie
benefit and the tax rate are both quite modest. In the second column, we show
the response when the baslc benefit rises by 40 percent, and the tax rate remains
constant. The last two columns show the effect on work effort of raising the tax
on earnings to 70 percent and then to 85 percent. .

It 18 clear that both the basic benefit level and the tax rate have a substantia
effect on the size of the work reduction. As the basic benefit rises from $2850
to $4000 per year, the amount of the work reduction rises by about 53 percent.
Ag the tax rate rises from 80 percent to 83 percent, the amount of work
reduction rises by nearly 72 percent. These work reductions cause a fall in
famlly earnings that partly offsets the rise in family income that comes about

$DHEW, “The Reattle-Denver Income Maintenance Experiment: Midexperimental
{).agor( Fﬁur;;gly Rlesqlts and a Generalization to the National Population,” Washington,

.C., (Forthcoming).

3 For earlier pvft‘ence on the effect of the five-year 19romm. see Keeley, et al., '"The
Labor Snp‘{:v Effects and Costs of Alternative NIT Programs: Evidence from the
Reattle an nver Income Maintenance Experiments” (Part 1), SRI Res. Memo #388,
Stanford Research Institute, Menlo Park, Californis, 1977, p. 23. e
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VABLE 1, —ESTIMATED EFFECTS OF ALTERNATIVE INCOME TRANSFER PROGRAMS ON A TYPICAL FATHER IN A
2-PARENT FAMILY! '

Program characteristics—
Tax rate on earnings (percent). ... ... ... 50 50 70 85
Basic beneft level (peryear) ... ... ........... $2, 850 $4, 000 $4, 000 $4, 000

Reduction in work effort—
In hOUTS POr YeRT. . ovimueeueriinneninaenannnnas 97 149 158 56
AS 3 percentege. ... iicaciiiieanicncannn § 9 9 15
Famit'y;: benefit (per year)—

H there is no work reduction_.................... 1, 500 , 649 g%. 48 gl, 072

Atter the work reduction. ... .. ... oo 1,629 2, 847 041 1, 661

IR ane e ng wory fedoction 1,500 $2,649 1,748 $1,072
ere (S N0 Work { {1+ ) v " '

Atter the work reduction ... .o voueeocaeeeneonce 1,312 2,452 1,622 $933

1 The father is assumed to work nearly full time (1,700 hours per year) and to earn a gross wage of $2.65 per hour and
8 net wage of about $2.10 per hour. There is no other family income besides the father's wage earnings. To delermine
this worker's hours reduction, we used a statistical estimation based upon all familiss participating in the Seattle and
Denver exoeriments—inciuding families pasticipating in both the 3-yr and ths 5-yr programs,

from the transfer payment. For example, the transfer payment plan that has a
24000 basic benefit and 85 percent bLenefit reduction rate would result in a
payment (and a consequent rise in family income) equal to $1072 in the
abisence of any labor supply reduction. Because the father reduces his work
effort by 15 percent (256 hours per year), the family's payment will go up to
21661 but net family income will rise by only $983. The labor-supply reductions
among wives and female heads of single-parent families are larger than those
for male heads of families. However, the pattern of response to different basic
benefit levels and tax rates is similar to the response reported here for male
heads.

In examining the overall impact of & program on work disincentives, it is
important to consider the size of the affected population. The basic benefit level
and tax rate of a program affect the size of the covere! population by deter-
mining the breakeven level of income—the Income cutoff where people lose their
eligibility to receive program benefits. When the baslc benefit level rises or the
tax rate falls the breakeven level will rise, thus increasing the number of
families who can receive benefits. As the number of people recelving benefits
rises, the total amount of work reduction in the population will typically rise
as well. Thus, the effect of a tax decrease on overall work incentives 1s compli-
cated by the fact that it both increases the reward for work for those who
already receive benefits and decreases the reward for work for those who
become newly eligible for benéfits. In faet, it is possible that aggregate work
effort could be higher with a higher tax rate. -

The Seattle and Denver results on work reductions have been applied to the
entire U. 8. population to determine the amount of work response that would
be caused by & reform in the welfare system. These results are now being used
in the DHEW simulation model that estimates the cost of the proposed Better
Jobs and Income Program. )

The results have also heen used to estimate the costs of other income mainte-
nance programs. It has been found, for example, that a national income mainte-
nance program with a basic benefit equal to 76 percent of the poverty level and
a benetit reduction rate of 50 percent would add $5.56 billlon to present transfer
program costs, even if there were no work reductions on the part of-participants
in the program. Because such reductions take place, however, the actual net
costs rise by an additional one-third to $7.44 billion.*

When we turn to the evidence about work incentives in our existing public
assistance programs, the findings are somewhat inconsistent and imprecise.
However, the overall conclusions from the income maintenance experiments seem
to be borne out. There is a variety of evidence about the work disincentive
effects of Aid to Families with Dependent Children (AFDC). Part of the
evidence {8 based upon studies of participant employment rates across states.
There is a great deal of variability among states in the way AFDC grants are
calculated. As a result, the “effective tax rates” imposed on earned income may

¢ DHEW, op cit., p. 32.
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vary lbetween states. The ‘“effective tax rate” is one rough measure of the-
amount of work disincentive in the AFDC program, and it is equal to the-
dollar amount by which a family's grant is reduced—on average—as its earn-
ings rise by one dollar. If the “effective tax rate” is very high, there is very"
little incentive for someone collecting AFDC to go to work.

Researchers have found that in states with a high effective tax rate, other:
things being equal, there is a lower rate of employment among AFDC heads of
households and a lower amount of self-support per family. Garfinkel and Orr
examined employment rates prior to the implementation of the “$30-and-}4”
earnings disregard and found that the employment rate rose by about 1.4 per-
centege points for every 10 percent reduction in the tax rate! Moreover, they
also found that the employment rate rose by 1 percentage point for every $10
increase in the amount of *set-aside” or untaxed earnings. The implication of’
this study is that employment rates would rise by about 714 percent among
AFDC mothers as a result of the “%30-and-14” earnings disregard. Hausman,
in a study of employment rates lim‘ted to three states, found a similar pattern.®’
Other researchers have also analyzed the response of AFDC particlpants to
“effective tax rates” on earnings, These studies have generally found that
participants in AFDC will work move { the tax on earnings is reduced.”

We mnst be careful in distinguishing two effects of improving a financial’
work incentive in an income support program. In AFDC, when we lower the
effective tax rate on earnings we are gencrally giving a positive work incentive-
for those people who are already eligible. Studies such as those noted above-
indicate that this incentive causes some people to enter employment and others
to increase their earnings. However, the lower tax rate also makes some new
people eligible, because the breakeven level has gone up. These people—one
average—reduce their earnings after they begin receiving benefits. One statis-
tical study of AFDC suggests that those vomen who become newly eligible
(oecause of the higher breakeven) reduce their work effort more than the
amount of work increase of those who were already eligible® We do not have
enough evidence to be sure of this conclusion, however.

Now iet us turn to the direct evidence about the effects of the ‘30-and-14”
earnings disregard, introduced with the 1967 amendments to the Social Security
Act. The specific intent of the disregard was to encourage self-support among
AFDC families by encouraging employment. Several studies have examined the
AFDC caserolls before and after the implementation of the disregard in order
to determine its effects. In studies of Michigan and New York caserolls, it has
been found that after implementation of the “30-and-14 rule there was a higher-
employment rate among AFDC recipients in spite of the fact that economy-wide
employment rates declined.® Whereas the employment rate among AFDC moth-
ers ranged from only 10 to 15 percent in the counties surveyed prior to the-
“30-and-34” rule, researchers found that this rate rose by 21% to 43% points after:
implementation of the rule. This suggests that the disregard did have a small
but significant effect in encouraging employment and self-support. However,.
we should recall that the *“30-and-}%” rule also made it possible to remain
eligible for AFDC at a higher earnings level. (This disregard was not applied’
in determining initlal eliglbility, but it was used to determine continued eligi-
bility for those already on the rolls.) Thus, many women who became employed’
subsequent to introduction of the disregard and remained eligible for AFDC
payments would not have been eligible for benefits without the disregard. This:
means the work incentive effect of the disregard may be exaggerated somewhat
by considering only changes in the employment rate,

8 Irwin Garfinkel and Larry Orr, “Welfare Policy and the Employment Rate of AFDC’
Mothers,” Natlonal Tax Journal, June 1974, &280.

¢ Leonard J. Hausman, “The Impact of Welfare on Work Effort of AFDC Mothers,”"
The President’s Commissdon on Income Maintenance Programs: Technical Studfes,.
Washipgton, D.C., 1870.

7 8ee Nicholas Barr and Robert Hall, “The Probability of Dependence on Public Assis-
tance,” Department of Fconomics Working Paper #1381 Massachusetts Institute of”
Tecbnology. Cambridge, Massachusetts, 1974 ; Daniel Saks, Public Assistance for Mothers
fn an Urban Labor Market, Industrial Relations 8_etion, Princeton U., Princeton, N.J.:
1975 ; and Robert G. Williams, Public Assistance and Work Effort : The Labor Su&ply of
Low-Tncome F’emales Headsr of Households, Industrial Relations Section, Princeton U.,.

3 Rarr and Hall, op cit., p. 8.

*For Michigan see Gary Appel and Robert Schlenker, “An Analysis of Michigan's
Experience with Work Incentives,”” Monthly Lador Review, Beptember 1871 : and Vernon
K. Bmith, The Employment and Egrnings of AFDC Mothers: The PFirst-Year Efect of’
the Herninge Esem. in Two_ Michigen Counties, Doctoral Dissertation, M chl,ln
State University, 1978; For New York see Gary A Pef, et al., A Btudy of the Impact of
the Income Disregard: Final Report, Interstu nneapolls, Minnesota, 1975,
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The effect of the AFDC disregard on program cost depends not only on its
~effects on work effort, but aiso on the fact that it increased the amount of
‘payments made to families who already had earnings and whose earnings did
not change, and that families who were initially eligible for AFDC and had an
increase in earnings could continue to be eligible at higher earnings levels,
"Taking all these factors into account, it has been calculated that AFDO pay-
‘ments costs probably rose somewhat (by 4 to 7% percent in two upstate New
York counties) even though self-support among the previously dependent
population increased.’®

The rather modest effect of the disregard on encouraging work may be
surprising. Part of tbe reason for this may be that for many states the “$30-
and-14" disregard was 1mposed on top of a generous earnings exemption for
work-related expenses. These work expenses were often calculated in such a
way that some people covered by AFDC found it was advantageous to work,
even though their net earnings were nominally taxed at a 100-percent rate
sthrough reductions in their AFDC grants. Even before the fmplementation of
the “80-and-14" rule, about one in ten mothers covered by AFDC reported some
:amount of earnings.

Finally, we should mention that the calculation of AFDC grants varies a good
-deal from state to state; even within the same state there 1s a great deal of
variation in the way a welfare grant is calculated. Two families of identical
size with identfcal amounts of earned income may receive grants that differ
substantially. This may be because they have differing levels of need or work
expenses, or it may be because their caseworkers count needs and work expenses
in different ways, \Whatever the case, it is certain that the present system of
-ealeulating welfare benefits offers differing work incentives to people in roughly
similar circumstances. When the “830-and-14" disregard was introduced, work
wasg generally encouraged among current reciplents, but the amount of the
added work incentive was very unequal for different families. Consequently,
the pattern of response to the “$30-and-14"” disregard Is still not entirely under-
stood. We are reasonably certain, however, that overall it encouraged work
.among the recipient population,

Question. As you well recall. the Administration’s commitment to interim
fiscal relief included not only the small 1978 installment now built into the
Social Security legislation (and II.R. 7200), but also appropriate modification
of the Administration's overall welfare reform bill to include (upon enactment
of the bill) second and third installments in 1979 and 1980. I trust that at our
hearings you will present us with the 1elevant legislative language and be ready
to explain how these fiscal relief payments will work, the amounts per State that
can be expected, and the relationship between interim rellef and the fiscal relief
you anticipate when the full program is finally in place.

Auswer. During his testimony, Secretary Califano discussed with the Sub-
committee the issues raised in question six. The attached table shows the
estimated distribution of fiscal relief in fiscal year 1979 and 1980, under the
assumption that H.R. 9030 passes and includes the provisionfor interim fiscal
relief supported Ly the Administration. The data in the table were developed
.according to the following specifications:

Amount to he authorized: $500 million in FY 79 aud $600 million in FY 80.

Allocation formula: In each year half of the total is to be allocated based on
‘each State’'s share of total State and local welfare spending in the base year
and the other half is to be allocated based on each State's share of total general
revenue sharing payments in the base year. The base year will be ¥Y 77,
Current welfare expenditures will be defined as the sum of non-Federal ex-
penditures for AFDC, SSI, IV-A Emergency Assistance, and General Assistance),
plus the non-Federal share of AFDC administrative costs.

Limitation of fiscal relief payments: In order to insure that every State will
get more fiscal rellef after welfare reform is implemented, the payment to each
State determined according to the above formula will be subject to the following
constraint: fts payment may not exceed 9 percent of the State’s current welfare
-expenditures in the base year (FY 77) as defined above.

Quality control adjustment: To receive its full share of FY 79 and FY 80
fiscal relief payments, each State must have reached a payment error rate in the
AFDC program of four percent or less as of the most recent quality control
sampling period. States which have not reached a four percent-or-less payment
error rate by that period could still receive some payment depending on the
.degree of their progress towards that rate gince a base period. At State option,

1 Appel, et al., 0p. oit., p. VIII-82,
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the base perfod could be either the July-December 1874 or January-June 1975
quality control sampling period. If, for example, a State had a ten percent
error rate in the base period and had reduced that error rate to six percent as
of the most recent quality control sampling period, the State would receive a
payment equal to two-thirds of the fiscal relief payment it would otherwise have
rece;l)ved since it had progressed two-thirds of the way towards the four percent
goal).

Local pass-through: As a condition of recelving any fiscal relief payment, a
State would have to pass through a proportionate amount of the State's fiscal
relief payment to local jurisdictions participating in the cost of the AFDC
program. H.R. 9030 requires that each State pass on to localities an amount
based on the proportion of State matching funds that are contributed by the
localities fn the State. We recognize that the fiscal relief provision of the re-
cently enacted Social Security law (P.L. 95-216) embodies a different approach
(full pass-through to local governments) and that further discussion of the
pass-through formula may be necessary.

TABLE |.—FISCAL RELIEF BEFORE IMPLEMENTATION OF WELFARE REFORM

Fiscal year Fiscal year Fiscal year
State 1§v78 ! l§y79 1 w'so 3 Total?
Alabama. . iiiiiieicieiciecaees 4.4 2.8 2. 10.0
AlasKE. . iciiciicineicreeceaann .7 1. 1 2.9
ATIZONS. et imeennnenanens 2.6 2. 2. 6.5
Arkansas 2.7 1L L 5.7
California_ 50.5 81, 97. 229.8
Colorado. . 3.5 4. 5. 13.4
Connecticut. . 4.9 6. 7 18.8
Delaware. ... . . iiiiiiiiiaierenenns 1.0 L 1 36
Districtof Columbis.._ . . . . . .l .. .lll... 2.4 3. 3, 9.4
Florida_...... 1.9 4. 4 15.9
Georgia. 5.8 4 4 14.9
Hawaii.. 2.3 2. 3. 8.6
idaho. .. 1.0 . . 2.3
Hiinois 23.2 318 38 9.1
[10 (T T 6.1 4, 4, 15.4
OWA. L. e ccacan 3.9 4.5 4. 12.8
Kansas 3.0 35 3 9.9
Kentuck 5.7 A 4, 14.4
Loulsian 6.0 4, 4.0 4.1
a8, ... 2.0 2. 2. 6.5
Maryland. ..o eena———— 6.5 8. 9. 2.1
Massachusetts. . ... .. ... ceiiiiiieeeeen. 14.3 22, 27 64.0
Michigan_.... . 2.0 26. 32, 80.3
Minnesota. 6.4 8.4 9. 2.8
Mgssisslrpi 3.3 . . 4.9
Missourt. . 6.3 8. 8 22,9
Montana.. .9 . . 2.9
NODTOSKE . o e c e e o oeeevancnrecmeeaanenneeann 1. 1. L 4.6
NOVADR. .o oo eieieeeinecnaeaan . K . 2.4
New Hampshirs. 1. 1.3 1. 3.6
New Jersey_. 13, 17.9 21 53.3
New Mexico. 1 1.1 1, 4.1
New York. .. 52. 76.7 92. 21.6
North Carolina.. 7. 5. 5. 1.2
North Dakots. . ..o iiciiia i eineae, . . . L6
Ohio...... 15, 18. 22 §1.2
3 4. 46 12.5
4.4 4, 5, 4 14.7
22 3l 37 9.7
L 2.3 2 6.9
3. 1.5 1. 6.3
. .7 , 2.4
4, 3.0 3.0 10.9
11. 4.7 4.7 21.0
1. 1.3 1 4.3
1.0 1.3 1, 3.7
6.3 6.9 6 20.1
55 17 S. 22.4
2.7 1.8 1. 6.2
8.8 9.8 10. 2.9
.4 ] . 1.0
3.9 452.8 522,7 1,348.4

1 0ne-half of fiscal yoar 1378 fiscal refiaf was enacted as part of the Social Security Amendments of 1977 (Public Law

The other half will be considered a3 the Congress considers H.R. 7200, .

3 Fiscal yoar 1979 and fiscal year 1980 fiscal relief will be allocated based on States’ fiscal year 1977 welfare expenditures.
Data for fiscal year 1977 are not ¥tt avait=ble, 30 these projections are based on 1975 weffare expenditures. Whea fiscal
yoar 1977 data are used, the distribution of the fiscal relist among the States may change slightly,
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Question. Much attention has heen focused on iscal relief calculations for
fiscal year 1981, the first year of the proposed new plan. But is there not some
reason to believe that we should be more concerned about later years when, as
I understand it, there is little prospect of increased relief and much reason to
expect amounts to diminish?

Answer, Forecasting fiscal relief in later years is a difficult and chancy
und-artaking since it involves estimates and guesses about g great many economic
and demographic factors (e.g., rates of inflation and real growth; changes in
the number of single parent households and in the number of disabled) and
about State policies on the level of matching supplements to the basic Federal
grant and on the amount of grandfather payments States would choose to make.

To understand our estimates of “‘out year” flscal relief, it is necessary to
recall that all of our published fiscal relief estimates have been for 1975, as if the
Program for Better Jobs and Income had been in place in that year. That is
because the data base that permits State-by-State estimates is for 1976 and we
wanted to avoid estimates and guesses of the type discussed above on a State-
by-State basis, as would be required for estimates of fiscal relief. In order to
develop a relatively uncomplicated estimate of “‘out year” fiscal relief we assume
that all of the factors that enter into initial year fiscal relief estimates remain
the same, except that the number of grandfathered cases declines. We assume
that the number of AFDC and SSI cases receiving grandfather payments de-
clines as shown in tue following table.

Grandfather payments as per-
cent of 1st yr grandfather
payments

AFDC1 SSIt

Numlbor of years under new program:

1 The rates of decline for AFDC are based an AFDC case closing rates and for SS1 on actual experience with SS1 manda-
ory supplements dating from thei mplementation of SSI in Janusry 1974,

Naturally, the data in Table 7-1 show that over time fiscal rellef would
increase from $1.75 billlon in year one to $2.62 billion in year six. There is, of
course, a distribution of fiscal rellef changes across the States. This reeulte from
the inevitable interstate differences in factors such as participation rates, pre-
reform program expenditures, supplement levels and coverage, and degree of
hold-harmless coverage. With respect to participation rates, which appear to be
important in determining program outlays, it is important to note that the
estimating method used assumes participation rates in the PBJI to be much
in excess of those currently found in certain States. As a result, many more
persons in a particular State are assumed to receive benefits that are now
actually doing so. In fact, we belleve our participation rates are probably
overestimated for a number of States. In trying to use nationally uniform
estimates that will minimize the risk of underestimating Federal costs, we
have, we belleve, erred on the other side for States that currently have low
participation in current programs such as Food Stamps. Nationwide, we assume
the participation rate in PBJI will be 88 percent. Comparable rates under the
¥ood Stamp program can be found in the attached table reproduced from a
recently published book on that subject.

These estimates for year six assume that the hold-harmless provision phases
out after five years,

CEANGE 1. FISOAL RELIEF ESTIMATES

Estimates of fiscal rellef have changed since Secretary Califano testified
before the Subcommittee on Welfare Reform in September. Our estimate of
total fiscal relief for the States as & group has dropped about $300 million, from
$2.05 to $1.75 billion.

Changes in the fiscal relief estimates are due to: (1) changes in our assump-
tions about State behavior; (2) changes in the treatment of Emergency Needs
funds for the purposes of estimating fiscal relief; and (8) improvements in our
abllity to simulate the program on the computer.
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Changes {n State behavior assumpiions

Previons HEW estimates have assumed that States would not supplement
basic Federal benefits for single persons and childless couples. After consulting
with the staff of the Welfare Reform Subcommittee and varlous State welfare
officials, we have decided to change this assumption for those States that now
run GA programs that provide benefits comparable to those paid under AFDC.
Therefore, our revised fiscal relief estimates now assume California, Illinois,
Massachusetts, Michigan, New York. and Pennsylvania would provide supple-
ments to singles and childless couples up to the limit of Federal subsidization
of State supplements as provided in H.R. 9030.

Change in treatment of emergency needs funds

In previous estimates, we assumed that grandfathering costs shown by the
computer simulation would in reality be reduced by payments made under the
Emergency Needs program. We did not know exactly how much of EN funds
would go to reduce grandfather costs, but in our original estimates we assumed
100 percent. This assumption was reflected in the fiscal rellef caleculation hy
slmply not including the amount of the EN grant in post-reform State expendi-
tures. This assumption was questioned by the States and members of Congress,

Clearly the actual cost of grandfathering will be less than the computer
figures because of the existence of the EN program. How much less cannot be
determined prior to program experience. In order to take account of this fact,
we now assume that State grandfathering expenditures nationally will be
reduced by one-half of total payments under the Emergency Needs program.
This assumption reduces AFDC and SSI grandfathering nationally by about
12 percent, or $250 million (one-half of total EN).

Operationally, we have changed our treatment of EN by reducing the AFDO
and SSI computer grandfathering estimates for each State by about 12 percent.
We then include the full amount of the EN block grant in post-reform State
expenditures for purposes of calculating hold harmless payments and fiscal
relief. This has the effect of reducing our estimate of fiscal relief for the States
as a group by about 50 percent of EN funds or approxtmately $250 million.

Impnrovements in Simulation

Changes in the labor supply model improvement i{n simulating the effect of
the cumulative marginal benefit reduction rate on labor supply response;
addition of labor supply response for grandfathered reciplents.

Change in the assets test to reconcile assets reported on the SIE and those
reported for SSI and AFDC eligibility.

TABLE 7-1.—FISCAL RELIEF

State Year 1 Year 2 Year 3 Year 4 Year § Year 6

53 31 1.€ 1, 1.6 -7

1.4 1.2 . . .6 —1.1
2.7 2.2 2 2. 3.4 3

(ansas_.. 1.7 1.7 .8 R .8 .6
California. . 316.5 440.8 Si1. 554, 586. 8 604,
Colorado .. 5.7 8.9 12,4 14, 16.2 17.
Connecticut 9.7 8.7 4 4, 4.8 5.
Otlaware._.. . 5.8 6.5 6. 7 7.4 7.
District of Columbia 4.0 36.9 33 40. 4], Al
Florida.. ..o e cecracan 10.7 3.3 5. 5, 1. 8.

Georpia. . 8.4 5.1 2. 3 4, 5.9
Hawait 47 4.7 6. 8. 9. 10.

1daho 1.2 1.0 . . . —6.5
fllinois 195.7 228.4 P18 260. 210, 211.
1ndian 5. 5.2 2 3 4 6.
Towa.__ 5. 5.0 5. € 1. s 9.6
Kansas. . 3 3.9 A 5.9 6. 1
Kentucky 4 4.8 2.4 2.4 2. -4,
7 4.9 2.2 2.2 3. 4
Maine_ ... 3, 1.3 9.3 10. € 11.6 12,
Maryland. ..o eeeie e Iy £0.0 531 55, 4 57.( 58,
Massachusetts_ 112, 133.2 144.9 1520 157, 4 160,
Michigan. _ 98, 129.2 147.4 159. ¢ 168 125.
Minnesota 10 16.7 pin 24, 2. 28
ississipp 1 1.3 .8 . 1 1.
Missourl._ .o LIl 17. 7 39.4 “ 47.¢ 49. 4
Montana__. . .6 .3 . . L2
Nebraska. .. 1 1.6 .8 , & ~8.
Nevada. _.... L7 1.6 1 25 27 2

New Hampshi 1.5 1.5 .7 1. L$ 1.8

New Jorwey........ 6.6 .1 9.5 104.5 106. 110.3
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TABLE 7-1.—~FISCAL RELIEF—Continued

State Year 1 Year 2 Year 3 Year 4 Year § Year 6
New Mexico.o. oo oeoceecaccaccnanas 2.6 1.8 1.0 .6 N .
New York ........... ——— 424.5 509.6 §59.2 591.1 615, 630.
North Carolina........ . 5.7 5.7 2.8 2.8 2 -5,
North Dakols......... - .5 .5 .3 .3 . -1
Ohio......... 84.4 99.0 108.3 115.1 120. 124.
Oklahoma. 1.8 5.1 2.5 2.5 2. —8.
regon_.._ 1.6 6.0 3.0 3.0 4, 5.2
Pennsylvania. 145.4 178.6 198.2 2111 220. 221.0
Rhode Island._ 2.9 1.1 12.9 14.2 15, 15.7
South Carolina_. 3.9 2.8 2.1 2.6 3 .33
South Dakota..... 1.4 .8 4 A .4 ~2.1
..... 5.3 3.3 1.7 2.0 3.0 3.8
..... 12.7 9.8 6.6 19 9.4 10.
1.4 L4 1 .7 .7 -
1.7 1.6 .8 .9 1.3 1.
7.7 1.7 3.8 3.8 3.8 -2.
23.5 30.2 #.1 36.5 8.4 39.
2.4 2.0 1.0 1.0 1.0 -9.5
1.7 1.7 5.9 5.9 5.9 —6.2
.3 .3 .2 .2 .3 .
Toteh . e 1,750.3 2,130.1 2,32.2 2,482.7 2,612.2 2,615.6

TABLE 7—2.—FROM MAURICE MacDONALD; FOOD, STAMPS AND INCOME PARTICIPATION RATES AND
NEED (MAINTENANCE, ACADEMIC PRESS, 1977)

TABLE 6.1.—STATE FOOD STAMP PARTICIPATION RATES

Estimated Peak monthly .
number of  number of Estimated 1974
persons  participants  participation

eliilble January - ate
In 1974 (1) September 1974 (3)=(2)+(1)

State
(4} @
F LT T T 1,177,139 338,762 28.8
ka..... 968 21,769 30.2
421,552 111, 520 26.5
754,353 249,514 33.
2,412,481 1,404,824 38.2
1,554 138, 567 33.6
291,513 145,313 49.
453 21 24.
150, 783 117,830 78,
1,713,309 514, 847 30.0
....... 1,318,000 424,830 32
839 I, 44,
161, 812 33,794 20
1,569, 158 878, 455 56,0
171,298 184, 791 25.5
10, 030 116, 020 22.
426,533 53,107 12.5
1,053, 952 401,992 38,
, 269, 096 530, 8% 41,
2 2R i
612,749 284, 966 46.5
...... " 822 581,754 50.3
, 682 184, 142 30.7
982,632 351,117 35.4
1,074,852 290,932 21.
147,788 33,393 2.2
299,628 50, 447 16.
evads. - 65, 924 27,168 4.2
New Hampshire. 102, 000 32, k)
New Jorsey... 833, 304 435, 187 §2.2
New Mexico. . 351, 627 9, 831 42
New York 2,147,536 1,915, 185 48,
...... N 562 41,397 2.0
, 072 18,36 1.
1,517,712 790,714 49.
, 202 155, 463 2.5
542 163,617 42.
1,814,010 44, 896 4l
143,388 77,881 .
859, 161 434 43
oserescanae 204,789 36,273 14.8
Toanesses. ... eeoman ceeeeees 1,247,504 329, 4%
Toxas.... CCCIIULLTIIIITTUUOTOUTNLTL s e e 6.2
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Estimated Peak monthi
number of number of Estimated 1974
persons  participants  participation

aliriblc Janvary - rate
State in 1974 September 1974 (3)=(2)+(1)
m @

39,829 2.1

38,165 46.3

215,338 20.9

228,898 48.2

213,714 39.3

129, 403 21.2

9,212 14,9

Total United States. ... .o eiciiiiicrririrreenanaan, 38,623,810 14,211,501 1.5

Source: Bickel and MacDonald (1975),
QUESTIONS OF SENATOR CURTIS

Question, Please furnish this committee, In narrative form, all of the
premises, hypotheses, equations, and assumptions that underlie your estimates
and the program from which those estimates were derived. For example, I
believe it is essential we explore in specific detail—

(a) The data. What data was used? This not only includes the basic data,
the SIE survey in this instance, but parameters used to calculate the results.
For example, what were the actual payment standards used for calculating
State supplementation? What levels of State supplementation were assumed?
How was the 1975 income data converted to 1978 data? Which CPI were used?
What unemployment rates were used? What wage rates were used? What
assumptions were used concerning the numbers and types of family members
who would be working, and at what levels?

(b) The methodology and rationale for the assumptions. The model, obvi-
ously, contains specific rules and instructions for operating on the data. What
were each of the assumptions? If the assumption has as its basis particular
research and analysis, that should be cited. Also, methods of approximation
may be used. What is the basis for each of these approximations? What aspects
of the proposal are not covered by the model?

(¢) Any sensitivity analysis done to judge the impact of possible variations
in the assumptions. Has the model been run under a variety of situations
related@ to jobs, wage rates, labor force participation rates, et cetera? What
variations were used and what were the results? What interaction effects were
present ?

In short, it is essential that we have all of the assumptions—both those
explicitly expressed and those implicit in the analysis methodology, by com-
ponent, These must include, but not be limited to, such as: (1) The basic
Federal program; (2) State supplementation; (8) State grandfathering of
AFDC and SSI recipients; (4) Wage supplements; (§) The “hold harmless”
computations; (6) Emergency assistance; (7) Publie service jobs; (8) The
earned income tax credit; (9) Federal administration; (10) State administra-
tion; (11) Cost of fraud and error; (12) Source and type of income data;
{13) Payment standards; (14) Wage rates; (15) Participation rates; (16)

. P(Kerty levels; (17) Economic data; and (18) Unemployment rates.
nswer.
METHODOLOGY AND ASSUMPTIONS

Attached are a serles of papers which explain many of the assumptions and
the methodology used to develop the Program for Better Jobs and Income and
the computerized microsimulation model. The first series of staff papers explain
the assumptions and rationale behind major program components including:
the tiling unit, the benefit structure and computation, the work requirement, the
Federal income tax reimbursement, the six-month accountable period, the job
search period, the State maintenance of effort requirement, State supplementa-
tion of benefits, and the limitation of State fiscal liability. Following these
papers {s a set of State fact sheets which provide detafled estimates of the

.
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financial impact of the welfare reform program on States. The final item in this
group of papers is a chart showing emergency needs allocations to. States.

Following this group of papers explaining the assumptions and methodology
used to develop the reform program is a paper which explains the baslie
structure and operation of the micresimulation model. The paper explaining
the model was prepared by several HEW staff members and refers to the model
as the “KGB model”. This name comes from the names of those primarily
responsible for the development of the model: R. Kasten, D. Greenberg, and
D. Betson. Much of the economic framework upon which the procedures _
outlined in the paper rest appears in the following papers:

\\, Beebout, H. “Microsimulation as a Policy Tool: The MATH Model,” Policy
Analysis Series No. 14, Mathematlca Policy Research, February, 1977.

Beehou]t, H{.), gd “MATH Technical Description,” Mathematica Policy Research,
July, 1976.

Beebout, H. and P. Bonina. “TRIM: A Micro-Simulation Model for Evaluating
Income Policies,”” Working Paper 971-04, Urban Institute, January, 1973.

Greenberg, D. “Participation in Guaranteed Employment Programs: An Ex-
ploratory Simulation,” in Public Service Empleyment, Supported Work, and
Job Guarantees: .Analytic Issues and Poliey Implications. Edited by John
Palmer, The Brookings Institute, Washington, D. C., forthcoming.

Greenberg, D. and M. Kosters. “Income Guarantees and the Working Poor:
The Effects of Income Maintenance Programs on the Hours of Work of
Male Family Heads,” in Income Maintenance and Labor Supply. Edited by
Glen C. Cain and Harold W. Watts, Institute for Research on Poverty
Monograph Series, Markham, 1973.

Keeley, M., P. Robins., R. Spiegelman, and R. Wor . “The Labor Supply Effects
and Costs of Alternative Negative Income T. Programs: Evidence from
the Seattle and Denver Income Maintenance Experiment, Part 1: The
Labor Supply Response Function and Part 2: National Predictions Using
the Labor Supply Response Function,” Research Memoranda 38 and 39,
Stanford Research Institute, May, 1977,

Maxfield, M. Jr. “Estimating the Impact of Labor Supply Adjustments on

Transfer Program Costs: A Microsimulation Methodology,” Mathematica

Policy Research, March, 1977.

The following aspects of the proposal are not covered by the model:

The model cannot incorporate the proposed six-month accountable period
because the data source contains income information for an entire calendar
vear. Out-of-coinputer adjustments to cost and caseload estimates are necessary
to account for this difference. The adjustment factors were derived by special
simulations largely Lased on monthly income data from the Denver Income
Maintenance Experiment,

The institutionalized are not included in the model estimates because the data
source includes no information on inmates of institutions. Separate estimates
were derived based on program records and the Survey of Institutionalized
Persons.

The model cannot accurately reflect the program’s provisions for separate
filing status for some children separated from their parents, referred to as
informal foster care, hecause the data source does not identify familial rela-
tionships (that is, it cannot tell if children are living with parents or with other
related adults), Separate estimates were constructed on the basis of experience
with similar provisions in the AFDC program. .

The model cannot estimate the costs of Federal SSI grandfathering because
the data do not distinguish Federal and State portions of reported SSI benpefits,
An independent estimate was prepared using SSI program data. An additional
amount was added to aceount for the elimination of provisions for certification
of separate econonic status,

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
OFFICE OF THE SECRETARY,
Washington, D.C., October 3, 1977.

STAFF PAPERS ON THE BETTER J0B8 AND INCOME AcTr—H.R. 8030

1. Benefit structure and computation,
2. Filing (or-eligible) unit.
3. Six-month accountable perfod.
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4. The work requirement.

5. State supplementation,

6. Limitation of fiscal llability of States (hold harmless protection).
7. Maintenance of effort.

BENEFIT STRUCTURE AND COMPUTATION

The Better Jobs and Income Program proposes to employ a two-tler benefit
gtructure that will provide higher (upper tier) benefits to families in which no-
adult is expected to work, and reduced (lower tier) benefits to families who are
expected to derive most of their income from employment.

Aged, blind, or disabled persons and single parents with youngest child under
7 will not be expected to work. Single parents with no child under 14, two-
parent families and singles and childless couples will be expected to work.
Single parents with children aged 7 through 13 will be expected to work, but
only part-time during school hours.

THE BASIC BENEFIT STRUCTURE

Cash benefits for aged, blind or disabled persons without income are set at
$2,600 for a single individual and $3,760 for a couple.

These benefit levels protect the current Federal entitlement provided under
Food Stamps and the Federal portion of SSI by providing benefits that exceed
what a reciplent can currently receive from the Federal portion of SSI and the-
bonus value of Food Stamps.

The upper tier benefits for families in which no adult is expested to work
are: $3,000 for single parent and child, 3,600 for a family of three, $4,200 for
a family of four, $4,800 for a family of five, $5,400 for a family of six, and'
$6,000 for & family of seven.

These benefit levels are designed to protect the current Federal entitlement
under Food Stamps and, to the extent possible within budget constraints, to
protect the current Federal share of AFDC payments. The basic benefit of
$4,200 for a family of four, for instance, exceeds the cash value of Food Stamps
plus the Federal share of AFDC in all but seven States.

Lower tier benefits are set at $2,300 for a family of four, and $1,700 for a
family of three. But such families are placed on the upper tier if a job cannot
bLe found for the principal earner after an eight-week job search.

The lower tier benefits are designed to protect the present Federal entitle-
ments in Food Stamps which is available to all households whether or not they
are able to work.

Unrelated, single individuals and couples without childrer will, if they have:
no other income, receive basic benefits of $1,100 and $2,200 respectively. Both
amounts substantially exceed the current borus value of Food Stamps.

Benefits under the basic Federal program equal about 65 percent of the-
poverty line for most families (more in the case of the aged, blind or disabled).
Federal cost-sharing will permit and strongly encourage States to raise benefits
to 75 percent of the poverty line.

THE “BUILDING BLOCKS8' OF BASIC BENEFI(B

The benefits availabe to different sized families can be constructed by refer-
ence to the individual components:

Household unit member: Annual benefit:
An adult who is aged, blind, or disabled. - e oo $1, 600
Any other adult oo ______ - 1,100
A child who 18 blind or Ai8abled - e e o e meaeem 1, 100
Any other child. oo ——— 600-

Tn addition, household units are eligible for “increments” or bonus amounts
that depend upon their composition:

If the “unit” consists of : Bonus
One adult who is aged, bdlind, or disabled_ . o reecmmaaa $900"
One individual aud the individual's spouse, each of whom is aged,

blind, or disabled_ ... - ceee  BOOr
One adult and one or more children...... —- 1, 300
Two or more adults and one or more children -e— 800
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Norte: All benefit and bonus amounts are expressed here in annual totals.
‘Bection 2105 of H.R. 9030 expresses these benefit amounts in dollars per month.

The household bonuses are reduced, however, in instances where two or more
-units share the same housebold.

A unit which resides in the household of another unit, to which it is related,
has its annual grant reduced by $800.

If two related units have ownership or household rights in & household, each
has its annual grant reduced by $400.

The reduction in benefits is intended to reflect economies of scale implicit in
‘the joint living arrangement.

In addition, no household can receive benefits for more than seven members.

Based on these individual and unit benefits it 18 possible to construct the total
benefits for any household combinations:

For example: a family of five consisting of two adults (neither of whom can
w%rk) and three children would receive: $1,100+1,1004-600-+(00-4-6004-800
=$4,800.

For example: a family consisting of a mother and three children would re-
.ceive : $1,1004600+4-6004-600-{-1,300=584,200.

For example: an aged grandmother, her daughter and the daughter’s child re-
side together in the daughter’'s home. They constitute two household units.

the aged grandmother receives $1,600+900—800=23$1,700,
the mother and daughter receives $1,1004-600+4-1,300=83,000.

All of the above examples are for families in which no adults are expected to
work,

When a family member 18 expected to work, the unit drops from the upper
tier in the following manner (§ 2105(d)):

the adult who is expected to work is dropped from the unit (le. the unit
no longer receives this adult’s $1,100 benefit), and
$S00 is subtracted from the household unit’s increment or “bonus.”

Thus, in the case of the family of five above, the grant would be reduced by
:$1,000 (down to $2,900) if an adult was expected to work,

Furthermore, if, in the third example above, we assume that the daughter’s
-only child is 14 years old, the mother is expected to work. The total grant to
‘this household would, therefore, be $1,200.

In the case of a household unit with a member expected to work, the lower
‘tier benefit protects children and other dependents by continuing their benefits.

THE EARNED INCOME EXCLUSION

In order to encourage and reward work on the part of families where an adult
is expected to work, the first $3,800 of earnings by the member dropped from the
household unit is disregarded in determining the unit's benefits. Thus, a family
of four eligible for £2,300 on the lower tier will continue to receive these benefits
until the working member's income exceeds $3,800 on & monthly basis.

SINGLE INDIVIDUALS AND CHILDLESS COUPLES

Single individuals and childless couples are expected to work. They are eligible
for cash benefits in the amount of $1,100 and $2,200 annually, but do not qualify
for any household increments or “bonuses” or for the disregard. If a job is
found for a single or childless couple, they are ineligible for any cash benefits.

THE BENEFIT REDUCTION RATE

Under the basic Federal program, benefits vill decline by 50 cents for each
additional dollar of income.

The rate at which benefits are reduced as income rises cannot be selected inde-
pendently of other program features. This rate is directly related to the level
of the basic benefit and the phase-out or “breakeven” point—the income level
at which a family ceases to be eligible for henefits. A low benefit reduction rate
implies a high phase-out rate, other things being equal.

The selection of a 30 percent benefit reduction rate, therefore, represents a
reasonaltle compromise among the goals of preserving a return from work, limit-
ing the phase-out point, and providing adequate basic benefits.
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In addition, we did not wish to impose benefit reduction rates that were higher
than those found under present programs. Present reduction rates range from
30 percent in Food Stamps to 60 percent or more for families that participate
in AFDC and Food Stamps. Since most reciplents benefit from more than one

m, a 50 percent benefit reduction rate will improve the return from work
for many families relative to the current gystem.

BENEFIT COMPUTATION

The actual benefit payable to a unit is calculated by reducing the basic benefit
(referred to in the bill as “maximum payable amount (MPA)") by “available:
income” (§ 2104). Available income is defined (in § 2108) as:

50 percent of wage and salary income (if it exceeds an applicable disregard)
80 percent of non-employment income (e.g., interest, rent)
100 percent of Federal transfer payments.

For example, {f a unit had annual earnings of $4000 it would have available-
income of $2000 (equals 50 percent of $4000). If that unit had a MPA of $4200
the annual payment to the unit wounld be:

Payment=MPA —available income

£2200=$4200—$2000

To take another example, suppose a two-parent, two child family had earnings
of $2000. Such a family is eligible for the $3%00 earned income exclusion and has
a basic benefit (MPA) of $2300. Since its income 18 less than the earned fncome
exclugion, available income is zero. Then the cash assistance payment would be
$2300.

As a final example, consider a mother and 4 young children, with no earnings,
but income of $1000 from rent. The unit’s MPA equals $4800 and its available
income is 80 percent of £1000, or $800. Thus:

Payment=MPA-—Available Income

$4000=$4800—3$800

Firixe (or ErigreLe) UNIT

A filling unit i3 a group of persons which jointly applies for and receives
benefits. This group is considered to share economic resources and responsibili-
ties, and hence is treated as a unit for the purpose of counting income and eal-
culating benefits. The detailed specification of how this unit {8 formed, or who
may be included and who must be included, has important implications for the
treatment of specific types of individuals and thus for the nature of the

program,
RATIONALE

The underlying premise of a filing unit is that relatives living together enjoy
the henefits of economies of scale and generally share their resources in order
to meet common economic needs. The logic of this premise suggests that the
filling unit be defined as inclusively as possible, so that all relatives who are
members of the same household are considered together. Thus, poor individuals
who live with well-off relatives are presumed to benefit from that arrangement,
and the resources of the entire group of relatives should be counted in deter-
mining their benefits. A broad definition also simplifies administration by keep-
ine the number of recipient units small.

On the other hand, many situations arise in which relatives, though they may
ghare living quarters, are not econnmically interdependent. A very broad filing
unit definition may set up presumptions of sharing of rerources and of mutual
responsibility which are at variance with the facts in a large number of cases.
Thus, a broad definition would be fair only if some procedure for certifying
separate economic status were avallable to allow economically independent units
to flle separately. Such procedure is likely to be difficult to administer, and
would probably counterbalance whatever administrative advantages come from
a broad filing unit definition.

In addition, introduction of a broad fling unit definition would tend to dis-
advantage seriously several groups which soclety evidently wishes to protect. In
particular, aged, blind or dirabled individuals or couples living with relatives.
and AFDC families living with relatives, would bhe treated less generously by a
filing unit which included the entire household than they are by present
programs.
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DETAILS OF THE PROPOSED DEFINITION

A filing unit contained in the Better Jobs and Income Program represents a
compromise between a broad and a very narrow definition. In genersl, the
Program includes in the same filing unit only relatives who live together. Non-
related individuals or groups who live together are treated separately, as are
relatives who live apart.

A group of relatives living together, however, may comprise more than one
filing unit. Any “nuclear family,” {.e., a married couple with their minor chil-
dren (if any), or a single parent and children, constitutes a filing untt. If more
than one such family lives together, each family would be a separate filing unit.}
This family-based filing unit definition reduces drastically auy need for a sepa-
rate economic status provision, and no such provision is included in the proposed
legislation.

Individuals who are not members of such a nuclear family.but live with one
to which they are related may be included with the family's filing unit. This
inclusion is voluntary; however, the individual cannot recelve benefits except
by filing with the family. If two or more related individuals live together with
no nuclear family present. chese individuals jointly form a filing unit. An
exception to these rules is an aged, blind or disabled individual, who always.
files separately for benefits.*

COMPARISON TO PRESENT PROGRAMS

The proposed filing unit is narrower than the present Food Stamp filling unit,
which includes all household members who live together. This definition in-
cludes even non-relatives, such as boarders.

By comparison to SSI, the filing unit {n the Program for Better Jobs and
Income s broader. SSI includes conly the aged, blind or disabled (ABD) persons
themselves, but does not include non-ABD spouses or children (although the
income of non-ABD spouses is included after certain disregards).

The bill's illing unit is close to but somewhat broader than that used in AFDQ,_
AFDC units do not include any individual adult relatives who live with the
unit. An additional difference is that the bill's definition includes stepfathers.
as part of the family unit. At present, a stepfather is not considered responsible
for the unadopted children of his wife, so his Income I8 not considered in setting:
their AFDC benefits.

EXAMPLES

Consider the following households or relatives (all illustrative beneflts are.
without State supplementation and assume the unit to have zero income and
resources) :

1. Father, age 55; mother, 55; daughter, 25; grandchild, 5.

This extended family consists of two nuclear families and would form twa.

" filing units: (1) father and mother, and (2) daughter and her child. The.

second unit could be eligible for benefits regardless of the income or assets of
the first. The first unit would receive $2200, and the second unit would also
receive $2200 ($3000 less $800 deducted for living in another household).?

2. Husband, 35; wife, 35; child by wife’s first marriage, not adopted by-
husband, 8.

This family would form a filling unit, including the husband. The present
AFDC rules would not include the husband, nor count his income. The unit-
wonld receive $3600.

3. Grandfather, 70; father, 456 ; mother, 45.

This household forms two unlts the father and mother together, and the.
grandfather separately. This treatment parallels that in 8SI. (The grandfather-
would have his benefits reduced by virtue of sharing the household, another-
provision which is close to 8SI's rules.) The father and mother, as a unit,
would receive $2200. The grandfather would receive $1700 ($2500, the full
ging;glaﬁ()i bepefit minus $800, the benefit reduction by virtue of sharing the.

ousehold),

3 In such situations, the total ment to & famlly Hving in & home owned or rented
:rm:etg%; family is reduced by $800 to take account of the economies of the joint llv!nz
3 However, if that unit lives with another fam the total benefit for an aged, blin
or disabied 1adividasl oF conpie in reduced by s500 " oAt § ged, bling,

8 All examples assume no avatlable jobs for adults required to work.
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4. Father, 35; mother, 35; child, 8; father’s brother, 88.

This household comprises one unit. The father’s brother may or may not be
included, but if he elects not to join the filling unit, he cannot then flle for bene-
fits separately as long as he lives with the family. The unit would receive

$4700 it the brother elected to join the unit, -
WELFARE REFORM: THE S1Xx-MONTH ACCOURTABLE PERIOD

Baste to any program that provides cash assistance to the needy is the ques-
tion of how to determine who should be eligible and the payment amount to
which they should be entitled. In the President’s Program for Better Jobs and
Income, the method proposed is a “six-month retrospective accountable period”
for measuring income need and adjusting accordingly the amount of benefits
to be paid.

'l‘hepa proposed accounting procedure represents a delicate balancing among
many important objectives of welfare reform,

It will assure that tax dollars go to those most in need while preventing
families with relatively high incomes from receiving benefits.

It will be more equitable and {ncrease the likellhood that families with simi.
1ar annual Incomes will receive similar benefits.

It will avold the costly errors inherent in the present system by measuring
actual past income rather than estimating future income.

In short, the method proposed will impact greatly on the extent to which the
program as a whole is perceived to be fair and rational both by those it will
serve aud by the publlc at large.

The six-month accountable period will target assistance to those with chronfe
need and lowest incomes. Only those with relatively high but fluctuating in-
comes and those familles with earnings greater than the amount at which
program benefits phase out ($8,400 for a family of four and slightly higher in
states which supplement) may be adversely affected. To help those who suffer
temporary need before becoming entitled to cash assistance, the Program for
Better Jobs and Income contains $600 million to assist States in financing
emergency needs programs.

Under the proposed accountable period, eligibility will be based on two
criteria:

First, an individual’'s or family’s countable income* for the second month
preceding the month of application must be below the maximum monthly bene-
fit ($350 for a family of four).

Second, total countable income over the next previous five months must also
be helow the maximum benefit, using a “carry-forward” accounting process.
The carry-forwurd process, described below, 18 used rather than 6-month aver-
aging in order to be more responsive to those with monthly fluctuations in
income. -

The carry-forward system for determining eligibility and payment for a
family which applies in September works as follows :

1. The family would report income for the second proceeding month, i.e,, July.

2. If the countable income in July is less than the maximum benefit payable
under the program, the family’s Income over the previous five months—¥ebru-
ary, March, April, May, June—would then be reviewed.

3. Beginning with the earliest month of the five month calculation period (in
this case, February) any countable income in excess of the maximum benefit
amount would be carried forward to the next month, March. That February
excess amount would-be added to any countable income in March that was in
excess of the maximum benefit. If the countable income in March was less than
the maximum benefit, the amount by which it was less would offset the excess
amount carried forward from February. The balance, after the March income

¢ Countable income, referred to as available income in the proposed legislation, is the
fncome that counts in determining eligibility. It includes 50 percent of wages from a
job, 8O percent of non-employment {ncome (from dividends, Froperty. private peusions
or soclal insurance programs), and 100 rcent of income from federal means-tested
assistance programs such as veterans pensions, Child care expenses, up to certain limits,
are also deducted from earnings before determining countable income. Family composi-
’ﬂon ont g;e last day of the last month of the accountable period determines whose income
s counted.



231

has been adjusted to reflect the February income, would be carried forward in
similar fashion to April and so forth through the month of July.

4. The balance of countable income, if any, at the end of this carry-over
process would reduce the maximum benefit accordingly to arrive at a payment
amount in September. However, if the balance {s greater than the benefit, no
payment would be made in September and eligibility would be redetermined
automatically in October, based on the family's monthly income report for
August.

JLLUSTRATION.—8 MONTH ACCOUNTABLE PERIOD

lecneeee- et Jesmonmae e Semmeomcea [ [ommm———— /
Feb. Mar. April  May June July Aug. Sept.
( STEF 3 'EF
(Prior S5 mos. {income (person
income reviewed) reported) applies)

Ezample XNo. !

Take the case of a woman with three children who applied in September. The
woman's earnings history for the 6-month accountable period was as follows:

Difference Cumulative

. Countable Maximum (excess/ carry-

Month Earnings income benefit offset) forward
February. ... ..o icaiaaaas $900 $450 $350 43100 $100
500 250 350 ~100 0

300 150 350 —200 0

350 -50 0

700 350 350 0 £ 0

1 Less than $350; therefore efigible for full benefit.

Her countable income in July is zero so the previous five months are reviewed.
In the first month, February, her countable income exceeds the maximum benefit
by $100. That amount is carried forward to March where it is offset by countable
income that was $100 less than the maximum benefit payable. The increase carried
forward to April, is therefore, zero and as countable income in each of the remain-
ing months (May and June) does not exceed $330, her income for purposes of
measuring need is z¢ ro. Thus, she is entitled to the maximum allowable benefit for
a family of four or a payment of $350 in the month of September when she applied.

Eezample No. 2

Consider a family which also applied in September, but had higher annual
income, $10,800, and the following earnings history for the 6-month accountable
period :

Difference Cumulative

Countable Maximum (excess/ carry-

Month Earnings income benefit offset) forward
$900 1450 $350 +$100 $100

900 450 350 100 200

900 450 350 100 300

900 450 350 100 460

900 450 35 +100 1 500

1 Exceeds $350 benefit.

28-3%3 (Y- T4 - 3
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In this case, no income is reported for July, but after the five previous months
are reviewed the total countable income carried forward from February to June
($500) is in excess of the maximum benefit. The family would, therefore, not be
entitled to a payment in the month of September.

Eramplc No. 3

Take the same family, a month later, with no income for the second consecutive
month:

. Difference Cumulatve

Countable Maximum (excess/ carry-

Month Earnings income benafit offset) forasrd
L3 P

900 $450 $350 +3100 $100

900 450 350 iloo 200

900 450 3% 100 300

900 4 350 +100 400

g 0 350 -3% 150

1 Less than $350; benefit reduced by $50 in October.

Using the 8-month accountable period, a balance of $50 countable income is
carried forward from March to August. As this amount is less than the maximum
benefit, the family is now eligible for a payment in October. The payment amount
would be $300 because the maximum benefit—$350 for a family of four with no
l!tx)c;ome;ov;ould be reduced by the $50 income carried forward during the account-
able pe: .

Baample No. 4
If the same family continued to need assistance in November, the payment

amount would be recalculated on the basis of the 6-month accountable period of
April to September as follows :

Difference Cumulative

Countable Maximum (excess/ carry-

Month Earnings income benefit offset) forward
$900 $450 $3% +$100 $100
900 450 350 4100 200
900 450 +100 300

0 0 350 —350 —50(0;

8 0 3% -35% —400(0

........................................................

In this example, the family reported no income for the third consecutive month,
September. When the income of the prior five months is reviewed, the earlier
months, (April, May, and June) countable income in excess of the maximum
benefit is offset by the lack of income in July. As there was also no income in
August, the amount of coantable ipcome carried forward to September is zero. The
family would, therefore, receive n maximum benefit payment of $350 in November.

Thus, this family, with a higher income history than the family in the first
example, would not immediately receive a cash payment, but would be eligible
in a later month if thev continued to suffer need.

The following table indicates the number of months that a family of four with
no current income but previous earnings would have to wait.

Families earning up to $16,800 before a sudden drop in income may be entitled
to cash assistance at some time within six months after they apply if their need
continues. The state emergency needs program will aid those who, because of
their circumstances, may require more immediate assistance.

It should be noted that under a shorter accountable period, such as 1-month,
the same family that had earned $10,800 would have become immediately eligi-
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WAITING PERIOD BEFORE ELIGIBLE FOR BENEFITS

Eligible for benefits:

Undeg

Under AFOC proposed
current 6-mo
sccountable  accountable
period— period—

A person with no income when applying but with prev!ous annual earnings of :
$5,200 (minimum wag g?
88.400 (proposed eligibility ceiling).
$10,600 (avmle wage In manufacturing) .
$12,000 (city school teacher). ... .. .. ... . . iiiiiiiiiiiiiiiccciiaaneaan st
$15,000 (construction WOTKer) . . ... .. .. ccoineiieicieieaeic e aaaaann

ble for the full benefit amount of $350. But to choose a shorter accountable
period would require either increasing program costs to cover such higher
income families who would be eligible or cutting benefits by some other means
for all familles—even those with the lowest income histories.

Use of a 1-month accountable period, for example, would increase the cost of
the Administration proposal by more than $3 billion. The caseload would
increase by 38 percent or 12.2 million persons, largely those with higher incomes.
Even shortening the accountable period to three months would increase the cost
by approximately 7 percent and add approximately 21 percent more reciplents
to the program.

The 6-month accountable period places priority on targeting dollars available
for the new program to those in chronic need.

TRE WORK REQUIREMENT

The Program for Better Jobs and Income imposes a work requirement on
adults expected to work, as under the present system for AFDC and Food
Stamps. In addition, the new program proposes to offer a work opportunity to
each principal earner in a family with children. This will be done by providing
up to 1.4 million special public employment opportunities, designed to serve as
many as 2.5 million different people on a temporary basis during any year. A
supported job search activity will also be provided for others who are eligible
for cash assistance and are also capable of working. This latter group includes
adult children still living at home with their parents, singles and childless
couples.

Six major questions must be asked regarding any household’s employment
opportunities under Title XXI:

(a) What referral process fs most appropriate?

(b) Are any individuals in the unit expected to work if a job is available?

(c) Must the principal earner in the unit undertake an intensive S-week job
search period?

(d) Does the unit qualify for a “safety net” if no job can be provided ?

(e) Is a special public employment opportunity provided to the unit?

(f) Is there a reduction in cash assistance for refusal to take a job?

Table A provides an answer in chart form for each household unit listed
below :

1. Units In which all adult members are aged, blind or disabled.

I1. Units with only one adult member who i8 not aged, blind, or disabled that
include at least one child under the age of 7 years.

II1. Units with only one adult member who is not aged, blind, or disabled
that include no child under 7 years old but at least one child under 14,

IV. Units with only one adult member who is not aged, blind, or disabled
that includes at least one child, none of whom are younger than 14.

V. Units with at least two adult members, one of whom is available for
employment, and at least one child.

¥I. Units with at least two adult members, none of whom are available for
employment, and at least one child.

VII. Units having one member or more, at least one of whom is not aged,
:llnjlnd or disabled, or incapacitated and i{s available for employment, and no

1d
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REFERRAL PROCESS

Although all individuals will be informed of the job search and other employ-
ment services offered by Dol,, only those expected to work will be referred
formally.

EXPECTED TO WORK

Those who are formally referred to Dol. are also expected to work if a job is
available. Specific individuals are excluded as indlcated in the chart. In addi-
tion, there are a number of specific exclusions from the work requirement :

A full-time student who is working at least 20 hours per week at the Federal
minimum wage OR who is the only adult in a household which includes a child
over 6 years old and under 14.

One adult (other than the principal earner) if there is at least one child in
the household unit.

An adult required tn the home to care for a child under 7 years old or to
provide regular or full-time care to another individual because of the latter's
age, blindness, disability, or incapacity.

l;&11]18—21 year old who is a full-time student in an elementary or secondary
school.

PROVISION OF SAFETY NET AFTER JOB SBEARCH

Two categorles of household units—two-parent families and single-parent
families where the youngest child is 14 or over—will participate in job search
at a reduced cash assistance level (reduced by excluding the benefit of the
individual doing the job search from the family benefit computation). This
amounts to a $1900 reduction in the basic Federal benefit. After the 8-week
period, this reduction would be restored, creating a “safety net” for those to
whom 1o job could be made available.

ELIGIBILITY FOR SPECIAL PUBLIC EMPLOYMENT OPPORTUNITIES

All household units containing a child are eligible for special public employ-
ment opportunities. Those with custodial responsibilities for children under 7
years old or for aged, blind, disabled, or incapacitated individuals are given the
choice of fulfilling their custodial duties or volunteering for work and making
other arrangements for their custodial duties.

REDUCTION FOR JOB REFUSAL

Those expected to work will have their portion of the family henefit with-
drawn if they refuse & bona fide job offer without good cause, as determined by
Dol..

TABLE A
Units
| il n v v vi Vil
Aged 1 adult, 1 adult, 1 adult, Singles,
ind chitd child chitd 2-parent childless
Questions dissbled  under 7 7to 13 over 14 family [0 couples
a) Referral mulremonl ...... <-. Inform..__. o-.. Refer___._ Refer___.. Refer___.. Inform_... Refer.
b) €x towork?........... eenaea N ime.. . . No .. Yes.
() Intcnsm umh required?. .. o
S e o lwsc"iéﬁi' No
(J { Ml 13l pubtiC
Rediesion m’?‘us.’ ........

1 Families with children but no adult required to work.

STATE SUPPLEMEKTATION

This paper describes the provisions concerning state supplementation of cash
benefits and special public job wages contained in the Better Jobs and Income
Act.
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OBJECTIVES OF THE STATE SUPPLEMENT PROVISIONS

Because of the current substantial disparities among State welfare benefits,
it is impractical to move at once to a Federal benefit level that is greater than
or i3 equal to current benefit levels in all States. Federal policy, therefore,
should encourage States to adopt supplementation policies that maintain or
improve existing benefit levels—and do so in a way that {s consistent with the
administration of the new Federal program. The Program for Better Jobs and
Income is structured to achieve these goals.

The Better Jobs and Income Act encourages States to adopt in their State
supplement programs the eligibility rules (household unit definition, income
definition, accountahle period, assets test, etc,) used in the basic Federal cash
benefit program. Adoption of such matching State supplement programs would
establish for the first time a cash assistance system that {s uniform nationwide.
In comparison to the present jumble of programs (AFDC, SSI, Food Stamps,
General Assistance, etc.) such a system would be simpler to administer and
easier to understand. The bill provides substantial financial incentives for a
state to adopt a matching supplement program. A State with matching supple-
ments will be eligible for partial Federal subsidization of the cost of supplement
benefits up to certain levels. Moreover, such matching supplements will be ad-
ministered along with the basic Federal program; and if the State elects to
retain the intake and eligibility determination functions, it will be reimbursed
by the Federal government for 80 to 1109 of its administrative costs. On the
other hand, a State that adopts a supplement program that is not congruent
with the hasic Federal program will have to administer it, and such nonmatch-
ing supplements would be ineligible for Federal subsidy or reimbursement for
administrative costs.!

The second major objective of the State supplement provisions is to increase
the Federal share of total beneflit costs so that States can maintain their present
benefit levels and also experience substantial fiscal relief, This is accomplished
through the bill's Federal cost sharing rules. The basie benefit, at least 90
percent of the costs of which will be financed by the Federal government, is
larger than the Federal share of cash assistance plus the bonus value of Food
Stamps in nearly all of the States. In addition, 75 percent of part and 25 percent
of most of the rest of State supplement costs will be Federaily financed. The
size of the 75 percent subsidy portion of the supplement is designed so that
States have a strong incentive to guarantee household units with no other
income a benefit that equals approximately three-fourths of the unit’s poverty
line income (for example, about $4700 for a family of four). The size of the
25 percent subsidy portion of the supplement is designed so that States will have
some incentive to guarantee a household unit with no other income a benefit that
approximately equals the unit’s poverty-line income.” The Federal government
will not subsidize, however, any portion of the cost of a supplement paid to a
unit whose earnings net of the child-care deduction exceeds 108 percent of the
amount at which Federal benefits phase out (approximately $9100 for a family
of four). This insures that the Federal government will not be paying even in
part for assistance to families with incomes it deems too high to recetve benefits.
It also permits States to establish subsidized benefit levels up to the poverty
line for those not expected to work and approximately three-fourths of the
poverty line for those expected to work.

A third objective of the bill's State supplement provisions is to limit the
adverse work incentives of State supplements by establishing a maximum bene-
fit reduction rate on earned income. For expected-to-work household units the
maximum rate ts 52 percent, while 70 percent is the highest rate allowed for the
not-expected-to-work units. Section 2140 of the bill provides fiscal sanctions
agalnst States that exceed these limits.

A final objective of the State supplement rules is to insure sotne rough equity
in supplementation between not-expected-to-wnrk and expected-to-work house-
hold units. This {s achieved by requiring States that supplement substantially

! Nonmatching supplements are not forbidden. Indeed, through the maintenance-of-
effort and hold-harmless provisions, States are encouraged ot adopt one category of non-
matching supplements-—those that grandfather existing SSI and AFDC beneficlaries—
during a transition perlod.

1 Supplements for aged, blind, or disabled individuals or couples will be subsidized
only at the 25 percent rate because the maximum payable amount for agled. blind, or
disabled units i{s conslderably greater than three-fourths of thelr poverty-line incomes.
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the cash benefits of not-expected-to-work families to supplement the wage rate
payable to those who take a special public job.

MECHANICS8 OF MATCHING STATE BUPPLEMENTATION

The rules concerning State supplementation are described in this section and
{llustrated in detail in the following section.

If a State adopts ‘a matching supplement program, it can change only two
elements of the basic Federal cash assistance program. One is the maximum
payable amount to an eligible household unit with no other income, and the
other is the benefit reduction rate gpplicable to earned income. The amount
of the increase in a unit's maximum payable amount is called in the bill
(Section 2122(1)) the supplementation percentage. A closely related concept
is the supplementation ratfo, a household unit’s maximum payable amount
including the supplement divided by its maximum payable amount in the
basic program, which {s simple 100 plus the supplementation percentage. For
example, if a State supplements the maximum payabtle amount of a not-
expected-to-work family of four by $500 per year, its supplementation ratio
would be 1.119, which equals $4700 divided by $4200. A State can choose
different supplementation ratios and benefit reduction rates for different house-
hold units, but the ratio and rate must be the same for all units within each
of several categories to be specified by the Secretary of HEW (Sectlon 2122).

Once a State has selected a ration and rate for each category, a household
unit’s actual benefit is calculated in exactly the same manner as its basic
benefit is caleculated. The basic benefit (with no State supplementation) is
calculated according to Section 2104. The actual benefit is calculated using
the same procedure, except that the unit's maximum payable amount is equal
to its supplementation ratio multiplied by its maximum payable amount in the
basic program (that is, the new, supplement-inclusive maximum payable amount
is used in the calculation). The unit's benefit reduction rate is different and
fts earned income exclusion may be different from that in the basic program.
In the basic program household units eiigible for an earned income exclusion
receive an exclusion of $3800, which is calculated by dividing the ‘tier differ-
ential” of $1900 by the benefit reduction rate of 50 percent.* If a State supple-
ments, the new ‘‘tier differential” is $1900 multiplied by the supplementation
ratio and the new exclusion is the new “tier differential” divided by the new
benefit reduction rate (Section 2124). The actual benefit for a household unit
in a State with a matching supplement is simply the actual benefit calculated
using the new maximum payable amount, the new earned income exclusion
and the new benefit reduction rate.

A household unit’s supplement benefit is eligible for Federal subsidy (Sec-
tion 2125). In order to calculate the Federal share of a supplement henefit,
it is necessary to define the concept of the maximum benefit eligible for sub-
sidy. In every State a not-expected-to-work household unit’s maximum benefit
eligible for subsidy is calculated using a supplementation ratio of 151.2 percent,
a 70 percent benefit reduction rate, and an earned income exclusion of $4104.
And an expected-to-work unit's maximum bhenefit eligible for subsidy 18 com-
puted using 112.832 percent, 52 percent, and $4104, respectively® The Fedcral
share of a household unit’s actual supplement benefit is the sum of three-
fourths of the 75 percent portion of the supplement benefit and one-fourth of
the 25 percent portion. The 756 percent portion of the unit’s supplement equals
the smaller of two numbers, one of which is the unit’s actual supplement
benefit, the other of which is the product obtained by multiplying the unit's
basic benefit by a froction that is 12.32 percent. The 12.32 percent figure
was chosen, again, with a view toward strongly encouraging supplementation
up to approximately three-fourths of the poverty-line (approximately $4700

s For each category a State may select any supplementation ratio that is 100 percent
or larger and any benefit reduction rate that {s 560 percent or larger, so long as the
quotient obtalned bv dividing the supplementation ratio by the benefit reduction rate is
no less than two. This final condition insures that the breakeven earnings level under
State supplementation is no less than the breakeven in the basic Federal program.

¢The ‘‘tier differential” is the portion of the maximum payable amount that is
attributable to the head of the family.

#In Alaska and Hawall these 151.2 and 112.32 percent supplementation ratios are
multiplied by the ratio of the State's poverty-line income to the poverty-line income for
the continental United States.
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for a family of four). And the 25 percent portion equals the smaller of two
numbers, one of which is the unit’'s actual supplement benefit minus its 76
percent portion, and the other of which is the unit's maximum supplement
eligible for subsidy minus its 75 percent portion.*

EXAMPLE OF HOW THE S8TATE S8UPPLEMENTATION RULES WORK

Assume a State that before the reform had an AFDC-plus-Food-Stamps
benefit level of $5,800 (1978 dollars, family of four).

After the reform, the State decides to maintain $5,800 as the maximum
payable amount for Income Support tier families. In order to maximize Fed-
eral reimbursement for its supplementation program, the State establishes a-
phase-out level of $9,072. (108 percent of the Federal phase-out point).

The maximum payable amount of $5,800 means that the supplementation
ratio for the Income Support tler will be 138 percent (5800 +4200).

The maximum payable amount of $5,800 and the $9,072 phase-out point means
that the benefit reduction rate for households on the Income Support tier will
be 64 percent (5800 = 9072).

The maximum payable amount of $5,800 on the Income Support tier requires
that the State supplement wages in its special public job programs the maximum
10 percent (85800 - 4700 exceeds 1.1, so the State must use 10 percent maxi-
mum).

Observing the Federal rule on benefit reduction rates for the Work Support
tler, the State sets the rate at the maximum of 52 percent.

The State wishes to maintain the same breakeven for families on both tlers
($9,072). The $9,072 breakeven and the 52 percent benefit reduction rate mean
that the maximum payable amount for families on the Work Support tier will
be $4,717 (9072 X .52). This is the amount of benefits that would be paid on
this tier to a family of four with no earnings, it at the end of eight weeks
of job search, there was no job available,

The maximum payable amount of $4,717 means that the supplementation
ratio on the lower tier would be 112.3 percent.

A lower-tier family in this State would recelve benefits at the annual rate
;)f 332),583 during the first eight weeks on the cash program (4717— (1900 X

123)).

The earned income exclusion for families on the lower tier would be $4,104
((1900 X 1.123) —+ .52).

The parameters of the State supplementation program having been set,
consider a household with two parents and two children. The husband had
worked until recently at a factory job slightly above the minimum wage and
had earnings of an annual rate of $6,000. Neither adult is currently employed.

At the outset, the family receives a cash benefit of $215/month (2300 — 12 X
1.1232) and the husband, who was, in this case, the primary earner in the
last ;ax year, is referred to the Employment Service.

The Employment Service is unable to refer the man to a full-time, minimum
wage job; he is, however, able to find sporadic, part-time employment at the
minimum wage. In the first month, he earns $300 at this job.

The family’s cash benefit in the second month of the program will still be
$215. The monthly earned income exclusfon on the lower tler on the supple-
ment program is $342 (4104 = 12), and thus the full amount of the man’'s
earnings ($300) is disregarded.

The $215 in cash benefits is shared between the State and Federal Govern-
ment as follows :

Benefit in basic Federal program equals $192 (2300 = 12), Federal Govern-
ment pays $173 and the State pays 10 percent, or $19.

Total benefit equals $215, and State supplement equals $23 (215 — 192).

Because the State supplement program for the Work Support tier in this
example has been constructed to maximize Federal financial participation (sup-
plementation ratio is no greater than 112.32 percent, benefit reduction rate is
no greater than 52 percent, and the phase-out point established by the State is
no greater than 1089 of the Federal phase-out point), the entire State sup-

¢ As noted earller, in the case of aged, blind, or disabled individuals and couples, there
is only a 25 percent luboldy range.
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plement is eligible for Federal subsidy. Federal participation in the State
supplement equals $18 (.76 (192 X .1232) 4 .25 (23 — (192 X .1232)). State
pays &5 of supplement.

Thus, of the total $215 henefit payment. the Federal Government pays $191
(173 4 18). and the State pays $24 (19 4+ 5).

Assume then that the man is offered and takes & special public service job
at 10 percent ahove the Federal minimum wage (assume $2.65/hour, plus 10
. percent). In a month on this job, he earns $505 (6063 = 12)).

The family’s cash henefit for the month following the man’s first month in
this job will be $130 (21K — .52 (505 — 342)).

The cost of $130 cash benefit will be shared between the State and Federal
Government as follows:

Benefit in the hasic Federal program is: $98 (192 — .5 (505 (3800 =-12));
Federal Government pays $88, and State pavs $10 or 10 percent (for purposes
of example, all numbers rounded to nearest dollar).

Total henefit ennals £130, and State supplement eaquals $32 (130 — 98).

Federal participation in the State supplement equals $14 (. 75(98 X .1232) +
25032 — (98 X .1232)) ; State pays $18.

Thas, of the total $130 cash henefit, the Federal Government pays $102 (88 +
14). and the State pays $28 (10 + 18).

In this State, a family of four on the Income Support tier with earnines
of $505, e.g., a mother with three children who volunteers for a special public
service job, would recelve a monthly henefit of $160 ( (4200 X 1.38) <+ 12 — (.64
X 505)). (Recall that 1.38 is the supplementation ratio for upper tier house-
holds, and 64 percent is the henefit reduction rate).

The cash henefit of $160 would be shared between the State and the Fed-
eral Government as follows:

Beneflt in the hasic Federal program equals $97 ( (4200 = 12) — (.5 X 505)) ;
Federal Government pays $87, and State pays $£10.

Total benefits equals $160, State supplement equals $63 (160 — 97).

Because of the desien of the State Supplement program for the Income
Support tier in this example (supplementaticn ratio is no greater than 151.2
percent, hbenefit reductirn rate is no greater than 70 percent, and the phase-
out point established by the State is no greater than 108¢; of the Federal
phase-out pnint), the full supplement is elieihle for Federa) suhsidy. Federal
participation in the State supplement equals $22 (.75(97 X .1232) 4 .25(63 —
(97 X .1232) ) ; State pays $41.

Thus, of the total $160 henefit pavment, the Federal Government pays $109
(87 4- 22), and the State pays 851 (10 4 41).

In the alternative, assume the State decldes to provide the same hasic bene-
fit ($5.800) to families on the Work Support tier that it provides to familles
on the Income Support Tier when no job is available.

Assume also that the State will continue to ohserve the 52 percent henefit
reducticn rate for the Work Support tier, and thus that the breakeven for
this tier will be $11,154 or 133 percent of the Federal breakeven. This means
that the Federal Government will not participate at all in supplements to
Work Suppnrt tier families with available income in excess of $0.072.

Under this set of assumptions, the cash henefit paid to a four-person family
on the Work Support tier with monthly earnines from a special public service
job of $505 would be $220 (5800 < 12 — .52 X505).

The cash benefit of $220 would be shared between the State and the Fed-
eral Governmeut as follows:

Benefit in the hasic Federal program is $98; Federal Government pays $88,
and State pays $10.

Total henefit eaunals $220, and State supplement equals $122 (220 — 98).

Because of the design of the State supplement program for the Wotrk Sup-
port tier in this example (supplementation ratio is greater than 112.32 and
the phase-out point established by the State is greater than 108 percent). Fed-
eral participation in the supplement i{s limited to the maximum benefit elizible
for suhsidy. Federal participation in the State supp'ement enuals $14 (.75(98 X
1232) 4 .25(32 — (98 X .1232)). In this computation the supplement has
been limited to the maximum eligible for supplementation, i.e, §32. State
pays §108.

Thus, of the total cash benefit, the Federal Government pays $102 (88 4 14),
and the State pays $118 (10 4 108). The State pays this relatively high pro-
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portion of bhenefits because its supplement for the lower tier exceeds sub-
stantially the maximum Lenefit eligible for subsidy.

LIMITATION OF FiscAL LiaBILITY OF STATES (HoLb HARMLESS PROTECTION)
A. PURPOSE

The purpose of the hold harmless provistons in §2127 of the Better Jobs
and Imcome Act is to protect the States, during a flve-year transition period,
against increased costs resulting from the new program and to insure a mini-
mum amount of fiscal relief to every State. In addition, the presence of this
fiscal protection for States will free them from the risk of taking whatever
steps are necessary to maintain the lienefit levels of recipients.

One of the primary geals of the Better Jobs and Income Program is to
ease the fiscal burden and fiscal uncertainty of welfare expenditures on State
and local governments. If any State were to suffer increased fiscal bardens
during the transition pericd lecause the new program abruptly reduced bene-
fits and left needs which the State felt required to meet, this goal would have
heen sacrificed. To prevent this from happening, the new program offers hold
harmless protection to the States. ¥n turn, in order to receive this protection,
States must pass along any savings to local government units sharing in the
non-Federal cost of the protected expenditures.

B. DESCRIPTION OF THE PROVISIONS AS THEY APPLY TO THE INITTAL YEAR OF THE
NEW PROGRAM

There are actually two hold harmless provisions in §2127. Under the first,
the Federal government will pay to each State the excess of that State’s post-
reform expenditures in certain specified categories over a prescribed percentage
(90 percent in the first year) of its current (1977) welfare expenditures (in-
dexed to the year of implementation). Under the second provision, the Federal
government will make any additional payment necessary to assure the State
at least a specified percentage (10 percent for the first year) of flscal relief.

1. First layer of hold harmless protcction

The hold harmless payment equals the excess of allowable post-reform ex-
penditures, A, over a current effort base, B. The allowable expenditures, A,
are the sum of :

The State's contribution toward the basie Federal program in that State,

State expenditures for Federally administered matching supplement pay-
ments up to the benefit levels that were in effect in AFDC, SSI, General As-
sistance (plus the bonus value of Fooed Stamps) the month Lefore the new
program hecame applicable, adjusted for use in that fiscal year.

State payments for wage supplements under Section 956 of the new Title
IX of CETA;

State supplements to grandfather the payments of the aged, blind and dis-
abled who received payments under Title XVI for the last month of the SSI
Program;

Seventy-five percent of State payments to grandfather AFDC units who re-
ceived payment under Titte IV for the last month of the AFDC Program ;

State expenditures for emergency needs under Part B of Title XX, up to the
amount of the State’s allotment under that section;

Whenever the sum of allowable expenditures, A, exceeds current effort base,
B, then the State receives a hold harmless payment equal to the excess, or
A minus B.

The current effort base, B, equals (in the first year) 90 percent of the States
current effort plus the State’s Emergency Needs allotment under Part B of
Title XX. Current effort is the “primary maintenance of effort amount” (as in
the maintenance of effort provision) which is defined to include all non-Federal
expenditures in fiscal year 1977 for payments in AFDC, SSI State supplements,
Emergency Assistance under Title IV-A, and General Assistance. No adminis-
trative costs are included in current effort. The amount is always adjusted from
1977 to the fiscal year of application, by the Consumer Price Index.

2. Guaranteced Fiscal Relief (second layer of hold harmless protection)

In order to insure a minimum amount of fiscal relief to State and local govern-
ments, the program guarantees at least 10 percent fiscal relief in the first year.
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State and local governments will realize fiscal relief from the substantially
increased Federal funding for the administration of welfare payments as well
as the cost of the payments themselves. Thus, in measuring fiscal relief, AFDC
administrative costs for fiscal year 1977, adjusted for use in the year of appli-
cation, are considered.!

Many States will get at least 10 percent fiscal relief without qualifying for any
payment under the first layer of hold harmless protection described ahove. Of
the States eligible for a payment under the first layer of protection, some would
realize at least 10 percent fiscal relief while others would not. The reason for
this difference is that the first layer of hold harmless protection considers only
76 percent of State expenditures to grandfather AFDC recipients, while the
measure of flscal rellef considers 100 percent of what States must spend on
these supplements, Thus, a second hold harmless provision Is necessary to
assure States the prescribed percentage of fiscal relief.

Under the second provision, the Federal government will pay to the State the
excess of the allowable expenditures A, this time including the full cost of
AFDC grandfather supplements, over the bhase B, this time including the
prescribed percentage of AFDC administrative costs (90 percent in the first year
since guaranteed fiscal relief equals 10 percent).

- C. PHABSE-OUT OF HOLD HARMLESS PROVISIONS

The schedule for the phase-out of the first “hold harmless” provision is as
follows. In the first year, each State will be held harmless for expenditures in
excess of 90 percent of its current effort (plus its emergency needs allotment) ;
in the second year, for expenditures in excess of 100 percent of current effort; in
_the third year, for expenditures in excess of 110 percent of current effort; in the
fourth year, for expenditures in excess of 130 percent of current effort; and
in the fifth year, for expenditures in excess of 150 percent of current effort (al-
ways plus the State’s emergency needs allotment).

The schedule for the phase-out of the second “hold harnless” provision is as
follows. In the first and second years, each State will be pald ar amount
sufficient to guarantee it at least 10 pe~cent fiscal relie{ and in the thir(, fourth
an]til fﬁfth years, an amount sufficient to guarantee it at least 5 percert fiscal
relief,

Ezample of How Hold-Harmless Works

Kentucky.—This example shows how the hold-harmless provision would have
worked in Kentucky if the reform proposal had been in effect in 1975.°

In 1975, Kentucky spent $34 million on AFDC, $.2 million on Emergency
Assistance, $9 million on 88I, and nothing on General Assistance, for a total
of $43.2 million.

Based on these expenditures, Kentucky would receive in the first year of the
reform program an Emergency Needs block grant of $3.2 mitiion.

HEW estimates indicate that if under the reform proposal Kentucky, in
addlition to the required state share of basic benefits, undertook to provide
matching supplements that maintained pre-reform benefit levels in AFDC ard
S8I, wage supplements, and full SSI and AFDC grandfather supplements, the
cost would be:;

Million
State share of basic benefits. - oo e eaae—eeee e $20. 4
matching supplements. e c———————— 10
Wage SUPPlements_ . . . e e cmacec e mcmmamm——e—mccam—mm———— 3.9
S8I grandfather supplements . oo e e cmmee——ae 9.0
AFDC grandfather suppleemnts. ... cococeoeona- - —— 26.6

1 Only AFDC administrative costs are considered because State and local government
administrative costs for SSI State supplements and (leneral Asrsistance programs are
relatively small and would be difficult to accurately determine (since these administre.
tive costs are not currently subiect to Federal reimbursement).

s For {mrposes of {llustration, Kentucky's welfare expenditures for 1975 will be used
to establish the hold-harmless base rather than 1977 expenditures as specified in the
bill. The figures on post-reform coat in Kentucky come from HEW simu'ation of the
Better Jobs and Income Program using 1975 data collected by the Census Bureau in th.e
Survey of Income and Education. The figures are consistent with Becretary Califano’s
September 19 testimony before the House Welfare Reform Subcommittee.
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The hold-harmless provision specifies that if a State would be required to
spend more than the sum of 90 percent of its pre-reform welfare expenditures for
AFDC, S8I, EA and GA plus {ts Emergency Needs block grant in order to finance
the State share of basic benefits, matching and wage supplements, SSI grand-
fathering and 75 percent of the cost of its AFDC grandfather, the Federal
government will hold the State harmless for the excess.

Thus, Kentucky's hold-harmless payment would be calculated as follows
(figures in millions) :

($20.4 4104+ 39494 .75 (26.6)) — (.9 (43.2) 4- 8.2), or ($72.2) — (42.1)
= $30.1 million

The “second layer” hold-harmless provision also guarantees that States will
recelve 10 percent fiscal relfef in the first year of the program. Kentucky’s 1975
cost for AFDC administration was $5.1 million, which when added to pre-reform
benefit costs for AFDC, EA, SSI, and GA gives a total for pre-reform welfare
spending of $48.3 million.

Kentucky would be eligible for a second hold-harmless payment to bring its
fiscal relief to 10 percent. This payment would be calculated as follows (figures
in millions ot dollars) :

1(43.2 4 5.1) — (483— (20.4 4+ 10 4394 9 4 26.6 — 30.1) 4+ 3.2), or 48
— 2.7 = $2.1 million

Thus, Kentucky would receive total hold-harmless parments of :
30.1 4- 2.1 = $32.2 million

Kentucky's fiscal relief would be:

483 — (20.4 4+ 104 3.9 4 9 + 26.6 — 32.2) 4 8.2, or 483 —46.7 + 8.2 = $4.8
miilion
MAINTENANCE OF EFFORT

"The Better Jobs and Income Act contains a maintenance-of-effort provision
(§2126) that requires States to continue spending a certain portion of their
pre-reform expenditures for welfare.

We recognize that States contribute substantlally to the funding of the
current income maintenance system; the maintenance-of-effort requirements in
the bill are intended to insure that States continue tc participate in funding
of the post-reform welfare system. There are two distinet requirements in
Section 2126.

I. THE 10% BTATE SHARE OF THE BASIC FEDERAL PEOGRAM

First, as a permanent feature of the new system, each State 1s required to
pay to the Federal Government 10¢, of the cost of the new basic Federal cash
assistance program in the State—up to a maximum of 909 of the State's
current (1977) expenditures (indexed to the relevant year) on SSI, AFDC,
Emergency Assistance and General Assistance. (Thus, if a family recelves
$4,200 under the basic program, $420 of that amount will, in effect, be financed
by the State.) This requirement is designed to ensure that each State maintains
a financial stake in the new system even if its elects not to supplement the basic
Federal payment. This is particularly important in those cases where the State
elects to perform the intake function.

II. THE TRANBITIONAL MAINTENANCE-OF-EFFORT REQUIREMENT

The second requirement of Section 2126 is that each State maintain a substan-
tiall gortlon ol its current welfare expenditures over a three-year transition
period.

Difference between maintenance of effort and hold harmlecss

The maintenance-of-effort requirement defines the basic minimum or “bottom
line” on State financial effort after the reform. The hold-harmless provision fn
the bill (§2127) establishes a maximum or “ceiling” on post-reform State finan-
cial effort by guaranteeing that the States will not incur additional costs under
the new system and indeed that they will be assured a minimum of fiscal relief.
It is important to keep the distinction between the two concepts clearly in mind:

Malntenance of effort establishes the minimum States may do;

llold harmless establishes a ceiling on what States will have to spend.

Deftnition of maintenance of effort

States may choose between two approaches for meeting the maintenance-of-
effort requirement during the transition perjod.
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The basic approach requires States to spend a fixed amount of money, but
allows them considerable latitude in how funds are spent.

The “alternate’” approach does not require expenditure of a fixed sum, but
rather requires States to undertake certain responsibilities without specific
reference to their cost.

This section will first define the basic approach and then the alternate
approach.

The basic approach.—1. Maintenance of effort is defined by two amounts:

a. A Spending Requirement, and

b. A Set of Permissible Post-Reform Expenditures. :

The spending requirement (under the basic approach to the maintenance-of-
effort) is that a State must in the first year of the reform program continue to
spend a sum of money equal to 90 percent of its pre-reform welfare spending
plus the amount of its Emergency Needs block grant [§2126 (1) (A)].

Pre-reform welfare spending, termed in the bill “primary maintenance of
effort amount,” includes fiscal year 1977 State expenditures (indexed to th