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PREFACE

This study was requested by Chairmen Ford and Rangel in
August of 1984. The study was requested because they wanted to
explore the factors which influence the poverty rate among chil-
dren. The researchers were asked to examine demographic trends,
economic factors, government policies and other factors which
could help to explain why, despite increased government expendi-
tures, the poverty rate among children has risen. Policy options to
reduce poverty among children are also examined.

The study was conducted by the Congressional Research Service
(CRS) and the Congressional Budget Office (CBO). Part I of this
report entitled, "Poor Children: A Study in Trends and Policy,
1959-84", was prepared by CRS. As the title indicates, this section
presents a historical analysis of children in poverty and federal
policy directed at those children. Parts II and III of this report
were prepared by CBO. Part II of the report is entitled "Policy Op-
tions to Reduce Poverty Among Children", and Part III is entitled
"Costs and Effects of Expanding AFDC". As those titles suggest,
these parts of the study explore various policy, options to reduce
poverty among children. In addition, as background information to
the report, appendixes A through I were prepared by CRS and ap-
pendixes J and K were prepared by CBO. While CBO and CRS pre-
pared separate portions of this study about children in poverty,
there was much coordination of effort between the staffs of the two
organizations.

The Chairmen wish to express their utmost appreciation to the
staffs of these two organizations for the outstanding quality of this
report on children in pciverty. We are aware that this study is the
result of months of work and many long hours by individuals in
both organizations. Again, we wish to express our sincerest thanks
for this splendid report.

(V)
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LETTERS OF REQUEST

COMMITTEE ON WAYS AND MEANS,
U.S. HOUSE OF REPRESENTATIVES,

Washington, DC, August 10, 1984.
Mr. GILBERT GUDE,
Director, Congressional Research Service, the Library of Congress,

Washington, DC.
DEAR ME. GUDE: We would like to request that the Congressional

Research Service undertake a major study of children in poverty.
As you know, the number of related children under 18 in fami-

lies in poverty declined from the early 1960's to the mid-1970's but
has recently increased so that in 1983 some 13.3 million or 21.7 per-cent of children were living below the poverty level. This compares
to 12.1 million or 17.4 percent of children below poverty in 1966.

The purpose of the study would be to explore in depth the vari-
ous factors which influence the poverty rate among children. This
would probably include demographic trends, economic factors and
government policies and other factors you consider relevant. The
study should explain why despite increased government expendi-
tures poverty rates among children have risen. In this exploration,
we would expect you:

1. To employ consistent and defensible analytical measures of ex-amining the economic well-being of children, particularly low-
income children, and evaluating government policies toward thesechildren. These measures probably would include poverty gap
measures, relative measures of poverty, poverty measures using up-dated food to income multipliers as well as the official poverty defi-
nition. The latter should also be adjusted by including food stamps
and housing benefits and subtracting taxes.

2. To describe the economic well-being and the level of poverty
among children from the early 1960's to 1983 using these different
measures. This would also include a description of the economic
and demographic characteristics of children below and near pover-ty.

3. To describe the major federal and state programs which pro-vide income maintenance support to families with children. This
would include the actual dollars spent under these programs.

4. To examine various policies which would decrease povertyamong children.
It would be our preference that programs which provide healthbenefits and thus indirectly income support be considered separate-ly.
In doing the study, we would request that you operate under the

following guidelines:
(XXI)
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XXII

1. The study should be completed as expeditiously as possible and
by February 15, 1985 at the latest.

2. As you are aware, the Congressional Budget Office is under-
taking a related study. We wish you to coordinate with them to the
fullest extent possible.

3. As the study progresses, we want you to periodically brief
Committee staff and consult with experts both in and out of gov-
ernment to enhance the credibility of the study and provide guid-
ance on major research policy questions.

This is a large and important study. We recognize that in any
study it is difficult to reach definitive conclusions. The major focus
of this study should be an assessment of governmental policies
toward children and the examination of alternative policies which
would reduce the level of poverty among children.

Sincerely,
HAROLD FORD,

Chairman, Subcommittee on Public
Assistance and Unemployment Compensation.

CHARLES B. RANGEL,
Chairman, Subcommittee on Oversight.

COMMITTEE ON WAYS AND MEANS,
U.S. HOUSE OF REPRESENTATIVES,

Washington, DC, August 10, 1984.
Dr. RUDOLPH PENNER,
Director, Co ional Budget Office,
Washingtorz,ngs

DEAR DR. PENNER: We would like to request that the Congres-
sional Budget Office undertake a major study of children in pover-
ty. -

As you know, the number of related children under 18 in fami-
lies in poverty declined from the early 1960's to the mid-1970's but
has recently increased so that in 1983 some 13.3 million or 21.7 per-
cent of children were living below the poverty level. This compares
to 12.1 million or 17.4 percent of children below poverty in 1966.

The purpose of the study would be:
1. To employ consistent and defensible analytical measures of ex-

amining the economic well-being of children, particularly low-
income children, and evaluating government policies toward these
children. These measures probably would include poverty gap
measures, relative measures of poverty, poverty measures using up-
dated food to income multipliers as well as the official poverty defi-
nition. The latter should also be adjusted by including food stamps
and housing benefits and subtracting taxes.

2. To examine various policies which would decrease poverty
among children. The study should describe these policies and deter-
mine the cost and effectiveness of reducing poverty using the same
measures developed in item 1 above. These policies could include
those contained in H.R. 4920 as well as additional policies you con-
sider important.



XXIII

It would be our preference that programs which provide health
benefits and thus indirectly income support be considered separate-
ly.

In doing the study, we would request that you operate under the
following guidelines:

1. The study should be completed as expeditiously as possible and
by February 15, 1985 at the latest.

2. As you are aware, the Congressional Research Service is un-
dertaking a related study. We wish you to coordinate with them to
the fullest extent possible.

3. As the study progresses, we want you to periodically brief
Committee staff and consult with experts both in and out of gov-
ernment to enhance the credibility of the study and provide guid-
ance on major research policy questions.

This is a large and important study. We recognize that in any
study it is difficult to reach definitive conclusions. The major focusof this study should be an assessment of governmental policies
toward children and the examination of alternative policies which
would reduce the level of poverty among children.

Sincerely,
HAROLD FORD,

Chairman, Subcommittee on Public
Assistance and Unemployment Compensation.

CHARLES B. RANGEL,
Chairman, Subcommittee on Oversight.
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LETTERS OF SUBMITTAL

CONGRESSIONAL RESEARCH SERVICE,
THE LIBRARY OF CONGRESS,

Washington, DC, May 8, 1985.
Hon. HAROLD FORD,
Chairman, Subcommittee on Public Assistance and Unemployment

Compensation.
Hon. CHARLES B. RANGEL,
Chairman, Subcommittee on Select Revenue Measures.
COMMITTEE ON WAYS AND MEANS,
U.S. House of Representatives,
Washington, DC.

DEAR MESSRS. CHAIRMEN: In respor .1 to your joint request of
August 10, 1984, I am submitting a comprehensive report on chil-
dren in poverty. It is entitled "Poor Children: A Study in Trends
and Policy, 1959-84." As you requested, it explores in depth various
factors that influence the poverty rate among children.

The report is organized around five major queitions:
Extent of problem. What is the size and nature of the problem

of income poverty among children?
Noncash income. --How are the counts of poor children changed

by treating some major noncash benefits as income?
Causes. What are the main reasons for the persistence and

worsening of poverty among children?
Economic growth. Will economic growth solve the problem of

poor children?
Government benefits.Why has poverty among children in-

creased despite large spending for need-tested benefits?
A companion study that you requested at the same time from the

Congressional Budget Office (CBO) estimates the costs and impacts
of a range of policy options for increasing the economic well-being
of children and presents alternative measures of poverty.

The CRS study was directed by Vee Burke, with assistance from
Joe Richardson. Thomas Gabe and Richard Rimkunas provided the
basic income data on which the report is based by analyzing
Census Bureau public use tapes covering the years 1968-83. All are
members of the Educ. .41 and Public Welfare Division.

A team of analysts wrote the report, namely: Vee Burke, Ken-
neth Cahill, Joseph A. Cislowski, Thomas Gabe, Jeanne E. Griffith,
Richard A. Hobbie, Bob Lyke, Barbara McClure, Jennifer O'Sulli-
van, Joe Richardson, Richard Rimkunas, Carmen D. Solomon,
Karen Spar, Sharon Stephan, Richard Verdugo, and Joyce Vialet.
All are members of the Education and Public Welfare Division

(xxiv)
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XXV

except for Jeanne Griffith, a demographer in the Government Divi-
sion.

We hope this report on poverty among children will be helpful to
your subcommittees and to the full Committee on Ways and
Means, as well as to other Members and committees of Congress.

Sincerely,
GILBERT GUDE, Director.

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC, May 21, 1985.
Hon. HAROLD E. FORD,
Chairman, Subcommittee on Public Assistance and Unemployment

Compensation.
Hon. J.J. PICKLE,
Chairman, Subcommittee on Oversight.
Hon. CHARLES B. RANGEL,
Chairman, Subcommittee on Select Revenue Measures.

DEAR MESSRS. CHAIRMEN: Enclosed is a copy of "Children in Pov-
erty," which was requested in August 1984 by the Subcommittee on
Public Assistance and Unemployment Compensation and the Sub-
committee on Oversight of the Committee on Ways and Means.
This study, principally prepared by Roberton C. Williams and Gina
C Adams of CBO's Human Resources and Community Develop-
ment Division, briefly examines existing policies to assist poor fam-
ilies with children, discusses issues involved in modifying them,
and analyzes over 40 policy alternatives. (A companion study, pre-
pared by the Congressional Research Service, provides considerably
more detail on historical trends in poverty of children and on gov-
ernment programs to help them.)

The paper examines options to expand the resources of poor fam-
ilies with children through direct federal action; to increase their
economic independence by enhancing their skills and expanding
the number of jobs available to them; to alleviate some of the ad-
verse consequences of poverty by providing a variety of services;
and to reduce the number of families who might be poor in the
future.

I hope you find this report useful.
With best wishes,

Sincerely yours,

Enclosure.
RUDOLPH G. PENNER, Director.
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PART I

Poor Children: A Study of Trends and Policy, 1959-
1984

25



OVERVIEW
Children displaced the aged as the poorest age group in 1974, and

since then child poverty has grown deeper and more widespread.
The poverty rate reached 22.2 children per 100 in 1983, the high-

est level since the mid-1960s. The number of poor children totaled
13.8 million, of whom more than half lived in families headed by awoman.

A child's chances of being poor varied sharply by race, presence
of the father, and marital status of the mother. Almost half of all
black children and more than one-third of all Hispanic children
were poor. In contrast, nearly five-sixths of all white children werenot poor.

From 1978-1983 child poverty rates climbed more rapidly in two-parent families than in female-headed families, somewhat "de-
feminizing" poverty. Even so, children being raised by their mother
alone were four times as likely to be poor as those with both par-
ents at home, and the share of mother-child families climbed in
those years to a new peak. Highest poverty rates were those of chil-
dren with never-married mothers. More than 70 percent of chil-
dren of never-married mothers, black, white, or Hispanic, lacked
enough money to reach the poverty threshold. These children ac-
counted for more than one-eighth of all poor children in 1983.

Without a working parent, a child is almost sure to be poor. But
having a working parent is no guarantee against poverty. Many
children need two earners or cash supplements to one earner's full-
time wages if they are to escape poverty. One-fourth of children in
married-couple families would be poor if their only income were
their fathers' earnings. And black children with two working par-ents are more likely to be poor than white children with only one(the father).

CHILD POVERTY RATES

Whether poverty is measured before or after Government trans-
fer payments (social insurance and welfare), and whether the

,..-inted includes or excludes non-cash benefits and money
paid as taxes, child poverty rates rose especially sharply from 1979
to 1983.

Market income only.In recent rears a rising proportion of chil-
dren have lacked sufficient family earnings and other private
income to escape poverty. More than one child out of four was
"poor" in 1983 if Government transfer payments are ignored. In
1974, when children became the poorest sir group, the correspond-
ing rate was one child out of five. The climb in "market income"
poverty has made it harder and more expensive for Government to
overcome poverty.

(3)
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Total cash (official rate).Public benefits have failed to fill the
growing earnings gap caused by the rise in market income poverty.
Accordingly, a rise also has occurred in the share of children who
are officially poor, those whose cash income falls short of poverty
thresholds even after any social insurance and cash welfare bene-
fits are added to their market income. In 1983 more than 2 chil-
dren out of 9 were poor on this basis, compared with 2 out of about
13 in 1974.

Cash plus non-cash benefits.The official count of the poor disre-
gards non-cash benefits, which account for most welfare spending.
If food stamps, school meals, subsidized housing, Medicaid, and
Medicare are treated as income, the result is to lower the 1983 pov-
erty rate for children by 12 to 28 percent, depending on how bene-
fits are valued. Although addition of these benefits lowers the child
poverty rate, it fails to change the upward trend in poverty from
1979 on.

After-tax cash.The official poverty count also makes no allow-
ance for income and payroll taxes, which reduce income available
for general consumption. If these taxes are deducted from family
income used to calculate children's poverty rates, the 1982 rate for
children is increased by more than 8 percent. Taxes had a larger
poverty increasing effect in 1982 than in 1979, reflecting the ero-
sion of the zero bracket amount and the personal exemption in the
tax code caused by inflation.

Table 1 shows how the various child poverty rates increased in
recent years. The official rate climbed 41 percent from 1974 to
1983, outpacing the rise in the market income poverty rate.

TABLE 1.TRENDS IN POVERTY RATES OF CHILDREN

Uinta per 100 children]

Income counted 1974 1979 1983

Market income only 19.8 20.2 25.8

Total cash (official rate) 15.7 16.4 22.2

Cash plus major non-cash benefits: 1

At minimum value NA 13.6 19.6

At maximum value NA 9.7 15.9

After-tax cash NA 17.2 2 23.7

1 Values depend on valuation method, dcussed in Chapter II.

21982.

POVERTY INCOME GAP OF CHILDREN

Not only has poverty become more common among children; it
has intensified. On the average, the gap has widened between chil-
dren's share of their family's cash income and their poverty thresh-
old. The income deficit reached $1,149 per poor child in 1983, up 10

percent from 1974 (constant 1983 dollars).
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PERSISTENCE OF CHILD POVERTY

Throughout the quarter century for which official poverty data
are available, children's share of the poor consistently has exceeded
their share of the overall population. However, in 1959 the child
poverty rate was about one-fourth lower than that of the aged. Sub-
sequently, poverty rates for both groups decreased. The 1959-1983
decline for the aged, which extended throughout most years of the
period, was triple that of children. The incidence of child poverty
was cut almost in half during the first 10 years, to a record low of
13.8 related children per 100 in 1969. Thereafter, the trend re-verried. By 1983, although it still was below its 1959 level, the child
poverty rate had climbed almost 60 percent above its 1969 low and
was almost one-half above the 1983 poverty rate for the aged.

SOCIAL WELFARE SPENDING

Federal Government transfer payments have increased sharply
since 1965, the start of what the Johnson Administration called its
"war on poverty." Most of the expansion was in the form of social
insurance payments, which are work-related entitlements, and non-cash welfare benefits. The latter impose an income test and base
eligibility on "need." In constant dollars, social insurance spending,
primarily for social security, tripled between 1965 and 1983. Select-
ed non-cash welfare spending on programs that this report classi-
fies as "basic" aid (food stamps, subsidized housing, and Medicaid)
multiplied 19 times in real terms from very low initial levels. Fed-
eral cash welfare spending, however, rose only about 40 percent inreal terms. As a share of gross national product (GNP), Federal
cash aid declined from 0.70 percent in 1965 to 0.63 percent in 1983.
(A drop in the GNP share spent on non-service-connected pensions
for veterans more than offset a rise in the share spent on cash aid
for other needy persons.)

By 1983, 26 percent of the total Federal budget went to cash
social insurance outlays. At $210 billion, these outlays were 10times the sum spent for cash welfare. Federal cash welfare outlays
peaked in 1976 in real terms and by 1983 had dropped 19 percent
below that record level. In contrast, basic non-cash Federal welfare
spending rose in all years except 1982, and in 1983 such outlays to-
taled $40 billion, almost double the $21 billion spent on cash wel-fare.

VULNERABLE CHILDREN

The data show that family type and race have profound impact
on poverty rates. In 1983 most children in female-headed families
were poor. If the mother was a widow, the likelihood of poverty
was three times as great as if she were married. Ifthe mother had
never married, the likelihood of poverty was almost six times asgreat as if she were married.

Compared with a white child, a black child
was almost 12 times as likely to have a never-married mother,
was 2.5 times as likely to have a separated or divorced mother,and
was 3.5 times as likely to have a widowed mother.

.,:
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About one-half of all black children and one-fourth of Hispanic
children, compared with 15 percent of all white children, were in
female-headed families Overall, a black child was almost three
times as likely to be poor as a white child in 1983 (in 1956, the pov-
erty rate of black children had been four times that of white chil-
dren). An Hispanic child was more than twice as likely to be poor
as a white child in 1983. As Table 2 shows, for each type of family
the 1983 black poverty rate exceeded that of whites, and for all
except children of widows the Hispanic rate exceeded that of
blacks. The racial variation in rates was smaller for children of
never-married mothers, all of whom had very widespread poverty.
For both blacks and Hispanics, the poverty rate for children living
with their fathers was double that for comparable white children.

TABLE 2.POVERTY RATES PER 100 CHILDREN BY FAMILY TYPE AND RACE -19831

Children Black White Hispanic

All children
under 18

Years

Total 46.7 17.3 38.2 22.2

In female-headed families (total) 68.5 47.6 70.5 55.8

Mothers:
Never married 77.2 71.3 85.8 75.1

Separated or divorced 66.8 47.3 70.1 53.5

Widowed 60.7 27.9 38.9 41.1

In male,present families 23.8 11.9 27.3 13.5

1 These rates refer to all children under age 18 and differ from those for reLfed children, which are used in

this report for trend data. See Chapter II, part 3, for definition.

Other conditions associated with high rates of child poverty in-
clude age of parent, age of youngest child, size of family, and edu-
cation of parents. Poverty rates are twice as high when the mother
is 20-24 years old as when she is 40-44, both for married-couple
and single-parent families. Poverty rates for female-headed families
are 19 percent higher when the youngest child is under 6. Inci-
dence of poverty among families with five or more children is
almost four times higher than among families with no more than
two children.

The poor child population includes about 40 percent of children
whose mother and father both failed to complete high school, but
only 7 percent of those whose parents each received a diploma.

HOUSEHOLD ComPosrrioN

"Feminization of poverty" is a newly popular phrase, but, as ap-
plied to children, it describes a condition at least as old as official
poverty data. Children raised by mothers alone traditionally have
had very high rates of poverty and have represented a dispropor-
tionately large share of the Nation's poor children. However, from
1978-1983, a period frequently marked by recessions and unem-
ployment, the share of Lie Nation's poor children in female-headed
families decreased. was because the poverty rate climbed more
rapidly in the much larger group of male-present families, who

2g,
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generally obtain a larger share of their income from the market
than female-headed families. The number of officially poor children
increased by 3.6 million during these years, and 2.6 million of them
were in families with a man at home. By 1983 therewere almost as
many poor children in male-present families as in female-headed
ones. Five years earlier, when the share of poor children in female-
headed families had peaked, such poor children outnumbered those
in male-present families by 1.4 to 1.

The number of female-headed families with children rose 160
percent from 1959-1983, but the number of male-headed families
with children increased only 7 percent. By 1983 one of every five
families with children was headed by a woman; in 1959 the share
was 1 out of 11. If the proportion of children in female-headed fam-
ilies had not increased during the past 25 years, it is estimated that
the number of poor children in 1983 might have been almost 3 mil-
lion, or 22 percent lower, than it actually was.

Components of growth in the number of mother-child families
have differed at different times. During the decade of the 1970's,
when the growth rate accelerated, one-fourth of the increase was
due to population growth and one-fourth to increased marital disso-
lution, primarily divorce. Another one-sixth was attributable to a
rising proportion of births out of wedlock, and one-tenth to a rise
in the share of family breakups that encompassed children. Of the
remainder (roughly 25 percent), about one-fourth was due to the
trend for mother-child families to live in their own households
rather than as a "subfamily" in another household. The rest was
not explained by any of these factors.

Fifty-one percent of the 13.8 million poor children in 1983 were
in female-headed families. Of all poor children, 32 percent had sep-
arated or divorced mothers; 13 percent, never-married mothers; 5
percent, widowed mothers; and 2-percent, married mothers whose
spouse was absent. The rest were in male-present families.

Although the rate of change in family composition was most
rapid in the decade of the 1970's, the changes are rooted in older
patterns. Age of marriage, rates of divorce, and childbearing out-
side of marriage have changed for several decades. Divorce rates,
for example, have been on the rise throughout the 20th century.
Birth rates to unmarried teenagers have increased steadily since at
least 1940 and in 1980 were almost four times as high as in 1940
(27.6 per 1,000, compared with 7.4).

DYNAMICS OF POVERTY

Studies that follow families over time have found that about two-
thirds of children who are ever poor (on an annual basis) during a
15-year period remain in poverty for no more than 4 years. Howev-
er, one poor child out of seven stays poor for at least 10 of the 15
years and can be considered "persistently" poor. These children
spend two-thirds or more of their childhood in poverty.

Families who experience short-term poverty are demographically
similar to the population as a whole, although blacks and female-
headed families are somewhat overrepresented. Persistently poor
children have a different profile-90 percent are black. A signifi-

aM
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cant majority lack a father at home and live in the South. Further,
they are disproportionately rural.

The dynamics of childhood poverty differ markedly between
black and white children. For example:

45 percent of black children are born into poverty, but 15 per-
cent of white children are born poor.

The average black child can expect to spend more than 5 years
of his childhood in poverty; the average white child, less than
10 months.

Much of white poverty is short term and associated with
changes in marital status or family earnings.

Black poverty lasts longer and is less affected by changes in
family composition.

A drop in earnings of a family member precipitates more than
half of all episodes of childhood poverty and nearly two-thirds of
those for children in male-headed families. For children in female-
headed families, however, more than 40 percent of spells of poverty
commence with the creation of a female-headed family itself. De-
clines in earnings of a family member account for slightly more
than one-fourth of the spells of childhood poverty in mother-child
families.

Higher family earnings are the primary route out of poverty for
children. Increased earnings account for 91 percent of poverty exits
by children in male-headed families, and for 60 percent of poverty
exits by children in female-headed families. Persons other than the
family head earn a significant part of the increased income that
lifts the children out of poverty (almost one-third of poverty exits
made by male-headed families, and more than one-half made by
female-headed families, are associated with higher earnings of a
family member other than the head).

MA ulcer INCOME AND POVERTY

From 1978-1983 the incidence of market income poverty among
children climbed almost 30 percent, reflecting the relatively high
unemployment and, to a lesser extent, the price inflation that pre-
vailed during much of the period. High unemployment depresses
earnings, the primary source of family income; price inflation
drives up the poverty thresholds, which are adjusted yearly for
changes in the Consumer Price Index. In 7 of the last 12 years av-
erage wages failed to rise as fast as the poverty yardstick.

Although the general demand for labor may be a more important
determinant of family earnings than characteristics of individual
workers, some families have less opportunity to work and some
have lower potential for earnings than others.

Those with a high probability of having subpoverty earnings in-
clude: families with no full-time earner, families headed by moth-
ers who failed to finish high school, and married-couple families
with fathers who failed to finish high school. High school dropouts
have lower hourly earnings than graduates.

If a child has only one parent with a full-time, year-round job,
the chances are about 1 out of 10 (in a married-couple family) or
more than 1 out of 9 (in a mother-child family), that he will be
poor. Even in married-couple families where both parents work
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more than 2,000 hours a year, the likelihood of child poverty is
almost 3 percent.

In all, more than 2.5 million children with at least one parent
who worked more than 2,000 hours a year in 1982-1983 were poor.
They represented more than one-sixth of all poor children in 1983,
including one-third of all poor children in married-couple families.

Black fathers typically work fewer hours than white fathers, and
when they do work, they receive lower hourly wages. Black mar-
ried mothers work more, on average, than their white counterparts
and receive about the same wage rates. Black mothers in married
couples earn more than such white mothers, but their larger earn-
ings do not fully offset the lower earnings of black fathers. White
single mothers work more hours than white married mothers;
black single mothers, however, work fewer hours than black mar-
ried mothers.

For both married and single mothers, hours worked increase
with age of the mother and of her youngest child; they decrease
with the number of children.

Composition of family income differs by family type. However, as
Table 3 shows, except for families of widowed mothers, all family
types relied on earnings in 1982-1983 for more than half of total
income.

TABLE 3.SHARE OF INCOME EARNED, ALL FAMILIES WITH CHILDREN, BY FAMILY TYPE,

1982-1983

Type of family as Number of pox
Pv"I'''' TIM chiklren per 100

Married - couple family 92.6 12.4
Female-headed family of:

Never-married mother 64.0 77.5
Separated or divorced mother 74.2 52.2
Widowed mother 44.4 36.5

I Cakulated on basis of Census Bureau poverty definitions, applied to 1982-1983 data. See Tables 4-3 and
4-4 (Chapter IV).

In married-couple families, mothers generally earned about one-
fourth as much as fathers. Child poverty rates were inversely relat-
ed to the share of family income earned, except for families of wid-
owed mothers.

In married-couple families, almost one out of four children would
have been poor in 1982-1983 if they had received no income except
fathers' earnings. In female-headed families more than two- thirds
of the children would have been poor if their only income had been
mothers' earnings. About 40 percent of widowed mothers received
about half of their family income from social security.

ECONOMIC GROWTH AND INCOME DISTRIBUTION

The poor can benefit either directly or indirectly from improved
economic conditions. Economic growth brings job opportunities di-

32 .4,
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rectly to some who are poor. Further, high employment generates
more Government tax revenue, which can be used to increase
transfer payments to some with inadequate earnings.

However, the capacity of economic growth to reduce the inci-
dence of poverty among children appears to have been diminished
by growing inequality in the distribution of family income relative
to poverty thresholds.

The question of income distribution is laden with both emotion
and value judgments. This report does not argue for or against a
more nearly equal distribution of income, a choice that is reserved
to the Congress. It merely notes shifts in the distribution of income
and their effects on the poverty rates of children.

In 1983 the average income of families with children was $25,283.
The average ratio of family income to poverty thresholds (which
are adjusted for family size) was 2.48. Thus, the average family's
1983 cash income was more than double its poverty threshold. The
distribution of family income was more unequal in 1983 than in
1968. For example, the share of income of the top fifth of families
with children (ranked by the ratios of family income to poverty
thresholds) was 8.0 times that of the bottom fifth in 1983. This com-
pares to 4.6 in 1968.

From 1968 to 1983 average earnings and other market income of
families with children, whether headed by a man or woman, rose
relative to their poverty thresholds, which reflect changes in prices
as well as in family size. These market income gains were much
sharper for blacks than whites and for men than women. In the
case of governmental cash transfers, the other source of money
income for families, only male-headed families achieved gains rela-
tive to poverty thresholds. Their primary transfer payments were
in the form of social insurance. For female-headed families, the
ratio of cash transfer income to the official poverty threshold de-
dined, reflecting erosion of welfare benefits by price inflation.

If every family had experienced the average 1968-1983 change of
its type (by race and gender of family head) in the ratios of market
income and cash transfer income to poverty thresholds, the 1983
poverty rates for all family types would have been much lower
than they actually were. If the income gains of white fathers had
been evenly distributed among white male-headed families with
children, the incidence of poverty among such families would have
been cut by one-third from 1968 to 1983. Instead, because the distri-
bution of the income gain was unequal, rather than equal, the
actual poverty rate rose by more than one-half. For families of
black men the relative income gain, if distributed equally among
all such families, would have cut the poverty rate by almost one-
half, but the actual cut was only one-eighth. Similar but lesser
changes would have occurred for families headed by women.

According to simulations done by Professor Peter Gottschalk
(Bowdoin College) and described in Chapter V, economic growth
cannot be expected to reduce the rate of poverty for families with
children very rapidly. The estimates suggest that unless there is a
reversal of the trend toward inequality of distribution of family
income relative to poverty thresholds, it might take as long as 12
years (with an unusually high 3 percent annual growth rate in av-
erage market income relative to poverty thresholds) for the poverty
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rates of male-headed families with children to drop back to the
levels of 1979. For nonwhite female-headed families, the simula-
tions indicate that it might take 5 years.

GOVERNMENT TRANSFER SPENDING

The incidence of child poverty rose 52 percent in the decade from
1973 to 1983, when Federal spending for income security climbed
83 percent in constant dollars.

Why did child poverty' rise in the face of a continued increase in
these outlays?

The answer is that the increase in income security spending didnot extend to cash outlays for poor children. Most of the extra
spending for income security was in the form of social security cash
payments, which climbed from $101 billion in 1973 to .$171 billion
in 1983 (constant 1983 dollars). About two-thirds of social security's
36 million beneficiaries in 1983 were at least 65 years old, and the
program's inflation-adjusted benefits, plus those of the Supplemen-
tal Security Income program for the needy aged (and blind and dis-
abled) helped to cut the aged's poverty rate by 13 percent during
the decade.

In contrast to the growth in real spending for the aged, Govern-
ment spending declined in real terms for social insurance pay-ments and cash welfare benefits to children who were poor without
such aid. Adjusted for price inflation, aggregate cash payments for
such poor children were about six percent smaller at the end of the
decade than at the beginning. This was so even though the number
of children poor before transfers grew by almost 4 million during
the decade. The rise in the incidence and severity of market
income poverty among children was so large that real cash trans-
fers would have had to rise substantially to compensate. Instead,
these transfers declined in terms of constant purchasing power.

The primary social insurance program aiding families with chil-
dren is social security. In 1983, the program paid $10.5 billion to
children and parents. This exceeded by 40 percent the Federal sumspent on benefits to families enrolled in the cash welfare program,Aid to Families With Dependent Children (AFDC). A minimal esti-
mate is that $3.5 billion of the social security benefitsabout one-thirdwent to children whose families' earnings left them poor.The four basic welfare programs for childrenAFDC, food
stamps, Medicaid, and subsidized housingshowed different trends
in spending and in coverage of the poor.

The share of poor children served by AFDC and the food stamp
program declined. The average monthly number of children en-
rolled in AFDC fell 11 percent during the decade, despite a sharprise in the number of pre-welfare poor children. The result was
that the number of AFDC children (some of whom may not have
been poor on an annual basis) per 100 pre-welfare poor children fell
from 73 to 50. The fraction of poor children who received food
stamps in a survey month dropped from 76 percent in.1978 and 79
percent in 1980 to 69 percent in 1983. However, the share of poor
children covered by Medicaid was unchanged from 1979 to 1983 at
almost one-half, and the share of poor households with children

41 tk
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that received subsidized housing rose from 15 percent in 1977 to 16
percent in 1981.

In recent years both the Food Stamp program and Medicaid have
concentrated more of their benefits on "very poor" children, those
whose annual family income is below 50 percent of their poverty
thresholds. The share of food stamp households (with children) who
were very poor more than doubled from 1980 to 1982, reaching 49
percent. Similarly, the proportion of Medicaid children who were
very poor rose from 24 percent in 1979 to 39 percent in 1983. More-
over, the share of the Nation's very r children with Medicaid
coverage climbed to 54 percent in 19:3, up one-eighth from 1979.

Unlike AFDC, food stamp and Medicaid outlays generally in-
creased in constant dollars over the decade, except for a downturn
in 1982. Subsidized housing benefits grew steadily. Social security
outlays for children and their parents fell 19 percent in real terms,
reflecting child population decline and phaseout of student bene-
fits.

Maximum benefit levels and income limits for AFDC, Medicaid,
and subsidized housing are unrelated to poverty thresholds. Maxi-
mum food stamp benefits, however, are so linked. They equal the
adjusted price of the Thrifty Food Plan, which is roughly one-third
of the poverty thresholds for most families.

States set maximum AFDC benefits, which vary widely, and they
pay 46 percent of their aggregate cost. The food stamp maximum
benefit schedule is uniform, and benefits are fully federally funded.
Since food stamp benefits vary inversely with cash income, families
without market income in low-benefit AFDC States receive larger
food stamp benefits than those in high-benefit States. AFDC bene-
fits have been eroded by inflation, Exyl some of the cash benefit loss
has been offset by food stamps. The maximum AFDC benefit of the
median State (ranked by benefit levels) fell about one-third from
1971 to 1985 in constant dollars.

WELFARE POLICY AND THE RISE IN FEMALE-HEADED FAMILIES

By Federal law, AFDC is available only to needy children in
single-parent families, unless the second parent is incapacitated,
underemployed, or unemployed. Most States do not offer AFDC to
unemployed two-parent families, no matter how needy they are.

When AFDC was enacted, 88 percent of families that received
State welfare were needy because the father had died. AFDC bene-
fits were intended to help the widow care for her children at home.
But as time passed, the percentage of AFDC enrollees who were
widows and paternal orphans shrank to a tiny minority. In March
1979 fewer than 3 percent of AFDC children were paternal or-
phans. And in March 1983 more than 88 percent of the children
had able-bodied but absent fathers; furthermore, the fathers of 47
percent of AFDC children were not married to their mothers.

Over the years there has been concern that concentration of
AFDC benefits on fatherless families, and the program's exclusion
of needy families with full-time jobs, may have inadvertently en-
couraged family breakup and unwed parenthood.

For both black and white teenagers, the proportion of premari-
tally conceived births increased from 1959 to 1978. At the same

3 51 !I;
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time a declining percentage of these unwed pregnant young women
became married before the baby's birth. Some observers have
maintained that welfare rules have discouraged marriage.

The most complete analysis of AFDC's effects on family structure
(discussed in Chapter III) found that AFDC has had a dramatic
impact on the living arrangements of young single mothers, in-
creasing the proportion who set up their own households. The
study found that unmarried mothers in high-benefit States were
much more likely to live in a separate household than those in low-
benefit States. The study also found that benefit levels had a "rela-
tively modest effect" on divorce and separation rates, primarily
among young married mothers, but that they had no effect on
childbearing decisions of unmarried women at any ages.

The Seattle-Denver income maintenance experiments, which pro-
vided unconditional cash assistance (and offered separate payments
to both halves of a couple that split up), increased the rates of
family breakup among families, with or without children, who re-
ceived job counseling or education subsidies in addition to cash aid.
(In this study, "families" included unmarried couples with children
who lived together on a continuing basis.) For families with chil-
dren who received only cash aid, however, the payments apparent-
ly decreased rates of family breakup, according to an analysis re-
cently reported.' Whether the difference was due to presence of
children or to lack of noncash services, or both, was not clear.

Some researchers have called for renewed attention to the rise of
joblessness among young black men, which they consider to be a
major cause of the long-term steady increase in female-headed
households. The cause of the rise in joblessness is unclear. Study is
needed to examine at least two hypotheses: (1) that demand might
be low for young black male workers, and (2) that they might be
less willing to work than young black men in earlier years.

ISSUES FOR STUDY

The interaction of wage rates, unemployment rates, welfare ben-
efit levels, and categorical eligibility rules affect children's econom-
ic status in ways not yet understood. Among the major questions
that need exploration are the following:

Why has the distribution of earnings relative to poverty
thresholds become increasingly unequal for families with chil-
dren? Is a polarization occurring between high and low earners
(within each racial and sex group)? Why has there been a gen-
eral rise in the proportion of persons with low earnings?

Does poverty among young adults, especially among high
school dropouts, result from a change in employers' willingness
to hire those without credentials, or from change in skills re-
quired for today's jobs, or from a decline in motivation and
skills of the young people?

What is the status of the one-half million poor children not
in related families? How many are themselves heads of fami-
lies?

Aaron, Henry Six V..1fare Questions Still Searching for Answers. The Brookings Review.Fall 1984. p. 15.
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Why are poverty rates of children in two-parent black fami-
lies double (and those of Hispanic families more than double)
those of their white counterparts?

To what extent is the rise in black female-headed families
due to low job demand for, or changes in the labor supply of,
young black male adults?

Why do black single mothers work fewer hours than white
single mothers, and black married mothers work more hours
than white married mothers?

What is the relative importance of the various factors that
influence hours worked and wages earned by parents?

What is the impact of racial discrimination upon earnings of
families with children?

In summary, the incidence and intensity of poverty among chil-
dren reflect demographic, economic, and social conditions, along
with public policies about transfer payments. The relative impor-
tance of these factors and the ways in which they interact are com-
plex and not well understood.

3'"



CHAPTER 1. INTRODUCTION: PURPOSE AND SCOPE OF
STUDY

Child poverty is a persistent problem and for many years has
been growing. In the 1973-1983 decade an extra eight children per
100 were added to the poverty population, lifting the child poverty
rate to 22.2 per 100. This was the highest rate since the mid-1960s.

As a result of the sharp rise in incidence of their poverty, the
number of poor children rose by 4 million over the 10-year period,
even though the Nation's total child population shrank by six mil-lion.

This study explores the growth of poverty among children at the
request of the Subcommittee on Public Assistance and Unemploy-
ment Compensation and the Subcommittee on Oversight of the
House Ways and Means Committee. The report examines the prob-
lem of poverty among children and seeks major causes for its per-
sistence, and for its marked rise from 1978 to 1983.

This report is a companion study to one by the Congressional
Budget Office (CBO) that was requested at the same time by the
subcommittees. CBO was directed to develop alternative poverty in-
dexes and to estimate the costs and impacts of a range of policy
options for reducing poverty among children:

This report deals only with income poverty, the condition of
having income below the official poverty threshold. It does not ex-
amine a range of other kinds of poverty sometimes cited by econo-
mists, such as "education poverty," "health poverty," or "transpor-
tation poverty," nor does it discuss the possible effects of income
poverty upon a child's health, education, aspirations, work ethic,and the like.

This report is organized around five major questions:
Extent of problem.What is the size and nature of the problem

of income poverty among children? Chapter II presents 1983 data
and 1959-1983 trend statistics. It examines poor children by family
type, by age, by race. It shows how much more money children
needed to cross over the poverty threshold in 1983 (their poverty
income gap), what part of the Nation's total poverty gap was relat-
ed to children, and how this has changed over time. It also con-
trasts the persistently poor from those in relatively short-term pov-
erty.

Noncash income.How are the counts of poor children changed
by treating some major noncash benefits, such as food stamps, as
income. To what extent do food, housing, and medical benefits fill
the poverty income deficit? How much higher are poverty rates if
they are determined on the basis of after-tax income rather than
pre-tax income? Chapter II presents data showing the extent and
nature of child poverty after addition of major noncash benefits
and payment of taxes

as)
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Causes.What are the main reasons for the persistence and
worsening of poverty among children? Chapter III examines the re-
lationship between demographic variables, and trends in childhood
poverty. It focuses on household composition, marital status of par-
ents, race, and size of family, and relates changes in these factors
to long-term trends in the total population. Chapter IV examines
types of families with children that tend to have subpoverty earn-
ings and identifies factors associated with their low earnings.

Economic growth.Will economic growth solve the problem of
poor children? Chapter V studies this question and provides data
about the trends in distribution of income from wages and property
(market income) among families with children.

Government benefits. Why has poverty among children in-
creased. despite large spending for need-tested benefits? Chapter VI
explores trends in spending for income benefits to children poor
without them. It examines basic benefit programs that aid chil-
dren: Aid to Families with Dependent Children (AFDC), social secu-
rity, food stamps, Medicaid, and subsidized housing. All but social
security impose a test of low income and assets.

Finally, nine appendixes provide additional information, as fol-
lows:

Appendix A. Additional details about basic welfare programs
aiding children and their families: AFDC, food stamps, Medicaid,
and subsidized housing.

Appendix B. Description of supplemental cash and noncash pro-
grams aiding some needy children. Benefits include child nutrition,
foster care, day care, medical services, and child support enforce-
ment.

Appendix C. History of Federal employment and training pro-
grams.

Appendix D. AFDC and work: Brief history and current provi-
sions of the law.

Appendix E. Chronology of major congressional action on chil-
dren's benefits, 1960-1984.

Appendix F. Discussion of the income distribution.
Appendix G. Bibliography.
Appendix H. Regional and State child poverty data.
Appendix I. Support tables providing data for charts in the

report.
Method of study

To carry out the study, CRS analyzed Census Bureau income
data on 2.5 million persons for the years 1968 through 1983. The
data file that CRS amassed provides more information about the
economic status of children, in more detail, than had been brought
together before. And because consistent definitions were applied to
the data, to compensate for changes in survey terms used over the
years, the data series was more reliable.

Using the child as the unit of analysis, the study undertook
many tasks. They included:

Determining the poverty status of children before and after
social insurance benefits, and before and after welfare benefits.

Calculating the poverty income deficit of children year by year.

39"
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Exploring changes in family composition and their impact on
children's poverty.

The study used Census Bureau income data to explore in detail
the 1982-1983 earnings of fathers and mothers in married-couple
families and of mothers raising children alone, and to relate their
earnings to many factors, including age, completion of high school,
size of family, and race. It examined the extent to which the pover-
ty of families with children has been affected by a general rise in
the proportion of persons with low earnings over the years.

The study has confirmed many previous understandings about
child poverty, yielded some new insights, and identified several
areas that need further examination.

[Narz.All tables and charts in the report were prepared by the
Congressional Research Service, except for Tables 5-4 through 5-6.
Income data are from Current Population Surveys conducted each
March by the Census Bureau and from the Panel Study of Income
Dynamics conducted annually by the Survey Research Center of
the University of Michigan.]
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CHAPTER II. DEFINITION, DESCRIPTION, AND DYNAMICS 1

1. Introduction
Who are the poor children? How severe is their poverty? How

many children are poor for a large part of their childhood?
This chapter answers such questions b examining Census

Bureau data and reviewing some recent fin. s y- about how fami-
lies enter and leave poverty. It first discusses i e official measure
of poverty and shows how the count of the "poor" is changed if
more than cash income is counted, or if after-tax income is used
rather .than pre-tax.

It then describes poor families with children in 1983, the last
year for which there are reliable national data, and reports trends
in childhood poverty over the period 1959-1983.

Finally, the chapter concludes by reviewing research on the dy-
namics of poverty among children, which is based on a representa-
tive sample of U.S. families followed for 10 years. This perspective
provides insights into the duration and severity of poverty, and on
the events that are associated with transitions into and out of pov-
erty.

2. Definition of Poverty

CURRENT CENSUS BUREAU DEFINITION

The set of poverty thresholds computed annually by the Census
Bureau date back to the early sixties. These levels are used in the
Federal Government's official count of the low-income population;
they do not automatically determine an individual's eligibility for
needs-tested benefit programs and are not used in any way by cash
welfare programs.2

Developed in 1961, the original thresholds represented three
times the annual cost of the UbDA's economy food plan for a
family. The food plan specified quantities of food groups that to-
gether met nutritional goals (Recommended Daily Allowance) and
reflected food used by low-income households. Consumption surveys
in the late fifties showed that food costs represented roughly one-
third of an average family's after tax cash income. Accordingly, the
annual cost of the economy food plan was multiplied by three to
represent an annual "needs" level or poverty threshold. These

Richard Rimkunas wrote parts 1-4 of this chapter, and Kenneth Cahill wrote part 6. Mr
Rimkunas prepared the computer graphs.

Program eligibility for means-tested programs varies from program to program Those non-
cash benefit programs which do relate eligibility to poverty use the Federal income poverty
guidelines, which are derived from the Census Bureaus poverty thresholds. See Table 2-1 For
information about ebgibihty rules in means-tested p see US. Library of Congress. Con-
greesional Research Service. Cash and Non-Ct..sh Bene its for Persons with Limited Income Eli
gibility Rules, Recipient and Expenditure Data, FY 1981 1983. [Compiled by Vee Burke], Wash-
ington, DC, June 1984. CRS Report No. 84.99 EPW.

(18)
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family income thresholds were further adjusted for the size of the
family. The thresholds are updated annually by the change in
prices as measured by the Consumer Price Index (CPI-U).3 Table
2-1 provides the poverty thresholds for selected family sizes for
1983 and 1984.

TABLE 2-1SELECTED POVERTY THRESHOLDS FOR FAMILIES

Size of family 19 83 poverty
thresholds

Estimated 1984

tie= 1

1985 Federal

r, flYidef:nes 2

One person (unrelated individual) $5,061 $5,280 $5,250
Two persons 6,483 6,760 7,050
Three persons 7,938 8,280 8,850
Four persons. 10,178 10,610 10,650
Five persons.. 12,049 12,560 12,450
Six persons 13,630 14,210 14,250
Seven persons 15,500 16,160 16,050
Eight persons 17,170 17,900 17,850
Nine or more persons 20,310 21,170 19,650

These poverty thretholth were derived by increasing the 198.3 thresholds by a factor of 1.04256, ethit
reflects the 4.3 percent change in the average alma! farmer Price Index beim'. 1983 and 1984. These
estimates may &ler by a few dollars from the thresholds that will be published in the advance report on the
1984 poverty population, which is planned for release in August 1985 by the Bureau of the Census.

$ Derived from the 1984 Census Bureau thresholds. Used by some benefit programs in determining eligibility
or targeting aid See Federal Register, Volume 50, Ns. 46, Mar. 8, 1985, 9517-18.

Source Department of Commerce, Bureau of the Census, Jan. 23, 1985.

Official poverty statistics are based upon annual cash pre-tax
income 4 Cash income includes income from earnings, interest,
public and private pensions, child support and alimony (all classi-
fied as "market income" in this report); social insurance programs
such as social security and unemployment compensation; and cash
welfare income from programs like Aid to Families With Depend-
ent Children (AFDC).

Yearly poverty statistics reported by the Census Bureau (Series
P-60 reports) are based on the March Current Population Survey
(CPS), which includes a survey supplement on income of the previ-
ous calendar year. Estimates of poverty are derived from this
sample of the noninstitutionalized civilian population by comparing
a family's pre-tax cash income to its poverty threshold.

For a short period the annual update of the thresholds reflected foodpuce changes only. The
original article detailing the logic of the mathematical manipulations at the heart of the thresh-
old can be found in Mollie Orshansky, Counting the Poor Another Look at the Poverty Profile.
Social Security Bulletin Jan. 1965. p. 3-29. One of the first articles looking at the extent of pov-
erty among children using a similar concept of poverty was Mollie Orshansky, Children of the
Poor, Social Security Bulletin, July 1963. p. 3-13.

4 This pre-tax cash income is reported by survey respondents. Asa result of this self-reporung,
there is some under-reporting, of the type and amount of income for some families. Part 6 of
this chapter provides additional detail about this issue, when it compares poverty rates estimat-
ed from the Panel Study of Income Dynamics to the CPS estimates.

MIT Carr AVAILAIRS,
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ALTERNATIVE MEASURES OF INCOME AND POVERTY

NON-CASH BENEFIT INCOME

Recently, there has been discussion that pre-tax cash income
alone provides an incomplete picture of the economic condition of
families and individuals.5 Some critics argue that failure to count
non-cash benefits ignores an important kind of income that allevi-
ates hardships of some low-income persons. It is also argued that
basing poverty counts on cash income only has become more mis-
leading as non-cash benefit programs have grown. If non-cash bene-
fits were incorporated into families' income to determine their pov-
erty status, the poverty count would be lower. It should be noted,
however, that the failure to count non-cash benefits made less dif-
ference at the time the official poverty definition was established,
since non-cash benefits then were relatively small. (There also are
disputes about the poverty threshold itself. Some propose to update
it, some to replace it with a relative measure. For discussion and
examples, see the companion study by the Congressional Budget
Office.)

DEDUCTION OF TAXES

Although the poverty thresholds are based upon after-tax con-
sumption patterns (i.e., the after-tax purchase of food), pre-tax cash
income is compared to the poverty thresholds to determine who is

poor.
Ignoring taxes is inconsistent with the original concept of the

threshold. The basis for the current poverty threshold is the
amount of after-tax income needed to purchase necessary amounts
of food. Originally, the failure to account for taxes was thought to
have a small impact on the count of poverty. Families below the
poverty threshold were considered to pay minimal or no income
taxes, and payroll taxes for many years were small. For example,
between 1975 and 1979, the Federal income tax threshold for a
family of fourthe level of income needed before a family would
pay any Federal income taxes, was above the poverty level for this
same family. (See Chart 2.1.) By 1981 however, the income tax
threshold fell below the poverty threshold, requiring some poor
families to pay Federal income taxes.6 Chart 2.1 shows the rela-
tionship between the poverty and income tax thresholds over time,
for a family of four.? The shaded area on the chart indicates years
in which the income tax threshold is below the poverty threshold
(i.e., when some poor families would be subject to Federal income
tax). This chart shows that in most years poor families of four were
subject to income tax, which reduced their disposable income. The

'Anderson. M Welfare. Hoover Institution Press, Palo Alto, 1978. Co onal Budget
Office Poverty Status of Families Under Alternative Definitions of Income,Ba kground Paper
#17 (revised) Washington, US Govt. Print. Off., 1977 Smeedmil, Tun The Anti -P Poverty Meet
of InKind Transfers: A 'Good Idea' Gone Too Far? Policy Studies Jour! al, Mar 1982. p 499-

522.
The Federal income tax threshold may not fall farther below the poverty threshold in the

future as a result of indexation of Federal income tax brackets.
I This threshold for four assumes a married couple intly with dependent children Full

use of the earned income tax credit is assumed. Source: by ..mmittee on Oversight. Ways and
Means Background Material on Poverty, p. 146.

11.I7!-%-, DMA Yz:200 TOZ3



21

relationship between the income tax threshold and the poverty
threshold varies with the size of the family.

0

MART 2.1

Comparison of Poverty Threshold and
Fhderal Income Tax Threshold for a Family of Four

1971 1974 1177 Ina ass
Year

Note: Appendix I provides data for this chart and others in the
report.
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METHODS OF VALUING NON-CASH INCOME

The alternative measures of poverty reported below rely upon

valuation techniques developed for the Census Bureau. The Con -

gressional Research Service (CRS) prepared estimates from the
March 1980 to March 1984 Current Population Survey data tapes
prepared by the Census Bureau. The data tapes provide valuation

of numerous non-cash benefits and estimates of Federal and State
income taxes, as well as payroll taxes.8

The Census Bureau uses three different methods to value in-kind

benefits: the market value; the recipient or cash equivalent value;

and the poverty budget share value. The market value approach
assigns a dollar value to a benefit equal to what it would cost in

the private market. For food stamps and medical benefits these
market value estimates correspond to the actual government ex-
penditures for benefits. On an individual basis the value of food

stamps for a family is equal to the dollar value of the food stamps.

For Medicaid and Medicare, income for an individual is equal to a

per capita share of the total Medicare or Medicaid benefits adjust-

ed for an individual's "medical risk category." For public housing,

the market value is equal to the difference between the actual rent

paid by low-income families and the rent the family would have to

pay without any Federal subsidy.
The recipient or cash equivalent value represents the amount of

cash an individual would accept in lieu of the in-kind benefit. Eco-

nomic theory suggests that individuals should be willing to accept

a lesser amount of cash than the actual market value of an in-kind

benefit. This is because cash permits individuals to consume what-

ever goods would maximize their own utility. Therefore, the cash

equivalent approach normally produces a lower dollar value for in-

kind benefits.
Finally, the poverty budget share value is based upon the idea

that non-cash benefits represent a particular share of a low-income

family's budget. For example, the surveys that were used in the
calculation of the poverty threshold showed that low-income fami-

lies on average spent about one-third of their income on food. Thus,

the poverty budget share methods of valuation puts a ceiling on
the value of food stamps at one-third of the family's income. Addi-

tional shares are calculated for the other benefits.
The market value method results in the lowest poverty rates,

and the recipient value method, the highest. This report provides
estimates of poverty rates that use all three valuation techniques.

While the official poverty data, by excludMg non-cash benefits,

may understate the income of the poor, it also may overstate their

income by ignoring the taxes they pay. The alternative poverty
counts presented in this chapter include estimates of Federal
income tax, State income taxes, and payroll taxes paid by families

with children. The method of estimation for taxes was developed by

the Census Bureau.8 Estimates of taxes paid by families in 1983

Full details of the methods used in these valuation techniques can be found in U.S. Depart-

ment of Commerce Bureau of the Census. Alternative Methods for Valuing Selected In-Kind

Transfer Benefits and Measures of Their Effect on Poverty.Technical Report 50.

9 For details on the estimation technique of these taxes see U.S. Department of Commerce.

Census Bureau. Estimating AfterTax Money Income Distributions Using Data from the March

Current Population. Survey Series F -23, No 126 vco3
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were not available in April 1985. As a result, the most recent after-
tax estimates presented here are for 1982.

3. Poor C1,U3ren In 1983

CHILDREN VERSUS OTHER AGE GROUPS

INCIDENCE OF POVERTY

A note on a definition ofa "child"
Typically, we think of a child as anyone under the age of 18. Butthis definition ignores the child's relationship to other persons inthe family Is the child living with one or both parents? Is the childliving with a grandparent or other relatives? Is the child the head

of the family? Since each of these relationships has some impactupon a child's well-being, this paper uses concepts o: the child that
correspond to these family relationships. It uses the term "all chil-dren under 18" to refer to anyone under 18, regardless of family
relationship. A "related child" means a person under the age of 18who is not the head of a family or the spouse of the head, but isliving with other family members. These other family members
might include parents, brothers and sisters, grandparents, and
other relatives. The Census Bureau's trend data for children usethis definition. "Own related child" refers to a person under theage of 18 living with one or both parents. In 1983, 98.8 percent of
all children under 18 were related children, 92.7 percent were ownrelated children. 10

"Two addi,Anal family relationships are helpful in describing children, those children whoare the head of their own family (teenage parents), and those children who live as unrelatedindividuals. These two groups represent very small shares of the child population and will notbe discussed in this section.

il...W.11AA VC= TC2:73
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MART 2.2

Comparison of Poverty Rates by Age and
Fhmily Status: 1983

Children
None:god

Adults
Aged with Aged
Children Alliar.n Adults
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Children

Nenag
Adults

ed

without
Children

Cash income
Children are more likely to be poor than other age groups. In

1983, the poverty rate for all children was 22.2 percent (for related

children the rate was 21.7); for the aged it was 14.1 pereont ior
nonaged adults, 12.4 percent. As shown in Chart 2.2, families with

children tend to have a higher incidence of poverty than families

without children. Further, adults living in families with children

are nearly three times more likely to be poor than adults living in

families without children.

Non-cash income
Counting major non-cash benefits (food stamps, school lunches

public or other subsidized housing," Medicaid and Medicare) as

income changes the incidence of poverty among these various age

groups. Table 2-2 provides estimates of the poverty rates in 1983

for adults and children using various income concepts. Two conclu-

sions emerge from the table. First, no matter what method of valu-

a 'Includes lowrent public housing, rental subsidies under Section 8 and Section 236, and rent

supplements. See Chapter VI and Appendix A for information about these programs, food

stamps, and Medicaid.
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atien tis,cd, the poverty rate of children is reduced less than that
of the aged, but more than that of the nonaged (adults between 18
and 64 years of age). Individuals over the age of 65 expel:mace de-
creases in their poverty rate that in some instances are four times
as large as those for children. Since working age adults are less
likely to rely upon non-cash benefits, their rates do not decline as
much as those of children. Second,,iiicluding a cash value for medi-
cal payments (especially the market value estimates) reduces the
poverty rate for all age groups by substantial amounts. Including
market value estimates of medical benefits with the other non-cash
benefits reduces the poverty rate for children by about one-fourth
and that of the aged by almost three-fourths. Including these medi-
cal payments has the effect of reducing the incidence of poverty for
groups with high medical risks. The aged are a good example. In
1983, Medicaid benefits had an annual market value of $1,014 for
the aged, 2.5 times the size of the annual value ($404) for persons
under 21. Although the value of these medical benefits are adjusted
by medical risk, the poverty thresholds are not. Adding only food
and housing benefits to counted income has more moderate effects
upon poverty rates.

TABLE 2-2-COMPARISON OF ALTERNATIVE POVERTY RATES BY AGE GROUP 1983 1

Type of measure 2 Children (under
18)

Nonaged Adult
(18-64)

Aged adult
65+

1. Official poverty rate (cash income) 22.2 12.4 14.1
2. Cash income plus food stamps, school

lunch, subsidized housing:
a. Recipient value 20.4 11.6 12.6

Percent decline (-8.1) (-6.5) (-10.6)
b. Poverty budget share 20.1 11.5 12.3

Percent decline (-9.5) (-7.3) (-12.8)
c. Market value 19.9 11.4 12.3

Percent decline (-10.4) (-8.1) (-12.8)
3. Cash income plus food stamps, school

lunch, subsidized housing, non-institutional
payments for medical benefits:

a. Recipient value 19.6 11.2 9.5
Percent decline (-11.7) (-9.7) (-32.6)

b. Poverty budget share 19.0 11.0 9.1
Percent decline (-14.4) (-11.3) (-35.5)

c. Market value 15.9 9.4 3.7
Percent decline (-28.4) (-24.2) (-73.8)

' Table entries in parentheses represent the percentage decline from the official cash income measure.
An alternative measures include valuations for food stamps, school lunch, and public housing. In some

instances Medicare and Medicaid benefits are also included as a source of income. When thze medical benefits
are included there is no valuation of institutional payments.

After-tax income
The overall poverty rate in 1982 would have been 1.1 percentage

points higher, a 7.3 percent increase, if taxes were deducted from
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counted income (Table 2-3). As one would expect, the poverty rate
for individuals between the ages of 18 and 64 increase the most
after deduction of taxes (9.1 percent); the child rate has the next
largest increase (8.2 percent). The rate for those 65 years old and
older does not change significantly. The relatively large increase in
the child poverty rate partly stems from the large number of poor
families with children who have some earned income; in 1982, 77
percent of poor male-present families with children had earned
income, while 46 percent of female-headed families had earned
income.

If poverty rates were calculated on the basis of after-tax cash
income plus non-cash benefits, they would have fallen below the
actual rates but above those based on pre-tax cash plus non-cash
income. Table 2-3 shows that nonaged adults again experience the
largest impact when taxes are deducted from their income, fol-
lowed by children. Taxes increase the alternative rates for those
between 18 and 64 years old from eight to 9.9 percent depending
upon the valuation method. The rate of increase for children varies
from 7.6 percent to 9.7 percent.

TABLE 2- 3.- POVERTY RATES BY AGE. 1982 AFTER DEDUCTIONS FOR TAXES AND

SELECTED NON-CASH BENEFITS 1

Overall
rate

Children
(under
18)

Flonaged
adult

(18-64)

Aged
adult
65+

Percent-
age

increasei

in overall
rate

1. Official poverty rate (total cash
income) 15.0 21.9 12.0 14.6

Cash income less taxes 16.1 23.7 13.1 14.7 7.3
2. Cash income plus food stamps, school

lunch, subsidized housing:

a. Recipient value 13.7 19.8 11.2 13.1
Less taxes 14.7 21.4 12.1 13.2 7.3

b. Poverty budget share 13.6 19.5 11.1 12.8
Less taxes 14.6 21.0 12.0 12.0 7.4

c. Market value 13.4 19.2 10.9 12.8
Less taxes 14.4 20.8 11.9 12.9 7.5

3. Cash income plus food stamps, school
lunch, subsidized housing, non-institu-
tional payments for medical benefits:

a. Recipient value 12.9 19.1 10.7 10.0
Less taxes 13.9 20.7 11.7 10.1 7.8

b. Poverty budget share 12.5 18.3 10.5 9.6
Less taxes 13.6 19.9 11.5 9.7 8.8

c. Market value 10.3 15.4 9.1 4.1
Less taxes 11.2 16.9 10.0 4.1 8.7

Average increase:
After deduction of taxes 1.0 1.6 1.0 .09
From income 2 (percent) 6.9 7.3 8.25 .6

49
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1 As of Ahrij 1985, te.r. inferrnatim wns not raill,90 fn; 1933. Note that these figures are for 1952. AO
measures include valuations for food stamps, school lunch, and public uoung. In some-Instances Medicare and
Medicaid benefits are also included as a source of Income. When these medical benefits are Included there Is no
valuation of institutional payments.

2 Simple average of increase In rates for all valuation techniques and official measure.

SHARE OF THE POOR

In 1983, approximately 35.3 million people were poor. Among the
poor, 50.3 percent were between the ages of 18 and 64, 39.2 percent
were children under 18, and 10.5 percent were 65 years or older
(Chart 2.3). While children comprised almost 40 percent of the
poor, they represented less than 27 percent of the overall popula-
tion. Children are the only age group over-represented in the pov-
erty population (i.e., their share of the poverty population exceeds
their share of the total population).

Adding food stamps, school lunch, and subsidized housing bene-
fits to a family's cash income reduces children's share of the 1983
poverty population very slightly, whatever the valuation method;
and addition of medical benefits increases children's share of the
poor.
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Ilbtal and Poor Population by Age 1983.
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POVERTY GAP

Another yardstick used to measure poverty is the income deficit
or poverty gap. This is the amount of annual income required toraise the income of a poor family up to its poverty threshold. In the
aggregate this measure is influenced by the number of poor and by
the severity of each family's poverty.

In 1983, the aggregate income deficit was $47.1 billion. Roughly,
$15.9 billion or 33 percent of this deficit represented the aggregate
income deficit for children, who accounted for 39 percent of the
poor, as seen above." The income deficit for nonaged adults was
$27.0 billion, and that for aged adults was $4.1 billion.

These distinctions based solely on age may be somewhat mislead-
ing, since a number of adults are in families without children. The
income deficit for families with children made up 57.1 percent
($26.9 billion) of the total income deficit. This is almost 5.5 times
the income deficit for families without children."

Children are likely to be in families with larger poverty gapsthan those of other age groups. Chart 2.4 provides the distribution
of poor children and adults by the ratio of their family income to
their poverty threshold. The chart shows that a larger share of
poor children are farther from the poverty threshold than adults:
43.1 percent of poor children are in families with incomes that are
less than half of the poverty threshold, 35.6 percent of poor adults
are in similar families.

is These estimates are derived by dividing a family's total income deficit equally among
family members and then aggregating these pro-rata deficits by age categories. As a result,
simply spending $15.9 billion to lift poor children out of poverty would not eliminate the income
deficit for these families. Moreover, as noted in Chapter V, if a sum equal to their poverty gap
were given to all poor families, some would work leee, and the gap would open up again, al-though it would be very much smaller than before.

Is It should be kept in mind when comparing these numbers that the number of people in
families with children outnumber families without children by a large margin. Since families
with children tend to be larger, they neceearily have higher poverty thresholds and therefore
can have an income deficit which is larger than the income deficit for the smaller families with.out children Both of these factors contribute to the differences between these deficit figures.
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CUPS 2.4

Relationship of Dimity Income
to Poverty Threshold for Poor Children and Adults. 1983
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CHARACTERISTICS OF POOR CHILDERN

Legend
0 Children
0 Adults

DEMOGRAPHIC FACTORS RELATED TO POVERTY

The incidence of poverty among children varies with race, family
type, marital status of the parent, age of the child and parent, as
well as other demographic factors (detailed in Chapters III and W).
Children in male-present families have lower poverty rates than
children in female-headed families, and white children have lower
poverty rates than black children (see Chart 2.5). The poverty rate
for children in white, female-headed families is slightly higher
than the overall rate for black children. Black children in female-
headed families, however, have the highest poverty rate of all those
shownabout 69 percent in 1983.'4

, Hispanic children in female-headed families, not shown, have a higher rate (70.6 percent).
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CHART 2.5

Comparison of Poverty Rates for Children
by Race and Family 1pe: 1983
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About 22 percent of all children were poor in 1983. Nearly one
out of every two black children (46.7 percent) was poor, and almost
two out of every five Hispanic children (38.2. percent) were poor
whereas about one in every six white children was poor (17.3 per-cent). In families with a male present, 11.9 percent of white chil-
dren, 23.8 percent of black children, and 27.3 percent of Hispanic
children were poor. For female-headed families the rates were sub-
stantially higher: 47.6 percent of white children in these families
were poor, 68.5 percent of black children, and 70.5 percent of His-
panic children.

The incidence of poverty among all types of black female-headed
families was higher than among comparable white families, but the
margins differed (Chart 2.6). Black children of never-married moth-
ers were 8 percent more likely to be poor than such white children.
Black children of a divorced or separated mother, had a 41 percent
higher poverty rate than white children; in widowed families, black
children had a 118 percent higher rate. Chapter W discusses
income sources, including earnings of these families and of mar-
ried-couple families.
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CURT 2.6
Comparison of Poverty Rates for all Children by

Marital Status of Parent and Race 1983
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ALTERNATE MEASURES OF INCOME

Counting non-cash benefits as a source of income generally re-
duces poverty rates relatively more for black families and female-
headed families than for white families and male-present families
(Table 2-4). Calculating poverty rates on the basis of after-tax cash
income, however, increases rates much more sharply for male-
present families than for mother-child ones (Table 2-5).

D.MAJIAVA TM
55



33

TABLE 2-4 -CHILD POVERTY RATE, 1983-USING ALTERNATIVE MEASURES OF INCOME 1

Type of measure 2 All children
Female-head Male-present

Black White Black White

1. Official poverty rate (cash
income) 22.2 68.5 47.6 23.7 11.9

2. Cash income plus food stamps,
school lunch, subsidized
housing:

a. Recipient value..- 20.4 61.8 44.0 21.3 11.0
Percent decline...... (-8.1) ( -9.8) (-7.6) (-10.1) (-7.6)

b. Poverty budget share 20.1 59.1 43.3 21.3 11.0
Percent decline (-9.5) (-13.7) (-9.0) ( -10.1) (-7.6)

c. Market value 19.9 58.0 42.8 21.1 11.0
Percent decline (-10.4) (-15.3) (-10.1) (-11.0) (-7.6)

3. Cash income plus food stamps,
school lunch, subsidized
housing, non-institutional
payments for medical benefits:

a. Recipient value 19.6 59.1 42.4 20.3 10.7
Percent decline ( -11.7) ( -13.7) (-10.9) (-14.3) (-10.1)

b. Poverty budget share 19.0 54.7 40.7 20.3 10.6
Percent decline (-14.4) (-20.1) ( -14.5) (-14.3) (-10.9)

c. Market value 15.9 42.6 32.4 16.8 9.6
Percent decline (-28.4) (-37.8) (-31.9) (-29.1) (-19.3)

I Table entries in parentheses represent the percentage decline from the officra
2 All alternative measures include valuatios for food stamps, school lunch and

instances Medicare and Medicaid benefits are also included as a source of income.
medical benefits exclude institutional payments.

TABLE 2-5 -CHILD POVERTY RATE USING ALTERNATIVE MEASURES

AND AFTER DEDUCTING TAXES-1982 1

I cash income measure.
public housing. In some

Values assigned for their

OF INCOME BEFORE

Type of measure= All children
Femalehead Male-present

Black White Black White

1. Official poverty rate (cash
income) 21.9 70.5 47.3 24.1 11.7

Cash income less taxes 23.7 72.9 48.8 28.0 13.2
Percent increase ( +8.2) ( +3.4) ( +3.2) (+16.2) ( +12.8)

2. Cash income plus food stamps,
school lunch, subsidized
housing:

a. Recipient value 19.8 63.4 43.5 21.9 10.5
Less taxes 21.4 65.6 44.4 25.0 12.0
Percent increase (+8.1) (+3.5) (+2.1) (+14.2) (+14.3)

b. Poverty budget share 19.5 61.4 42.6 21.8 10.4
Less taxes 21.0 63.3 43:5 24.8 11.9
Percent increase (+7.7) (+3.1) (+2.1) (+13.8) (+14.4)

c. Market value 19.2 60.1 41.7 21.4 10.4
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TABLE 2-5.-CHILD POVERTY RATE USING ALTERNATIVE MEASURES OF INCOME BEFORE

AND AFTER DEDUCTING TAXES-1982 1-Continued

Type of measure= All children
Female-head Male-present

Black White Black White

Less taxes 20.8 61.8 42.6 24.8 11.8

Percent increase (+8.3) (+2.8) (+2.2) (+15.9) (+13.5)
3. Cash income plus food stamps,

school lunch, subsidized
housing, non-institutional
payments for medical benefits:

a. Recipient value 19.1 60.8 41.9 20.9 10.2

Less taxes 20.7 63.5 42.9 23.6 11.7

Percent increase (+8.4) (+4.4) (+2.4) (+12.9) (+14.7)
b. Poverty budget share 18.3 56.8 39.6 20.5 10.0

Less taxes 19.9 58.9 40.5 23.3 11.5

Percent increase (+8.7) (+3.7) (+2.3) (+13.7) (+15.0)
c. Market value 15.4 44.4 32.0 17.2 9.1

Less taxes 16.9 45.9 32.9 20.3 10.4

Percent increase (+9.7) (+3.4) (+2.8) (+18.0) (+14.3)

Table tines in parentheses represent the percentage increase from the pre-tax poverty rate.

2 As of April 1985, tax information was not available. for 1983. Note these figures are for 1982 All

measures include valuations foi food stamps, school lunch and public housing In some instances Medicare and

Medicaid benefits are also included as a source of income. Values assigned for these medical benefits exclude

institutional payments.

COMPOSITION OF THE POPULATION OF POOR CHILDREN

Race
Poor white children outnumber poor blacks by 2 to 1. Despite

this, black children are over-represented in the poverty population.
Black children make up about 15 percent of the overall child popu-
lation, but 32 percent of the population of poor children. This over-
representation is because their poverty rate is 2.7 times that of
white children.

About 50 percent of all black children are in female-headed fami-
lies; only about 15 percent of white children are in these families.
Since children in female-headed families-regardless of race-have
a poverty rate that is four times greater than the rate for children
in male-present families, it is not surprising that such a large
number of the poor are black children. Black children, however,
have a higher poverty rate even after family type is taken into ac-
count. Chart 2.7 provides information on the composition of poor
children by race and family types. The chart shows that the
number of poor black children and poor white children in female-
headed families is close. This is somewhat surprising since the
number of black children in female-headed families is smaller than
the number of white children in these families. It also shows that
poor white children outnumber poor black children by a 2 to 1
margin.
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Mr 2.7
Composition of Child Poverty Population

by Race and Family Type: 1983
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In 1983, 22 percent of all children lived in female-headed fami-
lies, yet 52 percent of all poor children lived in these families
(Chart 2.8). Children in all mother-child families were over-repre-
sented in the population of poor children. The share of poor chil-
dren with divorced or separated mothers was 226 percent of their
share of the general child population; corresponding percentages
for children of never-married mothers and widowed mothers were
316 and 177 respectively.

The proportion of all children living in female-headed families
varied by race. More than 16 percent of black children, but 1.4 per-
cent of whites, were in families of never-married mothers. For di-
vorced or separated mothers, the shares were 26.8 percent and 10.9
percent, respectively; and for widows, 6.5 percent and 1.9 percent.

The proportion of poor children in single-parent families showed
less racial variation. Thirty percent of all poor white children were
in divorced or separated families, compared to 38.4 percent of all
poor black children. Over 3 percent of poor white children were in
widowed families, compared to 8.5 percent of poor black children.
Over 27 percent of all poor black children were in families of
never-married mothers, compared to 5.9 percent of all poor white
children.
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CHAPS 2.8
All Children and Poor Children

by Marital Status of Parent: 1983
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4. Child Poverty Trends: 1959-1983 15

CHILDREN VERSUS OTHER AGE GROUPS

INCIDENCE OF POVERTY

Since 1974, related children have had a higher incidence of pov-
erty than either aged or nonaged adults. While the poverty rate for
the aged was lowered by over percent between 1959 and 1983,
and the poverty rate for the nonaged adults declined 29.3 percent,
the 1983 poverty rate for children was only 18 percent below their
poverty rate in 1959. It should be noted, however, that the poverty
rate for children declined by 48.7 percent between 1959 and 1969.
Since reaching its low point in 1969, it has increased substantially.
Almost all of this increase has occurred in the last 5 years.

The trend in the incidence of poverty is typically divided hito
three historic periods over the past 25 years (Chart 2.9). First, be-
tween 1959 and 1969, the overall poverty rate saw a sharp decline
of 46.0 percent. The next decade, from 1969 to 1978, was a period of
oscillation in the rate, but the overall rate reached an all time low
of 11.1 percent in 1973. The third period, from 1978 to 1983, has
seen a 33.3 percent rise in the overall rate. In 1983, 35.3 million
individuals had incomes below the poverty thresholdthe largest
number since 1964.

While the trend in the incidence of poverty for children (Chart
2.9) follows the same general pattern as the. overall rate, its rate of
change over each of the three periods is somewhat different.
During the first period, between 1959 and 1969, the poverty rate for
related children declined by 48.7 percent, 5.9 percent more than
the overall rate. The 1969 rate or13.8 percent was the lowest inci-
dence of poverty for related children over the entire quarter centu-
ry. Between 1969 and 1979 the child rate oscillated but had a gen-
eral upward trend. A comparison between the 1969 and 1979 shows
a 21 0 percent increase in the poverty rate for children. Finally, in
the most recent 5 years, the poverty rate increased by 38 percent,
the bulk of this increase occurring between 1979 and 1982.

trend data in this chapter refers to "related children" to allow for an investigation overa longer period of time.
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Comparison of Overall Poverty Rate and

Poverty Rate for Related Children: 1959 1983
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SHARE OF THE POOR

As a result of their high incidence of poverty, children have
made up a larger share of the poor than their share of the overall
population throughout the 25-year period of available statistics,
1959-1983. In 1959, children made up about 44 percent of the pov-
erty population. As the number of poor declined between 1959 and
1969, so did the number of poor children, but not at a substantially
faster rate than the overall poor population. When the number of
pc, x aildren reached an all time low of 9.5 million in 1973, chil-

dret, represented over 41 percent of the poor.

CHARACTERISTICS OF POOR CHILDREN

DEMOGRAPHIC FACTORS RELATING TO POVERTY

Nonwhite children, and children in female-headed families con-
sistently had higher poverty rates than white children and chil-
dren in married-couple families during the quarter century. On the
other hand, the largest swings in poverty rates were found in male-
present families. This can be best seen in the most recent period,
1978-1983. The poverty rate for related children in male-present
families rose from 7.9 percent to 13.4 percent, a 69.6 percent in-
crease; the poverty rate for ralated children in female-headed fami-
lies rose from 50.6 percent to 55.4 percent, a 9.5 percent increase.
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FAMILY TYPE

Since 1959, the share of families with children who are headed
by women more than doubled. This has been an important factor
in the incidence of poverty among children." Recently, this
group's share of poor children has declined. In 1983 children in
female-headed families made up about 50 percent of the poverty
population-14 percent lower than their peak share in 1978. The
cause for this decline was not that the number of poor children in
female-headed families decreased; rather the number of poor chil-
dren in the larger group of male-present families increased at a
faster rate.

RACE

Black children always have been over-represented in the poverty
population. In 1959, black children made up 29.2 percent of the
poor and 12.0 percent of the overall population. Since 1968 the
number of all children decreased, but the decline was smaller
among black children.Thanges in black children's share of the pov-,,
erty population have corresponded with cyclical economic change.
Recessions tend to increase poverty among those with higher at-
tachment to the labor marketwhite, male-headed families. The
increase in poor, white, male-headed families tends to decrease the
share of poor children who are black, without improving the eco-
nomic well-being of black children. For example, during the reces-
sion of 1980-1982 the proportion of poor children who were black
declined from 35.1 percent to 32 percent, yet the number of poor
black children rose by 482,000.

POVERTY TRENDS USING ALTERNATIVE INCOME MEASURES

Non-cash benefits
Information on the value of non-cash benefits is available only

for 1979 to 1983. Over this time period the difference has dimin-
ished between the cash income poverty rates and the alternative
rates for children, however, the non-cash benefits are valued.
(Table 2-6). This is because the alternative rates have increased at
a faster pace then the cash income rates. There appear to be two
reasons for this. First, over this period the share of the poor chil-
dren who are in male-present families grew. These families are less
likely to receive non-cash benefits, show a lower reduction between
the cash income poverty rate and the alternative measures, and
with their growing numbers appear to be gushing the overall rates
upward. Second, there appears to be a reduction in the real value
of these non-cash benefits. That is, the value of these benefits has
not kept pace with inflation, but the poverty threshold has in-
creased step by step with the inflation rate.

As can be seen in Table 2-6, the incidence of poverty, after
taking into account non-cash benefits, has grown at a quicker pace
for children in male-present families than for those in female-

" A detailed analysis of the impact of the growth in female headed families is provided m
Chapter III Estimates of the overall ch;ld poverty rate assuming no growth in the proportion of
children in female-headed families are also provided.

46-869 0 - 85 - 3
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headed families. Between 1979 and 1983, on average the male-
present rates increased by 71.8 percent, while the female-headed
family rates increased 33.3 percent. This trend holds after control-
ling for the race of the family.

Taxes
Taxes affect the incidence of poverty among male-present fami-

lies more than female-headed families. This is reflected in the
trend in the overall after-tax poverty rate for children. Trend data
for 1979-1982 show that taxes are having a bigger effect upon the
incidence of poverty among children in 1982 than in 1979 (Table 2-
7). The 1982 poverty rate based on after-tax cash income for chil-
dren in malepresent families was 57 percent greater than the 1979
rate, while for female-headed families the after-tax rate was 18 per-
cent greater than was the 1979 rate.

TABLE 2-6.-A COMPARISON OF CHILD POVERTY RATES COUNTING DIFFERENT SOURCES

OF INCOME,1 1979-83

Year

Official
Census

Bureau
all cash
income

Cash income + food housing Cash income + food + housing
+ medkal payments

Recipient
Poverty
budget
share

Market
value

Recipient
Poverty
budget
share

Market
value

All children:
1979 16.4 13.6 13.5 12.9 12.8 12.4 9.7

1980 18.4 15.8 15.6 15.2 15.1 14.5 11.4

1981 20.0 17.7 17.4 17.1 17.1 16.5 13.6

1982 21.9 19.8 19.5 19.2 19.1 18.3 15.4

1983 22.2 20.4 20.1 19.9 19.6 19.0 15.9

Percentage increase,
1979-83 35.4 50.0 48.9 54.3 53.1 53.2 63.9

Children in families
with a male
present:

1979 8.6 7.3 7.3 7.2 7.0 7.0 6.0
1980 10.4 8.9 8.9 8.7 8.6 8.5 7.2

1981 11.6 10.2 10.2 10.2 10.0 9.8 8.6

1982 13.1 11.8 11.7 11.6 11.3 11.1 9.9

1983 13.5 12.5 12.5 12.4 12.0 11.9 10.5

Percentage increase,
1979-83 57.0 71.2 71.2 72.2 71.4 70.0 75.0

Children in female-
headed families:

1979 48.6 39.3 38.8 36.2 36.5 36.4 24.7

1980 51.1 44.0 43.0 41.5 41.6 39.0 28.3

1981 52.6 46.7 45.0 44.0 44.5 42.1 32.6

1982 56.1 51.2 50.0 48.9 49.2 46.3 36.7

1983 ..5.8 51.0 49.4 48.7 48.9 46.2 36.4

Percentage increase,
1979-83 14.8 29.8 27.3 34.5 34.0 26.9 47.4

' All alternative 0,..asures include valuations fm food stamps, school lunch, and public housing. In columns 5
to 7, Medicare and Medicaid benefits also are included as a souice of income. When these medical benefits are
included, there is no valuation of institutional payments.
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TABLE 2 -1. -A COMPARISON OF CHILD POVERTY RATES COUNTING DIFFERENT SOURCES

OF INCOME 1 AND DEDUCTING TAXES, 1979-82 2

Year

Official
Cnsus
Brrau
all cash Recipient
income

Cash income No food plus
housing

Povert
budget

y

share

Market
value

Cash income plus food plus
housing plus medical payments

Poverty
budget
share

Re%ciaruieent Market
value

All children:

1979 17.2 14.1 14.0 13.4 13.4 12.9 10.2
1980 19.5 16.6 16.5 16.1 15.9 15.3 13.2
1981 21.7 19.3 18.9 18.7 18.6 18.0 15.0
1982 23.7 21.4 21.0 20.8 20.7 19.9 16.9

Percentage increase,

1979-82 37.8 51.8 50.0 55.2 54.5 54.3 65.7
Children in families

with a male
present:

1979 9.5 7.9 7.9 7.8 7.6 7.6 6.5
1980 11.7 9.9 9.9 9.7 9.6 9.5 8.2
1981 13.4 11.9 11.9 11.8 11.7 11.5 10.2
1982 14.9 13.3 13.3 13.2 12.9 12.7 11.4

Percentage increase,
1979-82 .. 56.8 68.4 68.4 69.2 69.7 67.1 75.4

Children in female-
headed families:

1979 49.2 39.4 38.9 36.3 36.7 34.5 24.8
1980 51.6 44.3 43.3 41.4 41.7 39.2 28.4
1981 53.8 47.8 46.1 45.2 45.5 42.8 33.5
1982 58.2 52.7 51.3 50.1 50.8 47.7 37.8

Percentage increase,

1979-82 18.3 33.8 31.9 38.0 38.4 38.3 52.4

' All alternative measures include valuations for food stamps, school lunch,
to 7, Medicare and Medicaid benefits also are included as a source of income
included, there is no valuation of institutional payments.

2 Tax information for 1983 was ot available as of April 1985.

and public housing. M columns 5
. When these medical benefits are

5. The Dynamics of Childhood Poverty

INTRODUCTION

This section examines childhood poverty by tracking children
and their families through time.' 7 Previous sections used informa-
tion from surveys taken at a point in time.

" Research reported here was based on the Panel Study of Income Dynamics (PSI% a survey
of fl,000 American families ounducted annually sime 1968 by the Survey Research Center of the
University of Michigan.

MY ararrac
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Why is the dynamic perspective important? Imagine two surveys
of the population taken 5 years apart. The observed incidences of
poverty might be the same (as they were, approximately, in 1970
and 1975) at about 12 percent of the population. The static compar-
ison would suggest that not much has changed. This may or may
not be the case. The 12 percent of the population that was poor in
1975 could be exactly the same individuals who were poor in 1970
or they could be an entirely new group. The implications are im-
portant. The former case evidences the existence of a group of long-
term poor, or underclass. The latter presents a picture of transitory
poverty, probably associated with individual life cycle changes or
cyclical economic change. Only through following a representative
group of individuals through time can one distinguish among the
different processes underlying the static picture of poverty.

Another example illustrates the usefulness of dyrlamia analysis.
In 1978, 59 percent of all poor persons lived in female-headed
households.' 8 This statistic implies that the Government, for exam-
ple, could help a majority of the poor by focusing exclusively on
female-headed households. Paradoxically, this would not be true.
Individuals in female-headed households make up a much higher
proportion of the poor at a particular point in time (e.g., 1978) than
they do of individuals who are poor at some point over a period of
time (e.g., 1969-1978). In this example, individuals in female-headed
families made up 59 percent of the poor in 1978, but only 33 per-
cent of those poor at some point between 1969 and 1978. The para-
dox is explained because female-headed households tend to be poor
for a longer period of time than others. The longer duration in-
creases their probability of being found poor in any given year. In
our example, if the Government assisted only femaleheaded house-
holds, two-thirds of those poor between 1969 and 1978 would not
have been helped. Only dynamic analysis can uncover this type of
information.

Collecting information on individuals over a long time period is,
however, difficult and expensive. The Survey Research Center of
the University of Michigan has collected such information on 5,000
American families since 1968. This survey, the Panel Study of
Income Dynamics (PSID), is the only reliable source of income and
demographic information for a representative sample of American
families over a significant number of years. During the last few
years, data have become available for a sufficient number of years
to permit statistical inferences about the dynamics of poverty.'g

41 Source. Panel Z'urvey of Income Dynamics. Note that this rate differs from the official
Census Bureau estimate.

" The information presented below draws heavily on the PSID research The primary sources
of information for this section were. Bane, Mary Jo. Household Compoeition and Poverty IRP
Conference Paper presented in Williamsburg, . December 6-8, 1984 University of Wisconsin
Madison. Duncan, Greg J., et al. Years of Poverty, Years of Plenty The Changing Fortunes of
American Workers and Families. Ann Arbor. Institute for Social Research, University of Michi
gan. 1984. Duncan, Greg J. and Rogers, Willard. A Demographic Analysis of Childhood Poverty
unpublished paper. Ann Arbor, NIL Survey Research Center, University of Michigan 1984
Elwood, David T. and Bane, Mary Jo Slipping Into and Out of Poverty The Dynamics of Spells
NBER Working Paper #1199. Harvard University 1983. Hill, Martha S. and Ponza, M Poverty
and Welfare Dependence Across Generations. Economic Outlook USA Summer, 1983, vol 10,

no. 3. Lillis, Mark. Why the "Income Duitnbution" is so Misleading. The Public Interest, #73
National Affairs Inc. New York, N.Y. Fall 1984.
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Several caveats are in order. It is risky to draw definitive conclu-
sions from only one data source. Potential problems of sample bias
or error are difficult to evaluate without independent replication of
results from other samples. Unfortunately, other comparable
sources of data do not exist. The PSID has been subjected to close
scrutiny and retains its credibility. Nevertheless, the reader should
consider the findings to be tentative.

Because of the relatively small sample (originally 5,000 families
compared to about 60,000 households in the annual Current Popu-
lation Survey) extensive analysis on population ,groups that make
up a relatively small proportion of the population, such as Hispan-
ics or other non-black minorities is not possible.

Some of the findings presented here are based on new, as yet un-
published, research. This work is used by permission of the au-
thors, but may be subject to some revision.

Finally, while research establishes statistical associations be-
tween some types of events, or demographic conditions with pover-
ty among children, it does not establish direct cause and effect be-
tween them. Also, in the case of events such as divorce, remar-
riage, or unemployment, the research does not investigate the
causes of the events. Thus, for example, the extent to which gov-
ernment transfers affect hours worked is not addressed below.

DYNAMIC PATTERNS OF CHILDHOOD POVERTY 20

DURATION OF POVERTY

In the aggregate, the pattern of childhood poverty is similar to
the pattern of poverty in the general population. Table 2-8 pre-
sents information on the incidence of short-term and persistent
poverty for the total population and for children. 21 The data for
children and the total population are not directly comparable be-
cause the time period for all persons is the 10-year period 1969-
1978, while for children it is the 15-year period of "childhood** for
children who were between the ages of 1 and 3 in 1968.

TABLE 2-8.INCIDENCE OF SHORT-TERM AND PERSISTENT POVERTY

Percent of all Percent of
persons in children in

category (10- category (15-
year period) year period)

Poor from 1 to 10 years 24.4 29.1
Short term (from 1 to 4 years) 19.0 22.1

2° Estimates of poverty rates from the PSID consistently are lower than official Census
Bureau estimates Those responsible for the PSID at the Survey Research Center of the Univer-
sity of Michigan believe the difference results from more complete accounting for income on the
PS1D than the Current Population Survey. The Census Bureau adinowledges that the CPS does
under estimate income It is not known exactly how much more accurate PSID income informa-
tion is For the types of analysis presented here, it is more important that the data collection be
consistent over time, than accurate at a point-in-time.

"The number of years used to classify an individual as experiencing short term ve. persistent
poverty is somewhat arbitrary One could certainly argue that someone poor for 6 out of 10
years is persistently poor However, even if persistent poverty were defined as 6 or more years
out of 10, it would not change the finding that most people who experience poverty do so for a
short time
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TABLE 2-8.INCIDENCE OF SHORT-TERM AND PERSISTENT POVERTYContinued

Percent of all
persons in

category (10-
year period)

Percent of
children in

category (15-
year period)

Poor from 5 to 10 years) 5.4 7.0

Persistently poor from 8 to 10 years for total population,
from 10 to 15 years for children) 2.6 4.8

Source. Duncan et al. Years of Poverty Years of Plenty. Duncan and Rogers, Demographic Analysis of

Childhood Poverty.

Although the4hicidence of poverty for children cannot be directly
compared to that of the total population because of differences in
the measurement period, the patterns for children and the overall
population are similar. One quarter of all persons and 33.9 percent
of all children were poor at some time. This proportion is particu-
larly interesting since the PSID poverty rate for 1975 was only 8.9
percent compared to the official estimate of 12.3 percent. The offi-
cial proportion of the population that would have been poor at
some point during this time period as measured by the CPS is not
known.

The table also shows that a much smaller proportion of the popu-
lation experiences mid-to long-run (persistent) poverty. As classified
by the researchers, 2.6 percent of all individuals and 4.8 percent of
all children lived in persistently poor families.

DURATION, RACE AND REGION

The relatively small proportion of persistently poor children
masks the fact that almost 30 percent of all black children were
persistently poor (see Table 2-9). In the PSID sample, almost 90
percent of the children who were poor for 10 or more years of their
childhood were black. Conversely, white children make up about
three quarters of the short-term (1 to 4 years) poor children. (Even
though the rate for white short-term poverty is lower than that for
black children-19.8 vs. 32.3, that rate is applied to a much higher
baseover 86 percent of all children were white). Nevertheless, the
probability of poverty of any duration is much higher for blacks
than whites.

TABLE 2-9.INCIDENCE OF SHORT-TERM AND PERSISTENT POVERTY OF CHILDREN BY

RACE

White Black

Poor from 1 to 4 years out of 15 years 19.8 32.3

Poor from 5 to 9 years out of 15 years 4.6 17.7

Poor from 10 to 14 years out of 15 years 0.6 24.0

Poor all 15 years of childhood 0.0 4.9

Source: Duncan and Rogers. Demographic Analysis of Childhood Poverty.
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A child's likelihood of facing long -term poverty increased if the
child was from the South, a one-parent family, or a rural area. Ac-
cording to Duncan and Rogers (1984), "the geographic distribution
of persistent poverty becomes somewhat more balanced when cash
welfare payments are subtracted from total family incomes, owing
to the fact that welfare payments tend to be more generous in
large cities and northern areas."

DURATION AND SELECTED DEMOGRAPHIC CHARACTERISTICS

Families that experience short-term poverty are more demo-
graphically similar to the population as a whole than. those who ex-
perience long-term poverty. Table 2-10 illustrates this point. (The
table is for all persons, not just children.)

TABLE 2-10.DEMOGRAPHIC CHARACTERISTICS Of THE TOTAL AND POOR POPULATION

[In percent]

Characteristics of household head in 1978

Shottlerm Persistently
Entire U.S. poor (1-2 poor (8 or
population years, mo re years,

1969-18) 1969-78)

All Females 19 28 61
White (non elderly only) 10 16 13
Black (non elderly only) 4 6 31

All Males 80 73 39
White (non elderly only) 65 54 4
Black (non elderly only) 6 11 20

Rural -(Town of 10,000 or less) 15 19 33
Urban (City of 500,000 or more) 33 33 21
Southern U.S. 30 30 68

Source: Duncan, et al. Years of Poverty, Years of Plenty.

To illustrate the analysis that can be made from Table 2-10,
compare the first and last columns of the first row of the table.
They show that while 19 percent of the people in the United States
lived in female-headed households in 1978, 61 percent of the per-
sistently poor lived in such households. Obviously the persistently
poor are disproportionately in female-headed households.

Comparing columns 1 and 2 of Table 2-10 shows that, in general,
those experiencing short-term poverty between 1969 and 1978 were
similar in demographic characteristics to the population as a
whole. This is especially true of geographic characteristics. The
short-term poor are geographically indistinguishable from the U.S.
population as a whole. Race and sex characteristics show a some-
what more complex pattern. The race and sex characteristics of the
short-term poor are much closer to those of the general population
than are the characteristics of the persistently poor. Still, female-
headed and black households are overrepresented among the short-
term poor.

C--E4T AVELASIE
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COMPLETE SPELLS OF POVERTY

While the preceding gives a defensible picture of the dynamics of
poverty, it is not without flaws. One problem occurs because the re-
search observes poverty over the time period 1969-1978. If two fam-
ilies in the PSID survey each had a 10-consecutive-year span of
poverty, but one began m 1960 and the other in 1978, both would
show up in the analysis as experiencing short-term (1 year) poverty
(1969 for the first family, 197° for the other). The following discus-
sion presents two alternate ways of answering the same basic ques-
tion as addressed above: What are the patterns of poverty over
time?

Bane and Ellwood (1983) concentrate on complete spells of pover-
ty. Table 2-11 estimates the percent of all poverty spells beginning
between 1969 and 1978 that lasted a given number of years. The
results are generally consistent with other PSID research. Most
spells of poverty last a relatively short time. Almost 70 percent of
all spells of poverty lasted 3 years or less, with over 40 percent last-
ing only 1 year. Table 2-11 shows persistent (8 or more years) pov-
erty to be more prevalent than that shown in Table 2-8 This is
probably because the "spells" approach estimates the duration of
poverty spells that last past the end of the available survey data.
Using this methodology, 18 percent of the spells of roverty were
long-run. It should be noted that Table 2-11 is for all non-elderly
persons. Bane and Ellwood do not present this information for chil-
dren alone. Given other evidence, the basic patterns probably hold
for children as well, but this is not known for sure

TABLE 2-11.SPELLS OF POVERTY FOR NON-ELDERLY PERSONS

[In percent]

Persons
Persons

poor
beginning a

Spell length in years spell at any
at

t
any point in
ime during

time during away
survey

(average)

1 41.1 9.7

2-3 27.7 15.5

4-7 13.2 15.'3

8+ 18.0 59.1

Total 100.0 100.0

Average (years) 4.2 11.0

Source. Ellwood and Bane. Slipping Into and Out of Poverty: The Dynamics of Spells.

A second interesting result is observed by comparing the first
and second columns of Table 2-11. When a spell of poverty begins,
it is likely to be short (column 1), but persons observed poor at a
point in time are likely to be experiencing a long spell of poverty
(column 2). Bane and Ellwood offer the following explanation:

Consider the situation in a typical hospital. Most of the
persons admitted in any year will require only a very

91.1%.1:AVA %MOO
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short spell of hospitalization. But a few of the newly ad-
mitted patients are chronically ill and will have extended
stays in the hospital. If we ask what proportion of all ad-
missions are people who are chronically ill, the answer is
relatively few. On the other hand, if we ask what fraction
of the hospital's beds at any one time are occupied by the
chronically ill, the answer is much larger. The reason is
simple. Although the chronically ill account for only a
small fraction of all admissions, because they stay so long
they end up being a sizable part of the population in the
hospital and they consume a sizable chunk of the hospi-
tal's beds and other resources.

The same basic lesson applies to poverty. Only a small
fraction of those who enter poverty in any given year will
be chronically poor. 'But people who will have long spells
of poverty represent a sizable portion of the group we label
"the poor" at any one point in time.

The importance of their findings is twofold. Although the persist-
ently poor are a relatively small proportion of those who ever
become poor, they make up a majority of the total "years in pover-
ty" experienced by the population. Second, if Government's efforts
are too narrowly focused on persons experiencing long-term pover-
ty, the majority of those in temporary need may not be served.

POVERTY THROUGHOUT CHILDHOOD

Duncan and Rogers (1984) provide , fmal way of looking at dy-
namics of childhood poverty. They calculate the expected number
of years that children with different demographic characteristics
can expect to spend in poverty during their first 15 years. Table 2-
12 summarizes their estimates.

TABLE 2-12.EXPECTED YEARS OF CHILDHOOD POVERTY OUT OF FIRST 15 YEARS OF LIFE

Nonb!ack Black

All Households 0.8 5.4
Characteristics of Household at Birth of Child:

Never Married Mother 6.2 6.0
Teenage Mother 1.2 5.4
Education of Head:

8 years 1.2 5.6
12 years 0.7 5.3

Characteristics of Household Throughout Childhood
years):

(15

Head Disabled 3.3 10.9
Lived in South 0.8 6.4
Lived Out of South 0.7 4.3
Large City 0.7 3.9
Rural Area 1.1 8.1

1 Parent 3.2 7.3
2 Parent .5 3.0

Sum: Duncan and Rogers. Demograph:c Analysis of Childhood Potesty.
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Black dominance of long-run poverty is reinforced in Table 2-12:
On average, black children spent over one-third (5.4 years) of their
childhood (first 15 years) poor. White children spent only 5 percent
(0.8 years) of their childhood poor.

How do household characteristics affect the expected number of
years in poverty? Using Table 2-12, compare the expected years in
poverV for all non-black and black households to those of house-
holds with various characteristics. The greater the difference be-
tween the expected years for a particular characteristic and the
overall rate, the stronger seems the association between the char-
acteristic and poverty. In general, family characteristics have a
greater influence on the poverty of white children than black chil-
dren. For example, being born to a white, never-married female in-
creases the expected number of years of child poverty by almost
700 percent (from 0.8 years to 6.2 years), while the corresponding
increase for black children is just over 10 percent (from 5.4 years to
6.0 years). The only family characteristics that have a similar
impact on black and non-black children are disability of the house-
hold head and living in a one-parent family (both for the full 15
years of childhood).

It is interesting that geographic location has a significant influ-
ence for blacks but not for non-blacks. For non-black children,
living in the South or non-South or in a large city or rural area has
little impact on the expected years of poverty. Black children resid-
ing in rural areas and/or in the South can expect more years in
poverty than their counterparts in large cities and/or in non-South.

DO POOR CHILDREN BECOME POOR ADULTS?

Does long-term dependence on welfare as a child increase
chances that a young adult also will depend on public aid? Defining
"welfare dependence as receiving more than half of total income
from welfare, Hill and Ponza used PSID data to explore this issue.
In their sample of 577 young adults, 16 percent of blacks, but only
2 percent of whites, were raised in families that received more
than half their income from welfare during the years that the child
lived at home.

After relating a measure of the young adult's welfare dependen-
cy to that of his parent, they concluded that blacks from welfare-
dependent families were no more likely to become welfare-depend-
ent themselves than were similar blacks from families that never
received welfare.. Small sample size hindered their analysis of
whites.2 2

Hill and Ponza also explored whether young adults from welfare-
dependent families worked less than those whose families had
never received welfare. They found no significant effect on either
earnings or work hours of black men and women. However, white
men from homes with the highest degree of welfare dependency

" They did find that white women from families that had received 74100 percent of their
income from welfare, and white men from families that had received 26 50 of their income from
welfare drew a signifkantly higher proportion- of their own income from welfare than did oth
erwise similar whites. Both of these results are based on fewer than 10 cases and must be treat
ed cautiously.

7i.
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averaged 6.5 fewer hours of work per week than otherwise similar
white men.

TRANSITIONS INTO AND OUT OF POVERTY

For the most part, the events and circumstances that lead a child
into or out of poverty are beyond the child's control. The main ex-
ception to this statement is for older children who can work and
contribute to family income. But what types of events are associat-
ed with the beginnings or ends of periods of poverty? Are changes
in family structure more directly related to spells of poverty than
changes in the earnings of family heads? What events have the
most severe consequences when they occur, and what positive or
negative events happen most frequently? Do different factors help
explain black and white poverty? Some preliminary answers to
these questions have been advanced from research on the Panel
Study of Income Dynamics.

BIRTH INTO POVERTY

A significant portion of childhood years of poverty or spells of
poverty begin with birth. Estimates are that from a fifth to a quar-
ter of poor children are born into poverty. Being born into poverty
can result from a number of factors. A family that way; near poor
before the birth of a child may become poor after the birth if the
family's income does not increase enough to offset the increased
economic resources needed by the child. Alternately, the birth of a
child could result in decreased hours of work, and therefore earn-
ings, of adults in the family. This decrease in earnings could be
enough to drop the family below the poverty level. One estimate is
that for children born into poor female-headed families, one-third
of the poverty was a result of the birth. Finally, a child may be
born into a family that was poor before the birth.

EVENTS AFTER BIRTH

Although significant, birth into poverty did not account for 75 to
80 percent of children's transitions into poverty. Later events mast
have caused these poverty beginnings." In general, events after
birth did not play as important a role in the poverty of black chil-
dren as white children. Duncan and Rogers (1984) attribute 85 per-
cent of white childhood poverty, but only 55 percent of black child-
hood poverty, to events subsequent to birth. Events such as divorce
did, however, have a significant impact on black families. In fact,
the likelihood of a child's becoming poor as a result of a number of
events was higher for blacks than whites. Because, in general,
white families with children are farther above the poverty line
than black families, the occurrence of a negative event (e.g., unem-
ployment) is less likely to make them poor. Even so, post birth
events explained more of white childhood poverty than black. (a)
because there is less white poverty (as a percent of all white fami-

23 However, events that happen after the birth of a child may have thier origins before or
after the birth.
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lies) to explain and (b) a much higher proportion of black children
were born into poverty.

Tables 2-13 and 2-14 both look at the relationships between
childhood poverty and events. Both tables illustrate the need to
consider not only how severe the consequences of an event are if it
occurs, but also how frequently the event occurs overall. For exam-
ple, Table 2-13 shows that becoming a female-headed family ex-
plained 41 percent of the poverty spells of children in female-
headed families. The beginning of a female-headed family explains
only 14.9 percent of all childhood poverty spells, however, because,
the event happens less frequently than other negative events (e.g.,
decline in earnings of male-headed family). -

Summing all the changes in earnings events accounts for over 50
percent of all childhood spells of poverty and nearly two-thirds of
the poverty spells of children in male-headed families (see Table 2-
13). The picture is quite different for female-headed families, where
chanties in earnings account for just one-quarter of the spells of
poverty.

TABLE 2- 13.- PRIMARY REASONS FOR BEGINNINGS OF SPELLS OF CHILDHOOD POVERTY

(BY FAMILY PIPE CHILDHOOD)

rin percent]

Primary reason for Winning of spe'l

Children with poverty experiences

All children
Male-headed

families
Female-headed

families

Changes in Earnings:
Earnings of Head Fell 38.5 51.1 13.4

Earnings of Wife Fell 7.0 10.5

Earnings of Other Family Member Fell 7.1 3.6 14.2

Total for Earnings Changes 52.6 65.2 27.6

Need Level/Poverty Rose 6.7 7.7 4.8

Unearned Income Fell 5.7 5.1 6.9

Beginning of Female-Head Family 14.9 1.6 41.2

Born into Poverty 20.0 20.2 19.5

Total 100.0 100.0 100.0

Percents of All Beginnings 100.0 66.5 33.5

Source Derived from Bane, Mary Jo. Household Composition and Poverty.

An interesting insight from Table 2-13 (and reinforced in Table
2 14) i6 that for female-headed families, declines in the earnings of
other family members are as influential as a decline in earnings of
the female-head of the family. Presumably, the work of older chil-
dren is important to economic resources of low-income female-
headed families. This hypothesis is supported by another statistic
from the PSID. A child leaving home decreased the poverty rate
for male-headed families, bet.ause the departing child decreased the
family's needs by more than the value of his income. The poverty
status of female-headed families on the other hand was worsened
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by a child leaving. In this case, the older child's income exceeded
the additional economic need he brought the family.

Table 2-14 also estimates the impact of events on childhood pov-
e transitions on all children. The first column of the table esti-

s the combined effect on all children of the probability that an
e t occurs (column 5) and the effect of the event given that it

rs (column 2). For example, the first entry in column 1 (0.5:,
ent) shows that; one-half of 1 percent of all children moved

i or out of poverty while experiencing a transition from a two-
p nt to a one-parent family, or vice versa. Changes in hours
w_Lked dominate poverty transitions (also in Table 2-13). Changes
iinitours worked dominate poverty transitions (also in Table 2-13).
Cbonges in hours worked by other family members (excluding the
hal of family and spouse) had the most impact on poverty transi-
t' (1.68 percent) followed by changes in hours worked by the
rce head of family (0.92 percent).

MI
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TABLE 2-14.-SUMMARY OF EFFECTS OF VARIOUS EVENTS ON TRANSITIONS INTO AND OUT OF POVERTY

[In percent]

Events

All children: net
change in

overall poverty
rate associated

with event

Children

experiencing
event: net
change in

poverty rate of
children

experiencing
event

Children falling
into poverty:

fraction
experiencing
the negative

event

Children
climbing out of

poverty:
fraction

experiencing
the positive

event

All children:
fraction of all
children who

experience the
event

I. Major changes in family structure:
A. Transition from two-to-oneparent or vice versa 0.53 13.6 9 8 4.1

II. Major changes in labor supply of family members:
A. Unemployment of household head changes by one month or more:

1. Male head .92 8.1 15 16 11.4
2. Female head

B. Work hours of head changes by 500 hours or more
than unemployment:

for reasons other
.03 1.6 3 3 2.2

1. Male head .47 2.1 16 12 21.6
2. Female head .47 13.0 7 9 3.7

Cr Work hours of wife changes by 500 hours or more .56 2.5 7 13 21.2
D. Work hours of other family members changes by 500 hours or more ...... 1.68 7M 19 32 25.9

III. Changes in disability status of heads of intact families:
Male head .19 10.4 4 2 2.0
Female head .05 6.3 2 1 0.8

Note. Table reads k first table cell,, .53% of all children moved into ul out oi poverty as a result of a tiansition horn a two parent to a one parent fam4 or vice versa. A more
detailed version al the table that separates the hansitions into ,auvelly hurt, tidrimium vut ur iureity an De round in. Duncan and Rogers. The Prevalence of Childhood Poverty. Survey
Research Center, University of Michigan. Ann Arbor. 1985. CCHrt Ail/KNOW

Source: Duncan and Rogers. Demographic Analysis of Childhood Poverty.
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The impact of events on those children experiencing them is
shown in column 2. Here, those events usually thought to be influ-
ential for the economic well being of children stand out. transitions
from two- to one-parent families, employment status and hours
worked by female heads of household, and disability of a male head
of household. These events happen too infrequently, however, to be
the prime explanatory events for childhood poverty.24

Finally, columns 3 and 4 compare the effects of the favorable and
unfavorable occurrence of an event on transitions into and out of
poverty. In most cases the effects are symmetrical. The families of
children climbing out of poverty experience the favorable side of an
event with about the same frequency as the families of children
falling into poverty experienced the unfavorable side of the event.
The one exception is the hours worked by other family members.
Here, almost one-third of all children climbing out of poverty lived
in families where the hours worked by other family members in-
creased by at least 500 hours. While decreases in the hours worked
by other family members were experienced by a higher proportion
of those falling into poverty than any other event (19 percent), the
unfavorable event was not nearly so influential as the favorable
event.

6. Conclusions

THE MEASUREMENT OF POVERTY

In 1983, including the value of non-cash Government assistance
for food, housing and medical care as income would have reduced
the poverty rate for children by 12 to 28 percent (depending on the
method used to value the benefits), compared to the official rate.

In 1982, excluding income and payroll taxes from a family's total
cash income would have increased the poverty rate for children by
over 8 percent, compared to the official rate.

Including the value of non-cash Government assistance as
income would reduce the poverty rate for children in female-
headed families more than male-headed families.

Measuring a family's income after payroll and income taxes have
been deducted rather than before would increase the poverty rate
for children in male-headed families more than female-headed fam-
ilies.

CHILD POVERTY IN 1983

Children were 1.5 times as likely to be poor as people over the
age of 65, and 1.8 times as likely tc be poor as adults between the
ages of 18 and 64.

A black child was over two times as likely to be poor as a white
child. Since there are far more white children in the total popula-
tion than black children, poor white children outnumber poor
black children by a two-to-one margin.

"This table does not, however, control for the duration of a penod of poverty. Information
presented previously indicates that events such as transitions to female-headed families result
in longer periods of poverty than labor supply changes.
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Over half of all children in single-parent families headed by a
female were poor. Seven out of 10 black children in these families
were poor. Poverty rates for children in female-headed families
vary with the mother's marital status. The likelihood of a white
child's being poor when the mother is never married is 2.8 times as
great as when the mother is widowed. Since there are higher rates
of poverty in all types of black families, the distinction in black
poverty rates between children of never-married mothers and wid-
owed mothers is substantially smaller.

BETWEEN 1959 AND 1983

Between 1959 and 1983, the poverty rate for persons over the age
of 65 declined by over 58 percent, but the rate for children declined
only by 18 percent. Between 1959 and 1969 the poverty rate for
children was almost cut in half. But since reaching its low point in
1969, the poverty rate for children generally increased, especially
since 1978.

Between 1959 and 1983 children always made up a larger share
of the poor population than their share of the total population.

The number of children in female-headed families has increased.
Since these families ha% e poverty rates substantially higher than
those of other families, they have influenced the increase in child-
hood poverty. However, the rise in childhood poverty between 1978
and 1983 was primarily in families with a male present.

DYNAMIC ANALYSIS

Research based on the Panel Study of Income Dynamics supports
these general observations on poor children:

It is important to distinguish between short-term and persistent
poverty. Among children and the population as a whole, most pov
erty is short-term. Persistent poverty is infrequent but makes up a
large share of the total years children spend in poverty.

Families who experience short-term poverty are demographically
similar to the population as a whole, although blacks and people in
female-headed families are somewhat overrepresented.

Persistently poor children are overwhelmingly black, live in
female-headed households, and live in southern or rural areas.
Almost 90 percent of persistently poor children are black.

About one-third of all children are poor sometime during child-
hood, but only one in 20 experiences persistent poverty.

The dynamics of childhood poverty differ markedly between
black and white children. For example:

Much of white poverty is short term and associated with
events such as divorce, remarriage, or changes in earnings.

Black poverty lasts longer and is less affected by changes in
family structure events.

A higher percentage of black children than white children are
born into poverty.
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By far, the events that are most strongly associated with overall
transitions into poverty are reduced earnings of the head of family
or of other related (non-spouse) family members.

The events that most sharply diminish family economic well-
being, if they occur, are transitions into a female-headed family,
disability of a head of family, and decline in the earnings of a
woman heading a family.



CHAPTER III. HOUSEHOLD COMPOSITION: HOW IT
AFFECTS THE POVERTY OF CHILDREN*

The rise in the poverty rate from 1978 to 1983 has attracted in-
creasing attention to the relationship between poverty and broad
demographic trends in the country. In general, family type and
race are the two demographic aspects of poverty that have been
most commonly explored. Many studies suggest that an important
reason for the recent increase in the overall poverty rate is the in-
creasing prevalence of female-headed households, since their pover-
ty rate is consistently high.'

The association between the rising proportion of female-headed
households in the general population and increases in the poverty
rate has been characterized as the "feminization of poverty." This
association raises two questions: First, which is the dominant
trendthe feminization of households in the general population or
increasing poverty rates among households headed by women?
That is, to what extent is the rise in overall poverty due to a rise in
the bhare of households headed by women? And to what extent is
the rise in poverty due to an increase in the incidence of poverty
among households headed by women? Second, how much have
family composition changes affected changes in poverty in compari-
son to changes in income and jobs? Female-headed families may be
disproportionately poor for a variety of reasons. They may have
been poor before becoming a female-headed family, indicating that
under these circumstances other characteristics than family compo-
sition caused their poverty. A substantial amount of poverty in
female-headed families has been attributed to changes in income
unrelated to changes in family composition.2

This chapter examines the relationships among major demo-
graphic trends and changing patterns of poverty among children.
The chapter is divided into three major sections. The first section
analyzes trends in demographic patterns and poor children over
the last 25 years. The effects of family type, race, and family size
on poverty rates and the characteristics of poor children are ad-
dressed. In addition, the combined effects of these demographic
variables and the hypothetical effects of no change in demographic
variables are evaluated. Two additional aspects of poverty among

'Jeanne E Griffith was the principal author of this chapter, assisted by Richard Rimkunas
Dr Griffith compiled the tables, and Mr Rimkunas prepared the computer graphs.

'See. for example, U.S Commission on Civil Rights, A Growing Crisis, Disadvantaged Women
and Their Children Clearinghouse Publication 78. May 1983 Danziger, Sheldon Children in
Poverty The Truly Needly Who Fall Through the Safety Net. Madison, WI Institute for Re-
search on Poverty. November 1981, Gottschalk, Peter and Sheldon Danziger Macroeconomic
Conditions, Income Transfers, and the Trends in Poverty in the Social Contract Revisited Aims
and Outcomes of President Reagan's Social Welfare Policy Ed Lee Rainwater Washington,
D.C. Urban Institute Press. 1984. And Pearce, Diana M. The Feminization of Ghetto Poverty
Society. November/December, 1983.

2Bane, Mary Jo. Household Composition and Poverty. IRP Conference Paper presented in
Williamsburg, Va. Dec. 6-8, 1984. University of WisconsinMadison.
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children are then examined: (1) the relationship between the sever-
ity of poverty and family type, and (2) the effects of teenage fertili-
ty on poverty.

The second major section of the chapter presents the demograph-
ic trends in a broader historical and society-wide perspective. Dif-
ferent perspectives on the significance of changing family behavior
are summarized. Longer term patterns of marriage, marital disso-
lution, births out of wedlock, and living arrangements are exam-ined Finally, the relationships between these demographic trends
and children's experiences are reviewed.

The final major section of the chapter examines the possible ef-
fects of governmental policies on family formation and dissolution.
Evidence from several perspectives addressing the possibility that
policies have changed demographic patterns is reviewed.

1. Major Findings
MEkjor findings include the following:
The number of female-headed families with children more than

doubled from 1959 to 1983. The share of all children living in such
families climbed from 9 to 20 percent.

In the 1960s the main reasons for the growth of female-headed
families were population increase, the presence of children in mar-
riages dissolved by death or divorce and marital dissolution itself.
By the 1970s, the two main factors after population increase were
marital dissolution and births out of wedlock.

Poverty rates among children in female-headed families consist-ently have been much higher and more persistent than those for
children in male-present families. However, from 1978 to 1983 pov-erty rates increased faster among male-present families than in
female-headed ones, increasing the share of poor children with aman in the home.

In 1983, almost 70 percent of families headed by never-married
women were poor. These families have consistently been more
prone to poverty than any other group.

The number of poor children increased by 3 million from 1968 to
1983, even though the total population of children decreased by 9million in those years.

Because of the combined effects of family type and race, the com-
position of poor children varies by race. Among poor white chil-
dren, nearly 40 percent live in female-headed families, whereas
among poor black children that figure is nearly 75 percent.

In 1983, more than half of all children in families with five or
more children were poor. In contrast, among children in familieswith only one or two children, just under 15 percent were poor.

If the proportion of children in female-headed families had notincreased over the last quarter century, it is estimated that the
number of poor children in 1983 might have been almost 3 million
less than it actually was.

A child in a female-headed family is four times as likely to be
poor as one in a male-present family. Moreover, the former childalso is likely to be poorer, needing an average of almost $1300 in
1983 to reach the poverty threshold, almost 40 percent more than
the $931 needed by the child with a man at home.
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Never-married mothers present the most severe poverty problem
(three out of four children of such mothers are poor) and their
ranks are growing. In 1980 almost one-fifth of births were to unwed
mothers.

Birth rates to unmarried teenagers have increased steadily since
at least 1940. Even though birth rates among teenagers overall are
declining, more of their babies have been conceived out of wedlock
and fewer of the mothers are marrying before-the birth.

If the incidence of never-married mothers had not increased from
1969 to 1979, it is estimated that the overall poverty rate might
have been five percent lower in 1979.

2. Demographic Trends and Poor Children
This chapter examines the effects of demographic trends on pov-

erty among children, scrutinizing the trends in family composition
over the last 25 years and their relationship to changing levels of
poverty among children. The analysis finds complex relationships.
Since 1959, the first year for which the Bureau of the Census has
calculated poverty rates, the number and share of female-headed
households has risen in all years except one. In the same years the
incidence of poverty among children has followed a very different
path. it decreased in the 1960s, fluctuated while trending upward
in the 1970s, and increased significantly in the late 1970s and early
1980s.

The following sections address the relationships between poverty
among children and the following demographic factors: (1) family
type, (2) race, (3) family size; (4) the combined effects of these demo-
graphic trends, (5) what poverty rates among children might have
been had family composition not changed; (6) the relationship be-
tween family type and the income deficit; and (7) the relationship
between teenage fertility and poverty.

Three notes about the terminology used in this chapter are ap-
propriate at this point. First, most of this analysis deals with the
family, which is defined by the Census Bureau as a group of two or
more persons related by birth, marriage, or adoption and residing
together. However, when data are available only for households or
when it seems more appropriate to use such data, the unit studied
is the household. all persons who occupy a housing unit. Second,
female-headed families are frequently contrasted to male-present
families in this chapter. Because of the small number of one-parent
male-headed households, the male-present families include families
with two parents present as well as families with a male head but
no wife present, according to Census Bureau convention. Third, the
data in this chapter are based on "related children," that is, chil-
dren under age 18 who are not the head of a family or their spouse,
but who are living with other family members.

DEMOGRAPHIC TRENDS AND POVERTY RATES: FAMILY TYPES

POOR CHILDREN AND FAMILY TYPE

One parent vs. two parents
Family composition affects the number of children in poverty be-

cause children are necessarily dependent on other family members
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to provide for their economic well-being. The ability of a family
unit to provide for its children is related to the number of adults 'nthe family and their resources. Obviously, the more adults present
and the greater their capacities to provide, the less likely the
family will be poor. Family composition therefore serves as a very
rough proxy for the social, economic, and personal resources which
the family as a whole can amass to meet its needs.
Female vs. male family head

A child is four times as likely to be poor if living in a family
headed by a woman rather than a man. In 1983, more than half
the children in female-headed families were poor (55.4 percent).
Among children in male-present families the poverty rate was 13.4percent. Of all poor children, more than half lived in female-
headed families. For all poor white children, the share in female-
headed families was 40 percent; for poor black children, the figure
was 75 percent.

Education, labor force participation, employment, earnings, total
income, and assets as well as economies of scale all vary among dif-
ferent types of households.3 A major reason for many of these vari-
ations is the sex of the family head. Women in general have lower
rates of labor force participation, command lower wages than men,
and have fewer assets than do men.4 In addition, rates of family
formation and dissolution vary among people with different levels
of education and at different levels of economic well-being.°

THE TREND TOWARD FEMALE-HEADED FAMILIES

The image of a family as a mother, father, and childrenlong aprominent theme in American social lifehas been eroded in
recent years Trends in the formation and dissolution of marriages
have contributed to rapid increases in one-parent families. In par-
ticular, the number of female-headed families has increased dra-
matically over the last decade, accelerating long term trends ap-
parent in this country throughout this century.

Data on the numbers and percentages of different types of fami-lies show that these changes have been extensive. Since 1959, the
number of female-headed families has more than doubled, from 4.5million to 9.9 million, as shown in Table 3-1. That increase has
been the result of more than just natural increase in the total
number of families; indeed, the share of all families that areheaded by females has increased from 10.0 percent in 1959 to 15.9
percent in 1983, an increase of nearly 60 percent. In comparison,
the number of male-present families increased by nearly 30 percent
over the same period, but this represented a decrease from 90.0
percent in 1959 to 84.1 percent of all families in 1983. The increase
in female-headed families has been steady over the entire period.

Levitan, Sar and R S Belous What's Happening to the American Family? Baltimore, Jot-as
Hopkins Press 1981, Masnick, George and Mary Jo Bane, The Nation's Families. 1960-1990Cambridge, Mass Joint Center for Urban Studies 1980, Green. Gordon and Edward Welmak
Changing Family Composition and Income Differentials. U S. Bureau of the Census. CDS-80-7.August, 1982.

`Kreps, Juanita M Sex, Age, and Work Baltimore Johns Hopkins University. 1975 Hill,Martha S Female Headship and the Poverty of Children Five Thousand American Families.Vol X. Ann Arbor. Institute for Social Research, 1983.
3 Glick, Paul C and Arthur J Norton Marrying, Divorcing, and Living Together in the U.S.Today. Population Bulletin. Vol. 32. No. 5. Washington, D.0 1977.
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TABLE 3-1.-FAMILIES BY TYPE, SELECTED YEARS, 1959-83

Year Total families familiesfami s
Percent of

total
Other families

Percent of
total

1983 61,997 9,878 15.9 52,119 84.1

1982 61,393 9,469 15.4 51,924 84.6

1981 61,019 9,403 15.4 51,616 84.6

1930 60,309 9,032 15.1 51,227 84.9

1978 9,804 8,458 14.6 49,346 85.4

1977 57,2)5 8,236 14.4 48,979 85.6

1976 56,710 7,713 13.6 48,997 86.4

1975 56,245 7,482 13.3 48,763 86.7

1974 55,712 7,242 13.0 48,470 87.0

1973 55,053 6,804 12.4 48,249 87.0

1972 54,373 6,607 12.2 47,766 87.8

1971 53,296 6,191 11.6 47,105 88.4

1970 52,120 6,001 11.5 46,119 88.5

1969 51,586 5,591 10.8 45,995 89.2

1968 50,531 5,461 10.8 45,070 89.2

1967 49,833 5,333 10.7 44,500 89.3

1963 47,436 4,882 10.3 42,554 89.7

1959 45,054 4,493 10.0 40,561 90.0

Along with the increase in the number and proportion of female-
headed families overall has come a corresponding but somewhat
larger increase in such families with children. Table 3-2 shows
that the number of female-headed families with children increased
by about 160 percent over the period 1959 to 1983, from 2.5 million
to 6.6 million. Male-present families with children increased by

only about 7 percent over this period. As a result, the share of fam-
ilies with children that were headed by females increased from 9.4
percent in 1959 to 20.2 percent in 1983.
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TABLE 3-2.-FAMILIES WITH CHILDREN BY TYPE, SELECTED YEARS, 1959-83

Year Total families Female-paled Percent of Percent ofOther familiesfamilies total total

1983 32,723 6,609 20.2 26,114 79.81982 32,567 6,397 19.6 26,170 80.4
1981 32,587 6,488 19.9 26,099 80.11980 32,772 6,299 19.2 26,473 80.81978 31,735 5,837 18.4 25,898 81.61977 31,637 5,709 18.0 25,928 82.01976 31,430 5,310 16.9 26,120 83.11975 31,377 5,119 16.3 26,258 83.71974 31,331 4,922 15.7 26,409 84.31973 30,997 4,597 14.8 26,400 85.21972 30,810 4,322 14.0 26,488 86.0

1971 30,724 4,076 13.3 26,648 86.71970 30,071 3,837 12.8 26,243 87.21969 29,995 3,384 11.3 26,611 88.71968 29,323 3,269 11.1 26,054 88.91967 29,032 3,190 11.0 25,842 89.01963 28,317 2,833 10.0 25,484 90.01959 26,992 2,544 9.4 24,448 90.6

FACTORS CAUSING THE INCREASE IN FEMALE-HEADED FA?.IILIES

This increase in female-headed families with children has result-ed from specific demographic changes in our society. No single
factor explains the trend, and the behavior of individuals and fami-
lies are involved. The increase in the percentage of female-headed
families with children can be examined more closely to determine
which demographic factors have led to this unprecedented increase.
What factors have played more important roles? Have there been
so many more births out of wedlock? Have the increases in the di-vorce rate been responsible? Have more divorces occurred among
families that have children present? Have mothers without spouses
present increasingly been choosing to live on their own rather than
living with another family? Or has there simply been an increase
in the adult female population?

Between 1960 and 1970 the number of female-headed families
with children increased by 1.1 million families, an increase of 66.6
percent The rate of increase between 1970 and 1980 was faster, sothat the number of female-headed families with children increased
by 2.0 million in that decade, a gain of 74.4 percent. By 1980, the
count of female-headed families with children reached 4.8 million.
(These data are not consistent with the data series in the preceding
section because they are based on data from the 1980 Census, and
do not include female-headed families with a male present orwomen who are married with an absent spouse, but not separated.
The data in this section are internally consistent for the purposesof measuring changes between decades.)
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Chart 3.1 disaggregates the components of growth of female-
headed families with children over the two decades, from 1960 to
1980,6 to shed light on the reasons for these rapid increases. The
chart shows the percentage shares of the total increase in female-
headed families with children accounted for by a selected set offive
major demographic trends:

(1) Population growth. The general increase in the number of
all families that would naturally be accompanied by a propor-
tionate increase in female-headed families;

(2) Rate of marital dissolution. The change in the proportion
of ever-married women who are separated, widowed, or di-
vorced;

(3) Proportion of dissolved marriages with children. The
change in the proportion of women whose marriages have been
dissolved who have dependent children continuing to live with
them;

(4) Changes in patterns of living arrangements for unmar-
ried women with children. The change in the proportion of
never-married or formerly-married mothers with dependent
children who head their own households rather than living
with another person or family in their household;

(5) Births out of wedlock. The change in the proportion of
never-married women who have dependent children.

[NOTE. Data on which this chart is based are provided in Ap-
pendix I, which has support tables for all charts in the report.]

The chart is patterned after that of Heather L. Roan and Isabel V Sawhill in their Time of
Transition The Growth of Fl Mlles Headed by Women Washington. D.0 The Urban Institute
1975. p. 22
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CHART 3.1

Major Components of Growth in the Number
of FemaleHeaded Families with Children: 1960 1980
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The relative importance of these factors varied between the two
decades. In each case, population growth played the single most im-
portant role in the increase; the increase in the number of adult
women was of course directly associated with an increase in the
number of female-headed families. However, population growth ac-
counted for only about a fourth of the increase in female-headed
families in the 1970s and slightly less in the 1960s.

The trend from 1960 to 1970
Most of the increase was attributable to changes in patterns of

marriage, births, and living arrangements. In the 1960s, next to
population, increas,t. the second most important factor was an in-
crease in Cie presence of children in marriages disrupted by di-
vorce or wia)whood. That is, during this period a rising proportion
of the divorces (and widowhoods) involved children who subse-
quently stayed with their mothers. This accounted for more than a
fifth of the increase in female-headed families with children from
1960 to 1970.

The third most important factor was the actual rate of marital
dissolutiondivorces, separations, and deaths of spouses. Relatively
more existing marriages were dissolved in this period, accounting
for slightly less than a fifth of the increase in female-headed fami-
lies with children. A majority of this was due to increases in the
divorce rate. These two factors (presence of children in disrupted
marriages and marital dissolution) meant that during the 1960s an
increasing proportion of marriages were being dissolved and more
of these involved children. Population increase, the increase in
marital dissolutions, and the increasing presence of children in dis-
solved marriages accounted for more than 60 percent of the in-
crease.

The next most important factor in the increasing number of
female-headed families with children was an increase in births out
of wedlock. This accounted for about 14 percent of the increase in
this decade. Of 'he demographic factors under consideration, the
least significant was the trend for an increasing proportion of
women who experienced a marital dissolution or who had children
out of wedlock to maintain their own household rather than live as
a "subfamily" in another household.

The trend from 1970 to 1980
In the 1970's, there was a slight shift in the order of importance

of the different factors explaining the increase in female-headed
families with children. The most important factor remained popu-
lation h, accounting this time for one-fourth of the increase.
Second --..st important, however, was the increase in the rate of
mental olution (primarily divorce); this trend also accounted
for near one-fourth of the increase. The importance of births out
of wedl was greater than in the preceding decade, accountingt..

for 16.9 cent of the increase. The trend to increasing numbers of
marital dissolutions involving children continued, but to a lesser
extent, shat only 10.5 percent of the increase was attributable to
this factcb in the 1970s. The trend for relatively more never-mar-
ried or flOn. erly-married women to maintain their own households
continue but again this factor was the least significant, account-
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ing for only 6 6 percent of the increase. A slightly larger proportion
of the increase in the 1970s was unexplained by any of these fac-
tors than had been the case in the 1960s (17.9 percent compared to
14.4 percent).

Differences by race

The relative importance of these causal factors (changes in living
arrangements, marital dissolution, presence of children, births out
of wedlock, and population growth) varied between the white and
black populations, as shown in Tables 3-3 and 3-4. Among white
families, as Table 3-3 shows, in the 1960s, after population growth,
the order of importance was: (1) marital dissolution, (2) presence of
children in marriages that were dissolved, (3) separate living ar-
rangements of unmarred women with children, and (4) increased
numbers of births out of wedlock. In the 1970s, as Table 3-4 shows,
the patterns shifted so that the presence of children in disrupted
marriages was the most important, accounting for nearly 30 per-
cent of the increase. After that was marital dissolution, and only
third in importance was general population growth. Again, chang-
ing patterns of living arrangements and increases in births out of
wedlock accounted for the smallest share of the increase.

Among non-white families, the most important factor explaining
the increase in female-headed families with children in the 1960s
was the presence of children in marriages that were dissolved, as
Table 3-3 shows. Next most important was the increasing rate of
births out of wedlock. Only after these factors came population
growth and marital dissolutions. The trend toward separate living
arrangements accounted for the smallest share of the increase. In
the 1970s, shown in Table 3-4, the relative importance of these fac-
tors for non-whites shifted differently from the way they changed
for whites The trend of the presence of children in marriages that
were dissolved declined among non-whites, so that relatively fewer
marital dissolutions involved children. This factor would actually
have reduced the number of black female-headed families with
children if the other remaining factors had not led to an increase.
Population growth was the most important factor operating to in-
crease such families. (The very high percentage attributed to popu-
lation growth in the table results from negative change in the
factor, "presence of children ;" population growth accounts for an
excess gross amount of the change. However, the net change of all
six factors adds to 100 percent.) Next most important was a contin-
ued increase in births out of wedlock.
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TABLE 3-3.COMPONENTS OF GROWTH IN THE NUMBER OF FEMALE-HEADED FAMILIES

WITH CHILDREN LESS THAN 18, BY RACE, 1960-70

White Nonwhite

Component of change Families

(thousands)
Percent

Families
(thousands)

Percent

Population growth 171 24.3 62 15.9

Marital dissolution 160 22.7 61 15.6

Presence of children 139 19.7 92 23.5

Living arrangements 75 10.7 31 7.9

Births out of wedlock 58 8.2 83 21.2

Remainder 101 14.3 62 15.9

TABLE 3-4.COMPONENTS OF GROWTH IN THE NUMBER OF FEMALE-HEADED FAMILIES

WITH CHILDREN LESS THAN 18, BY RACE, 1970-80

White Nonwhite

Component of change Families

(thousands)
Percent

Families
(thousands)

Percent

Population growth 247 15.9 600 126.8

Marital dissolution 354 22.7 20 4.2

Presence of children 449 22.8 243 51.4
Living arrangements 107 6.9 13 2.7

Births out of wedlock 107 6.9 92 19.5

Remainder 294 18.9 9 1.9

TRENDS OF CHILDREN IN FEMALE-HEADED FAMILIES

As the proportion of female-headed families in the Nation has in-
creased, the living arrangements of children in families also have
changed. Although the total number of children has been declining
since the late 1960's, the number of children in female-headed
households has been increasing steadily. The total number of chil-
dren under 18 reached a peak of 70 million in 1968 and has been
declining fairly evenly ever since, to 61 million in 1983. However,
the number of children in female-headed households increased
trom 6 million in 1959 to 7 million in 1968, and continued upward
to 12 million in 1983.

Growth in the share of children in female-headed families

The increase in the number of children in female-headed house-
holds in the face of a substantial decline in the total number of
children has resulted in a significant drop in the percentage of chil-
dren who live in male-present households (com..ining both two-
parent families and those headed by a man living without a
spouse). From 1959 to 1983, the share of children living in male-
present families fell from 91.2 percent to 80.4 percent, a drop of
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nearly 12 percent. Conversely, as shown in Chart 3.2, the percent-
age of children who live in female-headed households more thandoubled in this period (increasing 118 percent), from 9.0 percent to19 7 percent. This increase in the proportion of children in familiesheaded by females means that increasingly more children areliving in exactly those families which are most prone to poierty.
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CHART 3.2

Percentage Distribution of All Children
by Family aype 1959 1983
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TRENDS IN POVERTY RATES OF CHILDREN, BY FAMILY TYPE

A first perspective on the relationship between family composi-
tion and poverty among children can be gained by examining pov-erty rates for different family types. Has the increased proportion
of female-headed families in the general populationthe feminiza-
tion of familiesthat has just been documented been accompanied
by an increase in the proportion of female-headed families that arepoor? In particular, have children in female-headed families been
disproportionately affected? This section examines these demo-
graphic questions, leaving to Chapter IV the discussion of the
social and economic factors that lead female-headed families to bemore prone to poverty.
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Female vs. male family head
While the number and proportion of children in female-headed

families have been increasing steadily since 1959, the incidence of
poverty in different types of families has been changing. As noted
in Chapter II, there have been three periods with different patterns
of change in the poverty rates since 1959. The first, from 1959 to
1969 was one of generally declining poverty rates. From 1969 to
1978, the poverty rate fluctuated, but trended upward. From 1978
to 1983, the poverty rate increased consistently and sharply. This
pattern was generally reflected in the poverty rates for children in
different types of families.

Among children in female-headed families, the incidence of pov-
erty declined in most years from 1959 to 1970, with two years of
increasing rates, as shown in Chart 3.3. From then until 1979, the
rate fluctuated, but the net movement over the period was down-
ward, so that in 1979 the poverty rate among children in female-
headed families was 48.6, in comparison to 53.0 in 1970. After 1979,
the rate increased annually, reaching a high of 56.0 in 1982 and de-
clining slightly to 55.4 in 1983.
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In male-present families, the trend varied in a similar manner in
these three periods. The poverty rate for children in such families
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declined from 22.3 in 1960 to 8.6 in 1969. It then fluctuated with a
very slight net reduction through 1979 (to 8.5 percent), and then in-
creased steadily to 13.4 percent in 1983.

Although the directional trends in the poverty rates for children
in these different types of households have been the same, two as-pects of these changes are of interest. First, the relative sizes of the
changes have been greater in male-present families than in female-
headed families Poverty among children in female-headed families
declined by slightly more than 22 percent in the 1960s, in compari-
son to a decline of more than 61 percent among children in male-
present families. Conversely, when poverty was increasing in the
late 1970s and early 1980s, it increased by 14 percent among chil-
dren in female-headed families but by nearly 58 percent for chil-
dren in male-present families.

The larger percentage changes for children in male-present fami-
lies are related to the much lower initial level of poverty for these
children (a 5-percentage point increase on a base of 8.5 percent rep-
resents a relatively greater increase than a 5 percentage point in-
crease on a 48.6 percent base rate). However, it also means that the
reduction in poverty in the earlier period was not evenly spread,
nor was the later increase. The level of poverty for children in
female-headed families, as a result, appears to have been not only
much higher, but also more persistent and stable than the rate for
children in male-present families.

Second, in the 1970s, when poverty was fluctuating among chil-
dren both in female-headed and male-present families, the poverty
rate for children in each type of family examined separately was
slightly lower in 1979 than it had been in 1969. However, the pov-erty rate for all children represents a weighted average of the pov-
erty rates of children in the different types of families. (That is, as
the percentage of children in female-headed families in the total
population increases, their contribution to the overall poverty rate
increases Their higher rate becomes an increasingly important
factor in determining the overall rate.) As a result, overall among
children the poverty rate in 1979 was 16 percent higher than it had
been in 1969 (increasing from 13.8 percent in 1969 to 16.0 percent
in 1979).

This increase resulted from the increased proportion of children
living in female-headed families. The numerical relationship be-
tween changes in types of families and changes in the poverty rates
will be examined in detail in a later section. Nevertheless, it is al-
ready clear that the combination of the higher poverty rate for
children in female-headed families and the increasing proportion of
such families can lead to increasing levels of child poverty overall,
even when the actual trend in the poverty rate for children ineither type of family is downward.

Different types of female-headed families
Different types of female-headed families have different rates of

poverty Women who have never been married and have children
are least likely to have adequate resources to care for a family.
Widows and women who have been divorced may or may not have
resources both in and outside of their household to draw upon for
support However, the nature of support for divorced women is dif-
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ferent from that for widows. Although both depend on their own
earning capacity and assets, the former might draw on child sup-
port and alimony from their previous husband whereas the latter
are more likely to depend on survivors payments of various sorts.
Table 3-5 shows the different poverty rates in the different types of
female-headed families. It shows poverty rates for female family
heads who have been divorced, widowed, or never married for the
period 1979 to 1983.

The figures support the hypothesis that children of never-mar-
ried mothers are subject to the highest poverty rates. In 1979, more
than 60 percent of such families were in poverty, and by 1983, the
figure was nearly 70 percent. Children with divorced or separated
mothers have consistently had the next highest poverty rates, with
the rates in such families ranging from about 37 percent in 1979 to
about 44 percent in 1983. Children whose father has died and who
are being raised by the mother have had the lowest poverty rates
for children in female-headed families. Poverty levels in these fami-
lies ranged from more than one-fourth in 1979 to more than one-
third in 1983.

TABLE 3-5.POVERTY RATES FOR FEMALE-HEADED FAMILIES BY MARITAL STATUS,

1979-83

Year

Marital status of female head

ted
Total Widowed

Separated Never married
ivor ced

or

1983 47.8 34.1 44.1 69.0

1982 48.2 37.2 43.5 69.9

1981 45.1 33.4 41.1 67.0

1980 43.5 30.7 40.7 65.7

1979 39.7 26.3 36.8 62.7

The composition of children according to the marital status of
their parents shows a dramatic difference between poor children
and all children. As Chart 2.8 in Chapter II shows, in 1983, al-
though 77 percent of all children lived in families with two par-
ents, less than half of all poor children (46 percent) lived in these
families. In contrast, while more than 33 percent of all poor chil-
dren lived with parents who were separated divorced, only about
15 percent of all children did so. More than three times as many
poor children (nearly 14 percent) lived with a never-married
mother than was the case for all children (about 4 percent).

FAMILY COMPOSITION OF POOR CHILDREN

A second perspective on poverty is gained by examining the com-
position of the population of children who live in. poverty. The com-
bination of changing patterns of family composition and relative
differences in trends in the incidence of poverty in families of dif-
ferent types suggests that the family characteristics of poor chil-
dren have changed in recent years.
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Percent of poor children by family type
In 1959, only 24.1 percent of poor children were in female-headed

families. But over the next two decades, as Chart 3.4 shows, as the
percentage of children in the population who were in female-
headed families increased, the share of poor children in such fami-
lies climbed even faster. This reflected the increasing incidence of
poverty and numbers of children in such families.

CHART 3.4

Percentage Distribution of Children
in Poverty 1959 1983
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From 1959 to 1969, when poverty in general was declining, it was
declining at a slower rate for children in female-headed families
than for those with fathers in the home. In combination with the
increasing proportion of all children in female-headed families, this
slower decline in the poverty rate of such children meant that in
creasingly more of the Nation's poor children were living in
female-headed families. While the overall poverty rate was declin-
ing, the percentage of poor children in female-headed families in-
creased from 24.1 percent in 1959 to 44.7 in 1969, a rise of 85 per-
cent over the period.

From 1970 to 1978, when the overall poverty rate for children
fluctuated with a slight upward trend, the proportion of all chil-
dren in female-headed families increased more rapidly than in the
prefect ea* imudiagg the poverty rate declined more
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sharply in this period for female-headed families than for male-
present families, the effect of the rapid increase in female-headed
families in the general population was that the share of poor chil-
dren who lived in female-headed families continued to increase
through much of the 1970s, to a peak level of 58.3 percent in 1978.

Beginning in 1979, however, the components of the equation
began to change. Poverty rates among all children began to in-
crease, but the increase was faster in male-present families than in
female-headed families. Children in these male-present families in-
cluded more than 80 percent of all children, so the growth in their
poverty rates increased their share of the nation's poor children.
The percentage of poor children who lived in female-headed fami-
lies began a sustained decline for the first time since 1959. By 1983,
the percentage of poor children who lived in female-headed house-
holds had declined to 50.3 percent, a drop of 14 percent from 1978.
This decline occurred even though the percentage of all children in
female-headed families continued to increase during this period
(See Chart 3.2), and even though the poverty rate among children
in female-hea1/40, i families was increasing.

Numbers of poor children, by family type
The net result of the changes in the incidence and composition of

children in poverty is that the number of poor children in female-
headed families continued to increase from 1978 to 1983, Ile it had
from 1959 to 1978. Chart 3.5 provides a different perspective on the
issue of the composition of children in poverty, for it presents the
actual number of children in poverty in the two types of house-
holds. Over the period 1959 to 1983, the number of poor children in
female-headed families increased steadily but gradually, showing
no response to trends of declining poverty overall. The number of
such children increased from 4.1 million in 1959 to 5.7 million in
1978, to 6.7 million in 1983.
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CHART 3.5

Composition of Children in Poverty
According to Family TYpe: 1959 1983

T.tal

Male Present
retailles

Female Heeded
Families

1151 1162 1165 1171

Year
1171 nn 1110 1113

However, the number of poor children in male-present families
dominated the patterns of decreasing poverty from 1959 to 1969,
decreasing from 13.1 million in 1959 to 5.3 million in 1969, a de-
cline of 60 percent. The trend levelled out somewhat over the next
decade, fluctuating but declining to 4.4 million in 1978, a drop of 17
percent. Then again from 1979 to 1983, trends in poverty for these
male-present families dominated the general trend in poverty, as
the number of children in auch households in poverty increased to
6.6 million in 1983, a rise of 25 percent in 4 years.

Both the percentage of children overall who live in female-
headed families and the percentage of poor children in such fami-
lies slightly more than doubled from 1959 to 1983. In fact, the in-
crease for all children in female-headed families was slightly great-
er, at 119 percent, compared to an increase of 109 percent for poor
children in female-headed families.

This review of the data shows that during the 24 years, 1959 to
1983, the feminization of households was associated with increasing
numbers of poor children, even though the poverty rate for chil-
dren in female-headed families had declined somewhat. The differ-
ent trends during this period may indicate that changes in poverty
rates in other families have a greater effect on trends in the over-
all poverty rate among children than have trends in poverty rates
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in female-headed families. This issue is more precisely explored
after the next section.

DEMOGRAPHIC TRENDS AND POVERTY RATES: RACE

RACE AND POVERTY AMONG CHILDREN

Race is a second demographic characteristic that is closely relat-
ed to poverty; the incidence of child poverty in all types of house-
holds is higher for blacks and Hispanics than it is for whites. In
1983, rates among black children were nearly three times higher
than among white children, at 46.3 and 16.9 percent respectively.
However, rates among black children had been more than four
times higher than among whites, a decade earlier. As poverty rates
among white children have increased faster than among black chil-
dren since the early 1970s, the difference between the two has nar-
rowed.

Trends in poverty rates
Although the levels are sharply different, the trends in poverty

rates among black and white children were similar. As shown in
Chart 3.6a, poverty rates among white children declined from 20.6
percent in 1959 to a low of 9.7 percent in 1969; from that time they
fluctuated until they began to increase again to 16.9 percent in
1983. Among black children, the rates declined from 48.1 percent of
black children in poverty in 1959 to the low of 39.6 percent in 1969.
After a period of fluctuation that rate also increased again, to 46.3
percent in 1983.

For Hispanic children, data are available to chart poverty trends
only since 1973. For 6 years, from 1973 to 1979, the rate fluctuated
so that 21 to 26 percent of Hispanic children were poor. Thereafter,
the rate increased steadily, reaching 37.8 percent by 1983.
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CHART 3.6a

Poverty Rates for Related Children
by Race and Ethnicity : 1959 1983
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CHAPS 3.6b

Poverty Rates for Related Children
by Race and Family '1Tpe: 1959 1983
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Race and family type
Chart 3.6b also shows that poverty in the different family types

varies consistently by race. Black or Hispanic children in female-
headed families are much more likely to be poor than are white
children in such families. The same is true of the different race
groups for male-present families, but the difference here is not so
great

Chart 3.6b shows another unexpected effect from disaggregating
poverty rates by family type. Overall, black children have higher
poverty rates than Hispanic children. However, when these data
are broken down by family type, it is clear that Hispanic children
in either female-headed families or male-present families have
often had higher or equivalent rates of poverty (during the period
observed) than have black children in either of these types of fami-
lies. The lower rate of overall poverty among Hispanic children re-
sults from a relatively lower proportion of Hispanic children in
female-headed families.

The combined effects of race and family type are shown in Chart
3.7, which gives the ratio of the poverty rates for children in
female-headed families to the rates for children in male-present
families, by race. This ratio can be increased in either of two ways.
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First, if the poverty rate in female-headed families rises more than
the rate in male-present families, the ratio will increase. Alterna-
tively, if the incidence of poverty declines in male-present families
relatively more than female-headed families, the ratio will rise.
Thus, in 1983, a white child living in a female-headed family was
more than 4 times as likely to be poor as one living in a male-
present family. The ratio had been higherwhite children in
female-headed families were up to 7 times as likely to be in poverty
as those in male-present familieswhen poverty rates among male-
present families were lowest in the 1970s. For a black child, howev-
er, living in a female-headed family meant being nearly three
times as likely to be poor. Hispanic children living in female-
headed families were more than 2.5 times as likely to be poor as
Hispanic children in male-present families. The lower ratio in
black and Hispanic iimilies has been consistent over the period
being analyzed and results from the higher poverty rates among
male-present families in these groups.
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CHART 3.7

Ratio of Poverty Rates in Female Headed Families with Children
to Male Present Hu/lilies with Children
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Composition of children in poverty by race and family type
As a result of the combined effects of family type and race, the

composition of poor children varies by race, as Chart 3.8 shows.
Whereas among poor white children, in 1983, 39.7 percent lived in
female-headed families, among poor black children that figure was
74.8 percent. For Hispanic children, 45.4 percent of poor children
live in female-headed families. The relatively higher proportion of
children in female headed families in black families has been con-
sistent over the period observed.

102



CHAZT

Composition of Children in Poverty
by Race : 1983

BUT co AVAILASLE Total White

1C.33

Hispanic

Legend
MI female head
IN male prised



I

81

The number of poor children in the different race and family
type groups is presented in Chart 3.9. This chart shows that as the
total number of children in poverty has varied over time, different
groups have contributed to the changes. As poverty among children
declined in the 1960s, it was white children in male-present fami-
lies who experienced the most substantial reduction in numbers.
There was a smaller decline in the number of black children in
male-present families. Among female-headed families of either
race, the number of children in poverty did not decline in this
period; in fact, among white female-headed families, the number
increased slightly.
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CHART 3.9

Composition of Child Poverty Population
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Since the late 1960s, changes in the number of chidlren in pover-
ty have been affected by two different trends. In general, the
number of poor children in female-headed families of either race
has increased gradually but steadily. The total number of poor chil-
dren, however, fluctuated through the 1970s before it increased
from 1979 to 1983. These dominant trends resulted from changes in
the number of poor children in white, male-present families. Over
this period, the number of poor children in black, male-present
families held fairly constant so that they had little effect on
changes in the number of children in poverty.

d. Composition of children by race and marital status of parents
The composition of children by the marital status of their par-

ents also differs substantially by race. Black children, as was
shown above, are much more likely to be in a female-headed family
than are white children. This is the case for all three marital sta-
tuses, but the difference by race is particularly dramatic for chil-
dren with never-married mothers. As Chart 3.10 shows, black chil-
dren in general are nearly twelve times as likely to live in families
with never-married mothers as are white children (16.4 percent
and 1.4 percent respectively). Black children are also nearly two
and one-half times as likely to live with a divorced or separated
parent as are white children (26.8 percent and 10.6 percent, respec-
tively). The differences between the two race groups diminish when
only poor children are compared, but there is still a substantial dif-
ference, particularly with respect to never-married mothers. Poor
black children are 4.3 times as likely to live with never-married
mothers as are poor white children (28 percent and 6.6 percent, re-
spectively).
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DEMOGRAPHIC TRENDS AND POVERTY RATES: FAMILY SIZE

ISSUES OF FAMILY SIZE

Family size is another aspect of family composition that is direct-
ly related to the number of children in poverty. It affects the pov-
erty status of children in two respects. First, the number of persons
in a family affects its level of need; the official measure of poverty
acknowledges that larger families need more money. On a purely
statistical basis, one might expect that a higher proportion of fami-
lies with more children would be living in poverty, simply for this
reason. Consider two families earning the same income. The family
with more children is more likely to be in poverty, because its pov-
erty threshold is higher than that for the small family with fewer
children.

Second, a poor family with more children contributes more to the
count of children in poverty than does a poor family with fewer
children. Each family adds only one unit to the count of families in
poverty, but larger families add more to the count of persons or
children than small families. Thus, if larger families are somewhat
more likely to fall into poverty, they also will contribute dispropor-
tionately to the poverty rate among children.

FAMILY SIZE AND POVERTY AMONG CHILDREN

Table 3-6 shows that in 1983 over half of families with five or
more children were poor. This was nearly four rimes higher than
the rate among families with only one or two children, of which
just under 15 percent were poor. (Note that this is the rate for fam-
ilies, not children in families.) This general relationship has held
over the last 25 years, with the incidence of poverty among the
larger families ranging from slightly over three to four times
higher than among smaller families. Over the period 1969 to 1983,
the poverty rate among families with five or more children more
than doubled, while the rate among families with one or two chil-
dren increased by slightly more than 80 percent.
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TABLE 3-6.-POVERTY RATES FOR FAMILIES BY SIZE 1959-83

Year
Families with 1 or
2 related children

Famihes with 3 or
4 related children

Familles., ,thiawith 5 cr

-mien

1959 14.2 24.5 53.0

1969 1.9 12.4 27.5

1910 8.6 13.4 29.9

1971 9.1 14.2 30.7

1912 8.8 14.1 30.3

1973 8.6 14.5 29.5

1914 9.5 15.9 32.1

1915 10.2 17.1 37.8

1976. 10.2 17.1 34.9

1911 10.2 11.9 36.1

1978 10.3 17.8 37.3

1919 9.6 19.5 38.9

1980 12.0 21.5 43.5

1981 12.6 24.8 48.2

1982 14.2 26.9 53.1

1983 14.5 21.6 55.8

As the size of families in general has declined over this period,
the effect of the higher poverty rates for larger families on the
overall poverty rate among families has declined. This effect can be
seen by examining the composition of poor families according to
the number of children in the family, shown in Table 3-7. Whereas
in 1959, over 20 percent of all poor families with children had five
or more children, by 1983 that figure had declined to fewer than 7
percent. Over this period, the percentage of poor families with
three or four children fluctuated between 29.8 and 34.1 percent, but
there has not been a consistent trend. The percentage of poor fami-
lies with only one or two children, however, has increased fairly
steadily from about 45 percent in 1959 to nearly 65 percent in 1983.
Thus despite the higher poverty rates among larger families, in-
creasingly more poor families are of smaller size. However, as the
incidence of poverty in larger families has increased faster than
among smaller families, even though they represent a declining
share of all poor families, they continue to have a large effect on
the overall poverty rate.
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TABLE 3-1.--COMPOSITION OF POOR FAMILIES BY NUMBER OF RELATED CHILDREN UNDER 18, SELECTED YEARS: 1959-83

Year
Total poor
famiks

Poor families
without children

Pox farniks
With children

Families with
1-2 children

Percent
Fannies with
3-4 children Percent

Fanules with 5
phis thildren Percent

1959 8,320 2,877 5,443 2,458 45.2 1,854 34.1 1,131 20.8
)963 1,554 2,563 4,991 2,118 42.4 1,724 34.5 1,149 23.0
1967 5,667 2,081 3,586 1,590 44.3 1,137 31.7 859 24.0
1968 5,047 1,700 3,347 1,465 43.8 1,119 33.4 763 22.8
1969 5,005 1,779 3,226 1,514 46.9 1,051 32.6 661 20.5
1970 . 5,260 1,769 3,491 1,662 47.6 1,121 32.1 711 20.4
1971 5,303 1,621 3,682 1,845 50.1 1,175 31.9 663 18.0
1972 5,075 1,454 3,621 1,818 50.2 1,181 32.6 620 17.1
1975 5,450 1,278 4,172 2,263 54.2 1,309 31.4 599 14.4
1979 5,461 1,380 4,081 2,385 58.4 1,321 32.4 374 9.2
1980 6,217 1,395 4,822 3,038 63.0 1,415 29.3 369

7.671981 6,851 1,660 5,191 3,187 61.4 1,610 31.0 394 7
1982 7,512 1,800 5,712 3,583 62.1 1,111 30.0 418 1.3
1983 7,641 1,792 5,849 3,723 63.7 1,741 29.8 385 6.6
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WHAT ARE THE COMBINED EFFECTS OF THESE DEMOGRAPHIC Tamps?

That children in families of different types have different tenden-
cies to be poor has been documented in the preceding sections. The
demographic trends addressed were race, family type, and size of
family. Combining these factors provides greater insights into the
types of children who are most likely to be poor. To synthesize the
information from the preceding sections, Chart 3.11 shows the
characteristics of all children as well as poverty rates for children
and composition of poor children according to characteristics of
their families, for selected years from 1970 through 1983.7

Each cell in the chart provides three pieces of information about
that category of family. The first figure in each "cell" is the per-
centage of all children who are in that category; the second figure
is the percentage of all poor children who fall in that category; the
third figure is the poverty rate among children in that category.
For example, in 1974, the figure shows that 4.6 percent of all chil-
dren were in white, female-headed families with three or more chil-
dren. About 16 percent of all poor children were in such families.
The poverty rate in these families was 54.0 percent.

The individual trends of increasing prevalence of both female-
headed families and small families can be seen by examining the
percentages of all children in these families. Children in large fam-
ilies formed an increasingly small share of the children in the pop-
ulation, overall, both in female-headed and male-present families,
and in both race categories (blacks and other races were combined
in this chart because the level of disaggregation does not permit a
separate examination of other races). Also, among both whites and
non-whites, the percentage of children in female-headed families
increased steadily.

' The concept for this data presentation is drawn from Danziger, Sheldon Children in Pover-
ty: The Truly Needy Who Fall Threrigh the Safety Net Institute for Research on Poverty Dis-
mission Papers. University of Winconsin-Madison. November 1531.
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CHART 3.11. Distribution of Children and Incidence of Poverty
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CHART 3.11.(Continued). Distribution of Children and Incidence of Poverty
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Over this period, poverty rates for different groups have not
always changed in the same directions. As shown, the poverty rate
for children in larger families has increased, in both family types
and in both races. For example, the poverty among white, female-
headed families with three or more children was increased from
nearly 56 percent in 1970 to over 68 percent in 1983. In contrast, in
most cases the poverty rate in smaller families showed a downward
trend in the 1970s, followed by an upward trend in the 1980s. Since
children in smaller families have consistently increased as a share
of all children, their fluctuating poverty rates have had an increas-
ing effect on the overall poverty rate, which also fluctuated over
the last decade. The poverty rates for children in female-headed
families of either size category are higher than those among male-
present families of either size. Thus, for either. race, the poverty
rate for children among female-headed families with one or two
children (in 1983, 37.0 and 52.9 among whites and non-whites, re-
spectively) was higher than that among children in male-present
families with 3 or more children (in 1983, 19.3 and 33.9 among
whites and non-whites, respectively).

The differential poverty rates and composition of children in the
population combine to cause the composition of children in poverty
to be quite different from that of children overall. The percentages
of children in poverty show that nonwhite children, children in
female-headed families, and children in large families are repre-
sented to a greater extent among poor children than they are
among children in general. The exceptions to these generalizations
are also notable; white children in larger male-present families and
r.on-white children in small, male-present, families both form a
smaller share of the poor population than they do of children in
general. These exceptions are consistent over all years observed. As
of 1983, children in smaller, female-headed, families are about 70
percent more common in the poor population than they are in gen-
eral (13 6 percent of all poor children in comparison to 8.0 percent
of all children). In larger families, however, they are more than
three times more common in the poor population (11.6 percent vs.
3 7 percent). Among non-white children the effect of family size op-
erates in the same manner, but these children have the added ef-
fects of race: those in smaller, female-headed families are more
than twice as common in the poor population as in general (9.6 per-
cent vs 3 9 percent) and those in larger, female- headed families are
nearly four times more common among poor children (15.6 percent
vs 4.1 percent). Even with a male present in the family, non-white
children in larger families have an added disadvantage, for they
are 54 percent more common among poor children than in general
(7.8 percent vs. 5.0 percent).

Even though children in families with a male present are less
common among poor children than among all children, their share
of all poor children has increased since 1979. This results from
their being such a high proportion of all children and the increas-
ing poverty rates for this group. This chart shows that the increas-
ing share occurred among children in both large and small fami-
lies, but that it was greater among small families. For example, the
percentage of poor children who are white and in smaller male-
present families increased from 11.5 percent in 1979 to 15.1 percent
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in 1983. Those in the larger families increased to a lesser extent,
from 21.3 to 23.2 percent of all poor children.

WHAT WOULD CHILD POVERTY RATES HAVE BEEN IF FAMILY
COMPOSITION HAD NOT CHANGED?

If family composition had remained as it was in the beginning of
the period being analyzed, with current poverty rates for different
types of familes, the overall poverty rate would be lower. This is
the result of increases in the relative frequency of female-headed
families which are more prone to poverty. Chart 3.12 shows the
computation of hypothetical poverty rates over the period 1959 to
1983 if family types had remained constant since 1959, but poverty
rates in each year had changed as they did.

MUT 3.12

Estimated Child Poverty Rate Assuming
Family Composition.Had Not Changed

30

20

Actual Poverty Nate

10

0

Estimated Poverty Este

aye 1112 tIS3 Inl

Year
t174 077 1153

There are two points to note about this chart. First, it clearly
shows that poverty rates would have been lower among children
overall if changes in family composition had not occurred over the
last 25 years. The data show that in 1983 the poverty rate among
children would have been 16.9 percent, or 22 percent lower than
the actual rate of 21.7 percent if only the same proportion of fami-
lies in each race group were headed by females as was the case in
1959.
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The second point to note is that the effects of household composi-
tion changes have not been constant, but have interacted with rela-
tive changes in the poverty rates among different types of house-
holds. That is, even though the proportion of children in female-
hraded families has increased steadily during this period, the gap
between the actual poverty rates and those calculated assuming no
changes in family composition has not continued to grow. To the
contrary, when poverty rates in general were declining or fluctuat-
ing, from 1959 through the late 1970s, the declines were relatively
greater among children in male-present families. Therefore, the ef-
fects of changing family composition were emphasized as more chil-
dren lived in female-headed families and their poverty rates re-
mained relatively higher. The gap reached its highest point in
1978, when poverty rates were 26 percent higher than the hypo-
thetical rate calculated. But when poverty rates were increasing
overall, they were increasing at a faster rate among male-present
families, from the late 1970s to 1983. This diminished the cumulat-
ing effects of increasing shares of children living in female-headed
families, and the gap between the actual rates and the hypothetical
rates shown here 'began to shrink. Thus, the gap between these fig-
ures was greatest in the late 1970s when poverty rates among chil-
dren in male-present families had declined the most relative to
those among children in female-headed families.

Because of implicit assumptions in Cnis kind of analysis, the re-
sults should be interpreted with caution.° Not all the difference be-
tween the observed and the hypothetical poverty rates can be at-
tributed to simple changes in family composition, for that interpre-
tation assumes that poverty is directly associated with family type
and not with other economic factors operating on the incomes of
specific families. It could be, however, that the increased numbers
of female-headed families observed in recent decades came from
family situations in which they were more likely to be poor. In this
case, many of them would have been poor whether or not they had
made the transition to a female-headed family. If they had re-
mained in a male-present family, that family would have been
poor, raising the rate for such families and leaving the overall pov-
erty rate about as observed.

Bane distinguishes between two types of composition-related pov-
erty. The first is poverty in female-headed families that became
poor as a result of changes in income or need at the time the
family was established. The second is poverty showing up in
female-headed families that were poor before they established the
new family or might have been poor in any case because of person-
al income loss. Controlling for changes in family type, as in the
preceding paragraphs, does not distmguish between the two; as
such, these "controlled" rates should be interpreted carefully.

INCOME DEFICIT AND FAMILY TYPE

The effects of poverty in the population can be measured not
only by the incidence of poverty of different groups but also by the

The following discussion is drawn from Bane. Mary Jo Household Composition and Poverty.
IRP Conference Paper presented at Williamsburg, VA. Dec. 6-8, 1984. University of Wisconsin-Madison. See also Chapter II of this report.
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severity of their poverty. One measure of that severity is the
"income deficit," or the additional income that would be required
to bring a family up to the poverty level. The aggregate income def-
icit is the sum of all individual family income deficits. Table 3-8
shows the aggregate and per capita income deficits for different
types of families. The total aggregate deficit is the sum of the ag-
gregate deficits for all poor families and for poor unrelated individ-
uals; in 1983 that figure was $47.1 billion, using total cash income
and the official poverty measure to determine the figure. The ag-
gregate deficit for families with children was $26.9 billion or 57
percent of the total deficit. Although poor children in female-
headed families were 50.3 percent of all poor children, their aggre-
gate income deficit was 55.4 percent of the total deficit for poor
families with children. The differential in poor black families is
greater than in poor white families; 45 percent of the total deficit
among white families with children is among those that are
female-headed, in comparison to 78 percent of the deficit among
black families with children. This aggregate differential is some-
what misleading, however, because the number of families vary
greatly among the different race and sex of householder groups.
The size of the group directly affects the size of the aggregate defi-
cit.

Another way of looking at the deficit is the per capita deficit.
This is the aggregate deficit divided by the total number of persons
who are included in the poor families in the category. Using the
official poverty measure and total income, the per capita deficit for
all poor families with children in 1983 was $1,103. That figure
varied considerably among families of different types, however.
Among all female-headed families, the per capita deficit was
higher, at $1,297. This figure did not vary substantially between
white and black female-headed families. The per capita deficit of
femaleheaded families was more than 39 percent higher than that
of male-present families, $931. Race does not appear to be related
to the level of the per capita deficit among male-present familips,
either.
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TABLE 3-8.AGGREGATE AND PER CAPITA INCOME DEFICIT FOR FAMILIES WITH

CHILDREN BY RACE AND FAMILY TYPE, 1983

Income measure by race

Deficit measure and family type of families with
children

Pre-transfer income deficit Total income deficit: official
warty measure

Total White Black Iva!
White Bled(

Aggregate deficit (billions):
All families $46.4 $28.8 $15.5 $26.9 $16.8 $9.0
Female-headed families 26.2 13.4 12.0 14.9 7.5 7.0
Male-present families 20.2 15.3 3.5 12.0 9.3 2.0

Per capita deficit:
All families 1,596 1,485 1,821 1,103 1,071 1,182
Female-headed families 2,008 1,984 2,036 1,297 1,308 1,293
Male-present families 1,261 1,216 1,348 931 934 906

The differential between male-present and female-headed fami-
lies with children would be greater if social insurance and welfare
income were not included in the measure of a family's income in
the calculation of the income deficit, of if pre-transfer income
(market income) were used to calculate the deficit. As Chart 3.13
shows, the per capita deficit among female-headed families was
slightly more than $2,000 before all transfer income. This figure
was 59 percent higher than the corresponding measure for male-
present families, just over $1,250. This greater differential in the
pre-transfer per capita deficit reflects the effects of the eligibility
rules for different income transfer programs, under which families
with a male present are, in general, much less likely to be eligible.
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TEENAGE FERTILITY AND POVERTY

Changing patterns of childbearing and childrearing among the
Nation's youth raise the question of whether teenage fertility and
births out of wedlock might be responsible for a significant portion
of the higher poverty among children. If the birth rate among teen-
agers is increasing or the proportion of births out of wedlock is in-
creasing (or both), then to the extent that these factors are associ-
ated with higher levels of poverty, the concern is that they may be
contributing to overall increasing levels of poverty. The issue can
be examined through four questions: 1) What has been the trend in
birth rates among teenagers in recent years? 2) What have been
the trends in births to teenagers in and out of wedlock? 3) How are
these trends related to the level of poverty? and 4) How are these
trends related to changes in the poverty rate?

TEENAGE BIRTH RATES

Overall, trends in the birth rates to teenagers have followed the
same trends as in the population at large in recent years. Since
1960, birth rates to women aged 15 to 19 have declined. As Table
3-9 shows, in 1960 the birth rate for white women in this age group
was 79.4 (births per 1,000 women in the age group). By 1970 that
had declined to 57.4, and by 1982, the latest year for which data
are available, the rate was 44.6, a decline of 44 percent since 1960.
Data for black women are not available prior to 1964, but birth
rates for this group have declined from 147.6 in 1964 to 97.0 in
1982, a decline of 34 percent over the same period when births to
white teenagers declined by 30 percent. Birth rates in this age
group, however, in the black population remain more than twice as
high as in the white population.

Birth rates among 18-19 year olds are substantially higher than
among 15-17 year olds, for both races. However, among these older
adolescents, the decline in birth rates since the late 1960s has been
much steeper than among the younger women. For white women
18-19, the decline from 1966 to 1982 was 34.6 percent compared to
5 percent among women 15-17; for black women, the declines were
39.2 and 27.3 percent respectively.
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TABLE 3-9.-BIRTH RATES TO WOMEN AGES 15 TO 19, 1960 TO 1981

Birth rate'

Year
All women 15 to

19

15 to 17 18 to 19

White Black White Black
White Black

1960
1961

1962

1963

79.4
79.2
73.2
68.2

1964 63.4 147.6

1965 60.6 144.6

1966 60.4 142.7 26.6 97.9 108.2 219.2

1967 56.9 141.8 25.7 99.5 104.0 213.4

1968 54.9 138.7 25.6 98.2 100.5 206.1

1969 54.7 137.0 26.4 96.9 99.2 202.5

1970 57.4 147.7 29.2 101.4 101.5 204.9

1971 53.6 134.5 28.5 99.4 92.3 192.6

1972 51.0 129.8 29.3 99.5 84.3 179.5

1973 49.0 123.1 29.2 96.0 79.3 166.6

1974 47.9 116.5 28.7 90.0 77.3 158.7

1975 46.4 111.8 28.0 85.6 74.0 152.4

1976 44.1 104.9 26.3 80.3 70.2 142.5

1977 44.1 104.7 26.1 79.6 70.5 142.9

1978 42.9 100.9 24.9 75.0 69.4 139.7

1979 43.7 101.7 24.7 75.7 71.0 140.4

1980 44.7 100.0 25.2 73.6 72.1 138.8

1981 44.6 97.1 25.1 70.6 71.9 135.9

1982 44.6 97.0 25.2 71.2 70.8 133.3

1 Births per 1,000 women in the age group.

Sources: U.S. National Center for Health Statistics. Vital Statistics of the United States, 1979 Natality Table

1-6. U.S. National Center for Health Statistics. Monthly Vital Statistics Report. Advance Report of Final Natality

Statistics. 1982. Table 4.

TEENAGE BIRTHS IN AND OUT OF WEDLOCK

At the same time that birth rates overall for 15 to 19 year olds
have been declining, both the number and rate of births out of
wedlock (births per 1,000 unmarried women) has been increasing.
This apparent contradiction is not one. The classification of a birth
as in or out of wedlock depends on the marital status of the mother
at the time of birth, not at the time of conception. The rate of
births out of wedlock, then, depends not only on the rate of concep-
tion out of wedlock but also on the proportion of women who con-
ceive out of wedlock who marry before giving birth. Data on these
issues are not available on an annual basis, but some information
is available from special surveys and analyses.

Table 3-10 shows that between the two periods 1959-1962 and
1975-1978, out of all births to women aged 15 to 17 or 18 to 19, the
proportion of births resulting from premarital conceptions in-
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creased substantially. Whereas among white women aged 15 to 17
in 1959-1962, over 45 percent of all births had been conceived pre-
maritally, by 1975-1978 the figure had increased to more than 80
percent. The comparable figures for black women were 89.3 and
97.7 percent, for the two respective time periods. Among women 18
to 19, although the percentages were lower, the same trend was op-
erating.

At the same time, the percent of premaritally conceived births
that were legitimated declined for both black and white women,
from 16.0 to 4.9 percent for black women and from 69.8 to 55.9 per-
cent for white women aged 15 to 17. For women aged 18 to 19, the
trend downward was even sharper, from 33.6 percent of all premar-
itally conceived births legitimated for blacks in 1959-1962 to 10.9
percent in 1975-1978, and from 72.7 to 60.4 among whites.

These figures show that the increases in recent years in births
out of wedlock are associated with two demographic factors: 1) an
increase in the percentage of conceptions that are premarital and
2) a decrease in the percentage of premarital conceptions that are
legitimated before birth. Thus, even though overall birth rates to
teenage women are declining, more of those births have been con-
ceived out of wedlock and fewer of those mothers have wed before
birth, leading the rate of births out of wedlock to increase in recent
years.



TABLE 3-10.-TRENDS IN TEENAGE FERTILITY, MARRIAGE, AND BIRTHS OUT OF WEDLOCK, 1959-78

Period and age at first birth

Number of

firstthousabirthjs)(in

Percentages Percent of

Ixecortinicere

...,Lm"blirthsmated

Premaritally conceived

Toutarthl first

Total
Premarital

births
Postmarital

births fttmaconcsivedritallY

White women:
1959 to 1962:

15 to 17 407 100.0 46.4 14.0 32.4 53.6 69.8

18 to 19 857 100.0 24.2 6.6 17.6 75.8 72.7

1963 to 1966:
15 to 17 433 100.0 55.7 19.9 35.8 44.3 64.3

19 to 19 928 100.0 35.9 8.6 27.2 64.1 75.8

1967 to 1970:
15 to 17 379 100.0 68.4 25.4 43.0 31.6 62.9

18 to 19 925 100.0 44.8 10.9 34.0 55.2 75.9

1971 to 1974:
15 to 17 520 100.0 73.2 34.5 38.7 26.8 52.9

18 to 19 872 100.0 53.1 13.6 39.5 46.9 74.4

1975 to 1978:
15 to 17 432 100.0 80.3 35.5 44.8 19.7 55.8

18 to 19 755 100.0 52.5 20.8 31.7 47.5 60.4
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Black women:
1959 to 1962:

15 to 17 152 100.0 89.3 75.0 14.3 10.7 16.018 to 19 114 100.0 66.9 44.4 22.5 33.1 33.61963 to 1966:
15 to 17 175 100.0 89.3 72.9 16.4 10.7 18.418 to 19 152 100.0 66.6 41.8 24.7 33.4 37.11967 to 1970:
15 to 17 211 100.0 89.2 70.2 19.0 10.8 21.318 to 19 174 100.0 79.9 54.1 25.8 20.1 32.31971 to 1914:
15 to 17 205 100.0 94.2 80.0 14.2 5.8 15.118 to 19 170 100.0 88.0 70.2 17.8 12.0 20.21975 to 1978:
15 to 17 147 100.0 97.9 92.9 4.8 2.2 4.918 to 19 226 100.0 85.1 75.8 9.3 14.8 10.7

Sotiar.: OTAIDel, Martin and Maurice 1 Moore The Legitimacy Status of First Births to U.S. Women Aged 15 to 24, 1939-1978. Family Planning Perspectives. Vol. 12, No. 1.January /February 1980, p.
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As a result of these trends in total birth rates and share of births
out of wedlock, the birth rates for adolescent women who are mar-
ried have been declining in recent years at the same time that
birth rates to unmarried women have been increasing. As Table
3-11 shows, birth rates to married women aged 15 to 19 declined
fairly steadily from the late 1960s through 1979, regardless of race.
Among white married women, birth rates declined by more than 20
percent from 1969 to 1979; the rates among black married women
declined by more than 35 percent in the same period, so that by
the end of the period, marital birth rates between the two race
groups weretiomparable. Birth raiec among married women at
these ages consistently much higher than among unmarried
women, alt gh relatively small proportions of the adolescent
population married. The rates for unmarried white women in-
creased stea y through 1982, more than doubling from 1966 to
1982. The ra also increased among older white adolescents, in-
creasing by ly 80 percent in the same period. Among black un-
married adol nts, however, birth rates were much higher than
among their te counterparts. The trend among black youth was
different, fo irth rates to black unmarried teenagers declined
slightly over period, by 6 percent from 1969 to 1982 among 15
to 17 year ol and by nearly 10 percent among 18 to 19 years olds.
Among both e groups there was a slight increase in the early
1970s followejy a more substantial decline. (Data are not consist-
ently availablr for all these age/race groups because of the small
numbers of cases involved.)

The net result of the low but gradually increasing birth rates
among white unmarried adolescents, slowly declining rates among
black unmarried adolescents, and the much higher but declining
rates among married adolescents of both races has been that the
birth rates among adolescents declined in recent years, as shown
above in Table 3-10. In spite of these declining rates, young women
remain the age group with the highest proportion of unplanned
births; in 1982, fully 46 percent of all births to women aged 15 to 24
had been either unwanted or mistimed, compared to about 25 per-
cent of births to older women.9

9 Pratt, William F.. William D. Moeher, Christine A. Bachrach, and Marjorie C Horn Under-
standing U.S. Fertility. Findings from the National Survey of Family Growth, Cycle 111. Popula-
tion Bulletin. 39:5. Population Reference Bureau, Inc., Washington, D.0 December, 1984, p 32.
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TABLE 3-11.-ESTIMATED BIRTH RATES FOR MARRIED AND UNMARRIED WOMEN AGES

15-19, BY RACE 1966 TO 1982

[Births per 1,000 women]

Marital status, race, and age

Married Unmarried

Year
White,
15 to

19

Black,
15 to
19

White Blade

117o to 18 to
19

15
17

to
1899

to

1966 438.8 5.4 14.1
1967 424.1 5.6 15.3
1968 422.0 6.2 16.6
1969 423.1 514.6 6.6 16.6 72.0 128.4
1970 431.8 533.3 7.5 17.5 77.9 136.4
1971 403.4 511.7 7.4 15.8 80.9 136.3
1972 364.1 500.0 8.1 15.1 83.1 129.8
1973 330.6 453.7 8.5 15.0 81.9. 123.0
1974 320.1 372.4 8.9 15.4 79.4 124.9
1975 311.8 329.8 9.7 16.6 77.8 126.8
1976 306.4 319.2 9.9 17.0 74.6 121.8
1977 307.6 345.7 10.7 18.8 74.3 125.9
1978 321.8 368.6 10.5 19.5 10.3 124.3
1979 337.6 333.8 11.1 21.2 72.5 128.8
1980 11.8 23.6 69.5 120.2
1981 12.4 24.6 66.9 117.6
1982 12.9 25.1 67.6 115.8

Sources U S National Center for Health Statistics. Vital Statistics of the United States, 1979. Natality. Tables
1-32 and 1-33 And U.S National Center for Health Statistics Monthly Vital Statistics Report. Advance Report
of Final Natality Statistics, 1982, Table 18.

TRENDS IN POVERTY AMONG ADOLESCENT MOTHERS

The incidence of poverty among teenage women is the next
factor of interest in the attempt to determine the contribution of
births out of wedlocks to the general levels of poverty.

The data sources used in this analysis are not adequate to dem-
onstrate the effect of teenage parentage on current high poverty
rates among never-married teenage mothers. However, special
studies of the long term effects of teenage motherhood have shown
that early childbearing has substantial negative effects later in the
lives of the women and their families. They earn less themselves
and other family members earn less; as a result they are more
likely to live in poverty.")

'°Hofferth, Sandra L and Kristin A. Moore. Early Childbearing and Later Economic Well-
Being. American Sociological Review. Vol. 44. October, 1979. pp. 806497.
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EFFECTS OF CHILDBEARING OUT OF WEDLOCK ON OVERALL POVERTY
RATES

In sum, at issue is the effect of childbearing out of wedlock on
poverty rates observed for the total population. Since there is also
childbearing out of wedlock at other ages (though at older ages, the
relative importance of this phenomenon decreases sharply), this
analysis addresses the effect of all such childbearing, regardless of
the age of mother. Table 3-12 addresses the two questions: (1) how
much of the change in the overall rate of poverty from 1967 to 1979
was a result of the increased pre\alence of unwed mothers and (2)
how much can be attributed to changes in their poverty rates?" In
his analysis of the first issue, Gottschalk calculated what the over-
all poverty rate would have been in 1979 if the proportion of per-
sons in the population who were in families with children headed
by unmarried females had remained constant at its 1967 level of
0.5 percent rather than increasing as it did to 1.5 percent. The first
line of Table 3-12 shows the actual poverty rates among all persons
and among persons in families with children with a nonaged
female head. The second line estimates what those rates would
have been if the proportion of persons in families with children
headed by unmarried females had remained at its 1967 level (and
poverty rates for the different family types had changed as they
did in these years). The difference betwen the actual and this simu-
lated rate is 0.6 percentage points in the overall poverty rate, and
2.3 percentage points in the poverty rate among persons in these
families. Thus, if the prevalence of never-married mothers in the
population had not increased over the decade, overall poverty rates
might have been 5 percent lower (11.1 vs. 11.7 percent). Poverty
among all persons in female-headed families with children might
have also been 5 percent lower (41.3 vs. 43.6 percent).

To examine the second question, the third line in Table 3-12
shows a simulated poverty rate under the assumption that the pov-
erty rate among persons in families with children with never-mar-
ried female heads had stayed at its 1967 level of 67.5 percent
rather than declining to 65.7 percent as it did. This suggests that
the decline in poverty in this group had very little effect on pover-
ty, affecting poverty overall not at all and decreasing poverty
among female-headed families with children by only 0.2 percentage
points (43.6 vs. 43.8 percent). These simulations suggest that in-
creased childbearing outside of marriage has had relatively little
effect on levels of poverty.

The following Mammon is drawn from analysis prepared by Peter Gottschalk for the Food
and Nutrition Service, U.S. Deportment of Agriculture, October 1984.
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TABLE 3-12.IMPACT OF CHANGES IN THE PROPORTION AND POVERTY RATES OF PEOPLE

LIVING IN FAMILIES WITH CHILDREN HEADED BY NEVER-MARRIED FEMALES ON THE
OVERALL POVERTY RATE IN 1979

Actual and simulated 1979 poverty rates
(percent poor)

All persons

Persons in Wks
with a waged

female head with
children

Actual 11.7 43.6
Simulated:

Assuming no dange in proportion in population 1 11.1 41.3
Assuming constant poverty rate 2 11.7 43.8

1 Persons in never-married female-headed families with children held at .0046 of all persons and .160 of
persons in families with a nonled female head.

2 Poverty rate of never -marred female-headed families held at 67.5 percent

Source Gottschalk, Peter, unpublished work prepared for the Food and Nutrition Service, U.S. Department of
Apiculture.

3. Discussion of the Demographic Trends

The previous sections showed the effects of recent demographic
trends on the frequency and severity of poverty. Although trends
in poverty might have been different had other demographic trends
prevailed, the information demonstrated that the demographic
changes were not simply causing changes in poverty, but were oc-
curring throughout the population. Trends in poverty have been
either accentuated or dampened by demographic trends over differ-
ent periods since 1959.

What have been the causes for these demographic trends in
recent years? One response is that these trends have built on dec-
ades of changes in the behaviors of American families, and they
are not recent additions to our social fabric. While certain patterns
have accelerated in recent years, as shown below, those patterns
have been firmly rooted in decades of interrelated change. This sec-
tion reviews the major demographic trends that have exacerbated
the frequency of poverty, in an effort to place these trends in a
broader historical context.

Had the 1940's and 1950's not happened, today's young
adults would appear to be behaving normally. Their family
formation would reflect a continuation of historical trends.
However, when the benchmark chosen to judge the family
patterns of today's young adults is that of their parents'
generation, those born since 1940 do appear deviant. When
men and women born between 1920 and 1940 (age 40 to 60
in 1980) were young adults, marriages took place much
earlier, fertility rates were higher and divorce rates were

12
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lower. But it was the parents' generation that deviated
from the historical trends. 12

In making this statement, Masnick and Bane imply two impor-
tant aspects of recent studies of the family. First, the families of
the 1950s do not necessarily provide the most useful basis for com-
parison of recent behavior, since behavior in a period called the
baby boom was very different from long-standing trends of previous
decades. Second, there is no agreement that the family as an insti-
tution is declining, even though in many respects it is evolving and
exhibiting new forms, much as it always has.

This section examines general demographic trends during this
century, focusing on those that directly affect changing family com-
position. The major topics addressed are trends in patterns of mar-
riage, marital dissolution, births out of wedlock, and living ar-
rangements of unmarried parents. The discussion provides some
perspective on long term trends in the increasing prevalence of
single-parent families as well as indications of how the trends have
been accentuated in recent years. It then addresses how these
broad demographic trends affect the family experiences of the chil-
dren and how current trends of behavior will affect children in
future years.

DIFFERENT PERSPECTIVES ON THE CHANGING FAMILY

Articles in the popular press and the work of some social scien-
tists in recent years have expressed concern that the family as an
institution may be breaking down. In her review of this perspec-
tive, Skolnick summarizes the belief that there were previous times
when families were "strong and stable and harmonious. [Later]

. . something went seriously wrong." 13 Skolnick cites concerns
expressed by different observers about changes in values, morals,
behaviors, and sweeping cultural revolution, all pointing to the
demise of the family as an institution. In facing the increase in di-
vorce and one-parent families as well as declining birth rates,
Fuchs concludes that the American family has troubles.

In describing the decline in importance of the conjugal
family, however, I am not predicting its disappearance;
neither am I denying others the right to redefine the term
"family" as they wish. But there is overwhelming evidence
that individuals rely less on their families today than in
the past for the production of goods and services and as a
source of financial and psychological support in time of
need.14

Skolnick also cites work by social scientists expressing very dif-
ferent views. Bane concludes from her research that, "Surprising
stabilities showed up, and surprising evidence of the persistence of
commitments to family life." She expresses concern that, "too
hasty concern for replacing the `dying' family may in fact bring

" Masnick, George and Mary Jo Bane. The Nation's Families. 1960-1990. Joint Center for
Urban Studies of MIT and Harvard University. Cambridge., Mass., 1980.

" Skolnick, Arlene. The Intimate Environment. Exploring Marriage and the Family Boston,
Little, Brown, and Company, 1983. p. 6.

14 Fuchs, Victor R. How We Live. Cambridge, Mar., Harvard University Frees, 1983, p. 4
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about its untimely death." 16 Cher lin acknowledges major changes
in family life, through divorce, remarriage, and cohabitation, and
recognizes that these changes now place severe strains on many
families. However, from a societal perspective he places these in
the context of an evolving institution, concluding that "I think it is
likely that these families will generate ways of resolving common
problems which will come to be widely accepted as standards of
conduct."16 Finally, Levitan and Belous point out in their analysis
of the family that the "normal" family of a working husband, non-
working wife, and children now comprise a minority of American
families. They conclude that the family is an evolving but resilient
institution, and that, "statistical evidence and other indications
back up the position that the divorce rate will not grow nearly as
rapidly in the future and may even become stabilized." 17

Why are there such different conclusions reached by scholars
who, in many cases, have studied the same information? One
answer lies in the periods they choose for comparison. Those who
compare recent trends in marriage, divorce, and one-parent fami-
lies to the patterns of the 1950s conclude that people have changed
dramatically and the changes reflect societal pressures of the
second half of the twentieth"century that we are unable to cope
with effectively. Those who place recent trends in a longer term
perspective tend to conclude that the family as an institution has
always changed to respond to current social and economic press-
sures and the changes we observe today reflect long term adjust-
ments to other social and economic trends. The halcyon days of the
1950s are the period that leads to more questions, because patterns
of marriage and divorce in that time were so different from what
preceded or followed.

The historical data on these trends show that current patterns
sometimes continue and other times diverge somewhat from long-
term patterns. The following sections briefly review these historical
data The information presented applies to all children, not just to
poor chiliren. Such data generally are not available to identify per-
sons in poverty, particularly before 1959. However, even if such
data were collected, its relevance would be highly questionable
since the movement into or out of poverty before and after the de-
mographic events of interest would make the poverty status of
people at the precise time of the event of much less interest. These
data demonstrate broad trends in the population as a whole that
are related to changing family structures, and consequently, to the
risk of poverty in the population. The next few sections review the
following topics related to changing family structure. 1) marriage
age and frequency, 2) marital dissolution, 3) remarriage behavior,
4) births out of wedlock, and 5) living arrangements.

" Bane, Mary Jo. Here to Stay. New York, Basic Books, Inc., 1976. p. xiv.
"Cherlin, Andrew Marriage, Divorce, and Remarriage. Cambridge, Mass., Harvard Universi-

ty Press, 1981. p. 92.
" Levitan, Sar and R. S. Below. What's Happening to the American Family? Baltimore,

Johns Hopkins Press, 1981. p. 20.
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MARRIAGE

The timing and fact of marriage in the population serves as one
indicator of the importance placed on the institution of the family.

AGE AT FIRST MARRIAGE

Western European and American patterns of marriage have his-
torically involved relatively late marriage in comparison to other
cultures. In previous centuries, men and women waited until at
least their mid-twenties to marry, though men waited longer than
women. "The distinctive marks of the 'European pattern' are (1) a
high age at marriage and (2) a high proportion of people who never
marry at all."' 8

In this century in the U.S., as shown in Table 3-13, the age at
first marriage for both men and women declined slowly but stead-
ily from the early years until the late 1950s. In the period following
the Depression and World War II, people were marrying younger
than before, consistent with other family-related behaviors dis-
cussed below. Since the mid-1960s, however, the timing of people's
marriages has been more similar to established behavior over long
periods, and, for both men and women, the age at first marriage
has been increasing quite rapidly. As a result, in 1983, on average,
men did not marry until their mid twenties and women, until they
were nearly 23 years old. These levels are comparable to prevailing
behavior at the turn of the century. Though this table does not
show it, this age pattern probably was the high point in a long,
slow increase in the age at marriage through the nineteenth centu-
1.309

TABLE 3-13.-MEDIAN AGE AT FIRST MARRIAGE, BY SEX, 1890 TO 1983

Year Men Women

1890 26.1 22.0

1900 25.9 21.9

1910 25.1 21.6

1920 24.6 21.2

1930 24.3 21.3

1940 24.3 21.5

1950 22.8 20.3

1955 22.6 20.2

1960 22.8 20.3

1965 22.8 20.6

1970 23.2 20.8

1975 23.5 21.1

1980 24.7 22.0

1983 25.4 22.8

Source: U.S. Bureau of the Census. Current Population Reports. Series P-20, No. 389. Marital Status and
Irving Arrangements, March 1983, U.S. Government Panting Office. Washington, D.C. 1984.

Hopei, J. European Marriage Patterns in Perspective. In Population in History D. V.
Glass and D. E. C. Eversley, eds. Chicago, Aldine Press, 1965.

Ls Lulett, Barbara. Family Membership, Past and Present. in Family in Transition Arlene
S. Skolnick and Jerome H. Skolnick, eds. Boston, Little, Brown, and Company, 1983 p. 61
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SINGLE PERSONS

The percent of people who have not yet married at a given age is
another indication of the proclivity of people to marry. By their
early 30's, relatively few people remain single (though, of course,
some have married and divorced), so changes in the percent never
married at this age indicate both changes in the percent of people
who will likely never marry as well as changes in the timing of
late marriages.

Table 3-14 shows a time series of the percentage of men and
women who have not yet married by ages 30-34 over the period
1890 to 1983. The trend in this time series is very similar to that
shown on age at first marriage. The percent never married was
high in the early part of the century, but declined fairly steadily
through the Depression. This series also shows the differences in
behavior during the period of the baby boom, for in the period from
1950 to 1970, these percentages dropped dramatically for both men
and women. These data indicate that an unusually high percentage
of the population was marrying in these years, and that this trend
was not firmly grounded in historical behavior.

TABLE 3-14.-PERCENT NEVER MARRIED AT AGES 30 TO 34, BY SEX, 1890 TO 1983

Year Men Women

1890 26.5 15.2
1900 27.6 16.6
1910 26.0 16.6
1920 24.1 14.9
1930 21.1 13.2
1940 20.7 14.7
1950 13.2 9.3
1960 11.9 6.9
1970 9.4 6.2
1980 15.9 9.5
1983 19.6 13.0

Sources 1890 1960 U S Bureau of the Census. Historical Statistics of the United States, Colonial Times to
1970 U S Government Printing Office. Washington, D.C. 1975. 1970-1983. U.S. Bureau of the Census. Current
Population Reports. Series P-20, No 389. Marital Status and living Arrangements, March 1983. U.S.
Government Printing Office. Washington, D.C. 1984.

More recently, the percentage of people aged 30 to 34 who have
not yet married has been increasing for both sexes, and it is now
about at the level it was before 1940. Cherlin has estimated that
about the same percentage of the people born in the first half of
the 1950s will end up marying as among the generation of people
born in the period from 1910 to 1914.20 Thus, about 94 percent of

" Cherlin, Andrew J., p. 70.
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these people will ever marry, compared to 96 percent of these born
from 1930 to 1934, who were marrying younger in the 1950s.

The reversal of the trends of this century in terms of age at first
marriage and percent never married may indicate that the nation
is beginning a long-term increase in the tendency to delay mar-
riage or not marry at all. Alternatively, it may indicate that the
society is returning to more established patterns, and these pat-
terns will level off rather than continue indefinitely in current di-
rections of change.

MARITAL DISSOLUTION AND REMARRIAGE

Trends in the divorce rate tend to raise more concerns as indica-
tors of the demise of the family. However, divorce is only one of the
ways that marriages can end, for in earlier years many marriages
were abruptly ended by the death of a spouse. Trends in both types
of marital dissolution must be examined to understand more fully
the increasing prevalence of one-parent families.

WIDOWHOOD

In the early part of the century, death of a partner ended many
marriages in their early years. Time series data on how long mar-
riages were likely to last before a death are not readily available,
but Uhlenberg has estimated that in 1900 the probability that at
least one parent would die before a child reached age 15 was .24,
indicating that nearly one-fourth of all children had only one or no
parents by the time they reached 15. By 1940 that likelihood had
declined to only 10 percent, and by 1976 it was about 5 percent."
Clearly the impact of parental death on children's lives has de-
clined dramatically in this century.

Hareven estimates that only about 40 percent of women before
1900 experienced an "ideal family cycle" of "leaving home, mar-
riage, family formation, child rearing, launching, and survival
until age 50 with the first marriage still intact." The majority, she
concludes, "either never married, never reached marriagable age,
died before childbirth, or were widowed while their offspring were
still young children." 22 The picture of the intact family, lasting
until all the children have left home, appear:, not to have been the
norm, even before rising divorce rates led to increasing numbers of
broken families.

In Table 3-15 an indication of the decline in widowhood is shown
in the percent of persons aged 30 to 34 who were widowed, from
1890 to 1983. These ages are of interest because families tend to
have young children in this age range. The figures reflect only
people who are currently widowed, not people who ever become
widowed or who have been so but have since remarried. At the
turn of the century, 2.0 percent of men aged 30-34 were widowed,
as were 4.6 percent of women. By 1983, the percentage of men wid-

" Uhlenberg, Peter. Death and the Family. In Family in Transition Arlene S Skolnick and
Jerome H. Skolnick, eds. Boston, Little, Brown and Company, 1983. p. 96.

" Hareven, Tamara K. American Families in Transition Historical Perspectives on Change
In Family in Transition. Arlene S. Skolnick and Jerome H. Skolnick, eds, Boston, Little, Brown,
and Company, 1983. p. 89.
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owed was less than one-tenth of one percent, and for women the
figure had declined to 0.7 percent.

TABLE 3-15.-PERCENTAGE DISTRIBUTION OF PEOPLE WIDOWED OR DIVORCED AT AGES

30 TO 34, BY SEX, 1890-1983

Male Female
Year

Widowed Divorced Total Widowed Divorced Total

1890 1.8 0.2 2.0 4.5 0.5 5.0
1900 2.0 .4 2.4 4.6 .7 5.3
1910 1.8 .5 2.3 3.9 .8 4.7
1920 1.8 .7 2.5 3.9 1.0 4.9
1930 1.3 1.4 2.7 3.3 1.9 5.2
1940 .7 1.4 2.1 2.5 2.4 4.9
1950 .4 2.1 2.5 1.6 3.0 4.6
1960 .3 2.2 2.5 1.2 3.1 4.3
1970 .3 3.3 3.6 1.5 5.0 6.5
1980 .1 7.9 8.0 1.2 11.2 12.3
1983 .0 8.7 8.7 .7 11.0 11.7

Sources: 1890-1970: U.S. Bureau of the Census. Historical Statistics of the United States, Watt lines to
1970. U.S. Government Printing Office. Washington, D.C. 1975. 1980: U.S. Bureau of the Census. Current
Population Reports. Series P-20, No. 365. Marital Status and Living Arrangements: March 1980. U.S.
Government Printing Office. Washington D.C. 1984. 1983: U.S. Bureau of the Census. Current ti on
Reports . Series P-20, No, 389. Marital Status and living Arrangements: March 1983. U.S. Government Printing
Office. Washington, D.C. 1984.

DIVORCE

The divorce rate has been increasing steadily th,-oughout the
twentieth century. Table 3-15 also shows percentages of people
aged 30 to 34 who were divorced at each date. Though these data
do not show either the annual rate of divorce or the probability
that couples will ever divorce, they do demonstrate that the likeli-
hood that people will be divorced in their early thirties has in-
creased steadily since at least 1890. That increase accelerated in
the 1960s and 1970s. The 1983 data, however, indicate the possibili-
ty of a leveling off in the divorce rate.

Cherlin demonstrates clearly that the proportion of marriages
ending in divorce has increased at an increasingly rapid rate since
1870 Marriages made during the Depression ended up having a
likelihood of ending in divorce slightly higher than the trend line
would have indicated. In contrad, marriages formed in the 4te
1940s and early 1950 had a lower probability of ending in divorce.
More recent marriages, though subject to very high probabilities of
ending in divorce, represent only slightly higher rates than a
simple continuation of increasing divorce that has been well estab-
lished over the last 100 years or more.23 (Cherlin cites a study by
the National Center for Health Statistis:z concluding that if trends
continue in the 1980s and 1990s, nearly half of marriages made in

23 Merlin, Andrew J., p. 23-25.
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the early 1970s may end in divorce.) It is important to recognize
that the continuation of the increasing divorce rates analyzed here
means the continuation of a strong upward swing in those rates,
not a continuation of previous levels of divorce.

From 1890 to 1960, the likelihood that men or women would be
in a disrupted marriage held about constant, although the domi-
nant reason slowly shifted from widowhood to divorce. Neverthe-
less, it was not until after 1940 that the proportion of women di-
vorced exceeded the proportion widowed in this age range. The
combined effects of increasing divorce rates and declining rates of
widowhood on marital dissolution during this century have meant
that until the mid-1960's, the percentage of people who were either
divorced or widowed fluctuated around 2.5-3.0 percent for men and
4.5-5.5 percent for women aged 30-34, as shown in Table 3-15. By
1970, that likelihood increased substantially, and by 1980 it nearly
doubled again. Clearly the likelihood that a woman would spend at
least some portion of her adult life in a disrupted marriage has in-
creased dramatically over the last two decades. This trend results
from the increasingly high levels of divorce since the mid 1960s.

Examining experiences over a longer period of married life, how-
ever, lihlenberg has estimated the probability that a marriage
would be disrupted by death or divorce in its first 40 years, and
concluded that, largely as a result of declining mortality, that prob-
ability declined from .71 in 1900 to .60 in 1976.24 Given trends
shown in Table 3-15, however, it is possible that this probability
could have reached a low point sometime in the 1950s or 1960s and
has been increasing since then.

Although marital disruptions were not much more likely than at
the turn of the century, their causes and effects were quite differ-
ent. Particularly in the more recent decades, widowhooc and di-
vorce affect marriages at different stages. Divorce is more likely
than widowhood to occur at a younger age, when there are more
likely to be young children at home. Bumpass and Rindfuss esti-
mate that in the late 1970s, "over one-third .)f all children spend a
portion of their childhood during which their mothers are between
marriages. Most of these children will eventually be part of a
second marriage. However, the average time spent `between mar-
riages' before age 18 is four and one-half years, and for a substan-
tial minority the experience lasts much longer." 25 This finding
suggests that a period of living in a single parent family is perhaps
becoming a widely experienced period of the family life cycle for
many children. For some children, whose mothers have character-
istics that make them least likely to remarry, these periods of the
life cycle may be extended or last through the remainder of their
childhood.

REMARRIAGE

With more marriages ending in divorce and lower mortality
among all adults, it might be expected that rates of remarriage
after marriages have dissolved would increase, and the data bear

34 Uhlenberg, p. 98.
2113tunpaas, Larry and Ronald R. Rindfuss. Children's Experience of Marital Disruption

American Journal of Sociology. 85:1 (July 1979). p. 63.
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this out. As the divorce rate has increased, the proportion of all
marriages which are remarriages following divorce of one or the
other partner has also increased. "As a consequence, remarriages
after divorce accounted for nearly one-fourth of men's marriages in
1975 compared to less than one-seventh in 1960." 26 Although some
of this increase is accounted for by the increase in the divorce rate,
the likelihood that a divorced person will remarry has also in-
creased since the early part of the century. Cher lin estimates that
until around 1940, about 100 out of each 1,000 divorced or widowed
women would remarry each year. By the late 1970s that figure had
increased to about 134.21

Although nearly three fourths of all women who divorce remarry
within five years, an analysis by Thornton and Freedman indicates
that there is wide variability between groups." Women are less
likely to remarry than are men. This is related to the decline in
remarriage rates as people age to the relative drop in supply of
marriageable men at older ages. In addition, men are more likely
to remarry never-married women than the converse, a fact that
also increases the size of the available pool for men in contrast to
that for women. Blacks are also much less likely to remarry than
are whites, reflecting two aspects of their marital disruptions: (1)
they are more likely to separate without subsequently divorcing;
and (2) they are less likely than whites to remarry following a di-
vorce.

In this century remarriage rates have followed the same trends
as have first marriages, with a substantial increase in the remar-
riage rate during the period following World War II. In the 1960s,
though, remarriage rates continued to increase. The latter half of
the 1970s saw a decline in remarriage rates that leveled off, as did
divorce rates in the early 19808.29 It is not yet clear whether this
recent decline in remarriage rates represents a declining probabili-
ty of remarriage after divorce or an increase in the length of time
people are spending between marriages."

BIRTHS OUT OF WEDLOCK

Another way women can become heads of their own families is
by having births out of wedlock. The prevalence of this phenome-
non is related to delayed marriages discussed above in that women
who delay marriage but not sexual activity are at risk of pregnan-
cy and, if they become pregnant and do nct marry before the birth,
they will have births out of wedlock. The relationship between pre-
marital conceptions and premarital births was discussed above, in-
dicating that, at least among teenagers, part of the increase in pre-
marital births over the last decade has resulted from a smaller por-
tion of premarital conceptions being legitimated. This section fo-
cuses more directly on longer-term trends in births out of wedlock.

"Glick, Paul C and Arthur J Norton. Marrying, Divorcing, and Living Together in the U.S.
Today Population Bulletin 32.5. Populatic.i Reference Bureau Inc. Wrshington, D.C. 1977. p. 7.

29 Cherlin, p. 29.
"Thornton, Arland and Deborah Freedman. The Changing American Family, Population

Bulletin. 38:4. Population Reference Bureau, Inc. Washington, D.C. 1983. p. 10.
29 Ibid. p. 11.
so Cherlin, p. 29.
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In general, when births out of wedlock are discussed, people
focus on teenagers; the problem, however, is not limited to this age
group. Part of the attention to teenagers reflects concern about the
long-term negative consequences for teenagers. The health effects
are serious, most directly reflected in higher infant and maternal
mortality among teenagers. There are long-term social and econom-
ic consequences as well, ranging from reduced educational attain-
ment to higher likelihood of living in poverty. A high proportion of
the births to teenagers are unwanted, particularly when the con-
ception was premarita1.31

As Table 3-16 shows, however, the birth rate to unmarried
women reaches its peak for women in their twenties, not in their
teens, and this has been the case since the mid-1940s. This time
series shows that the rate of births out of wedlock has been in-
creasing steadily for teenagers since 1940. Among women in their
twenties, tha rate increased through the mid-1960s, but then began
a decade-long decline. Since the mid-1970s, though, the birth rate
to unmarried women in their twenties has been increasing. The
rate of births out of wedlock is lower for women in their thirties,
although this figure also exceeded the rate among teenagers during
the 1960s.

TABLE 3-16.-BIRTH RATES TO UNMARRIED WOMEN BY AGE, 1940-80

Unmarried birth rate 1 by age

15 to 19 20 to 24 25 to 29 30 to 34 35 to 39 40 to 44

1940 7.4 9.5 7.2 5.1 3.4 1.2

1945 9.5 15.3 12.1 7.1 4.1 1.6

1950 12.6 21.3 19.9 13.3 7.2 2.0

1955 15.1 33.5 33.5 22.0 10.5 2.7

1960 15.3 39.7 45.1 27.8 14.1 3.6

1965 16.7 39.9 49.3 37.5 17.4 4.5

1970 22.4 38.4 37.0 27.1 13.6 3.5

1975 24.2 31.6 28.0 18.1 9.1 2.6

1980 27.6 40.9 34.0 21.1 6.5

1 Births out of wedlock per 1,000 unmarried women in each age group.

Source. 1940-1975. Campbell, Arthur A. Trends in Teenage Childbeanng in the United States. In Adolescent
Pregnancy and Childbeanng. Findings from Research. Cathenne S. Chi !man, ed. U.S. Department of HRS. NIB
Publication No. 81-2017. December 1980. 1980. National Centel for Health Statistics. Birth and Fertility Rates
for States, United States, 1980. Seas 21, No. 42. September 1984.

Although unmarried women in their twenties have higher rates
cif births out of wedlock, there is a smaller proportion of unmarried
women in their twenties than in their teens. As a result, of all
births out of wedlock, a higher percentage occurs to teenagers,
since such a high proportion of them are unm-rried. For example
in 1979, 42.4 percent of all births out of wedlock occurred to women

3' Zelnick, Melvin and John F. Rantner. First Pregnancies to Women Aged 15-19. 1976 and
1971. In Teenage Sexuality Pregnancy, and Childbearing. Frank F Futstenberg, Jr, Richard
Lincoln, and Jane Marken, eda. Philadelphia, University of Pennsylvania Frees, 1981. p. 99 102.
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aged 15 to 19 (up slightly from 39.2 percent in 1963).32 Women in
their twenties (a ten-year age group) had 48.6 percent of all births
out of wedlock in 1979 compared to 45.5 percent in 1963. Thus, in
spite of their lower rate, teenage women have more births out of
wedlock than any other five-year age group.

While the rates of births out of wedlock have been increasing in
recent years, the proportion of all births that are out wedlock has
also been increasing. From 1940 to 1960, that proportion held fairly
constant, at 4 to 5 percent. By 1980, however, fully 18 percent of all
births were out of wedlock, a near quadrupling of the share.33 That
share varies by race, with 48 percent of nonwhite and 11 percent of
white births out of wedlock in 1980. That increase results from four
important, concurrent demographic trends: (1) During the 1970s
and 1980s the large baby boom cohort has been passing through
the age groups most at risk (i.e., with the highest rates) of births
out of wedlock. Even if birth rates in and out of wedlock held ex-
actly constant for all age groups, the share of all births that were
out of wedlock would increase because of the size of this cohort. (2)
There has been an increasing pattern of delayed marriage, increas-
ing the relative size of the group of women exposed to rates of
births out of wedlock. (3) The rate of births out of wedlock has been
increasing for teenagers and women in their twenties. (4) Marital
fertility rates have been declining to all age groups, reducing the
number of marital births.

Any discussion of births out of wedlock is incomplete without ref-
erence to the role played by abortion in reducing the number of
such births. A very high proportion of all premarital conceptions
are terminated by abortions. In 1980, 30 percent of all conceptions
ended in abortions, and 79.4 percent of all abortions were to un-
married woman.34 Whereas 9.8 percent of marital pregnancies
were terminated by abortion, 64.9 percent of nonmarital pregnan-
cies so terminated." The highest proportion of abortions occur to
young women; fully two-thirds are to women under age 25 and
about half of them were to teenagers. The abortion rate, which rose
through the 1970s, stabilized in the early 1980s.36

LIVING ARRANGEMENTS

Researchers have not investigated issues of changing living ar-
rangements to the same extent as marital patterns and premarital
births A major stumbling block to addressing this issue is the lack
of appropriate data over an extended period of time. In fact, the
Bureau of the Census has only very recently begun collecting suffi-
cient information on their major social surveys to correctly identify
female family heads (with children) who are living in households

32 Based on data from National Center for Health Statistics Vital Statistics of the United
States 1963 and 1979 Natality US Department of Health and Human Services. Washington,1).C,

33 Thornton and Freedman, p. 21,
34 Henshaw, Stanley K and Kevin O'Reilly Characteristics of Abortion Patients in the

United States, 1979 and 1980 Family Planning Perspectives. Vol. 13, January/February 1983. p.6-8.
55 Ibid.
33 Henshaw, Stanley. K Jacqueline Darrock Forrest, and Ellen Blame. Abortion Services in

the United States, :981 and 1952. Family Planning Perspectives. Vol, 16, May/June 1984. p. 120.
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headed by a relative (usually a parent). Technically, such a group-
ing is called a "subfamily."

Nevertheless, even without knowing how many female-headed
subfamilies there have been at different times, some inferences
may be drawn about changing patterns of living arrangements of
women who are not currently married and living with their hus-
bands. There are indications that, at least in recent years, an in-
creasing proportion of such women are living on their own rather
than as members of other households, or that the "headship" rate
among women is increasing. An examination of different groups of
people according to their age and sex shows that between 1970 and
1980, the headship rate among never-married women of all age
groups increased substantially and to a greater extent than among
men of the same categories. Among never-married women, the
headship rate (the proportion of never-married women who head
their own households) increased more than 20 percentage points for
women aged 35 to 44, 18 points for women 25 to 34 and 6 points for
women 15 to 24.37 The increase was substantially greater among
never-married women than among those who were widowed or di-
vorced, although the headship rates among these groups were al-
ready very high. These increasing headship rates provide an indica-
tion of changing patterns of living arrangements. As more unmar-
ried women are choosing to live on their own, the assumr,IGr.
that they are generally more independent in terms of their own fi-
nancial support.

Similarly, the data presented above in Chart 3.1 and Tables 3-3
and 3-4 demonstrate that the increasing tendency for women with
children to head their own families rather than to live as subfami-
lies accounted for 7 to 10 percent of the growth of female headed
families from 1960 through 1980. This additional evidence supports
an assumption that the increasing tendency for unmarried women
to head their own households is not entirely focused among women
without children.

RELATIONSHIPS BETWEEN DEMOGRAPHIC TRENDS AND CHILDREN'S
EXPERIENCES

A summary of the current effects of high rates of divorce and re-
marriage on the Nation's children can be gleaned from several
analyses. In addition to their finding, cited above, that over one-
third of all children will experience some marital disruption, Bum-
pass and Rindfuss note that there are large differences among pop-
ulation groups regarding these experiences. Black children are far
more likely to ever experience a marital disruption; if prevailing
rates of divorce and widowhood of the mid-1970s continue, current-
ly nearly 60 percent of black children will live in a disrupted
family, compared to about a third of white children. The black chil-
dren also will spend a longer time in single-parent families than
will white children. Five years after divorce or widowhood, the
mothers of 80 percent of the black children who are still under 18

31 Sweet, James A. Components of Change in the Number of Households. 1970 -1980 Demot
raphy, vol. 21, May 1984. p. 134.
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still will not have remarried; for whites, the comparable figure is
only one third.38

These figures include only children of women who have ever
been married. If women whose children were born out of wedlock
were included, a substantially higher proportion of all black chil-
dren would ever live in female-headed families. But, as Btunpass
and Rindfuss point out, marriage rates for women whose children
are born out of wedlock are higher than are remarriage rates for
divorced women with children, so the duration of living in a dis-
rupted family would be somewhat shorter for both blacks and
whites.9° For example, within two years after a first birth out of
wedlock, more than 50 percent of women have married. But it is
only after five years that nearly the same proportion of divorced or
separated women have remarried 40

Another demographic factor related to marital dissolution and
remarriage is the age at which a woman has her first birth and
whether that birth was premaritally conceived. Women whose first
birth occurred before she reached age 20 are more than three times
as likely to separate within the first five years of marriage than
are women whose first birth occurred after the age of 20. Women
who bore their first child before age 18 are particularly vulnerable,
with a probability that one in five will separate within the first
five years of marriage, compared to fewer than one in twenty
among women bearing a first child after age 20. If that birth was
premaritally conceived, the likelihood of separation at all ages is
even higher, and if a woman had the birth out of wedlock and sub-
sequently married, the probabilities of a separation in that mar-
riage are much higher." In addition, marital disruptions to teen-
age mothers are more likely to occur when the children are young-
er than is the case among women who had their first births au
later ages." These findings indicate that children of teenage par-
ents are much more likely to spend time in female-headed families
than are children of older mothers, regardless of whether they
were conceived or born out of wedlock.

Finally, the likelihood of remarriage also is affected by the age
at which a woman first gave birth. If she gave birth before age 20,
a woman is much less likely to remarry :After a separation than if
she had her first child later, again regardless of whether the birth
was premaritally conceived. The differel.ces according to age of
first birth with respect to remarriage, however, are not so large as
the differences according to race, for black women are much less
likely to remarry than are white women. McCarthy and Menken
find that the effects of timing of first birth continue even into the
dissolution of second marriages; nearly a fourth of all remarried
women who gave birth before 20 are likely to separate within five
years of their second marriage, compared to only 16 percent among
the older mothers.43

23 Bumpass and Rindfuss, p. 55-61.
"Dbid., p. 62.
4° McCartk, James and Jane Menken Marriage, Remarriage, Marital Disruption and ige at

First Birth. Fa oily Planning Perspectives. 11.1 January/February 1979. p. 23.
1 McCarthy and Menken, p. 27.
"Baldwin, Wendy and Virginia's S. Cain. The Children of Teenage Births. Family Planning

Perspectives. 12:1 January /February 1980 p. 38.
42 McCarthy and Menken, p. 28.



118

4. Possible Effects of Policies on Family Formation and
Dissolution

In recent years, analysts and policymakers alike have expressed
concern that Government policies may be encouraging the increase
in divorces and births out of wedlock, thereby unintentionally in-
creasing the rate of poverty among female-headed families and
children. A number of studies have addressed the issue of whether
current welfare programs encourage the formation of female-
headed families, focussing particularly on the Aid to Families with
Dependent Children (AFDC) program and the Food Stamp Pro-
gram. The findings are not consistent; major alternative perspec-
tives are reviewed here.

The lower rate of legitimation of premarital conceptions seems to
show that more women (and their families) are willing to have
births out of wedlock. Some analysts have argued that AFDC bene-
fits and other welfare programs have encouraged young women to
keep their babies and not to get married because there are certain
means of support under these circumstances. For example, Murray
argues that "the old-fashioned solution of getting married and
living off the combined earned income has become markedly less
appealing." 44 The implication is not that young women have chil-
dren in order to qualify for programs, but rather that, faced with
an unplanned pregnancy, there are fewer incentives today than
formerly for the young women to marry or give their babies up for
adoption. Murray asserts that decisions about marriage and work
are directly affected by changing economic realities that make it
possible for the young woman to live a better life if she keeps the
baby and relies on public assistance.

Murray analyzes a hypothetical situation of income obtainable
from work and welfare to a young couple who have conceived a
child out of wedlock. He examines their income perspectives in
both 1960 and 1970, and addresses the logic both of their marrying
and of their working given the programs existing at those times.
He concludes that changes made to welfare programs in the 1960s
made it irrational for a young couple to marry, although they
might want to live together unmarried. Murray contends that pro-
gram changes in this decade must, therefore, have increased the
rate of births out of wedlock to the extent that people's behaviors
were consistent with this logic.45 By this logic, the general decline
in real benefits during the 1970s should have decreased the rate of
births out of wedlock but this did not happen.)

In another example, Fuchs cites a study in a single county (Ven-
tura County, California) that found that among teenage women
who became pregnant, those who were eligible for public assistance
were much more likely to deliver out of wedlock than to select
other alternatives.4 6

In another analysis of the relationship between changes in wel-
fare over time and trends in births out of wr ilock, Becker views

"Murray, Charles. The War on Poverty, 1965-1980. The Wilson Quarterly. Autumn, 1984. p.
128.

"Murray, Charles A. Losing Gr)und. American Social Policy 1950-1980. New York, Basic
Books, Inc., 1984. p. 154-167.

"Fuchs, Victor. How We Live. Cambridge, Mass., Havard University Press. p. 106.
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the increases in aggregate welfare expenditures and increasing pro-
portions of births occurring out of wedlock and concludes, "The ex-
pansion of welfare, along with tbP general declim: in the gain from
marriage, explains the sizable growth in the ratio of illegitimate to
legitimate birth rates . . ."

Other studies analyze the relationships between payment of wel-
fare in different states and family structure under varous condi-
tions. Moore and Caldwell, for example, analyze the teenage preg-
nancy and childbearing in relation to the levels of AFDC benefits
available in different states. They find first that States with high
benefits or high levels of AFDC acceptance rates do not show a sig-
nificantly higher incidence of premarital pregnancy. They then
find that there is "no statistically significant evidence linking wel-
fare availability with the probability of carrying an out of wedlock
pregnancy to an out of wedlock birth."'" They conclude that nei-
ther the level of AFDC benefits nor the program participation rate
serves as incentives to out of wedlock childbearing.

In their analysis of 1970 Census data for low income urban areas,
Ross and Sawhill find that welfare benefit levels appear to modest-
ly increase the proportion of nonwhite women heading families
with children. They find no such effect for white women. They sug-
gest that the two most likely behavioral causes of this effect among
nonwhites are first, an increased likelihood that unmarried women
with children will set up their own household rather than live with
a parent and second, a reduced likelihood that women in locations
with higher benefit levels will marry (if unmarried) or remarry (if
divorced or separated).49

Vining questions the logic of both types of analysis presented
thus far. He notes that the inferences of time series analyses simi-lar to those of Murray and Becker are not supported by data on
State level births out of wedlock. He contends that the long-term
increases both in the ratio of births out of wedlock to marital
births as well as in aggregate welfare payments do not demon-
strate a linkage between the two, for other factors could be affect-
ing either or both trends independently. Vining also questions the
Moore and Caldwell cross-sectional analysis, for he notes that even
though differences in current rates of birth to unmarried women
are not related to the level of payments, changes in the rates could
still be related to changes in the levels of benefit payments over
time For example, the incidence of births out of wedlock could be
increasing over time along with the levels of welfare payments.
This could occur in the absence of any relationship between the
two variables measured at a single point in time. He concludes
that, "The subject, in short, remains to the same degree marooned
on this incompatibility of the cross-section and the time series

5° Such studies, he asserts, can establish neither the linkage
nor the absence thereof between births out of wedlock and welfare.

4/ Becker, Gary S A Treatise on the Family. Cambridge, Mass., Harvard University Press,1981.13. 252.
44 Moore, Kristin and Steven Caldwell The Effect cf Government Policies on OuteofWedlock

Sex and Pregnancy Family Planning Perspectives. Vol. 9.1, July/August 1977. p. 166-167.
**Ross, Heather L and Isabel Sawhill Time of Transition The Growth of Families Headed byWomen. Washington, DC, The Urban Institute 1975. p. 114-120.
go Vining, Daniel R Illegitimacy and Public Policy Population and Development Review. Vol.9. March 1983. p. 108.
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Taking another approach to attempt to find if there is a relation-
ship between welfare and family structure, numerous studies of the
income maintenance experiments have addressed the issue of
whether the alternative program rules tested in these programs af-
fected the rate of marital dissolution. Several of these studies found
that guaranteed income maintenance payments for intact families
increased the likelihood of marital dissolution.

There are, however, two fundamental problems with these stud-
ies for the purposes of this analysis. First, they cannot identify the
effects the existing welfare programs have had on family structure,
for they were testing the effects of a different system. As Wilson
and Neckerman state, "The findings are not generalizable to wel-
fare; significant results were found precisely because of differences
between the 'experimental' (income maintenance) and 'control'
(welfare) groups. The experiments suggest the consequences of re-
placing the current welfare system with an income maintenance
program, but cannot demonstrate what the effects of the current
welfare system have been." 51

Second, these experiments were conceived and identified to the
participants as limited to a specified time period; participants knew
that in a period of years, the benefits of the programs would no
longer be available. The route to a female headed family involves a
relatively permanent change in status, whether it is by bearing a
child out of wedlock or by separating or divorcing. The logic of
basing behavior with such long term results on short term pro-
grams is questionable. Ross and Sawhill identify this problem with
respect to births out of wedlock,52 and the same issue must be
raised for marital dissolution.

A more detailed analysis by Ellwood and Bane addresses some of
the issues raised by Vining and others. In examining the relation-
ship of welfare benefits to the differences in family structure they
find that, "Differences in welfare do not appear to be the primary
cause of variation in family structure across states, or over time.
Largely unmeasurable differences in culture or attitudes or expec-
tations seem to account for a large portion of differences in birth
rates to unmarried women and in divorce a.-.:3 separation patterns
among families with children." 53

The Ellwood and Bane analysis is the most complete to date of
the effects of the existing welfare system on family structure. Their
conclusions are based on three separate analytic techniques: (1)
"over time comparisons" of state differences in changing family
structure and benefit payments, (2) "eligible vs. ineligible compari-
sons" both of divorce rates for women with and without children
and of birth rates of married and unmarried women, and (3)
"Likely vs. unlikely recipient comparisons" of divorce and unmar-
ried birth rates of women who are more likely recipients of welfare
to the rates of women who are less likely recipients. They note that
their findings were highly consistent regardless of the methodolo-
gies used.

" Wilson and Neckerman, p. 29.
22 Rosa and Sawhill, p. 109.
$3 211wood, David T. and Mary Jo Bane. The Impact of AFDC on Family Structure and Living

Arrangements. Harvard University, March 1984. p. 1.
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In addition to examining family structure in general, they ana-
lyze the behavioral differences that generate female-headtr:
hes. First, although they do not find a relationship between the
levels or changes in the rates of AFDC benefits and the variation
in family structure across states, they do find AFDC to have a dra-
matic effect on the living arrangements of young single mothers."
In states with low benefits, unmarried mothers are much more
likely to live with a parent than are women in high benefit states.
Second, they find that benefit levels modestly influence divorce and
separation, primarily among young married mothers. At older
ages, the effect is small. Benefit levels were not found to influence
the child-bearing decisions of unmarried women at any ages.

In summary, Ellwood and Bane state that, ". . . the more signifi-
cant the family structure or living arrangement change, the less
influence AFDC seems to have. Living arrangements of young
mothers are most sensitive to AFDC benefits since the only ques-
tion facing the young mother is whether or not she can afford to
live independently. Divorce or separation involves more than a de-
cision to live independently; it involves a more complicated sever-
ing of emotional and most probably financial ties that husband and
wife have to each other. Thus AFDC quite expectedly has less
impact. It has its largest effect on women who married young who
often may have the weakest emotional and financial ties. Child-
birth is the most extreme event. It involves a vastly greater change
in the options and opportunities a woman faces and a high level of
emotional commitment. It seems quite plausible that such decisions
might not be influenced greatly by AFDC benefits, particularly
since young mothers typically live in a parent's home." 65

In searching for possible causes of the dramatic increase in black
female-headed families, Wilson and Neckerman identify another
factor as the "underlying cause" of the dramatic rise in black fami-
lies headed by women: the deteriorating employment status of
black men, particularly young men." 56 They maintain that the
trends of increasing joblessness among black men, combined with
high black male mortality and incarceration rates, have caused a
long-term decline in the proportion of black men in stable econom-
ic conditions and with the ability to support a family. They call for
renewed scholarly and public policy attention to the connection be-
tween the "disintegration" of poor black families and black male
prospects for stable employment.

In the case of whites, Wilson and Neckerman find it likely that
the chief cause of the rise of separation and divorce rates is the in-
creased economic independence of white women," which makes
the dissolution of a bad marriage a more realistic alternative than
in the past.

5. Conclusions

The analysis in this chapter indicates that changes in the demo-
graphic composition of the nation's population have affected the

54 Ellwood and Bane, p. 3.
" Ibid., pp. 6-7.
" Wilson and Neckerman, p. 3445.
" Wilson and Neckerman, p. 37.
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number of children in poverty as well as the rate of poverty among
children. However, these changes have not been simple or isolated
from other factors related to changing levels of poverty. One point
that must be made about such demographic analysis is that while
it can demonstrate the relationship between changing marital pat-
terns, fertility behavior, and poverty rates, it does not demonstrate
why different groups of the population are subject to different rates
of poverty. Demographic analysis represents a first level of inquiry
in better understanding changing patterns of poverty among chil-
dren. Further analysis of the social and economic life experiences
of people in different groups is required to explain how the demo-
graphic factors operate the way they do.

Over the last 25 years the proportion of female-headed families
in the population has increased substantially. Since children in
these families are considerably more prone to poverty than are
children in male-present families, this change in family composi-
tion has been associated with an increase in poverty among chil-
dren. However, this analysis has shown that while family composi-
tion matters, it also interacts with other factors and thus its effect
is not simple or predictable. Family composition interacts with
race, for there have been larger increases in recent years in the
poverty rates among black children in female-headed families than
among their white counterparts. In addition, the rates of poverty
among black children remain higher than among white children
regardless of what type families they live in.

Family composition also interacts with the number of children in
a family, for while the average size of all types of families has de-
clined in recent years, the decline has been greater in male-present
families than in female-headed families. The incidence of poverty is
much higher among larger families, and these smaller families con-
tribute fewer children to the overall count of children in poverty.
Since the prevalence of larger families has not declined as rapidly
among female-headed families and these families are subject to
higher poverty rates, this interaction has operated to hold poverty
rates higher.

Finally, the relative changes in the poverty rates have been dif-
ferent for children in male-present and female-headed families.
Poverty rates among children in female-headed families have been
more persistent and have not shown as dramatic long-term shifts
as among other children. Thus, changes in the number of all chil-
dren in poverty have been more a reflection of larger relative
changes in rates among children in male-present families than
among those in female-headed families.

In sum, the combined effect of these varying cross-currents of de-
mographic influence appears to have been to increase the poverty
rate above what it would have been in the absence of changing de-
mographic behavior. Although the rate of change has been most
rapid over the past decade, changes in family composition do not
appear to have been a transient product of current trends. The
changes have been deeply embedded in historical patterns of
changing marriage, divorce, and childbearing behavior.

There are two perspectives that can be focussed on with respect
to the demographic aspects of this issue. First, with more than 80
percent of all children still in male-present families, any changes
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in their poverty rates will affect a large number of children.
Second, with more than 50 percent of all poor children in f.rukle-
headed families with their very high poverty rates, any changes in
their poverty situation will afro affect a large number of children.

Finally, this chapter examined the effects of Federal policies on
changing family composition to determine if public policy inadvert-
ently was increasing the share of female-headed families in the
population. Analyses of this issue have not reached a consensus,
but the most thorough analysis to date indicates large effects on
the living arrangements of mothers who are currently not married.
Policies appear to increase the proportion of such women who live
on their own rather than living with other relatives, but, according
to this study, Federal programs do not appear to have much effect
on rates of divorce or birth rates to unmarried women.

1 4 6
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CHAPTER IV. EARNINGS AND POOR CHILDREN*

1. Introduction
Most children need a working parent if they are to avoid or

escape poverty, but many parents have sub-poverty earnings.
As noted at the outset of this report, more than one-fourth of

children would have been classified as "poor" in 1983 if their fami-
lies had received no money other than earnings and other market
income. Their market income poverty rate was 25.8 percent. Gov-
ernment cash transfer payments, principally social security and
Aid to Families with Dependent Children, reduced this rate by 3.6
percentage points to the official poverty level of 22.2.

The incidence of market income poverty among children climbed
steadily from 1978 to 1983,1 making it more difficult and more ex-
pensive for Government to reduce poverty through cash transfers.

To better understand the persistence of market income poverty,
this chapter studies the earning patterns of families with children
in 1982-1983 by race, educational attainment, family type, and age.
Chapter V then explores the relationship of unemplo, Tent and
income distribution to poverty among children. Chapter VI exam-
ines Government transfer payments and childhood poverty.

This chapter identifies certain families who are much more
likely than others to have insufficient earnings: for example,
mother-child families, especially those of never-married mothers,
and families whose head did not complete high school. These fami-
lies generally work fewer hours during the year than others. How-
ever, the chapter shows that even full-time year-round work by a
parent does not guarantee a child against poverty. Indeed, in 1983
an estimated 2.5 million children were poor although a parent
worked more than 2,000 hours each year. These children of the
full-time working poor represented more than one-sixth of all poor
children in 1983. To overcome their poverty would require a second
earner, higher wages for the first earner, or cash supplements to
the first earner's full-time earnings. For some, non-cash benefits
such as food stamps and Medicaid relieved problems caused by too
little money.

Chapters II and III provide some clues in understanding poverty
and its correlates. They show that female-headed families and
black families are much more likely to be poor than male-present
families and white families. This chapter shows that families'
annual earnings are related to many factors, including educational
attainment, age, sex, and race of the parent; and marital status of
the mother.

' Thomas Cabe and Bub Lyke 4.-o-authored this chapter. Mi. Cabe compiled the tables and pre
pared the computer graphs.

See Table 6-5 (Chapter VI) for market income poverty rates of children, 1972-.1983.
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Principal findings, all pertaining to 1982-1983, include:
Higher earnings are directly related to educational attainment.

Married fathers who completed high school earned almost 50
percent more per year than those who did not. Those who com-
pleted some college earned almost half again as much as those
who did not go beyond high school. For mothers, those who re-
ceived a high school diploma earned almost 90 percent more
than those who did not; those who undertook some college
study increased earnings by more than one-half again.

Earnings are associated with sex. Hourly earnings of married
fathers with the same level of educational attainment general-
ly were two-thirds higher than those of mothers.

Earnings of fathers are clearly associated with race. Black
married fathers earned about 30 percent less per year than
white married fathers, at each level of educational attainment.
The black fathers in 1982-1983 worked 18 percent fewer hours
per year, on average, and their average hourly earnings were
lower than those of white married fathers.

Black mothers raising children alone earned about 20-30 per-
cent less per year than white single mothers with the same
level of schooling. However, black mothers in married-couple
familes earned about 40 percent more per year, on average,
than such white mothers, and for each level of schooling the
black wives had higher earnings. Black wives worked about
one-third more hours during the year than white wives and
earned almost as much per hour.
Fathers' earnings alone were sufficient to keep 79 percent of
the children in white married-couple families out of poverty
and 58 percent of those in comparable black families out of
poverty. Black children were more likely to be poor on the
basis of the combined earnings of their mother and father than
white children on the basis of only their father's earnings.

Full-time year-round jobs of single mothers failed to over-come
poverty in 1982-83 for 12 percent of their children. The pover-
ty rate for children of married couples whose fathers worked
full-time all year averaged 6 percent.
Of all married men with children, most worked more than
2,000 hours a year: 72 percent of whites and 58 percent of
blacks. Single mothers were less likely to work full-time: 35
percent of whites and 26 percent of blacks did so.

Earnings of family members other than the family head were
a significant source of income for female-headed families with
children. These earnings accounted for 8 percent of total
income of such families who were non-poor and three percent
for those who were poor.
Women with less education are likely to have children at a
younger age, and to have more children, than those who
remain in school longer. All of these factors are associated
with relatively low earnings.

This report does not assess the relative importance of various
factors associated with sub-poverty earnings of families. Multivar-
iate methods, such as multiple regression analysis, would be re-
quired to determine how various factors are interrelated to earn-
ings and poverty, and their relative significance. The specification
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of multivariate models depends upon the theoretical context and
the specific hypothesis to be tested. Although there is agreement
that the variables, age, race, education, and sex, are related to
earnings and poverty, consensus is lacking as to how these and
other variables are mterrelated.2 Further, this chapter's data on
earnings by age deal only with individuals of different ages in the
same year and do not tell about the experiences of persons as they
grow older. For the latter, longitudinal data would be required.

The analysis in this section does not, and can not, reflect possible
earnings obtained in the so-called "underground economy." Such
earningscash payments and goods or services received for serv-
ices performedare not reported for income tax or social security
purposes.

2. Poverty Rates of Children: Relationship to Parent's
Characteristics'

RELATIONSHIPS OF PARENT'S AGE, EDUCATION, AND RACE BY
POVERTY

A parent's age, educational attainment, and race relate to
annual earnings available for a child's support. Further, married-
couple and female-headed families have wide differences in annual
earnings. When these factors are combined, what is the impact on
the poverty status of children?

Chart 4.1 sums up the situation. As one reads from left to right
on the chart, from mother-child to married couple families, and
within them, from young to older ages of the family head, poverty
rates decrease. Similarly, poverty rates decline as one moves from
top to bottom, from those who failed to complete high school to
those who succeeded, and within these groups from black to white.
The chart shows that children in female-headed families generally
have the highest poverty rates. If their mothers are under 30 years
old and did not complete high school, more than 9 out of 10 chil-
dren are poor, black or white. If their mothers did complete high
school, the rates drop for both blacks and whites, but relatively
more for whites than blacks. The lowest poverty rates for children
in mother-headed families are those at the bottom of the second
column: those in which mothers are both over 30 years old and

I See Gian Singh Sahota. Theories of Personal Income Distribution. A Survey Journal of Eco-
nomic Literature, March 1978, pp. 1-44. Vol. XVI. No. 1.

'Estimated poverty rates and other data presented in this chapter are based on pooled data
from the Current Population Survey (CPS) of the Census Bureau for March 1983 and March
1964 (reflecting 1982 and 1983 income). The data wore pooled to increase sample size and thus
allow more valid comparisons among different population groups. To assure reliability of data,
this chapter presents only estimates based on at least 75,000 weighted cases (in accordance with
Census Bureau guidelines). The sample universe represents 84 percent of all related children
and 82 percent of all poor children.

In order to identify the parents of children in the CPS the chapter examined only families
with their own children (never married sons and daughters and adopted children and stepchil-
dren under 18 years old). The sample represents about 90 percent of all related children living
in married-couple families and 69 percent of all related children in female-headed families (89
percent V all related poor children in female-headed families).

The estimates are on an annual basis, but they reflect a two-year average and hence may
differ from those elsewhere in tho report Excluded are related sub -families (for example, a
mother and child living with grandparents) and primary families having a related subfamily in
the same household (for example, grandparents with a daughter and grandchild) Also excluded
are related children not the family's "own' , such as nieces, nephews, and grandchildren.
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high school graduates. However, even in these families nearly 3 in
10 white children and more than 5 in 10 black children are poor.
Completing high school does less to reduce poverty rates for an
older black mother than for an older white one.

CHART 4.1

POVERTY RATES AMONG CHILDREN: 1982 1983
8Y FAMILY TYPE AND HEAD'S AGE, RACE AND EDUCATION
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Children in some married-couple families have higher poverty
rates than some in female-headed families. The chart shows that
children of young white fathers who failed to finish high school
and children of all married black fathers without high school diplo-
mas have higher poverty rates than those of white single mothers
who completed high school and are least 30 years old.

Diagonally opposite from the poorest group is the least poor one:
children of white married couples whose father is at least 30 years
old and a high school graduate. Their poverty rate is only 6.5 per-
cent.

As shown in Table 4-1, the relationship of college study by a
parent to a child's likelihood of poverty varies. In mother-child
families, the 1982-1983 poverty rate for children whose mothers
had some college work was 45 percent lower for whites (but only 30
percent lower for blacks) than for children whose mothers stopped
schooling after completing high school. In contrast, the poverty
rate of children whose father undertook college study was 52 per-
cent lower for whites (but 61 percent lower for blacks), than for
children whose fathers did not go on to college.

At each level of the parent's schooling, poverty rates of black
children exceeded those of whites. all married-couple families, by
85 percent; single-female-headed families, by 51 percent. For

,150



128

female-headed families this relative racial gap widened with educa-
tion. In female-headed families whose mother completed some col-
lege, nearly one out of every two children was poor. Their child
poverty rate (47.3 percent) was more than double that of corre-
sponding white children (22.7 percent). For children of single moth-
ers who failed to complete high school, black poverty rates were
only 13 percent above those of whites.

TABLE 4-1.-POVERTY RATES AMONG CHILDREN IN MARRIED-COUPLE AND SINGLE

FEMALE-HEADED FAMILIES BY RACE AND PARENTS HIGHEST GRADE OF EDUCATION

COMPLETED: 1982-83

Total White Black

Married-couple families (total)
Father's education only:

Failed to complete high school 1
Completed high school

High school diploma only
Completed some college 2

Father and mother's education:

12.4

31.1
7.8

11.0
5.0

11.3

29.0
7.3

10.1
4.8

20.9

39.6
13.1
17.5
6.9

Neither completed high school 1 39.1 36.8 44.9

Only mother completed high school 20.4 18.6 32.8

Only father completed high school 20.2 18.6 29.7

Both completed high school 6.6 6.2 11.1

Single female-headed families (total) 55.8 47.4 71.5

Mother's education:
Failed to complete high school 1 80.6 76.8 86.8

Completed high school 43.1 34.4 61.6

High school diploma only 50.3 41.0 67.6

Completed some college 2 29.5 22.7 47.3

1 Includes persons who did not start high school.
2 Includes persons who were graduated from college.

Note.-Table prepared by CRS using data from the combined March 1984 and March 1983 Current
POpillatial Survey. Data are for "own related children" m primary and secondary families only Poverty rat in

this table were calculated on the basis of the Census Bureau definition, applied to two years' data.

IMPACT OF FULL-TIME WORKING PARENTS

Poverty rates of children with a full-time working parent (one
who worked more than 2,000 hours a year) averaged 6.1 percent in
married-couple families, where the father was the primary worker,
but 11.8 percent in female-headed families, where the mother was
the worker (Table 4-2). In part, poverty rates were lower for mar-
iied-couple families whose head worked full-time than for single
mothers with a full-time job because some of the two-parent fami-
lies had a second earner, the other parent. In married-couple fami-
lies where the full-time job of the father was not supplemented by
part-time work of the mother, the child poverty rate was 9.9 per-
cent. For children of single black mothers who worked full-time,
the incidence of poverty exceeded one out of five and was more
than double that for whites (20.8 percenf vs. 8.3 percent). Married-
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couple families in which both parents worked full-time neverthe-
less experienced some poverty; 2.6 percent were poor.

TABLE 4-2.POVERTY RATES OF CHILDREN WITH A PARENT WHO WORKED MORE THAN

2,000 HOURS A YEAR, 1982-83

Total White Black

Married-muffle. families: Father worked full-time 1 6.1 5.8 9A
Female-headed families: Mother worked full-time 11.8 8.3 20.8

In some these families, the second parent also worked: If 1-1000 hours a year the child poverty rate
was 5.4 percent; if 1001-2000 hours, 3.2 percent if more than 2,000 hours, 2.6 percent If the second parent
did not work, the child poverty rate was 9.9 percent.

Note. Table prepared by CRS using data from the combined March 1984 and March 1983 Current
Population Surveys. Data are for "own related children" in primary and secondary families only. Poverty rates
were calculated on basis of the Census Bureau definitiat applied to two years' data.

In 1982-1983, 32.5 percent of all poor children in married-couple
families, and 5.5 percent of all poor children in female-headed fam-
ilies, had a parent who worked full-time year round. This means
that an estimated 2.5 million children were poor (more than 2.1
million in married-couple families) despite a parent's earnings from
more than 2,000 hours of work.

The share of poor married-couple families with at least one fall-
time working parent was 34.7 percent for whites, 22.7 percent for
blacks. The share of poor tnother-child families with a full-time
working mother was 5.1 percent for whites, 6 percent for blacks.

In a sizable share of all married-couple families with children,
both parents worked full-time in 1982-83. 16 percent of whites, 22
percent of blacks.

IMPACT OF No WORKING PARENT

Poverty rates of married-couple families with zero earnings of
either parent averaged 59 percent (54 percent for whites, 71 per-
cent for blacks). For female-headed families with no reported earn-
ings of the mother, the poverty rate was 91 percent (86 percent for
whites, 96 percent for blacks).

Of all married-couple families with children, three percent had
zero reported earnings (3 percent for whites, 6 percent for blacks).
Of all female-headed families with children, 33 percent reported
zero parental earnings (28 percent for whites, 43 percent for
blacks).

3. Share of Income From Work
How many children would be poor if families had no other

income other than earnings, and those earnings were held con-
stant? How much of the income of families with children comes
from earnings? These questions can be answered by looking at the
contribution earnings make to total family income and comparing
earned income to the official poverty thresholds. As was described
in Chapter II, income considered in determining whether a house-
hold is poor consists of both market income and government cash
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transfers. Market income includes earnings of the father wad the
mother, earnings of other members of the household, and offer pri-
vate sources of income from dividends and interest, annuities and
pensions, and interfamily transfers such as alimony and child sup-
port. Government cash transfers include social insurance and cash
welfare benefits.

Children whose families' earnings are too low to overcome pover-
ty can receive government transfer aid only under certain circum-
stances (described in more detail in Chapter VI.). For social securi-
ty benefits, the child must have a parent who earned social securi-
ty coverage through work before retiring, becoming disabled, or
dying, but he need not be poor. For the main family welfare pro-
gram of cash aid, Aid to Families with Dependent Children
(AFDC), the child must be needy under State standards and gener-
ally must live in a fatherless family, although benefits are allowed
in 25 jurisdictions (including the District of Columbia and Guam) to
two-parent families if the second parent is incapacitated or unem-
ployed (defined to include work of less than 100 hours a month).
Intact families with full-time e& 'ngs are ineligible, regardless of
how low their earnings.

POVERTY RATES OF CHILDREN: IVPACT OF EARNINGS

EARNINGS OF MOTHERS RAISING CHILDREN ALONE

More than two-thirds of all thp children in female-headed fami-
lies would be poor if only, the earnings of the mother were counted
(Table 4-3). If cash income from all other sources also were count-
ed, 56 percent of the children in these families would be considered
poor. This table shows that black children in female-headed fami-
lies are about one-fourth more likely to be poor on the basis of
their mother's earnings than are white children. It further shows
that government cash transfers reduce the poverty rate for these
black children proportionately less than for white children (5 per-
cent compared to 12 percent).

Among mothers raising children alone, divorced or separated
mothers come closest as a group to overcoming poverty through
earnings, at the other extreme are never-married mothers. Poverty
rates based on mothers' earnings only are 63 percent and 82 per-
cent respectively for those two groups. Government cash transfers
cut poverty rates among children of widowed mothers by 44 per-
cent, compared to reduction of 4 percent for children of never-mar-
ried mothers, and 6 percent for children of divorced or separated
mothers.

153



TABLE 4-3.-POVERTY RATES AMONG CHILDREN IN SINGLE FEMALE-HEADED FAMILIES BY INCOME SOURCE AND RACE 1982-83

Income source
Total Never married Divorced separated Widowed

Total White Black Total White Black Total White Black Total White Black

Mother's earnings only 68.0 62.8 77.7 82.1 78.4 83.9 63.0 59.3 73.1 78.0 76.6 80.1
Plus all other private sources 61.3 53.7 75.4 80.5 75.5 82.9 55.6 50.2 70.2 65.7 62.0 75.5
Plus government cash transfers

"official poverty rate" 55.8 47.4 71.5 77.5 72.3 80.1 52.2 47.8 67.0 36.5 28.0 58.7

Note.-Table prepared by CRS using data from the combined March 1984 and March 1983 Current Population Survey.

Data are for "own children" in primary and sender) families only. The "official poverty rates" in this table were calculatt4 on the basis of the Census Bureau definition, applied to
twc years data. The me* rates in the first two rows would be different if earnings were counted after other private sources rather than before. Earnings are listed first lys.ause funks
are expected to ray on private sources of income before resorting to cash transfers.
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EARNINGS OF PARENTS IN MARRIED-COUPLE FAMILIES

Fathers' earnings alone would leave almost one-fourth of the
children in married-couple families poor: 42 percent of children in
black families, 23 percent in white families (Table 4-4).4 If the
mother's earnings also were counted, the poverty rate for black
children would drop by 36 percent, that of white children by 29
percent.

As in the case of female-headed families, government cash trans-
fers reduce the poverty rate for black children in married-couple
families proportionately less than for white children (14 percent
versus 18 percent).

TABLE 4-4.POVERTY RATES AMONG CHILDREN IN MARRIED-COUPLE FAMILIES BY

INCOME SOURCE AND RACE: 1982-83

Income source Total White Black

...

Fathers earnings only 24.4 22.5 42.3

Plus mother's earnings 17.2 16.0 27.0

Plus all other private sources 15.0 13.8 24.4

Plus government cash transfers "official poverty rate" 12.4 14.3 20.9

Note.Table prepared by CRS using data from the combined March 1984 and March 1983 Current
Population Survey Data are for "own children" in primary and secondary famines °lib,. The "official roverty

rates" in this table were calculated on the basis of the Census Bureau definition, applied to two years data.

COMPOSITION OF INCOME

MARRIED-COUPLE FAMILIES VERSUS FEMALE-HEADED FAMILIES

The composition of income of families with children differs by
family type and, within married-couple families, by race (Table 4-
5). Earnings accounted for 93 percent of income of married-couple
families in 1982-1983 and for 69 percent of income of female-
headed families. In married-couple families, fathers' earnings ac-
counted for 59 percent of total income for blacks and 72 percent for
whites, mothers' earnings, 31 percent for blacks and 17 percent for
whites, and earnings of other family members, 3 percent for both
blacks and whites. In mother-child families, mothers' earnings ac-

Aside from the "official poverty rates" in the last line, which are based upon total family
income, the poverty rates in Table 4-4 depend upon the order in which the aourcee of income
are .aced. The order in the table reflects the relative contribution of the income sources to total
Lamina of married-couple families. fathers on average earn 71 percent, mothers on average earn
18 percent, and so on. A reason for listing earnings, and other private income before Govern.
ment. transfers is that families are expected to rely on income before resorting to Government
transfers. However, if mothers earnings were listed before fathers' earnings, the poverty rate
based Just on there earnings alone would be relatively high (since mothers on average earn
about on of what fathers doi and the apparent effect of fathers earnings on the ?overty
rate would-be substantially smaller.

The first line m Table 4-4 reflects what poverty rates for children would be if fathers earn-
ings alone were considered for determining who is poor, it does not reflect what the rates would
be if such earnings actually provided the only income married-couple families received. If fa-
thers provided all of their families income, they probably would work more (or seek higher
paying worlu than 4 their comings were only one of moral source' of family income. Thus, If
roamed couple famiues suddenly lost all aoune of ;name other than what the fathers provid
ed, the father would likely work more and the actual pmvercy rates based on their earnings
would be somewhat lower than the hypothetical rates shown above.
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counted for 62 percent of total income, and earnings of family
members other than the mother accounted for 7 percent.

In 1982-1983, 91 percent of married-couple families with clilaren
had earnings from the father, and 60 percent had earnings from
the mother. Among female-headed families an average of 67 per-
cent had earnings from the mother (the share was 52 percent for
never-married mothers, 73 percent for divorced or separated moth-
ers, and 56 percent for widows).

TABLE 4-5.- PERCENT OF TOTAL FAMILY INCOME FROM VARIOUS SOURCES BY FAMILY

TYPE AND RACE: 1982 AND 1983

Married-couple families Femaleheaded famines

White Black White Black

Total 100.0 100.0 100.0 100.0
Pretransfer income 97.2 95.6 84.0 73.7
Earnings 92.6 92.9 69.2 68.9

Fathers' earnings 71.8 59.2 .0 .0
Mothers' earnings 17.4 30.6 62.0 62.7
Other members earnings 3.4 3.1 7.3 6.2

Child support and alimony .7 .8 10.7 3.7
Pensions .8 .8 , .7 .5
Interest, dividends 3.2 1.0 3.4 .5

Government transfers 2.8 4.4 16.0 26.3
OASDI, RR retirement' .7 1.3 6.4 4.7
UI, WC, Vet payments2 1.7 2.3 1.7 2.1
AFDC, SSI, GA 3 .3 .9 7.9 19.5

OASDI Is Social Security (Old Age Survivors and Disability Insurance).
2 UI is Unemployment Insurance. WC is Worker's Compensation.
'AFDC, SSI and General Assistance are incometested cash welfare benefits.

Source March 1983 and 1984 Current Population Survey (CPS). Table prepared by CRS. Data for primary
and secondary families with own related children and nonnegative income.

FEMALE-HEADED FAMILIES BY MOTHER'S MARITAL STATUS

The composition of income for families with children headed by
mothers differs by the mother's marital status. (a) never-married,
(b) divorced or separated, or (c) widowed (Table 4-6). For never-mar-
ried mothers the share of total 19824983 income represented by
earnings, child support and alimony, and cash welfare was the
same for black and white families. These families earned 59 per-
cent of income, and cash welfare payments equaled 28 percent of
their income, on average.

Divorced or separated mothers, black and white, both earned 68
percent of family income and their child support and alimony
shares were similar. However, in this group cash welfare was the
second largest income source for blacks, whereas for whites child
support and alimony was the second largest source. Cash welfare
was the third largest source for divorced white mothers raising
children alone. For blacks the third largest source was earnings of
other family members.
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Composition of income of families of widowed mothers showed
somewhat more variation by race. Black widows earned 40 percent
of family income, whites, 30 percent. Social security represented 33
percent of black family income, 37 percent of white income. Other
members of widowed mother families earned 12-13 percent of
family income, the largest share among all types of families with
children.

TABLE 4-6.-PERCENT OF TOTAL FAMILY INCOME FROM VARIOUS SOURCES, FEMALE-

HEADED FAMILIES, BY MOTHER'S MARITAL STATUS AND RACE, 1982 AND 1983

Female head, mother's martial status

Never married Divorced, separated Widowed

White Black White Black White Black

Total 100.0 100.0 100.0 100.0 100.0 100.0

Pretransfer income 68.9 67.6 89.3 78.8 58.4 57.4

Earnings 63.9 64.3 74.4 73.6 42.8 51.5

Fathers' earnings .0 .0 .0 .0 .0 .0

Mothers' earnings 58.5 58.9 68.1 67.8 30.3 39.8

Other members
earnings

Child support and

5.4

e
5.3 6.2 5.8 12.6 11.7

alimony 2.8 2.7 12.5 4.5 1.0 1.2

Pensions .0 .3 .1 .3 4.4 3.5

Interest, dividends 2.1 .4 2.3 .4 10.1 1.3

Government transfers 31.1 32.4 10.7 21.2 41.6 42.6

OASDI, RR retirement 1 1.8 2.6 1.9 2.4 36.8 33.3

UI, INC, Vet payments 2 1.4 1.4 1.4 2.5 3.9 2.9

AFDC,,SSI, GA 3 28.0 28.4 7.4 16.3 .9 6.4

1 OASDI is Social Security (Old Age Survivors and Disability Insurance).
2 UI Is Unemployment Insurance. WC is Worker's Compensation.
3 AFDC, SS), and General Assistance are Income-tested cash welfare benefits.

Source. March 1983 and 1984 Current Population Survey (CPS). Table prepared by CRS. Data forprimary

and secondary families with own related children and nonnegative income.

POOR VERSUS NON-POOR FEMALE-HEADED FAMILIES WITH CHILDREN

The income composition of poor mother-child families differs
from that of non-poor mother-child families. On the average, poor
mother-child families depended on cash welfare for one-half of
their 1982-1983 income and earned another third (29 percent
earned by the mother). Non-poor families depended on earnings for
78 percent of income (70 percent earned by the mother) and on
child support/alimony for 9 percent. In both poor and non-poor
female-headed families, social security contributed 6 percent of
total family income.

Never-married poor mothers depended on cash welfare for 66
percent of family income and earned another 24 percent. Poor di-
vorced or separated mothers earned 32 percent of family income
and poor widows, 15 percent. The largest single source of income
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for poor divorced or separated mothers was cash welfare (47 per-
cent); for widows, poor and non :poor, it was social security (52 per-
cent for poor families, 34 percent for the non-poor).

4. Earnings By Family Type, Race, Education, and Age
Determining what accounts for family earnings is a complicated

matter and it is particularly difficult when appropriate data are
not available. People bring to the labor market different character-
istics that affect how much they work and how much they are paid.
Their education, experience, ability, age, health, ambition, and de-
pendability are thought to be significant. People also have different
opportunities to earn income because of their social background,
sex, race, family responsibilities, and place of residence. It is hard
to determine which factors are more influential than others since
so many are interrelated. Family background, for example, often
affects the education one receives, which in turn affects one's
knowledge. But knowledge is affected by family background and
may itself affect opportunities for education. Similarly, one's sex
often affects family responsibilities, which in turn affect work expe-
rience.

Whatever specific skills a worker brings to the market, his earn-
ings are affected by the state of the economy. The supply and
demand for labor is a function of both macroeconomic and micro-
economic conditions. For example, aggregate demand might be
high, but the earnings ofsteelworkers could be low as they suffer
from the depressed conditions in the steel industry. In general, the
earnings data analyzed in this chapter reflect macroeconomic con-
ditions in 1982 and 1983, the last year of a recession aiul the first
year of a strong economic recovery.

Finally, the cross-sectional data presented througl- out this chap-
ter must not be confused with longitudinal data. For example,
Chart 4.2 shows earnings differences among mothers of different
ages at a particular time, 1982-1983. Longitudinal data, however,
would depict the experiences of individuals over time. It should not
be inferred from Chart 4.2 that the differences among older moth-
ers today will be experienced by younger mothers when they reach
the same age. Similarly, it should not be inferred that the data for
younger mothers in the chart reflects the historical experiences of
mothers who now are older.

EARNINGS OF MOTHERS

The proportion of married mothers who work or seek to work
has increased substantially in recent decades. Nearly three in five
married women with children under the age of 18 now are in the
labor force. For mothers without husbandsnever-married, di-
vorced or separated, or widowed mothersmore than two out of
three participate today.5

Howard Hayghe, Working Mothers Reach Record Number in 1984. Monthly Labor Review,
vol 107 December, 1984, Table 1 The labor force participation rate of mothers without hus-
bands, which has been relatively high since at least 1950, has not increased as much as that of
married women. U.S. Bureau of the Census, Current Population Reports, Series P-23, No. 117,
Trends in Child Care Arrangements for Working Mothers, U.S. Government Printing Office,
Washington D.C., 1982. Figure 1.

46-869 0 - 85 - 6
1 58,
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Mothers must make a difficult decision about whether they
should work for pay. The benefits from a job must be balanced
against the responsibilities and costs of child care and household
management. Child care costs are particularly high before children
can be enrolled in school, but they continue even when children
are older.6

In married-couple families, it is possible for fathers to assume
some child care and household responsibilities. Some can change
the hours they work, reduce the amount they work, or spend less
time on leisure activities. These families may find it complicated to
compare the costs and benefits of mothers' employment, but in the
end they at least implicitly consider these factors*

In female-headed families, the options are fewer and the choices
harder. These families do not receive earned income from fathers,
aside from possible alimony or child support payments. (See Tables
4-5 and 4-6 for data on these payments.) These mothers generally
need to earn income. On the other hand, because fathers are un-
available to help with child care and household chores, mothers
need to spend additional time on these as well.

ANNUAL EARNINGS

Mean annual earnings of black mothers in 1982-1983 exceeded
those of white mothers by almost $700, or 12 percent (Table 4-7).
Overall, earnings averaged $5,927 per year: $6,539 for black moth-
ers and $5,852 for white mothers.

Black wives in married-couple families earned an average of
$7,762, 41 percent more than white wives; but black single mothers
earned an average of $5,343, 31 percent less than white single
mothers.

Differences by educational level
Black wives earned more at each educational level than white

wives. those who did not complete, and may not have started, high
school, 27 percent more, high school graduates, 48 percent more,
and some college study, 51 percent more. However, single black
mothers earned less than single white mothers at each level of
schooling. high school dropouts, 28 percent less; high school gradu-
ates, 30 percent less; and some college study, 20 percent less.

The relative earnings gain associated with extra education was
greater for black mothers than for whites. A black mother with a
high school diploma but no college earned 124 percent more than a
high schoul dropout, for one who completed some college, earnings
were another 70 percent higher. For whites, these differentials
were 85 percent and 53 percent, respectively.

' Fut dIftuabwris of whilt-tt, be weer umn spent in employment and time spent on child care
and househuid mai-log(117mA, det Swat, Fensteirnakei Beck, ed., Women and Household Labor.
Beverly Hills. Sage, 1980, and Karen W. Feinstein, ed., Working Women and Families. Beverly
Hills: Sage, 1979.
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TABLE 4 -7.- MEAN ANNUAL EARNINGS OF BLACK AND WHITE MARRIED AND SINGLE MOTHERS BY HIGHEST LEVEL OF EDUCATION COMPLETED. 1982-83

Total Married mothers Single female.head

Total White Black Total White Black Total White Black

Total $5,972 $5,852 $6,539 $5,717 $5,500 $7,762 $7,009 $7,766 $5,343
Failed to conlete high schools 2,885 2,888 2,803 2,855 2,771 3,507 2,956 3,275 2,363
Completed high school 6,721 6,513 7,991 6,307 6,042 8,946 8,709 9,458 6,883

High school diploma only 5,454 5,344 6,274 5,023 4,874 6,905 7,320 8,073 5,667
Completed some college2 8,530 8,193 10,728 8,060 7,678 11,561 11,187 11,798 9,421

1 Includes persons who did not start high school.
2 Includes persons who were graduated from college. .

Note. -Table prepared by CRS using data from the combined March 1984 and March 1983 Current Population Survey. Data are kr mothers with "own children" in primary and
secondary families only. Mean annual earnings includes mothers without earnings. Negative earnings are treated as zero.

10
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Mean annual earnings of mothers in 1982-1983 varied by age
and levels of education (Chart 4.2). High school dropouts aged 40-
44 earned 120 percent more than comparable mothers 20 years
younger ($3,643 versus $1,612). (For data on which this chart is
based, see table in Appendix I, which has support tables for all
charts in the report.) Such older mothers with some college study
also earned double the sum of mothers in their early twenties
($9,681 versus $3,748). However, mothers in their early forties who
ended school with a high school diploma earned only 65 percent
more than comparable mothers 20 years younger.

Peak earnings of mothers with some college study were for those
aged 50 to 54 ($9,878). This was 72 percent below peak earnings of
married fathers with some college study, received by those aged
50-54. (See Chart 4.5 for married fathers' earnings, by age and edu-
cation.)
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Hours worked by mothers
Mothers generally work many fewer hours during the year than

fathers. On the average, as Table 4-8 shows, mothers in married-
couple families worked 894 hours in 1982-1983, and mothers rais-
ing children alone worked 1,089 hours. In contrast, fathers in mar-
ried-couple families worked an average of 1,965 hours.

TABLE 4-8.-MEAN ANNUAL HOURS WORKED BY MOTHERS BY FAMILY TYPE, RACE,

NUMBER OF CHILDREN, AND YOUNGEST CHILD'S AGE, 1982-83

Married Femalehead

Total White Black Total White Black

Total 894 869 1,155 1,089 1,183 887
Youngest child's age:

Under 6
6 to 12

751
984

718
957

1,096
1,237

796
1,207

867
1,289

671
1,033

13 to 17 1,089 1,079 1,168 1,379 1,439 1,171
.

1 child (total) 1,032 1,013 1,257 1,254 1,318 1,078
Youngest child's age:

Under 6 950 930 1,268 980 1,035 838
6 to 12 1,109 1,075 1,377 1,320 1,372 1,215
13 to 17 1,079 1,071 1,158 1,438 1,494 1,225

2 children (total) 872 841 1,226 1,061 1,158 845
Youngest child's age:

Under 6 707 664 1,188 798 884 663
6 to 12 993 968 1,292 1,229 1,310 1,017
13 to 17 1,109 1,098 1,167 1,263 1,315 1,081

3 or more children (total) 683 646 948 727 887 642
Youngest child's age:

Under 6 564 518 896 518 499 519
6 to 12 834 807 1,020 955 1,072 780
13 to 17 1,124 1,099 (1) 1,039 (1) (1)

1 Data not shown. Sample size less than 75,000 weighted cases.

Note.-Table prepared by CRS using data from the combined March 1984 and March 1983 Current
Population Survey.

Black versus white mothers. -White mothers raising children
alone worked an average of 1,183 hours in 1982-1983, one-third
more than comparable black mothers. However, white mothers in
married-couple families worked an average of 869 hours, one-fourth
less than such black mothers. Overall, black mothers worked 11
percent more hours yearly than whites (1,019 compared to 918).

Number of children. -For both married-couple and single-parent
families, the differences in hours worked by white.and black moth-
ers grow with number of children. For instance, single black moth
ers with only one child worked about 82 percent of the hours of
corresponding white mothers in 1982-1983; those with three or
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more children worked only about 72 percent of the hours of white
mothers. Similarly, married white mothers with only one child
worked 81 percent of the hours of corresponding black mothers;
those with three or more children worked only about 68 percent of
the hours of comparable black mothers (Table 4-9).

The average number of children living at home is related to
mothers' educational attainment and age, as shown in Chart 4.3.
Young mothers who have not completed high school on the average
have more children at home, at least in their twenties and thirties,
than do mothers who are high school graduates or who have at-
tended college. In part this is because mothers without high school
diplomas have more children than other mothers; it is also because
they have children at an earlier age. The chart suggests that
women with higher educational attainment goals may defer moth-
erhood uhtil they are older, even after they have completed school.
It also suggests that having children at a young age reduces the
likelihood of acquiring additional education. Young mothers also
may find it harder to establish a career. The differences associated
with age and educational attainment apply to black women as well
as white, though the former on the average have slightly mde chil-
dren.

CHART 4.3

AVERAGE NUMBER OF CHILDREN UVING AT HOME
BY WOMENS' AGE AND EDUCATION

1982-1983

!Failed to Complete H.S.

H.S. means high school.

163



141

Age differences.Given child care and household responsibilities,
it is not surprising that mothers generally work fewer hours than
fathers. Moreover, as those responsibilities increase, hours of work
decrease. Married women under the age of 35 without children
worked an average of 1,570 hours in 1982-1983. Married women
under 35 with one child worked 1030 hours; those with two chil-
dren worked 780 hours, and those with three or more children
worked 600 hours. Married women with a child under 6 years old
worked an average of 751 hours per year in 1982-83; those whose
youngest child was between 6 and 12 years old worked 984 hours;
those whose youngest child was between 13 and 17 worked 1,089
hours (Table 4-8).

Chart 4.4 shows that on the average married mothers aged 40-44
(with children at home) worked largest number of hours per year
(slightly more than 1,000 hours). Mothers 20 years younger worked
about one-third fewer hours (slightly less than 700).

CHART 4.4

MEAN ANNUAL HOURS WORKED 8Y MARRIED WOMEN
BY WOMEN'S AGE AND PRESENCE OF CHILDREN: 1982-1983

AGE

LT means "less than."
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Mean hourly earnings of mothers
Average hourly earnings of white mothers appeared to be almost

5 percent larger than those of black mothers (Table 4-9).
In general, hourly earnings of white mothers were about 40 per-

cent below those of white married fathers. Black mothers' hourly
earnings were about 30 percent below those of black married fa-
thers. (See Table 4-13 for married fathers' hourly earnings.)

TABLE 4-9.MEAN HOURLY EARNINGS OF BLACK AND WHITE MOTHERS BY HIGHEST

LEVEL OF EDUCATION COMPLETED: 1982-83

whiteWhite Black white ratio
(percent)

Total $6.49 $6.51 $6.22 96

Failed to complete high school 1 4.77 4.76 4.81 101

Completed high school 6.77 F.78 6.53 96

High school diploma only 5.73 5.71 5.89 103

Completed some college 2 8.08 8.15 7.35 90

Includes persons who did not start high school.
2 Include; persons who were graduated from college

Note.Table prepared by CRS using data from the =bind March 1984 and 1983 Current Powlation

Surveys. Data are to married mothers and mothers maintaining a family without a husband present Mothers

are those with "own related children" in primary and secondary familiesonly.

EARNINGS OF FATHERS

ANNUAL EARNINGS OF FATHERS

The proportion of married women with children under the age of
18 who work or seek to work (those in the labor force) has in-
creased from about one in five in 1950 to nearly three in five
today.? Nonetheless, fathers overall earn about 71 percent of total
income in married-couple families, about four times the share
earned by mothers.

On the average, married fathers earned an average of $22,013
per year in 1982- 1983 (Table 4-10). Earnings varied sharply by
race, educational attainment, and age.

Differences by educational level
Married fathers who received a high school diploma, but did not

proceed to college, earned an average of $19,190, a gain of 49 per-
cent over the earnings of those who did not complete high school.
Married fathers who engaged in some college study earned an aver-
age of $28,369, 48 percent more than the sum earned by those who
stopped at a high school diploma, and more than double the aver-
age sum earned by those who did not finish high school.

Waldman, Elizabeth. Labor Force Statistics from a Family Perspective Monthly Labor
Review. Dec. 1983 p. 18.
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TABLE 4 10.MEAN ANNUAL EARNINGS OF BLACK AND WHITE MARRIED MEN WITH

CHILDREN, BY HIGHEST LEVEL OF EDUCATION COMPLETED: 1982-83

Black/
Total White Black white ratio

(percent)

Total $22,013 $22,653 $14,750 65
Failed to complete high school 1 12,912 13,511 9,499 70
Completed high school 24,074 24,623 16,753 68

High school diploma only 19,190 19,721 14,358 73
Completed some college 2 28,369 28,904 19,934 69

Includes persons who did not start high school.
2 Includes persons who were graduated from college.

Note. Table prepared by CRS using data from the combined March 1984 and 1983 Current Population
Surveys. Mean annual earnings includes fathers with zero earnings. Negative earnings are treated as zero
earnings.

Chart 4.4 presents mean annual earnings of married men with
children, by father's age and education, 1982-1983. It shows that
age as well as education directly relates to earnings. Annual earn-
ings are higher for fathers who are in their forties and fifties. One
reason that age is related to fathers' earnings may be that young
men have not had so much opportunity to learn on the job as have
older men. By their thirtieth birthday, men who have worked since
their eighteenth birthday 'lave had three times as much work ex-
perience as men who are aged 22.

The chart also shows that at each age level fathers who have
completed high school have annual earnings well above those who
have not, the same is true for those with college study compared to
those without it. For those in their twenties, the premium for col-
lege study is smaller, about 63 percent, but for fathers who are in
their forties, the premium is about 136 percent. Annual earnings of
fathers who undertook some college study, and of high school drop-
outs, are highest for those aged 50-54, but these earnings are only
4 percent and 8 percent, respectively, higher than corresponding
earnings for those aged 40-44.
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CHART 4.5

MEAN ANNUAL EARNINGS FOR MARRIED MEN WITH CHILDREN
BY FATFIER'S AGE AND.EDUCAllON: 1982 - 1983

40000

33001-

30000

23000

20000

I5000-

I0000'

5000-

to

3

Completed Some
College

Completed
H.S. Only

railed to
Complete H.S.

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

0

/°-
4' NC3 0 43 (-P

LT means "less than."
H.S. means high school.

167

AGE



145

Mean annual earnings of married white fathers exceed those of
black fathers at each age. This is shown on Chart 4.6. To some
extent educational attainment accounts for differences in average
earnings of white and black fathers. When fathers with the same
educational attainment are compared, however, black fathers gen-
erally earn about 70 percent of what white fathers do (Table 4-10).

QUIT 4.6

MEAN ANNUAL EARNINGS OF BLACK AND WHITE MARRIED MEN WITH CHILDREN
BY FATHER'S AGE: 1982-1983
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Hours worked by fathers
Fathers in married-couple families worked an annual average of

1,965 hours in 1982-1983.
Black versus white fathers.On the average, black married fa-

thers worked 18 percent fewer hours per year (equivalent to more
than 2 months of full-time work) than white married fathers in
1982-1983 (Table 4-11). To some extent, their fewer hours of work
reflected higher unemployment rates experienced by black fathers
in these years, which might have discouraged some from participat-
ing in the labor force. Hours worked increased with education and
the racial gap in hours worked narrowed with education.

TABLE 4-11.MEAN ANNUAL HOURS WORKED BY BLACK AND WHITE MARRIED MEN

WITH CHILDREN, BY HIGHEST LEVEL OF EDUCATION COMPLETED: 1982-83

Black/
Total White Black %white ratio

(percent)

Total 1,965 1,999 1,631 82

Failed to complete high school 1 1,666 1,717 1,397 81

Completed high school 2,033 2,060 1,720 83

High school diploma only 1,929 1,961 1,634 83

Completed some college 2 2,124 2,146 1,835 86

I Includes persons who did not start high school.
2 Includes persons who were graduated from college.

Note.Table prepared by CRS using data from the combined March 1984 and 1983 Current Population
Surveys Data use for fathers with "own children" in primary and secondary married couple families only

Age differences.Hours worked by fathers vary with their age
(Chart 4.7). Fathers in their twenties worked fewer hours in 1982-
1983 than those in their thirties, the latter in turn worked fewer
hours than those in their forties. Those aged 45 and above worked
fewer hours. These patterns partly reflect decisions about whether
to work. some young fathers may choose to enroll in school; some
older ones may choose to retire. The data also reflect involuntary
separation from work. men in their twenties generally have rela-
tively high rates of unemployment (especially so for blacks).8 Older
men also may be more prone to illness or disability. As the chart
shows, the difference between white and black fathers' annual
hours of work was largest for young men. Black fathers between the
ages of 20 and 24 worked an average of 1,130 hours yearly, 65 per-
cent of the 1,730 hours worked by comparable white fathers. Black
fathers between the ages of 40 and 44, however, narrowed that gap.
They averaged 1,820 hours of work yearly, 86 percent of the corre-
sponding white average.

For data on participation and unemployment rates by age, see U S. Department of Labor
Bureau of Labor Stutistia, Educational Attainment of Workers. March 1982 83. Bulletin 2191
Tables B-6 and B-12
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CHART 4.7

MEAN ANNUAL HOURS WORKED BY
BLACK AND WHITE MARRIED MEN WITH CHILDREN

BY FATHER'S AGE: 1982-1983
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Mean hourly earnings of fathers
Hourly earnings of black married fathers were 77 percent of

those of white married fathers (Table 442). The black/white wage
ratio was slightly lower for those who engaged in some college
study (75 percent) and somewhat higher for those who did not com-
plete high school (87 percent).

TABLE 4-12.MEAN HOURLY EARNINGS OF BLACK AND WHITE MARRIED MEN WITH

CHILDREN BY HIGHEST LEVEL OF EDUCATION COMPLETED: 1982-83

Black/
Total White Black white ratio

(percent)

Total $11.14 $11.32 $8.68 77

Failed to complete high school 1 7.93 8.05 6.99 87

Completed high school 11.82 11.99 9.26 77

High school diploma only 9.96 10.13 8.23 81

Completed some college 2 13.41 14.07 10.56 75

i Includes persons who did not start high school.
2 Includes persons who were graduated from college.

Note.Table prepared by CRS using data from the combined March 1984 and 1983 Current Population
Survey.

5. Conclusion

Market income poverty afflicted more than one-fourth of U.S.
children in 1982-1983, compared with one out of five in 1978.

Children being raised by their mother alone had the highest inci-
dence of earnings poverty. Mothers' earnings fell short of the pov-
erty threshold for 68 percent of such children (82 percent in the
case of those with never-married mothers). Even in married-couple
families, combined earnings of father and mother fell short of the
poverty threshold for 17 percent of the children.

Although having a full-time breadwinner sharply reduced a
child's chances of being poor, it was no guarantee against poverty.
For instance, if a black single mother worked full-time (more than
2,000 hours per year) and if government cash transfer payments
were added to her market income, the chances that her child would
be poor exceeded one in five in 1982-1983. For the child of such a
white mother, the incidence of poverty was one out of 12.

In all, it is estimated that 2.5 million children were officially
poor even though at least one of their parents worked full-time
throughout the year. These children represented more than one-
sixth of all poor children in 1983, including one-third of the poor
children in married-couple families.

The incidence of child poverty is related to the age, education,
and race of the child's parents, as well as to whether he lives with
both parents or only with the mother.

Young parents are likely to work fewer hours and to earn less
per hour than older parents. They tend to have younger children,
who require more care. Women who become mothers at a very
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early age may have relatively poor prospects for attaining addition-
al schooling or establishing a work history. Alternatively, women
with poor education or career prospects may become mothers at
younger ages. Similarly, men who become fathers at a young age
may have to forego investment in education in order to earn
money for the family's immediate needs.

Child poverty rates are related to education of parents. Among
both fathers and mothers, those with higher levels of educational
attainment earn more per year and work more hours, on average,
than those with lower levels of schooling.

Earnings and child poverty rates are related to race. In married-
couple families, black fathers on average work fewer hours during
the year and earn less per hour than white fathers, at each level of
education. Black married mothers tend to work more hours than
their white counterparts and to have higher annual earnings. Nev-
ertheless poverty rates for black children in married-couple fami-
lies are twice those of comparable white children. In mother-child
families, however, black mothers work fewer hours than white
mothers and have smaller earnings.

The consequences of a father's absence upon the poverty status
of children often are severe and usually reflect his earnings. A
younger father is likely to have low earnings potential; and ability
of an older father to pay child support or alimony is greater. Fur-
ther, an older family is likely to have greater savings with which
to meet the extra income needs caused by divorce or separation. If
the father dies, his lifetime earnings may indirectly provide for
continued income support, through pension benefits, income from
accumulated savings, insurance annuities, and social security bene-
fits.

It appears that a reduction in market income poverty rates of
children requires a strong economy and lower unemployment rates,
especially for black men. Further, it appears that the incidence of
earnings poverty among children would be lowered if:

more parents became married and stayed married;
more parents stayed in school longer;
fewer teenagers had babies;
hourly earnings of blacks rose closer to those of whites.



CHAPTER V. THE RELATIONSHIP OF UNEMPLOYMENT
AND INCOME DISTRIBUTION TO POVERTY AMONG CHIL-
DREN*

A rising tide lifts all boats.
John F. Kennedy, August 17, 1962.1

We cannot leave the further wearing away of poverty solely to the general
progress of the economy. A faster reduction of poverty will require that the
lowest fifth of our families be able to earn a larger share of national output.

Annual Report of the Council of
Economic Advisers, January 1964. p.
60-61

1. Introduction

The two quotations above, one from President Kennedy and the
other from his successors' Council of Economic Advisers, illustrate
the debate between those who believe that promoting economic
growth is the surest way to reduce the rate of poverty and those
who believe that income transfer programs must continue to play
an important role. Indeed, those who advocate greater redistribu-
tion of income fear that economic growth will not lift all boats
equally, and that the rate of poverty will remain at troublesome
levels for some time to come. Although the analysis in this chapter
does not resolve this debate, it does show that growing inequality
of income has led to higher poverty rates.

ORGANIZATION OF THE CHAPTER

This chapter analyzes the relationship of unemployment and the
distribution of income to poverty among families with children. It
has seven basic parts:

A comparison of the relationship between unemployment rates
and trends in poverty rates;

A comparison between the trends in poverty rates before and
after the receipt of cash transfers;

A comparison of two measures of income distribution, one
based on family incomes and one based on family incomes ad-
justed by the official measure of need, the poverty thresh-
olds. The latter measure is called the "poverty ratio,' which is
family income divided by the appropriate family poverty
threshold. This permits an analysis of how well off families

Much of this chapter IS bused on work dorm under contract by Peter Gottschalk of Bowdoin
(..oliege. Richard A. Hobble rewrote Dr. Gottschalk' 8 draft and added several sections Richard
Verdugo developed the detile and lam Lueffs.aent analysts, prepared the computer graphs, and
helped rewrite the chapter

4 Remarks in Pueblo, Colorado, Aug 17, 1962. Public Papers of Presidents. John F Kennedy,
1962, p. 626.
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with children have been from one year to the next because it
adjusts family income for inflation and family size;

An analysis of the trends in the distribution of family poverty
ratios from 1968 through 1983;

An analysis of mean (average) family income poverty ratios;
An analysis of changes in poverty rates from 1968 through

1983 based on changes in mean market income (mainly earn-
ings), cash transfer income, and the inequality of total income,
all relative to poverty; and

Simulations of future poverty rates under certain assumptions
about real economic growth.

FINDINGS

In general, the analysis found:
Changes in unemployment rates affect the market income pov-

erty rates of male-headed families, but not female-headed fami-
lies.

A narrowing trend has recently occurred between the poverty
rates calculated before and after cash transfers are counted,
probably because of the recent decline in real cash transfers,
and to a lesser extent an attendant increase in work among
this group.

In 1983, the average family income of families with children
was $25,283. About 19 percent of families with children were
below the poverty line, and 22 percent of all children experi-
enced poverty. The average family poverty ratio was 2.48,
meaning that the average family had about two and a half
times as much income as it needed to stay out of poverty.
The distribution of family poverty ratios was more unequal in
1983 than in 1968.

Relative to the poverty thresholds, average market income
peaked between 1978 and 1980, depending on race and sex of
family head. Although cash transfers relative to the poverty
thresholds grew in the late 1960s and early 1970s for female-
headed families with children, they are lower in 1983 than
they were in 1968.
Growing inequality of the distribution of family income rela-
tive to the poverty thresholds has been an important factor in
raising the poverty rates of families with children.

--A simulation model estimated that economic growth alone
would not reduce rapidly the rate of poverty for families with
children. Using economic assumptions within the range of ex-
perience, the simulations suggest that it might take as long as
12 to 18 years for male-headed families and 5 to 8 years for
nonwhite female-headed families to drop back to the poverty
levels experienced as late as 1979.

2. The Economic Cycle and Long-Term Trends in Market Income
Poverty Rates

This section examines the relationship between the economic
cycle and long term trends in the incidence of market income pov-
erty of selected families with children since 1967. It shows that eco-
nomit. cycles affect the proportion of male-headed families whose
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market income falls short of their poverty thresholds. In contrast,
the market income poverty rates for female-headed families change
little in relation to the economic cycle. Many factors affect the
long-term trends in poverty, and their relationships are complex.
These factors might include not only the demographic composition
of the population, but important economic phenomena, such as eco-
nomic growth, the distribution of market and cash transfer income,
labor productivity, possible race and sex discrimination, and the
changing occupational-industrial mix in the economy.

MEN

Chart 5.1 compares the market income poverty rates for men
heading families with children to the unemployment rates for all
nonaged (under 66 years old) adult men. The changes in incidence
of market income poverty for these men appear to reflect their un-
employment rates. For example, market income poverty rates for
the white and nonwhite men increased 28 and 14 percent, respec-
tively, from 1974 to 1975, when their unemployment rates jumped
64 and 48 percent. Moreover, the market income poverty rates of
men heading families with children climbed steadily with their un-
employment rates from 1979 to 1982. By 1983, 13.1 percent of white
men heading families with children and 23.8 percent of such non-
white men were "poor" on the basis of market income only.
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CHART 5.1. Market Income Poverty Rates and Unemployment Rates
for Nonwhite and White Males: 1967 to 1983

Nonwhite Market Income Poverty Rate

Nonwhite Unemployment Rate

,White Marke
."\Income Poverty,/

White Unemploymedt
..,.. Rate

0
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YEAR
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Note: Unemployment rates are for adult males younger than 66.
Poverty rates are for male-headed families with children.

Appendix I provides data for this chart and others in the report.
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WOMEN

Chart 5.2 shows a comparison of market income poverty rates for
women heading families with children and unemployment rates for
all nonaged women. In contrast to the situation for men, changes
in these unemployment rates appear to have little effect on the rel-
atively high proportion of female-headed families whose market in-
comes fall short of their poverty thresholds. However, the long-
term downward trend in market income poverty rates for white
and nonwhite female-headed families seems to have temporarily
stopped after 1979 for whites and after 1980 for nonwhites.

Chart 5.2 also highlights a seeming paradox in the long-term
trends. Although the unemployment rates of nonwhite women
under 66 years old almost doublet'. from 9.1 percent in 1967 to 17,1
percent in 1983, the market income poverty rate of nonwhite
female-headed families declined from 76.2 percent to 68.8 percent.2
However, this is partly because relatively more nonwhite women
took jobs or sought work. For example, the increased labor force
participation rates of black women from 48.7 percent in 1972 to
54.2 percent in 1983 led not only to substantial employment and
earnings gains, but, ironically, to higher unemployment rates as
well. All other things held constant, if the nonwhite female labor
force participation rate had remained at its 1972 level, the unem-
ployment rate in 1983 would have been only 9.4 percent, a figure
more consistent with the general lack of relationship between
market income poverty rates of women and their unemployment
rates.

I A more approprtate comparison might be between 2 years that were at about the same stage
of their respective economic cycles such 113 1971 and 1883. However, the economic phase before
1983 was very different from the one before 1971, and using 1971 would shorten the period for
comparison by 4 years.
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CHART 5.2. Market Income Poverty Rates and Unemployment Rates
for Nonwhite and White Females: 1967-19R3
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Note: Unemployment rates are for adult females younger than 60.
Poverty rates are for female-headed families with children.
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3. Cash Transfers and Post-Transfer Poverty Rates
This section compares the trends in the market income poverty

rates and post-transfer poverty rates. It shows that cash transfers
reduce poverty rates below actual market income poverty rates,
but that the difference between market income poverty rates and
post-transfer poverty rates has narrowed. This narrowing trend
probably resulted from the decline in real cash transfers in the late
1970s and 1980s, and to a lesser extent from an attendant increase
in work.

WORK DISINCENTIVE EFFECT OF CASH TRANSFERS

Market income would be higher if income transfers did not exist.
This would make the market income poverty rate lower than what
we observe. It would not, however, make the market income pover-
ty rate lower than the post-transfer poverty rate achieved under
the current welfare system.

Cash transfers to the poor reduce the poverty rate. This will
occur as long as recipients maintain their earnings level or, if they
cut back on work, reduce their market income by less than a dollar
for each dollar of cash transfers. Even before the rise in cash trans-
fers in the 1960s, roughly half of all poor heads of families did not
work. In the short-run, additional inzome transfers for them might
not have any effect on their market income because they had none,
but it could affect market income later to the extent that it might
further discourage them from seeking work. For poor heads of fam-
ilies with earnings the existing labor supply evidence suggests that
they earn less after receiving cash transfers than before, but that
they reduce their earnings by less than a dollar for a dollar's worth
of cash transfers. Hence, a net decrease in their poverty rate re-
sults.

INCOME MAINTENANCE EXPERIMENT RESULTS

Henry Aaron recently summarized the estimated effect of cash
transfers on work from the Seattle-Denver Income Maintenance
Experiment.3

' ' ` Their experiments found that few men who were
offered cash assistance actually quit their jobs and that
the reduction in the number of hours they worked was
under 10 percent. But the tests also suggested that for
every $100 provided to male-headed families, earnings
would fall $25 to $50. The effect of cash grants on the
labor supply of female family heads was somewhat greater
than the effect on malesand the impact on the behavior
of wives and young single adults was greater still. This
leakage could be reduced by imposing effective work re-
quirements, but that strategy raised other questions to be
addressed below.

s s s * *

3 Aaron, Henry J. Six Welfare Questions Still Searching for Answers, the Brookings Review,
fall 1984, pp. 13-14.
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The acknowledgement of the need for a work require-
ment created an insoluble dilemma, however. With a suffi-
ciently coercive administrative system, potential welfare
recipients could be required to accept existing low-quality,
low-wage jobs in the private sector. If enough private sector
jobs did not exist, public sector positions could be created at
low cost. If a work requirement discouraged enough people
from applying for welfare, costs might even be reduced. But
the coercion that would be necessary to make such a
requirement work violated notions of fairness and rights.
Alternatively, the public sector could create jobs with suffi-
ciently attractive working conditions and wages to reduce
greatly the need for coercion. But the size of the program
would be unprecedented, and its cost would be prohibitive,
particularly since many workers in unattractive private
sector jobs would find it expedient to switch to superior
public sector jobs. Trapped on this political Moebius [sic]'
strip, welfare reform went nowhere.

The Seattle-Denver income maintenance experiment results
probably overstate the work disincentive effect of cash transfers
today because they reflect on average a relatively generous cash
transfer program with a guarantee of 115 percent of the poverty
line and a benefit reduction rate of 50 percent. In contrast, the
combined AFDC and food stamp benefits in the median State at
the beginning of 1985 for a one-parent family of three persons with
no countable income equalled only 73 percent of the poverty line.
Also, the statutory marginal benefit-reduction rate under AFDC
alone was 67 percent of ", et earnings" 4 for the first four consecu-
tive months of work and 1)0 percent thereafter.

IMPACT OF INCREASED CASH TRANSFERS, 1967-74

Table 5-1 summarizes the only sophisticated estimates available
on the effect of increased cash transfers from 1967 to 1974 on the
poverty rate after accounting for work disincentive effects. It shows
that the doubling in real cash transfers from 1967 to 1974 corre-
sponded to an additional 37 percent decline in the poverty rate.
One can see in each year that the actual market income poverty
rates with the existing cash transfer for these years of 12.5 and
13 9 percent were higher than the estimated market income pover-
ty rates of 11.9 and 12.4 percent, respectively, that would have oc-
cured in the absence of cash transfers. This means that cash trans-
fers were estimated to have increased the market income poverty
rates by 5 percent in 1967 and, after doubling in real terms, by 12
percent in 1974 through declines in earnings. This is a measure of
the additional work disincentive effect of the rise in real cash
transfers.

Despite this additional work disincentive effect, the post-transfer
poverty rates were lowered even further. The post-transfer poverty
rates of 11.2 and 11.4 percent were lower than the estimated
market income poverty rates in the absence of cash transfers by 5.9

'A Mobius strip is a one sided surface that is constructed from a rectangle by holding one end
fixed, rotating the opposite end through 180 degree', and applying It to the first end.

Net earnings" under AFDC mean gross earnings minus au $105 monthly standard earnings
deduction and ar actual child care costs, up to $160 monthly per child ifirst year of work,.
Thereafter the standard deduction drops to $7.5 monthly.
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percent in 1967 and 8.1 percent in 1974. Thus, even though the
higher transfers probably induced a rise in market income poverty
through the work disincentive effect, their net effect appears to
have been to cut the poverty rate 37 percent more than it would
have been (((8.1/5.9)-1)x 100 -- 37%) if cash transfers had not in-
creased substantially.

TABLE 5-1.ESTIMATED CHANGE IN THE RATE OF POVERTY BEFORE AND AFTER CASH

TRANSFERS Pi 1967 AND 1974 (PERCENTS) 1

1967 1974

Actual market income poverty rate with existing transfers 12.5 13.9

Estimated market income poverty rate in the absence of cash transfers 11.9 12.4

Poverty-transfer poverty rate 11.2 11.4

Percentage change in poverty rate from the estimated market income
poverty rate in the absence of cash transfers to the post-transfer
poverty rate 5.9 8.1

= Samples included all persons hving in families headed by persons between the ages of 20 and 59 and not
the armed services. Transfers to these families increased from $12.6 to $26.6 billion (constant 1983 dollars)
from 1987 to 1974.

Source. Danziger, Sheldon and Robert Plotnick, The War on Invarde Poverty. Achievements and Failures, in
Welfare Reform in America, p. 44.

IMPACT OF TRANSFERS ON POVERTY RATES, 1967-83

Charts 5.3 and 5.4 show the actual market income poverty rates
and the post-transfer poverty rates from 1967 through 1983 for fe-
males and males heading families with children, respetively. One
would expect the difference between the respective actual market
income poverty rates and the post-transfer poverty rates to change
with the level of real cash transfers. That is, as the level of real
cash transfers increases, the difference between the actual market
income poverty rate and the put- transfer poverty rate increases.
This would occur for two reasons:

(1) As real cash transfers increase, the actual market income
poverty rate will increase as cash transfer recipients reduce
their earnings.

(2) As real cash transfers increase, the post-transfer poverty
rate will decrease as cash transfer recipients reduce their earn-
ings by less than their increase in cash transfers.

The reverse of this pattern would also occur for decreases in cash
transfers:

(1) As real cash transfers decrease, the actual market income
poverty rate will decrease as cash transfer recipients increase
their earnings.

(2) As real cash transfers decrease, the post-transfer poverty
rate will increase as cash transfer recipients increase their
earnings by less than their decrease in cash transfers.

One can observe this pattern in chart 5.5, particularly for fe-
males heading families with children. For white females, the differ-
ence betwi en actual market income poverty rates and post-transfer
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poverty rates increased with the increased real cash transfers from
1967 to 1973. Then, it dropped precipitously with the ensuing de-
cline in real cash transfers in the late 1970s and 1980s. A similar
pattern appears for nonwhite females, except that they fluctuated
around a plateau of about 12 percentage points between 1969 and
1975 Likewise, males have a comparable pattern, which is not as
evident because of their relatively low poverty rates.
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CHART 5.3. Market Income Poverty Rates and Post-Transfer Poverty
Rates for Nonwhite and White Males: 1967 to 1983
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CHART 5.4. Market Income Poverty Rates and Post-Transfer Poverty
Rates for Nonwhite and White Females: 1967 to 1983
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CHART 5.5. The Difference Between Market Income Poverty Rates and

Post Transfer Poverty Rates by Race and Sex: 1967 to 1983
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4. Derivation of Distributions of Family Income Relative to
Poverty Thresholds

Chart 5.6 shows the distribution of family income for families
with children in 1983. The average family income was $25,283. The
income class with the highest share of families was $20,000 to
$25,000, and it accounted for 11.8 percent of families with children.
About 54 percent of these families with children had...cash family
incomes lower than $20,000, while about 10 percent had cash
family incomes above $50,000. About 1 percent had cash family in-
comes above $75,000.

For families with children, chart 5.7 shows the distribution of
family income relative to the appropriate poverty thresholds in
1983. For example, a three-person family with cash income of
$22,500 would have its family income divided by its poverty thresh-
old ($8,280). This yields a ratio of 2.72, which is called the family
"poverty ratio." About 54 percent of families with children had
poverty ratio?, of no more than 2.72. If a family of three had cash
income equal to its poverty threshold, its ratio would be $8,280 di-
vided by $8,280 or one. This family would be located at the vertical
line above one, which one might call the poverty line. Those fami-
lies at or to the left of this line have ratios no more than one and
are classified as poor. Those to the right of the line are not poor.

About 19.0 percent of families with children were at or to the left
of the poverty line. Nearly 10 percent of families had family cash
incomes exceeding 4.5 times their poverty thresholds. The income
class with the highest share of families was between 2.0 and 2.5
times the poverty line, and it contained 12.3 percent of all families
with children. Average family income equalled 2.5 times the pover-
ty line.

,
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CHART 5.7. The Distribution of Family Income Poverty Ratios
Among Families with Children: 1983
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5. Trends in Distribution of Family Income/Poverty Ratios From
1968 Through 1983

Table 5-2 shows that the average poverty ratio rose from 2.48 in
1968 to 2.73 in 1979, and it then dropped to 2.48 in 1983.5 The table
also shows that the lowest fifth of families had an average poverty
income ratio of 0.91 in 1968, compared with still lower ratios of 0.83
in 1979 and 0.60 in 1983. The average income/poverty ratio of the
highest fifth of families was 8.0 times that of the lowest fifth in
1983. In 1968 the top fifth's average ratio was only 4.6 times that of
the bottom fifth, and in 1979, this multiple was 5.9.

TABLE 5-2.-TRENDS IN AVERAGE FAMILY INCOME/POVERTY RATIOS BY LOWEST TO

HIGHEST FIFTHS OF FAMILIES IN 1968, 1979, AND 1983

Year
Lowest Second Middle Fourth

fifth fifth fifth fifth
Top fifth Average

1968 0.91 1.82 2.41 3.02 4.18 2.48

1979 .83 1.90 2.70 3.50 4.91 2.73

1983 .60 1.53 2.35 3.24 4.78 2.48

Table 5-3 presents trends in the distribution of poverty ratios for
families with children from 1968 through 1983. In general, it shows
that the distribution of family income/poverty ratios is more un-
equal than it was in 1968. In addition, after becoming somewhat
more equal from 1975 through 1979, it became .aarkedly more un-
equal after 1979.5

During the 1979-1983 period, families in the bottom two-fifths
lost 2.6 percentage points to families in the upper one-fifth while
the remainder maintained its share. Families in the bottom two-
fifths had a share of 22.1 percent in 1969, but this dropped in 10 of
the next 14 years and was only 17.1 percent in 1983. Slightly more
than half of this 5.0 percentage point drop (or 2.6 percentage
points) occurred after 1979. At the same time, families in the upper
one-fifth gained 2.6 percentage points in their share, as it rose from
35.5 percent in 1979 to 38.1 percent in 1983.

A short analysis of the after-tax data available from the Census
Bureau for 1979 through 1982 shows a similar pattern. The lower
two-fifths lost 2.5 percentage points of its share of after-tax income
while the upper one-fifth gained 2.1 percentage points. During this
period, the share of the lower two-fifths dropped from 22.0 to 19.5
percent while the share of the upper fifth rose form 33.1 to 35.2
percent.?

"As indicated earlier, more appropriate Lomparwons would be figures from years at the same
stage of similar economic cycles. Unfortunately, our data do not cover a long enough period to
do this and to study longterm trends, too.

4 See Appendix F for a discussion of how these data were calculated and the measure of in
equality that was used.

7 The percent distributions of aftentax data by quintiles were:

Lowest Second Third Fourth Highest
fifth fifth fifth fifth fifth Total

1979 7.2 14.8 199 24.9 33 1 100

1982.. 5.7 13.8 19 6 25 5 35.2 100
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TABLE 5-3 -TRENDS IN THE DISTRIBUTION OF INCOME/POVERTY RATIOS FOR FAMILIES

WITH CHILDREN FROM 1968 THROUGH 1983

Calendar year

Percentage shares of cash family incomes divided by the
appropriate poverty thresholds that went to each fifth of

total families with children
Total

Lowest Second

fifth
Third
fifth

Ffihuirtth Highest

1968 7.4 14.8 19.5 24.5 33.8 100
1969 7.4 14.7 19.6 24.6 33.7 100
1970 7.2 14.7 19.4 24.7 34.0 100
1971 7.0 14.5 19.5 24.7 34.4 100
1972 6.8 14.2 19.5 25.1 34.5 100
1973 6.8 14.4 19.5 25.0 34.4 100
1974 6.4 14.3 20.6 25.1 34.6 100
1975 6.3 13.9 19.6 25.3 34.9 100
1976 6.4 13.9 19.7 25.3 34.7 100
1977 6.1 13.7 19.5 25.5 35.2 100
1978 6.1 13.7 19.5 25.4 35.4 100
1979 6.0 13.7 19.5 25.3 35.5 100
1980 5.6 13.3 19.5 25.5 36.1 100
1981 5.4 13.0 19.4 25.8 36.5 100
1982 4.9 12.7 19.1 25.9 37.5 100
1983 4.8 12.3 18.9 26.0 38.1 100

' Figures may not add exactly because of rounding.

Sources. March Current Population Surveys for 1969 through 1984. See Appendix F for an explanation of how
these figures were calculated.

6. Trends in Average Family Income Poverty Ratios From 1968
Through 1983

This section examines the trends in average family income pov-
erty ratios for families with children. Average market income pov-
erty ratios peaked for male-headed families in 1978 and in 1979
and 1980 for white and nonwhite female-headed families, respec-
tively The cash transfers to females heading families with children
outstripped the inflation-induced growth in their poverty thresh-
olds in the late 1960s and early 1970s, but a sharp decline in real
cash transfers began in the mid-1970s and continued unabated
through 1983.

MARKET INCOME POVERTY RATIOS

Chart 5.8 shows that average market income; poverty ratios were
much higher for whites than for nonwhites and for males than for
females. In 1983, for example, the figures for nonwhite female-
headed families, white female-headed families, and nonwhite male-
headed families were only 26, 44, and 77 percent of the figure for
white male-headed families, respectively.

46-869 0 - 85 - 7 180
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At their peak levels in 1978, average incomes for white and non-
white male-headed families equalled 3.22 and 2.48, respectively,
times their poverty thresholds. Market income/poverty ratios for
white females peaked at 1.48 in 1979 and for nonwhite females at
0.82 in 1980. Thus, even at their highest point, nonwhite female-
headed families had mean market incomes that were 18 percent
below their poverty lines.

191



CHART 5.8. Market Family Income Poverty Ratios Among Families with Children
by Race and Sex: 1963 to 1983
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CASH TRANSFER POVERTY RATIOS

The poverty ratio, which measures income relative to the official
measure of need, the poverty threshold, can also be used to assess
the relative adequacy of cash transfers. The cash transfer poverty
ratio is obtained by dividing a family's :ash transfers by the appro-
priate poverty threshold.

Chart 5.9 shows that the average cash transfer poverty ratios
were much higher for female-headed families with children than
for male-headed families with children and remarkably similar for
whites than nonwhites. As one would expect, females had much
higher cash tranfers relative to their poverty thresholds than men.
These trends also show the effect of the increases in real cash
transfers from the late 1960s and early 1970s and of their steep de-
cline from the mid-1970s to the 1980s. The ratio for nonwhite fe-
males, for example, went from 0.29 in 1968 to a peak of 0.40 in
1973, and then it declined to a new low point during this period of
0.25 in 1983. White females had a comparable pattern, and they,
too, reached a new low for this period at 0.27 in 1983.

Much like the patterns for women, the mean ratios for male-
headed families with children also grew in the late 1960s and early
1970s. However, the men did not experience the steep decline after
the mid-1970s. This probably occurred because men qualify for
social insurance benefits more often than women. Since social secu-
rity is indexed for inflation and unemployment compensation bene-
fits increase with nominal wages, which in turn tend to rise with
inflation, the cash transfers to male-headed families with children
would not have suffered the decline in purchasing power experi-
enced by the predominately female recipients of cash welfare.



CHART 5.9. Mean Cash Transfer Family Income Poverty Ratios Among Families With
Children Sy Race and Sex: 1968 to 1983
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7. Changes in Puv erty Rates, Mean Incomes, and Distributions of
Income

This section provides the results of an analysis, performed by
Peter Gottshalk, Associate Professor of Economics at Bowdon Col-
lege, which breaks down the trends in poverty rates of families
with children from 1968 through 1983 into changes stemming from
these factors. (1) changes in mean market income relative to pover-
ty (market income poverty ratios), (2) changes in mean cash trans-
fer income relative to poverty (cash transfer poverty ratios); and (3)
changes in a measure of the inequality of the distribution of total
cash income relative to poverty. The measures used in this analysis
are set forth in Appendix F. In general, the analysis shows that de-
spite growth in mean market incomes relative to poverty, growing
inequality of total income among families with children has result.
ed in higher poverty rates.

Poverty rates can change as a result of a change in the mean
level of market or cash transfer income poverty ratios or a change
in a the distribution of this variable. For example, if real total cash
family income incrased by three percent for every family, the pov-
erty rate would decline because some families with real total cash
family income just below their poverty lines would move above
their thresholds. However, if this three percent gain went only to
non-poor families, the poverty rate would not change even though
mean income would increase.

NET CHANGES FROM 1968 THROUGH 1983

NONWHITE MEN

The poverty rate of nonwhite males dropped during this period
from 23.4 to 20.6 percent for a net change of 2.8 percentage
points. Table 5-4 shows that if all nonwhite males had experienced
the average increase in nonwhite male market income/poverty
ratios, their poverty rates would have declined by 37 percent or by
8.6 percentage points. This would have yielded a 1983 poverty rate
of 14.8 percent. However, an increase in the inequality of total cash
income relative to poverty among nonwhite men led to an increase
in the poverty rate of 8.0 percentage points. The remaining reduc-
tion of 0.6 percentage points, coupled with the 2.2 percentage point
drop in the poverty rate attributed to increases in the mean cash
transfer pr...-.-erty ratio yielded the net change of 2.8 percentage
points in the rate of poverty.

NONWHITE WOMEN

Nonwhite female heads also experienced a substantial net
change in their poverty rate of 2.5 percentage points. The sole
source of their drop in poverty, unlike that of nonwhite men, was a
6.5 percentage point change attributable to gains in the mean
market income poverty ratio. Reductions in their mean cash trans-
fer poverty ratio and an increase in the inequality of the total cash
income poverty ratio among them offset their average market
income gains by a combined 4.0 percentage points. This left the net
change in their poverty rate at 2.5 percentage points.
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WHITE MEN AND WOMEN

The major difference between whites and nonwhites in table 5-4
is that poverty rates increased for whites, but decreased for non-
whites between 1968 and 1983. The + 3.8 percentage point change
in the poverty rate for white male heads resulted from a 5.9 per-
centage point increase attributed to greater inequality in the distri-
bution of total cash income relative to poverty among them, which
was offset by 2.1 percentage point decline attributed to gains in
mean market and cash transfer income poverty ratios.

The net change of + 3.7 percentage points in the poverty rate for
white female heads, unlike the rise in poverty rate for white men,
was attributable not only to an increase in inequality of income
among white females, but also to a drop in mean cash transfer
income poverty ratios. These two factors would have increased the
white female head poverty ra.e by 4.4 percentage points if they had
not been offset by an 0.8 pei, entage point drop attributed to a gain
in mean market income poverty ratios,

TABLE 5-4.PERCENTAGE POINT CHANGES IN THE RATE OF POVERTY FOR FAMILIES WITH

CHILDREN FROM 1968 THROUGH 1983

Percentage point changes in the rate of poverty because of changes in

Mean
Head of family by sex/race market

income/
povety

threshro!ds

Mean cash

+ transfer/

threshroYds

pove

Inequality
of total Net change

+ income = in rate of
pverty poverty

thresholds

Males:

Nonwhite 8.6 2.2 8.0 2.8
White L6 0.5 5.9 3.8

Females:

Nonwhite ........... ............ 6.5 2.9 1.1 2.5
White 0.8 2.3 2.1 3.7

CHANGES IN SUB-PERIODS, 1968-1983

A further analysis determined when these changes in poverty
rates occurred. Time periods were broken down into four equal sub-
periods: 1968-1971, 1972-1975, 1976-1979, and 1980-1983.8 Table 5-
5 shows the detailed results.

In general, the detailed results indicate that:
The net change of 2.8 percentage points in the poverty rate

of nonwhite male heads primarily occurred because of substan-
tial gains in mean market income relative to poverty from
1968 through 1979 that were offset by increases in the inequal-

"Cyclical conditions had different effects .n these t.mc periods For example, the frequency of
recessions varied, as follows 1968 1971 and 1= 1= subperiods, one recession each, and 1976-
19779 subperiod, no recession, 1980 1983 bubperivd, two rece-sroons The analysis does not disti
guish these cyclical differences from secular ones.
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ity of total cash income relative to poverty in the 1968-1971
and 1980-1983 periods.

-The net change of - 2.5 percentage points in the poverty rate
of nonwhite female heads mainly occurred because of increases
in mean market income poverty ratios from 1968 to 1980.
Their poverty rate reductions attributed to increased mean
cash transfer poverty ratios in the 1968-1971 period were more
than offset by poverty rate increases stemming from the de-
cline in mean cash transfer poverty ratios in 1976 through
1983.
The net change of + 3.8 percentage points in the poverty rate
of white males resulted mainly from increasing inequality of
the distribution of their total cash income relative to poverty
over the entire period.
Data problems did not permit a subperiod breakdown for the
3.7 percentage point increase in the poverty rate for white fe-
males. As stated earlier, their increase resulted from a decline
in their mean cash transfer poverty ratio and to an increase in
inequality of total cash income relative to their poverty thresh-
olds.

TABLE 5-5.-PERCENTAGE POINT CHANGES IN THE RATE OF POVERTY AMONG FAMILIES

WITH CHILDREN FROM 1968 THROUGH 1983

Percentage point changes in poverty rates

Male - Female

Nonwhite White Nonwhite White

Total change in poverty rate -2.8 3.8 -2.5 3.7

Total change in poverty by subperiods:
1968 to 1971 -3.8 -.8 -1.4 na

1972 to 1975 -3.5 .3 -3.7 na

1976 to 1979 0 1.6 -2.4 na

1980 to 1983 4.5 2.7 5.0 na

Change in poverty rate because of:
Changes in mean market income

divided by poverty thresholds:

1968 to 1983 -8.6 -1.6 -6.5 -.8
1968 to 1971 -6.1 -1.9 -1.7 -1.4
1972 to 1975 -1.3 0 - 1.4 na

1976 to 1979 -1.3 .4 -5.9 na

1980 to 1983 .1 -.1 2.5 na

Changes in mean cash transfers
divided by poverty thresholds:

1968 to 1983 -2.2 -.5 2.9 2.3

1968 to 1971 -.7 -.3. -4.5 -4.3
1972 to 1975 -1.3 -.4 .2 na

1976 to 1979 -.6 .2 4.9 na

1980 to 1983 .4 0 2.3 na
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TABLE 5-5 PERCENTAGE POINT CHANGES IN THE RATE OF POVERTY AMONG FAMILIES

WITH CHILDREN FROM 1968 THROUGH 1983Continued

Percentage point changes in poverty rates

Male Female

Nonwhite White Nonwhite White

Changes in inequality of the distri-
bution of total income divided by
poverty thresholds:

1968 to 1983 8.0 5.9 1.1 2.1
1968 to 1971 3.0 1.4 4.8 1.0
1972 to 1975 .9 .7 2.5 na
1976 to 1979 1.9 1.0 1.4 na
1980 to 1983 4.0 2.8 .2 na

The letters "na" mean not available.

8. Simulations of Future Poverty Rates

This section presents an extension of the historical analysis in
the preceding section. In this analysis, Professor Gottshalk simulat-
ed the effect of economic growth on poverty rates. He assumed that
mean cash transfer income poverty ratios and the measure of in-
equality of the total cash income distribution relative to poverty
would not change in the future. He then asked these questions for
nonwhite male- and female-headed families with children and
white male-headed families with children: 9

If average market income poverty ratios grew by two or three
percent per year for all families from 1983 to 1988, what would
be the poverty rates in 1988?

If average market income poverty grew at two or three percent
indefinitely for all families, how long would it take for each
group to reach the poverty rate they had in 1979?

Table 5-6 summarizes the results. For nonwhite male heads the
poverty rate would drop from 20.6 percent in 1983 to 18.7 or 17.8 in
1988 under the two or three percent growth rates, respectively. For
nonwhite female heads the poverty rate would drop from 63.3 per-
cent in 1983 to 59.9 or 58.0 percent in 1988 under the two or three
percent growth rates, respectively. For white males, the poverty
rate would drop from 10.4 percent in 1983 to 8.9 or 8.2 percent in
1988, respectively.

'Data limitations did not permit estimates for white female-headed families with children.
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TABLE 5-6.--SIMULATED POVERTY RATES IN THE FUTURE

Heads of families with children

Males
Females,

nonwhite
White Nonwhite

Actual post-transfer poverty rates:
1979 6.1 14.9 57.4

1983 10.4 20.6 63.3
Simulated post-transfer poverty rates in 1988:2

2 percent growth rate 2 8.9 18.7 59.9

3 percent growth rate 8.2 17.8 58.0
Number of years to reach 1979 post-transfer poverty

rate:
2 percent growth rate 18 18 8

3 percent growth rate 12 12 5

' Assumes that the means of cash transfer incomes relative to the appropriate poverty thresholds and the
inequality of the distribution to total cash income relative to the appropriate poverty thresholds do not change.

2 Growth rates are for the means of market incomes relative to the poverty thresalds.

Partly because the poverty rates of male-headed families with
children were so high in 1983 relative to 1979 and because recent
increases in inequality were so large, it takes a long time in these
simulations for the males to return to their 1979 levels. For white
and nonwhite male heads, the simulations show 18 or 12 years
under the two or three percent growth rates, respectively, to reach
their 1979 poverty rates of 6.1 and 14.9 percent, respectively. For
nonwhite female heads of families with children, the time periods
are much shorter. After 8 or 5 years for the 2 or 3 percent growth
rates, respectively, poverty rates reach 57.4 percent.

One should interpret and use these results cautiously for several
reasons:

The assumptions of equiproportionate growth rates of two or
three percent in market income/poverty ratios are higher than
recent experience. For example, a three percent growth rate in
average market income/poverty ratios has not been reached
since the 1960s. Moreover, the distribution of total income has
been growing more unequal. As a result, the simulations might
overestimate the poverty rate decreases in the future.
The future may not resemble the recent past. For example, as
the "baby boom" generation ages into the peak earnings years,
the distribution of total cash income could become more equal
if the earnings distribution becomes more equal. As a result,
the simulations might underestimate the proverty rate de-
creases.

With increasing pressure to cut Federal outlays, average cash
transfer poverty ratios might decline. This would make lower
poverty rates even harder to achieve.
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CHAPTER VI. GOVERNMENT TRANSFER SPENDING:
RELATIONSHIP TO POVERTY OF CHILDREN*

1. Introduction
The incidence of poverty among children climbed more than 50

percent from 1973 to 1983, and their poverty income deficit wid-
ened by $5.9 billion in constant 1983 dollars. This rise in child pov-
erty occurred despite a real rise of $133 billion (83 percent) in Fed-
eral spending for income security.

The poverty rate of children rose in all but 2 years of the decade
(1976 and 1978), but most of the growth took place in the second
half, as was shown earlier.

Why did poverty of children rise in the face of higher overall
Federal outlays on income security?

This chapter is devoted to answering this apparent paradox, and
to examining how and to what extent children (and their families)
are aided by basic programs providing social insurance, cash wel-
fare, food stamps, Mediciaid, and subsidized housing.

Major findings of this chapter include:
There is no paradox. Government spending for social insurance

and cash welfare benefits to poor children, unlike overall
income security outlays, declined in value from 1973 to 1983.
Adjusted for price inflation, aggregate social insurance and
cash welfare payments to children with insufficient market
income (the market income poor) were about six percent small-
er at the end of the decade than at the beginning. Further-
more, the population of such poor children grew about 30 per-
cent. Hence, Government cash transfers per child in need of
them fell significantly.

The rise in the incidence and severity of market income-pover-
ty of children during the decade was so large that real cash
transfers would have had to rise substantially to compensate.

The share of poor children served by AFDC and food stamps
has declined. The number of AFDC children per 100 pre-wel-
fare poor children decreased from 73 to 50 during the decade.
The share of poor children who received food stamps in a
survey month fell from 76 percent in 1978 to 69 percent in
1982. However, the share of poor children covered by Medicaid
was unchanged from 1970 to 1983, at about one-half, and the
share of poor households with children that received subsidized
housing rose slightly from 1977 to 1981, when it was almost
one out of six. In recent years both the food stamp program
and Medicaid have concentrated more of their benefits on very

Ves Burke wrote parts 1-3, 5, and 9 of this chapter, Carmen D. Solomon wrote part 4 Joe
Richardson parts 6 and 8, and Jennifer O'Sullivan and Joseph A. Cis lowaki, part -7. Richard
Rimkunas prepared the computer graphs and complied many data tablet
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poor children, those with income below 50 percent of the pover-
ty threshold.

AFDC benefits declined. The maximum AFDC benefit of the
median State (ranked by benefit level) fell about one-third
from July 1971 to January 1985 in constant dollars. Some of
the cash benefit loss was offset by food stamps. However, com-
bined AFDC-food stamp benefits fell aboutone-fifth.

Many States have increased their reliance on food stamps,
which are 100 percent federally funded, as a supplement to
AFDC cash. Food stamps now represent about one-third of
combined maximum benefits from the two programs in the
median AFDC State. In 1971 their corresponding share was
about one-fifth.

In 1983 an estimated $46.7 billion (Federal-State-local funds)
were spent on basic welfare benefits plus social security for
children and/or families with children. AFDC accounted for
$13.8 billion ($7.5 billion Federal funds); Medicaid, $9 billion;
social security, $10.5 billion; food stamps, $9.4 billion, and sub-
sidized housing, $4 billion. Cash benefits for children and their
families declined in real terms during the decade (15 percent
decrease for AFDC and 19 percent for social security). Major
non-cash outlays for children and their families (food stamps,
subsidized housing, and Medicaid) increased sharply over the
decade, but in the latter part of the period food and medical
benefits did not keep pace with the rise in the number of poor
families with children. See Table 6-35.

This chapter is organized as follows:
Discussion of some of the reasons why higher income security
outlays, even if directed at children, might not lower their pov-
erty rates, nor narrow their poverty income gaps;

--Examination of trends in cash income transfers and food
stamp benefits for children;

Detailed account of the operation of AFDC, the primary cash
welfare program for children, showing its relationship to poor
children;

Summary account of aid provided by social security to children
and their parents;

Summary accounts of three basic non-cash welfare programs
and their help for children or families (households) with chil-
drenfood stamps, Medicaid, and subsidized housing.

Five appendixes provide additional information about aid for
children.

Appendix A presents more details about the operation of
AFDC, food stamps, Medicaid, and subsidized housing.

Appendix B shows how an array of 22 other programs help
some poor children by providing cash aid, energy aid, child nu-
trition, foster care, day care, medical services, and child sup-
port enforcement.

Appendix C gives a history of Federal employment and train-
ing programs.

Appendix D discusses AFDC and work.
Appendix E presents a chronology of Congressional action on

selected major income benefits for children (or families with
children) from 1960 through 1984. 0
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2. Why Didn't Child Poverty Decrease as Outlays for Social
.. Programs Increased

History shows that higher outlays for income security may not
reduce poverty rates of children or fill some of their poverty
income deficits. Major reasons follow:

Benefits untested for income. Most income security dollars are
not income-tested; most are paid under social insurance pro-
grams and are not affected by the beneficiary's income. For ex-
ample, 58 percent of Federal income security outlays in 1983
went to social security enrollees. Further, most of these bene-
fits went to adults without dependent children.

Uncounted benefits. Most income-tested transfers are not in
the form of cash benefits and, thus, are not counted in the offi-
cial poverty data. Most need-tested transfers go directly to ven-
dors or providers of the service; or, as in the case of food
stamps, are paid in non-cash form to the recipient. However, as
was seen in chapter 2, poverty rose sharply among children
from 1979-1983 even if food stamps, subsidized housing, and
medical care are assigned a value and included in counted
income of recipients.

Exclusions from cash help. Many poor children are excluded
from cash income transfers. This happens in two ways. first, by
categorical limits, and, second, by sub-poverty income limits.

To receive social insurance benefits, such as a social security
survivor's benefit or a dependent's allowance under Unemploy-
ment Insurance (offered only in a few States), a child must
have a parent who earned coverage through work before be-
coming unemployed or disabled or before retiring or dying. To
receive cash aid from AFDC, a needy child must be in a one-
parent family, unless the second parent is disabled, unem-
ployed, or "underemployed" (works fewer than 100 hours a
month) In the latter case the jobless parent must be the prin-
cipal earner and must have worked a specified minimum time
in the past. Further, the family must live in one of the 25 ju-
risdictions that offer AFDC to Unemployed Parents (AFDC-
UP).

Some poor children are excluded from income transfers by
income limits. Families are ineligible for AFDC when counted
income (earnings minus allowances plus unearned income)
equals the State payment standard. These standards are below
poverty thresholds in most States. Furthermore, gross income
limits are under the poverty line for four persons in 24 States,
for three persons in 18 States (January 1985).

Benefits to nonpoor. Some welfare dollar go to families that
are nonpoor. This can happen because of differences in "ac-
counting" periods. Poverty status is calculated by the Census
Bureau on the basis of annual income, but welfare programs
aid people on the basis of their income needs in a shorter
period, usually a month. A family that is needy for a part of
the year and has low liquid assets can receive AFDC but later
be recalled to work, leave AFDC, and complete the year with a
total income above the poverty threshold.
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Moreover, until Congress changed the law in late 1981 (Om-
nibus Budget Reconciliation Act, Public Law 97-35), a work in-
centive bonus in AFDC required States to phase out AFDC
benefits gradually for recipients who increased their earnings.
Working welfare mothers then were entitled to an AFDC sup-
plement until gross wages were well above the State standard
of need, and, in some relatively high benefit States, even after
wages had lifted them out of poverty.

Work reductions. Finally, transfers reduce need to work and
cause some increase in market income poverty, according to
several studies, as was noted in chapter 5. This means that it
can require more than a dollar in transfer income to yield a
net gain of one dollar to the recipient.

3. Trends in Cash Income Transfers and Food Stamp Benefits for
Poor Children

SIZE OF TRANSFERS

SOCIAL INSURANCE

In constant 1983 dollars, aggregate social insurance benefits to
poor children (primarily social security and unemployment insur-
ance benefits) declined from $4.4 billion in 1973 to $4.1 billion in
1983 (after peaking at $4.7 billion in 1975 and falling to $3.2 billion
in 1979), as Table 6-1 shows. (Excluded from the table are pay-
ments to parents, and to children and parents in families whose
annual market income exceeded poverty thresholds.) The drop in
aggregate benefits from 1973-1983 was 6 percent. But over the
decade the number of pretransfer poor children increased by 3.7
million, or 30 percent. If the social insurance benefits had been
evenly distributed among the children whose market income fell
short of poverty, per capita benefits would have fallen from $357 in
1973 to $258 in 1983, a drop of 28 percent.

TABLE 6 -1. SOCIAL INSURANCE PAYMENTS FOR CHILDREN IN MARKET INCOME POVERTY

Social insurance Number of children Social insurance

benefits to children poor before benefits available
(millions of 1983 transfers per child (1983

dollars) (thousands) dollars)

1973 $4,409 12,339 $357
1974 4,351 13,124 332
1975 4,712 14,460 326
1976 3,941 12,960 304
1977 3,825 12,948 295
1978 3,358 12,512 268
1979 3,153 12,447 253
1980 3,671 13,860 265
1981 3,814 14,851 257

1982 3,917 15,988 245

1983 4,139 16,039 258

Source Estimates detived from the March Cuirent Population Survey, 1974 1984. Reflects underreporting of
income by respondents. Column 1 represents children's pro rata share of reported family benefits.
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CASH WELFARE BENEFITS

The picture is similar for cash welfare benefits. In constant 1983
dollars, aggregate cash welfare benefits to pre-welfare poor chil-
dren from Federal, State and local funds declined from $6.9 billion
in 1973 to $6.5 billion in 1983. (Excluded from the table are the par-
ents' share of such benefits, roughly estimated at $3.1 billion in
1983, and sums paid to children and parents in families whose
annual cash income minus welfare benefits exceeded poverty.) The
drop in aggregate cash benefits was 6 percent (as it was for social
insurance). If these cash welfare benefits had been evenly distribut-
ed among the children whose pre-welfare income (market income
plus social insurance) was below poverty, the per capita amounts
would have dropped from $638 in 1973 to $452 in 1983, a decline of
29 percent. This is shown in Table 6-2.

TABLE 6-2.CASH WELFARE BENEFITS FOR CHILDREN POOR BEFORE WELFARE

Cash welfare
benefits to children
(rmilions of 1983

dollars)

Number of children

Poo r before welfare
(thousands)

Cash welfare
benefits available
per child (1983

dcllars)

1973 $6,861 10,758 $638
1974 6,652 11,463 580
1975 6,550 12,237 535
1976 6,672 11,231 594
1977 6,897 10,843 636
1978 6,128 11,132 550
1979 5,793 11,086 523
1980 6,124 12,379 495
1981 6,072 13,274 457
1982 6,268 14,284 439
1983 6,472 14,306 452

Source Estimates derived from the March Current Population Survey. 1974-1984, Reflects under-reporting of
income by respondents. Column 1 represents children's pro rata share of reported family benefits.

FOOD STAMP BENEFITS

Food stamp benefits do not affect official poverty rates because
they are not counted as income, but they increase the food buying
power of those who receive them and, thus, relieve their money
income poverty.

Unlike aggregate cash payments to children (social insurance
and cash welfare), which declined six percent in real terms from
1973 to 1983, food stamp benefits to children rose by three-fourths
from 1974 to 1983 in real terms (Table 6-3). The rise in children's
food stamp benefits exceeded the increase in the number of poor
children over this period, which amounted to 34 percent (3.8 mil-
lion children). If the food stamp benefits had been evenly distribut-
ed among the poor children, per capita benefits would have risen
from $340 in 1974 (in 1983 dollars) to $446 in 1983, an increase of
31 percent.
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TABLE 6-3.FOOD STAMP BENEFITS FOR POOR CHILDREN

Food stamp
benefits to
children 1

(mien s of 1983
lars)

Number of children
poor 2

(thousands)

Food stamp
benefits available
per child (1983

dollars)

1974 3 $3,390 9,967 $340
1975 4,865 10,882 447
1976 5,522 10,031 548
1977 4,887 10,028 487
1978 4,642 9,722 477
1979 4,488 9,993 449
1980 5,557 11,114 500
1981 5,893 12,068 488
1982 5,383 13,139 410
1983 5,950 13,326 446

Estimates base.; on benefits for households with chdaren. Excludes benefits for adults in the household,
assumed to equal 31 percent of such household's benefits from 1974 1979, 35 percent m 1980 and 1981, 37
percent in 1982 and 195:).

2 Number of related children m families pax after cash transfers. Excludes unrelated children.
3 The first year shown is 1974 because the program was not nationwide in 1973.

TOTAL CASH AND FOOD STAMP BENEFITS

Table 6-4 presents estimated benefits available per poor child
from social insurance programs, cash welfare benefits, and food
stamps, in the period 1974-1983. It shows that total available bene-
fits, relative to the number of poor children, peaked in 1976 and
that 1983 total benefits were 20 percent below that peak, 8 percent
below the 1974 level.

TABLE 6-4.ESTIMATED BENEFITS AVAILABLE PER POOR CHILD, 1974-83

[1983 dollars]

Social insurance
payments 1

Cash welfare
benefits 2

Food stamps 3 Total benefits

1973 $357 $638 (4) n.a.

1974 332 580 $340 $1,252
1975 326 535 447 1,308
1976 304 594 548 1,446

1977 295 636 487 1,418

1978 268 550 447 1,295

1979 253 523 449 1,225
1980 265 495 500 1,260
1981 257 457 488 1,202
1982 245 439 410 1,094

1983 258 452 446 1,156

1 Per chill poor before government payments
2 Per child poor after social insurance payments
3 Per child poor after cash transfers.
4 Program was not nationwide in that year
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TRANSFERS' IMPACT ON POVERTY RATES

From 1973 to 1983 the proportion of children in families whose
market income was below their poverty threshold climbed 40 per-
cent. The share of children poor after social insurance rose 44 per-
cent, however, and the share poor after all transfers increased even
more sharply, by 52 percent. The disproportionate rise in final
money income poverty reflects a smaller impact of transfers upon
poverty rates. Table 6-5 presents the market income, pre-welfare,
and post-transfer money income poverty rates for children from
1973 to 1983.

TABLE 6-5.-POVERTY RATES FOR All CHILDREN UNDER 18 BY SOURCE OF INCOME,

1972.-83

Year Market income
poverty rate

Pre-welfare poverty
rate 2

Post transter
poverty rate

(offpjal measure)

1972 18.9 16.8 15.2
1973 18.4 16.0 14.4
1974 193 173 15.7
1975 22.2 18.9 17.0
1976 20.3 17.5 16.0
1977 20.5 17.9 16.2
1978 20.0 17.8 16.3
1919 20.2 18.0 16.4
1980 22.0 193 18.4
1981 23.8 21.3 20.0
1982 25.6 22.9 21.9
1983 25.8 23.0 22.2

' Includes income from sources such as earnings, dividends, interest, private and punt- pansrons, alimony
and child support

2 In addition to all the inwsne contained in the market income category, includes benefits from Social
Security, Railroad Retirement, Unemployment Compensation, Workman .> impensation, and iieteran s benefits.

In addition to all the income in column 2, includes cash welfare benefits.

Note.-Table prepared by Congressional Research Service.

Source. Estimates derived from the March Current PopulaPon Survey, 1973-1984.
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Together social insurance and cash welfare transfers in 1973 re-
duced the poverty rate of children from a market income le%el of
18.4 percent to a post-transfer level of 14.4 percent. This was a re-
duction of 21.7 percent. In contrast, the combined impact of social
insurance and cash welfare payments in 1983 lowered the poverty
rate by only 14 percent (from 25.8 percent before transfers to 22.2
percent after them). If transfers in 1983 had achieved the same rel-
ative poverty reduction as in 1973, there would have been about 1.2
million fewer poor children in 1983. Chart 6.1 shows that the gap
between market income poverty rates and post-transfer poverty
rates of children has narrowed, expecially since 1978. Charts 5.3
and 5.4 (chapter V) provide corresponding poverty rates for females
and males heading families with children, by race, 1967-1983.

CHART 6.1

Poverty Rates for All Children
by Source of Income 1972 1983

0
1972 1974 1374 1971

Year
1910 1912 1914

TRANSFERS' IMPACT ON POVERTY INCOME DEFICIT

In 1973 market income available for children fell short of their
poverty thresholds by $21.2 billion dollars (constant 1983 dollars).
In 1983 the market income poverty deficit of children climbed to
$26.5 billion. Thus, the pre-transfer gap widened by $5.3 billion.

Social insurance and welfare benefits, which had reduced the
1973 income gap of poor children by $11.2 billion, contributed only
$10.6 billion ,constant 1983 dollars) to reducing the larger 1983 def-
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icit. As a result, the post-transfer deficit rose $.6 billion above its1973 level, to $15.9 billion.
Chart 6.2 displays this. The first vertical bar shows the amountby which market income for children fell short of their povertythreshold, year by year. The black bar shows the income deficit re-maining after social insurance, and the third bar shows the final

money income deficit remaining after all cash transfers. (Supportdata for this chart and others in the report are in Appendix I.)
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The general rise in children's poverty income gap over the
decade reflected a rise in the number of poor children. Because of
that increase, the per capita income deficit of children before trans-
fers declined from $1,720 in 1973 to $1,651 in 1983 (constant 1983
dollar), a drop of 4 percent. Because of the relative shrinkage in
cash welfare benefits, however, the per capita money income deficit
left after money transfers increased during the decade, climbing
from $1,032 to $1,149, an increase of 11 percent. Chart 6.3 plots the
course of the per capita income deficit of children from 1969 to
1983.
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4. Aid to Families With Dependent Children (AFDC) and Poor
Children

INTRODUCTION

The AFDC program differs substantially by State in the benefit
standards it uses and the share of poor children it aids. No State
links its need or payment standards to poverty thresholds. Indeed,
only one State, Alaska, pays maximum benefits that are higher
than poverty threshold amounts. In all of the other States and ju-
risdictions persons with no countable income still would be consid-
ered poor after receipt of AFDC benefits. In fact, in 11 of the 54
jurisdictions with AFDC programs (January 1985), a three-person
family with earnings 25 percent below the poverty threshold would
be automatically disqualified from AFDC assistance. In the other
43 jurisdictions some such families also would be denied AFDC ben-
efits because of program rules regarding treatment of earnings.
Further, these families also would generally be ineligible for Med-
icaid, which links its eligibility limits to those of AFDC. Most of
these families would qualify for some food stamps.

The number of AFDC recipients was roughly 1 million in 1940, 2
million in 1950, 3 million in 1960, 81/2 million in 1970, over 10 mil-
lion in 1971, and more than 11 million in 1975. Between 1960 and
1975, the size of the AFDC population almost quadrupled (see Table
6-6). The AFDC rolls dropped to 10.3 million persons in 1979, in-
creased to over 11 million in 1981 and dropped to 10.4 million in
1982. In 1983, there were 10.7 million AFDC recipients.

2_1,2



TABLE 6-6.--AFDC. AVERAGE MONTHLY NUMBER OF RECIPIENTS, TOTAL AMOUNT OF CASH PAYMENTS, AND AVERAGE MONTHLY PAYMENT, 1936-83

Calendar year

Average monthly number of recipients (in
thousands)

Amount of payments Constant 1983 dollars

Total (in
thousands)

Monthly average per-
Total (in

thousands)

Monthly average per-

Families Total Children
Family Recipient Family Recipient

1936 147 534 361 $49,678 $28.15 $7.75 $357,203 $202.41 $55.73
1940 349 1,182 840 133,770 31.98 9.43 950,404 227.21 67.00

1945 259 907 656 149,667 48.18 13.75 828,583 266.73 76.12
1950 644 2,205 1,637 551,653 71.33 17.64 2,283,124 295.21 73.01

1955 612 2,214 1,673 617,841 84.17 23.26 2,298,800 313.17 86.54

1960 787 3,005 2,314 1,000,784 105.75 27.75 3,366,786 355.76 93.36

1961 869 3,354 2,587 1,156,769 110.97 28.74 3,852,454 369.57 95.71 1-1
CD

1962 931 3,676 2,818 1,298,774 116.30 29.44 4,277,640 383.05 96.96 0
1963 947 3,876 2,909 1,365,851 120.19 29.36 4,444,601 391.11 95.54

1964 992 4,118 3,091 1,510,352 126.88 30.57 4,851,335 407.55 98.19

1965 1,039 4,329 3,256 1,660,186 133.20 31.96 5,242,323 420.60 100.92
1966 1,088 4,513 3,411 1,863,925 142.83 34.42 5,722,173 438.48 105.67

1967 1,217 5,014 3,771 2,266,400 155.19 37.67 6,762,938 463.09 112.41

1968 1,410 5,705 4,275 2,849,298 168.41 41.62 8,159,602 482.28 119.19
1969 1,698 6,706 4,985 3,563,427 174.89 44.28 9,684,213 475.29 120.34

1970. 2,208 8,466 6,214 4,852,964 183.13 47.77 12,451,629 469.87 122.57

1971 2,762 10,241 7,434 6,203,528 187.16 50.48 15,260,781 460.42 124.18

1972 3,049 10,947 7,905 6,909,260 188.87 52.60 16,454,295 449.79 125.27

1973 3,148 10,949 7,902 7,212,035 190.91 54.89 16,168,830 428.01 123.06

1974 3,230 10,864 7,822 7,916,563 204.27 60.72 15,993,923 412.69 122.67
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1975 3,498 11,346 8,095 9,210,995 219.44 67.65 17,050,626 406.21 125.23
1976 3,579 11,304 8,001 10,140,543 236.10 74.75 17,747,437 413.21 130.82
1977 3,588 11,050 7,773 10,603,820 246.27 79.97 17,433,498 404.89 131.48
1978 3,522 10,570 7,402 10,730,415 253.89 84.60 16,386,673 387.72 129.19
1979 3,509 10,312 7,179 11,068,864 262.86 89.45 15,192,958 360.80 122.78

1980 3,712 10,774 7,419 12,475,245 280.03 96.49 15,083,522 338.58 116.66
1981 3,835 11,079 7,527 12,981,115 282.04 97.64 14,220,135 308.96 106.96
1982 3,542 10,358 6,903 12,877,905 303.02 103.60 13,292,172 312.77 106.93
1983 3,671 10,737 1 7,106 13,812,699 312.88 107.20 13,812,699 312.88 107.20

Based on January-June 1983 average.

Note -During the period 1935-38, a child had to be under age 16 to qualify for AFDC benefits. From 1939-63, a child had to be under age 18 to qualify for AFDC. But to ilia 16
year period, 1964-8C, a child under age 2 meeting the program requirements could qualify for AFDC. Since 1981, a child must be untie( 18, or 19 at State option, to quality nu AFDC.

Source: Social Security Bulletin, Statistical Supplement, 1983.
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As the AFDC caseload expanded, so, too, did the cost of the pro-
gram. Cash payments to recipients climbed from $357 million in
1936 to almost $14 billion in 1983 (constant 1983 dollars, see Table
6-6). The constant dollar data further show that AFDC payments
decreased steadily from a high of $17.7 billion in 1976 to $13.3 bil-
lion in 1982, and then rose to $13.8 billion in 1983. The average
AFDC payment of $107.20 per recipient in 1983 was at its loweo,
level, in real terms, since 1966.

A constant (January 1985) dollar analysis of the maximum AFDC
benefit shows that the medium State's maximum AFDC benefit for
a four-person family rose from $552 in 1960 to $599 in 1970;
dropped to $514 in 1975, to $446 in 1980, and to $379 in 1985. This
represents a 31 percent decrease in benefits since 1960; and a 37
percent decrease in benefits since 1970.

TABLE 6-7.--AFDC FAMILIES AND POOR FAMILIES, 1960-83

[In thousands]

AFDC families
Poor families with
related chi'dren

under 18

AFDC families per
100 .poor families

with related
children under 18

1960 787 5,328 14.8

1961 869 5,500 15.8

1962 931 5,460 17.1

1963 947 4,991 19.0

1964 992 4,771 20.8

1965 1,039 4,379 23.7

1966 1,088 3,734 29.1

1967 1,217 3,586 33.9
1968 1,410 3,347 42.1

1969 1,698 3,226 52.6

1970 2,208 3,491 63.2

1971 2,762 3,682 75.0

1972 3,049 3,621 84.2

1973 3,148 3,520 89.4

1974 3,230 3,875 83.4

1975 3,498 4,172 83.8

1976 3,579 4,060 88.2

1977 3,588 4,082 87.9

1978 3,522 4,060 86.7

1979 3,509 3,955 88.7

1980 3,712 4,822 77.0

1981 3,835 5,191 73.9

1982 3,542 5,712 62.0

1983 3,679 5,849 62.9

Sources. US. Department of Commerce. Bureau of the Census. Characteristics of Population Below Poverty
Level. Series P-60, various years.

U.S. Department of Commerce Bureau of the Census. Poverty in the United States, 1959 68. P-60. No. 68.
U.S. Department of Health and Human Services. Social f:urity Administration. Social Security Bulletin,

Annual Statistical Supplement, 1933.
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Although there is no direct link between AFDC benefit payments
and poverty levels, there is a high association between numbers of
AFDC families and poor families. As Table 6-7 shows, the number
of AFDC families per 100 poor families rose continuously from 14.8
in 1960 to 89.4 in 1973. It remained above 80 AFDC families per
100 poor families through 1979. The rate dropped 30 percent overthe next 3 years to 62. In 1983, there were 63 AFDC families for
every 100 poor families. (See charts 6.4 and 6.5.)

Between 1961 and 1979 (the latest year for which the data are
available) the rate of AFDC recipiency among white children
climbed from 2.2 per 100 children to a peak of 7.4 in 1977 and
dropped to 6.9 in 1979. For black children the rate climbed from
13.6 children per 100 in 1961 to a peak of 39.8 in 1975 and declined
to 35.3 in 1979. Over the 18-year period, 1961-1979, the rate
climbed 214 percent for white children, but 160 percent for black
children. Thus, the gap in use of AFDC by the races narrowed. In
1961, a black child was six times as likely to be on AFDC as awhite child; in 1979 a black child was five times as likely to be on
AFDC.

This part of the paper examines the AFDC program and its rela-
tionship to the poverty of children. The analysis examines the
AFDC program's effectiveness in removing children and their fami-
lies from poverty.
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CHART 6.4

AFDC Families per 100 Families with Children in Poverty
1960 1983
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CHART 6.5

AFDC Families and Poor Families with Related Children
1960 1983
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AFDC AND POVERTY OF CHILDREN

The 1984 poverty threshold is $8,280 for a family of three and
$10,610 for a family of four. These amounts apply throughout the
48 contiguous States. In contrast, the AFDC payment levels, which
vary widely, are established by each State within the general
framework of eligibility rules set by the Federal Government. One
such Federal rule concerns gross income eligibility limits. The Om-
nibus Budget Reconciliation Act of 1981 (P.L. 97-35) imposed a
gross income test for AFDC eligibility of 150 percent of a State's
need standard. The Deficit Reduction Act of 1984 (PI. 98-369) in-
creased the limit to 185 percent of a State's need standard. Thus,
AFDC benefits are limited to families with gross incomes at or
below 185 percent of the State's standard of need. The variation in
State standards is substantial even after taking into account food
stamps, which are based on a national standard and which serve to
moderate the differences in total benefit levels. As a result, in
some States combined AFDC and food stamp benefits may bring
income close to, or even above the poverty level, but in most States
even combined maximum benefits are significantly below the pov-
erty thresholds. Chart 6.6 shows State-by-State combined AFDC
and food stamp benefits, as of January 1, 1985, for a family of three
with no other income. The chart shows that food stamp benefits
rise as AFDC benefits fall, except in Alaska and Hawaii (where
food stamp benefit schedules are more liberal) and in such States
as Oregon (which designated some of its AFDC cash grant as
energy aid that must be ignored by the food stamp program).

2'9



STATE

AN
K

ilMI

IA 8 ilOT
NANO

A
HWASHING ON

GAN
11 2 Nblamrs

HetHIRE
01 DAKOTA

1 YLVANIA

C lilp
1 gtKOTA
C nri

AgROIS

A

1

CO

A

CAROLINA

pINIA

CAROLINA

tEE
AT Mien

CHART 6.6

COMBINED AFDC AND FOOD STAMP BENEFITS
YON A TANILY 111142TM NOM=

JANUARY 1163

a.

E:tieated 1984
Poverty Threshold

$200

LEGEND BENEFIT

$400 $600

BENEFIT

IME=3 AFDC

Saw $1:000

CZZ:i Food rtseps

Conblned
Benefit

91$4
69
6
6

6
6
619
11

2

BEST COPY AVAILABLE



198

BENEFITS LEVEIS AND POVERTY

States decide how much money families need (AFDC need stand-
ards) and how much to pay those without countable income (AFDC
maximum benefits, or "guarantee levels"). As of January 1985, 32
of the 54 jurisdictions (50 States, District of Columbia, Guam,
Puerto Rico, and Virgin Islands) paid families less than the States
say they need, and no State linked its need standards or maximum
benefits to poverty thresholds. Maximum benefits were below pov-
erty thresholds' for all family sizes in all jurisdictions except
Alaska, which had above-poverty guarantees for two- and three-
person families.2 In 44 jurisdictions State guarantees were at least
one-third below 1984 poverty thresholds.

Maximum benefits for a family of four in January 1985 ranged
from $120 in Mississippi ($93.16 paid by the U.S.) to $800 in Alaska
($400 paid by the U.S.). The maximum benefit of P.A. State
for four persons was $379, 43 percent of the 1984 poverty threshold
of $884. The maximum benefit of the median State for three per-
sons was $327, which is 47 percent of the 1984 three-person poverty
threshold of $690. See Tables 6-8 and 6-9.

Throughout this section references kr poverty thresholds are to those of the previous year
unleas otherwise noted.

I The food stamp program uses a higher poverty indicator for Alaska and Hawaii than the
Census Bureau threshold. By that yardstick. AFDC guarantees for a two person family in
Alaska are 91 percent of poverty and fo. a three-person family 83 percent of poverty
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TABLE 6-8.AFDC GROSS INCOME LIMIT, NEED STANDARD, MAXIMUM PAYMENT AND

PERCENT OF "NEED" PAID FOR A 3-PERSON FAMILY, WITH NO COUNTABLE INCOME,

JANUARY 1985

State

Gross income
limit (185
percent of

need
standard)

100 percent
of ' need"

Maximum
benefits

Percent of
"need" paid

Alabama $710 $384 $118 31
Alaska 1,330 719 719 100
Arizona 431 233 233 100
Arkansas 433 234 164 70
California 1,027 555 555 100
Colorado 779 421 346 82
Connecticut 1,010 546 546 100
Delaware 531 287 287 100
District of Columbia 1,210 654 327 50
Florida 740 400 240 60
Georgia 677 366 208 57
Hawaii 866 468 468 100
Idaho 1,025 554 304 55
Illinois 1,215 657 341 52
Indiana 568 307 256 83
Iowa 919 497 360 72
Kansas 690 373 373 100
Kentucky 364 197 197 100
Louisiana 995 538 190 35
Maine 944 510 370 73
Maryland 801 433 313 72
Massachusetts 1,160 627 396 63
Michigan:

lashtenaw County 1,095 592 447 76
Wayne County 1,030 557 417 75

Minnesota 969 524 524 100
Mississippi 529 286 96 34
Missouri 577 312 263 84
Montana 742 401 332 83
Nebraska 648 350 350 100
Nevada.... 527 285 233 82
New Hampshire 699 378 378 100
New Jersey 712 385 385 100
New Mexico 477 258 258 100
New York:

Suffolk County 1,071 579 579 100
New York City 877 474 474 100

North Carolina 825 446 223 50
North Dakota 686 371 371 100
Ohio 1,160 627 290 46
Oklahoma 522 282 282 100
Oregon 114 386 336 100
Pennsylvania 1,136 614 364 59

46-869 0 - 85 - 8
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TABLE 6-8.AFDC GROSS INCOME LIMIT, NEED STANDARD, MAXIMUM PAYMENT AND

PERCENT OF "HEED" PAID FOR A 3-PERSON FAMILY, WITH NO COUNTABLE INCOME,

JANUARY 1985Continued

Gross income
limit (185

State percent of
need

standard)

100 percent
of "need"

Maximum
benefits

Percent of
"need" paid

Rhode Island 886 479 479 100

South Carolina 346 187 187 100

South Dakota 609 329 329 100

Tennessee 455 246 138 56

Texas 1,027 555 167 30

Utah 1,267 685 363 53

. Vermont 1,576 852 558 65

Virginia 672 363 327 90

Washington 1,421 768 476 62

West Virginia 509 275 206 75

Wisconsin 1,162 628 533 85

Wyoming 490 265 265 100

Guam 490 265 265 100

Puerto Rico 333 180 90 50

Virgin Islands 387 209 171 82

Median State 401 327

Source. Table prepared by the Congressional Research Service tCRS'i on the basis of a telephone survey of the
States.

Note.Maximum benefits aie identical to payment standards except in Colorado, Indiana, Mississippi, South
Carolina, and Utah. Colorado s payment standards are $421 for three persons and $510 for four persons.
Indianan payment standards are $276 for three persons and $326 for four persons. Mississippi's payment
standards are $286 for three persons and $321 for foui persons. South Calchna's payment standards are $187
toi three persons and $229 for tow persons. Utah s payments standards are $685 for three persons and $801
lot low persons Puerto Rico pays a maximum benefit of 50 percent of the need standard plus rent as paid.
There is no official limit on the amount A rent that can be paid as part of the AFDC grant. The Department of
Health and Human Services reported that $2C was the average amount of rent paid as of July 1, 1983. Data
assume rent is $20,
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TABLE 6-9 AFDC GROSS INCOME LIMIT, NEED STANDARD, MAXIMUM PAYMENT AND
PERCENT OF NEED PAID FOR A 4-PERSON FAMILY WITH NO COUNTABLE INCOME,
JANUARY 1985

State

Gross income
limit (185
percent of

need

standard)

100 percent
of ' need"

Maximum

benefits
Percent of

"need" paid

Alabama $888 $480 $147 31
Alaska 1,480 800 800 100
Arizona 522 282 282 100
Arkansas 505 273 191 70
California 1,221 660 660 100
Colorado 944 510 420 82
Connecticut 1,177 636 636 100
Delaware 622 336 336 100
District of Columbia 1,476 798 399 50
Florida 866 468 284 60
Georgia 799 432 245 57
Hawaii 1,010 546 546 100
Idaho 1,160 627 344 55
Illinois 1,372 742 385 52
Indiana 672 363 316 83
Iowa 1,069 518 419 12
Kansas 781 422 422 100
Kentucky 455 246 246 100
Louisiana 1,223 661 234 35
Maine 1,186 641 465 73
Maryland 962 520 376 72
Massachusetts 1,360 735 463 63
Michigan:

Washtenaw County 1,282 693 542 76
Wayne County 1,211 658 512 15

Minnesota 1,130 611 611 100
Mississippi 605 327 120 34
Missouri 675 365 308 84
Montana 949 513 425 83
Nebraska 777 420 420 100
Nevada 631 341 279 82
New Hampshire 794 429 429 100
New Jersey 820 443 443 100
New Mexico 519 313 313 100
New York:

Suffolk County 1,251 616 616 100
New York City 1,047 566 566 100

North Carolina 903 488 244 50
North Dakota 840 454 454 100
Ohio 1,400 757 360 46
Oklahoma 646 349 349 100
Oregon 866 468 468 100
Pennsylvania 1,386 749 444 59
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TABLE 6-9.AFDC GROSS INCOME LIMIT, NEED STANDARD, MAXIMUM PAYMENT AND

PERCENT OF NEED PAID FOR A 4-PERSON FAMILY WITH NO COUNTABLE INCOME,

JANUARY 1985Continued

Gross income
limit (185

State percent of
need

standard)

100 percent
of 'need"

Maximum
benefits

Percent of
"need" paid

Rhode Island 1,012 547 547 100

South Carolina 424 229 229 100

South Dakota 686 371 371 100

Tennessee 555 300 168 56

Texas 1,149 621 201 30

Utah 1,484 802 425 53

Vermont 1,759 951 622 65

Virginia 781 422 379 90

Washington 1,672 904 561 62

West Virginia 614 332 249 75

Wisconsin 1,386 749 636 85

Wyoming 574 310 310 100

Guam 574 310 310 100

Puerto Rico 422 228 114 50

Virgin Islands 487 263 215 82

Median State 488 379

Source. Table prepared by the Congressional Research Service [CRS] on the basis of a telephone survey of the

States.

Note.Maximum benefits are identical to payment standards except in Colorado, Indiana, Mississippi, South
Carolina, and Utah. Colorado's payment standards are $421 for three persons and $510 for four persons
Indiana's payment standards are $276 for three persons and $326 for four persons. Mississippi's payment

standards are $286 Porn three persons and $327 for four persons. South Carolina's payment standards are 181

for three persons and $229 for four persons. Utah's payments standards are $685 for three persons and $802
for foul persons. Puerto Rico pays a maximum benefit of 50 percent of the need standard plus rent as paid.
There IS no official limit on the amount of rent that can be paid as part of the AFDC grant The Department of
Health and Human Services reported that $20 was the average amount of rent paid as of July 1, 1983. Data
assume rent is $20.

Twenty-five years earlier, in 1960, the maximum AFDC benefit
of the median State for four persons (then the usual AFDC family
size) had been 63 percent of the poverty threshold; in 1965, 62 per-
cent, in 1970, 71 percent, in 1975, 63 percent; in 1980, 57 percent;
and in 1985, 43 percent. (See Table 6-10.)
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TABLE 6-10.AFDC BENEFIT AS PERCENTAGE OF POVERTY THRESHOLD, 1960-85

1)17110'
January

1910 1915 1j#0
January

Median State's maximum AFDC
benefit for a 4-person
family $155 $163 $221 $264 $350 $319

Percent of poverty threshold:
Previous year's 63 62 71 63 57 43
Same year's 62 61 61 58 50

Enrollment in AFDC confers automatic eligibility for Medicaid.
Most AFDC families are eligible also for food stamps (until 1979 all
were). As real AFDC benefits declined, food stamp benefits offset
part of their losses.3 However, combined AFDC-food stamp benefits
for a four-person family without countable income in the median
AFDC State dropped from $724 (January 1985 dollars) in 1971 to
$570 in 1985. (See Table 6-11.) This drop, which amounted to 21
percent, was almost wholly due to shrinkage in AFDC benefit
levels. Food stamp maximum benefits were virtually unchanged,
since they were adjusted for food price inflation in all years except
1982.

TABLE 6-11.COMBINED BENEFIT' AS PERCENTAGE OF POVERTY, 1915 AND 1985

Current dollars January 1985 dollars 2

Percent Percent
July January July of January of

1911 1985 1971 combined 1985 combined
benefits benefits

AFDC $227 $379 $589 81 $379 66
Food stamps $52 $191 $135 19 $191 34

Combined benefits $279 $570 $724 100 $570 100
Percent of previous year's

poverty threshold 85 65

1 The benefit is based on AFDC family size of four in the median State (ranked by maximum benefits).
2 CPIU for July 1971 is 121.8 and for January 1985, 316.1.

In the last 14 years the role of food stamps as a support to AFDC
families has grown. Many States have increased their use of food
stamps, which are 100 percent federally-funded, as a supplement to
AFDC cash. As shown in table 6-11, food stamps now represent 34
percent of combined benefits to a four-person family without pri-
vate income in the median AFDC State. Back in 1971, the corre-
sponding food stamp share was 19 percent.

Between July 1970 and January 1985 the consumer price index
increased 168 percent. Table 6-12 shows that the AFDC monthly

3 The food stamp program began operating under uniform national rules in 1971.
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payments for a family of four with no countable income kept pace
with or exceeded the rate of inflation in only three States (Califor-
nia, Maine, and Wisconsin).

TABLE 6-12.--AFDC MAXIMUM BENEFITS FOR A 4-PERSON FAMILY BY STATE, SELECTED

YEARS

State
July
1910

J9uly

175
J9uly

180
January

1985

Percent
change

1970-85

Percent
change

1910-85
in

constant
1985

dollars

Alabama $81 $135 $148 $147 81.5 -32.2
Alaska 375 400 514 800 113.3 -20.4
Arizona 167 197 244 282 68.9 -37.0
Arkansas 100 140 188 191 91.0 -28.7
California 221 349 563 660 198.6 +11.5
Colorado 235 264 351 420 78.7 -33.3
Connecticut 330 403 553 636 92.7 -28.1
Delaware 187 258 312 336 79.7 -32.9
District of Columbia 238 297 349 399 67.6 -37.4
Florida 134 170 230 284 111.9 -20.9
Georgia 133 153 193 245 84.2 -31.2
Hawaii 263 497 546 546 107.6 -22.5
Idaho 242 344 367 344 42.1 -46.9
Illinois 282 317 350 368 30.5 -51.3
Indiana 150 250 315 316 110.7 -21.4
Iowa 243 356 419 419 72.4 -35.6
Kansas 244 353 390 422 73.0 -35.4
Kentucky 187 235 235 246 31.6 -50.9
Louisiana 109 158 213 234 114.7 -19.9
Maine 168 219 352 465 176.8 +3.3
Maryland 196 242 326 376 91.8 -28.4
Massachusetts 314 368 419 463 47.5 -45.0
Michigan:

Washtenaw County 453 531 542

Wayne County 263 399 5010 512 94.7 -27.3
Minnesota 299 385 486 611 104.3 -23.7
Mississippi 70 60 120 120 71.4 -36.0
Missouri 130 150 290 308 136.9 -11.6
Montana 228 227 331 425 86.4 -30.4
Nebraska 200 245 370 420 110.0 -21.6
Nevada 143 230 314 279 95.1 -27.2
New Hampshire 294 346 392 429 45.9 -45.5
New Jersey 347 356 414 443 27.7 -52.3
New Mexico 182 206 267 313 72.0 -35.8
New York:

Suffolk County 476 563 676

New York City 336 400 476 566 68.5 -37.1
North Carolina 158 200 210 244 54.4 -42.3
North Dakota 261 347 408 454 73.9 -35.1
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TABLE 6-12.-AFDC MAXIMUM BENEFITS FOR A 4-PERSON FAMILY BY STATE, SELECTED

YEARS-Continued

State
July
1970

July
1975

July
1980

January
1985

Percent
change

1970-85

Percent

change
1970-85

in
constant

1985
dollars

Ohio 200 254 327 360 80.0 -32.8
Oklahoma 185 264 349 349 88.6 -29.6
Oregon 225 413 441 468 108.0 -22.3
Pennsylvania 313 349 395 444 41.9 -47.0
Rhode Island 263 319 389 547 108.0 -22.4
South Carolina 103 117 158 229 122.3 -17.0
South Dakota 300 329 36] 371 23.7 -53.8
Tennessee 129 132 148 168 30.2 -51.4
Texas 179 140 140 201 12.3 -58.1
Utah 212 306 429 425 100.5 25.2
Vermont 304 367 552 622 104.6 -23.6
Virginia 261 311 305 379 45.2 -45.8
Washington 303 370 536 561 85.1 -30.9
West Virginia 138 249 249 249 80.4 -32.6
Wisconsin 217 403 529 636 193.1 +9.4
Wyoming 227 250 340 310 36.6 -49.0
Guam 307 310
Puerto Rico 53 53 63 114 115.1 -19.7
Virgin Islands 166 210 215
Median State 221 264 350 379

Chart 6.7 illustrates the erosion of AFDC maximum benefit
levels of the median State in constant dollars from a peak of $601
(constant 1983 dollars) for four persons in 1970 to $376 in July
1984 In this period only California, Massachusetts, and Hawaii had
laws requiring automatic benefit adjustments for price inflation,
but all suspended them after limited use.

Charts 6.8, 6.9, and 6.10 (Tennessee, New York City, and Califor-
nia) indicate that the erosion in AFDC has not been uniform. In
Tennessee it was sharper than average. Maximum AFDC benefits
plunged more than 49 percent, from $330 per four-person family
(constant 1983 dollars) in 1971 to $168 in 1984. Even though real
food stamp benefits for such a family dropped by 2 percent, they
still represented a partial offset to the cash loss, and combined ben-
efits fell by 30 percent. New York City also had unusually severe
AFDC erosion. AFDC guarantees dropped from $801 in 1971 (1983
dollars) to $566, and combined benefits sank 24 percent. California
AFDC benefits, which were automatically adjusted for price infla-
tion during some of the years, were relatively steady, and combined
benefits fell only 7 percent.
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CHART 6.7

Maximum AFDC and Food Stamp Benefits
for a Family of Four, 1983 Dollars
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CHART 6.9

Maximum AFDC and Food Stamp Benefits
for a Family of Four, 1983 Dollars
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ELIGIBILITY AND POVERTY

To receive AFDC payments a family must pass two income tests:
First, a gross income test, and second, a counted ("net") income
test, which deals with the treatment of disregarded income, such as
earnings spent on child care. As mentioned earlier, the gross
income ceiling is 185 percent of a State's need standard. The net
income ceiling is 100 percent of its need standard. Thus, disregard-
ed earnings cannot exceed 85 percent of a State's need standard.

The gross income test applies to both applicants and enrollees.
No family with gross income, including a child's earnings, that is
more than 85 percent above the State need standard can receive
AFDC.4

The effect of this rule is to bar from AFDC to help some poor
families of three persons in the 22 jurisdictions that have a month-
ly need standard below $373. This sum is 54 percent of the poverty
threshold for a three-person family.5 Examples range from Puerto
Rico and South Carolina, where eligibility ends when gross income
reaches $333 and $346, respectively (more than 49 percent below
the poverty threshold), to Vermont, where the cutoff is $1,576
(more than twice the poverty threshold).6

Many poor families barred from AFDC by the program's gross
income rule are eligible. for food stamps. For example, a Kansas
family of three with earnings of $690 (poverty threshold) would be
eligible for at least $168 in food stamps, more if shelter costs were
high.

Moreover, loss of AFDC by poor families cause loss of automatic
eligibility for Medicaid, with two exceptions. Those who live in one
of the 34 States or juridictions (as of December 1984) with a medi-
cally needy program can continue to receive Medicaid, but only
after spending prescribed sums on their own medical expenses. In
addition, the 1984 Deficit Reduction Act requires States to extend
Medicaid coverage for 9 months to persons who lose AFDC and
Medicaid eligibility because of earnings, provided they would have
continued to receive AFDC if one-third of their residual earnings
&after initial deductions) were disregarded. States are permitted to
add another six months of Medicaid coverage for such persons.

EARNINGS AND POVERTY

As noted earlier, except for Alaska no State pays a destitute
family an AFDC benefit as large as the poverty threshold. Indeed,
30 jurisdictions provide less than 50 percent of the poverty thresh-
old for a three-person family (with no countable income). At this
cash level ($345), food stamps would make up part of the deficit, for
most such families, food stamps would bring combined income up
to about 70 percent of poverty ($483).

4 The Deficit Reduction Act of 1964 permits State, to disregard the etarrings of a full time
student in an AFDC family for up to 6 months when determining whether tne family meets the
gross income test.

s $373 x 1.85 poverty threshold for three persons
A Vermont family of three, however, would lose eligibility iafter 4 months on a job) when

earnings reached $9$3 'assuming child care costs of $320, for two children) W;th lower costs.
eligibility would end at a lower earnings level.
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Could the AFDC mother make up the remaining poverty gap
($207) with a job? The answer is no, not while enrolled in AFDC.
Under current law, she could supplement her AFDC check by
working, but only for 12 months,' and during the last 8 months all
but $30 of "net' earnings would be subtracted from her grant.
Thereafter, every dollar of "net" wages would be deducted from the
AFDC grant. She could, of course, attempt to obtain a job with
wages sufficiently high that her earnings would exceed the poverty
level, Before the effective date of the Omnibus Budget Reconcilia-
tion Act of 1981 (OBRA), Public Law 97-35, States were required to
give AFDC recipients who went to work a "bonus." Federal law re-
quired States to deduct a portion of every dollar earned, plus all
reasonable work expenses, in considering how much income such
recipients had. The resulting "counted" income was used to calcu-
late the AFDC payment. However, OBRA put a time limit of 4
months on the work bonus and limited deductible work expenses.

In 1980, under the pre-OBRA rules, most States offered an AFDC
cash supplement to AFDC recipients who took a job that paid as
much as 75 percent of their family's poverty threshold. By 1984,
iinelPr the new rules, recipients whose earnings were as low as 50
p, rem. of poverty were ineligible for aid in more than half the
States.8 (For details of how earnings are treated by AFDC, and the
history of earnings disregards, see Appendix D, AFDC and work
rules and programs.)

Data from the Survey of Income and Program Participation
(SIPP) a show that 3.5 million families with children reported
having no earnings over a 4-month period in the last half of 1983.
Of these familes:

46 percent received AFDC each month, 51 percent never re-
ceived AFDC, three percent sometimes received it.

76 percent received a non-cash transfer each month, 22 percent
never received such a transfer, two percent sometimes dLd.

17 percent always received a cash welfare benefit other than
AFDC, 81 percent never recieved such a benefit, two percent
sometimes did.

The SDP found that 62 percent of families with total money
income below the poverty threshold never received AFDC, 34 per-
cent always received AFDC, and four percent sometimes did.

NUMBER OF POOR CHILDREN SERVED

Many families with incomes below the poverty level are not
helped by the AFDC program. Even though the Federal Govern-
ment reimburses the States for at least 50 percent of the amount
each pays out in AFDC benefits, the States decide the amount of
benefits to be paid and the income at which families ate eligible for
benefits As seen earlier, 22 jurisdictions as of January 1985 had

For 4 months she also would be entitled to the work incentive bonus. disregard of one-third
of residual earnings.

For State-by State examples M the changes, see U.S. House Committee on Ways and Means.
Subcommittee on Public Assistance and tnempluyment Compensation. Families in Poverty.
Changes in the "Safety Net Sept. 20,1984. Ways and Means Committee Print 98-37.

The Survey of Income Program Participation, undertaken by the Census Bureau, provides
information on the distribution of In come and wealth and participation n government programs
by the U.S. population.
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gross income eligibility standards for a family size of three that
were less than the poverty level."

TABLE 6-13.-AFDC CHILDREN AND POOR CHILDREN, 1960-83

[In thousands]

AFDC children Poor related..
.

children families
AFDC children per
100 poor children

1960 2,314 17,288 13.4

1961 2,587
1962 2,818

1963 2,909
1964 3,091

1965 3,256 14,388 22.6

1966 3,411 12,146 28.1

1967 3,771 11,427 33.0

1968 4,275 10,739 39.9

1969 4,985 9,501 52.5

1970 6,214 10,235 60.7

1971 7,434 10,344 71.9

1972 7,905 10,082 78.4

1973 7,902 9,453 83.6

1974 7,822 9,967 78.5

1975 8,095 10,882 74.4

1976 8,001 10,081 79.4

1977 7,773 10,028 77.5

1978 7,402 9,722 76.1

1979 7,179 9,993 71.8

1980 7,419 11,114 66.8

1981 7,527 12,068 62.4

1982 6,903 13,139 52.5

1983 1 7,106 13,326 53.3

I Based on January-June 1983 average

Source. AFDC data from Social Security Bulletin, Statistical Supplement, 1983, poor children data from

Current Population Surveys.

If we examine the average monthly number of AFDC children as
a proportion of related children who were poor throughout the year
we see growing numbers of AFDC children per 100 poor children
until 1974, when the ratio started dropping, with some fluctuations.
The average number of children on AFDC as a proportion of the
number of children in poverty increased from 13.4 per 100 in 1960
to 83.6 per 100 in 1973, and declined continuously from 77.5 per 100
in 1977 to 52.5 per 100 in 1982. In 1983, only 53.3 of every 100 poor
children received AFDC."

" The gross income limit, is somewhat misleading, because a family can have income substan
tially below this limit and still not qualify for AFDC benefits.

" In order to qualify for AFDC a child does not necessarily have to be under age 18 Hence,
our analy-sis overstates the relationship between AFDC chAdren and poor children For instance,
in 1979 States could receive AFDC Federal matching for all needy children under age 21 if they
were going to school. This means that some AFDC children were over age 18 and thereby the

Continued

9O
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IMPACT OF AFDC ON POVERTY RATES

This section examines the effectiveness of the AFDC program in
alleviating the poverty of children and their families. Determining
the antipoverty effectiveness of a particular program begins by
first examining the relationship between the program and poverty,
which we have done in part in the previous section. Second, it must
be determined how many persons are removed from poverty by the
program, or to what extent their deficit is narrowed though not
eliminated.

NUMBER OF POOR BEFORE AND AFTER WELFARE PAYMENTS

One way of measuring the impact of a welfare program upon
poverty is to estimate the number of persons who would be counted
as poor if that program's benefits were not received. The additional
number of persons that are counted as poor provides an estimate of
the number of people lifted out of poverty by that particular
income source. In other words, the pre-welfare poor consists of per-
sons with final cash aid incomes below the official poverty level
(even after receiving any cash aid) plus those with incomes above
the poverty level only because they have received cash welfare pay-
ments.

Families with children
Table 6-14 shows the number of families with children in pover-

ty before and after accounting for cash welfare payments. The first
column shows how many families would have been counted as poor
if they had all sources of cash income available to them, except for
AFDC, SSI and General Assistance (AFDC was the primary
source) The second column shows the number of families who were
poor during the period 1969-83, after receiving cash welfare pay-
ments. The third column shows the number of families removed
from poverty by cash welfare payments. The table indicates that
there would have been 270 thousand more poor families in 1969 if
cash welfare payments had not existed but everything else re-
mained unchanged, and 254 thousand additional poor families in
1983. (As noted in chapter V, existence of cash transfers reduces
work incentive and tends to increase market income poverty rates
but the net effect of transfers is a reduction in poverty rates.) Wel-
fare payments lifted the most families out of poverty in 1977. In
1969, almost 8 percent of pre-welfare poor families were removed
from poverty as a result of cash welfare payment, in 1977, 11 per-
cent; and in 1983 only 4 percent.

number of AFDC children per 100 related poor children was higher than it otherwise would
have been In 1970, 2.7 percent of the 7.2 million children receiving AFDC were 18, 19, or 20
years old.

During the period 1935 38, a child had to be under age 16 to qualify for AFDC benefits. From
193943, a child had to be under age 18 to qualify for AFDC. But for the 16year period, 1964-80.
a child under age 21 meeting the program requirements weld qualify for AFDC. Since 1981, a
child must be under 18, or at State option under 19, to qualify for AFDC benefits.

2:3 6
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TABLE 6-14.-POOR FAMILIE.0 WITH CHILDREN BEFORE AND AFTER CASH WELFARE,

1969-1983

[In thousands]

Prewelfare visir
families

Postwelfare
poor familia

Number of
families

removed from
poverty by cash

welfare
payments

Percent of
prewelfare poor

families
removed from

poverty

1969 3,489 3,219 270 7.7

1970 3,820 3,477 343 9.0

1971 4,130 4,698 432 10.5

1972 4,094 3,646 448 10.9

1973 3,984 3,550 434 10.9

1974 4,335 3,890 445 10.3

1975 4,628 4,172 456 9.9

1976 4,504 4,060 444 9.9

1977 4,605 4,081 524 11.4

1978 4,477 4,060 417 9.3

1979 4,561 4,121 440 9.6

1980 5,409 5,004 405 7.5

1981 5,767 5,376 391 6.8

1982 6,222 5,912 310 5.0

1983 6,336 6,082 254 4.0

Source. Gongiessionai Reseaich Service. Based a Count Population Survey data tapes from the Bureau of
Census.

Children
Table 6-15 presents the same analysis for children. The same

pattern appears. cash welfare payments are less effective in reduc-
ing the number of poor in later years than in earlier years. During
the period 1970-75 cash welfare payments reduced the number of
children defined as poor by more than 1 million, in each year. But
in 1983, cash welfare payments removed only about half a million
children from poverty. In 1969, almost 8 percent of pre-welfare
poor children were removed from poverty as a result of cash wel-
fare payments, in 1973, 10 percent, and in 1983, only 3.5 percent.

TABLE 6-15.-POOR CHILDREN BEFORE AND AFTER CASH WELFARE, 1969-83

[In thousands]

Number of
Percent of

children
prewelfare poor

Prewelfare poor Postwelfare removed from
children

children poor children poverty by cash
removed from

welfare
poverty

pa, tents

1969 10,808 9,987 821 7.6

1970 11,713 10,638 1,075 9.2

2 O'
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TABLE 6 -15. -POOR CHILDREN BEFORE AND AFTER CASH WELFARE, 1969-83-Continued

[In th6usands)

Prewelfare poor
children

Postwelfare
poor children

Number of
children

removed from
poverty by cash

welfare
Payments

Percent of
prewelfare poor

children
removed from

Poverty

1971 11,672 10,513 1,159 9.9
1972 11,452 10,304 1,148 10.0
1973 10,758 9,655 1,103 10.3
1974 11,463 10,392 1,071 9.3
1975 12,237 11,087 1,150 9.4
1976 11,231 10,254 977 8.7
1977 10,843 10,211 632 5.8
1978 11,123 10,210 922 8.3
1979 11,032 10,111 975 8.8
1980 12,379 11,764 615 5.0
1981 13,274 12,505 769 5.8
1982 14,284 13,647 637 4.5
1983 14,306 13,807 499 3.5

Source Congressional Research Service Based on Current Population Survey data tapes from the Bureau of
Census.

POVERTY RATES BEFORE AND AFTER AFDC

The Survey of Income and Program Participation (SIPP) found
that cash welfare benefits received by AFDC recipients in a 4-
month period in the lest half of 1983 lifted nine percent of them
out of poverty and moved another 38 percent into a higher poverty
income bracket. 26.3 percent moved from below 50 percent of pov-
erty to above that line, 11.7 percent moved from below to above 75
percent of poverty.

In all, SIPP reported that incidence of poverty among AFDC re-
cipients, which was 88 percent before welfare, was cut to 75 per-
cent by cash aid.

SHARE OF POOR ENROLLED IN AFDC

Another way of gauging the effectiveness of the AFDC program
in reducing poverty is to examine what share of the pre-welfare
poverty population is reached by AFDC.

In 1970, for every 100 :11milies with children that had pre-welfare
incomes below the poverty level, there were 58 AFDC families. The
number of AFDC families per 100 pre-welfare poor families rose to
a high of 80 in 1976; the ratio was lower in 1974 and 1975, 75 and
76, respectively. By 1983 the ratio dropped back to 58 AFDC fami-
lies per 100 pre-welfare poor families with children, no change
from the base year-1970 and a decrease of 27 percent from the
1976 peak. (See Table 6-16.)

238
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TABLE 6-16.-AFDC FAMILIES AND PREWELFARE POOR FAMILIES, 1970-83

[In thousands]

AFDC families
Prewelfare poor

families with children

AFDC families per
100 prewelfare poor
famines with children

1970 2,208 3,820 57.8

1971 2,762 4,130 66.9
1972 3,049 4,094 74.5
1973 3,148 3,984 79.0

1974 3,230 4,335 74.5
1975 3,498 4,628 75.6

1976 3,579 4,504 79.5

1977 3,588 4,605 77.9

1978 3,522 4,477 78.7

1979 3,509 4,561 76.9
1980 3,712 5,409 68.6

1981 3,835 5,767 66.5
1982 3,542 6,222 56.9

1983 3,679 6,336 58.1

Source. Congressional Research Service. Based on data from the Current Population Surveys.

A similar pattern holds for children only. In 1970 there were 53
AFDC children for every 100 prewelfare poor children. The ratio
rose to 73 in 1973. By 1983 AFDC children per 100 prewelfare poor
children had dropped to 50, 32 percent lower than in the peak year
of 1973. (See Table 6-17.) Aesmall part of the fall in this ratio be-
tween 1973 and 1983 may reflect 1981 law that reduced aid in 1982
to near-poor and other working mothers and, hence, may have re-
duced the proportion of AFDC children who were not poor (on an
annual basis). However, almost threefourths of the drop in the
ratio occurred earlier and thus represents a real decrease in the
share of poor children enrolled in AFDC. This, in turn, is partly
attributable to the failure of AFDC benefits to keep pace with
prices. Because of inflation AFDC eligibility liz.iits in many States
have fallen farther below the national poverty threbhold

TABLE 6-17.-AFDC CHILDREN AND PREWELFARE POOR CHILDREN, 1970-83

[In thousands]

AFDC childreir 1
Prewelfare poor

children 2

AFDC children per
100 prewelfare

children

1970 6,214 11,713 53.1

1971 7,377 11,672 63.2

1972 7,834 11,452 68.4

1973 7,818 10,758 72.7

1974 7,732 11,463 67.5

1975 7,988 12,237 65.3

1976 7,886 11,231 70.2

239
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TABLE 6-17.AFDC CHILDREN AND PREWELFARE POOR CHILDREN, 1970-83Continued

[In thousands)

AFDC children
Prewelfare poor

children 2

AFDC children per
100 prewelfare

children

1977 7,663 10,843 70.7
1978 7,295 11,132 65.5
1979 7,075 11,086 63.8
1980 7,319 12,379 59.1
1981 7,421 13,274 55.9
1982 6,903 14,284 48.3
1983 7,106 14,306 49.7

Does not include foster care children.
2 Based on data from the Current Population Stmmys.

AFDC-Unemployed Parent (AFDC-UP) families present a differ-
ent picture. These are AFDC families in which there are two par-
ents, one of who is unemployed. In 1970, there were only four
AFDC-UP families for every 100 male-present pre-welfare poor
families with children. The ratio of UP families to male-present
pre-welfare poor families fluctuated within a relatively small range
until the late 1970s. From 1979 to 1983 it climbed from 6.3 to 9.5
per 100, a rise of 50 percent. (See Table 6-18.)

Finally, we examined female-headed single-parent AFDC fami-
lies The findings may at first seem counterintuitive. Note that in
general over 90 percent of AFDC families are female-headed single-
parent families, whereas just over 50 percent of pre-welfare poor
families with children are female-headed. Table 6-19 shows that in
1969 there were 76 female-headed AFDC families for every 100
female-headed pre-welfare poor families. In 1973, the ratio had in-
creased to 103 per 100. That is, there were more female-headed
AFDC families then female-headed pre-welfare poor families. The
same was true for 1975 and 1977. In 1979 the ratio dropped to 97
per 100. And in 1982 there were only 82 female-headed AFDC fami-
lies per 100 female-headed pre-welfare poor families. This finding
says that in 1973, 1975 and 1977 some female-headed AFDC fami-
lies were not considered poor. This is in part because the AFDC
program aids families on the basis of their income and resources in
a given month whereas poverty status is calculated by the Census
Bureau on the basis of annual income. However, during the period
between 1969 and October 1981, AFDC families with earnings could
have income roughly equal to twice the AFDC payment standard
amount.

2'"0.
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TABLE 6-18.AFDC-UP FAMILIES AND MALE-PRESENT PREWELFARE POOR FAMILIES,

1970-83

[In thousands]

AFDCUP families

Maleheaded
prewelfare poor

families with
children I

AFDCUP families per
100 prewelfare poor

famines with children

1970 78 1,924 4.1

1971 143 2,011 7.1

1972 134 1,866 7.2

197.3 120 1,680 7.1

1974 95 1,865 5.1

1975 101 2,069 4.9

1976 135 1,877 7.2

1977 149 1,870 8.0

1978 127 1,728 7.3

1979 114 1,797 6.3

1980 141 2,309 6.1

1981 209 2,481 8.4

1982 232 2,791 8.3

1983 272 2,873 9.5

I Based on data from the Current Population Surveys.

TABLE 6-19.FEMALE-HEADED AFDC FAMILIES AND FEMALE HEADED PREWELFARE POOR

FAMILIES, 1969-82

[In thousands]

Female-headed I
single-parent 2 AFDC

families

Female-headed

prewelfare 3 poor
families

Female-headed AFDC

families per 100
female-headed pre-

welfare poor families

1969 1,267 1,676 75.6

1971 1,926 2,119 90.9

1973 2,366 2,304 102.7

1975 2,733 2,559 106.8

1977 2,745 2,735 100.4

1979 2,675 2,764 96.8

1982 2,820 3,431 82.2

Assumes that 98.9 percent of single-parent AFDC families are headed by women.
2 Based on AFDC characteristics survey data for 1 -adult
3 Based on data from the Current Population Surveys.

Another important factor affecting these findings is the way the
data are classified. Related subfamilies are treated as part of the
primary family rather than as separate units. In other words,
female-headed pre-welfare poor families do not include subfamilies.
This makes a substantial difference. Because subfamilies generally
are treated as one family unit rather than two, our time series
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data on the number of pre-welfare poor female-headed single-
parent families is understated, perhaps by as much as 25 percent.' 2
In addition, our accounting periods differ. Poverty is based on
annual income and is an unduplicated annual count. AFDC eligibil-
ity and caseload numbers are based on monthly data and thereby
undercount annual AFDC recipients.

AFDC EXITS AND POVERTY

A 1983 study of AFDC families '3 found that although about half
of all "spells" of AFDC are relatively short (2 years), the majority
of persons enrolled in the program at any point in time are in the
midst of spells that last at least 8 years. The study reported that
half of AFDC spells lasted less than 2 years, that about 50 percent
of the persons enrolled at any given point in time were in the
midst of very long episodes of AFDC and that such long-term re-
cipients used most of the resources of the program. The study said
that about 40 percent of those who ended AFDC spells were poor
after their exit. About 52 percent of those whose AFDC eligibility
ended because they no longer had an eligible child were poor the
following year. For those who earned their way off AFDC, about 32
percent were poor in the year after their welfare spell, their pover-
ty reflected the sub-poverty gross income eligibility limits of AFDC
in many States.

5. Social Security and Poor Children

INTRODUCTION

The program of Old-Age, Survivors, and Disability Insurance
(OASDI), popularly known as Social Security, provides monthly
cash benefits to children of retired, disabled, or dead workers with
insured status. Further, until the youngest child in the family
reaches his or her 16th birthday, social security also pays a benefit
to the nonaged parent (or, sometimes, to the grandparent) who
cares for the child.

In late February 1985, 95 out of every 100 children under 18
years old had survivors' protection under social security because at
least one of their parents was insured.

In 1983 the program paid an estimated $10.5 billion to 3.1 million
children and to 0.7 million parents caring for children. These social
security child and parent benefits exceeded the Federal sum spent
for AFDC benefits that year by 40 percent, or $3.0 billion.

For social security benefits, there is no income limit, but earn-
ings above a threshold amount cause some reduction in benefits.
Altliv::gh social security is paid without regard to income, a signifi-
cant part of social security benefits for children and their caretak-

2 For example, in 1983, there were 33.4 million families with own children under 18, 2 2 mil-
lion were related subfamilies sad arwthet 0.4 million were unrelated subfamilies. Subfamilies
represented 8 u percent of toted families. Subfamilies represented 28 percent of families main-
tamed solely by the mother.

Bane, Mary Jo and David T Ellwood. The Dynamic of Dependence. The Routes to Self-
Sufficiency Prepared for the U S. Department of Health and Human Services under Contract
No HHS-100 82 -0038. June 1983 Prepared by Urban System Research and Engineering Inc.,
Cambridge, Mass)
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ers go to families whose wage and property income falls short of
their poverty threshold (discussed later).

Black children account for 15 percent of all U.S. children, but for
21.5 percent of the children receiving social security benefits. (See
Table 6-20). For a number of reasons, relatively more black than
white children receive social security. Black workers tend to (1) die
younger, (2) have more disabilities, and (3) have somewhat larger
families than white workers. However, average benefits to black
children are smaller than those of white children, reflecting lower
wages.

HISTORY

CHILD AND PARENT BENEFITS

The original Social Security Act excluded from coverage jobs in
agriculture and domestic service, among others, and it entitled only
retired workers to monthly benefits. In 1939 the program was ex-
panded to offer benefits for dependents and survivors of married
workers without increasing the workers' payroll taxes. The new
beneficiaries included children of dead or retired workers and non-
aged widowed mothers caring for children." However, because
their parents worked in non-covered jobs, about two-thirds of black
children lacked social security protection.15

In 1950 Congress extended coverage to regularly employed farm
and domestic workers. At the same time it established a benefit for
the nonaged wife of a retired worker with a child in her care (a .d
for a surviving divorced mother, if dependent, with a child in her
care).

In 1958, 2 years after disability insurance was adopted, Congress
extended benefits to dependents of disabled workers, including chil-
dren and nonaged mothers caring for them. Grandchildren were
entitled to children's benefits in 1972, under certain circumstances.

Various courts held in the 1970s that fathers were entitled to
refits as caretakers of children on the same basis as mothers.

widowed fathers (1975), nonaged fathershusbands of retired or
disabled workers (1978), and surviving divorced fathers (1979). Con-
gress ratified these decisions by changing the law in 1983.

STUDENT BENEFITS

The 1939 Act ended a child's eligibility for a social security survi-
vor's or dependent's benefits on his 16th birthday unless he were a
student. Students remained eligible until their 18th birthday. The
mother's benefit ended at the same time as her child's benefit.

In 1946 Congress dropped the student requirement for benefits to
16 and 17 year olds, so that all recipient children remained eligible
until their 18th birthday. In 1965 it expanded the program to cover
full time college students and other postsecondary students aged

" Fur a discustuun uf the chstributiun uf social security survivor benefits for children, see
Ozawa, Martha and William T. Alpert. Distributive Effeas uf Survivors Insuranim Benefits and
Public Assistance. Social Service Review, v. 68, no. 4, Dec. 1984. p. 608-621.

1 Estimate of Charles V. Hanuilton, Columbus University, presented at a ornferenos on pover
ty sponsored by the Institute for Research and Puberty and the U.S. Department uf Health and
Human Services, Williamsburg, Va., Dec. 7, 1984.
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18 through 21. The mother's benefit, however, continued to end on
the child's 18th birthday.

Congress constricted benefits in passing the Omnibus Budget
Reconciliation Act of 1981 (P.L. 97 35). This law made two changes
that restricted eligibility for child and parent benefits. First, it
phased out benefits for postsecondary students (retaining them for
elementary and secondary school students over 18 but under age
19). Second, it ended parents' benefits upon a child's 16th birthday,
2 years earlier than before.

ELIGIBILITY

To receive a social security benefit, a child must be unmarried
and either under age 18 or a fulltime elementary or secondary
school student under age 19.'6 He or she must be the dependent of
a retired or disabled worker drawing benefits or the survivor of an
insured worker.

To receive a parent's benefit, one must be caring for a child
under age 16 who receives social security. The benefit is available
to wives and husbands of retired or disabled workers and to wid-
owed fathers and mothers. Such persons otherwise could not re-
ceive social security benefits if they were able-bodied until they
were at least 60 years old.

To qualify his dependents for benefits, a retired or disabled
person must be "fully insured," which requires that he have
worked a number of quarters related to his age (but not more than
40 quarters). To qualify his survivors for benefits, a person need
only be "currently insured," a status requiring fewer quarters of
covered work.

BENEFIT LEVELS

Survivor benefits (for child or nonaged parent caretaker) equal
75 percent of the worker's primary insurance amount. The benefit
for a child or spouse of a retired or disabled worker equals 50 per-
cent of the worker's basic benefit amount. However, family maxi-
mums are imposed on benefits. In addition, benefits are reduced by
half of earnings above an exemption threshold, set at $450 monthly
in 1985 for nonaged beneficiaries.

Like other social security benefits, payments to children (except
for postsecondary students) and parents are automatically adjusted
for price inflation.

Benefits at the end of 1983 averaged $239 monthly for all chil-
dren under 18, $228 for parents, and $204 for students. Benefits of
surviving children averaged $302 for whites, $237 for blacks, and
$226 for others.

RELATIONSHIP TO POVERTY

As seen before (Table 6-1), a total of $4.1 billion in social insur-
ance benefits served to reduce the poverty income deficit of chil-
dren in 1983. A conservative estimate is that 86 percent of this

Social security also offers a "child's" benefit to a person over age 18 who was disabled
before age 22 while unmarried. Such disabled "children are excluded from the data in this
report, which deals with children under 18.

Ict4 4
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sum, or $3.5 billion, was in the form of social security benefits. (The
rest were unemployment benefits, workers' compensation, railroad
retirenueut benefits, and ve',erans' benefits.) This estimate is based
on the proportion of total sxial insurance benefits that were repre-
sented by social security benefits in September 1983, according to
the Census Bureau's Survey of Income and Program Participation.
The estimated amount of. social security benefits that reduced the
poverty gap of children in 1983, $3.5 billion, equalled about one-
third of the social security benefits paid that year to children and
their caretakers.

RELATIONSHIP TO OTHER BENEFITS

In May 1982, the Department of Health and Human Services
(DHHS) reported that 2.5 percent of AFDC families received social
security benefits, compared with 3.1 percent in March 1979. The
benefits averaged $145 in May 1982, $134 in March 1979.

AFDC requires that most unearned cash income of recipients be
used to reduce the grant. Until Congress passed the Deficit Reduc-
tion Act of 1984 (P.L. 98-369), it was possible for a mother to ex-
clude from the AFDC assistance unit a child who was not needy
because of having his own social security survivor's check, drawn
on the work rec.rd of his father. The social security survivor child
was not requireu by AFDC rules to share his income with siblings.
Indeed, the U.S. Supreme Court in 1972 upheld a lower court
ruling that AFDC benefits could not be reduced to a family because
of the presumed availability to it of payments "which belong to one
or more members of that family." 17 (In 1980, however, HHS pro-
posed a regulation to permit a mother to include a social security
child beneficiary under 18 years old in the assistance unit, noting
that in some cases his sharing of income would qualify him for
Medicaid.) The 1984 law requires all siblings other than Supple-
mental Security Income (SSI) recipients to be included in the
AFDC assistance unit. Thus, if the family applies for AFDC, a child
who receives social security now must share his check with his
half-brothers and sisters.

CHARACTERISTICS OF RECIPIENTS

BASIS OF ENTITLEMENT

Ninety percent of the children who received social security bene-
fits at the end of 1983 were under 18 years old, the rest were stu-
dents who would be phased out of the program by May 1985. Of the
children under 18, almost three out of five were entitled because
one of their parents had died, 30 percent were children of disabled
workers, and the remaining 11 percent were children of retired
workers.

RACE

In a chapter entitled "Social Security and Minorities," the 1979
Advisory Council of Social Security said that minorities were less

17 Craig v. Gil hard, 331 F. Supp. 687 (W.D. North Carolina 1971).
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likely than others to get retirement benefits from social security
because of their shorter life expentacy. However, it said, "this
aspect of the system is offset by the fact that minorities are more
likely than whites to quality for social security disability and survi-
vors benefits." 18

At the end of 1982, blacks, who constituted 12 percent of the
overall population, were only 9.7 percent of social security benefici-
aries. However, black children, who represented about 15 percent
of the U.S. child population, accounted for a much larger share of
social security child beneficiaries. As table 6-20 shows, black chil-

1

dren were 21 percent of children receiving survivor benefits, 20.4
percent of those receiving benefits as dependents of disabled work-
ers, and 18.6 percent of those with disabled parents. "Other" non-
whites also had a relr tively high incidence of social security child
benefits.

As noted earlier, black workers tend to have more children, die
earlier, and become disabled before retirement more often than
whites. Although black children are over-represented in the social
security recipient population, the percent of widowed mothers who
receive social security is smaller among blacks than whites (noted
in chapter IV).

TABLE 6-20.PERCENTAGE DISTRIBUTION, OASDI BENEFITS FOR CHILDREN, BY RACE,

END OF 1982

Percentage distribution of benefits

White Black Other

Total U.S. children 81.8 15.0 3.1
Children under 18 enrolled in social security 75.3 18.6 6.1

Of retired workers 75.3 20.4 3.4
Of dead workers 75.6 21.0 3.4

Som. U.S. Department of Health and Human Services. Seco. Security Bulletin Annual Statistical
Sulickments, 1983. Table 59.

The advisory council report said that Hispanic children like
blacks, were overrepresented in the social security population.
They cited 1977 data from five southwestern States (Arizona, Cali-
fornia, Colorado, New Mexico, and Texas). The report said Hispan-
ics represented about 15 percent o! the total population of the fne
States, but 18.7 percent of the children drawing benefits because
one of their parents had died.

TRENDS

NUMBERS OF BENEFICIARIES

The share of children under 18 who receive social security bene-
fits rose from 3 percent in 1960 to 5.7 percent in 1975 and then
began to decline, falling to 4.5 percent in 1983. Student benefici-

' ' Department of Health and Human Services. Stkial Security Final-wing dud Benefits, Report
of the 1979 Advisory Council. Washington, 1979. p. 114.
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arks accounted for 19 percent of total children enrolled in 1981,
then fell to 14 percent in 1982 and to 9 percent in 1983. The
number of child beneficiaries peaked in the mid-1970's, reflecting
the earlier baby boom. Numbers of child and parent beneficiaries
of social security, 1960-1983, are presented in table 6-21.

TABLE 6-21.-CHILD AND PARENT BENEFICIARIES OF SOCIAL SECURITY 1960-83

End of year

Social Security beneficiaries (in thousands) Total
chikiren

Children Students Total Total
under 18 in

under 18 18 to 21 children parents
wawa 2
(615e4S)

1960 1,896.4 (3) 1,896.4 556.7 64.2
1965 2,688.6 205.7 2,894.3 787.6 70.4
1970 3,314.6 537.2 3,851.8 913.9 70.0
1975 3,835.4 774.3 4,609.7 1,141.5 67.2
1980 3,423.1 733.3 4,156.4 1,104.7 63.7
1981 3,206.5 760.5 3,967.0 1,059.2 63.2
1982 2,933.8 476.3 3,410.1 940.3 62.8
1983 2,811.5 293.5 3,105.0 726.5 62.6

I Excludes disabled "children" over age 18 who were disabled before age 22.
2 As of Juty 1, of year named, except for 1960 (Apnl).

No program.

Source. U.S. Department of Health and Human Services. Social Security Bulletin. Annual Statishcal
Supplement, 1983. TaNe N ithildren), table 85 smothers and tattlers), table 26 widowed mothers and
fathers).

BENEFIT PAYMENTS

Table 6-22 shows that overall benefits paid to children (including
students 18 and older) and parents caring for children rose from
$1.4 billion in 1960 to $12.7 billion in 1981 and then declined, re-
flecting population trends and 1981 program cutbacks, to $10.5 bil-
lion in 1983. Adjusted for price inflation, benefits increased from
$4.7 billion in 1960 to $14.2 billion in 1980 (constant 1983 dollars),
then dropped to $10.5 billion in 1983. Benefits for children under 18
did not decline, but rose steadily from $1.1 billion in 1960 to $8.0
billion in 1983 (current dollars). All the decline was in student and
parents' benefits.

TABLE 6- 22.- BENEFITS PAID TO CHILDREN AND THEIR PARENT CARETAKERS, 1960-83

(In rnIll.ons]

Year

Benefits to- Total benefits

Children Students Current Constant

under 18 18-21
Parents &lam 1983 do:trs

1980 $1,064.2 $343 ';1,401.2 $4,737.9
1965 1,625.2 $164.7 497 2,286.9 7,225.5
1970 2,584.4 536.1 738 3,858.5 9,899.5
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TABLE 6- 22. BENEFITS PAID TO CHILDREN AND THEIR PARENT CARETAKERS, 1960-

83Continued

[In millions]

Year

Benefits to Total benefits

Children Students
under 18 18-21 Parents

Current Constant
dollars 1983 dollars

1975 4,739.9 1,254.7 1,472 7,466.6 13,819.5
1980 7,290.9 2,005.3 2,410 11,706.2 14,153.5
1981 7,747.5 2,360.4 2,574 12,681.9 13,895.7
1982 7,903.5 1,301.7 2,540 11,745.2 12,123.0
1983 8,046.7 2 478.1 1,991 10,515.8 10,515.8

1 Benefits represent December payments of year shown multiplirxl by 12.
2 December 1983 payments multiplied by 8 (benefits were suspended in summer).

Source U S Department of Health and Human Service. Sor-ial Security Bulletin Annual Statistical Supplement,
1983 Table 87 (children), table 85, (mothers and farriers), table 61 (widowed mothers and fathers).

RACE

As table 6-23 shows, the proportion of children enrolled in social
security who are nonwhite has risen steadily over the years, from
14.8 percent in 1960 to 25.7 percent in 1982.

TABLE 6-23.RACIAL COMPOSITION OF CHILDREN RECEIVING SOCIAL SECURITY BENEFITS,

1960-82

[In percent]

End of year
Nonwhite

White

Tctal Black Other

1960 85.2 14.8 NA NA
1965 82.6 18.4 NA NA
1970 78.7 21.3 18.9 2.3
1975 76.3 23.7 20.7 2.9
1980 74.9 25.1 21.4 3.6
1981 NA NA NA NA
1982 74.3 25.7 21.5 4.1

Source Annual editions of Annual Statistical Supplement, Social Security Bulletin.

6. The Food Stamp Program and Poor Children

INTRODUCTION

The Food Stamp Program is designed to increase the food pur-
chasing power of low income households so that they can buy a nu-
tritionally adequate low-cost diet. The program assumes that a par-
ticipating household should be able to devote 30 percent of its

218
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countable 19 cash monthly income to food buying. Food stamp ben-
efits make up the difference between that amount and the sum de-
termined to be sufficient to buy an adequate low-cost diet, namely,
the price of the Agriculture Department's Thrifty Food Plan. Thus,
an eligible household with no countable monthly cash income re-
ceives the maximum food stamp allotment for its size, while one
with some countable cash income receives a lesser amount.

ELIGIBILITY

Food stamp benefits are available to nearly all households meet-
ing income and liquid assets tests for need, as long as certain work
registration and other employment-related requirements are ful-
filled. Unlike other welfare programs, the Food Stamp Program
has almost no categorical restrictions on eligibility, such as the
AFDC requirement for deprivation of parental support or the SSI
age or disability requirements. As a result, food stamps are avail-
able to a broad spectrum of low-income families with children,
whether working or not.2°

BENEFITS

Food stamp benefits are calculated by subtracting 30 percent of
an eligible household's countable monthly income from the maxi-
mum allotment for the household's size. Maximum monthly bene-
fits tfor those with no countable income) average in fiscal year 1985

about $70 a person, depending on family size (for example, $79 for
a one-person household, $264 for a four-person household). Howev-
er, since most recipients have some cash income, average benefits
received are lower. Benefits received in early 1985 averaged $45
per recipient. Until 1979, participants were required to buy their
food stamps. Households paid into the program varying proportion
of income, up to 30 percent, and all received the maximum allot-
ment.

For households with children, average monthly benefits are esti-
mated at about $160 a household, compared with maximum month-
ly benefits for the typical three-person food stamp household with
children of $208. For the average household with children, the
maximum food stamp benefit provides about 30 percent of the
monthly equivalent of a poverty level income, which is $690, and
the average benefit received provides about 23 percent. The propor-
tion of a poverty level income provided by food stamps varies with
cash income and household size (the maximum benefit equals only
18 percent of poverty income for a one-person household, and 26
perLent for a tv,u-person household, although for most household
sizes it is at or close to 30 percent of poverty).

" Not au of a househosx s ahome LS actually counted when determining eligibility and bene-
fits. Moreover. . ...come Ls not counted at all. In effect, this means that at moot, the
program assumes thin L tseholtit, can spend 20-2:, percent of then gross income on food

" More details about the history, operation, and outlays of the food Stamp program are in
Appendix A. Major legiAittve developments of the program since :960 are in Appendix E
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CHARACTERISTICS AND TRENDS 21

CHILDREN BENEFITING FROM FOOD STAMPS

The proportion of food stamp recipients who are children has
been declining over the years for which data are available. This ap-
pears to be due primarily to the repeal of the purchase require-
ment in early 1979. This change increased participation among eli-
gible elderly households much more dramatically than among
other types of households.22 The monthly proportion of children in
the food stamp recipient population dropped from 54 percent in
1978 to 50 percent in 1982 (see Table 6-24).23 The absolute monthly
number of children provided benefits through the food stamp pro-
gram increased from 9 million in 1978 to 9.8 million in 1982, an'
increase of 9 percent. In the same period the number of poor poor
children counted by the census Bureau grew from 10.2 to 13.6 mil-
lion, a rise of 3.4 million or 34 percent. Thus, the growth rate in
the population of poor children was almost four times that of the
number of child recipients of food stamps in a representative
month. (The number of child recipients of food stamps peaked in
1980 at 10.3 million, and Census Bureau surveys of recipients of
non-cash benefits show a related drop in the proportion of food
stamp households with children between 1980 and 1983, from 66 to
64 percent).

TABLE 6-24.THE FOOD STAMP PROGRAM AND POOR CHILDREN. SUMMARY DATA,

1978-82

1978 1979 1980 1981 1982

Number of children receiving food stamps (in
thousands) 8,950 8,020 10,250 9,720 9,750

Share of all recipients (percent) 54 47 50 47 50
Total benefits to households with children (in

millions):
Current dollars $4,200 $4,580 $6,230 $7,360 $7,440
Constant dollars $6,214 $6,090 $7,298 $8,099 $7,440

Share of all benefits (percent) 84 72 80 77 79
Poverty rate of food stamp recipient households

with children (percent) NA NA 87 90 96
Poverty rate for all recipient households (per-

cent) 83 82 87 90 96
Proportion of poor food stamp households with

children having incomes below 50 percent of
poverty (percent) NA NA 27 39 51

Note -Al! data, except the proportion of poor served, are for the month of the survey. Benefits received by
households with children have been ialculated by multiplying the monthly aE,gregate benefit ,hewn in the survey
by 12, and, to general understate the total benefits receivec.

Source: Estimated from USDA surveys of recipient characteristics.

21 See Table 6-22 for summary data
"The 1981 USDA report on the effects of the 1977 Food Stamp Act note./ that, between No-

vember 1978 and November 1979 ithe elimination of the purchasi- requirement generally oc-
curred in early 1979), the number of elderly recipients increased by 42 percent, compared to a 26
percent 'increase for nonelderly participants. The higher percentage increase for the elderly was
explained by tl ) their very low rate or pre 1979 participation, creating a large pool of potential
entrants, and some evidence that inability to come up with the cash needed for a purchase
requirement was more of a problem among the elderly than the nonelderly.

Est'mat.v from USDA surveys of characteristics of food stamp recipients, 1978 and 1982.
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SHARE OF BENEFITS RECEIVED BY HOUSEHOLDS WITH CHILDREN

A related decrease in the proportion of food stamp benefits going
to households with children also occurred over the period for which
data are available.24 The value of food stamp benefits provided to
households with children declined from an estimated 84 percent of
total benefits in 1978, to 79 percent in 1982.25 However, since total
and average food stamp benefits increased substantially, absolute
benefits going to such households also rose. Benefits to households
with children rose from $6.2 billion in 1978 to $7.4 billion in 1982
(constant 1982 dollars). The 1982 amount was 8 percent below the
1981 peak of $8.1 billion.

POVERTY STATUS OF RECIPIENTS

For the slightly shorter period for which data are available on
the poverty status of food stamp recipient households with chil-
dren, it appears that the proportion of such households that are
poor has increased significantly."
Poor on basis of monthly income

The proportion of food stamp households with children that have
gross monthly cash income below the Federal poverty income
guidelines has increased from approximately 85 percent in 1979 to
96 percentan increase of 13 percent.27 This parallels a similar in-
crease among all participating households, from 82 to 95 percent,
and is due to both the income restrictions placed on program par-
ticipation in 1981,28 and to the failure of many recipients' income
to keep up with inflation. As noted in Chapter II, the poverty meas-
ure is adjusted annually for inflation."
Poor on basis of annual income

The proportion of food stamp households with children that have
annual pre-tax cash income below the Census Bureau's poverty
thresholds also has risen. However, the annual fractions generally
are smaller because the longer accounting period adjusts for short.
er-term poverty. By Census surveys, the proportion of recipient
households with children having below-poverty cash incomes in-
creased from 65 percent in 1980 to 73 percent in 1982 and to 75 per-
cent in 1983, a three-year increase of 15 percent." This matched

24 The earliest data available from which to make estimates are from the February 1978
USDA survey of food stamp household charactenstics, the most recent, from August 1982

25 Estimates from USDA characteristics surveys of 1978 and 1982
75 The earliest data available are from the November 1979 USDA survey.
27 Estimates from USDA characteristics surveys of 1979 and 1982.
44 Legislation passed in 1991 required that eligible nonelderly, nondisabled households have

incomes below 130 percent of poverty.
2 Average gross monthly income grew only 13 percent from 1979 to 1982, whereas overall

inflation measured by the consumer price index Land used to adjust the poverty measure) rose
by 33 percent.

as Bureau of the i..ensus. Charactenstuz of Households and Persons Receiving Selected Non
cash Benefits. Series P-60. Noe, 131 11980), 193 11982), and 19811983).

X51



229

almost exactly the rise in the poverty rate for all households re-
ceiving food stamps, although it was higher than that for house-
holds without children.

DEGREE OF POVERTY

Another way of looking at the poverty status of recipient house-
holds with children is to review their composition by income class.
This approach gives an overall picture of poverty trends among
food stamp households with children different from that shown by
changes in the poverty rate. From 1980 to 1982, out of all poor re-
cipient households with children, the share with monthly cash in-
comes below one-half of the appropriate poverty threshold (the
"very poor") grew from 27 to 51 percent, outstripping the rise in
very poor households among all poor food stamp recipients (an in-
crease from 27 to 44 percent)." Out of all food stamp households
with children, the estimated proportion who were very poor in-
creased from 24 percent in 1980 to 35 percent in 1981 and to 49 per-
cent in 1982.

SHARE OF POOR RECEIVING FOOD STAMPS

Households with children
The degree to which poor households with children participate in

the food stamp program appears to have remain'd stable in recent
years. Out of all households with children that have annual cash
income below the poverty threshold, the proportion that received
food stamps at any time during the year ranged between 56 and 59
percent in 1979-1983.32 (See Table 6-25.)

This measure may mis-state the degree to which poor families
with children are served by the food stamp program. Those fami-
lies whose incomes over the short-term were below poverty are not
considered, and it is likely that there are both more poor house-
holds with children and more households served if one includes the
short-term poor. Data on which to make an estimate that includes
short-term poor are not available.

Children
From 1978 to 1982 the number of all children who received food

stamps in a survey month declined as a fraction of the number of
children poor during the year. As shown in Table 6-25, the estimat-
ed share dropped from 88 percent in 1978 to 71 percent in 1982, a
decline of 19 percent. The number of poor children who received
food stamps in a survey month also declined as a fraction of the
number of children poor during the year, but less sharply, reflect-
ing the concentration of more aid on the poor. The share dropped
from 76 percednt in 1978 to 69 percent in 1982, a decrease of nine
percent.

31 USDA surveys of 1980 and 1982.
32 Census Bureau noncash- benefit recipient surveys for 1979 and 1983.

2-5 2
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TABLE 6-25.PERCENT OF POOR CHILDREN AIDED BY FOOD STAMPS

1978 1979 1980 1981 1982

Poor households with children on food stamps as a
proportion of all poor households with children
(annual basis) NA 56 59 58 59

Poor children receiving food stamps (survey month)
as a proportion of the number of poor children
(annual basis) 76 65 79 71 69

All children receiving food stamps (survey month) as
a proportion of the number of poor children

(annual basis) 88 79 87 78 71

Sources. For row 1, Census Bureau noncash benefit surveys. Rows 2 and 3, estimates from U.S. Department
of Agriculture surveys of recipient characteristics.

7. Medicaid and Poor Children

INTRODUCTION

The Medicaid program (authorized under Title XIX of the Social
Security Act) is a federally aided, State-operated and administered
program of medical assistance for low-income persons who are
aged, blind, disabled, or members of families with dependent chil-
dren. The Administration estimated in February 1985 that there
would be about 22.5 million Medicaid recipients in fiscal year 1986
of whom roughly 45 percent would be children.

Within Federal guidelines, each State designs and administers its
own program. Therefore, there is substantial variation among the
States in terms of eligibility requirements, services offered, number
of persons covered and the Federal and State dollars spent.33

ELIGIBILITY

Access to health care for low-income children has improved sig-
nificantly since the 1960s, in part because of Federal programs es-
tablished to provide health services to needy persons. Medicaid, the
largest such program, is a Federal-State entitlement program that
purchases medical care for certain low-income persons. Federal
funds finance an estimated 54 percent of all Medicaid payments.

CATEGORICALLY NEEDY

Eligibility for Medicaid is linked to actual or potential receipt of
cash assistance under the federally assisted Aid to Families With
Dependent Children (AFDC) program or the Federal Supplemental
Security Income (SSD program for the aged, blind, and disabled.
All States are required to cover the "categorically needy" under
their Medicaid programs. Persons who States must cover as cate-
gorically needy include all AFDC recipients and most recipients of
SSI payments.

33 More details about the history, uperation, and outlays of Medicaid are in Appendix A.
Major tegistative developments of the program sues its 1365 enactement are in Appendix E
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As noted earlier in the AFDC part of this chapter, AFDC pay-
ments are made to families with children where one parent is
absent; incapacitated, or, in some States, "unemployed" (works less
than 100 hours a month). State-established income criteria differ
markedly among the States. Since Medicaid eligibility is generally
tied to receipt of cash assistance, the income standard used by a
State for determining AFDC eligibility directly affects the size of
its Medicaid population.

In addition to the income disparities among States, differences
exist in terms of groups covered under an AFDC plan. For exam-
ple, a State may cover under its AFDC program families with un-
employed parents or pregnant women without other children in
the home (also known as first-time pregnant women) meeting
AFDC income and resources requirements. While States may not
begin making AFDC cash payments to first-time pregnant women
until the 6 month of pregnancy, they are required to extend Medic-
aid protection to this group from the medical verification of preg-
nancy. Similarly, they are required to extend Medicaid protection
to pregnant women from the medical verification of pregnancy in
two-parent families where the principal breadwinner is unem-
ployed.

States are required to extend Medicaid protection to certain addi-
tional groups though they are not actually receiving an AFDC cash
payment These include persons denied a cash payment solely be-
cause the payment amount would be less than $10. Coverage must
also be extended for four additional months to certain families
whose cash assistance has been terminated, this extension applies
only to families who received AFDC for at least three of the pre-
ceding six months and who lost coverage due to increased earnings
or increased hours of employment. Since October 1, 1984, States
also have been required to extend Medicaid coverage to families
who lose their eligibility for AFDC and, therefore, Medicaid after 4
months of work because the AFDC rule requiring States to disre-
gard a fraction of every dollar earned can no longer be applied to
them.

The AFDC law requires States to calculate available income from
a recipient's earnings differently, depending upon duration of
work. During the first 4 months of a job States must disregard $30,
a standard allowance ($75), child care costs up to a ceiling, and one-
third of remaining earnings. The one-thrid fractional disregard ex-
pires after 4 months, the $30 disregard after 12. States are now re-
quired to provide 9 months of Medicaid coverage to families who
lose their AFDC because of expiration of the disregard of one-third
of residual earnings (and may extend coverage for an additional 6
months to families who would be eligible for AFDC if their earn-
ings were treated like those of new workers). Families who lost
their AFDC eligibility before October 1, 1984, also are eligible for
Medicaid for the same time period provided that. (a) they disclose
any private health insurance coverage at the time of application,
(b) they apply within 6 months from the date the implementing
regulations become final, and, (c) they would have been continuous-
ly eligible for AFDC if their countable earnings had been calculat-
ed by the disregard rules then applicable to new workers.

46-869 0 - 85 - 9
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In addition to groups that States must cover, there are a number
of additional groups that States may cover. Of particular impor-
tance is the category known as "Ribicoff children." These are indi-
viduals under age 21, or 20, or 19, or 18 who do not meet the defini-
tion of a dependent child under AFDC but, whose income and re-
sources fall within a State's AFDC limits. For example, they may
be ineligible for AFDC because both parents live at home and the
principal breadwinner has a job. States may extend coverage to all
Ribicoff children or limit protection to reasonable categories of
children, such as those in foster homes, subsidized adoptions, psy-
chiatric institutions, or intermediate care facilities (ICFs). Since Oc-
tober 1, 1984, States have been required to extend Medicaid cover-
age to all such children up to age 5 born on or after October 1,
1983. Therefore, by October 1, 1988, States will be required to cover
allitibicoff children up to age 5.

MEDICALLY NEEDY

In addition to the categorically needy, States may cover the
"medically needy" under their Medicaid programs. Thirty-four
States and jurisdictions have elected this option. The medically
needy are persons (1) who are aged, blind, disabled, or members of
families with dependent children, and (2) whose income, after de-
ducting incurred medical expenses (i.e., "spending down"), falls
below the State's medically needy income eligibility level. The
medically needy level cannot exceed 1331/3 percent of the maximum
AFDC payment for the same size family. For example, if a two-
person family's income is $300 and the State maximum AFDC ben-
efit for two persons is $275, the family must have $25 in medical
expenses before it becomes eligible. Applicants also must meet
Stateestablished resource standards. In determining income and
resource eligibility of an individual for the medically needy pro-
gram, a State agency may not count as income or resources any
amounts that would not be counted in determining the individual's
eligibility for categorically needy coverage. A State may limit serv-
ices under a medically needy program to ambulatory services for
children and prenatal and delivery services for pregnant women.

SHARE OF MEDICAID BENEFITS FOR CHILDREN

From 1973 to 1983, the share of Medicaid outlays made on behalf
of AFDC type children under age 21 and adults in AFDC families
declined from 33.2 percent to 25.7 percent. Further, the share for
"other persons," chiefly Ribicoff children (defined above), declined
from 5.2 percent to 2.2 percent. In constant 1983 dollars, the sums
for these three groups increased from $5.9 billion in 1973 to $9.0
billion in 1983 (Table 6-26), a rise of 53 percent. However, Medicaid
spending on aged, disabled, ur blind adults climbed more than
twice as fast, by 1.22 percent.

5Z5
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TABLE 6-26.MEDICAID PAYMENTS MADE FOR CHILDREN AND THEIR PARENTS, 1913

AND 1983

[Milhons of 1983 dollars)

1973 1983
Percent

change

AFDC-type children under 21 $2,540 $3,822 +50
Adult in AFOC familie,s $2,576 $4,483 +74
"Other persons" (chiefly Ribicoff children) $805 $725 10

Children and their parents $5,921 $9,030 +53-
Total Medicaid outlays $15,389 $32,351
Percentage share of total for children and their families 38.4 27.9

Note Table includes data from the territories. Totals may not add because of rounding.

Source: Social Security Bulletin, Annual Statistical Supplement, 1983

RELATIONSHIP OF MEDICAID COVERAGE TO POVERTY OF CHILDREN

The estimates in this section are based on data obtained annual-
ly from the Current Population Survey (CPS) conducted by the
Bureau of the Census and from supplementary surveys. Since the
CPS estimates are based on a sample, they may differ somewhat
from figures that would have been obtained if a complete census
had }Veen taken. The CPS data also are lower than program data
from the Health Care Financing Administration (HCFA) because
recipients tend to underreport their benefits in these surveys. Fur-
ther, the CPS totals do not include children in institutions and may
not include "Ribicoff children." While the above considerations
must be taken into account, general trends can be observed from
the data.

SHARE OF POOR CHILDREN COVERED

Roughly one-half of all poor children (defined as children under
18 whose family income is below the poverty threshold) are covered
by Medicaid (see Table 6-24). One reason that this proportion is not
larger is that 4. utomatic Medicaid eligibility is generally linked to
the receipt of AFDC cash assistance. This has restricted Medicaid
coverage in part because AFDC assistance is available only to fami-
lies where one parent is absent, incapacitated, or in certain States,
unemployed. To receive AFDC, a family must also meet a certain
cash assistance standard established by each State. In all States
except for Alaska, AFDC cash standards are below the Federal pov-
erty threshold (estimated nation-wide for 1984 at $8,280 a year for
a family of three). Therefore, many low-income families are not
automatically eligible for Medicaid, though some may be able to
obtain coverage under a State's medically needy program. Further,
Medicaid eligibility requirements Lan vary widely among the States
and families can often go on and off the AFDC (and therefore Med-
icaid) rolls during the course of a year.
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TRENDS IN COVERAGE BY POVERTY STATUS

The percentage of poor children covered by Medicaid has been
relatively consistent over time. In fact, the 1979 and 1983 percent-
ages are identical-48.5 percent. This figure has not varied by more
than two percentage points over the five-year span (see Table 6-27).

The share of very poor children with Medicaid coverage in-
creased by 14 percent in those 5 years. In 1979, fewer than half
(47.8 percent) of the children in families whose annual income was
below 50 percent of the poverty threshold were covered by Medic-
aid, in 1983, more than half (54.4 percent) of such children were in
the program. Even so, these "poorest" children still had a lower
Medicaid coverage rate than those with family income between 50
and 74 percent of the poverty threshold. The latter group consist-
ently has had the highest rate of Medicaid coverage (55.5 percent
in 1979, 57.2 percent in 1983).

Medicaid coverage levels for poor children in families with in-
comes between 0.75 and 1.00 of the poverty line were reduced by 31
percent between 1979 and 1983 (from 42.6 percent to 29.6 percent).
This sharp drop is partially attributable to the failure of AFDC
benefit levels to keep pace with inflation. This has pushed AFDC
eligibility ceilings in many States further below the national pover-
ty line. As a result, more poor families are no longer considered
poor enough to receive AFDC. Since Medicaid is linked to AFDC,
these families also lose their automatic Medicaid eligibility (though
some may be able to obtain medically needy coverage in certain
States.)

257



TABLE 6-27.-CHILDREN IN POVERTY AND MEDICAID COVERAGE, ALL CHILDREN UNDER 18

(Numbers in thousands)

Year

Poverty ratio less than 0 5 Poverty ratio between 0 5 and Poverty ratio between 0 75 and All poor children
0 74 1.00

Poor

children

Covered

by
Medicaid

Per-

cent
Poor

Covered
Per Poor

children medkaid cent children

Covered

by
hledicaid

Per-

cent

Poor

children

Covered
by

Medicaid

Per-

cent

1979 3,652 1,747 47.8 3,181 1,764 55.5 3,278 1,396 42.6 10,111 4,907 48.5
1980 4,555 2,239 49.2 3,655 1,972 54.0 3,553 1,314 37.0 11,764 5,525 47.0
1981 4,832 2,547 523 3,833 1,980 51.7 3,840 1,284 33.4 12,505 5,811 46.5
1982 5,608 2,921 52.1 4,415 2,429 55.0 3,625 1,079 29.8 13,647 6,429 47.1
1983 5,944 3,232 54.4 4,105 2,349 57.2 3,759 1,112 29.6 13,807 6,693 48.5

Note -Based on Census ("Orshansil") poverty levels Totals do not include children in institutions and may not include "Ribicoil children

Source March Current Population Survey (CPS) 1980-84 Table prepared by CRS
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Tables 6-28 and 6-29 show that Medicaid coverage levels differ
slightly between poor children under 5 years old and poor children
between 5 and 17 years old. Because DEFRA mandates coverage of
certain categories of some young children whose coverage was pre-
viously optional with the States, this difference is likely to in-
crease.

Approximately one-fifth of the children covered by Medicaid in
1983 were in families with annual incomes above the poverty line
(see Table 6-30). This represents a drop from 1979, when roughly
one-third of the children covered by Medicaid were in such fami-
lies. This is partially because States in recent years have targeted
their resources both for AFDC and Medicaid on the lowest income
groups.



TABLE 6-28.-CHILDREN IN POVERTY AND MEDICAID COVERAGE, CHILDREN UNDER 5

(Numbers in thousands)

Year

Poverty ratio less than 0.5 Poverty ratio between 0.5 and Poverty ratio between 0,75 and All poor children
0.74 100

Covered
Poor Per- Covered

children
by

Medicaid
cent Poor

children
by

Medicaid

Per- Poor

cent children

Covered

Medicaid

Per-

cent

Poor

children

Covered
Per-by

Medicaid cent

1979 1,136 582 51.2 852 492 573 910 364 40.0 2,897 1,438 49.61980 1,466 761 5L9 1,023 514 50.2 1,046 394 37.7 3,534 1,669 47.21981 1,529 862 56.4 1,132 626 55.3 1,163 433 37.2 3,823 1,921 50.21982 1,828 1,100 60.2 1,347 815 60.5 1,053 314 29.8 4,240 2,229 5231983 1,990 1,166 58.6 1,363 837 61.4 1,121 366 32.6 4,473 2,369 53.0

Note Based on Census ("Orshansky") poverty levels Totals do not include children m irAitutions and may not include "Walcott children"
Source. March Current Population Survey (CPS! 1980-198a Table prepared by CRS



TABLE 6-29.-CHILDREN IN POVERTY AND MEDICAID COVERAGE, CHILDREN BETWEEN 5 AND 17

(Numbers in thousands)

Year

Poverty ratio less than 0.5 Poverty ratio between 0 5 and Poverty ratio between 0.75 and All poor chIldren

0.74 1.00

Covered Covered
Poor Per- Covered Covered Poor Per-

children
by

cent
Poor Per- Poor Per- by

by by chilten
Medical children cent children ' Medicaid cent

Medica4 hlechcaid
cent

1979 2,517 1,166 46.3 2,329 1,272 54.6 2,368 1,032 43.6 7,214 3,470 48.1

1980 3,090 1,478 47.8 2,633 1,459 55.4 2,506 920 36.7 8,229 3,857 46.9

1981 3,303 1,685 51.0 2,702 1,355 al 2,667 851 31.8 8.628 3,891 44.8

1982 3,780 1,821 48.2 3,068 1,614 52.6 2,561 765 29.9 9,407 4,200 44.6

1983 3,954 2,066 52.3 2,742 1,512 55.1 2,638 745 28.2 9,334 4,323 46.3

Note.-Based on Census ("Orshansky") poverty levels. Totals do not include children in insttutions and may not include "Rib:coft children " oo

Source: March Current Population Survey (CPS) 1980-1984 Tab'e prepared by CBS.
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TABLE 6-30. -CHILDREN ENROLLED IN MEDICAID, BY POVERTY STATUS AND AGE,

1979-83

(Numbers In thousands'

Year
Poor clu'olren Nonpoor chlten

Number Percent Number Percent

All children under 18

Total

Number Percent

1979. 4,907 66,0 2,524 34M 7,431 100.0
1980 5,525 70.0 2,366 30.0 7,891 100.0
1981 5,811 7L2 2,345 28.8 8,156 100.0
1982 6,429 78.5 1,761 21.5 8,190 100.0
1983 6,693 81.3 1,537 18.7 8,230 100.0

Children under 5

1979 1,438 66.1 736 33.9 2,174 100.0
1980 1,669 72.1 645 279 2,314 100.0
1981 1,921 71.4 770 28.6 2,691 100.0
1982 2,229 77.6 645 22.4 2,874 100.0
1983 2,369 80.5 574 19.5 2,943 100.0

Children between 5 and 17

3,470 66.0 1,788 34.0 5,258 100.0
1980 3,857 69.1 1,723 30.9 5,580 100.0
1981 3,891 71.2 1,575 28.8 5,466 100.0
1982 4,200 79.0 1,115 21.0 5,315 100.0
1983 4,323 81.8 963 18.2 5,286 100.0

Note -Based on Census (Orshansky) poverty levels

Source March Current PepulatIon Survey (CPS), 1980-1984 Tab'a prepared by CRS

8. Subsidized Housing and Poor Children

INTRODUCTION

Federal subsidies for housing provide substantial benefits to
about one million lower income households with children, forming
a major component of Federal efforts to aid poor children. This sec-
tion of chapter 6 examines trends in the five major Federal hous-
ing aid programs affecting poor children. Low-rent public housing,
"Section 8" rent subsidies for those in existing or moderately reha-
bilitated housing, "Section 8" recent subsidies for those in new or
substantially rehabilitiated housing, "Section 236" interst reduc-
tion payments for low- income rental housing, and rent supple-
ments for those in otherwise-assisted housing. These programs are
the major ones for which data about recipients are available."

14 Because of the lack of data on pertinent recipient characterrstioi or because they are fo-
cused on uther pupulattet p'teupt, kt. K elderly,, a number of Federal housing programs wilt
not be reviewed Farmers Horn& Adm,ntstratwn ,FrriliA, programs, Section homeowner-
ship assistance, programs 1...4 the elderly and disabled such us the Seci I on 202 loans, and Sec-
tion 221(dX3r mortgages
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BENEFITS

In general, these programs help to pay the rent of eligible fami-
lies by limiting the share of countable income that a family must
spend on rent to 30 percent (the same fraction that the Food Stamp
Program expects households to spend on food). The housing pro-
grams make up for the difference between 30 percent Qf the ten-
ant's countable income and, generally speaking, the fair market
rent. In fiscal year 1983, subsidies averaged $240 monthly to fami-
lies in the Section 8 program, $217 to those in public housing, and
$103 to those in the Section 236 program, some Section 236 recipi-
ents also receive rent supplements.

ELIGIBILITY

The basic eligibility rule in most of these programs is that most
applicants' countable family income cannot exceed 50 percent of
the area median family income, adjusted by formula for family
size. (A small share of new rentals can go to families with income
between 50 and 80 percent of the area median, however. Until
recent years 80 percent of the median, the "low-income" standards
was the basic limit.) " The 50 percent of median income standard
is defined as "very low-income' in housing legislation. The supply
of housing and limited appropriations have restricted aid to finan-
cially eligible families.

TRENDS AND CHARACTERISTICS

Despite a significant slowdown since 1981, Federal housing assist-
ance for the lower income population has increased substantially
over the past decade. Furthermore, as earlier commitments are im-
plemented, outlays will continue to increase for several years, but
at a slower rate.36 Measured from 1974, the year in which the
present system was put in place, the number of assisted housing
units in major programs has more than doubled. from about 1.5
million in 1974 to over 3.2 million units in 1984." Housing assist-
ance outlays by the Department of Housing and Urban Develop-
ment (HUD) have gone from around $3.9 billion in 1974, to nearly
$10 billion in 1984, in constant 1984 dollars.38 (In addition to rental
subsidies of the five programs described in this report, these out-
lays cover public housing operating subsidies and other HUD pro-
grams.)

This large expansion in the Federal effort greatly added to the
housing aid available to lower income persons and represented a
pronounced shift in the types of aid provided. HUD estimates cov-
ering the programs in this chapter indit.dte that the proportion of
assisted units containing families with children declined about 9

" For their history and for details about operation of these programs, see Appendix A. For
msoreativedyelorments rams

19:AeenilIotlttrau:tcgServ2Trenciagtnng and Numbers
of Households in HUDAssisted Housing Fisuil Years 1974 19b4. ibyj Grace Milgram, December
28 1983.

"The HUD programs only Trends in Subsidized Housing, 1974-1981 (by) Paul Burke. Divi-
sion of Housing and Demographo. Affairs. Office of Evmorria. Affairs. Department of Housing
and Urban Development March 1984.

"See footnote number 36,
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percent, from 46 to 42 percent, from 1974 to 1981.39 However, the
Census Bureau's surveys for non-cash benefits received by the
lower income population show an uneven trend from 1980 to 1983
in the proportion of households with children among all households
living in "publicly owned or other subsidized renter-occupied hous-
ing." 4° This fraction climbed from 46.2 percent in 1980 to 49.7 per-
cent in 1982 and dropped to 46.3 percent in 1983, when 1.5 million
households out of a total of 3.2 million were families with children.
The Census Bureau surveys are comprehensive and include all
HUD assistance, programs of the Farmers Home Administration,
and non-Federal programs.

Table 6-31 shows the number of units for families with children
aided by the five major prugrams considered in this chapter rose 74
percent from 1974 to 1981. In the same period the number of units
for adult-only families rose 102 percent. Thus, the share of units
for families with children declined, as shown by Table 6-32 (sum-
mary table). Units for families with children totaled 1,178,000 in
1981,4' distributed as follows. public housing, 41 percent, Section 8
existing housing, 28 percent, Section 236, 16 percent, Section 8 riew
housing, 9 percent; and rent supplements, 6 percent.

TABLE 6 31. FEDERAL HOUSING ASSISTANCE, MAJOR PROGRAMS AIDING FAMILIES WITH

CHILDREN, 1974-81

Nous mg unds in

thousands) Percentage
chapp

1914 1981

Public housing 477 480 +2
Section 8 (existing housing) . (t ) 332 NA
Section 8 (new housing) ( ' ) 104 NA
Section 236 payments 119 188 +58
Rent supplements 80 74 7

Total units (families with children) 616 1,178 +74

No progrern

Source Trends in ,,Jhs'dIzerd !lousing 19:1 81 11)4 Pol Burke auls,on of Hous,ng ad Perriogoptoc
Atfairs, of korturiez,. Att;uts, tieprIment of Homo, and llrbn De.eloperieil1 March 1984

See hy.tnote nurnhvr 37
'" Bureau of th( n,o ("kir, ta_ of liou, hold, ,nd Per,die, Reteiving Selected Non-

Benefit, &Ilk., P-1,0 I it 1,1Til ti9mi I 18 stto,21,oroi ettNir
The Cen,,,A, Bureau ,sur.io, tor Pot ikkortiNd that a totol of 1.3:i2,Ittia h., hold, with chil-

dren lived in publicly owned houuoz or I n other -,ubodRed unit
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TABLE 6-32. TRENDS IN FEDERAL HOUSING ASSISTANCE. SUMMARY TABLE, 1974-81 1

(Units in thousands]

1974

Below 30 Below 50
percent percent
median median
income income

All
income
levels 2

1981

Below 30 Below 50
percent percent
median median
income income

All
income

levels 2

All susidized units 782 1,220 1,477 1,663 2,503 2,816
With children (percent) 37 42 46 38 40 42
Adults only (percent) 63 58 54 62 60 58

Public housing units 686 994 1,109 773 1,044 1,143
With children (percent) 36 41 43 36 40 42
Adults only (percent) 64 59 57 64 60 58

Section 8, existing 3 (4) (4) (4)) 411 584 626
With children (percent) 49 51 53
Adults only (percent) 51 49 47

Section 8, news (4) (4) (4)I 242 401 450
With children (percent) 20 22 23
Adults only (percent) 80 78 77

Section 236, payments 6 (7) 85 220 105 293 447
With children (percent) (7) 41 54 36 38 42
Adults only (percent) (7) 59 46 64 62 58

Rent supplement units 96 141 148 109 143 150
With children (percent) 49 53 54 44 48 49
Adults only (percent) 51 47 46 56 52 51

' Includes section 8 program, public housing, section 236 program. and rent supp'err,ents
2 With incomes below 80 percent of the median

Existing and moderately rehabilitated units
4 No program
S New construction and substantially rehabilitated VAS
6 Without rent supplement units
7 Estimate not available

Source Trends in Subs!dzed Housing 1974 81 ibyi Paul Burke Dmsfon of Housing and Demographic
Affairs, Office of Economic Affairs. Department of Housing and Urban De.,e:oprnent March 1984

FAMILY TYPES ASSISTED

From 1974 to 1981 significant changes occurred in the character-
istics of families with children aided by rental subsidy programs.
Relatively more single-parent families were aided. Whites became
a larger share of the assisted population. Families aided became
relatively poorer. For all assisted units, the proportiun of single-
adult households among those with children increased by about
one-seventh, from 54 percent in 1974 to 62 percent in 1981, this
continues a trend traceable back to at least the early 1950s.42 The

" Pre 19;4 characteristics from U S Congress House of Representatives Committee on
Banking and Currene.y Papers Submitted to tht SUIXViiiirlitte. on Housing Panels on Housing
Prodution. Housing Demand. and Developing a Suitable LIViilkt Environment. Part 2 92nd Con-
gress. 1st bessi.m. June 1971 pp. :192 91 Characteristics data reflect those in low-rent public
housing. the major housing effort of the two decades of the 19lks and 1960s
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racial composition of assisted households with children has
changed noticeably Black families have become a smaller propor-
tion of such families, reversing a trend that prevailed from the
early 1950s through the 1960s.4' The proportion of black single-
adult families with children among those receiving aid dropped
from 63 percent in 1974 to 51 percent in 1981, with a corresponding
decrease in families with two or more adults (from 49 to 43 per-
cent). The overwhelming majority of this shift in racial composition
was made up of an increase in the proportion of white families
with children, although there was a slight increase in the number
and proportion of families of Hispanic or other origin.

Finally, assisted families with children have become poorer since
1974, by at least two measures. the proportions of those with in-
comes below 30 percent and 50 percent, respectively, of median
family income. The share of those with income below 30 percent of
the area median (considered very, very low income) rose by almost
one-fifth, from 43 percent in 1974 to 53 percent in 1981. The pro-
portion of those with incomes below 50 percent of median ("very-
low-income" in housing legislation) grew from 75 percent to 83 per-
cent between 1974 and 1981.44 This continues a trend apparent
from the early 1950s.45

DIFFERENCES BY PROGRAM

As shown in Table 6-33, the proportion of households with chil-
dren in assisted units varies considerably by program. In other re-
spects there are differences among the programs. representation of
single-adult families and income levels of families assisted.

PUBLIC HOUSING

The proportion of public housing units occupied by families with
children is similar to the proportion in all units aided by the five
programs. It declined very slightly from 43 to 42 percent between
1974 and 1981. However, the proportion of single-adult families
with children, which was higher than average in 1974, has dropped
below aver age. In 1981, 54 percent of public housing units were oc-
cupied by single-parent families with children, compared with 56
percent in 1974. The proportion of single-parent families with chil-
dren in all five programs was 62 percent in 1981, compared with 54
percent in 1974 The substantial growth in the proportion of single-
adult families with children in Federal housing programs has
taken place primarily in programs other than public housing. Per-
haps because it is the oldest of the programs, public housing is less
reflective of population shifts.

Income levels among public housing families with children differ
from the average for all programs, in 1981, 58 percent of these fam-
ilies had incomes below 30 percent of the median, as opposed to 53
percent for all programs, 87 percent had incomes below 50 percent

43 Ibid
" The proportion of median IICODIC measure of poverty is used here due to data limitations

(information using proved) thresholds is not available wen times and because median income
measums are used for housing asststzince eligibility determinations

4" See footnote number 42
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of the median, compared to 83 percent among all assisted house-
holds. Public housing families are poorer.

SECTION 8 t EXISTING HOUSING OR MODERATE REHABILITATION)

In what has become the second largest Federal housing aid pro-
gram, "Section 8" subsidies for those in existing or moderately re-
habilitated housing, families with children occupy more than half
the units. their 1981 share was 53 percent, some one-fifth larger
than that among all assisted units. Moreover, the proportion of
single-adult families with children is much greater than among all
programs (75 percent versus 62 percent in 1981) or any other single
program. This portion of the Section 8 effort has accounted for the
bulk of the shift to single-adult families with children. As with
public housing, Section 8 (existing housing and moderate rehabili-
tation) beneficiaries with children tend to be poorer than the norm
for all programs. 61 percent with incomes below 30 percent of the
median, and 90 percent with incomes below 50 percent of the
median.

SECTION 8 (NEW CONSTRUCTION OR SUBSTANTIAL REHABILITATION)

The third largest program, Section 8 subsidies for those in newly
constructed or substantially rehabilitated housing, has the smallest
proportion of families with children, 23 percent in 1981. Its benefi-
ciaries also appear to be noticeably less poor than those with chil-
dren in other assisted units. In 1981, 46 percent had incomes below
30 percent of the median. However, this program includes a large
proportion of single-adult families among those with children that
it serves, 72 percent in 1981.

SECTION 236 PAYMENTS

Section 236 payments are made to landlords to bring down inter-
est costs in housing serving the low income population. Of those
Section 236 units that did not also receive a rent supplement (see
next program) in 1981, 42 percent were occupied by families with
children, compared with 54 percent in 1974. Thus, the proportion
has declined significantly more in this program than in others. The
share of its units occupied by single-adult households rose from 41
percent in 1974 to 55 percent in 1981, still below the five program
average. Families who receive only Section 236 subsidies tend to be
less poor than those in the other programs. In 1981, only 20 per-
cent had income below 30 percent of the median and 59 percent
had income below 50 percent of the median. This is probably be-
cause poorer Section 236 tenants would also receive a rent supple-
ment and are discussed under that program rather than here.

RENT SUPPLEMENTS

Rent supplements are paid for lower-income renter households in
addition to other subsidies for landlords tfor example, Section 236
subsidies). The proportion of families with children receiving rent
supplements has declined over the 1970s, from 54 percent in 1974
to 49 percent in 1981, but remains somewhat higher than the 42
percent rate among all program recipients. These families tend to
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be poorer than the norm. In 1981, 65 and 93 percent had income
below 30 and 50 percent of the median, respectively. Also, almost
two-thirds of them (64 percent) are single-adult families.

DIFFERENCES BY INCOME

The degree to which families with children are present in the as-
sisted housing universe varies by income class. If poverty status is
judged by a median income measure, they tend to make up less of
a proportion of assisted housing units among "poorer" households
than among higher income households, and to be less "poor" than
other assisted households.

The definition of low income used in housing programs is keyed
to median family income adjusted for family size. Using this meas-
ure, recent analysis indicates that, for assisted households with in-
comes below 30 percent of the median, families with children made
up only about 38 percent of the assisted units in 1981, but some-
what larger proportions for households with incomes above 30 per-
cent of the median (up to -12 percent among assisted households of
all income levels). It also indicates that assisted households with
children are less "poor" than adult-only households. Of assisted
households with children, 58 percent had 1981 incomes below 30
percent of the are? compared with 62 percent of adult-only
households.

However, a direrent picture of the relativf, poverty of assisted
families with children emerges when poverty status is judged by
the Census Bureau poverty thresholds." In 1981, and similarly in
1982, this measure indicated that, households with children made
up 56 percent of the total number of poor households assisted, al-
though they were only 49 percent of the total nurrC)er of all house-
holds assisted. Moreover, they tended to be poorer than assisted
households without children. Their 1982 poverty rate was 60 per-
cent, compared to 45 percent for households without children.

SHARE OF POOR FAMILIES AIDED

The five existing Federal housing aid programs considered in this
chapter provide assistance to about 1.2 million units having fami-
lies with children. About 83 percent of these units, 1 million, con-
tain families with incomes below 50 percent of the median income,
families classified by HUD as very low income. This is up substan-
tially from the 680,000 units with children assisted in 1974, 512,000
of which (75 percent) were families with incomes below 50 percent
of the median income. The total number aided rose 74 percent from
1974 to 1981, the number of very poor families aided rose by 96 per-
cent.

"Need" for housing assistance can be measured in various ways.
households with incomes below the most commonly used housing
aid income test, 50 percent of the area median income, households
with incomes below Federal poverty thresholds, and households
with incomes falling below either of these income standards who
are in physically inadequate or crowded housing, or whose housing
cost exceeds 30 to 40 percent of income. Tables 6-33 and 6-34

" From Bureau of the Cen,w3 survepi of non -cash benefit receipt
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present 1981 data on the share of "very-low-income" households
and officially "poor" households, respectively, that were aided by
housing programs in 1981. The former table uses the HUD measure
(50 percent of area median income), the latter the poverty thresh-
old.47

Although the two measures of poverty status in these tables are
different, they yield very similar results. Federal housing assist-
ance programs in 1981 served about one-sixth of total households
owners and renters) with children judged needy by either measure,
income below 50 percent of the area median or income below the
Federal poverty threshold. Moreover, they served almost one-fourth
of "needy" renter households with children, whichever yardstick is
used.

Table 6-33 shows that there were 6.5 million "very-low-income"
households with children in 1981 (using the HUD measure), of
which 4.1 million were renters. Table 6-34 shows that there were
5.4 million officially poor households with children, of which 3.4
million were renters. The five Federal programs covered in this
report aided 1 million of the very-low-income households (15.5 per-
cent of all such households, 24.4 percent of the renters). The same
programs aided 0.8 million of the officially poor households (15.6
percent of all such households, 24.5 percent of the renters). The
1981 share of officially poor households aided (15.6 percent) com-
pares with a share of 14.6 percent in 1977, when subsidies went to
600,000 poor households with children out of a total of 4.1 million
such households.

The tables indicate that 31 percent of the very low-income house-
holds with children (and 36 percent of those officially poor) were in
physically inadequate or crowded housing in 1981. Similarly, 43
percent of the very -low- income households (and 42 percent of those
officially poor) had housing costs above 30-40 percent of their
income.

TABLE 6-33.SHARE OF "VERY LOW INCOME' HOUSEHOLDS WITH CHILDREN AIDED BY

MAJOR HOUSING PROGRAMS: 1981

(Income below 50 percent of area median] I

Total Renters Owners

Households with children, below 50 percent of median
income 6,475,000 4,109,000 2,366,000

Those who also:
Live in physically inadequate or crowded housing 1,976,000 1,460,000 516,000

Have a heavy cost burden 2,767,000 1,890,000 877,000

Total 4,743,000 3,350,000 1,393,000

Assisted units, households with children having in-
comes below 50 percent of median income 1,001,000

Percentage share of the total with income below 50
percent of median income 15,5 24.4

Unpublished data prtAided by the Department of Iluusing and Urban Development
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TABLE 6-33 SHARE OF "VERY LOW INCOME" HOUSEHOLDS WITH CHILDREN AIDED BY

MAJOR HOUSING PROGRAMS: 1981Continued

[Income below 50 percent of area median)'

Total Renters Owners

Percentage share of those who live in phsycially
inadequate or crowded housing, or have a heavy
cost burden 211 29.9

' Source Unpublished data supplied by the Department of Housing and Urban Development

TABLE 6-34 SHARE OF POOR HOUSEHOLDS WITH CHILDREN AIDED BY MAJOR HOUSING

PROGRAMS: 1981

(Income below the official poverty threshold)'

Total Renters Owners

Households with children, below poverty thresholds 5,375,000
Those who also:

Live in physically inadequate or crowded housing 1,916,000

3,432,000

1,396,000

1,943,000

520,000
Have a heavy cost burden 2,261,000 1,522,000 739,000

Total.. 4,177,000 2,918,000 1,259,000
Assisted households, with children, below poverty 840,000
Percentage share of the total below poverty threshold... 15.6 24.5
Percentage share of those who live in physically

inadequate or crowded housing or have a heavy
cost burden 20.1 28.8

' Source Unpublished data supplied by the Department of Housing and Urban Development

9. Conclusion

Cash spending for poor children decreased in real terms from
1973 to 1983, both in the aggregate and per child. However, spend-
ing for major non-cash benefits, which are not treated as income by
official poverty statistics, rose sharply, increasing aid available per
poor child. (Table 6-35.)

Declines in cash outlays were 19 percent for social security and
15 percent for AFDC. The increase for Medicaid was 53 percent. In-
creases for food stamps and subsidized housing (measured from
1974 rather than 1973) were much higher, 147 percent and 400 per-
cent, respectively. During the decade the number of children in
market income poverty rose by 30 percent, after cash transfers, the
number of poor was up by 34 percent.

As was noted in Chapter II, the non-cash benefits, when treated
as income, did less to reduce poverty rates of children in 1983 than
they had in 1979. (The Census Bureau has not calculated poverty
rates that take into account non-cash benefits for years earlier
than 1979.)
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TABLE 6-35.SPENDNG FOR CHILDREN AND THEIR FAMILIES, 1973 AND 1983

(Millions of 1983 dollars)

Fiscal year
1973 (unless

noted as 1974)

Fiscal year
1983

Percent change

Social Security
AFDC

Food stamps 1

Medicaid
Subsidized housing 1

Total

$13.0
16.2

2 3.8

5.9
2 .8

39.7

$10.5
13.8

9.4
9.0
4.0

46.7

19
15

+147
+53

+400

+18

I Benefits for households with children
2 1974

The share of poor children served by AFDC and food stamps de-
clined. The number of AFDC children per 100 pre-welfare poor chil-
dren decreased from 73 to 50 during the decade. The share of poor
children who received food stamps in a survey month declined from
76 percent in 1978 to 69 percent in 1982. However, the share of
poor children covered by Medicaid was unchanged from 1979 to
1983, at about one-half, and the share of poor households with chil-
dren that received subsidized housing increased from 14.6 percent
in 1977 to 15.6 percent in 1981.

In recent years both the food stamp program and Medicaid have
concentrated more of their benefits on very poor children, those
with income below 50 percent of the poverty threshold.
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CHAPTER VII. SUMMARY

This study analyzed income data on 2.5 million persons to
answer basic questions about children in poverty. What children
are poor? How poor? To what extent are they helped by social in-
surance payments? By cash welfare? How has the condition of poor
children changed over the last quarter century?

To carry out the study, CRS used Census Bureau income data for
the years 1968 through 1983. The data file that CRS amassed pro-
vides more information about the economic status of children, in
more detail, than had been brought together before. And because
consistent definitions were applied to the data, to compensate for
changes in survey terms used over the years, the data series was
more reliable.

Using the child as the unit of analysis, the study undertook
many tasks: they included:

Determining the poverty status of children before and after
social insurance benefits, and before and after cash welfare
benefits.
Calculating the poverty income deficit of children year by year.
Exploring changes in family composition and their impact on
children's poverty.

The study used 1982-1983 Census Bureau income data to explore
in detail the earnings of fathers and mothers in married-couple
families and of mothers raising children alone, and to relate their
earnings to many factors, including age, completion of high school,
size of family, and race.

It examined the extent to which the poverty of families with chil-
dren has been affected by a general rise in the proportion of per-
sons with low earnings over the years.

The study has confirmed many previous understandings about
child poverty, yielded some new insights, and identified several
areas that need further examination.

CONFIRMATIONS

The study confirmed that child poverty is a persistent problem,
especially for blacks and Hispanics. Although the gap in incidence
of poverty has narrowed between blacks and whites over the last
quarter century, a black child still is almost three times as likely
to be poor as a white one. Whether a child is likely to be poor de-
pends not only on race, but also on the marital status of his
mother, the presence of his father, size of family, age of parent,
education of parent, among other factors.

It confirmed that recessions tend to increase poverty rates of
children in male-present families more than those of children who
live with their mother only. Hence, poverty rates of children in
intact families are more subject to fluctuations. These shifts great-

(249)
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ly influence overall child poverty rates, inasmuch as 80 percent of
children live in such families.

It confirmed that major non-cash benefits did less to alleviate
poverty in 1983 than in 1979. Thus, ignoring non-cash benefits un-
derstates the deterioration of the economic status of children in
recent years.

NEW INSIGHTS

The study brought several new insights. They include:
Never-married mothers present the most severe child poverty

problem (three out of four children of such mothers are poor), and
their ranks are growing. In 1980 almost one-fifth of births were to
unwed mothers, 48 percent of black births, and 11 percent of white
births. If the incidence of never marriet mothers had not increased
from 1969 to 1979, it is estimated that tne overall poverty rate (and
that for all persons in female-headed families with children, might
have been 5 percent lower in 1979.

More than one-sixth of the poor children in 1983 were in families
with at least one full-time, year -round job. These poor children
numbered more than 2.5 million. Their existence belies the wide-
spread view that a full-time job throughout the year is near-insur-
ance against poverty. Among children with only one full-time
working parent, the poverty rate was about 10-12 percent, depend-
ing on family type. Further, one-fourth of the children in married-
couple families would have been poor if their only income were
their fathers' earnings. When poor families do earn their way out
of poverty, secondary workers often play a crucial role, accounting
for one-third to one-half of the extra income that lifts children
across the poverty threshold.

Even if he has two working parents, a black child is at an eco-
nomic disadvantage. Such a child is more likely to be poor than a
white child with only one working parent (his father).

Market income poverty rates of children climbed 40 percent from
1973 to 1983. Instead of rising to fill the earnings gap, Government
transfer payments to children poor without such aid declined by
six percent in real terms.

A smaller share of the population of poor children is receiving
food stamps and AFDC, but the share aided by subsidized housing
has increased in recent years, and the share covered by Medicaid
has held steady.

Social security payments for children and their parents are sub-
stantially larger than Federal payments for AFDC benefits.

The capacity of economic growth to reduce the incidence of child
poverty appears to have been diminished by growing inequality in
the distribution of family income relative to poverty thresholds.

QUESTIONS REMAINING

The study identified several areas that are not fully understood.
Several of the major questions that need exploration follow.

Why has the distribution of earnings relative to poverty
thresholds become increasingly unequal for families with chil-
dren? Is a polarization occurring between high and low earners
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(within each racial and sex group)? Why has there been a gen-
eral rise in the proportion of persons with low earnings?

Does poverty among young adults, especially among high
school dropouts, result from a change in employers' wi "ingness
to hire those without credentials, oz from a change in skills re-
quired for today's jobs, or from a decline in motivation and
skills of the young people?

What is the status of the one-half million poor children not
in related families? How many are themselves heads of fami-
lies?

Why are poverty rates of children in two-parent black fami-
lies double (and those of Hispanic families more than double)
those of their white counterparts?

To what extent is the rise in black female-headed families
due to low job demand for, or changes in the labor supply of,
young black male adults?

Why do black single mothers work fewer hours than white
single mothers, and black married mothers work more hours
than white married mothers?

What is the relative importance of the various factors that
influence hours worked and wages earned by parents?

What is the impact of racial discrimination upon earnings of
families with children?

This report has sought to improve understanding of the nature,
incidence, and intensity of poverty among children and of Govern-
ment policies that affect their economic well-being.
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SUMMARY

In 1983, nearly 14 million American children, or more than one
child in five, lived in poverty as measured by the official Bureau of
the Census definition. These children constituted nearly 0 percent
of all poor people, and they and the adults with whom they lived
represented more than two-thirds of the poverty population. Al-
though these figures were recorded near the end of a deep reces-
sion and some improvement is likely because of the subsequent eco-
nomic recovery, the poverty rate among children is not apt to drop
very sharply, and large numbers of children will almost certainly
be poor for some years to come.

THE PATTERN OF POVERTY AMONG CHILDREN

Any measure of poverty is necessarily arbitrary, and the number
of people--including childrenwho are deemed to be poor depends
on what yardstick is used. Nonetheless, such measures are useful,
both as guides to how economic hardship is distributed within the
population and as means of judging progress toward alleviating it.
The official poverty measure was established two decades ago and
judged each member of a family to be poor if the family had pretax
cash income less than three times the cost of a nutritionally ade-
quate but minimum diet. The measure remains essentially the
same today, with adjustments r ade for changes in the cost of
living. In 1983the most recent y _tar for which comprehensive data
are available on family incomesthe poverty threshold for a
family of three was roughly $8,000. For other families, the thresh-
olds varied from about $5,000 for a single pet son to just over
$20,000 for families of nine or more.

By the Census measure, 22 percent of all children were poor in
1983, but the rate varied greatly according to household composi-
tion, ethnicity and race, and where the children lived.' Of all chil-
dren living in single-parent households headed by women, 55 per-
cent were poormore than four times the rate for children in
other households. In the same year, 47 percent of all black children
and 38 percent of all Hispanic children were poor compared with
15 percent of all nonminority children. Among minority children in
households headed by a single woman, about 7 out of every 10 were
poor. Geographically, poverty was most common among children
who lived either in central portions of metropolitan areas or in
nonmetropolitan areas.

' Alternatire measures of poverty 44.11 be cvnstsucted by specefyeng different porerts thresh-
old,. and by charnxiit the definition of incurs available to fainelie, The latter could he broad-
ened I, include. en leend benefits ,such as food htarnp and housing suosidiesc and to exchde
taxes that reduce the resources arailable to pay for goods and sesames Under le c..erribenateons
of such changes considered in thee paper, the overall cheldhesud pererty rate sailed from l per-
centage point:, Iew than the official rate to about fi percentage points more

(255)
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THE CURRENT FEDERAL ROLE

By its very nature, government affects the well-being of all citi-
zens and influences how many of them are poor. Monetary and
fiscal policies affect economic growth and stability and, thus,
among other things, how readily workers can find jobs and the pur
chasing power of the money they earn. The taxes collected by gov-
ernment help determine how much income is available to meet
consumption needs. Moreover, an array of laws and regulations in
fluences the operation of labor markets and other aspects of the
economy.

In addition, governments at all levels pros ide a wide range of as-
sistance intended to help people who remain in or near poverty. A
number of cash and in-kind assistance programsplus a tax credit
for some families with low earningshelp low- income families with
children meet their basic needs. Coverage is uneven, however, and
average benefits nary geographically, sometimes greatly. Food
Stampsa federally financed program that helps families afford a
minimally adequate dietis the only assistance that is available to
essentially all families in or near poverty. Aid to Families with De-
pendent Children (AFDC), which provides cash assistance, and
Medicaid, which finances health care services, are shared federal-
state responsibilities. Aid under these programs is available to
most children living in single-parent families with incomes less
than state-established income-eligibility limits, which are generally
well below the poverty thresholds. States also determine whether
assistance is provided to children living in two-parent families.
This core of assistance is supplemented by subsidized housing pro-
grams, which reduce shelter costs for some low-income families
with children, the Earned Income Tax Credit (EITC), which reduces
the tax liability, or provides cash payments, for low-income fami-
lies with children and low earnings, and school based meal pro-
grams that subsidize breakfasts and lunches for low-income chil-
dren whose schools choose to participate.

Complementing this direct assistance system are subsidies for
employment and training intended to help the parents of poor chil-
dren work their way out of poverty as well as funding for a broad
range of social services and education programs intended to allevi-
ate some of the acherse consequences of pol,erty and reduce the in-
cidence of poverty in the future. Most of this aid is available
thr. agh annually appropriated programs that serve only a small
share of those who are eligible.

OPTIONS FOR HELPING LOW-INCOME CHILDREN

Because economic
incomes,

pros ides increased employment oppor-
tunities and higher ncomes, the performance of the economy has a
major impact on the extent of poverty. While there is a clear gov-
ernment role in promoting economic growth, the scope of this
paper is limited to more direct measures for helping poor children.
The fundamental role of a strong economy must be kept in mind,
however, since high employment is a necessary condition for the
success of several of the options considered in this paper.

Options for altering current federal efforts that help to reduce
poverty among children, or its effects on them, are as varied as

27 /



257

views regarding the dynamics of poverty and the appropriate role
for government. Some alternatives would comprehensively restruc-
ture the current welfare system. These range from proposals to
have the federal government assume full responsibility for provid-
ing a minimum income floor for all families with children, to pro-
posals that would greatly scale back the current public assistance
system in order to increase incentives for low-income people to
take responsibility for improving their own well-being. Also, sever-
al proposals to substantially restructure the federal income tax
system include provisions that would reduce or eliminate the
income taxes paid by poor families.

While debate about comprehensive alternatives continues, discus-
sions in the Congress each year tend to be dominated by specific
proposals to modify existing policies. These more incremental op-
tions also vary greatly, however, reflecting different policy objec-
tives, and some would involve fairly substantial modifications to
current policies. This paper examines more than 40 such options.

In considering any options, two fundamental issues must -be ad-
dressed. First, how effective would a particular approach be? Wher-
ever possible, this paper provides evidence about the impacts of ex-
isting federal efforts and about the likely effects of specific changes
in them or new approaches.

Even if there is general agreement that a particular approach is
effective, however, a second issue arises. Large projected federal
budget deficits mean that difficult trade-offs must be made. Most
proposals to modify current policies would require additional out-
lays or would reduce revenues. Consequently, other demands on
the government and limited tax revenues conflict with the desire
to aid poor children. As the Congress works to reduce deficits,
choices among these competing factors are particularly difficult.

INCREASE RESOURCES THROUGH DIRECT ASSISTANCE

One set of options would increase resources provided by the gov-
ernmenteither by increasing benefits to families that are already
eligible for assistance, or by expanding eligibility to reduce dispari-
ties that now exist in the treatment of similar types of families.
Both approaches would improve the living standards of some low-
income families with children, but they could also reduce incen-
tives for low-income families to make their own efforts to escape
poverty.

Increase benefit levels
One option for increasing the incomes of low-income families

with children would be to require that all states set minimum
AFDC benefits at a level sufficient to assure that any assisted
family would have cash income plus food stamps equal to at least
65 percent of the federal poverty guidelines.? If such a minimum
were enacted to take effect in 1986, a family of three with no other
income would receive an AFDC benefit of $396 per month, plus
$132 in food stamps.

2 That !etc.! ,could be ,uniev.h.tt louer. foi k xarn plc . than the benefit le%ei asailable through
the Supplemtntal Sec...r,t," Imorra2 program. v.hth :....ervez. lov.-AnLome elder!". blind, and dis-
abled people
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This option would raise AFDC benefits for some or all current
recipients in 41 states. About 2.2 million families currently partici-
pating (that is, three-fifths of the total) would receive net increases
averaging about $75 per month in the combined value of their
AFDC and food stamp benefits. in addition, an estimated 190,000
additional families would join the AFDC program. Such a change
would have a net cost of about $2.7 billion in 1986about evenly
divided between the federal government and the states. Raising
benefits could increase work disincentives, however, especially for
people with low potential earnings and those in areas where wages
are generally low.

Another option would be to increase the maximum food stamp
allotment for families with children. Raising their maximum allot-
ment to 110 percent of the level provided under current law would
increase average monthly benefits for 4.2 million households from
$175 to $198, at an annual cost to the federal government of about
$1.2 billion. This increase would enable affected families to pur-
chase additional food, but some critics contend that current allot-
ments are sufficient to fulfill nutritional needs. Others argue that
recipients would be better off receiving cash, which could be used
to purchase what they felt best met their needs.

Reduce disparities in coverage
Other options would reduce disparities in coverage under current

programs by extending eligibility to families that are not currently
served in some states. One alternative would be to mandate cover-
age in the AFDC program for poor two-parent families regardless
of their employment status. Mandating coverage for all low-income,
two-parent familiesa group that is entirely excluded in about half
the states and partially excluded in the otherswould add an esti-
mated 450,000 families to the AFDC rolls at a total federal and
state cost in 1986 of about $1.5 billion. Such a change could reduce
incentives for some low income recipients to work, but it would also
eliminate one incentive that families have to break up.

Another alternative would be to require states to provide Medic-
aid coverage to all low-income children and pregnant women, re-
gardless of the type of family in which they live. Mandating Medic
aid coverage for all children and pregnant women in families with
incomes below 65 percent of the federal poverty guidelines, for ex-
ample, would serve 700,000 additional children and 100,000 addi
lional pregnant women. Although this option would reduce dispari-
ties in the access of low-income children and pregnant women to
health care without expanding eligibility for cash assistance, it
would also raise annual costs by roughly $0.7 billion, divided about
evenly between the federal government and the states.

PROMOTE ECONOMIC INDEPENDENCE

Another strategy for aiding poor children would be to help their
parents or guardians achieve economic independence. This ap-
proach could involve raising work incentives or work requirements
in current transfer programs, in,reasing employers' willingness to
hire parents of poor children, either by raising parents' skills or by
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lowering the cost of employing them, or expanding access to child
care.

Increase work incentives or work requirements in current transfer
programs

Numerous changes could be made in the rules governing public
assistance programs to encourage parents to work more. The feder-
al government could, for example, raise permissible deductions
from income under the AFDC and Food Stamp programs, this
change would lower the amount by which benefits are reduced for
people who work. Specific changes could include allowing larger de-
ductions to cover work related expenses, raising limits on deducti-
ble child care costs, or disregarding a larger fraction of earnings in
calculating benefits. A combination of these and other adjustments
in the AFDC program, for example, would increase monthly bene-
fits by an average of $69 for more than 150,000 families currently
receiving AFDC, and would give payments averaging $116 per
month to 190,000 new participants. The annual cost would be about
$0.5 billion. While this option would reward families that try to
help themselves, its effect on work effort is unclear.

Another option would be to require that all adults in families re-
ceiving AFDC benefits perform some work as a condition of receiv-
ing benefits, unless they are exempted for reasons such as disabil-
ity or the responsibility of caring for a young child. Currently,
many states have some type of workfare program for AFDC recipi-
ents, but in most states it is not universal. Mandatory workfare
would increase incentives for welfare recipients to seek jobs. It
might also provide welfare recipients with opportunities to increase
their skills and credentials so that they could become self-suffi-
cient. Many claims about the value of workfare are in dispute,
however. Reliable information on its effects should be available
shortly when evaluations of current demonstration programs are
completed.

Increase the ability of low-income parents to compete for jobs
The employment prospects of low-income parents could also be

improved by increasing their skills or by increasing the demand for
the skills they have. One option for raising skill levels would be to
increase training funds under the Job Training Partnership Act
(JTPA). For example, an additional $100 million in JTPA funds
earmarked for AFDC recipients could provide training to about
50,000 more peoplean increase of more than 40 percent in the
number of AFDC recipients who now receive JTPA training. Based
on evaluations of an earlier program, there is reason to anticipate
that JTPA training could increase the future earnings of welfare
recipients, especially for those with little previous work experience.
Opponents argue, however, that part of the gain in earnings was
because of differences in motivation between participants and non-
participants, and that funding increases are not warranted.

Another approach would be to subsidize the wages of particular
groups of workers One option would be to reauthorize the Target-
ed Jobs Tax Credit (TJTC), which provides private employers who
hire members of certain economically disadvantaged groupsin-
cluding AFDC recipients -with tax credits of up to $3,000 for the

'St



260

first year of employment and $1,500 for the second year. Extending
the credit, which is due to expire at the end of this year, and limit-
ing eligibility to AFDC recipients would encourage private employ-
ers to hire members of this group. On the other hand, employers
might receive the subsidy for hiring workers they would have hired
anyway.

Alternatively, more jobs for low-wage workers might be available
if certain regulations and laws affecting the operation of labor mar-
kets were relaxed or eliminated. For example, the Congress could
reduce the federal minimum wage, which is currently set at $3.35
per hour. While this action would probably help additional mem-
bers of poor families with children to find jobs, it would probably
decrease earnings for some people who already hold minimum
wage jobs. The net impact this option would have on poor families
with children is not known.

Increase access to child care
For some low-income parents, limited access to affordable child

care may be the greatest constraint on their looking for jobs. One
approach for increasing access is to provide incentive grants to
states or nonprofit organizations to expand low-cost child care. Al-
ternatively, child care for low-income families could be subsidized
directly, for example, through a set-aside in the Social Services
Block Grant. In addition, the dependent care tax credit could be
modified to make it more valuable to low-income families. Consid-
erable disagreement exists, however, over the adequacy of child
care supply, the degree to which a lack of child care limits labor
force participation, and the role the federal government should
play in this area.

ALLEVIATE ADVERSE EFFECTS AND HELP PREVENT FUTURE POVERTY

A final set of options focuses on ways to alleviate some of the ad-
verse effects of poverty on children, ur to help prevent poverty in
the future.

One alternative would be to increase funding for the Supplemen-
tal Food Program for Women, Infants, and Children (WIC), which
prov ides food assistance and nutritional screening to low-income
pregnant and postpartum women and their infants, as well as to
low-income children up to age 5. Evaluations of the WIC program
have found it to be effective in reducing the incidence of low birth-
weight among infantsa condition that is linked to increased prob-
ability of infant mortality and a wide variety of birth defects. Pro-
gram coverage is incomplete, however. Current appropriations are
estimated to be sufficient to serve only about one-third of all
income-eligible women, one -half of all income-eligible infants, and
one-fifth of all income-eligible children. (While data on the number
who also meet the "nutritional-risk" eligibility criterion are not
available, many people argue that a high proportion of this group
either have nutritional deficiencies or have inadequate diets that
could lead to such deficiencies.) Increasing funding for WIC by $500
million from the 1985 level of $1.5 billion -vould provide coverage
for about 1 million additional people, expanding coverage to about
40 percent of those who are eligible based on their incomes.
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Making WIC an entitlement would increase costs by up to $3.8 bil-
lion, depending on how many people participated. Opponents con-
tend, however, that those who are most in need are already served.

Additional assistance could also be provided by expanding fund-
ing for the Head Start program, which pays for a wide range of
services for low-income children and their families through a pre-
school day care program. In addition to safe and developmentally
oriented day care, the program provides children with medical and
dental services, as well as balanced meals. While the long-term
educational effects of the national Head Start program remain un-
clear, some preschool intervention programs have been found to
lessen substantially the odds of failure in school, and even to im-
prove employment experiences after high school. Opponents ques-
tion whether expanding this program is the best use of scarce fed-
eral resources, however, given the average annual cost of $2,400
per child served.

Because teenage pregnancy contributes substantially to child
poverty and long term dependence on public assistance, another ap-
proach would be to attempt to reduce the teenage pregnancy rate
and to help those teenagers who become pregnant. One option
would be to increase funding for family life education programs or
for family planning information and services. This approach could
increase teenagers' knowledge of the consequences of sexual activi-
ty, as well as their access to contraception. There is great contro-
versy, however, about whether it is appropriate for the federal gnv
ernment to fund such assistance or whether parents should be
solely responsible. Pregnant teenagers could also be given informa-
tion about adoption. In addition, comprehensive services could be
provided to those teenage mothers who choose to raise their chil-
dren themselves, by assisting them to remain in school and thereby
improving their chances of achieving economic independence.
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CHAPTER I. INTRODUCTION

In 1983, nearly 14 million children, or more than one out of
every five, lived below the official poverty line.' This was the high-
est poverty rate among children since the early 1960s. As of 1983,
children comprised almost 40 percent of the poor, and they and the
adults living with them-24 million people in allmade up more
than two-thirds of the poverty population.

This paper examines patterns of childhood poverty and presents
options intended either to reduce poverty among children or to al-
leviate its adverse effects. The remainder of this chapter discusses
how poverty is measured, recent trends and current patterns of
childhood poverty as officially measured, and the effects of using
alternative definitions of poverty. Subsequent chapters examine
issues that arise in dealing with childhood poverty, federal policies
that currently address the poverty of children and their families,
and options for altering current federal efforts.2

THE INCIDENCE OF POVERTY AMONG CHILDREN

Which children, and how many, are poor depends on how pover
ty is measured. By the official Bureau of the Census yardstick, 22
percent of all children were poor in 1983, the highest poverty rate
in two decades. Critics argue that official statistics misstate pover-
ty, however, contending that poverty thresholds are set at the
wrong levels, and that families' incomes are not measured correct-
ly. Nonetheless, across a wide range of alternative measures, pover-
ty rates for children differ by only small amounts. Under none of
the measures examined here does the magnitude of the problem
shrink markedly.

ISSUES IN MEASURING POVERTY

Measuring poverty entails establishing thresholds that specify
the amount of resources assumed to be required to achieve a mini-
mally adequate living standard, and comparing the resources avail-
able to each family with the appropriate threshold for that type of
family. This raises two measurement issues:

At what level should the thresholds be set?

'Children are defined as all indiiduals under the age of 1f4 Congressional Budget Office tab
ulations of Census Current Population Sure data intludt in ounce of thildren a shall
number of individuals under the age of IS who are not tlassified ua thildren in certain Census
tabulations Accordingly. somt published Census numbers may tidier .lightly from correspond
mg number, appearing here Moreoer. An this paper. the words -families- and "households"
generally mean families and households with children

'Considerably more detail on historital trends in poerty of thildren and 011 giAernment pro-
grams is presented 111 kt lompanion paper prepared by tht Celigrtssional 12.seardi Service and
published elsewhere An this document That paper also disk u.se, faLtors assu,,.rated with child
hood po%erty
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What resources should be counted in assessing whether a
family falls below the appropriate threshold, and how should
those resources be valued?

Any poverty threshold is necessarily arbitrary, reflecting the
views of those who establish it regarding what constitutes a mini-
mally adequate standard of living. One broad choice is whether to
set absolute standards of minimum adequacy, or to fix thresholds
relative to the economic position of the average citizen. With rela-
tive thresholds, the poverty line would float up or down with the
standard of living in the broader population, while an absolute
standard would fix the poverty line in real terms. Even absolute
standards are defined in relation to the norms of the country in-
volved, however. What is considered a minimally adequate stand-
ard of living in the United States, for example, would be viewed as
very generous in many developing countries.

Deciding what resources should be considered in judging a fami-
ly's well-beingand how those resources should be valuedin-
volves choices about whether cash income should be measured
before or after taxes are taken out, whether in-kind benefits such
as health insurance or housing subsidies should be included, and
whether assets should be taken into account. Most people contend
that all resources that are available to meet immediate consump-
tion needs, whether the resources are in cash or in kind, should be
counted in judging whether a family is poor. Much less agreement
exists, however, about what should be done with taxes, how in-kind
benefits should be valued, and whether assets that do not provide
current incomesuch as equity in homesshould be included in
measuring a family's economic status.

THE OFFICIAL MEASURE AND TRENDS IN CHILDHOOD POVERTY

The official poverty measure used in the United States was es-
tablished two decades ago. It judges a familyand each member of
the familyto be poor if the family has a cash income (counted
before taxes are subtracted) that is less than thresholds originally
set at three times the cost of a nutritionally adequate but mini-
mum diet 3 Although the specific poverty thresholdswhich vary
with family size and compositionare adjusted annually to take
account of increases in the cost of living, neither the manner for
setting thresholds nor the kinds of resources that are compared
with those thresholds has been changed since the measure was first
established.* In 1983, the official poverty threshold for a family of
four was roughly $10,000. For other families, the thresholds varied
from about $5,000 for a single person to just over $20,000 for fami-
lies of nine or more people.

During the past 25 years, the official poverty rate among chil-
dren first dropped sharply and then returned nearly to its previous
levels (see Chart 1).5 Several factors appear to be responsible for

The factor of three was based on a 1954 survey of consumer expenditures that indicated that
families of three or more spent an average of about one of their after-tax n-omen on food

These two issues setting thresholds and measuring resources are the major areas of criti-
cism of the official poverty definition Further discussion of them and alternative measures are
offered below

Much of this discussion of trends in poverty among children is drawn from Congressional
Budget Office. "Poverty Among Children" (December 3, 19X41 See this paper for a more In-
depth analysis of the trends in childhood poverty
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this pattern, including economic conditions, changes in household
composition, and changes in federal policies. Although the poverty
rate among children is likely to drop somewhat when data become
available for 1984 and 1985, there is little indication that it will fall
to the level of the late 1970s.

Between 1959 and 1969 the childhood poverty rate fell consistent-
ly, from approximately 26 percent to 14 percent. Furthermore, the
number of poor children dropped by about 6.5 million, despite a 9
percent growth in the child population. Factors that may have con-
tributed to this drop in poverty include. a generally strong econo-
my, with declining unemployment and relatively low inflation, in-
creased real that is, inflation-adjusted) government spending on
poor children, particularly in the Aid to Families with Dependent
Children (AFDC) program, and a relatively slow rate of increase in
the proportion of children living in households headed by single
womena population that is especially likely to be poor.

The decline in the childhood poverty rate stopped in 1969. Over
the course of the following decade the poverty rate among children
rose slightly, though erratically, to roughly 16 percent in 1979.
Even though the poverty rate fluctuated with economic cycles, its
overall increase in this period appears to be primarily related to
the increased proportion of children living in households headed by
single women.

Chart 1.
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Between 1979 and 1983the most recent years for which data
are availablethe child poverty rate rose sharply, from 16 percent
to 22 percent, and the number of poor children rose by 3.7 million
to 13.8 million the highest number of poor children since the mid-
1960's). This increase in poverty affected children in all household
types, of all ages, and of all racial and ethnic groups. The growth
in poverty rates appears to have been the result of the rapid infla-
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tion of 1979-1980, the severe back-to-back recessions of 1980 and
1981-1982, and the reductions in government spending on income-
maintenance programs. The relatively small shifts in household
composition that occurred during this brief period did not contrib-
ute significantly to the increase in the number of poor children."

Although it is difficult to forecast poverty rates, it appears that
the official child poverty rate is likely to decline as data covering
the current economic expansion become available. While the extent
of any further decline is unknown, several factors suggest that it is
unlikely that the poverty rate will return to its pre-recession (1979)
level. First, if the unemployment rate follows the pattern assumed
in the most recent Congressional Budget Office (CBO) economic as-
sumptions, it will remain above its 1979 level and thus impede a
drop in childhood poverty. Second, the growing proportion of chil-
dren who live in households headed by single women is continuing
to contribute to a slight upward drift in the poverty rate that is
largely independent of cyclical changes in the economy. Finally,
future federal budgetary constraints make large increases in
income-security benefits (which would reduce poverty) unlikely
over the next several years. On the other hand, if the recovery is
sufficiently strong and sustained, it could offset these factors.
Nonetheless, poverty is almost certain to continue to be common
among children and the adults who take care of them.

CHARACTERISTICS OF POOR CHILDREN

Although poverty is found among all groups of children, the pov-
erty rate varies somewhat with the age of the child, and varies
greatly with household composition, ethnicity and race, and wheth-
er the children are living in inner cities, suburbs, or rural areas.'
In 1983, one out of four preschool children was poorslightly more
than the one-fifth of all school-age children who are living in pover-
ty.

Poverty is much more common among children in households
headed by single women than among two-parent households." In
1983, 55 percent of the children living in households headed by
single women were poormore than four times the rate for chil-
dren in two-parent households. Children from households headed
by single women constitute almost 20 percent of the entire popula-
tion of children, but they make up almost half of all poor children.

Minority children are much more likely to be poor than are non-
minority children, although substantial numbers of the latter
group are also poor. In 1983, 47 percent of all black children and 38
percent of all Hispanic children were poor, compared with 15 per-

'Over the 1967 8:1 period, the portion of the poverty population {,umpribing poor children plus
adults in household:, with pow children grew from 6. percent to 70 percent. The increase in the
poverty tuft of these groups did not result in a correspondingly large increase in their share of
the poverty population because of the offseting decline in their share of the total population

'Data in this section are from Department of Commerce, Bureau of the Census, 'Characteris-
tics of the Population Below the Poverty Level 1983,- Current Population Reports, Consumer
Income Series P-GO, No. 117 (February 0851, pp. 3148 and 10-42.

In this discussion, families with two parents and families where the father is the bangle
parent are combined into the "two-parent category, because data about households headed by
single men are available foi only a handl sample Although the poverty rate of these households
18 higher than that of twoparent households, At. Is lower than that of households headed by
single women
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cent of all nonminority children.9 Minority children comprise one-
fourth of the entire child population, but they make up almost half
of all poor children. Poverty rates are highest among minority chil-
dren in households headed by single women. In 1983, about 7 out of
every 10 minority children in households headed by single women
were poor.

Finally, poverty is more common among children who live either
in central portions of metropolitan areas or in nonmetropolitan
areas. In 1983, 31 percent of all children living in central cities of
metropolitan areas and 24 percent of children living in nonmetro-
politan areas were poor, compared with 13 percent of children
living in noncentral (primarily suburban) portions of metropolitan
areas. More than three-fourths of all poor children live either in
central cities or in nonmetropolitan areas (39 percent and 37 per-
cent, respectively), the remaining poor children live in noncentral
portions of metropolitan areas.

ALTERNATIVE MEASURES OF POVERTY

An unlimited number of alternative measures could be used to
judge the incidence and distribution of poverty. Proposed alterna-
tivesall of which imply some criticism of the current poverty
measurereflect differing judgments regarding what constitutes
the minimum acceptable standard of living, and how resources
should be counted in determining whether a family can attain that
standard. The remainder of this section briefly describes criticisms
of the current poverty measure and examines the variation in the
poverty rate of children across several alternatives. As noted earli-
er, the number of poor children is large, regardless of what meas-
ure is used. (Appendix J elaborates on the discussion presented
here.)

Alternative poverty thresholds
The current poverty thresholds have been criticized on several

grounds. Some people contend that the way the thresholds have
been adjusted for inflation has overstated the actual increase in
the cost of living and, thus, has resulted in higher poverty lines
than would otherwise have been set. Others take issue with basing
the standard of minimum adequacy on a relationship between
income and food expenditures that in turn is based on a survey
that is now 30 years old. They argue that whatever the justification
may have been for such a measure when i` was first agreed to,
little ground exists for maintaining that same multiple today Still
others argue that the appropriate measure of poverty is a relative
one that would designate as poor all families with incomes less
than some fraction of the national median.

Continued use of the present thresholdwith appropriate infla-
tion adjustmentswould maintain consistency in the way in which

9Uenbus publications define as 'Spanish Orrin" all who classify themselves as such, regard
Tess of race Thus. the Census racial and ethnic categories overlap. SpanishOrigin individuals
ure tabulated both as such and as either white or black In this discussion. all persons in the
Spanish Origin category are classified as Hispanic and are not counted as either black or "non
minority The nonnunority' category is constructed by subtracting all Hispanics from the
count a whites and thus IS nearly equivalent to "nun Hispanic white: since almost all Hispan
ics are classified as white
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poverty is measured, so that data would be comparable over time.
On the other hand, if the poverty thresholds are meant to repre-
sent societal standards of need, it might be appropriate to redefine
them periodically Adopting the alternative approach of establish-
ing the poverty thresholds at some fraction of median family in-
comes would provide information on the shape of the income distri-
bution and how that distribution is changing over time.
Alternative income measures

Criticisms of how income is measured in assessing poverty focus
on the exclusion from income of non-cash benefits and the fact that
the taxes paid by low-income families are not subtracted from
income in judging whether a family has adequate resources to meet
minimum needs. While in-kind income and taxes were relatively
unimportant for low-income families when the poverty measure
was first established, this is no longer true, about two-thirds of all
means-tested benefits are now provided in kind, and roughly one-
third of poor families pay income and payroll taxes averaging 6
percent of their income. Others criticize the current measure for
failing to take account of assets that may not be producing income
now, but that could be "spent down" to meet current consumption
needs.

Changing the way income is measured might or might not call
for modifying the thresholds. For example, measuring income after
taxes would be consistent with the current methodology for setting
the thresholds (which is based on after-tax concepts), so many
argue that no change in the thresholds would be needed. In con-
trast, recalculating the thresholds to take account of in-kind
income received by the general population would be required to
maintain consistency with an income measure that included in-
kind benefits.'° Some argue, however, that only the measure of
income should be changed, because the thresholds represent a nec-
essarily arbitrary standard against which to judge families' well-
being.

Poverty under alternative measures
How many people are poor, and which people are poor, would

vary both with the threshold used and the way in which income is
measured. Lowering the current poverty thresholds would reduce
the number of people deemed to be poor, while raising the thresh-
olds would increase the count. Including non-cash benefits in
income would lower the estimate of the size of the poverty popula-
tion; subtracting taxes paid would have the opposite effect.

Under 11 alternatives to the current poverty measurealtering
both the poverty thresholds and the way in which income is meas-
uredthe proportion of all children who would have been judged
to be poor in 1982 (the latest year for which complete data are
available) world range from 19.4 percent to 27.7 percent, compared
with 21.9 percent ander the current measure (see Table 1-1)." The

Examples of such in kind income include tontributions by employers for health and life in-
surance and for private pensions

"The official thresholds and three alterriataws are used The 'reindexed threshold uses an
alternative price index based on the i.onsuroption patterns of poor families to update the owl-

Continued
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effect of changing the income measure would depend on the choice
of thresholds; with the official thresholds, for example, including
in-kind benefits and excluding personal income and payroll taxes
would cause measured poverty to declineto 20.7 percent or 19.8
percent, depending on how in-kind income is valuedwhile higher
thresholds would yield larger, rather than smaller, poverty rates
under the expanded income definition.

TABLE 1-1.POVERTY RATES OF CHILDREN UNDER ALTERNATIVE INCOME DEFINITIONS

AND ALTERNATIVE POVERTY THRESHOLDS, 1982

Poverty threshold

Income measure 2

Cash only

Cash 'us in-kind Cash plus in-kind
benefits at cash- benefits at budget-
equivalent value, shire value, mines

minus taxes taxes

Official 3 21.9 20.7 19.8
Reindexed 21.6 20.3 19.4

New Multiplier 24.9 25.6 25.2

Relative 26.4 27.7 27.3

'Remdexed" thresholds are about 1 percent below official thresholds, New Multiplier" thresholds are about
13 percent higher, and "Relative" thresholds are about 19 percent higher. See footnote 11 abtm and Appeork
1 for further discussion.

2 See footnote 11 above and Appendix 1 for discussion of altematrve income insures and ways of valuing
in-kind income.

3 This value represents the current Bureau of the Census poverty measure.

Soma. Congressional Budget Office tabulations of March 1983 Current Population Survey including Bureau of
the Census imputations of the value of the inkind income and of taxes.

Using the various thresholds considered here, alternative defini-
tions of income would also present different pictures of the distri-
bution of people around the poverty lines. For example, using the
current thresholds and either of two procedures for valuing in-kind
benefits, the proportion of all children living in families with in-
comes more than 25 percent below the poverty lines would decline
from about 16 percent to between 10 percent and 11 percent (see
Table 1-2). This result would occur because many of the lowest-
income families receive one or more in-kind benefits from the fed-
eral government, so their expanded income is noticeably higher
than their cash income. On the other hand, under the same meas-
ures the proportion of children in families with incomes between
100 percent and 125 percent of the poverty lines would rise from 6

nai Lhreshug13 fur inflation &nix 1965. The new multiplier" threshold recalculates the Income-
co-food-expenditures ratio, based on more recent data and inclading in-kind income and con-
sumption. Finally, the relative- threshold is at at 50 percent of median family income. Of the
three alternatives, the first is about I percent lower, the second 13 percent higher, and the last
19 percent higher than the official threshold in 1982

Two other income measures are used -in addition to cash only tc take account of the vei:ue
of in -hand benefits people receive and the federal income and payroll taxes they pay. The recipi
entocash equivalent value measure tries to determine how much recipients value in-kind
income, while the budget-share value is equal to the smaller of the market value of the in kind
income and the normal expenditure on the particular good by families at the poverty level. Both
alternatives subtract federal income and payroll taxes paid.

See Appendix J for further discussion of the alternative thresholds and methods for valuing
in-kind income.

BEST COPY AVAILABLE
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percent to between 9 percent and 10 percentreflecting the effect
of taxes paid by the near-poor.

TABLE 1 -2. DISTRIBUTION OF CHILDREN AROUND THE OFFICIAL POVERTY THRESHOLD BY

INCOME MEASURES, 1982

[In percent of an children]

family income as percentage of poverty
threshold

Income measure 1

Casl, income only

Cash plus in-kind Cash plus inkind
benefits at cash- benefits at budget-
equivalent value, share value, minus

minus taxes taxes

Less than 75 percent 16.1 10.9 10.1
Between 75 percent and 100 percent 5.8 9.8 9.8
Between 100 percent and 125 percent 6.0 9.3 9.8

Total (less than 125 percent) 27.9 29.9 29.6

' See footnote 11 above and Appendu I for discussion of alternative income measures and ways of valuing
inkind income.

Source Congrmional Budget Of firh.



CHAPTER II. ISSUES IN ADDRESSING POVERTY AMONG
CHILDREN

Government by its very nature affects the well-being of all citi-
zens and influences how many of them are poor. Through mone-
tary and fiscal policies and regulations, government affects the con-
dition of the economy and thus, among other things, how readily
workers can find jobs and how stable the value of the money they
earn is. Also, the taxes collected by government determine how
much income is available to people to meet consumption needs. In
addition, governments at all levels administer a wide variety of
programs intended to aid peopleboth individuals and families
with childrenwho remain in or near poverty even during periods
of economic expansion and low inflation.

This chapter briefly describes the issues that arise in deciding
what the scope should be of direct government efforts to aid low-
income families with children, and in designing specific policies. It
then examines the current federal role. The chapter concludes with
an overview of options for altering current policies. The options
themselves are discussed in Chapters III through VI.

THE OBJECTIVES OF GOVERNMENT POLICY AND ISSUES IN DESIGNING
Am

Government policies that deal specifically with childhood poverty
are intended to address several broad objectives. to ensure that
some minimum level of resources is available to meet the basic
needs of children for food, shelter, health care, and other necessi-
ties, to protect children from some of the adverse effects that pov-
erty may have, including impairments to their physical and mental
development, and to help poor families achieve economic independ-
ence. Underlying these policies are concerns to avoid creating in-
centives for families to break up, to maintain work incentives for
those who are able to work, and to provide aid as efficiently as pos-
sible. MOF., L. people would also argue that government efforts should
endeavor to treat similar people similarly, consistent with other
policy goals.

While considerable consensus exists concerning policy objectives,
there is much less agreement regarding the scope or design of spe-
cific policies. Four broad issues arise in designing antipoverty ef-
forts:

What should be the scope of government's responsibility?
Who should be helped?
What form should assistance take?
How should direct aid be delivered?

(270)
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WHAT SHOULD BE GOVERNMENT'S RESPONSIBILITY?

Society's judgment concerning the appropriate division of respon-
sibilities between the public and private sectors has shifted over
time. In the United States until this century, private charity pro-
vided a large fraction of aid for poor people; the assistance that
came from the public sector was financed almost exclusively by
states and localities. During the Depression, however, the scope of
poverty increased greatly, and the capacity of the private sector
and of subnational governments to address basic needs of the poor
diminished; as a result, the role of the federal government was ex-
panded In addition to the enactment of new programs, the federal
government's role as a regulator of economic activity was consider-
ably expanded. For example, the Fair Labor Standards Act of 1938
established a federal minimu.... wage for many jobs.

With the shift in the economy brought about by World War II,
some of the direct federal aidparticularly that which was fun-
neled through states and localities to finance public-sector employ-
mentwas phased out. Federal aid expanded again during the
1960's and 1970's, and its scope was broadened significantly. Over
the past few years, growth in most assistance programs has been
slowed and, in some cases, reversed, but the basic policies remain
largely the same.

The effect of federal tax policy on the poor has also varied over
time Prior to World War II, approximately 90 percent of the popu-
lation was below tax entry levels in the federal income tax. Even
in the late 1940s and the early 1950s, tax entry levels were much
higher, relative to median family income, than they are now. By
1964, the erosion of the value of the personal exemption led the
Congress to enact a minimum standard deduction designed to
exempt the very low-income population from the income tax. En-
actment of the EITC in 1975 to benefit families with children and
creation of the zero bracket amount in 1977 further raised tax
entry levels for families with children. In fact, 1975-1979 was the
only period during the last 25 years in which tax entry levels sig-
nificantly exceeded the poverty thresholds. Since that time, a grow-
ing proportion of poor families have paid income taxes. Moreover,
the Social Security payroll tax rate has risen from 3 percent in
1960 to just over 7 percent in 1985. In 1984, about one-third of all
poor families paid some federal tax.

Debate continues as to the appropriate role of government. Some
argue that only government can mobilize the resources necessary
to help the poor, and that more assistance is needed in light of the
recent rise in the number of poor children. Others contend that
while some direct government involvement is necessary to ensure
that people who cannot support themselves can achieve some mini-
mum level of subsistence, in practice the government has gone well
beyond what was needed and has created a welfare class that is de-
pendent on public aid. They argue that only by sharply curtailing
government's role can incentives be created for the poor to take
the initiative to move themselves out of poverty. Some also contend
that certain government efforts to raise the incomes of disadvan-
taged groupssuch as establishing minimum wage rateshave ac-

;Ix
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tually made them worse off, and that relaxing or eliminating these
laws and regulations will expand their job opportunities.

Disagreement also exists as to the level of governmentfederal,
state, or localthat should provide whatever aid is made available.
Some people argue that state and local agencies can better identify
the families who are in need of help and the form that assistance
should take. Othersciting differences in the willingness and fiscal
capacity of different states and localities to aid low-income people
contend that the responsibility for helping meet the minimum
needs of those who are least well-off should rest with the federal
government. They note that only the federal government is in a po-
sition to assure that similar families in different locations are
treated similarly.'

In the area of tax policy, there is less apparent controversy.
Though disagreement about particular means may existfor exam-
ple, raising the zero bracket amount or increasing the personal ex-
emptionit is widely held that those with incomes below the pov-
erty lines should not have to pay any income tax.

WHO SHOULD BE HELPED

One of the central issues in designing specific policies intended to
reduce childhood poverty or alleviate its effects is who should be
helped.

Defining the minimum
From one perspective, deciding who should receive cash or in-

kind assistance to help them meet basic consumption needs in-
volves defining the minimum amount of resources that the govern-
ment should assure is available to support a child. Put another
way, at what level of resources should government's responsibility
cease? Setting the minimum at a relatively high level provides aid
to a greater number of children at a higher cost. It may also
extend aid to families in which parents or guardians could support
their children without help and may create incentives for people to
depend on public aid instead of their own efforts. Setting highly re-
strictive eligibility requirementsand less generous minimum ben-
efits decreases government costs and increases incentives for
people to become self-reliant, but it also risks leaving some chil-
dren living below an acceptable standard. At the samc time, it is
much more difficult to quantify needs for many services mad, thus,
to determine the minimum amount of aid and who should receive
it.

Related to this choice is the question of whether eligibility crite-
ria and minimum benefits should differ geographically. National
standards that apply everywhere treat all recipients alike, but they
fail to take into account differences among areas, such as in the
cost of living, or in the preferences of their citizens for aiding the
poor.

Further, if assistance 1.5 locally determined and funded, differences in aid and in taxes to
finance itmight draw some pool people to areas providaos higher benefits, a.,3 'some taxpayers
to areas with love. taxes. Oniy the federal government can ensure that incentives for migration
resulting from benefit and tax differentials are avoided.
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Defining the household
Another question is whether the type of household in which chil-

dren live should affect eligibility for assistance. For example, aid
can be provided to low-income families with children regardless of
the composition of the household; or assistance can be denied to
households in which there are two parents, one of whom is phys-
ically able to work and is free of child care responsibilities. The
former approach assures that some assistance is available to all
children living below the minimum established for the particular
program, but it increases costs to the government and may reduce
incentives that parents have to seek or accept employment. In con-
trast, denying aid to intact two-parent families reduces government
costs and increases the parents work incentives. It also creates in-
centives for families to break up, however, and creates hardships
for some childreneither because of decisions made by their par-
ents or guardians not to work, because the employed adults are
unable to earn enough to raise their families to the minimum
standard, or because the adults cannot find jobs.

A related question is whether parents or guardians should be re-
quired to do some work in exchange for the aid they receive, or if
they should be required to participate in training programs to en-
hance their long term employment prospects. A work requirement
may reduce the net cost of aid, depending on the value of the work
done and the expense of administering the work requirement. Such
a requirement may also increase the chances that those employed
will become self-sufficient in the future. Job-training requirements
can have an even greater long-term impactdepending on the ef-
fectiveness of the trainingbut they add to government costs, at
least in the short run. Moreover, either approach may require the
government to provide or finance child care, since the adults have
to be away from their children for some part of the day. Also, if the
parents refuse to participate, their children lose government help.
Defining coverage

Still another question is whether aid should be available on an
entitlement basis for all individuals who qualify and seek assist-
ance, or if benefits should be provided to only some of those who
could qualify. Entitlement programs treat all eligible people alike,
but their costs are harder to control, requiring amendments to au-
thorizing statutes. Appropriated programs are easier to control on
an annual basis, but they generally result in some potential benefi-
ciaries receiving less help than others, or none at all.

Finally, there is the question of whether people not currently in
need should be helped so that they will not become needy in the
future. In essence, the choice is when to assist the poorearlier
with preventive efforts, or later with ameliorative ones. Preventive
policies may avoid deprivation for children and may reduce federal
costs in the long run, but only to the extent that those who are at
risk can be identified and effectively served.

WHAT FORM SHOULD ASSISTANCE TAKE

Another issue in designing antipoverty policies concerns the
form that assistance from the government should take.

01'
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The type of aid
On one level, this concerns whether aid should be provided in the

form of cash or in-kind transfers that meet current needs; services
to help the poor deal with some of the consequences of poverty; or
human capital development programs designed to enhance skills;
or other labor market policies that could increase self-sufficiency.2

Direct transfers help families meet immediate needs but do not
deal with the underlying causes of poverty. Such aid may also
reduce people's incentives to support themselves. A secondary issue
is whether the government should provide cash or in-kind assist-
ance. The former approach allows recipients to determine what use
they make of their additional resources and may be more efficient,
since it does not involve the government in deciding how much and
what form any good or service should take. On the other hand, pro-
viding cash grants to low-income parents and guardians on behalf
of their children carries no assurance that the aid will be used to
meet particular needs of the children.

Services such as child welfare aid and educational assistance are
special forms of in-kind assistance designed to prevent or reduce
some of the potential adverse effects of poverty on children.
Human capital development programs aimed at parents are de-
signed to attack the causes of poverty by helping families earn
more adequate incomes. Neither of these forms of aid offers help in
meeting ongoing consumption needs. They may, however, be of
great benefit to families who need more than short-term income
supplements to overcome the causes or effects of their poverty.

Meeting needs of different types of families
A related question is what forms of assistance are best suited to

particular types of poor families with children. The answer de-
pends, in part, on the circumstances facing those families. Table
2-1 classifies poor children by the duration of their spells of pover-
ty and whether adult members of their families are employed.

TABLE 2-1.DISTRIBUTION OF POOR CHILDREN BY DURATION OF POVERTY AND FAMILY

LABOR FORCE ATTACHMENT

[In percent of all children ever poor]

labor force attachment

Duration of poverty

Short term i Long term 2

Working 3 59 14

Nonwory 'a 4 14 14

i Poor for fewer than 4 years in a 5year period.
2 Poor for 4 or 5 years in a 5-year period.

Head of family (and spouse, if any) worked at least 500 hours in at least 3 out of 5 years.
*Head of family (and spouse, if any) worked fewer than 500 hours in at least 3 out of 5 years.

Source. University of Michigan, Survey Research Centel analysis of Panel Study of Income Dynamics data for
1968 through 1982.

'Human capital consista of the knowledge, skills, abilities, and experience that a person can
use in employment or any other task. It includes basic skills such as reading and writing, as
well as specialized skills applicable only to specific jobs. It also encompasses developed traits,
such as punctuality and reliability, that contribute to success in labor markets.

P.5
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Nearly 60 percent (about four in seven) of poor children live in
families that have members who normally work at jobs that keep
them above the poverty line, but who are not currently employed
for enough hours or at high enough wages to escape poverty. In
general, incomes of these familiesthe short-term, working poor
will rise above the poverty thresholds in a relatively short time
without intervention. Short-term income supplements can help
bridge their periods of poverty, while employment assistance pro-
grams and national economic policies that create job opportunities
can shorten the length of time that they are poor.

About one in seven poor children lives in a family that is in eco-
nomic transitionthe nonworking, short-term poor. These families
are likely either to be headed by single parentsespecially single
mothersrecently separated, divorced, or widowed, or to be young
families just entering their working years. In some of these fami-
lies, adult members may be able to obtain work fairly easily. In
other instances, parents may lack necessary skills or experience.
Altering labor market regulations to expand employment opportu-
nities, or increasing training and employment assistance, can help
such people find jobs more easily. Income supplements provide
them with resources to meet their short-term needs.

Another one in seven poor children is in a family where there is
a working adult, but where spells of poverty are lengthy, presum-
ably because earners lack skills or are able to find only intermit-
tent or part-time work. This group is also likely to include families
whose size contributes to their poverty. These families may also
benefit from training programs to develop labor market skills, in
combination with employment assistance to help them find better
jobs At the same time, transfer programs can increase their cur-
rent resources, while social services can help ameliorate the conse-
quences of their long-term poverty.

The remaining one in seven poor childrenand the most diffi-
cult group to deal with--lives in a family that has no attachment
to the labor market and therefore no likelihood of becoming self-
sufficient. These nonworking, long-term poor families include:
single-parent families, especially those headed by women, in which
child care responsibilities make regular employment difficult; fami-
lies whose normal earners are disabled to the extent that they
cannot work; and families whose adult members have such inad-
equate skills or labor force attachments that they cannot or will
not find and hold jobs. Because they provide essentially no support
for themselves through earnings, and because they are poor for ex-
tended periods, these families impose the greatest demands on
social welfare programs and account for a disproportionate share of
those programs' costs. Intensive employment and training pro-
grams, as well as child care services, can aid those who have the
potential and willingness to work. Workfare programs can also be
appropriate for this group and for welfare recipients who can work
but rhoose not to do so. Finally, transfers and social services help
those such as the disabled who cannot work.

2k
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HOW SHOULD DIRECT AID BE DELIVERED

A final set of questions concerns how direct assistance should be
delivered in order to have the greatest impact at the lowest cost.
Cash assistance, for example, can be provided either directly or
through the administrative apparatus of the income tax system.
Providing aid through the federal tax system may, in certain in-
stances, be administratively simpler than through a direct spend-
ing program, but it increases the complexity of the tax code and
limits aid to those who file returns. Similarly, direct spending pro-
grams financed by the Federal government can be administered by
the Federal government or by states and localities. More impor-
tant, however, is the degree of flexibility given to local administra-
tors. Greater flexibility enables them to respond to specific circum-
stances, but reduces federal control and may lead to differential
treatment of similar families.

Other administrative questions arise in particular types of pro-
grams. For example, in-kind aid can be provided as actual commod-
ities or as vouchers that can be used to buy specified goods. Serv-
ices can be provided either by government offices or by publicly
funded private agencies. Human capital development can be pro-
vided through public schools, other government-operated agencies,
or the private sector.

THE CURRENT FEDERAL ROLE

The federal government currently plays a wide and diverse role
in aiding poor families with children. Direct assistance policies pro-
vide cash, in-kind benefits, services to relieve the problems faced by
poor families with children, and employment and training aid in-
tended to help them support themselves in the long run. In addi-
tion, federal statutes and regulations affect the availability of low-
wage jobs and the minimum amounts that workers can be paid. Fi-
nally, the federal tax system in general, and certain provisions in
particular, affect the well-being of low-income families.

A number of cash and in-kind assistance programsplus a tax
credit for some families with low earningshelp low-income fami-
lies with children meet their basic needs.3 Coverage is uneven,
however, and average benefits vary geographically, sometimes
greatly. Food Stampsa federally financed program that helps
families afford a minimally adequate dietis the only assistance
that is available to essentially all families in or near poverty. Aid
to Families with Dependent Children (AFDC), which provides cash
assistance, and Medicaid, which finances health care services, are
shared federal/state responsibilities. Aid under these programs is

This section considers only programs funded in whole or part by the federal government
that are spetafically designed to aid the poor. Some serve only children or families with chil
drun, while others serve those groups as pan of a larger clientele. Other programs not consid-
ered here also reduce poverty by providing cash income to various groups. For example, Social
Security survivors benefits paid to spouses and children of deceased workers keep many fami
lea out of poverty. Because they are nut targeted primarily on poor families, however, they are
not discussed in this section.

Further, the focus of this section 13 on antipoverty programs that have the greatest impact on
families with children. Some programs, owl as Supplemental Security Income SSD, benefit a
small number of children but are primarily targeted toward other groups- in this case, the el
derly and the disabled.
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available to most children living in single-parent families with in-
comes less than state-established minimums that are generally well
below the poverty thresholds. States also determine whether assist-
ance is provided to children living in two-parent families. This core
of assistance is supplemented by subsidized housing programs,
which reduce shelter costs for some low-income families with chil-
dren; the Earned Income Tax Credit (EITC), which reduces the tax
liability, or provides cash payments, for low-income families with
children and low earnings; and school-based meal programs that
subsidize breakfasts and lunches for low-income children whose
schools choose to participate.

The federal government also provides funding for a broad range
of social services and education programs intended to alleviate
some of the adverse consequences of poverty, and for employment
and training intended to help the parents of poor children work
their way out of poverty. Most of this aid is available through an-
nually appropriated programs that serve only a small share of
those who are eligible. Finally, direct spending programs are com-
plemented by provisions of the tax system that subsidize wages for
low-income workers and that help reduce families' child care costs.

As the following review indicates, current antipoverty efforts
vary greatly in who is helped, what form assistance takes, and how
aid is financed and administered.

CASH TRANSFER PROGRAMS

Cash assistance is provided to some poor families through the
Aid to Families with Dependent Children (AFDC) program and
through a provision of the federal income tax (see Table 2-2).



TABLE 2-2.CURRENT CASH TRANSFER PROGRAMS THAT ASSIST POOR FAMILIES WITH CHILDREN

Program

Number Estimated fiscal year

Aid provided Eligible groups
inselled84 Administered

1985 butioigrioentasry) costs

(mil. by

lions)'

AFDC Cash grants Low-income singleparent and some two- 10.9 State $8.7 Federal.

parent families with children. 7.6 State.

16.4 Total.

Earned income tax credit Refundable tax credit.. Taxpaying units with children and low earn- 2 5.6 Federal 1.9 Federal 3

ings.

'Average monthly participation for AFDC; number of tax returns claiming the EITC.

2 Estimate for calendar year 1986.
3 Estimate for fiscal year 1986.

Source: Congressional Budget Office and various federal sources.
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The AFDC program is the principal federal device to assure that
some minimum amount of resources is available to help meet the
daily needs of low-income children. States administer the program,
operating within federal guidelines, and they are free to establish
their own income eligibility requirements and benefit levels. Costs
are shared between the federal and state governments. Outlays for
AFDC are expected to total $16.3 billion in fiscal year 1985, with
slightly more than half contributed by the federal government.*

AFDC eligibility criteria and benefit levels vary greatly among
states. They reflect differing judgments concerning who should be
served and the appropriate scope of aid, and result in widely differ-
ing treatment for similar families living in different places. In Jan-
uary 1985, gross income limits for a single parent with two chil-
dren ranged from $346 per month in South Carolina to $1,576 in
Vermont (the median was $779). As of the same date, the maxi-
mum benefit for a single-parent, two-child family with no income
was as low as $96 per month in Mississippi and as high as $719 in
Alaska (the median was $327).

States also differ in their treatment of children of married cou-
ples. While children of single parentsand of married couples
when one spouse is incapacitatedare eligible in all states, only
about half the states allow any children in married-couple families
to receive benefits through the unemployed parents program,
AFDC-UP. 5 These differences reflect in part differing judgments
concerning the tradeoff between maintaining work incentives and
encouraging families to remain together.5 Finally, there are differ-
ences among states in whether adult recipients are required to per-
form some work in exchange for their benefits.

Assistance is also provided to working poor families through the
Earned Income Tax Credit (EITC). The EITC may be viewed both
as a wage supplement for the working poor with children, and as
an offset for Social Security contributions. It reduces tax bills for
those who would otherwise owe taxes, it is paid in cash to families
with no tax liability who file the necessary forms. For families with
very low earnings, this may provide an incentive to work.'

IN-KIND TRANSFER PROGRAMS

In addition to providing cash, the federal government provides
aid to poor families with children through in-kind transfers for
food, medical care, and housing (see Table 2-3).

'The federal share of )enefit costs can vary from 50 percent to a maximum of 83 percent,
depending on per capita aii.umes in ea.h state. On average, the federal government pays 55 per-
cent of benefit costs.

The 24 states that .fifer AFDC UP generally pay higher benefits and have larger caseloads.
Al-yot two-thirds of all AFDC families live in those states. States may also provide general as-
sistance to poor families that are categorically ineligible for AFDC.

'There are some work incentives within AFDC-UP, since it requires at least one parent to be
registered in an employment program. If the primary earner wurka more than 99 hours per
month, however, the family is ineligible for benefits.

'For families with earnings above between $6,500 and $11,000, the EITC is a work disincen-
rive, however, since it raises their income and their marginal tax rate, both of which reduce the
value of additional work hours.
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TABLE 2-3.--CURRENT IN-KIND TRANSFER PROGRAMS THAT ASSIST POOR FAMILIES WITH CHILDREN

Program Aid provided Digit*. groups

Number of

Pen0e
served in

1984
(millions)

Administered

by

Estimated fiscal 1985
outlays (billions)

Food stamps

School lunch, breakfast

Medicaid

Housing assistance

Low-income energy assistance

Food vouchers

Free and reduced-
mice meall.

Free or low-cost
medical care.

Subsidized housing
units.

Assistance in
meeting home
energy costs.

Most low-income families and individuals 1 20.9 Federal $11.5 Federal'
0.8 State.

12.3 Total.'

Students with family income below 185% of 2 11.6 State 3.1 Federal.
proverty level.

All AFDC and most SSI recipients; all children
under age 5 in families meeting AFDC
income and resource requirements (after
phase-in); .1me medically needy.

21.5 State 22.6 Federal.

17.1 State.

39.7 Total.

Families and elderly and handicapped individ- 9.3 Local 11.0 Federal 3
uals with low incomes.

Most low-income families and individuals NA State 2.1 Federal.

I Excludes food al to Puerto R.
' Average daily participatior, .free and .Kluo4price lunch pivgiams 3r -tuber :384. A total of 3.: mdlion chddren received tree or reduced -puce breakfasts, some of morn ario

received free or reduced-price lunches.
Excludes outlays of $14 biror, tc redeem outstning Publl neustng Atrthonty notes u ed to finance cap& costs. Also excludes forgone foui property taxes.

Note: A =Not available.

Source. 0)ngrmonal Budget Office and various federal sources.
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In fiscal year 1985, an average of about 20 million peopleover
80 percent of whom are in households with childrenwill be assist-
ed each month through the Food Stamp program at a total cost of
just over $12 billion. This program, benefit costs of which are
funded entirely by the federal government, provides vouchers that
can be used to buy food products.° Nearly all people in families
with gross cash incomes below 130 percent of the poverty guide-
lines, "countable" incomes below 100 percent of the guidelines, and
countable assets below $1,500, are eligible.° This is the only univer-
sally available entitlement among government transfer programs.
School breakfast and lunch programs also provide free and re-
duced-price meals to poor children attending the over 80 percent of
schools that offer at least one of the two programs. Federal outlays
for these programs are expected to total about $3 billion in fiscal
year 1985.

Funded by both states and the federal government, Medicaid fi-
nances medical care for all AFDC recipients, almost all families re-
ceiving Supplemental Security Income, and other people whom
states may designate as "medically needy." Within federal guide-
lines, Medicaid programs are designed and run by state agencies,
with eligibility rules and benefit levels varying widely across
states. Over 20 million people currently receive Medicaid benefits,
which will cost states and the federal government more than $40
billion in fiscal year 1985.

The bulk of housing assistance is provided through rental assist-
ance programs that currently pay a share of the rent for about 4
million low-income households living either in publicly owned
projects or in privately operated dwellings. This aid is primarily
targeted to elderly or handicapped individuals and families and to
nonelderly families with children, as of 1983, about 41 percent of
rental assistance went to the latter group, which made up nearly
45 percent of the eligible population. Eligibility and benefit levels
are set by the federal government but vary across housing markets,
eflecting differences n family income and housing costs. Spending

for housing assistance is expected to total close w $11 billion in
1981 Unlike the other transfers, housing assistance is not an enti-
tlement, it currently serves just under one-third of all eligible
households with children.

El;gibility requirements differ greatly among cash and in-kind
transfer programs. Rather than serving a single well-defined group
of poor families, each program sets its own eligibility criteriatar-
geting different types of families, while trying to constrain pro-
g:.un ;usts and maintain appropriate incentives related to work

,rt and family stability. For example, state-specific income cut-
Lift for AFDC benefits vary from about one-half the federal poverty
thresholds to more than twice the poverty levels.'° By contrast,

"Ad naaatratore costa are paid essentially equally by states and the federal government. For

abuse,
,st.e-cigccieer:f ;f:as such

greater
ctohirairriiltzeirft.zing case management and combating fraud and

Cour table income is gross income less a standard deouction and deductions for work ex-
pense`, child care, excess housing .ustio, and medics' care fur the elderly. Houbeholda with an
elderly rr,ember need not satisfy the gross income test, and may have as much as $3,000 in
assets.

'" For three-person families, income limits far AFDC are based on needs standards that vary
among state.. Maximum payment levels are well below this. however, ranging from 13 percent
to 79 percent of poverty thresholds.
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food stamps are available to families whose gross income are less
than 130 percent of the poverty level. Housing assistance is provid-
ed almost exclusively to families with incomes at or below half of
the local median adjusted for family sizein 1983, the income
cutoff for a four-person family ranged from 77 percent to 176 per-
cent of the national poverty threshold."

AMELIORATIVE AND PREVENTIVE PROGRAMS

A wide range of programs offer services both to ameliorate the
current adverse effects of poverty and to prevent future poverty
among children (see Table 2-4). These programs differ from the
previously discussed antipoverty programs in a number of ways.
First, many of them address specific problems that face some fami-
lies with childrenproblems that may or may not be the result of
poverty. Therefore, poverty status alone is frequently insufficient
to guarantee eligibility, as families must also demonstrate need for
the specific services offered. Second, although federal funding is
supplied for all of these programs, in some cases it is only a small
part of the total expenditure for a particular service. In general,
social services are delivered by local agencies under state direction,
they are thus unevenly distributed both within and across states.
Finally, most of these programs are not entitlements; limited fund-
ing can restrict service levels with the result that some areas lack
services entirely.

TABLE 2-4.CURRENT PROGRAMS THAT AMELIORATE THE EFFECTS OF POVERTY ON

CHILDREN

Number of
people

Program Aid prmided Eligible groups served in
1984

(millions)

Administered
by

Estimated fiscal
1985 outlays

(billions)

Social Services Child care, Determined by NA State $2.8 Federal.

Block Grant. child state.
welfare,
adoption,
foster care,
family
planning,
information
and referral
services.

Asset limits also vary across the various programs. AFDC allows $1,000 of assets excluding
a house and c.p to $1,.i0G equity .n one car, while families are eligible for food stamps as long as
their assets are less than $1,500.5-3,000 if there is an elderly member from which the value of
a home, some of the value of cam, and the values .A specific other assets are excluded. Housing
programs, on the other hand, have no explicit asset limit. If net family assets exceed $5,000,
however, the greater of actual asset ec lungs or an imputed return from meta using the cur
rent passbook interest rateis included as income in determining eligibility.
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TABLE 2-4.CURRENT PROGRAMS THAT AMELIORATE THE EFFEC1S OF POVERTY ON

CHILDRENCo tinued

Number of

Peo
Program Aid provided Eligio le groups served in

1984
(millions)

Administered

by

Estimated fiscal
1985 outlays

(billions)

Child welfare:

Title IVB .... Foster care Families in NA State 0.2 Federal,
payments, need of NA State.
child child
welfare welfare
services. services.

Title IVE Foster care Foster families 10.1 State 0.5 Federal,
payments. of children 0.4 State.

who are
eligible for
AFDC.

Child support Location of All families 2 8.0 State 0.6 Federal.
enforce- absent with an
ment. parents, absent

and parent,
assistance with
in priority

and

establish
AFDC
given

FDC

to

collecting recipients.
child
support.

Title X of Family All individuals 3.7 Federal/ 0.1 Federal.
Public planning with local.
Health services. priority
Service Act. given to

low-income
clients.

Supplemental Nutritional Nutritionally- 13.0 State/local L5 Federal.
Food supple- at-risk
Program ments, women,
for Women, health care infants, and
Infants, screening. children
and under age
Children 5, with
[WIC]. family

incomes
below 185
percent of
poverty.3.
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TABLE 2-4.CURRENT PROGRAMS THAT AMELIORATE THE EFFECTS OF POVERTY ON

CHILDRENContinued

Program Aid provided Eligible groups

Number of

Pen Pie Administered
Estimated fiscal

served in 1985 outlays
1984 by (billions)

(millions)

Head Start Educational,
social,
nutritional,
and

medical
services.

Low-income
preschool

children.

0.4 Federal/ 1.0 Federal.
local.

Chapter I Compensatory Educationally 4 5.9 State/local.... 3.5 Federal.
Compensa-

tory
Education.

education. disadvan-
ta8ed
children.

Average monthly participation.
2 Seventy-seven percent AFDC cases, 23 percent nonAFDC families.

9 States are allowed to set income eligibility guidelines between 100 percent and 185 percent at poverty. The
majority use 185 percent of poverty as the upper eligibility limit.

4 Because of forward funding, this reflects funding provided in fiscal year 1983.

Note: NA=Not available.

Source: Congressional Budget Office and various federal sources.

The largest general social services program is the Social Services
Block Grant, which is currently funded at $2.8 billion. Under this
program, states are allowed to fund, at their discretion, a wide
range of servicesincluding child care, child welfare, foster care,
and adoption services. Other child welfare programs include Title
IV-B and IV-E of the Social Security Act, which contribute to
state funding for child welfare services. Eligibility for these serv-
ices is based primarily on need for service, although poverty status
is also considered in some cases.

The Supplemental Food Program for Women, Infants, and Chil-
dren (WIC) provides nutritional supplements to approximately 3
million low-income infants, children, and pregnant women who are
at nutritional risk, at a 1985 cost of $1.5 billion. Education pro-
grams, such as the Head Start program and Chapter IC9mpensa-
tory Educationprovide low income children with educational ex-
periences that they may not receive at home. While Head Start has
several other aims as well, these programs share the goal of foster-
ing the children's mental development in order to improve their
future ability to learn and become self-sufficient. Finally, programs
related to teenage parenthood work to prevent teenage pregnancy
and childbearing (which are related to future poverty) through
family planning and family life education. These programs also
provide services to teenage parents to help them overcome the dis-
advantages of being an adolescent parent.
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PROGRAMS TO PROMOTE EMPLOYABILITY

The federal government sponsors several programs and provides
tax credits that are intended to promote employability, either by
expanding opportunities for employment and training or by subsi-
dizing child care costs to enable parents to work or acquire addi-
tional education (see Table 2-5). The federal cost of these activities
is expected to total about $6 billion in the current fiscal year$3.5
billion in outlays for employment and training programs; $0.4 bil-
lion in forgone revenues for a tax subsidy to encourage employers
to hire disadvantaged workers; and $2.2 billion in forgone revenues
for tax subsidies for child care costs to enable parents to work or
attend school.

TABLE 2 -5.CURRENT PROGRAMS TO PROMOTE EMPLOYABILITY FOR POOR FAMILIES

WITH CHILDREN

Program Aid provided Eligible groups

Number Estimated fiscal
served in Administered year 1985
1984' by budgetary costs

(millions) (billions)

Job Training Training and Economically 2 1.2 State/local.... $1.9 Federal
Partnership related disadvan-
Act [JTPA] services. taged
Title II-A. people.

JTPA Summer Summer jobs .... Economically 2 0.8 State/local.... 0.8 Federal
Youth disadvan-
Employ- taged youth.
ment and
Training.

Job Corps Training and Economically 0.1 Federal 0.6 Federal
related disadvan-
services in taged youth.
residential
centers.

Work Job search AFDC 0.2 State/local 0.3 Federal
Incentive and other recipients.
Program assistance
[WIN]. to achieve

self-support.
Targeted Jobs Tax subsidy Economically 0.6 Federal 0.4 Federal

Tax Credit for disadvan-
[TJTC]. employers taged

hiring youth,
eligible welfare
workers. recipients,

and other
designated
groups.
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TABLE 2-5.CURRENT PROGRAMS TO PROMOTE EMPLOYABILITY FOR POOR FAMILIES

WITH CHILDRENContinued

Number Estimated fiscal

1984 by bud getary costs
Program Aid provided Eligible groups

served in Administered year 1985

(millions) (billions)

Dependent Nonrefundable Users of child 5.0 Federal 2.2 Federal

Care Tax tax subsidy care to
Credit. for child enable

care costs. parents to
work or go
to school.

' Number of people for JTPA, Jobs Corps, and WIN, number of certifications for TJTC, number of taxpayers
claiming the child care tax credit for 1982.

2 1984 program year (July 1984 to June 1985).

Source-. Congressional Budget Office and other federal sources.

The largest of the employment and training activities is the state
block grant program authorized by Title II-A of the Job Training
Partnership Act of 1982 (JTPA). Through this program, the federal
government provides funds for training and related services for dis-
advantaged youth and adults. Other programs authorized by JTPA
include a summer jobs program and the Job Corps, each of which is
exclusively targeted toward disadvantaged youth. These programs
are administered by states and localities, which select participants
and design training, within federal guidelines. The programs are
conti oiled through annual appropriations and serve only a small
proportion of all eligible people.

The Work Incentive (WIN) programanother appropriated pro-
gramis targeted exclusively toward AFDC recipients. The work-
fare components of AFDC and other transfer programs are also in-
tended to increase employment of disadvantaged people. Finally,
the Targeted Jobs Tax Credit (TJTC) subsidizes the wages of disad-
vantaged workers by reducing the tax liability of their employers,
thereby improving the workers' employability. Unlike the direct-
spending training programs, TJTC is an entitlement.

Employment by poor families with childrenand participation in
training programsis facilitated by assistance with child care.
Direct subsidies for child care costs are currently provided primari-
ly through the Social Services Block Grant, although data on
actual spending by states for this purpose are not available. The
dependent care credit in the individual income tax essentially re-
funds up to 30 percent of a family's child care costsup to a maxi-
mum of $1,440. The credit is limited, however, to the extent of the
family's tax liability, since it is not refundable. Businesses are en-
couraged to provide child care facilities for their employees
through the deductibility of the costs of such care and the exclu-
sion of the value of child care from the taxable income of employ-
ees.
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OVERVIEW OF OPTIONS FOR HELPING CHILDREN IN POVERTY

Options for altering current federal policies to help poor children
are as varied as the views regarding the appropriate role of govern-
ment and the dynamics of poverty. As noted earlier, collective judg-
ments concerning what the direct role of the federal government
should be in meeting both immediate and long-run needs of poor
children have changed appreciably over time, as reflected in the
history of federal involvement. Much disagreement remains con-
cerning the effectiveness of current efforts and the direction that
policy changes should take in the future.

THE SCOPE OF POSSIBLE CHANGES

Alternatives to current policies include some that would compre-
hensively restructure the current welfare systemeither by alter-
ing it or by doing away with large parts of itand others that
would leave the major elements of it intact, but would change
either who is helped, how much assistance is provided to those who
are eligible, or how aid is delivered. The variety of both compre-
hensive and incremental options reflects the wide range of views
concerning government's responsibility and how it should be pur-
sued.

Some proposals to substantially restructure the current system
are premised on concerns regarding its fragmented nature and its
uneven treatment of children living in different types of families or
in different places. People who share these concerns have periodi-
cally proposed making the federal government fully responsible for
providing a minimum income floor for all families with children.
Such changes could involve federalizing the AFDC program and,
perhaps, Medicaid as well. Under some alternatives, other responsi-
bilities that are now partially federalsuch as support for elemen-
tary and secondary educationwould be shifted entirely to states
and localities. Comprehensive proposals of this sort would often in-
volve increasing total federal resources devoted to aiding low-
income families with children.

Other proposals for comprehensive change start from a very dif-
ferent premisethat the current public assistance system consti-
tutes a substantial disincentive for low-income people to take re-
sponsibility for improving their own well-being. Those who hold
this view contend that the federal government could best promote
the long-term welfare of poor families by providing less direct aid,
thereby compelling them to rely more fully on their own initiative.
Some would combine this approach with removal of labor-market
regulations that, they claim, substantially restrict the availability
of low-paid jobs.

Comprehensive reform of the tax systemsuch as proposals cur-
rently being debated in the Congresscould also substantially
affect the well-being of low-income families with children. For ex-
ample, provisions that determine the tax entry level (the lowest
income level at which taxes are owed)including increasing the
zerobracket amount or the personal exemptioncould substantial-
ly change the tax liability of many such families.

While debate continues concerning these and other possible com-
prehensive changes, discussions in the Congress each year tend to

3 OS-
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be dominated by specific proposals to modify existing policies.
These incremental approaches also vary greatly, however, reflect-
ing the same disagreements regarding the causes and cures of pov-
erty. Some proposals, for example, would either expand eligibility
or increase benefits under existing programs in order to increase
resources available to low-income families to meet immediate con-
sumption needs. Others are designed to increase the opportunity
for low-income people to become self-reliant, by, for example, in-
creasing direct spending for job training, requiring that public as-
sistance recipients perform some work as a condition of their re-
ceiving aid, or altering government policies that may now limit pri-
vate-sector job opportunities.

OPTIONS EXAMINED IN THIS PAPER

The remainder of this paper describes more than 40 specific op-
tions that would alter existing federal policies affecting poor chil-
dren and their families. While most of the options examined here
would be considered incremental changes, some would involve
fairly substantial modifications. Also, wide-ranging change could be
accomplished by combining some of the individual options dis-
cussed here. Comprehensive proposals for wholesale shifts are not
considered, nor are proposals to substantially alter how the tax
system is structured or how it operates.

Two fundamental issues must be faced in deciding what the fed-
eral government should do to aid poor children. First, how effective
would a particular approach be? This question is often difficult to
answer fully. Even when the amount of aid is easily quantified, as
in the case of cash benefits for poor families, it is difficult to know
how much assistance actually reaches the children and thus what
the impact will be on their well-being. In other cases, such as the
provision of many social services, it is inherently difficult to assess
the effectiveness of alternative policies. This paper presents evi-
dence about the impacts of existing federal efforts and quantifies,
where possible, the likely impacts of program changes on benefici-
aries.

Even if there is general agreement that a particular approach is
effective, however, the large projected federal budget deficits facing
this nation generally require difficult tradeoffs. Because most pro-
posals ti modify current policies would require additional outlays
or would reduce revenues, other demands on the government and
limited tax revenues conflict with the desire to aid these children.
As the Congress struggles to reduce deficits, choices among these
competing factors are particularly difficult. Estimates of the budg-
etary effects are presented, when feasible, for the options examined
here.

Most of the options that deal with current spending programs or
tax provisions would increase federal outlays or lower revenues,
either by extending eligibility under current programs to addition-
al families, or by increasing benefit levels for those now eligible.
Other options would redistribute benefits from higher-income fami-
lies to lower-income ones without affecting total spending or reve-
nues. Still others would change program regulations or government
policies that affect the operation of labor markets, without altering
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either direct spending programs or provisions of the federal tax
code.

The specific options described below are organized by type of pro-
gram. Chapter III considers changes in cash transfer programs.
Chapter IV assesses ways to modify programs that provide in-kind
benefits. Chapter V examines options for altering services that may
prevent or ameliorate the effects of poverty. The last chapter dis-
cusses possibilities for increasing the employability of members of
low-income families with children.

31.0.t.i.



CHAPTER III. OPTIONS FOR CASH TRANSFER PROGRAMS

Means-tested cash transfers are currently provided for families
with children primarily through Aid to Families with Dependent
Children (AFDC) and, for the working poor, through the Earned
Income Tax Credit (EITC). The following options involve modifying
these existing transfers or creating a new one.

AID TO FAMILIES WITH DEPENDENT CHILDREN

AFDC is the only major federal program explicitly designed to
give cash assistance to families with children. It provides monthly
benefits averaging $321 to 3.7 million families with children. While
federal guidelines must be followed, states are free to set need and
payment levels and some eligibility requirements. As a result,
there is wide variation in the terms under which families are given
assistance and in the level of assistance they receive.

All states offer AFDC to sint parent families whose gross in-
comes are less than 185 percent of the state need standard, whose
net incomes are below state payment standards, E.m.: the value of
whose assets is less than $1,000.' Maximum benefits that can be
paid in 1985 to a family of three range from 13 percent to 79 per-
cent of official federal poverty guidelines. Twenty-four states and
the District of Columbiawhich together contain about two-thirds
of all AFDC participantsalso offer benefits through the Unem-
ployed Parents option (AFDC-UP) to poor married-couple families
whose primary earners work less than 100 hours per month; the
other 26 states do not provide intact families with AFDC cash
transfers.' Finally, receipt of AFDC benefits automatically qualifies
people for Medicaid.

All members of AFDC families who are at least 16 years old are
required to register for work and training unless exempted; the
most common exemptions are for disability, student status, or the
responsibility of caring for a child under age six. Work is further
encouraged by the exclusion of some work-related expenses and
earnings in benefit computations. For example, families can sub-
tract from their income up to $160 of child care costs per child per
month, as well as a standard deduction of $75 per month to cover
workrelated expenses. In addition, during the first 12 months of
program participation, $30 of monthly earningsand during the
first 4 months, one-third of any earnings remaining after other de-
ductionscan be ignored. Each of these exclusions increases the

' Exclusive of the value of their homes and of up to $1,500 of equity in one car. States are
allowed to set lower asset limits; seven states did so in October 1983.

'The 24 states offenng AFDC-UP in January 1985 were California, Colorado, Connecticut,
Delaware, Hawaii, Minya., Iowa, Kansas, Maine, Maryland, Massaklusetta, Michigan, Minneso-
ta, Missouri, Nebraska, New Jersey, New York, Ohio, Pennsylvania, Rhode Island, Vermont,
Washington, West Virginia, and Wisconsin.

(290)



291

gains from working by allowing AFDC families to keep a larger
share of their earnings.

Overall, the federal government pays just over half of the costs
of state AFDC programs, with the state's share based on its per
capita income.3 The federal share is legislated to be at least 50 per-
cent and can be as high as 83 percent. Currently, however, the
largest share paid by the federal government is 78 percent for Mis-
sissippi.

The AFDC program could be changed in many ways, depending
on the objectives. The wide variation in state benefit payments
could be reduced by setting national minimum benefit levels. Re-
laxing eligibility criteriaeither those based on family composition
or those limiting financial resourceswould allow additional fami-
lies with children to receive benefits. Recipients could be encour-
aged to find jobs either by strengthening work requirements in the
program or by allowing families to keep more of their earnings. Fi-
nally, by assuming a larger share of the costs, the federal govern-
ment could encourage states to raise their benefit levels.

This paper examines six policy options regarding AFDC. If the
Congress chose to modify the program, it could:

Establish national minimum AFDC benefits;
Expand AFDC eligibility for two-parent families by requiring
all states to offer the AFDC-UP program or by eliminating eli-
gibility distinctions between single- and two-parent families,

Raise asset limits;
Require all employable AFDC recipients to participate in work-

related activities;
Change the amounts of earnings that are ignored in benefit
calculations (earnings disregards); and

Raise the share of new benefit increases paid for by the federal
government (the federal "matching rate").

The first option would change program eligibility and benefit
levels in those states that provide low benefits. The options dealing
with married couples would reduce any current incentives to sepa-
rate or divorce in order to qualify for AFDC. Increasing asset limits
would make more low-income families eligible for benefits. Requir-
ing participation in work-related activities might increase recipi-
ents future employability, while raising "earnings disregards"
might encourage recipients to work. By lowering state costs, an in-
crease in the federal matching rate for benefit increases could en-
courage states to raise benefit levels by more than they otherwise
would. Almost all the options examined here would, however, add
to federal costs.*

'States may choose an alternative fur-rnula t determine the federal share, but no states cur
rently do so.

'The analysis of AFDC options in this section does not consider possible changes in hours
worked by AFDC families ur additional administrative wsts that could arise Loot increased
caseloads. Both factors might iesult in greater program costs and effects than shown, but their
impacts would differ greatly across options. In addition, costs and effects are those that would
occur after any phasein periuds, if new participants did not all enroll dunng the first year the
options were in effect, both cusbi and effects would be smaller than shown for fiscal year 1986.
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ESTABLISH NATIONAL MINIMUM AFDC BENEFITS

This option would address low state payment standards and vari-
ations across states in those standards by setting minimum benefit
levels. The total value of AFDC benefits plus food stamps provided
to a family with no other income would be set no lower than 65

percent of the poverty guideline for a family of that size. States
with benefits already above the minimum would not be affected,
while those with the lowest AFDC payment standar& would be re-
quired to raise their benefit levels. For families without earnings,
minimum AFDC payments in 1986 are projected to be $337 per
month for two people, $396 per month for three people, and $467

for four people.5
A national minimum would target increased benefits on single-

parent families in states with low benefits.6 This would reduce
interstate disparities for single parentsand for some couples
and therefore help to satisfy the objective of treating similar fami-
lies alike. It would also reduce any incentives that such differen-
tials create for poor families to move to areas with more generous
benefits.

At the same time, setting minimum benefit levels in dollar terms
vo.,uld ignore cost-of-living differences among geographic areas, al-
though benefit levels would still vary because of state supplements.
While precise data do not exist, there is evidence that rural areas
and the South have lower costs of living than do urban areas and
other regions. Further, requiring low-benefit jurisdictions to in-
crease payment levels could make welfare benefits a high percent-
age of potential earnings in low-wage areas, and thus lead to signif-
icant work disincentives. Finally, states that were forced to raise
benefits significantly coula experience budgetary problems.

An estimated 41 states would have to increase benefits above
current levels for at least one family size in order to satisfy the re-
quirements of this option in 1986. For 2.2 million families currently
participating in th..: program (about three-fifths of all AFDC fami-
lies), this would increase monthiy benefits by an average of $111.
At the same time, this rise in cash income would reduce benefits by
about $38 per month for those families in the Food Stamp Pro-

Several opt.ons examined in this chaptet are based on H.R 4920, as requested by the Com-
mittee on Ways and Means. Thu bill --H.R. 4920 introduced in the 98th Ckmgresswould re-
quire that the HHS poverty guidelines be projected ahead 1 year for use in setting these mini-
mum benefit levels. Thus, in 1986, projections of the 1987 guidelines would be used

The calculation of specific minimum benefit* is as follows. Food stamp benefits equal the
thnity-food plan TFI'i less 30 percent of countable income AFDC benefits minus a $100 stand
and deduction. For the three family sizes, these yield:

Family 4174

6s
Percent AFDC Food

of benefit benefit
TFP

2 420 337 83 154

3 528 396 132 221
4 636 467 169 280

'Benefits would gv primarily to single-parent fumates because those states that would be most
affected by the required benefit increase do out provide AFDC I..7F and therefore give no bone
fits to married couple families.
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gram.' An estimated 190,000 families would become new AFDC re-
cipients, receiving average payments of $197 per month.° About 80
percent of new and increased benefits would go to families below
the poverty level, which would cause the poverty gapas measured
by official poverty statisticsto decline by $2.7 billion.9 Roughly 0.1
million families would be moved above the poverty level, about 5
percent of the poor families affected.

Total AFDC costs would increase by $3.4 billion, $2.1 billion of
which would be borne by the federal government and the balance
by the states.' ° The federal costs would be offset by $0.9 billion in
food stamp savings and raised by $0.1 billion in Medicaid expendi-
tures for new participants. The new participants would boost state
costs by another $0.1 billion. Thus, the total cost of implementing
this option would be $2.7 billion in fiscal year 1986, with about 48
percent of the net costs falling on the federal government. Because
poverty thresholds are indexed to rise with the Consumer Price
Index (CPI) and have risen faster than AFDC benefit levels in
recent years, this increase in costs would climb in future years to a
total of $3.7 billion in fiscal year 1990.

The national minimum enefit level could be at other fractions
of the poverty threshold& fable 3-1 compares the effects of fixing
the minimum at 60 percent, 65 percent, and 70 percent. Compared
with the 65 percent option, the lower minimum would affect about
"00,000 fewer families and would lower incremental AFDC costs by
about 40 percent in 1986. About 1.6 million families currently get-
ting AFDC would receive benefit increases averaging about $89 per
month, and 0.1 million families would come into the program and
get monthly benefits averaging $195. The official poverty gap
would decrease by roughly $1.6 billion, or by 40 percent less than
under the 65 percent option. Setting the minimum at 70 percent
would raise incremental AFDC costs by half and would affect about
0.2 million more families than the original option. Current benefici-
aries would average $160 in additional monthly benefits.
about $38 per month for those families in the Food Stamp Pro-

'Food stamp benefits are reduced, on average, about 34 cents for each dollar of additional
cash income For example, a $20 rue in AFDC would cause a food stamp cut of $6.80

0 34 A $20;, all of which woad represent savings to the federal government. The net gain to
the recipient would be $13.20 $20 rise m AFDC$6.80 drop in food stamps/. This would apply
k any option in which AFDC or other cash beneath would be increased for food stamp recipi-
ents.

'New recipients would be of two types. those families that were previously eligible but chose
not to participate, and those made newly eligible by increased payment levels. It is assumed
that higher benefits would induce about 25 percent of the estimated 240,000 current:,,
nonparticipating families in affected statesor 55,000 familiesto enroll in the progri rn. Fifty
seven percent of the estimated 235,000 families that would become newly eligibletic 135,000
families are projected to enroll. Total new partktipants would thus be 190,000 families.

"The poverty gap would decline by leas if an alternative measure that included in kind bone-
fits as income were used. Food stamp benefits going to poor families would fall by about $0.9
billion, while Medicaid costs for this group would rise by about $0.2 billion. Depi,nding on the
valuation method Lsed, these effects would cause the net change in the povert. gap for poor
families with children to decrease by about $2 billion.

'" The federal :shams u greater than the current 54 percent average because federal matching
rates tend to be higher in states that now have the lowest payment standards.
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TABLE 3-1.ESTIMATED IMPACTS OF ALTERNATIVE MINIMUM BENEFIT LEVELS, FISCAL

YEAR 1986

Minimum Increase in AMC costs (billions) Affected beneficiaries
benefit (Millions)

Affected
(percent of Stathspone) Federal State Total

Current New
threshold

60 1.3 0.7 2.0 1.6 0.1 33

65 2.1 1.3 3.4 2.2 0.2 41

70 3.1 2.0 5.1 2.3 0.3 43

Source: Congressional Budget Office.

EXPAND AFDC UNEMPLOYED PARENTS PROGRAM

Married couples with children are eligible for AFDC benefits
only if their primary earners are unemployed and if their states of
residence have chosen to offer benefits under the optional Unem-
ployed Parent program (AFDC-UP)." At least one unemployed
adult must have been employed in 6 of the previous 13 quarters
and all nonexempt adults must be actively seeking work. Because
unemployment is defined as working fewer than 100 hours per
month, some families with part-time workers are eligible for bene-
fits. Currently, 24 states and the District of Columbia offer AFDC-
UP. In 1984, an average of 285,000 AFDC-UP families-7.7 percent
of all AFDC familiesreceived monthly benefits averaging $468.

Two options to expand AFDC eligibility for two-parent families
are discussed below:

Make the current AFDC-UP program mandatory for all states;
Extend AFDC eligibility to all low- income, two-parent families,

regardless of labor force status.

Make AFDC Unemployed Parents Program (AFDC-UP) mandato!),
for all states

At present, unless one spouse is incapacitated, married couples
with children are categorically ineligible for AFDC benefits in the
26 states that do not have AFDC-UP programs. In these states,
intact families qualify for assistance only through limited, state-fi-
nanced general assistance programs or through Supplemental Se-
curity Income (SSI) for families with disabled earners. This option
would require all states to offer AFDC benefits to low-income, mar-
ried-cw.tple families with children under the AFDC-UP program.
Only Lie 26 states that do not now ha .7e AFDC-UP programs
would be affected. In 1984, these states had about one-third of the
AFDC caseload.

This option would encourage families to stay intact by reducing
the current incentive for one parent to leave home so that the
family can become eligible for AFDC.'2 Families would be treated

Requirements of the AFDC-UP program are in the Social Security Act, section 407 (42
607b See footnote 2 of this chapter for a list of dates having an AFDC UP program in

January 1985.
The incentive would dill exist if the parent worked more than 100 hours per month.
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more uniformly, as eligibility for benefits would be based on need
rather than an family characteristics. This change would provide
additional assistance to some families whose unemployment insur-
ance eligibility has expired, and would thus expand countercyclical
activity during secessions. Moreover, because the AFDC-UP pro-
gram requires the unemployed person to have worked in the past
and to be actively seeking a job, this option would provide addition-
al incentives for poor families to join or remain in the labor force.
Further, since the primary earner can be employed up to 99 hours
per month without losing eligibility, extending the program would
not discourage part-time employment while workers seek full-time
jobs Finally, since AFDC families are automatically eligible for
Medicaid, health care coverage would be extended to some families
that do not now receive adequate medical care.

This option could have significant drawbacks. First, it would take
away from the states the authority to determine to whom assist-
ance should be extended. Some states may view intact families as
those most able to help themselves and thus least in need of aid.
Second, to the extent that transfer programs provide disincentives
for recipients to work, this option could reduce hours worked by el-
igible families, despite job-search requirements. Third, only fami-
lies whose principlal earners were either unemployed or working
less than 100 hours per month would be assisted; no aid would be
offered to poor families with full-time, low-wage workers. Finally,
requiring AFDC-UP for all states would impose an increased finan-
cial burden on states that do not currently offer the program, as
well as on the federal government. This requirement could also ex-
acerbate the fiscal difficulties faced by those jurisdictions with
budget problems and might lead states to reduce benefit levels.

About 100,000 additional families would become eligible for bene-
fits in 1986 if all states operated AFDC-UP programs. Of these, an
estimated 75,000 families-26 percent of the 1984 AFDC-UP case-
load and 2 percent of all AFDC familieswould become new recipi-
ents with average monthly benefits of $228. Nearly 80 percent of
the new families would be in the Southwhere only the District of
Columbia and 3 of 17 states now have AFDC-UP programsand
another 17 percent would be in the Westwhere 4 of 13 states
offer AFDC -UP.

New fiscal year 1986 costs to the federal government would be
about $0 2 billion, while the states would pay a similar amount. Be-
cause malt levels are far below poverty thresholds in states with-
out AFDC-UP programs, there would be virtually no effect on offi-
cial poverty rates, but the officially measured poverty gap would be
reduced by roughly $0.1 billion, about three-fifths of 1 percent."

Since AFDC-LIP provides benefits for families with unemployed
workers, the costs and impacts of this option would depend heavily
on macroeconomic conditions and the unemployment rate. The
foregoing estimates have assumed an unemployment rate of 7 per-
cent. With an unemployment rate of 9 percent instead, about
160,000 families would become newly eligible and nearly 100,000

"Changes in poverty gaps and rates using alternative measures would be similar. !.educed
food stamp bene'ts could roughly balar c out gains from the receipt of Medicaid benefits,
Thus. counting inkina benefits as income would have little, if any, effect.

46-869 0 - 85 - 11
346
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families would become recipients, total costs would rise by about
$0.5 billion, split fairly evenly between federa: and state govern-
ments. Conversely, if the employment rate were 6 percent, the ef-
fects would be :educed by nearly one-fourth. Under the Congres-
sional Budget Office's baseline economic projectionswhich
assume that unemployment will decline to between 6 percent and
6.5 percent by the end of the decadeestimated incremental costs
would average between $0.4 billion and $0.5 billion per year be-
tween now and 1990.

Extend AFDC eligibility to all low-income, two-parent families, re-
gardless of labor force status

A more extensive option would require all states to provide
AFDC payments to all families with children that meet income and
asset requirements, regardless of their current or past employment.
States would be allowed to limit receipt of benefits to six months
out of twelve and to set stricter work requirements than for single-
parent families. In addition, the federal government would increase
its share of program costs to 75 percent for married-couple fami-
lies."

This option would address the objective of treating similar fami-
lies alike by eliminating labor force status as a requirement for eli-
gibility. In addition, it could provide a work incentive for families
currently getting AFDC-UP, encouraging them to work as many
hours as they are able without fear of losing all benefits (particu-
larly Medicaid, for which AFDC receipt makes them eligible). Fi-
nally, it would reduce incentives for low-income working couples to
break up so that the children and one parent could qualify for
AFDC.'5

On the negative side, possible work disincentives from the
AFDC-UP limits on employment could be replaced .1 work disin-
centives arising from reductions in benefits as eat Int..reased
and from the higher transfer incomes received. Second, extending
AFDC to all poor families with childrenregardless of hours
workedwould impose a considerable financial burden on the fed-
eral government and the states in a time of fiscal stress. While the
increased share of costs falling on the federal government would
lessen the impact on state budgets, it would exacerbate federal
budget problems.

An estimated 450,000 families would become AFDC recipients if
this option were implemented. Under the assumption that states
would provide benefits for only 6 months each year, payments
wouk: average about $397 per month during the 6-month benefit
period. Because benefit levels are generally well below poverty,
there would be virtually no effect on poverty rates. The official

Therm additional requirements are included t snake this option the same as that in H.R.
4920. Note that in effect, this option would requirc all states to offer AFDC L'P programa. The
anaiyam in this section assumes that states would elect to pay benefits for exactly 6 months out
of each year and that work requiremenia would not be changed. states chose to pay benefits
fin longer periods, the effects and wets would be greater. Strictei work requirementa would
likely reduce participation, but the size of the effect would be hard to estimate. Maintaining
urrent cost divaricata between federal and atate ronding would shift ...vats Linn the federal gov

eminent to the states, relative to what is reported here.
' The incentive would still exist if one parent had income that would make the family ineligi

ble. By separating, such a family might receive greater total income.
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poverty gap for poor families with children would decrease by
about $0.8 billionroughly 3.3 percent."

Federal costs of this option in fiscal year 1986 would be $1.3
lion: about $1.1 billion for AFDC payments and $0.4 billion for
Medicaid payments, with savings of $0.3 billion in food stamps. Be-
cause the federal share of AFDC-UP benefits for two-parent fami-
lies would be raised to 75 percent, states as a group would save
about $0.1 billion in AFDC costs." Replacement of general assist-
ance with AFDC would save another $0.1 billion in state costs, but
these savings would be more than offset by $0.4 billion in addition-
al state Medicaid costs. Overall, states would spend an additional
$0.2 billion. The total increase in costsfederal and statewould
be roughly $1.5 billion."

RAISE AFDC ASSET LIMITS

In addition to income-eligibility requirements, AFDC recipients
must satisfy an amet test. Currently, an AFDC family cannot have
more than $1,000 in countable assets. Excluded from these assets
are the family's home, basic maintenance items such as clothing
and furniture, and one car with an e4uity value of up to $1,500.
The asset limit is fixed in dollar terms and therefore has become
more restrictive in real terms over time.

This option would increase asset limits to $2,230 (and to $3,500
for families with at least two members, one of whom is age 60 or
over). In addition, the value of life insurance would be excluded,
and treatment of automobiles would be liberalized." The new
limits were recommended for the Food Stamp Program by the
President's Task Force on Food Assistance, primarily in recogni-
tion of the fact that inflation had eroded the real value of the asset
limits.

Higher levels of allowed assets would mean that families would
not have to spend as much of their savings to qualify for benefits.
Having some assets to meet unexpected emergencies is important
both psychologically and practically. In addition, as the President's
Task Force on Food Assistance noted, some countable assetssuch
as recreational vehiclesare not readily marketable, increasing
asset limits would allow families to have some such assets without
losing eligibility. Finally, the Task Force noted that, because of
time lags in actually getting program benefits, "households living
off their assets may get precariously close to complete depletion of
assets before the., fall to the eligibility level and benefits begin." 20
Higher limits would allow for a greater margin of safety.

"To the extent that states permitted benefits for more than 6 months, the poverty gap would
fall further.

"Such savings would go only to states now offering AFDC-UP because other states currently
have no costs.

"Because of the large number of new participants. this option could also cause a significant
increase in administrative coats perhaps as much as 50.2 billion annually. Further, the avail-
ability of AFDC benefits would encourage some two-parent families to work, which could raise
costs by as much as 50.1 billion per year.

'2 Two tests would be used for cars The market value test would count the mlrket value of
each car, only to the extent that it exceeded $5.500. The equity test would exclude one carand
a second if it was needed for employment but would count the full equity value of all other
cars The greater of the market and equity values would then count against the overall asset

20 "Report of the President's Task Force on Food Assistance," (19841, p. 43.
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On the other hand, it has been argued that programo such as
AFDC are for those truly in need and that families with significant
assets are not in need since they could use those assets. In addition,
raising asset limits would allow some families who are without
income for only a short period to receive benefits, even though
their assets are more than adequate to tide them over until their
incomes recover.

Because data on assets are scarce, it is difficult to estimate accu-
rately the effects of this option. There would be no effect on fami-
lies currently on AFDC, but between 45,000 and 140,000 families
that are not now eligible could come onto the rolls. Besides average
AFDC payments of about $326 per month, these families would also
be eligible for Medicaid benefits. At the same time, for those new
recipients currently in the Food Stamp Program, monthly food
stamp allotments would be reduced by as much as $100 or more be-
cause of the increase in their cash income.2'

In fiscal year 1986, AFDC costs would rise by between $0.2 billion
and $0.5 billion, and Medicaid costs would increase by between $0.1
billion and $0.2 billion. These increases would be partially offset by
food stamp savings of $0.1 billion or less. The net cost in fiscal year
1986 would be between $0.2 billion and $0.7 billion, shared roughly
equally by the federal government and the states.

Assets limits could be set at other levels than those described
above. If they were made equal to those now used for food stamps
($1,500 for nonelderly families), between 10,000 and 85,000 families
would participate in AFDC. AFDC costs would increase by as much
as $0.3 billion in fiscal year 1986. Alternatively, if the asset restric-
tions were eliminated, the AFDC caseload would grow by between
200,000 and 425,000, or 5 percent to 12 percent of families currently
in the program. AFDC costs would increase by between $0.7 billion
and $1.5 billion in 1986.

REQUIRE EMPLOYABLE AFDC RECIPIENTS TO PARTICIPATE IN WORK-
RELATED ACTIVITIES

Current rules governing the receipt of AFDC require all mem-
bers of AFDC families who are at least 16 years old to register for
work and training unless exempted. The Omnibus Budget Reconcil-
iation Act of 1981 (OBRA) authorized states to strengthen these
rules by requiring certain recipients to work in exchange for their
benefits. In response to this legislation, about half of the states im-
plemented some type of employment-related program, although in
most cases the program is not statewide. Under these "workfare"
programs, recipients work for a specified number of hours each
month, the number depending on the size of their benefit.

One option would be to require all states to implement work-
related programs for AFDC recipients on a statewide basis. Propo-
nents argue that current AFDC rules in jurisdictions that have not

2 The food stamp asset limits are $1,500 r$3,000 rot households with elderly members), exclu-
Nuns include the hums, persunal items such as furniturc and clothing, and some of the equity in
autumubiles. Because these limits are above those currently used for AFDC, some families
denied AFDC because they have to high a value of assets ma be eligible for food stamps. At
the same time, betause the asset limits al this option would be greater than the food stamp
*murk, nut ail far ' ea that wuuld became AFDC would qualify for food stamp bone-
fits.
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implemented workfare allow recipients who could work to choose
not to do so, and that making participation in workfare or related
programs a condition of eligibility would limit this possibility. Pro-
ponents also claim that requiring recipients to work for their bene-
fits would raise the dignity of the recipients, as well as provide a
better example for other family members. Moreover, they contend
that workfare would provide welfare recipients with opportunities
to increase their skills and credentials so that they could become
self-sufficient.

On the other hand, opponents dispute many of these claims.
Some view workfare as unnecessary and punitive, arguing that
only a small percentage of AFDC recipients choose not to work.
Moreover, they believe that requiring recipients to work at as-
signed jobs could, in itself, be demeaning and subject to abuse. Op-
ponents also question the value of the skills and credentials that
would result from employment under these terms. They contend
that the value of the goods and services produced might be low, rel-
ative to the cost of creating the jobs and supervising the partici-
pants. Many of these issues are analogous to those raised with re-
spect to the public service employment components of the former
Comprehensive Employment and Training Act.

It is not clear whether workfare would reduce net welfare costs.
The net cost or savings would depend on the co.Dis of administering
workfare, its effects on the welfare caseload, and the value of the
goods and services produced by the participants. A key issue is
whether workfare would reduce the number of people receiving
AFDCeither in the short run because some recipients might vol-
untarily leave AFDC in preference to taking a work assignment, or
in the long run by equipping participants with skills and experi-
ence that would enable them to become self-sufficient.

Reliable information does not yet exist to answer the empirical
questions raised by proponents and opponents of workfare. Several
of the work related demonstration programs that states established
in response to the OBRA provision are currently being evaluated.
These studies should soon provide a much better basis for assessing
the feasibility and cost-effectiveness of workfare strategies than
now exists.22

LIBERALIZE THE AFDC EARNINGS DEDUCTIONS

Undr curent law, part of an AFDC family's earnings are ex-
cluded sthen payment levels are determined. Benefit calculations
deduct from income $75 for work-related expenses monthly and
child care costs up to $160 monthly per child. In addition, during
the first 12 months of payments, $30 of earnings per month are ex-
cluded, as is one-third of remaining earnings during the first 4

"Thc Manpower Demonstration Research Corporation iMDRCi is evaluating employment mi
tiatives for welfare recipients in eight states, using experimental designs in which eligible wel-
fare recipients are randomly assigned to workfare tor other) activities or to control groups. Pre-
liminary findings for a program in San Diego, CA, for example, indicate the feasibility of imple-
menting two program models One program required eligible welfare applicants to participate in
a 3 weel. job search workshop, another required applicants who completed the workshop but
were unable to find jobs to participate in a 13-week unpaid work project. See Barbara Goldman
and others, "Findings from the San Diego Job Search and Work Experience Demonstration,
MDRC (March 1985).
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months. The only deduction allowed from unearned income is $50
monthly in child support payments. Thus, a single mother earning
$500 per month and paying $200 monthly for day care for two chil-
dren would have countable income of $130 for the fi-st 4 months,
$195 for the next 8 months, and $225 thereafter (see example
below). In this example, because benefits are reduced by $1 for each
$1 of countable income, the family's AFDC payment would de-
crease by $65 after 4 months and by another $30 after 12 months.

Current Treatment of Earnings Deductions in AFDC
This example assumes a family composed of a single mother with

two children, earning $500 per month and paying $200 monthly for
day care. Maximum AFDC benefits for such a family are assumed
to be $327.

Months of employment

1 to 4 5 to 12 Over 12

Calculation of countable income:
Gross earnings $500 $500 $500

Less deductions:
Work-related expenses 75 75 75
Day care 200 200 200
VO (first 12 months) 30 30
1/3 (first 4 months) 65

Countable income 130 195 225

Calculation of AFDC benefits:
Maximum AFDC payment 327 327 327

Less countable income 130 195 225
AFDC benefits 117 132 102

While an option to allow workers to retain more of their earn-
ings could be framed many ways, the particular form considered
here would change the work expense deduction to 20 percent of
gross earnings up to a maximum deduction of $175; cap the month-
ly child care deduction at $320; and raise the amount of earned
income excluded to $50 per month and one-fourth of additional
earnings without any time limit.23 The entire value of the earned
income tax credit (EITC) and the first $50 of monthly unemploy-
ment compensation would be subtracted from income as well. Fi-
nally, the gross income limit of 185 percent of each state's need
standard would be removed.

Increasing the amount of earnings that is not counted in calcu-
lating benefits could give AFDC families a greater incentive to

This option reflects the provisions of H.R. 4920. In addition, the "$50 and one fourth" deduc
lion would apply in the eligibility determination as well as the benefit calculation. Currently,
e1 rb,uty requirements are that gross 1111WITIC be less than 185 percent of the state need stand
ard and that countable ,nunie before deduaing the $30 and one third is also less than the state
need standard. Only after eligib,lay 13 determined is the $30 and one third deduction used to
calculate benefits. It shuuid be noted* however, that the eligibility calculation is made only when
the family enters the program.
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work, since they would be allowed to retain a larger fraction of
earnings as a net income gain. To the extent that AFDC families
would work and earn more as a result, this would lead to lower
program costs as earnings would replace some benefits. Changing
the work expense deduction to a percentage of earnings would re-
flect more accurately some costs of workingnamely, payroll and
income taxes, which have become increasingly important for the
poor 24 Removing the time limit on the general earnings deductions
would eliminate the reduction in benefits that occurs after 4
months and again after 12 months that is imposed on working fam-
iliesbut not on those who do not work. Finally, dropping the
gross income eligibility requirements would recognize that some
families with high gross incomes are in need of assistance because
of higher than normal expenses or because of large family size.

The option can be criticized on a variety of grounds. First, it can
be argued that work expense deductions ought to be only for actual
expenses, not a fraction of income. Because circumstances differ
among families, a fixed percentage deduction can overstate costs
for some and understate them for others.25 Second, along similar
lines, capping the child care deduction denies exclusion of costs
that large families incur in obtaining care for many children. Such
families could be discouraged from obtaining jobs if full child care
costs were not deductible. Finally, critics argue that recent evi-
dence about the effects of reducing earnings disregards in 1981 in-
dicates that the disregards may actually be work disincentives.26 If
so, increasing the disregards may actually make working families
more dependent on welfare.

Except for the "$50 and one-fourth" earnings deduction, the pro-
visions of this option would individually have only small budgetary
effects. Table 3-2 summarizes the state and federal costs of each
part of the option and of the entire package. The total fiscal year
1986 cost would be about $0.5 billion, somewhat over half of which
would be attributable to the $50 and one-fourth deduction alone.
Increased AFDC benefit costs would be $385 million and Medicaid
costs would rise by $175 million, while reduced food stamp benefits
would save the federal government about $100 million. The latter
savings would limit the federal share of the incremental cost to 43
percent.

"Married couples with two children and earnings at the pt.werty line now pay over 10 percent
of their income in Federal income end payroll taxes. In 1978, the comparable value was 4 per-
cent. VCMP 98-15, p.1511

"The same objection could be raised against the current work expense deduction as well. The
proposed deduction is probably a more accurate reflection of costs than is current law.

"It was found that " people leaving the welfare rolls after the 119811 cuts were actually
leg4 likely to return to welfare than people who had left the rolls when all the work incentives
were still in place" Nicholaz, Lemont), The Culture of Poverty," Atlantic Monthly September
19841, p. 38.
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TABLE 3-2.COSTS OF INCREASING DEPUCTIONS FROM INCOME, FISCAL YEAR 1986

[In millions of dollars]

Change

Costs

Federal State Total

Deduct 20 percent of gross earnings up to $175 per
month

Cap a family's child care deduction at $320 per
15 20 35

month (2) (2) (2)

Deduct $50 and one-fourth of net earnings 105 130 235

Eliminate gross income limit 10 15 25

Disregard EITC 5 10 15

Disregard $50 of monthly unemployment compensa-
tion 15 15 30

Total 3 195 260 455

Costs are for AFDC, Medicaid, and food stamps.
2less than S5 million.
'Total costs are greater than the sum of the separate provisions because of interactions among them.

Source: Congressional Budget Office.

There would be losers as well as gainers among current recipi-
ents. Families with earnings below $375 per month would be ad-
versely affected by the change in the work expense deduction,
while those with higher earnings would gain. The shift in the earn-
ings deduction from $30 and one-third to $50 and one-fourth would
generate higher benefits for families with earnings (net of work ex-
pense and child care deductions) below $210 and lower benefits for
those with higher earnings.27 In addition, eliminating the time
limit on earings deductions would raise benefits for families that
have had earnings for 4 consecutive months while in the program.
The child care expense cap would reduce AFDC payments for fami-
lies w ith expenses above $320 per month. If all the deduction op-
tions were implemented, about 60,000 families would lose an aver-
age of roughly $15 per month in benefits in 1986, while over
150,000 families would have their benefits increased by $69 per
month on average.

The new provisions would also make more families eligible for
AFDC, primarily because of the $50 and one-fourth deduction. An
estimated 190,000 families would enter the program and receive
monthly benefits averaging $116. Because recipients have incomes
that are generally far below poverty thresholds, there would be
little effect on poverty rates. The poverty gap would be reduced by
about 1 percent, or roughly $0.2 billion. Table 3-3 summarizes
these effects.

21 This would be true only during the first 4 months of work, atm the one-third reduction
currently is available only during that period.
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TABLE 3-3 ESTIMATED EFFECTS OF LIBERALIZING EARNINGS DISREGARDS ON BENEFITS

OF AFDC FAMILIES, FISCAL YEAR 1986

Families affected
Average
month
benefi

change
Number

Percent of
affected
families

Gainers:

Current AFDC families 155,000 38 $69
New AFDC families 190,000 47 116
All gainers 345,000 85 95

Losers:

Current AFDC families 60,000 15 15
All affected families:

Current AFDC families 215,000 53 46
New AFDC families 190,000 47 116
All AFDC families 405,000 100 79

Source: Congressional Budget Office.

RAISE FEDERAL MATCHING RATE ON NEW BENEFIT INCREASES

Between 1970 and 1985, the real value of AFDC benefits fell as
states failed to increase payment levels in line with inflation. In 13
states, maximum benefit levels declined by at least 40 percent in
real value, and in the median state the real value decreased by 33
percent. Only three statesCalifornia, Maine, and Wisconsin
raised benefits by as much as the change in the CPI. Table 3-4
shows changes in AFDC benefit levels between 1970 and 1985.

This option would encourage states to maintain real AFDC bene-
fits by reducing the state matching rate by 30 percent for any in-
creases made after a selected date. For example, if the state match-
ing rate was 40 percent, the matching rate for benefit increases
would be 28 percent. Because of the interaction between AFDC and
food stamps, states currently bear more than their matching rate
share of the costs of providing higher AFDC benefits. A $20 AFDC
increase reduces food stamp benefits by $6, so the net gain to re-
cipients is $14; if the state matching rate is 50 percent, the state's
costs are raised by $10half of $20while the federal cost for
AFDC and food stamps combined climbs only $4. The effective state
matching rate is thus 71 percent, or 21 percentage points above the
statutory maximum of 50 percent.28

Reducing the state matching rate on benefit increases by 30 per-
cent would make the effective matching rate equal to the statutory
rate 29 Lowering their costs of raising benefit levels might make

21 Of the $14 increase in purchasing power for the recipient, 71 percent = $10, $14) comes
from the state and on!v 29 percent (=$4/$14) from the federal government.

" In the example given, the effective state matching rate on the benefit increase would be 35
percent. 30 percent less than the original matkhing rate of 50 percent i35 percent=0.7 x50 per.
cent) The federal government would then pay $13 1-65 percent of $20) for AFDC and save $6
( =30 percent of $20) on food stamps for a net cast of $7, while 'le state would pay $7 1=35
percent of $20) more for AFDC
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states more willing to do so. To the extent that this was done, poor
families with children would be better protected against inflation.

TABLE 3-4.CHANGES IN MAXIMUM AFDC BENEFITS FOR A FOUR-PERSON FAMILY, BY

STATE, 1970 TO 1985

July 1910
benefit

January 1985
benefit

Changes (percent)

Current dollars Constant dollars

Alabama $81 $147 81 33
Alaska 375 800 1i3 21
Arizona 167 282 1,9 38
Arkansas 100 191 'Ii 29
California 221 660 19;1 10

Colorado 235 420 79 34
Connecticut 330 636 93 29
Delaware 187 336 80 34
District of Columbia 238 399 68 38
Florida 134 284 112 22
Georgia 133 245 84 32
Hawaii 263 546 108 23
Idaho 242 344 42 48
Illinois 282 368 30 52
Indiana 150 316 111 22
Iowa 243 419 72 36
Kansas 244 422 73 36
Kentucky 187 246 32 51
Louisiana 109 234 115 21
Maine 168 465 177 2

Maryland 196 376 92 29
Massachusetts 314 463 47 46
Michigan 1 263 512 95 28
Minnesota 299 611 104 25
Mississippi 70 120 71 37
Missouri 130 308 137 13
Montana 228 425 86 31
Nebraska 200 420 110 22
Nevada 143 279 95 28
New Hampshire 294 429 46 46
New Jersey 347 443 28 53
New Mexico 182 313 72 37
New York 2 336 566 68 38
North Carolina 158 244 54 43
North Dakota 261 454 74 36
Ohio 200 360 80 34
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TABLE 3-4.---CHANGES IN MAXIMUM AFDC BENEFITS FOR A FOUR-PERSON FAMILY, BY

STATE, 1970 TO 1985Continued

July 1970
benefit

January 1985
benefit

Changes (percent)

Current dollars Constant dollars

Oklahoma 185 349 89 30
Oregon 225 468 108 23
Pennsylvania 313 444 42 48
Rhode Island 263 3 547 108 23
South Carolina 103 229 122 18
South Dakota 300 371 24 54
Tennessee 129 168 30 52
Texas.. 179 201 12 59
Utah 212 425 100 26
Vermont 304 622 105 24
Virgina 261 379 45 46
Washington 303 561 85 32
West Virginia 138 249 80 33
Wisconsin 217 636 193 8
Wyoming 227 310 37 50
Median State 4 221 379 81 33

Michigan data are for Detroit only.
2 New York data are for New York City only.
3 Winter rate (November through April). Summer rate was $440 in 1984.

Among 50 states and the District of Columbia.

Sources U.S House of Representatives, Committee on Ways and Meals, 'Background Material and Data on
Programs within the Jurisdiction of the Committee on Ways and Means, Committee Print 99-2 (Feb. 22,
1985), pp. 352-353, and Congressional Budget Office.

At the same time, the higher federal matching rate would pro-
vide a windfall gain to states that would have raised their benefits
anyway, the federal government would pay 30 percent of the addi-
tional costs that would otherwise have been borne by the states.
Further, this option might lead to wider variation in benefit levels
across states, since some states would still be more likely to raise
benefits than others. If the goal is to ensure that real benefit levels
are maintained or that benefits are more uniform, a more direct
approach such as mandatory minimum real benefit levels or a na-
tional minimum (see above) might be more effective and less costly.

Since the reactions of the states are unknown, the effects of this
option are impossible to predict with confidence. It is likely, howev-
er, that states would, at a minimum, continue to raise nominal
benefit levels at the same rate they have in the past; on that as-
sumption, a minimum estimate of costs can be made. Under this
scenario, there would be no effect on AFDC recipients, but part of
the state share of program costs would be shifted to the federal

vernment. A maximum estimate of costs can be made by assum-
ing that states would respond to the higher federal matching rate
by raising benefits faster than in the pastfor example, by

4e6
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amounts that would leave their costs unchanged. Under these sce-
narios, and assuming implementation in fiscal year 1986 for benefit
increases relative to December 1983 levels, federal costs would rise
by between $0.1 billion and $0 .7. billion in 1986, rising to between
$0.4 billion and $0.9 billion by 1990. States would save as much as
$0.1 billion in 1986 and $0.4 billion in 1990.

Because of the nature of this option, the effects on AFDC recipi-
ents cannot be estimated with any degree .:.,r accuracy. Some states
would likely raise benefits more than otherwise, while others
would not, and it is impossible to predict which states would follow
which course. The most that can be concluded is that some families
would benefit, although their numbers and the size of their pay-
ment increases cannot be estimated.

COMPARISON OF AND INTERACTIONS AMONG AFDC OPTIONS

While most of the options discussed above would, on average, in-
crease either the number of recipients or average benefit levels or
both, their costs and effects would vary widely. If more than one
option was implemented, interactions between them could magnify
both the costs and effects.

Table 3-5 compares the costs and effects of specific options. The
most comprehensiveand most expensiveoption would be to es-
tablish minimum benefit levels. This alternative would aid all cur-
rent recipients in low-benefit states and would enable many low-
income families not now eligible for AFDC to collect benefits. Ex-
tending eligibility to all low-income, two-parent families, regardless
of employment status, would result in the greatest increase in re-
cipients, as an estimated 450,000 families would join the program.
That option would have the highest cost per affected family, be-
cause recipients would also be newly eligible for Medicaid benefits.
Changing earnings deductions as specified here would affect about
the same number of families, but would yield smaller benefit
changes for affected families and would cause some families to lose
benefits. The changes in deductions would have mixed effects on
AFDC payments, with some provisions targeting benefits toward
recipients with low earnings and others targeting benefits toward
families with higher earnings. With the exception of completely
eliminating asset limitations, the other options would generally
affect smaller groups and have lower costs.
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TABLE 3-5.COMPARISON OF AFDC OPTIONS

Option Affected families

Number of families Average benefit change Fiscal year 1986 cost (billions)
affected (millions) (dolla:s per month)

Current New Current New Federal State Total
families families families families

Change in
the official

Povrt/
gap

e
for

families
with

children

(billions)

Minimum benefit:

60 percent of poverty Categorically eligible families in
low-benefit states.

1.6 0.1 $89 $195 NA NA NA $1.6
65 percent of poverty do 2.2 0.2 111 197 $1.3 $1.4 $2.7 2.7
70 percent of poverty do 2.3 0.3 160 208 NA NA NA 3.9

Extend benefits to two-parent
families:

AD states, current
eligibility rules.

Two-parent families with
unemployed earners in non-

0 0.1 228 0.2 0.2 0.4 0.1
AFDCUP states.

All poor families,
regardless of

employment status.

Two-parent families not
currently eligible due to
employment status or living
in non - AFDC UP states.

0 0.4 397 1 3 0.2 1.5 0.6

Liberalize asset limitations: Low-income families with
assets above current limits:

$2,250 0 (2) 326 0.1-0.3 0.1-0.4 0.2-0.7 NA
Current food stamp limits 0 (2) NA (3) (3) (4) NA
No limits 0 0.2-0.4 NA 0.4-0.8 0.3-0.7 0.7-1.5 NA
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TABLE 3-5.COMPARISON OF AFDC OPTIONSContinued

Option Affected families

Number of families
affected (millions)

Current New

families families

Average benefit change Fiscal year 1986 cost (billions) 7 Change in

(dollars per month) the official

Poverty
gap for
families

with
children
(billions)

Current
families

New
famines

Federal State Total

Require employable
recipients to
partidpate in work-
related activities.

Liberalize earnings

deductions.
Reduce state matching

rates for benefit
increase.

All recipient families with (5) (5) (5) (5) (5) (5) (5) (5)
employable members not
now working and not
otherwise exempted from
work.

Primarily families with earnings.. 6 0.2 0.2 1 69 116 0.2 0.3 0.5 0.2 `cg
co

Unknown since state behavior 8 4.7 NA 0-7 NA 0.1-0.2 (9) 0-0.2 NA

cannot be predicted.

7 Combined budgetary effects of changes in AFDC, food stamps, and Medicaid.

2 Less than 100,000.
3 Less than $200 million.
4 Less than $300 million.
s Costs and effects of this option cannot be estimated because of lack of data.
6 155,000 current recipients would gain benefits, while 60,000 would get less.
7 Average benefit increase for those current reopents whose benefits rise. Replants Atm bereiirs would fall would lose an average of $15 per month.

Less than 3.7 millio.
9 Sings of up to $100 million.
NA = not available,

Smircei Congressional Budget Office estimates
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Table 3-6 compares the costs and effects of various combinations
of AFDC options. Interactions among the options would cause costs
and effects to be larger than the sum of the individual ones. For
example, if the minimum benefit option was enacted at the same
time as the options to extend AFDC eligibility to all two-parent
families and to change deductions, the higher benefits and in-
creased deductions together would allow about 0.5 million more
families to join the program. In 1986, AFDC costs would be roughly
$1 1 billionor about 22 percentgreater than the sum of the
costs of the three options taken alone.

TABLE 3-6 ESTIMATED TOTAL COSTS AND EFFECTS OF SELECTED COMBINATIONS OF

AFDC OPTIONS

[Fiscal year 19861

Increase in AFDC costs Families affected (millions)
(billions)

Combination of options
Sum of

individual
options

Combination
of options

Sum of
individual
options

Combination

of options

Minimum benefit equal to 65 percent of
poverty and all two-parent families
eligible $4.5 $43 2.8 2.9

All of above plus increasing deductions 4.9 6.0 3.2 3.7
All of above plus liberalizing asset re-

strictions 5.3 6.4 3.3 3.8
All of above plus reducing States match-

ing needs for benefit increases 5.5 6.7 13.3 1 3.8

Because of uncertainty about the effects of the proposal to reduce states financing shares, it Is not
possible to estimate how many additional families would be made better off.

Source. Congressional Budget Office

THE EARNED INCOME TAX CREDIT

The present earned income tax credit was introduced as a tempo-
rary provision with the Revenue Adjustment Act of 1975 and was
made permanent in 1978. It is available only to low-income taxpay-
ers. The credit is intended to provide a work incentive and to offset
the burden of Social Security payroll taxes on these workers, in-
cluding the working poor v, ho have no federal individual income
tax liability. This objective is achieved by making the credit re-
fundable.3c) Perhaps the most important aspect of the current
earned income tax credit is its restriction to families with children.
This is partly to limit the cost of the credit, thus allowing a larger
credit to eligible families with children. This restriction also tar-
gets benefits to those most likely to be on welfare.

'Refundable tax credits ar pavabie regardless of other tax liabilities. Thus, taxpayers with
incomes too low to omit taxes can have the full value of refundable credits paid to them if they
file tax returns Nonrefundable cred.bs in contrast. Lan only be used to offset positive tax liabil-
ities. they serve only tc, educe the tax to cero, and the excess above the tax liabillIty is lost.
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Under current law, certain individuals or couples with children
are allowed a refundable tax credit equal to 11 percent of the first
$5,000 of their earnings, to a maximum credit of $550.3 The credit
is phased out evenly as earnings rise between $6,500 and $11,000.32
The amount of the credit is independent of the num:.er ;.)f children
in the household, once the required qualifying child is present. In
real terms, the maximum credit is considerably lower than it was
in 1979, and because of rising nominal earnings, many fewer fami-
lies now qualify for it than did 5 years ago. Table 3-7 shows the
current distribution of EITC benefits.

TABLE 3-7. ESTIMATED DISTRIBUTION OF EARNED INCOME TAX CREDITS BY POVERTY

STATUS AND NUMBER OF CHILDREN, CALENDAR YEAR 1983

Family characteristics

Number of ETC
recipients

(millions of
families)

Average amount
of EITC (per

year)

Cost of OTC
(billions)

All families 5.7 $260 $1.5
Income: 1

less than 100 percent of poverty line 3.2 270 .9
Between 100 percent and 150 percent

poverty line 1.4 260 .4

Greater than 150 percent of poverty line 1.2 250 .3

Number of children under 18:
0 2 3 250 .2

1 2.2 260 .6
2 L6 260 .4
3 .8 260 .2
4 or more .5 270 .1

Income in relation to the Bureau of the Census poverty thresholds in 1983.
2 These families contain qualifying children aged 18 and over.

Source. Congressional Budget Office simulations dog 1983 incomes and 1980 tax iavg measured in 1q83
dollars; based on the March 1984 Current Population Survey.

The EITC may have some unintended effects on the willingness
of eligible families to work. while families with very low incomes
may be induced to work more, those with somewhat higher in-
comes may choose to work less. For recipients with earnings below
$5,000, the EITC effectively raises wage rates by 11 percent. Be-
cause this increases the amount of income forgone by not working,
it may cause some recipients to work more hours. On the other
hand, recipients with incomes above $6,500 may choose to work

' To receive the credit, a married couple must file a joint return and qualify for a dependency
exemption fur a natural, adopted, or stepchild Heads of household also qualify if their house-
hold includes a 4.1111d or descendant of a child, the chid or descendant II1U51, be either unmarried
or a dependent by the dependency exemption definition. There is no limitation on the age of the
child.

'The precise credit also depends on adjusted gross income iAGII If AGI is Iws than 36,500,
the credit is 11 percent of earnings if earnings are less than $5.000, .S.7.54:1 if earnings are between
5 "),000 and $6.;00, and $550 less 12% percent of earnings if earnings are between .$6,500 and
$11,0441 If AGI is greater than $6,..7.00 and less than $11.000, the credit is either that described in
the preceding sentence, or determined by similar calculations replacing earnings with AGI,
whichever is less. Finally, if AGI exceeds $11.000, no credit is available.
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less, because additional earnings cause their EITC payments to fall.
An eligible family with earnings of $8,000, for example, has its
EITC payment reduced to $1.10 when its earnings rise by $9. Be-
cause it will net only $7.90 out of the $9, the family may elect not
to work the extra hours. Moreover, other taxes magnify this work
disincentive.33

Use of the ETIC to aid working families with children promotes
three goals. First, it helps poor children by providing greater re-
sources to their families. Second, because married couples can qual-
ify for the credit, there is no incentive for families to split up in
order to be categorically eligible for the credit.34 Finally, poor fam-
ilies with earnings below $5,000 may have an increased incentive to
work, since the EITC raises their earnings by as much as 11 per-
cent." Because aid is given only to low-income families who work,
the benefits are targeted on families trying to help themselves.

The EITC can be criticized on various grounds, however. First, as
noted above, the credit may be a significant work disincentive for
families with earnings above $6,500. Second, because it rises with
earnings up to the current maximum of $550, the credit provides
less assistance to the poorest families than to families with earn-
ings near $5,000. Third, the credit is no greater for large families
than for small ones, the presence of one child qualifies a family for
the credit, and additional Children do not affect its value. Fourth,
the credit is given only to those who file tax returns." Families
whose incomes are too low to generate tax liability do not have to
file returns, and therefore could well not benefit from the credit.
Finally, unless families arrange with employers to reduce income
tax withholding or, for those for whom little or nothing is withheld,
employers are willing to "pay" the EITC throughout the year by
increasing paychecks," the credit comes as a single payment when
annual tax returns are filed. For families that need resources to
cover week -to -week expenses, such lump sum payments may be less
helpful.

The EITC could be modified in four ways. First, it could be fixed
in real value by indexing the turning pointsthe income levels at
which the credit becomes constant, starts to decline, and disap-
pears. A second approach would be less permanent, making one-
time changes in the turning points so that moreor fewerfami-
lies would be eligible for the credit. Alternatively, the percentage
of earnings allowed as a credit could be changed to increase the
value of the credit to current recipients only." Finally, either the

"Fur example, a married cuuele with two children and $8,000 in earnings is subject to an 11
percent income tax rate and a . percent payroll tax rate in addition to the 12.2.percent EITC
reduction a total tax rate of over 30 percent If the family is also getting food stamps, it will
face effectively anothei 2S t percent tax as food stamps are u t when the family s cash income
rises

" Incentives to separate may exist fur some families, however. See the discussion in this sec-
tion

" Again, however, this may not always be the case. See footnote 33 above.
" It is not known what percentage of eligible families receives the credit.
"Current law allows employers to include advance EITC paymentsequal to the estimated

value of the EITC an workers' paychecks. In general, however, employers have not shown a
great willingness to dub..., and workers may have an understandable reluctance to insist on get-
ting the payments through their employers Only about 0.1 percent of the EITC recipients re-
ceived advance EITC payments in the 1982 tax year.

"If this were done, however. either the phase-out rate would also have to be raised, or the
income level at which the credit falls to zero would have to be greater.

1-j32
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turning points or the percentage could vary with the number of
children in the tax filing units in order to give greater assistance
to larger families. Examples of these possibilities are discussed in
greater detail below.

Return the EITC to its 1979 real value and index
This option would increase the credit so that families with the

same earningscorrected for inflationas they had in 1979 would
get the same creditagain corrected for inflationas they received
in the earlier year. The earnings levels at which the credit becomes
constant and turns down would be indexed to the CPL In 1986, this
would require that the EITC be set at 10 percent of the first $8,180
of earnings, at a constant $818 for earnings between $8,180 and
$9,820; and gradually phased out for earnings (or AGI) between
$9,820 and $16,360. For families with earnings below $5,500, the
credit would declineby as much as 9 percent--since the 1985 in-
crease in the credit's percentage from 10 percent to 11 percent
would be rescinded. Families with earnings between $5,500 and
$11,000 would get !arger credits than under current law, by as
much as $674, the largest increase would go to families with the
highest incomes. Eligibility for the credit would be extended to
families with earnings between $11,000 and $16,360, with the
amount of the credit falling from $670 to zero as earnings rise. The
cost of the EITC for 1986revenue reduction plus outlay in-
creasewould be about $2.6 billion greater than under current
law. Because this provision would be indexed and current law is
not, the additional cost would rise over time.

This option would prevent the EITC losing value over time as a
result of inflation, and would therefore provide a constant incen-
tive for low-income families to hold jobs. It would also make the
EITC consistent with other tax provisions in terms of indexing.39
On the other hand, it would not give special aid to large families,
since credits would not vary with the number of children. Further,
it would significantly expand the population eligible for the EITC,
improving work incentives for families with incomes between
$5,000 and $8,180 but extending work disincentives to families with
incomes up to $16,360.

Increase the percentage of earnings allowed as a credit
This option would increase the percentage of earnings allowed as

a credit, above the current 11 percent, for those with incomes
below $5,000. Families with incomes between $6,500 and $11,000
the range in which the EITC is phased outwould have their cred-
its reduced at a faster rate than currently in order to hold constant
the income ceiling on eligibility.

Families currently eligible for the EITC could be given greater
assistance if the EITC was increased to a greater percentage of
earnings. For families with earnings below $5,000. this would pro-
vide more incentive to work, since any increase in the EITC would
raise their take-home wages net of taxes. In addition, it would
focus additional aid on those families most willing to help them-

"The persona{ exemptgun. the /ere, bracket amount, and the width of the rate brackets are
now indexed,

. 3.3 3
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selves and make it more likely that they could become self-suffi-
cient.

On the other hand, for families with higher incomesbetween
$6,500 and $11,000this option would increase work disincentives,
since any addition to income would be partially offset by larger re-
ductions in their EITC. Further, it would not address the problem
of wage growth moving families across the turning points over
time, thus reducing or eliminating the real value of the credit. Fi-
nally, such changes would not provide any additional assistance to
larger families to help meet their greater needs.

For each percentage-point increase in the fraction of earnings al-
lowed as a credit, the 3.2 million poor families getting the EITC
would, on average, receive an additional $28about a 9 per.,:mt in-
creaseannually. No tax filing units not now eligible for the EITC
would be made eligible because of this proposal, however. The addi-
tional budgetary cost of the credit for 1986 would be about $150
million for each percentage point the EITC was raised.

Raise the percentage of earnings allowed as a credit and increase
the turning points

This option would raise the basic EITC from 11 percent to 16 per-
cent of the first $5,000 in earnings; hold the credit constant at $800
for earnings between $5,000 and $11,000; and reduce the amount of
the credit by 16 cents of each dollar of earnings above $11,000 until
no credit was allowed when earnings equaled or exceeded $16,000.4°
Thus, both the percentage of earnings allowed as a credit and the
income eligibility limits would be raised. This option would raise
the value of the EITC by 45 percent for families with earnings
below $6,500 and by as much as $800 for families with earnings.be-
tween $6,500 and $11,000,4' and make families with earnings be-
tween $11,000 and $16,000 eligible for the credit. It would raise the
budgetary cost of the EITC for 1986 by about $3.4 billion.

This option would increase work incentives for families with
earnings below $5,000 by raising net wages, and would reduce the
work disincentive for families with incomes between $6,500 and
$11,000 It would approximately restore the value of the EITC that
has been lost as a result of inflation since 1979, and thus improve
the prospects of self-sufficiency for working families. On the other
hand, because the amount of the credit would fall as income grows,
the EITC would become a disincentive to work for families with in-
comes between $11,000 and $16,000. Further, this would not perma-
nently maintain the real value of the EITC.

Use poverty guidelines to define earnings levels that receive maxi-
mum credits

This option would set the credit at 10 percent of earnings up to
the relevant poverty guideline for the tax filing unit, and phase out
the credit at a 20 percent rate for earnings between the poverty

"This option was introduced as part of H.R. 4920.
"The increase would range from $250 to $800 fur these families, depending on their current

credit. The largest increases would go to those with the largest earnings.
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guideline and 150 percent of the poverty guideline.° It would
reduce the EITC for about 2.5 million familiesby about $30, on
averagein most cases affecting famil:es with earnings below
$r 10. About 3 million current recipients would get increased cred-
it. .ver 40 percent of them would have incomes below poverty. An
additional 3 million families would become eligible for the EITC
and would get credits averaging $550; more than 60 percent of
them would have incomes above poverty but below 1.5 times pover-
ty, and three-fourths of them would have at least two children. The
additional budgetary cost of this alternative for 1986 would be
about $2.9 billion. Because the EITC would be indexed while it is
not under current law, additional EITC costs would grow over time.

This option would end the erosion in the real value of the EITC,
because poverty guidelines are indexed for inflation. Further, be-
cause the guidelines would increase with family size, larger fami-
lies would receive more from the EITC than under current law. For
these reasons, the option would increase work incentives for many
poor. Like the other options, however, it would continue to benefit
only those who file tax returns and would generally come in a
lump sum once a year. Further, families with incomes between 1
and 1.5 times the poverty line might be discouraged from working
more, since their EITC would fall by 20 cents for each additional
dollar earned.

Comparison of EITC options
The options vary widely, both in terms of budgetary costs and in

terms of how many families would be affected and who they would
be (see Table 3-8). Raising the percentage of earnings allowed as a
credit would assist only those people now eligible for the EITC. De-
pending on the size of the increase, the impact might or might not
be significant, but costs would be kept down by not expanding eligi-
bility. Raising the turning points would increase the number of eli-
gible families and give greater benefits to more than half of all c sr
rent recipients.° Restoring the EITC to its 1979 real value, for ax-
ample, would give credits to families that would have been eligible
then, but whose income growth in dollars has pushed them out of
the program, nearly I million additional families would be able to
claim the EITC, accounting for about half of the $2.6 billion addi-
tional cost of this option for 1986. The other options would combine
these two approaches.

The poverty guidelines used here for 1085 are the 1985 Department of Health and Human
Services poverty measure fur program elsgibilit., determinations. inflated by the projected
change in prices between the third quarters of 1984 and 1985,

"If the credit a percentage were nut changed, units with earnings below $5,000 would nut get
larger credits,
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TABLE 3-8.COMPARISON OF EARNED INCOME TAX CREDIT OPTIONS

Option'

Millions of tiling units affected Additional
budgetary

With larger With smaller New costs
credit credit recipients (billions)2

Restore real value 3.1 2.4 3.9 $2.6
Raise credit by 1 percentage point a 5.7 0 0 0.2
Raise percentage and turning points 5.7 0 3.7 3.4
Base turning points on poverty guidelines 3.0 2.5 3.0 2.9

'See text for complete descriptions of options.
'These cost estimates reflect Congressional Budget Office simulations based on 1986 tax law measured in

1983 dollars and 1983 income levels. The resulting cost estimates were inflated to reflect projected 1986 levels.
'The percentage could be increased by any amount, this example assumes one percentage point. Larger

changes would raise costs proportionately more.

Source Congressional Budget Office simulations based on the March 1984 Current Population Survey.

OTHER ALTERNATIVES

A commonly proposed way of providing cash transfers to families
with children would be through a national children's allowance,
paid to parents of all children. The United States is the only indus-
trialized country that does not provide some form of children's al-
lowance, more than 60 countries offer such payments. Benefits in
those countries are generally paid monthly through check or bank
deposit, although Sweden and the United Kingdom use vouchers or
cash at social security offices.

In principle, a children's allowance could be set at any level;
could vary by age and number of children, could be operated as a
direct spending program or through the federal individual income
tax system, and might or might not be subject to income taxation.
In addition, part of the cost of allowances paid to low-income fami-
:ies could be offset by reductions in other assistance payments such
as AFDC and food stamps, the larger such reductions were, howev-
er, the less would be the benefit of a children's allowance to low-
income families receiving other aid.

Funds to pay for a children's allowance could come from a varie-
ty of sources. The assertion that society as a whole is responsible
for its children and gains from their contributions as adults would
call for the use of general revenues, which could be increased by
expanding the tax base or by raising tax rates. Under this ap-
proach, all taxpayers would share the costs and the net effect
would generally be to shift resources from those with higher in-
comes and fewer children to lower-income and larger families. An
alternative would be an earmarked tax. France has a children's al-
lowance that is funded by a tax on employers, for example.44 Such
a tax could reduce the number of jobs, however, depending on how
it was structured.

44 This is, in part, a result of the history of the children's allowanc in France. Allowances
yriginated as emplyyei provided wage oupplementb fin workers with large famines When the
French g..)vernment assumed responsibility fur paying the allowances, it was natural to turn to
employers for funding,
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One specific proposal would fund a children's allowance by
the per exempt:lull fur dependent children in tne indi-

vidual income tax system.46 In 1984, this would have financed a
taxable payment of about $220 for each of the nation's 62 million
children, with no net effect on the federal budget. Because the
value of exemptions is a function of the tax unit's marginal tax
rate, they are generally worth more to high-income units than to
low-income units. Replacing the exemptions for dependent children
with children's allowances would be desirable, in the view of some
observers, because it would shift the means by which the govern-
ment currently assists families with children from an approach
that helps high-income families more than low-income families to
one in which benefits would not depend on income.

Critics of this approach contend that it would shift the burden of
financing the children's allowance disproportionately to large,
high-income families for whom average tax rates would increase
more than for other groups. In contrast, taxpayers without chil-
dren would experience no extra taxes as a result of this change.
Critics further argue that personal exemptions are an intrinsic
part of the tax structure that excludes from taxation a basic
amount of income for all tax units. In addition, substituting credits
for exemptions would cause all families with children to experience
the same increase in taxes or the same increase in income; this
would alter the traditional premise in the income tax that, at most
income levels, larger families have a lesser ability to pay extra
taxes than do smaller families.

A children's allowance could be administered as a direct spend-
ing program or could be incorporated into the personal income tax
as a refundable credit. Because less additional administrative ma.
chinery would be involved, providing the allowance through the
tax system might be less costly. Withholding rates would need to
be adjusted to reflect the allowances, as well as any corresponding
changes in exemptions, other deductions, and tax rates. Relying on
withholding, however, might fail to meet the recurring needs of
poor families. In many circumstances families without earnings
would not receive payments on a regular basis, and those that do
not file tax returns might fail to collect their children's allowances
at all.

Proponents assert that providing direct assistance to families
with children through an allowance would recognize society's re-
sponsibility to share in the costs of rearing children. Society has
such a responsibility, they claim, because society shares in the
gains when children grow up to become productive workers and
contributing citizens. For low-income families, monthly payments
could be a significant supplement to income and thus could ease
the financial burden of rearing children. In addition, because addi
tional resources would be provided without regard to family compo-
sition, a children's allowance might reduce incentives for families
to split up in order to qualify for current assistance programs for
which married-couple families are often not eligible.

" Taxpayers in 19K4.an dedu-t $1,040 from income fur each dependent ...had in *.alculating
their taxes. The amount of the exemption -like the zeru brag.ket amuunt and the width of the
tax rate brackets has been indexed for inflation, beginning in 1985.
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Children's allowances, however, have been criticized on several
grounds First, they would establish the principle that the govern-
ment should assist directly in paying some of the costs of rearing
children and would open the door fox a more direct government
role 46 Second, an allowance could provide an incentive for families
to have more children, although the size of the effect probably
would be small. Studies of children's allowances in other countries
have not found an impact on birth rates, but it is difficult to argue
that there would be no effect al1.47 Finally, paying children's allow-
ances would require either creating an entirely new administrative
apparatus with significant costs, further complicating, perhaps
substantially, the administration of the tax code. Unless monthly
allowances were largeand thus expensivepaying them might
not be worth the administrative costs or complications to the tax
system.

The specific option considered here would provide $25 per month
(in 1986) for each dependent child under age 18. Payments would
not be conditioned on family income, would be taxable as regular
income, and would be indexed for inflation. Income from the allow-
ance would not be counted in the benefit calculations for AFDC,
food stamps, or other income-conditioned programs.48 Ifsufth an al-
lowance, equivalent in real value, had been in place in 1983, the
cost to the federal government, net of taxes but excluding adminis-
trative costs, would have been about $13.6 billion (see Table 3-9).48
Nearly 33 million families would have received an average pay-
ment during that year of about $500; after taxes, the average gain
would have been roughly $420 per family. About one-quarter of the
net expenditure would have gone to families below the poverty
line, and another 13 percent to families with incomes between 100
percent and 150 percent of the poverty line.

"The tax code currently recognizes such costs, but helps with them only to the extent of not
requiring payment of taxes on a portion of the costs. Direct payments would be a different
matter.

47 See, for example, Joseph Piccione, "Help for Families on the Front Lines. The Theory and
Practice of Family Allowances" (Washington, D.C. The Free Congress Research and Education
Foundation, 1983), p. 11.

4$ if the allowance were counted u income in AFDC benefit calculations, most AFDC families
would le no better off with the allowance than without, since AFDC benefits would be reduced by
up to the amount of the allowance. This reduction in benefIL, would decrease AFDC costs incurred
by both the federal and state governments, as such, it would represent a transfer of resources
from the government (that would pick up the full cost of the child allowance) to state govern-
ments (that would not have to pay their share of AFDC cuts). Federal costs of the allowance
would, h "wever, be less than if allowance payments were ignored in AFLA; benefit calculations.

Similarly families getting food stamps would have their food stamp allotments reduced by up
to 30 percer' of the amount of the children's aliowance. If the allowance were included as count.
able income, such families, would gain, but by less than the full amount of the allowance.
Again, this would reduce the net cost to the government of paying the allowances.

4 The $25 monthly allowance in 1986 would have been equal to a $22 allowance in 1983.
If the allowances were not counted as taxable income, the net cost to the government would

have been about 816 4 billion in 1983 Taxation of payments would thus recoup about 17 percent
of payments, about 90 percent of taxes would come from families with incomes greater than 160
percent of the poverty line.
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TABLE 3-9.ESTIMATED DISTRIBUTION AND COSTS OF A TAXABLE CHILDREN'S ALLOW-

ANCE OF $22 PER MONTH, BY POVERTY STATUS AND NUMBER OF CHILDREN, CALENDAR

YEAR 1983

Family type

Number of
families
receiving
payments
(millions)

Average annual
gain, net of
taxes, per

recipient family

Total costs, net
of taxes
(billions)

All families 32.6 $420 $13.6

By income category:
Less than 100 percent of poverty line 5.9 590 3.5

Between 100 percent and 150 percent
of poverty line 3.5 500 1.8

Greater than 150 percent of poverty line 23.1 360 8.3

By number of children:
1 13.4 220 2.9

2 12.2 430 5.3

3 4.7 660 3.1

4 or more 2.3 1,030 2.3

Some. Congressional Budget Office simulations based on the March 1984 Current Population Survey
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CHAPTER IV. OPTIONS FOR IN-KIND TRANSFER
PROGRAMS

Inkind transfers are provided for poor families with children in
four major areas. Food stamps enable low-income households to
purchase food. The National School Lunch and School Breakfast
programs offer free and reduced-price meals to children in school.
Medicaid finances health care for poor families. The Section 8,
public housing, and other programs provide subsidies to low-income
families to help them pay their rent or the cost of owning a home.
The following options generally involve modifying these existing
programs.

FOOD STAMPS

Food stamps are the most universally available form of non-cash
federal transfer. With few categorical exceptions,' any household
that meets income and asset limitations, as well as work require-
ments, qualifies for benefits.2 The benefit level is based on the cost
of the Thrifty Food Plan (TFP), an inexpensive but nutritionally
adequate diet, currently valued at $264 per month for a family of
four.3 This basic allotment is reduced by 30 percent of countable
incomethat is, income net of the standard deduction and net of
specific deductions for work expenses and the costs of child care,
housing, andfor households with elderly membersmedical care.

Two specific options are considered here. The first would give
more food stamps to all families with children by increasing maxi-
mum allotments. The second would be targeted on families that
work by raising the deductions for child care and excess shelter
costs.

INCREASE MAXIMUM FOOD STAMP ALLOTMENTS

Under this option, the maximum food stamp allotment for fami-
lies with children would be set at 110 percent of the cost of the

) Most strikers and college students are not eligible for food stamps.
There are two income tests total income must be less than 130 percent of federal poverty

guidelines, and income net of deductions must be below 100 percent of those guidelines,
Allowable deductions include an inflation indexed standard deduction, set at $95 per month

through September 1985, 18 percent of any earned income as a work expense deduction, work-
or training related child i.are expenses, and shelter expenses in excess of .7)0 percent of remain-
ing countable income Total child care and excess shelter cost deductions cannot exceed an infla-
tion indexed limit, currently $134 per month If the household has an elderly or disabled
member, only child care expenses are subject to the $134 limit, excess shelter costa are deducti-
ble in full In addition, all medical costs of elderly or disabled members that exceed $35 per
month can be deducted.

Liquid assets cannot exceed $1,500 except for families with two or more members, at least one
of whom is elderly; the asset limit is $3,000 for the latter group,

The TFP is not the least expensive diet that satisfies minimum daily nutritional require-
ments, but rather a diet that meets nutritional needs, allows fur varatt,y, and includes the basic
kinds of foods that Americans eat At the same time. unlikely that many families have food
budgets as small as the TFP cost,

(319)
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TFP. This would increase the amount of assistance going to the
nem ly GO pet...tlizt all kiutn families with children that receive
food stamps, and would ti us reach more poor children than are
aided through any other program. It would also address the com-
plaint that, while the TFP is nutritionally adequate, the way in
which it is valued yields a dollar amount below its true cost. Poor
families may be unable to afford an adequate diet, even with the
full TFP value, for several reasons. Because inflation indexation of
the TFP lags price changes by 3 to 15 months, and because food
stamp benefit calculations are truncated to whole dollar amounts,
the TFP value used to determine food stamp allotments has aver-
aged about 6 percent less than the actual TFP cost.' Moreover,
food prices may be higher in the areas where some poor families
live. While the full amount of the shortfall cannot be determined
with accuracy, providing benefits 10 percent above the TFP could
be a rough correction. Since food stamps can only be used to pur-
chase food, there should be relatively little concern that the addi-
tional assistance might be misused, particularly given recent ef-
forts to combat fraud and abuse.

Because food stamps can only be used to buy food, critics argue
that theylike all other forms of in-kind assistancedo not allow
recipients their right to decide what to consume. It is conceivable
that poor families might receive more satisfaction per dollar of fed-
eral expenditure if they were given cash and allowed to spend it as
they felt best met their needs. Only the poorest households would
prefer cash, however, since others spend more on food than they
receive in stamps. Critics of increasing food stamp allotments also
maintain that current benefit levels are more than enough to ful-
fill nutritional needs. Additional food aid should not be necessary,
they hold, and might actually discourage budget-conscious shop-
ping. They argue further that because school and child care feeding
programs provide free meals to many poor children much of the
time, families with children already get food assistance in excess of
the TFP. If so, and if the TFP is adequate, such families should not
need additional food aid.

For the 4.2 million households with children projected to receive
food stamps in 1986, setting maximum food stamp benefits at 110
percent of the TFP would raise allotments by an average of 15 per-
cent. Average benefits would increase by about $25 per month to
roughly $198. Because eligibility is determined primarily by gross
income limits, the benefit rise would have little effect on the
number of eligible families, it might, however, lead to increased
participation. Overall, costs would rise by about $1.2 billion in
fiscal year 1986.5 There would be no impact on the official poverty
gap or rate since food stamps are not counted as income in their
determination. If inkind benefits were included as income at their
cash-equivalent value, the increase in food stamp benefits would
reduce the poverty gap for families with children by about $0.9 bil-
lion, or about 3 percent.

' Over the 197b-1984 perivd, indexatiun methods redui.ed the value of the TFP to an average
of 4.,4 percent below the actual TFP cyst. while Iium:law, and ttura.atiun of amounts m benefits
calculations resulted in a 1 percent loss.

.11 the upttun were expanded to cover all loud aturnp reupierat, rather than just thtkte families
with children, the cost would be about $L6 billion.
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CHANGE LIMITS ON CHILD CARE AND EICESS SHELTER COST DEDUCTIONS

This option would replace the limit on deductions for the combi-
nation of child care and excess shelter costs in the Food Stamp pro-
gramcurrently $134 per monthwith individual limits on each
kind of expense. The new limits would be $160 per month for the
care of children, and $150 per month for excess shelter costs.6

Almost 90 percent of households affected by the existing limit on
deductions contain families with childreL, it 1981, more than one-
fourth of all food stamp households with children were affected.1
increasing the limits would recognize the high shelter and child
care costs incurred by these families and therefore their greater
need for assistance. The change would also encourage poor families
to work by effectively financing part of their day care costs. Final-
ly, relaxing the constraints on shelter cost deductions would mean
that families eligible for housing assistance but not receiving it be-
cause of funding limits would be helped somewhat more in the
Food Stamp program than those getting housing aid.

Some arguments can be raised against the option, however. First,
some critics argue that the earned income deduction--18 percent of
earningsalready reflects the costs of working and that allowing
for the deduction of more child care costs might 1,e excessive.
Second, while housing market conditions may force many families
to spend large fractions of their income on rent, some families may
incur high housing costs by choice. Relaxing limits on excess shel-
ter costs might reward the latter families by increasing their food
stamp allotments. While this would be restricted tc, some degree by
the gross income requirements, it could result in additional food
aid for this group.

About 1.1 million households with childrenand 1.3 million
households overallwould receive increases in their food stamp al-
lotments, averaging about $49 annually. Virtually no additional
households would become eligible for the program. The total cost of
the change would be roughly $62 million in 1986. Because in-kind
income is excluded from official poverty measures, there would be
no effect on poverty rates or poverty gaps. Even if poverty were as-
sessed using alternative measures that did count in-kind income,
there would still be virtually no effect because the change in food
stamp benefits would be small.

SCHOOL NUTRITION PROGRAMS

The National School Lunch Program (NSLP) and the School
Breakfast Program (SBP) provide cash assistance to participating
public and private schools that serve meals to children. Each pro-
gram has a three-tiered reimbursement system that allows children
from households with incomes at or below 130 percent of the pover-
ty line to receive free meals, permits children with incomes be-
tween 130 and 185 percent of poverty to receive meals at a reduced

'This child care limit would be consistent with that for AFDC.
'At the same time, only 26 percent of food stamp households with children used the child

care deduction in August 1982, for 4.106e households, the average amount of the deduction was
$86.
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price, and provides a small subsidy for the meals of children with
incomes above 185 percent of poverty.8

Evaluations of the NSLP and the SBP have found that both ef-
fectively Increase the amount of food consumed by participants, as
the subsidized meals supplement the family's normal food con-
sumption rather than substitute for it.° Furthermore, a number of
studies have found that the programs have positive effects on the
nutritional intake of the participants.' ° These programs differ sub-
stantially, however, in the number of children each serves, the
number of schools participating, and the socioeconomic composition
of the children aided.

The NSLP provides subsidized school lunches to children in most
schools. During 1983, the average daily participation was 23 million
students, at a total program cost of $3.2 billion. In that year, ap-
proximately 92 percent of all elementary and secondary school stu
dents wer' in schools that participated in the NSLP." Roughly
half of the meals subsidized by the NSLP go to children from low-
and riaoderate-income families, in 1983, 44.6 percent of the children
receiving NSLP lunches received free lunches, 6.6 percent received
reduced-price lunches, and the remaining 48.3 percent paid for
their meals.12

The SBP serves far fewer students than does the NSLP. In 1983,
the program had an average daily participation of 3.4 million stu-
dents, with total program costs of $350 million. During that year,
the program was estimated to be available in about a third of all
schools, and to serve about 23 percent of the participating schools'
enrollment." The SBP also differs from the NSLP in that most of
the schools that offer the program are in low-income areas, and the
children who participate in the program are predominantly from
low- and moderate-income families. In fiscal year 1983, approxi-
mately 86 perceat of the SBP participants received free breakfasts,
while an additional 4 percent paid a reduced price for their
meals.' 4

"Fur example, the NSLP schools currently receive federal reimbursement of $1.26, 86 cents,
and IL cents, respectively, fur each lunch served to children from these three income categories.
An additionai .2. cents worth of ,vmmud.ty assistance is mandated for all meals, regardless of
the family income of the recipient. The corresponding levels of federal reimbursement In the
SBP are 66 cents, 36 cents, and 10 cents. There is no commodity assistance in the SBP.

In the 1984-1985 school year. 130 percent of the poverty line is equivalent to an annual
income of $13,260 for a family of four, while 185 percent is equal to $18,870 for a family of the
same size.

Wellisch, Hanes, Jordan, Manrei, and Val ruetrat.h, 'The National Evaluation of School Nu
trition Programs. Falai Report, Santa Monica, CA. System Development Corporation, April
1983t, vol. 1, pp. 4-5.

',Ibid, pp 5-8, and Congress. iunal Budget Office, Feeding Children. Federal Child Nutrition
Policies in the 1980s 4Washington, D.C.. U.S. Government Pnnting Office, May 19801, pp. 58-74.

General Accounting Office, Participation In the National School Lunch Program" ,March
30, 1984), p. 22.

In 1981, the must recent year fur which these data are available, approxin ately 9r, percent of
all pubic schools and 29 percent of all private schools participated. Senate t ummitter on Agri
culture. Nutrition, and Forestry. Chad Nutrition Pro rams Description, I /story, issues, and
Options" (January 1983), p. 3

12 Department of Agriculture, Food and Nutrition Service, unpublished data
"Report of the President's Task Force on Food Assistance (January 1984) p.
14 !bid, p. 136.
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TRENDS IN PARTICIPATION

The poverty rate in the school-age population rose sharply be-
tween 1980 and 1983. This rise resulted in an increase of approxi-
mately 18 percent (1.9 million) in the number of children eligible
for free meals in the two school nutrition programs." Notwith-
standing this, the number of children served free meals in the
NSLP increased by only 1.3 percent, or 131,000, and the number of
children served free meals in the SBP increased by 3.8 percent, or
100,000.16

It is not clear why the participation rates have failed to keep
pace with the increasing number of poor children. Several factors
have been cited as possible causes. First, because of federal policy
changes and school closures, fewer schools participated in the nu-
trition programs after 1980. Consequently, the proportion of all stu-
dents with access to the programs fell slightly between 1980 and
1983." Second, student participation has decreased a small amount
among those students who attend schools that participate in the
programs. Little is known, however, about the socioeconomic com-
position of the students who no longer participate. Third, increased
efforts to verify income in determining eligibility resulted in
changes being made in the eligibility forms, requiring more de-
tailed information. It is not known what, if any, effect this latter
factor had on participation. Some people suggest that it has re-
duced the number of children who obtain benefits without actually
being eligible, while others believe that it has created a "barrier
effet.t preventing eligible families from participating because they
find these forms intimidating or difficult. Finally, a series of
changes in the income eligibility guidelines between 1980 and 1981
resulted in a net lowering of the income standard for some family
sizes in the free category, although it is not known flow many fami-
lies were affected.

It is not clear that the discrepancy between the arge increase in
the number of poor children eligible for free meals and the small

" During this same period, school enrollment declined hx 4,7, percent. General Accounting
Office, -Participation in the National School Lunch Program 11984h p. 22.

The :8 percent increase was in the number of children between the ages of 5 and 17 years
whose household income fell below the income cutoff fur free meals. It does not include any
measure of the number of these children who are in schools that offer the program. CBO Calcu-
lations based on March 1984 Current Population Survey.

NSLP data from Department of Agncult Are, Food and Nutrition Service, SBP data from
"Report of the President's Task Force on Food Assistance," p. 136.

The student participation data are extrapolated coy the Food and Nutrition Service, from the
slumber of meals served in each category. It is difficult, therefore, to know whether a change in
,ht estimated participation rate reflects only a change in the number of students partleipating,
or whether it includes some other factor -for example, a change in the frequency of participa-
tion, such as some students eating fewer meals in some weeks.

The 1980 and 1981 policy changes decreased reimbursement rates, decreased the value of
commodities, quadrupled the price for the reduced price lunch category, increased effortto
verify income in determining, elqnbility, changed the income eligibility requirement for the "wee
lunch category, and lowered the upper bound for the reduced-price category from 195 to ,,"5
percent of poverty.

Between fiscal years 1981 and 1983, approximately 2,500 schools tout of approximately 92,900i
dropped out of the NSLP. This, according to one analysis, reflected a number of factors, includ-
ing the 1981 provision excluding all pnvate schools with average dearly n.itions of $1,500 or
mole ,accounting fur an estimated :/00 of the ::,500 sehuvis dropping out', the changes in income
eligibility requirements and federal reimbursement rates, and changes in the numbers of
behoves open nationwide. As a result. an estimated 94.8 percent of all studenta were 0 NSLP
Ghvols in 1580, compared with 91 percent in 19 .3. General Accounting Office, Participation

in the National School Lunch Program, ' pp '3 4 and 21-22,
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increase in the number actually served can be explained satisfacto-
rily by any of the above factors." Additional investigation into the
causes of the current participation trends among the poor would
help to identify policy options that would be most effective in en-
suring full access to the school nutrition programs.

SCHOOL NUTRITION PROGRAMS

The options discussed below address ways in which the school nu-
trition programs could serve larger numbers of poor children
either by increasing the number of children participating in those
schools that now offer the programs, or by increasing the number
of schools participating in the programs. Three approaches are con-
sidered:

Make the programs mandatory for all schools receiving federal
funds;

Increase reimbursement rates for the School Breakfast Pro-
gram; and

Raise the income eligibility guidelines.

Make the NSLP and/or the SBP mandator), for all schools
The federal government could require all public schools to par-

ticipate in one or both of the programs on the grounds that all
states receive federal funds for elementary and secondary educa-
tion.'° Alternatively, such participation could be made mandatory
for elementary schools alone, since the rates of participation are
higher in elementary. schools than in secondary schools. This ap-
proach would provide most public school children access to the
school nutrition programs. It would do so at an additional cost in
1986 of roughly $200 million for the NSLP and $370 million for the
SBP, assuming approximately 1.7 million and 3.0 million additional
participants, respectively. The potential cost of this option, and its
possible impact on poor children, are difficult to assess because of a
lack of data on the socioeconomic characteristics of schools or of
children who do not participate in the programs.

Proponents of this option believe that all children would benefit
from having access to the school nutrition programs. They point to
evidence that school lunches are more nutritious than lunches pro-
vided from other sources, and that the SPB ensures that the chil-
dren eat breakfast.2° They also argue that most nonparticipating
schools do not have alternative meal programs (for example, ac-
cording to USDA data, approximately 76 percent of the non-NSLP
schools had no lunch services available to their students in 1980).21
Others argue for making only the SBP mandatory, as a means of
effectively targeting additional aid on low-income children.

'Other possible v. planations are that some low income families arc unaware A their 010)11
itv for the program. are unwilling to accept the fret, meals. ur perhaps are participating less
often. No evidence Ls available at this time to support any of these explanations

vllcst schools can ..huost whether or not they wish to participate in the school nutrition pp..
grams. The only exceptions are those private bt. h int 1 ri *host average yearly tuition is greater
than $1.500. which were declared ineligible in 1981.

2°Wellisch and others. 'National Evaluation of School Nutrition Programs.- pp. 10-11.
' Department of Agriculture, Food and Nutrition Service. Annual Report of Meal Service in

Schools" 41980)

3,45
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Opponents of a mandatory NSLP maintain that such action is
unnecessary, on the grounds that over 90 percent of all school chil-
dren are in participating schools and that many of the nonpartici-
pating schools are thought to be (as of 1980) relatively affluent.
They also argue that the nonparticipating schools could find par-
ticipation more costly than do schools with larger numbers of poor
students.22

Some opponents of a mandatory SBP believe that providing
breakfast is not a school responsibility. Others contend that, under
the current reimbursement structure, it would put unnecessary fi-
nancial burdens on the schools because costs appear to exceed reve-
nues in many programs." Still other critics focus on the operation-
al difficulties of implementing a school breakfast program, such as
staffing and the rescheduling of buses and classes.

Increase the reimbursement rates for the school breakfast program
The federal government could foster school participation in the

SBP by increasing the rate at which schools are reimbursed for
breakfasts they serve. Reimbursement rates could be raised by any
amount, and the cost of the option would vary accordingly. If, for
example, reimbursement rates were increased by six cents per
breakfast, federal outlays would increase by roughly $42 million in
1986.24

Proponents of this approach argue that the SBP is effectively
targeted to low-income students, but that relatively few schools
participate. They believe that schoolsespecially those in low- and
moderate-income areasfind it financially difficult to participate
in the SBP because reimbursements are usually not sufficient to
cover costs." These schools would be more likely to participate if
the reimbursement rates were increased, thereby providing many
more low-income children access to subsidized breakfasts.

Opponents maintain that current reimbursement rates are ade-
quate, and that the additional funding for cases of "severe need"
allows schools that face financial difficulties to meet their costs."
They suggest that low participation levels result from other fac-
torsfor example, the belief of some school administrators that
breakfasts are the responsibility of the parents, and difficulties
such as the scheduling of buses and additional food service staff
hours.

"Affluent schools might find it more costly to participate in the NSLP, as the subsidies for
the paying category are relatively small On the other hand, affluent school destncta are prob.
ably better able to afford such costs.

"General AccountingOffla. "Major Fat-tors Inhibit Expansion of the School Breakfast Pro-
gram," June 16, 1980, p. iv.

"Under this version of the option. reimburtementa would rice by six immtn from current
levels is each category For example, rates in Fiscal Year 1986 would increase from 68 cents to
74 cents for the free category.

"General Amounting Office, "Major Factors Inhibit Expansion of the School Breakfast Pro.
gram."

"Intreased proportions drum 44 percent .n 1980 to 5v.5 percent Ln 1983i of SBP schools qualo
fled as "severe need schools 1Report of the President's Task Force on Food Assistance, p. 136).
The schools are defined as those having a large proportion kmure than 40 percent) of lunches
serried in the free or reduted prate tategones, u. whose preparation costs are greater than the
federal reimbursement rates This categorization allows schools to receive roughly 13.5 cents
more al reimbursements fur the free and reduced prate categormr. Senate Committee on Agri-
culture, Nutrition and Forestry, "Child Nutrition Programs. Description, History, Issues, and
Options" (January 198.3), p, 2.5-26,
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Raise the income-eligibility guidelines to encompass more students
Another approach would be to raise the income-eligibility guide-

lines in the school nutrition programs to provide more low- and
moderate-income children access to subsidized meals, and to broad-
en the potential base of participants for schools. For example, a
limited expansion could be made by increasing the income guide-
line from 185 percent to 195 percent for the upper bound of the re-
duced-price category. This would cost an estimated $22 million in
1986 and would serve approximately 120,000 additional students in
the reduced-price category, roughly 31,000 of whom would have
been in the paying category prior to the change.27 There are many
possible versions of this option. the lower income guidelines could
be raised (for example, to 150 percent of poverty) to allow more
children to receive free meals, or both the lower and upper guide-
lines could be increased (for example, to 150 percent and 200 per-
cent of poverty, respectively). The cost of this approach, and the
number of children affected by it, would depend on the size of the
change in the income-eligibility guidelines. In general, costs would
be higher for expansions in the free meal category than for expan-
sions in the reduced-price category, as both participation and reim-
bursement levekpare much higher in the free category. More low-
income children would be reached by expanding the lower catego-
ry, however.

This general approach would allow schools to receive subsidies
for more students and would, depending on the size of the change
in the guidelines, give them greater incentive to participate. It
would therefore be likely to increase the number of low-income
children who had access to the program, and would allow the feder
al government to target additional benefits to specific groups. On
the other hand, it would also provide federal suosidies to children
whom many consider to be less needy.

HEALTH CARE

All children need a variety of routine preventive health services
for example, physical and dental examinations) and acute care for

childhood diseases and accidents. In addition, a small proportion of
children require substantial physician and hospital services for
major illnesses, particularly during the first year of life.

A variety of private and public arrangements help poor families
with children satisfy these needs. Children of some working poor
are covered under the employment-related health insurance plans
of their parents. Most part-time employees and many low-wage em-
ployees, however, are not covered under employer health insur-
ance. Workers who change jobs or incur a spell of unemployment
often go uncovered or lack coverage for preexisting medical condi-
tions. Moreover, private insurance plans generally do not cover the
routine preventive services needed by all children. Historically,

"These wets would be primarily incurred in the NSLP, as very few students participate in
the reduced -price and paving ,ateguri in the SBP. Semi- additional costs would also be in
curred n the Child Care Food Program, which use the same eligibility guidelines as the School
Lunch and Breakfast programs The Supplemental Feeding Program fur Women, Infants and
Children 'WIG us the same upper income-eligibility guideline, but no additional costs would
be incurred as it is an appropriated program.
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some additional care has been provided for the poor by hospitals
and physicians as charity or "bad debt" care. Though its magni-
tude has always been uncertain, there is some concern that willing-
ness to provide such free services is sharply declining.

Children in poor families have two principal sources of public fi-
nancing for their health care: Medicaid and federally supported
primary care centers. Under Medicaid, the federal government
shares with states the costs of financing a wide range of health
care benefits for all children in families receiving AFDC, and, at
state option, other children in families with income above AFDC
levels who are deemed medically needy. In general, Medicaid
covers a much broader range of services than private insurance
with, at most, nominal amounts of cost sharing by patients. The
states are required to provide preventive screenings and follow-up
treatment to eligible children through Medicaid's early and period-
ic screening, diagnosis, and treatment benefit.

Over 9 million childrenboth poor and nonpoorreceived Med-
icaid benefits in 1983, at a total cost of about $3.8 billion, about 55
percent of which was spent by the federal government, with the
balance financed by the states. Only 45 percent of poor children
were covered by Medicaid in 1982, however, because of restrictions
on the categories of families that are eligible, as well as the fact
that state AFDC payment standards are set well below poverty
income levels. The Deficit Reduction Act of 1984 (P.L. 98-369) re-
quired states to phase in Medicaid eligibility for all children under
five years of age who live in families with incomes below state
AFDC eligibility standards.

Federally supported primary care centersincluding community
health centers and migrant health centersserve poor families re-
siding in medically underserved areas. Payment for care is based
on family income, with families at or below the federal poverty
level being eligible for free care. While such centers do not provide
services for major illness requiring hospitalizationand, therefore,
are not a complete substitute for Medicaid or adequate private in-
surance coveragethey serve many low-income families who are
ineligible for Medicaid by virtue of family structure or income
level. About 5.5 million people will be served by 739 primary care
centers at a federal cost of $400 million in 1985. (Federal subsidies,
which provide just under half the centers' revenues, are supple-
mented by revenues from nonpoor patients, private insurance,
Medicaid, and state and local government subsidies.) Among those
served are perhaps 300,000 to 400,000 poor children who are ineligi-
ble for Medicaid but receive free ambulatory care through such
centers.

Strategies for providing children in poverty with greater access
to health care services include expanding Medicaid eligibility, in-
creasing the number of federally subsidized primary care centers,
and providing school-based health insurance coverage.

46-869 0 - 85 - 12 848
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EXPAND MEDICAID ELIGIBILITY TO INCLUDE ALL CHILDREN AND PREG-
NANT WOMEN IN FAMILIES WITH INCOMES UNDER 65 PERCENT OF
POVERTY

To increase access to health care for low-income children, the
Congress could require all states to extend Medicaid coverage to all
children and pregnant women in families with incomes below 65
percent of the poverty level. This option could provide medical care
for 700,000 children and 100,000 pregnant women. A minimum na-
tional eligibility standard would reduce interstate differences in
coverage of children and pregnant women with similar family in-
comes. It could be implemented through existing state Medicaid
agencies, though participation in the program by this newly eligi-
ble population would probably be low because they are not a part
of the welfare system.

Expanding Medicaid eligibility to include all children in families
with incomes under 65 percent of the federal poverty level would
raise annual federal outlays for the Medicaid prtram by about
$400 million. Also, those states with AFDC standards under the
proposed eligibility level "would be required to raise their annual
outlays by a total of about $300 million. The added state Medicaid
costs could have adverse consequences for other beneficiaries of
state services, if states chose to meet their share of increased costs
by reducing spending elsewhere in Medicaid or in other areas.

INCREASE THE NUMBER OF FEDERALLY SUBSIDIZED PRIMARY CARE
CENTERS

The Congress could enhance access to primary health care serv-
ices for poor and near-poor families by authorizing federal subsi-
dies for new community or migrant health centers. The additional
services could lead to improved levels of health among those
served. While the incremental federal spending would not wholly
accrue to children in poor families, about 60 percent of current pro-
gram beneficiaries are from families with incomes below the pover-
ty level and another 25 percent have family incomes under twice
the poverty level. Because federally subsidized primary health care
centers seek Medicaid and private insurance reimbursements from
their insured patients and direct payments from their uninsured
higher-income patients, the federal subsidies to centers are largely
on account of patients below or near the poverty line. Unlike enti-
tlement programs such as Medicaid, federal primary care subsidies
are subject to direct Congressional control through annual appro-
priations. Under current law, the annual federal subsidy is about
$600,000 per center, an expansion of one center per state would
cost $30 million.

This option would have some drawbacks, however. Under the
current approach to federally subsidized primary care delivery,
only projects in medically underserved areas are eligible for sup-
port. If the Congress authorized funds for new centers under these
guidelines, the benefits would be unevenly distributed, accruing
only to families in the service areas of the new centers. Even a
comprehensive package of primary care services would fall short of
fully insuring children for major illness.
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PROVIDE SCHOOL-BASED HEALTH INSURANCE COVERAGE

The Congress could expand health insurance coverage for low-
income children by subsidizing private insurance purchased
through school districts." Compared with the options discussed
above, this one might help more poor children by using public
schools to identify those children in need. Grants could be provided
to each district to purchase group health insurance for low-income
children who do not have coverage through a parent's policy or
under Medicaid. States could be required to match federal grants
on the basis of their federal Medicaid assistance percentage.

The amount of the grant could be based on the per-capita cost of
providing health care through a health maintenance organization
(HMO), with an allowance for the increased administration costs
that school districts might incur. In the option discussed here, for
children in families with incomes under the federal poverty level,
the full federal matching rate would apply. Half this amount would
be provided for children with family incomes between poverty and
two times the poverty level. School districts could request local
health care providersincluding insurers, HMOs, and hospitals
to bid for contracts to provide health care to their uninsured school
children. (Some school districts already involve themselves in
health care coverage by requiring certain health care coverage for
participation in competitive sports.) Implementing a school-based
health insurance program for uninsured children in this way would
increase federal outlays by $1.2 billion in fiscal year 1986.

Most school-age children could be reached through this option,
thus increasing participation by the target population. It would
make health insurance available to an estimated 3.2 million uncov-
ered children under the poverty threshold and as many at, 2.8 mil-
lion uncovered children between poverty and two times the poverty
level. Under such a program, schools could become the initial con
tact with the medical care system for children, who could then be
referred to the health care provider to receive any necessary care.
This option would probably increase the likelihood that medical
problems identified by school health officials would receive treat-
ment.

Some people object that schools already have more responsibil-
ities, in addition to education, than they can effectively meet.
Staffs in most districts are not qualified to carry out the insurance-
related duties that would be required. Even though the grants
could defray additional administrative costs, the option could be
difficult to implement in districts where there are few eligible chil-
dren or few health care providers, and children in private schools
would be difficult to reach.

HOUSING ASSISTANCE

The Department of Housing and Urban Development (HUD) and
the Farmers Home Administration (FmIIA) provide housing subsi-
dies to low income families, intended to upgrade their housing

"The wncept of a el-houl based health insurantk progiam fui low int..ume hsldren was sug-
gested by Allen Feezor of the Blue Cross-Blue Shield Association.
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quality and to reduce their housing costs.29 Most programs aid
renters, typically reducing tenants' rent payments to a fixed per-
centagecurrently 30 percentof their incomes, after certain de-
ductions. Rental assistance is provided through two basic approach-
es. subsidies tied to projects specifically constructed for low-income
households, and subsidies that permit renters to choose standard
housing units in the existing private housing stock. Outlays for
project-based subsidies, mostly for the public housing and the Sec-
tion 8 new construction and substantial rehabilitation programs,
totaled $6.8 billion in 1984. Outlays for household-based subsidies,
through the Section 8 existing-housing program, amounted to $2.8
billion in 1984.

Housing assistance programs are not entitlement programs, nor
are they specifically aimed at families with children. Under cur-
rent law, a household is generally eligible for rental assistance if
its income is 50 percent or less of the median in its area, with ad-
justments for family size.3° In 1983, 11.5 million renter households
were eligible to receive assistance, including 5.1 million families
with children (see Table 4-1). As of that year, an estimated 3.5 mil-
lion households received rental subsidies through the major HUD
programs, representing about 30 percent of all renters in the target
income group.3' About 28 percent of eligible families with children
were served, compared with 48 percent of all elderly households,
the other principal eligible group.32 As of 1983, 3.7 million poor
renters with children remained unserved.

The three options considered below would expand coverage for
poor families with children. The first would make housing assist-
ance an entitlement program for this subgroup. The second would
reduce subsidies for current beneficiaries to finance aid for a larger
number of families with children. The third would replace housing
assistance for some current beneficiaries with a smaller general
income supplement that would be available to all poor families
with children. All these options address the nonentitlement charac-
ter of housing assistance. All would require more substantial
changes in cur, ent programs than would options presented else-
where in this paper affecting other programs.

in addition to providing aid through d.reet subsidies, the federal government addresses
housing needs through various inchreet mechanisms, including Community development pro
grams, mortgage credo id insurance activities, and iP...0111E tax provisions. These approaches
are not considered here. Fur a more detailed deseription of the various programs see Congres
sional Budget Office, "ederal Housing Assistance. Alternative Approaches" (May 1982).

" A limited proportion of funds may be made available for families with incomes between 50
percent and 80 percent of the area median.

3. In addition, the FmHA provided rental assistance to 220,000 households Since no demo
graphic data are available for the latter, they are excluded from this analysis,

" Assistance to nunelderly households without children is provided subject to stringent limi
cations.
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TABLE 4-1.--HOUSEHOLDS ELIGIBLE F3R AND RECEIVING RENTAL ASSISTANCE, 1983

[In thousands]

With
children

Without children
Total

Elderly Nonelderty

Total income-eligible households 8,030 8,440 4,020 20,490

Renters 5,120 3,280 3,090 11,490
Owners R 2,910 5,160 930 9,000

Total assisted households1 1,450 1,560 490 3,500
Assisted as percent of eligible renters, in

group 1 28 48 16 30

' The number of assisted households includes a small number of households with income above 50 percent of
then area medians. Therefore, the proportions of income-eligible households receiving assistance are somewhat
overstated. In addition, the FmHA provided rental assistance to 220,000 households. -Since no demographic data
are available for the latter, they are excluded from this analysis.

Source. Congressional Budget Office tabulations of the 1983 Annual Housing Survey and unpublished data
from the Department of Housing and Urban Development.

MAKE HOUSING ASSISTANCE AN ENTITLEMENT FOR POOR FAMILIES
WITH CHILDREN

Housing assistance could be made available to all families with
children at the lowest cost by expanding household-based aid." The
cost of an entitlement program for poor families with children
would depend on the participation rate, which is difficult to pre-
dict. Experience with the Experimental Housing Allowance Pro-
gram (EHAP) has shown that participation rates in programs of
this sort depend on several factors, including the size of the subsi-
dy, the program's housing standards, and the effort made to inform
eligible households that aid is available." The EHAP experience
suggests that, once fully phased in, an entitlement program for
poor families with children would aid about 50 percent of all such
households. As,,uming this eventual total participation rate, an en-
titlement program for low-income families with children would add
approximately $3.5 billion per year in 1985 dollars to current out-
lays. Given the uncertainty associated with actual participation
rates, however, the ultimate cost might be higher or lower than
this amount.

This option would reduce the uneven treatment of households in
similar economic situations and would provide the opportunity for
all poor families with children to be adequately housed without
having to spend more than 30 percent of their incomes in rent. In

"In recant ,sears, the "iew.construction approach has been virtually abandoned in favor of the
less costly Section 8 cxistitig housing program mid the recently introduced housing vouchers.
The major difference between the two latter program types is the length of the federal commit-
ment-15 years for Section 8 existing housing and 5 years for vouchers.

"For estimates of participation rates by various groups of households, see Ira S. Lowry, ed.,
Experimenting with Housing Allowances,- The Rend Corporate'', ,Csnibridge, Mass Oelgesch-

lager, Gunn and Hain, 1983), Chapter 4.
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addition, it would eliminate the need for public housing authorities
(PHA's) to ration aid among many applicants.

On the other hand, relying on the existing private housing stock
to provide standard housing might present problems, particularly
for large households that, in tight housing markets, appear to face
a shortage of units of adequate size within HUD's rent guidelines."
Furthermore, experience with EHAP has shown that participation
rates in entitlement programs of this sort fall far short of 100 per-
cent in both tight and loose housing markets. Therefore, in prac-
tice, disparities among households with similar incomes would be
likely to continue.

REDUCE BENEFITS FOR CURRENT RECIPIENTS AND EXPAND COVERAGE
FOR POOR FAMILIES WITH CHILDREN

Coverage of poor families with children could be expanded with-
out increasing current federal outlays, by reducing benefits for all
current participants through an increase in tenant rent payments.
Prior to 1981, assisted tenants contributed 25 percent of adjusted
income toward housing costs. In 1981 the law was changed, raising
rent payments to 30 percent of income, with the increase to be
fully phased in by 1986.

If tenant rent contributions were again increased to, say, 35 per-
cent of income, a total of $1.4 billion in annual savings would be
achieved in 1990 once the change was fully phased in. If those
funds were redistributed to aid additional eligible families with
children through Section 3 existing-housing assistance or vouchers,
an additional 368,000 households could be assisted. This strategy
would represent a move toward equalizing the distribution of hous-
ing assistance without affecting the federal budget. Many eligible
applicants would remain unserved, however, and the burden of
housing costs on poor families now being subsidized would increase.

REALLOCATE CERTAIN HOUSING ASSISTANCE TOWARD CASH GRANTS

Another way to equalize the treatment of low-income families
with children, while not raising federal outlays, would be to trans-
form some housing assistance into a smallerbut more widely
availablegeneral income subsidy. In the short run, the most ac-
cessible pool of money available for redistribution would consist of
annual outlays for household-based subsidies from the Section 8 ex-
isting- housing and voucher programs." While these sorts of subsi-

'"Under the new voucher program, a household is allowed to occupy a unit with rent above
the HUD payment standard, provided that the household pays the difference.

The amount of available funds would be fairly modest in the short run because of the fund-
ing inet.hanisms used in assisted housing programs. In the programs that support new construc
two uz rehabilitation of assisted housing units, federal commitments were made to the project
owners fur periods rangz from 13 to 90 years. These eummitments tak. different forms in vari
uus programs Under p uction programs in which projects are privately owned, the govern
merit guarantees rent subsidies fin tenants ur subsidizes projett mortgages. None of these funds
would be available for redistribution in the short run, unless the government offered monetary
incentives te indute project owners tio tonvert k unsubsidized status before the federal commit
meta runs out. Under the pubic housing program, by ontrast, projects arc; owned and operated
by lutal publc housing authorities XHietio, with the federal government paying the full capital
costs and, stnce the 1960s. a share of the operating costs as well. Payments for the capital costa
represent a lung term federal obligation and hence would nut be available for redistribution.
laymen's fur operating subsidies, on the other hand, art provided on on annual basis and tould

Continued



333

dies are tied to housing consumption because of the requirement
that assisted households occupy standard housing, they are already
much closer to general income transfers than are project-based sub-
sidies. This is particularly the case if a household does not move to
a different dwelling upon receiving housing subsidies. Also, the ma-
jority of households assisted under these programs are families
with childrenthe same target group as for the more widely avail-
able income supplement.

In 1985, the estimated expenditures for all household-based subsi-
dies under the Section 8 existing-housing and voucher programs
will amount, to $2 billion, providing assistance to about 803,000
households." The average subsidy to a family with children receiv-
ing assistance for the entire year will amount to almost $3,300. The
amount of cash assistance that could be provided per family with
children if this $2 billion were transformed into an entitlement
income supplement would depend on the definition of the eligible
group. If aid were limited to the 4.3 million renter families with
incomes below 50 percent of the area median who do not live in
projects that would continue to be subsidized, each family would re-
ceive about $470 of additional income per year in 1985 dollars. If
income eligible homeowners with children were included in the
target group, the annual average income supplement would de-
crease to $280 per household.

Implementation of this strategy would eventually eliminate
uneven treatment of poor renters with children, but only in the
very long run, once all federal commitments to project owners had
terminated. This option would, however, increase housing costs
substantially for those households that no longer would receive
housing aid. Currently assisted households with children would
lose up to 90 percent of their aid, and those households without
childrenprincipally the elderlywould lose all assistance. Many
of these households may have come to rely on their housing subsi-
dies and may have incorporated them in their housing consump-
tion decisions. Thus, some households might be forced to move
from their current residences upon losing housing assistance pay-
ments. In addition, based on experience with the EHAP program,
in the absence of requirements to occupy standard housing, a gen-
eral income transfer would not be likely to contribute substantially
to the goal of reducing the incidence of substandard housing, par-
ticularly in view of the limited increase in each household's
income.

presumably be Wraith:It-et:1 Without these subsidies, however, PHA., would have to increase
rents ..hurged to their tenants, mukaig this housing stuck unaffordable for the pour. This might
i.leate u Shurtage of housing available L. the pout, parta.ularly in some large iaties, where pubis.
housing may represent up to 15 percent of the total rental housing stock and a much larger
share of the units occupied by lowincome families.

"This figure exi.luder, over $1 billion of projected outlays fur various project-based subsidies
under the Sev;tiun 8 existing housing and mirderate-rehabilitatiuri programs. In these Lases, con-
tractual obligations to priget owners would prevent the release of funds for periods of up to 15
years. These subsidies include payments to households living in older prujetts that receive as-
sistance under HUD's largely inactive mortgage-subsidy programs.



CHAPTER V. OPTIONS TO DEAL WITH THE EFFECTS OF
POVERTY

While the poor can often be helped by policies that increase their
resources, some of their difficulties may be better dealt with by
programs that seek to prevent poverty or ameliorate fts effects.
Programs that identify nutrition and health problems, especially
for children and families most at risk, can help prevent the perma-
nent effects of undernutrition and can mitigate problems associat-
ed with hunger. Similarly, agencies that deal with child abuse and
help place children with adoptive parents or in foster homes can
reduce the incidence of child abuse and help families prevent its
recurrence. Education programs can offer remediation or other spe-
cial services designed to meet the special needs of some poor chil-
dren. Finally, adolescents may require special services to prevent
teenage pregnancy, or to help adolescent mothers become self-suffi-
cient. This chapter discusses options for dealing with each of these
services.

NUTRITION AND HEALTH SERVICESTHE SUPPLEMENTAL FOOD
PROGRAM FOR WOMEN, INFANTS, AND CHILDREN

The Supplemental Food Program for Women, Infants, and Chil-
dren (WIC) provides food assistance and nutritional screening to
low-income pregnant and postpartum women and their infants, as
well as to low-income children up to age five. Participants in the
program must have incomes below 185 percent of poverty and must
be nutritionally at risk.' Under the Child Nutrition Act of 1966,
nutritional risk is defined as detectable abnormal nutritional condi-
tions, documented nutritionally related medical conditions, health-
impairing dietary deficiencies, or conditions that predispose people
to inadequate nutrition or nutritionally related medical problems.2

Evaluations of the WIC program have found that it has had a
positive effect on reducing low birthweight among infantsa condi-
tion that is linked to poor pregnancy outcomes and increased prob-
ability of infant mortality. WIC has been especially effective for
teenage and minority mothers, as well as for others who are par-
ticularly at risk.' Although studies have also found that the pro-
gram has had positive effects on other problems, such as the inci-

Although states are free to set their upper aumme-eligibility limits between 100 percent and
18.i percent of poverty, the majority have used 18.; percent of poverty as the cutoff Senate Corn
mittee on Agriculture. Nutrition and Forestry, Child Nutrition Programs Description, History,
Issues, and Options" (January 19831, p. 62

Ibid., p. 61.
'General Accounting Office. WIC Evaluations Provide Some Fal,vrablc but no Conclusive

Evidence on the Effects Expected for the Spews' Supplemental Program for Women, Int3nts,
and Children" (January 30. 19841, pp. ii, iv, and v.
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dence of anemia, there is some debate over the conclusiveness of
these other findings.'

WIC is a grant program, and does not serve all who are eligible.
In 1984, $1.36 billion was appropriated for WIC, permitting it to
serve approximately 3 million women, infants, and children. Access
to the program is uneven, however. It is difficult to estimate what
proportion of the eligible population is servedprimarily because it
is not clear how large the eligible population is. While one can esti-
mate the number of women, infants, and children who are income-
eligible for the program (assuming the maximum income level), it
is not easy to ascertain how many also meet the nutritional risk
requirement. An estimated 30 percent of the income-eligible
women, 45 percent of the income-eligible infants, and 20 percent of
the income-eligible children were served in 1983.5 Some argue that
most low-income women and children have either some sort of nu-
tritional deficiency or an inadequate diet that could lead to such a
deficiency, and therefore that most of those who are income eligible
would also qualify as being nutritionally at risk.

If the Congress chose to expand WIC coverage to a greater pro-
portion AI' the eligible population, a number of options would be
available. It could:
, Increase appropriation levels to provide financial assistance to

states for the establishment or expansion of WIC programs in
high-priority areas that are currently underserved; or

Convert WIC to an entitlement under which states would be
reimbursed for each client served.

INCREASE APPROPRIATION LEVELS TO PROVIDE FUNDING FOR THE
ESTABLISHMENT OF WIC PROGRAMS IN HIGH - PRIORITY AREAS

The WIC program serves as a mechanism for identifying low-
income women and children who are at medical and nutritional
risk, and can link these women and children to the larger health
system through referrals.° Current appropriation levels mean, how-
ever, that states cannot serve the entire eligible population.

One means of expanding_ coverage, without creating an entitle-
ment, would be to increase funding by some fixed amount. For ex-
ample, if the Congress increased appropriation levels by $500 mil-
lion, the program could serve approximately 1 million additional
people.' This would increase coverageby either opening new WIC
programs or expanding current effortswithout increasing admin-
istrative complexity.

This kind of option would expand coverage with a relatively
small increase in total funding, yet leave future expenditures

Rad p. v The GAO report concluded that WIC had modestly pantive effects" in some
areas other than low birthweight cp. ui. The Department of Agriculture is currently engaged in
a major WIC evaluation, and the results should be released shcrtly.

'CEO calculations, based on March 1984 Current Population Survey. Note that these esia-
mates are based on the number of women, infants, and children whose household incomes were
below 183 percent of poverty. Individual 10.4.1i4 variations in income eligibility guidelines are not,
therefore, taken into account.

'See Mark Bendict, Jr., Toby H. Campbell, D. Lee Bawden, and Melvin Jones, 'Toward Effi-
ciency and Effectiveness an the WIC Delivery System" kWashington, D.C.. Urban Institute, April
1976).

Funding full the operation of 200 new average-sized WIC pilgrims approximately 300 cli-
ents each) would cost, for example, $31 million in 1986.
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under the control of the appropriation process. Proponents main-
tain that WIC is a cost-affective way of improving pregnancy out-
comes and maternal and child health. They also argue that WIC's
health-screening services allow for the early detection of potential.
ly disabling and costly illnesses and health problems. Finally, pro-
ponents point out that the provision c. additional prenatal care
would reduce future health care costs, as inadequate prenatal care
and nutrition are linked with increased costs of intensive care for
newborns, mental retardation, and other disablini health prob-
lems' On the other hand, people who question WIC s effectiveness
also question the appropriateness of expanding the program. Some
argue that the program already serves those who are most in need,
and that expansion is unnecessary.

CONVERT WIC TO AN ENTITLEMENT PROGRAM

WIC coverage could be extended to all eligible women, infants,
and children if it were converted to an entitlement program
under which each state would be reimbursed for as many eligible
clients as it serves. Under this alternative, an estimated 6.5 million
to 7.5 million people could be eligible for WIC on the basis of
income, costing up to $3.8 billion dollars in 1985 if every eligible
woman, infant, and child participated. It is, however, quite unlikely
that all income-eligible people would also meet the nutritional risk
requirement, or that they would all participate if found eligible.

Proponents of this option argue that it would remedy a major in-
equity in the current health system by extending WIC coverage to
all women and children who are at medical and nutritional risk.
Opponents argue against the creation of any new entitlement pro-
gram at this timemainly because eligibility would be based pri-
marily on income level and, hence, costs could be difficult to con-
trol. They also suggest that the evidence of WIC's effectiveness is
not conclusive, and that major expansions should not take place
without such evidence.

CHILD WELFARE SERVICES

Cud welfare services differ from the other programs discussed
in this chapter in two ways. First, these programs seek to help chil-
dren of all income levels who are neglected or abused by their par-
ents, rather than focusing only on the needs of poor children, al-
though a disproportionate number of these children come from low-
income families. Second, the level of state intervention is much
greater than in the other areas discussedthe child is frequently
in the partial or complete custody of the state, and parental rights
are usually at risk of being terminated.

Child welfare service programs include identification and protec-
tion services for abused and neglected children, foster care for
those childen who must be removed from their parents' custody,
and adoption assistance to help them obtain permanent homes. An

'Institute of Med,the, Prvventscig Low Birthweigl-st .Washington, D.0 Nativnal Academy
Press, 198.51. pp. 24-33.
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estimated 850,000 cases of child abuse and neglect were reported in
1981, and an estimated 273,000 children were in foster care.9

Funding for child welfare programs comes from state (and local)
sources as well as federal social service and child welfare funds.
One study estimated that 52 percent of all funds spent on child
welfare services in fiscal year 1982 came from state and local
sources, an additional 30 percent from the federally funded Social
Services Block Grant program (SSBG, or Title XX of the Social Se-
curity Act), 9 percent from Title IV-E of the Social Security Act, 5
percent from Title IV-B of the Social Security Act, and the remain-
der from other federal sources.' ° Comprehensive national data on
the number of children and families receiving various child welfare
services, and the costs of those services, are inadequate. The collec-
tion of such data would greatly improve efforts to evaluate current
services and programs, and to assess policy options in this area.

Although child welfare services are for children of all income
levels, children from low-income families are overrepresented in
the child welfare system. Low-income families generally do not
have the assets to deal with the various crises that commonly con-
front all types of families, and can find it difficult to afford the nec-
essary services. They are, therefore, obited to turn to public pro-
grams for aid. Consequently, the incidence of reported cases of
child neglect (in particular) is Lther among low-income families,
but, the difference from higher-income families is probably over-
stated." In addition, after being removed from their homes, poor

Martha R. Burt and Karen J. Pittman, melt:ling the Helpless. The Impact of Changes in
Support Programs During the Reagan Administration," discussion paper by the Urban Insti
tute a Changing Domestic Priorities Project tWashington, D.C. Urban Institute, October 1984), p
13

Jeffrey Koshel and Madeleine H. Kimmich, 'Summary Report on the Implementation of
P.L. 96-272" (Washington, D.C.. Urban Institute, September 1983), p. 24.

The Social Services Block Grant 4SSBG, is the primary source of federal funding for social
services. Within broad fzderal guidelines, states, are allowed to choose the services they wish to
fund. design their own programs, and establish their own eligibility criteria. Services funded
through the SSBG include child welfare services, 1.11.1d care, adult protective services, homemak
er services, and others. The estimated fiscal year 1985 outlays are $2.8 billion

Tile IV-E of the Social Security Act is an entitlement program that provides matching funds
to the states fur foster are maintenance costs. These funds, however, ale restricted to children
who were eligible for AFDC when they entered the foster care system, and who met other eligi
Witty requirements as well. Legislation enacted in 1980 required that, by October 1983, there
must be reasonable effort made to provide all children receiving foster care under Title IV E
with prevention and reunification services, and that the date would not be able to receive fund
ing (or children for whom such efforts had not been made States are not, however, allowed to
use Title IV-E funds to pay for these services. The fiscal year 198.; estimated outlays are $527
million, which includes $42 million in prior year claims.

Tale IV-B of the Social Security Act gives states matching funds to provide a range of child
welfare services. Title IV-B is authorized for 1983 at $266 million, although estimated 1985 out
lays are $200 million. Legislation enacted in 19R0 4P.L. 96-2721 required that none of the Title
IV-B funds above the 19.9 level of $::6.r, million be spent on foster care maintenance costa, em
pioyment-misted child care, or adoption assistane, in order to encourage the development of
alternative services. This legislation aisu included other requirements that were designed to pro
vide states with incentives to provide prevention and reunification services.

One study found, in the late 1970 s that approximately 39 percent of the child neglect cases
and 2b percent of the child abuse cases receiving services were from AFDC families. Ann Shone
and Anna Schroeder, National Study of Social Services. to Children and Their Femilies" (Rock
vile. Md.. Westat. Inc.. 1973i, cited in Burt and Pittman, "Helping the Helpless (Washington,
DC Urban Institute, 19841, p. 22 Another study estimated that almost hal: of the protective
services caseload comprised families that had received public assistance Data from the Nation
al Center for Child Abuse and Neglect, cited in Burt and Pittman, "Helping the Helpless;' p
19., In contrast, during the bailie period, approximately 6 percent of all children were in families
that received AFDC (Mid , p. 2'2).

The high incidence of reported cases :Among the poor probably overstates thy, actual difference
between income levels, however, because upper and middle income families are far more likely

Continued

C3 5 8



338

and minority children face more difficulties in returning to their
parents' homes or in being placed in other permanent homes.' 2

Recent years have seen an increasing effort to keep families to-
gether by providing both prevention and reunification services. The
first are services that can help prevent or stop the incidence of
abuse and neglect, and therefore prevent the parents from losing
custody of the child, these include 24-hour access to intensive
family-based services, homemaker services, counseling, child care,
emergency temporary shelters, and crisis intervention. Reunifica-
tion services, on the other hand, help the family to resolve its prob-
lems and to regain custody of the child if custody has been lost;
such services include family and individual therapy, child care,
counseling, and a number of service, related to the transition and
the follow-up after the child has been returned to the home. Effec-
tive prevention and reunification services can reduce family break-
upsthereby maintaining the integrity of the family as well as
avoiding the high costs of maintaining a child in foster care (1984
average annual payments were appro).::nately $5,600).'3

The Adoption Assistance and Child Welfare Act of 1980 (PI. 96-
272) was developed, in part, to provide states with incentives both
to avoid the unnecessary placement of children in foster care
through prevention services, and to reduce the duration of the
placement by first working to reunify the family and, if unsuccess-
ful, arranging for the child to be adopted. Funding these services is
essentially limited to state and local sources, the SSBG, and Title
IV-B.

Although no national data are available, some evidence suggests
that states have had difficulty in fully developing and implement-
ing the prevention and reunification service systems required by
this act.'4 One reason may be the constraints placed in recent
years on each of the main sources of funding for child welfarethe
reductions in the Social Services Block Grant, slower growth in
Title IV-B funding than had been expected when Public Law 96-
,272 was passed, and the fiscal difficulties experienced by many
statesin conjunction with an increased demand for crisis serv-
ices."

to have access to private sources of support and counseling, and therefore are nut as likely to be
reported to the authorities

For examine, minority children are in care longer. Black parer.ts have their parental rights
terminated *meaning the child is permanently removed Lin ',rental custody, more often, but
their children are adopted less often. Burt and Pittman. "Helping the Helpless," pp 19, 28, and
33.

The average cost figure cited here is based on the average payment for children in the Title
I% -E AFEC foster care program only. Casts for foster care vary ly by state. by age level of
the child, by the location of 'Are *private home or enstrtuttoro, aid sometimes by specia/ needs
demgnatwn. Fur example, in 1980 the last time foster care paymeat data were broken down in
this war. average annual AFDC payments fur children in foster-family homes were $3,000,
while average annual payments fur child care institutions were $14,000. "Social Security Bulle
tin;' vol. 44, no. 11 (November 1981), p. F,3.

For example, a six-state survey conducted by the Urban Institute found that only two of
the SIX budes expanded their state funding fur preventive services. It also found that some states
had W choose between maintaining funds for current crisis services and providing funds for new
prevention services. Not surprisingly. it appears that funding for crisis services was maintained
ii(khel and Kimmich. 'Summary fie po rt on the Implementation of Public Law 96 2727 p 8

' The number of reported cases of child abuse and neglect doubled between 1976 and 1981
This increase IS attributed to a eumbmation of factors. including an increase in the public
awareness of the problem and an actual increase in the incidence of abuse partly resulting from
....tress caused by increased unemployment and related financial difficulties. Burt and Pittman,
'Peiping the Helpless," pp 23-24
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If the Congress decided to further the development of prevention
and reunification services in the child welfare system, it could.

Increase funding for the Social Services Block Grant (SSBG),
and earmark the additional funds for child welfare services;
and

Provide incentive funding to foster innovative state approaches
to prevention and reunification, as well as funding to evaluate
and disseminate information about such approaches to other
states.

INCREASE FUNDING FOR THE SOCIAL SERVICES BLOCK GRANT, AND
EARMARK THE ADDITIONAL FUNDS FOR CHILD WELFARE SERVICES

This option would earmark additional funds for the development
of prevention and reunification services for low-income farnilies.'6
It would increase the states' ability to develop the services mandat-
ed by the Adoption Assistance and Child Welfare Act of 1980.

Although several states are in good fiscal condition, proponents
of this option argue that some states do not currently have the re-
sources to develop prevention programs. They maintain that the
development of such services should not depend on the fiscal condi-
tion of individual states. Further, they contend that such services
are cost-effective because they reduce the need for foster care. Op-
ponents maintain that this option would restrict the ability of state
governments to determine their own service priorities, thus partial-
ly reversing the block grant process. Some also argue that the of
fectiveness of preventive services has not yet been established, and
that funding therefore should not be focused on this area.

PROVIDE INCENTIVE FUNDING TO FOSTER INNOVATIVE STATE
PREVENTION AND REUNIFICATION SERVICE PROGRAMS

Additional funding could also be provided to encourage innova-
tive approaches to help low-income families in the child welfare
system.

Although several approaches are possible, one alternative would
be to allow states to receive additional funds up to 10 percent of
their Title IV-B funding to develop prevention and reunification
programs. This would cost a maximum of $20 million for 1985.
These programs could include an evaluation component to examine
the effects and costs of different approaches. The federal govern-
ment could also provide funds (through the Children's Bureau) to
encourage the collection and dissemination of information about
new prevention and reunification efforts. Some states have already
developed innovative programs, and information could be dissemi-
nated about these current efforts as well.

Two existing programs, described below, illustrate state initia-
tives that might be fostered by increased federal funding. The first
provides an innovative alternative to out-of-home care for low-
income families, and the second aids selected families who are
trying to regain custody of their children.

"1"u ensure expansion of eervu., rather than merel, substautaun of federal for state fund-
ing, the legislation would have to include a maintenance of effort clause.
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Emergency cash fund for child protective services
In 1979, New Jersey implemented a statewide program that es-

tablished an Emergency Cash Fund for families whose children
have been identified as being neglected or abused. The program
proviies families with payments to help them resolve emergency
situations such as rent problems, food shortages, and utility cutoffs.
The program is intended to prevent immediate harm to children, to
prevent the out-of-home placement of children, and to improve the
relationship between the client and the caseworker. The service
was to be used only if all other resources had failed."

Evaluations of the program have found that the grants, which
averaged $123, had positive effectshelping families overcome
crises, and allowing the welfare agencies to respond quickly to
problems that presented potential danger to the children. Specifi-
cally, the evaluations found that, in the majority of cases, the

ncy decided there was no longer any danger to the child less
than 1 year after the cash assistance was awarded, and so closed
the case. Eighty percent of the caseworkers reported that the par-
ticular problem that had elicited the cash assistance had not re-
curred in the following year, and 69 percent reported that the fami-
ly's situation had improved or that the grant had helped to main-
tain the family's integrity. Almost 40 percent of the caseworkers
found that the emergency assistance allowed the family to stay to-
gether when they otherwise would have had to separate. The eval-
uations tentatively concluded that the fund was able to prevent
both the continuation and the reemergence of crisis situations, and
apparently had a measurable effect in preventing the placement of
children outside their homes."
The family reunification benefits program

Massachusetts recently implemented the Family Reunification
Benefits Program (FRBP), an effort to assist poor families (primari-
ly AFDC recipients) whose children have entered foster care. It ad-
dresses the fact that parents whose children are placed in foster
care usually lose some or all of their AFDC benefits. At the same
time that the parents face reduced income, however, they are ex-
pected to resolve the problem that caused the placement, as well as
maintain an adequate home so the children will be returned.

The FRBP pros ides cash benefits to AFDC-eligible families whose
children are either expected to be in care for 6 months or less (FRB
Short-Term Placement Benefits), or are expected to be returned
home in 3 months (FRB Return Home Benefits).'9 The benefits are
provided to families only once. This program has not yet been eval-
uated.

Other localitoes have implemented similar programs For example, the San Francisco De
partment of Sa.ial Services operates an emergency assistance program with funding from pri
vate foundations and corporations.

"Leroy H. Pelton and Elizabeth Fuccello, An Evaluation of the Use of an Emergency Cash
Fund in Child Protective Services +December 19784 and Elizabeth Fuccello and Fred Lowe, "A
Follow-up Evaluation of the Use of an Emergency Cash Fuad in Child Protective Services- (0c
tober Itibuo, Bureau of Research, Division of Youth and Family Services, New Jersey Depart
ment of Human Services.

'Families eligible for the FRBP include those who continue to receive AFDC for other chil-
dren bull in the home, as well as those whose AFDC payments stopped when the child was
placed.

r.
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TARGETED EDUCATION PROGRAMS

Poor children are more likely than others to fare badly in school,
for a variety of reasons. Their parents tend to have less education
themselves, and in some cases their homes may provide less sup-
port for learning the skills and information on which success in
school depends. About half of poor children live in single-parent
homes, and their parents may find it particularly hard to provide
resources and time for their children. A variety of other effects of
povertyincluding factors as diverse as poor nutrition, inadequate
medical care, and psychological stressmay interfere with poor
children's performance and learning in school. In addition, local-
ities with high concentrations of low-income students may find it
particularly difficult to raise funds to pay for high-quality educa-
tion programs.

Many federal programs, including some outside the area of edu-
cation itself, could help the school performance of many children.
This section considers two options for changing programs with a
major emphasis on education. expansion of Head Start, and in-
creased funding for compensatory education.

EXPAND HEAD START

Head Start, first authorized in 1964 by the Economic Opportuni-
ty Act, provides a wide range of services to low-income children
and their families in the context of a preschool child care program.
Its goals are diverse and include both helping the children and
their families with their present circumstances and lessening the
disadvantages faced subsequently by many such children in school
and in future work. The services provided include child care with a
developmental orientation, physical, dental, and mental health
services (including screening and immunizations); and nutritional
and social services. Parental involvement is extensive, through
both volunteer participation and employment of parents as Head
Start staff. Formal training and certification as child care workers
is provided to some parents through the Child Development Associ-
ates program.

Head Start primarily serves children between the ages of 3 and 5
and their families. More than 90 percent of the children served are
poor, and over 10 percent are handicapped. In fiscal year 1985, ap-
proximately 450,000 childrenabout 19 percent of 3 to 5 year-old
children in povertyare expected to be served in full-year Head
Start programs." Only about one-fifth of those served, however, are
in full-day programs (more than 6 hours per day).

Head Start is effective as a means of providing services to its
target population, but its impact on the subsequent school experi-
ence of children in the program remains unclear. On the one hand,
a small number of carefully designed studies have demonstrated
that preschool education programs can substantially decrease the
frequency of school failure among poor children.2t One study also

"The estimate of the proportion of poor hildren served by Head Start in fiscal year 1985 is
based on the assumption that the 1985 poverty rate will fall to 1931 levels.

"See. for example. J R BerruetaClement and others. "Changed Lives. The Effects of the
Perry Preschool Program on Youths Through Age tYpeilanti. The High/Scope Press, 193414

Continued
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found substantially higher employment rates and lower rates of de-
tention and arrest among poor 19-year-old youths who had been
provided preschool education.22 On the other hand, the evidence is
ambiguous concerning the extent to which Head Start itself has
demonstrated such success. This ambiguity reflects the difficulty of
finding control groupsthat is, groups of children excluded from
Head Start who could be considered truly comparable to those in
the programwhose performance could indicate how Head Start
children would have fared without the program. It also reflects the
difficulty and expense of following large groups of children for
many years to monitor their experiences in school.

Expansion of Head Start could serve a number of disparate pur-
poses, including. providing high-quality child care that meets clear
standards to children of working parents currently receiving less
adequate care, increasing access to social services, health screen-
ing, and health services such as immunization, providing helpful
cognitive stimulation to the children, perhaps decreasing the likeli-
hood of later school failure or unemployment, providing benefits,
through parent participation and changed parental behavior, to
siblings of enrolled children, making it feasible for additional par-
ents to work by providing child care, and providing employment
and training for the mothers of some low-income children and
other low-income adults.

Additional money could be used for a variety of purposes, includ-
ing:

Extending services to a greater proportion of poor children in
the 3-to-5 age group;
Increasing the proportion of children receiving full-day serv-
ices; or
Extending services to children under age 3.

Extending the current services to more 3-to-5-year-olds would
have the advantage of increasing the number of children served,
maximizing for each additional dollar the number of children re-
ceiving such services as immunizations, health screenings, and im-
proved access to social services. Its drawback is that it would prob-
ably do less to free additional parents to work than would increas-
ing the proportion of children receiving full-day services. On the
other hand, given the small proportion of children now receiving
full-day services, the second option could consume large amounts of
additional funding before any additional children were served.

Extending services to children under age 3 would have two prin-
cipal advantages. First, it would provide the diverse benefits of the
program to children at very young ageswhen in some cases their
effects might be greatestand for a longer period of time. Second,
it would free some parents of very young children to work. On the
other hand, extending services to younger children would have sev-
eral drawbacks. The cost per student would be higher for any given
level of quality of care (because of the higher staff-to-student ratios
required for younger children). It would require changes in the op-
eration of centers and training of staff. To the extent that this

and R Darlington and others, Pre,achool Program:, and Later School Competence of Children
from LowIncome Families," Science. vol. 208 iltpril 11.198M, pp 202-204

22 BerruetaClement, "Changed Lives "
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change resulted in children remaining in the program longer, it
would do less to expand the number of children served than would
many other options. Finally, taken alone, it would do nothing to
solve the employment problems experienced by parents because of
half -day programs.

The costs of sizable expansions of Head Start could be high. The
average annual cost per child is now approximately $2,400. Ex-
panding services to additional children in areas that currently
have centers would probably cost nearly as much on a per-child
basisroughly a quarter of a billion dollars per additional 100,000
children served. Extension of services to areas in which no services
are currently provided (generally, rural counties with small popula-
tions) would cost considerably more, because of the high costs of
transportation in rural areas. Extension of the program to full days
would be the cheapest option on a pet-I:lour basis because of fixed
costs (such as rent).

INCREASE FUNDING FOR COMPENSATORY EDUCATION (CHAPTER 1)

Chapter 1 of the Education Consolidation and Improvement Act
of 1981 (formerly, Title I of the Elementary and Secondary Educa-
tion Act) prov ides funding for compensatory education programs
for low-income and "educationally deprived students. Funds are
allocated to districts and schools on the basis of the number of low-
income children, but children are selected to receive services on the
basis of their level of achievement, independent of their income.
The purpose of the program is twofold. to help disadvantaged stu-
dents improve their educational performance, and to provide fiscal
relief for districts burdened by larger numbers of poor children
with special educational needs.23

Title I was found to be highly effective in targeting fiscal relief
to districts with large numbers of poor children." Evaluations have
also consistently found that the program has positive short-term ef-
fects on student performance. Evidence about its longer-term
impact is more mixed, as some studies show a teadency for former
compensatory education students to regress somewhat (in terms of
their percentile ranking among all students) after leaving the pro-
gram." On the other hand, groups that are the primary recipients
of these services (such as minority students and students attending
disadvantaged urban schools) have shown relative gains in achieve-
ment in recent years, and some observers suggest that this may re-

23 Omnibus Budget Reconciliation Act of 1981, section 552
"'The awst ret.t-nt ct,ciluation of the distributional impact of federal compensatory education

funding was conducted in the mid 1970s by the National Institute of Education, Title I Funds
Allocation The Current Formula' iSeptember 30, 197). The effect of subsequent legislated
changes is therefore unclear,

"See, for example, Education Department, Annual Evaluation Report, Fiscal Year 1982,-
pp 29 32, and R M Gabriel, 'Sustained Achievement of Differential Patterns of Compensatory
Education A Longitudinal Data Base," in fv Stonehill iChairi, The Sustained Achievement of
Tale I Chapter 1 Students A National Study 1Sympvsiuni presented at the annual meeting of
the American Educational Research Association, April 198:7) i Preliminary findings from some
recent research suggest that skills in the arms that are must emphasized and practiced in com-
pensatory programs arc often nut lust Rather, the tendency of former compensatory students to
full back in terms of their percentile ranking after leaving the program appears to stem from a
loss of less -emphasized skins and ptrhapt. an Anab.1 to master new nautertal subsequently pre-
sented in regular classes at a .,u scantly rapid rate. Ruben M. Stonehill, personal communica-
tion, May 1985.1
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flect the effects of this program." While compensatory education
may have played a role in this trend, however, such a role has not
been clearly documented.

While appropriations for Chapter 1 have fluctuated relatively
little in recent years and are currently about 14 percent above the
level of 1979, the real level of support provided by these appropria-
tions has been seriously eroded both by inflation and by the grow-
ing number of children in poverty. In real terms, the 1985 appro-
priation for Chapter 1 is roughly 29 percent lower than the 1979
appropriation. The real funding per poor child has declined even
more markedly; in 1983 (the last year for which data on the
number of children in poverty are available), real appropriations
per child in poverty were 53 percent of the 1979 level. While the
number of poor children in 1985 is not yet known, it is likely that
1985 Chapter 1 appropriations per poor child have increased mod-
estly since 1983 but remain far below the 1979 leve1.27

Increasing Chapter 1 by $1.5 billion would fully offset the decline
of real funding levels attributable to inflation, but would offset
none of the additional erosion caused by the increased number of
children in poverty." This would enable districts to extend services
to some of the newly poor children who are in need of compensato-
ry education. It would also enable some districts to maintain spe-
cial services for a longer part of some children's schoolingwhich,
the evidence suggests, may be necessary to maintain the gains
shown by some compensatory education students. On the other
hand, given current budgetary constraints, channeling such a large
amount of money into Chapter 1 might reduce funding available
for other services for children in poverty that some might consider
more urgent. Some also argue that since the program s long-term
impacts are less clear, funding should not be expanded.

SERVICES RELATED TO ADOLESCENT PREGNANCY AND PARENTHOOD

Problems of adolescent pregnancy and parenthood are central to
any discussion of INA erty among children. Teenage mothers, and
women who became mothers when they were teenagers, are very
likely to be pour, and they comprise a disproportionate share of the
AFDC population. Adolescent parenthood is therefore related to
poverty experiences among two groups of childrenteenagers, who
are themselves still children, and their children.

The rest of this chapter describes problems of teenagers who
have children and then examines options to prevent teenage preg-
nancy or to reduce poverty among teenage parents.

`See, fin example, Archie E Lapointe, Statement to the Subcommittee on Elementary, Sec
Undt1/3, and %ocatiorial Education of the House Committee on Education and Labor, January 31,
1984.

'Between 1383 and 198:), total Chapter 1 appropriations increased only slightly more than
enough to offset inflation. The number of children in poverty, however, is likely to have de
ceased as a result of the torrent ei.unumic recovery. If the number of poor children in 1985 is
equal uothe number in 1.980a rather optunistii. assumption real Chapter 1 funding per child
in poverty in 1985 would be 63 percent of that in 1979.poverty

overlap between children in poverty and those showing the chronic low achievement
that is the focus of compensatory education is nut complete, and an unknown proportion of
newly pour childern do nut require the services typically provided under Chapter 1, although
they may require other spetial services. Accordingly, real appropriations per poor child in need
of compensatory education have fallen by less than have real appropriations per poor child,
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THE PROBLEMS OF PREGNANT ADOLESCENTS AND ADOLESCENT PARENTS

Adolescent pregnancy and parenthood have received increasing
attention in recent years. Three trends are of particular concern.
First, the adolescent pregnancy rate rose steadily throughout the
1970's, although its growth appears to have leveled off in the last
few years (see Chart 2).29 Over one million teenagers have become
pregnant each year since 1974. Using pregnancy rates from the
late 1970's, it was projected that four out of every ten girls aged 14
would become pregnant before they were 20.3° Second, although its
rate of growth has also slowed recently, the use of abortion by ado-
lescents increased during the 1970'srising from 24 percent of all
adolescent pregnancies in 1973 to 39 percent in 1982.3' Third, the
birthrate of unmarried teenagers has risen by 29 percent between
1970 and 1982 (see Chart 3). When combined with the increasing
propensity of teenagers to raise their children themselves rather
than allowing them to be adopted, this trend has resulted in in-
creasing numbers of single teenage parents. These rates and trends
differ among races, with birthrates and unmarried birthrates sub-
stantially higher among blacks and other minorities than among
whites. In recent years, however, the unmarried birthrate among
whites has increased substantially while that of blacks has de-
creased.

Adolescent pregnancy and parenthood are of particular concern
because they are clearly linked to poverty and long-term welfare
dependency. Adolescent parenthood is associated with a series of
related events that increase the new family's likelihood of being
poor. These include a greater risk of pregnancy complications, re-
duced schooling, an increase in single parenthood coupled with in-
adequate child support, larger subsequent family size, and lower
earnings.

Teenage mothers are much more likely to have medical compli-
cations during pregnancy than other mothers. For example, teen-
age mothers have higher rates of toxemia, anemia, and prolonged
labor; higher rates of infant mortality, and more babies that are
premature or have low birthweight.32

Many of these complications seem to be linked to the level of pre-
natal care rather than to the young age of the mother (particularly
for teenagers between the ages of 15 and 19), and can be largely
eliminated if the pregnant adolescent obtains early, high-quality
prenatal care.

"AU statistics arc for adolescent females aged 1. 19, unless otherwise specified. Pregnancy
and abortion data are from the Alan Guttmacher Institute 4,AGI), and birthrate data are from
the National Center fur Health Statistics NCHS,, Advance Report a Final Natality Statistics,
1982, vol. 33, no 6, Supplement (September 28, 1984).

"C Tietze, "Teenage Pregnancies. Looking Ahead to 1984," Family Planning Perspectives
1978), cited in Alan Guttmacher Institute, 'Teenage Pregnancy. The Problem That Hasn't Gone

Away" (New York: AGI, 1981), p. 2L
"The increased use of abortion, in combination with other factors. has resulted in a decrease

in the birthrate among all adolescents over the same period.
"Low birthweight is associated with increased infant mortality rates, birth injuries, and neu-

rological defectsincluding mental retardation, cerebral palsy, and epilepsy.
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Chart 2.

Adolescent Pregnancy Rate and Outcomes, 1970.1982'
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'Pregnancy, aborting, and miscarriage data are not available before 1972 because abortion was not legal in
many areas at that time.

SOURCE. Congressional Budget Office. Pregnancy and abortion data from the Alan Guttmacher Institute,
unpublished data. Birth data from National Center for Health Statistics, Advance Report of
Final Natality Statistics. 1982, vol. 33, no. 6, Supplement (September 28, 19841, p,16

Chart 3.

Adolescent Birthrates, 1970.1982
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Young parents are far more likely to drop out of school than are
other teenagers, which substantially affects their future ability to
be self-sufficient. Although dropout rates among teenage parents
have fallen in past decades, a large majority of teenage mothers
are not enrolled in school nine months after giving birth." The
causal relationship between dropping out and adolescent parent-
hood appears to be two-directional. those who are parents find it
more difficult to stay in school, and those who have no motivation
to stay in school are more likely to become adolescent parents.

Although many teenage mothers marry before age 20, their mar-
riages tend to be unstable; it is likely, therefore, that a teenage
mother will spend at least a portion of her life as a single parent
whether or not she marries the father of the child. Moreover, teen-
age mothers receive very little financial aid from the fathers of
their children.34

Having a child as a teenager substantially increases the likeli-
hood of eventually having a large family. Moreover, parents who
have had children as adolescents can find it difficult to support
their families both initially and later on, as they frequently have
lower-paying jobs than do those who have delayed childbearing.
Partly because of the combination of these two factorslarge
family size and low wagesthe poverty rate among single mothers
climbs steadily with each additional child.

As might be expected, a disproportionate number of welfare re-
cipients are teenage parents and women who have been teenage
mothers. In 1975, more than 60 percent of AFDC recipients under
the age of 30 were estimated to have been teenage parents, as com-
pared with 35 percent of the rest of the under-30 female popula-
tion 35 Moreover, mothers under 30, who are nonwhite, unmarried,
and high school dropouts, are likely to be dependent on welfare for
long periods of timetheir average stay on welfare being 10
years 36 Because of this pattern, teenage parenthood is costly not
only for those involved, in terms of quality of life and opportuni-
ties, but also for the government. An Urban Institute study esti-
mated that the federal government spent $8.55 billion in 1975 on
AFDC households where the mother was a teenager when she had

One study found that the proportion of pregnant adolescents enrolled in school five months
before giving birth rose substantially between 1968 and 1979from 20 percent to 42 percent for
whites, and from 45 percent to 70 percent fur blacks, Although the proportion enrolled nine
months after giving birth also rose, the enrollment levels were much smallerrising from 5 per-
cent to 17 percent for whites and from 15 percent to 39 percent for blacks. Frank Mott and Nan
L Maxwell. "School-age Mothers. 1968 and 1979" (19814 cited in Richard F. Wertheimer and
Kristin A Moore, "Teenage Childbearing. Public Sector CostsFinal Report'. %Washington, D.C.,
Urban Institute Project Report, December 1982). p 7.

"In 1978, only 6 3 percent of all never married mothers received child support, and only 16
percent of all single mothers between the ages cif 18 and 24 received child support. Department
of Commerce, Bureau of the Census, "Child Support and Alimony. 1978 %Current Population
Reports, 1981), p 13 Adolescent fathers are unlikely to be able tu provide substantial financial
support to the mothers of their children. as they tend tu drop out of school earlier and have yobs
with low pay rates.

"K Moore, "Teenage Pregnancy and Welfare Dependency," Family Planning Perspectives,
vol 10, no 4 (19784 p 234 Moore and Burt, "Private Crisis, Public Cost Policy Perspectives on
Teenage Childbearing" (Washington, D.C. Urban Institute. 1982).

"Mary Jo Bane and David T Ellwood, "The Dynamics of Dependence. The Routes to Self-
Sufficiency," Department of Health a.id Human Services Contract Report &Cambridge, Mass,
Urban Systems Research and Engineering, Inc.. 1983), p. 50.
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her first child." Another study estimated that each of the estimat-
ed 442,000 teenage first births in 1979 would cost the federal, state,
and local governments together an average of $18,700 in additional
health and welfare costs over the next 20 years."

REDUCING THE INCIDENCE OF ADOLESCENT PREGNANCY

The first set of options considered here are those that prevent
the incidence of teenage pregnancy, those that seek to minimize its
adverse consequences are examined next. Options to avoid preg-
nancy are important because once the adolescent becomes preg-
nant, the choices and interventions become more difficult, more
traumatic, and more expensive. Teenage I regnancy can be prevent-
ed both by encouraging adolescents to Ostain from sexual rela-
tions and by providing effective birth control for those who are sex-
ually active. In devising pregnancy prevention strategies, it is im-
portant to recognize the high rates of sexual activity among teen-
agers. In 1979, half of female adolescents 15 to 19 years old and 7
out of 10 male adolescents 17 to 21 years old reported having en-
gaged in premarital sexual activity.39 Since many pregnancies
occur within the 6 months following first intercourse, effective pre-
vention effortsparticularly in the area of family planningwould
have to be directed to all teenagers, regardless of whether or not
they have engaged in sexual activity.40

Programs that work to reduce teenage birthrates, as compared
with those that provide services after pregnancy, result in substan-
tial savings to federal and state governments. A study made in
1981 using a simulation model estimated that reducing the birth-
rate of teenagers under 20 years of age by one-half would lead to a
25 percent reduction in AFDC costs in 1990, while halving the
birthrate of only those teenagers who are under the age of 18
would result in saving of 12 percent of AFDC costs.41

Considerable controversy exists as to what motivation teenagers
have to avoid sexual activity and early parenthood. Some believe
that many teenagers, particularly those who are poor, have no mo-
tivation to avoid early parenthood because they do not feel that
education and employment opportunities offer them an alternative
way of life." This would indicate that at-risk populations need

Wertheimer and Moore, 'Teenage Childbearing," p. 24. A large kir,rtion of these costs are in
the AFDC program, as these wumen form a substantial part of the Ai'DC population The rest is
for Medicaid and food stamps.

"SRI International, An Analysis of Government Expenditares Consequent on Teenage
Childbirth," prepared for the Population Resource Center (February 1979), p. 5.

" Melvin Zelnik and John F. Kantner, 'Sexual ontraceptive Use and Pregnancy
Among Metropolitan-Area Teenagers. 1971 1979; Farni:y Planning Perspectives, vol 1Z no 5
iSeptember,October 19804 pp. 230-231. This survey inluded only teenagers living in Standard
Metropolitan Statistical Areas SMSAsi. It used different age. ranges for males and females be
cause surveys indicate that teenage wumen are most likely to be involved with men about two
years older than they are

" One study found that up to half of premarital first pregnancies occurred during the six
months following first interi.ourse. Laurie S. Zabin, John F. Kantner, and Melvin Zelnik, The
Risk of Adolescent Pregnancy in the First Months of Intercourse, Familg Planning Perspec
trots (1979), cited in Alan Guttmacher Institute (AGIL "Teenage Pregnancy, p. 74

1 Wertheimer and Moore, "Teenage Childbearing," p. 186.
This is somewhat substantiated by studies finding that adolescent parents tend to have

lower educational expectations, and that adolescents who have higher education and employ
ment expectations are more likely to delay sexual ai.tivity and are less likely to have children
while adolescents.
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services that emphasize real opportunities through education and
employment. Others argue that many teenagers become pregnant
in order to obtain welfare (primarily AFDC) benefits. It is inherent-
ly difficult to test this hypothesis, but the evidence that does exist
does not support it." For. example, less than one-fourth of the
pregnancies occurring to teenagers who do not marry are reported
as intentional. In any event, many factors have been shown to play
important roles in determining teenage sexual activity and contra-
ceptive use. These include low self-esteem and aspirations, igno-
rance about pregnancy and contraception, fear or embarrassment
about contraceptive use, and concern about the effect of sexual ab-
stinence or contraceptive use on the relationship.

Current federal efforts to reduce the incidence of teenage preg-
nancy take two approaches. First, the Adolescent Family Life Pro-
gramof the Office of Adolescent Pregnancy Programs in the De-
partment of Health and Human Services--is allowed to spend
about one-fourth of its funds (approximately $3 million) for the pre-
vention of teenage sexual relations. The prevention component of
the program funds demonstration projects that focus primarily on
helping parents both to educate their children on sexual matters
and to encourage their teenagers to abstain from sexual relations.
Second, the federal government helps finance family planning serv-
ices for, among others, sexually active teenagers. Possible federal
options include expanding family life education efforts and target-
ing family planning services toward adolescents.

Increase assistance for family life education programs
One way both to discourage teenagers from engaging in sexual

activity and to encourage responsible behavior among those who
are sexually active is through comprehensive education efforts,
sometimes called family life education courses. Such courses teach
adolescents about a number of issues they will face as young
adults, including decisionmaking skills, family life, and financial
management, though they generally focus on providing students
with sexuality education." Sexuality-education courses usually in-
clude information on sexual responsibility and family planning, as
well as discussions of values and decisionmaking.

Evaluations of sexuality-education programs have found that
most served to increase knowledge about issues surrounding sexu-
ality and that such programs did not increase the incidence of
sexual activity. The component of sexuality-education programs
that seems most important in reducing pregnancy rates is the pro-
vision of accessible clinic services.'5 Programs with medical compo-

" A number of studies have examined the hypothesis that the availability of welfare benefits
causes teenagers to become pregnant Most have found little or nu evidence for thts, although a
few have concluded that the availability of welfare benefits could play a role in a small propor-
tion of the total number of teenage pregnancies. There 15 some evidence that the availability of
welfare may influence a pregnant teenagers decision about questions such as whether to raise
the child. get an abortion, have the child adopted, or marry the father of the child. The specific
incentives. howevet. depend un the specific AFDC policies of the state. Moore and Burt, Private
Crisis" pp. 107-113.

"The Life Planning Curriculum, offered by the Center for Population Options, ts an example
of a curriculum that covers a broader range of topics and dues nut focus only on sexuality educa-
tion.

"Douglas Kirby, "Sexuality Education An Evaluation of Programs and Their Effects (Santa
Cruz, Calif Network Publications, 1984), pp. 1 3 and 13. Similar findings are tn. Melvin Zelnik
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nents were found to be successful in increasing contraceptive use
and substantially reducing pregnancy rates."

Although the Department of Health and Human Services funded
some family life education initiatives in the 1970sthrough the
Office of Family Planning and the Centers for Disease Control
such efforts have been largely discontinued. Current efforts are
limited to the Adolescent Family Life Program, which funds a few
family life education demonstration programs that focus primarily
on promoting abstinence from sexual relations, and to the Depart-
ulna of Education, which p,ovides schools with technical assist-
ance in this area upon request.

Federal assistance for family life education initiatives could be
expanded by providing increased financial and technical assistance
for curriculum development and teacher training, as well as in-
creased funding for evaluation and research on existing ...surlily life
education programs. Such funding could be provided through the
Office of Family Planning, the Office of Adolescent Pregnancy Pro-
grams, or the Centers for Disease Control, all three of which have
funded such programs in the past. Given the evidence that family
life education is more effective at lowering pregnancy rates when
combined with a clinic and the provision of general health and
family planning services, however, the Centers for Disease Control
or the Office of Family Planningboth of which deal with medical-
ly or clinically focused programscould be the most effective
mechanisms.

There is little opposition to the idea of family life education, as
most educators, parents, and health officials agree that it is essen-
tial to any effort to encourage sexual responsibility (and prevent
pregnancy) among teenagers. Less agreement exists, however, as to
the most appropriate method for delivering such education. The
controversy centers around three questions. who should provide
such education, what information should be provided, and to whom
:t should be provided. In order to develop effective programs that
meet the needs and wishes of parents, students, and educators, fed-
eral efforts would have to involve substantial interaction with local
communities. One approach would be to provide grants and techni
cal assistance to local health and education agencies, allowing
them to develop programs directed specifically toward the needs of
their communities.

Proponents of this approach believe that teenagers should have
acces, to information about sexuality, but feel that both parents
and educators should be involved in determining the information
that adolescents receive. Others think that ideally all information
should come from parents, but that all teenagers deserve access to

and Y J K.m. 1:162. cited .n Society lot Research .n Chid Development, Adolescent Pregnan-
cy." Washington Report. vol L no 2, p 8, and In Douglas Kirby, J. Alter, and P. Scales, "An
Analyse, of CS Sex Education Programs and Evaluation Methods' .19.79A, cited in Moore and
Burt, "Private Crisis, Public Cost," p. 68.

"For example, the St. Paul Maternal and Infant Care project found that their school-based
cimic which provide.. comprehens, ,e health services., farraly plann.ng information and cJunsel
.ng, access w conttucept.yes, and pre- and postnatal services reduced pregnancy rates by ,r).;
pen..eric Laura Edwards and others, Adolescent Pregnancy Prevention Serva.rs .n High School
(Insets.' .n Frank F Furstenberg. Jt , Richard Lincoln, and Jane Menken, eas., 'Teenage Sexu-
ality. Pregnancy, and Childbeanng' ,Philadelphia University of Pennsylvania Press. x9hL, p.
373.
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information and services, even if their parents do not provide it. In
contrast, opponents argue that all information should come from
the adolescents' parents and that the government should not be in-
volved.

Expand access to family planning services.
Educational efforts such as those discussed above cannot effec-

tively reduce pregnancy rates for teenagers who become sexually
active unless teenagers of both sexes have access to family plan-
ning information and services. Although increasing proportions of
sexually active teenagers used some form of birth control through-
out the 1970s, one study found that in 1979 up to 27 percent of pre-
maritally sexually active teenage women never practiced contra-
ception, and another 39 percent used contraceptives only sporadi-
cally." A GAO study found that many adolescent women lacked
access to family planning services for a number of reasons, includ-
ing poor coordination between programs, insufficient focus on at-
risk populations !including adolescents), and inadequate financial
resources for programs." Federal funding for the major family
planning programs has been reduced since the time of the GAO
report, and over 60 percent of the family planning clinics reported
decreases in real income.49

Family planning services are currently funded by Title X of the
Public Health Services Act (the primary source of federal funding
for family planning), the Social Services Block Grant (SSBG); the
Maternal and Child Health Block Grant (MCHBG, or Title V of the
Social Security Act); and Medicaid State and local governments,
patient fees, and other private so .rces also contribute funds to
family planning.5°

There is some controversy over '.he effectiveness of family plan-
ning services as a means of reducing adolescent parenthood. Piopo-
nents of the program focus on the decreasing number of adolescent
births, the decreasing pregnancy rate among those teenagers who
are sexually active, and the increased use of contraceptives. They
suggest that both pregnancy and birthrates would be much higher

ithout family planning services. They also argue that family plan-
ning services effectively reduce the number and rate of abortions.
One study, for example, estimated that almost three pregnancies
lAere averted for ever) ten teenagers enrolled in family planning in
1971 This study estimated that family planning programs averted
2.6 million unintended adoles,ent pregnancies during the 1970s
translating into 944,000 averted births, 1,376,000 averted abortions,

4'7,,Inik and Kantner. "Sexual Activity. Contraceptive Use. and Pregnancy.** Table 7.
"General Accounting Office. Better ;Management and More Resources Needed to Strengthen

Federal Efforts to Improve Pregnancy Out...Ames .Washington, S Government Printing
Office. January 1980). pp. SG -f,1.

"Funding reductions were ushivned somewhat. although not completely offset, by Increased
stalc and low; landau', and increased use of patient fees, Agencies experiencing a decrease in
funding also reported that they reduced the number of clinic saes from DS/ levels. Aida Torres.
The Effects of Federal Funding Cuts on Family Planning Services. 15x0-1143. Family Plan-

ning Perspectives. vol. 16, no. 3 (May/June 19X4). pp. 131. 138.
''A 1984 study found the I ,llowing breakdown in the proportion of funds .1yr family planning

agencies'. contributed by each funding source .. 13g3 Title X. 3.1 percent, state and local govern
ment funds, 17 percent, SSBG. 13 percent. patient fees, 13 percent. Nledicaid. 10 percent,
MCI1BG, 7 percent; and other private sources, 7 percent lbid p 136.
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and 326,000 averted miscarriages." Moreover, proponents of family
planning programs argue that such services are -ost-effectivepar-
ticularly in the case of teenagers, where each dollar invested in
family planning services is estimated to save $2.90 in reduced
health and welfare costs in the following year alone.52

Opponents of family planning services point out that both the
rate of teenage sexual activity and the total number of teenage
pregnancies have risen in recent years, at the same time as fund-
ing and availability of family planning services have grown. They
conclude, therefore, that the availability of such services has
caused the increases in adolescent sexual activity and pregnancy.
There are, however, several studies that have found that the avail-
ability of family planning services has little effect on rates of
sexual activity," but does reduce the incidence of pregnancy and
lower birthrates.

Family planning programs could be oriented toward adolescents
in three ways. by targeting current federal family planning funds
to adolescents, by increasing federal family planning funds and fo-
cusing the additional money on adolescent family planning serv-
ices; or by creating a matching grant program to states.

The first two approaches, which would rely primarily on federal
funding, could be accomplished through any of the current funding
sources, for several reasons, however, such changes are probably
most feasible through Title X of the Public Health Service Act.
First, its primary function is to provide family planning services.
Second, it can easily be targeted, as it is not a block grant. Third,
the majority of teenager. who make use of family planning services
obtain them through clinicswhich is the primary method of serv-
ice delivery under Title X.54 Finally, it is targeted to low-income
patients, and the Congress already requires programs receiving
Title X funding to provide services to adolescents.55

The Congressional mandate could be strengthened by requiring
programs to expand outreach efforts, to develop services and pro-
grams specifically oriented toward the :seeds of adolescents, or to
change their programs in other ways to improve their accessibility
for the teen population. Such targeting efforts could be particularly
focused on those adolescents who are already parents, as they are

J.D Forrest, A.I. Hermalsa, and S.K. Henshavv, "The Impact c f Family Planning Clinic Pro-
grams on Adolescent Pregnancy," Family Planning Perspectives vol 13, no 3 (1981), p. 109
Other studies fur example, Impact of Family Planning Programs .11 Fertility The VS Experi
ence, by Phillips Cutnght and Frederick S. Jaffe (1977/ have come .o similar conclusions.

-Mary Chamie and Stanley K. Henshaw, "The Costa and Benefits of Government Expendi
tum for Family Planning Programs," Family Planning Perspectives vol 13, no 3 (1981) p 123

5-Kristin Moore and Steven Caldwell, "Out-of Wedlock Pregnancy and Childbearinr (1976)
and several other studies, cited in Moore and Burt, "Private Crisis, Public Cost" (1982), pp 70-
;4 It IS estimated that six out of seven teenagers who come to family planning clinics do so
after they initiate inters-ourse. Studies have also shown that the majority of teenagers come to
family planning clangs after they have been sexually active for nine months or more Alan
Guttmacher Institute sAkar, 'Teenage Pregnancy" s1980), p. 44 (Figure 41), and AGI, "Public
Policy Issues in Brief," vol. 4, no. 1 (March 1984). p. 1.

'A study by the Natural Center for Health Statistics found that 55 percent of the film:1y
planning visits of teenagers sages 1:.'s to 19i were to clinics rather than to private medical sere
scm Furthermore, :4 percent of the family planning mita of black teenagers were to clinics
This can be compared with on overall rate of 36 percent for all women, aged 15-44 Marjorie
Horn and William Ms sher. Use of Services for Family Planning and Infertility. Un.ted States,
1982' NCHS Advar.,edata, no 103 (December 20,1984), p. 3

"The muyonty of patient- in Title X clinics are low-income, and are able to receive free sere
ices if they are below the 1 verty line. Those who are slightly better off -1, on a sliding scale.
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likely to bear subsequent children." If this targeting of services
was done without a corresponding increase in funding, family plan-
ning services would necessarily have to be withdrawn from some of
the nonadolescent populations currently being served. If, instead,
federal funding for Title X was expanded and earmarked for serv-
ing adolescents, an estimated 1.4 million additional adolescents
could be served for an additional $100 million.

Proponents of this approach believe that family planning serv-
ices should be available to all sexually active teenagers. They argue
that the government has a responsibility to provide access to such
servicesto ensure equitable access across states, to reduce the
likelihood of adverse consequences for the teenagers, and to control
future welfare and health costs. Most proponents agree that paren-
tal involvement is positive and should be encouraged, but they also
feel that teenagers who are unable to communicate with their par-
ents should have access to family planning services. On the other
hand, some opponents argue that family planning initiatives
should come from the local level so as to best accommodate local
concerns. Others feel that family planning information should
come only from the parents of the teenagers and argue against any
government action in the area.

The last targeting approach involves providing matching grants
to the states to initiate, expand, or improve their family planning
services for adolescents. The federal government could offer states
incentives to improve their family planning services for adolescents
by providing. federal matching grants for program development
and operation expenses, capital subsidies and start-up grants for
adolescent pregnancy prevention programs, and technical and fi-
nancial assistance to nelp current programs coordinate their serv-
ices or make their services more accessible to teenagers. Such fund-
ing could be provided through a grant program administered by
the Office of Family Planning.

The cost of this approach -and the number of additional adoles-
cents servedwould depend on two factors. the willingness of
states to expand their commitment to adolescent family planning,
and the matching rate chosen. If the match was 50 percent, the
federal cost would be approximately half of the previous option (or
$50 million) to provide services to 1.4 million adolescents, with the
remaining $50 million being paid by the states.

Proponents of this approach argue that family planning policy is
best formulated on the local and state levels, so as to take into ac-
count local concerns. Some opponents belies e that family planning
policy should be mandated from the federal level, so as to ensure
equal access across state and county lines. Others are opposed to
all governmental action in the area of family planning, particular.
ly for the adolescent population.

"This population could be identified through a number of mechanisms -one being the AFDC
caseload. There ts, currently, a statutory retparennent that all AFDC recipients ,and sexually
active minors in thou householdtv must be offered fermi." pima ...rig servatli. See the Social Secu-
rity Act, Title IV, Section 402(aX15).

Some evidence suggests that substantial savings weld be realAced a, AFDC 0,Aste ,f the subse-
quent childboanng of the adolestera purent was reduwti. On, study tztanuted that welfare 4.4)81.8
wuuld be reduced by 17 percent An 199O if the ,uippleted fur, nut of teerAuge mothers were the
same as that of mothers whu delayed chabearing untAA their twenties. 'Wertheimer and Moore,
"Teenage Childbearing," pp, 73,194-195.1
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OPTIONS INVOLVING PREGNANT ADOLESCENTS AND ADOLESCENT
PARENTS

Whatever efforts are made to reduce the adolescent pregnancy
rate, some number of pregnancies will continue to occur. Adoles-
cents who do become pregnant are confronted by emotionally pain-
ful decisions that can have serious consequences. They first must
decide whether to have their babies or to seek abortions; if they
choose to give birth, they must decide whether to raise their chil-
dren or to allow them to be adopted. Those who choose to keep
their children are then likely to be confronted by a number of diffi-
culties including diminished educational attainment and job
skillsand are likely to be living in poverty.

The first decision confronting any pregnant womanwhether to
have her child or abort the pregnancyis particularly traumatic,
reflecting deeply held moral judgments regarding the nature of
abortion. Some people believe that all women should have the right
to choose whether or not to bear children, even after they become
pregnant. Others are strongly opposed to abortion, frequently be-
cause they believe it is the taking of a human life. Both positions
represent strongly held beliefs concerning individual rights and
morality.

The controversy and ambiguity surrounding the issue of abortion
is reflected in how it is treated by the federal government. The Su-
preme Court ruled 12 years ago that abortion is legal, and that
women have a constitutional right to abortion as a matter of priva-
cy. On the other hand, the federal government no longer allows
federal funds to be used to finance abortions except in cases in
which the mother's life is endangered if she carries the pregnancy
to term." This action has also been ruled as constitutional by the
Supreme Court. As a result of this restriction on funding, low-
income women who rely on Medicaid or other federal health pro-
grams as their primary means of financing health care are more
likely to carry their pregnancies to term or to delay their abor-
tions.58

Two approaches could be taken to change the current legal
status of abortion. Those who view abortion as a constitutional
right and who maintain that the ability to exercise such rights
should not depend on income argue, among other things, for allow
ing abortions to be financed through Medicaid. Some of those who
are opposed to abortion as a matter of principle, on the other hand,
contend that the 1973 Supreme Court decision should be over
turned or the Constitution amended to prohibit abortions for all
v, omen. In any event, few people consider the choice concerning

Since ON, federai funding fur abortions has been limited to situations where the life of the
mother was threatened. Federal funding between 1977 and 1981 was allowed in certain other
situationsfor example. in cases of reported rape or incest.

"Stanley K. Henshaw and Lynn S. Wallisch. "The Medicaid Cutoff and Abortion Services for
the Poor," Family Planning Perspectives, vol. 16, no. 4, (July/August 1984), pp. 170-171.

Currently 1u states provide state funds to poor women to obtain abortion services. Access to
such services s limited, however, as approximately 78 percent of all U.S. counties iaccounting
for 41.4 percent of all women aged 15-44) had no abortion provider in 1982. Access 1.3 particularly
iimited fur women living in nonmetrupolitan areas Stanley K. Henshaw, Jacqueline D. Forrest,
and Ellen Blaine. Abortion Services in the United States, 1981 and 1982,- Family Planning
Perspectives. vol. I. no 3 (May/June 1984), pp. 119 -127.
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the appropriate legal status of abortion to be primarily an issue of
childhood poverty.

Regardless of whatif anychange may be made in the current
treatment of abortion, recent experience suggests that a large
number of teenagers will continue to become pregnant and that
many of them will choose to give birth. Two sorts of federal options
are available to help these adolescents:

Providing teenagers with information concerning adoption as
an alternative for their children; and
Providing services for teenagers who choose to raise their chil-
dren themselves, to limit adverse consequences for both the
mothers and their children.

Expand access to adoption services
Although national data on adoption do not exist, and very little

research has been done in this area, there is some indication that
teenage mothers do not often choose to have their children adopted
or raised by others. Furthermore, it appears that they may be less
willing to take this route than they were in the early 1970's,59 al-
though there does not appear to be any shortage of families willing
to adopt healthy infantsminority or nonminority.

The federal government has recently expanded efforts to make
adoption a viable alternative for teenagers. Adoption opportunities
are a priority of the Adolescent Family Life (AFL) Act, through
which the federal government funds demonstration programs,
which generally include adoption components, and a few research
projects focusing on adoption. A limited amount of additional fund-
ing for adoption assistance, although not focused on adolescents, is
pros ided through the Adoption Opportunities Program to projects
facilitating the adoption of "special needs" children. Special needs
children are defined as those who have specific conditions making
it difficult for them to be placed in an adoptive home. The specific
definition is determined by the state but generally includes condi-
tions such as ethnic background, age, membership in a sibling
group, or mental or physical handicap. Finally, some funding from
the Social Services Block Grant is used for general adoptive Gerv-
ices, althoug% few data exist as to the size and scope of state efforts
in specific social service areas. For lack of information, and because
many of these projects were begun recently, it is impossible to
assess the impact of these federal policies on the use of adoption by
adolescent mothers.

The federal government could increase its funding of any of
these programs, as well as direct additional funding to projects that
stress the importance of facilitating the adoption of the children of
teenage mothers. For example, funds could go to projects that de-
velop outreach programs for teenage mothers and provide counsel-
ing services. Such efforts would probably be most effective through
either the Adolescent Family Life Program or the Adoption Oppor-

"Approximately 36 percent of all unwed teenage mothers in 1976;90 percent of white unwed
teenage mothers arid almost 10fi percent of block unwed mothers, were estimated to have kept
then hildren rather than allowime, them to be adopted or raised by others, as t. um pared with
percent of whites and 91 percent of blacks in 1971. ?Ara. and Kantnet. First Pregnancies to
Women Aged 15 19, 1971; and 1971. Family Planning Perspectives. vol. 10. no 11 11978i. Tables
5 and 11, cited in Alan Guttmacher Institute. "Teenage Pregnancy:. p. 71.

376



356

tunities Program, as these include specific adoption components
and are not block grants.

The federal government could also require that all federally
funded family life education and family planning programs provide
information and counseling on adoption. This option could be in-
cluded in a broader effort to increase the availability of family life
education and family planning programs (for example, the options
presented earlier in this chapter) with little or no additional cost.
The federal government could allocate a small amount of funds for
technical assistance and staff training on adoption issues.

Increased funding of research and data collection on adoption
issues could improve the development of future adoption policy. In-
formation on the incidence of adoption, the characteristics of fami-
lies who adopt and of those who have their children adopted, the
characteristics of children who are and are not adopted, and the
determinants of adoption are all important in order to develop poli-
cies that would expand adoption opportunities for young mothers.
Continued funding of carefully designed demonstration and re-
search projects, and efforts to disseminate the evaluation findings,
would be important in order to evaluate fully these efforts.

Prowde comprehensive services to adolescents who choose to raise
their children.

Adolescent parents who choose to raise their children themselves
are likely to experience a number of problemsincluding inad-
equate education, medical problems, large family size, and welfare
dependency. Given the scope and complexity of their difficulties, it
is not surprising that most experts agree that these teenagers need
programs with a comprehensive approach. The following section
describes what is known about existing comprehensive service pro-
grams for adolescent parents, discusses two possible approaches to
encourage the development of such programs, and then examines
two ways of targeting services to specific groups of teenage parents.

Several current demonstration programs try to reduce the eco-
nomic. dependence of teenage parents by helping them obtain com-
prehensive services such as education, support services (such as
child care), medical and nutritional services, employment and
training opportunities, and family planning services. Types of pro-
grams include those that provide the services directly as well as
those that work to ensure that their clients have access to the vari-
ety of services available in the community.6°

Although evaluation results vary across the different programs,
some comprehensive programs have improved pregnancy and
health outcomes for adolescents and their babies by providing them
with timely prenatal care, have helped teenagers remain in school
during pregnancy, and have increased the likelihood that adoles-

" An example of a program providing direct services is the St. Paul Maternal and Infant
!,are Project, which provide primarily school-based services, including health care, child care,
sociai services, nutrition education, parenting 61%.,M, family planning, and family life programs.
See Edwards and others, Adolescent Pregnancy Prevention Services in High School Clinics**
(1981).

A program that helps teenagers have access to services is the Parents Too Soon program in
humus, which coordinates the services of IO state agencies and targets them toward children
between the eges of 11 and 20 who are at risk of becoming parents as adolescents.
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cents will return to school after delivery." Less evidence is avail-
able on the longterm educational and employment benefits of
these programs, and continuing evaluations are necessary.62

Current federal support of comprehensive service programs is
largely limited to the Adolescent Family Life Program. Demonstra-
tion projects for pregnant adolescents and adolescent parents
funded by this program must provide either a variety of services or
access to such services, including a number of medical and nutri-
tional services, as well as family planning, educational services on
sexuality and family life, educational and vocational services, and
adoption counseling.

Additional funding could be directed to develop comprehensive
service programs in two ways. The first approach would expand the
current efforts of the Adolescent Family Life Program. In 1985, the
federal government funded approximately 40 comprehensive serv-
ice programs directed solely toward adolescents who were pregnant
or parents, at a cost of approximately $6.5 million. Current efforts
could be doubled with an additional $6 million to $8 million.63

A second approach would be to expand the role of the Office of
Adolescent Pregnancy Programs in encouraging the development
of comprehensive service programs by the states. For example,
state efforts to develop programs in this area could be fostered by
substaatialb increasing the levels of financial and technical assist-
ance. Moreover, this office could serve as a clearinghouse for infor-
mation on comprehensive service strategies for pregnant and par-
enting adolescents. Some states have already worked together to
share their strategies, and federal aid could foster such efforts."

Although these service programs are comprehensive, they none-
theless can focus on specific populations, types of services, or goals.
Two types of targeted comprehensive service programs are dis-
cussed below. Either could be particularly effective in reducing the
poverty of teenage mothers. The first works to prevent adolescents
from dropping out of school through providing services that facili-
tate school attendance, the second works to provide comprehensive
services to adolescent mothers on AFDCa population at high risk
of long-term dependency.

" For example, the Too-Early-Childbearing 1TEC, Network of programs has found that par-
t...Qum, in then programs have 8 ubsturitially reduced subsequent birthrates, and have higher
educational status one year postpartum than do women in local and national comparison
groups "TEC Network Newsletter," Number 2, July 1984. For additional information and eval-
uation results, see B Zuckerman, D Walker, D. Frank, and C. Chase, "Adolescent Pregnancy
and Parenthood An Update,' in Advances in Developmental and Behavioral Pediatrics, vol. VII
(Connecticut: JAI Press, in press).

" One difficulty /13 that even women who have full time jobs that pay the rr immum wage can
he pout. depending on the site of tiled families Therefore, even programs that as cesafully help
teenage mothers obtain the edmation and training necessary fur employment, and which place
these mothers in jobs, do not guarantee that the families will be above the poverty line.

" An additional 14 programs combining 'care" services idarected toward adolescents who
were pregnant ur parentaA arid prevention" services directed toward all adolescents) were
funded in fiscal year 1985 at 82.9 million.

"For example, an March 1985, human services officials from 13 states met with representa-
tives of the Ford Foundation, the Manpower Development Research Corporation, and the Ameri-
can Public Welfare Association in a Forum un Adolescent Pregnancy and Parenting Issues. The
meeting discussed a number of state and local efforts in this area, and exchanged information
and strategies.
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Expand school-based services
Teenage parents are more likely to drop out of school than are

their peers who have delayed childbearing. As a result, many of
them have an inadequate education, which severely limits their
future earning ability and, in turn, increases their likelihood of
being poor. For example, one study found that although teenage
mothers who completed high school were more likely to be receiv-
ing welfare than women who delayed childbearing, they were less
than half as likely to be dependent on welfare than were those ado-
lescent parents who had dropped out.66

School-based service programs that provide access to child care
and to other supportive services can reduce dropout rates after
pregnancy.66 Such services can be particularly effective for teen-
agers who have some motivation to continue their education, and
who need services in order to be able to graduate. But access to
services alone is inadequate for adolescents who drop out before
their pregnancy, and for those who are underachievers or are un-
motivated to attend school. Programs that work to help these ado-
lescents resolve their initial difficulties with school are likely to be
more effective in maintaining school attendance. Some argue that
such programs must be made more intensive (and more compre-
hensive) in order to affect these underlying problems.

Even for highly motivated adolescent parents, access to child
care and to other supportive services is necessary if they are to
continue in school. A 1979-1980 national survey of the services for,
and needs of, teenage parents found that child care was the most
commonly reported unmet need." Such services can either be pro-
vided by the school directly, or schools can serve as "brokers ' of
serviceputting the teenage mother in contact with resources in
the community and facilitating her use of those resources. Few
schools currently have such programs, as they have little incentive
to initiate programs without strong leadership from educators and
the federal and state governments."

The federal government could, either through increased funds for
the Office of Adolescent Pregnancy Programs or through child care
funding mechanisms, help schools and private organizations pro-
vide subsidized infant and toddler care (or access to subsidized child
care) and other support services for teenage parents attending
school." It could provide start-up funds, technical assistance, and
training to schools to encourage them to provide comprehensive
services, or to act as "service brokers." This could be targeted to

"Moore, "Teenage Pregnancy and Welfare Dependency" (1978), p. 234.
"Fur example, the St. Paul Maternal and Infant Care project found that a combination of a

ecnoul-bused iproviding vmprehens,ve health and family planning services as well as pre
and postnatal servicesi and a di, hvul-based child care ....eriler resulted zn a decrease in the dropout
rate after delivery from 45 eercent zn 1973 to 10 percent in 1976. Edwards and others, "Adoles.
cent Pregnancy Prevention in High School Clinics," p. 375.

Teenage mothers in several programs appear to have higher educa.ional status 1 year after
giving birth than do women in comparison groups. Zuckez man and others, "Adolescent Pregnan
cy and Parenthood" (in press).

Helen W. Wallace, John Weeks, and Antonio Medina, "Services for and Needs of Pregnant
Teenagers in Large Cities of the United States, 1979 80," Public Health Reports, vol. 97, no. 6
(November-December 19821, p. 587.

"Gad L. Zellman, Public School Programs for Adolescent Pregnancy and Parenthood. An
Assessment, Family Planning Perspectives, vol. 14, no. 1 January, February 1982), pp. 20 21.

See Chapter VI for a discussion of federal options in the area of child care.
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schools in areas with high rates of teenage births and high dropout
rates. Furthermore, additional financial assistance could be provid-
ed, on a matching rate basis, to cover operating costs for school dis-
tricts that face financial difficulties in running such programsfor
example, districts that have a large proportion of low-income stu-
dents. Research and evaluation efforts could be a central part of
any such funding to determine program effectivenessparticularly
in the development of schools as service brokers, as little is known
about the effectiveness of this strategy.

Proponents of this approach point to the previously cited evi-
dence that both school-based and other programs providing special
services to adolescent parents are associated with reduced dropout
rates. Furthermore, they argue that adolescents come into contact
with the school more frequently than with any other institution.
Therefore, they maintain, schools are the logical place to locate ef-
forts to minimize the negative consequences of adolescent child-
bearing, as well as to prevent adolescent pregnancy in the first
place. They also believe that the federal government should take
an active role in fostering service programs to ensure that most
teenage mothers have access to education.

Opponents of school-based service programs believe that schools
should not be engaged in providing services to students, as they
feel it detracts from the primary goal of the school systemwhich
is basically academic training. They feel that school staff are not
trained appropriately for such efforts, have sufficient responsibil-
ities already, and may be less effective as educators if given addi-
tional responsibilities.

Develop comprehensive services linked to the AFDC program
As discussed previously, adolescent parents on AFDC are particu-

larly at risk of long-term poverty. Teenage parents who receive
AFDC benefits are thus of particular concernboth because of the
z:ost in terms of their quality of life, and the cost of current and
future public expenditures to support them and their families.

The current role of welfare offices in referring clients to other
agencies for services that are not provided through the AFDC
system could be expanded:7° For example, all AFDC offices that
serve at least some minimum number of adolescent mothers could
be required to have at least one caseworker who specializes in the
problems facing them. This caseworker would help adolescent par-
ents obtain a range of necessary servicesfor example, subsidized
care for infants and toddlers and dropout prevention services.
Given that these clients are already being served, this requirement
would merely represent a shifting of resources and would require
minimal additional funds."

Proponents of this approach point out that it would direct serv-
ices toward those who are at the highest risk of long term depend-

"For example, there is currently a statutory requirement that all AFDC recipients and all
sexi-ally active rrunurs in the AFDC household k offered (and provided access toi family plan-
ning services Acceptance of family planning services is, huwevel, to be entirely voluntary on
the part of the recipient There is nu information as to the extent of state efforts in this area. It
is thought that states may refer clients W clinics funded through Title X or the SSBG. See the
Social Security Act, Title IV, Section 402 taX15),

"Some additional funds could be necessary for initial training.

,3 0
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ency, and would help these families become self-sufficient. They
argue that it would be an efficient use of the current system of
social services, as it would work to link adolescent parents to the
current network. It would also, they suggest, encourage welfare of-
fices to identify areas in which the services available to this popu-
lation are inadequateinformation that is currently not available.

Some opponents of this approach argue that it would increase
federal involvement in state policy decisions, while others argue
that targeting scarce services to adolescent mothers might require
that they be withdrawn from other AFDC recipients who are also
in need. Some of these latter opponents maintain that available
services are limited, and the efforts should focus more on increas-
ing them.
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CHAPTER VI. OPTIONS TO IMPROVE EMPLOYABILITY

The longrun well-being of children in poor families depends
heavily on the ability of adults in those families to obtain jobs that
pay adequate incomes. Family members who are able to work
might not possess appropriate labor market skills and might have
difficulty arranging for child care. This chapter presents options
for meeting each of these needs, first addressing issues of employ-
ment and training, and then turning to the question of child care.

EMPLOYMENT AND TRAINING

The federal government currently spends about $4 billion a year
on employment and training programs for people in low-income
families. Most of the funds go to programs authorized by the Job
Training Partnership Act of 1982 (JTPA), which provides economi-
cally disadvantaged people, including welfare recipients, with
training and other assistance intended to increase their employ-
ability and future wage rates. The federal government also pro-
vides such services through the Work Incentive Program (WIN),
which is specifically focused on recipients of Aid to Famili-!s with
Dependent Children (AFDC). Finally, the Targeted Jobs Tax Credit
(TJTC) subsidizes the wages of several groups of disadvantaged
workers, including welfare recipients.

Rather than directly raising the standard of living of children
and their families (as is the case with cash or in-kind transfers),
employment L.nd training programs are intended to do so indirectly
by making tile adults more attractive to employers, thereby raising
their long-term earnings. In short, it is an investment strategy.

The key issue is whether the investment will pay off. Benefits of
the investment could be in the form of immediate or long-term in-
creased employment and earnings for participants. A related bene
fit would be to reduce the participant's dependence on welfare. The
increased employment of the participants would not necessarily re-
flect increases in total employment, however. One rasult of an em-
ployment and training program could 'ot 6ause employers to sub-
stitute the participants for other workersreordering hiring
queues.' Even if total employment were not increased, though, it
might be desirable to redistribute job opportunities toward mem-
bers of poor families with children.2

Lvngaludiaani .later oft the employment and earnings eAperieri,es of program participants and
timpurabie rionpartiparits have been used to estimate the effetts of employment and training

piogiairis on the_purtiiparits. Fin example, see the Congressional Budget Office and National
Commission fur Employment Polley, CETA Training ProgramsDo They Work for Adults?"
tJuly 1982). These data, however, i.arinot indicate whether tor to what extent) gains in employ-
ment and earnings for the partieipants were at the expense of losses to nonparticipants,

'Reordering the hiring queue might be worthwhile, fur example, to reduce the chances that
those people who have been jobless fur a long tune might beton e ineieusingly less employable-

Continued
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Another critical issue is whether to use employment and training
funds to provide a large number of poor parents with a small
amount of assistance or, alternatively, to concentrate the funds on
a small number of people. Resolving this issue would help to deter-
mine which people to serve, as well as how to assist them. Individ-
uals with severe problems might require more expensive assistance
than others. Similarly, there is evidence that intensiveand expen-
siveemployment preparation activities are more likely than other
approaches to result in lasting earnings gains for program partici-
pants. Given the large number of poor people unable to find work
and the tight budgetary environment, this is an especially difficult
issue to resolve.

In addition to employment and training programs, the federal
government might expand employment opportunities for some
members of poor families with children by removing barriers to
their employment. For example, government regulations that pro-
hibit employers from offering lower wages could be relaxed or
eliminated. The basic tradeoff with respect to poor families is that
expanding the number of low-paid jobs this way might also reduce
the earnings of previously employed parents whose wage rates
could fall. Discrimination by employers is another barrier limiting
job opportunities for some of these individuals. Reduction of dis-
crimination involves equal employment laws and both private and
public efforts to enforce them.3

Two sets of options are examined in this section. The first would
increase the employability of members of poor families with chil-
dren by expanding their training opportunities--either through the
JTPA or through a new program. The second would increase their
employment opportunitieseither through a targeted employment
subsidy or through other policies that could increase total employ-
ment for low wage workers, such as a reduction in the minimum
wage.

An issue not addressed in this chapter is whether to require wel-
fare recipients to participate in employment and training activities
as a condition of & ligibility for AFDC. An option to require all
states to implement workfare for employable AFDC recipients is
discussed in Chapter III.

INCREASE TRAINING OPPORTUNITIES FOR AFDC RECIPIENTS

Title II-A of the JTPA authorizes block grants to states to pro-
vide training services for disadvantaged youth and adults. It re-
quires that AFDC recipients be served on an "equitable" basis
that is, in proportion to their share of the total eligible population.
The program is operated locally with funds from the federal gov-
ernment and in accordance with rules concerning eligibility crite-
ria, permissible activities, and other matters specified in the legis-
lation. Data for the first 9 months of the program" existence (Octo-

either because potential employers t, vuld be deterred of because the individuals would lose
skills, work habits, ut motivatioli. The evidence or, this scarring" phenumutun is inconcluswe.
See, for example, National G.arirrissbion tot Employment Policy, Exparaimg Employment Op
portunities for Disadvantaged Youth," Fifth Annual Report (1979), pp. 68-69,

'It would be difficult to measure the effects an the incomod of poor families with children that
might result from additional expenditures on antidiscrimination activities.
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ber 1983 through June 1984) indicate that approximately 120,000
(or 20 percent) of the 600,000 participants served were AFDC recipi-
ents. In the current fiscal year, grants to states authorized by Title
II-A are expected to total $1.9 billion, providing 1.2 million disad-
vantaged individuals with training and related services.
Expand the Job Training Partnership Act

One option for increasing employment and training assistance
for members of poor families with children is to increase total
funding for JTPA training, with the increment earmarked for
AFDC recipients. For example, with no changes in per participant
costs, adding $100 million to the block grant program would permit
at least an additional 50,000 AFDC recipients to participate, an in-
crease of over 40 percent.*

Based on analyses of the training programs for adults authorized
under this program's predecessor Title of the Comprehensive
Employment and Training Act (CETA)there is reason to antici-
pant that the earnings of participants with little previous work ex-
perience would be increased. For example, one study concluded
that CETA increased by about $2,500 per year the earnings of
women who had no recorded work experience during the preceding
5 years, double the gains for similar women with some work expe-
rience.5 It is possible, however, that some of the increased earnings
for program participants is due to differences in motivation be-
tween them and nonparticipants.

A related option would be to encourage program operators to
provide more intensive training and other employment prepara-
tion Experience under CETA suggests that gains in earnings are
likely to be positively related to the length of training. Thus, giving
additional incentives to program operators to enroll AFDC recipi-
ents with limited work histories and to provide recipients with sup-
portive services (especially child care) and longer courses might in-
crease the net impact of the program, but at higher costs per par-
ticipant.

The major argument in favor of expanding JTPA funding for
members of poor families with children is that it offers a means of
helping some of them to increase their long-term earnings, thereby
improving the well-being of participants and their families, while
reducing future welfare costs. The major argument against doing
o is the cost, although some are concerned about the effectiveness

of the program as well. In addition, given that JTPA is a new pro-
gram, it can be argued that expansion should be delayed until its
effectieness has been demonstrated. Moreover, local program oper-
ators were quite critical of the frequent changes in JTPA's prede-
cessor and have welcomed a period of stability in the new program.

'The average cost Is about $1,600 per participant, It is likely, however, that the cost per
AFDC recipient would be higher.

Tongressiunal Budget Office and National Commit-stun fur Employment Policy, CETA
Training Programs Do Thev Work fur Adults': kilt,'" 1982i, p 26 In this analysis, individuals
were vlassified 41S having had work utperienve if they had any earnings reported to the
Social Set unty Adrrunadrativn between MO and entry into the program 4 ur a years later. The
average fttleral cwt per partwipant CETA voniprehensive training programs in 1980 was
about $2,400 The majority of wornen's earnings gums were due to mu-eases in the amount of
time worked rather than to increase in their wage r: es.
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Develop a program of closely supervised work experience
Another option is to develop a new national program that would

provide closely supervised work experience for AFDC recipients.
This option would be the most costly per participant because it is
aimed at increasing the long-term employment and earnings of
AFDC recipients who require more assitance than is being provided
through JTPA. The National Supported Work Demonstration pro-
vided strong evidence that a carefully constructed, intensive pro-
gram of supervised work expe:ience can be effective in increasing
the earnings of women who are long-term AFDC recipients.

To be eligible for thi,, demonstration program, an individual had
to have been on AFDC continuously during the preceding 3 years
and to have spent no more than 3 months of the past 6 months in a
regular job. Participation was limited to women whose youngest
child was at least age 6. Most of the participants had not had a
full-time job for at least 2 years (if ever), were members of a minor-
ity group, and had not graduated from high school.

The program consisted of an average of nine months of closely
supervised work experience in which the demands on the partici-
pants and the standards of performance were steadily increased
until they were similar to those of normal low-skilled jobs. This
training resulted in substantial improvement in the post-program
earnings of the participants. For example, over a year after leaving
the program, the average earnings of participants were almost 50
percent higher than those of a similar group who had not partici-
pated. $248 per month compared with $168 f'r the control group.
Moreover, the program participants were receiving $56 less from
welfare and food stamps than were members of the control groups

Given the high cost of this training (over $8,000 per participant)
and the rules and incentives under which JTPA operators function,
it is unlikely that it could be provided through the regular JTPA
delivery system. It could, however, be authorized as a separate na-
tional program, analogous to the Jobs Corps, which provides inten-
sive training and related sere ices to severely disadvantaged youth.

Such an option could make a substantial difference in the lives of
the participants and their families by increasing their long-term
earnings and reducing their dependence on welfare. Drawbacks of
this approach are its cost and the difficulty of starting a new pro-
gram. The costs per participant were much higher than those of
JTPA and other programs. Thus, for a given outlay, far fewer
people could be served. For example, the illustrative $100 million
JTPA outlay would serve only 12,500 in Supported Work compared
with at least 50,000 under JTPA. Moreover, it is not known wheth-
er the positive impacts estimated in the demonstration project
could be replicated if it were implemented on a larger scale. There-
fore, if this option were chosen, gradual buildup would be prudent.

'Stanley Mater-, and ilk bect..4 Maynard. Tht Irnpa.,t of Supported Wock. on Long Term Re-
ciplentzt of AFDC Beneft.s Yuri Cay, NY. ninpuwel Demonbtratiun Ret,earch Corpora
tion. 191;11, pp 65 and 113
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INCREASE THE DEMAND FOR LOW-PAID LABOR

An alternative approach is to increase job opportunities for
AFDC recipients by subsidizing their wages or by removing bar-
riers that prohibit employers from offering lower wages rates. This
approach focuses on the demand side of the market rather than on
directly increasing skills.

Targeted Jobs Tax Credit
The Targeted Jobs Tax Credit (TJTC) provides private employer

with a tax incentive to hire economically disadvantaged youth, re-
cipients of specified cash transfer programs (including AFDC, Sup-
plemental Security Income (SSI), and general assistance), and mem-
bers of other designated groups. The maximum credit per subsi-
dized worker is $3,000 for the first year of employment (50 percent
of up to $6,000 in wages) and $1,500 for the second year (25 percent
of up to $6,000).7 In 1984, the average revenue loss per program
participantand, hence, the average net saving to employerswas
between $700 and $1,000.8 Under current law, the credit will be un-
available for workers hired after December 31, 1985.

One option for the Congress would be to reauthorize the TJTC
subsidy for AFDC recipients.° This subsidy would encourage em-
ployers to hire members of this group. Moreover, to the extent that
the subsidized workers' gains in earnings were not fully offset by
higher taxes and lower transfer receipts, their incomes would be
increased. If one-third of the subsidized job& were assumed to be
net gains for the target group, then the cost for each job created
would be between $2,000 and $3,000.1°

The amount of forgone federal revenues attributable to the TJTC
in 1985 (the last full year for which TJTC is authorized) will be ap-
proximately $400 million. Since AFDC recipients account for about
15 percent of all subsidized workers, the revenue loss for this group
would be about $60 million, assuming that the average subsidy for
AFDC recipients equals that of all TJTC-subsidized workers."

If the Congress wanted to increase the use of TJTC or another
employment subsidy targeted toward adults in poor families with
children, it could either broaden the eligibility criteria or increase
the incentive provided to employers. The criteria could be changed,
for example, to encompass all low income adults, all members of
poor families with children, or all people in families eligible for
AFDC rather than only the recipients. Any of these changes would
increase the size of the eligible population and would probably in-
crease the willingness of employers to participate. Incentives could

Because the tax deduction for wages paid by an employer is reduced by the amount of the
credit allowed, the net saving tc. an emPloyer kand, consequently, the tax expenditure, is less.

" Data from a 1981 survey indicated that the average TJTC-subsidized Job held by youth lasted
only IL weeks and paid approximately the minimum wage. Thus, the wage for which a credit
could be claimed would be about $Z,000 and the credit would equal $1,000. The revenue loss
would then depend un the employer 8 La bracket. Nv information is avuliable on job duration
and wage rates of TJTC- subsidized adults It is likely that their wages would be higher.

"Current regulations define eligible recipients as individuals who continually received AFDC
payments during the 90 days tillinedwtd,y prior to being hired or who were hired through the
Work Incentive Program

'n Congressional 'Budget Office. The Targeted Jobs Tax Credit' Staff Memorandum, May
19841

" No information is available for separately identifying the tax expenditure made for each
recipient group.

48.6



366

be increased by raising either the $6,000 wage ceiling or the per-
centage of covered wages for which a credit could be claimed.
Other methods to increase use of the credit would involve making
it refundable, expanding the number of eligible employers to in-
clude public sector and nonprofit organizations, and increasing out-
reach efforts by the Employment Service.' 2

The employment subsidy approach, however, has une major limi-
tation. although it lowers the cost to employers of hiring workers,
it does not necessarily increase workers' skills. Thus, it is not likely
to be useful for adults who have severe labor market handicaps.
Moreover, there is no information available about whether the
work experience that participants gain increases their subsequent
employment and earnings. In addition, the cost of an employment
subsidy that operates through the tax system is difficult to control
and, in fact, the subsidy may be paid to employers for hiring indi-
viduals they would have hired anyway. It also makes the tax code
more complicated, although it is easier for employers to use it than
to deal with a separate program.

Remove barriers to employment
Another way of lowering the cost to firms of hiring low-paid

workers is to remove barriers that prohibit employers from offering
lower wage rates. One prominent example of such a barrier is the
minimum wage established by the Fair Labor Standards Act.'3 A
reduction in the minimum wage (currently $3.35 per hour) would
likely increase total employment at no cost to the federal govern-
ment. Additional members of poor families with children presum-
ably would find jobs as a result of the increase in demand. In that
sense, a reduction in the minimum wage is analogous to an em-
ployment subsidy.

The additional jobs created by this approach would be likely to
increase the incomes of some families. The incomes of others would
likely decrease, however, as a result of the reduction in wage rate:,
of some who already have jobs at the minimum wage. It is not
clear what the net effect would be on poor families with children."

Moreover, targeting specific groups with this approach is m&re
difficult than it is with employment subsidies such as the TJTC.
One option that has many advocates is to introduce a youth differ-
ential into the minimum wage legislation. This could, however,

Low participate- by employers has been a persistent problem in the operation of targeted
employment subsidies In 138Z, for example, only about 10 percent of firms used TJTC There is
some eyalence that Job seekers are reluctant to inform prospective employers of their eligibility
fur a subsidy bvsause this information might stigmatize them If firms nut now using TJTC were
contacted by the Employment Service, told about how the program works, and asked tu accept
program referrals, the Ccaigressiunal Budget Office estimates that up to one-third a these firms
tuuld be persuaded to do so See Congressional Budget Office, The Targeted Jobs Tax Credit:
(Staff Memorandum, May 1984).

'Other examples of federal legislation that tend to maintain wage rates higher than might
otherwise be paid include the Dayis Bacon Act, the Walsh Healey Public Contracts Act, and the
Contiact Woily Flouts cool Safety Skiiidaids At Each) of he LAWS iebulates the wages that
certain feckral contractors must pay No information IS available coneerning their effects on the
incomes of poor families.

"An extensive review of the Fair Labor Staral.,ids At was conducted by the Minimum Wage
Study Commission Their findings apptai. in a ,seven yolume report, Report of the Minimum
Wage Study Commission May Research on the effects of the minimum wage on employ-
ment is reported in Volume V Research on its effects on poverty and on the distribution of
income is reported in Volume VII
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reduce job opportunities for adult welfare recipients and other
adults with low incomes.

CHILD CARE

Access to affordable, adequate child care is essential in order for
some low-income familiesparticularly those headed by a single
parentto be able to work. Furthermore, adequate child care
(whatever its form) is important for the well-being of children
whose parents must work." Parents who do not have access to ade-
quate child care services must make a difficult choice. They can
either stay at home with their children, thereby reducing their
ability to work and their income (and increasing their likelihood of
dependency), or they can work, in which case they must place their
children in inadequate care or leave the children to care for them-
selves.

In recent years, as women wi 1 children have entered the work-
force in increasing numbers, the demand for child care services has
increased dramatically. In 1970, for example, 39 percent of children
under the age of 18 had mothers who worked, by 1984, this propor-
tion had risen to almost 56 percent. Morover, many women with
very young children now work. In 1984, 48 percent of children
under 6 years of age had working mothers, while almost hall of all
married women with children aged 1 year and under were em-
ployed The increase in labor force participation has been most dra-
matic among married mothers, rising from 40 percent in 1970 to 59
percent in 1984. Furthermore, more than 70 percent of employed
mothers work full time.16

Information about the supply and use of child care services is,
however, less clear. Because the child care system in the United
States is diverse and fragmented, such data are difficult to collect.
For example, child care can take a number of different formsin-
cluding center-based child care, family day homes, a relative or
friend who comes to the home, and school-based care. Moreover,
families frequently use more than one of these forms. The collec-
tion of comprehensive data is made more difficult by the wide vari-
ation in the level of regulation of child care programs (both among
different forms of child care and among geographic areas). It ap-
pears that most children are cared for in unregulated settings,
which makes data particularly hard to collect.

Although comprehensive national data on the use of and need
for child care are noL available, local and statewide studies provide
information on the problems some families face in trying to obtain
acceptable child care. Three factors can limit access to child care.
inadequate supply of services, inadequate knowledge about avail-
able services, and inability to pay for services. Any one of these fac-
tors can make it difficult for families to obtain child careand
some families are likely to face difficulties in more than one area.

"Although child care is presented in this section as a service that helps low-income families
become self sufficient, it may also be important as a mechanism to provide developmental and
educational experiences tv yvung children. This latter focus a+ not discussed extensively in this
section.

" Howard Hayghe, "Working Mothers Reach Record Number in 1964,- Monthly Labor
Review, vol. 107, no 12 (December 19844 pp. 31-33.

.388



368

For example, an adequate supply of child care is useless if the care
is not affordable or the parents do not know about it. Because of
the previously mentioned inadequacies in the data, it is difficult to
determine which (if any) of these factors is of paramount impor-
tance. It seems likely, however, that they are of varying impor-
tance for different families and in different geographic areas.

Some mothers report that inadequate child care has limited their
participation in the labor force (this is particularly the case for
those who are young, black, single, poor, and less educated)." Par-
ents also report in national and local surveys that they would work
more if they had access to acceptable child care. For example, a
1982 Bureau of the Census survey found that 26 percent of those
mothers who were not in the labor force said that they would be
looking for work if they could find satisfactory and affordable child
carea percentage that rises to 36 percent of those women whose
annual income is below $15,000, and to 45 percent of single moth-
ers. Furthermore, 21 percent of mothers who worked part-time said
they would work more hours per week if they could find such
care.18

Critics have argued, however, that these studies do not accurate-
ly measure the number of parents who would actually work if child
care were available, they also argue that the information is self-re-
ported, and attitudes do not necessarily reflect behavior. They
maintain, thcrcfore, that there is no evidence that participation in
the labor force is hampered by inadequate child care.19

Additional surveys, !Lost done on the state or local level, have
found that some families are dissatisfied with the care they use
usually because of its cost or qt ality.2° Other studies have found
that many centers have waiting lists, indicating an inadequate
supply of affordable or acceptable center-based care.21

"Harriet B. Presser and Wendy Baldwin, "Child Care as a Constraint on Employment. Preva.
ten e, Correlates, and Bearing on the Work and Fertility Nexus, American Journal of Sociolo-
gy, vol. 85., No. 5, (1980), pp. 1202 and 1205. See also U.S. Commission on Civil Rights "Child
Care and Equal Opportunity for Women," Clearinghouse Publication No. 6? (June 19811.

"Department of Commerce, Bureau of the Census, "Child Care Arrangements of Working
Mothers. June 1982," Current Population Reports, Special Studies Sines P 23, No. 129, pp. 15-
19. This figure includes only those women who have a child under five years of age.

Other surveys, done at the community level, have found similar results. Fur axample, a study
in Maine found that 23 percent of the parents surveyed reported that they had been prevented
from taking promotions, were forced to quit their jobs, or were unable to continue training or
education as a result of problems with child care in the past five yews. Moreover, 27 percent of
nonworking parents surveyed said they would definitely work, and 18 percent of working per-
mits &aid they would definitely work more, f they were able to obtain adequate, affordable child
care. Report and Recommendation of the Maine, Child Care Task Force, Child Care a Marne.
An Emerging Crum" (report submitted to the Maine Department of Human Services and the
Maine Department of Educational and Cultural Services November 1984), p. 88.

"For example, the Deputy Assistant Secretary for Social Services Policy e the Department of
Health and Human Services mud in 1984 that there was no clear evidence that a lack of child
care prevented women from working (especially welfare mothers), and that there 43 no evidence
of a shortage of affordable child care. Select Committee on Children, Youth, and Families,
"Families and Child Care: Improving the Options" (September, 1984), p. 32.

"The Oakland Community Child Care Impact Committee, "Report of the Oakland Commune
ty Child Care Impact Committee" (October 9, 1984), Appendix, pp. 11 12. Note, however, that it

diffitult to get act unite data on parental dissatisfaction, 33 parents who are unhappy with the
quality of the child care they use are often unwilling to admit their concern.

" For example, a survey in Oakland, California, found that two-thirds of its centers have wait-
ing lista, and the Goverrou'a Day Care Partnership Pruject m Massachusetts found that families
on waiting lista have to wait on average from 6 months to year. See "Report of the Otkland
Community Child Care Impact Committee," p. 38, and the Governor's Day Care Partnership
Project, "Report Submitted to Governor Michael S. Dukakis" (October 1984), p. 3.
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Finally, the "latchkey" phenomenon, where young children are
left alone to care for themselves or in the care of slightly older sib-
lings, has been of much public concern recently. Once again, data
on such children are inadequate, and estimates of the number of
children who care for themselves range widely." Several local sur-
veys found evidence of children in self-care. The School-Age Day
Care study, for example, estimated that one-fourth of school-age
children of working parents in Minnesota and Virginia cared for
themselves regularly.23 A 1983 survey of families in Montgomery
County, Agaryland, found that 21 percent of all parents reported
that they regularly left their children below the age of 14 either
alone or in the care of siblings (also under the age of 14). At the
same time, 42 percent of all households where all adults worked
full time reported that they left their children in self- or sibling-
care. 24 Although the iata on the number of latchkey children from
the various state and local surveys are not comparable, many of
the estimates fall betwet n 14 percent and 21 percent of all children
of working parents.25

If the federal government decides to facilitate the self-sufficiency
of low-income families by expanding their access to child care serv-
ices, three strategies are available:

Expand the supply or availability of child care;
Broaden knowledge about the available resources, and
Lower the cost of the services.
Options for each approach are discussed in the remainder of this

chapter, although many alternatives would employ more than one
strategy.26 In each of the following option sections, federal efforts
could be targeted to areas of particular concern. They could focus
on the access to child care services for different age groups of chil-
dren (infant care, preschool care, or school -age care); on different
locations (in-home care, family day homes, center-based care, or
school-based care), or on different populations of parents (teenage
mothers, families with a wage earner in training, or single-parent
families). All three strategies could be pursued through direct
spending programs, while the income tax system could be used to
enhance demand for privately supplied services by lowering the
costs of care.

"Select Committee on Children, Youth, and Families, Families and Child Care. Improving
the Options," p. 24

"Department of Health and Human Services, 'School-Age Day Care Study. Final Report'
(March 15, 1993), p. 6.

"Montgomery County Department of Family Resources, A Study of Needs and Resources for
Child Day Care in Montgomery County" ,September 1983, i pp iv, 19, 20 and 26. The percentages
also varied along other dimensions. Fur example, of those parents reporting that they left their
children in self ur sibling-are, none did so with children under 6 years of age, 17 percent left
children between 6 and 8 years of age in self or sibling -care, 30 percent used this form of care
for 9 to 11 year olds, and the rest had children who were 12 or 13 years old.

"These surveys arc not easily compared. They examine 8: ghtly different age groups, have
different definitions of 'regular" ..are and use different methodologies, thus making it difficult
to develop an accurate estimate of the number or proportion of latchkey children.

Some of the options directed toward increasing the supply of child are would also affect the
affordability of the care and knowledge about the care. The options in each area are likely to
have effects on the other areas as well.
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OPTIONS TO INCREASE THE SUPPLY OF CHILD CARE PROGRAMS

The federal government could provide funding to states and non-
profit organizations to encourage the dt.v elopment of affordable
child care programs that serve moderate- and low-income children.
Such grants could be used to:

Provide incentive grants for the development and operation of
targeted child care programs; and

Fund umbrella organizations that would provide training,
monitoring, financial assistance, resource sharing, and other
benefits to providers of family day home services.

Some general arguments apply to both of these approaches.
Their proponents believe that there is an inadequate supply of af-
fordable child care programs for low-income parents and that fed-
eral action should be taken to foster the development of such pro-
grams. They argue that it is in the federal government's interest to
fund such programs, as they allow low-income families to become
productive and self-sufficient and can provide important develop.
mental experiences for poor children. Some opponents do not be-
lieve that there is sufficient proof of a shortage of adequate and af-
fordable child care and therefore feel that federal action is unnec-
essary, especially in a time of federal budget stringency. Other crit-
ics maintain that these grant programs would result in unevenly
distributed programs, since not all states would take advantage of
federal aid.

Provide incentive grants for the development and operation of tar-
geted child care programs

The federal government could foster the development and oper-
ation of targeted child care programs by funding grants for child
care. The 98th Congress authorized (but did not appropriate) $12
million in 1984 fci the development of school-age child care pro-
grams, as well as an additional $8 million for dependent care re-
source and referral agencies." The federal government could au-
thorize and appropriate additional funding for these programs, and
could extend it to include other forms of child care.

Such grants could be used to promote child care programs that
meet specific child care needs. for example, infant and toddler care
programs for teenage mothers to allow them to attend school, pro-
grams for low-income handicapped children with working parents,
or after-school programs for latchkey children. Furthermore, in
order to target the grants toward services for low income communi-
ties and families, grants could be extended to provide matching
funds for the operating costs of programs serving predominantly
low-income families, they could reduce the costs of care for low-
income families by requiring that the child care programs have
sliding-fee scales, and they could require that a certain number of
subsidized acts be available. These programs would then be avail-
able for those parents eligible for subsidies under other federal and
state programs, as well as for those low-income parents who do not
fit the particular categorical and income eligibility requirements of
each state.

"More information on resource and referral agencies e3 presented later in this section
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A related option would be to give states financial and technical
assistance to develop partnerships between the private and public
sectors to improve the supply of child care for low-income families.
The Texas Corporate Child Development Fund is an example of
such a partnership. This option could encourage corporations and
businesses to contribute to the development of child care programs
in low-income areas.

Promote the development of umbrella organizations for family day
home providers

Family day care is one of the most common forms of child care
in the United States. Although comprehensive data about this type
of child care are scarce, in part because the majority of such homes
are unregulated, the National Day Care Home Study estimated
that 5.2 million children were being cared for in 1.8 million family
day homes in the late 1970's.28

Family day care associations and umbrella organizations have
developed in some communities. They provide resources (such as
eligibility for the federal Child Care Food Program) and support
services to registered or licensed providers. These organizations can
provide training, quality monitoring, health insurance coverage,
low-interest loans, and other benefits to family day home provid-
ers.29 They also give providers of family day care an incentive to
become licensed or registered.

The federal government could encourage the development of
such organizations by providing funding for the start-up costs and
costs of operation of umbrella organizations, as well as by provid-
ing technical assistance, information, and training. Proponents of
this option suggest that umbrella organizations make the provision
of family day care servi,:es more attractive to potential providers
and thereby increase the supply of programs, as well as improve
the quality of care provided to the children. They also point out
that these organizations provide minimal monitoring of quality and
safety for member homes. Such monitoring is frequently provided
by the home's membership in the Child Care Food Program
(CCFP), which involves approximately three visits each year and fo-
cuses on compliance with CCFP nutritional requirements rather
than quality of care. Such organizations, however, might increase
the degree of regulation of family day homes, which some oppose
because they believe it would increase the cost and reduce the
availability of care.

"Patricia Devine Hawkins, National Day Care Hume Study Family Day Care in the United
States" tWashington DC Government Printing Office. 1981i. Some states require family day
homes to b._ licensed, whuch generally involves i.urripliano: with health and safety standards.
Other states blITIPly requirt home registratiun, which generally dues nut require any cumpliance
with standards

"Fern Marx, "Child Care" is paper prepared for the American Public Welfare Association
Conference at Wingspread al Racine, Wisconsin. October 19844 p..38 An example of such a pro-
gram is the Family Do Care ASSUClatIVII in Hennepin County, Minnesota, which had a mem-
bership of 900 family day home providers in 198.3. It offers a number of St!rill.e8 to its providers,
including shared resources, insurance uverage, legal assaaaime, and so forth. Marx points out
that. while the services offered by this program are exceptional, it also shows the potential of
such organizations.
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OPTIONS TO IMPROVE KNOWLEDGE ABOUT AVAILABLE CHILD CARE
RESOURCES

Resource and referral (R&R) agencies collect information about
the child care resources available in the community and provide
this information to parents, thereby helping them become knowl-
edgeable consumers of child care. Furthermore, such agencies can
be used to identify the child care needs of the community, as the
relationship between requests and referrals can show areas of
unmet demand. This information enables policymakers and provid-
ers to respond by developing carefully targeted child care pro-
grams. In recent years, a number of states and localities have sup-
ported the development of R&R agencies. For example, California
has funded a statewide network of R&R programs, and other local-
ities and private orgar izations have become involved in similar ef-
forts.

The federal govei i.. it could foster the development of such
programs by authorizi.,g and appropriating additional funding for
the resource and referral portion of the previously mentioned
Grants for States for Planning and Development of Dependent
Care Programs.3° The program could also be expanded to provide
matching funds for the operating costs of programs that serve low-
income communities.

Proponents of such programs think that R&R agencies are bene-
ficial because they can increase the efficiency of the day care
system. Furthermore, they argue that financial assistance is par-
ticularly necessary for those communities that are unable to sup-
port such a service with their own resources. Some opponents
maintain that federal funds should be concentrated on expanding
the available supply of child care, particularly for low income fami-
lies, and therefore should be spent on direct delivery of services.
Others maintain that the private sector should be primarily re-
sponsible for developing new R&R programs.

OPTIONS TO IMPROVE THE AFFORDABILITY OF CHILD CARE FOR LOW-
INCOME FAMILIES

Child care costs can represent a substantial portion of a family's
budget, particularly for low income families or families with large
numbers of children. The costs of child care can vary widely, as
they depend or. the age of the child, the type of child care, the
length of time in care, and the geographic area. Generally, care is
more expe e 'or younger children (particularly infants), and
center-based chs 's more expensive than family day home care. Es-
timates of average annual child care costs range from $2,000 to
more than $6,500costs that can be prohibitive for low-income
families.31

'"The resource and referral portion of the program lb urrently authorized at $8 million.
'The following estimates bhuw average annual cold are costa based un local surveys. In

Oakland, the a' ..lrage annual cost fur center-based preschool cart is $2,800, for center based
infant are, $3,200, and fur licensed family day hum, $2,600. In Massachusetts, the annual
costa fur preschool are average $.3,500. fur infant care, more than $r.i,000. In Minnesota, annual
average costa for prm.i.huoi are are $1,900, fur infant are, $:3,600. Other estimates are cited in
Select Committee un Children, Youth and Families, Families and Child Care' t19841, pp. 6, 17,
and 29 The cost of child are is related to the issue of the quality of the care. Quality has been

Continued

333



373

The federal government could affect the affordability of child
tare through two primary mechanisms. the Social Services Block
Grant (SSBG) and the dependent care tax credit." First, state and
federal governments have traditionally provided financial assist-
ance to low income families (within certain eligibility guidelines)
for their child care costs. Prior to 1981, Title XX was the primary
source of federal funding for subsidized child care. Although states
were required to set aside only $200 million of Title XX funds for
child care, an estimated 18 percent (or approximately $720 million)
of total Title XX expenditures went to child care in 1980.33 Under
the Omnibus Budget Reconciliation Act of 1981, Title XX was com-
bined with other programs to form the Social Services Block Grant,
and its funding levers were reduced by 20 percent.3' Furthermore,
this legislation eliminated the set-aside funding for child care, the
income guidelines for eligibility, the state funds matching require-
ment, and reduced the state's reporting requirements. Although no
national data are available because of the latter change, studies by
the General Accounting Office and the Urban Institute found that
a majority of the states sampled have reduced their expenditures
on subsidized child care as a result of the budget reductions of
1981." The states generally maintained funding levels for crisis
services, such as child abuse protective services and adoptive and
foster care services."

The second federal mechanism that affects the affordability of
child care is the dependent care tax credit. Families that use child
care to enable adults to work (or the spouse of a worker to go to
school) currently qualify for a nonrefundable tax credit based on
the costs of that care." The credit applies to the first $2,400 spent
for one child or $4,800 for two and the credit rate is reduced as
income rises to a minimum of 20 percent for those with an AGI above
$28,000.

The child care credit was enacted in 1976, replacing a similar de-
duction. Making the provision a credit made it available to taxpay-
ers who do not itemize as well t3.7 w those who do, thus increasing
its value for many lower income taxpayers. The credit remained es-
sentially unchanged until 1981, when it was increased and targeted

found to be a&Sth...ated with Small group size, high staff. child ratios [found to be particularly
important fur infants), arid stuff qualifications Richard R. Ruupp, Children at the Center. Final
Report of the National Day Care Study," Executive Summary [Cambridge, MA. ABT Books,
April 1979), pp. 2-4.

"Child care costs are also subsidized indirectly through AFDC and Food Stamps. Expendi-
tures fur child titre art taken into account in caltulating benefit levels in each program. See
Chapter III (AFDC) and Chapter IV (Food Stamps) for further details.

"U.S. Department uf Health and Human Services, Office uf Human Development Services,
Report to Congress. Summary Report uf the Assessment of the Current State Practices in Title

XX Funded Day Care Programs" (October 1981), p. 17.
"The Omnibus Budget Reconciliation AAA of 1981 reduced the funding level of the SSBG from

$2.99 billion in 1981 to $2.90 billion in 1982.
"Madeleine Kimmich, "Children's Services in the Reagan Era IDLsussiun Paper, Urban In-

stitute, Washington, D.0 , October 19844 p. 35 ltu be published in June 1985). General Account.
ing Office, "States Use Several Strategies to Cope with Funding Reductions Under Social Serv-
ices Block Grant" (August 9, 1984), p.

3'Ibid., GAO, p. iv, and Kirumich, p. 50.
"To qualify, a single parent must work, married touples must have at least one full-time

worker and the spouse must wurk at least part time or go to school. The children for whom
child are LS used must be claimed as tax dependents, and either be under 15 or be physically or
mentally incapacitated. This credit may also be used for handicapper' adult dependents.
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more toward lower-income taxpayers. Since 1981, there have been
only minor changes in the credit.

In 1982, just over 5 million taxpayers claimed the credit, revenue
losses totaled slightly over $1.5 billion, about $300 per claimant."
More than half of the families using the credit had incomes above
$25,000. Only 6 percent of those claiming the credit had incomes
below $10,000, and for these low income families, tax savings aver-
aged $256. Because its nonrefundability means that families can
benefit only to the extent of their tax liability, the credit provides
only limited assistance to the poor. Nearly 60 percent of families
with incomes below $10,000 benefited by less than the full potential
value of the credit in 1982.3°

Options that would affect the affordability of child care through
both direct and indirect means could:

Reestablish the Social Services Block Grant set-aside for child
care for low-income families; and

Modify the dependent care tax credit.
Earmark Social Services Block Grant funds for child care

The federal government could reinstate the $200 million set-aside
for child care in the Social Services Block Grant, The states could
then use these funds to develop programs for any of the specific
groups that are of concernfor example, school-age children, ado-
lescent mothers, or low-income families.'°

If the set-aside for child care were created with no additional
funding for the SSBG, it could increase expenditures on child care
without increasing costs fox the federal government. It would also,
however, require that states draw funds away from other impor-
tant social services provided by the Social Services Block Grant,
such as protective and crisis services for abused children, adoption
and foster care services, adult protective care, and home-based
services.

Another option would be to expand funding for the SSBG and re-
quire that the additional funds be used only for child care services.
Such an expansion could be set at any level the federal government
might choose, for example, an additional $200 million could rein-
state the previous set-aside, although it is not clear that this
amount would be sufficient to return state child care expenditures
to their previous levels. This kind of legislation could require a
maintenance-of-effort clause to ensure that the new funds would be
added to current state day care fundirg levels, instead of being
used to substitute for them. This option would increase the states
ability to provide subsidized child care to low income families with-

"Preliminary figures for the 1983 LAX year indicate a large increase in both participation and
credit amounts, possibly as a result of changes in regulations. In 1983, taxpayers using Form
1040A were allowed Cu r the first time to claim the credit. In addition, taxp .rs taking the
credit were nut required to identify child are providers. The effect appears to have been about
a 30 percent increase to 6.4 millionin the number of tax returns claiming the credit and a
one-third riseto $2 billionin revenue losses.

"The child care credit is applied before the earned income tax credit tEITCi, therefore its
value is nut limited by the EITC The child care credit con be used to reduce gross taxes owed,
but only down to zeru. The EITC is then applied, if applicable, and is refundable. See Chapter III
for further discussion of the EITC.

The Congress earmarked a $23 million increase in SSBC funding fur reseal year 1983 to pro-
vide training for child care staff, licensing and enforcement officials, and parents, with the pro-
viso that states conduct criminal checks on day care employees.
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out drawing funds away from other social services provided under
the SSBG; at the same time, it would raise federal costs.

Proponents of these options argue that there is an inadequate
supply of affordable child care for low-income children, and main-
tain that the federal government has a responsibility to ensure
that such care is aailable. They suggest that it is appropriate to
use the SSBG to provide such care, since it has traditionally been
the major source of federal funding for child care. Moreover, they
argue that such services are cost effective, because they ,11un fami-
lies to work and be self-sufficient. Opponents argue that no evi-
dence exists of a shortage of such care. Moreover, they beliee that
earmarking the SSBG would reverse the block grant process and
reduce the states' discretion in determining social service priorities.

Modify the dependent care tax credit
Three approaches could be taken to increase the assistance to

families with children provided through the dependent care tax
credit. First, the entire credit rate schedule could be raised so that
the percentage of child care expenses allowed as a tax credit would
be higher for all taxpayers. Second, to hold down the cost of in-
creasing aid, the rate schedule could be tilted so that the percent-
age of expenses allowed as a credit would be higher for low-income
families but reducedperha " to zerofor higher-income families.
Reduced benefits for those with high incomes would partially offset
the higher costs of increasing the credit for low-income families.
Third, the credit could be made refundable, with or without chang-
ing the percentage rate. This approach would allow all families, re-
gardless of other tax liability, to receive the full value of the credit.

Increasing the credit for low-income familie, would reduce their
net child care exper.ses, thereby making employment more attrac-
tive by raising earnings net of expenses and making schooling
more attractive by lowering costs. In turn, through employment
and schooling, low-income families could become less dependent on
government transfers and other assistance.

Options that would make the credit refundable would strengthen
employment and education incentives even more by removing tax
liability as a limit on the value of the credit. Because the current
credit is not refundable, a married couple with two children would
have to have an income above $17,556 to obtain the full potential
value of the creditthe percentage credit times the maximum al-
lowable child care expenses." Making the credit refundable would
allow all families to receive a percentage of their child care costs
up to the allowed maximum. On the other hand, even if it were
refundable, families might not benefit from the credit until they
filed their tax returns 42 and, thus, might be unable to meet weekly
child care costs.

Finally, restricting the credit to families with incomes below a
set limit would reduce revenue losses and help finance increased

4' This estimate derives from CBO batiulativns ,./f 1984 tax law, which assume that families
either claim the standard deduction 4 $3,100 for married oi $2,300 fur single heads of
household, or thty deduct through percent a then gross 141LVIne if that is
greater Total child care costs of at least 34,100 for two children are also assumed

"A family touid avoid this problem by redo,..ing the amount of tax withheld from earnings,
but many families might not know how
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assistance for those families with low incomes. Because about 20
percent of child tax creditsnearly $300 millionwent to taxpay-
ers with annual incomes above $40,000 in 1982, significant savings
could be obtained. Denying the credit for higher-income families,
however, would be a refusal to recognize a legitimate work-related
expense for some, while allowing it for others.
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PART III

Costs and Effects of Expanding AFDC
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SUMMARY

The Aid to Families with Dependent Children (AFDC) program is
the major source of government cash assistance to low-income chil-
dren and their families. In 1984, a bill to expand the AFDC pro-
gram, as well as to require changes in other programs, was intro-
duced in the 98th Congress, and it is expected to be reintroduced in
1985. This billH.R. 4920, or the Omnibus Anti-Poverty Act of
1984would institute the broadest changes in AFDC in recent dec-
ades.

This paper presents estimates of the costs and effects ..if the bill's
major AFDC provisions. Most of the provisions have been proposed
before in earlier attempts to change the AFDC program, and they
would likely be included in any future proposals.

THE AFDC PROPOSALS

The Omnibus Anti-Poverty Act includes five major A.FDC propos-
als, which would:

Mandace a minimum benefit level,
Extend benefits to two-parent families,
Increase deductions from income,
Liberalize asset restrictions, and

Reduce states' financirg shares for increases in AFDC benefits.

MANDATE A MINIMUM BENEFIT LEVEL

The first, and most costly, proposal would require states to main-
tain minimum benefit levels. The specific minimum would be set so
that the AFDC benefit together with the food stamp benefit would
have to equal 65 percent of the poverty income guidelines for each
family size. For example, for a family of three in 1986, 65 percent
of the poverty guidelineconsistent with the guidelines published
for previous years by the Department of Health and Human Serv-
icesis estimated to be $528 a month. As a result, the AFDC mini-
mum benefit for a family of three would be $396 (and the food
stamp benefit, $132). Each year the required AFDC minimum bene-
fits would rise along with the poverty guidelines, which are adjust-
ed for inflation.

A majority of states would have to raise their benefit levels if
this proposal were enacted. Now, AFDr benefit levels vary consid-
erably among states because they are set by the states. Moreover,
they are far below the poverty guidelines in some states. In July
1984, maximum benefit Lye's for a family of three in the continen-
tal United States ranged from $96 in Mississippi to $558 in Ver-
mont.

(379)
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EXTEND BENEFITS TO TWO-PARENT FAMILIES

States would be required to extend benefits to all two-parent
families whose incomes were low enough to qualify for AFDC. Ben-
efits could be below those for single-parent families (but not below
the required minimum benefit) and could be limited to 6 months of
each year. The federal financing share would be increased to 75
percent or left at its current level if higher) for payments to all
two-parent families. Adults in these families, and many of the chil-
dren, would also becomeby virtue of their receipt of AFDC
newly eligible for Medicaid.

At state option, two-parent families are now eligible for AFDC
only if their principal earner is unemployed or works fewer than
100 hours a month. Twenty-four states and the District of Colum-
bia now provide benefits to families under the AFDC-unemployed
parent program.

Because federal financing shares now range from 50 percent to
78 percent (depending on a state's per capita income), the propos-
al's increased federal share would provide some fiscal relief to
states who now have an AFDC unemployed parent program. These
states could have lower or higher expenditures after extending ben-
efits to all two-parent families, while states who do not now have
an AFDC unemployed parent program would experience increased
expenditures.

INCREASE DEDUCTIONS FROM INCOME

Deductions from income for determining AFDC benefits would be
filtered as follows:

20 percent of gross earnings up to $175 would be allowed for
work-related expenses, compared with a flat $75 now.

$50 and one-quarter of earnings after other deductions would
be disregarded with no time limit, compared with $30 for 12
months and one-third of net earnings for 4 months under cur-
rent law. Also, the $50 and one-quarter deductions would be
used in determining eligibility as well as benefit levels.

The gross income limit, now equal to 185 percent of a state's
need standard, would be eliminated.

A family's deduction for child care expenses would be capped
at $320 a month. Deductible expenses now can be as much as
$160 a month for each child, with no cap on the total deduc-
tion.

The Earned Income Tax Credit would no longer be counted as
income.

Up to $50 a month of unemploymentt, compensation would be
disregarded. Now it is counted in full.

These changes would allow families to retain more of their earn-
ings. Now a $1 increase in earnings results in a $1 decrease in
AFDC benefits after the first 4 months of earnings. With the pro-
posed changes, a $1 increase in earnings would result in a 60 cent
decrease in benefits, improving incentives to work among families
already on AFDC. These changes would raise income limits in the
program, however, bringing more families onto AFDC, thereby re-
ducing incentives to work among these new families.
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LIBERALIZE ASSET RESTRICTIONS

Asset restrictions, which make ineligible some families with in-
comes low enough to qualify for AFDC, would be liberalized. The
level allowed would be increased to $2,250 from $1,000 (or less, at
state option) under current law. The home and basic maintenance
items such as furniture would continue to be excluded. The cash
value of life insurance, which is now counted, would be excluded.
Cars would be treated differently, more closely to their treatment
in the Food Stamp program. Now, one car with an equity value up
to $1,500 (or less, at state option) is excluded. The Omnibus Anti-
Poverty Act would evaluate cars two waysby their market (full)
value and by their equity (market value less debt) value. A market
value of less than $5,500 a car would not be counted. Equity value
would be assessed excluding one car and a second ,:ar if it were
necessary for employment. Then the greater of either market value
(over $5,500) or equity value would be counted against the overall
asset limit.

Asset restrictions have become more restrictive over time as
prices have risen. These changes would make more families eligible
for AFDC and also for Medicaid.

REDUCE STATES' FINANCING SHARES FOR INCREASES IN AFDC BENEFITS

To encourage added growth in AFDC benefit levels, the Omnibus
Anti-Poverty Act would give states an incentive to raise benefits.
This incentive would take the form of a 30 percent reduction in the
state's financing share for all AFDC benefit increases after a speci-
fied date For example, a state with a 50 percent financing share
would have this share reduced by 15 percentage points to 35 per-
cent A state with a 22 percent financing sharethe lowest under
current lawwould have this share reduced by 7 percentage points
to 15 percent. The federal government's share of AFDC benefit in-
creases would then be 65 percent and 85 percent, respectively.

AFDC benefit levels have declined in real terms in almost every
state The median maximum benefit for a four-person family with
no income fell by 33 percent from July 1970 to January 1985, and
only three states (California, Maine, and Wisconsin) raised benefits
to keep pace with inflation. This decline in real benefits means
that beneficiary families are able to buy fewer goods and services
over time.

The effectiveness of this provision in raising AFDC benefits
would depend on the behavior of states. States who would have in-
creased benefits under current law would have their expenditures
reduced. They could then use these savings to increase AFDC bene-
fits further or for other purposes. States who would not have in-
creased benefits would now find it less costly to do so, and they
might respond by raising benefits.

COSTS OF THE PROPOSALS

Together, these proposals would add significantly to government
costs The five proposals, if enacted jointly, are estimated to add
$5.3 billion to federal, state, and local government outlays in fiscal
year 1986 By 1990, the estimated additions to outlays would be
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$11.3 billion. Added outlays in AFDC, and in the other programs
that would be affected by the AFDC changes, are shown in Summa-
ry Table 1.

SUMMARY TABLE 1. ESTIMATED COSTS TO FEDERAL, STATE, AND LOCAL GOVERNMENTS

OF AFDC PROPOSALS

[By fiscal year, in Owns of dollars)

1986 1987 1988 1989 1990

AFDC 5.5 8.4 9.3 9.9 10.5
Food stamps -1.2 -L8 -2.0 -2.1 -2.3
Medicaid 1.1 2.5 2.7 2.9 3.1
General assistance -.1 -.1 -.1 -A -.1

Total 5.3 9.0 9.9 10.6 11.3
Federal 3.3 5.4 6.0 6.4 6.9
State 2.0 3.5 3.9 4.2 4.4

In AFDC, costs would rise by $5.5 billion in 1986 and $10.5 billion
in 1990. Costs would be lower in 1986, in part because several years
would pass before all the newly eligible families would begin to re-
ceive AFDC, when families are made newly eligible because of a
legislative change, they flow onto a program only over time as they
learn of their eligibility or as their circumstances change. Costs
would rise to $21.8 billion from CBO's current law projection for
AFDC in fiscal year 1986 of $16.3 billion-a one-third increase. By
1990, AFDC outlays would be increased from $18.2 billion to $28.7
billion, a rise of 58 percent.

The most costly single proposal is that mandating a minimum
benefit level, which by itself would add an estimated $3.4 billion to
AFDC outlays in 1986. Moreover, because of interactions, costs of
the other proposals would also rise. Mandating a minimum benefit
level and expanding benefits to two-parent families together would
account for almost three-quarters of the AFDC costs of the total
package. This paper includes estimates of the costs and effects of
each of the proposals if it were enacted separately, as well as the
costs and effects of the entire package.

These costs include estimated increases in AFDC administrative
costs and in AFDC benefit costs to allow for reduced work effort.
Administrative costs would rise because of the increase in the
number of families receiving AFDC-by about $0.3 billion and $0.9
billion in 1986 and 1990, respectively. Hours worked by the families
made newly eligible and participating in AFDC are estimated to
fall-because of both the rise in their incomes and the large de-
crease in their AFDC benefits for every added dollar they earned
(the "marginal benefit reduction rate"), as a result, AFDC benefit
costs would be $0.2 billion and $0.7 billion higher in 1986 and 1990,
respectively.

Several other programs would be affected by the AFDC changes.
Food Stamps, Medicaid, and state General Assistance (GA) pro-
grams. Costs in the Food Stamp program would decline by an esti.
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mated $1.2 billion in 1986. Because AFDC benefits are counted as
income of participating families, their food stamp benefits would
fall automatically as their AFDC benefits rose. Costs in the Medic-
aid program would rise by an estimated $1.1 billion in 1986 because
most of the families who participated in AFDC for the first time
would also become newly eligible for Medicaid. Finally, costs in
state General Assistance prop ams would decline by an estimated
$0.1 billion in 1986 because a small number of the new families
would hgve received GA if they were not receiving AFDC.

The additional costs of these proposals would be shared by feder-
al and state governments. In 1986, federal outlays would rise by
$3.3 billion, or 63 percent of the total, and state outlays by $2.0 bil-
lion, or 37 percent.

EFFECTS OF THE PROPOSALS

At least 3.8 million families with low incomes would be made
better off by the package of proposals. Of these families, an esti-
mated 1.5 million would be families newly eligible for, and partici-
pating in, AFDC. Approximately 60 percent of the new families
would be two-parent families and 40 percent, single-parent families.
As a result, the number of families receiving AFDC would rise
from 3.8 million to 5.2 millionan increase of more than 40 per-
centand a larger proportion would be two parent families than
currently. Another 2.3 million families now receiving AFDCabout
63 percent of those on the programwould have their benefits in-
creased.

CHANGES IN POVERTY

The package of proposals would reduce poverty significantly.
About three-fifths of the families that would be made better off by
the proposals are poor based on official measures of poverty main-
tained by the Bureau of the Census. Three-quarters of the cost of
the proposals would go to closing the poverty gap, which is a meas-
ure of the additional income poor families would need for their in-
comes to equal their poverty thresholds as determined by the
Bureau of the Census. Moreover, many of the families affected by
t'-.e proposals who are not poor on an annual basis would have
little or no other income during the months of the year they re-
ceived the AFDC benefits.

The poverty gap would be at least $4.7 billion less after the pro-
posals were enacted. This represents a decline of almost one-third
among families affected by the proposals and almost one-fifth
among all families with children.

About 300,000 families would move out of poverty. As a result,
the poverty rate for families affected by the package of proposals
would drop by 10 percentfrom 62 percent to 56 percent. For all
families with children, the poverty rate would fall by 5 percent
from 18 percent to 17 percent.

REGIONAL EFFECTS

The effects of enacting the package of proposals would vary
sharply among the regions. The South would account for one-half
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of the package's AFDC benefit costs in 1986, compared with only 14
percent of total benefit costs under current law. As a result, AFDC
payments in the South would increase by one and one-half times.
At the same time, two-fifths of the families made better off would
live in the South.

The North Central, Northeast, and West regions would account
for approximately 22 percent, 12 percent, and 17 percent of the pro-
posals' AFDC benefit costs, respectively, compared with 30 percent,
28 percent, and 28 percent of the program's current benefit costs.
Their AFDC payments would increase much less than the South's
in percentage terms. by about one-third in the North Central
region, one-fifth in the Northeast, and one-quarter in the West.

The southern region's disproportionate share reflects mainly the
effects of the minimum benefit proposal, which would require
every southern state to increase its AFDC maximum benefit level.
Also, few southern states now have AFDC programs for unem-
ployed parents, hence, rather than saving from the increased feder-
al financing share for two-parent families, their costs would rise be-
cause of the expanded coverage to this group.
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CHAPTER I. INTRODUCTION

The Omnibus Anti-Poverty Act of 1984, which was introduced in
the 98th Congress and is expected to be reintroduced in 1985, has
as its stated aim program expansions that would "reverse the
present upward trend in the poverty rate." Poverty rates for fami-
lies have risen steadily since 1978, after declining sharply during
the 1960s and remaining fairly steady during most of the 1970s.
Among all families with children, 17.9 percent were poor in 1983.
Single-parent families headed by a female had much higher pover-
ty rates than other families-47.2 percent compared with 10.5 per-
cent. For low-income, female-headed families, the Aid to Families
with Dependent Children (AFDC) program provides a major, and
often the only, source of income.

Five major changes that would expand AFDC are proposed in the
Omnibus Anti-Poverty Act of 1984. The proposals are summarized
below. This paper estimates the costs and effects of these proposals,
singly and in combination, and also cunsiderb variations on some of
the proposals. These same proposals have been included in numer-
ous previous attempts to change AFDC, and they would likely form
the basis for any future proposed expansions.

Five Proposals to Expand Aid to Families with Dependent
Children

The Omnibus Anti-Poverty Act includes five major proposals
that would expand the AFDC program.

Mandate a minimum benefit level. States would be required to
maintain minimum benefit levels in AFDC. The minimum AFDC
benefit plus the food stamp benefit would have to equal 65 percent
of the Department of Health and Human Services poverty income
guidelines for each family size. Thus, the minimum benefits would
increase each year along with the poverty guidelines.

Extend benefits to two-parent families. States would IA_ required
to provide benefits to all two-parent families whose incomes ".ere
low enough to qualify for AFDC. Benefits could be limited to six
months of each year and could be below those given to single-
parent families (but not below the required minimum benefit). The
federal financing share would be increased to 75 percent for pay-
ments to all two-parent families.

Increase deductions from income. Monthly deductions from
income would in general be increased, resulting in higher AFDC
benefits for families with outside income. For those with earnings,
deductions would equal 20 percent of gross earnings up to $175,
child care expenses up to $160 per child with a cap of $320 per
family, $50 and one-quarter of remaining net earnings, and any
Earned Income Tax Credit. The $50 and oneicarter deductions
would be used in determining both eligibility and benefit levels.

(385)
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Also, $50 of unemployment compensation would be disregarded,
and the gross income limit would be eliminated.

Liberalize asset restrictions. The asset limit would be increased
to $2,250 ($3,500 if a family member was age 60 or over). The cash
value of life insurance policies would be excluded, and the restric-
tions on cars would be liberalized. One car with a market value of
less than $5,500 would be excluded, and a second car would also be
excluded if it were necessary for employment.

Reduce states' financing shares for increases in AFDC benefits.
A state's financing share would be decreased by 30 percent for all
increases in maximum AFDC benefits after a specified date.

AN OVERVIEW OF AFDC

To comprehend the basis for, and effects of, the proposals for ex-
pansion of AFDC in the Omnibus Anti-Poverty Act, both the char-
acteristics of the AFDC program and its trends over time must be
understood. These are discussed in turn.

AFDC PROGRAM CHARACTERISTICS

The AFDC program provides cash payments for needy children
(and their mothers or other caretaker relatives) who have been de-
prived of support because of a parent's absence, death, incapacity,
or, in some cases, unemployment. Within this broad guideline,
states determine program eligibility subject to specific federal limi-
tations. Both states and the federal government share in the fi-
nancing of the program.

The program s maktr characteristics, especially those relevant to
the proposals considered here, are as follows:

States set maximum benefit levels. As a result, they vary sig-
nificantl: among states, and in some states they are far below
the poverty thresholds establishr.d by the Bureau of the
Census. In July 1984, benefit levels for a three- person family in
the continental United States ranged from $96 in Mississippi
to $558 in Vermont.

Few low-income, two-parent families are eligible for AFDC.
Two-parent families in which the principal earner works 100
hours a month or more, regardless of how low their incomes,
are not eligible. Two-parent families in which the principal
earner works fewer hours or is unemployed are eligible in 24
states and the District of Columbia, but not in the remaining
26 states.

Few single-parent families with a full-time earner can qualify
for AFDC, following a tightening of program rules in 1981. Eli-
gibility and benefits depend on a family's income, which is re-
duced by a number of deductions. Monthly earnings are re-
duced by a flat $75 to covet work-related expenses, actual child
care expenses up to $160 per child; $30 during the first 12
months of earnings, and one-third of remaining net earnings
during the first 4 months of earnings. Except for $50 of child
support each month, there are no deductions from unearned
income. To receive benefits, a family's gross income may not
exceed 185 percent of the state's need standard.
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Maximum levels are set for assets as well as for income. The
current level allowed is $1,000 (or less, at state option). The
home, one car with an equity value up to $1,500, and basic
maintenance items such as furniture are not counted. Life in-
s!tance is counted at its cash value; remaining assets are
counted at their equity valor.

The federal and state financing shares vary among states, de-
pending on a state's per capita income. The lowest federal
share is legislated to be 50 percent, and the highest in 1986-
1987 will be 78.42 percent. On average, the federal government
finances 54 percent of payments to beneficiaries, and the
state's share is 46 percent.

AFDC TRENDS

Aggregate AFDC payments to families rose sharply during the
last 15 yearsfrom $4.9 billion in 1970 to $14.5 billion in 1984. But
the number of families receiving AFDC grew much less than the
number of female-headed families, and becaust. of increases in
prices, average real benefits declined.

The number of families receiving AFDC grew from 2.2 million in
1970 to 3.7 million in 1984, with most of the growth occurring
before the mid-1970s (see Figure 1). 0 the same period, however,
the number of female-headed familit, grew from 5.6 million to 9.9
million. Since 1972, when the growth in the number of AFDC fami-
lies tapered off, the percentage of female-headed families receiving
AFDC ham declined almost steadilyto 35 percent in 1984 from 45
percent in 1972.

Maximum benefits (to a family of four) have also risen steadily,
but by much less than rrices have risen. As shown in Figure 2, the
decline in real benefits has occurred in every period since 1970, and
has totaled 33 percent over the entire 1970-1984 period.
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Figure 1.

AFDC Families (In millions)

1970 1972 1974 1976 1978 1980 1982

SOURCE Compiled by Congressional Budget Office from Social Secutity Administration, Social
Security Bulletin, Annual Statistical Supplement (1983), p 248. and from Social
Security Administration, Monthly Benefit Statistics, various issues

Figure 2.

Increases in AFDC Maximum Benefits and Prices
(Average annual increases in percent)

10

it

19:4

r--1 AFDC Benefits

me Nees

19704 975 1975.1980 1980.1984

SOURCE Increaser ,n Consume' Price Index calculated by the Congressional Budget Office from
Bureau of Labor Statistics data. increases in AFDC benefits calculated by the Congressional
Budget Office from Congressional Research Service data

NOTE AFDC benefits are the maximum benefit for the median state fora four person family as of
July of each year Prices are increases in the Consumer Price Index for Ad Urban Consumers

THE ESTIMATES

Each of the five proposals is first considered separately, assum-
ing that each would be enacted alone. Then costs and effects are
shown assuming enactment of the full package of proposals. Be-
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cause of interactions among the proposals, many more families
would become eligible for AFDC and benefits of many families
would be higher if all proposals were enacted. Thas, costs of the
entire package would be considerably more than tne sum Jf each
proposal's costs.

In assessing the entire package of proposals, some adjustments to
costs are included that are not considered for each separate propos
al. Tht adjustments are much more important for the package of
proposals than for any one of the proposals considered alone. The
adjustments are:

Higher administrative costs in the AFDC and Medicaid pro-
grams;

Higher benefit costs in AFDC because of reduced work effort
by affected families; and
Lower benefit costs in AFDC in the early years of implementa-
tion because newly eligible families would go onto AFDC only
over time.

Thus, the numbers of new families on AFDC in 1986 shown in
these chapters represent estimates of new families after they had
all come onto AFDC. The estimates of effects on poverty and on re-
gions for 1986 are consistent in assuming a full effect from the pro-
posals in 1986.

Estimates of costs are shown for fiscal years 1986 through 1990.
The estimates assume an implementation date of Octeber 1, 1985.'

' Unless otherwise noted, all years n this paper are ristal years Details the text, ribles,
and figures may not add to the totals because of rounding.
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CHAPTER II. MANDATING A MINIMUM BENEFIT LEVEL

Benefit levels in the Aid to Families with Dependent Children
program vary significantly among states. In July 1984, benefit
levels for a three-person family ranged from $96 in Mississippi to
$558 in Vermont ($696 in Alaska).

One way to reduce these disparities is to mandate a minimum
AFDC benefit level. Such a minimum benefit could be set in many
different ways and at many alternative levels. The Omnibus Anti-
Poverty Act sets the minimum so that it, plus the food stamp bene-
fit, would equal 65 pe-cent of the Department of Health and
Human Services (DHHS) poverty guideline for each family size. For
a family of three, this minimum AFDC benefit would be $396 in
1986. The minimum benefits would increase each year along with
the poverty guidelines, which are adjusted for inflation.

The total cost of mandating such a minimum benefit in AFDC is
estimated to be $2.7 billion in fiscal year 1986 (see Table 2-1). The
federal government share would be $1.3 billion and the share of
states and localities, $1.4 billion. Costs would rise significantly over
time because the poverty guidelines are projected to rise with infla-
tion by more than any increases in AFDC benefit levels enacted by
states and localities. By 1990, costs would total $3.7 billion$1.0
billion, or 37 percent, more than in 1986.

TABLE 2-1.TOTAL COSTS OF MANDATING A MINIMUM BENEFIT LEVEL IN AFDC

(By kcal year, in b;lhons of dollars]

1986 1987 1982 1989 1990

Feder81... ..... . ...... ......... ....... ..........

State.. ........

Total

L3
L4

2.7

1.4

1.5

2.9

L5
1.6

3.2

1.7

L8

3.4

1.8

1.9

3.7

Note Costs include those in the AFDC. Medicaid, and Food Stamp programs Costs. a sayings, for each
program are shown in Table 2-7

Source Congressional Budget Office

An estimated 41 states would have to raise their benefit levels to
meet the minimum in 1986, although several would have to raise
benefit levels for only one or two family sizes. About 2.4 million
familiesincluding about three-fifths of those currently on
AFDCwould receive higher AFDC benefits with enactment of
such minimum benefit legislation.
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41:0



391

BENEFIT LEVELS IN AFDC

Maximum benefit levels in AFDC are set by the states and local-
ities Unlike benefits in other means-tested programs, they vary
significantly among states. In the Food Stamp program, which pro-
vides food coupons to all families whose incomes fall below a speci-
fied level, benefits are the same in all states (except for Alaska and
Hawaii) And in the Supplemental Security Income program, which
provides cash benefits to low-income aged or disabled individuals,
the federal benefit is fixed nationwide although states may supple-
ment it.

In July 1984, maximum AFDC benefits for states ranged from
less than $100 a month to more than $550 in the continental
United States (see Table 2-2). By region, maximum benefits in the
West in July 1984 averaged $504, two and one-half times more
than the average benefit of $203 in the South. Maximum benefits
in the North Central and Northeast regions averaged $343 and
$427, respectively.

TABLE 2-2.MAXIMUM AFDC BENEFITS, JULY 1984

[In dollars]

State 3person
farraly

4-person
family

Alabama 118 147
Alaska 696 775
Arizona 233 282
Arkansas 164 191
California 555 660

Colorado 346 420
Connecticut 546 636
Delaware 287.. 336
District of Columbia 299 366
Florida 231 273

Georgia 208 245
Hawaii 468 546
Idaho 304 344
Illinois 302 368
Indiana 256 316

Iowa 360 419
Kansas 373 422
Kentucky 197 246
Louisiana 190 234
Maine 360 452

Maryland 313 376
Massachusetts 396 463
Michigan 372 441
Minnesota 524 611

46-869 0 - 85 - 14
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TABLE 2-2.MAXIMUM AFDC BENEFITS, JULY 1984Continued

[In dollars]

State
3person

family
4-person

family

Mississippi 96 120

Missouri 263 308
Montana 332 425

Nebraska 350 420

Nevada 228 272

New Hampshire 378 429

New Jersey 385 443

New Mexico 258 313

New York 474 566

North Carolina 202 221

North Dakota 357 437

Ohio 276 343
Oklahoma 282 349

Oregon 368 446

Pennsylvania 350 415

Rhode Island 479 547

South Carolina 168 206

South Dakota 329 371

Tennessee 138 168

Texas 148 178

Utah 363 425

Vermont 558 622

Virginia 327 379

Washington 476 561

West Virginia 206 249

Wisconsin 533 636

Wyoming 265 310

Median State 327 376

Source Compiled by Congre&onai Budget Of using data from the Congress tonal Research Service.

These wide differences are based primarily on the relative de-
sires and capabilities of states and localities to assist their needy
populations. Also, they result in part from differences in the cost-
of-living among geographic areas. While existing data on cost-of-
living differences are not reliable, they suggest that rural areas
have a lower cost-of-living than urban areas and that the South
has a lower cost-of-living than other regions.1

wee Janice Peskin. Geographic Payment Variation In a Federal Welfare System ,Technical
Anaiysts Paper, Office of Income Security Folic), Office of the Assistant Secretary of Planning
and Evaluation, Department of Health and Human Services, January 19771.
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To the extent they do not reflect the relative cost-of-living, such
wide differences in AFDC benefits are not consistent with a welfare
system that has horizontal equity. Horizontal equitytreating
people in similar circumstances similarlyis often mentioned as a
goal of welfare reform. Moreover, benefits in some areas may be in-
adequate to provide a subsistence income. On the other hand, re-
quiring identical benefits in all geographic areas would cause wel-
fare benefits to be a much higher proportion of earnings in low-
income states and localities and could lead to large work disincen-
tives.

Mandating a minimum AFDC and food stamp benefit at 65 per-
cent of the poverty guidelines would remove some, but not all, of
the differences among states and localities.

COSTS AND EFFECTS OF THE MINIMUM BENEFIT

The costs of mandating an AFDC minimum benefit level would
depend on the minimum benefit relative to the benefit levels that
would pertain under current law. In 1986, the required minimum
benefits for families with three and four persons are projected to be
$396 and $467 a month ($4,752 and $5,604 a year), respectively. The
AFDC minimum benefits plus food stamp benefits would then
equal 65 percent of the poverty guidelines for each family size in
the year of the benefit increase (see Table 2-3).2

The required minimum benefit would increase each year, by 1990
it is projected to be $478 and $562 a month for families with three
and four persons, respectively. The increase is determined largely
by the projected rise in the poverty guidelines, which are adjusted
annually by the rise in the Consumer Price Index (CPI). The guide-
lines are projected to increase about 4.8 percent a year through
1990, based on CBO's economic assumptions of August 1984. If the
CPI rises by more or less, the required minimum benefit would also
be higher or lower A greater rise in the CPI would increase costs
of the minimum benefit, but the amount of the increase would
depend on how states would otherwise have altered their benefit
levels in response to the higher rates of inflation.

TABLE 2-3.AFDC MINIMUM MONTHLY BENEFIT LEVELS REQUIRED IN 1986

[In dollars]

Family size AFDC =hunt Food stamp
65 percent of

benefit bPAefit I poverty
guideline 2

1 108 (3) (3)
2 337 83 420

2 The poverty guidelines published each year by DHHS are based on the official poverty
thresholds determined by the Bureau of the Census. The poverty guidelines for 1985 are simpli-
fications of the official 1984 thresholds H.R. 4920 would require a forecast of the guidelinesso
that those used in determining the AFDC minimum benefit for 1986 would actually apply to
1986 For a d&scription of the guidelines and how they differ from the official poverty thresh-
olds, see Gordon M Fisher, The 1984 Federal Poverty Income Guidelines,- Social Secunty
letin, vol. 47 (July 1984), pp. 24-27
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TABLE 2-3.AFDC MINIMUM MONTHLY BENEFIT LEVELS REQUIRED IN 1986Continued

[In dollars]

Family site
AFDC minimum Feed stamp

benefit benefit I

65 percent of

PovertY
guideline 2

3 396 132 528

4 467 169 636

5 546 199 745

6 605 248 853

7 700 261 961

8 764 306 1,070

9 829 349 1,178

10 894 392 1,286

Undei the provisions of H.R. 4920, food stamp benefits used in :aiculating the minimum benefit would be
those to a family with income equal to the AFDC minimum benefit and with the food stamp standard deduction.
The food stamp allotment ano standard deduction are projected to 1986 asing CBO economic assumptions of
August 1984.

The DHHS poverty guidelines have been divioed by 12 to arrive at a monthly figure. The guidelines are
projected to 1986 using CB0 economic assumptions of August 1984.

3 In HR. 4920, the minimum benefit for a family (AFDC unit) of one would equal the difference between
the poverty guidelines for families of three and four (636-528=108).

Source: Congressional Budget Office.

EFFECTS ON FAMILIES

Most of the costs of mandating an AFDC minimum benefit$2.9
billion or 87 percent of total additional AFDC costs in 1986would
stem from the higher benefits provided to families currently receiv-
ing AFDC (see Table 2-4). Some 2.2 million currently participating
families would receive additional AFDC benefits averaging $111 a
month or $1,330 a year. These affected families would account for
60 percent of all current AFDC families.

The remaining costs would be for newly participating families.
those currently ineligible for AFDC who would become eligible be-
cause of the increased benefit levels, and those currently eligible
but not participating who would participate because their potential
benefits increased. The CBO estimates, though with much uncer-
tainty, that these families would number about 190,000 on an aver-
age monthly basis and receive AFDC benefits averaging $197 a
month ($2,365 a year). Additional program costs for these families
would total $0.4 billion a year in 1986.
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TABLE 2-4 EFFECTS ON FAMILIES OF MANDATING AN AFDC MINIMUM BENEFIT LEVEL,

1986

Total AFDC costs Families affected

Amount
(billions of
dollars)

Percent of Number Percent of
total (millions) total

Average
monthly
benefit

increase
(dollars)

Current AFDC families 2.9 87 2.2 92 111
New families .4 13 .2 8 197

Total 3.4 100 2.4 100 118

Costs are those in AFDC alone, costs for Medicaid and Food Stamps are not included.

Source: Congressional Budget Office.

The estimates of newly participating families are uncertain for
two reasons. First, estimating the number of families who would
become newly eligible is difficult because the available data seldom
provide the detail necessary to simulate AFDC eligibility precisely.
For example, information on the asset holdings of families is gener-
ally unavailable Second, the number of eligible families who would
choose to participate in AFDC can never be known with any cer-
tainty These problems, and the assumptions used in the estimates,
are discussed in more detail in Chapter VIII.

EFFECTS ON POVERTY

All families who receive AFDC have low incomes, and most are
poor based on official poverty thresholds and other measures pub-
lished by the Bureau of the Census. This section looks at the im-
pacts of mandating a minimum AFDC benefit on poverty among
families affected by the proposal and among all families with chil-
dren.

Mandating a minimum benefit would raise the incomes of 1.9
million poor familiesand also 0.8 million nonpoor families, as dis-
cussed belowand would move an estimated 0.1 million families
out of poverty (see Table 2-5). As a result, the poverty rate for poor
families affected by the proposal would decline by 5.6 percent
from 70.8 percent to 66.8 percent. More than two-thirds of the fami-
lies that would be affected by the proposal would be poor.
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TABLE 2-5.-ESTIMATED EFFECTS ON POVERTY OF MANDATING AN AFDC MINIMUM

BENEFIT LEVEL, 1986

Poveity status of families
affected by the proposal I

Poor Nonpoor Total

Poverty status of all famiLes
with children 2

Poor Nonpoor Total

Before Mandating a Minimum Benefit

Number of families (millions) L9 0.8 2.7 5.7 26.9 32.6
Percent 70.8 29.2 100.0 17.5 82.5 100.0

Poverty gap (billions of dollars) 9.3 9.3 24.8 24.8

After Mandating a Minimum Benefit

Number of families (millions) 1.8 0.9 2.7 5.6 27.0 32,6
Percent 66.8 33.2 100.0 17.2 82.8 100.0
Poverty gap (billions of dollars) 6.6 6.6 22.1 22.1

Change

Number of families (millions) -0.1 0.1 -0.1 0.1

Percent -5.6 13.6 -1.9 0.4
Poverty gap (billions of dollars) -2.7 -2.7 -23 -2.7
Percent -29.0 -29.0 -10.8 -10.8

' Numbeis of families are those on AFDC at any time during the yeaL. Because some families affected by the
proposal are on AFDC only part of the year, the number of families shown here t2 7 million) is greater than
the 2.4 million on an average monthly basis shown in Table 2-4.

2 Foi all families with children, poverty counts and rates before mandating a minimum benefit level are
published estimates to! 1982. See Department of Commerce, Bureau of the Census, "Characteristics of the
Population Below the Poverty Level 1982' tCuirent Population Reports, Consume! Income, Series P-60, No.
144, March 1984).

Source: Congressional Budget Office.

The poverty gap, a measure of how much additional income poor
families would need for their incomes to equal their poverty
thresholds, would decline significantly with a required minimum
benefit-by $2.7 billion, or 29 percent, for those families affected by
the propos.... Almost 80 percent of the cost of the minimum benefit
would go to reducing the poverty gap.

Not all of the increased AFDC benefits from the proposal would
go to reducing the poverty gap for two reasons. First, even though
an affected AFDC family were poor, only a portion of the AFDC
benefit Inii:nt be needed to raise the family's income to the poverty
threshold. For example, assume that a family has an annual
income $50 below their poverty threshold, if this family were to re-
ceive $100 in annual benefits, only the first $50 would go to reduc-
ing their poverty gap, and any remaining benefits would simply
move the family further above their poverty threshold. Second,
income is measured differently for calculating poverty status than
for figuring AFDC benefits. Poverty estimates are based on annual
income whereas AFDC benefits are based on monthly income. Fam-
ilies affected by the proposal would probably be poor during the
months they were receiving AFDC. During other months of the
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year, however, incomes of some families would be too high for
them to be eligible for AFDC; in this instance, their annual in-
comes could exceed the poverty threshold. In addition, income of
all family members sharing a household is used for calculating pov-
erty status, while only the income of the AFDC family is counted
for figuring AFDC benefits. Thus anAFDC family may be part of a
larger family that is not poor by Census poverty measures.

Mandating the minimum benefit would cause the poverty rate
for all families with children to decline from 17.5 percent to 17.2
percent. A more significant decline would occur in the poverty gap,
which would fall from $24.8 billion to $22.1 billion, a 10.8 percent
reduction.

Estimates of the effects on poverty of mandating a minimum
benefit are broad indicators only. The estimated effects on poverty
were based on 1982 poverty thresholds and incomes. These effects
were then adjusted to reflect the estimated costs and effects of the
minimum benefit proposal in 1986, as discussed in Chapter VIII.

EFFECTS ON REGIONS

The effects of mandating minimum AFDC benefits would vary
sharply among the regions. The proposal would have its major
effect in the South, where current AFDC benefits are relatively
low. Every state in the South would have to raise its benefits. Also,
65 percent of costs would be in the southern states, where AFDC
benefits would have to be raised an average of $176 a month, or
$2,110 a year (see Table 2-6).
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TABLE 2-6.EFFECTS OF MANDATING AN AFDC MINIMUM BENEFIT LEVEL, BY REGION IN 1986'

Region2

States affected

Number in Number

region affected

Total AFDC costs Current AFDC families affected

Amount

(billions of
Mars)

Percent of total
Number

(millions)

Percent of all
Average

Percent of total AFDC families
monthly benefit

M
increase

region
(dollars)

North Central ....,. ..... ,, ..... .. ..... , 12 10 0.8 27 0.9 40 84 76

Northeast 9 6 .1 5 .3 15 39 38

South 17 17 L9 65 .9 41 94 176

West 13 8 .1 3 .1 4 13 80

Total 51 41 2.9 100 2.2 100 61 111

1 Regional effects are available only for current AFDC families.
2 North CentralIllinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wsconsin.

NortheastConnecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode Island, and Vermont,

South Alabama, Arkansas, Delaware, District of Cambia, Forida, Geoigia, Kentucky, Louisiana, Maryland, Mississippi, North Carolina, Oklahoma, South Carolina, Tennessee, Texas,

Virginia, and West Virginia;
WestAlaska, Arizona, California, Colorado, Hawan, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, and Wyoming

Source: Congressional Budget Office.
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The North Central region would also be affected significantly, ac-
counting for 27 percent of the proposal's costs. About 84 percent of
the families participating in AFDC in that region would have their
benefits raised by an average $76 a month ($910 a year). The
Northeast and West together would account for only 8 percent of
the proposal's costs.

EFFECTS ON FOOD STAMPS AND MEDICAID

When AFDC benefits are changed, costs in the Food Stamp and
Medicaid programs are often automatically affected. In the Food
Stamp program, AFDC benefits are counted as income of partici-
pating families; as their AFDC benefits rise, their food stamp bene-
fits fall. In Medicaid, families are automatically eligible if they are
on AFDC; thus, families who would participate in AFDC for the
first time might become new Medicaid recipients.

TABLE 2 -7.- -TOTAL COSTS OF MANDATING AN AFDC MINIMUM BENEFIT LEVEL, BY

PROGRAM

[By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

Federal costs:

AFDC 2.1 2.3 2.5 2.7 2.9
Food Stamps -.9 -1.0 -1.1 -1.2 -1.3
Medicaid .1 .1 .2 .2 .2

Subtotal 1.3 1.4 1.5 1.7 1.8

State costs:
AFDC 1.3 1.4 1.5 1.6 1.8
Food Stamps

Medicaid .1 .1 .1 .1 .1

Subtotal L4 1.5 1.6 1.8 1.9

Total costs:

AFDC 3.4 3.7 4.0 4.3 4.7
Food Stamp -.9 -1.0 -1.1 -1.2 -1.3
Medicaid .2 .2 .3 .3 .3

Total 2.7 2.9 3.2 3.4 3.7

Source: Congressional Budget Office.

As a result of these changes in the Food Stamp and Medicaid
programs, total costs of mandating an AFDC minimum benefit
would be less than AFDC costs alone (see Table 2-7). Total AFDC
costs in 1986 are estimated to be $3.4 billion. Savings in food
stamps are estimated to be $0.9 billion, about 80 percent of AFDC
families receive food stamps, and each added dollar of AFDC re-
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duces food stamp benefits by approximately 34 cents on average
($3.4 x 0.8 x 0.34=$0.9).3

Costs in Medicaid are estimated to be $0.2 billion in 1986. Of the
190,000 new AFDC families, 72 percent are estimated to be new re-
cipients of Medicaid. Because families with high medical expendi-
tures may be eligible for Medicaid in some states even if their in-
comes are too high to receive AFDC, some of the new AFDC fami-
liesan estimated 28 percentwould have already been receiving
Medicaid. This percentage is relatively low because many of the
southern states do not have these programs for the "medically
needy." For each new Medicaid family, the Medicaid cost is esti-
mated to average $1,640 in 1986. This cost assumes that these fami-
lies are relatively healthy, with Medicaid costs about 80 percent of
the average cost for all Medicaid families.4 The cost has been cal-
culated by region because Medicaid costs vary significantly by
region, as does the impact of the minimum benefit proposal.

Federal and state shares of the total costs differ by program. In
both AFDC and Medicaid, financing is shared by federal, state, and
local governments. For the states affected by the minimum AFDC
benefit provision in 1986, the federal share of costs would average
62 percent and the state share, 38 percent. The federal share would
be higher than the average for all states (54 percent) because the
affected states have lower incomes, resulting in higher federal fi
nancing shares. Food stamp benefits, however, are financed in full
by the federal government, although administrative costs are
shared equally by the states and the federal government.

ALTERNATIVE MINIMUM BENEFIT LEVELS

The effects of mandating an AFDC minimum benefit are quite
sensitive to the level of the minimum benefit. Using 60 percent or
70 percent of poverty guidelines to establish the minimum benefit,
rather than 65 percent, would significantly change both program
costs and the number of affected families. For a family of three,
the required minimum monthly AFDC benefits would be $338 at 60
percent, and $454 at 70 percent, compared with $396 at 65 percent
(see Table 2-8).

In 1986, total AFDC costs would be $2.0 billion with the 60 per-
cent alternative and $5.1 billion with the 70 percent alternativea
decrease of $1.4 billion and an increase of $1.7 billion, respectively,
compared with the 65 percent proposal. By 1990, the differences
would be larger still, because of expected inflation over the 5-year
period (see Table 2-9). Total costs for each alternative would be less
than AFDC costs alone because savings in the Food Stamp program
would be much larger than additional costs in Medicaid.

' Food Stamp benefits an reduced by 30 unto fur each added dollar uf AFDC. In addition, for
some families the higher AFDC incomes lower the deduction for shelter costa in excess of 50
percent of countable income Taking account uf this shelter deduction, food stamp benefits de-
cline by about 34 cents on average for all AFDC families,

' Families newly eligible for AFDC would have other income, often earnings. Families with a
parent working would probably have lower than average Medicaid costs, because either the
family members would bt healthier- thus enabling the parent to work or the job would pro-
vide health insurance.
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TABLE 2-8.-ALTERNATIVE AFDC MINIMUM MONTHLY BENEFIT LEVELS REQUIRED IN 1986

[In dollars]

Family site
60 percent of

poverty
guideline

65 percent of
poverty

guideline

70 percent of
poverty

guideline

1 1 100 108 117
2 291 337 3 8 3
3 338 396 454
4 397 467 537
5 464 546 628
6 511 605 699
7 594 700 805
8 647 764 882
9 700 829 959

10 753 894 1,035

' In If R 4920, the minimum benefit for a family (AFDC unit) of one would equal the difference between
the poverty guidelines for families of three and four (E36 -528 =108).

Source: Congressional Budget Office.

About 1.7 million AFDC families residing in 33 states would be
affected under the 60 percent option, 2.6 million residing in 43
states would be affected under the 70 percent option (see Tabi.e 2-
10) The 65 percent option would affect 2.4 million families in 41
states Raising the minimum benefit from 60 percent to 65 percent
would affect an additional 0.6 million current AFDC families, but
raising the minimum from 65 percent to 70 percent would affect
only an additional 0.1 million. Conversely, monthly average benefit
increases and AFDC costs would be altered more by raising the
percentage.

TABLE 2-9 -AFDC COSTS OF MANDATING ALTERNATIVE AFDC MINIMUM BENEFIT LEVELS

[By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

60 Percent of Poverty Guideline

Federal 1.3 1.4 1.5 1.1 1.8
State .7 .8 .9 .9 1.0

Total 2.0 2.2 2.4 2.6 2.8

65 Percent of Poverty Guideline

Federal 2.1 2.3 2.5 2.7 2.9
State 1.3 1.4 1.5 1.6 1.8

Total 3.4 3.7 4.0 4.3 4.7

70 Percent of Poverty Guideline

Federal 3.1 3.4 3.7 4.0 4.3
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TABLE 2-9.AFDC COSTS OF MANDATING ALTERNATIVE AFDC MINIMUM BENEFIT

LEVELSContinued

(By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

State 2.0 2.2 2.4 2.5 2.7

Total 5.1 5.6 6.0 6.5 7.0

Note. Costs are those in AFDC alone, costs for Medicaid and Food Stamps are not included.

Source: Congressional Budget Office.

Setting the minimum benefit at 60 percent of the DHHS poverty
guidelines would have approximately half the impact on poverty as
would a minimum set at 65 percent. The poverty gap would be re-
duced by $1.6 billion, half as many families would be moved out of
poverty, for a 1.0 percent reduction in the poverty rate for all fami-
lies with children (see Table 2-11). With the 70 percent option, the
poverty gap would be reduced by $3.9 billion, the reduction in the
poverty rate for all families with children would be 3.6 percent,
almost double the reduction with the 65 percent option. Some 78
percent of the cost of the 70 percent option would go to reducing
the poverty gap, compared with 81 percent for the 60 percent
option and 79 percent for the 65 percent option.

TABLE 2-10.EFFECTS ON FAMILIES OF MANDATING ALTERNATIVE MINIMUM BENEFIT

LEVELS, 1986

Families affo.ted Average monthly
(m ikons, benefit increase

Option (dollars)

Current New
Current New

60 percent of poverty guideline 1.6 0.1 89 195

65 percent of poverty guideline 2.2 .2 111 197

70 percent of poverty guideline 2.3 .3 160 208

Source: Congressional Budget Office
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TABLE 2-11.-ESTIMATED EFFECTS ON POVERTY OF MANDATING ALTERNATIVE MINIMUM BENEFIT LEVELS, 1986

60 percent of poverty guideline 70 percent of poverty guideline

Poverty status of families affected
by the proposal I

Poverty status of all famines with
children 2

Poverty status of families affected
by the proposal 1

Poverty status of all families with
children 2

Poor Nonpoor Total Poor Nonpoor Total Poor Nonpoor Total Poor Nonpoor Total

Before Mandating a Minimum Benefit

Number of families (millions) .... ..... 1.4 0.5 1.9 5.7 26.9 32.6 1.9 0.8 2.8 5.7 26.9 32.6
Percent 73.3 26.7 100.0 17.5 82.5 100.0 69.9 30.1 100.0 17.5 82.5 16j.0
Poverty gap (billions of dollars) 7.4 7.4 24.8 24.8 9.0 9.0 24.8 24.8

After Mandating a Minimum Benefit

Number of families (millions) .. ...... 13 0.6 1.9 5.6 27.0 32.6 L7 1.0 2.8 5.b 27.1 32.6 IA
C)

Percent 70.3 29.7 100.0 17.3 82.7 100.0 62.6 37.4 100.0 16.9 83.1 100.0 C.4

Poverty gap (billions of dollars) ..... 5.8 5.8 23.2 23.2 5.1 5.1 20.8 20.8
Change

Number of families (millions) -0.1 0.1 -0.1 0.1 -0.2 0.2 -0.2 0.2

Percent -4.1 11.2 -1.0 .2 -10.5 24.4 -3.6 .8

Poverty gap (billions of dollars) -1.6 -1.6 -1.6 -1.6 -3.9 -3.9 -3.9 -3.9
Percent -22.0 -22.0 -6.6 -6.6 -43.6 -43.6 -15.9 -15.9

Numbers ui tonnes ale ;hoe an AI DC at dily lime Outing the yeah. Because some families affected by the phoposat die on AFDC only part of the yea', the numbers of families
shown here are greater than those on an average monthly basis shown m Table 2-10.

NI an famtle., with ,hiliten, poveity aunts and iates Defuse mandating a minimum benefit level ate published estimates fin A982. See Department of Commerce, Bureau of the
Census, "Charactelistics of the Plpulation Below thk, Poverty Level 1982' Current Population Reports, Consumer Income, Series P-60, No, 144, March 1984).

Source: Congressional Budget Office,
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CHAPTER III. EXTENDING BENEFITS TO TWO-PARENT
FAMILIES

Two-parent families are currently eligible for Aid to Families
with Dependent Children only if their principal earner is unem-
ployed or works fewer than 100 hours a month and if they live in a
state that has an AFDC-unemployed parent (UP) program. The
Omnibus Anti-Poverty Act would require states to extend benefits
to all two-parent families whose incomes were low enough to qual-
ify for AFDC, and would increase the federal financing share to 75
percent for payments to all two-parent families.

The total cost of extending benefits to two-parent families is esti-
mated to be $1.5 billion in 1986 (see Table 3-1;. Most of the cost
would be borne by the federal government because of the increase
in the federal financing share. An estimated 450,000 two-parent
families would become eligible and begin to participate.

TABLE 3-LTOTAL COSTS OF EXTENDING AFDC BENEFITS TO TWO-PARENT FAMILIES

[By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

Federal L3 1.3 1.4 1.4 1.4

State .2 .2 .3 .3 .4

Total 1.5 1.5 1.6 L7 1.8

Note, Costs include those in the AFDC, Medicaid, Food Stamp. and Cowl Assistance programs Costs, or
savings, for each program are shown in Table 3-5

Source Congressional Budget Office.

AID TO TWO-PARENT FAMILIES IN AFDC

Only single-parent families were originally eligible for AFDC,
unless the second parent was incapacitated. Since 1961, however,
states have been permitted to give AFDC to two-parent families in
which a parent is unemployed or works fewer than 100 hours a
month. Twenty-four states and the District of Columbia now pro-
vide benefits to LT families.' In fiscal year 1984, 285,000 UP fami-
lies received benefits averaging $468 each month. The UP families
accounted for 7.7 percent of all Ai ?DC families in 1984.

Two-parent working families and many two-parent unemployed
families with low incomes are excluded from AFDC (and from Med-

' The states that now provide UP benefits are California. Colorado, Connecticut, Delaware,
District of Columbia. 1..1%ilti11, Illinois, Iowa, Kansas, Maint, Maryland, Massachuseqs, Michigan,
Minnesota, Missouri, Neooisita, New Jersey, New York, Ohio, Pennsylvania, Rh.ie Island, Ver
mont, Washington, West Virginia, and Wisconsin

(404)
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icaid, which uses the same categorical eligibility criteria as
AFDC).2 Thus, single-parent families in some states can have
higher incomes from welfare than two-parent families have from
work, creating both inequities and incentives for families to split.

Under H.R. 4920, AFDC benefits would be extended to all two-
parent families whose incomes were low enough to qualify for the
program. All requirements relating to unemployment, hours of
work, or previous labor force attachment would be abolished.
States would be allowed to set benefits below those given to single-
parent families but not below the required minimum benefit (dis-
cussed in the preceding chapter). States would also be allowed to
limit benefits to as few as 6 months of each year and to set stricter
work requirements for two-parent than for single-parent families.

The federal financing share for payments to two-parent families
would be set at 75 percent or at current law if current law were
greater than 75 percent. Currently, the federal financing share
may be as low as 50 percent. States that now have UP programs
would thus have their expenditures for these programs reduced,
they could have lower or higher costs following expansion of bene-
fits to all two-parent families. States that currently do not have UP
programs would have added costs equal to 25 percent of payments
to two-parent families.

COSTS AND EFFECTS OF EXTENDING BENEFITS TO TWO-PARENT
FAMILIES

Because of the flexibility given to states in H.R. 4920 in the set-
ting of benefit duration and amounts for two-parent families, costs
cannot be known precisely. In estimating costs, CB0 has assumed
that states would give the same benefits to two-parent families as
those given to single-parent families under current law. In a later
chapter on interactions among H.R. 4920*s provisions, the cost of
extending benefits to two-parent families using the required mini-
mum benefit is discussed.

For purposes of its cost estimates, CB0 has assumed that states
'-could provide benefits to new two-parent families for only 6
months, the minimum required in the bill, but that states with UP
programs now would continue to provide benefits to UP families
for 12 months. Some states might choose to give two-parent fami-
lies benefits for more than 6 muz.'-hs, which could add considerably
to costs. For example, if all states were to give benefits for 12
months of each year, AFDC costs in 1986 would rise from $1.1 bil-
lion to $1.9 billion. On the other hand, states that now have UP
programs would have to provide similar benefits to all two-parent
families, possibly leading to a limitation in benefits to UP families
to fewer than 12 months, reducing costs somewhat.

EFFECTS ON FAMILIES

All of the families affected by the extension of AFDC benefits to
two-parent families would be newly eligible and participating fami-
lies. Just under 450,000 new families would receive an estimated

/ While the adult*, in two-partrii. families ...ierinut reeeive Medmaid. syme of the children can
under current law
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$199 a month on average over the year, or $2,390 for the year (see
Table 3-2). For the six months during which they were assumed to
receive AFDC, their monthly benefits would average $397. As was
true for the minimum benefit provision, there is considerable un-
certainty in estimating the number of newly eligible and partici-
pating families, and this is even more the case for two-parent than
for single-parent families, as is discussed in Chapter VIII.

TABLE 3-2. EFFECTS ON FAMILIES OF EXTENDING AFDC BENEFITS TO TWO-PARENT

FAMILIES, 1986

Families affected 2

Average monthly
Number (millions) benefit increase 2

(dollars)

New families 0.4 199

some et these larmlies would Aedui,ed General Assistance. podia) offsetting the increased AFDC.
Families are assumed to receive an average 5397 a month lot six months, or $199 a month averaged over

12 months

Source Congressional Budget Office

EFFECTS ON POVERTY

Extending benefits to two-parent families would raise the in-
comes of 0.5 million poor families (see Table 3-3). The poverty gap
for two-parent families affected by the proposal would decline by
21.5 percent, from $3.8 billion to $2.9 billion. The poverty rate for
these 0.9 million families affected by the proposal would decline 6.2
percentfrom 6L3 percent to 57.6 percent. Because most of the
families affected by the proposal IN ould have incomes part of the
year, their poverty gaps and poverty rates would tend to be lower
than for AFDC families in general. For all families with children,
the poverty rate would decline by 0.6 percent. Their poverty gap
would decline by 3.3 percent.

EFFECTS nN REGIONS

The number of families affected would be distributed fairly
evenly among the regions. The Northeast with 20 percent would
have the fewest and the West with 30 percent, the most (see Table
3-40. But costs in AFDCboth federal and statewould be distrib-
uted less evenly because of the variation among regions in average
benefit levels. The South, where benefits are low, would account for
12 percent of costs and the West, where benefits are high, for 39
percent.
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TABLE 3-3.-ESTIMATED EFFECTS ON POVERTY OF EXTENDING AFDC BEIVIITS TO TWO-

PARENT FAMILIES, 1986

Poverty status of families affected
by the proposal I

Poverty status of all families with
children 2

Poor Nonpoor Total Poor Nonpoor Total

Before Extending Benefits

Number of families (millions) .... 0.5 0.3 0.9 5.7 26.9 32.6
Percent 61.3 38.7 100.0 17.5 82.5 100.0
Poverty gap (billions of

dollars) 3.8 3.8 24.8 24.8

After Extending Benefits

Number of families (millions) .... .5 .4 .9 5.7 26.9 32.6
Percent 57.6 42.4 100.0 17.4 82.6 100.0
Poverty gap (billions of

dollars) 2.9 2.9 24.0 24.0

Change

Number of families (millions).., (3) (3) (3) (2)
Percent -6.2 9.8 -.6 .1
Poverty gap (billions of

dollars) -.8 -.8 -.8 -.8
Percent -21.5 -21.5 -3.3 -3.3

' Numbers of families are those on AFDC at any time dung the year Because some families affected by the
proposal are on AFDC only part of the year, the number of families shown here tC.9 million) is greater than
the 0.4 million on an average monthly basis shown in Table 3-2,

For all families with children, poverty counts and rates before extending benefits to two-parent families are
published estimates for 1982 See Department of Commerce, Bureau of the Census, Characteristics of the
Population Below the Poverty Level 1982- ,Current Population Reports, Consumer Income, Series P-60, Nu,
144, March 1984)

3 less than 50,000 families

Source Congressional Budget Office

TABLE 3-4.-EFFECTS OF EXTENDING AFDC BENEFITS TO TWO-PARENT FAMILIES, BY

REGION IN 1986

Reglonz

Total AFDC costs Families affected

Average
Amount Percent of Number Percent of monthly

(bli,olls) total (mtl ons) total benefit
increase

North Central $0.3 28 0.1 26 $212
Northeast .2 22 .1 20 217
South .1 12 .1 24 99
West .4 39 .1 30 256

Total 1.1 100 .4 100 199

' North Central Illinois, Inchana, Iowa, Kansas, Michigan, Mirftscro, htissouli, Nebraska, North Dakota, Ohio,
Sucth. Dakota, and VIISUN615, Northeast C.onneLtcut, Maine, Massai..hosetts, New Hampshire, New Jersey, New
York, Pennsylvania, Rhode Island, and Vermont, South -Alabama, Arkansas, Delaware, District of L',olumbia,

Florida, Borgia, Kentucky, LOUIS'afla, Maryland, hliss4ssippi, North :410Ind, Oklahoma, South Carol na, Tennessee,
Texas, Virginia, and West Virginia, West Alaska, Alizona, California, Cniado, Nano, Idaho, Montana, Nevada,
New Mexico, Oregon, Utah, Washington, and korning

Source: Congressional Budget Office,
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The portion of costs financed by each state would vary consider-
ably. Because of the increased federal financing share, states who
now have a UP program could save. States who do not have a UP
program would have higher expenditures. Many of these states are
in the southern and western regions. Moreover, all states would
have higher Medicaid expenditures, although they would save in
their General Assistance programs.

EFFECTS ON FOOD STAMPS, MEDICAID, AND GENERAL ASSISTANCE

Adults in two-parent families, and many of their children, are
not eligible for Medicaid unless they are UP families living in
states with an AFDC-UP program. With eligibility for AFDC, those
people in the new two-parent families not currently receiving Med-
icaid would now become eligible. These families were assumed to
receive AFDC and Medicaid for only 6 months of each year. How-
ever, their benefits-and Medicaid costs-would be higher if they
could reschedule some of their health expenditures to take place
during the six months they were on Medicaid. Some additional
families not receiving AFDC would become eligible for the medical-
ly needy program, which uses the same categorical eligibility crite-
ria as regular Medicaid, adding 16 percent to Medicaid costs of the
proposal.

Resulting Medicaid costs are estimated to be $0.8 billion in 1986,
rising to $1.0 billion in 1990 (see Table 3-5). If states were to pro-
vide benefits to all two-parent families for a full 12 months-in-
stead of for six months-Medicaid costs would rise to $1.6 billion in
1986 and $2.0 billion in 1990.

TABLE 3-5.-TOTAL COSTS OF EXPANDING AFDC BENEFITS TO TWO-PARENT FAMILIES, BY

PROGRAM

[By fiscal year, in Ll lions of dollars]

1986 1987 1988 1989 1990

Federal costs:

AFDC 1.1 1.2 1.2 L2 L2
Food stamps -.3 -.3 -.3 -.3 -.3
Medicaid .4 .5 .5 .5 .6
General assistance

Subtotal 1.3 1.3 1.4 1.4 1.4

State costs:
AFDC -.1 ( 1) ( 9 (1) (1)
Food stamps

Medicaid A A .4 .4 .5

General assistance -.1 .1 .1 -.1 -.1

Subtotal 1 .2 .3 .3 .4
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TABLE 3-5.-TOTAL COSTS OF EXPANDING AFDC BENEFITS TO TWO-PARENT FAMILIES, BY

PROGRAM-Continued

[By fiscal year, in billions of dollars]

1936 1987 1988 1989 1990

Total costs:
AFDC 1.1 1.1 1.1 1.2 1.2

Food stamps -.3 -.3 -.3 -.3 -.3
Medicaid .8 .8 .9 .9 1.0

General assistance -.1 - .1 -.1 -.1 -.1
Total 1.5 1.5 1.6 1.7 1.8

Less than $50 million in savings or in costs

Source: Congressional Budget Office.

Two-parent families are eligible for the Food Stamp program.
With the rise in their incomes caused by the receipt of AFDC, their
food stamp benefits would fall. An estimated $0.3 billion would be
saved in the Food Stamp program in 1986.

General Assistance (GA) is the name given to state-funded wel-
fare programs that provide benefits to indiv iduals and families who
do not qualify for AFDC and Supplemental Security Income. The
GA programs vary considerably al,.ong the states in terms of both
eligibility requirements and benefit levels. Some states have very
limited programs- for example, aiding mostly the disabled-while
others have broader programs covering low- income families and in-
dividuals generally. Some provide ongoing cash paym,:ats while
others provide vouchers or one-time cash payments.

The two-parent families who could be affected by the extension
of benefits in AFDC might be receiving GA. If so, there would be
savings to states from reduced expenditures in the GA programs.
While information on these programs is sketchy at best, CB0 esti-
mates that about 75,000 of the affected two-parent families would
have received GA and that states would save an estimated $0.1 bil-
lion in GA in 1986 from the extension of AFDC benefits to two-
parent families.3

OTHER ADJUSTMENTS TO COSTS

Certain costs or savings have not been included in the cost esti-
mates presented in this chapter. Although these cost adjustments
have important implications for the entire package of proposals
(see Chapter VII), they are less important when analyzing the pro-
posals individually. These adjustments must be considered, howev-
er, in analysis of the option to extend benefits to two-parent fami-
lies, where the number of new beneficiaries would be large.

Medo-ai tare provided under Cieneiku Assiskinte riot included a, knew estimates because
of the lack of data. Thus the savings to states in GA are probably undeNtated
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To arrive at a final cost, three adjustments should be made to
the estimates. First, savings would result from the gradual, rather
than immediate, participation of newly eligible families during
1986 and 1987, in 1986, such savings would total $0.6 billion and in
1987, $0.1 billion. Second, costs to cover administration of the new
AFDC and Medicaid cases would add $0.1 billion in 1986 and $0.3
billion in 1990. Finally, costs to cover reduced work effort-and
thus higher AFDC benefits-of the new beneficiaries would add
$0.1 billion in 1986 and in 1990.

AN ALTERNATIVE EXPANSION OF BENEFITS TO TWO-PARENT FAMILIES

A less costly alternative that would expand benefits to some two-
parent families would be to mandate the AFDC-UP program in all
states. Such an expansion, however, would benefit only families in
which the principal earner was unemployed or worked feN, than
100 hours a month.

Total costs of mandating the AFDC-UP program-i..3 AFDC,
Food Stamps, and Medicaid-are estimated to be $0.4 billion in
1986. The share of both the federal government and the states
would be $0.2 billion (see Table 3-6). This estimate assumes that
eligibility rules would be the same as they are nov, with respect to
hours of work and previous labor force attachment.

TABLE 3 -6. -TOTAL COSTS OF MANDATING AN AFDC-UNEMPLOYED PARENT PROGRAM IN

ALL STATES, BY PROGRAM

[By fiscal year, in billions of dollars)

1986 1987 1988 1989 1990

Federal costs:
AFDC 0.1 OA OA 0.1 0.2
Food stamps 1 - 1 - .1 - .1 -A
Medicaid A .1 .2 .2 .2

Subtotal ............. .2 .2 .3 .3 .3

State costs:
AFDC A .1 A .1

Food stamps
Medicaid A .1

Subtotal............ .2 .2 .2 .2 .2

Total costs:
AFDC._ ..... . ...... . ... .2 .2 .2 .2 .2

Food stamps....... ..... -.1 -.1 -.1 -A -.1
Medicaid .2 .2 .3 .3 .3

Total .4 .4 .4 .4 .5

Note -General Assistance is not inducted I n this table because .suings to states in that program A,outct be
less than $50 million

Source Congressional Budget Office
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TABLE 3-7 -ESTIMATED EFFECTS ON POVERTY OF MANDATING AN AFDC-UNEMPLOYED

PARENT PROGRAM IN ALL STATES, 1986

Poverty status of families affected
by the proposal

Poverty status of all families with
children

Poor Nonpoor Total Poor Nonpoor Total

Before Mandating AFDC-UP

Number of families (millions) .... 0.1 0.1 0.1 5.7 26.9 32.6
Percent 55.5 44.5 100.0 17.5 82.5 100.0
Poverty gap (billions of

dollars) .4 .4 24.8 24.8

After Mandating AFDC-UP

Number of families (millions) .... .1 .1 .1 5.7 26.9 32.6
Percent 47.4 52.6 100.0 17.5 82.5 100.0
Poverty gap (billions of

dollars) .3 .3 24.6 24.6

Change

Number of families (millions) .... (3) (3) (3) (3)
Percent -14.5 18.0 -.2 .0
Poverty gap (billions of

dollars) -.1 -.1 -.1 -.1
Percent -31.4 -31.4 -.6 -.6

' Numbers of families are tnose on AFDC at any time during the year Because some families affected by the
proposal are on AFDC only part of the year, the number of families shown here 0.1 million) is slightly greater
than the 75,000 on an average monthly basis shown earlier in this section.

For all families with children, poverty counts and rates before mandating a UP program are published
estimates for 1982 See Department of Commerce, Bureau of the Census, 'Characteristics of the Population
Below the Poverty Level 1982" (Current Population Reports, Consumer Income, Series P-60, No. 144, March
1984).

3 Less than 50,000 families.

Source Congressional Budget Office.

An estimated 75,000 families would become eligible for AFDC
and begin to participate. Their average monthly bef.-fits are esti-
mated to be $228 in 1986 assuming that they would be eligible for
12 months of benefits each year.

If the current AFDC-UP program were mandated in all states,
poverty would be changed little (see Table 3-7). Fewer than 50,000
families would be moved out of poverty, although that would cause
a 14 5 percent decline in the poverty rate for families affected by
the proposal.

The effects of mandating the AFDC-UP program would occur
primarily in the South, where few states currently have such pro-
grams 4 Three-quarters of the southern states would be affected, ac-
counting for 73 percent of the costs and 79 percent of the affected
families (see Table 3-8). A majority of states in the West would also

The states currently without AFDC UP programs are Alabama, Alaska, Arizona, Arkansas,
Florida, Georgia. Idaho, Indiana, Kentucky, Louisiana, Mississippi, Montana. Nevada, New
Hampshirc. New Mexico. North Carolina, North Dakota, Oklahoma, Oregon, South Carolina,
South Dakota, Tennessee, Texas, Utah, Virginia, and Wyoming.
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be affected, but they are generally states with small populations
and thus would account for only 23 percent of the costs and 17 per-
cent of the affected families.
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TABLE 3- 8. EFFECTS OF MANDATING THE AFDCUNEMPLOYED PARENT PROGRAM, BY REGION IN 1986

Region

States affected

1,:lmber m Number

region affected

Total AFDC costs Families affected

Amount
(billions of
dollars)

Percent of total
Number

(thousands)

Average

Percent of total riltlltblY benefit
increase
(dollars)

North Central 12 3 1 2 3 376
Northeast 9 1

2 3 1 1 395
South 17 13 .1 73 59 79 196
West 13 9 (2) 23 13 17 330

Total 51 26 .2 100 75 100 228

l North CentralIllinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin,
NortheastConnecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode Island, and Vermont,
South Alabama, Arkansas, Deidvvdte, Di4tilLt of Cuiumbia. Floilda, Geolgia, Kentucky, Louisiana, Maryland, Mississippi, North CalOilfid, Oklahoma, SUuth Ganjmia, Tennessee, Texas,

Virginia, and West Virginia;
WestAlaska, Arizona, California, Colcrado, Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, and Wyoming
2 Less than $50 million,

Source: Congressional Budget Office
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CHAPTER IV. INCREASING DEDUCTIONS FROM INCOME

In the Aid to Families with Dependent Children program, a fami-
ly's benefits are determined by subtracting its countable income
from the state's AFDC maximum payment level. For example, if a
family's countable income were $100 and the state's maximum pay-
ment were $350, the family's AFDC benefit would be $250. Un-
earned income other than $50 a month of child support payments
is counted in full, that is, a dollar of unearned income reduces
AFDC benefits by a dollar. Earned income, however, is reduced by
a number of deductions. a flat $75, actual child care expenses up to
$160 per child, $30 for the first 12 months of earnings; and one-
third of remaining earnings after other deductions for the first 4
months of earnings. These current deductions had been reduced in
the Omnibus Budget Reconciliation Act of 1981 and partially re-
stored in the Deficit Reduction Act of 1984. The Omnibus Anti-Pov-
erty Act would alter the deductions to provide $50 and one-quarter
of net earnings with no time limit and to substitute for the flat $75
a deduction equal to 20 percent of gross earnings up to $175, among
other changes.

The costs of such changes would total an estimated $0.5 in
the AFDC, Medicaid, and Food Stamp programs in 1986 (see Table
4-1). The federal share would be $0.2 billion and the share of states
and localities, $0.3 billion. About 155,000 current AFDC families
would receive higher benefits, 60,000 would receive lower benefits
for some portion of the year, and 190,000 families would become
newly eligible and begin to participate.

TABLE 4-1.TOTAL COSTS OF INCREASING DEDUCTIONS FROM INCOME IN AFDC

[By fiscal year, in billions of dollars)

1986 1987 1988 1989 1990

Federal 0.2 0.2 0.2 0.2 0.3
State .3 .3 .3 .3 .3

Total .5 .5 .5 .6 .6

Note Costa include those in the AFDC, Medicaid, and Food Stamp programs Costs, or savings, in these
programs are shown in Table 4-7.

Soi.cc Congressional Budget Office

INCOME DEDUCTIONS IN AFDC

Since 1967, the AFDC programand major proposals for reform
of AFDChave included differential treatment of unearned and
earned income. Only limited, if any, deductions have been allowed

(414)
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from unearned income, while a number of deductici have been al-
lowed from earnings. Earnings deductions are thoaCit to be benefi-
cial for two reasons. First, it is suggested that ti.r.se who earn more
should take home more, particularly relative .4, a.milies with no
earnings Second, it is argued that incentives to work would he en-
hanced; for example, with no deductions an additional dollar of
earnings would reduce AFDC benefits by a full dollar, leaving the
family with no more income than if the parent had not worked. On
the other hand, higher levels of earnings deductions would cause
AFDC costs to be higher, and would increase the number of fami-
lies who would be subject to AFDC's high benefit reduction (tax)
rates.

Since the 1960s, Congress has enacted, in three separate pieces of
legislation, significant changes in the AFDC income deductions. In
July 1967, earnings deductions were increased, followed by a cut-
back in 1981 and partial restoration in 1984. Deductions from earn-
ings are currently much less generous than in the period following
1967, but deductions from unearned income are more generous, as
discussed below.

From July 1967 to October 1981, actual child care and other
work-related expenses, as well as $30 plus one-third of gross earn-
ings after deducting the $30, could be deducted from earnings. In
determining eligibility for AFDC, however, the $30 and one-third
deductions could not be used, even though they were used to deter-
mine benefits if the family was eligible. Before 1967, only work-re-
lated expenses were deducted.

To simplify discussion of the effects on families of increasing de-
ductions from income, CBO's analysis focused on a family of three,
which has earnings and deductions approximately equal to actual
averages for all AFDC families. The calculation of countable earn-
ings, AFDC benefits, and maximum income levels for eligibility for
a family of three from 1967 to 1981 are shown in the first column
of Table 4-2 The marginal benefit reduction ratethe percentage
of additional earnings that are "taxed away" through a decrease in
1-11 DC benefitswas 67 percent of net earnings (1.00.33.67); a
$1 increase in net earnings resulted in a 67 cent decrease in AFDC
benefits.? The average benefit reduction rate, however, was much
lower because of deductions for child care and work-related ex-
penses The illustrative family with gross earnings of $380 lost only
$40 in AFDC benefits, for an average benefit reduction rate of only
11 percent (40!380= .11).3 Because of these deductions, the income

'This has commonly been called vertical equity of a means-tested transfer system.
'The marginal benefit reduction rate on gross, rather than net, earnings was below 67 per-

cent because actual expenses such as taxes could be fully deducted in determining AFDC, bene-
fits In some states, where maximums are placed on payment levels or where payments equal a
percentage of the difference between countable income and the need standard, average and mar-
ginal benefit reduction rates are lower than those shown in Table 4-2.

'Cumulative benefit reduction rates may be higher if AFDC families also receive food stamps
or subsidized housing benefits that also decline as a family's income increases. Moreover, a
family's disposable income might decline even more to the extent that work-related expeases eat
up part of the earnings and cannot be fully deducted in determining AFDC benefits. For exam-
ples of the effect of changes ;n earnings on disposable income, see Subcommittee on Oversight
and Subcommittee on Pablo. Assistance and Unei.ipluynnent Cumperegalun, Committee on Ways
and Means, S House of Representatives. "Families in Poverty. Changes in the Safety Net
(September 1964).
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level at which a family would lose AFDC eligibility (the income
cutoff point or "breakeven" level) could be well above a state's
maximum payment level. in CBO's illustration, $700 with no child
care and average work-related expenses, o,- $850 with $100 of child
cote dtid ay ex cage wvikielated expenbeb, Lunipared with a $333
maximum AFDC payment level.' The higher the income cutoff
point, the more families are eligible for AFDC.

TABLE 4-2.CHANGES IN THE TREATMENT OF EARNINGS DEDUCTIONS IN AFDC. AN

ILLUSTRATIVE FAMILY OF THREE

[In dollars]

1981-84 Current law

1967
81 Months After 4 Months Months

After

1-4 months 1-4 5-12 12

months

Calculation of Countable Earnings

Gross earnings 380 380 380 380 380 380
Less deductions:

Work-related expenses 95 55 55 75 75 75
Child care expenses 100 100 100 100 100 100
$30 30 30 30 30
One-third 115 65 60

Equals countable earnings 40 130 225 115 175 205

Calculation of AFDC Benefits

Maximum AFDC payment 355 355 355 355 355 355

Less countable earnings 40 130 225 115 175 205
Equals AFDC benefits 315 225 130 240 180 150

Maximum Income Level for Eligibility (Income Cutoff Point) 1

With $100 of child care expenses 850 715 510 735 560 530

With no child care expenses 700 615 410 o35 460 430

' These maximum income levels are only for families already on AFDC. Families applying for AFDC do not
receive the $30 and one third deductions. Also, the gloss income limit equal to 150 percent of the state need
standard in 1981-84, and 185 percent after 1984, limits the income cutoff point,

The formula for calculating the income cutoff point when the une thud deduLtiun is a percentage of earnings
before other deductions (as in 1967-81) is:

(maximum AFDC payment + deductions/.67) + $30

When the one-third deduction is taken after other deductions tas in 1981 and beyond foi months 1 -4 of
earnings), the income cutoff point is

(maximum AFDC payment/.67) + deductions + $30

When the one-third deduction is not M effect, the income cutoff point is.

maximum AFDC payment + deductions + $30 (if in effect).

Note. The illustration IS for a family of the and uses approximate average maximum payment levels in the
United States for July 1984. Amounts for gross earnings, child case expenses, and 1961 -81 work related
expenses are average amounts reported for AFDC families with earnings and with each type of deduction in

1919. The amount lui wolf, related expenses in 1981 84 is the average amount reported for AFDC families with
earnings in 1982. All numbers are rounded to the nearest $5.

Source: Congressional Budget Office.

'With these deductions, families remained eligible for AFDC until their gross earnings
equaled 150 percent of their states maximum payment levels, plus 150 percent of child care and
work-related deductions, plus $30.
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The Omnibus Budget Reconciliation Act of 1981 significantly re-
duced the earnings deductions. A standard $75 work-related ex-
pense ded'iction (less than $75 for part-time work) replaced actual
iutk-teletteti expenses, and child care deductions were limited to
$160 a month per child. The $30 and one-third deductions were lim-
ited to the first 4 months of earnings, and the one-third was calcu-
lated as a percentage of earnings after, rather than before, the de-
ductions for workrelated expenses and child care. In addition, a
gross income limit was enacted, no family whose gross income was
more than 150 percent of its state need standard was eligible for
AFDC.

These changes had a major effect on AFDC. For the illustrative
family, countable earnings increased from $40 in 1967-1981 to $130
in the first 4 months of earnings and to $225 thereafter (see the
second and third columns of Table 4-2). The marginal benefit re-
duction rate rose to 100 percent after 4 months; that is, a $1 in-
crease in earnings resulted in a $1 decrease in AFDC benefits. The
average benefit reduction rate rose sharply from 11 percent to 34
percent during the first 4 months of earnings and to 59 percent
thereafter. AFDC benefits declined from $315 to $225 and then to
$130 after 4 months. Income cutoff points fell significantly, and at
least 250,000 single-parent families with earnings who had been re-
ceiving AFDC became ineligible. The percentage of AFDC families
with earnings fell from 12 percent in 1979 to 6 percent in 1982, and
of those with earnings in 1982 only 23 percent worked full time.

In 1984, the earnings deductions were partially restored by Con-
gress in the Deficit Reduction Act. The time limit on the $30 deduc-
tion was extended from 4 months to 12 months, a full $75 standard
deduction was given to families with a part-time worker, and the
gross income limit was raised to 185 percent of the state need
standard. For families with a parent working part-time or with a
parent who had worked less than 12 months, AFDC benefits in-
creased slightly (see the last three columns of Table 4-2). The mar-
ginal benefit reduction rate remained at 100 percent after 4
months, however, and average benefit reduction rates remained un-
changed or only slightly lower (54 percent rather than 59 percent).

The Deficit Reduction, Act also affected the countable portion of
unearned income, which had been 100 percent. Under the law, up
to $50 a month in actual child supportthat is, support paid by
absent parents to their childrenwould not be counted, a provision
that affected an estimated 350,000 AFDC families.

COSTS AND EFFECTS OF INCREASING INCOME DEDUCTIONS

Costs associated with each provision of H.R. 4920 pertaining to
income deductions are shown in Table 4-3 and discussed in turn.
These cost estimates assume that each provision would be enacted
alone.
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TABLE 4-3.--TOTAL COSTS OF VARIOUS PROVISIONS IN H.R. 4920 TO INCREASE

DEDUCTIONS FROM INCOME

[By fiscal year, in millions of dollars]

1986 1987 1988 1989 1990

Deduct 20 percent of gross earnings up
to $175:

Federal

State
15

20

25

25
30

30

30
40

35
50

Total 35 50 60 70 85
Cap a family's child care deduction at

$320:
Federal ( 1) ( 1) ( 1) ( 1) ( 1)

State ( 1) ( 1) ( 1) ( 1) ( 1)

Total ( 1) ( 1) ( 1) ( 1) ( 1)

Deduct $50 and one-quarter percent of
net earnings:

Federal 105 105 110 120 120

State 130 145 150 350 160

Total 235 250 260 L70 280
Eliminate gross income limit:

Federal 10 10 10 10 10

State 15 15 15 15 15

Total 25 25 25 25 25
Deduct earned income tax credit.

Federal 5 5 5 5 5

State 10 10 10 10 10

Total 15 15 15 15 15

Deduct $50 of unemployment compensa-
tion:

Federal 15 15 15 20 20
State 15 15 15 20 20

Total................. 30 30 30 40 40
Total: 2

Federal 195 215 225 240 255
State 260 275 290 310 325

Total ........ ......... ........ ....... ......... 455 490 515 550 580

1 Less than $5 million
2 Total costs are greatti than the sum cf the separate provisions because of interactions among the

provisions

Note Costs include those in the AFDC, Vedicad, and Food Stamp programs Costs, o sarongs, in these
programs are shown in Table 4-7

Source Congressional Budget Office
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Deduct 20 percent of gross earnings up to $17.5
Instead of the $75 standard deduction, 20 percent of gross earn-

ings up to $175 would be deducted. An estimated 110,000 families
with earnings of less than $375 a month would have lower AFDC
benefits under this proposal ($375 x .2 =- $75), and an estimated
105,000 families with larger earnings would gain. This provision
would cost an estimated $35 million in 1986. Costs would rise to $85
million by 1990 because, as family earnings increased over time,
more families would gain and fewer would lose, and their gains
would grow and their losses decline.

Cap the child care deduction
The child care deduction would be capped at $320 per family.

Fewer than 2,000 families are estimated to be affected by this pro-
vision, and savings would be insignificant.

Deduct $.50 and one-quarter percent of net earnings
The bill's major change relating to deductions would be to pro-

vide deductions from earnings of $50 and one-quarter of remaining
earnings after the deductions for child care and work-related ex-
penses. The proposed deductions would have no time limit and
would replace the $30 and one-third deductions. Also, they would
be used in determining eligibility for AFDC, not just benefits as in
current law.5 An estimated 125,000 current AFDC families would
gain An estimated 45,000 families, who would have received the
$30 and une-third deductions during their first 4 months of earn-
ings but who would now receive the $50 and one-quarter deduc-
tions, would lose. Another 115,000 would become eligible and begin
to participate. one-half because of the increased deductions and
one-half because the $50 and one-quarter would be used in deter-
mining eligibility. Costs of this provision would total an estimated
$235 million in 1986.

Eliminate the gross income limit
The gross income limit equal to 185 percent of the state need

standard would be eliminated. An estimated 10,000 families would
become eligible and begin to participate, resulting in 1981 costs of
$25 million.

Deduct the earned income tcx credit
Currently, the Earned Income Tax Credit (EITC) is counted as

income in AFDC, and reduces AFDC benefits.6 One of H.R. 4920's
provisions would disregard the EITC in determining AFDC bene-
fits This provision would cost an estimated $15 million in 1986 and
would affect some 55,000 families.

` Currently. the are several steps .n determining both eligibility and benefits for AFDC
Firm- the family' acome mast fall below the gross inrome limit equal to Isr, percent of the
state need standard A se,...onsi elig-ibility test is otwther countable income is less than the State
need standard. for this purpose. the $311 and one-third deductions cannot be used In reduce earn-
ing, If eloble. the family's benefits are- then determined by subtracting coJntabie income.
whii.h is red,excl by the .S.1fi and one third ded. Atom. from the mate maximun, payment level

The Mir rea,e, after tax iraume, of families with working parentisi and low earnings by
reducing their tax paYment, or making. a direct payment tii those whose Li liabilities are
smaller than their EITC
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Deduct $50 of unemployment compensation
A final provision would allow unemployment compensation to be

counted only partially in determining AFDC benefits, now, unem-
ployment compensation is counted in full like all unearned income.
Specifically, up to $50 a month in unemployment compensation
would be disregarded, as is now being done for child support pay
ments.7 Estimated costs of this proposal would total $30 million in
1986; about 40,000 families would be affected.

Total provisions
If these provisions were enacted jointly, total costs would be

much greater than the sum of costs for each separate provigion. In
1986, for example. cc,sts of the full package are estimated to total
$455 million, compared with a sum of only $340 million for the sep-
arate provisions (see the bottom line of Table 4-3). Many interac-
tions occur among the provisions, but the most important is be-
tween the $50 an one-quarter percent deductions and the deduc-
tion of 20 percent of gross earnings. Families made newly eligible
by the $50 and one-quarter change would receive much higher
AFDC benefits each month because of the 20 percent deduction.
Many of tlese families would be in states that pay high benefits,
would have high earnings, and as a result would qualify for the
maximum deduction of $175 for work related expenses compared
with only $75 deduction under current law. Also, many families
who would not be eligible for AFDC on the basis of any one change
would become eligible with the package of changes.

EFFECT ON FAMILIES

If income deductions were increased, about 155,000 families cur-
rently receiving AFDC would receive higher benefits averaging $69
a month ($830 a year) in 1986, as shown in Table 4-4. Current fam-
ilies account for 45 percent of the families who would gain from
these changes. The remaining 55 percent would be newly eligible
(and participating) families, numbering about 190,000. Each of the
provisions, other than capping the child care deduction, would
create newly eligible families. Most would become newly eligible
because of the elimination of the time limit on the $50 and one-
quarter deductions and their application in eligibility determina-
tions. The AFDC benefits of these newly eligible families would av-
erage about $116 a month, or $1,390 a year.

At the retit,t-st of tht Vta):, end Me.tro to-nft, the provv-wn contadered here
diff,,r, trim. thal ,1 al IS, f4.3-,, who". +he tr._ itrnerIt ..f tmernplvyntent CoMpent431.10TA 8.5
earning,
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TABLE 4-4,EFFECTS ON FAMILIES OF INCREASING DEDUCTIONS FROM INCOME, 1986

Families that would gain Fanaes that would lose

Average Average

Number ionthly Number monthly

(in Percent benefit (in Percent benefit

thou- of total increase thou. of total decrease

sands) in sands) (in
dollars) dollars)

Current AFDC families 155 45 69 60 100 15

New families 190 55 116

Total 345 100 95 60 100 15

Source: Congressional Budget Office

Some current AFDC families affected by the changed income de-
ductions would experience a loss, however. About 60,000 families
are estimated to lose an average of $15 each month, or $180 a year,
in AFDC benefits in 1986. These losses would occur among families
with consistently low monthly earnings, for example, a family with
less than $100 of earnings each month would be made somewhat
worse off. Most of the families experiencing a loss would probably
be those who are on AFDC only for short periods of time and who
would be worse off during their first 4 months of earnings.

Compared with current law, the illustrative three-person family
would receive AFDC benefits equal to those received during the
first 4 months of earnings but well above those received after loss
of the one-third deduction (see Table 4-5). Families with earnings
would face quite different benefit reduction rates than at present.
For most families, marginal benefit reduction rates would decline
from 100 percent of gross earnings to 60 percent, a $1 increase in
earnings would result in a 60 cent decrease in AFDC benefits.8
This marginal benefit reduction rate would be similar to that on
gross earnings in effect between 1967 and 1981. The average bene-
fit reduction rate for the illustrative family would be 30 percent
(115/380=3), higher than in the 19674981 period but well below
the current rate. The income cutoff point would be below that in
1967 and earlier but above the current cutoff point.

$ For each additional dollar of earnings. 20 cents would be deducted for work related expenses
and 20 cents would be deducted for the one-quarter rule i$1 00 $ 20 _ $ $0 x 2.i = $.20i,
leaving a 60 cent decrease in AFDC benefits.
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TABLE 4-5.THE TREATMENT OF AFDC EARNINGS DEDUCTIONS IN H.R. 4920. AN

ILLUSTRATIVE FAMILY OF THREE

[In dollars)

Calculation of Countable Earnings

Gross earnings 380

Less deductions:
Work-related expenses 75
Child care expenses 100
$50 50
One-quarter of remainder 40

Equals countable earnings 115

Calculation of AFDC Benefits

Maximum AFDC payment 355
Less countable earnings 115
Equals AFDC benefits 240

Maximum Income Level for Eligibility (Income Cutoff Point) 1

With $100 of child care expenses 780
With no child care expenses 655

' Calculation of the income cutoff point is amplicated by the dependence al the isork related expense
deduction on income. The formula would be:

(Maximum AFDC payment /.6) + 1.25 (child care deduction + $50)

Note The illustration is fat a family of three and uses approximate average Maximum payment levels in the
United States fat July 1934. Amounts for grass earnings, child care expenses, and 1967 81 work-related
expenses are average amounts reported for AFDC families with earnings and with each type of deduction in
1979. The amount for work related expenses in 1981 84 a the average amuunt reported for AFDC lamilles with
earnings in 1982. All numbers are rounded to the nearest S5.

Source: Congressional Budget Office.

EFFECTS ON POVERTY

Increasing deductions from income would reduce the poverty
rate of those families affected by the proposal by 6.7 percent in
1986 (see Table 4-6). Some 0.7 million poor families would be affect-
ed, and just under 50,000 would receive benefit increases large
enough to move them out of poverty. Slightly more than one-half of
the affected families would be poor, a relatively small percentage
because all of the affected families would have incomes.

TABLE 4-6.ESTIMATED EFFECTS ON POVERTY OF INCREASING DEDUCTIONS FROM

INCOME, 1986

Poverty status of families Poverty status of all families
affected by the proposal ' with children 2

Poor Norm Total Poor Nonpoor Total

Before Increasing Deductions

Number of families (millions) 0.7 0.6 1.2 5.7 26.9 32.6
Percent 54.7 45.3 100.0 17.5 82.5 100.0

Poverty gap (billions of dollars) 2.1 2.1 24.8 24.8
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TABLE 4- 6.- ESTIMATED EFFECTS ON POVERTY OF INCREASING DEDUCTIONS FROM

INCOME, 1986-Continued

Poverty status of braes
affected by the proposal t

Poor Nonpoor Total

Poverty status of all families
with children 2

Poor Nonpoor Total

After Increasing Deductions

Number of families (millions) 0.6 0.6 1.2 5.7 26.9 32.6
Percent 51.1 48.9 100.0 17.3 82.7 100.0
Poverty gap (billions of dollars) 1.9 1.9 24.6 24.6

Change

Number of families (millions)
Percent

(3)
-6.7

(3)
8.1 -0.8

(3)
0.2

(3)

Poverty gap (billions of dollars) -0.2 -0.2 - 0.2 -0.2
Percent -9.3 -9.3 -0.8 -0.8

Numbers of families are those on AFDC at any time during the yea' Because some families affected by the
proposal are on AMC only part of the year, the number of families shown here (1.2 million) is greater than
the 0.4 million on an average monthly basis shown in Table 4-4

'For all families with children, poverty counts and rates before increasing the deductions from income are
published estimates for 1982 See Department of Commerce, Bureau of the Census, Characteristics of the
Population Below the Poverty Level 1982" ;Current Population Repoits, Consumes Income, Series P-GO, No.
144, March 1984).

'Less than 50,000 families

Source: Congressional Budget Office

The poverty gap would decline by $0.2 billion. Only 54 percent of
the proposal's costs would go to poor families. For all families with
children, both the poverty rate and the poverty gap, would decline
by 0.8 percent.

EFFECTS ON FOOD STAMPS AND MEDICAID

With the rise in their AFDC benefits, families would find their
food stamp benefits reduced. Some $105 million of the costs in
AFDC would be offset by savings in the Food Stamp program in
1986 (see Table 4-7).

Medicaid costs would rise as an estimated 65 percent of the new
AFDC families would become eligible for Medicaid. In 1986, Medic-
aid is estimated to cost an additional $175 million, rising to $230
million by 1990.9

Because of a provision in the Deficit Reduction Act of 19Si, Medicaid costs of these pron.
sions are lower than they would have been The act extended Medicaid eligibliity to families
who become nel tale fur AFDC when they lose the ontsthird deductions after 4 months of earn.
ings Medicaid is provided to these- families for 9 months and, at state option, can be provided
for another fl months The estirriated costs of this change were deducted from the estimated
Medicaid costs of the $50 and one-quarter provision in H.R. 4920
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TABLE 4 -1. TOTAL COSTS OF INCREASING DEDUCTIONS FROM INCOME, BY PROGRAM

[By fiscal year. M millions of dollars)

1986 1987 1988 1989 1990

Federal costs:

AFDC 205 220 230 240 255

Food stamps 105 110 115 125 130
Medicaid 95 105 110 125 130

Subtotal 195 215 225 240 255

State costs:
AFDC 180 190 200 215 225

Food stamps

Medicaid 80 85 90 95 100

Subtotal 260 275 290 310 325

Total costs:
AFDC 385 410 430 455 480

Food stamps 105 110 115 125 130
Medicaid 175 190 200 220 230

Total 455 490 515 550 580

Source: Congressional Budget Office.



CHAPTER V. LIBERALIZING ASSET RESTRICTIONS

Families whose incomes are low enough to qualify for Aid to
Families with Dependent Children may be ineligible for the pro-
gram because their assets exceed the allowed level. Under current
law, the level allowed is $1,000, and most assets other than a home
are counted. Increasing the allowable level to $2,250 and excluding
certain assets, as in H.R. 4920, would make some families newly el-
igible for AFDC.

Between 45,000 and 140,000 families would begin to participate
in AFDC as a result of this change. Costs would total an estimated
$0.2 billion to $0.7 billion in AFDC, Medicaid, and Food Stamps in
1986 (see Table 5-1). The federal government share would be $0.1
billion to $0.3 billion and the share of states and localities, $0.1 bil-
lion to $0.4 billion. These estimates are shown in a range because
they are very uncertain, reliable data on assets of low-income fami-
lies are not currently available.

TABLE 5-1.-TOTAL COSTS OF LIBERALIZING ASSET RESTRICTIONS IN AFDC

(By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

Federal 0.1 to 0.3 0.1 to 0.3 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4

State 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4

Total 0.2 to 0.7 0.2 to 0.7 0.2 to 0.7 0.3 to 0.8 0.3 to 0.8

Note.-Costs int,ide those in the AFDC, Medicaid, and Food Stamp Programs, Costs, or savings, for each
program are shown it Table 5-2.

Source; Congress!onal Budget Office.

Assn RESTRICTIONS IN AFDC

Families whose incomes are very low may own assets they can
ilraw down or borrow against, helping them to meet their needs at
last over the short run. For this reason, means-tested programs

.,/pically have asset tests as wel: as income tests. In AFDC current-
ly, a family's assets cannot exceed $1,000 (or less at state option,
though only a few states set lower levels). Only equity values are
counted.' The home, one car with an equity value up to $1,500, and
"basic maintenance items" such as clothes and furniture are not
counted.? Life insurance is counted at its cash value. Over time, as

' The equity value of an asset Ab the market value less any debt outstanding on the asset
At state option, the allowable limit for the k.ar may be less than $1,500, and maintk nance

items may be counted.

1425)
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prices have risen, the asset limit has become more restrictive in
real terms.

Low-income families do not own large amounts of assets. In a
1983 survey, 36 percent of families with incomes below $10,000 re-
ported owning homes, 53 percent reported having checking ac-
counts with a median value of $300, and 39 percent reported
having savings accounts with a median value of $500.3

Asset holdings of AFDC families appear to be even lower. In
1979, only 18 percent owned a home, 6 percent owned life insur-
ance that carried a cash value, 18 percent owned financial assets,
and 35 percent owned a car(s).4 Two-parent families owned more
assets in each category than did single-parent families. For exam-
ple, 68 percent of two-parent families owned cars compared with 25
percent of single-parent families, and 24 percent owned financial
assets compared with only 17 percent of single-parent families.

Nonetheless, asset restrictions appear to make a significant
number of families ineligible for AFDC. During the first three
months of 1983, more than 12,000 families who applied for AFDC
were denied benefits because their assets exceeded program limits.
Annualized, this amounts to 50,000 families a year.6

In H.R. 4920, AFDC asset restrictions would be liberalized and
made more consistent with asset rules in the Food Stamp program,
thereby easing administration of the asset test. The allowable level
would be $2,250 for most AFDC families ($3,500 for a family with
two or more persons, one of whom is age 60 or over), as proposed
for the Food Stamp program in the Report of the President's Task
Force on Food Assistance, January 1984.6 The home and household
goods would continue to be excluded. The cash value of life insur-
ance policies would also be excluded, following current Food Stamp
rules. Cars would be treated more liberally, as in the Food Stamp
program. Each car would first be evaluated to see if its market
value exceeded $5,500, no market value of less than $5,500 would
be counted against the overall limit." Then a test for equity value
would also be administered. One car would be excluded, and a
second car would be excluded if it were necessary for employment.
The equity value of any other cars would be assessed, and the
greater of either the equity value or the market value over $5,500
would be counted against the overall asset limit.

COSTS AND EFFECIf.) OF LIBERALIZING ASSET RESTRICTIONS

The entire cost of liberalizing AFDC's asset restrictions would
result from newly eligible families beginning to participate in the
program. Current AFDC families would not be affected. The 45,000

3 Robert B. Avery and others, Survey of Consumer Finances, 1983," Federal Reserve Bulletin
(September 1984).

* These estimates are based on the Income Survey Development Program 1979 Research Panel
'Wave lit Because asset restrictions in AFDC were tightened rn 1981, fewer AFDC participants
probably own assets now than in 1979.

1" Department of Health and Human Services, Social Security Administration, "Quarterly
Public Assistance Statistics" (January-March 1983), p 23.

"Current allowable levels In the Food Stamp program are $1,500 per household, or $3,000 if
the household includes two or more persons, one of whom is age 60 or over

The limit currently used in the Food Stamp program for the market value test on cars is
$4,anu. The $5,5O limit was proposed rn the Report of the President's Task Force on Food As-
sistance.
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to 140,000 newly participating families would receive on average an
estimated $326 a month, or $3,910 a year, in AFDC benefits in
1986.

Many of these families- an estimated 65 percent-would also
become newly eligible for Medicaid, adding to Medicaid costs an es-
timated $0.1 billion to $0.2 billion in 1986 (see Table 5-2). Asset
limits in the state medically needy programs are generally higher
than these proposed limits, allowing some of the new AFDC fami-
lies to have previously qualified for Medicaid. Because the AFDC
benefits would raise their incomes, the families eligible for food
stamps-an estimated 50 percent of the new AFDC families-would
receive fewer food stamp benefits. Costs in the Food Stamp pro-
gram are estimated to fall by $0.1 billion or less in 1986.

TABLE 5 -Z. -TOTAL COSTS OF LIBERALIZING ASSET RESTRICTIONS IN AFDC, BY PROGRAM

[By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

Federal costs:

AFDC 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3

Food stamps (1) to (0.1) (1) to (0.1) (1) to (0.1) (1) to (0.1) (1) to (0.1)
Medicaid ..... ...... ... (1) to 0.1 (1) to 0.1 (1) to 0.1 (1) to 0.2 (1) to 0.2

Subtotal 0.1 to 0.3 0.1 to 0.3 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4

State costs:
AFDC 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3
Food stamps
Medicaid ... ..... .. (1) to 0.1 (1) to 0.1 (1) to 0.1 (1) to 0.1 (1) to 0.1

Subtotal 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4 0.1 to 0.4

Total costs:
AFDC 0.2 to 0.6 0.2 to 0.6 0.2 to 0.6 0.2 to 0.6 0.2 to 0.6

Food stamps (1) to (0.1) (1) to (0.1) (1) to (0.1) (1) to (0.1) (1) to (0.1)
Medicaid... ...... ......... 0.1 to 0.2 0.1 to 0.2 0.1 to 0.3 0.1 to 0.3 0.1 to 0.3

Total... ................. ...... 0.2 to 0.7 0.2 to 0.7 0.2 to 0.7 0.3 to 0.8 0.3 to 0.8

1 Less than $50 million,

Note.-Numbers in parentheses are negative quantities.

Source: Congressional Budget Office.

ALTERNATIVE ASSEI LEVELS

Many alternatives to the current asset restrictions or to those
proposed in H.R. 4920 exist. This section deals with two. (1) raising
the limit to $1,500 from $1,000, leaving all other asset rules the
same, and (2) eliminating asset restrictions.

If the asset limit in AFDC were set at $1,500-the current limit
in the Food Stamp *.,rogram -an estimated 10,000 to 85,000 families
would become eliKale for AFDC and begin to participate in the
program. Costs in the AFDC program alone would range from less
than $50 million to $0.3 billion in 1986 (see Table 5-3).
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TABLE 5-3. -AFDC COSTS OF ALTERNATIVE LIBERALIZATIONS OF ASSET RESTRICTIONS

[By fiscal year, in billions of dollars]

1986 1987 1988 1989 1990

$1,500 LIMIT

Federal (1) to 0.2 (1) to 0.2 (1) to 0.2 (1) to 0.2 (1) to 0.2
State (1) to 0.2 (1) to 0.2 (1) to 0.2 (1) to 0.2 (1) to 0.2

Total (1) to 0.3 (1) to 0.4 (1) to 0.4 (1) to 0.4 0.1 to 0.4

NO LIMIT

Federal 0.4 to 0.8 0.4 to 0.9 0.4 to 0.9 0.4 to 0.9 0.5 to 1.0
State 0.3 to 0.7 0.3 to 0.7 0.4 to 0.8 0.4 to 0.8 0.4 to 0.8

Total 0.7 to 1.5 0.8 to 1.6 0.8 to 1.7 0.8 to 1.7 0.8 to 1.8

Less than $50 million,

Note.-Costs are those in AFDC alone, costs for Medicaid and Food Stamps are not included.

Source: Congressional Budget Office.

If the asset restrictions were removed, the number of families
newly eligible for, and participating in, AFDC would rise signifi-
cantly-by an estimated 200,000 to 425,000, or 5 percent to 12 per-
cent of current families. AFDC costs alone would range from $0.7
billion to $1.5 billion in 1986. For both of these alternatives, Medic-
aid expenditures would increase by more than Food Stamp expend-
itures would decrease.
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CHAPTER VI. REDUCING STATES' FINANCING SHARES FOR
INCREASES IN AFDC BENEFITS

States and localities determine benefit levels in Aid to Families
with Dependent Children and share in the program's financing
with the federal government. In the aggregate, AFDC benefit levels
have risen over time but by much less than the rise in prices. In
constant dollars, the median maximum benefit for a fourperson
family with no income fell by 33 percent from July 1970 to January
1985. To encourage states and localities to raise AFDC benefits
more in line with price increases, H.R. 4920 would decrease a
state's financing share by 30 percent for all AFDC benefit in-
creases.

The costs of this proposal would depend on how states responded
to the incentive provided in the bill. Because their responses
cannot be knownor even reliably estimateda range of costs is
shown. The minimum cost would occur if states were to increase
benefits no more than under current law, retaining any savings
from the lower financing shares for their normal benefit increases.
Total costs would then be zero, and AFDC beneficiaries would be
no better off. States would save an estimated $0.1 billion in 1986,
equal to the federal government's cost (see Table 6-1). As estimated
by CBO, the maximum cost would occur if states were to retain
none of the savings from theii lower financing shares but instead
were to pass them on in the form of increased AFDC benefits.'
Under this assumption, states would spend exactly what they
would have spent under current law, and beneficiaries would be
better off. Total costsall federal would be $0.2 billion in 1986,
rising to $0.9 billion by 1990. Costs would rise sharply over time as
benefit increases accumulated.

TABLE 6 1.- TOTAL COSTS OF REDUCING STATES' FINANCING SHARES FOR INCREASES IN

AFDC BENEFITS

[By fiscal year, in billions of dollars)

1986 1987 1988 1989 1990

Federal 0.1 to 0.2 0.2 to 0.4 0.3 to 0.6 0.3 to 0.7 0.4 to 0.9
State (0.1) to 0 (0.2) to 0 (0.3) to 0 (0.3) to 0 (0.4) to 0

Total 0 to 0.2 0 to 0.4 0 to 0.6 0 to 0.7 0 to 0.9

Note Numbeis m parentheses are negative quantities. Costs include those in the AFDC and Food Stamp
picgiams. (Costs, ix savings, foi each program are s'iiown in Table 6 5.) Additional costs in AFDC and Medicaid
!ui new eligible families resulting horn any increase in income cutoff levels have not been estimated, they
would be relatively small, however, and costs would remain within the range shown above.

Source: Congressional Budget Office.

' In theury, costs ..uuld be even Whet because some stutter might be induced to actually spend
inure muney than they had been spenilait, befure un benefit incleases. But in practice, luuking at
all states in the aggregate, cults tvuuld nut exceed ut prubably even appruach the upper end
of the range.

(429)

449



I

430

BENEFIT LEVELS IN AFDC OVER TIME

Aid to Families with Dependent Children is one of the few major
income support programs that is not indexed; that is, in which ben-
efits do not automatically rise with prices. Social Security, the fed-
eral guarantees in Supplemental Security Income, and food stamp
benefits are all indexed, but they are also primarily federal pro-
grams. In AFDC, states set benefit levels, and the decline in maxi-
mum benefits in constant dollars has been almost universal among
the states (see Table 6-2). During the 1970-1985 period, benefits
kept pace with inflation in only three statesCalifornia, whose
AFDC benefits are automatically indexed, Maine, and Wisconsin.

TABLE 6-2.CHANGES IN AFDC MAXIMUM BENEFITS FOR A 4-PERSON FAMILY, BY STATE,

1970-85

Maximum benefit (dollars) Changes (percent)

July 1970
January

1985

Current
dollars

Constant
dollars

Alabama 81 147 81 33
Alaska 375 800 113 21
Arizona 167 282 69 38
Arkansas 100 191 91 29
California 221 660 199 10

Colorado 235 420 79 34
Connecticut 330 636 93 29
Delaware 187 336 80 34
District of Columbia 238 399 68 38
Florida 134 284 112 22

Georgia 133 245 84 32
Hawaii 263 546 108 23
Idaho 242 344 42 48
Illinois 282 368 30 52
Indiana 150 316 111 22

Iowa 243 419 72 36
Kansas 244 422 73 36
Kentucky 187 246 32 51
Louisiana 109 234 115 21
Maine 168 465 177 2

Maryland 196 376 92 29
Massachusetts 314 463 4/ 46
Michigan 263 512 95 28
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TABLE 6-2. CHANGES IN AFDC MAXIMUM BENEFITS FOR A 4-PERSON FAMILY, BY STATE,

1970-85Continued

Maximum benefit

July 1910

(dollars)

January
198

Changes (percent)

dollars
Current Constant

dollars

Minnesota 299 611 104 -.25
Mississippi 70 120 71 -37

Missouri 130 308 137 -13
Montana 228 425 86 -31
Nebraska ..... ..................... 200 420 110 -22
Nevada 143 279 95 -28
New Hampshire 294 429 46 -46

New Jersey 347 443 28 -53
New Mexico 182 313 72 -37
New York 336 56r: 68 -38
North Carolina 158 244 54 -43
North Dakota 261 454 74 -36

Ohio ...... ...... . ....... 200 360 80 -34
Oklahoma 185 349 89 -30
Oregon 225 468 108 -23
Pennsylvania 313 444 42 -48
Rhode Island 263 547 108 -23

both Carolina 103 229 122 -18
South Dakota 300 371 24 -54
Tennessee 129 168 30 -52
Texas 179 201 12 -59
Utah 212 4?5 100 -26

Vermont 304 622 105 -24
Virginia 261 379 45 -46
Washington 303 561 85 -32
West Virginia 138 249 80 -33
Wisconsin 217 636 193 8

Wyoming 227 310 37

Median State 221 379 81

--50
-33

Source Congressional Budget Office using data from Committee on Ways and Means, U.S House of

Repiesentatives, Backgiourd Mateilai and Ddid on humors Within the Jurisdiction of tht. Committee on Ways
and Means." Climmillee Print 99-2 (February 22, 19851 Table 10, pp. 352-353.

Such a decline in benefits in constant dollars means that benefi
ciary families are able to buy fewer goods and services over time.
Because most AFDC families receive food stamps, however, their
food consumption is at least partially protected by the indexing of
food stamps, as are their health expenditures by their receipt of
Medicaid. Also, the constant dollar decline in AFDC benefits means
that fewer families with other sources of income are eligible for
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AFDC over time because their non-AFDC incomes are likely to
have risen by more than the AFDC income cutoff points.

The decline in AFDC benefits in constant dollars was continuous
during the 1970-1984 period (see Table 6-3). During the 1970-1975
and 1975-1980 periods, prices increased about twice as fast as the
AFDC maximum benefit of the median state. When inflation was
particularly high and real wages declinedas in 1973-1975 and
1979-1980AFDC maximum benefits fell the most in real terms.
After 1980, prices increased almost four times as fast as AFDC
maximum benefits, as the states faced large budget deficits result-
ing in part from the severe recession.

TABLE 6-3.INCREASES IN PRICES AND AFDC MAXIMUM BENEFITS, 1970-1584

[In percent]

AFDC maximum
Consumer Price

benefit of
Index

median state I

1970 to 1975 39 19

1975 to 1980 53 33

1980 to 1984 26 7

Maximum benefit is for a family of four

Source. increases in Consume' Price Index zomputed by Congressional Budget Office from Bureau of Labor
Statistics data, increases A1DC benefits horn data in Committee on Ways and Means, "B round Material

and Data On Programs Within the Jurisdiction of the Committee on Ways and Means,' Committee Print 99 2
(February 22, 1985), p. 351.

Interactions between the AFDC and Food Stamp programs may
also have affected the growth in AFDC benefits. Legislation in the
early 1970s expanded the Food Stamp program significantly,
making it available nationwide and index:11g its benefits. In fact,
for a family who had not been receiving food stamps (or food com-
modities) in 1970, the sum of AFDC and food stamp benefits grew
slightly in real terms through 1979.2 This growth in food stamps no
doubt led states to moderate the growth in AFDC benefits. More-
over, the Food Stamp program makes it more costly for states to
raise AFDC benefits because of the resulting decline in food stamp
benefits, for many families, a $1.00 rise in AFDC reduces their food
stamp benefit by 30 cents. Without food stamps, a state with an
AFDC financing share of 50 percent would have to spend $5.00 to
increase a family's benefits by $10.00, with food stamps, the state
would have to spend $7.14.3

By 1983 and 1984, the rise in prices had slowed markedly to
around 3.5 percent to 4.5 percent a year. If inflation were to
remain low, this alone would do much to reduce the constant dollar
decline in AFDC benefits. Also, with the recession ended and

I See Richard A. Kasten and John E Todd, "Transfer Recipients and the Poor During the
1970., in Richard Zeckhauser end Derek Leebaert, eds , What Role for Government ;Durham.
Duke University Press, 1983).

For the family to receive an added $10.00, the increased AFDC benefit would have to be high
enough t o cover the lost f o o d stamps$14.28 x$14.2&.3 414.28)=$10.00). The state's share o f t he
$1429 would be $7.14.
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states' fiscal situations improved, AFDC benefits have been grow-
ing more rapidly. At least over the near future, then, constant
dollar AFDC .)enefits shoLici nut decline much and could even rise
slightly.

COSTS AND EFFECTS OF REDUCING STATES' FINANCING SHARES

To encourage further growth in AFDC benefit levels, H.R. 4920
would provide states with an incentive to raise benefits. This incen-
tive would take the form of a 30 percent reduction in the state's
financing share for all AFDC benefit increases after November 30,
1984.4

Under current law, both states and the federal government share
in the financing of AFDC. States in the aggregate currently pay for
46 percent of benefit payments, and the federal government pays
for 54 percent. Relative shares vary among states, however, de-
pending on a state's per capita personal income. No state pays
more than the legislated 50 percent maximum, and in 1986-1987
the minimum state share will be 21.58 percent (in Mississippi).

Under H.R. 4920, a state with a 50 percent financing share would
have this share reduced by 1.5 percentage points (.50.4.30,-15) to
33 percent for all benefit increases after November 1984. The feder-
al government would pay for 65 percent of this state's benefit in-
creases. A state with a 22 percent financing share would have its
share reduced by only 7 percentage points (.22,\.30 .07) to 15 per-
cent, the federal government would pay for 85 percent of this
state's benefit increases.

Implementation of this proposal would require ;alculation of new
weighted average financing shares, where the weights would be the
shares of pre November 1984 benefits and post-November 1984 ben-
efits to total benefits. For example, take a state with 50 percent fi-
nancing share and a $350 AFDC benefit (to a th:ee-person family
with no other income) in July 1984. If the state were to increase its
payment 3.5 percent a year, or $25, to $375 by July 1986, then its
1986 financing share would decline to 49 percent (.50;050/
375 + .35 A 251375 = .49). A similar calculation would be done for
each family size, and an overall financing share would be calculat-
ed based on the composition of the caseload by family size.

The effectiveness of this provision in raising AFDC benefits
would depend on the behavior of states. States who would have in-
creased benefits under current law would find their financing
share, and thus their expenditures, reduced. How much of their
savings would they use to raise AFDC benefits and how much
would they retain or use for other purposes? States who would not
have increased benefits would now find it less costly to do so, al-
though they would still have higher costs. HOW likely is it that the
reduced oust of benefit increases would induce these states to grant
increases? Although the above questions cannot be answered with
any certainty, both common sense and the evidence indicate that

H R provides for a reduced ,tatt share kit all benefit Ira reaset. after Nownnber 30
r9 -3 It is, expt,ted howev.i. thdt thi bill reattroduteti thi4 fear will move the date forward a
Sear. and C130%, e-..,bmilts were ba....ed on a 1:0t1 date
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at least some states would be induced by their lower financing
shares to raise AFDC benefits.5

Because the magnitude of such benefit increases is uncertain,
CBO developed two scenarios to show a range of effects. In the first
scenario, states would give no additional benefit increases. Those
states who would increase their benefit levels anyway would have
savings equal to about $0.1 billion in 1986 and $0.4 billion in 1990
(see Scenario I in Table 6-4). The federal government would have
offsetting costs, total costs would be zero, and families would be no
better off. The average federal matching rate would rise from 54
percent now to 56 percent by 1990.

In the second scenario, states would continue to spend exactly
what they would spend under current lawin effect, funneling
their savings into benefit increases. Total costs of the provision are
estimated to be $0.2 billion in 1986 and $0.9 billion in 1990 (see Sce-
nario II in Table 6-4). All of these costs would be borne by the fed-
eral government. Some AFDC families would have additional bene-
fits, if all current AFDC families were to benefit, their monthly
benefit increases would average $7 in 1986 and $29 in 1990. The av-
erage federal matching rate would be 57 percent by 1990.

TABLE 6 4. EFFECTS OF REDUCING STATES FINANCING SHARES FOR INCREASES IN AFDC

BENEFITS. 1986 AND 1990

Costs (billions of dollars) Families affected

Average

monthly NMI)
increase

(dollars)

Number
Federal State Total

lions)

Average federal
matching rate

(percent)

Scenario I. States Give No Additional Benefit Increases

1986 . 0.1 0.1 0 0 0 55
1990. . A A 0 0 0 56

Scenario II. States Maintain Their Spending and Benefits Increase

1986 0.2 0 0.2 33 7 55
1990 .9 0 .9 3.6 29 57

' These estimates assume that all current AFDC families would gain In ieality, some states Auld not raise
benefits at all and terse) families Auld gain, but the benefit iricieases ut those who did gain would be larger

Source Congressional Budget Office

Neither of these two extremes is a likely outcome. At the mid-
point of the range, federal costs would be $0.2 billion in 1986 and
$0.7 billion in 1990, and state savings would be $0.1 billion and $0.2
billion, respectively. With this scenario, all affected states could
keep one-half of their - wings, funneling the other half into higher
benefits, or, one-half of the affected states could funnel all of their

Matching rates have been found to be a significant factor affecting state AFDC benefit
levels. along viAth other facton, such a> income levels See Darr!. L On. Income Transfers as a
Public Good An Application to AFDC.' American Economic Review +June 1976)
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saving,: into higher benefits while the other half kept all of their
savings.

EFFECTS ON FOOD STAMPS AND MEDICAID

Any additional increase in a family's AFDC benefits would
reduce its food stamp benefits. Under the first scenario in which
states would gibe no additional benefit increases, there would be no
effect on food stamps, as shown in Table 6-5 for the lower end of
the range. Under the second scenario in which states would give
benefit increases, food stamp costs would decline by $0.1 billion in
1986 and $0.3 billion in 1990 (see the upper end of the range).

TABLE 6 -5.- -TOTAL COSTS OF REDUCING STATES' FINANCING SHARES FOR INCREASES IN

AFDC BENEFITS, BY PROGRAM

[By fiscal year, in b.lhons of do'lars)

1986 1987 1988 1989 1990

Federal costs
AFDC ..... . 0.1 to 0.3 02 to 0.6 0.3 to 0.8 0.3 to 1,0 0.4 to 1.3
Food stamps. ... 00 to (0.1) 0.0 to (0.2) 0.0 to (0.2) 00 to (03) 0.0 to (0.3)

Subtotal . 0 1 to 0.2 0.2 to 0.4 0.3 to 06 0.3 to 0.7 0.4 to 0.9

State costs.
AFDC ... (01) to 0.0 (0.2) to 0.0 (03) to 0.0 (0,3) to 0.0 (OA) to 0.0
Food stamps .

Subtotal,. .. (0.1) to 00 (0.2) to 0.0 (0.3) to 0.0 (03) to 0.0 (0.4) to 0.0

Total costs.
AFDC . 0.0 to 03 0.0 to 0.6 00 to 08 0.0 to 1.0 0.0 to 1.3
Food stamps..... 00 to (01) 0.0 to (0.2) 0.0 to (0.2) 0.0 to (0.3) 0.0 to (0.3)

Total 0.0 to 0.2 0.0 to 0.4 00 to 06 0.0 to 07 0.0 to 0.9

Note -Numbers in parentheses are negative quantities

Source Congressional Budget Office

No costs are shown for the Medicaid program. Under the first
scenario, there would be no costs because benefit levels would be
unchanged, and no families would be newly eligible for AFDC.
Under the second scenario, there would be some additional Medic-
aid costs because the higher AFDC benefit revels would make some
families newly eligible for AFDC and, herict, for Medicaid. But the
number of newly eligible families cannot be estimated with any re-
liability, and their AFDC and Medicaid costs would be small in any
event. Estimated costs of this provision, even with these additional
costs, would still be expected to fall within the range shown.
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CHAPTER VII. ENACTING THE PACKAGE OF PROPOSALS

The effects on both government costs and families from enacting
simultaneously all of the proposals discussed in previous chapters
would be considerably more than the sum of each proposal's
effects. Because of interactions among the proposals, more families
would become eligible for Aid to Families with Dependent Chil-
dren, and benefits of many families would be higher.

This package of proposalsmandating a minimum benefit, ex-
tending benefits to two-parent families, increasing deductions from
income, liberalizing asset restrictions, and reducing states' financ-
ing shares for increases in AFDC benefitswould represent a
major expansion of the AFDC program. AFDC costs would be one-
third higher in 1986 and almost three-fifths higher by 1990. The
number of families receiving AFDC would be almost 40 percent
higher.

The estimated cost of the package of proposals would be $5.3 bil-
lion in 1986 (see Table 7-1). The federal government share would
be $3.3 billion and the share of states and localities, $2.0 billion. By
1990, the cost would rise to $11.3 billion. As a result, more than 3.8
million low-income families would be better off.

TABLE 7-1.TOTAL COSTS OF ENACTING THE PACKAGE OF PROPOSALS

[By final year, M bilions of dollars]

1986 1987 1988 1989 1980

Federal 3.3 5.4 6.0 6.4 6.9

State 2.0 3.5 3.9 42 4.4

Total 5.3 9.0 9.9 10.6 11.3

Note. Costs include those m the AFDC, !ULM, Food Stamp, and General Assistance programs, Costs have
been adjusted NI added dthilifliZdtive osts, added benefit vusts oaause of ,educed work aka, and seduced
benefit costs in 1986 and 1987 because newt' eligible families would go onto AFDC only over time.

Source: Congressional Budget Office.

The above estimates include effects in the AFDC, Medicaid, Food
Stamp, and state General Assistance programs, as developed in the
earlier chapters. They also include some adjustments to costs not
shown earlier.

COSTS AND EFFECTS OF THE PACKAGE OF PROPOSALS

The additional costs of each proposal as it is added to the pack-
age would be significantly more than the costs of that proposal if it
were enacted alone. The number of families mad better off would
also be higher. This section analyzes these additional costs and

(436)
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magnified effects. First, costs in AFDC alone and the effects of the
increased AFDC benefits, are discussed. Then effects on Medicaid,
Food Stamps, and General Assistance are shown. Finally, the ad-
justments to costs noted above are considered.

TABLE 7-2.-AFDC COSTS FROM ENACTING THE PACKAGE OF PROPOSALS

[By fiscal year, in billions of dollars)

Combinations of proposals 1986 1987 1988 1989 1990

Enact 1 and 2:
Federal 3.4 3.6 3.9 4.1 4.3
State L3 1.4 1.6 1.7 1.9

Total 4.7 5.1 5.4 5.8 6.2

Enact 1, 2, and 3:
7.ederal 4.2 4.5 4.7 5.0 5.3
State 1.8 1.9 2J 2.3 2.4

Total 6.0 6.4 6.8 7.3 7.7

Enact 1, 2, 3, and 4:
Federal 4.4 4.7 5.0 5.3 5.6
State 2,0 2.1 2.3 2.5 2.7

Total 6.4 6.8 7.3 7 8 8.2

Enact, 1, 2, 3, 4, and 5: 2

Federal 4.8 5.3 5.7 6.1 6.6
State 1.9 2.0 21 2.3 2.4

Total 6.7 7.2 7.8 8.4 9.0

' Estimates use the midpoints f the ranges presented in Chapter V for liberalization ot asset restrictions.
2 Estimates use the midpoints of the ranges presented in Chapters V and VI for liberalization of asset

restrictions and 101 reducing states financing shares for increases in AFDC benefits.

Note Adjustments to costs for administration, reduced work effort, and the gradual phase-in ot new families
are not included Nor are effects on Medicaid. Food Stamps, and General Assistance.

Key to H.R. 4920 proposals.
1. Mandate a minimum benefit
2 Extend benefits to twoparent families.
3 Increase deductions from income
4 Liberalize asset restrictions
5 Reduce states' financing shares for increases in AFDC benefits

Source Congressional Budget Office.

AFDC COSTS AND EFFECTS ON FAMILIES

The costs in AFDC alone of combinations of proposals are shown
in Table 7-2, Table 7-3 shows the number of families affected by
these same combinations. Mandating a minimum benefit in AFDC
at the 65 percent of poverty level discussed in Chapter II, together
with extending benefits to all two-parent families with low in-
comes, would cost $4.7 billion in 1986 and 86.2 billion in 1990. Be-
cause the minimum benefit would raise the AFDC income cutoff
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point, about 80,000 more two-parent families would become eligible
for AFDCthat is, 80,000 more than were estimated to be eligible
by simply adding the effects of the two proposals if each were en-
acted alone. Also, some other two-parent families living in states
affected by the minimum benefit would receive higher AFDC bene-
fits. These interactions would add an estimated $0.3 billion, or 5
percent to 6 percent, to the combined cost of the two proposals
when estimated separately.'

TABLE 7-3.NUMBER OF FAMILIES AFFECTED BY THE PACKAGE OF PROPOSALS, 1986

[In millions)

Combinations of proposals Current families New families Total families

Enact 1 and 2 2.2 0.7 2.9
Enact 1, 2, and 3 2.3 1.4 3.7
Enact 1, 2, 3, and 4 1 2.3 1.5 3.8
Enact 1, 2, 3, 4, and 5 2 2.3+ 1.5 3.8+

Estimates use the midpoints of the ran es presented in Chapter V foi liberalization of asset restrictions.
2 Because of the uncertainty with the effects of the proposal to seduce states financing shares, it a not

possible to know how many additional families currently receiving AMC would be made better off.

Key to H R. 4920 proposals
1. Mandate a minimum benefit
2 Extend benefits to two-parent families.
3. Increase deductions from income.
4. Liberalize asset restrictions
5. Reduce states' financing shares for increases in AFDC benefits

Source: Congressional Budget Office.

Increasing deductions from income, mandating a minimum bene-
fit, and extending benefits to two-parent families would cost $6.0
billion in 1986 and $7.7 billion in 1990. Costs of the three proposals
combined would rise substantially because of interactionsby $1.1
billion, or 23 percent, in 1986. A rise in the number of newly eligi-
ble and participating families is the major reason for the higher
costs, although families who woult. begin to participate in AFDC
because of the minimum benefit and two-parent family proposals
would also receive higher benefits because of the increased de-
ductions. New families would total 1.4 million, as shown in Table
7-3an increase of 0.6 million, or about 65 percent, because of
interactions. Some 0.3 million two-parent families would be added
because the increased income deductions would raise the income
cutoff point for families newly eligible with the extension of bene-
fits to all low income, two-parent families. Another 0.1 million two-
parent families would be added because of the interaction between
the minimum benefit and two-parent proposals noted earlier. The
remaining 0.2 million would result from a further rise in the
income cutoff point because of interactions between the minimum
benefit and in,..ame deduction proposals, and probably also from

The additionai 4..*.k44, resulting from interak.tiora, between the proposal:, are the costa of the
combination oi proposal:, over and abuse the MI rn the ..,xt4, eak.h fra.pvsal an the Lombina
tion if they were enacted separately.
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larger numbers of potentially eligible families as the income cutoff
point reached portions of the income distribution where there are
more families.

Liberalizing asset restrictions in ,,onjunction with the three pre-
ceding proposals would cost $6.4 billion in 1986 and $8.2 billion in
1990 The interactions would add another estimated 45,000 new
families to the AFDC program and $0.1 billion to costs. These fami-
lies would be those whose incomes made them newly eligible for
AFDC as the income cutoff points were increased because of inter-
actions, but whose assets made them ineligible before the asset re-
strictions were liberalized.

The full package of five proposals would cost an estimated $6.7
billion in AFDC in 1986 and $9.0 billion in 1990. However, the esti-
mated cost of the last proposal, which would reduce states' financ-
ing shares for increases in AFDC benefits, is very uncertain. As dis-
cussed in Chapter VI, there is no way to know how states would
alter AFDC benefits in reaction to the incentives provided by their
reduced financing shares. Interactions with the other proposals
make this uncertainty even greater. Because states would be faced
with higher expenditures, they would be less likely to increase
AFDC benefit lt.vels voluntarily, thus reducing the costs of the fi-
nancing share incentive.? On the other hand, increases in benefits
resulting from the other proposals would qualify for the reduced
state financing share, raising federal costs of the proposal by about
$0 1 billion in 1987 and $0.2 billion in 1990. Most of these costs are
for interactions with the minimum benefit proposal. Initial in-
creases in benefit levels necessitated by the minimum benefit pro-
posal would not qualify for the reduced state financing shares, but
later increasesin 1987 and beyondwould. To illustrate costs for
the package of proposals, CBO has used the midpoint of the ranges
of estimated costs shown in Chapter VI for the proposal that would
reduce states' financing shares.

Of the 3.8 million families made better off by the total package
of proposals, 1.5 million would be new families (see Table 7-3). Ap-
proximately 1.0 million of the new families, or 63 percent, would be
two-parent families.

EFFECTS ON POVERTY

More than 2.9 million poor families (and 1.8 million nonpoor
families) would be better off as a result of enacting the package of
proposals (see Table 7-4). The poverty gap would be $4.7 billion less
after the package was implemented, a decline of almost one-third.
Three-quarters of the cost of the proposals would go to closing the
poverty gap. About 300,000 families would move out of poverty,
causing a 10.4 percent decline in the poverty rate for families af-
fected by the package of proposals. About three-fifths of the fami-
lies that would be affected would be poor.

Among all families with children, the poverty rate would decline
by 5.3 percent. Their poverty gap would drop by 19.0 percent.

2States affected by the minimum benefit proposal, however, would not be able to avoid raising
benefits.
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TABLE 7-4.-ESTIMATED EFFECTS ON POVERTY OF ENACTING THE PACKAGE OF

PROPOSALS, 1986

Poverty status of families
affected by the proposal'

Poverty status of all families
with children 2

Poor Nonpoor Total Poor Nonpoor Total

Before Enacting the Package

Number of families (millions) 2.9 1.8 4.7 5.7 26.9 32.6

Percent 62.2 37.8 100.0 17.5 82.5 100.0

Poverty gap (billions of dollars) 14.6 14.6 24.8 24.8

After Enacting the Package

Number of families (millions) 2.6 2.1 4.7 5.4 27.2 32.6

Percent 55.8 44.2 100.0 16.6 83.4 100.0

Poverty gap (billions of dollars) 9.9 9.9 20.1 20.1

Change

Number of families (millions) -0.3 0.3 -0.3 0.3

Percent -10.4 17.2 -5.3 1.1

Poverty gap (billions of dollars) -4.1 -4.7 -4.7 -4.7
Percent -32.3 -32.3 -19.0 -19.0

Numbeis of families are those on AFDC at any time during the ycai Because some families affected by the

propos& are on AFDC only part of the year, the number of families shown here (4.7 million) is greater than

the 3 8 million on an average monthly basis shown in Table 7-3.
'Foi all fr lies with children, poverty counts and rates before implementing the package are published

estimates foi o82 See Department of Commerce, Bureau of the Census, "Characteristics of the Population
Below the Poverty Level. 1982" (Gwent Population Reports, Consumer Income, Series P 60, No. 144, March
1984).

Note.-Effects of the proposal to reduce states financing shares are not included Also, the estimates do not

include the effects of reduced work effort or of a gradual phase-in of new families

Source: Congressional Budget Office,

EFFECTS ON REGIONS

The effects of enacting the package of proposals would vary
sharply among the regions. The South would account for $3.1 bil-
lion, or 49 percent, of the package's AFDC costs in 1986 (see Table
7-5). AFDC payments in the South would increase by one and one-
half times. The region's disproportionate share reflects mainly the
effects of the minimum benefit proposal, which would require
every southern state to increase its AFDC benefits.
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TABLE 7-5.-EFFECTS OF ENACTING THE PACKAGE OF PROPOSALS, BY REGION IN 1986

Region'

Current families New families Total families

AFDC costs Families affected AFDC costs Families affected AFDC costs Families affected

Amount Amount AmountNumber Numbers Number(billions Percent Percent (billions Percent Percent (billions Percent Percent(mil- ( (ml.of of total 0 total of of total of total of of total of totallions) lions) lions)dollars) dollars) dollars)

North Central 0.8 26 0.9 39 0.6 19 0.3 20 1.4 22 1.2 31
Northeast 0.2 6 0.4 16 0.6 18 0.2 15 0.8 12 0.6 16
South 1.9 63 0.9 39 1.2 35 0.6 42 3.1 49 1.5 40
West 0.2 5 0.1 6 0.9 28 0.4 23 1.1 17 0.5 13

Total 3.1 100 2.3 100 3.4 100 1.5 100 6.4 100 3.8 100 gt.

'North Central-Illinois, Indiana, Iowa, Kansas, hlichigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin,
Northeast-Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode Island, and Vermont,
South Alabama, Aikensas, Delawaie, Distmt of Columbia, Floida, Geoigia, Kentucky, 1.Juisiana, Maryland, Mississippi, North Ca lohna, llama, South %-,olotina, Tennessee, Texas,

Virginia, and West Virginia,
West-Alaska, Arizona, California, Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, and Wyoming.

Note.-Estimates are approximate They exclude effects of the proposal to reduce state's financing shares for increases in AFDC benefits.

Source. Congressional Budget Office
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The North Central, Northeast, and West regions would account
for costs of $1.4 billion (22 percent), $0.8 billion (12 percent), and
$1.1 billion (17 percent), respectively. Their AFDC payments would
increase less in percentage terms. by 30 percent in the North Cen-
tral region, 19 percent in the Northeast, and 27 percent in the
West.

Affected families would be distributed somewhat more evenly
among the regions than would costs. But the South would still have
40 percent of affected families.

Costs for current AFDC families would be distributed among the
regions much more unevenly than costs for new families. While 63

percent of the costs for current families would be in the South,
only 35 percent of the costs for new families would occur there.

EFFECTS ON FOOD STAMPS, MEDICAID, AND GENERAL ASSISTANCE

The large increase in AFDC benefits would occasion a large de-
crease in food stamp benefits. Costs in the Food Stamp program
would decline by an estimated $1.8 billion in 1986 and $2.4 billion
in 1990 (see Table 7-6).

TABLE 1-6.-TOTAL COSTS OF ENACTING THE PACKAGE OF PROPOSALS, BY PROGRAM

(By fiscal year. in billions of dollars)

1986 1981 1988 1989 1990

Federal costs:
AFDC 4.8 5.3 5.7 6.1 6.6

Food stamps -1.8 -1.9 2.1 2.2 - 2.4
Medicaid 1.3 1.4 1.5 1.6 1.7

General assistance.

Subtotal 4.4 4.8 5.1 5.5 5.5

State costs:
AFDC 1.9 2.0 2.1 2.3 2.4

Food stamps
Medicaid 1.0 1.1 1.1 1.2 1.3

General assistance 0.1 0.1 - 0.1 -_0.1 7 0.1

Subtotal 2.8 2.9 3.2 3.4 3.6

Total costs:
AFDC 6.7 7.2 7.8 8.4 9.0

Food stamps - 1.8 -1.9 -- 2.1 2.2 2.4

Medicaid 2.3 2.5 2.6 2.8 3.0

General Assistance 0.1 -0.1 - 0.1 - 0.1 - 0.1

Total ...... ...... ..... ......... 7.2 7.7 8.3 8.9 9.5

Note -Adjustments to costa for admirotration, reduced work effort, and the gradual phase in of new families

are not included

Source congressional Budget Office

Medicaid costs would rise sharply, more than offsetting the food
stamp reductions, because so many families would become eligible
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for AFDC. All of the adults and many of the children in 1.5 million
families are estimated to become newly eligible for Medicaid, rais-
ing costs by $2.3 billion in 1986 and $3.0 billion in 1990.

General Assistance costs to states would decline by an estimated
$0.1 billion in both 1986 and 1990. These savings are the same as
those shown for the proposal extending benefits to two-parent fami-
lies. The income cutoff points in GA tend to be lower than in
AFDC, and there are more restrictions in general. CBO therefore
has assumed that the additional two-parent families who would be
brought onto AFDC because of interactions among the proposals
would not qualify for GA.

COST ADJUSTMENTS

This section discusses some adjustments to costs that were made
to arrive at an estimated total cost for the package of proposals.
These adjustments included. (1) higher costs of administration in
the AFDC and Medicaid programs because of the rise in the
number of participating families, (2) higher benefit costs in AFDC
because of reduced work effort by affected families, and (3) lower
benefit costs in AFDC in the early years of implementation because
newly eligible families would go onto AFDC only over time. Each is
discussed in turn.

Administrative costs. The substantial increase in the number of
new families receiving AFDC and Medicaid would cause adminis-
trative costs in both programs to rise. Establishing initial eligibil-
ity, recertifying eligibility periodically, determining work require-
ments, mailing checks, processing medical claims, and otherwise
servicing cases costs state and local governments considerable
sums The federal government shares in these costs, financing 50
percent in AFDC and approximately 60 percent in Medicaid.

In AFDC, total administrative costs are estimated to rise by $0.3
billion in 1986 and $0.9 billion in 1990 (see Table 7-7). This increase
in costs from 1986 to 1990 reflects a gradual phase-in of new fami-
lies, as discussed below.

An annual cost of approximately $485 per family in 1986 v as as-
sumed for administration, based on the current average adminis-
trative cost per family in AFDC. The marginal costs of administra-
tion could well be less than these average costs. Because these new
families would usually have incomes and would often have jobs,
however, their turnover would be greater than for current AFDC
families, causing administrative costs to be higher. Other than for
the new families, administrative costs are estimated to remain un-
changed. Some of the proposals- such as the minimum benefit,
which would require many states to change benefit levels every
yearwould raise administrative costs for current AFDC families.
Other proposals -such as making asset restrictions consistent with
those for the Food Stamp programwould lower such costs.
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TABLE 7-7.-ADMINISTRATIVE COSTS FOR THE PACKAGE OF PROPOSALS

(By fiscal year, in billions of dollars]

1986 1987 1938 1989 1990

Federal costs:
AFDC 0.2 0.4 0.4 0.4 0.4
Medicaid (1) 0.1 0.1

Subtotal 0.2 0.4

_0.1

0.5 0.5 0.5

State costs:
AFDC 0.2 0.4 0.4 0.4 0.4
Medicaid ( 1 ) (1) ( 1 ) (1) (1)

Subtotal 0.2 0.4 0.4 0.5 0.5

Total costs:
AFDC 0.3 0.7 0.8 0.8 0.9
Medicaid (1)_ 0.1 0.1 0.1 0.1

Total 0.4 0.8 0.9 0.9 1.0

Less than $50 million.

Source: Congressional Budget Office.

In Medicaid, total administrative costs are estimated to rise by
$0.1 billion or less each year. Administrative costs were assumed to
equal about 1 percent of the added Medicaid costs for the new fami-
lies.

Reduced work effort. -Some of the families new to AFDC would
probably reduce their work effort-that is, the number of hours
they would work for pay. The receipt of AFDC might induce earn-
ers to reduce their hours of work for two reasons. First, their in-
comes would be higher as a result of the AFDC benefit& When an
earner's income increases, he or she might choose to increase lei
sure hours, resulting in reduced work hours (the "income effect").
Second, the high benefit reduction rates in AFDC would sharply
reduce the income an earner could keep from an additional hour of
work (the "substitution effect"). As discussed in Chapter IV, under
H.R. 4920 an earner on AFDC would retain only 40 cents of an
added $1 of earnings.

The CBO estimates show a reduction in hours of work of 6.5 per-
cent for husbands, 17.4 percent for wives, and 8.3 percent for single
female heads. These reduced hours would translate into a reduc-
tion in aggregate earnings of the new AFDC families of about $1.0
billion each year after 1986. As earnings of the new AFDC families
declined, their AFDC and food stamp benefits would rise.

The added cost in AFDC is estimated to be $0.2 billion in 1986
and $0.7 billion in 1990 (see Table 7-8). For every dollar of earnings
loss, AFDC benefits would rise by 60 cents ($1 less the work-related
expense deduction of 20 percent and the one-quarter deduction). In
Food Stamps, benefits would increase to offset the loss in earnings
but decrease to offset the rise in AFDC benefits, on balance, they
would increase by $0.1 billion or less each year. The rise in costs
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from 1986 to 1990 reflects a gradual phase-in of new families, as
discussed in the next section.

Reduced work effort is assumed only for the newly eligible and
participating families. The direction of a change in work effort
among most of the families currently receiving AFDC is unknown,
their higher AFDC benefits would induce reduced hours of work,
but the lower benefit reduction rates would induct. increased hours
of work. Alsu, the CB0 estimates do not include any increase in the
number of new families coming onto AFDC, because they might
have reduced their hours of work in order to qualify for the pro-
gram.

TABLE 7 8. INCREASES IN AFDC AND FOOD STAMP COSTS BECAUSE OF REDUCED WORK

EFFORT

(By fiscal year, in billions of dollars)

1986 1987 1988 1989 1990

Federal costs:

AFDC 0.1 0.3 0.4 0.4 0.4
Food stamps (1) 0.1 0.1 0.1 0.1

Subtotal 0.2 0.4 0.4 0.4 0.5

State costs:

AFDC 0.1 0.2 0.3 0.3 0.3
Food stamps

Subtotal 0.1 0.3 0.3 0.3 0.3

Total costs:

AFDC 0.2 0.6 0.6 0.7 0.7
Food stamps (1) 0.1 0.1 0.1 0.1

Total 0.3 0.6 0.7 0.7 0.8

1 Less than $50 million,

Source: Congressional Budget Office,

The CB0 estimates were based on the results of an experiment
that tested the effects on work effort of several "negative income
tax" plans that provided government benefits to low-income fami-
lies, both two-parent and single-parent families.3 Estimates of
income and substitution effects from the experiment were the basis
of CBO's estimates. As shown in Table 7-9, a $1,000 increase in
government benefits would reduce a husband's work effort by 95.15
hours a year, a $1 per hour reduction in his net wage rate because
of a program's benefit reduction rate would reduce his work effort
by 7L33 hours a year. Wives and single female heads would reduce
their hours by more than husbands would.

' See SRI International, "Final Report of the Seattle-Denver Income Maintenance Expert-
ment, Volume I, Design and Results" tMenlo Park, California, SRI, May 19831.
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TABLE 7-9.- ESTIMATES OF INCOME AND SUBSTITUTION EFFECTS USED TO MEASURE

REDUCED WORK EFFORT

Cause of change in annual hours of work

Income Om (per Substitution effect (per
$1,000 of increased SI /hour decrease in

benefits) the net wage rate)

Husbands 95.15 7133
Wives 19635 15L76
Single female heads 147.12 176.37

Source. SRI International, Final Report of the Seattle Demi Income Maintenam,e Expeinent, Volume I,

Design and Results" (Menlo Park, California SRI, May 1983). p 173

These estimated effects were then combined ,vith the effects of
H.R. 4920 on husbands, wives, and single female heads as estimat-
ed in TRIM2, one of the models used in these estimates (see Chap-
ter VIII). The CB0 estimates were based on two assumptions. First,
any family receiving AFDC for less than 12 months each year
would have no substitution effect, that is, CB0 assumed that these
families would be on AFDC when they were not working, in which
case there would be no substitution effect. There could still be an
income effect if they worked fewer months because of the income
support. Second, two-parent families would have a substitution
effect equal to one-half of that shown in Table 7-9 because CBO's
estimates assumed that states would provide benefits for only 6 of
every 12 months.

These estimates of reduced work effort are uncertain for many
reasons. Estimates from the experiment itself have limitations,
probably the most serious of which was its temporary nature.
Seattle and Denver were the sites for the experiment, yet their re-
sults were used for the United States as a whole in CBO's esti-
mates. In addition, the experimental results were for 1971, and
much has changed since then, including levels of earnings. Perhaps
most important, the experiment's negative income tax plans were
quite different from the proposals considered here, they were based
on a family's annual rather than monthly income, and they provid-
ed benefits to two-parent families for an entire year. The adjust-
ments noted above that reduced the substitution effects attempted
to account for these differences, but they did so only in a crude
fashion.

Phase-in of newly eligible families.The 1.5 million newly eligi-
ble and participating families would not actually receive AFDC
benefits immediately. Rather, they would flow onto AFDC gradual-
ly over some period of time as they learned of their eligibility.

In these cost estimates, CB0 assumed that new single-parent
families would flow onto AFDC throughout fiscal year 1986. Ap-
proximately three-quarters of new two-parent familiesthose in
the Food Stamp programwere assumed to flow onto AFDC
throughout fiscal year 1986, the remaining one-quarter, over the
1986-1987 period. By 1988, then, estimated costs would include
costs for all the newly eligible and participating families. Costs in
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1986 would be reduced by $2.5 billion and in 1987 by $0.2 billion
because of the gradual phase-in of newly eligible families compared
with immediate receipt of benefits for all those who were newly eli-
gible (see Table 7-10).

TABLE 7-10 -CHANGES IN BENEFIT COSTS FOR THE GRADUAL PHASE-IN OF NEWLY

ELIGIBLE FAMILIES, FISCAL YEARS 1986 AND 1987

iln billIons of dollars)

1986

Federal cost:
AFDC -1.2
Medicaid -03
Food stamps 0.5
General Assistance

Subtotal -1.4
State cost:

AFDC -0.6
Medicaid - 0.5
Food stamps

General Assistance (1)

Subtotal -1.1
Total costs:

AFDC -1.8
Medicaid L3
Food stamps 0.5
General Assistance (1)

Total 2.5

1987

R
( 9

-0.1

-0.2

'Less than $50 mnon

Source Cogresslonal Budget Office

Direct evidence on the length of any phase-in of newly eligible
families in AFDC does not exist. After the Supplemental Security
Income program was started in 1974, however, it took about two
years for the number of beneficiaries to reach stable levels. The
AFDC eligible population might come onto the program more rap-
idly for several reasons. First, turnover in the program is quite
high About 2 million new applications are approved in AFDC each
year; since the program has been fairly stable, this implies that
about one-half of families leave the program each year. Many
would leave because of increased incomes and perhaps also in-
creased assets, and some of these families would simply remai.. on
the program after the proposed changes. Also, about 250,000 fami-
lies apply for AFDC each year but are denied benefits because
their incomes or assets exceed program limits, many of these farm-
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lies would be eligible after the proposed modifications. Second, fam-
ilies receiving food stamps would be likely to learn of the new
AFDC benefits fairly quickly. In fact, if outreach to these families
informed them of the new benefits, they could come onto AFDC
more quickly than CBO has assumed.
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CHAPTER VIII. ANALYTICAL APPROACHES AND
LIMITATIONS

The estimates presented in the preceding chapters are based on a
variety of analytical approaches, using a number of different data
bases. In this chapter, these approaches are described in some
detail. Assumptions are analyzed, and the areas of greatest uncer-
tainty are highlighted.

This chapter includes a separate section on approaches and un-
certainties for each proposal. Then a final section describes meth-
odologies for the entire package of proposals.

MANDATING A MINIMUM BENEFIT LEVEL

This section discusses the methodologies used by CBO in its anal-
ysis of the effects of a minimum benefit level on both current and
new AFDC families and on poverty. The techniques used for ana-
lyzing the effects on current AFDC families differ from those used
for new families. Also, there is much more uncertainty over esti-
mates for the new families.

CURRENT FAMILIES

To estimate the number of current AFDC families who would be
affected, and the associated government costs, CBO constructed a
data base of maximum AFDC benefit levels by state and by family
size. Estimates of the bill's effects could then be calculated by com-
paring current law AFDC benefit levels with minimum benefit
levels required by the legislation.

Calculations of the effects of the minimum benefit were complet-
ed for four separate years. 1986, 1985, 1984, and 1982. The 1986 cal-
culations were used for the 1986 estimates shown in Chapter II.
The 1984 calculations were based on tie most recent actual benefit
levels, thereby providing a firm estimate of the bill's effects. The
changes between 1984, 1985, and 1985 were used to estimate
changed costs in the out-years. The 1982 talculations were used to
check he estimates of the model used in determining the number
of new families, based on 1982 data.

For 1985 and 1986, current law AFDC benefit levels by state had
to be projected from actual July 1984 levels. Projections were made
by extrapolating recent changes in such benefit levels. Depending
on the state, average changes over either the 1981-1984 period or
the 1983-1984 period were used in the extrapolation. The 1981-
1984 period was used for states whose benefit changes fluctuated
considerably from year to year, the 1983-1984 period was used for
states whose increases were more frequent and predictable, because
CBO's projected CPI increases are more similar to those in the
1983-1984 period than to those in the entire 1981-1984 period.
While states' increases in AFDC benefit li-vtls have not been close-

(449)
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ly related to changes in the CPI, they seem to rise somewhat along
with inflation.

In estimating effects for the years beyond 1986, costs were in-
creased by $0.3 billion a year, based on the estimated increases in
costs from 1984 to 1985 and from 1985 to 1986. CBO's projections of
increases in the poverty guidelines and in state benefit levels in
the out-years are very similar to the 1985 and 1986 projected in-
creases.

The estimates for current AFDC families, which account for 90
percent of the proposal's costs, are quite reliable. About 85 percent
of the estimated 1986 costs had already been reached by 1984 using
actual 1984 state benefit levels and poverty guidelines.

The major uncertainties for 1986 and beyond result from having
to forecast poverty guidelinesand, hence, pricesand state AFDC
benefits. The poverty guidelines were projected to rise 4.8 percent a
year along wi'i. the CPI (based on CBO's economic assumptions of
August 1984). During the last decade, however, the CPI has risen
as little as 3.2 percent and as much as 13.5 percent a year. Average
state AFDC benefit levels have also been volatile, rising from 1 per-
cent to 8 percent a year during the pa.st decade, and increases were
even more volatile for individual states. Another uncertainty is
whether other changes will be enacted in the AFDC or Food Stamp
programs that would significantly alter these estimates.

NEW FAMILIES

Estimating the number of newly eligible and participating fami-
lies, and the resulting AFDC costs, is much more uncertain than
estimating effects for current families. To estimate the number of
new families, eligibility for AFDC has to be determined using re-
ported incomes and demographic characteristics of families com-
pared with program eligibility rules. The surveys used in the esti-
mation often do not include the full range of necessary information
on families. Moreover, the number of newly eligible families who
would choose to participate in AFDC is unknown.

Because of these uncertainties, estimates were developed using
two alternative data bases. the Transfer Income Model (TRIM2),
based on the Bureau of the Census Current Population Survey
(CPS) for income year 1982, and the Department of Agriculture s
August 1982 survey of the characteristics of households receiving
food stamps.' Estimates were then adjusted to 1986 levels as dis-
cussed below.

Newly eligible families are those who were ineligible for AFDC
before mandating a minimum benefit level. TRIM2 identifies about
235,000 such families, and the food stamp survey, about 115,000.
This is a big discrepancy, but there are reasons why the TRIM2 es-
timate is higher. TRIM2 identifies all newly eligible families, but
many of these families would never participate in AFDC. their ben-
efits would be too low to make it worthwhile, they would not accept
welfare under any circumstances, or they might never know they
were eligible. These families also are unlikely to be receiving food
stamps, and thus would not show up in the estimates of newly eli

See Appendix K fur a brief dessriptiun these data bases mvdds and their lirriltatienti
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gible families from the food stamp survey. Moreover, income is
under reported on the CPS, leading to overestimates of newly eligi-
ble families on TRIM2, while income under reporting should not be
a problem on the food stamp surrey which is based on program (ad-
ministrative) records.

The number of families and the costs shown in Chapter II are
based on an estimated 135,000 newly eligible families participating
in AFDC, somewhat higher than the estimate from the food stamp
survey This implies a participation rate of 57 percent among eligi-
ble families identified by TRIM2 (135,000/235,000.57), a some-
what lower participation rate than might otherwise have been as-
sumed 2 AFDC benefits for these families were estimated to aver-
age $133 a month in 1986, for a 1986 cost of about $215 million.

The food stamp survey identifies about 200,000 previously eligible
but nonparticipating families who might now participate in
AFDC 3 An alternative estimate was derived by assuming that
about 90 percent of eligible families participate in AFDC; given the
number of families currently receiving AFDCalmost 3.7 million
this left about 400,000 eligible but nonparticipating families, about
60 percent of whom would be affected by the minimum benefit pro-
posal (400,000 x .60 = 240,000). But not all of these families would
now begin to participate Of all the reasons for not participating in
AFDC, the only one altered by the minimum benefit proposal
would be the size of the AFDC benefit. Some families whose bene-
fits were too small to make participation worthwhile might be in-
duced to participate because of the higher benefits. In these esti-
mates, CB0 assumed that about 25 percentor 55,000 families
would begin to participate.' Their average monthly benefits in 1986
would be $355, for a cost of about $235 million a year.

These estimates of new families were based on 1982 data. To
adjust the estimates to 1986 and beyond, CBO assumed that the
number of new families would remain constant. the increases that
would result from rising minimum benefit levels over future years
would be offset by the increases in earnings and other components
of income of the affected families. Their average benefits, however,
would increase over time. If the non-AFDC incomes of these fami-
lies were to increase at the same percentage rates as the poverty
guidelines (which rise with the CPI), then their average benefits
would rise at this same rate. Under CBO's economic assumptions,
their average benefits would rise at a 4.8 percent annual rate.

2 While participation rates in AFDC have been estimated to be about 90 percent among
single parent families, they would be lower for these families whose AFDC benefits would be
sms'l and who would be concentrated in the South where participation rates are estimated to be
lower han in other regions See Richard Michel and Patricia Willis. Participation Rates in the
Aid to eamilies With Dependent Children Program. Parts I, II. and III (Working Papers. Urban
Institute, Washington. D C. August and September 19801,

TRIM2's estimates of this group are to high because estimated AFDC participation rates In
the model for 1982 are too low to use for 1986 and beyond-70 percent compared with a normal
90 percent The 1982 participation rates are reduced by the rtse to estimated eligible families
with the deep recession

Using TRIM2. which has a logit model of participation that takes account of the size of po-
tential AFDC benefits. 29 percent of eligible nonparticipating families were estimated to begin
to participate as a result of the higher AFDC benefits under the minimum benefit proposal
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POVERTY EFFECTS

The effects on poverty of mandating a minimum benefit level
were developed from TRIM2 simulations of a minimum benefit pro-
posal in 1982 and its effect on family incomes. Incomes before and
after the proposal were then compared with 1982 Census poverty
thresholds. The TRIM2 estimates of the percentage of families af-
fected by the proposal that were poor, the percentage of the propos-
al's cost going to reduce the poverty gap, and the number of fami-
lies that moved out of poverty for a given change in the poverty
gap were then applied to CBO's 1986 estimates of the costs and ef-
fects of a mandatory minimum benefit.

An example might clarify these procedures. Simulations for 1982
using TRIM2 found 70.8 percent of the families affected by the
minimum benefit proposal to be poor. Thus, CBO assumed that 70.8
percent of the families affected by the proposal in 1986 would also
be poor. Also, in the TRIM2 simulations, 79 percent of the cost of
the proposal went to closing the poverty gap, and this percentage
was also used by CBO for 1986. Finally, TRIM2 estimated that 0.1
million families were moved out of poverty. To calculate families
moved out of poverty in 1986, CBO took the TRIM2 ratio of the
number of families moved out of poverty to the change in the pov-
erty gap. This ratio was then applied to CBO's estimated cost of the
proposal going to close the poverty gap in 1986, deflated to 1982
dollars. Using the 1986 figure without deflation wo-...lci imply that
more families would move out of poverty in 1986 than in 1982
simply because of a rise in prices.

Another adjustment was made to make the 1986 estimated pover-
ty effects of the proposal consistent with official measures of pover-
ty status. Poverty measures are based on annual income including
AFDC received at any time during the year, while CBO's estimates
of the number of families affected by the minimum benefit are av-
erage monthly figures. To correct for thisand also for the fact
that two for more) AFDC families may be one family for purposes
of poverty measurementestimates were developed from TRIM2 of
the ratio of affected families on AFDC at any time during the year
to the average monthly number of AFDC families affected by the
proposal. This ratio was used to inflate the average monthly CBO
estimates for 1986 to estimates of families affected at any time
during the year for calculation of poverty effects.

These same procedures were used to estimate the poverty effects
of the other AFDC proposals.

The major uncertainty concerning the poverty estimates results
from the assumption that the poverty effects of the minimum bene-
fit proposal in 1982 are transferable to the proposal's 1986 poverty
effects. Poverty rates may in fact be quite different in 1986 than
they were in 1982. CBO's method of calculating poverty effects as-
sumed that the distribution of families around the poverty thresh-
old would be the same in 1986 as in 1982. Both demographic and
economic changes, however, can alter this distribution. If a smaller
percentage of families was below the poverty threshold in 1986
than in 1982, the poverty effects of the proposal would probably be
overestimated. Fewer families would move out of poverty when a
proposal was enacted, the poverty gap would be smaller, and a
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smaller percentage of the cost of the proposal would go to reducing
the poverty gap. On the other hand, the poverty effects would prob-
ably be underestimated if the population in 1986 were distributed
such that relatively more families were below the poverty thresh-
old than in 1982.

In summary, the estimates of effects of the AFDC minimum ben-
efit proposal are probably quite reliable overall, at least in the near
term. While great uncertainty exists over the number of new fami-
lies that would begin to participate in AFDC, their effects on the
proposal's costs are not large.

EXTENDING BENEFITS TO TWO-PARENT FAMILIES

Extending benefits to two-parent families affects only new fami-
lies, benefits of current families remain unchanged. Thus, the esti-
mates for this proposal were developed entirely from TRIM2 simu-
lations.

The TRIM2 simulation found that extending benefits to two-
parent families would make 740,000 families newly eligible for
AFDC in 1984. Because most of the two-parent families have an
adult(s) who is working or unemployed, the estimated effects
should be sensitive to the level of unemployment. The current un-
employment rate is about 7 percent, while that used in the TRIM2
simulation was 7.8 percent. The 740,000 figure for families eligible
in 1984 was adjusted downward to 665,000 to allow for the reduced
unemployment rate. This adjustment was estimated to be equal to
the percentage decline in the unemployment rate from 7.8 percent
to 7 0 percent based on a comparison of TRIM2 simulations for
1982 and 1984. Between 1982 and 1984, the simulated eligible popu-
lation declined by 22 percent, compared with a 20 percent decline
in the unemployment rate from 9.7 percent to 7.8 percent (an elas-
ticity of 1.1).

Of the 665,000 eligible families, 400,000 families (or 60 percent)
were assumed to participate in AFDC if benefits were given for 12
months. With only 6 months of benefits, as CB0 assumed, about
450,000 families on average for 6 months were estimated to partici-
pate. This is somewhat below the participation rate in the current
AFDC unemployed parent (UP) program, which is estimated to be
65 percent to 70 percent.

Average monthly benefits per family were based on the TRIM2
simulation. They were projected to 1986 and beyond by using an es-
timated annual increase of 3.5 percent, based on the growth in
AFDC benefits to UP families in the recent past (but not based on
a mandatory minimum benefit).

These estimates are uncertain, for many of the same reasons dis-
cussed in the previous section for the estimates of the effects of the
minimum benefit proposal. They might be too high, for three rea-
sons. First, the underreporting of incomes on the CPS makes too
many families appear to be eligible. Second, CB0 used a participa-
tion rate of 60 percent, based on participation rates in the AFDC-
UP program. But because most of the newly eligible families would
have earnings or other sources of income, their participation rates
might be lower than those among families with an unemployed
parent. Third, the asset limitation on cars in AFDC cannot be sim-
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ulated in TRIM2, and manyprobably mosttwo-parent, low-
income families have cars, thus many of the families estimated to
be eligible for AFDC might in fact be ineligible.°

The estimates for mandating the AFDC-UP program in all states
were developed in the same manner as those for extending benefits
to all two-parent families. The TRIM2 simulation found 130,000
families to be newly eligible for AFDC-UP in 1984. Based on a com-
parison of the TRIM2 simulations for 1982 and 1984, the number of
eligible UP families was found to be even more sensitive to changes
in the unemployment rate than the number of all two-parent fami-
lies (an elasticity of 1.5 versus 1.1). The number of eligible families
was adjusted down to 110,000 to allow for a lower unemployment
rate, and a participation rate of 65 percent was assumed.

Many uncertainties are associated with the number of families
newly eligible for UP. For the same reasons noted aboveincome
underreporting, ownership of cars, and uncertain participation
ratesthe CBO estimates might be too high. CBO has used an esti-
mated average participation rate for the existing UP program, but
participation in the South and West, where most of the newly eligi-
ble families would reside, is probably lower than in other regions.°
Moreover, other methods for estimating numbers of new UP fami-
lies showed a wide range. For example, if the proportion of new UP
families to all UP families in the United States is assumed to be
the same as the proportion of single-parent families on AFDC in
new UP states to all single-parent families on AFDC, then there
would be an estimated 150,000 new UP families. Using the same
assumption on proportions, but limiting the comparison only to
states in the South and West (excluding California), yielded an esti-
mated 45,000 families.

All these estimatesas any estimates of newly eligible and par-
ticipating familiesare subject to considerable uncertainty. More-
over, for the reasons discussed, they might be too high. In addition
to the uncertainties of estimating the number of new participating
families, CBO has had to assume certain behavior on the part of
states. Should the states behave differently for example, by giving
benefits for more than six months of each yearthe true effects
could differ significantly from the estimates presented in this
paper.

INCREASING DEDUCTIONS FROM INCOME

The impact of increasing deductions from income in AFDC was
estimated by simulations based primarily on the 1979 AFDC Recip-
ient Characteristics Study, a survey of AFDC case records.' Be-
cause the 1979 study was conducted before passage of the Omnibus
Budget Reconciliation Act of 1981, and so includes families current-
ly ineligible for AFDC, it can be used to estimate the number ..)f

For more discuszilun of the asset test imitation in AFDC. sec Chapter V on Liberalizing
Asset Restrictions.

Moreover. estimated participation rates in the LT program vary sharply among states, from
less than 1 percent to more than 10 percent. See MI..hel and Willis. 'Participation Rates," pp.
3-1

See Appendix K fur a brief description of the 1979 AFDC Recipient Characteristics Study
Where relevant, estimates from a ,984. AFDC sample of beneficiaries, based on the AFDC (Nal
it control survey, and from TRIM2, were compared with the estimates from the 1979 study
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newly eligible families as well as the effects on current AFDC fami-
lies for most of these proposed changes.

The estimates of the number of affected familiesboth current
and newand the change in their AFDC benefits were based on
these simulations, adjusting for changes in the number of AFDC
families and average AFDC benefits over the 1986-1990 period
using CBO's baseline projections. Apart from the rising AFDC aver-
age benefits, the effects of most of the provisions would be essen
tially stable over time. For the work related expense deduction
equal to 20 percent of gross earnings, however, the increase in
gains and decrease in loses over time discussed in Chapter IV
were estimated based on the annual percentage increase in average
hourly earnings in CBO's economic assumptions of August 1984
(ranging from 5.8 percent to 6.2 percent a year during 1986-1989).
The change in a family's gain or loss each year would be equal to
approximately 0.2 times the rise in the family's earnings.

Because all of the families in the 1979 data base had been par-
ticipating in AFDC prior to passage of the 1981 act, CB0 assumed
that all of the families found to be newly eligible as a result of the
increases in deductions would also participate.

Three of the provisions were estimated with alternative data. a
portion of the $50 and one-quarter deductions, the Earned Income
Tax Credit deduction, and the $50 of unemployment compensation
deduction. The effects of providing the $50 and one-quarter deduc-
tions in determining eligibility (but not in determining benefits)
were estimated in TRIM2. The TRIM2 simulation found that about
75,000 families would become newly eligible for AFDC with this
change, most in states with high need standards.' The CB0 as-
sumed a participation rate of 7,5 percent because AFDC benefits to
which these families would be entitled would be relatively low,
leaving 55,000 newly participating families. Also based on TRIM2,
the average monthly AFDC benefits of these families would be $87
in 1986. Because this provision was estimated separately, interac-
tions with the other provisions could be estimated only roughly.

Estimates of the effects of disregarding the Earned Income Tax
Credit were based on a 1982 sample of AFDC beneficiaries taken
from the AFDC quality control survey. About 30 percent of AFDC
earners were receiving a total of $1.9 million a month ($23 million
a year) from the EITC. Changes in the Deficit Reduction Act
should lower these receipts slightly, and CBO's estimates used an
AFDC cost of $20 million a year ($15 million after related savings
in the Food Stamp program) for disregarding the EITC.

Estimates of the $50 deduction of unemployment compensation
were also based on the 1982 sample of AFDC beneficiaries. Ap-
proximately 30,000 AFDC families were receiving unemployment
compensation in 1982 and were assumed to be receiving it in 1986-
1990. Although declining unemployment would lower these num-
bers, the growth in the number of AFDC beneficiaries would raise
them. Another 10,000 families were estimated to be newly eligible

"Where need standards are relalatt low. a faaul tsurltang full time tAnnot quahfy for
AFDC even with tht :150 and um -1.041i, c dedudouns But whin need standards are relatively
high. the ;S:)(1 and une-quarter dtdut.ttuns van make a ,ignifitant differtntv in eligibility
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as a result of the $30 deduction, based on estimates from the 1982
food stamp survey adjusted for lower unemployment rates.

LIBERALIZING ASSET RESTRICTIONS

To estimate the effect on AFDC costs and caseloads of changing
the asset restrictions, it is necessary to determine how many fami-
lies are income eligible for the program but asset ineligible. Then,
knowing asset levels of these families, estimates can be made of the
number of families who would become eligible for AFDC with vari-
ous changes in the asset restrictions.

Estimates of the effects of changed asset tests are very uncertain,
however. No reliable data currently exist on the asset holdings of
families with incomes low enough to qualify for AFDC.° Two alter-
native data sets and simulations are used in CBO's estimates:
TRIM2 and the Income Survey Development Program (ISDP) 1979
Research Panel.' These are the best data currently available, but
they have serious deficiencies for estimating effects of changing
asset tests.

TRIM2, which is based on the Current Population Survey, does
not incorporate direct information on asset levels of families.
Rather, estimates of asset levels are based on reported interest and
dividend income and an assumed interest rate of 6 percent. For ex-
ample, if reported annual interest income of a family was $250, and
the interest rate that generated that income was 6 percent, then
the asset level of that family was $4,167 ($4,167 x .06=$250). This
approach underestimates asset levels because many assets do not
generate income foi example, many checking accounts, cars, life
insurance, and even some financial assets. Moreover, total interest
and dividend income on the CPS is underreported by more than 50
percent, and whether or not the extent of underreporting differs
for families at various income levels is not known. On the other
hand, the TRIM2 approach may overestimate asset levels because
interest rates have typically been above 6 percent in recent years.
For example, if the interest rate was 8 percent, $250 of interest
income would imply an asset level of only $3,125 ($3,125 x
.08$250), more than a thousand dollars less than if an interest
rate of (3 percent was used.

Estimates from the ISDP are also problematic. While the ISDP
provides reported asset levels by family, financial i..ssets again are
typically underreported by about 50 percent." Moreover, the
sample sizes are quite small. While approximately 281 families
were simulated to be income eligible for AFDC, only 13 were clear-
ly asset ineligible and only 4 became eligible for AFDC as a result
of the H.R. 4920 asset test changes.

The ranges of estimates shown here attempted to adjust for some
of these deficiencies, in particular that of underreporting. The
upper ends of the ranges were developed by doubling the TRIM2 or
ISDP estimates, under the assumption that the 50 percent underre-

The Survey of income and Program Participation, Currently funded by the Bureau of the
census. will soon provide a better source of data, although it will also hate problems for esti
mating effects of asset restrictions

," See Appendix K fora beef description of the Income Survey Development Program
' See the discussion of the !SDP in Appendix K

476



457

porting of financial assets and interest income was nearly uniform
across the income distribution. The low ends of the ranges typically
used the estimates unadjusted for underreporting.

In developing the ISDP estimates, reported amounts of assets
were used, with two exceptionscars and life insurance. For cars,
ISDP provided market and equity values for 1979.'2 The 1979
values were inflated by the CPI for used cars to current levels. For
life insurance, the ISDP dues not provide the cash value of insur-
ance policieswhich families are unlikely to know but only the
face value and whether the policy has a cash value. Cash values
are only a fraction of face values. Based on information from sever-
al life insurance companies, cash values appear to be only about 10
percent of face values after 10 years and 30 percent to 50 percent
after 20 years. Theze is no way of knowing how long the ISDP fam-
ilies have owned the life insurance. For this reason, as well as be-
cause the face value amounts were quite low and because a
number of families reporting receipt of AFDC held similar amounts
of life insurance, life insurance holdings were not considered in
these estimates. Many low-income families have life insurance,
however, and this could lead to an underestimate of costs.

Under these assumptions, estimates were developed using TRIM2
and the ISDP of families becoming newly eligible as the asset re-
strictions were liberalized or removed. The ISDP estimates were
well below those from TRIM2, except for the alternative of abolish-
ing the asset restrictions, in which case the estimates were almost
identical." This discrepancy might result from the small ISDP
sample size.

Estimates of the number of newly eligible families were adjusted
downward to allow for less than full participation. A pa +icipation
rate of 70 percent was assumed. This participation rate is less than
the average 90 percent in AFDC for two reasons. First, two-parent
families are a larger proportion of families affected by the asset re-
strictions than they are of families. receiving AFDC, and the par-
ticipation rate of two parent families is less than the rate of single-
parent families (65 percent to 70 percent, compared with 90 percent
to 95 percent, respectively ). Second, families with assets are better
off than families with no assets and sometimes have higher in-
comes, reducing their participation in AFDC, in TRIM2, which in-
corporates a model for estimating participation rates, families
newly eligible because of the changed asset tests were estimated to
have participation rates about 20 percent lower than those current-
ly eligible for AFDC.

Estimates of the number of newly participating families were
held constant over the 1986-1990 period. Their average AFDC ben-
efit levels were those estimated in TRIM2 for 1982, adjusted
upward to 1986 and beyond by actual and projected increases in av-
erage AFDC benefits per family.

Compared with the estimates of other proposed changes in
AFDC, such as mandating a minimum benefit, these estimates are

1' Famil es. reported the .year, make, arid model of each gar, acid rmputed market i,aluek were
made available on the ISDP

" These comparison, were Milk afar adding to TRIM tlic estimated ffel,t,,. of the asset test
on cars based on the ISDP
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very uncertain. The large range provided here should, however, en-
compass the true costs of liberalizing the AFDC asset restrictions.

REDUCING STATES' FINANCING SHARES FOR INCREASES IN AFDC
BENEFITS

To estimate the costs of reducing states' financing shares for in-
creases in AFDC benefits, one must first estimate the size of those
benefit increases. The CB0 estimates that, under current law, aver-
age benefits to families with no income (maximum payment levels)
would rise by 3.5 percent a year through 1990, based on actual in-
creases in recent years. From a weighted average July 1984 benefit
level for a three person family of $356, benefits would rise to $438
in July 1990.

With these estimated benefit increases, a new weighted average
federal financing share can then be calculated, as explained in
Chapter VI. Federal payments under the new financing share and
under the current 54 percent share can then be compared, and the
federal cost of the new financing share can then be calculated.

The cost in any fiscal year would depend on the time of year in
which the state would increase its benefits. the earlier the increase,
the higher the cost to the federal government. In practice, different
states increase benefits at different times of the year, although in-
creases are clustered in the months of January and July. For pur-
poses of this estimate, it was assumed that 40 percent of the benefit
increases in a year would be made in January and 60 percent
would be made in July, based on the actual pattern during 1984.

The estimates of CB0 were based on benefits for a three-person
family The larger the family size, the larger the benefit leveland
the larger the absolute increase in benefits would be for a given
percentage increase. Thus, costs of this provision would be sensitive
to family size using only a three-person family's benefit, costs
could be biased emewhat. About 28 percent of AFDC families con-
sist of three persons, 48 percent hae fewer than three persons, and
25 percent have more than three. Although there are fewer large
families, their benefit increases could be quite large, making the di-
rection of the bias uncertain.

The foregoing procedure provided estimates for Scenario I in
which states would not give any additional benefit increases. In es-
timating Scenario II, it was assumed that the savings to states
from their reduced financing share under Scenario I would all be
used to increase AFDC benefits. Knowing the states' share of this
increase, and the states' average matching rate, the total (federal
plus states') increase in benefits could be calculated. In 1986, for ex-
ample, states' savings from their reduced financing share were esti-
mated to be $0.1 billion, if this amount were used to increase bene-
fits, then total benefits would rise by $0.3 billion (.1/.322, the
states' financing share).

Although there are some uncertainties in these calculations of
costsprimarily how fast AFDC benefits grow under current law
they are minor compared with the uncertainty of states' reactions
to the incentive provided by H.R. 4920.
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ENACTING THE PACKAGE OF PROPOSALS

Estimates of the number of new families for the combinations of
proposals were based on TRIM2 simulations for 1984. Families
were classified into two-parent or single-parent families, and some-
what different procedures were followed for each. The TRIM2 esti-
mates of newly eligible two-parent families were adjusted in the
same manner as discussed in Chapter III, the number of families
eligible was reduced for an anticipated decline in unemployment
rates from 1984 to 1986 and beyond, and a participation rate of 60
percent was applied. For single-parent families, TRIM2's estimate
of the percentage change in new families resulting from interac-
tions among the proposals was applied to the CBO estimate prior to
interactions.

Average AFDC benefits for both the two-parent and single-parent
families were based on TRIM2's estimates. These 1984 estimates
were increased to 1986 and beyond by 4 percent a year, a rough
average of the estimated increases for each of the proposals alone.

These estimates are subject to the many assumptions and uncer-
tainties discussed in previous chapters. In particular, many uncer-
tainties surround the estimates of families who would be newly eli-
gible and would participate in AFDC. Costs in AFDC alone associ-
ated with these new families are estimated to be $3.4 billion in
1986, accounting for around 50 percent of total costs. Estimates for
two-parent families are particularly uncertain, since all such fami-
lies would be eligible for what would amount to an entirely new
program. The CBO estimate of 0.9 million two-parent families par-
ticipating in AFDC as a result of the change compares with an esti-
mated 0.7 million to 0.9 million non-AFDC, two-parent families
now participating in the Food Stamp program. In this light, the es-
timates appear reasonable, although they can never be certain.
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APPENDIX A. ADDITIONAL DETAILS ABOUT BASIC WEL-
FARE PROGRAMS: AFDC, FOOD STAMPS, MEDICAID, SUB-
SIDIZED :r:OUSING*

I. AID TO FAMILIES WITH DEPENDENT CHILDREN (AFDC)

GENERAL HISTORY

The Social Security Act of 1935 marked the Federal Govern-
ment's entry into a broad range of social insurance and public wel-
fare programs. The original set of programs included Old-Age As-
sistance, Aid to the Blind, Aid to Dependent Children (ADC), Un-
employment Compensation, and Old-Age Insurance (i.e., Social Se-
curity). Unlike other provisions of the Act, the ADC program was
regarded as minor. The purpose of the ADC program was to enable
State to aid children' (under 16 years old) who had been deprived
of the care and support of a parent because of his death, continued
absence from the home, or physical or mental incapacity. The un-
derlying perception was that the number of families headed by
women, the majority of whom were widows, would remain small
and that these mothers should remain at home caring for their
children on a full-time basis rather than going to work. The pay-
ment of cash to the family was a direct solution to the loss of an
earner in the family.

By 1961, two-thirds of AFDC children were found to be needy not
because of the death of their father but because the father had left
or had never been a part of the family unit. The welfare problem
was perceived as larger and mcre complex than loss of a breadwin-
ner and harder to solve. Congress decided that welfare checks must
be supplemented by counseling and other social services. In its
report on the Public Welfare Amendments of 1962, the House Com-
mittee on Ways and Means said the bill's approach emphasized
"services to help families become self-supporting rather than de-
pendent upon welfare checks." 2 Similarly, the Senate Finance
Committee said its bill was designed "to encourage and assist the
States to provide more rehabilitation services in order to get indi-
viduals off the welfare rolls . . . 3 To stress the enlarged focus of
the ADC program its name was changed to Aid to Families With
Dependent Children (AFDC).

Carmen Solomon wroth the section on AFDC, Joe Richardson, Food Stamps and Subsidized
Housing; and Jennifer O'Sullivan, Medicaid.

' It was not until 1950 that the ADC program was broadened to includc the mother one
need' caretaker relative with whom the child was livings.

S. Cong House Committee on Ways and Means. Pubis. Welfare Amendments of 1962,
report to accompany H.R. 10616. March 10, 1962. Washington. U.S. Govt. Print. OIL 1962. 87th
Congress, 2d Session. Report No. 1414, p. 3

US Congress Senate. Committee on Finance Publa. Welfare Amendments of 1962, report
to accompany H.R. 10616 June 14, 1962. Washington. U S. Govt Print. Off , 1962. 87th Congress,
2d Session. Report No. 15s9. p, 1
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However, the AFDC rolls continued to grow. By 1967 the share of
U.S. children under 18 who were enrolled in AFDC had reached 5.5
percent (from 3.7 percent in 1961) and the incidence of absent fa-
thers of AFDC children climbed to three out of four. Congress
turned to work requirements and work rewards' in hopes of reduc-
ing AFDC rolls and promoting self-sufficiency of welfare families.

Nevertheless, the share of AFDC families totally dependent on
AFDC (with no earnings or other reported income) r e from 55
perceat in 1967 to 86 percent in 1983 and the share of families eli-
gible for AFDC because the child's father was absent from the
home reached 88 percent (see table 2). Further, the share of U.S.
children under 18 who were enrolled in AFDC was 16.5 percent in
1979.

In 1981 Congress stiffened work requirements, empowered States
to require recipients to work for their AFDC checks, and imposed a
4-month time limit on the work incentive bonus. The latter provi-
sion effectively stopped the practice of permitting long-term supple-
mentation of earnings by AFDC. Details of work requirements and
rewards are discussed in Appendix D.

The 1981 law also lowered the countable resource limit to $1,000
per family (from $2,000 per family member) but prohibited the
States from counting the home, which States previously could take
into account. In addition, the 1981 Act disqualified from AFDC: stu-
dents upon their 18th birthday (19th, at State option), strikers,
unborn children (before third trimester of mother's pregnancy). It
required States to count a portion of stepparent income, prohibited
AFDC payments smaller than $10 monthly, and permitted States
to establish work relief pro,Jams for AFDC recipients and author-
ized two other work programs.

The Tax Equity and Fiscal Responsibility Act of 1982, continuing
in the same vein, sought to limit AFDC to only those who were
"truly needy". The 1982 Act permitted States to prorate the shelter
and utilities portion of benefits for shared households; eliminated
parental absence for uniformed service as grounds for AFDC eligi-
bility, permitted States to require job search of AFDC applicants;
required States to prorate initial benefits to date of application and
to round benefits down to the nearest dollar.

In 1984, however, Congress changed direction. In the Deficit Re-
duction Act it somewhat liberalized the AFDC program for earners.
Further, the new law required States to provide Medicaid coverage
for first-time pregnant women if they met their State's AFDC
income and resource requirements, including those in two-parent
families where the principal earner is unemployed (even if the
State does not have an AFDC-Unemployed Parent program). Under
the new law, States must give Medicaid to all needy children (born
after October 1983) until their fifth birthday, and States retain the
option of providing Medicaid coverage to all needy children until
their 21st birthday.

The 1984 Act also required States to "pass through" to the
family the first $50 a month in child support that it collects on

4 In 1967. Congress also amirJsecl a freeze. :atm suspended and eventually repealed. on the pro-
portion of illegitimate AFDC ,hildren in etul State whose benefits could receive Federal match
mg funds.
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behalf of AFDC children, but forbids the State to count these pay-
ments when calculating family income on which .benefits are based.

In addition, Congress enacted the Child Support Enforcement
Amendments of 1984. These amendments seek to strengthen child
support enforcement, primarily by requiring States to adopt cer-
tain child support collection procedures for overdue .payments, in-
cluding mandatory income withholding, and by revising the incen-
tive payment program to account for collections made on behalf of
non-AFDC families.

Eligibility
In order to qualify for AFDC benefits, a child (and his or her

caretaker relative) must meet income and resource requirements in
addition to being deprived of support or care of one parent because
the parent is dead, incapacitated, or continuously absent from
home (and in some States unemployed). Most AFDC recipients also
are eligible, on income and assets grounds, for food stamps (before
1979 all were); and all automatically are eligible for Medicaid.

Age of child. As enacted in 1935, the AFDC provisions defined
"child" as a person under age 16. In 1939, States were given the
option of extending AFDC eligibility to needy children aged 16 and
17 if they were attending school regularly. In 1956, States were
able to receive Federal funding even if the State AFDC program
included 16 or 17 year old needy children not attending school. In
1964, States were permitted to receive AFDC Federal matching for
needy children aged 18 through 20 who attended high school or
were enrolled in a vocational or technical training course. By 1965,
States could receive Federal matching for all needy AFDC children
under age 21 if they were attending high school, college or a uni-
versity or were taking a vocational or technical training course.

In 1980, the law allowed States to choose from three options for
establishing a maximum age for AFDC child eligibility. States
could limit eligibility to a child who was (1) under age 18, (2) under
21 and a student regularly attending a secondary school, college or
university, or regularly attending a vocational or technical training
course, or (3) under age 21 and a student regularly attending high
school or a vocational or technical training course, but not college.
Option 3 was added by Public Law 96-611.

In 1981, the Omnibus Budget Reconciliation Act (OBRA) limited
the definition of an AFDC child to a needy person under the age of
18 or, at State option, under the age of 19 if the child was a full-
time student expected to complete high school or equivalent techni-
cal training before reaching age 19. Under the 1981 statute, needy
children aged 18 and older who are college students do not qualify
for AFDC benefits. Further, the AFDC work .requirements were
modified to exempt only those parents who are providing care for a
young child with only brief and infrequent absences from the child.
In its report on OBRA,5 the Senate Finance Committee said that
"the work requirements should be applied in such a way that per-
sons who are able to work are in fact required to do so." The report
said "AFDC is basically intended to assist persons who cannot

S Congress Senate Committee un Finance. Omnibus Reconciliation Act of 1981, report to
accompany S, 1377. June 17. 1981. Report No. 97-139. p. 515
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work. Persons who choose to attend college do not meet that basic
criterion." The report further stated that "It is difficult to justify
asking taxpayers who may be unable to afford college for them-
selves or their children to support a public assistance program that
enables others to do so." Hence, under the 1981 legislation children
age 18 and older who are attending college no longer qualify for
AFDC payments and parents are subject to the work requirements
ant, thus, is theory would not be able to attend college on a regu-
lar basis.

Unemployed parent program. The original Social Security Act
permitted States to give AFDC only to needy children in one-
parent homes, unless the second parent was incapacitated. Then, as
now, most AFDC children lived in fatherless homes. For the first
25 years of the program. if a parent lost his job and his family
became needy, State AFOC programs were forbidden to help the
family so long as he lived at home. In 1961, in an antirecession
measure, Congress enacted temporary legislation allowing States at
their option to provide assistance to families in which a parent was
unemployed. The law was changed so that jobless parents at home
would not disqualify their families for welfare. States, however,
were forbidden to aid the family of an unemployed parent if the
parent, without good cause, refused to accept work. In 1967, this
legislation was made permanent, but eligibility was limited to fam-
ilies in which only the father was unemployed.6

At first the States defined "unemployment," and some included
fathers who worked as much as 35 hours a week, but since 1971
Federal regulations have specified that an AFDC parent can work
no more than 99 hours a month to be classified as unemployed.

Congress in 1981 (P.L. 97-35) specified that the qualifying unem-
ployed parent must be the family s principal earner. Almost half of
the 54 jurisdictions with AFDC programs never have used the op-
tions to give AFDC benefits to the unemployed and partly em-
ployed. Currently 25 jurisdictions have the Unemployed Parent
program. Expansion of AFDC eligibility to unemployed parents has
been resisted, because of opposition to welfare for the able-bodied,
and at least in some of the remaining States, because of added
Medicaid costs. As mentioned before, a family that is eligible for
AFDC automatically is eligible for Medicaid.

Provision for pregnant women with no other children. By stat-
ute, AFDC is paid on behalf of a needy dependent child who is
living with a specified relative. In the case of Burns v. Alcala, the
Supreme Court rules that the term "dependent child" does not in-
clude unborn children, and hence a State receiving Federal match-
ing for AFDC is not required to offer welfare benefits to pregnant
women for their unborn children. This left in effect a longstanding
regulation that a State may provide payments on behalf of an
unborn child when pregnancy has been medically verified. The So-
licitor General argued on behalf of the Department that the regula-
tion authorizing Federal participation in AFDC payments to preg-

*In 1967, the Unemployed Parent program was .enamel the Unemployed Father program
and, Federal mattlung was available only for families need because of the unemployment of
the father. In 19;9, the Supreme Court ruled a Ca urn..4 v. Wes,utt that it Ls unconstitutional
to make AFDC benefit* available to families with an unempluyed father but nut a family with
an unemployed mother.
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nant women was based on the agency's general authority to make
rules for efficient administration of the Act rather than on the def-
inition ofihe term "dependent child." 7

Presently, assistance to pregnant woman is an option available
to States, and it may be provided by either or both of two methods.
A pregnant women who has no other children but who would be
eligible for AFDC if the child were born and living with her may
be granted the amount of assistance designated for one adult in the
State need standard. A pregnant woman with a child or children
already on AFDC as well as one with no other children may be
granted a special needs allowance. Neither of these provisions may
begin earlier than the sixth month of a medically verified pregnan-
cy. As of October 1983, 31 States permitted pregnant women with
no other children to receive AFDC payments in the sixth month or
later of a medically verified pregnancy. The Deficit Reduction Act
of 1984 requires States to provide Medicaid coverage for first-time
pregnant women whose income and resources are within their
State's AFDC limits. But whether these women receive AFDC cash
payment;. is a State decision (Federal funding for such benefits,
however, is available only after the sixth month of pregnancy).
Work requirements

When the Social Security Act was passed in 1935, work and
training were considered inappropriate for those who qualified for
public assistance. It was generally agreed that needy persons who
were aged, blind or dependent children (and their caretaker rela-
tives) were unemployable. The 1961 AFDC Characteristics survey,
however, showed that during November-December 1961, 4.6 percent
of AFDC mothers worked full time and 8.3 percent of such mothers
had part-time jobs.

Beginning in the early 1960s, through various legislation, Con-
gress affirmatively stated that work and training programs were
desirable for welfare recipients, particularly the adult recipients of
AFDC, In 1961, Congress authorized aid, optional with the States,
for a child needy because of a parents' unemployment. In 1962, the
Community Work and Training Program (CWTP) was enacted.
CWTP allowed States to require AFDC recipients aged 18 and older
to "work off" their AFDC benefit. CWTP established standards for
health and safety, minimum wage, workmen's compensation, work
expenses, child care and the type of work and training.

The Social Security Amendments of 1967 established the Work
Incentive (WIN) program to provide job training, employment
placement and, to improve the occupational skills of AFDC recipi-
ents 16 years of age or older to help them become self-supporting.

The Social Security Act, as amended by Public Law 97-35 and
Public Law 97-248, permits States to offer a number of employ-
ment programs. States may operate job search, community work
experience programs, work supplementation, and WIN demonstra-
tion programs. All States must have a WIN program or a WIN

infor-
mation

program. (See Appendix D for more detailed nfor-
mation on the work requirements and programs.)

' Supreme Court of the United States. Burns, Commksbtonet, Departm lit of Social Services of
Iowa, et al., v. Alcala et aL, 95 S. Ct. 1180 (1975).
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Foster care
In 1961 Federal matching funds were offered for fester care of

AFDC children removed from their homes after a judicial determi-
nation that such action was in the best interest of the child, and in
1967 States were required to establish foster care programs. In
1980 Congress amended the law to require each State to establish
by October 1, 1982, an Adoption Assistance program (title IV-E of
the Social Security Act) for AFDC or Supplemental Security
Income (SSI) children with "special needs." The 1980 legislation
also established new foster care rules, imposed a potential ceiling
on foster care funds, and moved that program to title IV-E. (See
section on foster care in Appendix B for additional information.)

Child support enforcement
In the years before the 1975 child support program was enacted,

a number of measures were passed to strengthen the law on behalf
of children deprived of their parents' support because of desertion
and illegitimacy.

Congress passed the first child support legislation in 1950. It re-
quired State welfare agencies to notify appropriate law enforce-
ment officials when AFDC benefits were given to a child who had
been deserted or abandoned.

In 1967, Congress instituted what it thought would be an effec-
tive program of enforcement of child support and determination of
paternity. The 1967 amendments to the Social Security Act re-
quired the State welfare agencies to establish a single, identifiable
unit with the responsibility of undertaking to establish the paterni-
ty of each child receiving welfare who was born outside of marriage
and to secure support for that child.

Although it was hoped that the States would use the 1967 man-
date to improve their programs on behalf of deserted children,
most States failed to do so. In 1975 Congress enacted the child sup-
port enforcement program (title IV-D of the Social Security Act),
which represented a major new Federal commitment to deal with
the problem of nonsupport of children. The law stated the purposes
of the new program to be. "enforcing the support obligations owed
by absent parents to their children and the spouse (or former
spouse) with whom the children are living, locating absent parents,
establishing paternity, and obtaining child and spousal support."
Title IV-D also required that an AFDC applicant or recipient, as a
condition of AFDC eligibility, assign her child support rights to the
State and cooperate with the State in establishing paternity of a
child born outside of marriage and in obtaining support payments.

In 1984, Congress enacted amendments designed to strengthen
the 9-year-old child support enforcement program. The new amend-
ments reflect an effort to refocus the program to serve all children
in need of child support enforcement services, regardless of their
circumstances. In addition, the amendments require States to use
stringent enforcement tools, including mandatory wage withhold-
ing, in cases involving arrearages. (See Appendix B for a discussion
of child support payments and their affect on reducing poverty
among children and families.)
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FEDERAL AND STATE ROLES

Under the AFDC program Federal funds are available to all
States, the District of Columbia, Guam, Puerto Rico, and the
Virgin Islands for the purpose of strengthening family life by pro-
viding financial assistance and care to needy dependent children in
their own homes or in the homes of responsible caretaker relatives.
Under matching formulas in the Social Security Act, about 54 per-
cent of each AFDC benefit dollar is paid by the U.S. Treasury and
46 percent by the States. The Federal share varies among States
and is inversely related to State per capita income, squared.8 The
Federal Government pays at least 50 percent of each State's AFDC
benefit payments and more than 70 percent in eight States; and 50
percent of their adminstrative costs. States decide whether their lo-
calities must help pay for the State's AFDC program. As of October
1, 1983, 10 States required their localities to pay some portion of
benefit costs, and 16 States required them to help pay administra-
tive costs. The Federal Government imposes no ceiling or floor on
State AFDC benefit levels. And, because AFDC is an open-ended
entitlement program, the Federal Government is obliged to pay its
stated percentage of each State's AFDC benefit payments.

Open-ended Federal grants, with matching rates between 50 and
77 63 percent, give the Federal Government a significant stake in
the AFDC program. However, since the States set their own eligi-
bility standards within outer Federal bounds, establish benefit
levels, and choose whether to participate or not, the Federal Gov-
ernment has little immediate or direct control over total spending,
benefit levels, or distribution of grant funds across States. AFDC
maximum benefit levels for a family of three with no countable
income, for example, vary from $96 per month in Mississippi to
$719 per month in Alaska (January 1985 data), a range that far ex-
ceeds the difference in the cost of living in the two States.

Diverse views abut how to define the "deserving" poor are illus-
trated by the variations in eligibility and payment provisions
across States. States vary in their treatment of unborn infants and
children between 18 and 19, their willingness to provide assistance
to families with an unemployed parent, their work requirements
and resource limits. Although some of this variation may reflect
differences in the ability of States to finance welfare programs,
some is thought to represent differences in attitudes.

Table 1 illustrates the variations in State coverage of AFDC fam-
ilies. It shows that as of October 1, 1983, 41 jurisdictions provided
coverage to high school students over 18 but under 19. In 13 juris-
dictions the child had to be under age 18. Thirty-one jurisdictions
made payments to pregnant women with no other children, most
beginning with the sixth month of pregnancy. Twenty-five jurisdic-
tions offered AFDC to needy families in which the principal earner
was unemployed (a recipient can work up to 99 hours a month and
still be classified as unemployed). Twenty-one jurisdictions had
workfare programs (usually, only in some counties) in which recipi-

"Fur um,. Anfurmatiun un the AFDC matching formulas, see Analysis of Federal-State Cost-
Sharing AA the Aid to Families With Dependent Children Program, March 1982. (CRS Report
No. 82-62 RPM
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ents were required to work in exchange for their AFDC benefits. In
such programs the recipient does not become a paid employee but
instead, works off the AFDC benefit. Twenty jurisdictions had a
WIN demonstration program instead of a WIN program. Only one
State was participating in the work supplementation program.
Under this program States are allowed broad discretion in estab-
lishing employment programs in which AFDC recipients may, as
an alternative to receiving AFDC payments, volunteer to partici-
pate. In 47 jurisdictions the resource limit (which excludes the
home) was set at the Federal ceiling; $1,000 in equity value per
family. The equity value of non-exempt personal property held by
the family in the other seven States was below $1,000.

TABLE 1.STATE COVERAGE OF AFDC RECIPIENTS

Age 1 Coverage of
pregnancy 2

Unemployed

progParraennit
Work programs 4

Re.

source
limit

Alabama 18 No No CWEP

Alaska 18 7th No None

Arizona 19 No No Demo

Arkansas 18 No No Demo $800

California 19 6th Yes CWEP

Colorado 19 6th Yes CWEP

Connecticut 19 6th Yes None 250

Delaware 18 9th Yes Demo

District of Columbia .......... 19 6th Yes None

Florida 18 6th No Demo

Georgia 18 No No CWEP

Hawaii 19 6th Yes None (5)
Idaho 19 6th No CWEP

Illinois 19 No Yes Demo

Indiana 18 No No None (5)

Iowa 19 No Yes Demo & CWEP

Kansas 19 6th Yes CWEP

Kentucky 19 No No CWEP

Louisiana 19 6th No None

Maine 19 No No Demo (5)

Maryland 19 6th Yes Demo

Massachusetts 19 6th Yes Demo

Michigan 19 6th Yes Demo & CWEP..

Minnesota 19 7th Yes CWEP

Mississippi 18 No No None

Missouri 19 No Yes None

Montana 19 6th No None

Nebraska 19 6th Yes Demo

Nevada 19 6th No None (5)
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TABLE 1.STATE COVERAGE OF AFDC RECIPIENTSContinued

A

Age'

Unemployed
Coverage of

Work programs 42 Parentpregnancy
program 3

Re-

limit

New Hampshire 18 No No None

New Jersey 19 No Yes Demo
New Mexico 19 6th No CWEP

New York 19 6th Yes CWEP

North Carolina 19 No No CWEP (sec. 1115)
North Dakota 19 6th No CWEP

Ohio 19 6th Yes CWEP

Oklahoma 19 No No Demo & CWEP
Oregon 19 9th No Demo
Pennsylvania 19 No Yes Demo CWEP
Rhode Island 19 6th Yes None

South Carolina 19 No No CWEP

South Dakota 19 No No Demo & CWEP
Tennessee 18 7th No None

Texas 19 No No Demo
Utah 19 6th No None

Vermont 18 6th Yes none
Virginia 19 No No Demo & CWEP 600
Washington 19 7th Yes CWEP

West Virginia 18 No Yes Demo & CWEP
Wisconsin 19 7th Yes Demo

Wyoming 19 6th No None

Guam 19 6th Yes None
Puerto Rico 18 No No None
Virgin Islands 19 No No None

EligNlity for AFDC ends on a child's 18th birthday, or at State option upon a child's 19th birthday if the
child is a time student in a secondary or technical school and may be expected to complete the program
before he or six reaches age 19.

2 States at !,,-1; option may provide AFDC to pregnant women. However, Federal matching for pregnant
women pith s..tn children is available only after the 5th month of a medically venfied pregnancy. The
numhers ,r :',s column represent the month of pregnancy m which the State begins AFDC payments to
pregnant women with no other children.

States at their option may offer AFDC to children in two-parent families who are needy because of the
unemployment of one of their parents.

* The Omnibus Budget Reconciliation Act of 1981 (P.L 97 35) established three employment programs
which States can implement. the work inixntive k WIN) demonstration program, the ommunity work experience
program (CWEP), and the work supplementation program.

5 Varies.

CHARACTERISTICS OF AFDC FAMILIES

In 1983, the average AFDC family consisted of three persons, one
adult and two children. AFDC families primarily resided in cities.
AFDC families were about equally divided between white and other
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races (blacks made up 44 percent of the AFDC caseload in 1979).
Close to half of all AFDC families lived in households that included
non-AFDC members. In almost 90 percent of all AFDC families the
father of the children was absent from home; in almost half he was
not married to the mother. The percentage of families in which the
father was not married to the AFDC child's mother climbed from
21 percent in 1961 to 32 percent in 1973 to 47 percent in 1982 and
1983. In 1979 more than one-third of AFDC children were under
age 6 and about fourth-fifths were under age 14. The average age
was just over 8 years. Boys outnumbered girls slightly. Only about
one AFDC family out of 1' had earnings in the survey month. The
average AFDC family had received AFDC for only 2 years. (See
table 2.)
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TABLL 2.-CHARACTERISTICS OF AFDC FAMILIES, 1961-83

Nov/
Dec."`".
1961

Nov./

Dec.
"'"
1961

May
1969

Jan.

1911

Jan.

1913
May

1975

Mar.

1911
Mar.
1919

May

1982

Mar.

1983

Average family size 4.2 4.2 4.1 3.9 3.6 3.3 3.2 3.0 2.9 2.9

Percentage of fathers-
Dead 2 73 5.5 5.5 4.3 4.0 3,7 2.6 2.2

Absent 2 66.7 74.2 75.4 76.2 80.4 83.3 84.8 86.9 87.6 88.4

Not married to mother 2 21.3 26.8 27.9 27.7 31.5 31.0 33.8 37.8 46.5 47.4

Percentage of working
mothers with-

Full-time jobs 4.6 .6 7.5 8.3 9.8 10.4 8.4 8.8 1.6

Part-time jobs
Percentage of families:

8.3 7.1 5.8 5.6 6.3 5.7 5.4 5.4 3.7
.p.4

With earnings 19.2 19.2 18.7 17.2 16.5 14.6 12.9 12.9 5.9 6.0 '
With only AFDC income 55.2 54.8 56.0 59.5 66.9 71.1 78.2 80.7 87.5 86.2

Median number of months on AFDC 25.0 25.0 23.0 19.0 24.0 29.0 26.0 25.0

Race (percent):
White 51.6 52.9 48.1 48.3 46.9 50.2 52.6 51.7

Black 43.3 44.5 45.2 43.3 45.8 44.3 43.0 43.9

Percent of households that include non-AFDC members 42.9 36.2 33.8 34.1 34.9 34.8 34.8 40.7 48.1 44.0

There IS a special problem in matching current lecipient chaiaLteristiLs data fa May 1982 and March 1983 with those of pievious years because the datasources differ The sources

of characteristics through 191y individual surveys of similar design Jpectally conducted ru gather recipient characteristics from agency case files. In contrast, the current data were
derived from the information available from May 1982 and March 1983 quality control case sample.

2 The data toi 1913-19 are not comparable to other years because they represent AFDC children" whose father was dead, absent, a not married to their mother rather than AFDC

'famines by status al lather. in L961, we have data on both the status of the lathe' with respect to the children and the family. Percentof AFDC children whose father was dead, absent,

or not married to mother; 5.3, 10.4, and 21.9 percent, respectively.

Source. Congrasional Research Service based on AFDC recipient characteristics studies, conducted by the Department of Health and Human Services.
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II. THE FOOD STAMP PROGRAM

HISTORY

The modern food stamp program was established with the Food
Stamp Act of 1964.° This law allowed States to offer federally
funded food stamp aid to households that met the standards al-
ready established for their cash welfare programs, but without the
categorical limits used in those programs, such as deprivation of
the support of a parent. It also required that participating house-
holds put a portion of their own monthly cash income to "buy into"
the food stamp program. Participants bought a food stamp allot-
ment that was worth more than the amount they paid. In effect,
the program offered a Federally financed, optional supplement to
State cash welfare efforts of the time.

Until benefits were made nationally standard and increased sub-
stantially, and eligibility limits taken from State hands, liberalized,
and made nationally uniform, food stamp aid was offered in only
about half the country. But, with increased benefits and nationally
uniform eligibility standards,'° and 1973 legislation that threat-
ened to remove other methods of food assistance," the food stamp
program became nationally available by early 1975. However,
States still have the option to withdraw totally.

The final major changes in the food stamp program occurred in
1979, as the result of a 1977 rewrite of the Food Stamp Act. The
requirement that participating households pay for their food stamp
allotment was repealed. Thereafter, rather than buying a monthly
food stamp allotment worth more than their purchase requirement
and receiving a "bonus" amount as their benefit, participants re-
ceived the bonus amount outright. It was assumed that they would
use some of their own income (roughly their old purchase require-
ment amount) to buy food, with food stamp benefits as a supple-
ment. In addition, the 1979 implementation of the 1977 legislation
placed limits on the degree to which non-food household expenses
could be taken into account in determining eligibility and benefits.
This was done by limiting so-called "deductions" (discussed below).

The net result of the changes in the course of the food stamp pro-
gram's history is that it has evolved from a food buying supplement
of limited availability to an almost universally available income
guarantee program, although a small guarantee (roughly $70 per
person per month, with benefits received in early 1985 averaging
nearly $45) and one usable only for food.

The food stamp program now operates in the 50 States, the Dis-
trict of Columbia, the Vi gin Islands, and Guam.' 2 Under the au-

Earlier food stamp programs included a 1939 1943 effort to increase vnsumption sur
plus commodities, and 1961-1964 pilot projects that were prototypes for the 1964 act

n This was dune in stages. In 1970, administrative deusions were taken to standardize and
liberalize benefits. In 1971, legislation affirmed these administrative detistons, required nation
ally uniform eligibil.ty standards, and further increased benefits through a requirement that
they be indexed.

1973 legislation required that any State choosing to offer food stamp aid in any part of the
State must du It Statewide, and effetively removed the only food assistance alternative ,distri-
bution of Federally donated commodities).

A special program of cash benefits for food assistance is operated in Puerto Rictl. using an
annual million Federal block grant. A speually designed food stamp pzugram is operated in
the Commonwealth of the Northern Mariana Islands.
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thority of the Food Stamp Act of 1977, the Federal Government es-
tablishes the rules that govern administration, eligibility, and ben-
efits; and with certain minimal variations for Alaska, Hawaii, and
the territories, they are nationally uniform. States are in charge of
day-to-day administration and decide whether or not to offer the
program; but, if a State chooses to offer it, it must do so throughout
the State.

The cost of operating the food stamp program is shared. The bulk
of the cost is paid by the Federal Government: all benefit costs;
Federal administrative expenses; and approximately 50 percent of
State and local administrative costs. States, and, in some cases, lo-
calities, pay the remaining costs; namely, about 50 percent of ex-
penses for State and local administration.

ELIGIBILITY

The food stamp program imposes two major tests for eligibility:
income limits and liquid assets limits. With certain exceptions, all
households must pass food stamp eligibility requirements, the ex-
ceptions are for those who have already met similar requirements
for receipt of cash welfare.

Generally, all individuals living together and purchasing and
preparing food in common constitute a food stamp "household" and
must apply together; the income and assets of all household m6m-
hers are aggregated in determining eligibility and benefits. Excep-
tions to this general rule include modifications that require persons
to apply together if they live together no matter whether they sep-
arately purchase and prepare food, and that allow related elderly
and disabled persons to apply separately regardless of the related-
ness rule.

For families with children, the food stamp program typically con-
siders both the household's gross and countable monthly cash
income." A household's monthly gross income is all cash income
except for energy assistance payments, a portion of student aid, re-
imbursements for expenses, and certain other income required to
be disregarded by other Federal laws. It must fall below the month-
ly equivalent of 130 percent of the Federal poverty guildelines. In
addition, its countable monthly income must fall below the Federal
poverty guidelines themselves. Countable income is gross income
less certain "deductions" (discussed below).

For families with children, countable monthly income typically
excludes the following deductions:14

An inflation-indexed standard deduction, set at $95 a month
for Fiscal Year 1985, regradless of household size;

18 percent of any earned income, in recognition of taxes and
work expenses;

Work or training-related expenses for the care of a dependent,
such as day care for a child; and

' If a household has an eldetly ot disabled member. only the 0...minable income test 1diacusi5ed
below) is used

Households with elderly of disabled members may also dedui.t the medmal expense3 of that
member, to the extent they exceed $35 a month.
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Monthly shelter expenses, to the extent they exceed 50 percent
of the countable income remaining after all other -potential de-
ductions have been subtracted out.

However, the total of excluded dependent-care and excess shel-
ter-expense deductions cannot exceed an inflation-indexed ceiling,
set at $134 a month for FY 1985.'5

Eligible households must also have liquid assets below $1,500,"
excluding the value of a home, a portion of the value of motor vehi-
cle, business assets, household belongings, and certain other limited
classes of assets (for example, the value of a burial plot). AFDC
households are exempt from this test, having met a similar test for
AFDC eligibility.

The few categorical eligibility rules in the food stamp program
are also of some note. Illegal and temporarily resident aliens are
ineligible. Strikers and those who have voluntarily quit a job with-
out good cause are ineligible. Postsecondary students are ineligible
unless, having met the normal income and assets tests, they are
working at least half-time ox have dependent children. SSI recipi-
ents in two States (California and Wisconsin) are ineligible; their
SSI cash benefits have been increased somewhat to take into ac-
count lost food stamp benefits.

WORK RULES

As with other welfare programs, the food stamp program has a
set of employment-related requirements. In order to retain eligibil-
ity, unemployed or partially employed able-bodied adult household
members must register for, seek, and accept suitable employment,
if offered. Exceptions are provided for those. 18 or under, 60 or
over, caring for dependents (disabled or under age 6), already com-
plying with another program's similar work requirements, working
at least 30 hours a week (oi earning the minimum-wage equiva-
lent), otherwise eligible post-secondary students, and residents of
drug addiction or alcoholic rehabilitation programs. A further re-
quirement, that ...ork registrants conduct a monitored "job search"
(typically requiring a certain number of job contacts), is enforced at
State option. Finally, States and localities may opt to operate a
"workfare" program under which work registrants must "work off
their household's food stamp allotment in public service employ-
ment assigned by the welfare agency. Under such a program the
number of hours required are calculated by dividing the house-
hold's monthly allotment by the minimum wage.

III. MEDICAID

RECENT LEGISLATIVE CHANGES

Several changes have been made since 1980 in Federal Medicaid
rules governing mandatory and optional coverage of children. The
Omnibus Budget Reconciliation Act of 1981 (OBRA) (P.L. 97-35)
modified requirements for coverage of the medically needy. The

" Fur households with elderly or disabled members, the $134 limit apples only to dependent -
tare expenses deductions.

' " Households of two or more. with at least one elderly member, may have liquid assets of up
to $3,000.
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Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) (P.L. 97-
248) authorized Medicaid coverage for certain disabled children
living at home. The Deficit Reduction Act of 1984 (DEFRA) (P.L.
98-369) mandated Medicaid coverage for certain young children
and pregnant women previously covered by the States on an op-
tional basis. (These laws are referred to as OBRA, TEFRA, and
DEFRA, respectively.)

In 1981, as part of OBRA, Congress made some changes in the
requirements for medically needy programs that have potential
impact for coverage of children and pregnant women. Before enact-
ment of OBRA, States having medically needy programs Were re-
quired to extend comparable coverage to all four eligibility groups
(aged, blind, disabled, and members of families with children). The
OBRA provides that if a State offers medically needy covera,e to
any group it must, at a minimum, provide ambulatory services to
children and prenatal and deliveri services for pregnant women.
Several States that previously did Lot offer medically needy cover-
age are in the process of estat:libhing so-called limited medically
needy programs pursuant to the OBRA provision.

In 1982, as part of TEFRA, Congress permitted States to extend
Medicaid to certain disabled children under age 18 who are living
at home and would be eligible for SSI (and therefore Medicaid) if
they were institutionalized. The State must detemine that: (a) the
cnild required the level of care provided in an institution, (b) it is
appropriate to provide such care outside of the facility, and (c) the
cost of care at home is no more than institutional care.

In 1984, the Congress approved several significant changes relat-
ing to the coverage of children and pregnant women. The original
Medicaid legislation authorized States to extend coverage to "Ribi-
coff children." As of 1984, almost all States provided protection for
at least some of these children, though in many States coverage
was restricted to certain categories such as children in foster care
or subsidized adoptions. The DEFRA required states beginning Oc-
tober 1, 1984, to cover all Ribicoff children under age five who are
born after October 1, 1983. Thus, by October 1988, States will be
required to offer Medicaid protection to all children under age five
meeting the State's AFDC income and resources requirements re-
gardless of whether the child meets the AFDC definition of depend-
ent child. The impact of this legislation. will vary by State. Some
States already cover these children, but many States have covered
only limited subsets of the eligible population.

The DEFRA also made several changes regarding coverage of
first-time pregnant women. Since October 1, 1984, States have been
required to cover such women from the medical verification of
pregnancy, provided they meet the AFDC income and resources re-
quirements. States also are required to offer coverage to first-time
pregnant women in two-parent families where the principal bread-
winner is unemployed. Before October 1, 1984, coverage for first-
t:me pregnant women was optional, although most States provided
Medicaid protection, at least during the third trimester.

A number of changes concerning medicaid coverage of children
have stemmed from changes made in the AFDC program. Perhaps
the most significant changes were those made in 1981 by OBRA.
The OBRA changes to the AFDC program were designed to target
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cash assistance to persons most in need. Howe Ner, persons who lost
AFDC also lost automatic Medicaid coverage. As a result of the
AFDC revisions, approximatley 400,000 families lost AFDC eligibil-
ity and its guarantee of Medicaid coverage, though some of these
persons may have been able to regain Medicaid protection in those
States that had a medically needy program. The reduction in num-
bers of children eligible for AFDC and therefore Medicaid as a
result of the OBRA provision was partially offset in 1982 by an in-
crease in the number of children who became eligible because the
recession cut their family income. As noted in Chapter VI, the
DEFRA requires States to extend protection for 9 months to earn-
ers who lose AFDC eligibility coverage because the "one-third dis-
regard" no longer applies to them. Further, States are permitted to
extend protection to this group for an additional 6 months. It is es-
timated that 55,000 families will come on the rolls in FY 1985 as a
result of this provision. Beginning in FY 1986 the number is ex-
pected to level off at 35,000 families.

RECIPIENTS

Approximately 21.5 million persons received Medicaid services in
FY 1983. Of these, 9.4 million were classified as dependent children
(in AFDC-type families) and an additional 1.3 million were classi-
fied as "other persons" (the majority of whom were children).
These figures have remained relatively constant since FY 1974.
This is not only because Congress has placed restrictions on eligi-
bility but also because States generally have structured their pro-
grams so as to limit the expansion of the covered population.

Table 3 shows the total number of child and adult recipients by
category over the FY 1972-1983 period (earlier data contain some
inconsistencies and are not presented here). The category labeled
"other persons" is primarily composed of "Ribicoff children." These
are persons under age 21, 20, 19, or 18, who do not meet the defini-
tion of an AFDC dependent child but whose income and resources
fall within their State's AFDC income and resource limits.

The Administration estimated in February 1985 that of the 22.5
million recipients estimated for FY 1986, 9.4 million would be de-
pendent children under age 21, 5.4 million would be adults in
AFDC families, and 1.5 million would be persons classified as
"other persons."

Excluding data from the territories, about 71 percent of program
recipients in FY83 were dependent children under 21 and adults in
AFDC families. An additional three percent were classified as
"other persons" (see Table 4).
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TABLE 3 -MEDICAID RECIPIENTS. TOTAL AND SELECTED ELIGIBILITY CATEGORIES, FISCAL

YEARS 1972-83

[Numbers in thousands]

Fiscal year Total

Persons in AFDC-type
families

"Other
persons" IChildren

unde2r

1

age Adults

Ending June:

1972 17,606 7,841 3,137 1,576
1973 19,622 8,r59 4,066 1,495
1974 21,462 9,478 4,392 1,502
1975 22,007 9,598 4,529 1,800
1976 22,815 9,924 4,774 1,836

Ending September:

1977 22,831 9,651 4,785 1,959
1978 21,965 9376 4,643 1,852
1979 21,520 9,106 4,570 1,727
1980 2 21,605 9,333 4,877 1,499
1981 2 21,980 9,581 5,187 1,364
1982 2 21,603 9,563 5,356 1,434
1983 2 21,494 9,418 5,467 1,325

Primanly "Ribicoff children," defined in text.
2 Beginning in fiscal year 1980, recipients' categories do not add to total due to the small number of

recipients that are in more than one category during the year.

Note: Table includes data from the territories.

Sources Social Security Bulletin, Annual Statistical Suplement, 1983, Social Security Administration
Publication No. 13-11700.

TABLE 4 -MEDICAID. NUMBER OF RECIPIENTS BY SELECTED CATEGORIES OF RECIPIENT,

FISCAL YEAR 1983

[Numbers in thousands]

Total Categorically
needy

AFDC type children under 21 9,030 8,363 667
Adults in AFDC families 5,138 4,639 498
"Other persons" 2 662 167 495

Total 19,936 17,972 2,784

' The totals reflect unduplicated counts of the numbers of recipients. Since a beneficiary may be placed in
more than one classification during the course of a yeas, the sum of the subcategories may exceed the total
figures.

2 Primarily "Ribicoff children," defined in text.

Note: Table excludes data from the territories.

Source: HCFA, unpublished tans.
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SERVICES

There are major variations among the States with respect to the
amount, duration and scope of services provided under Medicaid.

States are required to offer the following services to categorically
needy recipients under their Medicaid programs:

Inpatient hospital services (other than services in an institu-
tion for tuberculosis or mental diseases);

Outpatient hospital services;
Physicians' services;

Laboratory and x-ray services;
Skilled nursing facility (SNF) services for individuals over age
21;

Early and periodic screening diagnosis, and treatment (EPSDT)
for individuals under age 21;

Family planning services and supplies;
Home health care services for those entitled to SNF care;
Rural health clinic services to the extent permitted by State

law; and
Nurse midwife services.

States may also provide any of a broad range of optional services
including drugs, intermediate care facility services, eyeglasses, and
inpatient psychiatric care for persons under age 21 (see table 5).

States may establish limitations, for both mandatory and option-
al services, on the amount of care provided under a specific service
category. For example, they may limit the number of days of cov-
ered hospital care or the number of physicians' visists. In addition
to durational limits, States may establish other controls on serv-
ices, for example, imposing a prior authorization requirement or
limiting coverage of drugs to those listed in a formulary.

Before enactment of OBRA in 1981, States having medically
needy programs were required, as a minimum, to offer this popula-
tion group either all of the mandatory services, or alternatively the
care and services listed in seven of the 17 paragraphs in the law
defining co% ered services providing certain conditions (including of-
fering a mix of institutional and noninstitutional services) are met.
The OBRA modified the requirements for services provided to the
medically needy by specifying that. (1) if a State provides medically
needy coverage to any group it must provide ambulatory services
to children and prenatal and delivery services for pregnant women,
k2) if a State provides institutional services for any medically needy
group it must also provide ambulatory services for this population
group, and i3) if the State provides medically needy coverage for
persons in intermediate care facilities for the mentally retarded, it
must offer to all groups covered in its medically needy program the
same mix of institutional and noninstitutional services as required
under prior law.
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TABLE 5.OPTIONAL SERVICES IN STATE MEDICAID
PROGRAMSContinued

CV
Both

FMAP
it

CN and MN,
BASIC

REQUIRED
MEDICAID
SERVICES

SEE
ABOVE

1
9

VI
la

i
Is,.,"iil

I
I*

.

2

3V.

11
i

Total
Asiddional
Savors

Alabama 12 AL
so Alaska 10 AK
61 Arizona' AZ
74 Arkansas 21 Ail
50 Cahlosna 30 CA
50 Colorado 14 CO
50 Connechcut 24 CT
50 Delaware 17 DE
50 0 C is DC
56 Florkle 14 FL
67 G soma 13 GA
50 Guam 6 GU
50 Hawau 20 HI
67 Idaho 12 10
50 smois 29 IL
60 Indona 24 IN
55 Iowa 19 IA
51 Kansas 23 KS
71 Kentucky 22 KY
64 Lounana 17 LA
71 Mama 25, ME
!.:0 444(14444 18 1.)
50 Massachusetts 2 MA
50 MKinean 24 MI
53 Mtnnesole 31 MN
78 Maussspip 15 MS
61 Mrssours 16 MO
64 Montana 2 MT
57 Nebraska 22 N11

50 Nevada 22 NV
59 Now Ha rnpsho 26 NH
50 New AMY 26 NJ
69 New Masco 15 NM
so New YOlt 2 NY

6 North Caeohns 19 NC
51 Noah Daota 23 ND
50 N Manans Wanda NMI
55 Ili) One 24 OH
58 Oklahoma 11 OK
57 Oregon 25 OR
56 Pennsylvarue 17 PA
50 Puerto &co 12 PR

Se Rhode fslancl 11 RI

71 South Catokna 12 SC
69 50.11110AM 14 SO

71 Tennessee 17 TN

54 Taus 14 TX
so Utah 20 UT

65 WrrnOM
Yawn Islands

14
s

VT
VI50

57 Vwoaua 20 VA
50
71

Washocuon 28 WA
West Vlegrrua 16 WV

57 Wsconsm 26 WI
50 5 WrYnall 7 WY

20 20 1 5
34 10 2 24 14

54 Tow 1 AG 42 19

Fedeiaa Medicaid Assistance Percentage (FMAP) Rate of Federal financial participation in a
State s Medical Assistance Program under Title XIX of the Social Security Act. Percentages are
rounded and effective as of October 1, 1983.

2 Categorically Noody People receiving federally supported financial assistance
3 Medically Needy People who are eligible for medical but not for financial assistance
*Arizona operates a medical assistance program under a Section 1115 Demonstration

project.
Reference. The data shown were reported by individual states and compiled by the Office of

intergovernmental Affairs, Health Care Financing Administration, Department of Health and
Human Services. October 1, 1983.
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EPSDT is one service category aimed exclusively at children.
Under the provision, effective July 1, 1969, States were required to
provide preventive health services for children. States were re-
quired by law and regulations to cover certain items (such as eye-
glasses and hearing aids) regardless of whether such services were
generally offered under a State's Medicaid plan. Implementation of
the provision was characterized by a number of delays. The effec-
tiveness of the requirements has been difficult to measure since
many of the services are classified under other categories, e.g., phy-
sicians' services or clinic services.

BENEFIT PAYMENTS

Fiscal year 1983 expenditures
In FY 1983, one-quarter of all Medicaid vendor payments (exclud-

ing the territories) were for dependent children under 21 or for
adults in AFDC families, as illustrated in table 6. An additional 2
percent was attributed to the "other persons" category.

Table 7 shows that dependent children represented 43.1 percent
of recipients but only 11.7 percent of benefit payments in FY83.
Conversely, aged, blind, a nd disabled adults represented only 29.2
percent of recipients but counted for 72.4 percent of benefit pay-
ments. The primary cause of these variations is that aged and dis-
abled persons are more likely to require long-term institutional
care.

The distribution of program payments by eligibility category is
reflected in the differences in average Medicaid payments by cate-
gory of recipient. Table 8 shows that in FY 1983, the average bene-
fit expenditure per recipient was $1,617, ranging from a low of $419
for dependent children to $4,021 for disabled recipients. It must be
emphasized that these figures represent nationwide expenditures,
which differ markedly from State to State.

TABLE 6.VENDOR PAYMENTS BY CATEGORY OF RECIPIENT, FISCAL YEAR 1983

[Dollars in millions]

Total

Dollars Percent

Aged $11,953 37.1
Blind 183 0.6
Disabled 11,177 34.7
AFDC-type children under 21 3,782 11.7

Adults in AFDC families 4,448 13.8

"Other persons"1 686 2.1

Total 32,228 100.0

1 Primarily "Mimi( children," defiend in text

Note: Table excludes data from the territories. Totals may not add due to rounding.

Source: Health Care Financing Administration, unpublished tables.
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TABLE 7. COMPARISON OF MEDICAID POPULATION AND EXPENDITURES, FISCAL YEAR

1983

Eligibility category
Percent of
Medicaid

population

Percent of
Medicaid
payments

Aged 15.5 37.1
Blind 0.4 0.6
Disabled 13.3 34.7
AFDC-type children under 21 43.1 11.7

Adults in AFDC families 24.5 13.8

"Other persons" 2 3.2 2.1

Total 100.0 100.0

A beneficiary may be placed in more than one category during the course of a year. The indicated
percentages are based on duplicate counts.

2 Primarily "Ribicoff children," defined in text.

Note: Table excludes data from the territories.

Source: Health Care Financing Administration, unpublished tables.

TABLE 8.AVERAGE MEDICAID EXPENDITURE PER RECIPIENT BY CATEGORY OF RECIPIENT,

FISCAL YEAR 1983

Nationwide average $1,617

Aged 3,682
Blind 2,401

Disabled 4,021

Children in AFDC families 419
Adults in AFDC families 866
"Other persons" 1 1,036

Primarily "Ribicoff children," defined in text,

Note. Table excludes data from the Imbues. These die nationwide averages. Average State expenditures show
wide variations.

Source. Health Care Financing Administration, calculations from unpublished data.

Expenditures in Constant Dollars
Per capita Medicaid benefit expenditures for all recipients in-

cluding those in the territories in FY 1983 constant dollars in-
creased by $489 from $1,016 in 1973 to $1,505 in 1983 (see table 9).
Per capita expenditures in 1973 for dependent children under age
21 were $380 in constant dollars. Spending per capita increased to
a high constant amount of $454 in 1978, only to decrease to a low
constant amount of $376 in 1982. In 1983, that per capita amount
was $406, $26 higher than the corresponding 1973 figure. The per
capita constant amount of recipients in the "other person" catego-
ry fluctuated over time, decreasing by $151, from $698 in 1973 to
$547 in 1983.
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TABLE 9.-MEDICAID EXPENDITURES IN CURRENT AND CONSTANT DOLLAR AMOUNTS 1

[By selected category of recipient, fiscal years 1973-83)

fiscal year

Total Dependent children under age 21 "Other" 2

Amount in
current
dollars

(millions)

Amount in
constant
dollars

(millions)

Per capita
amount in
constant
dollars

Amount in
current
dollars

(millions)

Amount in
constant
dollars

(millions)

Per capita
amount in
constant
dollars

Amount in
current
dollars

(millions)

Amount in
constant
dollars

(millions)

Per capita
amount in
constant
dollars

1973 8,639 19,939 1,016 1,426 3,291 380 452 1,043 698
1974 9,983 21,149 985 1,694 3,589 379 425 900 599
1975 12,242 23,354 1,061 2,186 4,170 434 492 939 521
1976 14,091 25,100 1,100 2,431 4,330 436 542 965 526
1977 16,239 26,904 1,178 2,610 4,324 448 641 1,062 542
1978 17,992 27,842 1,268 2,748 4,252 454 643 995 537 I.

CO
1979 20,472 28,715 1,334 2,884 4,045 444 638 895 518 .-3

1980 23,311 28,788 1,332 3,123 3,857 413 596 736 491
1981 27,204 30,247 1,376 3,508 3,900 407 552 614 450
1982 29,399 30,431 1,409 3,473 3,595 376 689 713 497
1983 32,351 32,351 1,505 3,822 3,822 406 725 725 547

' Constant dollar amounts are based upon fiscal yeas 1983 using the Consumes Price Index tCPI) for Urban Consumers r CPI-Ur. Fiscal years 1913 through 1976 ere based upon a
July to June fiscal yea' After 1976, Federal fiscal years ale October to September. The hansition quarter-July 1976 to September 1976 has not been incurposated in this table.

2 "Other" is primarily composed of children not meeting the definition of dependent children; i.e., "Nicoll children."

Source SoLidi Sews lity Bulletin, Annual Statistaai Supplement, 198,1, plus additionat calculations prepared by the Congressional Research Service kCRSi, Edutatun and Pub:R. Vie :tale
Division.
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IV. SUBSIDIZED HOUSING 17

HISTORY

1950s and Early 1960s
Initially, housing assistance took the form of construction of indi-

vidual public low-rent projects. In the late 1950s and 1960s, dissatis-
faction with public housing projects, which were often high-rise
dense concentrations of families with social problems, led to pro-
grams which gave public housing authorities power to lease units
in the existing housing stock, or in newly constructed, privately
owned buildings, or to purchase "turnkey" projects built by private
developers.

To help families whose incomes were slightly higher than those
eligible for public housing, other assistance programs were added
which relied upon reducing the financing costs of new construction.
Mortgages at below market interest rates were insured, with prior
commitment to purchase them by the then governmental Federal
National Mortgage Association (FNMA), and to build units for fam-
ilies with incomes below median ("section 221(dX3)"). Direct loans
were made for construction of rental units for the elderly ("section
202").

Assistance to rural households was extended in direct loans
throngh programs administered by the Farmers Home Administra-
tion (FmHA), at rates of interest that varied according to the bor-
rower's income and FmHA's borrowing rate.

The effort to develop alternatives to public housing projects also
resulted in a rent supplement program, in which the Department
of Housing and Urban Development (HUD) paid the difference be-
tween the established rent and the family's rent payment of 25 per-
cent of its income, for elderly or handicapped families, those
moving from substandard units, or those forced to relocate by goy-
ernmental action or disaster. Use of these supplements was limited
to designated projects build under one of the construction subsidy
programs.

1968 Law
The housing legislation of 1968, while reaffirming the national

housing goal adopted in 1915, called for subsidized construction of 6
million units over a ten-year period. To minimize the impact of
such a program on the budget, the form of subsidy in the major
housing assistance programs was shifted from a capital loan to an
annual interest payment to a private lender which reduced the ef-
fective rate of interest for mortgages to one percent. Both home
buyers ("section 235") and developers of rental units ("section 236")
were eligible for such interest assisted. Eligibility for home pur-
chase or for residency in an assisted rental project was limitefl to
families with incomes below 135 percent of the maximum income
for admittance to public housing in the particular area. Families

The following summary description of Federal proqrams wil5 excerpted from Congressional
Research Service iCRS) Issue Brief No. 79058 Housing

-N
Assistance to Low and Moderate-

Income Households, by Grace Milgram and CRS Report o. 84 99 EPW Cash and Non-Cash
Benefits for Persons with Limited Income. Eligibility Rules, Recipient acid Expenditure Data,
FY 1981-83, compiled by Vee Burke.,
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purchasing houses paid at least 20 percent of their income toward
mortgage payments, taxes, and insurance, if renting, they paid at
least 25 percent of income. These percentage payments were mini-
mums, a higher payment was necessary if the interest reduction
was insufficient to lower rent, or mortgage, tax, and insurance pay-
ments, to an amount that could be covered by the 20 or 25 percent
figures. Rent payments in public housing were limited to 25 per-
cent of income in susequently adopted "Brooke amendments," and
operating subsidies were authorized to replace the lost income to
housing projects.

Through these and related programs, production of more than
1.5 million subsidized units was achieved between 1961 and 1972, of
which some 700,000 were assisted by either section 235 or section
236 after 1969.

In the early 1970s, however, some of these programs came under
attack for being excessive expensive in both initial construction
costs and operating expenses, and subject to excessively high rates
of default and foreclosure. Supporters claimed that the problems
associated with these programs did not require their amendment,
but rather their improvement, for example, correcting poor admin-
istration, lack of counselling, and illegal activities. The Administra-
tion, however, responded to the criticisms by halting all new activi-
ty under the major subsidy programs subsequent to January 5,
1973, except for honoring previous commitments. As a consequence
of this suspension, activity in production of subsidized housing
dropped sharply. Only 45 percent of the 1968 goal of 6 million sub
sidized units was met. One-third of the rehabilitation goal of one
million units was achieved, while 47 percent of the 5 million new
units were built.

CURRENT PROGRAMS

Section 8
Assisted house activity was slowly renewed in response to court

suits and new legislation, after its virtual cessation because of the
1973 moratorium. The major activity now is conducted in a pro-
gram known as section 8, established by the Hou.,e and Community
Development Act of 1974.

Eligibility. Eligible households are those with countable in-
comes under 80 percent of the median in their area (called "lower
income"), adjusted for family size. Countable income is annual
gross cash income, less $480 for each child under 18 (or older if dis-
abled or a full-time student), $400 for an elderly family, medical ex-
penses over 3 percent of gross income for elderly family members,
and child care expenses necessary for employment or education.
Families with assets above $5,000 have included as income either
the actual income from those assets or 10 percent of their value,
whichever is greater. Eligible tenants may rent from private
owners, cooper «fives, or public housing agencies who own a section
8 project. Recertification is required annually. Eligibility and
rental charges are based on countable family income expected in
the 12 months following the date of determination.

In an attempt to target assistance on the mos, needy, 1981
amendments limited occupancy by "lower income" households to

507



490

10 percent of units re-rented after passage of the Housing and
Community Development Act of 1981, and to 5 percent of all units
subsidized thereafter, thereby requiring that other units be avail-
able only to "very low-income" households (i.e., those with count-
able incomes below 50 percent of the median). The 1983 authoriza-
tion act raised the 10 percent to 25 percent, although keeping the 5
percent for new developments. According to a 1979 amendment,
preference is to be given to families occupying substandard housing
or who are involuntarily displaced. 1983 amendments add those
paying over 50 percent of their income for rent.

Eligible families may occupy units in (1) existing or moderately
rehabilitated housing or (2) new construction or substantially reha-
bilitated housing. However, since 1983, new commitments of aid for
those in new construction or substantially rehabilitated housing
have been ended. And, more important, the availability of section 8
assistance is limited by the extent of Federal appropriations.

Benefits. The Federal Government pays the difference between
the "contract rent" and the rent required to be paid by the eligible
tenant. The contract rent charged by the owner of section 8 hous-
ing must be within limits established by a HUD survey of fair
market renets for standard, modest, existing, rehabilitated, or new
construction units in each metropolitan area or non-metropolitan
county of the Nation, except that HUD can permit up to 20 percent
higher rents if necessary.

Until 1982, most eligible tenants paid a rent equal to 25 percent
of their countable income, but not less than 15 percent of the fami-
ly's gross income, for lower income families who joined the pro-
gram after 1979, the minimum was 20 percent of gross income.
However, 1981 amendments established family rent as the higher
of 30 percent of countable income or 10 percent of gross income. A
third alternative applies to families who receive a cash welfare
grant that includes a sum designated for actual rent. Such families
must pay that "welfare rent" if it exceeds either of the other two
measures. The 1981 law required that new tenants were to pay the
higher amount immediately. For existing tenants, the new, higher
rents were phased in over a 5-year period.

Federal expenditures for section 8 benefits in FY 1983 average
about $2,900 per unit (about $240 a month).

Views about section 8. The shift to section 8 assistance was
made for a number of reasons. For the first time, substantial use
could be made of the existing housing stock, with a consequent re-
th....tion in overall per unit subsidy costs from incurred where new
construction was the only alternative. It was hoped that use of the
existing stock would provide recipients of aid with a greater choice
of location and houseing type, since they could not be restricted to
specific designated developments. This was seen as a way of not
only increasing household satisfaction, but also of promoting racial
and income integration as families could move out of concentrated
minority -occuppied, low- income area. The higher income the subsi-
dy provided owners could encourage maintenance of the housing
stock, which otherwise faced deterioration, and improvement of al-
ready deteriorated units could be fostered by allowing for rehabili-
tation.
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Fear was expressed by opponents of this reliance of existing
housing that, in places with low vacancy rates, rents would be
driven up for all renters, particularly those of lower income who
did not receive the subsidythe availability of which is limited by
Federal appropriationsthat, in some places there might be an ab-
solute shortage of standard-quality rental units relative to the
number of subsidized households, and that even if there were ap-
parently a sufficient number of rental units, vacant units might
not match the needs of particular types of households such as large
families. As the program has operated, further concern has been
expressed that if the acceptable rent is held at a relatively low
level, it prevents the dispersion of low-income families out ;,1 inner-
city areas.

The section 8 subsidy method has been successful in eliminating
the gap that previously existed among eligible households, which
prevented assistance being given out to those whose incomes were
too high for entrance into public housing, but too low to meet basic
rent required of residents of "section 236** landlord interest subsidy
projects. It has also provided a means of increasing rents received
by owners as operating costs rise, thereby eliminating a problem
that had caused serious financial problems for many projects subsi-
dized by means of lower mortgage interest.

Operation of section 8.Because of a number of difficulties, the
section 8 program was slow in getting underway. Changes in the
economic situation, experience with the program, and amendments
to the law which corrected some apparent deficiencies served to
make it fully operational. Since its inception (through August
1984), funds have been reserved for 2,231,000 units, of which more
than half are in the existing housing stock. Approximately
1,913,000 of these are completed, or, in the case of existing housing
(slightly under two-thirds of the total), ready for tenant certifica-
tion by a local public housing agency. Over a quarter of the exist-
ing units and two-thirds of the completed new construction units
were designated for the elderly and handicapped. By the end of
June 1984, approximately 1,680,000 units were eligible for occupan-
cy, about half by the elderly.

Amendments in 1983 completed the shift away from provisions of
new construction under section 8 to use only of the existing stock,
except for housing for the elderly and handicapped. Funding for ad-
ditional households which can be assisted is authorized at a level to
add approximately 100,000 units to section 8 and public housing to-
gether, but most of these were expected to be units being converted
from other HUD assistance programs or receiving additional subsi-
dies because they are in financially troubled projects, rather than
new b assisted by any HUD program. Appropriations for fiscal year
1984, however, funded about 125,000, of which about half were pre-
viously assisted and about half newly funded or "incremental"
units. The fiscal year 1985 appropriation funds approximately
143,000 section 8 units, of which about 93,000 are incremental, with
most of the remainder available for a new section 8(o) program of
"vouchers" rather than regular section 8 payments to landlords
(discussed below).
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Conventional public housing
Although section 8 is the program currently adding the most

units to the subsidized stock, other programs continue to fu -ction.
Conventional low-rent public housing operated by local public hous-
ing authorities currently houses approximately 1.2 million families
and individuals. Current production is at a low level. Reservations
for new construction dropped from 68,500 in fiscal year 1978, to
30,800 in fiscal year 1980 and have dropped even further in recent
years. Problems in finding acceptable sites, concern about receiving
sufficient operating subsidies to cover even currently owned units,
and, in some areas, a preference for existing-unit section 8 assist-
ance have all militated against greater production in the program.
Only about 7,000 units are funded for fiscal year 1985. A question
has also arisen as to how to maintain the low- income nature of the
projects approaching 40-year usage, since operating subsidies were
authorized only for projects under annual contributions contracts
which have a 40-year duration. In the Housing and Community De-
velopment Amendments of 1979, Congress authorized continuing
payment of the operating subsidy after the expiration of the 40-
year period, provided that the project continues to serve low-
income tenants. The 1983 amendments restricted development of
new projects to situations in which it can be demonstrated that
new construction is less expensive than acquisition or rehabilita-
tion.

Low-rent public housing tenant eligibility and benefit rules are
essentially the same as those in the section 8 program discussed
previously, but include special limitations on the proportion of non-
aged, non-disabled individuals that may be served (no more than 30
percent of the units in a jurisdiction).

Public housing outlays, including operating subsidies, averaged
about $2,600 per unit in fiscal year 1983, roughly $217 monthly.

Section 236 interest reduction payments
The 1974 Housing and Community Development act provides for

housing assistance in the form of payments made to the landlord
by HUD to reduce the effective interest rate on a low-income hous-
ing development to 1 percent. A basic monthly rental charge is es-
tablished for each unit on the basis of the costs of operating the
project with the debt service requirements of a mortgage bearing a
1-percent interest rate, HUD then makes payments to the landlord
to make up the difference.

Eligibility criteria are the same as those for the section 8 pro-
grams. except that there is no special limit on the proportion of
"lower income" units and there is a limit (15 percent) on the pro-
portion of units available to non-elderly individuals. Tens its are
required to pay a basic rent of 30 percent of countable incr.ne, but
not more than the fair market rent. However, up to 20 percent of
tenants who cannot afford this basic rent requirement are to be
provided additional help (through rent supplements to landlords) to
lower their rental payment to 25 percent of income, and elderly
and handicapped tenants paying more than 50 percent of their
income for rent can be assisted under section 8 programs.
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Section 236 payments (excluding rent supplements) averaged
$1,240 per unit in fiscal year 1983, $103 monthly.

Rent supplements
HUD is authorized to make rent supplement payments to owners

of private housing rented to poor families; these supplements
cannot exceed 70 percent of the basic rent established for the hous-
ing unit (a rent sufficient to cover total costs for the unit). After a
tenant has paid 30 percent of countable income as rent, and if
other subsidies to the landlord are not sufficient to cover basic rent
costs, rent supplement payments may be made. Typically, rent sup-
plements are providt,d as additional subsidies to developments oth-
erwise assisted by HUD, most notably, section 236 projects.

OUTLAYS

Table 10 shows that outlays for Federal housing assistance pro-
grams administered by HUD doubled in real terms between 1974
and 1980, rising from $3.9 billion to $7.8 billion (constant 1984 dol-
lars). In the next 3 years they climbed about one-third, to $10.5 bil-
lion; but in 1984 they dropped to $10.2 billion.

TABLE 10.OUTLAYS FOR FEDERAL HOUSING ASSISTANCE PROGRAMS ADMINISTERED BY

THE DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT, 1974-84

(In millions of dollars)

Fiscal year
Total outlays 1

Current dollars Constant dollars

1974 $1,763 $3,886
1975 2,059 4,089
1976 2 3,068 5,650
1977 2,932 5,055
1978 3,768 6,069
1979 4,652 6,791
1980 6,084 7,820
1981 7,473 8,647
1982 8,609 9,275
1983 10,108 10,520
1984 10,203 10,203

' Outlays for all HUD assisted programs, including section 202' and public housing, operating subsidy costs
and programs not covered in the discussion in chapter VI of this report ot trends in housing assistance for
fames with children.

2 Includes the transition quarter, lulY.September 1976.

Sources 'Trends in Funding and Numbers of Households in HUD Assisted Housing. Fiscal Years 1914-1984;
by Grace Milgram Congressional Research Service, Dec. 28, 1983. Budget of the U.S. Government, fiscal year
1986 Appendix,
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APPENDIX B. SELECTED SUPPLEMENTAL CASH AND
NONCASH TRANSFER PROGRAMS FOR POOR CHILDREN*

I. INTRODUCTION

Many programs provide income support and services to children
and their families other than the basic ones that were discussed in
Chapter VIAFDC, Food Stamps, Medicaid, and subsidized hous-
ing.

This appendix briefly describes some of the major supplementary
benefit programs,' telling whom they aid, and how much they cost.
The selected list consists of these 22 programs:

Cash
1. Earned Income Tax Credit (EITC)
2 Supplemental Security Income (SSI)
3. Emergency Assistance for Needy Families with Children

(EA)
4. General Assistance (no Federal funds)
5. Veterans' Pensions
6. General Assistance: to Indians
7. Assistance to Refugees and to Cuban/Haitian Entrants

Energy
8. Low-Income Home Energy Assistance Program

Child Nutrition
9. School Lunch

10. School Breakfast
11. Summer Food Service
12. Special Supplemental Food Program for Women, Infants,

and Children (WIC)
13. Commodity Supplemental Food Program (CFPP)

Foster Care
1 ii Foster Care for Needy Children (Title IV-E funds)
15 General Foster Care (Title IV-B funds)
16. General Foster Care (Social Services Block Grant)

' Carmen D. Sulumun *rule the sections on the Earned Inuume Tax Credit, Supplemental Se
witty Income, Emergent, Assiatant..e, General Assistance to Indians, and Child Support En
furcemenc. Barbara McClure wrote the section un Wteraril Pensions, Joyce Valet, Refugee
Aid, Kew-Intl Cahill, Hume Energy Aid. Sharun Stephan wrote the sections on Child Nutrition,
Foster Care and Day Care.

' Public education L5 a vast system that also provides essential services to the Nation's vhll
dren, but a was omitted from this study to hold the report to reasonable size. The one educa
tional program included in this Appendix is Headstart, but only its day care provisions are ditv
cussed. Headstart aims directly to improve schuol performance of low- income children.
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Day Care
17. Head Start
18. Child Care Food Program
19. Social Services Block Grant
20. Income Tax Credit

Medical Services
21. Maternal and Child Health Services Block Grant

Child Support
22. Child Support Enforcement Program

Omitted from this section are the Job Training Partnership Act
and the Targeted Jobs Tax Credit. programs that seek to reduce
poverty through jobs and training. They are discussed in appendix
C, which presents a history of Federal employment and training
programs. (Appendix D, AFDC and Work, discusses the Work In-
centive program, the Community Work Experience Program, and
other work programs for AFDC recipients.)

II. CASH PROGRAMS

EARNED INCOME TAX CREDIT (EITC)

Recipents. 6.2 million families with an estimated 9-12 million children (FY 82).
Benefits: $1.8 billion (FY 82).

The Earned Income Tax Credit (EITC), which was added to the
Internal Revenue Code in 1975, offers an earning supplement of up
to $550 annually to married couples who support a child and to
single parents who maintain a household for a child, provided their
adjusted gross income is below $11,000.

The EITC is the only tax credit that is "refundable." This means
that a person does not need to owe any income tax to receive the
credit. For those whose income is too low to owe income taxes, or
whose tax liability is smaller than the credit, the Internal Revenue
Service (IRS) makes a direct payment of the credit.

Basically, two reasons were advanced for enacting the EITC,
which evolved from a 1972 proposal for a "work bonus" by Senator
Russell Long, Chairman of the Senate Finance Committee. The Fi-
nance Committee report on the Tax Reduction Act of 1975 said
that the EITC's most significant objective should be "to assist in
encouraging people to obtain employment, reducing the unemploy-
ment rate and reducing the welfare rolls." In addition, it was
thought that the regressive nature of the social security payroll tax
should be counterbalanced. Senator Long said that the EITC was
needed to provide tax relief to persons who were "too poor to pay
income tax, but who still pay social security tax. . ." Representa-
tive Al Ullman, Chairman of the House Committee on Ways and
Means, said, "Even though we in no way affect or change the social
security law, we are in effect rebating to low-income groups below
$6,000 most of the payroll tax that they have already paid."

51



496

Eligibility
The credit is available to persons who have a child and whose

adjusted gross income and earned income are both less than
$11,000. Married couples must be eligible for a dependency exemp-
tion for a child, and unmarried persons must maintain a household
for a child. A dependency exemption is available only if the person
provides more than half the support of the child, and a person is
considered to maintain a household only if over half the household
expenses are provided by that individual. For this purpose, AFDC
benefits are considered not to be provided or furnished by the indi-
vidual. Thus, if more than half of a mother's income is from AFDC,
she is ineligible for EITC. There is an earnings threshold at which
eligibility starts. For example, a mother with $2,999 of earnings
and $3,000 of AFDC would not qualify for EITC benefits, but if she
earned $2 more, she would become eligible for an EITC payment
equal to $330 (11 percent of $3,000).

Participating families receive EITC benefits in one of three ways:
(1) a reduction in income tax liability,' (2) a cash payment from the
Treasury if the family has no income tax liability, or (3) a combina-
tion of reduced taxes and direct payment. Most EITC benefits have
been .paid in the form of cash benefits rather than an offset to tax
liability (see table 1).

Benefit levels

Congress determines the parameters of the EITC. When enacted
in 1975, the maximum credit was set at $400 per family and the
income ceiling at $8,000. Effective in 1979, these levels were raised
to $500 and $10,000 respectively. In 1984 the maximum credit was
increased to $550 and the income ceiling to $11,000. Unlike other
main features of the income tax, the EITC is not automatically ad-
justed for price inflation.

The credit equals 11 percent of the first $5,000 of earnings, in-
cluding net earnings from self-employment, and thus may not
exceed $550 per family. The size of the credit is related to a work-
er's wages, not to the number of children dependent on the wages.
Between earnings of $5,000 and $6,500 the EITC equals $550. The
credit is gradually phased out at income levels above $6,500 and
ends at earnings of $11,000. For families with income between
$6,500 and $11,000 the EITC equals $550 minus 12% cents for each
dollar of income over $6,500.

Relationship to poverty thresholds
All poor families smaller than five members, and some nonpoor

families of this size potentially are eligible for the EITC in 1985. As
the poverty thresholds rise, fewer nonpoor families qualify for the
EITC.

The EITC maximun credit of $550 equals 9.9 percent of the 1984
poverty threshold for a two-person non-aged family, 6.6 percent for
a three-person family, and 5.2 percent for a four-person family. A
person with three eependents who earned the minimum wage for

1 The law permits advance payments of the EITC by negative withholding from pay checks,
but very few workers receive payment this way.

514



497

full-time year-around work ($6,968 in wages, 66 percent of the four-
person poverty threshold) would be eligible for an EITC of $493,
which would lift his income to 70 percent of poverty. For a corre-
sponding three-person family the same minimum wage earnings
would equal 85 percent of the poverty threshold and the $493 EITC
would lift income to 90 percent of poverty.

The EITC income limit of $11,000 represents 158 percent of the
1983 poverty threshold for two, 133 percent for three, 104 percent
for four, and 88 percent for five. Unlike other cash welfare pro-
grams, the EITC is, in part, inversely related to need. The more a
family earns (up to $5,000), the more welfare aid it receives. Fami-
lies with the lowest earnings receive a very small EITC payment.
Relationship to other benefit programs

Rules of AFDC and food stamps require that EITC payments be
treated as earned income when received. The Deficit Reduction Act
of 1984 (P.L. 98-369) repealed a requirement that welfare agencies
reduce AFDC benefits to take account of EITC payments that re-
cipients with earnings were considered eligible to receive on an ad-
vance basis, whether or not they actually did so.

Comparison to other programs
Like other cash welfare programs, the EITC is limited to certain

categories of persons. To be eligible, families must have earnings
and a dependent child. Unlike other welfare programs, the EITC
pays no more to a large family than to a small one with the same
earnings, and it disregards a family's resources. Unlike AFDC, the
EITC is federally administered (by the Internal Revenue Service),
has Federal eligibility rules, and pays standard benefits. The rules
of EITC, like those of AFDC, have been criticized for providing a
financial incentive to break up a family. Under the EITC program,
a married couple, each earning $5,500, with two children would be
able to obtain an additional $1,100 a year by dividing the family.
The separate units would be entitled to a credit of $550 each. If the
family remained together, they would receive no credit at all. A
married couple must file a joint tax return for the EITC, and their
joint earnings would make them ineligible.

Trends
As table 1 shows, EITC benefits peaked in 1979 at $2.1 billion,

paid to 7.1 million families. Total benefits declined steadily in the
next 5 years, a period when the maximum credit was frozen at
$500 and the income ceiling was frozen at $10,000. Adjusted for in-
flation, total benefits declined 44 percent from 1975, first year of
the program, and 54 percent from 1979, peak year.
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TABLE 1.-TOTAL AMOUNT OF EITC, NUMBER OF FAMILIES RECEIVING THE CREDIT AND

BUDGET OUTLAYS FOR CALENDAR YEARS 1975 THROUGH 1985

Total amount of EIIC Number of .. Average EITC per family
Calendar year to (millions) families who

Refunded"

which credit portion of

applies Current Constant EITC credit 1 Current Constant

dollars 1984 dollars (thousands)
(millions) dollars 1984 dollars

1975 $1,250 $2,412 $6,215 $900 $201 $388
1976 1,295 2,363 6,473 890 200 365
1977 1,127 1,931 5,627 880 200 343
1978 1,048 1,668 5,192 801 202 322
1979 2,052 2,936 7,135 1,395 288 412
1980 1,986 2,503 6,954 1,370 286 360
1981 1,912 2,184 6,717 1,278 285 326
1982 1,764 1,898 6,357 1,217 277 298
1983 2 1,466 1,528 NA 1,110 NA NA

1984 2 1,349 1,349 NA 1,024 NA NA

1985 2 1,246 NA NA 988 NA NA

' This is the portion of the credit that exceeds tax liability, and it is treated as a budget outlay. The rest of
the credit is classified as a ''tax expenditure." All these credits were paid in the following year until 1979,
when advance payments of the credit were permitted, by addition to the worker's paycheck.

2 Projections. NA-not available.

SUPPLEMENTAL SECURITY INCOME (SSI)

Child Recipients. 232,800 (1983 estimated average monthly number).
Benefits to Children: $760 million (1983 estimate).

The program of Supplemental Security Income (SSI) provides a
minimum cash guarantee to eligible persons, including needy dis-
abled or blind children. Started in 1974 and established by the 1972
amendments to the Social Security Act (P.L. 92-603), SSI offers
monthly cash payments on nationally uniform terms to needy per-
sons at least 65 years old and to blind or disabled persons of any
age in the 50 States, the District of Columbia, and the Northern
Mariana Islands. SSI benefits are paid with general revenue from
the U.S. Treasury, but administered by the Social Security Admin-
istration.

Eligibility
To qualify for SSI, a child must be blind or have a physical or

mental impairment of severity comparable to one that would pre-
vent an adult from working and is expected to last at least 12
months or to result in death. The countable income ceiling for SSI
in 1985 is $325 monthly per person, and the countable resource
limit is $1,600. If a child is under 18, unmarried, and living at
home, some of his parents' income and assets, if "excess" are treat-
ed as his, but if the child is an unmarried student between the age
of 18 and 22, only his own income and assets are considered. Fur-
ther, earnings of disabled or blind students under 22 years old are
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not counted as available income unless the) exceed $400 a month
or $1,620 a year.

Benefit levels
In calendar year 1985 the Federal income floor is $325 monthly

for single persons. Half the States plus the District of Columbia
pay supplementary benefits to SSI recipients who have independ-
ent living arrangements. These State-funded supplements range
from $1.70 monthly in Oregon to $261 in Alaska.

As noted earlier, a disabled student under age 22 is permitted to
add up to $400 in monthly earnings ($1,620 per year) to a full SSI
payment, such earnings are not counted as income. Furthermore,
his benefits are reduced by only a fraction of any higher earnings.
Relationship to poverty thresholds

The SSI guarantee is not directly related to poverty thresholds,
but like those thresholds, it is linked to the Consumer Price Index
(CPI), and, hence, it generally rises at about the same rate.3 Cost-
of-living adjustments (COLAs) are provided annually in January
and equal the percentage that is granted to social security benefits
(which reflects a rise in the CPI).

The basic Federal S,SI guarantee amounts to $3,900 per year.
This represents 72 percent of the 1984 poverty threshold for a non-
aged single individual, however, this yardstick would be inappropri-
ate for judging the poverty of an SSI child unless he were a student
no longer at home. The relevant poverty threshold for a child at
home would depend upon the family size and would have to take
into account the income of other family members.

Relationship to other benefit programs
SSI and AFDC are mutually exclusive programs. A person

cannot participate in both. However, a family may contain recipi-
ents of both programs. Thus, a needy mother with one healthy and
one disabled child may receive ADFC for herself and the first child,
while her disabled child receives SSI. Similarly, a needy disabled
mother may receive SSI for herself (it generally is much more gen-
erous than and AFDC caretaker grant) and AFDC for her children.
Such a family would constitute two separate "assistance" units,
each with its own income and benefit calculations. Neither pro-
gram would count the benefits of the other.

In the Federal-State cash welfare programs for the blind and dis-
abled that preceded SSI, children generally were ineligible. Most
States limited disability welfare grants to persons at least 18 years
old and covered needy disabled children under AFDC on the same
terms as healthy children.

When the House Committee on Ways and Means in 1972 report-
ed the SSI legislation, H.R. 1, it recommended that the SSI pro-
gram include disabled children under age 18, and the Nixon Ad-
ministration supported this provision. However, the Finance Com-
mittee deleted the provision, giving this explanation in its report.

' Tuning and measuring period differences 411,1Ub ruulalsg ruleb rut benefits att,utint for differ -
ences their rates of growth. Further, in 1983

ai
Congress delayed the SSI COLA, substituting a

more generous ad hoc benefit boost.
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The House justified its inclusion of disabled children
under age 18 under aid to the disabled, if it is to their ad-
vantage, rather than under the program for families with
children, on the grounds that their needs are often greater
than those of nondisabled children. The needs of disabled
children, however, are generally greater only in the area
of health care expenses. In all but the two States that do
not have medicaid programs, children now eligible for cash
assistance are covered under existing State medical assist-
ance programs. Disabled children's needs for food, cloth-
ing, and shelter are usually no greater than the needs of
nondisabled children.'

The conference committee restored the House provisions and it
became law.

Congressional debate over including children in the SSI program
mainly focused on whether or not disabled children have greater
financial needs than other low-income children. A 1978 survey of
SSI children 5 found that there were some extra costs involved in
their care, chiefly for transportation, clothes, and medical care.
Other expenses mentioned were school, babysitting and special
equipment. In all the extra expenses totaled about $28 monthly. At
the time, the average monthly SSI payment for a disabled or blind
child was $171.72, more than double the average monthly payment
of $84.60 for an AFDC recipient.

By 1983 the spread between SSI and AFDC average payments
widened. The average monthly SSI payment for a disabled or blind
child then was $280.96, more than 2.6 times the average monthly
payment of $107.20 for an AFDC child.

The gap between SSI and AFDC payments per child can be illus-
trated by considering two families, Family A and Family B, living
in the median AFDC State (ranked by State benefit levels) in Janu-
ary 1985. Assume that both families consist of a mother and two
children and that neither has any private income, but that Family
B has one disabled child. Family A would receive $327 a month,
$3,924 yearly, from AFDC. Family B would receive a two-person
AFDC benefit of $272 plus the maximum SSI payment of $325 for
the disabled child, a total monthly income of $597, or 7,164 annual-
ly. Family A would have income equal to 47 percent of the poverty
threshold, Family B would have income equal to 87 percent of the
threshold. Both families would be eligible for Medicaid.

SSI law provides different treatment for child support payments
from an absent parent than does AFDC law. One-third of any pay-
ment for the disabled SSI child's support received from an absent
parent is not counted as income and thus, in effect, is added to the
full SSI benefit. In contrast, AFDC law requires the parent to give
any child support rights to the State, which then seeks to enforce
collection (and, under 1984 law, must pass through up to $50
monthly of its collection to the custodial parent).

' U S Congress Senate The Supplemer.tal Security Income Program. Committee on Finance.
April 1977. 95th Congress, 1st Session. U S. Govt. Print. Off. 1977. p. 125.

' St: v of Dizabled Children Under SSI Program. Social Security Bulletin. Vol. 43, No 1.
Januarrn980.
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Trends
The share of children in the SSI population has doubled since

1975, rising from 3 to 6 percent. As table 2 shows, the number of
child recipients climbed from 128,175 in December 1975 to 236,380
in December 1983, an increase of 84 percent. At the same time the
total SSI enrollment fell 10 percent, from 4.3 million to 3.9 million.

TABLE 2.NUMBER OF BLIND AND DISABLED CHILDREN RECEIVING FEDERALLY

ADMINISTERED PAYMENTS AND AVERAGE MONTHLY BENEFIT AMOUNT, 1974-83

Number of recipients Average monthly amount

All persons
Blind and
disabled
children

All persons
Blind and
disabled
children

Jan. 1974 3,215,632 6,800
Dec. 1974 3,996,064 70,900 1 $114.47 $109.15
Dec. 1975 4,314,275 128,175 114.39 141.09
Dec. 1976 4,235,939 153,128 119.70 154.24
Dec. 1977 4,237,692 175,214 124.52 170.03
Dec. 1978 4,216,925 197,499 129.61 171.72
Dec. 1979 4,149,575 212,088 155.65 193.26
Dec. 1980 4,142,017 228,588 167.77 219.08
Dec. 1981 4,018,875 230,094 182.73 240.84
Dec. 1982 3,857,590 229,151 195.83 263.22
Dec. 1983 3,901,497 236,380 211.68 280.96

Oct.-Dec, 1974.

EMERGENCY ASSISTANCE TO NEEDY FAMALIES WITH DEPENDENT
CHILDREN (EA)

Recipients. 30,000 families with children (1983 monthly average).
Benefits: $100 million (1983).

The Social Security Act permits States to give emergency assist-
ance for no more than 30 days per calendar year to AFDC families
and other needy families with children, including migrant families,
to avoid destitution of the children or to provide living arrange-
ments for them. Aid may be given in the form of money payments,
payments in-kind, medical care, or remedial care. The Federal Gov-
ernment pays half the cost of EA benefits and administration. As
of October 1, 1983, 27 jurisdictions operated EA programs.

Eligibility
States define eligible emergencies. According to State plans for

EA, the four classes of emergencies most commonly qualifying for
aid in late 1983 were natural disasters, unspecified crises threaten-
ing family or living arrangements, homelessness, and eviction, po-
tential eviction, or foreclosure. Other qualifying causes of need
specified by at least three States were illness or injury, civil disor-
ders or crimes of violence, lose of employment or strike, death, util-
ity shutoff or fuel shortage, loss of heating energy supply or equip-
ment, appliance failure, child safety, man-made disasters (peace-
time radiological incident, chemical disaster).
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Local welfare officials have great discretion in dealing with indi-
vidual cases.

Benefit levels
In September 1984, $10.8 million in EA benefits were paid to

36,500 families, yie 'ding an average benefit of $295 per family. The
number of families, aided was down 48 percent from the September
1983 count, but up 34 percent from the September 1982 count.

Relationship to other benefit programs
The EA program was established to supplement AFDC cash ben-

efits for one month only in cases of emergencies and to give tempo-
rary emergency aid to non-AFDC families with children. Thus, pay-
ments cause no reduction in AFDC benefits. However, the food
stamp program reduces benefits to take account of EA cash aid (at
the rate of 30 cents in food stamps per dollar of countable cash).
Trends

As table 3 shows, the average monthly number of families aided
by EA peaked in 1981 at 49,100, then declined sharply (45 percent)
in 1982. The Federal Government made no change in EA program
rules in this period. Some States said that in 1982 they increased
their use of Low 'Income Home Energy Assistance funds, which are
100 percent fede -ally funded, for emergency aid and accordingly,
decreased their use of EA funds, which States must match, dollar
for dollar.

TABLE 3 EMERGEEY ASSISTANCE. AVERAGE MONTHLY NUMBER OF RECIPIENTS, TOTAL

AMOUNT OF CASH PAYMENTS, AND AVERAGE MONTHLY PAYMENT, 1969-83 1

Year

Average
monthly

number of
families (in
thousands)

Total assistance payments
during year (in thousands)

Average monthly payment
per family

Current

dollars
Constant

1983 dollars
Current
dollars

Constant
1983 dollars

1969 7.5 6,699 $18,201 $117.23 $318.54
1970 7.5 11,396 29,239 126.14 323.64
1971 11.1 19,843 48,834 148.54 365.56
1972 19.9 44,180 105,248 184.91 440.50
1973 18.8 39,265 88,062 174.05 390.35
1974 31.3 64,031 129,333 170.38 344.14
1975 38.3 77,516 143,470 168.85 312.51
1976 27.5 55,673 97,451 168.43 294.82
1977 32.8 66,132 108,707 168.05 276.24
1978 34.5 80,919 123,564 195.24 298.13
1979 35.7 84,043 115,341 195.92 268.88
1980 48.6 113,238 136,912 94.29 234.91
1981 49.1 123,467 135,284 209.51 229.56
1982 27.3 102,344 105,636 278.54 287.50
1983 30.0 100,400 100,400 280.34 280.34

' 1969 82 data are dam ad from Social Security Bulletin, Annual Statistical Supplement, 1983, p. 248. 1983
data capi!ed hum Monthly Benefit Statistn,s, published by the SOGidi Sew* Adminishation, Office of Research
Statistics and International Policy (in the Office of Policy).
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GENERAL ASSISTANCE (GA) (NON-MEDICAL COMPONENT)

Recipients. 1.3 million (FY 1983 estimate). Number with children unknown.
Benefits: $2.1 billion (FY 1983 preliminary estimate).

General Assistance (GA) is the usual name given to State and
local programs that help persons who are not eligible for AFDC,
SSI, or EA. No Federal funds are provided for GA programs. Most
States have had GA programs since the 1930s.

As of late 1982, 25 jurisdictions, including the District of Colum-
bia and the three outlying areas, operated statewide GA programs,
fully funded by the State. Nineteen States provided no funds for
local relief programs, although four of these States required their
localities to offer GA. One State (West Virginia) did not have a GA
program. The remaining nine States shared GA costs with local-
ities.

Eligibility
To receive GA, a person must be considered to be in financial

need and must live where such aid is offered. Definitions of need
vary among States and even within States. Most jurisdictions gen-
erally provide basic aid in the form of cash, some use combinations
of cash and vendor payments, and some use vouchers. Many States
also offer medical assistance to GA recipients.

Benefit levels
GA benefit levels vary among States and often within them.

They range from small one-time emergency payments to regular
payments similar to those of AFDC or SSI. For example, Califor-
nia's maximum monthly payment for an individual, which varies
by county, ranged in late 1982 from a low of $40 to a high of $250.
The range in New York was from $177 to $299, with the difference
reflecting variations in area shelter maximums.6

As of late 1982, 20 jurisdictions reported that most of the GA
cash assistance recipients were single adults. Four States (Alaska,
Nebraska, North Dakota and Oklahoma) reported that most of
their GA recipients were intact families with children.

Data in the text are from the S. Library of Congress. Congressional Research Service.
Cash and Non Cash Benefits fur Persons with Limited Income. Eligibility Rules, Recipient and
Expenditure Data, fiscal year 1981 83 ;by; We Burke. June 18, 1984. Report No. 84-99 EPW pp.
64-67 and p. 183.
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Relationship to other benefit programs
In a sense, the GA program is the "gap-filling" welfare program.

It helps some of the needy who are not eligible for the federally
aided cash programs of AFDC or SSI because they are not aged,
disabled, or children ( and their needy caretakers) in one-parent
families or in two-parent unemployed families. Some States use GA
to finance more liberal aid to two-parent families with children
than Federal AFDC law allows. For example, California funds cash
payments to unemployed-parent families without a relatively long
previous work history.

Trends
Table 4 indicates that GA cash payments have grown steadily

from $1.2 billion in 1978 to an estimated $2.1 billion in 1983, a rise
of 75 percent. Adjusted for price inflation, the rise c.unted to 16
percent. The number of GA recipients increased from 793,000 in
1978 to an estimated 1,275,000 in 1983, a rise of 60 percent.

TABLE 4.-GENERAL ASSISTANCE-RECIPIENTS OF CASH PAYMENTS AND TOTAL AMOUNT,

1936-83'

Year

Average monthly number

(thousands)
Total current

(1°112r"
(millions)

Total
consta nt

1983 dollars
(millions)

Average per-

Case Recipient
Cases Recipients

1936 (2) 34,545 $437 $3,117 (2) 3$8.00
1940 1,410 33,618 405 2,855 $23.93 38.30
1945 244 3507 88 483 29.70 316.55
1950 523 3866 298 1,225 47.55 322.25
1955 326 785 214 790 54.80 22.74
1960 390 1,071 322 1,077 68.82 25.10
1961 433 1,182 356 1,176 68.57 25.11
1962 360 902 293 956 67.81 27.03
1963 349 861 280 902 66.82 27.07
1964 341 782 273 868 66.61 29.07
1965 324 703 259 812 66.69 30.72
1966 297 636 264 803 74.06 34.60
1967 326 713 326 965 83.38 38.07
1968 370 789 421 1,197 94.79 44.51
1969 403 817 472 1,273 97.59 48.15
1970 477 957 618 1,574 107.96 53.82
1971 562 1,009 761 1,857 112.79 62.82
1972 550 889 740 1,750 112.22 69.44
1973 504 746 689 1,532 113.89 76.87
1974 522 758 825 1,654 131.78 90.70
1975 667 964 1,138 2,090 142.24 98.40
1976 685 934 1,228 2,132 149.27 109.56
1977 675 861 1,238 2,018 152.73 119.74
1978 640 793 1,205 1,826 156.96 126.62
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TABLE 4 GENERAL ASSISTANCE RECIPIENTS OF CASH PAYMENTS AND TOTAL AMOUNT,

1936-831Continued

Average monthly

Year
(thousands)

number Total
Total current Average per

dollars
constant

Case RecipientCases
1983 dollars
(millions)Recipients (millions)

1979 647 796 1,231 1,675 158.49 128.84
1980 756 945 1,442 1,730 158.59 127.18
19814 826 1,006 1,731 1,925 174.64 143.39
19824 894 1,089 1,859 1,924 173.28 142.26
19834 1,040 1,275 2,110 2,110 169.07 137.91

Data partly estimated Number of jurisdictions reporting 1960-61, 53, 1962-63, 52, 1964-67, 51, 1968,
48, 1969, 47, 1970, 45, 1971-72, 47, 1973-75, 45, 1976, 44, 1977-78, 42, 1979, 43; 1980-82, 41.

2 Data not available.
3 As of December of each year.

4 Data for these 3 years apply to fiscal year and are from CRS Report 84-99 (cited in footnote 6).
Source of 1936-80 data. Social Security Bulletin, Annual Statistical Supplement, 1983, p. 255.

PENSIONS FOR NEEDY VETERANS, THEIR DEPENDENTS, AND SURVIVORS

Recipients. 2.3 million (FY 1983). Number of children not readily available.
Benefits: 33.9 billion (FY 1983).

The United States has provided pension benefits to non-service-
connected disabled or aged veterans of every major conflict since
the Revolutionary War. The rationale for veterans' pensions has
been to prevent veterans with wartime service and their depend-
ents or survivors from having to live in need. This separate system
of income support for needy veterans has continued despite the
later establishment (in 1935) of federally aided public assistance
programs for the aged or disabled and nearly mthersal social secu-
rity coverage. Pension benefits are enlarged for veterans with de-
pendent children and/or spouses. They are payable to low-income
surviving spouses and children of wartime veterans regardless of
age or disability status. The Federal Government pays the entire
cost of veterans' pensions.

Eligibility
Veterans qualify for pensions provided they served honorably for

at least 90 days, including at least 1 day of wartime service; they
are totally and permanently disabled for reasons not related to
their military service,' and have income below prescribed limits.
At age 65 veterans are considered to be disabled, regardless of
physical conditions. Survivors of veterans who died from non-serv-
ice causes also are eligible for pensions if they meet the income
test.

Veterans disabled because of military ben ice an eligible for compensation payments, for
which there is no income test
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Benefit levels
In calendar year 1985, the maximum pension to a veteran with

no dependents is $5,709, for a veteran with one dependent, $7,478,
for one with two dependents, $8,446.

However, a veteran's widow(er) with a child receives a maximum
of only $5,011, one-third less than a veteran with a child.

The maximum benefit schedule for 1985 is as follows:

Family size' Veteran Widow(er)

1 $5,709 $3,825
2 7,478 5,011
3 8,446 5,979
4 9,414 6,947
5 2 10,382 7,915

' This column refers to the veteran plus dependents, and to the witlow(er) plus children.
2 For each additional dependent, add $968 for 1985.

Virtually all private income of a veteran and his family, includ-
ing social security benefits and adult earnings, is counted as avail-
able and reduces the pension on a dollar-for-dollar basis. Excluded
from countable income, however, are earnings of a child that are
below the child's Federf.1 income tax threshold ($3,430 in 1985)
amounts paid by a child for postsecondary education or vocational
rehabilitation training expenses, and cash welfare aid.
Relationship to poverty thresholds

The schedule of maximum veteran's pensions is not directly re-
lated to poverty thresholds, but, like those thresholds, it is linked
to the Consumer Price In,lex (CPI), and, hence, it generally rises at
about the same rate.8 Cost-of-living adjustments (COLAs) are pro-
vided annually in January and eqt.al the percentage that is grant-
ed to social security benefits (which reflects a rise in the CPI).

The veterans' pension schedule guarantees a 1985 income above
the poverty level for veterans with no more than two dependents.
For widows anJ widowers, and for veterans with three or more de-
pendents, the program's maximum benefits are below the poverty
threshold.

Relationship to other benefit programs
The veterans' pension guarantee for a single veteran exceeds the

basic Federal SSI guarantee by 46 percent. However, some States
supplement SSI to a level above the veteran's pension amount, and,
thus, some veterans may receive an SSI supplement to their pen-
sion.

Trends
As table 5 shows, recipient numbers peaked in 1978, and in 1983

were 35 percent below that peak level. Outlays rose 35 percent
from 1976 to 1983. Adjusted for price inflation, they fell 24 percent.

'Timing and measuring period differemes tu.A.uunt to, ditTeiemes in their rates of growth.
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TABLE 5.PENSIONS FOR NEEDY VETERANS, THEIR DEFENDENTS, AND SURVIVORS:

FEDERAL EXPENDITURES AND NUMBER OF RECIPIENTS, FISCAL YEARS 1976-83

Fiscal year

Expenditures (thousands)
Recipients

(thousands)
Current dollars

Constant 1983
dollars

1976 $2,880 $5,130 3,567
1977 3,127 5,181 3,564
1978 3,258 5,042 3,595
1979 3,525 4,940 3,380
1980 3,585 4,427 3,076
1981 3,755 4,175 2,802
1982 3,879 4,015 2,505
1983 3,894 3,894 2,311

Source: Congressional Research Service.

GENERAL ASSISTANCE TO INDIANS 9

Recipients: 63,900 (FY 83 monthly average).

Benefits: $56.9 million (FY 83).

General Assistance to Indians is 100 percent federally funded
and is operated by the Bureau of Indian Affairs.

Eligibility
In order to qualify a person must be an Indian or an Alaskan

Native. Recipients must live in Alaska or Oklahoma or on (or near)
an Indian reservation in one of 14 other States. Persons must be
considered needy according to State standards, and they cannot be
enrolled in the AFDC or SSI programs. However, they may receive
GA to Indians while their applications are pending for AFDC or
SSI. They must accept available employment that they are "able
and qualified" to perform.

Benefit levels
Since 1944 the Bureau of Indian Affairs has set maximum pay-

ments of this program equal to 100 percent of the standard of
needy established by the relevant State for the same size family en-
rolled in AFDC. This has been the policy even in States that failed
to pay the full need standard to their AFDC families. In six of the
16 States that provide GA to Indians, the State does not pay its full
need standard to AFDC recipients.

Congress in December 1982 directed BIA to bring payments of
the program of GA to Indians "into conformance" with AFDC pay-
ments in those States where the need standard exceeded actual

The description is derived from tht U S Library of Congress. Congressional Research Serv-
ice Cash and Non-Cash Benefits for Persons with Limited Income. Eligibility Rules, Recipient
and Expenditure Data. FY W81 83 lbyl Wee Burke June 18, 1984. Report No. 84-99 EPW. pp.
77-79.
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benefits.' ° Congress acted after some States increased their stand-
ards of need, but not actual payments levels, in apparent response
to a new law (P.L. 97-35) that barred AFDC to families whose gross
income exceeded 150 percent of their State need standard. (Many
States paid AFDC families less than full "need" before the 1981
law, also.)

In January 1984 BIA proposed regulations to implement the con-
gressional directive that GA for Indians not exceed maximum
AFDC benefit levels. The proposed rules would reduce benefits in
Colorado, Idaho, Mississippi, Montana, Nevada, and North Caroli-
na. The sharpest cut would come in Mississippi, where the AFDC
need standard ($286) is almost triple the AFDC maximum benefit
($96) for a family of three persons. 11

The proposed regulations would permit recipients in the six
States where AFDC benefits are below need standards to add to
their GA cash payment earnings or other income, as long as it did
not exceed the gap between need standard and actual payment
level.

The October 1984 maximum payments of GA for Indians still
equalled State AFDC standards of need. For families of three per-
sons they ranged from $223 in Arizona to $554 in Idaho and to $696
in Alaska.

Trends
Table 6 shows that the number of recipients fluctuated over the

last 8 years, from a low of 55,600 in 1981 to a peak of 63,900 in
1983.

Expenditures rose 16 percent from 1976 to 1983. Adjusted for
price inflation, expenditures declined 35 percent.

TABLE 6.-GENERAL ASSISTANCE TO INDIANS. EXPENDITURES AND RECIPIENTS, FISCAL

YEARS 1976-83

Fiscal year

Expenditures (millions)
Recipients

(thousands)
Current dollars

Constant 1983Codollars

1976 49.0 87.3 59.0
1977 52.0 86.2 61.5
1978 50.2 77.7 61.5
1979 51.1 71.7 61.5
1980 53.0 65.5 57.8
1981 52.9 58.8 55.6
1982 56.1 58.1 62.5
1983 56.9 56.9 63.9

Source. Congressional Research Service reports in series on Cash and NonCash Benefits for Persons with
Limited Income: Eligibility Rules, Recipient and Expenditure Data.

" Statement of managers CAmfereme report on H.R. 7356. House Report 97-978. December
17, 1982.

The initial proposed regulation, issued January 11, 1984 iFederal Register, p. 1331 2), pro-
vided a flout level of protek.tion, iianiely, a maximum benefit equal to one-third of the national
poverty threshold, but this was withdrawn in a January 19 revision Federal Register, p. 2267).
The original proposal would have provided in Indian family of three persons a guarantee of
$221, one-third of the 1983 poverty threshold This wmpares with actual AFDC maximum, as of
January 1, 1984, of $96 in Mississippi and $202 in North Carolina. A BIA official said the origi-
nal erupwal was disapproved by the Office of Management and Budget i0MIL and had been
published in error.
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CASH ASSISTANCE TO REFUGEES AND CUBAN/HAITIAN ENTRANTS

Recipients. 170,000 (Sept. 1983). Number of children not readily available.
Benefits: $291.9 million (FY 1983).

The Federal refugee assistance program reimburses States 100
percent for the non-Federal share of AFDC payments made to refu-
gees and entrants, and for any State supplementary payments to
them uncle' SSI. It also provides "refugee cash assistance ' to needy
refugees and entrants who are categorically ineligible for AFDC or
SSI.

Eligibility

In order to qualify for refugee assistance a person must (a) have
been admitted to the United States as a refugee under provisions of
the Immigration and Nationality Act, or (b) be a Cuban or Haitian
paroled into the United States between April 20 and October 10,
1980, and designated "Cuban or Haitian entrant," or (c) be a Cuban
or Haitian national who arrived in the United States after October
10, 1980, who has a pending application for asylum or is subject to
exclusion or deportation, and against whom a final order of depor-
tation has not been issued."

If a needy refugee or Cuban or Haitian entrant is aged, blind, or
disabled, he or she is eligible for SSI payments on the same basis
as citizens or permanent resident aliens. Refugees or entrants who
meet the income and assets tests prescribed by their State for
AFDC, as well as the categorical requirements of the State's AFDC
program, are eligible for AFDC benefits. Those who meet the
State's income and assets tests but who are not categorically eligi-
ble for AFDC or SSI qualify for "refugee cash assistance." (For ex-
ample, a single refugee or childless or employed couple could re-
ceive refugee cash assistance if considered needy by State AFDC
standards.)

Effective April 1, 1981, only refugees or entrants in the United
States three years or less qualify for cash assistance reimburse-
ments. Effective April 1, 1982, the special renzgee caola assistance

" This prugtam description i.s drawn frum U.S Library of Congress. Congressional Research
Service Cash and NotiCabh Benefits Fut Persons With Lanited Income. Eligibility Rules, Recip-
ient and Expenditure Data, FY 1981 83 ihy) Vee Burke, June 18, 1984. Report No. 84-99 EPW.
p. 71-72.
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made available to those refugees or entrants who are categorically
ineligible for AFDC or SSI ends 18 months after the individual's
entry into the United States. For the next 18 months, States may
be reimbursed 100 percent by the refugee program for any cash aid
made available to these refugees and entrants through a State or
local general assistance program.

Benefit levels
Benefit levels for refugees and entrants who qualify for AFDC or

SSI are the levels established for these programs. "Refugee cash as-
sistance" payments are based on the State's AFDC payment to a
family unit of the same size.

Trends
Expenditures and recipient numbers under this program peaked

in 1981 as table 7 shows. Between 1981 and 1983 the number of re-
cipients fell by more than 50 percent.

TABLE 7.CASH ASSISTANCE TO REFUGEES AND CUBAN/HAITIAN ENTRANTS

Fiscal year

Expenditures (millions)
Recipients

Constant 1983 (thousands) 1
Current dollars

dollars

1979 2 71.6 100.4 88
1980 2 198.3 244.9 184

1981 377.5 419.7 360
1982 326.4 337.9 252
1983 245.8 245.8 170

1 Estimate.
2 Data refer to a predecessor refugee program.

Source. CRS report in Series on Cash and Non-Cash Benefits for Persons of [muted Income.

III. ENERGY AID

LOW-INCOME HOME ENERGY ASSISTANCE

Reupients theating, aid only). 6.3 million households tFY84). From 2.2 to 32 million
estimated to include children.'3

Total benefits: $1.9 billion (FY84).

The 100 percent federally funded Low-Income Home Energy As-
sistance Program (LIHEAP) helps low-income households cope with
the cost of residential energy. The program evolved from a series of
crisis-oriented programs in the late 1970s, that cost about $200 mil-
lion a year, and now offers general assistance with residential
energy costs at an annual cost of about $2 billion. States design
and administer the program within Federal guidelines. It is fi-

"An additionai 2 million households received weatherizittlyn, energy related emer
gency assistance. Since households may receive more their, one type of assistance, an uhduplicat
ed total count of households assisted is not available.
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nanced by grants authorized in title XXVI of the Omnibus Budget
Reconciliation Act of 1981, as amended. For fiscal years 1984 and
1985, Congress apprcTriated $2,075 and $2,100 million, respectively.

Under Federal kw , States may use funds to pay h,ie heating
and cooling costs, weatherize homes, and provide energy-related
emergency assistance. Typically, States provide heating or cooling
cost assistance through direct cash payments to households, energy
vouchers, two-party checks (checks must be signed by both the ben-
eficiary and the energy supplier), or a combination of these meth-
ods. States help weatherize homes by buying materials, paying for
installation, or both. The forms of emergency assistance vary con-
siderably.

Expenditures and recipient data for the FY 1984 program are as
follows:

Expenditures Recipient
Types of assistance households(millions)

(thousands)

Heating $1,400 6,500
Cooling 33 500
Weatherization 202 367
Energy-related emergency assistance 232 1,100

Source Department of Health and Human Resouices, Office of Family Assistance, Office of Energy Assistance,
July, 1984 Survey of State energy assistance offices.

Relationship to poverty status
LIHEAP's relationship to the poverty status of families is un-

clear. Congress designed LIHEAP to help low-income households
maintain a standard of living in the face of escalating energy costs,
rather than to help raise their standard of living. Reducing poverty
was not an explicit goal of the program. The Census Bureau does
not count energy assistance payments as part of family money
income, so LIHEAP has no effect on the official count of poverty.
Energy assistance payments have not been counted in any of the
alternate measures of poverty published by the Bureau. Also, Fed-
eral law permits assistance to households with incomes significant-
ly above the poverty threshold.

On the other hand, the program does increase the total economic
resources available to a household. The Government recognizes
home energy as essential to the basic needs of individuals, and
helps enable some households with limited resources obtain this
basic necessity. In this sense, LIHEAP is akin to such programs as
food stamps and subsidized housing. These and other in-kind bene-
fits increase the economic well being of beneficiaries, releasing
some money income for other needs.

LIHEAP is not aimed specifically at poor children. First, the
presence of children in a household is not an eligibility require-
ment. Second, the law permits aid to a household with income
above the poverty threshold. Third, the only population groups sin-
gled out in Federal law for special consideration are the elderly
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and the handicapped." However, since children make up a large
percentage of the poor, (almost 40 percent in 1983), families with
children in poverty are major beneficiaries of LIHEAP.'s The
March 1984 Current Population Survey estimates that almost 50
percent of the families and individuals reporting receipt of energy
assistance were families with children. Of these families, almost 75
percent had income below the poverty line.16 (Estimates of LI-
HEAP's potential impact on the incidence of poverty among fami-
lies with children are presented later.)

Eligibility
Federal law sets maximum income and categorical eligibility

standards for energy assistance. States may use more restrictive
standards. Eligibility is determined on a household basis. The stat-
ute defines a household as a group of individuals living together as
an economic unit who customarily purchase residential energy as a
unit. A household meets the Federal eligibility standards (a) if one
or more members of the household receives AFDC, food stamps,
SSI, or veterans pensions or Dependency and Indemnity Compensa-
tion," or (b) if the household has a total income of less than the
greater of 150 percent of poverty or 60 percent of a State's median
income, adjusted for family size. For a 4-person household in FY
1985, 60 percent of estimated median income ranged from $12,426
in Arkansas to $21,217 in Connecticut and in most States exceeded
the alternative income ceiling of 150 percent of poverty.

Over time, Federal eligibility standards for energy assistance
have been liberalized somewhat. Before FY 1980, the energy pro-
grams of the Community Services Administration set the income
ceiling at 125 percent of the poverty thresholds. The interim pro-
gram that operated in FY 1980 expanded eligibility to include some
cash welfare recipients with higher incomes. The FY 1981 program
continued eligibility for cash welfare recipients and raised the max-
imum income limit to 100 percent of the Bureau of Labor Statistics
lower living standard. Although the lower living standard varied
by region and had different increments from the poverty thresh-
olds for various family sizes, its national average value for an
urban family was equivalent to approximately 135 percent of the
poverty threshold for a 4-person family. The FY 1982 program in-
creased income eligibility to the higher of either 150 percent of pov-
erty or 60 percent of a State's median income (adjusted for family
size). The FY 1982 rules are still in place. The Congressional Re-

"States must make assurances that they will provide outreach activities to ensure that these
groups are aware of available assistance. In practice, many States go beyond outreach, and have
programs I, make it eusiet for the elderly and handicapped to apply fur and receive benefits.

In FY 1981, households with "young children" were a priority group under Federal regula-
tions.

'Analysis of energy assistance based on CPS reporting is risky. First, the CPS questions indi-
viduals ut,ly about receipt of heating assistance. Heating assistance accounted for about 65 per-
cent of tutal available funds in FY 1983. Second, less than 70 percent of the households that
received heating assistance in 1983 reported receiving such benefits on the CPS.

'' However, AFDC foster care childrepon are not ,ategulically eligible, nor are SSI recipients in
institutions receiving Medtcuid, ut who Ilve In shared housing resulting An reduced benefits, or
who are children living at home. Veterans pension recipients include needy survivors and de-
pendents of veterans who were disabled by a cause other than military service. Eligible for De-
pendency and Indemnity Claweribauun are parents of a veteran who died from a 5e ry ce-c u n.
nected cause, provided their income is below specified limits.
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search Service estimates that 22 million households net Federal
eligibility guidelines for energy assistance benefits in FY 1983.

Program goals and target groups
Two basic assumptions underlie LIHEAPthat residential

energy, especially for heat, is essential to individual well-being and,
that due to the energy price shocks of the 1970s, the cost of basic
needs is excessive for those with low incomes. LIHEAP provides
partial payment of utility bills, encourages lower overall energy
bills through weatherization, and assists those with energy-related
emergencies, such as the breakdown of a furnace.

Congress designed LIHEAP primarily to help low-income house-
holds "tread water" against a rising tide of energy prices, rather
than to help lift them out of poverty. Since the program does in-
crease recipient's economic resources, however, some anti-poverty
effect should be expected (see below).

The design of LIHEAP recognizes the special vulnerability of the
elderly and the handicapped to extremes of heat and cold. The law
governing the FY 1981 program required States to give priority
treatment to these groups, as well as to "households with young
children." As a result, DHHS approval of outreach activities and
benefit levels was required for these groups. The legal requirement
for priority treatment was relaxed beginning in FY 1982, but the
elderly and the handicapped continue to have a special status in
the program, although the method for outreach now is lef to the
States and no priority in benefit levels is required.

Priority treatment of young children was discontinued after
1981. However, children make up a significant portion of the poor;
and because enrollment in AFDC makes a household potentially el-
igible for benefits, households with children are a major group of
LIHEAP beneficiaries.

Trends in participation
Reliable information on trends in the participation of families

with children in LIHEAP does not exist. Two sources of data, the
Department of Health and Human Services' report to Congress on
LIHEAP for FY 1981 and the March 1984 Current Population
Survey, give a partial picture of the extent to which LIHEAP
reaches families with children.

In FY 1981, households either applied for LIHEAP benefits or, in
som e States, received benefits automatically, based on enrollment
in other welfare programs (such as AFDC, food stamps or SSI).
Table 8 shows the percent of applicant households receiving
LIHEAP by priority group. Note that, nationally, 32.9 percent of
the applicant households had at least one young child." Two
States, Connecticut and Pennsylvania, reported that more than 50
percent of applicant households had a young child. Table 9 shows
the percent of households receiving automatic LIHEAP payments
on the lx.sis of their participation in other programs in the 11
States that used this option. More than 40 percent of automatic
payment households also received AFDC, and therefore, included

" The definition of a "young child" varied from State to State.

-453: Ti -
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children. In three States, Michigan, New Jersey, and New York,
AFDC families accounted for more than 60 percent of automatic
payment households. It is not known what percentage of house-
holds receiving automatic payments based on participation in pro-
grams other than AFDC had children. A second source of LIHEAP
data, the March 1984 CPS, shows that of the families that reported
receipt of LIHEAP heating assistance in FY 1984, 48 percent had
children. Of these families, 74 percent had incomes below the pov-
erty threshold. Although these data are neither comprehensive nor
completely reliable, they indicate that poor families with children
are a significant portion of the LIHEAP caseload.

TABLE 8.--PERCENT OF APPLICANT HOUSEHOLDS RECEIVING HEATING ASSISTANCE BY

SPECIFIC TARGET GROUP CHARACTERISTICS BY STATE, FISCAL YEAR 1981

State Total

Percent I

Elderly
Handl-

capped

Migrant
workers

Young

children

Total

Percent
4,529,479 (2)

39.0
(2)

16.1
(2)
0.i

(2)
32.9

Alabama 3 113,623 52.0 13.7 .1 21.1
Alaska 8,279 22.8 14.3 32.1
Arizona 33,431 23.8 18.5 3.3 36.9
Arkansas 17,834 40.9 11.1 .3 27.1
California 358,128 (4) (4) (4) (4)

Colorado 80,048 33.5 25.9 1.5 24.0
Connecticut 56,447 23.9 13.0 .6 50.2
Delaware 13,355 30.5 7.5 .7 (4)
District of Columbia 18,415 32.3 10.0 .1 40.
Florida 97,339 39.0 20.7 1.9 26.1

Georgia 139,077 49.9 19.2 .2 22.6
Hawaii 1,794 24.3 8.3 (5) 49.0
Idaho 24,196 28.6 12.4 1.2 32.8
Illinois 157,824 42.3 19.0 .2 27.0
Indiana 3 119,895 4.7 20.8 (6) (4)

Iowa 69,933 45.2 11.9 (5) 35.8
Kansas 47,022 38.2 22.9 .4 36.5
Kentucky 92,183 38.5 12.4 .1 24.4
Louisiana 8,000 14.9 8.7 (6) 7.4
Maine 52,610 40.0 14.5 .1 23.4

Maryland 64,118 31.1 5.6 .1 41.7
Massachusetts 7

Michigan
137,424
349,827

31.7
39.4

14.8
2.8

(6)
( )

(4)
17.

Minnesota 111,141 40.0 12.8 .1 29.5
Mississippi 64,327 55.4 13.8 .8 38.3

Missouri 123,658 56.7 34.3 (5) 20.1
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TABLE 8.- PERCENT OF APPLICANT HOUSEHOLDS RECEIVING HEATING ASSISTANCE BY

SPECIFIC TARGET GROUP CHARACTERISTICS BY STATE, FISCAL YEAR 1981-Continued

State Total

Percent I

Elderly
Handl.
capped

Migrant
workers

Young
children

Montana 3 16,887 38.8 24.2 .3 37.6
Nebraska 28,096 38.2 13.6 .1 39.7
Nevada 9,896 57.7 20.5 (6) 30.5
New Hampshire 26,936 46.8 19.5 .4 39.1

New Jersey 8 54,517 9 28.4 (10) (4) (4)
New Mexico 33,077 35.8 36.5 .2 (4)
New York 452,679 39.5 24.7 (5) 41.6
North Carolina 214,501 (4) (4) (4) (4)
North Dakota 11,401 36.6 15.6 .1 29.0

Ohio 3 279,657 31.7 16.8 .4 (4)
Oklahoma 72,260 46.0 11.6 (6) 35.7
Oregon 8 38,870 41.5 14.6 1.2 22.4
Pennsylvania 324,878 36.9 7.0 (6) 50.4
Rhode Island 29,149 30.2 15.6 .4 28.1

South Carolina 36,875 56.1 9.4 (5) 34.5
South Dakota 12,999 51.4 24.3 .3 27.8
Tennessee 75,975 47.0 21.9 .2 26.0
Texas 11,191 44.6 15.2 (4) 48.2
Utah 23,304 29.7 25.3 .4 38.7

Vermont 20,800 26.2 .3 (5) 33.1
Virginia 104,158 36.2 22.4 .1 49.9
Washington 98,826 24.5 16.2 1.1 31.0
West Virginia 75,996 28.7 8.7 33.0
Wisconsin 109,825 28.0 15.7 (5) 35.2
Wyoming 1 6,792 37.8 10.0 41.5

' The percentage distributions of the U.S. total and for selected States were computed on a base that was
less then the total number of applicant households assisted. Data were not available on the total number of
households assisted or for household participation in specific programs in some States.

2 The totals for these columns do not represent national totals. Not all States reported these characteristics
for applicant households assisted. The national percentages reflecting participation iii other assistantx programs
were computed based on only those States reporting the program participation The totals for the reporting
States were as follows. AFDC -1,025,085, food stamps-1,675,744, SSI--852,090, VA-146,672, and GA-
210,156.

2 Includes eligible tenant household data. Alabama-4,285, Indiana-117, Montana-575, and Ohio--
31,454.

4 State did not have a general assistance program.
6 Reflects only those AFDC and SSI households that received an automatic payment and also had an

application approved for a supplemental benefit.
Data not available.

' Includes households that received general assistance and, of assistance from other public and private
sources.

8 Base excludes 2,603 households, data not available.

3
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° Excludes households that received an automatic payment and also had an application approved for a
su mental benefit due to especially low income or high energy costs. New Jersey-16,000 and Oregon-
21, 66.

'° Data based on a 10 percent random sample of households assisted, selected by the State and compiled by
the Office of Reserach and Statistics.

Source. Low Income Energy Assistance Program, Report to Congress for fiscal year 1981, Department of
Health and Human Services, Social Security Administration, Office of Family Assistance, Office of Energy
Assistance; Aug. 31, 1982.

TABLE 9.-LIHEAP. PERCENT OF HOU:I:HOLDS RECEIVING AUTOMATIC PAYMENTS FOR

HEATING ASSISTANCE CLASSIFIED BY PARTICIPATION IN PROGRAMS PROVIDING CATE-

GORICAL ELIGIBILITY, BY STATE, FISCAL YEAR 1981 1

State 2 Total

Percent

AFDC
Food

stamps
SSI Other 3

Total 4 2,737,451 1,129,180 597,910 844,624 165,737
Percent 100.0 41.2 21.8 30.9 6.1

Arkansas 82,530 5.0 66.4 28.6
California 759,136 43.1 56.9
Hawaii 19,810 51.8 33.9 14.3
Illinois 320,061 51.4 26.7 1.9 14.0
Louisiana 122,523 2.1 87.6 10.3
Michigan 292,772 63.3 36.7
New Jersey 132,053 69.6 30.4
New York 428,851 63.5 34.7 1.8
Oregon 65,229 100.0
Texas 467,581 15.1 61.0 23.9
Wisconsin 46,905 93.9 6.1

' Based on unduplicated counts of households receiving automatic payments as
2 Only 11 States elected to provide automatic payment to categorically eligible

assistance.

3 This category consisted mostly r` those households receiving general assistance.
Includes 536,586 households that received an automatic payment and also had an

a supplemental benefit due to especially low income or high energy costs.

reported by the States.
households for heating

application approved for

Potential impact on poverty
The Census Bureau does not count LIHEAP benefits as income

for purposes of measuring poverty. Therefore, the $2 billion spent
on energy assistance has no effect on the official poverty rate, nor
on the poverty gap. Estimating the potential impact on poverty is
difficult. Energy assistance benefits come in a number of forms in-
cluding cash, direct payment to fuel distributors, weatherization
materials and labor, and in kind emergency assistance such as fur-
nace repair or space heaters. In theory, methods for valuing these
various forms of benefits could be developed. However, data do not
exist to tell vv1 at households receive which noncash benefits, and
so the poverty status of beneficiary households cannot be deter-
mined.

Despite data and methods problems, LIIIEAP's potential impact
on poverty can be examined. In FY 1984, States spent approximate-
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ly $1,397 million on heating assistance." State heating assistance
payments ranged that year from about $100 to $600 per household
and averaged $225 nationally. According to the March 1984 CPS,
65 percent of the persons receiving heating assistance had an
income below the poverty line. Therefore, if aid was evenly distrib-
uted by income class, States paid roughly $908 million in heating
assistance ($1,397 million X .65) to poor persons.

If States used the $908 million only for assistance to poor fami-
lies with children, and made equal payments to all families with
children at the low State average benefit level ($100), 9 million
poor families could have been assisted. But only 105,000 poor fami-
lies with children had a poverty gap so sma11,2° thus, 8.9 million
families would have remained poor even if their $100 energy bene-
fits were counted as income. If all States paid the national average
benefit level ($225), 4 million families could have been assisted. But
only 177,000 poor families with children had a poverty gap of $225
or less. At a payment level of $600 (State high average), 1.5 million
families could have been assisted. But only 412,000 families with
children had poverty gaps of $600 or less. At maximum then, the
FY 1984 program could have eliminated about 400,000 poor fami-
lies with children from poverty if the program benefits were count-
ed as cash income. A more reasonable estimate would be closer to
the 177,000 families whose poverty gap was not above the national
average payment level of $225. This represents a potential reduc-
tion in the number of poor families with children of about 2 per-
cent."
Relationship to other programs

Little direct .relatio*ship exists between energy assitance and
other means-tested Federal programs. The Low-Income Home
Energy Assistance Act of 1981 prohibits counting energy assistance
benefits as income for purposes of determining eligibility or benefit
levels for any other Federal program. Therefore, no direct linl
exists between LIHEAP benefits and other program benefits, such
as exists between food stamps and AFDC. Also, Federal law does
not require that energy assistance benefit levels directly be related
to family income and size, as usually is the case in cash assistance
programs. In determining benefits, States may consider severity of
climate, energy expenditures, fuel type, and housing type, as well
as income and other family characteristics like age.

Nonetheless, because many recipients of energy assistance bene-
fits also receive other means-tested assistance, LIHEAP can be con-
sidered part of the "safety net" available for some needy house-
holds.

" In FY 1984.75 percent of LIHEAP benefit expenditures went for heating assistance.
" Poverty gap estimates from March 1934 Current Population Survey. The poverty gap is the

difference between a family's poverty threshold and tts total mone ...come &including cash
transfers/.

' Even this estimate is probably high. Staten make payments to h ,useholds, not families, so
that portion of the assistame payment available to a family would I> somewhat less than the
iv.: payment amo,,,, Ali,., States make payments to families and onrtiated individuals without
children. On the abet hand, this estirnste does not count the 25 pen.int of energy assistance
benefits provided for cooling. weatherization, or crisis assistance.

45
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Trends in spending
As table 10 shows, LIHEAP funding declined 10 percent from

1981 to 1982, then rose 6 percent above the 1981 level. Adjusted for
price inflation, outlays, fell 10 percent between 1981 and 1984.

TABLE 10.FEDERAL EXPENDITURES FOR LOW-INCOME HOME ENERGY ASSISTANCE

PROGRAM, FISCAL YEAR 1981-84

Fiscal year

Expenditures by States (millions)

Current dollars
Constant 1984

Recipient
households

(thousands) 1

1981 1,783 2,063 7,100
1982 1,609 1,733 8,200
1983 1,898 L975 8,700
1984 1,867 1,867 8,500

Numbers reflect some double counting of households that received multiple program benefits.

IV. CHILD NUTRITION PROGRAMS

The Federal Government provides both cash and commodity as-
sistance programs aimed at improving child nutrition. There are
two general types of suci, programs. those providing assistance for
meal service in institutions, such as schools, and those providing
supplementary food for consumption at home. Some of the pro-
grams are limited to the financially needy, including children,
while others are for all children but include special incentives for
serving low-income children. Although the programs are not de-
signed to reduce poverty among children, they generally seek to re-
lieve poverty-related problems such as nutrition related poor
health and educational performance.

The major Federal child nutrition programs are the school lunch
program, the school breakfast program, the summer food service
program, and the special and commodity supplemental food pro-
grams for women, infants and children (WIC and CSFP). The FY83
funding levels and the number of participants in these programs
are shown below:

[In millns1

Fiscal year 1983

Funding Partic;pants

School lunch 1$2,325.9 2 23.0
School breakfast 345.4 2 3.5

Summer food service 91.9 3 L4
WIC 1,184.4 4 2.5
CSFP 39.8 .14

I Cash only Does not include commcrilly assistance
2 Includes nnpor children (average daily)
3 Peak month avenge

Average monthy.
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This section briefly discusses these five child nutrition programs,
covering eligibility criteria for participation, program goals,
number and characteristics of children served, inter-relationships,
and possible impact on poor children. Another major Federal child
nutrition program, the child care food program, is discussed in the
section on day care programs.

INSTITUTIONAL MEAL SERVICE: SCHOOL LUNCH

The school lunch program can be traced back to the 1930s, but
the program was not permanently authorized until passage of the
National School Lunch Act in 1946 (Pl. 79-396).

Under the school lunch program, Federal assistance is provided
to schools serving lunches that meet specified nutritional stand-
ards. The Federal assistance is in the form of cash and commodity
reimbursement for each meal served. The rate of cash reimburse-
ment varies according to the family income of the participating
child, although all meals are minimally subsidized regardless of
family income. Free meals must be offered to children whose
family income is no greater than 130 percent of the Federal pover-
ty guidelines and reduced price meals to children whose family
income is between 130-185 percent of the guidelines. Additional re-
imbursements are provided for each meal served to these poor and
near-poor children. In addition to the cash reimbursements, com-
modities valued at a specified amount are provided for each school
lunch served, without regard to the family income of participating
children.

As originally instituted, the school lunch program required that
free or reduced-price lunches be provided for children unable to
pay the full price, but did not target special funds for this purpose.
The program was changed by a 1962 amendment that provided for
special assistance for free and reduced-price lunches served in
schools located in low-income areas. In 1970, availability for this
special assistance was extended to all schools and in 1971, the fund-
ing arrangement for the program was changed from State grants
based on enrollment to "performance funding," with specified re-
imbursements provided for each lunch served. This later became
an income-tested program for free and reduced price lunches based
on income guidelines set by the Secretary of Agriculture. Income
eligibility ceilings for free and reduced price lunches were expand-
ed by Congress and now stand at 130 percent of the Federal pover-
ty income guidelines for free lunches (a ceiling equal to $13,260 for
a 4-person family in the year ending June 30, 1985) and between
130 percent and 185 percent of these guidelines for reduced-price
lunches. Table 11 shows the number of paid and free or reduced
rate participants in the school lunch program from FY 1947-1983.

46-869 0 - 85 - 18 . 4-'.37
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TABLE 11.- NATIONAL SCHOOL LUNCH PROGRAM, CHILDREN PARTICIPATING, SELECTED

YEARS 1947-83 1

[In millions]

Fiscal year Total
Paid lunch

participants
(sec. 4)

Free and reduced
price participants

(sec. 11)2

1947
1950
1955 y
1960
1965

6.6
8.6

12.0
14.1
18.7

NA

NA

NA

NA

NA

NA

NA

NA

NA

NA

1970 22.6 17.0 5.6
1971 24.1 17.9 6.2
1972, 24.4 16.6 7.8
1973 24.7 16.1 8.6
1974 24.6 15.5 9.1
1975 24.9 14.9 10.0
1976 25.5 14.7 10.8
1977 26.3 14.5 11.8
1978 26.7 14.9 11.8
1979 27.1 15.4 11.7
1980 26.6 14.7 11.9

1981 25.8 13.3 12.5

1982 22.9 11.5 11.4

1983 23.2 11.2 12.0

I 9.month average monthly participation.
2 Free lunch participants account for 93 percent of the totals in this column.

Source. U.S. Department of Agriculture. Annual Statistical Review. Food and Nutrihon Program, fiscal year
1981; and Food Program Updates.

The federally guaranteed reimbursement rates created in 1971
for all categories of lunches under the school lunch program have
also changed. Initial changes (in the period 1972-1974) increased
the amount of reimbursement, and required that the reimburse-
ment rate be adjusted for price inflation twice yearly. Later
changes under the reconciliation acts of 1980 and 1981 attempted
to control spending under the school lunch program by limiting the
inflation adjustment to once a year and lowering federally mandat-
ed school lunch reimbursement rates." The Administration's re-
quest for both FY83 and FY84 recommended additional changes to
further control spending under the school lunch program. Howev-
er, Congress rejected these recommendations.

sz For more information on the school lunch program. see CRS Report R3 5:39 EPW, School
Lunch Program. Brief Description, History and Data. by Jean Yavis Jones 14 p.
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TABLE 12.-FEDERAL CASH ASSISTANCE FOR THE NATIONAL SCHOOL LUNCH PROGRAM'

[Obligations in thousands of dollars]

Basic (sec. Constant Slal Constant
Fiscal year

4) 2 1983 dollars
assts ance

(sit 1983 dollars
Total

Constant

1983 dollars

1947 59,853 278,553 59,853 278,553
1948 53,948 228,688 53,948 228,668
1949 58,752 240,777 58,752 240,777

1950 64,521 269,203 64,521 269,203
1951 68,156 267,939 68,156 267,939
1952 66,294 249,148 66,294 249,148
1953 67,071 248,440 67,071 248,440
1954 67,177 246,723 67,177 246,723

1955 68,935 254,284 68,935 254,284
1956 66,826 245,612 66,826 245,612
1957 83,775 299,206 83,775 299,206
1958 83,708 289,365 83,708 289,365
1959 93,794 319,842 93,794 319,842

1960 93,647 314,926 93,647 314,926
1961 93,628 310,830 93,628 310,830
1962 98,680 324,268 98,680 324,268
19633 108,537 352,485 108,537 352,485
1964 120,793 386,771 120,793 386,771

1965 130,413 412,295 130,413 412,295
1966 139,016 430,152 1,866 5,774 140,822 435,740
1967 147,657 443,183 1,958 5,877 149,615 449,060
1968 154,732 449,417 4,878 14,168 159,610 463,586
1969 161,151 446,553 42,021 116,441 203,172 562,995

1970 167,995 439,494 132,012 345,359 300,007 784,853
1971 225,667 561,425 306,155 761,667 531,882 1323,241
1972 248,418 596,509 491357 1,179,861 739,775 1,776,370
1973 324,102 748,052 555,307 1,281,691 879,409 2,029,744
1974 407,923 864,190 681,540 1,443,852 1,089,463 2,308,042

1975 466,856 890,609 818,373 1,561,190 1,285,229 2,451,799
1976 511,300 910,776 998,350 1,778,355 1,509,650 2,689,130

TO 4 66,856 115,141 125,786 216,631 192,642 331,771
1977 561,674 930,552 1,105,251 1,831,121 1,666,925 2,761,673
1978 618,200 956,644 1,205,793 1,865,924 1,823,993 2,822,568
1979 684,600 960,246 1,299,100 1,822,167 1,983,700 2,782,413

1980 773,100 954,756 1,508,500 1,862,954 2,281,600 2,817,710
1981 708,700 787,965 1,672,400 1,859,450 2,381,100 2,647,303
1982 420,700 435,474 1,770,400 1,832,571 2,191,100 2,268,045
1983 446,900 446,900 1,958,600 1,958,600 2,405,500 2,405,500

fa 9
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Does not include commodities or cash payments in lieu of commodities.
2 Includes Federal revenues provided under all of sec. 4. This includes the basic assistance provided for

lunches served free or at reduced price which also receive special assistance subsidies shown under col. 2.
Although funding for the special assistance program was authorized beginning in fiscal year 1963, the

program was not funded until fiscal yea( 1966.
4 Transition quarter-period from July 1 through Sept. 30, 1976, just prior to the official change in the

fiscal year from July 1 through June 30 to Oct 1 through Sept. 30.

Source U.S Department of Agriculture, Food and Nutrition Service. Budget explanatory notes, and food
program data.

INSTITUTIONAL MEAL SERVICE: SCHOOL BREAKFAST

The school breakfast program provides Federal funds to assist in
providing breakfasts to children in schools and residential child
care institutions. The funding is provided to States based on a man-
dated reimbursement rate that varies according to the family
income of participating children and is annually adjusted for infla-
tion. In addition, higher reimbursements are available for certain
schools that are determined to be in severe need. The programs
must operate on a nonprofit basis and the breakfasts must meet
nutritional standards set by the Secretary of Agriculture.

To receive free breakfasts under this program, children must
come from families with incomes that do not exceed 130 percent of
the Federal poverty income guideline. Reduced price breakfasts
must be offered to children from families with incomes between
130 percent and 185 percent of the OMB poverty level. Approxi-
mately 90 percent of children served by the breakfast program re-
ceive free or reduced price breakfasts. Table 13 shows the annual
number of free, reduced price, and paid meals and the funding
levels under the school breakfast program from FY 1967-1983.

TABLE 13.-SCHOOL BREAKFAST PROGRAM-FUNDING AND PARTICIPATION I

Fiscal year

Average daily participation Program level
(thousands)

Total Free Reduced Paid
Funding

Constant

1983
dollars

1967 80,000 2 60,000 20,000 573 1,720
1968 200,000 2 100,000 100,000 2,000 5,809
1969 300,000 2 200,000 100,000 5,540 15,351
1970 600,000 2 400,000 200,000 10,870 28,437
1971 1,000,000 2 800,000 200,000 20,140 50,105
1972 1,100,000 2 900,000 200,000 24,422 58,643
pm 1,300,000 1,100,000 30,000 170,000 37,002 85,404
1974 1,500,000 1,200,000 20,000 280,000 58,521 123,978
1975 2,000,000 1,600,000 50,000 350,000 83,000 158,337
1976 2,300,000 1,900,000 70,000 330,000 116,500 207,521
TQ 3 2,100,000 1,700,000 80,000 320,000 16,963 29,167
1977 2,600,000 2,100,000 100,000 400,000 144,076 238,698
1978 2,800,000 2,200,000 240,000 460,000 184,269 285,150
1979 3,200,000 2,500,000 200,000 500,000 216,435 303,580
1980 3,566,800 2,756,800 251,600 558,400 246,985 305,020

4
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TABLE 13. SCHOOL BREAKFAST PROGRAM FUNDING AND PARTICIPATION ' Continued

Fiscal year

Average -dairy participation

Total Free Reduced Paid

Program level
(thousands)

Constant
Funding 1983

dollars

1981 4 3,810,000 3,050,000 250,000 510,000 331,700 368,799

1982 4 3,320,000 2,800,000 160,000 360,000 320,400 331,652
1983 4 3,380,000 2,890,000 150,000 338,000 350,600 350,600

Flom, U.S. Department of Agriculture, Food and Nutrition Service budget documents and appropriations
hearings for various years, unless otherwise noted.

2 Participation not separated for these years.
3 Transition quarterperiod from July 1, 1916 through Sept, 30, 1916 Just prior to the official change in

the fiscal year from July 1 through June 30 to Oct. 1 through Sept. 30.
4 Numbers from the U.S. Department of Agriculture, Food and Nutrition Service, Food Program Updates.

INSTITUTIONAL MEAL SERVICE: SUMMER FOOD SERVICE

The summer food program provides Federal funding for meals
served during the summer months to children in programs operat-
ed by schools or municipal or other government agencies in areas
where at least one-half of the children are eligible to receive free or
reduced price school lunches. Under this program, meals and
snacks may be served free to all children participating in regular
summer programs and to children in camps whose family incomes
are at or below 185 percent of the OMB poverty level. The Federal
reimbursement rates are set by law and adjusted for inflation an
nually. Table 14 shows the expenditures, number of children par-
ticipating, and meals served under the summer food service pro-
gram from FY 1969-1983.

TABLE 14.SUMMER FOOD SERVICE PROGRAMFUNDING AND PARTICIPATION, FISCAL

YEARS 1969-83

Fiscal year
Expenditures

(thousands) 2

Constant 1983
dollars

(thousands)

Ctoldmn
participating

(peak
(thousands)

month)
Meals served

(millions)

1969 309 856 98.6 2.1

1970 1,753 4,586 226.9 8.2

1971 8,112 20,181 569.0 29.0

1972 21,817 52,388 1,080.0 73.5

1973 26,547 61,273 1,437.0 65.4

1974 33,532 71,038 1,402.8 63.6

1975 50,230 95,823 1,784.7 84.3

1976 73,379 130,710 2,453.8 104.8

TO 4 144,623 249,072 3,455.0 197.9
1977 129,649 214,796 2,791.0 170.4

454



524

TABLE 14. SUMMER FOOD SERVICE PROGRAMFUNDING ANO PARTICIPATION, FISCAL

YEARS 1969-83Continued

Fiscal year
Expenditures

(thousands) 2

Constant 1983

(thd:ulsalarnsds)

Children
participating

(peak month)
(thousands) 3

Meals served
(millions)

1978 100,266 155,158 2,333.7 120.3
1979 112,509 157,810 2,126.0 121.8
1980 113,194 139,791 1,922.0 108.2
1981 105,426 117,218 1,926.0 90.3
1982 87,426 90,496 1,418.0 69.8

1983 94,500 94,500 1,300.0 70.8

' The summa program operates only in the summer monthspart of May through part of September. For
this table, fiscal years 1969 76 begin July 1 of the preceding calendar year and end on June 30 of the fiscal
year indicated. Beginning in fiscal year 1977, the fiscal year was changed to an Oct. 1 Sept. 30 period, so the
fiscal year reflects the calender year months of program operation, MaySeptember.

2 Excludes commodities.

3 Peak participation month is July.
*Transition quarter period from July 1 through Sept 30, 1976, just prior to official change in fiscal year

from July 1, through June 30 to Oct. 1 through Sept 30.

Source: U.S. apartment of Agriculture, Food and Nutrition Service.

SUPPLEMENTARY FOOD FOR AT HOME CONSUMPTION. SPECIAL SUPPLE-
MENTAL FOOD PROGRAM FOR WOMEN, INFANTS AND CHILDREN (WIC)

The WIC program, which began in 1972, provides Federal grants-
in aid to State health tr comparable agencies, which then distrib-
ute the funds to participating agencies. Beneficiaries of the pro-
gram are low income pregnant and postpartum women and infants
and children who exhibit evidence of nutritional risk. They receive
supplemental food, specified by USDA regulations, either as actual
food items or vouchers valid for purchase of specific food items in
retail outlets. The food is tailored to the nutritional needs of par-
ticipants.

The income eligibility level for participation is generally deter-
mined by State and local agencies but may not exceed the income
eligibility le.el set for reduced-price school lunches (185 percent of
the Federal poverty income guidelines) and may not be less than
100 percent of the poverty guidelines. Up to 20 percent of the Fed-
eral WIC funds are made available for administrative costs, includ-
ing certifying nutritional eligibility, food delivery, warehousing,
monitoring, nutritional education, and clinic operations. The na-
tional average monthly food benefit for a WIC recipient during
FY83 was approximately $30.00, and the national average adminis-
trative cost per recipient during FY 1983 was approximately $7.30.
As of December 1, 1984, the program was authorized through FY
1984 under the Child Nutrition Act of 1966.23

" An annualized sum of SI was appropriated for the program as part of the fiscal
year 19hvo agricultural appropiiatiuns bill included in the Continuing Appropriations Resolution
IPublic Law ,9h-47.ii The CNA itself, however, was not revised to authorize WIC beyond fiscal
year 1984

5 4 2
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Table 15 shows the number of women, infants and children par-
ticipating in the WIC program from FY 1974 through July 1984.
Table 16 shows the costs of the WIC program from FY 1974-Febru-
ary 1984. In 1981-84 the Reagan Administration proposed changes
that would have reduced funds available under the WIC program.
These were not approved by Congress.

TABLE 15.-WIC PROGRAM PARTICIPATION, FISCAL YEARS 1974-84

Fiscal year
Average monthly participation (thousands)

Women Infants Children Total

1974 17 26 44 88
1975 55 103 186 344
1976 81 148 291 520
1977 165 213 471 848
1978 240 308 633 1,181
1979 312 389 728 1,483
1980 411 506 993 1,910
1981 445 585 1,088 2,118
1982 477 623 1,088 2,189
1983 542 730 1,265 2,537
1984 (July) 2 657 830 1,580 3,067

Average monthly participation, Different from year-end which is usually higher.
2 Participation data for July 1984 only. Annual average monthly data not yet available,

Source U.S Department of Agriculture, Food and Nutrition Service.

TABLE 16.-WIC PROGRAM COSTS, FISCAL YEARS 1974-84

Fiscal year

Cost' (in millions of dollars) Average

Constant
food Constant

Constant Constant benefit 1984
Food 1984

Adminis-
tration

1984 Total 1984 per dollars
dollars dollars dollars person

1974 8.2 18 2.2 5 10.4 23 $15.68 $35
1975 761 152 12.6 25 89.3 177 18.50 37
1976 122.3 227 20.3 38 142.6 264 19.60 36
1977 211.7 365 44.2 76 255.9 441 20.80 36
1978 311.5 502 68.1 110 379.6 611 21.99 35
1979 428.6 626 96.8 141 525.4 767 24.09 35
1980 584.1 751 123.8 159 707.9 910 25.48 33
1981 708.0 819 180.0 208 888.0 1,028 27.86 32
1982 756.3 815 191.9 207 948.2 1,022 28.79 30
1983 901.8 939 231.4 241 1,133.2 1,180 29.62 31
1984 2 N/A N/A 1,357.0 1,357 N/A

Excludes all previr year unspent funds and program evaluation funds of approximately $3 million for each
fiscal year since 19rd.

2 Full FY appropriation level of $1.36 billion Breakdown of food and administration costs not available.

Note. Columns may not total due to rounding

Source: U.S. Department of Agriculture, Food and Nutrition Service
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SUPPLEMENTARY FOOD FOR AT-HOME CONSUMPTION. COMMODITY
SUPPLEMENTAL FOOD PROGRAM (CSFP)

Since 1969, this program has provided free, Government-pur-
chased commodities to low-income, nutritionally at-risk pregnant
women, new mothers, and children under age 6. The program was
begun by USDA under its discretionary authority to distribute sur-
plus commodities to low-income persons and was funded by annual
appropriations. Later it was specifically authorized under the Food
and Agriculture Act of 1977. In FY 1983, it operated in 25 project
areas, fewer than one-tenth of the number of areas (260) with
projects before WIC was begun in 1972. Until 1978, the Department
of Agriculture interpreted the law to prohibit the operation of the
WIC and CSFP programs in the same geographic areas. In 1978,
Congress authorized the simultaneous operation of WIC and CSFP
in the same areas (P.L. 95-627), but required the Secretary of Agri-
culture to issue reL,ulations to prevent recipients from receiving
benefits from both programs at once. As shown in table 17, the av-
erage number of monthly participants in CSFP in FY 1983 was just
over 138,000, and the Federal cost was approximately $33.4 million.

TABLE ;;. tVERAGE MONTHLY PARTICIPATION AND COST, COMMODITY SUPPLEMENTAL

FOOD PROGRAM, FISCAL YEARS 1969-83

Fiscal year Cost (millions)
Constant 1983

dollars
(millions)

Average

monthly
participation

1969 4.0 $3.0 40,000
1970 7.8 20.0 147,000
1971 12.8 32.0 202,000
1972 12.9 31.0 192,000
1973 13.3 31.0 164,000
1974 15.1 32.0 146,000
1975 17.3 33.0 132,000
1976 17.2 31.0 132,000
TO 4.0 7.0 111,000
1977 14.6 24.0 114,000
1978 16.0 25.0 95,000
1979 17.4 24.0 97,000
1980 2L2 26.0 102,000
1981 233 26.0 115,000
1982 26., 27.0 126,000

1983 33.4 33.4 138,000

Source Food and Nutrition Service, U S Department of Agriculture.

CHILD NUTRITION PROGRAMS AND CHILDREN'S POVERTY STATUS

In genet al, child nutrition programs were not designed to elimi-
nate poverty but to improve the nutritional status of participants.
Over the years, these programs have evolved so that special em-
phasis now is given to providing food to low-income children. Data
are not av ilable on the economic status of children participating in

4
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child nutrition programs, although we know that a certain number
of children are eligible for income-tested portions of the programs
and thus come from families with incomes below a specified level.
The minimum income ceilings used for determining eligibility in
most child nutrition programs is 30 percent above the Federal pov-
erty income guidelines (during the 1984-85 school year, this
amounted to $10,998 for a three-person family, $13,260 for four).

It seems likely that actual school lunch participation by low-
income children, as in other programs offering discretionary serv-
ices, would depend upon the accessibility of services, as well as the
children's propensity to participate. The school lunch program ap-
pears to be widely available (over 90 percent of all school children
have a NSLP in their school) and there is some evidence that
actual participation in the program is greater among low-income
children than among higher-income children. Furthermore, the sig-
nificantly higher reimbursements for free and reduced-price meals
make it more likely that schools with large percentages of low-
income children will offer the program.24 In contrast, although the
school breakfast program serves largely low-income children, it ap-
pears thatunlike the school lunch programis is not available to
such a high percentage of all students (see tables 11 and 13). Final-
ly, there are not current data on the income characteristics of WIC
participants, although we know that the income limit cannot be
above 185 percent of the Federal poverty income guideline nor
below 100 percent of the guideline. Within this outer limit, actual
income eligibility criteria for WIC vary by State. Furthermore, re-
cipients also must meet a test of nutritional risk.

Just as there are not data on the income characteristics of par-
ticipants in child nutrition programs, there are not data on the
impact of child nutrition programs on poor children. As noted ear-
lier, the programs are intended to improve certain povety-related
factors, such as the nutritional status of participants, and to accom-
plish certain social goals, such as improved educational perform-
ance.

Evaluations of the child nutrition programs indicate that they
appear to make some contribution to nutritional status and that,
insofar as poor children are served by these programs, they benefit
nutritionally to some degree. For example, CBO has noted several
studies done of the school lunch and school breakfast programs
that found the programs appeared to be correlated with increased
intake of specific nutrients, with the largest impact among children
from low-income States.25 However, in discussing the findings of a
national dietary analysis of three child nutrition programs, CBO
indicated that the study showed that the nutritional adequacy of
childrens diets was probably not significantly altered by participa-
tion in individual programs (with the possible exception of school
breakfast) but that children who participated in both the lunch and
breakfast programs significantly improved their nutrition scores.26

24 See tables 11, 12 and 13 for comparison of school lunch and school breakfast funding and
participation.

U.S.as Congress. Congressional Budge& Office. Feeding Children, Federal Child Nutrition Po li
cies in the 1980's. Washington, U.S. Govt. Print. Off., May 1980. p. 62-63.

26 Ibid., p. 65-66.
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In summarizing studies done of children who participated in child
nutrition programs, CB0 noted that, "in general, income was not
found to be a statistically significant factor in explaining individual
nutrient intakes as a proportion of recommended dietary allow-
ances . . . [but] for low-income school-age children, the combination
of a breakfast and a lunch program appears to provide the highest
nutritional benefits." 27

Evaluations of of the WIC program have generally found it to be
successful in accomplishing health and nutrition goals. A CB0
summary of medical evaluations of WIC between 1973 and 1978 in-
dicates that the program was found to contribute to gains in birth
weights, to weight and height gains in children, and to reduced
levels of anemia in pregnant women and low-birth weight in-
fants." However, a January 1984 GAO analysis of the methodolo-
gy and conduct of the WIC evaluations found that there is "some
sound, but not conclusive evaluative evidence of favorable program
effects on birthweights and little credible evidence on several other
measures of effectiveness." 29

V. FOSTER CARE

The Federal Government funds three major Federal programs,
all of which are authorized under the Social Security Act, that fi-
nance foster care services for children: AFDC foster care under
title IV E, which provides foster care maintenance payments; child
welfare services under title IV-B, which provides funds for foster
care services, and foster care services under title XX (social serv-
ices block grant program). The AFDC program is aimed at finan-
cially needy children, while the title XX and child welfare services
programs impose no income test. None of the programs is designed
to reduce poverty among children. Each has other specific program
goals.

In FY84, an estimated 97,000 children (average monthly) partici-
pated in the AFDC foster care program.3° The FY84 appropriations
f.r the program were $483.4 million, the FY85 appropriations are
$460.3 million. Because the other two programs provide services at
the discretion of the States, their precise expenditures for foster
care are unknown. It was estimated that of the nearly $3 billion in
Federal title XX funds in FY79, 5.6 percent was spent for foster
care services for children.3' The estimated number of children re-
ceiving foster care services under title XX in FY78 was 163,000 (per
quarter)." Comprehensive data on foster care services funded by
the child welfare services program under title IV-B are not avail-
able, although it was estimated that State expenditures for foster

22 Ibid., p. 73-74.
23 Ibid., p. 61-62.
,1 U.S. General Accounting Office. WIC Evaluations Provide Some Favorable But No Conclu

sive Evidence on the Effects Expected fin tht. Special Supplemental Program for Women, In-
fants, and Children. 'Wash.), GAO, Jan. 30,1984 Rept. No. GAO/PEMD-84-4. p. viii.

3° Data from Administration on Children. Youth and Families, IIHS.
' U.S. Congress. Iiouse. Committee on Ways and Means. Background Material and Data on

Programs Within the Jurisdiction of the Committee on Ways and Means. Wash, U.S. Govt.
Print. Off, 1984. p. 419.

" U.S. Congress. Senate Committee on Finance Subcommetee on Public Assistance. Staff
Data ana Materials Relining to Social and Child Welfare Services. , U.S. Govt. Print. Off.,
1979. p. 43.
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care under thc. title IV-B program from all sources for FY79 were
$581 million or approximately 73 percent of total expenditures of
$793 million.33

The following is a brief discussion of the major Federal foster
care programs, including eligibility criteria for participatio..1, pro-
gram goals, number and characteristics of children served, inter-re-
lationships with other programs, and possible impact on poor chil-
dren.

FOSTER CARE: AFDC

The Aid to Families With Dependent Children (AFDC) foster
care program was established in 1961 as part of the regular AFDC
(formerly the ADC) program, authorized by title IV-A of the Social
Security Act. In 1980, Congress removed the foster care component
of AFDC from title IV-A and put it into a new title IV-E, along
with the newly established adoption assistance program (Adoption
Assistance and Child Welfare Act of 1980). This foster care pro-
gram, which is permanently authorized, is the largest Federal pro-
gram providing+ for foster care maintenance for children. It pro-
vides matching funds to States for the maintenance payments for
AFDC-eligible children in foster care. The federal matching rate
for a given State is that State's Medicaid matching rate, which
averages about 54 percent nationally. In some cases, children are
eligible for funds under title IV-E only if removed from the home
as a result of a court order determining that to be in the best inter-
ests of the child, in other cases, under a temporary provision, eligi-
bility extends to children placed in foster care under a voluntary
placement agreement between the welfare agency and parents.

During the 1970s the AFDC foster care program grew rapidly,
with annual Federal expenditures in excess of $200 million in the
latter 1970s. During that period, the Nation's foster care system
was criticized for rising costs and for being "a receiving or holding
system for children living away from their parents, rather than a
system that assisted parents in carrying out their roles and respon-
sibilities. . . ." 34 By the end of the 1970s, an estimated 500,000
children lived in foster care in the U.S., around 100,000 of these re-
ceived AFDC foster care support and most of the rest received Fed-
eral and State child welfare funds, which are allocated without
regard to a family's income. One of the purposes of the 1980 legisla-
tion was to redefine child welfare services to promote permanent
placement of children and family reunification, and to make other
changes in the foster care program intended to provide incentives
to States to help reduce foster care costs.

It is estimated that after passage of the 1980 legislation, Federal
expenditures grew from approximately $300 million in FY81 (under
IV-A) to $454 million in FY84 (under IV-E). Table 18 shows the
number of AFDC children in foster care since FY62 and estimated
expenditures since FY71. In constant dollars, Federal expenditures
have more than doubled in 12 years.

33 U.S Longress. Senate. Committee on Finarwe Subtomroittet vu Publa. Assistance. Statisti-
cal Data Related to Public Assistance Programs Wash., U S Govt Print Off, 1980. p. 111-113.

34 U.S. Department of Health and Human Services. Report on Pl. 96 272. June 11. 1984. p. 2.

5 41'.



530

TABLE 18.-AFDC FOSTER CARE RECIPIENTS AND EXPENDITURES UNDER TITLt. IV-E OF

THE SOCIAL SECURITY ACT, FISCAL YEARS 1962-84 1

Fiscal year

AFDC foster

care children
(average
monthly

number) 2

Total Federal

Expenditures
Constant dollars

current dollars
1984(millions) 8

Expenditures
Constant dollars

current dollars
1984(millions) 8

1962 989 (4) (4) (4) (4)
1963 2,308 (4) (4) (4) (4)

1964 4,081 (4) (4) (4) (4)

1965 5,623 (4) (4) (4) (4)
1966 7,385 (4) (4) (4) .(4)

1967 8,030 (4) (4) (4) (4)
1968 8,500 (4) (4) (4) (4)

1969 16,750 (4) (4) (4) (4)

1970 34,450 (4) (4) (4) (4)

1971 57,075 5 $70 $181 5 $40 $104
1972 71,118 ° 160 400 6 85 212
1973 84,097 6 129 310 6 71 171

1974 90,000 6 166 366 6 90 198

1975 106,869 ° 259 514 ° 138 274

1976 114,962 6 423 784 6 221 410
1977 110,494 7 351 605 7 183 316
1978 106,504 8 403 649 8 209 337
1979 103,771 9 392 572 9 205 299

1980 100,272 416 535 217 279
1981 106,443 579 670 10 303 351
1982 103,274 673 725 10 351 378
1983 101,594 702 731 10 364 379
1984 11 97,000 " 839 839 10 11 454 454

Program funded under title IV-A of the Social Security Act prior to 1981.
Data on number of children for fiscal years 1962 83 from Division of Research, Evaluation and Statistics,

Office of Family Assistance, Social Security Administration. Data for fiscal year 1984 from Office for Planning
and Management, Administratim on Children, Youth and Families, Department of Health arid Human Services.

Expenditure data for fiscal years 1911 79 from Expenditures for Public Assistance Programs. Data for fiscal
year 1980 from Office of Family Assistance, Social Security Administration. Data for fiscal years 1971-80 do
not include training and administrative costs. Data for fiscal years 1981-84 from Administration on Children,
Youth and Families, Department of Health and Human Services and dc not include training and administrative
Mts.

4 Not collected.
5 There was no reporting for Illinois, Massachusetts, and Pennsylvania for fiscal year 1971.

No reporting for Illinois, Virgin Islands, or Puerto Rico for fiscal years 1972-76.
7 No reporting for Illinois, Puerto Rico, the Virgin Islands, or Guam for fiscal year 1977.
*No reporting for Illinois, Rhode Island, Guam, Puerto Rico, or the Virgin Islands for fiscal year 1978.
*No reporting for Illinois, Arizona, Guam, Puerto Rico, or the Virgin Islands for fiscal year 1979.
,* Includes claims for transfer of unused title IV E foster care funds to title IV- B child welfare services.
" Full year estimates developed by Admirustraton on Children, Youth, and Families based on three quarters

of real data
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FOSTER CARE: CHILD WELFARE SERVICES

Another major source of Federal funding for foster care is the
child welfare services program under title IV-B of the Social Secu-
rity Act, which provides matching funds for child welfare services
without regard for the family's income. The majority of Federal
title IV-B child welfare funds are spent for foster care.36 State es-
timates of total expenditures reported under title IV-B from all
sources for FY79 indicate that approximately 73 percent of a total
of $793 million was used for foster care.36

FOSTER CARE: SOCIAL SERVICES BLOCK GRANT

Tunding for foster care is also available under the social services
bock grant program (title XX of the Social Security Act). The Fed-
eral statute imposes no financial need criteria for these funds, but
States may impose such requirements (and before the title XX pro-
gram was converted into a block grant operation in 1981, the law
imposed an outer income eligibility limit, set at 115 percent of
State median income adjusted for family size). Federal spending for
foster care services under title XX represented approximately 4.6
percent of total expenditures of approximately $2.8 billion under
that program in FY78 and about 5.6 percent of total expenditures
of approximately $3 billion in FY79.37 Exact expenditures for
foster care under the program are unknown because of the discre-
tionary nature of the funds. A recent GAO study indicates that
foster care and adoption expenditures 13:, States from all sources
appear to have been relatively stable at about 11 percent of the
total State social service expenditures from FY81 to FY83.38 The
HHS data based on pre-expenditure reports from the States for
FY84 indicate that foster care spending under title XX may have
declined slightly that year.39

OTHER FOSTER CARE PROGRAMS

Needy disabled or blind children who need foster care services
are eligible for funds under the Supplemental Security Income
(SSD program authorized by title XVI of the Social Security Act. It
is estimated that about 30,000 SSI children live in foster care or
other residential settings away from their families.4°

In addition, foster care is affected by funding in other areas. For
example, it is maintained that Federal adoption assistance pro-
grams, such as that under title IV-E of the Social Security Act,
sere as incentives to States to place children in permanent living

"See, for example, Statistical Data Related to Public Assistance Programs, p 111 -113.
34 Ibid.
" Funding ievels. Background Materials and Data on Programs Within the Junadiction of the

Committee on Was and Means, p. 411. FY78 expenditures. Staff Data told Materials Relating to
Social and Child Welfare Services, p. 42.. FY73 expenditures. Background Matenal and Due on
Programs Within the Jurisdiction of the Committee on Ways and blear-6, p. 419.

U.& General Accounting Office. Suites Use Several Strategies to Cope with Funding Reduc
bons Lnder Social Services Block Grant. Wash., General Accounting Office, Aug. 9, 1984 [GAO,
HRD-84-68] p. 23.

" L'.S. Department of Health and Human Services. Office of HUMUL r.,evelopment Services.
Office of Policy and Legislation. Summary of Information. Social Services Block Grant PreEx
penditure Reports, FY84. p. 19.

1' U.S. Library of Ginrre Congremonal Research Service. Adoption Federal Programs and
Inti CRS Report No, 83-51 EPW by Jan Fowler, Apr. 11, 1983. p. 13.
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situations, removing them from the foster care (temporary living)
system. This, it is said, could reduce the total foster care popula-
tion, freeing foster care funds for other child welfare services.

POSTER CARE AND CHILDREN'S POVERTY STATUS

By definition, the foster care population served by title IV-E
funds is needy (i.e., AFDC-eligible). However, there are little data
available on the characteristics of this population or on the total
U.S. foster care population, including the number who are below
poverty level. A number of studies of children requiring foster care
and the reasons for foster care placement have suggested some cor-
relation between a family's financial deprivation and the need for
foster placement. These studies have also suggested possible -:orre-
lations between the need for foster care placement and such pover
ty-related factors as poor health, poor housing, absence of the
father from the home, and race." Although there has been no
comprehensive study of the relationship of foster care and poverty,
it appears that financially needy children may be more likely than
others to require foster care placement. Thus, Federal foster care
funds, whether targeted to the needy or not, may reach more needy
than non-needy children.

The purpose of the foster care funds is to provide for the care of
the children in an out-of-home placement. However, the 1980 legis-
lation, as noted earlier, expanded the legislative purposes of title
IV-B and IV-E funds to include reducing long-term foster care
placement and foster care costs in order to free up funds for other
child welfare services, mans of which also address poverty-related
factors such as poor nutrition and lower educational attainment,
although the funds are not restricted to the financially needy. The
Act contained fiscal incentives to States to accomplish these goals.

The HHS reported in June 1984 that since the passage of the
1980 legislation, States have changed their child welfare systems,
decreasing the number of children and the duration of placement
in foster care, increasing the number of children for whom claims
were made made for adoption assistance funds, and improving
child welfare services. Based on data reported to HHS, the U.S.
foster care population appears to have dropped drastically (51 per-
cent) from approximately 500,000 in 1977 to 243,000 in 1982.42 The
data reported to HHS indicate that during the same period, the
title IV-E population fell only 6.5 percent (from approximately
110,494 to 103,274).41 However, the title IV-E population has repre-

" See, for example Robert h. Bremner et al , eds. Children and Youth in America, A Docu-
mentary History. Vol. 111 1933 1973. Cambridge, Mass., Harvard University Press, 1974. p. 673-
677

S Department of Health, Education, and Welfare. Office of Human Development. OM* of
Child Development Foster Care in Five States by Sharley_M. Vasalv, Social Research Group,
George Washington Umversity. [DHEW Publication No. (OHM 76-300b7] p. 15-30.

Michael H, Ann V1 Shyne, Edmund A. Sherman, and Barbara L Haring. Factors
Associated with r1a..4-ment Decisions in clam Welfare. Research Center, Child Welfare League
of America, Inc., 1071. p. 7-15

Gruber, Alan R. Children in Foster Care- Destitute, Neglected . . . Betrayed. New York,
Human Sciences Press, 1978. p 130-50.

" U S. Department of Health and Human Sen ices. The Twenty Year Trer.d of Federally As-
sisted Foster Care by Charles P. Gershenwn. Ph.D, Child Welfare Research Notes #8, July
1984. p 3.

43 !bid
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sented about 1.4 percent of the AFDC-eligible children since 1976.44
HHS has also pointed to study findings that since passage of the
legislation, children are spending a shorter period of time in foster
care placements than previously." However, an August 1984 GAO
study charges that States have been receiving the incentive funds
for child welfare services under the 1980 legislation without fully
complying with legislative requirements, which suggests that any
reduction in the foster care population may be unrelated to the
success of the legislative incentives." It appears that the net effect
of the 1980 provisions on the foster care system is currently un-
known.

Federal foster care programs are not intended to remove foster
care children from poverty. However, the indirect effects of the
fundsparticularly reducing the foster care population and fund-
ing other child welfare services that may help alleviate poverty-re-
lated symptomsmay contribute to such results. Children who are
placed for adoption through the foster care system may enter fami-
lies with incomes above poverty. However, study results seem to in-
dicate that most children leavig the system are returning to their
families. In those cases, it appears most likely that foster care
funds assist the family through crisis periods but probably do little
to address their poverty status or long-range financial needs.

VI. DAY CARE

Numerous Federal programs provide funds that are used for day
care and day-care related services for children, including Head
Start, the social services block grant program (title XX of the
Social Security Act), the child care tax credit program under the
Internal Revenue Code, and the child care food program under the
National School Lunch Act. Some of these programs are targeted
to the financial needy, while others impose no income test. The
programs provide discretionary services, none of which is primarily
or directly intended to reduce poverty among children. Each pro-
gram seeks to accomplish certain other objectives.

The following chart shows funding levels (most recent available)
and children tor families) receiving day care under these programs.

Fundng
(millions)

Number served

Head Start (FY84) I
Child care food program

(FY84)3.
Child care tax credit (CY82)4
Title XX social services (FY79)5

2$996 430,149 children (estimated).
2348 1.1 minion children (peak month average,

estimated).
1,500 5 million families.
6630 Not readily available.

I Estimates on number of children served from Department of Health and Human Serv.ces
2 Appropriator).

44 Ibid.
4s Report on P.L 96-272. p. 6. 20

U.S tienerai Accounting Office Better Federal Program Administration Can Contribute to
Improving State Foster Care Programs Wash, General Acctamting, Office, Aug. 10. 1984 iRpt.
No GAO/HRD-84 -2i p 8-10,

5 5.1
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5 Estimates on number of children served bi 0,4 care foul program from Department of Agriculture
4 Data from Internal Revenue Service.
5 Background Material and Data on Programs Within the Jurisdiction of the Committee on Ways and Means,

p. 419.
6 Estimated.

The following is a brief discussion of the major day care pro-
grams, including eligibility criteria for participation; program
goals, number and characteristics of children served, inter-relation-
ships with other programs, and possible impact on poor children.

DAY CARE: HEAD START

Head Start was established under the authority of the Economic
Opportunity Act of 1964. The program was originally intended to
help improve the social and learning skills, and the nutrition and
health status, of low-income children before they entered school. A
part of the War on Poverty, it was formulated to give low-income
children a "head start" in life, to assist them to catch up with
peers experiencing economic, health, and social advantages.
Though the program has undergone changes, the goals of Head
Start are still basically the same. Head Start is authorized through
FY86 under the Head Start Act of 1981, as amended.

Head Start is a matching grant program. The funds are allocated
as follows. each State is allocated the amount it received in FY
1981, any funds remaining are distributed to the States, one-third
according to the State's number of AFDC recipients aged 18 or
under and two-thirds according to each State's number of children
aged 0-5 living in poverty. The funding formula requires that 13
percent of Head Start appropriations be reserved for Indian and
migrant programs, payments to the territories, training and techni-
cal assistance; and discretionary payments.

Federal regulations require that at least 90 percent of the chil-
dren enrolled in each Head Start program be from low-income fam-
ilies (defined as below the official OMB poverty line or, if the
family income exceeds the poverty guidelines, receiving public as-
sistance). At least 10 percent of the enrollment opportunities in
Head Start programs in each State must be made available for the
handicapped. The following table shows the Head Start funding ob-
ligations and number of children served from 1965-1984 (estimat-
ed).

TABLE 19.HEAD START FUNDING OBLIGATIONS AND PARTICIPATION, FISCAL YEARS

1965-84

Fiscal year

Funding obligations (millions)
sTotal children

Constant 1984 served
Current dollars

dollars

1965 96.4 317 561,000

1966 198.9 641 733,000

1967 349.2 1,091 681,000

1968 316.2 956 694,000

1969 333.9 963 635,000

552-4,'0
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TABLE 19.HEAD START FUNDING OBLIGATIONS AND PARTICIPATION, FISCAL YEARS

1965-84Continued

Fiscal year

Funding obligations (millions)
Total children

served
Current dollars

Constant 1984
dollars

1970 325.7 887 435,000

1971 360.1 932 420,000
1972 376.3 941 379,000
1973 400.8 963 379,000
1974 1392.2 865 379,000

1975 441.0 876 349,000
1976 454.5 843 349,000

1977 472.9 315 322,000
1978 622.6 1,003 391,400

1979 680.8 994 387,500

1980 736.3 946 376,300

1981 814.2 942 384,000
1982 2 912.0 983 384,000
1983 2 912.0 949 393,000
1984 2 996.0 996 3 430,149

I Original appropriation was $407 6 mdilon. Rescission of 515.4 million.
2 Head Start appropriation
3 Estimated,

DAY CARE: CHILD CARE FOOD PROGRAM

Another Federal program funding child day-care related services
aimed at the needy population is the child care food program, au-
thorized under section 17 of the National School Lunch Act. Under
this program, States are reimbursed at a set rate for meals and
snacks provided children at participating child care centers.
Higher, free or reduced price rates are provided for meals or
snacks served at no charge or at considerably reduced-prices to
children whose family income meets certain income criteria. To
qualify for free meals or snacks, the family's income level cannot
exceed 130 percent of the OMB poverty level; to qualify for r"-
duced-price meals and snacks, the income cannot exceed 185 per-
cent of the OMB poverty guideline. The program is also available
in family day care centers to children without any income restric-
tions. The family day care centers receive standard meal reim-
bursements based on the type of meals served. The payment rates
are slightly lower than those provided for free meals and snacks in
child care centers.

All handicapped children and children under age 12 (age 15 if
the children are migrants) are eligible to participate in the child
care food program. The vast majority of the children served are be-
tween the ages of three and five years. The program has grown
considerably since its inception. In FY69, the average daily partici-
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pation (peak month) was nearly 40,000 children and program ex-
penditures were $1.1 million. In FY84, the estimated average daily
participation (peak month) exceeded one million children and pro-
gram expenditures were nearly $357 million. Table 20 shows the
number of free, reduced-price, and paid meals provided and the av-
erage daily participation in the child care food program for FYs
1983 and 1984.

TABLE 20.CHILD CARE FOOD PROGRAM

[In thousands, peak month]

Daily
participation

Child care centers: FY83

Free 426

Reduced 72

Paid 148

Family day care homes 319

Child care centers FY84

Free 480

Reduced 82

Paid 167

Family day care homes 360

Source; U S. Department of Agriculture.

DAY CARE: SOCIAL SERVICES BLOCK GRANT

Child day care services have been one of the largest categories of
expenditures under the social services block grant program (title
XX of the Social Security Act). Federal spending for child day care
services under title XX represented approximately 21 percent of
total expenditures of $3.0 billion under the program in fiscal year
1979." Exact expenditures for child day care under the program
are unknown because of the discretionary nature of the funds.
However, a recent GAO study indicates that child day care expend-
itures from all .sources by States surveyed appear to be increasing
slightly." The !IS data based on pre-expenditure reports from the
States indicate that the number of States using title XX funds for
chile day care appears to have been decreasing since fiscal year
1982." The exact nature of child care services provided under this
category is unknown and may vary from State to State.

Background Mater a: and Data on Programs Within the Jurisdiction of the Committee on
Ways and Means, p 411. 419.

"States Use Several Strategies to Cope With Foridira, Redts.tions Under Social Services Block
Grant, p.

"Social Services Block Grant PreExpenditures Reports, fiscal year 1984, p. 19.

5 tif
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DAY CARE: INCOME TAX CREDIT

The largest single source of support for day care services for per-
sons regardless of income is through indirect funding provided
under the Internal Revenue Code. This provision allows a tax
credit to families with children under age 15 for the costs of de-
pendent care costs. The available credit is 30 percent for taxpayers
with incomes of $10,000 or less. The credit is reduced by one per-
centage point for each $2,000 of income between $10,000 and
$28,000. Expenditures are limited to $2,400 for one dependent and
to $4,800 for two or more. The Internal Revenue Service estimates
that approximately $1.5 billion was "spent" for tax credits for de-
pendent child care in calendar year 1982. A total of slightly more
than 5 million families received the benefits that year. Of these,
approximately 10,700 were families with incomes below $5,000; and
approximately 280,000 had annual incomes of between $5,000-
$10,000. These two income categories received approximately $75
million or about 5 percent of the money used for tax credits in cal-
endar year 1982.

Child-care programs under WIN and other AFDC-related child
care programs are discussed in Chapter VI of this paper.

DAY CARE AND CHILDREN'S POVERTY STATUS

Head Start was designed to be a long-range program resulting in
social change. It was not intended to immediately affect the pover-
ty status of participating children, and there are no comprehensive
data on the impact of Head Start on poverty. However, evaluations
of the project and related pre-school programs suggest that partici-
pation may reduce some of the factors attendant to poverty status.
For example, following some negative findings by a Westinghouse
study in 1969,5° a number of studies were conducted on the effec-
tiveness of Head Start and similar preschool programs which found
that. Head Start produced gains in intelligence, cognitive develop-
ment, and academic achievement for children who participated in
the full year program." The studies also generally agreed that par-
ticipation in Head Start resulted in improved health and social be-
havior, and that the program had a positive impact on the parents
of Head Start children and the communities where the programs
are located. The study results, taken as a whole, suggest that Head
Start may improve the quality of life for many of the participating
children and their parents. A recent longitudinal study of a similar
preschool program (the Perry Preschool Project) suggests that these
dlanges are carried over into the children's adult lives.52

Commenting on studies done of various preschool experiences be-
tv,een the 1950s and 1977, the Congressional Budget Office (CBO)

"The 1.,.,,act of Head Start An Evaluation of the Effects of Head Start on Children's Cogni-
tive arid Aftes..tive Development Exeutive Summary. Ohio University, Westinghouse Learning
Corporation, 1969.

"For a list of related studies bee U S. Library of Congress, Congressional Research Service.
The Head Start Program History, Legislation, Issues and Funding-1964-1982. [byj Jean Yaws
Jones and Jan Fowler. CRS Report No, 82-93 EPW, Jan. 17, 19;9 (updated May 10, 1982). p. 21-
34.

"Berrueta Clement, John R and others Changed Lives, The Effeas of the Perry Preschool
Program on Youths Through Age 19 Ypsilanti, Mit.higan, High, Scope Educational Research
Foundation, 1984

555,
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noted that "there is considerable evidence that well-planned day
care and preschool programs can have a substantial positive effect
on the development and experiences of children from low-income
families."53

Child day care services, in general, have not been developed to
reduce the poverty level of children. However, the need for such
services, particularly for single-parent families (which have been
increasing), has been increasingly stressed in recent years. It is
argued that child day care services can indirectly benefit the
income status of the family by allowing an adult who would be the
caretaker to enter or increase the amount of time in the job
market. However, comprehensive data are not available on the
extent to which existing Federal programsexcept for the IRS pro-
gramserve low-income families or the effect of the availability of
day care services on poverty status. CBO has noted study results
that indicated that the majority of female family heads who could
not work because of unavailability of child care had incomes under
$5,000/year and were eligible for child care subsidies of some
sort.54 However, there are no definitive data on whether the lack
of child care opportunities constrain labor force participation.

The effect of Federal subsidies for child care food may, like Head
Start, provide nutritional and health-related benefits affecting low-
income children participating (see discussion of evaluations under
child nutrition programs) but would not be expected to change
their poverty status. However, there are no data on the effect of
such programs on the poverty status of children.

VII. MEDICAL SERVICES

MATERNAL AND CHILD HEALTH SERVICES BLOCK GRANT

The Maternal and Child Health Services block grant provides
health services to mothers and children, particularly those with
low income or limited access to health services. The purposes of the
block grant include, among others, reducing infant mortality, re-
ducing the incidence of presentable disease mid handicapping con-
ditions among children, and increasing the availability of prenatal,
delivery, and postpartum care to low-income mothers.

States determine what services to provide with the block grant.
Services can include prenatal care, well-child clinics, immuniza-
tions, vision and hearing screening, dental care and family plan-
ning. They may also include inpatient services for crippled chil-
dren, screening for lead-based poisoning, or counseling for parents
of sudden infant death syndrome.

By law, between 85 and 90 percent of the maternal and child
health block grant appropriation is allotted to States to provide
health service under the block grant. Between 10 and 15 percent is
reserved under a set-aside for special projects that are federally ad-
ministered. In FY 1983, 85 percent of the block grant appropriation
of $478 million was allotted among States. Each State s allotment
is based on the proportion of total funding it received in FY 1981

33 U.S. Congress. Congressional Budget Office. Child Care and Preschool. Options for Federal
Support. Wash., U.S. Govt, Print. Oft, Sept. 1978. p. 34.

Ihid , p. 50.
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under certain categorical programs now consolidated under the
block grant program. These programs were maternal and child
health programs and crippled children's services, Supplemental Se-
curity Income services for disabled children, lead-based paint poi-
soning prevention, sudden infant death syndrome, and adolescent
pregnancy. For each $4 in Federal funds States receive, they must
spend $3 of their own funds.

In FY 1983, 15 percent of the block appropriation was reserved
under the Federal set-aside for maternal and child health special
projects of regional and national significance, research and train-
ing, and genetic disease and hemophilia programs. These programs
are federally administered.

Eligibility criteria under the block grant are set by the States.
States are not allowed to charge for services provided to mothers
and children whose incomes fall below the poverty level.

ADDITIONAL HEALTH PROGRAMS

Several other health programs affect poor children although they
were established for a broader group. They include programs con-
cerning family planning, childhood immunization, Indian health,
migrant health, Appalachian health, and community health cen-
ters. Two block grantsone for alcohol, drug abuse, and mental
health, and another for preventive health and health servicesdi-
rectly affect children. The National Institute of Child Health and
Human Development, one of the National Institutes of Health, con -
ducts and supports research on the reproductive, development, and
behavioral processes that determine the health of children.

VIII. CHILD SUPPORT

CHILD SUPPORT ENFORCEMENT PROGRAM

Divorce, separation, and unmarried parenthood have pushed the
number of children in single-parent fame'' ?,s to unprecedented
heights, as shown in Chapter III. Of the 1. J million such children
in 1984, 12.6 million, or 90.2 percent, were in fatherless families,
and more than half were poor. Most of the poor women raising
children alone never receive child support awards. Moreover, those
who are awared child support rights must assign them to the State
in order to receive assistance from the AFDC program.

The Child Support Enforcement Program established in 1975
(Public Law 93-647), provides services to both AFDC and non-
AFDC families to locate absent parents, establish paternity, and
help establish and collect court-ordered and administratively-or-
dered child support payments. The program is administered by
State child support enforcement agencies under the general direc-
tion of the Federal Office of Child Support Enforcement. Federal
fund pay 70 percent of the cost, and State funds the remainder.

Effective October 1, 1985, a new child support law (P.L. 98-378)
requires States to adopt three measures of collecting overdue child
support payments. withholding an amount from wages, withholdng
an amount from State income tax refunds (for States with income
taxes), and imposing liens against property of delinquent parents.
The new law emphasizes serving non-welfare children as well as
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AFDC children. Further, it permits establishment of paternity
until a child's 18th birthday.55

POTENTIAL IMPACT OF CHILD SUPPORT COLLECTING ON CHILDREN'S
POVERTY 56

Of the 8.4 million female-headed families with children under
age 21 whose father was alive but absent in 1981, 41 percent never
were awarded child support rights (nor had an agreement to re-
ceive child support payments) and, thus, did not have their own
earnings or other income supplemented by required payments from
the father. For poor mothers, the proportion without child support
awards was even higher, 60 percent. Thus, it appears that unless
child support obligations are established for a much larger propor-
tion of the nation's poor children, full payment of child support
probably will have a relatively small impact on poverty rates.

Almost 5 million women with children under age 21 (59 percent
of all such women) were awarded child support or had an agree-
ment to receive child support payments, but only 4 million (48 per-
cent) of the women were actually "supposed to receive" child sup-
port in 1981. The rights of the remaining 11 percent were no longer
in force because the father who owed payments had died, the chil-
dren had grown past the age of eligibility for payments, or because
of another such reason.

Many of the women who were awarded child support payments
did not receive the full amount they were due. Only about one-half
(47 percent of the 4 million womer, owed child support payments
received the full amount in 1981, about 25 percent of the women
receive less than they were owed, and 28 percent received no pay-
ment at all (see chart 1). The average amount of child support for
women who receive payments in 1981 was $2,106, about 18 percent
of their average total income, for poor women the average payment
was $1,440, about 34 percent of their total income.

In 1981, about 2.6 million (31 percent) of the 8.4 million women
with children by an absent father had incomes below the poverty
level. Of these women, only 31 percent (806,000) had agreements to
receive child support and were due payments in 1981, and the re-
maining 60 percent were never awarded payments (see chart 1).

Comparing the amount of child support received by poor women
who were due payments with the amount that they would have re-
ceived if full payments had been made shows that if these women
had received all the payments they were owed, only 109,000 of
them (approximately four percent) would have received enough
income from child support payments to put them above the poverty
level.

This assumes that none of those poor women was a recipient of
AFDC. It is important to point out that in 1981 slightly more than
three million female-headed families received AFDC payments. For
those receiving AFDC, child support payments in 1981 made no

" For more information on the 1984 Amendments, see Child Support Amendments of 1984
[by) Margaret Malone Oct 25, 1984 Congressional Research Service. Report No. 84 796 EPW

"Data source fur this discussion of 1381 hild support collections is U.S. Bureau of Census
Current Population Reports. Series P-23, Nu. 124. Child Support and Alimony. 1981 (Advance
Report).
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direct contribution to their total income. This is because AFDC
mothers are required to assign their child support rights to the
State as a condition of eligibility for aid, and before October 1,
1984, no part of collections made by the State went to the child's
family unless it was large enough to disqualify the family for
AFDC.

0.12AMAIVA VT.00 TOES
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CHART 1. Child Support Payments to Vases Above mad liolow the Poverty Level in 1781
(In thousands)

All
Women
8,387

Yemen above
poverty
5.821

Women below
poverty
2,566

Not awarded 3,417 (412)

Awarded 4,74, (582)_

Supposed to

revel's., 4,043 (482

Net supposod to

receive 724 (112)

Pull amount 1,2411 (472)

IPartial amount 1,014 (252)

No payment 1,140 (282)

Not awarded 1,870 (322)

Suppos to

full Yount

repeat 2,407 (742)
Partial amount

ed

I Received

receive 3,237 (542) N. payment 829 (288)

Awarded 3,851 (442)_

Not awardtd 1,547 (402)

Awarded 1,016 (402)_

Not supposed to
receive 714 (122)

Suppostd to
tenet,. 804 (312)

Not supposed to
receive 212 (82)

full aaouat

Partial amount

Received

payment 485 (412)

No payment 111 (392)

Siy[COS U.S. Bureau of the Census. Currant Population Reports. Series P-23, No. 124.
Child Support and Alimony! 1861 (Advance Report). Prepared by CIS.

EMT CC-717 17.T.:3AraC
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NEW CHILD SUPPORT BONUS FOR AFDC MOTHERS

The Deficit Reduction Act of 1984 (P.L. 98-369) requires that the
first $50 in child support collected on behalf of an AFDC child in
any month be paid to the family as an addition to their AFDC
grant. Previously if the child support collection made by the State
was insufficient to make the family ineligibe for AFDC, the family
received its full AFDC grant but no child support. The child sup-
port collection was used to reimburse the State and Federal Gov-
ernments in proportion to their assistance to the family.

TRENDS IN CHILD SUPPORT COLLECTIONS

The number of families for whom child support collections were
made by State child support enforcement agencies passed the one-
million mark in 1982 and again in 1983, as table 21 shows, collec-
tions exceeded $2 billion for the first time in 1983, $1.1 billion on
behalf of non-AFDC families. Adjusted for price inflation, collec-
tions rose 26 percent during 1977 to 1983, from $1,607.6 billion in
1977 (in 1983 dollars) to $2,022.3 billion in 1983. Collections on
behalf of non-AFDC families averaged $2,265 per case in 1983. Col-
lections of child support owed to AFDC children averaged $1,480.

TABLE 21.-CHILD SUPPORT COLLECTIONS, 1977-83

Fiscal year

Number of cases for which Total collections (millions)
collections were made (millions)

AFDC NonAFDC
AFDC NonAFOC

1977 423.2 441.1 $472.4 $578.3

1878 458.4 248.6 471.6 575.1

1979 463.1 223.8 596.5 736.3

1980 502.6 243.5 603.1 874.5

1981 547.7 325.3 670.6 958.3

1982 597.2 448.1 786.1 984.9

1983 594.6 504.3 880.2 1,142.1

Source Annual reports to Congress of the Office of Child Support Enforcement 1977 data, Third Annual
Report, 1978 data, Seventh Annual Report, 19/9-1983 data, Eighth Annual Report
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APPENDIX C. FEDERAL EMPLOYMENT AND TRAINING
PROGRAMS*

HISTORY OF PROGRAMS

The recent history of Federal employment and training programs
dates back to 1961, with enactment of the Area Redevelopment
Act. Primarily an economic development program for depressed
areas, this measure also provided a limited amount of job training.
Persistently high unemployment rates led to passage of the Man-
power Development and Training Act (MDTA) of 1962, which au-
thorized a broader array of training services and allowances pri-
marily for experienced workers displaced by automation. As jobless
rates among white males began to fall, however, the employment
and training needs of the economically disadvantaged, youth and
minorities moved closer to the forefront.

The Johnson Administration's declaration of a "war on poverty"
and passage of the Economic Opportunity Act (EOA) of 1964 reori-
ented employment and training programs toward a new policy
goal. reduction of poverty. Under the EOA and MDTA, a wide vari-
ety of programs designed to combat poverty were created, including
work experience and training programs specifically targeted on the
poor, minorities and youth. By the late 1960s, there was a prolifera-
tion of such programs, supplemented in 1971 by public service em-
ployment under the Emergency Employment Act. The perceived
need to streamline and coordinate these activities led to enactment
in 1973 of the Comprehensive Employment and Training Act
(CETA), which absorbed many of the existing work and training
programs and created a new delivery system designed primarily at
the local, rather than the Federal, level. The focus on the economi
cally disadvantaged persisted under CETA.

Early amendments to CETA greatly expanded the public service
employment component of the program, which eventually grew to
dwarf the training programs. In response to high recessionary un-
employment rates, eligibility criteria for these new public service
jobs were broader than those of the original CETA. A major new
title focused specifically on disadvantaged youth was added to
CETA in 1977, with passage of the Youth Employment and Demon-
stration Projects Act. This title authorized a variety of experimen-
tal approaches to combatting the persistent problem of high youth
unemployment rates.

CETA was substantially amended again in 1978, when the public
service employment titles were more specifically focused on the
economically disadvantaged, rather than the temporarily unem
pbyteclaAlso.i41 , the Revenue Act authorized the Targeted Jobs
Tax Credit as awl fIZZaivate employers to hire members of

Karen Spar wrote this history.

(544)
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certain disadvantaged target population groups, including welfare
recipients and economically disadvantaged youth. This tax credit
replaced a previous New Jobs Tax Credit, which had no specific
targeting provision, and a p.7evious credit for hiring certain welfare
recipients.

Congress created the Job Training Partnership Act (JTPA) in
1982, to replace CETA with a new private sector-oriented training
program for economically disadvantaged adults and youth. Public
service employment was eliminated as a program activity, ani sep-
arate funding for youth was replaced by a requirement that local
areas spend at least 40 percent of their overall allotment on pro
grams serving low-income youth. In another major change from
CETA, JTPA placed strict limits on the amount of income support
and supportive services available to program participants.

The following table shows aggregate Federal spending for em-
ployment and training programs from 1968 to 1983. Programs in
the table include those discussed in this appendix. the Manpower
Development and Training Act, certain employment and training
programs under the Economic Opportunity Act, the Emergency
Employment Act, the Comprehensive Employ inent and Training
Act; and the Job Training Partnership Act.

TABLE 1.- EXPENDITURES FOR MAJOR FEDERAL EMPLOYMENT AND TRAINING PROGRAMS,

1968-83

(In elms]

Current
dollars

Constant

dollars

1968 $973 $2,826
1969 1,074 2,976
1970 1,063 2,781
1971 1,163 2,893
1972 2,309 5,544
1973 2,384 5,503
1974 1,670 3,538
1975 3,122 5,956
1976 5,029 8,958
1977 5,671 9,395
1978 9,532 14,750
1979 9,445 13,247
1980 8,860 10,942
1981 7,700 8,561
1982 3,772 3,905
1983 4,048 4,048

01 the amounts listed above. the following eAperdtdreli were !co public service employment 1972, $962
mill on, 1913. $1,239 1974, 5281 milron, 1975, $1,040 million, 1976, S2.442 million, 1977, $2,836
million, 1978 $5.764 million. 1979, 55,041 million. 1980. $3.696 mill on. 1981, $2,387 million, 1982, $38

on for closeout costs, 1983, $45 million for closeout costs)

Source U S Department of Labor, Federal budget documents

563



546

IMPACT ON CHILDREN IN POVERTY

The impact of Federal employment and training programs on
poor children can be examined in two ways. First, many partici-
pants in such programs are low-income parents, whose children
may benefit in the long-term from the increased employability of
their parents and in the ihort-term from their parents' increased
income from public ser.ice jobs or training allowances. Second,
young pet. ple themseb. es have been the direct beneficiaries of
many employment aiiti training programs, including Job Corps and
Neighborhood Yt ath Corps, the youth title of CETA, and programs
under JTPA, wl.ich include continuations of previous programs
such as Job Corps and the Summer Youth Employment Program.
Some of these programs have served youth as young as 14 to 15
years old.

MANPOWER DEVELOPMENT AND TRAINING ACT

An examination of MDTA classroom trainees during the period
from 1963 to 1973 shows that 63 percent were poor, with incomes
below the poverty line. Of MDTA participants during that period,
almost 14 percent were youth under the age of 19 and almost 25
percent were between the ages of 19 and 21. More than half of the
MDTA classroom trainees were heads of households (56 percent),
about 41 percent were women, and 13 percent were welfare recipi-
ents.' No comprehensive national data are available showing the
percentage of MDTA participants who had children. However, an
early sample of 1,400 participants in MDTA classroom training,
who terminated from the pr gram between June of 1964 and Feb-
ruary of 1965, found that 56 percent of respondents reported
having no children, while 16 percent had one child, 19 percent had
two or three children, and the remainder had four children or
more.2

Benefits from participating in MDTA training, in terms of in-
creased earnings, time employed and hourly wage rates, were
greatest among the disadvantaged participants. "Nevertheless," an
analysis of MDTA found, "the average disadvantaged enrollee was
not raised out of poverty . . . the trend was simply from deep in
the depths of poverty to near its upper ranges." 3 In the 10 years
from 1963 through 1973, MDTA served a total of 2.3 million indi-
viduals, of whom almost two-thirds were enrolled in classroom
training and about another third were in on-job-training.4

ECONOMIC OPPORTUNITY ACT

To the classroom and on-job-training programs provided under
MDTA, the Economic Opportunity Act added several new initia-
tives such as the Neighborhood Youth Corps (NYC), the Job Corps,
and work experience and training. The original NYC consisted of

Manpower Report of the President, Government Printing Office. Wash , D C , 1974, p 362
National Opinion Res.earch Center. A Nationwide Evaluation of MDTA Institutional Train

ing Programs University of Chicago, Oct, 1966. p 17.
Mangum. Gann and John Walsh A Decade of Manpower Decelopment and Trainaig Olym

pus Publishing Company. Salt Lake City. Utah, 198 p 34.
Manpower Report or the President, 1974. p. 35S
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part-time jobs for youth in school and full-time jobs for out-of-
school youth aged 16 to 20. The in- school component eventually
was made available to youngsters aged 14 and 15, in addition to
older youth, and a summer jobs component also was added. This
summer program operates today as title II-B of the JTPA.

NEIGHBORHOOD YOUTH CORPS

Between 1965 and 1973, NYC served a total of about 5 million
youths, with three-fifths of enrollments in the summer program.5
Participating youngsters primarily received income in the form of
training stipends and work experience, rather than occupational
training. Towards the end of the program, its focus shifted toward
skill training, supportive services and remedial education. Assess-
ments of NYC found the in-school component somewhat more effec-
tive than the out-of-school component in increasing participants'
future earnings and employment potential. In general, however,
the program did not show significant long-term economic benefits,
but instead provided low-income youngsters with income while en-
rolled in the program and served as a "combination income main-
tenance and maturation device to help youths stay out of trouble
until they are old enough to get a sustaining job or to enroll in a
training program." 6

JOB CORPS

The Job Corps also originated under the Economic Opportunity
Act and exists today as title IV-B of the JTPA. Primarily a resi-
dential skill training and remedial education program, Job Corps
aims to break the cycle of poverty for extremely disadvantaged
youngsters. The most recent evaluation of the programa study of
1977 Job Corps enrollees up to 4 years after leaving the program
found that Job Corps has been "at least moderately successful" in
increasing participants' employment and earnings, improving
future labor market opportunities, reducing dependence on welfare
assistance, and reducing criminality.' Specifically in regard to wel-
fare dependence, the evaluation found a 50 percent redaction in
the receipt of Aid to Families With Dependent Children (AFDC)
and general assistance and a 10 perceot reduction in receipt of food
st trnps after participation in the program. This reduction in wel-
fare dependence was strongest among females without children and
weakest for young mothers.8

These positive impacts of Job Corps appeared to persist through.
out the 4 -year follow-up period, although they varied according to
individual participant characteristics. Female participants with
children, who constituted the smallest group of participants,
showed much less benefit from the Corps than males or females
without children:3 Because of Job Corps' residential nature and the

Mid p. 359.
Goldberg. Harriet Neighborhood Youth Corps 'on; The Impact of Government Manpower

Programs Charles Perry. et al eds University of Pennsylvania. 1975, p 449.
' Mathemati,a Policy Resear,h. 1n Ekaludt. a the ECWvnlil, Impact of the Job Corps Pro-

gram Prepared for the U.S Department of Labor. Sept. 1982. p ih.
Ibid pp 179-90.

* Ihid p v.
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extensive level of services provided, it is a relatively expensive pro-
gram to operate. However, the latest evaluation estimates that
social benefits of the program (including reduction in crime rates
as well as economic benefits) exceeded program costs in 1977 by 45
percent.' ° The study found a net reduction of $500 (in 1977 dollars)
per Job Corps participant in spending for seven transfer programs
during the 4-year follow-up period, including AFDC, Medicaid, gen-
eral assistance, food stamps, public housing, unemployment insur-
ance and workers' compensation. For participants with children
(both male and female), the net reduction in AFDC costs was $23
per participant, and for participants without children, the net re-
duction in AFDC was $99 per participant. Savings in administra-
tive costs related to the seven transfer programs were estimated at
$108 per participant, with administrative costs savings in AFDC es-
timated at $39 per participant and administrative savings in food
stamps estimated at $24." Between 1965 and 1983, almost a mil-
lion youngsters had enrolled in the Job Corps."

WORK EXPERIENCE AND TRAINING PROGRAM

Training programs for low-income household heads were specifi-
cally authorized by title V of the Economic Opportunity Act. The
goal of this Work Experience and Training (WET) program was to
"expand the opportunities for constructive work experience and
other needed training available to persons who are unable to sup-
port or care for themselves or for their families." 13 More than 90
percent of participants in the program were heads of households,
with an average of more than three children per trainee." Al-
though about 70 percent of WET participants were welfare recipi-
ents, more than half of program expenditures were for income
maintenance. States were required to establish a "basic needs"
level for participants and, in the case of public assistance recipi-
ents, to supplement the regular welfare check up to the basic needs
level, and, in the case of people not receiving public assistance, to
provide the entire basic needs level from title V funds. Participants
also received payment for work-connected expenses, such as trans-
portation, work clothes, and meals.

Little data are available to assess the impact of the Economic
Opportunity Act's Work Experience and Training Program. In gen-
eral, however, the program appears not to have greatly succeeded
in reducing or ending dependence on welfare. Three out of four
participants failed to complete the training or work experience;
only a third of program participants found or were placed in jobs,
and half the participants continued on public relief after leaving
the program." Between 1965 and 1968, the WET program served
approximately 278,000 individuals.'6 During 1969, the program was

"'bid , p. vi.
i i Ibid., p. 224-26.
12 Job Corps in Brief, fiscal year 1983. U.S Department of Labor.
" Levitan, Sar. Antipoverty Work and Training Efforts. Goals and Reality. Institute of Labor

and Industrial Relations, Wayne State University, Michigan, 1967, p. 72.
1 Ibid., p. 87.
A, Mangum, Garth. The Emergence of Manpower Policy. Human Resource s Institute, L'nAver

sity of Utah, 1969, p. 116.
liClague, Ewan and Leo Kramer. Manpower Policies and Programs. A Review, 1935-1975.

W.E. Upjohn Institute for Employment Research, Kalamazoo, Michigan, 1976, p. 22.
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phased out in favor of the Work Incentive (WIN) program for wel-
fare recipients, added to the Social Security Act in 1967 (see chap-
ter VI).

EARNINGS INCENTIVES I'M WELFARE RECIPIENTS

Also in the original Economic Opportunity Act of 1964, the Fed-
eral Government recognized the disincentive to work inherent in
the existing public assistance system, which penalized welfare re-
cipients for each dollar of earned income by deducting the entire
amcunt of net earnings from their public assistance payment. Title
VII of tilt. Economic Opportunity Act attempted to provide welfare
recipients with an incentive to work, by allowing them to add some
of their net earnings to their welfare payment. Under this provi-
sion, States were required to disregard the first $85 of a person's
monthly earnings, plus half the remainder, in determining that
person's eligibility and payment level under public assistance pro-
grams authorized by the Social Security Act. (For a further discus-
sion of the earnings disregard in Federal public assistance pro-
grams, see appendix D.)

EMERGENCY EMPLOYMENT ACT

The Federal arsenal of employment and training programs was
supplemented in 1971 by public service jobs, with enactment of the
Emergency Employment Act. The program's immediate goal was
transitional public service jobs for unemployed and underemployed
individuals, but It also gave special consideration to certain target
groups, including welfare recipients and youth entering the labor
force. Between August 1971 and June 1973, the 2-year emergency
program served a total of 404,000 individuals, of which 113,000
were youth in summer programs. Of the total participants in FY
1983, 18 percent were disadvantaged and 14 percent were welfare
recipients." The Emergency Employment Act made no specie,: pro-
vision regarding the treatment of earnings in public service jobs by
recipients of public assistance programs.

COMPREHENSIVE EMPLOYMENT AND TRAINING ACT

The Emergency Employment Act was the precursor to the public
ser ice employment component of CETA, enacted 2 years later in
19Th. The original version of CETA contained a program of transi-
tional public service jobs for the economically disadvantaged, which
was augmented later with a countercyclical program for unem-
ployed people who were not necessarily poor. Although the transi-
tional program was more focused on the disadvantaged than its
predecessor under the Emergency Employment Act, less than half

in-
comes below the poverty line. Only 7 percent of total program par-
ticipants received AFDC, and 9 percent received other forms of
public assistance. The countercyclical program was slightly less
targeted, with 44 percent of all FY 1975 enrollees below the pover-
ty line, 6 percent AFDC recipients and 8 percent recipients of other

"Manpower Report of the President, 1974, pp. 153-154.
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forms of public assistance." However, eligibility criteria for both
programs were tightened and focused more specifically on the dis-
advantaged by amendments in 1978. As a result, in FY 1979, 68
percent of the transitional program enrollees were under the pov-
erty line and 86 percent were considered economically disadvan-
taged, with incomes below 70 percent of the Bureau of Labor Sta.
tistics' (BLS) lower living standard. Participation among AFDC re-
cipients had increased to 13 percent of all transitional program
participants, and 8 percent of transitional program participants in
FY 1979 received other forms of public assistance. In the countercy-
clical program, 63 percent of FY 1979 participants had incomes
below the poverty line, and 86 percent were considered economical-
ly disadvantaged. Of total countercyclical enrollees in FY 1979, 12
percent were AFDC recipients and 7 percent received other public
assistance. 19

By FY 1981, which was the last year Of public service employ-
ment (PSE) under CETA, 94 percent of transitional enrollees and
84 percent of countercyclical enrollees had incomes below the pov-
erty line. Almost 99 percent of transitional enrollees were consid-
ered economically disadvantaged, compared with 92 percent of
countercyclical enrollees. AFDC recipients constituted almost 20
percent of all transitional program participants and more than 15
percent of all countercyclical program participants. Another 3 per-
cent of enrollees in both programs received other public assistance.
About a quarter of enrollees in both programs in FY 1981 were
under the age of 22.20

In addition to authorizing public service employment, CETA con-
solidated and absorbed many of the classroom training, work expe-
rience, and on-job-training programs previously operated under
MDTA and EOA. The training component of CETA also tended to
serve more disadvantaged participants as the program grew older.
Of trainees in FY 1975, 77 percent had incomes below the poverty
line. Of all trainees in that year, 16 percent were AFDC recipients,
and 11 percent received other public assistance. By FY 1981, 99
percent of trainees were considered economically disadvantaged,
defined as having incomes lower than 70 percent of the BLS lower
living standard or 100 percent of the poverty line. AFDC recipients
made up 21 percent of all program participants and 4 percent re-
ceived other public assistance. Of CETA trainees in FY 1981, 45
percent were under the age of 22.21

The Omnibus Budget Reconciliation Act of 1981 (P.L. 97-35)
made deep cuts in Federal funds for CETA training programs and
prohibited further funding of public service employment under
CETA after FY 1981.

'National Gumma,sion fur Employment PuLcy. Sixth Annual Report to the President and
Congress. Washington. D.C.. 1980, p. 112.

"Ibid.. p. 112.
Employment and Training Report of the President. Government Printing Ofike. Washing

ton. D C.. 1982, p. 30.
Employment and Training Report of the President Government Printing Offit.e. Washing

ton. D.C., 1976, p. 344. Employment and Training Report of the President, 1982. p. 291
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TREATMENT OF EARNINGS OF WELFARE RECIPIENTS

No special provision was made regarding the treatment of earn-
ings paid to public assistance recipients in CETA public service em-
ployment programs. However, public assistance recipients enrolled
in CETA training programs were entitled to an incentive allowance
for each hour in training, not to exceed $30 per week, which CETA
law required States to disregard in computing the trainee's pay-
ment levels under public assistance programs.

PARENTAL STATUS OF PARTICIPANTS

No data are available on the extent to which CETA public serv-
ice jobs and training programs helped lift families with children
out of poverty. However, an examination of Table 2, derived from
FY 1981 participant data, indicates families with children were in
fact significantly affected by CETA programs.

TABLE 2.SELECTED CHARACTERISTICS OF FISCAL YEAR 1981 PARTICIPANTS IN MAJOR

CETA PROGRAMS

[In percentages)

Training Transitional public Countercyclical
service public service

employment employment
Male Female

Male Female Male Female

Single parents 4 36 3 42 5 37
Parents in twoparent families 17 13 20 14 23 17

No dependents 71 54 64 48 65 52
One dependent 10 20 13 23 12 24
Two dependents 7 14 8 16 9 13
Three to five dependents 10 11 14 12 12 10
Six or more dependents 1 1 1 1 2 0

Source. Compiled from data contained in Employment and Laming Report of the President, 1982, tables F-
10.3, F-10.7, and F-10.12.

Although most of the male participants were not parents and
had no dependents, about half the female trainees and more than
half of the female public service employees were parents and, in
fact, were more likely to be single parents. It seems reasonable to
conclude that a substantial number of poor children were affected
by their parents' participation in CETA, particularly when the size
of the CETA programs is considered. From the program's begin-
ning in 1975 through 1982, almost 12 million people were served in
the main training and Public Service Employment components, of
whom more than 5 million were women.22 Enrollees received cer-
tain supportive services, such as day care, in addition to training or
subsidized work, and enrollees in the training programs also re-
ceived allowances generally equivalent to the minimum wage. For

22 Employment and Training Reports of the President, 1976-1983.

4G-869 0 - 85 - 19
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a person with only one dependent, the minimum wage generally
has provided an income higher than the poverty threshold.)

Evaluations of CETA enrollees in fiscal year 1979 for up to 2
years after participating in the program show that, on the average,
participants experienced substantial improvements in employment
and earnings. These data are not broken down by family status but
they do indicate that people with the lowest earnings before par-
ticipating in the program experienced the largest percentage gains
in subsequent earnings (although not necessarily the largest gains
in absolute dollars). This group included women, workers under the
age of 21, and minorities. Further, these gains were sustained, and
in fact increased, over the 2-year period following program termi-
nation.2 3

Public assistance dependence also decreased following participa-
tion in CETA programs. The percentage of CETA terminees whose
families received some form of public assistance dropped from 46
percent in the year before program participation to 36 percent
during the second year after termination.24

CETA YOUTH PROGRAMS

Although almost half of regular CETA trainees and a fourth of
public service employees were under the age of 22, legislation en-
acted in 1977 authorized a separate title of CETA devoted exclu-
sively to disadvantaged youth. The Youth Employment and Demon-
stration Projects Act (YEDPA) authorized a variety of experimen-
tal approaches to the problem of youth unemployment. Programs
authorized by YEDPA included the Youth Employment and Train-
ing Program (comprehensive services for youth aged 14 through
21), Youth Community Conservation and Improvement Projects
(short-term work experience and skill training for 16- to 19-year-
olds), the Young Adult Conservation Corps (employment in conser-
vation projects for unemployed individuals aged 16 to 23), and the
Youth Incentive Entitlement Pilot Projects (a demonstration pro-
gram of guaranteed jobs for 16- to 19-year-olds who promised either
to remain in school or to return to school). In addition, pre-existing
programs including the Job Corps and Summer Youth Employment
Program, eventually were folded into the new CETA youth title.

Youngsters participating in one of the youth programs under
CETA received a variety of assistance, including remedial educa-
tion, pre-employment training, skill training, work experience, sub-
sidized jobs and training allowances. Between 1978 and 1982,
almost . million youth participated in one of the four major pro-
grams authorized by YEDPA, excluding the Job Corps and
Summer Youth Employment Program." Earnings or allowances
paid to participants in either the Youth Ince 0: ve Entitlement
Pilot Projects, Youth Community Conservation and Improvement
Projects or Youth Employment and Training Programs were specif-
ically disregarded in determining the eligibility of the youth's

" Westat, CIMS FJ1low Up Report No. 12. Postprogram Expenences, with Pre, Poet Compan
aeons for Terminees Who Entered CETA During fiscal year 1979. Prepared for thu U.S. Depart
ment of Labor. Apr. 1984, p. 1-5.

2 Ibid., p. 1-6.
" Employment and Training Report of the President, 1982, p. 310.
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family for public assistance and in computing the family's payment
level, under a provision contained in the youth title of CETA.

An evaluation of participants in two of the YEDPA programs
(Youth Employment and Training Programs and the Youth Com-
munity. Conservation and Improvement Projects) and of individuals
under the age of 22 enrolled in the regular training component of
CETA found substantial improvement in participants' post-pro-
gram earnings and employment. Earnings and employment gains
continued to increase as much as a year and a half following pro-
gram termination. The largest percentage increase (although not
necessarily absolute increase) was among groups with the lowest
pre-program earnings, including females, youth age 17 or younger,
and minorities. Improvement in earnings was due primarily to in-
creased employment, rather than increased wages.26

In addition to the direct benefits to youth participants in CETA
programs, a small number of youth program participants also had
children of their own. Of the male participants in FY 1981, 1 per-
cent reported being single parents and another 1 percent were par-
ents in a two-parent family. Of the females that year, 6 percent
were single parents and 1 percent were parents in a two parent
family.27

A separate evaluation of the Youth Incentive Entitlement Pilot
Projects found the demonstration had a substantial impact on re-
ducing youth unemployment, particularly among black youth and
youngsters aged 15 and 16. One of the goals of the demonstration
was to determine the impact of a guaranteed job as an incentive
for participants to remain in school or return to school. The pro-
gram's evaluators suggest that the demonstration showed the will-
ingness to work among disadvantaged youth is in fact very high.28

JOB TRAINING PARTNERSHIP ACT

The most recent employment and training program is JTPA,
which was enacted in 1982 and officially replaced CETA in 1983.
JTPA authorizes many of the same activities provided under CETA
with several significant exceptions. Public service employment is
prohibited under JTPA and the percent of funds that can be used
for income support and supportive services including day care is
limited. At least 70 percent of funds must be used for direct train-
ing costs. Work experience, a major program activity for youth
under CETA, also is sharply limited under JTPA. Funds for serv-
ing both economically disadvantaged youth and adults are provided
in a single block grant to States and service delivery areas, with
the requirement that at least 40 percent of funds in each service
delivery area must be spent for youth through the age of 21. Wel-
fare recipients must be served equitably according to their propor-
tion of the eligible population in each service delivery area. Job
Corps and the Summer Youth Employment Program continue as
separate programs under JTPA.

24 Westat, CLMS FollowLip Report No. 12, p. 1-7.
27 Employment and Training Report of the President, 1982, p. 310.
" Guerun, Judith. Lessor* ti !rum a Jub Guarantee. Manpower Demonstration Research Corpo-

ration, New York, p. 20,
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RELATIONSHIPS TO WELFARE PROGRAMS

The law provides that any allowances or earnings paid to JTPA
participants in training programs, including wages received in on-
job-training, must not be counted as income in determining eligibil-
ity and payment levels under other programs based on need, except
for programs authorized by the Social Security Act. In other words,
benefits paid under JTPA to recipients of AFDC, which is author-
ized by the Social Security Act, are counted in determining eligibil-
ity and AFDC payment levels. However, JTPA benefits paid to re-
cipients of other programs based on need, such as food stamps, are
disregarded in determining eligibility and benefit levels. An excep-
tion applies to dependent children, defined in the Social Security
Act as being under the age of 18, whose families receive AFDC ben-
efits. States are permitted to disregard any JTPA benefits, in the
form of training allowances or wages, received by dependent chil-
dren when computing their families' eligibility for, and payment
levels under, AFDC. This exception applies to no more than 6
months worth of earned income.

ELIGIBILITY

At the time of JTPA's enactment, there was some concern that
certain features of the program, particularly the limits on income
support and supportive services, would enable only the least disad-
vantaged among those eligible for the program to participate. Eligi-
bility requirements are generally the same as those under CETA.
at least 90 percent of participants must be economically disadvan-
taged, defined as members of families receiving public assistance or
having incomes no higher than either the Federal poverty income
guideline or 70 percent of the Bureau of Labor Statistics' lower
living standard.29

CHARACTERISTICS OF PARTICIPANTS

Preliminary data available so far from the Labor Department,
covering the program's first 6 months of operations, indicate that
94 percent of enrollees are economically disadvantaged and 37 per-
cent are under the age of 22. At the time of application for the pro-
gram, 42 percent were receiving public assistance, although this
category is not broken down by type of public assistance, such as
AFDC, food stamps, or general assistance. Among economically dis-
advantaged participants who have terminated from the program,
72 percent have been placed in jobs. Among program terminees
under the age of 22, 70 percent have been placed in jobs, and 66
percent of the public assistance recipients have entered employ-
ment. During the program's first 6 months, 415,200 individuals en-
rolled in the program and 148,200 have terminated.30 No informa-
tion is available on the family status of program participants.

"For a family of four. the 1983 Federal poverty income guideline ussued in late February
49&41 was $10,200 The lower living standard income level for a family M four, issued in August
1964 by the Department of Labor, ranged from $11,670 in the nonmetropvlitan South tv $12,390
in the metropolitan West.

" Analysis of Job Training Longitudinal Survey Quick Turnaround Data. JTPA Title II A
(October 1983-March 1984). U.S. Department of Labor. Aug 1984.
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The JTPA operates on a program year basis, rather than a fiscal
year basis, with program years running from July 1 to June 30.
Total appropriations for JTPA's first full program year, from July
1, 1984, to June 30, 1985, are $3.7 billion. Of this total, $1.9 billion
is used for the title II-A block grant to States for training the eco-
nomically disadvantaged, $825 million is available for the Summer
Youth Employment Program, and $600 million is provided for the
Job Corps. Remaining funds include $223 million for programs for
dislocated workers, and about $194 million for various national ac-
tivities.

EMPLOYMENT TAX CREDITS

In addition to Federal grant programs for training and employ-
ing the disadvantaged, tax credits also have been available to pri-
vate employers for hiring certain individuals.

WIN AND WELFARE RECIPIENT TAX CREDIT

The first of these in recent years was enacted in 1971 and avail-
able for hiring AFDC recipients registered with the WIN program.
This credit, called the WIN tax credit, was not widely used and was
liberalized in 1975 and 1976 to make it more attractive to employ-
ers. Also in 1975, a separate credit, called the welfare recipient tax
credit, was authorized for employers hiring AFDC recipients, re-
gardless of whether these individuals were registered with WIN.
This extended the credit to wages paid for nonbusiness employ-
ment (such as domestic work). In 1977 and 1978, another tax credit
was made available to employers for any ne%. employees hired.
This New Jobs Tax Credit was not targeted on any specific popula-
tion group.

The WIN tax credit was not widely used and the welfare recipi-
ent tax credit was used even less. (Both were replaced in 1981 by
the Targeted Jobs Tax Credit.) In general, only about 25 percent of
employers hiring WIN registrants who were eligible for the tax
credit actually claimed the credit.31 In FY 1975, of individuals for
whom the WIN credit was claimed, 64 percezit were female and 36
percent were male, while 92 percent of the individuals for whom
the welfare recipient credit was claimed were female and only 8
percent were male." The following table shows the number of cer-
tifications issued annually under the WIN tax credit, from 1973
through 1980. As for the separate welfare recipent credit, research-
ers estimated that its use had been minimal, with only 1,200 certi-
fications issued during the first 15 months.33 The two credits were
combined in 1978.

"IMPACT, Inc. An assessment of WIN and Welfare Tax Credits, Minneapolis, Minn., :Aar,
1977, p. xix.

32 'bid , p. 27.
33 Ibid., p. 68.
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TABLE 3.WIN TAX CREDIT CERTIFICATIONS, 1973-83

Fiscal year Certifications Fiscal year Certifications

1973 24,853 1977 35,266

1974 39,788 1978 36,085

1975 26,042 1979 42,713

1976 28,215 1980 52,625

Sources. IMPACT, Inc., An Assessment of WIN and Welfare Tax Credits, Mar. 1977, p. 67, Senate Finance
Committee and Joint Committee on Taxation, Background on Tax Incentives for Employment, Apr. 1981, p. 13.

TARGETED JOBS TAX CREDIT

The Revenue Act of 1978 created the Targeted Jobs Tax Credit,
which replaced the New Jobs Tax Credit, and in 1981, also replaced
the WIN and welfare recipient tax credits. Under current law, eli
gible TJTC workers include low-income youth aged 18-24, low-
income youth aged 16-19 enrolled in cooperative education pro-
grams, public assistance recipients, disabled workers in rehabilita-
tion programs, low-income Vietnam veterans and low-income ex-
convicts. The credit equals 50 percent of the employee's first $6,000
in wages during the first year, and 25 percent in the second year.
Employers also may claim a credit of 85 percent of the first $3,000
in earnings for low-income 16- to 17-year-olds hired for the
summer. Of the credits claimed by employers for year-round work-
ers, two-thirds are for young workers (under 24). In general, these
youngsters have been less disadvantaged than typical youth partici-
pants in other Federal employment and training programs, such as
CETA and JTPA.34

Firms using the TJTC have tended to increase their rate of
hiring disadvantaged youth, however, data are insufficient to deter-
mine whether the credit has resulted in a net increase in jobs over-
all, or whether the increased hiring of youth has resulted from dis-
placement of adults.

The following table shows the number of TJTC certifications for
each fiscal year since the credit began. Table 5 shows the percent
of certifications by target group for FY 1983 and the first three
quarters of FY 1984.

TABLE 4.TJTC CERTIFICATIONS, 1979-84

Fiscal year Certifications

1979 (six months) 37,020

1980 305,743

1981 411,581

1982 250,316

1983 439,506

1984 (first three quarters) 401,916

Sources. Data prepared by tr.e U.S. Emp!oyment Service, Department of Labor, Office of Planning and Review,

General Accounting Office letter report (GAO/PAD-83-44), June 8, 1983.

34 Congressional Budget Office. The Targeted Jobe Tax Credit. Washington DC, May 1984,

PP. 9, 22.
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TABLE 5.TJTC CERTIFICATIONS BY TARGET GROUP

[In percentages]

Dista
assistance
General
ssistance Other I

recipients educa 1.°11

Summer

youth recipients students youth

1983 59 3 12 2 8 17

1984 2 59 4 15 1 3 18

' low income Vietnam veteians, low income exeonvicts, disabled workers in rehabilitation programs,
former CETA public service enrollees, and Supplemental Security Income recipients.

2 Includes only the first three quarters of fiscal year 1984.

Source. Data prepared by the U.S. Employment Service, Department of Labor, Office of Planning and Review.

SUMMARY: IMPACT ON CHILDREN'S Poi ERTY

It is difficult to determine the success of Federal employment
and training programs in reducing or ending poverty of families
with children. With a few exceptions, most of the employment and
training programs created in the last 20 years have not been de-
signed explicitly as programs to aid poor children, or even poor
families, although public assistance recipients have usually been
program target groups. Rather, the goal of most of these programs
has been to increase the employment and earnings of disadvan-
taged individuals, regardless of family status. To the extent that
these individuals have had children, or been dependent children
themselves, their participation in Federal work and training pro-
grams has affected, and in most cases increased, overall family
income.

The greatest percentage gains in income resulting from employ-
ment and training program participation have been among enroll-
ees with the lowest preprogram earnings, primarily women and mi-
norities. However, these gains in income are mostly due to in-
creased employment rather than higher wages. While these partici-
pants tend to work more hours after termination from a work or
training program, they often are working in lowwage jobs. Depend-
ing on their family size, these individuals may still be poor despite
the large gains in their income resulting from program participa-
tion.

Although billions of dollars have been spent for Federal employ-
ment and training programs during the last two decades, these pro-
grams have never served a sufficient number of people to make a
substantial impact on either unemployment or poverty rates. At
the peak of CETA's public service employment program in early
1978, more than 750,000 people were enrolled, however, more than
6 million people were unemployed at that time. Today, JTPA pro-
grams are expected to serve about a million people a year, yet
more than 8 million people are currently unemployed, and about
35 million people are poor.
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Job Curps is one of the few employment and training programs
explicitly designed to break the cycle of poverty among extremely
disadvantaged youth, by actually removing them from their home
environment and placing them in an intensive residential program
where they receive remedial education, health and nutrition serv-
ices in addition to employability development and skill training.
However, Job Corps also is the most expensive of all Federal em-
ployment and training programs, with an average service-year cost
of about $14,000. (Average length of stay in Job Corps is about 6
months, therefore, actual cost per participant is roughly half of the
service-year cost.)

Youth employment programs have yielded results similar to pro-
grams serving adults, that is, benefits are greatest among partici-
pants with the lowest preprogram earnings. However, these pro-
grams also have shown that work experience for youth, while not
particularly beneficial in the long-term when provided alone, can
be extremely useful when coupled with classroom training or when
used as an incentive to keep :,?ungsters in school. While by no
means the only factor, high school completion does have a signifi-
cant impact on employment rates. In 1982, white youth aged 16 to
24 who had not completed high school had an unemployment rate
of 28 percent, compared with 15 percent for high school graduates,
and less than 9 percent for college graduates. Among blacks aged
16 to 24 in 1982, those with less than 4 years of high school had an
unemployment rate of 53 percent, compared with 36 percent for
high school graduates and 24 percent for college graduates. Howev-
er, these relatively high rates for blacks, even among high school
and college graduates, indicate that lack of education and training
only partially accounts for the employment problems of minorities,
who are disproportionately poor.

The last 20 years have seen the creation, expansion and, most re-
cently, retrenchment of Federal employment and training pro-
grams. While direct job-creation was a major activity in the late
1970s, the only current program specifically intended to create jobs
is the Targeted Jobs Tax Credit, although the JTPA places heavy
emphasis on unsubsidized job placement. Given the experience of
the last 20 years, large numbers of families with children are not
likely to be lifted over the poverty threshold through training pro-
grams. Although many individuals, often low-income parents and
youngsters, have greatly benefited from the programs, these pro-
grams have not been operated on a large enough scale to affect
poverty rates. And, among those who have benefited the most from
program participation, their increased earnings often are not large
enough to raise them above the poverty line, although they reduce
the severity of their poverty.
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APPENDIX D. AFDC AND WORK*

I. TREATMENT OF EARNINGS

When the Social Security Act was enacted in 1935, AFDC was
conceived primarily as aid to enable widows to stay home and care
for their children. Society then thought that these mothers neither
could nor should work outside the home. The welfare check was to
help needy children who had lost their breadwinner, and these fa-
therless families were expected to have no earnings. The Act was
silent on the issue of nonwelfare income available to families of
AFDC.

100 PERCENT BENEFIT-LOSS RATE FOR EARNINGS

In 1939 the Social Security Act was amended to require that
States "take into consideration any other income of applicants or
recipient in determining their aid." Under this provision, welfare
agencies had to apply any private income obtained by families on
welfare to their support, thus reducing their need for an AFDC
grant.

For 23 years, from 1939 to 1962, this rule was in operation. Be-
cause of it, one dollar received in gross earnings caused a one
dollar cut in the AFDC grant in all States that paid a family's full
need. Under the law, a welfare mother's actual income declined by
the sum of any work expenses if she went to work in such States.
In States that paid less than full need, however, families were per-
mitted to use private income to fill all or some of the gap between
the State's maximum payment and the standard of need. For in-
stance, in South Carolina the need standard for an AFDC family of
four in 1960 was $134 per month and the maximum monthly AFDC
payment for such a family was only $63. The difference of $71 per
month could have been met through earnings without a reduction
in the amount of the AFDC payment until earnings exceeded $71.
The recipient was therefore strongly motivated to work since a rel-
atis ely substantial amount of additional income could be earned
without a reduction in the welfare grant. AFDC mothers in these
"fill- the -gap" low benefit States were given strong encouragement
to work by the sheer necessity for additional income.

In 1961 Congress opened up AFDC, at State option, to needy fam-
ilies of unemployed parents, who by State definition could include
partially employed fathers. This program, first adopted as a tempo-
rary anti-recession measure, later was extended and, finally, in
1967 was enacted into permanent law. However, as of December
1984, only 23 States plus the District of Columbia and Guam of
fered this program. Extension of AFDC to fathers who were unem-

Carmen Solomon wrote this appendix.

(559)
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ployed or had part-time jobs made more significant the issue of
how to treat earnings of families on welfare.

DISREGARD OF WORK EXPENSES

Beginning with the 1962 Amendments to the Social Security Act,
several disregards of AFDC earnings were enacted, some mandato-
ry, some optional with the States. Effective July 1, "63, States
were required to disregard any expenses reasonably attributable to
the earning of wages in the calculation of the AFDC grant. This
was to end the financial penalty for taking a job. This rule reflect-
ed a new philosophy of rehabilitating welfare mothers through
social services and encouraging their self-support.

OTHER DISREGARDED INCOME

The same Act permitted States to set aside any or all of the fami-
ly's earned or other income for the future identifiable needs of a
dependent child. In 1965 States were permitted to disregard the
first $50 earned monthly by children under 18, up to a family max-
imum of $150; about half of the States did so in 1965.

WORK INCENTIVES

National policy to encourage work through incentives began in
1962 but the 1967 Amendments to the Social Security Act greatly
extended this policy.

In 1967 Amendments to the Act, Congress made two major
changes. it required States, effective July 1, 1969, to disregard 100
percent of the earnings of each AFDC child who was a student and
not a full-time worker; and, further, to disregard the first $30 of
other family earnings per month plus one-third of the remainder.
The second provision was to assure a financial gain from work and
to encourage AFDC mothers to take jobs. Added to the provision
already in law for mandatory disregard of work-related expenses,
the $30 plus one-third disregard rule (often called the "work incen-
tive bonus") enabled an AFDC mother to increase her total income
(even if her AFDC grant equalled the State's standard of need) by
$30 in earnings, one-third of the remaining earnings, and earnings
spent on work expenses.

The work incentive bonus was granted to families already on
AFDC. The House Ways and Means Committee said it was with-
holding this bonus from applicants, unless their net incomes were
below the State's standard of need and thus qualified them for
AFDC payments, so as to prevent expansion of AFDC caseloads.
Said the committee. "One possible result of this provision is that
one family, who started out below assistance levels, will have some
grant payable to certain earnings levels because of the exemption
of later earnings while another family which already had the same
earnings will receive no grant."

The committee said it understood the objections that could be
raised to its decision, but defended the rules as saving about $160

' 1.S Congress House Committee on Ways. and Means. Social Secunt Amendments of 1967,
report to accompany H.R. 1206. Waslungtoa. Govt. Pr.n.. Oft, 1967. 90th Congress, 1st Session.
Report No. 544. p. 107.
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million yearly and keeping off welfare people with earnings that
exceeded their financial need. "In short," the committee summa-
rized, "the provisions . . . are . . . designed to get people off AFDC
rolls, not put them on." (emphasis added) 2

Ironically, one result of the earnings disregard was to make it
harder to earn one's way off welfare, and more valuable to enroll
in AFDC.

1981 CHANGES

In 1981, major changes related to earnings were made in the
AFDC program. The Administration maintained that work incen-
tive disregards had not achieved their objective of promoting self-
sufficiency since roughly the same proportion (16 percent) of moth-
ers had earnings in 1981 as when the changes were initiated in
1967. The Omnibus Budget Reconciliation Act of 1981 repealed the
unlimited disregard of work expenses, substituting a flat $75
monthly standard (prorated for part-time workers), and actual de-
duction of child care costs up to $160 per child per month. It al-
lowed the work incentive bonus ($30 plus one-third) only during the
first four months of employment. The law also established a gross
income eligibility limit equal to 150 percent of the State's need
standard, and changed the order in which the disregards were to be
applied. In effect, the 1981 provisions limited the total income any
family could earn and still qualify for AFDC.

1984 CHANGES

In 1984, some of the changes made in 1981 were revised. The Def-
icit Reduction Act of 1984 increased the AFDC gross income limit
to 185 percent of the State's standard of need, required States to
disregard the first $75 of monthly earned income for both full and
part-time workers, and extended the $30 disregard of monthly
earnings from four months to twelve months.

In addition, the Deficit Reduction Act required States to extend
Medicaid coverage for 9 months to persons who lose AFDC and
Medicaid eligibility because of earnings, provided they would have
continued to receive AFDC if one-third of their remaining earnings
the work incentive bonus) were disregarded. States were permitted

to add another 6 months of Medicaid coverage for such persons.

IMPACT OF RECENT CHANGES

The following example (table 1) illustrates the impact of past and
current welfare policies on a mother working full time at the mini-
mum wage. The example assumes that past policies were in effect
in 1984. Assume that the need standard and maximum benefit
level are $327 a month (three-person family benefit in median
State), and child care costs equal $100 throughout.

2Ibid
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TABLE 1 AFDC EARNINGS DISREGARD POLICIES, 1962-84 (HYPOTHETICAL EFFECT OF APPLYING PAST POLICIES IN 1984)

Pre-1962 1962 1969

Policies as in effect on:

October 1981 October 1984

1st 4 mo After 4 mo 1st 4 mo After 4 mo

Gross earnings
Plus EITC

Minus disregards:

$581 $581 $581 $581

32
$581

32

$581
41

$581
41

Initial disregards
One-third of rest

313

184

(i) (2) (1) (2) (1) (3) (1) (3)

Child care 100 100
One-third of rest
Other expenses 75 75 ell

Total disregards 175 389 L.,
Total income to count against AFC., ben-

efit 581 406 192
AFDC benefit 0 0 135

Ineligible.

2 The AFDC gross income eking that was 111 effect in Octobei :98: would have disqualified the 1-person family hom continued AFDC eligibility, j$581-432,>1.5A$321). If there had
been no gross income ceiling, the family would have received an AFDC benefit equal to $55 pet month during the first 4 months, nothing after the first 4 mouths.

the gross in= ceiling wrrently in effect would also disqualify the three-person hom continued AFDC eligibility, i$581 It there were no gross
income limit, the family would receive $49 per month for the first 4 months; nothing thereafter.
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II. WORK PROGRAMS

The 1961 provision extending AFDC benefits to needy children of
unemployed parents introduced, for the first time, an identifiable
group of employable persons into the federally assisted welfare pro-
grams. In 1962, Congress allowed States to require recipients to
work in community work and training programs (CWTP) in ex-
change for their AFDC benefit. Congress saw CWTP as a way of
providing useful work for the unemployed parent. The Social Secu-
rity Amendments of 1967 established a new work program under
title IV-C of the Social Security Act to enable as many AFDC re-
cipients as possible to find employment and economic independ-
ence. In 1981, Congress gave States the option of setting up work
incentive (WIN) demonstration programs, work supplementation
programs and community work experience programs.

COMMUNITY WORK AND TRAINING PROGRAM

The community work and training program (CWTP) was estab-
lished in 1962 to assist States in encouraging AFDC recipients to
develop work skills and to help recipients who had been employed
previously to maintain their skills.

The CWTP, optional for States, required AFDC recipients aged
18 and older to work off their benefits. In addition to health and
safety requirements, CWTPs had to meet a number of other condi-
tions in order to be approved. The payment for work could be not
less than the minimum rate established by State law and not leas
than the prevailing community rate for similar work. The work
had to serve a useful purpose and not result in the displacement of
regular workers. Work expenses had to be taken into account in
determining need and a person could not be denied AFDC if he or
she had "good cause" to refuse work.

Although it was expected that the program would be used pri-
marily for unemployed fathers, the statute required that if States
made the program available to mothers appropriate day-care ar-
rangements would have to be made for the children while the
mother was at work. Before its authorization expired at the end of
June 1967, CWTP operated in 13 States.

WIN AND WIN DEMONSTRATIONS

The WIN program was established in 1967 with the purpose of
providing skills assessments, job training, and employment place
ment to help AFDC recipients to become self-supporting. As a con-
dition of AFDC eligibility, persons 16 years of age or older, who are
receiving or applying for AFDC, must register for work and train-
ing. An individual may be exempt from the work registration re-
quirement if he or she is unable to participate due to illness, inca-
pacity, advanced age, full time student status, remoteness from a
WIN site, the need to care for an ill or incapacitated member of
the household, or working at least 30 hours per week. Also exempt
is the parent caring for a child under 6 years of age; in a two-
parent family, one parent is exempt if the second parent is regis-
tered for work.
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At the Federal level, the WIN program is jointly administered by
the Department of Labor and the Department of Health and
Human Services. A dual administrative structure is also in place at
the State level, unless the State has elected to operate a three-year
WIN demonstration project. These projects, authorized by the Om-
nibus Budget Reconciliation Act of 1981 (P.L. 97-35), permit States
to design an alternative to WIN, administered solely by State wel-
fare agencies. The Department of Health and Human Services
oversees these demonstrations. By October 1984, 21 States were op-
erating WIN demonstration programs. (See table 2.)

AFDC recipients who are selected for participation in WIN must
accept available jobs, training or needed services to prepare them
for employment. Refusal to do so without good cause will result in
a sanction. In the case of two-parent families, the entire family is
made ineligible. In the case of a single parent who refuses to work,
payment to the nonworking adult is denied, but protective pay-
ments continue for the children. Protective payments are payments
to a third party. Usually a relative, neighbor or friend will receive
the AFDC benefit check on behalf of the child; sometimes the State
caseworker will serve as protective payee.

JOB SEARCH

The Omnibus Budget Reconciliation Act of 1981 permits States to
require AFDC applicants and recipients to participate in a program
of employment search beginning at the time of application. After
an initial 8-week search period for applicants, AFDC recipients
may be required to participate in 8 weeks of job search each year.
This means that in the first year, up to 16 weeks of employment
search may be required, with 8 weeks per year thereafter.

All WIN registrants (and applicants who appear to be WIN eligi-
ble) may be required to participate in the job search program. At
State option the job search requirement may be limited to certain
groups or classes of individuals who are required to register for
WIN. Transportation and other necessary costs incurred by partici-
pants must be reimbursed; States receive 50 percent Federal
matching funds for these costs and may not use the job search re-
quirement as a reason for delaying eligibility determinations or
payments to those who are otherwise eligible. An individual who
fails to comply with the job search requirement is subject to the
sanctions described for the WIN program. Table 2 lists the States
that have elected to revire job search.

COMMUNITY WORK EXPERIENCE PROGRAM

Under authority granted by the Omnibus Budget Reconciliation
Act of 1981, States may operate community work experience pro-
grams (CWEP). These programs are commonly referred to as
"workfare" and require adult AFDC recipients to perform some
sort of community work, such as park beautification or as a teach-
er aide, in exchange for the AFDC benefit. CWGP is very similar to
the 1962 community work and training program (CWTP). The indi-
N idual does not become a paid employee but, instead, works off the
AFDC benefit. The number of hours a person works is equal to
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their AFDC grant divided by the applicable minimum wage. CWEP
participants do not receive the earned income disregards.

States may require CWEP participation by any AFDC recipient
who is registered for WIN. However, unlike WIN, which exempts
parents with children under the age of 6 from the work require-
ment, CWEP may require parents caring for children under age 6
(but not under age 3) to participate if child care is available. As of
Octcber 1984, 24 States had chosen to implement sonie kind of com-
munity work experience program. Most State workfare programs
are not statewide. Table 2 shows which States have CWEPs.

WORK SUPPLEMENTATION AND GRANT DIVERSION

Finally, the Omnibus Budget Reconciliation Act of 1981 also per-
mits States to operate work supplementation programs, in which
AFDC may be used to subsidize a job for an AFDC recipient. Under
a work supplementation program, States may reduce the need
standard and/or revise the earned income disregards and use these
funds to subsidize jobs for AFDC recipients. The statute limits Fed-
eral funding for an AFDC program that includes a work supple-
mentation component and limits the subsidized jobs to those in
public or nonprofit organizations. Because of these restrictions only
one State has elected to operate work supplementation programs.

Instead, a number of States have requested and received waivers,
under section 1115 of the Social Security Act, which permit them
to operate similar programs called grant diversion. In a grant di-
version program, States may use the AFDC benefit as a wage subsi-
dy to encourage employers to hire AFDC recipients. Private, for-
profit employers may participate in grant diversion. The wage sub-
sidy is for a limited period, usually no more than six months. In
early 1984 six States were operating grant diversion programs
under this special authority (and without the funding limitations of
a work supplementation program).

The Deficit Reduction Act of 1984 modified the work supplemen-
tation program to enable States to operate grant diversion pro-
grams without the need for a special waiver.
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TABLE 2.STATE PARTICIPATION IN OPTIONAL AFDC WORK PROGRAMS, SEPTEMBER 30,

1984

Date WIN
State . demonstration CWEP IVA job search

implemented

Alabama Implemented in 1 county
April 1982.

Arizona June 1, 1982
Arkansas Sept. 30, 1982 Implemented in 1 county

September 1982; now
WIN Demo.

California (*) Implemented 1 in 1
county July 1982.

Colorado Implemented in 1 county
October 1982; now
operating in 25
counties.

Delaware Apr. 1, 1982
Florida Apr. 1, 1982
Georgia (*) Implemented in 10

counties August 1982;
now operating in 8
counties.

Idaho Implemented in January
1982: statewide since
April 1982.

Illinois July 1, 1982 Implemented in 12
counties in February
1984.

Iowa Sept. 30, 1983 Implemented for regular
AFDC cases in 5
counties July 1982;
currently operating in
49 counties for UP
cases.

Kansas Implemented in 4 Implemented for
counties May 1983. recipients only May
Currently operating in 1983.
9 counties.

Kentucky Implemented in 2
counties September
1982; phased out
December 1982;
implemented in 8
counties August 1983.

Maine Apr. 1, 1982 Implemented for
recipients only January
1983.

Maryland Sept. 30, 1982
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TABLE 2.STATE PARTICIPATION IN OPTIONAL AFDC WORK PROGRAMS, SEPTEMBER 30,

1984Continued

State
Date WIN

demonstration
implemented

CWEP IVA job search

Massachusetts.... Apr. 12, 1982 Implemented for
applicants and
recipients in 16
counties October 1982.
Statewide for UP's
only.

Michigan Apr. 1, 1982 Implemented July 1982;
now operating
statewide.

Minnesota In 3 counties March
1983; now operating
in 7 counties.

Nebraska Sept. 30, 1982
New Jersey Oct. 1, 1982
New Mexico Implemented' in 1

county March 1983.
New York Approved 1 January

1982; now operating
in 20 counties and m
New York City.

North Carolina Implemented1 in 6
counties July 1982;
now operating in 8
counties.

North Dakota Implemented in 2
counties January
1982; now operating
in 12 counties.

Ohio Implemented1 in 4
counties March 1983;
now operating in 8
counties.

Oklahoma. Jan. 1, 1982 Implemented statewide
January 1982.

Oregon Jan. 1, 1982

Pennsylvania Sept. 30, 1982 Implemented' statewide
March 1983 as part
of WIN demonstration.

South Carolina .... Implemented1 in 2
counties May 1982.

4585

Implemented for
recipients only in 4
counties March 1983;
now operating in 8
counties.

Implemented statewide
for applicants and
recipients April 1983.

Operating program with
waivers.
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TABLE 2.STATE PARTICIPATION IN OPTIONAL AFDC WORK PROGRAMS, SEPTEMBER 30,

1984Continued

State

Texas

Vermont

Virginia

Washington

West Virginia

Date WIN
demonstration
implemented

CWEP IVA job search

South Dakota Apr. 1, 1982 Approved April 1982 and
implemented in 40
counties; now
operating statewide.

Mar. 4, 1982

Jan. 1, 1983 Implemented 1 statewide
January 1983 as part
of WIN Demonstration.

Implemented 1 in 2
counties June 1982.

Sept. 27, 1982 Implemented 1 statewide
for UP's January
1982; now operating
statewide for UP and
regular AFDC
recipients as part of
WIN demonstration.

Wisconsin Sept. 30, 1983

Implemented April 1983
for applicants and
recipients.

Implemented for UP
applicants only in April
1983.

Implemented statewide
January 1983 for
applicants and
recipients.

To be implemented
statewide for
applicants and
recipients in October
1984.

Approved to begin operation, January 1985.
'Denotes CWEP demonstration.

Source: Office of Family Assistance, Social Security Administration.
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APPENDIX E CHRONOLOGY OF CO? GRESSIONAL ACTION 1 ON SELECTED MAJOR INCOME BENEFITS 2

FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960-84*

Year Law or bill Income benefit Description

1961 Executive Order No 1
(President J. F. Kennedy).

19E1 P L 87-31

1961 P L 87 70 Housing Act of
1961.

1962 P L 87 510 Migration and
Refugee Assistance Act of
1962.

1962 P L 87 543 Public Welfare
Amendments of 1962.

Food stamps

Cash relief for needy families
of unemployed parents.

Foster care for needy
children.

Rural housing loans for
nonfarm families.

Cash aid and services for
needy Cuban refugees and
their families.

1. Treatment of earnings of
AFDC families.

Ordered expansion of distribution of surplus food. In a follow-up special message
to Congress, the President directed the Secretary of Agriculture to establish
pilot food stamp programs in specified areas for needy families, using general
food assistance authority.

Temporarily authorized States to extend Aid to Families with Dependent Children
(AFDC) to needy children of unemployed parents (AFDCUP) and their
caretakers under State definitions of unemployment. Earlier the program was
limited to families with an absent, disabled, or dead parent. (Note: the
program's actual name was Aid to Dependent Children until 1962).

Authorized temporary program providing AFDC payments for children placed in
foster care as a result of a judicial determination.

Expanded eligibility for Farmers Home Administration (FmHA) direct housing
loans to nonfarm rural residents. (Sec. 501 of the Housing Act of 1949)

Authorized 100 percent federally funded aid to Cuban refugees judged need by
State AFDC income standards. Eligible families included intact families wit an
employed father.

Required States to deduct only "net" earnings from AFDC check of a working
recipient, States were directed to disregard earnings used to pay reasonable
work expenses. (Previously States had to deduct 100 percent of gross wages
from the welfare grants.) Permitted States to let AFDC recipients keep, with
no deduction from the grant, any income set aside for future identifiable
needs of a child.
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APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION ' C N SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84' Continued

Year Law or bill Income benefit Description

2. Work programs for AFDC

recipients: Community
work and training
programs.

3. Cash aid for needy
families of unemployed
parents.

4. Social services for welfare
families.

5. Foster care

1962 P.1.81 -823 Free or reduced-price school
lunches.

Authorized States, with Federal AFDC matching funds, to operate "Community
Work and Training Programs" for AFDC recipients, under specified conditions
regarding health, safety, work expenses, minimum wage, and the like. This
permitted States to require recipients to work off their welfare grant (later
known as "workfare").

Extended optional AFDC -UP program for 5 years and permitted Federal matching
funds for aid given to second parent (unemployed or disabled) in the home.

Required that States provide services to AFDC recipients and applicants, as
prescribed by the Secretary of Health, Education, and Welfare to prevent and
reduce dependency. Increased the Federal reimbursement rate for social
services to 75% (previously they were reimbursed at the administrative rate
of 50%).

Eligible services included day care. The law also authorized child welfare
services, including day care, for non-welfare families (Title IVB of the Social
Security Act).

Made temporary AFDC foster care program permanent. Extended payments to
child welfare institutions (as well as foster family homes) providing foster
care.

Permanently authorized "special assistance" funds to States for free and
reduced-price school lunch programs. States were to give funds only to
schools with large numbers of children unable to pay the regular cost of
lunches. (The National School Lunch Act, passed in 1946, provided matching
funds to States for lunches for all children and required States to serve free
or reduced-price lunches to those unable to pay their full cost.)
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1963 P.L 88-4

1963 ... P L 88-15E Maternal and
Child Health and Mental
Retardation Planning

Amendments of 1963.
1963 . P.L 88-210. Vocational

Education Act of 1963.
1964 P.L 88 -212. Revenue Act of

1964.

1964 P 1 8! 452 Econornic
Opportunity Act

Income tax deduction for
dependent or child care
expenses.

Maternal and infant health
grants.

Vocational education

Income tax deduction for
dependent or child care
expenses.

Remedial education and
training for low-income
youth: Job Corps.

2. Work experience for youth

3 Part-time employment for
low-income college

students.
4. Adult education

, r.
;

Exempted a deserted wife from the income limit imposed on a married wife
($5,100, joint return with husband) for the child care deduction. (This
deduction, available to women and widowers, was established by P.L. 83 -591
in 1954.) It applied to expenses for a child under age 12, or for a disabled
dependent of any age, needed to enable the taxpayer to work. Maximum
deduction was $600 yearly, phased out (married couples only) above incomes
of $4,500.

Authorized grants to State and local health departments for maternity and infant
projects, primarily aimed at reducing mental retardation and infant mortality.

Authorized expanded Federal funding for vocational education programs and
schools. Included a focus on economically disadvantaged students.

Raised the age of qualifying child to under 13 and raised the maximum
deduction (two or more dependents) to $900 yearly. Extended the deduction
to a husband whose wife was institutionalized. Raised the adjusted gross
income limit (applicable only to married persons) to $6,600 (1 child) and
the phaseout threshold to $6,000.

Established Job Corps as a residential program of intensive remedial education
and skill training for disadvantaged 16-21-year-olds. Participants received
subsistence payments while enrolled and a readjustment allowance upon
termination from the program.

Authorized work-training programs for unemployed youths aged 16-21 in
community service projects.

Authorized work-study programs for college students from low-income families.
Employment limited to no more than 15 hours per week while student is
attending school.

Authorized adult basic education for individuals aged 18 and over whose inability
to read and write English constitute a barrier to employment.
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APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960-84` Continued

Year Law or bill lncorne benefit Description

1964 Pt 88-525: Food Stamp
Act of 1964.

1964 P.1.88 -641

1965 P.L. 8y -10: Elementary and
Secondary Education Act
of 1965.

1965 P.L. 89-91. Social Security
Amendments of 1965.

5. Work programs for AFDC
recipients: Community
work and training
programs.

Food stamps for needy
households.

Age limit for AFDC child

Compensatory education

1. Social security benefits for
students.

2. Age limit for AFDC child
(student).

3. Treatment of earnings of
AFDC families.

Authorized use of EOA money to fund demonstration Community Work and
Training (CWT) programs for AFDC-UP families. EOA regulations liberalized
the CWT program by providing supplementary grants to raise a participant's
income to his State's AFDC standard of need and by adopting a more
generous work expense allowance.

Established a State-option food stamp program to supplement the food puraas-
ing power of low-income households. Required that recipients pay fur their
food stamp allotments a sum roughly equal to what surveys indicated was
average spending for food. States set eligibility rules. The Federal Government

set allotments and purchase price requirements (both of which varied
regionally) and paid the cost of bonus stamps.

Permitted States to continue AFDC for a child through age 19 if he regularly
attended school (as defined by the State) or a vocational or technical training
course. (Earlier AFDC could extend only through age 17.) Retained rule that

States could not end AFDC eligibility before a child's 16th birthday.
Authorized grants to elementary and secondary schools for programs for

educationally disadvantaged children. Focused on areas with concentrations of

children from low-income families.
Extended social security benefits to children (of retired, disabled or dead workers

entitled to social security) aged 18-21 who were full-time students.
Permitted States to continue AFDC for a child through age 20 if he were a

student
Permitted States to disregard $50 in monthly earnings of an AFDC child under

18, with family limit of $150. Permitted States to disregard $5 in monthly
income from any source to an AFDC family.
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4. Medical care (Medicaid)
for welfare families and
other specified needy
groups.

5. Children and youth health
grants.

6 Federal funding share for
AFDC benefits.

7. Social services
1965 P t oq ??9 uther Ntsecondary education

Education Act of 1965 student assistance.

1966 P L 89-642 Child Nutrition Special food programs for
Act of 1966. children.

1966 P L 89-750 Elementary and Migrant education
Secondary Education

Amendments of 1966.

" t 1
Authorized matching grants to States to enable them to provide medical services

to cash welfare recipients (including AFDC families), known as the "categori-
cally needy," and the "medically needy" (defined as persons meeting all
requirements for cash welfare assistance except income).

Required State Medicaid programs to serve all children under 21 who were needy
by AFDC standards and were in AFDC-type families (1-parent families or 2-
parent families with a disabled or unemployed second parent), but who were
barred from receiving AFDC cash assistance by State rules about age or
school attendance. Permitted States to serve all medically needy children
under 21, regardless of family type.

Prohibited States from imposing cost-sharing charges for hospital services.
Required that charges for other services be reasonably related to income.

Authorized project grants to States for comprehensive health care services for
school age and preschool children, particularly in areas with many low-income
families.

Permitted States wi:h Medicaid programs to use the Medicaid reiniuursement
formula for AFDC. This allowed Federal cost sharing in all AFDC benefits.
Previous law barred Federal sharing for average benefits above $32 monthly
per recipient.

Extended eligibility for services to "former" and "potential" AFDC recipients.
Authorized Educational Opportunity Grants (now called Supplement& Educational

Opportunity Grants) for students of "excepticnal financial need. Also author-
ized Guaranteed Student Loans and Talent Search, a program to identify aria
assist qualified economically disadvantaged students to pursue postsecondary
education.

Authorized the special milk, school breakfast, and nonfood oquipment) assist-
ance programs.

Authorized grants to State educational agencies for programs of education for
migratory children of migratory agricultural workers.
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FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960MtContinued

Year Law or bill Income benefit Description

1966 P.L. 89-754. Demonstration 1. Rural housing repair loans

Cities and Metropolitan (Sec. 504).
Development Act of 1966.

2. Rural rental housing

1966 P.L. 89-794. Economic 1. Employment, on job

Opportunity Act training, work experience

Amendments of 1966. for high school youth.
2. Preschool services and

care: Head Start.

3. Legal services for poor
families.

196i P.L. 90-77. veterans Cash aid for needy veterans'

Pension and Readjustmeot families.

Assistance Act of 1967.

Increased loan ceiling from $1,000 to $1,500 for loans to owners of farm
dwellings who could not qualify for rural homeownership loans (Sec. 502) for
repairs to make their dwelling safe, sanitary, and adequate for habitation.
(Sec. 504 of the Housing Act of 1949).

Authorized direct and insured loans to profit and nonprofit sponsors to build or
repair multifamily rental or cooperative housing for low and moderate income
families in rural areas. Loans could be subsidized down to interest rates
determined by the Secretary, with maximum repayment period of 50 years.
(Sec. 515 of the Housing Act of 1949).

Authorized Neighborhood Youth Corps, for students in 9th through 12th grade
from low-income families, primarily those receiving AFDC.

Authorized Head Start, to provide comprehensive health, nutritional, education,
soda! and other services to children in poor families.

Authorized legal services program for poor persons.

Made eligible for veterans' pension program needy Vietnam Era veterans who
were disabled by nonservice-connected cause and their dependents and, if
needy, their survivors. Dependents and survivors included spouses and
unmarried children who (1) were under age 18, or (2) before attaining age
18 became permanently incapable of self-support, or (3) were over age 18
but under age 23 and were studying at an approved educational institution.
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1967 P.L. 90-222: Economic
Opportunity Amendments
of 1967.

19683 P.L. 90-247. Elementary and
Secondary Education

Amendments of 1967.

19683 P.1.90 -248. Social Security
Amendments of 1967.

Special education assistance

for children:
1. Upward Bound Authorized Upward Bound program to improve skills and motivation among low-

income youth with inadequate secondary school preparation to enable them to
succeed in education beyond high school.

2. Follow Through Authorized Follow Through programs to give services to kindergarten and
elementary school children who had been enrolled in Head Start.

School dropout prevention Authorized funds for high school dropout prevention projects in local school
districts. (Funds were appropriated in fiscal years 1969-1974 and in 1976.)

1. Work programs for AFDC Established the Work Incentive Program (WIN) for "appropriate" persons aged
recipients. Work Incentive 16 and over in AFDC families. Nearly all AFDC adults were made potentially
(WIN) Program. eligible, including mothers of preschool children, and the Secretary of Labor

was required to furnish child care services to them. Provided $30 monthly as
an incentive to persons in institutional training or in work experience; this
was an addition to the regular AFDC grant. States were to decide what
persons were appropriate for WIN assignment, the purpose of which was
private sector jobs, training for such jobs, and public service employment.
Repealed authorization for Community Work and Training Programs, which
had been established under 1962 law.

"

2. Treatment of earnings of
AFDC families:

a. Adults Required States not to count as income available to reduce the AFDC grant: the
first $30 in monthly earnings plus 1/3 of remaining earnings. The fractional
disregard required States to phase out benefits for working recipients

gradually, by less than 100 percent of extra earnings.

b. Children Required States to exempt from welfare deduction all earnings of AFDC children
who were full-time students or part-time students working less than full-time.
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Year law or bill Income benefit Description

3. Cash relief for needy
families of unemployed
fathers.

4. Emergency Assistance for
needy families with
children.

5. Child support for AFDC
children.

6. Family planning services
for AFDC recipients.

7. Foster care

8. Medicaid:
a. Screening and

treatment for
children.

b. Income limits,
medically needy.

c. Cost-sharing

9. Maternal and Child Health
grants.

Permanently authorized States to offer AFDC to families of unemployed fathers
(and changed the name of the program to AFDC for Unemployed Fathers),
disallowed aid to a child needy because of the unemployment of the mother,
required the unemployed father to have a substantial work history to qualify
for AFDC -VF, required the Secretary of Health, Education, and Welfare (HEW)

to define "unemployment."
Authorized States, with 50 percent Federal funding, to give Emergency Assis-

tance to needy families with children, limited to 30 days per year. Eligible
families included two-parent families barred from AFDC.

Required States to establish programs to determine paternity of AFDC children
and to locate absent parents and secure support from them.

Required States to offer family planning services to "appropriate" AFDC

recipients.
Expanded eligibility for AFDC foster care and increased the Federal funding share

of costs.

Required States to provide to all eligible persons under 21 early periodic
screening, diagnosis and treatment (EPSDT) services under Medicaid.

Prohibited States from setting income limits for medically needy coverage above
133-1/3% of their maximum AFDC cash payment for the same size family.

Permitted States to impose cost-sharing charges on hospital services for the
medically needy.

Combined Maternal and Child Health and Crippled Children's Services into a
sin rization. Required most funds to be used for formula grants to
StaSgt r than for project grants to nonprofit and other public entities.



1968 P L 90-448 Housing and 1 Mortgage subsidies (Sec. AuthorizeiNnAnY ownership aid for low or moderate income families (defined
Urban Development Act of 235). generally as having income not greater than 135 percent of maximum
1968. permitted for public housing in the area). Established homeowner's mortgage

payment at the higher of (1) 20 percent of his income or (2) the difference
between debt service on a mortgage at market rate interest and one with an
interest rate set by the Secretary of the Department of Housing and Urban
Development (HUD), but not below 1 percent.

Excluded from income used to calculate mortgage payment: $300 annually per
minor child plus any earnings of minor children (still in effect in spring
1984). (Sec. 235 of National Housing Act)

2. Rental subsidies Authorized interest reduction payments to reduce debt service on mortgages and
hence to decrease rent for rental and cooperative housing for low or moderate
income families (defined as for Sec. 235 above). Required the tenant to pay
25 percent of his income as rent, or the "basic" rent, if higher.

Excluded from income used to calculate rent: $300 annually per minor child plus
any earnings of minor children (still in effect in spring 1984). (Sec. 235 of
National Housing Act)

3 Rural homeownership Authorized homeownership aid for low or moderate income families (as defined
loans (Sec. 502). by Farmers Home Administration [FmHA]) in rural areas who could not obtain

credit elsewhere but could afford to repay an FmHA loan. Loan repayment
period set at 33 years with a maximum interest rate on direct loans of 5
percent. Subsidy rate based on housing expenses, family income, and family
size. "Interesi, credit" subsidies (authorized under Sec. 521 of the Housing
Act of 1949) could reduce mortgage interest rates as low as 1 percent. (Sec.
502 of the Housing Act of 1949)

4 Rural rental housing (Sec. Authorized "interest credit" subsidies down to 1 percent for rural rental housing.
515).

1968 Pi 9r' 5'5 Higher Postsecondary education Authorized grants to postsecondary education institutions for special services for
Education Amendments of assistance. Disadvantaged Students (such as specially-designed tutoring and counseling
1968. programs).
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Year law or bill Income benefit Description

1969 P.1.91 -152. Housing and
Urban Development Act of
1969.

1969 P.1. 91-172. Tax Reform
Act of 1969.

1969 P.l. 91-173. Federal Coal
Mine Health and Safety
Act of 1969.

1969 Pl. 91-177. Economic
Opportunity Amendments
of 1969.

1970 P.1.91 -248

1970 P.1.91 -588

1910 P.L. y1 -609. Housing and

Urban Development Act of
1970.

low-rent public housing

Personal exemption, income

tax.
Cash benefits for coal miners

and their families.

Preschool services and care.

Head Start.

Free or reduced-price school
lunches.

Cash aid for needy veterans'
families.

1. low-rent public housing

2. Rural housing repair loans
(Sec. 504).

Established a maximum rent for public housing, set at 25 percent of family
income.

Raised the personal exemption from $600 to $625 in 1970, to $650 in 1971,
$700 in 1972, and $750 in 1973. ($600 amount was set in 1954.)

Established cash benefits for coal miners totally disabled by black lung disease
and for their dependents and survivors. Dependents included "children," as
defined for social security benefits: unmarried and under 18 years; or, if older,
disabled (starting before age 18) or a student and under 22.

Earmarked specific funding for Head Start. Allowed participation of nonpoor
children in Head Start programs.

Authorized all schools serving free and reduced-price lunches to receive special
assistance funds; required the Secretary of Agriculture to establish uniform
national guidelines for eligibility for free or reduced-price meals. Changed
State matching requirements for the lunch program.

Made eligible for veterans' pensions Mexican Border period veterans who were
disabled by a non-service-connected cause, and their dependents and, if
needy, their survivors.

Excluded from income used to calculate rent (among other items). Income of a
full-time student and $300 annually for each dependent.

Increased loan ceiling to $2,500 for repair of rural dwellings and authorized
loans of up to $3,500 for repairs involving water supply, or bathroom or
kitchen facilities.
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1970.......... H.R. 16311. Passed by
House only. Not enacted.

1970 S. 3867. Passed by both
Houses of Congress.

Vetoed by President
Nixon. Not enacted.

1971 3 91-671. Food Stamp
Act Amendments of 1970.

1971... . P.L. 92-54. Emergency
Employment Act of 1971.

1971 PI 92-153

1971 P L 02 178 Revena Act of
1971.

Minimum cash income floor
for children.

Employment and training,
public service jobs for
welfare recipients.

Food stamps for needy

households.

Public service jobs and
training.

Free or reduced-price school
lunches.

1. Income tax deduction for
dependent or child care
expenses.

2. Personal exemption,
income tax.

3. Tax credit for hiring AFDC
recipients enrolled in WIN.

Proposed :4Faily' Assistance Plan" would have provided a Federal floor under
incomes of all families with dependent children, replacing AFDC. The income
floor was $1,600 yearly for a family of four. (Bill included a federally
prescribed minimum payment of $1,320 per person for needy adults enrolled
in State welfare programs for the aged, blind, or disabled.)

Proposed "Employment and Manpower Act of 1970" would have provided jobs
and training for low-income or unemployed persons, including youth. It would
have granted automatic eligibility to AFDC recipients.

Established uniform standards for eligibility and benefits. Provided that house-
holds could not be required to pay more than 30 percent of counted income
for food stamp allotments, which equalled the price of the Economy Food
Plan. Required that allotments be adjusted annually for food price changes.

Authorized jobs and training for unemployed and underemployed persons,
including AFDC recipients.

Established guaranteed levels of reimbursement for free and reduced-priced
lunches.

Raised the age of qualifying child to under 15. Authorized deduction of expenses
for household services as well as for care of a child or a disabled dependent,
provided they were needed to enable the taxpayer to work on a substantially
full-time basis. Raised the maximum deduction (for care in the home) to
$4,800 yearly, phased out (for unmarried persons as well as for married
couples) above adjusted gross incomes of $18,000, and ending at incomes of
$27,600. (Lesser deductions for care outside the home.)

Raised the exemption from $650 to $675 in 1971 and to $750 in 1972 and
later years.

Authorized a nonrefundable tax credit for employers who hired WIN participants.
Credit equalled 20 percent of wages paid to a worker in the first year of
work, subject to an overall limit per employer.
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Year LW or bill Income benefit Description

1971 P.L. 92-213: Joint
Resolution, Section 9,
Public Housing, Rent
Reductions.

1971 P.L. 92-223: Social Security
Act amendments.

1971.......... Title IV, H.R. 1. Passed by
House only. Not enacted.

1971 S. 2007: Passed by both
Houses of Congress.

Vetoed by President
Nixon. Not enacted.

1912 P.1.92 -318. Education
Amendments of 1972.

1972 P.L. 92-433

Low-rent public housing Prohibited a cut in cash welfare benefits for families whose rent was reduced by
the 1969 law setting rent at 25 percent of income.

Medicaid Permitted States Medicaid programs to provide services in intermediate care
facilities and defined intermediate care facility services to include services in a
public institution for the mentally retarded.

Minimum cash income floor Revised "Family Assistance Plan" would have increased the proposed Federal

for children. income floor for families with children (from $1600 in the 1970 House-
passed bill to $2400 for a family of four) to compensate for recipients' loss
of food stamp eligibility.

Day Care Bill included a grant program for child day care and child development (as new
title V of Economic Opportunity Act).

Postsecondary education

student assistance.

1. Free or reduced price
school lunches.

2. Food for women, infants
and children.

Authorized Basic Educational Opportunity Grants (later renamed Pell Grants) for
needy students. Authorized Educational Opportunity Centers to help low-
income students apply to colleges.

Permitted States to set income eligibility ceilings as high as 125 percent and
150 percent of poverty guidelines (prescribed by the Secretary of Agriculture)
for free and reduced-price lunches, respectively.

Established the special supplemental food program for women, infants, and
children (WIC) at nutritional risk.
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1972......... P.L. 92-603. Social Security
Amendments of 1972.

1973 P 1 93 86 Agriculture and
Consumer Protection Act
of 1973.

1973 P L 93-150. National School
Lunch and Child Nutrition
Act Amendments of 1973.

1. Federal cash income floor
for disabled or blind
children (and aged, blind
or disabled adults) (SSI).

2. Soda! Security benefits
for disabled children.

3. Medicaid:
a. Coverage of working

families ineligible
for AFDC.

b. Screening and

treatment of
children.

c. Mental hospital
services,for child

d. Cost-sharing

-----,

Food stamps for needy
horlrolds.

Established Isuj gemental Security Income (SSI) program, providing a Federal
minimum income guarantee of $1,560 yearly to persons aged at least 65 and
to disabled or blind persons of any age, including children, with resources
below specified limits. (Before the program took effect in January 1974, the
guarantee was raised to $1,680 by P.L. 93-66.)

Extended disabled child benefits to a person aged 22 or older if he became
disabled before age 22. (Previous law required the disability to occur before
age 18.)

Required States to continue Medicaid for four months to a family that lost
eligibility for AFDC cash because of increased earnings.

Imposed a penalty on States that failed to provide required health screening
services.

Permitted States to cover inpatient mental hospital services for children under
ren. age 21.

Permitted States to impose nominal cost-sharing charges on all services for the
"medically needy" and "optional services" for the "categorically needy."
Mandated the imposition of monthly premium charges on the 'medically

'-----.... needy."

Required semi-annual adjustment of food stamp benefits and eligibility limits for
price inflation. Required nationwide operation of the program by 1975.

Free or reduced price lunches.. Permitted States to lift the income ceiling for reducedprice lunches to 175
percent of the poverty guideline. Set specific reimbursement rates (automati-
cally adjusted for inflation) for free and reducedprice meals. Extended
eligibility for free milk to children eligible for free lunches.
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Year law or bill Income benefit Description

1913 P.L. 93-203. Comprehensive Comprehensive employment

Employment and Training and training, public

Act of 1973. service jobs.

1974 P.L. 93 368 Federal cash income floor for
disabled or blind children
(SSI).

1914 P.L. 93-383. Housing and 1. Rental subsidies (Section
Community Development 8).
Act of 1974.

2. Low-rent public housing

3. Mortgage subsidies (Sec.
235) and rental subsidies
(Sec. 236).

Incorporated previous employment and training programs for the economically
disadvantaged (including welfare recipients), unemployed, and underemployed
persons. Included the Job Corps. Provided a training allowance (maximum of
$30 weekly, about $130 monthly) and stipulated that welfare agencies must
disregard this income of a trainee.

Provided that SSI benefits would be automatically adjusted annually for price
inflation (at the same time and by the same percentage as social security
benefits).

Authorized aid for "lower-income" and "very low-income" Wiles, defined as
having income below 80 percent and 50 percent of area median family
income, respectively, adjusted for family size. Set rent at 15 percent to 25
percent of income, depending, in part, on family size. Reserve 30 percent of
units for very low-income families (Section 8 of the United States Housing
Act of 1937.)

Established a minimum rent for public housing, 5 percent of gross income.
Required that tenant pay rent equal to 25 percent of counted income, or if
higher, that portion of its cash welfare payment, if any, designated for
housing. Required at least 20 percent of each project's units to go to families
with 'very low" income (below 50 percent of the area median). Added to
1970 list of items excluded from income used to calculate rent were
payments received for foster care of a minor child.

Reduced income limits (from 135 percent of maximum permitted for public
housing) to 80 percent of the area median.
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4. Rural housing repair loans
(Sec. 504).

5. Rural rental assistance
(Sec. 521).

Increased loirri ceiling to $5,000 for repair of rural dwellings. Authorized loan
repayment period of 20 years with repayment conditions set in accordance to
the other housing loans, including interest credit loans down to 1 percent.

Authorize(' rental aid to owners of FmHAfinanced rental projects to enable them
to reduce the rents paid by low income families to not more than 25 percent
of their income (Sec. 521 of the Housing Act of 1949). FmHA did not
implement.

1974 P.L. 93-567. Emergency
Jobs and Unemployment
Assistance Act of 1974.

Public service jobs Authorized emergency public service jobs for unemployed and underemployed
persons, with priority for long-term unemployed persons not receiving unem-
ployment insurance.

1975 3 P.L. 93-644. Head Start,
Economic Opportunity,
and Community
Partnership Act of 1974.

1. Energy Assistance

2. Head Start

Authorized grants for broad array of energy-related services, including home
weatherization and "crisis assistance" for low-income households.

Established mandatory formula for fund distribution among State; based
primarily on relative numbers of AFDC children and children in families with
incomes below poverty. Prohibited fees for nonpoor children. Transferred Head
Start from 0E0 to HEW.

1915 P.L. 93-647. Social SeNices
Amendments of 1974.

1. Child support enforcement Required each AFDC applicant or recipient to assign her child support rights to
the State and to cooperate in identifying and locating the father. Authorized
collection of court support orders through the IRS tax collection mechanism
and allowed garnishment of Federal employee and military wages and
retirement benefits including social security in enforcing child support and
alimony obligations (for all families, not only for AFDC families).

2. Social services Extended eligibility for social services to non-AFDC type families whose income
did not exceed 115% of the State median income, adjusted for family size.
Gave States broad discretion in spending social service funds under a new
title )0( in the Social Security Act. Services were to promote at least one of
these goals: self-support or self-sufficiency; protection of children or adults;
institutional care where needed; home-based or community care where
needed.
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Year Law or bill Income benefit Description

1975 Pt 94-42. Tax Reduction 1. Refundable tax credit for

Act of 1975. parents with low earnings.

1975 Pl. 94-23. The Indochina
Migration and Refugee
Assistance Act of 1975.

1915 Pl. 94-105. National School
Lunch Act and Child
Nutrition Act Amendments
of 1975.

1975 P.L. 94-164. Reve;;ue
Adjustment Act of 1975.

2. Income tax deduction for
dependent and child care
expenses.

3. Tax credit for hiring AFDC
recipients.

Cash aid and services for
needy Cambodian and
Vietnamese refugees and
their families.

Reduced-price school meals,
WIC.

Earned income tax credit

1916 P.L 94-375. Housing Mortgage subsidies (Sec.

Authorization Act of 1976. 235).

Authorized one-year refundable credit for parent(s) who supported a child and
whose annual earnings were below $8,000. Credit was 20 percent of

earnings, up to a maximum credit of $400 annually (phased out between
earnings of $4,000 and $8,000).

Increased the income limit (set in 1971) for deduction of child care expenses in
the home to $44,600 (and the phaseout threshold to $35,000).

Authorized a nonrefundable tax credit for employers who hired persons enrolled
in AFDC for at least 90 days. Credit equalled 20 percent of wages paid in the
first year of work (like the credit for hiring a WIN enrollee). Imposed a
general limit of $1,000 per worker on credit for wages paid for nonbusiness
employment (such as domestic work).

Authorized 100 percent federally funded aid to Cambodian and Vietnamese
refugees judged needy by State AFDC standards.

Permitted States to lift the income ceiling for reduced-price meals to 195
percent of the poverty guideline (from 175 percent level set in 1973), and
required schools participating in the national school lunch program to offer
reduced-prim lunches. Expanded eligibility for WIC.

Required welfare programs to disregard EITC payments as income to recipients.
Extended credit through 1976. (Additional one-year extensions were made in
1976 and 1977.)

Raised the income ceiling from 80 percent to 95 percent of the area median.
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1976 P.L 94-385. Energy
Conservation and
Production Act of 1976.

1976 P.L 94-401

1976 P.L 94 455. Tax Reform
Act of 1976.

1976 P.L. 94 482. Education
Amendments of 1976.

1976 P.L 94-566. Unemployment
Compensation

Amendments of 1976.

1377 F.:.. 35 2E. Suppiemer.ta:
Appropriations Act of
1977.

197 ... ..... P.L 95-93. Youth
Employment and
Demonstration Projects
Act of 1977.

Weatherization aid for low-
income households.

Day care

Tax credit for dependent and
child care expenses.

Vocational education

1. Cash aid for needy
families of unemployed
fathers.

2. Services for needy,
disabled or blind children.

Eno assistance tc row
income households.

Work and training fog low
income youth.

Yw

Provided 100 percect Federal funding for weatherization help to low-income
families, including AFDC families, through grants administered by the Federal
Energy Administration (later the Department of Energy).

Provided special funds to States for child day care services for one year (later
extended through 1981). Permitted States to use these 100 percent Federal
funds for grants to child care providers for hiring AFDC recipients.

Replaced the dependent/child care tax deduction with a nonrefundable tax credit
and extended it to married couples who combined full-time work (one
spouse) and part-time work or 1111time schooling (second spouse). Set the
credit at 20 percent of expenses up to $2,000 for one child for care in or
outside the home, $4,000 for two or more (maximum credit $800 yearly).
Permitted credit for payments to any relative not a tax dependent if payments
were subject to ihe social security tax.

Reauthorized and amended the Vocational Education Act of 1963. Strengthened
the targeting of funds for economically disadvantaged students; required
programs for displaced homemakers, single heads of households who lack
adequate job skills, etc. Included a number of provisions to promote sex
equity in vocational education.

Permitted AFDC-(UF) to supplement unemployment insurance. Previous law
barred AFDC payments for any week that the parent received unemployment
insurance.

Required States to establish plans for medical, social, developmental, and
rehabilitative services for disabled or blind children under 16 enrolled in SSI
and to make provision for services to preschool children (with SSI funds).

Authorized payments to companies and fuel dealers to provide fuel to households
with incomes at or below 125 percent of the poverty guidelines. (Special
Crisis Intervention Program.)

Authorized several programs for economically disadvantaged youths (including
those in AFDC families); Young Adult Conservation Corps, Youth incentive
Entitlement Pilot Projects, Youth Community Conservation and Improvement
Projects, Youth Employment and Training Programs.
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Year Law or bill Income benefit Description

1977 P.L. 95-113. Food Stamp Food stamps for needy

Act of 1977 (Title XIII of households.

the Food and Agriculture
Act of 1977).

1977 P.L. 95-128. housing and
Community Development
Act of 1977.

1978 P.L. 95-239. Black Lung
Benefits Reform Act of
1977.

1978 P.L 95-524. Comprehensive
Employment and Training
Act Amendments of 1978.

1978 P.L. 95-568. Economic
Opportunity Amendments
of 1978.

1978._...... F.L. 95-588. veterans. and
Survivors Pension
Improvement Act of 1978.

Rora: rerta; assistance ,Sec.
521).

Cash benefits for coal miners
and their families.

Repealed the requirement that participants pay for stamps. Restricted eligibility
by imposing a "countable" income ceiling (100 percent of the poverty
guideline) and by limiting allowable deductions from gross income. Estab-
lished a standard household deduction and a maximum shelter/dependent care
expense deduction (both to be adjusted periodically for price inflation).
Established an earnings deduction, 20 percent of gross wages. Permitted a
limited number of pilot workfare programs, in which recipients were required
to work for their benefits.

Required FmHA to implement the rental assistance program, authorized in 1974,
which provided that low-income families should not pay more than 25 percent
of their income for rent.

Liberalized eligibility rules for those who filed claims after 1973.

Skil: training Established private sector initiative employment and training program for eco-
nomically disadvantaged, unemployed, and underemployment persons.

Established program of "Demonstration Employment and Training Opportunities"
for low-income unemployed persons, especially youths, welfare recipients, and
single heads of households with dependent children.

Altered formula for fund distribution, but continued to stress relative numbers of
AFDC and poor children.

Raised benefit levels of veterans pension program, provided for automatic
benefit adjustments for price inflation (at same time and by same percentage
as social security benefits) and prescribed stricter income eligibility rules.

1. Expecirnentai jot and
training projects.

2. Head Start

Cash aid ;of needy veterans'
families.
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1978 Pt 95-600 Revenue Act of 1. Tax credits for hiring
1978. persons in targeted

groups.

1978 . F 95 627 Nuti:tiori
Amendments of :978

1979... PI. 96-126

1979 P '.... 96 :53 Housing and
Community Development
Amendments of 1979.

2. Tax credit for hiring AFDC
recipients.

3. Personal exemption,
income tax.

4. Earned income tax credit....

Free chool meals, reduced
price lunches, child care
food program; WIC.

Energy assistance

1. Rental subsidies Sec. 8;
and low-rent public
housing.

2. Rural housing repair loans
(Sec. 504).

Authorized nonrefundable tax-credit to employers who hired members of target
groups, including economically disadvantaged youth or cooperative education
students and SSI recipients.. Credit equalled 50 percent of first $6,000 of
wages for the first year (maximum of $3,000 per worker) and 25 percent of
such wages for the second year. For hiring youths 16 and 17 years old in the
summer, the credit equalled 85 percent of the first $3,000 paid (maximum of
$2,550). Targeted Jobs Taxtredit.

Increased credit from original 1975 level to 50 percent of first $6,000 in wages
paid to a worker in trade or business the first year (maximum credit of
$3,000) and to 25 percent of such wages the second year. For non-business
wages, credit was raised,to 35 percent of first $6,000.

Raised the exemption from $750 to $1,000 in 1979 and thereafter,

Increased the maximum credit to $500 annually (from original 1975 level of
$400) and the income limit to $10,000. Made the credit permanent.
Authorized advance payments of the EITC, as an addition to the worker's
paycheck. Required EITC payments to be treated as "earned" income (and,
thus, to reduce welfare benefits).

Raised from 100 to 125 percent of the Secretary's income poverty guideline the
income limit for free meals, lowered the reimbursement rate for reduced price
lunches, but allowed States charging less than the maximum meal charge to
receive an additional reimbursement. Made the child care food program
permanent. Extended WIC through FY82 and revised the eligibility criteria.

Authorized home heating and energy crisis aid for low income households. Energy
Crisis Assistance Program.

Authorized HUD increase the maximum rent from 25 percent of counted income
(established in 1974) to 30 percent (except for families who moved in
before 1980). HUD did not implement.

Increased loan ceiling to $7,500 for repair of rural dwelling.



APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION ' ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84' Continued

Year Law or bill Income benefit Description

1979 n.R. 49:4. Social Welfare
Reform Amendments of
1979. Passed by House
only. NOT ENACTED.

198: P.L. 96-2:2. The Refugee
Act of 1980.

198: P1.96 -223. Home Energy
Assistance Act (Title III of
Crude Oil Windfall Profits
Tax of 1980).

19E: 96 2E5. Soda; SeCZty
Disability Amendments of
1980.

:98: PI 96 272. Adoption
Assistance and Child
Welfare Amendments of
1980.

3. Rural homeownership
loans, rural rental housing
and rural housing repair
loans.

Minimum cash income floor
for children.

:ash aid and social services
for needy, refugees and
their families.

Energy assistance

;ash aid for aeedy disabled
or blind children.

Foster care and adoption
assistance for needy
children.

2. Day care

3. Child support funds for
non-AFDC children.

Defined "low income" for rural housing as income below 80 percent of the area
median, adjusted for family size.

Bill would have required States to set AFDC maximum benefits at a level that, in
combination with food stamps, equaled at least 65 percent of the poverty
threshold.

Authorized 100 percent federally funded aid for refugees judged needy by State
AFDC standards. Limited aid to, at most, the first three years of a refugee's
stay in the U.S.

Authorized non-crisis heating aid, cooling aid when medically needed, and crisis
assistance for low-income households and SSI recipients. Set the income limit
at the Bureau of labor Statistics' "lower living standard" income level, which
varied by region, unlike the poverty guidelines.

Expanded SSI eligibility for disabled students by repealing attribution of parent's
income and resources to a disabled or blind child 18-20 years old who was a
student.

Established an adoption assistance program with Federal matching funds for
AFDC- or SSI- eligible children with specials needs. Revised foster care
program with the aim of preventing unnecessary separation of families.

Authorized each State to use part of its social services allotment (from Title )0(
program) for child care without having to add State matching funds.

Permanently authorized Federal matching funds for child support enforcement on
behalkof..p -AFDC children.

0



1980 P.L 96-321
1980 P.L. 96-422. Refugee

Education Assistance Act.

1980 P.L 96-495. Omnibus
Reconciliation Act of 1980.

1980

1981 P.L. 96 34. Economic
Recovery Tax Act.

Energy assistance

Social services for needy
Cuban/Haitian entrants
and their families.

1. School lunch program and
other child nutrition
programs.

2. Medicaid for needy
families with children.

Pl. 96-611 Age limit for AFDC child
.(student).

1. Tax credit for hiring AFDC
recipients.

2. Tax credit for dependent
and child care expenses.

138: F.L. 36 3.r... Omnibus
Reconciliation Act of 1981.

VO

3. Personal exemption

income tax.
1. Social security benefits for

students.
2. Social security benefits for

parents.

3. Earned income tax credit....

P '
Authorized home heating and energy crisis assistance for low-income households.
Authorized 100 percent federally funded social services for certain Cubans and

Haitians judged needy by State AFDC standards, and under the same terms as
the Refugee Act of 1980.

Lowered school lunch subsidy rates, reduced reimbursement rates in other
nutrition programs, eliminated March update of OMB poverty guidelines used
for free and reduced price meal eligibility. Replaced special hardship deduction
with standard deduction.

Included a number of provisions to reduce Medicaid costs. Authorized demonstra-
tion projects using Medicaid funds to train AFDC recipients as home health
aides.

Gave States the option to extend AFDC to children aged 18-20 only if they were
high school or noncollege students in vocational training (permitting exclusion
of college students.)

Extended the Targeted Jobs Tax Credit to cover jabs for persons enrolled in AFDC
for at least 90 days or WIN participants. Repealed the separate tax credit for
hiring AFDC recipients.

Increased the credit for those with incomes of $10,000 or less to 30 percent of
expenses up to $2,400 for one child, up to $4,800 for two or more children

in(mcomes

aximum
$28credit,

$
a nd

1,440). Phased down the credit rate to 20 percent at
of ,000 above.

Provided that $1,000 personal exemption would be adjusted annually for price
inflation, beginning in 1985.

Eliminated student benefits except for full-time elementary or secondary school
students under age 19.

Eliminated parent's social security benefit upon the child's 16 birthday (formerly,
upon the child's 18th birthday).

Required welfare offices to assume that an AFDC family determined to be eligible
for EITC was receiving it on an advance basis, regardless of whether it was
so paid.
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APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION ' ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84' Continued

Year Law or bill Income benefit Description

4. Treatment of earnings of
AFDC recipients.

5. Treatment of resources of
AFDC families.

6. Treatment of AFDC
stepparent income.

7. Age limit for AFDC child

8. Treatment of unborn child
of needy mother.

9. Work programs for AFDC
recipients:

Limited duration of the work incentive bonus (disregard of the first $30 earned
monthly plus one-third of the rest) to the first 4 months of a job and
standardized and limited other expense deductions (monthly: $75 standard
deduction, plus child care costs up to $160 per child, both subject to
reduction for less than full-time work). Imposed a gross income limit, set at
150 percent of the State's standard of need. Imposed a minimum benefit
threshold (providing that a family would be ineligible for AFDC unless its
benefit equalled at least $10 monthly), but required States to extend
Medicaid to such families.

Exempted from countable resources a family's home and (subject to equity value
limits) car. Lowered the countable resource limit to $1,000 per family
(previous regulations set the limit at $2,000 per family member, but
permitted States to count the house and car).

Required States to count a portion of stepparent income as available to an AFDC
child (earlier this was done only in States that made all stepparents

financially responsible for their stepchildren).
Lowered the maximum age for an AFDC child to 18 (with State option to extend

to 19 for a high school student).
Disqualified from AFDC unborn children before third trimester of mother's

pregnancy, but permitted States to give Medicaid to a first-time pregnant
women from the beginning of verified pregnancy.
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a. Community work
experience programs

(CWEP).

b. WIN demonstration
program.

c. Work

supplementation
program.

10. Cash aid for needy
families of unemployed
parents.

11. Food stamps for needy
households.

12. Medicaid for needy
families with children:

a. Medically needy

b. Age limit for
children.

c. Coverage of needy

families ineligible
for AFDC.

Per tied' States to establish Community Work Experience Programs (CWEP),
f AFDC recipients, under specified conditions regarding health, safety,
minimum wage, and the like. This permitted States to require recipients to
work off their welfare grant (workfare).

Authorized WIN demonstration programs, administered solely by State welfare
agencies rather than jointly with State employment agencies.

Authorized work supplementation programs, in which jobs could be offered as an
alternative to AFDC (at reduced grant levels).

Renamed AFDCUF as AFDC for Unemployed Parents (AFDCUP), but specified
that the qualifying unemployed parent must be the principal earner.

Restricted income eligibility for food stamps, delayed adjustment of benefits for
price inflation, reduced the earned income deduction from 20 to 18 percent of
gross wages, and permitted States to operate workfare programs for recipi-
ents.

Repealed requirement that States with programs for the medically needy must
offer comparable coverage to all four such groups (aged, blind, disabled, and
members of families with children). Required States that offer medically
needy coverage to any group to provide ambu!atory services to children and
prenatal and delivery services to pregnant women. See No. 8 above.

Permitted States to limit Medicaid coverage of children to those under age 18
(see No. 7 above) or to extend coverage to all aged 18 through 20, or to
reasonable classifications within this group.

Required States to give Medicaid to families ineligible for AFDC because of that
program's new $10 monthly benefit threshold (See No. 4 above).
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APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION 1 ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84' Continued

Year Law or bill Income benefit Description

d. Screening and
treatment of
children.

e. Administration and
funding.

13. Maternal and child
health grants.

14. Day care

15. Elementary and
secondary education
grants.

16. School meals, other child
nutrition programs.

17. Rental subsidies (Sec.
8) and low-rent public
housing.

610

Repealed penalty (reduction in AFDC funds) for State failure to inform AFDC
families about availability of screening, diagnostic, and treatment services for
children or to arrange such services upon request.

Gave States more flexibility in program design. Authorized them to provide
services by use of designated providers (under a freedom-of-choice waiver).
Provided for reductions in Federal cost sharing in Fiscal Years 1982-84.

Consolidated into a block grant: Maternal and Child Health Services; Supplemen-
tal Security Income services for disabled children, lead-based paint poisoning
prevention, genetic diseases, sudden infant death syndrome, hemophilia

treatment centers and adolescent pregnancy.
Reestablished title XX as social services block grant, with no Federal regulations,

earmark of funds for day care, or requirement for State funding.
Consolidated into a block grant numerous categorical programs, including some

for disadvantaged students.

Lowered income eligibility criteria for reduced-price meals from 195 percent to
185 percent of the poverty guidelines; eliminated standard deductions for free
and reduced-price meal eligiblity and set free meal eligibility at the gross
income standard for food stamps (130 percent of poverty level). Lowered
school lunch and breakfast cash reimbursement rates. Made eligibility changes
in child care food program and lowered reimbursement rates.

Raised family rent to the higher of (1) 30 percent of counted income or (2) 10
percent of gross income, effective immediately for new tenants, phased in for
old ones, but retained rule that public housing tenants must pay full sum
earmarked for housing in welfare check.



1981 PL. 97-119. Black Lung
Benefits Revenue Act of
1981.

1982 P L 97-248. Tax Equity and
Fiscal Responsibility Act
of 1982.

18. Rental subsidie0Sec.f
8).

19. Lowrent public housing....

20. Rental subsidies (Sec.
236).

21. Energy assistance

Cash benefits for coal miners
and their families.

1. Treatment of AFDC
families in shared
households.

2. Work rules for AFDC
applicants.

3. Cash aid for needy
children of absent
servicemen.

4. Medicaid for needy
families with children.

1982 P L 97 -253 Omnibus Food stamps for needy
Budget Reconciliation Act households.
of 1982.

Reduced share of units that could go to families with income above 50 percent
of the area median from 70 percent to 10 percent for rerentals (5 percent
for new rentals).

Reduced share of units that could go to families with income above 50 percent
of the area median from 80 percent to 10 percent for rerentals (5 percent
for new rentals).

Raised rent from 25 percent to 30 percent of counted income, and continued
rule that "basic" rent, if higher, must be paid.

Authorized payments to low-income and categorically eligible households to help
meet weatherization costs, as well as heating and cooling bills. (Low Income
Home Energy Assistance Act of 1981, Title XXVI of P.L. 97-35)

Restricted eligibility for those who claimed benefits after 1973.

Permitted States to reduce benefits for shared households by prorating the
portion designated for shelter and utilities.

Permitted States to require job search of applicants.

Prohibited AFDC to families whose parent was absent solely because of active
duty in the uniformed services.

Barred States from imposing cost-sharing charges on Medicaid services for
children under age 18; allowed such charges for persons 18-21. Authorized
States to extend home care coverage to certain disabled children who would
qualify for Medicaid if they were institutionalized.

Reduced maximum benefits by one percent, so as to provide 99 percent of the
cost of the Thrifty Food Plan, through fiscal year 1985.
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APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84` Continued

Year Law or bill Income benefit Description

1982 P 9; 300. T.raining
Partnership Act of 1982.

1983 P.L. 98-21. Social Security
Amendments of 1983.

1983 PI. 98-181. Housing and
Urban Rural Recovery Act
of 1983.

Job tiaining for low-income
persons.

Federal cash Income for
disabled or blind children
(SSI).

1. Rental subsidies (Sec. 8)
and low.rent public
housing.

2. Rural homeownership
loans, rental housing, and
housing repair loans:

Authorized comprehensive job training services for economically disadvantaged
persons. Specified that at least 40 percent of funds must be used for youth.
Incorporated several previous programs, including Job Corps and summer
youth employment program. Required AFDC(but not other need-tested pro-
grams like food stamps and public housing) to count as available income any
allowance or earnings paid to JTPA participants, except that it permitted
States to disregard such JTPA payments made to AFDC children for a
maximum period of six months.

Raised SSI benefits by $240 yearly (7 percent) and deferred 1983 cost-of-living
adjustment for six months.

Increased the share of units that could go to families with income above 50
percent of area median from 10 to 25 percent for re-rentals. Excluded from
income used to calculate rent (among other items): $480 annually for each
household member (except the head or spouse of head) who is under 18
years old or older than 18 and disabled, or a full-time student; $400 for any
elderly family; child care expenses needed to permit a family member to work
or to further his education. (Both programs previously excluded $300
annually for each child who was under 18 years old or a full time student.
Public housing regulations also disregarded dependent care expenses needed
to enable the family head or spouse to work.)

Defined 'very low income' for rural housing programs as income less than 50
percent of the area median, adjusted for family size.
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1983 H.R. 1036. Community
Renewal Employment Act.
Passed by House only.
Not Enacted.

1984 P.L. 98-369: Deficit
Reduction Act of 1984.

a. Rural home '
ownership (Sec.
502).

b. Rural rental housing
(Sec. 515).

c. Rural housing repair
loans (Sec. 504).

3. Rural rental assistance
(Sec. 521).

4. Rural housing preservation
grants (Sec. 533).

Public service employment

1. Treatment of earnings of
AFDC families:

a. AFDC eligibility and
size of benefit.

b. Medicaid eligibility
c. EITC

Required that 40 percent of Sec. 502 houses be occupied by very low income
families. Lengthened maximum repayment period for Sec. 502 loans to 38
years.

Required that 75 percent of existing Sec. 515 rental units and 95 percent of
new rental units be occupied by very low-income families. .

Restricted loans to very low-income families, removed loan ceilings, and
authorized the Secretary to determine maximum loan amounts.

Increased tenants' rent to the greater of (1) 30 percent of monthly adjusted
income (as defined by the Housing Act of 1937, as amended), (2) 10
percent of monthly income or (3) the portion of the family's welfare payment
designated for rent.

Authorized grants to State and local governments and private nonprofit organiza-
tions to rehabilitate single-family housing and rental properties affordable to
rural low-income home owners and renters.

Bill would have provided public service jobs for long-term unemployed individ-
uals, with priority for those who had exhausted their unemployment insurance
benefits and lived in families with no other full-time working member.

Required States to deduct more earnings from income used to calculate AFDC
grant (and, thus to increase. benefits to workers) and to treat part-time
earnings the same as full-time earnings. Mandatory deductions: first four
months of job, $105 monthly plus child care costs (up to ceiling), plus one-
third; next 8 months, $105 monthly plus child care costs; thereafter, first $75
monthly plus child care costs. Increased gross income limit from 150 percent
to 185 percent of AFDC State need standard.

See No. 6a below.
Repealed rule that EITC be deemed available income for AFDC families deter-

mined eligible for it.



APPENDIX E. CHRONOLOGY OF CONGRESSIONAL ACTION 1 ON SELECTED MAJOR INCOME BENEFITS 2
FOR CHILDREN (OR FAMILIES WITH CHILDREN): 1960 -84' Continued

Year Law or bill Income benefit Description

2. Child support for AFDC
children.

3. Work programs for AFDC
recipients.

4. Cash aid for needy blind
or disabled children.

5. Treatment of nonneedy
members of AFDC families.

6. Medicaid eligibility
a. Working families

ineligible for AFDC.

b. Needy children

c. First-time pregnant
women.

7. Earned income tax credit....

014

Required States to "pass through" to the AFDC family $50 monthly in child
support collections from an absent parent, and, thus, to increase the family's
AFDC grant.

Authorized Federal funds for specified work expenses of CWEP recipients.

Increased SSI counted assets limit in stages, from $1,500 per person to $2,000
in 1989.

Generally required States to include (non-SSI) parents and siblings of an AFDC
child in the AFDC unit and, thus, to count their income and needs in
calculating the grant. (Previously a non-needy relative, such as a child with
his own social security survivor's check, could be excluded.)

Required States to continue Medicaid, with Federal matching funds, for 9 months
to families who lost AFDC eligibility because of the expiration of the disregard
of one-third of residual earnings after four months of work; permitted States
to extend Medicaid another 6 months (15 months in all).

Required States to give Medicaid to all children under one year old as of Oct. 1,
1984 (ultimately, to all under five) in families, regardless of structure, with
income and resources within AFDC eligibility limits.

Required States to extend Medicaid to first-time pregnant women who would be
eligible for AFDC in their State upon birth of the baby, and to those in two-
parent families whose principal breadwinner was unemployed and whose
income and resources were within State AFDC eligibility limits.

Raised maximum credit from $500 to $550. Increased eligibility limit to

$11,000.



1984 P.L. 98-378. Child Support
Enforcement Amendments
of 1984.

Child Support Required States by October 1985 to adopt three measures of collecting overdue
child support payments: withholding an amount from wages, withholding an
amount from State income tax refunds, and imposing lien's against property of
the delinquent parent.

Permitted establishment of paternity until a child's 18th birthday. Extended
incentive payments to States for collections made On behalf of nonAFDC
children.

1984 P.L. 98-473 Food stamps for needy
families.

Restored the maximum food stamp benefit to 100 percent of the cost of the
Thrifty Food Plan (from the 99 percent level adopted in 1982).

1984 P.L. 98-524. Carl D. Perkins
Vocational Education Act.

Vocational education Replaced the Vocational Education Act of 1963. Provided that StatA must spend
specified percentages of their Federal funds for such groups as disadvantaged
individuals, adults in need of training and retraining, single parents and
homemakers.

1 Enactment of laws and passage by either House of Congress of bills proposing major changes.
This cniunology concentrate Jr, Immo testeci piugiaffis for i.niidren ariO thou tallies, but Includes some nun income tested benefits, such as Social Security survivors benefits, that

have a substantial impact on pox children.
3 January.

Vee Burke compiled this chronology, to which all report authors contributed.
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APPENDIX F. THE INCOME DISTRIBUTION*

I. THE INCOME DISTRIBUTION 1

Income distribution can be examined in various ways.2 These in-
clude measuring the shares received by a given percentage of the
population (e.g., the top X percent of the population received X
percent of the income), the percent of the population whose income
is below the mean or median, and whether the distrib ,tion is bell-
shaped or deviates from such distribution.

Examining income distribution presents at least three problems.3
First, income is not always captured by official statistics. For exam-
ple, taxes, employee fringe benefits, and non-cash social welfare
benefits are not included in the analysis, and some cash income
and barter income are not reported. Second, there is "nonpecun-
iary" income, which may be produced in the home by family mem-
bers or derived from satisfaction on the job. A third problem con-
cerns life-cycle earnings. The basic premise is that earnings change
over an individual's lifetime. They are low when an individual is
young, tend to be high during prime working years, and drop off
again during old age. Consequently, at any single point in time, the
distribution of income varies with the age distribution of society. A
final difficulty is what Mark Lilla refers to as "income dynamics;"
that is, single point in time income distribution fail to provide in-
formation on how people or families are moving into and out of
certain income categories. Though the income distribution, for ex-
ample, may appear unchanged from one year to the next, families
may have been changing places over the year.

While these are important problems, analysts continue to exam-
ine the income distribution at single points in time because better
data are not widely available. With this in mind, the present ap-
pendix examines family income distributions from 1968 to 1983 by
using three measures. the Gini index, quintiles and a complex
measure summarizing the shape of the distribution.

II. DATA AND METHODS

In computing Gini coefficients and quintiles among families with
children, we imposed several restrictions on the Current Popula-
tion Survey (CPS). First, we Imited the sample to primary and sec-
ondary families with children under 18 years of age. Second, we re-
stricted the analysis to families whose incomes were not affected by

'Richard R. Verdugu wrote this appendix except fur the last section, onich was written by
Peter Gottschalk.

' Chapter 5 discusses what is meant by an income distribution.
' See. for example, F.A. Cowell. Measuring Inequility. Techniques for the Social Sciences.

John Wiley & Sons. New York 1977.
' See Mark Lille, Why the income distribution AS fia, misleading Public Interest no. 77, Fall

1984. p. 72-76.
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"top coding." For confidentiality purposes, the Census Bureau,
which conducts the CPS, imposes an upper bound (or "top code")
on income. From 1968 to 1979 the CPS used an upper bound of
$50,000 or more; beginning with the 1980 CPS, however, the upper
bound was changed to $75,000 or more.

Since total family income is composed of income sources with
ceilings, the bounds and their changes from 1979 to 1980 presented
two problems. On the one hand, we do not know how families in
the upper income bracket are distributed. And, on the other hand,
the change in the upper income bracket leads to comparability
problems between the years before 1980 and the years thereafter.

The strategy we employed in handling these difficulties is dis-
cussed below. First, we examined the percent of families in the
upper income bracket for CPS years 1971 to 1984. These data are
presented in Table 1. As can be seen, there is a dramatic drop in
these percents from 1978 to 1979, CPS years 1979 and 1980. Chart 1
presents a graphic representation of the data, and highlights the
extreme drop in the percents. Since the largest percent of families
in the upper income bracket was 3.6 percent, we eliminated the top
3.6 percent of families (based on family income) in each year from
the computation of Gini coefficients and quintiles. Our analysis,
therefore, is limited to the first 96.4 percent of families with chil-
dren.

TABLE 1.PERCENT OF FAMILIES AFFECTED BY THE UPPER INCOME LIMIT. 1970-831

Calendar year Percent Calendar year Percent

1970 0.5 1977 2.6
1971 .6 1978 3.6
1972 .8 1979 11.3
1973 1.0 1980 1.6
1974 1.1 1981 2.1
1975 1.4 1982 3.0
1976 1.9 1983 3.5

From 1979 on, the upper income bracket is $75,000 or mare.



600

CHART 1

Percent Distribution of Families Affected by
the Upper Income Limit: 1970-1983

1910 '1971 1972 1973 1974 1975 117i 1977 1911 1272 1230 1231 1932 1,33

YEAR

fCJ ltS



601

If we had not imposed ouch a restriction on the data, our summa-
ry measures of the income distribution would have been different.
For example, table 2 presents Gini coefficients with and without
these sample restrictions for CPS years 1969 to 1984. As can be
seen, the Gini coefficients we have computed with this restriction
tend to be lower than those computed without the sample restric-
tions. Thus, since lower Gini coefficients mean less inequality, the
Gini coefficients used in this report most likely underrepresent in-
equality among families with children.

III. GINI COEFFICIENTS, QUINTILES, AND A MEASURE OF THE SHAPE OF
THE DISTRIBUTION

GINI COEFFICIENTS

The Gini coefficient is a measure, in this case, of income concen-
tration. It is derived from the Lorenz curve. The Lorenz curve is
obtained by plotting the cumulative percent of families on the hori-
zontf.;1 axis, and the cumulative percent of aggregate family income
on the vertical axis. If all families had exactly the same percent of
income as their numerical percent in the population, the plot
would be represented by a 45 degree line referred to as the "line of
equality." However, this is never the case, and plots tend to be fall
beneath the line of equality (such a plot is known as the Lorenz
curve). The greater the inequality, the greater the area between
the line of equality and the Lorenz curve. Chart 2 shows the
Lorenz curve and the line of equality for 1983.

TABLE 2.-GINI COEFFICIENTS: 1969 TO 1983

Year Gini coefficient
(restricted)

Gini coefficient
(unrestricted) 1

1968 0.276 0.308
1969 .273 .302
1970 .278 .308
1971 .283 .311
1972 .298 .326
1973 .293 .319
1974 .298 .321
1975 .294 .323
1976 .272 .301
1977 .276 .302
1978 .275 .299
1979 .263 .285
1980 .274 .292
1981 .287 .312
1982 .300 .327
1983 .303 .333

Computed without excluding the top, 36 percent of famthes (based on family income). Figures may differ
from published data because the census does not top code income for its reports.
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CHART 2

Lorenz Curve and Line of Equality
Among Families with Children: 1983
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The Gini coefficient is the ratio of the area labelled "A" to the
area under the diagonal as indicated by the area CDE. Another
way of expressing the Gini is: Gini - A/A + B. The Gini ranges from
0.0 to 1.0; as inequality increases, the measure moves toward 1.0.

The main problem with the Gini is that income transfers be-
tween units (families or persons) have a much greater effect on the
nini if the two units are near the middle rather than at either end
f the income distribution. For example, transfering $1 from a

family with $1,000 to a family with $999 has a much greater effect
on reducing the Gini than transfering $1 from a family with $100
to one with no income.4

We computed Gini coefficients for families with children using
the March Current Population Surveys for calendar years 1968 to
1983. In addition, the sample restrictions discussed above were im-
posed because of the "top coding" of income. These data are pre-
sented in Table 3.

There are three interesting results here. First, income inequality
increased from 1968 to 1983. The Gini in 1968 was 0.276, whereas it
was 0.303 in 1983. Second, from about 1974 to 1979 there appears to
have been a decline in inequality, as the Gini decreased from 0.298
to 0.263. Third, from 1979, the Gini increased rapidly, with a peak
in 1983 of about 0.303.

TABLE 3.-QUINTILES AND GINI COEFFICIENTS: 1968 TO 1983

Year

Quintiles
Gini

coefficient1st lowest 2d 3d 4th
5th

highest

1968 7.4 14.8 19.5 24.5 33.8 0.276
1969 7.4 14.7 19.6 24.6 33.7 0.273
1970 7.2 14.7 19.4 24.7 34.0 0.278
1971 7.0 14.5 19.5 24.7 34.4 0.283
1972 6.8 14.2 19.5 25.1 34.5 0.298
1973
1974

6.8
6.4

14.4
14.3

19.5
20.6

25.0
25.1

34.4
34.6

0.293
0.298

1975 6.3 13.9 19.6 25.3 34.9 0.294
1976 6.4 13.9 19.7 25.3 34.7 0.272
1977 6.1 13.7 19.5 25.5 35.2 0.276
1978 6.1 13.7 19.5 25.4 35.4 0.275
1979 6.0 13.7 19.5 25.3 35.5 0.263
1980 5.6 13.3 19.5 25.5 36.1 0.274
1981 _.5.4 13.0 19.4 25.8 36.5 0.287
1982 4.9 12.7 19.1 25.9 37.5 0.300
1983 4.8 12.3 18.9 26.0 38.1 0.303

Source: March current population: 1968-84.

4 See F.A. Cowell, Measuring Inequality. Op. cit.
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QUINTILES

Quintiles divide an income distribution into five equal parts. The
quintile data show the percent of total aggregate family income re-
ceived by each fifth of the families with children.

Table 3 also presents quintile rankings of family income for fami-
lies with children from 1968 through 1983. As with the Gini coeffi-
cients, the data are from the March Current Population Surveys,
and sample restrictions, as discussed above, were imposed.

Results from those computations show that the distribution of
family income became less equal over time. There are two points
which verify this trend. First, from 1968 to 1983, families in the
lowest three quintiles saw their share of aggregate family income
decrease. In some cases the decrease was significant. For instance,
in 1968 families in the second quintile had about 14.8 percent of
aggregate family income, but in 1983 their share dropped to 12.3
percent.

If families in the first to third quintiles experienced decreases in
their shares of aggregate family income from 1968 to 1983, some
groups must have made substantial gains. Indeed, gains in the
share of family income were most significant among families in the
fifth quintile. Families in the fifth quintile, for example, had about
33.8 percent of aggregate family income in 1968, but by 1983 this
figure had risen to 38.1 percent.

DECOMPOSITION OF THE INCOME DISTRIBUTION

The decomposition of poverty is based on a model developed in
Gottschalk and Danziger (1958). The model assumes that the ratio
of total income to poverty thresholds has a displaced log normal
distribution. Changes in poverty can, therefore, be decomposed into
changes associated with changes in the mean and variance of the
market income to needs ratio, the mean and variance of the trans-
fer income to needs ratio, the covariance of these two ratios, and
the displacement factor. For expositional simplicity these six
causes of changes in poverty are reduced to three. changes in each
of the two means, holding inequality constant, and changes in in-
quality. For example, column 1 of Table 5-4 (Chapter V) reflects
not only the poverty-decreasing effects of increases in mean market
income ratio but also the poverty-increasing effects of increases in
the variance, and the effects of changes in the covariance and dis-
placement factor, all of which would result from proportional
growth in the market income ratio of each household. The changes
in the mean and variance would keep the coefficient of variation
constant. Column 3 shows the impact changes in the shape of the
distribution that result when the changes in the variance, covar-
iance, and displacement factor differ from what would be consist-
ent with proportional growth in each household's market income
ratio and transfer income ratio.

Intuitively, the model predicts how much poverty would have de-
clined if each household had experienced the average increases in
market and transfer income to poverty ratios. The difference be-
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twc en the obsei ved change in poverty and this hypothetical change
in poverty reflects changes in poverty caused by changes in in-
equality. The fact that the latter is positive in most of the subpe-
riods (Table 5-5) shows that reductions in poverty were smaller
than would have been expected from changes in the average levels
of the two income ratios.
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APPENDIX H. POVERTY RATES BY REGION AND STATE'

This appendix shows data on poverty rates by region for 1975 to
1983, and by State for 1969, 1975, and 1979. Regional poverty rates
are from the annual March Current Population Survey (CPS) (table
1). Poverty rates by State cannot be obtained from the annual
March CPS-the d sign of the CPS does not permit State level esti-
mates. The State level poverty rates provided in table 2 come from
two sources. 1969 and 1979 data are from the 1970 and 1980 decen-
nial Census of the population, 1975 data are from a special survey
of income and education conducted by the Census Bureau.

TABLE 1.-REGIONAL POVERTY RATES FOR RELATED CHILDREN 1 1975-83

Year Northeast 2 Midwest 3 Vint 4 South

1983 19.7 20.8 21.3 23.7
1982 19.7 18.9 19.7 25.1

1981 17.1 16.6 18.0 23.8
1980 15.9 15.7 15.5 22,1

1979 15.5 12.6 13.3 20.4
1978 15.9 11.9 13.1 20.1

1977 15.2 13.3 13.4 20.0
1976 15.1 13.5 13.3 16.6
1975 15.0 12.7 15.8 22.0

Percentage increase:

1979 to 1983 27.1 65.1 60.2 16.2

1975 to 1983 31.3 63.8 34.8 7.7

' All figures are fm related children under the age of 18. Figures are estimates and subject to the limitations
of the data.

I States in the Northeast Include. Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut,
New York, New Jersey, and Pennsylvania, Delaware, and Maryland.

' States m the Midwest include. Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, North Dakota,
South Dakota, Nebraska, and Kansas.

4 States in the West include. Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah Nevada,
Washington, Oregon, California, Alaska, and Hawaii.

States m the South Include. District of Columbia, Virginia, West Virginia, North Carolina, Georgia, Florida,
Kentucky, Tennessee, Alabama, Mississippi, Arkansas, Louisiana, Oklahoma, and Texas.

'Richard Rimkunas and Gene Falk prepared this appendix.
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TABLE 2. POVERTY RATES FOR RELATED CHILDREN UNDER AGE 18 BY STATE. 1969,

1975, AND 1979

State/region
1969

Poverty rate

1975 2 1979 3

Percent
change

1969-79

Northeast:
Connecticut 7.8 9.6 11:4 46.2
Maine 14.5 15.6 15.8 9.0

Massachusetts 8.8 10.8 13.1 48.9
New Hampshire 7.9 10.8 9.4 19.0

New Jersey 9.2 12.5 14.1 53.2

New York 12.7 13.8 19.0 49.6
Pennsylvania 10.9 13.3 13.9 27.5

Rhode Island 11.7 11.3 13.6 16.2
Vermont 11.5 18.2 13.9 20.9

North Central:
Illinois 11.0 16.1 14.9 35.5
Indiana 9.3 10.0 11.9' 28.0

Iowa 10.1 8.5 11.5 2.9
Kansas 12.0 9.2 11.4 -5.0
Michigan 9.4 12.5 13.3 41.5
Minnesota 9.5 9.8 10.2 7.3

Missouri 14.9 15.1 14.6 -2.0
Nebraska 12.2 10.6 12.1 -.8
North Dakota 15.9 11.7 14.3 -10.1
Ohio 10.0 13.2 13.2 32.0
South Dakota 18.9 14.6 20.0 5.8
Wisconsin 8.9 10.4 10.4 16.9

South:
Alabama 29.3 18.4 23.6 -19.5
Arkansas 31.3 22.7 23.4 -25 2
Delaware 12.3 10.7 15.6
District of Columbia 23.1 17.1 27.0 io.9
Florida 19.2 21.3 18.5 -3.6
Georgia 24.1 22.4 21.1 -12.4
Kentucky 24.9 21.4 21.6 -13.3
Louisiana 30.0 23.9 23.5 -21.7
Maryland 11.5 10.8 12.5 8.7

Mississippi 41.3 32.8 30.4 -26.4
North Carolina 23.6 18.3 18.3 -22.5
Oklahoma 19.7 16.0 15.7 -20.3
South Carolina 28.7 23.9 21.0 -26.8
Tennessee 24.6 20.5 20.6 -16.3
texas 21.7 20.6 18.7 -13.8
Virginia 18.0 118 14.9 -17.2
West Virginia 24.3 20.2 18.5 -23.9
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TABLE 2.-POVERTY RATES FOR RELATED CHILDREN UNDER AGE 18 BY STATE. 196C:,

1975, AND 1979-Continued

State/region
Poverty rate Percent

change

1969-791969' 1975 2 1979 3

West:

Alaska 14.7 7.5 12.1 -17.7
Arizona 17.9 18.7 16.5 -7.8
California 12.7 14.6 15.2 19.7
Colorado 12.7 11.2 11.5 -9.4
Hawaii 10.3 10.5 13.0 26.2

Idaho 12.7 11.8 14.3 12.6

Montana 13.3 13.6 13.8 3.8

Nevada 9.1 11.8 10.0 +9.9
New Mexico 26.7 26.1 22.1 -17.2
Oregon 10.8 9.8 12.0 11.1

Utah 10.6 9.1 10.7 .9

Washington 9.8 10.8 11.5 17.3

Wyoming 11.8 9.6 7.7 -34.7

U.S. total/rate 15.1 15.3 16.0 6.0

Source. U.S. Bureau of the C,ensur.. Statistical Abstract of the United States. 1934. Table 783, p. 475.
Washington DC. 1984.

2 Source: Survey of Income and Education. Unpublished Data.
3 Source. U.S. Bureau of the Census. Statistical Abstract of the United States. 1934. Table 783, p. 475.

Washington DC. 1984.
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APPENDIX I. SUPPORT TABLES FOR CHARTS IN REPORTS

Support Table for Chart 2.1

COMPARISON OF POVERTY THRESHOLDS AND FEDERAL INCOME TAX THRESHOLD FOR A

FAMILY OF FOUR: 1965-821

Year Poverty threshold
Federal income tax

threshold
Difference 2

1965 $3,223 $3,000 +$223
1966 3,335 3,000 +335
1967 3,410 3,000 +410
1968 3,553 3,000 +553
1969 3,743 3,000 +743
1970 3,968 3,600 +368
1971 4,137 3,750 +387

1972 4,275 4,300 -25

1973 4,540 4,300 +240
1974 5,038 4,300 +738

1975 5,500 6,692 -1,192
1976 5,815 6,892 -1,077
1977 6,191 7,533 -1,342
1978 6,662 7,533 -871
1979 7,412 8,626 -1,214
1980 8,414 8,626 -212

1981 9,287 8,634 +653
1982 9,862 8,727 +1,135

Tax threshold assumes a family of foul zing standard deductions and taking the earned income tax credit.
Note that this a a comparison of thresholds and the difference does not indicate the degree of tax liability. It
should also be noted that low income families are likely to be sub ^1 to other taxes beside Federal income tax.
Taxes such as State income tax, and payroll taxes are examples. The difference between the Federal income tax
threshold and the poverty threshold will vary with different size families.

A plus sign indicates a year in which the Federal income tax threshold s below the poverty threshold, a
minus sign indicates years in which the tax threshold is above the poverty threshold.

Source. u.S. House of Representatives, Subcommittee on Oversight and Subcommittee on Public Assistance
and Jnemployment Ciompensatior, of the Committee on Ways and Weans. Background Material are Poverty, p.
146.

'Thomas Gabe and Richani Rimkunas prepared the data tables in Appendix I.
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Support Table for Chart 2.2

COMPARISON OF POVERTY RATES BY AGE AND FAMILY STATUS: 1983

Category
Total (in

thousands)
Poor (in

thousands)
Poverty rate

Children 62,140 13,807 22.2
Aged adults in families with children 1,231 249 20.2
Nonaged adults in families with children 8,169 13,821 15.5
Aged 26,291 3,711 14.1

Nonaged adults *143,182 17,749 12.4
Aged adults in families without children 16,469 1,190 7.2
Nonaged adults in families without children 54,013 2,945 5.5

Source. March 1984 Current Population Survey. Estimates prepared by Congressional Research Service. All
figures are estimates and subject to assumptions used in their calculation, and limitations of the data.

Support Table for Chart 2.3

TOTAL AND POOR POPULATION BY AGE: 1983

Age group

Total Poor

Number (in percent Number (in percent
thousands) thousands)

Children 62,140 26.8 13,807 39.2
Nonaged adults (18 to 64) 143,182 61.8 17,749 50.3

Aged adults (65 +) 26,291 11.4 3,711 10.5

Total 231,291 100.0 35,267 100.0

Sou sa. Mai,..11 ;984 8tAsent Population Survey. Estimates prepared by Congressional Research Service. Ail
figures are estimates and subject to assumptions used in their calailation, and limitations of the data.
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Support Table for Chart 2.4

RELATIONSHIP OF FAMILY INCOME TO POVERTY THRESHOLD FOR POOR CHILDREN AND

ADULTS: 1983

Children (under 18) Adults (18 and older)

Number (in
thousands)

Percent Number (in
thousaiids)

Percent

Family income:

Less than 50 percent of poverty
threshold 5,943 43.1 7,610 35.6

Between 50 percent and 74 percent
of poverty threshold 4,105 29.7 5,922 27.6

Between 75 percent and 100 percent
of poverty threshold 3,759 27.2 7,898 36.8

Total 13,807 100.0 22,460 100.0

Source 'March 1984 Current Population Survey. Estimates prepared by Congressional Research Service. All
figures are estimates and subject to assumptions used in their calculation and limitations of the data.

Support Table for Chart 2.5

COMPARISON OF POVERTY RATES FOR CHILDREN BY RACE AND FAMILY TYPE. 1983

Family makeup Total (in
thousands)

Poor (in
thousands)

poverty rate

White married couples 41,962 4,924 11.7
All married couples 47,907 6,321 13.2
White children 50,628 8,778 17.3
All children 62,140 13,807 22.2
Black married couples 4,198 964 23.0
Black children 9,380 4,384 46.7
White female heads of households 7,478 3,559 47.6
All female heads of households 12,591 7,024 55.8
Black female heads of households 4,794 3,283 68.5

Source March 1984 Current Population Survey. Estimates prepared by Congressional Research Service. All
figures are estimates and subject to assumptions used their calculation and limitations of the data.
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Support Table for Chart 2.6

COMPARISON OF POVERTY RATES FOR ALL CHILDREN BY MARITAL STATUS OF PARENT AND

RACE: 1983

White Black

Number (in Percent Number (in Percent
thousands) thousands)

Never married 519 71.3 1,223 77.2

Separated/divorced 2,655 47.3 1,732 66.8

Widowed 267 27.9 384 60.7

Married, spouse absent 160 52.4 41 46.6

Souice. March 1984 Current Population Survey. Estimates prepared by Congressional Re...earch Service. AU
figures are estimates and subject to the assumptions used in the calculation and limitations of the data.

Support Table for Chart 2.7

COMPOSITION OF CHILD POVERTY POPULATION BY RACE AND FAMILY TYPE. 1983

Family type

White Black Other

(In (In (In

thou- Percent thou- Percent thou- Percent

sands) sands) sands)

Female head 3,616 41.2 3,215 73.3 186 28.8

Male present 5,163 58.8 1,089 24.8 459 71.2

Total 8,778 100.0 4,384 100.0 645 100.0

Sou ik.e. March 1984 Current Population Survey. Estimates prepared by Congressional Research Service. All
figures are estimates and subject to the assumptions used in their calculation and limitations of the data.

Support Table for Chart 2.8

ALL CHILDREN AND POOR CHILDREN BY MARITAL STATUS OF PARENT. 1983

Marital status of parent
Total (in

thousands)
Percent Po& (in

thousands)
Percent

Married, spouse present 48,524 77.2 6,414 46.0

Married, spouse absent 450 .7 231 1.7

Widowed 1,878 3.0 744 5.3

Separated/divorced 9,324 14.8 4,654 33.4

Never married 2,692 4.3 1,901 13.6

Source. March ,984 Cul lent Population Survey. Estimates prepared by Congressional Research Service. All
figures are estimates and subject to data limitations and assumptions used in their calculation.
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Support Table for Chart 2.9

COMPARISON OF OVERALL POVERTY RATE AND POVERTY RATE FOR RELATED CHILDREN:

1959-83

Year
Overall (total
population)

Related children'
(under 18)

1959 22.4 26.9
1960 22.2 26.5
1961 21.9 25.2
1962 21.1 24.7
1963 19.5 22.8
1964 19.0 22.7
1965 17.a 20.7
1966 14.7 17.4
1967 14.2 16.3
1968 12.8 15.3
1969 12.1 13.8
1970 12.6 14.9
1971 12.5 15.1
1972 11.9 14.9
1973 11.1 14.2
1974 11.2

,
15.1

1975 12.3 16.8
1976 11.8 15.8
1977 11.6 16.0
1978 11.4 15.7
1979 11.7 16.0
1980 13.0 17.9
1981 14.0 19.5
1982 15.0 21.3
1983 15.2 21.7

1 Children living in a family with a relative. The child is under 18 years of age and is not the head or
spouse of the family.

Source. U.S. Department of Commerce, Bureau of the Census, Characteristics of the Population Below the
Poverty level. 1983. Senes p. 60, No. 147 and Characteristics of the Population below the Poverty Level. 1978
P. 60, No. 124.

Chart 3.1

Tables 3-3 and 3-4 in text provide the estimates used to con-
struct Chart 3.1. These estimates are based on data derived from
the decennial Census.
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Support Table for Chart 3.2

PERCENTAGE DISTRIBUTION OF CHILDREN BY FAMILY TYPE: 1959-83

Year Mak presents Female head

1959 91.2 8.8
1960 90.7 9.3
1961 90.7 9.3
1962 90.5 9.5
1963 89.9 10.1
1964 89.7 10.3
1965 90.0 10:0
1966 89.6 10.4
1967 89.1 10.9
1968 88.4 11.6
1969 at 88.7 11.3
1970 87.8 12.2
1971 86.2 13.8
1972 85.7 14.3
1973 84.6 15.4
1974 84.1 15.9
1975 83.2 16.8
1976 82.9 17.1
1977 82.0 18.0
1978 82.5 17.5
1979 82.1 17.9
1980 81.3 18.7
1981 80.3 19.7
1982 80.3 19.7
1983 80.4 19.6

Mak.Present families include both married couples and single parent male-headed families.

Source U.S. Department of Commerce, Bureau of the Census. Series P- 60. "Characteristics of the Population
Below the Poverty Level." Selected years.
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Support Table for Chart 3.3

POVERTY RATES 1 FOR RELATED CHILDREN BY FAMILY TYPE: 1959-83

Year Female head Overall Male present

1959 72.2 26.9 22.4
1960 68.4 26.5 22.3
1961 65.1 25.2 21.0
1962 70.2 24.7 19.9
1963 66.6 22.8 18.0
1964 64.3 22.7 18.2
1965 64.2 20.7 15.7

1966 58.2 17.4 12.6
1967 54.3 16.3 11.5
1968 55.2 15.3 10.2
1969 544 13.8 8.6
1970 53.0 14.9 9.2
1971 53.1 15.1 9.3
1972 53.1 14.9 8.6
1973 52.1 14.2 7.6
1974 51.5 15.1 8.3
1975 52.7 16.8 9.8
1976 52.0 15.8 8.5
1977 50.3 16.0 8.5
1978 50.6 15.7 7.9
1979 48.6 16.0 8.5
1980 50.8 17.9 10.4
1981 52.3 19.5 11.6
1982 56.0 21.3 13.0
1983 55.4 21.7 13.4

' Poverty rate based upon a comparison of family's pre tax cash income against "Orshansky" poverty
thresholds.

Source: Current Population Survey.
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Support Table for Charts 3.4 and 3.5

POOR CHILDREN IN FAMILIES BY TYPE, 1959-83

[In thousands]

Year
Total poor Female

children in headed

families families

Percent of
total

Male present
Percent of

total

1959 17,208 4,145 241 13,063 75.9
1960 17,288 4,095 23.7 13,193 76.3
1961 16,577 4,044 24.4 12,533 75.6
1962 16,630 4,506 27.1 12,124 72.9
1963 15,691 4,554 29.0 11,137 71.0
1964 15,736 4,422 28.1 11,314 71.9
1965 14,388 4,562 31.7 9,826 68.3
1966 12,146 4,262 35.1 7,884 64.9'
1967 11,427 4,246 37.2 7,181 62.8
1968 10,739 4,409 41.1 6,330 58.9
1969 9,500 4,247 44.7 5,253 55.3
1970 10,235 4,689 45.8 5,546 54.2
1971 10,344 4,850 46.9 5,494 531
1972 10,082 5,094 50.5 4,988 49.5
1973 9,453 5,171 543 4,282 45.3
1974 9,966 5,361 53.8 4,605 46.2
1975 10,881 5,597 51.4 5,284 48.6
1976 10,080 5,583 55.4 4,497 44.6
1977 10,029 5,658 56.4 4,371 43.6
1978 9,722 5,687 58.5 4,035 41.5
1979 9,993 5,635 56.4 4,358 43.6
1980 11,114 5,866 52.8 5,248 47.2
1981 12,069 6,305 52.2 5,764 47.8
1982 13,139 6,696 51.0 6,443 49.0
1983 13,326 6,709 50.3 6,617 493

Source: Current Population Survey.
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Support Table for Charts 3.6a and 3.6b

POVERTY RATES FOR RELATED CHI WREN BY RACE, ETHNICITY, AND FAMILY TYPE: 1959-83

Year
White Black Hispanic

All Male present Female head All Male present Female head All Male present Female head

1959 20.6 17.4 64.6 65.3 60.6 81.6
1960 20.0 17.0 59.9
1961 18.7 16.0 54.6
1962 17.9 15.1 57.6
1963 16.5 13.7 54.1
1964 16.1 13.4 49.7
1965 14.4 11.4 52.9
1966 12.1 9.2 46.9 50.6 39.9 76.6
1967 ... 11.3 8.7 42.1 47.4 35.3 72.4
1968 10.7 7.8 44.4 43.1 29.8 70.5
1969 9.7 6.7 45.2 39.6 25.0 68.2
1970 10.5 7.3 43.1 41.5 26.0 67.7
1971 10.9 7.4 44.6 40.7 25.5 66.6
1972 10.1 6.8 41.1 42.7 24.1 69.5
1973 9.7 6.0 42.1 40.6 21.7 67.2 27.8 18.8 68.7
1974 11.0 6.9 42.9 39.6 20.0 65.0 28.6 20.0 64.3
1975 12.5 8.2 44.2 41.4 22.1 66.0 33.1 23.8 68.4
1976 11.3 7.1 42.7 40.4 19.4 65.6 30.1 20.8 67.3
1977 11.4 7.1 40.3 41.6 19.9 65.7 28.0 17.9 68.6
1978 11.0 6.8 39.9 41.2 17.6 66.4 27.2 17.2 68.9
1979 11.4 7.3 38.6 40.8 18.7 63.1 27.7 19.2 62.2
1980 13.4 9.0 41.6 42.1 20.3 64.8 33.0 22.9 65.0
1981 14.7 10.0 42.8 44.9 23.4 67.7 35.4 24.5 67.3
1982 16.5 11.6 46.5 47.3 24.1 70.7 38.9 27.8 71.8
1983 16.9 11.9 46.9 46.3 23.6 68.5 37.8 27.3 70.6

Source. U.S. Department of Commerce. Bureau of the Census. Series P40. "D'taracteristics of the Population Below the Poverty Lever Selected years.



Support Table for Chart 3.7

RATIO OF FEMALE-HEADED FAMILY POVERTY RATE TO MALE-PRESENT FAMILY RATE 1959-83

Year

White children Black children Ratio of
poverty rate
of children in

Ratio of Ratio of
femaleheaded

female-headed Femaleheaded femaleheaded Femaleheaded
families to Ferr?le-headed Male present

ratio to other families
Male present

ratio to other families
Male present poverty rate

family rate family rate
for children in

families

1959 3.7 64.6 17.4 1.3 81.6 60.6

1960 3.5 59.9 17.0

1961 3.4 54.6 16.0

1962 3.8 57.6 15.1

1963 3.9 54.1 13.7

1964 3.7 49.7 13.4

1965 4.6 52.9 11.4

1966 5.1 46.9 9.2 1.9 76.6 39.9

1967 4.8 42.1 8.7 2.1 72.4 35.3

1968 5.7 44.4 7.8 2.4 70.5 29.8 '

1969 6.7 45.2 6.7 2.7 68.2 25.0

1970 5.9 43.1 7.3 2.6 67.7 26.0
1971 6.0 44.6 7.4 2.6 66.6 25.5
1972 6.0 41.1 6.8 2.9 69.5 24.1
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1973 7.0 42.1 6.0 3.1 67.2 21.7 3.6 68.7 18.8
1974 6.2 42.9 6.9 3.3 65.0 20.0 3.2 64.3 20.0
1975 5.4 44.2 8.2 3.0 66.0 22.1 2.9 68.4 23.8
1976 6.0 42.7 7.1 3.4 65.6 19.4 3.2 67.3 20.8
1977 5.7 40.3 7.1 3.3 65: 19.9 3.8 68.6 17.9
1978 5.9 39.9 6.8 3.8 66.4 17.6 4.0 68.9 17.2
1979 5.3 38.6 7.3 3.4 63.1 18.7 3.2 62.2 19.2
1980 4.6 41.6 9.0 3.2 64.8 20.3 2.8 65.0 22.9
1981 4.3 42.8 10.0 2.9 67.7 23.4 2.7 67.3 24.5
1982 4.0 46.5 11.6 2.9 70.7 24.1 2.6 71.8 27.8
1983 3.9 46.9 11.9 2.9 68.5 23.6 2.6 70.6 . 27.3

Source. U.S. Department of Commerce. Bureau fo Census. Series P-60 "Characteristics of the Population Below the Poverty level." Selected years.

'6 i
,

*
, Support Table for Chart 3.8

COMPOSITION OF RELATED CHILDREN IN POVERTY BY RACE: 1983

Family type

Total White Black Hispanic

Number

nds)

(in
thousa

Percent
Number

nds)

(in
thousa

Percent
Number (In
thousands)

Percent
Number (in
thcoands)

Percent

Male-present 6,617 49.7 5,100 60.3 1,073 25.2 1,150 54.6
Female-head 6,709 50.3 3,356 39.7 3,185 74.8 956 45.4

Source: U.S. Commerce Department, Bureau of the Census "Characteristics of the Low Income Population" p. 60, No. 147.
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Support Table for Chart 3.9

COMPOSITION OF CHILD POVERTY POPULATION BY FAMILY TYPE AND RACE. 1966-83

(In thousands)

Year
Female head Male present

Nonwhite White Total Nonwhite White Total

1966 2,150 2,112 4,262 2,792 5,092 7,884
1967 2,316 2,930 4,246 2,382 4,799 7,181
1968 2,334 2,075 4,409 2,032 4,298 6,330
1969 2,179 2,068 4,247 1,655 3,598 5,253
1970 2,442 2,247 4,689 1,651 3,891 5,546
1971 2,398 2,452 4,850 1,605 3,889 5,494
1972 2,821 2,273 5,094 1,477 3,511 4,988
1973 2,710 2,461 5,171 1,281 3,001 4,282
1974 2,678 2,683 5,361 1,209 3,396 4,605
1975 2,784 2,813 5,597 1,350 3,394 5,284
1976 2,870 2,713 5,583 1,176 3,321 4,497
1977 2,965 2,693 5,658 1,121 3,250 4,371
1978 3,060 2,627 5,687 988 3,047 4,035
1979 3,006 2,629 5,635. 1,079 3,279 4,358
1980 3,053 2,813 5,866 1,244 4,004 5,248
1981 3,185 3,120 6,305 1,455 4,309 5,764
1982 3,447 3,249 6,696 1,411 5,032 6,443
1983 3,353 3,356 6,705 1,517 5,100 6,617

Source. U.S. Department of Commerce. Bureau.of the Census. "Characteristics of Low Inane Population.
1983' p. 60 No. 147.

Support Table for Chart 3.10

SHARE OF ALL CHILDREN LIVING IN A FEMALE-HEADED FAMILY BY MARITAL STATUS OF

MOTHER AND RACE: 1983

White Black

Number On percett Number (in Percent
thousands) thousands)

Never married 728 1.4 1,540 16.4
Separated/divorced 5,613 10.9 2,516 26.8
Widowed 957 1.9 632 6.5

Source. Match :984 Current Population Survey. Estimates prepared by Congressional Research Smite. All
figures are estimates and subject to assumptions used in their calculation and limitations of the data.

Chart 3.11

Chart itself contains all pertinent information.
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Support Table for Chart 3.12

ESTIMATED AND ACTUAL POVERTY RATES FOR RELATED CHILDREN. 1959-831

Year Actual Estimated

1959 26.9 26.9

1960 26.5 26.4

1961 25.2 25.0

1962 24.7 24.5
1963 22.8 22.3

1964 22.7 22.4

1965 20.7 19.8

1966 17.4 16.6

1967 16.3 15.2

1968 15.3 14.2

1969 13.8 12.5

1970 14.9 13.0

1971 15.1 13.2

1972 14.9 12.5

1973 14.2 11.5

1974 15.1 12.1

1975 16.8 13.6

1976 15.8 12.0

1977 16.0 12.2

1978 15.7 11.5

1979 16.0 11.9

1980 17.9 13.9

1981 19.5 15.0

1982 21.3 16.7

1983 21.7 16.9

' Estimated poverty sate assumes that the number of children in female headed and male present families
remain constant, white the poverty rates vary.

Source. March Current Population Survey. All figures die estimates prepared by Congressional Research
Service. Estimates are subject to limitations of data and assumptions used in the calculations.

Chart 4.1

Chart itself provides data points.
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Support Table for Chart 4.2

MEAN ANNUAL EARNINGS FOR MOTHERS BY AGE AND EDUCATION: 1982-83

Total
Mother's age

Under 20 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59

All mothers $5,972 1,062 3,266 5,099 6,235 7,197 7,033 6392 5,893 4,639

Failed to complete high school 2,885 849 1,612 2,514 3,104 3,801 3,643 3,368 3,072 2,423
Completed high school 6,721 1,414 3,965 5,685 7,812 7,812 7,771 7,248 7,065 6,219

H.S. diploma only 5,454 L484 3,748 4,193 6,314 6,314 6,198 5,920 5,433 4,705
Completed some college 8,530 (I) 4,762 7,007 9,570 9,570 9,570 9,367 9,878 9,537

60-64

2,681

sample cases.

Note Table prepared by :RS =Wed data `.am the March :984 and Mad :983 Current Populatuin Surveys. Data are for mothers with own crtiten ming in primarily and g
secondary families, Means annual earnings are computed for all mothers, regard'.ess of whether they had any earnings during the year.

i Data not shown due to being less than 75,000 weighted
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Support Table for Chart 4.3

AVERAGE NUMBER OF CHILDREN LIVING AT HOME BY WOMEN'S AGE, RACE AND EDUCATION: 1982-83

Woman's Age

Under 20 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

Total 0.4 0.7 1.2 1.6 1.8 1.2 0.6 0.3 0.1 0

Failed to complete high school .6 1.4 2.0 2.4 2.1 1.2 .7 .3 .1 0
Completed high school .3 .5 1.1 1.5 1.7 1.2 .6 .3 .1 0

High school diploma only .3 .7 1.4 1.8 1.8 1.2 .6 .3 .1 0
Completed some college .1 .3 .7 1.2 1.6 1.3 .7 .3 .1 0

White (total) .4 .6 1.1 1.6 1.8 1.2 .6 .3 .1 0 0'3

Failed to complete high school .5 1.3 1.9 2.3 2.0 1.2 .7 .3 .1 0 C0

Completed high school .2 .5 1.0 1.5 1.7 1.2 .6 .2 .1 0
High school diploma only .3 .7 1.3 1.8 1.8 1.2 .6 .2 .1 0
Completed some college .1 .2 .7 1.2 1.6 1.3 .7 .3 .1 0

Black (Total) .8 1.1 1.6 1.9 1.8 1.2 .7 .3 .2 0

Failed to complete high school .9 1.7 2.3 2.8 2.1 1.3 .8 .4 .2 0
Completed high school .9 1.4 1.7 1.7 1.1 .7 .3 .1 0

High school diploma only (1 1.1 1.7 2.0 1.8 1.2 .7 .3 .1 0.1
Completed some college ( ' .6 1.1 1.4 1.6 1.1 .6 .3 .1 0

Data not shown. Sample site less than 75,000 weighted cases.

Note Table prepared by CRS using combined data from the March :984 and March 1983 Current Population Surveys. Data represent the mean number of own cricaren tot women
who are ir marled couple famines, heading a family. or living alone, as Jnielated individuals Caution should be exercised in interpreting the table, since not all women or crinchen are
included. For example, women hying with their parents are not included, nor are any of such women's children.
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Support Table for Chart 4.4

MEAN ANNUAL HOURS WORKED BY MARRIED WOMEN BY WOMEN'S AGE AND PRESENCE

OF CHILDREN: 1982-83

Women's Age

Under 20 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

Married women
without
children 861 1,458 1,609 1,633 1,468 1,295 1,135 992 757 506

Married women
with children 377 688 834 896 969 1,039 933 869 603 466

Note.Table prepared by CRS using combined data from the March 1984 and the March 1983 Current
Population Surveys. Data are fa mothers vnth "own children" living in primary and secondary ladles. Mean
annual hours worked are computed for all mothers, :egardess of whether they had any earnings during the
year.

648



Support Table for Charts 4.5 and 4.6

MEAN ANNUAL EARNINGi. Ja MARRIED MEN WITH CHILDREN BY AGE, RACE AND EDUCATION: 1982-83

Total
Father's age

Under 20 20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

All fathers $22,013 8,334 12,027 16,830 20,905 24,246 26,042 25,684 24,808 22,136 15,925

Failed to complete high school 12,912 (1) 9,006 11,367 12,806 14,269 14,064 14,666 15,176 13,968 10,506
Completed high school 24,074 (1) 13,241 17,975 22,070 25,822 28,540 28,742 28,516 26,665 20,962

High school diploma only ' 19,190 (1) 12,843 16,242 18,444 20,715 22,630 21,896 20,920 21,154 11,002
Completed some college 28,369 (1) 14,654 20,441 24,845 29,108 33,187 34,403 34,679 31,804 24,773

White (total) $22,653 8,460 12,391 17,274 21,448 24,832 26,734 26,566 25,478 23,094 17,496 'CAD
I-.

13,511 (1) 9,430 11,730 13,173 14,960 14,602 15,484 15,851 14,928 11,699Failed to complete high school

Comr,ted high school 24,623 (1) 13,642 18,426 22,597 26,303 29,152 29,390 28,961 27,260 21,835
High school diploma only 19,721 (1) 13,146 16,643 18,980 21,317 23,246 22,410 21,487 21,432 17,374
Completed some college 28,904 (1) 15,402 20,948 25,318 29,481 33,766 35,197 35,164 32,902 26,111

Black (total) $14,750 (1) 8,990 13,128 15,173 16,437 18,006 15,277 14,464 11,040 9,374

Failed to complete high school 9,499 (1) (1) 8,747 10,349 10,320 11,360 11,113 10,591 (1) (1)
Completed high school 16,753 (1) 10,019 14,137 16,200 18,143 20,327 18,476 18,411 (1) (1)

High school diploma only 14,358 (1) 10,354 13,043 14,110 14,816 17,265 16,352 (1) (1) (1)
Completed some college 19,934 (1) (1) 16,080 18,670 21,823 24,004 20,611 (1) (1) (1)

' Data not shown. Sample site less than 75,000 weighted cases.

Note Table prepared by CRS using Dombined data from the March 1384 and March 1983 Current Population Surveys. Data are for fathers with own cnuaren riving in primary ana
secondary married couple famihes Mean annual earnings are computed for all fathers, regardless of whether they had any earnings during the year.

A*
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Support Table for Chart 4.7

MEAN ANNUAL HOURS WORKED BY MARRIED MEN WITH CHILDREN BY AGE, RACE, AND EDUCATION. 1982-83

Total

Total, married men 1,965

Failed to complete high school 1,666

Completed high school 2,033

High school diploma only 1,929

Completed some college 2,124

White (total) 1,999

Failed to complete high school 1,717

Completed high school 2,060
High school diploma only 1,961

Completed some college 2,146

Black (total) L631

Failed to complete high school 1,397

Completed high school 1,720
High school diploma only 1,634

Completed some college 1,835

Under 20

1,347

1

1,355

Father's age

20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64

1,672 1,870 1,686 2,035 2,086 2,047 1,964 1,846 1,467

1,510 1,702 1,701 1,772 1,751 1,758 1,705 1,622 1,321
1,738 1,905 2,027 2,076 2,156 2,127 2,063 1,972 1,602
1,719 1,859 1,920 1,942 2,066 2,039 1,937 1,961 1,628
1,803 1,971 2,108 2,162 2,227 2,201 2,167 1,982 1,577

1,731 1,906 2,013 2,069 2,113 2,071 1,992 1,888 1,528

1,560 1,745 1,747 1,824 1,787 1,790 1,741 1,F86 1,412

1,804 1,939 2,050 2,106 2,178 2,143 2,082 1,993 1,613

1,778 1,894 1,946 1,981 2,087 2,060 1,978 1,988 1,605
1,896 2,002 2,128 2,185 2,249 2,213 2,170 1,999 1,621

1,130 1,578 1,727 1,674 1,820 1,730 1,578 1,434 1,297

1,454 1,434 1,462 1,676 1,602 1,437 1 1

1,9 1,607 1,789 1,734 1,871 1,827 1,722

1,201 1,568 1,724 1,589 1,828 1,722 (1)
(1) 16,76 1,866 1,894 1,922 1,931 (1) 1 1

I Data not shown. Sample size less than 75,000 weighted cases.

Note.-lahle reaaren by CRS using combined data nom the Match ,384 ang March A983 Cunent Population Surveys. Data ale for lathers with own children living in piimary anu
secondary marned coupe famtes. Mean annual hours worked rs computed for all fathers, regardless of whether they worked at any time during the year.
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Support Table for Chart 5.1

MARKET INCOME POVERTY RATES AND UNEMPLOYMENT RATES FOR NONWHITE AND WHITE

MALES: 1967 TO 1983

Year

White male
unemployment

rate

White male
market income
poverty rate

Nonwhite male
unemployment

rate

Nonwhite male
market income

poverty rate

1967 2.70 8.65 6.00 30.44
1968 2.60 7.90 5.60 26.40
1969 2.50 6.92 5.30 23.71
1970 4.00 7.64 7.30 24.16
1971 4.90 8.10 9.10 24.16
1972 4.50 7.68 8.90 22.89
1973 3.80 6.90 7.70 19.95
1974 4.40 8.14 9.20 20.32
1975 7.20 10.43 13.60 23.19
1976 6.40 8.62 12.70 20.30
1977 5.50 8.61 12.30 19.23
1978 4.60 7.92 11.00 17.90
1979 4.50 8.10 10.40 18.54
1980 6.10 10.16 13.20 19.82
1981 6.50 10.97 14.10 22.38
1982 8.80 12.72 18.20 23.12
1983 8.80 13.06 18.50 23.78

Note.-Table prepared by the Congressional Research Service.

Support Table for Chart 5.2

MARKET INCOME POVERTY RATES AND UNEMPLOYMENT RATES FOR NONWHITE AND WHITE

FEMALES: 1967 to 1983

Year ulehmiteployfemmealnet

rate
mWhpovearkiteedytfiencomraatmelee

unemployment

Nonwhite

1967 4.60 48.74 9.10 76.17
1968 4.30 51.30 8.30 77.27
1969 4.20 51.94 7.80 75.90
1970 5.40 5490 9.30 72.97
1971 6.30 54.31 10.90 73.53
1972 5.90 51.58 11.40 75.81
1973 5.30 52.68 10.60 75.34
1974 6.10 52.75 10.80 71.42
1975 8.60 53.17 13.90 72.51
1976 7.90 49.86 13.60 71.37
1977 7.30 tiFt li la 90 72.30
1978 6.20 45.65 13.00 70.28
1979 5.90 44.34 12.30 67.85
1980 6.50 47.42 13.10 66.01
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MARKET INCOME POVERTY RATES AND UNEMPLOYMENT RATES FOR NONWHITE AND WHITE

FEMALES: 1967 to 1983-Continued

Year
White female White female No Nv 1Ie
unemployment market income

e ,,,,6
market

rate poverty rate unemratfgoe rnent income

1981 6.90 47.57 14.30 69.27
1982 8.30 51.30 16.40 69.81
1983 7.90 50.11 17.10 68.83

Note.-Table prepared by the Congressional Research Service.

Support Table for Chart 5.3

MARKET INCOME POVERTY RATES AND POST-TRANSFER POVERTY RATES FOR NONWHITE

AND WHITE MALES: 1967 TO 1983

Year
While male

market income
poverty rate

While male
post.transfer
poverty rate

Nonwhite male
market income

poverty rate

Nonwhite male
post transfer
poverty rate

1967 8.65 1.46 30.44 28.37
1968 7.90 6.64 26.40 23.38
1969 6.92 5.77 23.71 20.78
1970 7.64 6.21 24.16 20.14
1971 8.10 6.34 24.16 19.82
1972 .cc. 7.68 5.81 22.89 19.63
1973 6.90 5.10 19.95 16.82
1974 8.14 6.13 20.32 16.70
1975 10.43 7.04 23.19 17.39
1976 8.62 6.06 20.30 16.06
1977 8.61 6.14 19.23 14.48

1978 7.92 5.84 17.90 13.75

1979 8.10 6.15 18.54 14.89
1980 10.16 7.73 19.82 16.15

1981 10.97 8.52 22.38 18.21

1982 12.72 10.05 23.12 18.48

1983 13.06 10.37 23.78 20.60

Note.-Table prepared by the Congressional Research Service.

6 5 2



635

Support Table for Chart 5.4

MARKET INCOME POVERTY RATES AND POST-TRANSFER POVERTY RATES FOR NONWHITE

AND WHITE FEMALES: 1967 TO 1983

Year
White female White female

market income posttransfer
poverty rate poverty rate

Nonwhite Nonwhite
female market female post-
incomreafeoverty transfer poverty

rate

1967 48.74 38.21 76.17 68.54
1968 51.30 39.63 77.27 65.78
1969 51.94 39.83 75.90 62.70
1970 52.20 38.54 72.97 62.57
1971 54.31 40.02 73.53 60.27
1972 51.58 37.69 75.81 64.39
1973 52.68 37.91 75.34 62.17
1974 52.75 38.49 71.42 60.53
1975 53.17 40.17 72.51 60.48
1976 49.86 38.77 71.37 60.67
1977 48.11 36.34 72.30 61.04
1978 45.65 35.69 70.28 61.02
1979 44.34 34.85 67.85 57.43
1980 47.42 39.14 66.01 58.30
1981 47.57 39.99 69.27 61.46
1982 51.30 43.38 69.81 64.29
1983 50.11 43.20 68.83 63.31

Note.-Table prepared by the Congressional Research Service.

Support Table for Chart 5.5

THE DIFFERENCE BETWEEN MARKET INCOME POVERTY RATES AND POST-TRANSFER

POVERTY RATES BY RACE AND SEX: 1967-83

Year

White male
market income

mitnraunssfe:Irst.

Nonwhite male
market income

minus post
transfer

White female
market income

minus post
transfer

Nonwhite
female market
income minus
posttransfer

1967 1.19 2.07 10.53 7.63
1968 1.26 3.02 11.67 11.49
1969 1.16 2.93 12.11 13.20
1970 L43 4.02 13.66 10.40
1971 1.76 4.34 14.29 13.26
1972 1.87 3.26 1190 11.42
1973 1.80 3.13 14.77 13.17
1974 2.02 3.62 14.26 10.89
1975 3.39 5.80 13.00 12.03
1976 2.56 4.24 11.10 10.70
1977 2.47 4.75 11.77 11.26
1978 2.08 415 9.31 9.26
1979 L96 3.65 9.49 10.42
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THE DIFFERENCE BETWEEN MARKET INCOME POVERTY RATES AND POST-TRANSFER

POVERTY RATES BY RACE AND SEX: 1967-83-Continued

Year

White male Nonwhite male White female Nonwhite
market income market income market income female market

minus post minus post. minus pmt. Income minus
transfer transfer transfer posttransfer

1980 2.43 3.67 8.28 7.71
1981 2.46 4.17 7.57 7.81
1982 2.67 4.64 7.92 5.52
1983 2.69 3.18 6.92 5.52

Note.-Table prepared by Congressional Research Service.

Support Table for Chart 5.6

DISTRIBUTION OF FAMILY INCOME AMONG FAMILIES WITH CHILDREN. 1983

Family income (in thousands) Percent

0 0.773
2.5 7.640
7.5 10.906

12.5 11.467
17.5 11.678
22.5 11.796
27.5 11.121
32.5 9.290
37.5 7.090
42.5 5.692
47.5 3.860
52.5 3.050
57.5 1.985

62.5 1.258
67.5 .766
72.5 .559

77.5 .574
82.5 .222

87.5 .109
92.5 .050
97.5 .045

102.5 .014

107.5 .024

112.5 .012

117.5 .005
122.5 .008
127.5 .001

132.5 .003

152.5 .004

Note.-Table prepared by Congressional Research Smite.
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Support Table for Chart 5.7

DISTRIBUTION OF FAMILY INCOME POVERTY RATIO AMONG FAMILIES WITH CHILDREN.

1983

Family income (poverty ratio ) Percent

0 0.773
.25 7.167
.75 11.104

1.25 11.374
1.75 11.743
2.25 12.323
2.75 10.857
3.25 9.587
3.75 7.096
4.25 5.123
4.75 4.043
5.25 3.018
5.75 1.748
6.25 1.440
6.75 .848
7.25 .613
7.75 .378
8.25 .268
8.75 .181
9.25 .095
9.75 .088

10.25 .044
10.75 .033
11.25 .020
11.75 .007
12.25 .008
12.75 .006
13.25 .003
13.75 .005
14.25 .002
14.75 .003
15.25 .005

Note.-Table prepared by Congressional Research Service.
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Support Table for Chart 5.8

FAMILY INCOME POVERTY RATIOS AMONG FAMILIES WITH CHILDREN BY RACE AND SEX.

1968-83

Malts Females
Year

White Nonwhite White Nonwhite

1968 2.73581 1.84072 1.27924 0.63389
1969 2.86672 1.92232 1.25755 .64657
1970 2.82867 1.97249 1.23524 .70237
1971 2.84767 1.98876 1.18463 .69954
1972 3.04459 2.12921 1.24510 .66750
1973 3.12950 2.26350 1.27698 .66053
1974 3.00567 2.19683. 1.28095 .73128
1975 2.91725 2.10715 1.21346 .71215
1976 3.04557 2.21277 1.31912 .70390
1977 3.13209 2.29808 1.39846 .72510
1978 3.22090 2.47544 1.44846 .79818
1979 3.17249 2.43970 1.47736 .82203
1980 2.96228 2.31031 1.39073 .82343
1981 2.95394 2.28171 1.33814 .74604
1982 2.92701 2.25378 1.25487 .74822
1983 2.98156 2.30504 1.30170 .76990

Source: Peter attschalk, Bowdoin College.

658



639

Support Table for Chart 5.9

MEAN CASH TRANSFER FAMILY INCOME POVERTY RATIOS OF FAMILIES WITH CHILDREN BY

RACE AND SEX: 1968-83

Males Females
Year

White Nonwhite White Nonwhite

1968 0.05397 0.07149 0.29148 0.31876
1969 .05562 .06612 .31682 .33806
1970 .06947 .08674 .35459 .32881
1971 .07530 .09071 .36449 .38243
1972 .08104 .09046 .36624 .38925
1973 .08215 .09045 .39932 .39878
1974 .08953 .11767 .38107 .36378
1975 .12503 .14726 .36984 .38117
1976 .11039 .13197 .35301 .38503
1977 .10280 .12455 .34810 .36371
1978 .09728 .12450 .33420 .34243
1979 .09328 .12203 .29687 .32201
1980 .10014 .15248 .29258 .30212
1981 .09333 .12687 .26290 .29186
1982 .10680 .12890 .27549 .26957
1983 .10192 .13446 .25179 .26756

Source: Peter Gottschalk, Bowdoin College.

Chart 6.1

Table 6-5 in Chapter VI provides data for this Chart.
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Support Table for Chart 6.2

AGGREGATE INCOME DEFICIT FOR ALL CHILDREN UNDER 18 BY SOURCE OF

INCOME: 1972-83

[In millions of dollars]

Year
Market income

gala

Prewe lf income

gaP

are

2

Posttrap nsfer i
ial
ncome

ga (offic
measure)

Current dollars:

1972 $8,805 $7,187 $4,378
1973 9,467 7,501 4,442
1974 10,890 8,655 5,362

1975 11,912 9,366 5,827
1976 11,663 9,383 5,571

1977 12,719 10,392 6,196

1978 13,887 11,688 7,675

1979 14,330 12,032 7,811

1980 18,382 15,346 10,281

1981 21,518 18,037 12,495

1982 25,004 21,209 15,136

1983 26,480 22,341 15,869

Constant dollars:
1972 20,976 17,121 10,429

1973 21,232 16,823 9,962

1974 21,833 17,482 10,830

1975 22,047 17,335 10,785
1976 20,415 16,424 9,752

1977 20,907 17,082 10,185

1978 21,206 17,848 11,720

1979 19,666 16,513 10,720

1980 22,225 18,554 12,430

1981 23,577 19,763 13,691

1982 25,808 21,891 15,623

1983 26,480 22,341 15,869

' Includes income from souies such as earnings, dividends, Interest, private and public pensions, alimony'
and child support.

In addition to all the Income contained in the market income category, also includes benefits from social
lailiudd retirement, unemployment tompensation, workman s compensation and veteran's benefits.

Note. Table prepared by the Congressional Reseaich Service. All amounts are based upon a comparison of a
lamely s Income against the apprommte Census t 'Orshansky' j poverty level. The income deficit is the difference
between a family's income and the poverty line. The deficit may range for each family from a maximum of the
poverty threshold foi a family with zero or negative Income to zero for families with income at or above the
poverty threshold.

Source. All amounts are estimated derived horn the March Current Population Survey, 1970.-84. Constant
dollar figures are based upon the CPI-U.
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Support Table for Chart 6.3

PER CAPITA INCOME DEFICIT FOR ALL CHILDREN UNDER 18 BY SOURCE OF INCOME.

1972-83

Year
Market income

gap 1
Prewelfare income

gap 2

Post.transfer income
gap (official

measure)

Current dollars:

1972 $684 $628 $425
1973 767 699 460
1974 824 755 516
1975 824 763 526
1976 900 835 543
1977 982 918 607
1978 1,110 1,050 752
1979 1,151 1,085 773
1980 1,326 1,240 890
1981 1,449 1,359 999
1982 1,564 1,485 1,109
1983 1,651 1,562 1,149

Constant dollars:

1972 1,629 1,496 1,012
1973 1,720 1,568 1,032
1974 1,664 1,525 1,042
1975 1,525 1,412 974
1976 1,575 1,462 950
1977 1,614 1,509 998
1978 1,695 1,603 1,148
1979 1,580 1,489 1,061
1980 1,603 1,499 1,076
1981 1,588 1,489 1,095
1982 1,614 1,533 1,145
1983 1,651 1,562 1,149

' Includes Income from sources such as ainings, dividends, interest, private and public pensions, alimony
and child support.

2 In addition to all the income contained the market income category, also includes benefits from social
security, railroad retirement, uneinployinti., ompensation, workman u Lompensation, and veterans benerits.

Note. Table prepared by the Congressional Research Service. All amounts are based upon a comparison of a
family s income against the appropriate Census , Orshansky' , poverty level. The income deficit Is the difference
between a family s income and the poverty line. The deficit may range for each family from a maximum of the
poverty threshold for a family with zero or negative income to zero tai families with incomes at oi above the
poverty threshld.

Source. M amounts are estimates derived from the March Current Population Survey, 1970-M. Constant
dollar figures are based upon the CPI-U.

Charts 6.4 and 6.5

Table 6-7 in chapter VI provides data for these charts.
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Support Table for Chart 6.6

MAXIMUM MONTHLY POTENTIAL BENEFITS, AFDC, AND FOOD STAMPS, 1 PARENT FAMILY

OF 3 PERSONS, JANUARY 1985

State
Maximum AFDC

grant
Food stamp

benefit
Combined

benefits

Combined

benefits as a

111a3r4cent

of
poverty

threshold

Alabama $118 $208 $326 47
Alaska 719 192 911 132
Arizona 233 206 439 64
Arkansas 164 208 372 54
California 555 110 665 96
Colorado 346 172 518 75
Connecticut 546 112 658 95
Delaware 287 190 477 69
District of Colu,nbia 327 178 505 73
Florida 240 204 444 64
Georgia 208 208 416 60
Hawaii 468 276 744 108
Idaho 304 185 489 71
Illinois 302 186 488 71
Indiana 256 199 455 66
Iowa 360 168 528 77
Kansas 373 164 537 78
Kentucky 197 208 405 59
Louisiana 190 208 398 58
Maine 370 165 535 78
Maryland 313 195 508 74
Massachusetts 396 157 553 80
Michigan (Washington County) 447 164 611 89
Michigan (Wayne County) 417 173 590 86
Minnesota 524 119 643 93
Mississippi 96 208 304 44
Missouri 263 197 460 67
Montana 332 177 509 74
Nebraska 350 171 521 76
Nevada 233 206 439 64
New Hampshire 378 163 541 78
New Jersey 385 161 546 79
New Mexico 258 199 457 66
New York (Suffolk County) 579 112 691 100
New York (New York City) 474 143 617 89
North Carolina 223 208 431 62
North Dakota 371 165 536 78
Ohio 290 189 479 69
Oklahoma 282 192 474 69
Oregon 386 196 582 84
Pennsylvania 364 167 531 77
Rhode Island 479 171 650 94
South Carolina 187 208 395 57
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MAXIMUM MONTHLY POTENTIAL BENEFITS, AFDC, AND FOOD STAMPS, 1 PARENT FAMILY

OF 3 PERSONS, JANUARY 1985Continued

State
Maximum AFDC

grant
Food stamp

benefit
Combined
benefits

Combined
benefits as a
percent of

1984 Weft"
threshold

South Dakota 329 178 507 73

Tennessee 138 208 346 50

Texas 167 208 375 54

Utah 363 167 530 77

Vermont 558 109 667 97

Virginia 327 178 505 73

Washington 476 143 619 90

West Virginia 206 208 414 60

Wisconsin 533 116 649 94

Wyoming 265 197 462 67

Guam 265 306 571 83

Virgin Islands 171 267 438 63

Median State 327

Note.Table prepared by the Congressional Research Service.
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Support Table for Chart 6.7

MAXIMUM AFDC AND FOOD STAMPS BENEFITS FOR A FAMILY OF 4, 1968-83--MEDIAN

STATE

[Constant 1983 dollars]

Year
Maximum AFDC

benefit

Maximum AFDC
benefit plus food

stamps

Percent of poverty
threshold

1968

1969
1970

$570
566
601

1971 581 $737 86.9

1972 584 730 86.1

1973 568 716 84.5

1974 577 769 90.6

1975 507 716 84.5

1976 536 720 84.8

1977 536 705 83.1

1978 525 700 82.6

1979 484 659 77.7

1980 440 599 70.6

1981 409 579 68.3

1982 393 550 64.9

1983 383 558 65.8

1984 376 542 63.9

SUM: Table prepared by the Congremonal Research Service.
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Support Table for Chart 6.8

MAXIMUM AFDC AND FOOD STAMPS BENEFITS FOR A FAMILY OF 4, 1968-83TENNESSEE

[Constant 1983 dollars]

Year
Maximum AFDC

benefit

Maximum AFDC
benefit plus food

stamps

Percent of poverty
threshold

1968

1969

1970

$385
365
345

1971 330 $558 65.8
1972 328 551 65.0
1973 310 538 63.4
1974 278 554 65.3
1975 254 534 62.9
1976 240 514 60.6
1977 234 497 58.6
1978 235 493 58.1
1979 211 468 55.2
1980 186 421 49.7
1981 168 411 48.5
1982 164 390 46.0
1983 160 402 47.4
1984 168 391 46.1

Source: Table prepared by the Congresvonal Research Service.

I

6 63



646

Support Table for Chart 6.9

MAXIMUM AFDC AND FOOD STAMPS BENEFITS FOR A FAMILY OF 4, 1968-83--NEW YORK

CITY

(Constant 1983 dollars)

Year
Maximum AFDC

benefit

Maximum AFDC
benefit plus food

stamps

Percent of poverty
threshold

1968

1969

1970

$934
885
897

1971 801 $883 104
1972 777 864 102
1973 832 909 107
1974 826 941 111
1975 768 897 106
1976 867 947 112
1977 813 910 107
1978 754 864 102
1979.... 678 795 93.7
1980 599 711 83.8
1981 585 703 82.9
1982 549 660 77.8
1983 536 665 78.5
1984 566 675 79.6

Source, Table prepared by the Congressional Research Service.

664



647

Support Table for Chart 6.10

MAXIMUM AFDC AND FOOD STAMPS BENEFITS FOR A FAMILY OF 4, 1968-83

CALIFORNIA

[Constant 1983 dollars]

Year
Maximum AFDC

benefit

Maximum AFDC

benefit plus food
stamps

Percent of poverty
threshold

1968

1969

1970

$659
625

590

1971 668 $793 93.5
1972 695 812 95.8
1973 681 801 94.4
1974 655 821 96.8
1975 670 822 96.9
1976 690 831 97.9
1977 722 835 98.4
1978 670 808 95.3
1979 693 806 95.0
1980 708 787 92.8
1981 683 771 90.9
1982 641 724 85.4
1983 651 746 87.9
1984 660 741 87.4

Source: Table prepared by the Congressional Research Service:
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APPENDIX J. MEASURING POVERTY

Since the early 1960s, the official definition of poverty has been
one developed by Mollie Orshansky for the Social Security Admin-
istration.' That definition compares the total cash income of an in-
dividual's family with a poverty threshold based on a multiple of
the cost of a nutritionally adequate diet for a family of that size
and composition. if the family income is below the threshold, each
member of the family is officially classified as poor.

The official poverty definition has been criticized on a variety of
grounds, among them that income received in the form of goods
and servicesgenerally called in-kind incomeis not counted, that
the thresholds are set improperly, that taxes should be treated con-
sistently ia income measures and the thresholds, and that the basic
concept of a poverty rate cannot measure the degree of poverty.
These problems were clearly recognized by Orshansky and others
when the poverty definition was established, but the need for a
workable definition meant that compromises had to be made. Fur-
ther, most of the issues that pose problems today were substantial-
ly less important 20 years ago.2

ISSUES IN ASSESSING POVERTY AND THE CURRENT MEASURE

What constitutes poverty is inherently a subjective judgment, de-
pending in part on the views of the observer and in part on the use
to which a poverty measure is to be put. Any assessment of poverty
compares resources available to a family against a standard of
need. if the resources are less than the standard, the family is la-
beled "poor." At issue are two basic questions. what resources
should be considered to be available to meet need standards, and at
what level should the standards be set?

It is generally agreed that available resources should include all
cash income, but questions are raised about non-cash income and
assets. Because in-kind incomethat is, income received as goods
or services--cannot be used to satisfy general needs, it is unclear
how such income should be counted, in essence, the issue is one of

' There are actually two official poverty definitions, The Orshansky measure is used by the
Bureau of the Census to assess whic.h people were pour during an earlier year. The Office of
Management and Budget ,OMB, measure is used to determine eligibility fur federal antipoverty
programs, The OMB measure which is actually alculated each year by the Department of
Health and Human Services derived by inflating the must tecent Census poverty thresholds
based on the prior year's change in the Consumer Pnce Index fur Urban Consumers (CPI-1.4.
The focus here is on the Census definition.

This discussion does not consider what may be the most signal...at problem in measuring
poverty the underreporting of Amume in the Current Population Survey &CPS?. Comparisons of
CPS data the basis fur poverty estimates and income data from programs and the Internal
Revenue Service inditate that a signifitant fraction of income does not show up in the CPS. To
the extent that low lilUffit tannin/3 underreport their ini,ume, this would lead to overstated pov-
erty laws. At the same time, undei reporting has nut changed by much over time, so changes in
poverty etatalnAl are likely U. be more acturittely measured than levels. In any case, no better
data are available,

(648)
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valuation. Whether assets should be counted beyond the income
they produce is also debated, especially in the case of assets that do
not generate cash income, such as owner-occupied homes. These
issues are discussed in greater detail below.

Needs standards are necessarily arbitrary and are defined rela-
tive to societal norms. What one person views as inadequate can be
seen by another as being fully satisfactory, and what would be con-
sidered poverty in a wealthy country like the United S ates could
be an extremely high living standard in a developing country
where average incomes are low. At the same time, the choice of
poverty thresholds should be determined, at least in part, by the
purpose behind the poverty measure. If the measure is to be used
primarily as an indicator of what is happening to the number of
poor people over time, assessed in terms of an absolute standard of
what constitutes poverty, thresholds should be fixed in real terms
even though the levels are arbitrary. If, instead, the measure is to
be used as an eligibility criterion for assistance programs, thresh-
olds should indicate levels of well-being below which it is agreed
that the government should provide aid. Finally, if the measure is
meant to assess the well-being of those who are worse off in rela-
tion to the rest of the population, thresholds should be set and
varied over time to equal some fraction of average living standards.

Measuring poverty is complicated, partly because it is difficult to
define need standards and thus required resources, and partly be-
cause required and available resources may not be measured in
comparable units. If need standards could be defined as minimum
amounts of each consumption good or service, available resources
would be adequate if they made it possible to obtain the needed
amount of each itemthat is, if cash resources were sufficient to
purchase necessary items not available in kind. Setting standards
in terms of how much of each good a family must have to escape
poverty, however, is difficult- if not impossible. Resource require-
ments have therefore been defined in aggregate dollar termsthe
poverty thresholds. kSee the following section for further discussion
of this issue.)

The problem would end here if available resources were also only
in dollars. a family with cash income at or above the thresholds
would be able to meet the need standards and thus not be poor.
But resources are not all monetary, families can get food stamps,
subsidized housing, subsidized health insurance, and other goods
and services in kind rather than in cash. Because need standards
are defined in monetary terms and not on the basis of how much of
each consumption item is required to avoid poverty, it is difficult to
determine what amounts of in-kind resources would satisfy those
needs.

Measuring poverty thus requires two things:
A definition of what constitutes the standard and the resources

required to satisfy those needs, and
Assessment of whether individual families have the necessary

resources.
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DEFINING NEED STANDARDS AND RESOURCE REQUIREMENTS

There is no objective method of defining need standards and re-
source requirements. In principle, standards should represent the
minimum amount of each category of goods and services that is
necessary for a socially acceptable, minimum standard of living,
while resource requirements should be what is necessary to attain
those standards. Because there are official nutritional standards, a
minimum food bundle that satisfies those standards can be used to
define the basic need for food. Such standards do not exist, howev-
er, for housing, medical care, clothing, and other requirements, and
there is wide disagreement about what standards should be. More-
over, standards set, even for food, are necessarily subjective, re-
flecting the prevailing living conditions for the nation as a whole
and the perceptions of the people defining the standards.

Orshansky skirted the question of quantifying need standards for
specific items by establishing poverty thresholds that represent re-
source requirements. These thresholds were defined as the cost of a
bundle of food, multiplied by the ratio of income to food expendi-
tures. Minimum food costs were taken from the economy food plan,
the least expensive of four diets determined by the Department of
Agriculture (USDA) to meet basic nutritional needs.3 The income
needed to be nonpoor was then set equal to three times the cost of
the economy food plan, based on a 1955 survey indicating that fam-
ilies of three or more persons spent one-third of their after-tax
income on food. Because food requirements vary with household
composition, separate poverty thresholds were calculated for differ-
ent family types based on size, number of children, and the age and
sex of the family's head.4 Over time, these thresholds have been
adjusted for inflation, initiElly to reflect changes in food prices and
more recently to account for changes in the general price level (see
further discussion below).

While the Orshansky formulation conveniently sidesteps the
issue of defining minimum requirements for every consumption
item, its very simplicity means that it cannot accurately measure
basic needs for allor perhaps any households. For example, be-
cause women require less food than men, the original thresholds
for female-headed households were set below those for male-headed
households, even though needing less food has no effect on require-
ments for housing, clothes, and other necessities.3,Unless there is a
fixed relationship between food requirements and other needs, de-
fining poverty thresholds as a fixed multiple of poverty-level food

Even here, however, there is disagreement. The Department of Agriculture has defined both
economy and thrifty food plans, the first of which was designed as emergency and temporary"
and the setund of which is used ab the basis fur food stamp allotments. Neither represents the
minimum-cost fuud bundle fit meeting nutritlunal standards, since both allow for a varied diet
that includes those foods normally consumed by Americans. Even so, the USDA scknowledges
that a person would have to be quite knowledgeable to maintain a nutritional diet with either
food plan.

Tu actuunt tut the higher fixed costs of smallei families, multililiers greater than three were
used fur couples and persons living alone, these multiplii,s welt 18 and .5.92, respectively. All
other differences in thresholds stem from differences in resumed food needs.

The threshold distinction based on sex of household head was dropped in 1981, currently 48
thresholds are defined tut (Idle suet, of families with noneldelly heads and two sizes of families
with elderly heads, with further differentiation based on number of children.
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costs for different groups can only approximate true resource re-
quirements.

Similarly, objections can be raised against the simplifying as-
sumption that, because in 1955, families with three or more mem-
bers spent one-third of their income on food, need standards can be
defined as three times the cost of food. Families spend a smaller
share of their budget on food as their incomes rise. Consequently,
poor families spend a larger than average fraction of their incomes
on food, and the fraction of income spent on food by all families
therefore understates that fraction. Thus, the poverty thresholds
derived from the average budget share going for food overstate
needs based on normal expenditures of low-income households. In
addition, changing relative prices between food and non-food items
mean that a fixed relationship between food and non-food expendi-
tures is unlikely to hold over time. If food prices rise less rapidly
than other prices, the budget share needed for non-food items
Would increase and the income requirement would be more than
three times the cost of a minimum food bundle.

Updating the thresholds to account for price changes also pre-
sents problems, because current methods may not accurately re-
flect variations in resources required to avoid poverty. Before 1969,
the thresholds were adjusted annually for inflation based on
changes in the Consumer Price Index for food. That procedure im-
plicitly assumed that the income-to-food-expenditure ratio was un-
changing and therefore that resource requirements would grow at
the same rate as food prices.' Since 1969, the basis for inflation ad-
justment has been the Consumer Price Index (CPI) for all goods
and services. This revised methodology does not assun. a constant
ratio of income to food expenditures, but it does assume that
changing relative prices does not affect the need standards for fam-
ilies.

The major failing of this inflation adjustment procedure comes
from the possibility that prices of goods purchased by poor families
might change at a different rate from prices of goods represented
in the CPI. Low-income families spend relatively more of their
income on food and energy and relatively less on their own homes
than does the average family. When prices of food and energy rose
faster than the CPI during the early 1970s, the official poverty
thresholds failed to reflect these adverse relative price movements.
At the end of that decade, rapidly increasing homeownership costs
meant that the CPI grew faster than prices generally, during that
period, poverty thresholds probably increased in real terms. If pov-
erty thresholds are intended to represent the cost of obtaining a
minimum bundle of consumption needs, updating them based on
the CPI probably misstates actual costs.

A further objection to the current methodology involves the ques-
tion of what should be included in the measures of income and food
expenditure used to calculate the multiplier. The original analysis
counted only cash income after taxes on the income side and food
purchases on the food side. Because farm families grow some of

'Alternatively, the procedure i.ould be viewed as assuming that all prises were changing at
the same rate, so using the CPI to, fund to inflate the thresholds was equivalent to using the
CPI for all items. This last assumption was clearly false, however.
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their own food, adjustments were made to poverty thresholds for
the farm population to reflect their reduced need for cash to buy
food.' In the early 1960s, this approach made sense, since most
income was in cash, and, other than for farm families, relatively
little food was received as transfers or in-kind payments. This situ-
ation has changed, however, with the growth during the last two
decades of government transfer programs (such as food stamps,
Medicaid, and housing assistance) that provide non-cash aid and
the rapid increase in the proportion of employee compensation paid
in the form of fringe benefits (such as pensions, health and life in-
surance, and employer-provided meals). Ignoring the values of
these in-kind benefits in either the numerator or the denominator
of the multiplier calculation will yield a less accurate measure of
the income-to-food-expenditure ratio.

At the same time, defenders of the current multiplier argue that
the poverty measure should be absolute and unchanging over time,
except to reflect general inflation. If the original multiplier calcula-
tions accurately measured the income-to-food-expenditure relation-
ship at the time, there is no need to determine a new multiplier
taking into account the growth in inkind benefits, even if such
benefits were counted as income. The need standards, according to
this argument, should continue to be based on the original multi-
plier analysis to avoid raising (or lowering) poverty standards over
time, and hence to maintain continuity in poverty statistics.

A final objection is that poverty thresholds make no allowance
for geographic variation in the cost of living. What few data are
available indicate that maintaining a given standard of living can
be markedly more expensive in some locations than in others, yet a
single set of poverty thresholds, invariant with respect to location,
is used to determine whether people are poor. Families officially
classified as poor but living in low-cost areas could well be better
off than similar families with incomes above the poverty line who
live where costs are high.

Despite these objections, the lack of an objective means of defin-
ing a family's basic needs for each individual consumption item
leaves no better way of setting absolute poverty thresholds.8 While
recognizing the shortcomings of the methodology, this study follows
the basic Orshansky multiplier approach in most of the alternative
definitions it examines. At the same time, changes are considered
that could reduce the impact of some of those shortcomings.

'This adjustment was somewhat arbitrary, however. Thresholds for farm families were set at
70 perevut of non farm thresholds, even though there was little evidence to support such a
value. The percentage was raised to 8!.: percent in 1969 and to 100 percent in 1981 on the as-
sumption that only a small fraetion of farm families rely on home production for a significant
portion of their food.

The entire issue of defining poverty in terms of need standards could be avoided by setting
thresholds relative to median family ineorne. Thee approaeh argues that poverty is not absolute,
but rather a.5 a function a the standard of livir.g of the average family. The Orahansky mutt plo-
er approach riself It) riot eutirely absolute in that the irieumeto-fuud-expenditure ratio es based
on a national average, thus taking into account the normal standard of living. Similarly, the
economy food plan {t, not a least.eost diet, but rather a low .eost diet that allows for a varied food
menu containing the kinds of food consumed by average Americans.
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ASSESSING THE ADEQUACY OF RESOURCES

Currently, a family's poverty status is obtained by comparing its
total pre-tax, cash income with the relevant poverty threshold. If
its annual income falls short of the threshold, the family and all of
its members are classified as poor. This section discus:,es four prob-
lems with this approach. no account is taken of the family's non-
cash income, wealth and period-to-period fluctuations in income are
ignored, the income considered is gross of taxes, while the thresh-
olds are based on after-tax income, and no distinction is made be-
tween families that are barely poor and those whose income is far
below the threshold.

In-hind income
Perhaps the most frequently mentioned criticism of the official

poverty measure is that it ignores non-cash income. A family re-
ceiving $200 worth of food stamps each month, living in public
housing, and betting subsidized health insurance L considered to be
no better off than an otherwise identical family getting none of
those benefits. This almost certainly misstates the relative well-
being of the two families. Since accepting such income is voluntary,
the recipient family is almost certain to be helped and cannot be
made worse off. At the same time, any amount of a given good in
excess of the minimum requirement has no value in terms of meet-
ing other needs. A family is still poor if it cannot afford all basic
needs, regardless of how much food or housing or any other single
good it has. Consequently, receipt of non-cash income reduces pov-
erty with respect to other goods only to the extent that it frees
cash income to buy those other goods.

By this argument, a particular form of non-cash income should
be considered in assessing poverty status only up to a value repre-
senting that part of the poverty threshold that would be expected
to be allocated to that good. For example, if the poverty threshold
for a family were $800 per month and the family was expected to
spend 30 percent on housing, the value of housing assistance pro-
vided to the family each month should not exceed $240 (30 percent
of $800) less the family's own cash expenditures on housing when
determining whether or not the family is poor. Any additional non-
cash income given in the form of housing does not help the family
meet its need for $560 per month (70 percent of $800) for non-hous-
ing expenditures.9 (Since the excess over $240 may substantially
improve the family's wellbeing, however, one might argue that it
ought not to be completely excluded from measurement.)

Wealth and the accounting period
The official poverty definition ignores wealth except to the

extent that a family's assets generate cash income, only income re-
ceived during the calendar year is compared with the poverty
threshold.' ° But a family's well-being depends less on income than

As noted above. the current poverty thresholds du nut indicate bass. needs for individual
cunsurriptiun rkms That the thresholds represent intorno needed tu satisfy specific needs is un.
plicit, however-

'" One form of wealth nut cunsidered here 16 ernpluyer cuntributiuns to pension plans. Because
such wealth cannot be used fur current cunsurriptsm, une might argue that it should be ignored

Continued
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on consumption and the ability to satisfy basic needs. A family
with significant accumulated savings can continue to consume,
even if its income disappears entirely for a year or two, and such a
family would not normally be considered poor. At the same time,
savings cannot replace income forever, and almost all families with
no income at all will eventually become poor in consumption
terms.

What is at issue here is the accounting period over which pover-
ty is assessed, the length of that period can greatly affect the meas-
ured poverty rate. The official poverty measure uses a 1 -year ac-
counting period, long enough to smooth out most short-term fluctu-
ations in incomes such as those caused by periods of illness. Even
so, some incomes are more volatile, perhaps because employment is
less regular or perhaps because payment comes only at the comple-
tion of major tasks, and even an annual accounting period fails to
capture the true nature of a family's financial situation. Savings
may enable such families to maintain an even consumption pat-
tern, in such cases, the official poverty measure is misleading. This
argues for some means of reflecting wealth in assessing poverty.

Two issues mitigate this argument, however. First, good meas-
ures of wealth do not exist, nor do individuals in general have a
good sense of what their wealth is. While surveys could gather data
on wealth just as they do on income, the results would likely be
inaccurate because people tend not to know either the extent of
their assets or their value. Second, even if wealth could be meas-
ured accurately, it is unclear how it should be incorporated into a
measure of poverty. Should a family be expected to spend all its
savings in a given year? Over 3 years? If so, wealth (or one-third of
wealth) should be counted as income. Or should wealth be expected
to pros ide a particular percentage return? Then that percentage of
a family's wealth should be considered to be the same as income.
That might still be an inaccurate measure of the family's ability to
satisfy its immediate consumption needs, however, because some
forms of wealth are difficult to transform into cash quickly.

One particular form of wealthhousingpresents special prob-
lems. For most homeowners, their homes are probably their largest
assets and form the bulk of their wealth. More important, their
homes provide them with places to live, for what might be a lower
annual cash cost than for similar, rented housing. The family's in-
vestment in their home yields a return, not in money income like
most financial assets, but rather as housing which is neither
valued in dollars nor counted as income in assessing poverty status.
By ignoring this in-kind income (often called imputed rent by
economists), the official poverty measure understates the resources
available to homeowner families to meet their consumption
needs." However, omitting the value of services provided by a
family's own homeand, to a lesser extent, the value of services
provided by other durable goods such as automobilesyields an in-
accurate assessment of its poverty status.

in assebbing poverty btatu, Others might argut that bei.aubt periruoub reduke the med for other
savings, they should be counted.

"In part, imputed rent is ignored because it diffs,olt to ubtath euxuratt- data through sur-
veys (the source of other information used to calculate poverty statistics)
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Taxes

There are two consistent methods of dealing with taxes in meas-
uring poverty. On the one hand, pre-tax income could be compared
against poverty thresholds defined to include tax payments as a re-
source need; on the other hand, income net of taxes could be com-
pared with poverty thresholds defined as resources required to
cover non-tax needs. Official poverty statistics follow neither
course, but ether compare pre-tax income with poverty thresholds
based on after-tax income. Twenty years ago when the poverty
measure was devised, this treatment of income made little differ-
ence since poor families paid little or nothing in taxes. Rising pay-
roll taxes and bracket creep in the federal income tax have in-
creased the tax liabilities of low-income households, however; in
1984, families with four members and with earnings at the poverty
level owed more than 10 percent of their income in federal taxes
up from 4 percent in 1978. This is a significant reduction in re-
sources available to such families to meet their consumption needs.

In addition, the current treatment of taxes in measuring poverty
fails to distinguish the different resource needs of families with
and without tax liabilities. Two families with the same pre-tax in-
comes will not be equally well off if one has income from earnings
that are subject to payroll and income taxes, while the other has
income from untaxed transfer payments. Consistency requires
either that pre-tax incomes be compared with resource needs for
consumption and taxes or that after-tax incomes be assessed
against consumption needs alone.

Pre-tax incomes are more easily determined than after-tax in-
comes, since there is wide variation in taxes paid by families with
similar before-tax incomes. At the same time, this variation means
that poverty thresholds incorporating average tax liabilities would
not accurately represent the resource needs of different families.
Because there is much less variation in income required for con-
sumption goods and services, thresholds reflecting after-tax needs
might provide greater accuracy.

Degree of poverty

Poverty statistics classify families and individuals as either poor
or not poor; this simplification severely limits the usefulness of the
poverty rate as an indicator of the condition of low-income families.
The degree of poverty ma-ters as well, and the inability of the pov-
erty rate to measure degree has several implications. First, the
measure separates similar families, and groups together quite dif-
ferent families. A family with income just below the poverty
threshold is much more like a family with income just above the
threshold than it is like a family with no income at all, yet it ap-
pears to be no different from the latter family in the poverty rate
statistics. Second, poverty rates do not tell how poor families are. A
situation in which every family in the poorest 15 percent of the
population has an income $200 below the poverty threshold ap-
pears identical to one in which each of those families has an
income of only $200, yet clearly the latter presents much greater
cause for concern. Third, the poverty rate cannot give a complete
picture of the effectiveness of antipoverty programs. In terms of its
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effect on the poverty rate, a program that provided a small amount
of additional income to many families just below the poverty line,
thus moving them out of poverty, would seem more effective than a
program that gave significant resources to the very poor but did
not pull any of its beneficiaries above the official poverty line.

The poverty gap--the aggregate amount of cash income by which
all poor families fall below the poverty levelis a measure that
serves to mitigate these problems somewhat but not completel- It
distinguishes sharply between the polar cases cited above: iI all
poor families are just below the poverty threshold, the poverty gap
is relatively small, if all of the poor have virtually no incomes, the
gap is large. Further, the poverty gap provides a good measure of
the effectiveness of antipoverty programs. The extent to which any
program raises measured incomes cf the poor will be directly re-
flected in the poverty gap; benefits going to those at or above the
poverty line have no effect on it, however.

At the same time, the poverty gap fails to distinguish which of
the poor are helped by improvements in the national economy or
by assistance programs. Although providing $1,000 additional
annual income to a family who is $1,000 below the poverty thresh-
old has the same effect on the poverty gap as providing the same
$1,000 to a family with no income, the latter approach is almost
certain to be better in terms of reducing the effects of poverty. Dif
ferential impacts on the poor can be distinguished by examining
the distribution of the poor and near-poor around the poverty
thresholds, considering, for example, the number of families with
incomes between 0 and 50 percent of the poverty thresholds, be-
tween 50 percent and 75 percent, between 75 percent and 100 per-
cent, between 100 percent and 125 percent, and so on. Changes in
this distribution could then show the effects on the poor of antipov-
erty programs, a drop in unemployment, or other events. It is diffi-
cult, however, to summarize the meaning of a given distribution or
to compare two different distributions. In any event, there is prob-
ably no single measure that tells policymakers all they should
know about poverty. Using several measures is probably the best
approach.

ALTERNATIVE MEASURES OF POVERTY

This section examines alternative measures of poverty, focusing
on various ways of changing the definition of income to include
non-cash resources and to exclude taxes paid, and of adjusting the
poverty thresholds with which income is compared.

COUNTING IN-KIND INCOME AND EXCLUDING TAXES FROM INCOME

A significant part of income" is received in a wide range of in-
kind forms. Employers often pay part of the costs of health and life
insurance for workers and their families, and sometimes provide
meals and housing. The government offers aid to low income fami
lies and individuals through food stamps, school nutrition pro.
grams, Medicaid, and housing subsidies for both renters and home-
owners. These benefits now comprise nearly two-thirds of all
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means-tested assistance given to poor households.'2 Medicare pro-
vides medical care for the elderly and disabled without regard to
recipients' incomes.

Taxes have also grown in importance for low-income families.
For a family of four at the poverty level, combined federal payroll
and personal income tax liability has grown from 4 percent of
income in 1978 to over 10 percent in 1984. More than one-third of
all families below the poverty level pay some taxes; for those fami-
lies, the two taxes average more than 6 percent of income.

Because these in-kind benefits and taxes have significant impacts
on the well-being of low-income families, they should be incorporat-
ed in assessments of poverty status. Ignoring these factors, which
have a large and growing impact on the resources of poor families,
yields inaccurate measures of the ability of the poor to satisfy basic
needs.

Three questions arise with regard to counting non-cash income
and excluding taxes:

--Which kinds of non-cash income can and should be included?
How should non-cash income be valued?
Which taxes should be omitted in calculating incomes?

Which kinds of non-cash income can and should be included?
This question has both practical and theoretical parts. On the

one hand, if a more inclusive income measure is to be applied, one
must be able to determine how much of each kind of non-cash
income a family receives. In principle, all benefits that improve a
family's ability to obtain goods and services should be included.
From a practical viewpoint, however, it is often difficult to deter-
mine exactly what in-kind income a family receives. On the other
hand, even if one could observe receipt of every form of non-cash
income, not all of those forms improve a family's ability to satisfy
current needs, for example, employer-provided pension benefits
may generate resources that the family can use in retirement but
not money with which to buy food today.

What non-cash benefits could be counted as income in practice is
determined by the data available. While new survey information is
forthcoming, the best current source (the Current Population
Survey, or CPS) includes data only on receipt of food stamps, school
lunch, housing assistance, and medical care provided through Med-
icaid, Medicare, and private insurance.' 3 The Bureau of the Census
has estimated alternative ways of valuing each of these four in-
kind transfers, the assessment offered below of in-kind income in-
cludes only these four items."

"Department of Commerce, Bureau of the Census, "Estimates of Poverty Including the Value
of Noncash Benefits: 1983," Technical Paper 52, Table A, p. viii.

"The Survey of Income and Program Participation (SIPP) will provide a wealth of informa-
tion on 40 different sources of income and 13 classes of assets, but data from SIPP are now
available only for the last two quarters of 1983. When more SIPP data are released, it will be
possible to determine the receipt of a much wider range of non-cash incomes than with current
data bases.

' One additional issue involves the inclusion of medical care. should long-term institutional
medical care be included at all' Because poverty rates are calculated only for the noninstitu-
tionalized population, only the value of noninstitutiotul care is included.
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How should non-cash income be valued?
To allow combining cash and non-cash incomes, each non-cash

benefit must be assigned a cash value, but there is no consensus on
how this should be done. The Bureau of the Census has devised
three different valuation approaches, each with advantages and
drawbacks.15

Market value is an estimate of what the good or service would
cost if bought in the private market. This is generally easiest to es-
timate, since there is often a comparable item available for sale for
which a price or cost can be found." However, the market value
may greatly exceed the value to recipients, if recipients would not
have chosen to buy as much of the good or service had they been
given its market value in cash, or if in-kind benefits do not free up
resources equal to their marks I value for use in satisfying other
needs. In fact, valuing in-kine benefits at their market value can
lead to absurd conclusions. an example often cited is that by using
the market value approach and valuing Medicaid benefits at aver-
age cost (that is, the market value is defined to be the average cost
of health care services provided), there would be no elderly poor
living alone in New York State because the insurance value of
Medicare and Medicaid provided to them exceeds the poverty
threshold for single people.

The recipient/cash equivalent value (RICE) addresses this prob-
lem by trying to estimate how much cash individuals would have
to be given in place of the non-cash benefit to make them feel
equally well off. This value cannot be greater than the market
value of the benefit, cash equal to the market value would enable
recipients to purchase the in-kind transfer and be at least as well
off as with the transfer. Usually, the R/CE value is less than the
market value, in most cases, recipients would prefer to be given a
combination of goods rather than a large amount of only one good,
they would thus exchange the in-kind transfer for less than its
market value in cash, which could then be used to buy a variety of
goods."

For some analysts, the RICE value is quite appealing since it
bases the valuation on the individual's own assessment of the bene-
fit's worth. On the other hand, others would argue that society
should judge what in-kind transfers to the poor should be and that
self-perceptions of the poor should be ignored. Further, while the
R/CE value is conceptually clear, its practical application requires
strong assumptions about people's behavior or preferences.' 8

See Department of Commerce, Bureau of the Census, 'Alternative Methods for Valuing Se-
lected In-Kind Transfer Benefits and Measuring Their Effect un Poverty:. Technical Paper 50,
March 1982 (see especially Chapters 4 and 5).

" For some items, this is not the case. Medicaid, fur example, has nu comparable counterpart
in the private market. The market value for Meds.usd ss calculated as an insura s value, based
on total program costs.

If the recipient would have purchased at least as much of the item as was received, the
transfer frees up cash equal to as market value, so the recipient. cash equivalent value must
equal the market value. If the recipient would have purchased less, the recipient, cash equiva
lent value will generally be lower than market value because consumers usually do not choose
to spend all additional income on any one good, they would be willing to give up some of the
market value of the in-kind benefit in order to achieve more variety in their consumption.

's In particular, the Bureau of the Census approach assumes that the value that recipients
place on in-kind benefits is equal either to the average expenditure on the item by similar fami

Continued
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The budget-share value assumes that the value of an in-kind ben-
efit cannot exceed the amount that families with cash incomes
near the poverty level would spend on that specific item (the "pov-
erty share"). The value of a non-cash benefit is then taken to be
the lesser of the market value (as defined above) and this poverty
share. This approach addresses the fact that in-kind transfers do
not necessarily free up resources for use in satisfying other needs;
only to the extent that the transfers replace previously purchased
goods or services do recipients have more money to spend on con-
sumption goods.

The budget-share value method has potentially serious shortcom-
ings, however. First, it assumes that recipients of in-kind income
value that income as much as people with cash-only incomes near
the poverty level. Second, it implicitly assumes that the poverty
level is correctly defined. If in-kind income is counted in assessing
poverty status, different thresholds may be appropriate. (This issue
is discussed further below.)

The budget-share value method could be used to partition pover-
ty thresholds into resource requirements for individual classes of
goods. If poverty sharesthat is, normal expenditures by families
near the poverty levelwere used to define resource requirements
for specific goods and services, the budget-share value would con-
strain in-kind transfers to meet only the poverty-level requirement
for the good or service in question.' 9

The dollar valuations of in-kind benefits developed by the Bureau
of the Census vary significantly across the three approaches. In
general, the market value is highest, while the recipient/cash
equivalent value is lowest. Because measuring in-kind transfers at
market value often overstates the availability of resources for pur-
chasing goods and servicesand thus the ability to meet basic
needsthe analysis presented here uses only the budget share and
the recipient /cash equivalent values. Specific estimates are those
made by the Bureau of the Census.

Which taxes should be omitted in cakulating incomes?
Because poverty thresholds are based on the relationship be-

tween after-tax income and food expenditures, it would be consist-
ent to exclude taxes from the income used to assess poverty status.
In essence, the thresholds represent the minimum disposable
income required to be nonpoor. Both payroll and income taxes

lies with similar incomes who do not receive i..-kind transfers or to the market value of the
benefit, whichever is less. For example if a frimily is given housing with a market value of
$5,000, and if similar families not receiving ht using assistance spend an average of $4,000 on
housing, the R'CE value would be $4,000. If the market value of the assistance were only $3,500,
the B/CE value would also be $3,500.

An alternative approach uses utility functions to estimate the additional income a family
would need to be as well off as with the in -kind benefits. This approach suffers because utility
functions are unobservable, and strong assumptions therefore have to be made to obtain esti-
mates See Department of Commerce, Bureau of the Census, 'Alternative Methods for Valuing
Selected In Kind Transfer Benefits and Measuring Their Effect on Poverty," Technical Paper 50,
March 1982, pp. 28-31, 38-44, 5849, and 127-134.

"The circularity of this approach may lead to significant under or over-statement of needs.
If the poverty thresholds in fact represent the cost of meeting basic needs, and if families at the
thresholds in fact purchase those basic needs, their budget shares represent poverty thresholds
for individual items On the other hand, if poverty thresholds are not what is needed to be non-
poor, or families at the poverty line buy too little or too much of some vods, the budget shares
would not accurately denote resources needed to meet basic needs for specific items.
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must be subtracted from pre-tax income to determine disposable
income that can be compared with the thresholds.2° On the other
hand, because thresholds are based on consumption needs includ-
ing sales taxes, the latter taxes should not be removed, as they rep-
resent part of the cost of goods and services. Similarly, because
they are part of shelter costs and are thus part of normal expendi-
tures, property taxes should not be subtracted from gross income.
In the following analysis, income is evaluated net of payroll and
state and federal income taxes, but inclusive of other taxes."

ESTABLISHING INCOME THRESHOLDS FOR ASSESSING POVERTY STATUS

The thresholds currently used to assess poverty status have been
set by multiplying the cost of a nutritionally adequate food bundle
by the ratio of after-tax income to food expenditures for families
with three or more members. These thresholds are updated over
time in line with changes in the CPI for all items. Neither the
income nor the food expenditure calculations include in-kind bene-
fits, and it is therefore argued that the thresholds are inappropri-
ate benchmarks to use if non-cash income is counted as a resource.
This line of reasoning asserts that if income includes in-kind items,
the income-to-food-expenditure ratio must be recalculated with in-
kind benefits included in both halves of the ratio. This recalcula-
tion would require that the dollar value of in-kind food (such as
food stamps, school lunches and other food programs, employer-pro-
vided meals, and food grown for personal consumption) be added to
cash expenditures for food and that the dollar value of all non-cash
income (including employer-provided health and life insurance,
housing assistance, Medicare and Medicaid, and food items) be
added to after-tax cash income. The revised ratio of these two
values would then be multiplied by the cost of an inexpensive food
plan to obtain a threshold against which total cash and non-cash
income could be compared.

In response to this argument, others contend that there is no
need to revise the poverty thresholds to account for non-cash
income, because neither income nor consumption included much in
kind at the time of the original multiplier calculation, which was
based on a 1955 survey. If total food consumption required one-
third of total incomebefore in-kind benefits were significant
then increases in non-cash income and transfers should not affect
the income-food ratio, but rather should only require that the non-
cash income be included in the poverty assessment. A hypothetical
example clarifies this line of reasoning. Assume the multiplier
based on cash income (which was then essentially the total) and
food expenditures were exactly three, and that the cost of a mini-
mal food plan was $200 per month, the poverty threshold is thus
$600 ($200 x 3). A family with $600 or more in cash income and no
non-cash benefits would thus be nonpoor. Now suppose that the
family was given $100 in food benefits and $100 in housing assist-

10 One can argue thus payroll taxes finance retirement benefits and therefore may allow fami
hes to reduce 6 avings and antrease l.urrent, tunsumption. For families in poverty, however, it is
unlikely that saving for retirement would occur in the absence of payroll taxes.

21 It would be egually correct to compare pre-tax needs and pretax income, but as noted
abovewide variations m the tax liability make estimating pretax needs difficult..
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ante, and that its housing costs were at least $100. The family
would now need only $400 cash income to meet its needs as defined
by the poverty level; the non-cash food benefits satisfy half of its
food needs and the housing assistance provides some or all of its
shelter, leaving only $400 of other needs (the balance of food and
housing requirements and all others). On the other hand, if non-
cash income was significant in the earlier period, adjustments in
the multiplier would be required.

Comparing total incomescash plus in-kindwith current pover-
ty thresholds would ignore changes in consumption patterns over
time. In that sense, the poverty measure would be constant in abso-
lute terms. However, relative prices have changed over time, and
familiesboth poor and nonpoorhave reacted by adjusting their
consumption patterns, buying more of relatively cheaper goods and
less of relatively expensive ones. To the extent that this occurred,
current poverty thresholds do not have the same meaning as when
they were originally defined. To reflect changing relative prices
and changing income patterns, the thresholds would require revi-
sion.

If the multiplier is to be adjusted to account for the inclusion of
in-kind income, an additional question is raised. what group should
be used as the basis for estimating the income-to-food expenditure
relationship? Orshansky took data for all income groups in the pop-
ulationpartly because that was what was available. But critics
complain that this approach biases the multiplierand, thus, the
poverty thresholdsupward because higher-income families spend
a smaller fraction of their income on food. If the intent is to char-
acterize the income needs of families at the poverty level, it may be
more logical to use data for the low-income population. At the
same time, using expenditure information only for the poorest fam-
ilies probably would result in bias in the other direction: those
below the poverty level spend a very high proportion of their
income on food by necessity, and a multiplier based on the spend-
ing patterns of these families would be too low. An intermediate
choice would be a group containing neither the poorest nor the
richest families.

Another issue regarding thresholds is the basis on which they
should be adjusted for inflation. Currently, thresholds are indexed
by the CPI for all items. This is appropriate to the extent that the
way in which prices are combined in calculating the CPI represents
expenditure patterns of families around the poverty level. If this is
not the case and if prices for some commodities are changing faster
than prices for others, indexation based on the CPI will yield less
accurate threshold adjustments than a price index based on actual
purchases by poor families. Such a CPI for the poor does not now
exist. It could be established, however, based either on the actual
consumption patterns of poor families or on a consumption bundle
representing the poverty level. While the latter would be conceptu-
ally consistent with inflating poverty thresholds, the former would
be calculated without defining specific components of poverty-level
consumption.

A final issue is whether poverty should be measured in absolute
er relative terms. The official poverty measure does not assess
whether families have enough income simply to survive. Instead, it
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takes some account of accepted standards of what constitutes a rea-
sonable quality of life in the United States. Poverty thresholds are
thus not strictly absolute, but are at least somewhat relative. Some
critics argue that this should be made explicit by setting the
thresholds equal to a fixed percentage of median family income. If
this were done, what is defined as the poverty level would keep
pace with average living standards in the country. In practice, the
relationship between current poverty thresholds and median
income has followed a downward trend, falling during periods of
real growth and increasing during periods of stagflation. The pov-
erty level for a family of four declined from 49 percent of the
median income of four-person families in 1959 to 33 percent in 1973
and then rose to 35 percent in 1983. Thus, while the official poverty
thresholds might (with the qualifications mentioned above) indicate
the income required to obtain a minimum acceptable standard of
living, they do not allow for changing perceptions of minimum
needs brought about by increasing national income. For the latter,
a relative measure would be needed.

Critics maintain that a relative poverty measure is an indicator
not of poverty but rather of income inequality, since it measures
the fraction of the population with incomes below a fixed percent-
age of median incomes. If being poor is defined as having income
below thresholds defined in relative terms, then poverty can be
eradicated only by reducing inequality among incomes of the poor
and near-poor. General economic growth that causes all incomes to
rise by 10 percent or 50 percent or 100 percent would have no
impact on measured poverty at all, even though it would be hard to
argue that those people at the bottom of the economic ladder would
not be much better off as a result of the growth. In essence, the
two measures answer different questions. An absolute measure
tells how many people are unable to attain a specific living stand-
ard, while a relative measure assesses how well the poor are doing
in relation to national norms.

One example of a relative poverty measure is included in the es-
timates presented below. The poverty level for a family of four was
set at 50 percent of the median family income. Thresholds for other
family sizes and compositions were set to maintain the same ratio
with current official thresholds as for a family cf four. This ap-
proach yields thresholds about 19 percent above the official thresh-
olds in 1982.

STATISTICS ON POVERTY OF CHILDREN

This section presents 12 different measures of the poverty of chil
dren the official measure used by the Bureau of the Census and
11 alternative measures obtained by varying the definition of
income and the poverty thresholds with which incomes are com-
pared. The alternatives are offered as illustrations of how the
measurement of poverty might be changed, not as proposed revi-
sions of the current measure. Statistics based on the alternative
measures indicate how poverty rates and gaps would vary if defini-
tions were changed, they are not meant to be viewed as "better"
measures.
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The 12 measures are based on three definitions of income and
four sets of poverty thresholds. One definition of income is cash
only, the same as is used in the official measure. The other defini-
tions calculate income as cash plus the value of in-kind receipts of
food stamps, school lunches, housing assistance, and medical care,
minus federal and state income and payroll taxes. One alternative
uses the recipient/cash equivalent value of in-kind benefits, while
the other uses the budget-share approach.

The lowest of the four sets of thresholds is a reindexation of the
original 1965 thresholds, based on changes in the cost of a poverty
consumption bundle.22 The current thresholds are also used, based
on the argument given above that no changes in the thresholds are
required and to provide a comparison with official poverty statis-
tics. A third set of thresholds is based on a recalculation of the
multiplier relating food expenditures to total cash and in-kind
income for the entire population.23 Finally, relative thresholds
based on median family incomes provide the highest poverty lines.
Table 1 presents the estimated values for these alternative sets of
poverty thresholds for 1982. (Because the most recent Census
Bureau estimates of tax liabilities and the value of in-kind income
needed to calculate incomes for some poverty measures are for
1982, all poverty statistics reported here are for that year.)

POVERTY RATES

Under any particular set of thresholds, poverty rates for children
in all families using the different income measures vary only
slightlynever by more than about 10 percentwhile differences
in poverty rates across alternative thresholds are roughly propor-
tional to variations in the thresholds themselves. The 1982 poverty
rate for children under age 18 varied from 19.4 percent to 27.7 per-
cent across all 12 measurescompared with 2L9 percent under the
official definition (see Table 2). The bulk of the variation was the
result of the 20 percent difference between the highest and lowest
thresholds, the widest variation across income definitions is from
19.4 percent to 21.6 percent for reindexed thresholds, the lowest
values. Whether income is measured in terms of cash only, or in-
clusive of in kind benefits and exclusive of taxes, poverty rates for
all children as a group are relatively constant.

22 This CPI for the poor is based on expenditure patterns for poor people and families ob-
tained from the 1972 1973 Consumer Expenditure Survey 10ES). Using published components of
the CPI and reweighting with expenditure shares of the poor, it was found that costa for the
poor rose about 203 percent between 1965 and 1382. Applying that increase to the 1960 poverty
threshold for a family of four 43,223) yields a reindexed 1982 poverty threshold of $9,757, about
1 percent less than the actual 1982 threshold of $9,862 for four-persun families. For a complete
discussion of the methodology, see Roberton Williams, "Inflatiun and the Pour" (unpublished
paper, April 1982).

21 "New multiplier" thresholds were calculated using estimates of total cash plus in-kind
income after taxes and food expenditures with in kind benefite measured using the recipient)
cash equivalent value. In 1978, these values for all families of three or more people were esti-
mated to be $14,067 and $3,532, respectively. The multiplier is the ratio of those two figures, or
398 The poverty threshold for a family of four was d by multiplying that ratio times
the annual cost of the Thrifty Food Plan in 1982-42,794.20. ioverty thresholds for other family
811..e5 were obtained by multiplying the four person thieshuld times the ratio of official thresh-
olds for the given family size and for a fouperson family.

681



664

TABLE 1.-ALTERNATIVE POVERTY THRESHOLDS, 1982

[In dollars]

Family size and structure
Reindexed

threshold 2
Official

threshold
Revised

multiplier 3
Relative

threshold 4

One person 4,849 4,901 5,528 5,823
Age 15 to 64 4,966 5,019 5,661 5,963
Age 65 and over 4,577 4,626 5,218 5,496

2 people 6,214 6,281 7,085 7,463
Under age 65 6,418 6,487 7,317 7,708
Age 65 and over 5,774 5,836 6,583 6,934

3 people 7,611 7,693 8,678 9,140
4 people 9,757 9,862 11,124 11,717
5 people 11,560 11,684 13,180 13,881
6 people 13,066 13,207 14,897 15,691
7 people 14,876 15,036 16,961 17,864
8 people 16,541 16,719 18,859 19,863
9 people or more 19,488 19,698 22,219 23,403
Ratio to official threshold 0.989 1.000 1.128 1.188

For all measures, thresholds for different family sizes are based on ratios between official thresholds for
four-person families and the family size in question, for example, the remdexed threshold for fiveperson families

.equals $9,757 A ($11,684/9,862). This assumes that the ratio of thresholds for any two family sizes is the
same across the four alternatives.

2 The reindexed threshold is obtained by inflating the official 1965 threshold for a family of four by the
change in the CPI for poor families.

' Revised multiplier thresholds are obtained by estimating both income and food expenditures, inclusive of in-
kind benefits, recalculating the income to-food-expenditure ratio, and multiplying that ratio times the 1982 Thrifty
Food Plan amount for a family of four.

*The relative threshold for a family of four is set at 50 percent of the median income for all families.

Source. Department of Commerce, Bureau of the Census, "Characteristics of the Population Below the Poverty
Level. 1982" Current Population Reports, Consumer Income Series P 60, No. 144, and the Congressional Budget
Office.

TABLE 2.- POVERTY RATES Of CHILDREN USING ALTERNATIVE ILLUSTRATIVE DEFINITIONS

OF INCOME AND ALTERNATIVE POVERTY THRESHOLDS, BY FAMILY TYPE, 1982

Threshold and income measure 2

Children in family type3

faAmIli.

lies

Two
parent

Single
parent

Sminji.e

"""'
er

Single

father
No

parent

Teen-

age

moth.
er

Official thresholds:
Cash only 21.9 12.3 51.1 54.0 2L9 44.9 47.4
Cash equivalent 20.7 12.3 46.3 48.8 21.1 41.0 43.4
Budget share 19.8 12.0 43.5 45.8 20.8 39.7 40.6

Reindexed thresholds:

Cash only 21.6 12.1 50.8 53.6 21.9 44.4 47.4
Cash equivalent 20.3 12.0 45.5 47.9 20.8 40.6 43.0
Budget share 19.4 11.7 42.5 44.7 20.3 39.2 39.5

New multiplier thresholds:
Cash only 24.9 14.9 55.3 58.3 24.6 48.3 53.4
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TABLE 2 -POVERTY RATES OF CHILDREN USIIIG ALTERNATIVE ILLUSTRATIVE DEFINITIONS

OF INCOME AND ALTERNATIVE POVERTY THRESHOLDS, BY FAMILY TYPE, 1982-Continued

Children in family type3

Threshold 1 and income measure 2
faAlmli. Two. Single Smile Single No

ties parent parent "'"

Teen-

father parent moth
er

er

Cash equivalent 25.6 16.3 53.7 56.7 24.5 48.1 54.9
Budget share 25.2 16.2 52.6 55.5 24.2 47.4 53.0

Relative thresholds:

Cash only 26.4 16.3 57.2 60.3 25.9 50.2 57.0
Cash equivalent 27.7 18.2 56.8 59.7 27.1 50.3 56.7
Budget share 27.3 18.0 55.7 58.6 27.3 49.8 56.6

1See Table 1 for definitions of alternative thresholds and their 1982 values.
2Cash only is pre-tax income from all sources. Cash equivalent is total cash income plus the recipient/cash

equivalent/value of food stamps, school lunches, housing assistance, and medical care received in kind, less
federal and state income and payroll taxes. Budget share is the same as cash equivalent except that in-kind
benefits are measured at their budgetshare value.

'Children include all unmarried people under 18 years of age, except those under 15 years of age who live
alone This definition excludes about 110,000 mar* people under age 18 and about 200,000 people under age
15 who are living atone.

Source. Congressional Budget Office tabulations of March 1983 Current Population Survey, including Bureau of
the Census imputations of the value of the inkind income and of taxes.

For individual family types, however, poverty rates vary much
more across the alternative definitions. For children living in fami-
lies headed by single women, the broader income definitions yield
lower poverty rates-as much as one-sixth lower-regardless of
what threshold is used. On the other hand, poverty rates for chil-
dren in two-parent families decline only slightly or increase by as
much as 10 percent. Variation in the effects of alternative defini-
tions results from differences in the relative importance of in-kind
income and taxes for different family types. Families headed by
single women are likely to receive more in-kind assistance and to
pay less in taxes than are married-couple families. As a result,
broadening the income definition is likely to have a greater posi-
tive effect for families headed by single women than for married
couples.

Variation across family types in the effects of changing the poy-
erty definition means that the composition of the population of
poor children changes as well, although the differences are not
great. Of all poor children under the official definition in 1982, 51
percent lived with their single mothers, while only 42 percent lived
with both parents. If poverty had instead been assessed by compar-
ing the budget-share measure of income with the new multiplier
thresholds, poor children in two-parent families would have out-
numbered those in families headed by single women 48 percent to
45 percent. While these effects may be small-under either meas-
ure, each group comprises nearly half of all poor children-they
may influence perceptions about which types of families most need
assistance.
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POVERTY GAPS FOR POOR FAMILIES WITH CHILDREN

Using broader income measures would yield poverty gaps mark-
edly lower than under the current poverty definition, regardless of
which thresholds are used (see Table 3). Because large amounts of
in-kind transfers go to poor families with children, their inclusion
as income would close as much as one-third of the official poverty
gap for those families. Using budget-share values would have some-
what larger effects than using cash equivalent values, since the
former are greater on average. As noted above, poverty gaps pro-
vide a more complete assessment of the status of the poor, since
they reflect not only the number of poor people but also their
degree of poverty.24

TABLE 3.POVERTY GAPS FOR ALL FAMILIES WITH CHILDREN UNDER ALTERNATIVE

ILLUSTRATIVE DEFINITIONS OF INCOME AND POVERTY THRESHOLDS, 1982

[All values in billions of dollars]

Income measure

Poverty thresholds 2

Reindexed Official
New

multiplier
Relative

Cash only 25.3 26.0 34.0 38.2
Cash equivalent 17.9 18.5 26.5 30.9
Budget share 16.9 17.5 25.3 29.6

Cash only is pre tax income from all sources. Cash equivalent is total cash income plus the recipient/cash
equivalent value of food stamps, school lunches, housing assistance, and medical care received in kind, less
federal and state income and payroll taxes. Budget share is the same as cash equivalent except that in -kind
benefits are measured at their budget share value.

2 See Table 1 for definitions of alternative thresholds and their 1982 value,.

Note.Children include all unmarried people under 18 years of age, except those under 15 years of age who
live alone. This definition excludes about 110,000 maned people under age 18 and about 200,000 people under
age 15 who are living alone.

Source. Congressional Budget Office tabulations of March 1983 Current Population Survey, including Bureau
of the Census imputations of the value of the inkind income and of taxes.

DISTRIBUTION OF POOR CHILDREN AROUND POVERTY THRESHOLDS

One can obtain a more complicated but also more complete pic-
ture of the well-being of children by examining the distribution of
children around the poverty thresholds (see Table 1-2 in Chapter I
of "Children in Poverty"). By the official poverty measure, nearly
three-fourths of poor children (or 16 percent of all children) are in
families that have incomes below 75 percent of poverty. An addi-
tional 6 percent of all children are not poor, but have incomes
within 25 percent of poverty. The broader income definitions
change this picture somewhat. If either cash-equivalent or budget-
share measures of income are used, only about half of poor dill.

'4 By definition, tur, her thresholds result in much larger poverty gaps, but that adds little rn
formation about the degree of poverty. Most of the au-reuse atcsu3 (was the addit,unal resources
needed to reach the higher thresholds by fatruhes that are pour under both beta of thresholds,
relatively little increase results from more families being labeled as poor.
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dren are in families with incomes below 75 percent of the thresh-
olds The families of nearly one-tenth of all children have incomes
within 25 percent above poverty. These numbers are little different
if alternative thresholds are used.

These distributions indicate two things. First, many of the poor
are well below the poverty level, regardless of how income is meas-
ured, and a significant fraction of those that are not poor are only
just above the poverty line. Second, in-kind transfers and taxes
have a marked leveling effect on incomes. the combination pulls
both those people below and those above poverty toward the
thresholds.
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APPENDIX K. DATA BASES AND MODELS

TRIM2 AND FOOD STAMP SURVEY

Two major data bases and models were used in developing esti-
mates for several of the proposals in H.R. 4920 for expanding the
Aid to Families with Dependent Children program: (1) the Transfer
Income Model (TRIM2); and (2) the August 1982 survey of the char-
acteristics of households participating in the Food Stamp program.
TRIM2 was used in estimating the minimum benefit, the extension
of benefits to two-parent families, and the liberalization of asset re-
strictions. The Food Stamp survey was used in estimating the mini-
mum benefit.

TRIM2 is a microsimulation model based on the Current Popula-
tion Survey (CPS) of the Bureau of the Census, which is a survey of
economic and demographic characteristics of U.S. households.
TRIM2 simulates numbers of families (units) eligible for, and par-
ticipating in, AFDC under current law and under alternative legis-
lative changes. It is maintained by the Urban Institute. In making
these estimates, Congressional Budget Office staff worked with the
Urban Institute to modify TRIM2 by incorporating the most recent
AFDC legislative changes (enacted in 1984 in the Deficit Reduction
Act), providing a wider range of legislative changes that could be
simulated, and improving certain of its technical aspects.

The estimates shown in this paper were based on TRIM2 simula-
tions for both 1982 and 1984. The year 1982 was the latest year
available bas1d on actual CPS data (the March 1983 CPS for
income year 1982). The 1984 version of TRIM2 is "aged" from 1982
to 1984 to incorpar .te population increases and changes in the
economy that affect unemployment rates and incomes. For exam-
ple, 1984 TRIM2 simulations use an unemployment rate of 7.8 per-
cent, compared with a rate of 9.7 percent in 1982, and raise wages
by 12.5 percent and most other incomes by 7 percent to 8 percent
over 1982.

The second data basethe August 1982 survey of households re-
ceiving food stamp benefitscovers almost 7,000 participating
households in the 50 states and the District of CzYumbia, and con-
tains detailed demographic, income, and asset information from
case records. Using this information, CEO simulated eligibility for
an AFDC program with a minimum benefit and estimated the
number of families not participating in AFDC who would become
eligible either for a larger benefit or for a new benefit. Since the
incomes of families receiving food stamps are allowed to be higher
than the incomes of AFDC families in most states, this survey pro-
vides an alternative means of estimating the number of new fami
lies eligible for AFDC.

TRIM2 and the food stamp survey have relative advantages and
disadvantages. TRIM2 can simulate AFDC eligibility more accu
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rately because the CPS survey on which it is based provides more
detailed information on families. On the other hand, the food
stamp survey has several advantages. Income is underreported on
the CPS used in TRIM2, leading to overestimates of new eligibles,
but income reported on the food stamp survey is likely to be the
same as income used for determining AFDC benefits. Second, some
eligible families will not participate in AFDC. TRIM2 simulates
participation, but such estimates are necessarily uncertain. It is
likely that families who participate in the Food Stamp program
would also participate in AFDC if they were eligible.

Both sources are deficient when it comes to estimating ineligibil-
ity because of assets. Some families estimated to be newly eligible
would be ineligible because their assets would exceed the limits al-
lowed in the AFDC program. The Food Stamp program also has an
asset test, but allowable assets are higher than in AFDC. TRIM2
estimates asset levels based on reported interest and dividend
income, but such estimates are probably biased downward, as dis-
cussed in the chapter on liberalizing asset restrictions.

INCOME SURVEY DEVELOPMENT PROGRAM [ISDP]

The ISDP 1979 Research Panel is a nationally representative
sample of approximately 8,360 households (Wave II). It includes in-
flrmatian on socioeconomic and demographic characteristics of
families such as monthly incomes, assets, and debts. The 1979
panel was one of several pilot surveys conducted by the Bureau of
the Census under the direction of the Department of Health and
Human Services prior to implementing a full-scale survey.'

Based on Wave II information, eligibility for AFDC on the basis
of income and family characteristics was simulated for CBO by
Mathematica. Approximately 281 families were found to be income
eligible for AFDC. Then CBO simulated asset eligibility to see how
many families were ineligible for AFDC because of their asset
levels, even though they were income eligible. Only 13 families
were found to be clearly asset ineligible. Using this very small
sample, the effects of liberalizing the AFDC asset test were esti-
mated.

Apart from the serious difficulty of small sample size, there are
two other problems with these ISDP asset data. First, nonresponse
ratesthat is, the proportion of interviewees who fail to respond
on many of the asset questions were very high. For example, on
Wave V, the nonresponse rate was 23 percent for the question on
amounts in saving accounts and 59 percent to 66 percent for the
questions on amounts in bonds and stocks.2 The Bureau of the
Census assigned missing values, but their assignment procedures
appa .ently had important limitations.` Second, asset levels are se-

' The Survey of Income and Program Participation is a scaled-down version of this survey but
with a larger sample size.

'Robert B Pearl, Matilda Frankel, and Richard G Williams, "The Effects of Missing Informa-
tion on the Reliability of Net Worth Data from the 1979 ISDP Research Panel" (Survey Re-
search Laboratory, University of Illinois, Urbana, 1982).

'For more detail, see Daniel B Radner and Denton R. Vaughan, "The Joint Distribution of
Wealth and Income for Age Groups, 1979" (Working Paper Senee, Number 33, Office of Re-
search, Statistics and International Policy, Social Security Administration, Department of
Health and Human Services, March 1984).
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riously underreported on surveys. Several studies have shown that
only about one-half of financial assets are reported, and the same
appears to be true of ISDP.4

1979 AFDC RECIPIENT CHARACTERISTICS arum

The 1979 AFDC Recipient Characteristics Study is an adminis-
trative record survey of AFDC cases that art representative of the
March 1979 AFDC caseload. Data are based on information in the
case records on file in AFDC offices. The sample includes 23,000
families.

This study was the last survey of AFDC case records before pas-
sage of the Omnibus Budget Reconciliation Act of 1981, and so in-
cludes information on families who are no longer eligible for
AFDC, for example, the survey found 438,000 AFDC families with
earnings, compared with only 190,000 on a similar 1982 AFDC
survey. This is the best data base for estimating impacts of AFDC
expansions that are more restr!ctive than before the 1981 act.

The CBO has modified the data in several ways. AFDC benefits
reported on the survey are not used; rather, benefits are simulated
using estimated 1984 state need and payment standards and report-
ed incomes inflated to 1984 levels. Then legislative changes under
the Omnibus Budget Reconciliation Act and the Deficit Reduction
Act of 1984 are simulated to estimate the number of AFDC benefi-
ciaries under current law.

'See Robert Ferber, "The Reliability of Consumer Reports of Financial Aseeta and Debts"
iStudies &n Curosumei Savings, Number 6, Bureau of F....ufwam, and Business Research, Universi
ty of Illinois, Urbana, 19664, Robert B. Pearl, Matilda Frankel, and Richard C. Williams, "Miss-
ing Information , and Dorothy S. Projector and Gertrude S. Weiss, "Survey of Financial Charac
teristic:s to Consumers ,Board of Governors of the Federal Reserve System, August 196'7% pp.
61-62.
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