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" TAB A

OVERVIEW OF THE PROPOSAL AND PRESIDENTIAL DECISIONS

INTRODUCTION

The welfare replacement proposal presented here would rationalize,
simplify, and make more equitable the Federal tax and transfer
- systems:

o The major categorical, means-tested (welfare) programs
would be superseded and eliminated by a simple cash
transfer program -- the Income Supplement Program
(ISP) -- that would be partially integrated with the
tax system.

o Other, more minor, programs targeted on the low-income
population could either be reduced or folded into
appropriate special revenue sharing packages.

o The requisite changes in the tax system, necessary to
allow an integration of the ISP, would simplify and
make more equitable the tax system and afford reasonable
tax relief to low and moderate income taxpayers.

o The opportunities for restructuring the social insurance
programs (Social Security, Unemployment Insurance) would
be greatly enhanced.

o The detrimental consequences of economi: disruptions
entailing high rates of inflation and/or .unemployment
on the group least able to bear them -- the lower income
population ~-- would be ameliorated,.

This tab describes the income supplement program and its relation
to other Federal programs and state activities. The structure of
the proposal is nearly complete; however, the question of the ISP
‘administering agency requires your coLs1derat10n Your declSlO“
‘on this issue is requested at the end of this tab.

THE BASIC STRUCTURE

The proposal would integrate as fully as possible the present tax
system and the new income-tested transfer system. Thus; the general
characteristics of the resulting program structure are:

o All citizens will be a member of a family unit
which has either a potentlal tax .liability or potent1a1
eligibility for a cash'income supplement, depending upon
the composition of the unit and its income.

o Each unit will have a breakeven level of income established
by the sum of the personal tax exemptions allowed its
members and its standard deduction.

o



o Those family units with income below this breakeven level
are eligible to receive a cash income supplement
equal to one-half of the difference between their
actual income level and their breakeven income
level. Such a schedule provides for a gradual
phasing down of the cash supplement as income
increases so that families are no longer eligible
for a supplement when they reach the breakeven
level, a point at which tax liabilities would
generally begin. The extent to which they have a
tax liability at income levels above the breakeven
is determined by how much of their income is in
the tax base. This structure has the virtues of:

-~ providing a greater income supplementation to
those with greater need;

--  providing strong work incentives, and

-~ generally resulting in no one being simultaneously
eligible to receive an income supplement and
having an income tax liability.

o There would be an assets test to preclude eligibility
for those tax units with incomes below the breakeven
level, but who have otherwise adequate resources,

The income tax system would remain largely unchanged in its operation,
save that the sum of the personal exemptions and the standard deduction
would be increased to achieve the breakeven levels of the Income

. Supplement Program,

The systematic linkage of the tax and transfer systems, both initially
and over time, is an important element of the proposal., 1If the ISP
were in place at a future time when the Congress wanted to increase
transfer benefits to the low-income population, they would coincidently
have to raise the levels of the minimum standard deduction and/or
personal exemptions in the tax system for at least those taxpayers
close to the breakeven. Because of the simultaneous impact on tax
revenue and expenditures, any action aimed at increasing benefits

by an amount greater than that necessary to adjust for inflation could
not therefore be lightly, or quietly, taken. A considerable measure
of fiscal control is thereby gained through this linkage, for public
attention would focus on one program and one Congressional committee
rather than be diffused among many programs and committees as at
present.



Benefit Levels

Though most persons eligible to receive cash transfers under this
program have some income of their own, whether from present earnings

or from a program such as Social Security which is based on past
earnings, some recipients will not. The amount of benefits which

people without other income are eligible for under the existing

welfare programs which we would eliminate has been a major determinant
of the benefit levels for the ISP. People therefore tend to characterize
proposals like the ISP by the amount they would provide to the
four-person family or household which has no income of its own.

This amount is termed the basic benefit.

The proposal has been developed on the basis of what I recommend as
the minimum benefit structure necessary to totally replace the
Federal role in present, principally state~administered, welfare
programs. (A detailed discussion of the full benefit schedule for
different sizes and types of tax units appears in Tab E. That tab
also includes information on the ISP eligible population and compares
the benefits under the present welfare programs to those under the
ISP.) The operation of the benefit reduction rate of 50 percent

on the proposed basic benefit levels would produce the following

- typical benefit payments:

o $3500 a year to the female headed family with three
children and no other income. Some states might wish
to .provide additional supplements to families in these

- circumstances. The Federal government would be largely
neutral, however,as to whether they did or not.

o $2300 to the aged or totally disabled individual who
is no longer in the labor market and has no other income.

o $15650 in ISP benefits and $4950 total income for the
aged couple receiving a Social Security benefit typical



of a past low-to-moderate income earnings history.
This result would not only redress certain inequities
in the present programs, but would also blunt future

" pressures for the kind of highly expensive Social
Security increases we have witnessed over the past
few years.

o $1600 in benefits and $5500 total income for the
four-person family whose head is working full-time
at the minimum wage.. This is sufficient to 1lift .
the family out of poverty since its total income:
would be over $5000. The breakeven level of income
for this typical family would be $7200.

o Nothing to the unrelated individual who is working
even as little as two-thirds time at the minimum
wage. His breakeven level is $2400,

These levels are expressed in terms of December, 1974 dollars since
they are derived primarily from the basic benefit levels now
applicable to the categories of the population eligible under
current welfare programs. The dollar amounts would be adjusted

for inflation over subsequent years.

I realize the proposed schedule of benefits will appear high to

some, ,but not to anyone who is familiar with ithe basic benefit

levels and their results in the current welfare system., As indicated
in Tab €, which provides greater background on this issue, we

have very little flexibility if we are to cash out existing Federal
. programs. Some new money must be put into the gystem to eliminate

the Federal financial participation-in major welfare programs while
disadvantaging only those recipients of current programs who have the
~highest incomes. Moreover, much of the increment in benefits results from
the broader coverage in conjunction with the Food Stamp cash out

under the ISP relative to the present system. Working-poor male-headed
families, for example, will for the first time be uniformly covered
by a Federal cash assistance program, as will similar unrelated
individuals and childless couples.

The net benefit costs of the ISP are estimated to be only $3.4 billion
per year and could not start any sooner than FY79, the earliest
possible year of full implementation given the magnitude of the under-
taking. The net cost estimates are, I should note, relative to
projected outlays under present programs only. I repeat my con-
viction that, by the end of this decade, the ISP would actually

prove to be less costly than the alterpative of accepting the rapid
growth of the current welfare system and the high probability of

new appendages such as a work bonus or housing allowance.
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Tax Relief

The other major aspect of this proposal which will have a fiscal impact
is the amount of tax relief provided in conjunction with it, A certain
. minimum level of tax relief, estimated to be $4.1 billion (in current
dollars) and restricted to lower and middle income taxpayers, is neces-
sary to provide the partial integration of the tax and transfer systems
that is integral to the proposal. Treasury and HEW have reached a tenta-
tive agreement on how this minimum tax relief would be structured.
Briefly, the current tax exempt income levels would be raised so that
the ISP breakeven income level and the tax exempt income level of the
Federal income tax, would be the same., This would be accomplished by
raising the minimum standard deduction (low income allowance) for all
taxpayers. Personal exemptions would remain unchanged.

As regards>tax relief, such a system would have the following implications.
(A fuller discussion of the new structure of standard deductions and

the amount and distribution of tax relief under this proposal is contained
at Tab D.) ‘ : ]

o No taxes would be paid on income below the ISP breakeven,
since this level is determined by the sum of the minimum
standard deduction and personal exemptions. Thus a family
of four would have tax exempt income of $7200 rather than
$4300 as at present (3750/person in personal exempiions and
a $1,300 minimum standard deduction)., If this family had
$7,200 of income, their tax relief could be over $400. The
greater the amount by which income is below the breakeven,
the less the tax reduction. -, g

o Above the breakeven level, the tax reduction for a family

‘of four gradually tapers off from this maximum to zero at

$13,333 of income. . '
0f course, considerable flexibility exists with regard to the timing and
amount of tax relief to be given in conjunction with this proposal. 1If
any fiscal stimulus is desired during the next three years, this $4.1
billion of tax relief, or some larger amount, could be partially or
fully phased in prior to the implementation of ISP. It would be crucial,
however, that this be done in a manner compatible with the ISP structure.



Administration

The ISP program would be administered in an efficient and professional
manner with minimal intrusion into the lives of our lower income
citizens. Concerns that the transfer program would be impossible
_or undesirably complex to administer led then Secretary of the
‘Treasury George Shultz in January 1974 to direct Commissioner Alexander
of the Interral Revenue Service to appoint a Task Force to inquire into
the administrative aspects of a program virtually identical to the

ISP as proposed here. After three months of intensive effort, the

Task Force, on which I was represented, concluded that the program was
administratively feasible, and, provided that the Task Force's recom-
mendations were adhered to, that it could be administered with high
standards of efficiency and effectiveness at reasonable costs.

Tab K provides a summary of the Task Force's recommendations on
the administrative structure for the new program. That staff
work of this detail has: already been completed puts us in an
unusually good position to begin legislative drafting and
Congressional consultations.

The Task Force concluded that the ISP had no operational design
feature that either required or precluded the choice of any particular
agency to administer its operation. I strongly favor

“IRg_aninigtrationw However, I recognize that the decision on an
adninistering agency can have far-reaching effects. Consequently,

shhaparnednT A Alracemiaw ~ 1 ~es -~ 4 $
supstantiad uu\.usx.uuud Cii trne agency alternatives is. appended to

this paper at Tab A-l. You are asked to make the choice of the
administering agency for the ISP at the end of this tab.

Because the ISP is .a cash transfer program, as opposed to the Food
Stamp program which it replaces, and because it has been designed to
be efficiently administered, it would result in considerable savings
in administrative costs and possibly substantial manpower savings.

It is estimated that ISP administrative costs as a fraction of gross
transfers would be 4.5 percent. The comparable figures for SSI, AFDC,
and Food Stamps are 9.1 percent, 9.5 percent, and 15 percent,
respectively. In addition, public assistance personnel needs with
no replacement of the welfare system are estimated to range upward
from a minimum of 137,000 employees, depending on future program-
matic developments. Under ISP, total personnel needs would range
from 66,000 to 123,000, depending upon state decisions relating to
their own supplementation programs. ‘(For more details on this sub-
ject, see Tab G.)




. RELATIONSHIP TO EXISTING PROGRAMS AND TO THE STATES

This proposal would considerably simplify the entire structure of
Federal income security programs. The following programs are neces-
sarily eliminated:

o Aid to Families with Dependent Children (AFDC) - This
program, targeted primarily upon female-headed families,
is generally thought of as the welfare program. It was
a primary object of the past welfare reform initiative

and is the target of our present management improvement
effort. . ‘

o Supplementary Security Income Program (SSI) - This is
the newly Federalized welfare program for the aged,
blind and permanently and totally disabled.

o Food Stamps - This nationwide program covers virtually
the entire low-income population and is expected to increase
in size from about $2 billion in FY 73 to possibly $5 billion
in FY 79.

Expenditures under another group of programs should be reduced since
they are income tested and are targeted on groups which would have
their income supplemented under this reform proposal. These are:

. o Housing

o School Lunches

o Health Insurance -

While the proposal presented here does not include alterations in
the social insurance programs of our Federal income security system
(primarily Social Security and Unemployment Insurance), its imple-
mentation is an essential prerequisite to future proposals to
rationalize and restructure those programs along desirable lines.
Elements have been introduced into these programs, and more are
being proposed, which attempt to provide minimal income support for
the low-income population but in a manner that is less efficient
and costly than ISP, and which tends to direct those programs away
from their originally intended purposes of wage replacement for
workers of all income levels. Only when we have a national cash
income supplement program such as the one proposed here will it be
possible to reform the social insurance programs.



This proposal would minimize the need for Federal involvement in the
personal lives of our citizens and result in a more appropriate
division of responsibility between the Federal and state governments
in the performance of public functions. These objectives are well
served by the Federal government assuming the full financial and
administrative responsibility for the provision of a comprehensive,
nationally uniform cash assistance program., Local conditions or
attitudes may require higher levels of cash assistance for selected
categories of the low-income population than the Federal government
can or should provide on a national scale. Consistent with the New
Federalism philosophy, states and localities would be given virtually

. full discretion to further supplement ISP transfers as they see fit.
(More detailed information on the relationship of the Federal govern-
ment to any state supplementation programs that might evolve out of
this proposal is contained in Tab C.)

Finally, the effective provision of services requires the discretion
that derives from detailed knowledge of potential recipients and such
local conditions as labor market characteristics. Thus, the states
and localities would play the primary role in whatever continued
public sector activity there is in this regard. In conjunction with
thisﬁproposal we would complete the movement started under the
Comprehensive Employment and Training Act of 1973 to convert to

- the special revenue sharing mode of funding all manpower and social
monies,

The ISP includes a work test provision which will buttress the proposal's
work incentive features while answering any public or Congressional
concerns that some persons would seek to avoid working through public
support. Consistent.with the move toward makximum state discretion

in the provision of services and in order to avoid the creation of

a large Federal bureaucracy, the work test would be state adminis-
tered. The general parameters would be specified in the law and
Federal regulations. It is anticipated that the existing State Employ-
ment Service network, which administers the work registration require-
ment of the Unemployment Insurance system, would serve as a model

for a Federally-mandated and supported, but state-administered work
test. Some of the current expenditures for the WIN program and the
Food Stamp work test would be transferred to other appropriate
authorities (e.g.,. Comprehensive Employment and Training Act) in

order to support the ISP work test. (Further discussion of the work
test is contained in Tab J).

PRESIDENTIAL DECISIONS

Your decision on the choice of the administering agency is needed
so that all of the details of the proposal can be finalized. This
requires a substantial amount of background material which we have
provided in a separate. paper at Tab A-1.
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Administering Agency Decision

The issue is discussed and the advantages and disadvantages of the
options are presented at Tab A-l. The options are:

1. administration of the entire tax and income tested

transfer system by the IRS;
2. ‘administration of ISP by a new agency within Treasury; and
3. administration of ISP'by the Social Security Administratica.
Decision

I.want the IRS to administer the entire tax
and transfer system .

" I want a new agency in Treasury to administer

the ISP

I want the Social Security Administration to
administer the ISP _ ¢




TAB A-1




TAB A-1

BACKGROUND O ADRMINISTERING AGENCY DECISTION
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Increases in transfer benefits will require increases
in personal exemptions and/or standard deductions, thus
intreducing a strong measure of fiscal discipline and
more equitable treatment of taxpayers.

o Prevent the typical household or family from being in the
position of both paylnw taxes and recelving an ISP traunsfer.
Through this and other techniques we would eliminate, as
much as possible, notches and overlaps that discourage
work effort or occasion avoidable inequities,
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Similarly the proposed integration of the tax and transfer
systems follows from our desire to treat all citizens eguitably
and unifornly in terms of prograwm operations. At present, moderate

and high income persons deal with the efficient and objective IRS
whlle lew income persons deal with a highly inefficient and errvatic
welfare syctem, The ISP sheds the traditional welfarve approach by
placing responsibilities on program participants that are more like
the responsibilities faced by the vex chelwing majority of citizens
in their dealings witl

A
i)
T

hh government., While this expectation of self

reliance must be sunported by the re qdy availability of expert

advice Fou those who ueced 1t (as it is in the tax system), great care must

be taken to rebuff any attempts to build in costly and ineffective service
programs, subjective case by case determinations of need, and provisions for
special uneeds, any of vhich would alter these fundomental charactar-

istics of the propeszl., In other words, the way the program is

administered will have as much to do with distinguishing the IS

from the exis tWﬂw systen

T "‘:: o ot

RENCICEINN
stipction are successful
wvill depend e nature and location of the agency

Selected to run the program.

.

Public acceptsbility of this proposal is obvicusly a critical
determinant of legislative success or failure. The ISP rnwust stand
convincingly as a totally new approach as a program that will administer
income conditioned cash benefits in an efficlent and tightly controlled
fashion. The deficiencies inhcorent in the nresent non~s;=Len have

a

nra
resulted in unjustifizble differences in treatment and high error rates,
thus creating cyniclem towards welfare among both the public at large
and the recipient ponula ether or not these destructive atiitudes
will carry over and teint i on the tone apd

vronch

L

In summary, the selection of the administering agency will have
a significant impact, both initially and over time, on the substance
of the program, 1ts basic operating characteristics, the legislative
outcome, on treatment of recipients and their attitude toward the
program and on program integrity and continued public acceptance.
Considering these factors as well as the availability of existing
management capabilities, we have narrowed the potential options to
the three presented below., A fourth potential option, a new agency
within HEW, was rejccted because our experience with the Family
Assistance Plan (FAP) proposal indicates how vulnerable such an agency
would be in the legislative process to the reintroducticn of tradi-
tional welfare practices and ancillary service programs.

It should be noted that once the welfare replacement program is
implemented the policy making function would, of course, reside with
wvhatever agency and department you select to administer it.



Three alternatives are evaluated. They include ISP
administration by the Internal Revenue Service (IRS), a new agency
in the Treasury Department, and the Social Sceurity Administration

{S3A). The advantages eund disadvantages of each option are consi-
dered below,

Internal Revenue Service

Ldvantaces

oo e

o Simultaneous consideration of substantive policies
comnon to the tax and transfer systems at the time
of implementation and subsequently is considerably
strengthened if both systems are within the same
agency. While ezch system will be essentially a free
standing operation, IRS adwministration of both will insure
that the overlaps and interactions will be handled as
directly and simply as possible and promote the possibility
of greater integration of the two systems over time,
especially with respect to such policy questions as
income definition.

o While differences in both procedures and the population
served impose different requirements on cperations,
the treatment accorded ISP recipients aud taxpayexrs
will be more uniform if both activities are controlled
by the same agency. In addition, the income tax sys stem's
tradition of placing clear responsibility for certain
actions on citizens is precisely the approached needed
and intended for the ISP.

o The addition of social service programs, subjective deter-
minations, and cther undesirable welfare type program
features is more effectively deterred by IRS administration
since the inappropriateness of such festures to an income
transfer program would be unequivocally emphasized in the
context of IRS administration.

o IRS administration will enhance the acceptability of the
proposal in Congress, particularly among those persons who
might oppose a 'reform of the welfare system, but not its
"replacement' by a substantially differsnt concept which
represents a sharp departure from past programs.
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Disndvantages

o The ability of the IRS to perform its vital job of
revenue collection, which depends on the public's
belief in the integrity of the system, could be
impaired if the negative image of the current welfare

system were transferred to the new program and served
to dilute public conficdence and respect for the IRS

and the tax system as a whole.

o IRS presently has only limited experience with the
Jow income population.

itional attitudes
ropriate for this

o Enforcement techniques and the trad
ssonnal muy boe

rloreencat pe

populatien,

o Implementing a program of this size may well prove
disruptive to normal IRS operations. Workloads are
already heavy and will continue to grow at a rapid

rate, even in the absence of the assignment to IRS

of major new responsibilities such as those required
by the Employee Retirement Income Security Act of 1974.
This growth in responsibilities will pose serious manage
ment challenges to IRS in and of itself.

Agency in Treasury

o Maintaining the linkages and controlling the overlaps
and interactions between the ISP and the tax system
will be facilitated if ‘nvth““ agency in Treasury
administers the I1I86P, al zhv to perhaps a lesser extent
than if IRS had rvespons oiwity for both.

e

o Placing the I8P in the Treasury will also help insulate

it from pressures to grait on undesir able traditional welfare
program features

o Information matching with income tax returns will be
readily accemplished.

0 An organization in Treasury will benefit to some extent
from IRS' opcrational ewpertise and image. Since the
orientation of an agency is to a large extent a function of

its enviromment, traditicnal IRS attitudes and practices



would probably carry over and shape the parallel agenc

in Treasury.

o Establishing the new program within a new agency would

cause much less disruption

Disadvantaces

of existing agencies.

o Judgments about the capabilities and public image
of ‘any new agency cannot be rendered until its

performance is tested.

o The simultaneous consideration of tax and transfer
policies would take place principally at the level of
the Secretary rather than originating at the operating

agency level.

Socizl Security Administration

Advantazes

o DBy the time the ISP is implemented, SSA will have had

several years experience operatin:z

a national means-

=

tested cash transfer program for a large portion of
the aged, blind and disabled portion of the ISP eligible
population (the new Supplemental Security Income (SSI)

program for the low income

aged, blind and disabled).

SS5A is highly regarded for its management capabilities.
S5A is viewed positively by the public and the Congress.
S3A has long established interactions at the staff level

with IRS in the areas of program policy and information
matching.

Disndvantazes

0

It would be comparatively easy to sever the conceptual
ties betwecn the IST and the tax system if the progrows
are split between M znd Treasury. While it is theoret-
ically possible simultancous consideration of

and transfer ios zcross departmenial lines, the
enforcement of such 2 process could only come from the
Vhite Bouse and G with a considerable investment of
staff resources. Unless there is institutional
pressure from within the Lxecutive, it is very

tox




unliliely that Cunrress would long maintain the
linzages between the two systems or at all consider
possible overlaps and interactions.

Information exchange with the IRS is more complex
and could be precluded if restrictive legislation
is passed,

Retaining the ISP in HEW may not be a shiarp enough
change to signal the ISP a2s a totally new approach.

Undesirable welfare policy and administrative concepts are
more likely to be grafted onto an HEW program as our recent
experience with the SSI program has so painfully proven.

S5A has relatively little evperience in the areas of
compliance and enforcement.

Integrating a program tl large into S84 may prove

disruptive of n ions. Even though SSA would be
clieved of the moof weliare assistance

to the aged, b bled, (which would be eliminated
by the ISP),the normal social insurance (OASDI) caseload

and earnings report maintenance duties of SSA are projected
to grow rapidly enocugh over the next few years to constitute
serious management challenges to that agency in and of
themselves.
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THE SCCQCTAF?Y CF H[‘"/\LTH, EDUC/\T;‘ON, AMD WELFAL
WASHINGTON.D.C.EOZ'OI

Novembey 12, 1974

MEMORANDUIS FOR Tz PRESIpDINT

SUBJSECT: Welfare'Replacément

This Remorandun g 4 Sumary and overview of the RMaterials tha+ 1
will Present to you on Weﬁnesday, Hoverber 13, COncerning the welfare
replacemant Preposal that is being brepased zor your considorati

bPart cf the 1875 legislative agenda,

The Proposal, the result of more than two Yearsg! interagency‘staff
work, is furrently in thes final Stages of Cabinet review., 1Ip it 1
recommend thar We eliminate the Federy] participation in the cxist
najor velfare Pregrams ang institute instead a simple, Federal Income
Supplement Program integrateq 45 much ag Possible With the Federal
Income Tax, I will pe Cconferring with Secretary Siron lateyr this
‘month &bout the bProposaltg administrative and taox relief aspacts,

and I hope that We will be able to submi¢ jointa the entj L
by this month's eng. (Appenceq ©O0 this ehorandun ig 4 Cony of the
Table of Contents to the entire Proposal in itg Current drafs form,)

The Current Situation
ﬁ__sﬁ_s_s__.qss_s__msf_h

As T examined the Current array of means=testegd transfer Prograns,

and the Prospects for both natural growth in those Programs anpg iikely
new legislation, I have Lecome Convinced that the p. al ‘Overnment
must fing a.igirer,.ggre Straig ﬁerwar@ and effectiy, means to assgigt
the low~incena E;Eivenry. The méggr eXisting Programs -- jig to
Families with Lependent Children, Supplemental Security Income, rFoog
Starps, Publie dousing, and Medicaid - truly Constitute g nNon=-sys+omn,
The currens State of affairs ig simultaneously:

. e %_;vlg == Acrecss the nation, Persons ang families with

2eds can receive vastly different anounts of walfare
assictance in which &+ ¢ Federal Sovernment participates, de~
Perding op where they live the sex orf a family head, or Other
facters pot clearly related to need. These benefitg have ip
soma jurisdictions and for some familieg Cumulated o assistance
levels vell above that which raticnal prolicy Concerning Federal
dollars sheoulg allow, winile others who live elsevhare or have
a father ay home, bue re equally needy, receive much less,

a



~,
~

This
that

wasteful and Inefficicent -- The systenm is composed of several

different, overlappinyg and separ ately administered programs,
each of which has its own extreme 1y complicated rules and pro-
cedures. Thus, the total systen' is very inefficient., For
exanmple, the aédministrative cests of the Food Stanp procram
are estimated to be 15% of tot al benefits paid, compared to
only 4.5% for the p%oposea Income Supplement Pr03ram.

Confusing and Demeaning -- The present system is pvemlqed on the
belief that it is propoer and necessary to inguire into, limit
and control extensively the pehavior patterns of recipicnts and
that the pcor, unlike ot \TerlehS, are unabl

make their own decisions sensibly

confusing that few people, administr

understand their operaticn. Punlic accepuance e}
tance to the poor is understandably eroded when no one can
easily explain the cond litions uncér which their tax dollars
are being transferred to others.

cipients alike,
£ jincome assis~

Discourages Work Effort -- The system as a whole has built
into it disincentives to work:

oo benefit reducticn and ;os:t ve tax rates can cumulate to
extremely high levels s that the return from an extra

o
“dollar of earnings can be &as llttle as a few cents, and

—— unintended penalties in the form of "notches" have crept
into the system,- - These are situations where a small in-
crease in work effort can yesult in total loss of benefits.

.3‘:'
situation will not right itself; indeed, there 1is evidence
it will only get worse: i

New in-kind and other increm +al programs are continually being
pressed. A few months aco O ly +the addition of a housi
ance prcgram was being sericusly conqlce:cd; now this:
and the Federal Energy Agency are enm harked on a Congressionally-
mandated study of a fuel stemp I i

to advocate nis “"work borus"
ments with transportation stamps th
Congressional interest.

")

. GCEO b .S Spon

Our existing social insurance programs continue to be stretched
to serve welfare functions. Prorosals ~o modify the Uncrploynment
1 o
3 >

l44

sentially welfare purposes arce nov
“ne Social Sceurity systol
aWreQGw conttlxs several very expensive welfarce conponents, and
I expect cfforts to reinforce those aspects will continue to be
rounted.
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Therefore I have concluded that we should abandon the existing non-
system for cne which is fairer, relatively simple to understand and
adninister, and which will focus our assistance dollars on those who

need them the most while preserving incentives to work.

The Welfare Replacement Proposal

The major categorical, means-tested programg —- AFDC, SSI, and Food
Stamps —= would be eliminated and superseded by a simple, universal
cash transfer program -- the Incone Supplement Program {(1sr) == that
would be integrated with the tax system as ruch as is now feasible.
As a conseguence of such a structure +he tax liability of or transfexr
payrent to all American citizens would be based on the same simple,
objective yardstick == its income relative to the basic structure of
our Federal tax system, and the sale basic principles that guide the
administration of our tex laws would also apply to the administration
of Federal income assistance.

. A1l citizens would be a member of a family or household that
typically has either a potential liability for tax payment or
potential eligibility for a cash income supplement.

. For each famrily or houschol
equalled the sum of iits per ions and the appro=
priate standard deduction. If a family has income above this
level, it incurs a tax liability basically in accord with the
provisions of the present Federal income tax code. If a family
has income below this level, it would be eligible to receive a
cash income supplement egual to one Z of the difference
between its income and that standard (
income level). In the cases of @anil'
they would thus receive a basic benefit equal to exactly one-
half their breakeven levels. - Since most families have some
other source of income, average benefits are much less than the
basic benefit level.

a level which

]

a, there woul
s

[SFEN¢
Ca
o+ T
0]

1

S

,d
Lo
o]

. The benefit levels proposed are just high enough to cash out
the Federal participation in the present system and to provide
a reasonably satisfactory "floor", within realistic fiscal
constraints.

. The gradual phasing dewn of cash supplement from the basic bene-
fit to the breakeven as other income increases has the following
virtues:

: greater income supplementation to those with

greater need; )

- provid

o
)



~-  preserves work incentives because bencfits would be reduced
by only half of increased earnings; and

- gencrally assures that no cne would be simultancously
eligible to yeceive an income supplement and liable to
make an income tax payment.

. In order to assure that the purchasing povwer of ISP benefits
and the value to taxpayers of the new tax ewempt levels of
income will not be croded by inflation, at least certain as-
pects of the integrated structure would be indexed.

.

. There would be an assets rest to preclude cligibility for
t+hose households that have adeguate resources but for some .
yeason have income below the breakeven level. :

. There would be a strong work requirement to avoid the justified
criticism that our present system ecnables some Who could work

to get public assistance and not work.

The rederal income tax system would remain largely unchanged in its
operation, save that the sums of personal exemptions and standarxd
deductions for di ferentlv cized rouscholds would be increased to
achicve the breakeven levels of the Income Supplement Programi.

There are two sides to this proposal's costs. First, therc are
the net costs for the 18P paymants as such. This cost is estimated
to be $3.8 billion. HNost of these net expenditures would go either
to male headed intact families in which ‘one OX both parents WOrK OF
to single parcn families in low AFDC bepefit states. The second
cost 1s the amount of ta you elect to provide in conjunc-
tion with the proposal. A cert in mirimum level, estimated to be
on the order of §5 i1lion and restricted to lower income taxpayers,
is necessary in order to provide +he necessary integration of the
Income Tax and the Incone Supplement Program.

X0
[a
0]
}_J
P
(]
D Hh

These costs should be viewed in proper perspective. First, they

would not occur until calendar years 1978 or 1979 when ouxr fiscal

resources are pr icted to be in a position to cover them., Second,

the net costs cn the benefl icde assume that there would be no major
=

ad
e
+
C

ot
4]

alterations or addi .yal participation in the existing
welfare system in the abscnce of this proposal. While prudent for
a2t S coms Lo me certain that Congress will enact
present system over the next two to
.

n
-

i
estimating purcose
costly program cianges in
three vears, uninos we seiz £he initiative now. Finally, the tax
Jlowerx and middle income persons inherent
ust. The current rate of inflation is

yolicf (or revonus loss)
in this prcooosal secms ©f
substantially increasing

tax bite because of the progressive
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nature of the tax schedule. The tax relief component should there-
feore be.viewed as returning to the citizenxy that which the intexr-
action of inflation and the tax system is now taking from them.

as part of LH staff work Le zading to the submission of this proposal,
a major cffort to explicate the administrative implications was
undertaken by an 1RS led Task Force That study concluded that the
program I &am proposi ing could he aumlnls;ercd with high ctandards of
efficiency at reason 2ble costs by an appr ropriate ?““eral agency. I
Lelieve that the new Incohe Supplement Progranm shoul bm:aanlnl stered
by the IRS along with its zéninistration oI the income tax if we are
to be successful in changing both the nature and public: perceﬂtlon of
the Federal role in ince ssistance. 1n the alternative, adminis-—
tration by a new special purpose agency in Treasury would achieve
many of the same ends. ) '

What the proposal for cooréination of the welfare and tax systems
recognizes and puilds on is that both have the same mecnanical function
a cash transfer between the individual ¢ the government - and the
game rationale for computing the awount o the transfer - ability to
pay or, negatively phrased, inability to pay or need.

8]

o
Hgorh 2 ©

The strengths of the Income Supplement Pro
with the present confusing a
of the present tax system an
the two progranms:

ram contrast sharply
brograms. They are characteristics
+ freom the proposed coordination of

&
ray

X

o
A
a

o Cor“re"Oﬂswvzness. It allows us to

s EUE Ll -

means~tested transfer system by coll
overlapping programs into one.

s

ks

. Obj“cth1uV. I+ avoids undue interference in the lives of those

it secks to help and provides penefits in cash, not in~kind.

. Efficiencv. It increases considerably the anti-pove lty effec-
tiveness of the Federal participation in tne transfer:system ==
86 percent of its benafits will go to those telow the poverty

line, and it is estimated that ISP administrative costs will be
only 4.5 percent of gross transfers. (The comparable, adninis-
trative cost figures for existing programs are 10 percent or
higher.

izens according
lenger will one
ates or a pre-
extra earncd

LO
famlly iave CXCu
cipitous terminGQLHY

income, while another
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of certain rules can retain its former level of benefits despite
substantial increase in incomz. ISP would have a uniform work
incentive so that ecach dollar of earned income will alwayq leave
a recipient unit boetter off.

In addition to these objectives, the Income Supplement Program is
equally important and needed for what it would make poss sible in broad
arcas of related domestic pollcy-

"Begin to distinguis

Provide an alternative to further distortions in our social
insurance programs and allow us to move them, especially Social
Security, back towards their origiral objectives;

Complement rational reform in related areas such as national
health insurance (including the replacement of Medicaid), social
services funding, and housing programs for the poor;

Provide the Federzl government with a mechanism to adjust for
the adverse effects of inflaticn®on the low-income population,
lessening the need for the proliferation of special programs

to address special price increases;

S

Provide an automatic buffexr
from the loss ci a job or a
lower income workKers not cove
allowing greater latitude in z'

nst income losses resulting
case in hours worked for those
by Unemployment Insurance,
cal policy; and

’D [oTam]
(353
9]

sh more clearly the vesp;ctlve rcles of the
Federal and State governments in domestic affairs. The Federal
level of government ~- becauso of the eguity it cen insurée and
the efficiency it cen intrcduce -~ is the appropriate means
through which to eddress the basic national concerns with income
security. State and local government, with or without Federal
firnancial assistance, are much betiter situated to deal with
individual and diverse service and emergency needs and programs.

Alternatives and Public Rezction

Refore arriving at my decision to propose a welfare replacement
strategy alorng the lines outlined abcve, I spent over a year's time
examining all the alternatives. Though I found them all seriously
wanting, you should be aware that an incremental reform strategy has

its
we would atte
nequity by adding new

strong rroponents and seeming attractions. (Under this approacn

wt to redress the present preoblems of inadeguacy arnd
in-kind programs and welfare cemponents to

it

LS
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SUBJECY: Attached Moterials on Weliare Reform

At vour roguest we have prepared a memorandun on wh
wight be accomplished in the context of the existin
wvelfare sysicm as opposed to the replacemont of the
majonr welfare programs by the iuppl

That mewmorandun immediately £

also sending you a Welfare Re

parced in Jate 1973, wvhich exa

jects in more detail and provi

this menorand An outline

I
.uu

is at "‘ab A to the Jtemoerandua,
Lhecause the subject is in“ercnt]y detailed end compl
the Memoraudun .may run o more pages than ye
will allow vou to read. ThHus, we have tried to ca{
the central points in the 03 um in an Introduc
apd Summary scection. I urge vou also o read the
- 7

Cenclusion section for some of tht broader perspec
that I believe y“u might find useful as you consider
to do about the welfare programs s such.

Secretary

TAB B-2
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' : B
TEHY SECRUTADRY CF HUALTH, FDUCATION, ATD WELIARL
WASHINGTON, . C.o 20201

Dccember &4, 1974

FEMORARDUM I'OR TIE PIESIDENT

SUBJECT: An Alternative Approach to Welfare Replaccment

AT
:'\1.',\D

JNTRODUCT LN

-

L1t the Fovember 13 briefing on the Income Sapplement Program (ISPT)
o
w2

N
.~
you requcsted an aualy"i of vhat we might accomplish within the
context of the present welfere programs 3£ the I8P were not proposed

to the Congress.

Incremental change to the existing system has a history. Twice--in
1962 and 1967--we made substantial revisions in the Ald to Families
with Pependent Children (ATDC) program; in 1969 Food Stamps was trans-

formed from 2 small demonstretion i)TOJGC,L into a nationwide pre
o

and in 1972 the Congress "federalized! tance to the

S aged,

bl.u‘ld and disebled in the fouma of the ntal Sccurity Income

S$ST) program. In addition te these measures in income assistance,
. new programs were dirvected at the poverty population in the fields of
education and child development, anﬁ”r\" training, public employment,

urban develcpment and housing, community action, legul services and
so on.

Results from this decade of "tireless tinkering' are best dGC*Zibcd
as mixed. Povarty surcly declined, but more by reason cf econcmic
expansion, broad demographic changes and growth in the income a\si
tance procrams than by reason of the explicitly !
endeavors as such., It was the growth in the income assistance proprams
(especially ATDC) that disquicted many, for it did not come Irem any
conscious natiocnal poliey. Rather that growth was and is even now a
haphazsrd compounding of uncoovdinated, scparate decisions made at the
Federal, state and local levels by the courts, several different Federal
agenc1em, the Conﬁr‘;s, and s*ate executives and 1egjslatures. No one
can say vith any ccrtainty where the "system' is going and what it is
doing to the recipient pu,uidtjcn, nor can we see any broad accemplish-
ments frem these many programs. We just po on expanding cach picce.

€2
pey

nii-poverty!

The Yamily Assistance Program (wjih its compunion SSI program) was the

first rceal attempt to formulate a conscious national policy on income



support to the poor. TIn the aftermath of that proposal's failure in
1972, we cngaped in an extensive interagency enalysis of what the
privcipal program options aire for a national income suppert policy.
This cventuzlly led to a vholly new plan, to the Welfare Replacement
Preposal, presented to you on Novas 13. One of the products of
dntoracency analysis was a lengthy Vielloure Reform Options Faper,
completed in the autuim of 1973, which covered much of the tervitory
you requested us to study. A copy of that Options Paper is attachoed,
a brief description of its contents is at Tab A of this memorandum.

7 think it is preper fo san 2t there is no one alternative to the
approach bhodied in the Iy Supplenent Progran.  Rather, should
we decide o stay with the cuisting programs, ve face a wide range of
poseibilities, which hexe to be measured in accordance with several,
often competing objectives:

o Adecaguacy Although hard to deiine, adequa cy is none-
theless a desivable charactericstic of a
system in which Both those who work and
. - those who connet werk have access to some
level of inceme which is adequate for
subsistence.

o Equity People in similar circumstences should be
treated similarly. Those who carn mere
al

should e¢nd vy having more to income for
their owm use; and those who haqe greater
‘necds (¢.g., more childn en) should receive

relatively mere

)

o Work Those who cen xork sheould find it financially
ln entives rewarding to do so and should be requived, if
PR,

they hove no cereteler respensibilities, to

be working or actively cking work as a

condition of recceiving assistance.  In addition,
cipicents should net receive so much.income

assistance without vorking that they lose all

incentive to get work or go on working.

U)‘—'

o Objectivity Discretionary autherity in the hands of pro-
gram administrators should be kept to the
necessary minimm,

] The syst*v.vbnuld be as simple and straightfor-
ELLJCx{nCS ward as possible; administrative cests, the
T burden on pavticiponts, and fraud and errox
should be minimized; systom objectives should
be fulfilicd at miaimum cost,




o Cohorency The system as a whole should be coheorent,
and Control and consistent, and be understandable in

its cperation ..d ¢ffect, have the intended
effect, and be subject O policy and fiscal
control,

For the purposes of this qemnrandun we have entracted and updated
selected 1:tcrLa] frem the 1973 Options Paper end arranged its
presentation wnde )oﬂcxhqt i fferent headings. We have tried to
pive you d sense of hiow the verious posei L]1L**s weigh in terms of
the o‘;j”c‘;’s_‘-"(.::s desceribed above, SRRY jmpacts on cost
and casclond would be, and how e cerpect fch gption to be reccived

by Congress and the states. Wi ce you to read this

material to gain an understanding 1ical, administrative

political and policy complexitics involved, the £0L10 ing will @ch
1

&
you a quick overvicu of what follows except for the concluding sce-

tion.

o Chonges in Luisting Prenroms. Tn this section we outline
those measurcs which n snan o rlthRGIJA\ cach
of the three major well -- AFDC, TFood Stamp:
ST -~ short of major »s in Chom, In che
case of AYDRC, this wou siderable national
standardization. (An a LCLnative approadn for AFDC is als

: discussed.)

.

1f we asswnc favorablc Cong ressional axd State reaction,
eractment of the changes disclissed uner this heading would
enhance the equity, acdministrative efficiency, objec Lwatv
and the predictebility of the current programs. Two measures
would incrcase costs and caseload in tie interests of work
incentives and equity, but most measwins would eliminate those
program defects that love led to caselbad grewth among
relatively high income rec ipients, leating most probably to
net savings. Firm Ifigures are ‘ypo';glc to gzive because of
State variaticons in ArDC payment ievels and practices.
gimilarly, the net effcct on worls incmtives is mixed but the
balance is probably favorable. VgryrmbecantJal inequitics
between the states and our treatment: «f singlce parent versus
intact familics would romain. Assistace in many arcas vould
still be very inadeguate and little awrall improvement
in the fiscol and policy control of #ile overall welfarc system
will result.
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Major I ne and Addition
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trancform the Lbild pronram or would
such as an Larnings Supplo
existing three.

[

nt oY a

The modifications 1
wide mandate of f;hc an,mo;» 'd Fathe

a national standardizaticn oi the pr
step in tyans forming AFDC
Food St
and heve the option of sett:
These steps would reduce pred
a national criterien of auvgnﬂﬁy in
relotively minor dwpact o0 coOu and
inﬂfficrelclc, and ) s

catecgoricel na

worse, by thcsc

aps model., States vould

An Tainir

often suﬁﬂcﬁted
coverage of low
and the fether
comprehiensive Housin
and 581 reccipients.
for mew pPrograms woul
equity of the overall

<)

con T
with respect to the Yworking poor. "
proposals also dem TE

minister them or

1 )
because of compounded bene sfit réducts
ny judgment that thoy WCUJJ lead to

becouse of a probable unwil 11

and 8ST grant leve >ls duo ito the int

Allowance, and would exa
made it difficult to suDJcch
and fiscal control.

Intesyat ion, In this final

Progra
sets . @
excessive amount of overlap and dupl
programs.

nmeasures

-

into a ful

cascload. The

that could be under

These moasures Vol 1d beocoe even more

Nere are outlined those
C

Grher fundamentally
add major now programs,
ousing Allovonce,” to the

. ATDC - - @ naticnal minimum and a nation-
R (UF) option -- presuppose
an

, and would go the last
waticnal program on the
nister the pro”J

than the

in LLUL**ou, impose
and be achicvable wittl
administrative
are inh:rcni; in the
untouched, erguably sade

L)

. Allowance are the moest
igxbalance in our low
both parents are present

coployed ati low wages. A
dditionally cover ATDC

e and other proposals
guacy and jﬂt? state
cially

liowever, such
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feation in the existing

necessary



L

should new programs, such as a Housing Allowance, be added.

31
A1l would improve adminictrative cific iency, cquity and
possibly work incentives. Nowaver, the most ambiticus and

potentialliy t seful undertaking -- iull scole administrative
integration -- would equal the Income Supplement Program
(187) in controversy and far surpass it in complexity.

The political perception should not be undercstimated. What would
be importent, but not highly visible features of the ISP initiative
frequent reporting and on annual accountable perio 0d)
ilkely to invele uch controversy, would become ma :jor
1o
be strongly opposcd.

lement theom in existing programs, and would

FPinally, we should keep in mind that Mrs. Griffiths' long-a waited
elfare reform propeosal is being privately circulated on the 11411 and
w111 acon be made public. We will, of course, have to react,and to
the extent that we reject a major cffort such as the ISP, we will havc
to show why we opposce i ‘hensive proposal from the perspective
of @ more limited Ytinkering' strategy



CHANGES TH BYTSTING PROCRAMS

There arce a number of changes that could be made in the existing
AYDC, Tood Stmaps ond $81 programs that vould both improve theilr

operations « sake nore predictable their results. L
‘would not, 1
l

sese changes
{hemscelves, materially advance cither adeguacy oY
equity in the overall income assistance system, noy would they make
a comprehensive, lomical system out of the threce separate programeé.
¥or the formur of these goals te be significantly address
structural revisions on the order of those 1(v'uw~d in the next
section would be neoded. 0L course, Jeine sone of the
preram design changes di scussed in b ion, we could seek at
the same time to integrate the cperati -
211 effects of the programs. This pos
s laoter section of this memorandum.
mental reform can result in a fully integ ted systcm.

sad, major

RLVJ"

¢ Droprams, Tspecially ATYDC,

Tnherent in the design of the Ipcome Supplement Progran (18P) arc a

nuabar of featurcs vhich if inposed on the existing programs vould
raticnalize their operations, make their cffcets more understandeble,
and more fully subjoct thon to conscicus policy choiczs at the national

and state levels. In oxder of proboable impact in terms of costs, case-
load and there political controversy, they are:

- QtanJ rdize Tiiod : i. ation Rules
Such measures inciude institutin { a

by family size and a sta ndard work-related expenses deduction.
These ond similar changes cceuld be enacted in AIDC and Feod
Stamps; many are already in cffcct in SSI.

tua Lovary only

-~ Jmprove Work Incentives irn no.  In order to be initially
eligible, a fomily's inccome must be well below that level at
vhich an already part-;, : :,; fav* y’s grant is phascd down

to zero. This create for a working mother to
reduce her carnings become clio3olb, This dis-
incentive could be eliminated by cstablishing both initial
and continuing cligibility on the same income criteri lon. In
the ARDC-UF (Unemployed Fathers) program, work effort Dbeyond
100 hours a month results in a total loss of benefits. This
problem could be alloviated by, for example, moving to an

incone test for partial unemployment similar to that uscd in

Uncmployment Insurance.

v

ative or Procedoxal Chons 4. We should amend all
eport frequently reloevant

to r(:quir(_z Yoo i

i

ahioula base benefit calculations en a yetro-

juformation and ve
spective time period. - FURETRE



- [hcﬂnn bl : Our public assistance proprams do not

pow mongure a potential recipient's income on an annual basis.
This allews pavients Lo some yecipicnts during months when
their jncome in temporarily low even though their total yearly
jncome would make them ipeligible

Jn eddition to these changes largely common LO 21l three programs,
we poed to limit the administration by our Spcial Sccurity Adminis-
tration of State SUppleCDEO to &8I. The provision for Federal ad-
ministration of State supplements is corroei in concept, but unfor-
iy the Congroess chose pot only to Uorandfather' in all recip-
ARy : 4id to the aged, blind and disabled
deval administy

g rL'Oﬂ of that highly
hias imposed an intoleveble and costly adminis-

mised coscload,. This

trative burden.

Fven though those measures appéar techni their intreduction would
have significant impact. Famlli s similarly situzted in terms of
incoxe and size, both within a given state and, among -he seveyral
stetes, would boe treated wmore ocua11v, and -administration of A¥FDC

1

and soms would become more objective and efficient. In fact
many States are, under the pressure of our Federal Quality Control
pros wiich wes started in 1973, beginning to adopt changes of
this sert in ceder to reduce their oxver rates. However, because

the categorical nature

faumilics with an absent

3¢ would remain (in many states only
oy arc cligible), thesc various changes
wou'l nrcessarily leave in effect all the present inequliics in our
treatmont of single-) . ard intact families, In-addition, these
chan"os ds nothing e¢bout the adequacy of AFDC levels in low-payment
jurisdictions. In tne “bsence of basic benefit levels being raiscd

(or scme sort of grand athering provision being instituted) some of
these changes would lead to subst entjal reductions in aid to familics

who now benefit from itemizable incone disregards and infrequent re-
he overall effect on work incentives would
hances we have wmentioned would elimipate
rde for work related cxpenses, but
ipcentive structure more rational,

-

porting of thein st
be mixcd, for the v
the c|ativcly cene
would wale the overall

The pelitics involved with these minor changes or Ytinkering” w uld
o controversial. TFor cxemple, we would move AYI I

grant-in-aid progran with substanfial discretion at’ the
local lcvels te the very edge of becoming & national prog
tercd by the states, on the modcl of the Food Stamps program. Even
thourh these weasures would tighten control, -cduce crror and actual
frao broad sense enhance cobjectivity and cfficiency in
program cporadtlions, sLate and local officials would no deubt sensc

- tl\i(, 13

ram adminis-

o}
%]
jog
(L

ing violated, However, the states would retain
si n;j,]_c most dwportant variable in AIDC, the paynent




in ; : ‘ 11 as those discussed
loter, many current regipients would be nade worsc off, wmany of the
moacures arce cexrtain to proveke Conyreseional opposition. Intexcest
ELOUPS, Os;wcc_‘j_a]_]_y the day-caxe lobby, w tiach s;y‘:xbol}'c impertrance
to certoin items of foamily ipcomn or eupenditures DOW disrcparded

N

1
- e 1 1o~ 1 N o~
by prescnt },uw , Wwould stroeng

aﬂdwbiun sincoe absent

)
8
o

vy oopposc The standardization changes.

Frecguaent yeporting and retrospective char
reform by dtscli, would desand d:lt p) o

a good  minox

jlities beyond
1 - either ithe
1’“[‘(_ costs

f

currently in place, an
Conpress ox the states would
worth the substancial long tows

S
a

-
o
<
el
A s
P

There 3s also a body of intere nzressional opinion that

Co
to the contrary, that the

€
argues, despite fairly conclus
welfare poor cannot cope wi ith the of frecuent repoxting. Un-

by
tunately, the introd vetion of an anaual accountsble perioed, which
would have a \rery simable fovorable impact on internal program equity
ioa

and cost and caseload co ontrol, presun poscs: suca adim inistrative changes.

fn regarxd to oux su@qo ion carlicr that we propose tightening the
conditions uander whig he Federal governnent, throush the Social
Cecurity Uministration, administers stete snts to $87, I have

Fa
to worn that Cong

s U
t

cress has not been favoranle to that issuc 1D tne
past, given tha ¢ aged ar invoelved e should, howevern,
£

fher we also go forwend with

V t R
pursue 1' 5 propossl regd jess of wi
the Incoms Supplene

In sumnary, if we assumé favorable Congressional and state yeaclion, -
cenactnent of the changes discu seed here uould enhance the (:qumv ad-
jiciencey, objoctivity
Whis

.-
cdicta-

ministrative ef
bitivy of ©he current pProgkoss

4

cascload and costs, most
that have led to cascload growtn
cipients. Duc to state by state

to givae 2 fjrm figure on the net :
proposal indicates that merce would be saved by the tightening
measures than would be spent by tha two wehsures that \-1c~ul(‘f (;:»:p::nd

the risk that Congpress

eligibility. (Ve would, of couxt
‘would accept the cost and eligil
jeceting the tightening proposals
the states and cur treat ant of single parent versus

would yemain, and dst.;.)tbx co in many arcss would stil

o

ac

ility exnanilng fecaturces whii,c re-
1
i3

setwoen
ntact I—l». \_L} ics
bc very in-

adcquate.



Finally,
the states
different

poor
contexts
beconcs

income population, mehtio
their n discretion in the ADC
in state as well as Tederal wone
generally oppose moves

and the
sels
thoeir
fox .
Yoppressive”

burcaucracy.

of comuittees, ¢d

neees a

15
suri

and é What
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Ao

PRl

ned

oW

any
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T am quite shepticnl about faverable

nds

\7
tcward

rcaction by Congress,

We would be dealing with scveral

ch wed teo its own vision of the
ceepted as commonplace in other
ne incoemt on an annual basis --

of wany vhen applicd to low-
before, tha states are used to
progran and, despite the savings

would ;occasion,

in that program.

Lxl(!.t i

e
national

There are & varicty of measurcs which seme states, to the extent per
mitted by current law, have employed to contain ca seloads in ALDC.
Typically, these proposals weinlorce i of ATDC
based on the notion, implicit in the 7 6. that it is
a program for single parent faemilics witn an unc mpl

head. 1t has been argued that Federel 1 should be

only to permit but mandate such changes. Lxemples of this alter-
native approach arc:
-~ esteblish a eross income. cligib ilit; limitaetion as
a percent of the State's welferc nceds standard;
-- ryedelermine cligibility without tion
for reeipienis who have rcceived for
four consecutive months; and - . . )
- catcgorical exclusion of strikers from AYDC and A¥DC- UJ.
3
Theee and similar measures would, if enacted, hold down
coseload in the short run. But T would not propose i

part of a package for long ter
opposed to such other policy obje
improving equity and introducing i
program adninistration.

i
y
o6

"
Lita.

incremental reform, for

ctives p“UVlulD” work 1wc0ntives,
aore efiiciency and OJJCLLWV: in

Further they avoid the central design predblems of the present programs
that could be remedicd by changes discussed carlier. For example,
seme states are not very efxlcaan in focusing income support on

the most needy because they permit itemizing of work related ex-
penscs, and becauvse assistance is not reduced by reason of other
income between the state's actual payment level and its standard of
peed, Trying to contain the consequences of theee delccts by weans

of yet wmc Lo (omplicatcd rules that epcour codaoncy attitude

on the vt oof AVDC rtcipionts wmoves in b ¢ .j}C\lJu“. Yarnings
from work and income assista should not be regavded as Luully

exelusive,

&



10

HAIOR

2ITIONS

The measures discussed in the preceding scction would improve some-

vhat the "dministrzt'vc cfficiency, intoernal cquity and objectivity
of the three major welfare programs, recult in somewhat better con-
trol of costs and 1'wnt cascloads. 1 uld not, however, proumote

A

“other goals, T inter;:a“’ inequities in the level
of AVDC benefits would re -xcinj as : categorical naturce of
that propram with its exclusion froa cash assistance and comparable
benefits of the so-called working peor. ITn addition, many would
continue to view the system as providing inadeguate beneflite.

0r exEmpl the

Changes in the cnisting sck of progy or major additions that
would help lessen these deficiencics are discussed in this scction.
They are: (1) & natlonal w%r’ﬁu bencfit for AIDC: (2) a mandating
of the AFLC-Uncmployed Fether program ion to all states; (3) an
Earnings 3upplement or \DV“ bonust and/or (&) a housing

et

allowance,

“at:s, ATDC payments
mpltion nccdu. Each
3581stance to states
wng o allocate to
states wil h low per capit
wla whlph provides & pro-
is to low-income states,

f‘C(L&S to

state -sclts its owp paymeni ctendards
U

is bosced on amounts the states are able and wil

the AIDC preogrom. The limited ability
incomzs ig recognized in the matcehi
porticnately greatcr share oi Fedex
but this has not provided ipcentive

& pumber of low-income states
to increase thelr paymenits si co The meximum payment in 15
states is less than cne-half povarty iG\Ql. As a result,
Federal resources help to support families above twice the poverty
level in some states while in other stateg many f AillCS receive only
the most minimal assistanco.
A naticral minimwa bepefiit in 1 encfit adeguac:
and, if primavily TFederally-finance Vo carget LC»oqu
suppork > most in nced. ICLULilg of Federal-

ald

state re] r, be reguired. Decisions would
have to be made on the minimum level of bencefits to be mandated,
changes in Federal-state shuring of costs, and possible changes in
Tederal-state division of administrative authority. The incrensed
cost (above present expenditurces) of an AIDC mininmum, sct roughly at
p}'O*)O'f‘J I1CP levels, is estimated at 8700 million, wost of which weuld
probably have to be financed by the Federal govermment

A national minimua benefit in ATDC wonld have a nusber of bencficial
aspocts. It would reduce significontly interstate variations it
payment levels and dncrecse the target cfficieocy of Te deral zunds
in sccuring mere cdequate incombs for the peorest AFDC families,

On the ether hand, such & change would result in no substantial re-
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structuring of the welfore system. The probloms stemming f{rom the
multiplicity of overlapping CJLC”O))C&\ cagh and in-kind programs
would yporsict. Intacl familics would still be excluded; and becausc
beneist levels would be hicher, incentives for fawily instability
might actuvally increase in those states now below the national

min

We could not wove to a national minimum in AIDC without simultancously

enacting virtually all the standardization changes discussed in the
previovs secticn. The combipation of two actions would mean that

: -ional program, though state administered.
Food Stamy
in Tederal-state relations and would
iticisms about increased power at the
wnic the ISP proposal would generate,

Arel would be

This is now
be regavded ‘ ¢
likely inveke the seme ¢
Federval level that we ass

Some of the critical issucs involved in-such a move are the choice
of a nathed to finance the naotional minimum, and thercfore, the
clative reles of the Federal and state government incentives for

S)
efficient & ‘,nxmrration 2nd “hold hermless' provisions for both

states and

A
]
recipients.

The yeccssion of the early 19260's brought
nceds of intac

families when the father wasg unem-
time. In 19061, the Social Sccurity

.

[
ctenaed 1“r]od fel

to include uncumplovment of a parent (awmended again in
196/ to specify uncmployment of a father) as an eligibility condition
for roceint of ATDC. The use of. this cligl ibility cendition is optiona

with the states. Currontly, 24 states and the District 'of Columbia

adminicter AYDC-UT progrems. Most of the rema 1ining states have never
participated in this programn.

s
in order for a 1ily to recel ite, the father must
have been previocusly employod | minimum period of time,

must not be receiving UWC”Ul“”u«nL insurance bencfits, and rust have
been uncmployed for at least 30 days. Unemployment is defiped by
rogulation as cmployment of less than 100 hours in a wonth,

One of our minor preposals could be a2 3@;111Lmont that all states

include the familics of uncmployed hers in the ATDC program. This

would help alleviate the preoblems ctended un0u>10ym<1L of some

additional male heads of families hildren. lowever, since the
C

carcgorical requirasents of the progrom aré $oO NArrov and most of the
1 [&]
layger states have already adopted it, such a change will have winimal

ante it wonld result in an additional 50,000 famili“

impact., e
receiving assistance at a coest LO the Fuucru; povermment of $90 130
(depending wpon virether it is donc in conjunction with a AFDL nJLLODdl

mininem or not).

5 program. This would properly

21



,tiaL added 50 cents to each WoNKOY

~Ho U°JD‘ _Allonanc

‘would then be reduced by 25 cents pon do
Y
£

response to the incqgu

Ty juity of excluding
WG L : assistance would be to develep a
progran that covers specifically a portion of that population.

Added inpecus Lo this idea

recopnition of the burden of the payroll tax on the low-income
popiiuztion, This was the crigin of the "work bonus," suppoxrted by
Sepates Lonn. This preogram vas passcd by the fenate jn 1Q72 and
dicd long with the 1-7"11y Assistance Plan, 4n Conferen A
similar progran hos ain pasged the Sepate and has bccn pcnding in

P
s also been given by the growving

confercnce fon almosL a \CLL.“ 1t would add a benefit of .10 cents to

Jlar carncd by those family heade with incomés heleow $4G00
i

srepyam would be $405,

e e P [T 1 s
por vean,  Thus, the waxin

250 pexr year. . As income
be yeduced by 25 cents on the dollax
until eligibility i 0. A presumad advanta

of such a program is that over & range ‘nings balow $4000) Lh1n‘n"v
would increase by more than the full amount of 2py wage increase.

1 average beneifit

!
. c et yos L0
rose ebove $40G00,

r\t—
\

S
3

trans fer about
some Lh.v: million

i timated that in 1976 such a
500 willion to wore than 10 million
femilics all of when ave curyently covexcd py € Food Stamp program
and many by AIDC. Lbhout 65
fa.iliﬂs belew the powcrtv

a8 tyansfer levels have

=

fers would go to

ement plans that have

later yeduccd bepefits by
gare 10 million persons &i

N
~ A =T,
MG . ANOTUK

and cquity of our weliare
certain goals of housing . t
Such a program would seek Co insuve that (som i
houscholds could ”1* srd sal d sanitary housing by "filling tl
between a minimael i 1oy Ui

could afford to pay. Hore sp
be the difference between the

and, say, 25 pcreent of family

~ice the cons
ﬂllawavcc would
for dcceont. 1 ing

Tor an urban four person family €
p
U

'-anslate into a plan
offering a basic benefit of $180 ole

s teday's dollars which
lar of other income. This

R
1
relatively low bencfit raduction rate (25 porcent) -- a conscquence

al bill thet wmakes many

[N

& It is part of a very large contyovers
AYDC and othor changes.



of the doe

ye to insurce thot familics do not spend more than a
guarter of tl -

1eir income oo bousing -- implics that benefit cligi-
bility vould coease at an ennual income of 57200

Proesent ans within

vould i:

critment of Housins Urban Development
cilovance (L pro

Towment o hous

a ymluvi-year period, s would be enother program rather
thap an unrestricted ; sent., Initially cligibility would be
rectricted to the populﬁtion and later extended to

the low-inconc mor}f‘i timately eligibs 1;1yfrau1€ be
extended to the entirve lou-income population including AFDC cipien

Viile & houning alltvu; cestricted to, fox c"uun}e, the
aged populaibion, this wou.d cvere questions of equity.

ricdl housing allowance would
rly 12 millicn
-ion to AFDC,

BUH estinates
cost about ; peTSons Lo ne
houscholds cligible This of coursc would be
$81 end Food Stamps.

33

the entire low-incone
¢P, with net benerit cost

Thue the coverage of a

population wouid be ¢
well over twice as greil.

1o 1 %
nined o

hensive
roughly
heweve:, these would be in addilion
0t ATDC and SS

Tn fact the com

progyrams -- a housing 2llc
the same 2g the proposcd
to, rathex than in Lico
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Consequerces of Proowar

The consegquences of the various proposals discussed undexr this hea d i
would involve wajor s in the existing support system.

The modifications in ATDC, & national minimus 2 national mandate
of the UF (Unciy ras ¢), would take us that last step toward

transforming AYC ir oo fully :tional program with states ad-

ministering it ) -, but not lower, limits on benre-

fit levels. O e hand hose steps to reduce prescnt inter-
state incquities and i ¢l riterion of adequacy in AFDC
could be achicved wi rminoy impact in costs and caseload

lowaever, no amnount of in ATDO will radress the imbalance in

our prescent troarnint go-callad Yworlking poo: ,‘1 familics

where bothn paroents ayoe prosanl 4 ol athoer (and often the wmother
arc morse housh at low wages. Tt

ation that the Baerpings

gxcates

to that porti
1C would provide the

ts

ng

r



14

net benefits although the lotter would be comprehensive in its
coverace and, therefore, would also assist substantially present
cash «.‘&)Juldl)(,l‘ recipients.  Unquestionobly these and most other

- - 1

proponﬂLs for new programs would improve adequacy and equity in

fhe overcll incowe support sysiam, but we would 1 four, end up

only «poravating soug of the worse featurcs of tho present s ~olbem,
(The . : 3 political difi of inteorating several
different means-tested programs are discussed in the next scction.)
Tor

0 voch nGy wellare propuam ¢ 1 demand the crcation of
a now adminictrative
unit in NS to run tho
a new cowponent in the Soc!
oy 11D or X TS
the state ¢
a Housing Allowance.

inister it: a nov
ie)

suwplcm;nt: and cither

istration
ynnel DadxtLonL there and in
burecucracies to administer

al Sccur 5,1‘/ Al

o Absent some very unl: char
ossistance programs wWe would bo at;iﬁg LhCSC ncw.plo"'(ns
gtrupn -- on top of AFDC ard
~d rn Lo reduce
s. But

e much as we now do Food
$8T. We could theorctica

[ oy gy gt N . < A Yy A R
AFDC and £2T to wesicula, SULOTGLUS

¢ cash pfO“ISF
1 am skeptical the

for exampic, reduce
housing nceas wvere

more then
program was iptroducoed his 1oy g S onew programs
vwithout redu £
not only lecad o very sjg;ificanf net costs, but also
would Lunthon ag 1

and lack of cohe
the present wclfare systu@@

in or eliminasticon of existing oncs would
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My own political asscssment is that any gap {illing strategy, cspe-
cially one that includes an expansion of in-tind programs, merely

leads to wmove uncontrolled and rapid growth in overall transiers.

2 up in the situation that now ciists in some

Lurcvpcan counbrics where pmoderate incomé seponle pay substantial
IS I} b3 IS

“orm of government sub-

ecive some of it back in the
sidics that contyol their cons sumption.



Relow are outlined

RATTCH:  FROBLENS AND _FROSPECTS

and Joint EFconomic Conmi e studies emphasize that
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’ THE SECRETARY OF HEALTH, EDUCATION,. AND WELFARE
s WASHINGTCON, L. C. 20201

MEMORANDUM FOR THE PRESIDENT

SUBJECT: An Alternative Course to Welfare Replacement

At the conclusion of my briefing for you on the Welfare Replacement
Proposal on November 13, you requested that I provide you with informa-
tion on what you might consider as an alternative should you decide not
to go ahead with the Income Supplement Program. On December 4 I trans-
mitted to you a memorandum which described and evaluated a number of
different steps which might be included in any such alternative. This
material was the subject of a very lively meeting last week of your
senior staff and domestic Cabinet officials.

- Subsequent to that meeting, I have selected from the broader set of
possible steps described in my earlier memo those which I believe would
merit serious consideration. Information on these is contained at Tabs
B and C, including a more detailed assessment of the possible cost and
other impacts of such steps. Those attachments are, therefore, supple-
ments to the December 4 memo.

" Using the criteria of logical consiétency and probable political re-
actions, I have selected a package consisting of the following:

° AFDC restructuring, including:

-- a national minimum and mandating the Unemployed Fathers (UF)
option nationwide

——- grant consolidation and standardizing deductions

~- eligibility to the breakeven and mitigating the unemployment
notch in the AFDC-UF option

-- more frequent income reporting, retrospectlve computation
and a longer accountable perioed

conforming changes in Food Stamps, where relevant -

tightening conditions for Federal admlnlstration of State supple-
ments to SSI

various program integratidn measures, including cashing-out Food
Stamps for -AFDC and SSI recipients, standardizing program defini-
tions across as many means~tested programs as possible, and
instituting a dependent's allowance in SSI.




Of course, you could submit some of the above proposals and not others.
Or vou may wish to submit different ones .that I do not recommend.

Tab A provides the decision portion of this memorandum. My recommenda-
tion is that you approve the Incoz=e Supplement Program.

‘We estimate that all the above measures would increase costs by about
$2 billion annually and caseloads by three or more million persons.
While many of the above recommendations tightén program eligibility and
administrative oversight, those effects are initially more than offset
by the ones that increase costs and caseload for reasons of improved
equity, adequacy and work incentives.
As you know, we have not been successful with such "balanced" packages

in the past. Congress either passes a couple of the tightening measures
without coming to grips with underlying problems, or it adopts all the
measures that broaden eligibility and ignores the measures that would
better focus our resources on those in greatest need. If that were done
with this package, total costs would of course be increased. The com-
position of the next Congress leads me to fedr the latter course this -
time around--in which case the costs of this alternative course to welfare
replacement is likely to cost more than the ISP in the very near term.

I have also provided information on an Earnings Supplement and a Housing
Allowance, as possible additions to the welfare system. Just this week-~
- end Senator Long convened the Senate Finance Committee to attach once
again his "work bonus" version of an earnings supplement to other legis-
lation. However, I retain my belief that we should not sponsor any
measure that adds new programs to the existing welfare system, although
I do not believe we can successfully stave off the work bonus in the
absence of an alternative comprehensive approach.

Finally, as you know, Congresswoman Griffiths has submitted a full scale
welfare replacement plan, parts of which we oppose, but it may be diffi-
cult to prevent passage of that comprehensive plan or to secure passage
of parts of a noncomprehensive program if we do not have our own full
scale replacement plan.

It is my strong conviction that time is not on our side. If we do
nothing, costs, inequities, and the weaknesses of the present non-system
will increase as individual groups secure enactment of haphazard addi-
tions to each of the many programs.

My continued consideration of the alternatives has reinforced by con-

- viction of the importance of moving ahead with the approach embodied in
the Welfare Replacement Proposal. I do not believe that any set of
measures that operates on the margin of the. existing structure of welfare



programs offers a suitable alternative to a comprehensive approach.
The alternatives do not correct the deep-rooted deficiencies in the
welfare system. They lay no foundation for badly needed steps to
control and restructure the other income transfer programs along
sounder lines. 1In sum, unless we have a comprehensive initiative
that focuses congressional deliberation and action on the entire
income security system, we are in danger of having to deal from a
‘position of extreme weakness in domestic social and economic policy.

- Nevertheless, we welcome this opportunity to submit these alterna-
tives to you and, needless to say, we will v1gorously carry out any
decision you make.

Secretary

\

Attachments
Tabs, A, B and C



COMPANION PIECE TO DECEMBER 4 MEMORANDUM ON WELFARE REFORM

INTRODUCTION

My December 4 memorandum presented a wide range of incremental changes

to the welfare system short of major replacement which you asked me to
explore more fully. Based on the December 6 discussion of that memorandum
with Cabinet representatives and your staff, I have selected a package

of those changes and provided more data about them in this document.

The criteria for selection have been: :

o Logical consistency, including combinations of certain
elements described in the December 4 memo.

o The political possibilities for enactment.

Detailed information on the structure and impact of various elements

of the package (some of which are not further considered here) is contained
in the tabs. (The cost estimates provided are for FY76 and use the
official budget projections as a base.) The included items are

suggestions only. Before proceeding with any of these I would want to
have considerably more analysis, development and impact estimating done.

I do not believe this package to be on an equal footing with the Income
Supplement Proposal (ISP). That is, it is not another way of addressing
the concerns that led me to recommend the ISP. Rather, it takes only
very partial steps toward some of the desirable goals -- and in some
instances moves away from others.

~ I.view this incremental strategy as simply a vehicle to make marginal

" improvements to the existing system. 1In fact I do not think it

correct to call it "incremental.'" That term implies short steps
eventually leading to a new solution. I do not believe the various
patchwork measures will give us a real system. It is impossible to
achieve more fully the goals we all subscribe to -- equity, efficiency,
objectivity, adequacy, work incentives and fiscal and policy control

-- with only an incremental strategy. Each alteration to the existing
welfare system, itself replete with inequities and inefficiencies, is
bound to exacerbate one problem, even as another may be helped.

Further, an incremental reform strategy for welfare does not  even

begin to address the larger and pressing issues in our overall income
security system. For example, without an ISP type program in place

we have no real means to cushion the disproportionate impact of inflation
and unemployment among the poor, which may force us to embrace more
expensive and undesirable policies in other areas instead. Nor, in

the absence of an ISP type program, can we both appropriately distin-
guish the function that should be served by our social insurance



programs (as opposed to means-tested programs) and insure that we can
maintain their integrity over time.

Nevertheless, we of course welcome the opportunity to present various
alternatives, repairs to existing programs and other changes for your
consideration,

" CHANGES IN AFDC, FOOD STAMPS AND SSI

We have considered here program design changes and major modifications in
the existing AFDC program. Obviously we could not prevail with Congress
if we recommended only changes that rationalized and generally tightened
AFDC standards. Desirable though these latter changes are from the
viewpoints of internal program equity and integrity, administrative
efficiency, and objectivity, they would, by themselves, attract no
support in this next Congress.

In addition, if we decide to move the AFDC program away from its present
state option standards based on individual need assessments towards
national and non-discretionary criteria, implementation of such changes
is more easily accomplished and their impacts more accurately estimated
if we at the same time are putting in place a national AFDC minimum.

I have not discussed here what, in my earlier memorandum, was desig-
nated as retargeting AFDC more tightly towards its original mission.
Congress would not accept such legislation, and there have been just
too many labor market, demographic and policy changes since the 1930's
for that to be a desirable or feasible option.

Aid to Families With Dependent Children

In the absence of the ISP I would suggest a legislative package that
would: : '

-~ JInpstitute a national AFDC minimum

-- Require grant consolidation

-- Sgtandardize work related expenses (Already proposed
in our FY 75 budget control recommendations.)

-~ Establish eligibility to the breakeven



-- Mitigate the unemployment '"notch' in the AFDC-UFV
program

-- Mandate the Unemployed Fathers (UF) option nationwide

-- Institute more frequent reporting, retrospective compu-
tation, and longer accountable time period. (Already
partly proposed in our FY 75 budget control
recommendations.)

These measures to reform AFDC are more fully described in tabs as

well as in my earlier memorandum. This memo discusses these AFDC
proposals as a total package, though you should be aware that Congress
might choose to adopt some and reject others. This danger is dis-
cussed more fully later. :

The introduction of the national AFDC minimum, the likely "averaging
up" process in grant consolidation, extending initial eligibility to
the breakeven (i.e., the level of income at which a family ceases to
be eligible for assistance because of other income), smoothing out
the unemployment test in the Unemployed Fathers (UF) option, and
“requiring that program to be included in each state's AFDC plan -- -
would collectively increase the level of benefits for present re-
cipients, add some new recipients, and increase net costs to the

- Federal government. '

On the other hand, abolishing the distinction between actual payment
levels and state standards of need, moving to a standard work related
expenses deduction, mandating the states to require more frequent re-
porting, basing benefit computations on past events, and introducing a
longer accountable period would serve to remove some AFDC families

from the caseload, reduce benefits to others who would nonetheless

remain on the caseload, and operate collectively to hold down total
costs. (Restructuring the reporting and computation systems in each
state would, however, require some heavy initial investments in computers
for each state, probably with sizable Federal matching of those costs.)

The total impact on the Federal budget of all these changes in AFDC,
if enacted together, is estimated to be an addition of $l.1 billion
annually. Caseloads could be expected to increase by 2.5 million
persons annually.

Because of the state-by-state variations in payment levels that now
exist, the effect of these measures on AFDC recipients is difficult

to estimate specifically. The prime beneficiaries would be present

and new recipients in low paying (usually Southern) states and those
newly covered by the Unemployed Father option; those most disadvantaged



would be present recipients in high benefit states who have a sub-
stantial amount of non-benefit income from other sources. For the
same reasons, the effects on work incentives would be mixed.
Extending eligibility to the breakeven and mitigating the UF notch
would encourage work effort (or, at least, cease to penalize it);
but removing the distinctions between the payment level and the
standard of need and imposing a standard work related expense
deduction could cause some limited work withdrawal.

The measures that would increase caseload would also cause additional
staffing needs in state and local welfare bureaucracies. However,

the measures that would simplify eligibility and benefit determi-
nation and the proposal to introduce data processing systems in all
the state welfare bureaucracies would increase the productivity of
caseworkers. We would thus hope to achieve savings in personnel

over time although it should be noted that past initiatives to improve
the system have not resulted in personnel savings, but increases.

Food Stamps

The Food Stamps program is already a national program based on
relatively non-discretionary criteria. Thus, most of the AFDC changes
discussed above are not relevant to the Food Stamps program. I would,
however, advocate that two of the .changes recommended for AFDC also

be applied to Food Stamps:

-- Standardizing work related expense deductions.

(Already proposed in the FY 75 budget control
recommendations,)

== Instituting more frequent reporting and retro-
spective computation with a longer accountable
period.
\

The effect of these measures in the Food Stamps program would be
similar to their effects in the AFDC program, but, because the Food
Stamp population has more earned income, the impact on recipients
in reduction of benefits would be much greater. The extra demands
in initial personnel staffing at the state and local levels would
also be greater,

I would also endorse the other expense deduction consolidations pro-
posed by the Department of Agriculture for the Food ‘Stamps-program
as part of its FY 75 budget control recommendations,



Supplemental Security Income

Although the provision for Federal administration of state supple-
ments was -correct in concept, the "grandfathering" by Congress of
all cases converted from the old state programs as well as excessive
payment variations has imposed an intolerable and costly adminis-
trative burden. I would propose to tighten considerably the con-
ditions under which the Federal government would administer state
supplements to SSI -- thus returning the Federal administration
option to its original legislative intent., Because some states
might be unwilling to accept those conditions, we might have to
propose to give those states additional funds under the hold harm-
less guarantee if they take back administration of their supplement
caseloads, thereby easing the political pressures against the change.
(Further information on this is in the tabs.) '

MAJOR _ADDITIONS

. \
In my December 4 memo, I discussed the possibility of an earnings
supplement and/or housing allowance as components of a welfare reform
strategy. I would not recommend that you sponsor either one. Although
both programs would increase the overall adequacy of our income
support system -- particularly with respect to those not now covered
by AFDC or SSI (primarily the "working poor") -- they would do so by
further exacerbating other important problems that are inhercot in
our present multi-program system. 1In particular, the costs and com-
plexities of the system would continue to increase dramatically over
time, becoming even less subject to fiscal and policy control. A
‘housing allowance, for example, has all the problems and disadvantages
-of the Food Stamps program. o : : ’

PROGRAM INTEGRATION

We believe there are three possible program integration optioons.

I remain strongly opposed to any transfer of responsibility over the
Food Stamps program from the Agriculture Department to HEW unless Food
Stamps were ''cashed-out." :

In addition, the alternative of total administrative integration of

our major welfare programs, while interesting in theory, has several

fatal problems. It rests on a utopian assumption that competing

agencies and interest groups and different Congressional committees

would be able to submerge their parochial interests. It would require the
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2.

3.

creation of large Federal field bureaucracy (probably as a component
“of Social Security) which I regard as an unacceptable cost in this
context given the relatively limited gains. 1In short it would be a
more complex and less politically feasible undertaking than ISP with

few of the advantages.

" The three major measures I-would recommend if we decide not to sponsor

ISP follow.

Cashing-Qut Food Stamps for AFDC and SSI Recipients

All AFDC and SSI recipients would receive the bonus value of Food
Stamps as a cash addition to their basic AFDC or SSI benefit, (Non-
assistance households -- i.e., those who are not eligible to receive
AFDC or SSI -- would continue to be eligible for Food Stamps.) ' This
step, if it is to be administratively feasible, should only take place
in the context of a national AFDC minimum.

Some recipients might be disadvantaged by the consolidation of dis-

“regards in the two programs, but most would benefit because they

would automatically realize the value of the Food Stamp bonus in
cash. (At present some AFDC and SSI cash recipients do not
participate in the Food Stamp program for various reasons.,) Thus,
although the cash-out would result in substantial administrative
savings, its overall effect would be to raise program costs., (More
information on this is contained in the tabs.)

Standardize Program Definitions

While I remain pessimistic of success in standardizing definitions
across programs (AFDC, SSI, Food Stamps, and possibly the housing
and education entitlement programs for the low-income population

.because differing Congressional committees and lobby groups are 1nvolved),

it is a logical and often suggested step., The Domestic Council could
take the lead and create interdepartmental study groups to draw up
common legislation. 1If any legislation along these lines did pass,
however, it would mean higher costs to the Federal government because
of the inevitable "averaging-up'" syndrome that takes hold whenever
there is grant and definitional consolidation. : .

SSI Dependent's Allowance

" At present there are some households where one spouse or the married

couple receives benefits under the SSI program and the other spouse
and children in the family receive benefits under AFDC. To eliminate
this unnecessary duplication, I would include a dependent's allowance



for the SSI program. Initial estimates are that the net costs to the
Federal government would be on the order of $400 million annually,

principally due to the fact that SSI is completely Federally financed .
and AFDC contains a state share.

OVERALL PROSPECTS

Predicting the costs of a complex package is hazardous. Proposals
have a way of changing shape as legislation is developed and enacted.
Nevertheless, assuming the set of proposals described and subject to
the caveat I set out at the beginning of the memorandum, a guess of
the overall net cost would be about $2 billion. For this expenditure
of Federal funds as well as time and political capital, the advances
made will not be too substantial.

Some of the possible gains follow:

"The present system would be appfeciablyAmoreAadequate for those AFDC

recipients in low paying states. It would be made only somewhat more
equitable, objective, and administratively efficient; work incentives
would be slightly strengthened.,. While many present recipients

would be marginally disadvantaged and some removed from the rolls,

a2 larger number cof low-income families will be advantaged by
receiving greater aid or becoming eligible for cash assistance
because of the expansion of AFDC-UF. Despite the overall increase

in costs and caseloads, some advances would be effected in the

extent to which we can maintain policy and fiscal control over the

‘welfare system., .

However, the odds are not strong that this set of proposals would,
in fact, be enacted. -

o Proposing an integrated AFDC reform package has the
potential danger of Congress accepting only those
measures which necessarily increase caseloads and Federal

"~ costs, and not those which reduce them and/or result in

greater control. For example, the Congress might accept
a proposal to finance fully or at 90 percent a national
minimum with Federal funds, but at the same time reject.
a change in the matching formula for benefit levels

"7~ higher than that, This would result in considerable
fiscal relief to high benefit level states at sub-
stantial cost to the Federal government and no
reduction of Federal matching at the margin for
even higher benefit levels. Extending eligibility o
to the breakeven without also moving to a standard -
work related deduction, grant consolidation and
more frequent reporting could intolerably increase



caseloads, Federal and state expenditures and create
breakeven levels equal to median family income. We
estimate that if Congress accepted only our liberali-
zation measures and not the others, the net costs could
run well above $§3 billion and result in major increases
in caseloads.

o The Congress could as well accept some of our improvements
and then add to them in ways that are inconsistent with our
basic purpose. An example that is highly probable based
upon past experience is that we might cash out Food Stamps
as part of a move toward a national minimum benefit for
AFDC, only to have the Congress turn around and provide
categorical Food Stamp eligibility for some or all 'former"
recipients as they did in SSI. Such a measure could easily add
$.5 billion or more to the costs of an incremental approach.

o Another possibility, which in the absence of a coherent
* strategy to assist the low-income working population I

consider a near-certainty, is the epactment of Senator Long's
Ywork bonus'" proposal, possibly in a more expensive form
than he has advanced. This proposal embodies an inefficient
mechanism to provide assistance to only a subsei-of the low-
income working population. Excluded from coverage are non-
Social Security covered workers, generally the poorest of
the "working poor." Most importantly, the work bonus would
add yet another program, this one to be administered by a
new unit in IRS, to the crazy quilt that now exists.

As a result of the possibilities I have just enumerated, I am con-
vinced that if we embark on this piecemeal reform strategy we
would find costs, caseloads, and administrative burdens growing
rapidly. Just tabulating the highly probable threats I have out-
lined above could easily result in increased costs in excess

of the proposed ISP in the near term. 1In the longer term I would
predict the outcome to be far more disastrous. Another attempt to
bring order and policy control to the welfare system will come

a cropper -- fundamentally, I would argue, because it would not be
centered around a comprehensive, coherent, consistent philosophy
toward the Federal role in income assistance and a strategy for
achieving it.

Finally, a reform approach of this typé cannot be sold as an overall
strategy or comprehensive approach to deal with the basic weaknesses,
costs and deeprooted faults of the present chaotic mass of programs.
Despite conclusions parallel to those of my Department on welfare



and the overall income security system reached by the group in
Congress that has put most study into this -- Congresswoman
Griffiths' Subcommittee on Fiscal Policy -- we should not expect
the Congress on its own to develop and adopt an overall strategy
or comprehensive approach. That will come only if the President
provides the initiative to focus Congressional energies. However,
if Congress should pick up Mrs, Griffiths' program, and we do not
introduce and sponsor an overall reform program, we will get no
political advantage from a program that may pass.

o This new Congress undoubtedly sees itself elected to:
"do something' about the problems of inflation and
unemployment and will, unless we pose an alternative,
pass new piecemeal programs that will not target our
scarce resources on those most in need., For example,
even if the Work Bonus is passed, another obvious 'gap"
in our income security system is the unemployed who are
not eligible for Unemployment Insurance or AFDC-UF (e.g.,
new entrants and re-entrants to the labor market)., There
is increasing conviction, especially in the liberal
community, of the need for both large-scale public service

- employment and direct cash assistance through an extension

of the UI system to meet the needs of this population.

- Since such measures are unlikely to be well targeted on

" the low-income population, they could become extremely
expensive (510 to $20 billion is an easily imaginable
figure). ) .

-

o Also, we will have difficulty redlrectlng or staving off

' pressures on the socidl ‘insurance programs to have
them serve essentially welfare ends, much less even
beginning to redirect them to their original wage re- .
placement purposes. The worst and quite probable :
outcome of those pressures, given the growing aware-
ness of the impact of the payroll tax, could well be
general revenue fipancing of an unreformed Social
Security system.

In sum, unless we have a comprehensive initiative that focuses
Congressional deliberation and action along the lines we want. for
our overall income security system, we are going to be dealing
from a position of extreme weakness in domestic social policy.
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This section details each of the possible separate proposals that
may be made, singly or in groups. The term "recommendation' below
simply means that if that particular proposal is to be made, we are
suggesting one of the ways it could be drafted. The following pro-
posals are included:

o]

o

National minimum benefit for AFDC

Consolidated grants and elimination of the difference
between the standard of need and maximum allowable
payments

Extend eligibility to the breakeven for applicants

Mandatory AFDC-UF program

Change food stamp reporting and computation rules and
introduce longer accountable period

Tighten administration of state supplements under SSI
Earnings supplement

Housing allowance ..

Cash out food stamps for AFDC and SSI recipients

Dependents' allowances in SSI



National Minimum Benefit for AFDC

A national minimum benefit would reduce the disparity between high
payment and low payment states by improving benefit adequacy in
states with very low payments, and would target Federal support on
families with the greatest need,

Recommendations: .

o Require a minimum benefit level for a family of four
persons of $220 per month ($2640 annually). This
amount plus the Food Stamp bonus would be $3600.

0 Provide 90 percent Federal sharing of the average
payment based on a payment level of $220 per month,

Number of states affected: 15 states pay maximum benefits of less
than $220 a month to a family.

Increases in benefit levels and eligible population: About 3,200,000
present recipients will receive increases in benefits ranging from

a pegligible amount to somewhat over $100 per month. In addition
about 335,000 persons would become newly eligible.

New Mexico, Mississippi, Maine, and Missouri) would have benefits
reduced and a small proportion would be discontinued. These are states
with needs standards greater than $220 per month. The number affected
will depend on the benefit level selected when grants are consolidated
and a single benefit .level established.. Families with reduced bene-
fits will be those with income (largely earnings) in addition to the
AFDC benefit.

Reduced or cancelled henefits: About 370,000 persons in 5 states (Arizona,

Increased Federal Cost: $700,000,000

Effect on work incentives: Work incentive will be reduced somewhat
in the ten states which limit maximum payments to amounts con-
siderably below the needs standard applicable to families with
income.

Chance in administrative structure: No major changes are needed

at the state and local level. Need determination should be simpli-
fied with consolidation of grants. Federal monitoring to assure
compliance may need to be increased.
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Consolidated Grants and Elimination oflthe Difference Between the
Standard of Need and Maximum Allowable Payments

A number of states have moved toward simplification of determination

of payment amounts by establishing amounts by family size rather than
making an individual determination of family needs. However, 18 states
limit payments by setting a cap on payments which is lower than the
standard of need. 1In these states, families with no other income
receive payments well below subsistence levels, but the payment is not
reduced for families with other countable income equal to the difference
between the maximum payment and the standard of need. (A few states pay
a percent of the deficit between the need standard and income.) The
result is that the needs standard applies only to persons with access to
other income.

Recommendations:

(1) Require all states to establish flat grants according to
: - number of persons in the family, with allowance for
shelter costs permissible where extreme variations
exist within the state.

(2) Require all states to establish a single payment standaid
applicable to all families of the same size.

Effects:

(1) Consolidated flat grant. A standardized payment level
will increase benefits to families with benefits below
the selected level and will decrease benefits for families
above the level., Families receiving reduced benefits due
to change to a flat grant will be those with greater needs
when determined on an individual basis.

Thirty-three states have already achieved a substantial
degree of consolidation. Twelve of the 18 states that
have not consolidated are included in states that would

be affected by the proposed national minimum benefit or in
the elimination of the difference between needs and pay-
ment standards. .

About 52,500 families out of the 350,000 families in the
remaining six states would have reduced benefits due to
consolidation of standards.

id



Costs: Increased Federal cost - $25,000,000 (assuming
a 5 percent increase in total costs in order to limit
reductions to no more than 15 percent of the caseload).

(2) Elimination of the difference between needs and payment
standards. Families receiving reduced benefits in the
states that adopt a single payment standard will be those
with income from earnings or other sources. Families with
no other income will receive an increase in benefits.

Currently, 18 states have maximum payments that are lower
than the standard of need. Five of these states have
needs standards below the proposed national minimim. In
the remaining 13 states, 250,000 families (out of 500,000
total) would have their benefits reduced.

Costs: Increased Federal costs - $33,000,000 (assuming
a 5 percent increase in total costs in order to minimize
reductions).

Effect on Work Incentives: In states which eliminate the difference
between the needs standard and the maximum payment, there will be some
loss of work incentive. Currently, in these states, recipients have
the advantage of a zero tax rate on some level of earnings or a reduced
tax rate on all earnings. The national disregard on earnings will
apply instead.

- Administrative Structure: ‘No major changes. are needed and administra-
- tive processes should be simplified.

Comments: It must be recognized that this proposal (and indeed many
of the others considered elsewhere) would be contrary to the New

Federalism concept by requiring states to follow a path laid down by
the Federal government.



Extend Eligibility to the Breakeven for Applicants

Eligibility for applicants who have not received AFDC in one of
the previous four months is determined by the amount of gross
income less work expenses but without applying the earnings dis-
‘regard applicable to families already receiving AFDC. This
encourages working mothers to discontinue employment in order to
receive AFDC.

Recommendation: Require applications of the standardized earnings
deductions in determining initial eligibility.

Effects on Benefits and Caseload; There would be an increase in
approved benefits for families with a working mother at the point
of application. The number will depend on the employment rates of
applicants and the earnings of women related to the benefit level
in each state. Assuming a national minimum benefit level of $220

a month, the breakeven for eligibility for a family of four would
vary from $360 (plus child care) to high as $600 (plus child care)
in a few high payment states. There would be no reduction of bene-
fits resulting from this change. The increase in the eligible
_caseload wpuld be on the order of 335,000 persons.:

Increased Costs to Federal Government: Because of the state-to-~
state variations in payment levels, and because costs here are
highly dependent on assumptions about other changes being simul-
taneously enacted (e.g., standard expense deductions, longer
accountable period, mandating AFDC-UF), it is impossible at this
time to specifically estimate the net costs to Federal and state
governments of extending eligibility to the breakeven. However,

we expect the costs to be on the order of $220 million in Federal
money at the same time the changes that control potential breakeven
levels of income were enacted.

Effect on Work Incentives: Would remove the present work disin-
centive that effectively requires female family heads to become
unemployed (or substantially reduce earnings) in order to fall with-
in initial eligibility criteria. Removes therefore also the inequity
in treatment between single parent families who have the same income
but only some of whom receive assistance.

Change in Administrative Structure: No major changes are needed at

the state or local levels in the welfare bureaucracies, This

particular change increases caseload and personnel needs but the

amount is too highly dependent on the changes that would control

- ‘breakeven levels and increase caseworker productivity to accurately
estimate at this time. ' :




Mandatory AFDC-UF Program

Currently, 24 states and the District of Columbia administer AFDC-UF

programs. States not included are generally low income, low benefit

states with limited state funds to families with unemployed fathers.

. Mandating the program in these states would not be feasible except

in combination with a national minimum benefit level largely financed
from Federal funds. ’ '

AFDC-UF is a limited program designed to assist families of working
men not covered by unemployment insurance or who have exhausted UI
benefits. The definition of unemployment (less than 100 hours work

in a month) can result in a severe loss of income when a partially
employed father increases his hours to more than 100 per month. Al-
though the notch effect is a disincentive to full time employment

and results in inequities between fully and partially employed workers,
it is not possible to eliminate the notch completely within the con-
text of a program which must distinguish between employed and unemployed
persons. It would, however, be possible to reduce somewhat the in-
equity between lower and higher wage workers by moving toward a
definition of "unemployment" that incorporated both hours and earnings
.in its definition. This, too, would result in a notch, but in spite

of this defect, mandating the UF program would help alleviate the
problems of extended unemployment of some additional male heads of
families with children.

Recommendations:

o Require all states to administer the AFDC-UF program.
o In conjunction with a national minimum benefit, provide

90 percent Federal sharing of costs in low benefit
states.

Effects: 190,000 additional persons (monthly averagé) would be
assisted.

Increased Federal Cost: $130,000,000

Effect on Work Incentives: Availability of assistance could reduce
work incentive but effect is likely to be small. . The more equitable
treatment of intact relative to single-parent families may also
prevent breakup of some families. Recipients are required to register
for employment and accept work or training.

Administrative Changes: Minor increases  in manpower and additional
costs of $3 million shared by Federal and state governments.




Change Food Stamp Reporting and Computation
Rules and Introduce Longer Accountable Period

Recommendation: Evidence from several years of experiments strongly
suggests that recipients should report income monthly or quarterly
and have their benefits adjusted only on the basis of past events.

In addition, the period over which income is measured should be
lengthened from the immediate need bias of present law to a longer,
more equitable period. Somewhat comparable changes have been already
recommended by the Department for AFDC.

Effect on Benefit Levels and Caseload: Assistance to present recipients

would be lowered because of more income being accurately remembered
and reported, decrease in overpayments which are not recouped, and
the longer accountable period. No new recipients would be added by
this change, and few recipients would lose benefits entirely.

Effect on Costs: Based on estimates of what comparable changes might
accomplish in the AFDC program, these changes should, in the absence
of any other changes, decrease Food Stamp transfer payments by about
$60 million. Arguably the savings would be greater given the higher
incidence of earned income in the Food Stamp population. :

Effect on Work Ihcentives: None

Effect on Administrative Structure: If the added burdens of monthly
reporting and retrospective computation were imposed with no intro-
duction of sophisticated data processing systems, personnel needs
could increase by 50,000 state and local employees. Assuming that

the needed data processing facilities were to be made available
administrative costs would initially increase by at least $140 million
for hardware, but probably no new personnel would be needed. Over
time administrative costs would fall because of increased caseworker
productivity.




Tighten Administration of State Supplements Under SSI

Although the provision for Federal administration of state supple-
ments was correct in concept, the '"grandfathering'" of all cases
converted from the old state programs as well as allowing intra-
state payment variations for optional state supplements has imposed
an intolerable and costly administrative burden on the Federal
government. This situation in large part has necessitated the
pending request for an increase of 7,200 employees in the Social
Security Administration. :

Recommendations:

o Mandatory Supplements. These are cases which were
converted from the superseded state aged, blind and
disabled programs., We would propose to limit Federal
fiscal liability for erroneous payments in these cases
only if the states accepted fiscal liability for
erroneous AFDC payments. No states currently adminis-
tering mandatory supplements could opt for Federal
administration.

o Optional Supplements. 1In these cases we would allow
variations only by unit size (individual or couple)
and for condition (blindness, disability, and age) --
thus returning the Federal administration option to
its original legislative intent, States desiring
additional payment variations would have to administer
their own supplements, To offset increased adminis-
trative costs, states electing their- own administration
would be eligible for one-time payments up to 150% of
their 1975 hold harmless levels. These costs would be
less than the current 1976 estimate for hold harmless
and anticipated cost overruns due to fiscal liability.

Number of states affected: 32 states currently have Federal adminis-
tration of mandatory supplements and 17 states have Federal adminis-
tration of optional supplements.

Number of recipients: 1.2 million recipients receive Federally
administered state supplements.

Changes in benefit levels: 1In those instances where the states choose
to stay with Federal administration of their state supplement case-
loads under stricter Federal conditions, they would have to either
disadvantage some current recipients or "average up" benefit levels.
The latter could be costly but only to state revenues. (This might,
however, lead to .increased political pressures to change the Federal
"hold harmless' formula.) :




Increase in eligible pépulation: None

Increased Federal cost: A one-time net cost of $100 million, which
is more than offset by currently unbudgeted overruns due to state
supplement arrangements,

Administrative structure: Some states, deciding to take back manage-
- ment of their state supplements, would have to recreate a payment
apparatus to handle the caseload. We estimate at the outside some
10,000 additional state employees. ‘

..
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Earnings Supplement

An earnings supplement adds a "bonus" to each dollar of earnings of
covered workers up to some income level. Thereafter, the benefit

is reduced as in any income-tested program (e.g., AFDC). This may
be illustrated with respect to the 'work bonus'" proposal of

Senator Long, now pending in conference. It would add a benefit of
10 cents to each dollar earned by those family heads with incomes
~below $4000 per year. Thus, the maximum benefit under the program
would be $400, with an average benefit likely to be about $250 per
year. As income rose above $4000, benefits would be reduced by 25
cents on the dollar until eligibility ceased at an income of $5600.
A presumed advantage of such a program is that over a range (earnings
below $4000) earnings would increase by more than the full amount of
any wage increase.

The data that follows will apply to the "work bonus;" however, more
generous earnings supplement proposals have been proposed and these
would, accordingly, be more costly and administratively burdensome.

Number of Recipients: Ten million persons in three million families.
All would be '"mew" recipients.

. Net Transfer Cost: $500 million

Effect on Work Incentive: 1In the range of total family income up to
$4000 per year the ES would add to earnings and, theoretically at
least, provide a modest work incentive. 1In the "phase out range"
between income of $4000 and $5600, however, recipients would face a
25 percent benefit reduction rate which could have a modest disin-
centive effect. The balance of these two offsetting effects is
difficult to predict, but is, in any case, unlikely to have a sub-
stantial impact on work effort.

Administrative Structure: It is estimated that the work bonus, to

be administered by a new division within the Internal Revenue Service,
would have administrative costs of about $42 million and require

2800 new employees. Administrative costs as a fraction of total trans-
fers would amount to 8.3 percent. '




Housing Allowance

A housing allowance program would be based on the 'gap-filling"
premise and would in that respect be similar to the Food Stamp
program. The housing allowance benefit, paid in cash but ear-
marked for housing expenditures, would be defined as the difference
between the '"fair market rent" for decent, safe and sanitary housing
and the amount of income (25 percent) that a family could afford
for housing needs. A housing allowance would provide additional
"earmarked assistance to households not now eligible for cash
assistance payments. It would increase the costs and complexity

of the welfare system, and increase work disincentives if only
8slightly. Currently, HUD is moving to implement the spirit of

-of the housing allowance approach through alterations in existing
programs. Thus, a national housing allowance as such might never
be legislated even though it was in fact implemented. -The ultimate
effect on costs and caseloads presented below reflects HUD estimates
for the housing allowance.

Impact on Recipients

1. Current recipients of housing assistance through existing
housing subsidy programs probably would retain eligibility for those
programs; that is, existing programs probably would not be replaced

. by the housing allowance program. Participation in the housing
allowance program would probably be precluded for participants in
other housing assistance programs (but past experience suggests
that such a policy is not guaranteed). In any case, the current
2,063,000 households receiving housing assistance would not be dis-
advantaged by the program.

2, New recipients of housing assistance under a universal
housing allowance program could number up to 33 million persons in
10 million households., Total eligibility would be about 40 billion
persons in 12 million households if participants in current programs
are included, Virtually all of these persons would be eligible for
food stamps as well, so in that sense there would not be many new
"welfare" eligibles.

Costs

HUD estimates the gross costs of a non-categorical housing allowance
to be about $9 billion in FY 76, (Revisions of the estimating
assumptions are now in process, but the changes would go in both
directions and the net change and direction are uncertain.)

- Net costs would be the same as gross costs if, as projected,
current housing assistance programs would not be replaced.



Impact on Work Incentives

The cumulative marginal benefit reduction rate would increase slightly
(77% to 82%) for recipients of AFDC and Food Stamp benefits and more
significantly (30% to 55%) for recipients of Food Stamp benefits only.
_Work disincentives would be increased slightly.

Administrative Structure

The addition of a non-categorical housing allowance would increase
total manpower requirements by at least 35,000 man-years. This
figure is based on assumptions of a Federally-administered program
and integration with the SSI program for SSI-eligibles and applies
only to the eligibility and payment functions. A Federal-State
administrative model would increase the man-year requirements

(due to scale economies). Also, this estimate does not include
the provision of housing services and equal housing opportunity
services, which would add at least another 10,000 man-years.

Comments; This proposal is not recommended under any circumstances.



Cash-0ut Food Stamps for AFDC and SSI Recipients

At present AFDC and SSI recipients may choose to also participate in
the Food Stamps program. If they do so, then their cash assistance
income along with their other income is counted for purposes of
determining their Food Stamp purchase price. The Food Stamp bonus
value is the difference between that purchase price and the face
value of the stamps.

Recommendation: Cashing-out Food Stamps would mean adding to the

basic benefit levels of SSI and the new AFDC national minimum the value
of the Food Stamp bonus at those levels of income and integrating the
benefit reduction rates by increasing those rates to seventy-seven
percent in AFDC and sixty-five percent in SSI. ’

Effect on Caseload and Benefits

In terms of potential eligibility, the level of benefits for AFDC and
SSI recipients would not increase. However, actual benefits would
increase for those who would continue assistance because some AFDC
and SSI recipients do not now choose to participate in Food Stamps.
In a cash-out they would, on the other hand, automatically receive
the Food Stamp bonus value in the form of an increase in their AFDC’
or SSI basic benefit levels.

No new people would be made eligible by a cash-out, though actual case-
loads might marginally increase because those who did not participate
in AFDC or SSI before the cash-out might be tempted to do so as a
result of the now higher (Food Stamps - inclusive) .benefit levels.

On the other hand, as indicated below, some units that would have

been eligible for Food Stamps under the Food Stamp regulations will

not be eligible for the cash programs because the latter will. have
lower breakevens.

Some recipients would sustain losses in benefits because of the con-
solidation of deductions that would take place in combining the cash

programs and the Food Stamp bonus value. 1In addition, the marginal

benefit reduction rate on income between the old cash breakeven levels

and the old Food Stamp breakeven level would rise from thirty to seventy-
seven percent, causing a considerable reduction in benefits to people in that
range and, in many cases, total removal from assistance,

Effect on Costs

Costs will tend to rise because of automatic receipt of the Food Stamps
bonus value, as opposed to the failure of some cash recipients to now

_participate in Food Stamps. On the other hand, costs will decline



because of lower breakevens, consolidation of deductions, and
considerable administrative savings, We expect the net effect to
be an increase in costs on the order of $630 million.

Effect on Work Incentives

Some work withdrawal might be caused by the consolidation of work
related deductions and the higher marginal benefit reduction rate
in some ranges of income. ' ,

Effect on Administrative Structure

Cashing out Food Stamps would completely eliminate the dual cash-
Food Stamp eligibility process that must be now undertaken in favor
of one process. We would as a result expect savings in program
costs on the order of $225 million.



Dependents' Allowances in SSI

The SSI program covers only those who are aged, blind and disabled.
If SSI adults have dependent children, the children must be covered
under AFDC. Including the dependents in SSI would rationalize
administration by having only one agency deal with the family as a
. unit.

Recommendation: Include dllowances for dependents (including the
spouse living with the SSI recipient when minor children are in
the house) as follows:

. Spouse - one-half of the basic benefit
First and second child - one-half of the basic benefit
Third and additional children - one-third of the basic benefit,

Effects: ' - o < -
Number of dependents added - 540,000

Total Federal Cost $ 430 million
Federal Share of Current AFDC $ 207 million
Net Increase in Federal Cost - $ 223 million

Effect on Benefits to Recipients: Benefits would be increased for
AFDC recipients in low payment states. There could be some income
reduction for some families ‘in high payment states, particularly
those with high rental costs or who have special needs included in
AFDC.

Number of recipients; There would be little change in the eligible
population. However, the state administered AFDC agencies can be
expected to encourage application for SSI in order to reduce state
expenditures.

Effect on Work Incentives: There would be no change in work incentives
if the AFDC disregard is applied to earnings of dependents. If the SSI
disregards are applied, work incentive would be increased.

~

Change in Administration: Savings in state administration would not be
significant.






