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The Senate Commijttee on Human Resources
requested GAQ to review the administration’s
weltare reform proposat.

The bill is a major step forward but rany of
its goals and principles may not be met
because

--its costs may be higher than estimated,

--it may not significantly reduce existing
work disincentives and welfare depen-
dency incentives, and

-- it may be hard to carry out.

The lack of comprehensive income security
policy, no single system manager, no consist-
ent defimtion of income secunty, and prob-
jems of data and reporting, will likely con-
tinue to affect understanding of the biil, anal-
ysis of its full consequences, and decision-
making about the best courses for the future.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON. D C. 20%48

B-190400

The Honorable Harrison A. Williams
Chairman, Committee on Human Resources
United States Senate

Dear Mr. Chairman:

In accordance with your September 26, 1977, request, and
our subseguent discussions with your office, we have reviewed
the administration's welfare reform proposal. As you are
aware, this bill, the Better Jobs and Income Act, was intro-
duced in the Congress on September 12, 1977, as S. 2084 and
H.R. 9030. The bill has 2 titles and 3 main parts--cash
assistance, public service employment, and an expanded earned
income tax credit.

We reviewed the bill in light of our experience in past
years with the programs which the bkill directly affects, and
other income transfer and job-related programs. Our report
shows, therefore, many of the lessons learned from our past
and ongoing work.

It was not our objective to conclude definitively about
the bill's overall merits and weaknesses. Rather, ocur qoal
was to point out concerns we have about its key featurrs and
details, and about overall "income security system" zZ.oblems
which have an impact on the bill. We have develozed our
response, therefore, around the following 6 subject areas:

1. The bill's estimated costs. (Titles I and II)

2. Total p.ogram implementation and administration.
(Titles I and II)

3. Cash assistance component. (Title I)
4. Jobs component. (Title II)
5. Earned income tax credit component. (Title I)

6. Overall income security svstem problems which have
an impact on the bill. (Titles I and II)
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Additional detaills are contained 1n the aopeﬁ dix to the
report. Further, as reguested by your office, we will pro-
1A~ camnara+ale tha OAmmy + mbaf € TmecitAa MmAaTAar wh 3~
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{1) contain the factual information summarized herein and
{2) were the basis for the conclusions we reached.

BILL GOALS AND KEY FEATURES

On May 2, 1977, President Carter presented goals for his
forthcoming welfare reform plan. Included among these goals
were the following:

1. Zash aid elels ls~--consolidate current program benefits

1'191:. casn payment, anc prov1oe aoecuate
r those who cannot work or do not earn
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. 2. Public service emp] t
family with an employable adult has access to a
job and that a family which works has more income
than one that does not work, and provide public
service employment jobs or training when regular

private or public jobs are not available.

[N

f=
=

JATi Y SvYalo Ciicuma T ~-i

The President stated that the program to be proposed
would initially cost no more than current Federal welfare
programs and would reduce State and local welfare cost
burdens. Also, it would be simpler to administer, be more
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together, and encourage private sector work over public
service employment 1nhq-

As introduced, the bill declares that its purpose is:

"* * * to increase economic independence within
the United States by providing training and job-
opportunities to principal earners in families
with children, and by providing income support
and supolementatlon to low income families and

]
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A universal cash assistance program based upon need
would be established to replace the Aid to Families with
Dependent Children, Supplemental Security Income, and Fcod
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Stamps programs. Eligibility for aid would be tested based
on income and assets and the amount received would be based
on family size, composition, and other income. In effect, a
national minimum payment level would be created.

Jobs component

A new public service emplovment jobs program would be
established. This would provide up to 1.4 million jobs and
training opportunities thrcugh the Comprehensive Employment
and Training Act prime sponsors for families with cnildren
under 18 years of age. Part-time jobs wouald be provided
for single-parent families with children over 6 years but
under 14 years of age. The jobs wouid not be income or asset
tested and would be availahle only to a family's primary wage
earner.,

Earned income tax credit component

The bill's third component is an expanded earned income
tax credit. The current earned income tax credit allows a
$400 maximum credit for a family of four at S4,000 earnings
and phases out at about an 58,000 adjusted gross income.
This would expand to allow a $655 maximum credit at about
$9,100, phasing out at about $15,600. The new earned income
tax credit would not be available to holders of the bill's
public service employment jobs, but would be available to
private and other public sector workers with children.

Bill's costs and implementation schedule

The total bill's costs were estimated to be $31.1 bil-
lion. Cost estimates broken down by the bill's primary
components are as follows:

Billions
Cash assistance {including
emergency assistance
grants) $20.8
Public service employment jobs 8.8
Earned income tax credit 1.5
Total $31.1
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The bill provides that, uoon iis enactment, a 3-year
periond would be used to fully implement the new program.
Its cash component would go into effect 3 years after enact-
ment, while the jobs component would be phased in during the
3 vears followina enactment. The earned income tax credit
cart of the bill would be effective during the tax year
following the »rogram's 3-year phase-in period. When intro-
duced, the administration estimated that the program would
be fully installed in 1981.

RESULTS OF QUR REVIEW

In our opinion, the Better Jobs and Income Act represents
a proagressive attempt to reform major varts of the U.S. in-
come security system. Goals ard principles stated for this
measure show an attempt to remedy some of the problems with
existing programs. We agree with such aims, but believe
many of them may not be met by the bill.

The bill recognizes the interrelationships which now
exist among cash, in-kind e.g. food stamps), jobs (oublic
and private), training, and tax credit programs, and attempts
to tlend these relationships into a single program. This
approach rightlv suggests that welfare reform must be con-
sidered within the context of the broader incore security
system. There are, however, inherent difficulties for
decisionmakers in considering a measure of this size and
complexity.

In this regard, the bill has numerous aspects and
ramifications. Its main parts—--cash assistance, public
service errloyment jobs, and tax credits—--are interdevendent,
so that changes to one part can affect the others. 1In addi-
tion, the total plan {(costs, scope, etc.) may be affected by
other leaislative 1nitiztives, such as the energy bill's well~
head tax provisions, the Humphrey-Hawkins full employrent
bill, provosed Comprehensive Employment and Trainina Act
amendments, minimum wage changes, national health insurance,
and income tax reforms, and by the future performance of the
econony.

OVERALL SUMMARY

1. PBill's estimated costs: The bill may cost con-
siderably more than its estimated $2.8 billion over present
{replaced or recuced) proaram costs. The new orogram's costs,

for example, do not irclude an estimated $3 billion for
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expanding earned income tax credit, and some of its costs,
such as administrative and emergency assistance costs, may
be understated. About $8 billion in cost offsets may be in-
correctly claimed. Further, the general reliability of the
methods used to estimate the bill's cost and social impacts
is questionable. (See app. I, pp. 1 to 4.)

2. Total program implementation and administration:
The total program will be very difficult to implement, co-
ordinate, and administer. Problems--such as those innerent
in developing and installing a vast new computer system--can
be expected during the planned 3-vea: phase-in pericd. Ex-
tensive coordination among numerous Federal, State, local,
and private agencies will be needed both to implement and
administer the program. Detailed plans for such activities
as well as the assignment of a leadership role are not ad-
dressed in the bill, and have yet to be presented by the
administration. (See app. I, pp. 5 to 7.)

3. Cash component: The bill's cash benefit structure
may not meet its goals of providing adegquate aid and may not,
in some cases, remedy the family splitting incentives of cur-
rent programs. Cash payments would be based on official
poverty lines which may not accurately show current needs.
The bill would make it profitable--bv increasing the familv's
benefits--for an employable father to leave his familv,
Furthermore, some proposed critical administrative technigues
will be costly and others should be further analyzed and
tested before deciding the extent of their possible use,

(See app. I, pp. 7 to 13.)

4. Jobs component: The bill's jobs component, impor-
tantly, is aimed at a very serious problem. But it may miss
its goals. It may (1) possibly misallocate jobs to locali-
ties; (2) fail to reach the most needv; (3) create jobs mis-
matched with target groups; (4) treat target qroups differ-
ently and, in cases, inequitably; (5) provide public service
employment jobs not transferable to the regular labor markec;
(6) "substitute” for State and local funds; and (7) pe dif-
ficult to administer. (See app. I, pp. 13 to 17.)

5. Earned income tax credit corponent: The bill's
expanded earned income tax credit is aimed at (1) encourag-
ing movement from public service emplovment jobs to reqular
jobs and (2) reducing, for poor working families, tne hign
marginal tax rates which the bill mav create if the current
credit is not expanded. The new earred income tax credit's
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financial i1ncentive--comparing minimum wage paying regular
worx with public service employment jobs--however, would be
small. Also, if the earned inceme tax credit provisions are
not fully enacted, a number of technical problems could
result. (See app. I, pp. 17 and 18.)

6. Overall income security system problems having
an 1rpact on the bill: The bill will likely suffer from
system deficiencies which have impeded such broad changes in
the past. First, there is no overall income security policy,
s0 that individual reforms like those included in the bill
are considered on their own merits, without particular regard
to their impact on the total system. Second, there is dis-~
agreement about which programs and activities constitute the
system and abo.ut the roles various agencies, programs, and
activities should play. Third, a "systems" view does rot
exist for overall management purposes. A fourth complication
is that there are general data and reporting deficiencies,
resulting in an inability to grasp the net effects of the
system and the consequences of proposed changes to it.
Lastly, there is no central coordinating body overseeing the
system. As a result, the full concequences of individual
reforms like those in the bill will not be--and cannot be--
properly assessed,

In this regard, the bill primarily was developed by one
executive agency {Department of Health, Educatior, and Wel-
fare), will be deliberated by a few congressional Committees
having specific jurisdictions, and will be evaluated for its
impacts, in many cases, on the basis of incomplete and con-
jectural data. At a minimum, the Congress would profit from
a comparative analysis of other alternative reform plans.
{See app. I, pp. 18 to 20.)

e will arrange with your office to distribute this
d the separate issue papers to other interested

ec and Mamha
es and Members of COngr%SS.

Comptroller General
of the United States
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EXPANDED_SUMMARY
1. THE_BILL'S ESTIMATED COSTS

Our review shows that the new prograr‘'s estimated costs
may be understated and that certain cost offsets used to
price the program are gquestionanle. As a result, the admini-
stration’'s estimated $2.8 billion new prosram net costs~-which
is the difference between new program costs and replaced or
reduced old proaram costs--may be underestimated. In addition,
we have questions about the general reliability of the mathe-
matical model used to estimate the bill's costs and impacts.

We reviewed the cost estimates from the following per-
spectives: (1) the general validity of total new program cost
estimates, (2) the appropriateness of items used to offset new
program costs and the resulting new program's net cost, and
(3) the general reliability of the methods used by the admini-
stration to formulate the cost estimates. Our observations
follow:

New program costs

(a) New Drogram costs ($31 1 billion) _are.

as sumptions about the 1981 economy actuallz

mategigllze. For example, if the administra-
tion's desired 1981, 4.75 percent unemployment
rate~--which assumes the bill is enacted--is not
achieved, then more than the bill's estimated
1.4 million public service enployment (PSE)
jobs will fFe needed. 1In the event that more
than 1.4 million jobs could not be created in
1981 or if it becomes too costly to create more
jobs, the new program's cash assistance com-
ponent likely would bear an increased cost
burden.

(b) Cost estimates were developed using
different ang 1ncon51ste"t bases. “The

$20.8 billion cash assistance costs, for
example, are based on the numbers of 1976
eligibles and likely 1978 payment levels
rather than those which might prevail in
1981, the estimated target year for the pro-
gram's implementation. The $B8.8 billion jobs
costs, on the other hand, are based on the
13978 minimum wage rate and a projected 1981
jobs reguirement of 1.4 million.
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(c) The bill's -ccsts ¢z not 1nclude toe
AGTinistraticr s cetifczed 53 c:llion Zor
expanging tie (I il irosné TN cred1t (EITC)

to_ircivae figrer-incore famil:zs. The admin-
istration has ctatea thzt the 33 billicn will

be included as rart of future tax reform legis-
lation.

(d) ?bg_plgil§'g£933§gons whicn limit °lllelll_X
for iE§ PSE _jokz may raise_ a uJestlon of unrea-

under a Federzl

E_ooram anb thus may_ te Icgal‘. challzngeable.

sonatle clac csifi1ceztion of groc

Primary wade earners in families with cniidren

would be eligible, but (1) sincles, (2} childless
couples, and (3) nonprlrary earners would be exrluded.
Open-ending the bill's 3jobs corconent to includ

one adult from each cateaqory, however, would--
according to Department of Lakcr (DOL)=--increase
estirated cocts from $6.6 billion to rcre

than Sz8 billion.

{e) The administration has not Zemonstrated that

the estirated SC.6 bHilliicn in sTergency assistance

funds would be s.Ificient for tre new rrogram. A
Department of Heaith, Ecucaticr, and helfare (HEW)
official informea us that this estimate was decided
arbitrarily without surveying cossikle State needs.
Substantially higher arcunts of emergercy assist-
ance funds may be needed due tc the prcrosed use

of a 6~month retrospective acccunting ceriod (see
pp. 9 and 10). ~lso, once an individuel is deter-
mined eligible, caymentcs would e dzlawed due to
processing regulr=nents. As a rzsult, oayments

may not meet current recipient eeds end more
emercency tunds rran estimated ~ay be n=eded

during the payment walting per:ods.

(f) Adrinistrative cozcts durinz the rrogram's

EhaSE‘ln (Ctaft'C, Fe[l loFe TaV "9 1nco*:‘ete.

Apparently the adrinistrstion ci:d not :naclude
coste of (1) developina the central ccrouter
systexr; (£) enrollina olc and ~ew reciTients;
{3) cdevelopina a-: dicserinatir forrs, manuals,
etc.: and (4) or:entaticr and trainine for Fed-
eral, State, anc _local adrinistrators.

~
-
e
v
.
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(g) The blll_goes not adequately deal with the
9§€§_l°“ of fiscal sanctions for States not
contrlbu*lng their share of benefit costs.

The Federal Government in such cases would pay
the difference. The administration has stated
that this problem is longstanding with existing
transfer programs and that the goal here is to
make Federal policy known, recognizing the
lengthy adjudicative and political problems
attendant with enforciig fiscal sanctions.

New program cost offsets

Some cost offsets considered by the administiration are
guestionable, and the new program's net costs may be higher
than the $2.8 billion net increased costs estimated by the
administration.

Certain cost offsets claimed by the administration

should not be included in calculating the net
costs of the new program. For instance, dis-
continuance of the extended part of the unemploy-
ment insurance program ($0.7 billion}) and the ex-
panded Comprehensive Employment Training Act
({CETA) programs ($5.5 billion) should not be in-
cluded as offsets. DOL has stated these programs
would be allowed to expire independent of and
prior to the new program's implementation. Also,
savings from heightened fraud and abuse controls
($0.4 billion) and (energy bill}) wellhead tax
revenues ($1.3 billion) should not be used as
offset costs, because such savings might be
available whether or not the bill is enacted.

Methods used to estimate costs

New program costs were estimated using a new computer
model (called "KGB" for the designers' initials) developed
by HEW specialists. This mojel--a host of mathematical
formulas depicting U.S. national and regional conditions=--
enabled HEW designers to estimate the dollar and social con-
sequences of certain bill features. Although the use and
development of welfare proposal testing models is not new,
this model is somewhat unigue. It attempts to simulate--like
none of the others--the likely behavioral and financial
effects on the population of installing a consolidated cash
aid and a large PSE jobs program.
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is innovative model with HEW and oth
officials raises concern about (1) the extent to which
has been documented, verified, reviewed, and tested by
independent outside reviewers; (2) the age and resulting
reliability of data used for the model; and (3) the need for
model users to exercise caution when making decisions based

on model results.
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(a} The model has not fully been documented,

ALY, =i

ver .LL.LEU, or J.IlUUPt,‘IlUb‘“L.lY LEELEU UULb.LUt: UL 'HEIN’
which should be done prior to the general assign-
ment to it of high reliability. Bowever, HEW
described KGB as the best thinking available in
HEW, DOL, and the Internal Revenue Service.

(b) The use of 1976 population_and 1975 income
data and 1nter1m results from ongoing HEW soc1al

of t“e model ‘s projections. The model uses for
the proposal's cash and tax components (estimated
to be implemented in 1981) data taken from the
March 76 Commerce Department Survey of Income
and ¥ ‘.:ation, which was the latest information
avai’- le. A 17.Z percent inflation factor was
applied to arrive at projected cash and tax re-
lief outcomes for 1978. For its jobs component
(1.4 million jobs for 2.5 million percons in
1981), data used was derived from certain HEW-
contracted income maintenance experiments, now
ongoing in Denver, Colorado, and Seattle,
Washington.

(c} The results of this model--and any such
mathewatlcal model--should be viewed as

"suggestive” of actual outcomes and not
"predictive” of any simulated groqram s _out-
come. An HEw official told us their attempts
to validate KGB showed it not to be con-
c¢lusively accurate about certain economic
conditions projected for 1978. Caution must
be exercised in using KGB proljections for

future years such as 1981.
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2. TOTAL PROGRAM_IMPLEMENTATION AND ADMINISTRATION

A major goal of the new program is to "simplify the
welfare mess" and reduce its complexity by consolidatina the
Aid to Families With Dependent Children (AFDC), Supplemental
Security Income (SSI), and Food Stamps programs into a single
cash assistance program. Another major aim is to provide jobs
for recipients who can work and to blend together cash aid,
work earnings, and tax credits so that workers will be
(1) better off than those who do not work and (2) encouraged
to continue working. The bill would expand the existinag EITC.

The bill states that HEW would administer the cash com-
ponent; DOL and State and local governments, and private
agencies would administer the jobs component; and IRS would
continue to administer EITC. The bili sets a 3-year vhase-in
period--following the bill's enactment--to fullv install the
new system {(targeted for 1981). But, manv of the details
about the program's implementation and administration have
been neit-er stated in the bill nor developed by the admin-
istration.

The total p-- ram may be €far more difficult to implement,
coordinate, an? - .qinister *han the administration antici-
pates. For example:

(a) Recipients would have to be sorted 1ntQ

cggggorles. At Dresent, this represents a con-
ceptral definitional problem: Which categories
of recipients does society expect to work, and
which individuals should receive cash benefits
without a work requirement? In practice, how-
ever, the burden of interpreting eligibility
criteria would fall to the lowest levels of
administration at program intake centers.
Although the bill broadly sets out eligibility
guidelines for those who should and should not
work, decisions about "borderline applicants”
likely will be more complicated, more frequent,
and possibly more subjective than under the
existing separate programs.

(b} There is a gquestion about the general ability

in_this country to create 1.4 million PSE jobs

Based on CETA, State employment service, and
Work Incentive (WIN) placement experience, it
will be hard to create such a large number of
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PSE jobs which would {1) be beneficial both to
society and the job holders and (2) offer work
and training experiences which are transferable
to the regular labor market.

(c) Details about implementing and administering
the new program have not been worked out. Prob-
lems can be expected during the planned 3-year
phase-in period. For example, the bill's cash,
jobs, and EITC parts have differing start-up
dates, so that portions of the ¢1d system would
have to run parallel with portions of the new.
Based on the SSI experience, the 3-year pveriod
may be insufficient for phase-down of the old
cash (AFDC, S5S1, Food Stamps) programs and
phase-in of the new cash aid and jobs programs.

Compared with the SSI program and its startup
problems, the new program might have greater
problems. For example:

1. SSI transferred about 3 millicn recipients
from the 50 State programs to a single Federal
program, while the new program would enroll
over 13 million household units.

2. SSI uses more than 1,300 field offices while
the new program might need more than 4,000
field offices.

3. SSI uses 4 central computers and over 3,500
telecommunication terminals, while the new
program might use 8 to 12 central ccnoputers,
35 field computers, and as many as 13,000
terminals.

Specifically, the following tasks--necessary for

the new program's success--would be very difficult

to accomplish within the proposed 3-year time frame

(1) translate the bill’'s provisions into policy
statements and operating regulations and
procedures,

{2) establish new offices,

(3) hire and train new employees,

APPENDIX I
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(4) negotiate administrative arrangerents with
States and territories,

{5) Cdevelop and install a central computer and
communications system, and

(6) enroll new and old recipients and transfer
records to the new system.

{d) Extensive coordination would be needed among

numerous Federal, State, local, and otner aggnglgf
in administering the bill. The bill does not ad-
dress this question, nor does it assign the leader-

ship role.

By placing great emphasis on referral and exchange
between its jobs and cash components, the bill
makes effective interagency coordination far more
critical than with the present, separate programs.
For example, in cases where States elect to per-
form the intake functions, the new proaram may
involve the continuous shifting of case files from
the State social service department for payment
decisions, from there to the State employment
agencies for employability decisioneg, and then to
a CETA agency for a job placement. To accomplish
the n2eded coordination, the bill should clearly
assign a leadership role to one agency.

-3. CASH COMPONENT

The bill's basic national benefit levels are set at about

65 percent of the projected 1978 poverty lines for the re-
spective recipient units. The basic benefit for a family
of four, for example, in which no one would be exvected to
work, would be $4,200. In order to encourage State supple-
mentation of these basic payments, up to a recipient's
poverty line, the bill offers a Federal matching formula.

Two of the bill's goals are (1) to provide "adequate"
cash assistance for those requiring it and (2) to correct
the family splitting effects of the AFDC program. The bill
may not meet these goals. For example:

minimum 11v1ng needs. What minimum subC1stance
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aid, for example, is needed now by individuals and
families of given sizes living in different areas
to pace rising living standards and costs? What
needs-~-£food, shelter, clothing, health, transpor-
tation, legal, social, or other needs--should be
taken into account in establishing the basic
benefit levels?

The official poverty lines, on which the bill's
benefits are based, are questionable

measures of basic living needs. These lines
largely are extrapclated from 1955 and 1961
studies of household food corsumption patterns
and food budgets and may not accurately depict
currenct needs and living standards. In our view,
the starting point should be a current, complete,
and measurable definition of target groups' needs.
With such a standard, the adequacy of benefits
proposed under any program or combination of
programs could be decided. Without this standard
the adeguacy gquestion remains open.

{b) The bill, in some cases, may not remedy the

family dissolution_incentives of the present
oroqrams The AFDC program originally--and now
1n some 24 States--denied cash aid to most two-
parent families with children under the principle
that able-bodied fathers should work. This has
caused fathers to desert so that the family could
get AFDC benefits. To help correct this, the
bill provides universal eligibility for intact
families and blends earnings from work with cash
assistance and allows various exclusions, so that
an intact family having a working adult will have
higher income than if the employable adult left
the family.

If, however, a father uninterested in working
should leave his family, the bill would sub-
stantially increase the family's cash assist-
ance, thereby making it profitable for such a
father to leave.

For exawple, the basic benefit level for a
family of five with two adults {(one of which
is expected to work) and three children is
§2,900. However, if the father will not
work and leaves the family. the remaining
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unit's benefit could increase to $4,200, a
45-percent increase. In benefit~-supplementing
States, family splitting might be even more
profitable. If the State supplement, for
example, should amount to an additional 40 per-
cent of the national minimum, the increase for
dissolving the family of five would be $1,800.

The administration contends that family
splitting, or thc "absent father syndrome,”
under AFDC is still a problem. The bill way
not reduce substaatially the existing fiiancial
incentives for recipient families to split, and
the administration's goal in that regard may
not be met.

In addition, some administrative aspects of the bill's
cash component should cause concern. For example:

1. The bill requires or HEW proposes using

the following technigues for claims processing
and case maintenance purposes. Eligibility
would be determined based on a retrospective

€ -month accounting period. Recipient assets
would be verified annually, and income would

be imputed from assets, thereby reducing benefit
amounts. Recipients would report their status'
monthly. Eligibility would be redetermined
every 2 yvears. Our concerns are about (1} the
need to further analyze and test--and the pos-
sible costs to administer--some of the techniques
and (2) the desirability of applying all of the
techniques to all recipients.

Retrospective accounting period. The 6-month
retrospective accounting period would base

an applicant's eligibility and payment level

on his or her income prior to the date of
application. 1In contrast, SSI and the Fooa
Stamps programs base benefits on an applicant's
future needs. This is also true of som2 {State
operated) AFDC programs. The retrospective
approach would be less error prone and thereby
produce more sevings than current programs, but
would be less responsive to an applicant's
current needs, and cculd produce hardships

{and more need for emergency assistance).
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HEW estimates that shortening the retrospective
accounting pericd from 6 to 3 months, for examole,
would increase the bill's costs by an estimated

7 percent and make 21 percent more applicants
eligible for the program. But this could reduce
the incidence of hardships. Therefore, although
the prior period accounting technigue may be
desirable, more analyses seem needed toward a

goal of maximizing program savings yet minimizing
recipient hardships.

Income imputation and asset valuation and
verification. Cnder the bill, ineligibility

would result if nonbusiness assets {excluding

such things as cwner-occupied homes and cars)
exceed $5,000. The bill would count toward in-
come an applicant's income imouted from countable
nonbusiness assets exceeding $500 in value. Such
“irputed” income would reduce the amount of an
applicant's benefit, The bill proposes also to
verify and evaluate recivients' assets each year.
Under the AFDC and SSI programs, if an applicant's
nonbusiness assets exceed a certain limit, the
applicant is ineligible for benefits, but incomwe
from assets is not imputed for determining benefit
amounts.

The bill's imputation technique is aimed at helo-
ing persons with assets, yet not enough income
to sustain themselves. But this technique's
use would reguire much more precisenesc-~~and
lixely weuld be rore administratively costly--
than current prczrams, because here the valua-
tion of zssets woulcd determine both an appli-
cant's eligibilizy and payment amount. Also,
some persons will! not have enough assets to be
counted, and others will pe borderline cases
or have frequent asset value changes.

The admini.traticn may wish to consider more fully
(1) the feasibility of using the income impbutation
technique and preferred freguency of asset testing
and {(2) the possipility of analyzing recipient
target groups for high- and low-risk cases and
consider testing some with more rigor and fre-
aguency than others.

10
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Status reporting. ™illions in welfare benefits
now are paid in error to persons ineligible due

to unreported changes in their incomes. HEW would
require, therefore, a monthly report of each re-
cipient unit's income, assets, and composition.
The decision to require monthly reporting was
based largesly upon tests of this technique in

an HEW social experiment conducted in Denver,
Colorado.

Denver's experimental population, however, may
not typify the bill‘s target population. Also,
the expected volume of reports under the new pro-
gram might be difficult to process in a timely,
accurate way, and benefit payments might be sus-
pended and delayed. Some recipients will not
materially change their eligibility bases, and
their monthly reports can be expected to reflect
this. The administration may wish to test more
fully the desirability of its planned monthly re-
porting regquirement and consider requiring such
reports only of high~-risk clients.

Eligibilitv redetermination. HEW also would
require that each recipient reestablish eligi-
bility or reapply every 2 years. Under SSI,
AFDC, and Feood Stamps programs, this is done
annually, semi-annually, and monthly, respec-
tively. The planned less frequent redeteruina-
tion recuirement assumes that the monthly status
reporting requirement will reduce the need for
more frequent redeterminations, and savings
will result because redetermination is a costly
erercise,

We guestion that monthly reporting will take the
place of more frequent redeterminations. This

is based on exverience with the SSI program whexe
reported changes were not always handled bv the
system. We als> have serious reservations ahout
requiring all recipients to report monthly pri-
marily because (1) the sheer volume of reports
that must be processed accurately and timely so
recipients’' benefits are not delaved or suspended
and (2) the fact that certa:in types of recipients
expet ience infreguent changes in circumstances

o monthly reporting would serve no real value.

11
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In addition, SSI°s annual redetermination for its
4 million rec1p1ents generally results in a

£U percent Lnanae ll’l I.(:‘(.].U.l(:‘ﬂC [8(,01"05, and
40 percent of AFDC recipients stay with thei

P - vasro Tace Divrdtha - m~ateros o 5

program < years or less. rurcaer analysis

appropriate.
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2. The bill makes optional to the States admin-
istration of the intake function (recipient en-
rollment, application processing, eligibility
determination, etc.). To the extent States oot
to do the int~ke functions, the bill would create
dual Federal and State administrative structures.

Such an arrangement may not be less costly :xnd
simpler to administer than the current programs.
In addition, this arranqement would return to the

States S5S1I's in-ake functions, which were made
Federal functions in 1974, as a major steo toward

wal rafarm Tin~a CAT has now ocverco manty
WCLLGLC LT LUVLIH . -? L3I T [ R i o I w VVCL\-VMIC IHCIIKY

of its early severe error rate and administrative
nroblems, dismantling its administrative structure,

=<3

as the bi1ll would permit, is guestionable.

3. The bill mav not provide sufficient incen-

tives or controls to ensure that those States

choosinag to do so will effectively administer

the intake process. Current proaram incentives--

such as cost sharing between the Federal Govern-

ment and the States, and verformance rewards and
emee T3 Lo o 2 e 2l e

p(:'“dlL.lt‘:"‘"WUUJ.b UE lllllllll!létfu UY Lllt’ UlJ.L-
Instead of a significant sharing of costs with

+ha Cb-ni—nf-__::h1,~'n hac fh(\ nFani- nf Annr\nr:n\'
T2 Sotaies 1T nas 1 L&l Ct encouraging

States to minimize costs under AFDC~-the Federal
Governmen+ would fund at least 80 percent of the

bill's basic benefit and at least 90 vercent of
the States' administrative costs.

A possible offsetting factor to decreased fiscal
incentives might be the use of strong management
controls over State intake functions. Although
the bill ocrovides that HEW may use certain man-
agement control technigues, it does not require
their use. 1In our opinion, the bill should ore-
scribe sufficient fiscal incentives and manage-
....... OL e b e PR, D

AIE‘HL LUH’_.’.'JJ.b LU eliourL e ELL':'L.LLV'—‘ olLdite dajinlinil-=
stration of the intake processes.
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4. The bill's intent to reduce fraud, abuse,
and error--through irformation exchange--

and thereby realize savings is in apparent
conflict with the Privacy Act of 1974 and the
Tax Reform Act of 1976. Although the Privacy
Act has not prohibited exchange of information
for certain SSA programs, it has made exchange
of data among these programs difficult and,

in some cases, untimely. The Tax Reform Act

has restricted the use of individuals' tax in-
formation, so that the Social Security Adminis-
tration (SSA), for example, has not been able

to obtain tax information to verify applicants'
income as stated on their SSI applications. Both
acts have reduced SSA's ability to reduce fraud,
abuse, and error. The bill is unclear about its
interrelationships with these laws.

5. The bill does not provide specific hearings
and appeals mechanisms. Rather. general criteria
is set forth to guide HEW's development of such
mechanisms. Given the critical naturz of this
administrative function, the bill shnuld provide
more specific guidance to HEW :in defining the
mechan.sms for resolving disputed issues through
the hearings and appeals process.

4. JOBS COMPONENT

The bill would create up to 1.4 million new PSE jobs
paying minimum wagee for primary wage earners in families
with children. The administration estimates that 2.5 mil-
lion families per vyear would benefit from this part of the
program. By keeping the PSE jobs at the minimum wage, the
administration hopes to enccurage participants to seek
higher paying jobs in the public and regular labor markets.

The overall goals of the jobs component--increased job
opportunities for low income families and reduced welfare
dependency~--are important and necessary ones, given present
national and regional unemployment conditions. However,
the bill's provisions as stated may not achieve the admin-
istration's desired goals. For example:

13
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(a) The proposed 1.4 million jobs could be

misallocated due to poor data. The bill's jobs

funds are to be alliocated among localities based
essentially on the numbers of unemployed among
resideént target garoups. But CETA experiences
show that local unemployment data is loosely
defined, inconsistent, incomplete, and not reli-
able for allocation decisions. The Congress,
which in October 1976 authorized a Naticnal Em-
ployment and Unemployment Statistics Commission,
also recognized the need to develop more accurate
data upon which to base decisions about allocat-
ing funds to localities for public employment
purposes.

More labor market planning is necessary to

(1) identify levels of capability and needed
training among target groups; (2) survey, fore-
cast, and inventory special area job needs; and
(3) tailor jobs to local labor market and labor
force conditions.

(b) The proposed_jobs may not reach most needy.
The bill does nct provide a means for distinguish-
ing between those most needy and others in terms
of their eligibility for the planned jobs.

Rather, all unemployed primary earners in fami-
lies with children would be eligible for the jobs
regardless of their vossible financial or social
advantages. The WIN and CETA program experiences
showed little success in attracting and placing

welfare recipients in jobs.

(c) The proposed jobs may be mismatched with
target groups. DOL estimates that almost half
of the proposed job holders would be welfare
recipients. Experience under WIN and CETA shows
that employment of these groups is difficult be-
cause they lack education, needed skills, and
work experience, and because support services,
such as child care and transportation have not
been available. Also, most welfare families are
female-headed, whereas the proposed jobs--much
like the jobs created under CETA (title VI)
activities which we are now reviewing--may be
less attractive to females. Because the bill's
proposed jobs are similar to CETA jobs, a mismatch
with the near majority of eligibles~--welfare

14
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recipients--may result, anéd training could become
a major effort under the jobs component.

(d) Target populations may be treated differently

and, in somre cases, 1nequ1tablz-gggg£_§§g_ggll
This is because:

1. Job eligibility would be restricted to primary
wage earners in families; other needy groups—-poor
single individuals, childless couples, nonprimary
earners (see p. 2), and primary farily earners
when the proposed 1.4 million jobs have teen
exhausted--would be excluded.

2. Different wage rates would be paid for similar
public work. Proposed jobs would get minimum

wages, but CETA workers would get prevailing wages
which ordinarily are higher than trhe minimum wage.

3. EITC credits would be paid to rrivate and
some public workers, but not to holders of the
new PSE jobs. By doing so, the adrinistration
hopes to encourage movement from subsidized work
to unsubsidized private and public 3jobs.

{(e) The proposed jobs may not be transferable

to the regular laggg_narket. First, the skill
levels of target groups are presured by the
administration to be low, and it is guestionable
whether there would be enough time--given l-year
job durations, some with training--to prepare
recipients for the crossover from the prcposed
jobs to reqular employment. Second, the cross-
over (from the public service to private work)
success rates experienced under CETA have been
low. The majority of CETA workers who have moved
have gone to unsubsidized public jobs, which
raises a guestion of whether existing PSE

jobs provide the kinds of experience required

in the regular unsubsidized labor mwarket.

Third, there is an absence of consideration in
the bill for stimulating interest among private
sector employers to create needed openincs and
training. Although such stimulus ray be oro-
vided by the administration's overall erploy-
ment and training proarams, the links between
the proposed jobs and the private sector should
be planned for and anticipated in this bi1ll.

15
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{(f) Funds for the proposed jobs could substizute

for State _and local funds. “Substitution occurs
when State and local governments use Federal
funds for existing or planned progrars and ac-
tivities. At present, fiscal substitution in
public jobs programs may be as high as 20 to
40 percent. An estimated 20 percent of all
local government jobs in some metropolitan

areas now are held by CETA participants. Under

CETA legislation this constitutes an ineffec-

sl ChHaSalLaliiy iAo VilS Le Lu LTS A L OO0

tive use--and, in cases, a misuse--of Federal
funds intended to relieve unemployment by creat-
ing new jobs. There is nothing in the bill to
assure that its jobs component would not exper i~
ence similar substitution problems,

(g) There would be foreseeable difficulties

administering the jobs component. Theése include:

1. The bill reguires a 5-week search period for
a private sector job before an apolicant is
eligible for a PSE ijob. Subsequently, a
l-~week PSE 1dob sgsearch is reauired before an

STeS g8 SsTali il 2o

applicant is eligible for higher cash assist-
ance. The required iob search for unemplowved
persons may be a sound approach. Hywever,
based on other program experiences with work
requirements, it is guestionable whether tre
bill's job search provisions can te carried
out effectively and e<onomically.

J
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]
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4 The Dl.L.L proposes to use CO""‘DUCE(IZG’G job
matching to place appl:cants in jcbs. Our
Bahvivaryy YQ77 rennrds A ha CAaAncrceeo hao
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Employment Service~-~Problems and Copor
tunities for Improvement, Feb. 22, 1977,
HRD~-76-169) points out that it has yet to

be shown that such matching will improve
present capability to match individuals

with jobs in a timely and accurate way.

This is because file search now is impeded
by the volume and quality of applications,
lack of time, and difficulties in contacting
applicants.

3. Because of anticipated high turnover of puklic
Coarvimn wnarkars 1+ w11l ha mamcracesry A oo+
[ iy S A B W o) UL RNTC AL Oy 4 L ¥ 1L L L L e L.C\—CDJGLY LS Peadh ey
up and maintain a usable jobs inventory, bcth
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to ensure continuity of job flow and suit-
ability of vacancies to job seeker skill
levels. This will be difficult.

5. EARNED INCOME TAX CREDIT COMPONENT

The new EITC's purpose, building on the existing EITC's
goal of providing relief for working poor farilies, is to
(1) set up incentives for PSE workers to move to the private
labor market, (2) 1ncrease existing EITC relief, and (?) ex-
tend this relief to middle-income groups.

The first purpose--incentives to leave PSE jobs--would
be accomplished by denying PSE workers the credit but paying
it to all other workxers. The second goal--to increase exist-
inc relief~-would be accomplished by changing the existing
EITC formula. This would increase the maximum credit for a
family of four from about $400 to $655 per year. The last
goal--expanding coverage to middle-income groups--also would
be achieved by changing the existing formula. In effect, the
phase-out of the credit for a family of four would be in-
creased from the present 53,000 to about $15,600. This way
such families with adjusted gross incomes falling between
$8,000 and $15,600 also would receive some benefit.

The bill's EITC provisions raise the following concerns:

(a} EITC may not provide adeguate incentives for
EQX?EEBE_EQ_ESEEL§£_JQQ§- This is because -
holders of the proposed PSE jobs would be denied
an EITC, but private and other public sector
workers--below certain earnings limits-~would get
it. PSE jobs, however, could be supplemented up
to 10 percent--and likely more--by many States,
possibly reducing the take-home-pay incentive for
comparable regular workx to as little as $4.00 per
week. In addition, PSE jobs may offer more
security and otherwise be more attractive than
minimum wage private sector jobs.

wWith regard to job security, DOL estimated 90,000
current minimum earninas workers would lose their
jobs because of the recent increase in minimum
wage rates. Also, PSE jobs will offer training,
counseling, placement, and provide time off from
the Jjob for these activities. Many of the PSE
jobs, such as those involving out-of-doors work
constructing or maintaining recreational facili-
ties, may prove more attractive fcr the same wage.

17
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(b} A number of technical problems could result
if the EITC component is not fully enacted. The
bill's EITC provisions allow for a credit of

(1) 10 percent of the first $4,000 of earnings,
(2} 5 percent of the difference between $4,000
and the family's tax entry point (that is, the
earnings level, considering offsets, at which
taxes become pavyable), and (3) the credit's
phase-out of 10 cents of each earned dollar above
the tax entry point--up to $15,600 for families
of four. Under the new formula, the maximum
credit for a family of four would be about $6%55,
The first two parts of the credit would cost an
estimated $1.5 billion. This is included in the
bill's costs. The third part of the credit, the
extended EITC or phase-out part, is estimated at
$3 billion. This is not included in the bill's
costs.

If the phase-out part of the EITC component is
not enacted, a number of technical problems could
result. For example, if at an $9,100 adjusted
gross income the maximum <.edit was paid (about
$655), but at $9,101 no credit was paid, the
higher income person would be made $654 worse

off because the additional S$1 earned would result
in the loss of any credit being paid. This is
called a tax notch problem.

If, however, present EITC law continues as is,
and the earned income credit is phased out in

the same income range as cash assistance is
phased out, then combined marginal tax rates on
earnings of many workers in these ranges would

be severe. The Treasury Devpartment has stated
that, without the proposed EITC changes, marginal
tax rates may approach 86 percent. This means
that out of an additional dollar of earnings only
14 cents is retained for family use.

6. OVERALL INCOME SECURITY SYSTEM
PROBLEMS HAVING AN IMPACT ON THE BILL

We currently are making a study of the income security
system. The observations dealing with system problems in
this section largely are based upon the preliminary
results of this work.

18
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As stated earlier, the bill is a major first step toward
recognizing the interrelationships among cash aid, tax
credits, and public service jobs programs. 7The plan, how-
ever, primarily was developed by one executive agency (HEW),
will be deliberated by a few congressional committees having
specific jurisdictions, and will be evaluated, in many in-
stances, on the basis of incomplete and conjectural data.

(a) There is no overall policy guiding the U.S.
income security system, so individual refo:ms--
such as this bill--are considered largely on their
own merits without particular regard to the impact
on other programs or on the total system. Regard-
ing the bill's impacts on the Medicaid program,
for example, new recipients no longer will be
automatically eligible for medical aid and many

in fact, in fact, might be ineligible because of higher
pavment levels. The administration has left

this (eligibility coordination) problem, however,
for resolution by the future passage of a national
health insurance program. Other existing
programs—--such as retirement and disability, hcus-
ing assistance, unemployment insurance, and

so on--similarily would be affected.

{b) There is disagreement about which programs
and activities constitute the “income security
system.” and about the appropriate roles which
Federal, State, and local governments, the
Congress, the executive branch, and special
interest groups should play.

(c) A "systems view" does not exist for plan-
ning, authorization, appropriation, administra-
tive, and evaluative purposes. Despite the
dispersal of management functions among Federal,
State, and local governmental units, there is
little or no coordinative effort. Rather, each
program or set of related programs, for the most
part, is operated as a single entity.

(d) Because of data and reporting deficiencies,
there is an inability to understand the net
effects of the system and the probable conse-
guences of changes to it. Critical among these
deficiencies 1is the lack of standardization of
data and reporting requirements for the programs,
as well as a lack of data to measure living costs
State-by-State, much less by localities within
the States.
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Preliminary analysis of the bill suggests that
it would follow existing aid-to-State patterns
{see our report to the Congress entitled
“Changing Patterns of Federal Aid to State and
Local Governments, 1969-75," (Dec. 20, 1977,
PAD-78-15)) and provide more aid per capita to
high- and low-income States, less to middle-
income States, and greater fiscal relief for
States with generous welfare systems such as
New York and California. But, better data and
more analysis is needed here both to verify the
bill's likely distributional outcomes and study
the positive and negative aspects of such out-
comes.

(e} There is no central coordinating body
overseeing the income security system to

{1) study the system and its effects; (2) work
toward standardizing definitions, data, and
analytical models; (3) prepare impact statements
about bills and alternatives to them; (4) present
policy propositions; (5) reconcile differing
views; and (6) perform other functions as needed.

(11804)
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