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CENTER ON BUDGET
d AND POLICY PRIORITIES

March 3, 1993
To:  Melanne Verveer
Gena Sperling

From: Bob Greenstein

You guys did great work cn the Earned Income Credit. Now ot o Lhe next
problem.

As I've mentioned to buth i you on the phone, a very unfortunate HHS
emergancy regulation was publisned March 1. It will terminate refugee cash and
meadical assistance for a substantial number cf poor retugees — many of them
families with children - on April 1. Anyone who has received aid for five months
will be cut off.

HHS tonk this achen because it believed it had no choice — that the refugee
cash and medical assistance program was running out of money. There is a curious
(and sad) buckyround to this.

The Office of Refugee Resettlement (ORR) in HHS was run during the Bush
Administration by Chris (Gersten, who is very conservative (and is married to Linda
Chavez). Under Gersten, ORR charged ahead with a plan to “privatize” the refugee
cash and medical assistance program and did so after the election as well as before it.
Gersten charged forward so bullishly that he violated legal requirements on public
comment and rule-making and HHS was sued. In early February, a federal district
court enjoined ORR from privatizing the program without going through certain
procedures first. ORR had apparently planned to cut the program quietly by giving
the private contractors amounts that would have forced them to cut refugee benefits.
With the privatization option gone for this year and an apparent funding shortage in
the program, HHS felt it had no alternative but to issue this emergency rule.

HHS apparently did attempt to avoid this outcome by securing a modest
amount of supplemental funds, but this issue apparently aiuse during the last two
weeks the busdget was being put together in February — and it appears to have fallen
through the cracks. David Ellwood at HHS told me he thought HHS had appealed to
OMB and beert lusned down. OMB staff say they didn’t handle such an appeal and
thought the matter was appealed by HHS to the National Ecenomic Council. In any
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evenl, it is likely that during the hectic final day< of work on the budget, this matter
did not receive high level attention. Everycne was understandably focused on larger
issues than the need tor $3V0 mullicn (that's all it is) to prevenl a cut-off of refugee aid.
During this perind, of course, there was no OMB associate director fer human
resources. (I know, I know, this problem probably would have been addressed 1t I'd
taken the Job.) Wlieri Lihe budget came out without any supplemental funds for
refugee assistance in it, HHS evidently felt it had no alternative but to proceed with
this harsh rule.

This seems to be a case ¢f a new administration carrying out a policy of the
previous administration that it probably does not agree with — but that goes forward
anyway in the early days of a new administration because so few appointess are on
board and no one gets hold of it. Indeed, the new rule runs counter to a statement o?
Administration policy in the Administration’s February 17 budget book, as our
attached memo notes. Some of this happens in the early days of every
administration, but in this case the results would be grim.

So what can be done? All that is needed is $30 to $35 million. {I'm told that
HHS estitnales the shortfall at $30 million.) The Clinton Administraticn has a $16
billion supplemental on Capitol Hill. Surely, $30 million can be trimmed frem one or
a few items to make rcem for a $30 million addition to avert this problem.

The stimulus package has huge requests for some items. In a number ot these
cases, $10 milllon less would make no significant difference. (This is true evan for
some Of the most desirable items in the package.) Slightly shave the increase for
three items by $10 million, for example, and this matter can be addressed. It's ha:d
tc explain how substantial sums can he found for questonable programs such as the
Economic Development Administration but $30 millicn or $35 millicr cannot be
focund for indigent refugees.

But this matter can be dealt with only if the Administration acts promptly.
Congressional leaders underetandably wish to disconrage Members from adding their
own items to the stimulus package. For this issue to be addressed, the
Administration would need to fine-tune its request a bit tv move $30 million or $35
miliion for this purpose.
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Background

The refugee rash and medical assistance program assists refugees who meet
the AFDC income limits (which are well below the poverty line in most states) but
who cannot receive AFDC because they do not meet the AFDC tamily composition
requirements. Those receiving refugee cash and medical assistance fall mainly intn
two groups — two-parent families with children and indigent individuals who do rot
receive SS1. The refugee cash and medical assistance pregram provides casl assis-
tance at the same levels as the AFDC benefits paid in a state and medical benefits
comparable to Medicaid. The programs are administered by the Office of Refugee
Resettlement in HHS's Administration far Childron and Families !

Over the Reagan-Bush years, apprupriations for refugee assistance programs
were reduced substantially relative to the number of refugees admitted te the United
States. Funding was ended for federal reimbursement of state costs in serving
refugees through AFNDC, Medicaid, SSI state supplements, general assistance, and
general medical assistance programs. In addition, the Reagan and Bush Administra-
tions sharply cut the refugee cash ancl medical assistance program. The program
originally previded benefits for up to 36 months after a refugee arrived i the United
States. But under Reagan and Bush, the duraticn of benefits was reduced to eight
months. After this period, poor refugees lese all government cash and medical
assistance uniess they happen to qualify for other programs, which many do not. As
a result, some refugees admutted to the United States to reunify their families (a
major reascn for many refugee admissions) may be forced to split up their families to
qualify for AFDC if they have exhaustad their eight months of refugee assistance and
not baen able to find a job.

The states in which the most funds are received through the refugee cash and
medica! assistance program are, in declining order of funding, California, New York,
Washington, Florida, Massachusetts, Illinois, Oregon, Pennsylvania, Mirnesota, Texas
and Michigan.

Recent Events

In 1992, the Bush Administration proposed “privatzing” the refugee cash and
medical assistance program by terminating state administration of the program and

' The Office of Refugee Resettlement also provides about $10 million in matching grants to
vuluntary resettlement agencles (“volags™) that use private hunds to provide assistance to some
refugees in lieu of refugee cash and medical assistance. Aid to "unaccompanied minor” refugees is
alsu hondled separately, recerving $30 aitlivat,
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giving voluntary resettlement orgarizations contracts to assist refugees. After the
merits of this plan were debated in Congress, the confzrence report on appropriaticns
stated that it "neither endorsed nor prohibited implementaton” of the privatization
program but required the Office of Refugee Resettlement to take several steps to
protect recipients before proceeding with any privatization.

Nevertheless, the Office of Refugee Resettlement — under the direction of
Chris Gersten, a strong conservative (and husdand of Linda Chavez) — charged
ahead during the waning months of the Bush Adminictration with a plan to privatize
the refugee cash and medical assistance program without taking the requisite steps.
Low-income retugees and a national organization of refugze service providers sued in
DNecember to enjoin privatization, arguing that safeguards for recipients were not i
place and that the Office of Refugee Resettlement had violated the Administrative
Procedure Act by not publishing regulations and seeking comments on plans for the
privatized program. During the course of the litigation, ORR asserted that scrapping
privatization would force the program to be Limited te four or five months of
assistance. ORR anticipated that the privatized program would save money by
limiting cash benefits to refugees and scaling back medical coverage.

On February 12, 1993, a federal district court permanentiy enjoined the Office
of Refugee Resettlement from privatizing refugee cash and medicai assistance without
first seeking public comment on proposed rules for a privatized program. The Office
of Refugee Resettlement says that under such a ruling, it can not implement a
privatized program before some time next fiscal year al the earliest.

On February 5, L.aurence Love, the Acting Assistant Secretary for Children and
Iamilies, signed an emergency rule to cut off all cash and medical henefits for
refugees who had received five months cf assistance. The rule stated that this step
was necessary because the program was runqing out of money. Secretary Shalala
subsequently signed this rule on February 18, and it was published March 1 in the
Federal Register. The rule takes effect on April 1, 1993,

The Effects of the New Cuts

Refugee cash and medical assistance programs primariiy benefit two-parent
families and childless individuals and couples. The Office of Refugee Rescttlement
reports that the fraction of refugees qualifying for RCMA has roughly doubled over
the last four years, with two-parent families accounting for most of the increase. ORR says
some families that might previcusly have qualified for AFNC are now forced to rely
on RCMA because of state AFDC changes. Amidst various state AFDC budget cuts
in recent years, a nuinber of states have tightened the AFDC «ligibilily criteria for
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two-perent refugee families in a way that makes many families that lived in refugee
camps ineligible.?

In areas with state or local general assistance (CA) programs, some families
losing RCMA may qualify for GA benefits. But GA cash assistance and medical
programs often have highly restrictive cligibility criteria (there are no federal
standards), so many families and individuals cut off from refugee cash and medical
assistance will not qualify — and thus will be unable to receive any other cash or
medical aid once their refugee benefits are terminated. Some of the states with the
largest refugee populations — including Washingtor, Florida, Texas, and Michigan —
either have no general assistaie program at all (states need not have one) or provide
general assistance only to very narrow classes of persons such as the disabled. Other
heavily impacted states such as New York are facing major budget aeficits and may
seek to deny benefits to families exhausting their RCMA benefits.”

These new cuts essentially carry forward tlie Reagan-Bush policy of hostility
toward refugee assistance. Moreover, because the refugee cash and medical
assistance programs provided 12 months of benefits through fiscal year 1991, the
reduction to five months means that the dwration of these herefits will have been cut
by more than half in just two vears — and by 85 percent since 1981. With
unemployment remaining at high levels, many poor refugees will not be able to find
jobs atter five months in the ccuntry, especially in areas like California where the
unemployment picture is particularly bleak.

Administration Policy and Congressional Intent
These cuts are contrary to the Administration’s own budget book. On page 61

ot A Vision of Change for America, the Clinten Administration pledges to "design a
program to offset the impact of refugees and undocumented residents on the budgew

? Eligibility fur AFDC for twu-parent farilies generally depends on the family’s principal wage-
earner having worked a sufficient amount in the period immediately preceding tus or her application
for benefits. Although most refugees were working in their countries of origin, many spent months in
refugee camps before coming to this ceuntry. HHS gives states substantal latitude (b determine
whether chores done in those camps count as work. If states decide nut to count these chores, bve-
parent retugee families that spent time In camps oflen ave ineligible for AFDC.

* General assistance programs are programs that provide assistance o verv pour pecple who ore
not eligible for AFDC or SSI because they are ot elderly or sufficiently disabiecf to get SSI or are two-
parent families that do not meet thie restiiclive eligibility criterio such families must satisfy w get
AFDC. GCeneral assistance programs are funded entirely by state or local governments; ne federat
funids are involved, and no fedoral etandards apply. Many arras sither have no general assistance
rogram oOr have a program that is extremely limited and does not cover substantial categeries ot
indigent families and individnals, whe are ineligible for any fonn of government cash aid as a result
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uf Stale and local govemments, including those in California, Texas and Florida.”
This regulation dees precisely the opposite.

The new regulation also appears to be inconsistent with Congressional intent.
The House Appropriations Committee’s report accompanying the Labor-HHS-
Education Appropriativns Lill for fiscal year 1992 did state that the level of funding it
was providing would require that eligibility for refugee cash and medical assistance
programs be reduced to five months if the program was not privatized. But the
House-Scnate Conference Committee increased that funding by 43 percent above the
House level, and its report expressed no expectation that the number of months of
eligibility tor RUMA would be reduced.

Are the Cuts Necessary?

Some doubt exists as to whether available funds are in fact so short that these
cuts are necessary. Oregon’s state refugee program coordinator, working with
coordinators from several other states with large numbers of RCMA recipients, has
prepared an aualysis suggesting that the funding shortfall is not as serious as the
Office of Refugee Resettlement believes because fewer refugees are being admitted to
the United States this year than last. These state coordinators question whether
imposition of a five-month limit is necessary. The Office of Refugee Resettlement has
not released sufficient data to evaluate this matter.

Several Members of Congress have also been concerned about the issue and
have requested an urgent GAO investigation of the funding status of the program.

* The House Report rafers to funding four months of assistance, but this is actually equivaient to
providing beneflts for refugees’ first five months in the country; refugees gemerally do not meet
RCMA’s income limits in their first month because of the rescttlement checks that they receive.
Sitnilarly, the current program, covering refugees’ first cight manths, in fact provides only seven
maonths of benefits in most cases.

® The House version of the FY 1993 appropriations bill provided a tatal of $163.3 million for
RCMA ond the voluntary agencies’ matching grant program. In fiscal year 1992, the matching grant
program received about $40 million, and the Office of Refugee Resettlement ultimately allocated the
same amount far the matching grant program in fiscal year 1993. Thus, with $40 million for the
matching grant program, $123.3 niillion remained for RCMA in the House bill. ‘Ihe tinal
appropriations bill provided a single combined amount for RCM A, the matching grant program, and a
program to aid unaccompanied minor refugees. Atter CKK allacated funds to the otlier twu prograns,
it had $175.8 million for RCMA, a 45 percent increase over the House level.

Participatien in RCMA declines significantly with each additicnal menth for which coverage is
available, because with eadi passitg month, more refugecs find jobs. As a result. the confrrvemce
conunittee could reasenably have expested that the addiional money it added to the House bill would
sullive L (und a program providing benefits for eight months in diration,

)

0



03-05.-33 1€:54 CEPP - 4566244 HO. 539
. -

The GAO investigation started just as the Mareh 1 final rule was being published.
The cuts are scheduled to take effect, however, before the GAQ inves:igation s likely
to be completed.®

If the ORR analysis is correct and the program is in fact running out of money,
the shortfall — i.e., the additienal amount needed to avert this cutback — is small.
ORR has saia that if no change is made in the program, the available funds would
carry the current program through the end of July, or ten months into the fiscal year.
Since $175 million is available for RCMA, this implies funds have been spent at a
pace of $17.5 million a month. At this pace, funding the program for the remaining
two months of the year would cost about $25 million. We have been told HHS
estimates the shortfall at $30 million.

Cenclusion

We believe the Administration should immediately explore two issues:

. Is this harsh action really necessarv or, as some states maintain, is the
funding situation less severe than the Office of Refugee Resettlement
believes?

. Can a very small amount of the $16 billion in supplemental appropri-

atons in thie slimulus package - probably about %35 million — be
trimmed from other parts of the package and used to prevent this
cutback and avert the deprivatioit :t would cause?

Because Congressional leaders want to discourage Members from tinkering
with the Admirustration's package, Congress is very unlikely to address this issue
unless the Administration itself fine-tunes its supplemental appropriations request in
this manner.

¢ In fiscal year 1993, sume $175.8 nillion is available for RCM A, which is about $13 million less

than the amoun; actually spent last year. At the same time, the ceiling for refugee admissions this
year was reduced from 172,000 to 122,000. Om a per refugee Lasic, this vear's appropriation appears to
provide about the same amount of funds as was spent last year.

I addition, some states report slower spending of RCMA funds this year than Jast. Tl
Officw of Refugee Resettlement says it does not consider this factor in determining the amount of
tunds available hecause it believes that the program’s spend-out 1ate flucluates a great deal.
Resohution Lf these and other questions will apparently await completion of the GAO report.
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FOR IMMEDIATE RELEASE: CONTACT: Michelle Bazie
September 22, 1995 Robert Greenstein
Revised September 23, 1995 (202) 408-1080

o
NMILLION LOW-INCOME HOUSEHOLDS HIT BY ROTH PROPOSAL,
MILLIONS OF FAMILIES WOULD FACE TAX HIKES

More than 15 million low- and moderate-income working households would have their
incomes lowered through either tax increases or benefit reductions under cuts proposed today in
the earned income tax credit by Senate Finance Committee chairman William Roth. The EITC
cuts equal roughly $40 billion over seven years, nearly double the $21 billion in EITC reductions
assumed in the Senate budget resolution and the $23 billion in EITC cuts the House Ways and
Means Committee approved earlier this week.

The Roth EITC proposals would cause very large tax increases and benefit reductions for
millions of families. Divorced mothers who work at a modest wage and receive some child
support would be hit especially hard. In many cases, they would lose $1,000 a year and face
substantial increases in the taxes they owe to the federal government.

Working families that receive Social Security because they include a family member who
is disabled, a widow raising a child and working at a low wage, or an orphan being raised by a
low-income worker also would face very large tax increases and benefit losses. The Treasury
Department estimates that the average EITC reduction for these families would be $860 a year.
! All families with two children, all families with one child and income over $11,630, and
all poor workers without children and income below $9,500 would have their EITC reduced or
| terminated.

. A divorced mother of two children who earns $20,000 a year (in 1995 dollars),
incurs $200 a month in child care costs, and receives $250 a month in child
support would have her EITC reduced $8,800 over the next seven years. If a tax
credit of up to $500 per child also is enacted, the family would suffer a net loss of

$4,900 over the next seven years. C M
i <o

All of this loss would be in the form of a tax increase. The total amount the

family paid the federal government in income and payroll taxes woul fise $4,900 ij;%z
over the next seven years=#®rif the child tax credit also is enacted Under

current law, this family would pay $400 in net income and payroll taxes next year 1//
and $530 in 2002. If the Roth EITC proposal and the child tax credit both are

enacted, the family’s tax bill would jump to $800 next year and climb every year
after that, reaching $1,280 by 2000 and $1,580 by 2002. The family’s taxes

— more —
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