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as well. Both the House welfare bill and the welfare bill the Senate Finance Committee approved
in late May would block grant the AFDC program.

“These proposals,” Shapiro said, “would alter basic low-income benefit programs in such
a way that states would be forced either to deny aid to the newly unemployed during recessions,
to cut benefits across-the-board during recessions to accommodate a larger number of poor
households, or to raise state taxes or otherwise come up with more state funding during
recessions to fill the fiscal holes left by federal cuts.”

“In a recession,” Shapiro continued, “the safety net would be able to cushion the fall of
fewer laid-off or underemployed workers than it has in past recessions.”

Finally, the budget resolution calls for substantial reductions in employment and training
programs designed to enhance skills and improve the ability of program participants to secure jobs
paying wages that can bring families out of poverty. The budget resolution calls for reductions in
funding for these programs by about 40 percent in 2002, after adjusting for inflation.

Weaker policies would exacerbate deteriorating employment conditions

These changes in policy would have the effect of exacerbating the deterioration in wages
and benefits for those at the bottom of the pay scale that have occurred in recent decades, the
report concluded. Wages have eroded steadily for two decades, with the proportion of full-time
workers paid a wage too low to lift a family of four to the poverty line one-third higher now than
in the late 1970s. And just 30.3 percent of poor workers were covered by employer-provided
health insurance in 1993, down from 35.5 percent in 1988.

The working poor families and individuals who would be affected by these policy changes
span all racial, ethnic, and geographic groups, the report noted. Men and women each make up
about half of the working poor population. While minority workers are more likely to earn low
wages and to be poor than non-minorities, the majority of the working poor are non-Hispanic
whites.

Working families in rural areas are more likely to be poor than are urban working families,
the Center added. In addition, workers with limited educational attainment have a higher poverty
rate than workers with more education.

The Center on Budget and Policy Priorities conducts research and analysis on a range of
government policies and programs, with an emphasis on those affecting low- and middle-income
people. It is supported primarily by foundation grants.
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. Efforts to increase employment and earnings: The budget resolution
includes cuts in employment and training programs reaching about 40
percent by the year 2002. In addition, the House AFDC proposal would
be virtually certain to both directly and indirectly reduce funding for
training and placement efforts to move AFDC recipients into gainful
employment.

The potential effect that many of these proposals would have during economic
downturns should be of particular concern. When poor workers lose their jobs
during recessions, they typically have few resources to fall back on and need help to
tide them over until they find new employment. The growth in the use of safety net
programs during recessions is largely caused by working families who have lost
their jobs. For example, the number of people receiving food stamps rose by five
million during a two-year period of the last recession.

Proposals moving through Congress would alter the structure of key programs
so that they either become fixed block grants or are subject to spending caps that
would prevent the programs from automatically responding to increased need
during recessions. These proposed changes would affect key programs for the
working poor like food stamps and Medicaid. The budget resolution also includes
reductions in the unemployment insurance program, even though the current
program provides assistance to only one in three of the unemployed, which is well
below its historic rate of protection.

The sweeping implications of the new Congressional agenda for the working
poor — and the extent.to which it departs from the recent consensus approach —
have been largely overlooked. The agenda may undercut efforts to assist the
working poor more than its authors realize or intend. But unless the direction of the
new agenda is reversed, it will exacerbate the already-significant and growing
problems of this group.












Table I
Characteristics of Poor Workers , 1993

Part-time Full-time
All All or part-year year-round
workers  poor workers  working poor  working poor

Number (in millions) 136.4 10.1 7.7 24
Race

Non-Hispanic White 77% 55% 55% 55%

Black 11 ' 22 23 18

Hispanic 9 20 19 25

Other 3 3 3 2
Sex

Male 53% 47% 43% 57%

Female 47 53 57 43
Age

16 to 17 years 2% 3% 3% 0%

18 to 24 years 15 27 31 15

25 to 64 years 79 68 63 84

65 years or more 4 2 2 2
Source: U.S. Census Bureau

. Most poor workers — 68 percent — are of prime working age (age 25-
64).
. Slightly more than half of poor workers — 53 percent — are women.’

While most poor workers are non-Hispanic whites, black and Hispanic workers
are substantially overrepresented among the working poor, including the segment
of the working poor that works full time throughout the year. Indeed, both black
and Hispanic workers are more than twice as likely to fall into poverty as non-

5 The full-time year-round working poor include more men than women; nearly three-fifths of them
are men. At the same time, poor workers who are employed less than full-time throughout the year
include more women than men. These distributions reflect the fact that the majority of full-time workers
— whether or not they are poor — are men, while the majority of part-time workers are women.
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Figure 2

Value of the minimum wage, 1955-1995
Adjusting for inflation
(in 1995 dollars)
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into law by President Bush."” But this legislation made up only part of the ground
lost to inflation (see Figure 2). And since 1991, the minimum wage has again stood

The value of the minimum wage is now 26 percent below its average
value in the 1970s, after adjusting for inflation.

The real value of the minimum wage is below its value for every other
year since 1955, with the sole exception of 1989. Current inflation
projections suggest that in 1996, the annual value of the wage floor will
fall slightly below its 1989 level in purchasing power, and will thus reach
its lowest level in four decades.

During the 1960s and 1970s, the earnings of a full-time minimum wage
worker employed throughout the year typically were enough to lift a
family of three out of poverty even without considering other sources of
income. In 1995, by contrast, full-time minimum wage earnings alone
fall $3,350 below the estimated poverty line for a family of three.

15 This 1989 legislation passed the House by a vote of 382 to 37 and the Senate by 89 to 8. It received
the support of virtually all Democratic members and the support of about 80 percent of Republican
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Figure 3

Share of Benefits from the Child Tax Credit
Received by Various Groups of Children

Percentage of Tax Benefits
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Source: Center on Budget and Policy Priorities caiculations
based on unpublished Congressional Budget Office data.

children fall into this category. A significant share of these children are
in working poor families.

. Altogether, the 40 percent of children in the families with the least
income would receive 3.5 percent of the tax benefits from the child tax
credit. By contrast, the 40 percent of children in the families with the
most income would receive 64 percent of the tax benefits. (See Figure 3.)

. Millions of the children who receive no credit or only a partial one live
in families with incomes above the poverty line. A family of four with
two children that incurs child care expenses and qualifies for the full
Dependent Care Tax Credit would not receive any benefit from the child
tax credit until its income reaches $24,000 and would not receive a full
credit until its income reaches $30,000.

The child tax credit reflected in the Contract with America issued last September
was partially refundable and would have been of some help to the working poor,
The House Ways and Means Committee dropped this feature of the credit, however,
in part to help secure the revenue to add a proposal reducing and ultimately
eliminating the alternative minimum tax for corporations. Data from the Internal
Revenue Service show that this change in the alternative minimum tax primarily

& (...continued)
House Budget Committee.
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Because the expansion in Medicaid enrollment exceeded the contraction in
employer-based insurance, the proportion of children under age 11 lacking some
type of health insurance fell over this period, from 12 percent of children in this age
group in 1988 to seven percent in 1994.%

Nevertheless, the lack of health insurance coverage remains a significant
problem, particularly for the working poor and their children.” In 1993, the latest
year for which these data are available, 26 percent of all children in working poor
families — or 2.4 million children — had no health insurance. The problem was
more severe among adults; nearly half of poor adults aged 16 to 64 who were
employed lacked health insurance. Overall, nearly two of every five people living in
working poor households — 38 percent or 8.1 million people — did not have any
health insurance in 1993.

Proposals To Cut Medicaid

The important role that Medicaid has come to play in providing health care
coverage for children of low-wage earners may, however, soon be at least partially
reversed. The conference budget resolution assumes extremely deep cuts in federal
Medicaid spending, with the reductions equaling $182 billion over the next seven
years.

Some proponents of Medicaid reductions of this magnitude characterize their
proposals as slowing the rate by which federal Medicaid spending will grow. This
characterization obscures the depth of the reductions in Medicaid coverage and
services that states would have to make to remain within the new federal funding
limitations. The Congressional Budget Office projects that Medicaid costs will
increase by 10.4 percent per year between 1995 and 2002. The budget resolution
would limit growth in federal Medicaid payments to four percent per year by 1998.
This austere cap on federal Medicaid payments to states would cause the average
state to lose about 30 percent of the federal Medicaid funds it would receive in the
year 2002 under current law.

It is highly unlikely that states could reduce their Medicaid costs this much
without cutting back on eligibility and services. Over the next seven years, rising
Medicaid enrollment is expected to account for about 40 percent of the growth in

% John Holahan, Colin Winterbottom, and Shruti Rajan, The Changing Composition of Health Insurance
Coverage in the United States, Kaiser Commission on the Future of Medicaid, January 1995.

3 The data in this paragraph are based on both published Census Bureau data and authors’ tabulations
of the March 1994 Current Population Survey.
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require work program participants to work in subsidized or unsubsidized jobs. By
2002 participants would be required to work 35 hours each week. Parents
participating in training, education, and job placement activities would not count
toward a state’s participation requirements, so it is likely that few, if any, resources
would be available to fund successful programs such as that operated in Riverside.
Much of a state’s limited funding for welfare-to-work projects will instead be used
for “workfare programs” that have been found in the past to have little effect either
in raising wage or skill levels, or reducing AFDC receipt.

It is difficult to estimate the effects on welfare-to-work programs here with
precision, in part because many states may choose to ignore in part or in whole the
new participation requirements. As noted in the child care section, the House and
Senate welfare bills contain requirements that states place a very high percentage of
recipients in employment programs or lose up to five percent of their block grant
funding. No previous welfare-to-work programs have achieved such high
participation rates and the Congressional Budget Office projects that under both
bills, most states will fail to meet these requirements and accept the funding
reduction.

Increased Vulnerability During Recessions

During recessions, low-wage workers often lose their jobs, see their hours of
work reduced, or face wage declines. Such families frequently have limited savings
on which to rely during economic downturns and may need temporary help until
the economy recovers.

The emerging Congressional agenda would impair the ability of the safety net
to respond to increased need among the working poor during a recession. It would
do this largely by changing the fundamental structure of several programs so they
no longer extend assistance automatically to all those who meet the requisite
eligibility criteria. Instead of the current entitlement structure that responds quickly
and efficiently to overall changes in need, as well as to changes in relative need
among states, these programs would be structured as block grants that provide
states with fixed amounts of money regardless of economic conditions or as
“capped” programs with overall funding limits that would not raise during
recessions. That is, if the need for services or assistance increases during a recession,
federal funding would not be adjusted under these new program structures.
Working poor families that became eligible for aid during a recession could be
turned away or receive only limited assistance. Specifically:

. The House welfare bill would place a cap on annual food stamp
expenditures at the exact dollar levels the Congressional Budget Office
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on future generations and reduce interest rates, thereby spurring economic activity.
But the current deficit-reduction approach is strikingly imbalanced, with the
working poor taking some of the hardest hits while wealthy investors and some
large corporations realize windfalls. It has also become clear in recent years that
overall economic growth is not, by itself, sufficient to improve the prospects of the
working poor. If wages continue to erode, and the new federal policies accentuate
this trend by diminishing support for the working poor, the economic payoffs from
a smaller deficit may not be of much benefit to this group. Rather than increasing,
their already strained standard-of-living is likely to decline, dropping them deeper
into poverty.

In the rush to adopt new policies, the full implications of some of these policies
are being overlooked. As the new Congressional agenda moves forward, the
imbalances in how some of the new policies would treat the working poor need to
be addressed. Otherwise, we can expect the number of working families falling into
poverty to swell and the degree of their poverty to sharpen.
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