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8
The Poverty Measureand AFDC

In addition to reviewing the statistical measure of poverty, the panel was
asked to consider issues of benefit levels for government family assistance
programs—in particular, a national minimum benefit standard for the Aid to
Families with Dependent Children (AFDC) program. Currently, there are large
differences in AFDC benefit standards across states, and no state provides
benefits as generous as the official poverty thresholds.

Federal policy makers have severa times considered enacting a uniform
minimum benefit standard that would provide a nationwide floor for AFDC
benefits. The congressional debate over the Family Support Act (FSA) of 1988
included proposals for a national minimum benefit, but they were not accepted,
largely because of the sizable estimated budgetary costs to the government. The
FSA did request a study of minimum benefit standards, however, and this
chapter responds to that request. We considered conceptual and statistical issues
involved in setting a national minimum benefit standard for AFDC, just as we
considered such issues for the poverty line.

In our review, we focused on the nature of the relationship between
program benefit levels (whether in AFDC or other cash and near-cash
assistance programs) and a measure of poverty (whether ours or another), and
we show why that relationship is indirect at best. We aso considered the
relationship of the proposed poverty measure to AFDC standards of need.
AFDC is unique among cash and near-cash assistance programs in that the
states are required to establish a standard of need but are not required to—and
often do not—use this standard to determine actual benefits. (See Appendix D
for details of the AFDC program.)
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DETERMINING PROGRAM BENEFIT LEVELS

We recommend (in Chapter 7) that serious consideration be given to the
use of the proposed poverty measure as an eligibility standard for programs that
tie eligibility for benefits and services to the current poverty measure. It might
seem alogical next step to suggest a direct relationship of the proposed poverty
measure to program benefits. Certainly, the existence of a poverty threshold that
makes reasonable adjustments for differences in family circumstances,
including differences in the cost of living across regions of the country, creates
an impetus for program benefits to be related to that threshold. However, there
are many factors that properly enter into a determination of benefit levels, only
one of which is a poverty threshold.

At present, there is wide variation in AFDC benefits across the 50 states
and the District of Columbia, and, in most states, benefits are considerably
below the official poverty threshold. As of January 1994, the states median
standard of need for a three-person family was 60 percent of the corresponding
official poverty threshold, and the median maximum benefit was 38 percent of
the poverty threshold.? The median of the maximum combined AFDC and food
stamp benefit for the states was 69 percent of the poverty threshold. Looking
across states, the maximum AFDC benefit for a three-person family in January
1994 varied from $923 per month in Alaska to $120 in Mississippi, with a
median of $366, a mean of $396, and a coefficient of variation of 40 percent;
see Table 8-1.2 The maximum AFDC benefit ranged from $240 to $552
(25-58% of the poverty threshold) in about two-thirds of the states; eight states
exceeded thisrange, and eight states fell below it.

The maximum combined AFDC and food stamp benefit for a three-person
family exhibited somewhat less dispersion, varying from $1,208 in Alaska to
$415 in Mississippi, with a median of $658, a mean of $675, and a coefficient
of variation of 22 percent. Food stamps have this effect because of the
program's benefit formula, which assumes that families will devote 30 percent
of their countable income to food expenditures (see Chapter 7). Hence, an
increase of $1 in AFDC benefits (or other countable income) decreases food
stamp benefits by 30 cents, and a decrease of $1 in AFDC benefits (or other
countable income) increases food stamp benefits by 30 cents. The maximum
combined AFDC and food stamp benefit ranged from $528 to $822 (55-86% of
the poverty threshold) in 39 states. Adjusting AFDC and food stamp benefit
levels to take account of differencesin the cost of living by state further reduces
the variation, although only to alimited extent (see below).

1 The three-person family (parent or caretaker and two children) is the usual reference
family for AFDC.

2 The coefficient of variation is the standard deviation of a distribution as a percentage of
the mean value; the standard deviation is the value that when added to or subtracted from the
mean includes about two-thirds of the observations (states in this case).
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Maximum AFDC Benefit ~ Maximum Combined

AFDC/Food Stamp

Benefit
State AFDC Dollar Percent of Dollar Percent of

Need Vaue Need Value Need
Standard

Rhode Island 554 554 100 822 148
South Carolina 440 200 45 495 113
South Dakota 491 417 85 688 140
Tennessee 426 185 43 480 113
Texas 574 184 32 479 83
Utah 552 414 75 686 124
Vermont 1,124 638 57 843 75
Virginia 393 354 920 644 164
Washington 1,158 546 47 804 69
West Virginia 497 249 50 544 109
Wisconsin 647 517 80 758 117
Wyoming 674 360 53 648 96
Mean 655 396 66 675 115
Median 574 366 66 658 113
Range 320-1,648 120-923 24-100 415- 47-187

1,208
Coefficient of 40.7% 39.5% 39.6% 21.8% 32.5%

variation®

SOURCE: U.S. House of Representatives (1994:366-367).

2 The values apply to Wayne County.

b The values apply to New York City.

¢ The standard deviation of the distribution as a percentage of the mean value.

Proposalsfor AFDC Minimum Benefits: A Brief History

The origina Aid to Dependent Children program, the predecessor to
AFDC, was enacted in 1935 as part of the legidation that ingtituted a national
Social Security system.® It was designed to put on a sounder footing the states
programs to provide "mothers pensions,” but there was no intent to mandate a
prominent role for the federal government.* The legidation provided that the
federal government would pay 33 percent of the program's costs, with a

3 Peterson and Rom (1990:Chap. 4) is the main source for this historical review; see also
U.S. Senate (1986).

4 In contrast, it was argued in the case of Social Security that national standards were
needed to protect working people, given the mobility of labor across state boundaries.
Similarly, for unemployment insurance, it was argued that a nationally uniform payroll tax
was needed to ensure that states could not gain an unfair business advantage by choosing not
to provide unemployment compensation.
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maximum federal payment of $6 a month for the first child and $4 for other
children. In 1950 the program was amended to provide benefits to the mother
herself (or another caretaker of a dependent child or children), and in 1962 the
program was amended to provide benefits (at state discretion) to two-parent
families in which both were unemployed. The original legislation required that
the states pay one-third of the costs (i.e., it prohibited states from the common
practice of laying off all their costs on local jurisdictions), and it made federal
payments "conditional on passage and enforcement of mandatory State laws and
on the submission of approved plans assuring minimum standards in
investigation, amounts of grants, and administration” (Congressional Record,
January 17, 1935:548).

Since one-half of the counties in the United States did not provide mothers
pensions at the time and there was wide variation in payments across counties
within states, the legidation had the effect of reducing within-state variation in
benefits. However, it had little effect on across state variation, leaving broad
discretion to the states to set need standards, payments, and digibility rules. For
example, states were alowed to keep their residency requirements, and most
did so until the Supreme Court in 1969 ruled them to be unconstitutional.

Historically, reformers have followed three strategies to try to establish
more uniform state policies with regard to AFDC benefits (see Peterson and
Rom, 1990:99-100), focusing on the matching formula, a supplementary
national program, and national minimum benefit standards.

The Matching Formula

The federal matching percentage was raised from 33 to 50 percent in 1939,
to be consistent with the percentage for programs to assist the needy elderly,
blind, and disabled. The formula was changed several times more between 1944
and 1958. Finally, in 1965, states were given the option of switching to the
matching formula adopted for the Medicaid program. This formula committed
the federal government to paying at least 50 percent of the welfare benefit in
every state and to paying a higher matching rate (up to 83%) in those states with
lower per capita income. Currently, al states use the Medicaid matching
formula for AFDC benefits. The matching percentages in fiscal 1994 varied
from 50-55 percent in 19 states and the District of Columbiato 70-79 percent in
13 states (U.S. House of Representatives, 1994: Table 10-17).

The rationale for the changes in the matching formula included the desire
to provide incentives for low-benefit states to raise their benefits. However,
Peterson and Rom (1990) found that the differences in benefit levels across
states remained essentially unchanged, with a coefficient of variation that
ranged from 34 to 37 percent in each decade from the 1940s to the 1980s.

A Supplementary Program with a National Benefit Standard
—Food Stamps

Food assistance programs in the United States were initially very
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localized. Many communities did not participate in the food stamp (or
commodity distribution) program, and dligibility standards varied widely
among those that did. In 1970 the Food Stamp Program was effectively
nationalized: a single national standard was adopted, which was higher than any
then in use in the states; the Secretary of Agriculture was empowered to set
national eligibility requirements; and stiff penalties could be imposed on states
that did not operate a program in every county. In 1977 Congress eliminated all
purchase requirements for food stamps, making them a simple supplement to
cash assistance in inverse proportion to family income (as well as a benefit to
working families not receiving cash assistance).

The effect of these changes was to reduce the variation across states in the
combined value of AFDC and food stamp benefits. However, there was no
incentive for low-benefit states to raise AFDC benefits per se; rather the
provision that food stamp benefits increase (decrease) by 30 cents for every
dollar decrease (increase) in cash benefits in effect rewarded states that kept
cash benefits low and penalized states that increased them.

A National Minimum Benefit Standard for AFDC

The strategy of legislating a uniform minimum benefit standard for AFDC
has never achieved legidative success. In an early discussion of needed reforms
in public assistance programs, Leon Keyserling's Conference on Economic
Progress (1959:58) urged that "minimum uniform standards among the States
should be set by the Federal Government." In 1965, the Office of Economic
Opportunity (OEO) proposed a negative income tax program with a single
nationwide payment schedule as part of itsfirst "national anti-poverty plan." As
part of its second plan in 1966, OEO again proposed a negative income tax
program with a single nationwide payment schedule; besides being available to
all poor persons without regard to demographic category, this proposed
program would have gradualy replaced existing public assistance programs
(including AFDC) by 1972. In that same year the Advisory Council on Public
Welfare (1966:15,22,117) recommended a "minimum standard for public
assistance payments below which no State may fall." It proposed (p. xii) that the
"Federal Government ... set nationwide standards, adjusted by objective criteria
to varying costs and conditions among the States, and assume the total cost of
their implementation above a stipulated State share."

In 1967 President Johnson proposed that states be required to pay 100
percent of their standard of need, but he did not propose any specific minimum
benefit standard. The proposal was rejected in the House Ways and Means
Committee. The President's Commission on Income Maintenance (1969:7)
recommended a "universal income supplement program financed and
administered by the Federal Government." Concerning benefit levels for this
income supplement program, the Commission stated (p. 59) that "attempts to
reflect different costs of living in different areas would involve many
difficulties and so a uniform National supplement is recommended.”
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The Family Assistance Plan (FAP) put forward by the Nixon
Administration in the late 1960s provided for two kinds of programs, each with
national minimum benefit standards: a program for low-income elderly, blind,
and disabled (which subsequently became the Supplemental Security Income
[SSI] program), and a program for all families with dependent children,
regardless of work status. The proposed FAP AFDC minimum benefit was
$1,600 a year for afamily of four (about 40% of the official poverty line at that
time)—a level that would have raised benefits in 16 states. FAP passed the
House in 1970 but died in the Senate: conservatives questioned the adequacy of
the work incentives; liberals criticized the national minimum benefit as
inadequate.

The Carter Administration's Better Jobs and Income Program, proposed as
legidation in 1977, also included a national minimum benefit for a program that
would have combined AFDC, SSI, and food stamps; the minimum was set at
$4,200 for a family of four whose head could not be expected to work (about
70% of the poverty line). This proposal died in Congress. In 1979 a scaled-back
plan was introduced that proposed a national minimum benefit for AFDC at
about 75 percent of the poverty line. The House passed this plan with the
minimum benefit lowered to 65 percent of the poverty line (which would have
raised benefitsin 13 states). Thishill died in the Senate.

As noted above, proposals for a national minimum benefit were originally
considered for the 1988 FSA. In 1987 the House Ways and Means Committee
approved a minimum benefit standard, but opposition from southern Democrats
on the grounds of increased costs to their states resulted in stripping this
provision from the legislation. The FSA instead mandated a study of minimum
benefit standards.

I ssuesin Program Benefit Design

Today, the de facto national minimum level of available benefits for
AFDC recipients is the maximum food stamp allowance combined with the
maximum AFDC benefit in the lowest benefit state. In January 1994, this
amount was $415 per month for a three-person family, or 43 percent of the
corresponding poverty threshold. Hence, the issue of a national minimum
benefit standard for AFDC really comes down to an issue of raising this de
facto standard. Arguments for adopting such a nationwide minimum benefit
standard for AFDC have been made on the basis of equity: that low-income
families with children should not be disadvantaged ssimply by reason of their
state of residence. In addition, others have argued that differences in benefits
encourage low-income families to migrate from low-benefit to high-benefit
states. There have been studies of the migration effects of AFDC, but they
suffer from serious data and methodological problems. The results suggest that
there is an effect on the migration behavior of low-income families but that the
effect, for anumber of reasons, is quite weak (see below).
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We considered the issue of a national minimum benefit standard in
somewhat broader terms, asking the question of how or if the proposed poverty
measure could or should be linked with benefit levels for a program such as
AFDC or a combination of AFDC and other cash and near-cash assistance
programs. We first broached this issue in Chapter 7 , in which we discussed the
possible use of the proposed poverty measure for programs that already relate
eligibility to the current measure. We pointed out some of the reasons that
program agencies might want to make the link less direct, for example, by
setting eligibility cutoffs at a fraction of the poverty thresholds. Here we
explore more fully the reasons that a program benefit standard could differ from
a poverty standard and, more generally, why the design of an assistance
program could deviate from the goal of helping everyone who is classified as
poor.

A note on terminology: When we speak of a "benefit standard" in the
context of AFDC, we mean what is referred to in that program as the
"maximum benefit" in contrast to either the "need standard” or the "payment
standard.” A family must have gross income below 185 percent of the need
standard to be €ligible for AFDC; it must aso have net or countable income
below 100 percent of the payment standard. A number of states have a payment
standard below their need standard, and some states cap the maximum benefit at
alower level than the payment standard (see below).

The measurement of poverty or need does not necessarily imply anything
about the extent to which need can or should be alleviated through government
assistance programs. There are five key issues that separate measurement of
need and dleviation of need: budget constraints, both overall and from
competing demands on funding resources, strategies and preferences for
targeting program benefits; interactions among programs; behavioral responses
to program incentives, and, finally, cost-sharing provisions for federal-state
programs.

Budget Constraints

Scarce budget resources may well limit the extent to which benefit
standards can approach the poverty threshold, particularly in entitlement
programs, such as AFDC, that must provide benefits to all eligible applicants.
Both globally and in the United States, the areas with the greatest poverty are
typically the areas that can least afford high benefits. For example, in some
African countries, such a high proportion of the population is poor (by any
standard) that very few resources are available internally to alleviate poverty.

For AFDC, the states with low-benefit standards tend to be the states with
higher poverty rates and with lower per capita incomes and, hence, with less
ability to provide assistance to their needy families. Thus, maximum benefitsin
January 1990 were negatively correlated with the 1989 state poverty rate
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(correlation coefficient, —.55) and positively correlated with the 1989 state per
capita income (correlation coefficient, .67).°> However, there is considerable
variation in benefit levels among the states that is not explained by differences
in income. Peterson and Rom (1989) and Plotnick and Winters (1985) show that
differences in AFDC benefits across states relate to a variety of political, ethnic,
and economic differences.

For the nation as a whole, it would be hard to argue that the United States
lacks sufficient revenue-generating ability to provide assistance to families
below the poverty level. But the country's funding resources are not unlimited,
and there are many demands on them. Assistance programs must compete with
all other uses of taxpayers funds.

Targeting Strategies and Preferences

In order to maximize the effectiveness of limited funds and achieve other
policy goals, there may be reasons to target assistance payments to particular
groups, even though simple measurement of need would not necessarily
identify them as unique. For example, because of the long-term socia cost of
children growing up in economic deprivation, it may be sensible to concentrate
assistance dollars on poor families with children, even though other groups have
need that isjust as great.

There are many examples of targeting in current programs. The Earned
Income Tax Credit (EITC) was originaly targeted to working poor families
with children and was recently expanded to cover childless workers as well (see
Appendix D). Food stamps offers another example of targeting, in that the
program is designed to provide a more secure safety net for the elderly and
disabled than for other people. This feature operates through the definition of
countable income, which permits more generous deductions for households
with elderly and disabled members in determining eligibility and benefits. Also,
there is a higher asset limit for households with an elderly member (see
Appendix D).

Another approach would be to concentrate scarce assistance dollars on the
poorest families (the "worst off" among the poor), even though helping the
families closest to the poverty line (the "best off" among the poor) would
achieve the fastest reduction in measured need. In other words, athough the
strategy of helping the poorest poor will not produce as large a reduction in
measured need per dollar spent as helping other poor people, it may be the best
strategy to reduce poverty.

5 The correlations were carried out by using data on AFDC benefits from U.S. House of
Representatives (1990:553-555) and data on state poverty rates and per capita incomes from
the 1990 census (Bureau of the Census, 1993d: Tables 733, 741).
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Program Interactions

The existence of multiple assistance programs can affect the level of the
benefit standard that makes sense for any one of them. For example, AFDC
interacts with food stamps and public housing, and it makes little sense to think
of an AFDC benefit standard in isolation from these programs (or in isolation
from such programs as the EITC and enforcement of child support). However,
given the different ways in which €eligibility and benefits are calculated, it is not
easy to determine an appropriate adjustment to AFDC benefit levels to take
account of program interactions.

In the case of AFDC and food stamps, for example, one could certainly
argue for excluding food costs from the AFDC benefit standard because of the
amost universal provision of food stamps (and school meals) to AFDC
families. As noted above, it would aso be to a state's financial benefit to reduce
its AFDC benefit standard by as much as the value of the Thrifty Food Plan
because the Food Stamp Program will provide higher benefits than otherwise
would have been the case. However, only in the case of states with very low
AFDC benefit standards will the Food Stamp Program in fact make up the
entire difference for recipients. This occurs because the program assumes that,
after deductions, 30 percent of countable income including AFDC benefits is
available for food consumption and, hence, reduces food stamp benefits
accordingly. As a hypothetical example, consider a state that wants to provide
combined AFDC and food stamp benefits at the level of the official poverty
threshold. The deductions in the Food Stamp Program make it difficult to
calculate by how much the state should reduce its AFDC benefit standard, but it
can be demonstrated that not to reduce the AFDC standard at al may
overcompensate recipients by as much as 10 percent relative to the poverty
threshold, while to reduce the AFDC standard by the full amount of the Thrifty
Food Plan may undercompensate recipients by as much as 17 percent.®

Program interactions virtually dictate that designers of assistance programs
use complicated models to evaluate likely program effects. Some models are
designed to point out odd interactions of such program features as maximum
benefit levels and tax rates on other income by estimating the benefit package

6 The first bound is obtained as follows: assume the AFDC benefit standard is $991 per
month, or 100 percent of the poverty guideline for a family of three in 1993 (no state actualy
paid this amount). Then a family with the maximum $991 benefit from AFDC and the
standard and excess shelter deductions for food stamps would have $653 of countable food
stamp income and would receive $99 in food stamps (the Thrifty Food Plan value of $295
minus 30% of $653), for a total combined benefit of $991 plus $99, or $1,090 (110% of the
poverty guideline). To obtain the other result, assume that the same state reduced its benefit
standard to $696 by subtracting the entire value of the Thrifty Food Plan. Then a family with
the maximum $696 AFDC benefit but only the standard food stamp deduction would have
$565 in countable food stamp income and would receive $125 in food stamps ($295 minus
30% of $565), for a total combined benefit of $696 plus $125, or $821 (83% of the poverty
guideline).
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that would accrue to a specific type of family at a particular income level. Other
models use microsimulation techniques operating on large-scale household
databases to project the effects on program costs and caseloads of specified
program features, given the distribution of the population and estimates of the
likelihood of participation and other behaviora effects (see Citro and
Hanushek, 1991; Lewis and Michel, 1990).

Program Incentives

Human beings participate in programs, and programs undeniably affect
their behavior. Some effects are intended, others are unintended; some effects
are positive, others are negative.

Some programs have an explicit goal of providing a positive incentive: for
example, the federal government subsidizes student loans to encourage more
young people to obtain the economic and other benefits of a college education.
As another example, the Special Supplemental Nutrition Program for Women,
Infants, and Children (WIC) seeks out poor pregnant women, mothers, and
children to provide food supplements with the goa of healthier pregnancies,
healthier babies, and, ultimately, healthier children and adults.

Other programs have a primary goa of providing income support to needy
people. Such cash and near-cash assistance programs as AFDC and food stamps
must contend with the fact that economic support has negative incentive effects
to the extent that recipients are encouraged to rely on the program and not take
steps to become self-supporting. Research on AFDC has examined incentive
effectsin the areas of work effort, family structure, and migration.

Work Effects

Both economic theory and empirical research indicate that such programs
as AFDC adversely affect the work choices of the eligible population. These
programs provide a "guaranteed" base income to those who do not work; the
resulting "income effect” alows individuals to work less. These programs also
impose taxes on earned income. Since workers' net wages are now lower, the
"substitution effect" encourages them to decrease the number of hours worked
as it is relatively less expensive for them to do so. The combination of these
provisions results in an unambiguous decrease in the aggregate number of hours
of market work by the dligible low-income population.”

Extensive research has been undertaken to estimate the magnitude of the

7 In theory, there is an alternative explanation: it is possible that the primary effect of extra
program dollars for low-income families is to induce them to underreport their earned (or
other) income. That is, rather than decreasing work hours, they may decrease reporting of
work hours (or switch to work where it is easier to evade officia notice). However, there is no
empirical evidence on this point.
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reduction in work resulting from the disincentives embedded in assistance
programs (see Danziger, Haveman, and Plotnick, 1981, and Moffitt, 1992, for
extensive literature reviews on the subject). Although evidence shows that
AFDC reduces the number of hours worked by single mothers, the estimates of
those reductions vary among studies—from 1 to 10 hours per week. Moffitt
(1992), in his review of the literature, concludes that "there is still considerable
uncertainty regarding the magnitude of the effects.”

Moffitt (1992) points out that there is very little research on the effects of
in-kind assistance on labor supply.8 He also notes the importance of exploring
the effects of multiple assistance programs,; however, these effects are difficult
to model, and little work has been done in the area.

Family Structure Decisions

Much of the literature on family structure focuses on whether AFDC
encourages the formation of single-parent families headed by women. Since
benefits are targeted to mothers with children and no spouse present, they may
provide incentives to delay marriage or remarriage, to obtain a divorce, or to
have children outside of marriage. Early work looking at the effect of AFDC on
the increase in female-headed families is extremely mixed (see the summary in
Groeneveld, Hannan, and Tuma, 1983). Studies in the 1980s, however, show
more consistent evidence of an effect (see Danziger et a., 1982; Ellwood and
Bane, 1985; Hoffman and Duncan, 1988; Moffitt, 1992). There is also some
evidence of an effect of AFDC benefit levels on the probability that a female
head lives independently rather than in a larger family (see Ellwood and Bane,
1985; Hutchens, Jakubson, and Schwartz, 1989).

Extensive research has been done on the effect of AFDC on illegitimacy.
The work has studied whether the existence of public assistance increases the
chances that babies will be born to unmarried women since a woman no longer
needs a husband to help support a child. The work has also considered whether
the existence of public assistance increases the likelihood that a woman will
have a child in order to become eligible for benefits at al or have another child
in order to receive additional benefits. The evidence on this issue in the
literature is inconclusive: some studies find effects for some groups (e.g., white
or black teenagers), and others find no effects for the same groups (see Duncan
and Hoffman, 1990; Ellwood and Bane, 1985; An, Haveman, and Wolfe, 1991;
Lundburg and Plotnick, 1990; Plotnick, 1990).

Migration Effects

The extent to which the wide variation in AFDC benefit levels across
states influences patterns of interstate migration is of

8 See Fraker and Moffitt (1988) on the disincentive effects of the Food Stamp Program on
the labor supply of female heads. Blank (1989), Moffitt and Wolfe (1990), and Winkler
(1989) have analyzed the labor supply effects of the Medicaid program on the Medicaid-
eligible population.
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particular relevance to the issue of a nationwide minimum benefit standard.
Hence, we considered it in some detail.

Substantial cross-state differentials in AFDC benefits have existed since
the inception of the AFDC program, but they have created greater policy
concern since residency requirements were ruled unconstitutional in 1969. In
particular, policy makers (particularly in high-benefit states) have worried that
their states attract welfare recipients, thereby increasing the burden on
taxpayers. A simple comparison of the expected income available to AFDC-
eligible families in highand low-benefit states clearly indicates that such
families can receive more income in a high-benefit state, which should create an
incentive for them to relocate. Since the same states have generally remained
high- or low-benefit states, if such migration occurs, it should have been
steadily occurring in about the same regional patterns throughout the past 25
years. There are, however, at least three reasons why such an effect might be
small or not exist at all.

First, moving costs money. Not only are there actual transportation costs
associated with moving, but families that migrate will often have to pay a
security deposit for a new apartment, experience some transitiona time during
which they are neither working nor on AFDC, and bear the myriad of costs
associated with relocation to a new city and residence. Low-income families
may be least able to bear these moving costs.

Second, families—and particularly low-income women—may lack
information about their income opportunities in distant state locations. States do
not generally advertise their AFDC benefit levels, and unless women have other
sources of information (such as friends or relatives in another location), they
may have only a hazy idea about alternative benefit levels.

Third, relocation decisions are affected by many things other than income
expectations. In particular, especially for low-income women with children,
there may be substantial nonmonetary costs to moving. The presence of family
and friends in their current location may provide many benefits: friends and
family can provide free baby-sitting services, can be a source of shared
resources in hard economic times, and can be an important source of
psychological support. In addition, women with children might be quite risk-
averse about relocating their children to an unknown low-income neighborhood,
with concerns about school, crime, and gangs. For many women, these
nonmonetary costs might be large enough that they completely swamp any
differences in expected income levels.

These arguments indicate that the expected effects of AFDC benefit levels
on migration behavior among low-income women with children are probably
small, at least in part because this is a population that one would expect to be
less mobile than many others. On the margin, however, one may still expect that
AFDC benefits would have a positive effect on migration probabilities.

In order to measure the size of any welfare-induced migration, one ideally
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would have longitudinal data that track family location decisions. The data
would also contain information on women's expectations and their economic
opportunities in aternative locations, including not only what they know about
alternative AFDC benefit levelsin different locations, but also what they know
about wage and employment opportunities. The need to have control variables
available on non-AFDC economic opportunities is particularly important, since
state AFDC benefit levels are positively correlated with state income and wage
levels. (This is not surprising, given that only high-income states can afford to
pay high AFDC benefits and that only states with high wage levels can pay high
AFDC benefits without creating large work disincentives.) Finaly, the data
would contain information on whether women have friends, family, or any
other source of support or contacts within alternative state locations. (For
example, knowing if a woman or her parents have ever lived in another state
would be one way of controlling for the nonmonetary costs of choosing a
different location.)

Unfortunately, a national data set with such information does not exist.
The empirical research has been based on much more limited data, and, as a
result, the quality of most the analyses is suspect (see Moffitt, 1992, for a
review of the literature). Despite the problems, however, two conclusions are
warranted: migration rates among AFDC recipients are quite low, and thereis a
small positive effect of AFDC benefits on the probability of migrating to (or not
migrating out of) a high-benefit state (see, e.g., Blank, 1988; Clark, 1988, 1990,
1992; Gramlich and Laren, 1984; however, Peterson and Rom, 1989, find larger
effects). The results are convincing not because any one of the studies is very
well done, but because studies done in different ways with very different types
of errorsall point in the same direction.

The research suggests that welfare-induced migration should be a second-
order concern for policy makers. For states that have large populations very
close to each other, large benefit differences may indeed induce a migration
flow. However, on average, the effects of AFDC benefits on migration are
small and movement among the AFDC population is infrequent.

The fact that different states have had long-term AFDC benefit
differentials that are very large and have been very large for many years is
perhaps further evidence that migration effects are hard to discern in the data.
Although states may talk about this problem, high-benefit states have not been
concerned enough about it (with a few exceptions) to cut their benefits relative
to other states.

Thereisalot that is not known about migration effects. Thereislittle or no
evidence on the propensity to use AFDC by recent migrants in comparison with
natives in a state; on the comparative duration of their AFDC spells if they do
become recipients; or on the effects of AFDC benefits on inducing families not
currently eigible for AFDC to migrate to a state (i.e., whether people think
about "potential safety net" issues). In addition, the growing
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number of foreign immigrants into the United States may be affected differently
by thisissue than are native-born U.S. residents.

Summary

Overdll, it is clear that cash and near-cash assistance programs have
negative effects on such behaviors as work effort, although the effects may
often be small. These incentive effects can cause a diguncture between
measured need and the amount of assistance program dollars required to
alleviate that need. That is, if people who are provided benefits that are intended
to move them out of poverty respond in such ways as working less, the net
effect will be to leave them in poverty and to require even more funds to move
them out of poverty. Because of such behavioral effects, it is misleading to
describe the aggregate "poverty gap" (i.e., the difference between the poverty
line and a family's resources, aggregated over all families) as the dollar amount
that the government would have to spend to eliminate poverty. Because of
behavioral responses, an expenditure that should decrease the poverty gap to
zero will amost surely fall short. Moreover, the incentive problem is even
broader in that program benefits (whether from public assistance programs or
social insurance programs, such as unemployment compensation) may lead to
reduced work by beneficiaries, even though the poverty gap or other poverty
statistic is not affected.

Y et a decision not to provide any type of assistance because there may be
some undesired behavioral responses on the part of some program participants
is extreme. Such programs as AFDC have their success stories as well as their
problems, and, as noted above, behavioral effects, when present, are often
small. More fundamentally, there are groups in need—such as children—who
are not responsible for their situations but who will suffer if benefits are
curtailed.

A program designer, then, faces the very difficult task of specifying benefit
levels and other program provisions so as to assist needy people but in a manner
that does not encourage behaviors that increase program costs or may otherwise
be viewed as dysfunctional and, if possible, that encourages functional
behaviors. The task is made more difficult by the fact that research findings on
incentive effects are often incomplete or inconclusive.’ There is also the
problem that other aspects of the environment may undercut efforts to provide
incentives for increased self-support: for example, there may not be jobs
available in the private sector for welfare recipients.

Issues of program incentives have been at the center of policy debate for
AFDC, which is directed to families whom the public would like to see
increasingly responsible for their own support. Consequently, there has been
considerable experimentation with changes in benefit levels and formulas for

9 Indeed, as Citro and Hanushek (1991) note, a major weakness of models that policy
analysts use to estimate the likely effects of changes in benefit levels and others features of
program design is that the models are not able to properly account for behavioral responses.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/4759.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

THE POVERTY MEASURE AND AFDC 350

calculating disposable income to try to develop effective incentives for
recipients to become self-supporting through work and to encourage family
stability and better parenting. To date, results show limited effects on such
behaviors as work effort from changes in benefit levels and the tax rate on
earnings. The evidence is not yet in on more recent state initiatives, such as not
increasing benefits when another child is born or reducing benefits if parents do
not stay in school or fail to have their children vaccinated. It is important,
moreover, to note that other programs besides AFDC raise concerns about
incentives. For example, assistance programs for retired or disabled people,
such as Social Security and SSI, have negative effects on work effort (see Hurd,
1990; Quinn, Burkhauser, and Myers, 1990; Rust and Phelan, 1993; Wise, 1992).

Federal-State Cost Sharing

In the United States, federal-state cost-sharing provisions have important
effects—not always intended—on program benefit levels and the possibilities
for changing those levels. For AFDC, the federal government historically has
tried to provide incentives to low-income, low-benefit states to raise benefits by
picking up a higher share of assistance program costs in these states. However,
there has been little effect on states' behavior: low-benefit states have generally
opted to minimize their own budget outlays rather than to raise benefits, and,
hence, the variation in benefits across states has remained high (see Peterson
and Rom, 1990). Similarly, states have taken advantage of the fact that the Food
Stamp Program, for which benefits are funded entiredly by the federal
government, will partly make up for lower AFDC benefit standards.

The current situation in which low-income, low-benefit states receive
higher rates of federal reimbursement makes it difficult to devise a politically
palatable scheme for raising AFDC benefits to some national minimum
standard. A review of one such proposal by the Congressional Budget Office
(CBO) (1989a), the Partnership Act of 1987 (introduced in the 100th Congress
as S. 862 but never enacted), starkly illuminates the problems.

The Partnership Act proposed to expand the federal role in financing
AFDC and Medicaid and to pay for these expansions by eliminating a number
of grant-in-aid programs (e.g., Community Services Block Grants and Urban
Mass Transit Research). The act provided for a national minimum AFDC
benefit standard that, when combined with food stamps, would ultimately reach
90 percent of the federal poverty line for families with no other income. At the
same time, the federal matching rate for AFDC benefits up to the minimum
standard would be raised to 90 percent.

The evaluation of the federal and state costs of this proposal found that it
was not cost-neutral overall as it was intended to be. Rather, if the program had
been fully phased in by 1994, CBO (1989a) estimated net costs to the federal
government of $38 billion and net savings to the states of $22 hillion,
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for a net increase in federal-state government expenditures of $16 billion. More
important, CBO found that the effects would be very uneven across states:
states in the South would actually incur net costs rather than savings, and
savings would be highest for wealthier states. Low-income, low-benefit states
would have to pay more than better off, more generous states to bring their
benefits up to the federa minimum AFDC standard; moreover, those states,
with their already higher matching percentages, would gain less from the
increased federal matching rate than better off states. Hence, there would be
little incentive for low-income, low-benefit states to support this type of
proposal.

Of course, there are other ways in which to combine a national minimum
benefit standard for AFDC with a provision for federal-state cost sharing.
However, the current structure of the program makes it difficult to devise a
scheme that does not increase overal program costs or that does not
disadvantage some states relative to others.

Summary

This brief review of some key factors that enter into the design of
assistance programs—funding constraints, considerations of the target
population, program interactions, incentive effects, and federal-state cost-
sharing provisions—makes it clear why it is difficult to link poverty thresholds
directly to benefits. To those who are involved in evaluating and designing
government assistance programs, our observations will come as no surprise and
indeed may seem obvious. Y et we believe it is worth underscoring the point that
measuring need, by determining how many people have resources below a
reasonable poverty standard, is different from determining the proper societal
response to that need.

Many factors properly enter into a determination of program benefit
standards, including judgements about the extent to which society is prepared to
allocate scarce resources to supporting low-income people and the mix of goals
that society wants government assistance programs to serve. The critical role of
such judgements is the reason that a panel such as ours, chosen for expertise in
measurement issues, cannot make recommendations about appropriate benefit
levels for specific assistance programs. Ultimately, the determination of
appropriate programs and policies to alleviate poverty involves political choices
—namely, the consideration of competing public objectives against the
constraints of scarce public resources within the framework of a nation's social
and palitical climate and belief system.

However, the fact that we do not make a recommendation about national
minimum benefit standards for AFDC (or other programs) should not be taken
to mean that there is no argument for such a benefit standard. On one hand, it is
clear that the states differ in their preferences for spending on public
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assistance, and these preferences should be given weight in any national policy
making. On the other hand, there are equity problems in providing needy
families with very different levels of public support on the basis of where they
happen to live when their economic problems arise. From this perspective,
while the proposed poverty measure (or any standard of need) cannot be used
by itself to determine benefit levels, it does have a role to play in the policy
debate.

DETERMINING STATE AFDC STANDARDS OF NEED

In most government assistance programs, the benefit standard (i.e., the
maximum amount of benefits provided to people with no other income) and the
need standard are one and the same: people who are eligible because their
countable income falls below the benefit standard are in turn entitled to receive
benefits up to the amount of the standard.® As noted above, the standard for a
particular program reflects judgements about a variety of factors, including
appropriate levels of need, constraints on available funds, and the desire to
provide positive incentives to recipients.

AFDC isunique in that federal legislation requires each state to establish a
standard of need for families with children who have no other means of support,
and, in a separate process, to determine a payment standard, which may be
lower than the need standard.! Both the need standard and the payment
standard restrict eligibility for benefits (see below). Furthermore, states may set
a maximum benefit amount that is below both the standard of need and the
payment standard.

Recommendation

One might surmise that the need standard, as distinct from the payment
standard or maximum benefit, is supposed to represent a type of poverty
concept. In this case, one might want to consider the use of the proposed
poverty measure as the standard.’?2 The use of the proposed measure would
reduce the current wide disparity in need standards among the states, while
recognizing geographic cost-of-living differences. However, it is not clear that
the states have typically interpreted the need standard as a poverty concept.
Indeed, the role of the need standard in the AFDC program seems

10 gtrictly speaking, this statement applies to cash benefit programs (e.g., SSI, veterans
pensions, etc.). Near-cash programs (e.g., food stamps and assisted housing) have a benefit
standard that falls below the eligibility standard because the benefit pertains to a single
commodity.

11 See Appendix D for details of the AFDC program.

12 As discussed below, 14 states link their need standard to the current poverty guidelines.
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murky at best, given that states can, and often do, set benefit standards that fall
below their need standards.

Since the provision for separately determined need standards exists in the
AFDC program, however, we believe it useful to consider the issues involved in
the possible use of the proposed poverty measure by the states for this purpose.
We begin by describing the basic regulatory framework within which AFDC
has operated. We then describe methods of setting need standards that were
used in the 1970s and 1980s, current differences in standards and equivalence
scales among the states and their relationship to the current poverty line, and
trends in need standards and maximum benefits over time. Finally, we discuss
the potentia relevance of the proposed poverty measure to AFDC need
standards. We conclude by encouraging the states to give serious consideration
to linking their AFDC need standard to the proposed poverty measure. On
balance, that measure would be advantageous for this purpose, although it may
need to be modified in some respects.

RecommenDATION 8.1. The states should consider linking their need

standard for the Aid to Families with Dependent Children program to the

panel's proposed poverty measure and whether it may be necessary to
modify thismeasureto better serve program objectives.

Program Regulations

AFDC is a state-administered program with funding provided by both the
states and the federal government through a matching provision (see
Appendix D). In order to qualify for federa funding, a state must establish a
standard of need that defines in monetary amounts the basic needs the state
wishes to recognize as appropriate for an assistance standard of living—
although neither the components of the standard nor the methods for setting the
standard are prescribed by federal law or regulation. The state must apply this
standard uniformly and statewide in determining financia eligibility for
assistance, but it may vary the standard to account for family size or
composition, area cost-of -living differentials, or other factors.

States may adopt lower payment standards and maximum benefit amounts
than their need standards by such methods as paying a percentage of the
difference between the family's income and the need standard, paying a
percentage of the need standard, or capping benefits at a specified amount.
Recently, a number of states have atered their benefit provisions to satisfy
budget constraints and to try to induce recipients to adopt preferred behaviors.
As examples, some states no longer provide an additional benefit for an
additional child or they condition benefit amounts on such actions as the
recipient's obtai ning immunization shots for his or her children.t3

13 See Wiseman (1993) for a list of these kinds of changes in payment standards for which
states had waivers from the federal government approved or pending in 1992.
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Over the years, amendments to the law, court decisions, and federal
regulations have formally reaffirmed the states' autonomy in deciding AFDC
benefit levels. In particular, the 1967 amendments to the Socia Security Act
affirmed the right of states to set benefit maximums and to apply "ratable
reductions' in order to set benefits lower than the standard of need. The 1967
amendments included a provision to require states to update their need standard
to reflect cost-of-living increases since the standard was adopted; however,
states were not required to pay benefits consistent with these increases (for an
account of the results of this provision, see Rahin, 1970).

Although the states have very wide latitude in setting their need standard
and benefit levels, federal regulations have always been more specific about the
resource side of the ledger for determining AFDC dligibility and benefits (see
U.S. House of Representatives, 1994:327-331; Solomon and Neisner, 1993).
Currently, to receive AFDC payments, a family must pass two income tests.
First, the family's gross income cannot be higher than 185 percent of the state's
need standard and the family's net or countable income must not exceed 100
percent of the need standard or payment standard, whichever islower.*

Standard Setting in the 1970s

In 1980, Urban Systems Research & Engineering, Inc. (USR&E)
completed a study for the Social Security Administration of AFDC standard
setting practices, which included a survey of al 50 states and the District of
Columbia and case studies of 11 states. USR& E was critical of state practices
with regard to standard setting. In part, this criticism stemmed from the
viewpoint expressed in the USR&E study that a standard must be "normative"
or "absolute," in the sense that an expert standard of need should be devel oped
for each budget component—independent of expenditure patterns—and then
priced out. But as we discuss throughout this report, there are other types of
poverty or need standards that merit serious consideration, with advantages and
disadvantages. However, USR&E seems justifiably to have concluded that
relatively few states in the 1970s were following good standard setting
practices, in the sense that they developed their need standard as the result of a
well-documented, carefully worked-out process or periodically reviewed their
standard to determine whether it should be updated or redefined.

USR&E classified the methods originally used by the states to derive their
need standard; see Table 8-2.

Market Basket Pricing Studies "The market basket approach, which
involves the specification and pricing of every component of need, is the
traditional method for conceiving and measuring absolute need, and historically
it

14 See Appendix D for details on changes to these percentages over time and on other
provisions of AFDC with regard to countable income and assets.
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TABLE 8-2 State Approaches to Setting AFDC Need Standards in the 1970s and 1980s

Standard Setting Method Used in 1970s Used in 1980s
Local market basket pricing study Alabama
California
Colorado Colorado
Connecticut
Delaware
District of Columbia
Florida
Hawaii
Idaho Idaho
Ilinois
Indiana
lowa
Kentucky
Louisiana
M assachusetts Massachusetts
Minnesota
Missouri
Montana
Nebraska Nebraska
New Jersey
Oklahoma Oklahoma
Oregon Oregon
Pennsylvania
South Carolina
South Dakota
Utah
Vermont
Washington Washington
Expenditure survey (of AFDC recipients) New Mexico
North Carolina
Ohio
Tennessee
Texas
Virginia
BLS lower level budget (asis or modified) Maine Maine
Maryland
New York New York
North Carolina
Pennsylvania
Tennessee
Utah
Wisconsin Wisconsin
Multiplier or expenditure ratio Illinois
Montana
Wyoming
Combination Georgia
lowa
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SOURCE: Data from Urban Systems Research & Engineering (1980:Exhibits 1 and 2); Larin and
Porter (1992:xii).
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has been the most popular basis for AFDC need standards' (Urban
Systems Research & Engineering, 1980:8); 21 states reported using this
approach. However, only three states had standards that were based on pricing
studies conducted in the last 10 years (i.e., in 1969-1979), and only one state
had updated its standard regularly on the basis of repeated pricing studies to
account for cost-of-living increases. USR& E criticized (perhaps too harshly) the
practice in the more recent market basket studies of using expenditure surveys
to determine the shelter component of the need standard rather than developing
anormative standard for shelter and then pricing it out.

Expenditure Surveys Six states reported basing their standard on
expenditure surveys that were limited to AFDC recipients. USR&E properly
criticized this approach as tautological, in that the population for determining
the "standard" was based on current program participants.

Lower Level Budget Five states reported adapting the lower level family
budget of the Bureau of Labor Statistics (BLS) as the basis for their need
standards, and all of these states had done so as of 1969 or later. USR&E noted
correctly that the BLS budgets represented a combination of normative
standards and actua expenditure patterns. The states using the BLS lower level
budget generally deleted categories they deemed "inappropriate,” either on
judgemental grounds (e.g., alcoholic beverages) or on grounds that other
programs covered the expenditure (e.g., medical care). However, only two of
the five states had regularly updated their need standard.

Other One state used a multiplier approach similar to the Orshansky
method for deriving the poverty line; six states used a combination of methods;
and twelve states used completely arbitrary methods or methods that could not
be ascertained in the USR&E survey.

Standard Setting in the 1980s

The Congressional Research Service regularly tracks changes in the level
of the states need standards and benefit levels (see, e.g., Solomon, 1991;
Solomon and Neisner, 1993), but little information was obtained about standard
setting practices in the 1980s until recently. In 1992, the Center on Budget and
Policy Priorities completed a study for the Administration on Children and
Families of AFDC standard setting practices in the late 1980s. This report
(Larin and Porter, 1992) was prepared to fulfill the requirement in the 1988
Family Support Act that the states evaluate their AFDC need standard at least
once every 3 years and report the results to the Secretary of the Department of
Health and Human Services (HHS).

In early 1991 HHS sent the states a questionnaire asking for information
on how each state's need standard in effect as of October 1, 1990, was
developed, the relationship between the state's need standard and benefit
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levels, and any changes in the need standard over the preceding 3 years. The
Center on Budget and Policy Priorities analyzed the questionnaire responses
(Cdifornia, Minnesota, and Texas did not respond).

Larin and Porter (1992:5) conclude, as did USR&E in its earlier study, that
"the majority of states cannot demonstrate that their need standards represent an
amount of money necessary to purchase basic necessities." Larin and Porter
document and evaluate six types of methods for setting AFDC need standards
by the states in effect as of 1990 (see Table 8-2):

Federal Poverty Guidelines Fourteen states reported relating their need
standard in some way to the HHS poverty guidelines.’® Of these, four states
reported using the HHS poverty guidelines as is. Ten states modified the
guidelines in such ways as subtracting the cost of the Thrifty Food Plan,
subtracting average food stamp and Medicaid benefits, subtracting the cost of
"nonessential commodities," setting their need standard as a percentage of the
guidelines, or alowing their need standard to decline as a percentage of the
guidelines because of not adjusting for inflation.

BLS Lower Level Budget or Living Standard Six states reported using the
BLS lower level budget or living standard—Ilast published in 1982 and
developed with expenditure data from the early 1960s—as the basis for their
need standards. (Another state was considering the use of a modified lower
level budget for its need standard, and the welfare department in another state
develops a modified lower level budget as guidance for the state legislature.)
Two of the six states modified the BLS standard (e.g., by omitting men's
haircuts, household supplies, and occupational costs, as well as making changes
to other components of the lower level budget). These states have priced the
various budget components by using BLS data or conducting loca price
surveys, however, none of them has adjusted the standard to keep pace with
inflation.

Local Market Basket Surveys Fourteen states reported basing their need
standard on local market basket surveys, but many of these states have not
conducted such a survey recently.

Expenditure Ratio (or Multiplier Method) One state reported using
Consumer Expenditure Survey (CEX) data to determine a ratio of all
expenditures, other than housing, to apply to the cost of the Thrifty Food Plan.
Housing standards were calculated separately on the basis of the actual housing
costs of AFDC recipients, with three different standards used for different
regions of the state. Another state reported a similar type of method, but
developed its multiplier on the basis of CEX data for the lowest quintile of the
household income distribution.

15 The HHS poverty guidelines represent a smoothed version of the official poverty
thresholds.
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Legidlative Determination Three states reported that need standards are set
by their legidlatures on the basis of budgetary considerations.

Average Payment Three states reported that they developed need standards
in the early 1970s that represented average AFDC payment levels by family
size. (AFDC benefits at that time were determined on a discretionary basis by
caseworkers according to the particular circumstances of each recipient family.)

Unknown Methods Six states "are unable to document how their need
standards were originally constructed, either because records are incomplete or
lost or because their standards seem to have been set arbitrarily with no
reference to living costs' (Larin and Porter, 1992:17).

Comparing Larin and Porter (1992) with USR&E (1980), one finds that
many states reported using a different method in 1990 than in 1980; see
Table 8-2. Only 10 states appear to have used the same method in both decades:
Maine, New Y ork, and Wisconsin consistently reported using a variation of the
BLS lower level budget, and Colorado, Idaho, Massachusetts, Nebraska,
Oklahoma, Oregon, and Washington consistently reported using the market
basket pricing method.’® Perhaps the most important change is that 14 states
now relate their need standard explicitly to the HHS poverty guidelines.

Differences Among States

Differencesin Need Standards and Benefits

As noted above, AFDC need standards vary widely among the states (see
Table 8-1). In January 1994, the need standards for the 50 states and the District
of Columbia varied from $1,648 per month in New Hampshire to $320 in
Indiana, with a median value of $574, a mean value of $655, and a coefficient
of variation of 41 percent. The maximum AFDC benefit exhibited almost as
much dispersion, although the addition of food stamps reduced the dispersion
somewhat.

In a historical analysis of AFDC benefits, Peterson and Rom (1990:
Table 1-1) found that a high degree of variation in benefit levels has always
characterized the states. They determined that the coefficient of variation ranged

16 |nferences about standard setting methods across decades cannot be made with certainty.
USR&E and Larin and Porter provide conflicting accounts for some states. for example,
Arizona is reported as "unknown method" in USR&E, but in Larin and Porter, Arizona is
reported as having previously used a variant of the BLS lower level budget and as currently
using the HHS poverty guidelines. Similarly, Missouri is reported as "unknown method" in
USR&E, but in Larin and Porter, Missouri is reported as having conducted market basket
pricing studies in 1969 and 1975. Also, the "average payment" method that Larin and Porter
say that several states adopted in the early 1970s is not one of the methods identified in the
USR& E study.
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between 32 and 35 percent for the average monthly AFDC payment for
1940-1990 and between 34 and 37 percent for the maximum benefit for a four-
person family for 1960-1990. The coefficient of variation was smaller for the
maximum combined AFDC and food stamp benefit, ranging between 16 and 21
percent for afour-person family for 1970-1990.

In looking at the relationship of the maximum AFDC benefit to the need
standard in January 1994 (see Table 8-1), 11 states paid a maximum benefit that
represented 100 percent of their need standard; 23 states paid between 50 and
99 percent of their need standard (the median state paid 66 percent of its need
standard); and the remaining 17 states paid less than 50 percent of their need
standard, including 6 states that paid less than 33 percent of their need standard.

In looking at the adequacy of AFDC need standards and benefits against
the official poverty threshold, 8 states had need standards in January 1994 that
were at or above the 1993 official average weighted poverty threshold for a
family of three, and 12 states had need standards that were between 70 and 99
percent of the poverty level; see Table 8-3. The remainder had need standards
that were below 70 percent of the poverty level. In no state did the maximum
AFDC benefit exceed the poverty level, and in only two states did the
maximum benefit exceed 70 percent of the poverty level. With the addition of
food stamps, the maximum combined benefit exceeded the poverty level in 2
states and was between 70 and 99 percent of the poverty level in 22 states.

In looking at the disparities in AFDC need standards and benefit levels,
one obvious question is whether they are related to differences in needs and
costs of living across states. We constructed an index of the adjustments by
state to a national poverty threshold that would result from taking account of
differences in the cost of housing. We analyzed 1990 census data to determine
cost-of-housing index values by state (relative to a national value of 1.00) and
then adjusted each index value downwards by a factor reflecting the proportion
that shelter costs (including utilities) represent of the proposed poverty
thresholds. (The methodology was the same that we used to determine adjusted
cost-of-housing index values by region and size of metropolitan area for the
statistical poverty measure; see Chapter 3). We aso constructed an index of
state median family income from 1990 census tabulations (Bureau of the
Census, no date(b)) relative to 1.00 for the average median family income
across the states. Not surprisingly, the index of state-adjusted poverty thresholds
shows less variation than does the index of median family income; see
Table 8-4. The state-adjusted poverty threshold index values range from 24
percent above to 15 percent below the national average, with a coefficient of
variation of 10 percent.’” The median family income index values range from

17 The coefficient of variation of 10 percent for the state-adjusted poverty threshold index is
similar to that of 8 percent for a state cost-of-living index developed by Peterson and Rom
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= § é TABLE 8-3 AFDC Need Standards, Maximum AFDC Benefits, and Maximum Combined
§ - & AFDC and Food Stamp Benefits for a Family of Three, as a Percentage of the 1993
o L5 Weighted Average Monthly Poverty Threshold, January 1994
S % s Percent of Poverty Threshold
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= o Food Stamp Benefit
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Percent of Poverty Threshold

State AFDC Need Maximum AFDC Maximum
Standard Benefit Combined AFDC/

Food Stamp
Benefit

South Carolina 46 21 52

South Dakota 51 43 72

Tennessee 44 19 50

Texas 60 19 50

Utah 58 43 71

Vermont 117 68 88

Virginia 41 37 67

Washington 121 57 84

West Virginia 52 26 57

Wisconsin 67 54 79

Wyoming 70 38 68

Mean 67 41 70

Median 60 38 69

Range 35-172 13-77 43-103

Coefficient of 39.9% 36.4% 18.6%

variation®

SOURCE: U.S. House of Representatives (1994:366-367).

NOTE: The 1993 weighted average monthly poverty threshold for a family of three was $960 (the
Census Bureau's annual figure of $11,521, divided by 12); this threshold was increased by 25
percent for Alaska and by 15 percent for Hawaii (as is done for the poverty guidelines but not the
official thresholds).

aThe values apply to Wayne County.

b The values apply to New York City.

¢ The standard deviation of the distribution as a percentage of the mean value.

43 percent above to 29 percent below the national average with a
coefficient of variation of 17 percent.

We then divided each state's AFDC need standard, maximum benefit, and
combined maximum AFDC and food stamp benefit as of January 1994 by the
appropriate state-adjusted poverty threshold index value and the appropriate
median family income index value.’® If differencesin the cost of living

(1990: Table 1-2). Their index averaged cost-of-living indicators for 1985 developed by the
American Chamber of Commerce Researchers Association for all the cities in each state,
weighted by city population size.

18 State median family income (or a state-adjusted poverty threshold) could have changed
between the 1990 census and January 1994; however, the results of the same set of
calculations using January 1991 values for AFDC need standards, maximum benefits, and
combined maximum AFDC and food stamp benefits were very similar to those reported for
the January 1994 values.
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= § é TABLE 8-4 State Median Family Income and State-Adjusted Poverty Thresholds under
S -5 the Panel's Proposed Measure
v % S State Index for State Median Index for State-Adjusted
S 25 Family Income Poverty Thresholds with the
=T Proposed Measure
go¢g Alabama 0.835 0.881
SS o Alaska 1.355 1.102
= &%  Arizona 0.936 1.017
£ 5 & Arkansas 0.0739 0.873
Z. £ Ccdifornia 1.180 1178
52 Colorado 1.046 0.973
£8 % Connecticut 1431 1.188
= = Delaware 1172 1.066
2cea District of Columbia ~ 1.055 1112
-5 5 Florida 0.937 1.049
£d= Georgia 0.976 0.993
o S£ Hawali 1.256 1.243
=3 Idaho 0.858 0.862
822 linois 1126 1.020
S o= Indiana 0.992 0.949
; 56 lowa 0.921 0.903
- < Kansas 0.959 0.926
ES G Kentucky 0.787 0.874
=59 Louisiana 0.766 0.902
S o= Maine 0.943 1.029
25 Maryland 1.310 1.106
£0 o Massachusetts 1.291 1.191
S° 5 Michigan 1.066 0.998
o % o Minnesota 1.074 1.023
59 Mississippi 0.712 0.853
02 Missouri 0.927 0.929
% 22 Montana 0.816 0.865
ol Nebraska 0.920 0.908
xd2 Nevada 1.043 1.078
258 New Hampshire 1211 1.122
Zgc New Jersey 1.385 1.202
£52  NewMexico 0.804 0.922
2 g New York 1.156 1.078
S8 NorthCarlina 0.918 0.940
£ 55 NorthDakota 0.836 0.872
55 ® Ohio 1.000 0.955
c oo Oklahoma 0.831 0.883
Ss 8 Oregon 0.941 0.964
g8o Pennsylvania 1.014 0.987
23 g Rhode Island 1.140 1.099
o = > South Carolina 0.897 0.936
&5 E South Dakota 0.804 0.872
Z g0 Tennessee 0.860 0.920
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State Index for State Median Index for State-Adjusted

Family Income Poverty Thresholds with the
Proposed Measure

Texas 0.919 0.963

Utah 0.967 0.900

Vermont 1.012 1.060

Virginia 1112 1.023

Washington 1.071 1.011

West Virginia 0.745 0.846

Wisconsin 1.021 0.965

Wyoming 0.937 0.863

U.S. average 1.000 1.000

Range 0.712-1.431 0.846-1.243

Coefficient of variation®  17.3% 10.3%

NOTE: Seetext and Chapter 3 for explanation of construction of the indexes.
2 The standard deviation of a distribution as a percentage of the mean value.

across states (as proxied by cost-of-housing differences in the poverty
threshold) are the only reason for the differences in need standards and benefit
levels, then the calculation with state-adjusted poverty threshold index values
should result in the same (or close to the same) dollar amounts of the need
standard and maximum benefit in al states. In other words, the amountsin high-
cost, high-benefit states would decrease to the mean and the amounts in low-
cost, low-benefit states would increase to the mean. The same reasoning applies
to the calculation with state median family income index values.

These patterns do not occur. There is only a modest effect on the variation
across states in AFDC need standards when differences in the cost of living or
median family income are taken out of the dollar amounts: the coefficient of
variation is reduced from 41 percent to 37 percent; see Table 8-5. For maximum
AFDC benefits and maximum combined AFDC and food stamp benefits, there
is a somewhat greater reduction in the variation across states: the coefficient of
variation for maximum AFDC benefits is reduced from 40 percent to 29-33
percent, and the coefficient of variation for maximum combined AFDC and
food stamp benefits is reduced from 22 percent to 15-16 percent. However,
even in the case of maximum combined AFDC and food stamp benefits,
significant variation remains that cannot be explained by differences in cost of
living or income levels across the states.
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TABLE 8-5 Mean and Distribution of State AFDC Need Standards, Maximum AFDC
Benefits, and Maximum Combined AFDC and Food Stamp Benefits for a Family of
Three, as Reported by the States and as Adjusted for Differencesin Income and Cost of
Housing, January 1994, in Dollars

As Adjusted by an Index for

Statistic AsReported  State Median State-Adjusted
Family Income Poverty Threshold?

AFDC Need Standards

Mean 655 658 657

Range 320-1,648 288-1,361 317-1,469

Standard deviation® 267 240 242

Coefficient of 40.7% 36.5% 36.8%

variation®

AFDC Maximum Benefits

Mean 396 389 394

Range 120-923 169-681 141-838

Standard deviation 156 113 130

Coefficient of variation ~ 39.5% 29.2% 33.1%

AFDC and Food Stamp
Maximum Benefits

Mean 675 677 679
Range 415-1,208 505-892 521-1,096
Standard deviation 147 98 111
Coefficient of variation 21.8% 14.5% 16.3%

NOTE: Data derived from Tables 8-1 and 8-4; see text for description of calculations.

a The state-adjusted poverty threshold takes account of state differences in cost of housing adjusted
for the share that shelter costs (including utilities) represent in the panel's proposed poverty budget.

b The value that when added to or subtracted from the mean includes about two-thirds of the
observations (states).

¢ The standard deviation as a percentage of the mean value.

Differencesin Equivalence Scales

Equivalence scales—the proportion by which benefits to the AFDC unit
are increased for each added child—also vary across states; see Table 8-6.1°
Data are available on the maximum AFDC benefit by family size as of January
1994 for the 50 states and the District of Columbia, ranging from the basic two-
person unit (parent or other caretaker and child) through the six-person unit

19 As noted above, some states do not currently pay benefits for additional children beyond
the first or second, as an intended deterrent to continued childbearing on the part of AFDC
recipients.
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L O
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2 § é TABLE 8-6 Equivalence Scale Implicit in Maximum AFDC Benefits for Two-Person
§ - & Through Six-Person Families, January 1994
< % S Amount Added to Two-Person (One-Adult/One-Child) Benefit
RS (1.00) for Each Added Child
f <% State Second Third Fourth Fifth Average,
go¢g Child (3- Child (4- Child (5- Child (6- Added
g% o Person Person Person Person Child
—c & Family) Family) Family) Family)
C E®
£8% Alabama 197 219 226 197 210
S oL Alaska 124 124 124 124 124
o5 = Arizona 262 .258 .258 262 260
sS40 Arkansas 259 .265 241 278 261
E LT California 239 237 .206 208 222
Scc Colorado 271 271 286 279 277
-0 5 Connecticut .239 204 184 193 .205
Q0 S
T LR Delaware 252 .256 252 256 254
L > = District of 273 282 .236 315 277
0 &3 Columbia
o Florida 257 253 257 253 255
TS E Georgia 191 213 .204 136 .186
= % s Hawaii 260 .260 .260 260 260
“ 55 ldaho 263 259 263 259 261
522G  lllinois 369 175 265 224 258
=59 Indiana 258 253 .258 253 255
Q@ oE lowa 180 191 147 172 172
855  Kanss 219 193 173 173 .190
£02 Kentucky .163 291 245 219 .230
S %o Louisiana 377 319 312 283 322
L0 Maine 340 .346 .340 343 342
%o Mayland 280 262 245 178 241
22 Massachusetts 191 .183 .189 193 .189
950 Michigan 237 .280 .259 358 284
=5 Minnesota 217 .204 174 174 192
x4 Mississippi 250 .250 .250 250 250
255 Missouri .248 214 197 184 210
<3< Montana 261 261 261 261 261
S0 Nebraska 242 242 242 242 242
2L 2 Nevada 208 .208 .208 205 207
- New Hampshire ~ .143 131 125 .168 142
£578 New Jersey 317 199 199 199 228
55 © New Mexico .261 .261 .258 261 261
co8 New York 233 235 241 179 222
2E 2 North Carolina 153 .106 114 .106 120
g8o North Dakota 228 276 204 77 221
38 Ohio 222 .287 .258 201 242
Q= > Oklahoma 291 311 271 271 286
22 Oregon 165 266 241 241 228
s 82 Pennsylvania 276 .282 .282 242 270
=@ 2 Rhodelsland 234 174 174 200 195
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Amount Added to Two-Person (One-Adult/One-Child) Benefit (1.00)
for Each Added Child

State Second Third Fourth Fifth Average,
Child (3- Child (4- Child (5- Child (6- Added
Person Person Person Person Child
Family) Family) Family) Family)

South .258 252 .258 252 .255

Carolina

South Dakota  .133 128 130 130 130

Tennessee .303 .289 .268 .289 .287

Texas 165 234 158 241 199

Utah 247 211 .202 .169 .207

Vermont 190 47 162 104 151

Virginia 204 .190 .265 102 190

Washington 241 .218 223 .230 .228

West .239 313 .239 .264 .264

Virginia

Wisconsin 175 227 .207 32 185

Wyoming 125 .094 .188 .188 .148

Mean 234 231 224 217 227

Median .239 242 241 .219 .228

Range 124-.377 .094-.346 .114-.340 .102-.358 .120-.342

Coefficient 24.0% 24.2% 22.0% 27.1% 21.5%

of variation?

Current .169 .307 .229 197 .226

poverty

measure

Panel's .295 275 .256 .248 .269

proposed

equivaence

scale—

aternative 1°

Panel's .255 227 .206 199 222

proposed

equivalence

scale—

dternative 2¢

NOTE: Data caculated from U.S. House of Representatives (1994:368-369) for each state;
calculated from Bureau of the Census (1993c: Table A) for the current poverty measure.

2 The standard deviation of a distribution as a percentage of the mean value.

b Scale economy factor of 0.75.

¢ Scale economy factor of 0.65.
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(basic unit plus four added children). At one extreme, Louisiana increases
its $138 benefit for the basic two-person unit by 32 percent on average ($44) for
each additional child. At the other extreme, Alaska increases its much higher
benefit of $821 for the basic unit by only 12 percent ($102) for each additional
child. The median value that is added on average to the basic unit benefit for
each added child is 23 percent.?

In looking at the shape of the equivalence scales for AFDC benefits, five
states have aregular pattern whereby, within 1 or 2 percentage points, they add
the same amount to the basic unit benefit for each additiona child; 10 other
states have a regular pattern within 6 percentage points. Ten states have a
declining pattern, whereby they add progressively less for each child after the
second or third. In contrast, 10 states add more for the third and fourth child
than for either the second or fifth. Finally, 16 states have erratic patterns. For
instance, they may add more for the third and fifth children than for the second
and fourth. In this, they resemble the equivalence scale implicit in the current
U.S. poverty measure, in which the second child adds 17 percent to the two-
person (one-adult/one-child) poverty threshold, the third child adds 31 percent,
the fourth child adds 23 percent, and the fifth child adds 20 percent.?

The type of equivalence scale that we recommend for the poverty measure
would increase the benefit for a one-adult/one-child family the most for the
second child, with declining percentages for each additional child to reflect
household economies of scale. Depending on the value of the scale economy
factor, our proposed equivalence scale would add an average of 27 percent
(using a factor of 0.75) or an average of 22 percent (using a factor of 0.65) to
the basic unit benefit for each additional child.

Trendsin Need Standards and Benefits

Looking at trends over the last two decades, it appears that relatively few
states have increased their need standard or maximum benefit to keep up with
inflation. Relatively few states have statutes that require them to adjust their
standards for inflation, and even those states that have such requirements do not
always heed them in periods of budget stringency. As of 1988, seven states had
statutory requirements for adjusting their need standard to keep up with
inflation, one state had a requirement to update its benefit level, and three

20 Note that the ratios of the benefit for an added child to the benefit for the basic AFDC
unit are not comparable to equivalence scales expressed in terms of a one-person family or
house-hold. Such scales can be constructed for January 1994 from U.S. House of
Representatives (1994:368-369).

21 The average value added per child to the U.S. poverty threshold for the two-person (one-
adult/one-child) family is 23 percent, the same as the median value for the 50 states and the
District of Columbia.
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states had requirements to update both their need standard and their benefit
levels; only one state apparently had a requirement to periodically reevaluate
the need standard itself (Center on Social Welfare Policy and Law, 1988).

In the 1970s, inflation rose significantly—by 111 percent (as measured by
the CPI-U). Yet only four states increased the value of their need standard in
real dollar terms during this period, and the median state saw its need standard
decline by 38 percent (in real terms); see Table 8-7. The decline in real termsin
the value of the maximum benefit in the median state was somewhat |ess—26
percent; see Table 8-8. As a result, the number of states paying "full need"
doubled over the period (from 14 to 29 states), and the number paying 70
percent or more of need increased from 33 to 44 states.

In the 1980s, inflation moderated—increasing by 63 percent—and 26
states increased the value of their need standard to keep up with or exceed the
rate of inflation. In the median state the need standard remained constant in real
dollar terms. Many states updated their need standard after the passage of the
1981 Omnibus Budget Reconciliation Act, which included a provision that
families could not be eligible for AFDC benefits if their gross income exceeded
150 percent (later raised to 185 percent) of the state need standard. In this way,
states were able to avoid denying eligibility to families with earnings who
would otherwise have been above the gross income cutoff although below the
net income cutoff after alowable deductions. However, states did not
necessarily update their benefit level to match: for example, Alabama doubled
its need standard between 1980 and 1985 but did not raise its maximum benefit
(see U.S. House of Representatives, 1991:601-605). Indeed, in the median state
the maximum benefit declined by 22 percent. From 1980 to 1991 the number of
states paying full need dropped from 29 to 16, and the number paying 70
percent or more of need dropped from 44 to 27 states.

In looking at the whole time span, the need standard declined in real terms
in the median state by 33 percent from 1970 to 1991, and the maximum benefit
declined in rea terms by 38 percent.?2 One consequence of declining AFDC
benefits over the period was that food stamps (which are indexed yearly for
inflation) accounted for an increasing proportion of the combined AFDC and
food stamps benefit. This change reduced the financial burden on the states,
since the federal government pays the full cost of food stamps.

Conclusions

Clearly, a persistent characteristic of the AFDC program has been the great
variation in need standards (and benefit levels) among the states—variation

2 The median state's need standard remained approximately constant in real terms from
January 1991 to January 1994, while the median state's maximum AFDC benefit continued to
decline (see U.S. House of Representatives, 1994: Tables 10-13, 10-14).
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2 § é TABLE 8-7 AFDC Need Standards for a Family of Three, July 1970, July 1980, and
§ - & January 1991, in Constant (January 1991) Dollars
N % S AFDC Need Standard (in Percentage Change
8=z¢ January 1991 dollars)
2306
PRI State July July Jan. 1970— 1980— 1970-
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&5 District of 790 642 712 -19 1 -10
£ 8%  Columbia
0 £ Florida 652 318 880 -51 177 35
53 Georgia 611 315 424 -48 35 -31
O£ & Hawali 780 763 1,012 -2 33 30
S o= Idaho 821 605 554 -26 -8 -33
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AFDC Need Standard (in Percentage Change

January 1991 dollars)
State July July Jan. 1970~ 1980- 1970-

1970 1980 1991 1980 1991 1991
Texas 683 253 574 -63 127 -16
Utah 769 782 537 2 -31 -30
Vermont 990 1,092 1,029 10 -6 4
Virginia 828 561 393 -32 -30 -53
Washington 890 747 983 -16 32 10
West Virginia 759 448 497 -41 11 -35
Wisconsin 738 851 647 15 -24 -12
Wyoming 849 513 674 -40 31 -21
Mean 807 536 566 -34 13 -28
Median 800 513 544 -38 0 -33
Range 514— 253— 310- (-63)— (-39)- (-68)—

1,211 1,092 1,029 15 177 37
Coefficient 18.9% 31.7% 31.3% 51.8% 337.3% 88.7%

of variation®

NOTES: Data calculated from U.S. House of Representatives (1991:602-605). The adjustment to
constant January 1991 dollars was made using the values for the urban Consumer Price Index (CPI-
v).

2 The values apply to Wayne County.

b The values apply to New York City.

¢ The standard deviation of adistribution as a percentage of the mean value.

that considerably exceeds estimated differences in the cost of living across
states. Another characteristic has been the absence in many states of systematic
procedures for setting and periodically revising the AFDC need standard.

A fundamental question is whether the concept of a separate need standard
makes sense: most assistance programs do not distinguish between a need
standard and the maximum benefit the program will pay to participants with no
other source of support. Limits on gross as well as countable income in these
programs (e.g., SSI) are set as a function of the benefit standard, and such a
practice could be followed in AFDC as well.

Urban Systems Research & Engineering (1980:22) argued that the AFDC
need standard serves the useful function of a goal or benchmark and that need
standards are not an exercise in futility:

The systematic derivation and conscientious maintenance of normative
standards of need can lead not only to higher need standards, but also to
higher payment levels than would be achieved in the absence of any
commitment to a realistic benchmark of adequacy [emphasisin original].
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THE POVERTY MEASURE AND AFDC 374

USR&E based this argument on the behavior of the subset of states that
either made a conscientious effort during the 1970s to set normative standards
or, athough not having recently established a systematically derived need
standard, had committed themselves to maintaining the value of their need
standard in real terms. These states as a group increased both their need
standard and their benefit level more than other states in the 1969-1979 period.
However, it seems to us as likely or more likely that a common set of factors
(e.g., a more supportive attitude toward welfare programs) explains the
propensity to raise both need and benefit standards in some states rather than
that higher need standards in and of themselves cause states to raise their
benefits.

We do not offer a recommendation about the merits of having a separate
need standard in the AFDC program, athough we are among those who find the
concept of questionable utility. Welfare policy is currently the subject of intense
debate, and the AFDC program as it has operated historically may likely change
in significant ways, perhaps rendering moot the issue of the soundness or
adequacy of the need standard for the existing program. However, given that
current law requires states to set need standards (and allows them to have lower
benefit standards), our concern is whether it makes sense for states to adopt the
proposed poverty measure in place of their own standard.

A recent development in standard setting practices with relevance to this
issue is that, in the past decade, 14 states have explicitly geared their need
standard to the current poverty guidelines, which derive from the officia
thresholds. In many of these states, the link is more theoretical than actual, in
that the need standard, either by law or regulation or because of failure to adjust
for inflation, is a small fraction of the poverty guidelines. In other states, the
definition of the poverty guidelines has been atered to exclude some types of
consumption. Overall, however, a growing number of states are finding it
convenient to link their AFDC need standard to the poverty guidelines in some
fashion.

We recommend that states that tie their AFDC need standard to the current
poverty measure consider the use of the proposed measure instead, and we
encourage all of the states to make a similar assessment. The Family Support
Act requires states to review their need standard every 3 years and report to
HHS. We note that HHS could request the states to complete an assessment that
considers the possible use of the proposed poverty measure for inclusion in their
next regular reports.

An important element of such areview is an assessment of the implications
of the proposed measure—both the thresholds and the definition of family
resources—in relation to a state's current need standard (whether the poverty
guidelines or its own standard) and the rules for determining gross and net
income. Also important to consider is whether the proposed measure may need
to be modified in one or more respects to be more suitable for program
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THE POVERTY MEASURE AND AFDC 375

purposes. Finaly, it is important to keep in mind the need for consistency
between the thresholds and the resource definition in whatever measure a state
uses.

Comparative Advantage of the Proposed Poverty Measure

The use of the proposed threshold concept to set state need standards of
AFDC would represent an improvement over the current measure in several
respects. One improvement relates to the equivalence scale by which the
reference family poverty threshold is adjusted to take account of different needs
for different types of families: the proposed scale is more reasonable than that
embedded in the official thresholds.

Another improvement is that the proposed threshold concept incorporates
geographic variation in housing costs. For the statistical measure of poverty, we
recommended that the thresholds vary by nine regions and several categories of
size of metropolitan area within region (see Chapter 3). States may want to use
thresholds that are specific to their state as awhole, and it is certainly feasible to
develop such thresholds from decennial census data (see Table 8-4).
Alternatively, states may want to have thresholds that vary by size of
metropolitan area (or other geographic unit) within the state, and it is aso
feasible to develop such thresholds from census data. We caution against
making further distinctions, particularly for small metropolitan or other areas, as
the sample sizes underlying the estimates can become uncomfortably small.
Thus, for many metropolitan areas under about 125,000 population, there are
only 200-300 cases of housing units in the 1990 decennial census data with the
specified characteristics that are used to estimate geographic differences in
housing costs. The Census Bureau and Bureau of Labor Statistics could assist
the states by constructing thresholds by state and by substate area and by
providing estimates of the sampling error underlying the geographic indexes.
The states could then determine whether there is enough intrastate variation and
whether the estimates of that variation are sufficiently reliable to warrant using
severa different thresholds.

Finally, an important improvement is that we propose a consistent budget
concept and definition of family resources. Moreover, the proposed resource
definition is more congruent with the income definition in the AFDC program
than is the current gross money income definition, so it would be more
consistent to use the proposed threshold concept in place of the current concept.
For example, the AFDC definition of countable income deducts child care and
other work expenses. It does not deduct out-of-pocket medical care
expenditures, but AFDC recipients are automatically eligible for Medicaid,
which limits their out-of-pocket expenditures (although the generosity of the
program varies among states). There are aso some inconsistencies. For
example, the EITC and afew other sources of income may not be counted as
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income in the AFDC program. Also, in-kind benefits are not counted as income
(see further discussion below). Overal, however, the income definition in
concept (if not necessarily in the specific details, such as the amount allowed
for child care or work expenses) is quite consistent with the budget concept that
underlies the proposed poverty thresholds and definition of family resources.

Problematic Aspects of the Proposed Poverty Measure

Program I nteractions

One issue that arises with the use of the proposed threshold concept (or the
current concept, for that matter) is that AFDC is not the only program of basic
consumption support for low-income families. Specifically, such programs as
food stamps, school meals, public housing, and home energy assistance provide
important components of consumption for many AFDC families—kinds of
consumption that are included in the need concepts that underlie both the
current poverty measure and the proposed alternative.

Currently, a few of the states that tie their need standard to the HHS
poverty guidelines attempt to take account of interaction effects with other
assistance programs by subtracting food or food and medical care costs from the
guidelines in order to form their AFDC need standard. However, such
adjustments are not necessarily appropriate, even when the need standard would
otherwise equal the poverty thresholds.3

With regard to medical care, the official poverty thresholds arguably do
not include medical expenses that would be covered by Medicaid or other
health insurance; the proposed thresholds do not include such expenses either
(see Chapter 4). Hence, to subtract Medicaid from the poverty guidelines—or
from thresholds developed under the proposed measure—is to assume that such
benefits are fungible and can be used for other needed goods, when this is not
generaly the case.

There is a clearer case for subtracting food stamps from the poverty
thresholds to form AFDC need standards, particularly since food stamps are not
counted as income for computing AFDC benefits. However, as we noted earlier,
the way in which food stamp benefits are computed—specificaly, the
assumption that 30 percent of countable income (including AFDC benefits) will
be available for food consumption—means that it is not straightforward to
determine an appropriate adjustment. To subtract the entire value of the Thrifty
Food Plan from the poverty thresholds would likely result in too great

23 Logically, such adjustments should not even be considered when the need standard is set
a a fraction of the poverty thresholds, as is the case in a number of states. See Larin and
Porter (1992) for a discussion of the problems in adjusting the current poverty guidelines to
try to account for program interactions.
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a reduction in the AFDC need standard; how much less than that amount might
be appropriate is open to question.

Clearly, the issue of program interactions is a very difficult one. It may
make most sense for the states to think of the AFDC need standard as a global
standard, and then address program interaction questions in determining AFDC
benefit levels.

I mplications of Updating for Costs and Caseloads

Another important issue with the possible use of the proposed poverty
measure to determine AFDC need standards concerns the proposed procedure
for updating the thresholds. As we have stressed, thresholds developed under
that procedure will reflect real increases in basic consumption, not just price
changes. The use of thresholds updated in this manner offers the advantage that
states would not have to periodicaly evaluate their need standard for real
changes in living standards. Although few states have historically sought to
revise their standard on any regular basis, there are some exceptions, and the
Family Support Act now requires states to evaluate their need standard at least
once every 3 years and to report the resultsto HHS.

However, with the proposed procedure, the states would face concerns
about possibly larger caseloads and higher costs compared with the use of the
current poverty guidelines (see Chapter 7). One way in which the need standard
is linked to eligibility for AFDC—and, hence, potentially to caseloads and the
costs associated with changes in caseloads—is through federal law. The effects
of this link may be relatively minor because the tie, strictly speaking, is only to
gross income. Families with gross incomes that do not exceed 185 percent of
the need standard may be eligible, but only if their net income does not exceed
the payment standard. Hence, in states that do not raise their payment standard,
increases in the need standard that result from the use of the proposed procedure
will not necessarily add to caseloads or costs.?*

More important effects on costs and caseloads may stem from the links
that state laws provide between the need standards and the determination of net
income €eligibility and benefits. These links are more or less direct, depending
on which of several methods a state uses to calculate eligibility and benefits; for
some examples of how changes in need standards can affect families' eligibility
status and benefits depending on the method used by the state, see Figure 8-1.

2 The adoption of higher need standards could cause some families with very high
deductions from gross income to become eligible, but the number is likely to be small. There
is evidence that states do not necessarily worry about increased costs from raising their need
standard, from their reactions to federal legislation in the early 1980s that limited eligibility to
families with gross income below 150 percent of the need standard (subsequently increased to
185%). Many states, including those with low-benefits, raised their need standards but not
their benefit levels. This response allowed previously eligible families with high deductions to
continue to be eligible but limited any increase in their benefits.
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EXAMPLE A: STATEPAYS 100 PERCENT OF DIFFERENCE BETWEEN
NEED STANDARD AND COUNTABLE INCOME An increase in the need
standard affects the number of eligible families and translates dollar for dollar into
an increase in benefits.

FAMILY 1: Countable income of $450 per month

If need standard is $400 per month, family will beineligible.

If need standard is increased by $100 per month, family will be eligible for $50
benefit ($500 - $450).

FAMILY 2: Countable income of $350 per month

If need standard is $400 per month, family will be eligible for $50 benefit ($400 -
$350).

If need standard is increased by $100 per month, family will be eligible for a
benefit increase of $100 per month ($500 - $350 = $150).

EXAMPLE B: STATE PAYS FRACTION (50%) OF DIFFERENCE BETWEEN
NEED STANDARD AND COUNTABLE INCOME An increase in the need
standard affects the number of eligible families but increases benefits only
fractionally.

FAMILY 1: Countable income of $450 per month

If need standard is $400 per month, family will be ineligible.

If need standard is increased by $100 per month, family will be eligible for $25
benefit (($500 - $450) x 0.50).

FAMILY 2: Countable income of $350 per month

If need standard is $400 per month, family will be eligible for $25 benefit (($400 -
$350) x 0.50).

If need standard is increased by $100 per month, family will be €ligible for a
benefit increase of $50 per month (($500 - $350) x 0.50 = $75).

FIGURE 8-1 AFDC dligibility and benefits of hypothetical families in states with
different eligibility and benefit determination methods.

» Example A: A state pays the full difference between the need standard and
countable income. In this case, the need standard (which determines gross
income €ligibility) is the same as the payment standard (which determines
net or countable income eligibility), and both are the same as the maximum
benefit paid to families with no other income. The link of the need standard
to eligibility and benefit levels and hence to caseloads and costs is most
obvious in these cases: an increase in the need standard alows families
with higher net (as well as gross) incomes to become eligible and, for a
given level of countable income, provides ahigher level of benefits.

» Example B: A state pays a fraction of the difference between the need
standard and countable income. In this case, the need standard and the
payment standard are the same, but the maximum benefit is lower. Here,
there is a direct link of the need standard to eligibility, which means a link
to caseloads and the costs associated with changes in casel oads. However,
the
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EXAMPLE C: STATE PAYS DIFFERENCE BETWEEN FRACTION
(50%) OF NEED STANDARD AND COUNTABLE INCOME An increase in
the need standard only fractionally increases the number of eligible
families as well as the amount of benefits.

FAMILY 1: Countable income of $450 per month

If need standard is $800 per month, family will be ineligible ($800 x
0.50 = $400, which is &$450).

If need standard is increased by $100 per month, family will still be
ineligible ($900 x 0.50 = $450, which equals $450).

FAMILY 2: Countable income of $350 per month

If need standard is $800 per month, family will be eligible for $50
benefit (($800 x 0.50) - $350 = $50).

If need standard is increased by $100 per month, family will be
eligible for a benefit increase of $50 per month (($900 x 0.50) - $350 =
$100).

EXAMPLE D: STATE PAYS 100 PERCENT OF DIFFERENCE
BETWEEN NEED STANDARD AND COUNTABLE INCOME SUBJECT
TO A MAXIMUM BENEFIT An increase in the need standard affects
neither the number of eligible families nor benefits unless the maximum
benefit is also increased.

FAMILY 1: Countable income of $450 per month.

If need standard is $400 per month and maximum benefit is $375 per
month, family will be ineligible.

If need standard is increased by $100 per month but maximum
benefit is unchanged, family will still be ineligible.

FAMILY 2: Countable income of $350 per month

If need standard is $400 per month and maximum benefit is $375 per
month, family will be eligible for $25 benefit ($375 - $350).

If need standard is increased by $100 per month but maximum
benefit is unchanged, family will still be eligible for $25 benefit.

link to benefits per case is attenuated because eligible families with a given
level of countable income will receive only a fraction of an increase in the
need standard.

» Example C: A state pays a fraction of the need standard itself. In this case,
the need standard exceeds both the payment standard and the maximum
benefit. Here, the link of the need standard to both eligibility and benefitsis
attenuated.

» Example D: A state uses one of the three methods listed above to make an
initial determination of e€ligibility and benefits, but then imposes a
maximum benefit that is lower than both its need and its payment
standards. In this state, increases in the need standard have no effect,
practically speaking, on either eligibility or benefit amounts unless the
maximum benefit is also increased.
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Clearly, each state will need to analyze the possible implications for
program costs and caseloads of basing its need standard on poverty thresholds
that are developed under the proposed updating procedure. Given the
differences among states in methods for determining eligibility and benefits, the
states may well come to different conclusions.

Effects of Updating on Program I ncentives

Some states that have a maximum benefit below their need standard
provide higher benefits to families with other income, such as earnings or child
support, through a "fill-the-gap" method of calculating benefits. The details of
this method vary across states, but the essence is that families are allowed to
retain other income without having their AFDC benefit reduced, so long as the
total of their benefit and other income does not exceed the need standard (see
Larin and Porter, 1992: App).

To illustrate, consider a state with a need (and payment) standard and
maximum payment of $400 per month (i.e., the state pays 100% of need). In
this state, a newly eligible family that has $200 of earnings will receive only
$200 in AFDC, as the family's earnings will be subtracted in full from the need
standard. But in another state, one that has a maximum benefit of $400 per
month but a need (and payment) standard of $600 per month and that alows
families to fill the gap, the same family will receive an AFDC benefit of $400
because the family's $200 in earnings will be subtracted from the (higher) need
standard.

The fill-the-gap approach to benefit calculation is a way to provide
incentives to working families. Hence, states that want to provide such
incentives may find it attractive to base their need standard on poverty
thresholds that are developed under the proposed updating procedure.

Summary

We have offered a number of reasons that the use of the proposed poverty
measure by the states for their AFDC need standard could be advantageous and
some areas of concern, principally involving possible effects on program costs
and caseloads. We do not want our discussion of budgetary implications to be
misinterpreted. We do not intend to argue against the adoption of need
standards for the AFDC program that are updated in real terms; indeed, from
the perspective of the low-income population, there is much to recommend such
a step by the states. However, assistance programs must balance a number of
objectives and contend with a number of constraints. We urge that program
designers fully evaluate all of the ramifications before deciding to adopt for
program purposes a measure that is proposed for statistical purposes.

For the AFDC need standard, it is important to note that the states, under
current law, have considerable | atitude with which to attenuate the link of the
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need standard to eligibility and benefits, by such strategies as setting the
payment standard at a fraction of the need standard. Hence, considerations of
possible adverse consequences for program costs and casel oads should perhaps
weigh less heavily than the advantages of using the proposed poverty measure
to set AFDC standards of need.

In conclusion, we believe that, on balance, the use of the proposed poverty
concept for the purpose of determining AFDC need standards would be
beneficial, even if individua states set their need (or benefit) standard at
different fractions of the poverty threshold. Use of the poverty thresholds that
are developed under the proposed procedure would be generally consistent with
the AFDC definition of income and would recognize important interstate
differences in living costs within a common framework that would provide a
benchmark for evaluating the adequacy of eligibility levels across states.
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