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THE WHITE HOUSE L

WASHINGTON

May 20, 1977
THE PRESIDINT HAS SEEN.
MEMORANDUM TO: THE PRESIDENT

FROM: STU EIZENSTAT ClL
CHARLIE SCHULTZE
BERT LANCE
gl' ‘7.5 ¢

Attached is a memo from Secretary Califano describing the
basic structure for welfare reform agreed to by the
Departments of Health, Education, and Welfare and Labor.

We believe this agreement represents a sound basis for
discussions with the Congress, state and local governments
and other interested groups. It does not represent a
complete proposal, and another round of detailed Presidential
decision-making in late July will be required before legisla-
tion can be submitted to Congress in August.

The memo itself reflects four areas in which precise
agreement has not yet been reached:

®* The precise number of jobs that will be :7
required. )

®* Whether some upward flexibility from the o
minimum wage should be allowed.

* The precise levels of assistance in the 2.
track for those required to work and in A" 4
the track for those not required to work. )’

* The precise allocation of funds between -
employment programs and income maintenance. ‘

On each of these issues a range has been agreed to. It is
likely that consensus on some, if not all, of these ques-
tions will be reached after further discussion and staff

work.
/‘babzcoﬂ"'u/‘ﬁ
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In addition to these issues a number of other major issues
and problems remain to be resolved, including the adequacy

of benefit levels, state and local cost sharing, the possible
inclusion of other federal expenditures in this program and
the relationship of programs such as medicaid and social ser-

vices.

/ ”;’._
In particular, you should know that this plan makes no a3
explicit provision for fiscal relief. While complete 5 Conm AL{-
statistics are not yet available, the effect of the plan /”/ o/
is to provide relief in low benefit states and, in all ¢ /fo¢
probability, to maintain or increase the burden of high ‘)1144.4
benefit states such as New York and California. We will oy
prepare a full briefing for you on this question when
specific data and options are available.

Finally, a broad array of second-level design problems
remain -- including the administrative structure for jobs
programs, rules governing state supplementation of income
support, a mechanism for reflecting differences in cost-
of-living among areas, and many other issues. In addition,
we are not satisfied as yet that the cost and impact data
derived from Labor and HEW computer models are sufficiently
accurate to meet close Congressional scrutiny.

We will work with Secretaries Califano and Marshall to as-
sure that these remaining decision issues are thoroughly
staffed and presented to you.

Making These Proposals Public

The plan as outlined in the attached memo will, of course,
become public as soon as Secretary Califano and Secretary
Marshall begin to discuss it with interested parties. It
is important to coordinate the plan's release to the press
in a manner that (1) avoids an initial round of press re-
ports based on the reactions of others rather than our own
presentation, and (2) does not upstage your announcement of
principles on May 1.

One way to approach this problem might be for Secretary ’¢L :'
Califano to make himself available for a detailed briefing
of key reporters early next week, perhaps on Monday or e
Tuesday.
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Page 3 -~ Memorandum for the President

2. Public Service Jobs and Training

o Number of Jobs and Training Slots -- The program
attempts to assure access to a job to the principal
earner in two-parent families with children and to
parents in single-parent families who volunteer for
a public job. When unemployment is 5.6 percent, we
estimate that as many as 1.4 million jobs and training
slots will be reguired to provide this assurance. Our
projections assume about 85 percent of those eligible
for jobs or training will participate. Under our present
proposal no provision is made for day care.

o Training —- Training may last from two weeks to six
months. It may include counseling and assistance in
finding private employment, or provide instruction in
specific skills necessary for private or public employ-
ment. It may range from remedial education to instruction
in skilled trades. Training stipends will equal about
85 percent of wages from a full-time minimum wage job.

o Types of Jobs ~— The PSE jobs will be full-time (35-40
hours per week) and will pay the minimum wage, with some
supervisory jobs paying slightly more. Secretary Marshall
believes the wage rates must be egual to prevailing wages ?ffl_
for comparable work, but that this could be accomplished
at wages close to the minimum. The jobs created should
cover a wide range of activities in the public and private

sectors. (Local private, non-profit institutions such as
hospitals and nursing homes will be eligible job sponsors.)

Our ability to create jobs for this many low-income persons remains un-
proven. As a result, this part of the program should be phased in slowly
and monitored carefully. No overall goals should be set. A cautious
strategy will avoid the risk that a successful effort to create new jobs
will be criticized for missing an ambitious goal.

B. Consolidated Cash Assistance

Under our proposal the three major income assistance programs ——- AFDC,
SSI, and Food Stamps —— would be abolished and consolidated into a
unified, new, cash assistance system. Our present cost estimates assume
some savings fram reductions in housing assistance -- reductions that you
have not yet approved. Several other programs would be retained (veterans
pensions and existing housing commitments), but income received from these
programs will reduce benefits paid under the new cash assistance orogram.
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Page 5 —- Memorandum for the President

0 Basic Benefit —- The basic benefit paid to a family of four
with no other income would be $4700 in 1978. A single-parent .
f At
A ot

with one child would receive $3300. An aged, blind or
disabled individual (couple) would receive $2600 ($3900).£~
These benefits would exceed slightly those projected for 1978
in the SSI and Food Stamp programs combined.

o Benefit Reduction Rate —— Benefits would be reduced 50 cents
for each dollar of earnings.

o Breakeven Point —-- A four-person family would cease to be 3 ‘ . ‘
eligible for benefits at an income of $9400 per year, the &49~77 52
"breakeven" income level.

Those Required to Work (Work Supplement Tier)

o Eligibility —-— Those eligible include two-parent families with
children, single persons, childless couples, and possibly
single-parent families with older children, depending on where
the age is set for "younger children."

0 Basic Benefit —- The basic benefit for a family of four will be
$2600 (assuming a job is available), which is $2100 less than the
benefit for those not required to work. Single individuals and
childless couples would receive $1200 and $2400, respectively, if
no job were available.*

0 Benefit Reduction Rate -- To create a strong work incentive
benefits are not reduced at all until a family's total income
(including benefits) approaches the poverty level. After this
initial range of earnings (known as a "disregard"), benefits
are reduced 50 cents for each dollar of earnings. For adults
working in a private job the disregard equals the first $4200
of earnings, while for those in a special public job it is $2100.
The larger disregard for private sector earnings ensures that
private employment is always more attractive economically than
oublic service employment.

0 Work Requirement -~ If a job providing a minimum level of earnings
1s provided to single persons and childless couples, they become
ineligible for income support. If a job is provided to the princi-
pal earner in two-parent families with children, they receive assis-
tance on the work supplement tier. These benefits are substantially
below the income support tier in order to preserve a strong incentive
to accept employment. To protect the family's chiléren, benefits are
not cut off entirely if the vprincipal refuses to work.

*

These are midpoint benefit assumptions. There is not yet concensus on the
basic benefit in the work supolement tier. The range for a family of four
in current discussion is $2350 to $2900. Disagreement also exists with
respect to the benefit levels for single individuals and childless couples.
All subsequent references to lower tier benefits will reflect use of the

midpoint.
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Page 6 —— Memorandum for the President

o Safety Net for Two-Parent Families with Children —— If the
jobs program fails to provide a job (public or private) or
training slot to the principal earner in a two-parent family,
that family would receive the higher benefit on the income
support tier. The specific conditions under which families
would move to the income support tier are not yet decided. Families
should not be relegated to the low benefit tier in order to pro-
vide an incentive to work —— if our best efforts cannot locate or
create a job for them. For singles and childless couples, the
lack of an available job does not, by contrast, allow them to
receive the higher benefits available to those not required to
work (e.g., the aged, blind, and disabled).

If a job is later made available to the principal earner the
family's benefits will be reduced to the levels on the lower
work supplement tier, whether or not he or she takes the job.

3. The Program Illustrated

The following two tables illustrate the main characteristics of the proposal
and describe the recipient population in Fiscal Year 1978. (See the footnote
on the previous page which notes the uncertainty with regard to these numbers.)

TABLE 1

Illustrative Benefit Levels
(1978 dollars)

Breakeven
Level of Earnings
Benefits at Various Total Income at Total Income
Earnings Level Various Earnings Level (Benefit = Q)

No Job  Public Private No Job Public Private Public Private

S0 $5200 $5200 S0 $5200 $5200 Job Job
Single Parent,
One Child 3300 - 700 3300 5200 5900 4500 6600 1
o
Two Parents, 4700%* 4700%*
Two Children 2600 1050 2100 2600 6250 7300 7300 9400
Aged, Blind, or
Disabled Couple 3900 *% 1300 3900 ** 6500 ** 7300

*

*%

The higher benefit applies only i1f a member of the household cannot be assured a job.

tlot eligible for public job.
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Page 11 — Memorandum for the President

This estimate that the proposed program involves no higher initial
cost makes three important assumptions:

o Income-related housing assistance programs are folded into
the jobs and cash assistance programs.

o Our cost estimates fold in $1.3 B in extended UI which
reflects current expenditures under that program. While
most expenditures for this program would phase out at the
assumed 5.6% unemployment rate, we are assuming that money,

- currently being spent for these purposes, is available for
our reform proposal.

. ZL 7 2
0 Unemployment is 5.6 percent. ﬁ)ﬂ« /2‘;0"/ /o/f /)v“/: .

While these estimates are the best we can produce at this time, there
will undoubtedly be further refinements of the simulation models and
the computer programs on which they are based. We intend to invite a
wide variety of experts, including technicians ard officials at the
State and local level, to review carefully our assumptions and proce-
dures. If these improvements alter estimated Federal costs, changes
will have to be made in the program specifications to return to zero
cost. We have identified several possible reductions in program
costs (Tab B).

Impact on Recipients

While this proposal would not change net Federal expenditures, it would
redistribute Federal funds among recipients ard States. Actual effects
on recipients would depend on whether the States choose to supplement
Federal benefits.

Three major groups would receive more Federal dollars than under current

programs:

o Two-parent families with children: These families receive
substantially more cash assistance than they receive under
the current Food Stamp program, and also are the principal
beneficiaries of the expanded PSE commitment.

o Single-parent families with children in low-benefit states.

o Individuals and childless couples in those States that have
only limited General Assistance programs.

Many current recipients would receive substantially less Federal support:

o Current AFDC and SSI recipients in high benefit states. The
precise impact will depend on the extent to which States
supplement the Federal benefit.
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TAB C J

UNRESOLVED ISSUES

Several issues remain to be addressed. They are:

(o)

The role of State Supplements. Should the Federal agency

that administers the cash assistance program also administer
State supplements? Should the Federal government "hold harmless"
States for State supplement expenditures that exceed the State's
old share in AFDC plus SSI State supplements?

Fiscal Relief. Should more resources be devoted to the basic

Federal program to increase the limited fiscal relief to States
(assuming the States have supplement programs) in the current
proposal?

Regional Cost-of-Living Differentials. It is generally agreed
that some adjustment of benefits to reflect living cost differ-
ences among areas could be desirable. The amount of any such
adjustments, and the manner of measuring and implementing them,
are complex issues on which there is currently inadequate in-
formation.

Inflation Proofing (Indexing). Should benefits be automatically
adjusted to reflect changes in the cost-of-living?

Relationship to Medicaid. Currently, cash assistance and
health care are closely linked. Reforms in eligibility for
Medicaid and possibly in the program itself will have to be
addressed in the next month before any legislation can be
prepared.

Relationship to Social Services, Including Day Care. Delivery

of cash assistance and social services, including day care,
are intertwined in the AFDC program. The relationship between
the new cash assistance and jobs programs and the need for
social services has not been resolved.

Puerto Rico, Guam and the Virgin Islands. Should these outlying

territories be included in the new program?

Institutional Population. Should individuals in institutions
such as long-term care facilities, be covered by the new system,
or should they be categorically ineligible and covered in
special programs that are oriented to institutional settings?

Assets Test. Should an asset test be applied to those units

where income exceeds the disregard?

Work Requirement for Single—Parent Families. Should single-
parents with no children under 14 (or 12 or 6) be required to
work?
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THE WHITE HOUSE . = *°
WASHINGTON Y "

MONDALE

COSTANZA

EIZENSTAT

JORDAN

LIPSHUTZ

MOORE -

POWELL

ix‘x %

WATSON

ENROLLED BILL

AGENCY REPORT

CAB DECISION

EXECUTIVE ORDER

Comments due to
Carp/Huron within
48 hours; due to
Staff Secretary
next day

FOR STAFFING

FOR INFORMATION

FROM PRESIDENT'S OUTBOX

LOG IN/TO PRESIDENT TODAY

IMMEDIATE TURNAROUND

ARAGON

BOURNE

BRZEZINSKI

KRAFT

LANCE

BUTLER

CARP

LINDEK

MITCHELL

H. CARTER

POSTON

CLOUGH

rALLOWS

PRESS

B. RAINWATLER

FIRST LADY

SCHLES INGER

GAMMILL

SCHNEIDERS

HARDEN

SCHULTZE

HOYT

SIEGEL

HUTCHESON

SMITH

JAGODA

+ |STRAUSS

KING

WELLS

VOORDE
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