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INTERIM REPORT TO CONGRESS : -
- ON THE EFFECTS OF LEGISLATIVE CHANGES IN 1981 AND 1982
ON FOOD STAMP PROGRAM BENEFITS

EXECUTIVE SUMMARY

Background

The Food Stamp Act Amendments of 1982 mandated a study of the
effects of the Omnibus Budget Reconciliation Act of 1981 (OBRA),
the Food Stamp and Commodity Distribution Amendments of 1981
(Farm Bill), the Food Stamp Act Amendments of 1982 (1982
Amendments), and any other laws enacted by the Ninety-seventh
Congress which affected the Food Stamp Program. This interim
report to Congress will construct a framework for reviewing
program changes, provide basic program and economic data, and
describe the net aggregate effects of program and economic
changes. The report also describes the ongoing analysis of the
effects of these changes. Since sufficient time has not passed
to allow for adequate'accumulation of data following the
implementation of new rules, this preliminary analysis cannot
fully attribute changes in program size, participant .
characteristics, and benefit amounts to specific causes. Changes
can only be described in the aggregate. The manner in which
legislation and other factors interact to produce program changes
will be addressed in the final report.

In Fiscal Year 1983, the Food Stamp Program issued more benefits
to more people in the United States than ever.-before. When OBRA
and the Farm Bill were enacted, FNS estimated that the new laws--
in isolation from any other concurrent change--would reduce total
program costs by about $2.4 billion in Fiscal Year 1982 and $1.9
billion in Fiscal Year 1983, and reduce program participation by
less than 1 million people. The 1982 Amendments were expected to
save an additional $500 million in Fiscal Year 1983. The actual
savings were less than predicted. This illustrates that the
program maintains its responsiveness to changing needs and
expands or contracts in response to three major influences.

o Legislative changes to the Food Stamp Program directly affect
T : 3 ;. ;
- There were ovéf 95 separate legislative changes in 1981 and
1982, About 40 percent of these modified eligibility

requirements or benefit levels.

- A relatively small group of provisions were expected to
generate the majority of program savings.

- The major permanent changes made to eligibility and benefit
determinations:
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-- Set a maximum gross income ceiling for program
eligibility at 130 percent of the poverty line (income
could have been as much as 200 percent of the poverty
line before this change);

-- Reduced the work expense deduction from 20 to 18
percent; and

-- Prorated benefits to the date of application for the
first month of program participation.

Temporary changes to cost-of-living updates for benefits
and. deductions: :

-- Generated large savings over short periods of time.
. - (This makes any analysis of benefit changes very
dependent on the time period selected for analysis.)

-- Scheduled no adjustment to the basic program benefit in
Fiscal Year 1982. After the October 1982 update,
however, the maximum allotment was actually higher than
it would have been under the provisions before OBRA.

-- Delayed deduction updates until October 1983 and
altered reference periods. As a result, the standard
deduction is currently 15 percent lower and the shelter
deduction 11 percent lower than they would have been
under the law before OBRA.

o » n‘ »
WWW"I'J' nd | it 1 Ts ind] ] Fe Food

Major changes made to the Aid to Families with Dependent
Children Program (AFDC) to retarget that program's benefits
were expected to increase food stamp benefits for some of
those who participated in both programs. This interaction
partially offsets savings for the Food Stamp Program.

o T tion' 11 . 1 imat ffect ; . 3
cost of the Food Stamp Program because 1) the program is
lical 121 T 3 deduct 03 3.

The economy in the past 3 years exhibited tremendous
swings--a major recession followed by a very rapid, strong
recovery. Implementation of program changes in 1981
coincided with the onset of the recession.

The unemployment rate was 7.3 percent at the enactment of
OBRA, rose to 10.8 percent in December 1982 when the 1982
Amendments were being implemented, and dropped to 8. 0
percent in January 1984,

vi



Table of Contents

- 1Inflation, which had been at historically high rates before

- OBRA, dropped rapidly. The cost of the Thrifty Food Plan,
which increased 11 percent during Fiscal Year 1980,
increased by only 5 percent in Fiscal Year 1981, 2 percent
in 1982, and 1 percent in 1983.

- The number of potential program eligibles increased as
poverty rates, which had held steady at 12 percent from
1968 through 1979, increased to 13 percent in 1980, 14
percent in 1981 and 15 percent in 1982,

Results: Cl in Participati 3 Cost

Recent program experience--as measured by the number of
participants each month, total program expenditures, and the
average benefit per person--reflects the interaction of the three
major influences on program.size and cost.

Wwﬂwﬂﬂ 1982 ] hed l e bigh 1 1ot 2.6
mulmn_p_ez.sms_m_umh_l&&al/

- The partlcipatlon decline suggests that either the impact
of the legislative changes particularly the gross income
limit) was larger than expected, the influence of the most
recent recession on program participation was altered
somewhat, the participation decision of eligibles was
altered, or some combination of these.

- The distribution of the national caseload among geographic
regions shifted significantly. From Fiscal Year 1981 to
1983, the proportion of all participants living in the-
Midwest Region increased from 18 percent to 21 percent.
Conversely, the percent of participants located in the
three eastern regions dropped from 52 to 48 percent.

{pearly 10 percent) terms between 1980 and 1983, However,
; ndividoal Ted.

- ©Nominal benefits per person changed very little between
Fiscal Years 1981 and 1982 and then increased in 1983 after

the October 1982 cost-of-living adjustment to food stamp
allotments,

- The real value of food stamp benefits per person fell about
4 percent between Fiscal Years 1981 and 1982, then

increased to the highest level ever in 1983 after the cost-
-of-living adjustment.

l/ Participation data are for the 50 States, the District of
Columbia, Guam, and the Virgin Islands.

vii
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These changes also reflect the interaction of specific
legislative actions (such as the introduction of the gross
income limit and proration) and changes in personal income
(including income from other programs).

) Ww&hmml&wnﬁmﬂ
real (25 percent) terms between Fjiscal Years 1980 and 1983,
] ] F £ 33 1 n

Reductions in the inflation rate restrained the growth in
total program cost. It also reduced the expected impact of
rescheduling cost-of-living updates to benefits.

~=- Modifications to the schedule of cost-of-living
adjustments reduced the rate of program cost growth by
over $850 million in 1982 (just over 80 percent of the
anticipated savings) and $180 million in 1983 (36
percent of the anticipated savings).

—- Changes to the schedule for updating food stamp .
allotments alone reduced spending nearly $625 million
in Fiscal Year 1982 but added $255 million in 1983.
These revised estimates are substantially lower than
the original estimates made at the time of enactment.

-- 'Changes to the standard and shelter deductions reduced
spending over $230 million in Fiscal Year 1982 and
nearly $435 million in 1983, 1In this instance, the
revised savings estimates are somewhat larger than the
original estimates.

The program would have cost $14.2 billion in Fiscal Year
1983 or about $1.5 billion more than the actual $12.7
billion cost of the Food Stamp Program and the Puerto RlCO
Nutrition Assistance Program.

- Approximately $310 million can be attributed to slowing
the rate of benefit growth through delayed cost-of-
living adjustments and the repeal of certain increases
to deductions that had not yet been implemented.

~- $530 million can be attributed to tightened eligibility
requirements, most 1mportantly by reducing benefits to
participants whose income is substantially above the
poverty line.

=- $385 million came .from changes designed to tighten

benefit design (such as the proration of the initial
benefit for new applicants).

-- $85 million came from an incentive/liability system for
States to reduce error.

viii
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$190 million was saved by creating a block grant for

- the Puerto Rico Nutrition Assistance Progranm.

0 is

Quality Control data for households participating in the program
during August 1982-~almost 1 year following the implementation of
OBRA--were compared with data from two pre—OBRA periods--August
" 1980 and August 198l--in order to capture in general terms the

changes that occurred in the composition of the caseload.

) WWWM

- The proportion of food stamp households with earnings fell
from 20 percent of the total caseload to 18 percent,
reflecting the effects of both the gross income eligibility
ceiling and higher unemployment.

- The proportion of food stamp households with elderly
members fell a small amount, continuing a trend seen in the
food stamp caseload since 1979. Declining poverty rates

for elderly in the general populations contrlbuted to this
trend

o I] : l * ] !- E ]’ -!l .
below the poverty line.

- The number of food stamp households with income below the
poverty line reflects a long-term decline in real income
among the food stamp population (6 percent between August
1981 and August 1982), legislative changes to target :
benefits to those in greatest need, and the effects of the
most recent recession.

= In August 1982, 95 percent of all food stamp households had
gross income below the poverty line, up from 93 percent in
1980 and 1981,

Average gross income increased for households with
elderly members so that the percent with income below
the poverty line dropped from 92 percent in 1980 and
1981 to 89 percent in August 1982.

Households with children and income below the po#erty
line increased from 93 percent in 1980 and 1981 to 96

- percent by August 1982.

HouseholdsAwith,earnings and income below the poverty
line increased from 73 percent in August 1980 to 75

percent in August 1981 and then to 86 percent in August
1982,

The percent of food stamp households with income below
50 percent of the poverty line increased from 33
percent in August 1980 to 36 percent in August 1981 and

ix
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to 42 percent in August 1982, This mirrors a general

trend in the poverty population, although a portion of
this increase can be attributed to the effects of the

gross income ceiling.

0 1hg_9L9gLgm_ggn;igug5_;g_;gLggL_§igniiiggnz.gggigsangg_sg;&hg
poorest of the poor.

- Sixout of 10 program dollars in August 1982 went to
households with income below 50 percent of the poverty llne
(up from 5 out of 10 dollars in 1980).

- The addition of these benefits to cash income lifted two-
thirds of the poorest of the poor above 50 percent of the
poverty line. The program is as effective as it was in
1980 and 1981 when a similar percentage (14-15 percent)
remained below 50 percent of the poverty line.

1982

- Cost-of-living update delays held the average household
benefit at a level about 11 percent lower than it would
have been in August 1982 with the scheduled adjustments.
By January 1983, however, the average benefit was only 3

percent less than it would have been before the changes.

- Preliminary estimates suggest that proration reduced the
initial benefit of new participants by 14 percent.

Continuing Analvsi

Ongoing research planned by FNS is intended to help separate the
independent impact of food stamp legislative changes from the
effects of concurrent changes in related assistance programs, the
influence of changing economic conditions, and underlying
socioeconomic trends. The research plan relies on three major
data sets, supplemented with additional information from special
studies and major household surveys sponsored by FNS and others,

o A time series of the mgnﬁhlg number of participants, their
average benefit, and total program costs for each State will
be used to examine the response of the Food Stamp Program to.
macroeconomic conditions,

o Cross sectional samples of participating households will be
used to expand the description of characteristics of food
stamp households before and after implementation of the major
legislative changes.

o A_longitudipal sample of food stamp households that also spans
the period during which legislative changes were implemented
will be constructed. With repeated observations on the same
household, it is possible to examine individual transitions in
participation status, work effort, and benefit amounts.,
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These data will be supplemented by other special studies and
ongoing surveys such as a study of application processing under
expedited service requirements. One of the major special studies
complementing other data collection is the demonstration of
monthly reporting and retrospective budgeting (MRRB), conducted
at two welfare offices in Illinois. The research focused
primarily on the effects of MRRB on caseload size and benefit
levels, error, recipient effects and administrative effects.

x1i
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CHAPTER ONE: INTRODUCTION

Three acts were legislated during 1981 and 1982 to curb the rate

of growth in the Food Stamp Program as part of an overall

legislative agenda to reduce the public sector of the economy.

These were the Omnibus-Budget Reconciliation Act of.1981 (OBRA) ,

the Food Stamp and Commodity Distribution Amendments of 1981

-(Farm Bill), and the Food Stamp Act Amendments of 1982 (1982

Amendments). This last act also mandated a study of the impact

of program changes:

Section 17(f). The Secretary shall conduct a study of the
effects of reductions made in benefits provided under this
Act pursuant to part 1 of subtitle A of Title I of the
Omnibus Budget Reconciliation Act of 1981, the Food Stamp and
Commodity Distribution Amendments of 1981, the Food Stamp Act
Amendments of 1982, and any other laws enacted by the Ninety-
seventh Congress which affect the food stamp program. The
study shall include a study of the effect of retrospective
accounting and periodic reporting procedures established’
under such Acts including the impact on benefit and
administrative costs -and on error rates and the degree to
which eligible households are denied food stamp beneflts for
failure to file complete periodic reports.

This interim report to Congress has three major goals:

(o]

Construct a conceptual framework for analyzing recent program
changes, centering on the factors which drive program
expansion or contraction;

Serve as a source for basic program and econvomic data; and
Interpret recently available aggregate program and quality

control data to describe the net impacts of program and
economic changes.

It is equally important to outline what this report will not do,

either because it is outside the scope of the Congressional
mandate or because adequate data and analytic. tools are not yet
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available:

0 The analysis presented in this interim report describes
changes in program participation, costs, and the
characteristics of clients. The analysis in its preliminary
stage cannot fully attribute these changes to specific
legislative revisions.

o This }eport is limited to discussing the impacts on
recipients' benefits and consequently does not address the
many legislative revisions directed at program administration
nor the administrative effects of benefit change provisions,

o The report is specific to the Food -Stamp Program. The purpose
of the report is to analyze food stamp benefit changes only

and so does not address issues of the overall economic well-
being of eligibles or recipients.

The Nature of the Program and Its Growth

It is important to recognize the nature of the Food Stamp Program
~and the factors that influence its growth when analyzing the
impact of program changes. The éood Stamp Pfogram is one of
several major income-tested programs created in the last twenty
years that provice in-kind (non-cashf benefits. During this
time, in-kind benefit programs dominated the growth in public
spending for the poor and near~poor population. Real spending'
for all income-tested programs rose almost 400 percent or nearly
9 percent annually from 1963 to 1982; yet 90 percent of that
growth is attribuceble to in-kind sucport programs, Although the
Food Stamp Program was initiated as a pilot program in 1961, it
was not until a decade later that legislation mandated that the
program be offered nationwide to replace a more cumbersome
commodity distribution sYstem. The Needy Family Food
Distribution Program which provided commodities to families had

_existed since 1935. In 1971, its peak participation year, the
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program served 4.1 million persons at an annual cost of $238

million.

3

While the Food Stamp Program shares much in common with income
maintenance programs whose benefits are used in determining a
household’s food stamp eligibility and benefit levels, it has

several features that set it apart.

0 The program is available to all who meet income and asset
criteria., Participants do not have to belong to a specific
. category of the population to qualify for benefits.

o Benefits and eligibility rules are standard throughout the
nation and based on a recipient's total income (less allowable
deductions), ‘including public transfer payments. This has the
effect of reducing discrepancies in income or purchasing power
across regions due to wage differentials, or across States due
to other program policy differences. For example, food stamp
recipients who rely on Aid to Families with Dependent Children
(AFDC) as a major income source but live in a State that
provides less generous AFDC benefits receive higher food stamp
benefits on average than similar families who live in States
with more generous AFDC programs. In 1979, a typical AFDC
family received 24 percent of its "AFDC plus food stamp"”
income in the form of food stamps. 1In southern States, which
on average pay lower AFDC benefits, the corresponding
percentage was 45 percent in the form of food stamps. 1/

o The program is responsive to changes in circumstances and
need. Eligibility can be determined and benefits paid within
a matter of days for certain emergency cases. On average,
eligibility and benefit determination occurs in less than a
month, faster than any other Federal program by a significant
margin., Further, in the long term, the program maintains the
purchasing power of benefits through periodic cost-of-living
adjustments to benefits and the various allowable deductions.

o Special provisions enhance benefits for groups with special
needs, such as the elderly and disabled.

l/ R. Kasten and J. Todd. ™Pransfer Recipients and the Poor
During the 1970's." Prepared for Second Research Conference of
the Association of Public Policy Analysis and Manacement,
October, 1989. .

+
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Figure 1.1

Total Food Stamp Program Participation, 1971-1983
{by calendar year
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The legislation enacted in 1981 and 1982 was designed to curb
program growth and tighten program management. The legislation
retargeted program benefits to those with lower incomes; slowed
the increase in benefit costs; réstructured the Federal/State
administrative relationship to bring about a reduction in error;
reduced the §o£ential fof fraud, waste, and abuse in the program;
and tightened program manageﬁent by mahdating specific
administrative strategies and remedies. Overall, OBRA, the Farm
Bill, and the 1982 Amendments made 95 separate legislative
changes to the Food Stamp Act of ;977. Slightly more than two-
fifths of these (39 provisions) modified eligibility or benefit
levels. But the majoriﬁy of savings projected for Fiscal Year
1983 at the time of enactment was expected to be generated by a
relatively small group 6f provisions. The major provisions
designed to restrain the growth of program costs included:
'o a gross income eligibility ceiling at 130 percent of the
poverty line for nonelderly, nondisabled households (income
could have been as high as 200 percent of the poverty line

before this change);

0 prorated benefits to the date of application in the first
month of participation; and

o temporary changes to cost-of-living updates of benefits and
deductions.

Analvsis F Kk

An analysis of the impact of recent legislative changes is
complicated by several different factors that influence program
growth. The program expands and contracts as a function of three

factors:
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o Specific legislative changes made in the Food Stamp Program;

o Other legislative and regulatory changes made in the network
- of income assistance programs; and

o The overall economic health of the country.

Only the first of these factors is under the control of the
authorizing committees»wifh_jurisdiction ovér the Food Stamp
Program. The second factor is.under the control of other
Congressional committeéé and State legislatures. And the third
is only partially under the control of Congreés. The recent
legislative initiatives must be analyzed in the broader context.
of other programmatic and macroeconomic changes because they were
.implemented at a time when thg other factdré, critical £o the

size and cost of the progtam, were also changing.

The economy exhibited tremendous‘swings in the last 3 years,
falling into a deep recession followed by a very strong and rapid
recovery. . Implementation of the new eligibility and benefit
determination rules coincided with the onset of the recession.
The expected effect of an economic downturn‘characterizea'by
rising unemployment is an increase in both program size and
cost--the opposite of the expected effect of OBRA. At the same
time, price inflation decelerated very rapidly. More stable food
prices, in addition to protecting the purchasing power of food
stamp bénefits, reduce both program costs and projected savings
from anticipated levels -- the same as the expected effect of
OBRA, Implementa;ion of the 1982 Amendments roughiy coincided
with the onset of the current recovery, seen most clearly in the

dramatic improvement in the unemployment rate (falling from 10.8

7



Table of Contents

pércené in December 1982 to 8.0 percent in January 1984).

Major changes were also enacted in many other social welfare
programs in the last three years. Supplemental Security Income
(SsI) benefits, for exahple, were raised and eligibility was
expanded. Other program reforms were designed.to betﬁer target
assistance. These changes affected both the total cost and the
number and types of people served by particular programs.
Because income from these programs is counted in determining a
household's food stamp eligibility and.benefit,'changes in other

programs have an indirect effect on Food Stamp Program costs.

The analysis is further complicated by the nature of the recent
legislation itself. There were two'distinct types of legislative
éhanges: those which permanently altered eligibility and benefit
determination rules and those which temporarily delayed the
schedules for cost-of-living updates to benefits and deductions.
While the first type of éhange will have lasting effects on
program costs, the second ﬁas intended to affect costs for a
relatively short time. Thé tempofary changes permitted a measure
of control over the anticipated growth of program costs without .
reducing benefits from their existing levels. The rescheduling
of the updates in some instances did result in lower benefits
relative to what they would have been before the policy changes.
In other instances, these provisions actually increased benefits
compared.to their expected level before OBRA. As a result, -

measures of the effect of OBRA, the Farm Bill, and the 1982
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Amendments partly depend on the time at which the measures are

made.

Overview of the Interim Report

Chapters 2 thrbughv4 of the interim report offer basic
information about ééch'of'the three factors influencing the size
and cost of the Food Stamp Program. Chapter 2 addresses how the
legisiative initiatives.over the last 3 years have altered rules
governing Food Stamp ?rogram eligibility, benefit determination,
and benefit levels. The focus is on those provisions that are
most important for understanding the patterns in total program
size and cost and in food sﬁamp’household characteristics
presented later in this report. Chapter 3 describes changes to
other Federal programs in the income maintenance network such as
Aid to Families with Dependent Children,‘Supplemental Security
Income, and Unemploymént Insurance (UI). The interaction of the
Food Stamp Program with these income maintenance programs is a
major force on progiam cost. Chapter 4 highlights developments
in the national economy which affect the total éost of the Food

Stamp Program.

Chapters 5 and 6 present éictures of the program--its cost and
participation--through two different data bases. Chapter 5
reviews aggregate cost and participation data éathered through
administrative records. Chapter_G preéents a more detailed'
canvas of the food stafnp caseload through the use of Food Stamp

Quality Control data. These data show a snapshot of the program
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in a single month. The characteristics of participants and
benefit levels are tracked across two pre-OBRA periods, August
1980 and August 1981, and one period a year following the

enactment of OBRA, August 1982,

"Chapter 7 reviews the Nutrition Assistance Program for the
Commonweélth of Puerto Rico created through OBRA. This
discussipn is largely a summary of the findings presented to

Congress in an earlier report.

~Finally, the appendices to ;his report document the history of
OBRA, the Farm Bill, and the 1982 Amendments. These include a
fuil listing of legislative changes for the Food Stamp Program
and the Aid to Families with Dependent Children program, the
Administration's savings estimates at the time of enactment of
each bill, a summary description of the source of the quality
control data, and the executive summary of the Evaluation of the

Puerto Rico Nutrition Assistance Program,
Future Research Plans

Additional research planned by the Food and Nutrition Service
(FNS) is intended to help separate tﬁe independent effects of
food stamp legislative changes from the effects of concurrent
changes in related assistance programé, the influence of changing

economic conditions, and underlying socioceconomic trends.

10
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No single source of information nor analytic approach will
disentangle every possible interaction that influenced program
participation and benefits since 1981. The research plan instead
relies on three major’data sets, supplemented with additional
information from special studies and major household surveys
sponsored by FNS and others. Each is intended to address
different aspects of fecent program experience in different ways.
Each data set is unique in its sttengths and weaknesses} but in
combination, théy present a complementary and fairly

comprehensive package.

A time series of the monthly number of participants, their
avérage benefit, and total program costs for each State will be
used to examine the response of the Focod Stamﬁ Program to
macroceconomic conditions. The inten£ is_to use a variety of
analytic procedu;es to idéntify critical elements of the economy
that influencé program participation and characterize the ﬁay in
thch these elements exert their influence. A macroeconomic
model of the national and regional economies will be used to help
quantify cﬁénges in the Food Stamp Program caused by the most
recent recession. These adﬁipistrative data are more complete--
in terms of both geographic and éemporal coverage-—than any other
data set. The potential to examine differences'among various

types of food stamp households, however, is limited..

Cross sectional samples of participating households will be used

to expand the description of characteristics of food stamp

households before and after implementation of the major
1
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legislative changes. The analysis presented in chapter 6 of this
report will'be extended to include the period after
implementation of the 1982 Amendments and refined to introduce
controls for economic conditions and underlying trends that
preceded recent legislative_actions. Cross sectional samplés
derived from the Food Stamp Quality Control system are the~best
measures of the net change in food stamp caseload compositioh and
circumstances. They cannot, however, fully account for all |
~variations in economic conditions, nor can -they capture the

behavioral response of participants to the program changes.

To partially compensate for the limitations of cross sectional
surveys in expl#ining chaﬁges over time, FNS plané to construct a
longitudinal sample of food stamp households that also spans the
period during which leéislative changes were implemented. With
repeated observations on the same household, it is possible to
examine individual transitions in participation status, work
effort, and benefit amounts. Estimates from these data can take
advantage of variations in the timing of implementation and in
economic conditions across States to separate the effect of

legislative changes from other external influences.

These data will be supplemented by other special studies and
ongoing surveys. FNS has commissioned a study of application
processing under expedited service requirements. In addition to
providing data about the effects of the new rules goverhing

eligibility for expedited service, this study should alsc

12
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generate new data on the pattern of applications for food stamps
that will be useful in'understanding the impact of prorating
initial benefits. Several other Federal agencies (such as the
Department of Health and Human Services and the General
Accounting Office) have cémpleted or will soon finish similar
studies of legislative impacts. These results will be
incorporated in the final report where appropriate. Finally,
major household surveys like the Current Pogulation Survey can
provide additiohal insights to underlying socioeconomic and
demographic trends which ﬁight‘influénce Food Stamp Prdgram

participants and costs.

One of the major.special studies complementing other data
collection for the final report is the demonstration of monthly
reporting and retrospective budgeting (MRRB), conducteé at two
local welfare offices in Illinois. Only households feceiving
both AFDC and food stamps were part of the demonstration. The
research, supervised jointly by the Food and Nutrition Service
and the Department of Bealth and Human Services, focﬁses on four
main topics:
o Does monthly reporting save money on benefit payments or
reduce the aggregate size of the caseloac (payment and

caselocad effects)?

o Does monthly reporting -reduce error rates (pavment accuracy
effects)?

o Can recipients comply with the mandatory reporting
requirement, and does meeting it impose a significant or
unwarranted burden on clients (recipient effects)?

¢ It trhere an increase in the costs of administering a monthly
rerorting system, and does an increase cancel cut an 1y benefit
g:xv._onge {(administrative effects)?

RG]
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Additionally, several other issues are addressed: the
interaction of parallel changes in thé AFDC and Food Stamp
Programs, the simulgted effects of monthly reporting on non-
public assistance food stamp cases, the effect of partial

caseload coverage, and an analysis of turnover rates.

14
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CHAPTER TWO: OVERVIEW OF 1981 AND 1982 LEGISLATIVE CHANGES IN
THE FOOD STAMP PROGRAM
OBRA, the Farm Bill, and the 1982 Amendments restrained Food
Stamp Program costs by changing eligibility rgquirements and
benefit levels. This chapter highlights and discusses several of
these changes in detail. The provisions selected are those most
-important for understanding.the patterns in total program
participation and cost and_in food stamp household
characteristics presented in chapters 5 and 6. Some of the
provisions permanently affected-program design by altering
eligibility ahd benefit determination rules. Others were only
temporéry, affecting the schedule for cost-of-living updates to
bénefits'and deductions from income. A full listing of all.
program chahges in this legislation is shown in table 2.1, with

somewhat more detail provided in appendix A.

The most significant changeu‘in-food stamp eligibility and
benefit determination are summarized in table 2.2, The first
colunn déscribes seiected provisions as they existed before the
enactment of OBRA. The second and third columns describe each
provision after the implementation of OBRA (and the Farm Bill)
and the 1982 Amendments, respectively. The balance of this
chapter provides additional descriptions of these changeé,
looking first at permanent changes to the program's design and

then at temporary changes to adjustment schecdules.

15
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Table 2.1

Recent Amendments to the Focd Stamp Act of 1977

Primary Impact Affected Progran Costs Admlnlstratlve
of Measure (More than $1 million) Changes

- e e I G S - G s Gre G G —— Y B G Gan I G G TR G T T Wi . S G > — T Gee G God G e Wb Wee Bon G o S S T S G - -

Qmmhuﬁﬁ_dgg.agggn_ma.g_ﬁlﬁ.&l

Eligibility 101 Family Unit 112 Disqualification
Requirement . for Fraud and Mis-
102 Boarders - , representaticn
104 Gross Income ’
Eligibility
Limit
109 Strikers

Benefits 103 Adjustment cf Thrifty

Food Plan

105 Adjustment of
Deducticns

106 Earned Income
Deducticn

110 Prorat;ng First
Month's Benefits

115 Repeal iIncreases in
the Dependent Care
and lkecical

Deductions:
Adrministration 107 Retrospective 114 State's Sfhare of -
- Accounting " Collected Claims

108 Periodic Reporting
111 Outreach
113 waiving and Offsetting
Claims, Improved
, Recovery of Overpayments
116 Puerto Rico Block Grant

mmumpm;m@ummmmmmxw

Eligibility . 1302 Household
' ' Definiticn
120S Rescurces
1311 Work Recuirements
1333 Workfare

. — - S P G G G- S G et W Gme G T S G G G T G W G G Sne Fe e e S . S e W PR B s ms Bt B S e e . = e WA S e e Bhe W S o S

{centinued)
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Table 2.1 (continued)

e e e e e R A R e e e e R S S S e e e e e e S s s e R s T e s s e e e e e e ST A S A & e o

Primary Impact Affected Program Costs Administrative
of Measure (More than <1 million) Changes

e i G Be G B S e e e e e BB Ge i - e Gl G s G A T G e @ Bae e W SRS e e Gy GE T L G B s e Gas S B e o e B G s e e Bt B @ B A B

Food Stamp and Q_QL\EI_Q_QJ.L! Q..._s;u_b_u;;_n Amsn_mgnts of 1881

(contlnued)

Benefits 1304 Adjustment of 1303 Alaska's Tbrlfty
‘ Thrifty Food Plan Food Plan
1305 Reimbursemenrt
Exclusion
1306 Energy Assistance
Paymwents
1307 Disallowance of
Deducticns for
Expenses Faid by
Vendor Payments
1308 Attribution of
Income a2nd
Resources of
Sponsored Aliens

‘Administration _ 1310 Annualization of

‘ Work Registration

1312 State Issuance
Liability

1313 Access of
Comptroller to
Information

1314 Reporting of Abuses
by the Public

1315 Retail Redemptions

1316 Sixty-Day Transfer
of Certification

1317 Notice of
Verification

1318 Recertificaticn
Notice

1319 Disclosure of
Information to
Comptroller
Ceneral, Law
Enforcenent
Officizls

1320 Restoration of
Lost Benefits

1321 Information

e - . S D S G a dy WPe GHe G B T W G A G e Gee B G S s Ghe W e Sr s e e e B G G e e Se B e B W G - - G S e G -

. (continued)



Table of Contents

Table 2.1 (continued)

Primary Impact Affected Program Costs Administrative
of Measure (More than $1 million) Changes

- A G B T e S W P . G e e G G G . — - — . T G G G D T WU D Gale B e Gp G S GO G Gr W W G - G — - —— Y G G S W - S ——a—

Food Stamp and Commodity Distribution Amendments of 1981

(continued)

Administration 1322 Nutrition
Education Program
1323 Alaskan Fee Agents
1324 Sentences for
Criminal Offenses
1325 Sstaffing
1326 Incentives for
Error Reduction
1327 Sccial Security
. Numbers .
- 1328 Cash-Out Pilot
Projects
1329 NMutritiocnal
Monitoring
1320 Ssimplified Appli-
cation Pilot
Project
. 133) Reauthorization
1332 Incentives,
Sanctions, and

laims
Food Stamp Act Amendments of 1982
Eligibility 142 Household Definition 151 Financial Resources
145 Disabled Veterans 153 Categorical
146 Income Standards of Eligibility
: Eiigibility 158 Voluntarily
157 Jcb Search " Quitting a Job
161 Colliege Students 159 Parents and
170 Expedited Coupon Caretakers of
' Issuance Children
186 WIN Participants
187 Bours of Workfare
Benefits 143 Rcocunding Down 147 Coordination of
144 Thrifty Food Plan Cost-of-Living
' Ad:ustments Adjustments
148 Acjustment of
Deducticns

149 Stanca:zd Utility
Allowanges

e B s T . S S St A G B @ B B et e s @ e My W B s e s G B - G e B e e e @ G 8 B e Beh SEe e D G e S s S S G G R S e -

‘(centinued)
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Table 2.1 (continued)

o oy e Y N T T Ny e e e Y o T ey I e e
232 3 2 2 2 2B 3 2 1T 1 21 1t R h e R R ok P23 2 2 X = Ry

Primary Impact Affected Program Costs Administrative
of lMeasure (More than $1 million) Ckanges

o — - - e G —— - —— — — ——— ————— . — ——— ———— — ———— -~ —— G > ot o W Porn Bt B> o M WS e oo M) e Eey W W

Food Stamp Amendments o _i 1882
~ (continued)

Administration 163 Initial Allotments . 150 Migrant Farmworkers
164 Noncompliance 152 studies
180 Error Rate Recduction 154 Monthly Reporting
System 155 Periodic Report
Forms
156 Reporting
‘ Recuirements
- 160 Joint Employment
Regulations
162 Alternative
Issuance Systems
165 House to House
Trade _
166 Approval of State
ians
167 Points ané Hours of
Certificaticn and
Issuance
168 Authorized
Representatives
169 Disclosure of
Information ~
171 Prompt Reduction or
Termination of
Benefits
172 Duplication of
Benefits
173 Certification System
174 Cashed-Out Programs
175 Amount of Penaity
and Length
176 Bonds
177 Alternative Meens
of Collection of
Overissuances
178 Ciaims Collecticn
179 Cost Sharing for
Collection of
Overissuances
181 Employment Reguire-
. Rkent Pilot Project
182 Benefit Impact Study

. G e G B e B e e G GG e ® B S E P @ el G e S G ST N S D SR T S A e Gt Sae Gem S G WP B B B S S e R S G S S G N B e e S -

{continuec)
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P AT T L R S T I A R T A A R T 2 T T T T LI 11

Primary Impact Affected Program Costs Administrative
of Measure (More than $l million) Changes
Food Stamp Amendments of 1981
(continued)
Administration ' 183 Authorization for
' Appropriaticns
184 Puerto Rico Block
Grant
185 Similar Workfare
Programs
188 Reimbursement for
Workfare
Administrative
Expenses

. . S . e B G e GRS s . g G St > i G ¢ S Bas G G G S - Y G e S G G e T T S G e Gve e Gy S GRS e e e Gt G+ B O B e ST G e GE 0 G e W e A - -

Scurce: - Focd and Nutrition Service, USDA.

Note: "The number preceding each provision references the
section number of the legislation.
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Table 2.2

Summary of Changes in Food Stamp Eligibility

and Benefit Determinatjons

Table of Contents

I LFE I ELEr LRt P FELE L EE R L EESFERCEE NI I S E B R E A R RN R AR R E R E SR Sy S R R L AR E R E B E R R E S S SRS LI RERS=

Provision

Eefore OBRA

After OPRA/
Farm Bill

After 1982
Amendments

o e e m e e e S S - . - - e e P = e e e e S e e e i e e o 0 B B A e Sm A G e A S - B e e W e .- -eee et ma m anasa

Gross Income Limit:
Nonelderly/nondisabled
Elderly/disabled

Net Income Limit:
Nonelderly/nondisabled
Elderly/disabled

Deductions:
Standard (January 1984 value)

Dependent Care/Excess
Shelter (January 1984 value)

Earned Income

Kaximum Allotment
(Family of Four, January 1984)

Initja) BRenefits

Rounding:
Maximum Allotment
Deductions
Benefite

None
None

100t of poverty
100% of poverty

Updated each

January ($105)

Updated each
January ($140)

20% of carnings

Updated in January
on projected cost
of TFP in Decenmber
($254)

Full benefit

Nearest $1
Nearest $5
Nearest $1

DR e e T S O A

Scurce: Food and Mutijtion Service, USDA.

1308 of poverty
None

None
100% of poverty

Postponed from
January 1982 to
July 1983 (590)

Postponed from
January 1982 to
July 1983 ($125)

18% of eainings

Postponed from
January to October,
based on cost of
TPP in June ($257)

Prorated to
application date

Nearest §1
Nearest $5
Nearest $1

130% of poverty
None

100% of poverty
100t of poverty

Postponed from July
1983 to October
1983, Updated

each October,

($89)

Postponed from
July 1983 to
October 1983.
Updated each
October ($125)

18% of earnings

Update in
October based on
99% of TFP in
June ($253)

Prorated to
application
date, no benefit
< §10

Lower $1
Lower $1
Lower $1

R o e i o
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Table 2.3

Food Stamp Program Income Eligibility Limits a/

P T T T T T T I I T T T T T T e g S G e S G T S B W P P e S S — g S T S g M S S W W W S S = m— S ww =
2 3+ 3t 1 1t 1 1 1t 1t 11 11ttt 1 1t 1t t 111t 131t ittt 11t 1t ittt 221 2 23t 132 11t 2 2 28 2 2 2 2 22 2 224

Household Net Income Limit Gross Income Limit Maximum Gross Percent of
Size (100% of Poverty) - (130% of Poverty) Income Possible Poverty
b/ c/ with Pre-OBRA Net
Income Screen 4/

1 $ 4,860 ' $ 6,318 $ 9,750 201%

2 6,540 : 8,502 ' 11,850 . 181

3 8,220 10,686 : 13,950 170

4 9,900 12,870 16,050 162

5 11,580 : 15,054 ' 18,150 157

6 13,260 17,238 ' 20,250 153

7 _ 14,940 ' 19,422 ' ' 22,350 150

8 : 16,620 21,606 24,450 , . 147

BEach Additional + 1,680 + 2,184 + 2,100 ' ——
Source: Food and Nutrition Service, USDA.

a/ Income standards for the 48 contiguous States, the District of Columbia, and the Virgin
Islands effective July 1983 to June 1984. Limits for Alaska and Hawaii are somewhat

higher,

b/ Applies to all househblds.

¢/ Applies to households without elderly or disabled members.

d/ Assumes all income is earned, a $105 standard deduction per month, the maximum shelter
- deduction of $140 per month, and a 20 percent of earnings deduction. The deductions are
equivalent to the estimated values in January 1984 under the pre-OBRA adjustment

schedules,
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is less than $9,90C per vear. A sirgle elderly perscn-living
alone can qualify with a net income of $4,860 per year or less.
The third column of table 2.3 also illustrates the maximum gross
income permitted by application of the pre-OBRA net income screen
and deductions to all households., The pre-OERA net income screen
enables some households wi;h relatively high income (twice the
poverty line in the case of single-person households) to become
eligible for food stémps. The establishment of a gross income
screen effectively.prevénts hocuseholds with relatively high .

income from participating in the program.

The determination of focd stamp benefits was permanently affected
by four provisicns: a decrease in the earnings deduction from 20
percent td le ﬁercent of ea;ned income, the proration‘of initial
benefits acco:zding to the date of application, the repeal of
increases in dependent care and medical deducticns, and the

introduction c¢f new rounding ruies. The last three chenges are

" briefly described below.

OBRA reguired State agencies to prorate food stamp benefits in
the first month for new participants according to the applicaticn
date. Before this change, new participants received the full
monthly benefit regardless of when they applied. Under the old
rules, for example, a housghdld with a calculated monthly
allotnent cf $200 received that amount in the initial month of
participation whether it appiied for benefits at the beginning or
the end of a month. Under the new rules, the benefits of
hecuseholés applving after the first of the morith are Frorated

248 -
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according to tﬁe formula: full monthly benefit x ((31 - date of
applicaticn) / 30) = first mcnthly benefit, Fecr example, the
household with a calculated benefit ¢f $200 receives an initial
month benefit of $173 if it applies on the 5th of the montl and

$53 if it applies on the 23rd.

OBRA also repealed changes to two.déductions that were enacteé in
the 1980 amendments to the Food Stamp Act but not vet
-implemented. One change wouldvhave created a separate cdeduction
for dependent care expenses up to $50, The othler chéhge would
have Jowered the threshold fpr the medical expense Ceduction from
$35 tc $25. Because the changes were repealed before
implementatiqn, the effect was to prevent increases in food starp
benefits for some households rather than reducing exjisting

benefits,.

The 1982 Amendments revised the rounding rules used when
computing food stamp benefits and updating maxiﬁum allotments,
the stendard deductior, and the maximum dependent care/excess
shelter deducticn., These calculations are now rounded down to
the next lower dollar. Refore the changé, food stamp benefits
" and theAmaximum allotments were rounéed to the nearest dollar,
and the decductions were rounded to the nearest $5.

Temporarv Changes to Benefit Levels

*

The temporary changes in benefit levels as a.result ¢f the 2070

25
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and 1922 legislation are fairly ccmplex. They include postponing
scheduled updates of maximum allotmentes, the standard deduction,
and the maximum dependent care/excess shelter deduction. Figures
2.1 and 2.2 help visualize the levels of the maximum allotments
end the deductions as they would have existed without the

legislated changes.

Prior to the enactment of OBRA, food stamp allotments were to be
updated in Januéry‘of each year based on the prcjected cost of the
Thrifty Food Plan (TFP) in the preceding LCecember. The proijected,
rather than actual, cost was té be used because the actual vaiue
would not have been kncwn at the t’ime of the adjustment. Under
this schedule, the maximum allotment for a farily of four would
have increase¢ tc $246 in January 1982, to $250 in January 1983,

and to $254 in January 1984,

The final result of the three laws was to delay these updates -tc
Oqtober of each year and base them on 99 percent of the cost of
the TFP in the preceding June. This change proceeded in three
stages. First, OBRA postponed the January 1982 upcate for 3
months and staggered subsequent updates 15 months apart. Thus,
the maximum allotment for a family of four would have increased
to $246 in April 1982, to $255 in July 19€3 (based on the cost of
the TFP in March 1¢83) and to an estimated $272 in October 1985
(based orn estimated TFP ccsts in June 19&5). This change
controlled program ccsts because for at least part of each year--

from January 1982 to March 1983, for example--foccd stamp

26



Figure 2.1

Maximum Food Stamp Allotment for a
Family of Four Under Alternate Adjustment Schedules

Table of Contents

R _
October October October October
1980 1981 1982 1983
January January Apell Jamuary July Jamuary
- 1981 1982~ 1982 1983 1983 1984
y N
Pre-08RA= |3~ $233 = $248 = $250 > $254 >
Post-0BRA |3 3233 > $246 > $255 >
Post-Farm |—>»$223 $256 $257 >
Post-1982
Amendments }—-3$233 $2%3 $253 S

Source:

a/The ady 1a 3

Pood and Nutrition Sarvice, USDA

= Theilfcty Food Plan in the previous Decembec.

beea made.
hera.

[AS)

~J

y 1982, 1983, and 1984 were to be based oe the projected cost of the
It 1s a0t clear how this projeccion would hawe
Consequanctly, the sctual ceet of the Thrifty Foed Plaa ia sach December {s showo
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Figure 2.2

Value of Standard Deductfon and Dependent Care/
Excess Shelter Cap under Alternate Adjustment Schedules

Excess Shelter/
Depandant Care Deduction

Pre-0BRA — $115 —3=3$130 > 35140 = $140 =3
Post-0BRA  fmedn $115 4125 >
Post-1582

Anendments  |f—»$11% P~ $125 >

Source: Food and Nutrition Service, USDA
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alliotments were maintained at their existing level and not

increased,

The Farm BilJ subsequently shifted every update to October with
the adjustﬁent base@ on the cost of the TFP in the previous June.
As & result, no adﬁustment to food stamp allotments was made in
Fiscal Year 1982. If no other change had occurred, the allotment
for a family of four would have been $256 beginning October 1982
and $257 in October 1983. 1In both years, the allotments are
Liohex than the expected 2e§el beth before a2néd after OERA,
primarily because the Farm’ Blll reinstated adwuctments every 12
months rather than every 15 months and altereé the month on which
‘the adjustment was based. In a time of.rising prices, more

frequent adiustments result in higher allctments.

Tre 1¢82 Amendments changed the basis of the October adjustments
to the cost of the TFP in the preceding June less 1 percent, |
Thus, the avllotment for a family of four was actually $253 in
Fiséal Year 1983 and remains at that level in Fiscal Year 1984. 4/
In spite of the i percent reduction in the guarantee, the Fiscal
Year 1983 allotment was higher after the 1982 Amendments than it

would have been before OBRA,.

Both OBRA and the 1982 Amendments enacted delays to the standard

and maximum chelter deduction updates as well. They also altered

= S e = e G B WP G e G W G . . G . = . S a—

4/ The TFP cost $256.50 in June 1983, After taking 65 percent and
rounding down, the 4-person allotment is unchanged at $253.
Allotments for households with one and five tr more people are

$1 to $2 hicher in 1984 than in 18§&3

29
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the reference period'for making ,the adjustments. Under the law
then in place, both deductions were updated every January. OBRA
postponed the January 1982 adjusthent'to July 1983 and the
January 1983 adjustment to October 1984 (and every October
thereafter). The 1982 Amendments further po;tponed the July 1983
adjustment to October 1983, As figure 2.2 shows, however, when
the temporary_delay of the update of the standard deduction and
excess shélter deduction was lifted in Oétober 1983, neither
reverted to the level it would havelbeen before the OBRA changes,
- The October 1983 update of the standard deduction was based on
the change in the Consumer Price Index (CPI) for all items other
than food and homeowneréhip costs during the 15 months ending
March 1983. The previous update, in January 1981, was based on
changes in the CPI for all items other than food for the 15
months ending September'IQBO. The October 1983 adjustment,
therefore, did not account for changes in the CPI betweeﬁ October
1980 and‘December 1981. As a result, the standard deduction is
currently 15 percent lower than it would have been under the law
before OBRA. The shel:er deduction, for thé same reason, is 11

percent lower,

The effects of these changes on househdid benefits are
illustrated for a hypothetical family of four in table 2.4. Food
stamp benefits for this household in August 1982 and again in
January 1983 are calculated using the allotment and deduction
amounts appropriate to these months before and after the
legislativé changes. The difference in benefits is largest in

August 1982, 1In that month, the maximum allotment, standard

30
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Sample Food Stamp Eenefit Calculation
for a Family of Four

~~~~~ August 1982 January-1983
ﬁefore OBRRA Current Law Before OBRA Current Law
Gross Income $300 $300 , $300 $300.
Legss standard deduction ' - 95 ' - B85 - 100 - 85
L.ess shelter deduction - 130 - 115 - 140 - 115
Net Income 75 : 100 . 60 100
Times benefit reduction rgte X .3 x .3 : X .3 x .3
Renefit Reduction : 22 ' -“55 . __iﬁ 30
Maximum Allotment . $246  §233 $250 $253
Less benefit reduction ' - 22 - 30 - 18 - 30
Food Stamp Benefit $224 | $203 5232 $223

~~—~b__———‘-..._—-—.-_...._._—..-.—__---—-.—-..—--——_.-.._-.—_s—-—_-...--—.--.—..._—-.————-.—-—.————-—-——o——-.s-—-.—.——._._-.._._-.-_-—-—._—~_~~—*~.

Source: Food and Nutrition Service, USDA.

Note: This example assumes that al) income it unearned and that the household is entitled to
the maximum dependent care/excess shelter deduction.
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deduction, and maximum shelter deduction were still at their pre-
OBRA levels because the January 1982 cost-of-living adjustment
had been postponed. The delayed adjustment of the deductions
meant that this household's benefit was $8 less than it would
have been under pre-dBRA rules, end the delayed adjustment of
allotmeﬁts meant its benefit was $13 less than it wodld have
been, for a total of $21. It is important to note that these
changes were not reductions in existing benefits but rather

delays in scheduled increases.

By January 1982, the maximum ailotment had risen to $253 and was
acﬁually highef than it would have been under the preyisions
before OBRA. But the higher guerantee did not fully compensate
for the unadjusted deductions. OBRA had postponed a second
adjustment scheduled for January 1983. The continued delay
lowered the household's benefit by $12 from what it would have
been for a net change of $9. The substantial difference in the
effect of the delays between August 1982 and January 1983 in this
example demonstrates the complexity of measuring the impacts of
the temporary changes. The size of the impact depends on the

time of the measurement.
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CHAPTER THREE: THE INTERACTION WITE CHANGES IN RELATED SOCIAL
WELFARE PROGRAMS

The changes in food stamp eligibility and benefits enacted in
OBR2Z, the Farm Bill, and the 1982 Amendments were accompanied by
significant changes in other Federal programs. The Food Stamp
Program is one of many that form a social welfare network. 'The
list of major cash assistance programs includes gocial Security,
R2id to Families with Deﬁendent Children (AFDC), Sﬁpplemental
fecurity Income (SSI), and Unemployment Insurance (UI). Prior to
OBRA, this list also included many public sefvice jobs authorized
by the Comprehensibe Education'and_Training Act (CETA). Several
programs such as the Mational School Lunch Program, Medicare,
Medicaid, and a variety-of housing programs, offer in-king,

rather than cash, benefits.

BRecause these progréms‘are designed.to serve different needs of
the low-income population, many people participate in more than
one. Among food stémp parficipants, multiple program
participation ie in fact the noim.' A recent analysis by FNS
shows that more than 80 percent of all foqd stamp households over
a 3-month period also received benefits from AFDC, Social
Security, SSI, Medicaid, or Unemployment Insurance. 8/ The cash
assistance provided by these programs (other than Medicaid) is
counted for the purpose of determining a household's eligibility

and food stamp benefit. Thus, changes which affect other program

5/ M. MacDonald. '"Hultiple Renefits and Income Adeguacy for Food
Stamp Farticipant and licnparticipating Hcuseholds." Focd and
iutriticn fervice, USDA, February 19§83, '
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benefits can also affect the level of food stamp benefits among
the participants in multiple programs. This chapter examines the
nature of this interaction.

Interactions with other programs occur because of the way food
stamp benefits are determined. By law, cash benefits from other
government programs--as well as nearly every other source of cash
.income--are included as countable incomé when calculating fbod
stamp benefits. - The maximum food stamp benefit is reduced by 30
cents for every dollar of countable income, after subtracting any
allowable deductions. As income rises, food stamp benefits fall.
Conversely, as income falls, food stamp benefits increase. The .
size of this-effect depends on the benefit reductionlrate,

currently fixed at 30 percent by law.

The effects of program interactions can be felt in several wéys.
‘First, the net budgetary impact of changes to the Food Stamp
Program will be smaller if gimilar changes are made in cther
programs. Benefit reductions in AFDC or SSI, for example, can
increase food sﬁamp costs and offset a portion of any food stamp
savings. Second, interacticns can alter the effects of benefit
changes on individual households. Food stamp benefits will
automatically rise as other income falls, thus partly reducing
the impact of the reductions in other programs. Finally, tbhe
combined tax rates cn a2dditicnal income for participants in
multiple programs may cause ;hem to alter their behavicr in ways
thét compensate for some benefit changes. Some, fcr example, ray
choose to work rmore to make up for smaller benefits, Others may
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choose to work less to ensure their continued eligibility.

A full understanding of the impacts of GERA, the Farm Bill, and
the 1982 Ameﬁdments requires an émpirical analysis of the
relationship between .earned income (or work effort) and program
benefits before anéd after implementation of program changes in
"both the Food Stamp Program and other related social welfare
programs., While it is likely that these interactions operated in
1982 and 1983, making such analysis important, it is nct possible
to.quantify them from currently available information.
Nevertheless, a close lock at the exéected relationship betwéen
the recent AFDC and Food Stamp Progrém changes illustrates both

the complexity and importance of the interactive effects,.

The focus here is on the AFDC program because it is by far the
most common sourcé of income ameng food stémp houéeholds. In
August 1982, more than 40 percent of all foocd stamp households.
also received AFDC, ' Thus, the interaction is likely to be
sfronger between AFDC and food stamps than between other
programs. In addition, the two programs are administered by the
same agency in each State. The effects of this interaction are
particularly obvious to the caseworkers who must revise
individual benefits tc reflect both AFDC and Focd Stamp Program

changes.
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AFDC Program Changes

The most important changes to the AFDC program contained in OBRA
targeted assistance more effectively by creating a gross income
eligibility test, limiting deductions from gross income, and
imposing a more stringent limitation on assets. Each of these is
described briefly here. Appendix B summarizes other changes made

by OBRA and the Tax Equity and Fiscal Responsibility Act of 1982.

6BRA established a gross income eligibility limit at 150 percent
of the State's AFDC need standard. §/ Before OBRA, AFDC
recipienté with relativel§ high work-related expenses could have
had income above the new AFDC income eligibility limit. The
immediate impact of this policy change was the elimination of
families with income other thaﬁ public assistance that exceeded

150 percent of the State's standard of need.

Several changes ﬁere made in the structure and sequence of
deductions taken from gross income. Before OBRA, the firsf $30
earned by an AFDC recipient was not taxed, and the remainder was
taxed at a 67 percent rate. (In other words, AFDC recipients
could deduct the first $30 and one-third of their remaining
earnings from their gross income.) However, the effective
benefit reduction rate was substantially less than.67 percen£
because of other allowable deductions for work-related expenses.

needs that the State recognizes as essential for all applicants
or recipients. 'In October 1981, need standards for a family of
four ranged from $201 in Texas to $342 in Vermont,

(O3]
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Now, after 4 months on AFDC, the benefit reduction rate on
earnings rises. to 100 percent, and there are smaller deductions
for work-related expenses and child care. The work expense
deduction was set at a flat $75 per month (less for part-time
workers), whereas prior law rgquired work expenses to be itemized
and imposed n6 limit on thg amount of the deduction. Similarly,
the child care deduction was set at $160 per month per child or
incapacitated adult. Both the stgndard work expense disregard
and the child care deduction are now applied before the $30-and-
one-ﬁhird diéregard. The effects of these changes on AFDC
benefits are shown in table 3.1 for a hypothetical fémily
designed to illustrate how the Food Stamp Program interacts with

AFDC,

OBRA also limited the maximum value of real and personal property
to $1,000, excluding the home and a car. Furthermore, States are
no longer allowed to exclude liquid assets and income-producing

property from the determination of household resources.

Implementation of the major AFDC and Food Stamp Program |
probisions affecting eligibility began in October 1981. The
first effects of the new treatment of earnings in the AFDC
program were felt in January 1982, 4 months later. Table 3.2
illustrates the impact of these changes on the AFDC and food
stamp benefits of ﬁhe hypothetical family mentioned above. The
'first row shows the benefits that this household would have
received in January 1982 if OBRA had not been enacted. Under

these rules, they would have received $201 in /AFDC and $114 in
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Sample AFDC Benefit Calculations for

a Family of Four

Table of Contents

P22 33 2P 3ot pR AR S 2 B RPN ROR SRR 23R pp R o R 2 T S SR IR SR SR

Before OEBRA

- G Y S b e Gt G S G G G S S AP T S S G Tt S S G T S G SO G B e e $3 G e . WS G o G- S - s B 06 G B G W Sus G g

Gross earnings © §581
Plus earned income credlt +32

Minus disregards: .
Initial disregards =30
One-third of rest =194
Child Care -100
One-third of rest ' (*)

Other expenses (e.qg.,
payrell tax and

transportation) ‘ -70
Total disregarcs 354
Total incore to count

against AFDC benefit 219

AFDC benefit $201

After OFBRA
First 4 After 4
Months Months
$5€1 $581
+32 +32
-105 (30+75) =75
(*) (*)
-10C -10C
-136 0

0 S
321 175
272 438

$148 SC

Source: U.,S. Congress, House Committee c¢cn VWavs and Means.

MMQ&WMM%MQ&LMmSKM
the Jurisdiction of the Committee on Wavs and Means.

97th Congress, 2né Session, February 1€, 1SE€2.

Note: This case assumes full-time employment at the minimum

wage and a State standard of need of

*Not applicable,

(g%
o

842C per month,
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Table 3.2

Illustraticn of the Interaction BRetween AFDC &nd Food
Stamp Program Revisions for a Familyv of Four

e e D e S T e N T T T e Y T Y O S N Py .
=333 3 4 2 3222 3R L 222 2 23 2 T 2+ A2 PP R 1R S22 S R -F 42X p R

AFDC Food Stamp Total
Benefit a/ Benefit Benefit
Before OBRA b/ ~ s201 $114 $315
After FSP Changes ¢/ 201 89 290
After FSP and AFDC Changes ¢/ -
First 4 months 148 105 ‘ 253
After 4 months 0 140 140

- e - G G G - - CIn L W G . - e T G G G T B G G WD D G5 G e S G G Y G G G G S e G G S GEe G - G, G G T G -

Source: Food and Nutrition Service, USDA.
a/ AFCC benefits are based on the assumptions shkown in table 3.1.

b/ Food stamp benefits are based cn a standard deduction of $95,
earned income deduction cf 20 percent of earnings ($11€), the

maximum shelter deduction ($130), and a maximum allotment of
N $246| ‘

¢/ Food stamp benefits are based on a standard Gecuction of $§&5,
earned income deduction of 1& percent of earnings ($10%), the

maximunm shelter deduction ($115), and a maximum ajlotment of
$233, ‘
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food stamps, for a total benefit of $315 per month. With the
implementation of the Food Stémp Program changes, particularly
the reduced earned income deduction and the delayed cost-of-
living adjustments, the family“s food stamp benefit would have
been $25 less, and their total benefit would have been $290.

With the initial implementation of the AFDC changes, the family's
AFDC payment fell by $53, but their food stamp benefit increased
by $16. Thus, the net change in their total benefit was a $37
reduction. After 4 mﬁnths and the elimination of the $30-and-a-
third disregard, this household would no longer have been
eligible for an AFDC benefit, but their food stamp benefit would
increase to $140. Even thbugh this family's food stamp benefit
was $25 less a result;. of OBR'A, they actually received $26 more in
food stamps after implementation of the AFDC provisioﬁs. The
initial food stamp effects of OBRA were eventually overtaken by

the interaction with AFDC in this particular case.

More generially, the loss of AFDC benefits due to either the new
AFDC income or asset limits or the higher benefit reduction rate
on earnings would tend to prolong foo@ stémp recipiency and thus
gradually increase the size of the food stamp caseload. The
households affected by these changes are likely to use food
stamps as long as possible to offset part of any AFDC payment

reductions. However, the net effect of the new policies on

recipients’ earnings and benefits for both food stamps and AFDC

depends primarilv on their response--in terms of work effo:t--to
E”%‘.—;‘”—'h—h‘_—_ﬁ“ T -—_

\—I

—
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members may work more hours to replace part or all of the smaller
income from their combined food stamp and AFDC benefit. This
response would reduce program costs. On the other hand, every
hour of work is now worth less--in térms.of total benefits~-than
before. Some household members could therefore choose to work
less. This response would increase Food Stamp Program costs.

The net impact of these theoretical effects on program sizg and

"cost is still unknown.
Changes in Other Programs

Major changes were also enécted in many otherxsocial welfare
programs in the last 3 years. These changes affected both the
total cost and the number ahd type of peoplye served by particuiar
programs. These changes were also expected to interact with the
Food Stamp Program and consequently modify'the anticipated food
stamp legislative effects. In most cases, the interactive
effects are quite similar to the AFDC effects just described, and
that discussion is not repeated. Instead, legislative changes in
SSI, Social Seéurity, Unemplbyment Insurance, and CETA are -
examined to give an indication of the wide rangé of other

potential interactions. 7/

2/ OBRA alsoc made far-reaching revisions to a large number of
other programs. But since these changes were not expected to
have any significant effect on the size or cost of the Food Stamp
Program, they are not discussed here.
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Suﬁplﬁmﬁntal Security Income. Legislative changes to SSI were
relatively minor. The Tax Equity and Fiscal Responsibility Act
of 1982 rounded the result of benefit computatiohs down to the
nearest dollar, prorated the first monthly benefit to the day of
application, and altered the treatment of Social Security cost-
of-living adjustments in counting income. Each of these changes,
because they reduce SSI benefits slightly, increase food stamp
benefits for those elderly and disabled people who participate in
~ both programs. The Social Security Amendments of 1983, however;
increased SSI benefits and thus reduced food stamp benefits. The
1983 Amendments delayed scheduled cost-of-living adjustments for
6 months, but this action waé more than offset by an increase in
the basic SSI benefit of up to §20 per month for single persons

and $30 per month for married couples.

Social Security. OBRA would have reduced Social Security
benefits by eliminating the minimum benefit (received by those
whose primary insurance amount was no more than $122 per month);
phasing out payments to dependents aged 18 t6 22 who previously
would have qualified for student benefits; modifying the
provision of lump sum death benefits for new beneficiaries until
their first full month of eligibility; eliﬁinating benefits for
widowed parents under age 60 when their youngest child reaches |
age 16 (rather tham 18, as under prior law); and changing
rounding rules.fbr benefits in a fashion similar to the Food
Stamp Pfogzam and SSI. The minimum benefit was later restored
for current recipients under the Social Security Amendments of

1981. Although nearly one in five food stamp households receive
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Social Security, it is not certain that many were affected by
these changes. For those who were, however, food stamp benefits

would have risen to partially offset the Social Security changes.

Unemplovment lnanLAngg. Unemployment benefits ére paid to
qualifying workers--about half of all unemployed persons--for up
to 26 weeks under the regular State unemployment ihsurance
brograms. In addition, if the unehployment rate in a State ié
above a certain level, wofkers are eligible for extended benefits
for up to another 13 weeks. OBRA reduced unemployment benefits
in several ways, largely by raising the unemployment rate
necessary to trigger eligibility for extended benefits. The Tax
Equity and Fiscal Responsibility Act of 1982 partly offset these:
reductions by temporarily extending unemployment benefits. Under
the temporary Federal Supplemental Compensation pfogram,
additional Federally-funded benefits are available in all States
for a period of 8 to 14 weeks, depending on the State's
unemployment rate. Although few food stamp households reéeiQe
unemployment benefits in a given’month (less than 2‘percent), the
availabilify of the benefits may reduce the need for food stamps
despite lost waées. This suggests that the likelihood of
entering the Food Stamp Program increases as unemployment
benefits are exhausted. Extending coverage reduces the
probability of new entrants and prevents increased Food Stamp

Program costs.
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Enblig Service Emplovment. Funding for public service employment
was not reauthorized by the 97th Congress, and consequently the
program ceased to operate. The Comprehensive Employment and
Training Act had previously authorized full Federal funding of
public service jobs for the economically disadvantaged. Unless
food stamp reéipients in these jobs were able to find new
positibns in the privéte sector, larger food stamp benefits would

have offset part of the lost wages.

44



Table of Contents

CHAPTER FCUR: THE ECONOMIC CLIMATE

The performance of fhe napional economy has a substantial impact
on the Food Stamp Program in terms of the numbgr of participants,
the average benefit to ﬁhich they are entitled, and, therefore,
the total cost of the pfogzam. The Food Stamp Program has
traditionally counteracted swings in the business cycle. The
number of participants tends to increase in a recessionary
economy as the numbe; of unemployed persons increases ané as the
duration of unemployment lengthens. Reduced level; of eccnomic
activity, including employment, cause personal income to fall.
Declining personal income, in turn, tends to increase the number
of people in poverty, w1th the result that the number of people
potentlally eligible for and participating in the progran
increases as well., As the economy recovers and personal income,
employment,'and poverty status improve, participation in the
program falls. The Food Stamp Prograﬁ is particularly sensitive
to economic conditibns because it is availabie to virtually all
families and individuals with income and other resources below
the eligibility limits. 1In contrast, cash assistance programs
such as AFbC or SSI are only available to specified categories of

needy persons or families,

The performance of the economy cén also have a direct impact on
program costs because several program provisions are indexed to
reduce the impact of inflation., For example, maximum coupon
allotments are in@exed by changes in the Thrifty Food Plan to

maintain the purchasing power of food stamp benefits. Hence, .
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food price inflation directly increases the nominal cost of the
prcgram. In addition, the gross and net income limits that
define program eligibility, the standard deduction from gross
income, and the maximum dependent care/excess shelter deduction

are adjusted by the Consumer Price Index (CPI) or its components.

As is discussed in the remainder of this chapter, changes in the
economy lead to major changes in the size, composition, and cost
of the Food Stamp Prograh that are not directly controllable by
--Congress. The result is that the intended effect of the
1egislative.changes discussed in the two previous chapters are
heavily modified by the economy. This interaction makes the task
éfvunderstanding the effects of iegislative changes under stable
economic conditions difficult,. Eut'the behavior of the economy
is particularly imporiant_to an uhderstanding of the effects of
OBRA, the Farm Bill, and tﬁe 1982 Amendments becahse (1) the
economic changes over the last few years were very large and (2)
the timing of the deepening recessipn was simultaneous with the

- implementation of OERA,

Because economic conditions confound the analysis, it is
important to understand the changes that occurred céuring this'
period. Four interrelated measures of the performance of the
economy have been chosen as the focus for this chapter because of
their relevance to the Food Stamp Program. Those measures are:

o Unepplovment, which had remained below 6 percent throughout

Fiscal Year 1979, jumped to about 7.5 percent in the third
guarter of Fiscal Year 1980, and remained at that level
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through Fiscal Year 198l. More or less simultaneously with
the implementation of OBRA, the unemployment rate started
rising rapidly, peaking at 10.7 percent for the first quarter
of Fiscal Year 1983. Since that point the rates have fallen
steadily to 8.0 percent in January 1984.

o Inflation, which had been at very high historic rates prior to
OBRA, with annual rates of increase in overall ccnsumer prices
of 10 percent and higher, dropped rapidly during the two years
since the passage of ORRA. During Fiscal Year 1982, the
Consumer Price Index (CPI) increased at an annual rate of 5
percent. And during Fiscal Year 1983, the CPI increasec¢ at an
annual rate of 3 percent -

¢ Personal income had grbwn steadily at an average compound

annual rate of about 3 percent inrezl terms from 1960 through
- 1980. Real per capita personal income continued to rise

during Fiscal Year 1981 prior to the implementation of OBRA
and then fell slowly during Fiscal Year 1982 before
stabilizing in the beginning of Fiscal Year 1983, O©Of
particular relevance to many food stamp households was the
fact that real transfer income from AFDC fell with the
implementation.cf OBRA,

o Poverty, expressed as the percentage of the population living
in families with incomes below the official poverty threshold,
had remained around 12 percent from 1568 throuch 197S. The

rate rcse to 13 percent in calendar vear 1980, to 14 percent
in 1981, and to 15 percent in 1982.

Unemployment

Both historical experience and theory suggest that increases in
the frequency and duration of unemployment lead to increases in
Food Stamp Program caseload and coét. However, there is |
considerable uncertainty regardihg the exact nature and magnitude
of the relationship. A rule-of-thumb often used is that every 1
percentage point increase in the unemployment rate results in an
increase in food sterp participation and cost of 1 million
persons anc¢ $500 millicn per year. 8/

& This rule is based on a regression model of Food Stamp Program
-participation that is rcutinely used by the Food and Nutrition
Service to forecast the nunber of program part1c1pants.
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The.impact Qf higher unemployment works in three ways. First,
individuals lose their jobs or fail to obtain a job, thus
increasing the likelihood that their household will enter the
program. As a recession deepens, the length of periods of
unemployment increases, further increasing the likelihood that.
households will exhaust their .other financial resources and enter
the program. - Entry onto the éood Stamp Program may be modefated
for some households by the availability of unemployment insurance
and related bénéfits. Second, the shortagé of job opportunities
in periods of high unemployment reduces the likelihood that
households already cn the Focd Stamp Program will leave the
program by bbtaining ﬁew jobs and raising'hbusehold earnings
above the program's.eligibility'level. Third, the shdrtage of
jobs may reduce--or at least restrain--earned income for
continuing particibants, thereby ihcreasing their benefit and

total program costs.

Unemployment rates started rising rapidly about the same‘time
OBRA was implemented in the first quarter of Fiscal Year 1982
and pe‘a.ked at well over 10 percent in the lfirst quarter of

1983 as shown in figure 4.1. The Bureau of Labor Statistics
estimated that more than 12 million people were unemployed and
looking for work at the pea\k in December 1982, Since that time
the unemployment rate has fallen rapidly tb 8.0 percent in

January 1984,

The average length of time unemployed started to increase at the
same time as the unemployment rate. The average duration of a
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Figure 4.1

United States Unemployment Rate, 1979-1983
(Quarterly average, by fiscal year)

Unemployment 11.0
Rate
{percent)

10.0

9.0 =

8,0 -

700 -

1979 1980 1981 1982 1983

Source: Bureau of Labor Statistics, DOL
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spell of unemployment in the first quarter of Fiscal Year 1982
was juSt over 13 weeks. Two years later, the average duration
had increased to more than 17 weeks. The average continued

to rise, reaching a peak of 22 weeks in June 1983, and thén fell
to slightly less than il weéks in the fourth quarter of Fiscal
Yeaf 1983. The percentage of thé unemployed who were out of wotk
for an extended period--27 weeks or more--doubled from 13 percent
in October 1981.as OBRA was implemented to 26 percent in Jﬁne

1983.

The impact of unemployment 6n the Food Stamp Prégrém is reduced
by the availability of‘unemp;oyment insurance;,_Approximately 40
percent of the unemployed in Fiscal Years 1982 and 1583 received

- unemployment benefits. These bénefits kee§ many households abovel
the Food Stamp Program income eligibility level and reduce food
stamp benefits for those who are eligible. During the second
quarter of Fiscal Year 1983, almost $6.8 billion in unemployment
benefits wvere paid. During an average week of this period, about
4.5 million persons received unemployment benefits. The average
benefit under the regular State unemployment program was $125 per

week ,

The increasing severity of unemployment'was also apparent in the
number of people who exhausted their unemployment benefits., 1In
October 1981, an average of 46,000 people per week exhausted
their enﬁire unemployment bénefit. Cne year later, the number of

exhaustees had increasead to 83,000 per week. . As these
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households lost unemployment insurance the likelihood of

entering the Food Stamp Program should have increased.
Inflation

Price inflation results in larger Food Stamp Program outlays
because several components of the eligibility and benefit
formulas are periodically adjusted according to changes in

various price indices:

o Maximum coupon allotments are adjusted periodically for
changes in the cost of the Thrifty Food Plan, Program
costs are most sensitive to changes in the allotments. Each
dollar increase in the guarantee is passed directly on to
- participating households, increasing their benefits by a
similar amount. 9/

o Income eligibility thresholds are adjusted periodically for
changes in the overall CPI. Indexing the income thresholds
keeps the program from becoming more restrictive during
periods of rising prices. Otherwise inflation would cause a
larger and larger segment of the low-income population to
become ineligible. Each adjustment to the income limit
increases the number of households eligible for the Food Stamp
Program, ,  Some of the newly ellglble households may again
become ineligible if their income rlses during the year before
the next adjustment. -

o The standard deduction is adjusted for changes in the nonfood
components of the CPI. It is indexed to maintain its real
value as prices rise. Increasing the standard deduction
reduces net income for most households. Because the maximum
allotment is reduced by 30 percent of net income, lower net .
income means h1gher benefits. Thus, indexing the standard
deduction will increase food stamp benefits in times of IISIDQ
prices.

o The paximum dependent care/excess shelter deductijon is
adjusted periodically for changes in the shelter, fuel, and
utility components of the CPI, 1It, too, is indexed to .
maintain its real value in time of rising shelter costs. The

9/ The only exceptions are households with the ‘§10 minimum
benefit, Unless the increase is sizable, most’'of these
households still) receive the minimum.
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impact of this indeking is smaller than the impact of the
‘standard deduction simply because fewer households are
affected by the cap. '

The moderation of inflation, and particularly food price

inflation, restrained the cost of maintaining Food Stamp Program

benefits.

The cost of the Thrifty Food Plan for a f'amily of four increa;ed
during Fiscal Year 1980, as shown in figure 4.2. From September
1979 to September 1980, the cost of the plan increased 11
percent. 'However,_in Fiscal Year 1981 the rate'of pticé
vincreases began to decline fapidly, and the cdsf of the plan
increased 5 percent by.September 1981. During parts of Fiscal
Years 1982 and 1983, the cost of the TFP actually declined for
several months. Overall, the TFP increased just 2 percent over
the course of Fiscal Year 1982 and 1 pefcent in Fiscal Year 1983.
'As a result of this moderation of food price inflation, the
maximum allotment for a féyily 6f four was actually higher than

the cost of the Thrifty Food Plan for several months in Fiscal

Year 1983.

-

The overall inflation rate, as measured by-the Consumer Price
Index for all goods and services, decreased sharply during the
.two years following the passage of OBRA (also shown in figure
4;2). In Fiscal Year 1983, the CPI.for all items increased by 5
percent, #s opposed to an ll percent increase duriné Fiscal Year
1981 (again measured from September to Sgﬁtember). During the

first half of Fiscal Year 1983, the annual rate of increase in

L]
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Annual Percent
Change 1n Prices

Figure 4.2

Annual Rate of Prlcé Inflation for Groups of Consumer Food and Services
(Quarterly average, by fiscal year)
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the CPI was negligible. Over the whoie yeér, prices increased by

just under 2 percent.

Personal Income

The growth in the :_I.e_vel of fgal personal income pei capita is a
direct measure of the-exten£ to which the economy provides
increasing'standards of living. 1Increasing levels of personal
income tend to reduce the size of the poverty population.’
Similarly, and of direct réievance to the Food Stamp Program,
rising levels of personal income tend to result in fewer
households falliné below the income elig&biliﬁy threshold. For
those households that are eligible, rising levels of'personal
income tend to make households leéé dependent on Food Stamp

Program benefits.

In contrast to the period from 1960 thfough-the third quarter of
1981, Qhen real per capita personal income grew at an avergge
annual compound‘rate of about‘threg percent, personal income fell
during Fiscal Year 1982{ coincident with the implementatioh of
OBRA. Between the last quarter of Fiscal Year 1981 andithe last
quartef of Fiscal Year 1982, real per capita personal income
dropped by 2 percent. This downward trend was reversed during
Fiscal Year 1983, and real per capita personal incoﬁe rose by.2
percent. Overall, however, real per capita personal income

showed a small net reduction over the 2-year period.
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Real pér capita labor income’showed a similar trend: declining
in Fiscal Year 1982 and risihg by the end of Fiscal Year 1983.
However, real per caﬁita labor income did not decline as greatly
as total personal income in Fiscal Year 1982} and it rose-at a
faster rate in Fiscal Year 1983. By the end of the 2-year

period, real per capita labor income showed a slight net gain.

Although labor inéome represents roughly two-thirds of total .
personal income, the proportibn.of food stamp households
receiving labor income is typically low. Based on recent Food
Stamp Quaii£§ éontrol.sampleé,.less than 20 percent of all food
stamp households in any month receive income in the form of
wages, salaries, or éelf-employment earnings. The la;ge méjority
of food stamp households receive instead one or more kinds of

) transfer income.

The most significant source of transfer income is AFDC, Over 40
percent of all food stamp households receive AFDC, and among

these househol&s AFDC bedefits account for roughly 80 perCenE‘of
theii total income. Fo( 3 years prior to implementation of OBRA,A
real pé; capita AFDC income remained relatively stable (with a
slight rise during the 1980 recession). 10/ However, during.the
year after the implementation of OBRA, per capita AFDC income
measured in real dollars dropped almost 7 percent. This decline

10/ Per capita AFDC income does not represent the average AFDC
benefit to actual tecipients. AFDC income measured in per capita
amounts reveals the change in total outlays due to the change in
the number of participants as well as the average benefit payment
to those participants.

.
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in per capita AFDC income dufing a time of economic recession
suggests that real income declined for a sizable poition of the
food stamp eligible populationiand, as a result, food stamp
benefits increase@,vpartially compensating for the loss of

income.
Poverty Rates

The size of the population eligible for the Food Stamp Program is
closely linked to the siée.of the poverty population, but there
ate'important differences in the two groups. With the
implementatioﬁ'of OBRA, most households can have gross incomes as
much as 30 percent above the poverty threshold and still be |
eligible for food Stamps. Households with elderly or disabled

- members can have even highér income. The Food Stamp Program
appliés both an income and an asset test to determine
eligibility. Many of the people counted as poor because of low
income have other resources that exceed the asset limit.
Différences in accounting periods for counting income and in ﬁhe
definition of household composition. also affect the relative size

of each group.

Table 4.1 illustrates the relationship between the official count
of the poverty population in 1982 reported by the Bureau of the
Census and Food Stamp Program participation. The reported
poverty count is first adjusted for the conceptual differences

between the definition of poverty and food stamp eligibility.
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Table 4.1

Reconciliation of Annuai-Poverty Count ané Average
Monthly Food Stamp Program Participation

Calendar Year 1982

Number of People Percent
(in millions)

Reported Poverty Count ‘ : 3
Adjusted for:
o Household composition
o Asset limits

= ~ -13 06%
,0 Accounting period | ' +

4.4
4,7
6.6 -22.4
1.6 + 7.1

Estimated FSP Eligibles in _
Poverty Population ‘ 24,7

Average Monthly FSP Patt1c1pants a/ 20.6

Adjusted for: '

o Non-poor part1c1papts . - 1.3 - 6.5
Acjusted FEP Participants - ' 19.3

Percentage of Ellglble Poverty ,
Population Receiving Food Stamps - 78.1

Source: Food and Nutrition Service, USDA.

a/ Average number of food stamp participants in Calendar Year
1982, excluding Puerto Rico. , _

57



Table of Contents

rules.vll/ This suggests that just over 70 percent of the people
with annual income below the poverty line wete eligible for food
stamps in an average month of 1982. Of the roughly 25 million
people who were eligible for food stamp, ﬁpproximately 19 million
(or 58 percent) actually participated in the program in 1982. If

'

this relationship has been constant over time, then increases in

tpk_§4zg gf the Dovgrtv oonulatlon should bg sxoected toglgg ease

" participation rate among the program eligibles is quite high, an
increased number of eligibles should increase the number of
program participants; Thus, an awareness of the trends in

poverty is important to the understanding of the Food Stamp

Program.

The overall poverty'rate did not chénge much throughout the
1970's, remaining stable at 11 to 12 percent of the population.
Since'1978, the rate has been rising steadily, from just over 11
percent to 15 percent in 1982, a 32 percent increase in‘4 years.
The number of persons'with income below the povefty line
increased by 40 percent over this period, from over 24 million in

1978 to more than 34 million in 1982.

There is a strong relatiohship between each of the indicators

discussed so far--namely unemployment, inflation, and personal

IiMmeAMAmeand NAVAYrEY cFatne Tndeed. a2ach aAaf thace indicatAare s o
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simply one measure of general economic conditions. And changes
in aggregate economic conditions are a major factor in the broad
movements of the poverty rate over the last two decades. Efom'.
1959 to 1969, real GNP per capﬁta rose 32 percent, and the
poverty rate fell oye? 10 percentage points, from 1969 to 1979,
growth in real GNP per c,apitia'slo'wed to 22 percent, and the
-boverty rate feil'less than 1 percent. The iising.trend in
poverty sinc‘eA 1978 has been accompanied by a 1 percent decl_ine in

real GNP per capita over the past 4 years.

Long term socioeconomic trends also have an_impact on the size
and composition of the poverty population and, in turn, the Food

Stamp Program. Three trends are particularly significant:

0 The rapidly rising prevalence of the fémale-headed family;

0 The increasing prbportion of the population that is elderly:;
and . ' "

o The recent increase in poverty among male-headed families.

The effects of thése trends are seén,.at least indirectly, in thg
composition of the fobd stamp caseload. 1In August 1982, 70

percent of all food stamp househoids were headed by women,. and 45
percent were led by wdmen'with children. Twenty percent of all |

food stamp households had at least one person 60 years old or

older.

The poverty rate for female-headed families has always been

relatively high. The poverty rate among these families increased

5%
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ffom 38 peréent in 1978 to 42 percent in 1982. Although this
increase is less than the overall increase in poverty rates over
the same period--11 percent compared to 32 percent--the number of
families headed by women has grown dramatically in recent years.
In 1959, persons in non-élderly female-headed families
represented less thans7 percent of the totél populatioﬂ. By’

1982, that ratio had increased to nearly 12 percent.

The proportion of elderly in the populatioh was increasing at the
same time, from less than 9 percent in 1959 to over 11 percent in
1982. Poverty among the elderly has dropped dramatically over
the last two decades, however. The poverty rate for elderly
persons, which has hiéﬁorically keen well above the overall
poverty rates, fell below thé overall rate for the first time in
1982. Mos; of this decliné océurred iﬂ the 1960's and the garly
1970's with the growth of tr#nsfer programs targeted to‘the |
elderly, the indexing of those programs, and the growth of

private pension pians.

Persons in male-headed families have traditionally had low
poverty rates. Neérly all of tﬁese people are members of
traditional husband and wife families. -Sinée 1978, however, the
poverty rate ;mong these families has 'increased from less than 6'
percent to nearly 10 percent, a 66 percent increase. This is the
laréest rate of increaée in the poverty rate since 1978 for any

family type.
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CHAPTER FIVE: FOOD STAMP PROGRAM PARTICIPATION AND COST

In Fiscal Year 1983, the Food Stamp Program issued more benefits
to more people in the United States than ever before. When OBRA
and the Farm Bili.were enacted, PFS estimated that the new laws--
in isolation from any other concurrent changes--would reduce
total program costs by about $2.4 billidn in Fiscal Year 1982 and
$1.9 billion in Fiscal Year 1983, and reduce program '
participation by fewer than 1 million people. The 1982
Amendmeﬁté were expected £o save an additional $500 million in.
Fiscal Year 1983. The-actu§1~savings were less than perdicted.
This illustrates the theme developed so far: the size and cost
of the Food Stamp-Progrgm are not determined simply by |
legislative changes to the program but rather by'the interaction
of these actions with changes in other programs and in the
economy. The pattern of recent program experience--in terms of
the number of participants each month, totaliprogram
expenditures; and the average benefit per peison--reflects this

interaction.

This chapter reviews administrative data on the number of
participagts, their average benefits, and total program costs
from Fiscal Year 1936 through 1983, a period spanning
approximately 2 years before and after the implementation of.
OBRA. These data are based on a series of periodic reports

submitted by every State agency to the Food and Nutrition
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Sefvice. 12/ These reports show changes in the level of
part1c1patlon and benefits in every month over this 4-year
perlod. It is not possible, however, to quantlfy the separate
impacts of.the food stamp legislative changes, coincident changes
in related income.maintenance programs, or concurrent economic
events. The changes in program participation and cost réflected

in these data are the cumulative result of all three factors.

Only informatién from the 50 States, the District of Columbia,
Guam, and the Virgin Islands is included in this chapter. For
tbe sakg of consistency, information from Puerto‘Rico is excluded
from the entire 4-year period. The Food Stamp Program was
available in Puerto Rico.until July 1982. At that time, food
stamp participants in Puerto Rico were transferred to a Nutrition
Assistance Program--funded as a block grant--established by OERA.
FNS adminstrative records after July 1982 no longer include
Puerto Rico and, thus, show a sharp decline in Food Stamp Program
participation and cost even though host‘former food stamp
participants continued to receive benefits under the Nutrition

Assistance Program. To illustrate trends over this period more

12/ The data are derived from the following FNS reports: FNS-
256, Project Area Participation and Coupon Issuance (actual
participation counts reported for one month each quarter); FNS-
388, State Coupon Issuance and Participation Estimates (estimates
of participant counts in each month); and FNS-250, Food Coupon

. Accountability Report (a reconciliation of the Value of food

- stamp coupons issued from inventory).
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accurately, Puerto Rico has been excluded throughout. 13/

The chépter is organized as follows; First, monthly variations
in the average number of participants and the average benefit'per
person are examined for each year. This examination shows a
small decline in average participation in Fiscal fea; 1982'after.
impiementation of OBRA but a sha;p inciease in Fiscal Year.1983.
Average benefits per person followed a similar paﬁtern. In both
instancés; there is substantial monthly variation‘within each
year. The chapter 6onCIudes with a discussion of total program
costs. This discussion also looks at the impact of OBRA, the
Farm Bill, and the 1982 Amendments--particularly the provisjons
within these laws that altered cost-of-living adjustments--on

total program costs in 1982 and 1983.
E ! * [ ! . A ..b

Variations in the number of food stamp participants in any month
o&er tbe course of a year (or years) occur for several reasons.
Changes in program'design--tightening or relaxing eligibility

- rules, changing benefit levels, or expanding geographic
coverage--can have a direct effect on food stamp participation.

Program participation responds to changes in the business cycle

13/ Puerto Rican food stamp participants before July 1982 and
Nutrition Assistance Program participants after July 1982 could
have been included in the analysis. While this would have
increased both the average number of participants and the total
cost of the program in each of the four years, it would not have
changed any of the conclusions presented in this chapter.
Chapter 7 describes the effect of the block grant in somewhat
more detail.
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as well. As the economy enters into a recession and unemployment
rises, more people enter the progiam and fewer leave. As the
economy recovers, program participation falls. There is also a
historic seasonal pattern with the number of participants
typically highest in the winter aﬁd lowest during the summer and

early autumn,

The only major change éffecting eligibility for the program ovgr’
this period was the introduction of a gross income ceiling in
October 1982. 1In the absehce of any other change, the new
eligibility rule shquld.have resulted in fewer participants
during Fiscal Year 1982 sincé some former participants became
ineligible. Most of this decline éhould haye been seen in the
first and éecond quarters of the fiscal year as households with
incomes more than 30'percent above the poverty line were removed.
‘Once this adjustment to the target population was made, it was
expected that the prbgram would respond to the business cycle and
normal seasonal trends. Indications of each factor--the
introduction of new eligibility rules, counter-cyclical reactions
to the economy, and seasonal patterns--are visible in figurers.l.
This figure depicts the number of food stamp recipients in the
United States, Guam, and the Virgin Island for each month of the
last four fiscal years. Table 5.1 presents the same information

averaged over each year.

Participation increased steadily throughout most of Fiscal Year
1980, with particularly rapid growth in the first half of the
year. This steady and rapid rise, overriding the ncrmal seasonal

¥l
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Table 5.1

Food Stamp Program Participation
(Number in millions)

Pl T T T T Y N N T T T T I I Iy ™+
2 2t 1t 3 3t 2+ t 333 2 2 2t 2t 2 3 2 2 1+ 2t 4 2+ 4 2 2 2 3 32 2 3 2 3 ¢

Fiscal - . Average Monthly Unemployment
Year Participation a/ Rate
1980 19.2 6.7%
1981 206 o 7.4
1982 . 20.3 9.1
1983 21.6 10.1

Source: Food and Nutrition Service, USDA.

a/ Number of food stamp participants in the 50
States, the District of Columbia, Guam, and the
Virgin Islands. Excludes participants in
Puerto Rico. . : .
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trend, was largely a residual effect of the implementation of
reformé in the Food Stamp Act of 1977--particularly the
elimination of the purchase requirement--and increased
unemployment'caused by ?he 1980 reéession. The average number of

participants over the course of the fiscal year was 19.2 million.

Fiscal Year lSBi witnessea additional growth in the average
number of partiqipants--rising tovzq.s million persons--apd a
return 6f the expected seasonal variations. With the
unemployment ra£e stabilized at about 7.4 percent th;oughout

. Fiscal Year'lgsl, érogram participation rose to a peék of nearly
21.2 million people in March 1981 and then declined through the

spring and summer.

Coincident with the beginning of implementation of major OﬁRA ‘
changes in the first quarter of Fiséal Year 1982, participatidn
began to rise again and continued to do so until March 1982,
feaching a peak-df 20.9 million persons, about 300,000 below thé
peak a year eatliet. Over the entire year, averége monﬁhly
participation was 20.3 million persons, about 1 percent lower
than Fiscal Yeaf 1981 despite #n increase in'the average
uneméloyment rate to 9.1 peréent. This may be an

indication of the effect of the new gross income limit. This
change, implemented between October 1981 and January 1982, was
expected to reduce the existing caseload by 825,000 people (those
with incomé more than 30 percent above the poverty line). The

concurrent increase in the unemployment rate should have added

67



Table of Contents

2.1 million new participants to the caeeload if the historic
relationship between unemployment and food stamp participation
still held 14/ The cbserved decline suggests that the effect of
recent leglslatlve change (partlcularly the gross income limit)
was larger than expected, the influence of the most recent
recession on participation was altered somewhat, there were other
chénges in the decieioh of people eligible for the program that
restrained their paiticipation, or some combination of these.

The information currently avaiiable does not permit a

determination of which explanation is correct.

The number of recipients Jumped markedly durlng the flrst half of
Flscal Year 1983, reachlng 22.6 million persons in Marcb ;983.
Participation fell steadily during the second half of the year,
dropping to 21,1 million in September 1583. The average monthly
number of participants over the course of the year was 21.6
million people, the largest average caseload since the beginning
of the Food Stamp Program. The rapid rise in Fiscal Year 1583
may suggest that the cumulative effects of the weakehed economy
gradually swamped ﬁhe initiel effects of OBRA. From July 1981 to
December 1982 the unemployment rate increased from 7.2 percent to
10.8 percent. ‘The number of unemployed persons incfeased 53
percent over the same'period, from 7.9 million’to.lz.o million.
The average time unemployed was 18 weeks in December 1982, nearly

. S S S G G G GE G S G G S G T S S

l4/ A standard rule-of- thumb derived from a regression model of
food stamp part1c1pat1on, suggests that each percentage point
increase (or decrease) in the unemployment rate is associated
with an increase (or decrease) of 1 million food stamp
participants. Co
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5 weeks longer'than a year earlier. Each of these are indicators
of a steadily increasing potential demand fox food stamp
benefits, The decline in food stémp partiéipation since March
1983 is consistent with both normal seasonal trends and the
strong eocnomic recovery, seen most dramatica;ly in thé
improvement in the unemployment rate, falling to 8.0 percent in

January 1984, just over one year after its peak.

The increase in food stamp participation between Fiscal Years
1981 and 1983 was not distributed uniformly across the country.
States in the Midwest region--a region that includes Michigad,
Ohio, and Illinois-fexperiehqed the largest increase of any
‘region by far, a total of 668,000 persons (see table 5.2).
Participation also increased in the Southwest, Mountain Plains,
and Western regidns, with the largest percentage increase (nearly
19 percent) occurring inlthe Mountain Plains region.
Participation in the threg eastern regions, the Northeast, Mid-
Atlantic, and Southeast, ran counter-to the naﬁional trend,
dropping by a combined total of 259,000.pérsoné between Fiscal
Year 1981 and 1983. This répresents a decrease of about 2

percent,

Economic and légiélativelevehts significantly shifted the
distribution 6f the national.caséload among the regions between
1981 and 1983. In Fiscal Year 1981, 52 percent of all food stamp
participants were located in the three eastern regions; by Fiscal
Year 1983 the figure‘dropped to 48 percent, ?he proportion of

all participants living in the Midwest region, increased from 18

fQ
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Table 5.2

Food Stamp Program Participation and Cost by Region
(Number in thousands)

T percent of Total  Percent of
FNS Region Participants Change Participants Total Cost .
1981 1983  MNumber Percent 1981 1983 1981 1982
Northeast a/ 2,794 2,710 - -84 -3.0% 13.6% 12.5% 15.3% 12.2%
Mid-Atlantic b/ 2,909 2,861 -48 ~-1.7 14.1 13,2 13.9 13.4
Southeast 4,972 4,845 - -127 ~-2.5 24.1 22.4 24,9 22.6
Midwest 3,778 4,446 668 17.7 18.3 20.6 18.5 21.6
Southwest 2,494 2,626 132 5.3 12.1 12.2 12,1 12.0
Mountain Plains. 1,098 1,302 204 18.6 5.3 6.0 5.3 5.9
West 2,584 2,832 248 9.6 12,5 13.1 11.9 12.3
Total 20,628 21,621 ' 993 4.8 100.0 100.0 100.0 100.0

T A G G e . ——— T G S G S G S T G0 G W G S S P G Gu Gme emt G G R SER W G S EES G Sne iR SIS S S TP S ST W SRS S dae W S D S G D W G G WO W G G D G G G S G T T G G D Qe S S S S S

. Source: Food and Nutrition Service, USDA.

a/ New York was part of the Mid-Atlantic region prior to July 1981. It was then
shifted to the Northeast region. The figures for 1981 are adjusted to include New
York in the Northeast for the entire period.

b/ Participants in Puerto Rico are excluded.
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pércent to 21 percent. The Mountain Plains, Southwest, and
Western regions showed very modest gains in the proportion of all
recipients.” |

Some tentative conclusion§ might be drawn from the pattérn of
participation since 1980. The decline in participation between
-Fiscal Years 1981 and 198é-4£rom 20.6 million people to 20.3
million in an average month--suggests that a significant,
although still unknown, number of people were affected by the
OBRA changes, particulaily the introduction of a gross ihccme‘
limit. But‘the basic respohsivenessvbf the Food Stamp Program to

rapidly changing economic conditions was not altered:

0 Even as the unemployment rate reached a modern record, the
Food Stamp Program served a record number of people on average
during 1983; :

0 Much of the increase in participation was seen in areas most
affected by the recession; and -

0 With recent improvement in the economy program participation
subsided.

The average food stamp benefit per person increased over 25
percent. between Fiscal Years '1980 and -1983 (see table 5.3).
Real benefits, after téking account of changes in the cost of

food, increased nearly 10 percent over the same period. 15/ This

15/ The Consumer Price Index (CPI) for food at home is used to
convert nominal food stamp values into equivalent values measured
in constant 1980 dollars. "Because food stamps can be exchanged
only for food, the commodity bundle participants can purchase
diminishes as food prices rise, but is unaffected by chances in
other prices.

Al
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Table 5.3

Average Monthly Food Stamp Benefit Per Person

Fiscal Average Benefit a/ Percent Change ¢/
‘Year = =  mmmmmsmcccccesssscoe | smmemmmememe e

.
- — S - S G I WP I T G D R L S G D G T G WY D G . e - - G - —— —— Y S -

1980 $34.11  $34.11 - -
1981 .39.39 '36.09  +15.5%  +5.8%
1982 39.05 '34.50 -0.9 -4.4
1983  42.99 37.49  +10.1  +8.7

Source: Food and Nutrition Service, USDA.

2/ Average benefit per month among food stamp
participants in the 50 States, the District of
Columbia, Guam, and the Virgin Islands. Excludes
participants in Puerto Rico. '

b/ Real benefits adjusted by the change in the
Consumer Price Index for food at home since Fiscal
Year 1980.

¢/ Percent change from average in previous year.
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was not a period of continuous growth, however. Between 1980 and
1981, the average benefit per person increased by over $5.25.
Between'1981 and 1982, following implementation of OBRA and the
Farm Bill, the average benefit fell slightly more than 30vcents.
Then between 1982 and 1983, foilowing implementation of the 1982
Aﬁendments, average benefits increased again by just under $4.00.
The pattern of change in real benefits is very similar, although
_the décline betwéen 1981 and 1982 is somewhat larger, falling
rqughly 4 percent. By 1983, the real average benefit per person
was hig‘het than-ever before i.n the history of the Food Stamp

Program,

To understand the.impacts of the legislated prégram changes on .
average bénefits over this period, it is important to recognize
that variations in‘benefit amounts normally occur both across and
within years. As figure 5.2 illustrates, the average monthly
benefit ovei the course of a fiscal year masks substantiai
variation in monthly benefits wiﬁhin the year. This figure
provides a graphic illustration of the cyclical pattern of
average benefits'per person--characterized by sharp upward jumps~
with each cost-of-living adjustment followed by a gradual decline
until the next adjustment. 16/ It is also useful to recall the
formula used to detérmine the appropriate food stamp benefit for

16/ In fact, the use of a fiscal or calendar year is not- the most
appropriate period -in which to examine long-run trends in monthly
benefits, Because of the cyclical nature of cost-of-living
adjustments, there are obvious and predictable peaks and valleys
in average benefits over time. Because the adjustment schedule
has been changed frequently, these peaks and-valleys do not occur
in the same menth each vyear. :
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each household. The benefit amount is computed by subtracting 30
pgrcentlof a household's income (less certain allowable
deductions) from the maximum coupon allotment appropriate to each
household size. Eéch component of this formula is subject to
change. Thus{ there are five factors which determine the pattern

of average benefits.

First, cogt-of—liVing adjustménts to food stamp allotments are
made periodically to maintain the purchasing power of food stamp
'benefits. If food prices rise, nominél benefits will also rise
even if no oiher change occurs. Second, gross income can change
over time, If évetage gross income grows, then average food
stamp benefits must fall. If average gros§ income falls, average
food stamp benefits will grow. Third, the effect of changes in
the deductions from gross income is similar, although in the
opposite direction, to changes in income. Higher deductions lead

to higher benefits, énd lower deductions lead to lower benefits,

Fourth, shifts in the average household size (or in the

" distribution of households Sylsize) affectvthe average benefit
per person because of economy-of-écale facfors built into the

- food stamp allotments; Coupons for households of all sizes are
based on the allotment for 4-person families. The per capita
allotment, however, decreases with increasing household size,
reflecting presumed economies in the purchase and preparation of

food for larger households,
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caseload. And State agencies started to prorate benefits in the

first month of participation.

All three acts délayed or reduced the cost-of-living adjustment
to fodd stamp allotments: OBRA postponing the adjustment from
January 1982 to March, the Fafm Bill postponing it again from
“harch to October, and the 1982 Amendments reducing the adjustment
by 1 percent. Under this revised schedule, nominal benefits were
not expected to increase until Fiscai Year 1983. The real value
of food'stamp'benefits was expected to fall, however, as food
prices continued to'rise. The October 1982 .adjustment, although
reduced in size, vgould' restore most of the te>a1 value of food

stamp benefits.

The information sho&h in table 5.3 and figu:e 5.2 is consistent
with these expectations. Table 5.3 shows that average nominal
benefits Qere basically unchanged in the year following
implementation of OBRA while real benefits fell. The effect of
-the delay is also épparent.in the continued decline of real
benefits between January and October 1982 shown in figure 5.2.
With the October adjustment, the average benefit pet person
surpassed its previous.level. The increase in real benefits
between 1982 and 1983 was the largest since 1975. While most of
the increase in 1983 simply compensated for the erosion of real
benefits during 1982, it indicates that most of the anticipated
‘savings from delaying the cost-of-1living adjuétment were only

temporary.
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OBRA and the 1982 Amendments also delayed cost-ocf-living
adjustments to both the standard deduction and the limit on the

combined value of the dependent care/excess shelter deduction,

first to July 1983 and then to October 1983. Under the previous

law, both deductions would have been adjusted in January 1982 and
again in ﬁanuary 1983. VWithout the adjustments, the standard and
shelter deductions were less than tﬁey would have been, thus.

increasing net income and reducing the average real benefit.

The gross income limit imposed by OBRA was expected to affect
average benefits in the opposite direction. The average gross
income of households remalnlng in the program after excluding
"households with relatively high income--more than 30 percent
above the poverty line-—should be less. With a smaller average
gross income'among households that rgmain on the program, average

food stamp benefits should be larger.

'Anotter provision of OBRA required State agencies to prorate the
first monthly food stamp benefit for new participants., Before
this change, new partlclpants received the full monthly benefit
regardless of when they applied. Proratlon reduces the average
benefit in ahy'given month compared to what it would have been
without the change. The size of this effect is a'function of the
proportion of new participants to the ongoing caseload and the

timing of applications.

In addition to these changes specific to the legislation enacted

by Congress, eccncmic cenditicns simultaneously affected average
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benefité. Chapter 4 noted the net decline of real personal
income--and especially AFDC transfer income--in the general
popuiation betwéen 1981 and 1983. The income of food stamp
recipients tends to grow more slowly than the overall average.
This exerts an upward pr.essure on the real value of food stamp
benefits. At the saﬁe time, food p?ices grew much more slowly in
1982 and 1983 than in previous years. The average Consumer Price
Index for food at home was 9 percent higher in Fiscal Year 1981
than in.1980; in 1983 the same index increased only slightly more
than 1 peréent from the previous year. The cost of the Thrifty
Food Plan for a family of foﬁr actually fell ffom $255.80 in July
1982 to $249.90 in December of that year.- This moderation in
food ptice;inéreaseé dampéned_fhé’imbact of the cost-of-living
delays on purchésing po&er. The reduced rate of inflation
enabled food stamp and other households to make their food

dollars go further.

From the discussion provided in chapter'3, it should bé clear
that the pattern of average benefits was also affected by.changes
in othér related programs. Benefit changes in AFDC, for examgie,
would haye céused increasés.in both nominal and real food stamp
benefits among affected households. Such fodd stamp benefit
increases counteract the direct effects of food stamp program

changes.

In summary, the changes in average benefits observed between 1980

and 1983 are the result of a complex array of conflicting causes,
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aome under the direct control of Congress and some not. While

there is not sufficient information to measure the separate

impact of these factors, the general pattern of change is

consistent Qith expectations regarding the effect of the

legislation and the economy: |

o Nominal benefits per person changed very little between Fiscal
Years 1981 and 1982 and then increased in 1983 after the
October 1982 cost-of-living adjustment to food stamp
allotments,

o The real‘value of food stamp benefits per person fell between

" Fiscal Years 1981 and 1982 then increased to the highest level

ever in 1983 after the cost-of-living adjustment;

o The moderation of food price increases dampened the effect of
the delayed cost=-of- -living adjustments; and

o These-changes reflect the interaction of specific actions in
OBRA, the Farm Bill, and the 1982 Amendments (such as the
introduction of the gross income limit and proration), changes

in income from other programs, and changes in the general
economy.

Total Program Costs

The total cost of the Food Stamp Program is largely a function of
the two factors just described: the number of food stamp
recipients and their average food stamp benefit. With increases
in the number of participants and the.'value of the average
benefit, total program costs increase. Thus, the general trehds
in total cost shown in table 5.4 echo the trends in participation

and average benefits. | . -

Briefly, the Food Stamp Program cost more in 1983 than ever

before. The cost of the program was $11.9 billion in Fiscal Year
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‘Table 5.4

Total Food Stamp Program Cost
. (Dollars in billions)

Total Cost a/ Percent Change ¢/
Fiscal  =-reeccmccrcnccccces cmemmmrmem e
Year Nominal Real b/ Nominal Real b/
1980 $8.28 $8.28 -—- -——-
1981 10.17 9.32 +22.8% +12.6%
1982 10.18 9.00 +0;1 -3.4

1983 ©11.90 10.38 +16.9 +15.3

Source: _Eood and Nutrition Service, USDA.

a/ Total program costs (including benefits and
administrative costs) in the 50 States, the District
of Columbja, Guam, and the Virgin Islands. Excludes
program costs in Puerto Rico. -

b/ Real coét adjust'ed by the change in the Consumer
Price Index for food at home since Fiscal Year 1980.

¢/ Percent change from total cost in previous year.
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_ 1983, 17 percent higher than the $10.2 billion cost in 1981 and
1982, and 44 percent higher than the cost in 1980. Even after
adjdsting for inflation, program expenditures‘were 11 percent
higher than in Fiscal Year 1981 and 25 percent higher than in
1980. The real cost of the program fell 3 percent between 1981
and 1982, again reflecting the net effects of OBRA and the
changing economy on the number of participants and their average

benefit described earlier in this chapter.

From a different perspective, it is useful to consider what the
Food Stamp Program would have cost had‘Congress_not>enacted OBRA,
the Farm Bfl1l, and the 1982 Amendments. If the policies in.élace
before OBRA Lad coﬁtinued unchanged, the Food Stamp P:ogram'would
have cost approximately $14.2 billion .in Fiscal Year 1983.'1§/
This is about $1.5 billion more than the actual cost of §12.7
billicen (including the Puerto Rico block grant). Apéroximately
$310 million can be attributed to provisions that slowed the rate
of benefit growth without reducing benefits (such as delayed
cost-of-living adjustments and the repgal of certain incieases to
deductions that had not yet been implemented). About $530

million can be attributed to provisions that tightened

18/ This estimate is based on a regression model of Food Stamp
Program participation normally used to forecast program size and
cost. Actual program participation data through Fiscal Year 1981
and economic indicators through Fiscal Year 1983 were inserted in
the model and used to predict program participation and cost in
1983. The predicted value was then compared to the actual cost
to estimate the aggregate savings due to legislative and other
changes. This approach, of course, is subject to some error, and
it is not possible to disaggregate the net savings by specific
provisions in OBRA, the Farm Bill, and the 1982 Amendments. This
estimate is still preliminary and may be refined for the final
report. :
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~eligibility requirements to‘target benefits to those in greater
need. Another $385 million came from chanées designed to tighten
benefit design (such as the prorétion of initial benefits for new
applicants) and $85 million from new incentives for ‘States to
imprové program management (such as an increased State liability
for erroneous bayments).‘ The last $190 million was saved by‘
creating a block grant for the Puerto Rico Nutrition Assistance

-

Program.

The current estimate of $1.5 billion in Fiscal'fear 1983 savings
is less than the estimates offered at thé gime the legislation
‘was considered, both by USDA and.éhe Congressional Budget Office.
Those estimates--particularly the ones dealing with coét-of-
living adjustmenté to the maximum coupon allotments, the standard.
deduction, and the maximum éependent care/excess shelter
deduction--were éensitive to certain underlying_economié
assumpﬁions. In retrosbeﬁt, the assumption§ of that time
generally overestimated tﬁe rate of food price inflation and thus
caused overstatements of both total program costs had the |
services theﬁ in place been maintained and the potential effects
of delaying the scheduled updates. (This waé offset to'some-
extent by underestimates of the uneméloyment rate, leading to
undersﬁatements of program costs.) While a complete assessment
of the budgetary effectsAof the legislated changes is not
possible in this'report, it is instructive to re-examine the
effects of delaying the cost-of-living adjustments with the

advantage of hindsight. Revised estimates .of the budgetary

impacts of these changes are shcwn :In table 5.5 along with FNS'
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Table 5.5

Estimated Saviﬁgs from Cost-of-Living Adjustments
(By fiscal year, in millions of dollars)

1982 1983
Provision Revised Original Revised Original'
omnil Budget R iliati
Act of 1981 .
Food Stamp Allotments ' -$208 -$240 - $ 48 ~$235
Standard Deduction o -180 ' -298 :
Dependent Care/Excess : ~-123 - =305
Shelter Cap - -53 -93
Subtotal -441 -363 -439 -540
Eood Stamp and Commodity
| Distributi 2 3 ts .
of 1981 . .
Food Stamp Allotments ~ -415 =700 +493 - +266
Food Stamp Amendments of
1982
Food Stamp Allotments 0 0 -191 -180
Standard Deduction - 0 0 =30 - -28
Dependent Care/Excess
Shelter Cap 0 0 -12 =12
Subtotal 0 0 -233 220
‘Total -856 -1,063 2179 -494
‘Percent of Original Estimate 8ls o 36%

- D W I G T B D TR G TP P D WS AN D G D T IR TR D U D T G5 D D TS G GE IS YN WD GRS DGR SRy G G GED G SR I GED YE SED G SIS G IS D G IR GED SR D ST S ST Gk G A T S N =

Source: Food and Nutrition Service, USDA.
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original estimates based on the economic forecasts then

-

available.

Before the enactment of OBRA, food stamp.allétments were to be
updated in January of each year based 6n the projected cost of
the Thrifty Fodd Pian (TFP) in the preceding December. The final
result of the three laws was to delay these updates to October of
each year aéd base them on‘99 percent of the cost of the TFP in
the pfecediﬁg'June. This change p;oceedéd.in th:ee.stages (seé '

Chapter 2).

First, OBRA postponed the update for B'months and staggered
subsequent updates 15 months apart. This change reduced the
increase in program costs by nearly $210 million in Fiscal Year

1982 but less than $50 million in Fiscal Year 1983.

The Farm Bill subsequently shifted every update to October with
the adjustment based on the cost of the TFP in the previous June,
As a result, no adjustment t§ food stamp allotments was made in
Fiscal Year 1982. ThisAchangé reduced program costs by $415-
million in Fiscal'Yéar_1982 but increased program costs from
their anticipa;ed level after enaétment of OBRA by nearly $500

million in Fiscal Year 1983.

The 1982 Amendments changed the basis of the October adjustments
to the cost of the TFP in the preceding June less 1 percent.

This approach reduced progfam ccsts by $190 million in Fiscal
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Year 1983;

In cdmbination, all of the changes to the maximum allotment
updates reduced program costé nearly $625 million in Fiscal Year
1982 but addéd §255 million in 1983. 19/ 1In both yéars, the
revised éstimates are éifferent from the qriginal estimates made -
at the time each law was under consideration. This difference is
ptincipally due to the substantial reduction in food pticeA
inflation over the lasﬁ 2.year$ coupled with periods of actual
price deflation. At the time OBRA was enacted, the cost of the ,
Thrifty Food Plan for a family of four was projected to increase
8 percent ovér the course of Fiscal Year 1982 (from Séptember»
1981 to September 1962) and over 6 percent in 1983. 1In fact, the

cost of this plan incréaséd only 2 percent in 1982 and just'over

1l percent in 1983.

19/ The maximum allotment for a family of four was $253 during
all of Piscal Year 1983. If none of the legislative changes had
been made, the maximum allotment would have been $246 during the
first quarter of the fiscal year and $250 for the last three
quarters. Four-person household benefits were $7 higher for
three months. and $3 higher for nine months as a result.
Households with fewer members would have experienced smaller
differences, and those with more members would have experienced
larger differences. The January 1982 adjustment was to be based
on the projected cost of the Thrifty Food Plan in December 1982,
It is not clear how this projection would have been made, nor
whether it would have captured the decline in food costs that
actually occurred (falling from $252 in September to $250 in
December). It is likely, however, that the Department would not
have made this forecast without waiting for information on food
prices through at least October, and possibly November, to
minimize the potential error. Consequently, this analysis uses
the actual cost of the TFP in December,
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Both dBRAvand the 1982 Amendments enacted delays to the standard
and maximum shelter deductions as well. OBRA postponed the
scheduled adjustment from January 1982 until July 1983, and the
1982 Amendments further delayed the adjustment until October
1983. if the updates otiginally scheduled for.January 1982 and
January 1983 had occurred, most houéeholds would have been
entitled to higher deductions from their gross income, and,
therefore, to higher food stamp benefits. The delays, while
éaving\mongy by postponing scheduled increases, did not reduce
the existing benefit of'participants. The net result of the
delays was a reduction in program ¢os£s of over $230 million in
Fiscal Year 1982 and'heafly $435 million 1983. 1In this instance,
the revised savings estiﬁatesvare somewhat Iarger than the |

original estimates.

The mosﬁ apparent 6oncluSion from the comparison of the Agency's
original estimates to the revisions (and from a recent analysis
of the Congressional Budget Office's estimates) ié that savings
from the cost-of-living deléy3'were less than.predicted on- the
basis of the best information available at the time of enactment,
particularly for Fiscal Year 1983.. All of the cost-of-living
provisions reéuced program costé by $856 million in Fiscal Year
1982, or just over 80 percent of the anticipated level. These
same provisions saved $179 million in Fiscal Year 1983, only 36
percent of the anticipated savings. The reduced effect of the
cost-of-living delays was a direct coﬁsequence of lower than

expected inflation rates.
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But iﬁ addition to reducing savings from the cost-of-living
delays, the lessening of inflation also, and just as importantly,
reduced the total cost of the program. The estimates of current
‘services offered at the time this legislation was considered was
based on a presumed cost of the Thriféy Food Plan that is now
‘known to have been too high. Consequently, the estimated cost of
current services was also too high. 1In fact, the size of this
.error is roughly equai to the difference between the Agency's

., original and revised estimates'of the cost-of-living'délays. The
net effect of both errors--overestimated savings and -

overestimated baseline costs--is roughly zero.

In summary:

o Total program costs reached $11.9 billion in Fiscal Yeer 1983,
following a year of almost no change between 1981 and 1982;
and _ ,

o Modifications to the schedule of cost-of-living adjustments

reduced program costs by over $850 million in 1982 and $180
million in 1983.
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CHAPTER SIX: CHANGES IN FOOD. STAMP HOUSEHOLD CHARACTERISTICS

In the discussion to this point, it has.been noted that the size
and cost of the Food'stamp Program is influenced by a complicated
set of factors, both legislative and economic. These same
factors can affect the characteristics of food stamp partiCipants
as well as their number. At the time OBRA was enacted, for
example, it was recognized that the implementation of the gross
income limit‘would have a disproportionate effect'among
households_with earnings because they were more likely to have
higher‘income. The effect of this provision should be seen in a
smaller number and proportion of households with earnings in the
food stamp caseload. The deepening recession and rising
unemployment should have the eame effect. Because households
with elderly or disabled members were exempted from the new
provisions affecting eligibility, no changes in either their
number or proportion were expected Other changes in tbe

legislation and in the economy might be seen in the distribution

of income and food stamp benefits. | .

This chapter explores recent changes in the composition,. -
characteristics, and economic_status of households in the Food
Stamp Program using three samples selected for review as part'of

the Food Stamp Quality Control System. 20/ The three time

20/ This system,. an ongoing review of food stamp household
circumstances to determine whether eligibility and benefits have
been correctly determined, also provides estimates of caseload
characteristics. The Quality Control system is described in more
detail in appendix D. .
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periods observed--August of 1980, 1981, and 1982--represent the
Food Stamp Program about a year before, two months before, and
almost one year after implementation of the Omnibus Budget

Reconciliation Act of 1981 began.

In most cases the separate impacts of food stamp legislation,
changes in othei related'social programs, and the changing
economy cannot be méasured precisely. It cannot, for_example, be
determined whethet.differences in caseldad characteristics are

. dﬁe to changes in the circumstances of ongoing participahts, to
chang;s in the circumstances of new participanés, or--most
likely--to'some combinétion of both. 21/ Furthermore,
characteristics of the food stamp caseload change over time even
in the absence of major legislatiQe'chahges. Information from
August 1980 is included to illustrate this point. While the
underlying dynamics 6f food stamp pérticipation cannot be
conttolled with these three cross-sectional samples, changes

: betwéen August 1981 and 1982 can be considered in the context of

changes over the previous year.

The discussion in this chapter focuses on the provisions enacted
in OBRA and the Farm Bill. The August 1982 sample will serve as

a baseline for measuring changes dug to the 1982 Amendments, but

21/ This is a limitation of any cross-sectional sample, not just
the Quality Control samples used here. The Food and Nutrition
Service plans to develop a longitudinal sample that tracks
household circumstances over time, thus permitting better
measurements of these effects as well as changes in the behavior
of individual participants. The results of this analysis will be
1ncluded in the final report to Congress.
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data from the period following implementation of these amendments
are not yet available.. There are also a number of provisions in
OBRA and the Farm Bill that weré expected to affect relatively
.few participants (such as strikers, aliens, and boarders).
Although the effect of.the legislated chﬁnges may have been quite
iarge for mémbers of-these'particular groups, the Quality Control

samples used here are not sufficient to measure these changes.

This chapter is organized as follows. ‘It begins with a
discussion of basic chahées in food'stamp caseload composition,
focusing on the proportion of households of special interest:
households with earnings, with elderly members, and with
children. It then discusses changes in the amouﬁt and source of
income available to these households. - This is followed by'a
'discussion of net income and the various deductions from gross
income. The nexf section iooks_at chaﬁges in average food stamp.
benefits between the three survey months. The chapter concludes

with an analysis of the effects of postponed cost-of-living

adjustments on average behgfits in August 1982 and January 1983.
Caseload Composition

Table 6.1 shows the level of Food Stamp Program participation and
unemployment in August 1980, 1981, and 1982. 22/ Although the
August 1982 unemployment rate was much higher, food stamp
participation changed very little from August 1981. But the

composition of the food stamp caseload changed in a number of

small ways (see table 6.2).
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Table 6.2

Nunber, Proportion, and Average S8ize of Selected Food Stamp Households
(Nunber in thouuands)

-August 1980 . August 1981 , August 1982

. ‘ Average : Average . Average .
.Bumber  Percent Blge Nusber  Percent ~ SBize Rumber Percent Size
Households R ) ' : ' . : . .
with Earners 1,356 18.5 3.7 - - 1,513 . 19.7 3.6 1,316 17.6 3.7
Households , - C : ‘ ,
with Blderly 1,653 - = 22,6 1.6 1,611 20.9 - 1.5 1,469 19.6 1.6
nousehéidn . . . : ._ : .
with Children 4,388 59.9 - 1.8 4,346 S6.4 3.6 4,360 58.2 3.7
Total 7,139  100.0  2.8° 7,698  100.0 2.7 - ‘7,487 - 100.0 2.8

Source: Food Stamp Quality Control samples for August 1980, August 1981, and August 1982,

Note: In this and succeeding tables, August 1980 tabulatloni do not include Alaska or Hawaij
- (52 thousand households). Tabulations for 1981 and 1982 represent all 50 States and the
Di:tric: of Columbia. Puerto Rico, Guam, and the Virgin Islands are not included in any’
tabulations.
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o The number of food stamp households with earnings fell from
1.5 million to 1.3 million, or from 20 percent of the total.
caseload to 18 percent.

o The number of food stamp households with elderly members fell

from 1.6 million to 1.5 million, from 21 percent of the
caseload to 20 percent.

-0 The number of food stamp households with children changed very
- slightly, but as a proportion of the total caseload they
1ncreased from 56 percent to 58 percent.

o The average food: stamp household size 1ncreased from 2.7 to
2.8 persons. _

The cﬁange in the number of households with earnings was'
predictable. The new gross income limit made some higher-incoms
'households--many of which had earnings—--ineligible for food
stamps. At the same tihe, rising unemployment would be expected
to result in fewer jobs among current participants and in fewer
employed persons among new participants. Botb factors'are
‘reflected in the observed decline in the nﬁmber of food stamp

households with earnings.

The change in the number of households with elderly members was
not anticipated. The reforms enacted in OBRA were designed to
‘preserve food stamp eligibility for the low-income, aged

population. The elderly were specifically exempted from the

22/ The values reported in table 6.1 are based on the
administrative data described in chapter 5. The remaining tables
in this chapter are based on the Food Stamp Quality Control (QC)
samples in the selected survey months. Some differences in these
data will be apparent. Most of the difference is due to sampling
error. Because the QC surveys are based on a sample of food stamp
households, there is some uncertainty associated with the
estimates. In addition, the population from which the QC samples
are drawn excludes certain categories of households although the
number of excluded households is quite small.
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grosé income teét, for example. Because'og such speciai
protections, it.w&s thought that the number-of food stamp
households with glde;ly members should remain stable, and the
proportion of such households might actually increase as otper
households became ineligible. Instead, both the number and

proportion fell.

This result cannot be fully explaiﬁed from the data at hand. The
observed decline, however, is coqsistent with other trends. The
decline can'be seen as a‘continuétion of a trend observed since
November ‘1979 when 24 percent of all food stamp households
ihcluded at ‘least one eldérly member.' This proportion has fallen
in every survey sinée. Hbie generaily, the decline is consistent
with overall trends in the poverty population and in other
programs targeted fo loﬁ-incoﬁe elderly. From 1981 to 1982 the
number of persons aéé 65 or over‘with income below the poverty
line declined by almosg 3 éercent. 23/ The poverty rate for
elderly éersons, which has historically been-well abové the
overall poéertylréte, dipped below the overall rate for the fifst
time in 1982. At the same time, the number o.f persbns
participating in SSI‘because they were aged was falling. Between
December 1980 and December 1981, participation in phis component

of the SSI program fell from 1.8 million to 1.7 million people.

23/ U.S. Department of Commerce, Bureau of the Census. Money
Income and Poverty Status of Families and Persons in the United
States: 1982 (Advance Data from Lthe March 1983 Current
Population Survey), July 1983. . .
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By December 1982,. the number had dropped to 1.6 million, a total

reduction of 14 percent. 24/

Given the decline in the number of hou;eholds with earnings or
with elderly members, the increase in the proportion of
houSeholds with children is not surprising even though the number'
of such householdé did not change much. 1In both 1980 and 1981
roughly three-quarters of these households were headed by women,
and most of these_ recei‘ved AFDC in addition to‘their food stamp |

benefit.

Ihese dhanges in composit.ion are aiso seen in the average sizeA of
a food stamp household. After falling from 2.8 persons in August
1980 to 2.7 persons in August 1981, the average rose again to 2.8
in Auguét 1982; This is consisténﬁ with the larger proportion of
households with children (which are 1argér than average) and the
smaller proportion of'households with elderly members (which are

smaller than average).

Gross lIncome
Between August 1981 and August 1982:

o Average monthly gross income among food stamp households
increased more slowly (and average real gross income fell more
quickly) than in the previous year;

24/ U.S. Department of Health and Human Services, Social Security
Administration. Socjal Emun Bulletin: -Annual Statistical
Supplement, 1982.
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o The percentage of households with income above the poverty
line fell and the percentage with income below half of the
poverty line increased; and

o The impact of program benefits on income adequacy among the
very poor was maintained.

As shown in table 6.3, average monthly gréss income per household
fose from $349 in August 1981 to $356 in August 1982, a 2 percent
increase. This is in contrast to a 7 percent increase seen from
1980 to 1981. Gross income_ber person, which had risen 11
percent from August 1980 to August 1981, remained Yirtually

unchanged from 1981 to 1982.

After taking into account increases in the cost of living over
this period, ;eal average inéome of food stamp hquseholds |
continued é decline noted in previous years. Despite a reductioh
in the rate of inflation (which was about 11 percent from~August
1980 to August 1981 énd about 6 percent from August 1981 to
August 1982), real gross_income pér household fell slightly"
faster from 1981 to 1982 than it had éver the previous year.
Because of thé shift toward larger households in 1982, average
real income pét person'deciined even more rapidly than real
household income, falling about 6 pércent from 1981 to 1982

following no real change over ﬁhé previous year.

The decline in the real income of food stamp households is also
reflected in the distribution of participants with respect to the
poverty line. As shown in table 6.4, the poverty rate for food

stamp households--the percent of all households with grosé income
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Table 6.3

Average Gross and Net Income of Food Stamp Households

Nominal Income _ Real Income a/

August 1980 August 1981 August 1982 August 1980 August 1981 August 1982

'GLQHI Incoms .
Average per household $326 349 356 326 315 303
" Percent change b/ -— +7.1 +2.0 ——— -3.4 -3.8
Average p;r person $116 : 129 . 128 116 116 109
Percent change -—- +11.2 -0.8 - (] -6.0
Net Income
Average per household $194 196 205 194 177 175
Percent change —-— +1.0 +4.6 - -8.8 -1.1
Average per person 8 69 73 74 69 66 63
Percent change - +5.8 +1.4 - -4.3 -4.5

- o - —— -

Source: Food Stamp Quality Control samples for August 1980, August 1981, and August 1982.
a/ Real income adjusted by change in CPI for all items since August 1980.

b/ Percent change measured from previous year.
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Table 6.4

Poverty Status of Food Stamp Households
: (Percent of all households)

===========================’==================================
Gross Income as a . :
Percent of Poverty a/ August 1980 August 1981 August 1982

All Households
50% or Less | " 33.4% 35.8% 42.1%

51-100% 59.3 57.1 - 52.5%
101-130% 6.3 ‘ 5.9 5.2
131% or more 1.0 1.1 - 0.2

Number of Households 7,319 7,698 7,487
(in thousands) .

Households with Elderly ’
50% or less 14.5% 8.5% 0 9.1%

51-100% | 77.5 84.3 79.6
101-1308 | 7.5 6.7 10.9
131% or more 0.6 0.5 0.3
Number of Households 1,653 1,611 1,469
508 or less | 18.4% 18.7%  25.7%
51-100% 54,7 56.4 60.2
101-1308% ’ 21.9 19.7 13.6
131% or more | 5.0 5.2 0.4
Number of Households 1,356 1,513 1,316
. _ \
50% or less  36.3% 41.0% 49.0%
51-100% " 56.2 - 51.6 47.0
101-130% | 6.3 . 6.3 4.0
131% or more . 1.2 _ 1.2 . %
Number of Households 4,388 4,345 4,360

Source: Food Stamp Quality Control samples for August'1980,‘
August 1981, and August 1982,

*Less than 0.05 percent.

a/ Weighted average Census poverty thresholds by family size.
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below tﬁe poverty line--was about 93 percent in 1980 and 1981 but
rose to nearly 95 percent by Auéust 1982. The poverty rate for
food stamp householdé with elderly members improved slightly,
dropping from 92 percent in 1980 and 1981 to 89 percent in August ]
1982; .On the other hand, the percent of households‘with children
below poverty was 93 percent in 1980 and 1981 but rose to 96
percent by August 1982, éimilarly; the pércent of households

with earnings in poverty increased from 73 percent in August 1980
to 75 percent in August_1981'and then to 86 percent in August
1982, | |

These changes in the poverty status of food stamé households are
the net effect of several différeht factors. 1In part it refletts
the continuation of a long-term decline in real income among the
food stamp population, a trend seen every year since ;975.
Legislative changes in the Food Stamp Program further targeted
benefits to those in greatest need. The effect of the gross
income limit is apparent in the smaller percentage of households
with income above 130 percent of the poverty line, affecting each
type of household except those with elderly members. This effect
is most dramatic among households with earnings wheré the
pefcentage with gross income more than 30 peréent above the
poverty line fell from 5 percent in August 1981 to less than .half
of 1 percent in August 1982. Thé shift also reflects the effect
of the most recent receséion, increasing the number of jobless
and restraining the income of others. This same impact was seen
in the increased number of people with income below the poverty

line, rising to 34.4 million in 1982. The improvement in the

.
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"poverty status of food stamp households with elderly members was
mitrbred in thé general poverty rate for the elderly, dropping

from 15.3 percent to 14.6 percent between 1981 and 1982. 26/

'A shift in this distribution toward the poorest hpuseholds (éhose
with income less than half of the poverty line)_is particularly
important. The percentage of food stamp households this far
below the poverty line increased from 33 percent in Augus; 1980
to 36 pércent in August 1981 and to 42 percent by August 1982.
Thié shift affected each of the household types shown in téble
6.4. Only a small portion of this increase can belattributed to
the effects of the gross income limit. 27/ Mdre impoftantly, it
reflects the general trend in the U.S. population. While the

- number of persons with income below.thebéoverty line increased 8
percent between 1981 and 1982, the nuhber with income less than
one-fourth of the poverty line iﬁcreased 14 percent, and the
number between one-fourth and.one-half of the poverty line
increased 34 percent. This again illustrates the importance of
external factors on both the size and composition of the food

stamp caseload.’

26/ Money Income and Poverty Status, op. cit.

21/ Even if every household with income greater than 130 percent
of the poverty line in August 1981 became ineligible, the
percentage with income less than half of the poverty line would
have increased only 0.4 percentage points, from 35.8 to 36.2
percent, if all else remained the same.

.

L]

101



Table of Contents

The Food Stamp Program continues to have its greatest effect on
income adequacy among the very poor. If the value of the food “
stamp benefit is addéd to a household's income, the number of ‘
food stamp households with total income below half of the poverty
line falls sharply. In August 1980, over 18 percen; of the
participating households were moved to at least half of the
poverty line; in Auguét'1981 nearlf 22 percent were moved. By
August 1982, this percentage had jumped to 27 (see table 6.5).
The responsiveness of the Food Stamp Program in this regard did

not change over this 2-year period.

Changes in income were not constant across different types of
_food stamp households nor across different sources of.income (see
tables 6.6 and 6.7). Gross income in households with earnings
and with children fell in both real and nominal terms while
income in households with elderly grew. Nominal earnings and
AFDC payments fell siightly (less than half of 1 percent) while
the average Social Security payment fell over 3 percent and the

average SSI payment increased over 2 percent.

. Households with Earners. As table 6.6 shows, gross income for
households with earnings fell nearly 4 percent, from $563 per
household in August 1981 to $543 in August 1982. This contrasts
with a 9 pércent increase over the previous year. Real gross
income for these households fell about 9 percent from August 1981
- to August 1982, having declined less than 2 percent from August
1980. Average earnings fell only slightly (table 6.7) suggesting

that most of the drop in average gross income was due to changes

K]
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Effect of Food Stamp Benefits on the Poverty Status

of Food Stamp Households

Income as a
Percent of
Poverty

- Based on Cash
Based on Cash -

Income Only

- e Y — e o e ——

-and
Food Stamps

Difference 

50% or less
51-100%
101% or more

Number of
Households
in thousands)

August 1981:

50%'or less
51-100%
101% or more.

Number of
Households

August 1982:

50% or leés
51-100% ‘
101% or more

. Number of
Households

33.4%
59.3
7.3

7,319

35.8%
57.1
7.0

7,698

- 42.1%
52.5
5.4

7,487

15.1%
73.0
11.9

14.1
73.6
12.3

15.3%
76.2
8.4

+13.7
+ 4.6

=21.7

+16.5
+ 5.3

-26.8
+23.7
+ 3.0

Source: Food Stamp Quality Control samples for August 1980,
August 1981, and August. 1982.

a/ Wexghted average Census poverty thresholds by famlly

sxze.
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Table 6.6
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Average Gross Income for Selected Food Stamp Households

' Nominal Income
Households With: —

Real Income a/

August 1980 August 1981 August 1982 August 1980 August 1981 August 1982

Earnings

Average $517 563 543 $517 508 463

Percent Change b/ -— +8.9 -3.6 -—- -1.7 -8.9
Elderly

Average 288 329 360 288 297 307

Percent Change ——- +14.2 +9.4 —— +3.1 +3.4
Children

Average 387 . 408 406 387 368 346

Percent Change —— +5.4 -0.5 —— -4.9 -6.0

Source: Food Stamp Quality Cohttol samples for August 1980, August 1981, and August 1982.

a/ Real incomes adjusted by change in CPI for all items since August 1980.

b/ Percent change measured from previous year.
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Table 6.7

Average Nominal and Real Income Prom Selected Sources

Nominal Income

Table of Contents

Real Income a3/

gource of Income

August 1980 August 1981 August 1982

August 1980 August 1981 August 1982

Barnings

Percent of Households 18.5%

Average
Percent Change b/

AFDC
Percent of Households
Average
Percent Change

8Bocial Security

Percent of Households

Average
Percent Change

881
Percent of Households

Average
Percent Change

$430

N/A
W/A

N/A
N/A

18.2
$156

19.7%
$452
+5.1%

39.7
$309
N/A

19.1
$282
N/A

19.0
181
+16,0%

17.6%
$450
-0.4‘

41.5

$308
-0.3%

18.5
$273
-3.2%

17.8
$185
+2.2%

$430

N/A

N/A

$156

-

$408
-5.1%

$279
N/A

$254
N/A

$163
+4.5%

$383
-6.1%

$262
-6.1%

$233
-8.3%

$158

=31

Source: Pood Stamp Quality Control samples for August 1980, and August 1981, and August 1982,

4/ Real income adjusted by change in CPI for all items since August 1980,

b/ Percent change is measured from previous year.

N/A--not available.
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in income from sources that supplemented the hoesehold's
earnings. The deepening recession contributed both to a decline
in the percent of food'stamé households with earnings and to
smaller wage increases among people who worked over this period.
At the same tiﬁe, the averaée income of those remaining in the
progfam.after implementation of the gross income limit should be
less than before. The changes in income among these households

are at least consistent with these expectations.

| Households ﬁiﬂh Elderly. The average gross income of households
with elderly members greﬁ more rapidly than the overall average,
increasing over 9 percent from $329 per household in August 1981
to $360 in August 1982 (table 6.6). This nominal increase was
sufficiently large to result in an increase in the real average
income of elaerly households of over 3 percent, repeating the
trend from 1980 to 198l. Households with elderly were the only
major recipient group to show increases in both nominal and real
income over this period. The increases in the real value of
gross income among households.with elderly members occufted in
spite of an apparent decline in the real value of both Social
Security and SSI benefits among food stamp households (see table
6.7). Many food etamp households with elderly, however, do not
receive either Social Security of SSI benefits: 69 percent
received Social Security and 56 percent ;eceived SSI in August

1982.
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Households ﬁi;h Children. As table 6.6 shows, households with
children experienced a slight decline in nominal gross income
between 1981 and 1982, from $408 to $406 per month, in contrast
to a 5 percent increase over the preceding year. Average gross
income in real terms declined byvabout 5 percent from 1980 to
1981 and 6 pefcent from 1981 to 1982. Because most (64 percent)
food stamp househélds with children receive AFDC, changes
affecting AFDC benefits are particularly important to this group.
Average monthly income from AFDC remained virtually unchanged
-from Augds;}1981 to‘August 1982,'aithough the real value of AFDC
benefits declined abéut,Glpercént over the sahe'period,_

continuing a trend seen in previous years (see table 6.7).
Net Income

Average net income grew somewhat more rapidly than.gross income
from August 1981 to August 1982, increasing from $196 to $205 per
household (table 6.3). This is the first timeAin recent years
~that the growth in net income waé greater. than that of gross
income. In real'terms,‘howéver,-net monthlx income declined,
both per househoid and per person, over this period. While the
nominal average per person increased from $69'in August 1980 to
$73 and $74 in 1981 and 1982, respectively, the real value per
person fell to $66 in 1981 and $63 in 1982, with much of the
decline in 1982 aSsociated}with the increase in average household

size.
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One factor contributing to the diffe:ence.iﬁ the rates of
increase of gross aﬁd,net income is the gross income screen
established by OERA, Households with no elderly or disableé
members and with gross incomes in excess of 130 percent of the
poverty line were excluded from participation. In addition,
households with neither elderly nor disabled members wére subjéct
only to the gross incoﬁe screen during this period; (A net
income test, in gddition to the gross income test, was reinstated
for these households in October 1982.) Consequently, there was a
constraint on the gross income of noneiderly participants ﬁhat
was not perfectly tefiected in net income. That is; net income
could continue to rise wifhout affecting eligibility for séme
households while similar increases in gross income could lead to
their ineligibility. This could affect the relative growth rates
of gross and net income by making eligible some households with-:
‘relatively low deductions'(anq therefore higher het incomes) but
with gross income below the new income écreen. At the same time;
some households'with ﬁigh gross income but large deductions (and
thus low net income) were excluded‘from participation. The shift
from the net ihcome to gross income test would be expected to
result in somewhat lower average deductions, higher net income,

and lower gross'income than would otherwise have been observed.

Changes in the freéuency and valuerf the deductions taken from
éross incomg also affected ﬁhé level of net income. From August
1980 to August 1981, the percent of households claiming eéch
deduction and the average amount claimed increased for most

'deductions. In contrast, as table 6.8 shows, the percent of

108



Table of Contents

households that claimed each deduction (for all except the
standard and medical deductions) was lower in August 1982 as was
the average value of the deduction claimed. Several factors

contributed to this pattern:

o The standard deduction was $85 in both August 1981 and August
1982 because OBRA postponed a scheduled cost-of-living
adjustment. The standard would have been $95 in August 1982
if the adjustment had been made as scheduled.

o The value of the earnings deduction was lowered by OBRA from
20 percent to 18 percent of earned income. This reduced the
value of the deduction for all households with earnings by 10
percent. Without this change, the average earned income
deduction would have been $90. Less directly, the gross
income screen removed those earners with relatively high
income from the program, so that average earnings among the
remaining participants are lower than they would have been
without this change.

0 Because the shelter deduction is calculated as the amount by
which shelter costs exceed one-half of gross income less other
deductions, the shelter deduction declines as gross income
rises if shelter costs and other deductions stay the same. A
decline in the value of the other deductions would have the ,
same effect. All of these changes~-rising gross income, stable
shelter costs, and falling deductions--were observed between
August 1981 and August 1982 and should have reduced the value
of the shelter deduction.

0o The ceiling on the combined value of the dependent care/excess
shelter deduction for households with neither elderly nor
disabled members was $115 in both August 1981 and August 1982
because OBRA postponed a scheduled cost-of-living adjustment.
If the adjustment had been made, the cap would have been $130,
and many of the households with a deduction at the cap--

approximately one-fourth of all households--would have been
entitled to a higher deductlon.,

Table 6.9 illustfateé some of the changes in the pattern of
deductions taken by food stamp households and ﬁhe effect of these
changes on their net income. This example compares the net
income of a hypothetical family of four with gross earnings of

$450 in August 1982 under program rules before'and after
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Table 6.9

Deductions from Gross Income for a
Bypothetical Family of Four

-+ ¢+ ¥ $ + + t ¢+t ¢+t ¢+ ¢t t + + ¢+ ¢t ¢+ ¢t 2+ ¢t ¢+ 2 ¢ ¢ 1+ ¢+ ¢t 1 ¢t ¢+ + 1+ -+ ¢+ ¢+ 2 ¢+ ¢+ 2 2+ + £ £ 23 2 ¢

Before . After Difference
OBRA OBRA
Gross Income : _ $450 - $450 ) _
Less Déductions: : o
Standard - 95 - 85 . =10
Earnings . - 90 - 81 -9
Shelter _ -127 =115 : -12
" Net Income ' 138 169 -31

Source: Food and Nptrition Service, USDA.

~Note: Assumes that (1) all gross income is earned,

(2) the family's shelter. costs are $260 per month,
and (3) there are no elderly or disabled people in
the food stamp unit. )
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implementation of OBRA and the Farm Bill. Under the rules
actually in place then, this family could have subtracted an $85
standard deduction, 18 percent of their earnings (or $81), and
$115 in.ekcess shelter- costs (assuming their totél shelter cost
was $260). 1If OBRA and the Farm Bill had not been enacted, this
same family would have been entitled to a $95 standard deduction,
20 percent of-théir earnings (or $90), and $127 in excess shelter
costs. The result of the OBRA and Farm Bill changes was a $31
increase in net income for this ﬁypothetical family. -Because the
maximum allotment is reduced by .30 percent for a household's het
inéome, this $31 increase would have led to a $9<redu¢tién in

this family's food stamp benefit from its expected level before

. OBRA,

Food Stamp Benefits

Between August 1981 and Augqust 1982:

o0 The average benefit per household increased $2, and the
average per person fell $1 (returning--in real terms--to its
August. 1980 level);

o0 The proportion of program benefits paid to households with
 income less than half of the poverty line increased to over 60
percent; and : ‘

’

o The delayed cost~of-living adjustments to food stamp
allotments and deductions explains most of the relative
stability in average benefit amounts.

From August 1980 to August 1981,-the average monthly food stamp
benefit increased by $14, from $89 to $103 per household. By

August 1982, however, the aVerage benefit had gisen only another
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$2, to $;05 per household. The average real benefit per
household decreased just over 2 percent from 1981 to 1982, but
was still nearly 7 percent higher in 1982 than it had been in_

1980.

The average benefit per person'éxhibited'fairly similar behavior
over this period. The average monthly bénefit per person
increased from $33 in August 1980 to $39 in.August 1981, but then -
fell to $38 in August 1982 as the average food stamp household
size increased. In real térms, the average benefit per persbn in
August 1982 was about 8 percent less than a year earlier but

equal to the real benefit in August 1980. -

Although benefits changed relatively little on average, there
were differences in the amount and direétion of change in
benefits received by different groups of participants (table
6.10). Average benefits for earners and for households with
children increased soﬁewhat from 1981 to 1982, consistent with
tﬁe declines in these households' income noted earlier. Eldefly
households, whose average income grew between 1981 and 1982, had

lower average benefits in August 1982 than in the previous year.

The proportion of food stamp benefits paid to households with
income below the poverty line increased between August 1981 and
August 1982, from 97 percent to 98 percent (table 6.11). The
proportion of benefits paid to households with income less than
half the poverty line increased more rapidly,'f;om 49 percent in

August 1980 to 55 percent in August 1981 and to 59 percent in
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Table 6.10

Distribution of Benefits for Selected
Food Stamp Household

{Total benefits in thousands of dollars)

Table of Contents
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August 1980

- - -

August 1981

August 1982

- e = - o v - - -

Total Percent Average Total Percent Average Total Percent Average
Benefits of Total Benefit Benefits of Total Benefit Benefits of Total Benefit
Bouseholds with $133,175 20.4% $98 $168,349 21,28 $111 $152,299 19.5% $116
Earners ‘
Households with
Elderly 70,956 10.9 43 74,445 9.4 46 60,492 7.7 41
Households with
Childcen 519,092 79.5 118 613,736 77.4 141 620,629 79.3 142
All Households 689,759 89 793,358 103 782,981 105

Source: Pood Stamp Quality Control samples for August 1980, August 1981, and August 1982,

Note: Columns do not add to the totals because there is some overlap between houéeh&ld’types.
t
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Distribution of Benefits by Poverty

Status of Food Stamp Households

(Percent of all benefits)

Gross Income as a

Percent of Poverty a/ August 1980

S0% or Less 49.3%
51-100% 47.8
101-130% 2.7
131% or more 0.2
Total Benefits $689,759
(in thousands)
Households with Elderly
50% or less 32.6%
51-100% 62.7
101-130% 4.6
131% or more 0.
Total Benefits 70,956
Households with Earners
50% or less 28.3%
51-100% 60.0
101-130% 10.9
131% or more 0.8
Total Benefits 133,175
Households with Children
50% or less 50.2%
51-100% 47.0
101-130% 2.6
131% or more 0.2
Total Benefits 519,092

Source:

August 1981

55.2%

42.1
2.4
0.2

$793,358

35.3%

61.7
2.8
0.2

74,445

35.9%

54.8
8.4
0.9

168,349

57.4%

39.9
2.5
0.2

613,736

August 1982

59.1%

39.3
1.6
0.1

$782,981

24.0%
71.2

4.4
0.4
60,492

36.5%

57.8
5.3
0.3

152,299

62.1%
36 .6
1.3

*

620,629

August 1981, and August 1982.

*Less than 0.05 percent.

Food Stamp Quality Control samples for August 1980,

a/ Weighted average Census poverty thresholds by family size.
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August 1982. The same pattern is seen for households with
earners and households with children: the pr&portion of benefits
paid to these hodseholds with incomg below the poverty line gnd
below half the poverty line was higher in 1982 than in either of
the tﬁo garlier years. The only exceptions are households with
elderly members where the proportion of benefits to households
wiﬁh income below half the poveréy line fell to 24 percent and
the share to households with income above the poverty line
increased to 5 percent. Again,_this reflects ﬁhe increased

income from other sources among households with elderly members.

Changes in aveiagé food stamp behefits can be caused by several
different factors: periodic coét-of-living adjustments to food
stamp allotments, changes in the.levels of gross income and
deducﬁions, shifts in the distribution and average size of food
stamp households, and changes in the benefit reduction fate. The
magnitude and.ditection of this influence can change dramatically
as the circumstaﬁces of food stamp households or program rules
change. This can be seen in table 6.12 which quantifies the
effect of these factors on thg nominal benefit per household

between August 1980.and 1981 and between August 1981 and 1982.

During the year preceding OBRA, the major cause of the increase
in nominal household benefits was the increése in the maximum
coupon allotment for a family of four from $209 to $233 in
January 198l1. This change alone increased the averace benefit

per household by over $24 a month. An increase in the average

11K
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Table 6.12

Components of Change in Average
Household Benefits

August 1980- August 1981-
Source of Change August 1981 August 1982

Coupon allotment

for family of 4 $24.30 $0.00
Gross income _ - 8.80 -1.20
Deductions 8.40 -0.30
Household size -10.00 2.90
Benefit reduction

rate a/ 0.00 0.10
Total $13.90 $1.50

Source: Calculated by the Food and Nutrition Service from data
_in the Food Stamp Quality Control samples for August
1980, August 1981, and August 1982.

a/ Although the legislated benefit reduction rate was unchanged
(at 30 percent of a household's net income), the proportion of
households receiving the minimum benefit increased between August
1981 and 1982. Because the effective benefit reduction rate is
less than 30 percent for these households, this change reduced
the average benefit reduction rate and increased benefits
slightly between August 1981 and 1982.
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deduction taken from gross income (from $148 to $169) added more
than $8 to the average benefit. These increases were partially
offset by an increase in gross income (from $326 to $349) and a
reduction in the average size of a food stamp household (from 2.8
persons to 2.7). These changes reduced average bengfits by‘
nearly $9 and $10 per.month; réspectively. 29/ The net effect
was to increase the average benefit per household by $14 per

month.

During the year following OBRA, the pattefn is substantially
different. Because OBRA postponed the cogt-of-living adjustment
to food stampvallotments, there is relativel& little change in
averaée benefit to explain;-less than $2 per month. The most
important factor was the shift back towards larger houseﬂolds
between August 1981 and 1982, a sﬁiff that added nearly $3 to thg
average benefit. Gross income grew less rapidly over this period
than in the previous year (from $349 to $356), but it was still
an important factor in restraining benefit growth, reducing the
average benefit by'slightly mofe than $1 per month.' Finaliy,
average deduqtions from grqss-income fell from $i69 to $159,
increasing average net income and, thus, reducing the average

benefit slightly.

As table 6.12 illustiates, the small change in the average

benefit from August 1981 to August 1982 is the net tesult of a

29/ Maximum food stamp allotments vary by household size, with
smaller households entitled to smaller benefits.. Economy-of-
scale factors built into the allotments partially offset the
effect of changlng household size.
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number of developments which contributed pressure both upwards -
and downwards on the averaée‘ﬁenefit. Postponement of the cost-
of-living adjustment to food stamp‘allotments removed the major
explanation of past increéses. Changes in economic conditions,
particularly higher unemployment and slower income growth,
restrained the growth of average gross income among food'stamp
participants. The groés incéme s§reen also ﬁorked in this
direction, reduciné the numbér of partidipating households with
higher incomes. Although average gross income rose somewhat
overall, it rose less rapidly than the year before. Thus, while
the additional income was still 1mportant in restraining
benefits, it was less important than in"the previous year. The
postponed adjustment to the standard deductlon and the shelter
cap and the reduction in the earned income deduction interacted
with the introduction of ; gross income limit to reduce average
deductions and allow net income to rise, reducing average

benefits.

In addltlon, changes in certification and administrative.
procedures brought about by OBRA also restricted the growth of
average benefits. One of the important cost-saving provisions of
OBRA required State agencies té'prorate food stamp benefits in
the first mqnth for new partiéipants according to the apélication
date. Prior to this Qhange, new participants received the full
monthly benefit regardléés of when they applied.’ This'provision
reduces the average benefii in any given month in comparison to
what it would have been if such houseﬁolds received a full

month's benefit. Because characteristics of new.participants

b o]
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differ from those of continuing'participanté, partichlgrly during
an economic recession, it is difficult to determine the effect of
prorating benéfits from the information currently available. .
Furtﬁermore, the identification of new applicants in the Quality
Controi éample is‘difficult and subject tO'error.. Thus, a |
complete assessﬁent of the effects of proration mﬁst await the '

final report. It is, however, instrucfive to examine the Quality

Control data with these cautions in mind.

There are several indications of thé effects of proration in
these data. First the benefit received by new participants in
August 1982 was 2 percent less than‘the overall average while thé
benefit of new participants in August 1981 was about 7 percent
higher. This occurred‘despite a sgbstantially larger increase in
the average household size of new participanté, a trend which

should have increased their average benefit.

It is also §ossible to'compare the reported benefit émouht in

August 1982 with a simulaéed monthly benefitlcalcul&ted from each
household's reportéd net inéome.- For.new participants receiving '
prorated benefits, the reported benefit should be less than the
simulated benefit. This comparison shows that 32 percent of the

new participants received a benefit that was 1ess‘than the
calculated amount while only 5 petcent of the ongoing

participants received such partial benefits.

Finally, a simple linear regression based on the{hugust 1982 data

shows a significant negative effect on benefits associated with a

hEeNal
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new applicatibn. Controlling for net income and household size,
the average béqefit .is an estimated $§15 lower if é household is a
new participant. That is, given two households of average.size
and with average net ‘income, but one a new applicant in the first
" month of participation and the other a continuing household, the
benefit of the new.househol_d'willibe about 14 percent ltess than
the benefit of the old household. | |

-

Impact of COLA Delays

Delays in scheduled cost-of-living adjustments were of major
importance in Festfaiuing-indreases in averagé'benefits between
August 1981 and ;982, Several important detetminants of benefit
amounts--quimum allotment levels, the standard @eductiqn, and
the maximum dependent care/exces§ shelter deduction--would have
been adjusted during this period to refiecf changes'in different
price indiées but were not because of OBRA.. While household
benéfits were not reduced from their existing levels, they were
smaller than they would have been if the adjustments had been
made. The impact of these delays can be simulated with the
August 1982 data by substituting the values that the allotments,
standard deduction, and maximum shelter deduction would have
taken had they béen adjusted in place of the actual values.
Table 6.13 illustrates the result of these simulations, both

individually and in combination.
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Table 6.13 '

Effect of Delays to Cost-of-Living AdjustmentsA
On Average Food Stamp Benefits

Source:

for August 1982,

122

Allotments Standard Dependent Care/ Total
" Deduction Shelter Cap

August 1982:

Average household

benefit without g , : )

delays (simulated) $113.80 107.40 105.30 117.40
‘Average household

benefit with ‘ . ,
delays (actual) 104.60 104.60 . 104.60 104.60
Difference - -9.20 -2.80 -0.70 -12.80
Percent Change ~-8.1%: -2.6% -0.7% -10.9%
January 1983:

Average household

benefit without _ )
delays (simulated) 114.40 120.20 117.10 119.70
Average household

benefit with : _
delays (simulated) $116.00 $116.00 $116.00 $116.00
Difference +1.60 -4.20 -1.10 =3.70
- Percent Change +1.4% -3.5% -0.9% -3.1%

Simulation based on Food‘Stamp Quality Control sample
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This apprdach does not capture the full effect of the delays in
months other than Augﬁst 1982. The standard deduétion and the
maximum dependent care/excess shelter deduction would also have
been adjusted.in January 1983, but in‘fact vere not adjusted
until October 1983. Thus, additiohal imp&cts were felt in Fiscal
Year 1983 that.are not shown}here. Conversely, delaying the
adjustment to the maximum allotmeﬁts until October 1982 and
changing the reference.period on which this adjustment was based
had the effect of increasinglfood stémp benefits. Because of -
- variation in the cost of_the.Thri%ty Food Plan, allotments during
Fiscal Year 1983 were éctually higher aftef Implementaﬁion of
OBRA, the Farm Bill, and the 1982 Ahendments than they would have
been gﬁder the prior law. To illustréte thé importance of this
point, table 6.13 shows the tesults of substituting the values
" that the allotments, standard deduction, and shelter cap could

have taken in January 1983 had they been adjusted as scheduled. 30/

Before implementation of OBRA, maximum food stamp allotments were
scheduled to be adjusted in danua:y 1982.- This adjustment would have

increased the maximum allotment for a.family of four from $233 to

30/ While this approach cannot account for concurrent changes in
income, deductions, and household size in the food stamp
population between August 1982 and January 1983, it provides a
fair measure of the impact of the cost-of-living delays
independent of any other changes. It should also’'be noted that
the beneficial impact of the allotment update was’ even larger

during the first three months of Fiscal Year 1983 than table 6.13
suggests, ’ '
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$246 per month. 31/ If the adjustment had been made, the Average
household benefit would have been $114 instead of $105 in August
1982, Without the adjﬁstment, the average household benefit was 8
percent less than it would have been. 1In Jaguary-1983, a second
adjustment to the allotment would have occurred.l This update,
however, would have raised the maximum allotment for a family of four
~ to only_$250.pet month. Because the 4-person guarantee was actually
increased to $253 in October;1982--before food prices began fo fall--
households were beéter off with the change eﬁacted in OBRA, the Farm
Bill, and the 1982 Amendments. This is shown in the lower panel of
tabie 6.15. The average benéfit without the OBRA and Farm Bill
delays would have begh $114 in January 1983. The simulated benefit
with these changes was $116. Under the revised update schedule, the

average household benefit was 1 percent more than it would have been.

The standard deduction would also havé increased in January 1982,
rising from $;8,5 to $95 per month. If th’e adjustment had been
made, the average household benefit Qould héve been $107.
Without the édjustment, the average household benefit in Augusg
1982 was nearly 3 percent less than it would have been. A second
adjustment to the standard deduction would have occurred in
January 1983, raising its level to $100 per month. If this
adjustment had beeh made, ﬁhe average beﬁefit in January 1983
would have been $120 per household. Without. the update, the

aQerage benefit was over 3 percent less than it would have been.

31/ This adjustment was to be based on the projected cost of the
Thrifty Food Plan in December 1981, This analysis used the
actual cost of the TFP in December. See footnote 20 in chapter 5

for more detail.
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The limitation on the combined value of the dependent care and excess
sheltef deduction would have increased from $115 to $130 in January
1982. Bad the update occurred, the average-household benefit would
have been just over $105. Without the adjustment, the average |
household benefiﬁvwas less than 1 percent less than it would have
been. In January 1983, the shelter cap would have been raised to
$140, raising average benefits to $120 per household. Without the
update, average'benefits were neagly 1 percent less. Thése delays
only affected those households with deductions at or near the cap, .
and thus the impacts are much smaller than the delays to the standard

"deduction.

The combination of theée provisions in OBRA, the Farm Bill, and the
1982 Amendments held the average household benefit at a level about
11 percent lower than it -would have been with the scheduléd |
adjustments, If thoée adjustments had been made, the'avérage
household benefit in August 1982 wouid have been $117 rather than
$105. By January 1983, however, the ﬁverage benefit was only 3

percent less than it would have been before the changes.
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CHAPTER SEVEN: THE PUERTO RICO NUTRITION ASSISTANCE PROGRIAM

The Omnibus Budget Reconciliation Act of 1981 replaced the Food
Stamp Program in Puerto Rico with a-biock grant to provide food
assistance to needy persons. Under the terms of the block grant,
the Commonwealth of Puerto Rico has desioned, implemented, and
operated the Nutrition Assistance Program fNAP). The most -
significant difference between the Food Stamp Program and the
Nutrition Assistance Program is the replacement of food coupons
with cash assistance.  This chapter examines the effect of NAP on
program costs, participation levels, and average benefits in the
Commonwealth since its implementation in July 1982. It presents a
brief history of the Food Stamp Program in Puerto Rico and
summarizes the progfam changes inoorporated in NAP. The impacts
discussed in this report were examined in greater depth in a

March 1983 Report to Congress mandated by the 1982 Amendments.

The Executive Summary of this report appears as appendix B.Jiz/ A
second manoated study of the impact of NAP and the switch to cash
assistance on the nutritional well-being}of residents of the

Commonwealth is currently in its final deéign stage.

The Food Stamp Program was introduced into Puerto Rico in Fiscal
Year 1975, replacing a program of direct commodity distribution,
the Family Food Distribution Program. The Food Stamp Program

32/ ©. S. Department of Agriculture, Food and Nutrition Serviceys
Evaluat nmmmmwm March
? 3

»
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quickly became one of the most important Federal programs in the
Commonwealth, second only to Social Security in terms of the
value of benefits., 1In Flscal Year 1981, approxlmately 56 percent
of the island's population participated in the Food Stamp
Program. The high participation rate resulted in part from low
average participatien in other income maintenance prograﬁs.
Residents of the Commenwealth are excluded from participating in
General Revenue Sharing and SSI‘and are allowed only limited
participation in AFDC, Soeiel Services (Title XX), and Medicaid.
From 1975 to 1980, Puerto Rico accounted for epproximately 8 to
A12 percent of all food stamp beneflts issued in any year (see

’table 7.1).

The nutrition assistance bleck grant was created ih response to
growing concern over the size of the Food Stamp Proéram in Puerto
Rico. Funding was limited to $206 million in the last quarter of
Fiscal Year 1982 and to $825 million in each of the next three
fiscal years (1983 through 1985). The expenditure cap was set at -
a level equivalent to 75 percent of the exéected Food Stamp
Program expeﬁditures'in Fiscal Year 1982. The grant allowed the
Commonwealth eoneiderable flexibility in designing-a program to
meet the island's nutritionel needs and was implemented on July

1, 1982.
Program Changes -

The most significant programmatic change under - NAP converted

benefits from food coupons to checks which are freely negotiable
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Table 7.1
Food Stamp Participation and Cost in Puerto Rico
——_[R0]lars in millions. particinants in thopsands) —
Cost Partlcipénts
Fiscal it T ittt
Year Amount Percent of Total Number Percent of Total

G G S T G - G T S G T D G T S Gl T B S D G S S G G G - G T G — T G G . - — S —— . — P — ——

1975 a/
1976
1977
1978
1979
1980
1981

 5.6%
9.5
11.1
12.5
10.8

10.3

D — D G G T G — - G S Y S T G D L G G G S W G G G G W T W G Gt G e e D CEn G - — Y G - S R G A R - —

Source: Food and Nutrition Service, USDA.

a/ Excludes 557,000 participants and $32.5 million from the

Family Food Distribution Program.

b/ October 1981 to June 1982, on an annualized basis.
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for cash. The eligibility and benefit determination features of
NAP aie similar to the Food Stamp Program although certain
specific proviSions were modified to restrict eligibility and
reduce program size. Tab;é 7.2 compares the basic requirements
under the Food Stamp Program and under NAP, The alterations
included a lower eligibility limit for assets and income and a 10
percent reduction in the maximum benefit.

An important feature of NAP is a monthly pro rata benefit
adjustment. ﬁnder the Food Stéqp Program, the benefit amount
authorized for each household on the basis of its income was
generally the amount actﬁally issued. Under NAP, if the total
amoﬁnt_of the authorized bénefits is different from the totall
amount of funds available to pay bevnefits in agiven month, every
household's benefit is adjusted upward or downward to bring |
claims in line with available'funds.' The adjustment is
calculated by éstablishing a ratio bétween the amount of money
available for distribution as benefits and the amount of benefits
authorized for the caseload. Generally, the available funds'have
exceeded authorized bénefits in most months since impleméntation

of NAP, resulting in upward adjustments to household benefits.

Effects on Program Participation and Average Benefits

The impacts of program changes in the Commonwealth are somewhat
easier to determine than those on the mainland. Economic
fluctuations have not significantly affected program-

participation, averaging 1.8 million food stamp participants a

4,
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Comparison of Provisions for Eligibility and Benefit
Determination in Puerto Rico

Food Stamp Nutrition Assistance
Provisions Program a/ Program
Asget Limit $1,500 (nonelderly) $1,000 (nonelderly)

Gross Income Limit
(Family of 4)

Net Income Limit
(Family of 4 with

elderly or disabled)

Earnings Deduction

Standard Deduction
Shelter/Child Care
Medical Deduction

Benefit Reduction
Rate

Maximum Benefit
(Family of 4)

Minimum Benefit

Pro Rata Benefit
Adjustment

Certification
Standard

Payment Period

$3,000 (elderly)

$10,985 per year
($916 per month)

$8,460 per year
{($705 per month)
18 percent of
earned income
$50

$40 maximum

Excess above $35

30% of net income
$221

$10 for 1 and 2
person households

None

30 days from date
of application

Prom date of
application

$3,000 (elderly)

$8,000 per year
($667 per month)

$6,156 per year
($513 per month)

20 percent of
earned income

$40
$40 maximum

$100 maximum

30% of net income

$199 plus or minus pro
rata monthly adjustment

Bouseholds eligible for
benefits below $§10
receive $0

Variable (applied
monthly as benefit
claims differ from
available funds)

60 days from date
of application

First month after date
of certification

source:

Pood and Nutrition Service, USDA.

4/ This column summarizes the Food Stamp Program as of June 1982,

the ‘last month of operation.

Some of these provisions would have

been updated if the Program had continued in Puerto Rico. 1In

January 1984:

o thegross income limit for a family of four would have been

$12,870 per year (or $1,073 per month);

o the net income limit would have been $9,900 per year (or $825

per month);

o the standard deduction would have been approximately $52 per

month.

o The maximum shelter deduction would have been approximately
$43 per month; and
© The maximum allotment for a family of four would have been
about $237 per month.
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month from 1979 to 1982. Additionally, changes ' in other income
maintenance programs affect food stamp participant income less
due to the limited participation in these programs in Puerto

Rico.

Immediately following implementation, the number of NAP
participants declined 8 percent from the level of Food Stamp
Program‘participation in Juné 1982. The caseload continued to
decline in the following months as the new eligibility standards
vand increased verificatién efforts werelapplied on a case-by-case
basis. By December 1982, there were 259,000 fewer participating
houSeholdS--about 14 petéent less than in the Food Staﬁp Program
in June 1982. Overall, average monthly partiéipation during the
first 6 months of NAP was about 12‘percent less than would have -
been expected in the regular Food Stamp Program. Participation
in NAP stabilized during Fiscal Year 1983 (table 7.3). The
‘average number of participants was nearly 1.6 million, with
participation in any one montb ranging'from 1.55 million to 1.60

milliqn.

During the first 6 months of NAP operations, Puerto Rico
distributed an average of $66 million in benefits each month,
about 15 percent less than would have been expected under the

Food Stamp Program. 33/ Benefits averaged $65 million per

33/ An average of $74.5 million was distributed under the Food
Stamp Program during the first 9 months of Fiscal Year 1982.
This would have increased to approximately $79.8 million per
month with the cost-of-living adjustment to the Thrifty Food Plan
on October 1, 1982.. Thus, the projected averagce cost of food
stamp benefits over this period is about $77.2 millicn per month.

131



Table 7.3

Table of Contents

Nutrition Assistance Program Participation and Benefits ~

2 2 2 3 2 P 2t 3 3+ 3+ 4+ 3+t + 1+ £t 3 2t 2+ + 2 E 2+ 3 F 3t i+ -5 322t i1t

Fiscal Year/

Quarter

Participants
(millions)

Total Benefits
(millions)

Average Benefits
Per Person

1982:1V
1983:1
1983:11I
1983:II1I
1983:1IV

1983 :Total

Sourcé: Food and Nutrition Service, USDA.

~1.66

1.59
1.58
1.58
1.55

1.57

$200.1
194.8
195.4
191.0

- 196.7
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© $40.07
41.07
41.25
40.34

- 42.19

41.21
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month in Fiscal Year 1983. The-total cost of the Nutrition
Assistance Program was about $190 million--or 18 percent--less
than the estimated cost of the Food Stamp Program in Fiscal Year

1983 had it continued in Puerto Rico.

Implementation of iower eligibility limits and the initialllo
percent reduction of maximum alloﬁments saved about $12 million
per month. These changes alone would have been\sufficient.to
achieve the reduction ffom expected Food Stamp Program costs
"necessary to meet the budget limits of the block grant. The
continuing decline in participation and fhe availability of funds
from other areas of the blodk grant (such as'reallocatedA
administrative and special project funds) meant that the to£a1
funds availablé for distribution as beﬁefits generally exceeded
the amount needed fbr‘authorizedlbenefits. As a consequence,
monthly pro rata adjustments to authdrized benefits tended to
mitigate the effect of the initial 10 percent reduction of

allotments.

The decline in participationlamong high income, low benefif
households and the‘pro rata adjustment to NAP benefits caused the
average household benefit (5148 per moh;h) to rise slightly from
the average food stamp benefit in June 1982. However, it was
about 5 percént less than would have been expected under ﬁhe Food
Stamp Progrém after accounting.for the scheduléd cost-of-living

adjustment to food stamp allotments in October 1582.
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Changes in Household Characteristics

The Nutrition Assistance Program reduced the caseload through
tighter incoﬁe eiigibility étandards and ﬁore intensive income
verification. Implementation of the new program rules was
expected to cause a decline in the number éf relatively high
income households. Furthermore, sincé the level of income is
often associatéd with other household characteristics, some
shifts in the types of_houéeholds served by fhe progrém were also
expected. The targeting of program benefits onvlowe: income
households, coupled with the.initial-reduction of the maximum
allotments and subsequent pro rata adjustments, was expected to

affect average benefit levels among program pa;ticipants as well.

A comparison of the characteristics of the June 1982 food stamp
caSgload, the last month of Food Stamp Program operations, with
the NAP caseload in October 1982 shows that NAP participants on
average look very similar to food'stamp participants. 34/ in
June 1982 under the Food Stamp Program, the average food stamp
household contained 3.6 persons. It had an average gross monthly
income of $217, and,.aftér clgiming deductions allowed by the
Food Stamp Program, had a net monthly income of $149. Average
household benefits were $147 per month. 1In October 1982,
households participéting in NAP averaged i.f persons. Gross

34/ The household characteristics presented here are derived from
computerized master files used to determine the authorized
benefits for both individual households and the entire NAP
caseload., A similar file was used for issuing benefits under the
Focd Stamp Program, These files make it possible to make
detailed comparisons for the entire caseloads--not just samples--
of the two progranms. ’
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monthiy income averaged $217_§er month with net monthly income,
using new NAP deductions, averaging $149 per month. Benefits
distributed in October 1982 averaged $151 per household. In both
June and October, program benefits were egual to approximatély 40
percent of the total income—-groés'income plus food assistance

benefits--of the average partiéipating household.

‘The distribution of households by income is very similar under
both the Food Stamp Program and NAP although there-was a slight
shift towards lower income households. In June 1982, 7 percent
of all food stamp households in Puerto Rico had gross incomes |
equal to or above the povérty line. By October, less than 2
percent of all NAP households had incomes'at this level, Wﬁile
reductions in participation were seen at all levels of income,
the reduction in the number of.households with relatively high

incomes was proportionately greater.

In addition to looking at the averége»charactetistics of the

total caseload, specific types of hocuseholds within the caseload

may be examined through master file data. With the exception of
earners, most groups éccount for approximafely the same
percentage of the caseload under NAP as they did under the Food

Stamp Program, '

o The number of households with earners decreased by 63,000,.3'
34 percent reduction. The percentage of households with-
earners in NAP dropped nearly 9 points from 36 percent to 27
percent. :

o The number of Social Security recipients déclined by 15
percent, or 21,000 households, but the percentage of such

households in the total caseload was nearly the same under
both the Food Stamp Program (26 percent) and NAP (25 percent).
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The number of households with disabled members--some of whom
may also have received Social Security--also fell by 15
percent or 4,000 households. These households accounted for 5
percent of the caseload under both the Food Stamp Program and
NAP. :

The number of households with zero income fell by 14,000, a 16
percent reduction. Most of this decline occurred during the
initial conversion to NAP. This may be due to several factors
including increased verification of household circumstances,
the correction of income underreporting, and a change in
household definition. '

11K
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APPENDIX A
RECENT AMENDMENTS TO THE FCOD STAMP ACT OF 1977

1. Ominbus Budget Reconciliation Act of 1981 (P.L. 97-35; enacted

August 13, 1981)

A-

Measures to Control Program Costs

Sec. 101 Family Unit Requirement

0

Children living with nonelderly parents are required to file for food
stamp benefits as a single unit. This stipulation prevents children
and parents who share a residence from claiming separate household
status on the basis of separate food purchases and meal preparation.
(The "food unit" test continues to determine all other household
composition situations.)

Sec. 102 Boarders

0

The provision for the eligibility of boarders is deleted.

Sec. 103 Adjustment of the Thrifty Food Plan

0

The adjustment of the basic guarantee (the Thrifty Food Plan) is
delayed from January 1982 (and each January thereafter) to April 1982
July 1983, and October 1984 (and each October thereafter).
Adjustments are to reflect changes in the cost of the Thrifty Food
Plan in the 15-month period ending 3 months before the date of the
adjustment,

Sec. 104 Gross Income Eligibility Standard

0

The income eligibility test for households without an elderly or
disabled member is changed from a net income standard equal to 100
percent of the income poverty guidelines to a gross income standard
equal to 130 percent of these guidelines.

Sec. 105 Adjustment of Deductions

0

The adjustment of the standard deduction and the dependent care/
excess shelter deduction limit is delayed from January 1982 (and each
January thereafter) until July 1983, October 1984, and each October
thereafter. ;

Homeownership costs are removed from the price indices which serve as
the basis for these adjustments.

Sec. 106 Earned Income Deduction

0

The earned income disregard is lowered from 20 percent to 18 percent
of earnings.
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Sec. 107 Retrospective Accounting

o Effective October 1, 1983, household income (except for migrant
farmworkers) must be determined on a retrospective basis for the
purpose of establishing benefit levels.

0 Eligibility may be determined prospectively or retrospectively.

o Initial allotments to newly certified households are to be
supplemented to prevent serious hardship.

0 USDA may waive the provisions of this section to permit a State to
calculate income for food stamp purposes in the same fashion it uses
for AFDC.

Sec. 108 Periodic Reporting

o Effective October 1, 1983, certain households are required to report
on their circumstances each month. All households with earners,
potential earners, or work registrants, or subject to AFDC monthly
reporting must file monthly reports. Exemptions are provided for
migrant farmworkers and households in which all members are elderly
or disabled and do not earn income.

Sec. 109 Eligibility of Strikers

0 Households with strikers are ineligible unless eligible immediately
before the strike. :

o No household may receive increased benefits because of a strike
lowering its income.

Sec. 110 Prorating First Month's Benefits

o Initial allotments are prorated from the date of application.
Previously, newly certified households got a full month's allotment
for the month of application regardless of the date of application.

Sec. 111 Outreach

o State agency outreach requirements are abolished.

0 Federal administrative cost sharing funds may not be used for
outreach.

Sec. 113 Waiving and Offsetting Claims, Improved Recovery of
Overpayments

o USDA may recover claims against States by reducing administrative
cost sharing funds.

o States may recover fraud and nonfraud claims against households

(except those caused by State agency error) by reducing coupon
allotments.
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Sec. 115 Repeal of Increases in Dependent Care Deductions for Working
Adults and Medical Deductions for the Elderly and Disabled.

o The Act repeals two liberalizations of the income deduction structure
enacted by the 1980 amendments to the Food Stamp Act and scheduled
for implementation on October 1, 1981.

o One change would have created a deduction for dependent care expenses
up to $90 separate from the excess shelter cost deduction,

0 The other change would have lowered the threshold for the medical
expense deduction from $35 to $25 and counted the medical costs of
nonelderly, nondisabled.spouses toward the deduction.

Sec. 116 Puerto Rico Block Grant

o0 Puerto Rico's participation in the Food Stamp Program is terminated
as of July 1, 1982.

0 Puerto Rico will receive an $825 million block grant ($206.5 million
for the last quarter of Fiscal Year 1982) for assistance to needy
persons.

B. Measures to Strengthen Program Administration
Sec. 112 Disqualification Penalities for Fraud and Misrepresentation

0 The basis for disqualification is broadened to include violations of
State statutes.

o Disqualification penalties for intentional program violations are
increased to 6 months for the first offense, 1 year for the second
offense, and permanently for the third offense.

o No household may receive increased benefits because a member is
disqualified.

o States must proceed against alleged violators either through
administrative hearings or judicial action.

Sec. 114 States®' Share of Collected Claims

o States may retain 50 percent of all fraud claims and 25 percent of
a1l nonfraud claims (except those caused by State agency error).

2. Food Stamp and Commodity Distribution Amendments of 1981 (P.L. 97-98;
enacted December 22, 1Y8l)

A. Measures to Control Program Costs
Sec. 1304 Adjustment of the Thrifty Food Plan

o The adjustment scheduled for April 1982 is delayed until October
1982. The adjustment will be based on changes in the cost of the
Thrifty Food Plan in the 21-month period ending June 30, 1982. The
July 1983 adjustment is moved to October 1923, a~d will be based on
June 1983 prices.
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B. Measures to Strengthen Program Administration
Sec. 1302 Household Definition
0 The exclusion of elderly parents from the parent/child single
household rule (section 101 of OBRA) is broadened to include disabled
parents. ‘
Sec. 1303 Alaska's Thrifty Food Plan

o USDA is required to establish separate Thrifty Food Plans for urban
and rural Alaska.

Sec. 1305 Reimbursement Exclusion

o No portion of an AFDC grant attributable to work or child care
expenses may be considered a reimbursement excluded from gross
income.

Sec. 1306 Energy Assistance Payments; Excluded Payments of Other
Programs

0 The criteria for determining excludable State and local energy
assistance is tightened.

Sec. 1307 Disallowance of Deductions for Expenses Paid by Vendor
Payments

o Expenses met by third-party payments may not be deducted from
income.

Sec. 1308 Attribution of Income and Resources of Sponsored Aliens

0o A portion of the income and resources of an alien's sponsor is deemed
available to the alien.

Sec. 1309 Resources
o The statutory freeze on resource regulations on vehicles is removed.
Sec. 1310 Annualization of Work Registration

0 Work registration is changed from a semiannual to an annual
requirement.

Sec. 1311 Work Requirements

o The disqualification penalty for voluntarily quitting a job is
applied to participants as well as applicants.

0 The maximum ége of a child who can exempt his parent from work
registration is lowered from under 12 to under six.

0 Lack of adequate child care for a child aged six through 11
constitutes good cause for refusing a job.
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0 Failure to comply with the requirements of another program which
exempts a person from food stamp work requirements will subject that
person to the food stamp work sanctions.

Sec. 1312 State Issuance Liability

0 USDA is authorized to establish fiscal tolerances for State mail
issuance losses.

Sec. 1313 Access of Comptroller General to Information
o The General Accounting Office is authorized to review confidential
information from applicant retailers in the course of auditing other
programs.
Sec. 1314 Reporting of Abuses by the Public

0 Authorized retailers must display a sign which informs the public how
to report program abuse.

Sec. 1315 Retail Redemptions
0 Savings and loén associations are authorized to redeem food coupons.
Sec. 1316 Sixty-Day Transfer of Certification

0 This section deletes the requirement that State agencies guarantee
relocating households 60 days of uninterrupted benefits.

Sec. 1317 Notice of Verification

o Application forms must contain a boldface warning that information
will be verified and that falsifying information may result in
criminal prosecution.

Sec. 1318 Recertification Notice

0 State agencies are required to inform households that their
certification period is expiring prior to the last month of the
period, rather than immediately prior to or at the start of this
month.

Sec. 1319 Disclosure of Information to Comptroller General, Law Enforcement
Officials

o The General Accounting Office is authorized to review confidential
information from applicant households in the course of auditing
another program.

o All information from applicant households may be provided to law
enforcement officials investigating alleged program violations.

Sec. 1320 Restoration of Lost Benefits

o The period of time for which improperly denied benefits must be
restored is limited to one year.
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Sec. 1321 Information

0 Wage matching with unemployment compensation or Social Security data
is mandated.

o State agency contracts with issuance agents in areas where photo 10's
are required must hold the agent liable for losses in which the photo
ID information was not properly inspected and recorded.

Sec. 1322 Nutrition Education Program

0 USDA may use the techniques of the expanded food and nutrition
education program (EFNEP) and other programs for nutrition education
activities, rather than be restricted to only using the EFNEP.

Sec. 1323 Alaskan Fee Agents

o USDA shall permit Alaska to use fee agents for various administrative
activities in rural areas.

Sec. 1324 Minimum Mandatory Court Sentence for Criminal Offenses; Work
Restitution Program

o Imprisonment not to exceed 1 year is required for second and
subsequent criminal- convictions under the Food Stamp Act.

o Courts may assign work to provide restitution to the government for
its losses in lieu of incarceration.

o Courts may lengthen administrative disqualification penalties by 18
months.

Sec. 1325 Staffing

o This provision deletes the USDA requirement to establish State
staffing standards.

Sec. 1326 Incentives for Error Reduction Efforts and Corrective Action
Plans

o States must meet Federal standards for improper denials and
terminations (as well as achieve a 25 percent reduction in their
error rate) to qualify for enhanced administrative cost-sharing at
the 55 percent level,.

o States receiving enhanced administrative cost-sharing at the 55 and
60 percent levels must develop corrective action plans to reduce
errors. Formerly, only States which did not qualify for enhanced
funding were required to submit these plans.

Sec. 1327 Social Security Account Numbers

o All household members must supply social securvty numbers as a
condition of program eligibility.
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Sec. 1328 Extending and Amending Cash-Qut Pilot Projects

0 Authority to operate current cash-out projects for the elderly and
disabled is extended until October 1, 1985.

o USDA is authorized to conduct cash-out demonstration projects for
pure AFDC households as well as the elderly and disabled.

Sec. 1329 Nutritional Monitoring

0 USDA is to implement pilot projects to evaluate different means of
measuring the nutritional status of low-income people over time.

Sec. 1330 Pilot Projects to Simplify the Processing of Applications for
Certain AFDC, SSI, and Medicaid Households

0 Authorizes USDA to conduct pilot projects to evaluate simplified
eligibility and benefit determination for households which also
receive AFDC, Medicaid, or SSI.

Sec. 1333 Food Stamp Funding and Program Extension

0 The Food Stamp Program is reauthorized for $11.3 billion for Fiscal
Year 1982.

Sec. 1332 Incentives, Sanctions, and Claims

0 Collected claims are credited to the appropriation account for the
fiscal year in which collection occurs.

0 Enhanced administrative cost-sharing is paid from the appropriation
account for the fiscal year in which funds are provided.

Sec. 1333 Workfare

o States or political subdivisions may establish workfare programs in
which food stamp recipients work in exchange for their allotments.

Food Stamp Act Amendments of 1982 (P.L. 97-253; enacted September 8, 1982)

A. Measures to Control Program Costs
Sec. 142 Household Definition

o Nonelderly, nondisabled siblings who live together must file as one
household.

o Elderly people, living and sharing food with others, whose infirmity
precludes their separate purchase and preparation of food may, along
with their spouses, qualify as separate households, as long as the
other people's income does not exceed 165 percent of the poverty
line.
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o The first allotment in a recertification period will be prorated if
there is any break in participation.

Sec. 164 Noncompliance in Other Programs

o Food stamp benefits are not to be increased if other program benefits
are reduced for intentional noncompliance.

Sec. 170 Expedited Coupon Issuance

o A five day processing standard is established for expedited service
cases.

0 Expedited service is limited to households with less than $150 gross
income (or who are destitute migrant or seasonal farmworkers) and
with not more than $100 in liquid assets.

Sec. 180 Error Rate Reduction System

0 National error rate standards are established at 9 percent for Fiscal
Year 1983, 7 percent for Fiscal Year 1984, and 5 percent for Fiscal
Year 1985. Underissuances are excluded from the error rate. States
can avoid liability by reducing error rates one-third of the distance
to the 5 percent target in Fiscal Year 1983 and two-thirds in Fiscal
Year 1984, '

o Enhanced administrative cost-sharing'is limited to the 60 percent
level for States with error rates under 5 percent (including
underissuances) and an acceptable rate of improper denials.

o States which fail to meet their targets will have their Federal
administrative cost-matching proportion reduced. The extent of the
reduction depends on the amount by which the State misses its target.

Measures to Strenghten Program Administration

Sec. 145 Disabled Veterans and Survivors

0 Disabled veterans or their disabled surviving spouses and/or
children are considered disabled for food stamp purposes.

Sec. 147 Coordination of Cost-of-Living Adjustments

o Income attributable to COLA's in certain other programs (SSI,
Railroad Retirement, and veteran's pensions) made on or after July 1
of any fiscal year will be excluded from food stamp income through
the end of the fiscal year.

Sec. 150 Migrant Farmworkers

o Migrant farmworkers may not be waived into restrospective budgeting.
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Sec. 151 Financial Resources

0 Resource regulations {except those regarding vehicles) are frozen as
of June 1, 1982.

0 Accessible retirement ac;ounts are deemed resources.,

Sec. 152 Studies

0 The statutory authority for completed studies is repealed.
Sec. 153 Categorical Eligibility

0 States may waive the resource eligibility standard for pure AFDC
households.

Sec. 154 Monthly Reporting

0 The monthly reporting exemption for households in which all members
are elderly or disabled and have no earned income is broadened by
specifying that only the adult members need be elderly or disabled.

0 USDA is authorized io approve State waiver requests to allow certain
households to report less frequently if the State demonstrates that
monthly reporting would not be cost-effective for these households.

Sec. 155 Periodic Report Forms

o This provision deletes the requirement that USDA approve State
incident report forms.

Sec. 156 Reporting Requirements

0 USDA is authorized to waive the monthly reporting provisions of the
Food Stamp Act in order to enable a State to coordinate its food
stamp and AFDC monthly reporting requirements.

Sec. 158 Voluntarily Quitting a Job

o The voluntary quit sanction is lengthened from a 60-day to a 90-day
household disqualfication.

0 Public employees who are dismissed from their positions because of
participation in a strike are deemed to have voluntarily quit.

Sec. 159 Parents and Caretakers of Children

o This provision deletes the work registration exemption granted to a
parent/caretaker of children when another parent/caretaker in the
household is registered for work.

Sec. 160 Joint Employment Regulations

o This provision deletes the requirement for joint USDA/Department of
Labor publication of work registration regulations.
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Sec. 162 Alternative Issuance System

o USDA may require States to employ alternative issuance systems to
improve program integrity.

o0 The costs of an alternative system may not be imposed on retailers.
Sec. 165 House-to-House Trade Routes

0 USDA may limit the authorizations of house-to-house trade routes to
improve program integrity.

Sec. 166 Approval of State Plan

0 This provision removes USDA's authority to review and approve State
forms, instructions, and other materials.

Sec. 167 Points and Hours of Certification and Issuance

o This provision removes USDA's authority to establish minimum
standards for the location and hours of operation of certification
offices and issuance outlets.

Sec. 168 Authorized Representatives

0 This provision removes the right of any household to use an
authorized representative.

o USDA is authorized to establish criteria and special verification
standards for authorized representatives, including a limit on the
number of households a representative can serve.

Sec. 169 Disclosure of Information

o Information from applicants may be shared with other Federal
assistance programs and Federally-assisted State programs.

Sec. 171 Prompt Reduction or Termination of Benefits

o State agencies may immediately reduce or terminate benefits (without
normal notice of adverse action requirements) based on clear written
information from households.

Sec. 172 Duplication of Coupons in More than One Jurisdiction Within a
State

o States must periodically verify that no individual receives benefits
in more than one jurisdiction.

Sec. 173 Certification System

o Two of the four previous joint processing requirements are made
optional to States: joint food stamp/public.(or general) assistance
application forms and using public (or general) assistance casefile
information as much as possible for food stamp certifications.



Table of Contents

Sec. 174 Cashed-Out Programs

0 States must verify at least annually that SSI recipients in SSI
cash-out States and participants in cash-out demonstration projects
do not also receive coupons.

Sec., 175 Amount of Penalty and Length of Penalty

o Disqualification penalties for violations by retailers or wholesalers
are set at 6 months to 5 years for the first offense, 1 to 10 years
for the second offense, and permanently for the third offense or for
trafficking in coupons or ATP's.

0 The maximum amount of a civil money penalty is raised from $5,000 to
$10,000.

Sec. 176 Bonds

0 USDA may require retailers or wholesalers that have been disqualified
or fined to post bonds against the value of future violations.

Sec. 177 Alternative Means of Collection of Overissuances

0 States are authorized to use collection methods other than cash
repayment or allotment reduction to recover claims against households
(except those based on State agency error).

Sec. 178 Claims Collection Procedures

0 States must reduce the allotment to a household of a disqualified
member if the household has not elected to pay its claim in cash
within 30 days of the State's notifying the household of the claim.

Sec. 179 Cost Sharing for Collection of Overissuances

o The prohibition against States retaining a portion of recoveries of
overissuances caused by State agency error is reiterated.

Sec. 181 Employment Requirement Pilot Project

0 USDA is authorized to conduct demonstration projects in which
unemployed able-bodied persons would become ineligible for benefits
unless they participated in workfare or met other exemption
criteria.

Sec. 182 Benefit Impact Study

0 USDA is required to evaluate the effects of food stamp benefit
reductions caused by 1981 and 1982 legislation and the impact of
monthly reporting and retrospective budgeting,

0 An interim report to Congress is due by February 1, 1984, and a final
report by March 1, 1985.
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Sec. 183 Authorization for Appropriations

0 The program is reauthorized through Fiscal Year 1985.

0 Funding caps are set at $12.874 billion for Fiscal Year 1983, $13.145
billion for Fiscal Year 1984 and $13.933 billion for Fiscal Year
1985.

Sec. 184 Puerto Rico Block Grant

0 The Puerto Rico Nutrition Assistance Program must switch to noncash
benefits by October 1, 1983.

o USDA must evaluate the nutritional and economic impact of cash
benefits under the Nutrition Assistance Program. A report to
Congress is due by March 8, 1983.

Sec. 185 Similar Workfare Programs

o USDA workfare regulations must permit State and local agencies to
operate food stamp workfare as consistently as possible with other
workfare programs.

Sec. 186 WIN Participants

0 The workfare exemption for WIN registrants participatihg at least 20
hours a week becomes optional to the State.

Sec. 187 Hours of Workfare

0 The maximum weekly number of workfare hours per participant is raised
from 20 to 30.

Sec. 188 Reimbursement for Workfare Administrative Expenses

o Workfare operators are to receive enhanced Federal administrative
funding based on program savings achieved through job placements.
Operating agencies may receive up to 150 percent of the savings
resulting from increased earnings in the first month of employment
after workfare.
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APPENDIX B
RECENT CHANGES TO AID TO FAMILIES WITH DEPENDENT CHILDREN

1. Omnibus Budget Reconciliation Act of 1981 (P.L. 97-35; enacted
August 13, 198I)

Sec. 2301 Disregards from Earned Income for AFDC

0 The basic earned income disregard of $30 plus one-third of the
remaining earnings is now applied last (after considering work and
child care expenses) rather than first.

0 The $30 plus one-third disregard is only avaliable for four months,
and only to individuals who received AFDC in at least one of the
prior 4 months.

o Work expense disregards are capped at $75 per month per full-time
worker,

o Child care expense disregards are capped at $160 per month per
child.

o Earned income disregards are not available to workers who reduce
their earnings without good cause or fail to file monthly reports.

Sec. 2302 Determination of Income and Resources for AFDC

o Allowable resources (excluding a domicile and one automobile) may not
exceed $1000 in value for any household.

0 Food stamp and public housing assistance may be considered as income
to the extent that this aid duplicates AFDC assistance.

Sec. 2303 Income Limit for AFDC Eligibility

o A gross income eligibility test is imposed at 150 percent of State
standard of need.

Sec. 2304 Treatment of Income in Excess of the Standard of Need; Lump
Sum Payments

o Nonrecurring lump sum payments are considered available income for
current and future needs. Payments are divided by a family's
standard of need to determine how much income is deemed available in
future months.

Sec. 2305 Treatment of Earned Income Advance Amount Under AFDC

0 The Earned Income Tax Credit is assumed to be advanced to all earners
in computing AFDC earned income.

Sec. 2306 Income of Stepparents Living with Dependent Child

o A portion of stepparents' income is considered available to the AFDC
assistance unit.
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Sec. 2307 Community Work Experience Programs

o States may establish compulsory workfare programs to assist
recipients in moving into regular employment.

Sec. 2308 Providing Jobs as Alternative to AFDC

0 States may institute voluntary work supplementation programs to make
Jobs available as an alternative to AFDC cash grants.

o0 States may reduce standards of need and earned income disregards and
use these savings to subsidize jobs in public, private nonprofit, or
proprietary child care settings.

Sec. 2309 Work Incentive Demonstration Program

o State welfare agencies may elect to operate the WIN program (normally
administered by the State employment security agency).

Sec. 2310 Effect of Participation in Strike on Eligibility for AFDC

o Families with a caretaker relative on strike on the last day of the
month may not receive a grant for that month.

Sec. 2311 Age Limit of Dependent Child

o AFDC payments may not be made for children age 18 or over unless they
are attending high school.

Sec. 2312 Limitation on AFDC to Pregnant Women

o AFDC payments to pregnant women are limited to the expected final
four months of pregnancy.

Sec. 2313 Aid to Families with Dependent Children by Reason of
Unemployment of a Parent

o Eligibility for AFDC-UP is limited to two parent families in which
the principal wage earner (rather than the father) is unemployed.

Sec. 2314 VWork Reguirements for AFDC Recipients

0 AFDC parents who are college students must meet work requirements,

Sec. 2315 Retrospective Budgeting and Monthly Reporting

0 Benefit levels must be determined retrospectively based on family
circumstances in the preceding one or two months (except for the
first one or two months of aid). Eligibility will continue to be
based on current circumstances. ' ‘

o Families must report their circumstances on a monthly basis.
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Sec. 2316 Prohibition Against Payments of Aid in Amounts Below $10
0 Grant payments under $10 are eliminated.

Sec. 2317 Removal of Limit on Restricted Payments in a State's AFDC
Program

0 The limit on the proportion of AFDC cases in which vendor payments
can be made is removed.

Sec. 2818 Adjustment for Incorrect Payments

0 States must take all necessary steps to correct payment errors to
families. Overpayments must be recovered and underpayments must be
paid.

o States are required to reduce grants to families which received
overpayments to recoup the payment error. No family may have grant
reduced below the point where the family's grant, income, and liquid
resources sum to less than 90 percent of the maximum payment for that
family type. '

Sec. 2819 Reduced Federal Matching of State and Local AFDC Training
Costs

0 Federal enhanced aministrative cost sharing at the 75 percent level
for training expenses is eliminated. Training costs will be funded
at the normal 50 percent rate.

Sec. 2820 Eligibility of Aliens for AFDC

o Provisions for the eligibility of aliens lawfully admitted for
permanent residence are updated to conform to the categories
established by the 1980 amendments to the Immigration and Nationality
Act.

0 A portion of an alien sponsor's income and resources must be
attributed to the alien.

2. Tax Equity and Fiscal Responsibility Act of 1982 (P.L. 97-248; enacted
September 3, 1982)

Sec. 151 Rounding of Eligibility and Benefit Amounts

0 States must round need standards and grant payments down to the
nearest lower dollar.

Sec. 152 Effective Date of Application; Proration of First Month's AFDC
Benefit

0 Initia]Agrant payments must be prorated from the date of
application.

—
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Sec. 153 Absence from Home Solely by Reason of Uniformed Service

0 Absence from the home occasioned by military service is not a basis
for AFDC eligibility.

Sec. 154 Job Search

0 States may require applicants to search for jobs.

Sec. 155 Proration of Standard Amount for Shelters and Utilities

o States may prorate the amount of the need standard on the grant
payment intended for shelter and utility expenses for mixed AFDC
households.

Sec. 156 Limitation on Federal Financial Participation in Erroneous
Assistance Expenditures

0 States will be liable for the value of erroneous payments (payments
to ineligibile families and overpayments) in excess of 4 percent of
total payments for Fiscal Year 1983 and 3 percent of total payments
for Fiscal Year 1984,

Sec. 157 Exclusion for Income of Certain State Payments

0 State funded supplemental payments to retrospectlvefy budgeted
families to compensate for the difference between current and past
needs are excluded from income in subsequent months,

Sec. 158 Extension of Time for States to Establish a Work Incentive
Demonstration Program

o The period for establishing WIN Demonstration Program (which allows
State welfare agencies to operate WIN instead of State employment
security agencies) is extended for two years.

Sec. 159 Exclusion from Income

0 State-funded payments to children in effect since January 1, 1979 are

excluded from income. This provision only affects semiannual special
needs payments to children in Texas.
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APPENDIX C

Cost Implications of Food Stamp Program Legislative
Changes at the Time of Enactment

(Dollars in millions)

E 2 2 22 2 2% 2 2 2 2 2 2 2 2 2 2 2§ 1 2 2 2 & 2.3 2 3 J nEN = EEESESENEDR

Fiscal Year
1582 1983 1984

Conibus Budget Reconciljation Act of 1381 a/

¢ Repeal increased medical deduction, separate dependent _

care deduction, and 3-month projection of TFP -460 -354 «270
o Delay TFP update to April 1982, July 1983, October 1984 =240 =235 -255
o Restrict participation by boarders and strikers =90 =100 -110
o Prorate initial benefits to date of application -420 -436 -456
o Gross income limit at 1308 of poverty for nonelderly and

nerndisabled <223 -229 -23%
o Monthly reporting and retrospective budgeting +23 -39 -284
o Delay update of standard deduction and shelter cap to July 1983 -123 -305 =360
o Eliminate funding for outreach -4 -4 -4
o Tighten household definition to require children living

with their nonelderly parents to file as a single unit -10 -11 -12
o Create block grant for Puerto Rico -64 =340 -386
o Reduce earned income deduction to 18% -47 -50 -55
o Improved recovery of overpayments _ -25 -28 =30

Total b/ -1,683 -2,131 -2,461

Eood Stamp and Commodity Ristribution Amendments of 1981 a/
© Delay TFP update to October 1982 and October 1983 -700 266 236

Ecod Stamp Amendments of 1982 ¢/

© Tighten household definition to require nonelderly and :
-38 -40

nondisabled siblings to file as a single unit 0
o Reduce TFP by 1 percent for October 1982, 1983, and 1984

updates 0 -180 -170
0o Net income limit at 100% of poverty for non elderly and

non disabled 0 -21 -22
© Delay update of standard deduction and shelter cap to

October 1982 0 -40 0
© Optional job search at application 0 -10 -12
o Prorate first benefit after any break in participation

and eliminate all prorated benefits less than $10 0 -12 -14
o Prohibit food stamp benefit increases when other program

benefits are reduced for noncompliance 0 -2 -2
0 Restrict eligibility for expedited service 0 -15 -15
© .Restrict participation of students 1] -10 =10
¢ Limit use of standard utility allowance 0 -%0 -93
o0 Disregard cost-of-living increases in social security and

SSI benefits between July and Octocber 0 +30 +43
© Round TFP, standard deduction, shelter cap, and benefits

down to next dollar 0 -86 -113
o Expand definition of disabijity to include VA payments 0 +5 +5
© Revise error rate Jiability system 0 -53 =131

Total b/ 0 -522 -574

Source: Focd and Nutrition Service, USDA,
Note: These estimates are identical to those prepared by FNS at the time each piece of
legislation was considered., The savings across all three laws can pot be totaled because
the ectimates for the 1982 Amendments are based on a different set of economic assumptions,

A/ Based on‘Office qf Management and Budget economic assumptions of February 1981,

b/ Total savings shown here do not include interactions with other transfer programs,
g/ Based on Office of Management and Budget economic assumptions of July 1982,

'
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APPENDIX D

THE FOOD STAMP QUALITY CONTROL SYSTEM

The summary tablés presented in chaptef 6 are derived from
samples of households selected for review as éart of the Food
Stamp Quality Control (QC) System. This system is an ongoing
revieﬁ of food stamp household circumstahces to determine (1) if
households are eligible for participation and receiving the
correct coupon allotmént or (2) if household participation is
correctly denied or terminated. At the time these data were
collected, the systeﬁ was based. on a national probability sample
of approximately 45,000 pafticipéting food stamp households and a
somewha# smaller numbef of denials and terminatiocns every 6
months. . The national sample of parpicipating households was
stratified by the 50 States, the District of Columbia, Guam, and-
the Virgin Islands. A similar sample was selected in Puerto Rico
‘before its transfer to the Nutrition Assistance Prégram.
Semiannnal State samples ranged from a minimum of 150 to a
maximum of 1,200 reviews depending on the size of the State's
caseload. State agencies selected an independent sample each
month whose size was generally proportional to the size of the
monthly participatiné caseload.' The results reported in chapter
6 rely on the August 1980, 1981, and 1982 Food Stamp Quality

Control samples of participating households.
Target Universe

The target universe of this study included all participating
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households that were to subject quality control review in each of
the survey months. In August 1980, the target universe was
restricted to participants in the contiguous United States (48
States and the District of Columbia). The universe was expanded
to include all 50 States and the District of Columbia in August
1931 and 1982, Ihfo:mation from Puerto Rico, Guam, and the

Virgin Islands is not included in this presentatidn.

While almost all participating food stamp households are included
in the target'universe;,certain types not amenable to QC review
are not, Specifically, the active universe includas all
households teceivihg food stamps during'a reviéw period excépt
those in which the participants died or moved outside the State,
received benefits under a 60-day continuation of certification,
were under investigation for-Pood Stamp Program fraud (including
those with pending fraud hearingsj; were appcaling a notice of
adverse action when the review date falls Qithiﬁ the time period’
covered by cchtinued participation pending a hearing; or received
restored benefits in accordanca with the State manual but who
werc otherwiée ineligible. The sampliﬁg unit within the active

universe is the food stamp household.
Heighting

The sample findings presented in chapter 6 have beén weighted by
the number of participating households in August 1980, 1981, and
1982 as reported in the Food Stamp Program Statistical Summary of

Operations for the appropriate month. The case record weights in
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Colbrado, Georgia, Illinois, Oregon, and Wisconsin were adjusted
.to reflect the disproportionate integrated QC sample designs in
those States. Further adjustments were made to account for
missing data from Pennsylvania and Georgia in August 1980 and

Georgia, Michigén, Minnesota, and Texas in August 1982.

‘Because the QC sampleé are not sihplé rahdom samples of the food
stamp population, the usual measures of statistical significance
are not appropriate. Time limitgtions have pfevented the
computation of more relevant measures, so we are not able to
inéicafeAwhich of the changes in caseload combosition and
characteristiés'shown in chapter 6 are statistically signifidant.
We have dealt with this uncertainty by focusing oh'relatively
large differeﬁces and changes that'continue a trend observed over
several years. . Neverﬁhelgss, some caution is needed wheh

interpreting the size of the reported differences,
Completion Rates

Failure to compiete reviews for all cases selected §ubject'to
review can bias the sample results if the characteristics of
unreviewed households are significantly different from those of
reviewed households. While there are no direct measures of such
differences, the-ratio of va1id observations to sample cases
selected for review provides an indication of the magnitude of
any potential bias. The expected number of cases subjec£ to

review, the number of valid obsefvations, and the estimated
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completion rates for each sample month are shown below:

August 1980 August 1981 August 1982

Number of cases selected

subject to review 5,166 8,339 8,402
Number of cases completed' 4,140 7,742 6,936
" Estimated completion rate 80.1% 92.8% 82.6%

These rates compare quite favorably with other surveys. of this

nature.
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Conversion From the Food Stamp Program to the Nutrition Assistance Program

The Puerto Rico Department of Social Services (DSS) developed the plan of operation for.
the new program. A small number of DSS officials wrote the plan in confidentiality and
under great time pressure. Features of the program were not made public until one
month before the final plan was sent to USDA for approval. Substantial opposition to the
check pilan arose from-the banking and retail and wholesale grocery industries in Puerto
Rico. USDA approved the plan without major changes. DSS implemented the new
program smoothly without disruption of benefits and with minimal administrative
problems. USDA closed down the FSP and assured the security of unused coupons. With
oversight from the Office of the Inspector General, USDA collected all coupons,
accounted for them successfully, and dispesed of them under tight security.

Comparison of Nutrition Assistance Program Operations With the Earlier Food Stamp
Program

Average monthly participation in NAP during the first 6 months was about 10 percent
less than would have been expected under the FSP. The decline was due to more
restrictive eligibility requirements and more intensive verification procedures.
Characteristics of participants have changed little. Monthly pro rata adjustments to
benefit levels have produced variations in households' monthly benefit amounts, but
average household benetits under NAP were essentially unchanged from average
household benefits distributed under the June 1982 FSP., However, NAP household
benefits are smaller than would have been expected had the FSP continued. Total
monthly benefits averaged about 15 percent less than would have been expected under
the FSP. There appear to be significant administrative cost savings largely due to the
elimination of coupons. Puerto Rico has enhanced program operations to limit
opportunities for waste, fraud, and abuse; and NAP checks appear to be less vulnerable to
fraud than coupons were, -' o

Effects on Recipient Behavior

Data from a survey of a representative sample of NAP recipients indicate that a large
majority cash their checks in food stores. An analysis of cancelled checks verified this
tinding, This suggests that predictions of widespread abuse of checks may be
unfounded. Recipients report that éhopping patterns have not changed from wha: they
were during the FSP: they shop in the same stores with the same frequency and spend
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the same amount on approximately the same food items. Recipients who stated a
preference preferred checks over coupons four to one. The chief reason was greater
convenience: checks come in the mail while they had to stand in line to get coupons.

Effects on Retail Grocers

Data from a representative sample survey of retail grocers in Puerto Rico and analyses
of monthly gross sales records in 99 supermarkets support the following conclusions about
the effects of NAP on retail grocers, The majority of stores reported that sales declined
between October 1981 and October 1982; many reported sales down by 25 percent or
more. Employment in retail food stores declined by 4.7 percent over the year; the drop
could have been greater had not so many stores been very small family operations. Most
retail grocers blame the reduced sales and employment in part on NAP, but also cite
increased competition and general economic changes. In supermarkets that provided
sales data, the decline in sales was about six percent after controlling for other factors.

Nearly all food stores accept NAP checks, but few will cash checks without purchases.
About half require identification; very few have had losses from bad checks. Nearly all
give change in cash, not credit. :

The majority of storé owners preferred food stamp coupons over NAP checks since they
thought people bought more food with coupons. Most stores have done nothing special to
attract NAP customers and have not expanded their non-food inventories.

Effects on the Economy of Puerto Rico

Data are not available to allow precise estimates of the economic effects of NAP.
However, based on economic theory and the expected impacts of the Food Stamp
Program on the Puerto Rican economy, it can be predicted that the NAP will reduce
aggregate food expenditures by 1 - 8 percent. The lower value of this predicted
reduction assumes that there will be no cashout effect under NAP while the higher value
assumes a combined benefit reduction and cashout effect. - The broad range of estimates
reflects the inconclusive state of economic research and theory in this area, For reasons
discussed in the report, estimates near the low end of the range are more plausible.

Reductions can also be predicted in retail and wholesale food sales, and food imports.
These effects should ripple through the economy producing reduced GNP and the
possibility of decreased employment. The economic effects of the program change
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should be small compared to what was observed when the FSP was introduced and may
well be masked by other more powerful factors that affect the economy.

Effects on Nutritional Well-Being

Under the FSP, diets in Puerto Rico and the U.S. were similar in terms of overall level of
nutritional adequacy. Diets of FSP households in Puerto Rico were less likely to be
nutritionally adequate than diets of Puerto Rican households overall or of FSP households
in the U.S. Based on known relationships among income, food assistance benefits, food
consumption, and nutritional adequacy, it is estimated that approximately 1 to 12
percent of all FSP households may not be meeting 100 percent of the RDA for one or
more nutrients as a result of the conversion to NAP. Because of the way the range of
effects was estimated and the reported stability of recipient's food purchasing, estimates
near the lower end of the range are more plausible,

Conclusion
" Puerto Rico has implemented successfully a cash assistance program under the block
grant. To keep program expenditures under the fixed $825_ million budget, Puerto Rico
has reduced benefits, tightened eligibility requirements, and prorated benefits each
month. As a result of this change, participation has declined by about 10 percent, and
the average monthly value of benefits is 15 percent lower than expected under the FSP,
Retail food sales and employment in food stores have declined; store owners tend to
blame NAP. Other slight, but negative, impacts on the economy are expected. A small
percentage of households may not be meeting the RDA for one or more nutrients as a
result of the conversion to NAP.
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