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and increased debt have left large numbers of American workers and their families economically vulnerable. Many
such families are merely one crisis—a serious illness, job loss, or divorce—away from financial devastation.

Government “work support” benefits—such as earned income tax credits, child care assistance, public health
insurance coverage, and housing assistance—can help low-wage workers close the gap between insufficient earnings and
basic expenses. And there is now abundant research evidence that work supports positively affect employment outcomes
and family incomes, which in turn benefit children.? For example, a series of expansions in the federal Earned Income
Tax Credit (EITC) has been credited with contributing to an increase in employment and decrease in poverty among
single-mother families from the late 1980s to the mid-1990s.

Spending on work supports increased substantially in the 1990s, especially in the period following the 1996 federal
welfare reforms that emphasized moving recipients to employment. Still, few families and individuals receive the work
support benefits for which they are eligible. For example, the majority of workers who claim the federal EITC or obtain
health insurance for their children do not receive other critical forms of assistance, such as help with child care or housing.’

Despite funding increases, overall spending levels continue to pale in comparison to what is needed to provide a com-
prehensive work support system for low-wage workers. Inadequate funding is largely a function of a lack of political will.
But there are structural problems with the funding mechanisms as well—fixed block grants to states and state matching
requirements constrain how much can be spent. For instance, when the economy declines, demand for work support
benefits may increase, placing increased demand on state resources at a time when states are cutting spending.

Other factors constrain access to work support benefits. Most of these programs were originally designed to provide
a safety net for the poorest Americans, many of whom had little attachment to the labor force. Reforms in the late 1980s
and 1990s sought to uncouple eligibility for public health insurance, and later child care assistance, from cash assistance.
Those reforms were enormously helpful, but they have not gone far enough. In some states, work supports are still
accessed primarily through welfare offices and are stigmatizing. Most benefits were designed to assist single mothers
and their children; there are few benefits available to non-custodial parents and low-wage workers without children.
Further, existing work supports suffer from burdensome application procedures, complex rules and delivery systems,
and lack of coordination.

But even the families fortunate enough to receive the multiple benefits for which they are eligible face another set of
challenges. Eligibility levels are typically low and families lose benefits before they can get by on earnings alone. In some
cases, just a small increase in earnings leads to the complete termination of a benefit (e.g., child care subsidies and health
insurance)—the family faces a “cliff” and ends up financially worse off despite earning more.

If we agree as a nation that full-time workers should be able to meet their basic needs and those of their children,
we need a comprehensive, integrated work support system that is explicitly designed to address the challenges faced by
ever-growing numbers of America’s workers and their families. U.S. work support programs need to be modernized and
systematically overhauled.

This paper begins by describing why work support programs are needed. It then goes on to explain the state of
current U.S. programs and why we need to reform them. The final sections of the paper describe some concrete policy

proposals for reform and offer reccommendations about priorities and next steps.

What are “work supports,” and why are they needed?

What it takes to make ends meet

In 2006, about one in four workers in the United States held a job that paid less than $10 an hour.? If both parents in a
family of four work full time (40 hours per week, year round) at the newly increased federal minimum wage of $5.85 an
hour, their total annual earnings will be about $24,000 a year—the federal poverty line for a family of four is $20,650.
But nowhere in the country can a family meet their basic needs on poverty-level earnings; the poverty level is widely
acknowledged to be inadequate as a measure of financial need.
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In fact, research indicates that across the country, families typically need an income of about twice the official
poverty level—or roughly $41,000 for a family of four—to meet basic needs. In a high-cost city like New York, the figure
is up toward $60,000, whereas in rural areas, the figure is typically in the low $30,000s (see Table 1).°

These figures are based on the National Center for Children in Poverty’s (NCCP) Basic Needs Budgets which
include only the most basic daily living expenses. For example, although they include the cost of employer-sponsored
health insurance premiums, they do not include out-of-pocket expenses for copayments and deductibles, which can be
quite costly, particularly for families with extensive health care needs. The budgets do not include money to purchase life
or disability insurance or to create a rainy-day fund that would help a family withstand a job loss or other financial crisis.
Nor do they allow for investments in a family’s future financial success, such as savings to buy a home or for a child’s
education. In short, these budgets indicate what it takes for a family to cover the most basic of living expenses—enough
to get by but not enough to get ahead.

Two parents each working full time at $10 an hour would together earn $41,600 and might be able to squeak by.
But what about two-parent families in which the parents earn less than $10 an hour or one parent is unemployed or
underemployed? What about the single parent who is solely responsible for providing for her children?

Consider a single mother with two children living in Chicago. To make ends meet, she needs to earn about $36,000
a year, that is, $17 an hour at a full-time job.” Figure A illustrates the gap between her earnings and her family’s basic
expenses at lower hourly wages. If she earns $8 an hour—which is more than the minimum wage in any state—her

family faces an $18,000 annual gap between earnings and expenses.

TABLE 1

Basic Needs Budgets for a family of four, in selected urban,
suburban, and rural localities*

New York, N.Y. Houston, Tx. Aurora, lll. Alamosa County, Colo.

(Urban) (Urban) (Suburban) (Rural)
Rent and utilities $13,596 $ 8916 $10,812 $6,228
Food 7,295 7,295 7,295 7,295
Child care 16,896 8,060 9,924 5,481
Health insurance 1,812 2,568 2,212 2,768
Transportation 1,680 3,570 4,618 5,257
Other necessities 5,641 4,377 4,889 3,651
Payroll and income taxes 8,221 716 3,330 775
TOTAL $55,140 $35,502 $43,079 $31,455

*Assumes two-parent family with one preschool-aged and one school-aged child.

SOURCE: NCCP analysis of raw data derived from the Family Resource Simulator. Results based on the following assumptions: family has
one preschool-aged child and one school-aged child; children are in center-based care settings while their parent(s) work (the older child is in
after-school care); family members have access to employer-based health insurance.
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Gap between earnings and expenses for single-parent family of three in Chicago
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Note that fluctuations in expenses are due to changes in payroll and income taxes at different earnings levels.
SOURCE: Analysis based on NCCP’s Family Resource Simulator, lllinois 2006; single parent with two children, ages three and six.

Faced with such a gap, working parents must make tough choices. Should they seek cheaper, but potentially less
enriching, unreliable, or even unsafe care for their children? Double up with another family or live in an unsafe
neighborhood to reduce the rent? Allow their family to go hungry at the end of the month? Or go without health
insurance and hope that no one gets sick or injured? Using 200% of the federal poverty line as a proxy for what it takes
to make ends meet, 39% of children in the United States live in families that face these kinds of choices.®

Work supports help close the gap between low earnings and basic expenses
To assist low-wage workers, especially those with children, the federal and state governments offer a set of means-tested
“work support” benefits that either supplement low earnings or reduce expenses by subsidizing the cost of needed goods

or services. The work supports discussed in this paper include:

e FEarned income tax credits
e Child care assistance

e Public health insurance

*  Housing assistance

*  Food stamps

* Transportation

Table 2 illustrates the difference that work supports can make in helping a family close the gap between low earnings and
basic expenses. It continues the example above: a single mother with two young children living in Chicago; the mother

works full time at $8 an hour.
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TABLE 2

The effects of work supports on family resources and expenses:
Single mother of two with full-time employment at $8 an hour, Chicago.

Employment alone Employmentplus Employmentplus Employmentplus Employment plus

(no work support) - EITCs - EITCs - EITCs « EITCs
- food stamps - food stamps . food stamps
+ public health « public health - public health
insurance insurance insurance
- child care « child care
subsidy subsidy

- housing voucher

Annual Resources

Earnings $16,640 $16,640 $16,640 $16,640 $16,640
Federal EITC 0 4,158 4,158 4,158 4,158
State EITC 0 208 208 208 208
Food Stamps 0 0 3,977 3,005 2,355
Total Resources $16,640 $21,006 $24,983 $24,011 $23,361
Annual Expenses
Rent and Utilities* $10,812 $10,812 $10,812 $10,812
Food 5,302 5,302 5,302 5,302 5,302
Child Care* 9,924 9,924 9,924 962 962
Health Insurance* 2,212 2,212 [ o] 0 0
Transportation 900 900 900 900 900
Other Necessities 4,351 4,351 4,351 4,351 4,351
Payroll and Income Taxes 791 791 791 791 791
Total Expenses $34,292 $34,292 $32,080 $23,118 $16,721

Net Resources
(Resources minus expenses) -$17,652 -$13,286 -$7,097 $893 $6,640

* This chart shows income and expenses from the perspective of the family. Because health insurance, child care, and housing benefits are paid
directly to the provider, families experience them as reduced expenses rather than increased income.

SOURCE: NCCP analysis of raw data derived from the Family Resource Simulator.

With a full-time job at $8 an hour, the mother’s annual earnings are $16,640. Without work support benefits, the family
experiences an annual deficit of $17,652 after paying for basic expenses. If she claims both the federal and Illinois earned
income tax credits, and her family receives food stamps and health insurance coverage, the deficit is reduced to $7,097.
Only with the addition of a child care subsidy would she have sufficient resources to meet her family’s basic needs. A
housing voucher would provide her with a surplus that would allow her to put some money into savings—for a car, a
house, or her children’s education—or to pay off credit card, medical, or other debrt.

Although this example illustrates the critical difference that work supports can make for low-earning families, it is,
of course, hypothetical. Very few families receive all the benefits for which they are financially eligible (also, benefits
in Illinois are more generous than those in many other states). As this paper will detail, many aspects of existing work
support programs—how they are structured, funded, and administered—are flawed and could be vastly improved.
Nonetheless, work supports provide a promising policy mechanism for easing the financial strains faced by the rising

numbers of families who are economically insecure, despite full-time employment.

The effectiveness of work supports
There is considerable research about the positive effects of work supports on family income and employment. Research

on the federal EITC shows that it lifts more children out of poverty than any other government program. In 2003,
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the EITC lifted 4.4 million people—more than half of them children—out of poverty, reducing the child poverty
rate by nearly a quarter.” In many states, this impact has been enhanced by refundable state EITCs built on the federal
credit.' The EITC’s most striking employment findings are for single mothers. Research shows that the EITC
contributed significantly to single mothers’ increased employment rates during the mid-1980s and late 1990s. Between
1984 and 1996, for example, labor force participation rates among single mothers increased from 73% to 82%, with
more than 60% of this increase attributed to expansions in the EITC."" Research also finds that the EITC has had strong
employment incentive effects among cash assistance recipients.'”

Another factor contributing to single mothers’ increased labor force participation during the 1980s and 1990s was
the expansion in eligibility limits for public health insurance, particularly for children and pregnant women. Research
indicates that when states increased income limits for health insurance beyond the limits for cash assistance, employment
levels increased and welfare receipt declined.'® Public health insurance has also been shown to improve the health of
millions of parents and their children by making preventive and primary care more readily available, and by protecting
against and providing care for serious diseases'*—and good health is associated with higher rates of employment and
employment stability.

Child care assistance has been found to have similarly positive impacts on employment outcomes. Research indicates
that low-income mothers who receive child care subsidies are more likely to be employed, to work more hours, and
to work standard schedules, as compared to low-income mothers without subsidies. Child care subsidy receipt is also
associated with greater employment stability and higher earnings, especially for women without a high school degree
and for single mothers."

Research conducted in the wake of welfare reform suggested that housing vouchers can help families leave cash
assistance, succeed in the workplace, and remain off the welfare rolls—and that work incentives such as earned income dis-
regards and earnings supplements are more effective when recipients have housing assistance.'® There is also some evidence
that the impact of vouchers on employment outcomes can be enhanced if vouchers are accompanied by efforts to encourage
recipients to move to areas with lower poverty, better transportation, and more employment opportunities.'”

Finally, adequate transportation is critical for getting people to and from work. Nearly 90% of American workers
commute by car, and research shows that people with cars are more likely to work, to work more hours, and to
have higher earnings.'® Two studies surveying welfare recipients in particular found that car ownership significantly
increased the probability of finding a job and being employed,'” and while the evidence is limited, research suggests that
promoting car ownership can have a substantial impact. A small subsidized car ownership program in Vermont found
significant impacts on both employment and income among individuals transitioning from welfare to work and other
low-income workers. Participants’ earnings more than doubled, and results indicated that for welfare recipients, the cost

of the program was offset within months by savings in cash assistance benefits.*

The state of work supports in the United States

This section provides a brief description of each work support program:

e Earned income tax credits
e Child care assistance

e Public health insurance

*  Housing assistance

*  Food stamps

* Transportation

The purpose of this section is twofold. First, it provides some basic information about each policy: the nature of the

benefit it provides (e.g., tax credit, a subsidy), eligibility requirements, funding and administration arrangements
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(detailing federal and state responsibilities), and other relevant information for understanding the current status of each
program (such as the effects of welfare reform in 1996). Second, it highlights the strengths and weaknesses of individual

programs. See Tables Al and A2 in the appendix for summaries of some of this information.

Earned income tax credits

The federal Earned Income Tax Credit (EITC) reduces the income tax liabilities of low- to moderate-income working
families—that is, families with annual incomes of up to about $38,000—and serves as a wage supplement. Since the
EITC is refundable, any amount of the credit that exceeds a family’s tax liability is received as a cash payment. By
definition, only families with earnings are eligible for the benefit.

For tax year 2006, the maximum credit for families with two or more children was $4,536. For such families, the
credit phases in at a rate of 40%, meaning that every dollar of earnings yields a 40 cent credit. The EITC reaches the
maximum benefit level once families have $11,300 in earnings. At this point, additional earnings do not increase the
amount of the credit. For married-parent families, the credit begins to phase out at $16,810 in earnings; the benefit
decreases at a rate of about 21 cents per dollar of earnings until it reaches $0 for families with incomes greater than
$38,348 (see Figure B).*' Benefits are slightly lower for single-parent families. The maximum benefit for families with
one child was $2,747 for 2006.

Federal EITC payment structure, tax year 2006
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SOURCE: Analysis based on NCCP’s Family Resource Simulator.

The EITC has the highest participation rate of all work support programs: it has been estimated that 80% to 90% of
eligible families and individuals receive the credit, although filing rates are lower for individuals without children (who
are eligible for much smaller benefits) and some evidence suggests that filing rates may be lower for former welfare

recipients transitioning to employment.*
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The EITC has been criticized for “penalizing” marriage (i.e., providing larger benefits to unmarried couples than
to similarly situated married couples), not providing enough relief for families with more than two children, and
offering minimal assistance to non-custodial parents (especially those with child support orders) and to workers without
children.” In stark contrast to an EITC benefit of 40% of initial earnings for families with two or more children and
34% for families with one child, workers without (resident) children receive only a 7.65% tax credit on initial earnings;
the maximum benefit for 2006 was $412.

In addition to the federal EITC, 18 states and the District of Columbia offer state-level credits, although in five of
these states, the credit is not refundable.?* Nonrefundable credits offset the state income tax burden for some families but

provide no benefits to families whose incomes are too low to owe state income tax.

Child care assistance
For many low-income working families, child care is by far their largest work-related expense. A 2005 survey showed
that in every region of the United States, average fees for infant care in a center-based setting are higher than families’
average food expenditures, and in 49 states, the cost of center care for two children exceeds the median rent.”

There are currently two major child care assistance programs: subsidies provided through the Child Care and
Development Fund (CCDF) block grant and federal and state tax credits.

Child care subsidies

Child care subsidies pay providers directly for child care services provided to low-income families, and parents are
required to make co-payments as earnings increase. Although some states have state-specific child care subsidy programs,
all states participate in the federal-state CCDF program. The CCDF block grant was created by the same welfare reform
legislation that created Temporary Assistance for Needy Families (TANF) in 1996. Over the next few years, spending on
child care assistance increased substantially, but in recent years funding for child care subsidies has declined.

Within broad federal guidelines, states define their own eligibility criteria, family co-payment levels, provider
payment rates, and service priorities. Federal law sets the maximum eligibility level for CCDF subsidies at 85% of the
state median income. Eligibility levels across the states for a family of three ranged from $18,000 in maximum annual
income to more than $40,000 in fiscal year 2006.%° Because states are not required to serve all eligible families, these
eligibility limits reveal little about the families who actually receive subsidies.

In 2006, approximately one-third of the states had waiting lists or frozen intake for child care subsidies, including
most of the country’s most populated states.”” Many of these states prioritize cash assistance recipients and those
transitioning to employment for subsidy receipt. This means that the low-income working families least likely to receive
child care subsidies are those who have never received cash assistance.

One of the biggest problems with the child care subsidy program is that only a fraction of eligible families receive
assistance—the best available estimate is that one out of seven families eligible for a subsidy under federal guidelines
actually receives one.”® One reason (others are discussed later) is that there has never been a substantial federal com-
mitment in the United States to provide parents with child care assistance, largely for ideological reasons. Children are
considered primarily the responsibility of their parents; compared to many other countries, there is relatively little sense
of societal responsibility to assist parents with the cost of raising children or to ensure their well-being.

Operationally, this has meant that the federal government has stepped in to provide child care funds primarily for
families receiving cash assistance so single welfare mothers could engage in work-related activities. Since CCDF subsidies
are funded with a fixed federal block grant, it means that child care funding does not expand when demand increases.
The funding structure requires states to provide matching funds, which can place additional constraints on funding.

Other consequences of inadequate funding are low provider payment rates and high family copayments.”” When
states pay low rates to child care providers, they may jeopardize the quality and reliability of available subsidized care.
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Further, the structure of child care subsidy programs is such that families typically cannot afford the full cost of care
when their incomes exceed the eligibility limit (see the discussion of benefit “cliffs” in the next section). The loss of a
subsidy sometimes requires families to move their children into cheaper—and potentially lower-quality, less-safe, and
less-reliable care. Yet research is clear that high-quality early care experiences are one of the most promising mechanisms

for bridging the achievement gap between low-income children and their more affluent peers.*’

Child care tax credits

The federal Child and Dependent Care Tax Credit (CDCTC) reduces the amount of taxes working families with child
care expenses are required to pay. It is the second largest source of federal child care assistance, and families at all income
levels are eligible for the credit.

To be eligible, a family must incur expenses for the care of a child under the age of 13 (or of an older dependent
who is unable to care for him or herself) in order to work or look for work. In 2006, families with two or more children
could claim up to $6,000 in annual child care expenses, and families with one child could claim up to $3,000. The credit
equals 20% to 35% of the amount claimed, depending on family income.

Since the credit is not refundable, its value to low-income families is limited. The credit cannot exceed what a family
owes in taxes, and no benefit is provided to families whose incomes are so low that they do not pay taxes. The federal
income tax threshold for a single-parent family with two children is about $15,000 per year. Such a family would not
benefit from the CDCTC until the parent earned more than $21,000. Families with incomes under $20,000 receive less
than 1% of the credit’s benefits—two-thirds of which go to families with incomes over $50,000.'

Although the maximum credit for families with two or more children is (at least in theory) $2,100, but no one actually
receives that amount because of the way the child care credit interacts with other tax provisions. In 2005, the average benefit
was only $529%2—a fraction of what it costs to pay for full-time care for one preschooler in most parts of the country.?

Many states have built on the federal child and dependent care tax credit and offer state credits (or in some cases, tax

deductions) to offset state income tax liability. Unlike the federal credit, 13 of the state credits are refundable.?

Other programs

Although outside the scope of this paper, it is important to acknowledge that early care and learning programs such
as Head Start and Early Head Start (which are federally funded) and state-funded pre-kindergarten programs can help
provide care for children while their parents work. But these programs are often only a few hours a day, are rarely avail-

able year round, and demand far exceeds existing funding and capacity.

Public health insurance

Two major federal-state policies subsidize health insurance for low-income children and families: Medicaid and the
State Children’s Health Insurance Program (SCHIP). Until the 1996 welfare reforms, Medicaid provided health
insurance coverage primarily to families receiving cash assistance; most other low-income families were ineligible.
The 1996 welfare reform law, the Personal Responsibility and Work Opportunity Act (PRWORA), “delinked”
welfare receipt and Medicaid coverage for families. The goal was to base Medicaid eligibility on income rather than
welfare receipt so that families would not seek cash assistance, or fail to transition off of the program, just to have
health insurance coverage.

SCHIP was created in 1997 to provide a federal incentive to states to extend health insurance to children living
in families with incomes above Medicaid eligibility limits.* States can cover the parents of children eligible for SCHIP
only through a waiver process.”” Since SCHIP must be reauthorized in 2007, some changes in the program are likely.

As a result of Medicaid expansions and the implementation of SCHIP, eligibility for public health insurance for

non-immigrant children has dramatically increased. Most states now provide health insurance coverage for children
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with family incomes up to 200% of poverty—and several states have limits at or above 300% of poverty. But parents’
eligibility for Medicaid has lagged far behind. Only 13 states provide Medicaid coverage to parents with incomes equal
to or greater than the poverty line.’®

Despite significant expansions in eligibility for public coverage, access to health insurance is a significant and
growing problem for children and parents at all income levels—in part because of rapid declines in access to employer-
based coverage. In 2005, for the first time in nearly a decade, the number of children in the United States who lack health
insurance increased. Given another increase in 20006, nearly 12% of America’s children are uninsured, including almost
20% of low-income children.”” And access to health insurance coverage for low-income working-age adults is extraordi-

narily limited—just 16 states cover parents with income up to the poverty level, a decline from 20 states in 2002.%

Housing assistance

Federal Housing Choice Vouchers (sometimes referred to as Section 8 vouchers) and public housing units are the
principal federal housing subsidies that directly benefit low-income families. The trend over time has been away from
providing individuals with publicly owned units to subsidizing rentals in the private market. Currently there are just
over 1 million households living in public housing units, and about 2 million who receive housing vouchers. The
remainder of this paper focuses only on vouchers.*!

Unlike other work supports discussed here, housing vouchers are federal-local—that is, federal funding is distributed
directly to local public housing authorities, which administer the voucher programs. Recipients rent privately owned
units, and vouchers allow recipients to live anywhere with rent at or below the local “fair market rent,” estimated by the
U.S. Department of Housing and Urban Development (HUD), as long as the landlord is willing to accept vouchers.
Recipients can also live in units with rents above the fair market value if they are willing to pay the difference.*?

Eligibility limits are based on a percentage of the local median income. In general, applicants’ income must be below
50% of the local median for their family size,” and 75% of new voucher recipients each year much have income below
30% of the area median.

Typically, recipients of housing subsidies are required to pay 30% of net household income (after deductions) for
rent. This means that each additional dollar of earnings results in a 30-cent increase in rent, leaving a net income gain
of 70 cents.*

Because the number of families eligible for housing vouchers is many times larger than the number of subsidies
available, most applicants, especially in urban areas, are placed on a waiting list when they apply; and in some places, the
waiting lists are closed.” Like child care subsidies, one of the biggest weaknesses of the voucher program is that it assists

so few families relative to demand.

Food stamps

The federal Food Stamp Program is federally financed, except for administrative costs, which are borne by state and local
governments. States administer the program, generally through local welfare agencies, although this has become more
variable over time. Most of the eligibility criteria are established by the federal government, but states are permitted
to exercise limited options with respect to eligibility and benefit calculations, especially with regard to cash assistance
recipients. States also have a number of administrative options.

Food stamp eligibility is based on citizenship, income, and asset tests. The 1996 PRWORA legislation changed food
stamp eligibility so that most legal immigrants no longer qualify for benefits, though some of these restrictions were later
repealed.“® To be eligible, gross family income must be no more than 130% of the federal poverty line, and net income
(after deductions) must be no more than 100% of the poverty line.

Liquid assets must also be minimal. Households (without an elderly member) are limited to $2,000 in counted

liquid assets. A portion of the value of family vehicles—generally the “fair market value” above $4,650—is counted in
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calculating assets. Households comprised entirely of cash assistance recipients (in TANE Supplemental Security Income,
or general assistance) are automatically eligible for food stamps, and thus exempt from the gross income and asset tests.

Recipients not caring for a child under age six or a disabled family member are subject to work-related requirements.
There are also stringent work requirements and time limits for able-bodied adults without dependents. Benefit levels are
based on family size and net income (after deductions). In fiscal year 2005, the average monthly benefit was $213.4

Given that food stamps are largely federally funded, states have an incentive to enroll eligible families and individuals,
yet the participation rate is only about 65 %.* More than most work support benefits, food stamps probably retain more
of a welfare-related stigma than other programs discussed here.

Transportation

There is very little federally funded transportation assistance for low-income families. In the wake of welfare reform,
the federal Job Access and Reverse Commute (JARC) program was created to help low-income individuals access jobs
and facilitate the transition from welfare to work. A 1998 study by the GAO found that while three-quarters of welfare
recipients lived in central cities or rural areas, two-thirds of new jobs were in the suburbs.*” JARC provides grants to
states and communities that can be used for a variety of locally determined purposes, including bus or van services,
car ownership assistance programs, and efforts to expand public transit. For fiscal year 2007, the federal government
authorized $144 million for JARC; grantees also contribute matching funds.’® In addition, about one percent of
TANF funding is used to assist recipients with the cost of employment-related transportation costs. Most other trans-

portation initiatives to assist low-income families and individuals are funded by states and localities.

How could current work support programs be improved?
Given that a quarter to a third of U.S. jobs pay low wages—and that evidence suggests this trend will continue, if not
worsen—a comprehensive public work support system could help millions of working families narrow the gap between
earnings and their most basic expenses. It could also help to bridge the widening gap between families and individuals
at the bottom of the income scale and those at the top.

To lay the groundwork for a discussion of recommended reforms, this section discusses limitations regarding
program structure and funding arrangements that cut across programs. (See box on p.14 for a discussion of imple-

mentation barriers to program access.)

Program structure: phase-out rates, cliffs, marginal tax rates

Since work supports are designed to help workers with low wages, they are means-tested: as earnings increase—particularly
as they rise above the official poverty level—benefits typically begin to phase out until the recipient reaches the income
eligibility limit, at which point the benefit is completely terminated. The purpose of means testing is to target benefits
to those who need them most and to contain program costs. But means testing can have unintended consequences for a
family’s financial bottom line when benefits are terminated abruptly.

For example, when an individual or family reaches the income eligibility limit for public health insurance, an
additional dollar of earnings results in the complete termination of coverage. In other words, the recipient faces a
“cliff”—a point at which a small increase in earnings results in substantial benefit loss.

Food stamp benefits are gradually reduced as earnings increase, but recipients eventually face a cliff. For example, an
additional $500 in yearly earnings, from $19,500 to $20,000, can lead a family to lose $2,000 to $3,000 a year in food
stamps. Likewise, in some subsidized child care programs, there is a gradual increase in co-payments and then a complete
termination of benefits when the family reaches an eligibility limit, which typically forces families to switch to cheaper care.

In addition to benefit loss, increased earnings may also lead to an increase in work-related expenses, such as

higher income taxes. The combination of rising taxes and the loss of work supports means that extra earnings don’t
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always improve a family’s financial bottom line. In the worst-case scenario, a family ends up with less despite in-
creased earnings.

Let us return to the example of our single-parent family of three in Chicago and assume that the family receives
federal and state earned income tax credits, a child care subsidy, public health insurance, and food stamps.

FIGURE C

Net family resources as earnings increase, Chicago
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SOURCE: Analysis based on NCCP’s Family Resource Simulator, lllinois 2006; single parent with two children, ages three and six.

Figure C shows that the family can make ends meet with the parent’s full-time job at $8 an hour and work supports
(note that this is not common; Illinois” work support programs are relatively generous). If the parent’s earnings increase
to $10 an hour, the family loses its food stamps and faces a cliff, i.e., a financial loss. At just over $14 an hour, the
family faces a much steeper cliff when losing its child care subsidy. The family not only sustains a huge financial blow;
it is actually slightly worse off than when the parent earned only $8 an hour. (Because eligibility and benefit levels for
many work support programs are set by the states, the exact patterns and effects of benefit loss vary from state to state
and sometimes within an individual state.)

The financial impact of a benefit loss on a family is largely a function of how gradually (or abruptly) the benefit
phases out. The federal EITC, for example, phases out quite gradually: from a maximum benefit of $4,536, the credit
decreases at a rate of about 21 cents per dollar of earnings, until the benefit reaches $0. Therefore, an extra dollar in
earnings leads to a loss of 21 cents of the credit—or a “marginal tax rate” of 21%.

Of course, since the phase-out rules for each program are designed independently of other programs, they can have a
cumulative effect far more severe than policy makers might have intended. For example, if three benefits each phase out
at a rate of 30 cents per dollar of earnings, the cumulative effect could be that an additional dollar of earnings results in

a loss of 90 cents in benefits.
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Although the impact of benefit loss may be less severe if a family is not receiving multiple benefits, the issue of these
aggregate effects will become increasingly important as efforts to promote participation in work support programs con-
tinue and more families receive the benefits for which they are eligible.

The key decision for policy makers and analysts is to determine what levels of marginal tax rates are optimal. Policy
makers should be most concerned about marginal tax rates that exceed 100%: earning more should always leave a worker
better off. Low to moderate marginal tax rates provide a way to target the highest benefits to those in greatest need of

assistance, while still retaining a strong incentive for workers to earn more.

Funding arrangements: constraints and uncertainties
Current work support programs are characterized by wide-ranging funding arrangements (see Table A1 in the appendix).

The critical variables are:

*  What level of government is responsible for funding? This varies across programs: (1) the federal government
assumes all costs, or (2) the federal government shares the responsibility with states, typically through matching
requirements, or (3) there is no federal financial support.

o Is the benefit an entitlement or are funds capped? Entitlement programs (e.g., the federal EITC, food stamps,
and Medicaid) are required to serve all eligible applicants. In contrast, block grants cap funding: a certain amount
is allocated, and expenditures cannot exceed that amount, even if there are eligible applicants who cannot be served
(e.g., child care subsidies and SCHIP)—unless, for example, the state uses its own funds to cover these applicants.

Funding for housing vouchers is a different type of capped allocation.

The effectiveness of work support programs is constrained by two aspects of current funding arrangements: (1) overall
funding levels are inadequate, and (2) reliance on state funding creates uncertainty during periods of economic downturn.

Current funding levels have greatly constrained the proportion of families and individuals eligible for work supports
who actually receive them. As mentioned above, coverage rates for many benefits are quite low, especially for child care
and housing subsidies. Even though Medicaid is an entitlement, roughly a third of eligible individuals do not receive
benefits. Medicaid is one of the largest—and fastest growing—state-level expenditures, so states have an incentive to
control enrollment.”!

A second constraint on work support spending is that state governments do not have the same capacity as the federal
government to run budget deficits. During economic downturns, when revenues are down and demands on the state
budget increase, programs for low-income families and individuals are often the first to be cut—even in the face of
greater demand for benefits. States may deal with budget pressures by either lowering eligibility limits or reducing
benefits—or both.

During the 1990s, for example, funding for child care subsidies and health care benefits for children was greatly
increased. But the trend has not continued since 2000. Only 15 states, for example, provide access to both children’s
health insurance and child care subsidies for families with earnings at 200% of the poverty level—and in several of these
states, eligible families face waiting lists for child care assistance.”

From 2001 to 2006, eligibility limits for child care subsidies fell as a percent of poverty in more than two-thirds
of the states. Many states also increased family copayments during this period, and the number of states with adequate
reimbursement rates for providers declined from 22 to just nine.® Finally, due to limited funding, an estimated
250,000 children have lost assistance since 2000°*—a year when only an estimated one in seven eligible children was

being served.”
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BENEFIT ACCESS: BARRIERS TO PARTICIPATION

Despite evidence that work support benefits contribute to positive outcomes—from poverty reduction to
higher employment levels among single mothers to positive benefits for children—the fact remains that only
a fraction of families and individuals benefit from the multiple work support programs for which they are eli-
gible. Data for 2001 indicate that only 7% percent of the working poor (with income under the official poverty
level) received the EITC, Medicaid/SCHIP, food stamps, and a child care subsidy. Of low-income working families
with income under twice the poverty level, fewer than 5% received all four benefits: EITC, Medicaid/SCHIP, food
stamps, and a child care subsidy. Single-parent families are more likely to receive work supports than married-
couple families, and citizens are much more likely to receive benefits than non-citizens.>

Although inadequate funding is a major factor limiting benefit access, it is certainly not the only problem. The
lingering association between welfare and work supports suppresses benefit participation in many ways. Families
who have never received cash assistance are among the least likely to know about benefits or that they might be
eligible. Many individuals continue to be reluctant to apply for benefits because of the stigma attached to them.
In many states, the welfare office remains the primary point of access for benefit application, staff attitudes toward
clients are sometimes disparaging, and processes of income verification and submitting other documentation
(e.g., fingerprinting) may feel invasive, humiliating, or intimidating. This is especially true for immigrants, who may
fear interacting with government officials.*’

In addition to stigma and fear of being treated poorly, the process of applying for benefits can be onerous.
Long waits, limited office hours, the consequences of missing work, waiting lists for benefits, and confusion
about how to apply all discourage benefit application. States or localities may overtly try to limit application and
enrollment by limiting outreach or undertaking explicit efforts to reduce participation. Further, burdensome
recertification requirements may lead families and individuals to lose benefits for which they are still eligible.

Despite reform efforts in the 1990s—some of which emphasized the “earned” nature of work supports—the
association of work support benefits with welfare, along with related implementation barriers, continue to
limit access.

Proposals for change

This section outlines a series of proposals that address some of the most serious limitations of current programs and
extend access to work supports to families and individuals at higher income levels. These proposals are intended to
lay the groundwork for more comprehensive reforms over time. The recommendations are informed by the concept
of “progressive universalism,” which refers to providing help to all while providing the greatest assistance to those in
greatest need.

For the work supports discussed below, the policy reforms recommended fall somewhere in between narrow means
testing and true universalism, which provides something to everyone. Although there are certainly instances where
universal programs are the best policy approach (e.g., public education), the point here is that progressively targeted
programs also can be successful.”® (See Middle-income families need work supports? on page 15 for a rationale for

including moderate-income families in at least some work support programs.)

Goals for a modernized work support system

Before discussing concrete proposals, it is necessary to identify a set of goals that should guide the creation of a com-
prehensive work support system. The overarching goal is to extend work supports to all low- to moderate-income
workers who need assistance, while better meeting the needs of the poorest working families, regardless of whether
they are connected to the welfare system.
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MIDDLE-INCOME FAMILIES NEED WORK SUPPORTS?

Why extend eligibility for some work supports—such as child care and health care—to those with moderate
incomes? First, we know that middle-income families are increasingly feeling economically insecure.”® The
gradual shift of financial risk from employers and government to families and individuals has left the middle
class economically vulnerable.®® More and more middle-income families need protection from risk. As with
low-income families, a crisis or series of crises—a serious illness, a disability, a job loss, a divorce—can result in
financial devastation for moderate-income families who lack a financial cushion or are underinsured.

In absolute terms, the lowest earners obviously need the most help, but middle-income families need more
assistance than they currently receive if we want to prevent middle-income families from becoming low income
because of misfortune.

A second reason to expand the reach of some work support benefits into the middle-income range is
political—assisting low- and middle-income families with the same programs can make those programs more
politically viable and sustainable.’ It increases the size of the political constituency for specific programs and
makes it less likely that benefits will be labeled as “handouts” and more likely that recipients will be regarded
as “deserving.”’

1. Full-time work, combined with public benefits, should be sufficient to cover a family’s basic expenses. Having
a strong work ethic and working hard to support one’s family are widely shared values in this country, but the
promise of hard work is belied by the growing percentage of workers who work full time and still cannot afford

basic necessities.

2. Earning more should always improve a worker’s or family’s financial bottom line. Although phasing out benefits
as earnings increase is an effective way to target benefits to those in greatest need, benefits should nonetheless be
structured in ways that do not lead to “cliffs” and extremely high marginal tax rates. When workers work more and
earn more, they should always be better off.

3. Funding for work supports should be structured to expand during economic downturns and adequate to
ensure that all eligible applicants receive benefits. Too many work supports are under-funded and only the federal
EITC and food stamps are fully federally funded as entitlements, which allows them to expand automatically to

meet rising demand.

4. Work support programs should be efficiently administered and easily accessible to eligible families and
individuals. To the degree that programs target the same families and individuals, they should be consolidated
and/or coordinated and easily “packaged.” In terms of “friendly” implementation:

e program rules should be transparent,
*  benefits should be relatively easy and convenient to apply for,
*  benefits should be seen as legitimate and free of stigma, and

*  protections against fraud (e.g., recertification requirements) should not be so onerous as to impede access.

5. Work supports should help provide a bridge to the middle class. Benefit eligibility should expand to higher in-
come levels so that workers can receive assistance (at least) until their earnings are sufhicient to meet basic needs. Small

amounts of assets should not preclude eligibility, and the system ought to provide opportunities for asset development.
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The proposals discussed below touch on most, but not all, of these principles (e.g., program implementation is not
addressed). The recommendations cover federal income tax credits, child care subsidies, food stamps, and transportation.
Although improving access to health insurance is vitally important to work support reform, other parts of the Economic
Policy Institute’s Agenda for Shared Prosperity focus on this important issue.

Proposal 1: Expand the federal Earned Income Tax Credit and the Child Tax Credit

No single work support policy has received as much attention as the federal EITC. Given its proven ability to promote
employment and reduce poverty—as well as the fact that as a tax credit, it is relatively stigma-free and easy to access—it
is not surprising that so many proposals for assisting low-wage workers start with the EITC.

Building on the work of Robert Cherry and Max Sawicky, an analysis by David Ellwood and Jeffrey Liebman shows
that collectively the EITC, Child Tax Credit (CTC), the dependent exemption, and the Child and Dependent Care Tax
Credit (CDCTC) provide the highest benefits to very low- and higher-income families (Figure D).> Low- to moderate-
income families are disadvantaged because they earn too much to qualify for the EITC yet too little to reap the full
benefits of non-refundable and partially refundable tax provisions pertaining to children. (Note that the CDCTC is

discussed below with proposals regarding child care assistance.)

1999 tax benefits for married couples with two children,
under current law and assuming child care expense of 5% of income
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Unified family credits and improved benefits for workers without children

To address the various criticisms of existing tax credits, a number of analysts have proposed versions of a “working
families tax credit.”®® Although the specifics vary from proposal to proposal, common elements include combining the
EITC, CTC, and dependent exemptions; further reducing marriage penalties; and increasing benefits for larger families.
The current EITC provides only two benefit levels for families with children—one for families with one child and a
second for families with two or more children. To reduce poverty among larger families, policy analysts have proposed
adding a higher benefit tier for families with three or more children.®

In recent years, policy analysts also have stressed the importance of increasing EITC benefits for non-custodial
parents and childless workers. Falling wages and declining job opportunities for low-skilled men, especially men of color,
are believed to have exacerbated the trend toward childbearing outside of marriage and the prevalence of single-parent
households.®® In stark contrast to an EITC benefit of 40% of initial earnings for families with two or more children and
34% for families with one child, workers without (resident) children receive only a 7.65% tax credit on initial earnings;
the maximum benefit is just over $400.

Increasing EITC benefits for non-custodial parents and childless workers would reward labor force participation and
reduce poverty among these individuals with the potential to strengthen low-income families in the long run. Extending
EITC benefits to younger workers without children (childless workers under age 25 are not currently eligible for the
EITC) could have similar effects.

In short, the key recommendations for comprehensive reform of the EITC and tax provisions relating to

children include:

*  Create a unified credit that combines the EITC, CTC, and dependent exemptions.
*  Further reduce marriage penalties in the EITC.

* Increase EITC benefits for larger families.

* Increase benefits for non-custodial parents and childless workers.

*  Extend benefits to childless workers under age 25.

Specific proposals

The long-term aim should be to consolidate the EITC, CTC, and dependent exemptions to make them function better
together toward the goal of progressive targeting. But this kind of overhaul would be most effective in the context of a
larger effort to simplify the income tax system. An interim step would be to adopt the recommendations of the Center
for American Progress (CAP) Task Force on Poverty, which emphasize expanding the EITC and the CTC. Specifically,
the Task Force recommends the following:%

Expand the EITC

* Increase the maximum EITC benefit for childless workers and non-custodial parents to 20% of initial earnings.

*  Extend this credit to workers between 18 and 24 years of age unless they are full-time students.

*  Exclude half the earnings of the lower-earning spouse in married-couple families if doing so results in a
larger credit.

* Increase EITC benefits for families with three or more children by setting the benefit to 45% of initial

earnings.®’

Make the Child Tax Credit fully refundable

*  Make the CTC, which is only partially refundable, fully refundable, so that the lowest income families can
benefit. In tax year 2006, families with earnings below $11,300 received no benefit, and many others received
less than full benefits.
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In addition to these reforms, benefits should phase out more gradually, both to reduce the marginal tax rates and also
extend modest benefits into a higher income range. This would provide some payroll tax relief for moderate-income
families. These issues are addressed by several of the proposals mentioned previously to create a unified working families

tax credit.

Estimated costs and other considerations
A note about cost estimates: The estimates provided throughout this section are for individual proposals and do not reflect
their interactive effects, nor potential cost savings. Any proposal that increases employment—whether by drawing new
entrants into the labor force or increasing hours worked by current workers—would increase payroll and potentially other
tax revenues. Of course, increased work effort would likely increase the demand for child care assistance. But making the
CTC fully refundable would provide low-income families with more resources to spend on other needs—whether child
care or something else. The point is that determining the costs of enacting multiple proposals requires an analysis of their
interactions, but total costs would be significantly less than the sum of costs for individual reforms.

The CAP Task Force on Poverty estimated that their proposed reforms for expanding the EITC would cost $22
billion a year and that making the CTC fully refundable would cost $13.6 billion a year.

Proposal 2: Guarantee child care assistance for low- to moderate-income workers

Child care is one of the most important work supports, yet arguably the weakest among current policies. Parents need
safe and reliable care for their children so they can work. And children need high-quality, stable care to facilitate healthy
development. For the most disadvantaged children, one of the most important investments we can make in their future

is to ensure that they have early access to high-quality care.

End, or bridge, the bifurcation between subsidies and tax credits

Child care assistance is currently bifurcated between means-tested subsidies for low-income working families and a
modest, non-refundable federal tax credit that primarily benefits middle- and upper-income families. In the long term,
we should aim for a single system of federally funded child care provisions to assist families on a progressive basis.
Our goal should be to support parental employment by assisting low- to moderate-income workers with the cost of child
care and in ways that promote positive outcomes for children (e.g., by allowing families to purchase higher quality care).

Assisting families of different income levels through different policy mechanisms perpetuates stereotypes—that poor
people are different from everyone else, that they alone benefit from government “handouts,” and that government does
little to help the middle class®*—while dividing the political constituency for this all-important benefit.

The best option is to provide child care subsidies on a sliding scale that extend through the middle-income range,
while doing away with the Child and Dependent Care Tax Credit (CDCTC). This is, of course, the most expensive option.
But the CDCTC is not well targeted and arguably ineficient: because it is not refundable, the CDCTC does not provide
much help to low-income families, yet it provides only very modest benefits to families who are more well off at a cost
of roughly $10 billion a year.

Another option would be to do away with subsidies and to provide all child care benefits through a tax credit. But
tax credits, unlike subsidies, do not provide assistance as costs are incurred, which is a problem for low-income families.
It might be possible to design provisions for advance payments, but this would add cost and complexity, greatly
diminishing the simplicity that tax credits can offer. This option should be taken off the table.

An interim option would be to optimize the existing child care subsidy program so that it serves a much greater
percentage of families who are already eligible, while expanding and enhancing the federal CDCTC so that it provides
meaningful relief to low- to moderate-income families with child care expenses. This option retains the bifurcation but

provides a bridge between subsidies and tax credits.
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Finally, any child care proposal needs to address the current inequities in access to subsidies across states by setting
minimum federal eligibility standards. Not only do state eligibility levels vary considerably, but between 2001 and 2006
half the states reduced their eligibility levels.”” We also need to address the volatility in subsidy funding by requiring the

federal government to assume a greater share of the costs.

Specific proposals
Barbara Bergmann has developed a proposal that expands access to child care subsidies well into the middle-income
range.” It builds on the subsidy system and would replace the CDCTC. Here are some specifics:

Expand access to child care subsidies into the middle class and eliminate the CDCTC

*  Provide affordable child care to all families defined as “requiring a family to devote to child care costs no more
than 20% of that part of its income that is above the poverty line.”

*  Make free care available to families with incomes below the poverty line. As family income rises, subsidies would
gradually phase out by increasing family co-payments at a rate of 20%.

*  Provide benefits on an entitlement basis—that is, all eligible applicants should receive benefits.

*  Given inequities across states, and the reluctance of some states to expand child care access, the federal
government should assume the majority of program costs.

e Eliminate the CDCTC and shift expenditures to the expanded subsidy program.

Bergman’s plan would