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Comparison of Benefits for Poor Families
To Middle-Class Incomes Is Deeply Flawed

by Sharon Parrott, Jimmy Charite, Indivar Dutta-Gupta, and Arloc Sherman

Senator Jeff Sessions (R-AL) recently posted to the Senate Budget Committee website a document
that implies that programs targeted to low-income people provide lavish benefits that raise the
typical poor household’s standard-of-living above that of the typical middle-income household.'

The Sessions release, however, is deeply flawed; it substantially overstates the assistance that poor
households receive. Means-tested programs do not raise poor households anywhere close to a
typical middle-income household’s standard of living.

The Sessions document derives its numbers by adding up the cost of a large number of programs
that are targeted on low- and moderate-income households — or on schools and communities with
large numbers of low- and moderate-income students or residents — and dividing the total cost of
these programs (all of which it labels “welfare”) by the number of households below the official
poverty line. It claims this shows that we spend the equivalent of $168 per poor household per day
— or more than $60,000 per poor household annually. It then compares this per-household
amount to median household income.

This comparison rests, however, on a series of serious manipulations of the data that violate basic
analytic standards and are used to produce a potentially inflammatory result. To produce its claims,
the document Senator Sessions posted does the following:*

« Counts payments to hospitals, doctors, nursing homes, and other medical providers —
including payments for care for sick elderly people at the end of their lives and for
people with serious disabilities who are institutionalized — as though these payments
are akin to cash income that is going to poor families to live on. The single largest area of
federal spending in the Sessions comparison is health care spending. Close to half of all of the
spending that Senator Sessions portrays as income to poor households consists of payments to
hospitals, doctors, and other health care providers through Medicaid, the Children’s Health
Insurance Program (CHIP), or smaller health programs. The majority of this health care
spending is for the elderly or people with disabilities, including end-of-life care and nursing
home care.

The Sessions analysis impropetly treats medical spending as though it were akin to a cash
benefit allocated across all poor households and available for spending on expenses such as rent



and food. Expenditures for things like nursing home care or care in an intensive-care unit in a
hospital is extremely expensive, but it does not represent benefits available to a typical low-
income household to live on.

Aggravating these problems, the Census data on the number of poor households in the United
States — which Senator Sessions uses to come up with his figure of the amount spent per poor
household — does not inciude people in nursing homes or other long-term care institutions. That
is, while he includes spending on institutional care, those receiving it are not in the count of
poor households. Moreover, much of Medicaid spending for long-term care is for people who
were middle class for most of their lives but whose long-term care expenses now outstrip their
savings. (Medicaid pays for about 40 percent of all long-term care spending in the United
States.”) Thus, Senator Sessions counts tens of billions of dollars in long-term care
expenditures for formerly middle-class people now living in nursing homes — people whom
the Census Bureau does not count as poor — as though these expenditures are tantamount to
income that goes to poor people and raises their standard of living. He uses these misclassified
billions of dollars in expenditures to help portray poor households as getting more resources
than middle-class families.

« Counts, as spending on poor people, benefits and services that go to families and
individuals who are @bove the poverty line. As noted, Senator Sessions divides the cost of a
broad set of programs by the number of households with income below the official poverty
line. Yet many of these programs, by design and for good reason, serve substantial numbers of
low- and moderate-income Americans whose incomes are above the poverty line. For example,
65 percent of the lower-income working households receiving the Earned Income Tax Credit
(EITC) in 2011 had incomes above the official poverty line. Many programs do not cut off
benefits abruptly at the poverty line, for two reasons. First, many hard-pressed families and
individuals modestly above the poverty line have significant needs; for example, an elderly
widow living on only $12,000 a year is above the poverty line. Second, abruptly cutting off
benefits at the poverty line, rather than phasing them down gradually as income rises, would
create large work disincentives.

Nevertheless, the Sessions analysis takes all means-tested assistance that goes to households
above the poverty line and includes it in the spending total that it divides by the number of
people below the poverty line, thereby further inflating the supposed amount per poor
household.

« Counts the value of health coverage for low-income households but 707 for middle-
income households. Finally, when the Sessions analysis compares its figure for the benefits
that poor households receive to median household income, it ignores the employer-provided
benefits — most notably, employer-sponsored health insurance — that many middle-income
households receive. Senator Sessions thus counts the value of the main source of health care
coverage for low-income people, while exc/uding the value of employer-provided health care for
middle-income workers.

Census data paint a very different picture. The Census Bureau’s Supplemental Poverty Measure
(SPM) — which counts non-cash and tax-based benefits as income, including the Supplemental
Nutrition Assistance Program (SNAP, formerly Food Stamps), refundable tax credits, housing
subsidies and the like, but not medical care — shows that:



« In 2011, the typical person in a family whose income was below the poverty line before means-
tested benefits are counted remained 12 percent below the poverty line affer the means-tested
benefits are counted. Moreover, the Supplemental Poverty Measure shows that even with these
benefits, the typical poor person’s standard of living is 57 percent below that of the typical middle-
income American.’

« The SPM also shows that means-tested benefits lifted 20 million people out of poverty in 2011,
but that the typical individual lifted out of poverty had income only 16 percent above the
poverty line, far below the income level of the typical middle-class person.’

We now examine these problems with the Sessions document in more detail.

Treatment of Health Care

A very large share of means-tested health spending is for seniors and people with disabilities.
Although they made up only 25 percent of Medicaid and CHIP beneficiaries in 2009,° fully 66
percent of Medicaid spending went for care for these groups. Providing care to a frail elderly person
or a person with a disability costs much more than the typical cost of care for a child or a working-
age parent.’

Long-term care alone constitutes 28 percent of all Medicaid costs” — and a larger share of
Medicaid costs for seniors and people with disabilities. A substantial share of Medicaid spending on
long-term care is for seniors who had middle-class incomes for much of their working lives but
whose long-term care needs now exceed their ability to pay for that care. In 2010, private nursing
home care averaged $83,585 per year, assisted living facility costs averaged $39,516 per year, and
home health aide services averaged $21 per hour. In 2009, the average long-term care cost for a
Medicaid beneficiary receiving such care was $34,579, a figure sure to be somewhat higher today.”

By including the costs of such care in the calculation of the average spending per poor household,
the Sessions analysis creates a misleading impression that typical low-income families and children
receive extravagant benefits. Providing a frail senior with nursing home care does not mean that the
typical low-income family with children is receiving huge amounts of benefits that give it a high
standard of living.

Aggravating this problem, while the Sessions piece includes the cost of health benefits targeted on
lower-income individuals, it fails to take into account the value of employer-provided health care
coverage. Many middle-income households receive employer-provided coverage with a sizable
contribution from the employer toward the cost of that coverage. Sessions ignores this in the figure
he uses for “median household income.”

We strongly caution, however, against including health benefits in a comparison that purports to
describe the income available to families (at any income level) to meet their basic expenses; it is
more useful to consider the income available for expenses such as food and housing and to consider
separately whether a family has affordable health insurance. Trying to convert the worth of health
insurance to “income” produces very odd results, in part because the amount of health care that



individuals consume varies very widely, and higher consumption often reflects poorer health status,
not greater affluence.

Older people, people with disabilities, and people with serious illnesses incur far higher health care
costs than do healthy individuals, but that doesn’t make them “higher income” or give them a higher
standard of living than healthier households have. Similarly, a low-income family with a child who
has a serious disability is not “well off” because Medicaid covers the child’s sizable health care costs.
A middle-income household with a member fighting cancer doesn’t suddenly become “high
income” when the family’s insurance covers costly cancer treatments.

Health care programs represent 46 percent of all federal means-tested spending that the Sessions
analysis counts. Had the analysis appropriately excluded health care spending from both sides of its
comparison, rather than counting it for poor households while ignoring it for middle-class
households, its figure for the amount of means-tested expenditures made on behalf of the average
poor household would shrink nearly in half."” The figure shrinks further if corrections are made to
address the other serious deficiencies we identify here.

By Design, Income-Targeted Programs Are Not Limited to People in Poverty

The Sessions analysis ignores the fact that many of the individuals and families whom low-income
programs serve have incomes somewhat above the poverty line.!" It treats all of the benefits that go
to households with annual incomes above the poverty line as though they were expenditures made on
behalf of households with incomes below the poverty line, substantially inflating the figures on the
amount of benefits provided per poor household.

Census data show that in 2011, a majority of families in which someone received at least one of
the major means-tested benefits that the Sessions analysis counts had annual cash income above the
official poverty line. (For this analysis, we considered Temporary Assistance for Needy Families
[TANF], SNAP, refundable tax credits, Medicaid, CHIP, Supplemental Security Income [SSI],
housing assistance, energy assistance, WIC, and free or reduced-price school meals'*.)

There are two main reasons why many non-poor families receive assistance. First, some programs
have eligibility limits that exceed the poverty line, in recognition of the fact that many near-poor or
other modest-income families and individuals have need for certain types of assistance. These
eligibility limits also allow various benefits to phase out as income rises rather than to end abruptly at
the poverty line, which would create a large work disincentive “cliff.” For example, reduced-price
school lunches are available to children up to 185 percent of the poverty line. The EITC phases out
at 205 percent of the poverty line for a two-parent, two-child family in 2013. In many states, CHIP
serves children from families with income up to 250 percent or 300 percent of the poverty line."
Pell Grants also serve an income range that extends significantly above the poverty line.

Second, some families receive assistance for part of the year when their incomes drop temporarily,
such as when a parent loses a job or a marriage falls apart. Families often qualify for assistance for
several months until they get back on their feet, and then cease to qualify for assistance. Many such
families thus are poor during the months that they receive assistance, but have incomes for the
calendar year as a whole that are above the poverty line.



Figure 1

Hardship Rates Are High for Both Poor and Near-Poor Children

Percent of children in households with selected conditions, in 2011
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Source: CBPP analysis of Survey of Income and Program Participation

The Sessions analysis includes the benefits that all such families receive in the “numerator” of its
fraction — that is, in its total dollar amount of means-tested benefit expenditures. But the Sessions
piece fails to include these families in the “denominator” of its fraction — the number of poor
households — because their annual income shows up in the Census data as being above the poverty
line, and hence they are not considered “poor.”

Congtress has designed programs to provide various supports to families with annual incomes
modestly above the poverty line for sound policy reasons.

« The poverty line is low. In 2012, the Census Bureau’s official poverty measure considers an
elderly widow to be poor if her income is below $11,011. An elderly individual living on $225
per week — $11,700 a year — would not be considered poor. Similarly, under the official
Census poverty definition, a single parent raising two children on $18,500 in 2012 would not be
considered poor.

« Data show that many near-poor families face material hardship. Census data include
information on the extent to which households experience various types of hardship, including
difficulty affording adequate food (what the Agriculture Department terms “food insecurity”);
falling behind on rent or mortgage payments; having gas, oil, or electrical service cut off; or
living in what the Department of Housing and Urban Development considers overcrowded
conditions (more than one person per room; see Figure 1). In 2011, some 58 percent of



children whose households had cash income below the poverty line lived in households that
reported one or more such difficulties. But so did 45 percent of children in households with
incomes between 100 percent and 200 percent of the poverty line, and 30 percent of children in
households between two and three times the poverty line.'* These data suggest that while
hardships and economic need are highest for the poor, they remain fairly widespread among
those modestly above the poverty line.

+ Benefits such as Pell Grants and child care assistance promote education and
employment, and many families above the poverty line need such assistance to be able
to send a student to college or pay for child care. The costs of college tuition and child care
are high, and without assistance, many near-poor families — not just people below the poverty
line — would find them out of reach. A mother whose earnings place her modestly above the
poverty line for a family of three and who is raising two children is unlikely to be able to afford
$7,600 for child care (the cost of full-time care for a 4 year old in the median state) or more
than $8,000 for college tuition.” Those expenses would come on top of the $16,000 that the
average household in the lowest income quintile spends on food, housing, clothing, and
transportation. '’

« Assisting families with incomes modestly above the poverty line promotes work and
helps working families make ends meet. Over the past half-century, policymakers have
determined on a bipartisan basis that to encourage work and help low-wage workers with
children make ends meet, benefits should not stop abruptly at the poverty line. Experts often
point out that reducing assistance too quickly as families gain a toehold in the labor market and
begin to work can create significant disincentives to work more hours or seek a promotion and
a pay raise.’” ‘That is a key reason why benefits such as SNAP phase out gradually as earnings
rise and why the EITC zucreases as workers’ earnings rise from very low levels.

Recent research has shown that the safety net as a whole has only small work disincentive
effects and that some programs significantly increase work among poor adults. Numerous
studies have found that the EITC increases the number of low-income parents who work.*
While policymakers often point to the 1996 welfare law’s creation of TANF as the primary
reason for increased work among single mothers since the mid-1990s, the research literature
indicates that the expansions of the EITC in the 1990s did as much (or more) than the welfare
law to produce these gains (see Figure 2)."” Research also shows that by boosting employment
among single mothers, the EITC has produced large declines in the receipt of cash welfare
assistance.”

Finally, it should be noted that while the Sessions analysis includes the EITC (as well as the
Child Tax Credit) as means-tested benefits, it fails to subtract out the payroll taxes that low-
income households pay. The EITC was designed in part to offset these taxes — the Sessions
analysis ignores this and includes the full cost (of the refundable portion) of the EITC.

Analysis Makes Flawed Comparison of Means-Tested Benefits to Median Income

By comparing spending on targeted benefits to median household income, the Sessions analysis
may be read to imply that low-income families don’t work and have no earnings or wages. That’s



not correct. In 2011, 80 percent of households headed by someone below 200 percent of the official
poverty line who wasn’t elderly or disabled had earnings from work.”'

Similarly, the comparison may be read to imply that middle-income families receive all of their
income from earnings and don’t receive benefits from public programs. That’s incorrect, as well. In
2010, households in the middle 60 percent of the income distribution received 58 percent of the
more than $1 trillion in federal entitlement benefits (including Medicare and Social Security™).

Census Data Belie the Impression the Sessions’ Document Seeks to Foster

Census data show that federal benefit programs that are targeted on low-income households to
help them meet basic needs significantly reduce the incidence and depth of poverty. As noted
above, the federal government has developed a Supplemental Poverty Measure (SPM) that most
analysts favor because it represents a more comprehensive measure of poverty. Unlike the official
poverty measure, the SPM counts various non-cash benefits such as SNAP and rental subsidies as
income because they can be used to pay for such things as food, clothing, shelter, and utilities. It
also takes into account the taxes families pay and the refundable tax credits they receive (as well as
differences in the cost of living across the country).”

Based on the SPM, means-tested programs lifted 20 million people out of poverty in 2011 and
reduced the severity of poverty for 36 million others. (The EITC had the largest anti-poverty
impact for children; in 2011, the EITC and Child Tax Credit together lifted 9.4 million people,
including nearly 5 million children, out of poverty. SNAP kept 4.7 million people above the poverty
line, including 2.1 million children. SNAP also did more than any other program to keep children
out of deep poverty, raising 1.5 million children above Aa/f of the SPM poverty line in 2011.)

But the SPM also shows that means-tested benefits aren’t lavish. In 2011, the typical person in a
family whose income was below the poverty line before means-tested benefits are counted remained
12 percent below the poverty line affer counting the non-health means-tested benefits (including
SNAP, housing assistance, SSI, cash welfare assistance, and the EITC, among others). Moreover,
these benefits left this low-income individual 57 percent below the living standard of the typical
middle-income American.”* And, those who are lifted out of poverty by these benefits generally still
have modest incomes: the typical person whom the benefits lifted above the poverty line had total
income, including these benefits, only 16 percent above the poverty line, as measured by the SPM.

Finally, though programs such as the EITC and SNAP lift millions of families and children out of
poverty, the U.S. safety net remains less robust than that in most other Western countries. Most
other similarly affluent countries have lower rates of poverty than we do (using a widely recognized
international poverty measure) after factoring in the impact of social programs — even though their
poverty rates before counting social programs are similar to ours. Stated another way, the U.S.
poverty rate is near the average among Western countries before taking government social programs
and taxes into account. But once benefits from social programs and the effects of taxes are factored
in, the United States lags behind the other countries and has a significantly higher rate of poverty
than they do, because government policies do considerably more to reduce poverty in the other
countries than they do here. Social programs in other Western nations tend to be more generous,
broader in scope, and easier to access.”
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