Ily Economics

ChildWise: Focus on Family Economics is a six-part series to
promote sound public policiesthat help familieswork, ear n sustainable wages, and
invest their money to create a financially secure future. ChildWise iswritten to
help policymaker s, advocates, social serviceproviders, and thegeneral publiclearn
mor eabout policiesand programsthat work.

Family Economic Security

and public health over thelong term.

Family Economic Security ismade up of three parts:

benefits, and pay enough to support afamily;
supplement incomewhen needed; and

guaranteeasecurefuture.

clothing, housing, child care, hedlth care, and transportation.

linked to poverty.
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Family Economic Security (FES) isanew way to reduce poverty based onlessons
learned from policiesand programsof thepast 70 years. Family Economic Security
programs combine thethinking of both conservativesand progress ves about the
value of work and the empowerment of low-income people and their ability to
improvetheir lives. Within thisconcept, the public and private sectorsboth havea
roletoplay inasssting family and community. Family Economic Security programs,
when doneright, increasejob growth, disposableincome, government savings,

» jobsthat arereadily available, provide health care, dental and disability
* government programs liketax creditsand child care subsidiesthat

» opportunitiesfor asset-building like homeownership and savingsthat

Families are economically secure when parents can pay for the basics: food,

Work shouldlift peopleout of poverty, butinredlity it often does't. Whilepoverty
createsdifficultiesfor anyone, growing up poor can have adevastating physical
impact on children. It contributes to asthma, obesity, and poor cognitive
development, to name only afew of the negative outcomesthat have been directly
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The economic health of thefamily isclosely tied to
that of thecommunity. Inafamily-friendly community,
residents can buy reasonably priced food and basic
goods at grocery stores and pharmacies close to
home. Employment opportunitiesareeasly accessible.
Busesrun frequently, taking peopleto and fromwork
without complicated routes. Banks are prominent
fixtures as are after-school programs, religious
institutions, and community and civic groupsthat
strengthen and support families.

Why Is Family Economic Security
Important?

Many of the devel opmental problemsthat children
experience can betraced to thefact that low-income
working parentshaveto makedifficult decisonsinorder
to get by. When parents must choose between buying
food and paying the rent, eating nutritiously during
pregnancy may not bean option. Asaresult, newborns
may beprematureand underweight. Aschildrengrow,
they may be proneto coldsand poor general health.

A family without an adequate income can’t pay for
hedthinsurance. Familiesmay beforcedto gowithout
hedlth care, praying that family membersdon’t become
criticalyill and thet hospitd billsdon’t overwhemareedy
strapped budgets. Bare necessities can add upto more
thanwhat minimumwagescanprovide. Livingwithno
heat, |ead-based paint, and unsafe streets may bethe
only choicethereis. Homelessnessmay beonemissed
paycheck or amedical emergency away.

Child outcomesare closely tied to parental earning
levels, more so than whether or not aparent hasa
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job. According to several national studies, children
living infamilieswith income lessthan 200% of the
federal poverty level (FPL), or $33,400 for afamily
of four, score much lower on academic and

developmental teststhan do children living in upper-
incomefamilies?

Family Economic Security
Policies and Programs

Thefollowing policiesand programsare
components of acomprehensive model
toimprovethe economic well-being of
families

Workforce Preparation

Temporary Family Assstance(TFA)
Workforcelnvestment Act (WIA)

Work Attachment/Retention

Insurance Coverage
Child CareSubsidies

I ncome Support

Tax Thresholds

SdesTax

Earned Income Tax Credit (EITC)
MinimumWeage

Section8 Housing Assstance
Child Support

Asset Development and Protection

Asset Promotion
Homeownership

Predatory Lending Prevention
Unemployment Insurance

SOURCE: Center for the Study of Social Policy. (2003). Improv-
ing the Economic Success of Families: Recommendations for
State Policy. A discussion paper for the Policy Matters Project.
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The cost of poverty isquite high, asdevelopmental
delaysand poor health can lead to anincreased need
for remedid programs, higher per child education costs,
and, as we see in Connecticut, an educational

achievement gap between childrenfrom differentincome

groups:

WhoisPoor?

Our collectiveimage of whoispoor dso doesnot dways
matchredity. Whilethefedera incomeadequacy level

may be the established measure of poverty, most

economistsassumethe FPL isinaccurateasit failsto
takeinto account geographic variation, costssuch as
child care, trangportation, and taxesthat working families
haveto pay, andthevarying needsof childrenat different
ages. Economistsindicate that in most areas of the
country anincomeof at least 200% of FPL isneededto
meet the basi ¢ housing, food, and employment costsfor
afamily andto give children ahedlthy, ssfestart.

According to the 2000 Census, in 1999, 637,000
Connecticut residentsearned lessthan 200% of the FPL .2

Nationally, half of familieswith income below 200%
of poverty include parentswhowork full time. Almost
60% of thesefamilies havetwo parentsin the home,
and over 75% are headed by aparent with at least a
high school degree. Inamost half of thesefamilies
the primary worker isaparent over 30 yearsof age.*

When welfarereform was passed in 1996, the United
Stateswasin aperiod of economic expansion. Job
opportunities were available for even unskilled
parents. Unfortunately, since the late 1990s, the
nationa and state economies havetaken adownturn.
Between 2001 and 2003, 2.3 million jobswerelost
nationally; 48,000 of those werein Connecticut.®
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Policy analysts of all types
agree that while welfare
reform was successful in
getting peopletowork, it did
not improve the earning
capacity of welfare parents.
When public policies focus
only on work and not on
poverty itself, the battle to change welfare may be
won, but the children of low-income parentsare still
log.

What AretheBenefitsof FESPrograms?

Thefinancia benefits of Family Economic Security
policies and programs are seen in amplereturnsto
everyone: communities, the state of Connecticut, and
families themselves. FES programsare prevention-
based. Support of healthinsurance availability, child
care subsidies that work in tandem with School

Readiness programs, and asset investment insurethe
long-term success of children, asreaderswill learn
through thispolicy brief series.

Some of the social and economic benefitsof FES
programsinclude:

* Increasedtax base

¢ Lowerremedia education coststo
towns

e Higher academic scores of children

Comparison of 1999 Income Measures
Connecticut Family of Four
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FES Policies and Programs That Work

Severd federd and state programshave been shown to
improvethe economic security of low-incomeworking
parents. A dynamicfamily economic security strategy
contains several policy and program components,

including: (1) workforce preparation, (2) workforce
attachment and retention, (3) income support, and (4)

asset promotion and protection.

WorkforcePreparation and Attachment

Temporary Family Assistance (TFA)

Sincetheimplementation of welfarereformlegidation
in 1996, it has become obvious that some elements
of TFA do not work well. In particular, many parents
leaving TFA do so without a Graduate Equivalency
Diploma (GED) or the skills necessary to obtain
gainful employment. Whiletherewasadight shiftin
spending on employment and training opportunities
for TFA recipientsover the past few years, far more
of aninvestment isneeded, particularly ascompetition
for jobsescalates. TFA needsto promote GEDsand
improved employment and training opportunities. The
legislature needsto consider the current economic
climateand suspend timelimitationsfor TFA until the
economy recoversand jobsare available.

HUSKY A Health Insurance

Health insurance and health care costs are becoming
increasingly burdensomefor all Americans. Low-
income families, who have higher rates of chronic
illnessand disability than upper-incomefamilies, are
lesslikely to have adequate health care benefits.® As
in other states, Connecticut’s Medicaid child health
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Family Economic Security :

insurance program, or HUSKY A, has been very
effectivein providing comprehensveheslth caretolow-
income children that includes preventive servicessuch
aswdll childvists

Connecticut hasapplied for afedera waiver of Medicaid
minimum standardsthat would imposeapremiumon
families receiving HUSKY A whose earnings are
between 50% and 185% of thefederal poverty level.
Research clearly showsthat theimposition of premiums
directly resultsinthelossof hedth carecoveragebecause
familieswith suchlow incomecannot afford to pay them.

Itisestimated that almost 60,000 children and 27,000
parentsor pregnant motherswill loseheadthinsuranceif
thiswaiver isimplemented. Connecticut will betheonly
state to pass premium costs on to families below the
poverty level.” Connecticut |lawmakers should prevent
theimposition of HUSKY A premiumsby reversing
legidation passed by the General Assembly in2003.

Care 4 Kids Child Care Subsidies

Connecticut’sCare4 Kidsprogram hasalong history
of assisting working families with their child care
expenses. But in the past two legidative sessions,
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Policies and programs that work

lawmakers supported adrastic reductionin funding
and astaggering dropin enrollment. Care4 Kids
funding wasreduced from $121.5 millionin SFY
2001-2002 to aproposed $60.3 millionin the SFY
2004-2005 adjusted midterm budget. Prior cuts,
coupled with changes to program eligibility

guidelines, haveresulted in adrop in enrollment
from 39,000 to fewer than 20,000.

Working, non-TFA parentsthat |leave the Care 4
Kids program because of ajob lossor child care
problems arenolonger digiblefor thesubsdy. New
working non-TFA familieswhoaregpplyingfor thefirg
timeor thosewho areregpplying areput onawaiting
list. InFebruary 2004, thewaiting list for non-TFA
familieshad grownto 10,000 families(17,000 children).

TFA familiesa so have been affected; theincome
eligibility capfor thisgroup of familiesisnow 20%
|lower than the cut off for non-TFA families.®

Along with the negativeimpact to families, theloss
of substantive Care 4 Kidsfunding hasnegatively
affected the state’s School Readiness programsin
particular and the early careand education industry
ingeneral. School Readiness program grantsare
cal culated assuming they will be augmented by
Care4 Kidssubsidiesand parent fees.

Without Care4 Kids, School Readiness programs
areforced to cut back on the number of children
served. Many programsdo not havetheresources
towithstand thelossin funding that these budgetary
decisonsarecreating. The potential closing of cen-
ter and family child care programshas profound im-
plicationsfor Connecticut’'seconomy.

Connecticut legidatorsshouldreinstate Care4 Kids
funding to thelevel appropriated in the 2001-2002
Sate budget.
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Connecticut
Self-Sufficiency Standard

The Connecticut Self-Sufficiency
Sandard was first calculated in 1998 by
Diana Pearce of the University of
Washington as a series of individual budgets
for 12 regionsin the state, multiple family
sizes, and various ages of children.

Each budget provides a picture of the
minimum dollar amount needed to cover
basic family costs, including housing, child
care, food, transportation, health care,
taxes, and miscellaneous expenses.
Adjustments for receipt of the Earned
Income Tax Credit, the Child Care Tax
Credit, and the Child Tax Credit are also
included.

In 1998, the Connecticut Self-Sufficiency
Standard estimated that an income of
$35,604 was needed to pay for food,
housing, child care, transportation, health
care, taxes, and miscellaneous expensesfor
a family of three (two adults and a
preschooler) living in New Haven. In
contrast, the 1998 federal poverty level for
al citiesand townsin the continental United
States was $13,650 for afamily of three.

SOURCE: Pearce, D. & the State of Connecticut. (1999). The Self-
Sufficiency Standard for Connecticut, Summary Report.
Connecticut Office of Policy and Management.

Income Support

Food Stamps

Thefederal Food Stamp program providesalegitimate
safety net for low-incomefamiliesthat areunableto purchase
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nutritiousfood. Thepercentageof digible Connecticut
residentswho areenrolledin the program hashovered
at approximately 60% for the past few yearsand is
consistent with the national average.® Effortsby state
agenciesto improve accessto the program could
boost participation levels.

Minimum Wage

Connecticut’sminimumwagewasraisedto $7.10an
hour in January 2004. Whilethisamount may seem
generous compared to thefederal minimum wage of
$5.15an hour, it trand atesto an annua incomeof only
$14,768.

In contrast, when the 1998 Connecticut Sdlf-Sufficiency
Standard was ca culated, an annual incomeof $46,728
was needed to pay for basic necessities such asfood,
housing, child care, transportation, health care, taxes,
and mi scellaneous expensesfor afamily of four (two
adults, a preschooler, and an infant) living in New
Haven. 0

=
Photo courtesy of Hartford Area Habitat for Humanity.

Earned Income Tax Credit (EITC)

The Earned Income Tax Credit (EITC) isafedera
refundabletax credit that can provide as much as
$4,000 to working parentswho earn up to $34,692
annually. TheEITCisonly availabletothosewho are
inthelabor force, andtherefore, operatesasanincentive
towork.
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In 1997, over 48,000 residents of Greater Hartford
earned $65 millioninfederal dollarsfromthisprogram.
However, the IRS estimates that at least 25% of
available EITC dollarsgo unclaimed every year.

Alongwith the need toimprovethe number of workers
applying for thetax credit, administrative problemsaso
must beaddressed. Connecticut considersfedera EITC
paymentsasincomefor purposesof determining digibility
for sate benefits, suchas TFA. Thismeansthat aworker
who recevesthecredit may bedisqudified fromdigibility
from state programs. Thisis clearly counter to the
intention of Congressin creating the EITC, and the
legislature should require the state to discontinue the
practice,

Connecticut lawmakers also should consider

establishing astate EITC assevera stateshave done,
asastatetax credit would contribute $12.5 millionto
low-income working familiesin Greater Hartford
alonet

Asset Promotion and Protection

Individual Development Accounts (IDAs)

IDAs are matched savings accounts for low-income
familiesto build their investmentsand personal assets.
Savingsmay beusedfor thefirg-timepurchaseof ahome,
small businessstart up, job training or education costs,
car purchasefor employment, and first and last month’s
rent for aprimary resdence. Financial and assat-building
education and goal setting areimportant components of
IDA programs.

In 2000, the state | egislature passed a Connecticut
IDA initiative administered by the Department of
Labor. Between 2000 and 2002, Connecticut

invested $725,000 in the IDA program. However,
during the 2003 legislative session, the state

commitment was reduced to $400,000, and was
eliminated in the proposed SFY 05 budget. Program
funding should bereinstated and increased, given the
successof thisprogram.
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Homeownership

Building wedththrough homeownershipisanimportant
way that middle- and upper-incomefamiliesinvest their
money. Accordingto studies, parenta homeownership
reducesthelikelihood that teenage children will give
birth and drop out of school.*? The association of
homeownership to positive child outcomesfor very
young children also has been established by research.
Ananalysisof national datafound that when all other
attributes were accounted for, the children of

homeowners had higher math and reading scoresand
fewer behaviorad problemsthan did children of renters®®

Inaddition, in 2001, every $10 million of publicmoney
investedin affordabl e housing generated a most 2,000
new jobsnationally.*

Predatory Lending Prevention

Connecticut and severa other states haveinstituted
predatory lending lawsto stop theexploitation of low-
and middle-income consumers and homebuyers.

Because of itscomplexity, most low- and moderate-
income peoplewho qualify for thefederal EITC use
paidtax preparers. ThelRSestimatesthat |low-income
Connecticut residents paid over $20 million in tax
preparation feesin 2001, in part because many took
Refund Anticipation Loans(RALS), commonly called
“rapidrefunds,” torecelvetheir tax refundsand credits
faster. Theserefundsareactuadly short-termloansfor
whichthetax preparersarelegdly permitted to charge
interest ratesinexcessof 100% annudly. Connecticut’s
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General Assembly shouldfollow thelead of Minnesota's
legidature, which passed legidationrequiring tax preparers
to clearly inform peoplethe terms of theloan, and the
availability of therefund without aloanin 7-10 dayshby
filingeectronicdly withthelRS.

FES Actions for the 2004 Legislative
Session

The Connecticut General Assembly can take the
following actionsin 2004 to improve the economic
security of low-incomefamilies:

* Repeal changesto HUSKY enactedin
2003;

» Restore Care4 Kidsfunding and reopen
the programto low-incomeworking families;

» Allocate TANF/TFA bonusfundsfor child
care, workforce training, and other
programsthat work;

» Provide funding for the state Individual
Development Account program; and

* Requiretax preparersto clearly disclose
termsof tax Refund Anticipation Loans

Conclusion

In order to lessen theimpact of poverty on children and
families, low-income working parents need accessto
resourcesand support
to improve their
financid well-being.
Programsthet support
family economic
security have proven
to producesgnificant
return oninvestment
and hdpfamiliesbeforeacrisshgppens. Family Economic
Security programsreward work, guaranteethat families
aren't devastated by ilInessor disability, and increasethe
tax base. Aninvestmentinfamiliesisaninvesmentinthe
date’ seconomy.

For more information on the Connecticut
KIDS COUNT Project, call Jude Carroll,
Project Director at (860) 951-2212, ext. 240.
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