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ing in the buildup of unspent balances. The amount of those bal-
ances varies widely among states.

The Congressional Budget Office (CBO) basically projects that
spending for the Temporary Assistance for Needy Families (TANF)
program over the next few years will be flat, at about $12.5 billion,
and rise somewhat slowly thereafter, reaching $14.2 billion in
2002, and $19.4 billion in 2009. TANF spending, in our projections,
does not exceed the level of the block grant until 2006. According
to the Administration’s numbers, that year would be 2003. So they
are projecting a spending rate that is somewhat faster than CBO
is projecting.

As a result, surpluses or unspent balances will accumulate fur-
ther over the next several years, peaking in 2005, according to our
forecasts. Of course, any projection of spending in these and other
federal programs are subject to considerable uncertainty. There
was a very rapid and unexpected rise in spending for means-tested
programs in the early 1990s and a very rapid decrease from 1994
to 1998. The factors that caused the rapid rise and decline in
spending are not yet fully understood. So there is a lot of uncer-
tainty involved in the projections.

If caseloads begin to rise as a result of economic factors or other
conditions, much of the spending will, in essence, be federal spend-
ing because many of the states have surpluses that they will use
before they start digging further into their own pockets. So we
could see very substantial fluctuations in federal spending if eco-
nomic conditions or attitudes toward the programs changed.

Child care spending was a major focus in 1995 and 1996 as the
Personal Responsibility and Work Opportunity Act (PRWORA) was
being considered. A total of $4.5 billion was basically added to the
program over the 1997–2002 period. The spending of those funds
started off a little more slowly than we had expected but went very
quickly once the second-year moneys were available. States had ba-
sically spent their entire amount for that year. CBO therefore
projects that the moneys specifically dedicated for child care will be
expended over the next few years. There is no significant surplus
in that source of funds.

In addition to the mandatory moneys that are funded under
TANF and the child care entitlement to states, about a billion dol-
lars in discretionary funds is being provided annually for the Child
Care and Development Block Grant.

CBO projects that under current law, states will continue to ac-
cumulate sizable surpluses under the TANF program, overall.
Meanwhile, the states will exhaust federal funds provided exclu-
sively for child care services. Although States have great latitude
in directing TANF surpluses toward child care, so far they are not
doing so on a wide scale. Whether states’ priorities concerning
TANF funds will change now that the federal child care funding
has been fully tapped is not known.

[The prepared statement follows:]
Statement of Paul Cullinan, Unit Chief, Human Resources Cost Estimates

Unit, Budget Analysis Division, Congressional Budget Office
Madame Chairman and Members of the Subcommittee, thank you for the oppor-

tunity to discuss the Congressional Budget Office’s (CBO’s) spending projections for
the Temporary Assistance for Needy Families (TANF) program and for the federal
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child care programs. The projections, which have been revised slightly since the re-
lease of CBO’s budget outlook in January, will be published in a forthcoming report
on CBO’s reestimate of the President’s fiscal year 2000 budget.

PROJECTED SPENDING FOR TANF

As you know, TANF funding was established as a block grant to states under the
Personal Responsibility and Work Opportunity Reconciliation Act of 1996
(PRWORA), replacing the open-ended funding for Aid to Families with Dependent
Children (AFDC). The basic block grant totaled $16.5 billion annually through 2002,
with the amount allocated to each state based on the state’s spending history. The
grant provided additional funding for several other purposes such as bonuses for
good performance and reduced illegitimacy, grants to the territories and Indian
tribes, supplemental grants, and a contingency reserve. Funds allocated to states re-
main available to the states until spent.

The block grant amounts for most states have proved to be more than the states
could spend in the near term as AFDC and TANF caseloads dropped by 40 percent
from 1994 to 1998. Consequently, many states have accumulated sizable unspent
balances that are expected to grow in the next several years, although more slowly
than in the past. As of the end of 1998, states had not spent about 25 percent of
the overall TANF grants. States’ unspent balances varied widely. For example, Illi-
nois, Connecticut, and Maine had spent all or almost all of their TANF funds, but
Wyoming and Idaho had spent less than 20 percent of theirs.

PRWORA gave states much flexibility in determining how to use the block grant
funds. In addition to funding traditional cash welfare benefits, states received the
authority to transfer up to 10 percent of their TANF grant to the Social Services
Block Grant and up to 30 percent for child care programs (no more than 30 percent
of the total for both programs can be transferred). In addition, states could use
TANF funds for providing child care services under the TANF program activities.

According to preliminary reports from the Department of Health and Human
Services, in 1998 states transferred 4 percent of their TANF grant to the Child Care
and Development Block Grant and 7 percent to their Social Services Block Grant.
In addition, states spent 1.5 percent of overall TANF funding directly on child care,
with individual states spending between 0 and 30 percent of their 1998 TANF grant
on child care.

CBO projects that TANF outlays will total $12.6 billion in fiscal years 1999 and
2000, grow to $14.2 billion by 2002, and reach $19.4 billion by 2009. As indicated
in Table 1, annual federal outlays for TANF are not expected to exceed annual fund-
ing until 2006, at which time the states as a whole will begin to spend portions of
their balances accumulated from 1997 to 2005. CBO estimates that total unspent
balances will grow from $7.1 billion at the end of 1998 to $25.4 billion at the end
of 2005.

Of course, any spending projection involves considerable uncertainty. CBO and
other forecasters did not anticipate the rapid escalation of spending in programs
such as AFDC, Food Stamps, and Medicaid from 1989 to 1992 nor the speed at
which spending in those programs (or their successors) would decelerate or even de-
cline from 1994 to 1998. Given that history, policymakers should weigh any par-
ticular forecast cautiously before acting. Sharp changes in economic conditions like
those of the early 1980s and 1990s can quickly render any spending projections ob-
solete because unemployment can increase application rates for such programs and
the rate at which recipients leave the programs. Most states have large unspent
TANF balances; therefore, a sharp turnaround in the number of caseloads would,
in all likelihood, initially show up almost entirely as additional federal spending.

Table 1.—Temporary Assistance for Needy Families, CBO March 1999 Baseline
[By fiscal year, in billions of dollars]

Year Budget Authority Outlays Annual Unspent
Balance

Cumulative Unspent
Balance

1997a 13.4 9.7 3.7 3.7
1998a 16.7 13.3 3.4 7.1
1999 17.1 12.6 4.5 11.6
2000 17.1 12.6 4.5 16.1
2001 17.2 13.2 4.0 20.1
2002 16.8 14.2 2.7 22.8
2003 16.8 15.3 1.6 24.3
2004 16.8 16.0 0.9 25.2
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Table 1.—Temporary Assistance for Needy Families, CBO March 1999 Baseline—Continued
[By fiscal year, in billions of dollars]

Year Budget Authority Outlays Annual Unspent
Balance

Cumulative Unspent
Balance

2005 16.8 16.6 0.2 25.4
2006 16.8 17.3 ¥0.4 25.0
2007 16.8 18.0 ¥1.1 23.9
2008 16.8 18.7 ¥1.8 22.1
2009 16.8 19.4 ¥2.6 19.5

Source: Congressional Budget Office.
a Actual.

PROJECTED SPENDING FOR CHILD CARE PROGRAMS

Deliberations about welfare reform in 1995 and 1996 raised concern about the
adequacy of funding for the child care services required by welfare recipients and
other low-income families as welfare programs focused increasingly on work activi-
ties. Consequently, PRWORA included a substantial increase—$4.5 billion—in man-
datory funding for child care services during the 1997–2002 period. Although child
care outlays in 1997 fell $237 million short of CBO’s original estimates, spending
in 1998 slightly exceeded the PRWORA estimates. CBO now projects that the states
will fully absorb all of the budgetary resources provided explicitly for child care
services beginning in 1999 (see Table 2).

In addition to the Child Care Entitlement to States program, the federal govern-
ment annually provides states with $1 billion in discretionary child care funding
through the Child Care and Development Block Grant. The block grant funds, origi-
nally authorized in 1990, are directed toward providing services to low-income fami-
lies and supporting quality child care activities. Although spending under the block
grant grew slowly in the early 1990s, in more recent years the states have essen-
tially drawn the entire amount of the block grant—a pattern that CBO expects will
continue.

Table 2.—Child Care Entitlement to States, CBO March 1999 Baseline
[By fiscal year, in billions of dollars)

Year Budget Authority Outlays

1999 2.2 2.4
2000 2.4 2.4
2001 2.6 2.5
2002 2.7 2.7
2003 2.7 2.7
2004 2.7 2.7
2005 2.7 2.7
2006 2.7 2.7
2007 2.7 2.7
2008 2.7 2.7
2009 2.7 2.7

Source: Congressional Budget Office.

The President’s fiscal year 2000 budget includes several proposals to expand child
care funding. One proposal would provide supplemental matching funds under the
Child Care Entitlement to States program, allowing states to offer additional child
care subsidies and activities to improve the quality of child care. Another proposal
would create an early-learning fund that would provide grants to communities for
activities aimed at improving the quality of child care for children under age 6. As-
suming that the states would have to contribute 20 percent of the total funding for
each program, CBO estimates that outlays would be $1.0 billion in 2000 and $9.4
billion from 2000 to 2004.

CONCLUDING REMARKS

CBO projects that under current law, states will continue to accumulate sizable
surpluses under the TANF program overall. Meanwhile, the states will exhaust fed-
eral funds provided exclusively for child care services. Although states have great
latitude in directing TANF surpluses toward child care, so far they are not doing
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so on a wide scale. Whether state priorities concerning TANF funds will change now
that the federal child care funding has been fully tapped is unknown.

f

Chairman JOHNSON of Connecticut. Thank you very much. I ap-
preciate your full statements. I appreciate your testimony. I want
to get this a little clearer. Mr. Falk, you said that the States have
obligated more than half of the TANF funds.

Mr. FALK. Of what is unspent—unspent TANF funds. Of the $6
billion, States have obligated a little more than $3 billion.

Chairman JOHNSON of Connecticut. I see, of the unspent TANF
funds. So there is $3 billion that is not obligated or spent?

Mr. FALK. Correct.
Chairman JOHNSON of Connecticut. Does your work bring you

into any contact as to why that might be?
Mr. FALK. Why that may be? First of all, Congress did give

States the choice to reserve TANF grants. I think we have to think
that some of these unspent balances result from the States taking
that choice, and choosing to reserve some TANF grants for the fu-
ture.

Chairman JOHNSON of Connecticut. Is there any requirement
that they notify you if they are doing that? Or do we have any way
of knowing that that’s what they are thinking?

Mr. FALK. No. Actually, in terms of explicit rainy-day funds, the
information is somewhat sketchy. We did have something from the
National Governors’ Association, last year, that talked about a few
States committing some funds explicitly to a rainy-day fund; but as
I said, the information there was quite sketchy. They don’t have to
report it, nor do they have to explicitly do it. They could just leave
it as unobligated if they wish and that becomes implicitly a rainy-
day fund.

Chairman JOHNSON of Connecticut. Are there other instances in
other departments or other programs where they can explicitly, in
a sense, obligate funds for a rainy-day fund?

Mr. FALK. I don’t know whether even in TANF, given the defini-
tion of obligation, putting money aside or earmarking money for a
rainy-day fund would constitute an obligated fund.

Chairman JOHNSON of Connecticut. I don’t think it does now. I
think that would be an improvement in our law, if we have a
chance to make it. Are there other programs you know about that
allow states to count money saved for a rainy day as obligated?

Mr. FALK. To my knowledge, I don’t know of any.
Chairman JOHNSON of Connecticut. So we don’t know how much

of the $3 billion that is unobligated and unspent has been identi-
fied by State bodies as being reserved.

Mr. FALK. Earmarked specifically for rainy-day funds? No.
Chairman JOHNSON of Connecticut. OK. Thank you. Mr.

Cullinan, I think, the way I understand your testimony, you are
saying that the States are spending all of their specifically child
care funds under TANF.

Mr. CULLINAN. Yes. That is correct.
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