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The Cliff Effects 
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Figure 1. The Cliff Effect: How Net Resources Change as Earnings Increase, Statewide Average — Current Law 
 

Single Parent with One Child                                                     Married Couple (Both Working) with Two Children 
 

!!!
Source: The Cost of Living in Iowa, 2014 Edition. 

Basic Needs Budget 
!

IPP’s Cost of Living in Iowa builds 
basic-needs budgets for various 
family types. These budgets 
represent a frugal living standard 
for what is needed to “survive,” 
not to “thrive.” This allows for rent, 
utilities, food prepared at home, 
child care, health care, 
transportation, clothing and other 
household necessities. It does not 
include savings, loan payments, 
education expenses, vacation or 
any entertainment, or meals 
outside the home. Budgets show 
the before-tax income for a family 
to meet basic needs without 
public assistance or work 
supports, and the hourly full-time 
wage needed to produce that 
level of annual income.   
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Figure 2. The Cliff Effect: How Net Resources Change as Earnings Increase, State Average — 175 Percent Option 
Eligibility Ceiling Raised to 175 Percent of Poverty, with Existing Co-pay Schedule 
 
Single Parent with One Child                                                    Married Couple (Both Working) with Two Children 
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Making the Cliff Effect Disappear 
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Figure 3. The Cliff Effect: How Net Resources Change as Earnings Increase, State Average — 200 Percent Option 
Eligibility Ceiling Raised to 200 Percent of Poverty, Modified Co-pay Schedule 
 
Single Parent with One Child                                                  Married Couple (Both Working) with Two Children 
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Conclusions 
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lower the basic needs budget somewhat, it would not affect the size of the cliff effects, or the wage levels at which they occur, in the 
illustrations that follow. The Cost of Living in Iowa, 2014 Edition, has basic family budgets for families with employer-sponsored insurance. 
6 Rules for all programs are based on eligibility criteria and benefit levels in effect for Fiscal Year 2014 (including the recent cuts to SNAP), 
or calendar 2014 in the case of health programs. The availability of health insurance through the employer would lower the basic needs 
budget somewhat, but would not affect the size of the cliff effects, or the wage levels at which they occur, in the illustrations that follow. 
7See the report Bridging the Gaps in Iowa, June 2007, at http://www.iowapolicyproject.org/2007docs/070626-BTG_Report.pdf  
8 Loss of TANF benefits occurs at a much lower level of earnings – about $10,800 annually, or 70 percent of poverty, for the single parent.  
9 The loss of $5,003 in child care assistance as income rises from $22,400 to $22,500 is offset by the $100 increase in earnings but only 
trivial increases in other benefits, leaving a loss of net resources of $4,890. The federal child and dependent care credit rises just $10, 
while the state credit is unchanged because the credit was already maxed out at an income level of $22,400.   
10 The $9,107 loss in child care assistance as income rises to 145 percent of poverty (from $34,000 to $34,200) is offset by the $200 in 
greater earnings but tax credits increase only trivially, leaving a net loss of disposable income of $8,905. The federal child and dependent 
care credit rises $20, but the Iowa credit is unchanged, while gross taxes increase slightly. 
11 Once a family’s income reaches 100 percent of Federal Poverty Guidelines, a co-pay schedule takes effect where families begin to pay 
part of the cost of child care. The family contribution is based on the number of “units” of child care, with one unit equal to a half day. To 
determine the family’s contribution to the cost of child care, the units are multiplied by a “unit fee.” The unit fee, and hence the family 
contribution, increases as household income increases. For a married couple with two children and total income at 125 percent of poverty, 
for example, the unit fee would be $2.20 for one child in care. The unit fee increases by 25 cents for each additional child in care, up to 
three. If both children in our example were in child care, then, the family would pay a unit fee of $2.45. The number of units for the child 
receiving the most hours of care is multiplied by the unit fee to determine the total cost to the family.  
12 As family income rises from 145 to just under 200 percent of poverty, for a family with two children in care the state share of costs under 
the current unit fee schedule declines from 83 percent to 68 percent (average about 75 percent). Under the alternative schedule it declines 
from 83 percent to about 8 percent. For a family with one pre-schooler in care, the state share falls from 74 percent to 51 percent as 
income rises from 145 to 200 percent of poverty under the current schedule, but would fall from 74 percent to near zero in our alternative. 


