POLICY REPORT March 25, 2021

WHAT AND HOW MUCH WILL TENNESSEE GET
FROM THE AMERICAN RESCUE PLAN?

The American Rescue Plan is the largest of six federal funding packages passed since the COVID-19
pandemic began last year (Figure 1). (1) (2) (3) (4) (5) The first five are already bringing at least $9
billion to Tennessee state government, and tens of billions more have gone to residents, businesses,
and communities across the state. This latest package will bring another large wave of federal funding
that state and local policymakers can use over the next three to four years to address short- and/or
long-term challenges.

This report summarizes new federal aid available to Tennessee under the American Rescue Plan (ARP),
including the amounts, allowable uses, and what it means for households, businesses, and state and
local governments.

KEY TAKEAWAYS

e The American Rescue Plan could bring $20-30 billion into Tennessee on top of about $35 billion
already committed by five other federal funding packages approved since March 2020.

e This unprecedented influx of one-time federal money poses opportunities and challenges for
state policymakers to control the pandemic, repair its economic damage, and make long-term
investments.

¢ Some of the more significant areas of funding include:

o Flexible aid to state and local governments.

Extensions of many existing unemployment compensation policies from previous COVID
relief packages.

Recovery payments directly to individuals.

One-year expansion of a number of tax credits for families and low-income workers.
More resources for COVID-19 testing, vaccines, and emergency response.

Additional subsidies and funding to expand access to health insurance coverage.
Targeted relief for a number of public and private sector industries the pandemic has hit
especially hard.

O O O O O

o Funding for dozens of housing and social service programs related to various economic
effects of the pandemic.
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Figure 1. The ARP Accounts for 36% of the $5.2 Trillion in New

Federal Funding Passed Since the COVID-19 Pandemic Began
Estimated 10-Year Net Impact on Federal Spending

$1,875B
$1,721B

$192B $483B
g8 —
Coronavirus Families First Coronavirus Aid, Paycheck Protection COVID-related American Rescue Plan
Preparedness and  Coronavirus Response Relief, and Economic  Program and Health provisions of the Act of 2021
Response Act Security (CARES) Act Care Enhancement Act Consolidated (Mar 2021)
Supplemental (Mar 2020) (Mar 2020) (Apr 2020) Appropriations Act of
Appropriations Act 2021
(Mar 2020) (Dec 2020)

Source: Congressional Budget Office estimates (1) (2) (3) (4) (5)

Overview of the American Rescue Plan

The ARP increases federal spending by an estimated $1.9 trillion to fund dozens of programs
across hundreds of provisions. Many key pieces of the package repeat, extend, or expand programs
and services first included in past coronavirus relief packages. The majority of the ARP money is
targeted to individuals and state and local governments (Figure 2):

e Recovery Payments to Individuals - $412 billion (22%) for another round of direct payments
to individuals.

o Fiscal Aid to State & Local Governments - $362 billion (20%) in flexible fiscal aid to both
state and local governments.

¢ Unemployment Compensation - $234 billion (13%) to extend prior COVID-related
unemployment compensation benefits.

e Education - $170 billion (9%) for K-12 and higher education.

e Tax Credits - $155 billion (8%) for tax credits to individuals and businesses for things like child
care and paid leave.

e COVID-19 Response - $140 billion (8%) for testing, vaccinations, and emergency response
directly related to COVID-19.

e Other Health Care - $127 billion (7%) in support for health care providers and expanded
access to health care and coverage.

e Social Services - $109 billion (6%) for housing and social services like the supplemental
nutrition assistance program and rental assistance.

e Targeted Industry Relief - $104 billion (6%) in targeted relief for impacted industries like
restaurants, venues, transit, and air travel.

The new law could bring $20-30 billion into Tennessee on top of about $35 billion already
committed by prior funding packages. (6) (5) The sections that follow summarize and provide
additional context for some of the larger investments the state can expect to see and what they could
mean for residents, businesses, and communities.
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Figure 2. Most ARP Funds Are Targeted to Individuals and State and

Local Governments
Net Federal Spending Under the American Rescue Plan by Purpose (FFYs 2021-2030)

Recovery Payments to Individuals (22%) Fiscal Aid to State & Local Gov'ts (20%)

$362B

Other* (2%) m-‘_\

Targeted Relief for Impacted Industries (6%) $104B

$109B

9%V 3 Unemployment
Compensation (13%)

Housing & Social Services (6%)
Education (9%)
General Health Care Access & Support (7%)
$140B| $155B
COVID-Related Health Care & Emergency Response (8%) Tax Credits (8%)
*Includes the net effect of provisions that increase federal revenues
Source: The Sycamore Institute’s analysis of information from the Congressional Budget Office (5)

The Big Picture

This unprecedented influx of one-time federal money poses opportunities and challenges for
Tennessee policymakers to control the pandemic, repair its economic damage, and make long-term
investments.

Figure 3. COVID-19 Cases in Tennessee Have Fallen Since December

as Vaccinations Increase
Tennessee’s COVID-19 Metrics Through March 24, 2021

2,343,777

7-Day Avg. COVID-19 Cases——— >9,000
7-Day Positivity Rate

28%
Shots in Arms

830,286

People
Fully-Vaccinated

&

Source: Tennessee Department of Health (7)

Control the Pandemic

Reducing the spread of COVID-19 remains the single most important thing policymakers can do
to expedite a full economic recovery. Consumer spending data show concern about the virus'
spread likely did more than anything else to reduce demand last spring and summer, especially in the
hard hit leisure and hospitality sector (e.g. restaurants, bars, performance venues, tourist attractions).
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Overall, COVID vaccinations in Tennessee are increasing, and case numbers have fallen back to the

levels of last summer and early fall (Figure 3). The ARP gives states substantial funding to help those
trends continue - including sustained money for testing, contact tracing, vaccinations, and a host of

mitigation strategies as businesses and schools continue to reopen.

Repair Its Economic Damage

For the hardest-hit Tennesseans still in need of relief, new federal funding could provide a
bridge to the post-pandemic economy. Many measures of Tennessee’s economy and fiscal health
give cause for optimism, but leisure, hospitality, and low-wage jobs remain about 20% below pre-
pandemic levels (Figure 4). Small businesses and lower-income households may have an especially
hard time recovering. The longer demand remains low, the greater the chance for long-term economic
damage from business closures and job losses without additional support.

Figure 4. Leisure, Hospitality, and Low-Wage Jobs Are Doing Much

Worse than the Rest of Tennessee’s Economy
Daily Change in Employment in Tennessee vs. Jan 2020 by Sector/ Job Income (Jan 2020-Jan 2021)
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50% /-20.7% Leisure & Hospitality 50% /-18.4% Low-Income (<$27K)
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>
Note: Figures are not seasonlly-adjusted.
Source: Opportunity Insights Economic Tracker (8)

Make Long-Term Investments

Much of this funding is flexible enough that policymakers could spend it on a range of long-term
challenges that affect health and prosperity in Tennessee. Prioritizing these more forward-looking
issues could help to put the state in a stronger position for the future.

Tennessee could use this money to assess its public health response to the pandemic and better
prepare for future challenges. Some state policymakers are already considering changes to the
organization of Tennessee's public health system in light of COVID-19 experiences. The ARP could
provide extra resources to take a comprehensive look at the state’s public health infrastructure to

identify lessons learned, strengths, weaknesses, and potential improvements.

ARP resources could also support overdue investments in infrastructure and technology. For
example, data and tech improvements could help policymakers better track, manage, and ensure
access to the various programs and systems affected by the pandemic (e.g. telehealth for TennCare
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enrollees, electronic health records for incarcerated individuals, court and correction systems data).
State, local, and school district grants can also be used for certain types of physical infrastructure. In
the Tennessee Advisory Commission on Intergovernmental Affairs’ (TACIR) inventory of infrastructure
needs for 2019-2023, state and local officials identified projects - some already funded and underway
- totaling (9):

e $5.2 billion for public school renovations.
e $5.0 billion for water and wastewater systems.
e $13.5 million for broadband internet.

In addition, policymakers could fund pilot projects that inform efforts to help Tennesseans
improve their health and economic resilience. As a state, we have high rates of many chronic
conditions and health behaviors that increase the risk of severe illness from COVID-19 - like smoking,
obesity, heart and kidney disease, and Type 2 diabetes. (10) In the last year, many Tennesseans also
struggled to pay their housing, food, and other bills - with missed payments reported at higher rates
than national pre-pandemic numbers (Figure 5). (11) (12) These residents’ health and financial
challenges will have repercussions for themselves and our broader economy. Using ARP funds,

policymakers could test innovative ways to help people achieve better health outcomes and greater
economic security.

Figure 5. At Least 1 in 6 Tennesseans Had Trouble Paying Their Bills
in 2020

Est. of Tennesseans with Financial Challenges Based on Tennessee Pulse Survey Responses (2020)

Pre-Pandemic
(U.S. Adults)

18%

| 16%
w/ unpaid/partially Missed/will soon miss paying a bill 14%
0

Been unable to pay for groceries

paid bills*

12%
10%

8%
w/ unpaid/partially Missed/will soon miss mortgage/rent

paid rent/mortgage 6%

o 4%
2%
0%

Oct May Early Late Jul Aug Sept Oct Nov

2019 Jun Jun

*Excludes utilities and rent/mortgage.
Source: University of Tennessee (11) and the U.S. Federal Reserve (12)
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Challenges Facing State and Local Officials
State and local recipients of new federal aid will face challenges as they plan how and when to
spend this influx of money. Some of the issues and considerations include:

¢ Finite Funding - ARP funds are one-time money that - in some cases - policymakers can
spend over several years. Officials will have to figure out ways to deploy these finite resources
in ways that help them achieve their recovery goals without creating future unfunded
obligations.

e Overlap and Duplication - State, county, and municipal fiscal aid funds can all be used for the
same set of purposes. Meanwhile, several federal funding sources overlap in their coverage of
COVID-19-related expenses (e.g. FEMA reimbursement, state and local fiscal aid, K-12
education relief, testing and vaccine funding). To make the most impact with the greatest
efficiency and least duplication, different levels of government will need to carefully plan and
coordinate together. This may prove quite challenging given the number of local governments
involved (95 counties and 340 municipalities) - as well as the various rules and complexities of
all the relevant federal agencies.

¢ Administrative Challenges - Depending on policymakers’ goals, some approaches could
raise more administrative challenges and burdens than others - especially since state
governments cannot use this money to offset tax cuts. For example, creating new programs
instead of using existing services, grant opportunities, or the tax code could require needs
assessments, applications, and other processes that impede the timely distribution of funds.
Officials may also want to reserve some funds to cover the costs of accounting for and
evaluating the effectiveness of their spending.

¢ Meeting Federal Requirements - The complexities involved with adhering to various federal
rules could create challenges at all levels of government. For example, evolving guidelines can
make it hard for state and local officials to plan. The Coronavirus Relief Fund (an earlier round
of flexible funding to states) initially covered relevant expenses incurred before December 31,
2020. Federal regulators then updated the eligibility requirements multiple times - most
recently in late November. (13) (14) (15) (16) (17) (18) (19) Finally, just three days before the
funds were set to expire, Congress made them available for an additional year.

The new federal funding will almost certainly affect the state’s FY 2022 budget process. The
American Rescue Plan provides money for many of the same state-funded initiatives proposed by

Governor Lee - including for broadband and other infrastructure, technology improvements, and
learning loss initiatives. As a result, we may see changes to the governor’s budget recommendation as
the legislature works on it in the coming weeks.
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Figure 6. Tennessee’s State and Local Governments Will Get
$6.3 Billion in Flexible Funding from ARP

Estimated Allocation of Tennessee’s State and Local Fiscal Aid under the American Rescue Plan

County Governments (95)
$1,324M
(21%)

$513M
(8%)
State Government* $4,038M $431M

(647%) (7%) ' Other Cities & Towns** (325)

Large Cities (15)

*$217M of the state government's allocation must be used for capital projects

** All funds in this category may not be awarded as allocations to non-metropolitan municipalities are capped at
75% of annual budget.

Source: U.S. Senate Democratic Caucus (20)

Flexible Aid for State and Local Governments

Tennessee is slated to receive a total of $6.3 billion from the ARP in flexible funding for state
and local governments (Figure 6). (20) Under a prior round of flexible funding from the Coronavirus
Relief Fund, a total of $2.6 billion was distributed only to state government ($2.4 billion) and the state’s
three largest local governments ($285 million total).

Local government allocations are based on either population or an existing federal funding
formula. The Coronavirus Relief Fund created last year gave direct funding to just three local
governments in Tennessee - Metro Nashville-Davidson County, Memphis, and Shelby County. ARP, on
the other hand, will send money to every county government in the state and most municipalities. The
most populated counties will get the largest allocations (Figure 7), while counties with a high share of
residents served by municipal or metropolitan governments will get the most per capita (Figures 8)
(20):

¢ County Governments - 95 grants ranging from $98,000 for Pickett County to $182 million for
Shelby based on population.

e Metropolitan Cities - 15 grants ranging from $5 million for Bristol in Sullivan County to $168
million for Memphis in Shelby County based on a formula that accounts for population,
poverty, and housing."

e Other Cities and Towns - 325 grants ranging from $23,000 for Cottage Grove in Henry
County to $16 million for Bartlett in Shelby County based on population. These grants will be
administered by the state and capped at 75% of each municipality’s most recent annual
budget. As a result, some of these funds may be returned to the federal government. (22) For
example, the $24,000 estimated grant for Saulsbury in Hardeman County exceeds the cap
since the town had about$27,000 in revenue and $20,000 in expenses in FY 2020. (23)
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Figure 7. Tennessee’s Most Populated Counties Get the Most Money

from ARP'’s Aid to Local Governments
American Rescue Plan Estimated Allocations to County and Municipal Gov’ts by County (Total)

A Total Allocation:
<$5M
$5-10M

5 Largest: 5 Smallest: $10-20M

1. Shelby $400M 91. Perry $2.1M $20-50M

T s oo remeosk st #50-100M
. KNOX . Hancoc .

4. Hamilton $131M 94. Van Buren $1.6M $100-300M

5. Rutherford $111M 95. Pickett $1.2M >$300M

Note: Allocations represent preliminary estimates and do not factor in the cap on grants to smaller municipalities
at 75% of their annual budgets. For the purposes of this illustration, grants to municipalities that cross county lines
appear in the county with most of the city’s land or buildings.

Source: The Sycamore Institute’s analysis of information from the U.S. Senate and Census Bureau

Figure 8. Counties Where Most People Live in Cities & Towns Will
Get the Most per Capita from ARP's Local Government Grants

American Rescue Plan Estimated Allocations to County and Municipal Gov’ts by County (Per Capita)

5 Largest: 5 Smallest: .

1. DeKalb $493 91. Polk $227 Total Allocation

2. Trousdale $462 92. Bledsoe $225 $152 Per Capita: $493
3. Moore $462 93. Jackson $216

4 Shelby 5426 % Morgan 5215 [
5. lLake $408 95. Decatur $152

Note: Allocations represent preliminary estimates and do not factor in the cap on grants to smaller municipalities
at 75% of their annual budgets. For the purposes of this illustration, grants to municipalities that cross county lines
appear in the county with most of the city’s land or buildings.

Source: The Sycamore Institute’s analysis of information from the U.S. Senate and Census Bureau

State and local officials will have wide discretion in how they spend this money over the next
four years. The state allocation includes $217 million to use without a time limit on capital projects that
“enable work, education, and health monitoring in response to COVID-19.” (24) (25) State and local
governments must use all other ARP grant money on expenses incurred before December 31, 2024 on
the following (22) (24):

8 SycamorelnstituteTN.org



POLICY REPORT What and How Much Will Tennessee Get from the American Rescue Plan?

e Costs directly related to COVID's health and economic effects, including assistance to affected
households, relief for small businesses and industries hurt by the pandemic, and aid to
nonprofits.

e Premium pay for essential government employees.

e |nvestments in broadband, water, or sewer infrastructure.

e Offsetting a drop in tax revenue from one fiscal year to the next. (22)

Tennessee state government and many localities may not meet the criteria for using these funds
to replace lost revenue. Despite dire projections early in the pandemic, Tennessee's total tax
collections continue to grow (Figure 9). While a handful of counties saw local sales tax collections fall
early on (Figure 10), nearly all were well above pre-pandemic levels by January 2021 (Figure 11). (26)
The Biden administration may provide additional guidance on how to define revenue losses for this
purpose (e.g. in total or by specific tax? adjusted for inflation? independent of tax changes that might
have increased revenues over the prior years?).

Figure 9. Tennessee’s Better-Than-Expected Tax Collections Are On-

Track for Annual Growth
Tennessee Department of Revenue Tax Collections (FYs 2018-2021)

$16.5 Actual Trajectory as of Feb '21*

."'; Feb ‘20 Pre-Pandemic Projections

$16.0
.wunns Feb ‘21 Updated Projections*
23155
E
$15.0
° [ ]
“*., Jun ‘20 Mid-Pandemic Projections*
$14.5
$14.0

FY 2018 FY 2019 FY 2020 FY 2021

*Reflect the effect of changes in law aimed at increasing the state’s online sales tax collections.
Source: Information from the FYs 2020-2022 State Budgets (27), the State Funding Board, and the Tennessee
Department of Finance and Administration (28)
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Figure 10. Early in the Pandemic, Local Sales Tax Collections Fell in a

Handful of Tennessee Counties
Local Option Sales Tax Collections by County (May 2020 vs. May 2019)
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3. Perry 47% 3. Davidson -22% 30-40%
4. Cannon 43% 4. Blount -13% °
5. White 43% 5. Hamilton -10% >40%

Note: Does not control for the effects of any local option sales tax increaseor changes to how the state distributes
online sales tax collections after October 1, 2019. (29)
Source: The Sycamore Institute’s analysis of information from the Tennessee Department of Revenue (26)

Figure 11. By January 2021, Almost Every Tennessee County Had
Local Sales Tax Collections Well Above Pre-Pandemic Levels
Local Option Sales Tax Collections by County (January 2021 vs. January 2020)
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1. Van Buren 60% 1. Montgomery -3% 20-25%
2. Fayette 53% 25-30%
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Note: Does not control for the effects of any local option sales tax increase.
Source: The Sycamore Institute’s analysis of information from the Tennessee Department of Revenue (26)

Comparing Tennessee's revenue situation to other states’ is challenging. Real-time data for all 50
states are largely unavailable. There are also many ways to assess each state's fiscal situation. For
example, reporting and other analyses have attempted to compare revenues to prior years, to pre-
pandemic projections, to post-pandemic projections, and to budgeted revenues. Overall, it appears
that states’ fiscal situations are a mixed bag. For example:
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Across all 50 states last fall, expectations for general fund revenues were down 10.8% from
pre-pandemic forecasts for FY 2021 and 4.4% for FY 2020. However, 18 states reported that FY
2021 revenues were coming in better than expected. (30)

Adjusting for inflation, FY 2020 tax collections fell in 43 states compared to the prior year.
Tennessee had one of the smallest declines. (31)

Tennessee is among 23 states whose tax collections for March 2020-January 2021 were larger
than what was collected in the year prior. (32)

State government cannot use ARP money to offset new tax cuts or to fund pensions. States
cannot use the funds to offset the loss of revenues from any change made between March 3, 2021 and
September 30, 2023 - legal or administrative - that cuts state taxes. This includes tax rate reductions,
rebates, deductions, and credits. (22)

Unemployment Compensation
The American Rescue Plan extends many existing unemployment insurance (Ul) policies from
previous COVID relief packages. It includes federal funding through September 6, 2021 for the

following provisions - many of which were set to expire on March 14, 2021 (unless otherwise noted)
(Figure 12)(33) (34) (24) (35) (36) (37) (38):

Federal Pandemic Unemployment Compensation (FPUC) - An additional $300 per week for
those receiving Ul. Congress reauthorized FPUC at this level in late December 2020 after
initially providing an additional $600 per week from April-July 2020.

Pandemic Unemployment Assistance (PUA) - $300 per week for up to 79 weeks for
unemployed workers who arent normally eligible for Ul (e.g. self-employed, part-time
workers). The CARES Act made PUA available for up to 39 weeks, and the December 2020
relief package extended it to 50 weeks.

Pandemic Emergency Unemployment Compensation (PEUC) - Up to 53 additional weeks of
Ul benefits for those who exhaust their 26 weeks of regular Ul. The CARES Act funded PEUC
for up to 13 weeks, which was increased to 24 weeks in December 2020.

Extended Benefits (EB) - Money to cover states’ 50% share of up to 13 weeks of extended
benefits if workers exhaust their 26 weeks of regular Ul while unemployment in their state is
unusually high.

Waiting Week - Fully reimburses states for waiving the 1-week waiting period for Ul recipients
retroactively to the beginning of 2021. Prior federal aid included 100% reimbursement
through the end of 2020, when the amount dropped to 50%.

Benefit Tax Exclusion - Excludes up to $10,200 of unemployment benefits from federal
taxable income for households earning less than $150,000.
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Figure 12. ARP Extends Multiple Paths to Additional Unemployment
Benefits Through September 6, 2021

The American Rescue Plan provides federal funding for FPUC, PUA, PEUC, & EB through Sept. 6, 2021

Extended Benefits (EB)
up to 13 weeks if certain
state unemployment rate

criteria are met

Pandemic Emergency
Unemployment Compensation (PEUC)

Unemployed,
Eligibl e for Ul up to 53 weeks through September 6, 2021

Federal Pandemic Unemployment Compensation (FPUC)
+$300 /week through September 6, 2021

Pandemic Unemployment Assistance (PUA)
Unemployed, up to 79 weeks through September 6, 2021

Ineligible for Ul

FPUC
+$300 /week through September 6, 2021

Source: U.S. House Committee on Ways & Means, U.S. Senate Democratic Caucus, and National Conference of
State Legislators (33) (34) (24) (35)

The number of unemployed Tennesseans on Ul is still higher than before the pandemic began
(Figure 13). After spiking to historically high levels in the early months of the COVID-19 pandemic,
new and continuing claims began to fall. At the end of February, however, continuing claims remained
nearly twice the level of one year earlier. New claims were nearly five times higher. (39) (40)

Figure 13. Unemployment Claims Have Fallen in Tennessee but
Remain Above Pre-Pandemic Levels

New and Continued Weekly Unemployment Compensation Claims in Tennessee (Nov 2019-Feb 2021)
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Source: U.S. Department of Labor (39) and Tennessee Department of Labor and Workforce Development (40)

Direct Recovery Payments

The ARP includes a third round of direct relief payments to individuals of up to $1,400 for each
adult and dependent. (34) (24) Payment amounts will phase down to zero for individuals making
$75,000-$80,000 based on their 2019 or 2020 tax returns. About 3.2 million Tennessee households
will get an estimated $8.2 billion. (41) The first round of direct relief paid up to $1,200 per adult and
$500 per child. (42) The second was up to $600 per person and child. (43)
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Tax Credits for Families and Low-Income Workers

The latest relief package expands a number of tax credits for families and low-income workers
for 2021. These include (35):

e Earned Income Tax Credit (EITC) - Increases and expands the EITC for low-income working
adults without children. In 2021, the maximum credit will increase from $543 to $1,502. It also
and expands eligibility to include adults ages 19-24 and over 65, as well as those with incomes
slightly above the current $16,000 maximum. In 2020, about 604,000 Tennessee households
claimed about $2,550 each from the EITC, on average. (44) An estimated 395,000 additional
Tennesseans will qualify for the EITC under this provision. (45)

As a refundable tax credit on a portion of workers’ incomes, the EITC effectively raises the
earnings of eligible low- and moderate-income adults. Researchers generally agree that the
EITC incentivizes work and reduces poverty, but the income limits and credit size have
traditionally been less generous for childless workers (Figure 14). (46)

e Child Tax Credit - Increases the federal tax credit for dependent children from $2,000 per
child to $3,000-$3,600 depending on the child’s age and boosts the maximum child age from
16 to 17. By making the credit fully refundable, it also allows individuals with little or no income
tax liability to receive a tax refund of up to the maximum credit amount. Eligible families can
also opt to get up to half of their credit in monthly installments. Some have likened the
expansion to “child allowance” policies which vary in detail but generally include regular
payments to families with children.

e Child Care Tax Credit - Boosts the maximum tax credit available for child care expenses from
$1,050 for one child and $2,100 for two or more to $4,000 and $8,000, respectively, and
makes the credit fully refundable.

Figure 14. Historically, the Federal EITC Has Been More Generous for

Workers with Children
Federal Earned Income Tax Credit (EITC) Eligibility w/out Changes in the American Rescue Plan (2020)

Maximum Income Maximum Credit
(in Thousands) $6,728
$5,980
Joint
. Filer $3,618
Single
Filer
$543
[ |
Childless 1 Child 2 Children 3+ Children Childless 1 Child 2 Children 3+ Children |
Workers Working Families Workers Working Families

Source: U.S. Internal Revenue Service (47)
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Figure 15. Tennessee Has the 9t Highest Overall and Child Poverty

Rates in the Country
Poverty Rates by State (2019)

Overall Poverty Rate 1;";0
U.S.12.3%

TN:
Child Poverty Rate 19.7%
U.S. 16.8%

Source: 2019 American Community Survey (48)

These provisions are expected to reduce Tennessee’s high rates of poverty. In 2019, 13.9% of all
state residents and 19.7% of all children lived in households with incomes under the poverty - the 9th
highest rates in the country (Figure 15). (48) Refundable tax credits like the EITC and other public
assistance (e.g. Ul, temporary assistance for needy families) already reduce Tennessee's official poverty
rate by an estimated 10% every year. (49) Available estimates forecast that the expansion of the tax
credits above could further reduce Tennessee's child poverty rate by between 30%-45%. (50) (45)

Each of these tax credits come with potential trade-offs. For example, the EITC has an unusually
high rate of improper payments to people who are not actually eligible, which some attribute to its
complex eligibility criteria. (51) (52) There is also concern that these credits can create undesirable or
suboptimal incentives. The child tax credit, for example, is not linked to employment and so may
discourage work. (53) Both credits could also better incentivize married households. And while the
EITC encourages recipients to enter the workforce, it does not have the same effect on second earners
in a family or encourage working more hours. (54) (55)

Education

The American Rescue Plan repeats and increases education funding from prior relief packages.
Tennessee's is expected to receive a total of $3.3 billion, including (56):

e K-12 Public Education - $2.5 billion from the Elementary and Secondary School Emergency
Relief Fund (ESSER). (56) At least 90% of the funds will be distributed to local school districts,
which must spend at least 20% to address learning losses caused by the COVID-19 pandemic
(Figure 16). Outside of specific set-asides for learning loss and other activities, school districts
have very broad flexibility in how they spend the funds. The U.S. Department of Education
must spend the funds by September 30, 2023, and they may issue specific timelines for state
and local expenditures. (34) (22)

This will be the state’s third and largest ESSER allocation. Tennessee has already received $1.4
billion from last year's COVID-19 relief packages (Figure 17). (57) (58) Those prior allocations
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must be spent by June 30, 2022 and June 30, 2023, respectively. Most of that money remains
unspent, as school district applications and spending plans for the most recent round of K-12
relief were not due until March 15, 2021. (59)

¢ K-12 Private Education - $80 million to provide assistance to private schools affected by the
pandemic.

o Higher Education - $702 million to public and private post-secondary schools, which must
spend at least half on emergency financial aid grants to students. The remainder can be used
to offset lost revenues and emergency expenses related to COVID-19. Funds must be spent by
September 30, 2023.

Figure 16. Local School Districts Will Get at Least 90% of

Tennessee's $2.5 Billion ARP Funding for K-12
Tennessee’s Est. Allocation of the ARP’s Elementary & Secondary School Emergency Fund (2021)

Other LEA Activities

$1.8B )
Learning Loss

Summer Enrichment

Local Education \ At Mool State Education
Agencies - $2.2B erschool Agency - $249M
Other Activities
LEA )
Admin

Learning Loss
$448M

Note: Program-specific allocations represent the minimum amounts state and local districts must spend for these
purposes. Source: Congressional Research Service (56)

Figure 17. American Rescue Plan Brings Tennessee’s Total K-12
Relief Funding to Nearly $3.9 Billion

Tennessee’s Allocations from the Elementary & Secondary School Emergency Relief Fund (ESSER)

$2,488M
($2,555/pupil)

$1,108M
($1,138/pupil)

$260M
($267/pupil)

ESSER | ESSERII ESSER Il
(CARES Act - Mar 2020) (Coronavirus Supplemental - Dec 2020) (ARP - Mar 2021)

Note: Per pupil estimates based on avg. daily membership in the 2019-2020 school year. (60)
Source: The U.S. Department of Education (57) (58) and the Congressional Research Service (56)
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COVID-19 Testing, Vaccines, and Emergency Relief

The American Rescue Plan puts more money in FEMA's disaster relief fund, which reimburses
state and local governments for COVID-19-related costs. The Federal Emergency Management
Agency (FEMA) reimburses state and local governments and nonprofits for certain expenses related to
presidentially-declared disasters. As of January 2021, Tennessee was eligible for over $700 million in
FEMA disaster relief reimbursement for COVID-related expenses and is expected to get another $500
million through September 30, 2021. (61) The ARP’s $50 billion for the disaster relief fund is expected
to pay for these costs through the end of FY 2021. (61)

Recently, the Biden administration substantially expanded the scope of FEMA reimbursement
for COVID-19-related measures. Under the new policy, FEMA will pay 100% of all eligible costs back
to January 2020 instead of 75%. The list of eligible expenses also grew to include costs associated with
opening schools, childcare facilities, transit systems, etc. Expenses that were already eligible include
personal protective equipment, testing, operating food banks and alternate care sites, and disinfecting
public facilities. (62)

The ARP also provides targeted funding for COVID-19 testing and vaccines. A total of $48 billion
will go toward COVID-19 testing, contact tracing, and other mitigation efforts. Another $8 billion will
support vaccine distribution. It is not yet clear how much of this money states will get. (33) (34)

Access to Health Care

The ARP increases and expands subsidies in 2021 and 2022 for people who buy eligible health
insurance plans at healthcare.gov. People with incomes between 100-400% of poverty will get
additional premium assistance, and premiums will be capped at 8.5% of income for those earning
between 400-500% of poverty. (63) About 218,000 Tennesseans enrolled in individual market
coverage via healthcare.gov for 2021. (64) (65) In 2020, 86% of Tennessee's enrollees qualified for
premium subsidies. (66)

Figure 18. New Incentive Would Cover Costs of TennCare Expansion
for 5 to 8 Years

Total Additional Federal Funding Annual Increased State Spending
from 5 percentage point increase to TennCare’s for extending TennCare eligibility
existing federal Medicaid match* to all individuals <138% of poverty**

$900M-$1.3B

*States that expand Medicaid eligibility to all individuals under 138% of poverty regardless of health or age would
receive a 5 percentage point increase in their traditional federal match for two years. **States must cover 10% of
the costs of extending eligibility to all individuals under 138% of FPL.

Source: The Tennessee Fiscal Review Committee (68) and the Kaiser Family Foundation (69)
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The new law also offers a two-year increase in federal funding to states that extend Medicaid
eligibility to all residents with incomes below 138% of poverty. Today, thirty-eight states cover
everyone under that threshold regardless of their health or age. Tennessee is one of 12 states where
residents must first match an eligible category (e.g. child, pregnant woman, person with a disability),
each of which has its own income requirements. (67) In exchange for expanding eligibility, these 12

states would get a two-year, five percentage point bonus to their standard federal Medicaid match for
existing enrollees.

In Tennessee, this incentive would cover the state’s costs of expanding Medicaid eligibility for
an estimated 5-8 years (Figure 18). To collect the incentive, TennCare would need to extend
eligibility to an estimated 230,000 uninsured Tennesseans with incomes under 138% of poverty. (70)

(71) If state policymakers take that step, the federal government would pay about 70% of existing
TennCare costs for two years - up from the usual rate of about 65%. Tennessee would get between
$900 million* and $1.3 billion in total incentive funds while spending an estimated $150-180 million
per year to cover 10% of the new enrollees’ costs. (72) (69) (68)

Targeted Relief for Affected Industries

ARP includes targeted subsidies for a number of public and private sector industries the
pandemic has hit especially hard. Funding available nationwide include:

e Public Transit - A total of $28 billion for public transportation authorities. Twelve urban areas
thatinclude parts of Tennessee are expected to get a total of $113 million, and Tennessee's
remaining rural areas will receive an estimated $10 million. (73) (74) (6)

e Airports & Aviation - $15 billion to offset payroll costs and avoid layoffs for airline employees,
$3 billion to do the same for aviation manufacturing, and another $8 billion for commercial
airports. All airports in Tennessee will receive grants, but the allocations have not yet been
finalized. (75)

e Restaurants - A total of $29 billion for grants to restaurants and bars that experienced revenue
declines between 2020 and 2019. Eligible establishments must apply through the U.S. Small
Business Administration to access the funds, which will be based on revenue losses up to a
maximum of $5 million for single restaurants and $10 million for restaurant groups. (76)

e Venues - $1.3 billion for grants to shuttered live event venues - including music venues,
museums, movie theaters, playhouses, etc. This is the second round of funding for this
program. Eligible establishments must apply through the U.S. Small Business Administration
and may qualify for up to $10 million each. (77)

Housing and Social Services

The American Rescue Plan funds dozens of housing and social service programs related to
various economic effects of the pandemic. Most of this funding will be distributed via existing
formula grant programs administered by the U.S. Departments of Health and Human Services (HHS),
Housing and Urban Development (HUD), and Agriculture (USDA). Some of the larger appropriations
include (5):

e Housing - $42 billion for rental assistance, housing vouchers, homelessness assistance, and
other programs aimed at ensuring stable housing.
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e Child Care - $46 billion for the Child Care and Development Block Grant Program, Head Start,
and other childcare assistance programs. This does not include the expansion of the child care
tax credit discussed earlier.

e Nutrition - $6.8 billion for the Supplemental Nutrition Assistance Program (SNAP), Women,
Infants, and Children (WIC), and other nutrition assistance programs.

Parting Words

With the end of the pandemic hopefully in sight, Tennessee will soon experience an unprecedented
influx of federal funding. Whether state and local policymakers think they need this money or not, they
must now decide what to do with it. Using these funds responsibly, without redundancy, and in line
with federal rules will require careful planning and coordination between state, regional, and local
authorities. If they can achieve this, however, Tennessee has an opportunity to address both short-term
needs and long-term challenges to our health and prosperity.

*This report was updated on March 30, 2021 to provide additional detail for the method used to allocate
fiscal aid to metropolitan cities.
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TThese municipalities are those that also directly receive federal Community Development Block
Grant (CDBG) funds based on specific metropolitan and urban designations, and the allocations are
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*TennCare estimated that a 6.2% point increase in the state’s federal Medicaid match represented
about $554 million in FY 2020. (72) Based on these estimates, a 5% point increase is equivalent to a
one-year $447 million increase in federal funding - without accounting for any changes in health care
costs or enrollment in future years.
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