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Introduction 

Recent reductions in food stamp benefits have had a substantial impact on the Puerto Rican economy 
and on the nutritional status of the poor: funding levels dropped from over $900 million in the 1981 
federal fiscal year to a nutrition assistance block grant of $825 million for subsequent years. This grant 
finances the $799 million Nutrition Assistance Program and $26 million in agricultural and nutrition 
education projects. In order to reduce administrative costs and thus minimize the necessary reduction 
in benefits, the Government of Puerto Rico shifted from a coupon system to a check system (the "cash­
out") at the time this program was implemented. 

The magnitude of the impact of these cuts on the Puerto Rican economy can only be understood in 
light of the importance of food stamps in supplementing family incomes and improving nutrition in 
Puerto Rico. Puerto Rico's per capita personal income, at $3,918 in FY 1982, is considerably lower than 
that of the poorest state, and food stamp benefits, the largest transfer program after social security, 
account for over 7 percent of personal income. Approximately 50 percent of families receive food stamps. 

The Economic and Financial Council of the Governor has estimated an econometric model of the Puerto 
Rican economy which makes possible statistical studies of changes in the economy. The model, which 
consists of approximately 100 structural equations and analyzes over 200 variables, is sufficiently de­
tailed to permit examination of several categories of consumption, employment, and imports as well as 
gross product and income distribution. 

This study uses the Council's model to examine several questions regarding the impact of the food 
stamp program, the reduction in funding, and the switch to checks from stamps. Section two presents 
the model and the methodology used for simulations of the effects of funding reductions and ofthe switch 
from food stamps to checks. Section three gives the results of policy simulations estimating the effect 
of reduced funding levels, without allowing for any possible change in consumer behavior that might 
occur as a result of the cash-out of the food stamp program. Section four concentrates on the effects of 
cash-out. Simulations of the probable effects of the change to checks are presented and evaluated in 
light of current economic literature. 

The Model and Methodology 

The original basis of the Council's model was Jorge Freyre's (1979) econometric model, which was 
heavily influenced by the Wharton model of the U.S. Data are based on the value-added system of 
national accounting which are calculated by the Puerto Rico Planning Board. 

A methodological appendix available from the authors provides detailed information regarding the 
technical procedures followed. Some of the more important aspects of the model are summarized here, 
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however. Consumption, investment and government expenditures, as well as net imports are linked in 
this model via a basic Keynesian expenditure identity. 

The total demand of the private sector for consumer goods is found by aggregating consumption 
functions for several categories of consumer goods including foods, other nondurable goods, consumer 
durables, and services. Personal consumption is completely endogenous. Income from food stamps enters 
the consumption functions as an exogenous component of consumers' income, with its real value de­
pendent upon the price index of food in Puerto Rico. 

Other major endogenous variables included in the model are imports, exports, government expenditures 
and revenues, investment and sectoral employment. The private demand for investment goods and 
government consumption demand include both endogenous and exogenous components. Government 
investment expenditures are exogenous, while imports are endogenous and exports depend largely on 
external factors. Sectoral employment and the distribution of income by various categories, such as 
corporate income and private sector wages, are also simulated by the model. While the structural 
equations of the model are based on real values, a link to current values is provided by price equations 
linking Puerto Rican prices to exogenous U.S. prices and other variables. 

The effect of food stamps on the economy is traced through the use of a variable in the consumption 
equations representing income received in the form of food stamp benefits. In addition, food stamp 
payments are a part of total U.S. transfer payments and affect personal disposable income in some non­
consumption equations as well, such as investment in private housing. 

The increase in consumption expenditures made possible by the food stamp program has a significant 
impact on such items as imports, output of transportation services, employment in commerce, and so 
on. The output of the agricultural sector and employment in agriculture are positively affected by the 
program, as would be expected. Full results are presented in the sections which follow. 

Several lagged variables enter the equations of the model, which make possible a dynamic simulation 
of the path of the economy over time. In the forecast simulations presented here the values for the lagged 
endogenous variables used in solving the system are those predicted by the model and not the actual 
lagged values. 

In order to estimate the effects of the reduction in funding of the food stamp program on the economy 
as a whole, the model was solved under two different assumptions regarding the levels of funding for 
the food stamp program: one labeled "Pre-1982 Treatment" and the other "Present Reductions." The 
funding levels under "Pre-1982 treatment" are those which assume Puerto Rico's continued statelike 
participation in the food stamp program, while those under "present reductions" are ones presented in 
the Puerto Rico Social Services budget, reflecting the reduced funding which accompanied the switch to 
a block grant. Adjustments necessary due to differences in federal and Puerto Rican fiscal years have 
been made. Results presented in the next section show the projected levels of key economic variables 
for FY 1983 and FY 1984 under the two alternative funding levels. 

Since only changes in levels of economic activity in Puerto Rico are of concern in this study, the 
accuracy of assumptions made regarding the U.S. economy and levels of investment in the island are 
not important and will not be reviewed here. 

Results of Policy Simulations: Effects of Funding Cuts 

The cuts in food stamp benefits have caused notable drops in several key economic variables, according 
to the policy simulation results presented in Tables 1 to 4. However, it should be made clear at the 
outset that the figures in these tables understate the true changes since some important links between 
consumption expenditures and output are not captured by the model. Furthermore, the economic changes 
shown in these tables do not adequately reflect the most important single result of the food stamp 
cutbacks-the decline in the nutritional status of the poor in Puerto Rico. 

Table 1 shows the predicted values of major economic indicators under actual funding levels in com­
parison with values predicted under funding levels that had been budgeted by the Reagan Administration 
prior to 1982. Under the latter treatment, we assume that Puerto Rico was appropriated funds at statelike 
levels. The gross state product, according to these results, will be about one percent lower in real terms 
in 1984 than it would have been under statelike funding of the food stamp program. Personal income 
is predicted to fall by 1.9 percent in 1983 and 2.2 percent in 1984 as a result of the reduction in food 
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TABLE 1 

Estimated Impact on Key Variables of Reduced Funding of Food Stamp Benefits: 
Simulation Results, FY 1982 to FY 19841 

1982 1983 1984 Percentage Difference 
Projections Projections Projections Projections Projections 

Under Present Under Pre-1982 Under Present Under Pre-1982 Under Present 
Reductions Treatment Reductions Treatment Reductions 1983 1984 

Gross State Product 
Current Dollars 11,952.10 12,104.10 12,044.60 12,830.31 12,749.05 0.49 0.64 
1954 dollars 3,770.16 3,595.16 3,567.86 3,587.75 3,553.81 0.77 0.95 

Gross Domestic Product 
Current Dollars 15,154.51 15,427.25 15,378.43 16,510.79 16,401.70 0.51 0.67 
1954 dollars 4,766.32 4,586.11 4,553.49 4,574.54 4,615.71 0.72 0.90 

Personal Income 
Current Dollars 12,159.43 12,461.41 12,234.39 13,196.80 12,919.07 1.86 2.15 
1954 dollars 3,692.13 3,573.52 3,508.21 3,581.45 3,505.83 1.86 2.16 

Employment 
Thousands Employed 794.86 779.49 776.52 778.95 775.43 0.38 0.45 

Personal Consumption 
Current Dollars 12,302.58 12,658.24 12,445.68 13,485.70 13,226.46 1.71 1.96 
1954 dollars 3,735.59 3,629.97 3,568.80 3,659.84 3,589.23 1.71 1.97 

Government Revenues2 

Current Dollars 2,008.55 2,041.23 2,029.10 2,147.29 2,132.14 0.60 0.71 

Imports 
Current Dollars 15,310.61 15,776.00 15,607.68 16,977.23 16,778.15 1.08 1.19 
1954 dollars 3,716.00 3,640.99 3,602.24 3,722.36 3,679.37 1.08 1.17 

'Puerto Rico's fiscal year runs from July 1 to June 30. Under continued statelike treatment, the food stamp program in Puerto 
Rico was projected to reach $965.70 million in 1983 and $1,006.40 million in 1984 (P.R. fiscal year). Under the special block grant, 
projected food assistance benefits are $771.9 million both years. An additional $26.7 million is slated for administrative costs, 
another $4.6 million for a nutrition education program, and $21.8 million for agricultural production projects. 
"Taxes going to general fund. 

stamp benefits while consumption drops by 1. 7 percent and 2.0 percent in those years. Total employment 
is expected to decline by .45 percent (3,520 jobs) in 1984, although this is a conservative estimate (see 
discussion below) and imports, largely from the U.S., will fall by 1.2 percent that year. The reduction 
in the values of key economic variables is greater in 1984 than in 1983, according to our calculations, 
because the gap between the original and reduced levels of funding increases and the effect of the 1983 
downturn carries over into 1984. 

These projections are based on budget figures showing that nutrition assistance benefits will be $194 
million lower in 1983 than under pre-1982 treatment and that by 1984 the difference will have widened 
to $235 million. Since total personal income in Puerto Rico is $12.5 billion, the projected drops in gross 
product and consumption, while large, appear quite reasonable. 

Turning to Table 2, we now consider the effect on consumption in more detail. In aggregate, total 
personal consumption falls by 1.7 and 2.0 percent in 1983 and 1984 respectively. The largest decrease 
is in expenditures on consumer durables, followed by decreases in food expenditures, and other non­
durables and services. It is to be expected that, faced with a reduction in income, consumers will postpone 
purchase of durable items, such as electrical appliances, before cutting back on food purchases or other 
items of immediate necessity. 

Expenditures on food are projected to be $57 million lower in 1983, thus implying that the $194 million 
cut has had a large impact on aggregate food consumption. A comparison of this finding with the results 
of other studies of the food stamp program are presented in the following section. 
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TABLE 2 

Simulated Impact of Cuts in Food Stamp 
Benefits on Personal Consumption Expenditures 

1982 1983 1984 Percentage Difference 

Projections 
Under Present Pre-1982 Present Pre-1982 Present 

Reductions Treatment Reductions Treatment Reductions 1983 1984 

Total Personal Consumption 
Current Dollars 12,302.58 12,658.24 12,445.68 13,485.70 13,226.46 1.71 1.96 
1954 dollars 3,735.59 3,629.97 3,568.80 3,659.84 3,589.23 1.71 1.97 

Consumption of Food 
Current Dollars 2,971.32 3,050.21 2,993.63 3,225.53 3,156.37 1.89 2.19 
1954 dollars 713.14 693.77 680.73 691.18 676.21 1.92 2.21 

Consumption of Other Nondurables 
Current Dollars 3,358.49 3,414.24 3,355.19 3,601.37 3,529.46 1.76 2.04 
1954 dollars 1,010.42 976.87 959.97 977.72 958.20 1.76 2.04 

Consumption of Durables 
Current Dollars 1,572.67 1,619.86 1,567.88 1,777.64 1,714.85 3.32 3.66 
1954 dollars 568.55 559.91 541.94 585.97 565.27 3.32 3.66 

Consumption of Services 
Current Dollars 4,255.21 4,408.37 4,366.61 4,698.16 4,646.60 0.96 1.11 
1954 dollars 1,443.49 1,399.41 1,386.15 1,404.97 1,389.55 0.96 1.11 

Sectoral employment is also affected by the cuts in food stamp benefits. The large drop in employment 
in absolute numbers in 1983 is in the government sector, where falling revenues reduce employment 
by 1,510. The next largest fall is in services employment, with 460 jobs lost, followed by commerce with 
360 persons affected. In agriculture, approximately 170 persons more will be unemployed in 1983 and 
260 more in 1984. The agricultural projects funded by the Nutrition Assistance Program will not greatly 
affect these numbers. The impacts on manufacturing (220 persons), finance (170 persons) and transpor­
tation (180 persons) are also sizeable. These numbers are all noticeably higher in 1984, with total job 
loss reaching 3,520. 

Imports of goods and services are found to drop sharply in some categories. Overall, imports fall by 
1.1 percent in 1983 and 1.2 percent in 1984. More than half of this decrease is due to falling imports of 
consumer goods. In 1984, for example, imports of consumer nondurables are projected to decline by $44 
million and consumer durables by $37 million . Services imports decrease by $4 7 million. Most of Puerto 
Rico's imports are from the U.S. and these declines can be expected to adversely affect U.S. agriculture 
and export industries. 

Estimates for fiscal 1983 show a reduction in total revenues to the Commonwealth General Fund of 
0.6 percent as a result of current cuts. The majority of this estimated $12 million revenue loss is a result 
of lower excise tax income as lower disposable income causes reduced consumption expenditures on 
electrical appliances and other highly taxed items. Personal and corporate taxes are also found to decrease 
by about 0.5 percent as the feedback effects of reduced consumption cut back on local production and 
employment. With the exception of the tollgate tax, which is projected exogenously, and a few small 
sources of revenue, all components of government revenue show even larger drops in 1984, with total 
loss at $15 million. 

The reduction in transfer payments and the concomitant percentage increase in the importance of 
other sources of personal income are reflected in the functional income distributions. Transfer payments 
as a percent of total personal income fall from 30.1 to 29.0 percent under the impact of the program cuts 
in 1983. Wages and salaries, and property income become proportionately more important. 

In summary, the funding reductions of $194 million and $235 million for fiscal years 1983 and 1984 
have considerable impact on the economy, occasioning drops in personal income and consumption near 
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2 percent in 1983 and greater drops in 1984. Imports, largely from the U.S., also fall considerably, and 
other economic variables including government revenues and employment show noticeable declines. 
Consumption of food is adversely affected, as would be expected, dropping by $69 million or 2.2 percent 
in 1984. This, however, is an aggregate figure which conceals the distribution of the fall in food con­
sumption. In fact, only families receiving stamps previous to the cuts would be expected to have their 
food consumption drop significantly, so that drops of 5 percent and more have occurred for many families. 

The estimates presented in this section must be treated with caution, and in general should be regarded 
as underestimates of the actual effects for the following reasons: 

1. The model is built on aggregate variables and further disaggregation would be likely to increase 
the impact of reduced food benefits on production aimed at the local market, since the multipliers 
for food-related industries have been found to be higher than those for other sectors. 

2. The effects of the funding cuts are assumed to begin in FY 1983, with the imposition of the block 
grant for Puerto Rico. In fact, however, both Puerto Rico and the states experienced some food 
stamp cuts in the previous fiscal year as well, due to tightened eligibility requirements, and these 
cuts would have a cumulative impact. 

3. In future years, as inflation reduces the purchasing power of Puerto Rico's fixed block grant, the 
difference between statelike and actual funding levels-and the corresponding effects on income, 
employment and nutritional status-will grow progressively larger. The difference between FY 
1983 and FY 1984 effects gives some idea of how this situation will worsen over time. 

These figures, then, show that the funding cuts have seriously adverse nutritional and economic effects 
on Puerto Rico. Congressional re-examination of the change to the block grant may be warranted. 

Probable Impact of the Cash-Out of Food Stamp Benefits on 
Food and Other Consumption Expenditures 

At present, there exists a considerable literature on the impact of the food stamp program on food 
expenditures and nutrition [See, for example, Smallwood and Blaylock (1982), Brown, Johnson and 
Riyek (1982), Nelson and Perrin (1976)]. Recently, there has also been growing interest in the impact 
of a "cash-out" of the program-that is, a switch from stamps to checks-on recipient behavior. In this 
section, the findings of other studies are used to place the results of our model simulation in a broader 
context. At the same time, these studies also provide information regarding the range of possible effects 
of a cash-out of food stamp benefits. Based on these findings, a simulation of the effect of the cash-out 
in Puerto Rico is presented. 

A key problem in estimating the impact of food stamp benefits on consumption patterns is that of 
isolating the effect of food stamp income from that of other types of income. Most studies concerned with 
this question have been cross-sectional analyses of household data. Thus the approach has largely been 
that of single equation analysis, often employing regression or probit methodology in which several 
variables are included to control for the various factors influencing family expenditure decisions. Few 
econometric studies have been done of the aggregate impact of the food stamp program on the U .S. 
economy. However, Nelson and Perrin (1976) used an adjusted version ofthe U.S. Department of Com­
merce's 1967 input-output model to estimate the program's aggregate effect. Their basic approach was 
to assume that the program effects occurred via a shift in income distribution caused by government 
taxation and expenditures undertaken in conjunction with the program. The methodology used thus 
differs considerably from that of the present study. Nonetheless, theoretical and empirical findings from 
both cross-sectional household studies and aggregate macroeconomic studies are useful in showing the 
range of acceptable predictions. The wide divergence in results is striking although there is general 
agreement as to the importance of the program in providing a minimum level of nutrition to low-income 
families. 

Generally, studies both in the U.S. and in Puerto Rico do not indicate any difference in average food 
expenditures between families at the same income level who receive their income from different sources. 
That is, participants in the food stamp program appear to spend the same percentage of their income 
on food as nonparticipants at the same income level. 

Consider for example, the study of the effects of cash-out done by Blanchard et al. (1982). A cash-out 
demonstration was conducted at eight sites across the U.S. among households of the elderly and other 



30 The Review of Regional Studies 

SSI participants; eight additional sites served as comparison sites in which food stamps continued to be 
received. Not only were average food expenditures the same for both groups, but the marginal propensity 
to consume on food out of bonus income was found to be slightly, but not significantly, higher for the 
recipients of the cash bonus. 

Studies of food consumption in Puerto Rico based on the 1977 food consumption survey indicate similar 
results. Low-income eligible nonparticipants in the food stamp program spent more per capita on food 
on average than eligible participants. Once adjustments are made to follow for the different character­
istics of participants versus nonparticipants, different interpretations of the data are possible. Chai et 
al. (1982) estimated equations for food expenditure which included independent dichotomous variables 
for such factors as employment, five years or more of education, type of store for food purchases, and 
owner-occupied housing, as well as more standard variables such as per capita income, household size, 
urban versus rural residency, and size of food stamp bonus. Chai et al. found that while average family 
expenditures may be greater in total among recipients, the marginal propensity to consume on food 
appeared higher among eligible nonparticipants. This was attributed to the fact that food purchases by 
participants are less likely to be affected by fluctuations in income than those of nonparticipants, since 
the food stamp program provides a basic minimum consumption and stamp benefits drop as income rises. 

On the other hand, using the same 1977 data, Blanciforti (1982), who did not include the first four 
independent dichotomous variables mentioned above but added others, came to the opposite conclusion: 
the marginal propensity to consume (MPC) on food for the food stamp bonus was found to be greater 
than the MPC for food of cash income. However, Blanciforti excluded 93 percent of801 eligible participant 
families from her analysis since their food consumption expenditures were less than the allottment value 
of the food stamps. According to the usual theoretical framework, these are the only families where a 
switch from food stamps to checks would be expected to have an effect. The wide range of conclusions 
and apparently contradictory findings regarding the likely effect of a change from food stamps to a cash 
bonus is largely due to the theoretical weaknesses of work in this area. 

In attempting to estimate the likely impact of the switch from food stamps to checks, then, the Council 
staff had relatively weak empirical evidence on which to rely. In addition, the switch was not a marginal 
one, whereas much of the literature deals with marginal change. Therefore, in simulating the effect of 
cash-out the Council used two different scenarios. In case I, following Chai et al., the switch was assumed 
not to have any significant impact on food consumption. In case II, figures from Blanciforti estimating 
a 7 percent impact on the food consumption of a standardized participantr-implying a 3.5 percent 
aggregate drop in food consumption with a shift to cash-were used. These expenditures are shifted into 
other items of consumption expenditures. This 7 percent effect on participant food consumption is similar 
to the findings for the U.S. by Brown, Johnson, and Riyek (1982), who estimate the effect of food stamps 
on food consumption expenditures with income levels held constant, although once again the methodology 
used is questionable. 

TABLE 3 

Simulated Effect on Key Variables of Cash-Out of Food Stamp 
Benefits Under Present Funding Levels 

1983 

CASE I: 
CASH OUT 

Has no effect 
on Consumption 

Variables Expenditures 

Gross State Product 
Current Dollars 12,044.60 
1954 dollars 3,567.86 

Gross Domestic Product 
Current Dollars 15,378.43 
1954 dollars 4,553.49 

CASE II: 
CASH OUT 

Shifts 
Consumption 
Expenditures 

12,036.88 
3,571.96 

15,370.88 
4,557.63 

1984 

CASE I: 
CASH OUT 
Has no effect 

on Consumption 
Expenditures 

12,749.05 
3,553.81 

16,401.70 
4,574.54 

CASE II: 
CASH OUT 

Shifts 
Consumption 
Expenditures 

12,745.93 
3,559.23 

16,400.14 
4,580.36 

Percentage/Difference 

1983 1984 

0.06 0.02 
0.11 0.15 

0.05 0.01 
0.09 0.13 



Variables 

Personal 
Current Dollars 
1954 dollars 

Employment 
Thousand Employed 

Personal Consumption 
Current Dollars 
1954 dollars 

Government Revenues 
Current Dollars 

Imports 
Current Dollars 
1954 dollars 
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TABLE 3 (continued) 

Simulated Effect on Key Variables of Cash-Out of Food Stamp 
Benefits Under Present Funding Levels 

1983 

CASE I: 
CASH OUT 

Has no effect 
on Consumption 

Expenditures 

12,234.39 
3,508.21 

776.52 

12,445.68 
3,568.80 

2,029.10 

15,607.68 
3,602.24 

CASE II: 
CASH OUT 

Shifts 
Consumption 
Expenditures 

12,231.67 
3,512.20 

776.06 

12,441.60 
3,572.50 

2,027.83 

15,607.68 
3,600.57 

1984 

CASE I: 
CASH OUT 

Has no effect 
on Consumption 

Expenditures 

12,919.07 
3,505.83 

775.43 

13,226.46 
3,589.23 

2,132.14 

16,778.15 
3,679.37 

CASE II: 
CASH OUT 

Shifts 
Consumption 
Expenditures 

12,916.38 
3,509.91 

774.97 

13,222.10 
3,592.97 

2,131.22 

16,774.90 
3,677.01 

31 

Percentage/Difference 

1983 1984 

0.02 0.02 
- 0.11 - 0.12 

0.06 0.06 

0.03 0.03 
-0.10 -0.10 

0.06 0.04 

0.00 0.02 
0.05 0.06 

The results of the cash-out simulation are presented in tables 3 and 4. When recipients treat bonus 
income from food stamps or from food checks in the same manner, the values of the variables are those 
presented earlier for present funding levels. In the case where cash-out is assumed to cause a shift away 
from food in consumption expenditures, some changes occur in key variables. As can be seen from the 

1983 

CASE I: 
CASH OUT 
Has no effect 

on Consumption 
Variables Expenditures 

Thtal Personal Consumption 
Current Dollars 12,445.68 
1954 dollars 3,568.80 

Consumption of Food 
Current Dollars 2,993.63 
1954 dollars 680.73 

Consumption of Other Nondurables 
Current Dollars 3,355.19 
1954 dollars 959.97 

Consumption of Durables 
Current Dollars 1,567.88 
1954 dollars 541.94 

Consumption of Services 
Current Dollars 4,366.61 
1954 dollars 1,386.15 

TABLE4 

Simulated Impact of Cash-Out on 
Personal Consumption Expenditures 

1984 

CASE II: CASE I: 
CASH OUT CASH OUT 

Shifts Has no effect 
Consumption on Consumption 
Expendit~es Expenditures 

12,441.60 13,226.46 
3,572.50 3,589.23 

2,887.97 3,156.37 
656.90 676.21 

3,384.38 3,529.46 
968.33 958.20 

1,602.52 1,714.85 
553.91 565.27 

4,389.32 4,646.68 
1,393.36 1,389.55 

CASE II: 
CASH OUT Percentage/Difference 

Shifts 
Consumption 
Expenditures 1983 1984 

13,222.10 -0.03 - 0.03 
3,592.97 0.10 0.10 

3,044.92 -3.53 -3.54 
652.54 -3.50 -3.50 

3,560.09 0.87 0.87 
966.51 0.87 0.87 

1,751.01 2.21 2.11 
577.19 2.21 2.11 

4,670.58 0.52 0.52 
1,396.72 0.52 0.52 
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tables, gross product is scarcely affected, although a slight drop is reported for both years. Government 
revenues and employment also register apparent falls , while personal income rises in real terms. Al­
though consumption is unaffected by assumption, there is a small increase in real terms due to the 
change in employment and personal income caused by the shift in the composition of demand (see below). 

Table 4 presents the changes in consumption expenditures that occur under the assumed 3.5 percent 
shift from food into other consumption categories. The largest increase is in the consumption of durables, 
followed by increases in nonfood nondurables, and services: a not-unexpected pattern. 

In brief, then, simulation results of the effect of cash-out indicate that within the most likley range 
of results , the impact on gross state product and employment is either nonexistent or small and negative. 
The most important effect, namely the effect on the consumption of food and basic necessities, is not 
predicted by this simulation experiment. Rather reliance was placed on other studies and data available 
in answering that question. Although there is conflicting evidence, it seems most plausible that the 
switch from food stamps to check has had little impact on food purchases of recipient families. On the 
other hand, since the average income of low-income Puerto Rican families has been reduced, the im­
portance of each dollar of food assistance in maintaining minimum nutrition levels among the poor has 
doubtless increased. 

Conclusion 

The findings of the simulation experiments presented in this study confirm the importance of the food 
stamp program in sustaining personal consumption and show that the reductions in funding levels 
enacted since 1982 have an impact equivalent to that of a mild recession-the real level of gross state 
product falls by about 1 percent in 1983 and 1984 as a result of the funding cuts. The effect on personal 
consumption and on food expenditures are greater-an aggregate drop in food consumption of 2.2 percent 
was estimated for 1984, and among the lower-income half of the population food expenditures fall by 
an even greater percentage. The model does not make any estimates of the distributional impact of these 
cuts, but nutrition levels among the poorest persons dependent upon food assistance are likely to be 
affected as inflation erodes the purchasing value of benefits over time. 

Based on the evidence available, it does not appear that the switch from food stamps to checks is likely 
to affect expenditure pattern as much as the reduction in benefits. Our simulation results indicate that 
the cash-out of food stamp benefits has had little effect on key aggregate economic variables: simulation 
experiments were based on two plausible, yet conflicting, assumptions regarding consumer reaction to 
the cash-out of food benefits. Whether or not the switch to checks from coupons has in fact changed 
family expenditure preferences, however, can only be determiend via empirical data not available at 
this time. Since weekly food expenditures exceeded the average value of food stamps ($9.65) for about 
90 percent of recipients according to 1977 data, it is difficult to find a strong a priori basis for expecting 
any significant impact on food expenditures due to cash-out. 

Several forces more powerful than the food stamp program are affecting Puerto Rico's economy at th is 
time and reductions are expected in real gross product due to several prevailing negative influences. 
Thus the cuts in food benefits come at a very difficult time, with the unemployment rate already high. 
The Nutrition Assistance Program fulfills an important function in aiding low-income families struggling 
with falling incomes. The strength of the program lies in its distributional effects-that is, in its ability 
to provide supplementary income proportional to need among low-income families. Given the vital role 
food assistance programs have at present in Puerto Rico, the funding cuts should be re-examined so that 
we do not deprive the poor of access to a minimum level of nutrition. 
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