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I. INTRODUCTION

The U.S. welfare system has been considered:by ﬁany observers to be
in a state.of crisis since the 1a;e 1960s. Over the past two decades
the welfare system has experienced an expansion unprécedented by
historical standards and whose results are still beiﬁg felt today.
Between 1965 and 1985, the caseload in the‘Aidlto Faﬁilies with
Dependent Children (AFDC) program,.fhe best-knbwn cash transfer program
in the country, increased by 270 pe:cent; Over the same time pefiod,

the Food Stamp program grew from a small commodity“distribution program

to a transfer program with twice as many recipients as AFDC. The

caseload in the Medicaid program, which was' introduced in 1965 and .
provides health'benefits_to low-income families, haé grown to exceed .
even that of the Food Stamp program. |
The first and foremost concern over this welfare "explosion," as it
is generally termed, is with the high rateé of pgblic expenditure it has
generated. From 1970 to 1987, real expenditures on incomé-éonditioned,
or welfare, programs grew by 224 percent, reachihg 3;5'per¢ent'of GNP by
FY 1987. Most of this growth arose-from.the Food Stémp and Medicaid
programs, for expenditures on AFDC grew by only 50 percent. In a time

of budget stringency in the public sector, this growth has been

~particularly. troublesome.

An additional concern, however, is with the high caseloads
themselves and with their implications for possible.long-term welfare
“dependency" and work disincentives. The e#traordinarily low levels éf
work effor; and earnings among welfare recipients have long been
suspected as being partly the result of such disiﬁcentives.' A furthef

concern has arisen over the growth in the 1970s and 1980s of female
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heads of family, the primary eligibility group for the programs. A high

proportién of such families are. poor by official government standards
and have contributed to what some havé térmed the_"feminization.of
poverty" in the United States. There has long been a suspicionvthat the
growth of these families is in part a resﬁit of the weifare system. |
Since poverty among female-headed‘families'is generally more severe than
among husband-wife families, -and éinc§ an increasing-prbportion of -
child;en are growing up in poverty in female-headed families, the trend
has beenlregérded as particularly éociaily ﬁndesirébie. | |

in this review I survey the'resﬁlts of reséarch to_date on the
effects of the welfare sysfem on work incentives, welfare dependéncy,

family structure, migration, and intergenerational transmission of

~dependency. The research on work incentives is the largest in volume,

for it is the issue with which economists have been traditionélly
concerned. The'literatu;e on work incentives and. the welfare‘system _
dates at least to MiitonvFriedman and the discu;sioﬁsAof a negative
incomé tax in the 1960s (Friedman, 1962; Lampman,-1965; Tobiﬁ, 1965;
Tobin, Pechman, and Mieszkowski, 1967). ,Oﬁ the other hand, the volume
of research on welfare "dependency"--that is, on the extent of longftérm
rather than short-term dependence on the Wélfaré.sysfem--is more recent
and considerably smaller inayolume. There are é-sigﬁificant number of
studies of the effect of the welfare system on family structure--
childbearing, marriage, divorce, and living arrangements--including a
demographic literature in the area which goes back.many years. 'The
literatures on migration effects and‘intergenerationél transmission, on

the other hand, are quite small.
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Keeping the length of thg review manageable'requireé selection in
the programs surveyed.. The review will cover 6niy«programs for the
nonelderly, thereby leaving aside the Social Secﬁrity retirement system
_and the Supplemental Security Income‘program; programs for the
nondisabled, thereby leaving aside the panoply of U.S. disability "
programs; and welfare rather than social inéurance programs, thereby
leaving aside unemployment insurance. The programs remaining after
these restriction are imposed--primarily AFDC,lFood Stamps, Medicaid,
and public housing--éonstitute the core‘éf the transfer system for the
lowfincome‘population in the United States.

The essay is organized.around three sets of questions. The first
set concerns the backgrpund to the probleém. What are ‘the major transfer
programs for the poor, what demographic groups do fhey serve, and what
have been their patterns of growth? Are the prdgramé still growing or
are we concerned only with the effects of past growth? We shall also
inquire into the patterns of work and welfare receipt among those -
demographic éroups served. Are work levels indeed low among recipients?
Have they been dropping over time? Do their time-series trends
ﬁorrelate, even on a prima.facie examinatiqn, with treﬁds in the
generosity of the welfare system? Thesé.questions are the subject of
Section II. | | |

The second set of questibns is concerned With the avgilable
research evidence on the effécts of existing prégrams on work effort,
Wélfare receipt and turnover, famiiy structure, migration, and
intergenerational transmission. Does the available cross-sectional

econometric evidence indicate that the welfare system seriously reduces
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labor supply, encourages long-term dependency; increases marital breakup
and illegitimacy, induces migration from low-benefit to high-benefit
states, and produces succeeding génerations of welfafe recipients? ' The
prior review by Danéiger et ai;‘(1981) iS'reliéd.ﬁpon heré, at least for
labor supply. If there are such effects in the chss-SectionAl
literature, are they in the‘correct.direction and sufficiently large to
explain the time-series trends? These issues are long-standing 'subjects

of debate in the popular press, where the extensive research evidence

-reviewed here is almost completely ignored.‘ These questions are the

subject of Section III.

The third set of‘questions concerns -the expected impact of policy
measures that have been proposed for improﬁing leveis_of'employment and
earnings. .Would lowering the benefit reduction rate--for example, with
a negative ingome tax--help sblvé the work incencive'prbblem, as most

economists propose? Would training programs for welfare recipients

increase their human capital and permit them to leave the welfare rolls?

Should we simply impose work reduirémenﬁs oﬁ all récipiénts, as now
appéars popular in some quarters? Would a reform of the child support
system--for example, by making absent fathers pay more toward the
support of their children--reduce dependency on AFDC? Would an
exte;sion of benefits to husband-wife couples reduce the incidence of
female-headed families in the United Stateg? These questions are the

subject of Section IV, The last section of the paper draws final

conclusions and makes suggestions for future research.
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II. BACKGROUND AND TIME-SERIES EVIDENCE

A. Program Growth and Groups Served

The most widely known cash transfer program for the poor in the
United States is the AFDC program. It is, for the most part, a program
only for female heads--the term used'throughdut this paper to refer to

female heads of family with children under 18 présent.v To be eligible

~ for benefits a family must have income and assets below certain

specified levels, levels set in each of the 51 states and jurisdictions

in the United States. Benefits are paid accordiﬁg to a schedule which

sets a "guarantee" amount for a family of a given size and which reduces.

benefits.af a certain rate as recipient income rises. While the
reduction rate is set federally, the guarantee amount is set by the
individual states and varies widely across the country. For example,
the guarantee for a family of four in January i98§ ranged from.$788 per
month in Californié to $l44 per month'in‘Missiésippi_(U.s. House of
Representaﬁives l§8§ P. 541). These differences are far greater than
can be explained by dlfferences in cost of living and hence represent

real differentials.

Table 1 illustrates the growth of the AFDC caseload. The program

saw its greatest growth in the decade 1965-1975, during which time the

number of families on the rolls more than trlpled 'This phenomenal
expansion was followed by a perlod of slow growth from 1975 to 1980 and
a leveling-off after 1980. The 1evellng -off is attrlbutable in part to
the 1981 Omnibus Budget Reconciliation Act (OBRA), federal 1eglslat10n

which restricted eligibility for the program. The simple lesson of
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Table 1

Average Monthly Caseloads of Major Income-Tested Transfer Programs

1960-1985
(in millions)

Dependent children

1960 1965 1970 . 1975 1980 1985
AFDC* R :
Families .8 1.0 2.2 - 3.5 3.7 3.7
Recipients 3.0 4.3 8.5 11..3 10.8 10.9
AFDC-UP - o .
Families -- .06 .08 .10 .14 .26
Recipients -- .36 42 .45 .61 1.13
No. states with g :
program c-- - 18 - 23, 27 26 25..
Food Stamp _ : .
Recipients -- 4 4.3 17.1 21.1 19.9
Medicaid Recipients
Totalb‘ -- -- 15.5 22.0 21.6 22.2
Adults with dependent ' )
children -- -- 3.4 4.5 4.9 5.5
-- -- - 7.3 9.6 9.3 9.8

Sources: See Appendix.

*Includes AFDC-UP 1n the years 1965- 85

instituted in 1961.

*Includes blind, elderly, and disabled.

This optional program was




Table 1 is that the caseload explosion is long since over. Further,
there are no signs of any second surge of caseload growth.
In approximately half of the states, husband-wife families who meet

the income and asset conditions for AFDC and who have children under 18

~are also eligible for benefits under the AFDC-UP program (UP for

unemployed parent). However, the primary earner of the family (usually
the husband) must be unemployed and must have a history of labor |

attachment and earnings similar to that required for eligibilitylfor

unemployment insurance. The AFDC-UP caseload (see Table 1) has always

been extremely small because of its stringént eligibility requirements,
although there Has recenﬁiy been a spﬁrt of growﬁh. Howe&ér, even in
1985 the_caséload was only 7 percent of AFﬁC énd hence of no serious
eﬁpirical consequence for the welfare system.

The most important development in the transger system in the 1970s
was.the emergence of in-kind transfers. Begun iﬁ the mid-1960s, the-
Food Stamp program provides food coupons to families with low income and
assets regardless of family type or marital status,.and hencé.is closer
to a universal transfer program than aﬁy other in- the coﬁntry. There. is
also widespread evidence that the coupons are equivalent.to cash because
coupon amounts are so low. Consequently,'its in-kind nature is less
important than the breadth of its eligibility requiréments. The program
is run by the federal govermment, which sets benefité at the national
level. As Table 1 shows, the program was veryiéﬁallkin 1965, shortly
aftef its introduction, but grew rapidlylin the 19705. The rapid growth
was largely the result of action by Congress in 1973:mandating that all

counties in all states carry the program. In 1985 there were almost
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twice as many Food Stamp recipienté as AFDC'récipients,~evén though
expenditures were only about 50 percént greater because Food Stamé
benefits are considerably lower than AFDC‘benefifs.~vThe caseload in fhe
prégram has been essentially stationary for fhe'last few years, if not
declining, just as forvAFDC.

The Medicaid program is the major source of health benefits for the

poor, providing a basic set of free or subsidized medical services to

~ eligible families. The program is federally subsidized and regulated

but administered by the states, which have'éome leeway in defining the
set of services offered. However, eligibility fo;Athe.program is highly
restricted in most states Because~e1igibility is almostAenfirely baseﬁg
upon AFDC recéipt, at least among'thg nondisabled ahd.noﬁ-aged. As a
consequencé, poor husband-wife couples are genérallyunot eligible for
Medicaid.! Moreover, while 37.states,allow,some'benefitéAfor non-AFDC
female-headed families, they provide éssistéﬁce only to families Vith a
major medical expense. To be eligible for benefité,'such families must
be willing to use up their private assets (to "spend them doﬁn;".in the
parlance) until they are, effectiveiy; poor. Consequently, female heads
not on AFDC are frequently iﬁeligible for Medicaid,lmaking ;he AFDC
connection to the program‘even,strongeff

As Table 1 indicates, the program was gmall until 1970--its
enébling legislation was passed iﬁ 1965--but its growtﬁ'leveled off
after 1975. Although the total gaseload.is-even greater than that of
Food étampé, this is 1argeiy the result of a high proportion of elderly

and disabled recipients in the caseload. Female heads and their
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children constitute about_two-thirds of all Medicaid recipients,
reflecting the close tie of the program to 'AFDGC réciﬁiency.

These three programs constitute the'largest componénts-of the U.S.
transfer system for the poor. The major remaining pfograms are those
providing public housing and subsidizedfrent.paymenté to low-income
familieg for pfivate housing: Such housing is proviaed.to families with
low income and assefs regardléss of‘fémily typé of éqmpoéition, although
a large fractioh of AFDC recipients (20 péfcent) reéei&g subsidies of
this form (U.S. House of Representétives, 1989, p.;570). It is locally
provided and usually rationed. However, expenditures on housing remain

below those of all three programs we have thus far considered. Other

‘programs for the poor which are even smaller are those providing free

and reduced-price meals to children of low-income families, locally
provided generai assistance programs, énd energy assistance (Burke,
1988).

The evidence in Table 1 immediately raises the question df the
cause of the startling explosion 6f the AFbC caseloa& iﬁ.the late 1960s
and early 1970s. From its inception in 1935 to that time, the program
had experienced only slow growth. Another question is whether this ;
growth and the introduction of two major iﬁ-kind transfer prdgrams
resﬁlted in reductions in labor supply and increases in marital
instability.

Before examining the evidence on these questions, it is necessary
to determine whether any demographic group other than femaie heads is
likely to have been affectéd by'the transfer system. The answer is

essentially "no." As illustrated in Table 2, less than 20 percent of
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Table 2

Benefit Receipt by Family Type,.1984 -
(percentage distribution) L

Nonelderly Nonelderly

.Single-Parent : Two-Parent
 Families - . - Families

No program S 445 - 81.8
Food Stamps only ' : 3.6 _ 1.9
Medicaid only o _ 1.1 0.9
AFDC and Medicaid only ' 23 0.6
Food Stamps and o

.Medicaid only 0.5 0.3
AFDC, Medicaid,
- Food Stamps, only 15.4 Ny 1.2
AFDC, Medicaid, Food Stamps,

and one or more : )

other benefits 11.0 ‘ 0.5
AFDC, Medicaid, and one or

more other benefits

(not Food Stamps) ) :l.O _ , A 0.3
Cash transfers only* | 9.7 7.6
Housing assistance only ° . : 3.3 , . 0.9
Other : _ 7.6 - B 4.0
Total . ' : 100.0 100.0

Sources: See Appendix.

*Includes unemployment insurance, general assistance, and other cash °
programs. ' ' ' '
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two-pérent families (i.e., husband-wife éoupies)‘recéived any type of
benefit at all in 1984, and around half of thoselthat:did received cash
transfers other than AFDC, Medicaid; and Food Stamps--primarily
unémployment insurance. As a result, even though.such fémiiiés are
eligible for AFDC-UP in some states and.for Food Stamps in all states,
their rates of recipiency are very low. Thig is to be cbhrrasted with
the patterns for single-ﬁarent familigs, more_thén half 6f Qhom receive
at least one form of benefit and over 25 percenf of whom'receive AFDC,
Food Stamps, and Medicaid. Table 2 thus éonstrtutéé‘prima facie
evidence that any significant  labor supply effeqrs offthe-tranéfer
system will be found onlyAémong female heads; One_important possible

exception to this conclusion will be discussed in Section III.

B, Time-Series Evidence on the Welfare System

An examination of the simple timerseries evidence on trends in the

- generosity of benefits in AFDC, Food Stamps, and Medicaid should

establish whether there is any straightforward explanation for the AFDC
caseload explosion. An exgmination of rﬁe simpie time-series evidence
on labor supply and welfare participation rates should likewise {
establish whether any straightforward,cage for_behaviqral effects can be j
made. | j

A long-term perspective on the trend in benefit levels and the AFDC
caseload is provided in Figure 1, which shows trends in both from the
1940s to 1985.? The trend in the AFDC caseload (annu#l average of

families per month per capita) is consistent with that in Table 1,




Real Benefits
?er Month
(1982 Dollars)

AFDC Families
Per Thousand Population

~ 600
20
/ Real Benefit Sum,
Average Monthly | Family of Four
No. AFDC ]
Families Per . [/
Capita / 500
157 | I
) /
/
— 400
10 Real Monthly
AFDC Benefit
Per Family
— 300
5
— 200
T — 1 T T T T T ! T
1940 1945 1950 1955 1960 1965 1970 1975 1980 1985

_ Year
Figure 1. Caseload and Benefit Trends in the U.S. Welfare System
Sources: See Appendix.
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showing gradual growth up until the explosion in the'late 1960s,
followed by a tapering off aﬁd then a slight decline. The more
interesting trends in the figure are those for‘;he reéI.AFDC beﬁefit and
for the sum of real AFDC, Food Stamps, and Medicaid beﬁefits. As the
figure indicates, the AFDC benefit rose gradualiy over the 1950s,
aécelerated'slightly in the early 1960s, but ébruptly peaked around 1967
and took a sudden and rapid nosedive ;hereafter. It plummeted to. such

- an extent that benefits in 1985.Weré slightly below those in 1960 in
real terms. The decline in real AFDC bénefits wés{iméphanically, a
result of state legislatufes failing to raise nominal benefit levels °
enough to keep ub with infiation;

This dramétic and unexpected decline ip real AFDC benefits has been
widely noted by'analysts in the field.and has often geen-t;ken,to imply
that transfer benefits have grown less generous'oﬁer.fhe 1970s and.
1980s. However, the introduction of Food Stamps and'MédiCaid in the
late 1960s and early 1970s largély'éffsets ﬁhe deciine in AFDC. Data on
real benefits in the two in-kind programs are unavaiiable frém their
introduction in 1965 to 1974, so the benefit sum is shown in the figure
~only for the period after 1974. As the figure indicates, the real
benefit sum in 1975 was naturally much higher than AFDC alone but also
much higher than AFDC alone in 1965; there was. consequently a large
increase in the total transfer. In addition, the figure_ghows that thé
total transfer increased just as did the éer.capita caseload over the
period 1965-1975. The benefit sum subsequently declined_in real terms
after 1975, as did the caseload (see Garfinkel and Méianahan, 1986, PP-

124-127 for similar resu_lts).3
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The explanation for ﬁhe decision of state legislatures to let the
real AFDC benefit decline so drastically is thg subjéct of a separate
literature and will not be discugéed.heré in any detaii;  There is soﬁe
evidence tbat states did 56 because'bf'fhé fedefal infroauction of.Food
Stamps and Medicaid, and that the reél'benefi£ sum of all three has
grown directly in line with national income (seeIOrr.(l979) and Moffitt
(1990b) for supporting avidence and Gramlich (1982) and Plotniék and
Winte;s (1985) for opposing eyidenée). In any.cése, fof present
purposes the question is whether the caseload explosion can be explained
by benefit growth of either AFDC or the benefit sum;.and for this
question Figure 1 suggests.strongly that it Wés the result of benefit
growth of AFbC in the eafly 1960s and of'thé benefit sum later.

Observers of the AFDC system ﬁave noted that there Weré |
institutional changes in the late 1960s and eaily 1970$~that reinforced'
the effects of the benefit increase. For example, during this period
the U.S. Sﬁpreme Gourt ruled unconstitutionai fwo eligibility |
restrictions commonly used by the states, one the requiremenf that a
family reside in a state for at least a year before eligibility can be
established and the otﬁer a reéuirement that there be no male in the.
household even if he is not providing support to the family (Michel,
1980). It is also sometimes argued that there was a reduction in the
stigma of welfare receipt ovér this period as AFDC came to bé viewed as
a "right." However, ;uch a change could be endogenous and mereiy a
result of benefit increases and the.relaxation of eligibility

restrictions.
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Table 3 provideé more detailed evidenée for'the,?eriod froﬁ 1967
onward, when microdata from the Census Bureau's Current Populatién
Survey became available. The first row shows the trend in the

\ o
participation rate in the AFDC program, defined as the percent of all
female heads with children under 18, bogh those QhoJafe income-éligible
and those who afe not, who are onlAFDC.‘ As the table indicates, this.
participation rate rose dramaticallyAfrdm‘1967 to 19f3; ffom 36 percent
to 63.perCent, thus following the.samevgeneral pattern as the caseload.
However, unlike the caseload,'AFDd participation rates have declined
ﬁofe or less continuously since 1973.. The arithmetic reaéon for the
difference is simply thatuthe number of femgle headé_pér capita in the..
United'Stateé rose over the 19705;fkeeping the caseload relatively high;
But the fact that AFDC participation rates declined is evidence that the
propensity to participate iﬁ the AFDC program, conditionai upon being a
female head, has declined, and this requires an ekplanation;

To provide such an explanafion requires an ﬁnde?s;anding of the
rudimentary thedry of parficipation rafes in a transférAprogfam.

Figures 2 and 3 show conventional incdme-leisure diﬁgrams‘with transfer
programs added. In Figure 2, the non-welfare constraint is‘ABEFH while
the welfare constraint with guarantee G and bénéfit-reductioh rate (or
"tax rate") t appears as ABCEFG. Non;participétion in tréﬁsfer programs
of this type arises from two sourées: first, iﬁdividuals'above the
income eligibility point, E (élso célled the "bfeakeven point"), do mnot
participate, and, second, individgals who locate aiong segment BE do not
participate. The fact that there are many individgais of the latter .

type--that is, non-participating eligibles--has been the subject of
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Table 3

Welfare Part1c1patlon Rates and Related Varlables, 1967-1987

1967 1969 1971 1973 1975 1977 1979 1981 1982 1983 1984 1985 1986 1987

AFDC Participation
Rates of Female

Heads with Children® 36 42 62 63 62 57 52 53 44 45 44 43 A 42
Real Monthly -
Benefits®
AFDC® n.a. © 515 513 485 490 485 448 410 394 387 387 - 396 - 401 391
Food Stamps® n.a. 233 214 218 247 246 233 221 233 244 234 . 237 234 227
Medicaid® - n.a. n.a. n.a. n.a. 169 187 180 185 200 212 - 184 184 181 n.a.
Sum® n.a. n.a. n.a. n.a. 652 654 613 576 582 593 573 582 581 n.a.
Benefit/Earnings' '
AFDC n.a. 66 60 - 53 55 52 46 42 41 39 39 40 39 n.a.
Sum : n.a. n.a. n.a. n.a. 73 70 63 59 61 60 58 59 57 ‘n.a.
Other AFDC '
Parameters®
BRR (%) 100 67 67 67 67 67 - 67. 67 100" 100" 100" 100" 100" 100"
BE n.a. ‘_769 766 724 731 724 669 612 394 . 387 387 396 401 391

" Sources: See Appendix.

‘Adjusted for CPS subfamily codlng errors.

*In 1982 dollars (personal consumption expenditure deflator)

°Max1mum amount paid for a family of four with no other income. :

‘Insurance value for a family of four, equal to average AFDC adult Medicaid expenditures plus three t1mes the average dependent child
. Medicaid expenditures divided by the number of AFDC adults. Deflated by a state- specific medical-care prlce index tied to.the medical care

component of the CPI. .

°Food Stamp benefit plus 70 percent of AFDC benefit plus 36.8 percent of Medicaid. See text.

Muttiplied by 100. Earnings are real weekly earnings of working females times 4.33.

9BRR = benefit reduction rate. BE = breakeven level = benefit divided by BRR.

"After four months.

n.a. = not available.
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considerable attention in the research on welfare participation, and has
been hypothesized to result from the stigma of”welfafe receipt (Moffitt,
1983), from the transactionsAcqsts:of participafion,'fromziack of
information on eligibility, and even froﬁ mismeasurement in the data.
The econometric literature onlthe determinaﬁts of participétion
will be discussed in detail'below,.ﬁut for présent purposes it is
important to note that participation rates wiil change with G and t

for what Ashenfelter. (1983) has termed "mechanical" reasons as well as

 "behavioral" ones. As shown in Figure 2, an increase in G will raise

the breakeven point from E to F and will therefore make'éll individuals
initially located in that fange eligiblé for beﬁefits "mechanically."
Likewise, as shown in Figure_3, a.deéreasé in the benefit-reduction rate
from t=1 (segment CD) to t<l (segmentvCE) wiil make individuals
between D and E "mechanically".eligible._ In.additioﬁ to changés in
participation rates that result frém such mechénical'changes in
eligibility, the rates will changel(l) because séme'individuals‘will
respond to the G or t alteration By moving from above-breakeven to
below-breakeven, and (2) because some individuals initially along
segments BE (Figure 2) and BD (Figure 3)5Willldecide that the higher
potential benefit outweighs the stigma~cos£, transaction cost, or
whatever inhibition they have for joining the welfare rolls.*

Returning to the question of explaining the quadratic time-series
pattern of'AFDC participation rates,'it would appear that the similar
quadratic pattern in the pattern of fhe total benefit could easily ha&e
generated such a pattern of rates. As showﬁ in Table 3, the AFDC

benefit alone in 1969 was considerably lower than the benefit sum in the
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mid-1970s, but that the sum declined thereéfter, as:was also seén in
Figure. 1.5 The benefit also rose and fél; relative,to:earnings. A
natural question is whether the partidipétion rate movements were soiely
a fesult of mechanical changes in eligibility or from Beﬁavioral
changes. The answer is that:it was a resuit of both,.for.not only did
the fraction of eligibles riée and fall ﬁith thé bénefit but
participatién rates amdﬁg eligibles.have:béen shown'to ha&e risen and
fallen in the same.ﬁattern, rising‘from 45 perceﬁt in 1967 to 91 percent
in 1973 and falling thereafter (Michel, 1980). o

As for the benefit-reduction fate (BRR), it has been .altered twice
in the history of the AFDC'program. The nominal BRR'waS‘loo percent
until 1967,'When Congress lowered it to/67'peréeﬁt to pfovide work
incentives to AFDC recipients. Congress increased.the BRR again to 100
percent in 1981, where it cgrrently stands (sée»Table'3).“‘The
breakeven level thus jumped in 1967-1969,‘when the 1967 federal
legislation was imﬁlemented,'but gradually fell over the-l9705’(see
Table 3) because thé réal AFDC guaraﬁtee-decliﬁed. The bfeakeven level
then fell precipitously iﬁ 1982 following the.1981'1egislation. Thus,
these BRR alterations reinforced the changes in,fhe benefit level,
increasing participation in the eafliér years and decreasing it in the
iater years. Once again, the.evidénce suggests that both mechanical and
behavioral responses occurred.

It should be noted that these partiéipation rate and breakeven
level trends imply that there has been a redistribution of AFDCFbenefits
within the population of female heads. 'Thé realvAFbC.breékeven level

was lower in 1985 than it had been in 1969, implying that benefits are




18

concentrated in a smaller portioﬁ of the.lower tailvbf the earnihgs
distribution of female heads. than was the case in the 1960s. Put
_ differently, many female heads with moderate earningS'leQels-who would
have been eligible in the 1960s are'hot'éligible-currently,

It may also 'be noted that the apparent stabiliéétion of the real

‘benefit level and of the AFDC participation.rate over the last few years

implies that the growth of . .the AFDC caseldad has. been, and perhaps will

continue to be in the future, driven by'thé growth in the female-headed
population even more than in the 1970s, When{ as mentioned before, it
was only that growth that~kept‘the caseload froﬁ faliing.,’As é matter
for futufe reséarch, studying fhe determinaﬁts of female-headedneés
itselflwould‘therefore appear to be of particuléf importance for
understanding caseload growth.

While the evidence thus far provides a prima facie case that
participation rates have been heavily influenced by potential benefit
levels and the benefit-reduction rate,'it provide§ ﬁo direet information
on labor supply. (Throughout the’paper{'the terms "labor supply," "Work

effort," and "hours of work" are used interchangeably.) This

information is offered in Table‘A{ which shows trends in the work levels -

of female heads since 1968. Among femaleAheads on AFDC, an
extfaordinarily low percentage work--never mére than 18 percent over the
entire period and only 6 percent in-1987;_ Thus the AFDC program has
consisted almost entirely of nonworkérs, a result with iﬁportant |
implications for welfare reform policy because it implies that, at least
to date, Work.aﬁd welfare ha?e been almost mutually éxclusive

alternatives (see Section IV).. However, of those who work, more than 50
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Table 4

Labor Force Indicators for Female Heads with chil&ren under 18 and Other Women in United States, 1968-1987

1968 1969 1971 1973 1975 1977 1979 1981 1982 1983 1984 1985 1986 1987

AFDC Female Heads

Percentage working

16°

15

17

18

18

14

dIncludes nonworkers.
n.a. = not available.

15 16 7 5 5 n.a. 6 6
Percentage working . :
full time® 50° 67 59 61 67 60 56 57 29 3 25 n.a. 28 33
Real monthly : )
earnings® 358° 495 487 497 485 480 428 429 240 228 226 n.a. 231 236
All Female Heads with
Children under 18
Percentage working 52 51 49 49 48 50 ‘56 55 53 49 53 53 55 54
Percentage working . .
full time® 71 73 7 7 69 71 75 74 72 74 73 73 75 74
Hours of work ) .o )
per week 19 19 18 18 17 18 21 20 19 18 - 19 19 20 20
Employment Rates of .
Women, 16+ .
AlLL . 40 41 40 42 42 44 47 48 48 48 49 50 51 52
Single 48 48 48 51 50 52 57 - 55 54 - 54 - 56 58 ‘58 58
Married, spouse - .
present 37 38 38 40 4 43 47 - 48 48 48 50 51 52 - 53
Divorced or. . . : ’ )
separated n.a. n.a. " 55 58 58 60 6 6 . 63 61 63 - 64 66 65
Unemployment Rate 3.6 3.5 .59 49 85 7.0 .58 .7.6 97 -96 - 75 7.2 T.0 6.2
Sources: See.Appendix.
"“0ctober-December 1967, .
®of those working.
°In 1982 dollars; workers only.
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percent have worked full time, at least until 1982. But monthly
earnings of workers are very low and indiéaté that hou;ly wage rates are
at or below the minimum wage for many.

"All these measufes of labor supply and earning ﬁower for AFDC
recipieﬁts fose slightly in the mid-1970s, gradually declined iﬁ the
late 1970s, and dropped precipitouély in 1982, This'pattern caﬁ be
largely explained by movements in the income breakeven level in the
program. The increase in the breakeven invl967-1969 éllowed more
relatively high-earning female heads onto the rolls, tﬁereby réising the
average level of labor supply and earﬁihgs in‘the ééséloé& pqrely from a
change in its composition (this should be clear from:Figures 2 and‘j),
The 1981 OBRA.legislation had the-opposite effect, increasing the
benefit-reduction rate and reducing maxiﬁum aliowable income in the
program, thereby elimiﬁéting many earners from~the-rolis aﬁd lowering
the average earnings and labor sdpply levels observed among femaiﬁing
recipients. Consequently, the trgnds in labor supply and earnings of"
AFDC recipients cannot be taken as evidence of any true beha&iofal
responses to changes in the AFDC pfégram, but musﬁ instead be considered
as statistical artifacts whose movement is 1argeiy determined by changes
in the composition of the caseload.

To examine behavioral changes, all.féméle heads must be examined
instead. As shown in Table 4; abpﬁt.SO percent of all female heads with
children under 18 work for pay. ﬁith a 50 percent AFDC participation
rate and a 15 percent employment rate among'AFDC'fecipients, this
implies that employment rates among non-AFDC femalelhééds are

approximately 85 percent, much higher than those of AFDC female heads
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(the difference is not an accurate measure of the disinéentive-effect_of
AFDC on labor supply--see Section III).. .About 70 percén? of workiﬁg
female heads work full time and ayérége héufsiqf week (including zeros
for nonworkers) are about 20, |

Do the tfends ih_labqr supply of AFDC female'hea&s over the 1960;,
1970s, and 1980s appear to be influenced by prog;am'ﬁenefit levels or
the BRR? No consistent connection is apparént.-.Their.iabor supply by
all measures fell over the late 1960s and early 19765, rose in the mid-
1970s, and then began declining again in the iate'19705, leveling off in
the 1980s. The early decliﬁes in'laborAsupply are consistent with the
rising benefit ievels in fhose'years and the subsequent slight rise in
labor supply.is consistent With.falling_benefit 1evéls.» But some other
éxplanation is required for the decline in'labor supply.thereafter.

That decline could have resulted frbm wérk'diSincenfives in the 1981
legislation, hikiﬁg the benefit?réduétion rate back to 100 percent, but
the difficulty With'this.explanation is that the labor supply decliﬁe
began-in the late 1970s.” - Moreover, the fall in the-Benefit-reduction
rate in 1967 appears to have h§d no detectable effects on labor supply
whatsoever, since labor supply éctﬁally declined thereafter, although
this may have simply been a result of stronger income effects of the
benefit increase than subs;ifution effects from the BRR decrease.

In any case, the most surprising feature of Table 4 is the extreme
inelasticity of the labor supﬁly of female heads,'fér the employment
rates and hours of work of female heads have been extraordinarily stable
over the_entire period despite hajor changes in.benefit levels, benefit-

reduction rates, benefit-earnings ratios, and unemployment rates.
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Between 1968 and 1981, the employmentvrates of AFDC recipients varied
only from 14 percent to 18 percent_and those of all female heads varied
“only from 48 percent to 56 pereent. Hours of work ef all female heads
varied only between i7'and 21 per week. In fact, their 1aborAsnpply was
gbout the.same in 1987 as it had been in’1968,udespise'a virtual
transformation in the nature and scope_of the U.S. transfer system.

This extreme inelasticicy aoes not angur Well forithe prospect of
increasing work effort by any change in benefits.or benefit-reduction
rates, a point to.which I shall return 1afer'in fhe essay.

- If we adopt the: worklng hypothe51s that the low levels of labor
supply of female heads are not a result of transfers 'to what can they
be attributed? Does female headship per se lead to such low levels of
work effort? Some perspecti#e on rhe latter question is lent by the
" employment rates of women as a‘whoie, shown at the bottom of Table 4.
~ Interestingly, female heads with'children under i8 heve higher
employment rates than women as a whole,-although_this is partly because
the latter group includes many Widows and_many female heads without
children. 'But female heads work.about the same amount as single . (never-
narried) women, a fairly surprising finding given their greater child
care responsibilities; slightly less than:divorced and separetea women;
and, again surprisingly, even more than married‘women, most of whom also
have children. It is also the case thatvfemalenheads'have higher real
earnings than all women, even among workers only (not shown in the
table). - Thus we find that female heeds of family with children under
18--a very low-income group, of whon 40 percent are'below the poverty

line, half are on AFDC, and more than half'receiQeAMedicaid benefits--
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work about the same; on average, as all other ﬁomen, genéfally earn more
than all other women, and:sometimes work.more ;ﬁan-mény of those women
whq also have children. An explanafion for this findiﬁg may be £hat it
isAsimply a resultvof income effects on labor supply; for female heads

have lower family income, on average, than women as a whole and than-

-married women.®

" The implication of these cbmparison§ is that it is not ob?ious that
there is a "problem" with low work.effbrt among female-heads.'~11kewise;
their earnings levels do not obviously imply there'is‘ény problem with

their levels of human capital. Female heads seem to-be at no particular

disadvantage with respect to these features of labor market performance. :

than are married women, for example. . A major difference between them
is, of course, the absence of a male with income to help support the-

children and the absence of any other sources of non-transfer income in

female-headed families. Indeed,‘amOng all female heads, only 20 percent '

of family income is constituted by unearned nontransfer income and the
earnings of family members ofher-than the female head. .The_earnings of
the female head constituté the largest part of family income‘(60
percent), while ‘AFDC and other transferg account fof the femaining 20
percent (Moffitt, 1986b, Table B-1). ,

This finding obviously raises the question of why policy efforts

have focused so heavily on incréasing the earnings and employment of

- female heads and not that of married women (and men). It also raises

the issue of whether the high'poverty rates of female heads are not a
result of their female-headedness itself. If they are, it follows that

research on the types of welfare reform best suited to reducing poverty
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should concentrate less on iabor supply models'of femalé heads, Where:
most of the research has been coﬁducted’to‘date'(see the next section of
the essay).and more on the determinants of‘féméle4head;dﬁess. This
c;incides with the expectati§n, mentipnea frevio@sly, that . future tfehds
in the AFDC caseload are morgilikely to bé ﬁriven by growth in female-
headedness than by trends in AFDC participation rates or Benefit
levels.®

Some qualifications to the appareﬁt time-series inelasticity of the
labor supply of female heads and to the comparison with womeﬁ as a whole
are necessary. For example, employment_rates of married women grew
steadily over the enfire ﬁériod, whilelthéée df femalé.heads esséntially
stagna;ed,'iﬁplying that the labor supply qf fémaie_heéds may ﬁave
failed to increase because of the gro&th‘of the transfer éjstem. Aléo,
earnings of female heads seem to havé suddenly stagnated after 1980,
while those of all womeén have continued to grow.'AThe l981,fede;a1
legislation raising thé BRR may have Begﬂ.respénsiﬁle fof the slower
growth of earnings of.feméle heads;‘ Whefher theée'time-sériés
differences can be explained by beﬁefits or benefit-réduction rates
should be deferred ﬁntil the econometric evidence on these issues is

examined.!®

ITI. INCENTIVE EFFECTS OF THE EXISTING SYSTEM

A, Labor Supply

The well-known static model of labor supply implies unambiguously

that transfer programs will reduce hours of work in the eligible low-
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income pépulation. A transfef program provides a "guarantee"--a payment
~provided.to families whose headvdoes not work--and simultaneously
imﬁoses a "tax rate," or, more commonly in'the'traﬁsfef progrém.
literature, a "benefit-reduction rate" on work.effort--payments are
reduced by some amount if the recipient éafns'wages in‘the labor market.
The income.and substitution effects éf the gﬁarantee and - the benefit;
reduction rate dperate in the samé di;ectiéﬁ (uﬁlike; say, the effect of
a change in the houfly wage rate) and hence hoﬁrs'of.work'must fall,

The major goal of the empirical work on the 1ab6r éuﬁﬁly effects'of
transfers is to determine whether hours éf ﬁork'éré indéed reduced by
transfer programs and, if éo, té determine the magnitude of the
reduction.

As noted in Section II, the most well-known tfansfer program is the
AFDC program, and its recipient group is.primarily female headé of
family. Unfortunately, prior empiricai:work in thenlitgréture on labor
supply in the absence. of transfer prograﬁs'is of little direct use in
forming expectations of héw large thé 1ab6r‘supp1y reductioné of AFDC
are likely to be. While that litérature‘is enormous (see Pencavel;
1986; Killingsworth and Heckman, 1986; and Killingsworth, 1983; for
reviews), it has by and large been concerned onl& wifh men and.with
married women. Single women have occasionaliy been éxamined, but female
heads only rarely. On an a priofi'basis, it should be expected that
income and substitution elasticities for female heads will lie somewhere
in between the relatively hiéh elasticities ugualiy‘found for married
women and the relatively low elasticities.found for mén. Like many.

married women, female heads must care for children but, like many men,
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they often have no source dfiprivate incoﬁe éther than earnings and must
support their child:enbby themselves. |

The literature on the labor-Supply effects of AFDC.is of moderate
siie, consisting of approximately tén sgudies over the past twenty
years. A reader of these stﬁdies‘would'find that_many have been
concerned with econometric issues, especially the articles of the last
ten years, but those issues will not be discussed here.!! Most étudies
have been cross-sectional in nature, providing.estimat¢5‘of the effects
of AFDC benefit parameters--guarantees énd tax ratésl;on.ﬁeasures of the
labor suppiy of a sample of female heads at a point in time. The major
source of variationAin AFDC Benefits usea fo estiﬁate effects is thé »
tremendous cfoss-state variation discﬁsse&,in Section II.

The research prior'to 1981 is well summarized in a review by
Danziger, Haveman, and Plotnick (1981). Since there haélbeen little
additional work since then, I will rely‘on their survey and will not
review the individual studies.? As fhe Danziger et al. study
indicates, the available'research unequivocally shows that the AFDC
program generates nontrivial work di;incentives. This. should not be
surprising when it is recognizéd that the benefit leveis shown in Table
3 are approximately equivalent to the.earnings a woman would receive if
she worked full-time at the minimum wage. Unfortunately, however, as is
frequently the case, the estimates of effects vary considerably across
the available studies for. reasons usually diffiéulf té explain (see
Danziger et al.). As a cgnsequence, there is still considerable
uncertainty regarding the maghitudé of the effeéts. _banziger et al.

estimate the reduction in work effort to range from 1 hour to 9.8 hours
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of work per week, correspondingvto percentége'reduétidﬁs:of 10 to 50
percent of non-transfer labor sqpply‘,lévels.13 Since'AEDC récipientg
work approximately 9 hours per week on average, this implies that they .
.Woﬁld work between 10 and 19 Hours per wéek innthe absenéé‘of AFDC, mnot
é high level iﬁ any case. A midpoint disincentive'éétimate of 5.4,hours
per week would imply a 30 percent réduction:in &ark effort; at the 1989
minimum wage ($3.35 per hour) thisvin turn implies a reduction in annual
earnings of about one thousand dollars.

It should be noted that an additional thousand dollars of earnings
will not necessarily:make a major dent iﬁ the poverty rate of female
beads. For example, the_méan earnings-of female héédS'(sge Figﬁre 2)
are more than a thousand dollars Below the'offiqial.U.S..govefnment
poverty level for a family of four.  0f course the dist:ibution of -
families around the mean would have to be aetermined to estimate the
exact degree of poverty-rate reduction from such an increase. |

The labor supply disincentive estimates can.also be related to the _
"leaky bucket" of Okun (1975). Part of bkun's lgaky bﬁéket arises from
the degree to which a dollar transférred to an AFDC fecipient is lost in
the form of her reduced earnings. ~According to the above estimates of
work disincentives, the AFDC bucket is moderately legky. For every
dollar transferred to female heads, about 37 percent leaks out in the
form of reduced earnings. Put differently, about $i.60'must be spent on
female heads to raise thei; income by,$l.00‘.15 of cou;se;_the source of
this leakage is partly leisure and partly the time spent in child care
by the mother--and allowing the mother to take care of her children was

the original purpose of the program.  Valuing these goods and counting
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them would generate a lower Galue of deadweight_loss than the figures
just given.

| An additional important findiﬁg invthié 1iteréture‘is'that very
little of the labor supply feduction ariées from initiaily ineligible:
female heads who lower their hours of WérkAbelo&.thé_breékéven point'fo
become eligible for AFDC. That is, Virtuallj all AFDC recipienﬁs would
have sufficiently low hours of work eyen if theyAwere off.the program to
retain eligibility for benefité (i.e., to:be below thevﬁreakeven level).
The evidence indicates that the diéincentiﬁes érisfng froﬁ women
initially above the breakeven leVel_increaseAtheAcaéeload by.5'perﬁent
at most, or about 3 to 4 pércentage‘points in the pérticipation rate
(Moffitt, 1983). Put diffeféntly,_95 percent of those on the AFDC rélls
would, if off the progrém; retain eligibility for benefits. Many would,
therefore, presumably have participated in the program even in the
absence of any reductions in labor supply. This finding implies that:
the work disincentives of’ the progrém hé&e little efféét'ﬁn'the size of
the céseloéd itself, althougﬁ clearly benefits'ana costs arevaffected by
- such disincentives. Thus the problem of welfare ﬁdependéncy" (i.e.,

participation in AFDC) cannot be ascribed to the work disincentives of

the program.

Consistency with Time-Series Trends. None of the .existing studies

of the labor supply disincéntives in the AFDC program has addressed
their ability to explain the'time-éeries trends in the labor suﬁply of
female heads given in Table 4. The objects of explanation in that table
-are the trends in thé hours of work of all.femalé.heaas, which, as

discussed previously, appear to be quite inelastic in response to
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changes in tﬁe levels of ﬁheuguaréntee and the.BRRjk' TP determine
whether these trends are consistent with the econoﬁetrically estimated
AFDC disincentive effects requires'that those estimates--and the'
gdarantee and BRR élasticities underlying them--be transformed frqm.
estimates for AFDC recipients alone to estimates for all. female heads.
To'do so requires merely multiﬁlying thé'disincehtiye'estimate-by the
fraction of the populatioﬁ of female héads that paftiCiﬁates in AFDC,1
since disincentive estimates for ﬁonreciéiénts are ?éfé by definition.
Table 5 provides such transformed estimétes for the U.S. female-
head population as a whole af differenf.guérantées_and levels pf fhe
BRR. Estimates are providéd at a set of lowAgﬁafantée and BRR
elasticities as well as a set of high elasticities-drahn from the
econometric literature. For exémple, at a guaraﬁtée-of 75 percent of
the poverty 1ine--éorresponding approximately to fhét'of the 1975
benefit sum--and a BRR of 75 peréent--close to the 67 perﬁent BRR in the
19705--disin¢entive‘effects are estimated to range fromAl.OB,to 4.99
hours worked per week among all female heads;-'Thg corresponaing AFDC
participation rates, shown in the lower.hélf of theﬂtable, rahgé from 54
.to 60 percent (close to those in fhe curfent system) and imply
reductions among AFDC recipients‘aloﬁé of 2.QOtto 8.32 hours per week,
which fall in the range given pre&iously_by the econometric studies.
Perhaps éurprisingly, the.figures in Table 5 'are quite consistent
with the time-series patterns of hours of work émong'all female heads in
Table 4. For example, the increase in the guaraﬁtée.ffbm $515 to $652
from 1969 to 1975 (see Table 3) éhould héve generatéd a reduction in

weekly hours of work in the range of 0.65 to 2.96, and the actual
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" Table 5

Effect of AFDC on

Mean Weekly Hours of Work

of All U.S. Female Family Heads
Benefit-Reduction Rate

1.00 0.75 0.50 0.25
Low Elasticities

G = 0.50 -0.81 -0.49 .~ -0.35 -0.33

G =0.75 = -2.18 -1.08 - -0.68 -0.55

G =1.00 -4.02 -1.74 . =1.00 -0.64
High Elasticities

G = 0.50 -2.06 -2.22 . -2.02 -2.26

G =0.75 -4.62 -4.99 -4,29 -3.87

-7.92 . -6.50 -5.31

G =1.00 - -7.34

Sources: Moffitt (1985a).

Notes: G = Guarantee as a percentage of the official U.

poverty line for each family size.

Low wage and total income elasticities are 0.05

respectively; high elasticities are 0.20 and -0.25,

respectively.

S. government

and -0.02,
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reduction was 2.0 hours. 1) In additicn theAdectease in the benefit sum
from 1977 to 1986 coupled with an increase in the BRR from 67 percent tc
100 percent should have generated an 1ncrease in weekly hours of work in
the range of 0.88 to 1.38, a bit below the actual two-hour increase.
Thus the cross-sectional econometric elaéticitiee are roughly consistent
with the time-series trends; both imply relativeiy inelasticAlabor
supply responses among female headsnw‘

Other Progrems. Unfortunately, there has been.too little work on
the labor supply effects of the other majot transfér.programe;-Food
Stamps, Medicaid, and housing assistance--to be able to,drew reliable
conclusions. Theoretically, in-kind transferenshould_have disincentive
effects_on.lebor supply just as cash:trensfers do, thcugh which has the
larger effect is ambiguous (Leonesio; 1988; see also Murray (1990)).

The one completed study of Food Stamps, which examined the effects of
Food Stamps in combination with AFDC on-tne labor supply of female heads

(Fraker and Moffitt, 1988) found tne Food Stamp.program to have modest

disincentive effects on female heads, lowering weekly hours of work from .

10 to 9. For the Medicaid program, Blank (1989) found, surprisingly, no
effect of a state-specific value for Medicaid benefits on AFDC
participation of female heads,.while Winkler (1989) found the same
variable to have disincentive effects on female head labor supply. More
recently, Moffitt and Wolfe (1990) constructed a family specific
valuation of Medicaid benefits that depended upon the health conditions
of the family, and found.significantly negative effects of the variable
on employment rates and significantly positive_effecte on AFDC

participation rates.
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The lack of research on the effects of in-kind transfer programs is
a serious problem in light of the critical role such transfers have

played in the development of the transfer system in the 1970s and 1980s.

_It'is doubtful that a full understanding of_the.incentivé'effects of the

U.S. welfare system can be understood withqut such studies. The
iﬁportance of these programsnis increased Qheﬁ it isfrecalled,'as
indicated in Table 2, that mﬁitiple pfogrém paftiéipationlis thé rule
rather than the exception. The impIication is that thé.variOus programs
must be studied simultaneously rathér than individually.

Unfortunately, there are difficult modeling probiems associated
with studying mﬁltiple proé:;m pértidipation, since the programs often.
interact in complicated ways. Medicaid benefits are lost in their
enﬁirety a few months after AFDC eligibility ends; the Food Stamp
program taxes AFDC benefits at a 30 percent rate but not vice versa; the
benefits of AFDC recipients in pdblic hoﬁsing are counted as income by
the housing agency; and so on. As'a result of these interactions,
cumulative benefit-reduction rates are notithe simplé sﬁm of‘the
individual program reduction rates. . There hav§ been no econometric

studies of these issues.

B. Participation and Turnover

In addition to the 1i£e:ature'on'labor_supply, a sizable literature
has growﬁ up on static welfare participation--that is, participation at
a point in time--and on dynamic wélfare'participation--that is, turnover
and movement on and off a welfare program. Indeed;“tﬁe_study'of

turnover in welfare programs began in earnest somewhat later than the
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study of labor supply, for the number of labor supﬁly studies has (as
noted previously) been scant since 1981. Virtually all turnover’
studies, on the other hand, have been conducted in the 1980s.

The basic choice model of welfare participation‘poéits that

individuals choose: whether to participate by comparing utility on and

off the program. As noted previously, the existehce of non-
ﬁarticipating eligibles fequires that fhé model include.éome non-
monetary inhibiting factor such as stighafof noﬁjmonetary transactions
costs (time costs, héssle, etc.) as well.liPérficiﬁation then tékes
place if the utility gain as measured.by conventional inéome-léisure
functions outweighs this iﬁhibiting factof. lItVis easy to establish
formally in such a model that the probability df farticipation is
poéitively‘affected by the guarantee level and negatively affected by
the BRR, the hourly wage rate, and private nontransfer nonwage income.
Table 6 summarizes the available static studies of welfare
participation.”. Most studies have not estimated the participation
model in its structural form kexceptions are Moffitt, 1983, and.Butler,
1984), but have instead estimated~reduced forms 5y entering G, t, Wt,
and/or équared terms and interactions Bééween them. »Neverﬁheless, the
results across the studies are remarkably:unifdrm. Almost universally,
guarantee effects are positive and significant and BRR effects are
negative and significant. ngé effeats a?e ggnefally negative, but
significant in only about half of the studies. This-is a strong
confirmation of the simple theory of welfare participation as an

economic decision based upon labor supply considerations.?®
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Table 6

Static Modelé of Welfare Participation®

Dependent Program Results
Study Data Set Population -Variable Regressors G t W
AFDC
Willis 1976 SIE AFDC-eligible 1 = on AFDC G, t +), sig. (-), sig. Insig.
(1980) female heads 0 = not
Barr-Hail 1967 SEO Female heads Ratio of benefit G, t (ON «-)» OF
€1981) 1967 AFDC to sum of benefit
_ survey and earnings .
Moffitt 1975 PSID Female heads 1 = on AFDC G, Wt +)° - -)®
(1983) ‘ : ‘0 = not .
Moffitt 1975 PSID Female heads 1 = on AFDC G, t (+), sig.* (-), sig.* ‘Insig.
(1986b) . : ‘ 0 = not
Robins 1982 CPS Female heads Fraction.of G, Wt, and (+), sig. (-), Sig. (-), Sig.
(1986) - : year on AFDC squared terms o
Robins .CFS ih 1979, . Female heads 1 = on AFDC G, Wt, and (+), Sig. (-), Sig. lnsig.-
(1987) 1983, 1984 0 = not squared terms
Blank ~ .1980 NMCUES Female heads 1 = on AFDC . -G, .M . (+), sig.® n.a. n.a.
(1989a) - - . = not - ‘ :
AFDC-UP _ .
Hosek 1976 cPS Married 1 = on AFDC-UP - Gasr (+), sig. n.a. ), sig.’”
(1980) 1977 AFDC couples 0 = not . :

‘survey
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Table 6, continued

_ Dependent " Program Results
Study Data Set Population Variable Regressors G t W
Food Stamps
Butler survey of Elderly 1 = on Fsp G, Wt° (+), sig.’ (-), sig.? n.a.
(1984) elderly in food-stamp- 0 = not )
6 cities eligible
families
Fraker- 1979 1SDP . Female heads 1 = on FSP . G, Wt . (+), Sig. . Insig. (-), Sig.
Moffitt 0 = not : . -
(1988) '

i

“Abbreviations: AFDC-UP = AFDC Unemployed Parent programs; FSP = Food Stamp program; G = guarantee, t = BRR; W = hourly wage rate; M =
Medicaid benefit; G,.p = sum of AFDC and Food Stamp guarantee; SEO = Survey of Economic Opportunity; SIE = Survey of Income and Education;
-PSID = Panel Survey of Income Dynamics; CPS = Current Population Survey; NMCUES = National Medical Care Utilization and Expenditure Survey;
ISDP = Income Survey Development Program. : ’ - : S

bNo significance level provided.

°G, Wt embedded in a structural utility-difference specification.

9In most specifications.
°M insig.:

Husband's wage.

%only efféct of beﬁefit'simUlated. Holding eligibility constant.
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A number of additionalvvariableszare included in the studies. A
few include nontransfer nonwage income, Whése coefficient is generally
negative but often weak in significaﬁée. 'Also;_if is generally found
that partipipation,rates ére‘higher among older individuals, those with
less education, those with poorer héalth and greéter disabiiity, and in
families with greater numbers of children (even holding constant the
guarantee; which varies with;family size). Black families are ‘more
likely to participate than white families, and participation'rates are
lo&er in the Souﬁh, probably bécause mofe StringenE é1igibility'
conditions are applied there. The participation rate élso apfears to be
countercyclical, as should be expectgd. |

The major studies estimating_dynamic models of welfare
participation afe shown in Table 7 along with tﬁeir éhafacteristic# and
findings.? Most of the studies have Been‘concerﬁed with éstimating the
determinants-of exit rates from the AFDC rolls;‘althqugh a few have also
studied the determinants of entry rétes. As can'bé seen from the table,

virtually all studies have found the level of the benefit to be

negatively and significantly related to the probability of leaving AFDC

and, when estimated, positively and significantly related to the
probability of entry onto the AFDC. rolls. Both of these findingé are as
expected. Althdugh not shown, other results also'iﬁdicate that exit
rates are higher for women with higher wage rates, higher“educational
levels, greater levels of néntransfer nonwage income; and for those with
fewer children. Black women have lower exit rates as do women who have
never been married.‘ These cofrelates are;alméSt identical to those

found for the studies of static AFDC participation. This should not be.
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Table 7

Dynamic Models of Welfare Participation®

Control for Results
. " Dependent Unobserved Duration Median Spell
Study Data Set Population Variable Heterogeneity? G Dependence Length
Hutchens pPSID, Female head . Prob. of entry No Exit: (-), Sig. n.a n.a.
(1981) 1970-71 in 1970 and exit from - Entry: (+), Sig.
AFDC by year .
Plotnick DIME Low- income Prob. of entry No Exit: (-), Sig. ) 21 months
(1983) controls, female heads and exit Entry: (+), Sig.
1971-1974 from AFDC
by month
0'Neill et at. NLS young Female heads Prob. of exit No ¢-), Sig. ¢-) n.a.
(1984) women, and subheads from AFDC or
1968-1980 14-24 in 1968 other welfare
with a new by year
AFDC spell :
PSID, Female heads Prob. of exit No €-), Sig. (-) n.a.
1968-1981 with a new from.AFDC '
AFDC spell by year
AFDC AFDC recipients Prob. of exit No (-), Sig. (+) then (-) 12-18 months
Surveys, With a new - from AFDC - R
1967-1982 spell, 1967-1982 by month
Blank SIME-DIME Low- income “Prob. of exit Yes Insignificaht -0 or (+) in . 19-22 months
- (198%b) . controls, female heads from AFDC in most early months; ’
. 1970-1976 with a new by month -specifications = - (-) in later
AFDC spell months
Ellwood PSID, Female AFDC Prob. of exit No (-), sig. Mildly ¢-) 2-3 years
(1986)" 1968-1982  recipients with  from AFDC or : :
. a new spell, other welfare
1971-1982 - by ‘year

(table continues)
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Table 7, continued

Control for Resul ts
Dependent Unobserved Duration Median Spell
Study Data Set Population Variable Heterogeneity? G Dependence Length
Fitzgerald SIPP, Female heads Prob. of exit " No (-), Sig. (+) in early months 24 months
(forthcoming) 1984-1986 with a new from AFDC (-) in later months
AFDC spell by month-

°Abbreviations in addition to those listed in Table 6: NLS = National Longitudinal Survey; DIME = Denver Income Maintenance Experiment;

= Seattle Income Maintenance Experiment; SIPP = Survey of Income and Program Participation.

*Supersedes Bane and Ellwood (1983).

SIME



39

surprising, for the AFDC participation rate at a point in time is,

definitionally, a funcfion of exit and entry rateé.in the past.’
Several new issues afe raised inlthefturﬁover 1iteré#ure that do

not arise in the static literature. 'Oné coﬁcerﬁs the shape of the

distribution of completed spells of AFDC receipt.  Taking a cue from the

literature on unemployment spells, where the relative magnitudes of the

short-term and long-term unemployed have been eitensivelyidiécﬁssed'
(e.g., Clark and Summérs, 1979)? several'studiés:in ﬁhé AFDC turnover
literature have constructed estimates of the diétribution of the lengths
of spells on welfare. One of the better-known of these estimaﬁes is
that of Bane aﬁd Ellwood (lgé3j, updated by Eilwood_(l986) and shown in
column (1) of Table 8. As the: table in&icates, Eilwqod éstimates'that
almost one-half (47.4 percent) of new AFDC spellsviast'no'ﬁore than two
jears, where a year of "AFDC receipt" is'defiﬁed'as-recei#ing at leasf
one month of benefits sometime during the'year.' Howe§er, over 10
percent of‘new spells last at least 10 years! -This is an extremely
large number of long-term recipients and is a vgfy disturbing finding.
Ellwood argues that the situation is even'wofse'than this if reentry
("recidivism") onto thé rqlls is taken into~account,'for many of those
who ‘exit quickly return for additibnal spells and additional‘time on
AFDC, Column (2) of Table 8, which shows his estimates for the
distribution of the "total time" on AFDC in a 25-year window, indicates
that about one-quarter of new recipients will spgnd 10 or mofe years in
total on thebAFDC rolls.? This is a shockingly high percentage of

long-term recipients.
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Table 8

Percentage Distribution of AFDC Spéli,Durations'and Time on AFDC

Single-Spell Durations Total Time on AFDC*

1 Year . 27.0 157
2 Years 20.4 14.1
3 Years 10.0 9.4
4 Years 12.3 10.9
'5 Years 2.4 5.1
6 Years 8.9 8.3

Years 4.9 5.9
8 Years 2.1 3.8
9 Years 1.8 3.3
10 or more years 10.2 23.5

Source: Ellwood (1986, Tables I.1, II.3).

Distributions are for women &ith a new spéll in the period 1971-1982.

‘Refers to total time on AFDC in a fixed 25-year period; includes all
spells:
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These results must be qualified in at least two xespects. -First,
as mentioned before, the distributions are based upon data which only

permitted measurement of receipt of AFDC at least once during a year.

‘Since such receipt could constitute'only a small part of the year,

median spell lengths measured in months are certéinly shorter aﬁd total
times on AFDC afe less than they would appear froﬁva sﬁﬁerficial
interpretation of the distribution of "years“-on AFDC;. When monthly
data are examined (O’Neill‘et al., 1984? Chapter 4; Blénk, 1989b;
Fitzgerald, forthcoming), spell 1epgths are found to be considerably
shorter (see Table 7). Second;‘many AFDCirecisieﬁtéjwdrk.partjof the
year and are on AFDC part.éf'the year. The;e can bé'né_presumption from
Table 8 that AFDC bénefits constitute a large part,.much less ;he
majority, oflannual income for those who are on the rolls for either
short or long periods of time.

A second issue with which the dynamic literature has been coﬁcerned
isAWhether "negative duration &ependencé" existsbin'the distribution of
spells. Negative duration dependence is said to_oécur when fhe exit
rate from AFDC falls as the welfare‘spellviengthensl(the reader
unfamiliar with the econometric literature on turnover'should consult
reviews by Kiefer (1988) or Lancagter (1990)). .Once agéin, this issue
is drawn frém the unemployment literature, wheféAit has béen fpﬁnd that"
the probability of leaving uhempléyment‘often bécomés lower as the
unemployment spell grows longer: Iﬁ the AFDC 1itefature, this finding
also generally appears, as indica;éd in Table 7. The falling exit rate

with the length of the spell is one reason for the rather long right-.
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hand tail of the spell distribution (i.e., the high percentage of long

spells).

The finding of negati&e»duration dependence i;,szject'to ﬁore than
one interprétation. Such dependence could arige‘froh the deleterious
effects of AFDC receipt itself, as might happen:if human capital’
deteriorates from lack of use as the.spell progresses and hence the -
potential market wage decliﬁés. It'cpuld alsé arise if lqng-term AFDC
receipt is a negative signal to employers; ét least if employers-can
obtain information on individual AFDC histories. :?ét.another'v
éxplanation is that.the‘finding of negative duration dependencé is a
spurious statistical resulf arising froﬁ the existencé of_"unobserved
heterogeneity" in the population.  Fér exampie, if different AFDC
recipients have different (unobservéd) levels ofvhuman capital-and hence
different market potehtials,_those with high potential would be more
likely to exit the AFDC rolls early. As a conéequenée,'those recipients
observed to be still on fhe.rolls ét a later time would have lower exit
rates; on average, than those. on the rolls at an eafly point in time.
The observed negative duration dependence would be spuridus in this case
because it could arise even if each individual recipient has a constant
exit rate, though one that differs across personms. :Ih‘any'cése; these
different explanations for fhe presence of negétive-duratidn defendenée
have not been much examined in the literature to date. dne exception is
Blank (1989b), who found negatiVe'dufation,dépéndence to remain even
after unobserved heterogenei#y was contrélled._l , |

The literature on dynamic welfare parfiéipation Qould appear to’

suffer from a lack of theoretical content and from a failure édequately
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to construct testable hypotheses from théory. Most;éf.the literature is
concerned with estimating the distributions of'welfgre_sPells and time
on AFDC and not with constructing alternative eXplénafioné for those
distributions. Perhaps moét impo;taﬁt,vthere haslbeén little attempt to
construct models based on se;rch theory to explain exit from and entry
onto AFDC along the lines of such models.in the upemp1oyment-insurance
literature.? Indeed, oﬁe'of the most_intefesting ffacfs" from the AFDC
literature suggestsithat the standard job-seérch modei may indeed‘be a
poor one for deséribing AFDC turnover. Bane and Ellwood (1983) andv

Ellwood (1986), as well as O'Neill et al. (1984) and'Tienda (1990), find

- that most exits from AFDC are not a result of an increase in earnings by

th; female head, but are instead the re;ulf of_é chgﬁge’in‘maritél
status that results in the loss of AFDC 'eligibility. Fér exaﬁple, no’
more than one-fifth of AFDC exits are a reéulf of eéfnings increases
(Ellwood, 1986, p. xv). In additiqn, Fitzgerald (fdrthcoming) finds
that exit rates are significéntly.affected'by‘the'avéilabilityjof
employed males, at ieast for thtes; -TheSe'reguits sﬁggeét that a model

of marital search would be a more accurate descriptor of AFDC entry and

exit than a wage-search model of the type employed in the job-search

literature. What is required to determine the relative impoftance of
the two search processes is a model in which both are nested and Which
have different testable implicatioﬁs.

The need for more theoretical content and structure i; even more
apparent when it is realized that much AFDC turnover can be purely
mechanical and not the result of any changéd behavidf. For example, an

increase in the guarantee level raises the breakeven point and hence
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makes women with medium levels of earnings eligible for AFDC. A

randomly fluctuating earnings path would therefore result in higher

participation probabilities and longer spells, independent of any

behavioral response.

The literature on dynamic welfare participatiénlhas'alsolfailed to
éstablish a connection between the labor supply effects 6f AFDC and AFDC
turnover. There is a presumption, ébmefiﬁes made explicit and sometimes
not, that short spells are "good"'and'long:sﬁells are "bad." Just as in
the unemployment-spell literature, the utility”basis'for this judgment
is rarely spelled out. .On the one hand, to the extent that thése with
long spells are also thosé-with low wages, poor,marriage-market'
prospects, and poor opportunities of all kinds,iéhe distribution of
spells is just a proxy for the distfibution.of lifetime income. If this
is the case, it would presumébly be preferable to.examiné the
distfibution of lifetime income itself.. On the other hand, to the
extent that those with long spells are presumed t§ exhibit ‘greater 1ébor
supply disincentives than those with shq;t-spells, theré isbé
presumption of greater efficiency losses of AFDC, the higher the
fraction of long-term recipients.  But it is just as likely that labor
supply disincentives are greater for sho:tfterm fecipients; for ;hey
have greater market opportunities tﬁan do’long-term,recipienfsé-the
latter would presumably have low levels of laborlforce attachment even
in the absence of AFDC. Put differently, AFDC may serve as a form of
unemployment insurance to short-term recipients, with consequént

efficiency effects similar to those found in ‘the empirical unemployment-
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insurance literature. These issues have not been considered, much less
empirically examined, in the literature.

C. Family Structure

The study of the effects of the welfare system on family structure

has only recently emerged as a field in economics. Research in the area

‘can be partly traced tc the development of economic models of the family

by Gary Becker and to the specialized field in labor economics that has

grown up as a result. It can also be partly tfacéd télthg gfowing
recognition by economists of the intrinsic imﬁortance 6f"fami1y-
structure issues to the sfudy of the welfare systém.: While the possibly
delete;ioué éffects of AFDC on marital status have long been discussed
and continue to be studied, family. structure haé.become important inb
other respects as well. As noted earlier, gny groﬁﬁh éf the AFDC
caseload is now a result of growth of the numberlof female-headed
families in the United States rather than of growth in AFDC
participation, conditional upon female headship (participatign rates
are, in fact, declining); the empirical evidence éuggésts that female
headship does not cause low levels of 1ébor supply; and most exits from
and entrances to the AFDCIrolls are associated with chaﬁges in family[
structure and not with changes in labor supply or eérnings; All these
considerations suggest that the study of the determinants of female
headship deserves considerably more research atténtion relative to labor
supply than it has Been granted in,thé literatﬁ:é. |

The issué with which research tﬁus far has been @ost concerned is

whether the welfare system encourages female headship. Since benefits
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are paid primarily to female heads of family with children buftﬁith no

spouse present, as discussed in Section .II, the program provides an
obvious incentive to delay marriage, increase rates of marital
dissolution, delay remarriage, and have children outside of a marital

union, all of which will lower the percentége of the population that is

Amarried. Virtually any model of marital stétus'and‘childbearing

behaﬁior will have these implicétions.

.Just as in the'case of 1abor.supply, it may be ﬁéeful first to ask
whether the crude time-series evidence is consistent with this .
hypothesis and second to. consider the eéonométric~evidehée thét has been
gathered to test thevhypoﬁhesisl Figure 4 shows the trends since 1960
in various.démographic measures and in the welfare 5énefit, the latter
éhown at the bottom of‘the figure. gThelﬁop section'of'tﬁe graph
demonstratgs the steady growth in female Headship discussed previously,
which can be seen to have proceedéd considerably faster for blacks than
for whites. - The figure also shows gn'upward trend iﬁ,the'divofce rate
as well as upward trends in illegitimacy rates, which have égain been
stronger for nonwhites than for whites. |

The simple visual evidence in the figure provides mixed signals on
the prima facie support for the hypothesis of transfer effects. Real
benefits grew from 1960 into the mid-1970s, as discussed-earlier, as did
most of the demographic variables. It is the simultaneous groﬁth’of
benefits and deterioration in these social indicators in this- time
interval that provides most of the evidence in support_bf:a welfare
effect in lay discussions. However, the dedliné in ﬁhe feal benefit sum

after 1975 does not accord so well with'thé’hypothesis. Of the trends
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in the demographic variables in the figure, only that for the divorce

rate turns down in the post41975 period. However, that variable is the

least related to AFDC because it is based upon the whole population, not

juét low-income families, and is most likeiy to haye'begn Strongly
affected by other economic and social forces. Injaddifion, while the
growth rate of nohwhite'illegitimacy.is élightly lower affer 1975 than.
before, the lack of a strong similar'slowdown in feméle.ﬁeadship or in
the white illegitiﬁacy growth‘rate (if not an gcéeleratiép) makgs the
evidence on nonwhite illegitimacy not very convincing. For these
reasons, the evidence does nﬁt‘support the hypothesis that thé‘welfaré
system has been responsiblé for the time-series growth in female
headship and'illegitimacy.

It has also been noted that birth rates for women in«genéral, both
low-income and high-ihcome and both.welfgre_and non;welfare, have been
secularly declining for approximately thirty years;“lWhat has incfeased
is, instead, the proportion of such births that are iliegitimate. This -
suggests that it is not fertility behévioxvthét has chﬁnged 5ut rather
marital behavior; marriage is simpl&iless likely to take place prior to
a birth. |

The more important evideﬁcé should.come froﬁ econometric analyses:
that are based upon rigdrous'eéonomic models and which control for other
determinants of female headship. .The underlying theoretica1 model most
commonly used to analyze headship is based loosely on the Becker model
of marriage (see Becker (1981)). .in that model marital unions form when

there are utility gains to both parties to doing so and unions dissolve

when utility gains disappear. Utility gains arise not only from
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nonpecuniary utility gains but also from gains from division and
specialization of labor, from trade when the twoAihdividuals have
different endowments or preferences; and from the advantages of shared

consumption goods.

The simple comparative statics in such a model imply that increases

-in forms of nonwage income that are .available only outside the union,

such as AFDC payments, will unémbiguqusly redude‘the‘probébility that
unions will form and increase thg probability that éhey will dissolve,
However, without any restrictions 6n.the;fdrm of ﬁfefefences and on the
relation of utility insidé»and outside the union, the impacts éf the

female hourly wage rate and the male hourly wage rate are theoretically

-ambiguous because each increases utility both inside and outside the

union. Nevertheléss, specific hypotheses regarding‘ﬁage effecfs have
played a major role in attempts to explain time-seriés changes in female
headship. | |

For example, the hypothesis that net gains are negatively affected
by thé female wage is the b;sis for the major economic tﬂeory of
divorce;-that it is a result of the increase in that wage. More recent
and more germane to the low-income population is the additional
hypothesis that net gains are positive iﬁ the male wage, and'that the
increases in female headship_in the 1980s héve resulted from a decline
in the real wages of unskilled maies; A number of recent studies have
indicated that the wvariance of‘male earnings in_ﬁhe United States
increased significantly in the 1980s, partly as a result of an increased
upper tail of the wage distribufioq1but partiy from an increased lower

tail as well (see Burtless (1990) and Moffitt (1990a) for example). A
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related hypothesis of Wilson and Neckerman,(1986), stetes it in terms:of
male employment rates rather than wage'rstes--that is;‘as the hypothesis
that the increases in male youth unemployment have contrlbuted to the
growth of female headship. Wllson and Neckerman also postulate that the
relative . supply of yonng black males.has fallen,'leadlng to a lack of
available partners for femsles;. In this-hypbthesis,-the'growthmof
female heédship has resulted frem an increasing scarcity of economically
suitable male partners (see sthill'(1988) for additional discussion).
As already mentiened, these hypotheses are mot necessarily implied by
the theory and, in addltlon they both assume a type of asymmetry
between male and female wage effects that is not present in the simple
model .

In any case, even this simple formai'modei of femele‘headship has
rarely been estimated in the empirical work in this area, although some
studies embody its features eiosely (see-below).':The'most common
© difficulty arises from the necessity to impnte tHe characteristics of
potential spouses for tnose mho are not in a union and. the
characteristics of single individuals for'those in a:union. Imputing
such unobserved variables introduces mell-known problems of seélection
bias, and most studies to date have therefore only estimated the model
in reduced form by substituting a iinearicombination of exogenous
socioeconomic characteristics for the missing wage»end nonwage incomes
(however, the AFDC benefit is always imputed, even.for'married
individuals). Unfortunately, wage effects cannot generally be
identified in such reduced-form models and hence some ef the important

alternative hypotheses for the rise in female headship cannot be tested.




50

The available empirical‘studies can be usefully divided into those
conducted in the 1970s and thosé conducted iﬁ the 1980s. The findings
frdﬁ approximately ten or twenty studies in the 1970s are well .
summarized by Groenveld et al. (1983). The studies were usualiy drawn.
from cross-sectional or pgnel data setsldoVering thé'}éte-1960s or early
1970s, and genefally,related the proﬁability that a woman was a female
head or the probability that.a marriage'woﬁid'dissolVe to levels of AFDC
benefits and participation. The findings from thigieérly literature are
extremely mixed and show no consistent pattern of effect ("Tﬁese
studies...cannot be summarized easiiy", Croéneveld'eﬁ al., 1983, P.
266). |

Table 9 summarizes those Cbnducted.in the 1980s.® Their results.
show something of a change iﬁ tﬁe findings; for thére is more consistent
evidence of an effect on female headship (Danziger et al., Ellwood-Bane,
Moffitt) and remarriage (Hoffman-Duncan). There is“also éome'eﬁidence
Af an effect on the probability that a fémale heéd lives independently
rather tﬁan as a subfamily within a iarger family (Eliwood-Bane,
Hutchens et al.), though still mixed evidence of an effect of the
welfare system on’illegitimacy (Ellwood-Bane, Pldfnick, Duncan-Hoffman,
Lunaberg-Plotnick). Although the studies of the 1980s show slightly
stronger effects than the e;rliér studieé, the effects are still
generally small in magnitude. Iﬁ particular, insofar as it is possible
to determine, none of the stgdies finds effects sufficiently large to
explain, for example, the iﬁérease‘in fémaie'ﬁeadship in the 1ate.196OS

and early 1970s. If this result continues to hold up, research in this
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Table 9

Recent Studies of the Effect of Welfare on Family

Structure®

(table continues)

Dependent Welfare Estimated Effect

Study Data Set Population Variableb Variable(s) of Welfare
Static
Danziéer et al. 1975 Married women Female head G; t; +), sig.t

(1982) CPS and female Set-aside®

heads, 25-54

Ellwood-Bane 1976 All women, Independent [ (+), Sig.

(1985) SIE 18-44 female head®

Same Single mother® Same’ (+), Sig. for whites

Single Independent Same (+), Sig. for young

mothers, female head women

18-44

Ever-married Divorced or Same Insig.

mothers, 18-44 separated in
last year?’

Same Currently Same (+), Sig. for white
divorced or and young black
separated’ women

Women not Had a child Same . Usually insig.

married in in last year?

1976, 18-44

Never-married Have children? Same Usually insig.

women, 18-44

Hutchens et al. 1984 Single mothers Independent G if indep. Insig.
(1989) cPs less than 36. female head G if indep. minus (+), Sig.
G if subfamily
plotnick 1979-84 Never-married Have had a G+ F; Some_(+)_Sig. effects
(1990) NLSY childless women out-of-wedlock administrative of G + F and admin.
©. 14-15 in 1979 birth by age 19 variables vars. for whites.
Some sig. effects of
admin. vars. for blacks
Insig. effects for
hispanics.
Moffitt 1969, 1977, Men and Married G+F+M Usually (-) and sig.
€1990c) 1985 CPS Women 16-55 in 1985 but not earlier
Same Women 16-55 Female head G+F+M Same but (+) effect
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Table 9, continued

Estimated Effect

Dependent Welfare
Study Data Set Population Variable Variable(s) of Welfare
Dynamic
Hoffman-Duncan 1968-82 Divorced or Not remarried G (+), Sig. in some
(1988) PSID separated women and on AFDC models and insig.
less than 45 at later date' in others
Plotnick 1979-84 Never-married Had a out-of- G+ F; Stronger effects
(1990) NLSY childless women wedlock birth administrative of all variables
14-15 in 1979 in year t if variables for whites than
one had not occurred blacks or hispanics
prior to t
Duncan-Hof fman 1968-85 Black women Had an out-of-wedlock Ez Insig.
(1990) PSID 14-19 birth and was in a
’ AFDC household
Lundberg-Plotnick 1979-86 Never-married Had a premarital G+F (+), Sig. for whites
(1990) NLSY childless women birth! : but insig. for blacks

14-16 in 1979

"Acronyms: CPS = Current Population Survey; SIE = Survey of Income and Education; PSID = Panel Study of_Income Dynamics; NLSY = National
Longitudinal Survey of Youth; G = Guarantee varying by family size; G = Guarantee for a family of four; G, = Guarantee for a family of two;
F = Food Stamp guarantee for a family of four; M = Medicaid benefit for family of four; t = AFDC tax rate.

"Dependent variable equals 1 if in the indicated category and 0 otherwise.

“Variables entered into equation are income if married; income if female head; labor force partfcipation if married; and labor force
participation if female head. Welfare variables shown are used to instrument the two female head variables.

Coefficients on female head income and labor force participation. See note c.

“uSingle mothers" are women with children but no spouse present. They are either "independent," defined as living in own household, or
“subfamily heads," defined as living within a larger household.

"Yariable is interacted with dummy for AFDC participation and instrumented using variables for number of children and number of children under
three years of age.

Models are partly dynamic.
"Variable sometimes interacted with lagged instrumented AFDC participation dummy.
Three-category dependent variable: remarried, not remarried and on AFDC, not remarried and off AFDC.

Broken down into probabilities of becoming pregnant, of not aborting, and of not marrying prior to the birth.
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area would better direct itself toward a éearch-for the other causes
presumably generating the increases. in femalg headship.

The failure to find strong beﬁéfi; effects is tﬂé most notable
characteristic of'this literature. 'However, there are a numbér of
methodological issues and issues of specification in the studies which
have not yet been adeéuately addressed. ' One is' the proper source of
exogenous variation for the AFDGC benefit vériable{_for while most
studigs use cross-sectional variation iﬁithe bénefit, éome use within;
state variation in participation rates fo'identify'the effect (Ellwood-
Bane) and others impiicitly use other, nonfwelfare sources of income as
well as welfargbincome for i&entification inasmuch as all income types:.
are con;traiﬁed to have fhe~same coefficient (Danzigef(et al.). Indeed,
there is some question as to whether cross-sectional vari#tion per se is
a proper source of exogenous variaﬁion, fér family structure differs |
across states and regions for many unmeasured religious and cultural
differences that may be confdunded‘with the effects éf state-specific
5epefits (Cherlin, 1979); Addressing this issue reqﬁires‘the'use of
panel data or data on individuals in the séme stétes over time in order
to estimate models with fixed étate effécts.” 'Another specification
issue is ‘the implausibility of a static model'in which the current level
of the benefit is assumed to affect current familj s#ructure. Female
headship in a given.cross-seétion may have occurred at some prior time
when benefits were different, requiring the speéificaﬁion of lags in the
benefit.? | o

An additional topic deserving more research:in tﬁis area concerns

possible effects on the welfare system on family structure of males.
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While any effect on female mariﬁai status ﬁqst tranéiéfe_into an effect
on male marital status, the.same does not apply for female headship.

Moreover, there could be effects of fhe syétem on male labor supply that
work through maritai status, as the simple illustrative model discussed

above implies. Indeed, one hypothesis for thé_decline in male labor

“force attachment in the low-skilled population-is-that it is-at-least a . _._.._

partial result of the welfare system.f This hypothesis has not yet been

rigorously tested.

D. Migration

The possible effects af cross-sectional variafién in fhe'generasﬁtyn
of welfare benefits on migration decisions of'low-iﬁcome}families has
long been discussed in lay circles a#d among students of the welfare
system. As noted previously, benefits vary tremgndoﬁsly across states
and fegions of the U.S., even after controlling fér variations in'the
cost-of-living. Thus the intuitive basis for exéecting a migration
respdnse is clear, especially since most loﬁg-diéténée ﬁigrafion is
motivated by economic rather than nén-economic donsiderationsi

The literaturé on migration effects dividés up into an early
literature using data from the 1ate‘19$0s and early 1970s, and a set of
more recent studies using both more recent data and more sqphisticated
techniques of analysis. The earlyvliterature,:summériéed in Cebula
(1979) and Weiﬁberg and Gefmanis (1988),.found ratherIWeAk or
inconsistent effects of benefits on migration., However, as the two
summaries discuss, the earlyllitefatﬁre'is severely ﬁampered by a high

level of data aggregation and by a consequent inability to disaggregate
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by individual characteristicg, often even by femalelheadship and AFDC
receipt. The more recent studiés are showp‘in Taﬁle lO. Using a
variety of data sets, covering periodé‘gp to 1985?,the'studies éll show
poéitive and significant effects of welfare on‘residential location aﬁd

geographic mobility. Whether the difference in findings between these

‘later studies and those from the earlier period are a-result of - - — — . —— . . _

differences in analytic techﬁiques ra;hef than a true chénge in the
strength of the underlying relationéhié oéef.time haS'ﬁot'been'
investigated to date. |

 Many of the issues in this literature are ecbnométric and -
methodological. One of thé difficulties, only partially addressed by .
tﬁe studies in Table 10, is the deyelopment of a truly exogenous source
of variation in the set of welfare opportunitieg faéing an individual
potential migrant. In the various literatures on welfare discussed in
prior sections, as well as -in the.literatu#e on intergenerational
effects discussed in the next section below, the major sbﬁrte of

variation in welfare parameters used in. the analyses is the presumed

- exogenous variation in those parameters across states (i.e., cross-

sectional variation), which is in turn a feéult.of cross-sectional
variation in individual residential location. Uﬁfprtunately; the use of
this source of variation in,;he‘stﬁdy of migratidn islproblematical,-if
not untenable, because residential location itself is the objecﬁ of

choice. Thus, for example, a female-headed family considering location

'in one of the 51 U.S. states and jurisdictions faces a fixed price

structure of relative benefits--heuristically, the migration equation

could be thought of as requiring 51 benefit variables as regressors.,
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Table 10

Recent Studies of the Effect of Welfare on Migration

!

\
!

in 1984

1984-1985

state in 1984°

: Dependent Independent Estimating
Study bata Set” Population Variable Variable(s) Technique Results
Gramlich and Pooled aggregate U.S. population Per capita Lagged value OLS with Benefit variable
Laren state-level data ’ - AFDC recipiency of average state fixed significant in
(1984) by year, 1974-1981 rate by state AFDC benefit effects expected direction
: . and year in other states i in 2 out of 6
; specifications
-Pooled 1980 Female heads Prob. of Living Prob. of living Cross- | Mobility rates
Census and on AFDC in in a high, medium, in a high, medium, tabulations higher from low-
PSID data, each year or low benefit or low benefit o benefit states to
1971-1981 state in year t state in year t-5 - high-benefit states
. : than vice versa
Blank CPS, - Female heads Dummy variables Expected income Multinomial Welfare income
(1988) 1979 in 1979 for regional and hours worked Logit has pos. and sig.
Location and AFDC by region and ‘effect on location
receipt AFDC status
Peterson Pooled aggregate U.S. population Change in state Product of AFDC ULSAandf Benefit variable
and Rom state-level data, S o poverty rate from benefit at t-1 and 2SLS- pos. and- sig.
(1989) 1970-1985 t-1'to t change in AFDC : :
’ benefits
Clark " SIPP Low-income = . Changed state pummy for living . Logit - More likely to
T €1990) S female heads - of residence, in low-benefit move if from a
' or high-benefit

low-benefit state

*Acronyms: PSID = Panel Study of Income Dynamics; CPS = Current Populétion Survey; SIPP = Survey of Income and

SInteracted with AFDC participation status in 1984.

cot

Program Participation.
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The relative price structure is constant at a giVen.poipt'in time, for
the benefit for a fémily of given income and size is state-specific, and
hence changes only over'time, suggééting the need for a time-series
anélysis instead.®

Some of the studies in Table 10 address  this prbblem.instéad by

location at a pfior point in time.. Implicitly, prior residenfiﬁlv
location is used to avoid the pfoblem'ofra-fiXQd feiétive benefit
structure for ail individuals. Tﬁus; for example,"thé'second part'of
theACramlich-Lafen study as wgll as the Clérk study éxamine thé
difference in mobility ratés between those who“aré‘initiéily ipilow-
benefit and high-benefit states. Yet initial rééidéntial location is
presumably a function of the relative benefit s;fuéture as well, and
also a function of the unobservablés affécting mobility patterns. The
firét part of the Gramlich-Laren.study uses variation in the average
benefits of other states (definéd:variously és all other states iﬁ the
U.S. or only contiguous states) to obtain crosslsgctional variation in
their state-level study, but this procedure impliciﬁly'gses cross-
sectional variation in benéfits directlyttd idenfifj’theimodel. Blank
identifies the effects of cross-stafg felééiye incomés by predicting
those variables from first-stage regreésions which include some
individual characteristics not included in the‘migration equation, thus
implicitly assuming exogenous cross-sectional vafiation wiﬁhin cells
defined by those idéntifying variables.” Peterson and Rom do not use

relative benefits at all in their model, only the benefit in each state

~ utilizing cross-sectional variation im initial-residential-location or - -:. ...
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by itself. Thus it would'appear thét the'pfopef SOﬁrce §f.Benefit_

variation to use in migration studies deserves further investigatiop.
‘Aside from the direct interest in,whetﬁer.thé Welfaré»systém

induces migration, this research aréa is of addifiqnél,interest because

it bears'importantly on the reliability of the.estimates obtained in the

literatures primarily use cross-septiqnal vériation in residential
location to identify estimatég of welfare effects."Yet'if'resideﬁtial
location is endogenous, cross-sﬁate variation in bénefits is.aslwell and
therefore the studies which use such variation may yield biased-and

inconsistent parameter estimates. -

E. Intergénerational Transmission

An issue with which the literature oﬁ the wglfare syétem has been
recently concerned is.whether fhére ié any intergenerational
transmisSion'of weifare receipt. . Such transmissioﬁ could opérate in a
number of ways both direct and indirect. -Direct effects couid arise'if
growing up in a welfare household eitﬂer directly affécts preferences
for welfare receipt (e.g., b§ lowering its stigma) or, by providing
additional information on the rules of the system, iowers the
transaction costs of participating that a child will later ‘face as an
adult. Indirect effects could arise if the reéeipt»of'AFDC income by
the parental family affects family incoﬁe, thé‘labor Suppiy of its
family members (including fhe child); or investments'in the human
capital made by the family in the child or underﬁaken.volpntarily by the

child. 1If these variables are affected, théyvmay later lead to -changes
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in the probability of welfare receipt on the partAof the.child.after she
gréws to adulthood; |

The available studies are shown in Table 11._'A11 ﬁave ufilized
paﬁel data and have measured the pregenceléf Welfaré.ihcome in the

parental family and have cdrrelated this presence with'later behavior of

" “the children, either through simple cross-tabulations-or multivariate ... .. .

statistical analyseg. Althoﬁgh'later'welfare fééeiption'fhe paft of the
child has beén the most common ‘outcome variabie; sdmg studies have also
examined child-bearing behavior onjfhe part of dauéhters and, in two
cases, the labor market performancéiof sons.

The results.show consiétgnt'evidence of strong correlations between
‘parental welfare receipt and later behavior of daughters. Daughters
frdﬁ welfare families are much.more likéiy to participate in the welfare
system themselves at a later date, and are more likély'to have births in
general and premarital births in parﬁicuiaf. The évidence“is weaker for
the studies that examined the effect of parental welfare receipt on
sons’ later labor market performaﬁce (HillQPonza,vLefman);

Unfortun;tely, the reduced-form nature of most of the studies
renders their findings essentiallygnon-informa;ive on the main issue at
hand, which is whether AFDC receibt‘"causesJ latér AFDC receipt or other
behaviofs. Since most studies do not attempt to control in ény
systematic fashion for the many omitted va;iables that may be
responsible for the observedlcorrélation--the human capital
characteristics of the parental family, to name the most obvious--the
interpretation of the observed correlations is highiy'ambiguous, and can

paragraph of this section. At most, some studies have entered a
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Table 11
-Studies of Intergenerational Effects
Dependent. Independent Estimating
Study Data Set® Population Variable Variable(s) Technique Results
Levy PSID, Women 10-17 in Single and Parental family Logit Weak pos.
(1980) 1968-76 1968 living at on welfare on welfare in effect
home 1968
Hitl-Ponza PSID, Children 12-17 Daughters: ratio of Ratio of welfare Probit, Daughters:
(1983) 1968-81 in 1968 and - welfare income to income to total Adjusted generally (+)
living at home total income after income of parental OLS ' but weak effect
leaving home family prior on prob. of
Sons: Hours of to Leaving home receiving any
work after leaving ’ welfare
home Sons: Weak and
mixed
Lerman NLSY Black sons Earnings in 1980; Family received oLs, (-), Sig. earnings
(1986) 1979-81 16-23 in 1980, whether out of welfare lin 1980 Probiteffects
tiving at home school and work (+) Sig. non-
school~work effects
Effects weaken or
disappear if
predicted family
variable used
MclLanahan PSID Daughters Received welfare Family ever Logit (+), Sig. effects
(1988) 1968-82 17-26 in 1982 at age t if not received
receiving at t-1 welfare; no.
years received
wel fare
Antel ~ NLSY Daughters 14-18 Had a birth by Family on ML adj. for (+), Sig. effects
(1988a) 1979-86 and at home in age 21; had a AFDC in 1978 endogeneity
1979 premarital birth of family
by age 21 AFDC receipt
Antel NLSY Daughters 14-18 No. months on Family on ML adj. for (-), Sig. effects
(1988b) 1979-86 and at home in AFDC in 1985 AFDC in 1978 endogeneity
1979 ’ of family
AFDC receipt
Solon et al. PSID Sisters 12-17 in Ever received Family ever Cross- ! Sister's receipt
€1988) 1968-83 1968 who were welfare between received welfare tabulations prob 22 percentage-
heads or spouses time sisters left between 1968 & time points higher if
in 1983 home and 1983 sisters left home from welfare family
Hill-Ponza PSID, Women 11-15 Five measures of Same five measures Probit,: ALl effects (+) but
(1989) 1968-85 living at home welfare dependence for family when Tobit strongest on prob.
when 20-24 daughters were 11-15 of receiving any
welfare at all
Gottschalk NLSY - Daughters 14-22 Had a birth at Family received Logit Mixed pattern of
(1990a) 1979-85 in 1979, living age t if none welfare when coefficients;
at home by t-1; went daughter at home; overall (+) effect
on AFDC after proportion of time
birth received
°Acronyms: PSID = Panel Study of Income Dyhamics; NLSY = National Longitudinal Survey of Youth.
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miscellaneous set of regressors in the eduations,for'the child’'s welfare
receipt or other behavior (Lerman, McLanahan, Antel, Gottschalk), but

the set included is still quite. primitive (parental wage rates, for .

exémple, are not included). Put more generally, there has been little -

attempt to model the intergenerational transmission of poverty and low

“income itself, which should"logically precede the mbdeling of - the

transmission of welfare pafticipatioﬁ.v30 '

qundmétrically, the difficulty'wifh most eﬁistiné stu&ies is that
the potential endogeneity of the variable or Qariaﬁles measuring
parental welfare participation has rarely been,addressed.. Omifted
variables that affect the fransmission of—lo& income status will be‘
included in the error term but will be corfelated with parental welfare.
status as well, Lerman (1986) and Antel (1988)'have addressed the
problem by using instruments for pafental welfare status--in the case of
Lerman, most effects disappeéred.when instruménts_were used but iﬁ‘the
case of Antel, who‘did not estimate OLS versionms, even the instrumental-
variable estimates were significant.31 Nevertheless, there.ié_aArather
severe identification problém that is n&t faced up to in these studies,
for many parental variables included in the instrumenting equation'are
excluded from the child’s equation, Variables which may be related to
other income transmission mechanisms (e.g., the éducatioﬁ,.age, and
assets of the parents). 1Indeed, if is unlikelyAthét'any characteristic
of the parental family itself could be excluded on an a priori basis
from the child’s equation; rather, the best candidate‘for identification

is likely to be the cross-sectional variation in the parameters of the
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AFDC benefit formula (facing the parent) that are.geherally used to

identify AFDC effects in the other literatures diScussed'in this review.

IV. EFFECTS OF REFORM MEASURES

‘Much of the research on the United States welfare system is

concerned with determining the effects of different welfare reform

measures. There have been many proposals for reform of the existing

welfare system over the past twenty years, ranging from the negative

" income tax to the imposition of work requirements to the "reform" of

simply cutting benefits or :eliminating the.System. aIt;is a truism among
experts in the field that "welfare reform" mean§ différent-thiﬁgs to
different people because each reform proposai defines the welfare
problem in a different way. Nevertheless, there'are';wo.types of goals
that ﬁost major reform prqposais attempt fo address in one way or
another: (1) the goal ofireducing.the caseldad.and reducing Welfgré
participation rates in some way other than merely cutting benefits,

preferably by raising earnings and reducing the incidence of female-

‘headed families; and (2) the -goal of minimizing work disincentives and

of increasing the employment and earnings of those who are currently
welfare recipients. Unfortunately, although the two goals may appear to
go together, they often confiict.- ThisHWiLl bé amply illustrated in the
review of the effects of four major reférm measures pfovidéd in this
section: the effect of lowering the benefit reduction rate as, for
example, by the introduction.of_a negati&e'incgmé tax; thé efféct of

imposing work requirements or of instituting work or training programs
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for recipients; the effect of reforming'fhe child support system;'and

 the effect of extending benefits to husband-wife coﬁples.

A. Lowering the Benefit-Reduction Rate

Lowering the benefit-reduction rate (BRR) is the most popular

‘policy prescription-among academic economists for increasing the-

earnings and labor supply,of,welfafe recipients. 'Ihé proposallgained
widespread attention in the 1960s gnd 19703'dufing'discﬁssions of the
merits of a negaﬁive income tax. As noted earliér;:the nominal BRR in
the AFDC program is currentlyl100 percent and has néyer been‘ioﬁer than
67 percent, itself a high faivrateh An individual'participating in
programs in addition to AFDC may face cumulative ﬁarginal BRRs in excess
of 100 percent. . A lowering of~theABRR permits a rééipient‘to.“keep" a
higher percentage of her eafnings--that is,'hef benefit is not reducea
by as great an amount if she earns mpreﬂ ‘Thus a direét‘financial
inducement.to'additidnal work is provided. .

At ﬁhe outset, it shéuld be noted,thét this'method of increasing
labor-supply and earnings among program réciéieﬁts is not also a method
of reducing the caseload; in fact, it is'a methgd of increasing the |
caseload, thus illustrating an examplg of conflict iﬁ the two welfare
reform objectives just discuséed. Financial incentives are provided
precisely by paying benefits to families in situatipns in thch they
would otherwise have been ineligible--that is, iflthey have‘sufficiently
high earnings. Lowering the BRR is designéd fo iﬁcre;se work incentives

by keeping families on the rolls, not off them; even if they work.®
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Nevertheless, the static model 6f labor supply does not
unambiguously predict that labor suppiy will increase following a

reduction in the BRR (Levy, 1979). If the rate is lowered, the income

- breakeven level will risé, thereby drawing new reciﬁients onﬁo the rolls
. . whose labor supply will fall (see Figure 3). A redgctidn_inithe BRR

-~will increase labor supply on net only-if the increased work effort of

those initially on the rolls is 1arge'énoqgh to~outweighfﬁhe labor -
supply reductions of new recipieﬁts.' It céuld'just as easily be the
case that the net labor supply change is négative;“ ihe net effect, in
general, depends upon the relative numbers of~ol& anqlnew'reciﬁients and
cannot be prédicted a pfiéfil Note that}thg,éamé éfgu@ents go in
.réverse_for an increase in the BRRé;if those made ineligible work
sufficiently longer hours, labor sﬁppiy could increase.®

The econometric evidence 6n the issue now strongly suggests that

the labor supply effects of old and new recipienté essentially cancel

~each other out, at least in the relevant range of guarantees and BRRs,

and that there is no significant effect of changgs'in the BRR‘on labor
supply in either direction (Levy,A1979;'Moffitt, i985a, 1986a, 1986b) .3
This phenomenon can be seen in Table 5, considered earlier, where a.
reduction in the BRR from 1.00 to.0.75 induces é,redﬁction,ih 1abor
supply if income and substituﬁion elaéticifies aﬁe high. Reductions in
the BRR at other elasticity levels often generaﬁé oﬁiy small changes in i
work effort among thg population of female heads aé a whole. This

cross-sectional finding is also fully consistent with the time-series

evidence on the effects of the 1967 reduction in the BRR and the 1981




65

increase in the BRR, neither of which had ény major influehce on hours
of work among female heads.® |

These econometric results, together with the time-series evideﬁce,
méké it extremely unlikely that the BRR can be used to achieve.
significant gains in work effort in'the low-income population. Also in
need of revision is the presumption that there is-a trade-off between
work incentives and progran costs--that is, that lowering the BRR is
desirable to increase work incentives, but would raise caseloads and
hence costs. 1In fact, no trade-off of any serious"magnitude.exists.

The ineffectiveness of changes in the BRR:is one of‘the reésons for
the failure of a negative'income tax . to gain a serious hearing in
Washing;oﬁ fér over ten years. Policymakers often péint-to the failure
of the 1967 legislafion as evidence agaiﬁst the uée.qf'thé BRR as a
panacea for solving the work incentive ﬁroblem in the Welfare system,
Nevertheless, the 1981 increase in the BRR generated considerable public
comment on its purbosed work disincentives when it was passed, and there
are still frequent pfoposals at the state level, if not the federal
level, to use the BRR as a tool for increasing earnings.

| The failure of the negative income tax to provide work incentives
has also led some analysts to conclude that work and welfare are
.inevitably essentially mutually exclusive alternatives--that is, that it
'is not true that "work and welfare go together," as was once hoped, but
that the object of reform should be to get womeﬁ into the workforce by
getting them off welfare altogether. This positibn is reinforged by the

finding, discussed in Section II above, that very few women have ever
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worked while on AFDC, even during the period of its lowest BRR.

Although it is possible that the BRR has simply.not been low enough to

 induce women to work while on the folls, it ﬁay be that the benefit

formula, and the average'BRR embedded in‘it,-is'too complex for women to

understand or too variably applied and enforced to generate sufficient

'éé?téinty'fegarding the actual benefit reduction that would be faced in _

any particular case. There is alsoAsqme evidence that women cycle on
and‘off AFDC, combining periods of work-énd-no-welfare with welfare-and-
no-work, behavior that could be induced by the nonconvexity of the
budget set. In any case, for whatever re;sqn;_low-income fem#ie heads
appear to choosé to go on AFDC 6niy if thej are not Working‘énd to go
off AFDC if tﬁef plan toiwork, as a generai rﬁlet |

It is worth emphasizing that the.BRR may Bé‘fedﬁqedAfgr réasons of
distribution rather than work incentives--ﬁhat_is,'it may'be desired to
extend benefits higher up in the.in;ome'disgributién'than does a program
with a high BRR. It reﬁains the case that families among the "working
pooxr," as they are generallywdeemed,‘will qften belineligiblé for a
program with a 100 percent BRR. At the current average AFDC guarantee,
for example, a female head wofking full time for the entire year at the
minimum wage is not eligible for benefits in the current 100 percent BRR
regime, but would still fail below the official poverty line for a
family of four. Thus the BRR should be sét to allocate expenditures
over different income groups in whatever proporfion is socially desired

and without particular regard for work incentives or disincentives.
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B. Institﬁtinz Training and Other Work-Related Programs

Currently, the most popular type of reform ﬁeasuféiin_both
Washington and state governments is the institution §f some type of work
requirement or training program for welfare recipients. The poliéy
7 movemgnprén Fbis airegtion has gathéred'strength in the past few years,
particularly at the state level with the encouragement of the fedeféi -
government, and culminated in federal legislation in 1988 mandating
training programs and various forms of work requirements for all the
'states. This movement is generally interpreted as the:result of an
increasingly conservative,political climate over the:l970s and .1980s,
bgt it is also pgrtly a result of a gradual recognition of the
ineffectiveness of financial incentives, as discussed‘in the last
section. If the carrot of lowering the BRR fails to:increase work
effort among recipients, it is natural to try fhe stick of work and -
training rquirements instead. Hoﬁéver, this characterization:turns out

to misrepresent the programs that have actually been implemented to some

extent, for most, as discussed below, contain strong carrot elements as

well,

Theoretical Effects. In its purest form, a work requirement in a

transfer program such as AFDC requires that recipients work at a
suitable job for some minimum number of.hours per week in order to
retain program eligibility and hence to continue to receive benefits.
Those working less than the minimum are aenied benefits. The effect of
such a “"workfare" program on labor supply is unambiguoﬁsly positive in
the standard static model, for any recipient wdrkiﬁg less‘than the

minimum hours prior to the imposition of the requirement must increase
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her hours of work to retain benefits. Some recipients will choose to
leave the rolls and work less than the minimum ﬁumber df hours, so the
caseload ﬁill therefore be uﬁaﬁbigﬁpusly.fedﬁced as well.: Of course,
the increase in labor supply and reduction in thé caseload is achieved
by effectively eliminating the program altogether over some raﬁge of
hours worked, and hence is 'similar in spirit to a cut in the benefit
(both reduce utility).®

The welfare employment programs thaf have actually been implemented
or proposed over the last twenty years have often'Been‘very different.
than this for two reasons. First, while many programs have inaeed
simply required recipienté to work for a limited or unlimited period of
time, perhaps at a public or‘priﬁate nonprofit organization (this is
usually called "work experience") andlusually ét fhélminimdmAwage, many
programs have required féciéients instead tolengage in:joﬁ-search
activities, education, ciassroom training, or oh-ﬁhgljob tréining.
While requiring recipients tO'engagé in these activities still imposes a
time cost (or an "obligation," és it is oftep.éalled), ;here is cleérly
a possibility that such activities'ﬁay be more productive than mere Work
at a public job and may result in more long-lasting increases in
earnings. This is especially true of education and training, which may
increase the stock of human éapital, and ‘may be true of job search if it
is intensive and designed to lead‘to_work at a higher wage than the
minimum (if job-search is just a substitufé for a work-experience job,
on the other hand, it is closer to a wOrkfarg program) . it should be
expected that recipients will be more likely to voluntarily participate

in activities of this sort than in-a pure workfare program.'
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Second, some programs have been voiuntary;r;théf fhan maﬁdaﬁory,.
and others have mnot imposed benefit penaltieS'as severe as the pure |
workfare example implies. In voluntary programs (e.g., the
Maésachusetts "ET" program) an atfempt is méde to offer a program

sufficiently attractive in terms of job seérch;~education'and training,

~or merely support services such as child-care subsidies; as ‘to induce - -

significant partiéipation from the caseléad'voluhtarily. In addition,
penalties in mandatory programs kcalled "éanctions")-are often only
temporary or only partial.

The expected effects on.the.long-ruﬁ caseload of eduéation'and

training programs (henceforth "training programs" for short)--as opposed

to. pure workfare programs--are not immediately. apparent.- While any

prbgram that increases future wage rates or earnings of AFDC women will
reduce the probability that they will be on the welfare rolls in the
future, it is also the case that offering to anyone who is on AFDC a new
training program with a positiye net present val#e, Qhere'there'was none

before, is likely to make welfare more attractive and hence draw some

© women onto the rolls or make them less likely to leave the rolls.¥

Whéther the caseload-increasing or:caseload-redﬁcing effect dominates in
the long run is ambiguous a priori.‘ The importance.of the caseload-
increasing effect depends upén whether the net present value of the new
training program is positive and upon whether the prograﬁ is voluntary
or mandatory. If the program is voluntary, no recipient can be made
worse off and hence the gain to being on AFDC must incréésé.”
Alternatively, if the training ﬁrogram'is mandafory b;t its net present

value is sufficiently high to induce‘voluntary participation among all
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AFDC recipients (i.e., to compeﬁsate fhem for their time costs),\it must
inevitably make the value of being_on AFDC higher fof those initially
off, especially those whé'are already wquing and féf whom né,
ihcrementél time costs would be incurred. if the p;ogfam is manda;ory
and some recipients would be made wqrse.off by receiViﬁg~the training:
“"(because thelt timé costs are not comﬁeﬁéated);‘some Wililindeed'leave'
the rolls.®

A related issue is whether it is poséible to1achieve.net government
savings in expenditure.with these typés éf progfaﬁs;;.Net savings are
more likely to be achieved if the program is.mandatory than if it is
voluntary, for the immediéte reduction in the caéeload in the mandatory
case, arising from the departure of those who would be worse off on AFDC
than not on it, would reduce AFDC exﬁenditures.” Otherﬁise, the |
possibility of net saVings will deéend upon the rélative'magnitudes of
the caseload-reducing and éaseload-incr;asing effecté.mentioned earlier.
For net savings to occur; the net earnings payoff'to the training gndf
the consequent future caseload reductions must be sufficiéntly high as
not only to pay for the direct costsiof'tﬁe prdgram (which will often
.include the child care costs of the trainees as well) but also. to
compensate for the fact that‘earnings increases aboﬁe the breakeven
level yield mno marginal-welfaré savings. 1If the pfobability of finding
such a program is low, work-requirement and training programs should not
be thought of as money-saving devices but instead as programs that may
result in increases in earnings and reductions in caseloads from a net

increase in govermmental expenditure.
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Econometric Evidence. The empirical litefat@re on tfaining

programs has not addressed most of these issues, concentrating instead
on the issue of whether the programé that have been tested or
implemented have any earnings effects in the first place. This is

obviously an issue which must be determined at the beginning,'for if no

'4éarningéApayoffs exist, then the programs become mere workfare -or work-

subsidy brograms. Nevertheless, as a.reéulﬁ, the literature to'date has
not addressed the potential effects of the programs‘onvthe entry rate
onto welfare and hence on the long-run caséload. | |

~ The econometric literature on the effécﬁs of work-related frograms
on the earnings of recipieﬁts ié duite large and divérse, and is
consequently difficul; to summarize. The diversity is clear in Table
12, which lists the major studies that have focﬁged on'welfarg.
recipients.® Somé programs, such as those dﬁder the Coﬁprehensive :
Employment'and Training Act. (CETA) and the AFDC Work Incéntive (WIN)
program, have provided a wide variety of services (Public Service
Employment, PSE; qu Search Assistance, JSA; ﬁork Experience; WEP; On
the Job Training, OJT; etc.) for recipient groups with different types
of employment problems. Others, such as Supported Work and the
Employment Opportunitvaildt Project‘(EOEP), both of which were testsvof
new programs, offered a single type of prdgram thought té be
particularly inmovative. The largesﬁ evaiuation effort, that of state
work programs_in the 1980s summarized recgﬂtly.by»Gueron (1987, 1990)
and conducted by the Manpower Demonstration Researqh Corporation (MDRC),
étudied programs in eight different states, eachAof which offered a

different type of program or program mix. In one sense, this diversity
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Table 12

Studies of the Effects of Work and Training Frograms on Welfare Recipients

Evaluation

Services . Voluntary vs. Estimated Effects
Study Program Provided . Sample Mandatory Method Annual Earnings Annual Welfare
’ o ’ Benefits
Ketron WIN PSE, WEP, CT, AFDC WIN Mand. Comparison $258 after 2 (+) after
(1980) 04T, JSA registrants, if no | group drawn years; $168 2 years
1974-1975 child < 6 from WIN after 3 years;
waiting list $1478 for PSE
after 2 years
Bassi et al. CETA PSE, WEP, CT, AFDC recipients vol. CcPS $556-$949 --°
(1984) oJT 1976-1979 comparison $1558-1673
group for PSE
Hollister et al. SW Subsidized Long-term vol.. Experiment $924 after (-) after
(1984) employment AFDC recipients 19-27 mos. 19-27 mos.
: in sheltered with no child- .
. environment < 6 and Low
" recent work
. history,
1977-1979 )
Grossman et al. SW Same Same but Same Same $492 after (0) After-
€1985) longer follou- : : 10 quarters 10 quarters
: up data
Grossman et al. ECPP JSA only or AFDC recipients, Vol. - Comparison -$33 if JSA (+) if JSA
(1985) JSA fol Lowed 1979-1981 group of non- only; $444 if only; (-) if
by SET o participants JSA and SET. . JSA-and SET;
Both after " -both after 7
] 7 ‘quarters quarters :
Center for Human Food Stamp . New work-req. Food Stamp © Mand.. Experiment $116-$832 (-) after
Resources Work Registration rules and JSA work registrants : after 6 mos. 6 mos.
(1986) " Demonstration T :
Bell et al. AFDC- CT, SET -AFDC recipients vol. Experiment $132-$1932 () in 4
(1987) Homemaker- . : in 7 states, : . : After 2 years out of 7
’ Home Health Aide 1983-1986 ’ . states after
Demonstration . - 2 years

(table continues)
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Table 12, continued

Services Voluntary vs. Evaluation Estimated Effects
Study Program Provided Sample Mandatory Method Annual Earnings Annual Welfare
Renefits
Gueron Arkansas JSA, MWEP WIN-mand., Mand. - Experiment $337 after (-), after
(1987, 1990) : AFDC applicants 3 years 3 years
Gueron and Pauly -and recipients’ :
(forthcoming)® with no child
<3
california-1 JSA only or WIN-mand., Mand. Same $443 after (-) after
JSA and WEP  AFDC and . _ 1 year 1 year
. AFDC-UP
applicants
California-I1 JSA, MWEP, WIN-mand. AFDC Mand. . . Same $658 after (-) after
) E,T and AFDC-UP : 2 years 2 years
- applicants :
and recipients )
Illinois JSA only or - WIN-mand. Mand. Same $10 after (-) after
JSA and WEP AFDC applicants . o 1 year . 1 year '
. and recipients : _ ’
Maine CT, WEP, OJT Long-term . . Vol. : . Same ' $941 year (+) after
. . AFDC recipients oo . - 3 years 3 years
Maryland _ JSA, T, OJT,  WIN-mand. .- Mand. . Same $511 after . (-) after .
. - WEP, E ’ AFDC and AFDC-UP . 3 years 3 years
o applicants and o
recipients ) '
New Jersey ot - "WIN-mand. and vol. " . same $591 after. (=) after
‘ o vol. AFDC ‘ 2 years . 2 years
recipients S o : ‘ o : :
virginia - JSA, MEP, WIN-mand. ~Mand. . . Same $268 after - (-) after
. “E, T AFDC applicants - S i . 3. years 3 years
. and recipients. -~ - o ’
West Virginia Unlimited ~  WIN-mand. Mand. . Same - $16 after (0) after
' WEP : . AFDC and AFDC-UP , » : 1 year . 1 year.
applicants and . : 1
recipients

Note: Acronyms: CETA = Comprehensive Employment and Training Program; WIN = Work Incentive Program; SW = Supported Work Program; EOPP =
Employment Opportunity Pilot Project; PSE = Public Service Employment; WEP = work experience; CT = classroom training; OJT = On-the-

Job Training; JSA = Job Search Assistance; SET = subsidized employment and training (usually PSE, WEP, or OJT); T = multiple types of
training; E = education; CPS = Current Population Surveys. ) '

*Welfare benefit data colleéted irregularly.
®Evaluation of eight AFDC work-related programs developed by states after passage of Omnibus Budget Reconciliation Act of 1981.
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is advantagéous because a éﬁccessful type of pfogram i§'more likely t§
be found if a wide variety of types ié studied. Butfthe diversity is so
great that the number of dimensions along which the different programsA
vafy exceeds the actual number of‘programs:studiéd, makihg it Qirtually
impossible to rigorously detefﬁine ﬁhé effects of ?;rﬁicular program
characteristics. Instead, éach prdgram'esséntially represents a unique
bundle of program charactéristics aﬁd_hence each‘effeétively constitutes
a sample size of one, with consequeﬁtideleterious impiications for the
level of uncertainty about the trué effects of each.®

~ Most of the programs.étudied have not been simpié WorkfareA
programs, but hgve also iﬁéluded job-searcﬁ, educatioﬁ, or training
cdmponentsi One exception is the West Virginié prograﬁ'studied by MDRC,
which was designed only to require work on thé»part of rééipients. The
programs also differ in the degree té which they weré mandatory or
voluntary. Some of the progréms (Supported Work,'EOPP) were voluntafy
because they were tests of new programs éutside thé conventional AFDC
system, so only volunteérs wére askgd to pa:ﬁicipate; others (e.g.,

CETA) were voluntary because they were also independent of AFDC. Some

_of the programs evaluated by MDRC were also voluntary. However, most

programs in place in the existing AFDC system, most of which are related

to the WIN program, were mandatory, at least for women without very

~ young children. Given that the types of participan;s observed in a

voluntary program are likely to be rather different from those observed
in a mandatory program, there is no a priori reason to expect earnings'

effects to be the same across such programs.




75"

Much of the econometric discussion in these studies, as well as
studies in the literature on manpower trainiﬁg in gene;al; ha§ been
concerned with issues related. to evaluation methodolbgy. As the table
iﬁdicates, some studies obtained estimatgs of progfém'effects by
éomparing the earnings of participants with those of'a:cqmparisbn group
 of individuals who were not in the program. The danger in such an -
approach is that thé two'groups of indiﬁidﬁals‘ﬁay not be ‘comparable,
for either the progfam participants may selffséléct'ﬁhemséives into the
program or the prégram operators may select trgiﬁééSion fhe basis of
their potential employability in the firét ﬁlace{ The most coﬁmon
supposition is that progrém operators "cream" from the eligible podl by
accepting those who are the mOst‘employable té begin with, which would
tend to bias estimates of program effect upward. - This ié additionally
the case when participants who receive different types ofvservices (PSE,
JSA, etc.) are compared with one anothér, for the‘offer'of différent
éervice types is intended preciseiy to aécdmmodate.diyeréity in types of
employment problems in the eligible bopﬁlétion. |

For this reason, many of the.sﬁudies'héve employed traditional
randomization techniques to developla'éon;rol groﬁp‘that can bé'presumed
to be identical to the group receiving program éerviées in ailirespects
other than the progfam‘treatment.' If the randomizatipn is proﬁerly
pe£formed and if the experiment céﬁ‘maintain its integrity in the hurly-
burly of a real-world environment, fhis method can go a considerable
distance toward eliminating the'biases that may arise in nonexperimental
evaluations. However, aside from the practical.difficulties of

maintaining integrity in the field (i.e., keeping all else equal between
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the two groups), experimental methods havéAfﬁe‘disadvaﬁtage of providing
estimates that apply only to tﬁe population»updn'ﬁhich ;hé randomizationv
is conducted. For example, the Sgﬁpofted Work ekperiment randomized |
from a population of individuals who had volunteered for the ﬁrogram or
who were referred by other agencies with which thgy.had had contact.'

The estimates of earnings effects obtained from the experiment would

thus not be generalizable to the entire AFbC popul?ti&n!‘aé wouid be of
interest if fhe program were implementedanatiohwiae,ana'made mandatorj
(once again, volunteers are,probably-thése most'liiely'td-benefit from
the program in the first place). '

In fact, the problem 6f ﬁhe usefulness of experimentgl estimateé,is
even deeper than this if it is thought that'the_permaﬁgnt implementation
of a program--as opposed to its experimental testiﬁg-on a.small group- -
would change the nature of the AFDC‘caseload. The permanent, nationwide
implementation of a pure workfare program would certainly change the
types of womén applying for AFDC—-fhose who expect to get little froﬁ
the program may mno longgr\apply, for example. This‘would, in turn, make .
the estimates of earﬁings effects obtained from ; randomized experiment
on the existing caseload of questionable relevéncé.“

Despite the diversity of programs'studied.and evaluation methods
employed, there are severa%upatterns:in the results §f the studies in
Table 12. First, there is a:clear indication of positive earnings
effects in the table across the studies frqm diﬁferenﬁAprograms and in
different years. This éonstitdtes a rather new fiﬁding, for the
conventional wisdomAin this area for many yeaf; was éhat "nothing

works," that is, that no training program has significant effects on
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earnings. There has been a revergal of_thig wisdom in'thé literature on
the effects of work programs for welfare reéipients,'iargely because of
the results shown in Table 12. |

This conclusion‘requires'éeVeral‘dﬁalificétidns;"Soﬁe of the
studies showing positive effécﬁs use'nonexéeriméntal.cbmpafison groups
that probably yield biased estimates of'program'éffectw-for example, -the
Ketron comparison group, drawn from recipients on thé"waiting,liét

created by rationing of WIN training slots, is biased if there is

creaming. Nevertheless, the experimental estimates in the table also

show positive earnings effects. In addition, however, the magﬁitudes of
;he estimates vary tremendﬁusly, rangihg_from estim;tes insignificantly
different from zero to estimates as high.as $1500 pef year. Some of the
outliers can be plausibly ascribed té parﬁiculgr factors: the low West
Virginia estimate may be a result of the.wdrkfare prbgram tested there,
which was not intended to raise earﬁings;?'the'high'estimaﬁes for PSE

in the CETA and WIN studies may be a result of sqlfééelection into PSE;
the MDRC estimates may be lower, on averége,~than thos;'in other studies

partly because the MDRC estimates include some nonpafticipants in the

experimental group; and so on. Unfortunately, it is difficult to go .

very far in this direction, given the small number of studies.

One pattern that does appear in the table is the consistently
larger-sized effects of PSE, and of subsidized emplgymént or OJT -
services, as compared with JSA.% Howevet,'whether.thg-former two would
have a higher benefit-cost difference than fhe lattér two is mnot so
clear, for JSA is far less expensiVe‘than acﬁual job.creation such as

required by PSE. It is not surprising, in a sense, that the more direct
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and expensive treatment have the larger effects on'garniﬁgs‘(see
.Friedlander and Guerpn, 1990, fér further discussionvof this issue).

As the table indicates, bénefit payments were generally reduced by
the programs and hence tranéfer-payment dosts.fo the gpﬁe:nmgnt fell.
However, since there were'qosts to implémenting the pfogfaﬁ as well, the
net cost to the govermment is not clear. - In the MDRC experiments, -
government net costs did indéed fall in two-thirdé qf thé_sites
(Weinberg and Germanis, 1988).- Perhaps mére'important, calculations of
net monetary social benefits--which include -the Qaiue of the output
produced by the recipients and exclude changes in taxes and trénsfers--
generally show positive effecfs, although often quite sensitive to the:
choice of discount rate and éssumed-decay rate of earnings impacts |
V(Hollister et al,, 1984; Weinbérg and Germanis, 1988; Bell‘et al..,
1987). Nevertheless, some of the studies indicate thét sometimes
participants are worse off in terms of'the'preéent valﬁé of net income
(Hollister et al., 1984; Weinberg and Germanig,‘19ég); ana‘would be
presumably even worse off if the value of los;'leisuxe and possible
utility of own child-care were included.” As poted previously, this
should decrease the attractiveness of AFDC.

Despite the overall finding of consistently poéitive earnings
effects, it is also clear from the table that thése pfograms are ﬁot a
panacea for'the problem of low incomeé among female heads. Even taking
the relatively optimistic view thaﬁ the programs can consistently
increase earnings by $1000 per year for AFDC female.heads, a large
change in the poverty rate of female heads is no£~liﬁe1y to result from

implementation of the programs. In fact, the $1000 earnings increase. is
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about the size of the labor supply disinqentiﬁe of AFDC in the first
place, which, as noted in Section III.A above, does not by itself
greatly increase the poverty rate. (Consequently, while work-related

programs are likely to increase earnings, their magnitudes imply thét

‘the scale of the effort must be much higher than that in the programs

teéfed thus far to have a iargé effect 65 the poverty rate and AFDC
caseload. Short of this, such progrgmé-canhotAbe‘felied-upon'a; the -
sole tool in the effort to reduce povertf among_fémélgvheads.

Finally, it should be noted ;hat‘these programs address'the.problem
of low earnings among female -heads but arelnot intended.to adaress the
proglem of female-héadednéss‘itself. 'indeed, éiﬁce increéses in the
female_wgge rate have ambiguous, and possibly négati&e; effects on the
probability of the formation of a marital uﬁion!'the.programs may'ha§e a
side effect in this direction. Wofk programs for AFDC récipients appear
instead to be implicitly based on the p:esumpéion that such women will
be more or less pérmanently én their own,.so that making them moré

economically independent is the best way to improve their lot.

.C. Child Support Reform

A relatively recent method of welfare reform is that based on

reform of the child suppdrt system. Child support in the United States

is determined by local judges who set'éward amounts, abiding by the laws
of their jurisdictions and taking intb account ﬁhe.circumstancés of
father and mother. Awards are made to thé custodial ﬁarent, often .
nowédays the mothef, and are payable by the nonéustodial parent, usually

the absent father. Awards can be made to mothers with children from a
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marriage or to mothers of illegitimate childfen. In the context of a
properly functioning child support systeﬁ, the role of AFDC should be to
provide income to custodial. parents for whom child support is .l
iﬁsufficient to bring the family ﬁp to some sociallj desired minimum

level of income. It should be expected that a program such as AFDC will

be needed; for child support-will be'smalllin'magnitude,;if not zero,

for children of absent fathers who have loﬁ earnihgs or are not
employedf

The evidence does indeed indicate that ﬁhe amdﬁnt §f support
provided by low-inéome absent fathers is indeed extremely smali, but it
is small among'absent fatﬁers'in general as wgll. Moreover, the amount
of support péyments actually ma&e is much gmaller than the courtsAappear
to think appropriate in their awardAamouhts. For examplé, only
18 percent of the mothers in the AFDC caseload_received‘any child
support at all in 1983. In part'thiS'ié becau;é mdst’wémen (60
percent) on the AFDC rolls -had no cbﬁrt-ofdéred awara;- However, of
those that had an award and who wére due a payment,'AO éerceﬁt received
nothing and 6n1y 5 percent received payment (Lermén, 1989, p. 228) in
the full amount of the award--the remainder received only partial
payment. The situation is similar in the population as a whole,
although less severe;—of all womén'with children from an absent father,
39 percent had no award in 1985 and; of those due a payment, 26 percent
received none and only two-thirds received the fuli amount (U.S..House
of Representatives, 1989, p. 633).

The major impetus for reform of the system is thé widespread

support among the public and govefnment'officials for increasing the
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amounts paid by absentvfathers for simple and db#ious equity reasons.
From the point-of-view of the AFDC system, rédiéﬁributing the burden of
support for children in AFDC female-headéd families from the general
taxpayer to absent fatherslélso‘has_wide support. There are many
questions of equity, of cost, of the amgunt‘of_income that can be gained
~ from low-income absent féthéfé, and of other issues that have been
studied in this connection.‘ But for thé purpoées of‘;ﬁis review thesé-
will not be discussed. Instead,»the<fobﬁs will belon ;hé Side effects
of such redistribution of the child support burden, in particular, the
side effects on labor supply'ofAfemale heads and on AFDC‘paseldads.

Figure 5 illustrates Ehe effect-ﬁf child support'éﬁ the budget -
constraint iﬁ the simplevstatié model of-labor supﬁly and AFDGC
participation. An increase in chila suppért acts as an increase in
nonwage income, since it is independeﬁt of her earnings, and is shown to
shift the non-transfer constraint from BFH to the dotted line shown as
ACEI.“ The amount of ﬁake-home»available_to‘a woman who is -on AfDC is
unchanged (segment DE) because the child sﬁpport is téxed atlg 100-
percent rate by the AFDC system. In reality, the systém imposes such a
rate only for child support abo&e $50 bér4month; but-this is ignored for
purposes of illustration. |

Since the increase in child-support has no eﬁfect on_take-home
income while on AFDC, the change unambigubuély reduces the AFDC
caseload. Some women will mﬁvé above breakeven; ffom segment DF to
segment EI (the breakeven level als§ drops) and some women will move
from segment DE to segment CE, recognizing the~existeﬁce of non-

participating eligibles as discussed previously in this review.
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Figure 5. Increase in Child Support.
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However, the direction of change in labor aupply is‘ambiguous. While
women ioitially on AFDC Qill‘unambiguously increase this labor suoply if
they go off the proéram (assuming that the AFDb'gﬁafantee.dominates the
child support amount), women who are initially off AFDC (along segment
BFG) will reduce their 1abor supply because of the increased ch11d
" support, assuming leisure is a normal‘good. This ambigulty is similar
in many respects to that arising from»a'change in the'BRR, for both
-ambiggities result from opposing labor supply effects for'womeﬁ
initially on and initially off AFDC (thete'is no reason for the.
ambiguity to be resolved in the same way in the two'cases,_of course).
To economists an advaotage of child aupport'refofm’ia»that it
offers the possibility that the caseioad cac be redqced at the same time
that labor supply is increased, assumihg the ambiguity is resolved in
that direction. This stands in contrast to some other reforms like the
negative income tax, as noted previously. This is possible because
child support.reforﬁ aime‘to alter.the welfare caseloao not by altering
any characteristic of welfare programs but by altering the situation of
women off welfare, just as any improvement in the wage rate or other
income characteristic in the.non-AFDC state Would'oo. Thus child
support reform is not welfare reform but rather "nonwelfare"‘reform.
There have been only two studies that directlyvaddress the
empirical determination of the labor supply and caseload effects of
child support reform.® Evidence on the caseload effect was provided by
Robins (1986), who used data on female heads from the 1982 Current
4Popﬁlation Survey to estimate AFDC participation equations as a function

of the net wage rate and nonwage income on and off AFDC (his study is
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reported in Table 6). Child support waS<inéluded-in nonﬁage.income off
AFDC. Robins used his results to estimate.the chahgé_in AFDC
participation that would result if all child support awards wére.paid'in
full to all mothers who had such awards. ‘Sdrprfsingi&t His results
showed that the probability of AFDC participétion fell by only a small
amount, approximately two péicentage poiﬁts. ‘Robins'pro?ided fwo |
explahatiéns for this result. First, sincé child support awards rarely
dominate the AFDC guarantee, a‘nonworking AFDC'reéipient is less likely
to change her labor supply after an increase in child support (since it
is taxed at 100 percent by the AFDC system) than is a recipienﬁ who has
earnings and is therefo;e éldser to the program bre;keven point. But
since virtuaily ali AFDC recipients do not WOrk,.very few rééipients
respond. Second, and relatedly, Rbbins pointed out-that the awérd
amounts to AfDC recipients are only aboﬁt 60 percéntAof.AFDC payments on
average, not large enough to have a sigﬁificant effect even if fully
paid. Robins speculated that a highér awérd'réte:ané higher award
amounts might have larger effects. |

Garfinkel et al. (1990) have provided:evidence Qn.whether this
| would be so. Using data on female heads in.the stéte of Wisconsin, the
authors predicted the AFDC pafticiéation.énd labsr sﬁpply effects of
various child support reforms, applying substitution and income
elasticities drawn from a labor supply study by Johnson and Pencavel
(1984). The results are shown in Table 13, As sho&n in the first row,
an increase in the magnitude of exlsting awards 5y.sétting them eqﬁal to
a higher‘perdentage of absent father income would reduce.AFDC

participation probabilities by 2 percent, .equal to about one percentage
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Table 13

Predicted Effects of Child Suppért Refofm on AFDC Participation
and Labor Supply of Female Heads* -

Change in Labor Supply

Change in AFDC  __(percentage of group base)_

Participation® ~ AFDC . Non-AFDC
-(percentage) Recipients Recipients All
Uniform percentage-
of-income standard® . =2 : 8 -2 . -2
Medium improvement ‘
in award rate -2 11 -3 -2
Medium improvement _
in collection rate -3 ‘ 14 _ -3 -2
Guaranteed child support ‘ S
of $3000/yxr.¢ -3 - 16 _ -4 -2

Source: Garfinkel et al. (1990), Table 5. All reforms are cumulative (moving
down the leftmost column) and assume implementation of the prior reform.

*State of Wisconsin, 1985. Labor supply:= hoﬁrs worked per year. .

®Base = 46 pércent of eligible wbmen, in absencé of reform. Numbers represent
change in caseload divided by initial, base caseload.

Award amounts set as a percentage of absent father income: 17 percent for
one child, 25 percent for two children, 29 percent for three children, 31
percent for four children, and 34 percent for five or more children.

dGovernment-guaranteed amount if child.support to custodial parent falls below
this amount. Custodial parent income taxed at rates shown in prior footnote

until subsidy is phased out.
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point in the partiqipation rate. This is not a large amount, and
reflects the low levels of absent'féther income. But this change would
also reduce female-head labor supply, on net, by 2 percent. This effect
arises from reductions in work effort among initial'nonrecipieﬁts which
outweigh the increases in work'effort among initialzfecipients.

As alsb'sho&n in the table, an improvement ip'the award fat; (i.ef,r
in the probability of an award) wouldvhave.no'additidnél-significant
effect on AFDC participatidﬁ probgbiliﬁies or net labor supply effects,
but an improvement in the collection rate'(i.é., in fhe probability'of a
full payment) would lower the caseload by‘éne mdfe'pgrcenf, or‘about
one-half a percentage poinf. This effect is'inAthe'same neighborhood as
the Robi.ns.es'timate.so Finally, the table sﬁows the effect of
guaranteeing a minimum child support level by pfo&iding custodiai
families with a subsidy should the absent fatﬁer’s payment fail to reach
$3000 per year. As the results show, this reform wouldbhave'mddest
additional effects on caseloads and net labor supply of female heads.®
However, note that each reform increases both the‘p;sitivé aﬁd ﬁegative'
labor supply effects from fecipients andlndnrecipients; #espectively,
although they cancel out. | |

These estimates should be viewed as tentative beéausg of the
numerous assumptions upon which they are based, the most important of
which are assumptions regarding the levels of'abéent father incomes
(they must be estimated because there isAno'direqt'iﬁformation in the
data on such incomes). In addition, the estimates appear quite
sensitive to the labor supply elasticities assumed (sée Table 7 of

_Garfinkel et al.).? Nevertheless, the estimates shown in Table 13,
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those preferred by the autho;s, pfovide'littie.evidence that child _
support reform will greatly reduce the AFDC caseioad and.no evidence
that it will have any positive effects on.femalevlabdf.supply-findeed,
négative effects are shown. |

‘'While these studies as well as most of the discussion in the

literature have focused on the effects of increased child support on

AFDG participatibn and on thé'labor supply of the custodial parenf,

there are several éther incenti&e effects tﬁat,haﬁe not been adequately
addressed either theoretiqall& or empirically. - The ‘most important ones
relate to the behavior of the absent faéher. For exampie{ an increasé
in child'suppoft, particui;rly'one tied‘to_abseﬁt féther'earnings on a
percentage bésis, represents a tax and hence may reduce his labor supply
and hence award amount§ and collections.. This would parﬁly depend upon
whether the award were set as 5 lump - sum ;mount'or as ‘an amount that
would change as earpings changed subsequent-to'the award, though even if
the award were not changed, there 1is the‘possibility:that iabor supply |
prior to the award might be altered iﬁ anticipation of it.

‘More fundamentally, a major change in the child support system
mandated by the courts could have an effect on the implicit contracts
formed in marital unions and h;nce 6n the ﬁroﬁabilities of the formation
and dissolution of those unions. (Child supporf reform of the type
generally considered--increasing the 6bligations of'the absent father to
the custodial mother--incréases the incentive for marital dissolution on
the part of the mother but decreases it fof the father. However, if
divorce is efficient in the sense of Becker (i.e., if only the total

combined real incomes outside the union matter), then there may simply
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be.a redistribution within the marital ﬁnit to offsgt the changed child
support strudtufe, with n§ consequences'for diﬁoxée ratés.” |
Complicating matters further are the‘possiﬁly new disiﬁcentives for
mafriage (and for childbearing) in the first plhc;, as well as the'newly
1owered'probabilities ofvremarriage for thé (wofse-off)‘absent father
and increased probaﬁilities of remarriage for éhe.(Better;off)réustodial
mother--abseﬁt fathers must continue payments>if‘théy remarry and
custodial mothers can keep receiving child suppbff‘payments if they

remarry.

D. Extending Benefits to Husband;Wife Families

As discussed in Section III, one of the emerging issues in fhe
study of the welfare system is the phenoﬁeﬁon'of gr&wiﬁg_female
headship. .Although the evidence reviewed in.that.section reveals thus
far relatively weak incentive effeéts §f AfDC on.family structgfe, the
extenéion of‘AFDC bénefifs remains an éctive area of'discﬁssion'in
welfare reform. Indeed, the most important pigée of 1egisiation in this
respect since 1962 was recently‘ihcluded in.the'Faﬁiiy'Support Act
paséed by Congress in 1988--legislétion ﬁandating tﬁat all states adopt,
by 1992, the AFDC-UP (Unemployed Parent) program, for which husband-wife
families are eligible.* |

For present purposes, it is important to recognize the theoretical
implications .of the simple model of marital unions'éxplicated in Section
IIT for the extension of benefits to husﬁaﬁd-wife famiiiés. Most

critically, that model implies that female labor supply will fall, not




88

increase, with such an extension. Division and specialization‘of labor
within the family results in lower labor supply levéls for marriéd women
thaﬁ for female heads in priﬁciple, a prediction that.is consistent with
the evidence on labor supply 1e§els forvmarfied women and female heads
(see Section III). However, for similar reasons it may bé'expécted that
there would be positive forces on ﬁale labor supply, inéémuch as
unmarried males have lower levels of'labor.Supﬁiy thaﬁ do married men.%
This effect would be countered by the more .direct disincentive effept of
transfers on male labor supply. 1In any case, itlhés been.pointed out
that the effects of extension of bgnefits.to the pqof populatibn'in
general would actually have ambiguous effects éven'onbmarital status,
becausg unmafried men would theréby.gain eligibiiity,.whereas they
currently are without it (Cain, 1986; Keeley, 1987). Finally, it should
be noted that this reform, regardless of any favorable efficiency'

A effects on marital status, achi;ves its ends by_increasihg,'not
decreasing, the caseload.

Unfortunétely, the empirical importénce of these féctors has yet fb
be examined in the research literature andAhencé.there is virtually
nothing that can be said about the effects of benefit extension at the
current time. The family structure studies reviewed in Section III have
not yet articulated joint models of marital status and labor supply of
husbands and wives sufficiently tb permit even the crudest sort of
prediction of extension. Moreover, despite the fact that the AFDC-UP
program is the only existing cash program providing bemefits to husband-
wife couples in some states;:and despite its increasing future

importance given the 1988 legislation, it is nevertheless the case that
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there have been no studies of its effect on labor supply and little
research attention paid to the prograﬁ in'genergi.“ |

Some evidence on thé effect.of'transfer.benefiﬁs;oﬁ the labor
suﬁply levels of husbaﬁds and wives is.avéilablé'fromvthe negativé
income tax experiments. The results indicated significant negative
effects for both husbands‘and wives (Burtless, 1986; Moffitt and Kéhrer,
1981; SRI International;'l983). Hoﬁeyer, these eétimates are not
reliable indicators of effects'that wouia result frgh'AFDC-UP benefit
extension and, in addition,- the programs tested in"thé'experiﬁents are
so different from programs such as AFDCAUE'thét.théir;relevancé to .

future benefit extension policy in the United States is quite limited. -

V. CONCLUSIONS

The literature on the incentivé effects of.tﬁe»ULS. Welfére system
reviewed in ;his survey has shown unequivocal evidence of effects on
labor supply, participation iﬁ the_Welfare éystem, énd on some aspects
of family structure. Mogtly these effects arise for female heads of
 fami1y, the major regiﬁient groﬁp under the cur;ént system. The
econometric studies show that labor supply is reduced.by the AFDC and
Food Stamp programs, that higher poténtiél benéfits indﬁce greater
participation in these programs, and that the pfogramé affect family
structure though usually weﬁkly; ' The evidence on program effects on
interstate migration and intergenerational transmission is suggestive
but inconclusive at the.presgnt as a result of methodological -
difficulties; these two areas are therefore goodicéndidates for-

additional research.
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Yet the review has also shown that the importaﬁée of these éffects
is limited in many respeéts. Thé'labqr'sﬁpply effects; while
statistically significant, .are not 1érgé endugh to ekﬁlain the high
rates of poverty among female heads; mbs; AFDC women would, apparently,
be poor even in the absence of the AFDC programm:Also, the labor supply
estimates do well in explaining the time-series trends. in work effort of
female héads, but this is primarily because feﬁaie'héad labor supply has
been very stable over the past twentj years énd éppears to be relatively
unresponsive to éhanges in benefit levels and worknincentives in the
welfare system. Indeed, changes-in the AFDC benefit-reduction:rafe have
little net effect on_labor.supply, with consequent unfavorable
implications for the efficiency effects of a negaﬁive incbme tax. In
addition, the econometric estimates of family structure effects are not
large enough to explain long-run declines in mafriégéirateé and, in any
case, are incapable of explaining recert upwérd trends in female
headship because welfare benefits have been declining. Thus tﬁe welfare
system does not appear to be capable of expléining most of the long-term
trend or'ény of the recent trend of-increésing-ndmbers'bf female-headed
families in the United States.

Some of the evidence assembled in the review suggests that family
structure issues appear to bé at least as impbrtant in undergtanding the
egonomic status of low-income female heads as labor supply issues.

There is some indication, for example, that levels of labor supply and
earnings among female heads.are not abnérmally low, at least compared’
with those of married women. If so,~§olicy measﬁres'éqchlas the

negative income tax and other programs. offering financial inducements to
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work, as well as work and training prdgrams for AFDC recipients, may be
based upon an incorrect a;sumption.of what the “probiem“.is among low-
income female heads, or least on the incprrect assumption that female
heads are any worse off with respect tollébor mérket}performance than
married women. vIndeed, such reforms could even have déleterious effects

on family structure. Unfortunately, the research 6n,family structure

remains in'its infancy compared to the voluminous research on labor

supply.

The review also revealed importanﬁ remaining:réSQArcﬁ questions on
the major reform measures cufrently under discussion. While résearch on
the effects of workAaﬁd tréining programs for wéifare recipients on
earnings is actively being pursued, the effects of such programs on the
long-run equilibrium caseload has not been given sufficient attention.
Child-suéport reform, perhaps one 6f the most important new policy
aréas, is in need of research énAthe broader incéntive effect; on absent
father labor "supply and family structu?el as discussed in the.réview.-
Research on the effect of extending benefiﬁs to,two-parent families
through the AFDC-UP program is badly needed, as that program has
scarcely been touched by the research community. These research issues

provide a full and fascinating agenda for future work.
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Notes

'However, there have been major expansions in recent years in

coverage of children in poor families in general.

The definition of the real benefit in the figufe is discussed in
note 6, bélow.

- *Food Stamp benefits are indexed to_inflétion by_qongress-and have
remained approximately constaﬁt in reél tefms. Bgt'neithef Medicaid nor
AFDC Eenefits are so indexea and both héVe.deciined.iﬁAréai terms. Sée
Table 3. It may also be of intefest to note that c?éss-étate
vafiability of the benefit package is reduced by the. Food Stamp program
but increased by the Medicaié program, CombinedAﬁi;h a decliné in thé
variability of AFDC benefits alone, the nét.effeCt,has_beén a secular

decline in the cross-state variation of the benefit package.

‘Ashenfelter assumed that all individuals below fhe breakeven ievel
participated; therefore he defined the "behavioral" response dnly as
that resulting from movement§ arouﬁd the breakeven'lével; The
mechanical-behavioral diétinction loses some of its sharpneés when the
- existence of non-participating eligibles is recognized, for thete is no
longer anything "automatic" about participation given éligibility.

’The careful reader may note that there is‘a'siighﬁ iﬁéonsistency in
_the regl AfDC benefit valués in,Figufe 1 and Table 37 ”Those in Figure 1
are averaged over all family sizes and all‘reéipient income levels,
whereas those in Table 3 are for a.fixedAincome.level (namely, zero) and
a fixed family size. The 1a£ter is preferred because its trend reflects

shifts in the benefit formula set by state 1egiélatures and not changes
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in income and family size. However, only ;he forﬁer is'available from
published datavprior to 1960. | | H

®To be precise, before 1981 AFDC.reéipientslcduld dédﬁct $30 per
month and one-third of their earnings frbmithéir’income prior to the
benefit calculation: Currently, recipieﬁts canidedﬁqt‘$30 for up to 12
months but one-third of.earnings for only fquf~mqnths.._1t should also
be noted that "effgdtive“ BRRs arefconsiderably.lpwet'than nominal ones
because of the presence of earnings;rélated‘deductions. However, both

have followed the same general time series patterns.

ﬁhefe are clearly business-cycle effects in labor supply, és can be
seén from the unemployment’ratés shown in the table.‘.But regressions of
the labor suﬁply figures on a trend, the unemploymént ré;e, aﬁd'aApost-
1981 duﬁmy show a significant downward sﬁift after'iQSi.,'

87t would be desirable to examiné the dispersion of labor supply
among female heads as well, for the lower fails of the distributions of
labor supply; earnihgs,~and other variables may be lérger'for female
heads than for, say, married women. Unfortun&;éiy,'suéh data have not

been tabulated though they are available.

Bane (1986) has argued that many,‘if‘not most, poor female heads
would still be in poor families if married. More research is needed on
this iésue.

" ®The trends in female-head labor supply-and earnings could also be
affected by a shift in the types of women who are female heads--for
example, a shift toward the less skilled; ~Microdata Woﬁld be required

to control for such factors.
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"These issues are not discussed for brevity. Although some of the
econometric issues are common to other areas of research in labor

economics and other fields (e.g., the development of methods for

estimating equations with limited dependent variables), the most

important developments for the welfare literature have been those

addressing the endogeneity of welfare recipiency itséif and the relation
of this endogeneity to what are'now termgd'"selection bias" problems.
For example, women observed to be on AFDthave“lqwer hours of ﬁork than
do women observed off AFDC,.but this is a biase& ﬁeaﬁﬁre of thé true
effect of the program because deen'observed‘oﬁ AFDC Woﬁld prébably have
lower hours of work even if theytwere‘off the pfogrém, Women with low
hours of work prior to joining the,ﬁrogram are more likely to have lowb
earnings and high potential benefits and hencé are.more likely to apply
for welfare. The development of econometric techniques for controlling
for this self-selection into the program has been'cfitical in~obtaining
reliable estimates of program impact.

“That review 'did not cover the negative'incdme féé (NIT)
experiments, nor will this one. The NIT experiﬁents-provided no direcf
estimates of the effect of AFDC, but profided instead estimates. of only
the incremental effect of replacing AFDC by an NIT with more generous
benefits. Surveys of the NIT expefiment'fesultsAcén‘be'found in
Burtless (1986), Moffitt and Kehfe? (1981), and SRI Iﬁternational

(1983).
PThese estimates are drawn from note 38 of Danziger et al. and
assume a 50 percent employment rate. The lower boun& of one hour per

week cited by Danziger.et al. was taken from an unpublished study whose
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estimates were later revised fdr publicafioh (Moffitt,.1983). 'The
revised estimates indicate redﬁctidns of -six hours ber weék.
Nevertheless, the important questigq is how large a rénge of
disincentives would be generated by a reasonable range of income and
substitution elasticities. In a léter simulation study (Moffite, -
1985a), I simulated the aisincentives using a ranéeuof elasticities and
found that the effects ranged from one to six hoﬁrs_per wéek.. Relative
to'those simﬁlations, at least, the 10-hour reﬁucfion'éitéd by Danziger
et al. appears to be an outlier. |

~ “0f course, these estimates are only averages across different women
in different situations. AFﬁC benefits vary ;remendously across states,
for example,-and the disinceﬁfive effects are édﬁséduéntl& considerably
larger in some states than in others.

5The leaky-bucket fraction is the ratio of the loss in earnings to
the AFDC benefit, or one minus the'Lerman ratio (the ratio of increased
income to the benefit). Taking the estimate of 5.4 Hours per week given
in the text together with 1975 values of the hourlvaage ($3;27) and the
average AFDC benefit ($208 pervmonth) aé‘given in the latest study cited
by Danziger et al. (Moffitt, 1983) gives a loss fraction of .37.
¥Recall that the trends in the labor'édpply of - AFDC recipients in

Table 4 are meaningless because the.gompoéifion of thg caseload changes

whenever the guarantee or BRR changes.

"The estimate of .65 to 2.96 is obtained by interpolating the
figures in Table 5 across different guarantee levels for different
elasticities. The estimates given below are obtained with similar

interpolation.
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80f course, no other changes are being‘cont;olléd fof here. For
example, the unemployment rate showniin Tébie 4 could have contributed
to the hours reduction betweén 1969 and 1975. 'Also, there is no
apparent explanation for some of the yéarfto-yéar changes in hours of

work between 1969 and 1975 and_between 1977 and 1986 except for the

"unemployment rate.

0nly studies conducting multivariate analyses éte included.’
However, studies conducting only tabular analyses generally find similar

results to those shown in the table.

- PHowever, as Ashenfelter (1983) has.stressed, these estimates do not

separate the "mechanical" participation response from the "behavioral®

response, Whére the formér is defined as the change in pafticipation
induced éimply by a change in the breakéven'levél and'wighout any change
in labor supply. However, when that separation is made'with a
structural model, the theory_is still coﬁfirmed_(Moffitt;,19835. A
similar issue arises in the dyﬁamic models discuésed below--see note 31.
ATable 7 includes only those studies which provide an estimate of
the -effect of the AFDC guarantee'cbntrollihg'for othéf variables. A~
number of studies are excluded by this criterion, including studies of
data from only one state (e.é., Ha;ris,'l989;'Tienda, 1990) and studies

which used only tabular (not regression) methods.

ZThe number of long spells may be even higher becéuse these
estimates are based only on those with "new" spells, ife., not with a.
spell in-progréss at the beginning of the data. Tﬁose.not on AFDC at
the beginnning may have shorter mgan‘spells than othér recipients. Bane

and Ellwood (1983) and Ellwood (1986) also stress that the distribution
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of spells at a given point in timelshowé even more long-term spells than
those in.Table 8. For example, 56 percent of Women.on AFDC'at a given
time are in the midst of a 25-year period‘in which they are on AFDC for
16 or more yéars. The differenge,in'thé.two eétimatqéjarisgs from the
well-known pheﬁomenon of length-biased éampliﬁg’diééuése& extensively in
the unemployment-spell literature. A survey of thosé on AFDC at a point
in time contains a disproporfionately high'numpe: Of'longftermers aﬁd a
disprpportiopately low number of shdrt-téfmers, Becéuse the latter are

less likely to be on the rolls.in the first ﬁlacé{ 

ZAn exception td this generalizétion is the baper of Gottséhglk
(1988), who applies the standard seérch model to the AFDC case.

%The model used for these hypotheses is clearly only partial-
equilibrium in nature, for it ignofes the considerations. that would be
introduced if equilibrium in the marriage market were modeled.
Relatively little empirical research has been conducted on such

equilibrium models, however.

BSawhill (1988) has recently ;ummarized some of these stﬁdies as
well, although Table 9 contains soﬁe studies completed after the Sawhill
article. Table 9 also excludes studies of an expérimental neggtive
income tax; as for labor supply, this review is restricted to studies of

the existing welfare system.
®The same issue arises with labor supply, but there estimates of
state fixed effects models are consistent with cross-sectional estimates

(Moffitt, 1986b).

~ ZAlthough panel data, unlike cross-sectional data, at least permit
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the identification of the date of transition; lags in the benefit effect

would still be likely.

®This problem is identical to that faced in many other literatures.

In the literature on the decision to become a union member, estimation

'Aof the effect of the relative union-nonunion wage requires that some

variation in that relative wage be present (e.g., across local labor
markets or industries); in phe job mobility-literatﬁre, the effect of
relative wages on the pfobability of chaﬁging joBs,req@ires some
variation in that relative wage;'andhso‘oﬁ.' Mbre.geﬁérally,'as in all
models that are structurally_equiValént'tqta ﬁedonic model, some
variation in the p?ice locus facing the individuai iéfrequired‘to be
able to'estiﬁate the effects of changing that loéus.'

®Blank also enters some variables based upon knowledge of
residential location in 1975, but these variabléé are not necessary to

identify the model.

¥There is an old and large economic and sociological'literatufe on
the transmission of income and. socioeconomic status which coﬁld be
usefully brought to bear on this qﬁestion.A In additién; ecénoﬁists have
developed maﬁy models of intergenerational,transmissiqn'of human capifal

as well as, of course, intergenerational mometary transfers. .

%See also preliminary work by Gottschalk (1990b). The technique used
by Antel was a full-information maximum iikelihodd method for jointiy
estimating the child’'s equatioﬁ with an équatioﬁ for the parent'’s
welfare status, and thus its description-és,an insﬁrumental variable

technique is terminologically loose.
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It is sometimes argued that inducements to‘work'ﬁhiié still oﬁ the
rolls willAincrease human capital and hence lead to 1owef future AFDC
participation. Whether the ﬁuman capitai fetu;ns are sufficiently large
for this to be an important faétor'femain; fd be’segn;  No such human
capital effect appeared after ﬁhe reductidn in'the BRR from 100 percentA

to 67 percent in the 1967 Amendments, for example.

“The breakeven point could be held constant by lowering the
guarantee at the same time as the ﬁRR is-lowered or raising thg
guarantee when the BRR is increased. Labor suppiy"éffects would be
unambiguously positiﬁe and negative,_respectivel&; iﬁ.these cgéés.

Levy's study suggestéd that the "new.recipient® effect actuaily .
dominates, résdlting in a significant'deéline'in lébdr suﬁply following
a reduction in the BRR. Hdwever,,thére maj have been an.error in the

computations involved; see Moffitt and Rangarajan, forthcoming.

%It should be noted that these conclusions do not necessarily extend
to men and married women. For those groups, it is more likely that the
perverse effect will occur--that is, that labor supply will be

positively correlated with the level of the BRR. See Moffitt (1985a).

¥However, any given recipient could be held harmless in a utility
sense by a compensating'increasé in the benefit paid to those working
the minimum hours. If such a compensating benefit increase were
offered, the net effect Qf the program.would beAto disﬁprt thé-'
recipient’s consumption-leisure cﬁoice iﬁ thé'direction éf more
consumption and less leisure, just as in ﬁhé textbook analysis of in-

kind and other "tied" transfers.
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Most éxisting programé also allow recipients who have received
training and have left the rglls to return and réqeiVe additional
training repeatédly, as long as a minimum calendar peridd elabsés‘
between training episodes.

BT is_pbssible that a fecipient'can Bé made worse off if the
program has just begun and its payoff ié uﬁknown or if there is
uncertainty at the individual level regarding the;payoff.'lBut.the
forme; source of uncertainty will disappear over timé and,'déspite the
latter source of uncertaiﬁty, the recipiént is bette? off in an ex ante

sense.

®These caseload-increasing effects could be avoided if the training
program were'offered to thebéntire disadvaﬁtaged pbpulation, inclﬁding
those off AFDC. This would raise wage rates at the lower.end of the wage
distribution in general and would no‘doqbt reduce fhe AFDC caseload. A
'felated issue is whethér there is‘a'mgrkétzfailure.forrghe training of
disadvanfaged individuals that would justify such a.ﬁniversal brogram.
In the absence of such failu;e, a universa1 ﬁr&gram must be justified on
the basis of redistributive considerations of an infkind'natureu

“Unfortunately, the distxibutional impli;ations of cost savings of
this type are likely to be unf;vorable iﬁésmucﬁ és.thpse mostilikely to
leave the rolls are those with the best alternative‘Qpportunities.

4Two very recent exceptiohs are the econometric studies of the
impact of the Massachusetts programs on the AFDC caseload by Gerasky

(forthcoming) and-O’Neill (1990).

“2A more detailed, excellent surveyAhas'recently,been compiled by

Greenberg and Wiseman (1990).
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STraining effects thu; take place inside a "Black box". This
prbblem is of immediate policy importance because, as.mentioned |
previously, 1988 federal legislation.handated a new sef of work-related
prbgrams,for all the states beginning in 1989. It cannot be known with
any degree of certainty that any of the studies in Tgb1e~12 &ili have
any bearing on the new prograﬁs. The progfam§ summarized By Guéron in
the table aré closest to those outiingd in‘the'législa?ion, but there:
are significant differences of unknowﬁ émpirical cénséquénce between
them as well.

_ “These brief comments do.not do justicé to‘whgt is a‘pompléx isgué.
Unfortunately, there 1is insufficient épace here to disduss,in adequate
detail the rélative_advantag;s and disadvéntages df experimental and
nonexperimental evaluation methodsg For an intréducfion to the large
literature on the subject, see Ashenfélter (1978), Burtless and Orr
(1986), and Heckman and Hotz (1989).

“However, the West Vifginia program took placé in a highér
unemp;oyment-rate environment thaﬁ any of the other‘programs‘studied by
MDRC.. With an effective sample s;zé of one, altérnative explanationsf

such as this cannot be tested.

“p similar pattern was noted by Barnow (1987) in a review of the
general literature on CETA effects and‘by Grossman et al. (1985) in a.

reanalysis of the data from several prior- studies.

“"The one study to examine the issue (Bell et al., 1987), found that.
inclusion of an estimate of the value of leisure and of home production
lowered net social benefits substantially, sometimes changing them from

positive to negative.
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“Philip Robins has poiﬁﬁed oﬁt to me that this assumes that the
level of the mofhér's earnings hag no effect on the frﬁbability that the
absenf father will ﬁay the amﬁunt of thild‘supﬁdft’dué,_ahd that the
courts will not take the mother’s earnings intq‘aécdﬁnt when setting or

updating the award amount.

“Graham and Beller (1989) estimate 1ébor suppiy'functioné'coﬁtaining
child support conditional on AFDC participation, and find it.to have a
.negative effect. This proviaes.support fof believing leisure to Ee a
normal good, but it does not provide direct eviderice’ on the resolution

of the labor .supply ambiguity.

®However, recall that the Robins estim;té.reflected';he change
following a full, rather than partial, colléction of:éll existing
awards. The estimates are also ﬁof cémparablé because the‘eétimates in
Table 13 assume that thé uniform percentage and.;ward<impr6vement
reforms have already been put in place.

'The subsidy amount is phased out by'taxiné fhe income of thef
custodial ﬁarent. Thus ‘it represehtsvan‘additiénal't?ansfér pfogram‘
overlaid on AFDC rather than an increase in nonwage income (i;e., child
support). However, because the subsidy guarantee is below the AFDC
guarantee and its BRR is considerably lower than that in AFDC, its
breakeven point is above the AFDC breakeven. Hence it acts similarly to
an increase in child suppofé in thé sense that:it affecﬁs income off
AFDC only, including regibns of the'cOn;traint 5bove:£he.AFDC breakeven
point. See Figure 1 in Garfinkel et al.

%The simulations also apﬁly only to the Wisconsin pobulation. fhe

authors are currently extending their simulations to the national level.
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- %Peters (1986) has found no effect on dissolution rates of no-fault
divorce laws, which play a similar role to child sﬁﬁpprt mandates.
Peters did find that no-fault divorce affected the size'Of settlements.
%The 1988 act only requires that states offer benefits for at least

six months per year, however.

5The empirical difference may be>a resﬁlt pflsélf;selggtion) for men
observed to be married may have higher pfoductifities-éven if they were
not married. Nevertheléss, fhé simplé theoréticél.ﬁodel of division of
labor.within the'hoﬁsehold implies'that there should 5e a true |

difference of some magnitude.

%Hosek (1980) estimated participation functions for the program but
not labor supply functiohs. Also, ﬁany of the stﬁdies reviewed in
Table 9’did include state AFDC-UP dummies in their mﬁdels, but #he
results were'nog explored in detail because ;hé stﬁdieé-were ﬁot focused

on that program.
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APPENDIX: DATA SOURCES FOR FIGURES AND TABLEs‘1-4 '

Figure 1:

No. AFDC Families: U.S. Social Security Administration (1966, p. 113),
1936-1959; U.S. Social Security Administration (1988, p. 334), 1960-
1986.

Monthly AFDC Benefit per Family: obtained by multiplying monthly AFDC
-benefit per recipient times the ratio of recipients to families. Data
on all variables obtainad from U.S. Soclal Securlty Admlnlstratlon
sources just cited.

Benefit Sum: See Table 3.

Figure 4:

Female Headship: U.S. Bureau of the Census, Current Population Reports,
Series P-20, various issues, 1960-1969; Wilson and Neckerman (1986,
Table 10.1), 1970-1983. o

Divorce Rate: U.S. National Center for Health Statistics (1986, Table
L. ' .

Illegitimacy Rates: Murray (1984, p. 262), 1960-1980; U.S. National

Center for Health Statistics, Advance Report of Final Natalltx
Statistics, 1981-1984. .

Real Benefits: See Figure 1.

Table 1:
AFDC: U.S. Social Security Administration (1988,_p; 334).

AFDC-UP: U.S. National Center for Social Statistics (1965, Table 8),
1965; U.S. House of Representatives (1989, p. 559), 1970-1985. No.
states from National Center for Social Statistics (1965, 1970a, 1975),
1965-1975; U.S. Social Security Administration (1980), 1980; unpublished
data from the Office of Family Assistance, U.S. Department of Health and
Human Services, 1985.

Food Stamps: U.S. Social Security Administration (1988, p. 336).

Medicaid: U.S. National Center for Social Statistics (1970b, Table 1),
1970; U.S. House of Representatives (1989, p. 1141),_1975-1985.
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Table 2:

Weinberg (1986, Tables 3 and 4) énd‘unpubliéhed data'provided by
D. Weinberg. ‘ - ‘

Table 3:

AFDC Participation Rate: No. AFDC Families from U.S. Social Security
Administration (1988, p. 334), 1968-1986; U.S. House of Representatives
(1989, p. 559), 1987. No. AFDC-UP families from Michel (1980, p. 58),
1967-1969; U.S. House of Representatives (1989, p. 559), 1971-1987. No.
female-headed families with children under 18 computed by author from
Current Population Surveys. Participation rate calculated by dividing
difference between total AFDC and AFDC-UP by no. female heads, and
scaling results down by CPS subfamily adjustments shown in Ruggles and
Michel (1987). i :

AFDC Benefits: Kasten and Todd (1983, unpublished appendix, from the
authors), 1969; unpublished data, Office of Family Assistance, 1971-
1987. ; oo '

Food Stamp Benefits: Personal communication froh Dr; ThomasiFfaker;
1969-1971; U.S. House of Representatives (1989, p. 1126), 1973-1987.

Medicaid Benefits: Unpublished data from U.S. Health Care Financing
Administration.

Weekly Earnings of Female Heads: Computed by author from Current
Population Surveys.

Table 4:

AFDC Female Heads: Moffitt (1985b, Table IV.3) and Moffitt (1986b,
Tables 3, B-1), 1968-1982; U.S. House of Representatives (1986, p. 397)
and U.S. House of Representatives (1989, pp. 563, 566), 1983-1987.

All Female Heads: Computéd by author from Current Population Surveys
(see Moffitt, 1986b, Table 3).

Other Women: U.S. Department.of Labor (1985, Tables 1, 50, 51), 1968-
1983; U.S. Department of Labor (1988, Table C-9), 1984-1987.
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