
University of Wisconsin-Madison 

IRP Discussion Papers 

Robert Hutchens 
George Jakubson 
Saul Schwartz 

AFDC AND THE FORMATION OF 
SUBFAMILIES 



I n s t i t u t e  f o r  Research on Pover ty  
Discuss ion  Paper  no. 832-87 

AFDC and t h e  Formation of Subfami l i es  

Rober t  Hut chens 
School  of I n d u s t r i a l  and Labor R e l a t i o n s  

C o r n e l l  U n i v e r s i t y  

George Jakubson 
School  of I n d u s t r i a l  and Labor R e l a t i o n s  

C o r n e l l  U n i v e r s i t y  

Sau l  Schwartz 
Department of Economics 

T u f t s  U n i v e r s i t y  

A p r i l  1987 

The r e s e a r c h  r e p o r t e d  h e r e  was supported by a g r a n t  from t h e  Department 
o f  H e a l t h  and Human S e r v i c e s  t o  t h e  I n s t i t u t e  f o r  Research on  Pover ty .  
E x p e r t  a s s i s t a n c e  was provided by Luise  Cunl i f fe .  We have b e n e f i t e d  from 
t h e  comments and a d v i c e  of Robert  Aronson, John Bishop, Rebecca Blank, 
David Card,  Sheldon Danziger ,  Gary F i e l d s ,  I r v  G a r f i n k e l ,  Joseph Hotz,  
Rober t  Lerman, O l i v i a  M i t c h e l l ,  Rober t  M o f f i t t ,  Rober t  P l o t n i c k ,  A l i n e  
Q u e s t e r ,  Timothy Smeeding, Daniel  Weinberg, Douglas Wolf and p a r t i c i p a n t s  
i n  t h e  I n d u s t r i a l  R e l a t i o n s  S e c t i o n  Workshop a t  P r i n c e t o n  U n i v e r s i t y .  
During a p o r t i o n  of  t h e  t ime  i n  which t h i s  work was done Jakubson was a 
v i s i t o r  i n  t h e  I n d u s t r i a l  R e l a t i o n s  S e c t i o n  and Department of Economics, 
P r i n c e t o n  U n i v e r s i t y .  H e  would l i k e  t o  thank both  f o r  t h e i r  h o s p i t a -  
l i t y .  Of course ,  a l l  remaining e r r o r s  a r e  our  own. Any o p i n i o n s  
e x p r e s s e d  h e r e  a r e  t h o s e  of t h e  a u t h o r s  and no t  of t h e  sponsor ing  i n s t i -  
t u t i o n s .  



Abs t r ac t  

T h i s  paper ana lyzes  t h e  r e l a t i o n s h i p  between AFDC b e n e f i t s  and a  

s i n g l e  mother ' s  p ropens i t y  t o  r e s i d e  i n  a  subfamily--i.e., w i t h i n  ano the r  

f ami ly  r a t h e r  t han  i n  he r  own independent household. We f i n d  t h a t  some 

s t a t e s  e f f e c t i v e l y  pena l i z e  mothers f o r  l i v i n g  i n  sub fami l i e s .  A s i n g l e  

mother can l o s e  a  s u b s t a n t i a l  amount of AFDC b e n e f i t s  i f  she  chooses t o  

r e s i d e  i n  a  subfamily  r a t h e r  t h a n  e s t a b l i s h  h e r  own household. Using 

d a t a  from t h e  1984 Cur ren t  Popula t ion  Survey, we address  t h e  q u e s t i o n  of 

whe ther  d i f f e r e n c e s  i n  AFDC b e n e f i t s  a f f e c t  t h e  p r o b a b i l i t y  t h a t  a  mother 

w i l l  r e s i d e  i n  a  subfamily.  We f i n d  t h a t  t h e  subfamily  pena l t y  has 

d i s c e r n i b l e  but  sma l l  e f f e c t s ,  and t h a t  t h e  o v e r a l l  l e v e l  of AFDC bene- 

f i t s  h a s  no e f f e c t .  



AFDC and t h e  Formation of Subfami l i es  

What e f f e c t  does  t h e  Aid t o  F a m i l i e s  w i t h  Dependent C h i l d r e n  program 

(AFDC) have upon a young mother ' s  l i v i n g  arrangements? I n  a s e n s e  t h i s  

i s  a n  o l d  q u e s t i o n .  There a l r e a d y  e x i s t s  a n  e x t e n s i v e  l i t e r a t u r e  exa- 

mining t h e  e f f e c t  of AFDC b e n e f i t s  upon a  young mother ' s  p r o p e n s i t y  t o  

l i v e  w i t h  a husband.l I n  a n o t h e r  s e n s e ,  however, t h i s  i s  a new ques t ion .  

Recent  work by Ellwood and Bane (1985) r a i s e s  t h e  i s s u e  of whether AFDC 

b e n e f i t s  i n f l u e n c e  a  young mother ' s  p r o p e n s i t y  t o  l i v e  wi th  h e r  p a r e n t s  

o r  o t h e r  r e l a t i v e s .  T h e i r  work s u g g e s t s  t h a t  h i g h e r  AFDC b e n e f i t s  l e a d  

young mothers t o  e s t a b l i s h  t h e i r  own households  r a t h e r  t h a n  l i v e  a s  a  

subfami ly  i n  a l a r g e r  household. 

It i s  impor tan t  t o  l e a r n  more about  t h i s  phenomenon. I f  t h e  AFDC 

program tends  t o  d i s c o u r a g e  mothers from r e s i d i n g  i n  s u b f a m i l i e s ,  t h e r e  

cou ld  be i m p l i c a t i o n s  f o r  bo th  t h e  mothers and t h e i r  c h i l d r e n .  A mother 

who l i v e s  i n  a subfamily  may have more hands t o  he lp  w i t h  c h i l d  ca re .  

Tha t  could  mean a b e t t e r  environment f o r  c h i l d r e n  and more t ime f o r  t h e  

mother t o  pursue s c h o o l i n g  o r  work-re la ted t r a i n i n g .  I f  t h e  AFDC program 

d i s c o u r a g e s  f o r m a t i o n  of  s u b f a m i l i e s ,  i t  may end up c o n t r i b u t i n g  t o  t h e  

p o v e r t y  problem t h a t  i t  s e e k s  t o  a l l e v i a t e .  

T h i s  paper  examines t h e  e f f e c t  of AFDC b e n e f i t s  upon a young mother ' s  

p r o p e n s i t y  t o  r e s i d e  i n  a  subfamily .  There a r e  two prongs t o  our  a t t a c k .  

F i r s t ,  i n  S e c t i o n  I we ana lyze  how s t a t e  AFDC programs d i f f e r  i n  t h e i r  

t r e a t m e n t  of s u b f a m i l i e s  v e r s u s  householders .  The a v a i l a b l e  l i t e r a t u r e  

i s  s u r p r i s i n g l y  s i l e n t  on t h i s  mat te r .  Using i n f o r m a t i o n  from both  a  

t e l e p h o n e  survey  of s t a t e  w e l f a r e  a g e n c i e s  and case load  d a t a ,  we f i n d  



t h a t  s t a t e  AFDC programs d i f f e r  s u b s t a n t i a l l y  i n  t h e i r  t r ea tment  of t h e  

d i f f e r e n t  l i v i n g  arrangements.  I n  some s t a t e s  a  mother can  l o s e  a  

s u b s t a n t i a l  amount of AFDC b e n e f i t s  i f  s h e  chooses t o  r e s i d e  i n  a  sub- 

f a m i l y  . 
Second, i n  S e c t i o n  I1 we ana lyze  1984 Cur ren t  P o p u l a t i o n  Survey d a t a  

i n  o r d e r  t o  de te rmine  i f  d i f f e r e n c e s  i n  t h e  l e v e l  of AFDC b e n e f i t s  a f f e c t  

t h e  p r o b a b i l i t y  t h a t  a  mother r e s i d e s  i n  a  subfamily .  Our s p e c i f i c a t i o n  

i n c l u d e s  two measures of t h e  AFDC b e n e f i t s  a v a i l a b l e  t o  a  mother -- one 

i f  s h e  i s  a  householder  and one i f  s h e  r e s i d e s  i n  a  subfamily .  I n  

g e n e r a l ,  we f i n d  t h a t  t h e  AFDC program has  d i s c e r n i b l e ,  but  s m a l l ,  

e f f e c t s  on a  young mother ' s  p r o p e n s i t y  t o  r e s i d e  i n  a  subfamily .  

I .  INTERSTATE VARIATION I N  AFDC BENEFITS PAID TO SUBFAMILIES 

I f  a  mother and h e r  c h i l d  l i v e  w i t h  " o t h e r  a d u l t s "  ( u s u a l l y  h e r  

p a r e n t s ) ,  some s t a t e s  w i l l  pay them s m a l l e r  AFDC b e n e f i t s  t h a n  i f  they  

l i v e d  i n  t h e i r  own household. Th is  is  j u s t i f i e d  on t h e  grounds t h a t  t h e  

g r a n d p a r e n t s  may prov ide  economic a s s i s t a n c e  t o  t h e  mother and c h i l d .  I n  

p r a c t i c e ,  such  economic a s s i s t a n c e  is  u s u a l l y  i n  k ind  and t a k e s  t h e  form 

o f  room and board. S i n c e  t h e r e  a r e  no s p e c i f i c  f e d e r a l  g u i d e l i n e s  

govern ing  t h e  t r e a t m e n t  of t h i s  form of " o u t s i d e "  a s s i s t a n c e ,  each s t a t e  

d e c i d e s  how t o  a d j u s t  AFDC b e n e f i t s .  Between May and J u l y  1985 we con- 

t a c t e d  t h e  r e l e v a n t  a d m i n i s t r a t i v e  agency f o r  each of t h e  48 s t a t e s  i n  

t h e  c o n t i n e n t a l  U.S. p l u s  t h e  D i s t r i c t  of Columbia. I n  each c a s e  w e  

posed t h e  f o l l o w i n g  q u e s t i o n s :  

1. What was t h e  maximum payment f o r  a n  a d u l t  mother,  l i v i n g  
i n d e p e n d e n t l y ,  w i t h  no non-AFDC income and a  s i n g l e  c h i l d  under 3 
y e a r s  o l d ?  



Table  1 

V a r i a t i o n  i n  AFDC B e n e f i t s  a c r o s s  L i v i n g  Arrangements 

Two-Person Maximum When 
Mother L ives  w i t h  Nonpoor 

P a r e n t s a  

Nomi na l  
Two-Person F r e e  Room Payment f o r  P o l i c y  

Maximum and Board Room & Board ~~~e~ 
( 1 )  ( 2 )  ( 3 )  ( 4  

C o e f f i c i e n t  
on SHARE 
V a r i a b l e  i n  
Regress ion  
Using 1982 
Q u a l i t y  
Cont ro l  DataC 
( t - s t a t i s t i c )  

( 5 )  

Alabama 
Alaska  
Ar izona  
Arkansas  
C a l i f  o r  n i a  
Colorado 
Connec t icu t  
Delaware 
D C 
F l o r i d a  
Georg ia  
Hawaii 
I d a h o  
I l l i n o i s  
I n d i a n a  
Iowa 
Kansas 
Kentucky 
L o u i s i a n a  
Maine 
Maryland 
Massachuse t t s  
Michigan 
Minnesota 
M i s s i s s i p p i  
M i s s o u r i  
Montana 
Nebraska 
Nevada 
New Hampshire 
New J e r s e y  
New Mexico 
New York 
Nor th  C a r o l i n a  
Nor th  Dakota 



T a b l e  1 ,  c o n t i n u e d  

C o e f f i c i e n t  
Two-Perso n  Maximum When o n  SHARE 

Mother L i v e s  w i t h  Nonpoor V a r i a b l e  i n  
P a r e n t s a  R e g r e s s i o n  

Using 1982 
Nominal Q u a l i t y  

Two-Person F r e e  Room Payment f o r  P o l i c y  C o n t r o l D a t a C  
Maximum and Board Room & Board ~ ~ ~ e b  ( t - s t a t i s t i c )  

( 1 )  ( 2 )  ( 3 )  (4  ( 5  

Oh io  
Oklahoma 
Oregon 
P e n n s y l v a n i a  
P u e r t o  R i c o  
Rhode I s l a n d  
S o u t h  C a r o l i n a  
S o u t h  Dakota  
T e n n e s s e e  
Texas  
Utah  
Vermont 
V i r g i n i a  
Washington 
West V i r g i n i a  
Wiscons in  
Wyoming 

aDat a f rom 1985 t e l e p h o n e  s u r v e y .  

b ~ ~ ~ e  1 = b e n e f i t  n o t  a f f e c t e d  by r e c e i p t  of  room and board;  Type 2  = b e n e f i t  
s u b s t a n t i a l l y  r educed  i f  room and boa rd  r e c e i v e d  f r e e ,  b u t  not  reduced i f  any 
payment made; Type 3  = b e n e f i t  s u b s t a n t i a l l y  reduced i f  room and boa rd  
r e c e i v e d  f r e e ,  b u t  r e d u c t i o n  t a i l o r e d  t o  amount p a i d ,  i f  any. 

CNegat ive  v a l u e s  i n d i c a t e  p e n a l t y  f o r  l i v i n g  i n  a  subfami ly .  See t e x t  f o r  
c o m p l e t e  e x p l a n a t i o n .  



2. Suppose t h e  mother and c h i l d  moved i n  w i th  t h e  mother ' s  own 
p a r e n t s  who had s u b s t a n t i a l  (e.g., $20,000 p e r  year )  income. How 
would h e r  payment change: 

( a )  I f  she  rece ived  f r e e  room and board from h e r  pa r en t s ?  

( b )  I f  she  pa id  a nominal (e.g., $1 p e r  month) amount f o r  room 
and board? 

( c )  I f  she  paid  a n o n t r i v i a l  amount (e.g., $100 p e r  month) f o r  
room and board? 

Columns (1)-(3)  of Tab le  1 summarize t h e  responses .  The t a b l e  r e v e a l s  

t h a t ,  i n  some s t a t e s ,  t h e r e  i s  s u b s t a n t i a l  v a r i a t i o n  i n  b e n e f i t s  a c r o s s  

l i v i n g  arrangements ,  whi le  i n  o t h e r s  t h e r e  is  very l i t t l e . 2  

The s i m p l e s t  c a se s  were t hose  i n  which a r e c i p i e n t ' s  payment was 

una f f ec t ed  by in-kind income i n  t h e  form of room and board. For  example, 

Alabama paid  our  p r o t o t y p i c a l  two-person u n i t  $88 pe r  month r e g a r d l e s s  of 

whether  i t  rece ived  f r e e  room and board. 

By c o n t r a s t ,  i n  New Hampshire t h e  two-person maximum payment was 

$320, composed of a $183 b a s i c  maintenance allowance and a $137 s h e l t e r  

a l lowance.  I f  t h e  r e c i p i e n t  mother rece ived  f r e e  room and board,  she  no 

l o n g e r  rece ived  t h e  $137 s h e l t e r  al lowance and h e r  payment dropped t o  

$183. I f  s h e  paid f o r  room and board,  he r  payment was a d j u s t e d  upward, 

d o l l a r  f o r  d o l l a r ,  t o  t h e  maximum of $320. I n  Kansas, t h e  f a c t  t h a t  a 

r e c i p i e n t  shared  a household impl ied  a r educ t i on  of about  $55 p e r  month 

from t h e  maximum. The r e d u c t i o n  occurred r e g a r d l e s s  of any payments 

which might be  made f o r  room and board. 

A d i f f e r e n t  p o l i c y  i s  i l l u s t r a t e d  by Colorado. There,  t h e  payment t o  

a two-person fami ly  was reduced by 27 pe r cen t  i f  t h e  fami ly  rece ived  f r e e  

room and board. As  was t h e  c a s e  i n  s e v e r a l  o t h e r  s t a t e s ,  however, no 

d i s t i n c t i o n  was made between nominal, but p o s i t i v e ,  amounts pa id  f o r  room 



and board. Even i f  t h e  f a m i l y  pa id  o n l y  $5 p e r  month, t h e  27 p e r c e n t  

r e d u c t i o n  was r e s t o r e d .  Obviously ,  t h e r e  was c o n s i d e r a b l e  i n c e n t i v e  t o  

r e p o r t  a  p o s i t i v e  amount f o r  room and board  payments. 

To summarize, t h e  s t a t e s  c a n  be d i v i d e d  i n t o  t h r e e  c a t e g o r i e s  

a c c o r d i n g  t o  how t h e y  t r e a t e d  t h e  c a s e  of t h e  p r o t o t y p i c a l  f a m i l y  which 

l i v e s  w i t h  o t h e r  nonpoor a d u l t s .  These a r e  t h e  " p o l i c y  types"  i n  column 

4 of  Tab le  1. 

Type 1. Some s t a t e s ,  l i k e  Alabama, i g n o r e d  t h i s  form of income 

e n t i r e l y ,  s o  t h a t  AFDC b e n e f i t s  were u n a f f e c t e d  by t h e  r e c e i p t  of room 

and board.  There  were 28 s u c h  s t a t e s ,  c o n s t i t u t i n g  52 p e r c e n t  of t h e  

n a t i o n a l  c a s e l o a d :  

Alabama Arkansas Connec t i cu t  Delaware 
D.C. Georgia  I l l i n o i s  Iowa 
Kentucky L o u i s i a n a  Maine Maryland 
Minnesota  M i s s i s s i p p i  Missour i  Nebraska 
Nevada New J e r s e y  North C a r o l i n a  Ohio 
Oklahoma Pennsy lvan ia  Rhode I s l a n d  South  C a r o l i n a  
Tennessee  Texas Utah Wisconsin  

Type 2. A second group of s t a t e s ,  similar t o  Colorado,  cons ide red  

c o n t r i b u t i o n s  of room and board i n  a v e r y  l e n i e n t  way. I f  t h e  woman 

r e p o r t e d  r e c e i v i n g  f r e e  room and board ,  h e r  AFDC payment was substan-  

t i a l l y  reduced.  However, i f  s h e  r e p o r t e d  paying a  nominal amount, h e r  

payment was r e s t o r e d  t o  t h e  two-person maximum. The 11 s t a t e s  t h a t  d i d  

t h i s  ( r e p r e s e n t i n g  28 p e r c e n t  of t h e  n a t i o n a l  c a s e l o a d )  were 

Ar izona  C a l i f o r n i a  Colorado 
F l o r i d a  Massachuse t t s  New Mexico 
North  Dakota Washington West V i r g i n i a  
Wyoming V i r g i n i a  



Type 3.  The l a s t  group of  s t a t e s ,  s i m i l a r  t o  New Hampshire, i n i -  

t i a l l y  assumed t h a t  when a  woman l i v e d  w i t h  " o t h e r  a d u l t s "  s h e  rece ived  

f r e e  room and board.  I f  t h i s  were s o ,  h e r  AFDC payment was s u b s t a n t i a l l y  

reduced.  I f  t h e  woman provided ev idence  t h a t  s h e  pa id  f o r  room and 

board ,  t h e  a c t u a l  amount pa id  was u s u a l l y  cons ide red  i n  de te rmin ing  he r  

payment. The 10 s t a t e s  which t r e a t  in-kind income i n  t h i s  f a s h i o n  were 

I d a h o  I n d i a n a  Kansas ~ i c h i ~ a n ~  
Montana New Hampshire New York Oregon 
Sou th  Dakota Vermont 

To examine whether a c t u a l  ( a s  opposed t o  p r o t o t y p i c a l )  b e n e f i t s  v a r y  

a c r o s s  l i v i n g  arrangements  w i t h i n  a  s t a t e ,  we e s t i m a t e d  r e g r e s s i o n  models 

o n  d a t a  from t h e  May 1982 AFDC Q u a l i t y  Cont ro l  (QC) Survey. These d a t a  

a r e  c o l l e c t e d  by t h e  f e d e r a l  government f o r  purposes  of checking t h e  

a c c u r a c y  of s t a t e  AFDC payment computations.  A p o t e n t i a l  problem is 

s m a l l  sample s i z e s ,  which ranged from 23 i n  South Dakota t o  214 i n  

Pennsy lvan ia .  We took t h e  r e c i p i e n t  mother and h e r  c h i l d r e n  a s  our  u n i t  

of  o b s e r v a t i o n ,  and e s t i m a t e d  t h e  f o l l o w i n g  model s e p a r a t e l y  f o r  each 

s t a t e  p l u s  t h e  D i s t r i c t  of Columbia and P u e r t o  Rico: 

PAYSTD. = B + B SHAREi + B MARi + B3MXBENi + e i  , 
1 0  1 2  

where 

PAYSTDi i s  t h e  monthly AFDC payment s t a n d a r d  f o r  t h e  c a s e  c o n t a i n i n g  
t h e  i t h  r e c i p i e n t  mother. The payment s t a n d a r d  is e s s e n t i a l l y  
t h e  amount of money t h e  c a s e  would r e c e i v e  i f  i t  had no o t h e r  
s o u r c e  of income ( t h e  AFDC g u a r a n t e e ) .  It is determined 
th rough  a  complex p rocess  t h a t  i n c l u d e s  a n  assessment  of t h e  
f a m i l y ' s  needs a long  w i t h  c o n s i d e r a t i o n  of s t a t e  maximums and 
p e r c e n t a g e  reduc t ions .4  

SHAREi i s  a  b i n a r y  v a r i a b l e  which e q u a l s  1  when t h e  r e c i p i e n t  mother 
s h a r e s  a  household wi th  a n  a d u l t  who could  not  be c l a s s i f i e d  
a s  a  "husband." Otherwise ,  SHARE e q u a l s  zero .  



MARi i s  a  b inary  v a r i a b l e  which equa ls  1 when t h e  r e c i p i e n t  mother 
s h a r e s  a  household w i th  a  male who can  reasonably  be 
c l a s s i f i e d  a s  a  "husband" ( i . e . ,  a  male who was f a t h e r  t o  t h e  
c h i l d r e n ,  n a t u r a l  o r  adopt ive ;  s t e p f a t h e r ;  n o n r e l a t i v e  male; 
o r  unknown male).  Otherwise,  MAR equa l s  zero.  

MXBEN i s  t h e  "publ ished" maximum b e n e f i t  i n  t h e  s t a t e  f o r  a  c a se  
w i t h  t h e  same number of c h i l d r e n  a s  l i v e  w i th  t h e  i t h  
mother. 5  

Of course ,  we were p r i m a r i l y  i n t e r e s t e d  i n  t h e  c o e f f i c i e n t s  on t h e  SHARE 

v a r i a b l e .  Negat ive  c o e f f i c i e n t s  i n d i c a t e  s t a t e s  where mothers a r e  e f fec -  

t i v e l y  pena l ized  f o r  l i v i n g  w i th  p a r e n t s  o r  r e l a t i v e s .  Column 5 i n  Tab le  

1 l i s t s  t h e s e  c o e f f i c i e n t s  f o r  each of t h e  j u r i s d i c t i o n s .  We f i n d  t h a t  

i n  most s t a t e s  i t  i s  d i f f i c u l t  t o  r e j e c t  t h e  n u l l  hypothes i s  of a  ze ro  

c o e f f i c i e n t .  Thus, i n  most s t a t e s  t h e  AFDC gua ran t ee  f o r  a  mother who 

l i v e s  i n  a  subfamily  i s  e s s e n t i a l l y  t h e  same as t h a t  f o r  a mother who 

e s t a b l i s h e s  h e r  own household. There a r e ,  however, some s t a t e s  t h a t  

unambiguously pay lower b e n e f i t s  t o  r e c i p i e n t s  who l i v e  w i th  p a r e n t s  o r  

r e l a t i v e s  -- namely, Ind iana ,  Michigan, New York, South Dakota, Vermont, 

a  nd Wyomi ng . 
F i n a l l y ,  and perhaps  most impor tan t ,  we can compare t h e s e  e s t i m a t e s  

w i t h  t h e  d a t a  from t h e  t e lephone  survey. Of course ,  t h e  two d a t a  s e t s  

a r e  not  s t r i c t l y  comparable; one r e f l e c t s  t h e  responses  of a (perhaps  

h a r r i e d )  bu reauc ra t  i n  1985, whi le  t h e  o t h e r  i s  based on case load  r eco rds  

f o r  a s m a l l  sample of 1982 AFDC r e c i p i e n t s .  On average,  however, i t  i s  

r ea sonab l e  t o  expect  a degree  of correspondence between t h e  two d a t a  

s e t s .  Above we d i s t i n g u i s h  between t h r e e  types  of s t a t e s :  ( 1 )  s t a t e s  

t h a t  i g n o r e  any in-kind income (e.g., room and board) ,  ( 2 )  s t a t e s  t h a t  

count  in-kind income as a r e sou rce  only i f  t h e  r e c i p i e n t  o b t a i n s  f r e e  

room and board,  and ( 3 )  s t a t e s  t h a t  count in-kind income a s  a r e sou rce  

and reduce payments accordingly.  The average unweighted va lue  of t he  

coeff ic ient  on SHARE for these three types of s tates  i s  as follows: 



Average Value 
Type of S t a t e  of SHARE C o e f f i c i e n t  

Thus,  t h e  survey d a t a  and t h e  r e g r e s s i o n  r e s u l t s  t e l l  t h e  same g e n e r a l  

s t o r y ; 6  i n  t h e  t h i r d  t y p e  of s t a t e ,  mothers who l i v e  w i t h  p a r e n t s  o r  

o t h e r  r e l a t i v e s  o b t a i n  s m a l l e r  AFDC b e n e f i t s  t h a n  mothers who e s t a b l i s h  

s e p a r a t e  households.7 I n  t h e s e  s t a t e s  t h e r e  a r e  c l e a r  i n c e n t i v e s  t o  

e s t a b l i s h  o n e ' s  own household.  

To conclude,  i n  some s t a t e s  a  mother can l o s e  a  s u b s t a n t i a l  amount of 

AFDC b e n e f i t s  i f  s h e  chooses t o  l i v e  w i t h  h e r  p a r e n t s  o r  o t h e r  r e l a t i v e s .  

I n  t h o s e  s t a t e s  a  c o n t r i b u t i o n  of room and board can t r i g g e r  a  r e d u c t i o n  

i n  t h e  mother ' s  b e n e f i t s .  One d g h t  expec t  such p o l i c i e s  t o  have beha- 

v i o r a l  e f f e c t s .  The next s e c t i o n  examines t h a t  i s s u e .  

11. THE EFFECT OF AFDC BENEFITS ON A MOTHER'S PROPENSITY TO RESIDE I N  A 
S UB FAMILY 

T h e o r e t i c a l  Framework 

Cons ider  a  s i n g l e  woman w i t h  c h i l d r e n  f a c i n g  t h e  problem of choosing 

a  l i v i n g  arrangement.  She may d e c i d e  e i t h e r  t o  l i v e  independen t ly  a s  a  

househo lder ,  l i v e  w i t h  o t h e r  a d u l t s  ( t y p i c a l l y  h e r  p a r e n t s )  a s  a  sub- 

f a m i l y  head,  o r  l i v e  w i t h  a  husband a s  a  wife.  I n  a d d i t i o n ,  s h e  may 

d e c i d e  t o  s e e k  and r e c e i v e  p u b l i c  a s s i s t a n c e .  Focusing on t h e  unmarried 

women,8 we can o r g a n i z e  t h e s e  a l t e r n a t i v e s  i n t o  f o u r  l i v i n g  arrangements ,  

deno ted  a s  LA = 1, 2 ,  3 ,  and 4 ,  and d e f i n e d  a s  fo l lows :  



D e f i n i t i o n  of L iv ing  Arrangements Va r i ab l e ,  LA 

P u b l i c  Ass i s t ance  Rec ip i en t  
Household S t a t u s  No Yes 

Householder (H) L A =  1 
Subfamily Head (S)  LA = 2 

Assume a  woman ha s  a  u t i l i t y  f u n c t i o n  of t h e  form 

where C i s  consumption, L  i s  l e i s u r e ,  and X i s  a  v e c t o r  of charac- 

t e r i s t i c s  which a f f e c t  p r e f e r ences  ( " t a s t e  s h i f t e r s " ) .  The problem i s  t o  

maximize u t i l i t y  s u b j e c t  t o  a  budget c o n s t r a i n t  which v a r i e s  over t h e  

f o u r  l i v i n g  arrangements.  The g e n e r a l  form of t h e  budget c o n s t r a i n t  f o r  

l i v i n g  arrangement j i s  

* 
( 2 )  PC. + W.L. < N .  + A .  + W.L j = 1 ,..., 4 ,  

J J J  J J J j' 

where t h e  p r i c e  of consumption P  does  not va ry  over l i v i n g  arrangements ,  

and t h e  wage r a t e  W v a r i e s  w i t h  pub l i c  a s s i s t a n c e  s t a t u s .  The net (o f  

income and p a y r o l l  t ax )  wage r a t e  i s  W when t h e  mother does  not r e c e i v e  
1 

p u b l i c  a s s i s t a n c e  and W1(l-t) when she  does ,  where t i s  t h e  r a t e  a t  which 

t h e  p u b l i c  a s s i s t a n c e  program t a x e s  earnings .  The p u b l i c  a s s i s t a n c e  

payment A i s  z e r o  when s h e  does  not  r e ce ive  we l f a r e ,  but v a r i e s  w i th  

household s t a t u s  when s h e  does.  Nonlabor nonwelfare income N v a r i e s  w i t h  

household s t a t u s .  A woman l i v i n g  a s  a  subfamily head may o b t a i n  resour -  

c e s  from t h e  primary f ami ly ,  e i t h e r  i n  cash o r  i n  kind (e.g., f r e e  room 

and b ~ a r d ) . ~  Fu r the r ,  nonlabor nonwelfare income v a r i e s  w i th  p u b l i c  

a s s i s t a n c e  s t a t u s  s i n c e  t h e s e  programs t y p i c a l l y  t a x  such income. 

F i n a l l y ,  t h e  t ime a v a i l a b l e  t o  a l l o c a t e  t o  e i t h e r  t h e  market o r  t o  



* 
l e i s u r e ,  L  , may va ry  w i th  household s t a t u s  ( though not w i th  p u b l i c  

a s s i s t a n c e  s t a t u s ) .  The presence  of o t h e r  a d u l t s  i n  t h e  household may 

reduce  t h e  t ime which t h e  woman i s  cons t r a ined  t o  commit t o  a c t i v i t i e s  

such  a s  c h i l d  care .  

* 
L e t  Tk = (P,Wk,A,,Nk,Lk) denote  t h e  v e c t o r  c h a r a c t e r i z i n g  t h e  budget 

c o n s t r a i n t  i n  l i v i n g  arrangement k. Then t h e  i n d i r e c t  u t i l i t y  f u n c t i o n  

cor responding  t o  maximizing ( 1 )  s u b j e c t  t o  ( 2 )  can be w r i t t e n  

and t h e  u t i l i t y  maximization problem i s  now 

( 4 )  choose k  t o  maximize v(T ( X), k  = 1,2,3 ,4 .  k  

We assume t h a t  t h e  woman a s s e s s e s  t h e  u t i l i t y  a t t a i n a b l e  i n  each 

l i v i n g  arrangement,  t a k i n g  a s  cons t an t  h e r  c u r r e n t  demographic charac- 

t e r i s t i c s  (X) (e.g. ,  t h e  same c h i l d r e n  w i l l  l i v e  w i th  h e r  whether she  i s  

a  subfamily  head o r  a  householder ,  and s h e  w i l l  l i v e  i n  t h e  same r e g i o n  

o f  t h e  count ry) .  A s  i n  Becker, Landes, and Michael (1977) and Danziger 

e t  a l .  (1982) ,  we assume t h a t  t h e  world i s ,  a t  l e a s t  on average,  i n  

equ i l i b r i um.  lo 

Following t h e  l i t e r a t u r e  on d i s c r e t e  cho ice  (McFadden 1981, f o r  

example),  we assume t h a t  t h e  i n d i r e c t  u t i l i t y  f u n c t i o n  f o r  woman i i n  

l i v i n g  arrangement k  can  be  expressed a s  t h e  sum of a  r e p r e s e n t a t i v e  com- 

ponent which depends on T  and a n  i d i o s y n c r a t i c  component: k  



The d i s t r i b u t i o n  of t h e  i d i o s y n c r a t i c  t a s t e  v a r i a t i o n  eik w i l l  de te rmine  

t h e  p r o b a b i l i t y  t h a t  woman i a t t a i n s  t h e  h i g h e s t  u t i l i t y  l e v e l  i n  l i v i n g  

arrangement  k  ( c o n d i t i o n a l  on T  1, 5, T3, T4, and X I *  

Any exogenous change which i n c r e a s e s  t h e  u t i l i t y  a t t a i n a b l e  i n  l i v i n g  

arrangement  k  w i l l  i n c r e a s e  t h e  p r o b a b i l i t y  t h a t  t h e  woman chooses t h a t  

l i v i n g  arrangement.  Of pr imary importance h e r e  i s  t h e  e f f e c t  of changes 

i n  t h e  l e v e l  of AFDC b e n e f i t s .  Le t  AFDCH d e n o t e  t h e  l e v e l  of b e n e f i t s  

a v a i l a b l e  t o  a househo lder  and AFDCS d e n o t e  t h e  b e n e f i t s  a v a i l a b l e  t o  a 

subfami ly  head. Then t h e  v a r i a b l e  AFDCDIF = AFDCH - AFDCS measures t h e  

"wedge" -- t h e  "subfamily  pena l ty"  -- between t h e  b e n e f i t s  a v a i l a b l e  t o  a  

woman i n  t h e  two household s t a t u s e s .  

How do changes i n  AFDCDIF and AFDCH a f f e c t  t h e  p r o b a b i l i t y  t h a t  a 

young mother chooses  l i v i n g  arrangement 1, 2 ,  3 ,  o r  4? An i n c r e a s e  i n  

t h e  wedge (AFDCDIF), ho ld ing  c o n s t a n t  t h e  o v e r a l l  l e v e l  of g e n e r o s i t y  of 

t h e  program (AFDCH), w i l l  d e c r e a s e  t h e  u t i l i t y  a t t a i n a b l e  i n  t h e  f o u r t h  

l i v i n g  arrangement ( subfami ly  head r e c e i v i n g  p u b l i c  a s s i s t a n c e )  w i t h o u t  

a f f e c t i n g  t h e  u t i l i t y  a t t a i n a b l e  i n  t h e  o t h e r  t h r e e  l i v i n g  arrangements .  

Thus,  we would expec t  a n  i n c r e a s e  i n  AFDCDIF t o  reduce t h e  p r o b a b i l i t y  

t h a t  a  woman chooses LA = 4  and i n c r e a s e  t h e  p r o b a b i l i t y  t h a t  s h e  chooses 

one of t h e  o t h e r  l i v i n g  arrangements.  I n  p a r t i c u l a r ,  we would expect  a n  

i n c r e a s e  i n  AFDCDIF t o  i n c r e a s e  t h e  p r o b a b i l i t y  t h a t  t h e  woman is  a  

househo lder  (LA = 1 o r  3 ) .  

Note t h a t  our  h y p o t h e s i s  ex tends  beyond what can  be termed a  

" break-even" e f f e c t  . l l An i n c r e a s e  i n  AFDCDIF , hold ing  AFDCH f i x e d  , 

i m p l i e s  a  d e c r e a s e  i n  t h e  subfamily  g u a r a n t e e ,  AFDCS. With program t a x  

r a t e s  h e l d  c o n s t a n t ,  a lower g u a r a n t e e  i m p l i e s  a  lower break-even, i . e . ,  



a lower l e v e l  of income a t  which people  must l e a v e  t h e  program. Thus, i f  

b e h a v i o r  d i d  - not  change,  a n  i n c r e a s e  i n  AFDCDIF would imply a  lower pro- 

b a b i l i t y  t h a t  a  woman i s  a  subfami ly  head r e c e i v i n g  AFDC (LA = 4) and a  

h i g h e r  p r o b a b i l i t y  t h a t  s h e  i s  a  subfamily  head w i t h  no p u b l i c  a s s i s t a n c e  

(LA = 2). This  break-even e f f e c t  i s  p u r e l y  mechanical  and s a y s  no th ing  

abou t  behavior .  

Our h y p o t h e s i s  ex tends  beyond t h a t .  Not o n l y  do we p r e d i c t  t h a t  a n  

i n c r e a s e  i n  AFDCDIF d e c r e a s e s  t h e  p r o b a b i l i t y  t h a t  LA = 4 and i n c r e a s e s  

t h e  p r o b a b i l i t y  t h a t  LA = 2, i n  a d d i t i o n  we p r e d i c t  a n  i n c r e a s e  i n  t h e  

p r o b a b i l i t y  t h a t  t h e  woman i s  a  householder  (LA = 1 o r  3 ) .  I f  a l l  of t h e  

p r e d i c t i o n s  a r e  c o r r e c t ,  t h e n  we a r e  not  merely obse rv ing  break-even 

e f f e c t s  bu t  a l s o  b e h a v i o r a l  e f f e c t s .  

F i n a l l y ,  c o n s i d e r  t h e  e f f e c t  of i n c r e a s i n g  t h e  l e v e l  of  g e n e r o s i t y  of 

t h e  program (AFDCH), h o l d i n g  c o n s t a n t  t h e  d i f f e r e n t i a l  t r e a t m e n t  of t h e  

two t y p e s  of households  (AFDCDIF). S i n c e  t h i s  i n c r e a s e  r a i s e s  t h e  u t i l -  

i t y  a t t a i n a b l e  by b o t h  househo lders  and s u b f a m i l i e s  r e c e i v i n g  p u b l i c  

a s s i s t a n c e  (LA = 3 and 4 ) ,  w i t h o u t  f u r t h e r  assumpt ions  we canno t  p r e d i c t  

how t h i s  change a f f e c t s  t h e  c h o i c e  between househo lder  and subfami ly  

s t a t u s .  12 

E s t i m a t i o n  

Our u n i t  of a n a l y s i s  i s  a  woman under  36 w i t h  a t  l e a s t  one c h i l d  who 

i s  under  19.13 The d a t a  c o n s i s t  of  1599 s i n g l e  mothers  (mothers  who a r e  

n o t  l i v i n g  w i t h  husbands) drawn from t h e  March 1984 Cur ren t  P o p u l a t i o n  

Survey (CPS), which c o n t a i n s  d a t a  on  AFDC income i n  c a l e n d a r  1983. As 

no ted  above, we r e q u i r e  a l a r g e  c r o s s - s e c t i o n  d a t a  s e t  i n  o r d e r  t o  



o b s e r v e  enough s u b f a m i l i e s  t o  do meaningful  e m p i r i c a l  a n a l y s i s .  We u s e  a 

r e c e n t  CPS because  p r i o r  t o  1983 t h e  CPS i n c o r r e c t l y  coded subfami ly  s t a -  

t u s  (Bane and Ellwood, 1983).  Of t h e s e  1599 women, 608 were househo lders  

n o t  r e c e i v i n g  w e l f a r e ,  351 were subfamily  heads not  r e c e i v i n g  w e l f a r e ,  

464 were  househo lders  r e c e i v i n g  w e l f a r e ,  and 176 were subfami ly  heads 

r e c e i v i n g  w e l f a r e .  

Using t h e s e  d a t a  we e s t i m a t e d  reduced-form models of l i v i n g  a r range-  

ment choice .  We focused  on  t h e  reduced form f o r  two reasons .  F i r s t ,  i t  

answers  t h e  q u e s t i o n s  posed he re :  i t  i n v e s t i g a t e s  t h e  r e l a t i o n s h i p  be t -  

ween AFDC b e n e f i t s  and c h o i c e s  among l i v i n g  arrangements .  Second, t h e  

s t r u c t u r a l  model impl ied  by our  t h e o r e t i c a l  framework r e q u i r e s  i n f o r -  

m a t i o n  on t h e  wage r a t e  and l e v e l  of nonwage income i n  each l i v i n g  

arrangement  f o r  each  woman i n  t h e  sample. We do no t  have s u c h  d a t a .  For  

example,  we do n o t  know how much nonwage income a female  head would 

r e c e i v e  were s h e  t o  become a subfami ly  head. I n s t e a d  of p r e d i c t i n g  s u c h  

v a r i a b l e s  u s i n g  i n f o r m a t i o n  on  t h e  woman's age ,  e d u c a t i o n ,  r a c e ,  e t c . ,  we 

s imply  e s t i m a t e  t h e  reduced form.14 There fo re ,  a  v a r i a b l e  l i k e  age  not 

o n l y  c o n t r o l s  f o r  " t a s t e s , "  bu t  a l s o  f o r  age - re la ted  v a r i a t i o n  i n  wage 

and nonwage income. 

We u s e  t h e  f o l l o w i n g  CPS v a r i a b l e s  i n  t h e  a n a l y s i s :  

AGE 
E DUC 
AGESQ 
E DUC SQ 
AGEED 
DEPENDS 
PRESCH 
NWHITE 
SMSA 
SOUTH 

age ,  measured i n  y e a r s  
e d u c a t i o n ,  measured i n  y e a r s  
age  squared  
e d u c a t i o n  squared  
age-educa t ion  i n t e r a c t i o n  
number of f a m i l y  members under 1 9  y e a r s  of age 
1 i f  t h e r e  i s  a c h i l d  aged 0-5; 0 o t h e r w i s e  
1 i f  woman's r a c e  i s  not w h i t e ;  0 o t h e r w i s e  
1 i f  t h e  woman l i v e s  i n  a n  SMSA; 0 o t h e r w i s e  
1 i f  t h e  woman l i v e s  i n  t h e  South;  0 o t h e r w i s e  



The 1983 unemployment r a t e  i n  t h e  woman's s t a t e  of r e s i d e n c e  (UNEMP), 

as r e p o r t e d  i n  t h e  S t a t i s t i c a l  A b s t r a c t  of t h e  Uni ted  S t a t e s ,  was a l s o  

i n c l u d e d .  To measure t h e  AFDC g u a r a n t e e  f o r  househo lders  (AFDCH) and 

subfami ly  heads  (AFDCS), we e s t i m a t e d  r e g r e s s i o n  models of t h e  AFDC 

monthly payment s t a n d a r d  f o r  e a c h  s t a t e  u s i n g  t h e  1982 Q u a l i t y  C o n t r o l  

d a t a .  The r e g r e s s i o n s  were s i m i l a r  t o  t h o s e  d e s c r i b e d  i n  S e c t i o n  1 - 1 5  

Tak ing  t h e s e  r e g r e s s i o n s  as w e l l  a s  i n f o r m a t i o n  on a  woman's s t a t e  of 

r e s i d e n c e  and number of c h i l d r e n ,  we p r e d i c t e d  t h e  monthly v a l u e s  of 

AFDCH and AFDCS (denominated i n  thousands  of d o l l a r s )  f o r  each  woman i n  

t h e  sample. l 

We d i d  not  u s e  d a t a  from t h e  t e l e p h o n e  su rvey  f o r  t h i s  purpose ,  f o r  

t h r e e  reasons .  F i r s t ,  t h e  t e l e p h o n e  su rvey  r e s u l t s  p e r t a i n  t o  a two- 

p e r s o n  AFDC f a m i l y  w h i l e  t h e  r e g r e s s i o n  r e s u l t s  encompass a l l  f a m i l y  

s i z e s .  Second, i t  i s  w e l l  known t h a t  t h e r e  c a n  be a d i f f e r e n c e  between 

s t a t e d  and a c t u a l  r u l e s  i n  t h e  AFDC program ( f o r  example, t h e  d i f f e r e n c e  

between s t a t u t o r y  and e f f e c t i v e  t a x  r a t e s  o n  e a r n i n g s ;  Hutchens,  1978).  

We view t h e  r e g r e s s i o n  r e s u l t s  as a  c l o s e r  approx imat ion  t o  t h e  

" e f f e c t i v e "  r u l e s  of t h e  program t h a n  t h e  su rvey  r e s u l t s .  F i n a l l y ,  our 

d a t a  on l i v i n g  arrangements  and AFDC r e c i p i e n c y  come from t h e  1984 CPS 

and r e f e r  t o  1983 income. The t e l ephone  su rvey  r e s u l t s  a r e  from 1985. 

The r e g r e s s i o n  r e s u l t s  a l l o w  u s  t o  make p r e d i c t i o n s  f o r  1983 on  t h e  b a s i s  

o f  t h e  y e a r ' s  p u b l i s h e d  b e n e f i t  s c h e d u l e ,  w h i l e  t h e  su rvey  r e s u l t s  do 

no t .  

R e s u l t s  from Binary  L o g i t  Models 

Although a  mul t inomia l  l o g i t  model y i e l d s  t h e  most complete  t e s t  of 

o u r  hypo theses ,  f o r  t h e  s a k e  of c l a r i t y  we b e g i n  w i t h  a  s imple  b i n a r y  



l o g i t  of t h e  p r o b a b i l i t y  t h a t  a n  unmarried mother w i l l  be  a subfami ly  

head.17 The model i n  t h e  f i r s t  column of Table  2 p r e s e n t s  t h e  key 

r e s u l t .  Holding demographic v a r i a b l e s  and t h e  o v e r a l l  l e v e l  of b e n e f i t s  

(AFDCH) c o n s t a n t ,  a n  i n c r e a s e  i n  t h e  d i f f e r e n c e  between t h e  householder  

and subfami ly  g u a r a n t e e s  (AFDCDIF) i s  a s s o c i a t e d  w i t h  a d e c r e a s e  i n  t h e  

p r o b a b i l i t y  t h a t  t h e  woman heads  a subfami ly  . I 8  The n e g a t i v e  c o e f f i c i e n t  

o n  AFDCDIF i s  s t a t i s t i c a l l y  s i g n i f i c a n t  a t  t h e  .05 conf idence  l e v e l .  

T h i s  i s  c o n s i s t e n t  w i t h  t h e  hypothes ized b e h a v i o r a l  e f f e c t  of 

AFDCDIF. The s i n g l e  mothers i n  our  sample a r e  e i t h e r  subfami ly  heads o r  

househo lde rs .  Thus, t h e  r e s u l t  i n d i c a t e s  t h a t  h o l d i n g  t h e  householder  

g u a r a n t e e  (AFDCH) and t h e  o t h e r  exogenous v a r i a b l e s  c o n s t a n t ,  a n  i n c r e a s e  

i n  AFDCDIF (which i m p l i e s  a d e c r e a s e  i n  t h e  subfami ly  g u a r a n t e e ,  s i n c e  

AFDCH i s  h e l d  c o n s t a n t )  r e s u l t s  i n  fewer mothers  who a r e  subfami ly  heads 

and more mothers who a r e  househo lders .  

Turning t o  t h e  o t h e r  c o e f f i c i e n t s  i n  t h e  f i r s t  column of Tab le  2 ,  we 

n o t e  t h a t  t h e  c o e f f i c i e n t  on AFDCH (which i n d i c a t e s  t h e  o v e r a l l  l e v e l  of 

AFDC b e n e f i t s )  i s  n e g a t i v e  and not  s t a t i s t i c a l l y  d i f f e r e n t  from ze ro .  

T h i s  weak r e s u l t  i s  not due t o  c o l l i n e a r i t y  between AFDCH and AFDCDIF; a s  

i n d i c a t e d  i n  t h e  second column of Table  2 ,  t h e  same r e s u l t  o b t a i n s  when 

AFDCDIF i s  excluded from t h e  model. Thus, our  d a t a  do not  s u p p o r t  t h e  

c l a i m  t h a t  a h i g h e r  o v e r a l l  l e v e l  of AFDC b e n e f i t s  l e a d s  t o  more house- 

h o l d e r s  and fewer s u b f a m i l i e s .  I n  p a r t i c u l a r ,  our  column 2 r e s u l t  d i f -  

f e r s  from t h a t  i n  Ellwood and Bane (1985) .  They f i n d  t h a t  f o r  a s i n g l e  

mother  w i t h  a p r e d i c t e d  p r o b a b i l i t y  of w e l f a r e  r e c e i p t  of .5, a  $100 

i n c r e a s e  i n  t h e  o v e r a l l  l e v e l  of monthly AFDC b e n e f i t s  i n c r e a s e s  t h e  pro- 

b a b i l i t y  t h a t  t h e  mother e s t a b l i s h e s  h e r  own household  by 15 t o  20 per-  

c e n t .  The T a b l e  2 ,  column 2 ,  model p r e d i c t s  a n  i n c r e a s e  of 5 p e r c e n t  f o r  



T a b l e  2 

Binary  L o g i t  E s t i m a t e s  of P r o b a b i l i t y  t h a t  S i n g l e  Mother Is Subfamily Head 
( s t a n d a r d  e r r o r s  below) 

AFDCDIF ( i n  $000) 

AFDCH ( i n  $000) 

AGE 

AGESQ 

E DUC 

E DUC SQ 

AGEED 

DEPENDS 

PRESCH 

NWHITE 

S MSA 

U NEMP 

SOUTH 

Cons tan t  

Log l i k e l i h o o d  



t h e  same $100 i n c r e a s e .  Moreover, t h e  Ellwood-Bane e f f e c t  is  s ta t is t i -  

c a l l y  s i g n i f i c a n t ,  and o u r s  is  not.19 

For  completeness  we d e s c r i b e  t h e  f i n d i n g s  on  t h e  demographic 

v a r i a b l e s .  Age i s  c l e a r l y  a n  i m p o r t a n t  d e t e r m i n a n t  of a mother ' s  propen- 

s i t y  t o  l i v e  i n  a  subfami ly ;  o l d e r  s i n g l e  mothers  a r e  l e s s  l i k e l y  t o  l i v e  

i n  s u b f a m i l i e s  t h a n  younger s i n g l e  mothers ,  c e t e r i s  p a r i b u s .  Note a l s o  

t h a t  even a f t e r  c o n t r o l l i n g  f o r  age  and AFDC b e n e f i t s  (which v a r y  w i t h  

numbers of c h i l d r e n ) ,  a n  i n c r e a s e  i n  t h e  number of dependents  r a i s e s  t h e  

p r o b a b i l i t y  t h a t  mothers  a r e   householder^.^^ I n  a d d i t i o n ,  t h e  l a r g e  and 

s t a t i s t i c a l l y  s i g n i f i c a n t  p o s i t i v e  c o e f f i c i e n t s  on NWHITE and SOUTH i n d i -  

c a t e  a g r e a t e r  p r o p e n s i t y  f o r  nonwhites and s o u t h e r n e r s  t o  l i v e  i n  sub- 

f a m i l i e s ,  c e t e r i s  p a r i b u s .  S i m i l a r l y ,  t h e  n e g a t i v e  c o e f f i c i e n t  on  UNEMP 

i n d i c a t e s  t h a t  a r e a s  w i t h  h i g h e r  unemployment r a t e s  t end  t o  have fewer 

s u b f a m i l i e s ,  c e t e r i s  p a r i b u s  .21 F i n a l l y ,  no te  t h a t  t h e s e  r e s u l t s  a r e  

q u i t e  r o b u s t  t o  t h e  i n c l u s i o n  o r  e x c l u s i o n  of t h e  AFDC v a r i a b l e s . 2 2  

R e s u l t s  from Mu1 t i n o m i a l  Logi t Models 

While more d i f f i c u l t  t o  i n t e r p r e t  t h a n  a b i n a r y  l o g i t ,  a mul t inomia l  

l o g i t  p r o v i d e s  a more complete  t e s t  of our  hypotheses .  Consider  t h e  f o u r  

a l t e r n a t i v e s  i n t r o d u c e d  above: 

( 1 )  househo lde r  not  r e c e i v i n g  w e l f a r e ,  
( 2 )  subfami ly  head not r e c e i v i n g  w e l f a r e ,  
( 3 )  househo lder  r e c e i v i n g  w e l f a r e ,  and 
( 4 )  subfami ly  head r e c e i v i n g  w e l f a r e .  

As i n d i c a t e d  i n  t h e  t h e o r e t i c a l  d i s c u s s i o n ,  we expec t  a n  i n c r e a s e  i n  

AFDCDIF t o  reduce  t h e  p r o b a b i l i t y  t h a t  a  s i n g l e  mother i s  i n  t h e  f o u r t h  

l i v i n g  arrangement  and t o  i n c r e a s e  t h e  p r o b a b i l i t y  t h a t  s h e  i s  i n  t h e  

o t h e r  t h r e e .  



Tab le  3 p r e s e n t s  t h e  key r e s u l t s .  I n  a  mul t inomial  l o g i t  t h e  l o g  of 

t h e  r a t i o  of two p r o b a b i l i t i e s  i s  a  l i n e a r  f u n c t i o n  of t h e  exp lana tory  

v a r i a b l e s .  We l e t  a l t e r n a t i v e  4 (subfamily  head r ece iv ing  we l f a r e )  be 

t h e  b a s i s  f o r  comparison, and e s t i m a t e  t h r e e  s e t s  of c o e f f i c i e n t s .  Thus, 

t h e  f i r s t  column of c o e f f i c i e n t s  r e f e r s  t o  t h e  l o g  of t h e  r a t i o  of t h e  

p r o b a b i l i t y  of choosing a l t e r n a t i v e  4 ve r su s  a l t e r n a t i v e  1, t h e  second 

r e f e r s  t o  t h e  r e l a t i v e  p r o b a b i l i t y  of choosing a l t e r n a t i v e  4 v e r s u s  

a l t e r n a t i v e  2 ,  and t h e  t h i r d  t o  t h e  r e l a t i v e  p r o b a b i l i t y  of choosing 

a l t e r n a t i v e  4 v e r s u s  a l t e r n a t i v e  3 .  A nega t ive  c o e f f i c i e n t  i n  t h e  f i r s t  

column t h e n  imp l i e s  t h a t  an  i n c r e a s e  i n  t h e  va lue  of t h e  a s s o c i a t e d  

exp l ana to ry  v a r i a b l e  is  r e l a t e d  t o  a  decrease  i n  t h e  r e l a t i v e  p r o b a b i l i t y  

o f  choosing a l t e r n a t i v e  4 v e r s u s  a l t e r n a t i v e  1. An analogous i n t e r p r e t a -  

t i o n  a p p l i e s  t o  t h e  nega t ive  c o e f f i c i e n t s  i n  t h e  second and t h i r d  columns 

of  t h e  t a b l e .  

Readers who a r e  f a m i l i a r  w i t h  mul t inomial  l o g i t s  i n  t h e  l i t e r a t u r e  on 

t r a n s p o r t  mode cho ice  (e.g. ,  McFadden, 1981) may f i n d  Table  3 somewhat 

confus ing .  I n  t h a t  l i t e r a t u r e  each cho ice  i s  a s s o c i a t e d  w i t h  a  d i f f e r e n t  

v e c t o r  of c h a r a c t e r i s t i c s ,  and t h e  a n a l y s t  e s t i m a t e s  a  s i n g l e  v e c t o r  of 

c o e f f i c i e n t s .  Such models assume independence of i r r e l e v a n t  a l t e r -  

n a t i v e s .  I n  t h e  Table  3 model (which i s  a l s o  c a l l e d  a mult inomial  l o g i t  

model) ,  each cho i ce  i s  a s s o c i a t e d  w i t h  t h e  same v e c t o r  of charac- 

t e r i s t i c s ,  and t h e  a n a l y s t  e s t i m a t e s  m u l t i p l e  v e c t o r s  of c o e f f i c e n t s  

( t h r e e  v e c t o r s  i n  t h i s  c a se ) .  A s  demonstrated i n  Appendix B,  one can  

p l a c e  r e s t r i c t i o n s  on  t h e  Tab l e  3 model i n  o rde r  t o  a r r i v e  a t  a  model 

i d e n t i c a l  t o  t h a t  used i n  t h e  t r a n s p o r t  l i t e r a t u r e .  We do not impose 



Table  3 

Four-Category Logi t  Es t imates  w i th  Both AFDC Var iab les  
( s t a n d a r d  e r r o r s  below) 

Subfamily on Subfamily on Subfamily on 
Welfare  vs.  Head Welfare vs .  Subfamily Welfare vs.  Head 

Not on Welfare Not on Welfare on  Welfare 
( 1 )  ( 2 )  ( 3  

AFDCDIF ( i n  $000) 

AFDCH ( i n  $000) 

AGE 

AGE SQ 

E DUC 

EDUCSQ 

AGEED 

DEPENDS 

PRESCH 

NWHITE 

SMSA 

UNEMP 

SOUTH 

Cons tan t  

Log l i k e l i h o o d  



t h e s e  r e s t r i c t i o n s  because  o u r  d a t a  f i r m l y  r e j e c t  them. A s  such ,  t h e  

T a b l e  3  model does  not  imply independence of i r r e l e v a n t  a l t e r n a t i v e s .  

C o n s i s t e n t  w i t h  e x p e c t a t i o n s ,  a l l  t h r e e  c o e f f i c i e n t s  on AFDCDIF i n  

T a b l e  3 a r e  negat ive .23 Thus, a n  i n c r e a s e  i n  AFDCDIF reduces  t h e  r e l a t i v e  

p r o b a b i l i t y  of choosing a l t e r n a t i v e  4  v e r s u s  a l t e r n a t i v e s  1, 2 ,  and 3 -  

Note,  however, t h a t  none of t h e  c o e f f i c i e n t s  a t t a i n  a  h i g h  l e v e l  of s t a -  

t i s t i c a l  s i g n i f i c a n c e .  Of t h e  t h r e e  c o e f f i c i e n t s ,  t h e  c o e f f i c i e n t  on 

AFDCDIF i n  t h e  t h i r d  column i s  t h e  most n e g a t i v e  and most p r e c i s e l y  e s t i -  

mated. T h i s  i s  a  p l a u s i b l e  outcome. The column 3  c o e f f i c i e n t  i n d i c a t e s  

t h a t  a n  i n c r e a s e  i n  AFDCDIF reduces  t h e  r e l a t i v e  p r o b a b i l i t y  t h a t  a  

mother  chooses  t o  be a  subfami ly  head o n  w e l f a r e  v e r s u s  be ing  a  house- 

h o l d e r  o n  we l fa re .  One would a n t i c i p a t e  t h a t  i f  AFDCDIF a f f e c t s  beha- 

v i o r ,  i t s  p r i n c i p a l  impact  would be on c h o i c e s  between t h e s e  two 

a l t e r n a t i v e s .  

To h e l p  i n t e r p r e t  t h e s e  r e s u l t s ,  and t o  a s s e s s  t h e  magnitude of t h e  

AFDCDIF e f f e c t ,  i t  i s  u s e f u l  t o  compute a c t u a l  p r o b a b i l i t i e s .  I n  T a b l e  4  

we s i m u l a t e  t h e  e f f e c t  of  a  10  p e r c e n t  d e c r e a s e  i n  t h e  subfami ly  guaran- 

t e e  (AFDCS) from t h e  sample mean of $318 t o  $286. (To r e i t e r a t e ,  a  

d e c r e a s e  i n  AFDCS w i t h  AFDCH h e l d  c o n s t a n t  i m p l i e s  a n  i n c r e a s e  i n  

AFDCDIF.) Column 1 d i s p l a y s  t h e  p r o b a b i l i t y  t h a t  a n  unmarr ied  mother 

c h o o s e s  each  of t h e  f o u r  a l t e r n a t i v e s  when p r o b a b i l i t i e s  a r e  computed a t  

t h e  sample  means. Column 2  d i s p l a y s  t h e  same p r o b a b i l i t i e s  when t h e  sub- 

f a m i l y  g u a r a n t e e  i s  reduced.  A s  expec ted ,  t h e  d e c r e a s e  i n  t h e  subfami ly  

g u a r a n t e e  d e c r e a s e s  t h e  p r o b a b i l i t y  of be ing  a  subfami ly  head r e c e i v i n g  

w e l f a r e  ( 4 )  and i n c r e a s e s  t h e  p r o b a b i l i t y  of be ing  i n  e i t h e r  of t h e  two 



householder  s t a t e s  (1 o r  3 ) .  Contrary t o  expec t a t i ons ,  however, t h e  pro- 

b a b i l i t y  of being a subfamily head not r e ce iv ing  w e l f a r e  (2) decreases .  

S i n c e  a dec r ea se  i n  t h e  subfamily  guaran tee  does  not a f f e c t  u t i l i t y  

a t t a i n a b l e  a s  a  subfamily  head wi thout  wel fa re ,  t h i s  i s  a s u r p r i s e .  

I n  our view t h e r e  a r e  two p l a u s i b l e  exp l ana t i ons  f o r  t h i s  anomaly. 

F i r s t  and most l i k e l y ,  it may simply r e f l e c t  imprec i se  parameter  estima- 

t e s .  The c o e f f i c i e n t  on AFDCDIF i n  t h e  second column of Table 3  i s  e s t i -  

mated as -.716 w i t h  a  s t anda rd  d e v i a t i o n  of 2.95. I f  t h a t  parameter  i s  

reduced by one s t anda rd  d e v i a t i o n  ( t o  -3.666), t h e  anomaly d i sappears .  

The f i r s t  exp l ana t i on  i s  thus  t h a t  t h e  anomaly i s  a random event .  The 

second e x p l a n a t i o n  focuse s  on nonrepor t ing  of AFDC income. As recognized 

f o r  some t ime,  t h e r e  i s  a  problem of nonreport ing of we l f a r e  income i n  

t h e  CPS. Some of t h e  people  who r e c e i v e  we l f a r e  income do not r e p o r t  

r e c e i p t .  A s  such,  i t  i s  l i k e l y  t h a t  some of t h e  people  who are 

c l a s s i f i e d  a s  non rec ip i en t s  i n  t h e s e  d a t a  a r e  i n  f a c t  r e c i p i e n t s .  I n  

t h a t  c a se  a dec r ea se  i n  t h e  subfamily gua ran t ee  would dec r ea se  t h e  proba- 

b i l i t y  t h a t  a mother is i n  e i t h e r  of t h e  subfamily  l i v i n g  arrangements.  

Indeed,  i n  Table  4  t h e  p r o b a b i l i t y  of r e s i d i n g  i n  a subfamily f a l l s  from 

-330 t o  -306. 

Given t h i s ,  does  AFDCDIF have a behav iora l  e f f e c t ?  I n  our  judgment 

t h e  weight of t h e  evidence i n d i c a t e s  t h a t  i t  does. Both t h e  b ina ry  l o g i t  

and t h e  mul t inomial  l o g i t  p rov ide  evidence t o  suppor t  t h e  hypothes i s  of a 

behav io r a l  e f f e c t ,  and t h e  one anomalous f i n d i n g  does no t  n e c e s s a r i l y  

c o n t r a d i c t  t h a t  hypothes i s .  Perhaps  more impor tan t ,  however, t h e  evi-  

dence a l s o  i n d i c a t e s  t h a t  i f  t h e r e  i s  a behav io r a l  e f f e c t ,  t h a t  e f f e c t  is 

q u i t e  small. As  shown i n  Tab le  4 ,  a 10 pe r cen t  dec r ea se  i n  t h e  subfamily  



Table  4 

The E f f e c t  of a 10 Percen t  Decrease i n  t h e  Subfamily 
Guarantee  (AFDCS) 

Subfamily Guarantee Se t  a t  
$318 $286 

P r o b a b i l i t y  t h a t  a n  unmarried 
mother i s  a 

( 1 )  Householder not  r e c e i v i n g  we l f a r e  ,380 .389 

( 2 )  Subfamily head not  r e c e i v i n g  w e l f a r e  .220 .206 

( 3 )  Householder r e c e i v i n g  w e l f a r e  .290 .305 

( 4 )  Subfamily head r ece iv ing  we l f a r e  .I10 . lo0 

T o t a l  1.000 1 .OOO 



g u a r a n t e e  has  a  smal l  e f f e c t  on headsh ip  and subfamily  p r o b a b i l i t i e s .  We 

conclude t h a t  AFDCDIF probably does  a f f e c t  behavior ,  bu t  not i n  a  major 

way. 

Turning t o  t h e  o t h e r  c o e f f i c i e n t s  i n  Table  3 ,  no te  t h a t  none of t h e  

c o e f f i c i e n t s  on AFDCH a t t a i n  a  h igh  l e v e l  of s t a t i s t i c a l  s i g n i f i c a n c e .  

Thus, a s  w i t h  t h e  b inary  l o g i t ,  we f i n d  no evidence t h a t  t h e  o v e r a l l  

l e v e l  of b e n e f i t s  i n f l u e n c e s  cho i ce s  between subfamily  and householder  

~ t a t u s . ~ 4  Table  5 p r e s e n t s  a  s i m u l a t i o n  of t h e  e f f e c t  of r a i s i n g  t h e  

o v e r a l l  l e v e l  of b e n e f i t s .  Th is  i s  a  s i m u l a t i o n  of a  10 pe r cen t  i n c r e a s e  

i n  AFDCH hold ing  a l l  o t h e r  v a r i a b l e s  ( i n c l u d i n g  AFDCDIF) a t  t h e i r  sample 

means. A s  i n  Table  4 ,  t h e  e f f e c t  on  l i v i n g  arrangements is  small. 

Next,  cons ide r  t h e  demographic v a r i a b l e s  i n  Table  3 .  A s  i n  t he  

b i n a r y  l o g i t ,  age i s  important .  I nc r ea se s  i n  age a r e  a s s o c i a t e d  wi th  a  

lower  r e l a t i v e  p r o b a b i l i t y  of be ing  a  subfamily  head on we l f a r e  ve r su s  

be ing  a  householder  i n  e i t h e r  w e l f a r e  s t a t u s  (columns 1 and 3 ) .  

Moreover, a d d i t i o n a l  dependents ,  high l o c a l  unemployment r a t e s ,  and not 

l i v i n g  i n  t h e  South a l l  reduce t h e  r e l a t i v e  p r o b a b i l i t y  of be ing  a  sub- 

f ami ly  head r e c e i v i n g  we l f a r e  ve r su s  be ing  a  householder  r e ce iv ing  

w e l f a r e  (column 3 ) .  F i n a l l y ,  nonwhites have a  h ighe r  r e l a t i v e  probabi-  

l i t y  of be ing  a  subfamily  head r e c e i v i n g  w e l f a r e  ve r su s  being i n  e i t h e r  

household s t a t u s  and not  r e c e i v i n g  we l f a r e  (columns 1 and 2 ) .  A s  i n d i -  

c a t e d  i n  Appendix Tables  A . l  and A.2, t h e s e  r e s u l t s  a r e  q u i t e  r obus t  t o  

i n c l u s i o n  o r  exc lu s ion  of t h e  AFDC v a r i a b l e s .  



Table  5 

The E f f e c t  of a 10 Percen t  I n c r e a s e  i n  t h e  Householder Guarantee 
( AFDCS) , Holding AFDCDIF Constant 

Householder Guarantee Se t  a t  
$318 $350 

P r o b a b i l i t y  t h a t  a n  unmarried 
mother i s  a 

( 1 )  Householder not  r e c e i v i n g  we l f a r e  ,380 

( 2 )  Subfamily head not r e ce iv ing  w e l f a r e  ,220 

( 3 )  Householder r e c e i v i n g  w e l f a r e  .290 

( 4 )  Subfamily head r e c e i v i n g  w e l f a r e  .I10 

T o t a l  1.000 



Conclusion 

T h i s  paper  a d d r e s s e s  two q u e s t i o n s .  F i r s t ,  how do s t a t e  AFDC 

programs d i f f e r  i n  t h e i r  t r e a t m e n t  of s u b f a m i l i e s  v e r s u s  househo lders?  

We f i n d  t h a t  i n  some s t a t e s  s i n g l e  mothers s u f f e r  a s u b s t a n t i a l  r e d u c t i o n  

i n  AFDC b e n e f i t s  i f  t h e y  choose t o  head a subfamily  i n  a l a r g e r  house- 

hold .  Such s t a t e s  may de te rmine  t h a t  t h e  mother i s  r e c e i v i n g  a n  in-kind 

c o n t r i b u t i o n  of room and board from t h e  l a r g e r  household,  and a d j u s t  

b e n e f i t s  accord ing ly .  

The second q u e s t i o n  concerns  t h e  e f f e c t  of t h e  AFDC program on  a 

s i n g l e  mother ' s  p r o p e n s i t y  t o  r e s i d e  i n  a subfamily.  I n  g e n e r a l ,  we f i n d  

d i s c e r n i b l e  but  s m a l l  e f f e c t s .  An i n c r e a s e  i n  t h e  o v e r a l l  l e v e l  of bene- 

f i t s  ( b e n e f i t s  pa id  t o  both  householders  and s u b f a m i l i e s )  had no s t a -  

t i s t i c a l l y  s i g n i f i c a n t  e f f e c t  on " l i v i n g  arrangements." A d e c r e a s e  i n  

t h e  subfamily  g u a r a n t e e ,  which i n c r e a s e s  t h e  income "wedge" between sub- 

f a m i l i e s  and househo lders ,  s l i g h t l y  decreased  t h e  p r o p e n s i t y  t o  r e s i d e  i n  

a sub£ amily.  

To conclude,  a t  l e a s t  i n  some s t a t e s  t h e  AFDC program d i s c o u r a g e s  

mothers  from r e s i d i n g  i n  s u b f a m i l i e s .  S i n c e  t h e  b e h a v i o r a l  e f f e c t  of t h e  

d i f f e r e n t i a l  t r e a t m e n t  of househo lders  and subfamily  heads appear  t o  be 

s m a l l ,  i t  is  u n l i k e l y  t h a t  t h i s  i s  a major cause  of w e l f a r e  dependency. 



Notes 

 or example, Danziger, Jakubson, Schwartz, and Smolensky ( 1982),  

Honig (1974, 1976) ,  Hutchens (1979),  Ross and Sawhi l l  (1975). 

21n survey ing  t h e  s t a t e s  by te lephone  we a l s o  sought in format ion  on 

two r e l a t e d  i s s u e s .  F i r s t ,  we asked about t h e  e f f e c t  of a  change t o  

sha r ed  l i v i n g  arrangements when bo th  u n i t s  were poor. For example, what 

would happen i f  t h e  mother and c h i l d  moved i n  w i t h  a  poor g randparen t?  

I n  most s t a t e s  b e n e f i t s  were una f f ec t ed  by such a change i n  l i v i n g  

arrangement.  Second, we asked how t h e  t rea tment  of a  minor mother d i f -  

f e r s  from t h a t  of a n  a d u l t  mother. I n  many s t a t e s  t h e  t r e a tmen t  of 

minors w a s  t h e  same a s  t h e  t rea tment  of a d u l t  mothers. I n  some s t a t e s ,  

however, a minor mother who moved i n  w i th  h e r  nonpoor p a r e n t s  may ( a )  

have had t h e  p a r e n t s '  income deemed t o  t h e  case ,  o r  ( b )  been excluded 

from t h e  AFDC c a s e  ( a l t hough  t h e  c h i l d  may be a n  AFDC r e c i p i e n t ) ,  o r  both 

( a )  and (b ) .  It should be emphasized t h a t  w i th  t h e  p rospec t  of f e d e r a l  

r u l e s  i n  t h i s  a r e a ,  t h e  s t a t e  p rov i s i ons  a r e  i n  cons ide r ab l e  f l ux .  

3 ~ i c h i g a n  was r e a l l y  a hybrid  of types  2 and 3. For smal l  r e n t  

payments t h e  AFDC gua ran t ee  was i nc r ea sed  d o l l a r  f o r  d o l l a r ,  but  a f t e r  

r e ach ing  a  t h r e sho ld  (around $50 p e r  month) t h e  gua ran t ee  went back up 

t o  $416. 

4 ~ e  a l s o  e s t ima t ed  models t h a t  used a c t u a l  b e n e f i t s  rece ived  as t h e  

dependent  v a r i a b l e .  Such models must i nc lude  t h e  r e c i p i e n t  f ami ly ' s  

ea rned  and unearned income a s  exp lana tory  v a r i a b l e s ,  the reby  r a i s i n g  t h e  

problem of t r u n c a t i o n  b i a s  ( s e e  Hutchens, 1978). S ince  t r u n c a t i o n  b i a s  

i s  not a n  i s s u e  when t h e  payment s tandard  i s  used as t h e  dependent 

v a r i a b l e ,  and s i n c e  t h e  two models y i e l d  s i m i l a r  r e s u l t s ,  we focus  h e r e  

o n  t h e  payment s t anda rd  models. 



5 ~ h e s e  d a t a  a r e  pub l i shed  i n  U.S. Department of Hea l th  and Human 

S e r v i c e s  (1984).  We i n c l u d e  MXBEN i n  t h e  s p e c i f i c a t i o n  f o r  two reasons .  

F i r s t ,  t h e  v a r i a b l e  c o n t a i n s  i n f o r m a t i o n  on t h e  d e t e r m i n a n t s  of AFDC 

payment s tandards-- informat ion t h a t  i s  e x t e r n a l  t o  t h e  1982 Q u a l i t y  

C o n t r o l  d a t a .  By i n c l u d i n g  t h i s  v a r i a b l e ,  we a r e  a b l e  t o  improve t h e  

model ' s  p r e d i c t i v e  power. Second, a l t h o u g h  t h e  model is  e s t i m a t e d  w i t h  

t h e  1982 QC d a t a ,  f o r  purposes  of t h e  S e c t i o n  11 e m p i r i c a l  work i t  i s  

used t o  impute b e n e f i t s  t o  women i n  d i f f e r e n t  l i v i n g  arrangements  i n  

1983. With t h i s  s p e c i f i c a t i o n  t h e  model can  be e s t i m a t e d  u s i n g  1982 

v a l u e s  of MXBEN, and t h e  imputa t ions  can  subsequen t ly  be based on  1983 

v a l u e s .  

6~ r e g r e s s i o n  of t h e  SHARE c o e f f i c i e n t  on t h e  s t a t e  p o l i c y  t y p e  

y i e l d s  t h e  folowing r e s u l t s :  

SHARE c o e f f i c i e n t  = 22.50 - 20.83 P o l i c y  t y p e  R~ = .35, 
(7.60) (4.18) 

where we show s t a n d a r d  e r r o r s  below t h e  e s t i m a t e s .  The Spearman c o r r e l a -  

t i o n  between t h e  two i s  -.39 and K e n d a l l l s  Tau i s  -.33. These l a t t e r  two 

a r e  more a p p r o p r i a t e  t h a n  t h e  u s u a l  Pearson  c o r r e l a t i o n  because  s t a t e  

t y p e  i s  o r d i n a l  r a t h e r  t h a n  c a r d i n a l .  Both c o r r e l a t i o n s  a r e  s i g n i f i -  

c a n t l y  d i f f e r e n t  from z e r o  a t  t h e  1 p e r c e n t  l e v e l .  

7 ~ i v e n  t h e  d i f f e r e n c e s  i n  t h e  d a t a ,  i t  i s  no s u r p r i s e  t h a t  t h e  

cor respondence  between t h e  su rvey  r e s u l t s  and t h e  r e g r e s s i o n  r e s u l t s  is  

n o t  e x a c t .  For  example, t h e  su rvey  r e s u l t s  f o r  Oregon s u g g e s t  lower 

b e n e f i t s  f o r  subfami ly  heads,  w h i l e  t h e  r e g r e s s i o n  c o e f f i c i e n t  i s  posi -  

t i v e  and s t a t i s t i c a l l y  s i g n i f i c a n t .  



8 ~ e i t h e r  t h e  t h e o r e t i c a l  p r e d i c t i o n s  nor t h e  emp i r i c a l  r e s u l t s  

p r e sen t ed  below d i f f e r  s u b s t a n t i v e l y  from those  i n  a  model t h a t  i nc ludes  

mar r ied  women ( s e e  Hutchens, Jakubson, and Schwartz,  1986).  

9 ~ n  t h e  l a s t  c a se  we cons ide r  N t o  i nc lude  t h e  cash equ iva l en t  of t h e  

in-kind t r a n s f e r .  Note t h a t ,  i n  g e n e r a l ,  we would expec t  N S  > N ~ *  

However, i f  independent l i v i n g  is  p r e f e r r e d  t o  sha r i ng  a  household,  o t h e r  

t h i n g s  equa l ,  t h e n  we may s t i l l  observe a  woman choosing a  s a c r i f i c e  

income i n  o r d e r  t o  l i v e  a s  a  household head. 

lOThe a l t e r n a t i v e  i s  t o  model t h e  t r a n s i t i o n s  among l i v i n g  arrange-  

ments. We choose not t o  do t h i s  f o r  two reasons.  F i r s t ,  t h e r e  a r e  r e l a -  

t i v e l y  few sub fami l i e s  and few t r a n s i t i o n s  between subfamily and 

householder  s t a t u s  i n  a  g iven  year .  Panel  d a t a  l i k e  t h e  PSID do not con- 

t a i n  enough obse rva t i ons  f o r  a n  a n a l y s i s  of t h e  e f f e c t s  of t h e  AFDC 

program on t h e  number of sub fami l i e s  and households.  (A key advantage t o  

u s i n g  c ro s s - s ec t i on  d a t a  i s  t h a t  one observes  l a r g e r  numbers of 

sub fami l i e s . )  Second, we would have t o  c a l c u l a t e  t h e  s t e ady  s t a t e  asso- 

c i a t e d  w i th  t h e  dynamic model i n  o r d e r  t o  answer ques t i ons  concerning t h e  

e f f e c t  of AFDC on t h e  number of sub fami l i e s .  Small e r r o r s  i n  t h e  dynamic 

model w i l l  be compounded i n  t h e  c a l c u l a t i o n  of t h e  s t e ady  s t a t e ,  and 

hence  our  conc lus ions  might be s e r i o u s l y  mis lead ing .  For a  d e t a i l e d  

d i s c u s s i o n  of t h e  equ i l i b r i um assumption,  s e e  our l onge r  paper (Hutchens, 

Jakubson, and Schwartz,  1986).  The i s s u e  i s  a l s o  d i s cus sed  i n  an appen- 

d i x  which i s  a v a i l a b l e  on reques t .  

' 'The d i s t i n c t i o n  between behav iora l  e f f e c t s  and break-even e f f e c t s  

i s  most prominently d i s cus sed  i n  Ashen fe l t e r  (1983).  



12we can  p r e d i c t  t h a t  a n  i n c r e a s e  i n  AFDCH w i l l  i n c r e a s e  t h e  probabi-  

l i t y  t h a t  a n  unmarried mother i s  a w e l f a r e  r e c i p i e n t .  That  h y p o t h e s i s  is 

t e s t e d  i n  our  l o n g e r  paper  (Hutchens,  Jakubson, and Schwartz ,  1986),  and 

found t o  be v a l i d .  

13whi le  AFDC may a l s o  have a n  e f f e c t  on women wi thou t  c h i l d r e n ,  we 

i g n o r e  t h a t  e f f e c t .  Trying t o  account  f o r  AFDC e f f e c t s  on f e r t i l i t y  i n  

o u r  s imple  model seems o v e r l y  ambi t ious .  F u r t h e r ,  we f e e l  t h a t  t h e  f o c u s  

o n  women w i t h  c h i l d r e n  makes t h e  a n a l y s i s  more r e l e v a n t  f o r  p o l i c y  pur- 

poses .  

14we d i d ,  however, experiment w i t h  p r e d i c t e d  wage and nonwage income 

v a r i a b l e s  ( b o t h  from s imple  l i n e a r  r e g r e s s i o n  and " s e l e c t i v i t y - a d j u s t e d "  

r e g r e s s i o n s ) ,  a s  w e l l  a s  f u l l  s t r u c t u r a l  models. See Hutchens,  Jakubson, 

and Schwartz (1986) ,  Chapter  5. I n  p a r t  because  w e  p r e d i c t  t h e  income 

v a r i a b l e s  w i t h  l a r g e  e r r o r ,  our  most meaningful r e s u l t s  come from t h e  

s i m p l e  reduced forms presen ted  here .  

151n p a r t i c u l a r ,  we e s t i m a t e d  models of t h e  form, 

PAYSTD. = B + B1 SHAREi + B2 MARi + B3 MXBENi + B4 MXBENixSHAREi + 1 0  

B5 MXBENixMARi + ei. See S e c t i o n  I f o r  d e f i n i t i o n s  of v a r i a b l e s .  

16we do not e x p l i c i t l y  c o n s i d e r  o t h e r  w e l f a r e  b e n e f i t s  a v a i l a b l e  t o  

t h e  f a m i l y ,  i n  p a r t i c u l a r  Food Stamps and Medicaid. The problems i n  

v a l u i n g  Medicaid a r e  w e l l  known ( s e e  Smeeding, 1982, f o r  a d i s c u s s i o n ) .  

Food Stamps a l s o  p r e s e n t  a problem, p r i m a r i l y  because  t h e  f i l i n g  u n i t  may 

d i f f e r  from t h e  AFDC f i l i n g  u n i t  f o r  a subfamily.  I f  t h e  whole household 

f i l e s  t o g e t h e r ,  t h e  e n t i r e  u n i t  i s  l i k e l y  t o  be i n e l i g i b l e  f o r  Food 

Stamps, and hence AFDCDIF w i l l  u n d e r s t a t e  t h e  d i f f e r e n t i a l  t r e a t m e n t  of 

househo lders  and subfamily  heads. I f  t h e  whole household f i l e s  t o g e t h e r  



and i s  e l i g i b l e ,  t h e n  we must impute ( i )  t h e  number of people  i n  t h e  Food 

Stamp f i l i n g  u n i t ,  ( i i )  t h e  earned,  and ( i i i )  t h e  nonearned income of 

t h a t  u n i t .  Given our  d a t a ,  a c c u r a t e  imputa t ions  a r e  impossible .  I f  t h e  

AFDC subfamily  e s t a b l i s h e s  i t s e l f  a s  a  s e p a r a t e  Food Stamp u n i t ,  on t h e  

o t h e r  hand, t h e n  AFDCDIF w i l l  o v e r s t a t e  t h e  d i f f e r e n t i a l  t r e a tmen t  by 

household s t a t u s  due t o  t h e  l e v e l i n g  e f f e c t  of Food Stamps. The magni- 

t u d e  of AFDCDIF is  sma l l ,  i n  g e n e r a l ,  and we t h e r e f o r e  do not f e e l  t h a t  

i g n o r i n g  Food Stamps i n t r o d u c e s  a  s u b s t a n t i a l  b i a s .  Fu r the r ,  i f  we 

assume t h a t  t h e  AFDC and Food Stamp f i l i n g  u n i t s  a r e  i d e n t i c a l ,  and 

impute t h e  ca sh  va lue  of Food Stamps, t h e r e  i s  l i t t l e  change i n  t h e  

e m p i r i c a l  r e s u l t s .  For a  f u r t h e r  d i s c u s s i o n  of t hose  i s s u e s  s e e  

Hutchens,  Jakubson, and Schwartz (1986).  

1 7 ~ n c l u s i o n  of marr ied women i n  t h e  sample does  not  s u b s t a n t i v e l y  

a l t e r  t h e  r e s u l t s  p resen ted  here .  I n  p a r t i c u l a r ,  t h e  AFDCDIF c o e f f i c i e n t  

remains  nega t ive  and s t a t i s t i c a l l y  s i g n i f i c a n t .  See Hutchens, Jakubson 

and Schwartz (1986).  

1 8 ~ h e r e  is  a n  equ iva l en t  pa r ame te r i z a t i on  of t h e  model. S ince  

AFDCDIF = AFDCH - AFDCS, we have bl  AFDCH + b2 AFDCDIF = ( b l  + b2) AFDCH 

+ (-b2) AFDCS = c l  AFDCH + c2 AFDCS. For t h i s  model we have c l  = 

-4.22(1.89) and c2 = 3.80(1.78). 

19while  i t  i s  beyond t h e  scope of t h i s  s t udy  t o  f u l l y  a s s e s s  why t h e  

r e s u l t s  d i f f e r ,  two reasons  seem p o t e n t i a l l y  important .  F i r s t ,  t h e  d a t a  

a r e  drawn from d i f f e r e n t  sources .  Ellwood and Bane use  t h e  1976 Survey 

o f  Income and Educa t ion  (SIE) ,  and we u se  t h e  1984 Cur ren t  Popu l a t i on  

Survey. The reason  t h a t  t h i s  may be impor tan t  i s  t h a t  p r i o r  t o  1983 t h e  

Census Bureau i n c o r r e c t l y  coded sub fami l i e s ,  so  t h a t  Ellwood and Bane 



were fo rced  t o  develop a  procedure  f o r  i d e n t i f y i n g  subfami l ies .  Second, 

t h e y  e s t i m a t e  l i n e a r  r e g r e s s i o n s  f o r  bo th  subfamily  s t a t u s  and we l f a r e  

r e c e i p t .  T h e i r  measure of t h e  AFDC e f f e c t  i n  t h e  subfamily  s t a t u s  

r e g r e s s i o n  t a k e s  t h e  form of an i n t e r a c t i o n  between t h e  publ ished s t a t e  

AFDC b e n e f i t  f o r  a  four-person fami ly  (G ) and t h e  p r ed i c t ed  p r o b a b i l i t y  s 

o f  w e l f a r e  r e c e i p t  ( P  ) I n  a d d i t i o n ,  they  i n c l u d e  a  v e c t o r  of s t a t e  
i s  

dummy v a r i a b l e s  ( d  ) i n  t h e  subfamily  s t a t u s  r eg r e s s ion .  Thus, t h e i r  s 

r e g r e s s i o n  t a k e s  t h e  form y  = 
i s  ... + b  P .  G + b f sds  + ..., where bs 1 1s s 

i s  a  v e c t o r  of c o e f f i c i e n t s .  A s  they  no te  (p .  167) ,  " t h e  AFDC b e n e f i t  

l e v e l  v a r i e s  on ly  a c r o s s  t h e  s t a t e s  and t h u s  is  completely c o l l i n e a r  w i t h  

t h e  s t a t e  dummies." As such,  i t  can  be shown t h a t  t h e  c o e f f i c i e n t  on 

t h e i r  i n t e r a c t i o n  v a r i a b l e  is  determined by w i t h i n - s t a t e  v a r i a t i o n  i n  t h e  

p r e d i c t e d  p r o b a b i l i t y  of w e l f a r e  r e c e i p t .  It r evea l s  only t h a t  poore r  

women ( i . e . ,  women who a r e  more l i k e l y  t o  be AFDC r e c i p i e n t s )  a r e  more 

l i k e l y  t o  l i v e  i n  sub fami l i e s ;  i t  does not r e v e a l  t h e  e f f e c t  of v a r i a t i o n  

i n  AFDC b e n e f i t  l e v e l s .  I n  consequence, we employ a  d i f f e r e n t  s p e c i f i c a -  

t i o n .  F i n a l l y ,  some r e a d e r s  have suggested t h a t  by us ing  t h e  publ i shed  

AFDC b e n e f i t  f o r  a  four-person f ami ly ,  Ellwood and Bane used a  more 

a c c u r a t e  measure of AFDC b e n e f i t s  t h a n  we d id .  S ince  we u se  t h e  same 

publ i shed  d a t a  i n  p r e d i c t i n g  AFDCH and AFDCS, t h a t  seems un l i ke ly .  J u s t  

t o  be s u r e ,  however, w e  re-es t imated our  models w i th  AFDCH rep l aced  by 

t h e  publ ished measure. The c o e f f i c i e n t  remained smal l  and s t a t i s t i c a l l y  

i n s i g n i f i c a n t .  

2 0 ~ h e  v a r i a t i o n  i n  AFDCH and AFDCS comes from v a r i a t i o n  among s t a t e s  

and from n o n l i n e a r i t i e s  i n  t h e  b e n e f i t  formula a s  a f u n c t i o n  of fami ly  

s i z e .  



2 1 ~ h i s  should  not be  used a s  i n d i c a t i n g  t h a t  a  l a c k  of j o b  oppor- 

t u n i t i e s  l e a d s  t o  female  headship .  UNEMP i s  a n  average over  a l l  men and 

women i n  t h e  s t a t e  and i s  i n f l u e n c e d  by i n d u s t r i a l  mix, p o p u l a t i o n  com- 

p o s i t i o n ,  unemployment i n s u r a n c e ,  e t ~ .  It i n d i c a t e s  l i t t l e  about  t h e  job  

o p p o r t u n i t i e s  c o n f r o n t i n g  a p a r t i c u l a r  woman. UNEMP i s  s imply a  c o n t r o l  

v a r i a b l e .  Th i s  c o e f f i c i e n t  may a r i s e  o u t  of unobserved c h a r a c t e r i s t i c s  

o f  s t a t e s  w i t h  compara t ive ly  high unemployment r a t e s .  R e s u l t s  on t h e  

AFDC v a r i a b l e s  a r e  r o b u s t  t o  e x c l u s i o n  of t h e  UNEMP v a r i a b l e .  

2 2 0 t h e r  t e s t s  i n d i c a t e d  t h a t  a l l  of t h e  r e s u l t s  p r e s e n t e d  h e r e  a r e  

a l s o  r o b u s t  t o  e x c l u s i o n  of t h e  SMSA, South,  and unemployment r a t e  

v a r i a b l e s ;  t o  changes i n  t h e  s p e c i f i c a t i o n  of t h e  e d u c a t i o n  v a r i a b l e ;  t o  

i n c l u s i o n  of a n  AFDC t a x  r a t e  v a r i a b l e ;  t o  i n c l u s i o n  of a  "never mar r ied"  

dummy v a r i a b l e ;  t o  changing from one t o  t h r e e  r e g i o n  v a r i a b l e s ;  t o  

r e p l a c i n g  AFDCDIF w i t h  t h e  r a t i o  AFDCHIAFDCS; and t o  r e s t r i c t i n g  t h e  

sample t o  s i n g l e  mothers under 25. 

2 3 ~ s  i n  t h e  b i n a r y  l o g i t  models, we c a n  p a r a m e t e r i z e  t h e  model i n  

terms of AFDCH and AFDCS r a t h e r  t h a n  AFDCH and AFDCDIF. I f  we do s o ,  we 

o b t a i n  t h e  f o l l o w i n g  r e s u l t s :  

column 1 column 2 column 3 
AFDCH ( i n  $000) -2.30 .50 -4.88 

(2.84) (3.14) (2.61) 

AFDCS ( i n  $000) 3.57 .72 4.38 
(2.66) (2.95) (2.40) 

2 4 ~ o  check whether t h i s  i s  due t o  c o l l i n e a r i t y  between AFDCDIF and 

AFDCH, we e s t i m a t e d  t h e  mul t inomia l  l o g i t  wi thou t  AFDCDIF. A s  i n d i c a t e d  

i n  Appendix T a b l e  A . l ,  t h i s  does  n o t  a l t e r  t h e  r e s u l t s  on AFDCH. 



Appendix A 

Tab le  A. 1 

Four-Category Es t imates  wi thout  AFDCDIF 
( s t a n d a r d  e r r o r s  below) 

Subfamily on Subfamily on Subfamily on 
Welfare  v s .  Head Welfare vs .  Subfamily Welfare vs .  Head 

Not on Welfare Not on Welfare o n  Welfare 
( 1 )  ( 2 )  (3 )  

AFDCH ( i n  $000) 

AGE 

AGESQ 

E DUC 

E DUC SQ 

AGEED 

DEPENDS 

PRESCH 

NWHITE 

SMSA 

U NEMP 

SOUTH 

Cons tan t  

Log l i k e l i h o o d  



Table  A.2 

Four-Category Logi t  Es t imates  w i th  No AFDC Var iab les  
( s tandard  e r r o r s  below) 

Subfamily on Subfamily on Subfamily on 
Welfare  vs .  Head Welfare vs .  Subfamily Welfare vs .  Head 

Not on Welfare  Not on Welfare on Welfare  
( 1 )  ( 2 )  ( 3 )  

AGE 

AGE SQ 

E DUC 

E DUC SQ 

AGEED 

DEPENDS 

PRESCH 

NWHITE 

S MSA 

UNEMP 

SOUTH 

Cons tan t  

Log l i k e l i h o o d  



Appendix B 

The Reduced-Form Multinomial Logit  Model 

For no ta t iona l  s impl ic i ty ,  consider a model with three a l t e r n a t i v e s .  

Each a l t e r n a t i v e  k is character ized by a vector  of a t t r i b u t e s  xk, k = 

1,2 ,  and 3. The mu1 tinomial log i  t i n  the t ranspor t  mode choice li tera-  

t u r e  is 

Now stack a l l  a t t r i b u t e s  of a l l  a l t e r n a t i v e s  in to  a s ing le  vector  z: 

and consider  the polychotomous choice model which allows choice to depend 

f r e e l y  on a l l  the elements of z: 

I f  the equation (1) model were appropriate ,  then we would have 

(4b) a 2  = (0' 0 ' 0 ' ) '  , and 

where 0' i nd ica te s  a row vector  of zeros. However, s ince  p r o b a b i l i t i e s  

must add to one, there a r e  only two f r e e  vectors  of c o e f f i c i e n t s  ak. We 

normalize the model by dividing the numerator and denominator of each 

p robab i l i ty  in  equation (3) by exp{a3'z}, in  e f f e c t  choosing the last  

a l t e r n a t i v e  a s  a "base case." We then rewri te  the p r o b a b i l i t i e s  in 

equation 3 a s  



(5b) P(choose 2)  = e x p { y 2 ' Z } / ~ ,  and 

where 

(6b) y1 = a 1  - a 3 ,  and 

I f  the r e s t r i c t i o n s  of the model i n  equat ion (1) a r e  co r r ec t ,  then we 

would have: 

(7a )  y1 = (B' 0' + I ) '  and 

A Wald test of these r e s t r i c t i o n s  is easy to  compute once the reduced- 

form model i n  equat ions (5) has been est imated,  and is the way i n  which 

we t e s t ed  the model. For more d e t a i l s  on the procedure see  Hutchens, 

Jakubson, and Schwartz (1986), Appendix 4b, pages 110-123. 
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