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Abst rac t  

The economic impact of a  c h i l d  support  reform i s  s imulated wi th  

microdata  on c u s t o d i a l  f ami l i e s  i n  Wisconsin. The reform inc ludes  a  uni- 

form c h i l d  support  s tandard ,  automatic  wage withholding, a  minimum c h i l d  

suppor t  b e n e f i t ,  and a  wage subsidy f o r  e l i g i b l e  f ami l i e s .  The simula- 

t i o n  i nco rpo ra t e s  a  model of t h e  l abo r  supply d e c i s i o n  r ep re sen t ing  t h e  

c u s t o d i a l  p a r e n t ' s  choice of whether t o  p a r t i c i p a t e  i n  t h e  reform o r  i n  

t h e  cu r r en t  AFDC system. The r e s u l t s  suggest  t h a t  t h e  reform can s ign i -  

f i c a n t l y  reduce poverty a s  wel l  a s  wel fa re  caseloads.  Depending on t h e  

i n c r e a s e  i n  p r i v a t e  c h i l d  support  c o l l e c t i o n s ,  t h e  reform may incur  

l i t t l e  o r  no a d d i t i o n a l  c o s t  t o  taxpayers .  



The Wisconsin Child Support Assurance System: 
Est imated E f f e c t s  on P a r t i c i p a n t s  

1 .  INTRODUCTION 

Reform of t h e  na t ion ' s  wel fa re  system has been a t  t h e  t op  of t h e  

p o l i t i c a l  agenda f o r  more t han  two decades. During t h e  l a t e  1960s and 

e a r l y  1970s, a  s i g n i f i c a n t  po r t i on  of t h i s  a t t e n t i o n  was devoted t o  t h e  

working poor, p a r t i c u l a r l y  those  i n  two-parent f a m i l i e s .  I n  r ecen t  

yea r s ,  however, poverty has become inc reas ing ly  concentrated i n  s ing l e -  

pa ren t  f a m i l i e s ,  and a s  a  r e s u l t  a t t e n t i o n  has turned t o  t h i s  group.1 

V i r t u a l l y  a l l  c h i l d r e n  i n  poor s ing le -paren t  f a m i l i e s  have an  absent  

parent .2  Because of t h i s ,  most of t h e  r ecen t  s t a t e  and f e d e r a l  l e g i s l a -  

t i o n  d i r e c t e d  toward s ingle-parent  f a m i l i e s  has  been i n  t h e  a r e a  of c h i l d  

suppor t  enforcement. The purpose of such l e g i s l a t i o n  has been t o  a t tempt  

t o  s h i f t  some of t he  f i n a n c i a l  burden of t he  support  of young c h i l d r e n  

from t h e  government t o  t h e  absent  parent .  The f i r s t  major p iece  of 

l e g i s l a t i o n  i n  t h i s  a r e a  was i n  1975, when Congress e s t ab l i shed  t h e  Child 

Support Enforcement Program a s  P a r t  D of T i t l e  I V  (IV-D) of t he  Soc i a l  

S e c u r i t y  Act. The IV-D l e g i s l a t i o n  r equ i r e s  each s t a t e  t o  develop a  

c h i l d  support  enforcement program t h a t  provides  s e r v i c e s  f o r  e s t a b l i s h i n g  

p a t e r n i t y ,  l o c a t i n g  absent  pa ren t s ,  e s t a b l i s h i n g  c h i l d  support  obliga- 

t i o n s ,  and enforc ing  such ob l iga t ions .  The s t a t e s  a r e  required t o  pro- 

v i d e  t he se  s e r v i c e s  t o  a l l  AFDC f a m i l i e s  and t o  non-AFDC f a m i l i e s  who 

r eques t  such se rv i ce s .  I n  add i t i on ,  t o  f a c i l i t a t e  i n t e r s t a t e  co l lec-  

t i o n s ,  a  f e d e r a l  parent  l o c a t o r  s e r v i c e  was e s t ab l i shed  wi th  access  t o  

f e d e r a l  d a t a  f i l e s  on i n d i v i d u a l s ,  inc lud ing  Soc i a l  Secu r i t y  



Admin i s t r a t i on  ea rn ings  records  and I n t e r n a l  Revenue Se rv i ce  t a x  records .  

Under c u r r e n t  AFDC r e g u l a t i o n s ,  i n  o r d e r  t o  r e ce ive  we l f a r e  b e n e f i t s  

f a m i l i e s  must a s s i g n  t h e i r  c h i l d  suppor t  r i g h t s  t o  t h e  IV-D agency, which 

i n  t u r n  pursues  c o l l e c t i o n .  The f a m i l i e s  a r e  allowed t o  keep t h e  f i r s t  

f i f t y  d o l l a r s  of c h i l d  suppor t  c o l l e c t e d  each month on t h e i r  beha l f ,  bu t  

t h e  remainder i s  used t o  reduce we l f a r e  b e n e f i t s  on a  do l l a r - fo r -do l l a r  

b a s i s .  

S ince  1975, t h e r e  have been s e v e r a l  a d d i t i o n a l  p i ece s  of l e g i s l a t i o n  

aimed a t  improving t h e  c h i l d  suppor t  c o l l e c t i o n  process .  The most impor- 

t a n t  a r e  t h e  1984 Chi ld  Support  Enforcement Amendments, which, among 

o t h e r  t h i n g s ,  a u t h o r i z e  mandatory wage withholding of c h i l d  suppor t  i n  

c a s e s  where t h e  absen t  pa r en t  i s  de l i nquen t  (by one month o r  more) i n  

making c h i l d  suppor t  payments. The government's a c t i v e  i n t e r v e n t i o n  i n  

c h i l d  suppor t  enforcement i n  r e c e n t  y e a r s  s i g n a l s  a  new d i r e c t i o n  i n  

s o c i a l  po l i cy  i n  t h e  U.S. t h a t  policymakers hope w i l l  c o n t r i b u t e  t o  t h e  

a l l e v i a t i o n  of pover ty  among members of t h i s  impor tan t  (and growing) 

demographic subgroup. 

Although c h i l d  suppor t  enforcement has  cons ide r ab l e  appea l  as an  

a n t i p o v e r t y  dev i ce ,  r e c e n t  r e s e a r c h  sugges t s  t h a t  t h e  c u r r e n t  f e d e r a l  

approach may f a l l  f a r  s h o r t  of i t s  in tended  o b j e c t i v e s .  Resu l t s  pre- 

s e n t e d  i n  O e l l e r i c h  and Ga r f i nke l  (1983) and Robins (1986) ,  f o r  example, 

show t h a t  i n  t h e  e x i s t i n g  l e g a l  e n v i r o w e n t ,  c h i l d  suppor t  enforcement is  

no t  l i k e l y  t o  have any d i s c e r n i b l e  e f f e c t  on pover ty  o r  we l f a r e  depen- 

dency. The primary reasons  f o r  t h i s  p e s s i m i s t i c  ou t look  a r e  low c h i l d  

suppo r t  award amounts and l a c k  of any ea rn ings  i n c e n t i v e s  under t h e  

c u r r e n t  c o l l e c t i o n  process .  As  Robins (1986, pp. 785-786) no t e s ,  t h e  



average  c h i l d  suppor t  award amount nationwide f o r  AFDC r e c i p i e n t s  i n  1981 

was $180 p e r  month, wh i l e  t h e  average AFDC b e n e f i t  was $282 p e r  month and 

t h e  average  pover ty - leve l  income was $650 p e r  month. These f i g u r e s  

sugges t  t h a t  c u r r e n t  c h i l d  suppor t  enforcement procedures  simply w i l l  no t  

b e  a b l e  t o  g e n e r a t e  enough i n c r e a s e  i n  income t o  cause many f a m i l i e s  t o  

e s cape  w e l f a r e  dependence o r  poverty.  Hence, f o r  t h i s  approach t o  be 

s u c c e s s f u l ,  h i ghe r  award amounts and /or  o t h e r  sou rce s  of income 

( p r i n c i p a l l y  e a rn ings )  appear  necessary.  

I n  r e c o g n i t i o n  of t h e s e  f a c t s ,  t h e  s t a t e  of Wisconsin has  gone con- 

s i d e r a b l y  beyond t h e  f e d e r a l  l e g i s l a t i o n  i n  a n  a t t empt  t o  i n c r e a s e  t h e  

a n t i p o v e r t y  e f f e c t i v e n e s s  of c h i l d  suppor t  enforcement. Together  w i th  

r e s e a r c h e r s  a t  t h e  I n s t i t u t e  f o r  Research on Pover ty  a t  t h e  Un ive r s i t y  of 

Wisconsin-Madison, they  have developed a  four-component Child Support  

Assurance System (CSAS) t o  add re s s  t h e  inadequac ies  and i n e q u i t i e s  of t h e  

c u r r e n t  system. The f o u r  components of t h e  CSAS a s  i t  is p r e s e n t l y  

s t r u c t u r e d  are (1 )  a uniform percen tage  s t anda rd  f o r  e s t a b l i s h i n g  c h i l d  

suppo r t  o b l i g a t i o n s , 3  ( 2 )  immediate wi thhold ing  of t h e  c h i l d  suppor t  

o b l i g a t i o n  from wages and o t h e r  sou rce s  of income,4 ( 3 )  a n  assured  o r  

minimum guaran teed  c h i l d  suppor t  b e n e f i t  f o r  each fami ly  , 5  and ( 4 )  a n  

hou r ly  wage subs idy  t o  encourage work by t h e  c u s t o d i a l  pa r en t  and t o  h e l p  

d e f r a y  t h e  c o s t s  of employment. 

The f i r s t  two components of t h e  CSAS ( t h e  percentage-of-income s tan-  

da rd  and immediate wage wi thhold ing)  are scheduled t o  become s t a t e  law on 

J u l y  1,  1987. However, because of t h e  p o t e n t i a l l y  high c o s t s  of t h e  l a s t  

two components of t h e  CSAS ( t h e  a s su r ed  b e n e f i t  and t h e  wage subs idy ) ,  

t h e  s t a t e  ha s  decided f i r s t  t o  f i e l d  t e s t  them i n  s e v e r a l  c o u n t i e s  i n  



orde r  t o  determine t h e i r  cos t  e f f e c t i v e n e s s  and a d m i n i s t r a t i v e  f e a s i b i l -  

i t y . 6  Although the  p i l o t  t e s t s  w i l l  no t  use  a  randomized experimental  

de s ign ,  a  sy s t ema t i c  eva lua t i on  i s  planned. The eva lua t i on  w i l l  use d a t a  

t o  be  c o l l e c t e d  from s e v e r a l  sources  ( i nc lud ing  personal  in te rv iews  and 

a d m i n i s t r a t i v e  records)  i n  both p i l o t  coun t i e s  and s e l e c t e d  "cont ro l"  

c o u n t i e s  .7 

The purpose of t h i s  paper i s  t o  provide e s t ima te s  of t h e  expected 

e f f e c t s  of t h e  Wisconsin CSAS on t h e  c u s t o d i a l  family.8 The e s t ima te s  

a r e  der ived  from a  s imula t ion  model t h a t  i nco rpo ra t e s  l abo r  supply 

response  e s t i m a t e s  from t h e  Seatt le-Denver Income Maintenance 

Experiments. P r e d i c t i o n s  a r e  made of t h e  e f f e c t s  of t he  CSAS on l a b o r  

supply ,  program p a r t i c i p a t i o n ,  and c o s t s  a t  t he  s t a t ewide  l e v e l .  These 

p r e d i c t i o n s  a r e  intended t o  s e rve  a s  benchmark e s t ima te s  of t h e  expected 

e f f e c t s  of t h e  p i l o t  demonstrat ions .  

I n  t h i s  paper ,  Sec t ion  2 d e s c r i b e s  t h e  CSAS and compares i t  t o  the  

c u r r e n t  we l f a r e  system, Sec t i on  3 p r e s e n t s  t h e  s imu la t i on  model, Sec t ion  

4 p r e s e n t s  t h e  s imu la t i on  r e s u l t s ,  and Sec t i on  5 g ives  an overview of t h e  

main f i n d i n g s  and d i s c u s s e s  po l i cy  impl ica t ions .  

2 .  THE WISCONSIN CSAS AND THE EXISTING AFDC PROGRAM 

The Wisconsin CSAS i s  being introduced i n t o  an environment i n  which 

t h e  AFDC program c u r r e n t l y  e x i s t s .  The choice  of program i n  which t o  

p a r t i c i p a t e  w i l l  be pure ly  vo lun ta ry .  In  o rde r  t o  p r e d i c t  t h e  l abo r  

supp ly  and program p a r t i c i p a t i o n  d e c i s i o n s  under t h e  new system, i t  i s  

necessary  t o  c h a r a c t e r i z e  a l l  of t h e  program op t ions  a v a i l a b l e  t o  a  

fami ly .  When t h e  CSAS i s  i n s t i t u t e d ,  a  family w i l l  have e s s e n t i a l l y  f o u r  



op t ions :  AFDC, CSAS, CSAS plus  AFDC, o r  none. From an a n a l y t i c a l  

pe r spec t ive ,  t h e  AFDC-plus-CSAS op t ion  is  equiva len t  t o  t h e  pure AFDC 

op t ion ;  t h i s  t h i r d  op t ion  is  t h e r e f o r e  ignored i n  the  ensuing d iscuss ion .  

I f  the  family op t s  f o r  t h e  AFDC program, i t s  b e n e f i t s  a r e  determined 

according t o  t h e  fol lowing formu1a:g 

GA-tAWH-CSH+DEFRA i f  WH < ( G ~ - C S ~ + D E F M )  / tA 

( 1 )  AFDC = 

o i f  WH - > ( G A - c s H + ~ ~ ~ ~ ) / t A  

where AFDC = t h e  AFDC b e n e f i t ,  

GA = t h e  AFDC guaran tee ,  

t~ = t h e  AFDC t ax  r a t e ,1 °  

W = t h e  cus tod i a l  pa ren t ' s  wage r a t e ,  

H = hours of work, 

CSH = c u s t o d i a l  pa ren t ' s  c h i l d  support  received from the  
absen t  paren t ,  

DEFRA = t h e  $50 monthly se t -as ide  of p r i v a t e  c h i l d  suppor t ,  

(GA-csH+~E~RA) /tA = t h e  break-even l e v e l  of t h e  AFDC program. 

The break-even l e v e l  of t he  AFDC program i s  t h e  l e v e l  of earn ings  a t  

which t h e  AFDC b e n e f i t  equals  zero. CS r ep re sen t s  c h i l d  support  
H 

rece ived  from the  absen t  pa ren t ,  e i t h e r  through voluntary  payments o r  

through t h e  wage-withholding system opera t ing  i n  t h e  s t a t e .  The s t a tu -  

t o r y  wage-withholding amount equa ls  t E where tH i s  t h e  f r a c t i o n  of 
H H'  

e a rn ings  EH d i c t a t e d  by the  uniform percentage s tandard.  Under t h e  



Wisconsin AFDC program, CSH ( a f t e r  t h e  $50 se t -as ide)  i s  taxed a t  the  

r a t e  of loo%, j u s t  a s  i s  o t h e r  nonwage income. 

The Wisconsin CSAS t o  be f i e l d  t e s t e d  has t he  fol lowing f e a t u r e s .  

For  incomes up t o  one-half t h e  maximum f o r  e l i g i b i l i t y  (termed the  income 

c a p ) ,  t h e  c u s t o d i a l  paren t  is  e l i g i b l e  f o r  a  wage subsidy of $1.00 pe r  

hour .  l l The income of t he  c u s t o d i a l  paren t  (unsubsidized earnings plus 

nonwage income) i s  taxed a t  t he  same r a t e  a s  t h e  uniform percentage s tan-  

dard  app l i ed  t o  t h e  absent  p a r e n t ' s  income ( . I7  i f  t h e r e  is  one c h i l d ,  

.25 i f  t h e r e  a r e  two, e t c . )  . l2  For incomes above ha l f  the  income cap, 

t h e  wage subsidy i s  taxed a t  such a  r a t e  t h a t  when t o t a l  income reaches 

t h e  cap, t h e  family i s  no longer  e l i g i b l e  f o r  a  subsidy.13 I f  t he  family 

o p t s  f o r  t h e  CSAS in s t ead  of t h e  AFDC program, i t  w i l l  r e ce ive  b e n e f i t s  

accord ing  t o  t h e  fol lowing formula: 

where CST = t h e  t o t a l  c h i l d  support  b e n e f i t ,  

G = t h e  c h i l d  support  guarantee o r  assured b e n e f i t ,  
C 

tC = t h e  c u s t o d i a l  parent  t a x  r a t e ,  

Y = t o t a l  family income, 

YC = t h e  income cap,14 

tW = t h e  tax  r a t e  t h a t  must be appl ied  t o  t he  unsubsidized 
wage t o  phase out t he  t o t a l  CST bene f i t  a t  YC, 

* 
GC = v i r t u a l  nonwage income assoc ia ted  with t h e  second 

segment of t he  budget l i n e .  15 



Like t h e  AFDC program, t h e  CSAS only pays b e n e f i t s  i n  excess of t he  

amount of c h i l d  support  received through wage withholding. I n  o the r  

words, l i k e  AFDC, i t  t axes  CSH a t  t h e  r a t e  of 100%. 16 Examination of 

equa t ion  (2 )  i n d i c a t e s  t h a t  t h e  CSAS can be charac te r ized  by a budget 

l i n e  w i th  a convex kink a t  1/2Y and a nonconvex kink a t  Y l7  
C C ' 

The AFDC and CSAS budget l i n e s  a r e  depic ted  i n  Figure 1. In  t h i s  

diagram i t  i s  assumed t h a t  t h e  c h i l d  support  guarantee (TB) f a l l s  between 

t h e  AFDC guaran tee  (TC) and t h e  wage-withholding amount (TA). It is a l s o  

assumed t h a t  t h e  c h i l d  support  t ax  r a t e ,  t i s  l e s s  than the  e f f e c t i v e  
C ' 

AFDC t a x  r a t e ,  tA (which, according t o  Fraker ,  M o f f i t t ,  and Wolf, 1985, 

i t  i s  i n  Wisconsin). The l i n e  represen ted  by AFMG i s  t h e  budget l i n e  f o r  

f a m i l i e s  who do not  p a r t i c i p a t e  i n  e i t h e r  t he  AFDC program or  the  CSAS. 

Assuming no p o s i t i v e  t a x e s ,  t he  s lope  of t h i s  l i n e  i s  -W,  where W i s  the  

hou r ly  wage r a t e  of t h e  c u s t o d i a l  parent.18 The l i n e  represented by 

BJKMG i s  t h e  budget l i n e  f o r  f a m i l i e s  who p a r t i c i p a t e  i n  t he  CSAS. This  

l i n e  has a convex kink a t  K ,  and a nonconvex kink a t  ~ . 1 9  The s lope  of 

t h e  segment BJK i s  -[l+W(l-tC)] and t h e  s lope  of segment KM i s  

-[l+W(l-t -t ) ] .  Hence, a long segment B J K  t h e  n e t  wage exceeds the g ros s  
C W 

wage, whi le  a long segment KM t h e  ne t  wage i s  l e s s  than t h e  gross  

F i n a l l y ,  t h e  l i n e  given by CJF i s  t h e  budget l i n e  f o r  f ami l i e s  who par- 

t i c i p a t e  i n  t h e  AFDC program, where po in t  F i s  t h e  break-even l e v e l  of 

t h e  AFDC program. The s lope  of CJF i s  -W(l-tA). 

Fami l ies  faced with a l l  t h r e e  program opt ions  (no program, AFDC 

program, o r  CSAS) a r e  sub jec t  t o  t h e  kinked budget l i n e  CJKMG. I n  t h e  

absence of s t igma,  no family would v o l u n t a r i l y  choose t o  be on t h e  budget 

segments below t h e  kinked l i n e  (such a s  B J  o r  J F ) ,  because family income 



would be lower. Hence, given the  fami ly ' s  p re fe rence  s t r u c t u r e  ( a s  

r e f l e c t e d  i n  i t s  i n d i f f e r e n c e  cu rves ) ,  i t  w i l l  choose t o  be on one of t he  

segments CJ, J K ,  KM, o r  MG. I f  i t  chooses CJ, i t  w i l l  opt f o r  t h e  AFDC 

program. I f  i t  chooses J K  o r  KM i t  w i l l  opt  f o r  t h e  C S A S . ~ ~  

3. SIMULATING THE LABOR SUPPLY RESPONSE TO THE CSAS 

A.  The Labor Supply Response Model 

I n  o rde r  t o  s imula te  t h e  work response t o  t h e  CSAS, i t  i s  necessary 

t o  s p e c i f y  a  response model. The c h a r a c t e r i z a t i o n  of t he  AFDC and CSAS 

programs j u s t  descr ibed  provides a  u se fu l  framework f o r  a  l abo r  supply 

response model based on t h e  assumption of u t i l i t y  maximization. 

Refer r ing  aga in  t o  Figure 1 ,  i f  l e i s u r e  is  chosen t o  be l e s s  than  L1, o r  

e q u i v a l e n t l y  i f  l a b o r  supply is  chosen t o  be g r e a t e r  than H1, t h e  fami- 

l y ' s  choice i s  not  t o  p a r t i c i p a t e  i n  e i t h e r  t h e  CSAS o r  AFDC program. I f  

l e i s u r e  f a l l s  between L1 and L3, o r  equ iva l en t ly  i f  l abor  supply is be- 

tween HI and H3, t h e  family chooses t o  p a r t i c i p a t e  i n  t h e  CSAS. Note 

t h a t  t o  t h e  r i g h t  of po in t  F  t h e  family would s t i l l  be e l i g i b l e  f o r  AFDC 

b e n e f i t s ,  but because of t h e  high tax  r a t e  under AFDC, t he  family chooses 

t h e  CSAS. ( I n  r e a l i t y ,  t he  family could r ece ive  b e n e f i t s  from both 

programs.) F i n a l l y ,  i f  l e i s u r e  is  g r e a t e r  than L  o r  equ iva l en t ly  i f  3  ' 
l a b o r  supply i s  l e s s  than H t h e  family chooses t o  p a r t i c i p a t e  i n  t h e  

3  ' 
AFDC program. 

The a n a l y s i s  of Figure 1  sugges t s  t h a t  v a r i a b l e s  determining pre- 

f e r ences  (shapes of i n d i f f e r e n c e  curves)  and parameters of t h e  AFDC and 

CSAS programs (GA, tA, GC, tC, and t h e  s i z e  of t h e  wage subsidy) w i l l  
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determine l a b o r  supply and, hence, program .22 Extending 

t h e  a n a l y s i s  of Bur t l e s s  and Hausman (1978) t o  a  four-segment budget 

l i n e ,  we can w r i t e  t h e  i n d i r e c t  u t i l i t y  func t ion  a s  V.(w 1 i' ni ) ,  where V 

i s  u t i l i t y ,  w i s  t h e  n e t  wage r a t e  along budget segment i, and ni i s  n e t  
i 

nonwage ( o r  v i r t u a l )  income along budget segment i. Under t he  assumption 

of  u t i l i t y  maximization, t h e  program p a r t i c i p a t i o n  and l abo r  supply deci-  

s i o n s  can be w r i t t e n  a s  fol lows:  

A f t e r  spec i fy ing  e i t h e r  t he  i n d i r e c t  u t i l i t y  func t ion  o r  t he  l abo r  supply 

f u n c t i o n ,  program p a r t i c i p a t i o n  and l a b o r  supply can be pred ic ted  i n  an 

environment i n  which both t he  AFDC program and t h e  CSAS a r e  op t ions  

a v a i l a b l e  t o  a  family.  

This  t h e o r e t i c a l  framework sugges ts  how t h e  CSAS would be expected t o  

i n f l u e n c e  l a b o r  supply and wel fa re  p a r t i c i p a t i o n  dec is ions .  I n  gene ra l ,  

t h e  e f f e c t s  w i l l  depend on t h e  f ami ly ' s  c u r r e n t  AFDC s t a t u s  and i t s  spe- 

c i f i c  economic circumstances.  To make t h e  p r e d i c t i o n s ,  i t  is  necessary 

t o  compare t he  i n d i r e c t  u t i l i t y  l e v e l s  under t he  var ious  program opt ions.  

I f  u t i l i t y  i s  unambiguously increased  f o r  a  s p e c i f i c  program opt ion ,  then 



the  family becomes more l ike ly  to s e l e c t  tha t  option. The family a l s o  

becomes more l i k e l y  to have labor supply and family income associated 

with tha t  option. 

Examination of equation (3) indica tes  tha t  the ne t  wage r a t e  and n e t  

nonwage income a r e  the two var iables  tha t  a f f e c t  u t i l i t y  i n  each s t a t e .  

Because a V / a w i  > 0 and aV/ani > 0, any program tha t  increases e i t h e r  or  

both of these var iables  w i l l  r a i s e  the probabi l i ty  tha t  t h i s  option w i l l  

be selected.  

I n  the absence of the CSAS, the ne t  wage r a t e  i s  lower under AFDC but 

n e t  nonwage income is higher (assuming GA > CSH). Hence, assuming 

r a t i o n a l  economic behavior, the choice of AFDC o r  no AFDC w i l l  depend on 

the parameters of the i n d i r e c t  u t i l i t y  function and the s i ze  of the dif-  

f  erences i n  the ne t  wage r a t e  and nonwage income between the two options. 

Given the family 's  o r ig ina l  decision to pa r t i c ipa te  in  AFDC (which we 

assume is exogenous), i t  is straightforward to  predic t  the e f f e c t s  of the 

in t roduct ion  of the CSAS in to  tha t  e n ~ i r o n m e n t . ~ ~  I f  the family is 

cur ren t ly  receiving AFDC, then it can be shown that  the CSAS w i l l  unam- 

biguously increase the probabil i ty tha t  labor supply w i l l  r i s e .  24 1f the 

family is not current ly  receiving AFDC, then the CSAS w i l l  unambiguously 

increase  the probabi l i ty  tha t  labor supply w i l l  f a l l  among those whose 

incomes a r e  beyond the wage subsidy range, and have indeterminate e f f e c t  

on famil ies  in  the wage subsidy range. 25 I n  both cases, a number of 

f ami l i e s  w i l l  choose to pa r t i c ipa te  i n  the C S A S . ~ ~  Hence, AFDC cos ts  

w i l l  unambiguously f a l l ,  although ne t  public benef i t s  (AFDC plus CSAS ) 

may e i t h e r  r i s e  or  f a l l ,  depending on the parameters of the CSAS and the 

s i z e  of the labor supply response. 27 



P u t t i n g  t h e  above model i n t o  p r a c t i c e  t o  p red i c t  t h e  e f f e c t s  of t h e  

CSAS r e q u i r e s  empir ica l ly  based e s t ima te s  of t h e  i n d i r e c t  u t i l i t y  func- 

t i o n  o r  t h e  l abo r  supply func t ion .  Rather than  de r ive  such e s t ima te s  

d i r e c t l y ,  w e  draw on r e s u l t s  from the  e x i s t i n g  l abo r  supply l i t e r a t u r e .  

For  purposes of t h i s  s t udy ,  we use  t h e  r e s u l t s  obtained by Johnson and 

Pencavel (1984) i n  t h e i r  a n a l y s i s  of t h e  l abo r  supply response t o  t h e  

S e a t t l e  and Denver Income Maintenance Experiments (SIMEIDIME). The 

d i r e c t  u t i l i t y  func t ion  es t imated  i n  t h e i r  s tudy  is of t h e  Stone-Geary 

form and can  be w r i t t e n  a s  follows:28 

where C = annual  consumption of market goods, 

H = annual hours of work, 

m = 1 - .4011n(l+K), K being t h e  number of c h i l d r e n  i n  t h e  fami ly  
under 18, 

r = 1 - .071P, P  being 1 i f  t h e r e  a r e  preschool  age c h i l d r e n  i n  
t h e  family,  0  otherwise.  

Maximization of equa t ion  ( 4 )  sub j ec t  t o  t h e  budget c o n s t r a i n t  C = n + 

wH y i e l d s  t h e  fol lowing l abo r  supply func t ion :  

S u b s t i t u t i n g  t h i s  func t ion  i n t o  t h e  d i r e c t  u t i l i t y  func t ion  y i e l d s  t he  

i n d i r e c t  u t i l i t y  func t ion :  



Equat ions ( 4 ) ,  ( 5 ) ,  and ( 6 )  a r e  used t o  gene ra t e  t h e  pred ic ted  

e f f e c t s  of t h e  CSAS. The procedure f o r  genera t ing  t h e  p red i c t i ons  i s  a s  

fo l lows .  Using e x i s t i n g  d a t a  from t h e  s t a t e  of Wisconsin ( s e e  t h e  next 

s e c t i o n ) ,  a  f ami ly ' s  preprogram l abo r  supply and wel fa re  p o s i t i o n  a r e  

def ined .  Because a  person 's  cu r r en t  observed l abo r  supply w i l l  not ,  i n  

g e n e r a l ,  be cons i s t en t  wi th  t h e  ut i l i ty-maximizing l abo r  supply implied 

by equa t ion  ( 5 ) ,  a n  e r r o r  t e r n  ( r ep re sen t ing  t a s t e s )  i s  appended t o  

equa t ion  ( 5 )  t o  make t h e  observed hours of work equal  t o  t he  opt imal  

hours  of w0rk .~9  A f t e r  de f in ing  t h e  preprogram budget p o s i t i o n  of t h e  

f ami ly ,  i t  i s  assumed t h a t  t h e  CSAS i s  i n s t i t u t e d .  Under t h e  CSAS, t h e  

fami ly  i s  sub jec t  t o  t h e  kinked budget l i n e  i n  Figure 1. Along each of 

t h e  fou r  segments of t h i s  l i n e ,  t h e  l e v e l  of u t i l i t y  i s  ca l cu l a t ed  using 

t h e  app rop r i a t e  va lues  of w,  n, m ,  r ,  and t h e  s e l e c t e d  e r r o r  tern.30 The 

h i g h e s t  u t i l i t y  l e v e l  de f ines  t h e  f ami ly ' s  postprogram l a b o r  supply and 

program p a r t i c i p a t i o n  s t a t u s .  

B .  Data and Ca lcu l a t i on  of Budget Var iab les  

The s imula t ions  a r e  performed using a  combination of two Wisconsin 

d a t a  f i l e s  f o r  t h e  year  1985. The survey of Wisconsin Children,  Income, 

and Program P a r t i c i p a t i o n  (CHIPPS) conta ins  bas i c  demographic and econo- 

mic in format ion  f o r  a  sample of f a m i l i e s  who were e l i g i b l e  f o r  t h e  CSAS 

i n  1985.31 For purposes of t h i s  s tudy,  however, t h e  CHIPPS f i l e  has 

t h r e e  important  drawbacks: ( 1 )  t h e  sample conta ins  only 259 nonwelfare 

f a m i l i e s  and even fewer wel fa re  f a m i l i e s ;  ( 2 )  t h e  wel fa re  in format ion  

i n  t h i s  f i l e  i s  repor ted  i n  annual  terms, whereas t h e  AFDC program uses  a  

monthly account ing per iod;  ( 3 )  t h e  f i l e  l a c k s  information on t h e  income 



of  absent  pa ren t s ,  which is  needed t o  c a l c u l a t e  c h i l d  support  payment 

amounts f o r  use i n  the  s imulat ions.  

To circumvent t h e  f i r s t  two problems, we supplement t he  CHIPPS f i l e  

w i t h  d a t a  from t h e  Wisconsin Computer Reporting Network (CRN),  t h e  

s t a t e ' s  admin i s t r a t i ve  information system containing monthly e x t r a c t s  of 

a l l  cu r r en t  AFDC cases .  The CRN f i l e  has a  more l im i t ed  s e t  of economic 

and demographic d a t a  than t h e  CHIPPS f i l e ,  but i s  adequate f o r  our pur- 

poses.  A 7% random sample of t h e  March 1985 CRN f i l e  is  s e l e c t e d ,  

y i e l d i n g  a  t o t a l  of 4,633 CSAS-eligible cases  c u r r e n t l y  r ece iv ing  AFDC. 

This  sample i s  combined wi th  t he  259 nonwelfare cases  from CHIPPS f o r  a  

f i n a l  sample of 4,992 cases  f o r  use i n  t h e  s imula t ions .  A l l  cases  a r e  

weighted t o  r e f l e c t  t he  CSAS-eligible populat ion i n  Wisconsin i n  1985.32 

A l l  d a t a  a r e  converted t o  annual terms. 

To d e a l  with t he  t h i r d  problem, we make use of two n a t i o n a l  d a t a  

s e t s ,  t he  1979 Child Support Supplement of t he  Current Populat ion Survey 

and t h e  1976 Survey of Income and Education. A th ree-s tep  procedure is  

adopted t o  e s t ima te  c h i l d  support  payment amounts by t h e  absent  parent .  

F i r s t ,  e s t i m a t e s  a r e  made of t h e  absent  p a r e n t ' s  income. Second, based 

on these  e s t ima te s  of income, t h e  amount of the  c h i l d  support  o b l i g a t i o n  

i s  ca l cu l a t ed  us ing  the  Wisconsin uniform percentage s tandard.  Third,  

based on t h e  c a l c u l a t e d  o b l i g a t i o n  and e s t ima te s  of t he  percentage t h a t  

w i l l  a c t u a l l y  be pa id ,  a  c h i l d  support  payment amount i s  derived.33 

One of t he  c r i t i c a l  f e a t u r e s  of t h e  CSAS i s  t h e  amount of t h e  c h i l d  

suppor t  guaran tee  o r  assurance  l e v e l .  A s  i nd i ca t ed  i n  no te  5 ,  t he  most 

l i k e l y  l e v e l  t o  be included i n  the  f i e l d  t e s t  i s  $3,000. Because of t he  

p o s s i b l e  s e n s i t i v i t y  of t h e  e s t ima te s  of l a b o r  supply response,  c o s t ,  and 



program p a r t i c i p a t i o n  t o  t h e  s i z e  of t h e  c h i l d  support  guarantee l e v e l ,  

we presen t  r e s u l t s  f o r  four  f e a s i b l e  amounts: $2,000, $2,500, $3,000, and 

$3,500.34 

4. SIMULATION RESULTS 

A. Program P a r t i c i ~ a t i o n  

Table  1  p r e s e n t s  our e s t ima te s  of t he  d i s t r i b u t i o n  of f a m i l i e s  (and 

average b e n e f i t  l e v e l s )  a long the  budget l i n e  i n  Figure 1 before  and 

a f t e r  t h e  CSAS i s  implemented. It should be noted t h a t  based on our 

assumption of t he  improvement i n  t h e  procedures f o r  e s t a b l i s h i n g  c h i l d  

suppor t  awards, some f a m i l i e s  w i l l  not  be e l i g i b l e  f o r  t h e  CSAS because 

they  w i l l  n o t  have an award. In  Table 1 ,  t he se  f a m i l i e s  a r e  repor ted  

s e p a r a t e l y  i n  t he  f i r s t  column i f  they a r e  on AFDC; o therwise  they a r e  

r epo r t ed  a s  p a r t  of t h e  group of f a m i l i e s  r ece iv ing  no publ ic  subsidy i n  

t h e  next t o  l a s t  column. Hence, of t he  67,642 f a m i l i e s  r ece iv ing  AFDC 

b e n e f i t s  before  implementation of t h e  CSAS, 21,257 ( o r  31 pe rcen t )  w i l l  

n o t  be e l i g i b l e  f o r  t h e  CSAS because they do not  have a  formal c h i l d  sup- 

p o r t  0 b l i ~ a t i o n . 3 5  It should a l s o  be noted i n  Table 1  t h a t  a  s i z a b l e  

f r a c t i o n  of f a m i l i e s  p a r t i c i p a t i n g  i n  t he  CSAS w i l l  no t  be e l i g i b l e  f o r  a  

wage subsidy (because they don ' t  work), but w i l l  choose t h e  CSAS over 

AFDC d e s p i t e  AFDC's h igher  guaran tee  l e v e l  because they have s u b s t a n t i a l  

income from sources  o t h e r  than t h e  c u s t o d i a l  p a r e n t ' s  ea rn ings  (p r imar i l y  

s t e p p a r e n t  income) t h a t  is  taxed a t  a  much lower r a t e  than under t he  

AFDC program. 

Before implementation of t he  CSAS, our d a t a  i n d i c a t e  t h a t  about 46% 

of a l l  c u s t o d i a l  f a m i l i e s  i n  Wisconsin p a r t i c i p a t e  i n  t he  AFDC program. 



Table 1 

Distribution of Cistodial Families before and after hplenentation of the W* 

W r n  OnCSAS Nopublic All 
Not &e Subidy Families 

Ellgible Ellgible S b i d y  Tzx-Back 
for  CSAS for CSAS ~ ~ r s  w e  Kink Point Range 

Before CSAS 

After CSAS 
Guarantee Level 

*Assunes d u n  imgrwement i n  child support -d and collection rates. Averzge benefits in parentheses. 



When t h e  CSAS i s  implemented, many of t h e s e  f a m i l i e s  a r e  pred ic ted  t o  opt  

f o r  t h e  new program. As  t h e  CSAS guaran tee  i nc reases ,  t h e  number op t ing  

f o r  t h e  new program inc reases ,  a s  expected. I n  add i t i on ,  many f a m i l i e s  

no t  p a r t i c i p a t i n g  i n  AFDC a l s o  choose t o  p a r t i c i p a t e  i n  t h e  CSAS. For 

t h e  lowest  CSAS guaran tee  l e v e l  ($2,000 p e r  y e a r ) ,  we e s t ima te  t h a t  40% 

of  t h e  f a m i l i e s  w i l l  p a r t i c i p a t e  i n  AFDC whi le  21% of t h e  f a m i l i e s  w i l l  

p a r t i c i p a t e  i n  t h e  CSAS. Hence, t h e  AFDC p a r t i c i p a t i o n  r a t e  i s  pred ic ted  

t o  d e c l i n e  by 6 percentage po in t s  ( a  13% dec l ine )  and t h e  t o t a l  number of 

f a m i l i e s  rece iv ing  a pub l i c  subsidy i s  pred ic ted  t o  i n c r e a s e  by 15 per- 

cen tage  p o i n t s  ( a  one-third i nc rease ) .  As  we w i l l  see ,  t h e  CSAS has t h e  

e f f e c t  of moving f a m i l i e s  toward t h e  c e n t e r  p o r t i o n  of t h e  budget l i n e ,  

and f o r  many f a m i l i e s  t h i s  s u b s t a n t i a l l y  i nc reases  l abo r  supply and 

fami ly  income. 

For t h e  h ighes t  CSAS guaran tee  l e v e l  ($3,500 per  y e a r ) ,  t h e  AFDC par- 

t i c i p a t i o n  r a t e  i s  pred ic ted  t o  be 36% ( a  f a l l  of 22%) and t h e  t o t a l  

number of f a m i l i e s  rece iv ing  a pub l i c  subsidy i s  pred ic ted  t o  be 71% ( a  

r i s e  of 31%). I n t e r e s t i n g l y ,  c a l c u l a t e d  over t h e  e n t i r e  populat ion,  t h e  

average  b e n e f i t  l e v e l  remains about t h e  same (between $2,300 and $2,500),  

implying t h a t  t h e  CSAS w i l l  not l e ad  t o  any s i g n i f i c a n t  i nc reases  i n  

p u b l i c  expendi tures ,  even though i t  reduces a n  i n c r e a s e  i n  t h e  number of 

f a m i l i e s  r ece iv ing  a pub l i c  subsidy. As  we s h a l l  s ee  below, t h i s  i s  

because est imated inc reases  i n  p r i v a t e  c h i l d  support  payments o f f s e t  t h e  

i n c r e a s e s  i n  pub l i c  bene f i t s .  

B. Labor Supply Response 

Table  2 p re sen t s  t h e  est imated l a b o r  supply responses t o  t h e  CSAS by 

preprogram AFDC s t a t u s .  As  i nd i ca t ed  e a r l i e r ,  convent ional  l a b o r  supply 



Table 2 

Average Labor Supply Resporse to the CSAS by Preprogran AFDC status* 

W a r e  Status M o r e  CSAS 
AWC Families NorrAFDC Faudlies A l l  F d e s  

Number of F a d i e s  67,642 79,386 147,028 

Number with a Child 
Supprt Award 

Average Arnual Hours 
of Work M o r e  CSAS 110 

Average Charge Percentage Average Charge Percentage Average Charge Percentage 
CSAS b r a n t e e  Level inHours of h r k  Charge inHaxs  of Work h r g e  i nHans  of h r k  h r g e  

$2,000 138 125 -1 04 -8 +7 0.8 

$2,500 144 131 -107 -8 +8 1 .O 

$3 ,m 205 186 -1 09 -8 +3 5 4.5 

$3,500 353 321 -110 -8 +lo3 13.2 

* 
Asslnnirg medium improvaent i n  award a d  collection. Averages are for custodial parents with child support award. 



theory  p r e d i c t s  t h a t  t he  CSAS w i l l  induce an i nc rease  i n  l abo r  supply f o r  

AFDC f a m i l i e s  and a decrease  i n  l abo r  supply f o r  a l l  but a few non-AFDC 

f a m i l i e s .  The n e t  e f f e c t  on a l l  f ami l i e s  i s  unce r t a in  and depends on the  

d i s t r i b u t i o n  of f a m i l i e s  along the  preprogram budget l i n e .  

A s  Table 2 shows, l a b o r  supply i s  pred ic ted  t o  i nc rease  s u b s t a n t i a l l y  

f o r  f a m i l i e s  on AFDC be fo re  t h e  CSAS i s  implemented. Furthermore, t h e  

p o s i t i v e  l abo r  supply responses  g e t  l a r g e r  a s  t h e  CSAS guaran tee  l e v e l  

i n c r e a s e s .  The more p o s i t i v e  l abo r  supply response occurs  because t h e  

programs wi th  h igher  guaran tee  l e v e l s  have a lower l abo r  supply c rossover  

p o i n t  ( p o i n t  J i n  Figure 1) and hence w i l l  induce g r e a t e r  p a r t i c i p a t i o n  

i n  t h e  program. 

For f a m i l i e s  not  on AFDC p r i o r  t o  t h e  CSAS, l abo r  supply i s  pred ic ted  

t o  decrease ,  a s  expected. On n e t ,  however, each program i s  pred ic ted  t o  

have a p o s i t i v e  e f f e c t  on t h e  l abo r  supply of t he  c u s t o d i a l  parent .  

Perhaps t h e  most s u r p r i s i n g  r e s u l t  i s  t h a t ,  under t he  low-guarantee 

program, average l abo r  supply i n c r e a s e s  by j u s t  under 1%, while  under t h e  

high-guarantee program, average l a b o r  supply i nc reases  by j u s t  over 13%. 

O r d i n a r i l y ,  l abo r  supply would be expected t o  decrease  i n  response t o  an 

i n c r e a s e  i n  an income guarantee.  In  t h i s  ca se ,  however, an i n c r e a s e  i n  

t h e  CSAS guaran tee  leads  t o  an i n c r e a s e  i n  l a b o r  supply because CSAS 

becomes more compet i t ive  with AFDC, thereby drawing more women i n t o  t h e  

l a b o r  fo rce .  

C.  Program Cos ts  

An important  cons ide ra t i on  i n  determining t h e  p o l i t i c a l  f e a s i b i l i t y  

o f  t h e  CSAS i s  t h e  c o s t  of t h e  program i n  comparison t o  cu r r en t  wel fa re  



program cos t s .  Table 3  d e l i n e a t e s  t h e  var ious  sources  of program cos t s .  

N e t  program c o s t s  c o n s i s t  of AFDC expendi tures  p lus  CSAS expendi tures  

p l u s  any l o s t  p o s i t i v e  t a x  revenue a f t e r  the  CSAS i s  im~lemented36 minus 

AFDC expendi tures  p r i o r  t o  t h e  CSAS. A c r u c i a l  f a c t o r  determining ne t  

c o s t s  of t he  CSAS i s  t h e  a d d i t i o n a l  c h i l d  support  c o l l e c t e d  under t he  new 

system. These a d d i t i o n a l  c o l l e c t i o n s  d i r e c t l y  o f f s e t  c o s t s  of t he  AFDC 

program on a  do l la r - for -dol la r  ba s i s .  Table 3  shows the  assumed c h i l d  

suppor t  c o l l e c t i o n s  under t h e  new and o ld  systems. 

Given our  medium assumptions regarding c h i l d  support  c o l l e c t i o n s  

under t h e  new system, Table 3  i n d i c a t e s  t h a t  t h e  CSAS w i l l  no t  have an 

app rec i ab l e  e f f e c t  on pub l i c  spending. Under t he  low-guarantee program 

t h e r e  i s  a  n e t  sav ings  of $11 m i l l i o n ,  while  under t h e  high-guarantee 

program the re  i s  a  n e t  c o s t  of $9 mi l l i on .  

Given t h e  s e n s i t i v i t y  of program c o s t s  t o  t he  assumed improvement i n  

award and c o l l e c t i o n  r a t e s ,  i t  i s  i n s t r u c t i v e  t o  presen t  e s t ima te s  of 

program c o s t s  under var ious  o t h e r  assumptions. Est imates  of n e t  program 

c o s t s  under cond i t i ons  ranging from no improvement t o  p e r f e c t  improvement 

a r e  presented i n  Table 4.3' Under t he  worst pos s ib l e  s i t u a t i o n  (no 

improvement), t h e  low-guarantee program i s  es t imated  t o  c o s t  about $28 

m i l l i o n  ( o r  about 8%)  more than t h e  cu r r en t  system, whi le  t he  high- 

guaran tee  program i s  est imated t o  cos t  about $45 m i l l i o n  ( o r  about 13%) 

more than t h e  cu r r en t  system. Under p e r f e c t  improvement ( t h a t  i s ,  a l l  

f a m i l i e s  have an award and a l l  c h i l d  support  i s  c o l l e c t e d ) ,  t h e  low- 

guaran tee  program i s  es t imated  t o  save about $68 m i l l i o n  ( a  19% sav ings ) ,  

wh i l e  t h e  high-guarantee program i s  est imated t o  save about $50 m i l l i o n  



Table 3 

Sources of kt Progran costs* 

Before CSAS After CSAS Net Costs 
Tax Loss IXle 

CSAS W d  Support Net AFZX: W d  % p r t  Net AFDC CSAS t o  Earnings 
Guarantee Collected Expnditures Collected Expenditures Epdi tu res  Response 
-el (1) (2) (3) (4) (5) (6) (4H(5H(6)-(2) 

* 
A s s d n g  medim improvanents in  mard and collection rates. Figures in  millions of 1985 dollars. 



Table 4 

Net Program Costs  under Various Assumptions Re a rd ing  Child 
Support Award and Co l l ec t i on  Rates Si 

CSAS Guarantee Level 
$2,000 $2,500 $3,000 $39500 

Current  Award and C o l l e c t i o n  Rates  28 32 38 4 5 

Low Improvement i n  Award and 
C o l l e c t i o n  Rates  

Medium Improvement i n  Award Rate 

Low Improvement i n  Co l l ec t i on  Rate 6 11 17 25 

Medium Improvement i n  Co l l ec t i on  Rate  -1 1 - 5 1 9 

High Improvement i n  C o l l e c t i o n  Rate  -14 -1 1 - 8 1 

High Improvement i n  Award and Co l l ec t  
Rates  -20 -16 -1 1 -4 

P e r f e c t  Award and Co l l ec t i on  Rates -6 8 -6 4 -59 -50 

* Amounts a r e  i n  m i l l i o n s  of 1985 d o l l a r s .  



( a  14% savings) .  I n  terms of p r i v a t e  c h i l d  support  c o l l e c t i o n ,  t h e  no- 

improvement s c e n a r i o  impl ies  c o l l e c t i n g  46% of a l l  payments owed, t h e  

p e r f e c t  improvement s cena r io  c o l l e c t s  loo%, while  t h e  medium improvement 

r epo r t ed  i n  t h e  o t h e r  t a b l e s  r ep re sen t s  75% co l l ec t ed .  

D. E f f e c t s  on Family Income, Poverty,  and Government Dependency 

The r e s u l t s  j u s t  presented suggest  t h a t  t h e  CSAS w i l l  extend pub l i c  

b e n e f i t s  t o  a  l a r g e r  segment of t h e  popula t ion  t h a n  t h e  cu r r en t  wel fa re  

system. Under t h e  assumption of medium improvement i n  awards and co l lec-  

t i o n s ,  however, t h e  program i s  not expected t o  lead  t o  a d d i t i o n a l  pub l i c  

spending,  and t h e r e  w i l l  be a  net  i n c r e a s e  i n  t h e  l abo r  supply of t h e  

populat ion.  

Table  5 presen t s  t h e  pred ic ted  e f f e c t s  of t h e  CSAS on family income, 

pover ty ,  and government dependency. Under t h e  low-guarantee CSAS, family 

income i s  pred ic ted  t o  i nc rease  by almost 8% on average, d e s p i t e  a  3% 

d e c l i n e  i n  average earnings38 and a  23% d e c l i n e  i n  AFDC b e n e f i t s .  The 

inc reased  income r e s u l t s  e n t i r e l y  from an  i n c r e a s e  i n  p r i v a t e  c h i l d  sup- 

p o r t  payments and b e n e f i t s  received from t h e  CSAS. Under t h e  high- 

gua ran t ee  CSAS, family income inc reases  by about 10% over  t h e  cu r r en t  

system. 

The h ighe r  family income l eads  t o  a  reduc t ion  i n  poverty among custo- 

d i a l  f ami l i e s .  Under t h e  low-guarantee CSAS, t h e  poverty r a t e  i s  reduced 

by about 4  percentage po in t s  ( a n  8% reduc t ion)  and t h e  poverty gap is  

reduced by almost 26%. Under t h e  high-guarantee CSAS, t h e  poverty r a t e  

i s  reduced by 7 percentage po in t s  ( a  13% reduc t ion)  and t h e  poverty gap 

i s  reduced by almost one-third.  



Table 5 

E f f e c t s  of t h e  CSAS on  Family Income, Poverty,  and Government ~ e ~ e n d e n c ~ *  

Average Pub l i c  Benef i t s  
AFDC 
C SAS 

P r i v a t e  Child Support 

Other  Income 

T o t a l  Family Income 

Poverty Rate 

Poverty Gap ( $ m i l l i o n s )  

Percent  of Famil ies  
Receiving AFDC Benef i t s  

Percent  of Famil ies  
Receiving AFDC o r  CSAS 
B e n e f i t s  

Dependency ~ a t i o * * *  

* Assuming medium improvement i n  award and c o l l e c t i o n  r a t e s .  The t a b l e  
i n c l u d e s  a l l  c u s t o d i a l  f a m i l i e s  i n  Wisconsin, r ega rd l e s s  of whether a  formal 
c h i l d  support  award e x i s t s .  

** 
Does not i nc lude  wage subsidy. Wage subsidy i s  included under CSAS 

b e n e f i t s .  

* ** The r a t i o  of p u b l i c  b e n e f i t s  t o  t o t a l  family income, averaged over a l l  
f a m i l i e s .  



A s  i nd i ca t ed  e a r l i e r ,  implementation of t h e  CSAS i s  expected t o  

i n c r e a s e  t h e  percentage of f a m i l i e s  rece iv ing  pub l i c  support  from 46% t o  

between 61% and 71%. However, t h e  r e s u l t s  i n  Table 5 i n d i c a t e  t h a t  

dependence on publ ic  support  would a c t u a l l y  d e c l i n e  under t h e  CSAS. 

Under t h e  cu r r en t  system, t h e  average dependency r a t i o  ( t h e  average r a t i o  

of  pub l i c  b e n e f i t s  t o  family income) i s  est imated t o  be 40%. Under t h e  

CSAS, t h e  dependency r a t i o  i s  pred ic ted  t o  f a l l  t o  about 33%. The lower 

dependency r a t i o  r e s u l t s  from an i n c r e a s e  i n  p r i v a t e  c h i l d  suppor t  and a n  

i n c r e a s e  i n  l abo r  supply and earnings by many f a m i l i e s  c u r r e n t l y  

r e c e i v i n g  we l f a r e  bene f i t s .  

5. CONCLUSIONS 

The s t a t e  of Wisconsin i s  embarking on a  new approach t o  i n c r e a s e  

economic s e l f - su f f i c i ency  among f ami l i e s  i n  which one paren t  i s  absent  

from the  household. Curren t ly ,  a  l a r g e  number of such f a m i l i e s  a r e  on 

w e l f a r e  and more t han  ha l f  a r e  poor by o f f i c i a l  s tandards .  The new 

approach, t h e  Child Support Assurance System, is  designed t o  provide work 

i n c e n t i v e s  f o r  low-income f a m i l i e s  and t o  guarantee t h a t  c h i l d r e n  r ece ive  

t h e  f i n a n c i a l  support  they a r e  e n t i t l e d  t o  a s  a  r e s u l t  of a  m a r i t a l  

d i s s o l u t i o n  and subsequent e x i t  of a  primary earner  from t h e  household. 

The CSAS i s  being f i e l d  t e s t e d  i n  s e v e r a l  coun t i e s  i n  Wisconsin i n  o rde r  

t o  determine i t s  admin i s t r a t i ve  f e a s i b i l i t y  and c o s t  e f f ec t i venes s  . 
The purpose of t h i s  paper has been t o  provide e s t ima te s  of t h e  

expected e f f e c t s  of t h e  CSAS on p a r t i c i p a n t s .  Although a  formal eval- 

u a t i o n  w i l l  be performed with survey d a t a  t o  be c o l l e c t e d  from f a m i l i e s  

i n  p i l o t  s i t e s  and s e l e c t e d  "cont ro l"  s i t e s ,  such d a t a  w i l l  not  be 



a v a i l a b l e  f o r  q u i t e  some time, and e s t ima te s  of t h e  expected e f f e c t s  of 

t h e  program a r e  needed now. Hence, f o r  p resen t  purposes we r e l y  on eco- 

nomic theory and r e s u l t s  from e a r l i e r  s o c i a l  experiments t o  provide a  

benchmark s e t  of e s t ima te s  of t h e  e f f e c t s  of t h e  CSAS. 

The r e s u l t s  of our a n a l y s i s  suggest  t h a t  t h e  CSAS w i l l  l e ad  t o  a  net  

i n c r e a s e  i n  l abo r  supply among cus tod i a l  paren ts  and a  s i g n i f i c a n t  

dec rease  i n  dependence on government support.  Furthermore, t h e  addi- 

t i o n a l  income r e s u l t i n g  from t h e  program w i l l  genera te  a  s i z a b l e  decrease  

i n  poverty,  a l though i t  should be noted t h a t  a  s i g n i f i c a n t  amount of 

poverty would s t i l l  remain. Based on our b e s t  e s t ima te s  of t h e  degree t o  

which improvements w i l l  be made i n  t h e  procedures f o r  awarding and 

c o l l e c t i n g  c h i l d  suppor t ,  we e s t ima te  t h a t  t h e  CSAS w i l l  not l ead  t o  any 

s i g n i f i c a n t  i n c r e a s e  i n  pub l i c  spending. Overa l l ,  our r e s u l t s  suggest  

t h a t  t h e  CSAS should c o n t r i b u t e  s i g n i f i c a n t l y  toward r e l i e v i n g  many of 

t h e  economic pressures  f ac ing  f a m i l i e s  having only one paren t  i n  t h e  

household. 



Notes 

l 1 n  1982, 48% of s i n g l e - p a r e n t  f a m i l i e s  were poor,  compared wi th  10% 

of  o t h e r  t y p e s  of f a m i l i e s .  Single-parent  f a m i l i e s  c o n s t i t u t e  about  one- 

f i f t h  of a l l  f a m i l i e s  i n  t h e  U.S. and t h e  m a j o r i t y  (55%) of a l l  poor 

f a m i l i e s  (U.S. House of R e p r e s e n t a t i v e s ,  1983; U.S. Department of Hea l th  

and Human S e r v i c e s ,  1983). 

20n ly  about  2% of t h e  mothers  i n  t h e  Aid t o  F a m i l i e s  wi th  Dependent 

C h i l d r e n  (AFDC) program a r e  widows; t h e  rest are e i t h e r  d i v o r c e d ,  

s e p a r a t e d ,  o r  never  marr ied.  Never-married mothers ( f r e q u e n t l y  teen- 

a g e r s )  compose about  one-half of t h e  AFDC case load .  

3 ~ e g i n n i n g  J u l y  1, 1987, Wisconsin s t a t e  law w i l l  r e q u i r e  c o u r t s  t o  

e s t a b l i s h  c h i l d  suppor t  o b l i g a t i o n s  on t h e  b a s i s  of a f i x e d  percen tage  of 

n o n c u s t o d i a l  p a r e n t  income. The percen tages  v a r y  w i t h  fami ly  s i z e :  17% 

f o r  one c h i l d ,  25% f o r  two c h i l d r e n ,  29% f o r  t h r e e  c h i l d r e n ,  31% f o r  four  

c h i l d r e n ,  and 34% f o r  f i v e  o r  more c h i l d r e n .  As G a r f i n k e l  and O e l l e r i c h  

(1986)  show, t h e s e  pe rcen tages  g e n e r a l l y  l e a d  t o  much h i g h e r  award 

amounts t h a n  are produced under t h e  c u r r e n t  system. 

4 ~ h e  Wisconsin wi thho ld ing  p r o v i s i o n  d i f f e r s  from t h e  f e d e r a l  

l e g i s l a t i o n  i n  t h a t  wage wi thho ld ing  i s  a u t o m a t i c a l l y  implemented, 

r e g a r d l e s s  of t h e  de l inquency  s t a t u s  of t h e  noncus tod ia l  p a r e n t .  

5~ c i t i z e n  a d v i s o r y  committee appo in ted  t o  h e l p  i n  development of t h e  

CSAS has  recommended t h a t  t h e  guaran teed  c h i l d  s u p p o r t  amount be  set at  

$3,000 p e r  y e a r  f o r  one c h i l d ,  and shou ld  i n c r e a s e  w i t h  fami ly  s i z e  i n  

t h e  same manner a s  AFDC b e n e f i t  l e v e l s .  When t h e  n o n c u s t o d i a l  p a r e n t ' s  

c h i l d  s u p p o r t  payment i s  below t h e  assured  l e v e l ,  t h e  c u s t o d i a l  p a r e n t  i s  



s u b j e c t  t o  a  c u s t o d i a l  parent  t ax  up t o  t h e  assured l e v e l .  Any d i f -  

f e r e n c e  between the  assured  l e v e l  and the  sum of con t r ibu t ions  from both 

p a r e n t s  i s  supplemented by t h e  s t a t e .  

6 ~ h e  plan i s  t o  conduct p i l o t  t e s t s  i n  a t  l e a s t  f ou r  Wisconsin 

coun t i e s .  

 o or a  d e s c r i p t i o n  of t h e  eva lua t ion  des ign ,  see Garf inke l ,  Robins, 

and S e l t z e r  (1986). 

8 ~ h e  CSAS i s  a l s o  expected t o  have e f f e c t s  on t he  absent  pa ren t ,  but 

we do not  cons ider  those  e f f e c t s  i n  t h i s  paper. The eva lua t ion  i s  being 

designed t o  measure such e f f e c t s ,  however. 

9This  formula i gno re s  two f a c t o r s .  F i r s t ,  under c u r r e n t  law, t h e r e  

i s  a  $50 s e t - a s i d e  f o r  chi ld-support  payments. Second, a l l  income o t h e r  

t h a n  t h e  c u s t o d i a l  pa ren t ' s  ea rn ings  and c h i l d  support  ( inc lud ing  s tep-  

pa ren t  ea rn ings )  i s  taxed a t  t h e  r a t e  of 100%. Including these  sources  

o f  income i n  t h e  formula e s s e n t i a l l y  involves  a  r e d e f i n i t i o n  of t h e  AFDC 

gua ran t ee  t o  r ep re sen t  t h e  AFDC guaran tee  plus  the  se t -as ide  minus t he  

o t h e r  income. For s i m p l i c i t y ,  we do not  inc lude  these  a d d i t i o n a l  terms 

i n  t he  formula; a s  i nd i ca t ed  l a t e r ,  however, t h e  CSAS imposes only a  very  

sma l l  t a x  on o t h e r  sources  of income, i n  c o n t r a s t  t o  AFDC, so  f o r  fami- 

l i e s  wi th  a  s i g n i f i c a n t  amount of t h i s  o t h e r  income ( f o r  example, 

remarr ied women wi th  a  working husband), t h e  CSAS becomes a  very a t t r a c -  

t i v e  a l t e r n a t i v e  t o  welfare .  

1 °cu r r en t ly ,  t h e  s t a t u t o r y  t ax  r a t e  under t h e  AFDC program is  67% 

dur ing  t h e  f i r s t  f ou r  months on t h e  program wi th  earn ings  and 100% 

t h e r e a f t e r .  Below, when we c h a r a c t e r i z e  the  program f o r  purposes of pre- 

d i c t i n g  behaviora l  response,  w e  use t he  e f f e c t i v e  r a t h e r  than the  s t a t u -  

t o r y  t a x  r a t e  f o r  Wisconsin. The e f f e c t i v e  t a x  r a t e  we use i s  .68, which 



i s  taken from Fraker ,  M o f f i t t ,  and Wolf (1985). This i s  t h e i r  e s t ima te  

o f  t h e  e f f e c t i v e  Wisconsin AFDC t ax  r a t e  f o r  1982 a f t e r  t he  f i r s t  four 

months on t h e  program wi th  earnings.  

l l T h i s  i s  t h e  va lue  of t h e  subsidy f o r  a  family with one ch i ld .  For 

f a m i l i e s  wi th  two o r  more ch i ld ren ,  t h e  subsidy i s  $1.75 pe r  hour. The 

e x a c t  va lue  of t h e  subsidy t o  be implemented i s  c u r r e n t l y  under 

d i s c u s s i o n  and may d i f f e r  from t h e  one considered here.  

121f t h e  c u s t o d i a l  paren t  t a x  r a t e  were appl ied  t o  subsidized r a t h e r  

t han  unsubsidized earn ings ,  t h e  va lue  of t h e  subsidy would be reduced 

somewhat. 

13The range of income over which the  wage subsidy i s  taxed may exceed 

fu l l - t ime  work f o r  many low-income c u s t o d i a l  paren ts .  For example, f o r  a  

s i n g l e  mother wi th  a  wage of $3.50 pe r  hour who i s  e l i g i b l e  f o r  a  c h i l d  

suppor t  guaran tee  of $3,000 p e r  year ,  t h e  tax-back range begins a t  33 

hours  per week. 

14under the  cu r r en t  s t r u c t u r e  of t he  program and f o r  s imula t ion  pur- 

Poses ,  YC r e p r e s e n t s  t h e  o f f i c i a l  s t a t e  median income l e s s  $2,000. For a  

fami ly  wi th  one c h i l d ,  t h e  o f f i c i a l  s t a t e  median income is $17,328, f o r  

two ch i ld ren  i t  i s  $21,372, and f o r  3  c h i l d r e n  i t  i s  $25,452. 

1 5 v i r t u a l  income i s  t h e  i n t e r c e p t  of t h e  second segment of t h e  budget 

l i n e  when p ro j ec t ed  t o  zero hours of work ( s e e  Bur t l e s s  and Hausman, 

1978). It may be  noted t h a t  t h i s  segment of t he  budget l i n e  may be w r i t -  

t e n  i n  an a l t e r n a t i v e  form i n  which the  b e n e f i t  a t  112 appears  expl i -  

c i t l y .  However, t h e  form given d i r e c t l y  r e l a t e s  t o  t he  method used i n  

t h e  s imu la t i ons  t o  c a l c u l a t e  t ( t h e  t a x  r a t e  t h a t  must be  appl ied  t o  W 

phase ou t  t h e  b e n e f i t ) .  



16~oweve r ,  a s  i nd i ca t ed  e a r l i e r ,  un l ike  AFDC i t  only taxes  s tepparen t  

income and nonwage income o the r  than ch i ld  support  a t  t he  r a t e  t 
C ' 

1 7 ~ o r  a  d i s cus s ion  of convex and nonconvex budget l i n e s  see Bur t l e s s  

and Hausman (1978) and Mof f i t t  (1986). 

181n genera t ing  our p red i c t i ons  of t h e  e f f e c t s  of t h e  CSAS, t a x  r a t e s  

from both t h e  f e d e r a l  income tax  and t h e  s o c i a l  s e c u r i t y  p a y r o l l  t ax  a r e  

used i n  de f in ing  ne t  wage r a t e s  and nonwage income under t he  no-program 

budget l i n e .  However, t h e  Wisconsin s t a t e  income t ax  i s  ignored. It 

should a l s o  be noted t h a t  t h e  r e s u l t s  presented i n  t h i s  paper take 

account of changes i n  t ax  l i a b i l i t i e s  r e s u l t i n g  from t h e  l a b o r  supply 

response  t o  t h e  CSAS. 

1 9 ~ x p l i c i t  a n a l y t i c a l  s o l u t i o n s  f o r  po in t s  J and K a s  wel l  a s  t h e  

v a l u e  of t necessary  t o  phase t h e  program out a t  po in t  M and v i r t u a l  
W 

income along segment KM a r e  presented i n  Gar f inke l ,  Robins, and S e l t z e r  

( 1986). 

' O ~ l o n ~  both segments BK and KM, t h e  ne t  wage exceeds t h e  n e t  wage 

under t h e  AFDC program. Coupled with t h e  f a c t  t h a t  t h e  CSAS guaran tee  i s  

less than  t h e  AFDC guaran tee ,  t h i s  y i e l d s  a  t h e o r e t i c a l  p r ed i c t i on  t h a t  

t h e  CSAS w i l l  c r e a t e  work incen t ives  f o r  f a m i l i e s  c u r r e n t l y  r ece iv ing  

AFDC b e n e f i t s .  

' l ~ e c a u s e  of t h e  convex kink a t  K,  t h e r e  w i l l  be a  s i g n i f i c a n t  number 

of  f a m i l i e s  op t ing  f o r  t h i s  po in t .  I n  our s imula t ions ,  w e  r e p o r t  the  

number of people pred ic ted  t o  be a t  t h i s  point .  

" ~ e c a u s e  two segments of t h e  budget l i n e  i n  Figure 1  a r e  nonconvex, 

i t  i s  t h e o r e t i c a l l y  pos s ib l e  t h a t  t h e  family w i l l  be i n d i f f e r e n t  between 

AFDC and CSAS and between CSAS and n e i t h e r  program. Also, a s  i nd i ca t ed  



e a r l i e r ,  t h e  convexi ty  a t  po in t  K w i l l  tend t o  gene ra t e  a  mass po in t  a t  

t h i s  pos i t i on .  

2 3 ~ o r  a  f u l l  a n a l y s i s  of t h e  s e p a r a t e  e f f e c t s  of each component of 

t h e  CSAS (wage withholding,  t h e  CSAS guaran tee ,  and t h e  wage subs idy) ,  

s e e  Gar f inke l ,  Robins, and S e l t z e r  (1986). 

2 4 ~ e c a u s e  t h e  CSAS break-even l e v e l  i s  h igher  than  t h e  AFDC break- 

even l e v e l ,  u t i l i t y  w i l l  g ene ra l l y  be h igher  i n  t h e  non-AFDC s t a t e .  

Hence, t h e  family w i l l  be more l i k e l y  t o  move t o  t h e  budget segment wi th  

h ighe r  l abo r  supply. 

2 5 ~ o r  non-AFDC f a m i l i e s  t o  t h e  r i g h t  of po in t  M but t o  t h e  l e f t  of 

p o i n t  K i n  Figure 1 ,  l abo r  supply w i l l  unambiguously decrease  because of 

r e i n f o r c i n g  income and s u b s t i t u t i o n  e f f e c t s .  For non-AFDC f a m i l i e s  t o  

t h e  r i g h t  of point  K ,  t h e  e f f e c t  on l abo r  supply i s  u n c e r t a i n  because of 

o f f s e t t i n g  income and s u b s t i t u t i o n  e f f e c t s .  Of course,  most f a m i l i e s  t o  

t h e  l e f t  of po in t  M w i l l  not respond t o  t h e  program because u t i l i t y  would 

b e  lower. 

2 6 ~ s  i nd i ca t ed  e a r l i e r ,  because of t h e  convexity of t h e  budget l i n e  

a t  po in t  K ( i n  F igure  l ) ,  f a m i l i e s  w i l l  tend t o  bunch a t  t h i s  point .  The 

amount of t h e  bunching t h a t  occurs  w i l l  depend on t h e  t a x  r a t e ,  tW (which 

de te rmines  t h e  s lope  of segment KM). The h igher  t t h e  g r e a t e r  t h e  W' 

bunching a t  t h i s  po in t .  

2 7 ~ t  i s  important  t o  no te  t h a t  wi th  t h e  CSAS a s  a n  op t ion ,  t h e  number 

of  f a m i l i e s  r ece iv ing  government a i d  w i l l  almost c e r t a i n l y  i nc rease .  

However, t h e  degree of dependence ( a s  measured by t h e  propor t ion  of 

fami ly  income t h a t  i s  government suppor t )  may a c t u a l l y  d e c l i n e  because s o  

many more f a m i l i e s  w i l l  be working and t o t a l  family incomes w i l l  be 

h ighe r .  



2 8 ~ o h n s o n  and Pencavel spec i fy  a dynamic u t i l i t y  model and ob ta in  

both shor t -  and long-run parameter es t imates .  We use t h e i r  long-run 

parameter e s t ima te s  f o r  purposes of p r ed i c t i ng  the  e f f e c t s  of t he  CSAS. 

2 9 ~ h i s  procedure causes  problems f o r  nonworkers ( n o n i n t e r i o r  solu- 

t i o n s )  because they a r e  not  gene ra l l y  on t h e  margin of going t o  work. 

Hence, opt imal  hours of work f o r  these  persons w i l l  be nega t ive  even 

though observed hours of work a r e  zero. To d e a l  wi th  t h i s  problem 

e m p i r i c a l l y ,  we assume t h a t  t he  e r r o r  term appended t o  equat ion (5)  i s  

d i s t r i b u t e d  normally wi th  a mean of zero  and a s tandard  dev ia t i on  of 990 

hours  per year ( t h i s  s tandard dev ia t i on  i s  taken from Keeley e t  a l . ,  

1978, a s  Johnson and Pencavel do not p resen t  such an e s t ima te  i n  t h e i r  

s t u d y ) .  Then an e r r o r  term i s  randomly s e l e c t e d  from a t runca ted  normal 

d i s t r i b u t i o n  t o  ensure t h a t  t h e  optimal hours of work a r e  l e s s  than o r  

equa l  t o  zero. 

3%age r a t e s  a r e  not  a v a i l a b l e  f o r  c u s t o d i a l  paren ts  who a r e  not 

employed. We p r e d i c t  wage r a t e s  f o r  t h e s e  persons on the  b a s i s  of t h e i r  

age ,  educa t ion ,  and race.  Separate  e s t ima te s  a r e  developed f o r  AFDC and 

non-AFDC ind iv idua l s .  

3 1 ~ o  be e l i g i b l e  f o r  t h e  CSAS, t h e r e  must be a l i v i n g  noncustodial  

p a r e n t ,  t h e  c h i l d  must r e s i d e  wi th  a paren t  o r  o t h e r  r e l a t i v e ,  t he  non- 

c u s t o d i a l  p a r e n t ' s  o b l i g a t i o n  must be e s t ab l i shed  by a Wisconsin cour t  

o r d e r ,  and t h e  c h i l d  must be under 18  yea r s  of age. 

3 2 ~ o r  a d i s cus s ion  of how t h e  weights a r e  der ived ,  s e e  Garf inke l ,  

Robins, and S e l t z e r  (1986). 

33When c h a r a c t e r i z i n g  t h e  preprogram s i t u a t i o n ,  award and payment 

r a t e s  a r e  assumed t o  be the  same a s  those i n  t h e  CPS da t a .  When pre- 

d i c t i n g  t he  e f f e c t s  of the  CSAS, improvements i n  c u r r e n t  award and 



c o l l e c t i o n  p rocedures  a r e  assumed (due t o  t h e  immediate wage wi thho ld ing  

p r o v i s i o n ) .  Three improvements i n  awards and c o l l e c t i o n s  a r e  cons idered ;  

one  c h a r a c t e r i z e d  a s  low improvement, one a s  medium, one a s  h igh .  I n  

t h i s  paper ,  we p r e s e n t  t h e  r e s u l t s  o n l y  f o r  t h e  c a s e  of medium improve- 

ment, which, based on our  knowledge of t h e  way t h e  program w i l l  o p e r a t e ,  

seems r e a s o n a b l e  t o  us .  For r e s u l t s  ob ta ined  under t h e  o t h e r  assump- 

t i o n s ,  s e e  Robins,  G a r f i n k e l ,  and S e l t z e r  (1986).  

3 4 ~ h e  r e s u l t s  a r e  a l s o  s e n s i t i v e  t o  t h e  s i z e  of t h e  wage subsidy.  

For  r e s u l t s  under  wage subs idy  schemes o t h e r  t h a n  t h e  one cons idered  

h e r e ,  see Robins,  G a r i n k e l ,  and S e l t z e r  (1986) .  

351t i s  q u i t e  l i k e l y  t h a t  t h e  CSAS w i l l  i nduce  some c u s t o d i a l  p a r e n t s  

t o  s e e k  an  award where o t h e r w i s e  t h e y  might no t .  These a r e  t o  be 

d i s t i n g u i s h e d  from improvements i n  awards t h a t  a r e  t h e  r e s u l t  of changes 

i n  j u d i c i a r y  procedures .  Our e s t i m a t e  of t h e  improvement i n  t h e  award 

r a t e  i n c l u d e s  b o t h  sources .  I n  t h e  formal  e v a l u a t i o n  o f  t h e  CSAS, we 

w i l l  a t t e m p t  t o  i d e n t i f y  each  s o u r c e  s e p a r a t e l y .  

3 6 ~ h e r e  may be a  l o s s  i n  p o s i t i v e  t a x  revenue even though l a b o r  

s u p p l y  i n c r e a s e s  because  of a  r e d u c t i o n  i n  e a r n i n g s  among h i g h e r  income 

f a m i l i e s  t h a t  more t h a n  o f f s e t s  an  i n c r e a s e  i n  e a r n i n g s  among lower- 

income f a m i l i e s .  

37For award r a t e s ,  low improvement i s  assumed t o  b e  a  50% i n c r e a s e  

o v e r  c u r r e n t l y  p r e v a i l i n g  l e v e l s  f o r  never-married and s e p a r a t e d  custo-  

d i a l  p a r e n t s  and a  25% i n c r e a s e  f o r  d ivorced  and remarr ied c u s t o d i a l  

p a r e n t s .  Medium improvement i s  a  75% and 27.5% i n c r e a s e ,  r e s p e c t i v e l y ,  

f o r  t h e  two groups ,  and h igh  improvement i s  a  100% and 30% i n c r e a s e .  For 

c o l l e c t i o n  r a t e s ,  c u r r e n t  p r o p o r t i o n  of award c o l l e c t e d  i s  r e g r e s s e d  



a g a i n s t  family income. The r e s u l t i n g  e s t ima te s  a r e  .39 f o r  t h e  i n t e r c e p t  

and .14 p e r  $1,000 income. I n  t h e  low-improvement s cena r io ,  t h e  i n t e r -  

c e p t  i s  increased  t o  0.5, medium improvement t o  0.6, and h igh  improvement 

t o  0.7. For a d i s c u s s i o n  of t h e  methodology used t o  d e r i v e  t h e  improve- 

ment r a t e s ,  s e e  Ga r f inke l ,  Robins, and S e l t z e r  (1986). 

3 8 ~ v e r a g e  earn ings  f a l l  even though average l abo r  supply i n c r e a s e s ,  

because t h e  persons reducing l a b o r  supply have gene ra l l y  h igher  wage 

r a t e s  t han  t h e  persons i nc r ea s ing  l a b o r  supply. 
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