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The IRP Summer Research Workshop celebrated its 20th anniversary in 2010. This meeting has become a time-
honored tradition in the poverty studies community. The four-day workshop held in Madison each June brings to-
gether as many as 90 junior and senior scholars from a variety of disciplines, primarily Economics and Sociology, to
discuss research related to the low-income population. Designed to build a community of research interest around
topics related to the poor and their labor market connections, the workshop focuses on frontier statistical methods
for the empirical study of these issues and seeks to mentor the next generation of poverty researchers. This issue of
Focus is devoted to the keynote papers delivered at the June 2070 Workshop.

Progress toward improving the U.S. poverty measure:
Developing the new Supplemental Poverty Measure

David Johnson

The official U.S. poverty measure has been calculated nearly

David Johnson is the Chief of the U.S. Census Bureau’s the same way since it was first developed in the early 1960s.

Housing and Household Economic Statistics Division. Criticisms of this measure as a current indicator of poverty
in the United States have been well-documented: it is based

only on family cash income, and uses an absolute poverty
threshold that has not kept pace with changes in the standard

“We define poverty as economic deprivation. A way of of living and which does not differ by geographic area.
expressing this concept is that it pertains to people’s

lack of economic resources (e.g., money or near The president’s fiscal year 2011 budget provides funding
money income) for consumption of economic goods to develop a new Supplemental Poverty Measure. With this
and services (e.g., food, housing, clothing, transporta- funding, the U.S. Census Bureau, in cooperation with the
tion). Thus, a poverty standard is based on a level of Bureau of Labor Statistics (BLS), is developing this new
family resources (or, alternatively, of families” actual measure to provide further insight into economic conditions
consumption) deemed necessary to obtain a minimally and trends. This measure will not replace the official poverty
adequate standard of living, defined appropriately for measure, and will not be used for resource allocation or
the United States today.” program-eligibility determination.

National Academy of Science Panel on Poverty and

Family Assistance, 1995' An Interagency Technical Working Group has provided

guidance to the Census Bureau on how to develop the Sup-



The Institute for Research on Poverty has long committed itself to improved poverty measurement (see http://www.irp.
wisc.edu/fags/fag2.htm#reading). This issue of Focus summarizes recent news on this issue, which was presented in the
opening session of the 20th annual IRP Summer Research Workshop. In the first talk, David Johnson, chief of the Census
Bureau’s Housing and Household Economic Statistics Division, spoke about the new federal Supplemental Poverty Mea-
sure (SPM). IRP researchers presented the second talk, which described new research on poverty measurement at the
state level and presented the first results from the new Wisconsin Poverty Model (see http://www.irp.wisc.edu/research/
wipoverty.htm#wipovreports). The Wisconsin Model is part of a new genre of state and local measures using National
Academy of Sciences and SPM-related guidelines. More on the creation of state and local measures can be found at
http://www.irp.wisc.edu/research/povmeas/regional.htm.

—Timothy M. Smeeding, IRP Director

plemental Poverty Measure, drawing on the recommenda-
tions of a 1995 National Academy of Science report, as well
as extensive research on poverty measurement that has been
done over the past 15 years.? The Census Bureau and BLS
will produce an initial measure using recommendations from
the Working Group, and will improve the measure over time
as new data, new methods, and additional research become
available.

Poverty threshold

The threshold for the official poverty measure is based on
the cost of a minimum food diet for a two-adult and two-
child family in 1963, multiplied by three in order to cover all
other expenses. In contrast, the supplemental measure uses
data from the BLS Consumer Expenditure Survey to calcu-
late expenditures over the most recent five years on food,
clothing, and shelter including utilities and all mortgage
expenses (FCSU). The supplemental measure threshold is
the 33rd percentile of the distribution of all consumer units
with exactly two children plus 20 percent to cover all other
expenses.’

Family type

The official measure has separately developed thresholds by
family type, and uses lower thresholds for elderly singles
and couples. In the supplemental measure, a reference fam-
ily threshold is adjusted using a three parameter equivalence
scale, which assumes that children need less than adults, and
also incorporates economies of scale for larger families.

Economic unit of analysis

The unit of analysis for the supplemental measure is more
detailed than that used for the official measure, which is

based on families, with unrelated individuals residing at the
same address being considered separately. For the supple-
mental measure, the economic unit of analysis is all related
individuals who live at the same address; co-resident unre-
lated children who are cared for by the family (such as foster
children); and any cohabitors and their resident children.

Shelter type

The official measure includes no adjustment for shelter type.
In contrast, the supplemental measure applies adjustment
factors to the shelter component of the FCSU threshold to
reflect relative expenditures of housing groups. There are
three separate thresholds: for renters; homeowners with a
mortgage; and homeowners without a mortgage.

Geographic area

Again, the official measure includes no adjustment for
geographic area. The supplemental measure does, adjusting
for housing cost differences using five years of American
Community Survey data on rental costs. The supplemental
measure also includes adjustments for each Metropolitan
Statistical Area (MSA) and non-MSA in each state. Finally,
the Census Bureau in cooperation with BLS will continue
to research interarea price indices in order to refine the geo-
graphic adjustment techniques.

Family resource definition

The official measure is based on gross (before-tax) cash
income from all sources using data from the Annual Social
and Economic Supplement of the Current Population Survey
(CPS). The supplemental measure also begins with gross
cash income from the CPS, but adds the value of near-money
federal in-kind benefits for FCSU such as Supplemental

This publication was supported with a grant from the U.S. Department of Health and Human Services, Office of the
Assistant Secretary for Planning and Evaluation, grant number 3 U01 PE0O00003-06S3. The opinions and conclusions
expressed herein are solely those of the author(s) and should not be construed as representing the opinions or policy of

any agency of the federal government.




Nutrition Assistance Program assistance (formerly food
stamps) and housing subsidies, as well as tax credits such as
the Earned Income Tax Credit. The supplemental measure
also subtracts income and payroll taxes and other nondiscre-
tionary expenses such as child care, work-related expenses,
child support payments, and out-of-pocket medical care
expenses including health insurance premiums.

Method for updating poverty threshold

The official poverty threshold uses the 1963 level, updated
annually for price changes with the Consumer Price Index
for All Urban Consumers. As stated above, the supplemen-
tal poverty threshold will be recalculated annually using
data from the BLS Consumer Expenditure Survey from the
most recent five years. Factors used to adjust thresholds by
housing status and for interarea price variation will also be
recalculated regularly.

Next steps

An Interagency Steering Committee and a Census and BLS
development and implementation team are being created.
The Census Bureau and BLS will continue to work with the
research community and the general public to obtain com-
ments on this new measure. As part of this conversation, a
Federal Register Notice was posted to solicit comments, and
the Census Bureau will post these comments and responses
on their new Supplemental Poverty Measure Web site later
this year.* In addition, the Bureau has participated in aca-
demic conferences such as the Association for Public Policy
Analysis and Management Annual Research Conference
and the American Economic Association meetings. Finally,
the Bureau will post a variety of methodological documents
describing the details of this new supplemental measure.
These documents will include papers on the thresholds,
poverty rates, geographic indices, taxes, housing subsidies,
child care, work expenses, the unit of analysis, and the use of
new survey questions on child support, mortgage status, and
medical out-of-pocket expenditures.

If the president’s fiscal year 2011 budget is approved, the
first Supplemental Poverty Measure will be released on the
same day as the official poverty measure in September 2011.
As mentioned above, official poverty estimates will continue
to be used for allocations of federal funds and as guidelines
for program eligibility, and the supplemental measure will
provide a new gauge of the economic well-being of Ameri-
can families and the effectiveness of federal antipoverty
programs.H

IC. Citro and R. Michael, eds., Measuring Poverty: A New Approach (Wash-
ington, DC: National Academy Press, 1995).

*More information may be found at the U.S. Census Bureau Poverty Web
site www.census.gov/hhes/www/poverty/poverty.html.
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3The expenditures for other family sizes (for example, those with one adult
and two children) are adjusted (using equivalence scales) to be similar to
those of a two-adult and two-child family unit.

4See http://www.census.gov/hhes/www/povmeas/povmeas.html.



Measuring poverty in Wisconsin

Joanna Marks, Julia Isaacs, Katherine Thornton, and
Timothy Smeeding

Joanna Marks is Assistant Researcher at IRP. Julia Isaacs
is the Child and Family Policy Fellow at the Brookings
Institution and a Visiting Scholar at IRP. Katherine Thornton
is a Programmer Analyst at IRP. Timothy Smeeding is the
Director of IRP and the Arts and Sciences Distinguished
Professor of Public Affairs at the University of Wisconsin—
Madison.

In collaboration with the State of Wisconsin and federal and
nongovernmental entities, researchers at IRP have under-
taken a new initiative related to the measurement of poverty.
The Wisconsin Poverty Project involves innovative use of
data to gain a broader, more complete view of both needs and
resources on the state and local levels. IRP has prepared two
annual reports on poverty in Wisconsin using the American
Community Survey (ACS), administrative data, and new
methods of poverty measurement. The first Wisconsin Pover-
ty Report, released in May 2009, relied on the innovative use
of data from the Supplemental Nutrition Assistance Program
(formerly known as food stamps) to forecast growing need
in the state. In September 2010, IRP researchers released the
second Wisconsin Poverty Report, which uses a more com-
plete accounting of both resources and need than traditional
measures in order to determine the state poverty rate.

The new Wisconsin Poverty Measure was devised to im-
prove understanding of the level of need in a given region

and of the efficacy of public programs aimed at reducing
economic hardship. The official federal poverty measure
considers pretax cash income, whereas the new Wisconsin
Poverty Measure counts other resources as well, such as
food assistance and tax credits. The measure includes state-
specific policies such as the Wisconsin State Earned Income
Tax Credit (EITC) and the Wisconsin Homestead Credit, in
addition to estimating payments for federal taxes, Social Se-
curity and Medicare payroll taxes, and the federal EITC. The
research team also considered work-related expenses such
as transportation and child care and out-of-pocket medical
expenses, which reduce income that could be spent on food,
housing, and other basic needs. The new Wisconsin Poverty
Measure also looks at geographic differences in cost of liv-
ing both within the state and relative to the nation as a whole.

The Wisconsin Poverty Measure allows researchers to assess
the effects of new and proposed policies. A recent issue of
IRP’s Fast Focus research brief illustrates the impact of the
American Recovery and Reinvestment Act on poverty rates
in Wisconsin (see http://www.irp.wisc.edu/publications/
fastfocus/pdfs/FF7-2010-rev.pdf). In the coming year, IRP
researchers will use the measure to analyze new data on
poverty for 2009, provide guidance to neighboring states
and others on using the ACS for alternative poverty measure-
ment, and assess the impact of the proposed federal Supple-
mental Poverty Measure.

Work on the Wisconsin-specific measure is one of several research efforts of university, government,
and private agency researchers across the United States to develop alternative poverty estimates at
the local, state, and national levels. The U.S. Census Bureau and the Bureau of Labor Statistics are
leading federal efforts to develop a Supplemental Poverty Measure (SPM) based on recommenda-
tions from experts on the 1995 National Academy of Sciences’ Panel on Poverty and Family Assis-
tance, as well as on subsequent research on alternative measures of poverty. To support this work,
IRP is developing on its Web site an SPM technical resource to disseminate ongoing research to all
researchers interested in this topic at http://www.irp.wisc.edu/research/povmeas/spm.htm.
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How well do we understand achievement gaps?

Eric A. Hanushek

Eric A. Hanushek is the Paul and Jean Hanna Senior Fellow
at the Hoover Institution of Stanford University.

An underlying principle of U.S. social policy is that educa-
tion is the key policy lever for addressing poverty. In the
United States and around the world, education is almost
always heavily subsidized by government. The justifications
for government involvement vary, but increasingly rely on
the suggestion that expanded educational investments both
strengthen the national economy and improve the societal
distribution of income and welfare. Education, for example,
had a prominent role in the U.S. “War on Poverty,” with
many of the programs developed in the 1960s continuing
through today. The expansion of public colleges and univer-
sities over the past three decades has also rested on distribu-
tional arguments.

This article assesses what we currently know about the role
of education in improving the welfare of the disadvantaged
population by looking at one particular aspect of the subject,
achievement gaps for disadvantaged students. Specifically, I
review literature related to measured cognitive skills, focus-
ing on achievement rather than school attainment. For the
most part, I interpret cognitive skills as measured by student

achievement tests as a direct measure of human capital. In
the end, although this is a smaller and thinner body of work
than the broader topic related to education in general, I think
it is fundamental to much of the rest of the literature.

An overview of achievement issues

Focusing on achievement rather than school attainment
has several advantages in discussing the interaction of re-
search and policy. First, most current policy discussions
relate directly to issues of quality and student learning. For
example, policy discussions of accountability and the No
Child Left Behind Act of 2001 (NCLB), or of preschool
and the preparation of disadvantaged students for school,
are concerned with what students know at any point in time.
Second, a focus on achievement allows for the fact that much
of education actually takes place outside of schools. Finally,
a focus on achievement allows for the possibility that other
policy-relevant factors, such as health and neighborhoods,
are important for education.

There are also disadvantages to focusing on achievement.
With many different tests, the reliability and validity of spe-
cific measures is often unknown. Additionally, achievement
may not reflect an individual’s full range of education. This
disadvantage may be greater at higher levels of education;
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Figure 1. National Assessment of Educational Progress (NAEP) Scores, 17-year-olds 1971-2008.

Note: Figure shows standard deviation differences relative to initial performance.

Source: Author calculations based on data from http://nces.ed.gov/nationsreportcard/.
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for example, few believe that various college tests accurately
reflect what anybody has learned in college.

Until recently, school attainment has been the focus of most
empirical education work, particularly as it relates to the
labor market. This choice is one of convenience, because
census data and other surveys have tended to measure attain-
ment but not achievement. From the extensive evidence of
inputs into educational production functions, it is apparent
that school attainment is not a complete indicator of human
capital and that in most situations it would need to be aug-
mented by other determinants of achievement.!

Returns to achievement

Three U.S. studies provide very consistent estimates of the
impact of test performance on earnings of young workers.>
These studies use different nationally representative datasets
that follow students after they leave school and enter the
labor force. When scores are standardized, they suggest that
one standard deviation increase in mathematics performance
at the end of high school translates into 10 percent to 15
percent higher annual earnings. Hanushek and Zhang find
even larger returns to achievement (20 percent) for a more
age-representative sample.’ These consistent findings dem-
onstrate the need to pay attention to achievement gaps.

Achievement over time

The backdrop for this analysis—which emphasizes distri-
butional, or equity, concerns—clearly must include what
has been happening in terms of overall school performance.
Figure 1 provides the overall performance of U.S. 17-year-
olds on the National Assessment of Educational Progress
(NAEP). The NAEP provides consistent national testing of
a random sample of students in different subjects, so it is
possible to observe any changes in performance over time.*
The remarkable thing about this picture is that performance
appears roughly flat for almost four decades. This constancy
is particularly remarkable given the amount of resources
expended over that time period in an attempt to improve per-
formance. Of the myriad changes, probably the most obvious
policy response has been continued increases in the funding
and resources of schools. The commonly discussed policy
instruments—reduced pupil-teacher ratios, retaining more
teachers, and having more-educated teachers—have been
systematically employed over the past decades. Between
1960 and 2007, U.S. pupil-teacher ratios fell by 40 percent;
teachers with a master’s degree more than doubled to over
50 percent; and average experience increased (see Table 1).
Bringing about these changes is, of course, expensive; real
spending per pupil more than tripled over the period.

The simple picture is that school policy has not been directed
primarily at overall student performance (at least as seen by
outcomes). Thus, it is also useful to see what happened in
terms of the distribution of outcomes. This distributional
discussion concentrates largely on racial differences in per-
formance patterns because data by family income and other

Table 1
Public School Resources in the United States, 1960-2007

1960 1980 2000 2007
Pupil-teacher ratio 25.8 18.7 16.0 15.5
Percentage of teachers
with master’s degree not
or more 235 % 49.6 % 56.8 % available
Median years of not
teacher experience 11 12 14 available
Real expenditure per
student $3,170 $6,244 $10,041 $11,674

Source: U.S. Department of Education Digest of Education Statistics,
2009 (Washington, DC: National Center for Education Statistics, 2010).

Notes: Expenditures are in 2007-2008 dollars.

measures of socioeconomic status are generally not available
over time. And when such data are available, they tend to
be unreliable, utilizing such measures as eligibility for free
and reduced-price lunch, which is known to be incompletely
reported at the high school level.

Early attention to distributional issues was provided by the
massive government report, Equality of Educational Oppor-
tunity, commonly referred to as the “Coleman Report.”® This
report was mandated by the Civil Rights Act of 1964, which
instructed the U.S. Office of Education to report on the lack
of educational opportunity by reason of race or ethnicity. To
address this issue, the Coleman research team tested some
600,000 students in the United States in 1965.

The analysis vividly underscored the huge difference in the
achievement of students by race and background. A simple
summary of the magnitude of differences comes from equating
test scores to grade-level equivalents. If white twelfth graders in
the urban Northeast (in 1965) were the standard for the knowl-
edge that a twelfth grader should have, black students also in
the urban Northeast were achieving at the ninth grade level, and
black students in the rural south were achieving at the seventh
grade level. The magnitude of these differences never received
much attention, as most of the attention went to the analysis of
the determinants of achievement.

The achievement differences have been consistent across
studies. For example, when disaggregated by race, the SAT
tests showed differences of approximately one standard
deviation. The SAT relied on voluntary test taking for a
changing group of students, however, and thus the inter-
pretation is somewhat ambiguous. Once again, the clearest
picture comes from the National Assessment of Educational
Progress.

Figure 2 displays the average performance gap between
whites and blacks in math and reading at age 17. Across
each of the tests there is a very consistent pattern: racial gaps
tended to shrink noticeably during the 1980s and then to be
flat or widen somewhat during the 1990s. If anything, the
white-black gap expanded in the 1990s.°
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Figure 2. Black-White Achievement Gap, 1975-2008.
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The magnitude of the gap is stunning. The average difference
in math and reading in 2008 is 0.77 standard deviations—
implying that the average black 17-year-old is achieving at
the 22nd percentile of the overall distribution. Other things
equal, existing earnings studies indicate that the average skill
differences alone imply roughly a 10 percent annual earnings
difference.

Much has been made of the narrowing of the black-white
achievement gap, including a widely cited conference book.’
The one-time nature of the test score convergence, however,
was not generally anticipated and has received less attention
than the significant closing of the gaps that occurred over a
decade ago.

One other point of comparison is relevant. Figure 3 provides
the Hispanic-white achievement gaps over time. These gaps
have been flatter than the black-white gaps, and are also
smaller, averaging 0.64 standard deviations across subjects
in 2008. Even though there are more Hispanics than blacks in
public schools (21 percent compared to 17 percent in 2007),
consideration of Hispanic performance still remains limited.

Achievement outcomes

In the following section, I review studies that look at three
factors that may affect the outcomes of disadvantaged stu-
dents: teacher effectiveness, racial concentration in schools,
and preschool education.

Distributional aspects of schools and teachers

Estimates of variations in teacher quality suggest that having
a good teacher for three to five years would eliminate the
average gap between children who do and do not receive
free or reduced-price lunch, and between whites and blacks
or Hispanics.® In practice, this potential is unlikely to be
realized, as few students actually get such a long exposure
to good teachers.

The question remains whether or not teachers are distrib-
uted adversely for low-income and minority students. On
this, the evidence is less clear. A considerable amount has
been written about differences in spending across schools
within large districts.” These differences, however, largely
reflect teacher salaries, which in turn reflect experience
and graduate degrees—things mainly uncorrelated with ef-
fectiveness. Concern about uneven distribution of teachers
within districts also motivated parts of NCLB that called for
“highly qualified” teachers in schools serving disadvantaged
students, again with little evidence that the standards were
related to teacher effectiveness.

Existing evidence shows that teachers who switch schools
tend to move to schools with higher achieving, higher
income, and fewer minority students than their previous
schools, and those changing districts tend to get slightly
higher wages on average once the wages are adjusted for
changes in student demographic composition.!® On average
in 2005, 13 percent of teachers left schools with 5 percent
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Figure 3. Hispanic-White Achievement Gap, 1975-2008.

Source: Author calculations based on data from http://nces.ed.gov/nationsreportcard/.
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or less minority students, while 20 percent of teachers left
schools with 50 percent or more minority students.!! Since
demographic composition is likely to be related to working
conditions, these findings suggest that salary is outweighed
by other considerations in job decisions of teachers. As
more-experienced teachers move away, they are replaced by
rookie teachers, implying that schools serving disadvantaged
students will tend to have a greater proportion of new teach-
ers. Preliminary analysis of principals finds that they follow
similar mobility patterns, suggesting that administrator skills
may also vary with the student population. Boyd, Lankford,
Loeb, and Wyckoff also find that teacher labor markets tend
to be highly localized, which further disadvantages high-
poverty, lower-achieving schools located in urban centers
and rural areas that tend to produce few college graduates.'
However, even with the differences in teacher mobility, the
first-year-teaching effect cannot account for much of the
observed achievement gap.

Segregation and school outcomes

Poverty, race, and schooling are very highly correlated with
location. A variety of people have traced different dimen-
sions of residential locations and segregation by race and
income. Cutler, Glaeser, and Vigdor describe black migra-
tion to urban areas from 1890 to 1940, which led to racial
ghettos.!* As the migration continued between 1940 and
1970, ghettos expanded and racial segregation increased
continuously. Since 1970, there has been a modest decline
in segregation as blacks moved to suburban areas and central

8

cities became less segregated. Despite these large changes in
segregation over time, segregation across cities remains very
persistent and is strongly related to city size. Iceland and
Weinberg examine residential segregation in metropolitan
areas for the four major racial and ethnic minority groups in
the United States—American Indians and Alaska Natives,
Asians and Pacific Icelanders, blacks, and Hispanics or
Latinos.!* They conclude that blacks are the most residen-
tially segregated of the four groups examined, but that their
segregation declined between 1980 and 2000. Hispanics are
the second-most-segregated group, and their overall concen-
trations by neighborhood have not changed over the period.
Swanstrom, Casey, Flack, and Dreier analyzed economic
segregation among municipalities for 50 major metropolitan
areas.'” They conclude that economic segregation among
municipalities is rising, but the trends vary significantly
across time and in different regions of the country.

Fischer, Stockmayer, Stiles, and Hout study trends in resi-
dential segregation in the United States from 1960 to 2000
along several social dimensions, including race, income, and
family status, and across several geographic levels: region,
metropolis, the center city-suburb division, municipality, and
tract.'® They report that the segregation of blacks decreased
considerably after 1960, largely because neighborhoods be-
came more integrated. While the central city-suburb barrier
lessened for blacks, suburbs themselves became more segre-
gated. The segregation of Hispanics, however, changed little.
Economic segregation increased between 1970 and 1990



mainly because the affluent were clustered more in both
specific metropolitan areas and in specific municipalities
within metropolitan areas. An important element, however,
is that economic segregation is significantly less than racial
segregation.

Perhaps the most significant social policy of the 20th century
was the desegregation of schools following the 1954 Brown
v. Board of Education decision. From the late 1960s through
1980, black exposure to whites rose dramatically.!” After the
late 1980s, there was some decline in white exposure, but it
remained improved over the 1960s.'3

Currently, the fundamental force behind school segregation
is the residential location of blacks and whites across juris-
dictions. In particular, completely balanced schools within
districts would yield very small differences in segregation
beyond that across districts.!” Moreover, minority enrollment
is very much an issue in large urban areas. Over 30 percent
of blacks and one-quarter of Hispanics attend schools in one
of the top 50 districts.?

Surprisingly, relatively little attention has been given to
identifying the impacts of racial and ethnic segregation on
achievement, and the available analyses provide a mixed pic-
ture. The Coleman Report provided early empirical evidence
that racial isolation harms academic achievement, although
Armor raises questions about the findings.?! Subsequent
work also finds that school racial composition affects aca-
demic, social, and economic outcomes.??> On the other side,
Rivkin finds no evidence that exposure to whites increases
academic attainment or earnings for black men or women
in the high school class of 1982; Card and Rothstein find
that neighborhood but not school racial composition affects
achievement; and Cook and Evans indicate that little of the
black-white difference in NAEP scores can be attributed to
racial concentration.?* While varying in details, a recurring
concern throughout these studies is the lack of a convincing
identification strategy for uncovering the causal impact of
racial concentration in the schools.

Hanushek, Kain, and Rivkin attempt to sort out the inde-
pendent impact of racial composition on achievement in
a framework similar to that described for teacher-effects
studies.? They provide strong evidence that increases in the
proportion of black students in a school adversely affects
mathematics achievement of blacks. These effects are much
larger and more precisely estimated for blacks than the cor-
responding estimated impacts on whites, which are generally
not significantly different from zero. Moreover, Hispanic
enrollment share exerts a far smaller effect, indicating that
it is the proportion of black students rather than proportion
of minority students that is the key aspect of peer race and
ethnic composition in terms of achievement for blacks and
whites.

The magnitudes of the black-composition effects are sig-
nificant. On average, the black share of school enrollment
in Texas is almost 30 percentage points higher for black

students than for white students. Elimination of this gap
implies, according to the direct estimates, that the racial
achievement gap would fall by 0.05 standard deviations in
a single year. Such a reduction for grades 5 to 7 (the sample
grade span of the estimates) suggests that a three-year cuamu-
lative effect of racial composition equalization would reduce
the race achievement gap by roughly 14 percent.” Moreover,
Hanushek and Rivkin suggest that it is high-achieving black
students who are most harmed by increased racial concentra-
tion in schools.?

Preschool education

A recent focus of policy discussions is preschool education.
Various types of preschool education, such as universal or
means-tested, are frequently mentioned as the next “obvi-
ous” fix for the current schooling problems, particularly for
disadvantaged students who come to school far behind their
middle-class peers in language and other skills.

There are three arguments for why broad provision of pre-
school education is a good idea. First, the problems of disad-
vantaged children at entry to school have received increased
attention, particularly with the availability of new longitu-
dinal data for early childhood.”” The deficits in preparation
of disadvantaged children are significant. For example, in
evaluating the vocabulary of disadvantaged children, Hart
and Risley found that they were exposed to dramatically less
vocabulary. More-advantaged children at age 3 had vocabu-
laries that were four times as large as disadvantaged 3-year-
olds. Moreover, the quality of parent-child communication
was vastly different. These differences in preparation have
potentially lasting effects on student outcomes, where the
previous charts indicate that schools have been unable, on
average, to close these gaps.

Second, a variety of conceptual arguments for early invest-
ments in human capital—most notably by James Heckman
and his colleagues—have received scholarly and policy
attention. In a series of articles, Heckman has argued that
early investments are critical, since “learning begets learn-
ing.”?® Investments made early in life enhance learning later
in school and even into careers, making such investments
attractive.

Third, key studies with strong research designs have sup-
ported the efficacy of preschool education. The most well-
known is the Perry Preschool Program, but others, such as
the Abecedarian Program and the Early Training Program,
also provide important evidence.”? A set of benefit-cost
analyses of the Perry Preschool Program shows that this ap-
pears to have been an effective program that was worth the
expenditure.*

Given this background, it is natural that discussions of
preschool enter into the educational policy debate and into
judicial proceedings and judgments. For example, courts in
South Carolina and New Jersey have found preschool edu-
cation to be an essential element of an adequate education.’!
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Despite the popularity of preschool programs, there are seri-
ous questions concerning the interpretation of the underlying
evaluations and whether their results have general applica-
tion. For example, the evaluations of the Perry Preschool,
Abecedarian, and Early Training programs relied upon a
random assignment methodology that followed subjects over
extended periods of time, but the numbers of children tak-
ing part in the experiments were relatively small, with only
around 50 children in each treatment group. Clearly, with
samples of this size, one must be concerned about whether
the evaluation results can be generalized to much larger
programs, especially when, upon reanalysis, many of the
originally reported findings have turned out to be fragile.*

Moreover, even the beneficial results are quite varied. First,
virtually all of the positive programmatic results are for fe-
males, with male children having primarily zero or negative
impacts.** Second, a substantial part of the beneficial impact
falls outside of schools and the development of cognitive
skills. In particular, a substantial part of the benefits found
for females relates to reduced criminal behavior.? Third, the
results differ across programs, so that it is impossible simply
to refer to “preschool,” but it is necessary to identify the pre-
cise kind of treatment.

Probably most important, these programs are not typi-
cal community or school-based programs found in most
states. The Perry Preschool Program, estimated to cost over
$15,000 per child per year (in 2000 dollars), involved in-
tensive treatment by teachers with master’s degrees in child
development, student-teacher ratios of 6 to 1, and regular
home visits.* The Abecedarian Program is full day, five days
per week, 50 weeks per year, for five years beginning at birth
and including medical care and intensive home visitation.*®
It is estimated to cost $76,000 per child (in 2002 dollars).

Many people also forget that we have, in fact, a large public
preschool program, introduced with the War on Poverty
programs in 1965. Over 900,000 3- and 4-year-olds from
families in poverty are currently enrolled in Head Start pro-
grams around the country. The federal Head Start program
is considerably different from the Perry and Abecedarian
programs. In 2005, just 35 percent of its teachers had a bach-
elor’s degree, and the programs varied considerably in length
and intensity.”” The cost of Head Start is usually reported as
slightly over $7,000 per pupil per year (in 2003-04 dollars),
derived by dividing total program costs by the number of
participants. However, this mixes together a variety of dif-
ferent programs; if run on a full-time, full-year basis, the
program costs would exceed $20,000 per pupil per year.™

Support for the educational efficacy of Head Start is limited.
The early education program in Head Start was complicated
by its emphasis on local community employment activities,
and, after initial evaluations found little lasting impact on
student achievement, was redefined as a health and nutrition
program instead of an educational program. Subsequent
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evaluations have consistently found small achievement ef-
fects that generally disappear relatively quickly.

In 2005, 70 percent of the 4-year-olds and 5-year-olds who
were not in kindergarten were in center-based care arrange-
ments that averaged 27 hours per week.”’ Indeed, for all
children ages O to 5, blacks (36 percent) and Hispanics (29
percent) were more likely than whites (27 percent) to be in
a center-based program. (The differences largely reflected
differential participation in Head Start programs.) Thus,
preschool programs have already reached large portions of
the young population.

In sum, there are reasons to be favorably disposed to insti-
tuting expanded preschool programs for disadvantaged stu-
dents, but there are also potentially huge costs and problems
associated with doing it right. The idea has been to supple-
ment what goes on in the home in order to provide stronger
educational development. Such preschool investments
recognize that it is easier to remediate earlier rather than
later. At the same time, the educational outcomes of existing
programs that have been evaluated, except perhaps the most
intensive and expensive, have been small and short lived. The
limited number of models that have been evaluated provides
uncertain guidance about design of effective programs, par-
ticularly programs that reach male children.

One other aspect of the design is also important. Any pro-
posals of governmental support for preschool must consider
which groups should receive programmatic help, how the
programs should be organized, and how they should be
financed.*! The existing evidence on preschools is limited
largely to their impact on disadvantaged students. There is
no evidence about positive impacts for middle- and upper-
income students.*?

Conclusions

The starting point for this article is that achievement gaps
by race (and income) are large and substantively important.
Moreover, except for the gap closing during the 1980s, there
has been little systematic movement.

Some conclude that schools lack the power to effect signifi-
cant changes in achievement gaps. But there is a difference
between having the capacity to lessen existing gaps and
having an institutional structure and set of policies that ac-
complish such an objective.

The existing research suggests that there are three places to
look for improvements. First, without a doubt, the biggest in-
fluence of schools comes through teachers. Improving teach-
er effectiveness could dramatically improve the achievement
of disadvantaged students. Second, at least for blacks, it
appears that racial concentration in schools is a significant
factor. Here, the policies that would be effective are quite



unclear, given the importance of residential segregation and
the force of legal restraints. Third, some sort of preschool
education for disadvantaged students could potentially deal
with the typical lesser preparation these students have at
entry to school, yet, the exact policies and nature of any new
preschool programs need to be developed.m
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The 20th anniversary of the IRP Summer Research Work-
shop offers a time to reflect on the evolution of policy relat-
ing to tax and transfer programs in the United States (and
antipoverty policy more generally), the evolution of social
science research, and the relationship between them. While
there have been a number of papers that have characterized
the evolution of antipoverty policy over the last several de-
cades, there have been fewer efforts to study the evolution of
antipoverty scholarship over a similar period.!

In this article, we review the evolution of antipoverty policy
over the last few decades. Second, we document the evolu-
tion of scholarship on antipoverty policy over the last 20
years in both economic journals and at the IRP Summer
Research Workshop. Finally, we suggest future topics for
research on the tax and transfer system.

Evolution of antipoverty policy

We first provide a context for discussing the evolution of
scholarship, by summarizing selected developments in anti-
poverty policy and taxation in recent decades.

Social insurance and transfer program expenditures

Figure 1 shows the evolution of spending on four programs
specifically targeted to nondisabled, non-elderly poor
families and individuals: Aid to Families with Dependent
Children (AFDC, now Temporary Assistance for Needy
Families, or TANF); food stamps (now called the Supple-
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Figure 1: Total AFDC/TANF, Food Stamp, Housing, EITC, and Disability Insurance benefits, 1970-2009 (constant 2009 dollars).

Source notes can be found in J. K. Scholz, R. Moffitt, and B. Cowan, “Trends in Income Support,” Table 8 A.1, in Changing Poverty, Changing Policies, eds. M.

Cancian and S. Danziger (New York: Russell Sage Foundation, 2009).
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mental Nutrition Assistance Program, or SNAP); housing
assistance; and the Earned Income Tax Credit (EITC); as
well as Disability Insurance, which is funded through the
social security system. In general, transfer program expen-
ditures rose from 1984 to 2004, but the increase was spread
unevenly across different demographic groups and income
classes. Several major developments in the time-series pat-
terns of antipoverty spending are evident:

*  AFDC/TANF spending and recipiency have been sharp-
ly reduced. Aid to Dependent Children (the precursor
to AFDC) began in 1935 as part of the Social Security
Act. The program was designed to provide cash sup-
port for children living in poor, generally single-parent
households. In 1996, AFDC was replaced by TANF,
which mandates work and lifetime time limits on federal
assistance, and provides block grants to states with few
restrictions. A combination of changes in AFDC and
TANTF, the longest economic expansion in history, sharp
increases in the EITC, and other factors contributed to a
52 percent decline in welfare caseloads between January
1993 and December 1999. After the recession in 2001,
TANF caseloads did not increase substantially from
their historic lows. Real spending on TANF fell by 3.9
percent a year from 2000 to 2008, despite the weakest
economy since the Depression.

e Food stamps (SNAP) experienced highly variable spend-
ing. Between 1994 and 2000, real food stamp expendi-
tures fell to $19 billion from $33 billion, even though
only modest changes to food stamp program rules were
made by the 1996 welfare reform (primarily affecting
immigrant households). The General Accounting Of-
fice concluded that participation fell “faster than related
economic indicators would predict” and speculated that
some former cash welfare recipients thought they were
also no longer eligible for food stamps.? Food stamp
(SNAP) spending has increased sharply since 2000.

e Tax expenditures targeting low- and moderate-income
families have increased substantially. This increase was
driven primarily by EITC expansion. The EITC, which
began in 1975, subsidizes earnings up to a point, after
which it phases out. It has been expanded in Republican
administrations (in 1986 and 1990) and in Democratic
ones (in 1996). In contrast to TANF, the EITC is de-
signed to encourage low-skilled workers to enter the
labor market, since nonearners do not receive the credit
and the EITC amount rises with earnings up to about the
poverty line.

* Disability Insurance spending has grown. Disability
Insurance is a social insurance program administered as
part of the social security system. Rules for eligibility
are stringent and recipients must have substantial work
experience. Less than 40 percent of all applications are
granted benefits. Around 9.7 million people (including
children) receive disability benefits, which cost $118
billion in 2009. Most recipients are pre-tax-and-transfer
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poor. Concerns over rapidly escalating costs have given
rise to periodic “continuing eligibility reviews” that at-
tempt to reduce disability rolls by moving those able to
work back into paid employment. In practice, it may be
difficult to determine how particular health conditions
affect ability to work, and this correlation may also
change over time for some health conditions.

*  Medicaid expanded rapidly. Figure 2 shows outlays on
Medicaid, which provides subsidized medical care for
families with low income and assets or to families with
a disabled member. At over $300 billion, Medicaid out-
lays greatly exceed expenditures on other safety net pro-
grams. The largest share of Medicaid expenditures pay
for nursing homes of the low-income, low-asset elderly.

We make several general observations in reviewing all pro-
gram expenditure trends. First, the U.S. population is aging,
particularly as the baby boom generation reaches retirement.
The elderly also have high voting rates relative to other de-
mographic groups. There is considerable political pressure
to support and even expand programs that provide benefits
to the elderly. Figure 2 shows that Old Age and Survivors
Insurance (commonly called Social Security), and Medicare
(which provides near-universal health insurance for house-
holds over 65), have had upward spending trends in recent
decades. Second, medical care prices have increased rapidly.
The consumer price index for medical care increased 78
percent faster than the overall index between 1979 and 2007.
Third, voters and policymakers appear comfortable provid-
ing support for specific needs such as medical care, food, and
housing, rather than providing unrestricted cash payments to
low-income families or individuals. The growth of Medic-
aid provides evidence for this; over the past 20 years, there
have been far-reaching expansions of Medicaid to low- and
moderate-income families with children. Finally, there are
certain favored groups within the disadvantaged population.
These include the elderly (if for no other reason than their
willingness to vote), children (though not necessarily the
adults that care for them), working individuals, and families
with a disabled individual.

The distribution of income support

We use analyses of data from the Survey of Income and
Program Participation to summarize changes in the level and
distribution of income support.?

What is the composition of poor families?

The percentage of all families in deep poverty (below 50
percent of the poverty line) rose slightly (from 21.1 percent
to 22. 3 percent) between 1984 and 2004. This increase is
entirely attributable to growth in the number of very poor
disabled families and childless families. The growth in the
number of childless families in deep poverty represents a
general increase in the percentage of childless adults in the
United States over this period, rather than a shift downward
in the income distribution within the childless group.
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Source notes can be found in J. K. Scholz, R. Moffitt, and B. Cowan, “Trends in Income Support,” Table 8 A.1, in Changing Poverty, Changing Policies, eds. M.

Cancian and S. Danziger (New York: Russell Sage Foundation, 2009).

What is the targeting of antipoverty spending across
different groups of the poor?

Aggregate expenditures rose fairly sharply from 1984 to
2004 for poor families, including those in deep poverty.
These increases occurred for elderly and childless families,
and particularly for those receiving disability-related ben-
efits. Aggregate expenditures fell, however, for one- and
two-parent families with children who were in deep pov-
erty. These aggregate patterns are driven primarily by an
enormous reduction in AFDC and TANF participation for
families in deep poverty. Around 60 percent of single-parent
families with children and with incomes in deep poverty
received AFDC in 1984 and 1993. Only 24 percent received
TANF in 2004. Similar reductions (from 25 percent to 10
percent) applied to two-parent families with children who
were in deep poverty. Participation in SNAP also fell, though
not as much. Several income sources increased for single-
parent families with children who were in deep poverty,
including EITC benefits, Medicaid benefits, and unemploy-
ment compensation.

How has the targeting of antipoverty spending evolved
over time?

United States income transfer programs are a patchwork, so
families in different categories but with similar incomes can
receive substantially different benefits. The core non-health

safety net programs available to non-elderly, nondisabled
families and individuals, for example, grew by 44 percent
between 1984 and 1993, far faster than the growth in the
number of families. Between 1993 and 2004, however, these
benefits fell in real terms by 13.4 percent.*

Implications of income support changes

The policy developments affecting poor families with chil-
dren were purposeful. The substantial EITC expansions were
made in part with the idea that they rewarded work, augment-
ing the incomes of low-income working families “playing by
the rules.” One goal of “ending welfare as we know it” was
to create a safety net that better reflects the norms of broader
American society. The hope was that by providing states
with greater flexibility and by imposing lifetime limits on
TANF receipt, families would become much less reliant on
welfare. In some sense that hope has been realized—TANF
receipt today is much lower than past AFDC receipt.

When focusing on market income, there are significantly
fewer single-parent families in deep poverty. The reduction in
the number of single-parent families in 2004 is consistent with
TANF achieving at least part of its goals. But these changes
also make benefits less available to poor families with chil-
dren. Those who are either unable or unwilling to work now
have to get by with fewer publicly provided resources.
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Taxation

Figure 3 shows the sum of average effective federal income
and payroll tax rates from 1960 through 2009 for four dif-
ferent family types.’ Between 1960 and 1974, tax burdens
tended to be substantial, and the pattern of average tax rates
was strikingly compressed. The difference in average effec-
tive tax rates between the families with income three times
the poverty line and families with income equal to the pov-
erty line ranged from 6.0 to 9.3 percentage points. By 1974,
average effective tax rates on the representative poor families
exceeded 13 percent.

Average effective rates for families with incomes at the
poverty line fell sharply in 1975 with the implementation of
the EITC, only to rise to their 1974 level by 1983. Payroll
tax rates account for much of this change, rising from 11.7
percentage points in 1974 to 14.3 percentage points in 1986.
Effective average tax rates on one-parent, two-child poor
families were 15.3 percent in 1986, the highest level of taxa-
tion seen over this 50-year period.°®

If the establishment of the EITC in 1975 was the first land-
mark piece of legislation affecting taxation of poor families
with children, the Tax Reform Act of 1986 (TRAS86), which
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was fully phased in during 1988, was the second. Policymak-
ers made an explicit decision to eliminate federal income
taxes on families with incomes below the poverty line. They
further increased the EITC to the point where the maximum
credit in 1987 equaled the real value of the credit in 1975.
TRAS86 also indexed for inflation the EITC, exemptions, the
standard deduction, and brackets.

The tax legislation in 1990 and again in 1993 marked the
beginning of the third important set of developments in the
taxation of poor families, as the EITC increased in six con-
secutive years beginning in 1991. By 1997, the maximum
EITC had increased to $4,887; over $3,100 more than its
level in 1975. A one-adult, two-child family where the adult
was working in a job with poverty-line wages (and filing a
tax return) would have had $4,000 more in disposable in-
come in 1997 than it did in 1986.

The gap in effective tax rates between single, two-child fami-
lies with incomes at the poverty line and married, two-child
families with incomes three times the poverty line is now
45.4 percentage points. As recently as 1986, it was 12.1 per-
centage points. By using the tax system as a tool for antipov-
erty policy, government substantially varies the tax treatment
of families at different points in the income distribution.
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Figure 4. Average tax rate: Federal income tax plus payroll tax (excluding EITC), 1960-2009.

Source: NBER’s TAXSIM and authors’ calculations as described in the text. See http://www.nber.org/~taxsim/taxsim-calc8/ and D. R. Feenberg and E. Coutts,
“An Introduction to the TAXSIM Model,” Journal of Policy Analysis and Management 12, No. 1 (Winter 1993): 189-94.

The most recent major development affecting the taxation
of poor families with children was the adoption in 2001 of
a partially refundable child tax credit. The child credit is re-
fundable for many taxpayers and equals $1,000 per child in
2010. The combination of the child credit (for upper-income
families) and the partially refundable portion of that credit
(for poor and near-poor families) account for the further
reductions in effective tax rates beginning in 2000.

Figure 4 shows the pattern of effective federal income and
payroll tax rates for the same four family types, excluding
the EITC. A comparison of Figures 3 and 4 shows just how
important the EITC is in augmenting incomes of working-
poor households.

The focus of the academic literature

There is likely to be a complicated relationship between pol-
icy developments and academic research on poverty-related
issues. It would be naive, for example, to expect policy to be
entirely driven by research developments. There is consider-
able inertia to policy, due to the nature of funding streams
and administrative infrastructure. If policy rarely changes,
it is unlikely to be responsive to quickly moving research

developments. Moreover, many factors in addition to cost-
benefit and efficiency considerations drive policy decisions.

It would be similarly naive to expect research developments
to be entirely driven by policy trends. Scholars frequently
look forward, anticipating issues that will likely be of future
interest. Policymakers also set policy, at least in part, on the
basis of what they think is right from a normative standpoint.
Economists are trained to focus on the positive (and not nor-
mative) aspects of their work, which may reduce economists’
involvement in policy development. Lastly, rewards in aca-
demia come from making technical as well as policy contri-
butions. Thus, much poverty-related scholarship is devoted
to methodological advances that may or may not have ties to
current policy developments. Given that policy innovation is
rarely a central focus of academic reward systems, we would
be surprised to see an overly strong link between research
topics and policy developments.

Before speculating further on the relationship between pol-
icy developments and academic research, it is useful to first
document the topics that have been the focus of academic
poverty research. We examined nine economics journals us-
ing the following keywords: poverty, poor families, welfare,
TANF, food stamps, EITC, SSI, subsidized housing, public
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housing, WIC (a supplemental nutrition program for Wom-
en, Infants, and Children), Medicaid, training programs, and
child care.”

The ten most popular topics appearing in top-ranked eco-
nomics journals between 1990 and 2010, based on the search
keywords we used, were, in order:

*  Poverty and inequality, 10 percent of the papers;
* Intergenerational linkages, 10 percent;

*  Welfare and welfare reform, 9 percent;

*  Fertility, 8 percent;

*  Education, 6 percent;

*  Employment, unemployment and unemployment insur-
ance, 6 percent;

e Child care, 6 percent;
*  Health, 4 percent;
*  Medicaid, 3 percent; and

*  Wealth or consumption, 3 percent.

The “poverty and inequality” category is even more hetero-
geneous than the other categories and also varies more across
journals and over time than other topics. This category is also
focused, at least in part, on measurement and administrative
issues. The papers on intergenerational linkages are gener-
ally about factors affecting child well-being, though the
category also includes papers measuring intergenerational
correlations between children and parental attributes. The
other categories listed above are largely self-explanatory.

In reviewing the frequency of each topic, we are first struck
by the relatively broad representation of poverty-related
research in top-tier economics journals. Roughly 30 papers
per year appear in top outlets. To some extent we cast per-
haps an inappropriately broad net since, for example, some
of the intergenerational linkages papers have, at best, only a
tangential poverty-related focus. At the same time, our key-
words did not explicitly focus on low-wage labor markets,
education, or a host of additional keywords that might have
generated additional poverty-related papers. So we do not
claim comprehensiveness, even in this fairly substantial list
of poverty-related papers.

Second, we were surprised by the small number of papers
on specific programs. Only Medicaid and welfare or welfare
reform made the top 10 topics list. We do not think it is es-
sential (or even necessarily desirable) for scholarly work
to follow policy trends. Nevertheless, to the extent that re-
searchers would like to influence policy, it seems useful for
research to address issues related to major tax and transfer
program expenditures.

Third, while there is relatively little peer-reviewed work
investigating specific details of the large-budget antipoverty
programs, the general outcomes that are the focus of the
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peer-reviewed scholarly work are what we would expect
to see. Namely, factors influencing child well-being, fertil-
ity decisions, education, employment, and health are, to
us, first-order correlates of economic well-being. It is not
surprising that these topics are the focus of the bulk of
poverty-related writing in economics, but it is nevertheless
encouraging to us.

The IRP Summer Research Workshop

The IRP Summer Research Workshop (SRW) provides a
complementary perspective on academic research on pov-
erty. There are two good reasons for assessing the 20 years’
worth of workshop research, in addition to the fact that the
2010 SRW marked its 20th anniversary. First, our keyword
search making use of EconLit (the American Economic As-
sociation’s electronic bibliography) is necessarily less than
comprehensive. As is clear from the SRW programs, the
applied poverty research community is doing a great deal of
education-related work. This work is only partially captured
by the journal tabulations described above. Second, it is
possible that the organizers of the IRP workshop are more
willing to highlight policy-oriented work than the editors of
leading academic journals. Hence, summarizing the topics
from the SRW gives a potentially valuable perspective on the
focus of and trends in poverty-related research.

At least two issues arise with using the IRP conference as
a window on poverty-related research. First, IRP has con-
straints that arise from its funders. For example, IRP does
almost no work on development and global poverty, so the
IRP workshop has not been a platform to showcase the resur-
gence of program evaluation in developing-country contexts.
Second, the low-income workshop has tried to highlight
work being done by younger, tenure-track poverty research-
ers rather than to necessarily showcase a representative
sample of poverty research being conducted at a given time.
Nevertheless, the SRW programs give insight into poverty
research topics.

Table 1 shows the most popular SRW topics in order, along
with the ranking of each topic according to our journal pa-
per tabulation. The most striking result is the importance of
education-related papers. Fifty-two education papers have
been presented, representing 15 percent of the total number
of workshop papers. We think the fact that education-related
papers are far more common at the workshop than in our
tabulation from academic journals is more a reflection of
our EconLit search strategy than a fundamental difference
between the culture of the SRW and the tastes of academic
journals.

The next tier of papers at the IRP workshop are on employ-
ment and unemployment, welfare reform, earnings and wag-
es, black-white issues, intergenerational linkages, marriage,
fertility, and poverty and inequality. Three of these topics—
earnings and wages; marriage; and black-white issues—do
not appear in the academic journals’ “top 10” topics. We



Table 1
Paper (or Presentation) Topics at the
IRP Summer Research Workshop, 1990-2010

Percentage
of Total Topic Ranking
Number of ‘Workshop from Journal
Papers Papers Tabulation
Education 52 15% 5
Employment and
unemployment 27 8 6
Welfare and
welfare reform 26 7 3
Earnings and
wages 25 7 19
Black-white
issues 24 7 21
Intergenerational
linkages 22 6 2
Marriage 19 5 13
Fertility 18 5 4
Poverty and
inequality 17 5 1
Child care 13 4 7
Job training 10 3 17
EITC 10 3 22
Health 9 3 8
International
issues 9 3 30
Neighborhoods 9 3 24
Migration and
immigration 9 3 14

Total 354

suspect the lack of evidence on earnings and marriage is also
areflection of the specification of our EconLit search. We are
certain that with a more targeted search on wages and em-
ployment affecting low-income families and individuals, we
would have a more extensive set of references. We are less
sure this is the case with black-white issues, as the SRW has
shown sustained attention to black-white differences that, we
think, is likely not mirrored by academic publications.

The third tier of IRP workshop papers comprises child care,
job training, the EITC, health, international issues, neigh-
borhoods, and migration and immigration. Only child care
and health appear on the top 10 list of peer-reviewed paper
topics in economics journals. These topics touch on vital
issues affecting the low-income population. But they share
the characteristic noted with the peer-reviewed papers: few
papers address specific programs. Only 7 percent of SRW
papers address welfare or welfare reform, while less than 3
percent address the EITC. Beyond this, there are few studies
conducting evaluations or studies of specific programs. This
suggests that the absence of studies focusing on specific pro-
grams in peer-reviewed outlets is likely to be a consequence
of people not writing these papers, rather than there being

an abundance of these papers that, for one reason or another,
journal editors are unwilling to print.

The most striking intertemporal pattern that occurs with the
summer workshop programs is the time pattern of papers on
welfare and welfare reform. Over the 20 years, there have
been 26 papers presented on this topic. The first year for this
topic, however, was 1996 (when two papers were presented).
This is the year when AFDC was eliminated and replaced by
TANF, and several years after a large number of state wel-
fare waivers were enacted. Then 24 papers were presented
between 1998 and 2006. None were on this topic in 2007 to
2010. This is clearly a case where policy developments af-
fected research topics.

Does academic research lead or lag policy?

It is not coincidence that work on welfare reform spiked
from 2005 to 2010: research likely began immediately after
the 1996 reforms, but there is generally a substantial lag be-
tween doing research and getting it published. It is also not
surprising there has been a striking surge in education-relat-
ed research in recent years, given the No Child Left Behind
legislation (and we note that education was not a search key-
word). Academic work sometimes also alters the trajectory
of policy, as might be argued in the case of the Family Sup-
port Act in AFDC, the Negative Income Tax debates in the
1960s and 1970s, and in political efforts to cut the EITC in
the 1990s. In general, we think most scholars would say that
they are doing work that should provide useful background
information for policymakers, perhaps identifying problems
that need addressing, even if they are not suggesting specific
policy changes.

We are struck by the broad range of topics that have been the
focus of antipoverty scholarship. Nevertheless, it appears
that policy and academic writing have only modest connec-
tions. We do not necessarily think the modest connection
highlights a problem with academic research. The types of
questions that lend themselves to high-quality academic re-
search may not be the same as those that are central to policy
developments.

Directions for research

Juxtaposing program trends with patterns of academic
research positions us to comment on gaps in the existing
literature. Four come immediately to mind. First, between
Disability Insurance and SSI, over $100 billion a year is
spent on individuals with disabilities. Yet only nine papers
have appeared in leading peer-reviewed economics journals
on disability over the past 20 years and only one paper was
presented at the Summer Research Workshop.® There are a
large number of critical issues that deserve further explo-
ration. Disability caseloads have exploded. According to
unpublished calculations from Rich Burkhauser, rates of
SSI recipiency per 1,000 income-eligible children was 22
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in 1990, and then rose sharply to 65 in 1996, largely due to
the Zebley decision, a Supreme Court case that revised the
childhood mental health impairment eligibility criterion to
be consistent with the criterion that applies to adults. It rose
to 80 by 2006 and is still rising. Further research on factors
affecting SSI and Disability Insurance participation could be
valuable. More work may also be useful in examining the
link between participation in disability programs and take-
up of other safety net benefits. To what degree, for example,
are policymakers and citizens using disability programs to
reduce pressure on other safety net programs? Finally, work
is a centerpiece of safety net programs targeting non-elderly,
nondisabled families and individuals. To what extent are the
lessons that motivated the work-based approach to antipov-
erty policy applicable to the disabled population?

Second, one of the explicit goals of the Personal Responsibil-
ity and Work Opportunity Reconciliation Act (PRWORA),
the 1996 welfare reform, was to increase marriage among
low-income individuals. A great deal has been written on
welfare reform and family structure, and the EITC and fam-
ily structure; the effects appear to be small or nonexistent.
Given the existing body of work, there may just not be much
more to do. But the stakes of enhancing understanding of the
factors affecting marriage and fertility decisions—includ-
ing wage rates, employment, neighborhood characteristics,
crime, and housing arrangements—are high. It is widely be-
lieved that having two adults in the household generally en-
hances child well-being. And in general, an overarching goal
of much poverty research is to discover insights that may
help people to escape poverty, whether through education,
broader dimensions of human capital acquisition, training,
and through choices they make about marriage and fertility.

Third, a striking result is that there are few direct studies
of major programs, including Disability Insurance, SNAP,
housing, and a host of smaller safety net programs. Given
that few such studies have been presented at the Summer
Research Workshop, we suspect the absence of studies on
these topics in top peer-reviewed journals is because they are
not being written. We further suspect high-quality economic
and statistical analyses of these programs could be valuable.
Most importantly, are there changes in program design that
could enhance economic efficiency? To what degree are
programs meeting their intended objectives? What are the
behavioral responses to programs and to what extent do they
mitigate program objectives? In general, we suspect there
is a great deal more to learn about key safety net programs.

Fourth, while the 1996 welfare reform increased work, the
earnings of most individuals who left welfare were still
well below the poverty line, even many years after their
exit. Hence, the degree to which work can be the primary
antidote to poverty depends on the ability of low-skilled
people to maintain employment that, over time, leads to
higher incomes that allow families to be self-sufficient. More
work is needed to develop effective ways of increasing the
earnings of disadvantaged workers. To date, we do not have
the research base needed to sort through approaches policy-
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makers can take to enhance the economic self-sufficiency of
disadvantaged workers. More could usefully be learned on
these issues.H

"For examples of papers characterizing the evolution of antipoverty policy,
see G. Burtless, “Public Spending on the Poor: Historical Trends and Eco-
nomic Limits,” in Confronting Poverty: Prescriptions for Change, eds. S.
Danziger, G. Sandefur and D. Weinberg (Cambridge: Harvard University
Press, 1994), 51-84; J. K. Scholz and K. Levine, “The Evolution of In-
come Support Policy in Recent Decades,” in Understanding Poverty, eds.
S. Danziger and R. Haveman (Harvard University Press and Russell Sage
Foundation, 2002), 193-228; and J. K. Scholz, R. Moffitt, and B. Cowan,
“Trends in Income Support,” in Changing Poverty, Changing Policies, eds.
M. Cancian and S. Danziger (New York: Russell Sage Foundation, 2009),
203-241. For a study of the evolution of antipoverty scholarship, see R. H.
Haveman, Poverty Policy and Poverty Research: The Great Society and the
Social Sciences (Madison, WI: University of Wisconsin Press, 1987), which
examines the content of journals in economics and sociology to examine the
extent to which the War on Poverty affected academic research.

*General Accounting Office, “Food Stamp Program: Various Factors Have
Led to Declining Participation,” GAO/RCED-99-195.

3R. Moffitt and J. K. Scholz, “Trends in the Level and Distribution of In-
come Support,” Tax Policy and the Economy 24, No. 1 (2010): 111-152;
and Y. Ben-Shalom, R. Moffitt, and J. K. Scholz, “An Assessment of the Ef-
fectiveness Of Anti-Poverty Programs in the United States,” in Handbook of
the Economics of Poverty (Oxford University Press, forthcoming) examine
changes in the level and distribution of income support using data from the
1984, 1993, and 2004 Surveys of Income and Program Participation.

“The programs in this calculation are AFDC and TANF, the EITC, general
assistance, other welfare, food stamps, and housing assistance.

We used the TAXSIM program, an Internet tax simulation program
developed by Daniel Feenberg and colleagues at the National Bureau of
Economic Research. See D. R. Feenberg and E. Coutts, “An Introduction to
the TAXSIM Model,” Journal of Policy Analysis and Management 12, No. 1
(Winter 1993): 189-94; and http://www.nber.org/~taxsim/taxsim-calc8/ for
details on the current version of the model. We calculated tax burdens on
four hypothetical families: Two have incomes exactly equal to the poverty
line for that family type in the given year: a single parent with two children,
and a married couple (single earner) with one child. The third “near poor”
family consists of a married couple with two children and an income equal
to 1.5 times the poverty line. The fourth family is a married couple with two
children and an income three times the poverty line. The “effective” tax rate
(in contrast to a “statutory” tax rate) is calculated as total taxes paid divided
by income. We assume that all income in each family is earned, and that the
incidence of the payroll tax is fully on wages.

They were also at their highest level of 13.7 percent for poor married
couples with one child in 1986.

"The nine journals we searched include what are generally regarded to be
the five leading economics journals: the American Economic Review, Jour-
nal of Political Economy, Quarterly Journal of Economics, Econometrica,
and Review of Economic Studies. We also included the four highest quality
next-tier journals in which economists place their poverty-related research:
the Review of Economics and Statistics, the Journal of Labor Economics,
the Journal of Public Economics, and the Journal of Human Resources. We
used EconlLit to search the journals for keywords. We eliminated duplicate
entries, as well as those that were not relevant to the design and understand-
ing of antipoverty programs in the United States.

8We note that we did not search specifically for disability and instead
searched only for SSI, poverty, and poor families, so we might have missed
a handful of papers on Disability Insurance.



Revisiting an old question: How much does parental
income affect child outcomes?

Susan E. Mayer

Susan E. Mayer is Professor of Public Policy Studies at the
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Even casual observers note that the children of affluent
parents are more likely to succeed in life than the children
of poor parents. For example, compared to more affluent
children, poor children:

e Score lower on tests of cognitive skill in early child-
hood;

e Have more behavior problems in school and at home;

* Are more likely to drop out of high school, and those
who do graduate are less likely to enroll in or graduate
college;

*  Are more likely to have children at a young age; and

* Are more likely to be poor themselves when they are
adults.

The most intuitive explanation for this difference is that rich
parents can spend more than poor parents on their children
and that these “investments” lead to better outcomes for
their children. This intuition fit the interests of policymak-
ers looking for simple solutions to alleviate poverty and
its apparent by-products: If poor children fail because their
parents cannot make sufficient monetary investments in their
future, then government can improve the life chances of poor
children by providing families with the means to make the
investments or by providing the investments directly in the
form of schooling, health care, and other human capital in-
puts. Such investments presumably also promote economic
growth as the “higher quality” children grow to adulthood.

Consequently, it is no surprise that by far the most money
spent by the federal government and states on income-
tested programs goes to programs that increase the income
of poor families. While most families benefit from universal
transfers such as education, Table 1 shows that not counting

medical care, the vast amount of income-tested government
spending goes to cash transfers. The combined amount spent
on cash transfers, food stamps, and housing subsidies (which
are near-cash transfers) was almost three times the amount
spent on education, job training, and services for the poor
combined in 2002. Historically the government spent even
less on non-transfer help for families. In 1993, before the
1996 welfare changes took effect, government spending on
income and near-income support for low-income families
was almost four times more than education and services
for the poor. The largest increases in non-income support
programs since TANF has been in services to help parents
work. These include child care and transportation services
for parents receiving TANF. The program today uses only
one-third of the 1996 block grant for cash benefits, the rest
going towards services.

However, poor parents’ inability to invest in their children
is not the only possible explanation for the relationship
between family poverty and child well-being. Other paren-
tal characteristics associated with their poverty have been
implicated, especially parental education and marital status.
Neighborhood characteristics and parental behavior or “cul-
ture” have also been implicated. These explanations argue
for policies other than income support to improve children’s
well-being as adults.

Because our support for the poor largely relies on income
support, I reassess the evidence on the importance of paren-
tal income to adult well-being before comparing the effect
of income to the potential effect of other family background
characteristics and the potential benefits of programs other
than income support for improving the well-being of poor
children.

For many years, research on the relationship between paren-
tal income and children’s outcomes followed the standard
research trajectory of many big questions. First, correlational
studies reinforced the basic observation that poor children
did worse than rich children on an increasing list of out-
comes. Then researchers began to increase the list of covari-

Total (Federal, State, and Local) Spending for Income-Tested Benefits by Form of the Benefit (in Millions of Constant 2002 Dollars)

Fiscal Year Medical Cash Food Housing Education Jobs and Training Services
1973 $44.,485 $57,011 $15,843 $15,519 $7.484 $4,024 $9,128
1993 178,294 93,260 45,309 36,171 18,800 6,649 13,506
1998 214,412 101,403 38,890 37,432 20,068 5,416 18,896
2002 282,468 102,157 39,306 35,566 30,484 7,808 22,215

Source: V. Burke, “Cash and Noncash Benefits for Persons with Limited Income: Eligibility Rules, Recipient and Expenditure Data, Fiscal Years 2000-2002,”

Congressional Research Service, November 25, 2003.
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Table 2

Recent Research on the Effect of Family Income on Years of Schooling®

Estimated Effect of Parental Income

One year of parental income; nonparametric
nonlinear measure of income (quartiles);
controls gender, race, ethnicity, mother’s edu-
cation, other background variables (not test

Instrumental variable model based on changes
over time in parental income net of income
quartile; controls region fixed effects and re-

Compares children in Native American fami-
lies who benefited from Casino profits to non-
Native families that did not benefit; compares
families by number of Native parents, which
determine the size of the income increase;
compare children by age which indicates
length of higher income; uses child fixed ef-
fects for education outcomes.

Study Outcome Data Model Notes
Ellwood and College enroll- HSB, NELS88
Kane ment
scores), and tuition costs.
Acemoglu and College enroll- NLS72, HSB,
Pischke ment NELS88
turns to college.
Akee et al. Educational at- Great Smoky
tainment at age Mountain Study
19 and 21; High of Youth
school graduation
Duncan, Ziol- Years of complet- PSID

Guest and Kalil

ed schooling

Controls parents’ test scores, expectations, per-
sonality variables, mother’s age. Variables for
income in early, middle childhood and adoles-
cence; allows different linear estimates of the
effect of income <$25,000 and >$25,000 and
other functional forms.

Going from 1st quartile (poor) to 2nd quartile
= 10% greater chance for enrollment in 4-year
college; 4% greater chance of enrolling in any
post-secondary schooling. When high school
achievement is controlled for = no differences.
Magnitude of income increase is unknown.

10% increase in income = 1.1% increase in
chance of enrolling in any college and 1.5%
increase in chance of enrolling in 4-year col-
lege. Effects not bigger for poor and possibly
bigger for families in the richest quartile.

No income effect on high school graduation or
educational attainment for never poor children;
for families that were ever poor receiving ad-
ditional income = nearly 1 additional year of
school and 30% greater chance of graduating
high school. Note that the income increase was
$5,000-$10,000/year or 1/4 to 1/3 of income
for most families and as much as 100% for
poor families.

No effect of parental income measured when
child < 5; parental income measured at child
age 6-10, $10,000 increase in parental income
= .65 additional years school for families
<$25,000, no effect for families >$25,000;
parental income measured at age 11-15 = no
effect for families <$25,000, increase of .09
years of school for families >$25,000.

Notes: HSB is the High School and Beyond survey. NELSS88 is the National Education Longitudinal Study begun in 1988. NLS72 is the National Longitu-
dinal Study of the High School class of 1972. PSID is the Panel Study of Income Dynamics. Highlighted papers indicate some attempt at estimating a causal

model.

“Mayer's prior review found that a 10 percent increase in income increased years of schooling by .024 to .104 years.

Studies referenced in this table are: D. Ellwood and T. Kane, “Who Is Getting a College Education? Family Background and the Growing Gaps in Enroll-
ment,” in Securing the Future: Investing in Children from Birth to College, eds. S. Danziger and J. Waldfogel (New York: Russell Sage Foundation, 2000); D.
Acemoglu and J. F. Pischke, “Changes in the Wage Structure, Family Income, and Children’s Education,” NBER Working Papers No. 7986, 2000; R. K. Q.
Akee, W. Copeland, G. Keeler, A. Angold, and J. Costello, “Parents’ Incomes and Children’s Outcomes: A Quasi-Experiment,” American Economic Journal:
Applied Economics 2, No. 1, (2010): 86-115; and G. Duncan, K. Ziol-Guest and A. Kalil, “Early Childhood Poverty and Adult Body Mass Index,” American
Journal of Public Health 99, No. 3, (2009): 527-532.

ates added to standard OLS models predicting the effect of
parental income on children’s outcomes. In the late 1990s,
researchers seriously questioned the causal effect of parental
income.! In 2000 I wrote a review of the research up to that
time.? This article briefly summarizes my primary conclu-
sions on what we have learned since then, and what that tells
us about antipoverty policies.

The research

In this article I focus on the “effect of parents’ income” lit-
erature, which tries to isolate the effect of parental income on
children’s outcomes, in particular the effect of low parental
income on poverty. In this review I consider only research in
the United States.?

Educational outcomes

Research on the relationship between parental income and
educational outcomes can broadly be divided into research
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on general educational attainment and borrowing constraint
for college enrollment.

Studies on educational attainment usually find that an in-
crease in parental income modestly increases the educational
attainment of children. These studies are described in Table
2. In my previous review, I concluded that the evidence sug-
gested that a 10 percent increase in parental income was
associated with .024 to .104 additional years of schooling.*
Most of these effects occur before high school. There is no
strong evidence that the income effects are greater for chil-
dren from low-income families compared to children from
high-income families, or that income effects vary by age of
child.

Borrowing constraint and college enrollment research is
motivated by the fact that going to college is expensive. This
research is summarized in Table 3. Poor families have fewer
resources and more limited access to credit than richer fami-
lies, which should make the children of poor families less



Table 3

Recent Research on the Effect of Short-Term Credit Constraints on College Enrollment

Estimated Effect of Parental Income

Non-parametric nonlinear measures of pa-
rental income (quartiles) measured in adoles-
cence; controls race, gender, mother’s age at
birth, family composition, mother’s education,

Uses a dynamic discrete choice model of
schooling decisions from age 15-24 to sepa-
rate the influence of family income, other fam-
ily background factors, AFQT scores, tuition
and labor market opportunities.

Estimates response of presumably constrained
students to changes in cost of college (proxied
by location of a college in the country) and
opportunity costs (proxied by wage in low
wage industry in county). Estimate 4 models
including instrumental variable and structural

Structural model of schooling decisions allow-
ing for individual heterogeneity, borrowing
limits, parental transfers (inferred from paren-
tal education) and labor market work while in

Income averaged over 3 years; controls student

Study Outcome Data Model Notes
Carneiro and College enroll- NLSY79
Heckman ment and comple-
tion
and student AFQT.
Cameron and College enroll- NLSY79
Heckman ment
Cameron and NLSY79
Taber
models.
Keane; Keane Educational at- NLSY79
and Wolpin tainment
school.
Belley and College at- NLSY79 and
Lochner tendance at age NLSY97

21; High school
graduation

AFQT, race, gender, mother’s age and educa-
tion, family structure, and year of birth.

Parental income has little effect on college en-
rollment net of test scores; about 5% of white
males face a credit constraint to college entry,
less for females and blacks, while similar rate
for Hispanics. Income effects greater for richer
quartiles.

Parental income in high school is weakly
related to college going and does not explain
much of the black-white gap. Parental income
may be more important for educational transi-
tions at younger ages.

No evidence of borrowing constraint in any
model; small measured effects are not statisti-
cally significant.

Parental transfers increase educational attain-
ment but mainly for children of more highly
educated parents. Reducing borrowing con-
straints has little effect on college going but
reduces student labor supply.

In NLSY79 going from Ist to 2nd quartile

(on average about doubling income) = 1.3%
increase in college attendance; in NLSY97 go-
ing from 1st to 2nd quartile = 2.4% increase in
chance of going to college. Effects not bigger
for poor. No effects for high school gradua-
tion.

Notes: NLSY is the National Longitudinal Sample of Youth; there are two samples, one begun in 1979 and one begun in 1997. AFQT is Armed Forces Quali-
fication Test. I combine papers by the same authors that use substantially similar estimation models and come to the same conclusion.

Studies referenced in this table are: P. Carneiro and J. J. Heckman, “The Evidence on Credit Constraints in Post-Secondary Schooling,” The Economic Journal
112 (October 2002): 705-734; P. Carneiro and J. J. Heckman, “Human Capital Policy,” in Inequality in America: What Role for Human Capital Policies, eds.
J. J. Heckman and A. Krueger (Cambridge: MIT Press, 2003); S. Cameron and J. J. Heckman , “Life Cycle Schooling and Dynamic Selection Bias: Models
and Evidence for Five Cohorts of American Males.” Journal of Political Economy 106 (1998): 262-333; S. Cameron and J. J. Heckman, “The Dynamics of
Educational Attainment for Black, Hispanic, and White Males,” The Journal of Political Economy 109, (2001): 455-499; S. V. Cameron and C. Taber, “Esti-
mation of Educational Borrowing Constraints Using Returns to Schooling,” Journal of Political Economy 112, No. 1 (2004): 132-182; M. Keane, “Financial
Aid, Borrowing Constraints, and College Attendance: Evidence from Structural Estimates,” American Economic Review 92 No. 2 (2002): 293-297; M. Keane
and K. Wolpin, “The Effect of Parental Transfers and Borrowing Constraints on Educational Attainment,” International Economic Review 42, 1051-1103; and
P. Belley and L. Lochner, “The Changing Role of Family Income and Ability in Determining Educational Achievement,” NBER Working Paper No. W13527,

2007.

likely to attend college. However, parental income is corre-
lated with parental and therefore student cognitive skill, so at
least part of the gap in college going between children from
rich and poor families is presumably accounted for by differ-
ences in cognitive skill. Most recent research on borrowing
constraints controls for students’ cognitive test scores.

There is little evidence that short-term credit constraint re-
duces college enrollment.’ However, as the costs of college
have increased, the influence of credit constraint may have
increased. Belley and Lochner find that the effect of parental
income is greater using data from the National Longitudinal
Sample of Youth (NLSY) panel that began in 1997, com-
pared to the NLSY panel that began in 1979. Even with the
more recent sample, their estimates imply that almost dou-
bling income for families in the poorest income quartile only
increases their children’s chance of going to college by 2.4

percent.® Even with this small effect, the work demonstrates
that the effect of parental income can change over time as
the factors that influence the importance of money change.

Adult earnings and employment

In my earlier review I noted that research on the effect of
parental income on children’s adult economic status left
considerable uncertainty about the size of the effect but a
best guess was that a 10 percent increase in parental income
would increase a (male) child’s wages by no more than 2
percent per year.” More recent studies find positive effects
of parental income on adult wages and hours worked but
there remains uncertainty about the size of the effect. These
studies are described in Table 4. It appears that we still do
not have sufficient research to draw strong conclusions about
the effect of family income in childhood on adult earnings.
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Table 4

Recent Research on the Effect of Childhood Family Income on Adult Income and Employment*

Estimated Effect of Parental Income

Uses a latent class model that captures dura-
tion, timing and length of exposure to poverty;
controls race, gender, family structure, educa-
tion and employment status of family head.

1 year of parental income; nonparametric non-
linear measure of income (quartiles); controls
gender, race, ethnicity, mother’s education,
other background variables, and tuition costs.

Controls parents’ test scores, expectations,
personality variable. Separate variables for
income in early, middle childhood and adoles-
cence; allows different linear estimates of the
effect of income <$25,000 and >$25,000 and
other functional forms.

Study Outcome Data Model Notes
Wagmiller et al. Employment at PSID
age 25
Ellwood and Earnings HSB, NELS88
Kane
Duncan, Ziol- Earnings, hours PSID
Guest and Kalil worked
Shea Son’s income PSID

Controls father’s education, occupation, race;
whether son lives in urban area and South.
Uses father’s union membership as an instru-
ment for income assuming that, for the same
job, union members earn more than nonunion
workers and union membership is due to luck.

Never poor = 84.2% chance employed, long-
term poor = 65% chance. Families poor some
of the time had same probability as never poor.

Children from 1st quartile earn 19% less than
children from 4th quartile; 3% points of that
is due to demographics, 4.2% points to high
school achievement, 4.4 % points to schooling
and remainder is unaccounted for.

Parental income measured when child <5
years, $1,000 increase in income = 5%
increase in earnings for family income
<$25,000; additional .05% in earnings when
family income >$25,000. No effect when
income is measured at ages 610 or 11-15.
For parental income measured when child <
5 years, $1,000 increase in income = 50 more
annual work hours when income <$25,000;
2 more annual work hours when income
>$25,000. No significant effect for income
measured at later ages.

Effect close to zero and not statistically sig-
nificant.

Notes: PSID is the Panel Study of Income Dynamics. HSB is the High School and Beyond survey. NELSS8S is the National Education Longitudinal Study be-
gun in 1988. Highlighted papers indicate some attempt at estimating a causal model.

“Mayer's prior review found that the best guess is that 10 percent increase in parental income was associated with an increase in adult wages of less than 2

percent.

Studies referenced in this table are: R. Wagmiller, M. C. Lennon, L. Kuang, P. Alberti, and J. L. Aber, “Dynamics of Family Disadvantage and Children’s Life
Chances,” American Sociological Review 71, No. 5, (2006): 847-866; D. Ellwood and T. Kane, “Who Is Getting a College Education? Family Background
and the Growing Gaps in Enrollment,” in Securing the Future: Investing in Children from Birth to College, eds. S. Danziger and J. Waldfogel (New York:
Russell Sage Foundation, 2000); G. Duncan, K. Ziol-Guest and A. Kalil, “Early Childhood Poverty and Adult Body Mass Index,” American Journal of Public
Health 99, No. 3, (2009): 527-532; and J. Shea, “Does Parents’ Money Matter?” Journal of Public Economics 77, No. 2 (2000): 155-184.

Cognitive skill

In my earlier literature review, I concluded that the best
evidence implied that doubling parental income was likely
to increase cognitive test scores by around 0.10 standard
deviations. Two recent papers using different techniques
both find that a $1,000 increase in income is associated with
an increase in cognitive test scores equal to 6 percent of a
standard deviation.® These papers are described in Table 5.
These more recent results are not necessarily inconsistent
with the finding that an exogenous increase in income has a
small effect on children’s cognitive skills. These two studies
consider additional income plus work requirements. Addi-
tional parental income with work may have beneficial effects
by forcing (and enabling) low-income mothers to put their
children into more-structured child care settings, whereas
extra cash in isolation may do little to improve children’s
outcomes.

My updated conclusion is that parental income combined
with work requirements may have a nontrivial effect on the
cognitive test scores of young children in very poor families.
Whether the improvements from an increase in parental
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income are maintained through the remainder of childhood
is unknown.

Implications and issues for future research

When we ask about the relationship between poverty and
child outcomes it is not completely clear whether we are ask-
ing about the low income of poor families or the complex set
of circumstances that results in low income. If we are asking
specifically about the relationship between parental income
and children’s outcomes, a fairly clear answer is emerging:
parental income itself has a modest effect on children’s out-
comes and this effect is not necessarily greater for children
from poor families compared to children from rich families.

In the United States today the poverty of a family has many
causes and these causes rather than the poverty itself may
create problems for children. This means that the policies
that we implement to reduce the consequences of poverty
on children must be aimed at the causes of parental poverty.
If parents were the only source of investment in children,
parental income would have a large effect on children’s out-



Table 5§

Recent Research on the Effects of Income on Cognitive Achievement in Childhood*

Study Outcome Data Model Notes Estimated Effect of Parental Income
Guo PIAT math and NLSY and CNL- Income measures are poverty ratio, years be- No effect of income on PIATS in early child-
reading, PPVT SY (over sample  low poverty line and average income all mea- hood. For adolescents PIAT-R 4.4 points lower
children aged of low income sured birth to when the outcome is measured; if family always lived in poverty; weak income
5-14 families) controls mother AFQT, education and age, effects on PIAT-M. Young children in poverty
race, gender, and prenatal behaviors. four years before PPVT scored 6.9 points low-
er on PPVT, adolescents in poverty all years
before test scored 4.1 points lower.
Dahl and Combined PIAT CNLSY (over Instrumental variable model based on changes ~ $1,000 increase in income raises combined
Lochner math and reading  sample of low in-  in the EITC; controls for age, gender, mother’s reading and math scores by 6% of a standard

Morris, Duncan
and Rodriguez

scores for chil-
dren aged 4-14

Achievement =
parent or teacher
report of child’s
relative achieve-
ment and PPVT;
different mea-
sures at different
ages

come families)

Micro data from
4 experimental
welfare pro-
grams; children
2-15 years old at
random assign-
ment

education, AFQT, and marital status.

Instrumental variable model based on random
assignment into programs. Income data from
administrative records and parent survey.

deviation; effects fade after a year; effects are
bigger for younger children and for children
from poorer families. Note: all low income
sample.

$1,000 increase in income raises achievement
by .01-.06 of a standard deviation for 2 to
5-year-olds, very little for older children.

Notes: NLSY is the National Longitudinal Sample of Youth. CNLSY is the Children of the NLSY. PIAT is the Peabody Individual Achievement Test. PPVT is
the Peabody Picture Vocabulary Test (-R is Revised and -M is Form M). Highlighted papers indicate some attempt at estimating a causal model.

“Mayer's prior review found that doubling parental income increased test scores by around .10 of a standard deviation.

Studies referenced in this table are: G. Guo, “The Timing of the Influences of Cumulative Poverty on Children’s Cognitive Ability and Achievement,” Social
Forces 77, No. 1, (2008): 257-287; G. Dahl and L. Lochner, “The Impact of Family Income on Child Achievement: Evidence from the Earned Income Tax
Credit”; and P. Morris, G. Duncan, and C. Rodriguez, “Does Money Really Matter? Estimating Impacts of Family Income on Children’s Achievement with
Data from Random-Assignment Experiments,” unpublished manuscript, 2004. http://www.gse.uci.edu/person/duncan_g/docs/1doesmoneymatter.pdf.

comes because investments in children would be highly cor-
related with parental income. A talented child born to bright,
diligent, well-meaning parents who are too poor to feed the
family might have trouble in school. When the government
makes this relatively rare, other investments become more
important in determining who succeeds and who does not.
When poor children can get enough to eat but often cannot
afford to go to school, variations in access to schooling rather
than a nutritious diet will predict success. If the government
then requires everyone to attend free public school up to
age 16, variations in schooling after age 16 will predict suc-
cess. Thus if the state equalizes most important material and
pedagogic investments in children, social and psychological
differences between parents and between children will ex-
plain a large percentage of the variation is the success of their
children. The marginal returns to additional parental income
will also fall. In the United States, antipoverty programs have
largely focused on income support for poor families. But di-
rect government investment in low-income children has also
increased. Over the last 30 years or so in the United States,
subsidies for child care, per-pupil expenditures for primary
and secondary schooling, and college tuition aid have all
increased. Government investments tend to increase total
investment and equalize child outcomes.’ In this context fu-
ture efforts to reduce the effects of poverty should be aimed
at ameliorating the causes of parental poverty.

It is also not entirely clear what the goal of policy might
be when it comes to poverty and children, which is to say

that we have conflicting ideas about equality of opportunity.
Would we be satisfied with policies that resulted in children
of parents who were ever poor having the same probability of
outcomes as the children of parents who were never poor? Or
is the goal to reduce poverty in the next generation by reduc-
ing the effect of poverty on the current generation of children
and thereby reduce the “cycle of poverty?” These are two
very different goals requiring entirely different policies.

The difference in the outcomes of children who were ever in
a poor family and children who were never in a poor family
are not as different as most statistics on the effect of poverty
on child outcomes suggest. A short bout of poverty has little
lasting effect on children. Long-term poverty is harmful but
it is harmful partly because of endowments. To assure that
the outcomes of chronically poor children are equivalent to
the outcomes of never poor children would take a set of poli-
cies that provided intense services and aids to these children.
The income transfer programs that we currently rely on are
unlikely to accomplish this goal even if they were made
much more generous.

If our goal is to prevent poverty in the next generation by
preventing the children of the poor from growing up to be
poor, we might be able to accomplish it with a combination
of education, training, and services that would maximize the
employability of such children. We could also try to reduce
the number of children who grow up “at risk” of becoming
poor by increasing the number of families that “follow the
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rules” by, for example, graduating high school, marrying,
and working full time. However, neither of these strate-
gies is likely to make much of a dent in poverty in the next
generation. A good back-of-the-envelope estimate is that if
we could have ensured that every child born in the 1960s or
1970s grew up in a household with both parents and with at
least one parent employed full time, the poverty rate for these
children once they were adults would decline by 10 percent
to 15 percent. That is not a trivial amount, and this figure
could probably be increased somewhat with even more ener-
getic and effective government efforts to improve poor chil-
dren’s outcomes. It is impossible to reduce the future poverty
rate appreciably by correcting the behavior of current parents
because most children who will grow up to be poor do not
live in poor dysfunctional families.'

The fact that children from “low-risk” families account for
most of tomorrow’s poor adults is what we call the “poverty
prevention paradox.”'' Adults who graduate high school,
work full time, and marry have a very low risk of being poor.
But having parents who do these things does not assure
that their children will do them. Even children from “good”
families become poor and there are so many more of these
families that the poor families of the future mostly come
from these “low-risk” families.

Unfortunately we do not yet have sufficient high-quality
research to understand the relationship between parental
poverty and children’s outcomes. This is partly because we
have not defined the question well and partly because we
have a paucity of relevant research. In particular, more work
is required in five areas:

1.  We need more research on the relationship between pa-
rental poverty and the factors that cause parental poverty
on adult outcomes of children. It is easy to imagine that
if poverty influences childhood outcomes such as cog-
nitive skill or behavior problems, it will also affect the
adult outcomes that are correlated with cognitive skill or
behavior. But these pathways can prove to be very weak.

2. We need to assess the effect of childhood circumstances
on a broader range of adult outcomes, notably marital
status or adult relationships.

3. We need more causal research on factors associated
with poverty such as parental mental and physical heath,
marital status (or the complexity of parental relation-
ships), and drug and alcohol use, and we need research
that tries to model complex clusters of circumstances.
Some research on multiple risk factors tries to do this
but these models are in an early stage of development
and often lack strong theory.

4. In terms of policy we need more research on the long-
term effects of programs and we need better compari-
sons of effects across programs. We especially need to
look carefully at programs in adolescence and programs
that specifically are aimed at increasing employability
and earnings rather than cognitive skill.
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5. We have surprisingly little research on the noncognitive
skills developed in childhood that are associated with
adult labor market success and relationship stability. B

'D. Blau, “The Effect of Income on Child Development,” Review of
Economics and Statistics 81, No. 2, (1999): 261-276; G. Duncan and J.
Brooks-Gunn, “Urban Poverty, Welfare Reform, and Child Development,”
in Locked in the Poorhouse: Cities, Race, and Poverty in the U.S., eds. F.
Harris and L. Curtis, (Lanham, MD: Rowman and Littlefield, 1998): 21-32.
These studies used sibling fixed effects to control unobserved heterogene-
ity. S. Mayer, What Money Can’t Buy: Family Income and Children’s Life
Chances (Cambridge: Harvard University Press, 1997), which assesses
the causal effect of parental income, and an edited volume by Duncan and
Brooks-Gunn, G. J. Duncan and J. Brooks-Gunn, eds., Consequences of
Growing up Poor (New York: Russell Sage Press, 1997), emphasize non-
linearity and other methodological problems with previous research and
attempt to overcome some of these problems to produce better estimates.

’S. E. Mayer, The Influence of Parental Income on Children’s Outcomes,
Report to the New Zealand Ministry of Social Development, 2002. http://
www.msd.govt.nz/about-msd-and-our-work/publications-resources/re-
search/influence-parental-income/index.html

3All of the research estimates the marginal benefit of income; that is, the
benefit of additional income given all the earnings, cash and non-cash trans-
fers that families already have. If the effect of parental income is nonlinear,
the effect should be smaller in societies where on average families are richer
whether they are richer because of greater earnings or greater cash or non-
cash transfers. This makes understanding differences in the estimated effect
of parental income across countries difficult.

“Mayer, The Influence of Parental Income on Children’s Outcomes.

’See P. Carneiro and J. J. Heckman, “The Evidence on Credit Constraints
in Post-Secondary Schooling,” The Economic Journal 112 (October 2002):
705-734; P. Carneiro and J. J. Heckman, “Human Capital Policy,” in In-
equality in America: What Role for Human Capital Policies, eds. J. J. Heck-
man and A. Krueger (Cambridge: MIT Press, 2003); S. V. Cameron and C.
Taber, “Estimation of Educational Borrowing Constraints Using Returns to
Schooling,” Journal of Political Economy 112, No. 1 (2004): 132-182; M.
Keane, “Financial Aid, Borrowing Constraints, and College Attendance:
Evidence from Structural Estimates,” American Economic Review 92, No.2
(2002): 293-297; and M. Keane and K. Wolpin, “The Effect of Parental
Transfers and Borrowing Constraints on Educational Attainment,” Interna-
tional Economic Review 42 (2001): 1051-1103.

°P. Belley and L. Lochner, “The Changing Role of Family Income and Abil-
ity in Determining Educational Achievement,” NBER Working Paper No.
W13527, 2007.

"Mayer, The Influence of Parental Income on Children’s Outcomes.

8G. Dahl and L. Lochner, “The Impact of Family Income on Child Achieve-
ment: Evidence From the Earned Income Tax Credit,” NBER Working
Paper No. 14599; and P. Morris, G. Duncan, and C. Rodriguez, "Using
Welfare Reform Experiments to Estimate the Impact of Income on Child
Achievement," unpublished manuscript, Northwestern University, 2004.
Both papers use techniques to control unobserved heterogeneity and focus
on low-income populations.

°S. E. Mayer and L. Lopoo, “Government Spending and Intergenerational
Mobility,” Journal of Public Economics 92, No. 1-2 (2008): 139-158; and
S. E. Mayer, “How Did the Increase in Economic Inequality Affect Educa-
tional Attainment?”” American Journal of Sociology 107, No. 1 (2001):1-32.

19]. Ludwig and S. E. Mayer, “‘Culture’ and The Intergenerational Transmis-
sion of Poverty: The Prevention Paradox,” The Future of Children 16, No.
2 (2006): 175-196.

"Ludwig and Mayer, “‘Culture’ and the Intergenerational Transmission of
Poverty.”
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This article is about how applied microeconomics and ap-
plied econometrics have changed over the last 20 to 40
years, as reflected in their conceptualization and evaluation
of initiatives to improve the welfare of lower income popu-
lations. I define such initiatives broadly to include research
on: welfare provisions, poverty alleviation (including family
income support), job training, education for poorer families,
housing, and community development.

I am neither an economist nor a historian of science. I
have not been trained in economic theory or in any of the
econometric methods microeconomists use most. And while
professional historians can construct a coherent narrative
and remain sensitive to the many nonrealized futures that
might have emerged, I cannot do this and will doubtless
construct a history whose causal links seem more inevitable
than they really were. To add to the embarrassment, I have
not conducted systematic content analyses of past writings in
applied microeconomics or applied econometrics. Reported
here are merely personal impressions.

So why read on? Voltaire was fond of criticizing conditions
in France. One way he did this was by inventing creatures
from outer space who visited France and reported on what
they saw there, as in Zadig or Micromegas. Underlying this
version of the comparative method is the assumption that
outsiders are particularly able to identify the big assump-
tions that insiders take for granted. My conceit is to pose as
an outsider parachuting into certain parts of microeconomics
and econometrics in order to identify and comment on big
assumptions and how they have changed.

Substantive changes

In this first section, I discuss what we might call substantive
issues in poverty and welfare research.

The shift away from labor economics to a broader set of
substantive topics

The substantive concerns of applied microeconomists have
become broader and less dependent on labor economics and
studies of family income support, welfare rolls, job training,
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and other aspects of the low-end labor market. Up to about a
decade ago, issues like the above were dominant, and labor
economics was king. More recently, studies of welfare and
family income support have declined in frequency, perhaps
because of the implementation of Temporary Assistance for
Needy Families, expansion in the Earned Income Tax Credit,
and decreases in welfare rolls. Studies of the low-end labor
market have also become less numerous, especially evalua-
tions of the effectiveness of job training strategies—a major
enterprise until about 1995. Individual job training evalua-
tions are now rarer, perhaps in part because they generally
failed to find large, sustained effects on subsequent employ-
ment or family life. Recent work on job training has gravi-
tated towards synthesizing the policy and methodological
lessons learned from past studies in job training.!

National policy agendas have now changed, and topics such
as education, criminal behavior, and housing are receiving
considerably more attention from economists. An institu-
tional change has also accompanied this shift in fields of
interest. Many of the economists doing this work are to be
found in Schools of Public Policy, Schools of Social Work,
and Schools of Education, rather than in Departments of
Economics. Microeconomists long ago made the shift into
Schools of Business, where they work on issues of labor,
organizational, financial, and institutional economics.

The shift to other countries

Poverty research topics have also shifted away from research
in the United States to research abroad. Some of the interna-
tional welfare research has taken place in Western Europe or
the Organization for Economic Cooperation and Develop-
ment (OECD) countries. Much of this work is survey-based
and descriptive-comparative, like the Luxemburg Income
Study, but some is also experimental.> However, the most
fundamental changes are taking place in developing coun-
tries. The last two decades have witnessed an explosion in
the vigor and rigor of developmental economics, as well as
in the willingness of developmental economists to structure
their work around microeconomic theories and methods.
This has weakened the formerly dominant tradition based on
designing and evaluating large capital improvement projects.
More recent are smaller, locally grounded initiatives often
evaluated using randomized control trials. More and more
developmental economists are using theories and methods
I associate more with microeconomics than macroeconom-
ics. Playing a role in this internationalization of research is
probably the internationalization of graduate education in
economics over the last 20 years. Many of the economists
leading the charge are not American-born, though most were
trained in the United States.
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The findings of this international work have not gone un-
noticed in American welfare policy. One example is the
substantive interest in providing poorer families with micro-
credit, following the model of the Grameen Bank. Another is
using conditional cash transfers to shape the education-rele-
vant behavior of both students and their caregivers. Indeed,
the influence of Progresa/Opportunidades from Mexico on
the New York conditional cash transfer program is pub-
licly acknowledged.®> We should hope that North American
policymakers continue to scan foreign research for leads
to improving American poverty policy, realizing that many
specifics will need to be adapted to fit our unique national
circumstances.

The multidisciplinary shift

A third change is worth noting—the growing use of study
outcomes and substantive explanatory processes that are
not traditionally considered economic. Some of this change
comes from within economics, particularly from behavioral
economics. As a subfield, it mirrors two concerns that other
disciplines have long voiced about neoclassical theory: the
assumption that individuals have access to, and fully use, all
the information potentially pertinent to a decision; and the
assumption that profit-maximization is the prime motivator
of individual human behavior. Often inspired by cognitive
psychology, the many demonstration studies in behavioral
economics reveal individuals who consistently fail to respect
formal logic when making decisions and who instead rely on
many different cognitive shortcuts.

Behavioral analysis also reveals that individuals and groups
do not act only, or sometimes even primarily, to maximize
their own financial benefit. For example, nearly half of the
families offered a housing voucher in the Moving to Op-
portunity for Fair Housing demonstration program (MTO)
did not obtain a lease.* While some of this was attributable
to delays in finding suitable housing, some was also because
families realized that they did not want to leave their social
ties and face the possible social isolation of more affluent
settings (which often have limited access to affordable trans-
portation).

I do not want to exaggerate the extent to which concepts
from other disciplines have already seeped into microeco-
nomics. To most social scientists, economists still speak a
strange language, while most microeconomists believe that
their training arms them with flexible theoretical and meth-
odological tools that can quickly get them to the heart of any
research matter. Bringing knowledge from other fields to
bear on economic research requires a great deal of coopera-
tion between individuals from disparate disciplines.

Methodological changes for causal analysis

Methodology is a broad construct and in the space available
it must be dealt with extremely selectively. I concentrate
here on causal issues. The biggest change over 40 years
in econometrics applied to poverty research has been the
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movement away from statistical control to design control.
A large part of this is the movement away from multivariate
modeling towards methods that test the impact of one or a
few potential causes while making assumptions that are as
few and as transparent as possible. In this movement, the
role of the randomized clinical trial has been fundamental,
and over the last 40 years many more studies have been
conducted using this method.” Random assignment is also
the foundation of Rubin’s influential causal model cited by
many microeconomists.’

Over the shorter period of the last 20 years or so, the main
changes have been within the experimental agenda. One
change is towards marginal improvements in the theory and
practice of randomized experiments. Another is towards
exploring nonexperimental design and analysis options that
result in minimal selection bias.

The randomized control trial

Randomized control trials crept increasingly into welfare
studies during the 1970s and early 1980s and then became
quite common.” Partly it was because of their impeccable
statistical pedigree, and their high reputation in the eyes of
many policy officials already acquainted with them through
agriculture and medicine. The acceptance was likely ad-
vanced by work done by the social policy research organi-
zation MDRC, and to that organization’s effective strategy
for disseminating what it learned about poverty programs
and their evaluation. The surge of randomization was also
partly attributable to increasing evidence that other nonex-
perimental strategies were often ineffective in controlling for
selection. Simple regression methods came under attack for
reasons of hidden bias. Instrumental variables were faulted
for their failure to show that the exclusion restriction held in
real research examples. And Heckman-type selection models
consistently failed to reproduce the results of randomized ex-
periments. As old certainties were undermined, randomized
experiments seemed to be one of the few things worth doing
in order to determine causality.

Of course, critics of the flight to random assignment
emerged, particularly among old guard econometricians and
microeconomists with decades of experience using the very
methods now being denigrated. They believed their own
preferred methods to be more generalizable, since they were
not limited to manipulable causal agents and to settings and
persons willing to volunteer for random assignment. Their
methods could often be used with extant datasets, particu-
larly longitudinal ones, seeming to make them less expensive
than launching a randomized trial. They also saw their own
model-based methods as producing results that could be val-
idly extrapolated to populations, settings, and times different
from those actually studied.®

Advocates of randomization took some of these objections
seriously. They too were concerned that many individuals
do not take up treatments offered them, leading Angrist,
Imbens, and Rubin to prove that random assignment can be



used as an instrumental variable for estimating the effects of
actually receiving a treatment as opposed to being offered it.’

Other issues taken seriously by randomization advocates
included differential attrition, the proper computation of
statistical power, and the need to be specific about the popu-
lations to which results could be generalized. Some of these
practical problems in implementing or analyzing experimen-
tal data were completely or partially solved. Other problems
have been acknowledged yet remain unsolved. The most
serious of these is the inability to explain why or how effects
occurred using conventional statistical methods—except
where random assignment is the instrumental variable for
examining the effects of a single mediator.

One continuing criticism of randomized experiments is the
lack of external validity; in practice, many randomized trials
are limited to a single historical time, one set of human popu-
lations, one set of social settings, one way of implementing
the treatment, and often one way of measuring the outcome.
Moreover, for ethical reasons, most experiments are limited
to those who volunteer to be in the study and who know of all
the treatments to which they could have been assigned. An
obvious response is to note that randomized experiments aim
to maximize internal validity and, if properly implemented,
they do this well. They were not designed to foster external
validity, and so why blame them for not doing what they are
not meant to do? However, this merely admits the method’s
limited range. It acknowledges that, by itself, random assign-
ment is irrelevant to selecting the cause and effect variables
worth study, to conducting correct statistical tests, and to
incorporating a useful set of persons, settings, and times into
the study sampling design. It even acknowledges that certain
biases might be repeated across a broad array of experi-
ments—for example, all are limited to volunteers.

Another criticism of random assignment studies has to do
with causality; it is nearly impossible to identify all the
contingencies on which any particular cause-and-effect re-
lationship depends. Thus, it is extremely likely that in other
circumstances, similar manipulations of what appears to be
the same cause will lead to a different effect. While we need
practical new ways of thinking about causal contingency
at the research design stage, this only highlights two other
deeper problems. One is the mismatch between the manipu-
lability theory of causation that underlies random assign-
ment, and the more explanatory theory of causation to which
most philosophers of science and many practicing natural
and social scientists adhere. Randomized experiments serve
to describe causal connections and not to provide an expla-
nation of them. A very large experiment is still a single case
study of a quite particular treatment, under a restricted set
of all the possible conditions that might affect the size and
direction of its effects.

Although a single causal mediator can be tested using ran-
dom assignment as the instrumental variable, testing more
elaborate causal models is only possible by relaxing current
standards of evidence. While such relaxation would be unac-

ceptable to most microeconomists, Manski has questioned
the value of unbiased causal findings if achieving them re-
quires selecting populations of persons, settings, and times
that have little or no relevance to policy actors.'’In this view,
policy research should first determine who the policy audi-
ences are, and then learn what each needs to know about a
given population in a given setting before choosing methods
that depend on the kind of questions asked. If they happen
to be causal, questions should be addressed using whatever
blend of experimental design and statistical manipulation
permits capturing all the cause and effect constructs, as well
as all the populations, settings, and times that surfaced when
formulating the policy problem. Implicitly to be avoided is
deliberately limiting oneself to questions that are causal, or
to only using experiments to test cause, or to tailoring the
experiment’s sampling and measurement design solely to
accommodate implementing the randomized experiment,
come what may. Then, the desire to do an experiment takes
precedence over meeting the necessarily contextually em-
bedded causal knowledge needs of specific policy audiences.
The cart precedes the horse.

I suspect that very few young microeconomists would
be open to this criticism, so strong is the current ethos to
privilege internal over external validity. Logically, it is cor-
rect that one should be sure of a causal connection before
seeking to generalize it. But in the real world, trade-offs are
common and one might benefit from asking: If a particular
randomized experiment marginally increases certainty about
cause, is this worth the more limited generalization that
often results? Of course, no perfect answer to this question
is possible, and enlightenment comes more from examining
specific instances of the trade-off than from abstract rumina-
tions about it. Nonetheless, I suspect that forging any kind
of a compromise with younger microeconomists will not be
easy. Without randomization, they can rarely be sure of no
or minimal causal bias; and Manski’s bounds require more
assumptions and create less “certainty” than many applied
microeconomists are now willing to accept. Still, it is worth
having a debate about the conditions under which internal
validity is more important than external validity in concrete
research applications. Before this can happen, at least two
preconditions would be helpful; clarification about the many
meanings of external validity, and the willingness of applied
microeconomists and econometricians to consider a quite
broad range of alternatives to the randomized control trial.!!
I report on some of these alternatives below.

Nonexperimental alternatives

Most microeconomists interested in poverty came to believe
early in the virtues of various forms of causal modeling, that
they were more flexible, comprehensive, and theory-linked
than a tool like random assignment. Also, they were atten-
tive to their econometrician colleagues who, from the 1970s
to the later 1990s, pursued a very visible agenda to discover
ways of justifying causal inferences from observational data
that, to varying degrees, required substantive theoretical as-
sumptions. One direction this agenda took was towards the
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use of instrumental variables, given convincing proof that
strong instrumental variables can reduce all selection bias on
observed and unobserved variables. This led to countless and
often unfruitful debates about the dependability of individual
causal conclusions, especially about whether the restriction
assumption was met. Other econometricians took to linking
instrumental variables to various other assumptions designed
to deal with selection bias. The foremost theorist of such
selection models was James Heckman who, between about
1980 and 2000, created many such models in hopes of dis-
covering a general theory of how to achieve unbiased causal
inference from observational studies. However, this agenda
failed to fulfill its promise, and the considerable excitement
about it had abated by the turn of the century, when many
microeconomists came to feel the need to explore a different
and more modest causal agenda. First, they advocated doing
more randomized experiments. When these could not be car-
ried out, they next turned to the causal techniques discussed
below that are of limited scope when compared to the earlier
econometric agenda. Nonetheless, they were gradually able
to develop a toolbox with many different tools for causal
design and analysis, each limited in its range of applica-
tion but collectively covering many situations where causal
knowledge is needed.

One causal tool that emerged was the natural experiment.
These are like randomized experiments in that the potential
cause is considered to be exogenous to the processes other-
wise generating variation in the outcome. Taking advantage
of exogenous variation had long been a staple of interrupted
time-series studies such as those on the effects of natural
disasters or of macroeconomic shocks. However, natural ex-
periments are intrinsically opportunistic and cannot be used
often enough to function as a major knowledge-building tool
about human behavior, especially when one needs to know
about the effects of human-controlled interventions. This is
because first impressions of exogeneity can be deceiving;
some interventions occur in order to respond to prior perfor-
mance. When causal agents are embedded in ongoing social
or economic systems, all claims to be studying a natural
experiment require close scrutiny.

The next observational study discovery was of the regression-
discontinuity design (RDD). As I have described elsewhere,
this was discovered in the 1970s but rarely used in econom-
ics until the 1990s.'% It is applicable when an intervention is
offered to all those on one side of a quantitative cutoff score
that has been used to determine treatment assignment. This
design came to be seen as an unbiased causal tool for use
in the many contexts where allocation to a scarce resource
is based on some quantified need, merit score, birthdate,
or on a “first-come, first-served” basis. By now, RDD is in
every younger microeconomist’s toolbox. However, it too is
limited in scope, as it requires treatment allocation to occur
at a single point on an assignment variable where the causal
impact is estimated. While some interventions are allocated
this way now, and more could be in the future, it is not yet
the norm in welfare policy.
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Much more flexible is matching, trying to use a study’s
sampling and measurement design to mimic the initial group
comparability that random assignment achieves. With ran-
dom assignment, the comparability is on all observed and
unobserved variables, whereas with matching it is only on
observed covariates. The matching agenda in applied econo-
metrics has been extensive, including comparative work on
different ways of creating matches. But the most visible
effort has been with propensity scores, primarily developed
by the statistician Donald Rubin."* Propensity scores entail
constructing multi-item composites that predict selection
into treatment. The point is to balance the propensity scores
across the nonequivalent populations being examined and
then adjust the study outcomes for the influence of the
scores. Balance entails that all scores in the treatment and
comparison group fall within the same range so that they
totally overlap and create an area of common support.
However, since propensity scores do not explicitly handle
hidden variable bias, they cannot guarantee removing all
selection bias and have received a mixed reception among
applied econometricians and microeconomists. One reason
for concern comes from the many within-study comparisons
in job training that compare the results from a randomized
trial to those from a statistically adjusted quasi-experiment
with the same treatment group, but with a comparison group
that was nonequivalent prior to matching. Propensity scores
did not reproduce the experimental results in any of these
comparisons.!*

However, in empirical comparisons outside of job training,
propensity score studies have recreated experimental results
in several specific contexts.!® A strategy for better propensity
score practice is emerging, but is not yet definitive. This
strategy involves first using theory, literature reviews, or pi-
lot studies to develop several different selection models that
seek to mimic the unknown true selection process. The key
variables in each model are then measured reliably prior to
treatment. Measures from other domains are also included
among the covariates in order to increase the chances of
obtaining measures that correlate with any individually un-
measured variables that might account for some part of the
selection process that is correlated with the outcome. Only
after covariates have been collected that seek to index both
the true selection model and other forces with no known link
to selection should the propensity score be computed. As the
job training literature shows, propensity scores do not work
universally. However, when carefully done in large sample
work, they have sometimes been shown to nearly reproduce
experimental causal estimates, and we now also have some
idea of the conditions under which they are most likely to
do so. So propensity scores rightly deserve to be in many
microeconomist’s causal toolbox, albeit for use with great
care. The current dirty secret, though, is that propensity
scores have rarely done better than careful simple regres-
sion analysis with the same covariates. The empirical case
for propensity scores is therefore limited and mostly derives
from the fact that they do not depend on extrapolation. Caus-
al influence is instead limited to where estimated propensity
scores overlap across the treatment and comparison groups.



Another causal tool is interrupted time series. Economists
have used this almost exclusively with archival data, but it
can also be used with original data collection at least in sin-
gle case studies, as has been done in studies of special educa-
tion.!® Interrupted time series is the obvious methodology for
evaluating changes in laws and regulations, and was recently
used to evaluate the impact of No Child Left Behind at both
the state and national levels and also at the national level
through comparing all public school students with students
in two comparison series (all Catholic private schools and all
non-Catholic private schools).!” In job training, employment
and wage data have been used over many quarters both prior
and subsequent to an intervention.'®

With a single interrupted time series design, causal interpre-
tation is only possible when the pre-intervention functional
form is very clear, the effect is very large and occurs imme-
diately after the intervention, and the time intervals are quite
close to each other. These are daunting requirements. In most
interrupted time series work, one or more comparison series
are necessary in order to test whether intercepts and slopes
change differentially from before to after an intervention.
Such comparison series will not always be forthcoming,
especially with changes at the national level. Comparison
series can also be constructed from non-equivalent de-
pendent variables rather than non-equivalent comparison
populations. Ross et al. showed this in evaluating the British
Breathalyzer data where traffic deaths and serious injuries
were assessed during the hours when pubs were open and
immediately after, and then compared to deaths and injuries
during the hours when pubs were closed and thus drinking
and driving were less prevalent.'

Although it would be an overstatement to claim that com-
parative interrupted time series studies are common in ap-
plied microeconomics (except in some areas of finance), I
suspect that it is only a matter of time before they experience
a renaissance like that of RDD. At present, interrupted time
series is a very minor tool in the applied microeconomist’s
toolbox, but its potential for future utilization is high, albeit
in arestricted set of circumstances where new laws or regula-
tions are passed, where relevant administrative data exist (as
is increasingly the case), where a no-treatment comparison
series is available, and where no immediate policy answer
about effectiveness is required.

Conclusions

In my view, we have witnessed over the last 20 to 40 years a
shift in the substantive concerns of applied microeconomists
interested in low-income populations. The dominance of
labor economics and issues of unemployment, job training,
welfare, and family income support has now ended. There
is growing research interest in education, housing, criminal
behavior, community and neighborhood development, and in
policy lessons from other rigorously-studied countries. Also
beginning to enter the field are cognitive, motivational, and
social-network insights from qualitative sociologists who

study poorer families at the ground level, plus an interest in
individual and collective outcomes and explanatory concepts
that most often come from sociology and individual and
developmental psychology. Applied microeconomics seems
broader today than 20 or 40 years ago, and slightly more
integrated into the other social sciences.

The shift in method preferences has been considerable.
Forty years ago, the use of instrumental variable analyses,
complex selection modeling, and substantive modeling using
simple regression were rampant. Now, they are noticeably
less dominant, each subject to both theoretical and empirical
attack. They have been partly replaced by the growing use
of randomized control trials, and by research into improv-
ing the design, statistical power, and statistical analysis of
those experiments. Also apparent is growth in observational
study methods based on approximating the structure and
logic of randomized experiments. Especially notable here
is growth in RDD, propensity scores, and other matching
methods, but we should also remember natural experiments
and interrupted time series methods. The modern applied
microeconomist now has a better provisioned causal tool
chest than ever before. Each of the newer tools is limited in
when and where it applies, but collectively the range is quite
large. Microeconomists seem to have given up on develop-
ing a general theory of selection control. It is as though the
field went from searching for one big arrow to fill a small
but elegant quiver to requiring many causal arrows that col-
lectively require a larger and certainly more ungainly quiver.

I suspect there are still some issues with which applied
microeconomists interested in poverty and welfare need
to struggle. One is the conflict between the manipulability
theory of causation that underlies the field’s thinking about
causation, and the contrary belief that this particular theory
is not as useful or comprehensive as other theories of cause.
Science has always put a higher premium on the identifica-
tion of novel causal mechanisms with broad applicability,
compared to the identification of a specific link between a
particular treatment and a particular outcome. The second
challenge concerns the value of placing so much emphasis
on achieving the last bit of uncertainty reduction about in-
ternal validity if this compromises external validity. In pure
logic, internal validity is a necessary condition for external
validity. However, practice in applied microeconomics is
more concerned with satisfying the knowledge needs of
specific consumers, especially policymakers, who tend to
be less interested in the compulsive elimination of all uncer-
tainty about cause, and more interested in learning whether
a given causal result applies to the specific groups, settings,
and times for which they are responsible. Applied microeco-
nomics currently seems willing to tolerate many losses in
external validity. But is this the right trade-off? In the case of
experiments, this trade-off may mean that causal conclusions
are limited to volunteers who are aware of the different treat-
ments. In some observational studies, this trade-off favors
gaining causal knowledge about discrete entities rather than
about combinations of factors that more strongly affect hu-
man behavior, such as the combination of housing, family,
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neighborhood, and school factors in child and youth stud-
ies. The current causal strategy in applied microeconomics
seems like a way to identify mostly small or null effects, and
like an invitation to study convenient causal agents instead of
serving as a test-bed for truly bold thoughts.m
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