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1. Introduction

In recent years, there have been enormous changes in many of the tax and transfer programs
that affect angle mothers. These changes have dramatically increased the incentive to work. Between
1984 and 1996, red dollars received through the Earned Income Tax Credit (EITC), which go
primarily to working families with children, increased more than ten-fold. Likewise, between 1984 and
1994 the number of children receiving Medicaid increased 77 percent, while the number of covered
adults with dependent children increased 35 percent. These Medicaid expansions primarily affected
non-welfare families with incomes near the poverty line, making work more étractive for low-income
sngle mothers. In the last few years nearly every state has experimented with changesinitswefare
programs, often under waivers of the existing program rules. Many of these changes have imposed
work requirements, time limits, or other measures to encourage single mothersto work. Findly, there
have been recent increases in child care funding and job training for Sngle mothers. These program
changes combined to greetly increase the incentive for angle mothers to enter the workforce. This
paper examines whether these policy changes have been effective in encouraging more women to work.
More precisely, we calculate the effect of each of these program changes aswell as severa others on
the employment and hours worked of single mothers.

During this 1984 to 1996 period in which sngle mothers experienced a dramétic increase in the
incentive to work, their weekly employment increased by about six percentage points, and their annua
employment increased by nearly nine percentage points. Over the same time period, both weekly and
annua employment for a plausible comparison group, single women without children, decreased by
about one percentage point. The increases in employment were larger for sngle mothers with children
under six and occurred primarily after 1991.

Understanding the relationship between the changes in government polices and the increasesin
the labor supply of single mothersisimportant for severa reasons. Fird, thereislittle previous work

that estimates the effects of the EITC, Medicaid, or wefare changes on whether sngle mothers work.
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The only paper which directly examines how the EITC affects sngle mothers labor supply is Eissaand
Liebman (1996), which examines the effect of the Tax Reform Act of 1986. In his discussion of the
labor supply effects of Medicaid, Moffitt (1992) argues that there has been too little work to draw
reliadble condlusions? Moffitt describes the labor supply effect of Aid to Families with Dependent
Children (AFDC) as being subject to considerable uncertainty and notes that the broader 1abor supply
literature has examined single mothers “only rardly.”®  Dickert, Houser, and Scholz (1995) argue that
this literature provides little guidance as to how the EITC will affect |abor market participation, and that
this omission is epecidly important because past work indicates that most of the labor supply response
isin thework decision rather than the hours decision. Furthermore, there is no work that we are aware
of that assesses the overdll effect of recent changesin training and child care programs* The work on
the effects of wefare walvers has examined program casel oads rather than employment, and has
reached conflicting results®

Second, these changesin palicies provide a plausible source of exogenous variation with which
to identify the effects of tax and welfare parameters on labor supply. The magnitudes of these effects
are key determinants of the gains or losses from changes in income redistribution and socid insurance

policies. The variation in the after-tax and transfer return to work that we use here to identify [abor

! Severd papers use labor supply parameters estimated from the negative income tax experiments
and other sources to smulate the effects of the EITC including Hoffman and Seidman (1990),
Holtzblatt, McCubbin, and Gillette (1994), Browning (1995), and Dickert, Houser, and Scholz (1995).
Dickert, Houser, and Scholz (1995) estimate the effect of the after-tax wage and welfare programs on
participation using a cross-section of data from the 1990 pand of the Survey of Income and Program
Participation (SIPP). They then gpply these results to smulate the effects of the EITC on participation.
Eissa and Hoynes (1998) examine the effects of the EITC on the labor supply of married couples.

2 See Blank (1989), Winkler (1991), and Moffitt and Wolfe (1992), in particular. The more recent
work of Yeowitz (1995) examines the 1988 to 1991 period.

3 See Danziger et d. (1981) and Moffitt (1992).

4 See Gueron and Pauly (1991) for areview of training programs for welfare recipients, and Council
of Economic Advisers (1997) for areview of work on the effects of child care.

® See Levine and Whitmore (1998), Martini and Wiseman (1997), Blank (1997), and Ziliak et a. (1997)
for differing views of the relative importance of welfare waivers, economic conditions and benefit cutsin
the recent decline in welfare receipt.
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supply eadticitiesis dueto large changesin federd and state laws. These laws applied to some
individuals and not to others, or hed differentid effects on the incentives of different people. This
source of varidion islikely to be unrelated to underlying differences across individuds in their desire to
work, and is thus potentialy exogenous to labor supply decisions.

Third, understanding the effects of government policies has recently taken on more importance
due to the passage of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996
(PRWORA). 1n 1997, PRWORA diminated the main cash assstance program for single mothers, Aid
to Families with Dependent Children (AFDC), and dlowed states more discretion in designing their
programs for low-income single mothers. Future experimentation will be more successtul if informed by
recent experience.

We examine the mgor policies affecting the labor supply of single mothers during the 1984 to
1996 period using two data sets, the Current Population Survey (CPS) Outgoing Rotation Group Files
and the March CPS Annua Demographic Files. This paper improves on the common past research
drategy of examining changes in one of these policiesin isolation over ashort time period or with a
sangle cross-section of data. By investigating severa programs at once using 13 years of individua
data, we account for their separate effects and we can directly compare the programs using the same
sample, time period, and methods.

The large number of changes over the 1984 to 1996 period alows us to study the labor supply
effects of awide range of socid policies. We examinethe federad EITC, aswdl as other tax changes,
and sate EITCs. We examine the effects of changesin many aspects of AFDC, Food Stamps, and
Medicad including: changesin AFDC benefit levels, earnings disregards and benefit reduction rates;
the expansions of Medicaid coverage to low-income non-AFDC children; and the recent flurry of
welfare waivers. We dso examine the effects of changesin child care and training programs during this
period. The labor supply responses to many of the more important recent policy changes have not
been studied, including the increases in the EITC after 1990, the Medicaid expansions after 1991, the
implementation of work reguirements and time limits for welfare mothers, and the growth in job training

and child care for low-income women.
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Our base specification compares changes in employment for single mothers to those for sngle
women without children, relying on the differentia trestment of these two types of women under welfare
and tax laws. These specifications aso control for Sate specific factors common to dl sngle women as
well as anumber of factors that vary by family composition. The estimates from these specifications
suggest that the EITC accounts for over Sixty percent of the increase in the weekly and annua
employment of single mothers between 1984 and 1996. Wdfare waivers appear to account for about
one-sxth of the increase for both employment measures. Other changesin AFDC can account for
about one-quarter of the weekly employment increase and about one-eighth of the annua increase.
Changesin Medicaid, training, and child care programs play asmdler role. In other specifications, we
use more subtle identification strategies to estimate the effects of policies. In these specifications, we
compare changes for sngle mothers with different numbers of children, with different earnings
opportunities, and in states with different living cogts. We examine the employment effects of changes
in welfare programs within a date over time and changes in date income taxes. These specifications
mogtly indicate smilar effects of taxes, but the effects of AFDC are often smdler and less precisdy
esimated. The effects of other policies on employment are usudly little changed. The effects of the
policies on total hours worked are very smilar to the employment results, while the hours per week
results are muted or in afew cases are in the opposite direction.

The dructure of the paper isasfollows. In Section 2 we outline a theory of the decison to
work and state our main modeling decisons. We describe the two data sets used in the empirical work
in Section 3. In Section 4 we describe the main program changes over the 1984 to 1996 period that
affected the labor supply of single mothers. We dso provide summary statistics on program changes,
discusstheir theoretical impacts on labor supply, and introduce variables that measure particular
policies. In Section 5 we report the time pattern of the employment rate of single mothers and
investigate how it was affected by the policies we study. 1n Section 6 we examine dternative
explanations for our results and describe additiona specifications we havetried. In Section 7 we briefly
report effects of the different policies on hours worked. In Section 8 we provide an accounting of the
contribution of different policy changesto the overdl increase in employment of Sngle mothersin recent



years. We then offer conclusionsin Section 9.

2. Modding the Work Decision

Our modeling approach combines some of the best agpects of structural methods and quas-
experimentd or natura experiment type approaches. The structurd mode clarifies which varigbles
should enter the work decison and the form in which they should enter. The structural modd dso
dlows usto test some fundamenta economic predictions and more convincingly smulate policy
changes® The quasi-experimenta methods make transparent the assumptions that dlow the
identification of our key coefficients. By the gppropriate use of control variables and smplifying
assumptions we identify our key parameters usng only the sources of variation in our explanatory
variables that we believe are exogenous.

We focus on employment because previous work has found that women are more responsive
to wages and income in the decison to work than in the hours decision (see Heckman, 1993). The
probability that a Sngle woman worksis just the probability that the expected utility when working U,
exceeds the expected utility when not working U,,,,, i.e. Prob[U,, > U,,,]. Wetake utility to bea
function of income Y, non-market time L, an indicator for welfare participation P (which captures
transaction costs or stigma), other demographic and other control variables X, and an additive
stochastic term & Thus, the probability of work isjust
(22) Prob[ U(Y y,Lw,PosX) > U(Y sl P X) 1,
where the randomness in this event comes from the stochastic term &

Income when working is pre-tax earnings minus taxes, plus AFDC and Food Stamps, plus
Medicad benefits. Income when not working is the maximum AFDC/Food Stamp benefit and
Medicaid benefits. In each case we caculate the earnings, taxes, and benefits for a given individua
incorporating family composition (number and ages of children), and characteridtics of state and federd

6 Because of the simplifications we make to improve the model’ s tractability, one may not want to
consider our approach fully structural.



policies & thetime.

We dlow the coefficients on the different components of income to differ, Snce income from
different sources may be vaued differently. For example, we dlow the coefficient on welfareincome
(AFDC plus Food Stamps) to differ from the coefficients on labor income, taxes paid, and Medicaid
coverage. Wefare income may be valued less than labor income because of a variable component to
the transaction costs or stigma of welfare participation (Moffitt, 1983). Medicaid or employer provided
hedlth insurance may be vaued at less than our caculated cost because it is an in-kind transfer, or more
than cost because of its insurance component. These separate coefficients on different income terms
dlow for additiond tests of the hypothesis that increases in the return to work make work more likely,
and they dlow an gpproach that islessredrictive, i.e. lesslikely to yield biased estimates.

In equations,
ay,, = agpre-tax earnings + 4,taxes + a,AFDC and Food Stamp benefits if work

+ &;Medicaid coverage if work valued at cost, and
aY,,, = amaximum AFDC plus Food Stamp benefits

+ &Medicaid coverage if do not work vaued at cost.
We calculate red income and benefits across states using a cost of living index that depends on sate
housing costs. The decision to work should depend on the redl return to work, not the nomina return.’

A key issuein implementing this gpproach is the form of the uncertainty about a woman's wage
and hours should shework. In the estimates reported here, we take a woman to have no more
knowledge of her potential wage and hours than we do as researchers® Thus, we take her wage to be

arandom draw from a distribution (to be specified below) and her hours worked to be a random draw

" Our base specification includes a state cost of living adjustment following the approach of National
Research Council (1995). We dso estimate equations below without the state cost of living adjustment.
One can argue that housing costs largely reflect local amenities. However, to the extent that these
amenities are largely fixed benefits of an area, one would still want to account for state differencesin
housing costs when calculating the value of additional income.

8 In other work we have considered two dternatives: 1) a woman knows her wage and hours before
choosing to work, and 2) awoman knows her wage, but not her hours before choosing to work. Our
experiments with these aternatives yielded results qualitatively smilar to our main results.
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from adigribution (also to be specified below) that is conditiona on the wage redization. Then the
probability of working isjust
(2.2 Prob{ E[U,] > U, },
where the expectation here is over the joint wage and hours distribution.

To edtimate equation (2.2) we make two additional assumptions. Firgt, we take the distribution
of ato be norma. Second, we make a functiona form assumption on utility. Throughout this paper we
take U to belinear in income and leisure, though we have relaxed this assumption in other work. 1n the

linear case (2.2) has avery smple form

(2-3) PrOb{é'(E[Yw] - an) + é'(E[I-w] - an) - ﬁ(E[PW] - in) +X'a> a/v - é’hw} )

where X is other variables that may affect the work decision such as demographic variables and
characterigtics of state welfare waivers, training programs, and child care programs. This specification
aso dlowsfixed costs of work which vary across demographic groups. Under the normaity

assumption (2.3) can be rewritten as:

(24) {&(ELY ] - Yi) + E[LW] - Low) - FER] - Po) + X'8}

We make the smplifying assumption that non-working sngle mothers participate in welfare and
that working sngle mothers participateif their earnings are low enough to qudify them for aid. This
assumption is clearly a smplification as some women who qualify for aid will not participate because of
the transaction costs or stigma of doing so. Past work on program takeup suggests that about 75
percent of those digible for AFDC and about 50 percent of those digible for Food Stamps participate
(for arecent review of past work see Blank and Ruggles, 1996). However, takeup rates between 80
and 90 percent are probably closer to the truth given the severe underreporting of AFDC receipt in
dandard datasets (Bavier, 1999). We dso assume that al single women without children do not
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participate in welfare programns.® Then, snce E[L,,] and L,,, are taken to be constant or to vary with X,
and P,,=1, these terms are absorbed into X. Subgtituting the expressionsfor aY,, and &Y, into (2.4)
we obtain the employment probability

(2.5) O 4, E[taxes] + &,E[AFDC and Food Stamp benefits if work]
+ &;E[Medicaid coverage if work valued a codt] - 4;maximum AFDC/Food Stamp benefit
- asMedicaid coverageif do not work valued at cost + AE[PR,] + X'&} .

We implement this gpproach by discretizing the wage and hours ditributions to perform the
numerical integration required in (2.5). We should emphasize that we dlow the hours digtribution to
vary with the wage level because of the pronounced dependence between the two distributions® We
try two aternative wage and hours digtributions, both of which do not vary over time and are just the
March CPS empirica distributions!! Thefirst distribution differs only by whether or not awomen has
children. The second digtribution differs across 90 cells defined by full interactions of region, age,
education, and race. In this second case, we use the distribution for childless women for dl
observations since this group's wages and hours are unlikely to be affected much by the policies
examined in this paper. In both cases we approximate these distributions using cells defined by 50
intervals of the joint wage and hours distribution (see Appendix 1 for details). Our gpproach is both
tractable and yet able to capture the fairly complex and highly nonlinear budget congtraints of low

® The primary program for which single women without children would be digible is Food Stamps.
Single adults with children are more than ten times as likely to receive Food Stamps as single adults
without children (authors' calculations and U.S. Department of Agriculture, Food Stamps, 1995).
Furthermore, since the Food Stamp program has not changed much over time and does not differ much by
state except for interactions with AFDC, our control variables below (particularly year and number of
children dummies) should account for most of these differences.

10 For example, among single mothers, only 22 percent of those with ausual hourly wage over $10
work less than 1900 hours per year (conditional on working), but 44 percent of single mothers with a
wage under $10 work less than 1900 hours per year.

11 Note that the assumptions which led to (2.2) through (2.5) imply no selection, i.e. that the distribution
of wages faced by those who work is the same one faced by those who do not work.
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income single mothers. These complexities are described in detail in Section 4.

3. Data

The data used in this paper come from the Current Population Survey (CPS), anationaly
representative monthly survey of approximately 60,000 households. We use two types of the CPS
data, the March CPS Annual Demographic File and the merged Outgoing Rotation Group (ORG) data.
In the CPS, agiven household isinterviewed for four consecutive months, not interviewed for eight
months, and then interviewed for four more consecutive months, after which it permanently leavesthe
sample. During each interview household members are asked whether they worked last week and their
hours worked, as well as many other questions. In the March interviews, individuas are asked to
provide detailed retrogpective information including hours, disaggregated earnings, and weeks worked
during the previous year. The data from these March interviewsis caled the Annua Demographic File
(March CPS). The ORG data come from al twelve months of the year and only include thosein their
fourth and eghth interviews. These datafiles dlow one to use the full year of datawithout including the
same person twice. Because the ORG includes one-fourth of the observations from each month, it has
close to three times as many observations as the March CPS.

The March CPS data are from the 1985-1997 interviews, and therefore provide information on
the years 1984-1996. The ORG data are from dl twelve months during 1984-1996. We limit the
sample to single women (widowed, divorced, and never married) who are between 19 and 44 years
old and not in schoal. In the March CPS, women who wereill or disabled during the previous year or
who had positive earned income but zero hours of work are aso excluded. The resulting samples Sizes
are 373,662 for the ORG and 119,019 for the March CPS.

The determination of whether awoman has children and how many she hasis based on the
CPS family and subfamily definitions. Children in primary families (both related and unrdlated) are
assigned to the family head, while children in subfamilies are assgned to the subfamily heed rather than
to the primary family head. Children are defined as any member of the given family (primary or
subfamily) under age 19 (or under 24 and a full-time student) for EITC purposes and under age 18 for
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al other programs.

4. Policy Changesand Labor Supply

In this section, we describe the mgor policy changes between 1984 and 1996 that affected the
labor supply of single mothers.*? For each policy or program, we first provide some brief background
information and outline the magor changes between 1984 and 1996 (see Figure 1 for atimeline
depicting these changes). Next, we describe the policy variables used in the empiricad work to
summarize the incentive effects of these complex programs. Findly, we andyze the theoretica effects
of these changes on labor supply, especidly on the choice of whether or not to work. Anin depth
discussion of the policy changesisin Meyer and Rosenbaum (1999).

4.1 TheEITC and Federal and State Income Taxes

In recent years, the most important change for sngle mothers in the financia incentive to work
has probably come from the Earned Income Tax Credit.® EITC creditsincreased fifteen-fold from
$1.6 billion in 1984 to a projected $25.1 hillion in 1996. Single mothers received about two thirds of
these EITC dollars (U.S. House of Representatives, Green Book 1996, pp. 808-9).1* In 1996 asingle
woman with two children who earned less than $8,890 (the phase-in range) received a 40 percent
credit on dollars earned, up to amaximum of $3,556. Because the credit is refundable and a mother of
two with those earnings was not subject to any federal income tax (due to the standard deduction and
persona exemptions), she would have received a check from the IRS for the credit amount. With
additiona earnings up to $11,610 the credit amount did not change. Additiona earnings beyond
$11,610 and up to $28,495 (the phase-out range) resulted in areduction in the credit by 21.06 percent
of the additional earnings, until the credit was reduced to zero. This credit schedule meant that a

12 We do not try to examine every government program that affects single women and their families.
Other relevant programs we omit include public and subsidized housing, child support enforcement, food
and nutrition programs other than Food Stamps, and Supplemental Security Income.

13 See Liebman (1998) for a history of the EITC and a survey of many of the key economic issues.

14 Most of the remaining dollars are received by married taxpayers.
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woman with two children earning between $5,000 and just under $19,000 received at least a $2,000
credit.

The current EITC isthe result of severd legidative changes (summarized in Figure 1) which
greatly expanded the EITC after 1984. Between its beginning in 1975 and the passage of the Tax
Reform Act of 1986 (TRA86) the EITC was small and the credit amounts did not keep up with
inflation. Beginning with the TRAS86, the EITC was expanded in anumber of dimensons. Firg, credit
rates, phase-in ranges and phase-out ranges were increased consderably. Second, in 1991 the credit
was expanded to provide alarger credit for families with two or more children.®® The increment to the
maximum credit for a second child was smd| through 1993, but beginning in 1994 the difference began
to rise sharply; it rose to $490 in 1994, $1,016 in 1995, $1,404 in 1996. Third, in 1991 the
requirements for quaifying children were changed in away that tended to increase digibility. Fourth,
the interaction of the EITC with other programs has changed over time. Most importantly, effective
January 1991, the EITC was not counted as income in most means-tested programs, increasing its
vauefor very low income women.

The pogt-tax incomes of sngle women were affected by other changesin federd income taxes
during this period such as the 1987 increase in the persona exemption and the 1988 increase in the
standard deduction for household heads. To illudtrate the overall changes in post-tax incomes, we plot
in Figure 2 the difference in take home pay (earnings minus federd income taxes plusthe EITC)
between awoman with two children and awoman with no children for various pre-tax earnings levelsin
1984, 1988, 1992, and 1996.*° We focus on the difference between awoman with two children and a

15 From 1991 through 1993 there were also small refundable credits for child health insurance
premiums and for children under one. In 1993 (the last year of these credits), total credit received for
child hedlth insurance premiums were 0.46 billion dollars and for children under one were 0.76 billion
dollars, while the value of the basic credit was 14.3 billion dollars (U.S. Department of the Treasury, SOI,
1994).

16 Note that Figure 2 only illustrates differences in take home pay due to federa income taxes and the
EITC. Other programs and work expenses, especially child care expenses, would need to be taken into
account to fully characterize differences in take home pay between single women with and without
children.
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childless woman because this comparison is used in much of our empirical work.*’

Figure 2 illustrates severa important aspects of the EITC expansions. Firgt, between 1984 and
1988, single mothers of two with earnings between $10,000 and $20,000 experienced increasesin
take home pay (relative to single women without children) that ranged from $500 to $1,500.28 Most of
this increase was due to large increases in both the maximum credit and the earnings level before the
credit phase-out began. Between 1988 and 1990, tax and EITC parameters were adjusted only for
inflation, so the take home pay difference remained the same. Between 1990 and 1992, the moderate
increase in the credit rate is evident.

The most driking feeture of Figure 2 isthe 1994-96 expangons, which dwarfed their
predecessors, particularly for women with two or more children.*® For example, the take home pay
difference for women with $7,500 of earnings increased only about $600 between 1984 and 1993, but
increased over $1,500 between 1993 and 1996. Unlike the earlier expansions, those since 1993
dramatically increased the take home pay difference for very low income women (earnings under
$10,000) due to large increases in the credit rate and maximum credit.

Aswdl asfederd income tax changes, we incorporate in this study the effects of Sate income
taxesincluding sate EITCs. By 1994 seven states had their own EITCs. The largest five of these
states began their credit during the period we examine. All of the state EITCs were set as a fraction of
the federal EITC and thusincreased when it did.® There were other state income tax changes during
our sample period that reduced taxes for sngle mothers. More than a dozen states increased their
personal exemption, increased their child credit, added a higher standard deduction or added a

17 Changes over time in this difference were dmost entirely due to changes in the taxes paid (or
credits received) by single mothers as can be seen in Panel 1 of Table 1. The taxes paid by single women
without children hardly changed between 1984 and 1996, especially for earnings levels between $10,000
and $20,000.

18 Unless noted, al dollar amounts here are in 1996 PCE deflated dollars.

19 Figure 2 does not incorporate the small credit, ingtituted beginning in 1994, available to taxpayers
without qualifying children who were 25 and older. This credit is incorporated in the tax variable used in
the empirical work below.

20 Wisconsin used a dightly different rule, but only in 1994.
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separae tax schedule for household heads. Quantitatively, these changes were less important than the
introduction and expansion of state EITCs.

To summarize these changes in federd and dates taxes, we cdculae a variable cdled Income
Taxesif Work. Thisvarigble is the expected taxes awoman would pay in agiven state and year with a
given family sze and ages of children. The expectation is caculated by integrating over the wage and
hours digtribution of single women as described in Section 2. To illudrate the changes in the Income
Taxesif Work variable over time, in Figure 3 we plot the difference in its mean for sngle women
without children minus single mothers by year using the ORG data from 1984-1996.2 Figure 3
illugtrates that 39 percent of the $1,607 increase between 1984 and 1996 occurred in the last three
years (1994-1996). About 43 percent occurred in 1987 and 1988, with 18 percent occurring between
1991 and 1993. Note that only the effects of the 1987 and 1988 increases have been examined in
previous research (see Eissaand Liebman, 1996). Almogt dl of the increase in the tax difference was
due to federd tax changes. Only $38 was due to state taxes, with al but $7 of this due to state EITCs.
However, in the seven states with state EITCs the role of state taxes was much grester. In these
juridictions, state EITCs accounted for a $221 drop in the taxes of single mothersrelative to single
women without children.

The theoreticd effect of the EITC expansons on the annua participation decision of single
parentsis unambiguoudy positive. Since the EITC expangons have increased the after-tax return to
work at dl earnings levels, work is unambiguoudy more attrective. The effect of the EITC and its
expangons on the hours of work among those working is much less clear and depends on where a
person would choose to work on the pre- and post-credit budget sets. Overdl, the income effect of
the credit combined with the negative substitution effect that people face on the phase-out portion of the
credit is expected to reduce the hours of those who work. One might wonder if these income tax
incentives for low income househol ds were ineffective because househol ds were unaware of the

incentives or did not bother to file tax returns. However, EITC takeup appears to be high and rising.

21 Appendix Table 1 gives means for the Income Taxes if Work variable separately for single women
with and without children in 1984, 1988, 1992, 1996.
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Scholz (1990, 1994) estimates that 75 percent of EITC digiblesin 1988 and between 80 and 86
percent of EITC digiblesin 1990 received the credit. One of the reasons for this high takeup rate isthe
common use of paid tax preparers by low income women (Olson and Davis, 1994). With the increases
in the EITC after 1990 which raised the vadue of filing and made more moderate income people who
arelikely to file digible for the EITC, one might expect that the participation rate rose further. In

addition, EITC awareness and outreach has increased in recent years.

4.2 AFDC and Food Stamps

The two programs that have been most commonly thought of as welfare are Aid to Families
with Dependent Children (AFDC) and Food Stamps.? We discuss Food Stamps dong with AFDC
because nearly 90 percent of AFDC recipients also received Food Stamps (U.S. House of
Representatives, Green Book, 1996). The AFDC program provided cash payments to families with
children who have been deprived of support due to the absence or unemployment of a parent. The
Food Stamp program provides low-income households with coupons to purchase food. AFDC
program parameters were set by the states, while most Food Stamp parameters are the samein all
dates. Neverthdess, because of the interaction of the digibility and benefit caculations of the two
programs there are inter-sate differences in the Food Stamps received for people in smilar Stuations.
Both of these programs are large relative to other means-tested programs, with 1996 AFDC and Food
Stamp expenditures totaling $23.7 billion and $25.5 hillion, respectively. Both had growing
expenditures and caseloads in the late 1980s and early 1990s, with pesksin Fiscal 1994.

While much past work has summarized the AFDC and Food Stamp programs using the
combined maximum benefit, this measure ignores the large interdate differences and changes over time
in earnings exemptions and implicit tax rates. By 1996, 15 states had exemptions and tax rates that

differed from the standard $120 earnings exemption and the 2/3 implicit tax rate. We summarize

22 \With the passage of the Persona Responsibility and Work Opportunity Reconciliation Act of 1996
(PRWORA), AFDC has been replaced by welfare block grants to states under the Temporary
Assistance to Needy Families (TANF) program. Most states current welfare laws are closely related to
the AFDC rules.



15

AFDC and Food Stamps with three variables implied by our theoretical modd: the maximum combined
benefit, expected benefits if a person works, and the probability of AFDC receipt (which captures
transaction costs or stigma). Due to cutsin AFDC, the mean maximum combined AFDC and Food
Stamp benefit fell about 7 percent over the sample period. Over the same period mean benefits for a
working single mother remained roughly constant as implicit tax rates were reduced.

Theory predicts that the AFDC and Food Stamp programs decrease |abor supply for two
reasons. Fird, the income effect of the guarantee amount (maximum benefit) should make employment
lesslikely and reduce hours worked if awoman works. Second, the implicit tax rate resulting from
reductions in benefits as earnings increase (captured by reductions in the benefits if work variable) dso
reduces the incentive to work. Thus, AFDC should decrease both the likelihood of working and hours
conditiond onworking. However, in interpreting our estimates below one should bear in mind that
subgtantia research indicates that actua exemptions and implicit tax retes differ from the satutory
ones.? Consequently, despite our best efforts, our calculations of AFDC benefits for those who work
may be fairly rough. We will return to thisissue in Section 5.

4.3 Medicaid
Medicad isthe biggest and most costly program that aids single mothers and their children. In
1994, $30.9 hillion was spent on 24.8 million non-aged, non-disabled Medicaid recipients, a group
which was predominately single mothers and their children (U.S. House of Representatives, Green
Book, 1996, pp. 897-902). Unlike the Food Stamp program and especialy AFDC, Medicaid

23 Some research indicates that caseworker discretion leads actual practice to differ from statutory
rules, at least as these rules are easily summarized (Fraker, Moffitt and Wolf, 1985; McKinnish, Sanders
and Smith, 1997). Other research indicates that few AFDC recipients report their income to state
welfare offices (Edin and Lein, 1997 and Edin and Jencks, 1993) or that state welfare offices
systematically miscal culate benefits so that working women are cut off from receiving them (Levine,
1997). Consistent with this research, monthly administrative data from fiscal year 1996 suggest that only
11 percent of AFDC families report any earned income (U.S. Department of Health and Human
Services, AFDC Characteristics, 1996). Note that our welfare variables assume that an individual
maintains the same monthly earnings throughout the year and ignore changes in exemptions and implicit
tax rates that occur after the fourth month of work.
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eligibility has expanded dramatically snce 1984, resulting in a more than three-fold increase between
1984 and 1994 in Medicaid expenditures on families with dependent children (and a 60 percent
increase in the casdl oad).

Prior to 1987, Medicaid digibility for sngle mothers and their children generdly required
receipt of AFDC.* In aseries of expansons, Medicaid coverage was extended to low income
pregnant women and children (again see Figure 1). Beginning in April 1987, states were permitted to
extend Medicaid coverage to children under age two in families with incomes below 100 percent of the
federal poverty line?® Subsequently, Medicaid coverage was extended to older children and thosein
higher income families. In October of 1988, states were permitted to cover children under age onein
families below 185 percent of the poverty line. Later legidation often replaced state options with State
requirements. Hence, since April 1990, states have been required to cover dl children under s living
in families with incomes below 133 percent of the poverty line and since July 1991 dl children under
nineteen (and born after September 1983) with family incomes below 100 percent of the poverty line.
This last provision expands the coverage of poor children each year to those one year older so that in
the year 2000 even 17-year-olds will be covered if their family income is below the poverty line.

These rules describe what can be done with Medicaid dollars that are matched by the federa
government. Some Sates expanded medica coverage for children and sometimes adults with their own
funds. Furthermore, the differences across states in the extent to which they took advantage of the
permitted coverage options generated large differences in who was covered in different yearsin
different sates. Moreover, state AFDC income limits interacted with the Medicaid expansionsto
determine the additional families covered.

We messure Medicaid benefits by first caculaing the number of adults and children in the

24 Exceptions were families with very large medical expenses (through the Medically Needy
Program), those receiving Supplemental Security Income (SSI), and those leaving AFDC and receiving
transitional Medicaid. Some states a so allowed those with incomes below the AFDC cutoff but not on the
program to receive Medicaid (Blank, 1989).

25 Medicaid expansions covering children under one typically cover pregnant women for services
related to the pregnancy.
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family that would be covered if awoman works?® We then convert these numbers to dollar vaues
using Medicaid expenditures per child and adult averaged over dl sates and years?” We dso examine
the andogous variable with statelyear specific values of expenditures obtained by smoothing the state
time-series and indexing using the medical care CPIl. As can be seenin Table 1, there was afairly
steady increase over our sample period in the number of family members covered under Medicad if a
sngle mother works.

The theoreticd effect of Medicaid expansons on the decison to work is unambiguoudy
positive, snce those newly covered are those with earnings that would make them indligible for AFDC.
The Medicaid expansions aso could result in some working women increasing their hours, if pre-
expanson earnings limits resulted in them reducing their hours of work in order to qudify for Medicad
coverage. Overdl, the effect on hours conditiond on working is ambiguous, sSince the expansons dso
could result in hours decreases for women who choose to reduce their hoursin order to qualify for

Medicad coverage for their children.

4.4 AFDC Program Waivers

Under Section 1115 of the Socia Security Act, the Secretary of Hedlth and Human Services
(HHS) was authorized to waive specified program requirements to allow states to experiment with
program changes that are judged to promote the objectives of AFDC. Thiswaiver authority had been
rarely used prior to the late 1980s, but its use accelerated during the Bush administration and continued
under President Clinton. Between January 1993 and August 1996, HHS approved welfare waiversin
43 states.

While gtates experimented with changes in nearly every aspect of AFDC, many provisons
goplied to smdl parts of states or would not be expected to have a substantia effect on the employment

26 Note that this variable does not capture transitional Medicaid for women who lose AFDC benefits
due to the loss of earnings disregards (effective October 1984) or increased earnings (effective April
1990).

27 In the main specifications, Medicaid coverage for the non-working is colinear with family size and
number of children controls, so &, is not estimated.
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of angle mothers. We focus on afew types of waiver provisions that weretried in many sates.  Our
main welfare waiver variables are Any Time Limit, which equas one for Sngle mothersin states which
imposed work requirements or benefit reductions on those who reached time limits, and Any
Terminations, which equas one for any single mother in astate in which awelfare case had been
terminated under awelfare waiver. Some common types of provisons, such as expanded income
disregards, have been incorporated in our coding of the AFDC program. Others, such as family caps
(which limited the benefits for additiond children) or increased resource limits (which loosened the asset
redrictions for AFDC digihility), likely have smdl or ambiguous effects on employment and are
therefore not included.

In this paper, we focus on implementation dates and actua beginning dates of terminations
instead of gpplication or agpprova dates. We dso examine adummy variable for states which applied
for amgor sate-wide waiver, in case this indicates a tightening of adminigtrative requirementsin a
date. These variables are interacted with an indicator for whether awoman has children. In Table 1 we
report the fraction of sngle women living in states that have gpplied for or implemented various types of
waves Vey few women were in Sates that had implemented sgnificant waivers through at leest
1994. Thefraction of women in gtates that had made amgjor waiver application was much higher,
0.22in 1992 and 0.85 in 1996.

45 Training Programs

To capture the effect of training programs on the probability of work by single mothers, we
focus on the programs specificaly for AFDC agpplicants and recipients. During the 1980s, the AFDC
training program was the Work Incentives (WIN) program. WIN expenditures fell substantially over
the early part of our period from $259 million in 1984 to $93 million in 1988. In 1988 the Family
Support Act was passed which established a new employment, education, and training program called
JOBS (Job Opportunities and Basic Skills Training Program), which began in some states in 1989 and
othersin 1990. Expenditures quickly rose and were dready $804 million in 1991.

WIN and JOBS differed in two key respects. First, JOBS exempted fewer women from work
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or training requirements. Second, JOBS included high school and post-secondary education, though
JOBS dso seems to have had a greater emphasis on building job skills and readying people for work.
The relative emphasis on particular components of training differ greetly across states and over time.
We congtruct two variables that measure the character and extent of the JOBS and WIN programsin a
date and year. Because educationd spending islikdly to have a different effect than other spending, we
plit expendituresinto education and other, where the other category is mostly job search and related
activities, We scale sate expenditures by the sze of the AFDC mandatory population. These
variables are interacted with an indicator for whether awoman would be required to participate in
JOBS or WIN (based on the age of her youngest child; these rules differed across states and over
time), so that these variables equa zero for Sngle women without children or with children under the
age cutoff.

State-leve training expenditures under a certain amount (or cap) were matched by the federa
government using a modified Medicaid match rate, which was inversely reated to the Sate’ s per capita
income. This cap was partialy determined by the number of AFDC recipientsin astate. Since AFDC
receipt and employment are negatively correlated, one could be concerned about the endogeneity of
these training variables. There are severd things that make this issue less of aconcern here?® Firt,
most states do not spend up to the cap, one potentialy endogenous part of the training expenditures
formula. Second, the Medicaid matching rate varies afair anount across states and over time (from 50
to 83 percent). Lastly, we cdculate expenditures per AFDC mandatory participant to eiminate any
dependence on the number of participants.

The effects of these training programs on labor supply likely depends on the mix of services
provided and the stringency of the participation requirements. Job search assistance, job placements,
and improving job skills and readiness should lower job search codts, thereby increasing the level of

work for women trainees. On the other hand, even with a beneficia long-term effect on wages and/or

28 Qur conversations with HHS officials have made us less concerned about the potential endogeneity
of the training variables. On the other hand, these conversations have suggested that focusing on these
federa dollars misses many state training programs that affected single mothers as well as other federa
programs such as JTPA.
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employment, secondary or post-secondary education may delay entry into the workforce while women
take classes, leading to a short-term negative employment effect. In any case, there is much stronger
evidence of employment effects from job search ass stance than from education, at least in the short-

run.?

4.6 Child Care

The cost and qudity of child careislikely to have an important effect on whether awoman
works. A large number of federal and state programs affect the availability and cost of child care®
Severd federa programs such as the Dependent Care Tax Credit and Title XX Sociad Services Block
Grants have been existence for decades, though have declined in importance in recent years. Another
program, Head Start, has not declined in expenditures or enrollment, but is usudly part day and serves
3 and 4 year-olds dmogt exclusively.

The federd rolein child care for low income women expanded greetly following the Family
Support Act of 1988 and the Omnibus Budget Reconciliation Act of 1990. Four large programs
gtarted during this period: AFDC Child Care, Trangtiona Child Care, At-Risk Child Care, and Child
Care and Development Block Grants. We focus on these programs because they are particularly
important for single mothers. Tota expenditures on these four new federd programs by state and year
are scaed by the number of single women in a state with children under 6. These numbers can be seen
in Table 1 which shows a steep risein child care expenditures between 1988 and 1992, followed by a

dower risein later years.

29 See Gueron and Pauly (1991) and U.S. Department of Health and Human Services (1997) for
comparisons of job training programs that emphasize job search (sometimes called the labor force
attachment approach) and those that emphasize education (sometimes called the human capital
development approach). If mandatory training is viewed by some women as an additiona cost of AFDC
participation, then more extensive training and tighter requirements could aso encourage work rather than
AFDC participation. We should note that the opposite is dso possible, i.e. if the training is thought to be
valuable and is provided free to AFDC participants, then welfare participation could rise (Moffitt, 1992).

30 The Congressional Research Service identified 46 programs operating in 1994 that were related to
child care (U.S. House of Representatives, Green Book, 1996, p. 640). Most of the programs were small;
32 of the 46 provided less than $50 million in annud funding.
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Aswith training expenditures, we are concerned about the potential endogeneity of child care
dollars. AFDC and Trangtiona Child Care expenditures were not capped and were matched at the
Medicaid matching rate (which isinversely related to Sate per capitaincome). State alocations for At-
Risk Child Care were proportiona to the number of children under age 13 in the sate. The federd
share of these expenditures was aso based on the Medicaid matching rate. Funds for Child Care and
Development Block Grants were alocated to states based on their proportion of children under age 5,

their number of children receiving free or reduced-price school lunches, and state per capitaincome®

5. The Determinants of Employment

We use severd different econometric methods to identify the impact of the recent policy
changes on the employment of sngle mothers. The methods rely on comparisons between single
mothers and single women without children, or they rely on changes for some groups of single mothers
relative to other groups. We begin with the familiar difference in differences estimator. This gpproach
compares employment rates over time for sngle mothers to those for single women without children. I
the two rates diverge, the difference is taken to be due to changes in the policies faced by the two
groups. This gpproach is the one taken by Eissa and Liebman (1996) in their sudy of the EITC over
the 1984 to 1990 period.

We then move on to our main gpproach that uses our structura model to distinguish between
the different policies and to provide estimates that have a clearer interpretation. This approach usesa
variety of sources of variaion in our key explanatory variables besdestime. In some estimates, the
identifying variation comes from differences in taxes and benefits for families of different Szesaswell as
changes in these taxes and benefits over time and differencesin state living costs. In other estimates,
the identifying variation is differences across sates in their taxes and benefits, as well as changes over
time in these taxes and benefits. We aso briefly condder estimates that use differences in wages and

hours across different groups interacted with the other sources of variation.

31 Aswith training expenditures, our conversations with HHS officials made us less worried about the
potential endogeneity of federal dollars and more worried about the omission of state child care programs.
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5.1 Employment Rates of Single M othersand Single Childless Women

As a gtarting point, we compare the employment rates of sngle mothers and single women
without children. Table 2 reports the employment rates of single mothers and single women without
children, aong with the difference in employment rates between these two groups of women. We
report this difference because many determinants of employment that change over time, especialy
wages, might be expected to affect the two groups smilarly. Other determinants of employment,
particularly the tax and transfer programs that we examine, specificdly affect sngle mothers. Thetop
pand of Table 2 compares dl single mothersto single childlesswomen. The bottom panel compares
single mothers with children under 6 to sngle childlesswomen. We pay particular atention to this
subsample with young children for two reasons. First, we expect this group to be more respongve to
changesin the rewards to work. Second, employment changes are likely to have greater effects on
children, for better or worse, when they are young and their mother likely plays alarger role in their
care and education.

We report two different measures of employment: whether awoman worked last week (from
the ORG data) and whether awoman worked at al last year (from the March data). Each measure
has its advantages. Whether awoman worked last week is probably a better measure of labor supply
to use as an input to policy decisons Since its average captures the fraction of women working in a
given week. Thisvariable will be especidly useful if those who move in or out of the work force on the
margin, work few weeks during the year. On the other hand, as discussed earlier, the EITC
unequivocaly increases the probability of working at dl in agiven tax year, but for some could
decrease weeks worked. If our goal isto provide asharp test of theoretica predictions, whether a
woman worked last year is a better outcome measure.  We report both measures with the expectation
that the effects of many of the recent policy changes on weekly employment will be smaller than on
annud employment.

The employment rates reported in Table 2 exhibit a striking time pattern. In the ORG sample,
weekly employment increased by almost Six percentage points for single mothers between 1984 and
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1996, but declined by nearly one percentage point for single women without children. For women with
young children the increase in employment is even larger: ten percentage points. In the March CPS,
annua employment rose by over eight and one-haf percentage points for sngle mothers, but declined
by afull percentage point for single women without children over the sametime period. Again, for
women with young children the increase in employment is even larger: thirteen and one-haf percentage
points. Furthermore, nearly dl of the increase in employment for single mothers took place between
1991 and 1996. These results suggest that the risng employment of single mothers was not aresult of
better work opportunities for dl women, since single women without children had dight declinesin
employment. Moreover, the timing of the increase in employment suggests that policy changesin the
1990s are likely to have played arole.

5.2 Characteristics of Single Mothersand Single Childless Women

Theresultsin Table 2 rdy on the comparaility of sngle women with and without children. In
this section we briefly report on some of the characteristics of these two groups. Appendix Tables 1
and 2 report descriptive satigtics for single women with and without children. Appendix Table 1
reports characteristics of the ORG sample for each of four years, 1984, 1988, 1992, and 1996.
Appendix Table 2 reports adightly different set of descriptive satistics including earnings and hours
measures using both the March and ORG samples. This table can aso be used to compare the two
CPS samples. The tablesindicate that sngle mothers tend to be older and less educated and are more
likely to be nonwhite than sngle women without children. The age of sngle women without children
rises appreciably over the sample period, as does the education level of single mothers. The fraction of
sngle mothers living with parents is gable, while the rate for sngle women without children fdls. The
rates of cohabitation rise for both sngle women with and without children.

We should note that this table suggests that single women with and without children are smilar
in an important dimension: wages. The mean earnings of women with and without children are fairly
smilar once one conditions on working last year (they are much closer if one controls for education

adsn). Themeansfor wages are even closer. Thisamilarity is especidly important for some of the
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edimates in Table 6 where we use the joint hours and wage digtribution of sngle women without
children as a proxy for the joint hours and wage digtribution of single women with children.

5.3 Accounting for Individual and State Characteristics
Theresultsin Table 2 could be partly explained by differentia changes over timein
characteristics such as age and education for sngle women with and without children. Moreover,
business cycles may differentidly affect sngle women with and without children, thereby leading to
employment shifts unrelated to policy changes. Consequently, Table 3 presents probit employment
edimates for sngle women controlling for demographic and business cycle changes. Weinclude alarge
number of controls for differences between the two groups and we include the unemployment rate as

well asitsinteraction with whether or not awoman has children.  The specification that we estimateis

(51) Prob(E, = 1) = O{aX, + &YEAR + &(YEAR*ANYCHILDREN,)},

where E;; equas one if womani from year t reports positive hours worked in the reference week for the
ORG (or the previous year for the March CPS), X;; isa vector that includes demographic and business
cyclevaridbles, YEAR, isan indicator variable for year t, and ANY CHILDREN; equals onefor a
woman with children. The year dummies control for labor market trends in overal femae employment
and the X vector controls for demographic and business cycle effect differences between the groups,
epecidly compositiond shifts over time. Thus, differences between §, coefficients give differencein
differences estimates controlling for these other factors®* These differences can be interpreted as
estimates of the combined effect of changesin al factors affecting the employment of sngle women with
children relative to those without children.

32 Note that standard errors for these differences in differences cannot be directly calculated from
Table 3 since they require covariances that are not reported. For successive years, which share
approximately half of their samples, we would expect covariances to be positive. Hence, the standard
error for the difference between successive years should be smaller than the standard error calculated
under an independence assumption. For sample years that are more than one year apart, covariances are
likely to be small.
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The demographic and business cycle variablesincluded in Table 3 include controls for Sate,
race, ethnicity, age, education, marital status, marital status interacted with a children indicator, the
number of children under Sx and elghteen, the state unemployment rate, the state unemployment rate
interacted with a children indicator, (for the March CPS only) controls for pregnancy, centra city and
unearned income, and (for the ORG only) controls for month and month interacted with a children
indicator. For comparison, Table 3 aso reports probit estimates without the control variables X. As
can be seen in thistable, the differencesin differences caculated by subtracting one
YEAR*ANY CHILDREN coefficient from another are hardly affected by including the controls* For
example, between 1984 and 1996 the weekly employment of single mothers relative to sngle women
without children rises 5.4 percentage points without controls and 5.9 percentage points with controls.
For annua employment, the difference in differences estimator for 1984 to 1996 suggestsa 7.1
percentage point increase in the relative annua employment of single mothers without controls and 7.3
percentage point increase with controls. Again, most of the increase occurs between 1991 and 1996.
Therefore, these difference in difference estimates suggest a potentia role for policy changes, especidly
since 1991.

5.4 Policy Variables and Employment Using the Structural M odel
Table 4 reports estimates of our structurd modd of the effects of tax and welfare policy on the
probability that awoman works. These specifications provide estimates of the parametersin
expression (2.5) of Section 2, and can be used to obtain estimates of the effects of the different policy
changes during the 1984-96 period. These specifications aso provide coefficients that can be used to
summarize the effects of awide range of policies and that can be used to Smulate other policies. The

33 Due to the difficulty in gauging the magnitude of probit coefficient estimates, instead we report
average derivatives of the probability of working with respect to each of the explanatory variables. Thus,
differencesin the average derivatives for the YEAR* ANY CHILDREN variables give changes over time
in the difference in employment between single women with and without children, analogous to the
changes that can be calculated from Table 2.
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specificationsin Table 4 include dl sngle women and use two earnings digtributions, one for single
mothers and another for single women without children, though neither distribution varies across
individuals within these groups. In addition to the variables shown in Table 4, each of these probits
include the control variables reported in Table 3 (except for the Y EAR* ANY CHILDREN interactions)
aong with alarge number of family compostion variables listed in the table notes. These control
variablesimply that we are not usng smple differences across family types to identify our coefficients.
We are using changes over time or differences across sates in how different families are trested. We
focusfirg on the full sample specificationsin columns (1) and (5).

All of the coefficients on the income variables have the Sgnstha are implied by our structurd
modd and are significantly different from zero.** Lower taxes and lower maximum welfare benefits
increase employment, while higher welfare benefitsif awoman works (due to lower implicit taxes on
earnings) increase employment. Rather than restricting the income variables to enter the work/non-
work decison as a single expected income variable, we have alowed the coefficients on the different
components of income to differ. It is, thus, encouraging that the coefficients on the income tax and
wefare variables have roughly the same magnitude, as we expect. The one exception to thisrule isthat
the coefficient on Wdfare Benefits if Work in the weekly employment equation is subgtantidly larger
than the other income coefficients.

TAXES

The Income Taxes if Work coefficient implies that a one thousand dollar reduction in income
taxes if awoman works increases employment last week by 2.3 percentage points, and increases
employment last year by 2.9 percentage points. Both of these effects are strongly significant. These
coefficientsindicate e adticities of the participation rate with respect to the return to work of 0.69 for

34 We examined the importance of alowing for correlation among the error terms at the level of
state*year* ANY CHILDREN using STATA. These standard errors are very close to those without this
correction for clustering.
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any employment during the year and 0.70 for work in an average week.*® We dso estimated
gpecifications with separate coefficients on state and federa income taxes, though for brevity these full
estimates are not reported here. The results for federa taxes were Smilar to dl taxes, while the
derivative (standard error) for states income taxes was a large and significant -0.0286 (0.0073) in the
ORG sample and asmall and insignificant -0.0100 (0.0090) in the March sample. Thus, while the ate
tax estimates are much less precise and differ in the two samples, they give the same message as the
other tax coefficients, i.e. that the labor supply of Sngle mothers responds to taxes. In an dternative
specification we use the one year lagged tax variable instead of the contemporaneous tax variable to
test the hypothesis that women learn about tax changes one year after they are implemented. The
results are somewhat supportive of this hypothess. The coefficient on the tax variable rises to -0.0269
and -0.0311 for work last week and last year, respectively, while the other coefficients hardly change.

WELFARE

The full sample specifications of columns (1) and (5) aso indicate substantia effects of wdfare
on employment. A one thousand dollar reduction in the annud Wefare Maximum Benefit (the AFDC
plus Food Stamp benefit awomen receives if she does not work) increases employment last week by
2.9 percentage points, and increases employment last year by 1.9 percentage points. This caculation
holds congtant the other welfare variables, Welfare Benefits if Work and Probability of AFDC Receipt
if Work, that generdly change with the maximum benefit. The Welfare Benefits if Work effect is
sizable, implying that a one thousand dollar increase in benefits when one works increases employment
last week by 6.6 percentage points and last year by 3.6 percentage points. These estimates suggest
subgtantia positive employment effects of reductionsin implicit tax rates and increasesin earnings
disregards.

The transaction cogts or stigma of welfare receipt as measured by the Probability of AFDC
Receipt if Work variable is negative and significantly different from zero as expected. The magnitude of

% These elagticities are calculated using the participation rates and average pre-tax earnings of
Appendix Table 2, i.e. (0.0287/0.759)/(1,000/18,165)=0.69 and (0.0230/0.600)/(1,000/18,165)=0.70.
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this coefficient can be gauged by comparing it to the coefficients on the variables denominated in
thousands of dollars. Such comparisons suggest a transaction cost of severa thousand dollars, with the
exact number depending on the employment measure and the income variable used. For example,
using the Welfare Benefits if Work coefficient in the ORG sample yields atransaction cost estimate of
$2,647, while the March sample implies an estimate of $3,244.% This result agrees with past studies as
well as ethnographies that have tended to find substantial transaction costs or stigma of welfare receipt.

To assess the effect of cutting the AFDC benefit one needs to incorporate the effects of all
three of the welfare variables and the Medicaid if Work varigble. When the AFDC maximum benefit
and payment standard are cut they not only reduce benefits if one does not work, but also reduce
benefits if one doeswork. They also decrease the likelihood that aworking mother will be on welfare
at al, thereby reducing both her Medicaid digibility and her AFDC transaction and stigma costs. When
we do the full caculations, we find that a ten percent cut in the maximum benefit ($324 annudly)
increases both the annua and weekly employment rate by about 1.0 percentage points.

Despite amore detailed cdculation of welfare incentives than most past work and the use of
pand data techniques, we think there are important potential sources of biasin these etimates. We
should dso note that by dividing the effect of welfare into income when working and when not and by
estimating a separate term for transaction costy/'stigma we are putting the theoretica predictionsto a
more severe test than most work. As discussed in Section 4, the Welfare Bendfitsif Work variable and
the Probability of AFDC Receipt if Work varigble are more difficult to caculate precisay than our
other variables. The larger coefficient on the Welfare Benefits if Work variable could aso be due the
scde of this variable being inappropriately low. The earnings distribution used to calculate expected
benefits puts most of the weight on earnings levels where wefare benefits would be low or zero. Itis
very likely that we should use an earnings digtribution that puts greater weight in the left tail, Snce

women who work while on wefare rardly report dl of their earnings to the welfare office (Edin and

36 These are caculated as 0.1734/0.0655 and 0.1158/0.0357, in the ORG and March samples,
respectively.
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Lein, 1997). Thereasonsfor possible biasin the Probability of AFDC Receipt if Work varigble are
amilar. The coefficients on these two variables tend to both be large in the same specifications with
their opposite Signs canceling each other out.

MEDICAID

Wefind little effect of Medicaid on the employment decisons of single mothers.  Theory
predicts that the Medicaid Coverage if Work varigble will have a postive effect on employment. The
variable has the opposite effect from this prediction in both samples, though the coefficient estimates are
smdl and not sgnificantly different from zero. This result is not completely unexpected given the wesk
and conflicting findings in past work. Part of the difficulty is the uncertainty about individua knowledge
of Medicad rules and their valuation of the benefits. Vauing the offer of Medicaid coverageis not
sraightforward, because it depends on the likelihood of private coverage for working women, which
may vary sysemdicaly acrossindividuas. The likely effect of the Medicaid expansons on
employment is diminished by incomplete participation and the displacement of private coverage (Cutler
and Gruber, 1996). Furthermore, Medicaid's vaue aso depends on the availability of free clinicsand
emergency room treatment. We have tried alarge number of aternative specifications, none of which
indicates alarge effect of Medicaid. These aternatives include specifications that account for predicted
private coverage, that measure Medicaid by the number of family members covered, that separate out
the Medicaid expansons from changesin AFDC rules, and that use methods close to those of Y dowitz
(1995). A full accounting of these results can be found in Meyer and Rosenbaum (1999b).

WELFARE WAIVERS

The AFDC waiver variables have the expected effect on employment and their coefficients are
sgnificantly different from zero. Both the implementation of atime limit on welfare receipt and the
actua termination of benefits under awork requirement or time limit waiver are predicted to increase
employment by between 1.2 and 3.2 percentage points. However, until the last years of our sample the
overdl importance of such waversissmdl. Even by 1994, only five percent of sngle motherslived in
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gateswith atime limit, and less than haf of one percent lived in Sates that had begun to terminate
benefits.

One should be cautious in interpreting the waiver coefficients, especidly in attributing effects to
the implementation of particular provisions of recent waivers or the termination of cases per se. The
perception of welfare changes by potentia welfare recipients and the attitudes of case workers likely
play alargerolein influencing the welfare casd oad and consequently employment. Itisaso
econometricaly difficult to disentangle which provisons of awalver are the most important, Snce states
typicaly implemented severd changes to their AFDC programs under waivers a the sametime. The
reported coefficients are partly the effect of the particular actions coded and partly a proxy for other
changes going on in the states. Predicting the effect of a particular waiver in a particular state based on
the reported coefficients is dso problematic since the publicity, provisons, and implementation of the
walvers characterized as "time limits' varied greetly across dates.

Recognizing these limitations, the strength of the evidence here for a causal interpretation of the
waiver results is much greater than in the studies of welfare casdoads. Firdt, we use implementation
dates, rather than agpplication or approva dates which are at best loosely related to when provisons are
enforced. Second, when we account for state intentions to reform welfare as indicated by whether or
not a state has made a magjor waiver application, this variable has little effect. Third, one or two year
leads of our time limit and termination varigbles have smdl and indgnificant coefficients, suggesting thet
the provisons per s, rather than publicity or adminigtrator attitudes lead to the employment increases.
This result contrasts with those of Blank (1997) and Levine and Whitmore (1998) who found strong
effects of leads of waiver variables on caseloads.

TRAINING AND CHILD CARE

The last three coefficient estimatesin Table 4 measure the effects of expenditures on training
and child care. Training expenditures on education have a negative effect that is Sgnificant in both
samples. Thisresult could be due to women being drawn out of employment by training, with only a

modest subsequent effect of training on the probability of employment. On the other hand, other
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training, which mainly includes activities desgned to lead to immediate employment such as job search,
has the positive and sgnificant coefficient in both samples that is expected given the literature on job
search programs for the welfare population. The coefficients imply that an increase in expenditures of
one thousand dollars per training mandatory AFDC recipient (about two-thirds of average
expenditures) would increase in the rate of employment for sngle mothers without young children of
over three percentage points. Since single mothers without children young enough to exempt them from
training programs make up about hdf of dl sngle mothers, the overdl effect would be over 1.5
percentage points. However, these estimates would be biased if states spend more on job search
programs and less on education programs when employment opportunities are good for former welfare
recipients. If the two training variables are combined, the resulting coefficient is positive but inggnificant
in both samples.

The last coefficient of Table 4 indicates that higher expenditures on child care are associated
with a higher employment rate for single mothers. Anincrease in federa and sate child care
expenditures of five hundred dollars per sngle mother with a child under six (dightly less than the mean
in 1996) is associated with a 0.9 percentage point increase in employment in a given week and 0.7
percentage point increase in any employment during the year. These effects are quite substantia per
dollar expended. The main sources of variation in child care expenditures are the changesin federa
expenditures interacted with statelyear characteristics, specifically the number of young children, per
capitaincome, and the poverty rate. These sources of variation suggest that the child care varigble is
plausibly exogenous. Neverthdess, further exploration of the determinants of program expenditures
would be ussful.

RESULTSBY EDUCATION GROUP

Table 4 a0 reports separate estimates for the effects of the policy variables for three education
groups. lessthan high school, high school, and some college. We would expect apriori thet the policy
variables, which mostly capture taxes and benefits received by low income women, would have the
greatest effect for high school dropouts, less of an effect for those with a high school degree, and even
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less of an effect for those with some college®” Overdl, the results by level of education provide avery
gmilar message to those for the full sample. The derivatives tend to be much larger in absolute value for
high school dropouts than they are in the full sample, and much smdler for those with some college than
inthe full sample. For example, a one thousand dollar cut in taxes (or increase in tax credits) for high
school dropout single women is predicted to increase their employment by 4.5 percentage pointsin a
typical week and increase work at al during the year by 8.6 percentage points. The corresponding
numbers for those with some college education are 1.4 percentage points and 1.1 percentage points.
Many of the other policy variable derivatives dso fdl with increased education.

It might be expected that the derivatives would be lower for groups with higher levels of
education, Snce their employment rates are higher, leaving less room for increases in employmen.
However, it gppears that the drop in the magnitude of the policy variable derivatives with more
education is greater than it is for other control variables such as the unemployment rate.® Thisfinding
suggests that the greater respongveness of the less educated groups to the policies reflects true
differences between the groups, rather than an effect of lower employment rates.

ALTERNATIVE ESTIMATES

Since many of the changes in policy, notably welfare reform, took placein recent years, and a
well publicized decline in the welfare rolls began in 1994, we re-estimate the full sample specifications
of Table 4, dropping the years 1994-1996 adong with the waiver variables (which are nearly dways
zero through 1993). The estimates from this shorter sample, which are reported in Table 5, are very
close to those over the full sample period. The only exception to this generdization is that the other
training coefficient is larger and the child care coefficient is smdler and Satisticaly inggnificant over the
shorter time span. These results clearly indicate that the flurry of welfare reform measures after 1993
have not fasdy led to our main results. This pecification aso indicates that the extended recovery of

37 The estimates use a fixed wage/hours distribution (that does not vary by education) to calculate the
income and benefit variables so that the explanatory variables are comparable across the columns.

38 The probit functional form assumption seems to be reasonable for employment as the coefficients
do not vary much with education even though the employment rate varies substantialy.
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the 1990s is not an explanation for our main results.

In the next three specifications of Table 5, we interact year and/or state with indicator variables
for the presence of children.® These specifications identify the effects of the income variables through
variation over time across states and family sizes. In these pecifications, children interactions with year
do not have alarge effect on the coefficients. On the other hand, children interactions with state do
gppreciably reduce the magnitude and significance of many of the income and wefare coefficients. The
welfare variables are particularly sengtive to the incluson of interactions between children and Sate.

In Table 6 we examine four additiond specifications. Firgt, we examine asample of only single
mothers. This sample redtriction, combined with our continued inclusion of state and year dummy
variablesimplies an identification strategy smilar to some of the Table 5 specifications. In the case of
the Income Taxes if Work variable, we are largely using the variation from the last few years when the
EITC for women with one child was nearly unchanged but the EITC for women with two or more
children rosein large steps.® Thus, identification comes from using women with one child as a control
group, and changing the treetment that women with two or more children receive. With single mothers
only, the year indicators remove the time trend in welfare receipt and benefits, and the state indicators
remove time-congtant differences in sate welfare benefits and much of these sate cost of living
differencesin the income varigbles. Thus, the variation in welfare benefits used to identify the
coefficientsis now changes in Sate-level benefits. This identification gpproach examinesthe
employment response to fairly subtle or short-run features of the welfare and tax laws. These policy
changes may be overwhelmed by other factorsin these specifications. In columns (1) and (5) the
gandard errors, particularly on the income tax variable, are much larger. The earnings variables tend to
have smdler coefficients and much weeker effects. The tax coefficient is no longer sgnificantly different
from zero in the ORG sample, but remains sgnificant in the March CPS data. The welfare benefit
coefficients are now no longer sgnificant. The AFDC transaction cost coefficient, however, remains

39 We include separate indicator variables for AFDC dligible children (under 18) and EITC digible
children (under 19 or under 24 but in school).

40 An additiond, though smaller, source of variation among single mothers comes from the $1,058
(1996 dollars) increase in the persona exemption in 1987.
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sgnificant in the ORG data, while the Medicaid coefficient has the expected sign, but remains smal and
inggnificant in both samples.

In our second and third specifications of Table 6, we salit the sample by the age of the youngest
child. To begin ng the overdl sociad wdfare effects of some of the policy changes we study, we
need to determineif the policies affect the extent of parentd care children receive. Since parentd care
is likely to be especialy important for young children who are not in school, we split the sample into
those families with achild under six, and those with only older children. The derivative estimates are
often subgtantialy larger in magnitude for families with young children. This difference is particularly
gpparent for the tax variable in the ORG sample.

The last specification of Table 6 bringsin additiond variaion in the income variables by
interacting them with differences in the earnings potentid of individuals. We dlow the wage/hours
digtribution for women to depend on full interactions of indicator variables for age, education, race and
region. We use the distribution for sngle women without children rather than the distribution for sngle
mothers to avoid any direct endogeneity from the groups whose employment we study. The sources of
variation in the income variables are now those used in our main specifications interacted with the
earnings differences across the 90 groups, controlling for the main effects of the 90 groups. The results
differ from those in Table 4 as the income tax effects are weaker, though il negetive, substantial and
ggnificantly different from zero. The wdfare coefficientsfdl dightly and most other varigbles have
smilar effects*

41 Unlike the earlier estimates, the results of columns (4) and (8) of Table 6 are heavily dependent on
the linear utility assumption. In the earlier estimation methods we were not using differences in earnings
levelsto identify the effects of welfare and taxes, rather we used how state and federal changes have
affected afixed earnings distribution. While misspecification of the utility function certainly could have
biased the earlier results, the curvature of the utility function was not central in determining whether one
policy was more generous than another. Now thisissue is more important. To give an example, we must
explicitly determine whether $500 in taxes has a smdler effect on employment for someone who would
earn $10,000 than $1000 does for someone who would earn $25,000. We currently make the strong
assumption that the effect in the former case is one-haf of that in the latter. This assumption islikely
violated here, and moreover, this assumption isimportant in this case because comparisons like those in
the example are what drive identification in these last estimates. Thisissue is particularly important for
the tax variable since it is not monotonic in income, unlike the welfare and Medicaid variables. For
example, the EITC payment is about $2000 for a woman with two children in 1996 who earned either
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6. Alternative Explanations and Additional Specifications

THE CPS REDESIGN

One cavest in interpreting changes in employment for single mothers during the years 1992 to
1994, is that beginning in January 1994 the CPS used a redesigned questionnaire.** We assess the
extent of any bias due to the redesign using two methods. Firgt, we take advantage of the fact that in
the March CPS reports retrogpective employment information, so the redesign firgt affects the 1993
employment rates. Conversely, for the contemporaneous employment information used in the ORG,
the redesign first affects the 1994 rates. We compare the seam in each of these two datasets to
unbroken data from the other dataset to provide an estimate of the bias due to the redesign.*® Note
that we focus on the difference in differences, i.e. the one year change in the employment rate for single
moathers minus the change for single women without children.

In Table 7, we compare the 1993-1992 March CPS difference in differences (sngle mothers
minus Sngle women without children) that spans the redesign to that in the unbroken ORG data. This
comparison suggests that the redesign has led to an understatement of the increase in single mothers
employment in the March CPS, but the biasis smdl and inggnificant. Similarly, we compare the 1994-
1993 ORG difference in differences which spans the redesign to that in the unbroken March CPS data.
This comparison suggests that the redesign has led to a substantid understatement of the increasein
single mothers employment in the ORG, though the bias estimate is only margindly significant. Since
the changes due to the redesign mostly affected questions from the monthly questionnaire (the basis for

$5,000 or $19,000. In other work that we do not report here, we have relaxed our assumption of linear
utility for the main specifications of Table 4 and found similar derivatives.

42 For a description of this CPS redesign, see Cohany, Polivka, and Rothgeb (1994), and Polivka and
Miller (1998).

43 One caution regarding this procedure is that the March CPS measures annua employment, while
the ORG records weekly employment. However, Table 2 indicates that year to year changes in the two
surveys tend to be in the same direction and of a similar magnitude, though the March CPS changes tend
to be dightly larger.
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the ORG data) rather than those from the supplementa questionnaires (the basis for the March CPS
data), it is not surprising that the effects are larger in the ORG.

The second method of estimating the redesign bias exploits the parale survey of 12,000
households that was conducted using the new collection procedures and questionnaire between July
1992 and December 1993. Table 8 reports comparisons of the difference in differences (sngle
moathers minus single women without children) in the pardld survey to thosein the ORG. These
estimates suggest asmal but inggnificant postive bias in the ORG due to the redesign. Hence, this
andysds suggests that the redesign resulted in asmdl over statement of the increase in employment of
sngle mothersin the ORG.** Overal, these comparisons indicate that the CPS redesign is not the
source of the recent employment increases of single mothers®

ARE SINGLE MOTHERS A GOOD COMPARISON GROUP?

A potentid criticism of our resultsin Table 4 (and some of those in Tables 5 and 6) isthat
single women without children are not a good comparison group for sngle mothers. In particular, it
might be argued that employment rates are o high for single women without children thet it is
unreasonable to expect this group to respond to changes in economic conditions in the same way that
sngle mothersdo. Thisargument is not compelling because employment reates are not particularly high
for low-educated single women, particularly when examining employment last week. Only 33 percent
of high school dropout single mothers worked and 48 percent of high school dropout single women
without children worked last week. Nevertheless, our derivative estimates for the policy variables tend
to be the largest and most satidticaly significant for this group. In addition, thisissue of “ceiling effects’
isredly one of functional form. A probit modd naturdly forces the margind effects of dl variablesto

44 The ORG/ADF difference from the parallel survey may be due to differences between the parallel
survey and the regular CPS. In particular, the parale survey interviewers had lower caseloads, and the
interviews were longer and were supervised more carefully.

4 A final source of evidence is the SIPP employment rate change between 1993 and 1994 reported in
Liebman (1998). He finds that employment rose 4.5 percentage points over this period. The comparable
change in the ORG was 1.8 percentage points, again suggesting that the ORG understates therise in
single mothers employment.
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be smdler in the tails as probabilities approach zero or one. On the other hand, the probit functiona
form may not be theright one, or the linear, additive argument of the probit function may be
inappropriate. s

One might dso wonder if the large increases in employment that we find for single mothers, but
not for single childless women, aso occur for other demographic groups. We examine whether there
are Imilar employment increases for two other groups with historicaly low employment rates: black
males 19-44 and married women 19-44. We obtain weekly employment from our ORG data over the
1984-96 period, and annua employment over the 1967-96 period from our ADF data. For black
males there is no change in either annua or weekly employment rates between 1991 and 1996, the
period when single mothers: employment experiences most of itsrise. Over alonger time period, there
isavery smdl risein black male employment between 1984 and 1996, but the entire increase occurs
by 1985. For married women, thereisa small increase in employment between 1991 and 1996, but
the increase is much smdler than in previous periods of that length. This pettern is evident in both the
annua and weekly employment data. Thus, the large increases in employment of Sngle mothers over
1984-96 and particularly since 1991-96 are not mirrored by other groups.

Another potentid criticism is that using variation across women in their maritd status, number of
children, and steate of residence, implicitly assumes that marriage, fertility, and migration decisons are
exogenous to the policy changesthat we examine. The evidence on the effects of policy changes on
these decisonsis mixed, making the exogeneity assumption more plausible. For example, in her recent
review, Hoynes (1997) concludes. “Together this evidence suggests that marriage decisions are not
sengtive to financid incentives” She dso arguesthat: “ Overdl [the effects of wedfare on out-of-
wedlock births] are often inggnificant, and when they are not, they are smadl (pp. 129-130).” On the
other hand, another recent review, Moffitt (1997), suggests the weight of the evidence implies some
effect of welfare benefits on marriage and fertility. Asto location, Meyer (1999) concludes thet there is
aggnificant but smal effect of welfare on migration. The aggregate data on single motherhood are

46 One could consider dternative assumptions using other functiona forms or semiparametric
estimation.
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amilarly inconclusve. During the 1990s the rate of increase in the fraction of women 19-44 who are
single mothers dowed, thereby providing no hint that the large recent increasesin work by single
mothers are due to working women changing their fertility or marriage behavior. However, thereisno
strong evidence here to the contrary, since the gppropriate counterfactud rate of single motherhood is
unclear. Overdl, it islikely that endogenous single motherhood and location exert a smdl bias on our

results.

ADDITIONAL SPECIFICATIONS

We examine severd other specifications that are not reported here in order to determine the
benefits of studying many programs at the same time, to check the sengitivity of our results to dternative
gpecifications, and to seeif there are particularly large effects for certain subgroups of the population.
We find that ignoring some of the policy changes that we study has a subgtantia effect on the estimates
for the remaining programs. When we include the tax variable, but leave out the other policy variables,
its coefficient is about fifty percent larger in both samples. When the only policy variables that we
include are Medicaid if Work and the Welfare Maximum Benefit, the Medicaid coefficient is pogtive
and dgnificant in the March CPS sample. When the other policy variables are not included, the waiver
variables are much larger. On the other hand, the tax coefficient is hardly changed when the training
and child care variables are excluded. These results suggest that the common research strategy of
investigating one program in isolation has the potentid to give mideading results.

We examine a specification where we do not adjust the income variables for sate cost of living
differences. This modification reduces the magnitude and the sgnificance of the income tax coefficients,
though the change is only large in the ORG data. We try samples that include separated women and
samples that include women in school. The resultsin these samples using the March ADF or ORG
data are extremely close to those in our base samples, but yield adightly larger tax coefficient. We
aso try amore gtringent definition of employment. In the case of hours last week, we require at least
10 hours, and in the case of hourslast year, at least 500 hours. This change has little effect on the
results; it tends to give dightly larger coefficients on the policy variables. These results suggest thet the



39

increases in the employment of single mothers that we find are not smply due to women who are
working afew hours aweek in order to satisfy AFDC work requirements. Moreover, this dternative
definition (and the resulting lower employment rates) are adso further support for the conclusion that
“caling effects’ are not the explanation for our results.

We dso try severd subgroup andyses, in particular we examine differences between whites
and nonwhites, and family heads and subfamily heads. Nonwhites gppear to be more affected by
welfare waivers than whites, while subfamily heads are more sengitive to taxes than family heads. For
most other variables, we do not find large differences between these groups nor any consistent patterns

to the direction of the differences.

7. Determinants of Hours

So far, we have examined whether awoman worked at dl in ayear and whether she worked in
atypica week. These variables capture the decison to work as well as the decision of how many
weekstowork. To obtain afull picture of the effects of welfare and tax policy on labor supply, in this
section we examine the determinants of hours worked. Hours worked is @so of interest because some
of the policy changes we examine, especidly the EITC changes, are predicted to reduce annua hours
among the working. We examine hours worked per week using the ORG data and hours worked per
year using the ADF data. Table 9 provides mean vaues of these hours measures for sngle mothers
and single women without children for the years 1984-1996. The numbers reported in thistable are
weekly hours worked not conditioning on hours being podtive. Difference in differences estimates
cdculated from these numbers again show large relative increases in work for sngle mothers over the
sample period, with dmogt dl of the change occurring after 1991.

We estimate a series of Tobit and OL S regressions to determine the effects of tax and welfare
policy on hours, controlling for demographics, economic conditions, Sate, and year. We include the
same variables aswe did in Tables 4 through 6, though we should emphasize that these variables were
constructed for our structural modd of employment, so are less suitable for an andysis of hours. A

structurd model of hours worked is beyond the scope of this paper. The first four columns of Table 10
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report Tobit estimates including women whether or not they work. The last four columns report OLS
estimates from the sample of working women with positive hours. We report estimates for hours
worked over the entire year/52 from the ADF, and hours worked in atypical week from the ORG.
We ds0 report estimates using the sample of  single women, as well as those from the subsample of
sngle mothers. The effects of the policy variablesin the Tobit estimates for dl women whether or not
they work tend to be smilar to the effects on employment seen in the earlier tables. Decreasesin
income taxes (or increases in the EITC) and cuts in the maximum welfare benefit increase hours
worked. Increasesin AFDC for those who work as well astime limits, job search assistance, and child
care increase hours worked. These results hold for the sample of sngle mothers aswel asfor dl single
women. The results are very smilar for hours per year/52 in the ADF and hoursin atypica week in
the ORG, with the exception of Medicaid if Work which has a postive and significant effect for sngle
mothers annua hours. For hours worked conditioning on postive hours, the policy variables tend to
have much the same signs, but smaler and less Sgnificant coefficients. There are some notable Sign
reversals for conditiona hours, as the education component of training becomes positive in both
samples, while Child Care becomes negative in the ORG. In most cases, the conditional hours
derivatives are much smaler than those on unconditiona hours. Overdl, the results tend to confirm the

results for the main policy variables that we found in the employment probits.

8. Which Poalicies Accounted for the Employment Changes?

Our amultaneous examination of many government policies makes it sraightforward to etimate
the relative contribution of these policies to the recent increase in employment of sngle mothers. In
Table 11 we decompose the employment increases for both the entire period (1984-1996) and the
recent period of rapid employment growth (1992-1996). Overdl, these decompositions indicate a
large role for the EITC, modest roles for AFDC benefit cuts and waivers, and smaller roles for
Medicaid, training, and child care increases.

Using the parameter estimates from our main specifications (Specification (1) and (5) of Table
4), the EITC explains 63 percent of the increase in weekly employment over the full 1984 to 1996
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period, yet only 37 percent of the increase between 1992 and 1996. For annua employment, the
EITC playsavery smilar role, explaining 63 percent of the 1984 to 1996 increase and 34 percent of
the 1992 to 1996 increase.

Changes in the maximum welfare benefit and implicit tax rates and the Medicaid expansions
account for between 17 and 27 percent of the increase in weekly employment and between 10 and 14
percent of the increase in annua employment over ether period. The effect of the Medicaid expansons
themsalvesis usudly smal and/or negative. Conversdly, the effects of welfare waivers appear to be
subgtantia, with the estimates suggesting that policiesindtituted under waivers account for about one
gxth of the increase in employment over the full sample period and about 20 percent of the increase
between 1992 and 1996 for both weekly and annual employment. In genera, both job training and
child care explain smd|l parts of the employment increase, though in the case of weekly employment
over the full period child care can account for over 9 percent of the increase.

In results not shown, we reca cul ate the shares of the employment increase due to various
policies usng the parameter estimates from specifications with only single mothers (Specifications (1)
and (5) of Table 6). Theseresults suggest amuch smaler role (compared to Table 11) for the EITC in
explaining the changes in weekly employment, but asimilar role in explaining changesin annud
employment. Changesin the maximum welfare benefit are less important, while the results for welfare

waivers, job training, and child care are largely unchanged.

9. Conclusions
Between 1984 and 1996, there were enormous changes in many of the tax and transfer
programs that affect sngle mothers. The Earned Income Tax Credit was expanded, welfare benefits
were cut, welfare time limits were added and cases were terminated, Medicaid for the working poor
was expanded, training programs were redirected, and subsidized or free child care was expanded. Al
of these changes would be expected to encourage single mothers to work.
The trends in employment of single mothers compared to Sngle women without children, as

well as married mothers, or black men, suggest that single mothers have responded to these incentives
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by working more, especidly after 1991 and especialy mothers with children under Six. To assess
which policies have led to the employment increases, we examine in gregt detail the incentives of the
programs mentioned in the previous paragraph as well as other federa and state income tax provisons,
Food Stamps, and the implicit tax rates and earnings disregards under AFDC. We estimate the effects
of these programs using two large micro-datasets. The estimates imply that the EITC accounts for over
gxty percent of the increase in the weekly and annua employment of single mothers between 1984 and
1996. Welfare waivers appear to account for about one-sixth of the increase for both employment
measures. Other changes in AFDC can account for about one-quarter of the weekly employment
increase and about one-eighth of the annua increase. Changesin Medicaid, training, and child care
programs play asmadler role. These results are confirmed in an analysis of hours worked.

This paper makes severd methodologica improvements over past work, including the
edimation of astructura model of employment which provides severa independent tests of the
hypothesis that single mothers respond to economic incentives. Unlike most past work which has
analyzed one or two programs in isolation, we examine the mgor programs affecting Sngle mothers.
We rely on less subjective measures of welfare waivers such asimplementation dates and the beginning
of caseterminations. We ds0 provide the first evidence on the effects of waivers on employment.
Identification in most of our estimates comes from the differences in incentives faced by women with
and without children. However, we dso rely on changes in the treatment of family Size, Sate cost of
living differences, changes in date income taxes, differences in earnings disregards and implicit tax rates
across states and changes in these parameters and wefare benefits within a state over time. Mogt of
the evidence remains when we focus only on changesin the incentives faced by one group of single
mothers compared to another. We aso provide evidence that single women without children are a
reasonable comparison group for Sngle mothers.

There appears to be a payoff to some of the methodologica improvements. We find that
examining one or two programsin isolaion can lead to large biases in estimated behaviora effects. Our
results indicate that financia incentives through the tax and welfare systems have powerful effects on
sngle mothers employment decisons and that the different sources of these incentives have effects of
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plausible magnitudes. We find substantial responses to sate and federa income taxes, welfare benefits,
and implicit tax rates and earnings disregards under welfare. We find a sizable transaction cost or

digmato wefare. We dso find sgnificant effects of training and child care programs, but little effect of
Medicaid. Overdl, this paper indicates that work can be encouraged by making work more attractive

aswdl as by making welfare less attractive.
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Appendix 1. Description of Policy Variables

This section describes the construction of our policy variables and lists our information sources.
First, we begin with the assumptions that we use to determine taxes, program participation, and benefit
levels

1 In the March CPS sample, the age for tax purposes is the age at the time of the March

interview. We subtract one for AFDC and Medicaid purposes. In the ORG sample, we use

the age a the time of the interview for AFDC and Medicaid, but for tax purposes, we add one

for interviews occurring between January and June.

Children under 18 are counted as AFDC children.

3. Children under 19 (or under 24 and students) are counted as dependents and EITC qudifying
children for tax purposes.

4, Women have no unearned income (including child support) or assets, and their children have no
earned income, unearned income, or asets, hence, earnings determine their program digibility.

5. Single mothers are assumed to file as head of household and claim their children as dependents,
while sngle women without children fileassingle. Also, dl women take the sandard

N

deduction.

6. Women receiving AFDC arein their firgt four months of work and do not clam child care
expmsesM

7. Single women without children do not receive Food Stamps.

8. Shdlter cogts (an input in Food Stamp caculations) vary only by state and over time.

A.TAX, WELFARE, AND MEDICAID VARIABLES

Fird, for each woman we caculae five quantities. income tax liabilities (federal and state
income taxes incorporating federd and state EITCs); welfare benefits (AFDC plus Food Stamps);
AFDC receipt (indicator for AFDC digibility); and Medicaid adults covered and Medicaid children
covered. Under the assumptions above, these caculations are made at fifty annua earnings levels
generated from the cells of ajoint wage/hours digtribution. The fifty cells come from a combination of
five annual hours levels (500, 1000, 1500, 2000, and 2500) and ten hourly wage levels (4, 5, 6, 7, 8,
10, 12, 15, 20, and 25).

Second, we use two different wagerhours distributions to weight the above quantities, both of
which alow dependence between hours and wages and do not vary over time. Our main specifications
use awage/hours digtribution caculated from the full sample of sngle women with more than $500 of
annud earnings. The sampleisonly split by whether or not awoman has children. Our second

47 These assumptions are roughly consistent with the facts. In fiscal year 1995, over two thirds of
AFDC families with earnings were in their first four months of work, and only about 16% of AFDC
families with earnings claimed child care expenses (U.S. Department of Health and Human Services,
AFDC Characteristics, 1996).
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wagehours distribution is calculated within 90 cedlls defined by full interactions of region (5),%® age (19-
24, 25-34, 35-44), education (<12, 12, >12), and race (white and non-Hispanic, nonwhite or
Hispanic) using asample of single childiess women with more than $500 of annud earnings.

Using these wage/hours distributions, we congtruct the following variaoles,

Income Taxesif Work isthe weighted sum of income tax liabilities & the various annua earnings
points using the wage/hours distributions described above as weights.

Weéfare Benefitsif Work isthe weighted sum of welfare benefits at the various annud earnings
points using the wage/hours distributions described above as weights.

Probability of AFDC if Work isthe weighted sum of AFDC receipt at the various annud earnings
points using the wage/hours distributions described above as weights.

Medicaid if Work iscdculated in two steps. First, we calculate the weighted sum of Medicaid adults
covered and Medicaid children covered at the various annua earnings points using the
wage/hours distributions described above as weights. Second, we then multiply these sums by
dollar expenditures separately for adults and children. In the main specifications we use
average expenditures over al statesand years. A variant uses statelyear specific expenditure
figures

Using the welfare data, we dso cdculate the following variables.
Wefare Maximum Benefit isthe welfare benefit assuming zero earnings.
We caculate AFDC monthly benefits as follows (setting quantities in parentheses to zero if negative):

(A1) AFDC=min{ MAXBEN, RR*[PS-BRR*(EI-DIS)]}, where
MAXBEN is the maximum bensfit,
RRisthe ratable reduction,
PSisthe payment standard (the dollar amount when benefits end not counting disregards),
BRRisthe benefit reduction rate,
El isearned income, and
DISisthe earnings disregard.

We calculate Food Stamp benefits in two steps (setting quantities in parentheses to zero if negative).
Firgt, we cdculate the monthly shelter cost expense deduction:

(A.2) SED=(min{ SEDC, SE-0.5*((1-EIDP)*El + AFDC-SD)}).

48 Region 1 includes ME, NH, VT, MA, RI, CT, NY, NJ, DE, MD, and DC. Region 2 includes PA,
OH, IN, IL, MI, WI, and MN. Region 3includes VA, NC, GA, FL, and TX. Region 4 includes CO, AZ,
NV, WA, CA, AK, and HI. Region 5includes SC, WV, KY, TN, AL, MS, LA, AR, MO, IA, NE, KS,
ND, SD, OK, NM, UT, MT, ID, WY, and OR.
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Second, we ca culate the monthly Food Stamp benefit:
(A.3) FS=(MB-0.3*((1-EIDP)*EI+AFDC-SD-SED)), where

EIDP is the earned income deduction percentage (0.18 prior to 1986, 0.20 starting in 1986),
FSisthe monthly Food Stamp benefit,

MB is the maximum Food Stamp benefit,

SD isthe standard deduction,

SE is shelter expenses,

SED isthe shelter expense deduction, and

SEDC isthe shelter expense deduction celling.

Tax and welfare variables (and earned and unearned income variables) are adjusted for state
cogt of living differences using the poverty threshold index for 1990 from Nationa Research Council
(1995), which we then adjust annualy using the PCE deflator. The poverty threshold index accounts
for housing cost differences between states using Census housing cost data. Medicaid variables are
adjusted annudly using the Medica Care CPI.

Sourcesfor Taxes, Welfare, and Medicaid:

We obtain the federd income tax schedules from the U.S. Department of the Treasury (Tax
Guide, various years). The gtate tax information was obtained from four sources. the Advisory
Committee on Intergovernmenta Relations (various years), the Commerce Clearing House (various
years), unpublished data from the Center on Budget Policy and Priorities, and Feenberg and Coutts
(1993). The AFDC program parameters are obtained from the U.S. Department of Health and Human
Services (AFDC Plans, various years) and unpublished data from the Urban Ingtitute. The Food
Stamp parameters come from the U.S. House of Representatives (Green Book, various years) and the
U.S. Department of Agriculture (Food Stamps, various years). The Medicaid program information is
obtained from three sources. the National Governor’s Association (MCH Update, various dates), the
Intergovernmental Hedth Policy Project (Medicaid Changes, various years), and the U.S. House of
Representatives (Medicaid Source Book, 1988 and 1993). Medicaid dollar vaues (separately for
adults and children) come from unpublished tables from the Hedth Care Financing Adminigtration
(HCFA). Five-year moving averages are used to smooth these data which are indexed using the
medical care CPl.

B. WELFARE WAIVER VARIABLES

Any Time Limit is one garting with the implementation month of awaiver that imposes mandatory
work requirements on families that reach time limits or resultsin the reduction or tota loss of
AFDC payments after a certain time limit has been reached (usudly 2 years).

Any Terminations is one beginning with the month in which a caseis firs terminated under awelfare
walver.

Extended Transtional Assistanceis one garting with the implementation month of awaiver which
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extends Medicaid coverage or child care benefits beyond the usua one year period for those
leaving welfare for work.

Major Waiver Application isone beginning with the month in which a sate first gpplies for amgor
State-wide waiver.

Note that these variable are dways zero for women without AFDC children.

Sourcesfor Welfare Waiver Variables:

The waiver variables we used are based on our reading of the waiver summariesin Generd
Accounting Office (1997), the U.S. Department of Health and Human Services (Basdine, 1997), and
Savner and Greenberg (1997). These sources generaly have the implementation dates of waivers. We
aso consulted American Public Welfare Association (1996), Levine and Whitmore (1998), and U.S.
Department of Headlth and Human Services (Waiver Fact Sheet, 1997). Our classfication scheme
follows most closdly the classfication schemesin Generd Accounting Office (1997), the U.S.
Department of Hedlth and Human Services (Basdline, 1997).

C. TRAINING PROGRAM VARIABLES

These variables measure variation across states and over time in federal and state spending on
welfare-to-work programs and on digibility criteria. These numbers are based on the state leve fisca
year WIN (Work Incentive) program expenditures and State level fiscal year JOBS (Job Opportunities
and Basic Skills) program expenditures by component (job search, education, etc.). We calculate
spending per femae AFDC adult that is not exempt from participation based on the age of her youngest
child. The dollars are then divided by the state average wage to obtain an amount of services
provided.*®

We caculate the distribution of the age of the youngest child and we apportion total JOBS
gpending to women using the fraction of participants who are femae adults. We divide spoending into
two categories. education which includes education, post-secondary education, and sdf-initiated
education; and other which includes job search, job development and placement, on-the-job training,
work supplementation, community work experience, self-initiated training, job skills, job readiness, and
assessment and employability plan. For fisca year 1990 it is necessary to extrapolate WIN
expenditures forward and JOBS expenditures backward to the date when the JOBS program began in
agiven state. We also extrapolate 1985 WIN data back to 1984, and fisca year 1996 forward to the
firgt three months of fiscd year 1997.

Note that the training variables are zero for women without AFDC children and women with
children young enough to exempt the mother from participation in WIN or JOBS.

Sourcesfor Training Variables:
JOBSWIN expenditure data come from unpublished U.S. Department of Hedlth and Human

4 The state average wage is average hourly wage for manufacturing in the state. It is normalized so
that the 1996 value = 1.00.
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Services and U.S. Department of Labor tabulations, and the U.S. House of Representatives (Green
Book, various years). To cdculate the distribution of the age of youngest child for sngle mothers, we
use data from the U.S. Department of Hedlth and Human Services (AFDC Characterigtics, various
years) and authors caculations from the March CPS. Wage data come from the Bureau of Labor
Statistics web Site.

D. CHILD CARE VARIABLE

Child Care Expenditures are actud federd and state expenditures by state on the following four
programs. AFDC Child Care, Trangitiond Child Care, At-Risk Child Care, and Child Care and
Development Block Grants. Expenditures are put on a per person basis by dividing through by the
number of unmarried women with children under 6. This denominator is caculated using annud dataon
the number of women by state (from the Census Bureau) and the fraction of women in astate who are
unmarried with children under 6, which is caculated from the ORG over the entire 1984-96 period.
Like training dollars, the resulting dollar value is then divided by the state average wage to obtain an
amount of services provided.

Note that the child care varidble is aways zero for women without children under 6.

Sourcesfor Child Care Variable:

Child Care expenditures come from unpublished U.S. Department of Hedlth and Human
Searvice tabulations. Annud data on the number of women by state comes from the U.S. Census
Bureau. The fraction of women in a sate who are unmarried with children under 6 is caculated from
the ORG by the authors. Wage data come from the Bureau of Labor Statistics web site.
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Tablel
Summary Characteristics of Policies Affecting Single Mothers
and Single Women Without Children: 1984, 1988, 1992, and 1996

1984 1988 1992 1996
No No No No
Variable Childre] Childre [ Childre | Childre | Childre | Childre JChildre |Children
n n n n n n n
Annual Federal/State Income
Taxes, EITC, and /2 OASDHI
At $5,000 Earnings -169 352 -338 376 -533 408 -1,478 194
At $10,000 Earnings 124 94 -347 1,356 -673 1427 | -2012 1432
At $15,000 Earnings 1,599 2,075 784 2,589 502 2,687 -476 2,706
At $20,000 Earnings 2,721 3,325 2477 3,844 2,374 3,980 1,686 4,009
At $30,000 Earnings 5,466 6,326 5,398 6,538 5,527 6,666 5,585 6,668
Annual AFDC and Food
Stamp Benefits
At $0 Earnings 7,583 0 7,406 0 7,391 0 7,056 0
At $5,000 Earnings 4,719 0 4734 0 4,791 0 4,564 0
At $10,000 Earnings 1871 0 1,885 0 2,029 0 1975 0
At $15,000 Earnings 491 0 485 0 640 0 621 0
At $20,000 Earnings 80 0 89 0 116 0 132 0
Medicaid: Number of Family
MembersEligible
At $0 Earnings 2.65 0.00 262 0.00 2.66 0.00 268 0.00
At $5,000 Earnings 251 0.00 253 0.00 2.56 0.00 252 0.00
At $10,000 Earnings 110 0.00 141 0.00 162 0.00 192 0.00
At $15,000 Earnings 0.27 0.00 0.35 0.00 0.76 0.00 101 0.00
At $20,000 Earnings 0.03 0.00 0.05 0.00 0.31 0.00 0.49 0.00
At $25,000 Earnings 0.00 0.00 0.01 0.00 0.09 0.00 0.19 0.00
Waivers
Any TimeLimit 0.00 0 0.00 0 0.01 0 0.39 0
Any Terminations 0.00 0 0.00 0 0.00 0 021 0
Extended Transitional Asst. 0.00 0 0.00 0 0.01 0 012 0
Major Waiver Application 0.00 0 0.02 0 0.22 0 0.85 0
Annual Training/Child Care
Dollars Per Eligible Recipient
Training - Education 0 0 0 0 100 0 126 0
Training - Other 126 0 39 0 166 0 272 0
Child Care 0 0 0 0 246 0 302 0
Number of Observations 9391 | 18914 | 9211 | 18612 | 10,333 | 19311 | 8,788 15,846

Source: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG).

Restrictions The sampleincludes 19-44 year-old single women (divorced, widowed, and never married) who are not
in school.

Notes: These means are cal culated using the characteristics of the ORG sample for the given year and are weighted.
Women are assumed to bein their first four months of work, to have no unearned income, and to claim no
child care expenses. Also, single women with and without children are assumed to file as head of
household and single, respectively, and to claim the standard deduction. Taxes and welfare are adjusted for
state cost of living differences and all dollar amounts are expressed in 1996 dollars. See Appendix 1 for
specific indices used and other details.



Table2
Employment Ratesfor Single Mothers, Single Motherswith Children under Six,
and Single Women Without Children, 1984-1996

CPS Outgoing Rotation Group, March CPS,
Worked Last Week =1 Worked Last Year =1
No Standard No Standard
Year | Children | Children |Differenc | Error Children | Children | Differenc Error
e e

1984 | 0584 0.8014 -0.2160 0.0059 0.7322 0.9399 -0.2077 0.0083
19851 0.5861 0.8048 -0.2187 0.0058 0.7302 0.9439 -0.2137 0.0083
1986 | 05891 0.8131 -0.2240 0.0057 0.7310 0.9450 -0.2141 0.0082
1987 | 0.5941 0.8179 -0.2238 0.0056 0.7382 0.9473 -0.2091 0.0081
1988 | 0.6027 0.8215 -0.2188 0.0058 0.7482 0.9485 -0.2003 0.0084
1989 1 0.6136 0.8150 -0.2015 0.0058 0.7577 0.9409 -0.1831 0.0080
1990 | 0.6007 0.8155 -0.2148 0.0056 0.7591 0.9424 -0.1832 0.0079
19911 05790 0.8031 -0.2242 0.0056 0.7428 0.9418 -0.1990 0.0079
1992 1 05790 0.7957 -0.2167 0.0057 0.7387 0.9299 -0.1913 0.0081
1993 1 05875 0.7918 -0.2044 0.0057 0.7511 0.9356 -0.1845 0.0080
1994 1 0.6053 0.7921 -0.1868 0.0057 0.7907 0.9312 -0.1405 0.0078
1995 | 0.6265 0.7971 -0.1707 0.0058 0.8072 0.9340 -0.1268 0.0080
1996 | 0.6450 0.7938 -0.1488 0.0060 0.8191 0.9290 -0.1098 0.0079
Children No Standard | Children No Standard
Under 6 | Children |Differenc | Error Under 6 | Children |Differenc Error

e e
1984 | 04382 0.8014 -0.3632 0.0083 0.6122 0.9399 -0.3277 0.0131

1985 | 0.4328 0.8048 -0.3720 0.0082 0.5966 0.9439 -0.3474 0.0133
1986 | 0.4362 0.8131 -0.3770 0.0081 0.6227 0.9450 -0.3223 0.0128
1987 | 0.4437 0.8179 -0.3742 0.0082 0.6096 0.9473 -0.3377 0.0129
1988 | 0.4634 0.8215 -0.3581 0.0084 0.6277 0.9485 -0.3207 0.0132
1989 | 04790 0.8150 -0.3360 0.0083 0.6282 0.9409 -0.3127 0.0127
1990 | 0.4569 0.8155 -0.3586 0.0079 0.6369 0.9424 -0.3055 0.0124
1991 | 0.4289 0.8031 -0.3743 0.0078 0.6092 0.9418 -0.3326 0.0124
1992 | 0.4330 0.7957 -0.3627 0.0078 0.6273 0.9299 -0.3027 0.0124
1993 | 0.4557 0.7918 -0.3362 0.0078 0.6428 0.9356 -0.2929 0.0122
1994 | 0.4796 0.7921 -0.3125 0.0079 0.6934 0.9312 -0.2378 0.0121
1995 | 05147 0.7971 -0.2825 0.0081 0.7221 0.9340 -0.2119 0.0123
1996 | 0.5396 0.7938 -0.2543 0.0085 0.7476 0.9290 -0.1813 0.0119

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March) and are weighted.

Restrictions Both samplesinclude 19-44 year-old single women (divorced, widowed, and never married) who are not
in school. The March sample excludes disabled or ill women and those with positive earned income but
zero hours of work. In the second panel, single mothers without a child under six are excluded. Seetext for
details.




Table3
Probit Employment Probability Estimatesfor Single Women, 1984-1996

ORG, Worked Last Week =1 March CPS, Worked Last Year =1
(1) (2) ©) (4)
Average Standar | Average Standar | Average Standar | Average Standar
d d d d
Explanatory Variable Derivativ Error |Derivativ Error |Derivativ Error |Derivativ Error
e e e e

Any Children* 1084 -0.1803 00052 | -0.0695 00094 | -01721 00066 | -00704 00104
Any Children*1985 -0.1985 0.0051 | -0.0747 00091 | -0.1876 0.0068 | -0.0776 0.0101
Any Children*1986 -0.2021 00051 | -0.0748 0.0090 | -0.1843 0.0067 | -0.0740 0.0099
Any Children*1987 -0.2018 0.0051 | -0.0768 0.0086 | -0.1833 0.0068 | -0.0684 0.0093
Any Children*1988 -01995 00053 | -0.0730 00084 | -01744 00072 | -0.0594 0.0091
Any Children*1989 -01827 00053 | -0.0579 00082 | -0.1610 0.0066 | -0.0482 0.0085
Any Children*1990 -01939 00051 | -0.0687 00083 | -01695 0.0066 | -0.0538 0.0088
Any Children*1991 -01971 00050 | -0.0718 0.0089 | -0.1741 0.0064 | -0.0593 0.0098
Any Children*1992 -01930 0.0050 | -0.0652 0.0092 | -0.1550 0.0063 | -0.0457 0.0103
Any Children*1993 -01769 0.0050 | -0.0524 00089 | -0.1639 0.0066 | -0.0537 0.0099
Any Children*1994 -01733 00051 | -0.0469 00085 | -0.1374 0.0067 | -0.0251 0.0004
Any Children*1995 -01601 00052 | -0.0354 00084 | -01220 0.0071 | -0.02100 0.0093
Any Children*1996 -01355 0.0055 | -0.0106 00085 | -0.2015 0.0071 | 00027 0.0090
Nonwhite . . -0.0787  0.0017 . . -0.0471 0.0021
Hispanic . . -0.0353  0.0026 . . -0.0393  0.0025
Age19-24 . . -0.0183  0.0021 . . -0.0050 0.0027
Age 25-29 . . 00061 0.0021 . . -0.0070  0.0026
Age 35-39 . . -0.0043  0.0023 . . 0.0005 0.0029
Age 40-44 . . -0.0095 0.0024 . . 0.0069 0.0032
High School Dropout . . -0.1886  0.0019 . . -0.0978 0.0021
Some College . . 00760 0.0016 . . 00640 0.0021
Bachelors . . 01258 0.0022 . . 01136  0.0035
Masters . . 01130 0.0035 . . 01247  0.0062
Divor ced . . -0.0060 0.0024 . . 00040 0.0034
Widowed . . -0.1048 0.0070 . . -0.0788  0.0075
Any Children*Divor ced . . 0.1007 0.0033 . . 0.0466  0.0041
Any Children*Widowed . . 0.0853 0.0084 . . 0.0743  0.0088
# of Children under 18 . . -0.0353  0.0012 . . -0.0210 0.0013
# of Children under 6 . . -0.0834 0.0017 . . -0.0453 0.0017
Pregnant . . . . . . -00863 0.0041
Unearned Income ($1000s) . . . . . . -0.0023  0.0002
Central City . . . . . . -0.0149 0.0019
State Unemployment Rate (%) . . -0.0099  0.0007 . . -0.0066 0.0010
Any Children* State UR (%) . . 0.0015 0.0008 . . 00021 0.0011
Number of Observations 373,662 373,662 119,019 119019

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March CPS).

Restrictions See Table 2 for samplerestrictions.

Controls: Specifications (1) and (3) only includeindicatorsfor year. Specifications (2) and (4) include indicators for
state, year, calendar month, and calendar month interacted with any children (ORG).

Notes: Unearned income includesinterest, dividend, Social Security, veterans benefits, and retirement income. The



omitted group is white, non-Hispanic, age 30-34, never married, and not pregnant (March). She does not
liveinacentral city (March) and has only a high school education. See text for details.

Table4
Probit Estimates of the Effect of Policy Variables
On the Employment of Single Women
Average Derivative (Standard Error)

CPS Outgoing Rotation Group, | March CPS,
Worked Last Week =1 Worked Last Year =1
Y earsof Education Y earsof Education
All <12 12 >12 All <12 12 >12

Explanatory Variable D 2 3) 4 (5) (6) @) (8)
Income Taxesif Work -0.0230 | -0.0454 | -0.0298 | -0.0135 | -0.0287 | -0.0855 | -0.0389 | -0.0108

in $1000s/year (0.0030) | (0.0086) | (0.0052) | (0.0041) | (0.0035) | (0.0247) | (0.0068) | (0.0033)
Welfare Maximum Benefit -0.0293 | -0.0468 | -0.0322 | -0.0173 | -0.0190 | -0.0547 | -0.0265 | -0.0035

in $1000s/year (0.0021) | (0.0060) | (0.0037) | (0.0029) | (0.0024) | (0.0202) | (0.0048) | (0.0024)
Welfare Benefit if Work 0.0655 | 00720 | 0.0820 | 0.0414 | 00357 | 0.1084 | 0.0460 | 0.0117

in $1000s/year (0.0063) | (0.0181) | (0.0209) | (0.0086) | (0.0068) | (0.0285) | (0.0132) | (0.0065)
Praobability of AFDC Receipt -0.1734 1 -0.3062 | -0.2591 | -0.0801 | -0.1158 | -0.2529 | -0.1690 | -0.0602

If Work (0.0230) | (0.0636) | (0.0405) | (0.0316) | (0.0244) | (0.1002) | (0.0480) | (0.0238)
Medicaid if Work -0.0087 | -0.0080 | 0.0085 | -0.0153 | -0.0019 | -0.0156 | 0.0057 | -0.0049

in $1000s/year (0.0044) 1 (0.0119) | (0.0077) | (0.0061) | (0.0043) | (0.0269) | (0.0084) | (0.0043)
Waiver - Any TimeLimit 00118 | 00449 | 0.0175 | -0.0055 | 0.0125 | 0.0251 | 0.0057 | 0.0090

(Indicator Variable) (0.0062) | (0.0175) | (0.0110) | (0.0082) | (0.0081) | (0.0324) | (0.0159) | (0.0079)
Waiver - Any Terminations 0.0196 | 00392 | 0.0330 | 00100 | 0.0315 | 0.1147 | 0.0409 | 0.0081

(Indicator Variable) (0.0097) | (0.0283) | (0.0167) | (0.0127) | (0.0245) | (0.0597) | (0.0285) | (0.0133)
Training Program - Education -0.0692 | -0.0901 | -0.0642 | -0.0446 | -0.0488 | -0.0665 | -0.0920 | -0.0137

in $1000s/year (0.0166) | (0.0469) | (0.0287) | (0.0227) | (0.0202) | (0.0834) | (0.0386) | (0.0200)
Training Program - Other 0.0380 | 00516 | 0.0544 | 0.0197 | 00337 | 0.0640 | 0.0482 | 0.0148

in $1000s/year (0.0103) | (0.0296) | (0.0175) | (0.0140) | (0.0125) | (0.0519) | (0.0241) | (0.0124)
Child Care 0.0180 | 0.0300 | 0.0157 | 00159 | 0.0137 | 0.0411 | 0.0109 | 0.0098

in $1000s/year (0.0057) | (0.0160) | (0.0095) | (0.0082) | (0.0065) | (0.0279) | (0.0123) | (0.0062)
Number of Observations 373662 | 51,146 | 134432 | 183,084 | 119,019 | 15994 | 41,060 | 61,965

Sources: The data are from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March).

Restrictions See Table 2 for samplerestrictions. Specifications (2) and (6) are restricted to high school dropouts, (3)
and (7) to high school graduates, and (4) and (8) to those with an education beyond high school.

Controls: Inaddition to the variablesin Table 3 (except for the interactions between year and any children), the
following controls areincluded: indicatorsfor state, year, calendar month and calendar month interacted
with any children (ORG), whether at |east one, two, three, and four or more children are potentially AFDC
eligible, whether at least one and at |east two children are EITC eligible, and whether at least one child is
under 6, under 3, under 2, and under 1. Lastly, continuous variables for the number of children under each
age between one and nineteen are included.

Notes: Inall specifications, the tax, welfare, and Medicaid variables are cal culated using ajoint hours’'wage
distribution, estimated separately for single women with and without children. Taxes and welfare are



adjusted for state cost of living differences and all dollar amounts are expressed in 1996 dollars. See
Appendix 1 for specific indices used and other details.

Tableb

Probit Estimates of the Effect of Policy Variables
On the Employment of Single Women, Children Interactions
Average Derivative (Standard Error)

CPS Outgoing Rotation Group,
Worked Last Week =1

March CPS,
Worked Last Year =1

Explanatory Variable (1) (2) (3) (4) (5) (6) (7) (8)
Income Taxesif Work -0.0244 | -0.0138 | -0.0432 | -0.0162 | -0.0269 | -0.0250 | -0.0319 | -0.0178
in $1000s/year (0.0039) | (0.0035) | (0.0045) | (0.0063) | (0.0047) | (0.0040) | (0.0054) | (0.0071)
Welfare Maximum Benefit -0.0321 | -0.0133 | -0.0300 | -0.0099 | -0.0180 | -0.0042 | -0.0193 | -0.0017
in $1000s/year (0.0025) | (0.0053) | (0.0022) | (0.0055) | (0.0029) | (0.006) | (0.0025) | (0.0058)
Welfare Benefit if Work 0.0766 | 0.0108 | 0.0697 | 0.0082 | 0.0390 | -0.0020 | 0.0394 | -0.0035
in $1000s/year (0.0077) | (0.0087) | (0.0062) | (0.0089) | (0.0082) | (0.0087) |(0.0068) | (0.0089)
Probability of AFDC -0.1819 | -0.1050 | -0.1825 | -0.0932 | -0.1297 | -0.0627 | -0.1286 | -0.0603
Receipt If Work (0.0295) | (0.0298) | (0.0233) | (0.0307) | (0.0299) | (0.0321) | (0.0249) | (0.0336)
Medicaid if Work -0.0126 | 0.0090 | -0.0081 | 0.0070 | -0.0051 | 0.0065 | -0.0028 | 0.0058
in $1000s/year (0.0061) | (0.0046) | (0.0044) | (0.0047) | (0.0055) | (0.0045) | (0.0043) | (0.0046)
Waiver - Any Time Limit 0.0201 | 0.0107 | 0.0153 0.0191 | 00113 | 0.0151
(Indicator Variable) (0.0067) | (0.0065) | (0.0069) (0.0087) |(0.0085) | (0.0090)
Waiver - Any Terminations 00178 | 00164 | 0.0136 00255 | 00291 | 0.0242
(Indicator Variable) . (0.0099) | (0.0098) | (0.0101) . (0.0150) |(0.0147) | (0.0153)
Training Program - Education -0.0645 | -0.0679 | -0.0498 | -0.0680 | -0.0502 | -0.0424 | -0.0389 | -0.0455
in $1000s/year (0.0207) | (0.0177) | (0.0179) | (0.0193) | (0.0253) | (0.0213) | (0.0217) | (0.0233)
Training Program - Other 0.0653 | 00435 | 00332 | 00376 | 0.0447 | 00381 | 00301 | 0.0338
in $1000s/year (0.0122) | (0.0112) | (0.0106) | (0.0115) | (0.01%0) | (0.0135) | (0.0127) | (0.0137)
Child Care -00022 | 00162 | 0.0234 | 00157 | -0.0038 | 00121 | 00178 | 0.0114
in $1000s/year (0.0079) | (0.0058) | (0.0061) | (0.0063) | (0.0087) | (0.0067) |(0.0071) | (0.0073)
1994-1996 Excluded Yes No No No Yes No No No
Children* State I nteractions No Yes No Yes No Yes No Yes
Children*Year Interactions No No Yes Yes No No Yes Yes
Number of Observations 292,731 373,662 93,816 119,019

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March).

Restrictions See Table 2 for samplerestrictions. Specifications (1) and (5) exclude 1994-1996.

Controls: See Table 4 for controls. Indicatorsfor interactions between state and any AFDC eligible children are
included in specifications (2), (4), (6), and (8). Indicatorsfor interactions between year and both any AFDC
eligible children and any EITC dligible children are included in specifications (3), (4), (7), and (8).

Notes: Inall specifications, the tax, welfare, and Medicaid variables are cal culated using ajoint hours’'wage
distribution estimated separately for single women with and without children. Taxes and welfare are
adjusted for state cost of living differences. Also, al dollar amounts are expressed in 1996 dollars. See
Appendix 1 for specific indices used and other details.



Table6
Probit Estimates of the Effect of Policy Variables

On the Employment of Single Women, Alter native Specifications
Average Derivative (Standard Error)

CPS Outgoing Rotation Group, | March CPS,
Worked Last Week =1 Worked Last Year =1
Explanatory Variable (1) (2) (3) (4 (5) (6) (7) (8)
Income Taxesif Work -0.0139 | -0.0380 | -0.0103 | -0.0114 | -0.0262 | -0.0263 | -0.0241 | -0.0175
in $1000s/year (0.0086) |(0.0041) | (0.0036) | (0.0023) |(0.0128) | (0.0043) | (0.0037) | (0.0028)
Welfare Maximum Benefit -0.0114 | -0.0367 | -0.0234 | -0.0207 | -0.0028 | -0.0216 | -0.0138 | -0.0160
in $1000s/year (0.0064) ](0.0027) | (0.0027) | (0.0013) | (0.0091) | (0.0028) | (0.0028) | (0.0015)
Welfare Benefit if Work 0.0127 | 00783 | 00664 | 00320 | -0.0053 | 0.0411 | 00359 | 0.0214
in $1000s/year (0.0103) |(0.0079) | (0.0086) | (0.0031) |(0.0140) | (0.0076) | (0.0087) | (0.0030)
Probability of AFDC Receipt -0.1044 | -0.1986 | -0.1523 | -0.1266 | -0.0854 | -0.1400 | -0.0793 | -0.0843
If Work (0.0363) |(0.0283) | (0.0312) | (0.0163) | (0.0531) | (0.0277) | (0.0307) | (0.0161)
Medicaid if Work 0.0033 | -0.0154 | -0.0008 | 0.0017 | 0.0084 | -0.0022 | -0.0057 | 0.0053
in $1000s/year (0.0060) |(0.0054) | (0.0059) | (0.0037) |(0.0077) | (0.0049) | (0.0053) | (0.0035)
Waiver - Any Time Limit 0.0175 | 0.0160 | 00062 | 0.0155 | 0.0255 | 0.0175 | -0.0008 | 0.0159
(Indicator Variable) (0.0080) |(0.0084) | (0.0083) | (0.0062) |(0.0141) | (0.0098) | (0.0200) | (0.0080)
Waiver - Any Terminations 0.0160 | 0.0379 | 00067 | 0.0211 | 0.0354 | 0.0355 | 0.0229 | 0.0335
(Indicator Variable) (0.0116) |(0.0132) | (0.0129) | (0.0097) |(0.0238) | (0.0173) | (0.0186) | (0.0144)
Training Program - Education -0.0772 | -0.0572 | -0.0181 | -0.0509 | -0.0667 | -0.0688 | -0.0255 | -0.0299
in $1000s/year (0.0223) |(0.0319) | (0.0198) | (0.0161) | (0.0365) | (0.0301) | (0.0226) | (0.0197)
Training Program - Other 0.0444 | 00071 | 00351 | 0.0454 | 0.0578 | 0.0420 | 0.0125 | 0.0395
in $1000s/year (0.0133) |(0.0193) | (0.0120) | (0.0102) | (0.0214) | (0.0190) | (0.02137) | (0.0125)
Child Care 0.0195 | 0.0018 . 0.0197 | 0.0171 | 0.0118 . 0.0152
in $1000s/year (0.0073) |(0.0071) . (0.0056) | (0.0114) | (0.0079) . (0.0064)
Include Women w/o Children No Yes Yes Yes No Yes Yes Yes
Incl. Motherswith Children <6 Yes Yes No Yes Yes Yes No Yes
Include Mothersw/o Children < 6 Yes No Yes Yes Yes No Yes Yes
WagesHoursVary by Group No No No Yes No No No Yes
Number of Observations 122,966 | 303,396 | 317,178 | 373,662 | 40,818 | 95,786 | 99,157 | 119,019

Sources: The data are from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Popul ation Survey (March).

Restrictions See Table 2 for samplerestrictions. Specifications (1) and (5) include only single mothers with children
eligiblefor both the EITC and AFDC. Specifications (2) and (6) exclude mothers with no children under six,
and specifications (3) and (7) exclude mothers with at least one child under six.

Controls: See Table 4 for controls. In specifications (4) and (8) indicators are included for each individua group for
which the joint hours/wage distribution is calculated (90 groupsin al).

Notes: In specifications (1)-(3) and (5)-(7) the tax, welfare, and Medicaid variables are calculated using ajoint
hours/wage distribution estimated separately for single women with and without children. 1n specifications
(4) and (8) the joint hours/wage distribution is specific to groups defined by full interactions of region,
education, age, and minority status, and is calculated using only single women without children. Taxesand
welfare are adjusted for state cost of living differences and arein 1996 dollars. See Appendix 1 for specific
indices used and other details.



Table7

Effect of CPS Redesign on the Employment of Single Women
ORG and March CPS Comparisons

CPS Outgoing Rotation Group, March CPS
No Standard No
Children |Children|Difference| Error | Children| Children

Employment Rate (from Table 2)

1992 05790 | 0.7957 -0.2167 0.0057 0.7387 0.9299

1993 05875 | 0.7918 -0.2044 0.0057 0.7511 0.9356

1994 0.6053 | 0.7921 -0.1868 0.0057 0.7907 0.9312
Y early Differences

1993-1992 0.0085 | -0.0039 0.0124 0.0080 0.0125 0.0057

1994-1993 0.0178 | 0.0003 0.0175 0.0080 0.0396 -0.0044

Effect of Redesign on March CPS (March-ORG, 1993-1992)
Effect of Redesign on ORG (ORG-March, 1994-

1993)

0.0040 0.0096
-0.0218 0.0047

Sources: The dataare from the 1992-1994 Current Population Survey Outgoing Rotation Group File (ORG) and the
1993-1995 March Current Population Survey (March) and are weighted.
Restrictions See Table 2 for restrictions.

Table8
Effect of CPS Redesign on the Employment of Single Women

ORG and Paralld Survey Comparisons

Children No Children Difference
Standard Standard Standard
M ean Error M ean Error M ean Error

1993 Parallel Survey
1993 ORG

0.5926 0.0055
0.5875 0.0048

0.7915 0.0033
0.7918 0.0029

-0.1988 0.0064
-0.2044 0.0057

Effect of Redesign on ORG

0.0052 0.0073

-0.0004 0.0044

0.0055 0.0086

Sources: The dataare from the 1993 Current Population Survey Outgoing Rotation Group File (ORG) and the 1993
Current Population Survey Parallel Survey and are weighted.
Restrictions See Table 1 for restrictions.



Table9
HoursWorked for Single Mothersand Single Women Without Children, 1984-1996

CPS Outgoing Rotation Group, March CPS,
Hoursin Reference Week Annual Hour s/52
No Standard No Standard

Year | Children | Children |Difference| Error Children | Children |Difference| Error

1984 | 21.928 30.792 -8.864 0.247 24.193 33.209 -9.016 0.369
1985 | 22180 31.289 -9.109 0.244 23.766 33.789 -10.024 0.374
1986 | 22.193 31.830 -9.637 0.242 23.937 33.869 -9.933 0.368
1987 | 22410 31.986 -9.576 0.240 24.912 34.246 -9.334 0371
1988 | 23.183 32413 -9.230 0.252 24.812 34.551 -9.739 0.384
1989 | 23.342 32.170 -8.828 0.248 26.002 34.333 -8.330 0.368
1990 | 23.035 32.008 -8.973 0.240 25.308 34.150 -8.841 0.362
1991 | 21.992 31.289 -9.296 0.240 24.880 33.952 -9.072 0.360
1992 | 21.675 30.838 -9.163 0.240 24.324 33.305 -8.982 0.364
1993 | 22.377 30.894 -8.517 0.243 24.960 33.370 -8.410 0.374
1994 | 22593 30.480 -7.888 0.246 26.711 33.505 -6.794 0.372
1995 | 23448 30.784 -7.336 0.248 27.714 34.150 -6.436 0.393
1996 | 24.023 30.805 -6.782 0.262 27412 33.601 -6.190 0.383

Sources: The data are from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March) and are weighted.

Restrictions; Both samplesinclude 19-44 year-old single women (divorced, widowed, and never married) who are
not in school. The March sample excludes disabled or ill women and those with positive earned income but
zero hours of work.



Table 10
Tobit and OL S Estimates of the Effect of Policy Variables

On theHoursWorked of Single Women
Average Derivative (Standard Error)

Tobit, All Obserations OLSS, Positive Hours Only
Single Women Single Mothers SingleWomen Single Mothers
ORG | March | ORG |March | ORG | March | ORG | March
Explanatory Variable (D (2 3 (4) 5) (6) @) (8
Income Taxesif Work -14356 | -1.8064 | -0.9082 | -1.1886 | -0.5130 | -0.4540 | -0.1578 | 0.6392
in $1000s/year (0.1536) | (0.2024) | (0.3880) | (0.5603) | (0.1031) | (0.1740) | (0.2755) | (0.4863)
Welfare Maximum Benefit -16005 | -1.2446 | -0.6247 | -0.2717 | -0.1219 | -0.38%4 | -0.3332 | -0.4747
in $1000s/year (0.1097) | (0.1451) | (0.2938) | (0.4189) | (0.0750) | (0.1255) | (0.2132) | (0.3721)
Welfare Benefit if Work 36203 | 3.2988 05626 | -04662 | 0.2796 13537 | 03127 | 0.1737
in $1000s/year (0.3373) | (0.4228) | (0.4805) | (0.6517) | (0.2412) | (0.3754) | (0.3646) | (0.5882)
Probability of AFDC Recelpt -11.1844 | -11.9441 | -6.1280 | -6.5993 | -2.3269 | -4.5396 | -2.9038 | -3.73%4
If Work (1.2356) | (15777) | (1.6733) | (2.4605) | (0.8649) | (1.3936) | (1.2285) | (2.1850)
Medicaid if Work -0.3977 | -0.1982 | 0.2234 | 08540 | 02507 | 03981 | 03121 | 1.0007
in $1000s/year (0.2381) | (0.2893) | (0.2825) | (0.3837) | (0.1698) | (0.2623) | (0.2169) | (0.3579)
Waiver - Any TimeLimit 04239 | 09812 | 06337 | 14969 | -04254 | 0.3637 | -0.3385 | 0.7571
(Indicator Variable) (0.3281) | (0.5002) | (0.3575) | (0.6114) | (0.2219) | (0.4283) | (0.2528) | (0.5263)
Waiver - Any Terminations 09035 | 11776 05868 | 02269 | -0.2414 | -0.2323 | -0.0011 | 04091
(Indicator Variable) (0.4976) | (0.8272) | (0.5061) | (0.9416) | (0.3300) | (0.6936) | (0.3493) | (0.7925)
Training Program - Education -4.1317 | -24936 | -29187 | -0.9591 | 0.0551 | 1.6041 | 04836 | 1.4687
in $1000s/year (0.8686) | (1.2314) | (0.9985) | (1.5927) | (0.5776) | (1.0495) | (0.7017) | (1.3780)
Training Program - Other 21050 | 16835 | 16128 | 17001 | 02867 | 01329 | 06514 | 1.0360
in $1000s/year (0.5303) | (0.7522) | (0.5888) | (0.9213) | (0.3496) | (0.6379) | (0.4130) | (0.7966)
Child Care 10131 | 14563 09629 | 13811 | -0.7989 | -0.5648 | -0.6694 | -0.5481
in $1000s/year (0.3137) | (0.4276) | (0.3369) | (0.5060) | (0.2237) | (0.3775) | (0.2448) | (0.4401)
Number of Observations 373662 | 119,019 | 122,966 | 40,818 | 276,156 | 103,759 | 73,810 | 30,701

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Popul ation Survey (March).
Restrictions See Table 2 for samplerestrictions. Specifications (3), (4), (7), and (8) include only single mothers with
children eligible for both the EITC and AFDC. Specifications (5)-(8) exclude women with zero hours worked.
Controls: See Table4 for controls.
Notes: The dependent variablesin the ORG and March samples are hours worked in the reference week and hours
worked last year (divided by 52), respectively. The Tobit specifications assume that zero hours
observations are censored and report the average derivative for observed hours. In all specifications, the
tax, welfare, and Medicaid variables are calculated using ajoint hours/wage distribution, estimated
separately for single women with and without children. Taxes and welfare are adjusted for state cost of
living differences and all dollar amounts are expressed in 1996 dollars. See Appendix 1 for specific indices

used and other details.



Table11
Contribution of Policy Changesto the Changesin the Employment of Single Mothers
1984-1996 and 1992-1996

1984-1996 1992-1996
ORG March ORG March
Change % of |Change % of |Change % of Change| % of
Explanatory Variable inEmp Total | inEmp Total | inEmp Total inEmp | Total
Income Taxesif Work 0.0369 | 626% | 0.0461 | 63.1% | 0.0156 | 37.3% | 0.0195 | 34.5%
Welfare Maximum Benefit 0.0155 | 26.3% | 0.0100 | 13.7% | 0.0098 | 235% | 0.0064 | 11.3%
Welfare Benefit if Work 0.0004 | 0.7% | 0.0002 | 0.3% | -0.0038 | -9.1% | -0.0021 | -3.7%
Probability of AFDC Receipt if Work -0.0002 | -0.3% | -0.0001 | -0.2% | 0.0017 | 41% | 00012 | 21%
Medicaid if Work -0.0036 | -6.2% | -0.0008 | -1.1% | -0.0011 | -2.7% | -0.0002 | -0.4%
Total Welfare Benefits& Medicaid | 0.0121 | 20.5% | 0.0093 | 12.8% § 0.0066 | 158% | 0.0052 | 9.2%
Waiver - Any Time Limit 00046 | 7.9% | 0.0049 | 68% | 0.0045 | 108% | 0.0048 | 85%
Waiver - Any Terminations 0.0040 | 6.8% | 0.0065 | 88% | 00040 | 96% | 0.0065 | 11.5%
Total Welfare Waivers 0.0087 | 14.7% | 0.0114 | 156% | 0.0086 | 204% | 0.0113 | 20.0%
Training Program - Education -0.0087 | -14.8% | -0.0062 | -84% | -0.0018 | -4.3% | -0.0013 | -22%
Training Program - Other 0.0055 | 94% | 00049 | 6.7% | 0.0040 | 9.6% | 0.0036 | 6.3%
Child Care 00054 | 92% | 00041 | 57% | 00010 | 24% | 0.0008 | 14%
Total Training & Child Care 00023 | 39% | 00029 | 40% | 00032 | 7.7% | 0.0031 | 54%
Other -0.0010 | -1.7% | 0.0034 | 46% | 0.0078 | 18.7% | 0.0174 | 30.9%
Tota 0.0589 ]100.0% | 0.0731 |100.0% ] 0.0418 | 100.0% | 0.0564 |2100.0%

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Popul ation Survey (March).

Notes: Change in Employment gives the change in the employment of single mothers over the specified time period
that is due to the given explanatory variable(s). % of Total givesthe percentage of the total employment
increase explained by the given explanatory variable(s). The parameter estimates used to calculate these
statistics come from Tables 3 and 4, while the change in policy variables comes from Appendix Table 1.



Appendix Table 1
Variable Meansfor Single Mothers
and Single Women Without Children: 1984, 1988, 1992, 1996

1984 1988 1992 1996
No No No No

Variable Childre |Childre |Childre |Childre|Childre |Childre |Childre |Childre

n n n n n n n n
Age 3144 | 2686 | 3L97 | 27.79 | 3196 | 2883 | 3219 | 2922
Nonwhite 0371 | 0155 | 0363 | 0162 | 0384 | 0178 | 0377 | 0.207
Hispanic 0086 | 0053 | 0103 | 0072 | 0111 | 0079 | 0136 | 0.093
High School Dropout 0262 | 004 | 0246 | 0091 | 0241 | 004 | 0211 | 0.092
Some College 0211 | 0297 | 0234 | 0305 | 0256 | 0317 | 0311 | 0.317
Bachelors 0063 | 0192 | 0064 | 0204 | 0061 | 0210 | 0072 | 0233
Masters 0022 | 0059 | 0025 | 0061 | 0023 | 0066 | 0021 | 0.064
Divorced 0564 | 0151 | 0533 | 0161 | 0477 | 0165 | 0460 | 0.162
Widowed 0066 | 0010 | 0055 | 0010 | 0047 | 0012 | 0038 | 0.012
Living with Parents 0156 | 0418 | 0151 | 0375 | 0154 | 0347 | 014 | 0339
Living with Unrelated Adult Male 0097 | 0135 | 0125 | 04267 | 0148 | 0198 | 0.165 | 0.218
# of Children under 18 1681 . 1.664 . 1.707 . 1.707
# of Children under 6 0.560 . 0571 . 0.624 . 0.613 .
Income Taxesif Work 1522 | 2751 1030 | 2958 | 0811 2967 | 0079 | 2914
Welfare Maximum Benefit 7.583 . 7.406 . 7.391 . 7.056
Welfare Benefit if Work 1482 . 1478 . 1546 . 1488
Probability of AFDC Receipt if Work 0.255 . 0.287 . 0.266 . 0.256 .
Medicaid if Work 1020 | 0000 | 1114 | 0000 | 1309 | 0004 | 1444 | 0.008
Any TimeLimit 0.000 . 0.000 . 0.010 . 0.3%
Any Terminations 0.000 . 0.000 . 0.000 . 0.205
Extended Transitional Assistance 0.000 . 0.000 . 0.007 . 0.119
Major Waiver Application 0.000 . 0.015 . 0.223 . 0.847
Training Progam - Education 0.000 . 0.000 . 0.100 . 0.126
Training Progam - Other 0.126 . 0.039 . 0.166 . 0.272
Child Care 0.000 . 0.000 . 0.246 . 0.302 .
Number of Observations 9391 | 18914 | 9211 | 18612 | 10,333 | 19,311 | 8788 | 15846

Source: Thedataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG).

Restrictions See Table 1 for sample restrictions.

Notes: These means are cal culated using the characteristics of the ORG sample for the given year and are weighted.
Women are assumed to be in their first four months of work, to have no unearned income, and to claim no
child care expenses. Also, single women with and without children are assumed to file as head of
household and single, respectively, and claim the standard deduction. Taxes and welfare are adjusted for
state cost of living differences and all dollar amounts are expressed in 1996 dollars. See Appendix 1 for
specific indices used and other details.



Appendix Table 2

Characteristics of Single Mothersand Single Women Without Children
Mean (Standard Deviation)

ORG March
Variable Children No Children |No Children
Children
Age 3191 28.30 3149 28.18
(6.88) (7.20) (6.95) (7.29)
Nonwhite 0.375 0.174 0.367 0.172
Hispanic 0.110 0.075 0.110 0.076
High School Dropout 0.237 0.093 0.219 0.076
Some College 0.253 0.308 0.267 0.332
Bachelors 0.064 0.211 0.070 0.219
Masters 0.023 0.064 0.027 0.068
Divorced 0.506 0.164 0.515 0.181
Widowed 0.050 0.012 0.052 0.014
Living with Parents 0.151 0.365 0.143 0.328
Living with Unrelated Adult Male 0.133 0.179 0.137 0.190
# of Children under 18 1.69 1.65
(1.00) (1.01)
# of Children under 6 0.60 0.62
0.77) (0.78)
Pregnant 0.073 .
Central City 0.356 0.330
Unear ned Income 803 592
(4,416) (3519
Earned Income 13,772 19,490
(14,871) (16,612)
Earnings Conditional on Working 18,165 20,790
. . (14,557) (16,350)
Worked Last Week (ORG) or Last Year (March) 0.600 0.805 0.759 0.939
HoursLast Week (ORG) or Last Year (March) 227 31.3 1,319 1,760
(20.49) (18.3) (959) (756)
Hours Conditional on Working 37.8 39.0 1,738 1,875
(11.0 (11.0) (695) (628)
WeeksWorked Last Year 34.0 45.3
(22.5) (14.7)
Any Public Assistance Income . . 0.281 0.018
Number of Observations 126,750 246,912 43,095 75,294

Sources: The dataare from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG) and the
1985-1997 March Current Population Survey (March) and are weighted.

Restrictions See Table 2 for samplerestrictions.

Notes: Unearned income includesinterest, dividend, rental, Social Security, veterans' benefits, and retirement



income. All dollar amounts are expressed in 1996 PCE deflated dollars. Seetext for details.
Figurel
Major Tax and Welfare Policy Changes Affecting L ow I ncome Women, 1984-1997



The Deficit Reduction Act, 1984 (DEFRA)

- Effective October 1984, EITC counted as earned
income at thetime it is received.

- Effective October 1984, states required to extend
Medicaid coverage for nine months to families
who lose AFDC due to the loss of the (4-month)
earnings disregard.

Sixth Omnibus Budget Reconciliation Act, 1986

(SOBRA 86)

- Effective April 1987, states permitted to extend
Medicaid coverage to children under two in
families below 100 percent of the poverty line.

Omnibus Budget Reconciliation Act, 1987

(OBRA 1987)

- Effective July 1988, states permitted to extend
Medicaid coverage to children under five
(and born after September 1983) in families
below 100 percent of the poverty line.

- Effective October 1988, states permitted to extend
coverage to children under eight in families below
100 percent of the poverty line.

- Effective October 1988, states permitted to extend
coverage to children under 1 in families below
185 percent of the poverty level.

Omnibus Budget Reconciliation Act, 1989

(OBRA 89)

- Effective April 1990, states required to extend
Medicaid coverage to children under six in
families below 133 percent of the poverty level.

N

1984

. 1985

[ 1986

Omnibus Budget Reconciliation Act, 1990

(OBRA 90)

- Effective January 1991, the EITC increased by
over 50 percent (phased in over three years) with
an additional credit for families with two or more
children; support test for qualifying children
dropped.

- Effective January 1991, the EITC not counted as
income for most Federal means-tested programs.

- Effective July 1991, states required to extend
Medicaid coverage to children born after
September 1983 and under age nineteen in
families below 100 percent of the poverty level.

The Personal Responsibility and Work

Opportunity Reconciliation Act, 1996

- Effective July 1997, established state block grants
replacing AFDC; set time limits and work
requirements for most assistance recipients.

— 1993
1994
— 1995

1996

1997

NOTE
Medicaid expansions covering children cover
pregnant women as well.

Tax Reform Act, 1986 (TRA 86)

Effective January 1987, EITC increased by over
50 percent and indexed for inflation.

- Effective January 1988, standard deduction for
those filing as head of household increased by
almost $2000.

Medicare Catastrophic Coverage Act, 1988

(MCCA 88)

- Effective July 1989, states required to extend
Medicaid coverage to children under 1 in families
below 75 percent of the poverty level.

The Family Support Act, 1988 (FSA)

- Effective October 1989, EITC not counted as
income for AFDC eligibility (except for gross
income test); AFDC earnings disregard increased.

1 Effective April 1990, states required to provide

transitional child care and Medicaid for twelve
months to families who lose AFDC due to
increased earnings (state options for fees for child
care and Medicaid during second six months).

- Effective October 1990, established Job
Opportunities and Basic Skills Training Program
(JOBS) requiring states to implement new
employment, education, and training programs for
AFDC recipients.

Omnibus Budget Reconciliation Act, 1992

(OBRA 92)

- Effective January 1994, the EITC increased by
over 50 percent (phased in over three years).

- Effective January 1994, small EITC established
for taxpayers without children and 25 or older.

AFDC and Medicaid Program Waivers,

1993-1996

- Between 1993 and 1996, 43 states received
waivers for AFDC and Medicaid; these waivers
generally required work, set time limits for
assistance, or increased work incentives.
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Figure2
After-Tax Income of a Single Mother with Two Children
Minus a Single Woman Without Children: 1984, 1988, 1992, 1996
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Notes: All numbers arein 1996 dollars deflated with the Personal Consumption Expenditures Deflator. All women are
assumed to have only earned income and to take the standard deduction. Single women with children and without children are
assumed to file as head of household and single, respectively. After-tax income isincome after federal taxes or credits.

Figure 3
Tax and Employment Rate Differences
Between Single Women With and Without Children
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Source: The data are from the 1984-1996 CPS Outgoing Rotation Group File (ORG).

Notes: Tax Difference givesthe difference in taxes paid by single women without children minus those paid by single
mothers. Employment Rate Difference gives the difference in weekly employment for single mothers minus single women
without children.



