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Welfare reform impacts

IN the sipp

Data from the Survey of Income and Program Participation (SPP)
suggest that families who left the rolls due to welfare reform

were more prone to economic difficulties than other leavers,
however, income improved for most post-reform leavers

early 6 years after enactment of the
N Personal Responsibility and Work

Opportunity Reconciliation Act of 1996
(PRwWOOr simply “welfarereform”) most analysts
have found generally positive outcomes.
Welfare dependence has declined; by 1999,
average monthly welfare casel oads stood at less
than half the 1994 pre-reform peak for the
predecessor Aid to Families with Dependent
Children (AFDC). In addition, the economic
status of women who head familieswith children,
the group affected most directly by welfare
reform, has improved according to annual data
from the March Current Population Survey
(cP9.t After apost-1995 dip, even the poorest
families showed economic gains in 1999 and
2000, though these were lost in the recession
year of 2001.

Analysis of expenditure levels provides a
more optimistic picture.? Several samples
specially created to monitor what happened
under the new program, Temporary Assistance
to Needy Families (TANF), have also reported
income gains. The Urban Institute’s National
Survey of American Familiesfound that families
leaving welfare in 1999 did as well or better
economically than 1997 leavers® Researchers
employing data from the Women’s Employment
Project, find that “work pays’ for post-reform
welfare leavers* However, other researchers
have also found that some families lost ground

economically after leaving welfare. Intheir first
year off the rolls, nearly half of all leavers had
average monthly income lower than their last
months on welfare.>

These descriptive analyses tell us what has
happened, often termed “outcomes,” since
enactment of welfarereform. A smaller number
of analyses has tried to estimate the difference
that welfare reform has made for families, often
termed “impacts.” So far, estimates of welfare
impacts have been limited largely to annual data
from the March cPs® The earliest cCPSanalyses
focused on how much of the historic post-1994
casel oad decline was due to welfare reform and
how much was due to the strong economy of
thelate 1990s.” In a2000 study, Robert Schoeni
and Rebecca Blank found positive impacts of
pre-reform welfare waivers on the employment,
earnings, and income of lower skilled femalesin
the cPs® Neergj Kaushal and Robert Kaestner,®
and June O’ Neill and M. AnneHill*°found even
larger positive impacts of welfare reform on
welfare participation and employment among
subgroups of women likely to be affected by
reform. Because, until recently, the March CpS
did not permit identification of welfare
transitions, these analyses cannot tell us
whether the impacts reflect the experience of
parentsleaving welfare dueto reform or parents
deterred from welfare by reform. Thelongitudinal
character of the Survey of Income and Program
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Participation (SIPP) allows us to estimate impacts of reform
on more precisely defined groups. Welfare leavers can be
identified and followed in the siPP. And although
identification of deterred persons remains a challenge, the
sippP allows specification of a more precise proxy than the
CPS

Limitations of the sipp

Sampleloss and item nonresponse are the principal cautions
with sIPPdata. These surveysnever manageto collect al the
data they want from every household in their sample.
Moreover, with panel surveys, some householdsthat provide
information at the start, move and arelost, or refuseto provide
information at subsequent visits. In addition, households
that do provide some information may not answer all the
questions they are asked.

Samplelossand item nonresponse, have been growing in
national Federal household surveys, including the SIPP. By
the end of the4-year 1996 panel, about one-third of the sample
had been lost.** Of the householdsstill in the sample, about
half did not provide amountsfor sometypesof income. These
sampleloss and nonresponse levels are higher than thosein
the 1993 sIPP panel wavefiles.

The Census Bureau correctsfor sasmplelossby increasing
the sampleweights, or the number of househol dseach sample
household is assigned to represent. And it correctsfor item

nonresponse by imputing answers based on otherl
information that the household has provided and responses
provided by other households with similar characteristics.
As with other surveys, sample loss from the SIPP is not
random, but tendsto occur more frequently with households
that have less economic stability.? Analysis of welfare
leaversfrom thefirst few waves of the 1996 panel found that
those who remained in the sample were more likely to have
earnings in their exit month.* Thus welfare leavers who
remain in the sample may be a little more successful than
those who are lost.

Income of leavers over 24 months

Findings reported earlier from the first 3 years of the 4-year,
37,000 household siPP panel that began in 1996 were largely
consistent with major themes from the many State-level
“leavers studies,” and also with analysis of income trends
among women who maintain familiesin the cPS'* Rel ease of
data from the last year of the 1996 SIPP panel allows us to
follow familiesthrough 1999. Thisexpandsthepool of families
for impact analysis. It also providesareasonably large number
of leavers (n=695) who can be observed for 24 months
following their exits!® The longer observation is significant
because many leavers do not realize income gains until their
second year off therolls.

Chart 1 showsthe monthly household income of AFDC/TANF

Chart 1. AFDC/TANF leavers observable for 24 months in 1996 sipp panel-thirds ranked
by post-exit household income
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SOURCE: Data are from the 1996 Survey of Income and Program Participation (SIPP).
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[SIE1aa”S AFDC/TANF leavers observable for 24 post-exit months in 1996 sipp panel—middle third
ranked by post-exit household income
Monthly income Monthly income
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SouRrce: Data are from the 1996 Survey of Income and Program Participation (sippP).

leavers who remained in the 1996 SIPP panel sample for at
least 24 post-exit months*® In chart 1, leavers are grouped
into thirds based on their post-exit household money income
plusfood stamps, adjusted for household size. Thetop third
experienced strongincomegainsover their first two exit years.
The tracks for the middle and bottom thirds are fairly flat.l”

Chart 2 presents a detailed picture of the incomes of the
middle third of all leavers from chart 1. Chart 2 may be
regarded as presenting the experience of typical leavers,
around the median for all leavers. During the first post-exit
year, monthly household income remained bel ow income for
thelast months on therolls, but then remained above during
the second year. The chart starts at a point labeled “on the
rolls” This is the average income of the last two pre-exit
months for each leaver. First, notice the changes from the
left-most values, labeled “on therolls,” to the first post-exit
month. As expected, income from AFDC or TANF declines
sharply, and food stamps do too, although lessso. Theline
between “personal earnings” and “child support” does not
decline as steeply, showing that earnings made up some of
the loss. About half of leavers represented in chart 2 had
some earnings in their last month on the welfare rolls, thus
income for leavers in a typical month on welfare probably
was not as high asthe last month.

L eavers sometimes received other transfers besidesTANF
or food stamps. These transfers are included in the area
labeled “other personal income.” Five to ten percent of all

leavers reported general assistance or some other cash
welfare other than TANF. Around one-fifth of all leavers
received Supplementary Security Income ©3l), either for
themselves or on behalf of a child. Seven percent reported
Social Security benefits.

In the exit-month, 29 percent of |eaversreported that they
wereresiding in public housing or otherwisereceiving rental
assistance. However, the monthly amounts of that kind of
transfer are not included on the SIPP file and so are not
included in charts 1 and 2.

In any single month, between 1 percent and 4 percent of
all leavers reported no household money income or food
stamps. About the same share reported only food stamps or
rental assistance. No leavers had zero household income
over the entire 24 month period.

If the Earned Income Tax Credit (EI TC) were added to post-
exitincomesof eligibleearners, incomelevelswould be higher.
Similarly, if work expenses, positiveincometaxes, and payroll
taxes were subtracted, net gains would be lower.

Income received by others

In any single month, around half of all leavers lived with
other family members with income.® The thickest layer on
Chart 2 is labeled “income of other family members,” which
includes earnings, transfers, and other income received by
othersintheleavers families. By comparison, in any given
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IEGICHM Income of other family members of welfare
leavers, 1996 panel, Survey of Income and

Program Participation (SIPP)

Observed in month 8 of the 1996 SIPP panel Monthly
income

All welfare leavers
Total family pretax money income plus food stamps ........ $1,699
Leaver’s personal pre-tax money

income plus food Stamps ......coovvvviiiiiiiiiiii 907
Income of other family members .........cccoooeviiiiinnns 793
Leavers with a spouse (22 percent) ...........covevvvervinniunennnnns

INCOME Of SPOUSE ...cvviiiiiiiiiii e 1,305

Earnings of SPOUSE .......coiiiiiiiiiiii e 987

Cash transfers received by spouse .. 165

Food stamps received by SPOUSE ..........coocvvvviiiiiinicnnnnns 58
Leavers residing with a parent (17 percent)

INncome Of PAreNt .......ociviiiiiiii e 1,477

Earnings of parent ...................c.... 1,145

Cash transfers received by parent 166

Food stamps received by parent .............ccooevviiiiiinnnnny 45
Leavers residing with a child 15 or older (13 percent)

Income of child (15 or older) .......cccooeeviiiiiniiiniiiieiie, 681

Earnings of child (15 or older) ...........ccceeuennee 560

Cash transfers received by child (15 or older) . 113

Food stamps received by child (15 or older) .................| 4

from the topical module from wave 2.

NOTE: The table shows income from other family members of
welfare leavers observable for at least 24 post-exit months.
income amounts are from month 8 of the panel, using relationship detail

Monthly

month, only 8 percent or 9 percent of leavers lived with
unrelated household memberswho had income. The amounts
of incomereceived by other family membersand by unrelated
household members were similar—around $2,000 per month
by the end of the period. But for all the speculation about the
importance of “boyfriends” in understanding falling
casel oads, datafrom thesiPpindicatethat leaverswere about
5times aslikely to live with other family members than with
any kind of unrelated household members. And only 5
percent of leavers in the 1996 SIPP panel described
themselves as living with an “unmarried partner.”

With wave 2 of thesIPP, the 1996 panel asked very detailed
qguestions about the relationships of everyone in the
household to everyone else. These one-time data are the
basis of the most complete view of income from other family
members.

Table 1accountsfor nearly four-fifthsof theincomereceived
by other family membersin month 8 of the 1996 sIPP. M orethan
one-fifth of leavers with income from other family members
resided with a spouse who had income. A little less than one-
fifth of leavers with income from other family members resided
with at |east one parent with income. About 1in 8 lived witha
child (not necessarily a minor) who had some income. On
average, earnings made up more than three-fourths of all the
income of other family members shownintable 1.

SHEIs Il Mean household income of disadvantaged welfare leavers in the 1996 sipp panel
Monthly household income Monthly household income
2,500 2,500
2,000 2,000
1,500 1,500
1,000 1,000
500 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 500
on (Bxit 3 4 6 8 10 12 14 16 18 20 22 24
the mon_th
rolls begins) Post-exit month of observation
Source: Data are from the 1996 Survey of Income and Program Participation (SIPP).
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Disadvantaged groups

Mean household income of leavers with labor market
disadvantages display a similar pattern of gradual
improvement over the observation period. (Seechart 3.) As
expected, monthly incomes of these groups fall below the
average for all leavers.

About one-fourth of leavers in the 1996 panel did not
reside at any point during 24 post-exit months with anyone
else who received income. Poverty rates for those who had
only their personal incomes throughout stood at 70 percent
in the exit month. Still, as chart 3 shows, there was some
improvement over the observation period, principally in
earnings.

L eaverswho did not reach grade 12 constituted 37 percent
of al leaversin the 1996 panel. This subgroup worked in 40
percent of all monthsintheir first 2 post-exit years, compared
with 63 percent for leavers who attended grade 12.

Among leavers who could be followed for 24 post-exit
months, 17 percent reported a medical condition at the time
of exit that limited the kind or amount of work they could do.
They were employed in only about one-fourth of all months,
and were more likely to return to TANF. In any month, from
one-fourth to more than one-third of leavers with work

limitations reported receiving Supplemental Security Income
for themselves.

Comparisons with earlier periods

Earlier sIPP panels provide perspective on the 1996 panel
experience portrayed in charts 1, 2, and 3 above. In chart 4,
the income of leavers who could be followed for at least 24
post-exit monthsin the smaller 1993 siPP panel showsgradual
improvement over the observation period, as in chart 3.
Overall, the picture appears very similar to the 1996 panel,
with perhaps alittle lessimprovement over time.

Chart 5, which compares monthly income to simulated
monthly poverty thresholdsinthe 1993 and 1996 panels, also
suggests that, although the volume of leavers increased
dramatically withwelfarereform, their experiences off therolls
have been similar to yearsjust prior to enactment.®

Multivariate analysis

Descriptive statistics suggest that the experience of recent
leavers has not been very different than the experience of
earlier leavers. Once off the rolls, leavers typically see
improvement over the first 2 years, even those with labor

o -ls Nl Mean household income of disadvantaged welfare leavers in the 1993 sipp panel
Monthly income Monthly income
2,500 2,500
Work-limiting condition — . Ao
2,000 — All leavers '__'-:.'~"- "'}-.-?‘..--- -" -.“ '~..~“~. PO 2’000
- PN A ' tenee

1,500 - 1,500
| Did not attend 12th grade — |

1,000 —\M— 1,000

500 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 500

on 4 6 8 10 12 14 16 18 20 22 24
rolls begins) Post-exit month of observation

SouRrcke: Data are from the 1993 Survey of Income and Program Participation (SIPP).
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Crar s

Percentage of poor welfare leavers based on monthly household pretax-money plus
food stamps and simulated poverty thresholds in the 1993 and 1996 sipp panels

Percent poor

Percent poor

20 -

100 100
L T 1993 panel 1
— 1996 panel
80 -1 80
60 - -1 60

Exit 3 5 7 9 11

month

13 15 17 19 21

Post-exit month of observation

SOURCE: Data are from the 1993 and 1996 panels of the Survey of Income and Program Participation (SIPP).

market disadvantages. However, given the stronger economy
in the second half of the 1990s, would we not expect 1996
panel leavers to have even steeper income increases
compared to 1993 panel leavers? Or, if the volume of leavers
swelled in mid-decade with families who otherwise would
have stayed on welfare, would we not expect that these
welfare reform-induced leavers would depress the income
trajectory of leavers as a group? These are questions about
the impacts of welfare reform. To answer them, we need to
compare what actually happened to estimates of what the
poverty and income experience of |leaverswould have been if
PRWO had not been enacted. These estimates are based on
the experience of pre-reform leavers, after controlling for
differences in the characteristics of the leavers and the
strength of the economy.

Positive impacts. ThecPsShasedimpact analysesof O’ Neill
and Hill and of Kaushal and Kaestner cited earlier found lower
welfare participation and positive employment impacts
among groups likely to be affected, principally women who
maintain families. Starting with the broader group of al women
aged 18-65, Schoeni and Blank’s preferred approach for
isolating TANF impacts found negative impacts on welfare
participation and poverty, and positive impacts on
employment and income.® sIPP data provide evidence of
similar beneficial impacts of welfare reform.

The sippanalysisthat followsincludes observationsfrom
1993-99, but these years are covered by only two panels.
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The 1993 panel includes observationsfrom 1993 to 1995, and
the 1996 panel includes observationsin that year to the early
months of 2000. To first test consistency with the cPsbased
findings, independent point-in-time samples of women who
maintain familieswereidentified from January 1994 (n=1,868)
and from January 1998 (n=3,216). Because only one pre-
welfare reform and one post-welfare reform cohort are
employed, this design cannot distinguish the effects of
welfare reform from other uncontrolled time-varying factors,
as the cPsanalyses attempt to do.

Themodel. Whether femalei receiveswelfare at any point
during a year of observation (Y,) was estimated with the
following logit model:

Y i'= a+ biTANF + b2'xi + bsstate @

1forYi>0

Y=
{OforYi'EO

TANF = 1 for the January 1998 cohort.

X is a vector of control variables for female i,
including personal characteristics, household
characteristics, and resident State welfare benefits,
unemployment rates, and unemployment change.?

stateisavector of dummy variablesfor 41 States
with at |east one case in each cohort.



Consistent with the positive findings of the cPsbased
impact analyses, the TANF dummy coefficient isnegative and
significant for welfare receipt and poverty. 2 It is positive
and significant for earnings and monthly household income.
Controlling for other demographic and economic variables,
women who maintain familiesinthelater cohort arelesslikely
to receive welfare, less likely to be poor, and more likely to
have earnings. They have higher real monthly incomes,
adjusted for household size. Inthelater siPP cohort, women
who maintain families also are more likely to live with other
family members—an indication that welfare reform changed
the way families shared resources and expenses.
(Coefficients, standard errors, and significance measures are
presented in appendix table A—1.)

Most caseload impacts from exits rather than entries. The
impacts of reform on welfare participation could result from
impacts on exits from welfare, on entries, or both. The SIPP's
longitudinal design permits usto address thisissue.

Women who were maintaining families in January 1993 or
January 1997, 1 year before the cohorts chosen for appendix
table A1, are disaggregated into those who were receiving
welfare and those who were not. From those subgroups,
those who could be observed for the next 11 months are
identified. Equationslike equation 1 areformulated to observe
whether the TANF dummy variableissignificantly associated
with exits and entries, after controlling for demographic and
economic factors.

Women maintaining families and who reported receiving
welfare in January 1997 were more likely to exit the rolls by
the following December than were January 1993 recipients.
Those not receiving welfare in January 1997 were less likely
to receive benefits the following December. The results
appear in appendix table A—2. Both exit impacts and entry
impacts contributed to the welfare impacts on appendix table
A-12

The magnitude of the exit impacts was larger. By this
measure, impacts of PRWO on exits reduced participation
among women who maintain families by about 7 percentage
points, and entry impacts reduced participation by about 2

percentage points.®

Welfare leavers

An inference from the significant coefficient on TANF for
welfare exits in appendix table A-2 is that leavers shown in
charts 1, 2, 3, and 5 include some who would have remained
ontherollslonger if PRWO had not been enacted. We do not
know which individual exits were policy-induced. However,
because parents who stay longer on welfare tend to have
less to offer the labor and marriage markets than those who
leave, we would expect that policy-induced leavers, who
would have remained longer on welfare except for enactment

of PRWO, would have a harder time in the labor market than
other leavers.

Thislinewill beexploredintwo stages. First, the economic
experience of post-reform leaverswill be compared with pre-
reform leavers’, controlling for personal characteristics, the
strength of the economy, and program parameters. Second,
several hypotheses about theincidence of the differencesin
experience will be tested.

All femaesin the 1993 (n=338) and 1996 (n=1,002) panels
who stopped receiving AFDC or TANF for at least 2 months
and remained in the panel for at |east 11 consecutive months
after the exit month were selected.?® Models like equation 1
were estimated for a range of outcomes, including whether
the leavers had any exit-year earnings, whether the leavers’
households were poor in the final quarter of their exit year,
whether the mean monthly income in the second half of the
observation year was $50 lower or higher than in the first
half, and whether theleaversreturned to welfarefor at | east 2
months.

One significant change in the independent variables for
the leaver model was the addition of atrend variable. Inthe
two panels, exits that could be followed for 12 months
occurred each year from 1993 t0 1998. Thus, atrend variable
based on the year of exit was added to control for other time-
varying factors not explicitly controlled. In the results, this
variable generally shows favorable trends—employment
rising, and welfare participation and poverty falling. As
intended, the coefficients may reflect factors not modeled
explicitly, such as expansions of the Earned Income Tax
Credit.

A final significant change to the model was the TANF
variable. Initially, adummy variable was set at 1 beginning
themonththeleaver’ s State of residence converted from AFDC
to TANF, or earlier if the State had operated a broadly based
waiver demonstration with TANF-like time-limit or sanction
policies. This TANF-conversion dummy was negative and
significant in predicting any earnings during the exit year,
and positive and significant predicting a return to welfare
and poverty in the final quarter, but not for a $50 per month
changeinincome over the second half of the exit year.?”

More significant results were obtained by setting TANF to
1 for all exits beginning July 1996 or later.? The earnings and
poverty coefficients were similar to results with the TANF-
conversion dummy. With the July 1996 specification, post-
reform leavers were found to be more likely to experience a
$50 per month incomelossin the second half of the exit year,
and less likely to experience a $50 per month income gain.
The July 1996 dummy did not predict a return to welfare.
M ean values of theindependent variables appear in appendix
table A—3 and regression results are presented in appendix
table A—4.%

Whether the impacts appear with conversion to TANF or
in mid-1996, they seem to emerge before welfare reform
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policies could actually have been applied to individual
cases.® Consequently, any causal connection measured by
the July 1996 or TANF conversion date dummies appears to
be, in part, anticipatory. We know that some staff re-
commended that parents preserve months of eligibility by
moving into the workforce as soon as possible, but we do
not know how frequently this occurred, or to what effect.!
Heightened welfare stigma and new “signals’ from welfare
staff have been reported aswell, although, again we have no
quantitative measures of their frequency or effect.??
Moreover, media attention to welfare dependency, and
reports of its harmful effects on families, accumulated in the
first half of the decade.®®* The message would appeal to
parents’ natural concern for the well-being of their children.
When this new ethos of welfare was publicly confirmed in
mid-1996 by enactment of reformsintended to replace welfare
with employment, parents may already have been prepared
to respond.

TANF sanctions Although the impacts appear prior to
application of welfare reform policies, somelink with policies
that sanction welfare parents with benefit reductions for
failure to comply with program requirements also is
suggested. The TANF statute allows for more severe and
immediate penalties for noncompliance, and other
researchers have found that sanctioned families are less
successful than other leavers

Starting with the 1996 panel, thesI Pp asked welfareleavers
to provide reasons for up to two exits in each wave. Inthe
early waves of the 1996 panel, it is not possible to identify
directly those families whose welfare benefit ends due to
noncompliance. However, we can identify leavers who do
not report any of three generally positive reasons for their
exits: increased earnings; family structure change; adecision
not to participate, though eligible. Leavers not offering a
positivereason areno moreor lesslikely to have any earnings
during their exit year. The positive coefficient on the dummy
variable predicting poverty just failsconventional standards
of significance, while the positive coefficient on the dummy
predicting a return to welfare is significant. If these are
sanctioned cases, many appear to be “curable” in program
jargon, meaning that benefits are restored after compliance.
Thesize and significance of the coefficients on the sanctions
proxy dummy indicate that it should be viewed as a
supplemental, rather than a substitute, explanation for
economic difficulties among post-reform welfare leavers®

Incidence of exit-year difficulties

The TANF dummies in table A—4 are significant after
controlling for observable personal characteristics. So the
greater likelihood of post-reform economic difficultiesis not
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entirely a matter of greater frequency of low educational
attainment, work-limiting conditions, large families, or other
observabl e disadvantages among post-reform leavers. Mean
values of independent variables in table A—3 confirm that
those with observable labor market disadvantages were
represented among leavers at about the same rates before
and after reform. 36

The next step is to test several other hypotheses about
theincidence of the greater likelihood of post-exit difficulties
among post-reform leavers. The hypotheses are tested by
comparing coefficientsin model s estimated with pre-July 1996
leaversto coefficients estimated with later leavers.

Hypothesis 1 - After mid-1996, the effects of observable
labor-market disadvantages, such as low educational at-
tainment, were amplified among both policy-induced leavers
and other leavers, regardless of their State of residence.

Hypothesis 2 - The negativeimpacts measured in the July
1996 dummy were concentrated among leaversin Stateswith
rigorous sanction and time-limit policies.

Hypothesis 3 - The negativeimpacts measured in the July
1996 dummy were concentrated among policy-induced
leavers, regardless of their State of residence.

Under the first two hypotheses, welfare reform made exit
years harder for both policy-induced leavers and those who
would haveleft anyway. Hypothesis 1 positsthat thiswasa
general impact, whereas under hypothesis 2, the impact was
concentrated in States that adopted certain policies. Under
thethird hypothesis, welfare reform changed the composition
of the group of families that left welfare by adding families
more likely to experience economic difficulties.

Models estimated separately with pre-July 1996 leavers
and later leavers, support thethird hypothesis3” Hypothesis
1 predicts that coefficients on observable characteristics
associated with post-exit economic difficulties would be
larger and more significant in the post-reform model, but they
are not. Hypothesis 2 predicts that the coefficient on a
variable identifying States that other researchers have
classified as adopting especially rigorous sanction and time-
limit policies would be negative and significant for earnings
and positive and significant for poverty.® But neither
coefficient is significant.

By its nature, hypothesis 3 is not subject to direct
confirmation with these data because we have not identified
policy-induced leavers. We cannot rule out unobserved
employment demand or policy factors behind the significant
July 1996 dummies on appendix table A—4. But we have
reason to expect that leavers who would have remained on
the rolls except for welfare reform are more apt than other
leavers to possess unmeasured personal characteristics



associated with lower labor market success.
Theimportance of unobservable characteristicsin labor
force participation among disadvantaged adults is well-
known from the employment and training literature.® An
expert panel advising the Department of Labor that an
experimental design would be necessary to avoid biased
estimates of the impacts of the Job Training Partnership Act
noted:
... the decision to enter a program is a result of
systematic differences between those who enroll and
those who do not, even if both groups have the same
observable demographic characteristicsand economic
histories before enrolIment.*°

Controlling for selection bias has been a central issue in
econometric estimates of the labor market effects of welfare
aswell.4

The concern over unobservables can be illustrated with
equation 2, amodification of equation 1inwhichV, indicating
participation in a voluntary training program, is substituted
for TANF.

Yi'=a+hV +b.'xi + bsstate @

IfY;" in equation 2 measured whether the person received
any earnings (or exited welfare) during the year, we would
suspect positive bias in the coefficient on'V on the grounds
that unobservable variables, such as motivation, both
increase the likelihood that someone will participate in a
voluntary training program and the likelihood that she will
have earnings, whether or not she participated intraining. If
we could somehow measure the relevant unobservable
variables accurately, and add, for example, b,motivation, to
equation 2, we would reduce the positive bias in the
coefficient measuring theimpact of the training program, V.#

Introduction of b,motivation, into equation 1 likewise
would alter the coefficient on TANF in table A—4. However,
with equation 1, we expect theimproved specification to make
the coefficient lessnegative. Inthiscase, thepolicy variable
isnot likely to correlate positively with motivation. The new
PRWO policy regime is not voluntary, and it applies to all
recipients. Rather thanidentifying asubgroup with relatively
higher levels of motivation, table A-2 tells us that TANF
identifies a group that includes many who would have
remained on welfare except for PRWO. We expect motivation
to correlate negatively with welfare participation, and those
who would have remained on welfarewithout PRWOt0 possess
lower levels of motivation than those who would have | eft the
rollsanyway. Sovariation between pre- and post-reform periods
inunmeasured motivation that correlateswith lower probability
of post-reform exit-year earningswould be captured by the TANF
dummy in equation 1.

Hypothesis 3 predicts that if mean values of motivation

were added to appendix table A-3, levels among pre-reform
leavers would be higher than among post-reform leavers.
Unfortunately, we cannot measure motivation directly. So
the support for hypothesis 3 amounts to results that are
inconsistent with hypotheses 1 and 2, but consistent with
hypothesis 3 and expectations about the likely role of
employment-correlated unobservables in the models that
generated table A—4.

It is also possible that the TANF program altered the
motivation of policy-induced leavers. This would seem
consistent with the earlier observation of an anticipatory
responseto reform. If PRWO€eliminated all relevant differences
in unobservables, such differences between policy-induced
leavers and other leavers could not explain the significant
coefficients on TANF. However, the possibility that welfare
reform altered motivation does not entail that the new regime
or the new ethos eliminated all differences in relevant
unobservables.

Unobserved instead of unobservable

The preceding discussion assumed that the July 1996 dummy
variable TANF reflected the effects of unmeasured personal
characteristics that were strictly unobservable, such as
motivation and self-confidence. Instead, the relevant
unspecified variables may just be unobserved, such as
domestic violence, substance abuse, transportation barriers,
or other observable characteristicstypically not included on
national household surveys, even one as content-rich asthe
SIPP, but linked to lower exit rates and poor employment
experience.® |If we suppose that such characteristics and
conditions inhibit employment, we would predict that they
would be more common among families that remain on the
rolls than among leavers. Then reforms that induced more
exits among families that otherwise would have remained on
welfare would be expected to increase the proportion of
leaverswith these barriers, and thereby lower mean economic
success among welfare leavers as a group.

Families deterred from welfare

In addition to its impacts on recipients, welfare reform may
have deterred or diverted families from joining the welfare
rolls in the first place. A decline among welfare entries is
evident in administrative data, including among individuals
reporting that they had never received welfare before.* Like
welfare leavers, families that would have joined the welfare
rolls but were deterred by reform might be experiencing
economic success or economic difficulty on that account.
From appendix table A—2, we see that women who maintain
families not on the rolls in January 1997 were less likely to be
receiving welfare the following December than aparallel cohort
from January 1993. In other words, some families who would
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have joined the welfare rolls did not due to reform. Some of
these families may actually have been recipients at some point
prior to January 1997, and were diverted from returning to
welfare. Their experience would be reflected in appendix table
A-3whichincludessomereturning families. However, thelower
entry rate of the January 1997 cohort in table A—2 also reflects
some parents who were never recipients and who might have
been deterred from welfare by reform.

Because persons deterred from welfare are not as easy to
identify as leavers, a proxy group must be chosen. For the
analysisthat foll ows, women who maintained families at some
point in the 1993 panel and received no AFDC at any point
during the panel (termed “never on AFDC” here, although
they might have received welfare prior to the start of the
panel; n=1,422), and a parallel group from the 1996 panel
(n=3,315), were selected if they could be followed for 12
consecutive months.** Women who maintain families have
high welfare participation rates, and if any parents were
deterred from welfare by reform, some of the deterred
probably were in this subgroup. However, this proxy group
will also include unaffected families whose experience may
dilute or confound the measure of impacts on the deterred.

Mean monthly household income among high-school
dropouts never on AFDC/TANF in the 1996 panel showed
improvement over a 2-year observation, increasing from
about $1,800 to about $2,900. After controlling for the
demographic and economic variables employed throughout,
the regression coefficient on the July 1996 dummy variable
for any earnings in the observation year among women
maintaining families and never on AFDC/TANF was negative,
but fell just short of significance by conventional standards.
There were no poverty impacts. The July 1996 dummy was
positively and significantly associated with the probability
that individuals never onAFDC/TANFwould residewith other
family members at some point during the year. The dummy
was positive and significant for marriage in the last
observation month, aswell.*¢ Thesignificant family formation
dummiesmay help explain thelack of poverty impacts despite
the negative coefficient on the dummy predicting earnings#’

Perspectives

The descriptive statistics examined earlier show post-exit

Notes

economic improvement among leavers in the 1996 SIPP panel
(although thisis not to suggest that no families were worse
off economically asaresult of reform). Inchart 1, most of the
income gains appear among the most-successful third of
welfare leavers. But even towards the bottom of the
distribution of leavers, chart 5 finds declining poverty over
the first two post-exit years. Disadvantaged subgroups of
leaversin the 1996 panel (chart 3) show improvement aswell.
A straight-forward reading of chart 2 isthat the typical welfare
leaver averagedlower householdincomethefirst post-exit year
than on the rolls, but higher income the second post-exit year.
(And keep in mind that chart 2 does not reflect direct taxes,
including the Earned Income Tax Credit, or work expenses, and
that income shown for themonths before exit probably ishigher
than income on the rolls most months for these recipientswhen
earnings were less common.) A separate question is whether
any of theimprovement isattributable to welfarereform. Impact
analyses address that question.

From the perspective of all women who maintain families,
welfare reform impacts in the SIPP (table A—1) and in the CPS
analyses cited earlier were positive. Controlling for other
demographic and economic variables, welfarereform reduced
welfare participation and poverty among femal e family heads,
changing the number and composition of leavers, and
increased employment and household incomes.

Participation impacts were driven principally by exits,
although entry impacts were detected as well. There are
indicationsthat policy-induced exitsamong post-reform leavers
were more prone to economic difficulties, although the
descriptive data and table A—1 do not suggest that policy-
induced leavers were generally worse off than if they had
remained on welfare.*® The policy-deterred among women
maintaining families but never on welfare may have coped with
reform by marriage or otherwise residing with family members.

Once reform had pushed many families off the rolls who
otherwisewould haveremained longer, the July 1996 dummies
in table A—4 indicate that the exit-year incomes of policy-
induced leavers would have been lower and their poverty
rates higher than other leavers, all else being equal. But
charts 3, 4, and 5 show that the exit year incomes of 1996
panel leavers were not lower, and poverty rates were not
higher, than 1993 panel leavers .# All else was not equal,
principally the stronger economy of the late 1990s. O
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!The Current Population Survey is a monthly survey of
approximately 60,000 households, which provides data on the labor
force status of individuals, including demographic characteristics.
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1996
exit month

Coefficient Probability
of a large

Chi sguared

.3022
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.0088

.003
.0003
.0365
.0005
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Appendix: Logit models, based on data from the sipp

Four tables presenting results of logit models mentioned in ~ and will tend to be understated for that reason. Other results
thetext follow. Notethat estimatesof standard errorsdonot ~ mentioned in the text are available upon request from the
fully takeinto account the complex design of thesiPPsample,  author.

IV ] CWARNM | 0git model results for female family heads with children in January 1994 or January 1998, by welfare status
With earnings With welfare With adult relatives
Dependent variable
Coefficient Standard error Coefficient | Standard error | Coefficient | Standard error
Share with dependent variable ........................ 0.632 0.218 0.341
Independent variables ................ccooieiiiiinenn,
Did not exceed 11th grade . -1.272 %0.079 .842 30.082 .336 %0.075
African-American .......... —.263 3.082 741 3.090 .258 3.075
Work-limiting condition at observation start ... -1.924 3114 1.237 3.110 -.088 .104
Three or more children in household at start . -.502 2.078 .796 2.082 —-.103 .076
Child under age 3.........cooevviiiiiiiiiiiinis —-.740 3.080 .256 3.087 .749 3.078
Never-married at start ...........cccooevveeniiennnns -.299 3.081 377 3.088 .357 3.077
Age group ......ceevuinnennns .180 2.025 —.189 3.027 137 2.023
State unemployment rate —.055 .103 .237 2119 134 .098
AFDC/TANF benefits .......ccoooviiiiiiiii, -.001 .001 -.003 2,001 -.001 .001
Did not reside in metropolitan area at start ... —.260 2.097 —.035 110 .084 .091
1998 CONOIt ..evivviiiiiiiiici e 377 3.138 -.672 3.168 448 3.132
Poor Household income
Dependent variable
Coefficient Standard error Coefficient Standard error
Share with dependent variable ...............cccccoiiiiiiiiiinnnns 0.324
Independent variables .............ccocoviiiiiiin
Did not exceed 11th grade ...........cceveuviiiniiiiiiiieiineeins .979 %0.075 -0.918 %0.063
African-American .595 3.079 —-.595 3.062
Work-limiting condition at observation start 743 3,102 —.746 3,084
Three or more children in household at start .................... .926 3.074 -.870 3.062
Child Under age 3. ... 147 1079 -.137 2,064
Never-married at Start ..........ccooceeoveeiniieiieiineieeeeies .101 .079 —-.060 .062
AGE GIOUP ..ovniiiiicic i -.132 3.024 .152 3.018
State unemployment rate. . -.041 .100 .031 .075
AFDC/TANF benefits ......c.viiiiiiiiiii e -.001 .001 .001 .001
Did not reside in metropolitan area at start ...................... .376 3,093 -.293 3,073
1998 CONOIT vttt —-.255 1137 .288 3.103
1 Significant at .10. 3 Significant at .01.
2 Significant at .05.
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I ISVl | 0git model results for female family heads, in January 1993 or January 1997, by welfare status

January recipient exits January nonrecipient is
Dependent variable during the year welfare recipient in December
Coefficient Standard error Coefficient Standard error
Share with dependent variable .............c...coooiiiiiiiiins 0.307 0.049
Independent variables
Did not exceed 11th grade ............cocoeoviiiiiiiiiiiiiiiiiniinnns —.089 0.124 .960 %0.177
African-American . —.479 3.148 .661 2,188
Work-limiting condition at observation start .................... —.228 .156 .655 2,270
Three or more children in household at start................... -.397 3.126 711 3.176
Child under age 3 . —-.058 .144 .247 192
Never-married at Start ..........coceevieiieeiieiieeeeieeeeais —-.352 2,143 .280 .189
AGE GIOUP .vviiiiiiieiiii e -.072 +.039 -.370 2.064
State unemployment rate ..........c.oeveuiieiiiiiieieiieeenes —.157 141 .038 .207
State with observation-year unemployment increase ........ —.254 .285 -.173 436
AFDCI/TANF benefits . .002 .001 .000 .002
Did not reside in metropolitan area at start...................... .385 2,168 -.117 .228
1997 CONOI ..t .874 3.246 -.781 2377

t Significant at .10.
2 Significant at .05.

3 Significant at .01.

IELIEWAERR Independent variable means for welfare leavers with July 1996 dummy

Independent variable

Exit pre-July 1996

Exit July 1996 or later

Did not exceed 11th grade ..........ocouiiiiiiiiieie e
African-American .
Work-limiting condition at observation Start...............cccovvviiiiiiiiiiien
Three or more children in household at start ..........c..ccoooviiiiiiiiii,
Child under age 3 ........ccooeveiiiiiiiniiinn,

Never-married at start

AGE GIOUP ..ttt
State unemployment rate .
State with observation-year unemployment inCrease ..............cccoevvunvienneennnns
AFDC/TANF benefits (in dollars) ..........cviuiiiiiiii e
Did not reside in metropolitan area at start . .
EXit JUlY 1996 OF lALEI ...uuiiiiiii i e

0.367
327
204
.387

344
324

1.806
3.293
.250
$257
.299

0.342
.358
177
.384
.317
.403

1.855
2.332
.261
$240
212
.543
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I I SWARY Ml 0git model results for welfare leavers with July 1996 dummy

Returned to welfare Any earnings during Poor in final quarter
. during the year the year
Dependent variable
Coefficient Standard error Coefficient | Standard error Coefficient Standard error
Share with dependent variable .................. 0.281 0.675 0.428
Independent variables .

Did not exceed 11th grade .................... 192 137 =771 3,140 .508 3,128
African-American .............ccooveviiiinnennn. 476 3.159 -.018 .168 212 .148
Work-limiting condition

at observation start ........................... 488 3.166 -1.802 3171 .576 3.157
Three or more children

in household at start ......................... .306 2133 -.398 3139 541 3125
Child under age 3 . -.128 147 —-.481 3.154 —-.080 .138
Never-married at start ..............cc..cceene. .096 151 .046 .160 .214 142
AQE GIOUP «.evviicieieee e —.047 .046 -.122 3.046 .106 2.042
State unemployment rate................... —-.093 141 —-.142 .154 —-.084 134
State with observation year

unemployment increase ..................... —.034 157 -.012 162 .086 .145
AFDC/TANF benefits .........cccovviiiiinnnn. .001 .003 -.001 .003 .000 .003
Did not reside in metropolitan area

At Start ... —.238 .185 143 192 .075 .169
Year of exit . -.104 .088 123 .093 -.122 .082
Exit July 1996 or later ............ccccceueennnes 143 .262 —-.622 2277 .602 2,246

Dependent variable

Income $50 per month lower

Income $50 per month higher

Coefficient Standard error Coefficient Standard error
Share with dependent variable .................. 0.385 0.523
Independent variables ................ccoocen

Did not exceed 11th grade .................... .091 0.127 -.094 0.124
African-American ..............c.oociienn 125 .146 —-.109 .142
Work-limiting condition

at observation start .............co.coeeeeinnn .073 .156 —.280 1152
Three or more children

in household at start ......................... .225 1123 -.120 .120
Child under age 3 ........ocoveviiiiiinennnn. .214 134 -.210 131
Never-married at start ......................... .053 .140 -115 .135
AJE GroUP ...vviiviiiiiiie e .033 .042 —-.025 .041
State unemployment rate..................... .031 .130 .028 .126
State with observation year

unemployment increase.................... 241 1.140 —.246 1138
AFDC/TANF benefits .........c.ooooei. —-.004 .002 .002 .002
Did not reside in metropolitan area

atstart ... -.116 167 .136 .162
Year of exit ............ -.212 2.081 217 3.079
Exit July 1996 or later .801 3.244 —.750 3235

t Significant at .10.
2 Significant at .05.

3 Significant at .01.
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