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ABSTRACT .
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itself causes job instability. The data sources were the Graduate
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patterns, (2) the effects of welfare on work, and (3) welfare
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demographic characteristics. Overwhelmingly, males in the low-income
population move from welfare to work on their own, and so,
apparéntly, do most female heads of low-income families, over time.
However, there is much movement from work to welfare, and little

movement out of the low-income ranges. (Author/AdJ)
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\ ' Summary and Conclusions . .
e R T SR — e —;<
I. Objectives . [,
The objectives of this study originally were two: £first, to describe ¢

the patterns of work and welfare experience in low-income families  and to explain

. the causes of such patterns; s%condly, to apply the findings on work and welfare

patterns to the‘policy problenm of categorization: deciding which barticular groups of

welfare recipients should be reduired to work and provided with what mix of manpower ’

services. .-

Conventionally, persons in the low-income population are examined at a point in

/-

time snd’then characterized as being "on welfere,“ or employed, 'employed while

on welfére; . Thinking in terms of these categories, the public and its official rep-

resentatives seek then to move people from the welfare category to either the employed

or, the employed'while,on welfare categories. ,This study was directed primarily

o

tuwards discovering ‘the usual patterns of movements betweer these categories, thereby

determining ‘the value of the conventional categories and, by inference, of program

objectives framed in these common terms. Thus, the study sought.to answer questions

' such as whether, if examined at a iecond point in time, those initially on welfare

A\

atiil would be there; and whether those.initially employed still would comstitute
~ . - .

‘the‘bulk of the employed or whether the employed would consist of a new set of people.

Iﬂ there usually is h substantial flow among the categories, then programs which

/ -~

affect this flow must be judged not on the basis of whether ?r not their participants
¢ ke e

change status, but rather whether thé program induces(f—e desired change sooner than

” *

‘ it would otherwise happen. Similarly, program success depends on whether undesired

4 .
‘r




changes are either prevented or delayed. ,

In}analyzing the causes of work and welfare patterns over time, the intemntion

. of the ;tudy was 7tro irsolakte t;.l'rlierextrgnt t;o iwh’i;:h”ti;ﬁe weléazze éyeéém—égséf—;aswf ‘ -

opposed to personal or labor market factors, caused job'instability. We hoped to

apply these findings to the problems of categorization. Fundamentally, the results '
were not used to yield a set of categories because it was learned that associated
with a small set of identifiable demographic\characterigtics was a wide range of labor

market experiences. Thus, those who can and cannot work or those who need a particular

[y

package and\quantity of manpower services are not easily distinguished on the basis

of characteristics that could be specified in laws or regulations, Well-specified

categories or groups uniring services are difficult to generate. Another component

of a categorical prggram often is a work test. It can be studied geparately. The
1 -

~

second phabe of this project is designed to analyze the effectiveness of work regis~

tration requirements in overcominggvoluntary or induced instability.

II.
R "
b .
-
S

Incentive

period 1968-1971 in four cities in New Jersey and Pennsylvania and was managed

generally by the Imstitute for Research on Poverty of the University of Wisconmsin.

The data from this experiment are derived from a set of thifteen quarterly interviews,

" adminZstered over a 36-month period, one at the outset of the expériment and then .
»

ervals of three months during the actual experiment. Originally, 1357 families,
. ) , ) t
whose incomes were below 150 percent of their respective poverty lines, were selected.

at in

So:f of these received any one of a variety of experimental treatments under a negative.

in

ome tax, while the rest were assigned to a "control group." Most of our work is
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done with only 894 (of the 1357) families, chosen because continuous information on

.

\

their welfare and experimental experience was available to us. These data are

"____:eferred_to.in;th18~studymasnthe.ﬂWisconsin data . .

.

representative sample heavily weighted, though, with low~income families. A survey

,was conducted by the Institute for Social Beseareh at the University of Michigan

\ N

of 5000 families, each interviewed annually for five years. Our study is based
;yijLﬁgbsample of 1635 families referred to as, the "Michigan data." The families
selected for the subsample had income in the bottom fifth of the income distribution

in any of the five years. Further, the subsample was restricted to families which )
were essentially intact (exeept for the possible departure of any member) and whose |
head was not over, 60 in the first year'pr the study.

. o .
Neither the Wisconsin nor Michigan data contain continuous work and welfare histories.

b

Thus, we could not trace the weeketé-week or even month~to-month experiences of families

in the samples. In the Wisconsin sample, respondents provided information about the

4

nature of their labor force activity and earnings only for the last week of each of
* the tyelve quarters; about their presence on a ¢ash welfare or the NIT experimentai
program at any point during a quarter° and about the size of their welfare and NIT .

payments for the quarter, In the Michigan sample, respondents provided information :

’

; on their labor force activity and earnings for the previous year, as well.as on the
total amount of welfare payments received by the family'during‘the year. The major

limitations of these two data sets in studying work and welfare patterns is that_they

-

4,'do not record changeg in ldbor force and welfare statuswithin a quarter (or year)

and the reasons for such changes. In offering periodic informationm, however, ,on
earnings and welfare payments, the data sets do present a unique opportunity

. to deduce a general picture of patterns in employment and welfare status and’ their

Al

’

_____1_.i_Ihe_BanelNStudy~onwlncomeenynamies;;gsered=rne;nexiod‘1961=1911_for_a_nationa;ly______i.j;
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ca‘sea. In sum, the data do not allow statements about the duration in weeks or

months of welfare or unemployment spells, But they do permit an analyst to capture—

/
v

h“?*impaxxantiaspEcxs of fluctuations over time in work and welfare experience. -

1II. Findings

A. Work Patterns

The work patterns of males and females in both the Wisconsin and Michigan

’

.data sets were investigated separately.
Amoné male headg’of families in the low income population, there is a variety of .
) {
work patterns and substantial evidence of fluctuations, in employment status and earnings

over time. At any point.in time during the NIT experiment, the Wisconsin data indicate
that roughly 86 percent of the male heads were employed. During the three year exﬂeri-
ment, however,.roughly 96 percent of the males who basically remained with their

; .
families worked at one time or another. Similarly, in the Michigan data, we found

f ; -

. that over time almost all mélé heads worked at one point or another, Over a fi&e

year period, 96,§ercent of the male heads ﬁorked at some timg.‘ Thus ;here is not a

g \ " fixed group of employed working poor. Rather thq?e is a flow of ;alés through emp}gy—
ment, with the group as a whole evideﬁciné a high degree of lab;x force attachppnt:

"’ Besides the small proportion of regularly non-employed males (who typically sufﬁer

from some disabling condition), other groups of workers in the Wisconsin . sample can be

-

identified by their work patterns. One interesfing group, roughly one~fifth of the
. L]
total, averages more than 41 hours per week during the entire experimental period.

A majority of these men has sybstantial fluctuations in earnings, but the fluctuations

-

do not result from unemployment. They result mainly from fluctuations in overtime

hours or from moving in and out of moonlighting jobs.. These very hard workers tend

to be 9bung, healthi, more educated, but nevertheless poor or near poor. Ancther
s

gfodp cbntaining over 30 percent of the total consists of men who work steadily at

- ¢ <

the full-time level, Thus about half the Wisconsin sample consists of men-who worked

: ' R ’ .
Q : . B .
"ERIC 0 .8
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at least full-time during the entire experiment. In gﬁelﬁichigan data, we also f£ind

a sizable,group of stable workers: nearly two-thirds of EE; male heads averaged 1800
/

hours or more per year over the five years.
e . )

»

.. Now consider the pemaining half of the Wisconsin sample which is characterized

11

. o
by some degree of emﬁldyment instability. One group, about 30 percent of the total,

shows gre§§ ingtability. When woréing; these people work full-time and earn wages
simiI;i on the average to those of other grSups.--Bewever,':hey often are ﬁnemployed
and change jobs frequently. The;remainde; experience one or two briefr spells of
unemployment, but work most of tﬂe time.

Although the study concentrated on males, substantigl attention was devoted to

the work effort of femalés. 1In the Wisééhéiﬁvdata, roughly only 15 percent of the

female spouses were employéd at any point in time, Interestingly, in the Michigan

data 77 percent of the female heads of families worked at some time during the five

-

years. And over one-third of the latter group averaged 1800 hours or more of worg

- .

per year over the five years. -

>

s

B. Effects pf Welfare-on Work .

Work éffort is affected by welfare policies. Both implicit tax (or bemefit-

but statistically éignificant effects on the quiziigy_ni work effort. Welfare programs

- “Ioss) rates agsociated with earnings as well as &glfare benefit levels have small

?

of thé sort studied geperally do not discourage tork altogether but may discourage

it tempo%érily. fThe_effecé shows up in either 1ncre§sed fluctuations in work effort
- lA_}’ f ™ 7 . hd ) ) .
or longer spells of unemployment. When the men work, it is largely at full-time work,

,

plus gpssiblyﬂseme overtime. Also, work respomse—to changes in welfare programs

s differs by racelwi with whites being more negatively affected than blacks —- as well 0
! T S ¢ ’ . .
as according to the program already in place,  * S ;
J/ ) ) ~'
{ ! > —— o x‘ ’ s
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Suppose, for example, that the welfare guarantee isincreased by $1,000 from

an initial level of $2,400, which is close to the current national average guarantee

~ .
available to a male-headed family of four, including AFDC-~UF or General Assistance

and Food Stamps. Using the Michigan data, for white males we predict—a reductiom ——
. 3 N - . _ -

‘in annual earniggs that ranges from $210 per year at a benefit—lgss rate of 25 percent
to $525 at a benefit~loss raté of 70 percent. At a wage rate of $3.80 an’hour, these
amount ;o reductions in annual hours of work of 55 and 138 fespectively. For-Blacks

and persons of other races, the similar reductions are $129 and $323. The corresponding
reductions in annual hours of work at a $3.80 hourly wage are 34 and 38.

Now suppose that the welfare program benefit-loss rate is increased ﬁy 10 percentage
points ﬁrom an initial level of 40 percent. At a guarantee of $2400 for white males,
the predicted deéline in ea¥nings is $126, or 33 hours. Again, the induced decline
in earnings is lower for males who are black or of other races, amounting to $78 or

)# 21 hours.

C. Welfare Dependency

-

™~ The extent of welfare dependency is affected by the labor market experience

-

of ndiViduglé. But it also depends greatly on the characteristics of the welfare

program they face. Dependency, measured by time spent on welfare or amount of payments

receiyed over time, can be influenced markedly by simple changes in program character-

¢

istics, even if work behavior is completely uninfluenced by the program changes.

y
This fact can be illustrated b, the Wisconsin data where we found,not surprisingly,

v
that males who average% high earnings during the experimental period received lower

welfare payments than did those with low earnings. But whereas the differences be-

'_tween the two groups were swdstantial when considering regular welfare, they were rel-
! i ) ’

‘atively minor when looking at NIT payments. Unlike the regular AFDC~UF program, the ‘

a

_NIT plans a%loweh families with working heads fo receive pa&ments and earnings

v

simultaneousiy. Thus, men with '"'unstable-low" earnings who faced ome of the NI&
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tfeatments received NIT payments averaging $255 per quarter compared to $231 for those .

) with "stablehhigh" earnings, a difference of only $24 per quarter, _In contrast,

»

“the difference is much g;geter-f;r recigientshof-AFDC—UF;iwhere;mef*Qith "unstable~low"

earnings received an average of $172 in AFDC-UF payments per quardLr compared to

» o .

*
$§3‘for these with "stable—higﬁf earnéngs.
}

IVﬁ‘ Policy Implications ’igiéa’ '_ v

P

_A. A major objective of welfare programs is to move people from "welfare

to work." It is necessary in this connection to distinguish a short-term success -

.getting a.welfare recipient to work -~ from a long-term success -- getting 'a recipient

K

v . | ¥
‘to work in a situation where the probability is very low that he will leave work and

return to the welfare rolls. Overwhelmingly, males in the low-income and near low-

income popciations typically move from welfare to work on their own. OVer a stretch

of time, most female heads of families in these income groups appear to do likewise.

;v.

But of equal significance 1is the fact that there is much movement in the other
directicn, from work to welfare. While there is much movement between wqu and welfare,

there is little and slow movement out of the low~income ranges for most families

£

* N ‘ . . :
finding themselves there. A program, therefore, which seeks to move people from

. . ‘L
welfare to work may be successful on a short term basis but unsuccessful on a long ©

.

term basis. In evaluating short-term results, a program may averlook the possibility

that its long run effects may be quite different. «

’

These arguments suggest possible refinements in the measurement ?f program success.

J

Thus, a welfare recipient returning to work is only a partial measure of program success.

Tae_c;itical element is how rapidly the change is made. Moreover, there is an additional.
imeusion of success -- how long will it last. The progran will be more successful,

hviéusly, the more it stabilizes the employmert of low-income persons (who eventually
. \ '
}ght again become dependent on welfare). ‘

v . ’
. .
. .
. . \,
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B. If movement in and out of émployment and welfare dependency is common

. g ~ .os
among low-income persons and if reductions in werk effort induced by welfare programs

take the form of ldnger stretches of unemployment, government monitoring of work

/ s -
. effort becomes very difficult. .In this context, administrators of a work registration

o requirement become respohsiblé for redudfﬁéﬁzﬁé duration of stretches of unemployment,

a task difficult both to perform and to measure. A short-term program success would

be a reduction by a work requirement in the stretch of unemployment in comparison to

what would have taken place, in the absence of the work requirement. Moreover,

short-term success could conflict with the prospect of long-term success to the extent

.
q r
that welfare recipients are forced to foresake search for more attractive and stable jobs.

f

. )
C. Moderate liberalization of welfare programs does not run the risk of

eliminating work efforanmong the poor in general. Work and welfare will continue to

go together, both serially and simultanewusly. But liberalization may induce more

cutbacks in work among some workers, as returns to work are delayed, overtime and

-
moonlighting reduced, and voluntary job separations increased. .

D. "!Peralization of welfare programs'will extend welfare dependency —-~ simply

" as a matter 3& arithmetic. Raising benfit levels, for example, extends coverage and

makes it more difficult for people to become totally ineligible. If work effort is

affected negatively by liberalization, then dependency will increase for a second reason.

»

E, Attempts at categorizing people on the basis of a small set of identifi-
[ . t / N

able work-related characteristics for the purpose of providing them with differeﬂt

“

welfare or manpower program ''treatments' will be frustrated by the fact that labor

market problems are not clearly linked with particular demographic characteristics.

] . . .
People with the same'characteristics hgve widely varying ldbor market experiences.

Y

Thus, we are unable to develop/a set of simﬂie rules that eliminaggs the need

for case-by~-case discretion. . ' .

TN



CHAPTER I S -,

"Welfare Turnover: A Review of the Literature -«

’

/ ) .
»

_Welfare progrsgﬁadministrators often are committed to moving recipients from

success in achieving this objective, three issues heed to be considered.

1) It is necessary to distinguish short-term from long~term success.
A person may move from welfare to work only to return again at
somé future time. It is thus desirable to investigate the extent
+ and circumstances of recidivism among welfare recipients.
2)- There are a number of ways of viewing and measuring short-term -
success. One could simply count transitions from welfare to work,
a procedure useful primarily in distinguishing permanent from
trangsitory recipients. Since so many recipients are transitory,
further information about these can be gained by congidering the
timing of transitions, for example, by measuring the average 4
length of a spell on welfare and the frequency of such spells,
Purther refinement is possible if one recognizes that a recip~ )
ient..may obtain a job and nevertheless remain on welfare (at’
least under some forms of welfare. programs). Although welfare
payments are still rec¢eived, they are reduced downward. A
reduction in a welfare pdyment thus may be at least’ a partial
suchess even if, the persén does not leave welfare:altogether.
Siich considerations become more -relevant as the welfare "gySfem.
is liberaliped but they require measurement of changes in "~
welfare payments as well as transitions in welfare status.
N - -
3) The causes of observed welfare patterns need to be comsidered.
Obviously, the work patterns of welfare recipients affect’ their
welfare patterns. The next chapter reviews the literature on
s work effort. In addition, however,. the structure of the welfare .
e - program may have a significant effect on a family's welfare o
pattern. By raising benefit levels, for example, a welfare
4 program makes it more difficult ~~ in a purely mechanical sense ——';,-
for recipients to’ reduce their welfare benefits to' zero'rand
thus leave welfare. tL
(i‘ ‘ . . i
% .
Most of the.above issyes ‘have been studied previously to some extent.

1 L

This  chapter will review previous findings and indicate the principal short-

comings in past work, " .
") ‘ . . \/)
1S . , . .

"welfare to work" and thus, presumably, off of- welfare. -In order to evaluate their -
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, Introducing their study of turnover in the California AﬁDC program, Boskin

and Npid, agsert that "among the many badly mistaken popularly held views about

::i”_:;Jnelfare+_especialIyAAEDC,AjILJﬂuLJZLewethat_the,pophlaﬁion.nferecipientsﬁispmonee,f I

" or less permanently entrenche¢\Ih\a welfare dependency st:at:us."1 Similarly, in

evaluating their findings from a ‘study of turnover in the New York City welfare

.

programs, Rydell, et al, claim that "by tapping new sources of data on welfare case
histories, [they] replace the populaf notion of a 'permanent', static welfare
. ’ /..

population with a comprehension of its true dynamic, changing nat:ure."2 That there

is not a permanently dependent welfare population, especially in the categorical

L
) [
' programs offering assistante to families with children, is-the unanimous conclusion
; )
. of prior studies of welfare dynamics. This conclusion, although it reflects an
) accgréte description of the available data, provides an incomplete view of welfare -
o~ . -
c

’

turnover. What has been ignored or given in icient weight in the interpretations
of existing studies is the impact of the cha‘ac eristics of weiE;:e\Efbgrams ?hem— / -

selves on turnover. Benefit levels, benefit—lose)(or tax) rates, ;héome’accognting

2 - -

gystems, work registration requirements, and the myriad of other welfare.fules

and their administration all affect turnover -- even if they have no iipact on
- t
. R
recipient behavior -- by determining the conditions of their eligibility.

High welfare turnover, an undeniable phenomenon under AFDC, in part reflects

A

substantial short=-run fluctuations in the non-welfare incomes of low fncdhe.ﬁouse—

holds. It masks, however, the relatively small degree of u#ward movement in

the annual incomes of such units: progress out of poverty simply is not extensive
: -

and dramatic. High welfare turnover presently results ff@m short-period fluctu~
: N\ .

v
ations in income interacting with a weléare system that was designed to be responsive

to such changes. 'Although both by design'and administrative default the system

of late has become somewhat less responsive to income fluctuations, the high




5'3- - ) ' -
turnover that remains is substantially an artifact of a particular set of welfare
system rules and their often arhitrary administration. It requires no great imag- .

ination fo develop different welfare turnover patterns, given the same set of non-

welfare income patterns, with minor alterations in the characteristics of the welfare

]

system. A convenient example is that the migration of an AFDC household from oné

Y s

jurisdiction to another results in a case closing and, most probably, a case opening._

Complete federalization of AFDC, therefore, would redute turnover that results

- ’

fron”geographical migration.3 In general, were AFDC to become responsive largely

to long run changes in family income, the turnover emphasized‘in.ggisting studies
. - ‘ ' ' v
- would be attenuated dramatically. - : .

‘ ——

Besides measuring the extent of turnover, previous studies relate turnover 3
rates to the personal characteristics of recipients, mainly to those reflecting
their capacity to earn income. The findings generally. are consistent among studies .
‘fanq,not surprising: the duration of a'speli on welfare is shorter the younger and
"ﬁgge educated the family head,‘the smaller the size of his”family, and the higher" -

. his potential wage. These studies are reviewed in this chapter. Prior to reviewing

the Studies on turnover rates and their relationship to the characteristics of welfate
tbj‘ Lo
families we illustrate how changes in a welfare program can affect welfare turnover.

~

A, Welfare Turnover Under Alternative Program Characteristics
e The limited literature on welfare dynamics focuses on the links between

welfare turnover and personal characteristics, giving some attention also to the

effects of the economic environment. With a notable exception, it inadequately

‘f

emphasizes the links between welfare program characteristics and turnover. As a

'preface to our literature review, we' qffer some illustration of the obvious point

that, given a particular pattern in which income accrues to a houisehold, its welfare

* lad
experience will vary with welfare‘program parameters.

- Table, I-l contains the income pattern of a hypothetical household. The head ' .

experiences two stretches of unemployment, each preceded by a period in which the

¢ ¢

13




TABLE- I-1

f~4 -

~ e

Welfare Benefits and Welfare Turnover Under
Alternative Program Characteristics

= 300, = 400, . . g =300, = 300,
. %m'= .50, §m= .50, Emn .75, Ema .50,
Monthly Monthly ' °~~ Monthly Monthly a Monthly
Mbgth Income Accounting™ Accounting Accounting Accounting
1 550 25 125 o 25
‘ \.
-2 600 0 100 o * s 0
"3 1400 0 0 0. 9
4 0 300 400 '+ 300 0
5 0 300 400 300 200
6 600 0 100 0 ® 0
- -
. 9
7 550 25 125 . o_ %%uﬂf
8 600 0 100 0
9 550 25 125 / P25
10 1400 ’ 0 0 o . o
1. 0 "300 400 300 0
12 0 300 400 '300 200-
Total 1275 2275 1200 475
Annual '
Payments “ '
. . Ns ~—
Number of 7 10 ' 4 5
Months on » )
Welfare !
Average 182 228 300 95
" Monthly ' ‘
Payment -
While on
Welfare
Number of . 5 3 2 5 “
" Spells on '
Wélfafe-m?- _
Average 14" 3.3 2 1
Length of ' T
Welfare

Spell

Yo




FOOTNOTES

TABLE I-1 : -~

-~ a. The férmuia for determining monthly benefits, b, is:’

b=g -ty

[

where’
spar

&, = the monthly guarantee,

t.

= the tax rate on income,

¥y, = current monthly income.. "

b._ The benefit formula is:
- . b =gt (yc + yo) .-

where the notation is the same as in footnote a above, except .
that Vo = income from the carryover account up to an amount equal
’ ) g

to the monthly breakeven level, ———, minus Yer

Pad
>

—

.‘& :

.
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l .
,ﬁ‘ - ~ ’i . . - )
spouse works for .one .month. Celumns 1 through 4 reveal its pattern of welfare

L] . .
experience under alternative negative income tax programs. The programs are
characterized in the eihﬁpie only By a guarantee, g;, a monthly benefit available

if income in that month is zero; a tax rate, t, on all income, which reduces

benefits as income rises; and an income accounting system, which determines botﬁ.
the frequency with which benefits are adjusted to income and the length of time .

over which incomeis "remembered" when bepefits are computed.

14

As the monthly guarantee is raised from $300 to $400, .comparing columns 1 and

2, not only would the household's monthly and annual payments rise, but its number

,

of months "on welfare," that is, monthg when it geceived.a positive payment of any
amount, would inérease from seven to tgﬂ ﬁonths._ It being hardef to get off of'
welfire, its discrete spells oﬁ welfare decrease from five to three. The average
dur&kiﬁﬁ of iEs spells on welfare(would more than double, goiné from 1.4 to 3.3 Qpnths.
These changes in the measures of its welfare expefience oyer time assume no impact

of the welfare system on the pattern dn which income -accrues.

-

A comparison of columns 1 and 3 demonstrates how changes in the benefit-loss

or tax rate affect wlefare experience, when all other program chéracteriqtics and

-

the income pattern are held constant.

1

Column 4 is added to iqdicate the impact of a change in the income accoun&ing

+

system, and also may be compared with column 1. In column 1, only income received
9 . ,

in a particular month determines benefits in that month.. An alternative is to

e I

-

.reducevbenefits not only on the basis of current income, but also on the basis of

L 8
" income in excess of the monthly breakeven level in past months., Thus, in thg third

month, the family hag $800 in excess of the $600 breakeven level (the #rcome level

»

at which benefits are zero when the guarantee is $300~and“the tax rate 50%). The

-

"exéesp" of $800 in the third month is ignored in caiculating benefits in the future

mbnths under the monthly accounting system (in column 1). However, in an accoupting

system where income is "remembered” in future periods, the $800 excess will be added

. +*

. Q : -
L ,E[{l(rto actual income for a number of months in calculating benefits. The memory

- :
e . 1 6 : . e
-

¢t - ) 7
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) siétem in célumn 4 assumes that the $800 excess is used up in amounts equal to the
difference between the monthly breakeven level and current monthly income. Thus,
$600 of the $800 is applied in the fourth month and the remaining $200 is applied

~in the fifth month. Stretching out the period over which non-welfare income is

remembered results in fewer months on welfare. In this case, the number of spells

/rémains the same, but the average duration of a spell declines from 1.4 to
. ] . . .
1 month.4 e T . .
| i , : :
Program characteristics, like the ones illustrated, change perioditally in .

%

-AFDC. Benefit levels vary as state legislatures choose. The tax rate on earned
income dropped in July 1969 when the 1967 Amendments to the Social Security Act

took effect. Those provi ed for the ' exemption in computing benefits of the first

’

$30 and one~third of additional monthly earnings. The AFDC accounting system changes

implicitly. For example, household incomes are investigated with varying frequency
e . * R

1

in nesponse to varying political pressures to eliminate overpayments tb.recipients.

R Examples of how administrative procedures influence welfare turnover are offered
‘\ +

.in the@concluding gec ion. Welfare patterns obsetved under a particuiﬁ?'configuration‘

- - 5 .
of program parameterd, therefore, must be interpreted with caution. il xﬂ*

B. The Welfare Experience of AFDC and AFDC~UF Families

. How long do families remain on welfare once they are there? With what frequency

‘do their cases close? Once closed, with what frequency do their cases re-open?
R ,
A"O, Y
" Four studies.containing descriptive dat¥’'on welfare dynamics attempt to answer thése
. by
questions.6 We present their basic findings and comm®nt on their techniques. A_
. s .

summary of their characteristics and findings appears in Table I-2. .

[ S P—,

Boskin and Nold used longitudinal data on 440,female-headed families in

3
the California AFDC program. The families all went on AFDC in 1965, not necessarily

for the first time, and then were observed for .a 8ixty month period. For each 17

-

-

month during the period Boskin, knew whether'or not the families were receivingfsome

-
'( /

AFDC payment. Overall, Boskin observed high turnover in this population. Thé mean

spell on welfare was a stre._h of roughly 26 months; while the median length of any
Q
[:R\Kje welfare spell was less than 14 months.7 Roughly three—fourths of the 440 families

ST T

.
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TABLE I-2

Summary of Available Information on Welfare Turnover

~
STUDY :
Boskin~-Nold® Ryde11? saks®  Ketron®
' Matched
Longi~ Cross- Cross- Cross~
A. Type of Data ) Longitudinal tudinal sectional sectional sectional
B. Welfare Jurisg- : California  City of New York City of All States
dictions ‘ New York
Répresented- : -~
, -
4 i - -
C. Time Period : 1965-1970 1967-1972 +December May 1969
- Covered Coa ) 1967 and 1971
D..'Duration of AFDC[Mean 26 -~ . 34,9 41.2 -
One: Welfare ~ ‘Median 14 20 7 34 —~— 38
Spéll : o C .
Mean - -~ ', 38.3 27.2 -
AFDC-UFlyeqsan  ~- 6 .. 12 - 54
E. Average AFDC " 3.9 4.5 - - 2.4 1.7
Monthly Per- A . -
centage AFDC~UF - 10.6 C - 3.7 1.2
Leaving - - . o
Welfare - : ‘ .
- [3 -
. F. Percentage . 1 73 ‘ 66 75 .
s° Distribution ATl 27 34 25 5 61
= “of Cases by . _ - 62 ; 46 .39 °
Number of AEDC-UF[§+ o ‘ g; 38 '
Spells , e
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FOOTNOTES
TABLE I-2

.

a. The Boskin and Nold statistics are obtained as follows:

D. The mean is the inverse of the average monthly probability of leaving

welfare in their sample. As explained in footnote 7, this is a rough approx~
< imation of the true mean duration. The median provided in the author's

paper is for the total amount of time spent on welfare during the 60 month

study period. 'Since some families were on welfare two or more times during

the period, the true median is less than 14 months.

E. This was provided by the authorsinftorrespondence, gince such probabilities
" were presented only for sample sub-groups in their paper. )

P, Boskin and Nold, p.-11.

A

b.  The Rydell statistics are obtained as follows:

D.  The authors advised us that a mean could be calculated from two sources,
a statistical report published by the New York City Department of Social Services
and a table in their report. From the statistical.report, we deriyved the average
, number of cises receiving both AFDC and AFDC-UF in each of the six years, 1967-
.. 1972, Multiplying these averages by twelve and summing over the six years,
wg obtained the total number of "case-months" in each caseload. Dividing the.
. 'sums by Rydell's estimates of the total number of separate cases receiving
AFDC and AFDC~UF during the six years, we arrived at an estimate .of the mean
length of a welfare spell.. The mean for AFDC seems plausible, but not that
¢£nq AFDC-UF. (City of New York, Department of Social Services, Monthly New York
..City Public Assistance Summary; 1960-1973; and Rydell, et al, Table 2.3, p.'l4.
Thé.medians from the longitudinal data are obtained from Rydell g Table 2.11, using
khe weights provided in Table 2.8. The medians for the cross-sectional data are
ftom Table 2.14, using the weights in 2.12. Table 2.14 appears oniy in Rydell's
dnaft report,’ . . ' .
E. .These are closing rates for cases closed within three months of their opening.
Tgble I-3 contains these rates for subsequent periods following their opening.

he distribution for the longitudinal data 48 from Rydell, Table 2.10. °
The d stribution for the cross~sectional data 1is from Table 2.9. {

11 ~

Cs The Saks.statistics are obtained as follows:

Tﬁe means are presented in Saks, p. 125.

E. iThese are the reciprocals of the mean durations presented above. They are
rough-a proximations of the true leaving rates, fqQllowing tﬁf same argument
offered” in ‘footnote 7.of the text. A

Q‘v- ,‘4_, , . ’ K . .
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.+ FOOTNOTES

: { TABLE I-2,

]

F. The numbers presented here are for the State, not_ the City, of New York,.
and for AFDC-UF and AFDC combined. +«(The ratio of AFDC to AFDC~UF in New York
City was about 12:1) Since the city caseload comprised 73 percent of the state
caseload at that time, the numbers should be indicative of the distribution for
the city. (U.S. Department of Health, Education, and Welfare, National Center
for Social Statistics, Findings of the 1967 AFDC Study, Part I, Table 12.)

The Ketron, Inc. statistics are obtained as follows: ' -

1

D. Ketron, Inc. did not provide medians, or data which permitted their derivation.
Since they studied the national caseload, we derived these from the national.survey
of the AFDC population. (U.S. Department of Health, Education, and Welfare,.National
Center for Social Statistics, Findings of the 1969 AFDC Study, Paxt I, Table II.)
Unfortunately, the national survey data combines AFDC and AFDC~UF cases, in the

ratio of 20:1. -

P

LY . -
E. [Ketron provides the probability that a case will close within one year
of its opening. Assuming,contrary to fact, that the case closing rate would be
constant throughout the year, we divided these annual closing rates by twelve.
Ketron, Inc., p. 6 and p. 20).

,\] ‘ . ., ..' .
‘F. Ketron, Inc. did not compute these percentages for AFDC units in thdir
matched sample, which is but a part of the total survey sample.. We report these
for the entire, combined AFDC and AFDC-~UF samples represented in the 1969 AFDC ¢
Survey (U.S. Department of Health, Education, and Welfare, National Center for -

Social Statistics, Findings of the 1969 AFPC Study, Part I, Table 11).

Dashed lines in the table mean that the authors did not orovide any information
on%the matter, not even data from which we could,derive estimates.

A
Yo
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had but one spell on welfare, spending an average of nearly 40 percent of the five

was 4.9 percent per month.8 _ll_

years receiving AFDC. The other fourth had two or more welfare spells, and spent
an average of half the period on welfare. Only 75 of the 440 families spent the
entire 60 months on welfare. Nearly 4 percent of the cases still on welfare left

the rolls every. month. Once off the rolls, the probability of welfare recidivism

+

LI
oy

Saks used cross-sectional data from the 1967 survey of the AFDC and AFDG-UF

caseloads conducted by DHEW.9 He separated New York Citg cagses from those receiving

welfare in the remainder of New York State. In this'sorvey, cagseworkers were asked

»

to report, among other items, on the length of time that an AFDC case had been open

gince its most recent opening, ignoring lapses off welfare of three months or less;
Saks then computed the average;length of time since the most recent opening for
cases in his cross-section. He found it to be over 41 months for an AFDC family
in New York City. Although Sahs does not measure the length of completed spells,

C e — )
his figures do contrast sharply with the 26 months mean in California. , For an

AFDC-UF case in New York City, Saks calculated a mean duration of 27 months. Whereas

in California only one-foyrth of the AFDC cases were recidivists, in'New York City --

according to the Saks data -- nearly half were. Obviously, with the duration on’

- e

welfare being longer, the monthly probability of leaving was much lower in New York.

<

Besides the fact that California“and New York City welfare systems, local

economies, and caseload*domposition may differ, there are peculiarities in the

data that could cause the differences in the findings of Boskin and Nold and Saks.

The Saks data will yield longer durations for two reasons. One is simply that the

caseworkers were instructed to ignore lapses in cases of three months or less in
recording the duration of a current spell. A second is more complicated, and

offered initidlly by Rydellm- Consider a span of three months, in each month of

-

v

which one case lasting one month and one lasting six months is added to AFDC.

At the end of the third month, four cases are on welfare, three of the six month

fl

' and one of the one month variety. The inference is that if we follow Opening cohorts,

[Kc

wll Toxt Provided by ERIC
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as Boskin and Nold did, we may get a different picture of the average time on welfare

than if we look at a cross~section of cases. Long term cases are more dominant in
g;qss-secgional‘than in longitudinél data on cohorts, In Rydell's data, for examﬂle,

over two-fifths of cases in a given opening AFDC cohort remain on welfare for \

.more than threé years; Vhereas over two-thirds of cases on AFDC at a particular po‘nt -
- in Lime are on wyelfare %or more tﬁan three yearé.10 | ?

There are two factors, however, th;t tend to reduce somewhat the av?rage :\
duration in the Saks data: his cases have not completed their spell on AFDQ; and, as
Sak;-notes, the growth of the New York City caseload in the mid-sixties would make
it especially 1ikely that the caseload would contain a large number of relative;y
new cases. On balance, one would expect the Saks' déta necessarily to yield longer ~g§
durations than‘the Boskin data. Their results are not really comparable,

Like Saks, Ketron, Inc. used cross—sectiﬁnal data from the DHEW surveys of“fz
the AFDC caseload. In this case, Ketron drew on the 1969 and lé?l surveys, attempting
to determine how many families that were on welfare in 1969 were still on in 19%1,

f/nineteen months later. 'Two;adjustments had to be made'ig‘the 1971 data to allow
_,their comparison with the 1969 data. First, the data from the two, samples were
(lmatchéd, so that all cases in the 1971 survey that were not on welfare 19 ﬁontﬁq
“%Efore were eliminated. Secondly,'197l AFDC cases that were AFDC~UF cases in
1969, prior to a father's departure from his family, were tre;ted as:AFDC—UF césgs
in 1971. Clearly, this reduces the observed turnover in AFDC~UF; it also raises g
calculatéd turnover in AFDC from what it would be in absence of the adJUStmenE |
because fewer female heads are observed now.in the 1971 cells. It is intere;ling
to note the reversal in length of durations between the Saks and Ketron studies.
Saks, of coprse; sgud;ed only New York City, whereas Fhe Keéron study included the

C

national caseload. Nevertheless, Ketron finds that "AFDC-UF cases remainoon welfare
. . </

1onggr when gheip immediate transfer from AFDC~UF to AFDC is disregarded as a

case closing.ll ’ . .

Q

22
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B By far the most extensive Study of welfare donento date is that done by

P

Rydell at the New York City Rand Institute. Both cross-sectional and longitudinal

i data on particular cohorts were used. As noted above, §he different data soprces

.
B

yield different results about welfare dynamics. As can_be seen in Table I-2, the

- crqss-sectional data yielddlonger average durations than‘do,the'data‘on opening'

¢ * ‘
x

",cohorts} not surprisingly, then, the former-also contain'a larger proportion of o

A\l

persons who are not welfare recidivists during the 72-month study period. The

average durations found by Rydell for New York are longer than those of Boskin

.\

and Nold*'for California, when the two sets of longitudinal data ate compared.

In contrast to .Ketron's results for the nation, Rydell finds that AFDC-~UF cases

o

4ga!:ve ghorter. welfare spells than AFDC cases. . Even after Rydell accounts for movement

B
of AFDC-UF cases to other categories, AFDC-Ughdurations are shorter than those for
- - '

.

AFDC ca'ses.12 '

’

Some of the most interesting descriptive data in the Rydell study, repro-
duced here in Table I-3, are on case closing and case reopenihg rates. The top

bank of Table I-3 indicates that case closing rates drop markedly with incréasing

-

caseggge' the longer cases remain on welfare, the less likely 'they are to leave

welfare in any. particular month.® This finding, buttressed by the Ketron study

»

of the national caseload, is 'important, for the Boskin=-Nold and Saks studies
_assumed no change in case closing rates as cases aged.13 Note also how case re-
opening rate fall éith the'passage of time: if a closed case reopens, it is likely
“to do so quicklyt Rydell's data further indicate that, in all, rouéhly one-half

of closed AFDC cases and three~fifths of closed AFDC-UF cases reopened within the
} , ’ \ A

.. 5-1/2 year study period. .Similarly, under one-half of all opened AFDC cases and
) three-fifths of all opened AFDC~UF cases are cases of welfare recidivism.14

\‘ This substantial degree of quick recidivism may be reflective of the fact that

<

. What gets families off of welfare are short run, h%t long run, increases in

M .

family income. . ' .

2( 3 ' /L 1 .

’

D A L



- 14 -
TABLE I-3

Monthly Percentage Closing and Reopening Rates®

Time Since fA. Monthly Closing Rates-ef Openings b§ Time Since Opening
Addition of

Cases to ; AFDC, 2 . AFDC, ‘
- Welfare Rolls - or more children 1 child’ AFDC-UF

3 months 4.4 4.8 10.6 I oy

, : ~ © 3,2 4.2 7.0 i@y
6 months 2 -
1 year X . 2.0 3.0 4,0
1.5.~ 3.0 years . ;'2 i‘i . é'g
345 = 5.0 years * : !
‘Time‘$1ﬁce T . " B. Monthly Reopening Rate Into Former Type of Assistance
Closing - :
L

3 months . 5.1 2.8 2.2

6 months . 3.6 2.3 1.5

1 year 1.4 ’ 0.9 0.6

1.5 - 3.0 years 0.7 0.4 0.3

3.5 « 5.0 years 0.3 0.2 " n.a,

Time Since ' C. Monthly Reopening Rate Into Different Type of Assistance
Closing ‘ . :

3 months 0.8 0.4 1.4

6 months 0.5 0.7 3.1

1 year 0.3 0.5 1.8

1.5 % 3.0 years 0.2 +0.2 0.9

3.5 - 5.0 years 0.2 0.2 0.5

a. Source: C. Pezer Rydell, Thelma Palmiero, Gerard Blais, and Dan Brown,

Welfare Caseload Dynamics in New York City, R-1441~NYC,
’ The New York City Rand Institute, October 1974, pp. 28 and 35.
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In sum, high turnover does seem to characterize the AFDC and AFDC-UF programs.
The measurement of the turnover, however, with a given set of program parameters,
is affected markedly by the choice of longitudinal or cross-sectional data.

C. The Correlates of Welfare Turnover

To date, measures Af welfare turnover have been related to medsures of the
personal characteristics of recipients and of the local economy. The personal
characteristics are presumably related to earnings and to other factors directly
affecting welfare experience. Increasing attention has been given to a éhird\set
of variables, measures of welfare programs~ .Our point is not that the latter have

been totally ignored in. all studies, it is ,rather, that they have been given in-

51 tor ——‘/ 2,

sufficient attention in interpreting turnovq?;%gtes and their determinants. In
, o )
particular, what has‘not been stressed is tﬂgt ﬂfgh turnpver'reflects in part,

at least, the parameters of the AFDC and AFDE-UF programs, not on1y<increa8es in the

-

inco?es of recipient households. This déction reviews findings on the correlates
. »
of turnover and places them in perspective.'

N -, e .

Boskin and Nold focus principally on labor market variables in explaining

both case closings and case openings. They develop for each female head  of family

3 yeo

in their sample an expected market wage and an expected duration of unemployment

once in the labor market, from a regression of these variables™on personal character-
™

istics using data in the 1967 Survey of Economic Oppdftunity. Added to these

measures of the opportunities afforded by the local economy are variables on

-

personal characteristics that may affect labor market prpypeéts, such as'race,
non-wage income, age, health, occupation, and presence of pre-school children.
The authors find the wage and unemployment variables, plus race aﬁd non-

-

wage income, significant in explaining case closings. Only the wage and race
variables are significant in explaining openings. In short, whites, those with
higher non-wage incomes, and those with betiter labor market opportunities all

have better prosbgcts of leaving welfare. Once off welfgre; non-whites and those

o5 e

4
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R (3
whose expected wage is below the legal minimum are more likely to return to welfare.

Othir personal charactefistics are not significant in explaining case closinés or
openings. Since duration on welfare is inversely rglated to case élosing r;ées, or
the probability of leaving welfére, the average durations for persons of differen;,
characteristics can be inferred from the above. For example, womén whose expeéted
wage is below the minimum Qill average roughly 75 percent more time ;Q wgifare per
spell than women whose .,wage is above the minimum, their other charcteristics held
constant. '

On theoretical and statistical grounds, the Boskin and Nold paper are open to
question. , Levy has noted that a model of welfare turnover for female~headed fqmilies
that relies too heavily on labor market\faqtors is ill-founded in view /of .the small
proportion of such case; closed for reéséns related to.employment. In the first quarter

~

of 19?3, for example, less thgé 7 percent -- probablyﬁ}ess.than 5 percent -~ of AFDC |

¢ases in California closed becausé of gmployment:.15 Yéf Boskin ;nd Nold ascripe

the increase in average durationg on AFDC from roughly 22 tp.57 months to the difference

in expected wageé_faced‘by AFDC motheré.16 In effect,:Boskin and Noid relatgd welfare

experience to all the exogenous Qariables of their system. Some of these'éxogenous /
variab1e84m;& affect welfare directly, but many of them-affect it only through the
‘channel of earnings, It is tempting to wonder whether spelling éut'the iytermedia;e
.steps might.havegiveﬁ a clearer pictﬁre of structural relationships., In any case,

while we accept the fact that welfare turnover, especially case openings in AFDC-UF,.

. is reldted to employment factors, a more complete model Wwould consider non-labor .

L
M P/}

Serees g . .
market factors as.well. - - LY % N
- ™ ' ’ . g

. : § : '
Using no ggf%icular theoretical structure, the Ketron study estimates the

-

reiationship between case closiﬁé rates and the race, age, education, and thé‘numbef
| .
of children of AFDC mothers. Additionally, the length of time a case has been opén

~

is included as an independent variable. The probability of a case cfosing,fallé

. .
- a s
. R .
’ .

26
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Sty
A )

(or the'durqtion on welfare rises), if an AFDC mother is non~white, has a large number

-~
. *

of children and is older. It also falls,dramatically with the "age" of the case.lw
For example, a family headed by a whitgg;other unger 26 with one child has-a .35

chance of leaving AFDC in the-next twelv& months, if her case has béen open for less

v

than one year; whereas the same type of family which already has*ueek on AFDC for more-

"~

than two years fages but a .69 chance of leaving, within the next year.--This 75 percent
decline in the probability of leaving AFDC as the case ages induces Levy to speculate

that the

. . .welfate system contains several 'tracks: a
number of families come on the rolls at a particular
. time. For some, the rolls are acting as a backstop
through a difficult period and they leave the rolls .’
- . as soon as circumstances change1 For others, welfare
becomes a long~term phenomenon. )

This point stands in contrast to earlier emphasis simply on high'turnover in AFDC.
, * * Saks also recognizes that the decision to leave AFDC is explained by changes

in earnings in only a minority of ihstances. Migration and technical disqualifications,

_for emample, account for a sizable fraction of case closings. Still, though, indicators '’
] 7 - - ¢ < .

of employability are statisticqlly significant in explaining the duration of welfare

spells. Saks finds, for example, that the expected wage of both AFDC and AFDC-UF

family heads is negatively”related to the duration of a welfare spell. Amongdthe

-

personal variables,fnge and disability are positively correlated with duration.

Saks notes that the correlation between age and duration may indicate that older " -

persons may simply have ad more time to be’on welfare.

Lastly, Saks discudges two types of effects of walfare program variables:
/ .
they may inﬁi&%::; recipiehkt behavior, and therebyaffect eligibility; or they may

°. . . ) - L \ o .
affect mechancial y the conditions under which recipients are eligible, even if they

i have no influence on beﬁavior, Thus, Saks assertsfthat a fall in the tax rate will

have two different results. ‘it will induce more labor but it also raises the welfare

- R

breaRQVen level so it will increase expected duration of cases.19 He does not -
® ‘

o distinguish the two types of effects in interpreting his statistical work.

EKC T, &
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In disucssing the positive correlatio@ that he finds between the guarantee level
and expected duration, he refers only to behavioral effects: lower guarantees "push"
family heads, especially males, to search more'assiduously for non-welfare income
alternatives.zo WeAshall‘return shortly to Saks' overall discussion of the relation-
- ; ‘8ship between welfare program characteristics and welfare participation.
Limited analysis/of the data emanating from the Michigan Panel Study of Income

binagics has been done at,Michigan.21 Dickinson combined all low income families ‘
.and then estinated the correlates of the probability of any low inoome family going
on any cash public assistance progran during the five year study period; and the
correlates of the probability of a family leavinngelfare after having been on.

The most important correlates of going on are the departure of a male head from

hig family and the age of the children in a family. Families on welfare whose heads

3

e

change from male to female or remain female are much less likely than male-headed

~ -

families to leave welfare. Interestingly, in a study which considered family gtructure,

family composition, not labor market, variables were critical in getting on- and off.

-~

. Lastly, holding constant a large array of factors, families in the Northeast were

most likely to get on and least likely to leave welfare. What distinguishes the

Northeast from other regions must be their more generous and'liberally’administered

Q
welfare programs.

Consistent with the results of other studies already reported, the Rydell

study finds that variables related to’ the prospect of employment affected turnover.
0 - >
Case closing rates in AFDC are 'gatively correlated with the age of the mother and

’

the size of‘her family, as we l as positively correlated with indicators of her
employability. 'For e:.:amil/e,,/ contrblling for other factors, the probability that .
a recently opened AFDC case, where the mother had one child, would close within its
_ first year on welfare was .030 in any given month' where the mother had two ‘or more
children, that probability dropped by a third to .019. Similarly, tHe probability

4 ' L ]
that a case headed by an unemployablb" mother would close was roughly ona—third less

» 7 .
N ‘ P

EKC : 2 . ' 28 . - P
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than the probability that the case of an employable mother would be terminated.

-

(Employability here resulted from caseworker judgment,). SN ’

Another interesting outcome of this study is the development of predictive

. |
modets for the number of case openings and the number of case closipgs in each j

. . g |
welfare category, including AFDC and AFDC~UF. Monthly openings in an assistance |
category are regressed in a log linear regression, against six variables. the

average number of monthly openings in the previous twelve months, the number of
%

caseworker workddays in a month, the welfare department's acceptance rate for new

applications, the deflated welfare guarantee, the local unenployment rate, and the

LY

number of recent "general service" births, Monthly closings dre regressed against
. ——

previous closings, caseworker workdays, the welfare guarantee, and the unemployment

-

rate.
Rydell notés that changes in guarantees and acceptance rates by the welfare
’department could have altered openings and closings by having both behavioral and
J mechanical effects: welfare ptogessively was made relatively more attractive, thereby
possibly inducing people to forego work and choose welfare; and increasing numbers o
people were made eligible even if theéy in no way altered their behavior. According

to Rydell's findings, the acceptance rate and the welfare guarantee usually did

have powerful effe:t on openings. Using resylts from regressions which have values |
of deof .87 and .485\:espectively, Rydell reports that in both AFDC and AFDC~UF, a
1 percent increase in the acceptance rate increased the number of openings by an’

‘identical 1.57 percent.23 Thus, to estimate_the effects of a 5 percent change,

v

an.increase in’the AFDC and AFDC~UF acceptance(rates from 700 to 735 would increase
new openings in AFDC froﬁ'roughly 4500 to 4853;.and from roughly 250~to -

270 in AFDC~UF. In AFDC, the impact on openings of a change in'the guarantee level
.Waé gtatistically significant only at a low level and, in any case, was fairly

"§

small: the elasticity of openings with respect to the guarantee was .3. In AFDC~UF,

a 1 percent 'increase in the guarantee had an effect six times as large, 1.84 percent,

v v . »
. . :
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;nd wasg statistically‘signiﬁicant. An increase in the average AFDC-UF g;aranteg
in 1971‘ffom $300 to $315 would have increased monthly openings from roughly 250
to 273. Were the .3 figure significant ;t a hiéher ievel,'raising the average AFDC
guarantee from $250 to $262.50 would increase monthly openings from 4500 to 4568. |
It should also be noted that besides affectiﬁg openings,directly; Rydeil found that .
an increase in the acceptance rate increases the number of AFDC and AFDC-UF appli-. .
cationg. This,'in turn, increases oéénings. :

The predictive model for qhe number of case closings yields the conclugion

3

that, as Rydell hypothesized, case closings are negatively related to welfare guarantees

and the local unemployment rate. A 1 percent increase in the AFDC and AFDC-UF guarantees

over the period 1963-1971 led to a .45 percent and a .38 percent decline in the re~

~

spective number of case closings. Thege results come from regressions which have

values for R2 of .58 and .57, respectiveT§.24 Thus, for example, a 5 percent de-

cline in AFDC guarantees in 1971, from $250 to $237.50, would reduce closings from

roughly 225 to 214 per month. ‘ -

While it appears, then, that legislative and ?dministrative changes in welfare
parameters have affected the prbbability of Both going on and getting off welfare,
the pther interesting results from the Rydell equations are thexsignificant,co—
efficient on a measure of recent unemployment -- and the statistically insignificant

effect of lagged unemployment:.25 These suggest that welfage experience is related

to events in tﬁe labor market; and that potential recipients are in jobs which are

unprotected by unemployment insurance. Having limited assets, uné@ployment results ’

i

quickly in a move to\Yelfare: v ' s ’ .
Data on their independent variables are of some .separate’ interest. The
welfare department's acceptances in AFDC rose from 523 per 1000 applications in 1963

to 772 in 1968, as labor markets and incomes generally improved; and then declined
L} '7 )

v

to 698 per-1000 in 1971, as ti;es worsened. The mean number per 1000 applications
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over the nine years was 662. Similarly, in AFDC-UF the comparable figures are 571,

6 As just suggested, we will expand below on how

J

766, and 666, with a mean of 665.2
these fluctuating acceptance rates probably were a consequence, not Qf a changing
mix of applicants, but of deliberate administrative policy to contrql growth of welfare

in New Yof? City. Monthly welfare guarantees also varied over the nine year‘feriod.

¢

Average monthly guarantees in constant dollars, among families of all gizes, rose from

$187 in 1963 to $267 in 1970, and fell to $225 in 1971; the mean for nine years was

A 3
$224. 1In AFDC-UF, the comparable figures are $240, 325, and 307, with a mean of

‘ $279.%7

]

. ) : .
A likely hypothesis is that most of the variation over time comes not from
a changing mix of families, but from legislated changeé in benefit levels.28

D. The Administrative Factor in WEIfJ;gfgzzggsﬁr

Employment-related factors, although impértant with respect to éng-UF turn-

LA s
over, do not account for the majority of AFDC case openings or closings. Welfare

I

departments keep detailed records on openings and closings. Quint and Brown study .

~
#

the reasons for these in 1972 in New York City. Their conclusion is that " adminigkra-

tive actions rather than events related to client need prompt a good deal of case

turnover. . ." . : .7 ' .

Again, the quantity of turnover in their study is very high., Among all cases

4 4

receiving AFDC in 1972 in New York, 28 percent experienced a case opening and/or a
case closing within that year;ifor AFDC-UF, the figure was 48 percent., Quint and Brown
: N .

note that the large amount of ,openings and closings in that year is in part a function
,“,*-—n -

e

of the policy pf zer9~caseload’é$bﬁgh instit&ted by Mayor Lindsay. To implement this
policy: steps were takén to r;duce opénings and iﬁcrease clésings. ’Openings were
reducdd, for example, as investigations of income at the time of.a?plication were
made more extensive. Closings were incfeased, for example, with the tougher en-

-

forcement of the wprk test. .

‘ The data on reasons qu case openings and closings in Table I-4, suggest a

number of inferences. One is that although employment accounts for most case openings

IToxt Provided by ERI
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. T TABLE I-4 S S
[ > . N
Percentage Distribution of Case Openiggs By
. Reason for New York City in 19727
33

Reasons for Case Openings ‘
"A. All Cases ¢+ . B. . Administrative Churning )
) ) ' Cases -Excluded
NEED RELATED - o ,
Unemployment . 13.3 . " 67.0 15.0 73.1
Income Loss 3.3 -8.4 3.7 9.1
Medical 17.5 2.9 19.8 3.1
Household Change 45.1 7.1 51,1,/ 7.8
Other Need Related 8.0 5.5 9.1 . 6.1
Total , . (87.2) (51.0) (98.7) (9923)
NON-NEED RELATED '
Ciosed‘in Error 7.6 ' 6.6 —-— -
Unexplained Illegal’ 0,0 0.1 - . -
Total ' ‘ (12 8) (9.0) a.» = - (0.7)
TOTAL 100.0 - ' 100.0 100.0 100.0
Reasons for Case Closings
' A, Al Cases B, Administrative Churning
: Cases Excluded .
. AFDC AFDC-UF’ ~  AFDC _AFDC-UF
.« 4 , .
NEED REEATED e . '
Employment 10,8 29.9 12.2 31.9
Income.Increase 3.1, 3.6 3,5 3.9
. Death - .0.2 0.1 0.2 0.1
. Household Change 7.8 - 0.7 8.8 0.7
Unspecified Need . 20.5, 17.4 23.3 - 18.5
Total (42.3) (51.7)- (47.9) (55.1)
.,}‘__' -‘ ~
NQN—NEED RELATED , L . o .
Lost Contact R A 18.5 . .33.0 18.4 ‘
Administrative. B 25.5 28.7 ' 18.5 25.7
Unexplained Illegal - 0.8 1.1 ) 0.6 0.8 .
Total (5707) -~ (4813) (5201) (4409) ’
"TOTAL , _ 100. 0 1000 .~ 100, 0 T 100.0 -
Squice: Janet Quint and Dan Brown, Welfare Case ‘Turnover in 1972 City of’

New York, Human Resources Administration; December 1,” 1973,
Tabies II~4 II_G’ Iv"l IV‘S. ¢t » v
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in APDC-UF, it explains but a small fraction of AFDC openings. Changes in household
prd

~ composition, no doubt the departure”of the male head, 3?~the modal opening reason in '.i

AFDC. A second inferenceé is that reasons not related to need, while relatively

Ao

unimportant in relation to openings, account for a majority of case openings in

both caseloads. Non-~need factors, including "administrative" ones,dominate case

closings. It is possible, of course, that closings attributable to '"lost contact™

in part may be, related to changes in need.

"Administrative reasons" for case turnover include changes in, welfare regulations
on, among other matters, income documentation and'work registration. Some of these
administratiyé actions have a very trensitory effect. Indeed, many closings not
related to need reopen within two or three months of being closed. Quint and Brown
have labeled certain of these pairs of closings.and reopenings "administrative churning.”

s

Reopéningsfnithin 30 days of closing whose reason for reopening was “administratives;"

s

s

and reopenings which result from cases being "closed in error," together form a con-

.servative definition of administtative churning. Theg’accounteérfor 12 percent of all

’

-

openings and nine percent of all closings in New York in 1972. Managment reforms, then,

induced by political pressure, gubstantially reduced the length of spells on welfare.

Although, looking at the right side of Table I-4, the exclusion of administrative
churning cases raises the proportion of AFDC and AFDC-UF openings and closings that
are ‘related to need, non—need factors still weigh heavily in closings.. it should b§

noted that the'earlier estimates of welfare spells and turnover provided by the Rydell

14

studf were arrived at after cases experiencing administrative churning were excluded“
. ‘ ‘ , .

from theit data.base. As Table I-4 shows, however, along with employment and famidy
.- ‘ R
changés, non~need related factors remain 4s a strong influence in' determining tutnover.

-

E: Welfare Turnover and Program Structure: Some General Observations

.

That the characteristics of welfare programs affect participation in them
 1is obyious -~ and certainly not a startling discovery. Virtuall§ any economist using

cross-sectional data in the context of the standard work~leisure modeluufll recognize

ie

g[l{cu. - 83 . . » :
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" that participation will vary among welfare jufisdictions with guarantees and tax rates.

In contrast to social workers, it took economists some time, however, to recognize-
the importance of the non-economic characteristics of welfare programs in determining

ﬁérticipaticn. xAlbin and Stein wrote in 1968 of how welfare authorities can constrain.
1

~ the choices of potential users of wglfare by imposing a work requirement and.can.lower

‘the value of assistance by making its receipt distasteful. Thus, they recognized the

administrative factor in setting the number of recipients at a moment in time.zg
- ;

More recently, Daniel Saks has written an excellent dissertation in which he character-~
izes welfare departments as discriminating monopsonisfs, setting guarantees at levels
wheré they will be unable to findhce all eligible appiicants; and; consequently, having
to rgsort to their own arbitrary criteria in selecting sucaessful applicants.30 Non-
economists, led perhaps by Prances Fox Piven and Richard A. Cloward, have long Beep

outspoken about how caseloads are deliberately manipulated and controlied by admin-

bl . LK

igtrators acting under political pressure.
: Another part of Saks' work was c?féd'above ag an application of the point that

the economic paramefers of welfare programs affect participatidn over time. The study

by Rydell and his colleagues was cited for incorporating the idea that the "adminis-
trative factors" in welfare programs have an important inﬁlugnce'on turnover. We have
tried to ;tress thege examples and use them to offer a pergpéhtive on welfare turnéver
that has béen absent from the‘literature. If tdrnpvef is so much a function of

. brogram characteristicgs, economic and administrative, then any particular findings

on turnover should be interpreted as having applicability limited to the specific

-

v
L]

. program gfudied.
In 1972, the New York Department of Sbcial Services undohbtediy altered welfare

patterns when it implemented its policy of zero-caseload-growth. The techniques used

were many._'32 To reduce openings, extensive documentation of income was demanded;

reversing a .previous departmental assumption -- when an.old regulation was "discovered" --

that applicantslwere needy until proven otherwise, reciéients were kept off AFDC until
’ o . ) . /

IToxt Provided by ERI
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this extensive documentation was completed; and, interestingly, older women deliber-

ately were substituted for young men and women as caseworkers in determining the

<

eligibility of applicants. Within“one year, the acceptance rate in AFDC dropped by

one—fourth 33 To increase closings face-to-face recertification of caseé‘was in-

»x .
stituted; absent fathers were searched for by the state tax agencys; fraud cases were
/

publicized heavily. Case closings, both voluntary on f%e part of clients and initiated

by the welfare department, rose markedly as a result of those adjustments in admin-

¢

istration.34 Not oniy the lastiung, but even the temporary overall effects of these

policies are uncertain, however, as some have argued that AFDC g@ses often were shifted
to the "Home Relief" and Supplemental Security Income programs after being denied AFDC.
Undoubtedly, though, AFDC and AFDC-UF welfare patterns were influenéed. 1In view

of what has been said, weiquestion the significance of«the finding of high turnover
that appears in sone of the literature. Moreover, what would hap§En‘to welfare turn-

over were we, to use Saks' terms, to rationalize welfare programs and use the guarantee
and tax rate, instead of administrative discretion, as the control variables in

, . 4 .
determining eligibility? .

. L]

Evidence on turnover in the low income rather than the welfare population is

prasented by, the data, drawn from the Panel Study on Income Dynamics, in Tables I-5

and I-6. An examination of it will provide an understanding of why low income
\

families mgve in and out of welfare dependency over long stretches of time. Tables I-5

and I—6 show the changes over a five year period in the annual non-welfare incomes of

families which were in the bottom fifth\of the income distribution in any year between K
1967 and 1971 and whose annual incomes were observed for each of those five years,
even if there was an addition or subtraction from the 1967 family unit.35 Table I—§
shows that among families in the bottom fifth in 1967, 88 percent had annual incomks

. . .

that were less than 150 percent of their respective poverty lines. The data in

Table I-6 indicate the proportion of the 1968~71 period that families in particular

85 -
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TABLE I-5

&

Percentage Distribution of Families With 1971 Ratios of Non-Welfare
Income to 1971 Poverty Line By 1967 Ratio 2,

“
/a

' Ratio of
. 1967 Family
qu-Welfare - a
Income To N : Ratio of 1971 Family Non-Welfare Income . Number
1967 Family . ~ to 1971 Family Poverty Line in Row
- Poverty’ . .
Line 0-.25" .26-.50 .51-75 .76-1.00 1.01-1.25 1.26-1.50 1,50+
0-125 50.0 17.4  12.8 5.0 5.3 3.2 6.4 282
.26-.50 6.6  22.1  19.8  19.0 8.3 4.0  10.3 253 °
.51-.75 . 10.1 9.7 14.8 24.1 12.5 . 10.5 18.3 257
.76-1.00 3.8 6.3 12.2 14.6 16.4 11.8 - 34.8 287
1.01-1.25 4.5 3.6 . 9.9 18.4 20,2 14.8 28.7 223
1.26-1,50 4.2 2.5 12.5 18.3 21.7 16.7 19.1° 120
1.51+ 5.7 6.7 11.9 17.6 17.6 " 9.8 31.6 193
Number in 246 172 219 263 220 152 343 1615
Column . ‘

e a. Source: Panel Study on Income Dynamics data tape. For this tabulation,‘
we selected families whose family income was obtained for

each of the five:study years; whose income, in any of the five ;
years, was in the botton fifth of the income distribution; "

and whose head was not over 60 in the first year of the study.
A description of the data source appears in Chapter III.
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’ TABLE I~-6 *

: Proportion of Time §bent in" Income/Poverty Line Strata b'
P _ " in Period 1968-1971, Given 1967 Income/Poverty Line Strata™’

. ! -
a, P

’

Ratio of ,

- 1967 Family
Non~-Welfare o . .

Incomeé to Ratio of 1971 Family Non-Welfare Income - Number

1967 Family to 1971 Family Poverty Line .
. in Row

Poverty . . X ) ’ .

Line 0-.25 .26-.50 .51-.75 -.76~1.00 1.01-1.25 1.26~1.50 1.514-

. 0-.25 56.8  17.4 9.8 4.7 4.0 2.5 4.8 282 .
026-050 1606 2809' 2106 > 1208 608 ' 404 . 8'.6 254’
.51-,75 7.3 13.3 22,1 ° 21.7 14,7 - 8.5 12.3 257
+76~1.00 3.1 5.7 12.5 21.6  16.8 L; . 13.1 29.1 287
1:01-1,25 3.2 3.7 9.6 20.6 25.8 13.6 23 2’ 224
1.26-1.50 2.9 3.7 - 8.7 17.5 7 26.2° 18,1 22, 120
1.51+ 2.9 2.8 9.4 12.6.  16.5 14,2 41,1 194

“TOTAL ( : . . 1618
a. Source: Panel Study on Income Dynamics datla tape. For this ,
tabulation, we selected families whose family income
5 was obtained for each‘of the five study.years; whose
income, in any of the five years, was in.the bottom
fifth of the income distributiony and whose head
was not over 60 in the first year of the study. =«
be ‘ . ‘ This table was suggested to.us by Table Z'in the péper
- by Levy, et al. , o B )
&\
* ~
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income/poverty line strata iﬁ 1967 spent in the same or neighboring strata. For

example, families whose 1967 welfare incomes ‘were less one—fourth of their 1967
poverty lines spent 56.8 percent of th next four years in the same position; and
spent all but 4.8 percent of the next:four years below 150 pereent of their poverty

lines. From Table I-6, we can infer that in83.9 percent of the "family years"

»

following 1967,'36 the families below 150 percént of their poverty lines in 1967

remained in that' position.

We may consider the implications of these data.in the context both.of a
.universal negative income tax programsand the current welfare system.. Assume that

one existed in 1967 which had guarantees equal to poverty lines and whose benefit-

C
loss or tax rate was 67 percent. Assume also that guarantees wEre changed each year

for lncreeees in the cost of living. Such a program would have disbursed benefits
to all families in any year whose annual incomes were below 150 percent of their
poverty lines. The data in Tables I-5 and I-6 show that, among families receiving

paymerte in 1967,'there would be continuing-eligibility for payments in 83.9 percent
of the subsequent "family years."37 These figures suggest that.were we to look at

¢

:.‘4‘/" . .
pgymeﬁ%ﬂjger year based on annual income,38 within the context of a semewhat generous

s 4

universal negative income tax program,39 welfare turnover would be reduced dramatically

-~ because the movement oqth§f poverty is limited in scope.
il / i

v -

’

F. Conclugion
. . L

; Having analyzed the’ literatq;e on the nature and detetminants of welfare experience

in the AFDC and AFDC—UF programs, we may_conclude the following

1. Turnover in the welfare population is high. Most families going on welfare

~

leave the program wirhin a few years., While there is substantial moyvement from welfare

to qen-welfare status, the latter often being attained as a consequence of re~employment,
-

there‘also is substantial welfare recidivism. A study covering a 5-1/2 year period 1p‘

New York City showed that within that time span roughly one-half of closed AfDC cases

and three-fifths of closed AFDC-UF cases re-opened. Thus, while there is much short~term

“ s 4 -

[c —_ . e
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success in removing families from dependency, long~term success is much }ess likely.

. / R
2, Short-term success largely has"been measured by the number of months

families spend on welfare. Besides examiniqg the length of welfare spells, one

could examine changes in welfare payments over fime, reductions in the latter being

>

another indicator of success. (This is done for the first time in this report.)
Estimates of the average duration of welfare spells in previous studies vary according to

whethey cross~sectional or longitudinal data are used and among difﬁgrer;t welfare sub-
r

populations. Cross-sectional data necessarily %tontain more long-term welfare casés

than do longitudinal data following particular cohorts of welfare families because _

of the accumulation over time of the long-term cases. Spells/yn welfare usually are
somewhat shorter in AFDC-UF than in AFDC. Estimates of average spells on AFDC from

longitudinal data fall under 2 years; from cross-sectional data, estimates of average

spells on AFDC are over three years. As noted, estimated average duration on the AFDC-UF .

W ~

program %‘{#%Qrter. Substantial variation in average spells from a limited number*of

studies ma&'reflect the fact that the studies are done in different states or perhaps

should lessen confideﬁcefin any particular estimate.

3. As might be expected, variations in length of spells on welfare are associated
with diffenences'in family ‘structure and labor market experience. Male-~headed families
an& families witﬁ a8 head wﬁo has a good chance of becoming employed are mgre 11ke1§

" ; 5:-»35 e
than femalé-headed families and families with heads of limited employability to ﬁeavg i

‘,\.‘&

welfare, Also of critical importance in deter%;ning welfare experience over time,

however, is program structure, Families of given structure and with given ;épor market

pyospects are more likely to remain on welfare the more generous is the welfare program
) * .

they'fgce. Generosity may take the form of high guarantees, low tax rates, or lenient

-
-

administration.
e %

v . : .
While re-employment, the return of an absent male head, or toughened administration

may result in short~term success, i.e., the femoval of families from welfare dépendency,

-39 | I
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such success‘often Qi%l be temporary. Over the long-term, changes in annyal family

7 ’ N . LS
families therefore, remain at risk for long periods, Unemployment of their heads .
' ‘ - SRR
or other small changes in their circumstances frequently will result in their return,. ’
. . . ‘- « ¢ °.
M > —_ M ) ot Y . ! o
to welfare, The importance of program structure in determining welfare experience R 5N
, S . . . : . . s, By \‘t. >
’ I ., - . e .-
and the long-term nature of most poverty ‘should place in perspective the frequently ) .
“, N , ‘_.. ':\ v i - . g
y y ’ - L& .
emphasized phenomenon of high welfare turnover, R * . -
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incomes ére'racher small for most unité in the low income population; Most low income
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‘.1, Michael J. Boskin and Frederick C. Nold, " A Markov Model of Turnover in Aid
- to Families with Dependent Childxen," Institute for Mathematical Studies in

the Social Sciences, Stanford University, Stanford California, Technical Report
" No. 125, March 1974, p. 1.

2. C. Petef Rydell, Thelma Palmiero, Gerard Blais, and Dan Brown, Dynamics in. New Zork )
. City, R-1441-NYC, The New York City Rand Institute, October 1974, p. 1. . ~ .

3. Ketron, Inc., "Estimates of Annual Natural Turnover Rates From 1969 and 1971 AFDC .
National Survey, Wayne, Pennsylvania,. August 23, 1973, p. 3. ‘

4, For a more detailed explanation of income accounting gystems in welfare programs .
see: Jodie T. Allen, "Designing Income Malntenance Systems: The Income Accounting
Problem," in U.S. Congress, Joint Economic Committee, Subcommittee on Fiscal .
Policy, Studies in Public Welfare, Paper No. 5 (Part 3), Maszch 12, 1973, pp.. 7-49

5. A graduate student of ours, Barny Sun, is simulating welfare patterns that result
from variations in welfare program characteristics in his ddctoral dissertation,
currently in progress under this research grant. - o \f‘j
- . - 3 RN "
6. One study of welfare turnover, coyering ‘part ‘of the period observea in the Rydell i
study, is discuased in the next section of this chapter. It focuses mainly on . ° h
~ the, administrativéfnﬁprovided reasohs for case openings and closings: The Rydell
study actually characterizes turnover in New York City over the long run. _(Janet .
Quint ' and Dap Brown, Welfare,Case Turnover in 1972, City of‘New York, Human Resourcaa
Administration, Office o6f Policy Research, Document No. 8857632—12 December. 1, 1973)
Another study of welfare turnover, using longitudinal data on the Alameda County, L
alifornia AFDC.and AFDC-UF caseloads, currently is being conducted by Frank Levy, -
. Clair Vickery, and Michael Wiseman, Univeraity of Calffotnia-Berkeley, Department

© i oof Economics. . , . . S,
‘ < « . .

7. Boskin and Nold do not provide the. mean,and the median. We inferred that the mean
spell, on welfare wds roughly 26 months from thé fact that the averagg.monthly . :,
probability of leaving welfare was 3.9 ‘percent. 'The expected duration of a ‘spell

) o welfare is- roughly equivalent to the reciprocal of this probability. We say
roughly because, in general, the inverse of a mean 4870t equal to th€ mean of ¢’
the inverse of the numbers being averaged. Boskin provides the median amount of
.time.spent on welfare dufing the p0 month study period° it was 14 months. Since
sbome families went on and off welfare more than ongce, the median lengfh of'a single

//speIl had to ‘be léss than 14 months. (Boskin and Nold,.p. ll) o )

.
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’3. This number was obtained from correspondence with the authors. ) i ’
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Saks testéd his data to see whether .case closing rates changed with the amount~o£
time glready spent 0n welfare. . His test did not allow him to reject the hypotheeis
that there was no change with .time. (Saks, PP. 134-145 ) . ) :

A

Rydell et al, PP~ 36 and 43.

. . I

Available data on the reaons for case’ closings do not distinguish the AFDC—UF
from-the AFDC caseloads. Thus, the estimate of 5 percent is a best guess made
from a variety of available sources. (See; Department of Health, Educatiod, and
Welfare, Natinal Center for Social Statistics, "Applications and Case Dispositions
for Public Assistance, Jaﬁuary—March 1973, NCSS Report A~12, “Table 15) .

We say' roughly because ;he authots do not provide information on the proportion~of
. persons in each of their categories for which they report expected.durations on AFDC.,
These proportions would allow the calculation of weighted averqge durations. Our

. Tt
AN

Ketron; Inc., pp. 10 ££. - T - e

Frsnk Levy, Clair Vickery, Miéhael’ Wisemsn, "Income Dynamics of)the Poor,""
University of’California-Berkeley, December 13, 1973, p. 34.c

Saks, p. 122 ‘ ‘ ) : - : ’
Ibid., 92128f B ‘ el . ‘

Katherihe Dickinson, "Transfer Income," in James N, Morgan, et al, Five Thousand

AmexiQan_EamiLies___2a:terns_gf_Emnnsmisczznxneaﬂ. Vol. 1, chapter 5, pp. 263-69. ,
' Rydell, et al, pps 52-57. . " ' - o ) B
Ibid., pp. 92:94, . - - - L
Ibid., - 98. . S ’ I
Ibid., pp. 170-1. . - SIPA o
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-

. Peter S Albin and Bruno Stein,,"The Contrained Demand for Public Assistance,
Journal of Humsn Resburces, Vol 3, No. 3, oummer‘ﬂ968, pp. 300-11, chapter 3.
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These were discussed in a personal interview betveen Kar_t:}:n Burdick o,f the New Yorit
¢+ City Department of. Social Services, and Leona.rd J. Hau‘sman in Apr‘il 1974,

~" o] R r LR 1 DRI T .~
N R . .. e TTRLL L e
/ > . - A L.

Quint and Brown, p. 18. L S '{. LT B N .',- - ;

P

s b‘ ;: - ._; .. -~

Mr. Berlinger, ‘former Welfare Inspector General j:'ar ;;I;e Stat:e 6f New York, comments
that as a result of the recent imprisonment of a welfare reei iént for f-raud in )
Albany, New York, thé Albany welfare department’ w:;s flooded wirh client requests,

.to close their cases. (Persbnal interview with, Legnard J, Hausman, April 1974)

Table 5 is patterned after Table Al. 6'in the previousiy ‘r:ited Mo::gan studya

Table I-6 is patterned after Table 2 in;the paper by Levy, let al . R ;
The 83.9 percent figure is a weighted average oﬁ the f,irst six numbers in the T ;:,:\
- column headed "1.504" in Table 1-6'. o, ERNE 5 S

.s Lee .j v, ‘.:’- _.,\

Among those receiving some payment “in 1967 89 r :perbent in 1968 84 4 percent )

in 1969, and 84.0 percent in 1970 would have béen eligible for a new NIT benefit.
- 0f course, some persons not eligible in 196] also tmuld haVe rec,eived some benefits_
in the years 1968-1971. 3 "‘2 o PR e s .o

4 .
o,

Note that we are talking about payments E__x zear based on income Egrxear. o -
Existing studies of turnover, really '.].ook,,-at gayments ger mbnth Based on income v
per month.and net assets’ from prior incob;e. e, S e ,g
Such a program is not entirely out of the ream of possibil;[ty. Perhaps five .

states have AFDC programs that have- comparable guarantees and tax ‘rates. A
welfare reform proposal, submitted by DEEW to the White House in' the 'fall of’ 1974, .
had a 50 percent tax rate and only a slightly 1es‘s generous guarantee. -
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’ ' Enploynent And E4rnings Among Beads of Welfare FamiIies.

¢ ¢

. A Review'oﬁ the I.:f.i:.ei:atuz:cs-""f"""'v . . T .

characterizing employment patterna among female heada of AFDC families had been
to declare their unémplcyability Readers may recall President Johnson 8 chief :_‘ e }'
donestic adviser announcing that 1 percent of all AFDC recipients were eMployable. ' E
Unfortunately, he included all AFDC children in his base. The previous chapter

. attenpted to challenge the first fashion. Recent analyeed’have compelled a change
5 %, . ! v . v
in the latter. In the past six or seven years, both researchers and administrators ';_,,"

*

» +

have begun to 3peak of how work aﬁd welfare go together. { . ) ’.e-i .

The change was, induced by the study of longitudinal data.’ Cross:aectionai data .

I
on the 1abor market activities of low-incone women reveals limited work effort.

This is not, the case when their behavior is monitored over time. Over time, .

large fractiona of the heads of 1ow-income families move in and out of jobs. thle

v L} .

2

researchers and administrators have 1earned~that "work and ‘welfare- g0 together, . -
the implications of the findings from the longitudinal data on the serial mixing of

the. two have not been generally recognized In particular, if low—income persons ’ ’ oo

generally make regular transitions between employment and non—employment, then'

..
"

‘ programs that promote the movement from welfare to work generally will affect the

R

ing of transitions that otherwise,would have taken place. Short-term success
-7 { '.
for-this type of program involves a reduction in the length of time recipients

;ﬂjaf spend out of work -Ifrlow-income persons have a highjprobability of re-entering

J\—-

unemployment,,short and long-term success must be distinguished the latter implying

. a sharp reduction iu the probabflity of becoming unemployed once a person is Working.




This chapter starts with a review of the literature on the worh effort, at a
¢

ppint in.time and over time, of female heads of families receiving welfare.

'.Attention then is turned to work effort among male heads of poor familiea, only

a fourth of which receive welfare at a moment in time, The second part. of. this.

. chapter reviews the 1iterature on how welfare programa have.affected the. labor.

kf‘

;market behavior of the heads of low income families. Our revieweis.necessarily

brief,,for'gt is a review of the reviews, Therliteraqure on studies using.non-

—— ;

experimentsl data, has been surveyed several times, and very well, by others.
Y

He turn then to review of the literature arising from the Wisconsin data on the

negatfve income tax experiment, attempting therein to set the stage for our

. analysis of its data.

"A‘“Descriptive Data on Labor. Market Behavior

1. ‘Female Heads of,Families )

.

-
"

The AFDC program was starteq to allow female heads of households to be full-

time mothers. Like marrie& women in low and moderate income families, however,

-~
¢

AFDC mothers apparently are compelled by their financiai condition to enter the

e
M 2

1abor~market. y ‘ , : [’

« .

The labor force participation of female heads 6f AFDC families is extensive

1 14 13

but intermittent.2 Table II~-1 shows that at .a poiht im time only a 'small fraction,

P

roughly 15 percent, of AFDC mothers work. Moreover, their employment rate over time ’

s

is quite stable, rising from 15.6 percgnt in 1961 ‘to anly 16.1 percent in 1973.

v .. Coincident with the decrease in the AFDC tax, rate on earnings in 1968—69, there
~ {
has been.s noticeable ghift in the mix of employment towards full-timé work, and

]

R . .

/' - . « L]
N .

a recent.rise in their 1abor force participation rate. . el

Hhat the low employment rates fail. to revéal is the turnover in employment amOng

AFDC mothers. Beginning with Table II-Z, we.note that over.half of the employed .

/

mothers haVe held their current jobs for but a year or "less.- In the general labor T
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- CL .+ . TABLE IIS1

Employment Status of AFDC Parents
) . . .
. .

‘1961 1967 . 1969 1971 1973

s

Eaployed Mothers, Total®® 15,6 4.9 145 " 15.0  16.1
. Pull-time - 5.5 7.2 8.2 9.0 9.8
" Part-tisie 10.1 7.7 6.3 "k.o 6.3 )
Unemployed © -=d 69 58 57 115
Not in Labor Force -0 782 797 79.3 724
* TOTAL _ . 100,0 1000 100.0 ' 100.0 100.0
ﬁnpleyed Pathera, Total® - L — -~ ---4 11.7.
Full-time ] | ) - : 5;3
fart-time 4’ “ — ' - C 6,4 ., .
Unemployed . ' , ) ‘ 27.8 |
Not in iabor Force : ' - . 60.5
TOTAL | , , S 1000 /

a. Sources: U.S. Department of Health, Education, am&*Welfare, National Center
for Socidl Statistics, Study of Recipients of Aid to Families With Dependent
Childrén, November-December 1961: National Cross Tabulations, August 1965,
Table 18; » Findings of ‘the 1967 AFDC Study, July 1970, Part I, Table -38:
» Findings of the 1969 AFDC Study, Part I, December 1970, Table 19; . H
. Findings of the 1971 AFDC Study, December 1971, Part I, Table 21; ,
e Findings of the 1973 AFDC Study, Part I, June 1974, Table 33 and 44,

b  These distributions are for AFDC mothers who are living with their families. In.
1973, 6.6 percent of AFDC mothers did not reside with their families. Al8So note
that in ‘8.3 percent of AFDC cases, an incapacitated father, not mother, was the

family head.

-

¢. , At any one point in time in 1973, a‘éné-roughly 3 million AFDC families just
Y under .4 million had natural or addptiVe fathers:.at home, Of these men, 75
+ 2+ percent received AFDC, while the rest were receiving other types of public'
assistance.

-

n &iiulThese data were not published by the National Center for Social Statistics.

‘
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4
TABLE II-2 - .
) Employmént and Unemployment Experience of AFDC Parents®
» -
) “m—=mm==Mothers—- Fatherg-——-=%-==""
hY . \\ : ‘
Number Percent Percent Number Percent Percent
. X y , ’
- Total, AFDC Parents in Home 2,793,547 100.0 379,048 100 0
(with known employment status) L
Currently Employed - 449,746  16.1 44,241  11.7 7
Currently Employed 381,879, - 10040 31,103 100:0
(with known job length:) o :
'1-12 months. g 220,334 57.7 19,558 62.9
13-24 months 63,793 16.7°| 5,119 46.5
25+ months 97,752 " 25.6 6,435 20.6
- / . .
' " Never employed ' 615,840 22.0 . I 3,819 1.0
Unknown Whether Ever Employed _ 503,891  18.0 . 16,987 . 4.5 .
Previously Employed- 1,224,070  43.8 314,001 82.8
Currently Not ' }
Previously Employed 1,038,247 100.0 | 270,662 100.0
Currently Not '
(with known months since
last jobs) )
>
‘1-12. months ' 291,921 ' 28.1. | 95,904 35.4
13~24, months 1734279 16.7 | 52,859 19.5
25+ months 573,047 55.2 | 121,897 45.0
* - ' ) *
a. Source: U.S. Depaftment of Health, Education,‘and Wélfare,.Natidnal Center
for Social Statistics, Findings of the 1973 AFDC Study, Part I, June 1974,
Tables 34, 35, 45, and 46. Since the numbers of unknowns in the tables that
we used were inconsistent, arbitrary judgments had to be made to arrive at .
the estimates presented here. : i
' P




*
force, the averaée duration of a job is well. over. two years.3 Amofig the non-
- k I /‘ )

employed mothers, the same table showsthat over one-fourth have been separated L

from their jobs for less than one year, with another one-fifth haviné had a job .

X within the past one or two years.

A better indication of the extensiwg”but intermittent involvement of AFDC

mothers in the jo ugh in Tables II-3 and II-4. The former -

table is from a study conducted. by D)

income families had their welfare and

in ten states, in which over 11,006 low

ployment experience traced ,over a period .

of 37 wonths. Half of the sample'was omposed of active AFDC cases, one-fourth

of closed AFDC cases, and one~fourth of families whose application for AFDC'wereV
. ‘ ’ -
rejected; female~headed families comprised 85 percent of the sample., Over the

three year period, three-fifths of the family heads worked ‘at one time or another' D

. “ e

and 35 percent worked for one—third or more of the period. Robert Williams eliminated

from this sample of 11,000 families those cases which wvere either closed rejected

~

or active where the male head was present, thereby reducing the sample to 5,363 ‘" ; ',’.;

s . e . Loe

active female-headed AFDC cases. Williams found that mothers in~over half of the : {.“{‘

v \,‘,' a

latter cases worked at some point during the three years‘and,pagain, thatnabout
. -~ ’ ) ‘:' -"‘( f‘ "..
a third worked ‘for a year or more during the; 37 months.4 ' ¢ o

\.

The Census data in Table II—4 are consistent with thecfindiﬁgs of the previous .

‘study. There we see that roughly two-fi€ths of all women who Heaqia ow—income
—Leade

families worked during the one year period; almost all female low income . *f}
units also were AFDC families.5 Only ! small fractidn, 6 9 percent of a11 _;5" ‘*7,,4

w A

female heads of poor families worked full-time all year.l A third data source yieldsﬁ.

more corroborating evidence. A special study of six scatteredlcities ebﬁimated, ..
very conservatively, that half of all AFDC families had earnings at some~time .‘Kl T
during the year,6 Since AFPC families with incomes above poverty lines are very o ;:l

./ L

likely to contain working mothers, a fair generalization is that roughly half

”

‘of female~-headed AFDC families have some earnings from a head alhhough these largely

EKC*crue for only part of the year. - 48 ) “a b o v ’

wll Toxt Provided by ERIC
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. _ Eﬁm HHH...w ) ’ a , .
. \ Number of Months of MEvpomesn. By Number of Months on Welfare.
~ . (In Percentages) - .
- Co- i - Months Employed :
Yonths on Welfare zﬁgm‘ - 1-4 u.._m 9-12 13-16 17-20 2124 Mmlwo 31-36 37 No Answer
None 27 .4 .27.8 25.5 32.0 | 29.3 31,2 26.7 wm}w . 36.6 67.1 poo.,o
z/ﬁ.ﬁ . 21.3 25.6 19.6  23.6  20.4 '22.3 27,1 42,60 42,0 132 . -~
13«24 *14.3 15.8 14.3 19.3 35.4 29.9 31.9 9.2 7.3 5.9 -
Y . , N . . l
25-36 16.4 24.6 36.7 19.0 8.2 10.0" 6.2 7.8 4.9 3.7 -
e ' i . . kY « - ¢
37 months 20.4 - ° 6.1 :3:8 5.9 . 6.7 /6.6 8.0 6.8 ° 9.1 9.1 -
| No. inf. . 0.2 0.1 0.2 0.2 -~ .-]-" 4 o3 - 0.1 -
o i . - R ! N . . * ~
™. !
1 < > g S : - ﬁ
TOTAL 100.0 100.0 100.1 100.0 100.0 .100.0 - 99,9 100.0 ° 99.9 poc 1- .p,oo..o
) (1794) (1223)(1118) (622) (624) Qrmmv (501) (739) (790) Guwpv {2 .
- / s . . N .
B , . R N :
a. Source: U.S. Depértiient of Health,| Education, and Welfar®, ¥, pm@n&!wopwn% and Its Consequendes :
. for the Recipient-Population: - A Study of tlie AFDC Prograw, LY ‘Samuel M. Meyers and umsa.m Zannvﬁ.m.
1969, Table 5.3. : T : ] . - -t -
. J . . “ " M 3 .
" g . . . ’ .
‘ . N ». ¢ . : ) - A~ . ﬁ
, . * .. , L . N . “

C
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CoE e - 40 ~ : :
R ' e TABLE  I1~4 \ 4 - /
Work Experience of Heads of Low Income Families in 1972
s “*7 " oTAL FAMILIES MALE.HEADS © . FEMALE-HEADS
) - G Percent Percent . * Percent
, ‘Nnmﬁef of total Number of. tot;} Number of total
Total - S _ . 5,095 100.0 . 2,917. 100.0 -° 2,158 100.0
Head did not work laet*year ' _2;353‘ 45,9 -994. » 34.1 1,336 ‘61.9 o
Head worked lasf year - 2,716 °  53.5 . 1,894  64.9 ‘822 38.1
Head iny Armed Forcee'. S w29 e 29 1 . -
“Worked full year, total - 1,188 ° 23.4 - .982  33.7 206 9.5
(50 to 52 weeks) v . S ’
L4 [
Full-time - ‘1,006 ., 19.8 857 . 29.4 149 6.9
Part-time : ~U -, 182 3.6 " 125 o 4.3 57 2.6
Worked part year, total 1,520 30.1 913 31.3 615 28.5 .
" . (less than 50 weeks) . . ) .
. Full-tine S R ‘
40 to 49 weeks ' ., 194, _ 3.8 162 - 5.6 33 1.5
. 27 to 39 weeks . 254 ‘5.0 182 6.2 72 3.3 . .
’ 14 to 26 weeks” . 309 . 6.1 187 6.4 122 . 5.7
13 weeks or less - © . 290. 5.2 - 152 . 5.2 138 6.4
‘Part-time ' - . ) Yoo .
40 to 49 weeks | v -+ 55 1.1 .37, . 1.3 18 .8
27.to 39 weeks | . . 72 . 1.4 41 1.4 31 1.4
14 to 26 weeks| . . 140 2.8 - 66 . 2.3 T4 3.4
S 13 weeks or" 1éss C215 42z gl .3 i2g 5.9
. L , ' ; ‘ ,
"y Earnings as a percent of total -~ .7
“*money income ambng, familiea R
with'Workers , - ’ T
i otal Families LG 3205 10050 2,112 1000 1,092 100.0
- i, . T ST e ’ )
1\;}24 Coei T 666 . 2048 . 3200 - 15.2 7 346 31.7
725727490 0 T U343 . 10.7-) 7 163, 7.7 | | 180  16.5
- cey74 . 342 10,7 L. . 18L .. 8.6 . 161  14.7 |
= 7“.'1"."‘-“75-‘:#;29f-{sf;.f;.’t."'f~‘f-.~"' . sea3e’ 136 0 330 1560 ¢+ 107 9.8
1007, T e T 141877 44,2 -4 15119 0 53,0 1299 27,4
x oo, . ".'-" . "', ,,"', ' . '- .. . .
. },_'52,456':-3 RS $2,527 - '.'$1,3_50
" an *ﬁéaaéea. U’S. Department of Commerce, Bureau.of.the»Canaus, Currqnc Populatiqn o -

) Reporte, Con umer Incdme. Cher&cteristfaa of the Low Incame Population, 1972




_*of work in but 4 percent of those'cases, Household.responsibilities,are the major

" AFDC units., As- of 1968, two—thirds of such women never had earned over $1.50 per hour.

‘who are clerical workers are lower level clericals, not secretaries or stenographers.

w
D

. . R

N . . N
- 41 - ’ . ~ '

& . . |

- . |

h as?

Not' surprisingly, in only 20 percent of the part-year cases is the inability .

lto find work cited-as the major reason for the part~year employment. Similarly,

4

complete absence from the labor force is attributable chiefly to the unavailabili;y‘

L3 s .

barrier‘to full—year employment among low income"women.7
To further buttress the point that employment provides only partial_support' N
for poor femalefheaded families,.the data in the bottom half ;i Table II-4 are L
helpfuI: nearly half of such families with earners receive less than 50 percent
of their annual income from employment. Mean annual earnings among this entife
component'of the working poor is $1,350, . .
Such earnings reflect not only part-year.enployment, but also low wage rates,
We must look, then, beyond labor force participation, enployment rates, and annual’
houfs of work to wage'rates. These, of course, are largely related to the industrial;
and occupational position of the women: The data in Table II-5 reveal the.con- ’
centration of AFDC mothers in two low wage occupational categories, clerical and ' .

)

service workers; with the census data indicating that nearly two-thirds of those

*

’Xl

William 8 dissertation, using the data from the DHEW study of AFDC in ten, ststes,

supplies the cmly available information on wage rates earned by female heaonf

1 . s

Similarly, thLthirds of those employed at the time of the survey were earning less
than $l.50 per hour.8 AFDC mothers,lthen, are largely intermittent labor force _

participants who are low wage clerical or service workers. Clearly, they typically

are incapable of financial self—support at acceptable income levels, but are not

unamployable. _—




. R T - R P S S
,". ' 5 ' e * TABLE- II-5 " . ' - T
: - PR . Occupations of- Feads of Low Income Eamilieo “ o A e
o1 o . - (Percentage Distribution) .
; . o APDC Eamily Heads tow Income Family Heads(CensusO
R OccunntiOnsc S » Mothers iifhthers . f. Females ‘, Males ‘
Prof. and managers, = S WA 7 2 7 16,4 ,
. ekcept farm oo - ‘ o . : : STy
' * Sales Workers . . 4,97 T T 40 3.5 e L
R ' coe T , .
Clerical - . - S 18,9 . - L9 S 157 . 2.7 ,
. . - ’ d- - . - J
. Secretary . L e e 4.6 20 e
Steno . ) . N : *
Typists v . N < ’ N
Other clericsl e T e P TS | 2.5
Gfaftsgen and kindred oy s LT 1444 . L2 19.3"
Operatives, except . C125 9.7 ' 18.4 ’ 11.9
_ - transportation o ! . ] ’ o e, S
. . , . - s, . - ’ v ’ . g A ' H .
' «Trans, equipment - . . o ) ' -
operator. ) . 2, 1.8 ] . 8.3 .
Laborers,, except ' 8.2 - = 36.7 | E 1.1 : 12.i- ’
farm - ’ - . L : /Nﬂ
Farm workets and - 3.3 16.7 43 .+ 29.6.7 ¢
©  managers ’ ©o. . '
.  Service,’ except . 32,4 7.9 : 33.8 7.2.
household ‘
Private household 13,5 a7 15.7 .3 o
workers o B ' ‘ ' S
"TOTAL . | '100,0 160..0 , -100.0 - .100.0
. (with known occupation) 1,537,943 332,489 - - 822,00Q 1,894,000
q / ©a - : ) "

i,'Source. u.s. Department of Healxh Education, nnd Welfare, 'National Center for Social .
. Statistics, Findi;gs of the 1973 AFDC Study, Part I, June- 1974, Tables 36 and 47.

b. Source: U.S.Department.of Commarce, Bureau of. cha Cenaud, Current Populntfon Rzports, ‘.
Consumer Income: ‘Characteristics of the Low Income PopulationlA1972 Series-P-60, No. 91

December 1973, Table 28, . E s;> , e

e Excluded from the distributions are persons whose occupations Qre not p?g;;ded fora .
| varfety of retsons. -

i!'»d".‘ Breakdowu not nvailable. oo e o, S

: E o ‘» ST 82~ .. R P &
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2., Male Heads“of'Famiiies“ o . .

.

Before characterizing'the labor market behavior of male heads of welfare»

_ families, one must" distinguish this group from male heads of noti-welfare, low income

I ..

families. In 1972 there were 2.9 million poor families with male heads. In
January 1973, under .4 million male-headed units received AFDC, whi?e perhaps an
equal number were on General Assistance. The male heads themselves received A?DC
or*AFDC-UF payments in 75 percent of the cases where their families received such

payments, and in three-fifths of the latter cases the male was "incapacitated.". -

In another 10 percent of the .4 million male-headed AFDC cases, the male head received

Aid to the'Permdnently, and Totally Disabled.’ This detail serves to distinguish thef, ;
H . . ] L)

welfare poor from the non—welfare poor within the group of male)heads of low income

families. The male heads of the welfare families must establish their disability

or involuntary unemployment to be eligible for public assistance that is available

4 . . LT R .
to intact families, Consequently, their labor market involvement should be much more

-

~
1

limited than that of the male heads of non-welfare ‘poor families.

‘We know that there is high welfare turnover among AFDC-UF cases., The same is likely

*

under General Assistance. Probably, then, one—third of all 2,9 million male—headed

low income families received-some cash‘public assistance in 1972; (with a higher ‘
fraction, undoubtedly, receiving Food Stamps.) How do the welfare families fare
in the labor market while they receive assistance? Information ig somewhat meager.
Table II-1 reveals ‘that 60 percent of heads of AFDC or AFDC-UF families are not in

t

the labor force only 11.7 percent of the total is employed. However, in Table II-2

we see that another one-third of such gen have worked within the year preceding the

survey‘date.

In contrast with the male heads of welfare families, males who head low income
/ Y
families participate heavily in the labor market. . The latter include the former,

3]

) of course, 80 the contrast between the wlefare and non»welfare male heads is greater

. Al
v
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than-indicated by the available data. The labor force participation rate of male..

heads at a point in time is 61 percent° their employment/population rpte is 56°

. percent. During the year, two-thirds of poor male-heads do\zzme*work for'pay, with

30 percent of the entiire group working full-time all _year. 1f of-the paJt-year

’

workers cannot find jobs, and two-fifths oE\those who, never entered the labor force

during the year explaiqgtheir absence by the unavailability of work.9 As a group,

articipate very heavily in the labor force during the year.,

-

then, low incbme males

I ~

Igtérmithnt work where it is the case; is‘in good measure involuntary.
" Low income is a. product of some combination of a limited number of hours worhed -
N and low‘wage rates. Obv;cusly, for the ?0 percent of all poor mai: ~heads who work
full:time, full-year'ghe proglem of low income results from low wage rates. tn- -

fortunately, no data exists on wage yateg earned by low income\mAles, From TablefIIvS,

? < N ’

we can see that low income male’heads on welfare are heavily concentrated on.low wage .

occupations, unskilled laborers and farm laborers. Other low income male.heads. are
more evenly distributed among unskilled and semi—skilled occupations, Three-fourths
of low income male~headed families receive 75 percent or more of their annual income

from earnings. But mean earnings among those who weré&kmployed for at least part of

]

1972 was only $2,564. . T -

In sum, both female and male heads of poor families are heavily involved in the labor
market, although participation is lower during Rpriods on welfare. This character~-
ization of labbr market hehavior,lconfined as it has been to welfare and nonewelfare,
families largely living below annual poverty'lines, might be expected to hold with
greater force were welfare to cover‘famiLies at higher levels in the income dis-
txibution. Under any likely welfare reform plan, most beneficiary families will .

probably mix work ‘and welfare either simultaneously or serially. -

Only recently has wbrk progressed on how indiyiduals mix periods of work and

non-work serially._‘l0 Research on patterns of employment and uTiemployment has not
F ' "
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) criminate between unemplayment originating with the individual from unemployment that
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focused exclusively, though, pn persons in,the low income-population. Using data

from the Survey of ﬁconomic Opportunity on the number of spells df unemplofment

m./
experienced by respondents in.1966 Robert Hall was<able to associate the prob-

.

ability of entering and leaving unemployment with the characteristics of in&iyiduals' i

- 'c e . A

and their environment._ Interesting results are that for men the probability of -

- * g 4 4..«',
entering unemployment falls with an increase in the available'wage but does not L

. w,
400w el

A
r~ . N M
- Sl

decline‘with increasing family incomes. A spouse 8 income may. encourage men to 1eave ffi

, their jobs and search for better work~ if this is so, an._ income transfer couId have
[ r o} S ’ ,:';ﬂ -
similar effects. Probabilities of entering and leaving unemployment, and thus the .
: A : ~ : 'ic;.
)duration of spells of unempldyment, also vary markedly.by sex, race, and age.

vy

f\ What stands out in Hall's work is, the instability of work® among many ég/en, blacks

. i
and youths: This instabikity is not sufficiently reflected by group differences

A
.-

in jpo}nt in fhne) unemployment rates. " For example, the unemployment raté among

women isﬁhlgﬁe; than that -among men{ But the duration of unempioyment spella is . "
- . D otd

1ess among women.. Ian orde Ty thererore, to mazntain a. highhr unemployment rate, many

. LN @ ‘

more women than men must experience unemployment over time. This suggests extensive

employment instability among women. Hall then used data on quits Vs, layoffs to o,
] t ’

distinguish‘between voluntdry and involuntary unemployment. .His'data_indicate,that

¢ .

. disproportionate employment instability among black males ageﬁ 54-59 may be in-
voluntary, for quit rates were equal but layoff rates were higher-when he compared ' :“

blacks and whites. This is only a s&art, for it is exceedingly'difficult to* dis~’

O B
.

-
’

has- its source in _the job. . -

B. Studies of the Effects of Welfare Prﬁgrams ) Labor Market Behavior

Having presented data on the labor market~behavior of the haads of low income .

+ -

families, we can proceed to a discussion of ﬁ Ethe availability of welfare programs

influences that behavior. While we have focused on the activities .of the heads of
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C the near-poor as well.as the poor. oL ’ - - - e e
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7”‘ . . The economic theory of labor, supply yiequgpredictions on how ﬁransfer

L - \ - A ) . -z . T A
, - Ty 46 -, N ' OSSN IS

)

N .
e Tl ‘s A ’ « - g . - -
R » B 3 . .. . < - 1

" families, preyipus empirical work also has includedmarr:fed'women.ll The work - )
,,'7,M~ - - ] - -‘ . y

N o

'effort of such women becomes particularly important yhen transfer programs cover -

A . B . .o -

;‘~ &

. 1. fhe Theory of the Labor Supply Effectsof. Welfare ; AR

*
.

' programs affect work effort. In particular, the theory suggests how income guarantees

r - v -~

and tax or benefit—loss rates separately afflct the amount of labor supplied by a .o

-

household The effects on work effort of other program characteristics, like .the in-

. E - - .
N .

come accountipg system and the work registration requirement, could also be analyzed;

, but these have so far received far less attention than the guarantee dnd- tax rate.,

.

o

- il .
The income guarantee Works like an increase in unearned income, tending to discourage
7

work effort. The tax rate works like a cut in the wage rate and has a more complicated

effect. On the one haund, it makes the return to an hour oﬁ work smaller, making

+ work less attractive. On the other hand, "it makes the person worse off, which
] . - . - . )

~ could induce. hh; to work harder, It can be shown that the net effect from an in—'
come guarante@ and tax rate combined will always be in the direction of discouraging
work effort. An important qualification must be made, however, The net impact -
‘on work effort from a new income transfer program depends on whether a household will
bekahovefor below its.hreakeven ievel of income,and alsoéon the types of:programs s

undﬁf,which it already receives benefits. For households well above breakeven‘levels,

; . .
the effects are likely to be nil; their net wage rates are unchanged, if they ave

. not covered, and, the guarantee or some net benefit is far from its reach. For house-

P % -

-~ -:%‘ i . )
holde below breakeven levels and currently not receiving any benefits, the net ‘

Y

impact on work‘effort is predicted to be negative. In addition, some households

" slightly above the-breakeven level may choose to reduce their work effort to

v . ° ’ ,
become eligihle., It is important, to remember, however, that most low income families

“ - . . - 4
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since the simultaneous receipt of,multiple benefits is common,

“

3

.effort.

they are working less than 40\hours per week,

 to the timing or.pattern of labor supply.

-

L2

already receive some income transfers. Their guarantees and tax rates, whether‘

[} -

igny
from AFDC AFDC;UF Food Stamps, or public housing, are not negligible, espec1ally

Any coriclusions

on what happens to the work effort of these families depends on how the new program .
changes their;net gdarantee’and tax rates. ‘ ‘

In most studies of wark effort, the term labor‘supply has been operationalized.
hy reference either to participationin the labor force or time worked during some

v

recent period usually either the past week or the pasr year. Attention has focused,

-.
v

then, on a particular quantity of.effort, but not on the'timing or the pattern of

As Cain and Watts.have noted,. hoyever, an actual count of hours worked per

year maﬁ capture some of the impact of transfer programs on the timing of work:

19

most workers are restricted by institutions to workingHAb hours per_week all year, or

. . - 3

to.not-working_ét all; thus, if workers register less than 2,000 annual hours worked it is

~

because 'oft some (full—time) unemployment, voluntary and involuntary, not because .

B Vs

In an interim report on the NIT

. .
.

experiment, for ezample, Watts suggested that the effect of income trancfers might

.

"be to induce workerSVto prolongwtheir search for new jobs once separated from a job..l2

If hours worked per yean picks up these timing effects of income transfers, it clearly

does so imperfectly.. Im any case, it is important to note that the theoretical “

predictions about the consequences of . income transfers have not been related directly

This study, huwever, makes some empirical

~

effo *t in that direction.

-

“t

v
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Although the relationship between welfare programs ‘and employment turnover has

gane virtually unstudied, that between welfare programs and the quantity of work
effort has'received,extensive.attention: In faqt, three critical‘rgviews‘of the ,

-

literature bdve been written. . .
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L2 Empirical Estimates*of Labor Supply Effects- S . o i;'i:::
. . A R . Ll . .
Inferences on how welfare programs affect work effort largely are drawn

from c:oss-sectional data that are. not relatedgto an income transfer program. The : -

3 - ~

_data typically contain observations on individuals facing,different market wage"‘r ;; .h~

/
*ates and different amounts of non-employment.income. it is assumed that all in- )

> .
. y P
-

dividuala in the cross—section have the same behavioral parameters. Differences in

13

observed work ef‘ort are then explained by differences in explanatory variables

like the wage rate and income. Under these assumptions,,differences'over,time in o

.-

the wage rate and income for a single individual are predigted to lead'to similarﬁ l -

. i . n

differences in work, effort. Since the guarantee level of a transfer program has

°

an effect like unearned income, and the tax rate like the wage rate, the effects

- . 3 .

of the transfer program on work effort can be deduced.~‘Mo8t studies;of this type

rely on data from the mid~sixties or earlier. These studies usually ignore the ;,:

[ 4,
affect on the net wage rates facing persons in their samples of the tax rates in R e
éxisting transfer programs, but coverage of such programs, especially male~headed )

LI

families, was far more limited at that time than now., S s ot - *

@ . P
.

Carfinkel has summarized the results of eight studies using cross-sectional data_

T g - ‘ [

which are “unrelated to particular welfare programs.14 Two types of resuIts are reported. h

. .
~ s .

~

-

the percentage change in "labor supply" per $1000 increase in the annual NIT guaranteel

.
,‘ - - fl.

’ and the percentage chapge in, "labor supply" per 10 percentage poin; increase in the }

’ ; i Tavwe

" tax or benefit-loss rate. The measures, of labor supply vary widely among.the

i v

PR
Yy . , -t hed
< - . .

, studies, from hours worked last year to, _the ratio of earnings last year over the '_F” T
3 - J;‘b P

predicred wage for 1ast year.ls' Garfinkel characterizee the divergence among the
» . u".w"‘ P . ‘;'

studies in the estimated effects as being "striking sn& disturbing.", To cits the

[ .

¢’
increase in the NIT guarantee,

‘labor supply.

With respegt to
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predicts a.b percent reducbion in labor supply.

+

----- ;‘ .

-

-*

£y}

decline in labor supply ger Sl 000 increase in ‘the NIT guarantee,

the low estimate .
O 56

.

With respect to the tax rate, :

.

\_ the extreme estimates are,a S'percent deqrease in labor supply per 10 point increase

Yersus a 3 percent increase pex 10 point increase. Given the mean wage rates and

v . . B A s, -3

mean amounts of non-employment income, all of‘these studies nredict that an NIT :

ity v v . .
- program with a $3 000 guarantee and a 50 percent tax raté would.cause a decrease in
labor sugply but the amount of the predicted decrease ranges from 3 to 40 percent for

s e

male ‘heads. Garfinkel‘s best judgment is that the range of estimated effects ig

v

-
- ‘ rl

& e B .,

- ‘more narrow, gping oniy from: l to 6 percent. ’
' Given the recent expansion of programs for low income families containing guardntees

. ‘- .
>

and tax rates, the estimated additibnal labor supply effects of a $3 000 - SOZ NIT
\. . ~
program would have to be’ less than what is suggested by Garfinkel 8 second range of

.

By July l972, the average. cash welfare plus food ‘stamp benefit available
6

estimates.

while its total tax rate N

’

. to a male-headed family of four in the U Sa was’ $2, 431 1

.L: - : .

-

over the fi st few thousand,dollars of.earnings exceeded 30 percent. Of course, .
e . - S . . t . *
¢ - 7
guarantees and tax. rates varied greatly around these averages, but these figuresﬂ .

. ‘,

provide an indication of the fact\that a new NIT program will not be taising non-

:,’ "~' "ﬁf,\' { A
employment incbmes and tax rates from near zero levels, even for male-headed families.

- »" 3
. . -

. "In summarizing the findings of non—experimental studies on how incqme transfers
s ’

-

affect the labor supply of married women and female heads of hpuseholds, again we |,

c
Re

rely ‘on.Garfinkel's presentation. ‘With respe¢t to the latter demographic groups, .

program data as well as, the regular cross-Sectional data arg available for analysis.

P ..
. .

Compared to’ the labor supply reSponse of male heads of households, we would expect L,

r

“

that of married women.and female heads of households to be greater.

Ch than full-time all yedr is more acceptable for women, than for men.

. »
.. 4 . Y .

s, . . , - +
- « . N p1

Working’less

Given prevailing

;@ttitudes on the ability to raise children andﬁdo'daily housework chores, women are

-
. .

.
v
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assumed iore able than men té put to productive use time not spent at market work.
Faced with an income transfer, then, we would expect women to withdraw their labor

morebreadily than men. In fact tpe cross-sectiopal studies yield results consistent

4

;ich t?is expectatiom. Per $1 000 increase in the guarantee, the range of labor
supply meductiops is from a low of 4 to a high of 30 percent. (For male heads,
reéall'that the estimates ranged from .6 to S:pereent ) Per 10 point increase
in the’ tax rate, the estimated labor supply reductions ranged from 4 to lq.percent.
(For male heads, the range was from a 3 percent increase to a 5 percent decrease.)
Studies of ?emale heads using cross-sectional data indicate that their labor supply
.may.be gomewhat less sensitive than that of married women, but still much more eensi-
tive than male heads to both guarantees and tax rates. Studies of female heads of
houéehélds using data frem‘the AFDC program support the position that the sensitivity
of tme labor‘supply of female heads is greater than that of male heads.17 |
In viewing these results, Ashenfelter end Ehrenberg note that the estimates of the
impact of income transfers on the labor supply of both categories of women are¢ much
more divetgent than are those for men.' Along wi;h Garfinkel, they have listed the
many serious sources of bias in them, concluding that what we really have learned is

N
something qualitative: that the labor supply of women is more sensitive than that of

ﬂ‘ A *

men.18 Going beyon& these summaries, we should: not overlook the important fact thgt

by July 197@, the average AFDC plus Food Stmap benefit available to a female-headed

2

aﬁamily of four was $3,442._ y 1974, this sum exceeded $3,700.19 With the

<

value o%jMedieaid averaging $800 per Xemale-headed family of four across fﬁ§ country

and given the virtpal universal coveragle of poor female-headed families by these

)

three programs, most such families faced cumula@ive income guarantees that are un-

likely to be raised by a new, universal NIT program. Such families also faced total )

P,

benefit—loss rates averaging about 30 percent; considering work-related expenses,

their gain from an increment of $1 in earnings usually was less than 50 cents.
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A welfare reform program is thus likely to make little change in the benefits .

»

¥
available to female headed households. If these facts and assumptions are accurate,

\it follows that knowing less precisely the labor supplf gengitivity of low income

N
women‘ghould not be troublesome for policy makers. Welfare reform is likely to
. k}

. ¢ . .
- _bring larger environmental changes for low income men, whose supply of labor also
5 g

. '

is quantitatively more important. .

C. A Review of the NIT Experiment and the Labor Sépply Studiesvﬁesulting From It.

1. A Description of the Experiment

The first NIT experiment was not a great success as an experiment, but in

' the threé years that i& ran in each location, it accumulétéd such a figh bédy of data
that careful analysis could provide extensive new information‘on numéroﬁs aspects
of the behavior of low income families. The first NIT’experiment was launched in
four cities, three‘in New Jetsey.and one iq Pennsylvania. Altogether a samblg of
1357 families was selected. Each family was interviewed thirteen times, onc; before
the experiment started and then once each quarter during the three years of its
duration. The questions ranged widely over many aspects ;f behavior includiﬁg ex=
tens?ve’questioping on labor mﬁrkef activities of all family me;bers. The data from
the exﬁérimens,referred to in thié study as the "Wisconsin data,” theg provide a
three year time series for each family in a large cross;séct?on. Whereas the previous
crogs~gectional étudies had to.infer individual behavior completely from com?arisons
among individugls, the NIT data provide nog only the cbmparative gata, bu£ also
a lim;tgﬁ amount of variety in experiences for each family over timf. With such N

a body of data an analyst has an opportunity to study not only what determines the .

level of a variable, but also what influences its pattern over time.

The main purpose that led to all the data ‘collection’was, of course, to conduct

’ »
an experiment to test the effects of a negative income tax. Households selected

. v

s
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for participation were randomly assigned either to an experimental or ‘a control " ';‘J

Iy

group, once designated to receive the experimeggal treatment, households were assigned,

e

not randomly, to one of eight NIT treatments. The latter assignments, based ona
' complicated model designed to minimize costs for the information obtained,.generally

"“placed households with Lower pre-enrollment incomes under the less generous experi-

Ll

v

mental plans and households with higher pre-emrollment incomes undet the more generous,
plans. The NIT treatments varied only.in the_guarantees and tax rates facing the
households, and were in effeht for a period of three years. The control group was . %‘

to receive no payments. The‘experiment was thus designed td detect the effects on many

-

aspects of behavior of several distinct variants of an NIT. - 4

3 . o,
As might have been anticipated in a social experimen;, unexpected changes in the

welfare . environment substantially altered the actual treatment of families, muddying

-

the previously clear-cut distinctions between the various experimental treatments.,

H

New Jersey instituted the AFDC~-UF program shortly after the NIT experiment began. “This

P

meant that families in the‘control:group who were not expected to receive welfare

benefits as long as they remained intact now became eligible for them, it also meant

v

'that families in the experimental groups now could choose between receiving an NIT '

’

payment, an AFDC-UF payment, or neither.20 Before its guarantee was cut very late .

in the experiment, the annual guarantee in the New Jersey AFDC~UF program was - ;
- \ . ) J;' .
" $4,164 for a family of four. It was higher than the guarantee in seven of the eight

'expefimental plans: Pennsylvania also had a welfare program with a guarantee‘of‘.
$3,756, exceeding five of the eight experimental guarantees.

Three additional characteristics making AFDC-UF more attractive than HIT were
the automatic eligibility of AFDC~-UF recipients for sizable food stamp and medicaid
benefits, the deductibility in.AFDC-UF of work-related expenses from earnings, which,.

greatly reduced the effective benefit—loss or tax rate; and the short accounting period

P
.

in AFDC-UF, which minimized the effect of previous income on current benefits.
. .

. M L.
» - . 4
* . b .
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was easier because the male<head need not- have been fuliy unemployed - asg was

“ s »
R B o~ . - s
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necessary under AEDCPUF _— get on the program. It also was easier to maintain Tk

eligibility for par;ial NIT,benefits because theumale head’ﬁas subjected only to‘an .

o

earnings test; in AFDC-UF male heads had to forego eligibility if they worked for 100

or more hours in.any mdnth no matter what their earnings were, On‘balancé, it should

P i - -",.- s,

5 have been easier. to get on.and remain on.the NIT plans, but it should have been more ,w,,:/;

attrattive .tp.be on AFDC-UF than on most of the NIT plans whiIe unemployed oxr working ‘,;;}

e "“-', . . ) . o N . ,"i’...ﬁ“ y }
B e SO PR

fhe relative attractiveness of welfare and the various*NIT plans best s o ':- 'TFﬁj:l
demonstrated by the choices that the families made. Families in the control group,:igb %3?

» - -t e ~ K v e
obviously, could choose between a welfare payment and_ no payment.l Families 1n the ;” :Eklt’

> TS

experimental groups could choose between welfare or NIT payments, ot neifher.’ Previous

(3 N <
L . - ..; P
= 0T

studies conducted by the staff of the Instd.tute for Research on Poverty at the . ". .

:’é;:' ‘».',

University of. Wisc nsin lHereafter, the "Wisconsin staff ") ‘used a "Continuoﬁs~ ol .

. . i N N
/husband-wife sample." The choices made by the families in the sample with which T
the Wisconsin staff worked. are presented in Table. II-6. ‘Our WOrk is based on a. . .

)
- Y -~ - ,‘ U
RS

aomewhat different sample, chosen So that ‘we have a complete welfare record for LT,
o - PR - g + --‘,' NI

"' every family included———Table~Ii+7, presents the choices made by~families in our ‘

.

sample. In both samples, participation in AFDC—UF was extensiVe. Noﬁe that in both i :‘

e - .

.samples, beginning with the third period families in the 50-50 and 75-—70 plans

-

‘far more often chose. to receive AFDC—UF than NIT benefits; while in the 50*30 and“‘ - &P.i

- t : 5 et

<7570 plans, the division among those drawing benefits ushaliy was roughly 40 pércent Y

- “, . B
p e yon

AFDC-UF and 60 percent NIT. Thus, in ‘only. four of the eight plans did” the NIT program

. typically dominate the AFDC-UF program. In the other fpur treatment groups, the:AFDCUF par—

ticipation rate typically was not less than half of wha% it was in the control group.

Y TR atabbdonian %, vt . . ’ - .
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. a. The figures in the first row of each set of three rows is the percent of RSN
. families in a given périod in the respeétive experimental groups and contxol ',,:j,;j
= group which received an AFDC-UF payment. T e = by ;
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'b. The figures in the second row of each set of rows is the percent of families ", #}{$
in the respective experimental groups which received NIT payments, "w

|

|

¢. The fignres in the third row of each set of rows is the percént of 'families !
. in the respective groups which received neither AFDC-UF nor NIT payments. )
d. The three numbers for a given group and time period should add to 100 pércent. . ‘
- Where.they do not, it is because of rounding errors.
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'limited in the amount he ‘can work than an NIT %ecipient, it is more difficult to

_ a high level of wozk effprt. The differgnce in worK effort between experimental

. . ! .
- i N -~ 57 -
. .o
-

o
- » - N
g . - - * . , -

It follows that if we were to compare the mean:of ,a_variable like hours worked

\ - e

 for each of the treatment groups, observed differences could not necessarily be

~

attributed to differences in the experimental treatments. The control group, rather
- ‘ Y

than receiving no welfare, now may.receive payments, but under a program other than

the NIT. The comparison between the experimental group as a whole and the control

s
* ’

group~no longer isolates the pure"effects of an NIT, but merely shows the .

¢

differential effects of the two welfare programs. Since AFDC-UF.is complicated

w

it is difficult even to compare’ program characteristics or to predict which program
should,most discourage work effort. Although an actual recipient of AFDC~UF is more
1

get on AFDC-UF in the first place. Those who do not get on will probably maintain

, and control'groups thus depends in part on the effécts of each program on recipients,

,’but ‘also on the proportion of recfpients ambng those eligible for each program.
Similarly, it is also difficult to distinguish the effects. of the various NIT

T L \
treatments. .For each of "the NIT.treatment groups now includes a combination of

NIT and AFDC~UF recipients. In order to isolaie the "pure" NIT effect one needs

to separate NIT and AFDC—bF recipients, but‘also fo identify what kind.of dndividual'

, chooses one program rather than the other. These are herculean tasks, but the

*

Wisconsin staff devoted great energy and intelligence to the task of distinguishing

the effects of an NIT. L

. 4
s

Before proceeding with a review of ‘the labor Bupply studies of the Wisconsin — .

" staff, it should be noted that comparisons between #reatment groups is not aﬁé only

way to study the data from the experiment. .A guccessful experimental approaéh would,
of course, provide several clearly distinguished transfer program , with'each family -
kept in an unchanging welfare environment for the duration of the experiment. Con:: )
trolling’the characteristics hf the sample'receiuing éach treatmen; through careful .

L - . . . CEP N
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experimental design, observed differences in labor supply would then measure the
"pure" effect of transfer program differences without relying on complicated in--

ferences and questivnable assumptions that»gé into the usual crosq-section study,

In view of the extensive AFDC-UF contamination in the first NIT experiment, one_

- cannot rely on the treatment categorigs iu identify the actual transfer environment

faced by any faﬁily. Thus, comparisons of labor supply between treatment categories -

I

can identify the "pure" effects of various NIT plans only with the aid of complicated

!

l inferences and questionable assumptions.21 In view of the complexities-in studying

-

the treatment categories, an alternative approach would be to ignore them in analyzing

the data, Each family would be faced with the guarantee énd tax rate for the program ‘

in which they actually participate. The separate effects of these would have to be

~

deduced from a regression analysis of work effort over a cross-section of all families,

The chief advantage of the experiment is thus lost, but it is lost even if the analysis

continues to use the treatment groups. The remaining advantage of the experiment,
)

other than producing a large body of data, is that it did face families with a sub-

stantial variety of welfare experience. Over the cross~section, there is- much more

varéation in’guarantees and tax rates than'if AFDC~UF had been the only welfare -

program. This {mproves the chances of getting reliable estimates of guarantee_ and

tax rate effects. We are not arguing that analysis by treatment groups is wrong.
;Rather, in view of the complications, it may be an inefficient use offresearch time

s -

’ when the data provides so many interesting research~opportunfties.

« . 2, The First Results from the NIT Experiment S ’ ',

P a. Response of Male Heads

la
'

Harold Watts did the analysis for the Wisconsin staff of the -labor supply~f

. responsed'Ewmarried men.22 Having presented results whic cénsciously'ignore the AFDC-UF
problcm, he conducted his more sophisticated analyses after excluding all families in'.

.the 50-50 and the 75-70 creatment groups. In the latter work, there is no further effort
[ . [

“r
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to adjust for the AFDC-UF problem in the other six treatment and control groups,
- h - ' ~

" The important results of his work are pregented here. First, his’findings varied

-

2t

with his measure of the dependent-variable ‘and by ethnic group. Labor force partd-

cipatioa seemed to b%lunaffectediby the several treatments. Over time, employment
fell and unemploymegt rose, however, among whites and Spanish-surname male heads,

- / - - h ’ ’ . -
while they moved in the opposite direction for blacks; only for the Spanish-surname .

i

o .8 .
were the changes sﬁa;istically significant. Hours of work fjll significantly in the

.
»

_yhite and SpanishJ/urname groups, the decreases becoming larger with the passage of

, time during the experiment; among blacks, hours of ‘work, like the other measures of

. -

-supply, showed a surprising, although not significant increase. Secqndly, decreases

L)

" in work effort were greater-the lower the male head's normal level of earnings.’ For
Watts, a pivotal example.of the experimeﬁt s effect was the 4~5 percent reduction,

‘from the mean,of 35, in the weekly hours of work for white males under the 100-50 plan
——

in the middle of’ the experiment 23 Thirdly, while a statistically significant ex-

Y -
perimental effeg&éwas deteeted in comparifig the entire expérimental group with the

control groups, éi congistent pattern was obseqyed among-males facing different - e
- » . - 4 ( . .
n A

'guarantees and tax rates. As‘between.pggsons 7n the’plans with 50 pércent and 70

percent ‘tax rates, “for example, this should not be'surprising: at the close of the

H
) experiment, only 5 of 85 persons and 26 of 86 originally assigned, respectively, to

-2

the 75-70.and 100-70 plans were still receiving NIT payments, the remainder being

2 *
LY

either on AFDC-UF- or not receiving a NIT payment, -

. ’

Garfinkel ana ed the impact of the AFDC—UF problem on the results of, the ex—

periment by trying to d termine the sensitivity of the findings of the experiment to

T

various assumptions about how those who ‘received AFDC~UF during ‘the experiment would

~ have worked in the absence of the*program.24 “He tries to test the effect gf three

c e

alternative assumptionsi 1) that those in all groups who received AFDC~UF would Have

(3

worked in its absehce'as much as they did when it was aVailable' 2) that 9uch persons

wdhld have worked the same amount ag persons in the sample that never went on AFDC—UF

”

\//‘ ,' 69 A ‘ | “ ". .« e
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but had similar demographic characteristics andywere in the same group; 3) that

persons in control group families receiving AFDC~UF would have worked the same as

those in the control group who did not,‘but persons,in experimental families re- . //

. ceiving AFDC—UF would not have changed their work effort in.its absence. In

Garfinkel's view, these aseumptions will yield in turn, low, intermediate, and

high estimates of what the diffe;:ﬁces in labor supply between control and ex—— '

—

/ . -“ - ) .
perimental groups would have been in the‘absence of the AFDC-UF program. For example,
the third assumption impljcitly imposes ‘es in behavior on sample members that
should exaggerate the differences between control and experimental groups that other-

wise would have arisen. Presumably, part of the difference,within the control
¥

group in work effort arose not because some people had a stronger taste than others
for welfare, Eut rather because they became involuntarily unemployed' and some of

the experimental group persons whose work ‘effort was negatively affected by AFDC—UF
,s’ .
would have worked slightly more- under less generous and constraining NIT plans. If"

A

80, increasing subsgantially (by this third assumption) thé work effort of certain

contral.families and leaving unchanged that of greatly affected treatment families

-y

maximizes the difference in work effort between the two groups.'

Using average hours worked for'the‘tweive experimental periods as his measure

of labor supgiy, Garfinkel finds that.the experimentals worked 2,6, and 9 percent

¢ L

less than the controls under‘assumptions 1, 2, and 3, respectively; with the latter

- >

two differences statistically significant at or above the 5 pegcentnlevei:zs ‘

When he makes the comparisons by each of the distinct experimental plaps, statistically

significant differences between the respective groups and the control group begin

) < N . A
to appear under the second of the three assumptions and, as might be expected, only

for the more generous treatments. Recall that under the less §ener9us treatments,

o ’

there were few families who actually receivgd NIT payments. Thus, there was a trivial
!

number of cases in those groups among whom control—experimental differences were likely

Y4
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to arise°'and any observed differences, when avgraged over all persons in the groups,

would have to be smaIl Garfinkel, therefore, summarizes his results by poting that
the AFDC—UF program did affect the findings of the experiment, although the effects

» s

in absolute terms were wot’ very _great, Moreover, by dominating the less generous

' treatments, the AFDC-UF program made it virtually impossible to develop coefficients -

[y

_ for the increase in an NIT tax rate from 50 to ?0 percent. Co-

»? [

a

~ 7 -
LIEN

B! Response of Married Women’ . e .

L . .

3
* . »

In the analysis‘of the response of married women by Glen Cain and his
AN
. Colleagues, famiIies in all plans receiving AFDC~UF always were included; and analyses

) also, were done distinguishing between those on and off AFDC—UF as well as among those

o k4

who were above from those who were below NIT breakeven levels.26 Given the sampla

. ’
v A

design, not many families with working wives could have been seletted for the experi-

ment.f’Again, the results of the analysis differed according to the dependent variable

-

used; as well as by ethnic group. Among white women, in general work effort declined

2 -

'to a statistically significant degree when considering labor force participation or
hours worked as the measure of labor supply. Among black women, a decline was not
observed in either labor supply measure, except ai the lowesé levels of normal income.

Among Spanish-surname women, a decline was observed only in hqurs worked, but it was

not statistically significant. As one would expect, the reduction in work effort
L) . .
was greater among the married women than among the men: from a mean of roughly 4 hours

per week among all white wives, i.e., those working and those not working, work effort
declined among women in the 100~50 plan by roughly 25 percent(compared to 4-5 percent

fo;—the males in that group) Once again, a strong and cdnsistent pattern could

not be detected in the effects of rising guarantees or tax rates. ‘o

v v

‘Like Watts, Cain hypothesized a relationship between. normal income and the impactA

of a NIT plan. In the study of married women, however, the assumption was that there

"

was_a sharp discontinuizy in responses dhen normal incomes reached'NIT{breakeven levels

s '
. " . ) ' R .
? 7’7 v s . -
,’ a - e .
.
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" of %Fcome, families below. such levels were assumed to be influenced by the relevant

- T )

program parameters, while those whose 1ncpmes ;Zlez;e above such levels were assumed

to be totally unifluenced. In fact, Cain did find a relationship between the normal

income of a family and the 1mpact of an NIT plan. By facing ‘the families whose incomes

~ ., ‘

were on different sides of the breakeven levels with different program parameters,'

-
>

Cain and his colleagues estimated a quantitatively smaller hut.a statietically more .

)

significant impact of guarantees and tax rates-on various measures of work effort

- b - .

than when’ all sample members were faced ‘with similar pardmeters. Their findihgs,

’ -

interestingly, were sensitive to the measure of normal income which was utili ed to

~—

/‘ . . v

»

determine breakeven levels." By estimating a quadratic function, the authors déra

able to detect, especially for Black and Spanish-surname families, "that work dis— ,

incentives were greatest at very low levels of normal income but that they reached their

.
™ oan R . . f L& ¥

peak well below breakeven levels of income.

N .

- .

I

The‘work of ‘the Cain grdup also included an attempt to estimate the impact of the

)
’ -

AFDC-UF program on the findings for their sub~group of the‘sample. Cain 8 group

concluded that the AEDC—UF program did not have a statistically significant impact

on the overall findings with respect to married wbmen.’ Interestingly, though when
’ e A

. they uged average hours’ worked over the twelve experimental periods as their measure

of labor supply, two of their four models yielded results quite comparable teo those

«

of §arfinkel for the same group.29 Garfinkel ‘had found that married women in the,

#

experimental groups worked 14 percent fewer hours, than did women in the control group, .

% .

uging his second assumption ‘en how to treat the AFDC-UF contamination problem.

- <

'Estimateg by Cain in his‘twq modelswere roughly 12 percent. Garfinkel' s differencés

e

" alsq were not statistiéally significant! Not having come up with statistically '

”»

e, . L . ! > . »d 4 ?
significant results when incorporating Garfinkel‘s second assumption, the Cain group

. »

canducts all of its* work by including all families in, all eight treatment groups ’

in their sample. (Recall that Watts dropped the two least generous plans )

’ .




':§.~ The Response of the Family .

Robinson Hollister conducted the analysis of the impact of the NIT plans

i on the lahor supply of the entire family unit.30 Hollister always eliminated

" -
-3 % v

all families when they received AFDC-UF and sometimes eliminated in his ehlpirical

»
- /

o s,

. wotk those not receiving AFDC—UF if they were in the 50—50 and 75-70 plans. He: also

. .\often distinguished the responses of families above and below breakeven levels, His
” *\'3 N - &
,jfindings also vary with the dependent variable uged, as well as by ethnic group and

’eﬁierimental time. Among white families, both earnings and hours declined significantly
in the experimental group. Among black families, earnings increased significantly but
) hours of work declined significantly. Among Spanish—sﬁrname.families, earnings and .

hours declinegd signficantly. Among whites. and Spanish—snrname families, the declines
increased with time. Lastly, as Watts and the Cain group found, theoretically, expected :
) and consistent patterns by guarantees and tax rates generally could not be detected.sl'

For whites and Spanish-surname faﬁilies on the 100-50 plan, the induced decline in hours

Worhed was on the order of 10 percnet. Another interesting finding of Hollister's .‘

-
¥

‘

is that declines in work effort were greater for families with greater variance in

income, other things constént. This finding, he speculates, could be attributable
m

_either to . the fact that families with high variance learn about the implications

of high tax rates, or that the NIT payments reduced the need for families to send
S ‘ ' .

- secondary Workers in a family into the labor force when the primary worker became

'\\ .~ v
v

,unemployed., . - . \

Hollister's findings on the relationship between normal income and the impact of /

1

the NII treatments on the labor supply response of the family appear to be at variance

‘ /

) with those of ‘Watts and Cain, He finds that the higher the level of normal total
-family earnings, the larger the negative experimental differential in family hours or .
A -~ . .
C ﬂearnings. His speculative explanation is that‘r . ’

.
.o .
' ~

Y




"this greater responsiveness may have reflected the
. concentration of famjlies with working wives at higher
. earnings levels. As has been found in other chapters
of this report,’ working wives respogg more than male - '
heads to the disificentive effects.” :

»

Thus, the apparent inconsistency among the three authors well may be reconcilable. :

Beyond excluding all families when they received AFDC-UF, Hollister attempted
to test further the impact ‘of the AFDC-UF alternative on his findings. Hollister
developed a special subsample.of families in.thf remaining six treatmbnt, groups who
typically would have received a higher NIT than AFDC-UF payment, given their normal
incomes and the parameters of the two particular program alternatives facing any one
of them. Using this small subsample, he concluded‘that differences in tax rates had
a bigger Jjmpact on work effort than he previously was able to uncover, but guarantees
had no impact. Given the f?ct that he was compelled in this.subsample to consolidate
all’ethnic groups, his confidence in these findings is very limited.

Supplementing hollister's analysis of the impact of AFDC-UF on the family's work
‘effort is Garfinkel's. His findings are that family labor supply, whether measured
by family earnings or family hours worked, was sensitive to the AFDC-UF program. The
S differences between the control and experimental groups were 6, 9, ‘and 13 percent,

depending on the use of assumptiOns 1,2, or 3. All three of his'differences were

statistically significant at or above the 5 percent lever, 33 .

As was the case with studies using non-experimental data, relatively little energy
was devoted to measuring the,impact of the NIT‘plans-on employment patterns. Holding
constant the characterisitcs of individuals and the §obs they held, éeymour Spilerman

. . .
» . I 4

and Richard Miller attempted to assess the effects of the generosity of "the NIT plans

on the rate of job turnover, the duration of unemployment, and the pattern of re-

employnient.3 Spii/;han and Miller did not adjust for the AFDC~UF problem, nor did

Nl

they distinguish between families with and without NIT payments. Contrary to their

L

v eXpectations, they found that job turnover declined with the increasing generosity /‘4

[:R\!:E the NIT plans, the latter apparently failing to induce added search in the labor market.

Aruitoxt provided by Eic:
PR Al




Again, contrary to expectations, plan generosity was not positively correlated with
the duration of ‘unemployment, although a hint of such a relationship appeared among

whites. Since Spilerman and Miller detected. evidence suggesting that workers at

low levels of earnings increased their job attachments as a result of receiving
P .

NIT benefits, they speculated that people treat such benefits as wége’inéreasés'on

4

current jobs. Lastly, the authors found some supplort for the vigw Ehar éenerous'
NIT benefits facilitated the movement of younger, more educated family hgadg into jbbé
with potential growth in earnings and satisfaction. We cannot be sure, ho&ever, that

Ly

they were observing something other than normal job mobility patterns among age groups.

The Study is limited by failure to account for the AFDC-UF problem, as well as by

4

the repeated inability to generare statistically gignificant results.

D. Conclusion

Our review of the literature on the employment of family heads in the low income

population and how it is affected by the guarantees and tax raées of welfare,programs

0 4 I
has yielded several major points.

1

1, Iq tﬂeﬁlow income population most family heads, female as well as male,
are employable. While onl; 15 percent of female heads of AFDC families are egployea
~ at any momept in time, roughly 40 percént work at some time during thrée &éars. -
Employment typically is part-year or part—time and at relatively low wage rates.
Not surprisingly, employment is moré prevalent among male heads of poor (not welfare
poor) families. During the year, roughly rwo-thirds of such mepwork at some time.
_The extensi@e labor force attachments of such women and men éuggests.tbat under the
existing walfare program most famiiies will work of their own volition at éome time;

and thus ﬁrrgrams‘which get them jobs largely will be affécting the timing of their work,

2, ~ Studies using nonrexperimental data suggest that guarantees and tax rates

. 9 " ’ .
in welfare proé&ams should affect work effort negatively. - The effects vary by sex,
, the work effort of women being mvre sensitive to welfare programs than that of men.

O e p?fecté for either group'are not sizable. For example, the consensus of studies

-y -
4 .
t./ . . . s . .
¢ . ‘ i
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using non-experimental data is that a $l,000\increase in the guarantee of a welfare '

) * » N ’

program should lead to a decrease in work efforf among male heads'of no more than .,

5 percent during the year. .. . . o iy

4

3. The first studies of the NIT experiment alsd suggest that work effort

[}

of low income persons is sengitive to income arantees, but they find no effect

4 1

of tax rates. Because of the surprise development of the AFDC-UF program in the

state where the experiment was conducted, the design.of the experiment was damaged
LY ‘ )
badly. Consequently, ve believe that although the data generated by the experiment

ae!

are useful in studying the’ impact of welfare on work the use of the original ex-

~

perimental groups in doing this empirical work is ill-advised. Reliance on the

2o

findings resulting from the early anal§ses of the NIT experiment should be limited.

4, Analyses of work effort in the lqw\income population and how it is influenced

. . +

by welfare programs concentrate on the quantity rather than the timing of work. Use-~

ful studies have been done recently on work patterns in the geﬁeral'population. This

study analyzes work patterns in our samples and how they-are affected by welfare

-

programs., .
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This is8 a title of a recent:book that emphasizes the: point AR e
S. Leyitan, M. Rein, and D, Marwick, Work and Welfare Go logether S
(Baltimore: Johns Hopkins University Press, l972); . ) ; - o ‘,

» A .
The AFDC data are fo® "AFDC mathers 'in the home, . In 1973 roughly 85 percent of
AFDC units were headed by females. Thus, the data in the tables’that follow )
largely refer to female heads of AFDC units, -not. simply AFDC mothers. *

»

Robert E. Hall, "Why Is the Unemployment Rate.So.High At ‘Full Employment?"
Brookings Bapers on Economic Activity, Voz., 3,.1970, p. 390. .

Robert George Williams, "AFDC And Work Effort The Labor Supply of Low Income Female
Heads of Household,” unpublished doctoral dissertation, Princeton University,
April 1974, p. 13. ;

B

&

Over 90 percent of all poor femaleMheaded families receive AFDC at some point during.
the year. (See: Barbara Boland, "Participation in the Aid to Families With Dependent

Children Program,"” in U.S. Congress, Joint Economic, Subcommittee on Fiscal Policy
Studies in Public Welfare, Paper/No. 12, Part I.) -

James Storey, "How Public WelfarevBenefits Are Distributed In Low Income‘Areas,"
in U.S, Congress, Joint Economic. Committee, Subcommittee on Fiscal Policy, T
Studies in Public Welfare, Paper No..6, P. 100 e

U.S. Department of Commerce, Bureau. of . the Census,.Current.Population.Reports,
Consumer Income: Characteristice of the Low Income.Population,.1972, Series P-60,
No. 91, December 1973, Table 30, -- - N

Williams, pp. 14 and 15. ‘ 2

» -
e »

U.S. Department of Commerce, Table 31.

<

Robert E. Hall, "Turnover in the Labor Force," Brookings Papers on Economic Activity,
Vol. 3,71972, pp. 709-56. See also: George.L. Perry, ''Unemployment.Flows in the
U.S< Labor Market," Brookings Papers on Economic Activity,Vol. 2, 1972, pp. .245-78;
and Hyman B. Kaitz, "Analyzing the’ Length of Spells of Unemployment," Monthly

- Labor Review, Vol. 93, November 1970, pp. 11-20.

rtmt— ’

The impact of income transfers on the aged and teenagers has received attention. ;
We do not review_the findings of these studies,

'Harold 'W. Watts, "Mid-Experiment Report On Basic‘Labor-Supply Response,'" in U.S.
Congress, Senate Committee on Finance, Income Maintenance Experiments, February 18,
1972, ppo 117"’80 *

M
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15, *

" 16.
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/ 117‘

18
19.,

20 .

-

Tl

-~Studies.in Public Welfare; Paper’No. 13} pp.;1=32 and PP-. 64-99; and Orley

)»

. studies ‘on- m alelheads ‘of families using ‘program data, ; . .

“Ashenfelter and‘Ehrenberg, pp. 21-22.

_ and the’ pther by Henry Aaron. (See: Irwin- Garfinkel, "The Effects of Welfare.on.

oy A v I R ‘.
sy P P ", DU -7 4 [N . R -, -
o . . . N L P B . L2 B e L . B -

Irwin Garfinkel "Ingome Transfer Program and Wdrk‘Effort~ AvReview'“ and L
Glen G. Caln and Harold W. Watts] "An Examination”bf‘Recent Cross-Sectional © . .
Evidence on ‘Labox, _Force ‘Response to Income,MaiﬁiéﬁﬁﬁcedLegislation," in LT
v.s. Congress, Joint Economic Committee, Subcommitteé. on, Fiscdl Policy, Lo )

. Ashenfelter, and - Ronald.Ehrenberg, "Using Estimates of Income and Substitution o
Parameters to Predict the Work Incentive "Effectd of Various Income Maintenance )
Programs' A Brief Exposition ang. Partial Survey. of the. EmpiricaI<Literature,f’; Co.
Teqhnical Analysis Paper No.. 1, Office of. "Assistant Secretary for Policy, N .
Education and Research U.s. Department cf LaborU,June 1973, pp, 6-9, ) 25 ,

Having no data Trom AFDC—UF and. Food Stamps economists have not produced any

~ ¥,

-

A compact description of the measures of labor supply used insthe studies using
non-experimental ‘data is offered in.Cain and Watts, pp.‘85 6
Between July 1972 ‘and July 1974 Food Stamp benefits have ‘risen 34 percent to offset
partially the fecent'inflation. The variation among male heads of families in cash plus
Food Stamp benefits ‘and in total.tax rates arises because AFDC-UF is not provided in most]
of the smalder. states, (These data are. taken from a very useful study® James R, ,
Storey,'"we;fare,in the 70's: "A National Sgudy.of Benefits Available in 100 Local L
Areas;" in U.8. Congress, Joint Economic Commitee, Subcommittee on Fiscal Policy, .
s%udies in gpblic Welfare,Paper No.. 15, July 22, 1974, pp. 8 and 53:) L .
1 ) ‘ -

- ?
[

Garfinkel, pp.‘20~27u ) . T - . .

‘. ¢

l

¥

Stote)f, PP- g and 53 . ¢ ’ > ‘ - ‘ ) ’ . *‘
The contamination of the NIT experiment by the surprise dévelopment of an AFDC-UF
program in New Jersey and by the presence of two similar programs in Pennsylvania
has received extensive attention in two previous. papers, one by Irwin Garfinkel

Experimental Response," in H. Watts.and A..Reas,. editors,’Final Report of New Jersey .
Graduated Work Incentive Experiment, Institute for Research on Poverty, University

of Wigconsin-Madison and Mathematica, 1974 .Part.C, chapter II; and Henry Aaron,
'"Lesgons from New Jersey-Pennsylvania Experiment," unpublished paper presented at .
a Brookings Institution conference on.the.NIT. experiment, April, 1974 )3
Ctiﬁ*and Watts, in assessing the non-experimental.studies of the relationship between:
income transfers and labor supply, point to.the isgues on which researchers are com-
pelled to make assumptions before they can.do. their work; and then indicate how
sensitive these research results are.to the.assupptions that are made. The NIT. | .-

experiments were launched to avoid.such problems; but the analysts ‘of the first <
experiment were forced by unanticipated developments to rely on a new set of question-
able‘asSumptions. ‘ . _ -, o -

Y] *l .
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22, Harold W Watts, "Labor—Supply Response of Married’Men,"t in,Watts and Rees, . ..
S PutA,dwﬁm:H&- . . AT e TN - T T TR
23 Ibid., p, 46.. . ot S ; - 'zﬂ_':, .

‘' . e L. N - . N T

24, Garfinkel's analysis extended to married vomén and the entire family unit. e
' . We report his results for these two groups when.we discuss below the papers ... .- ..
By Cain, et al., and Hollister. (Irwin Garfinkel, "The_Effeets of Welfare on e
" (Experimental Response.") . ‘ , _ i L . o
25, Using average earnings as his measure of labor supply, Garfihkel found insigni—
ficant differences for married women between the experimental .and control groups., .
In good part, this was attributable to a special problem, described below, which

LR

arose in gathering data. . - . o ‘.}-

26.. Glen G. Cain, Walter Nicholson, Charles Mallar, and Judith Woolridge. "The Labor
Supply Response of Married Women, Husband Present, in the Graduated Work Incentive
Experiment,' in H. Watts and A, Rees, Part A, chapter Tlla, ..

27. Cain, Tables 2 and 3, pp. 5 and 6.
28. Cain, et al., pp. 54-6 and 75-6 T - : . ‘:;"fj< o
29. Compare the results in Tables 2 and 15.in the paper by Cain, et al, = - CL

30. Robinson Hollister, "The Labor<Supply Response qf the Family," in H. Watts and

»‘A. Rees, Part B., chapter Va. s e . (R
31. Hollister, Tahles 4-11, pp. 16 and 25.- ) | , }' j:.i.'?’ ‘; ;}f'
32,7 Hollister,, -pp.‘ 19-24 and 54, R ' R
33: Garfinkel, Table 8, p.'39. . i : . L7 ST . J_V,ﬁ

N
[ 1

34, Seymour Spilerm&n and Richard Miller, "The Effect of Negative Tax Payments on Job
Turnover and Job Selection," in Watts and Rees, Part B, chapter VII,

v LN
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* [

Werk and Welfare Experience in ‘the Two Study Samples.
’ SOme Preliminary Observations

>
.
@

. . * . ‘ -

- - -~
- .. N -
- »

+ . In this chapter we iook at work and welfare’ experience in our two data samples

. . -
v ,*

to see if any relationships emerge without applying complicated statistical techniques.

B

We examine both work and welfare experience in two stages. For work experience, we

. first consider what distinguishes those who work at least some of the time from those

. .

who never do. Then we consider the york effort and earnings patterns of thoselhaving‘

-

4 s
- [}

B some work experience during periods covered by the data samples, Similarly for

" welfare experience, we look first at the difference between those who receive welfare

»
‘ .
v . s ¢ ) -

at least some of the time'and ‘those who never do. . We then investigate tle we1fare
experiences of'those who ever are recipients. it should be noted“that our later

-

. statistical investlgations of Work and welfare experience are concerned only with the,

-~

o
- . LY '

second stages of these two problem areas. Thus, earnings patterns are ‘studied statistic-

-

!, ally in chapters v and VI but only of, theée who at some time work, Welfare patterns

- ]
are stqdied statistically 1p rhapter VII in this case only for, those who at‘bome time
' receive.transfer payments. dhapter IV is non-statistical, investigating the Wisconsin
“ . % . ®
Ry data by a case hispory approach. Statistical techniques have the advantage that sev~

< ; . ' 5

eral explanatory factors, for a variable can be considered at one time in such a way

t ’ T that fhe sep;tate effect of each can be,distinguished However, a certain amount of ' '
simpliﬁication'and abstraction necessarily is involved This chapter together with
chapter IV, both non-statistical in method are intended to fill in the picture suggested
C by the’ statistical~investigations of chapters V,/VI and VII, and also to serve as a '

A check-on their results,
. . 3 ’




As noted, the data from the negative inocme tax experiment are derived from a '

. »~

, . e ' S )
set of thirteen quarterly interviews, administered over a 36-qonth period, one at

the outset and then at intervals of three months during the actual expgrimeq;.: Orig-

¢ .-

inally, 1357 families were selected- for the experimental and control groups. Ouf '

wogk on welfare patterns is done with a, sample of 894 families, chosen because con-

Iy .

.tinuous informatioh on their AFDC-UF and NIT, experience was available to us. Our . °

L3

work on earnings pattéfns is done with a much smaller sample because of missing

information:“ With respect to labor market activities, respondents were questioned

*
£

N about the nature of their labor force participation and earnings only for the last
» “ [y

week of each quarter. Continubus labor force histories were not developed. With
respect to welfa¥e experiences, respondeants were quegg}oned about their presence on

a cash welfare program at any point during‘tbe quarter and the size of their AFDC-UF

«?

payments for the quarter; records also weif kept on the respondents presence on a

» »

NIT plan and on the size of their quarterly paymen;s.2
e

Previous studies of welfare concentrated on a study of welfare status —- whether

. b
"

+ a family is on or o'ff welfare, This giyeé only a pa.’rtial pic;tur;a of the welfare .

12

experience of a fémily, siﬁ&e the amount of its transfe;,payment may ﬁluctuafe frequentl

Ed

~

even thougﬁ:;ts welfare status, "on welfare," remains &onstant. From anpther view-

0

point, the cost of aiding a family depends not only on the fact that it receives a

?, °

. ] . yi . } F)
transfer payment but also on the amount of that payment. ‘Thg availability of periodic

P

information on payﬁents permits analysis of such changes and is a major advantage

¢ -
- . Fy

. - . N R , 's ,
of the Wisconsin data set. The data on transfer payménts, moreover, comes from intér-*

views administered at éhort; frequent infer&als dnd were cross-céecked with re€brds
. * t ‘¢ LA

from the AFDC~UF and NIT agencies. In spite of the f}éﬁ that Vedividual changes in
. r ‘ '

welfare status were not recorded, a reasonably accurate.picture of changes in welfare

/ - -

»




-72 - S,

3

status can be deduced for each-family. Complete on-off-on again*cycles are highly
' , .

unlikely .to occur within any quarter. Therefore, changes id welfare status are likely

4

to be measured fairly accurately by recording welfare status at just one point during
* {
the quarter. In contrast to the longitudinal data available for aew York City, ours

v

do not contain direct information on the reason for movements on'and off AFDC-UF, on

L

and off the NIT plans, or from one traggfer program to another.3 _Nevertheless, we will

+

attempt to infer whatever possible about determinants of changes in transfer payments

»

in our later statistical analyses., This work is novel, since heretofore research:has

-

f 4
been confined by available data to analyzing changes over time onlylin welfare status,

not in actual payments. .
] '

- # o~

The absence of cantinuous work histories in the ﬁisconsin data implies'that we are

3

unable to measure directly the duration of jobs and unemployment. Of course, stated

-

:

-~

explanations for.changes in/employment status are not provided. Whereas changes in sel-

- ) ) 1 .
fare status can be reasonably deduced from once-a~quarter observatioms, such is n he

case with employment status. Hall estimated the duration of unemployment spells for
N : X h :

o

\\ . 1 . L] .
low~income males,yaged 30, during a period of relatively low unemployment, to be roughly

?

five weeks.4 Further, among those persons who experienced unemployment in 1969 16

.
L g »

percent had three or more spells of unemployment.5 _Such persons are likely to be con-

centrated in the low-income population: With unemployment spells being both short and
freéuent for certain persons, assessing employment status only in the last'ﬁeekqgf

Y

a thirteen week quarter runs the risk of inaccurately measuring work experience. Al-

though we cannot provide reasqnable estimates of changes in employment status, we can

> ",

offer an analysis of eqrnings, -both their mean over time and their variability for

each individual. Indeed, 4 family nay go on welfare not only because its members are

out of'work, but also (depending on the welfare system) because it is poor. Poverty

-

P

may come eitlier from no qgrnings or from positive, but low earnings. A fuller picfuxe

of the need for welfare arisesfrom s_study of earnings rather than from employment

\ . . \
° ‘ ¢ . » .
» . . . J
' - »

- status alone. | o ‘ N
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The second data set to which we had access comes from the Panel Study on Income

’

° Dynamics of the University of Michigan. Families in this natiohally representative

A\

¢ . sample were iaterviewed annualyy for five years.6 Fof our apalyses, we selected famil

- . - N

‘which were, except for the possible departure of any member, essentially intact} whos

incoxlne, inf t:he five years, was in the bottom fifth o§ the income dist:ribution;
p wgsse headyj.n not over 60 in ghe first year of fhe study. :There were 1635 such,fami
. . ]

-on the Miéh%gan data tape. Con;ianus work and welfare‘;istories also were not develo

.%? this'sépdy. From_ questions about labor force écti;ities in the past we;k ;%d about
f:we;ks worked during the past year, estimates were pade of ﬁéprs woéked and Loﬁfs un~
emplofed'far the year for the'fémi§§ head and spou;e. With respect to welfare activit
> ! R - .
-réspo;denté were'asked to pfoVide an egfiﬁate of the fotal amount of welfare payments
recei‘Fd by the family during th: year,- It\is thus even more digfiéult tP study e;;he

than with the wigsonsin data: We

weifare or employment status with the Michig

“ ’

-

shall again concenfrate on.explaining trangfer payments and earnings.

The remainder of this chapter divides into a description of the work expérience ;%

persons in the Wiscomsin and Michigan study samplesgin part A, of their welfare‘exber

ence in part B, and their work experience during periods in which their families recei
AN . i

.

v welfare payments in,part C. .. ° ‘ e .

« A. Work Experience

- 0

The firm attachment to the labor force of male hgads of low %pcome families is

borne’oyt By thé data we offer on the work behavior of male members of our t%o éamp}és

Table III-l,‘pQE) A shows that 92 percent of the ma%e heads iﬁﬂihe Wesconsin sa

-

‘worked at some time during the three year experimernt. To determine the basis for

the non—pérticipatidn of the remai:iffﬂz/ggrcent, the non-workers are divided in

othe third and fourth columns in theUpper pért of Table III-1 into twe- groups, diff-

ering in the amount of time the male head was in his original hougehold.-

1 N L4
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L4
TABLE III-1 + -

: Ho;krRelated Characteristics of Workers and Non~Workers

> Q@ - .

’ L B

A. Wisconsin Sample

. MALES MALES FEMALES
:éfé&- : cTet s * 4
. < ‘ . on- ¢+ Non- ’ .
L3 . . - Workers, Workers,
v - . . ‘. . Prsnt, Prsnt. . .
U ’) : . .Non- 6 Prds. More Than - . Non- -~
- Workets Workers or less 6 Prds. Workers Workers
Characteristics‘} - (N=820) (N=74) -(N-4ﬁ)ﬁ (N=30) (N=292) (N=602)
Mean No. Prds. Prsnt. (H) 11 5° N - 10 11
Mean No. Prds. Prsnt. (FS) 12 11 X .11 12 12
79’ 45 43 . 46 71 79
- 36 42 42 ° 42 .33 33
22 8 4 13 30 221
52 43 11 90 60 56
Pct.. Blk. & Span-Surname .’ 57 66 82 43 58 - 58 /
Pct. With Training ) 24 11 2 .23 14 . 8 '
Pct. Whose Spouse Worked . 30 65 30 43 » 84 9%
O )

B. _Michigan Sample

-

' L - ) MALE HEADS FEMALE,HEADS FEMALE SPOUSES
. - Non-— : Non- Non~
e . Workers' Workers -Workers Workers Workers Workers
Characteristics (N=1017) (N=46) (Nf442) (N=130) .(N=706) (N?ggg)
"Mean No. Prds. Prsat. . 4,5 4:3 5 5 - 4.3 4.4
Mean No. Prds. ‘Sourse Prsnt. "3.9 3.0 T - —_ - 4.1 4.3
Pct. With Children {35 . 82 4 80 . 77 ., 8 _/ 83 °
. Mean Age .« 39 50 . 41 ° 43 34 36 '
Pct. HS Graduates , 53 33 . 65 55 51 32
Pct. With Disability 31 . 710, 1 79 - -8
Pct, Disfigured . 13 . 63 ] 11, 40 - -~
Pct. Blk. & Span.-Surname . 57. 48 78 - 817 .- 57 * 55,
Pct. With Training 19 ° 15 19 tg - —
Pct. Whose Spouse Worked : 73 41 - - 98 N\ .93 .
A P T - - - . W T

.
P ) [ .
., .




N e et e T e e ey oy - -

LY v -
. . 'y . ¢ . —_—

) . - 75 - . . Lo

Notes to Table III-1 : ’ _

£ 4

1 4

In the notes to each table variables will be defined only if they were not de-
, fined in the previous tables. : e

S

A dash indicates that data are not available on the particular variable for the
indicated group; or that none should be.available, as in the case of information
" on a Spouse of a woman who always was the female head.of the family.

2. (H) and (FS) stand a1ways for "Head“%3nd "Female Spouse," respectively.

Definitions of Vatiables; ’ . : ‘ U R .
1. Mn. No. Pds. Prsnt. (H) and (FS): The mean among persons in the group of .
the number of periods that he (she) was with the family with which he”lived

at the outset of the study. Periods are quarters in the Wisconsin.data'and

~ ye/ars in thej Michigan data. ‘

,
. .

2. Pct. With Children <5: The percent of the, group that had at some time dur- -
Ing the study a child in the family that was aged 5 or less. y

3. Pct. HS Graduates: The percent of the group that completed 12 or more years
of schooling. - ’ 7

” - /.

4. Pct. Unhealthy: The percent of the group that was considered unhealghy as . -
a result of having some chronic, illness at some time during the experiment.
This measure is the #Elesh hea1th variable" on the Wisconsin staff'; ahaly-f

sis tape. aj/’ * ;

5. Pct. With Tr‘ining: The percent of the groupvthat,had formal job training ’
‘outgide of a regular school program. ’

6. Pct. WhoSe_ Spouse yorked: The percent of the group whose spouse ever worked
during the study period. BRI '

7. Pct. With DiSability The percent of ‘the group that ever suffered from a
disabling physical or nervous condition that would dmpair the ability to .
do a'certain type or amount of work during the study period

8. Pct. Disfigured: The percent of the group that was judged by the observation
" of the interviewer to suffer from a disfigurement that would limit the abi1ity
to find work., . !




. . ", - 16 - »_vcc‘z . — g — . — — =

. ;! ,' - . . - .7 7 N .
Of the 4% men who spent less than 7 of the-12 periods with their orig}nal households,

<

41 left between the time of their selection and the time the experiment began. Thus,

gince we do not know about their work behavior over the three years of the exper iment,

[

we cannot be.sure that’they are non-workers. Among the remaining 30 non-workers, bad
.health seemed to be the distinguishing characteristic. While 52 percent of the males
0 - . f . l["

who ever worked were over "unhealthy," i.e., had a chronic illness at some time during

the experiment, 90 percent of the non~workers (present at home for more than 6 ﬁeriods)

r = .
were at some, time unhealthy. . S
. In the Michigan study sample, non—workers also are a small minority, 4 percent,

“of the male heads. Again in this group, the distinguishing,characteristic of non—workers

13
o~ .

is their poor health° roughly two-thirds of them suffered from a nervous or physicél

Y

disability that the asserted limited the kind or amount of work the could do; while
£ y y
g’had a disfigurement which their interviewer felt —w

a substantially ovgrlapping gr

<

would interfere with their ability to find work. While such disabilities and con-

ditions ere cCommMon among wonkers, they were far more‘prevalent among non-workers.
. /

For the most part, male heaﬁs %f low income families stay out of thehlabor force
N £

entirely for K long periods only if\fhey suffer from some disabling condition.
£ . . P

. -4 . .
Also consistént with the review in Chapter II is the less prevalent attachment

/

«

to the labor force of female spouses and,femalé heads. In the Wisconsin sample,
only one-third of the female spouses worked ai any.time during the three .year experi-

ment. In the Michigan sample, over the longer period of five years, twice that fraction

L] .
“ . ,

of female spouses woﬂked at some time.* Among women who du ing the "study always were ,

femalé heads in’ the Michigan sample, '77 percent worked at soue Qime. In both study

samples, female labor force participation appears to be slightly more common if the

. male head is absent. In fhe Wjdconsin gample, male headsare present for, an aVerage .
[3

.

of lO‘periods in households here the female spouse ever worked' and are‘bresent roughly

10 percent more often in the households of non-workers. 'In_the Michigan sample, among o °*
> ‘
% * 4

I:C ’.— ' :- : 86 ’ ) . . 's.‘ . ‘ .




the women who always were female heads, the proportion of workers, 77 percent,is slightly

higher than the 70 percent among women who were female spouses at least some of the time

. 02
.

< Since the group of female spouses includes women,who'occasionally were family

" heads, the contrast between the two groups in work effort resulting from a male head' s

absence may be blurred. Note also\that working women are more highly educated than

non-workers, so that they may have superior wage opportunities. ' Also, they are less

likely to suffer from disabling conditions. Even so, disabilities are common among

-
L

workers: * ‘ - - . o

.
.

Having distinguished between workers and non-workers, we proceed with a discussion

g; work experience by using data only on workers in the two study samples. Before
going further, consider how the various "means" presented in Table III-2 and thereafter
.are,obtained. For each individual'in>the‘Wisconsin gample, we have twelve quarterly
observationg on many of the variables, like.hours worked'(measured as the hours worked»'

-~
" in the last week of each quarter). To reduce this information to manageable form, *
we first take the mean over time of h¥irs worked for each individual . Then an average
of those individual means is presented in the tables for each group of individuals

under consideration. . Similarly, the standard deviation of a variable like earnings -

’st calculated for each individual from his time series on earningSa The tables then

A "'

present an average of these standard deviations for all of the individuals in a
particular group. (The latter mean appears in the tables as "Mean std. Ddv. Earnings. D)

+

Our discussion og\the male and female workers in Tahles, III-2 and III-J is directed
. ' ' Al ! I

i s

.o

towards making initial judgments about the detérminants of low earnings, ?amilies\“

receive income transfers in our samples principally.because their earnings are

4

insﬁfficient, the insufficiéncy resylting &ither from earnings that are low regularly

or that are interrupted with varying frequency. Thus, we inquire as to why earnings
a - . -
are inadéquate, knowing that earnings ‘for the individual.ére equal to tne product

. .

¢
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TABLE III-2 . : - ‘o ’

Wbrk-Related Characteristics and Work Experience of Male Heads of Families,
. _ By Hourly Wage Rates and Hours Worked .
E3
A, Wisconsin Sample
8, o 4
; .
Mean Wage Rates

.01-2,40 , 2,41-2,80 :..2.81-3.20 . 3.21-4.80 4.81+

Characteristics (N=206) - (N=195) ° (N=183) (N=201) (N=15)

Pct; With Childrensx 5 74 81 79 83 .73

Mean Age / . 38 35 37 35 35. .

Pct, Unhealthy, 56 54 51 - 48 40

Pct. Disfigured - - - - -

Pct. HS Graduates . 16 21 26 27 27

Pct., With Training 21 . 24 - 28 24 53

Pct. Black & Span.-Surname 54 61 57 . 59 20 o

Mean No. Pds. Empl. 8 10 . 10 11 ) 9 ‘
"'*Mean Hrs.Worked 27.7 31.3 33.1, 34.2 24,1

¥Mean Hrly.Wage Rate . - - -= i - .

Mean Earnings 731 - 1015 1197 1447 . 1658 ) :

Mean Std.Dev. Earnings " 308 364 . 406 \ 468 886

Pct .With 3+(2+)Jobs 32 28 22 : 13 ' 33

_ Mean Hours Worked

K ‘ 1-20 21-30 31-40 =~ 41+
Characteristics (N=155) (N=118) (N=324) (N=187)
Pct. With Children §5- 79 78 78 82
-~“Mean Age . . 35 36 38 37
Pct, Unhealthy ' 65 , 62 50 39 Z
Pct. Disfigured ’ -— - - -
Pct. HS Graduates 19 17 24 27 .
Pct., With Training -~ 26 25 22 28
Pct. Black & Span.-Surname 65 ' 54 - .59 45 .
, Mean No. Pds, Empl. 4 9 .11 . 12
Mean Hrs. Worked : - - - - “ »
Meap Hrly. Wage Rate . 2.65 2,95 2,92 2.89
Earnings i . 618 v 933 o 1212 . 1438
Mean Std.Dev. Earnings : 467 - 562 . . 339 325 ‘

Pct. With 3+(2+)Jobs 30 29 20 ’ 15 -

’
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~ TABLE III-2 .

continued

B.

Mean Wage Rate

-~

Michigan Sample

Mean Hours Worked

> .01-1,60 1.61-2.50 2.51+ 1-1000 1001-1800 1801+

Characteristics (N=354) (N=377) (N=285) (N=101) ’(N=246) {(N=669)
Pct. With Children 5 84 82 80 85 84 82,
Mean Age , 42 38 | 37
Pct, Disabled 43 27 22 64 43 22
Pct. Disfigured 21 10 8 41 15 8
Pct. HS Graduates 41 56 65 51 55 53
Pct, With Training 14 18 26 20 20 18
Pct. Black & Span.=-Surname- 63 57 . 49 55 58 58
gean No. Pds. Empl. 4.3 4.2 4.2 2.7 4.3 b4

ean Hrs. Worked 1981 1964 1864 - - -
Mean Hrly. Wage Rate - —— . —— 1.91 2.20 2,06
Mean Earnings , 2278 3895 5940 926 3266 4590
-Mean Std,Dev. Earnings 793 1082 1664 862 1404 1062
Pct. With 3+(2+)Jobs 8 - 34 *30 1 25 43

. . ¥
' 3
I
o
) - ;*
. S

4,
.
Ay
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Notes to Table III-2

In each of the "mean"variables 'appearing below, that mean should be interpreted’

" in the following way. First, the mean over time is calculated for each individual

forthe values of his wage, for example. Then, an average of these individual meansg
is taken for the individuals in each group. It is these gubgroup averages or means
of individual means that appear in the table. : ) :

Definition of Variables ) | l -

’

~ 1. Mean No. Pds. Empl, Ty Based on the .number of quarters in the Wisconsin data

(years in the Michigan data) during which perSOns in the group were employed
at some time. - . .’

2. Mean Hrs Worked: Individual-and group means based on hours o work per week
in the Wisconsin data (per year- in the Michigan data).

é

3. Mean Hrly. Wage Rate: Based on the hourly market wage rate. The mean for each
individual is calculated, for periods in which he is present and for which a
positive wage is available as a result of employment by dividing earnings by °
hours worked. Wage rates in both data sets are deflated by consumer price indéx

" (1967 = 100). - ' - ' .

4. Mean Earnings: Based on quarterly (annual) earnings caleulated over the number .

of periods during thich an individual is present in his’ original ome. Earnings
are deflated by a price index (1967 = 100). .

-~ r

5% Mean Std. Dev. Earnings: Earnings used in this calculation are defined in the

previous footnote. The standard deviation for each individual is calculated
for earnings over the 12 quarters (5 years in ‘the Michigan data). Then the average of
these is calculated for each grqu of individuals. N

" 6. Pct. With 3+(2+)Jobs: The percent of persons in the group who had 3 or more jobs

in the Wiseonsin data (2 or mmore in the Michigan data) during the course of the
respective study periods. - .

7. Mean Other Family Income: Based on mean family income for each individual, which
is income exclusive of his own earnings and income transfers from welfare or
NIT; is deflated by the price index; and is calculated 'over the entire 12 quafters
in the Wisconsin ‘data (5 years in the Michigan data).
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: - TABLE s 5 e c'— -
WOrk-Related Characteristicsvand Work Experience of Female Heads an; Female Spouses,
By Hourly Wage Rates-and Hours WOrked ) R
, AL ‘Eichigan Sample o ) .

Mean Wage Rates Mean Hours ﬁorked

501-1800 1801+

Note: ' -

Variables in this table are defined in the notes to*Tables III-l and III-2,

.

’
2

’

<

. .01-1.60 1.,61-2.50 2.51+.- 1-500
Characteristics (N=452—— (N=142) (N=30) - (N=128) (N=157) (N=157)
Pct. With Children~< 5 82 70 90 © 81 80 . 80
Mean Age 40 37 35 40 41 -, .. -42
" Pct. Disabled T 39 23 30 727 48 .33
PcE Disfigured 10 9 7 22 10 Y “4
Pct. HS Graduates 63 79 77 , 65 65 ' 66
Pct.With Training 18 22 30 16 16 24
Pct. Black & Span.-Surname 73 68 - .57 80 73 82
Mean No, Pds. Empl. 3.3 3.7 3.1 2.1 4.3 5.0
"Mean Hrs. Worked" 1035 1249 1027 - - -
Mean Hrljy.Wage Rate —— .- - 1.33 1,37 1.44
Mean Earnings ) , 1168 2375 2830 235 1373 2692
Mean Std.Dev.Earnings 509 4 970 1559 301 , 854 755,
"Mean Other Family Income 1817 2179 2327 . 2660 1998 1072
S 3, . .
? — R
. —_— FEMALE SPOUSES .
' . Mean Wage Rates Mean Hours Worked -
. ] . .01-1.60 1,61-2,50 2,391+ 1-500 _ 501-18Q0 1801+
Characteristics (N=508) (N=150) (N=47) (N=366) -(N=249) - (N=61)
‘Pct, With Childred g5 .80 81 - 85 81 85 61
° Mean Age 35 33. 30 34 .33 ~ 38 °
« Pct.—Disabled - - -, - - -
Pct. Disfigured == B - - - .=
Pct. HS Graduates .. L 43 68 79 50 51 53
Pct., With Training - > - - - ) — -,
Pct. Black & Span.-Surname 62 ' 49 b 28 42 43 v 38
Meaa No. Pds. Empl. 2.7 7 2.7 & 2.5 2.0 3.6 4,9
Mean.Hrs. Worked 585 607 4 509 - - , -
Mean Hrly. Wage Rate - - - 1.37 1.46 1,30
Mean Earnings . 835 1528 2134 557-,* 1562 2304
" Mean Std. Dev. Earnings - '1010 . 1359 1945 468 963 709
Mean Other Family Income 4236 4734 5517 4860 4287 7 3616
v i R
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A '\/‘rABLE 111-3 ;-
s chtime . - |
‘ i B. Wisconsin- Sampl ' . 1, .
- Lo : . FEMALE SPOUSES
_ "Mean ‘Wage Raté . Mean Hours Worked®
. : SR .01+1.60 1.61-2.00 2.01-2.40 2.41+ ,01-3 3.0l-6 6+
Characteristics’ _‘ (N=39) (N=109) (N=68) (N=59) (N=56) (N=35) (N=184)
‘Pet: With Children < 5 - . 67 - 70 69 . 80~ ..73: 86 68
- Mean Age : J + 35 33 34 337 .33 29 34
Pct. Unhealthy 51 . 6§ /,-__,5.\ 58 68 69 56
* Pct.-Disfigured - T i - - s~ -
Pct, HS Graduates 33 .27 -35 32 - 30 26 32
Pct. With Training 5 * 15 18 . 19 1{0 . 20 14
Pct. Black & Span.'Surname 41 58 - 68 53 . 46 . 40 . 63
Mean No. Pds. Empl. - 5.6 4.6 67 o 7.1 1.3 2.7 7.7
. Mean Hrs. Worked . 11.4,  10.6 18.5°h% 17,40 = o
Megn Hrly.- Wage Rate - .- . S - .1.90° OZ.O’8 . 2.11
Mean Earnings . 170 - - 221 « = 462 539/ -39 105 479
+ Mean Std.Dev, Earnings ) 150 232 326 385 107 229 337
‘Mean ‘Other Family Income 1232 1249 1288 1461 1340 1370 1277
. ’ - H
. «~ ; ‘
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-
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of hours worked and the wage rate., Consequently, e@:éée what factors are associated

.
.

3

with differences in wage rates and hours worked, the workers,are grouped by their

v
. .

'average hourly wage rates and their average hours worked in the two tables. ’

Turning to the tables, an interesting peculiarity arises fo; male workers in

<

the highest wage rdte categories.- In the Wisconsin data, for example, note that ) P

\s. v, .

workers whose hourly wage rate exceeded .$4,81 have fewer hours worked on the average

M ‘

than workers in the lowest wage rate Fategory This could suggest the existence of

.
.

"backward-bending labor supply curve." The standard expectation is that workers

will take advantage of the greater earnings opportpnities,open to them by increasing

their work effort in response to higher wage rates. Such behavior yields‘a positively

Py

sloped supply of labor curve. However, it alsojis possible that workers reach some

]

‘wage at which they decided to take ad antage of tlie increased-well-being offered -

t

, by a“yet higher wage by actually deéreas ng their hours of work. ‘If the latter is the

L

" case, we observed a‘Packward-bénding labor supp{j curve. We do not believe that thisv

'

is whdt We are observing in this gnstance. Rather we think that the phenomenon being

¢ H

observed is an arpifact of the manmer in which the Wisconmsin and (our version of the)

R . @ ¢

Michigan samples are comstructed.To fall into either sample, families had to have

relatively low annual incomes: High wage workers could, appear in a low income sample

only if they worked relatively few hours per year. Thus; the high wage workers inthis

sample constitute a group that is, 1ikely to be unrepresentativé of all workers who

work at such wage rates. What we well may be oBserving then in Table III-2 is the

-

entry into the two truncated samples of only those high wage workers who experience

1 E-3 ’ .'}

subgtantial unempldyment. i : ‘ ) '

Excluding the peculiar high wage category, we note‘thEt low wage rates,are agsoclateq

with less education and formal job training, as well as with a higher incidence of bad
/ . .

health .and disablement. Similarly, low average hours wonked over'time is associated
-

,v-«

' with less education and training, snd especially with the greater prevalence of dis-

abling physical or nervous conditions. ‘

- . ¢ ‘ .
. . b !
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> Workers earning low wage rates not only suffer more from disadvantageous |

-
. ’ -

eharacteristics, but also encounter more diffiiulties in the labor maszt which, .

. ' - . ’ g
in turn,account for their low earnings. Looking at thé male workers grouped by
their’‘wage rates in Table {gI—Z, note that low wage .workers are egployeg for, fewer
~ <
_periods and, reflecting theixr periodic unemployment, average fewer hours worked per

week than do hdgh wage workers. Moreover, job stability séems to be positively

. associated with the wage rate: lowef wage workers experience more job &hanges than do

high wage workers. Combining the information on hours worked with that on job changes

suggests that low wage workers often experience unemployment when changing jobs
L4
”» N
_ rather than going directly from one job to anothef. In suh, the data in Table III-2

.

suggesh that the association of low wage rates, frequent job changiﬁg, and:periodic
uneméloyment together contribute to the low earnings experienced by low wage workers.

- Examining the data in Table III-2.which Eroup the male workers by their average

7 1
9 \ PR -

¥ ~. .
hours of work, we note that those who work feker hours, like those who work at lower .

»
»

wage rates, more frequentlysexperience health problems and generally have more limited
zdueations;'gThey'have not, however, been exposed less often to formal job training)

J ~

.ConsErasting those in the lowest hours worked category both in the Wisconsin and Mich-

.

igan gata with those in all of the other hours categories, we seé that-those who
.

-

worked relatively 1itt1e did so at relatively low wage rates' ‘and also worked in

ve;y few pe;iodso Thus, very low earnings seem to result from persons with low

.

wage rates working very few hours,  because they frequently have‘long stretches of

»
. * - 4 .

no wbrk at all._ - . ’ /// ' Y. .
» J f\'
.Some taution is needed in interpreting the mean wage rate for each hours category
d ‘- < . T - . . ,

.because of the aispersion in wage rates within each category. In the Wisconsin data,

- ’ 1

///for example, 9.6 percent of those averaging 21-30 hours worked had an average marLet

0 ]
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wagg of over $4.40 per hour; only ?.7 and 2.3 perCent; respectiveay, of those in the' \

—

two highest hours categories had hourly wage rates exceeding $4.40. Differences

. [

in mean wages from one category to another provide only an imperfect measure of : /' 5

differencgs in the distribution of wage rates withig’each fategory.
& ° - T &
In examining the work experience of women in the two sets, we concentrate our

-~

discussion on the Michigan data‘ where information exists both on female heads of
families and female spouses We continue in the Midhigan data to separate women'

who always are female heads from those who either a1ways or sometimes are female

-

-

spouses and again inquire into the sources of low earnings. In the.Wisconsin data,:

. -,

. - ) y
most women were spouses for most of the period: conééghently, female spouses and .
* female heads were not'separated. Thus, as in the discussion‘of low.earnings among men,

L " -~

4
we group the working women by their average hourl& wage rates and hours worked°

With respect to work—related characteristics, the dita in Table III-3 indicate

that womer who receive low wage rates are likely "to be black.or Spanish-surnamed and less

o v .0 . .
highly trained and educated than are high wage workers., As with males, a distinguishing

. %

characteristic of women who work fewer hours per year is the existence of a disabling

< 4 ~

' physical or ner%ous condition. Qur crude measure of child care responsibilities suggests
that only among female spouses ddes the presence of young children.differentiate ’z

women who work varying numbers of hours. . ‘GD' . . .

£ .
-s

-

‘As in thf case of male heads, differences in mean earnings a?ong women are associat

with;differences in wage rates and hours worked. Again,(though it is not only low- . »*

5

wage workers who work limited numbers of hours‘ ‘For female heads and*ﬁemale spouses

.o
’
[ . A

in the Michigan data, the number of annual hours worked}across the'three wage rate

categories are, respectively: . 1035, 1249, and 1027; and 585, GQZ, and sbéolfThis -_

may result from the truncation of the gample by annual family incomeo_ That is, “

in a sample confined to low and moderate income persons, women earning very high -

wage rates could not enter the'sample unless they work few hours cerpainly.highfwaged,
1 . - N [ ¢ s
‘ L7 .. ! ' , . ) .

. . . .
. ' - A A

,
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hours per year,

&

s

female spouses of ‘working mafzs could not enter the sample ‘unless they worked few

L] &

’ R
Two concluding points in this section ori work experience relate to information

-

.
)

on the impact of welfare on the work effort of females and on the composition of

family income. ,

.

.

[y

Shown Just below are uggestive data on the effects of available income transfer ”
“ o~ .

, programs on the work effort or women,

into four groups.

State Groupings

‘
v

' These result.from a division of the states

v

‘o

1 4

Average Annual Hours Worked by Heads of:
= .
Female-Headed Families

Male-Headed Families

” -
-Low Guarantee-Low Tax Rate 1842 y e ’ 1063 -
Low Guarantee—High Tax Rate T 1954 : 879 - - 4(
High" Guaréntee—Low-Tax Rate l53} ) .707 .
High Gu#rantee—High Tax Rate . 1752 . ’ ‘ 598 o

.

Those having maximum annual benefits in 1267 of $2200 or less for a family of four

~

those with a "high guarantee."

[S

e

elfare incoile are called the "low guarantee"

states, the remaining

-

'Those states with especially low

tax. rates that result from complicated benefit formulae which are designed to, ré-

strict assistance payments to low levels are labeled "lov tak rate" states,, whereas

.

the remaining jurisdictiors are considered "high tax rate" states.
A ]

'o

’

Their cross~‘

‘ classification yields four groups of available state Welfare programs,‘varying .

Very rdughly;

crudely in the degree to which they offer recipients incentives to w?rk

.
L

we Would expect work effort for, a given family type to decline as we go from the
( 1

low guarantee—low tax rate antes to the high guarantee—high tax rate states, if

loW'guarantees and low tax rates are least likely to reduce labor 53§p1y. Families

. . .
[P . LS . ! ‘ .
o « ot . ’ -

+,

E
E
B
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which always are female headed, those predominantly affected by the existing

AFDC progrem for example, experience a dramatic declfifie in hours worked among

_ the four groups of states. While in the low guarantee-low taz;%atE‘states;;

annual hours worked for f;ﬁéié heads 6f families was 1,063 over the five years,
it was- 598, or over 40 pe;cent less, in’the high guarantee-high tax rate states.
Again, though, the reader should recall that this finding fails to control for °
mény factors, incldding labor market conditions, and shgula\be~regarded only as

suggestive, . P .
4

- A last question in this non-statistical analysis of the work experience and
earnings of low income families in. the sample relates to the tomposition of

"family income. The data in Table III-14 indicate that.within the Wisconsin

sample there is an inverted U-shape relationship bétween total non-transfer family -
. | S ’

income and the proportion of it contributed by the male head. Male heads conim\“f

-

. 4 ° -
tribute little to the income of the poorest families, but, in additjon, thq,ézn—'
tributions of other family members are small in absolute terms. Higher- family

. h ¢

. -
income in general comes from greater earnings of the male head. *But since the

earnings cdpacities of males in our sample arg limitedd’tﬁé highest family’incomes

-

occur when the male earnings are supﬁlemgnted by eq;ningg‘bf other family members.

" - L
r, -

' Y !
The data in part B of Table III-4 reflect the.large relative contributions of

g

/fgmale earnings to family income at the extremes of family income in this sample.

Fd—==
B. Welfare Expgriénce )

(::/ Paralelling the discussion of work experience, we begin by distinguishing ‘ ;

-
between families who sometimes and neyer received income transfers from AFDC-UF

(or AFDC) or NIT during the stggy pé{iods. ‘Given the rules of these transfer programs,’

-
s
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TABLE III-4 -

~ Average Céntribution of Male Head's Earnings dnd Female
. .....Spouse's Earnings to Non-Transfer Family Income__ __ __

& i -

—

-

Mean Non-Transfer Family Income

A, Male‘Heads

. Average Ratio in Income Class of Male's

S

(Over 12 Quarters) Earnings to Non-Transfer Family Income
$1 - 500 - 47 ,
501 - 1000 o 57
1001 - 1500 76
1501 - 2000 .78
" 2001 - 2%00 68
2501 - 3000 ) 59 :
3001 + ‘ . 48 . - -
.. rd

A

-

Meaanon-Transfef Family Income
(Over 12 Quarters)

A

B. Female Spouses
> <

Average Ratio in Income Class of Female's

Ten

A
H

Earnings to Non-Transfer Family Income

A »

v

$1 - 500. 13

501 - 1000 g .
1001 - 1500 6
1501 -~ 2000 5
2001 - 2500 , 9
2501 ~ 3000 Y 10 ‘
3001 + L 13

%

1

%
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1
we would expect that variables measuring family size, the head's health, the presence
¢

of'young children, and family income and its variability to affect participation

in tmrdzféumuunjhapmri,_given_thecharacteristics of a population, -

P

the;program rules t a-selg_g_gbYiggslr:;gfluenceithe_extent_nfzpaztinipation

By separating those who sometimes from those who never received/’ C-UF
(or AFDC) or NIT, Table III-5 allows us to investigate the impact of the factors Just
listed. Examining first the data for the Wisconsin sample, we note}éhat laréer
families, presence pf young children, and i1l health of the male head all are sone—

what more prevalent among those ever on AFDC~UF or NIT than those who never receive l

welfare payments. Clearly, though, the key factor differentiating AFDC-UF (or ‘AFDC)

récipients from those never receiving payments from that program is family income

.

(exclusive of welfare) The sharply lower and more highly variable incomes of

AFDC-UF"’ (or AFDC) families appear to be partially attributable to the more frequent

absence of male heads from their familiés. An interesting faét is that the differ-
3 .

ence in income level between NIT and non-NIT families is small compared‘to the

difference between AFDC~UF and non AFDC-UF units. This results from the’condition

o

that male heads either be absent'or totally unemployed before:their families can
. B . A .

‘receive AFDC-UF (or AFDC) payments.

For both male and femsle-headed families in the Michigan sample in Table III-

-

differences in income and family size énd the prevalente of disabilities distiéguish

recipients from non-recipients. Here, the ‘measure of the presence of young/? ildren’ _
1

suggests ho effect. Only 20 percent of the male-headed families ever were, recipients

compared to 62 percent of those with female heads. 1In part this ig due to the

> .

more limited availability and greater stringency.in requirements of AFDC-UF programs

compared go AFDC. However, the table shows snbstantially lower,incbmes for female-

"headed families, accounting for at least ipne.of the difference. The effect of, program

~ .. f
- SN 4
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TABLE III-5
Fe

By Potential Transfer Program

-

Wisconsin §§§Pl§"£

A

Characteristics Related to the Receipt of Income Transfers,

o

4 -k A. SO ) . —
ONAFBC—orAFBE-HF————— ONNIT
. ' Sometimeg Never Sometimes Never
; Characteristics (N=266) (N=628) (N=521) (N=63)
" - Mean No. Pds. Prsnt. (H) 9 11, 10 11
Pct. With Children 5 84 73 80 71
Mean Family Size 6.4 5.8 6.0 5.9
Pct; Unhealthy (H) 59 48 53 49
Mean Qtly. Non-Trmsf. Inc. 957 1620 1355 1578
Std. Dev. Non-Trmsf. Inc. 520 525 447 530
, B. Michigan Sample
MALE HEADED FEMALE-HEADED HEAD CHANGES
y " Sometimes Never Sometimes Never Sometimes Never
Characteristics (N=166) (N=657) (N=355) (N=221) (N=112) (N=128)
* Pct, With Children g 5 78 83 76 85 86 77
* Mean Family Size _ 6 ° 5 5 3 6 4
Pct, With Disability (H) 69 36 66 - 42 - -
Pct. Disfigured (H) 25 14 23 11 13 11
Mean Annl. Non-Trnsf.Inc. 4341 6097 2002 3940 4127 6232
Std. Dev. Non-Trnsf-Inc. 1555 1966 1127 1262 2440 2846
Pct. of Families in Prgm: / . /
“Low Guarantee-Low Tax 17 54 41
Low Guarantee-High Tax 15 58 37
High Guarantee-Low Tax 37 70 63 .
High Guarantee-High Tax .32 70 “63 ’
’), '
i f i /
! - <
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~ Notes to Table III-5 ‘ _ .

All earnings andincome daty in TABIES TIT-5 through I11-8 are not
deflated -by a—price -index; ———==—""""— - o

{ ¢ T
. o . /

{

Definitions of Variaéles:

N ;
. 1. Mean Qtly. (or Ahnl,) Non-Transf, Inc,: This is a mean among families ’
in a group of mean family income: over the entire study period., It
excludes only AFDC-UF (or AFDC) and NIT payments from family income
per quarter in the Wisconsin data (or per year in thke Michigan data).

It is not deflated by a price index,

2. Std. Dev. Non-Transf, Inc.: This is a mean among families in a group
of the standard deviation of the non-transfer income measure just
defined,

3. Pct. of Families in Prgm.: The 50 states and Washington, D.C., are
grouped according to the level of benefits they offered a family of
four with zero income and according to the benefit formulae they used
in 1967." The states are listed by group in footpote 7 to the text of
this chapter, - ’ :
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z

parameters“n welfare participation can be seen from the data on participation rates

in the four groups of states. In the states with low guarantees and low tax rates,.

7 ~ 7 .
for example, 1/ perceant of the male-headed families were reeipients of cash -

assistance at someAtime. In the states with high guarantees and high tax rates,
. . .

the participation rate (over time) was 32 percent. In the former group of states,

mean income amang all sample families averaged $5427 annually, while in the latter

group of states it averaged $6509 annually, nearly.$l100 more per family per year;
Restricting attention now to recipients, we copnsider the factors associated

with extensive dependence on such transfers. Again, variables like family size, the

" head's health, family income, and program parameters all should be related to the 1

degree of dependence over time on cash transfers. As noted in the introduction
1

o

to the chapter, two measures of dependence are available. on and_off status; and amount

N . ’ |

of welfare or NIT payments per period.

. In Tables I11I-6, 7, and 8 families are grouped by their average income transfer

payments for the purpose_ofAdetermining vhether the variables just mentioned are assoc- ]

d '

iated with the extent of dependency. Table I1I-6 divides the families in the Wis-

consin data into two groups, one containing those in the control group and the other

V‘\. "‘w \/‘,g -

containing all those in the various experimental groups. Families in the experimental
)

in TabletIII—G that families heavily dependent on AFDC—UF (or AFDC) suffer dig~-
proportionately from the absence of their male heads and are also somewhat larger
than families which have slight dependence on such welfare. For broken families,
apparentl;LkAFDC-UF probably offered‘a more attractive package of benefits than' .
yIT, since the formerlincluded Food Stamps and Medicaid besides AFDC-UF payments.

By contra €: as seen i§ the Table II-7, which groups the experimental‘families

.t . . . N
within theér various treatment groups by their average NIT payments, extensive

7

-

S S0z L | )

- groups had the option of going on AFDC~UF df they preferred it to NIT. We observe -

.5




P TABLE III-6 <

e Extent of Dependence on’ AFDC-UF (or AFDC) Program,

: - - ¥ Experimenta&-eontroi—Statns
.; e (Wisconsin Study Sample)
) AFDC-UF Payments AFDC-UF Payments
for : . for

Experimental Group " Contrel Group

' $1-2006- $200 + -$1-200  $200 +

(N=55) (N=121)  (N=28) -~ (N=83)~

,_Meaanb. Prds. Prsnt. (H) ) 'Li, N 8 .0 :9 .

Pet. With.Children <57 . 1 8  .ek g0
M%n?mubrﬁze ; ,f" j?;gk.A ,,&5’f~f“‘ﬁlw¢;;xf%

‘ &, Petcent Unhealthy . yj Tt /. SR A v 75 Y
Mean Qely. Earnings (H) oL 10T 766 - 10Q§- Q“:jai
Méan Qtly‘ Earnings (FS) fj 'f ) ,i&qﬁ‘.:Ju,d 54 - ,' | 147 66 i

: Mean Non-TrnsE Inc;,~ © .. 1346 . 738 e }3&1 "'&Z 891 '
‘: ' ) "‘/ ) ‘,, ) . . - . ’f, l . b ‘_ ~
3Mgan Std. pev. of Incg S 608 475 . 574 %1 5274, t.f
N o S o S T A
Ratio of Pds. én NIT to -+ .. " ~ i/8 - _ 4.1 oz w0100 %
1 Pds. on. Both SR S o

Earnings and income measures in this table are not deflated by a price index.

‘ 'Definir&on of Variable

Raﬁio of Pds~ on NIT to Pds. on Both' This is simply the ratio of mean number
of peri¢ds for which families in a group received NIT payments to the mean number
_of periods for which families in a group receivéd either NIT or AFDC~UE (or AFDC)

payments.

;. t .
R 4
" .
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\ , TABLE III-7

Extent of Dependence‘on NIT mnwmnml.‘W% Experimental Group and Mean NIT Payment

“

]

\ , S
(Wisconsin Sample) , - - - -t
. . g
NIT Payments for Experimental Groups
. * ¢
. 50-30 50~50 75-30 75-50 . - 15-70 ~ 100-50 100-70 125-50

$1-200 200+ 1-200. 200+ 1-200 200+
(N=36) (N=4) (N=34) (N=0) (N=26) Azummv

1-200° 200+ 1-200 200+ 1-<200 2004+ 1-200 200+ 1-200 200+
(N=70) (N=14) (N=32) (N=5) (MN=18) (N= bwvnzubwv mdnHQVAZIva (N=103)

' ‘Mean No. PCs.Prsat.(H)| | 10 8 9 0 8 .11 .10 9 i 10 10 1 Ir 12
Mean Family $iz6' . L] | 5.9 4.9 5.9 0 5.0 6.1 ‘6.0 59 6.1 57 6.3 6.5 ‘6.2 U6.0 5.1 6.1
Pct. Ushealthy(H), H 50 75 4 -0 31 52 - 40 64 59 80 39 73 49 61, 32 64
Mean Qtly: Crngs. (i) 1018 203 1041 © O 920 1221 . 1248 562 1060 281 1231 - 952 1307 781 1429° 1186
Mean Qrly. Erngs. (Fs) [+.| 93 150 151 0 222 56 137 39 178 215 --281 56 208 . 34 164 .77
_Mean Mon-Trnaf. Imc. || [1162 765 1324 0 1264 1385 1493 783 1488 666 1642 1084 1581  907° 1738 1411
. i .. N
Std.Dev.Non-Trnsf.Incl _SH 508 530 0 486 516 . 577 616 598 588 648~ 488 570. 506 ~ 524 497
Ratio, of Pds. on NIT |tio M 7/9 HM,\HN 3/6 0 -6/9+ '11/12 S/7 11/12 3/5 9/9 6/8 \.H.,H,\HN 5/7- 11/1 6/9 - 12/12
Pds. on Both|. | ~ . N - R
Note to Table III-7 | : o . e . .
mmmﬂwsnw and income m mmsnmm are calculated as described in the . . T . ST
. footnotes to Table HHH <2 |and HHH»@. respectively; except that ) ~ o t
here, as with income in umvpm I1I-4, they are not deflated by . N R
a price index. _ . ¢ T - T N
;T . < © » . 4 "

- ‘ .

(ol

-
5

Q
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: : TABLE III-8 _ - —

Extent of Dependence on Welfare, By State Group, Family Type,
and Amount of Annual Welfare Paymeats ___ —

L s e (Miﬁchisé?&agm}ez__-;_,,,-,-,;--a_w;,gg;_,,,‘_:ﬁ_,,wmw
State Group, Family Type, Amount of Annual Welfare .
[‘ﬁ Low. Guar,, Low Tax - »
M » F. Hd. ~ Hd. Change
: ’ $1-1000 1001*\» -1000 1001+ 1-1000 - 1001+
Characteristics (N=30) (N=22)“ T (N=38) (N=41) (N=11) (N=22)
Mean Family Size . 6 7 ‘4 6 .5 - 7
Pct. With Disability” (H) 70 91 76 56  -- -
Pct, Disfigured (H) "33 36 .18 20 18 9. '\
Mean Annl. Earnings (H) 2359 1456 - 1362 918 3896 3373
Mean Annl. Earnings (FS) 511 * 489 1 - . = 1449 978
. ’ a0t ‘.
Mean Non-Welfare Inc. " 3645 3556 2117 1995 442f%fﬂ351ov -
) a ’ . i A / ;
std. Dev. Nom-Welfare Inc. . 1276 1458 - ' 1911 1083 ' 2181 1738, .
A . > : - . }/.

; | . 1-1000 1001+ 1-1000 . T001+- -1-1000 1001+
Characteristicé R ’ (Nﬂlg)a (N=28) (N=?5) T (N=96) (N=9) (N=l9)‘
Mean Family Size e . S 6~ 5 ‘44 5 ? 5 L6 'fa,
Pet. With Disability (1) 47 82 T6;3 63 - e E .
Pct Disfigured @ 11 39 24 18 22500 V:;

: Mean,Anﬁg;L Earnings (G 3314 2606 1594 609 4422 4612

' Meast Annual Earnings (FS) %.; 709 473 — - 959 633 .
Mean Npﬁi%éifare Inc. . 4919 ~ 3806 3129 1745 4748 3754

' std. Dey,ggqﬁ-ne1farg Inc. 1782 1513 1292 119 2297 3720° L

,NOt;_ : { o . : | : T

he - ..

_Low Guar., High Tax ’

.. | M.Hd. . F.Hd. Hd.Change

At

Ry

Ear &ngs and inﬁbme measures are calculated as ‘described in thé footnotes to

Tab e 1II-2 and III-5, respectively; except that here, as with, income in Table III—S,

theyuare not deflated by a price index.
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TABLE III-8 B
* (continued)

(Michigan Sample)

o 7 . _ - .. -
, State Group, Family Type, Amount of Annual Welfare
High Guar., Low Tax ‘
] M.Hd. F.Hd. Hd. Change
$1—J.000° 1001+ 1-1000 1001+ 1-1000 1001+ e
Characteristics : (N=7) (N=20) (N=8) (N=53) (N=1) (N=21)
" Mean Family Size 6 5 3 4, 3 5
Pct. With Disability (H) 43 . 60 63 77 - -
Pct. Disfigured (H) - 0 30 25 32 0 24
Mean Annual” Earnings (H) 4177 2482 1877 705 5758 4198
Mean Annual Earnings (FS) 1641 373 -— - 1810 503 "
Mean Non-Welfare Inc. 6146 3870 3441 1503 . 9545 3717
Std.Dev.Non-Welfare Inc. 946 1741 1440 940 4802 2544 N
v
‘ ~
ﬁ . High Guar.,High Tax
ry . M.Hd, F.Hd. Hd.Change
B 141000 1001+ 1-1000 1001+ 1-+1000° 1001+
Characterigtics * (N=15) (N=25) (N=11) (N=79) (N=2) (N=27) .
‘Mean Family Size \ 5 7 4 4 3.5
Pét. With Disability (H) 60 72 ; 64, 62 R —
: : \ ) . .
Pct..’ Disfigured (FS) . 13 20 9 27" 0 7
¥ \. N
Mean Annual Earnings (H) S 5246 2811 1503 631 "7250 4795
Ll e ) K i »
_» Meéan Annual Earnings (FS) © 483 155 [ - - 1384 941
C . ' . ( Q s
Mean Non~Welfare Inc. 7807 3815 4404 1761 5853 4474

)

L Std. Dev.Non-WeIfaré Inc- 1971 1342 1629 1143 3838 2696

v
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; 'receipt of NIT seems unnelated_to the absence of the male head or, strahgely, even

>

«

to family size.

o —— e - e — — e e

________;Extensixe,receipt_ofLNII payments_appearsmto_be.a,function, especiaIIy in Ehe

75-30, 100-50, and 125-5Q plans, ‘both of low and relatively stable family insome.

’

The‘low family’ income usually is the sum of the low earnings of the male and female

gpouse; ‘and the étability‘of this low income is apparent in the low mean standard

+

' deviation of family non-transfer income. From data not shown here, we know that

under the most generous NIT treatments, th; TS-30,‘100-50, and 125~50, those who were
most dependent onqNIT gayments were employed in as many periods as were the less
Adependenh. At first blush, then, dependence og?NIT arose both from steadily low
earning$ as'wellnas‘frém employment interruptidﬁé. From the data in .Tables, III-6 and
7, we may infer thatx ekfensivé dependence on both AFDC~UF (or AFDC) and NIT is
related‘to low income;whhich results from low ehrnings; but that family breakdowns \f
were an additional factor related to extensive r;ceipt of AFDC per se, hl
Male~headed families with children in the Midhgéan sample had the option of |
R igoing on AFDC-UF, AFDC or General Assistance, depending both on the state in which
. :they resided and on their health. Female-headed families with children typically
“could enter AFDC. Childlégs families generally'are eligible for programs that aid
" those with serious disabilihie$.8 In all three typeg of famii;es greater dependence‘
.on cash welfare should be related to the prevalence of disabilities Qnd disfigure-
méhts,,family size, and family inc;mgg_ As can be seéﬁ from thé data in Table III-8,
all three factors are associated with exhensive depen%ence. As in the Wisconsin
sample, heavy dependence on welfare also is'associated‘with regularly low income,
the average standard deviation of family n;n-welfare income being ‘almost uniformly
lower for all three family types with lower famiiy incomes. Data not presented
here indicate that for the Michigan as well as for the Wisconsin samples, the corre~

T e
lates of welfare dependence were equally in evidence whether families were ¥ gtouped

wll Toxt Provided by ERIC
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, ‘
“by their average transfer payments or by the number of peqﬁods ig which they were

—incoife all influence the extent of dependence.on welfare programs, thle‘winfp_act of

. - 4

variations in program parameters shines through in Tables III-6, 7, and 8. Consider

el ¥ ]

first the progrant parameters in the Wisconsin study and how, given family incomes, they

‘N

affect mean NIT payments. Were one to determineZLhe payments that a family would

receive under the alternative plans if its quarterly incbme vere at 1evels like

those shown in Table III-7, one could compare the relative gengrosity of the plans.

-

Take,for example, a family of four covered bf-the 10&-50 NIT plaa. Its qyarteflf

guarantee in the first year of the experiment was 100 percent of the quarterly pove;ty

line, which at that time was $825. Its‘quarterly benefits, W, are determined by the

formula: W = 825 - .50 (family Income). Evaluated for illustrative purpsses at $800

and then $1200 of quarterly family income, the (var shs plans would offer:

\
Base Year Payments at Illustrative Quarterly Family Iricome
for a Famiiy of Fou?: . N

X 4 -

- £ ’
f

$800 $1200 o
¢ 50-30 . 173 53
50-50 13 0
75-30- . 379 - 259
i : 75-50 219 19
o ' 75-70 ‘ 59 0
" 100-50 : 425 225

' 100-70 . 265 - 0 *

125-50 : 631 : 431

.

i - L

" At these two 1eve1s of prisate income, the 75-30, 100-50, apd 125-50 are the three

- most generous plans. -

.

Now consider the fact that, with the exception of familiés in the 50-30 plan,

‘mean family incomes in each of the experimental groups varied only between $1271 and

$1465. In spite of the narrow band within which family incomes appear to lie across

s
¢ ? ¢




&
L]

the éxperimental grqups; the data in Table III-7 indicate that among the families in
i ) N
the more generous plans, there was a far greater proportion of families who were more

s

" heavily dependent on NIT payments. Clearly, what determined great welfare dependence,

"measured by average NIT payments\received over time, were the guarantees and tax rates

”

of the available programs
JProgram parameters'also had avsnbstantial influence on the degree of program

"switching" observed in the various'treatment groups. In Table III-9, we see again
that the total number of periods, spent receiving either AFDC-UF or NIT varied among .
treatment groups. But the data>in this table also offer insight into the extent to’
which families in each group\switched between the AFDC-UF and NIT programs. Clearly,
Iamilies in the 50-50 and 75- 70 groups, . faced with relatively ungenerous NIT plans,

g availed themselves more frequgntly of the AFDC~UF (or AFDC) program.

*With regard to the Michigan sample, the impact of program parameters on partici~

patiqn per se in cash welfare programs already has been noted. In Table III-8, we can

observenthat for a given type of family there igs a greater concentration of families
. . . ‘! , . 3 .

in the high payment category in the more generous states -- in spite of the fact that

.

12 . . LS . ¢ .
families who received welfare in the latter states had higher incomes than did their

» | . i .

counterparts'in the less generous states. Among the male-headed families in each

" [N .

of the four grdups .of“states, the proportionsfin the higher payment {more dependent)
\ . v »

category aré 42, 60, 74, and 63 percent, as one proceeds from the low-guarantee low
tax rate to the high guarantee-high tax rate states. Similarly, among ferale~headed

families, the figures are 52, 79, 87, and 88 percent. If welfare dependence is measured

»

by the amOunt of welfare payments received over time, “then cIearly program generosity

.
¥

affects dependence qgite dramatically -- even without affecting non-welfare incomes.
. ‘ - . , ,

.’ ]

v
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TABLE III-9

(3

The Ratio of Time Spent Receiving NIT Payments to the
Time Spent Receiving Either NIT or AFDC-UF Payments

\ ‘ N
50-30 50-50 . 75-30 75-50 75-70 . 100-50 100-70 125-50 Control
(N=40) (N=34) (K=84)(N=84) (N=37) (N=59) (N-6;) (N=122) (N-309)

"Total Periods ' ‘ . .
Either on AFDC-UF . -
"or on NIT 9.4 6.4 10.7 7.8 5.9 10.7 7 8.1 11.3 7.7

Percent of
Transfer Time . ) . ‘
.on NIT . 76 + 62 85 ~ 83 65. 87 87 94 ——

ﬁefinition of Variable:

<

Percent of Transfer Time on NIT: This is calculated by taking 8 ratio for .

. each family of the number of quarters during which it received some NIT payments
to the total number of quarters during which it received either some NIT or
AFDC-UF payments. The percents in the second row are the averages of these
ratios for the individual families.
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C. Work Experience During Periods on Income Transfer Programs

L9

It is clear that mosL families who receive income transfers mix their

(3

receipt with labor income, at least serially. In .part A of this chapter, we noted

-

"that 92 percent of the male heads in the Wisdonsin sample worked some time during the

three year experiment and 96 percent of the male heads in the Michigan sample worked
l'.)‘j‘
some time during the five year study period: Limiting attention to just those families

-~

who re;eived'AFDCfUF or NIT payments during the experiment, 89 percent had a male
" head who worked some of the time. Among tbe Michigan sample families that ever had .
a male head and eéver received welfare payments, 90 percent had an employed male head

at some time during the study. Also noted in part A is the extensive labor force

"

participation over time of female heads: 77 percent of.those uomen who always were

-

%
: |
female heads during the Michigan study worked at some time during the five years; while

66 percent of'Ehe female heads who ever received welfare also worked at some point
/

during the fiye year study.
.. *
The focus in this part of the chapter is on the simultaneous receipt of transfers

and earnings, and how that varies by transfer program, family type, and race. Neither

’

the Wisconsin nor the Michigan data lend themselves perfectly to an analysis of this
matter. Since a family in the Wisconsin study was recorded as being on AFDC-UF or
NIT if it had a positive payment at any point‘during a given quarter, and as working

if it had earnings in the last week of the quarter, we cannot be. sure that transfers

and earnings are received simultaneously. The problem is much morg\serious in the
LN % . . N )
. _ ¢ ‘
Michigan sample, since we have data on total payments and total earnings only for each

>

of the five entire years. Our attention in this section, tnerefore,_is directed mostly

. to a discussion of the Wistongin data. ,

«

The data in Table III—lO indicate the extensive “"simultaneous' receipt of transfers

and earnings. Since only a small fraction” of the sample ever received AFDC-UF duting

*

any of the 12 quarterly periods (see Table II-6), only a very small fraction of all

- families in the sample could simultaneously receive both AFDC-UF payments and earnings

” '

+
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! ' * . TABLE III-10 ~,

Average Percentages Over Twelve -Quarters of Male Heads Wbrking
and Receiving AFDC-UF or NIT Payments in Same Quarter,
by Experimental Group .

1

< -

. "' (Wisconsin Sample) _ o N
. i .Those Working and Receiving. " Those Working and Receiving’
NIT AFDC-UF
_ . ‘ ’ As Pct, of ;
Experimental As Pct. of Entire As Pct, of NIT As Pct, of Entire AFDC-UF Recip-
Groups Qroup in Cell Recipients in Cell Group in Cell ients in Cell
50~30 (N=42) 35 . 62 7 EE 5 N
50-50- (N=52) " 10 70 10 - 38
75-30 (N=85) 61 T 78 .3 26
75-50 (N=92) 30 : .64 4 33
75-70 (N=61) © 13 . 63 7 47
100-50 (N=61) . . - 54 , P 51 g Tos Lo
100-70 (N=66) 37 . 71 3 - . .30 . ¢
. ) ] ’ R - . LI ' VA
125-50 ~ (N=125) . 69 . e, 80 ‘4 -+ 53 ‘
Control Group (N=309)  -- "I . - 11 46 .
R vy . : ” . - .

, .
. , ¢y

Definition of Variable;

Each set of two columns is simiiar. In the first column and first row, for exam le,
the figures are obtained by averaging over 12 qiarters the ratios of those male-heads

‘ employed in the last week of a .particular quarter to the ‘total number of families -
in that experimental treatment group in that quarter, In the second column, tHe
figures are obtained in .a similar manner, .but the denominator in each period is the .
number of families which are receiving NIT payments. ) ot
? ¢ t 'v v i .,
* e - ~ 9
e v
‘ *
L
-~ L * ¢

-l
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: 'from Jtaeir male'headﬁ.; In column 6 of Tablé’III-lO we'see, though, that over one-

.- [N
"‘- I ¢

third Qf all.families actually receiving AFDC-UF (or AFDC) payments also received

labor.income-in the tame quarter. Column 2 shows twice that fraction, or nearly

two—thirds, of all families receiving NIT payments simultaneously received earnings.’
: Since full-;ime workers are ineligible for AFDC~UF and most work is full-time,

[ N
the figures in,column 4 probably overstate simultaneous receipt of AFDC-UF and earnings.

>

The incompatibllity of full—time work and receipt of AFDC-UF is brought out by
/
Table~III*ll wheré we relate mean hours worked to periods on NIT and AFDC-UF,

Ihere we see that male workers were not like7§ to receive AFDC-UF. if on the average

/

‘ over the course of each of the last weeks 07 the experimental quarters, they worked
"31 hours or mbre per week. The'receipt of AFDC-UF for any substantial number of

periods was very uncommon among Black ‘and ‘Spanish-surnamed full-time workers. Among

' [

. whites and where it did occur in the two other groups, its receipt may have ended

' f
befpre the work began (though both occurred in the Same quarter) Still though,

Nﬂ } ‘ L]

substantial numbers of workers frequently appear to mix work and AFDC-UF.

r, ! .
» We' can observe the }mpact of program characteristics on the simultaneous receipt

v

of transfers and earnings in Table III-12. The first set of three columns compares

the)average of mean earnings in families receiving NIT payments for different—
' 4 - e

numbers of quarters., We note that such earnings do not necessarily decline with
N, 5

I d '- ,I
o Lot

the number of periods,on the program. Consider average quarterly earnings for the

|

families upder the 125-50 plan. The 32'famil£es who received NIT benefits for

fr@m 1 to 11 of’the 12 periods had average earnings of $1040"whereas the 90'families_

b

who had NIT benefits in all 12 periods had average quarterly earnings of $lO7l.

Table III-13 is organized jJust as Table III~12 except that it presents information

"on the standard deviation of earnings, As can be seen in its first three columns, what _
. v s TR

" .distinguishes permanent NITgsgwelfare") recipients from t@qse who move on.and off °

. -
e J . ' B - . N
. . ..

_-- the NIT program is not their average level of earnings,” but rather their average
+ ” N . ‘I”' I‘ . / x“ .,’ ’ :’. ~

.n\. » ‘ Y . ) ‘ ) ) ¥ N

EKC T . o114 - - L L C 2

wll Toxt Provided by ERIC 4 4
. R . P




" & : - 106 - 2
e . - TABLE I11-11 ) ,
vy Percentage Distribution of Male Heads by‘Mean Weekly Hours Worked, ’
“~ L ! by Number of Periods on AFDC-UF.or NIT, by Race .
(Wisconsin Sample) ’
. A. Whites
Average Number of No. of Periods Receiving No. of Periods Receiving
" -Hours. Worked of - NIT AFDC~UF .
. Male Head 0 1-6 7-11 12 Total 0 1-6 7-11 12 Total
-0 . 56 22 7 6 15 100 59 3 19 19 100
1-20 39 23 11 27 100 50 18 25 7 100,
(N=56) . : . ' . .
"21-30 48 20 7 .25 100 59 16 14 11 100
(N=56) ' )
31<40 < 57 13 10 21 100 78 10 5 7 100
(N=134) i )
41+ 54 15 "9 23 100 83 7 3 7 100
(N=102) )
' - 1
- o B. Black
0o 35 35 10 -20 100 51 16 . 29 4 100
(N=49) : .
1-20 32 32 . 18 18 100 43 29 25 3 100
(N=72) . . : s ’ :
21-30 - T 32 32 23 14 100 68 25 - 7 0 100.
. (N=44) < L » . -
"31-40- 39 .16 13 31 100 . 85 ‘13 2 - 0 100
© (N=105) - ' o, . :
41+ 28 260 11 26 100 98 0 - 2 0 100
(N=55) : p n ) \
. . , IL';, LY . A
: - .C.  Spanish-Surname ' i
o ¢ 7 50 14 29 100- 36 14 . 43 -7 100
(N=14) - ' - ~
1-20 22 47 19 13 100 31 34 28 6 100
. (¥=32) L :
21-30 - 23 18 . 41 18 * 100 - 55 32 9 5 100
(N=22 " - o
31-40 ) 36 25 14 24 100 8@} 11 4 1 100
‘:,» (N=91) Y . ) ) 1 . .
" 414 - 40 « 23 13 23 100 87 13~ 0 0 100
(N=30)| ’

A ]
[ ~ ’

Note: The average of weekly hours worked is calculated for each individual over thé 12
experimental quarters. . .

M [
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"4 * TABLE III-12

=Y

\ enz™

’ At

. "% st .—&T“i *
Mean Quarterly Earnings OWer Time Of Male Heads, by Number of PEf!ggs
Receiving Income Tyahsfers and by Experimental Group :

(Wf?éonsin Sample)

4 4

No of Periods Recei@ing NIT ‘ No. of Periods Receiving AFDC-UE
Experimental ' ’
Group 0 - 1-11 12 0 1-11 12
50-30 979 _ 949 719 . 893 - 856 979
(N=42) (2) (28) 12) (26) (14) (2)
50-50 1141 943 0 " 1188 743 1062
(N=52) (18) (34) (0) (30) (20)- - (2)
75-30 161 939 1102 1089 786 0
(N=85) (1) (42) (42) (63) (22) (0)
75-50 1452 1089 538 1096 898 - 1113
N=92) (8 (71) (13) (65) ' (25) (2)
75-70" 1167 841 1458 1066 852 440
(N=61) (24) (36) 1) , (40) . Q9 (2)
100-50 1503 935 928 1002 796 ° 927
21y (2) (30) (29) (45) - (15). @®
100-70 1355 1088 . 752 . 1115 862 .- 0
+(N=66) (5) (47) (14) (49) (16) - 1
125=50 1122 1040 1071 1111 617 923
(N=125) (3) (32) (90) (112) () ., (2)
Control 973 - —— 1119 736 _ 659
(N=309) (309) ) (197) (83) (29)
Note: "

¢

a. 2 is the aumber of people in this group, i.e., in the 50-30 group and never on
NIT. Earnings are not deflated by a price index. :

T S
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TABLE 1I11I~13

¥ . e

Standard Deviation of Earnings of Male Heads, by Number. of Periods
, Receiving Income Transfers and by Experimental Group

- “ 4

3 . (Wisconsin Sample)

No. of Periods Receiving NIT No. of Periods Réceiv}gg AFDC-UF

4
-

Experimggfal . ‘

Group 0 1-11 . 12 0 1-11 12
50~30 23 336 326" | 346 . 310 23
(N=39 (2) C(@7) (10) )24) (13) (2)
50-~50 . 368 422 0 402 428 182
(N=49) . 17) (32) 0) (29) ©(18) (2)
75-30 355 374 368 385 . 332 0 .
(N=79) . 1) g (39) (39) (58) .(21) (0)
75<50 344 466 . 297 416 477 400 -
(N=85) (8). " (66) ‘ (11) (61) (22) (2)
75-70 391 404 Y0132 374 469 56
(N=58) o (24) - (33) . @) @37) - (19) " (2)

100~50 503 39 404 462 373 292

“(N=58) @ (27) (29) (44) - - (13) 1)

100-70 406 422 354 389 <459 T 0
(N=63) , (4) (46) (13) CY) (16) * 0)

125-50 289 417 353 376 261 399
(N=120) -(3)° (29) "~ (88) (108) . (10) (2)

Control 360 0 0 | 335 412 388
(N=290). . (290) (0) . (0) (188) (76) (26)
Note: ]

"Earnings are not deflated by a price index. ‘ ‘




variability, Thesg'findings hold in all of the more g erous-NITiﬁlans; Undér Q':

AFDC-~UF, long-term receipt of benefits is associated with\a drop in average earnings.

’C, ¢ e

This contrast is a simple consequence of the high guarantees and” low tax rates in - ;k ‘i-'

-l:

-~ - f ot -

gome of the NIT plans, coupled with the absence of an hours test, like that in the

AFDC-UF program, for continued eligibility‘ Clearly, ‘white. the simultaneous receipt ...wéa

of transfers and earnings may occur with some frequency under existing programs, L

under a universal NIT program with generous guarantees and moder%te_taxvrates it

would be the rule.

.
.

Recalling that the Michigan data do not allow for an investigation of the in- "2
cidence of simultaneous receipt of transfers and earnings, we examine,briefly
Table III-l4 to see how "within-year" receipt of both varied over time, as well as ;;f

- by family type, ‘race, and potential AFDC program.' )
Parts A and B, of Table III~14 compare work and welfare patterns in 1967 and 1971
PS W .- . ,. ‘l':. "’ ."
the first and last years for which the Michigan Panel Study obtained income data. ;1{2,

I

In 1967, 24 percent ‘of the families in the sample received some cash welfare payments.

P

Of the latter, 39 percent also had some earnings during the year. Five.years later,
, 29 percent of the identical group of families received some welfére a:i.d?9 In thie

group, 44 percent had gome earnings during the year. These data are consistent wibh

oy L, .
PR g,a.

the general impressions that welfare participation rates have risen, and that workﬁyhileﬂ .

.,a

on welfare has become only slightly more common since the implementation of the 1967 . .

- Amendments to the Social Security Act (see Table I1I-1);

[ORE R
B ..

Parts C and D of Table III~14 compare work and welfare pattens of whité and
* non-white male-headed families, while parts E and F make the same comparison for e

female—headed families, all for 1971. The previous studies, discussed in part A

of Chapter II, suggest that between 40 and 50 pepcent of, female heads of families whidh

"l

receive AFDC also work at some time during the year. 1In contrast, the data in

. /

Table III-14, parts E and F, offer an estimate closer to one—third of the group.

[c
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R TABLE III~ 14 ’ N %R
Iicidence of Receipt Withia One¢ Year of Income Transfers and ~—~ L
* Earnings, Over Time, By Family Tyre, Race, and AFDC Program N
; s .y .‘!:‘, - ) , : -’. M " s “
(Michigan Sample) ' /
N . L .
A. All Families Receiving Welfare y B. All Families Receiving Welfare th ~
s During 1967 L ‘ : i During 1971 - S
Annual Cash Perc’ent of Families - ) Annual Cash Percent of Families With
" Welfare With Annual Family Earnings($) Welfare Annual Family Eumiﬁ28($)
-P jmqnts(S) 0 1-1000 1001-2000 2001+, Payments($) 0 1-1000 1001~-2000 2000+
1-100 - 8. 26 21 . 27 11-1000 oL 120 16 . %
R=90y - ' ~ =01y ¢ b :
1001-2000 64 - 246 . 7 5 1001-2000 54 21 T 4 21
'1"“ (N=129) - _— (N=137) .- . s
o 2001-3000 7;;-1 17 6 5 2001-3000, 58 19 4 - 19 .
- (N=94). ~ . T . (N=100) ° . .
Zo300L+ 75 16 , 8 3 3001 + 70 17°.. 4 8
@61 T (n=128) , :
All Famﬂies in 3ample e -el621 All Families in Sample ~ :1635!
- ‘Families. Recelving Welfate . .é 397 Families Receiving Welfare 4466 !
':, Families With Welfare & Earnings' 153 , ‘Families With Welfare & Earnings :204
uale-neaded Wh;.ta ‘Families Receiving D. Male-’ﬁeade«f ﬁoiz-wm:e Familieg -
- Welfare Duriag 1971 Receiviﬁg Welfare During 1971 .
BRI s *~1—1ooo 1001 + S 0 1-1000 1001 + ,
,-1-1000. " -"59” ~ 0 . 50 T 1-1000 . 29 14 57 \
. {N=12) - . Py S T = (N=21) I
10012090 43 290,29 .- .1001-2000 29°; 25 - - 46 & -
(N=7) -, P ‘ g o O (N=24) <
20014 - 38 25 ¢ 38 .0 S 2001 + 7 48 . 13 .39
R U L |y -
All Male—Headed White ‘:"amilies in - "Y’m Male—-Headed Non White Families
Sanple 52351 a - in Sample 2 472
Such Families Receivi;ig Welfare :27 . . ‘Such Families Receiving Welfare 68.
. Such Fa.milies Receiving heliate R "2 'Such Fanilies Receiving Welfare
o, ~.and Earnings PIPRNE S i- BN ,'. i _and Ea.rnings 55 46
E. Fémale-Headed White Families Receiving_ F. Female-l{eaded Non-White Families -
‘s Welfare During 1971 : ‘ Receiving ‘Welfdre During 1971 .
- N . .70~ 1-1000 1C01 + ’ X 0°1-1000 " 1001 + -
121000 - <80 .20 . 0 . T -1-1000 41 12 &7
(N=5) & . < - .- (N=51) ‘ “ :
1001-2000 - 79 2 RO < - -,1001-2000 63 .13 14 g
c (N=l4) - I (s S C .o
2001 + ' 67 22 . 1L B ~» 2001 + 73 18 i 9., g sy
(N=18) : . "o (N=130) ‘ v . . <,
ALl Female-Headed White Familfes in - © All Female-Headed Non—White Families
Sample : 122 p - ~in Sample ! : 450
‘ Such Families Receiving Welfare : 37, Such Families Receiving Welfare s 252
. Such Fanilies Receiving Welfare ’ Such Families Receiving Welfare 4
R * and Earnings - 1" 10 ) o and Barnings ¢ 91

T § T I




& pore commonly than continuously female-headed families.
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on the other hand, among fiale heads of low income families which receivqﬁwelfare, ~
'*previous data have suggested that under 50 percent receive welfare and work within

one year, while the Michigan study sample data suggest an estimate closer to 60

percent. The reader should note that data for famidlies with different heads during‘

the five year study are not showd™in Table III-14; but, as a group, they combine
welfare and labor income less commonly than continmously male~headed families and R
PR

'Besddes indicating that the cémbining of welfare and labor incomes is more

- .

frequent in mafgvheaded than in female—headed and in non—white rather than white

familiesk the data in Table III—l4 also show that male-headed (as opposed to female-
£

head.) and non—whiEe (as opposed to white) families have greater earnings during

*

their years on welfare. Note also that perhaps two—thirds of femaleeheaded families o

combining work and welfare, eiﬁher serially or simultaneously, earn less than $l 000
y

during such years. Data similar to that just discussed,,but not presented in Table III-14

reveal that, as one would expect, welfare participation rates are higher in the two

~
-

groups of high benefit states than in the low benefit states,'while the combining

of work andé;elfare is more common in the low than in the high Benefit states. '
. . - . . SR ) . R

D. Conclusion . * - ' R .

v . 4 ¢ S .

. As background for the later analyses of wofk and welfare experience in our

-
<

two samples, this chapter has summarized the work and welfare data and has suggested

explanations for.té} observed behavior. The najor points with respect to work, wel-
fare, and work -while on welfare .experience are these. : ; ’ ' : , - ’

1. Overwhelmingly, male heads of families én both samples work at least gome
.of the time. Among men with their families, the major reason fp; non—pgrticipation

in the,laborﬁforce is bad health. ’Remarkably, in ‘the Michigan sample?'we found that
77 percent of those who alwayswwere female heads of famiﬁées worked af‘sdmeytime'dufing

LY

the five year study period. R ) a . o L

‘2._ From a tabular analysis, we found that low earnings among thale heads

wll Toxt Provided by ERIC

EKC : 150 | .
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results typically from-the low earners working at low wage rates and experiencing

t »

great job instability. These men seem fo experience periodic unemployment as they
go from one job to another.” When they work, it is usually at a full-time job.
3.  Whether prople ever go on welfare depends both on their income and on

the prqgrams which they face. Comparing those ever going with those never going

Pl

on AFDC-UF, the gifferences ih family income are great. Comparing those who
ever received with those who never received NIT payments, "the difference in family

' @ R
income is small. Families with lower incomes are more likely to go on welfare ///ﬁgé
>
under both AFDC-UF and NIT but the AFDC-UY ‘rules require far greater drops in income

5

to establish eligibility. Examination of the Michigan data also suggests the

»>

powerful effect of program structure on welfare participation: even though families’ gen-

.
L]

erally have higher'incomes in the more (welfare) generous states, they are much.
Yoo .

more likely“%han families in the less generous states ever to participate in welfare.

AS

’depends on family income and program structure. Family structure also affects the

4 “  Like the fact of participation itgelf, the extent of welfare dependence

extent of dependence. A most interesting feature of the Wisconsin data ig that they
allow the analyst to examine how program parameters affect the degree ‘of welfare
* 2 L

dependence, measured by the amount of payments receiV@d over time, among famiIies

‘\. .
with the %ame income. . .o . ’

[}

5. ' The simultaneous receipt .of welfare and earnings varies, again, by program.

-
B

In the Wisconsin data, "simultaneous” receipt is extensive and ‘twice as common under
the NIT as undér the AFDC~UF program. While the simultaneous receipt of transfers
and transfers may occur with some frequency under existing programs, under a universal

NIT program with generous guarantees and moderate tax rates it would be the rule.
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CHAPTER III

Footnotes

.
» . \

1. We argue later that the earnings of workers can be explained by a linear model
and thus easily are subjected to statistical analysis. However, the behavior
of non-workers is not explained by the same linear relationship. Similarly,
‘transfer payments of recipients can be explained by a linear relationship which
does not hold for non-recipjents.

" 2. The reader ought to be mindful of the fact that our discussion here .relates
to the data made available to us in the fall of 1973. The experiment generated
other data which may be "cleaned up" and released at other times. Also, some
data exist only for certain sub-groups of the combined sample. For example,
monthly data on ATLC paymerts are available for fanilies in the eight treatment
groups, ,but not for families in the control group. OCur discussion of income
transfen experience pertains only to &ata available for families in all groups.

&

3. Families were not allowed to receive both AFDC~UF (or AFDC) and NIT payments
simultaneously. When they did, in general, it was fraudulent. Some households
did have a member receiving Old Age Assistance or Aid to the Blind while others

recejved NIT payments. )

4, Robert Hall, "Turnover in the Labor Force," Brookings Papers on Economic
Activity, Vol. 3, 1972, Table 1, p. 16. '

5. Vera C. Perrella, "Work Experience of the Population, " Monthly Labor Review,
Vol. 93, February 1970, Tablie 2, p. 57.

6. Data for a sixth and seventh year were compiled and made available to the public
while this study was in process.’ ;

"7. The groups of statés are:
LOW GUARANTEE-LOW TAX RATE: Alaska, Arizona, Arkansas, Florida, Geprgia, Indlana,
Maine, Miss., Missouri, Nevada, New Mexico, South Carolina, Tennessee, Vermont,
Virginda, .
LOW GUARANTEE-HIGH TAX RATE: Alabama, Colorado, D.C.,, Illinpis, Iowa, Kentucky,
Louisiana, Maryland, Nebraska, North Carolina, Ohio, Oklahoma, Texas, W. Virginia.

‘ HIGH GUARANTEE-LOW TAX RATE: California, Delware, Washington.

HIGH GUARANTEE-HIGH TAX RATE: Connecticut, Hawaii, Idaho, Kansas, Mass., Michigan,

Minnesota, Montana, Hew Hampshire, New Jersey, New York, North Dakota, South Dakota,

Utah, Wisconsin, Wyoming. . -

8. Recall that families whose heads were 60 or over in the first year of the Panel
Study were eliminated from the sample. Therefore, outside of General Assistance,
AFDC, and AFDC-UF, families in our sample should have been eligible only for -Aid to
the Blind and Permanently and Totally Disabled. In effect, all welfare payments
from any of these sources were lumped togetfier in the Michigan data. Efforts
were made by the Michigan staff to distinguish AFDC from other welfare payments,
but they were totally unsuccessful, lMoreover, in the first tvwo years of the
study, non-AFDC welfare payments were printed on the Michigam data tape, not in

[
-

‘ E 122 h ",
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CHAPTER III

Footnotes

N

single dollar amounts, but rather in bracketed quantities, like $1-1000, etc.
Through a very complicated procedure, we converted these bracketed ymounts of |
"other welfare" payments to estimates of actual dollar amounts; and the
combined the latter with the dollar amount of. AFDC payments. Therefore, ~
the sum of AFDC and these 'other welfare'payments in each of the five years

is the amount of welfare to which we refer in all of our work with Michigan
study sample families who received welfare. ’

.
v .

Moreover, if welfare participation rates in the low income population appear
low in Table III-14, it is because our sample includes families whe-have
been in the bottom 20 perc¢ent of the income distribution in any of thy five !
years of the study. The pbbe;ty‘population, which normally comprised the
denominator in measures of welfare participation rates, has averaged roughly
12 to 14 percent of the income distribution in recent years. o

-

“%.

A
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Earnings Patterns and Welfare Patterns: A Case History Approach

.

L)

Prior to presentlng'the statistical ana;yses of earningg patterns in Chapter \'2 9
and of'welfare patterns in Chapter VII, this ;hapter offers a case hiélory approach
to the study of work behavior and welfare experience' over time in theﬁiiscopsin ?ample.
Because we have neither week-by—éeek employment histories nor, as noted, stated reasons
for movements in and out of the labor force, unemployment, and jobs, we are not
actually offering fcase histories." 'We only mean to imply by ué; of the term that
we have t;EEed for each individual that part of his employment his%&ry on which we
have ;nformation; and. then have grouped these individual hiétoiieé into several types
of "patterns." By discussing these patterns, we hope to add to the picture of work
histories later characterized only by the mean and standard deviation of earni?gs.

As a coﬁpiement to the later analygis of the variability in earnings through time,
we begin by assigning the male heads of families to.one of six groups, each character-
izéd by a different .type of earniﬁss'pattern: These are distinguished from each other
on .the basis of casual exami;ation of plots of earnings for individual male heads.

Then we attempt to find individual characteristics that are associaied with the 3

-

differences in g;gninggvpatterns, before examining in closer detail how work experience

varies among the learnings pattern groups. Similarly with welfare experience, our pur-

pose is to*éoﬁplement the s atistical analysis of variations among families in income
transfer payments by assigning eéch family éo one of fofir groups based on types of
weglfare pattern, again distin ished from each other by 'visual examination of falots,of

NIT and AFDC-UF pa;;g!ls. In tids aualysiawéf welfare bantcrns, we seek to complete

the picture of how we}fareﬂexperienc differ among familtes. The chapter concludes

5

.with a briéf discussion of the. job histories of the male ﬁeads, thus providing the reader’
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Wwith an understanding of the occupationé} and industrial mobility associated with changes..

A
in earnings.

- : “, T 4
Earnings patterns were distingggghedﬂegiér plotting quarterly, earnings for each
¢ N . ‘ . /
of the 12 experimental periods for a very large fraction of the male heads in the
3 -

. 1 « .
‘Wiscoﬁsig sample. Six types of patterns were distinguished and then assignments_of

maleé to the six'groups were made. The patterns, the labels given to them, and the

/ e

numbers of male heads assigned to then are:

N
>

. Mean S$td. Dev. of |,

' " Mean QuarterIy Earnings Earnings2 .
. Barnings Patterns Number in Group . _(3) - (%) .
Stable Low 62 ‘ 144 - 191
Unsgtable Low 279 . 879 551
Stable High - ) 150 1232 . 140 - -
Unstable High 193 ) 1469 . . 374
High, 1 Dip 90 . 1151 S 384
Missing Data . 116 . 560 355,

Lt e L

A person-had"ERStable Low pattern if he never worked -~ non workers amounted to 50 percent

s \
of the 62 cases in ‘this group —- or had regularly low earnings. Thus, it turned out

-

that even among the 431 workerg in the Stable Low group mean quartggly earninés averaged

oﬁly $288. 'Males were assigned to the Unstable Low group if they.wete worke;s'who

had lowwbut fluctuating earnings. As is ghown above, this group had a higher mean tﬁan the
Stable Lg& group but also had a much higher standard deviation of earnings oqythe average,

Those'assigned‘to the three high earnings groups are characterized by their relatively

L 4

. \ )
high mean earnings while those with, the stable and unstable high earnings patterns are

)

distinguiéhéd from each other by a significant difference in the standardxdeviation of

-

-their earnings. The reader should be mindfpi éﬁ?c our label "Unstable ﬁiéh" does.noé,
imply that work;rs in this category neéeésariiy were in and out of,jobs. One of the more
interesting aspects of this chapter is an examination of how the fluctuations in earnings
arose in this category. Lastly, marés assigned to the Missing ﬁata group largely were
perséns who separated from their families early in the experiment. Nearly 40 percent

[:R\}:iis group’ left their ﬁamilies be;we?f‘fgf time of selection gnd the start of the

o Provided by ERIC A ' <
.




of lhe 12 periods. .

]

been defined here. .

" * - 115 - . ’ : e
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~

equriment.“ Ninety-four percent of this group was with their families for 6 or fewer

~
.

Weléare”patterns were distigguished after plottiﬁg NIT and AFDC-UF pfyments for
a very large fraction of the families in the study sample for each of the 12 experi-
mental periods.3 Four types of patterné were distinguished and theg:assignmenns of
the' families to ihe four groups were made. The patterns, the labels given t& them, and

the numbers in each group are:

— Mean Quarterly Mean Standard Deviation-
. R Transfer Payment of Transfers
Welfare Patternd Number in Each Group ($) ($)
Stable Low , - 433 70 37
Low 1 Jump 63 190 - 199
-Stable High - 60 694 ) 81

Unstable High - 334 545 260

Once again, we can observe th;t our assignmeﬁt‘by visual judgment of fgeilies to the
welfare pattérns g;oups is consistent with the data on average payments and theyvariability
of payments, The fwo low grouﬁg have lower mears than the two high\groups. Moreover,
faﬁilies in the two low groups differ from'eachnother by tha degree of variability in
their transfer payments.as do those in the two high _.groups. Thus, we can proceed to
determine the factors'associated both with earnings and welfare patterns as they have

The reader may want to pause, however to examine Figures l~4, where thé earnings

patterﬂ and other characteristics of four different male hea@sgare plotted, each chosen
as a typical example of a diffgre::/7arning pattern. Associated with the male heads'

earnings patterns are their famiiles' welfare patterns.

<
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A. Work Experience and Other Characteristics of Males With Different Earnings Patterns

1. Demog;aéhic Characteristics of Earnings Groups

Table IV 7i displays the demographic factors associated with the six
earnings patterns. The data there indicate some discernable differences between the
Ipeople who experience the various work patterns. Males in the Stable Low group, for
example, gener;iiy are older, have slightly smaller families with fewer young children,

.and are less educated than those who receive higher earnings. The higher incidence

- %

of formal job training in this group may indicate that they. Were attracted by a govern-
ment training program which does not seem to have gotten them ont of poverty. As noted,
a majority of the men in this group always are absent from the labor force, théir absence

apparently associated with the extensive prevalence of poor health in this group. Thus,

the Stable Low group,can be considered the chronically poor, handicapped both by {11

+

health and limited formal education.

While the chronically low earnérs are slightiy.older and white, those in the Missging
Data pattern are somewhat younger and largely Black. Disproportionately, then, in this.'
sample young Blacks with limited education left their families, typically at an eariy .
stage of the experiment. ‘Their families, while notgas large aslthosexin the other groups, .
averaged 5 pérsons at the time of their departure. / * ‘-»'

Among the remaining four earnings pattern groups in Table IV-1l it is more difficult
to find distinguishing characteristics. High earners stay with their,fandlies slightly

_more than low earners, and aglso hdve somewhat larger fgmilies. Also, those in the unstable
groups are slightly younger than’those with the stableipatterns: highEr average in-
snehility in earnings in this group simply may reflect attempts by young men to improve
their position in the labor market. As will be clear when we review the data on their

_work experience, the:insufficiency of income amopg the high earners which results in de-

n
pendency relates as much to their large families as to their earnings levels or patterns.
E :

*
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TABLE-IV-1 - : . %
Characteristics and Employment Experience of Male Heads f
- By Earnings Pattern . 7 T
(Wisconsin Sample) ~
mmm : Earnings Pattern ﬁ
- . ' 1) i (2) 3)- é4) ., (5) 6)
. . Stable'  Unstable Stable - Unstable High ' Missing
: } Low Low High High 1 Dip’ Data
Characteristics . (N=62) (N=279) (N=150) (N=193) -(N=90) (N=116)
Medn No. Pds, Prsnt(H) 10.9 = 1l.4 11,9 . 11.8 | 11.8 2.6
Mean Family Size 5.6 6.0 . 6.4 - 6.3 6.0 4.9
Pct. With Children< 5. 60 80 78 81 73 71
Pct.Black & Span.Surn. 47 59 55 49 53 78
Mean Age (H) 41 36 38 36 39 34
Pct.Unhealthy (H) 81 ) 66 "4l 40 56 . 29
Pct.H.S5. Graduates (H) 15 18 25 31 18- 13
Pct. With Training(H) 29° 246 22 29 .21 - .16
Mean No.Pds,Empl. (H) 2.0 8.8 ~e1 11.9 - 11.6 11,2 . 1.8
Mean No.Pds.NLF (H) 7.0 .9 0o . A .1 N
Mean No.Pds’.Unempl. (H) 1.8 1.6 0 .1 A .3
Mean Wkly.Hrs.Wrkd. (H) 4.6 25.7 40,3 " 40.4 - 35.5 5.1
_ Mean Hrly.Wage Rate(H) 3.69 - 3.79 3,75 ° 3.87 - 3,75 4,12
" .Mean Qtly.Earnings (H) 144 - 879 1232 1469 1151 560
" Mean Std.Dev.Earnings(H) 191 551 140 ‘374 384 354
Pct.With 1 Joh(H) © 39 35 81 63 | 62 + 36
Pct.With 3+ Jobs(H) 3 40 6 18 19 . 15
‘Mean Qtly.Earnings(S) 183 = ' 89 84 77 85 208,
Mean Fam.Non-Trnsf.Inc. 351 276 231 212 251 - 197

‘ " © NOTES S

. The first eight variables listed in this table are defined in the notes to
Table III-1. Eight of the remaining eleven variables are defined in the notes to
Table III-2. The other three variables are defined here. .

.

Definitions of Variables oo ' R

Y
13
.)

—

1. Mean No. Pds., NLF(H): The mean number of quarters during which persons in
group were not in thes labor force in the last week of -fhe quarter, .

2, Mean No. Pds. Unempl. (H): The mean number of qudrters during which persons
in the group were unemployed in the last week of the quanter.

3, Pet, With 1 Job (H)): The percent of persons in the group whovhad 1 and
. ~ only 1 job during the course of the study period.

¢
%
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X Work Patterns-of Different Groups

A number of questions remain about work experience. Do the‘male hedds move in and out

e

”of the labor force frequently? Or does instability arise from movements in and out of

’ pattern of earnings can arise in a number of ways, which we now seek to identify.

» . from the 1abor force and sepondarily is related to the high incidence of unemployment.

. only 4.4 hours Worked during the last weeks of each of the 12 experhnental periods, hey

_primary problem was high unemployment, amounting to a, substantial 14 percent of the periods

:during which they were with their families.

-wage rate of persons in the Stable Low group was only slightly below that for the other.

w

unemployment? When employed do the men work part~time or full-time? Are differences in

.t

~earn:l.ngs patterqs associated with’ differences in wage rates? Clearly, differences in the

& -

Al

Beginning with the Stable Low group again, which makes up 7 percent of the total group,

.

we note from Table IV~1l, that this pattern primarily is assotiated with extended absence

&

'In
the group as a whole, 60 percent pf Ehe periods in which the men were with'theif famiiies':

were spent out of. the labor force. This absence from the’ labor force was concentrated

2

undoubtedly, among the 30 men who dever worked during the three years, But while the -

A

men in this entire group 3pent three-fifths of their time out of the labor force, another ji
oneasixth of their total time wag spent being unemployed They were unemployed for 40

While these men averaged

hat

percent of the time during which they were in the labor force.

averaged roughly 30 hours of work when they were employed. Thus, only a few of them were

part-time workers when employed. And lastly, we note in Table IV-1l that the average ‘hourly

t - / .
Stable Low workers,;then, are chronically poor either because their health keeps
& : &
them out of the labor force‘or‘because they experience unusually excessive unemployment

groups.

>

£

when they.are in the labor force.

i

By contrast with the Stable Low group, males in the Unstable Low group, con-

stituting just over 30 percent of the entire sample, experienced low but highly var-
~
iable earnings only secondarily becaule of excessive absence from the labor force. Their

. «

‘'Absence from the labor force equaled 8 percent

. . A}
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of thgir periods at home. Again in this group, work largely was full-time when'it
s,
existed averaging 35 hours per week of work. What is especially noteworthy is that-

’

40 percent of the males in this group had 3.or more jobs in a 36 month stretch.

,

This large degree of job turnover occurred when the average length of a job for ' .
() ’ ' : +

persons in the national labor force at that time wastrOughly 27 months.4 So we,

have a second variety of work experience, one in&olving periodic unemployment and

very frequent job changes. These workers do not seem to return to their initial,gobs

when they become unemployed.d%&hus, the Uhstable:Low group may seem; at first glance,;

to‘contain the types of‘person who works in the "secondary labor market." But note__

that their average wage when working is ahout at’the average for the entire sample.

Their problem appears to be employment instability, not necessarily low wagé rates.
Now we may consider the three high earnings pattern groups together. Any one

of them constitutes a sizable part of the gample; all told, they form nearly half S%

. the sample. In all three high earnings pattern_groups, there was little absence from

the labor force. In two of the three, unemployment of the head was virtually non-

»

existent for periods which he was with his family, which typically was nearly the

4. .. - \ . . . _
entire time of the experiment. Only in the High, 1 Dip group did unemployment rise

» .
A : -
Eiad "”»vs-...,, -

ﬁ,T to 3 percent of the periods. Quarterlyhearnings,in these three_groups basicallyf
X I '

were high because of continuous attachment to the labor force and because of full-time

work. ' Most probably, the instability in the Unstable Hjigh group resulted from changes

in the amount of overtime and moonlighting work, as well as from fairly frequent

»

changes in jobs. ) : . on

" The kigh degree of .regular work effort in twp of thé@;hree high earnings patterns

*

‘ groups mefits further exploration, especially to see whether there are other explanations

for the instability in the Unstable High group. In that group, 57 percent of the 193

‘men averaged 41 hours or more of work per week during the three year study period.

fa:rw(In the Stable High group, .37 percent of the men worked so much so regularly.) .

S
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.Thnq, the Unstable High group contained the greatest proportion of excessive’or
"overenployed" workers. Frop this we infer that some of the variability in earnin g

in the Unatable High group results from the nen working more or less overtine or

[y

fron-moving in and out of the moonlighting jobs.f

‘< 'It* is of great: “interest to note that one-fifth of the men in all six earnings

pattern.groups conbined averaged 41 hours or more of work during the experiment. In

v

contrast to the smalllgroup of males who spend all of their time out of the labor force,

b

there is a large gropﬁ'that spends'all of its time working~Very ‘hard. This group is.

young, relatively healthy, and relatively well educated. Their mean wage on the'average
’is at the same 1evel as the mean for other workers averaging feWer hotrs. Algo, as a

group they exhibit a markedly higher degree of attachment to their jobs — although the )

—

oVeremployed just in the Unstable High group do exhibit a somewhat smaller degree

of job attachment.

3. Earninggﬁ?atterns and Welfare Expprience .

ly, we may examine the relationship between earniﬂgs patterns and

welfare expégizgce. Table IV-2 contains the data on wglfare experience for the men

-

Lgrouped by their earnings patterns. What is clear is that slthough the families of men
in the 1ow earnings patterns grdhps collect NIT payments more often and in higher amounts
- ’than the families of megkinsthe high earnings patterns groups, the big difference between
~ the high and low earnings groups in wglfare experience emerges ‘in the AFDC-UF (or AFDC)
programs. It is only the non-workers or thefu11yunemployed who‘can get either AFDC-UF
(or AFDC). Full unemployment being uncomﬁon in, any of the three high earnings groups,
" receipt of AFDC-UF (or AFDC) in those categories is relatively rare. When we examine
the propq;tions of men in each earnings pattern group that fall into the various welfare
pattern groups, we note that roughly tw~-thirds of all the high earnmers are in the Stable

N 4
. tow welfare pattern group, whereas roughly two-thirds of the low earners are heavily

dependent on welfare, regularly or irregularly.

fERIC . - 135 | .
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- TABLE IV-2

- . v

Welfare Experience and Weifare'Patfefns of Families of Male Heads,
by Earnings Pattern

R "L , (WiéconsinISamplé)

Earnings Pattern

" Stable Unstable Stable Unstable High _Migsing
Low Low High High 1 pip = Data

(N=62) (N=279) (N=150)  (N=193)  (N=90)  (N=116)

Mean No. Pds. on NIT 5.5 5.2 4.6 4.3 . 4.3 3.7
'Mean No. Pds. on AFDC-UF 3.7 2.2. 1.0 © .8 1.2 b5~
Mean NIT Payment 420 255 231 180 - ° 200 144
Mean AFDC-UF Payment * 299 172 "° 53 50 90 ¥ 360 -,
Std. Dev. Total Trnsf. 162 190 65 74 s . a0
WelfereﬂPatterns i S ) ' ’ . ﬂ
Column Totals 100 100 100 100 100 100 .
Pct. Stable Low © 24 36 66 67 . 64 28
Pct. Low, 1 Jump 5. 9 4 5 10 9
Pct. Stable High ) . 18 3 0 . 5 6 10 )
Pct. Unstable High  ~ 53 - 52 20 23 20 56, E
N . ﬁ,‘ . ) N m n w:"‘,.',) o o L

Definition of Variable;.

-

1.- #Mean No. Pds. on NIT (AFDC-UF or AFDC): This is the mean for the group of the
number of quarters during the experiment in which the families of the(pale heads_
received: gome NIT (or AFDC-UF or AFDC) payment. o “§
2. Mean NIT. (AFDC—UF or AFDC)Payment. This is the mean for the group of the average
..* _ NIT (AFDC-UF por AFDC) payment received by each family over the 12 quarters, including
' ¢* _ the quarters in which each received no NIT (AFDC-UF or AFDC) payment.

« 3 Std. Q&V- Total Trnsf.: This is the mean for the group of, the standard deviation
e for each family of the quarterly sums of NIT and AFDC-UF or AFDC _payments, including
. periods in.which each received neither NIT nor AFDC payments~‘ In otHer words, for
each family a standard-deyiation was calcglated for its gwelve quarterly transfer
_ amounts. Then, a mean of those individual standard deviations was computed for
each earnings pattern group. The mean standard deviation appears in tne,table. |

i
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B.. Welfare Experience and Other Characteristlcs of Families with Differeut v, 2 f;

. Welfare Patterns PR
Riid ﬁ,

The_data in Table IV-3 reflect the characteristics of families and the wdrk

b " o Q'.A ‘o e -

experience of their male heads when present in tﬂelr original family unit.s6 As between .*

L

* 9
>

"the two groups receiving low and the two receiving high avefage welfare payments, we "can

.observe a difference in’ average family size and in the presence of young\children, ‘ T
2 Ty

~
[

heavily dependent have large families and more frequently have young children. In*Q\vj

. trast to the tabular analysis in Chapter III, Table IV-3 shows no relationship between
T £ oW . ‘e

&

absence of the male head and the welfare pattern of his family. K3 course, we have ,
1" i,‘ ,’.f‘ '
not distinguished between AFDC and NIT payments in this chaptef, vhile in Chapter III,.
. /\ . ‘ W ~7
we noted that families more heavily dependent on AFDC were more likely to be without .

[N

their male heads; the degrei of dependence on NIT was not associated with the presence

~ -

of the male head. While family size and the presence of young children distinguish

* 0

the less from the more dependent, bad health clearly geems to be associated with the .

9

‘stability of welfare dependence within both the less and more dependent welfatre pattern
.

’

groups. A, family may have. low income relative to its family size and comgosition, but,

+

a stretch of poor health may precipitate a change in the degree of dependence by . in-

terrupting the incomé flow that obtains. had health thus leads totunstable welfare

;p’;terns. . ¢ . c . ; e

The iuterrup ion of income -- sometimes resulting from bad health and sometimes from

t

unemployment. -- which leads to a sudden increase i the degree of welfare dependerice is
'reflected by the data pn employment experience associated with the four wélfare patterns
in Table IV—3. Both for those who receive low payments and for thoge receiving high

,payments, those with unstable welfare histories have fewer periods of\Employment than ’

those wi h stable welfare histories. Data not in Table IV-3. indicate that the periods“

- - ”

of non— ployment in each o@ the welfare pattern groups is split evenly between periods .

_of unemplpyment and periods of non-participation in the%labor fotces It is alSo the oase o
*that when they are employed, the men in all four columns work an average number of hours .

v . .

[Kc' oo 137 - o
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, .TABLE IV-3 &
.. Characteristics, Employment, and Welfare Experience of Male Heads,
. By Welfare Pattern
< : i ” ( ’ (Wisconsin Sample) L '
S - - --Welfare Patterng=——-== -
Tl (L (2) (3) 4)
s Stable Low ,Low, 1 Jump‘ .Stable High Unstable High
S o (n=433) . (N=63) - - (N=60) __(N=334)
_* Mead No. Pds. Prent. (H) ©1 . ao .10 . 10 -
Mean Family Size -~ - : 5.6 5.8 6.8 - 6.4
Pct. With Children ﬁiS ’ 71 68 - 87 .- 83
Pct. sUnhealthy (H) . 42 56 48 , 64 .
L ) v N
Me&n No. Pds. Empl. (H) 10.1 8.6 7.9 7.3
_ Mean Wkly. Hrs, Worked (H) R X 28 25 22 .
Mean Qtly. Earnings (H) ’ 1326 1241 - 952 902 i
Std. Dev. Earnings (H) . 353 464 245 422
Pct, With 3 + Jobs (H) - 18 | .27 8 27
Mean Qtly. Earnings (FS) 152 - 133 . 62 92
° Mean Non-Trnsf. Family Inc. 1688 1530 1079 . 1084
Std. Dev. Non-Transf. Inc. 504 627 333 557 C o,
” Mean No. Pds. on NIT 2.9 3.6 8.7 T 6.4 \ ,
+ Mean No! Pds. on AFDC-UF . b 1.6 . 2.9 - 4.0 -7
Meaq NIT Payment ! .o 75 . 113 583 318~
. Mean AFDC-UF Payment 30 122 - ©217 . ,. 300
. Std. Dev.~Total Transfer - 37 199 81 -t 260
; .. vgrfa., ‘: R :.‘ . -
Definition of Variables: ool o o . :

~ I K " PR - . | ]

“vsﬁgﬁ 1. Mean Nop-Trnsf. Family Inc.: This is the mean for ‘the group of each family's
averaged (undeflated) quarterly income, excluding its NIT and AFDC-UF payments
%ut inclﬁding all other components of cash income 1ike earnings and’ UI benefits.
N 2 Std Dev. Non-Trnsf, Inc.: This is the mean for the groupaof the standsrd ;
’ deviation for each family of the income measure, degined -in (1)- above. .

(O 4 : , ‘. . . . N i 4 4
. N g . . R

- . . ’
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equal to full-time work, so that the instability in earningsiobserved among both the
less and more heavily welfare dependent seems to reflect movement in and out of

employment as opposed to movements between part-timeland full-time employment. The
) heavily depehdent have lower incomes than the_ less heavily;ﬂependent, but within "

<

each of theSe groups we can see that fluctuationa in welfare payments are related, to ',
J . :
fluctuations in thé male heads earnings and thus, in family inconﬂn Those with

1)

fluctuating transfer payment8~also change jobs more frequently than those,with stable
transfer payments: Further, whik¢ female spduses seem tg work more in this sample,

as in general, when their,husband,s earnings are low,_there is only suggestive “evidence
that they work more tgjoffset the fluctuations in their hugband's earnings. At low -
'levels ofyéelfareaﬁependency, the mean earnings of female spouses are equél for those’

with more 6r less stable earnings of the male head, At high levels of dependency,

female spouses do seem to compensate for- fluctuations in their husbands’ earnings by.

- . v

work&ng more. : ..

Trom the dat; on welfare experience.by welfidre pattern groups in Table IV-5 we can

4 s

see that our welfare _pattern groups do pick up differences in the level of NIT and

¥ S hd

AFDC-UF payments, as well as differences in their variability. Note that the more .

=

highly dependent families not only have lower incomes than the less dependent, but that

those with more unstahle patterns have, on the average, a larger standard deviatipn of

~

transfer payments over time. » . oL ) o

The impact of program parameters on welfare experience’ can be seen in data not

presented in our tables. While only 56 percent of the families in the two lov payment

.welfare pattern groups are eligible for NIT payments, 78 percent of the families in the
[

two high payment welfare pattern groups are in the experimental groups. Allowing far
. some, negative impact of guarantees and .tax rates on work effogt, this heavier concentration

of NIT-eligible families in the more dependent pattern groups is strongly suggestive of

the importance of program parameters - guarantees, tax rates, and eligibility rules-d in

determining welfare patterns, even wheru benavior is uninfluenced by the program. '~,

. 2 4 »
- ‘
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. C. Occupational and Industrial Changes Asgociited With Work Pattefs’
. ° Though the variability of earnings results frbm'factors in addition to job
A . [

_changes, here we inquire briefly into how job changing varied by occupation and. in- "

—

dustry to provide an additional insight Jnto these potential sources of the variability .

.of earnings through time. , - ‘ - i C

. .
N -, - -

Job changes are ‘defined in the Wisconsin data as changes in employers. If 2 person

. is temporarily out of work and returns to the game employer upon re—employment, there
is no joﬁ change. 1f a person goes from one employer to a second and then returns to
his initial employer, he is credited with two job changes. So job changes, as defined

in this ddta set, have nothing to do with intra-firm npbiliry, but do reflect inter- *

Id /

firm movement of workers in the labor market.'
Tqble Iv-4 indicates how the amount of job changing varies wth occupation, Table Iv-5
~by industry. The-nnnber of jobs held is associated for each worker with His first
’ bknown occupation and‘industry. Since the sample contained,only 894 workers, we collapsed

‘data from the 3 digit U.S. Census Bureau occupational and industrial codes into nine

<

occupational and seven industrial groupings. (In Tables IV-4 through Table.IV-7,

"unknowns" and "others" largely denote periods of noneémploymentm) In fact, under the '
'original 3 digit codes, a very large proportion of workers were placed by the Wisconsin
staff in the "not elsewhere classified” categories within broad classifications like op~

eratives.. Thus a finer breakdown by,occupations and industries would hardly have been

.
) o

more informative than the one used,

.

’

. In Tables IV—4 and Table IV—5, no indication of an association between jbéb changes
and occupation or industry 18’ apparent, Most of the male heals originally were in four
occupational categories,.craftsmen, operatives, services workers, and labdrers.

In each of these. four groupings, roughly two—fifths of the workers changed jobs one

13 *

.or more times during the three. year experiment, while roughly one—fourth of the workefs

in each of the four categorieslchanged Jobs two or mqre times. Workers changing Jobs

‘

!

.
. . . P
3 +
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TABLE T-4 = - - RS RN

T - . Percentage Dist:ribution of Male Beads By Nmber of Jobs R .
’ . v Held During Expcriuent -and By Occupation ’ T ‘

. . . ) . i ' ’ W“ S .. ._’” “-"J‘:’:j

St . . (Hiaconsin Sanple) 4;/ JEe - S
B : s e e Nunber of Jobs Helds 2ms .
' . @ - (2.). (3).- w. . (52 R
’ ‘. 'None One . Two  Three or Horeﬁ Total in Row L
Occupation : __(N89) (N=462) (x;;ura) (N-195) C (N=894) . o

n L7 . FREE § .-
‘Professional, Technical 0 57 - 29. & 14 1002 (N=7)Y 7 - o

J
y - |
s .-~ And Kindred Workers g B S . .o o

Managers B <39 . -15 - 3L f 1008 (Ne13) .0 ¢
. ’ ) ’ : - . -‘ -~ .l - - . ’ ,}i
. . Clerical And'Kindred 5 54 7’ ‘16 1007 (N=43) - - :
’ Workers . T ) r 4 . _ i P
Sales Workers 27 o 10 . o0, - o 1008 (Ne3) i
Craftaun, Formn, 6 51 o &18 ST 2 i' 1002 (N=115)
And Kindred Workers - ‘ PR SN L g
Operatives and Kindred ~ 2 . 57 . 20 & . 227 " 1002 (N=405) - L
, Workers- .o 7 o oo N - (L
: N i <3 s . . . . N . . . N
LI - : - . R - LI . - -y
Service Workers,. 2 - 55 18 25 100X (N=91) y
Including Household . Y . N PN .
. L,a‘bore;:s',’,hrm‘and . 2 o 57 14 . 25 160% (N=139)
. .Non-Farm™ , ° : ~ ‘ SR Lt
Unknown - < 83, 12 . . 3 3 .100% (N=78)
. s e"' s ,o‘ NO':VEIS
' . > N * -
Definition of Variables: _ _ : . o
’ . L 'Pro'fessional Technical, and Kindred W“orkers. In the 3 digit occupatiooal code of
P . the US Bureau of the Census, th:l.s group ;lncludes those coded 001 through 195,

2, Managers' This gr’oup 1nc1udem persons with codes - 200-295.

3. Clerical and Kindred Workers. .Persons w:tt:h codes 301-375. (

4. Sales Norkers' Persons with codes 380—395. . - ' .
i B .. . - ] :‘/" = 1. -
Lo 5‘.‘I~Craftsmen, Foremen, and Kindred Workere: Persons with codes 401-495.

N 6. Operatives and J(:Dndred Workers. “Persons w:l.t:h codes 801-895.

.. Serv:l.ce Workera, Inoluding Household' " Persons with codes 801-895.» - R

A 8. ‘;Laborers, I"afm and Non-Farm. Persons with codes 901-994. ‘
w7 -

:.F l{fC -:'9',, zUnknowu. l’ersonl wit:h codes 996 to 999, as well as persons who were aosigned no
C S ‘polit:ive code on t:he dat:a tape.A . o . o

-t |
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PR} ) Y TABLE TV=5
L S " . Number oflMale Heads By thber of Jobs Held
P S During Expe:imgnt and By Industry .
fﬁi‘ g,z‘ T : amn.,( ‘ ..Gﬂisconsin Sample) . .o, - N
alif-;ﬂ - ‘ o mmMmofmmsmﬂd + - . )
il R Q- @ B - W T s
T . - : None One Two  .Three or Mpré Total in Row-
- Industry - . (N=36) (N=462) (N=147) ‘(N=194) (N=839) A
. CGomgtruction o 12 . 46 10 32 100f (Ne29) - -
. Mhnnfacturiug, Durables 2 . 62 17 19 7. 1002 (N-162) o :
Manufacturing, Nondurables 1 . 5 - 2 ' ‘25, T 100%- (N=184)
o - - - - - .
'Tran3portation, Communication 7 - 51 <12 ’ 30 - 100%,  (N=59) ;'
and Utilities K ’ . ’ : S
T . . o ‘ ' . "
Wholesale and Retail Trade 4 - 56 17 23 ©100% (N=94) .
' Services, Private amd Govt. 8 51 19 . —— 21 1007 (N=127)
Others * - - o 75 . 25 0. 1007 .(N=238)°
, . NoOTES S '
Definitions of Variables: S

1, Construction: In the 3 digit industry codes of the US Bureau of the Census, this
group includes those with codes 190-199, .

2. Manufacturing, Durables; This group includes persons coded 206-296.
+ ,

K 3, Manufacturing, Nondurables:  Persons coded 306~439. N - !

'4. Transportation, Copmunication, and Utilities. ‘Persons eoded—506-5¥9~

»

5. Wholesale and Retail Trade: . Persons coded 606-696. - :“i '

" 6. Services, Private and Govt; Persons coded”706-936.4 o o

7. Others. Persons coded 996—999, persons assigned no positive code on the data
tape, - .and persons not falling within the first six. groupings. - : ’

L2
L. < - .ia..a,,_*_.iwm-




onncvunu.ou for at least 1 period upon o?nuw»ﬂw jobs. For example, the 19 in the fourth row, sixth column .
indicates - that 19 men who were craftsmen in n».own first jobs ounnnou operatives jobs mon at least one

period after they left their first uow-. . { ) ) a

y

!
@m TABLE IV-6 .
' Numbers of xtHo Heads (Who Changed Jobs) Moving Between Original and Subsequent Occupations, By Original Occupation
Q&.nncbﬂ.u Sample) N
< e ———— Subsequent Occupations :
T, . (1) (2) g (%) (56) .. (6) . . D (8) (9)
. .Professional, Clerical’ & Craftsmen,Fore- Operatives Service Laborers, -
. e Technical, And Kindred. Sales men,And " & Kindred Workers,Includ- Farm & :
] Qmumubmm Occupation __Kindred Workers zugwwnu Workers Workers Kindred Workers Workers ing Household Non-rarm Unknown
. Professional, Pechnical 2& : 3 0 0 0 0’ 0 0 -0 2
Kindred Workers . ) ’ ' . i
(N=3) y . .
xbnubﬂnﬂm . * - 0 0 v 0 0 0 w . 0 b3 5
szmv ' . .
nwoﬁ.nmu And Kindred Vorkers 1 1 15 1 1 . 9 . 2 2 13-
A’«'HQV ’ . v . ’ 4
Sales Vorkers .- - - [ [N - - . - - _
CO(Ne0) . : < ‘ . : i
Crafrsmen, ;oreman, E.E Kindred 2 1 3 - 0 L 3 | . 19 6" 10 37
Workers oo i ’ ‘
:..Sv . ' : .
Operatives And’ Kindread ) 4 1 17 3 27 161 - 12 . &0 119
Workers . - ' . . >
(N=169) ’ i
Service Vorkers; Including - 1 1 1 I 7 11 37 12 28
" Household 4
(N=39) . ) : RN
Laborers, Farm and Non-Farm B (1 I 1 2 1 , 8 34 9 45
(u=55) * e s .
Unknown ’ o .0 1 0 . 0 1 W, ? > 1
(N=4) N ) . N . ) . W
° ote: The numbers in each cell indicate the number of workers u.u an original occupation who .:::B...waM particularx

ERIC .

Aruitoxt provided by Eic:
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two times in a three year period would average only twelve mdnth§ on each of three jobs,

if they experienced no éap in employment'bétween jobs. Aithough thg\broportions having

two or more jobs were similar among indugtries, the ﬁroportibns holding three or more

Y

. jobs were higher in comstruction and trangportation. )
. . . T C . . -,

When‘changing employeré; the men in this sample frequently also changed occubﬁtions
/ . : N L ] N . .

and industries. The data in Tables IV-6 and IV-7 are intended to indicate the occupational
and industrial mobility of,the workers in this’saﬁple over the relatively short period

of three years. From the data in Table IV-4 (or IV-5), wa»kﬁow that two-fifths of al%;‘
. -7

the men had t;o or more jobs during the experiment. Tables IV-6 {and IV-7) show where

the part of the sample that changea-jobs wén£ when they took their subsequent jobs. The
numbers in the dells of these two tables reprégent tﬂ; number of job changers from a .
' given originaltocc;pation (or industry) who aF some timé auring the three years worked
" in any particulgr subsequent occupation (or industry;, i.e., ;xcluding ;he first one in °

which they worked. Thus, the table does not contain information on those who never changed

jobs. Also, men changing jobs may have entered the same or a different occupatiop.after

v

their first job.

Lookiné first at Table IV-6, nate that there is substantial inter-occupational
movement in the four pgtegories in which most of the men originally are located. Al-
théugh it is hard to combine thesé data, it seems to be.the case that workers igitially
in Ehe?iayorers éategpry do the most moving, ususally upwards to the operatives category.

. - \ ’
Excluding the unknown category, only 45 percent of the subsequent jobs taken by laborers

>~

’ who do change f£fit into the laborers category; 34 percent are in the opératives categofy.
Operatives and service workers are less likely to enter new ogcupaéions when they change
jobs, an& neither enter any other occupational category as fequently as laborers enterW
tﬁat of operatives. While qgeratives and qraftsmen do change occupational c;tegories

with some frequency, there is no obvious evidence in these data that persons in either

group engage in marked upward movement in.the labor market.

144
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Comparing the data in Table IV-7 with that in IV-6, we see that industrial identifi-
cation or attachment, as might be expected, is sonewhat less prevalent than occupational

attachment as these men move through the labor market. Whereas 44 percent of job changes

«

(into a known occupational group) result in changes in occupational category, 47 percent
of all changes (into a known industry group) result in changes in industry category. The

job changers in each original industry category show a marked tendency to move widely

3

among industries -as they change jobs.

In sum, these data on the incidence of job chang"' and on occupdtional and industrial
changes associated with job changes reflect limited attachment among two-fifths of the
‘workers to their jobs. Among the.latter, there are nany workers who also have limited

" attachments to their occupations and industries. Such lack of attachment, if sustained |

’r -

over longer periods, should lead periodically to income interruptions and at least

>

occasional dependence en income transfers. Ircome interruptions would be more likely

for such workers if their job search procedures are complicated by a lack of occupational

and industrial attachment.

O
3
P

D. Conclusion : ' . ’ cot .
Our analysis of employment and welfare histbries by a "case history" approach
has yielded insights not provided by the statistical analysis that follows in Chapter VI.
1. Within the Wisconsin sample of nale'heads of families, several distinct
. 'earnings pattterns have been distinguished. The men first may be divided into "regular"
and "irregular"workers, cﬂnstituting, respectivily, 39 percent and 48 percent of the .
total sample (which also includes the 13 percent who make up the Missing Data cases).
Regular workers further are subdivided into those with Stable High and Unstable High
_ earning#, respectively representing 17 percent and 22 percent of the total sample.
Within both of these groups, observed unemployment Zr absence from the labor‘force is -
negligible. There may be some short-term unemployment that we cannot detect because

-

our data cover only the last week in each of 12 quarters. Instability in earnings . ¢

in the second of the two groups must derive from fluctuations in moonlighting and ) . .

o "rtime work. We deducc from the very low unemployment and overall regularity of earnings

Full Tt Provided by ERIC.

!- [:R\!:ch we observe that if unemployment strikes, these men try to return quickly to work.
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te " " TABLE:IV-7 - ‘
| ’ © t - ‘ ‘ - * ' . ; e
;,_:' ) ) - Numbers of Male Heads (Who Changed Jobs) Moving ‘Bet‘ween Original )
) ~ and Subsequene Industry, by Industry e .
L = . N ' _— 3\ .(Wisconsin Sample) S o
¢ ' Lo ’ i ’ .
. . B . " ‘.T‘ - Subsequent Indusr.r_y . - —
7 ) O L
) - Mfg., 'l‘rns. . Whole~ Services, = - - A
- ‘ Non ° Comm. sale & - Private T
T N  Dur- - and Retail and . . R
Origd.nal Industry ‘ ables Util, Trade Govt. =+ Others,
Construction “ 5 5 2. s 15 -
. (N*21) . S \ < ;
: }Ianufacﬁufing, Durables 5" 62 22 8 14 15 | 51
. (N=71) . ) . '
Munufscturing, Nondurables 3. 17 90 - 10 14 - 17 .69 .- -
(N=99) o ) S , C
) Tran'sportation, Communication 4 2 3 . 34 . 85 - 2 26, .,
and Utilities - - . . . P SR
(N=34) . : S P
> Wholesale, and Retail Trade 5'*. 5 5 . 9 40 . 8 co .35:. ("t )

; (N-44) . R . R T T .
Services, Private and Govt, 7 12 013 12 17 . 59 46 .. Rt
L) . S E S
Others, Including Unknown 0 1 0 0o - .0 o - 2 ‘

.’ (N’I) ) - . o - . -0

‘ ,! B } . .
; A - ‘ " (
‘ i ¢ : co, . e g A R

r.. NOTE: . . . B o Lo el e

o o hd ) ° . ., LA . . . . ‘?,; i '> o o

The numbers :Ln each c’ell indicate the numbér of workers in an original industry
who entered a p'articular industry for at least 1 period tpof changing Jobs. For example?_,: :
: the 4 in the first row, sec¢ond column indicates that 4 men .who weré in conétruction in

their first 1cbs entered q. durable manufacturiug secton jo’b fot at; least onie, perio - af
: they left t:he;r first jpbs, ‘ ‘ v TS
. , .
- - ‘ o
»'Qv , . N 4
Q - !
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Irregular workers may be subdivided further into those with Stable Low, Unstable low,
. and High-1 Dip earnings patterns. They constitute, respectively, 7. percent, 31 percent, A
DS N . . e y "

.and.ld percent of the total sémple. Pe;sons in the Stable Low work very little, often,

:

-

ag a comsequence of poqr health. What is most interesting about.the earnings patterns :_,f

‘
¢ a -
AN -

of the latter’ two gqoups is that whére Breaks ,in employment arise, we can observe from

Q

) the plottings of indiyidual earnings that re-emplpyment is bound to result in the over-'J

»
P ey »a.,

. whelming proportion of cases. By and large, then, among irregular and. regular workers, .

»

’attachment to the labor force is the rule - even in the presence of generous welfare

>‘,4 4
> -~ - B
- - P 4
”

programs. S : ) o : R . . -

2, One-fifth of the men in the entire sample ‘worked very hard averaging 41 or more hours

L «

of work per week during the experiment.- Of those with Unstable High earnings, 57 percent

- averaged 41 of more hours o£ work per week over a three year period. '

~L

3. Not surprisingly, those with low earnings generally were more dependent on welfare

e

than those with high.earnings. Besides earnings,.though, program structure also affected

2 L .- »

}welfare patterns: those who were eligible for more generous welfare benefits were more

[
- » . - Ve

‘dependent on welfare. ' PR : « o

-

4. Trying to detect an afféct of occupation or industry on earnings patterns, we examined

the asaociation between the >qequency of job changes and those two variables, No in-

'5 The dﬁ%d on job changes suggest a seemingly low degree of occupational and industrial

's,‘.w. el e,
’ P ) ‘- 'h ve. P @n
/ \‘.1

attachment among the workeré’ih this sample. Among those -- rodghly 40 percent of the

-

~

t,.\‘\
' B .‘

in éhangesﬁin industrial category : ' . 'ﬁ? .
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. " CHAPTER IV

FOOTNOTES . P . '

Recall that our earnings data aetually are for the last week in’ each quarter,
Quarterly earnings simply are weekly earnings multiplied by 13, “Also, in the
discussion of. earnings patterns we use earnings deflated by the consumer price
index (1967 = 100).- , .
The numbers of persons for whom the standard deviations could be computed were
smaller than those for whom patterns were determined because of missing informa-
tion, The cell sizes for the standard deviations were, respectively: 39, 150,
90, 278, 193, 80 and 10,

Recall that our transfer payments data, unlike the earnings data, actuelly
are quarterly amounts. In the discusgsion of welfare patterns, they are not

de‘fla‘ted . .0 : * ” . . L4

——— o

.1

Robert E, Hall, "Why Is the Unemployment Rate So High at Full Employment?"
Brooki_gs Papers on Economic Activity, No. 3, 1970, p. 390.
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affecting these two quantities. SinCe a number of variables operate on income and

- .omitted by a reader anxious to/Bee the empirical’results.

- fgs - o v ‘ ¢ h
CHAPTEh v

Beo ‘ A Model of Earnings '
. . o . ‘

- A
. In the remaining chapters, we want to delve more deeply»into the interactions .

between income and transfer payments and into the full range of other variables - e
transfers simultaneously, statistical techniques are required to isolate the separate
affects of the exaplanatory variables. I order to formulate statistical tests, we must -
formulate\§ypgtheses reflecting both the nature of transfer programs and the likely

v A S
behavioral response of recipients. In this chapter, we will formulate our earnings

) model while in the next we will present our statistical tests on earnings. Investi-

0\
* gations of transfer payments are presented in Chapter VII, Part A of this chapter gives

' a general description of the model, Part B presents a unre technical discussion of the

thedretical model,and'Part C discusses estimation techniques. Parts B and C may be

. B
! '
.

L] -7

-A, General Description of the Model

_In order to study income, wé must examine its parts separately. Some of the

income of a‘household may come from a government sponsored transfer program (e.g., AFDC-UF

or ‘NIT), Let W represent the‘transfer payments to a household while I represents other

or non-transfer income (which, henceforth, we will call income). One difficulty for

analysis is thag W and I are closely interrelated. The transfer programs we are studying
L] 3

— AFDC~UF and NIT ~-- are both income-conditioned 80 *hat the amount of W is adjusted

on the basis of the amount of I. The effect of I on W is thus determined by aspects of
program structure 1like the guarantee level, thée tax rate, and the income accounting '

bystem. But there may also be a causal relationship running the other way, from W to I.
- 9

This arises if for example, the transfer payment induces a family member to reduce

L 2%

work effdrt, thereby reducing his’ earnings. It is useful to break down the parts of I
’ .\ 1. )
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further by writing
I = E,+Eg+Ey+0Q

where\EM, Ep, and Eo are the earnings, respectively, of the husband wife, and other

family members, while Q measures unearned, non-ttansfer income. W will affect I to the

[}

e @‘ v
extent that it affects the parts of I, EM, EF’ and EO, the earnings of various family

members. A family might even try to reduce its Q in order to qualify for more benefits

but we will not try to account for this effect here. We must thus be prepared for

.

causal effects running both from I to W and from W td I. “In the presence of mutual

causation, it is known that any direct estimate of'the effect of IonWorWonl
> -

yill be statistically biased.

- 4 e

A 4

We can begin to disentangle these mutual effects by considering the typical formula
for an income transfer payment, W:

; (WG

where G 18 the guarantee level and t the tax rate. (We ignore the complications intro-
duced by the income accounting system.) G and t are both program characteristics fixed

independeﬁ%ly of "the behavioral response of the family. .The effect of Won I is thus

? - .
a consequence of the separate effects of G t, and I on I, We could elminate the problem
(of in effect, explaining I in part on “the’ basis of itself) if we could legitimately
o x
: replace W 48 an explanatory variable by just® G and t, variaBles not determined by the
"\

behavior of the family. Economic theory tells ,us that this is appropriate. To apply
the. usual economic model we must analyze the earnings of each family member separately.

The standard model of the work effort of an, individual explains his work effort on the
5 . @ *

i
,basis of his wage‘rate, the unearned income of the family, and some tern accoﬁnting ﬁor

_,,

the earnings of other family members. Since the earnings of an individual are equal to ‘

'

his work effort (hours worked) multiplied by his average wage, his earnings also will

depend on the same variables. It follows fromuthe standard mode1 that the guarantee .

JJJJJ

’

’ - [
oty . 3 B el \ “ N *

the wage rat Some simple manipuiationsshuwnin Part B allow us to incorporate the y o

A,

,‘¢&
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level has the,same effect on earnings as unearned ineome, while the tax rate modiﬁies ,'ﬂ
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, tax mate and the guatantee level into a new family unearned incomé variahie, N, cdmbining
« Y .. . - T, - *~

the effects of Q and.the“egogenous program paramstarslof the welfare system, The’

¥ . ) iR ‘

*-'assumption‘éf a Cobb-Douglas utility function leads to the convenient result that

earnings are’a linear function of the previously mentioned variables. .Standardg/7~
< - / . ‘
theory thus suggests equations for male and’ femalg\earnings, respectively, in the

4t . . '

following form: \ o : . -
_ ’(la; By = 0y + gl + gl + uy *
- — 5, .
(1b), Ep =8 1l +B 'ZWF"4-83N + up
Wy and Wp measure, respectively, the"ysband's and wife" wage r:;es.g The o' 's and£3 8
.are constant\terhs "to’ be estimated wh:letthe u's are error terms. . ; -

The standard model of eannings discussed above has the apparent drawback for our.
purposes ‘that it is ? static model. It explains earnings for a single period but gives
1itt1e direcb igsight into our principal interest -- the pattern 6f earnings over time.
We yill concentrate‘on two sspects of earnings patterns -~ their mean and standard

'deyiation. The mean provides a neasure of the variabiiity about that level. We have

."found a very convenient and fruitful way to use the standard model of earnings in .

-

studyiné the nesn'apd“standard deviation. Suppose that in equaticns (la) and (1b) .

‘we assume that the‘error‘term has an expected value of zero. Then those equations give
> | A

the expected valués of Ey and Ep, respectively, conditionai upon given values of

Wﬂ,WF, and N. In other words, we’ may think of the standard model as explaining expected
t

*  earnings. Now actual earnings in any period are likely to deviate from the expected.

-« kS a

value because of *he error term, uy or up. But we ligve two sets of longitudinal data,
“ 3
AN

- from Michigan and - from'the New Jersey experiment both having a series of observations

-

" on each variable for each family ‘over time. It is known that the mean of a random variable

. approaches the expected value as the sample size becomes larger. Although our time series

is not especially long, we will. take the mean over time as an.approximation to the ex~

.




the balis of the meanfvaluaa of WM’ Wi, and'N. . ; i )

4

The standard model of earnings can also be useful in deciding how to define spe “f

earnings model/on

N ‘v

standard deviation. Since we explain mean earningéhon the basia of‘WH,WF, and N changes . '
& ) . '\ .
in these variables lead to changes in earnings. Some of ‘the variation in earnings can

. . ]

. then be explained directly by WM, Wp,. and N in the gquationsafor mean earnings. ,But,

even if an inaividual had unchanging Values of WM, Wf, and N, earnings might fluctuate
“ o ! i:, F .. - .
because of variations in the ‘error term. Thua,.variationa not already explained by the o
¢ . e

mean earnings equations are measured by the standard deviati:ns of the errors, uM and “F’.

' fz

respectively., We might expect different individuale to have different patterns and hence R

different standard deviations, sM and sF.' These differences should vary systematical y

r .

»

7

depending on iactors related to the individual's tastes and abilities "and on his/git—
, » e
uation in the labor market. For example, some individuals might work in industrigé

with seasonal fluctuations in demand and employment. g . S

]
= S . e

. The difficulty/yith our/proppsed measure of the sﬁandard deviation is that Uy and.
< - Tl
uF are not directly observable. In Part,C of . this chapter, we. preseﬁp the techniqﬁe ':' :

~* . S "A,.

¢ that we will use to estimate these gtandard deviacions and how. e, will then ‘use’ oar ": e

3 . Pl w8
< . ey

s*imates to, refine our mean earnings equatipns. Gbspter VI, part Anpresents a dis-"
~ fo . <

cussion of what variables might systematically affect the standard deviation, folleWed

by empirical estimates; while part B of @hapter V'I, presents empirical rEsults %for
- P‘- - t L Gl

othe mean earnings equations.' The reader. not wanting to follow'a further elaboration )
éf oo

»

of .the technical details of the model now faay proceed directly tq Chapter VI, ._°>J3 . :

"} B., The Theoretical Mbdel . ' * " ‘:f{ ’ - “a -

d ' A 'ﬂ;' - , 4 P
I A D Cobb Douglas Variant of‘ﬂhe Worksleisure: Model. . . ) B

Consider a family which consumes a,buhdle of goods measured by, “the index

.
e

. 13 1
* X Let LM be, the leisure time of the male and Ly that of the female. (We will igno:e

LI .
the work—leisure choices of. other family members ) ,Ih?n assuming,a Cobb-Douglas .
0\ . *
utility function‘we have .
o M O (Lo, m0) o ’
: -, . y . M e A 3
“ e (D) ULy, Ly, X) =Ly Lp X : . , S

.
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In :he aBsence ‘of the male, uM = 0 and, in the absence of the female aF = 0.

c

o

Ihe hours worked by the male and female are HM and HF, respectively.

Let WE and Wf measure the male and female wage rates, and let’ thenprice af the index

e &

of goods be unity, so that in effect WM and.WF measure the real wage rates in terms

fﬁ of‘goode. The income of the household may come from earnings, WﬁnM and WFHF’ from
L ,

'unearned, on-transfer income, Q, and from transfers, ﬁt? Transfer income. equals an

A .A' (34

income guarantee level G, minus a correction or, tax based on. non—transfer income.

Letcing tE be the tax rate on earnings and tQ the tax rate on dﬁearned inc-l-,

- - -

M . . »”

Y . - . ° ) 1 b .
: \'/. . . |G - t:E(WMHM + WFHF) ""tQ Qa if > 0' T . T oa T e K o
. W= . = ' TeLER L Ty
< . - 0, -otherwise . . . ' o . ¥:;w -
T a . - . . . : " ":....?‘ ,.‘ ‘
A family receives an income transfef only if its income is small enough so that W. r --4 s
mains positive. The budget const;aint of the family is thus . ) fi‘;fgjﬁi:.JQQi
K et gty 4 0 gl + Wl i@ o o e T
By - (l-tE)WMB.M + (l-tE)WFHF #EQH G, IE W0 L o it
O Ol:, X WMBM + WFH‘F + Q, 1if W V— ) . . ! ) ‘2' . '{, :"‘:‘,‘
The variables HM and %3’°f the budget constraint cah be related to the variablea

- Ly K X B
LM and L of the utility function, if we introduce the constants HM and, HF, the maximum —

. ),:a‘
. number of hours the male and female, respectively, can work. While HM and HF cannoﬁ exCeed

i Lo

the total number of pours in the period under consideration, they should be interpreted

1
? as behavioral parameters rather than as technical constants. In part, they meaéure K R

'_ the maximum number of hours that the male or female could be induced to work under

s ’ ‘4 "
* ¥ A

the condigiﬂns most encouraging to work effort, In addition théy may reflect economih,
} 'fconstraints on the amount of work the person can do -- constraints beyond the control

: ’ of‘the individual resulting perhaps from market forces like insufficient aggregate

! demand or possibly from dizzrimination in hiring certain kinds of workers. It follows

then, that the leisure quantitites Ly and Lp measure only that part of leisure displacing

-«
N

potential work effort. We have ; ' .

) Ly = Hy ~ Hy, Lp = H; - Hp 153
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Using (4) we can express the budget constraints in terms of leisure time instead of

« .
’ i

work time. Using (4) in (3) and rearranging, we obtain o . oo t ’ B }”"

(Sa) X+ (I-t )wMLM + (-t )WFLF = (-t )yMBM-i- (l-t )w H.F -P ‘(l-t )Q + G‘ if W > 0
. 3 O
ot . - . : ‘ v

¢
v -
y s e o= - - - N — e
- . i

(Sb) X+WMLM WFLF'WMHM”‘ EF'*'Q,if‘w'so = «. |

(3
g ]
%

-~ ¥

_ we thUs have two alternative budget constraints, (5a) and (Sb) If the famil§ is

rEceiving a transfer benefit, ‘the parameters of the transfer system enter the constraint

~ : ) :

(5a), while if no transfer benefit is received the transfer parameters do not constrain

A
L)
+
»

choice and the family can move along (5b). Ly . . .

]

_ We assume that the family seeks to adjust LM’ Lé, and X in"érder to maximiie"
utility, (2), subject to its budget constraiﬁt and given HM’HF Q, and the

parameters of the transfer system. As part of this choice, the family must decide whether

4 .
"or not to receive income transfers. The-decisich to go on a transfer program can be

.on-

formalized in two steps. First, let. the family matrix utility with respect to (5a), <

v

»

leading to optimal quantities, HM HF, , and U = U(HM UM HF - HF’ X ) Note that

.,

‘there is a restriction on the attainable values of these variables, for if the optimal

. ‘¢

quantities produce so much income that”W cannot remain positive, the individual canpot

remain on theltransfer program. " In the second step, let the family maximize utility

. ,.o,

i "with respect~to constraint (Sb), finding optimal quantities _

** *k i _** ‘ . T

,‘%»‘%’X-,am“u =U<HM HM R A

Comparing the results in the tWo steps, if U > U . the ﬁamily chooses to go on the -
’ - 3 e . LE

prograd.while if v > U , thé family'chooses not to do g0 . R R

LEY

» .. . <

'5_ o Applying the usual first order conditions fqr a maximum, we find after tax earningg

euations for the husband and wife, if U > U (so that (5a) is the relevant constraint),
T A . - ' ‘ Ni A

] -
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N .{ ( a) (1-t )Hﬁ;u qu[(l- )Wuﬂu + (1—cE)wFHF + (1-CQ)Q + G], w>o o -
6a RN

Il-tE)WFIT apl(l-cg)wMBH + (1-t )WFHF + (1~tQ)Q +6l,W>0 . \4 :

. * . 1" . - . .
" When U** ,2 U Cwithf(Sb) thé relevant,constrainc), . o oo L
W aH{w.BH-f-w +Q] W=0 / ; LT T
(Gb) y;u FHF * IS S A T P
: FRRT - ;

WFLF aF[wMHK;wFB +Q]0 : “ ‘~ -

v » .
o » Iy
¢

The value«of the leisure time chosen by each family member is a constant fraction aM oz‘

¢

ap “of "full income," the expression in brackets in each case, which ig what income -

A

“would be if every family ‘member ‘worked the maximum amount., Using (4) and dividing,each ‘

equatiOn by (lrtE) when * > U s we obtain pre-tax earnings‘z - _
= . . . . )- . . . B 2 _ ] . ~~ ’ . | . 7 ' , "’,‘_ R
P i : . (l.aM)HMWH - dﬁB'FWF -au Q,_ .i£'_<_> o and W -0t L .
S <7a> EM wuﬂu*- g 'a-amaﬁ auupwp °‘H Uﬂ’ -2 £8 1550 maws o
) : - I3 ‘ _n‘ . 4
‘ ‘A-‘ {-.. . 2-‘ N . - c' . . . " . A;\,., ) .. E , ’
s o0 , 0, otherwige e ' .
s e T ! . PR A ~.h e -
ao e : (1'°‘F)§Fw “rHHWM “y o if >0 and W = 0 S e
{7b) * B = WgHp ’(1 ;,)f_;.‘w- * C. (1.-ch) Q+6 if i ' cw o ’
] : ] > 0 an >
3 i —aF HF aEHMwH ‘!e 3 ’ ('1 tE e, © ’ ) .
) ‘ ‘0 otherwise X " ; e ‘ P
Data.are available on thé variables M’ Q, and the parameters of the transfer

i a programs. The first two cases of boﬁh equations (735 and (7b) are thus linear equacions B
. -

in Wﬂ, W}, and an income term. The coefficients to be estimated, given our Cobb-Douglas

- :y; -1,,7, l D

o model, can be interpteted as behavioral parameteteq ?he coefficienc of the income -term, . .

‘ ra

. ““M or. -aF, measures (the negacive of) the fractiqn of "fuil income" that the respective

L5

familv member chooses to ccnsume in the form of leiaure. The coefficient of the own-'

f?"wnge, (l-aH)HH in (7a) and (IuaF)HF in (7b), must be positivc since aM and aF ‘are boﬂm




‘-, 2 . . s « *
less than one. Given estimates of O and op from_thefigsnme.terms3 thiegsé own-wage

e T R

ST

coefficients'can be unscrambled to obtain estimates of ﬁh and ﬁ? which we-assuméd to

o to be behavibral parameters, The cross—wage coefficients, -aMHF and -GFHM, are both "

-

s

" cast serious doubt on the Cobb-Douglas formulation of the theory.of.work effort.

ar

negative. Significant coefficients not satisfying these theoretical restrictions would
» F‘i\ -

-
s

Notice finally that we have thfee variants of both (7a) and ( b).o;zhe'first two
are identical except~in the’way income is méasured.,'When the family redeiyes transfer
benefits, the parameters of the transfer system must be inereduced into the income
“terfn in the way derived in our previous calculations. The third variant is different.

. i ) .
The difficulty with the first two is that if either the appropriate income measure .

) K . P it .
or the spouse‘s Wage i too large relative to the own-wage, a negative value of earnings

3
A . ) . ' A

. ap . - /
is predicted. Since negative earnings. (or work effort),make no economic sense, we
conclude that’earnings would be zero when either of the first two yariants predict’

negative earnings. " This raises the important'problem that the zero earnings of those'

. ...-...__.Q..- ‘
who do not work are not explained by ‘the same linear relafions“ip that explains positive

< 3

éarnings. The tWo groups must be treated separatelxh, The non—workexs do npt satisfy

.

the first order equality conditions that the workers do. They can be shown to satis;y

X
- )

inequality conditions and lie at a "corner solution.' ‘ ;
E .
2.. Choice of Income Transfer Program . s S

Y

As has already been noted the introduction of an AFDC-UF program in New Jersey

not only provided a welfare program to the control group under the experiment, but also

. .
provided a second option to those .covered under the experimental plans. If eligiBle,
¢ - 59

they could recéive either a NIT payment or they could switch to the AFDC-UF program.

A ey ,;

Since equﬁtions (7) include an income term iuvolving parameters of the transfer program,
- bt . : bt

+ ’ »

gome principle is,needed\to determine which)parameters to use for a .family facing a _.choice

-

- v

"of. two transfer programs.: A simple extension of the argument on whether a person chooses

to be on or off a transfer program provides such a principle. Given the parametars of

each'transfer’prOgram we can construct a separate budget constraint corresponding to each

. . -
v v . 4 '
s ! . '

-

'[Kc L 156 o y
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program, jgonfronting the family first with one budget constraint,‘we calculate the
:larinized value of utility. The operation is then repeated with the second constraint.
K The family chooses the program thet leads to the highest utility (provided that this ’

level of utility is higher than that obtained receiving no transfer benefit) To

achieve this highelt utility, the family must be on the budget congtraint determined by

b

the parameters of the chosen program: ' : s

To apply this principle, we observe nhich transfer program the.family chooses, .
Assuming that it makes the choice naximizing its utility, we use in equations (N only-
the guarantee and tax rate parameters of the chosen program.

<

;3 Fluctuations in Earnings

Equations (7) predict changas in earningq in response.to changes in wage rates
or in thelappropriate income measure. Qowever,'fluctuations in earningd also may be
caused by changes on the demand'side of the labor market or by'additional aspects of
individual behavior not incorporated into equations (7). Consider first problems re~
lated to the de:.-.ahd for labor. With wages inflexidle, fluctuations in the demand Spr

labor will tend to ledd to fluctuations in employment. The extent of these fluctuatlpns

will differ by labor market, by industry, by occupation, and perhaps by worker character-

istics of significance to employers, like seniority. Whatever the sourcer of the fluctu-

»
-

ations, they mean that 'in the short run, at least, the attual earnings of an individual

will deviate from his'desired level. Earnings_will be less than desired when a person

is fired or laid off temnnrarily and higher than desired whan there are required increases

4'in overtime, If we interpret equations (7) as giving the level of earnings desired by

the individual it thus prov*des only a artial explanation of actual earnings.

\
However, equations (7) may not even pxovide an adequate represefitation of desired
. « . . . ‘ .
esrnings. In.addition to the obvious simplifications resulting from the Cobb-Douglas

form of the utility function, equations (7) do not consider the timing of the decisionms.
. ! ¢




- 147 -

< . M .

One person may prefer steady employment while another prefers work interspersed with

. -
-

frequent breaks. Over a sufficiently 1ong time horizon, equations (7) could explain

-

1a
the difference in some cases, perhaps by a difference in o, The person desiring fre-,

-

quent breaks over a 1ong period prefers ‘to devote a larger fraction of "full income"

to leisure. But we arg interested in ghort term fluctuations. Moreover, steady part-
time work could yield the same ¢, as intermittent full-time work. The standard model in
itself explains a desired level of earnings, but provides no way of distinguishing a

preference for a particular pattern..

For purposes of‘analysis we find it convenient to consider separately the deter-

N

mination of the normal or desired level of earnings and the fluctuations about this

normal level. The earnings model given by equation (7) provides a convenient explanation

-

of the normal level of earnings, Then the demand side factors together with individual

4

preferences for patterns determine fluctuations. To be more specific, rewrite equation

(7a) expressing the first two cases (when earnings are positive) in the same'form, and
‘ | .

including an error term u,.
(8). EMt = blet + bZWFt + b3Nt + U, e
o
This relationship holds for a given pericd, t, indicated by the subscript attached to each
variable, Here b1 = (l-aM)HM, b2 .TaMgF’ b3 =—Cs Nt is the appropriate measure of
other income depending on the kind of transfer payments received. (The argument is ident-

ical for female earnings 8o we present only the case of male earnings.) We assume that

”’

the parameters bl’ b2 and\b3 remain constant from period to period_over the time inter-
val considered. We assume that for this individual ué is randomly distributed over time

o

"with expectatioh, E(ut) = 0, and standard deviation s. The expected value of earnings, >

4

e(Eﬁt)’ is thus .-

(9) | e(By) = by, *+ bszc + baN,

We thus assume that earnings of an individual over time can be analyzed as if they

158

were randomly distributed with conditional expectation given by (9) and standard deviation
of the conditional distribution given by s. The distribution of the fluctuations in

earnings (other than .those explained by W WF and N) is thus determined by s. But 8 is

[]z\ﬂ:kely to vary from one individual to another depending on his situation in the labor

IIText Provided by ERIC
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P

~and onvhis preferences concerning pattern. Although we do not try to explain every change

in a person's earnings we do study the. overall pattern (or at least that aspect of it

measured by the standard deviation) in a way that alIows us to make predictions of

.

individyal behavior and comparisons between individuals.

In Part C, we discuss our techniques for studying the conditional expectation of
N

earnings on the one hand and the gtandard deviation, 8, on tha other, Before proceeding
to that, consider some general aspects of our approach. Although equation 9) oan/be
viewed as an equation for normal or long zun desired earnings €(Ey,)is not observable.

We know from equation (8) that actual earnings in any period will differ from its
expeoted raiue by u,, which may be large, Since we are hypothesizing that it is the

long run or normal level of earnings that is explained by equation (?),;it is desirable’
to measure the mean of earnings over tihe rather than the actual level in any one‘periode
and to use the mean in explaining the normal level of aarnings. To see the advantage

[

of working with the mean, take the average over time of both sides off equation (8), let-

H]
ting bars denote averages over time.

a®
a

-

(10) qEH - ble 4 boWp +.bgN+ u’ ) . N
Since we agsumed that €(uy) = 0, it follows that e(ﬁ}.- 0. Therefore, the mean Eﬁ is .
explained by the means of the indépendent, variables in exactly the same way that Eyy

is explained By equation (8), exoept that the standard deviation of the error term is now
- n « . N 8 “

¥educed. Whereas u, has standard’ error s, u has a standard error «[~ where T
¢ . + T:

is the number of observations used to calculate each of the means. We will %requently

%

refer to the normal or long run level of earnings as mean or average earnings. Equation
*&‘
13

(10) is the one we will estimate in our empirical investigations of mean earnings.

Many factors besides Wy, W B and N may explain periodjby—period earnings, but our .

d

- argument suggests that they should not enter equations (8) or (10) as additive dummy
; »  l .

variables. Indeed, the Cobb-Douglas model implies that equation (8) should have no_con~

* .

stant term, Consider the example of a variable 11gé ‘education which is usyally expected

-

EKC 19
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.to have an effect on earnings.' In terms of our model the principal effect of education “1

3

on earnings would be transmitted through the wage rate, assuming that more education ? .

'4. . ". "

allowed the individual to face a higher wage. In addition, a,more educated person might ;}

" v " .

have different tastes than a less educatéd.one.. But differences in,tastes lead to r

- - ;

4"y

differences in the eoefﬁicients bl’ b and b3, not to differences in the constant E',.:?ii\

~
- - . ~2f
- - . u. -

term. The only other effect of education might be on the pattern of earnings.” If’more I

- b N '6"7:."

educated people either faced more stable market opportunities of preferred greater

stability, they would. have a smaller value of 8. Similarly, any variable affecting ‘ﬁﬁw:""
. LA
earnings outside of the channels through ¥ , WF, dod N either mﬁst change‘one of the .

coefficients bl’ bz, or b3 in which case it affects mean earniﬁgs, or it must ehange 8y e

in which case it affects the pattern of earnings. - - . N
. - , ’. . i j.‘\;

- - .y . LI £y

L 4, The Treatment of Unemployment. o . = N '.-“

- ' . PO 'o.

5
Equations (7) presented expressions for earnings in three cases. Only'the

< i .
o
/. . R

first two, involving positive earnings, entered.the discussion on £1uctuations. Thei e

< e b

,third case, with zero earnings, must be considered separately. Zero earnings couid )

- .

arise in two eituations.. First, if equation (9) predicted an‘expected value of earnings

- *
. . R s V-

of either zero or less than zero, actua1 earnings WC"lu no*doubt equal qero. GiVen

-
’ “
s

the person 8 tastes and values of WM, WF’ and N that he, faces,.he‘bhooses not to work.

Equations (8) - (10) do not apply in this situation.. "Second, his actuaI earnings in

l!p -

| some period may be zero because of a large negative value "of ut, even’ though his" normal

n

. desired level is- positiVe. The negatiVe LUy could result from'an involuntary 1ayoff or

from a desire for periodic breaks in employment, combined with a long run desife for "; )
positive earnings. As long as desired earnings are" positive, equatiOns (8) ~ 010) hold
+ .
. , A | ) .
The zerb earnings are simply part of .a temporary fluctuation. : o oo, C

. ¢ i ¢ v

In principle the two situations are distinct. ‘The difference depends omn whether

- ‘. ". -

’

Y

or not equation 9) predicts a positive value. In practice, the situations are ha;d to

. distinguish because an unemployed worker does not have an’ obServable wage rate.":TheT

N -

. » i' 4 4- . »‘_”'.
worker may have a good idea of what wage rate he can normally expect but “such infor~

’

¢ s,

: ‘mation is probably not available to the analyst.& We will assume that any person with

.
) . . ’ ] - P
1 - ’

[KC | S T 1 I P S
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A&
‘,‘

'isk;f.&uafe in déueiaping a‘ ﬁzean eatnings Pequation. On the other hand any

’H.,y.
o

: X ositi«;é e'arni'ngs fo:‘ at.' 1eastf one“pe:j,od has posir.ive mean earninga.

’." , Fwest
ok T R

é,individuals'are g Qsmplqyed nn“l because of temporary fluctuations

S ;
T Seall ‘:.
t e SR - /y ;"

bo;h a- mean earniués ,equat:ion and an equation for the

‘\":' \ ’—i-"

' heteroé

N .

,:,. w1 i

.sv‘

uarket situations and tgstes., Let; di "now, fegresen;: tl‘i tian&'a;d deviatd.on of the error )

Voa L
- .,9/

for individu 1 1 [which was’*p:e.viousj,; ,deno,t:ed' 'hry V... 3. T, the nuzber
: & T

4 v
g S

4
3 ."

of time period’s, at. var,i-ations* in ¢ result strictly
AL z : X i-

f:rom variations in s"" “

-

s

‘aaée uneorrelated. The ith diagonal

RS

r3 , ‘ﬂ.,,. »31

where 62 13 a common ggale f;mx:or. . Given the matrix V .the appropriate .
o N' ,

estiuation technique for equatipn (}.Q) is geperalizeq. J»eaat sque::eé (G‘LS) 'Bhe GLS ..

rll, .v‘&"-"‘lr

< o v

,4

or iﬁ%}viduhl i dependent and in-

)T

,""

di'.‘ L‘eagt squares,

,4,, ;-' - ‘0
K

élementa of V a’re'nog known. 4.‘. 13 tzhue éssential-, to produce est:imates bf °:L not only

o, et (A 20 3 -
ct
l ‘s ’?11 ’ i l

tp study indiviﬁual paﬁterns, but also t:o obtein t:he GL§ estim,ate éf the coefficiem:s

8 ,-"‘
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- .‘ H'Zs Estimation of the Standard Errors ‘ n;. L . IO

In the mean earnings equation (10), we have already ade use of the time :

€

series available on each indiyidual by calculating the mean ower time of each variable

st

for each individual and then using these means in the cross—section estimation. By

R ]

so doing, we reduced the standard deviation of estimate from what it would have been

CRE

our time aeries data to calculate the standard error of the unexplained fluctua;ipns in

' -

earnings for each individual. We need estimatea of the coefficients in equation (10) to .
. P |

s calculate the unexplained fluctuations. However, the beat linear unbiased GLS estimates
" of the coefficients can be calculated only once the standard deviation of the unexplained
fluétuations is known. There is’ nevertheless a way around 2hese difficulties. Although
the coefficient estimates using GLS are best linear unbiased, estimates from ordinary i
least squares (OLS) are also unbiased even in the presence of heteroscedascizy. ,Aa - .
2 first step, we will estimate equation .(10) using OLS, For convenience, the estimated >

earnings equations'for a cross-section of n indiv duals may be written in matrix £orm

e Ta s i ¥

w . e \ .
2, ’ . -
. . L., - . . . .
s I . P I i

v'::'a'g '.."A ) e . - ? - . e
“(11) E=Xb+v e ' .

1Y 2 ¥

where E is the (nxl) vector of mean earnings, X is the (uxk) obsérvation matrix of the -

individual means. of the k independent variables, b, is the coefficient ve tor eatimated

by the use of oLs, and v is the (nxl) vector of errors resulting from the OLS3estimation, |

‘ o
v

.

Equation (ll) givea a single error, v fdr each individual.

s /

. We assumed earlier that the coefficients explaining mean earnings for an individuaI

‘ "‘%‘"""‘ - {&
also explain the expected value of peribddby-period earnings. We may therefore, use the

o coefficients estimated for the mean .earnings equation to predict period-by-period earnings

;;’: Based .on. the period~by—period values of the independent variables for an individual..

' For individual i, let gﬁ be the (Txl) vector of his actual earnings for T- periods.
Similarly, let X _be the (TxKk) matrix 0f observations en the k independent variables
faced by individual i in each of the T periods, The asterisks denote that.these variables

[N

.were not used directly in calculaning the regression, only. the E and X ‘without asteriaks
- e .o ' . £ fe vy . - . . ! N ;‘;'__-_
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. had we uaed cross~section data from.a single period. Now we p;opose to exploit again e
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' (whose elements are’all means) were so used. Using the OLS coefficient vector b we may

calculate the (Txl) vector v of prediction errors over time for individual i.

R

L
>

(12) 6’1 el Ei JL[*bf . ‘

ar
v,

s

We propose to use the standard error of the T elements of Yi (which we denote as 01)

— . as an estimator of’ Ol the standard deviation of unexplained fluctuations for individual i,

- .- v

ﬁ To evaluate the properties of our estimator, letB be the true coefficient vector

““80 thatathe true vector of unexplained fluctuations uI, is defined by

LY

* ok %
{13) By =&iB +uy . N

What we really want to measure is the standard de;iation of the elements of u;, which 1is
' the ith element of the diagonal of GZV,'i.e:, Gzci = ce(uf’u}). The prime (').dEnotés

the transpose and the c is a proportionality factor accounting for the correction for

degree of freedom. (The o4 entering’the GLé estimatisn need be determined only up to

a scale factor. Since, with the same number of time series observations for each in-¥%

dividual, the degrees of freedom will be -the same for all, so will c. Henceforth, we

. = “
‘will ‘asstime that c is absorbed into 02 and write 020% = B(u g’u;) ) Now consider the sum

-

of squared prediction errors using the OLS coefficient estimates.

. .
\. L]
f » “e
1 .

, e Q@ IvE= (- b e - xib)
s m?’ﬂ'&k L c om [ - 17 2@ - f ‘ ¢
S e sdnien ol
5

I"
whefe the last step uses (13).” Our proposed estimator di, is proportional to vi’vz

v

Take the expected value of both sides of (14), remembering that in our model, e(ui) = 0,

Las e - 2[6-b)° xi X;®-b)] + e(ufu})

’

Therefore, (vI'vi} is not an,unbiased'estimator of s(ui “i) The expected value of the

, LRI ¢ . N ' Loy,

P S - s : P g L C




squared,prediction error, e(vi vi), equals the true variance of earnings fluctﬁations, ;"“:
o o r ’-"
e(u ), plus a term accounting-for the error in the estimatiqn of B Indeed if ve are

to construct an estimator, V,, of the variance—coVariance matrix OZV based on the _.'

..

qeasured errors vi,.the coVariances would not.sll equal zero.:§" EAEE ~5.‘f'
sy e(v*‘vg')-ews-bfxi J@—bnm(u;"uj L
2 Although the, true- errors are unccrrelated i, e., €(u1 uj) = 0, i ,‘ j, L. i o

t

the efrot- in the estimation of b again contributes a n0n-zero term.. -

.a

Now examine the term leading to the bias in equation (15), noticing that the matrix

o

in brackelts turns out.to be Jjust a—starlaryﬂ

R . -
« + »

an  el@-b) x‘xi(e by = clee@b)RERE@BY] . RS
' - e[tr<x1‘x§)@-'b)<é-b):} ‘-‘:tr(xz‘ic;)et(;iaéef(b-B')"]«

L) + N v e . . ~
Y . v *

Here tr stands for trace and the last step follows since Xi is a set of given independent

-~
2 L , * <

variables. The expression 8[(b43)0r8) ] is the variance—covariance matrix of the 6LS

.
.

coefficient vector.obtained in the cross—section estimation of equation (10). Alfhough |
the OLS estimator is not best linear unbiased’ in the presence of heteroscedasticity, it
» is unbiased and consistent, with the property that every term in the varisnce—covariance -
matrix a%proaches zero as n (the size of the cross-section sﬁmple)'gets very'large.g
Therefore, ot , \
© (18) plim‘e[(B-b.):; x;"x;(s -b)] = tr(X{’X}) plim e[(f:-B’)(b-B)'I_ ' ’ L
o . T, n>o . £

. - )
.3

_ . . ‘m tr(xi'x )Y[D] = 0. - .

ﬁhe matrix (Xi'XI) is unaffected by the probability limit since it measures the variables

1

for a single individual, which are unaffected as more individuals are added to the sample.
‘ " ' ) ¢

‘ ‘ . L. - ;‘64 . ' , ,y .
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Ouf estimator is thug an aaympototically unbigsed eatimator of the true variance as the
Teo ., ¢ Y

o sanpld size,of xhe croaa—section becomes very large. In a similar way, we could demon-

L . b -

atrate that all the co-variancesgiven by equatiof,(lQ) approach zero in the probability

4“ . ‘ \' ) - |
~',, . ’1imit . - . “: - / <., ] ) k )
: o B "‘ P . . .

'-.; l: wg know,that,the Variance*novariance matrix of,the uf is given by
Tl - - . v

E(U* *’) - 0’2V. o . .. ! ] ' '
T . 2 (5 ' ’ ’ '

.

’
s o
N RN N
NEPEN o

K
-y Pres
o ER , . M
L) - ,' .

AnotHer way_of' looking at this reault is thatuthe expected value oﬂ the variance-covariance

matrix of ﬁhe vi, E[V], iﬂ a consiatent estimator of 02V, oOur sample eatimator of the

¥

o atandagd deviation Eor individual i oi, is proportional to the square root of the ith"

Ay

-~ v -

" diagonal elementof V It can'be eaaily established that GLS eatimation of the mean
L) ’. ' : %
" earninga equation, based on the matrix e[V], provides conaiatent eatimatea of all parametera

¢ I

We are still ‘not prepared for the GLS procedure since conaiatent estimation requires

:g_ ;
us to use S(GZ) aa our eatimate of individual vari ance, not 5? which we can calculate.

:‘Zx

P

Indeed ézhis eatimated from a time series for each #dividual, but the time seties ia short.

LS 2 ] —

’ - ‘e

N
There ahould thua be auhatantial error in the measurement’ of G%, so its actual value

2 will ofien be fgr from its expected value. Our measure of oi, however, doea allow us to
, proceed with one of our chief purposes, which is to inveatigate what determings the
standard deviation of unexplained fluctuations in earnings. To do this, “we will identify

a series of variables,some related to the labor market situation of each individual

-
[

* andjo%hera related to his tastes and abilities. Denote these variables by Z34se0092ri.”

We hypothesize that v .

b ¢ PN . R o

f (21) | 0y = ajZyy + ...a 2y + oWy ) o B
, 3 ;
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v . ‘-
_where vy ig an error term. Assuping‘tﬁat the appropriate assumptions are satisfied,
2 . .
we apply OLS to equation (21). First, Efis allows ug to study the determinants of the

,Btandard error of fluctuations. Second ‘using the estimated coefficients al,...,ar, we

~
(N

" can calculate an estimite of 9y free of the error w5
A - O'i" alzli +oooar‘Zri~ . ¢ ) ) . _
. . B N A L A~ - '.";.
Glven the properties of OLS, we know that o, = e(o ) This gtep finally provides the
. . P
standard errors that we/use in the GLS estimation of the mean earnings equation.
M o .

- In the summary, our procedure has the following steps. . .

4
’ . 4 1

1, Estimate the parameters of the cross-section mean earnings equation ’

2

«(10) by OLS. - - - . -

’
. * -

2. Use thé resulting coefficients to predict the period-by-period earnings for

.

each indiviﬁual; calculate the prediction,error for each'period; and take
the standard deviation of these errors, i’ for each individual.

3. Analyke the" determinants ‘of 0 by’ means of OLS.

3

4. Use the coefficient estimates from step 3 to calqulate Gi » e(o ).

¢ . av

*
5. Re—estimate tﬁe parameters of the mean earnings eguation (19),using

b

GLS by dividing éach variable for individual i by 0.
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CHAPTER "V ' )

FOOTNOTES

.
*
.
g
/

1, In a recent paper, Hall tried to account for differences in tastes by differences
in the a's, and in the H's.. Although we do not investigate differences in tastes °
~dn._ these ways, we do' use the interpretation of the H's as behavioral parameters
tather than as technical constants. See Hall, Robert E., "Labor Supply and the .
/' Negative Income Tax Experiment," presented as part of the Brookings Panel .on
// - Social Experimentation, April 29 -and 30, 1974. .. .
2

» Division by (1-tg) in the transfer progralncase converts an equation for aftér-tax
earnings to one for pre-tax earnings. This is reasonable in that earnings are
measured before the tax., If fact, the tax appears to the family as a reduction. L
in G rather than as a sum removed from its income. It is only for analytical
purposes that we speak of it as a tax on earnings. Noce that the behavioral”con~
sequences of the model are completely unchangﬁd by this transformation,
3.  Actually, data are not available on all relevant aspects of the AFDC-UF progranu‘. .
_For example, a large work expense allowance can provide a sizable‘benefit even- -
td a person with earnings, making AFDC-UF more attractive to this person than .
NIT, which does npot have a similar allowance,. However, the work expense allowance
> is calculated on a case—by-case basis., We do not have data on-it for our families.
There may also be Bubjective factors affecting the relative attractiveness aof pro-
grems, like more inconvenience or stigma attached to ohe program or the other,
All we can do is’ observe the actual choice of the family and use only the readily,
calculable parametérs of the program ~- the. guarantee level‘and tax rate.
4. Some unempioyed wotkers mqy have an unreasonable expectation,holding.out for a~
wage they cannot attain. At a realistic wage, they might prefer not to work.,
Such ,individuals are hard to classify even in principle.

5. The variance-covariance matrix approaches zZero as n approaches infinity, prowided
" the mafrix X continues to have rank k; if all second~order moments of the independent
variables remain finite; and provided the true diagonal matrix V remains finite, :
‘ See Theil, Henri, Principles of Econometrics, 1971, pp. 362-3.° @ ’

Y
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Empirical Results on Earnings ’ L

As Chapter II demonstrated there have been numberous studies of what” determines .

¢

the level of work effort or earnings, and also'how this level may+differ from one group

N
»

to another, or may change in response to a stimulus like the" negative income tax ex-
. . * . - . . B | « . .
periment. However, there has been little attention*to'how earnings fluctuate over time

(although there was the important Hall contribution on fluctuations in employment )

Both the Michigan and Wisconsin data’ sets are longitudinal and thus provide a basis
1 s ‘,
for investigating the pattern of earndngs over time.. We thus begin in Part A with our

results on, fluctuations ig earnings. We.then present the resuIts of our approach to the

N

' previously studied problem of explaining ‘the ;verage 1eve1 -of earnings in Part B of Tl
this‘chapter. o .: . ) - S B . S
'j A.. Fluctuations in Earnings -'! ;":~ _ ' . ’ - i . o
A Specification of the Fluctuation Model . ,'_ ;‘ ;: " . '; '

We showed in Chapter IV that the mean- earnings of an individual will depend .

on his own wage, the unearned income of his family, and possibly the wage of his spouse. '

3

Therefore, a change in any of these variables leads to a change in his meéan or, expected

3

earnings. But then fluctuatidbs in earnings resulting frbm these variables are ‘aecounted

FEYIa ]
\

for fully by the mean earnings equation,, Fluctuations are wbrthy of separate étudy only .

to the extent that they are caused by factors not accounted for in the mean earnings

[y

I \G -

equation. To review our measure of fluctuations, we first calculate preliminary estimates :

-
.

of the coefficients of the mean earnings equations (either &lO) or (1) of Chapter'IV)

These coefficients are then used to prediet the earnings of each individual for each .

1 v
¢

» .
., - -

time period. These’ predicted earninge,ape our .measure of the ' explained" portion . .of . .




\

. ) . R R ' - - e U
actual earnings accounted for by the wage rates and unearned income. The "error"‘in

» t
.y

prediction -~ the difference between actual and predicted —— measures the xemsining

part of earniggs which must be explained by other variables. We assume that, on the :

’

average,apredicted earnings'will equal actual earnings, 80 that the prediction errors

- v

cad be thought of as fluctuations about the mean. Forx each individual we then take the L

T [N —_ —_—
.

standard deviétion of the period-by-period prediction errors, _Our measure of earnings

»
y 3

variability for individual i is thus the standard deviation, O, of, those fluctuations

. ¢ s

in his-earnings not explained by the mean earnings equations. ‘Although we canfiot

« . . H t

explain each fluctuation, we agsume that there is some regularity to them over time which

can be detected by our measure O, (Our preliminary OLS estimates of the mean earnings

s
. -

. equation used to calculate this standard deviation are presented in Part B together

» . ?

with our later refined estimate of that equatiou.) . ;

. 3 4
v

« ¥

-

.

Given the measure of variability, o Ve proceed to’ investigate what determines it .

e . M
o

and how it différs from one indiyidual to another by using regression analysis. .Thus

we must specify the independent variables’ that explain Gi " We expect variability to’

-

differ from,one individual to another, first because of differences in labor market

-
. n &

. ’ [ f‘
situation, and second because of diffenpnces in’ preferences concerning the timing of’.

3
3

> - .

work effort. .The labor market situation of an individaal may depend on factors external,‘

% . 3
o

“to himself like unexpected fluctuations in the demand for the product he produces.

“.

. ’
<

On the other hand his skills, ability, or personality might affect his 1abor market

. ~ i ¥

: opportunities. ‘A person may have an unstable work record beéause successive employe;s

4

[

found undesirable traits in him. Unfortunately, if’we observe individual.characteristics
., . ,
that significantly affect earnings variability, thepe charactéristics may matter either
o o L b )
because they reflect the individual’ 8 tastes for variability or because they influence

:‘o .

amn employer 8 judgment of thg individual ‘1Iﬁﬁ§ﬂit will often be impossible to determine

o l '

the Yeason a variable matters*or whether the,earnings variability is voldntary or not.
’ * ¥ 4 *
It should be clear that our equation to, explain fluctuations in the end csn provide %nly
o & - ’ Rl v .
hd C e LR ..".'v,,
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a statistical description of what variables account “for Oi We cannot deduce much

about causafity. What'we cap discover is "how o differs systematically between people o

A s

‘J with different measurable characteristics.

. : . ‘\
The distinction between labor market and taste factofd\is useful primarily in

_motivating the. search for measurable explanatory variables JConsider first involuntary

- « .
’ 4 . ¢

factors resulting from the labor matket situation of the individual. Since wages are
often inflexible, changes in the demand for labor tend to leed.to changes in'employment.

Different industries face different conditions in the markets for their own outputs“ )
ax"’"‘ =

Some industries operate seasonally, while others operate throughout the year; some in-~

5dutries are strongly influenced by the ups and downs of the aggregate economy, while
others are only mildly so.’ These.patterns in output are likely to influence the demand
for labor and thus also ‘actual employment. To test for such effects, we will use-a set .
of industry dumnty variables in ‘our regression equation. lhese variables will have a
value of 1 if the’ individual works in the industf&, 0 if he does not. A positive,
‘ significant éoefficient for some jndustry would mean thata workerwho works in that
industry would ‘havea significantly'higher value of o than a person who did not. The

¢

magnitude of the coefficient would give a measure of how much'higher it’ would be.

L4

Since each industry (except for one used as a standard of comparison) requires a

separate dummy variabIe, aﬂd since there is a Iimit to the number of variables ‘that can

‘ ‘

be successfully introduced into an equation, we .are not aPle to use the three digit

' classification of induetries, but must fely on 8 limited number of broad .industrial

/

.

categories ‘which will be’ described :An conjunction with our results.,

Given fluctuations in the demand, for "its product} a firm will adjust its use’
‘ . 4
of labor, but different occupatidns will be affected in different ways. A firm may .

L]

. be perticularly reluctant to ‘give up certain skills and then have to rehire qualified

»

4

“

" workers again. In some occupational categories, the firm‘may try. o minimize fluctua~
i ' . ” ¢ . .

tions, while letting them proceed apace in others., In addition, it simplv may be easier
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to economize on one kind of labor than another. To account for differences in O due to
occupation, we introduce a set of occhpational dummy varimbles similgr to the industry
dummy variables. In & similar way, also, we must tely on a limited number of broad
occupational catego;iel. It is conceivable that a given occupation.may have more

fluctuations in one industry than another, but we do not attempt to detect such in-

dustry-occupation interaction effects,
Although we introduced the industry and occupation variables as measures of in-

voluntary effects from the demand side of the labor mﬁrket, there is some ambiguity

in interpreting these variables, For the individual had to choose his industty and

-

occupation. It is conceivable that a person with a taste for vatiability might choose
an occupation with a variable employment pattern. More serious is the possibility

that inherently unstable workers are pushed out of more stable occupations or industries
(if they even gain employment there in the first place), and can f£ind employment only

in unstable jobs. Doeringer and Piore carry such an argument futther by claiming that
the labor'matket'opportunities open to some people are severely limited to begin with.

These limits, together with other social conditioning factors, may help make the. @

person an unstable worker.z Our tests cannot distinguish to what' extent the Doeringer

v
-«

and Piore hypothesis is ttue.'
The industry and occupation dummy variables are based on the first recorded in-

dustry and occupation iot eachwindividual. ‘Over time, as the petson changed jobs, he

may also have changed industries or occupations., Without detailing the individual

. changes, we characterize a person's job history by measuting the number of his job
changes, (In Chapter zf*ds did attempt to £1i11 in more of the details in the circumstances
of job'changing.) Although job changes are not the only source of'eatnings fiuctuations,
they are likely to be,reiated to g. What we want to discover is how fuch of the vari-

‘ability in earnings is due toﬂsn unstable job history, ‘0f course, intetptetingnthe job

change variable is difficult,.for we cannot distinguish whether the changgs are vol-

~

unfary or involuntaiy. The job change variable measures the observed fact, but does

i ~ | .
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not convey information cc;ncerning the reasons.

Labor market conditioms vary by locality. To discover tPe extent that such
differences affect the pattern of earnings, ég introduce lo;ation d;mmy variables, in
the Michiéén,dﬁf? for regions, and .in the Wisconsin daté for cities. Even here there
is some possifility of ambiguity in interpret;tion since tastes could differ by region
or more people in one locality coyld have labor market pfoblems than in another.

Another set of variables reflects individual characteristics of the worker. These
characteristics may affect the ease of finding work or the kind of job attainable. On
the other hand, individual tastes may also vary with these factors. We include the
age of the worker, measufes of his gducaiion and tra%ning, as well as of healtﬁ, dis-
ability, ,and disfigurgment. We treat male and femalé fluctuations separately, and for
each, we further separate people by race. We thus distinguish the effects of race and
sex by runniné separate regressiéns for each race-sex combination. Some variables
may reflect the family situation of the worker. We include the presence of the spause
and the numbe; of ¢hildren. Especially in the case of females, theée variables could

-
affect the desire of the woman to remain at home. We want to check whether the effect

is strong enough to affect the standard deviation of earning;.‘

Finally, we include a few ;ariables to discern the effects of the economic
situation of the family on meﬁférs' earnings patterns. Greater family inc;me or assets
could inddce one family member to seek more lgisure. Previous writings suggest that
female workers are likely to be influenced more than male workers in reducing work
effort. W; want to oberve whether the pattern of earnings also is affected by the
presence of other family inc;me. We thus include unearned income, a measure of assets
an& ihe earmings of the spouse. One of the larger components of unearned incomé for

4

families with épells of unemployment is unemployment insdtancé, which we introduce

geparately.




2. Results for the Variationms in Male Earnings ' .

- s .

a. Wisconsin Data : .

Regression results for the standard deviation of unexplained fluctuations,

[a] [N

O, in male earnings are presented in Table VI—l by race. The variables used are.ex-
plained in the notes to the table. 1In this and all other tables presenting regression

results, t ratios are given in parentheses below the appropriate cdefficient. The ¢

-

. tgble reports the results of stepwise regressions, where variables are added only as
long as they increase the value of:R2 by .0lL. Thus, of all the variables tried; only
1

those contributing to the explanatory power of the regression are reported. The de-

~ e v

pendent variable, 0 measures in effect the average deviation of real earnings above

and below the mean level in 1967 dollaég. The coefficients indicate how changes in

-

the dndependent variables will affeét 0, For example, the wage coefficient for whites . .
“in line 2 means that an idcrease .in the real wage of $1 an hour will increase the average

fluctuation in earnings by $ll6.9 per quarter. - . }

One of the more interesting results ig the significance of the wagé rate in the

4

equation for whites. Although it is not'significant for the Spanish—surname or Black
males, we will find it significant for both whites and Blacks and other:minorities in
the Michigan sample. Also the positive coefficient means that a higher wage rate is

associated with more variability in earnings. There are several possible explanations

~
B la)

of this result. First, it could be a statistical error. For o 48 calculated from the
" ptediction errors of the mean earnings equation. But the prediction of mean earnings

N“Hepends on the wage rate. Tﬁus, misgpecification of the mean earnings equation could .
3 , ] ~ ’ B
produce a positive relationship between 0 and the wage rate if, for example, mean

A

earnings actually increased with the wage rate at an increasing rate rather than linearly.

- 0

The wage effect could also be explained in the absence of any statistical. error.

/

-
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,. For examplé, suppose ‘that work effort diminshes as the wage rate rises (bachward ..

away to diminish work effort may be to take periodic breaks in employment, thus in=- s

- backward bending supply curve. Actually, the likeliest éxplanation of the positive

. : . °
. P

-

. PN . > : v
bending supply curve.)-.Since the work week often hag 'a standard length, the easiest

. s i o

@

creasing the variability in earnings. We, have already seen in Chapter III that in our

- - . ° -

sample, those with the highest wages tend to have a lower average of ‘hours worked, a
4

re1ationship attributable mainly to the trumcation of the sample rather than to a

3 ’»

coefficient is probably a mechanical one. When a worker loses his'job, the fall in

earnings is 1arger the higher= his wage rate. .If high wage workers lose their,jobs as |
" frequently as low wage workers,,there will be a poditive relationship between the .
’ wage rate and the variability in the earnings. e o ‘

[

The strongest variable for each race is transfer payments other than NIT and AFDC-UF

. This includes social security, pensions, unemployment insurance, workman's compensation,

veteran's disability, etc., although we have no breakdown of these separate components.
The partial correlation coefficient of this tefm is .064 for whites, .092 for those with

Spanish-surname, and,.143 for Blacks. Although we tried several other,income and wealth »

¢ %
terms, none emerged significantly in the regressions. We tried at various times assets,

earnings of the spouse and a measure ‘of unearned income excluding the types of transfers

‘
.

just euumerated. (All were means over time). ’Ig ig likely that the importance of the

'

. . > .
coefficient of other transfers stems from the inclusion of unemployment compensation.

Unfortunately, there is reason to believe that the coefficient is biased. Coefficients

will be biased if an explanatory variable is corre1ated'with the error term of the re-

/4

gression eéquation. To see that the coefficient of transfer payments is likelygto'be

4 a .

correlated with the error term, trace the efféct .of an increase in error. With given

- s . A . s 5 .
»

4 , ;
~ . - T
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co TABLE VI-1 : ‘ -
¢ P
0 P Male Equations for the  Variability of Earnings (U) ‘ ’ <
' e P Regression Results for the Wisconsin Data » ‘ s
Variable- o - C White - " Spanish-surname Black . ‘
l" - ) . g ,.’ ° L. i
’1. Transfers / ' . .6486 - .9451° 1.1470
(extept NI‘I‘, AFDC-UF?) ‘ © (5.,02)*k% - (4.09)%**% . (6.42) *%*
4 } A N
2. Wage' : | ] -7 116.8881 .

" R (4.,18)*xx ' :
3.. Construction ’- i . e 136._9939 % .
| S S (2.74) %% ; N
4, Transportation, ‘ va * 123.7470 .

Communications, v (3,23)%* ‘
Utilities’ . - .
5. Service Industries . . ~62.9351
‘ ' PR (~1.70)
6. White Collar ° T B ~244,2823
. . ’ ’ . £ —6-3,36) %k
'7. 'Self-Employed ;- - Vo _ " 2984485 (
SR oo (3,08)%*
8. iUnknown"Occ‘up'ahtion “ . V,; . Ty e ' } ©<436.3242 -
o, R - . v P * '/‘ + o B -2.92)** .
oo L . ., L o R ,
9. One Job Change | a ‘ 79.8185 ° . 71,9583 )
e T . " (2.26)% (2,12)* -, ,
A : - ‘
10. Two or More Job Changes' - = - 99.3646 124,2673 137.5688
N Coa ) L S ,f;” e (3.33)%*% (3.42) %%k (3.67) %% :
o . N 0 C o RN ‘
11, Batth - - o L "%, .66,8510 P
. T R TR < (2:73) %% - e .
, '.:= . . C . ’ ) w B
12, Tremton : . s : ] . ' 140, 6244 .
’ s :: o o, “ ’ - ‘( * . (2. 64)** L ,
‘13, Jersey , . 4 st g LT . 39.5500 +"=70,4193
- T oo T (1.34) . (2.39)*%
14. Scranton . Los : o o ~194;3154 e
: IR R - (~1.60)-
15. Control , . e ~113,5678> .
L 7 . ‘ - " i (=8, 13y kkk . ‘
16. Age L, N . v [N “‘ e “4088'08 ', -
Tes N A e T (~2,95) %% -
17. Constant term S - =179:563 304,031 359,048
R? o T w2 T et g T
Number of Observations s b 2887 . 0 119 o196 T
F ratio ’ 16.4Q', . 10~OO o 12 77' J
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TABLE VI-1 R T
r » ’ . . NOTES l ' . M l , -’ ) . :

Numbers in-parentheses are t ratios.

’
. . ’ .o &

'_***denotes signficance at ", 001 level' %% at .01 level; * at .05 level.' . ,

The OLS coefficienu;of the earnings equation used in calculating 0 appear in
Table VI“?. * ¢ N «

¢ r . ' . «

‘Only'males with.positive 0 included in. regressions. .. .

Definitions of Variables : oo i L

k- 3 . * ’ 4 N e

.1. Transfers: mean over time af work conditioned transfer income (social security, pedsions,
unemponment insurance, Yorkman' s compensation, veteran's disability, etc.), but.

" " excludes welfare or public assibtance, food stamps, and NIT; in 1967 prices. R
2. Wage: meart over ‘time of male "predicted wage" (calculated by Poirier and Watts .
and included ‘on Analysis Tape of Wisconisin Graduate Ipcome Experiment) deflated
by price index (1967 = 100) Mean caloulated over periods for which male present
and for which positive "predicted wage" available. The "predicted wage" is used

throughout this chapter rather than the actual wage in the hope that any endogenous
component is thereby removed.
3-15. Dummy variable equal to one-in indicated circumstance, 0. otherwise. First recorded
industry or occupation used for 3-8. 3 L ) . .
] ! .« N , R
<5, Service Industries: financial services, business and repair services, peronsal services,
' enteftainment’agd recreation sérvices, professional and related services, public f

' administraﬁion. s - P . N . ~ L

%
t

6. White Collar. professional and technical; managers, officials and proprietors; -
clérical and sales workers. i .,

+

5
11, ﬁbalth;' equals one-if Elesh health variable-on Analysis Tape ever indicates unhealthy.

L. » .
‘" 15, Control: family assigned to control group. - L s l

e
v
’

Variables included in stepyise reéression, but not appearning in table because of
”insignificance' 1 . ’ °

"' Trade (wholesale and rgtail) service workers; years of schooling; participant 4n training
programs, number of children under 5; days of work lost due to illness; unearned income
of the family (excluding e transfers in variable (1), but including an exogenous
measure of welfare or NI s earnings of the wife. .

s n 7

. .
5
s AR . .
H * B -\T -
oo : . -

L 3
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values of the independent variables, the Increased error increases 0, A higher

variability might arise from loss of a job. If that is the case, the person may be

14

eligible for unemployment insurance so its amount will rise. Therefore, an in-

crease in the error term may lead to an increase in unemployment compensation.

It follows that the coefficient of transfer payments will be biased upward,aover—

»
* ' . i

stating the true effect of thf& variable. In other words, the problem is one of

°

mutual causation. If'unemployment ingurance is more or less a mechanical response

to unemployment,’the fluctuations cause the UI. so that'our entire effect is spurious.

Ul should not appear as an explanatory variable for the variation in earnings. If,

on theLother hand fluctuations in earnings are larger because people know they
can fall back oa a UI system, then it must play a role in the explanation of earnings
fluctuations. There hasg been some recent literature arguing that the design of the

' . - a )

L]

current UI system encourages instability, in earnings.3 To.the extent that this is

13

true, ourvcoefficient; although exaggerated because of the bhias, has some validity.

A

‘We have not been able to measure the extent of the bias in the coefficient. It seems

.

cleer that a prime task;for future studies’ of earnings fluctuations will be to

!

elucidate the effects of the unemplgymentbinsurance'system on earnings stability.

Now consider the effects of the‘industry and occupation dummy variables. Whites 1Y)

a

in construction and the grouping of transportation, communications, and utilities

have significantly higher variability in earnings than other workers. Among Spanish~

v a

Surname workers thege may be less variability in the service industries, a result

-

significant only at the 9% level,‘while other industries and occupations do not

7a

%

seem to differ significantly. Blacks working in’White collar industries have signi-

) ’

ficantly less variability, while self—employed Blacks have significantly higher

values of O. Ihere is, in addition, significantly less variability among Blacks of

unknown’occupation. These are for the most part people with recorded earnings at some
. N B Te - :

.
O . ! N r




/. "'167"'

oy . X . |
Lo Te |
time, but who did not work most of the time. The standard .deviation of a series of

¢

zeros and a couple of small positive elements will be small. It should be remembered .
that all of the Wisconsin  data come from cities in the same region of the country. ,
In different areas, people might work in different~dndustries with differing patterns

of employment. Thus, our specific results concerning occupation and ipdustry should
A ~

not be generalized to males living in other areas. In’ spite of all the 'peculiarities

possible in individual earnings patterns, we,nevertheless,do find some regularities
4 ) - - .l‘ ’ -
among individuals, even though wé have used véry broad. industrial and occupational |

categories, It may be concluded ‘that industry and occupation do help explain differences

ndividuals in éarnings patterng, but the specific features of the relation~-

4 .
ship are likely td~depend‘on the particular sample studied. '

]

Lines- 9 and 10 of\Iable VI-1 show that individuals with a higtory of job changes

~

have significantly more earnings variability. For all races, those with two or nore
.job changes have significantly higher values of o, byt the effect is stronger for
Spanish-surhame and Black individuals than for whites, Among white and Spanish- .

surname males, therd is also a significant effect from just one job change, although
A .‘ .
the addition to 0 is smaller than for ‘those with two or more job changes. From line 11,

t .

unhealthy whites have significantlyadre variability than healthy ones, but a similar

A

effect is not detected for other groups. Unhealthiness could affect ¢ in two ways: -
). ) .

a person who is ill much of the time may seldom work,, giving him a low 0 while a

[

person afflicted by 1llness jntermittently may have a high c. Apparently, the two
7,

M types of effects may counterbalance each other among Spanish—surname and Black individ-

+

uals. The age variabile in line 16 is signficant only for Blacks. The negative co-

efficient means that earnings variability is high amoung young Blacks, buf tends to
NS

decline with age. Lines 12 through 14 indicate gignificant differences in variability

between the cities of the experiment for ﬁlacks and those with Spanish—surname, ,

o

possibly reflecting differences in overall labor market conditions facing these two groups.

1 . ’

ERIC P X £ | -
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There renains the important problem of whether or not the trapsfer system affect

-
- .

the variability of earnings. We tried using parameters of the transfer system as ex-

planatory variables. For example, we used the guarantee level facing each i.ndividual.4

Introducing it with various combinations of other variables, it was never signifdcant,

«
. -

, . P
We also tried the breakeven level -- the guarantee divided by the tax rate facedkkz~

©

each individual -- but with similar results. We tried dummy variables based on some-
. . o 2

of the NIT experimental treatment groups (which differ by tax rate and gharantee'level)

and again found no effect. Of course, differences in rules and administrative pro-
cedures of welfare programs could have important effects. There are significant

i - ™
differences between NIT and AFDC-UF in that it is easier as we have noted, both to get.

.

on and to stay on NIT. We thds introduced a dummy: variable'equal to one for members

of the control group and zero for others. This variable was strongly significant

for those with Spanish-surname implying a lower value of O for Spanish-surname members
of the control group. One interpretation is-that&the various restrictions in the
AFDC-UF program made it less satisfaotofy compared to NIT as a cushion of support in

the face earnings variability; AFDC-ﬁE recipients thus tried to avoid variationg in ,
their earnings. it ian;t clear why the other groups were not similarly affected.é -
'For whites and Blacks, then, pe have‘not been able to detect an effect~of’the,transrer
» 8ystem on the ;ariahility of earnings._ For the Spanish-snrnamed we find an effect,
although the interpretation is uncertain. . T i . )
. , . . +

Now consider the overall quality of our estimates. The valuesof R2 are perhaps

somewhat Tow, but. the F ratio reveals significance for each regression at less than

- Hd
.001 level. “Indeed it is not surprising that much unexplained variance r'emains. ‘ *
A -~ . 4
The °i used as the dependent variable for each individual is the standard deviation

of a time series of only thirteen elements. Moreoyer, there is considei/hle error =

’

\\in measuring the period-by—period earnings figuresd. Our earnings data are earnings .

»

for the 1ast week in the quarter, miltiplied by thirteen (the number of weeks in’a

)
.quarter) to put them on a quarterly basis. * Weekly earnings are iny imperﬁectly
& . '
related tgéquarterly earnings, which is what we are trying to. explain. :a LN
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Much of the unexplained variance is thus a donsequence of errors in measurement. But,

\ Eod

in adﬂition, there are unique aspects to phe earnings pattern of each individual

, - - .-
“ ’

which will never be explained by a few easily measurable variables. Given“the

«

LY
*

intricacies “in stud earnings patterns, the problems with measurement and the

S -

""’W ndividual's situgtion, the surprising thing is perhaps that

. I -

unique elements of ed

“we explained a8 much of the variance as we did.

' 1k§s w ‘the consequences of-these results, Table VI 2 presents predicted values

A", Vo S

! - - * / * N
of @ for various typeé £ indi;!kuals. We take as our standard of_coqparison,in line 1

A \\\?Efr/’ﬂ . Q . .
“.the value of ¢ for a labo in a manufacturing industry in Patterson earning $3.80

‘l‘s , a . .

(the mean wage.for whites) "who has never changed jobs, is healthy, 40 years old, in
¢

4 . - -

the experimental group, and who has not received unemplbyment insurance. Each other .

line presents the value of O for an individual identic

' the ‘standard iqdividualn

» * <

except in the one characteristic listed on that line . Each number in the table

should be interperted as the average deviation per quarter, measured in dollars, .
of a person's actual éarnings ffom his mean earnings. For examgle, a standard Black
* . M V4 ’

. male (1ine 1) has a ¢ of $364, indicating that.in the average quarter, the fluctuation

- '

in ‘his’earnings is 3364 above or below the mean level of this ea;nings. Notice that

except for construction workers and those with health problems, whites generally

-
‘
0‘ I}

are predicted to have thelowest’variability. ;On the other hand, Blacks tend to have
the highest predicted variability, except for older workers and white collar workers.,,
' o . ‘ - ) 5
. . b. Michigan nm : X .

The Michigan data include five annual observations on most variables

. ‘
. . ‘e

for each household. 'Each annual earnings figure cov the entire year, not, as in

the case o the Wigconsin earnings series, just the last week of the period. Tiis

. M .

,reduces one type of ‘measurement error. The Michigan data permit the study of annual

b H

[ 3 . r .
fluctuations in earnings rather than the quarterly flygtuations 'studied with the

R R
- . [ . - - .J
. . ’
.
.

v
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Wisconsin data. This could be a disadvantage if fluctuations "are of short duration.

]
s

Consider, for example, a person who has several short fluctuations each year. If

the pattern is the same each year, annual earnings will show little change gven .
. . >

1

Athough.the person has a volatile earnings pattern. There is a better opportunity
to detect short run fluctuations using quarterly rather than annual data, but the

,annual&&g;a should uncover longer lasting fluctuations. As one’final'element of

’ Y *
comparis@ﬁg the Michigan data are based on,6a national sfmple, while the Wisconsin
- : .

» .

data are\all from thy same area. The national gample is likely to include more
varieties of experiens}. On the other hand, if earnings ﬁétterns differ by locality,

A
a nationwide cross-section which portrays the "average" pattern may not give a
. - . <

3 . N

satischtory pj€ture of what determines earnings variability in'any particular locality.
.t ’

It 15 nece ary to remempér these points in comparing results from the two data sets.
1
Regressiom results for the variability in male earnings are presented in Table VI-3.

’ ¥

In the Michigan data, earnings are measured in hundreds of dollars so the standard

y »
R dewviation has the saméjunits. For the Michigan data, we .present sepafate résults ’
h for two cateéories, 1) whites and 2) ﬁiacks and other minoritieg.. ‘'THe variables are
s explained in:the notes to the table. ° . . .; - . ' -~
* . As with whites in the Wisconsin sample, the wage rate is strongly significant, }'

[N

now for both racial categories, Unemployment insurance 18 ‘now measured geparately

"and is also a strdhgly signficant variable for both groups just as it was in Wisconsin.
. o

. Again, there is'reason to believe that an unkngwn part of its effect is the result

. 'of statistical bias. In contrast to the Wisconsin results, we now find,'goi whites .

4 R .

af least, a-significant impact of the eonomic situation of the family on the pattern
. ’O’ R “ l&‘: ., . .
of earnings Qf,thé'male. Fofhexamﬁle, line 3 shows a significant positive effect of

unearned income other‘than UI on the-variabiliQy of earnings.' This means that more

- . )

unearned income in the household encourages greater variability in male earnings.

. ¢ P

The unearned income measure includes the guarantée level of the, ttansfer payment L

- ’ » .

system for recjpients, so.this result suggests that the welfate system may éficourage .
. " i

»
g .
. s s 1
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TABLE VI~2 T S
/ . - * « —
B Predicted Values of ¢ for Males, Wisconsin Data Y
T . : (Based on coefficients in Table VI-1) (3 . & "
N . N ~ \
ol Each individual is identical with standard individual except in
, s . the one characteristics listed.
> . -
. . - K White Sganish Black -
1: Standard. 265 304 364
2. Construction Worker 401 304 364.
3. White Collar Worker 265 1. 304 120
X 4, ¢hanged Jobs Twiee 364 A 428 502
5. Unhealthy 331 304 364
. 61
Age 20 265 304 4
. Age 60 (265 304 266
8. Average UI Benefit 329 399 479
over time of $100 )
’ 9. Control group S, 265 g 190~ 364 °
- ‘ Y
étandard individual: laborer in manufacturing in Patternson, 40 years old,
healthy, no job changes, experimental group, never received UI, earned $3.80 an hourﬂ
X -~ ‘x ‘ - . ’.
/ ' |
' . . : ‘ '/
l

ed

S
r
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- ' T TABLE-VI=% v < :
s L . i ° .. :
. Male Equatioms. for the Variability of Earnings: = . , '
. i Regression Results for the Michigan Data ‘
. . g ) : ' . : C ‘
Variable' . . . ) White ) Blacks and Other Minorities'
1. Wage ’ . 2.8448 ) 222504
a . (6.82) %%* v . (6.54)%*%
Ed . ‘ -
2. Unemployment Insurance e . .8718 1,1469 : y
‘ C ; : (3.82)%*% © L (6.36) k%% ’ ‘
3. Other Unearned Income  ° ‘ .0802° B
’ (3.75)*%* v ’ s .
4, PEarnings of Spouse . " ,0906 s
‘ L Quek)% )
5. Number of Periqu Spouse Present . -,5322 - -
’ ! . (2.88)%*%
6. Age . ‘ S LT S L :
. (=3.85)%%*x . ’ B A
7. Number of children. , .=+ 7406 - ) . .
. (~4.26) %% . -
4 - .
8. Transpéftation, Communications, -, r ’9.2346 S 2.4549 J—
Utilities B i ' (3.05)%* ‘ ' (-2.31)*
9. Farm Work ‘ : 3.1212
: , ©(2.88)%x ‘
10, Army ) 6.0835 - - ) .
(2.33)* - - «
11. Durable Manufacturing g -2,299% ‘ .
M ' ) . (-2.14)* 'I:. 4 . . N ‘"
12, white Collar , £ v 5.2876 :
v : / ' : (4,22)*%*
13, Disability ’ " . L 1.8894
» . - . «© Lo (3.13)**
.o . //'\ ©t ' " ? ,~"‘ﬂ '
14, Conatant ! - 7.212 - oL 3.482
g ° .
. , 4
R? . ' ©s .82 25 X
+  Number of Observations ' . 335 454
F ratio (d.f.) : 15.20(103324) NN 24.33(63447)
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TABLE-VI=3

NOTES

@

£
&

The OLS coefficients of the earnings equation used in calculating o appear in

Table VI-8.

L

v

A

P

1.

..

.

ositiye c included in regressions.

3

\

4

1

3

Definitions of Variables

Wage: mean over time of average hourly earnings for each year, deflated by consumer
price index (1967 = 100). , Mean calculated only ovgr those periods for which male
was present and had positive earnings.

[ .

’ Z.I.Unen?léyment Insurance: mean over time of UI benefits, deflated by price index.
3. Other Unearned Income: calculated in same waf as Unearned Income, Table VI-8,
except UI-ekc%uded. ’ .
4, Earnings of spouse: mean real earnings of spouses. Value of zero assigned in each
period when spouse did not work or was mot present.
$-13. Dummy variables., - . .
12, White Collar: professional, technical; managers proprietors; self-employed

-

- 13, Disability:

clerical; sales.

equals one if ever any indication of disability.

4

' E

\\\\Qizigbles included- in step-wise regression, but not appearing in table because of in-
8

icance: Craftsmen and foremen, operatives,
-trade (retail and wholesale); government worker; high school graduate; recipient of
, job training; disfigured; number of job changes; North central region; South; West;
mean over time of guarantee level in state of residence, corrected for family size.

~

.
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non-durable manufacturing; construction;
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instébility in white male earnings in the Michigan sample. A possible interpretation

is that white males tolerate (or choose) more variability in their earnings as long
’ 3

as they know there is other income available to the household. Consistent with this
L4

B

“ view is the significantly positive coefficient on line 4 for the earnings of the
~ ' ! . T ~.
spouse, again, just for whites.

Whereas family income may encourage vatiability in male earnings, other aspects
of the family situation of a male seem to limit that,variability. For Blacks and other
minorities, variéb}lit& is. lower the longer the wife is presené, sho&n by the negative }
coefficient ontline 5. Por whites, the number of children seems to impose a,simil§r

.

pressure in restraiqing variébility, indicated by the negative coefficient on line 7., ;
For whites, variaPility declines with age. Various industries and o;cupaﬁions affect
variability. Variability & higher among whites working in transportat&on,ﬁcgmmmuni—
cations, utilities, agriculture, an& among those who were in ihe Army at an early time
in the survey. It is lower in durable manufacturing. Améng Blacks and other miporities,
variability is lower in traﬁsportétion, communications, and utilities, but highef
for white collar workers. Disabilities increase variability among non-whites..
All regressions are sign%ficant at the .001 level. The values of R2 are similar

to ‘those from the Wisconsin equatioms.

3. Female Equationé R :
P

S

a. Wisconsin data

In both the equations for-mean earnings and for the variability in

earnings, we include only individuals who at some time had positive earpings. Since

80 many women in the Wisconsin samble never worked, we have a fairly small number -

of observations for our regressions. The number of Spanish-surname females who worked

was too small to give significant results,‘so we combined Spanish-surname and Black

0

females in a single category. Thus all female results using Wisconsin data are

. " .

presented for just two categories. Rébulgs for *ie equations for the variabilipy of

earnings appear in Table VI-4.

. Q . )
185 %
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———— TABEE—VI=4 : — :

Female Equations for the Variability of Earnings: ' t *
5 Regression Results for Wisconsin Data ‘
Variable i} . Whites Blacks and Spanish~Surname
1. Wage e 46,1328 101.1981
(3.35)** ) (7.93) %%k
! 2 . ~
2. Unearned Income (Excluding UI) - , -6.4588
e s (=4, 01)
3. Assets , < T -4,3740°
. ' ("2.39)* ’
; .
4, OneJob Change 68,1229 °
- (2,13)*
5. Two or More Job Changes 71,7067 80,0956
. ’ ) (1.99) (2,27)*
6. Op¥rat’ve 40,3200 79.6514
(1.42) ( - (3.26)**
7." Service Occupation - =62,7064 . . .
’ M ("'1078) -
8. Control Group - -50.7284 . ' 38.4936
. (-1069) . ' (1052)
9. Treaton ' ~150.9746.
- ’ (-1069)
10, Jersey City . -64.4770 .
' T . (~2.45)*
_ \
/11, Scranton : ~138,1891 -3 :
(~4.56) ***% ’
12, Constant, . 283,329 ' -12.744
R? : T .56 .48
v Number of 'Observations , ’ . 82 . : . .92
' F ratio 1. 11,43 : 10,87
o - ) . .
. /
. ‘ -
N ' /
» f‘ *
. 186 -
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TABLE VI-4 ' ) ; U
NOTES X '

-

3 , f . . .
. N '

The OLS coefficients of the mean earninss equation used to calculate O appear in
Table VI-10. Only women with positive ¢ are included in regressiofi. . ¢
¥ - 1‘[ .o ‘
1, Wage: mean over time of female "predicted wage" (from Wisconsin Analysis Tape)
deflated by Consumer price indexX. Mean calcualted’over periods for which female
present and for which positive "predicted wage" available. Calculated dnly for - .
women who at some time during the survey worked. - c

\

’

2. Unearned income: excludes UI benefits but otherwise calculated in same way as un-
earned income in Table VI-10 (see notes to that table).

3. Assets: fin@qc;al assets, in 1967 prices, . N

rlé-ll. Dummy variables equal to one in indicated situation, otherwise zero.

-

/

Variables included in stepwi%e regression, but not appearing in table because of in- ..
significancet Non-durable manufacturing; trade; service industries; unknown occupation; .
number of children under 5; received'job training; number of work-days lost due to

illness, UI; mean earnings of the husband.
N,

* v

>
7 N0
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1&s~with~males the~ﬂage rate*is'strongly—significant vdﬂﬂrﬂt—ﬁlsitive'coefftcient,.*

for both racial categories. (Table VIwé line l) But there is~a &ifference from'the

¢ ! & * N Y

males in the effect of other family income. Whe#eas white males in the Michigan sample

¢ . .l i
‘s y v

had positive_coefficiéuhs for measures of other family resources,'the Wisconsin :

s -~ .

female equations show.negative coefficients for similar variahles? For white fémales,

unearned income (excluding UI) is strongly significant with a negative coefficient

[

(1ine 2); while for Black and SpanishLSurname:femalés it is an assets variable that

=~ a7 .

", has the negatiye significant coefficient (line 3). Both of thése Fesults show thag )

as the resources of the family increase, the variability of femalédearnings decreasest

_ Since unearned income includes the guarantee Jlevel of the transfer system, apparently

»

) o . * ’
welfare may reduce the variability of female earnings. To understand this result,,

3

note thét the,standard depiation of a series’will be small, either if the serieé is;

qpite stable at a positive level or if the geries stays at zero ‘most of the time.

Our theory of mean earnings (to Ee tested in Part B) suggests that an increase o,

in unearned income will reduce mean earnings. ‘The white males of ‘the Michigan sample

X
v

apparently accomplish the redqction in mean earnings by taking more breaks in employment.

2

This shows up as greater variability, but it does so because they continue to work,

.

’ only more sporadically. On the other hand, the results for. Wisconsin femaies suggest

- . - d R - -« .
that the discouragement from higher unearned income tends to induce them to leave

[

-

the lahor market altogether. For if earnings are re@uced to zero'mhch of the time, the

' *.

;ariability in earnings becomes verﬁ'small. Indeed, of the 82 white females entering

the regression, 50 had positive earnings forj}ess than six quarters out of thirteen,

~ °

while the similar number out.of the 92 Blacks and those of Spanish—surname was 54,
- v 4

We find no effect of unemployment insunance in these female equations., The only

.

other significant variable fox whites is the dummy variable for Scranton.' Among Blacks

. . H .
and those of Spanish-surname operatives‘have significantly higher variability as do

.
’

P

th?se who change joPs, while residents of Jarsey City hadve less. . .
» ] g

7188
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' coverem ohly male-headed families, so the only families in our sample are those
.\'(

initially having a malé head, 1In contrast the Michigan data are based on a samplé'

4

v

of the entiﬂ% population and 80, include a sizable number of female—headed families.

.

" In studying female earnings in the' Michigan sample, ‘we treat two groups separately,
ot o

’

ro@ females who were family heads for the entire’ duration of ‘the survey, (2) females

- . e

who at some time during the survey were spouses. For each group, we separate further
& ° .

’

. whitegs from Blacks and other minorities. ,We proceed now to examine the regression

results presented in Table VI-5, for the female heads. .
Note’first,that the explanatory power 3f the equations for this group, measured |,

by Rz, ishsubstantially lower than that for all other groups. . The results dre,\\

P

nevertheless, interesting because of the strong contrast they "show between the fepale
Y

heads of the Michigan sadple and. the female spouses of the Wisconsin sample in Table VI—4...

_First, the wage term is not significant for female heads in the Michigan sample.i Second,

no measure of other family income or assets is significant either. Thus the economic

< 4 ?

variables which might have reflected vpluntary instability or withdrawal from the labor

‘ - !

'force for the Wisconsin female spouses do not seem'to affect the patterns of the Michigan

’

female heads. Unemployment insurance has a significant effect on Blacks and other

minorities. " The variables' that do matter are some.of the dummy variables for industry,

- &

occupation, and other peréonaI characteristics. o ’ .

. L o~ ..
e = s
-

c. Michigan Data, Female Spouses . - . ﬂ'

The results for the female spouses of the Michigan sample are‘presented

)

in Table VI-6., They are more similar to the Wisconsin female spoUses than to the ) ,f

s

£ 4

‘ Michigan female heads. The wage is again strongly significant for both whites and Blacks u‘

‘

“

and other minorities. There is no significant effect of a.Variable for other family

] v

income. However, the variable measuring the number of periods theghead is present

»

’\
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— = — _TABLE-VI-5 - P i l
\‘ . .- - - 2 = — "T?
’ = Female%ﬂead Regression Résults for the Standard Deviation _i;
) A . Toof Unexplained Earnings, Michigah Data . . }
g | ) T ' s |
YM ' ' o0+ umites. |, Blacks and Other Minoritieg -° }
e T "‘ o B “ e . . . < ¢ .
1. Unemployment Insurance o ‘ 1.1115 .
, . . . (2.99)** ]
. . - N ’ - ¢ T S ’ - i
2, Professional, hanagerial worker. N 1.8129 A 6.1195 |
. . or self-employed . oL (a1 ' . (4.01)**x B
A . . . ‘ st . , ‘ ‘
.3.' Clerical Worker., . _ o . 2,2392 2.9699 |
. N v (2.04)» - T (3.63)%*%
4. High School CGraduate ' -7 1.1979 -
. - ' ) A ' (1.18) \ —
. & r3 . : , N ——-—"—_’ -
5. Job Traihing. .. . . . .07 .3, 1639 T 12745 -
. T . (2 63)* - “' . (2.53)* -
6. Disability. Lt -l759L
sl S N G N1 S
) ‘ ‘Q . . ] R .\. ’ ‘ ) . f e o )- . . R T . - - -‘ I—r‘
- . West . RS 1.4413 e A L
- . . » TN . " ) I'4 .. . ( B ) .'43) , : . .; . ) . § e ey 3
Ceoa N D, - SN - - cu
. . s AL, N . ] . ~ ’ . . . R -l |
8. Constant . o . 7. . 2,800 LS. haB69 :i
¥ = i e Y ,:.J.“ ‘ ": d o n = — ek = >.’ - ) . i
N T A IR T: I S A
- Number of Observations 1 T , 97 . 345 .- -t
F.ratio (d.f.) , °, .y , . »3.96(5;91). ~ . 16“56(5 339) - '.
. 7 : "‘ .' R "‘h: o “ i .. .‘ '_ . ‘ NOTES .« . . . N ' . <, . . u‘ "_:‘__':”.,’ '
-y L. . o . R <, P - .. haal .
- The oLS coefficients of the mean earnings equation uged to calculate G appear in Table Vf—l3.
A woman is excluded from the regression unless its g is greater than‘zero. . S .
.. N ’ . ,"" ! s 4 L4 - . ‘. . ) ’ »
. l Unemﬁ/oyment Insurance' ‘as in Table-VI—3. '_" o f*; : ,:j: . . .-
. 2-7~Dummy variables equal one in indicatéd circumstancés,o o;herwise. o _— K*‘
C. ; . - 'y B - ST
P , . ) ' .- . c . . '.p i 2

~ ks N

Variables ‘included -in stepwise regression, but omitted due to insignificantea OperatiVe,
durable manufacturing; non-duriable manufacturing,4traae, government workers; age, number T
©of children; disfigurement, number of job changes; unearned Ancome exclu&ing UI; North

f'NCentral region, South‘ mean guarantee of welfare program in state o& residence. oo .

-2 ., 7, *, - . . ° N . ]
. . ) ‘ ¢ ., R . . N

-t
'
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rfu;;_n VI_6
. '_ '1\1_}‘ ‘ﬁ?‘% °
Fedle Spouse Equations for thé Variability of Earnings.

‘ ™ .. Regression Results for the Michigan Data .
. '_- Lt . ; ’ ' . . '.
Variables ‘ . Whites Blacks and Other Minorities
oD
1. Wage - AL : ~ 3.2483 T © 2,8823
° + (8.,48) k%% (8.33)***
2. Number of Periods Head Present i 1%9520 ) -.5866
- (=2.96) ** BN
3. High School Graduate " 1.1036 '
, . f (2.59)* '
4, Professional, Managerial, SelféEmployedf 3.3403
. . . *kk
L o ) (3.64) .
5. Manufacturing o 2.3332 3.0672
: (2.72)%* (4.94) %**
. . w
6. Trade 1.4652
. . (1.89)
7.7 Clerical i -1.4243
. . . (=2.01)*
8. ‘Constant - 3,022 . 2.905
CRE I .35 .29
 Number of Observations . S 265 . 365
F ratio ) K ] 28.43 N 29.77
' \ NOTES
"" R ' ) ] ’ ) - o
The OLS coefficients of the mean earnings equation used to calculate O appear in Table, VI-11,
: : »

——n

[
I

. ’
L] s

1, Wages: mean over time of average hourly earnings in 1967 prices for years in which
the _woman worked o . L]

»

3~7 .Dummy variables equal tq one in the indicated citénmstance, zero otherwise.

0 ;] . , - .
Variables included in stepwise regression, but omitted due to insignificance: Operative;
agriculture, forestry; govermment worker; age; number of children; unearned income,

husband's earnings; North Central region; South; West; mean guarantee level faced by family.

6 °
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{s strongly significant, with a negative coefficient for both racial Bategories. '

This variable may reflect the same phenomenon as the unearned income term of the
Wisconsin female equations. We argued there that other income in the household tends’,

to induc€ wombkn to leave the labor,force, leading to low;variaEility. If the husband

& » &
ig the source of ather income, the more he is present, the more the wife can withdraw™

-, ' ‘
from employment. In contrast to thy Wisconsin result, the fact that the presence

of the husband rather than his earnings is the significan; variable suggests the °
[

possibility that theinducementto remain home may be chiefly social .or psychological

» -

rather than only economic. . . ) .
B. Mean Earnings . } - ;//\

£

In Chaptef V we developed our equation for mean earnings which depends on the

wage rate of the individual, the wage'rate of his spouse, and a measure of unearned

v et

income. In the tests we performed of the mean earnings equations,‘the wage rate of

;he spouse never emerged as a signficant variable. Usually, it at least had the right
H 1 ] -

. )

sign in female equations, but not in the male equations. In contrast.to the mean ear-

nings equations, our results for the variability of earnings suggest the possibility

‘g «

of important effecﬂs of the husband on the variability of the earnings of the wife.

Others, like Gronaufs have attempted to design more sensitive tests of intra-family

effects. In view of our experiences with our mean earnings equations,iye will ";

. ke

i N present only resulis with the spouse’ 8 wage excluded from the regression. In section
R LR Lle

1, we didcuss the results of .our mean earnings equations for each' group studiéﬁ and,‘i

¥

in section 2, we examine the implicatibns of the‘refults for the question of how'a‘

transfer payemtns' system affects earnings. .

1. Discussion of Regression Results ) ‘ e -
: . . ., W e T

4

a. Males
- L]

.From the Cobb-Douglas formulation of the utility functionﬁin Chapter V,
we deduced that‘in‘the mean éarnings equation the coefficient of unearned income should

4 .
¢ 7 N f

’O'
’ 192 _ < -
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. h )
:
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Mean Earnings Equations for Males: RégPegsion Results, Wisconsin Data
Nt - . : .
. ’ ) . /Spanish "

' White ’ Surname v  Black '
Viriable " oLs GLS OLS;/ GES OLS, - GLS :
Male Wage 302,6792  494,1040  382.1943  365.2786 - 33619751  _383.0920

(5.77)%%% - (21,34)%*%  (4334) %%k (15,81)%%% (3.77)*kk  “(35.10)%*+
Unearned -.1345 | -,1041 . " -.0325 =70232 ' =,0668 =.0430
Income (=5.48)%%x  (=4,74)k*% (=1,70) (-1.19) (-2,52)% (=2,13)*% -
~ "A/ .
Constant 167.93 ~1.550 . 229.442 ' -=,479 .- 82,681 - | =.635

2 . * N

R - .18 v .61 .15 .68 .09 .85
. P ratio 31.75 " 227,81 .10.97 131,08, - ' 9,91. 582,})4
' Number of . - -

Observations . 294" . 128 ) L1 .
OLS: ordinary least gquares * . GLS: Gemeralized le\aét gquares -
, . o R \
e = : ( ]
L//' i - .
/ ' .
-/ - TABLE VI-8
" Mean Earnings Equations ﬁ‘o,r Males: Regression keéults, Michigan Data
< - « .
. _ Blacks And .
. s White Other Minorities
Variable - oLs , GLS oLs’ . ., 1ELS (N
Male Wage 16,1201 * 19.8278 17.3019 22,9522
: . (19.65)kk%  (44,92)kk%  (30,06) k% (45.91)%#*
- ' o y - N z * . - ' \
* Unearned Ircome -.1125 -.1576 -.2160 -.0970
. PR ‘_-’, - “(_2'57)* (..3.54)*** (_7.17)*** ( 4.12)**‘*‘
s ‘o ’ . ' T ’ ’
‘' Constant. .. .,,’ 8.682 .186 6.112 ; =895 .
. :, ~_- . + R /’ , . - . :l‘ .
PR ; 49 83 7 .64 .79 .
o Blratto . _ 149.11 1024,98 467.88 . 1036,45 O,
Number of -Observations = <. .. 411 439 334 SR 7 ¥ R
./ , ' ﬁ&
, Pl .
. K * . ‘ /
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TABLE VI-7

NOTES

Only males wi;n positive mean earnings included in regression.

Hean earnings? mean over time.of male earnlngs (Including zero eardlngs) 1u 1967 prices,
Mean computed over all quarters for which the man was present in the surveyed household.

Male wage: Same as Wage, Table VI-1l.

Unearned Income: calculated for each quarter accoring to formg}a: ’
-~ L N

(1-t ) Q+ G ) i,
+— (see equation' (7),Chapter V). .

Then, the mean over time of these figures,is the qariable used. Q is the income of the

' household, less earnings of the husband and wife, and less NIT or AFDC-UF payments, in
1967 prices. (It includes the earnings of o;her family members since we do not try
to explain them, but treat them as if they .Were exogeneous.)

—
is the tax rate on unearned income, t, is the tax rate on earned income, G the guarantee

lgvel of the transfer system,in 1967 prices. '

For a person receiving neither NIT nor AFDC-UF, we assume tQ =0, t .05 to allow for <

the socfal security tax on earnings, and G = 0. (We ignore-the posgtive tax system :

since most of our sample will be little affected by it.) -~

For a person receiving NIT,kt is determined by "the experimental treatment group
to which his family is assigngd. EHowever, the earnings tax is applied to earnings
after deducting the social security tax. We thus use a denominator of .95 (l—tE)
The guarantee as a percent of the poverty line is determined by the experimental
_ treatment group, The poverty line is determined by the family size and number of
_» spouses present. (See Wigcomsin staff memo, "Key to Plans.').

For a person receiving AFDC—UF, t l., Since we cannot measure work related expenses,
we assume that the average effectgve tax on earnings is t_ = .5, which includes a deduction
.for social security taxes. The guarantee levels are those prevailing each period in the
New Jersey and Pennsylvania AFDC-UF program, with adjustments for family size and number '
. of spouse present. (Our information on AFDC-UF guaranteés was obtained from The Home
" Economic Advisory, State of New Jersey, Division of Public Welfare, and from the Bureau
of Policy, State of Penns&lvania, Department of Public Welfare.)
* For a person receiving b%fﬁ:in a quarter, we used the NIT parameters.
/ S

’ Note on price deflation' since the experiment ran over different periods of calendar
! {/ time in the four cities, it is necessary always to deflate for each city sepsrately.
~ 3 ,*

194
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. : TABLE VI-8 S
‘ : " . NOTES

. -
e

Only males with positive mean earnings included in regression.

'-

[

~ Description*of*Variables'

' e

Mean earnings: mean over time of male earnitrgs (im:iudingzm earntngs) in '1967‘ prices. 43
Mean calculated over all years for which the man was present,

Male wage: mean over time of ‘average annual earnings in 1967 prices. Mean calculated
only over years for which average earnings positive. <

Unearned income: _calculated for each }ear according to formula, i

PR ’

e . @Q-t) d+6
. —_— (see equation (7), Chapter IV).
) 4 1--tE
Then, the mean over time of these figures is the variable used. Q is the income of the

household, 1ess earnings of the husband and wife, and less welfare payments, in 1967 prices.

f
For a person not receiving-welfare, we assume t_ = =G=0

Q" e o .

For welfare recipient, t . We assume that the average effective tax rate, allowing
for work expenses,.: set—agide, and social security tax is t We obtain estimates
. of the guarantee level for a family ‘of 4 for each state eaEh year from Gertrude Litwin,
.""States” Methods for Determination of Amount of Grant for an AFDC Size of Four (1 Adult
and 3 Children),' unpublished table, Department of Health, Education, and Welfare,
January 1972; and from U.S. Department of Health, Education and Welfare, National Center
for Social Statistics, NCSS Report Series D-2, "OAA and AFDC: Standards for Basic Needs
for Specified Types of Assistance ‘Groups." o .

To correct the guarantee for _ family size, we assumed in the first year a $40 extra 1
paywent for each individual above four in New York. The amount in other states is !
assumed to be the fraction of $40 equal to the ratio of their guarantee to the New York Z,

growth in the guarantee level in each state.

7
-,

guarantee for a family of four. We then, correct this figure in other years base? on the ,7

In view of ‘the complications in calculating actual benefits and the arbitrariness of our Lf

procuedures, it-is not surprising that occasionally actual welfare payments to a family ;

‘exceeded our estimate of the guarantee. In such cases.we used the actual payment as . }
~a substitute measure of the guarantee. . - . . e ,é ’
+ e . :"! ’-;’

/ Lo s . R B
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"be'negative and between zero and minus one, while the coefficient of the wage rate

should be positive. "Examination of Table VI-7 for the Wisconsin data and Table VI-8

e — 4

for the Michigan data reveal that all male equations satisfy these conditions. .

.will be, but the higher his UI benefits. This produces a negative bias in the co-
¥ / .

All coefficients are significant except that of unearned income for the Spanish-surnamed

in the Wisconsin sample. The ordinary least squares (OLS) and generalized least

squares (GLS) coefficients are similar, with the GLS wage coefficient somewhat higher

and the unearned income coefficient somewhat.lower than the’ corresponding OLS co~ .

efficient. The constant term is affected by the GLS technique. Compared to the OLS

constant term, the GLS constant is very close to zero, conforming to our thepretical
7

&

j requirement that the,constant term be zero. The biggest difference seems to be in the

higher'R2 of the GLS equations, indicating that the equations for the variability in

male earninge contribute substantially_to the explanation of average earnings. In *

*

principle, the GLS estimates are preferred We did indicate some possibility of bias

in the earnings variability equations which could,reduce the reliability of the GLS -

;,)

" estimates. Nevertheless, we shall rely on them in our remaining discussions.

There are possibilities of bias in these results. Unemployment ingurarice is t
:1.
included in the measure of unearned income. Aé with,phe earnings variability equations,
'q t
causality runs not only from UL to earningg but also the other way, creating bias in

the coefficient estimates in two ways. ‘?irst, UI is received because of unemployment
r\ A - ~ , . - ,

" when earnings are zero. The more a person is unemployed, the lower his mean earnings
. , R

’.

efficient of unearned income. Second, UL benefits are h}éher, the higher a person's

. / . . .
earnings before he lost his job. This means that higher mean earnings will be p

. / ’ b . :
_ associated with higher UI, for a given length of time/unemployed. But this creates ,

. . . f .
-a positive bias in the coefficient of unearned incomé. It is not possible to know

7
1 / . ' . “
which bias/is stronger or whether they just balance .éach other. :

¥ ; #

k4




To investigate'our estimates further, it is useful to unscramble the coefficients.

In Chapter VvV, we demonstrated that the coefficient of unearned income is - a o’ where .

o is the coefficient of leisure of the male in_the Cobb ~-Douglag utility fun

It _measures the fraction of “full income that the 'nousehold choosgs to devote to

k4

leisure. In other words, there is some maximum amount that the person could can-

o~ .
v -

ceivab1§ work, ﬁh. The "full income" of the household is its income on the assumption
that the male (and other household members too) work the maximum amount. In fact,
‘the hueband will ordinarily work less than ﬁh taking some of the family's full income
in the form of leisure. The amount of income foregane for the sake of the leisure
of the male is the fraction Uy of "fnll‘income." The coefficient of the wage rate

was_éﬁown to equal (l—aM) ﬁh. We argued that ﬁﬁ should not be considered a technical

constant, but rather is a bthavioral parameter. It might measurg the maximum amount

1

an individual could be induced to work under the most favorable circumstances. Alter-
" 1

natively, ﬁh might reflect a limitation on the amount the individual is able to

work dhe to external market forces. Imdividuals often cannot work the amount they

-

want atlthe prevailing wage. In particular, we know that there was a substantial

amount of pnemployment in the citles of the NIT experiement, and this unemplo§ment ’

increased during the experiment. Blacks and Spanish-surnamed were particularly affected.
*‘

To an extent, external market forces have already been introduced in the equations

d -

for earnings nariability, byt we then investigated anly fluctuations in earnings abont‘

, the mean. But the mean itself was reduced for the entire duration of the experiment

~
.

because of external market forces. The depressed state does not show up in wage rates,

»?

which are inflexible®downward, but in unemployment. A convenient way to introduce,

-

egternal market factors into' the mean earnings equation is to assume that they play

‘a roie in determining ﬁh Thus, ﬁﬁ should be interpreted as the maximum amount that

2

,l a person either would be wiiling to work or would be able to work given current market

o I 1
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conditions. From the actual coeffieient estimates, we can deduce the values of

0

aM and - HM_which are~presented in Table VI—9

.

the NIT experiment.

Eor_the_Hisconsin_sample,_there_are_naticeahle_di££erences_in4a__and_ﬂnihy ;____,-i<

race. o, is highest for whites, lowest for those with Spanish surnames, and
intermediate for Blacks, Whites would devote about IOZvof "full income" to leigure
while those with/Spanish—surnames wsuld give up'oniy about 2%. Thus, the actual |
work effort of those with Spanish—surnames will be much closer to their maximum

ﬁk than for whites, with Blacks in betweén. But now consider the estimates of

ﬁh There are big differences here, with the largest‘vsiue for whites and the

smallest for Spanish-surname. Assuming a 40-hour week, a person would work 520 hours
‘:

per quarter. But we estimate a. maximum work effort for whites of 551 hours, 400
hours for Blacks, and 374 hours for those with Spanish~surnames. 'We cannot dis-
tinguish an ﬁﬁ voluntarily low from one low beceuse of market pressures;‘ Never-
theless, our results are at least consisteut with the idea that Blacks snd those

. y . )
with Spanish-surnames had considerably more difficulty in obtaining employment during

¥
A

/

For the Michigan sample, Blacks and other minorities had a lower value of Oy than

N

whites,'but a higher value of~iﬁ A 40<hour week would lead to an amnual work effort

of 2,000 hours. The estimated values of Hy are considerably higher than this for

both whites and non-whites. Apparently, unemployment was a less serious problem

for those in the Michigan samgLe'than for those in the Wisconsin sample. On the

td

ﬁrother hand, the estimates of Oy are higher from the Michigan sample. indicating that
4 . {

these people were perhaps somewhat more willing to devote their resources to leisure

than those Wisconsin sample.

—— - ——
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. TABLE VI-9

Unscrambled Coefficients, Male Equations

Wigconsin Samplel

Michigan Sample2

- fg Hy (quarterly) Eﬂ_ By (annual) .
White 1040 551 .1576 2,354 - - e
Spanish .0232 374
Surname } .0970 2,542
Hlack ,0430 400 -

lpased on GLS coefficients,
2Baeed on GLS coefficients, Table VI-8.

Table VI-7.

Mean Earnings Equations for Females:

:TABLE VI-10

Regression Results,

‘ Mean Barnings:

Only women with positive mean earnings included in regressions,

earnings)4 in 1967 prices. S

4 '

J Mean calcglated only over quarters in which female presept.

Py , .
Female Wage} same as wages in Table VI-4

Unearned Income: same as in Table VI-7.

o 199

4
e

Wia&onsin Data

[}

Variable . OLS
Female Wage 120.7832°
: (5.86)%*%
Unearned Income ~-.0467 -
’ (-2.28)*
Constant 29,483 ,
R? a7
o F ratio 20,11 o
.. - Number of Observations 200
2> ’» ' [} ‘ » -
e NOTES .
j;‘q f !/ L]

mean OVer time of female earnings (including periods of zero
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- b, Females

The results for females are much less satisfactory. than those for;

-males, With the Wisconsin sample, the -GLS -estimates for females were completely

unsatisfactory. In addition the ordinary least squares results for Blacks and those

ot .

|
with Spanish-surnames were unsatisfactory. We need OLS coefficients in order to

A . A

¢ .
construct our measure of earnings variability, 0. In order to estimate O, we treated
the Wisconsin females as a whole in deriving OLS estimates, which are presented in

Table VI-10. 'The coefficients have the right signs, and the coefficient of un-
earned income lies between zero ahd ninus one. The eaplanatory power of the equation
is poor. " p y

: For the Michigan sample, we did obtain OLS estimates for both white and Black

and other minority female spouses (Table VI-1l). The coefficients alE’satisfy the
expected conditions, although the unearned income coefficient for Blacks and other

minorities is not significant. The equation for non-whites is still poorh although

A

. we did use it in calculating o. The'GLS estimates for both racial categories of

Q

ﬁ% are consistent with what might be expected. For the whole Wisconsin sample, HF

female spouses were again unsatisfactory. The GLS estimates are based on predictians,

r A

of 0 calculated, from the”variability equations. Whereas for males in both the Wis-

consin’and Michigan samples GLS made a strong improvement, the GLS estimates for
' ]

Michigan fémale spouses are decidedly'worse than the OLS estimates. Thus, for
fenale'spouses in both the Michigan and Wisconsin samples, we dqé& relyaon the OLS

estimates.
Unscrambled coefficients for female spouses are presented in Table VI-12.

The reliability of .these coefficients is questionable., However, the estimates of

is 127 hours,compared to full~time quarterly’ work effort of 520. For the Michigan

sample, HF ig 878 hours for whites and 899 for non-whites, compared to full—time

v

annual work effort of 2,000, The maximum amount female spouses would be willing to

-,

work appears to be substantially less than ‘the normal full—time effort. Female

Y

ERIC™ 200

wll Toxt Provided by ERIC
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TABLE VI-11

""Medd Earnings Equations ‘for Female Spouses. -
Regression Results, Michigan Data . - -

. Whites Blacks and»OCher Minorities
ble— - LS 0L5-

FemaTe Wage ST T T 7.8346° T 78,9970
: (10.97)** T (7.54)%%%

ﬁnearned Income R -.1053 ‘ -,.0279
N . (=2.93)** (-1.03) - -

Constant 1.092 - © 0 3.922

R ' CL .30 .13,
F ratio 64.92 28.92

e,

‘Number of Observations 301 , 404

> TABLE VI-12

Unscrambled Coefficients, Female Equations

Wisconsin Sample1 Michigan Sample2 ‘

JRRREPN

~ Female Spouse ., Female Spouse Female Head

' O‘F ' EF(quarterl)') GF EF(annual) GF HF(anrxlual
White ) :
e T T omowp oW
Minoritdies ’ . . .
.~ Whole Female .047 : 127,
Sample o
- v ) .

A ]

- 1Based on OLS coefficients, Table VI-10. ) 4

2Female Spouse; Baged on OLS coefficients, Table VI—11 . ’ T
Female Head, based on GLS coefficients, Table VI-13. ©

e NQTES TO TABLE VI-11 .
Only women with positive mean earnings included in regression.

" — o

Mean Earnings: mean over time of earnings (including periods of zero earnings),
in 1967 prices. Mean calculated orily over years in which female presenti ke

!
Female Wage: meéan over time of average hourly earnings of £emales, in 1967 prices.
Mean calculated only over years in which average hourly earnings positive. °

Unearned Income: same as in Table VI—8 - ‘

» . . . V.
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gpouses may reach their limited target by part—time work. The major explanation of

this result, however, is probably that the female spouses included in our regressions

wotk for a period but, thén withdraw from the labor force altogether ;or the’ remainder .

of the time. Indeed, as discussed in Chapter V, the earnings of a p&rson not' in

the labor force are not explained by the same linear equation that explains the’

-~

, earnings of workers. Our treatment of this difficulty was to assume that the earnings

-

of- anyone who never worked'during the Michigan.or Wisconsin surveys could not be

explained by our linear model, so that such individuals were excluded from our re-

gressions. For those who ever worked, any periods of zero'earnings were considered

temporary deviations away from a nonrzero mean. Thatyassumption seemed suitable enough

-

, . 7
when examining male earnings. Many of our females, however, are probably out of the
A

'§,~ # -

labor market much of the time even though they do work at some ti@%%dso our treatment

Y

of them is, probably inappropriate. While this reduces the reliability ;¥ the estimstes

the estimaties/do nevertheless provide a picture consistent with this view.
We hdﬁg‘;i;ilar problems with the female heads of the Michigan sample.\ In Table VI-13,

we do obtain satigggctory estimates from both OLS and GLS. All coefficie?ts are sig-~
nificant and satisfy the appropriate conditions. However, the GLS estimateg are

‘slightly worse than the OLS estimates, indicating that the predicted value%of 0 from .

the variability equations do not contribute to the explanatory power of thé mean

1

-earnings equations. Unscrambled coefficients for female heads appear*in Table VI—lZ.

I

As for female spouses, the estimates of HF are far below full—time work effort. PR

I

2. The Impact of a Transfer Payment System on Mean Earnings

) We can use our estimates of the mean earnings equations to predict the h‘?
/ : . . I ' . , =
effects on mean earnings of changes in the guaramtee level and tax rate of the transfer °

- payment system, assuming no change in either the wage rate or unearned non-welfare
et ” —]
income, Q. Both the guarantee level, G, and the tax rates, tE on earned income and tQ

!
,o . -
.

”:j
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R a

N TABLE VI-13

¢

_;_ﬁugp~;§gggg§gs Equations for Female Heads:

Regression-Results;—Michigan Data

‘ ’ Whites ® .+ Blacks and Other Minorities
Variable os 6§ s 6Ls
Female Wage 8.5004  7.5229 9.4317 7.2120
(9.04)*%% (9,11)kk* (13.09) %% (10.32) k#*
Unearned Income -.1740  -.1431 -.2050 ~.1796
(=5.43)%%% (=5,37) %k - (=10,53) k%% (=11,30) kk*
Constant 6.572  1.464 8.192 2,193
2 e %
R . .40 .36 537 .32
.‘ o .
F ratio 58.78.  51.27 129,78 101.23
‘Number of Observations 182 442
o ' 2 ¢
Variables same as g Table VI-11. See Notes to that tabl:’.
’ | 2
>'\; N - :‘\
\L‘;M \\) L
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on unearned income, appear in the unearned income term for a person receiving transfer

payments. From equations (7) of Chapter IV, we know that the appropriate measure

-~ " of unearned income, N, for a transfer recipient is -

/

XY

N = (l-tm)
l-tE

where Q is the non-transfer, unearned income of the family. To determine the effect

Q+G

of a change in either G or one of the tax rates on earnings, we figét calculate its’
effect on N. Then, the estimated regression coefficient of N gives the final effect
on earnings. Notice that the effect of a change in G depends on the prevailing level

of CE. Similarly, the effect of a chgﬁge in tE~depends on the existing level of
X ]

the guarantee. '

/

The New Jersey NIT experiment was designed to isolate the pure effect of various

4

NIT plans. The intentitn wag to determine whether an NIT in comparison to no transfer \

plan at all would affect earnings or work effort. As we discussed in Chapter II,
this'question could not be answered on the basis-:E the experiment because it.was
contaminated by tie iﬁéroduction of AFDC-UF. The effects of the various treatments
can only be deducedmfrom a non-experimental é;;cess of analysis., Our regression
results provide a ba;is for such an analysis. .Table VI~l4 provides estimates of

’ _the éifference in real earnings between a person receiving each of the eight’ex-
perimental treatments’and a person receivipg no transfer payments at all., The initial

100X guarantee for a family of four in the expeiiment was $3300,'o% $825 on a quarterly

/ ° -
basis. We will take this as qur estimate of the real guarantee. The various guar-

an;eehleveis for different experimental groups are then given as varying percentages --=

50%, 75%, 100%, 125% -- of this basic amount. Under the NIT experiment, the tax on

1

%
4
>4

-5
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, TABLE VI~14 % -

+ ' Predicted Reductions in Qu;fteriy Real Earnings Resultigg from
’gr""NIT Experimental Treatments in Comparison to No Transfer

Payment; Wisconain Sample I
. . : T .i__.-,-.- —-— _ - — . m_-__m_.:sr
Experimental Treatment Male Female
Gugrantee Tax Rate White Spanish Surname Black ) N
1 50 4 30 $61 T 814 $25 $28
.2, 50 50. 86 / 19 : 35 - 39
3. 75 30 92 21 ’ 8 42
b, . .15 - 50 129 ‘ 29 53 58
5. 75 70 215 S48 89 97 .
6. 100 50 172 "t 38 71 78
. 100 70 286 64 . 118 129 °
8. 125 56 ' 215 48 m 89 97
. ‘ ' - AN
N . LD )

Prédictions assume a family of 4. Guarantees are percents of $825f
No unearned income is assumed. Family, income: is low enough so that family is é

always eligible for benefits. GLS estimates of Oty used for males, OLS estimate of'

Qp i8 used for females. : ' \
Applying the t test for the significance of predictions, we found that all figures for
white males differ signifiéantly from zero at the .00l level, forwfemales and Black :
males at the .05'1eve1{ and the results for those with Spanish surnames do not differ

-

signifiéantly from zero.




" the tax rate differs. .There is a noticeaﬁie iﬁpact from, changing the.tax rate.
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earnings t_, was equal to the tax on unearned income, CQ' However, it simplifies

E’

calculations to consider an individual with no other unearned income, Q. , (The pre;,’

-

d;eted reduct;on in earnings' would be smaller, the more Q the family had.) The
numbers in Table VI-14, Ehen, give the difference by race in male earnings and in
female'earniﬁgs, not by race, for members of a family of four. Earniegs are first
calculated givee a parEicular NIT treatment, and then in the absence of any transfer
payment, The differedce between these'-- ehe feducti&n in earnings due to the ﬁ;T

tregrﬁeet — .18 recorded’ in Table VI-14. (Note that the dollar amount of the reduction

is fhe same ﬂo matter what the initial earninés of the individua;.) :
There are substantial differences by treeémeqf group and by race. The eafnings ‘

'of whi;e maies show the largest reduétion;_Spanish—surnamed males the smallest. All ¢

the results for white males differ significantly from>zero at the .001 level, for
females and Black males at the 5% level' for .Spanish males the results do not differ
significantly from zero. From our formula, both the guarantee level and tax rate
mu%} affect earnings if there is any effect ‘of unearned income. The table gives an'

idea of the quantitative effects. The tax rate, for example, is the game on lines

2, 4, 6, and 8, but the guarantees differ. Comparing these lines for every group,
* * f . PR .
we see a larger reduction in work effort the larger” the guarantee (although the

'magn;tude of the difference by guarantee varies by race). Similarly,' the guarantee

is the same on lines.3, 4, and 5 and also lines 6 and 7 (at a different level), but

Although the NIT experiment was originally dedigned to compare the effects of an
v L. -
. NIT with no trgnefer/program, we have seen that the actual comparisons in most studies

of the NIT were between an NIT and AFDC-UF. Indeed, as the Wisconsin staff has noted,

_the interesting comparison is between an exisfing program and some revision of it.
] ‘ ot

P » 3
* ~

d.
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The welfar; contaimination of each of thé NiT experimental groups made it impossible
to obseyve even this effect experimentally.r Hoﬁever, we can agtempt to deduce the
‘effects of a cﬁange in the existing system using oﬁr éstimatéd equation; for mean
earnings., The Michigan égmple consists of é;milies faced with the existing welfage
syster. :Tﬁe'chief difficulty is that éhere is ﬁot éimply one\existing program, but
many different ones in different stétes. We 5;11 ﬁrésenz, theréfore,‘a few péssibilities
to illustrate ﬁow a change in an exiséing proéfam can affect earnings. Since ;ur
results are best for males, we will consider adjustments by male'ﬁeads using the
.Michigan dgta; .

In the fifty states, the average guarantee available to a male-headed family of

. . ? : .

four, including AFﬁC—UF, Gene;ai Agsistance,and Food Stamps, is $2,431. The effective
tax rate for a male head, beginning to work up to 20 hours at a wage of $1.60, averages
41&; while if he were to work up to 40 hours at a wage of $2.00, the tdx rate would
Ee 882.7 To apérogimate the actual system, we will assume a guarantee of $2,400 ané
a tax rate of 40%. We will then consider an increase in the guarantee oft$1,060,
and, alternatively, an increase in the tax rate by 10 percentage points. For the |,
sake of comparison, we repeat some bf these exercises for a guarantee of $3,600 -
’and a t;x rate of 40% and 70%. We assume throughoiit that the family has no other
unearned income. Again, the dollar change in earnings does got depend.o? the initial
lé%ZI of earnings. Results are presented in Table VI-15,

The predicted reductions for ,whites all differ significantly from zero at the
5% level and for Blacks and other minorities at the 1% level. The interesting thing

4
" to observe ig how the effect of a given change in a parameter of the transfeg,system‘

s

depends on the existing system. Consider first the increase in guaranteé."A higﬁer

guarantee would have the same effect on earnings no matter what Qpe initial guarantee,

80 we do not illustrate this effect. The effect of the guarantee can vary sub-

stantilly, however, deanding on the prevailing tax rate., At a tax rate of 257, .

‘

\)(\; . ”A ;‘;" .. N )
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-TABLE VI~15 - - T

Predictions of Reductions in }ale Annual Earnings Resulting from
- Chanées'in Existiegﬁrrograms, Michigan Sample

.

: o : . Blacks And
Proposed Program Existing Program Characteristics Whit Other Minorities
___Change ___Guarantee Tax Rate - : .
. 1. Increase guarantee ‘ $2,400 40% $263 $162
$1,000 ‘
2 . .
2, same . g 2,400 70 525 323
3 . a - d “
3. 'same , " ) 2,400 :25 .- o210 129
4. Increase Tax Rate 2,400 40 126 © 78
N by 010 i . “. “m -
. . 2 . - -
5. same - .t 2,400 . 70 630 388
~ - < S ! - .
.6. same : 3,600 740 . 189 - 116
7. same : : 3,600 - 70 946 - 582

Predictions based on GLS estimates in Table VI-8..

Applying the t test; for predictions, all results for whites differ sigﬁficantly

3

from zero at the 5% level and for Blacks and other minorities at the 1% level.

';; i . L R . 208 ' o
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a ?lOOO-increéae in the guarantee réduces earnings of whites by $310, or about 70 .
hours during the year if the hourly wage is $3. If the tax rate is 40%, the re- i .

duction is slightly larger, $263. But when the tax rate is 70%, the effect is more

= y

than doubled, $525. In ‘a similar way, theeffect of raising the tax rate depends on

the initial tax rate aud also on the initial guarantee. For example, raising the tax

. I

rate by 10 percentage points from 40% to 50% has a modest effect on earnings, an

~

effect slightly larger when the guarantee is $3600 (line 6) rather than $2400 (line 4).
However, in both cases the effect is about five times greater when'the tax rate is
raised from 702 to 80%Z. It thus appears that, at least in our Cobb-Douglas model,

a given increase in the tax rate has a somewhat larger discouragement effect on,

work effort the higher thé prevailing gnarantee, In addition, the discouragement

¢ - B
effect.of both a higher guarantee and a higher tax rate depend on the prevailing

level of the tax rate. For low atid moderate tax rates? the extrardiscouragement _ ' ;":
associated sith higher tax rates of guarantees is small. HoweYer, as the tax rate
becomes large, an’increase in the guarantee and especially a ﬁ;rther increase in the
tax rate begin to have a very substantial ef%ect in lowering work effort. Altbongh
we are not prepared to generalize these€ results, it is likely that the relationship
between earnings, the guarantee, and the tax rate will be non-linear; thus, differential
responses‘depending on existing parameter levels should be carefully investigated.

C. Conclusion . e ' . : « e

- Por our statistical investigation of'the‘pattern of earnings, we chose to con- B

certrate on two measures of pattern: the mean and the standard deviationm. Wehattempted.'ﬁw
to identify factors exblaining mean eaxrnings and those accounting for the Variabiliﬁy e

in earnings, to measure these explanatory factors, and to test their significance

statistically. In chapter V we developed a procedure to estimate Jointly the mean

and variability equationms, thereby improving both. In explaining mean earnings, ve

relied prinarily ont the standard economic model of;work effect, in pardicnlar on the

[C
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" In explaining the variability in.earnings, we had no similar guidance from standard

economic theory. We speculated that variability depends on market forces beyond the

" control of the individual on some of this own 1

~

also largely beyond his control, bu; also possibly on‘his own preferences, We tried

tations, skills, and abilities, *

ations of the variability in earnings. We _found fir t that a number of industry
R £

and occupational dummy variables were significant a3 well as gsome measures of in-

dividual characteristics, It is hard to generaldze' bout these, since what mattered

-

varied by group and locality. However, to the exten that these gariables measured

external market forces, we could conclude that much.of the variability in earnings '

is explained by factorszbeyond the control of the individual. But then werfound _
. . - ’, ) ‘ . . , F'l'
variables which suggested a possible voluntary basis to some of the variability., The

effect of the ghearned ificome term for Michigaﬁ’males seemeito reflect a desire for

S L]

breaks in employment, made possible by an income cushion in the family on which to

. rely, Although the desire for leisure seems to rise with income, there generally_appears
to be a continuing long—run commitment to the labor force. 1In contrast, the unearned

income term for females, or, alternatively, the presence of the husband variable,
t‘ '
produced effects suggesting that an income tushion wopld lead to a complete with—

M

drawal from the labor—foree Since transfer!payments may be expected to have an R
effect similar to that of unearned income, it seems likely that they also could conr

tribute to variability in earnings. Nevertheless, our work in this area must be

considered“exploratory rather than_ definitive. In Chapter VIII, these results vill

‘be considered once more to inveéstiage their pochy'impiications;' . . ’} ,
- - ‘ y ’ “

. . . -
E, . . 4 - Y
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'Wé-were able to investigate more explicitly the role-of the t;ansfg; payument
:system in gffecting mean e?rnings. We found for almost all groups a s;ail but
‘:sigpificant.reduétion in work effort resulting from any increase in the benefits
‘offered by qhe transfer system. Perhaph the most interesting conclusion was that
. phé effect of any change iﬁ the t?ansfer gystem depends on the érogram alreédy in
iplacg. for example, when the tax réte ig at low or moderatejlevels, a given incrgase
~in i; will cause only a modest reduction in work effort. But if the tax is high

already, further increases begin to_h;Ge much more marked effects on egrnings. The
effect of changipg the guarantee depends in a similar way on the prevailing tax

rate./ We are not sure how far we can generalize this conclueion of the Cobb-Douglas

model, ‘but it seems mfe to conclude that preGious studies have not adequately

investigated the interaction between the ‘guarantee and tax rate.
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CHAPTER V L ek

Footnotes

Robert E. Hall, "Turnover in the Labor Force, ﬁrookinge Papers on_Economic
Activity, 3: 1972

Peter F. Doeringer and Michael J. Piore, Internal Labor Markets and Manpower
Analysis (Lexington, Mass., D.C. Heath, 1971). ‘

Martin S. Feldstein, "Lowering the Permanent Rate of Unemployment," Harvard
Institute of Economic Research, Discussion Paper Number 259, 1972, pp. 77-106.

We calculated a guarantee level, including an adjustment for family size, for each
family each period. Members of the control groups were faced with AFDC-UF
guarantees, as were members of the experimental groups, only in the periods when
they received it. Otherwise, members of the experimental groups were faced with
their experimental guarantees.

Another interpretation is that program participants first reported net earnings,
but interviewers sought information on gross earnings. With the careful re-
porting required NIT recipients, they learned to give their gross earnings,
wheras control group participants did not. The switch from net to gross
among NIT participants could ghow up as higher variance for them. Again,
it is not clear why only the Spanish should be so affected. For discussion
of this problem, see Harold W. Watts, et al, "Concepts Used in the Central
Analysis and Their Measurenent"*in‘Watts and ReeB, Chapter B I. )
Rueben Gronau, The Intrafamily Allocation of Time: The Vilue of the Housewives'
Times," American Economic Review, September, 1973. ‘

‘ %

\ by

. Storey, pp. 5, 53 and 55. ' . .

,
L

LS
ah




- 202 -

1]

CHAPTER VII
) *
An Analysis .of Transfer Payments

-

A, Methods of Study

{ )
. ‘ . “ :
Any transfer payment system is governed by a complicated package of regulationms.

i

Different families are likely to receive varying treatments under it dépending on their

circumstances. . First, there aré rules govérning eligibility -~ whether benefits to
a family are té,be positive or zero. Then if the family is eligible, its benefits
are calculaFed. Under both the NIT'an& AFBC, henefits are calculated according

to a formula of the form.

(1) W=G -tY

-
.

where W is the amount of the transfer payment, G the guarantee level, t the tax o¥ the
benefit reduction rate, and Y the incéme of the fam%ly. 'Hoyever, there are compli-
cétions in'applying the formula, since there may be differences in the guérantee or
the effective tax rate between families. For example, the guarantee typically varies
by family size. The tax rate may differ with the type of income (earned or unearned).
In addition, the effective tax rate under AFDC is affected by program features such
as the sét-asidg and the work expense allowance. _It.is'not possible to produce a
single formula that will explicitly incorporate all the rules of a transfer system.
Nevgrthéless, i; is reasonabié to relate tranéfér payments to a few key vériables

" like incoﬁe and familly size, where the rules of thg systeh, ;hough not entering the e

fotmdigtion‘directly, do determine the observed relationship between the payments

and’the explénatory variables, This éroéedure is particularly useful in comparing

— . . . , &
. . . /

% ; A ,
In this chapter we rely heavily on the work of Mr. Barry Sum, a research assistant
in the Heller Graduate School, associated with this research grant.

-
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transfer systems having,different rules, for one can then examine whether the ob-

served relationships differ between systems. In the remainder of Part A of this chapter,

' Q

we will try to idemtify neasqrgble variables that can contribute to the explanation

. of transfer payments. }é Part B we will apply our'model tezthe Wisconsin study sample
where we can compare seyeral NIT plans and AFDC-UF.‘ In Part C we will investigate
.welfare experience in the Michigan sample shere families are covered by AFDC, AFDC-UF,
and General Assistance programs which differ by state,

t"‘ ,

A principal concern in studying transfer programs is to learn about the "welfare

-%‘

4

depenéency of recipients. One measure of welfare dependency for a family wouid be
the proportion of time it received transfer payments over a prolenged period.' Chapter III
provides some information on this measure in Tables III-6, 7, and 8. Yet there is more
to the story of welfare dependency. In an income conditioned program, a family may
receive benefits even though it has income, provided its incqne is low. The amount
ef its payment ranges from its guarantee level when it has no income, down to. zero
as its income rises to the braakeven level of the program. Thus, the welfare .dependency ]
of a family depends.not only'on‘qhether or not it receives nenefits, but also on |
the magnitude of the benefits received. A measure reflecting both elements of welfare
‘ldepenieney ig the nean over time of transfer payments received by the family. The mean
zwill be zero only if the transfer payment in each period is zero, in which case the
family nas never received transfer payments over the period studied. At the other
extreme, the highest degree of welfare'dependency occurs when the mean equals the
guarantee level of the family, for then it must haye equaled the guarantee level all
the time. Intermediate values of the mean nenefit arige either becanse the family

is ineligible some of the time (receiving a zero benefit) or becabse it has income

eveg while receiving benefits (sg’tB;t these are below the guarantee level) or both.
% %t ' |
It should be noted that the mean benefit depends not only on the income of the family,

but/ also on the structure of the transfer program. It thus measures welfare dependency

P3
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' in the'context of a given program and caunot be interpreted as a measure of the

relationship between family income and "family needs." Notice finally that the mean

» a e .- &

benefit measures.the average. cost to the government of supporting the family under ”..T }‘;
q 2
the existing welfare system over a prolonged period of time. He will use the mean

benefit level of a family as our dependgnt variable. . : : ?f . : ;'-i;‘,"' N

In explaining mean benefits, we must deal with the question of eligibi;'.it}'.:c,j

The: rules differ substantially from one program to another*and can get complicated

.

For our purposes, it is useful to distinguish three types of families: l) thoae

who are never eligible and are thus never recipients, 2) those who are eligible in :

.

eVery period of the study so that they always receive benefits, 3) those whose

I3

Ry

eligibility varies over time so that they receive benefits, but only some of the

time. For types 2 and 3, mean benefits will vary with income. Alghough type 1

¢ -

" families expéerience different levels of incomé; their mean benefits are always theg

ay

~same -'éero. Thus type 1 families should not be included in the same equation ‘ Y
that explains the mean benefits of families of‘%ypes 2 and 3.1 (Differences between
type 1‘famiiies and the others are'discussed in Chapter III‘) We return'to a.
discussion of what determines eligibility aftdr qqnsidering what determines benefits :
- for type 2 and 3 families. _ " k . | ‘ ‘;“ -

. In any period in which a family is ‘eligibie, its transfer payment is related to
its income by equation (1). Por a~family of type 2 (which is a1ways'eligible), the .'
mean‘benefit, W, will hg related to flean income, Y,yby the same equation, provided G
and t remain constant over time.: If wi could statistically estimate equation (1) just
,for type 2 families, the estimated ébefficient of Y should be the average, effective

%
"tax rate. Howevd?, our sampfes of type 2 families,alone are too small since type 3

families are far more common.' For a type 3 family, W will also be related to Y, but

not'by equation (1). In periods when the family receiVea no benefits and when its

income is high equation (l) would ‘predict a negative W vhile the actual benefit
v .

g
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$
~would be zero. The value of ﬁ'predicted by equation (l) would thus be smaller than the

true value. If we statistically estimate the relationship between actual W and Y, the

.estimated coefficient of Y should be negative, but smaller (in absolute value) than

a

thevtax rate.,. The coefficient of the mean income term will thus.measure the combined

.

effect of the average,,effectiveﬁtai rate and the proportion of time families in our
sample are ineligible. >

\Qbsetve that equation (1) is a linear expression involving income in one term
and ‘the guarantee in the other. As we observed earlier, ‘the main reason fof‘differences
iﬁ'the guarantee between families is differences in family size. bor gimplicity we
assume that the guarantee is,a linear function of family size, F. - )
(2) ¢ =':'5A'+ BF ‘ ' : .
The basic guarantee for a family of’ four is thus A + 4B, and B medsures the increase ‘

in_guarantee resulting from each additional person in the household. For a family of

.type 2, medn benefits would be  , 4

o (3) . W=A+BF -ty | ,
» ! L» - . A

where fﬁis the mean family size. However, if we estimate an equation in the form °

-
e
— 4

(4) W =a + alF - azY ., o
© ! '
for both family types 2 and 3, we would expect each of the estimataicoefficients, a s

K3

al,_and a to be smaller than the corresponding program parameters A, B, and t. The

2’
reason dgain-‘is that type 3 families are ineligible for benefits part of the time. .

During this ineligible time, equation (3) would predict a negative W when actual benefits }

are zero. The estimating procedure will thus tend to scale downéthe program parameters

in arriving at an equation that will predict actual W.

£

Indeed there is a serious difficulty in estimating equation (4) for family types
2 and 3 combined. Consider two families, one of type 2 and the other of type 3, such that

f;and Y'are the same for both. Since the type 3 family was ineligible some of the time,
w -

it may have had a high income in periods of eligibility counterbalanced by a low income

‘N

in the other periods tomake its mean income equal to that of the less yolatile income

&
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stream of the type 2 family. But then W will probably differ for the two families

even though equation (4) would predict an identical value for both. The problem is
that we must introduce variables to control for the changes in eligiblity among type 3

families. Changes in eligibility result primarily from changes in income or in family

t

gstructure.

As the illustration in the last paragraph showed, there may be an independent effect

of the variability in income on the meaﬁ benefit to the extent that the variability is

associdted with changes in eligibility. A convenient measure of variability is the. ';

* + . ‘ f .
" gtandard deviation of incomg. However, the relationship between W and income variability

< ' f

is likely not to be a simple'oné. Conaider a family with low mean income. If it is

a type 2 family (always receiving benefits), then variability in its income has no

independent effect on W. The variability begins to matter only when income in some . -

.

’periods becomeshéprge enough to make the family ineligible. To the extent that the
family is ineligi%le part of the time, its W will be smaller thagrthat of a type 2
fami%y% with the same mean income. Thus, for a family with a given low Y, the larger

the variability in income, the greater the likelihood that the family will be in-
eligibleébome of the time. The greater the period of its ineligibility, the smaller will

be its W. We may thus expect a negative relationship between income variability and

>

v
W ﬁor a family with low mean income. Consider, however, a family with mean income'* ,

above its breakeven level. On the basis of the mean alone this family would receive.

no benefits. It becomes eligible to the extent that its income becomes law enough
in some periods.” The higher the variaoility of its income, the greater‘tne likelihood'
that it will be eligible part of the time, so the greater its W. To summarize, we

1‘/.

éxpect no relation between W and income variability for families of type 2. For

families of type 3 we expect a negative relationship when mean income is low andig
L { Z

positive association wheén it is high. . ' ’ _ﬂt ¥&&

id
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/ : .
To accommodate all these cases in one model, we first define a variable Sy’ equal

to the eiandard deviatien of income for families of type 3 and equal to zero for families
of type 2. We thee add this variable to equation (4), but instead of assuming that

its coefficient is constant, we make it an i;creasing function of mean i:Lome of the

form a, 4J§r~ a;. (Any increasing‘%unction of Y could be tried, but we 6btainee

the best results using the square root.) This coefficient is negative when §'is‘low

enough, but becomes poéitive as Y rises. Our model thus becomes

H . 3
. &

(5) _ - _ —
W= a, + alF - a2Y + (a3q Y - aZ)Sy =

n a° + alF - a2Y + assy Y -'aaqy' \

»

We thus add not only the variable Sy’ but also the product termjsyi Y as a separate

-
v

g

variable.'

.

Consider now changes in eligibility resulting from changes in family B
structure,a Supposela female-headed family received AFDC. If the woman marries, the‘
family is no longer eligible for AFDC, It may qualify for AFDC-UF if such a bfogram
is available in its state, but eligibility standards are more stringent than for AFDC.,
As another example, if a husband leaves his family, the family may become eligible
for AFDC. Thus, although a male-headed family may receive welfare, it is usually
easier fot a female-headed family to qualify. The number of periods the male head

ig present is a variable that might measure:this effect, lhe fewer periods the;male
liead is present, the more periods the family is likely to qualify for welfare and

so the higher its mean benefits may be.
" As one final consideration, note the likelihood of bias in estimdting equation
(5), due to simultaneity. For not only does income determine transfer payments,

but transfer payments.may influence income.. We could have replaced actual income by

an instrumental variable constructed to ﬂe uncorrelated with the error in equatidn (5).

L]
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This construction could have been obtained .by using the predicted values from our

m;le and female earnings equétioné, then adding the;; to other non-welfare income

(assumed exogenous) for’each family. In‘yiew of the poor quality of our female

earnings equations, we dgbfﬁed not to attempt guch a procedure, Note in mékin;

comparisons that while a%l-magnigﬁdes i1 our earnings equations are expressed in real

terms, the variables in equatioﬁ (5) are all in nominal terms. The theory ‘pf 1a§or h
éupply underlying the.eaEPings quations relates only real variables. In contr§é§;~«

transfer payments are calculaﬂea'in terms of nominal income.

B. NIT and AFDC-UF in the Wisconsin Study Samplg? { p

‘1. The Choice Beiﬁéen NIT ;nd AFDC . /(

The ‘introduction of 'an AFDC-UF program in New Jersey shortly after the

' beginﬁing of the NIT experiment gave NIT recipients the option of switching to an al-
ternative program."ThuQ, average NIT benefits over time for a family could be low

‘either because the family received small transfer payments altogquér or because the ,

family switched to AFDC-UF. Two families could have the same values for all of the
indepeﬁdent variables in equation (5) but different values of'mean NIT benefits if

one of the families switched while the other did not. In estimating eqhation (53
: e,

for the various expérimental and control treatments, it is necessary to add a variable
to controlAfof program switc;§§gi The only switching possible was from a family's
assigned NIT trégtment group to AFDC-UF (br back again). What matters is the amount

of time spent under the alternative program. Let P be the ratio of the number of

quarters in which NIT was received to the number of quarters in'which any transfef

payment ~- NIT or AFDC-UF -- was received. We will use P as our variable.to coﬁtroiv
for sqitching. It measures the percent of total‘welfare time spent on NIT.
As was shown earlier in Table 8 of Chapter III, P differs subétantia;Li,from

¢ B LI
one experimental treatment group to another. Apparently, the inducement to switch was

a
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stronger in some of the‘groups than 1A~ others. Before proceeding with the estimation

v .

'y

of equation (5), it is thus interesting to investigate what determines P, Our sample

-

for -.this investigation is 1imited to members of the eight experimental NIT treatment

groups who had the option of receiving NIT benefits, To insure a finite P, we limit
. v

the sample further to those families who receive some transfer payment whether AFDC—UF, -
NIT .or both during the experiment. We then try a humber of explanatory variables

and estimate the relationship by least squares. The result isﬁreported in Table VII-1:

. . <%

The first-three"variables in the table are variables that we expect to explain

mean. payments utider any given program as in equation (5). PFrom line 1 we obgerve .

’

that the higher mean income, the larger.the proportion of "velfare“'time spent on Y
NIT rather than on AFDC-UE. This is conmsistent with the features of AFDC~UF whichL
require first that the male head not be working in order to qualify for benefits
(although he must have‘worked recently), and second that’ family income be less than
“the guarantee level. In addition, male earnings are taxed at a high rate if the man

begins to work a substantial number of hours. As a iesult of these features, income
e 1 . ) .
-must be low in any period in which AFDC-UF "benefits are received. In ‘coptrast

-

.eligibility in the-NIT plans depends only.dn income, not on male hours worked. More-

-t

over, the income eligibility level under NIT is at the breakeven ievel, not the épwer

guarantee level. Since income of NIT'families can be higher ®han that of AFDC=UF

families whiie receiving benefits, it is not surprising that families ‘with higher

' -

mean income.tend to spend relatively ‘more of their, welfare timé on NIT.

a

« The measure. of income variability, Sy,,has a negat&ve effect on P, so that families
I

- with greater vaniability spend more welfare time on AFDC-UF, As we have just ‘observed,

income must be very, L8 for a family*to qualify for AFDC-UF. But the male head must '

have been working‘befpre his earnings fell to zero. fThus, AFDC~UF recipiénts must )
" i+ have fluctuafing incomes to qualify. In contrast, earnings of NIT family heads need

. . LA o N
i 2 v not. fall to zero for the family to qualify. A family can stay on NIT with little '

. . . - o
. PR . 13 . e .o A
7N ’ . B . . - i
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» 'PABLE' VII-1

. 4 R - .
Regression Estimaies:for‘P,‘Proportion of Welfare Time Spent on NIT

/

1. Mean Income o ' ‘ ,0002 .
. (12.58)*** . IR }

¢

2. S : ‘ . -.0003

y : . (=7.51)%%*
3. Family Size et =a0443°
(~6.,25) *#*

4, NIT Guarantee Minus 1671 -

AFDC-UF Guarantee (4.98)%%x
5. NIT Tax Rate Minus = - ‘ -.2420 .
AFDC-UF Tax Rate (=2.56)% - :
. 0 .
6. Trenton . .1509
(3.,93)%**

7. Constant . .830 .

R? -, .32

Numberqof'Observations . 549

F ratio . 41,99.
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/ TABLE VII-1

Notes

/
v

Sample includes only members of experimental treatment groups who redeived some form -
of transfer payment during ‘experiment, ' \
. . L4 ; k‘

P: ratio of number of quarters on NIT to number of quarters in‘which any transfer
payment (NIT or AFDG-UF) was received. oy ’

Mean Income: mean over time of non-transfer income in current prices.

S : same as in equation (5). Equals zero for a family receiving NIT all twelve
periods. Otherwise equals standard deviation of income.
’ : °

Family Size: mean family size over duration of experiment.

NIT Guarantee Minus AFDC-UF Cuarantee: NIT guarantee, as fraction of poverty line

for the family, deicrmined by experimental treatment group of family; AFDC-UF guarantee
‘assumed to be 1.256 poverty line, since quarterly guarantee in New Jersey for a’ family
of four was $1041 beginning in 1969 while the initial poverfy line for a family of

four used in the experiment was $825 per quarter.

NIT Tax Rate Minus AFDG~UF Tax Rate: NIT tax rate determined by experimental group
of family. AFDC-UF tax rate assumed to be .67. .

Trentcn: Dummy variagble equals one if family lived in Trentou, zero otherwise.

Variables included in step-wise regression, but omitted from table'due to insignificance:
Spanish-Surname, Black, Jérsey City, Scranton, meam hours worked by male ‘and by female.

4

-




.fluctuation in income. Indeed, fhis'result is consistent with our later findings that
R<§Epceﬁf payments are larger the larger the'variability in income, while NIT péyments
necline with %ariability, at least up to affairly bigh level of mean income.;'
The negative coefficient of tne family size term may reflect the fact that even

as a family size becomes very large, benefits continue to rise under AFDC—UF In,
vy .

contrast, NIT benefits increase only up to a family size of eight.

' The differential guarantee and tax rate have significant effects on'the)choigé'

of program in the expected directions. The bigher the NIT guarantee relative to that
. ! . k-4 ) '
of AFDC-UF, the more attractive the NIT. On_the other hand, a relatively higher NIT

tax rate induces families to syitch,;o AFDC—UF. #d

Thiipositive coefficient for Trenton probably results from the fact that the ex~-

. periment began there earlier than in the other cities. 'Since AFDC-UF was not intro-

—

duced until after the start of the experiment, families in Trenton had less time in
which'they could receive AFDC~UF., If they were to receive anything in the early quarters
: N 7 )

* of the experiment, it had to be NIT. ' o

2. Empirical Results on NIT and AFDC~UF Payments’

In order to detect differences in payment systems, it is necessary

to estimate equation (5) separately for each different welfare treatment. We must

first separate mean NIT payments from mean AFDC-UF payments (remembering that some

»

individuals receive both, serially) There are eight different NIT treatments, 8o .

. .a. separate regression is run for mean NIT payments in each of the. NIT’treatment groups.
[ .

Results appear in Table VII-Z. Mehbers of the Control group were e1igib1e only for i

AFDC-UF. In addition, any e1igib1e,family in the experimental group could switch

from NIT to AFDC-UF once the program became available. Since members of the control

PRI g

- group Were faced by only one program while members of the experimental group had. a

.4‘.

choice, we estimated yeparately mean AFDC-UF payments for the experimental group as

K-
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TABLE VII-2

e . x LT N
‘ . . - . . . E 3
. Regression Results on Mean NIT Payments; By NIT Experimental Group , o
A : oW (2) (3) (4) 4, (5) (6) 0 (8) ,
PR _ : 50-30 50~50 7530 ¢ 15-50 75-70 100-50. 100-70 125-50
L X . =.1082 T -,0251 -.1618" -.3178 " ~;0860 -.3262 . 4.wo@» -.4092
s _ (=5.00) %% (=3,18)** (~11,29)*** (<11,86) %+ (3.96)%kk  (=9,83)kkk  (=5,52)kk%k " (<19,28)%kk
l N » : .. ) ) ’ N ’ . ) R ,vi.;
2. S )_m . . .0224 . - v 0142 .0187 .0032
‘ y . . (7 . 42)%kk (2.80)%*.  (2.96)%% (.83)
. 3. s -.0255 ‘ -.0751 -.9138 .0698 - 6347 ~.8097° ' -.1548 . .
y _ (~.84) v . (=3.05)%%x ~  (=7.12)%%k% (1.22) (~3.08) ** (=3.34)%* . (-.89) -
. , 4. F 23,5708 .3.3339 59..0629 33.9749 5.8050 50,6452 36.6342 ' 99.6072. *
- (3.50)%*. (1.13) (12.18) *** (5.34)%x* (.74) (5,38)*%x (3.92) %k (15.12)%%%
i X . . R - -~
C Ty 5. P 231,.8211 52,6988 °  524,6372 153.8533  160.2210 619.6882 296.0828 . 1i101.7542 .
) (5.46) %% (2.83)%* (13,75) %%+ (3.42) **x (3.36)%% . (7,23)%x% (3.51) %% (16.91) *x
6. Constant -79.268 .061 ~270.083 243.36 2.366 -61,557 133.127 -462,28. ,
: r? .54 27 .81 .70. ©.38 :80 .60 .86
Number of ) : 3 )
. Observations 40 | 34 84 84 37 59 - 61 - 122
| F Ratio 10.33 .3.68 8319 35,47 4,99 43,23| 16.28 146.86

Do o 42 &

_m
|

v
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N _ . . . .
S - TABLE VII-2
- >
e Notes
FaN

'Regf'ess’ion samples include only families with positi{re' mean NIT payments.
- ?: mean over time of non~-transfer family income, in nominal prices.

Sy: equals zero for families receiving NIT payments all 12 periods; . equals the
standard deviation of non~transfer family income for others. ‘

¥: product of Sy and"l Y.

v

)

mean over' time of family size up to 8; a larger family is counted as having

8 members. (NIT payments adjusted on basis of family size only up to a family
Of 80) ° ‘ ” '

’

P: ratio of the number of periods in which NIT 'payments received to the number of
petiqu in which any transfer payment - NIT or AFDC-UF - received.

-~ . - B

.
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In examining the NIT,payments equations, notice first that P is strongly signi-

/

ficant with positive coefficient in every equation. As is reasonable, the larger the

*
fraction of welfare time spent on NIT, the larger 18 the mean of NIT payments over

Ce

the twelve quarters of the experiment. The variable P is included to control for the

fact that families in eve£§ experimental group chose to spend some of their welfare
%

AN ) . .
time on AFDC—UE;?%ther than on NIT. As the significance of P shows, this opportunity

to choose between programs had an ;mportant‘effect on the NIT payments actually

received. Indeed, it is possible that P doe;.not fully control for the phenomenon

so that other coefficients are also influe?ced by the opportunity to switch to AFDC~UF.
Mean income (line 1) is strongly significan; with a negative coefficient in all

eight NIT é%éups, but the maénitude of the cbefficient varies from group to group.

Recall that the coefficient depends first on the .tax rate and second on the amount of

time over which positive NIT payments were received. To seé the effects of these two °

<

te,

factors on the poefficient, we can compare groups that differ only in the tax ra
) ) %

-

e.g.,'l and 23 2, 4, and 5; 6 and 7; and also groups that have the same tax rate?’

differing only in guarantee, e.g., 1 and 3; 20 4, 6, and 835 and 7, Although the

~ tax rate is 50% in group 2 as® opposed to 30% in group 1, the mean income coefficient

for group 2 is much smaller. The reason is obvious from Table VII-3 where we see

in 1ine 1 that members of group 2 receive NIT paymenté for an average of only 2.88

~ quarters as opposed to the 7.25 for group 1. Although/ﬁhe guarantee is the same in

. \ .
both groups, the higher tax rate greatly reduces the breakeven level (line 2 of

Table VII-3, for a family of four) making families ineligible at a lower level of income.
X . , - \

The only difference between groups 3, 4, and 5 is again the tax rate. The mean number

1

' N, .
of periods for which NIT was received againgﬂaelines dramatically as the tax rate ,
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. o R .77 . .7 TABLE VII-3 .
32 f. s N . - - . . _— .
~N . . e ..\..,zu.mnmu.u.wumo:,m Characteristics of NIT Experimental ‘Groups o
] N . . o AR . N ’ N . . ~
. RIS ¢ ) IR ¢ MUY ) U % 7 (5 6) .. () @ 7T
. . 4 e 50-30 50-50 75-30. 75-50 75-70 100-50° 100-70 125-50
1. Mean Number of Petiods 6¢  7.25 '2.88  9.48 6.20 3.97 9.44 6.82 -10.67
. ., NIT Receipt . : - ¢ - Yoo .
2. owmnnmﬂu.%..wu...mwwﬁﬁmw.. Level, mmuwm 825 2063 1238 884 .1650 1179 2063
Family of Four T . : , . ; /
4. Dividing Level of ¥ ) $1665 1998. ' 1875 2333 .
4. Predicted Mean NIT $96 33 250 78 - 102 288 , - 136 490 . o~
Payments " 2y
- N i - Notes g
line 1: means calculated only over families who at some time received NIT benefits, i.e., for whom mean z.H.H payments
is. positive. , . : ; . , ,
. line 2: calculated as of 1968. The guarantee was adjusted upward during the experiment as the price level rose.
. The breakeven_level thus ‘increased, too, in the same proportion as the guarantee. R )
line.3: the level of Y such that Sy has a negative effect on mean payments below it and a positive effect above .
. Calculated by formula - where a, is the coefficient of m% and a; is the coefficient of m% Y in
. . . a 4 2 . . i
A “ . mw | ’ n ’ .I
e equation (53. C . . _ o . ‘ ,
line 4: Predicted mean NIT payments for family,.of four with Y = 1300, S_ = 400, P = 1; based on coefficients in Table VII-2,
N ‘ Y ’ ! - C
P A - ) .. ‘l
* ‘ - *

L
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increases, Nevertheless, the mean income coefficient is actually higher in group 4

.relative to 3, so that the directleffect of the tax rate on the coefficient in this
case apparently predominates over‘its indirect effect on participation in NIT. ‘The

| coefficienE for group 5 sharply falls again, showing the strong effect of families

not participating in NIT, either because of ineligibility or switching Lo AFDCJUF:“
'Similarly, the coefficient is lower for group 7 than for group 6. In considering

changes in the tax rate, then, with one exception,'the indirect effect of the tax

-

rate .on program participation predominates over its direct effect on the mean income
_ coefficient. When comparing groups with the same tax rate, it is’apparent that the
higher the guarantee level, the greater the magnitude of the mean income coefficient.

This - also refleets the importance of program participation since the higher the

- } .
guarantee (with _given tax rate), the hibher the breakeven level and also, the more

attractive the NIT treatment relative to AFDC-UP. It appears then that the coefficient

'
¥

Of mean income reflects not.only the direct effect of the tax rate on payments re- ,

1
n .

\Aceived, but also the significant, but indirect effect of both the tax rate and guarantee

'level on program participation.lf ’ " ¢ ‘ |

From: equation (5) we  know that the efféct of the variability in income is reak
'flected by, the coefficients of both Sy and S { Y. The product term is included to
detect the possibility that the effect of variability on mean earnings may switcn

from being negative to positive at' some mean iJcome level. The S term is significant

’ \ ¥

with the expected negative sign for groups 3 4 6, and 7, ‘while the product term

is signifiCantly positive for groups 4, 6, and 1, Thus for groups 4, 6, and 7
.(and also for 8, even thougb the coefficients are insignificant), we can caluculate

the levels of mean income which divide betWeen negative and pésitive efferts of Sy

P

(line 3, Table VII-3).. In all cases, these levels are sémewhat abdve the breakeven '

L d

.level for a family of four. Since 1arger families ﬁave larger breakeven levels, the

dividing income levels dould be close to or. éven below breakeven levels for them.

1

These numbers are not unreasonable in vfbw of our argument that high variability

# ‘

should reduce.mean nayments for families heavily dependent on welfare while it should
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increase mean payﬁents for families with higher incone. Both Sy ahd the product
tsrm have the. correct sign for group 8, but the coefficients are insignificant. That _
is not surprising, since the Sy term measures. the effect of variability on mean ‘
payments‘to cthe extent that the variability results in a change in eligibility for

| benéfits.. In group 8 -— the most favorable'treatment ~~ there are few shifts in
eligihility:'fanilies who receive benefits_ tend to receive them,nost of the time.
In groups 2 and 5, families receive NIT for such limited periods that the equations
are of questionable validity altogether. Overall then, to the extent that an effect
of the S_ term emerges, it seems to be negative, at least for low nean incomes. For

’

groups 4, 6, and 7 we'can detedt a shift to a positive éffect in the neighborhood
of the'breakeven‘level. . ! 4 -

.' . The family size term is positive for all groups and significant for all,

except groups 2. %nd 5. This seems to confirm the unreliability of the equations for

'these,two groups, For the other groups, variations in the coefficient from group

'to group’accord with expectations. first; in the formula for calculating penefits,

L ‘"the'family size correction 18 larger the more generous the guarantee of the treatment
group. Due to this direct.effect on paymeénts, we should expect a larger coefficient

the higher the basic guarantee. Second the coefficient is increased by greater

program participation,‘which is encouraged by higher guarantees and discouraged by

higher tax rates, By comparing coefficients on line 4 of Table VII~2, we observe

3, * that coefficients ate larger when the guarantee is larger, given a tax rate. They

are smaller the higher the tax rate, given a guarantee level. ° |

‘ We performed tests to determine whether each .equation taken és-a whole differs | -

si%ﬁificantly from‘others. We tested all eight equations simultaneously as well as

[ /

the equations for all groups with either the same tax rate or the sgme guarantee,

”In 511 cases, the appropriate F ratio shows differences significant at less than the

S .001 level. in view of the unreliability of groups 2 and 5, the tests' were repeated

e B e . .

ERIC '~ 7. . a 9 ' '
Ekr T : . ,,,;aw,f; P / )
. R P e " e H . ‘ .
u“", O . . .- .l . . . . . B

. - 48 .
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omitting these twp groups. Again, the differences are strongly significant.
' To see the implications of the differences, we calculated the.predicted value
of mean NIT payments based on each of the eight equations for a family of four having
a mean income of $l300 per quarter, a value of Sy of $400 a quarter, and a value of
P equal_to one so‘that its entire welfare time is spent on NIT. .The results'are ‘
presented in line 4 of Table VII-3, The $1300 mean income is above the quarterly .
breakeven levels for a family of four for groups 2, 4, 5, and 7, Pay;ents arise in
these groups only because the variability in income occasionally makes the family
’ eligible, Payments are much higher when the mean income is well below the breakeven
level, as in groups 3, 6, and 8. broups 3 anq 8 have the same breakeven level but
very qifferent predicted paynents. Group'3 has a high breakeven level because’of its
low tax rate, while group 8 has a high guarantee. Although eligibility standards
are the same for.the two groups, the higher guarantee'gives highef)payments in«?ioup 8.
. %xamining'now the results for mean paymentS*under'AFDd—UF presented in TablerVII-4,
the mean income term is again negative and significant while the family size term |
18 positive and significant in both equations. In contrast to the NIT results,
¥: thj/varisbility term, Sy’ is positive in both equations, although significant only '
ke among the experimental group. In the NIT program, a change in income across the ‘

7,»!’.%,2%% o
< breakeven level changes eligi%ility (except for complications introduced by the 2 3 0

a
5.

vincome accounting gystem). 1In contrast, income must fall below the breakeven level

~

to the guarantee level and male earnings must fall to zero for a family to qualify

for AFDC—UF. It i‘li‘:ceivable that those with greater variability in income are

'likely to qualify more often and thus have a higher mean AFDC-UF payment. In addition

we already observed in our discussion of the choice between NIT and AFDC-UF that J

those with higher variability in earnings tend to spend more time on AFDC-UF. ,The ”
“ - .

sample in the experimental group equation may thus include a large ‘number of families

with both high variability and high mean AFDC—UF.payments. The significance of S 3

/

only for the: eXperimental group may thus reflect.the peculiarities of a self-selected ,

X
l [:R\f:sample*which chooses the program presumably because’ o£ its relative attractiveness

wll Toxt Provided by ERIC
»




. TABLE VII~4

Regression Results on Mean AFDC-UF Payments, Wisconsin Sample
— v . D v t

st L '

. ) \’ S . .
_Experj.mental Group Contfol. Group .o

Kl

. 1. Y - ' -,3088 =,2892
i Yo, ) - . . | (“7{5,9)***' T (-5099)*** )

2 s ‘ . ‘ CL,2267 : .0725
- ~ - (3.22)%* (:87)

35, F S ‘ . 83,5259 ¢ 73.0752° C
' (8,59) % (6,74 Rxk R R
. }

4. Trenton ‘ ~161.9201 © 1247691
' (=2,69)** '

5. Jersey City M . ‘ ,,10_7-1278 2L
i (1-89) .‘"u:l:": .'::‘.",M\' Vil o

13
e

6. Constant " 421,133 . §

Rz '\‘ N . .3,9
C. Number of Observations T 177 -
F ratio ) 21,72

. Notes °
;, . — »

Regression samples include only fami’lies with positive mean AFDC-UF payments.. .

-Y- mean O\Ver time of fion~transfer family income, in nominal prices.

. sﬁISy; eguals zero for any family receiving AFDC-UF for 12 periods; equals the
7" .standard deviation of non-transfer family income for others.

. +
wdom RN - ;
H

mean over time of actual family size. : ‘ . ( ) : ’

s’

Trenton, 'J'ersey City: dummy variables, ' ' .
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d P ! ) ‘:.‘ ’ . " ' v
.. In order to control for the program switching in the experimental group,

. . ‘ .
we tried the same varfhble, P (the ratio of periods of NIT receipt to periods ‘on

either form of welfare), used for ‘the same purpose in the NIT payment equations.

It was insignificant, In view of the possible peculiarities in the experimental

‘ after the start of the experiment," families in different cities bad the AFDC-UF option _

group sample, the equation for the control group probably gives, a more reliable
picture of.the determinants of payments unde¥ AFDC-UF, However, with only one

e?uation, we cannot observe how particular elemengs .0f program structure affect
A . ¢ N . ?

the form of the equation as we could with the NIT groups. \’ . L

'
>,

We include city\dummy variables in the AFDC-UF equations to detect two possible
effects. First, AFDC-UF could be administered differently in different cities.
Such differ cés are less 1ikely under NIT. Second, since the experiment ran over

different periods of~calendar time in each city, and since AFDC-UF was introduced

K

\

available for different lengthéeaf time. We observe a negative coefficient for
Q . s , -
Trenton, significant for tlie experimental group.

-

C. Welfare Payments in the Michigan Sample . . e

A convenient feature of the Wiscbnsin sample is that we can distinguish
e

',several subgroups within which all families are subject to the same transfer program.

»)
The Michigan’sample, ‘however, is a nationgl sample. There are- numerous differences in

guarsntee levels and tax rates between states and variations in administration not

: only between but within states. In order to get samples large enough to study, we

‘will group states into the same four categories used in Chapter iII. " It should

be temembered that there EE_ be significant differences wfthin these categories.‘

Moreover, the distinguishing characteristics ‘of each category are not known with _'

Q

”EKC

IText Providad by ERIC.

.:.‘

-

the game precision as is the case with the Wisconsin subgroupg.

3 .

Whereas the Wisconsin sample consists essentially of'mele~headed‘fami1ies, \'

the Michigan sample contains a variety of family types. Male-heeded families may
S

qualify for General Assistance or AFDC~UF in those states offering it, while families

o

:32323 . | , | . :i ‘

”
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with female heads may be eii§ible for AFDC. In view of the more stringent eligibility .“ f,;

. ';, w

»
requirsments for AFDC-UF and its more limited availability, we will study mean paymenté ;'

A ?"
&«

. *’.

for families whare the male head is always present separately from other families. . L-J:
- ‘:.:,

The othar families then include those which always have a female head as well as.those 'Q,
.w L . ',-a'\«‘

having both male and female heads at different times. The families with changing R

fa-ily heads may qualify for AFDC-UF when the male is present. However,,thé Iikelier %.{ ‘J
source of benefits for such families is AFDC. We assume then that our cauegory .
combining families with female heads and changing heads will receive primariiy AFDC a;

- N

" and General Assistance with just a small amount of AFDC-UF,)ﬂﬂle the AFDC-UF pay-

ments will be concentrated in the category of male-headed families. Results from . u:’
estimating equation (5) are presented in Table‘ygl-s. ' o ¢ Y T
Since welfare status could change.with a change.in familé head, the numher of- : , .
periods the male head was prehent was included as a.variable, but}it vwas insignificant:l )
Casual obsenvation of Table III-7 had suggested the influence of disability on mean ] :,&

(2 .

payments, but it too was insignificant‘as a variable.| Apparently, with.the close .,

~

aslociation between income and disability, the income term‘picks up most of the effegt

Soe

~of disabilities.

Y

Aa with the mean payments equations for the Wisconsin sample, the family size term

T - \ \
. N

is always positive and ubually significant while the mean income term. is always .

negétive and significant. In addition ‘the Sy term and tife product tetm%appear with

¥
> . R

correct signs for the low, low and high, high groups.” ~ o . " o

In examining the mean income coefficient githin each group of states, it is clear
. 4 . . N v . - .

that'thc coefficient for always male-headed faﬁilies.ds lower than that for the other

families in the first three categories. This is a reflection primari of the lower

1

3
EN

' participation rate of msle-headed families in welfare programs. ,The exception is

the high, high group. ‘We know that’ participation of male-headed families is higher

", N 4
'in this group. In addition hany of the states with AFDC-UF fall in this category.
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ST . S 4 " w,mmnmmmﬁou Results on Mean Hnmummmﬂ. @m&ﬁmﬂnm. Michigan Sample = - 7 )
] It . .~ . . . . - N w « N [ . -
3 ¢ . 2t X s , -
- Type of, State" (by levels of . e Ty _ NN .
conrantie and tex umnmv LOW, 1L0W 07 . LOW, HIGH HIGH, LOW - . HIGH, HIGH
Always - &Hﬂm%m . | Always . Always - A
Type of H.,mB“E.w Head— -Male Other Mdle ~ onrmw.: | Male onwymﬁ zﬁwm Other
, 1..¥ ) -.1437 © - ~.2010 +  =.121% , u.w&,.,,u . T=.3007 numuu .- =.6105 ® 270 -
& - . (=2.52)%  (=4.96)**x (-3, ms*w* 1(-8.84) ki AL. 99)kkk Tw 28)*kk  (=7.58)%kx | (=7,68)ak*
2, s A Y | 0101 , R 0189 9056 . -
oY - - (2.32)* . Lo (3.62)*%% (3,27 %*.
N ..w ' X w ’ d . ’ .
3. S .7780 0794 .o o g -1.2297 ~.5845 "
y ' (-2.70)%*  (~1,22) TR st - (-2,64)* (%3,96) *xx
A 61.1674  125.5702 83.8197  253.6944 .  95:4283  386.7529 393.0293 4 - 386,5400
2 . © 7 (2.86)%%  "(6,28)kk% (2.68)* 7 (8,59)k*#* (1.58) . (32.29)%**x  (7,98)%k*x  (11.49)%xx '
5.  Constant . 772.67 784.35 668.11 1003. 60 - 1883.43 978.25 " 1763.45 1456.38
2 . . - ' N t . ] N ,
A S . .28" 41 .25 45 o1 72 Eog7 89 -
" Number of Observations ‘52 12 | 47 e~ a1 83 -+ 40 119
F ratio 4,607 25,35 7.31-  .’58.83 12,71 104.51 28.48 " 64,44
. : . . »
M J <mnu.mv“_.m mmmuﬁﬂﬁnﬁoum same as in Table-VII-4 .Ennmcn that transfer vmwsmunm here include AFDC-UF, Generadl meﬁmngnm. -
o = and AFDC.} - ‘ . o . ) . o
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Moreover, the effective tax rate in AFDC-UF is higher than that in AFDC, ranging up

® t

to 65, percent,

D Conclusion

u

I3

In this chapter wé have used the mean transfer payment over .a period of.a

few years as our measure of welfare dependency. It is more informative than a measyre
of simply presence on welfare since it presents the average cost-ower a prolonged

psriod of snpporting a fapfly with a specific set of characteristics under;a given
program. Our principal.conclusion;is‘perhaps best stated‘fn a negative way.
Essentially,‘knowing the degree of welfare dependency implies little else about tne
characteristics of the é?mily (other'then that dt is poor over at least part of the '

period under consideration). In particular, one cannot deduce matters such as

" whether or not family members are lazy or whether or not they are unstable’workers.
- ¢ . . T
There are two chief reasons for the uninformative nature of welfare dependency.

’ First A our results show significant differences in what determines welfare dependency

/

resulting from differences in program strncture. Second, ‘evén under a given programt

.welfare dependéncy isflikely to depend both on mean income and the variability of

income so that ﬁany'comginations of these two variables can produce the same level

* oy ’

of welfare dependency.
5 .. . . P ‘

The effect of program structure on. welfare dependency can be seen most explicitly

“P

from the mean NIT équations for the eight experimental groups. We have there a set

of eight transfer programs identical eXcept for guarantee and tax rate. We explain

.t

welfare dependency in each program on the basis of the same indzpendent variables.

-cfi --Table VII-~2 shows that the coefficients of the variables vary inpa systematic way

S

r

as the tax rate and guarantee level change. Our,discussdon showed how the differences

in coefficients result first from differences ih payments, and second,"from differences

”

, in rdtes of participation in the program. In other words, a major part of the effect’

on welfare dependency of changes in the guarantee level and the tax rate comes from .
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cha.nges in eligibility. Our ‘tests showed fhat the coefficients differ signifieantly.

L

fron one equation to~ another. 'l‘his means that families in different: treatment groups -

with the same values of the inciépendent variables will exhibit: different levele of ,

-« -

welfnre dependency: S

~

Undor a given tranafer program, the appearance of both mean income and ttx:e'vari-

lbility of incone, S'y, inh the equation creates the difficulty in interpreting a par-
’
__ticular level of welfare dependency. A given level of welfare dependency can occur -
: '
—-with vnrious combinations of mean Ancome and variability. However, the trade-offs

‘baetween mean_ income and variability are complicated, The variability term was

?

_. Antroduced .to detect the ei'ff.ec't‘of changes in eligibility on mean payments reeulting
;frou- ch;nges in income. A given degree of welfare dependency.can result either
from steady low icome, or fnom income sometimes higher, but sometimes negligible. v o
In gther uords, both the steady, lov wage worker and the higher wage worker who
. experiences ‘getiodic breaks in employment may have the same degree of welfar“‘depend—

' ency., ﬂozk patterne umet be investigated directly. In general, they cannot be deduced

frong nusnte of welfare dependencys

<

“u
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. . .
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»

A.major objective of welfare programs is to move people from welfare to work "

» ’ .o
- N e L

A

.

Overwhelmingly, males in the 1ow~income andunear Iow-income popﬁlarions typically .

- . -
move from welfare to-work on their OWIle = Over a longer stretch of time, most female . g

: s

R $ - "
,heads of families in these iricome groups appear to do likewise. Thereforé, care is

, needed in judging the success of the‘WIN Program. " A welfare recipientereturning‘to

work is only a partial measure of program success: . The critical element ig how

- . / s

rapidly the change is made. Our results concefning work patterns snd the deter*

’»
‘ = s, N

minants of work effort provide a framework for judging the extent to. whicb work

'K ‘

effoft can be influenced by deliberate policy. In other words, our findings give

an.indication of the limlts of success for'a prograi like WIN. .

L »,

Actually the study of program success is more complicated'because'it is necessary

N 4 . s . - . ‘

to distinguish a short-term success -- ‘getting a welfare recipient to work —-- from a

flong-term'success -~ getting a recipient'to.wprk in a situation where the probability

*
-

is very 1ow that he will leave work and return to the welfare rolls. Our results show '

that while there is much movement between work and welfare, there is little and slow

¥

»

',movement out of the low income ranges for most families finding themselves there.

A program therefore, which seeks to move people from welfare to work. may be successful

, % e
Y .

o on a short-term basis but unsuccessful on a long-term basis. Unfortunately, our'

IS

results provide 1ittle additional insight into ‘the evaluation,of long-term success,

L
« . . ’ £
[]

being useful primarily for ‘the appraisal of - short—term succesa,
J, , { “ -’

In section A of this chapter we review “our findings concerning patterns of work

,' ” 1

«

’ e

and the determinants of work effort in order Lo evaluate the opportuniries for success

-

of the WINZRrogram., Section B considers possible effects on work effort and welfare ,
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dependency of changes in weifare programs. Section C considers limitations of the :

study, indicating problems in the investigation of particular design elements of income ) ‘
maintenance programs’ like categorical programs or work tests.

-

A, Work Effort and the WIN Program ‘
) l. Wbrk Patterns ‘ - e .; o P Lo
- - K ,,\' “
The work, patterns of malesgand females were investigq%edéseparately in
- ‘.\ e . 4,\'. §\\
‘both the Wisconsin and Michiganwdata sets. ' é T T‘j ‘
Amongainle heads of families in the low income population, there is a
) e #"“” \h
) ,vatZEtyhgﬁ ”pa\qerrs and substantial evidence of fluctuations n emp%pyment status
L v T .
and earnings over time.? ﬁzsany point iq‘timeaduring the;NiT experiment, the Wisconsin
‘\ '”‘ 4 o

_data indicate that roughly 86 percent of the male heads were employed. During the

> ‘ v

three year experiment, however,‘roughly 96 percent of the males who basically remained

~3

with, tHeir families wprked at bne time or .another, SimiIarly in’ the Michigan data,

“we’ found that over_time!almost all male héads worked at one point or another., Over

N ' / - ' ’
a five year period 96 percent of .the male heads worked at some time. Thus, there

is not a fixed group "of employeq working poor. Rather there is a flow of males

\]\l - '(,’
through employment, with the group as a whole evidencing a high degree of labor force‘

~

K attachment. 2

1 -

Closer examination reveals that there are identifiable groups with significantly

4

different work pattenns. One!interesting group in the Wisconsin sample, roughly one-

ES

fifth of the total, averages more than 41 hours of work per week during the entire
-4 ',

experimentah period .A majority of these men has substantial fluctuations in earnings,

t . RS 'Y

. but the fluctuations do not result from unempBoyment. They result mainly from

fluctustions in overtime hours.or from moving in’ and out. of moonlighting jobs. -These .

, very hard workers tend to be young, healthy, more educated, but neVertheless poor

epae .

or near poor. In addition to these workers who work regularly more than full-time,

there is another group, over 30 percent of the total oonsistiﬂg of men who work
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- steadily at just the full~time level, Workers in thepe two groups would not normally '
’ ‘"beﬁcovered by the WI% érogram. Although any of them could lose their jobs, given

‘a choice, these people voluntérily choose work. IE they did lose their jobs and fell

' under the coverage of AFDC~UF and thus the WIN Program, they might need help only
in finding new jobs, Other service trettments niiht be unnecessary. These two groups

constitute nearly haff of the Wisconsin sample of poor and near~poor male family heads.

‘.

In the Michigan data, we also find a sizable group of stable workers: nearly two-thirds

—

of the male heads averaged 1800 hours or more per year over the five years.

@

The remaining half of the Wisconsin sample consists of males who at some point
during the study werg'out of work, In this, half, there is a small proportion who

never work and typically suffer from some disabling condition, Another group, con-
stituting over 30 percent of the total has both unstable employdfent and earnings. When

S

working, these peaple work full-time and earn wages similar on the average to those

of other groups. However, they often are unemployed and change jobs frequently: The
remainder of this half of the sample consists of those who work most of the time with
one or two brief spells of unemployment during the period of study; ‘klmost always '
those who lose these jobs do return to work again. This result holds for_those covered
'j by the WIN Program as well as for. those who are not. (Since uany of these were covered
- by. the NIT experimen. rather than by AFDC-UF, they did not, in fact participate in WIN,)
It is this half of the poor and non—poor who are the potential clients of the WIN
Program. The very unstable workers might have ‘special problems requiring special

‘treatments. For most, however, the critical question is whether the observed unemploy~

ment is voluntary. "’iiwb ,
. . ‘.‘ 4

In considering a spell o? unemployment voluntariness can appear at the beginning,

hw

the end, or both,* For example, a persom may lose his job involuntarily, but then

3 . .
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delay his return to work voluntarily. ‘'The WIN Program has little contrél over the

loss of jobs. Its main concern is the return to work. I%erefore, only voluntary .
. By [

influences on the speed of return to work need be considerea. If there is no intentional |

delay, the WIN Program is useful primarily to\the extent that it provides job p1£cemZ§£J“‘"
1f, however, the worker seeks to prolong unemployment, then there is an opportunity t'sfwse
for the WIN’PfOSram CO succeed in inducing a more speedy return to work with trestments |
other than placement services. In order to judge the voluntariness ;f unemploymeng;.ri."‘

it .is necessary ‘to examine the determinants of. work effort and, in particular, how o PN

- s

welfare programs affect work effort. . s, \:;"::,

- . .

Although the study concentrated on males, substantial attention was devoted to the

work effort of females. In the Wisconsin data, no more than 15 percent or so of the .

-

female spouses were employed at any point in time. Interestingly, in the Michigan data i'f

* 77 percent of the female heads of families worked at some time during the five years. e

s <.

,AndVoVer one-third of the latter group averaged 1800‘hours or more of work per yegr '

v, over. the five years. . S K

14

2. Determinants of Work Effort and Earnings e,

The statistical analysis of mean earnings and of the variability in‘esrnings
from Chapters V and YI‘provide our evidence on the determinants of work effort. lt“is,
'of course, possible that a low wage rate will discoursge a worker from exertiné himself.“
ﬂowevéf,'we-will concentrate on the determinants of variability in esrnings and on the
effects of unearned income (including transfer payments) onrmeen earnings. Althouéh
_ the principal interest of the WIN Program is in the work effortnof those experienoing )
unemplojment, it is necessary for statistical purposes to use a sample consisting of
all workers whether‘or not they experienced some unemployment. . )

R Q ‘ a. Unearnedilnsome Effect

- Our-equations for nean‘eérnings showed a significant negative coefficient

for unearned income for most groups tested. That means that an increase in unearned

T

€

L 240




g;-f;” . Gl : S .T-230 - .

incoue will tend to 1ead to. & reduction in earninga and presunably also in wrkaort.
Alon; ulea in both the Michigan and Wiaconain aanplee, the discouragement effect ie ~

hrgéat for wbitet, while it iav insignificant for thou with Spanish surnames in the .

Y . ! . I

Wiaconaimunple. ’

-
-

“Our leaaure of unearned income dependa on both the guarantee and tax (or benefit-loes)

rate of the welfare pro;ran. To see the hplicationa of our eatinatea consider some '

<

illuatrationa. _ Suppése that the welfare guarantee ia increaaed by $1,000 from an initial

&
levél of $2,400, which is close tq, the current national average guarantee availeble

to a male-headed family of four, including AFDC-UP or General Assistance and Foo@ Stamps.' '
Using the Michigan data, for white males, we predict a reduction in annual earnings

lthat ranges' £fom $210 per year at a benefit-lose rate of 25 percent to $525 at a benefit-

L loss rate of 70 percent. At a wage rate of $3.80 an hour, the corresponding reductions

‘ " '

in hours of, work per year are 55 and 138, For Blacke and persons of other races, the

‘similar reductions are $129 and $323, with annual Hoursg of work going ﬁown by 34 and 85.

.. Now suppose that the welfare program benefit-loes rate is increiaed by 10 percentage

points from an initial level of 40 percent. At a guarantee of. $2400 for w‘nite malee, -

~ the predicted declihe in earnings ia $126, or at a wage of $3' 80 an hour; 33 hours

E per year. Again, the induced decline in earninge is lower for: males who are Bl:ack

or of other races, amounting to. $78, or 21 hours annu(lly. » . T {
We found relatively little incidence of part-‘;ime work. Therefore, these reductions

‘ in work effort will mean for the most part increased unenployment (although for some ',’ -

- 'it could mean a reduction in overtime or noonligh’ting) Horeover; thia ie extra un-

b y eaploynent that is voluntary. We nay conclude then that exieting welfare programa o

S induce on the average a small but aignificant reductfon in Work effort among moat

Z;roupa in the poor and near. poor popnlation. . ‘_
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b, Variability of Egrnings

l

) Additional information on the voluntarinesa of unemployment is'provided
by our analysis of the variability of earnings. Not surpriéingly, unearned income is
‘a significant variable in the earnings variability equations for some groups, reinforcing

the conclusion that increased unearned income discburages work effort. 1f higher ..

-
-

unearned income reduces work effort, the reducfion can take the form of either more or
‘longér breaks in employment, pfoducing greater Yvariebility in earnings./' )

“In addition to unearned income, other signficant .factors explaining the variability
in earnings include various occupations, industries, locations, and numbers of jeb ‘
changes, as wall as characteristics of‘the worker like health, disabilities, age, and
education. These variables reflect labor market conditions beyond the control of the

s

worker as well as some of his own qualities which he also cannot control, but which

. affect his labor market opportunities,, Although these variables are related primarily
to involuntary fac'tors, the discugeion in Chapter VI indicata' that there may also be
a‘voluntnry component in some of them. It is,’thus not possible to say precisely what
proportiona of the variability in earnings are voluntary or involuntary. It is *
probably safe to conclude, however, that although on the average there is a voluntary _
component in the earning's'f'luctuationss of an,individual,much of* the variability is
due to factors beyond hie conttol. o » ! ‘ ‘ |

“B. . Welfare Liberalization and Welfare Dependency

In view of the frequent proposals for welfare reform, it is desirable to ;
i

anticipate what difficulties would arise if a reform plan Were adopted. Our results

o

can give some insights into possible effects’on work effort and welfare dependency.

-

The diecuseion in ‘the previous section suggestathat moderate liberalization of

elfare programs doea not run the risk of eliminating work effort among the poor in

., .

general, even if cOVeraga.is ‘extended to the working poor.‘ Work and welfare wiil

N

M -




vill continua to 8o togethar, both, serially and simultaneoualy. But liberalization .
) ‘4 aay induce more cutbacks in work among some workers, as returns to work are delayed, .
artime a,nd mooulightiug reduced, and voluntary job sepa‘ratione increased.

Bowever, the. extent of welfare dependency results not only from the labor market

] .. ._c

axpariauca of individuale, “but aleo depends greatly on the characterietica of t:he welfare
program they face.. Dependency, measured by time spent on welfare -or amount of paymenta -
’ recaivad qvar tiae, can be influenced markedly by aimple chanzes in program character~
iatiea. weu if work behavior is completely uninfluenced. by the program changes. ' ' ;,
Relying on. the Wisconsin data, we fqund nct surprisingly ttrat males who averaged
hiah earniuge during the experimental period received lower' welfare peyments than '
did those with low earniugs. ‘But whereas the differences between the ‘two groups
. were aubstantial when conaidering regular welfare, they were relatively m:[nor When
1ooking at NIT payments. Unlike the regular AFDC-UF program, the NIT plans ellowed - P
. families with working heade to receive payments and earnings eimultaneously. 'I'hus, ) '&’»””"
nen. with "unetable-low" earnings who faced one of the NIT traatmentei received NII T
paymenta .averaging $225 per quarter compared to $231 for thoae with "stable high"
earninge, a difference of only $24 per quarter. In contrast, the difference is much

greater for racipients of AFDC~UF, where men with "unstable-low" earnings received an ’

/ V, avara;e'of $172 in AFDC-UF payments per quarter compared ta $53 for those with "stable-k L

4 +

high earnings. Sinilar reaults are confitmed by-the statietica‘l teste of Chepter VII.

Liberalization of \welfare progrems will exteud welfare *dependency - aimply as a

F P

utter of arithmetic. Raisinz benefit levela, for example, extende coverage and makes ," '

: :I. re difficult for people to become totally ineligible. If work effort is affectad

°

naﬂtively by libaralization, then dependency will iucreaae for a .gcond rCason. | _, :4 : %

Since work effo:;t:w would undoubtedly decline somewhat, but alao since 80 many more people )

A

wiIl ba cover*ed, welfare liberalization would greatly expand the taake of the WIN Program.

,,,,,,

3 m‘l aain conce:n with welfare liberalization, h"“\’ef’ 18 likely to be not the reduction




€. Limitations of the Study.

The chief limitation in the study is that it was not able to investigate

detailed design elements of the WIN Program. We relied on existing -sets of. data !

which,are rich in information on work and welfare experience and which provide a o ]
picture of the context in which the WIN Program operates. However, an investigation

”Of any specific design element _would require a series of detailed questions ina :é
. ~ ¢ A .

'ii'specially designed survey. Since the project did not include its own survey, it

could not . deal with such questions, but only with the broader issues.of the relation- ..

» -

’ships between work and welfare. It should be noted that our continuing research

"'/on the work test ig designed-to evaluate detailed aspects of program operation based

on a survey constructed 3pecially for the project. y This section concludes with .
{
a consideration of two topics not dealt with in this study, the work test and the

¢

‘ﬁl prphlem>°f'cat389rization.ﬂ

’ 1. Work Tests - ‘

A work test, strictly defined wbuld overcome thé work discouragement

.

effects of a transfer paymernt (or anything else reducing work effort) simply by making

‘hg payment cOnditional on some minimum level of work effort being maintained. However,

as a practical matter, work tests are unlikely to operate’ 80 easily, since much un-~
employnient 1s involuntary, resulting from labor market conditions beyond the control
‘of the worker.’ In addition, some workers have characteristics that employers do not

' want-, making it especially difficult for them to get jobs., Thus, work tests cannot
”require actual work effort of all, they can only demand some sort of evidence that the

*

unemployed worker is seeking a job actively. The actual-work réauirement can be applied .

¢

. only once 4 job is available. Prior to that point, work tesn;usually are work regisq

’ tration requirements requiring only work search on the part of the registrant. HoweVer,

‘ . .

e e tesﬁ of job search rather than a straightforward requirement of work opens opportun- )

’




to work, that would probably happen anyway. The critical test is whether t

»
2

”test induces a person into a job more quickly than he would g0, on his Ow?, Since

: :? voluntary unemployment iy largely a matter of timing, it is not obvious/ hat a work

-~ &

test will succeed, This research grant ‘continues in its next phase wiﬁh an empirical

inVestigation of the effects of actual work tests based on surveys conducted in five

PP B P

cities. Thus, although a work test seens like an obvious device to iJcrease work

effort, careful investigation is required-to determine whether this actually is
{

.the'case. 8 S -
2, The<Categgrization Problem ' R

Although the,desire 18 often expressed that the poor be encouraged to

T work, the coqcern does'not apply equally to all poor. For example, it is often felt
that women‘with young chiddren.or the disabled should not be required to work. In
other words, an attempt is made to distinguish those' to. be encouraged to work from

) others. Such a process of categorization isg needed in most cases where work’ encourage~

~

ment devices are'included in the income maintenance program. For example, the WIﬁ

Program excludes young persons enrdlled in sch0ol and the disabled As another example,

ifone believed that low tax rates had very little effect .on work effort, one might v

’ "

want a categorical negative.income tax with a low tax rate’ and a low guarantee for

potential workers, but & high guarantee together with a high tax rate for others.

o ¥
K

f‘Application of a work test, of courSe, requires a categoriZed population. Categor—

:1éizing*schemes can be even more complicated. Suppose, for example, that an income

« J ’
“G‘

,maintenance pro

i i

s : z

o s
‘f,btraining, counseling, and a work test. Then individuals must be categOrized on the )

2 'Q ‘,,

Afbasis 6f their auitability for each of'the treatments. Categorization thus is re<

* <

quired to implement specific program features designed to encourage‘work effort.
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t ] Individuala can be categorized most readily om the basis of easily observed

characteristics, for example, women with children ufider six, However, we have ob~

o y

served much unexplained variance in earnings in cnoss-sections of individuals even ,

-~

after controlling for demographic factors, It is likely, that any grouping based solely

% -

on measurable demographic characteristics will include considerable variety in’
. y

S

emplpyment patterns. In our originai proposal we suggested a refined approach to

categorization. We argued there that'anyone can. work at some cost. A mother of

young children can work if the chidren receive day-care treatment. Most individuals
with disabilities can be placed in.jobs that they can learn to.perform. Individuals

lackin& skills may be trainable, while those with psychological problems interfering

LY
'

with work effort can recieve counselingl_'In other words, nearly everyone can be
’ made to work if society is willing to-absorb the cost. Now suppose the income main-

[ 4

" tenance progrsm.“includes a.sum of mbney for getting participants to work.é If’allf
.potential recipients are arrayed according to the cost of putting them to work, the

availablg sum “should be applied beginning from,thoseawithlowesccost up to the point

LR

where the given sum is exhausted. That point marks the dividing line between the

©

category of those who are.to be required to work and the others. The approach can be

- t

modified if one wants to measure the benefits of putting a person to work. The cal-

culation of individual costs may depend on the~range'of treatments to be offered.

]

_ Allowing for various complications, the principle involves categoriaing people on
the basis of their labor market potential“rather than some demographic characteristic

" only loosely related to suitability for work. %

If this principle were to be developed, several kinds of information would be needed.

First, the effectiveness of a particular treatment in getting var'ious sorts of in-
) : €

-

» dividuals to work must be known. As we have discovered, learning the effects of a~worE

" _test alone requires a major research effort, Second, the cost of each treatment must
L 4 . . . . , ‘ * a"-\ =
‘ " I ‘.
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fbe establiSHEd, Third the various work related problems of individuals must be »

'

identified and people classified on the basis of such problems. We had intended to ’

(’\

s

'concentrate on the third atea. . ' ’ o R

- - ... .
Serious difficulties beé%t attempts to dlassif people on the basissof their ‘

work-related problems. The program cduld establish general guidelines to be applied

to each individual by a caseworker. The classification of indiyiduals then depends . )

largely on the judgments of the caseworkers, among whom there are significant differ-'

e

ences in judgment. An épproach such aglwe suggeated could be valuable mainly if it

reduced the discretion of caseworgers/in assigning individuals to categories by -

. . - : . : ' ©
! developing a more gpecific set of guidelines. Guidelines should satisfy two criteria;

" 1) if the individual has some characteristics of interest, the guidelines should

.be such that there is a high probability of detecting that characterisdtc‘ 2) if the

individual doeé ﬁgt possess ‘Bome quality, the probability must be high that the guide~

lines not attribute it to him mistakenly. If follows that a reasonable get of guide- oo
» : ~
~lines mus; first distinguish those worker characteristics of concern to the program.

But then there must be a highly reliable formula.for predic;ing whether a worker . &

'posseases each of the characteristics. ‘ > . )

*

~ N

The variability in the earnings of an~individual is only one element contributing ¢

to an understanding of his work-related problems. Nevertheless, one can see Some of

-~ -

the difficulties in -constructipng an adequate set of guidelines by examining our equations

°

for the variability 4in earnings (Chapter VI Part A). Regression equations like these

a11ow prediction of the dependent variable given any set of values of the independent

A Y
'variables. Thuq, as long as we knew the valuea of the independent variables for an

individual we could predict the value, of his dependent variable without needing to

A .
’

jh,' observe it directly. ﬂhe difficulty with prediction is that there is always some error.

B - . .

-

Now Iooking at our equations for the variability of earnings, their explanatory power

"~is hot too high and it can be shown tha the confidence limits for prediction are wide. ’

N \
’ i T "

i‘hat 1;, ?:he prpbability 13 ‘high that for any individual the true variability in hiB

- Q C ) . - s , R ' .247 ;‘. ' . (\A




earnings differs substantially from its predicted : value. As a consequence; a person
7

could be easin‘placed in. the wrong category of earnings variability on the basig of

“ our equation., More realistically, categories.would depend on several characteriatics

, Which, like the variability in earnings, are each likely to be predicted imperfectly.

Satisfactory,guidelines could be eatainshed only if the probablity is high that the

.,

error in the, joint prediction is small. - -t

o

«

The difficulty with an equation like ours for earnings variability is not hatd

to find, The_independent variables include a number of easily measurable general

characteristics of vbrkers. The equation is useful in identifying which characteristics

. are significantly related to the variability in earnings 'and thus helps provide a

¢
picturt of‘common elements contributing to the earnings variability of many individuals.

Although there are similarities in.earnings patterns, however, there are likely.also

- -

.

to be unique el\\T::sfaffecting the earnings of many individuals fon which the egquation

cannot control,’ The reason the predictiveﬁ\

14 ] i

“in measuring the variables) ls thus the omisaiop of many of -the dctual explanatory

variablea. It is ¢onceivable that a survey designed to examine the details of work_

problema could yield more explanatary variables which could improve the predictive
"4
power of our equations. Yet there is no’ pdssibility of isolating all*individual

-peculiarities,aud'thua eliminating all errors in prediction._ The practical question

' ; is how much of the variability in earnings (or any other variables of interest) is

]

~

explained by unique factors peculiar te jUsggpingle'individuéls,and how much depends

on features common to many people. The greater the uniqueness in individual behavior,
the leas readily reaearch can be used to establish detailed guidelines for a procedure

*
like‘categorization. But if the,guidelines cannot be‘set reasonably, the process_of.

L4

categorization'itself-becomes questionable., S : T C

power of our equations is low (besides errors
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It uy be that furt‘her Zfesearch will provﬁi“fﬁe kind of detailed information ,
”thnt is mecesnry to construct guideiines for categorization. Indeed, programs
‘to encourage work effort face the best chance of success if treatments are applied A
- ‘ ’ . ¢ N :
'to those fadividuals nost suited for théem ~- that is, if the recipient population o B
) can‘ne adequats’ely 0ategorized, However, our results cﬁot be stated with the o .
definiteness required to establish an adequate system of categorization. . ‘ \
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