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The system of means-tested transfers in the United States continues to be
an important area of research by economists as well as a topic of intense
policy interest. Significant transformations in that system have occurred
over the last decade, as the Aid to Families with Dependent Children
(AFDC) program has been replaced by the Temporary Assistance to
Needy Families (TANF) program, as the Earned Income Tax Credit
(EITC) has grown from a minor program to one of the most important
transfers to low-income families, and as the Medicaid program has greatly
expanded eligibility to new groups. Significant caseload and expenditure
growth in the Supplementary Security Income (SSI) program has also
gathered public attention, and there continue to be important issues de-
bated in the Food Stamp Program, housing programs, and other means-
tested transfer programs.

Current policy developments surrounding the major means-tested pro-
grams are difficult to follow for those who are not specialists in the area,
and even those who are specialists tend to follow developments in one pro-
gram and not others. In addition, a considerable body of research has
grown up around each of the major programs, and new contributions have
been made in the last ten years, so most have difficulty keeping up with this
evolving body of research as well. To assist economists and other re-
searchers, as well as policy analysts, in learning about recent developments
in the programs and in research surrounding them, the National Bureau of
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Economic Research (NBER) convened a conference in Cambridge, Mass-
achusetts on 11–12 May 2000 to hear papers delivered on the major trans-
fer programs in the United States. Sponsored by the Smith-Richardson
Foundation, the conference included papers on each major program in the
country. Each served the triple purpose of explicating the institutional his-
tory and current rules of the program; describing its current caseloads, ex-
penditures, and recipient characteristics; and summarizing recent research
on each program. Relative to most literature reviews, these papers were in-
tended to provide more institutional detail on each program, but, relative
to most government publications, which describe only the institutional de-
tails, the papers provide much more discussion of research evidence. In the
end, the papers were intended to provide a succinct introduction to each
program for those interested in learning about both history and current
policy issues and rules as well as recent research evidence.

This volume contains revised papers from that conference. The nine
chapters cover the major means-tested transfer programs in the United
States: the Medicaid program, the SSI program, the EITC, food and nutri-
tion programs, the TANF program, housing programs, programs that sub-
sidize child care, employment and training programs, and the child sup-
port enforcement program. Taken as a whole, the volume furnishes a
picture of the current state of U.S. means-tested programs, and research on
those programs, at the turn of the century.

This introduction has two remaining sections. The first provides an
overview of trends in expenditures in means-tested transfers in the United
States over the last three decades. The second provides a brief summary of
each of the chapters.

Overall Trends in Expenditures in Means-Tested Transfer Programs

Figure 1 shows trends since 1968 in per capita expenditures in the eighty
largest means-tested transfer programs in the country.1 The figure reveals
that there have been four phases of spending growth: an expansionary
phase beginning in the 1960s and running through the early or mid-1970s;
a contractionary (or stationary) phase beginning in the mid-1970s and
running until the mid-1980s; another expansionary phase running from
the late 1980s to the mid 1990s; and another contractionary (or stationary)
phase beginning in the mid-1990s.

The first phase saw an increase in AFDC benefits; enactment of a major
piece of welfare legislation—the 1967 Social Security Amendments—
which raised earnings disregards in the program (i.e., it lowered the tax rate

2 Robert A. Moffitt

1. These eighty are those included in the useful volumes by Burke (1993, 1999, 2001). The
majority of these programs are very small. Consequently, the volume captures virtually all
programs in the United States.
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on earnings); and witnessed the creation of the Food Stamp and Medicaid
programs and, later in the period, the SSI program. Caseloads grew rapidly
in all four of these programs. This period was later termed the era of the
“welfare explosion” and set the modern framework of means-tested trans-
fers.

The second phase saw a steady decline in real AFDC benefits; enactment
of a major piece of AFDC legislation—the 1981 Omnibus Budget Recon-
ciliation Act—which effectively eliminated the earnings disregards enacted
in 1967 and consequently cut thousands of families with earnings from the
rolls; and an increasing interest in work requirements and mandatory
training programs for welfare recipients among federal policymakers. De-
clining real AFDC benefits were accompanied by slow but steady growth
in the number of single-mother families, and the offsetting effects of these
two forces left AFDC expenditures more or less unchanged in real terms.

The third phase—which is not always recognized, for it is often pre-
sumed that the system has been in steady contraction since the 1970s—saw
a dramatic expansion of the EITC; major expansions of eligibility in the
Medicaid program, primarily to non-AFDC families; and sizable expan-
sions of the caseload in the SSI program, arising mostly from increased
numbers of disabled adults and children. The Family Support Act of 1988,
although occurring in the third phase and seemingly contractionary—it
mandated work and training for AFDC recipients more heavily than in the
past—is best viewed as neutral, for not only was it never effectively imple-
mented, but it also could be interpreted as expansionary inasmuch as it re-
quired new expenditures on work programs for AFDC recipients. The
runup of expenditures in this period, although not quite as large in magni-
tude as that in the welfare explosion of the late 1960s and early 1970s, oc-
curred much more quickly—essentially all taking place in a five-year pe-
riod between 1990 and 1995.

A fourth phase, which is continuing at this writing, is a combined result
of 1996 welfare legislation that contracted the AFDC-TANF program and
a robust economy, which has led to declining caseloads in many programs,
thereby slowing expenditure growth. The Food Stamp and Medicaid pro-
grams have seen declining caseloads as well as AFDC-TANF.2

Table 1 shows the composition of this expenditure by general type of
benefit at the approximate turning points of each of the major phases, and
at the most recent date (2000). The 1968–78 period saw major percentage
expansions across the board in all types of benefits, demonstrating that this
was the period in which most of the major programs were introduced or
expanded significantly. The 1978–88 period saw continued major growth in

4 Robert A. Moffitt

2. The unemployment rate appears to have started to increase in late 2000 or 2001, indicat-
ing the beginning of a recession. Whether this will signal the beginning of a fifth phase or a
modification of the fourth remains to be seen, and will depend on legislative developments
and on the course of expenditure growth over the next few years.



medical benefits; modest growth in food, housing, education, and energy
programs; and slow or negative growth in cash, jobs and training, and ser-
vices benefits. The 1988–95 period witnessed even greater growth in med-
ical benefits; renewed growth in cash, housing, food, and services pro-
grams; and slow but continued growth in the other benefit types. Since
1995, although total expenditures have been very flat, the composition has
changed, as medical benefits have continued to rise but cash and food ben-
efit expenditures have declined as caseloads in those programs have fallen.
Service expenditures, primarily child care subsidies, have also risen over
this period as the government has sought to assist women moving into the
workforce. Over the entire period 1968 to 2000, the growth of medical ex-
penditures dominated overall growth (57 percent of the total), growth of
cash benefits accounted for a much smaller amount (15 percent), and the
other programs accounted for varying amounts of the remainder, with jobs
and training, and energy programs, accounting for the least.

The most important recent era of expenditure growth is the third phase
noted previously. Table 2 shows the sources of expenditure growth from

Introduction 5

Table 1 Composition of Real Expenditures on Means-Tested Transfers, 1968–2000
(millions of fiscal year (FY) 2000 dollars)

Medical Cash Food Housing Education Jobs/Training Services Energy

1968 24,122 37,810 4,486 3,933 4,320 3,777 2,507 0
1978 65,080 65,406 25,099 20,650 11,514 26,119 11,439 730
1988 96,029 66,729 31,177 23,173 17,068 5,577 9,620 2,921
1995 196,922 103,291 43,558 35,764 18,146 6,132 12,775 1,896
2000 225,858 91,703 34,347 34,906 20,385 7,347 20,724 1,715

Share of 
total (%) 57 15 8 9 5 1 5 1

Source: Burke (2001, tables 3 and 4).
Note: Combined federal and state and local.

Table 2 Change in Real Expenditures in Six Major Programs, FY 1990 to FY
1996 (in millions of 1996 dollars)

AFDC Food Stamps Medicaid EITC Housing SSI

1990 24,758 20,654 84,658 8,092 16,922 20,125
1996 23,677 27,344 159,357 24,088 19,877 32,065

Change from 1990 (%) –4 42 88 198 17 59
Share of growth (%) –1 7 60 13 4 10

Sources: Burke (1993, table 15); Burke (1999, tables 3 and 12).
Notes: EITC amounts include reduction in tax liability, not just refundable portion. Housing
is the sum of expenditures on public and Section 8 housing. Federal and state combined to-
tals are shown.



1990 to 1996 for the six most important programs over this period. Real
AFDC expenditures actually declined, presaging the further decline that
has occurred subsequent to the 1996 legislation. The Food Stamp Program
expanded by 42 percent, however, indicating robust growth. A very large
percentage expansion occurred in the Medicaid program, which grew by
88 percent. As will be discussed further, the Medicaid program covers
different types of recipients, and the growth over this period came not only
from expansions of expenditures for single mothers and their children, but
also from increased expenditures on the disabled. While single mothers
and their children represent the largest fraction of the Medicaid caseload,
expenditures are greater for the disabled because of their greater medical
needs. The largest percentage expansion in table 2, however, occurred in
the EITC program, whose expenditures almost tripled over the period. As
will be discussed presently, major expansions of the size of the credit re-
sulted in this growth. Housing programs grew modestly during the period
but the SSI program grew by a large amount, 59 percent, reflecting, as in
Medicaid, increases in expenditures on the disabled.3 Table 2 shows that
the growth in cash benefits in the 1990s, which was shown to be significant
in table 1, was entirely the result of growth in EITC and SSI expenditures,
not AFDC-TANF.

The last row of table 2 shows the shares of total expenditure growth in
the largest eighty means-tested transfers from 1990 to 1996 accounted for
by each of these six programs. Medicaid expenditure growth, although not
the largest in percentage terms, is the largest in dollar terms and accounts
for the largest fraction, 60 percent. The EITC and SSI together account for
another 23 percent. Altogether, these six programs accounted for 93 per-
cent of the overall increase in means-tested expenditures in the 1990–96 ex-
pansionary phase.

Table 3 shows the expenditures and caseloads in the nine means-tested
transfer programs covered in this volume.4 The largest is Medicaid, as ex-
pected, and the next five—SSI, EITC, subsidized housing, child care, and
food stamps—are of the same general magnitude but at a large distance
from Medicaid. The TANF program, which in the 1960s was the largest of
the programs, is now a distant seventh in rank.

The evolution of means-tested transfers that has led to the developments
shown in these tables reflects several trends. One is the gradual decline of
cash transfers like AFDC relative to in-kind transfers like Medicaid, food

6 Robert A. Moffitt

3. If medical care prices are used to deflate Medicaid expenditures instead of a general price
index, Medicaid expenditure growth amounted to only 34 percent. Which index should be
used depends on whether the goal is to value expenditures from the point of view of the tax-
payer or the recipient.

4. The child care and job-training entries in the table actually represent expenditures on a
collection of programs, and are consequently slightly noncomparable with the other entries.
Also, it should be noted that some of the chapters in the volume (e.g., on housing and food)
cover more programs than those whose expenditures are shown in the table.
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Table 3 Annual Expenditures and Caseloads in the Programs in This Volume,
FY 2000

Expenditures Caseloads Expenditures
($ millions) ($ thousands) per Recipient

Medicaid 207,195 42,020a 4,931
SSI 35,066 6,609 5,306
EITC 25,800 55,320 466
Subsidized housingb 22,498 26,961 834
Child care 20,580c 11,447d 1,798
Food stamps 20,341 18,200 1,118
TANF 14,490 6,035 2,401
Jobs and training 7,347 2,028 3,623
Child support enforcement 3,255c 11,900f 274

Sources: Burke (2001, table 11); Blau (chap. 7 in this volume, table 7.2); Lerman and Sorensen
(chap. 9 in this volume, table 9.6).
Note: Last column equals the ratio of the second to the third, multiplied by 1,000.
aFY 1999.
bSection 8 and public housing.
cFY 1999–2001.
dFY 1998–2001, children served (incomplete list).
eFY 1997.
fFY 1997, custodial mothers.

stamps, housing, and child care. Voters and legislators appear to prefer to
make transfers tied to specific consumption items rather than open-ended
cash transfers. A second is the increasing narrowness of the targeting of
transfers, because the programs that have seen the largest growth in the last
decade are tied to specific eligibility groups. The EITC is specifically tar-
geted to families with earnings, the SSI program is targeted to the disabled
and elderly, and Medicaid is targeted to the disabled and—in the expan-
sions that have occurred—mainly to single mothers and their children off
TANF. This development represents a continued, if not increased, catego-
rization of the nation’s welfare population into a system in which different
demographic groups are judged to be needy not just on the basis of income
but on the basis of some other specific characteristic that leads them to be
deserving in the eyes of the public. This also explains why the EITC and SSI
programs, which provide cash transfers, have expanded while the AFDC-
TANF program has not. As a consequence of these developments, the
great expenditure expansion of the late 1980s and early 1990s increased to-
tal transfers to the low-income population but also changed the distribu-
tion of those transfers. The disabled as well as families off welfare with
earnings gained, for example, relative to low-income single-mother fami-
lies as a whole, especially those on welfare or not working.

The nine chapters in the volume are ordered roughly by their total ex-
penditures and will be summarized in that order as well.



Summaries of the Chapters

As described by Jonathan Gruber, the Medicaid program is really four
separate programs rolled into one. One supports the medical expenses of
low-income single mothers and their children, while the other three pro-
vide public insurance for portions of medical expenditures not covered by
Medicare for the low-income elderly, support medical expenses for the low-
income disabled, and provide coverage of nursing home expenditures of
the institutionalized elderly. The large enrollment and expenditure growth
that has recently occurred has arisen primarily among the disabled and
children under twenty-one. While the program was originally focused on
traditional welfare populations, over time eligibility has been expanded to
children in low-income two-parent and one-parent families, sometimes
those fairly high up the income distribution. Recent expansions accompa-
nying the Children’s Health Insurance Program have occurred as well.

The research reviewed by Gruber primarily focuses on the single-mother
and low-income-children portion of the program. Research has been con-
ducted that calculates participation rates of eligibles, showing a declining
rate among children; on the extent of Medicaid “crowdout,” which occurs
when Medicaid expansions displace private insurance coverage; and on the
effect of Medicaid expansions on health outcomes, where many favorable
effects have been found. Research on the labor supply disincentives of the
program has demonstrated that those disincentives were stronger when
Medicaid eligibility was closely tied to AFDC receipt but have weakened
as that tie has loosened. A final area of research, not on single mothers and
children, has concerned the effects of physician reimbursement rates, and
how Medicaid affects the quality of long-term care and nursing homes.

Mary C. Daly and Richard V. Burkhauser discuss SSI, a federal program
that pays cash benefits to low-income individuals who are sixty-five or
older, or who are blind or disabled. The high caseload growth in the 1990s
primarily occurred among the blind and disabled, children, and nonciti-
zens. Eligibility requires not only low income and assets but also, for the
blind and disabled, a medical test that is quite complex and stringent and
which denies benefits to 63 percent of applicants. The medical test for chil-
dren is less onerous and has fluctuated over time in its stringency; it was re-
laxed in 1990 but tightened up again in 1996. The program also has work
incentives in the familiar negative income form, by reducing benefits by
only fifty cents for every dollar of earnings.

Research on the SSI program has focused on several issues. One is the
reason for the high caseload growth in the program. The most common
factor identified is variation in the stringency of the medical tests, which
has fluctuated greatly over time, but the business cycle has caused consid-
erable fluctuation in caseloads as well. Yet another reason identified is an
incentive for disabled children on AFDC to move to SSI. Another area of

8 Robert A. Moffitt



research is on work incentives, where the major issue has been the encour-
agement of work in light of the fact that only about 4 percent of recipients
take advantage of the 50 percent tax rate in the program. Several SSI in-
novations have been attempted that seek to increase financial and other
work incentives but have found recipient labor supply to be rather unre-
sponsive. This therefore remains as one of the major issues in the program.

The EITC, as V. Joseph Hotz and John Karl Scholz note, has been one
of the fastest-growing means-tested programs in the country. Its popular-
ity stems from its emphasis on rewarding families that have significant lev-
els of employment and earnings. The program provides a refundable tax
credit to families with earnings that can be as high as $3,800 a year (1999).
The program was introduced into the tax code in 1975 but did not see sig-
nificant expansion in terms of generosity until the 1980s, when the size of
the subsidy was increased and then indexed to inflation. Tax bills in 1990
and 1993 increased the amount of subsidy greatly and have led to the siz-
able growth in expenditures in the 1990s. The size of the tax credit is pro-
portional to earnings up to some maximum level, and then it is phased out
as earnings increase; it is possible for families with incomes up to $30,580
to still be eligible for the credit. An important administrative issue in the
program has been overpayment of subsidies, which in 1995 were estimated
to be 25 percent of tax expenditures, most of which results from inaccura-
cies in the claim for qualifying children.

Research on the EITC has concerned several issues, but its effects on
work incentives has been one of the most important since this is one of the
main appeals of the program. Most studies have indicated that there is a
strong and significant positive effect of the EITC on the labor force partic-
ipation rates of single-mother households. But research has also suggested
that the program may have had a slight negative effect on the employment
rates of married women, for many women are married to men who earn
sufficiently high wages that additional earnings from the wife fall into the
phaseout region of the EITC. In addition, there is some evidence that,
while increasing employment rates overall, the EITC may have dampened
hours of work of men and women in two-earner families. Research has also
been directed at the effect of the credit on marriage, for there has been some
concern that it may discourage marriage because men and women in cer-
tain earnings ranges can receive a greater EITC sum by not marrying and
filing separate returns than by marrying and filing joint returns. The em-
pirical evidence to date, however, suggests little effect of this incentive on
actual patterns of marriage. A third area of research has been on the ad-
vance payment option, under which recipients can receive their credit over
the tax year in question, as they earn wages, rather than in a lump sum at
the end of the year or in the following spring. The high administrative costs
of this option as well as the potential for fraud and noncompliance consti-
tute significant barriers to its adoption.

Introduction 9



Janet Currie surveys several programs that support food expenditure
and nutrition among low-income families. The Food Stamp Program
(FSP) is the largest, but also important are the Special Supplemental Nu-
trition Program for Women, Infants, and Children (WIC), the National
School Lunch Program (NLSP), and the School Breakfast Program (SBP).
Expenditures on the latter three programs are over 50 percent of those of
the FSP, thus constituting a sizable additional amount of spending. All of
these programs are federally financed and uniform across the states. The
FSP provides food assistance to individuals and families, regardless of
family structure, who meet income and asset conditions; has benefits that
are indexed to inflation; and has a 30 percent nominal tax rate on earnings.
The WIC, NSLP, and SBP are quite different. The WIC program provides
financial assistance for the purchase of nutritious foods, nutrition educa-
tion, and access to health services for pregnant or lactating women and
children under five and requires for eligibility not only low income and as-
sets but also that the women and children be at “nutritional risk.” The
NLSP and SBP allow children in low-income families to receive reduced-
price or free school lunches or breakfasts. The NLSP is the far larger pro-
gram of the two, having almost five times larger expenditure than the SBP.

There has been a considerable amount of research on the FSP, WIC, and
NLSP programs. One area of research has focused on the effects of these
programs on food expenditures, nutrient availability, and nutrient intake,
showing that the FSP increases food expenditures (although not dollar for
dollar) and increases the nutritional content of the foods purchased or
brought into the home, but not necessarily nutritional intake (i.e., taking
account of wastage and food eaten away from home). Evidence on the WIC
program generally indicates favorable effects on child birth weight but also
that the program tends to discourage breastfeeding, which is generally
preferable to using infant formula. The effect of WIC on infant outcomes
is more variable, but the evidence does indicate increases in nutrient con-
sumption and reductions in the incidence of anemia. Research on the
NLSP indicates that it improves nutrient intake. Other topics of research
have concerned the reasons for relatively modest rates of participation of
eligibles in the FSP (approximately 60 percent), the effects of converting
the FSP to a cash program, and the work disincentives of the FSP.

In his survey of the TANF program and its precursor, AFDC, Robert A.
Moffitt describes the major restructuring that followed 1996 Congres-
sional legislation. In replacing the AFDC program with TANF, the legis-
lation changed the program in fundamental ways by devolving the respon-
sibility of major program design elements as well as financing to the
individual states, converting a matching grant to a block grant, imposing
strict work requirements on recipients and requiring that significant bene-
fit penalties (or “sanctions”) be assessed on those who do not comply, and
imposing a lifetime limit of five years of benefit receipt that could be paid
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to a parent out of federal funds. The entitlement nature of the program was
eliminated, and states were given the freedom to provide in-kind services
instead of benefits and to set eligibility rules, benefit levels, tax rates, and
family composition requirements at their discretion. States have vigor-
ously pursued their options by modifying their programs in many ways,
with a consequent proliferation of different programs around the country.

Research on the AFDC and TANF programs is large in volume. The
most heavily researched issue relates to work incentives and programs that
seek to improve employment and training outcomes. Most research indi-
cates that the overall effect of lowering the tax rate on earnings in the pro-
gram, a familiar reform since the discussion of the negative income tax in
the 1960s, is likely to be small or zero, contrary to expectations of many
economists. However, work requirements have a more positive effect al-
though they come at the cost of requiring a categorization of the caseload
into those who can and cannot work, which may be difficult to implement.
Research comparing the TANF philosophy of encouraging recipients to
enter the workforce immediately rather than undergoing education and
training has shown it to have superior short-run payoffs but possibly lower
long-run returns. Other research has shown that the TANF program, taken
as a whole, has almost certainly increased employment and earnings and
reduced the caseload, although its effects on income have been more mixed
because increased earnings are often offset by reduced benefits. Findings
from studies of the effect of welfare reform on demographic outcomes such
as marriage and nonmarital fertility fail to show strong evidence of major
effects. In addition, little is known about the separate and independent
effects of time limits, work requirements, and other individual components
of the TANF program or about their relative contributions to the overall
effects of reform.

Edgar O. Olsen reviews the complex mix of housing programs for low-
income families in the United States. Programs divide into those that are
project-based, either owned by the government or by private contractors
who are subsidized by the government, and tenant-based programs, in
which eligible families receive subsidies to defray the rent in private hous-
ing. The public housing program, begun in the 1930s, is the best-known
project-based program, consisting of units owned and operated by the gov-
ernment. Housing projects that are instead built by contracting with
private parties to construct low-income housing or to rehabilitate existing
housing were begun in 1954 but were largely terminated in 1983. The
largest housing subsidy program today is tenant-based and uses vouchers
to pay a portion of the rent of eligible low-income households who locate
housing in the private market that meets the program’s minimum housing
standards. Eligibility for the programs is generally based on income, but
space is not guaranteed and there are waiting lists for units and vouchers.
The nominal tax rate on income varies but is most commonly 30 percent.
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Research on housing programs has concerned a number of issues. One
is cost-effectiveness, with research showing that tenant-based assistance
provides housing equal in quality to that of project-based assistance but at
a lower cost. Housing assistance has been shown by research to increase
the consumption of housing by recipients and to do so more than would a
cash grant. Supply effects have been studied as well, showing that an enti-
tlement program of housing assistance would call forth a new supply of
housing units but would have little effect on rent levels. Other topics that
have received research attention are the work disincentives of housing pro-
grams and the effect of subsidized housing on constraining neighborhood
location of recipients.

Means-tested child care programs are reviewed by David M. Blau. One
of the most important is the Child Care and Development Fund (CCDF),
a block grant intended to support child care services both for the TANF
population and for nonwelfare poor families. States have some discretion
in eligibility rules and much discretion in setting the subsidy mechanisms
in their programs. A second is the Title XX Social Services Block Grant,
which is again a block grant to the state for social services in general but of
which 15 percent is spent on child care for low-income families. A third is
the Dependent Care Tax Credit, a nonrefundable tax credit in the federal
income tax. The Head Start and Title I-A programs, which are not tied to
parental employment but are intended to improve child development for
children in low-income families, are a final set of child-care-related pro-
grams.

Research on the effects of child care programs has been concentrated on
a few selected issues. One is whether child care subsidies in general increase
the employment of mothers, where the evidence strongly suggests that they
do even though the magnitude of the effect is quite uncertain. Price elas-
ticities of employment response are relatively low but are still statistically
significant. Research on the effect of price on the quality of care chosen by
parents using formal day care centers shows that child care subsidies may
lead parents to use more care but at lower-quality centers, as measured by
child-staff ratios and staff training. Yet other research shows that child care
subsidies lower the probability that a single mother would be on AFDC.
There is also a large literature on the effect of early childhood education on
child outcomes, where the evidence supports an effect of such education on
some outcomes for some programs. Whether the effects fade out over time
or persist is more controversial, although some studies do show persistent
effects.

As discussed by Robert J. LaLonde, the main omnibus employment and
training program in the United States at the present time is the set of pro-
grams created by the Workforce Investment Act (WIA). The WIA provides
block grants to the states to fund employment and training programs for
adults and youth and has several titles with different programs and differ-
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ent services, including titles that cover adults, youth, and the Job Corps, a
high-cost training program for disadvantaged youth. Except for the Job
Corps program, states have great freedom to design their own WIA-
funded programs. Training is primarily provided through “individual
training accounts” that allow the individual to choose from a list of ac-
ceptable providers, and thus retains some features of a voucher. Training is
typically provided in one of three types: one aimed at enhancing skill de-
velopment, and which includes both classroom training and on-the-job
training; a second called “work experience,” which involves temporary
placement in an actual job; and a third called “employability develop-
ment,” which includes job search assistance and career counseling.

There is no research on the WIA program because it has been put in
place very recently (2000) but there is a large body of research on its pred-
ecessor, the Job Training Partnership Act (JTPA), which should still be
quite relevant to WIA given that the basic types of programs are unlikely
to change markedly. For adult women, the research shows that low-cost
training programs have a fairly large impact relative to cost and constitute
what appears to be a worthwhile investment. Higher-cost programs may be
cost-effective as well, but this depends on the size of their long-term im-
pact, about which little is known. For youth, it appears that only high-cost
comprehensive training programs are likely to be productive social invest-
ments, the best example being the Job Corps. For adult men, however, most
evaluations show essentially little impact on employment and earnings
overall. Some programs appear to have positive impacts for certain sub-
groups of men, but the pattern does not have any clear explanation.

Robert I. Lerman and Elaine Sorensen review the Child Support En-
forcement (CSE) system, the governmental program aimed at enforcing
private child support obligations, particularly for the low-income popula-
tion. The CSE program was established by Congress in 1975 to provide
matching funds to states to collect child support obligations, establish pa-
ternity, and obtain support awards. Reducing welfare costs as well as in-
creasing child support were both goals of the system. Since 1975 Congress
has steadily increased pressure on the states to strengthen the CSE system
by setting numeric goals for paternity establishment, increasing pressure
on states to require judges to adhere to state child support guidelines gov-
erning the setting of child support awards, and increasing requirements to
use wage withholding to obtain payments from noncustodial parents. De-
spite these increased efforts, only 24 percent of low-income custodial
mothers received any child support at all in 1997, and even fewer received
the full amount that has been awarded by the court. However, only 17 per-
cent of mothers received support twenty years ago, when enforcement was
much weaker, suggesting that CSE has had some impact. Much of that im-
pact is thought to be from increased paternity establishment per se.

Research on child support issues has focused on several issues. One is
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aimed at determining the income levels of poor noncustodial fathers in or-
der to determine how much they are capable of paying, a difficult task be-
cause there is no ready data set to identify noncustodial fathers and their
incomes. Estimates indicate that, overall, noncustodial fathers could pay
three to four times more than they are actually paying, given their incomes
and given customary guidelines for how child support awards are based on
income, although no estimates are available for low-income fathers alone.
Other research indicates that strengthened CSE reduces AFDC caseloads
and that increases in child support reduce rates of AFDC participation
and increase employment rates. Another body of research focuses on the
effect of CSE on absent fathers, indicating that CSE tends to drive many
men into the underground economy, where income is not reported, and
that the AFDC policy of capturing all child support payments to the cus-
todial mother and using them to reduce AFDC expenditures instead of to
increase her and her child’s income results in a lack of incentive for the non-
custodial father to pay support.
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The largest growth in entitlement program spending in the United States
over the past fifteen years has been in the Medicaid program, which pro-
vides health insurance to low-income populations. In 1984, the Medicaid
program spent $38 billion, which was 4.4 percent of the federal budget in
that year and 0.97 percent of gross domestic product (GDP) and covered
22 million persons. By 2001, the program was projected to spend $219 bil-
lion, which is 10.8 percent of the federal budget and 2.3 percent of GDP,
and to cover 40 million persons. This astronomical growth is particularly
striking in light of another important trend over the past fifteen years: a
continued steady rise in the fraction of the nonelderly population without
health insurance. From 1988 through 1998, this share rose by almost 20
percent, before leveling out in recent years (Employee Benefits Research
Institute [EBRI] 2000).

These facts raise a number of interesting and important questions about
the purpose and structure of the third largest entitlement program in the
United States (trailing only Social Security and Medicare). Medicaid is in
fact really four public insurance programs in one. The first provides cover-
age of most medical expenses for low-income women and children fami-
lies; this function absorbs only about one-quarter of program dollars but
encompasses two-thirds of program enrollees. The second is a program
that provides public insurance for the portions of medical expenditures not
covered by the Medicare program for the low-income elderly. The third is
a program that covers most medical expenses for the low-income disabled.
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The last is a program that pays the nursing home expenditures of many
of the institutionalized elderly. These last three functions apply to only
one-third of beneficiaries but use three-quarters of program dollars. This
panoply of functions has led to uneven program growth and some confu-
sion about the mission of the program and how it integrates with other
public insurance institutions.

In this chapter, I will review the structure of the Medicaid program and
its economic impact. I start in part 1.1 by reviewing program history, and
discussing the evolution and current structure of program rules. In part
1.2, I then turn to a more detailed discussion of the program as it currently
exists, presenting a variety of statistics on enrollment and expenditures.
Part 1.3 then provides a heuristic overview of the economic impacts of the
Medicaid program, and part 1.4 reviews the large empirical literature on
the Medicaid program and its impacts on health care utilization, health, la-
bor supply, family structure, and other behaviors. Part 1.5 then discusses
current policy issues and how they are informed (or not informed) by the
existing literature. Part 1.6 concludes.

1.1 Program History, Rules, and Goals

In this section, I will review the historical evolution and current struc-
ture of program rules. In doing so, I will draw primarily on two invaluable
sources. The first is the Green Book (U.S. Congress, Committee on Ways
and Means 2000; hereafter GB), a generally invaluable source for under-
standing the current operation of this program (and most other social pro-
grams as well). The second is the Yellow Book (Congressional Research
Service 1993; hereafter YB), a source that provides a more detailed inves-
tigation of the Medicaid program itself.

1.1.1 Origin and Goals of the Medicaid Program

The Medicaid program was created by the Social Security Amendments
of 1965, the same legislation that created the Medicare program of health
insurance for the elderly. Medicaid and Medicare replaced two earlier pro-
grams of federal grants to states to provide medical care to low-income
persons, one for welfare recipients, and the other for the aged. Combined
spending on these programs was $1.3 billion in 1965.

The new Medicaid program continued the tradition of allowing states
substantial latitude to design their own programs, subject to federal mini-
mum standards. Eligibility was largely confined to the populations tradi-
tionally eligible for welfare—single-parent families, and the aged, blind,
and disabled. But there were two important early exceptions, foreshadow-
ing larger exceptions to arise in the 1980s. The first was the “Ribicoff chil-
dren”: States could choose to cover children who met the financial stan-
dards of welfare programs but not the categorical standards (e.g., because
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they were in a two-parent family). The second was the “medically needy,”
populations whose income was above the eligibility standards but who had
very high medical bills. States were initially given no upper limit for eligi-
ble incomes. States were also given latitude about when to join the pro-
gram. As table 1.1, from Decker (1994) shows, although a number of states
joined immediately in January 1966, states phased in steadily over the next
four years, and the last state, Arizona, did not join the Medicaid program
until 1982.

The history of federal Medicaid legislation is presented in table 1.2, from
YB. This history presents a striking profile of continuous expansions and
contractions in program generosity, sometimes within the same legislation.
This is exemplified by the 1967 legislation that limited how generous states
could be within their medically needy programs, but at the same time es-
tablished one of the most important features of the Medicaid benefits
package, the Early and Periodic Screening, Diagnostic, and Treatment
Program (EPSDT) to improve child health. Another feature of this legisla-
tion was a move away from state restrictions on who Medicaid patients
could see for their care, toward allowing those patients to use any provider
of their choice (if the provider was willing to take Medicaid patients). This
is striking because it was roughly thirty years later that states began to
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Table 1.1 The Introduction of Medicaid by State

State(s)

1966
January HI, IL, MN, ND, OK, PA
March CA
July CT, ID, KY, LA, ME, MD, OH, RI, UT, VT, WA, WV, WI
September MA
October DE, MI, NY
November NE
December NM

1967
July IA, KS, MT, NV, NY, OR, WY
September TX
October GA, MO, SD

1968
July DC, SC

1969
January CO, TN
July VA

1970
January AL, AR, FL, IN, MS, NJ, NC

1972
September AK

Note: Arizona began a special managed-care Medicaid program in the early 1980s.



Table 1.2 Major Medicaid Legislation, 1965 to 1997

Description

Social Security of 1965 Established the Medicaid program
Social Security Amendments Limited financial standards for the medically needy; established the 

of 1967 EPSDT program to improve child health; permitted Medicaid
beneficiaries to use providers of their choice

Act of 14 December 1971 Allowed states to cover services in ICFs and ICFs for the mentally 
retarded

Social Security Amendments Repealed 1965 provision requiring states to move toward 
of 1972 comprehensive Medicaid coverage; allowed states to cover care

for beneficiaries under age twenty-two in psychiatric hospitals
Medicare-Medicaid Anti-Fraud Established Medicaid Fraud Control Units

and Abuse Amendments 
of 1977

Mental Health Systems Required most states to develop a computerized Medicaid 
Act, 1980 Management Information System

Omnibus Reconciliation Act Boren amendment permitted states to establish payment systems 
of 1980 for nursing home care in lieu of Medicare’s rules

Omnibus Budget Reconciliation Enacted three-year reductions in federal matching percentages for 
Act of 1981 states whose spending exceeded growth targets; established

Section 1915(b) and 1915(c) waiver programs; extended the
Boren amendment to inpatient hospital services; eliminated
special penalties for noncompliance with EPSDT requirements
and gave states with Medically Needy programs broader
authority to limit coverage

Deficit Reduction Act of 1984 Eliminated categorical test for certain pregnant women and young 
children

Consolidated Omnibus Budget Extended coverage to all pregnant women meeting AFDC financial 
Reconciliation Act of 1985 standards

Omnibus Budget Reconciliation Allowed coverage of pregnant women and young children to 100 
Act of 1986 percent of poverty; established a new optional category of QMBs

Medicare and Medicaid Patient Strengthened authorities to sanction and exclude providers
and Program Protection Act 
of 1987

Omnibus Budget Reconciliation Allowed coverage of pregnant women and infants to 185 percent of 
Act of 1987 poverty; strengthened quality-of-care standards and monitoring

of nursing homes; strengthened OBRA 1981 requirements that
states provide additional payment to hospitals treating a
disproportionate share of low-income patients

Medicare Catastrophic Mandated coverage of pregnant women and infants to 100 percent 
Coverage Act of 1988 of poverty; expanded coverage of low-income Medicare

beneficiaries; established special eligibility rules for
institutionalized persons whose spouse remained in the
community to prevent “spousal impoverishment”

Family Support Act of 1988 Extended work transition coverage for families losing AFDC 
because of increased earnings and expanded coverage for two-
parent families whose principal earner was unemployed

Omnibus Budget Reconciliation Mandated coverage of pregnant women and children under age six 
Act of 1989 to 133 percent of poverty; expanded EPSDT program

requirements; mandated coverage and full-cost reimbursement of
federally qualified health centers (FQHCs)



move back to this pre-1967 system through the use of managed care con-
tracting. This legislation also highlights directly the three policy levers that
are available to policymakers to change the generosity of the Medicaid
program: eligibility, the construction of the benefits package, and reim-
bursement of providers.

1.1.2 Eligibility for Nonelderly and Nondisabled

Eligibility for the Medicaid program has evolved substantially over time.
As noted above, eligibility was originally restricted to those receiving cash
welfare payments, along with Ribicoff children and the medically needy.
These base populations of eligibles are still in place, and they were the main
populations covered until the mid-1980s; there were some other special op-
tions to cover women without children who met the Aid to Families with
Dependent Children (AFDC) income criteria for the expenses of their
pregnancy only (Currie and Gruber 1996b), but these groups were very
small.

Beginning in 1984, however, the program began to expand eligibility for
all children and for pregnant women; that is, among women these expan-
sions applied only to the expenses of pregnancy. Changes in Medicaid pol-
icy since 1984 can be broadly categorized into two eras. The first, from 1984
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Table 1.2 (continued)

Description

Omnibus Budget Reconciliation Phased in coverage of children ages six through eighteen to 100 
Act of 1990 percent of poverty; expanded coverage of low-income Medicare

beneficiaries; established Medicaid prescription drug rebate
program

Medicaid Voluntary Restricted use of provider donations and taxes as state share of 
Contribution and Provider- Medicaid spending; limited disproportionate share hospital 
Specific Tax Amendments payments
of 1991

Omnibus Budget Reconciliation Mandated that individuals must spend their assets down to a state-
Act of 1993 established level before Medicaid pays for nursing facilities and

other medical care; established designation of disproportionate
share hospitals to facilities in which Medicaid beneficiaries
account for at least 1 percent of the hospital’s inpatient days

Personal Responsibility and Introduced TANF, a cash welfare block grant to states that used the 
Work Opportunity Act of same application as Medicaid; severed the automatic link 
1996 between AFDC and Medicaid; narrowed the eligibility criteria

for disabled children
Balanced Budget Act of 1997 Guaranteed continued Medicaid eligibility for children with 

disabilities who are expected to lose their SSI eligibility as a result
of restrictions enacted in 1996; permitted states to create a new
category (with a sliding scale premium) for individuals with
incomes up to 250 percent of poverty who would, but for income,
be eligible for SSI



to mid-1987, was a period of incremental increases in Medicaid eligibility
for populations that had similar financial circumstances to AFDC families
but did not meet the eligibility criterion for other reasons. This began a
gradual weakening of the linkage between AFDC coverage and eligibility
for Medicaid. This occurred both at the state level—for example, through
expansions of the Ribicoff option1—and at the federal level, through the
1984 Department for Environment, Food, and Rural Affairs (DEFRA)
and 1985 Consolidated Omnibus Reconciliation Act (COBRA) legislation.

The second era, from mid-1987 to the present, saw a more dramatic de-
coupling of Medicaid and AFDC through substantial increases in the in-
come cutoff for Medicaid eligibility. These expansions substantially in-
creased (in most states) the income that a family could have and still qualify
for Medicaid, while providing these higher eligibility levels to all family
structures, not just to single-parent families. By 1992, states were required
to cover all pregnant women and children under the age of six up to 133
percent of poverty (independent of family composition), and were allowed
to expand coverage up to 185 percent of poverty. In addition, children born
after 30 September 1983 were mandatorily covered up to 100 percent of
poverty (once again independent of family composition). Income for these
purposes is defined similarly to the AFDC or Temporary Assistance for
Needy Families (TANF) program, including all sources of cash income.

The pattern of legislative action over this period was one of initial fed-
eral permission for states to expand their programs, followed within a
period of several years by federal mandates for all states to cover these
groups. This pattern of laws generated substantial variation across the
states in eligibility changes, since states initially had different qualification
limits through AFDC and other optional programs (such as Ribicoff chil-
dren), and they took up the new options at different rates. There was also
variation within states in the eligibility of children of different ages for
the Medicaid expansions, due to different age thresholds in the laws. This
variation is illustrated in table 1.3, from Gruber and Yelowitz (1999).
This shows the age and percent of poverty cutoffs for expansions to the
youngest group of children in each state at three different points in time.2

In January 1988, only some states had expanded eligibility, and the income
and age cutoffs varied. By December 1989, all states had some expansion
in place since federal law mandated coverage of infants up to 75 percent of
the poverty line; but some states had expanded coverage up to age seven or
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1. In 1984, only twenty-three states offered the Ribicoff program; by 1987, this had ex-
panded to thirty-two states, although some states limited eligibility to somewhat younger chil-
dren (less than age seventeen, eighteen, or nineteen, instead of the traditional cutoff of age
twenty-one).

2. There were also differential expansions to older children as well, adding further richness
to the variation in legislation across the states. The age restrictions were couched in terms of
either date of birth or calendar date, or both, giving rise to the fractional ages of eligibility in
some states at a given point in time.
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Table 1.3 State Medicaid Age and Income Eligibility Thresholds for Children

January 1988 December 1989 December 1991 December 1993

State Age Medicaid Age Medicaid Age Medicaid Age Medicaid

Alabama 1 185 8 133 10 133
Alaska 2 100 8 133 10 133
Arizona 1 100 2 100 8 140 12 140
Arkansas 2 75 7 100 8 185 10 133
California 5 185 8 185 10 200
Colorado 1 75 8 133 10 133
Connecticut 0.5 100 2.5 185 8 185 10 185
Delaware 0.5 100 2.5 100 8 160 18 185
District of Columbia 1 100 2 100 8 185 10 185
Florida 1.5 100 5 100 8 150 10 185
Georgia 0.5 100 3 100 8 133 18 185
Hawaii 4 100 8 185 10 185
Idaho 1 75 8 133 10 133
Illinois 1 100 8 133 10 133
Indiana 3 100 8 150 10 150
Iowa 0.5 100 5.5 185 8 185 10 185
Kansas 5 150 8 150 10 150
Kentucky 1.5 100 2 125 8 185 10 185
Louisiana 6 100 8 133 10 133
Maine 5 185 8 185 18 185
Maryland 0.5 100 6 185 8 185 10 185
Massachusetts 0.5 100 5 185 8 185 10 200
Michigan 1 100 3 185 8 185 10 185
Minnesota 6 185 8 185 18 275
Mississippi 1.5 100 5 185 8 185 10 185
Missouri 0.5 100 3 100 8 133 18 185
Montana 1 100 8 133 10 133
Nebraska 5 100 8 133 10 133
Nevada 1 75 8 133 10 133
New Hampshire 1 75 8 133 10 170
New Jersey 1 100 2 100 8 185 10 300
New Mexico 1 100 3 100 8 185 10 185
New York 1 185 8 185 12 185
North Carolina 1.5 100 7 100 8 185 10 185
North Dakota 1 75 8 133 10 133
Ohio 1 100 8 133 10 133
Oklahoma 1 100 3 100 8 133 10 150
Oregon 1.5 85 3 100 8 133 10 133
Pennsylvania 1.5 100 6 100 8 133 10 185
Rhode Island 1.5 100 6 185 8 185 10 185
South Carolina 1.5 100 6 185 8 185 10 185
South Dakota 1 100 8 133 10 133
Tennessee 1.5 100 6 100 8 185 10 185
Texas 3 130 8 185 10 185
Utah 1 100 8 133 10 133
Vermont 1.5 100 6 225 8 225 17 225
(continued )



eight, and coverage ranged as high as 185 percent of the poverty line. By
December 1991, state policies were more uniform because the most re-
strictive federal mandates had taken place, but some variation in poverty
cutoffs remained. In the subsequent years, several states expanded the age
limits even further, using state-only funds.

Most states continue to base eligibility, even for expansion populations,
on the income definitions used for cash welfare programs, formerly known
as AFDC and currently as TANF. In order to qualify for welfare, a family
must pass three tests: Their gross income must be below a multiple of the
state’s needs standard (this test was applied from 1982 onward only);3 their
gross income less certain disregards for work expenses and child care must
be below the state’s needs standard; and their gross income less certain dis-
regards less a portion of their earnings must be below the state’s payment
standard. The precise structure of these rules is described in the appendix
to Currie and Gruber (1994). States are also mandated to extend Medicaid
coverage for an additional twelve months to those families whose income
rises above TANF cutoffs, although states can impose premiums or other
restrictions after six months.

Although these broad rules describe eligibility, there is some state dis-
cretion, and increasingly so since the mid-1990s through state waivers to
AFDC, and then through the decentralization of welfare with the transi-
tion to the TANF program. The current panoply of rules is described in
more detail in Ku, Ullman, and Almeida (1999). It is worth noting that,
even if states tighten eligibility for cash assistance using their new discre-
tion under TANF, states are required to continue to provide Medicaid to
those who meet the AFDC criteria for eligibility in place in July 1996 (al-
though the enforceability of this requirement is unclear). Categorical eligi-
bility for AFDC/TANF and the expansions for pregnant women and chil-
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Table 1.3 (continued)

January 1988 December 1989 December 1991 December 1993

State Age Medicaid Age Medicaid Age Medicaid Age Medicaid

Virginia 1 100 8 133 18 133
Washington 1.5 100 8 185 8 185 18 185
West Virginia 0.5 100 6 150 8 150 18 150
Wisconsin 1 130 8 155 10 155
Wyoming 1 100 8 133 10 133

Sources: Yelowitz (1995) and Intergovernmental Health Policy Project (various editions).
Notes: The age limit represents the oldest that a child could be (at a given point in time) and still be eli-
gible. Medicaid column represents the Medicaid income limit for an infant (the maximum for an older
child is less).

3. From 1982 to 1984, this multiple was 1.5; from 1985 onward, the multiple was 1.85.



dren provide the vast majority of eligibility for Medicaid for those who are
not elderly or disabled; there are a few other minor optional state programs
described in YB.

Traditionally, eligibility for AFDC (and hence Medicaid) was condi-
tioned on asset holdings of less than $1,000 per family. As part of the leg-
islation that allowed states to expand their income cutoffs for Medicaid el-
igibility, the federal government also authorized states to remove their
asset tests for determining eligibility. States were quick to drop asset test-
ing once they had the chance, so that by the middle of 1989 fewer than ten
states still had asset tests.

1.1.3 Eligibility for the Elderly and Disabled

For the elderly and disabled, there are four primary routes to Medicaid
eligibility. The first is through the Supplemental Security Income (SSI) pro-
gram. The SSI program is a purely means-tested transfer program to the
elderly with countable income (which excludes income elements such as the
first $20 of Social Security payments per month) below a certain threshold
($545 for an individual and $817 for a couple, in 2002), and with countable
assets (which exclude the value of the home, automobiles, and substantial
personal effects) below $2,000 for an individual and $3,000 for a couple.
States are generally required to make all those elderly who qualify for SSI
eligible for Medicaid, unless they had more restrictive rules in place for el-
igibility before 1972; in that case, they can apply these more restrictive rules
rather than the federal SSI cutoffs. States can also extend eligibility to
somewhat higher-income groups if they make supplemental payments un-
der their state SSI programs.

The second route to eligibility for the elderly is the Medically Needy pro-
gram, which is designed to cover individuals who meet the family structure
requirements for welfare and whose gross resources are above welfare lev-
els, but whose high medical expenditures bring their net resources below
some certain minimal level. States who take up this option may establish
Medically Needy thresholds that are no more than 133 percent of the
state’s needs standard; states may also include asset limits that are no more
restrictive than those used for cash welfare (generally the asset limit for SSI
is used). Individuals can then “spend down” to these thresholds by sub-
tracting their medical expenditures from their gross income; if they do,
Medicaid will pay the remainder of their expenditures.4 Currently, thirty-
five states have a Medically Needy program (GB). Although this option is
available to all populations, it is used rarely by the nonelderly and nondis-
abled, but very frequently by the elderly, for whom the large costs of nurs-
ing home care can easily cause low countable incomes.
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A third route to eligibility is the “300 percent rule”, which allows states
to cover those who have low assets and income that does not exceed 300
percent of the SSI payment level. In states for which this is the only route
to Medicaid coverage of nursing home costs (seventeen states as of 1993,
according to YB), this means that if income exceeds this limit, these costs
are not covered regardless of their level.

A fourth route to eligibility for home- and community-based services
(HCBS; as opposed to institutionally provided care) is through the rapidly
growing number of state waivers in this area. As described in detail for each
state at www.hcfa.gov/medicaid/hpg4.htm, these waivers provide mecha-
nisms for states to experiment with alternatives to institutional care, in an
effort to reduce spending on caring for the elderly and disabled. There are
seven explicit services that may be provided in HCBS waiver programs
(case management, homemaker/home health aide services, personal care
services, adult day health, habilitation, and respite care), and other ser-
vices may be requested by states (such as nonmedical transportation, in-
home support services, special communication services, minor home mod-
ifications, and adult day care). To receive approval to implement HCBS
waiver programs, state Medicaid agencies must assure the Health Care Fi-
nancing Administration (HCFA) that, on an average per capita basis, the
cost of providing home- and community-based services will not exceed the
cost of care for the identical population in an institution; but to date there
is little evaluation of the net impact of these waivers on either noninstitu-
tional or (more relevantly) total program costs. There are currently 240
such waivers in effect, with all states having at least one.

For all of these routes, for the elderly, there are complicated rules corre-
sponding to the treatment of income at the point of application versus on-
going enrollment. In particular, since 1988, there has been a detailed set of
rules in place to protect against spousal impoverishment for those elderly
who have a spouse remaining in the community. These rules, which are de-
scribed in detail in YB, essentially allow those with spouses in the commu-
nity to disregard substantial sums of income in considering eligibility for
Medicaid.

For the disabled, an additional element is that Medicaid coverage has
been extended to those who work their way off the SSI rolls. This coverage
is available for a limited period of time and up to a limited income level.

Finally, there is an additional category of partial Medicaid eligibility for
other groups of elderly and the disabled. The Qualified Medicare Benefi-
ciary (QMB, or “quimbee”) program provides that for those aged and dis-
abled persons who are receiving Medicare whose incomes are below the
federal poverty level, and whose assets do not exceed twice the allowable
amount under SSI, states must pay Medicare part B premiums (the pay-
ment, currently $45.50 [1999] per month, that finances part of the cost
of physician care for the elderly) and any required Medicare coinsurance
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and deductible amounts. The Specified Low-Income Medicare Beneficia-
ries (SLMB, or “slimbees”) program mandates payment of part B premi-
ums only for those elderly/disabled with incomes between 100 and 135 per-
cent of the poverty line, and a portion of these premiums for those between
135 and 175 percent of the poverty line. Expansions to this program were
phased in along with the expansions to younger populations in the late
1980s and early 1990s, as described in more detail by Yelowitz (2000a).
Other groups of former disability recipients are also entitled to Medicaid
payment of their Medicare costs; see GB and YB for more details.

A group of particular interest, particularly in the wake of the 1996 wel-
fare reform legislation, is legal immigrants. Current law stipulates that le-
gal immigrants arriving in the United States after 22 August 1996 are inel-
igible for Medicaid benefits for five years; after that period, coverage is a
state option. Coverage is mandated for those arriving earlier than that date
who became disabled since arriving.

1.1.4 Services

Although states have substantial leeway along the two other key dimen-
sions of Medicaid policy, eligibility and reimbursement, they have much
less discretion when it comes to covered services, at least traditionally. All
categorically needy (as opposed to medically needy) enrollees are manda-
torily entitled to

• inpatient hospital services
• outpatient hospital services
• rural health clinic services
• federally qualified health center services
• other laboratory and X-ray services
• nursing facility services for individuals twenty-one or older
• EPSDT services for individuals under age twenty-one
• family planning services
• physicians’ services
• home health services for any individual entitled to nursing facility

(NF) care
• nurse-midwife services
• services of certified nurse practitioners and certified family nurse prac-

titioners

States do have the option of providing a more restrictive package of bene-
fits to the medically needy, with the minimum standards including only
prenatal and delivery services for pregnant women; ambulatory services
for individuals under age eighteen and those entitled to institutional ser-
vices; home health services for individuals entitled to NF services; and, if
the state covers the mentally disabled in intermediate care facilities (ICFs),
they must cover all the services provided to the categorically eligible.
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There is also a wide range of optional services, although they in general
do not amount to a very large share of total medical spending. The most
important of these (in terms of total program costs) are prescription drugs,
which are covered in every state, although a minority of states cover them
only for the categorically needy and not the medically needy (YB). Other
services covered by all or virtually all states include clinic services, op-
tometrists’ services and eyeglasses, dental services, prosthetic devices, eye-
glasses, nursing facility services for those under age twenty-one, interme-
diate care facility/mentally retarded services, and transportation services.
Although there is a long list of optional services, the fact that the most ex-
pensive ones are covered by virtually every state implies that there is sub-
stantial uniformity of the package of services covered from state to state.

There is some state leeway on services through utilization controls and
service limitations. States can impose limits on length of inpatient hospital
stay, on the number of visits to various sites of outpatient care, and on the
number of prescriptions and quantity of drugs per prescription, and many
states take advantage of these limitations (although with fairly high limits
that are likely to be infrequently binding). States also have some limited
discretion to impose cost sharing on enrollees, with some major excep-
tions: those under age eighteen, services related to pregnancy; hospital,
NF, and ICF services if the individual is required to spend all his or her in-
come (aside from a personal needs allowance) on the service; emergency,
family planning, or hospice services; and those enrolled in health mainte-
nance organizations (HMOs). These cost-sharing amounts are nominal,
however.

1.1.5 Reimbursement

States do have substantial discretion along the third major dimension of
Medicaid policy-making, provider reimbursement. States have always had
discretion in setting physician reimbursement. Before 1980, however, states
were required to use Medicare rules for reimbursing hospitals and nursing
facilities. The Boren amendment of 1980 allowed states to move to their
own methodologies for reimbursing these providers, so long as rates were
“reasonable and adequate.” In the wake of a long history of lawsuits
brought under the Boren amendment that reimbursement rates were not
reasonable, the amendment was repealed as part of the Balanced Budget
Act of 1997, which mandated only that states must provide public notice of
their proposed rates for reimbursing hospitals, nursing facilities, and ICFs
and the methods used to establish those rates.

For hospitals, almost all states used the freedom conferred on them by
the Boren amendment to move away from traditional retrospective, cost-
based reimbursement (a move made by the Medicare program itself under
the Prospective Payment System implemented in 1983). Most states moved
to a purely prospective system of rates that either pay a fixed amount per
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day or pay for the entire stay for a given diagnosis, while some states use a
hybrid of retrospective and prospective reimbursement. Some states also
negotiate rates with hospitals through a bidding process, whereby the
states restrict enrollees’ choice of hospital and negotiate with hospitals for
the right to provide services to Medicaid enrollees. In 1990, the American
Hospital Association estimated that, on average, Medicaid reimburses
hospitals for roughly 80 percent of their costs (YB).

Another important component of hospital reimbursement policy is Dis-
proportionate Share payments (DSH). The Omnibus Budget Reconcilia-
tion Act (OBRA) of 1981 mandated that states Medicaid reimbursement
systems “take into account the situation of hospitals which serve a dispro-
portionate number of low-income patients with special needs.” This defini-
tion was state-determined until 1988, and then federally mandated as re-
lating to a hospital’s load of both Medicaid and other low-income patients.
As discussed in more detail presently, this program provided a loophole
that allowed states to effectively increase the federal share of financing of
hospital payments, and starting in 1992 state DSH payments were capped.

Nursing facility reimbursement is also done on a largely prospective ba-
sis, usually using per diem rates; once again, states have substantial discre-
tion here, and there are wide variations in reimbursement rates. Some
states also adjust payments for the case mix of patients residing in the fa-
cility. Medicaid reimbursement rates appear to be roughly 80 percent as
generous as those of the private sector (YB). For an excellent review of
Medicaid policy and other issues in long-term care, see Norton (2000).

Physician reimbursement is also largely determined by the states, and, as
a rule, reimbursement is fairly low relative to private plans and to Medicare.
States generally use a fee schedule, whereby physicians are reimbursed for
their charges up to a set amount, based on diagnosis and treatment. Fees
vary enormously for individual services, as well as (although to a lesser ex-
tent) for the overall package of services: In 1989, the range of fees across
states for an office visit was from $10 to $104, and for total obstetric care
with a vaginal delivery the range was from $344 to $1,316; the range for the
value of the total package of services was a factor of 3.3 (YB). The average
state pays roughly 70 percent of what is paid under the Medicare program
for comparable treatments. The gap with private payers is even larger; for
vaginal childbirth, for example, Medicaid paid 43 percent of the amount
paid by private payers, and the increment for cesarean delivery was only 23
percent as large (Gruber, Kim, and Mayzlin 1998).

The method of reimbursing the other primary source of ambulatory
care, hospital outpatient departments, is varied as well, with most states
using prospective systems but with a larger component of retrospective
cost-based reimbursement than is used on the inpatient side. Importantly,
all providers are required to accept Medicaid payment rates as payments in
full, except where the nominal cost-sharing noted above is allowed.
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Finally, an important and complicated area of Medicaid reimbursement
policy is for prescription drugs. As described in Scott-Morton (1997),
under OBRA 1990 the Medicaid program established a “most-favored-
nation” provision under which pharmaceutical producers could charge
Medicaid no more than they charged to other payers. As predicted by the-
ory, this led to a rise in pharmaceutical prices by weakening the incentives
for price competition. Other specific details of Medicaid state reimburse-
ment policy for drugs are provided in YB.

States are also entitled to “buy into” private coverage for Medicaid when
it is cost-effective to do so. This situation might arise, for example, if a per-
son eligible for Medicaid is provided group health insurance; Medicaid
could in principle pay the employee’s share of the group premiums in that
case, lowering costs below the total cost of Medicaid coverage.

1.1.6 Waiver Options/Managed Care

An area of growing importance for state Medicaid policy is that of
waiver options, which allow states to experiment in limited ways outside of
the structure provided by federal guidelines. Since the early stages of Med-
icaid, states have been allowed to enroll their caseload in managed care or-
ganizations such as HMOs. OBRA 1981 established two new options,
“freedom of choice” and “home- and community-based care” waivers.
The former allows states to place some restrictions on the provider choice
set for enrollees, such as using primary care case management programs
through which enrollees must see a gatekeeper physician before seeking
specialty services, or using selective contracting of the type noted above
with hospitals. The latter option allows states to innovate with alternatives
to institutionally based care; originally, these innovations had to be
demonstrated to be cost-neutral, but since OBRA 1990 there are limited
funds available for waivers that increase costs. Of course, projections of
cost neutrality are tenuous at best, and to date there is little retrospective
evidence on the actual cost efficacy of these alternatives.

The past decade has seen an explosion in state use of managed care as a
means of controlling Medicaid program costs. Between 1993 and 2001, en-
rollment in Medicaid managed care increased by over 450 percent, and by
2001, 58 percent of Medicaid beneficiaries were enrolled in some form of
managed care. Medicaid managed care programs generally fall into two
categories: those where the health plan assumes full financial risk for the
services that it provides to enrollees (“risk-based” programs), and those
where an individual health provider is paid a monthly amount by the state
for managing health care services (the gatekeeper approach previously
noted). The Balanced Budget Act of 1997 further increased use of man-
aged care by removing the requirement of a federal waiver for enrolling the
majority of Medicare beneficiaries in managed care, allowing states to con-
tract with “Medicaid only” HMOs, and allowing states to lock beneficiar-
ies in the same plan for up to twelve months (GB).
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Despite its phenomenal growth, there has been relatively little work on
managed care in Medicare. Currie and Fahr (2000) nicely review the liter-
ature in this area. There are conjectures that the impacts of managed care
on health might be positive (through increased gatekeeping and facilita-
tion of primary care) or negative (through supply limits on care), but there
is little evidence to support either view. The best work here is probably
Levinson and Ullman’s (1998) study of managed care on birth outcomes in
Wisconsin. They found that enrollment in managed care by Medicaid
mothers was associated with increased use of prenatal care but no changes
in birth outcomes. A more general finding of past work is that Medicaid
managed care organizations (MCOs) select on health in their enrollment
decisions. Consistent with this, Currie and Fahr find that areas with higher
managed care penetration have higher enrollment of low-cost groups
(whites and older children) and lower penetration of high-cost groups
(blacks and younger children). The impact of managed care on the Medic-
aid program is clearly an area deserving of further work.

1.1.7 Administration and Financing

The Medicaid program is administered by state agencies under the gen-
eral oversight of the HCFA, Department of Health and Human Services
(DHHS). Within HCFA, Medicaid operations have been centered since
1990 in a separate Medicaid Bureau. States must designate a single admin-
istrative agency for program operations. This can be either the welfare or
social services department, the health department, a combination health/
social services department, or a separate entity that is Medicaid-specific.

A key component of Medicaid enrollment is the application process for
determining eligibility. Medicaid applications can be lengthy and cumber-
some. As a result, a number of states have established streamlined applica-
tion processes for pregnant women and children, along several dimensions.
The most important is “presumptive eligibility,” which allows potential en-
rollees to receive services after an interim determination by providers that
the woman or child is eligible. States have also shortened applications,
expedited eligibility processes, and outstationed case workers in health
care sites to ease the application process. By early 1998, forty states had
dropped asset tests for eligibility, forty-four had shortened application
forms, and twenty-seven had presumptive eligibility for pregnant women
(National Governors Association [NGA] 1998).

Medicaid also has a significant quality control component that is de-
scribed in great detail in YB. There are also detailed certification processes
for providers, particularly for nursing homes, to ensure quality care, as de-
scribed in YB.

Medicaid services and associated administrative costs are jointly fi-
nanced by the federal government and the states. The federal share of state
payments for services is an uncapped entitlement that is determined
through the federal medical assistance percentage (FMAP), which is cal-
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culated annually based on a formula designed to provide a higher percent-
age of federal matching payments to states with lower per capita incomes.
On average, the federal government pays roughly 57 percent of the costs of
the Medicaid program, with the percentage varying between 50 and 83 per-
cent across states. One source of controversy is whether state per capita
income is the right measure of state need in determining the federal cost
share; in a series of studies, the Government Accounting Office (GAO)
concluded that a measure based on state property values and the share of
the population in poverty would better capture both need and the state’s
own ability to finance care (YB). Federal funding for Medicaid is an enti-
tlement, created by Title XIX of the Social Security Act, and so does not
require reauthorization by the Congress.

State Medicaid spending has been rising very rapidly since the late 1980s,
as is documented in more detail presently. One controversial source of this
spending increase has been provider donations or taxes to the state. Essen-
tially, states had providers of Medicaid services either pay taxes or dona-
tions to the state, and then bill the cost of these actions to the Medicaid pro-
gram by selectively raising reimbursement through DSH. Since the
donations or taxes accrue 100 percent to the state, but increased DSH costs
are borne partially by the federal government (according to the FMAP for
that state), this mechanism caused a net transfer from federal to state gov-
ernments. The exact mechanics of these schemes is described in more detail
in YB. This became a very popular source of funding for the Medicaid pro-
gram in the early 1990s, a period when the federal government was mandat-
ing expanded eligibility for pregnant women and children, and contributed
to an explosion of both DSH and overall program costs. Subsequent legis-
lation has limited the use of these mechanisms, both by directly ruling out
some types of structures and by capping the magnitude of DSH payments.

1.1.8 Children’s Health Insurance Program

The largest single expansion of insurance entitlement since the estab-
lishment of the Medicaid program was the Children’s Health Insurance
Program (CHIP) in the Balanced Budget Act of 1997. This program allows
states to extend eligibility to children with incomes above Medicaid limits,
either through further expansions of Medicaid or through newer, more
flexible programs. The ultimate structure of the program represents an in-
teresting compromise between groups that advocated expansion of the ex-
isting Medicaid program and those that wanted simple lump-sum grants to
the states to spend on health care.

This program is a capped federal expenditure, amounting to $4.3 billion
in each of its first four years, and a total of $40 billion over ten years. These
funds are allotted to states initially in proportion to their share of the low-
income uninsured population, and eventually in proportion to both this
and the total number of low-income children (so as to not penalize states
that make progress on increasing insurance coverage). The FMAP for this
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program is equal to 1.3 times the states’ FMAP for Medicaid, to entice
states to expand coverage through this option.

State benefits packages under CHIP can be more limited than under
Medicaid, but they must meet (or be actuarially equivalent to) the cover-
age standards through either the Blue Cross/Blue Shield option of the Fed-
eral Employees Health Benefits Program (FEHBP), a health benefits plan
that is offered to state employees, or the HMO plan with the largest com-
mercial enrollment in the state. States with existing “state only” programs
that expanded beyond Medicaid limits using state funds could continue to
use their existing benefit packages. Cost sharing must remain nominal be-
low 150 percent of the poverty line, but above that point copayments and
premiums can amount to as much as 5 percent of family income.

This program leaves a substantial amount of discretion for the states in
how to spend their allotment, reflecting the compromise previously noted.
States were required to submit state plans to be reviewed by HCFA before
they could receive their initial allotments. As of 1 August 1999, all fifty
states and the District of Columbia had developed plans for children’s
health insurance expansions under CHIP—and all but three had received
federal approval (Ullman, Hill, and Almeida 1999). CHIP will in principle
dramatically increase eligibility for children; the average income threshold
for children across the states will rise from 121 percent of the federal
poverty line to 206 percent. Of the fifty-one CHIP plans submitted, eight-
een expand Medicaid, seventeen create programs separate from Medicaid,
and sixteen do both; ten of the states with “new” programs actually have
Medicaid look-alike programs that cap enrollment, impose expanded cost-
sharing requirements, or both (Ullman, Hill, and Almeida).

1.2 Program Statistics

1.2.1 Expenditures and Enrollment

Medicaid expenditures over time are shown in table 1.4. Expenditures in
1966 totaled $1.7 billion and by 2001 were expected to rise to over $219 bil-
lion. Program growth was fastest from 1988 through 1994, when the pro-
gram virtually tripled over a seven-year period; as previously noted, this is
a period marked by both substantial eligibility expansions and state gam-
ing of the DSH system to pay for the expansions. There has been a slight
rise in the federal share since the early years of the program; the federal
share rose from 54 percent on average in 1970 to 57 percent in 2001.

Enrollment growth has also been rapid, as shown in table 1.5. The total
number of recipients has risen from 17.6 million in 1972 to 37.9 billion in
2001. The most rapid growth has been in the disabled, and the largest ab-
solute growth has been in dependent children under age twenty-one. The
current division of spending across these groups is shown as well at the bot-
tom of table 1.5.
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Table 1.4 Medicaid Expenditures

Total Federal State

Fiscal % % % 
Year ($ millions) Increase ($ millions) Increase ($ millions) Increase

1966a 1,658 — 789 — 869 —
1967a 2,368 42.8 1,209 53.2 1,159 33.4
1968a 3,686 55.7 1,837 51.9 1,849 59.5
1969a 4,166 13.0 2,276 23.9 1,890 2.2
1970a 4,852 16.5 2,617 15.0 2,235 18.3
1971 6,176 27.3 4,361 29.3 4,074 45.4
1972b 8,434 36.6 4,361 29.3 4,074 45.4
1973 9,111 8.0 4,998 14.6 4,113 1.0
1974 10,229 12.3 5,833 16.7 4,396 6.9
1975 12,637 23.5 7,060 21.0 5,578 26.9
1976 14,644 15.9 8,312 17.7 6,332 13.5
TQc 4,106 n.a. 2,354 n.a. 1,752 n.a.
1977 17,103 16.8d 9,713 16.9d 7,389 16.7d

1978 18,949 10.8 10,680 10.0 8,269 11.9
1979 21,755 14.8 12,267 14.9 9,489 14.8
1980 25,781 18.5 14,550 18.6 11,231 18.4
1981 30,377 17.8 17,074 17.3 13,303 18.4
1982 32,446 6.8 17,514 2.6 14,931 12.2
1983 34,956 7.7 18,985 8.4 15,971 7.0
1984 37,568 7.5 20,061 5.7 17,508 9.6
1985e 40,917 8.9 22,655f 12.9 18,262f 4.3
1986 44,851 9.6 24,995 10.3 19,856 8.7
1987 49,344 10.0 27,435 9.8 21,909 10.3
1988 54,116 9.7 30,462 11.0 23,654 8.0
1989 61,246 13.2 34,604 13.6 26,642 12.6
1990 72,492 18.4 41,103 18.8 31,389 17.8
1991 91,519 26.2 52,532 27.8 38,987 24.2
1992 118,166 29.1 67,827 29.1 50,339 29.1
1993 131,775 11.5 75,774 11.7 56,001 11.2
1994 143,204 8.7 82,034 8.3 61,170 9.2
1995 156,395 9.2 89,070 8.6 67,325 10.1
1996 161,963 3.6 91,990 3.3 69,973 3.9
1997 167,635 3.5 95,552 3.8 72,083 3.1
1998 177,364 5.8 100,177 4.8 77,187 7.1
1999g 189,547 6.9 108,042 7.9 81,505 5.6
2000g 203,714 7.5 116,117 7.5 87,597 7.5
2001g 219,014 7.5 124,838 7.5 94,176 7.6

Source: Budget of the U.S. Government, fiscal years 1969–2001, and HCFA.
Notes: n.a. indicates not available. Totals may not add due to rounding.
aIncludes related programs that are not separately identified, although for each successive year a larger
portion of the total represents Medicaid expenditure. As of 1 January 1970, federal matching was only
available under Medicaid.
bIntermediate care facilities (ICFs) transferred from the cash assistance programs to Medicaid effective
1 January 1972. Data for prior periods do not include these costs.
cTransitional quarter (beginning of federal fiscal year moved from July 1 to October 11).
dRepresents increase over fiscal year 1976 (i.e., five calendar quarters).
eIncludes transfer of function of state fraud control units to Medicaid from Office of Inspector General.
fTemporary reductions in federal payments authorized for fiscal years 1982–84 were discontinued in fis-
cal year 1985.
gCurrent law estimate.



In recent years, enrollment growth has slowed for nonelderly or disabled
adults and their dependents. This slowdown has been noticeable because of
the correspondence in timing with the enormous reduction in welfare case-
loads of recent years, leading to the possibility that a costly side effect of
welfare reform is reduced health insurance coverage. Ku and Garrett (2000)
investigate the determinants of Medicaid caseloads over time and conclude
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Table 1.5 Unduplicated Number of Medicaid Recipients by Eligibility Category, Fiscal Years
1972–95 (in thousands)

Adults with Other
Fiscal Age Dependent Dependent Title
Year Total 65 Blindness Disabled Children Children XIXa

1972 17,606 3,318 108 1,625 7,841 3,137 1,576
1973 19,622 3,496 101 1,804 8,659 4,066 1,495
1974 21,462 3,732 135 2,222 9,478 4,392 1,502
1975 22,007 3,615 109 2,355 9,598 4,529 1,800
1976 22,815 3,612 97 2,572 9,924 4,774 1,836
1977 22,832 3,676 82 2,636 9,651 4,785 1,852
1978 21,965 3,376 82 2,636 9,376 4,643 1,852
1979 21,520 3,364 79 2,674 9,106 4,570 1,727
1980 21,605b 3,440 92 2,817 9,333 4,877 1,499
1981 21,980 3,367 86 2,993 9,581 5,187 1,364
1982 21,603 3,240 84 2,806 9,563 5,356 1,434
1983 21,554 3,371 77 2,844 9,535 5,592 1,129
1984 21,607 3,238 79 2,834 9,684 5,600 1,187
1985 21,814 3,061 80 2,937 9,757 5,518 1,214
1986 22,515 3,140 82 3,100 10,029 5,647 1,362
1987 23,109 3,224 85 3,296 10,168 5,599 1,418
1988 22,907 3,159 86 3,401 10,037 5,503 1,343
1989 23,511 3,132 95 3,496 10,318 5,717 1,175
1990 25,255 3,202 83 3,635 11,220 6,010 1,105
1991 28,280 3,359 85 3,983 13,415 6,778 658
1992 30,926 3,742 84 4,378 15,104 6,954 664
1993 33,432 3,863 84 4,932 16,285 7,505 763
1994 35,053 4,053 87 5,372 17,194 7,586 763
1995 36,282 4,119 92 5,767 17,164 7,605 1,537
1996 36,118 4,285 95 6,126 16,739 7,127 652
1997c 34,872 3,955 6,129d 15,266 6,803 524
1998 40,649 3,964 6,638 18,309 7,908 655
1999 37,500 4,700 7,000 17,500 7,600 700

Source: Health Care Financing Administration, U.S. Department of Health and Human Services; [http://
www.hcfa.gov/stats/hstats98/blusta98.htm#Table 11] and [http://www.hcfa.gov/medicaid/MCD97T09.
htm].
aThis category is composed predominantly of children not meeting the definition of “dependent” chil-
dren, that is, “Ribicoff children.”
bBeginning in fiscal year 1980, recipients categories do not add to the unduplicated total due to the small
number of recipients that are in more than category during the year.
cFiscal year 1977 began in October 1976 and was the first year of the new federal fiscal cycle. Before 1977,
the fiscal year began in July.
dFor fiscal years 1997–99, blind and disabled categories are combined.



that the recent declines are primarily attributable to both the improved
economy and welfare reforms. Garrett and Holahan (2000) show that many
welfare leavers lose their Medicaid coverage despite laws that allow them to
extend Medicaid for one year after exiting welfare. In particular, they find
that, among children whose families have been off welfare for six months,
only one-fifth are uninsured. Of the children whose families have been off
welfare for a year or more, however, almost one-third are uninsured.

Table 1.6 shows the division of Medicaid program spending by enroll-
ment category, in 1998 and over time. Spending rose most rapidly for the
blind and disabled, and least rapidly for adults. In recent years, spending
growth has also been particularly rapid for children.

Table 1.7 shows the division of Medicaid program spending by service
category, in 1997 and over time. Roughly one-fifth of program spending is
on inpatient hospital expenses, and roughly another quarter is on skilled
nursing facilities. Another 8 percent is on intermediate care facilities for
the mentally retarded. Only 6 percent of program spending is on physi-
cians’ services, and another 5 percent is spent on other ambulatory care de-
livered in hospital outpatient departments and in clinics. The other major
categories of spending are home health care and prescription drugs, each
with 10 percent of program spending.

In terms of spending growth, the most rapidly growing categories since
1975 have been outpatient hospital expenses and home health expenses. In
the 1990s in particular, home health, skilled nursing facility, and prescribed
drug expenditures have grown the most rapidly, while hospital inpatient ex-
penditures have been kept relatively in check, perhaps due to increasing
use of prospective reimbursement strategies.

1.2.2 Eligibility and Takeup

A key issue with all social insurance programs is limited takeup among
those eligible, and Medicaid is no exception, an issue discussed at length
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Table 1.6 Medicaid Payments by Eligibility Category, Fiscal Years 1975, 1980, 1985, 1990,
1995, and 1998 (in billions of constant 1998 dollars)

Age 65 Blind or
and Older Disabled Children Adults Other Total

1975 13.7 9.9 6.9 6.5 1.5 38.4
1980 17.7 15.4 6.3 6.6 1.2 47.3
1985 21.4 20.4 6.7 7.2 1.2 57.0
1990 27.1 30.7 11.5 10.8 1.3 81.7
1995 39.1 52.9 19.2 14.5 1.6 128.6
1998 40.6 60.4 20.5 14.8 6.0 142.3
Average annual % 

change 1975–98 5.1 8.6 5.1 3.8 6.4 6.1

Source: U.S. Congress, Committee on Ways and Means (2000).
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presently. Eligibility, as described above, is determined through a compli-
cated set of screens on income, family structure, and in some cases assets.
In a series of papers with Janet Currie and Aaron Yelowitz, I have devel-
oped an eligibility calculator for children and pregnant women for the
Medicaid program based on data from the Current Population Survey
(CPS). This program has been recently updated to 1996 and improved for
children in Dafny and Gruber (2000).5

Figure 1.1 graphs our estimates of national eligibility, and Medicaid cov-
erage rates, for children aged zero to fifteen; these data are from the CPS as
well. Take-up is close to full in the early 1980s, before the expansions of
Medicaid, but falls considerably over time as Medicaid expands.6 By 1996,
31 percent of children are eligible for Medicaid, but only 22.6 percent are
enrolled, for an average take-up rate of 73 percent. But the falling take-up
rate over time highlights the difference between average and marginal take-
up rates of expansions, which is discussed in more detail presently.

This figure masks enormous state heterogeneity in eligibility policy,
which is illustrated in table 1.8, which shows estimated eligibility by state

36 Jonathan Gruber

5. In particular, we make two major limitations to eligibility relative to the approach used
in the model previously. First, we do not assume that children can avail themselves of the med-
ically needy option, since this requires extensive medical spending over several consecutive
months and is unlikely to be a realistic consideration for the typical child. Second, we incor-
porate in only a limited way the child care deduction for earned income, reflecting the limited
take-up of this deduction in practice.

6. The large jump in coverage in 1987 is due to a CPS redesign in March 1988 (which col-
lected the coverage data for 1987).

Fig. 1.1 Eligibility and coverage of children 0–15



Table 1.8 Estimated Eligibility by State (average among children up to age fifteen)

State 1983 Eligibility 1996 Eligibility Difference

United States 0.131 0.292 0.161
Alabama 0.084 0.284 0.200
Alaska 0.173 0.150 –0.023
Arizona 0.087 0.472 0.385
Arkansas 0.084 0.289 0.205
California 0.223 0.22 0.099
Colorado 0.076 0.192 0.116
Connecticut 0.124 0.309 0.185
Delaware 0.070 0.188 0.118
District of Columbia 0.304 0.473 0.169
Florida 0.102 0.323 0.221
Georgia 0.095 0.287 0.192
Hawaii 0.213 0.672 0.459
Idaho 0.0455 0.225 0.1795
Illinois 0.148 0.231 0.083
Indiana 0.090 0.153 0.063
Iowa 0.161 0.200 0.039
Kansas 0.073 0.228 0.155
Kentucky 0.103 0.346 0.243
Louisiana 0.087 0.345 0.258
Maine 0.134 0.267 0.133
Maryland 0.104 0.318 0.214
Massachusetts 0.109 0.214 0.105
Michigan 0.226 0.304 0.078
Minnesota 0.107 0.514 0.407
Mississippi 0.113 0.319 0.206
Missouri 0.123 0.232 0.109
Montana 0.045 0.338 0.293
Nebraska 0.051 0.225 0.174
Nevada 0.043 0.157 0.114
New Hampshire 0.037 0.267 0.23
New Jersey 0.135 0.221 0.086
New Mexico 0.060 0.589 0.529
New York 0.204 0.321 0.117
North Carolina 0.054 0.243 0.189
North Dakota 0.097 0.148 0.051
Ohio 0.129 0.220 0.091
Oklahoma 0.115 0.305 0.190
Oregon 0.101 0.298 0.197
Pennsylvania 0.164 0.314 0.150
Rhode Island 0.149 0.209 0.060
South Carolina 0.131 0.251 0.120
South Dakota 0.054 0.212 0.158
Tennessee 0.112 0.266 0.154
Texas 0.063 0.283 0.220
Utah 0.168 0.178 0.010
Vermont 0.183 0.458 0.275
Virginia 0.083 0.256 0.173
Washington 0.058 0.434 0.376
West Virginia 0.120 0.494 0.374
Wisconsin 0.146 0.210 0.064
Wyoming 0.023 0.202 0.179



for 1983 and 1996, on average among children aged zero to fifteen. Eligi-
bility varied substantially across the states in both 1983 and 1996, and
there were quite differential changes in eligibility across states as well. For
example, over this period, eligibility rose by over 50 percent in New Mex-
ico, by 45 percent in Hawaii, and by 39 percent in Arizona; but eligibility
rose by only 1 percent in Utah and 6 percent in Rhode Island, and actually
fell by 2.3 percent in Alaska.

Unfortunately, there are no estimates of eligibility for Medicaid and
take-up of the program by the elderly and disabled. These would be com-
plicated dynamic calculations, because many elderly or disabled who are
not currently eligible could become so by spending down enough of their
resources to qualify.

1.3 Review of Issues

1.3.1 How Does Public Health Insurance Affect Health?7

Ultimately, the question of most interest for analysis of the Medicaid
program is how it affects the health of the target population, and at what
cost. To understand the effects of Medicaid policy on health, however, it is
important to trace through the channels by which these legislative rules are
translated to actual health improvements. In this section I provide a brief
overview of these channels through a general structure that applies to all
elements of the Medicaid program. In the next section, I review what we
know about each of them, within the context of each of the different func-
tions of the Medicaid program.

The process by which Medicaid determines health is depicted in figure
1.2. The first step in evaluating the effect of Medicaid policy on outcomes
of interest, such as health, is to examine the effects on the eligibility of per-
sons for the Medicaid program. How rules get translated to actual eligible
populations is a function of where the eligibility levels cut in the distribu-
tion of income and other characteristics such as family structure. Deter-
mining population eligibility is particularly difficult for the disabled, since
disability is a somewhat ambiguous concept in this context.

The next step is the translation of Medicaid eligibility into Medicaid
coverage. An important feature of social insurance programs is that indi-
viduals do not always take up the benefits for which they are eligible. For
example, Blank and Card (1991) estimate that take-up of unemployment
insurance benefits only about two-thirds, and Blank and Ruggles (1996)
find similar take-up rates for the AFDC and Food Stamps programs. Thus,
only some of the previously uninsured will take-up the benefits to which
they are entitled.
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7. This discussion parallels and draws extensively on Gruber (1997).



The previously uninsured are not the only group that takes up benefits,
however. In fact, the majority of those made eligible for the expansions ac-
tually had private insurance already. Some of those individuals will find it
attractive to drop that private insurance and join the Medicaid program,
“crowding out” their private insurance coverage.

Moreover, once covered by Medicaid, individuals will not automatically
increase their utilization of medical care. Many physicians do not treat
publicly insured patients, possibly because public insurance programs
generally reimburse at rates far below private fee levels. A number of ob-
servers have alleged that there is a shortfall in the supply of physicians
willing to serve Medicaid patients. The American Medical Association
(AMA; 1991) reports that 26 percent of physicians described themselves
as “non-participants” in the Medicaid program, and only 34 percent re-
ported that they participated “fully” and were accepting new Medicaid pa-
tients. This problem is exacerbated by the fact that many of the patients
who would be made eligible for public insurance are concentrated in areas
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that are underserved by physicians (Fossett and Peterson 1989; Fossett et
al. 1992).8

Finally, increases in the utilization of care will not necessarily improve
health. Many economists emphasize that medical care may actually be of
limited relevance for health, relative to the other behavioral and environ-
mental factors affecting the health of low-income persons. A number of
studies suggest that much of the medical care provided to both adults and
children is inappropriate and may have little health benefit. There is a large
literature that suggests that insured persons are in better health than the
uninsured, but this literature has generally failed to fully surmount the
problem of omitted joint determinants of insurance and health status.
Clever studies that use exogenous variation in insurance coverage or med-
ical access (Lurie et al. 1984; Bindman et al. 1991) document positive
effects of insurance on adult health, but a randomized trial (Newhouse
1993) suggested that increasing the generosity of insurance coverage had
little health benefit.

Whether or not increases in utilization improve health outcomes, there
is a definite link between increased utilization and increases in Medicaid
program costs. Thus, the final step in assessing the efficacy of Medicaid
policy is to compare the costs of utilization increases to any health bene-
fits, to compute the cost-effectiveness of the program.

1.3.2 Take-up and Crowdout

Given the importance of translating Medicaid eligibility into participa-
tion, it is worth reviewing in some more detail the mechanics of this step.
The economics of program participation among the existing uninsured
parallels a number of analyses of take-up of programs such as AFDC.
Moffitt (1983) provides an excellent exposition of the economics of that
take-up decision. To summarize, in this model, individuals are trading off
the income gained from participation against the stigma costs of partici-
pating. They must also incorporate the high implicit taxes on working in
the range of program eligibility, so that the underlying wage rate is a key de-
terminant of participation. If the return to work is high enough, or stigma
is high enough, eligibles will not participate.

Cutler and Gruber (1996a) lay out the economics of crowdout, follow-
ing Peltzman’s (1973) seminal analysis of crowdout of private education by
public education expenditures. Consider a person or family eligible for
Medicaid, deciding on their insurance choice. For simplicity, they assume
that insurance is sold individually and that policies differ only in the com-
prehensiveness of medical care that is covered. For example, more gener-
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8. For example, Fossett et al. (1992) compared Chicago neighborhoods with 50 percent of
the population on welfare to neighborhoods with 10 percent of the population on welfare and
found that there were twice as many physicians practicing in the wealthier areas (on a per
child basis).



ous plans offer a greater range of providers or cover a wider set of medical
services. People choose between more generous insurance and other
goods, as shown in figure 1.3. People valuing insurance highly (i.e., those
demanding the highest quality providers) will choose a policy such as D,
whereas those valuing insurance less highly will choose a point such as E.

Now the government introduces free public insurance with generosity
M. On paper, Medicaid is a very valuable policy—almost everything is
covered, and there is little or no cost sharing. For many reasons, however,
the value of Medicaid is below that of private policies. Because of low Med-
icaid reimbursement rates, providers are often reluctant to treat Medicaid
patients, thus reducing the value of coverage. In addition, individuals may
not want to be enrolled in public programs because of the stigma associ-
ated with public programs or the difficulty in enrolling. Finally, the value
of Medicaid may be low because individuals may have difficulty shifting
from Medicaid back into private coverage if they have preexisting medical
conditions. We thus show the value of the Medicaid package as below the
value of most private policies.

Individuals cannot purchase a supplement to Medicaid (for example, an
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option to see higher-quality doctors by paying more on the margin). Thus,
individuals who choose the public sector must consume insurance of ex-
actly the amount M; if they want any higher-quality insurance, they return
to the original budget constraint. The budget constraint with Medicaid is
therefore ABMC. In response to this public coverage, people with low val-
ues of private insurance (such as E) will choose to enroll in the public sec-
tor, while individuals with a high valuation of insurance (such as D) will
choose to retain their private insurance.

The key empirical prediction of this model is readily apparent in figure
1.3: As the value of public coverage rises, relative to the underlying demand
for insurance quality, then individuals will be more likely to drop their
private insurance and enroll in Medicaid. Given the absence of informa-
tion on desired insurance coverage for individuals, most work in this area
tests a weaker prediction of this model: On average, individuals made eli-
gible for public insurance will reduce their private insurance coverage, rel-
ative to groups not eligible for public insurance. A complication to this
analysis is that most private health insurance is provided through employ-
ment, rather than being purchased individually, so that workers may not
receive the savings from forgoing employer-provided coverage. Although
empirical evidence suggests that health insurance costs are passed back to
workers (Gruber 1994; Sheiner 1994), this research has not established
whether this passback occurs in response to individual or group choices of
insurance. If individual workers do not receive the savings from choosing
not to purchase insurance, they will perceive moving to Medicaid as a re-
duction in health insurance but not as an increase in other consumption.
Fewer people will drop private insurance coverage in this case.

In the absence of complete wage shifting, employers may encourage
workers to drop coverage in other ways. One way to do this is to reduce the
generosity of the benefits offered, or in the limit, to simply stop offering in-
surance to the workers; in either case, these limitations on the private op-
tion will make the public option relatively more attractive. Alternatively,
employers can reduce the share of the premium that they pay. When em-
ployees pay more of the premium, the link between Medicaid receipt and
additional income may be more direct (since it does not operate through
the veil of shifting to wages). In addition, because there is a tax subsidy for
employer spending on insurance but not for individual spending, increas-
ing the share of the premium that employees pay directly effectively raises
the price of private insurance relative to Medicaid.

Because of IRS nondiscrimination rules, however, neither of these actions
can be used selectively for those workers eligible for public insurance. If in-
surance is offered, it must be offered to all full-time workers (Cutler and
Madrian 1998). As a result, all of these actions increase the total cost of in-
surance for employees that do not qualify for public coverage, since they lose
the tax subsidy for some insurance purchases, or (if employers drop cover-
age) they must purchase insurance in the more expensive individual market.
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On net, therefore, the link between health insurance and employment
may increase or decrease the amount of crowdout. If worker-specific shift-
ing is not possible, then crowdout may be reduced, as employees do not re-
alize the savings from moving to the public sector. If employers increase
cost sharing or reduce coverage for all workers, however, more workers
may decide to drop coverage than are immediately eligible for Medicaid.

A key issue for thinking about take-up and crowdout is the cash equiva-
lent value of Medicaid coverage. Estimating this value is a daunting chal-
lenge, and there has been little work in this area since the important study
of Smeeding (1982). He summarizes the various approaches to valuing in-
kind benefits such as Medicaid and concludes that the economic value of
Medicaid benefits to recipients is less than half of the market value. But
this conclusion is based on a number of assumptions about preferences for
medical care that are difficult to verify empirically. There is clearly no con-
sensus at this point on the value of Medicaid to recipients in dollar terms.

1.3.3 Medicaid and Labor Supply

The impact of the Medicaid program on labor supply is also potentially
important, as is illustrated by the excellent exposition in Yelowitz (1995).
As noted earlier, a key feature of several public assistance plans is that, in
addition to cash benefits, individuals qualify for Medicaid coverage of
their medical expenses. This coverage can amount to quite a valuable ben-
efit, particularly since the work opportunities available to potential AFDC
and SSI participants are low-wage, low-skilled jobs without health cover-
age.9 As a result, the linkage of Medicaid to public assistance participation
both encourages nonworkers to sign up for the programs and taxes work
among potential recipients. That is, there is a form of “welfare lock”: Indi-
viduals are reluctant to leave government programs because they will lose
their health insurance.

This effect is illustrated in figure 1.4, from Yelowitz (1995); see also Win-
kler (1991). This figure shows the welfare receipt and work decisions of a
single woman with children, who can receive AFDC if her income is below
Hbreakeven. This woman trades off utility from leisure and from consumption
of goods that is financed from wage income or from welfare payments. The
recipient faces a constant post-tax wage w0. However, she is assumed to be
unable to obtain a job with health insurance.10

At zero income, this woman receives a certain amount of cash welfare in-
come from AFDC, as well as in-kind benefits, such as food stamps and
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9. I use AFDC to summarize the effects of AFDC/TANF, since all of the work cited in this
area refers to the older program.

10. Equivalently, she may be able to obtain a job with insurance, but only at a compensat-
ing differential that exactly equals her valuation of that insurance. Short, Cantor, and Mon-
heit (1988) find that 43 percent of people who left welfare were covered by private health in-
surance. Since only those with the best opportunities leave welfare, the likelihood of finding
a job with insurance for the average welfare recipient, should he or she leave the program, is
quite low.



Medicaid. As she earns labor income, her AFDC and non-Medicaid in-
kind benefits are taxed away at a high marginal rate, so that her after-tax
wage is w1 � (1 – �AFDC ) � w0.11 Once she works more than Hbreakeven , the
hours of work where the entire welfare benefit is taxed away, she loses her
AFDC eligibility and hence her Medicaid benefits. This creates a domi-
nated part of the budget set, known as the “Medicaid notch.” This notch
provides a major disincentive to working her way off welfare. As Yelowitz
documents, for a mother with two children in Pennsylvania in January
1991, the woman would have to earn more than $5,000 additional dollars
off welfare to break even with her income on AFDC at point Hbreakeven . Of
course, although removing the notch (e.g., by allowing those to keep Med-
icaid if they leave the welfare rolls) will improve incentives to leave welfare,
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Fig. 1.4 “Welfare lock” effect on single women with children

11. This marginal rate is 67 percent for the first four months, and 100 percent thereafter (af-
ter a basic exemption and some deductions for work and child care expenses).



this could reduce incentives for work among those with incomes slightly
above this notch, so the net effect of the notch on total labor supply is un-
clear.

Reducing welfare lock through public insurance expansions can also
have additional effects on labor market equilibrium, through adjustments
of private insurance coverage and wages. If there is crowdout of private in-
surance through Medicaid expansions, then public insurance expansions
will not only reduce welfare lock, but will also potentially reduce “job
lock” (insurance-induced immobility across private-sector jobs) as well.
By providing extra-workplace insurance coverage for workers or their de-
pendents, Medicaid frees up workers to move to more productive posi-
tions. In addition, there may also be effects on wages and hiring, since em-
ployer insurance costs have been shifted to the government. If the costs of
insurance are not shifted to wages, then the expansions provide a subsidy
to the hiring of the low-wage workers who are likely to be eligible for the
program and who will therefore not take up costly employer-provided in-
surance.

1.3.4 Medicaid and Family Structure

Another potentially important set of impacts of the Medicaid program
for families is on family structure, along at least two dimensions. The first
is the marriage decision, as described in Yelowitz (1998b). Traditionally, in
order to qualify for Medicaid, women had to be single mothers on the
AFDC program. Given that the potential marriage partners for many wel-
fare mothers may not have health insurance to provide for the woman and
her children, this could result in the woman’s remaining single in order to
qualify for Medicaid.

The second is for fertility, through two channels. First, Medicaid cover-
age of pregnancy may lower the financial barriers to childbirth. Unless dis-
count rates are incredibly high, it seems unlikely that coverage for preg-
nancy could actually cause women to have more children. But Leibowitz
(1990) did find that more generous insurance coverage in the RAND
Health Insurance Experiment led to shifts in the timing of childbirth. Sec-
ond, by covering the costs of children’s medical care, Medicaid may lower
the present discounted value costs of having a child. Of course, this anal-
ysis is complicated because the both the family’s financial situation and the
restrictions and benefits of the Medicaid program may change substan-
tially over the eighteen years that the child may be covered by Medicaid, so
it may be difficult to project the actual value of the program in lowering fu-
ture medical costs.

1.3.5 Medicaid and Saving

As discussed in Gruber and Yelowitz (1999), there are three channels
through which increased Medicaid generosity might affect saving and con-
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sumption decisions: precautionary accumulation, redistribution, and as-
set testing. First, by reducing medical expenditure risk for eligible families,
the Medicaid program lowers their need for precautionary saving. This
will raise consumption and lower wealth holdings. This point is explicitly
demonstrated by Kotlikoff (1988). He presents simulations of a life-cycle
model with uncertainty that demonstrate that asset accumulation will be
much lower in an economy with public insurance available than in one
where individuals self-insure their medical expenses through savings.

This negative effect on wealth holdings may be offset, however, by the
second effect: Medicaid is explicitly redistributive and consequently in-
creases the resources of persons who become eligible for the program. For
those who were previously uninsured, this increase occurs through a re-
duction in their expected medical outlays. For those who had private in-
surance but chose to drop it in order to sign up for the Medicaid program,
there is a reduction in expected outlays for both out-of-pocket spending
and insurance payments. This redistributive transfer is transitory; it only
lasts as long as the family is eligible for Medicaid, on both income and
demographic grounds. Thus, to the extent that families are operating in a
forward-looking life-cycle framework, the transfer will be saved and
spread over future periods when there is higher out-of-pocket medical
spending risk, offsetting the precautionary saving effect. On the other
hand, to the extent that families are not perfectly forward-looking or that
they are qualifying for Medicaid because they are transitorily poor, some
of this transfer will be spent today.

The third and final channel is one that is highlighted by Hubbard, Skin-
ner, and Zeldes (1995): asset testing. Over the entire population, asset tests
should lower savings; but this effect might be expected to be small, to the
extent that a large share of the population does not consider Medicaid to
be a relevant option. Of potentially more interest is the interaction of asset
tests with eligibility. On the one hand, following the Hubbard-Skinner-
Zeldes logic, in a world with an asset test individuals who are made eligible
on income grounds but not on asset grounds may reduce their savings to
qualify for the program. In this case the presence of an asset test will exac-
erbate the savings reduction (and consumption increase) from expanding
Medicaid, since the newly eligible individuals must reduce their savings to
qualify (on top of the precautionary effect discussed earlier).

On the other hand, if an asset test is in place, newly eligible individuals
with reasonably high savings may not consider this program a realistic op-
tion, so that the expansions will not affect their savings. Under this model,
asset tests may mitigate the savings and consumption effects of expansions,
since there is no precautionary saving effect or redistributive effect for
newly eligible persons who are high savers (and who consider the program
irrelevant). Finally, asset tests may have no effect, in that they are not bind-
ing or difficult to enforce. Thus, the net interactive effect of asset tests and
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eligibility is unclear. As a result, on net across these three effects, there is an
ambiguous prediction for the effect of Medicaid eligibility on saving.

For the elderly, the impact of Medicaid on saving operates in a similar
way, with all three effects. Here, however, we might expect the impact to be
heightened since the potential spending risk on nursing homes is so much
larger, and since even low-income elderly families can have substantial fi-
nancial assets.

1.4 Evidence on Medicaid’s Impacts

There is a large empirical literature that investigates the impact of Med-
icaid on insurance coverage, health care utilization and outcomes, labor
supply, family structure, saving, and long-term care utilization and quality.
I will review each of these literatures in turn.

1.4.1 Introduction: Identification of Medicaid Impacts

To introduce these literatures, it is worth reviewing the key issue in eval-
uating empirically the effects of Medicaid on behavior: how to separate (or
identify) Medicaid’s effects relative to confounding influences that might
be correlated with changes in Medicaid. Consider, for example, a simple re-
gression in a cross section of individuals of some behavior (e.g., health care
utilization) on a dummy for whether the individual is covered by Medicaid.
There are three confounding influences on a causal interpretation of the
Medicaid coefficient in this type of regression. First, as highlighted earlier,
take-up of Medicaid among eligibles is an individual decision that could be
correlated with other behaviors, such as tastes for medical intervention.
For example, individuals who are in poorer health will use more medical
care and will be more likely to enroll in Medicaid. Thus, the exogenous re-
gressor here is Medicaid eligibility, not Medicaid coverage, since the latter
will produce estimates that suffer from selection bias.

Second, however, an individual indicator for Medicaid eligibility may it-
self lead to biased estimates, for three reasons. One is omitted variables
bias. Eligibility is a function of a variety of factors about individuals that
might also be correlated with their underlying behavior, such as income,
family structure, or age. In principle, these factors can be controlled for in
multivariate regression. But, in practice, eligibility is a complicated non-
linear function of these factors and how they interact with a state’s policy
regime, so it will be difficult to fully control for their influence. Moreover,
differences in the financial circumstances of particular places and times
(e.g., a recession in a particular state) might be correlated with both aggre-
gate eligibility and the outcome variables of interest. Another factor is en-
dogeneity: A sick child may cause lower parental income (if a parent is
forced to leave work to care for the child, for example), leading to a spuri-
ous positive correlation between Medicaid eligibility and utilization. Fi-

Medicaid 47



nally, there may be substantial measurement error in the eligibility indica-
tor, given the limitations of standard survey data sets (e.g., the reporting of
only annual income instead of the monthly income used by program ad-
ministrators to assess eligibility).

A solution to this second class of confounding influences is to find an in-
strument that is correlated with individual eligibility for Medicaid but not
otherwise correlated with the outcome variables of interest. A natural in-
strument that meets these conditions is one that varies only with the leg-
islative environment in the state and year in which the individual lives. In a
series of articles on the impacts of Medicaid expansions for pregnant
women and children on utilization and health, Janet Currie and I intro-
duced an instrument to serve this purpose, which we called simulated eligi-
bility. To create this instrument, we first select a national random sample of
children of each age and of women of childbearing age in each year. We
then assign that same sample to each state in that year and use the eligibil-
ity program described earlier to compute average state-level eligibility
measures for this sample. This measure can be thought of as a convenient
parameterization of legislative differences affecting children in different
state, year, and age groups—a natural way to summarize the generosity of
state Medicaid policy as it affects each group is in terms of the effect it
would have on a given, nationally representative, population.

This instrumental variables strategy addresses the econometric difficul-
ties noted above. First, by using instruments that are arguably exogenous
to the dependent variable, it purges the model of endogeneity bias. Second,
by using the fraction of the nationally representative population eligible in
each woman or child’s state/year/age group, this approach abstracts from
any individual-level omitted variables correlated with both eligibility and
outcomes. Third, to the extent that the measurement error in the instru-
ment is uncorrelated with the measurement error in the individual eligibil-
ity measure, this also surmounts the measurement error problem. Finally,
by using a national random sample to construct the instrument, the in-
strument is purged of any effects of state- and year-specific economic con-
ditions that might be correlated with both eligibility and utilization.

Even with this careful econometric approach, however, there is a third
major concern: legislative endogeneity. That is, the state policy parameters
themselves may be a function of the dependent variable, leading to a cor-
relation between even simulated (legislated) eligibility and outcomes. This
problem is fundamentally impossible to solve, but it can be addressed in
two ways. First, by including state and year fixed effects, models can con-
trol for any correlated fixed differences across places or over time in leg-
islative tastes and in outcomes. Second, for the case of the children’s ex-
pansions, it is actually possible to include as well as full set of state � year
interactions, controlling for year-specific differences in tastes across states,
since the children’s expansions covered different groups of children very
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differently across the states. Moreover, this “endogenous legislation” sce-
nario is unlikely to be very problematic in the context of the Medicaid ex-
pansions in that much of the permanent variation in eligibility is coming
from federal mandates on states of differing initial eligibility generosity,
rather than state-specific expansions beyond the federal mandates. As Cut-
ler and Gruber (1996a) note, 90 percent of the children and 70 percent of
the pregnant women made eligible between 1987 and 1992 qualified for
Medicaid under federally imposed minimum guidelines.

An alternative identification strategy, pursued by Currie and Thomas
(1995), is to use fixed effects, examining the impact of Medicaid on medical
care for children who gain and lose coverage. This approach has the ad-
vantage of not relying on legislative exogeneity, but the disadvantage that
the changes in circumstances that lead children on and off the Medicaid
rolls may also be correlated with their health and tastes for health care uti-
lization. Interestingly, their findings mirror the instrumental variables find-
ings discussed below.

1.4.2 Medicaid and Public Insurance Coverage

As noted earlier, take-up of Medicaid by program eligibles is much less
than full. This is not surprising, given the large literature that documents
partial take-up of other social insurance programs (e.g., Blank and Card
1991; Blank and Ruggles 1996). Indeed, the average take-up rate for Med-
icaid is comparable to the take-up rates of two-thirds found for other so-
cial insurance programs.

For thinking about the impact of expanding Medicaid, however, what is
relevant is not just the average take-up rate, but also the marginal take-up
rate among the newly eligible. In fact, take-up problems are likely to be even
larger for the Medicaid expansions, relative to other social insurance pro-
grams, due to the nature of the population that is being newly covered. This
point is highlighted in table 1.9, from Gruber (1997). This table presents
data for the 1984 population of children and women age fifteen to forty-
four. I divide this population into three groups: those eligible for Medicaid
in 1984; those who were not eligible in 1984, but who would be eligible by
1992 rules; and those who would not be eligible by 1992 rules. When I proj-
ect future eligibility, I inflate 1984 incomes to 1992 levels using the CPI.

Table 1.9 shows two reasons why we might expect relatively low take-up
of the Medicaid expansions. First, the population covered by the expan-
sions was much less disadvantaged than was the population already eligi-
ble for Medicaid at the start of the period. Most important, they were rel-
atively unlikely to be receiving public assistance through AFDC. Limited
contacts with the social welfare system may make these persons unaware
of the benefits to which they were newly entitled. Second, much of the pop-
ulation that was covered by the expansions already had insurance coverage
from other sources before being made eligible for Medicaid. Indeed, two-
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thirds of those made eligible for Medicaid already had private insurance
coverage. Thus, the demand for taking up Medicaid may be much lower
even when it is conditional on being aware of one’s eligibility.

In fact, previous research documents quite low take-up rates for Medic-
aid. Cutler and Gruber (1996a), for example, find a take-up rate of only 23
percent for children; Currie and Gruber (1996a,b) estimate take-up rates
of 23 percent for children and 34 percent for women of childbearing age.
This finding suggests that there is only weak translation of the tremendous
eligibility expansions into Medicaid coverage. Of course, take-up findings
are more difficult to interpret in the context of Medicaid than of other pro-
grams, since some of those who don’t take up coverage are actually simply
in good health and will take it up when they get sick. But this is still to some
extent a failure of take-up, to the extent that those families do not take their
children for well-child visits. This issue is discussed further below when
computing the extent of Medicaid crowdout.

A recent paper by Currie and Grogger (2000) explores the implications
of policies that might affect take-up for use of medical care, in particular
prenatal care for pregnant women. They find that state administrative
efforts to increase the ease of enrollment in Medicaid have had little impact
on use of medical care. This suggests either than enrollment barriers are
not the cause of low take-up or that state efforts to mitigate those barriers
have not been sufficient to date.

1.4.3 Medicaid and Crowdout

The fact that such a large share of the newly eligible population under
the Medicaid expansions had access to private insurance raises the
prospect that many of the new enrollees on the program may have been
crowded out of private insurance purchases. The crowdout of private in-
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Table 1.9 Characteristics of Medicaid Eligibles

Eligible Made Eligible between Not Eligible
Characteristic in 1984 between 1984 and 1992 in 1992

Share of population (%) 16 28 56
Demographics

Female headed (%) 63 30 13
Head is high school dropout (%) 45 25 12
Head works (%) 51 88 95
Family in poverty (%) 79 19 2
Mean family income ($) 10,276 18,517 38,263
Family receives AFDC (%) 47 5 1

Insurance coverage (%)
Private 23 69 88
Public 52 7 2
Uninsured 29 26 11



surance mechanisms by public interventions has been the subject of a long
literature, but the first paper to specifically consider the interaction of
private and public health insurance was by Cutler and Gruber (1996a).

The approach used by Cutler and Gruber is to exploit the tremendous
variation in Medicaid eligibility across states, within states over time, and
even within states at a point in time (from age notches in eligibility). They
use the CPS data and eligibility imputations previously described to esti-
mate models of the effect of Medicaid eligibility on private insurance cov-
erage over the 1987–92 period. They control for state and time fixed effects,
thereby using only within-state changes in policy to identify the effects of
Medicaid on private insurance, and they use the simulated instruments ap-
proach described above.

A key feature of their approach is the recognition that there may be
within-family spillovers in insurance coverage decisions. That is, it may be
inappropriate to model a child’s private insurance coverage as a function
of that child’s eligibility only. This is because private health insurance is
generally sold only for individuals or families, without gradations among
types of dependents. Thus, a family that wants to cover both parents but
not the children (because the children may qualify for Medicaid) may find
it impossible to do so with only one policy. Similarly, there is often no sav-
ing from enrolling some dependents in a policy but not others. This lack of
distinction among dependents may increase or decrease the amount of
crowdout. To the extent that families value coverage of all members and
some members cannot qualify for public coverage, crowdout is likely to be
smaller than an individual-by-individual calculation would suggest. On
the other hand, if the Medicaid subsidy is large, families may drop cover-
age of all members, even those who do not qualify for public insurance di-
rectly. In either case, accounting for within-family spillovers is key.

Cutler and Gruber account for the effect of Medicaid eligibility on the
family’s insurance coverage decisions by modeling each family member’s
insurance coverage as a function of the “Medicaid replacement rate”: the
share of expected family medical spending that is made eligible for Medic-
aid. The results of this exercise are summarized in table 1.10, from Cutler
and Gruber (1996a). They estimate that the Medicaid expansions brought
1.5 million children and 700,000 women onto the Medicaid rolls. At the
same time, they were responsible for 600,000 children, 800,000 women,
and 300,000 other family members dropping their private insurance cover-
age in order to take advantage of free Medicaid coverage. The greater than
100 percent crowdout for women, and the effect on other family members,
is a by-product of within-family spillovers.

But the estimated increase in the Medicaid rolls is an underestimate of
the true increase in the availability of Medicaid to these populations. The
Medicaid expansions explicitly did not give continuous coverage to
women. Rather, they created a form of conditional coverage: Women are
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covered, but only for some expenses. As a result, women who are eligible
for Medicaid in the event of pregnancy but who report themselves to be
uninsured actually have some partial (conditional) insurance coverage. In
particular, these women will have their hospital bills for delivery covered,
since hospitals have developed detailed systems to insure that uninsured
persons who are eligible for Medicaid get signed up for the program.

In the same vein, Medicaid also provides a form of conditional coverage
for uninsured children. The fact that these children are not continuously
covered by Medicaid suggests that they are not availing themselves of the in-
surance for the purpose of their primary medical care. Once again, however,
when these children need hospital services, they may be signed up for Med-
icaid, so that they have conditional coverage for their hospital spending.

Cutler and Gruber value conditional coverage for women as the share of
average annual medical spending that is accounted for by hospital ex-
penses for pregnancy (25 percent), and for children as the share of annual
total spending that is at the hospital (44 percent). Doing so, shown in the
next set of rows in table 1.10, increases the estimated coverage increase to
3.5 million people. Accounting for conditional coverage, the bottom-line
estimate is that 50 percent of the increase in Medicaid eligibility was asso-
ciated with a reduction in private insurance coverage.

This is a sizable effect, suggesting the importance of this issue for Med-
icaid policy design. Nevertheless, these results also suggest that at least half
of those enrolling in Medicaid were previously uninsured, so that there was
a large net improvement in health insurance coverage in the United States
as a result of the expansions.12
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Table 1.10 Effect of Medicaid Expansions on Insurance Coverage

Change in Coverage (millions)

Type of Coverage Medicaid Private

Children 1.5 –0.6
Women 15–44 0.7 –0.8
Other adults n.a. –0.3
Total 2.2 –1.7 (–77%)

Conditional coverage of women 0.9 n.a.
Conditional coverage of children 0.4 n.a.
Total 3.5 –1.7 (–49%)

Source: Cutler and Gruber (1996a).
Notes: N.a. indicates data not available. Shows change in Medicaid and private coverage of
women and children due to the expansions. Each cell is number of persons (in millions).

12. Cutler and Gruber (1996b) estimate that in fact as much as 80 percent of the newly en-
rolled Medicaid population was previously uninsured. The difference between the 50 percent
and 80 percent figures is the population that dropped private insurance due to the expansions
but did not enroll in Medicaid (e.g., women who are waiting for pregnancy to enroll).



This article has led to a fairly sizable literature on crowdout. Subsequent
papers have attempted a variety of different approaches to identifying the
impacts of Medicaid on private insurance coverage, and have generally pro-
duced much more mixed evidence on the importance of crowdout. Dubay
and Kenney (1997) used an alternative strategy of examining how the cov-
erage of low-income women and children changed over time, relative to
control groups such as single men. They estimate much smaller crowdout
effects. However, this approach to controlling for omitted time series im-
poses the assumption that there is no other reason why private coverage
might be independently falling more for single men than these other groups,
such as group-specific impacts of the early 1990s recession. This seems a
much stronger restriction than Cutler and Gruber’s implicit restriction that
within-state changes in policy are not correlated with within-state changes
in underlying insurance coverage. Three other articles that use a similar
identification strategy to Cutler and Gruber (Rask and Rask 2000; Currie
1996; and Shore-Sheppard, 1999) also find large crowdout effects.

Another criticism of the Cutler and Gruber approach has been that
crowdout is fundamentally a longitudinal phenomenon, yet Cutler and
Gruber use repeated cross-sections to assess its presence. Several recent ar-
ticles use longitudinal data to assess crowdout, looking at the private
insurance coverage of the same children before and after they become
Medicaid eligible by legislation (Yazici and Kaestner, 1998; Thorpe and
Florence 1999; Blumberg, Dubay, and Norton 2000). These articles find
little evidence of crowdout. This alternative approach also has its limita-
tions: The samples used are often much smaller than with repeated cross
sections, leading to much less precision (and the resultant inability to rule
out large crowdout effects); these studies do not consider the impact of
within-family spillovers, which Cutler and Gruber found to be important;
and they consider only the short-run impacts of becoming eligible, whereas
repeated cross sections assess the steady-state effects. Nevertheless, these
longitudinal studies pose a fundamental challenge to the notion of very
large crowdout effects and suggest the value of further work in this area,
particularly with large longitudinal samples.

There are also a variety of questions about the mechanisms of crowdout
that are yet to be addressed by the literature. For example, does crowdout
result from firms’ deciding not to offer insurance, or from workers’ opting
not to take up coverage for which they are being charged (and to use free
Medicaid instead)? Cutler and Gruber find no evidence of an effect of
Medicaid eligibility on employer decisions to offer insurance, however; all
of the crowdout effect appears to come through employee take-up deci-
sions. At the same time, they find some suggestive evidence that employers
are increasing premium sharing in response to the expansions, in order to
induce lower take-up of workplace coverage and a shift to the public pro-
gram. Shore-Sheppard, Buchmueller, and Jensen (2000) also find no im-
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pact on employers’ offering decisions, and they find some evidence that the
crowdout is occurring through employee take-up.

At the most fundamental level, understanding crowdout requires under-
standing the process by which firms set wages, and in particular how finely
firms could increase the wages of particular workers who leave the firm to
join the Medicaid program. Gruber (2000) reviews the literature on wage
shifting and concludes that there is strong evidence of full shifting of in-
surance costs to wages on average, but little evidence on this critical ques-
tion of how finely shifting can be done.

1.4.4 Effects of Medicaid Entitlement on Utilization of Health Care and
Health Outcomes13

A natural motivation for increasing the eligibility of the low-income
population for public insurance is to improve their health. But, as high-
lighted above, there are a number of reasons why increased health insur-
ance does not guarantee improved health outcomes. Thus, simply docu-
menting that the Medicaid expansions increased insurance coverage is not
enough to prove that they improved health. In this section, I therefore re-
view studies that focus directly on the effects of the expansions on medical
care utilization and health outcomes. These studies focus in particular on
use of preventative care and on directly measurable outcomes such as mor-
tality and fetal health (e.g., low birthweight).14

A number of studies have assessed the effects of Medicaid by comparing
the utilization and health of persons with Medicaid coverage to those of
the uninsured. These studies have shown that uninsured persons have
lower utilization levels, a less efficient distribution of utilization across
sites of care, and worse health outcomes (e.g., Kasper 1986; Short and
Lefkowitz 1992; Mullahy 1994). But since the uninsured are likely to differ
from the insured in both observable and unobservable respects, it is diffi-
cult to draw causal inferences from these types of comparisons. Further-
more, insurance coverage itself may be a function of health status, leading
to endogeneity bias in estimates of the effects of insurance on health and
on the utilization of medical care.

A natural alternative approach to analyzing the effect of Medicaid on
utilization and health is to contrast the experience of a single state before
and after a Medicaid program expansion. This approach has been the fo-
cus of three important studies of prenatal care use and infant outcomes:
Piper, Riley, and Griffin (1990), Hass et al. (1993), and Epstein and New-

54 Jonathan Gruber
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14. This focus is dictated by the empirical difficulties with using measures of acute care

(since, if Medicaid affects health, it will have a feedback effect on use of acute care) and self-
reported health (since increased contacts with the medical system may worsen perceptions of
health through improved medical information). See Currie and Gruber (1996b) for a more de-
tailed discussion of these issues.



house (1998). Piper, Riley, and Griffin analyzed the effect of the extension
of Medicaid coverage to low-income married women in Tennessee in 1985;
Hass et al. examined the effect of expanding insurance to women with in-
comes under 185 percent of the poverty line in Massachusetts in 1985; and
Epstein and Newhouse look at expansions from the poverty line to 185 per-
cent of the poverty line in Medicaid eligibility among women in South Car-
olina and California.15

All of these studies have a common finding: There was no consistent
effect of insurance expansions on either use of prenatal care or infant out-
comes. Piper, Riley, and Griffin (1990) suggest one reason for this finding:
More than two-thirds of the women who were eligible for Medicaid enrolled
after the first trimester of pregnancy; almost 30 percent enrolled in the last
thirty days before birth.16 The extent of late enrollment grew after the ex-
pansion of Medicaid, suggesting that the newly eligible were enrolling even
later. Ellwood and Kenney (1995) use more recent data to refute this con-
tention, however, finding that, among women who were newly enrolled for
their pregnancy, the expansion population was as successful as the AFDC
population in enrolling the first trimester. Even in the Ellwood and Kenney
data, however, only about one-half of the newly enrolling women were en-
rolled during the first trimester. A large literature on the effectiveness of pre-
natal care suggests that it is receipt of care in the first trimester that is key
for improving fetal health (Institute of Medicine 1985). Thus, it is perhaps
unsurprising that there was no effect on outcomes of these expansions.

While informative, these studies suffer from two potentially important
problems. First, they are unable to control for correlated time series trends
in the use of prenatal care and birth outcomes. There are a number of other
changes in the circumstances of low-income households in the 1980s that
might lead to lower use of prenatal care or worse outcomes, such as the ero-
sion of the real earnings of low wage earners (Katz and Murphy 1992).
These could interfere with uncovering the true effect of the Medicaid ex-
pansion. Second, the experience of one state’s program may not be broadly
prescriptive for the effects of national Medicaid policy.

An alternative approach involves using the experience of not just one or
two states, but all of the states, to assess the effects of changing Medicaid
policy. By comparing more broadly states that do and do not increase Med-
icaid generosity over time, one can also control for correlated time series
trends. This is the approach taken by Currie and Gruber (1996b) for the
case of prenatal care utilization and infant outcomes, and Currie and
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16. Howell and Ellwood (1991) study this question for an earlier period (1983), and they
find that roughly 50–60 percent of women whose deliveries were paid for by Medicaid were
enrolled in Medicaid in the first trimester.



Gruber (1996a) for the case of child health care utilization and health out-
comes. In both cases, the authors use individual-level data on health care
utilization, either from the National Longitudinal Survey of Youth
(NLSY) on prenatal care utilization, or from the National Health Inter-
view Survey (NHIS) on child health care utilization. They combine this
with aggregate data on mortality outcomes from the Vital Statistics. In all
cases, the data are a time series of national cross sections, providing infor-
mation on a number of states over time.

The measure of utilization for pregnant women is whether these women
delayed their prenatal care until after the first trimester of pregnancy. In
fact, in contrast to the pre-post studies described earlier, there is a large im-
provement in prenatal care utilization associated with Medicaid eligibility.
Making someone eligible for Medicaid lowers the odds of her delaying pre-
natal care by almost 50 percentage points, which is essentially a 100 reduc-
tion in the odds of delaying care. Currie and Gruber (1996a) also find a siz-
able effect of Medicaid on use of preventive care by children: Being made
eligible for Medicaid is associated with a drop in the probability of going
without a visit over a year of almost 10 percent; this is almost one-half of
the baseline probability of going without a visit.

Dubay et al. (2000) take a somewhat different approach from that of
Currie and Gruber, examining time series trends in prenatal care utiliza-
tion by socioeconomic groups more and less likely to be affected by the ex-
pansions. But they also find significant impacts of the expansions in terms
of reducing the extent of delayed initiation of prenatal care. Thus, there ap-
pears to be clear evidence of benefits of the expansions in terms of medical
care utilization.

Kaestner, Joyce, and Racine (1999) and Dafny and Gruber (2000) ex-
plore the impact of the Medicaid expansions not just on the level of hospi-
talizations of children, but also on the nature of those hospitalizations.
Dafny and Gruber find, like Currie and Gruber (1996a), that increased
Medicaid eligibility of children leads to more hospitalizations overall. But
both articles find that eligibility leads to fewer “avoidable” hospitaliza-
tions, or those hospitalizations that are likely to be avoided by early con-
tact with a primary care physician. This suggests that Medicaid coverage
increases not just utilization but also the efficiency with which care is used.

One interesting feature of the expansions is their effect not only on mean
utilization but also on the distribution of utilization. Currie and Gruber
(1996a) and Currie (1996) explore the differential impact of the expansions
by race, education, and immigrant status. In all cases there are some equal-
ization impacts, with the utilization effects being particularly large for
blacks, low-education groups, and immigrants.

Currie and Gruber (2001) further investigate the impact of the Medicaid
expansions on the treatment of women at childbirth. They use information
from birth certificate data on utilization of obstetric procedures during
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childbirth, such as fetal monitoring and cesarean section delivery. They di-
vide the population of women into two groups: teen mothers and high
school dropouts (“low education”) and all others (“high education”).
Mothers in the former group are quite likely to have been uninsured before
enrolling in Medicaid, whereas mothers in the latter group were much
more likely to have been privately insured. For the low-education mothers,
they find sizable and significant positive effects of eligibility for Medicaid
on the treatment of childbirth for the lower-education group; there is a uni-
form increase in the likelihood that women receive each of the procedures
documented on birth certificates.17

But they also note that even if there is little net increase in insurance cov-
erage for other mothers, this does not mean that there is no effect on their
procedure use. Medicaid reimburses hospitals at a much lower level than
do most private insurance plans. Thus, crowdout represents a shift from
more to less generous insurance coverage for women, which may affect
their procedure use even as their overall insurance coverage status does not
change. Indeed, for these mothers, they find the effect opposite to that for
low-education mothers: a significant reduction in the use of three of the
five obstetrical procedures studied, and no effect on the other two. Overall,
in fact, procedure use was basically unchanged in every case. That is, while
Medicaid costs were rising substantially, social costs of treatment were un-
changed: Women were obtaining the same treatment as before on average,
with an equalizing trend toward more intensive treatment for low-
education groups and less intensive treatment for higher-education groups.

Currie and Gruber (1996b) also find significant improvements in infant
health from the Medicaid expansions. They estimate that each 10 percent-
age point increase in Medicaid eligibility lowered infant mortality by 0.03
percentage points, so that the 30 percent rise in eligibility over the 1979 to
1992 period was associated with a 8.5 percent decline in the infant mortal-
ity rate. There is a smaller and marginally significant effect on low birth
weight. The authors go on to draw a distinction between two types of Med-
icaid policies during the 1979–92 period: “targeted” eligibility changes
through 1987, which were addressed to very low-income populations in-
cluding AFDC recipients; and the “broad” expansions after 1987, which
were addressed to somewhat higher-income groups. As that paper high-
lights, these different types of policies affected quite different populations;
in particular, the persons covered by the broad expansions had higher in-
comes and were more likely to be privately insured. As a result, the take-up
of the targeted expansions was three times as high as take-up of the broad
expansions.
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The authors then note that there were correspondingly different effects
on outcomes from these two types of policies. There were very sizable effects
of the targeted expansions on mortality, but only an insignificant effect of
broad expansions: A 30 percentage point increase in targeted eligibility
would have been associated with a 11.5 percent decline in infant mortality,
compared to a 2.9 percent decline under the broad policy changes. There is
also a very sizable reduction in the incidence of low birth weight associated
with the targeted expansions (7.8 percent for a 30 percentage point eligibil-
ity increase), but there is no effect on low birth weight from the broad ex-
pansions.

Medicaid reduces the mortality of older children as well. Currie and
Gruber (1996a) find that for every 10 percentage point increase in the frac-
tion of children eligible for Medicaid, mortality drops by 0.013 percentage
points; the 15.1 percentage point rise in eligibility between 1984 and 1992
is therefore estimated to have decreased child mortality by 5.1 percent.

There is less consistency in the literature, however, on the health benefits
of the Medicaid expansions. Kaestner, Joyce, and Racine (1999) find no
impact of Medicaid on self-reported health status and bed days, compar-
ing income groups more and less likely to be eligible for expansion-based
eligibility across states. One difficulty with this approach is that changes in
subjective measures of health are hard to evaluate when access to care is
changing; if insurance coverage leads to more contacts with physicians that
reveal underlying health problems, this can lead to both worse self-
assessed health status and more bed days. Dubay et al. (2000) do use ob-
jective data on birth weight, and they find little impact of the expansions
on the incidence of low birth weight, despite the improvements in prenatal
care adequacy noted above. These findings are consistent with the conclu-
sion that the broader Medicaid expansions to pregnant women higher up
the income scale of the late 1980s and early 1990s had minimal measured
impacts on health.

A natural means of evaluating these findings is to consider the cost to the
Medicaid program per life saved. This can be calculated by modeling ad-
ministrative spending for each state or year on the Medicaid program as a
function of changes in eligibility, and comparing these cost changes to any
outcome improvements. For infants, the cost is roughly $1 million; in fact,
when Currie and Gruber once again disaggregate into the targeted and
broad policy changes, they find that the cost under the targeted changes
($840,000) was much lower than under the broad expansions ($4 million).
For children, the cost per life saved is $1.6 million. As Currie and Gruber
(1996b) discuss, these costs are low relative to typical estimates of the value
of an adult life ($3–7 million) and relative to what the government spends
to save child lives in other contexts.

A final area of interest with respect to the Medicaid entitlement is the
impact of restrictions on services. As discussed earlier, most of the major
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health care services are covered by virtually all states. But there is some in-
teresting variation in copayments and limits on the availability of pre-
scription drugs. Stuart and Zacker (1999) find that elderly and disabled
Medicaid recipients who reside in states with copayments for drugs have
significantly lower rates of drug use than their counterparts in states with-
out copayments; the primary channel for this effect appears to be through
the likelihood of filling any prescription during the year, not the condi-
tional number filled. Soumerai et al. (1994) found that limits on the use of
antipsychotic drugs in New Hampshire lead to less use of these drugs and
more spending on acute mental health services. These sets of results are
provocative and suggest the value of additional work that carefully assesses
the costs and benefits of prescription drug limitations under Medicaid.

1.4.5 Impact of Medicaid Reimbursement Policy on Utilization and
Health Outcomes

The discussion thus far has focused on policies that increase the demand
for medical care. But for a number of reasons it may be supply side policies
that are more effective. As noted above, there is a shortage of physicians
willing to serve the Medicaid population. This suggests that increased de-
mand for services generated by expansions of the Medicaid program could
go largely unmet, undercutting any potential gains.

One natural supply side tool is Medicaid fee policy. The low fees paid by
state Medicaid programs represent a major potential deterrent to physi-
cian willingness to see Medicaid patients. Holahan (1991) reports that the
ratio of Medicaid fees to private fees was approximately 0.5 for most pro-
cedures surveyed, and 0.56 for total obstetrical care with vaginal delivery.
And the Physician Payment Review Commission (1991) found that thirty-
eight states identified low fees as the major cause of low physician partici-
pation rates. A large body of research suggests that increasing the ratio of
Medicaid fees relative to private-sector fees will increase physician partic-
ipation in the Medicaid program (Hadley 1979; Sloan, Mitchell, and
Cromwell 1978; Held and Holahan 1985; Mitchell 1991). Mitchell and
Schurman (1984) and Adams (1994) find that the participation of OB/
GYNs is especially responsive to fee increases.

More recent work, however, suggests that physician responsiveness to
fees may be somewhat more limited than was implied by the previous liter-
ature. Baker (1997) finds that higher fees are associated with more access
to public and hospital clinics, but not to physician’s offices. Decker (1992)
finds that higher fees are not associated with increased physician willing-
ness to see Medicaid patients but are associated with a shift from general
practitioner to specialist visits. These findings do not forcefully dispute the
raw contention that Medicaid fee increases raise access to ambulatory
care, but they do suggest that more work is needed on the mechanisms by
which higher fees have these impacts.
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Of course, higher physician fees are not guaranteed to improve out-
comes, due to the physician segregation noted above; only if fee increases
generate improvements in access in the places where Medicaid recipients
live will there be health improvements. Direct evidence on this question is
provided by Gruber, Adams, and Newhouse (1996), who examined access
to physicians after a large fee increase in Tennessee. They find that there
was a sizable, but insignificant, fall in the average distance of Medicaid pa-
tients from a physician. Decker (1992) also finds that higher fees lead
physicians to spend more time with their Medicaid patients.

Currie, Gruber, and Fischer (1995) examine directly the effect of the rel-
ative fees paid to physicians by the Medicaid program on infant mortality,
using matched measures of state/year infant mortality rates, physician fee
indexes, and physician and total medical spending. They find that, over the
entire 1979–92 period, there is a significant but small impact of higher fees
in terms of lowering infant mortality; doubling the fee ratio would lower
mortality by 5.2 to 7 percent. But they find that the cost was low as well,
with the physician cost per life saved ranging from $260,000 to $1.3 million
depending on the specification. They also find some evidence of a coun-
tervailing “offset” effect on hospital spending, with hospital spending
falling by a substantial amount to offset the increased physician costs. This
is consistent with the findings in Gruber, Adams, and Newhouse (1996),
who find that after the state of Tennessee increased its physician fees,
physician spending rose, but hospital spending fell. Gray (1999), using mi-
crodata on birth outcomes matched to physician fee information, produces
an even larger effect of fees on outcomes. Overall, raising physician fees
seems a much more efficient route to improved outcomes than the broad
expansions.

Higher physician fees can affect not only the access of Medicaid patients
to the physician, but also how patients are treated by physicians. A large
literature on the impact of Medicare reimbursement on treatment intensity
suggests that higher Medicare reimbursement leads to lower intensity, as
physician income effects dominate substitution effects. But the typical doc-
tor who sees Medicaid patients has a relatively small share of his practice
made up of Medicaid patients, so it is plausible that income effects might
be weaker in this context. Indeed, Gruber, Kim, and Mayzlin (1999) find
that higher Medicaid fee differentials for cesarean section delivery are as-
sociated with higher rates of cesarean delivery among Medicaid patients;
they estimate that as much as one-half of the sizable differential in cesarean
delivery rates between Medicaid and private-pay patients is due to lower
Medicaid reimbursement levels.

Of course, physicians are not the only health care providers reimbursed
by Medicaid. However, the literature on Medicaid reimbursement in other
arenas is much more sparse. There was some work in the late 1980s on
Medicaid hospital reimbursement, but virtually no work since. These stud-
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ies (Holahan 1988; Zuckerman 1987) found that Medicaid-only prospec-
tive payment systems were successful in lowering costs in the short run but
not in the long run. Rather, to control costs in the long run, it was impor-
tant to embed Medicaid reimbursement within a systemwide reimburse-
ment structure that regulates all payers. Holahan also reports some evi-
dence that states with lower per diem reimbursements under Medicaid
feature lower access of Medicaid patients to hospitals, particularly among
nongovernmental hospitals, so that lower rates led to a net shift of Medic-
aid patients to government hospitals. He also finds sharp one-time gains
from the selective contracting program in California that negotiated rates
with hospitals, but he once again raises questions about whether price ne-
gotiation will continue to work over the long term.

A provocative recent study by Duggan (1999) examines the impact of
DSH payments on hospital behavior in California. He finds that these
transfers have little impact on the treatment of low-income populations:
Private hospitals simply absorb the payments in higher profits (for for-
profits hospitals) or higher retained net worth (for not-for-profit hospi-
tals); and public hospitals saw no net increase in available funds because
local governments cut their public subsidies one for one with the rise in fed-
eral subsidies. Consistent with these results, he finds no impact of larger
DSH payments on the birth outcomes of women in California.

The lack of work on Medicaid hospital reimbursement, given the enor-
mous volume of literature on Medicare hospital reimbursement, is strik-
ing. Variations across states, and within states over time, in Medicaid re-
imbursement policies offer the potential for rich investigation of how
hospitals respond to reimbursement differences. Moreover, there is no
work on the health impacts of these hospital responses. Although state re-
imbursement rules may be difficult to obtain, this is clearly an interesting
area for future work.

1.4.6 Medicaid and Long-Term Care

Another literature of particular interest is the work on Medicaid reim-
bursement of nursing homes, access to care by Medicaid patients, and
quality of care delivered. This literature is nicely reviewed in Norton (2000).

There are two important issues raised in this literature. The first is how
Medicaid policy affects access to, and demand for, nursing home stays by
the elderly. A key issue here is that the market for nursing home stays may
not be in equilibrium. A number of articles argue that due to government
regulation, nursing homes are at full capacity and face excess demand from
Medicaid patients who pay nothing out of pocket for care (Scanlon 1980;
Nyman 1989). Other research has also found that Medicaid patients have
less access to nursing homes than their private-pay counterparts, which is
consistent with the excess demand interpretation. This also has the impor-
tant implication that the frail elderly may spend more time in hospitals
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when they are Medicaid financed, offsetting some of the savings to the
Medicaid program from lower nursing home reimbursement rates. Gruen-
berg and Willemain (1982) found that the length of stay in Massachusetts
hospitals was longer for Medicaid patients waiting for placement in a nurs-
ing home, and Ettner (1993) also found evidence that Medicaid patients
have more nursing home access problems than private patients. She found
that Medicaid patients in areas with relatively low bed supply and in areas
with greater demand from private patients were more likely to be on a wait-
ing list for admission to a nursing home.

On the other hand, some work finds that more generous Medicaid sub-
sidies to nursing home care increase overall nursing home utilization (not
just relative utilization of those on Medicaid), which is not consistent with
excess demand. Hoerger, Picone, and Sloan (1996) and Cutler and Sheiner
(1994) both find that elderly persons are more likely to use a nursing home
when Medicaid eligibility is looser and Medicaid reimbursement is more
generous. Cutler and Sheiner also find that these state policies appear to
draw persons into nursing homes who would otherwise live with their chil-
dren; this suggests that the benefits of more generous Medicaid systems
may largely accrue to children who would otherwise have to support their
elderly parents. And Hoerger, Picone, and Sloan find that increased Med-
icaid home health expenditures are not associated with reduced use of in-
stitutional care, but simply with reduced use of care from other family
members; this is consistent with the experimental evidence from the
chanelling experiment of the 1970s, which found that more generous home
care did not reduce the use of institutional care (Norton 2000).

The second issue is how Medicaid reimbursement affects the quality of
nursing home care. Gertler (1989) and Nyman (1985) make an important
theoretical observation about Medicaid fee policy toward nursing homes.
Nursing homes compete for private patients over both price and quality,
and Medicaid patients will accept minimum quality since the care is free.
Common quality is assumed to be provided across patient types; that is,
quality is a “public good.”18 Moreover, as noted above, nursing homes are
assumed to be at full capacity and face excess demand from Medicaid pa-
tients who pay nothing out of pocket for care. As Medicaid raises its reim-
bursement in this model, nursing homes on the margin will want more
Medicaid patients, which means they will need fewer private-pay patients.
They therefore raise price and lower quality to their private-pay patients to
reach equilibrium. As a result, since common quality is provided, higher
Medicaid reimbursement leads to lower quality care.

Gertler (1989) provides evidence to support this hypothesis, using an in-
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put-based measure of quality across a sample of nursing homes. He finds
that higher Medicaid reimbursement is indeed associated with lower qual-
ity of care along this metric. Gertler (1992) uses data for New York state to
estimate that a 10 percent increase in Medicaid expenditures leads to 4.1
percent increase in Medicaid patient care and a 3.4 percent reduction in
nursing home expenditures on services provided to patients. This suggests
both substantial public-sector costs and private quality costs to attempting
to improve the access of low-income patients to nursing homes.

This test has been recently updated in Grabowski (2001). This study im-
proves on previous tests along three dimensions: by using national, rather
than state-specific data; by using the substantial and exogenous variation
in average Medicaid reimbursement available across the states; and by us-
ing an outcome-based measure of quality (facility-acquired pressure
sores). In fact, Grabowski finds that Medicaid reimbursement is positively
associated with quality, in contrast to previous evidence and to the theory
laid out above. Moreover, this positive association is found both in the
early 1980s and in more recent years, and in both a sample of New York
homes and the national sample. These findings cast significant doubt on
the validity of the previous empirical literature and suggest the value in un-
derstanding where this model breaks down; a natural candidate may be the
untested assumption that quality is a common good in nursing homes.

1.4.7 Medicaid, Labor Force Participation, and Welfare Participation

As discussed earlier, the fact that low-income households can obtain
fairly high-quality insurance through the Medicaid program by being on
cash welfare, but are unlikely to obtain that coverage in the low-wage labor
market, provides a substantial disincentive to leaving welfare (“welfare
lock”). Given the existence of welfare lock, one potential advantage of de-
coupling Medicaid from the AFDC program is that it could allow individ-
uals to leave AFDC without fear of losing insurance for their children or
for the costs of pregnancy. The result would be lower costs of the AFDC
program, as well as potential tax revenues from the earnings of these new
workers. The magnitude of the welfare lock problem, however, is uncertain:
Given the harsh job prospects for low-income populations, even with
health insurance they may be reluctant to leave the welfare rolls.

The magnitude of welfare lock has been the subject of a number of stud-
ies, as reviewed in Gruber (2000). There have been three basic empirical
approaches used in this literature. The first is to use differences in individ-
ual characteristics to predict who is likely to be “locked” into the AFDC
program by Medicaid due to high medical spending, and then to assess di-
fferential participation rates by this imputed value of Medicaid. Ellwood
and Adams (1990) follow this approach using administrative Medicaid
claims data to examine exits from AFDC, and Moffitt and Wolfe (1992)
model participation as a function of imputed value in the SIPP. The results
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are fairly similar, showing sizable decreases in the likelihood of exiting
AFDC as the imputed value of Medicaid rises.

The second approach is to abstract from individual health and to use
variation in the characteristics of state Medicaid programs to identify the
value of Medicaid to the potential AFDC participant.19 Blank (1989) was
the first to pursue this approach, estimating models of AFDC participa-
tion and hours of work on average state Medicaid expenditures and the
presence of a state Medically Needy program, which provides Medicaid to
non-AFDC families if their income net of medical expenditures falls below
a certain floor. She finds no effect of either policy variable on AFDC par-
ticipation. Winkler (1991) also finds no effect of average expenditures on
AFDC participation, but he does find an effect of average expenditures on
labor force participation, a finding echoed by Montgomery and Navin
(1996), albeit with a much smaller estimate. But there is no effect of Med-
icaid expenditures on participation in Montgomery and Navin’s work af-
ter state fixed effects are included in the regression models.

The third approach that has been taken to this question extends the no-
tion of using state parameters by exploiting the variation that comes from
the Medicaid expansions. As Yelowitz (1995) notes, these expansions
served to decouple Medicaid eligibility from AFDC receipt, thereby pro-
viding precisely the variation needed to separately identify the role of Med-
icaid from that of other factors in determining welfare participation. A key
feature of these expansions was variation across the states in the timing and
generosity of increased income limits. Indeed, there was even variation
within states at a point in time, due to different age cutoffs for eligibility of
children across the states. This allows Yelowitz to form plausibly identical
groups of families, some of which (the “treatments”) were able to leave
AFDC and retain their Medicaid coverage, and others of which (the “con-
trols”) were not. And he finds significant effects of being in the treatment
group on both AFDC participation and labor force participation: He esti-
mates that increasing the income cutoff for eligibility by 25 percent of the
poverty line decreases AFDC participation by 4.6 percent and increases
labor force participation by 3.3 percent. More recent work by Meyer and
Rosenbaum (1999), however, suggests that the Yelowitz findings may be
fragile, as they find no large effects from a different specification over a
later set of years. Ham and Shore-Sheppard (1999) also find small effects
of Medicaid entitlement on transitions both off and on to welfare.

A related approach is taken by Decker (1994). She examines the effect of
the introduction of the Medicaid program in the late 1960s and early 1970s
on AFDC participation in that era. Since the Medicaid program was phased
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in across the states over a period of several years, she is able to assess whether
states that adopted Medicaid saw a subsequent increase in their AFDC
rolls, relative to states that did not. In fact, she finds a very strong effect, with
the introduction of Medicaid leading to a 6.4 percentage point (24 percent)
rise in the odds that a single female head participates in AFDC.20

In a series of subsequent studies, Yelowitz has explored the effect of
Medicaid on participation in other public assistance programs. The first is
SSI; as Yelowitz emphasizes, this program is actually larger in dollar terms
than is AFDC, and the same type of welfare lock problem arises in this
context. For elderly SSI recipients, this problem arises because the Medic-
aid coverage that they receive on SSI pays for their noncovered Medicare
expenditures. Using an expansion of Medicaid for the elderly, Yelowitz
(2000b) finds a nontrivial welfare lock for this population as well. For the
disabled, who get Medicaid if on SSI, Yelowitz (1998a) follows the second
approach noted above, using variation across states in the Medicaid spend-
ing to proxy for the program’s generosity. He finds that the growth in Med-
icaid generosity over 1987–93 can explain almost all of the substantial
growth in the SSI disabled caseload. Finally, Yelowitz (1996) asks whether
increased eligibility for Medicaid raises utilization of the food stamps
program, both through reducing labor supply and increasing awareness
of public assistance programs. Using the same estimation approach as
Yelowitz (1995), he finds that Medicaid eligibility does increase food stamp
participation and that this increase occurs through both channels.

Thus, to summarize, this literature suggests that health insurance is a
very important determinant of public assistance participation. This has
two important welfare implications. First, it suggests that reduced public
assistance expenditures may offset a share of the increased costs of ex-
panding health insurance availability. Yelowitz (1995) estimates that ex-
panding eligibility for Medicaid to all women and children with incomes
below 185 percent of the poverty line in 1989 would have saved the gov-
ernment $410 in expenditures per female-headed household per year. Sec-
ond, there may be nonfinancial costs to the increase in welfare dependence
that results from welfare lock. A number of analysts have suggested a hys-
teresis-type model of welfare behavior, with exposure to the welfare system
increasing future utilization by both a mother and her children as adults
(Murray 1984). Existing evidence on welfare dependence is mixed, with
some recent studies concluding that there is little intergenerational trans-
mission of welfare (Zimmerman and Levine 1993). But this possibility
highlights the benefits of moving welfare recipients off the public assis-
tance rolls through reducing welfare lock.
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Reducing welfare lock through public insurance expansions can also
have additional effects on labor market equilibrium, through adjustments
of private insurance coverage and wages, as discussed earlier. But there is
no empirical work to date on the effect of the expansions on job mobility,
wages, or employment determination.

1.4.8 Medicaid and Family Structure

As discussed earlier, Medicaid can also have effects on family structure,
along two channels. The first is marriage: By tying receipt of Medicaid to
receipt of cash welfare that requires being nonmarried (in the main), public
policy provides a disincentive to marriage. Yelowitz (1995) once again uses
the structure of the Medicaid expansions of the 1988–91 period to explore
this issue, by assessing whether women who were made eligible for the in-
surance in the state of marriage were then more likely to get married. He
finds a small but significant effect on marriage propensities from the Med-
icaid expansions through this channel.21

The second is fertility: As noted above, Medicaid expansions can in prin-
ciple increase fertility by lowering the cost of bearing and raising children.
Indeed, Joyce, Kaestner, and Kwan (1998) do find that Medicaid entitle-
ment for pregnancy expenses for low-education women was associated
with a 5 percent increase in the fertility rate for white women; this arises
partly through reduced abortions (see the discussion that follows). This is
a striking finding and provides confirmation that insurance coverage can
matter for fertility decisions. This paper does not, however, address two
important questions about this finding. First, does this represent a perma-
nent upward shift in fertility rates, or simply a shift in the timing of when
children are born (i.e., children are born earlier than they otherwise would,
which appears to be a rise in the fertility rate in a cross section)? Second,
how much of this impact is due to coverage of pregnancy per se, as opposed
to correlated expansions in the coverage of children that may have a larger
impact on the net cost of raising a child?

Another channel through which Medicaid can affect fertility is abortion
decisions. Medicaid financing of abortion has been a contentious issue for
many years, and there has been significant variation in reimbursement pol-
icy. Several recent papers (Haas-Wilson 1994; Blank, George, and London
1996; Levine, Trainor, and Zimmerman 1996; Kane and Staiger 1996) have
found that restricting Medicaid funding of abortions significantly reduces
teen and aggregate abortion rates. At the same time, the last two of these
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papers also find little impact on teen births. This suggests that restrictions
on abortion access lead to fewer pregnancies (through more preventative
measures by teens), offsetting the reduction in abortion access. Joyce and
Kaestner (1996) find that Medicaid eligibility itself is associated with re-
ductions in the abortion rate among white women, which is consistent with
the impacts on fertility documented above.

1.4.9 Medicaid and Saving

The final area of work on Medicaid and economic behavior is on saving,
in two areas. Gruber and Yelowitz (1999) explore the impact of the Medic-
aid expansions for children and pregnant women on saving and consump-
tion. They find that the expansions led to both lower saving and higher
consumption, confirming in two data sets that the type of precautionary
saving effects discussed in Kotlikoff (1988) or Hubbard, Skinner, and
Zeldes (1995) are empirically important. In particular, they find that in
1993 the Medicaid program lowered the wealth holdings of eligible house-
holds by 16.3 percent. They also find that the expansions of this program
over the 1984–93 period lowered wealth holdings by 7.2 percent. And they
use the fact that the expansions were accompanied by the removal of asset
testing for Medicaid eligibility in many states to document that asset test-
ing is also an important determinant of savings: The reduction in savings
for those becoming eligible for Medicaid in a regime where there is asset
testing is twice as large as for those becoming eligible in a regime without
asset testing.

The other area in which the impacts of Medicaid on saving have been in-
vestigated is in terms of nursing home coverage. Theory would suggest that
there could be potentially quite large impacts on savings of Medicaid
entitlement to nursing home coverage, since nursing home care is very ex-
pensive, so that precautionary savings may be large. Norton and Kumar
(1998) investigate whether the spousal impoverishment provisions of the
Medicare Catastrophic Care Act of 1988, which (as noted earlier) allowed
families to shield significant assets with a community-based spouse, led
to higher savings. Using data on community or institutionally based chroni-
cally impaired couples, they find no higher savings after this act among
couples with a community-based spouse and singles without such a
spouse.

Moreover, very few persons spend down to Medicaid eligibility after en-
tering the nursing home. Although roughly 40 percent of new admissions
are covered by Medicaid, and there is a perception in the popular press that
spend-down is widespread, less than 20 percent of persons who are private-
pay at admission actually spend down after admission (Norton 2000).

Evidence on whether the elderly transfer assets to others to avoid the im-
plicit Medicaid “tax” is mixed. Norton (1995) uses data from two different
samples of the elderly to predict the distribution of time until spend-down
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according to a model of spend-down absent of behavioral effects. These
distributions were then compared to the actual distribution of the time
until spend-down for nursing home residents. Contrary to expectations, it
appears that the elderly avoid Medicaid eligibility. This result cannot be ex-
plained away by sample selection, demographics, or uncertainty about
prices.

1.5 Implications and Unanswered Questions

As is clear from the foregoing discussion, there is a large and rich litera-
ture exploring the impacts of Medicaid on individual behavior and out-
comes. This literature has a number of important policy implications. But,
in thinking through policy directions, it also becomes apparent that there
are a number of unanswered questions about Medicaid’s impacts as well.

1.5.1 Eligibility Policy

The first area of policy that is informed by this literature is Medicaid el-
igibility policy as a tool for dealing with the large and growing number of
uninsured individuals in the United States. One straightforward alternative
for increasing insurance coverage is to continue to expand our public in-
surance safety net. This was the approach taken by the CHIP expansion.
The problem with this approach is that the CHIP program will be spending
its dollars primarily on those children around 200 percent of poverty, and
this is a population that is heavily privately insured already. For example,
among those children between 200 and 250 percent of poverty, only 14 per-
cent are uninsured, and almost 80 percent already have private health in-
surance. A key lesson from the recent literature on Medicaid is that crowd-
out may be a significant concern under these types of conditions. As a
result, there could be relatively low “bang for the buck,” with most public
dollars going to those already insured and switching to the public program.

On the other hand, the flexibilities built into CHIP are likely to help mit-
igate crowdout. By making the benefits package less generous than Medic-
aid, and by introducing premiums and copayments for services, state
CHIP programs make it less attractive to drop one’s private health insur-
ance to join the public program. Clearly, as public insurance is expanded
further and further up the income scale, given the strong correlation be-
tween income and private insurance coverage, more and more limitation of
this form is called for.

An important priority for research is to assess whether the flexibilities in
CHIP have a real impact on crowdout. Some casual evidence suggests that
they might. Before CHIP, the states of Florida and Minnesota had public
insurance programs for children funded out of state monies only, and these
programs provided insurance that was much more restrictive than Medic-
aid, particularly with regard to premiums for enrollment, where were non-
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trivial. Two evaluations of these programs suggested much lower crowdout
than the estimates for the national program, in that fewer than 10 percent
of the enrollees had private insurance before joining the program.22 While
only suggestive, these findings may provide a key insight into how to com-
bat crowdout, which is to make the public option less attractive. Of course,
what is missing from these analyses is any information on the impact of
these policies on the take-up of the plan by those who were previously
uninsured. If such policies reduce crowdout but reduce take-up by the pre-
viously uninsured even more, they may not be an attractive barrier for com-
bating crowdout. Clearly, more research is needed on how the structure of
public insurance programs influences both take-up and crowdout.

Although expansions of insurance up the income scale seems an obvious
way to reach more uninsured, the CHIP legislation largely ignored a more
needy and obvious population: those who are already eligible for Medicaid
but do not take it up. Indeed, most estimates suggest that there are on the
order of 4 million children who are eligible for Medicaid but do not take up
coverage. Moreover, as previously noted, there is tremendous underuse of
prenatal care services by women who are Medicaid eligible, particularly
during the first trimester. The reasons for this limited take-up are unclear
and reflect some mix of poor information about eligibility and stigma
about enrollment in a public insurance program.

Regardless of the cause, however, this is a very high bang-for-the-buck
population. Of those children not on Medicaid already, but with incomes
below 150 percent of the poverty line, 53 percent are uninsured. This sug-
gests that the highest priority for government policy is to expand coverage
of this group through outreach initiatives, even if they are somewhat costly.
In other words, in thinking about expanding insurance coverage in the low-
income population, it is probably best to think about filling the cup from
the bottom: Start by maximizing the coverage of the lowest-income popu-
lation with few other insurance alternatives, and then move to higher-
income groups that often have access to private coverage.

For largely political reasons, the expansions of health insurance through
both Medicaid and CHIP have focused on children and pregnant women.
But there is little coherent argument for covering an eighteen-year-old
woman up to 200 percent of poverty, while a nineteen-year-old woman re-
ceives no public coverage unless she is pregnant or on welfare. This is par-
ticularly true given the low use of prenatal care by lower-income women; if
they had continuous insurance coverage, they would perhaps be more
likely to seek care as soon as they got pregnant.

One particularly helpful approach that has been proposed is to extend
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coverage to the parents of Medicaid and CHIP children. This would have
the additional advantage of increasing take-up by these children, since
once the parents are eligible it might increase their awareness of the entire
family’s entitlement.

In summary, public insurance remains a powerful tool for reducing high
and rising numbers of uninsured in the United States. But the efficiency of
different public insurance routes may differ dramatically. Public policy
could most usefully focus on the neediest populations first, such as those
eligible for and not taking up coverage and other demographically noneli-
gible groups, before moving on to higher-income groups of traditionally el-
igible populations where private coverage is fairly common.

1.5.2 Supply Side

An area that has received less attention, but which may be equally im-
portant, is Medicaid reimbursement policy. Work on physician reimburse-
ment suggests that more generous fee schedules can lead to more access to
physicians for Medicaid patients, and ultimately to better health outcomes.

Of particular interest within the reimbursement arena is an assessment
of the trade-offs between physician and hospital reimbursement levels. Al-
though the evidence cited earlier suggests real costs to low physician reim-
bursement, there is much less evidence suggesting significant costs to lower
Medicaid reimbursement of hospitals. Clearly, an important priority for
future work is to think about the trade-offs between the reimbursement lev-
els set for these different types of providers.

1.5.3 Long-Term Care

In terms of government spending, the most important area for Medicaid
reform is long-term care. This is the largest share of Medicaid program
spending, and it will clearly grow rapidly with the aging of the population.
The literature on Medicaid long-term care, while limited, suggests three
policy-relevant conclusions. First, if policymakers attempt to control costs
by reducing Medicaid reimbursement levels, they may not sacrifice quality
of care (and indeed may actually raise quality). Second, however, lower re-
imbursement levels will lower the access of Medicaid patients to nursing
home care. Third, the beneficiaries of more access of Medicaid patients to
nursing home care appear to be the children of these patients with whom
they were living before admission.

These findings suggest that there is a crowdout-like effect of increasing
Medicaid reimbursement: It raises access for Medicaid patients, but at the
cost of lower quality for private patients. The recent removal of the Boren
amendment, and the resultant flexibility for states to experiment more with
nursing home reimbursement, may provide more evidence on this front.
The last finding also suggests that if children are the beneficiaries of Med-
icaid entitlement, perhaps they should bear more of the costs. As Cutler
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and Sheiner (1994) note, in Germany, the income of children is counted to-
ward the resource base for paying for nursing home care for elderly par-
ents. Such a system in the United States may more tightly tie the costs of
Medicaid entitlement to the beneficiaries.

But there is clearly room for much more work on this important area, as
a host of unanswered questions remain. First, the importance of excess
demand for nursing homes remains unclear; whereas some studies find
evidence of excess demand, others find that Medicaid generosity increases
lead to more total nursing home care, which is inconsistent with excess de-
mand. Second, more work is needed on the substitutability of home and
community care for institutional care of the elderly. The available research,
mostly from a social experiment run in the 1970s, suggests that there is little
substitutability; more generous home care does not reduce the incidence of
institutional care. But this evidence is old and may no longer be relevant in
the rapidly changing world of home care. More work in this area would be
very useful as Medicaid assesses its spending priorities. Third, it is impor-
tant to assess how states are reacting to their new freedoms with respect to
nursing home reimbursement, and what impacts this has on Medicaid pa-
tient access. Finally, there is almost no work on the impact of policies on
the actual outcomes of the institutionalized elderly. Can Medicaid improve
the health or well-being of the elderly through subsidizing institutionaliza-
tion, or is the program simply taking the elderly off their children’s hands
and warehousing them in an institution until death?

1.6 Conclusions

The rapid growth of Medicaid, in the face of a continuing rise in the
number of uninsured, suggests that changes to this program, and related el-
igibility expansions such as CHIP, will continue to be a dominant policy is-
sue in the coming years. These changes can be well informed by the large
and growing literature on the Medicaid program. But many unanswered
questions remain. The significant advantage of the Medicaid program for
future research is the exciting natural laboratory provided by variation
across states in their program provisions, particularly along the lines of el-
igibility and provider reimbursement. Future work can usefully continue
to exploit this laboratory in answering the remaining questions needed to
intelligently move forward with Medicaid policy.
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2.1 Introduction

Supplemental Security Income (SSI) is a nationwide federal assistance
program for aged, blind, and disabled individuals with low incomes. The
SSI program was enacted in 1972 and began paying benefits in 1974, re-
placing a patchwork of state-run entitlement programs created under the
Social Security Act of 1935 and its amendments in 1950. The establishment
of SSI was the culmination of a four-year debate over a more overarching
welfare reform proposal—the Family Assistance Plan (FAP)—intended to
extend the federal social safety net to all low-income Americans. Although
Congress eventually rejected the universality of FAP, it passed SSI, a cate-
gorical welfare program based on the same negative income tax principles
as FAP but targeted on a subset of low-income individuals not expected to
work—the aged, blind, and disabled.

SSI began as a relatively small program providing benefits to a largely
elderly population. Since that time SSI has grown to become the largest
federal means-tested cash assistance program in the United States, with a
caseload dominated by children and working-age adults with disabilities.
In 2001, an average of 6.7 million people—the vast majority under age
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sixty-five—received federal and state SSI benefits totaling over $32 billion.
Rapid program growth, the changing composition of SSI beneficiaries,
and increasing pressure to devolve federal responsibility for social pro-
grams to state governments, as well as to integrate traditional “non-
workers” into the labor market, have all raised questions about the role that
SSI plays in the broader U.S. social welfare system.

In 1972, those not expected to work included individuals aged sixty-five
and older, the blind, and people with disabilities. These categories have al-
ways been somewhat arbitrary and difficult to establish and assess, partic-
ularly with regard to disability. But dramatic changes in social expectations
over who should work and who should be entitled to income transfers have
renewed the debate over whom SSI should serve. On the one hand, individ-
uals are living and working longer, and the Americans with Disabilities Act
(ADA) has granted people with disabilities a legal right to equal access to
employment, suggesting that the aged, blind, and disabled may be better
able to work than in the past. On the other hand, the normal retirement age
for Social Security benefits is increasing, welfare reforms have placed lim-
its on the number of years single mothers with children may receive bene-
fits in lieu of working, and poverty rates among children remain high.
These circumstances suggest that income maintenance programs like SSI
will play an increasingly important role in the U.S. social safety net. All
these factors will have an impact on the politically determined boundaries
of the only remaining federal cash-based means-tested entitlement pro-
gram without time limits available to both adults and children.

In this chapter we provide the basic information necessary for SSI policy-
makers to make informed choices about its future. In section 2.2 we review
the program’s history and describe the structure and evolution of SSI pro-
gram rules. In section 2.3 we provide expenditure, caseload, and program
recipient statistics. In section 2.4 we summarize the primary economic is-
sues related to the SSI program. In section 2.5 we review the empirical evi-
dence regarding these issues. We summarize our findings in section 2.6.

2.2 History and Structure of the SSI Program

The SSI program is a nationwide federal assistance program adminis-
tered by the Social Security Administration (SSA), which pays cash bene-
fits to low-income individuals who are sixty-five years of age or older or
who are blind or disabled. The SSI program was enacted in 1972 and began
paying benefits in 1974 replacing the state Old-Age Assistance, Aid to the
Permanently and Totally Disabled, and Aid to the Blind Programs created
by the Social Security Act of 1935 and its amendments in 1950. In this sec-
tion we review the history of the SSI program, describe current program
structure, eligibility criteria, and benefit levels, and discuss how the pro-
gram’s goals and rules have evolved over time.
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2.2.1 Original Rationale and Program Goals

The establishment of a federal income maintenance program for the
aged, blind, and disabled, SSI was the culmination of a four-year debate
that began with a more overarching welfare reform proposal, FAP, pro-
posed by President Nixon on 8 August 1969.1 FAP was the first serious at-
tempt to institute a federal negative income tax program equivalent to
those proposed by Stigler (1946), Friedman (1962, 1968), and Tobin
(1969). FAP departed from existing welfare policy in three important ways:
(a) It was universal rather than categorical, with low income and assets as
the only eligibility criteria; (b) it was run through the federal tax system
rather than being administered by state and local governments; and (c) it
had a low benefit reduction rate, in keeping with the notion that low tax
rates provide desirable work incentives.2

Congress eventually rejected the idea of an income maintenance pro-
gram for all Americans with low income but on 17 October 1972 created
the SSI program, a categorical welfare program targeted on the subset of
the poor who were aged, blind, or disabled. The SSI program passed after
FAP failed largely because Congress believed that providing income assis-
tance to needy individuals not expected to work was likely to have a much
smaller negative impact on employment than a universal negative income
tax program. In 1972, those not expected to work included individuals age
sixty-five and older, the blind, and people with disabilities, subgroups of
the population that already were targets of state-based assistance pro-
grams.

In keeping with some of the themes of FAP, the new SSI program feder-
alized benefit administration, set minimum benefit standards, imposed
uniform eligibility criteria, and set low benefit reduction rates on labor
earnings. Legislative records suggest that SSI was intended to reduce vari-
ability in the types of individuals allowed onto the rolls and in the amount
of assistance they received, to make economic resources the only determi-
nant of eligibility for those meeting the categorical requirements, and to
provide incentives for beneficiaries to work to supplement their income
and move toward rehabilitation (U.S. House of Representatives, Commit-
tee on Ways and Means 1971).3,4 Thus, under SSI, Congress federalized
benefit administration, set minimum benefit standards, imposed uniform
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1. See Burke and Burke (1974) and Smeeding (1994) for a more detailed historical discus-
sion of how SSI became the nation’s first negative income tax program.

2. The key features of most negative income tax (NIT) proposals are universality, federal
benefit administration, and low benefit reduction rates. For a fuller discussion of the origins
of NIT policy see Burkhauser and Finnegan (1989, 1993).
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4. Under the former state-run programs the amount of assistance could vary from recipi-
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eligibility criteria, and set relatively low benefit reduction rates on labor
earnings. In addition to adopting some of the administrative mechanisms
of FAP, the SSI program began to blur the traditional ability-to-work stan-
dard for determining who should be entitled to public welfare payments.
By extending SSI benefits to the needy families of children with disabilities,
Congress expanded the social safety net to include families headed by
adults who were “employable.”5,6

2.2.2 SSI Eligibility Criteria

As noted earlier, SSI is an income support program for low-income indi-
viduals who are aged, blind, or disabled. Thus, SSI eligibility is a function
of three program-based categorical criteria—age, disability, or blindness—
as well as more general requirements associated with income and asset lim-
its, and citizenship and residency rules. The SSA is responsible for screen-
ing applicants and making awards for SSI. Table 2.1 summarizes the SSI
eligibility requirements described in detail in the remainder of this section.

Means Tests

To be eligible for SSI, individuals must fall below federally mandated in-
come and asset limits. In 2002, the countable income limit was set at $780
per month ($9,360 per year) for individuals and $1,170 per month ($14,040
per year) for couples. The countable income limit is determined by the fed-
eral benefit rate (FBR) and increases annually with the average U.S. wage
index. In general, the countable income limits fall just short of the U.S. Cen-
sus Bureau official poverty thresholds.7 SSI applicants also must meet
countable asset limits. In 2002, asset limits were set at $2,000 for individu-
als and $3,000 for couples. Unlike the countable income limits, the asset lim-
its are not indexed for inflation. Thus, over time, countable asset limits for
SSI eligibility have become stricter. Countable asset limits were last changed
in 1989, rising from $1,500 for individuals and from $2,250 for couples.

As noted earlier, not all income received by individuals or couples is
countable. Exclusions include a $20 monthly income disregard for all
forms of income with the exception of means-tested income and an addi-
tional $65 monthly disregard for any labor income.8 After these disregards,
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5. Poor children with disabilities had previously been included in state AFDC programs.
6. A final category of people allowed onto the SSI rolls, despite their potential to find al-

ternative private support, were noncitizens. By law, legal immigrants had to show income
sponsorship before immigrating to the United States. Largely due to the definition of income
in the SSI means test, the 1972 legislation allowed sponsored immigrants who were poor to
apply for SSI. This primarily affected the SSI aged program.

7. For example, in 2001, the Census Bureau poverty threshold for all single-person house-
holds (under and over age sixty-five) was $754 per month ($9,044 per year). The countable in-
come cutoff for SSI was $740 per month ($8,880 per year) in 2001.

8. In certain cases, impairment-related expenses may be deducted from this total. Also, in-
come is disregarded when it is used for Plans for Achieving Self Support (PASS).
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Table 2.1 SSI Eligibility Requirements in 2002

Requirement Definition Exceptions/Exclusions

Limited incomea Countable income must be Not all income counts.
• below $780 a month for single Some exclusions are

adult or child • $20 per month of most income
• below $1,170 a month for • $65 per month of wages and 

couple one-half of wages over $65
(In states that pay SSI supple- • food stamps
ments, countable income can be • home energy/housing 
higher) assistance

Limited resourcesa (property • $2,000 for single adult or child Not all resources count.
and other assets a person owns) • $3,000 for couple (limit applies Some exclusions are

even if only one member is • the home a person lives in
eligible) • a car, depending on use or 

value
• burial plots for individual 

and immediate family
• burial funds up to $1,500
• life insurance with face value 

of $1,500 or less

Citizenship/residenceb • resides in one of the fifty Exception to residence: certain 
states, Washington, D.C., or children of U.S. armed forces 
the Northern Mariana Islands; personnel stationed abroad
and

• U.S. citizen or national; or
• certain American Indians; or
• lawful permanent resident 

with forty work credits; or
• certain noncitizens with a 

military service connection; or
• certain refugee or asylum-type 

noncitizens during the first 
seven years; or

• certain noncitizens in the 
United States or receiving SSI 
on 22 August 1996

(continued )

for every $1 in labor earnings a worker loses $0.50 in SSI benefits. There-
fore, after all income disregards, an SSI recipient faces a 50 percent im-
plicit tax on labor earnings.9 Neither the income nor the asset exclusions
are indexed for inflation.

In-kind assistance from government programs like food stamps and
public housing are not counted as income against the individual’s overall
SSI benefit. All other benefits from government programs are taxed at 100

9. As we will discuss below, for those SSI beneficiaries receiving other means-tested pro-
gram benefits, the effective marginal tax on work can be much higher.



percent. Countable resources include resources other than the home a per-
son lives in, a car (depending on use or value), and limited amounts of life
insurance and burial funds.10 In cases where an eligible individual resides
in a household with ineligible individuals, a portion of the other persons’
income is considered when determining the amount of the SSI payment.
This process, known as “deeming,” applies to married couples with one el-
igible member, parents of child applicants, and U.S. sponsors of noncitizen
applicants. The deeming rules are straightforward: If an individual or
couple is living in another person’s household and is receiving both food
and shelter from the person in the household, the federal benefit rate is re-
duced by one-third.

Although the federal benefit rate—and, thus, the monthly income test—
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Table 2.1 (continued)

Requirement Definition Exceptions/Exclusions

Categorical: sixty-five or older, Meet only one of these: Person whose visual impairment 
blind or disabled; blind; disabled • age sixty-five or older is not severe enough to be con-

• corrected vision of 20/200 or sidered blind may qualify under 
less in better eye the nonblind disability rules:

• field of vision less than 20 • A job that pays $780 per 
degrees month ($1,300 if blind) is 

• physical or mental impairment generally considered substan-
that keeps a person from per- tial work.
forming any “substantial” work • Special work incentives allow 
and is expected to last twelve some income and resources to 
months or result in death be excluded and permit pay-

• for a child’s impairment, ment of special cash benefits 
“marked and severe functional or continuation of Medicaid 
limitations” expected to last coverage even when a blind or 
twelve months or result in disabled person is working.
death

Source: SSA (2002b).
aIf only one member of a couple is eligible, the income and resources of both are considered in deter-
mining eligibility. If a child under age eighteen is living with parents, the parents’ income and resources
are considered.
bIf a noncitizen has a sponsor who signed a legally unenforceable affidavit of support (Immigration and
Naturalization Services [INS] form I-134), the sponsor’s income and resources are considered in deter-
mining eligibility and payment amount for three years following the date of lawful admission. (This rule
does not apply to noncitizens who become blind or disabled after legal admission for permanent resi-
dence or to noncitizens who are not lawful permanent residents.) If the sponsor signed the new legally
enforceable affidavit of support (INS form I-864), the sponsor’s income and resources are considered un-
til the noncitizen acquires forty work credits or becomes a citizen. (This rule applies to noncitizens who
become blind or disabled after admission for permanent residence and to noncitizens who are not law-
ful permanent residents.)

10. In 2002, the dollar value on disregards on assets was $4,500 for a car or medical treat-
ment, $1,500 on life insurance, and $2,000 on personal property and household furnishings.



rises with inflation each year, the monthly income disregards, the asset lim-
its, and the value of allowable assets (e.g., car, household effects) are not in-
dexed, and thus have fallen substantially in real terms since SSI began. The
real decline in the income disregards and asset limits over time has effec-
tively eroded the value of SSI benefits and narrowed the population of po-
tential recipients relative to 1974 levels. Consider first the 1972 set disre-
gards of $20 on all income and $65 on labor income. Valued in 2002
dollars, these disregards would be $84 and $275 per month, respectively.
Adjusting the asset limits for inflation discloses the same pattern. Valued
in 2002 dollars, the asset limits set in 1972 would be $6,345 for individuals
and $9,517 for couples,11 compared to the $2,000 and $3,000 limits cur-
rently in place. Thus, compared to when it was enacted in 1972, SSI now
covers a narrower and less economically advantaged portion of the income
distribution.

Citizenship and Residency Criteria

In addition to meeting the economic resource criteria, individuals also
must meet residency and citizenship requirements. To be eligible for SSI an
individual must be a resident of the United States and a U.S. citizen, a U.S.
national, or a “qualified alien” in an SSI-eligible noncitizen category.12 The
current SSI-eligible noncitizen categories generally can be characterized as
covering individuals who were lawfully in the United States as of 22 August
1996, individuals who are refugees or in refugee-like situations, and indi-
viduals who have contributed to the country either by service in the mili-
tary or through extended periods of work. These relatively restrictive al-
lowances for noncitizens were implemented under 1996 welfare reform
(PRWORA) and were a direct response to concerns that newly arrived
noncitizens with immigration sponsors were increasingly applying for, and
receiving, SSI benefits. The SSI provisions in the 1996 welfare reform act
generally excluded these individuals from receiving SSI by mandating that
the income of the noncitizen’s immigration sponsor be considered in the
means test.

Categorical Eligibility Criteria

Individuals meeting income, asset, and citizenship tests may qualify for
SSI benefits based on three categorical criteria: age, blindness, or disabil-
ity. Applicants need only meet one of the three criteria, although some ap-
plicants fit multiple categories. The categorical program requirements for
the aged and the blind are straightforward. Individuals are categorically el-
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11. Had the asset limits of $2,000 (individuals) and $3,000 (couples) set in 1989 kept up with
inflation, they would be $2,856 and $4,284, respectively, in 2002.

12. The term qualified alien is defined in section 431 of Public Law (P.L.) 104-193, as
amended by P.L. 104-208 and P.L. 105-33. See Parrot, Kennedy, and Scott (1998) for a com-
plete listing of the qualifying criteria.



igible for SSI based on age if they are age sixty-five or older. Individuals
may receive SSI benefits for the blind if they have 20/200 vision or less with
the use of a correcting lens in their better eye, or if they have tunnel vision
of 20 degrees or less. These objective standards make for relatively easy and
uniform screening of aged and blind SSI applicants at offices of the SSA
across the United States.13

In contrast, the disability screening process is more complex. First, there
is no simple definition of disability.14 The most frequently applied model of
disability comes from Nagi (1965, 1969a, b, 1991). In the Nagi model, dis-
ability is a dynamic process in which an individual’s pathology interacts
with the socioeconomic environment.15 The dynamic nature of the disabil-
ity process is represented by the movement through three stages: pathol-
ogy, impairment, and disability. The first stage, pathology, is the presence
of a physical or mental condition that interrupts the physical or mental
process of the human body. An example is deafness. This leads to the sec-
ond stage, impairment, which Nagi defines as “a physiological, anatomi-
cal, or mental loss or abnormality that limits a person’s capacity to func-
tion.” For example, deafness limits the ability to interpret sound. The final
stage, disability, is an inability to perform or a limitation in performing
roles and tasks that are socially expected. For example, a person with deaf-
ness is unable to use the telephone. Under the Nagi model, those with a
pathology that causes a physical or mental impairment that subsequently
limits one or more life activities—such as work—but who nevertheless
work would not be considered to have a work disability.16 (This is the case
whether work was possible through changes in the work environment, ac-
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13. Although the measurement of these “objective standards” is relatively straightforward,
the justification for using them as standards for inability to work is less so. A literature exists
that argues that categorical age is not a useful measure of ability to work. A parallel literature
exists that suggests that functional ability rather than medical condition is a superior criterion
for determining ability to work (Library of Congress 1998; Wunderlich, Rice, and Amado
2002).

14. Mashaw and Reno (1996) argue that the appropriateness of any definition of disability
depends on the purpose for which it is used. They document over twenty definitions of dis-
ability used for purposes of entitlement to public or private income transfers, government ser-
vices, or statistical analysis. In the ADA of 1990, disability is defined as a physical or mental
impairment that substantially limits one or more major life activities, a record of such an im-
pairment, or being regarded as having such an impairment. La Plante (1991) provides a use-
ful discussion of alternative definitions that can be used to estimate this population.
Burkhauser, Houtenville, and Wittenburg (forthcoming) provide detailed analyses of differ-
ent definitions of disability in national representative U.S. surveys.

15. The World Health Organization (WHO) has a model of disability very similar to that of
Nagi. The key to both of these definitions is the recognition that individuals move from the
presence of a health condition to a point where it begins to impinge on activities that are so-
cially expected of them and that this movement is related to the environment in which indi-
viduals live. See Jette and Badley (2002) for an excellent comparison of the Nagi and WHO
models.

16. This measure closely resembles what Verbrugge (1990) calls social disability, or the in-
tersection of an individual’s physical impairment (e.g., deafness) and the environmental chal-
lenges of the activities required by a social role, such as work.



cess to rehabilitation, or individual adaptability.)17 The first component is
the presence of a pathology—a physical or mental malfunction, or the in-
terruption of a normal process, or both. This leads to a second component,
an impairment, which Nagi defines as a physiological, anatomical, or men-
tal loss or abnormality that limits a person’s capacity and level of function.
The final component of disability is defined as an inability to perform, or a
limitation in performing, socially expected roles and tasks. For men and,
increasingly, for women of working age, market work is a socially expected
role. Hence, those who are unable to perform or are limited in their ability
to work are considered disabled.

The disability determination process for SSI incorporates some of the
reasoning put forth in Nagi’s disability definition. Applicants for disability
benefits move through a multistep process in which their pathology, im-
pairment, and level of functioning are judged. Applicants thought to be
unable to engage in any substantial work become eligible for benefits. Be-
low we describe the process of disability determination for both adults and
children applying for SSI disability benefits.

Like the aged and blind, persons seeking disability benefits also apply at
an office of the SSA. Once the federal officials and the applicant have gath-
ered sufficient information to complete the application, it is submitted to a
state agency for determination of disability. State disability examiners,
working with vocational and medical consultants, act as the primary gate-
keepers of both SSI and Social Security Disability Insurance (SSDI).18 Dis-
ability decisions are made by state agencies acting under contract to the
federal government. Therefore, although disability eligibility criteria are
uniform across the country, the interpretation of these criteria, and hence
the disability determination process itself, can and does systematically
vary from state to state and over time. Table 2.2 shows differences in mean
allowance rates (initial acceptances to initial applications), by state be-
tween 1974 and 1993. As the table indicates, mean allowance rates vary
considerably across states, ranging from lows of 28 in Louisiana and New
Mexico to highs of 48 in Delaware, New Jersey, and Rhode Island.

Disability Screening for Adults

SSA defines adult disability as the inability to engage in substantial gain-
ful activity by reason of a medically determinable physical or mental im-
pairment that is expected to result in death or last at least twelve months.
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17. For example, a person with deafness who is accommodated at the workplace with a
Telephone Typewriter machine that permits him or her to use the telephone.

18. SSDI is a social insurance program that provides payments to individuals who have
paid Social Security taxes for the appropriate number of quarters and who are judged to be
disabled under the SSA guidelines. Unlike SSI, it is not means-tested. However, it does have
restrictions on labor earnings consistent with its criteria for disability eligibility. See Bound
and Burkhauser (1999) for a fuller discussion of this program from an economic perspective.



Table 2.2 Mean Disability Allowance Rates by State, 1974–93

Current State of Residence Mean Standard Deviation

Alabama 32 4.8
Arizona 41 6.0
Arkansas 32 5.6
California 37 7.5
Colorado 40 5.8
Connecticut 45 8.9
Delaware 48 4.7
District of Columbia 39 8.0
Florida 37 6.4
Georgia 33 7.2
Illinois 37 5.8
Indiana 40 7.3
Iowa 44 8.7
Kansas 41 5.2
Kentucky 33 3.8
Louisiana 28 8.4
Maine 44 6.1
Maryland 37 5.1
Massachusetts 44 7.8
Michigan 37 6.8
Minnesota 45 7.5
Mississippi 31 5.9
Missouri 38 6.8
Montana 37 6.5
Nebraska 43 6.1
Nevada 39 6.9
New Hampshire 42 5.5
New Jersey 48 9.4
New Mexico 28 5.3
New York 41 9.2
North Carolina 40 6.1
North Dakota 42 5.9
Ohio 42 7.8
Oklahoma 33 6.7
Oregon 37 6.7
Pennsylvania 39 7.4
Rhode Island 48 4.7
South Carolina 37 4.7
South Dakota 46 4.5
Tennessee 35 6.4
Texas 34 6.2
Utah 45 5.9
Vermont 46 5.3
Virginia 36 3.4
Washington 40 8.4
West Virginia 30 8.3
Wisconsin 46 6.5
Wyoming 39 5.1
Total 39 8.2

Source: Burkhauser et al. (1999).
Notes: The mean allowance rate for a state is defined as the mean of the state’s yearly initial
acceptance to initial application ratio for the years 1974–93. Allowance rates are based on
SSDI applications and acceptances.



Applicants must be unable to do any work that exists in the national econ-
omy for which they are qualified by virtue of age, education, and work ex-
perience. The United States does not award federal disability benefits for
partial disability.19

As a practical matter, SSA asks the state disability determination offices
to follow a five-step procedure in their initial disability determination.20

First, the examiners check to see if applicants are currently working and
making more than the “substantial gainful activity” (SGA) amount—
$780 a month in 2002. If so, their application is denied. As can be seen in
figure 2.1, almost no cases are rejected in this manner, since presumably the
SSA field offices have already checked to see if applicants are working be-
fore they send applications to the disability determination office.21 Second,
the state disability examiners determine if the applicant has a severe im-
pairment that is expected to last twelve months or result in death. If not,
the application is denied. About 20.1 (13 � 7) percent of all applicants
were denied at this step in 2000. Third, the state disability examiners look
to see if the impairment meets the medical listings. If the impairment is
listed, applicants pass the categorical screening for disability. If the im-
pairment is judged to be equivalent to one of the medical listings, then ap-
plicants also meet the categorical requirement for benefits. Most recipients
who pass the disability screening do so at this stage because their impair-
ment either meets or equals one on the medical listing (22 percent of all ap-
plicants were approved at this step in 2000).

Fourth, if a decision cannot be reached on medical factors alone, appli-
cants are evaluated in terms of residual functional capacity. If they are
found to be able to meet the demands of “past relevant work” their claim
is denied (20 percent of all applicants were denied at this step in 2000). If
individuals are deemed unable to do past relevant work, examiners deter-
mine if the impairment prevents the applicant from doing any other work.
Here vocational factors are considered. If, for example, applicants’ maxi-
mum sustained work capacity is limited to sedentary work and they are at
least age fifty to fifty-four, with less than a high school education and no
skilled work experience, then they would be considered disabled and pass
the categorical screening. In contrast, if applicants’ previous employment
experience includes skilled work, then they would not receive benefits. At
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19. However, as will be shown later, in some instances the SSI program allows individuals
with disabilities to exceed the earnings limit and continue to receive SSI benefits, making it
a type of partial disability insurance. Most other western industrialized countries provide
partial disability benefits to their working-age populations. For a discussion of disability
program rules in other western industrialized nations see Aarts, Burkhauser, and deJong
(1996).

20. Our discussion of the adult disability determination process draws heavily on Bound
and Burkhauser (1999).

21. The percentages in figure 2.1 are based on outcomes from initial SSDI applications, the
data available from published sources. However, there is no reason to believe that the patterns
for SSI would be significantly different.



this stage, 16 percent of all applicants were determined eligible for benefits
and 22 percent were denied benefits in 2000.

Applicants who are denied benefits can ask for a reconsideration. Their
file will then be reviewed by a second team of examiners. If they are rejected
after reconsideration, individuals may appeal the case to an administrative
law judge. It is at this stage that applicants will for the first time come face
to face with a gatekeeper. Individuals denied benefits at this stage may ap-
peal the decision to the Social Security Appeals Council and then to the
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Fig. 2.1 SSA initial disability determinations, sequential decision-making process,
and outcomes of decisions on initial SSDI applications, 2000
Source: Authors’ calculations using SSA Office of Disability data, SSA-831 Disability Deci-
sion file.
aThis response includes 5 percent of claims that were denied because the applicant failed to
cooperate in obtaining evidence needed for the claim. The other 8 percent were denied for
“impairment not severe.”



district courts. In 2001, about 33 percent of those initially denied benefits
appealed the decision. About 10 percent of those who appealed the deci-
sion eventually were awarded benefits (SSA SSI Annual Statistical Report,
2002b).22 For the claimants who are allowed benefits at the initial level or
who do not appeal, the application and decision process usually takes a
few months. For those who appeal to the administrative law judge, the pro-
cess can take a year or more.

Disability Screening for Children

Screening children for disability eligibility has proven to be even more
complex and contentious than adult disability screening. When the SSI
program was originally considered, Congress recognized the potential
difficulties of applying the standard SSA disability definition to children.
Thus, under the original legislation, Congress wrote that a child should be
considered disabled if “he suffers from any medically determinable physi-
cal or mental impairment of comparable severity” to a disabling impair-
ment in an adult (SSA 1997). In practice, children originally qualified for
SSI if they had “a medically determinable physical or mental impairment
which results in marked and severe functional limitations, and which can
be expected to result in death, or which has lasted or can be expected to last
for a continuous period of not less than 12 months.” Between 1974 and
1989 the child disability determination process did not include a functional
assessment or take into account the equivalent of adult vocational factors.
See figure 2.2 for a comparison of the child and adult initial disability de-
termination process.

This changed in 1990, when the Supreme Court decided the case of Sul-
livan v. Zebley. The court ruled that in order to meet the standard of equal
treatment, a functional limitation component parallel to that of adults
must be included in the initial disability determination process for chil-
dren. In response, SSA added two new bases for finding children eligible
for benefits: (a) functional equivalence, which was set at the medical listing
level of the disability determination process, and (b) an individual func-
tional assessment (IFA), which was designed to be parallel with the func-
tional and vocational assessment provided for adults. By allowing appli-
cants who did not meet the medical listing to be found disabled if their
impairments were severe enough to limit their ability to engage in age-
appropriate activities, such as attending school, the IFA lowered the level
of severity required for children to be eligible for SSI benefits (U.S. GAO
1994, 1995).23
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22. There is some evidence that the proportion of claimants who appeal and the proportion
of decisions that get reversed rise and fall with the percentage of initial denials (Lando, Cut-
ler, and Gamber 1982).

23. Following the Zebley decision a large number of previously denied cases were re-
assessed and awarded disability benefits. This can be seen in the caseload statistics presented
later in this chapter.
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In 1996, as part of welfare reform, Congress modified the definition of
disability for children. Legislators replaced the comparable severity (to
adults) criterion with a definition of disability that is unique to children.
Under the new definition, a child’s impairment—or combination of im-
pairments—is considered disabling only if “it (they) results in marked and
severe functional limitations, is expected to result in death or has lasted
or can be expected to last at least 12 months” (SSA 1996). The new focus
on assessing the severity of impairments among children was reflected in
changes in the evaluation process. The legislation removed the IFA, re-
placing it with a criterion based on functional equivalence or evaluations
of the extent to which impairments create medical listing–level severity.
The revised rules defined medical listing–level severity for functional limi-
tations as (a) marked limitations in two broad areas of functioning, such as
social functioning or personal functioning, or (b) extreme limitations in
one area of functioning, such as inability to walk (SSA 1997). In practice
these changes meant that although functional limitations continued to in-
clude behavior-related limitations, they no longer covered the same
breadth of functioning included in the IFA. For example, Congress specif-
ically removed maladaptive behavior disorder from the functional listing
criteria. Thus, the post-1996 standard represents a broader measure of dis-
ability than originally applied to children, but a narrower standard than
the one used between 1990 and 1996 (see figure 2.2).

2.2.3 SSI Benefits

Federal Benefit Levels

Each eligible SSI beneficiary in his or her own household with no other
countable income received a federal cash payment of $545 per month in
2002 ($817 for jointly eligible couples). The federal SSI benefit is increased
each January by the cost-of-living index used to adjust all Social Security
Old-Age, Survivors, and Disability Insurance (OASDI) benefits. Although
the original objective of the SSI program was to guarantee an income at the
poverty level, from the beginning the federal minimum SSI benefit was set
below the official Bureau of the Census poverty line. Excluding state sup-
plementation, SSI payments represent about 75 percent of the poverty
threshold for an eligible individual, and about 90 percent of the threshold
for an eligible couple; these percentages have remained relatively constant
over time.24

SSI recipients are required by law to apply for every government pro-
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24. This difference arises in part because the SSI program and the U.S. poverty thresholds
assume different economies of scale. The SSI program assumes that a single person needs 67
percent of the couple benefit to be equally well off; the U.S. poverty threshold assumes that a
single person needs 80 percent of the couple benefit to maintain an equivalent standard of liv-
ing.



gram for which they may be eligible. In most states, recipients receive state
supplemental payments and become eligible for Medicaid and food stamps
without making a separate application.25,26 Since 1986 SSI benefits and el-
igibility for Medicaid have been continued for those who earn above the
SGA; this is known as 1619(b) status.27 In general, the special eligibility test
for Medicaid applies if the individual has earnings over the level that offsets
his or her SSI benefits but is still lower than a threshold amount established
in the state in which he or she resides.28 Adult SSI recipients with disabili-
ties also are eligible for federally funded, state-administered vocational re-
habilitation.29

State Supplementation

In designing the SSI program Congress recognized that states may want
to boost benefit levels beyond the federal program. In addition, Congress
wanted to ensure that those states paying above the federal level in 1972
would continue to provide the same level of assistance as they had prior
to the federalization of SSI. As a result of these two goals, there are two
types of state supplementation for SSI: mandatory and optional.30 Under
mandatory supplementation, states whose Old-Age Assistance and Aid
to the Permanently and Totally Disabled benefits were greater than the
federal minimum had to make up the difference in mandatory state sup-
plements.31 Although nearly every state was subject to mandatory sup-
plementation in 1972, increases in federal benefit levels over the years
have left only a few SSI beneficiaries receiving mandatory payments to-
day.

In 2000, forty-five states and the District of Columbia provided optional
supplemental benefits (columns [1–3], table 2.3). States offering supple-
ments can follow the same rules as the federal SSI program and have the
program administered by SSA, or they can administer their own program

94 Mary C. Daly and Richard V. Burkhauser

25. We discuss states’ latitude in determining Medicaid eligibility for SSI recipients later in
this section.

26. In most cases, individuals who are eligible for SSI are categorically eligible for food
stamps. The exceptions to this general rule are SSI beneficiaries living in households where
other members do not receive and are not applying for SSI. These individuals must apply for
food stamps at the local food stamp office and meet the household income test to obtain food
stamp eligibility.

27. In 1995, only about 46,000 (1.3 percent) of the 3.5 million SSI disability recipients were
in 1619(b) status (Mashaw and Reno 1996).

28. In making this determination, the SSA takes the average expenditures on Medicaid and
SSI (including state SSI) and compares this amount to an individual’s earnings.

29. The Ticket to Work/Work Incentives Improvement Act of 1999 expanded the eligible
pool of vocational rehabilitation providers available to disabled SSI recipients by allowing
beneficiaries to receive vocational rehabilitation services from not-for-profit and for-profit
vendors. The first tickets from this program were issued in 2002.

30. For a detailed description of state supplementation see Ponce (1996).
31. Mandatory state supplements applied to individuals receiving benefits in December

1973.
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and use state-specific eligibility criteria. Despite the apparent cost advan-
tage to federal administration, states have increasingly opted for state ad-
ministration of supplemental payments. About three-quarters of states
providing optional supplementation administer their own programs or
jointly administer them with the federal government. Only eleven states
rely solely on federal administration.

Although a majority of states have optional supplementation programs,
a number of factors minimize the importance of these programs. First, only
twenty-three states provide supplements to the vast majority of SSI recip-
ients living independently in their own households.32 In the remaining
states with optional programs, supplements are paid only to the minority
of SSI recipients living in institutions.33 Second, because state supplements
are not annually adjusted for inflation, the real value of the median state
supplemental payment to individuals living independently declined by
about 60 percent between 1975 and 1997.34

That being said, public concern over states’ reducing their SSI supple-
mental payments when federal benefit levels rise led Congress to mandate
that states pass along SSI benefit increases resulting from annual cost-of-
living adjustments. States may meet this passalong requirement by main-
taining payment levels year to year (the payment levels method) or they
may spend the same amount of money in the aggregate that they spent the
year before the federal benefit rose (the total expenditure method). In 2002,
forty states used the payment levels method and ten states used the expen-
ditures method (columns [4–5], table 2.3).

Coordination with Other Programs

In addition to SSI federal and state cash payments, SSI beneficiaries fre-
quently gain automatic eligibility to Medicaid and Food Stamp programs.
Generally, SSI recipients are categorically eligible for Medicaid. A state
may either use SSI eligibility criteria for determining Medicaid eligibility,
or it may use its own criteria as long as the criteria are no more restrictive
than the state’s January 1972 medical assistance standards.35 Forty states
use SSI criteria and eleven states use eligibility criteria more restrictive
than those of the SSI program (see columns [6–7], table 2.3). States may
also enter into agreements with SSA to make Medicaid eligibility determi-
nations for them, based on the federal SSI criteria; thirty-three states have
such contracts with SSA (column [8], table 2.3).
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32. Over 90 percent of SSI recipients live in their own households (U.S. House of Repre-
sentatives, Committee on Ways and Means 1998).

33. One explanation for the ongoing supplementation of SSI recipients living in institutions
is that supplementary SSI payments provide states with a mechanism of supporting such fa-
cilities.

34. Over time some states have even reduced the nominal value of supplemental payments.
35. This final option is known as the 209(b) option.



With the exception of California, SSI recipients in all states may be eli-
gible for food stamps.36 The SSA offices notify applicants and recipients of
SSI of their potential eligibility for food stamps. Eligibility for the Food
Stamp Program is determined by the food stamp office.

Finally, thirty-eight states (column [9], table 2.3) have agreements with
SSA to be reimbursed for basic needs assistance provided during the pe-
riod during which an eligible individual’s SSI application for benefits was
pending, or an individual’s SSI benefits were suspended and subsequently
reinstated.

2.2.4 Administration and Financing

As a federal income maintenance program, SSI is funded from general
revenues and is administered by the SSA. Although, as discussed earlier,
many states supplement federal benefit levels, over time the share of sup-
plemental benefits paid by states has declined. In 1975, state SSI expendi-
tures accounted for approximately 27 percent of total SSI payments. In
2001, state supplemental payments amounted to about 11 percent of an-
nual SSI expenditures (SSA 2002a).37

2.2.5 Summary

Although the goals of the SSI disability program have not changed
since its inception in 1974, its structure has been subject to numerous leg-
islative, administrative, and court actions. These actions have primarily
focused on making the disability criteria more target effective and on en-
hancing incentives aimed at returning recipients to the workforce. For the
child disability component of the program, changes have focused on pro-
viding an appropriate vocational criterion for children that does not un-
duly discourage rehabilitation and school success. Notably, there have
been few changes to the means test criteria and no adjustment for infla-
tion in these criteria, meaning that over time, the amount of income that
will disqualify one for SSI has fallen in real terms, or, simply put, the
means test has become more restrictive. Finally, other legislative efforts
have centered on limiting the eligibility of noncitizens. The legislative
history of SSI shows that the primary mechanisms used by policymakers
to alter the coverage and the generosity of SSI have been changes in the
categorical eligibility criteria, rather than changes in the size of SSI ben-
efits.
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36. California cashes out food stamps, and SSI recipients in California receive a cash pay-
ment in their state supplementary payment in lieu of food stamps.

37. The numbers reported reflect the average for all states. Looking across states, in Janu-
ary 1999, the federal share of the maximum SSI benefit ranged from 58 percent in Alaska and
74 percent in California to 100 percent in the eight jurisdictions without a supplemental pro-
gram (CRS 1999).



2.3 Program Statistics

2.3.1 Trends in Expenditures, Caseloads, and Benefits

The SSI program has grown substantially in both recipients and expen-
ditures since it first paid benefits in 1974. However, its growth has varied
over time (figure 2.3). Between 1974 and 1982, caseloads fell by 4.5 percent
and real federal expenditures declined by about 15 percent. This decline
caused concern among policymakers that too few potentially eligible re-
cipients were enrolling (Menefee, Edwards, and Schieber 1981). After this
slow start, the number of SSI beneficiaries increased steadily until 1996,
growing from roughly 3.9 million in 1982 to 6.6 million in 1996, a 70 per-
cent increase. Federal payments for the program rose even faster during
this period, with the greatest growth between 1989 and 1992. Valued in
2001 dollars, total annual payments increased from $17.6 billion in 1982 to
$32.5 billion in 1996, an increase of about 85 percent. Between 1996 and
2001 (the last year of data available) caseloads and expenditures have risen
by less than 2 percent. Despite rapid growth in the SSI program over time,
as a percentage of total federal outlays SSI expenditures have remained rel-
atively stable at 1.9 percent since the program began in 1974.

2.3.2 Trends in Characteristics of Recipients

Originally considered a program for the elderly, SSI is now dominated by
adults and children with disabilities. Figure 2.4 shows the age composition
of SSI beneficiaries between 1974 and 2001. In 1974, the majority of the
SSI caseload was over the age of sixty-five. The number of aged beneficiar-
ies peaked at 2.5 million in 1975, gradually dropped to around 2 million in
1982, and remains at about that level. In contrast, the number of blind and
disabled adults (aged eighteen to sixty-four) on SSI has more than doubled
since 1974, with the most rapid growth occurring after 1982.38 In Decem-
ber 2001, 3.8 million adults aged eighteen to sixty-four received SSI bene-
fits, about 2.1 million more than in 1982. The number of blind and disabled
recipients who are under age eighteen has also grown substantially in re-
cent years.39 Between 1974 and 1989 the child caseload increased to about
185,000. However, following the Zebley decision in 1990, the number of
blind and disabled children rose rapidly, reaching 955,000 by 1996.40 Since
then, child SSI rolls have declined slightly, falling to 881,000 in 2001.
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38. This growth is almost entirely due to increases in the number of disabled beneficiaries.
The number of working-age SSI recipients eligible due to blindness has remained relatively
constant over time (SSA Annual Statistical Supplement, various years).

39. Again, the growth is almost entirely explained by increases in the number of disabled
children.

40. As noted earlier, this increase was due both to the reassessment of previously denied
cases and to the increase in applications due to the more lenient eligibility rules.
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As a result of rapid growth in adult and child disabled beneficiaries, the
SSI population looks dramatically different today from the way it did when
the program was created. In 1974, blind and disabled adults and children
comprised only 40 percent of the SSI population. In 2001, over 70 percent
of SSI beneficiaries were disabled individuals under the age of sixty-five.

Table 2.4 shows that other key demographic characteristics have also
changed since the program’s inception.41 The first section of the table
shows the age, gender, and citizenship composition of all SSI recipients.
Since 1975, the proportion of males has increased. In 1976, more than two-
thirds of SSI recipients were female. In 2001, about 60 percent of SSI re-
cipients were female. Another notable change in the composition of the
SSI population has been the rapid increase in the number of noncitizens re-
ceiving benefits. In 1982, the first year for which records on citizenship
were kept, a little over 3 percent of all SSI recipients were noncitizens. In
1994, two years before citizenship became a requirement for new appli-
cants, about 12 percent of all SSI beneficiaries were noncitizens. This per-
centage fell slightly once the citizenship restrictions were imposed, but
noncitizen beneficiaries remain a sizable component of the SSI popula-
tion—10.4 percent in 2001.

Table 2.4 Trends in Key Characteristics of SSI Beneficiaries, 1975–2001

1975 1984 1987 1990 1992 1994 1996 2001

All SSI Recipients
Age

Less than 18 2.5 5.3 5.7 6.4 10.0 13.4 14.4 13.2
18 to 64 39.4 44.2 48.3 50.9 52.3 53.0 54.0 57.0
65 and above 58.1 50.6 46.0 42.7 37.7 33.7 31.6 29.8

Gender
Male 35.5 34.8 36.1 37.2 39.0 41.1 41.5 41.7
Female 64.2 65.1 63.9 62.8 61.0 58.9 58.5 58.2

Citizenship
Noncitizens n.a. 4.5 6.4 9.0 10.8 11.7 11.0 10.4

Disabled SSI Recipients 
(under age 65)

Qualifying Diagnosis
Physical n.a. n.a. 49.0 47.0 44.7 42.2 41.3 39.0
Mental Retardation n.a. n.a. 26.9 26.6 27.1 27.6 27.5 25.0
Psychiatric Disorder n.a. n.a. 24.1 26.4 28.2 30.2 31.2 36.0

Source: SSI Annual Statistical Report (SSA 2002b).
Note: n.a. indicates information is not available.

41. Notably, race is not included in the table. Information on the racial composition of SSI
beneficiaries in the 1998 Green Book showed an increase in the number of Latinos enrolled in
the program over time. These data also showed that African Americans are disproportion-
ately represented among child and adult disabled beneficiaries. Unfortunately, there are no
comparable data on race after 1995.



The second section of table 2.4 shows trends in the three main qualifying
diagnostic categories—physical impairments, mental retardation, and
psychiatric disorders other than mental retardation—for SSI recipients
with disabilities (adults and children). In the early years of the program,
less than one-quarter of SSI beneficiaries qualified on the basis of psychi-
atric disorders other than mental retardation. Following expansions in the
eligibility criteria for mental impairments in both adults and children, the
number of adults and children qualifying for SSI on the basis of a mental
impairment began to grow. As a result, in 2001, 36 percent of all SSI re-
cipients qualified on the basis of mental impairments other than mental re-
tardation.

2.3.3 SSI Participation

An important policy concern with respect to all public assistance pro-
grams is the degree of participation among eligible individuals—that is, of
the people who meet the categorical, economic resource, and citizenship
tests, what proportion is receiving SSI benefits. It is relatively straight-
forward to make such calculations for those aged sixty-five and older, and
a literature exists on this question. Unfortunately, the difficulties of estab-
lishing and assessing disability for adults and children not only make it
difficult for policymakers and administrators to accurately determine SSI
eligibility for those who apply, but also make it difficult for researchers to
calculate program participation rates that require some estimate of the el-
igible disabled population that does not apply for benefits. Existing na-
tionally representative data sources lack sufficient information on either
economic characteristics or health characteristics to generate precise esti-
mates of the population eligible for the disability components of SSI. As a
result, there is almost no research on SSI participation rates among the el-
igible population with disabilities.42

In table 2.5 we provide a preliminary approximation of take-up rates for
SSI that we believe is useful in establishing broad trends. We use the official
U.S. Bureau of the Census poverty calculations and show the share of SSI
recipients in age-based poverty populations. This method was used in the
1998 Green Book for the population aged sixty-five and older. On the one
hand, because our estimates do not account for citizenship, assets, and
especially disability status, they will understate program participation
among those in the poverty population who are eligible. On the other hand,
since those eligible for SSI may have household incomes above the official
poverty line, our approximations may overstate program participation
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42. It is possible to estimate the population with some level of disability using national data
sources (see Bound and Burkhauser 1999 for examples). It is much more difficult to isolate the
subpopulation within this broader category that would meet the medical listing or vocational
criteria for SSI eligibility.
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among all eligible households. Nonetheless, the trends in table 2.5 are re-
vealing of how SSI is being used by low-income persons.

As the first column of table 2.5 shows, the participation rate among the
poor elderly declined from 78.5 percent in 1974 to 53.6 percent in 1982.
Since then, participation rates have fluctuated from year to year but have
remained well below the highs recorded in the early years of the program.
In general, no more than two-thirds of elderly individuals living in poverty
receive SSI benefits. More complete measures of participation suggest that
take-up rates among the elderly are lower than the gross measures indicate.

Table 2.5 SSI Participation Rates among Poor, 1974–98, by Age Group

Disability
PrevalenceTake-Up Rates

65+ 18–64 � 18 18–64

1974 78.5 14.8 0.7 —
1975 75.6 14.8 1.0 —
1976 72.3 15.0 1.2 —
1977 74.1 15.3 1.4 —
1978 71.3 15.4 1.7 —
1979 61.0 14.4 1.7 —
1980 57.4 12.5 1.6 20.3
1981 55.1 11.0 1.6 19.2
1982 53.6 9.7 1.4 17.4
1983 55.3 9.6 1.4 17.5
1984 61.2 10.5 1.6 19.3
1985 58.8 11.3 1.7 19.0
1986 58.0 12.6 1.9 19.2
1987 56.6 13.4 2.0 18.8
1988 57.6 13.9 2.0 18.7
1989 60.3 14.8 2.1 19.6
1990 56.3 14.9 2.3 19.7
1991 55.0 15.0 2.8 18.9
1992 53.5 15.5 3.6 19.3
1993 56.3 15.9 4.6 20.4
1994 57.9 17.5 5.5 21.4
1995 63.7 18.9 6.3 19.9
1996 61.0 19.1 6.6 20.7
1997 60.8 19.7 6.2 21.3
1998 60.0 20.7 6.6 21.3

Source: Authors’ calculations using data from the Current Population Survey.
Notes: Dashes indicate data not available. Take-up rates are calculated as the number of SSI
recipients divided by the number in poverty in each age group. Data for take-up rates are from
the SSA and the Census Bureau. Disability prevalence is calculated as the percentage of the
poverty population eighteen to sixty-four years of age answering “yes” to the Current Popu-
lation Survey question: “(Do you/Does anyone in this household) have a health problem or
disability which prevents (you/them) from working or which limits the kind or amount of
work (you/they) can do?” This question was not asked of children.
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Researchers consistently find the participation rate among persons eligible
for SSI aged benefits at between 45 and 60 percent (Menefee, Edwards, and
Schieber 1981; Warlick 1982; Coe 1985; Shields et al. 1990; McGarry 1996).

The remaining columns in table 2.5 show SSI participation rates for poor
adults aged eighteen to sixty-four and poor children. Consistent with the
caseload growth highlighted in figure 2.4, participation rates among poor
working-age adults and children have risen over time. Participation rates
among poor adults rose from 14.8 percent in 1974 to 20.7 percent in 1998,
with the most rapid increases occurring during the 1990s. Recipiency rates
for poor children also increased rapidly during the 1990s, rising from 2.1
percent in 1989 to 6.6 percent in 1998. As column (4) shows, the prevalence
of disability has not risen since 1980, which suggests that the increase in
SSI take-up rates among the poor is not a function of increased disability.

2.3.4 Multiple Program Participation among SSI Beneficiaries

A large fraction of SSI beneficiaries participate in other government
programs. Table 2.6 shows simultaneous program participation for SSI re-
cipients and their households by gender and age in 1999.43 In 1999, 36.1

Table 2.6 Prevalence of Multiple Program Participation by SSI Recipients, 1999, by Gender
and Age Group (%)

Male Female
Simultaneous Program 
Participanta,b 0–17 18–64 65+ 0–17 18–64 65+ All

SSI recipients
OASDI 7.3 31.8 55.9 7.2 29.1 60.4 37.6
Medicaid 79.6 89.9 91.9 78.4 90.8 92.3 89.4
Medicare c 32.2 77.7 c 27.8 88.0 41.4
General assistance c 0.5 0.8 c 2.3 0.4 1.0
WIC c c c c 4.4 c 1.4
School meals 78.6 0.8 c 75.9 0.5 c 10.8
TANF c 1.9 0.5 1.2 11.8 1.0 4.5
Unemployment insurance c c c c c c c

SSI households
Energy assistance 11.7 10.9 9.4 7.3 13.6 10.3 11.4
Housing assistance 9.8 6.6 6.6 11.9 12.4 8.6 9.4
Food stamps 37.0 39.3 31.2 36.2 50.9 42.5 42.6

Source: SSA, SSI Annual Statistical Report (2002b).
aBased on data from the Survey of Income and Program Participation.
bBased on SSA administrative records.
cLess than 0.5 percent of SSI recipients in the gender/age group participate in the program.

43. Unless otherwise noted, the percentages reported in table 2.6 are based on estimates
from the Survey of Income and Program Participation and taken from the SSI Annual Sta-
tistical Report (SSA 2002b).



percent of all SSI recipients also received OASDI, either for retirement or
disability. Receipt of OASDI was most common among men and women
aged sixty-five and older. Medicaid receipt was nearly universal, with 89.4
percent of all SSI recipients on the program. A substantial fraction of SSI
recipients also received Medicare benefits—41.4 percent in 1999. Looking
at other means-tested programs, 42.6 percent of households with an SSI re-
cipient also received food stamps, and about one in ten received energy or
housing assistance.

Separate data from the 1998 Green Book produced by the U.S. House of
Representatives (not shown) indicate that over time the percentage of SSI
recipients receiving OASDI and Medicare has been declining. At the same
time the percentage of SSI recipients receiving food stamps, assistance
from the special Supplemental Nutrition Program for Women, Infants,
and Children (WIC), free or subsidized meals, and public housing has been
rising. The fact that a growing share of SSI recipients receive benefits from
multiple means-tested programs suggests that the work incentives faced
by the typical beneficiary are increasingly complex. SSI beneficiaries face
multiple implicit taxes in the form of reduced benefits from SSI and any
other transfer programs, plus the regular assortment of federal, state, and
local taxes, as well as the loss of medical insurance for those not meeting
the 1619(b) provisions. As others have shown, the cumulative marginal tax
rates for individuals receiving multiple programs can be quite high (Gi-
annarelli and Steuerle 1995; Keane and Moffitt 1998).

Although the empirical literature on the effects of changes in these vari-
ous marginal tax rates will be discussed later in this chapter, it is useful to
lay out the tax circumstances SSI recipients potentially face. Figure 2.5
(from Burkhauser and Wittenburg 1996) shows how a single male’s 1994
net income changes with each additional dollar of his labor if he is eligible
to receive the federal SSI benefit of $458 and the average cash value of
Medicaid insurance for SSI disability of $540 per month. With no labor
earnings, this person would receive $998 per month in SSI benefits and
Medicaid insurance.

As the figure shows, the interaction of the Earned Income Tax Credit
(EITC) and federal taxes as well as food stamps, which one-half of all SSI
beneficiaries receive, significantly alters the marginal tax rates faced by re-
cipients with various amounts of labor earnings. The EITC phase-in sub-
sidy to work offsets Social Security (FICA) taxes, but because the Food
Stamp Program subtracts 24 cents in food stamps for every dollar of labor
earnings, the net tax on the first dollar of labor earnings is 23.85 percent.
This tax rate continues to the SSI disregard level of $85 per month. At this
point the 50-cent loss in SSI benefits per dollar of labor earnings interacts
with the food stamp program taxes on work, resulting in a net tax of 58.85
percent. When the EITC plateau begins, the net tax on labor earnings rises
to 66.5 percent, and when the EITC phaseout tax begins, the net tax on la-

106 Mary C. Daly and Richard V. Burkhauser



bor earnings rises to 74.15 percent. When the federal income tax standard
deduction level is passed and federal income tax starts, the marginal tax
rate rises to 89.15 percent. Marginal tax rates only begin to fall after food
stamps and EITC break-even points are reached. The final increase in tax
rates occurs just before SSI benefits phase out, when all Medicaid benefits
are lost because earned income now equals the Medicaid special eligibility
plateau. The reduction of such cumulatively high marginal tax rates via a
single universal income support program was one of the arguments made
in support of President Nixon’s original FAP program.

2.4 Review of Economic Issues

Although economic analysis of social programs frequently takes the
goals of the program as given, with SSI the motivation for the program is
itself an important determinant of how we view the behavioral reactions to
it. In this section we first discuss the economic rationale behind a federal
income floor for the subset of the poor who are aged, blind, or disabled.
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Fig. 2.5 Marginal tax rates on labor earnings and net income for a single person
receiving Medicaid, SSI, and food stamps in 1994
Source: Burkhauser and Wittenburg (1996).



Next, we review the theory related to individual responses to the existence
and structure of SSI including take-up, work, savings, and disability-
reporting behavior. Finally, we consider the equity goals of SSI and discuss
attempts to evaluate program effectiveness.

2.4.1 Public Income Provision for the Aged, Blind, and Disabled

As noted earlier, SSI was born out of a failed effort to provide a guaran-
teed income floor under all Americans—FAP. Hence, although the moti-
vation for providing an income floor to the subset of the adult poor who are
aged, blind, or disabled is primarily distributional, it also rests on a politi-
cal compromise that offered this entitlement only to categories of individ-
uals not expected to work. Although this compromise allowed SSI to be-
come law in 1972, social expectations regarding work have changed over
time for the three groups targeted by SSI—the aged, blind, and disabled.
Individuals are living and working longer; the normal retirement age for
Social Security benefits has been raised; and the ADA has granted people
with disabilities a legal right to equal access to employment.

Although work expectations have risen for the aged, it is people with dis-
abilities who have experienced the largest shift in public attitudes. In 1990,
people with disabilities successfully argued that unequal access to jobs—
rather than an impairment—is the primary barrier to employment oppor-
tunities. As a result, people with disabilities gained legal rights to accom-
modation under Title I of the ADA. Some disability advocates even have
argued that there is no such thing as a disabled worker; rather, there is only
a society that does not provide the appropriate accommodations for such
individuals.44 In a world of full accommodation, the disability-transfer
population should be zero. Such attitudinal changes raise basic questions
about how society should treat people with disabilities. Most fundamental
of these questions is whether people with disabilities should categorically
be expected to work or not.

These types of cultural changes potentially shift the boundaries of the
population that is not expected to work and hence is eligible for a categor-
ical guaranteed income floor based on age or disability. As the opportuni-
ties for employment and the demand for the productivity of people with
disabilities and those over age sixty-five increase, the clear categorical lines
drawn between them and other groups with similar difficulties finding
work, such as low-skilled or less-educated younger persons, or single
mothers facing welfare limits, are increasingly blurred.

The original political compromise that made the families of disabled
children eligible for SSI was slightly different and represented a departure
from the not-expected-to-work criterion applied to the aged and to adults
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with disabilities. Some argued that SSI benefits for disabled children re-
placed the earnings of parents forced to reduce their work effort in order
to care for their newly disabled child. Others argued that SSI-children ben-
efits indirectly offset extra disability-related household expenses. In both
cases, SSI-children benefits were intended to offset lost income and par-
tially return the family to its previous level of economic well-being. (See
NASI 1995 for a fuller discussion of these issues.)

2.4.2 SSI and Behavioral Change

If the aged and disabled adults are neither able nor expected to work,
then many of the disincentives discussed in regard to other means-tested
transfer programs are irrelevant. In such a world, cumulative marginal tax
rates could approach 100 percent with no change in work behavior, and
SSI could provide relatively high income guarantees and still maintain
relatively low break-even points (the income level at which a person is no
longer eligible for benefits). Moreover, to the degree that age and work dis-
ability are clearly defined and immutable categories, differences in the
guarantees, time limits, or funding mechanisms for SSI and other pro-
grams would have little effect on SSI allowances and caseloads. In such a
world SSI program participation is purely a function of the prevalence of
health limitations in the low-income population. We will suggest that none
of these premises hold with respect to the disability component of SSI.
Thus, SSI policymakers must take behavioral changes on the part of po-
tential SSI recipients and state and local governments into account when
establishing program eligibility criteria and considering future program
rules.

Propensity to Apply for SSI

Disability is neither a static nor a precise concept. Responses to the on-
set of health conditions depend not only on the severity of the impairment,
but also on the social environment that people with health impairments
face—including the availability of employment; the availability of accom-
modation, rehabilitation, and retraining; the presence of legal supports or
protections; and the accessibility and generosity of SSI and other govern-
ment transfer programs. The propensity for individuals to apply for SSI
benefits depends on the probability they place on their health impairment
and vocational circumstances being sufficient to meet the SSI disability el-
igibility standards as well as on their employment potential and the gen-
erosity of SSI relative to other forms of public assistance. The latter com-
parison is particularly relevant in light of 1996 welfare reform (PRWORA)
that restricts the access to, and generosity of, alternative public assistance
programs. If low-income adults have health conditions or have children
with health conditions, the generosity of SSI relative to other alternatives
may induce individuals to apply for benefits.
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Program Participation and Work Incentives

The economics of program participation and labor supply for individu-
als potentially eligible for SSI mirrors the analyses of these issues in pro-
grams such as Aid to Families with Dependent Children (AFDC) and
Temporary Assistance for Needy Families (TANF). Thus, to understand
the work disincentives embodied in the SSI program, we turn to the frame-
work used for other categorical welfare programs. Moffitt (1986) provides
a discussion of the basic economic issues. In these models individuals make
choices that depend on the income gained from the program and the costs
of participating, including the time and money costs associated with ap-
plying for and maintaining eligibility for benefits.

To see how this works in the case of SSI, consider the conventional la-
bor-leisure model diagramed in figure 2.6.45 Figure 2.6 compares the bud-
get constraint of an SSI program with a 50 percent marginal tax rate (t �
0.5) to one with a marginal tax rate of 100 percent (t � 1.0). Segment
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45. This discussion draws from the expositions in Moffitt (1986), Hoynes and Moffitt
(1996), and Moffitt’s review of the AFDC/TANF program (chap. 5) in this volume. This dis-
cussion is made primarily in the context of adults with disabilities.

Fig. 2.6 Budget constraints with different marginal tax rates (BC: marginal tax
rate � 100 percent; BD: marginal tax rate � 50 percent)
Source: Hoynes and Moffitt (1996).



ACDE of the figure represents the budget constraint of those not categor-
ically eligible for SSI. The line has a slope equal to the hourly wage rate, w.
Segment ABCDE applies to the same individuals if they are categorically
eligible and if they face a marginal tax rate of 100 percent. Benefits are
taxed one dollar for each dollar earned and phased out at the break-even
level (point C). That is, even though they are categorically eligible for ben-
efits, their labor earnings offset all SSI benefits at hour levels greater than
point C. Segment ABDE applies to the same people, but now they face a
marginal tax rate of 50 percent. Benefits are taxed at a rate of 50 cents per
dollar earned, and the break-even hours point is D. Under this model, cat-
egorical eligibility for SSI benefits unambiguously reduces work effort rel-
ative to not being categorically eligible. There is an income effect associ-
ated with the guarantee (AB) and a substitution effect associated with the
marginal tax rate (BC or BD). The income and substitution effects work in
the same direction, and hours of work among participants fall. Only those
whose optimal hours worked prior to program eligibility were beyond the
break-even hours point may not be affected, and even then it will depend
on the shape of their indifference curve (i.e., some would be willing to ac-
cept less income by substantially reducing work and living on program
benefits).

The next question to ask is what happens if the marginal tax rate is re-
duced. Here the answer is unclear; the net effect of a reduction in t, from
100 percent (BC) to 50 percent (BD), is ambiguous. The arrows in figure
2.6 show the various responses that could occur following a reduction in
the marginal tax rate (represented by a shift from segment BC to BD). For
individuals initially receiving SSI benefits and not working (i.e., initially at
point B), a reduction in the tax rate may encourage participants to work
more, which is represented by arrow 1. At the same time, a reduction in t
expands the range of individuals eligible for benefits and brings some por-
tion of those categorically eligible but not previously receiving SSI onto the
rolls. As these individuals move onto SSI their work effort is reduced, as
shown by arrow 2. Arrow 3 shows that some categorically eligible individ-
uals who continue to earn too much under the lower tax rate may be moti-
vated to reduce their hours of work enough to become eligible for benefits,
thereby combining work and SSI benefits. Finally, it is also possible that a
reduction in t will increase payments by enough to induce previously eligi-
ble persons on earnings grounds but not on categorical grounds (segment
AC) to risk entry onto the rolls.

Taking each of these possibilities into account, the net effect of a lower
marginal tax rate on work effort is ambiguous. The only thing that is clear
is that lower marginal tax rates increase caseloads. A lower tax rate makes
more categorically eligible individuals eligible for the program on income
grounds and, given positive takeup rates, unambiguously boosts the num-
ber of individuals on the rolls. Moreover, by lowering the costs associated
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with staying on the rolls, lower marginal tax rates reduce exit rates from the
program, thereby increasing caseloads. Finally, lower marginal tax rates
may induce those on the margin of categorical eligibility on health grounds
to apply for benefits, since the gains to program acceptance have increased.

Unlike SSI benefits for the elderly, where categorical age eligibility is eas-
ily demonstrated and benefit receipt is automatic if one meets the means
test, categorical eligibility for SSI benefits is more difficult to demonstrate.
Thus, eligibility for benefits is not certain, and models of SSI application
must take this risk of nonacceptance into consideration. In general, those
considering applying for SSI will value disability benefits with a probability
of less than one. Holding the underlying health condition constant, the
probability of acceptance onto the rolls will depend on the disability screen-
ing process. Conditional on the same impairment, tighter eligibility criteria
are likely to increase the probability of denial and reduce the expected value
of applying. In contrast, looser criteria increase the probability of accept-
ance and increase the expected value of applying.46 In either case, individu-
als facing uncertainty surrounding acceptance, informational hurdles, or
stigma associated with benefit receipt may be induced to participate by the
increase in benefits associated with the lower marginal tax rate.

If those categorically eligible for benefits on health grounds are com-
pletely unable to perform any substantial gainful activity under any cir-
cumstances, then there is no need to lower the marginal tax rate on SSI,
since those on the program are neither expected nor able to work. However,
to the extent that work is both possible and expected for people with dis-
abilities who meet the other eligibility criteria, policy discussions with re-
spect to trade-offs between tax rates, guarantees, and break-even points
become much closer to those taking place for other income maintenance
programs.

The same model also incorporates stigma and other fixed program costs.
As in other income maintenance programs, the presence of stigma and
other program costs associated with applying for benefits explains why
some categorically eligible individuals are observed on segment ACD. As
fixed program costs and stigma decline, participation among this group
will rise. What the model in figure 2.6 does not show are potential program
interaction effects. As discussed in figure 2.5, the actual budget constraint
facing those categorically eligible for SSI benefits is more complex, with
more nonlinearities due to the cumulation of taxes from multiple pro-
grams. In a like manner, multiple program eligibility will cause complica-
tions for those interested in the behavioral effects of other transfer pro-
grams. Burkhauser and Smeeding (1981) and Powers and Neumark (2001)
show that the incentives to accept actuarially reduced Social Security ben-
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46. Weathers (1999) develops a multiperiod model of the SSDI application process in which
the optimal time of application following the onset of a disability is a function of the oppor-
tunity cost of lost wages versus the gain in SSDI, adjusted for the probability of acceptance.
A similar model could be used to predict the timing of SSI disability applications.



efits (OASI) at younger retirement ages are increased for those who would
be eligible for both SSI and OASI at age sixty-five, since OASI benefits af-
ter a small disregard are taxed on a dollar-for-dollar basis by SSI.

Finally, one can also use the model in figure 2.6 to think about the labor-
supply behavior of parents of children with disabilities. If a child is judged
eligible for SSI benefits, then an able-bodied parent faces the same mar-
ginal tax rates, guarantees, and break-even points shown in figure 2.6.
Stigma, information costs, and reduced program benefits (adjusted for the
probability of acceptance) also apply. One additional issue that affects par-
ents of children with disabilities is how benefit receipt will influence the fu-
ture well-being of their child.

Saving Behavior

The presence of asset testing in the eligibility criteria for SSI may reduce
saving among those meeting other eligibility criteria. This point is made
generally about means-tested programs. Hubbard, Skinner, and Zeldes
(1995) argue that when eligibility is tied to assets, individuals meeting the
income test have incentives to reduce their savings in order to qualify for
benefits. Among those applying for SSI benefits, the most likely group to
be affected by the asset test is the elderly, who may have accumulated sav-
ings over their lifetime.

2.4.3 Balancing Efficiency and Equity Concerns

Our discussion above has focused on the behavioral effects of the SSI
program. This focus on the efficiency costs of SSI-induced behavioral
change ignores the social benefits of SSI and may lead some to conclude
that a socially optimal SSI program would have no behavioral impact on
benefit applications, work, or saving. This conclusion is inappropriate for
two reasons. First, even if actual disability status were perfectly observable,
society would probably still want to target some level of benefits on disad-
vantaged low-income workers and their families even if it resulted in some
efficiency losses. Hence, the more important question is not whether there
are program-related behavioral changes but whether they are small relative
to the social gains from redistributing income to less advantaged persons.
Analyses of the welfare implications of the SSI program should focus on
this second and more important question.

Second, in a world where the socially appropriate eligibility standard for
SSI is difficult to assess, some individuals will be denied benefits who are
less capable of work than is socially acceptable. In such a world, a more le-
nient eligibility criterion will involve a trade-off between the reduction of
type II errors on the one hand and the additional costs of type I errors on
the other. The issue is this: In the presence of uncertainty, do the social
benefits outweigh the efficiency costs arising from increasing the probabil-
ity of guaranteeing an income floor to those below some minimum level of
work capacity at the cost of also providing these funds to some who are
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more capable of work? In both cases, it is appropriate to assign some value
to SSI as a mechanism for providing social protection against the economic
consequences of aging and disability for disadvantaged workers. To do
otherwise would be to hold too narrow a view from a social policy per-
spective. See Bound et al. 2002 for a fuller discussion of these issues.

2.5 Review of the Evidence

In the previous section we reviewed the potential consequences on ap-
plication, work, and saving behavior of SSI program rules and showed that
if the aged or disabled adults are capable of work, the SSI program rules
could influence their behavior. We also discussed how SSI program rules
could affect the work behavior of the parents of children with disabilities.
In this section we review the empirical literature on the effects of the exis-
tence and structure of SSI on behavior. Despite the size and importance of
the SSI program, the empirical literature on its behavioral effects is rela-
tively small. Moreover, almost without exception, empirical studies focus
on only one of the three groups SSI targets. For this reason, the empirical
evidence on the behavioral effects of SSI for each target population group
will be discussed in turn.

2.5.1 SSI and Adults with Disabilities

Work Effort of Adults with Disabilities47

Most of the research on the work effort of those with disabilities focuses
on a broader population than those receiving either SSI or SSDI. The most
common analyses rely on nationally representative survey data that in-
clude questions about whether a health limitation prevents individuals
from working or limits their ability to work full time or to do certain jobs.48

Although such research is not as targeted as one might like, it does provide
a backdrop for understanding the types of trends faced by the SSI pro-
gram.

Based on these data, figure 2.7 shows that over the past two decades em-
ployment rates for those with disabilities as well as SSDI and SSI caseloads
have varied greatly, fluctuating with the economy, changes in benefit eligi-
bility criteria, and the implementation of other public policies intended to
support people with disabilities. The figure shows employment rates of
working-age men and women with self-reported disabilities and the num-
ber of individuals receiving disability benefits for the period 1980–99. The
employment data come from Burkhauser et al. (2002) and reflect the em-
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Fig. 2.7 Disability benefit rolls and employment rates among working-age men
and women with disabilities

ployment rates of Current Population Survey (CPS) respondents who say
they are limited in the amount or type of work they can perform. Data on
SSDI and SSI beneficiaries come from the SSA (2002a). Also indicated in
the figure are a few key events: the liberalization of disability screening in
1984 and the passage of the ADA in 1990.

The trends in figure 2.7 highlight the major concerns of disability poli-
cymakers over the past two decades. First, the number of disability benefi-
ciaries has increased continuously since the eligibility expansion and liber-
alization in 1984, with especially strong growth during the 1990s
(application and acceptance rates in the 1990s rivaled those experienced
during the expansion period of the late 1970s). Second, whereas employ-
ment rates for those with self-reported work limitations rose through the
economic expansion of the late 1980s, they have fallen almost continuously
since, even during the strong expansion of the 1990s.

So far, three major hypotheses have been proposed to explain this de-
cline. Kaye (forthcoming) argues that declining employment rates among
those with disabilities in the 1990s were caused by dramatic increases in the
severity of impairments. Hence, for Kaye, the recent trends are health-
based and not a reflection of changes in public policy. Other researchers



have taken a more social environment–oriented view. For example,
DeLeire (2000) and Acemoglu and Angrist (2001) attribute the downturn
in employment among those with disabilities during the 1990s to the pas-
sage of the ADA. Bound and Waidmann (2002) argue that changes in dis-
ability benefits eligibility and generosity made it easier and more profitable
for workers to leave the labor force and take benefits. Autor and Duggan
(2001) suggest that a combination of disability benefits that replaced a
greater share of labor earnings and declining job opportunities for low-
skilled workers induced an increasing share of workers to choose benefits
over employment. Which one of the many changing social variables de-
serves the most credit is a matter for future research, but in all likelihood
the true cause is a combination of factors, rather than a single policy action
or identifiable event.

While researchers debate the reasons for the declining employment and
rising benefit rates of men and women with disabilities during the 1990s,
policymakers are debating whether these outcomes are signs of success or
failure of U.S. disability policy. For some advocates of those with disabili-
ties, the increasing disability benefit rolls reflect an appropriate increase in
support for a group of workers with limited labor market opportunities.
For others, the increased rolls reflect the shortcomings of a transfer-
focused policy that failed to provide the necessary supports (e.g., universal
health insurance, rehabilitation, and job services) to allow individuals to
select work over benefits. For others still, the outcomes observed during
the 1990s are simply evidence of the law of unintended consequences in
policy making, whereby policies to promote economic well-being (in the
case of benefits) and work (in the case of the ADA) actually increased the
disability benefit rolls and reduced employment.

Whichever explanation accounts for the decline in employment among
those with disabilities, research by Bound, Burkhauser, and Nichols (forth-
coming) shows that one must be careful in making general statements
about the population targeted by SSI based on aggregate data on the pop-
ulation with disabilities or data on the SSDI targeted population. Table
2.7, taken from Bound, Burkhauser, and Nichols, uses longitudinal data
from the Survey of Income and Program Participation (SIPP) linked to So-
cial Security administrative files to compare the monthly labor earnings
and employment of those who apply for SSI or SSDI three years before ap-
plication, one to three months before application, and three years after ap-
plication. As table 2.7 shows, unlike SSDI applicants, the vast majority of
SSI applicants are not employed three years before they apply for benefits.
Only 25 (28) percent of those awarded (denied) SSI were working three
years before their application, and their average monthly labor earnings
were only $144 ($260). Moreover, both their employment and their average
monthly labor earnings were a small fraction of the employment and labor
earnings of SSDI applicants three years prior to application.
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The data in table 2.7 suggest that the factors causing the low employ-
ment and labor earnings of SSI applicants at the time of application and
after they move onto the SSI rolls were in effect well before the time of their
application. This is not surprising, since Bound, Burkhauser, and Nichols
also show that the typical SSI applicant is less likely than the typical SSDI
applicant to be white, a high school graduate, married, wealthy, or living in
a high-income household prior to application.

Factors Affecting SSI Participation

Although application for SSI disability benefits is a function of health,
it is also influenced by program rules and benefits. These include eligibility
criteria and the generosity of benefits relative to work, the comparative
generosity and availability of other means-tested welfare and social insur-
ance programs, macroeconomic conditions (national, state, and local),
and applicants’ education and job skills. During the 1990s, considerable at-
tention was devoted to understanding the link between these nonhealth
factors and SSI caseload growth. The following discussion reviews the ev-
idence on determinants of SSI caseload growth, looking first at the rela-
tionship between caseload dynamics and screening stringency (benefit
supply) and then at factors affecting the demand for SSI benefits, includ-
ing ease of benefit access, benefit generosity relative to work and other pro-
grams, and economic conditions.

The SSA began modifying its disability determination process in the
mid-1970s. Concerned that state offices were not consistently and uni-
formly applying the residual functional capacity (RFC) and vocational
standards in adult disability determinations, in 1979 SSA published regu-
lations specifying who was to be classified as disabled, essentially tighten-
ing the eligibility criteria. The SSA also tightened its policy towards bene-
fit terminations in continuing disability reviews (CDRs) by state Disability
Determination Services (DDS), permitting benefit termination without
proof of medical improvement. This policy resulted in a threefold increase
in the number of cessation decisions on continuing reviews by state agen-
cies (Lewin-VHI 1999). Consistent with the tighter standards, the yearly
allowance rate (initial acceptances divided by initial applications) of adult
SSI disability applications began to fall in 1976 (table 2.8).

The Social Security Disability Amendments of 1980 continued the trend
of tightening the disability determination and review process. Importantly,
the 1980 law changed both the frequency and nature of medical eligibility
reviews done on disability beneficiaries.49 Before 1980, the only beneficiar-
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49. The 1980 law tightened SSA control over the state disability determination services. In
particular, the SSA had previously reserved the right to review initial determinations before
they were transmitted to the applicant, but during the 1970s it reviewed only 5 percent. The
1980 amendments required that SSA review two-thirds of successful applications. To enforce
administrative control over administrative law judges, the secretary of Health and Human



ies targeted for medical eligibility review were those who had conditions
that were likely to improve over time. The new law stipulated that all bene-
ficiaries should periodically receive continuing disability reviews and that
all but those deemed to have permanent disabilities should be reviewed
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Table 2.8 SSI Allowance Rates and Annual Changes in Beneficiaries,
Adults 18–64, 1974–2001

Allowance Number of Beneficiaries Yearly % Change
Rate (%) (thousands) in Beneficiaries

1974 47.8 1,503
1975 52.6 1,699 13.0
1976 47.1 1,714 0.9
1977 42.2 1,737 1.3
1978 36.4 1,747 0.6
1979 31.5 1,727 –1.1
1980 29.5 1,731 0.2
1981 29.5 1,703 –1.6
1982 26.6 1,655 –2.8
1983 32.2 1,700 2.7
1984 38.2 1,780 4.7
1985 32.0 1,879 5.6
1986 36.8 2,010 6.7
1987 36.2 2,119 5.4
1988 37.1 2,203 4.0
1989 39.5 2,302 4.5
1990 40.5 2,450 6.4
1991 39.4 2,642 7.8
1992 44.5 2,910 10.1
1993 41.1 3,148 8.2
1994 39.4 3,335 5.9
1995 42.5 3,482 4.4
1996 41.6 3,569 2.5
1997 40.8 3,562 –0.2
1998 42.9 3,646 2.4
1999 43.0 3,690 1.2
2000 39.4 3,744 1.5
2001 38.0 3,811 1.8

Source: Authors’ calculations from SSA data, SSI Annual Statistical Report 2001 (2002b).
Note: Allowance rates equal initial awards divided by initial applications.

Services was empowered to appeal administrative law judge rulings that were favorable to the
applicant.

Prior to 1980, the law provided that disability determinations be performed by state agen-
cies under an agreement negotiated by the states and the secretary of Health and Human Ser-
vices. The 1980 amendments required that disability determinations be made by state agen-
cies according to regulations of the secretary. It also required the secretary to issue regulations
specifying performance standards to be followed in the disability determinations, and if the
secretary found that a state agency was failing to make disability determinations consistent
with regulations, then the secretary was required to terminate the state’s authority and assume
federal responsibility for the determinations.



every three years. The 1980 law made permanent the practice of using the
same standards in CDRs that were applied when initially evaluating
claimants. In addition to tightening the disability adjudication and review
process, the 1980 law established two key work incentives: (a) the 1619(b)
provision, and (b) the deduction of impairment-related work expenses (IR-
WEs) from earnings when determining the SGA. As noted earlier, the
1619(b) provision authorized a three-year demonstration project, allowing
for the payment of special SSI benefits (and the retention of Medicaid cov-
erage) for SSI recipients who exceeded the SGA level. Section 1619 became
permanent in 1986.

As could be expected, the 1980 law had a discernible impact on admin-
istrative practice. As demonstrated in table 2.8, the yearly allowance rate
for adult SSI disability recipients fell from a high of 52.6 percent in 1975 to
26.6 percent in 1982. The number of recipients fell from 1.75 million in
1978 to 1.66 million in 1982. This decrease occurred despite the economic
recession of 1980–82. This removal of individuals from the rolls generated
a major political response. Most of the people removed from the rolls ap-
pealed the decision, requesting a hearing before an administrative law
judge and causing a huge backlog of cases. As a result, some state gover-
nors instructed their DDS service not to terminate anyone from the dis-
ability rolls unless that person’s conditions had improved.50

In 1984, in response to concerns that federal disability policy had be-
come too restrictive, the SSA agreed to a moratorium on CDRs pending
the enactment and implementation of revised guidelines. The 1984 law had
profound effects on the standards used to evaluate a person’s potential eli-
gibility for SSI. When reviewing existing beneficiaries, the burden of proof
was shifted back to the SSA to show that a beneficiary’s health had im-
proved sufficiently to allow him or her to return to work. A moratorium
was imposed on re-evaluations of the most troublesome cases—those that
involved mental impairments or pain—until more appropriate guidelines
could be developed. Finally, benefits were continued pending the outcome
of an appeal.

The 1984 law substantially increased the weight given to source evidence
(i.e., evidence provided by the claimant’s own physician) by requiring that
it be considered first, prior to the results of an SSA consultative examina-
tion. The SSA was also required to consider the combined effect of all im-
pairments, whether or not any one impairment was severe enough to qual-
ify a person for benefits. Perhaps most important, the SSA substantially
revised its treatment of mental illness, reducing the weight given to diag-
nostic or medical factors, and emphasizing the ability of an individual to
function in work or worklike settings.
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50. For a fuller discussion of disability policy in this period, see Berkowitz and Burkhauser
(1996).



Table 2.8 shows that the dip in the SSI adult disability population that
occurred between 1978 and 1982 was reversed thereafter and rose about 4
or 5 percent a year during the economic growth years of the later 1980s.
When the next economic downturn came in the early 1990s, conditions
were ripe for a surge in applications and in the number of people on the SSI
disability rolls. The increases in the disability transfer population in the
early 1990s exceeded anything seen in SSI since the start of the program.
The annual acceptance rate for SSI adult disability benefits was almost 45
percent in 1992, the highest since 1976. Economic recovery and Congres-
sional action with respect to SSI disability eligibility in 1996 have slowed
the growth in the working-age adult SSI population, and acceptance rates
in 2000 and 2001 were back to the levels of the late 1980s. However, the eco-
nomic downturn could result in an increase in the rolls.51

The legislative history underlying the disability screening process high-
lights how access to benefits has changed over time. Figure 2.8 shows that
the desire for SSI disability benefits has also fluctuated. Fluctuations in ap-
plications have been as large as changes in the SSI disability rolls. To some
extent these fluctuations have mirrored changes in eligibility standards,
contracting when eligibility standards were tightened in the late 1970s and
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51. As part of more general welfare reforms in 1996, Congress removed drug and alcohol
addiction as allowable conditions for SSI eligibility. In 1995, there were about 135,000 SSI re-
cipients whose disability was based solely on drug addiction or alcoholism. The Congres-
sional Budget Office estimated that about 65 percent of these individuals would be eligible for
SSI based on other sufficiently disabling conditions. For a full discussion of these reforms and
their impact see U.S. House of Representatives, Committee on Ways and Means (1998).

Fig. 2.8 Applications and awards among population 18–64 (per 1,000 in popula-
tion)
Source: SSA (various years).



early 1980s, rising after the relaxation of eligibility standards in 1984, and
falling again following the tightening of standards in the mid-1990s. How-
ever, other factors, including local economic conditions, outreach efforts
by both SSA and state governments to search for eligible candidates, and
the generosity of SSI relative to other programs, are all likely to have con-
tributed to the variability in applications over time.

A number of scholars have estimated the link between local economic
conditions and SSI application rates. The fact that SSI is a national pro-
gram restricts the extent to which regional variation in benefits can be used
to identify the effect of the program on applications. However, Black,
Daniel, and Sanders (2002) used regional variation in economic conditions
to identify the effect of financial incentives on the decision to apply for SSI
(and SSDI) disability benefits. In particular, they examined the impacts of
the coal boom during the 1970s and the coal bust during the 1980s on the
number of SSI beneficiaries. Using panel data on 186 counties in Kentucky,
Ohio, Pennsylvania, and West Virginia, they estimated an elasticity of pro-
gram payments with respect to local area earnings of between –0.5 and 
–0.7 for SSI recipients. Although these results lend some support to the no-
tion that labor market conditions in an area affect the decision of individ-
uals to apply for disability benefits, the point estimates are hard to inter-
pret. Black, Daniel, and Sanders interpret the estimated coefficient on the
local earnings variable as reflecting the effect of changes in the financial at-
tractiveness of disability benefits. However, given the nature of the specifi-
cation used, it is possible that the earnings variable is picking up the effect
of general economic conditions rather than the relative financial attrac-
tiveness of SSI.52 Furthermore, their estimates reflect the short-run effect
of changes in the local economies in Kentucky, Ohio, Pennsylvania, and
West Virginia on the number of disability beneficiaries. Given the fact that
the typical SSI spell is lengthy in duration, long-run effects likely will be
substantially larger than short-run effects.

A considerable amount of government-sponsored research has at-
tempted to explain the dramatic growth in the SSI population in the early
1990s. A useful summary of this work can be found in Rupp and Stapleton
(1995). Much of this analysis has used the considerable variation in state-
level applications and awards to test the models. Using cross-state data
from 1988–92, Stapleton et al. (1998) find convincing evidence that the re-
cession of the early 1990s contributed to the rapid rise in the number of ap-
plications for SSI benefits. They estimate that a 1 percentage point rise in
the unemployment rate was associated with a 2 percent rise in applications
for SSI. The effects on final awards were somewhat lower. Finally, they
found that the changes in the unemployment rate had a smaller effect on
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52. As will be discussed shortly, the evidence that recessions lead to increases in the num-
ber of applications for SSI is strong.



benefit awards than on applications, suggesting that recessions induce
those with less severe disabilities to apply for SSDI and SSI benefits.

Stapleton et al. (1998) also provide strong, if indirect, evidence that
changes in screening stringency in the 1990s played a central role in ex-
plaining program growth. Indeed, the very fact that award rates were rising
at the same time that application rates were rising would seem to suggest
an important role for changes in screening stringency. They find that
changes in the unemployment rate, together with other factors they include
in their models, could explain almost all of the growth in applications for
impairments related to conditions of internal organs, but could account
for much less of the growth in applications for impairments related to mus-
culoskeletal or mental health conditions. These patterns suggest that regu-
latory changes such as the increased weight given to pain and other symp-
toms, the increased reliance on source evidence, and the broadening of the
standards used for those with mental impairments have contributed im-
portantly to the recent surge in applications for SSI.

Whereas the 1990s recession seems to be part of the explanation for the
rapid rise in applications for SSI benefits that occurred during the first part
of the 1990s, no such rise occurred during the severe recession of the early
1980s. A reasonable interpretation of these patterns is that the tightening
of eligibility standards that occurred during the early 1980s counteracted
the effects of the 1980s recession. During the mid-1980s, when eligibility
standards were relaxed again, the booming economy slowed any immedi-
ate response. However, when the 1990s recession hit, applications grew
rapidly.

Researchers studying the increases in SSI caseloads have found evidence
that an important factor explaining the growth in SSI over the 1990s has
been efforts by states to shift individuals off state-funded programs such as
general assistance and onto SSI. States that cut general assistance benefits
experienced above-average growth in the application for SSI benefits
(Lewin-VHI 1995). Using monthly administrative data from Michigan,
Bound, Kossoudji, and Ricart-Moes (1998) find that the increase in the ap-
plication for SSI benefits exactly coincided with the end of general assis-
tance in Michigan. However, they also find that general assistance benefits
are typically less generous than are SSI benefits. This finding is surprising
within the context of a simple labor supply model that ignores the relative
costs of application for these two types of benefits. The fact that many po-
tentially eligible people did not apply for the more generous SSI benefits
suggests that applying for disability benefits may be difficult and onerous.
There is also considerable anecdotal evidence that states and third parties
often act as intermediaries to facilitate the SSI application process (Liver-
more, Stapleton, and Zeuschner 1998; Bound, Kossoudji, and Ricart-
Moes 1998).

Brown, Hoyt, and Scott (1999) approach a similar question using county-
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level data on SSI and AFDC participation rates. They find that prior to
1996 welfare reform, variation in AFDC programs across states explains
little of the variation in SSI participation. They also find that program and
eligibility variables explain more of the county-to-county variation in SSI
participation than in AFDC participation, suggesting that SSI is a more
tightly targeted program than AFDC. Still, they conclude that given the
significant changes in welfare programs embodied in the transition from
AFDC to TANF, SSI participation rates likely will be affected.

Increases in the value of Medicaid benefits for individuals on SSI also
may have contributed to the recent growth in applications for both pro-
grams. Yelowitz (1998) uses cross-state variation in Medicaid benefits to
estimate the effect of changes in their value on participation in SSI. In par-
ticular, in response to court orders, many states increased Medicaid bene-
fits in 1991. Using these changes, Yelowitz estimates that increases in the
value of Medicaid that occurred over the late 1980s and early 1990s can ex-
plain about 20 percent of the increase in the working-age population re-
ceiving SSI benefits.

However suggestive Yelowitz’s results are, they do not seem to be very
robust. Stapleton and his colleagues (Lewin-VHI 1995) used Yelowitz’s
methodology to look at the effect of changes in the value of Medicaid on
the application for SSI benefits and found no measurable effects. Given the
expectation that increases in the value of Medicaid would initially have a
proportionately bigger effect on the number of applications (a flow) than
on the beneficiaries (a stock), this nonresult is surprising. Although it is
hard to imagine that eligibility for Medicaid benefits does not make SSI
more attractive, finding statistical evidence of this effect has proven to be
quite challenging.

Effects of Work Incentives and Disincentives

Because the United States has few program alternatives that offer long-
term benefits to working-age persons who are not working, the relatively
generous benefits and imperfect screening mechanisms in SSI could pose
significant work disincentives for persons with disabilities who are consid-
ering applying for benefits. Additionally, the high marginal tax rates for
those on the program could discourage exit from it and entry into the labor
force.

A large empirical literature has tried to estimate the magnitude of moral
hazard effects. Some of that literature has examined the net effect of SSI
(and SSDI) on labor force participation rates, such as how much higher
participation rates would be were it not for these programs. However, this
literature has primarily focused on estimating the disincentive effects of
SSDI program parameters, benefit generosity, or screening stringency. For
a complete review of this literature see Bound and Burkhauser (1999). Al-

124 Mary C. Daly and Richard V. Burkhauser



though it is tempting to look to the SSDI literature to gain some insights
into how the SSI program affects the behavior of low-income adults with
disabilities, doing so is problematic. First, whereas both programs use the
same criteria of inability to perform substantial gainful activity with re-
spect to establishing categorical eligibility, the benefit structures of the two
programs are quite different.53 Second and perhaps more important, as
noted earlier, typical SSDI applicants have much different socioeconomic
characteristics and work histories than typical SSI applicants.

As seen in table 2.7, most of the individuals who apply for SSI were not
working three years prior to application. More importantly, the causes for
their low employment rates at that time likely were more closely associated
with the problems faced by low-skilled or poorly educated workers gener-
ally than with specific effects of poor health or of the work disincentives of
SSI or SSDI. Furthermore, only 19 percent of those who were denied SSI
benefits were employed three years after their application (table 2.7). In
contrast, 35 percent of denied SSDI applicants were employed three years
after application. These patterns suggest that changes in program work in-
centives and disincentives for those on the SSI rolls are less likely to induce
them to leave the rolls and return to employment than would be the case
for SSDI beneficiaries. This seems especially likely given that far fewer SSI
beneficiaries than SSDI beneficiaries worked three years prior to applica-
tion when they presumably did not have a work limitation severe enough
to qualify for benefits.

Although it is not clear that SSDI research will shed much light on the
work behavior of SSI recipients, there is a large literature on the work in-
centives and disincentives in other welfare programs. This empirical re-
search consistently finds that recipients are unresponsive to changes in
marginal tax rates (for reviews of this literature see Moffitt 1986 and
Hoynes and Moffitt 1996). This literature provides little evidence that in-
dividuals participating in means-tested programs respond to financial in-
centives by working more. Research on the extent to which individuals
with disabilities have the same income and substitution elasticities of par-
ticipants in other programs would be an important step in determining
whether the results discussed are applicable to the SSI population.

Finally, the small amount of research that does exist on the work efforts
of SSI recipients suggests that, despite special allowances for SSI recipi-
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53. For example, SSDI is an insurance-based (non-means-tested) program with its benefits
based on past individual earnings history, whereas SSI is a flat-rate means-tested welfare pro-
gram. SSDI provides recipients Medicare benefits after they are on the program two years and
restricts its recipients to labor earnings up to $750 per month for a limited period, after which
they face a significant program “notch” and lose all SSDI benefits. The SSI program provides
its recipients with immediate access to Medicaid and, once on the program, allows them more
generous work options compared to SSDI.



ents who receive earnings (e.g., 1619[a] and [b] status), only a small per-
centage of disabled adult SSI recipients work.54 In 1976 only 3.4 percent of
all disabled adult beneficiaries worked. Since that time, the percentage of
disabled adult SSI recipients with earnings has nearly doubled, but, at 6.3
percent in 2001, it remains quite low.55 A somewhat more optimistic picture
comes from work by Muller, Scott, and Bye (1996), who look at the work
history of SSI recipients. They find that among a sample of SSI beneficiar-
ies coming onto the rolls between 1976 and 1988, approximately one-
quarter worked at some point during the time they received benefits.

In response to the low number of SSI recipients who work, the SSA has
conducted two large-scale return-to-work demonstration projects to study
the effectiveness of providing rehabilitation and employment services to
SSI beneficiaries. The first, the Transitional Employment Training
Demonstration (TETD) project, which operated between 1985 and 1987,
focused on SSI beneficiaries whose primary condition was mental retarda-
tion. The second, Project NetWork, operated between 1992 and 1995 and
included SSDI and SSI beneficiaries with a wide range of diagnoses. The
two demonstration projects were run in a similar fashion. Eligible benefi-
ciaries in selected cities were invited to participate in the two projects. Vol-
unteers were then randomly assigned to treatment and control groups. The
treatment groups were provided with rehabilitation and employment ser-
vices, whereas the control group was not. Using both survey and adminis-
trative data, the effectiveness of the rehabilitation and employment ser-
vices could then be studied by comparing outcomes of the experimental
and control groups.

Analysis of the impact of the TETD project suggests that the employ-
ment and rehabilitation services provided to SSI beneficiaries significantly
increased earnings for participants over the six years they were observed
(earnings of the treatment group were close to 70 percent higher than the
control group, roughly $4,000 in 1996 dollars), but the program only had a
small impact on average SSI payments ($870 per participant). This small
reduction in SSI payments was not nearly sufficient to cover the average
costs of transitional employment services for program participants
(Thornton and Decker 1989).56 However, when the employment and earn-
ings gains for program participants are weighed against the costs of pro-
viding the employment services, the program may very well have produced
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54. Section 1619 (P.L. 96-265) became law in 1986. These provisions dramatically altered
the earnings opportunities for SSI disabled adults. Section 1619(a) allows recipients to main-
tain their SSI (and Medicaid) benefits even when their earnings exceed SGA. Section 1619(b)
extends Medicaid coverage to workers whose earnings make them ineligible for SSI cash pay-
ments.

55. Data on recipients who work come from SSA (2002b).
56. The net effect of the transitional employment services is harder to evaluate and depends

crucially on the extent to which the services provided by the project substitute for other ser-
vices paid for by the government (Thornton and Decker 1989).



a net social benefit. Similar results were obtained from Project NetWork.
Analyses of the program (Kornfeld and Rupp 2000) show that during the
first two years of operation Project NetWork produced modest net benefits
to persons with disabilities, as earnings gains among participants more
than offset reductions in SSI and SSDI benefits. However, the small gain in
earnings was not nearly sufficient to offset the costs of administering Proj-
ect NetWork. Moreover, data for a third-year follow-up on about 70 per-
cent of the sample show that earnings gains declined to about zero, sug-
gesting that the increase in earnings may have been temporary.

Importantly, in both cases the fraction of program eligibles who volun-
teered for either TETD or Project Network was small—roughly 5 percent
in each experiment. This suggests that, however beneficial it might be to
those who participate, the provision of transitional employment services to
those on SSI who volunteer for services is unlikely to have much of an im-
pact on the overall SSI population. This is hardly surprising. As shown ear-
lier in this chapter, only a small fraction of SSI applicants were working in
the years prior to application. In addition, beneficiaries go through a long
process to establish that they have medical conditions that prevent them
from performing substantial gainful activity. At least at the time they ap-
ply for SSI benefits, applicants would appear to have put substantial en-
ergy into becoming eligible for program benefits—benefits that must more
than compensate applicants both for any loss of income associated with
moving onto SSI and for the costs associated with applying for benefits.57

For the great majority of those awarded benefits, their health is unlikely to
improve over time and their labor market opportunities are probably dete-
riorating. Moreover, those who return to work may be subject to high mar-
ginal tax rates.58 Under such adverse conditions it is not surprising that vol-
untary returns to work are rare.

2.5.2 SSI and Families of Children with Disabilities

As noted earlier, the primary justification for awarding cash benefits to
poor families containing a disabled child is that the families of disabled
children face additional economic burdens associated with their child’s
poor health (see NASI 1996). These economic burdens may include lost
earnings from a parent who provides care for the disabled child and med-
ical and nonmedical expenses related to the child’s specific disability. How-
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57. As will be discussed later in this chapter, the cost of applying for SSI disability benefits
for the average applicant may be lower today than in previous periods. To the extent that wel-
fare reform has changed the SSI applicant pool, individuals may not be making a choice be-
tween work and benefits but rather between other welfare and SSI.

58. The evidence we have on the extent of work activity by those who have been awarded
SSI benefits comes mostly from the analysis of Social Security Earnings data. Anecdotal ev-
idence suggests that some fraction of those on SSI are actually working, but are working “off
the books.” Research targeted on such off-the-books work by SSI beneficiaries along the lines
of that done by Edin and Lein (1997) on welfare recipients would be valuable.



ever, SSI child benefits are not based on an earnings replacement or ex-
penditure offset formula but, rather, are means-tested against current in-
come. It is difficult to know a priori whether beneficiary families experi-
ence dramatic drops in labor earnings or increases in net-of-disability
expenditures in family income. In fact, it is equally possible that recipient
families have low incomes prior to the onset of the child’s disability, and
that the additional burdens placed on families with a disabled child are not
the root cause of their current financial situation.

As with the adult SSI program, the child SSI program faces the problems
related to moral hazard—incentives for parents to have their children be-
come and remain eligible for SSI. The degree to which this potential moral
hazard causes behavioral changes with respect to gaining and maintaining
eligibility depends, to some degree, on the pre-disability economic circum-
stances of the covered families. If the typical family is a middle-income
family that experiences a dramatic decline in its economic well-being at the
onset of the child’s disability, but in all other ways has the market and so-
cial characteristics necessary to attain middle-income status, then cash
programs that only partially offset these losses are unlikely to lead to ma-
jor disincentives for labor market participation or the child’s recovery.
However, if the typical family that comes onto the SSI rolls is already eco-
nomically vulnerable (e.g., family members have few market skills, it is a
one-parent family, etc.) prior to the onset of the child’s disability, eligibility
for SSI is likely to have much greater economic importance. Poor families
that have a child with a disability may be able to completely replace or even
increase their family income if their child’s disability results in the receipt
of SSI benefits. Thus, pre-disability differences in economic well-being alter
the replacement rate of SSI among families of children with disabilities
and make the moral hazard of behavioral change much greater among pre-
disability low-income families than among middle- or high-income families.

Factors Affecting SSI Participation

As is true for the adult disability determination process, the disability de-
termination process for children has undergone substantial revision. As
noted earlier, the most important change came in 1990 when the Supreme
Court required SSA to significantly broaden the eligibility criteria for
childhood disability. The same year as the Zebley decision, SSA also re-
leased regulations revising the procedures used to evaluate mental impair-
ments among children. The new rules expanded SSA’s medical listings for
childhood mental impairments by adding such illnesses as attention deficit
hyperactivity disorder (ADHD) and by incorporating functional criteria in
the listings. Similar to the changes made in the adult process, SSA modi-
fied the types of evidence used to judge the damage of mental illness; less
emphasis was placed on the testimony of medical professionals and more
weight was given to the information parents, teachers, and counselors pro-
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vided about the child’s condition. As with the IFA, the new mental impair-
ment regulations focused on how disabilities affected a child’s performance
in school.

Following these changes, the child SSI caseloads grew rapidly. Data
from the SSA show that between 1989 and 1996 the number of children un-
der eighteen receiving SSI more than tripled, from 265,000 to 955,000. Ap-
plications increased from 132,000 in 1989 to 541,000 per year in 1994, and
awards more than quadrupled. The yearly allowance rate on applications
rose from 39 percent in 1989 to a peak of 58.1 percent in 1992. In 1992, the
number of children on SSI grew by 40 percent (U.S. GAO 1998).

In response to rapid caseload growth and a burgeoning concern that the
disability determination process was allowing too many children without
serious medical problems onto the disability rolls, Congress narrowed the
criteria for childhood disability in 1996. In addition, Congress mandated
that SSA redetermine the eligibility of children on the rolls who might not
meet the new eligibility criteria because they received benefits on the basis
of the former, more lenient, standards.59 In 1997, the number of SSI recip-
ients under age eighteen fell 7.9 percent and by 2001 was still 7.7 percent
below the 1996 high (see figure 2.4).

Economic factors also influence the decision of families to participate in
SSI. Evidence suggests that a large fraction of the children coming onto the
rolls in the 1990s previously participated in the AFDC program. Daly and
Burkhauser (1998), using data from the National Longitudinal Survey of
Youth (NLSY), calculate that two-thirds of children found eligible for SSI
in the early 1990s were in families already receiving some type of welfare
assistance. Other things being equal, families eligible for multiple pro-
grams are likely to select those programs that provide the highest net ben-
efit to them. Although additional costs are associated with SSI (e.g., more
stringent application rules, greater stigma related to receiving benefits,
etc.), as the benefit difference between SSI and other programs increases,
more families will be willing to incur these costs to improve their economic
situation.

Kubik (1999) tests the empirical significance of this prediction. He finds
that AFDC recipient families who successfully qualify a child for SSI ben-
efits can increase family income substantially. Table 2.9 (taken from Kubik
1999) shows how a family’s income can change when a child moves from
AFDC to SSI. The analysis is for two states, Maryland and Connecticut,
and demonstrates two points: (a) Families can significantly improve their
economic well-being if someone in the family qualifies for SSI, and (b) the
generosity of SSI relative to AFDC has grown over time, implying that the
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59. The SSA originally identified 288,000 children as potentially affected by changes in the
eligibility criteria. In 1998, SSA scaled back its estimates; new estimates suggest that fewer
than 100,000 children will become ineligible for SSI (U.S. GAO 1998).



incentive to transfer to the SSI program has grown. Table 2.8 shows that a
family of three living in Maryland in 1990 could have increased monthly
family income by over $3,500 if one child transferred to the SSI rolls. By
1994, this advantage had grown to almost $4,400. Since other in-kind ben-
efits such as Medicaid and food stamps remained constant, the family ex-
perienced a net gain in income if the child moved from AFDC to the SSI
rolls.

A small number of empirical papers have examined the responses of
AFDC participants to changes in the SSI program, including the post-
Zebley broadening of the childhood disability criteria, and increases in the
relative generosity of SSI benefits during the 1990s (see RAND 1998 for a
thorough review of this literature). Garrett and Glied (2000) examine the
impact of the Zebley decision on SSI and AFDC caseloads using the Zeb-
ley ruling as a “natural experiment,” representing an exogenous increase in
the supply of SSI benefits (i.e., eligibility criteria are relaxed and more fam-
ilies are allowed onto the SSI program). They exploit the state-level varia-
tion in the difference between SSI and AFDC payments to test whether
families are responsive to increases in net benefits. Their findings suggest
that families are responsive to differences in program generosity. They
found that in low-AFDC states, where the difference between AFDC and
SSI payments would be largest, about 53 percent of the new post-Zebley
child SSI cases switched from the AFDC program; nationally, only about
43 percent of new SSI child cases came from the AFDC program.

Along the same lines, Kubik (1999) examines the incentives for families
to identify children as disabled when SSI benefits are more generous than
AFDC benefits. Using data from the National Health Interview Survey
(NHIS) and changes in the difference in SSI and AFDC benefits, Kubik
finds that reported disabilities—particularly mental impairments—were
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Table 2.9 AFDC and SSI Benefit Levels for Maryland and Connecticut, 1990 and 1994 
(in dollars)

AFDC Benefit AFDC Benefit Federal Net SSI
for Family for Family Difference SSI Benefit
of Three of Two ([1] – [2]) Benefit ([4] – [3])

State (1) (2) (3) (4) (5)

Maryland
1990 4,872 3,804 1,068 4,632 3,564
1994 4,392 3,432 960 5,352 4,392

Connecticut
1990 6,660 5,424 1,236 4,632 3,396
1994 8,160 6,588 1,572 5,352 3,780

Source: Kubik (1999).
Notes: All benefit levels are state maximums, assuming the family earns no countable income. Both
Maryland and Connecticut did not provide SSI state supplements to children during this time period.



higher in low-AFDC-benefit states than in high-AFDC-benefit states.60

Using data from the CPS on household SSI receipt, he also finds that rela-
tively generous SSI benefits (relative to AFDC payments) affect SSI par-
ticipation. Kubik estimates that a 10 percent increase in SSI benefit gen-
erosity increases the probability of SSI participation among families with
low education by 0.39 percentage points—a 5 percent increase in SSI par-
ticipation. Overall, Kubik finds a significant and positive relationship be-
tween the marginal value of SSI benefits and the prevalence of disability,
and receipt of SSI, among children.

Effects of SSI on Work Effort of Families

SSI support for families potentially affects the labor market effort of par-
ents. However, there is not a large empirical literature on this relationship.
Indeed, of the literature on childhood SSI, only the Garrett and Glied
(2000) and Kubik (1999) papers consider this issue. Garrett and Glied es-
timate that the Zebley decision had a significant impact on the employ-
ment of unmarried women without a high school education. Kubik finds
similar results; examining behavior after Zebley, Kubik finds that increases
in SSI benefits lowered the probability that low-education household
heads work. He estimates that a 10 percent increase in SSI benefits de-
creases labor force participation of low-education household heads by
about 2 percent. The empirical evidence on the effects of SSI benefit levels
on parental work effort after Zebley suggest that, in addition to respond-
ing to the particular health needs of a child, mothers also respond to the in-
come effect present in the guarantee as well as to the high marginal tax
rates placed on their labor earnings.

2.5.3 SSI and the Behavior of the Aged

Factors Affecting Participation

Researchers have offered a number of hypotheses to explain the low en-
rollment in SSI among the elderly, including lack of knowledge about the
program and eligibility criteria, prohibitively expensive application costs
(e.g., time cost or cost of learning), and unobserved costs of receiving ben-
efits (e.g., welfare stigma). Early work on this topic focused primarily on
the roles of welfare stigma and program knowledge on the decision to ap-
ply. Coe (1985) reported that of the SSI nonparticipants classified as eligi-
ble (48 percent of all eligible individuals), a significant fraction were not
aware of the program or did not think they were eligible. Coe also found
that benefit levels were positively and significantly related to participation,
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60. To account for state-specific factors that may affect the prevalence of disability, Kubik
examines this relationship before and after Zebley. Thus, he measures the change in the preva-
lence of reported disability and compares it to the change in the difference between SSI and
AFDC benefits by state.



with each $10 in additional benefits resulting in a 2.4 percentage point in-
crease in the probability of participation. This is consistent with the notion
that relatively high benefit levels would outweigh any noninformational
barriers to participation, such as access costs. However, Coe notes, nonin-
formational barriers accounted for only 25 percent of the negative effect of
low benefits on participation. The primary reason lower benefit levels de-
creased participation was that eligible individuals facing low benefit levels
were more likely to believe that they were not eligible to participate. War-
lick (1982) also concluded that program information and the difficulty of
the application process were the primary reasons for low participation
rates among the eligible elderly.

Recent work by McGarry (1996) draws a slightly different conclusion.
McGarry extends previous research by using detailed asset and income in-
formation from the 1984 Survey of Income and Program Participation to
more accurately classify eligibility by accounting for differences in benefit
levels introduced by state supplementation, and by explicitly controlling
for measurement error in the estimation process. McGarry concludes that
the participation decision is primarily determined by the financial situa-
tion of eligible individuals. She finds that although all persons eligible for
SSI are poor, the probability of participation declines as the number of al-
ternative resources increases. Similar to Coe, she finds that the elasticity of
the expected benefit is about 0.5 and that, after controlling for size of the
SSI payment, those with greater resources are less likely to participate.61

McGarry departs from previous research in finding little evidence that
welfare stigma or informational program costs affect participation. How-
ever, as she notes, her results must be interpreted with caution. The esti-
mated model is a reduced-form version, which includes variables likely to
affect participation through more than one path. If a variable operates in
opposite directions on different factors, its importance may be obscured.
Thus, although she argues that the negative coefficient on years of school-
ing implies that lack of information does not deter participants, this result
can just as easily be interpreted as evidence of stigma associated with re-
ceiving benefits (i.e., more educated individuals feel more stigma associ-
ated with receiving benefits).

In general, the low SSI participation rates among the elderly remain
something of a mystery. Although there is reason to believe that some in-
dividuals are uninformed about the program or their eligibility for benefits,
there is not much evidence that a large fraction of the elderly poor in need
of assistance are constrained by transactions costs. What does appear to be
the case is that eligible individuals who are close to the margin on the
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61. Coe’s measure of other resources includes only the home ownership variable. McGarry
uses a more extensive set of resource measures, including home and other asset ownership, la-
bor earnings over the year, and the ratio of income to needs.



means test are less likely to participate in the program. As Coe (1985)
argued, this may be due to individuals’ misunderstanding the income dis-
regards and other program rules that determine eligibility. Thus, unless
individuals are sufficiently below the means test guidelines, they believe
that they will be ineligible and thus do not apply. This interpretation is
consistent with McGarry’s simulation of responses given a change in ben-
efit levels. McGarry examined how raising the federal income guarantee to
the U.S. poverty line affected the participation of those previously and
newly eligible for benefits. She finds that raising the benefit level increases
the participation rates of those previously eligible by 16.5 percentage
points, from 0.534 to 0.699. In contrast, she finds that less than 30 percent
of those newly eligible under the increased income limit participate in the
program.62

Saving Behavior

Although it is well recognized that means-tested programs create incen-
tives for potentially eligible individuals to alter their behavior to ensure
qualification, few studies have rigorously reviewed the incentives facing
elderly individuals close to the age and resource tests for SSI. Yet it is likely
that SSI program features create disincentives for working and saving as
individuals approach the age of eligibility. Neumark and Powers (1998) fo-
cus on the relation between saving behavior and SSI receipt among the eld-
erly. They argue that SSI’s influence on the saving patterns of elderly indi-
viduals should vary with the expected level of their benefits and the
likelihood of receiving them. In practice, individuals with low lifetime
earnings living in high-benefit states should reduce saving more than high
lifetime earners living in low-benefit states. Neumark and Powers use state-
level variation in the generosity of supplemental SSI payments to identify
the effects of SSI on the saving behavior of the elderly. They find that SSI
reduces the saving of men and women nearing the age of retirement who
are likely participants in the program.

SSI and Labor Force Participation at Older Ages

There only are a handful of papers that discuss SSI and the labor force
behavior of older workers. Duggan (1984) finds that SSI has a negative im-
pact on the labor force participation of men and women over fifty-four
years of age, with especially strong effects for men. Powers and Neumark
(2001) investigate the role that SSI plays in exercising the early retirement
option in the Social Security program. Although Powers and Neumark
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62. McGarry (2000) simulates the effects of changes in eligibility criteria on participation
and costs. She finds that extending the income guarantee for all elderly individuals to the
poverty line has the largest impact. Modifications to SSI that increase income disregards or
eliminate the asset test or base income eligibility are less costly but also have less of an impact
on poverty.



find only weak empirical evidence that eligibility for SSI benefits positively
influences early retirement decisions, these effects may increase in coming
years. The normal retirement age for receiving Social Security benefits is
now in the process of increasing from sixty-five to sixty-seven over the next
fifteen years, increasing the value to those eligible of the SSI bridge, espe-
cially for those in very poor health.

2.6 Summary and Conclusions

The enactment of the SSI program in 1972 was the culmination of a four-
year debate over a much more overarching welfare reform—a federally
funded minimum income guarantee for all Americans. Unlike Nixon’s FAP
proposal, SSI was targeted on the subgroup of low-income individuals
“not expected to work.” Since then, SSI has grown dramatically, with the
composition of SSI beneficiaries shifting toward adults and children with
disabilities.

How one views the increases in the SSI disability population is largely in-
fluenced by one’s view of the social purpose of SSI. For those who see SSI
as an incomplete substitute for a universal guaranteed income program like
the NIT, expansions in the SSI program are seen as appropriate because
they bring the United States more into line with most Western European
countries that provide such a universal minimum social safety net for all
their citizens. However, for those who are worried about the long-term
effects of a lifetime on government transfers, the rise in the prevalence of
disability transfer recipients—particularly among poor children and
younger adults—is of more concern.

Whatever perspective one takes, however, as the population on SSI
changes and the group of those not expected to work narrows, the struc-
ture of SSI comes into question. As we have shown, the SSI population has
dramatically shifted over time. It is now dominated by children and young
adults with disabilities. To date, despite some attempts to offset the nega-
tive work incentives in SSI (section 1619), exits from SSI to employment,
even among this younger population, have been rare. As shown earlier in
this chapter, for individuals and families receiving SSI and other transfer
program benefits the marginal tax rates can go from 50 to near 100 percent
at relatively low earnings levels. Although such high tax rates and relatively
generous guarantees make sense for populations not expected to work, in
a population where work is possible, they seriously discourage work.
Hence, for those with a capacity to work, SSI, together with eligibility for
other programs, can become the “poverty trap” that the original support-
ers of Nixon’s single universal FAP program were trying to avoid.

Such concerns are particularly relevant in light of other government
policies to protect those with disabilities. Support for civil rights–based
legislation like the ADA is based on the idea that people with disabilities
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should have equal access to employment. Supporters of this type of legis-
lation view unequal access to jobs to be a greater impediment to employ-
ment than a health impairment. Furthermore, they ask that social policy
focus on altering workplace institutions to more fully accommodate
people with disabilities. Hence, in a world of full accommodation, they ar-
gue that the disability transfer population should be zero. Fundamentally,
the current policy debate over expanding SSI transfer rolls hinges on the
role people with disabilities should play in society. Should people with dis-
abilities be expected to work or not? If yes, then policies targeting people
with disabilities—particularly the young—would be better focused on ed-
ucation, rehabilitation, job training, and accommodation than on increas-
ing or expanding transfers. Likewise, for children with disabilities, invest-
ing more time, energy, and resources in enhancing their education and
development, rather than focusing solely on supplementing the income of
their households, might be more desirable.

In general, our examination in this chapter suggests that in the absence
of a universal guaranteed income program for all Americans, the opera-
tional flexibility of the categorical eligibility criteria for SSI has made the
program sensitive to both downturns in the business cycle and increases in
the pool of vulnerable people. Moreover, when the dividing lines separat-
ing the working-age adult and child populations eligible for SSI from those
eligible for other income-based benefits are imprecise, as with disability,
policy changes in other welfare programs are likely to affect SSI caseloads.

References

Aarts, L., R. V. Burkhauser, and P. R. deJong. 1996. Curing the Dutch disease: An
international perspective on disability policy reform. Aldershot, U.K.: Averbury.

Acemoglu, D., and J. Angrist. 2001. Consequences of employment protection? The
case of the Americans with Disabilities Act. Journal of Political Economy 109 (5):
915–57.

Autor, D., and M. Duggan. 2001. The rise in disability and the decline in unem-
ployment. MIT, Department of Economics. Mimeograph.

Berkowitz, E. D., and R. V. Burkhauser. 1996. A United States perspective on dis-
ability programs. In Curing the Dutch disease: An international perspective on dis-
ability policy reform, ed. L. Aarts, R. V. Burkhauser, and P. R. de Jong, 71–92.
Adershot, U.K.: Averbury.

Black, D., K. Daniel, and S. Sanders. 2002. The impact of economic conditions on
participation in disability programs: Evidence from coal boom and bust. Amer-
ican Economic Review 92 (1): 27–50.

Bound, J., and R. V. Burkhauser. 1999. Economic analysis of transfer programs
targeted on people with disabilities. In Handbook of labor economics. Vol. 3(c),
ed. O. Ashenfelter and D. Card, 3417–528. Amsterdam: Elsevier Science.

Bound, J., R. V. Burkhauser, and A. Nichols. Forthcoming. Tracking the house-
hold income of SSDI and SSI applicants. Research on Labor Economics.

The Supplemental Security Income Program 135



Bound, J., J. B. Cullen, A. Nichols, and L. Schmidt. 2002. The welfare implications
of increasing DI benefit generosity. NBER Working Paper no. 9155. Cambridge,
Mass.: National Bureau of Economic Research.

Bound, J., S. Kossoudji, and G. Ricart-Moes. 1998. The ending of general assis-
tance and SSI disability growth in Michigan: A case study. In Growth in disabil-
ity benefits: Explanations and policy implications, ed. K. Rupp and D. Stapleton,
223–48. Kalamazoo, Mich.: W. E. Upjohn Institute for Employment Research.

Bound, J., and T. Waidmann. 2002. Accounting for recent declines in employment
rates among the working-aged men and women with disabilities. Journal of Hu-
man Resources 37 (2): 231–50.

Brown, W. H., W. Hoyt, and F. A. Scott. 1999. Substitution between SSI and
AFDC: An analysis using county-level data. Working Paper no. E-211-99. Uni-
versity of Kentucky, Department of Economics.

Burke, V. J., and V. Burke. 1974. Nixon’s good deed: Welfare reform. New York: Co-
lumbia University Press.

Burkhauser, R. V., J. S. Butler, Y. Kim, and R. Weathers. 1999. The importance of
accommodation on the timing of male disability insurance application: Results
from the Survey of Disability and Work and the Health and Retirement Study.
Journal of Human Resources 34 (3): 589–611.

Burkhauser, R. V., and M. C. Daly. 2002. U.S. disability policy in a changing envi-
ronment. Journal of Economic Perspectives 16 (1): 213–24.

Burkhauser, R. V., M. C. Daly, A. Houtenville, and N. Nargis. 2002. Self-reported
work limitation data: What they can and cannot tell us. Demography 39 (3): 541–
55.

Burkhauser, R. V., and T. A. Finnegan. 1989. The minimum wage and the poor: The
end of a relationship. Journal of Policy Analysis and Management 8 (1): 53–71.

———. 1993. The economics of minimum wage legislation revisited. Cato Journal
13 (1): 123–29.

Burkhauser, R. V., A. Houtenville, and D. Wittenburg. Forthcoming. A user’s
guide to current statistics on the employment of people with disabilities. In The
decline in employment of people with disabilities: A policy puzzle, ed. D. Stapleton
and R. Burkhauser. Kalamazoo, Mich.: W.E. Upjohn Institute for Employment
Research.

Burkhauser, R. V., and T. M. Smeeding. 1981. The net impact of the Social Secu-
rity system on the poor. Public Policy 29 (2): 159–78.

Burkhauser, R. V., and D. C. Wittenburg. 1996. How current disability transfer
policies discourage work: Analysis from the 1990 SIPP. Journal of Vocational Re-
habilitation 7(1/2): 9–27.

Coe, R. 1985. Nonparticipation in the SSI program by the eligible elderly. Southern
Economic Journal 51 (3): 891–97.

Congressional Research Service (CRS). 1999. Cash and noncash benefits for per-
sons with limited income: Eligibility rules, recipient and expenditure data, FY
1996–FY 1998. Report Code no. RL30401. Washington, D.C.: Library of Con-
gress.

Daly, M. C., and R. V. Burkhauser. 1998. How family economic well-being changes
following the onset of a disability: A dynamic analysis. Syracuse University, De-
partment of Economics and Center for Policy Research. Manuscript.

DeLeire, T. 2000. The wage and employment effects of the Americans with Dis-
abilities Act. Journal of Human Resources 35 (4): 693–715.

Duggan, J. 1984. The labor-force participation of older workers. Industrial and La-
bor Relations Review 37 (3): 416–30.

Edin, K., and L. Lein. 1997. Making ends meet: How single mothers survive welfare
and low-wage work. New York: Russell Sage Foundation.

136 Mary C. Daly and Richard V. Burkhauser



Friedman, M. 1962. Capitalism and freedom. Chicago: University of Chicago Press.
———. 1968. The case for the negative income tax. In Republican papers, ed. M.

Laird, 202–20. Garden City, N.Y.: Anchor.
Garrett, A. B., and S. Glied. 2000. Does state AFDC generosity affect child SSI

participation? Journal of Policy Analysis and Management 19 (2): 275–95.
Giannarelli, L., and E. Steuerle. 1995. The twice poverty trap: Tax rates faced by

AFDC recipients. Urban Institute Research Report. Washington, D.C.: The Ur-
ban Institute.

Hoynes, H., and R. Moffitt. 1996. The effectiveness of financial work incentives in
Social Security Disability Insurance and Supplemental Security Income:
Lessons from other transfer programs. In Disability, work, and cash benefits, ed.
J. Mashaw, V. Reno, R. V. Burkhauser, and M. Berkowitz, 189–222. Kalamazoo,
Mich.: W. E. Upjohn Institute for Employment Research.

Hubbard, R., J. Skinner, and S. Zeldes. 1995. Precautionary saving and social in-
surance. Journal of Political Economy 103 (2): 360–99.

Jette, A., and E. Badley. 2002. Conceptual issues in the measurement of work dis-
ability. In The dynamics of disability: Measuring and monitoring disability for So-
cial Security programs, ed. G. S. Wunderlich, D. Rice, and N. L. Amado, 183–
210. Washington, D.C.: National Academy Press.

Johnson, W. G., ed. 1997. The Americans with Disabilities Act: Social contract or
special privelege? The Annals of the American Academy of Political and Social
Sciences 549 (January): 1–220.

Kaye, S. Forthcoming. Employment and the changing disability environment. In
The decline in employment of people with disabilities: A policy puzzle, ed. D. Sta-
pleton and R. Burkhauser. Kalamazoo, Mich.: W. E. Upjohn Institute for Em-
ployment Research.

Keane, M., and R. Moffitt. 1998. A structural model of multiple welfare program
participation and labor supply. International Economic Review 39 (3): 553–89.

Kornfeld, R., and K. Rupp. 2000. The net effects of the Project NetWork return-to-
work case management experiment on participant earnings, benefit receipt, and
other outcomes. Social Security Bulletin 63 (1): 12–33.

Kubik, J. 1999. Incentives for the identification and treatment of children with dis-
abilities: The Supplemental Security Income program. Journal of Public Eco-
nomics 73:187–215.

Lando, M. E., R. Cutler, and E. Gamber. 1982. 1978 survey of disability and work:
Data book. Washington, D.C.: Government Printing Office.

La Plante, M. P. 1991. The demographics of disability. The Americans with Dis-
abilities Act: From policy to practice, ed. J. West, 55–77. New York: Milbank
Memorial Fund.

Lewin-VHI. 1995. Longer-term factors affecting SSDI and SSI disability applica-
tions and awards: Final report. Washington, D.C.: Office of the Assistant Secre-
tary for Planning and Evaluation, U.S. Department of Health and Human Ser-
vices and the Social Security Administration.

———. 1999. Policy evaluation of the overall effects of welfare reform on SSA pro-
grams: Final report and appendix. Washington, D.C.: Office of the Assistant
Secretary for Planning and Evaluation, U.S. Department of Health and Human
Services and the Social Security Administration.

Library of Congress. 1998. Vocational factors in the Social Security disability de-
cision process: A review of the literature. Report prepared under an interagency
agreement for the Social Security Administration Office of Disability Research.
Washington, D.C.: Federal Research Division, Library of Congress.

Livermore, G., D. C. Stapleton, and A. Zeuschner. 1998. Lessons from case stud-
ies of recent program growth in five states. In Growth in disability benefits: Ex-

The Supplemental Security Income Program 137



planations and policy implications, ed. K. Rupp and D. C. Stapleton, 249–86.
Kalamazoo, Mich.: W. E. Upjohn Institute for Employment Research.

Mashaw, J. L., and V. P. Reno. 1996. Balancing security and opportunity: The chal-
lenge of disability income policy. Report of the Disability Policy Panel. Washing-
ton, D.C.: National Academy of Social Insurance.

McGarry, K. 1996. Factors determining participation of the elderly in SSI. Journal
of Human Resources 31 (12): 331–58.

———. 2000. Guaranteed income: SSI and the well-being of the elderly. NBER
Working Paper no. 7574. Cambridge, Mass.: National Bureau of Economic Re-
search.

———. 2000. Guaranteed income: SSI and the well-being of the elderly. NBER
Working Paper no. 7574. Cambridge, Mass.: National Bureau of Economic Re-
search.

Menefee, J., B. Edwards, and S. Schieber. 1981. Analysis of nonparticipation in the
SSI program. Social Security Bulletin 44 (6): 3–21.

Moffitt, R. 1986. Work incentives in transfer programs (revisited): A study of the
AFDC program. Research in Labor Economics 8(b): 389–439.

Muller, S., C. Scott, and B. Bye. 1996. Labor-force participation and earnings of
SSI disability recipients: A pooled cross-sectional time series approach to the be-
havior of individuals. Social Security Bulletin 59 (1): 22–42.

Nagi, S. 1965. Some conceptual issues in disability and rehabilitation. In Sociology
and rehabilitation, ed. M. B. Sussman, 100–13. Washington, D.C.: American So-
ciological Association.

———. 1969a. Congruency in medical and self-assessment of disability. Industrial
Medicine and Surgery 38:27–36.

———. 1969b. Disability and rehabilitation: Legal, clinical, and self-concepts of
measurement. Columbus: Ohio State University Press.

———. 1991. Disability concepts revisited: Implications to prevention. In Disabil-
ity in America: Toward a national agenda for prevention, ed. A. M. Pope and A. R.
Tarlove, 309–27. Washington, D.C.: National Academy Press.

National Academy of Social Insurance (NASI). 1996. Restructuring the SSI dis-
ability program for children and adolescents. Report from the Committee on Child-
hood Disability to the Disability Panel of the NASI. Washington, D.C.: NASI.

Neumark, D., and E. Powers. 1998. The effect of means-tested income support for
the elderly on pre-retirement saving: Evidence from the SSI program in the U.S.
Journal of Public Economics 68 (2): 181–206.

Parrott, T., L. Kennedy, and C. Scott. 1998. Noncitizens and the SSI program. So-
cial Security Bulletin 61 (4): 3–31.

Ponce, E. 1996. State optional supplementation of SSI payments, 1974–1995. So-
cial Security Bulletin 59 (1): 52–66.

Powers, E., and D. Neumark. 2001. The Supplemental Security Income program
and incentives to take up Social Security early retirement: Empirical evidence
from matched SIPP and Social Security administrative files. NBER Working Pa-
per no. 8670. Cambridge, Mass.: National Bureau of Economic Research.

RAND. 1998. Background and study design report for policy evaluation of the
effect of the 1996 welfare reform legislation on SSI benefits for disabled children.
Washington, D.C.: Social Security Administration.

Rupp, K., and D. Stapleton. 1995. Determinants of the growth in Social Security
Administration’s disability programs: An overview. Social Security Bulletin 57
(2): 3–20.

Shields, J. F., B. Barnow, K. Chaurette, and J. Constantine. 1990. Elderly persons
eligible for and participating in the Supplemental Security Income program. Fi-

138 Mary C. Daly and Richard V. Burkhauser



nal Report prepared for the U.S. Department of Health and Human Services.
Washington, D.C.: U.S. Government Printing Office.

Smeeding, T. 1994. Improving Supplemental Security Income. In Social welfare
policy at the crossroads, ed. R. Friedland, L. Etheridge, and B. Vladeck, 97–108.
Washington, D.C.: National Academy of Social Insurance.

Social Security Administration (SSA). 1997. The definition of disability for chil-
dren. SSA Publication no. 05-11053. Washington, D.C.: U.S. General Printing
Office.

———. 2000. Annual statistical supplement to the Social Security bulletin 2000.
Washington, D.C.: U.S. General Printing Office.

Social Security Administration. 2002a. Annual report of the Supplemental Security
Income Program. Washington, D.C.: U.S. General Printing Office.

———. 2002b. SSI annual statistical report 2001. Washington, D.C.: U.S. General
Printing Office.

———. Various years. Annual statistical supplement to the Social Security bulletin.
Washington, D.C.: U.S. General Printing Office.

Stapleton, D. C., K. A. Coleman, K. A. Dietrich, and G. A. Livermore. 1998. Em-
pirical analyses of DI and SSI application and award growth. In Growth in dis-
ability benefits: Explanations and policy implications, ed. K. Rupp and D. C. Sta-
pleton, 31–92. Kalamazoo, Mich.: W. E. Upjohn Institute for Employment
Research.

Stigler, G. 1946. The economics of minimum wage legislation. American Economic
Review 36 (June): 358–65.

Thornton, C. V., and P. T. Decker. 1989. The transitional employment training
demonstration: Analysis of program impacts. Project report. Princeton, N.J.:
Mathematica Policy Research, July.

Tobin, J. 1969. Raising the incomes of the poor. In Agenda for the nation, ed. K.
Gordon, 77–116. Washington, D.C.: Brookings Institution.

U.S. General Accounting Office. 1994. Rapid rise in children on SSI disability rolls
follows new regulations. Report no. GAO/HEHS-94-225. Washington, D.C.: U.S.
Government Printing Office.

———. 1995. New functional assessments for children raise eligibility questions. Re-
port no. GAO/HEHS-95-66. Washington, D.C.: U.S. Government Printing Office.

———. 1998. SSA needs a uniform standard for assessing childhood disability. Re-
port no. GAO/HEHS-98-123. Washington, D.C.: U.S. Government Printing
Office.

U.S. House of Representatives, Committee on Ways and Means. 1971. Social Se-
curity amendments of 1971. House Report no. 92-231. Washington, D.C.: U.S.
Government Printing Office.

———. 1998. Background material on data and programs within the jurisdiction
of the Committee on Ways and Means. Washington, D.C.: U.S. Government
Printing Office.

Verbrugge, L. M. 1990. Disability. Epidemiology of Rheumatic Disease 16:741–61.
Warlick, J. L. 1982. Participation of the aged in SSI. Journal of Human Resources

17 (2): 236–60.
Weathers, R. 1999. Essays in applied microeconomics. Ph.D. diss., Syracuse Uni-

versity.
Wunderlich, G. S., D. Rice, and N. L. Amado, eds. 2002. The dynamics of disabil-

ity: Measuring and monitoring disability for Social Security programs. Washing-
ton, D.C.: National Academy Press.

Yelowitz, A. 1998. Why did the SSI-disabled program grow so much? Disentangling
the effect of Medicaid. Journal of Health Economics 17 (3): 321–49.

The Supplemental Security Income Program 139





3.1 Introduction

The Earned Income Tax Credit (EITC) grew from $3.9 billion in 1975 (in
1999 dollars), the first year it was part of the tax code, to $31.5 billion in
2000. No other federal antipoverty program has grown at a comparable
rate. In 2000 EITC spending was within $4 billion of the combined federal
spending on Temporary Assistance for Needy Families (TANF) and food
stamps.1

The growth of the EITC has been even more striking given the antipathy
most Americans express toward welfare, at least prior to welfare reform
in 1996, and the rhetoric of both political parties about recognizing the
limitations of government programs.2 The EITC’s popularity relative to
means-tested cash transfers like the former Aid to Families with Depen-
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dent Children (AFDC) and new TANF programs stems, at least in part,
from the perception that the EITC rewards work.

The credit began as part of a broader effort by Senator Russell Long
(Dem.-La.) to derail congressional and presidential interest in a negative
income tax (NIT) in the late 1960s and early 1970s. The initial debates
highlighted a tension that exists to this day. The attraction of the NIT was
that—as a universal antipoverty program—it would provide a guaranteed
minimal standard of living to all in an administratively efficient way
(through the tax system) without having the notches and high cumulative
marginal tax rates that characterize a patchwork system of narrower pro-
grams. Senator Long’s primary objection to the NIT was that it provided
its largest benefits to those without any earnings, and hence would dull the
labor market attachment of poor families. His alternative, initially called
the “work bonus,” would phase in and thus increase with earnings up to a
point.

Over the years, the EITC has played different tax policy, labor market,
and antipoverty roles. In section 3.2, we review the political history of the
EITC, its rules, and its goals, and we provide a broad set of program sta-
tistics that summarize its growth and coverage. Various goals of the pro-
gram occasionally come into conflict. For example, when the EITC was in-
creased as part of the 1993 budget bill, it was singled out as an important
antipoverty program that has positive (relative to alternatives) labor mar-
ket incentives. Around the same time, however, studies of EITC noncom-
pliance suggested that the credit was difficult for the Internal Revenue
Service (IRS) to administer. One’s view of the credit will be influenced
significantly by the weight one places on its antipoverty effects, its labor
market effects, and the ability of the IRS to administer the credit.

The core of this chapter is a discussion of EITC-related behavioral issues
and research. Section 3.3 provides EITC program statistics. As would be
expected with a program that has more than tripled in size (in real dollars)
in the 1990s, a considerable amount of attention has been paid to the EITC
in recent years. In section 3.4, we outline the conceptual underpinnings of
much of this recent work and discuss EITC participation and compliance,
its effects on labor force participation and hours of work, marriage and fer-
tility, skill formation, and consumption. In this overview, we show that
there are theoretical reasons to prefer the EITC to other antipoverty pro-
grams if the objective is to encourage work among the poor. At the same
time, the predicted effects of the EITC are not all prowork, especially with
respect to hours and its labor market incentives for two-earner couples.
But a policy focus only on labor markets would be overly narrow, since it is
clear that the EITC has the potential to affect a much broader set of eco-
nomic behaviors.

Section 3.5 reviews the evidence to date on these behavioral issues.
Given the design and size of the credit, it is not surprising that it delivers
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significant resources to working poor families. A large set of studies exam-
ine the credit’s labor market effects, as would be expected given that a cen-
tral distinction between the EITC and NIT approach to antipoverty policy
is the likely superiority of the EITC in encouraging labor force participa-
tion. Recent studies have also focused on the degree to which expansions
of the EITC over the last twenty years can account for trends in labor force
participation for single women with children in the United States.

As highlighted in Moffitt (1998), many studies over the last ten years
have examined the effects of programs like AFDC, Medicaid, and food
stamps on family structure and children’s well-being. These studies have
been motivated by a growing concern that public assistance programs con-
tributed to the rise in out-of-wedlock childbearing and female headship,
two behaviors associated with the incidence of poverty, especially among
children. Until very recently, however, little attention has been paid to
the effects of the EITC expansions on these behaviors. We discuss recent
EITC-related studies of this issue. We also discuss recent studies of the
EITC’s effect on consumption patterns of the poor. Because the credit is
administered through the nation’s (and, in some cases, state’s) income tax
systems, EITC payments to low-income households are typically received
once a year, as an adjustment to tax liabilities or refunds. This payment
pattern contrasts with the monthly payments typically associated with
AFDC/TANF and food stamps, and it may provide a way to gain addi-
tional insight into the nature of credit markets and consumption behavior
for low-income families.

Our goal in section 3.5 is to summarize succinctly what has been done,
to evaluate the strengths of this work, and to identify areas where addi-
tional work could be useful to either verify existing conjectures or alter
what we thought was known.

In the final sections, we briefly discuss EITC-related policy debates and
highlight what, if any, critical economic issues underlie these debates. We
also briefly identify issues on which future research is needed.

3.2 Program History, Rules, and Goals

It is not surprising that fundamental tensions in the design of the safety
net emerge at different points in the program’s history, given the EITC’s
status as the largest cash or near-cash antipoverty program.3 In the mid-
1960s and early 1970s there was a great deal of discussion about the ap-
propriate design of antipoverty policy. At the risk of oversimplifying, one
part of the policy debate focused on either direct earnings subsidies (of
which the EITC is one) or on subsidies paid to employers to hire disad-
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vantaged workers. Remnants of the latter approach are found in the cur-
rent, modest Work Opportunity and Welfare-to-Work tax credits that are
part of the federal income tax.4 A problem with earnings or employment
subsidies is that they do nothing for adults (and the children that live with
them) who are unable or unwilling to work. Consequently, they must be
matched with programs that help provide food, housing, health care, and
other basic needs to those not in the labor market.

The EITC was established amid the political debate over the NIT that
occurred in the 1960s and 1970s. The NIT held great promise to the early
designers of the war on poverty since it would solve the difficult integration
issues that arise with categorical antipoverty programs—the need for bu-
reaucracies to administer and enforce eligibility and benefit rules and the
need to mitigate potentially high marginal tax rates that recipients face as
earnings increase. Partly for these reasons, in 1966 an NIT was the cap-
stone of the Office of Economic Opportunity’s (the federal agency in
charge of conducting the war on poverty) plan to eradicate poverty. Presi-
dent Johnson, however, opposed the NIT and a leading alternative pro-
posal at the time, a guaranteed annual income, on the grounds that both
proposals undermined work effort. Without the support of the president,
an NIT was not adopted. Nevertheless, in the late 1960s and early 1970s,
the government launched the first widespread social experiments, the Gary
(Indiana), New Jersey, Iowa, and Seattle-Denver Income Maintenance Ex-
periments, to examine the effects of an NIT.

In 1969 President Nixon introduced an NIT called the Family Assis-
tance Plan (FAP) that would have replaced the AFDC program. Although
it enjoyed widespread initial support, the FAP was subsequently attacked
by liberals as being insufficiently generous and by conservatives as being
overly expensive and having insufficiently stringent work requirements.

Russell Long, then chair of the Senate Finance Committee, opposed the
FAP and, as an alternative, designed a proposal targeted at those willing to
work. His 1972 proposal included a large public service jobs component
and a “work bonus” equal to 10 percent of wages subject to Social Secu-
rity taxation. The FAP was defeated in 1972, but Senator Long aggres-
sively pushed his work bonus scheme over the next three years. His efforts
were aided by the confluence of three events. First, from 1960 to 1970 the
payroll tax rate increased to 4.8 percent from 3.0 percent (on both employ-
ers and employees), and it increased further to 5.8 percent in 1973, which
focused attention on the rising tax burdens of low-income families. Sec-
ond, fostered in part by the income maintenance experiments, there con-
tinued to be a great deal of intellectual attention paid to the NIT and NIT
alternatives in think tanks, universities, and government agencies. Third, a
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recession started in 1974. This prompted members of Congress in 1975 to
try to stimulate aggregate demand by refunding $8.1 billion in 1974 income
taxes and cutting 1975 income taxes by an additional $10 billion. With the
passage of a tax bill in 1975, Senator Long was able to enact a variant of his
work bonus, called the EITC, on a temporary, eighteen-month basis. The
provision added a 10 percent supplement to wages up to $4,000 ($12,387 in
1999 dollars) for taxpayers with children, and it phased out at a 10 percent
rate over the $4,000 to $8,000 income range.

Senator Long undoubtedly understood that once a provision is in the tax
code, it is likely to remain. Indeed, the EITC remained in the tax code each
subsequent year until it was made permanent in 1978. Legislation in 1978
also added a flat range to the EITC’s phase-in and phaseout ranges, as
shown in figure 3.1.5 An “advance payment” option was also added to the
credit in 1978, so that workers would be able, if they desired, to receive the
credit incrementally throughout the year.

Spending on the safety net slowed in the late 1970s and shrank in the
1980s. Between 1978 and the Tax Reform Act of 1986 (TRA86), the fact
that the tax credit (and tax code) was not indexed for inflation caused a
substantial erosion of the EITC’s real value. The TRA86, as part of its
provisions to eliminate income taxes on families with incomes below the
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Fig. 3.1 The Earned Income Tax Credit for a family with two or more children in
1979 and 2001
Notes: 1 � subsidy rate; 2 � maximum benefit for two or more children; 3 � benefit reduc-
tion (implicit tax) rate.

5. The phase-in rate for the credit was 10 percent on earnings up to $5,000, for a maximum
credit of $500. The maximum credit was available for taxpayers with earnings between $5,000
and $6,000. The phaseout rate for the credit was 12.5 percent on incomes between $6,000 and
$10,000.



poverty line, increased the EITC to the point where the maximum credit in
1987 equaled the real value of the credit in 1975. The TRA86 also indexed
the credit for inflation. During this period the EITC continued to be sup-
ported by liberals and conservatives, both of whom were sympathetic to
the idea of reducing tax burdens on low-income families and rewarding
work.

Through much of the 1980s and into the 1990s, deficits were a dominant
topic in Washington economic policy discussions. By 1990, annual deficit
forecasts exceeding $300 billion—“as far as the eye can see”—were com-
mon, so that year President Bush agreed to abandon his “no new taxes”
pledge and meet with Democratic leaders of Congress to fashion deficit-
reduction legislation. The tortuous negotiations led to the 1990 tax bill,
which phased out exemptions and itemized deductions on high-income
taxpayers and raised the highest marginal tax rate from 28 percent to 31
percent. Whereas distributional issues have always played a role in tax pol-
icy, they played an exceptionally important role in 1990, perhaps because
of the antipathy of Democratic congressional leaders toward the Republi-
can president and the sense of those leaders that policy in the 1980s disfa-
vored low-income families.6 The EITC proved to be a straightforward way
to alter the distributional characteristics of various deficit-reduction pack-
ages, and distributional tables became an important factor behind the 1990
EITC expansion that was phased in over three years. In 1991, the credit for
the first time was also made larger for taxpayers with two or more children
than for taxpayers with one child.

Another major change to the EITC occurred as part of the 1993 budget
bill. In his first State of the Union Address, President Clinton said, “The
new direction I propose will make this solemn, simple commitment: By ex-
panding the refundable earned income tax credit, we will make history; we
will reward the work of millions of working poor Americans by realizing
the principle that if you work forty hours a week and you’ve got a child in
the house, you will no longer be in poverty.” This declaration completed the
evolution of the EITC from Senator Long’s modest “work bonus” to a ma-
jor antipoverty initiative. President Clinton set a target for the EITC: full-
time work at the minimum wage plus the EITC (and any food stamps a
family is eligible for) should be enough to raise the family’s net-of-payroll-
tax income above the poverty line. To achieve this goal, the EITC was again
increased, and increased sharply for families with two or more children.7
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6. Many of the newspaper articles about 1990 budget talks emphasized distributional is-
sues. See, for example, “GOP’s Tax Proposal Said to Favor Wealthy; Budget Talks Proceed-
ing at ‘Glacial’ Pace,” Washington Post, 14 September 1990, A12, and “Budget Negotiations
Recess Amid Confusion on Progress; Officials Disagree on Extent of Disagreement,” Wash-
ington Post, 18 September 1990, A1.

7. The specific goal was achieved only for families with fewer than three children, and only
after the minimum wage was increased in 1996 and 1997.



The 1993 budget bill (and EITC expansion) passed by one vote in the
Senate and received not a single supporting Republican vote. This too
marked a transformation in the EITC’s political history. For the first time,
the EITC became a policy linked exclusively to Democrats. In subsequent
years, there have been highly partisan battles over EITC-related issues.

3.2.1 EITC Rules

To receive the earned income credit, taxpayers file their regular tax re-
turn and fill out the six-line Schedule EIC that gathers information about
qualifying children. The EITC is refundable, meaning that it is paid out by
the Treasury regardless of whether the taxpayer has any federal income tax
liability. There are several basic tests for EITC eligibility. The taxpayer
must have both earned and adjusted gross income below a threshold that
varies by year and by family size. Most EITC payments go to taxpayers
with at least one “qualifying child.” A qualifying child needs to meet age,
relationship, and residence tests. The age test requires the child to be
younger than nineteen, younger than twenty-four if a full-time student, or
any age if totally disabled. The relationship test requires the claimant to be
the parent or the grandparent of the child or for the child to be a foster
child.8 Under the residence test the qualifying child must live with the tax-
payer at least six months during the year.9 Another rule limits the sum of
taxable and tax-exempt interest, dividends, net capital gains, rents, royal-
ties, and “passive” income to less than $2,350 (indexed for inflation).

In 2001, taxpayers with two or more children could receive a credit of 40
percent of income up to $10,020, for a maximum credit of $4,008. Taxpay-
ers (with two or more children) with earnings between $10,020 and $13,090
received the maximum credit. Their credit was reduced by 21.06 percent of
earnings between $13,090 and $32,121. The EITC schedule in 2001 for
families with two or more children is shown in figure 3.1. A small credit
available for childless taxpayers between the ages of twenty-four and sixty-
five with very low incomes was added in 1994. The credit rate for these tax-
payers is 7.65 percent, and the maximum credit in 2001 was $364. Table 3.1
shows the complete evolution of income eligibility thresholds, credit rates,
and phaseout (or implicit tax) rates.

Panel A of figure 3.2 shows total tax payments and marginal tax rates for
two-parent, two-child families in Illinois (a state with relatively high tax
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8. Until late 1999, a foster child was any child for whom the claimant cared for “as if the
child is their own.” The caring stipulation still holds, but now the child must also be placed in
the home by an authorized placement agency. Prior to the 2001 tax legislation, EITC-eligible
foster children also needed to live with the taxpayer for twelve, rather than six, months.

9. In 1990 (tax year 1991) the residency and AGI tiebreaker (to be discussed) tests replaced
a support test, since in principle it is easier to verify where a child lives than it is to verify
who supports a child. Under the support test the taxpayer had to pay for at least half the
child’s support, where items like transfer payments (e.g., AFDC and housing subsidies) and
child support were not considered support provided by the taxpayer.



Table 3.1 Earned Income Tax Credit Parameters, 1979–2001 (in nominal dollars)

Phase-in Phase-in Max Phaseout Phaseout
Year Rate (%) Range ($) Credit ($) Rate (%) Range ($)

1975–78 10.0 0–4,000 400 10.00 4,000–8,000
1979–84 10.0 0–5,000 500 12.50 6,000–10,000
1985–86 11.0 0–5,000 550 12.22 6,500–11,000
1987 14.0 0–6,080 851 10.00 6,920–15,432
1988 14.0 0–6,240 874 10.00 9,850–18,576
1989 14.0 0–6,500 910 10.00 10,240–19,340
1990 14.0 0–6,810 953 10.00 10,730–20,264
1991a 16.7b 0–7,140 1,192 11.93 11,250–21,250

17.3c 1,235 12.36 11,250–21,250
1992a 17.6b 0–7,520 1,324 12.57 11,840–22,370

18.4c 1,384 13.14 11,840–22,370
1993a 18.5b 0–7,750 1,434 13.21 12,200–23,050

19.5c 1,511 13.93 12,200–23,050
1994 23.6b 0–7,750 2,038 15.98 11,000–23,755

30.0c 0–8,245 2,528 17.68 11,000–25,296
7.65d 0–4,000 306 7.65 5,000–9,000

1995 34.0b 0–6,160 2,094 15.98 11,290–24,396
36.0c 0–8,640 3,110 20.22 11,290–26,673

7.65d 0–4,100 314 7.65 5,130–9,230
1996 34.0b 0–6,330 2,152 15.98 11,610–25,078

40.0c 0–8,890 3,556 21.06 11,610–28,495
7.65d 0–4,220 323 7.65 5,280–9,500

1997 34.0b 0–6,500 2,210 15.98 11,930–25,750
40.0c 0–9,140 3,656 21.06 11,930–29,290

7.65d 0–4,340 332 7.65 5,430–9,770
1998 34.0b 0–6,680 2,271 15.98 12,260–26,473

40.0c 0–9,390 3,756 21.06 12,260–30,095
7.65d 0–4,460 341 7.65 5,570–10,030

1999 34.0b 0–6,800 2,312 15.98 12,460–26,928
40.0c 0–9,540 3,816 21.06 12,460–30,580

7.65d 0–4,530 347 7.65 5,670–10,200
2000 34.0b 0–6,920 2,353 15.98 12,690–27,413

40.0c 0–9,720 3,888 21.06 12,690–31,152
7.65d 0–4,610 353 7.65 5,770–10,380

2001 34.0b 0–7,140 2,428 15.98 13,090–28,281
40.0c 0–10,020 4,008 21.06 13,090–32,131
7.65d 0–4,760 364 7.65 5,950–10,708

Source: U.S. House of Representatives, Committee on Ways and Means (1998, p. 867). 1998 through
2001 parameters come from Internal Revenue Service Publication 596.
aBasic credit only. Does not include supplemental young child or health insurance credits.
bTaxpayers with one qualifying child.
cTaxpayers with more than one qualifying child.
dChildless taxpayers.
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A

B

Fig. 3.2 A, Taxes and marginal rates, family of four, Illinois, 1998; B, Taxes and
marginal rates, family of four, Illinois, 1984 (in $ 1998)
Notes: Calculations only reflect the effects of the state and federal tax system and do not in-
clude the effects of transfer programs. See Feenberg and Coutts (1993) for details of the
NBER’s TAXSIM model used for these calculations.

rates on low-income families) in 1998.10 We assume workers bear the full
burden of payroll taxes, so the employer and employee share of payroll
taxes is 14.2 percent.11 The marginal tax rate line is initially at –25.8 per-
cent, reflecting the sum of the 14.2 percent effective payroll tax rate and

10. Nineteen states impose positive (but typically small) state income taxes on families of
four with incomes below the poverty line (Johnson 2001).

11. Employers and employees both contribute 7.65 percent of earnings as payroll taxes, but
the standard incidence assumption for payroll taxes implies that after-tax earnings would be
7.65 percent larger in the absence of payroll taxes, so the effective payroll tax rate is (0.153/
1.0765) or 14.2 percent.



the –40 percent EITC rate. The flat portion of the EITC occurs around
$10,000, where the Illinois household would face a 3 percent marginal
state tax rate. Effective rates are 38.3 percent over much of the phaseout
range, reflecting the sum of the 14.2 percent payroll tax, the 21.1 percent
EITC phaseout, and the 3 percent Illinois state income tax. Rates jump to
53.3 percent between $25,000 and $29,000 as this family enters the 15 per-
cent bracket of the federal income tax.12 The corresponding average tax
burdens are shown in the bars. Two-parent, two-child Illinois families
would have negative combined income and payroll taxes up to roughly
$17,200.13

Panel B of figure 3.2 shows the analogous situation for the same type of
family in 1984, before the 1986 tax reform, and the 1990 and 1993 EITC ex-
pansions, all of which reduced taxes on low-income families. The pattern
of marginal and average tax rates is strikingly different from what applied
in 1998. The payroll tax (7 percent on employers and employees) was al-
most as high as it is now, resulting in an effective rate of 13.1 percent. The
EITC was only 10 percent on incomes up to $7,844 (in 1998 dollars), so
even taxpayers with very low incomes faced positive marginal rates. The
EITC was phased out at a 12.5 percent rate beginning at $9,413 (again, in
1998 dollars). In addition, the 11 percent federal marginal tax bracket
started at around $9,413 of income. Thus, all but the lowest-income fami-
lies faced marginal tax rates of at least 28 percent, and some faced signifi-
cantly higher marginal rates.

In calendar year 2001, fourteen states and the District of Columbia had
EITCs as part of their state income tax systems.14 The parameters of these
credits are summarized in table 3.2. Most are structured as percentages of
the federal credit and use the same eligibility definitions. In New York, for
example, the state EITC was 25 percent of the federal credit in 2001, rising
to 30 percent by 2003. Ten of the state EITCs (including D.C.) are refund-
able, and most make the credit available to workers without qualifying chil-
dren.

Two unusual features show up in state EITCs. Wisconsin’s state EITC
has a three-tiered schedule equaling 4 percent of the federal credit for tax-
payers with one child, 14 percent of the federal credit for taxpayers with
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12. The EITC phaseout rate is lower for taxpayers with one child, but because they only re-
ceive one child credit and have one less personal exemption, one-child families in 2002 begin
to pay the federal 10 percent marginal income tax rate at an income of $22,850. Hence, EITC
recipients with one child and incomes between $22,850 and $29,201 have cumulative marginal
tax rates around 40 percent (including payroll taxes).

13. Low-income families would generally file returns because their incomes exceed filing
thresholds or to get back withheld taxes. With the $600 child credit along with exemptions of
$3,000 and the standard deduction of $7,850, a married couple with two children in 2002 will
not have a positive income tax liability until their earnings exceed $31,850, even without the
EITC.

14. This discussion is from Johnson (2001).



two children, and 43 percent of the federal credit for taxpayers with three
or more children. This schedule was developed with explicit reference to
the higher incomes needed to keep families with three or more children out
of poverty. The Minnesota schedule includes a second phase-in range to
combat the problem that increases in wages or hours for certain minimum-
wage workers made them no better off because of the loss of cash assis-
tance and food stamps and increases in taxes (see Johnson 2001, page 21,
for more details).

The state credits in combination with the federal credit can be substan-
tial. A family with three or more children earning $9,600 in Wisconsin, for
example, could receive a combined state and federal EITC of $5,457, or a
57 percent supplement to their earned income.

3.2.2 Interaction with Other Social Welfare Programs

The tax system operates independently of transfer programs, so there is
relatively little interaction between the EITC and other programs. In 1979
(as part of a technical corrections bill) Congress required both advance and
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Table 3.2 State Earned Income Tax Credits, Tax Year 2001

Percentage of Federal Credit

Refundable credits
Colorado (1999) 10
District of Columbia (2000) 25
Kansas (1998) 10
Maryland (1987)a 16 (rising to 20 in 2003)
Massachusetts (1997) 15
Minnesota (1991) Averages 33%, varies by earningsb

New Jersey (2000) 15 (20% by 2003), limited to families with 
incomes below $20,000

New York (1994) 25 (30% by 2003)
Vermont (1988) 32
Wisconsin (1989) 4% one child; 14% 2 children; 43% 3 children

Nonrefundable credits
Illinois (2000) 5
Iowa (1990) 6.5
Maine (2000) 5
Oregon (1997) 5
Rhode Island (1975) 25.5

Source: Johnson (2001, particularly Table 4). Adoption years are from Dickert-Conlin and
Houser (2002), which in turn are from Johnson.
Note: State names are followed by year adopted (in parentheses).
aA Maryland taxpayer may claim a refundable credit or a nonrefundable credit (equal to 50
percent of the federal credit), but not both.
bMinnesota’s credit for families with children, unlike the other credits shown in the table, is
not expressly structured as a percentage of the federal credit. Depending on income levels, the
credit may range from 22 percent to 46 percent of the federal credit.



lump-sum EITC payments to be treated as earned income for AFDC, food
stamp, and Supplemental Security Income (SSI) recipients. The 1981 tax
legislation went even further in requiring welfare agencies to assume that
individuals eligible for both the EITC and AFDC received the EITC incre-
mentally through the year, thus likely lowering AFDC and food stamp ben-
efits. In 1984 this position was reversed and states were allowed to reduce
AFDC benefits only when they could verify that individuals actually re-
ceived the EITC. The 1990 tax legislation prohibited the counting of the
EITC as income or as a resource in the month received or in the following
month when determining eligibility for AFDC, Medicaid, food stamps,
SSI, and low-income housing benefits. Finally, the 1993 Mickey Leland
Hunger Act prohibited counting the EITC for the first twelve months after
receipt for food stamp eligibility and benefits. Beyond these time intervals,
the EITC could cause potential recipients to fail program asset tests.

Since the abolition of AFDC, it has not yet become clear how the EITC
will interact with state TANF programs. There are two major issues. First,
states now have the authority to count the EITC as income when deter-
mining eligibility for their welfare programs. Second, many TANF pro-
grams contain employer subsidies and other job-related activities, which
may or may not trigger tax obligations and potential EITC payments. The
1997 budget bill made clear that the EITC could not be claimed on income
resulting from “community service” and “work experience” jobs funded
under TANF. Other situations will be judged by their “facts and circum-
stances” under the general welfare doctrine.15 The law is not yet well devel-
oped in this area.

3.2.3 Quality Control and Noncompliance

Relative to alternative delivery mechanisms, the EITC is inexpensive to
administer. Most EITC recipients would be required to file a tax return
even in the absence of the credit, so the marginal cost of obtaining the
EITC is simply the small cost of filling out Schedule EIC. The cost to the
IRS is also quite small. The IRS has a budget of roughly $8 billion to serve
some 120 million individual taxpayers and 15 million corporations. The in-
cremental cost of administering the EITC is surely a very small fraction of
this total. The costs of administering two other major income-support pro-
grams for low-income families are much higher. Administrative costs in fis-
cal year (FY) 1995 were $3.7 billion for food stamps and $3.5 billion for
AFDC, although a significant portion of those costs also paid for client
services.

A system based largely on self-assessment (like the U.S. income tax) will
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15. A loose description of the general welfare doctrine is that if payments are made for the
general welfare, meaning that payments are public support for a disadvantaged family, they
are not taxable and do not trigger the EITC. If payments are more job-related, they are less
likely to be viewed as payments made to support the general welfare and more like compen-
sation for services rendered. In this case they would be taxable and trigger the EITC.



have lower administrative costs than a more bureaucratic approach, but it
will also have higher noncompliance. The most recent study of EITC non-
compliance examined returns filed in 2000 (for tax year 1999) and found
that of the $31.3 billion claimed in EITC, between $8.5 and $9.9 billion, or
27.0 to 31.7 percent of the total, exceeded the amount to which taxpayers
were eligible (IRS 2002a).

Of the errors the IRS was able to classify, roughly half involve qualify-
ing-child errors.16 About half of these arose because the child claimed was
not the taxpayer’s qualifying child. Of these errors, the most common prob-
lem was that EITC-qualifying children failed to live for at least six months
(see footnote 8 for the rules applying to foster children) with the taxpayer
who was claiming the child. Reasons for mistakes of this type can run the
gamut from innocent taxpayers running afoul of complex IRS rules to
fraud. Consider, for example, a divorced couple whose divorce agreement
gives the dependency exemption to the noncustodial parent, who in turn is
regularly paying child support. Since the noncustodial parent receives the
dependency exemption, that parent could easily assume that he or she
could also claim the child to receive the EITC if he or she is otherwise qual-
ified. But in this case the claim would be inappropriate, since the child does
not live with the claimant for more than six months. In the category of clear
noncompliance, consider the situation described in the ethnographic study
of Romich and Weisner (2000). They write that “one woman relies on her
mother to baby-sit her younger daughter every weekend. The grandmother
also buys school clothes for the child. In return for this care, the grand-
mother ‘gets hers back at the end of the year’ by (illegally) filing the child
as her dependent and receiving an EITC” (p. 1256).

Two other sources of qualifying-child errors arise with the adjusted gross
income (AGI) tiebreaker and relationship rules. The AGI tiebreaker rule
stipulated that if two people could legitimately claim the same EITC-
qualifying child (such as a mother and grandmother in the same house),
the one with the greater income was supposed to. Something like a
tiebreaker rule is necessary to establish legitimacy in cases where more
than one taxpayer claims the credit based on the same child. But it led to
outcomes where, for example, a parent who lived and cared for a child
could not claim the child because the child’s grandparent also lived in the
house and had a higher income. The AGI tiebreaker rule was simplified be-
ginning in 2002 and now applies only if two taxpayers actually claim the
same EITC-qualifying child. This change should significantly reduce er-
rors related to the AGI tiebreaker rules, which accounted for 17.2 percent
of all errors in 1999. The relationship test is violated when the person
claiming the EITC-qualifying child is not the child’s parent (including the
parent of an adopted child, stepchild, or foster child) or grandparent.
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16. Also see McCubbin (2000), Scholz (1997), U.S. General Accounting Office (1998), and
Holtzblatt (1991) for discussions of earlier EITC compliance studies.



The IRS found that 21.4 percent of overclaims resulted from income-
reporting errors. These problems may arise from both underreporting and
overreporting income (including underreporting of investment income,
which could make a taxpayer ineligible for the EITC). This category also
includes situations where a married couple living together chooses to file
two separate tax returns (perhaps two head-of-household returns, or one
head-of-household and one single return), strategically splitting their in-
comes and children to maximize the EITC.

Another source of EITC errors arose in situations where the taxpayer
filed as single or head of household but should have used the married-
filing-separate status. Like other sources of error, these can range from the
innocent to blatant. For example, the custodial parent in a married couple
that separates but does not get a divorce should, in some cases, file a joint
or married-filing-separate return rather than file as a head of household,
where they may be more likely to be eligible for the credit.17 Only the savvi-
est taxpayers would likely understand these rules.

Several EITC changes since the 1999 compliance study may have bene-
ficial effects on EITC compliance. One that has already been mentioned is
the change to the AGI tiebreaker test.18 Another initiative was put in place
as part of the 1997 budget agreement, in which Congress directed the sec-
retaries of the Treasury and Health and Human Services to jointly use the
Federal Case Registry (FCR) of Child Support Orders to improve the ac-
curacy of EITC claims. The FCR typically identifies a child, the custodial
parent, and a noncustodial parent. Since a large fraction of EITC errors
arise in cases where someone other than the person living with the child is
claiming the child for EITC purposes, the FCR has the potential to allow
the IRS to identify a substantial number of noncompliant cases, where pre-
viously they had no useful information to scrutinize residence claims about
EITC-qualifying children. It is too early to know whether the FCR’s ap-
parent potential can be realized, although the system will be used by the
IRS to target prerefund audits in 2002 and Congress has given the IRS au-
thority to treat an EITC claim by a noncustodial parent as a “math error”
during return processing beginning in 2004.19

The rate of EITC noncompliance appears higher than the overall U.S.
tax gap, where it is estimated that 17 percent of total taxes are not paid (In-
ternal Revenue Service 1996).20 Although compliance appears to be very
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17. See Holtzblatt and Rebelein (1999, p. 8) for a discussion of the “abandoned spouses”
rules.

18. Income and foster child definitions have also been simplified.
19. Whereas the FCR would appear to be a promising compliance tool, the data in the reg-

istry could be low quality; living arrangements could be fluid, making the FCR data insuffi-
ciently up-to-date; or it could be infeasible or inefficient (from a cost-benefit standpoint) to
use FCR data during processing to stop questionable refund claims before money is paid out.
Once inappropriate EITC claims are paid out, it is very difficult to get the money back.

20. There is some question about the reliability of the tax gap estimates since the underlying
data are from 1988.



high for wage and salary income, presumably because of third-party infor-
mation reporting, compliance rates on self-employment income, sales of
business property, certain types of capital income, and income earned in
the informal sector are comparable to and in some cases far worse than
EITC compliance rates.

3.3 Program Statistics

Table 3.3 provides information on the maximum real EITC benefit (in
1999 dollars) over time, real expenditures, and caseloads since the credit was
established in 1975. For the first sixteen years of the credit, the real value of
the maximum EITC never exceeded its 1975 value by more than $10. Real
spending on the credit increased sharply starting with the 1986 EITC ex-
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Table 3.3 Maximum Real EITC Credit, Real Spending, and Number of
Participants (in 1999 dollars)

Real Maximum Real EITC Spending Number of Claimants
Year EITC ($) ($ millions) (thousands)

1975 1,239 3,871 6,215
1976 1,171 3,792 6,473
1977 1,100 3,098 5,627
1978 1,022 2,678 5,192
1979 1,147 4,709 7,135
1980 1,011 4,015 6,954
1981 916 3,504 6,717
1982 863 3,064 6,395
1983 836 3,002 7,368
1984 802 2,626 6,376
1985 852 3,233 7,432
1986 836 3,054 7,156
1987 1,248 4,973 8,738
1988 1,231 8,303 11,148
1989 1,223 8,861 11,696
1990 1,215 9,614 12,542
1991 1,511 13,584 13,665
1992 1,643 15,470 14,097
1993 1,742 17,913 15,117
1994 2,842 23,725 19,017
1995 3,400 28,374 19,334
1996 3,776 30,607 19,464
1997 3,795 31,800 19,490
1998 3,839 31,959 19,516
1999 3,816 32,270 19,419
2000 3,762 31,471 19,363

Source: U.S. House of Representatives (1998) and general IRS statistics of income data on in-
dividuals available at [http://www.irs.ustreas.gov/prod/tax_stats/soi/ind_gss.html].
Note: The data reflect claims (allowed through math error processing) and do not reflect sub-
sequent IRS enforcement actions after math error processing.



pansion. Prior to 1986, the EITC cost between $2.6 and $4.7 billion. The
1986 expansion roughly doubled total spending on the credit by increasing
the maximum credit (to make up for the loss in the value of the credit due to
inflation), indexing the credit, and extending its phaseout range. The credit
rate, maximum credit, and spending increased every year from 1990
through 1996 as a consequence of the three-year phase-ins of the 1990 and
1993 EITC increases. Real EITC spending more than tripled in the 1990s.

The evolution of the number of EITC claimants shown in table 3.3
closely mirrors the changes in EITC statutes and, to a lesser extent, busi-
ness cycle changes. Between 5.2 and 7.4 million taxpayers claimed the
credit between 1975 and 1986. By extending EITC eligibility to taxpayers
with incomes up to an indexed level of $18,576 in 1988, the 1986 EITC
changes increased the number of EITC recipients by roughly 50 percent.
The phased-in 1990 expansions also modestly increased the income thresh-
olds that determine EITC eligibility, so the number of recipients increased
by roughly 1 million per year from 1990 to 1993. The number of claimants
increased by roughly 4 million as a consequence of the childless-worker
credit that became available for the first time in 1994. Possibly due in part
to increased compliance efforts, the number of EITC claimants has been
constant since 1995, despite the increasing labor force participation rate of
single-parent families.

It appears that the EITC reaches a large percentage of its intended ben-
eficiaries. Scholz (1994) used matched data from tax returns and the Sur-
vey of Income and Program Participation (SIPP) to calculate that 80 to 86
percent of taxpayers eligible for the EITC appeared to receive it in 1990.21

Developments since 1990 have an ambiguous effect on EITC participation
rates. The maximum credit has increased sharply since then, from $1,215
to around $3,800 in 1999 dollars, and the credit extends further up in the
income distribution, where filing propensities are high. The IRS, state
agencies, and nonprofit organizations have also expanded outreach efforts.
However, there has been a steady increase in labor force participation of
single women with children (Meyer and Rosenbaum 2000, 2001), and new
workers in this group presumably have lower filing propensities than typi-
cal workers in the population. Hill et al. (1999), for example, suggest that
EITC participation rates for single mothers who recently had been on
AFDC in California were in the range of 42 to 54 percent in 1993 and 1994.
In addition, the IRS no longer will intervene (as it did until the early 1990s)
and award the credit when taxpayers file and appear eligible but do not take
the credit. Instead, the IRS sends a letter to taxpayers encouraging them to
consider filing an amended return. EITC compliance efforts may also have
discouraged some eligible taxpayers from claiming the credit.

The IRS (2002b) used data from the Current Population Survey (CPS)
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21. Blumenthal, Erard, and Ho (1999) present similar participation rates for 1988, making
use of detailed audit data from the 1988 Taxpayer Compliance Measurement Program.



matched to tax returns and data from the SIPP for calendar year 1996 to
estimate that, of the households that appeared to be eligible for the EITC,
between 82.2 and 87.2 percent filed tax returns and hence either claimed
the EITC or likely received a notice from the IRS telling them they may
have been eligible. These calculations suggest that the EITC changes be-
tween 1990 and 1996 had relatively little net effect on EITC participation.

Liebman (2000) uses matched data from the 1990 CPS and tax returns to
examine the characteristics of EITC-eligible taxpayers. He writes (p. 1178):

50 percent of eligible 1990 EITC taxpayers are married, while 30 percent
are formerly married, and 20 percent have never been married. A little
more than half are white, a quarter are Black, and 18 percent are His-
panic. Of eligible EITC recipients, 74 percent have a high school educa-
tion or less; 44 percent live in the South; and 36 percent live in a central
city. Fifty-eight percent work 1500 hours or more, though this average is
brought down by married couples in which one spouse does not work.
Sixteen percent of eligible EITC tax returns are filed by individuals in
households that receive welfare income during the year and 26 percent
are in households receiving food stamps.

It is difficult to predict how the characteristics of EITC participants have
evolved between 1990 and now. The income threshold at which the EITC is
fully phased out has increased from $20,000 to over $30,000 (nominal) dol-
lars since 1990. Many taxpayers have incomes in that range, so it is likely
that EITC recipients appear somewhat more affluent than what Liebman
found. At the same time, labor force participation rates of single women
with children have increased over this period, and many of these new work-
ers have low levels of human capital.

3.3.1 Antipoverty Effects, Target Efficiency, Distributional Impact

The EITC was available in 2001 only to taxpayers with earned income
and adjusted gross income less than $32,121 if they had more than one
qualifying child, $28,281 if they had one qualifying child, and $10,708 if
they had no qualifying children. Scholz and Levine (2001) calculate that in
April 1997 over 60 percent of EITC payments went to taxpayers with pre-
EITC incomes below the poverty line and roughly half of total payments
directly reduced the poverty gap.22 Liebman (1997a) plots density func-
tions for EITC payments following the 1993 expansion that show a right-
skewed distribution, centered at roughly $13,000, with most payments go-
ing to families with incomes between $7,000 and $26,000.23

Figure 3.3 presents data from 1999 tax returns on the distribution of

The Earned Income Tax Credit 157

22. The U.S. Department of Health and Human Services poverty guidelines for 2002 are
$8,860 for a one-person family, $11,940 for two-person families, $15,020 for three-person
families, and $18,100 for four-person families.

23. Burkhauser, Couch, and Glenn (1996) compare the distributional effects of the EITC
and minimum wage. They show the EITC is much more “target efficient” than minimum wage
increases, if the objective of policy is to increase incomes of low-income workers.



EITC returns and payments by adjusted gross income class for EITC
claimants with children. Roughly 23 percent of claimants are in the phase-
in range of the credit, and they receive 24 percent of total payments.
Roughly 19 percent are in the flat range, and they receive 26 percent of to-
tal payments. The remaining 58 percent of claimants are in the phaseout
range of the credit; they receive roughly half of total payments. Of the 19.3
million total EITC claims in 1999, 3.2 million had no qualifying children
and claimed $0.6 billion, 7.8 million had one qualifying child and claimed
$12.0 billion, and 8.2 million had two or more and claimed $19.3 billion.
Data are not available for the distribution of EITC claims by filing status.

Because the EITC is based on annual family income and not wages, it is
possible that people with high hourly wages who, for some reason or an-
other, choose to work relatively few annual hours could receive the credit.
In fact, the evidence suggests that in low-wage labor markets, incomes and
wages are tightly linked. Scholz (1996) describes tabulations from SIPP
showing that roughly two-thirds of EITC payments go to taxpayers with
wages in the bottom 25th percentile of all workers with children (below
$6.43 per hour) and more than 95 percent of all EITC benefits are paid to
workers with wages below the median of $9.42 per hour. Liebman (1997a)
reports that in 1990, 75 percent of EITC recipients worked at least 1,000
hours and 60 percent worked more than 1,500 hours per year. Incomes and
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Fig. 3.3 Distribution of total EITC returns and EITC payments of families with
children, by AGI, 1999
Source: “Individual Income Tax Returns, 1999,” available at [http://www.irs.gov/taxstats/
display/0,,i1%3D40%26genericId%3D16882,00.html] (99INDTR.EXE, posted 28 January
2002), and authors’ calculations.



wages are now even more tightly linked for EITC recipients since EITC-
eligible taxpayers cannot have more than $2,350 of capital (and net capital
gains) income.

Liebman (1997a) also presents calculations that provide an interesting
perspective on the importance of the EITC in low-wage labor markets. Be-
tween 1976 and 1996, the share of income received by the lowest fifth of the
population fell from 4.4 percent to 3.7 percent. The share received by the
top 5 percent increased from 16.0 percent to 21.4 percent over that period.
Liebman’s calculations show that for households with children, the EITC
offsets 29 percent of the decline in incomes in the 1st quintile of the popu-
lation and 9 percent of the decline in the 2nd quintile.

A more direct measure of the EITC’s importance is that in 1997 and 1998
it removed 4.3 million persons from poverty (Council of Economic Advis-
ers 1998, 2000). Recalling President Clinton’s antipoverty goal for the
EITC, a full-time (2,000 hours) minimum-wage worker heading a single-
parent, two-child family would earn $10,300 in wages and be eligible for a
$3,656 EITC in 1997. The poverty line for this family was $12,802.24 The
combination of full-time minimum wage work and the EITC for a family
of three in 1986 was $7,226, while the poverty line was $8,737. A full-time
minimum-wage worker receiving the EITC and heading a family of three
in 1975, the first year of the EITC, would have had an income of $107 above
the poverty line of $4,293.

3.4 Review of Behavioral Issues

In this section we consider several conceptual issues related to the be-
havioral effects of the EITC.

3.4.1 Program Participation: Claiming the EITC

Perhaps the most basic behavioral issue associated with the EITC is
whether eligible taxpayers actually file tax returns to receive it. At first
glance the analytic underpinnings of this decision appear straightforward:
The benefit of filing for the credit is the dollar value of the EITC. The costs
include the transactions costs associated with filing a return (for those who
would not otherwise file) and gathering the necessary information to claim
the EITC (or resources to pay a professional tax preparer). These cost-
benefit considerations lead to straightforward implications. Claiming the
credit becomes more likely in cases where the potential credit is larger and
where the filer’s familiarity with the program and the U.S. tax system is
greater.
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24. A married family with two children would have had an EITC and earnings of $13,956,
and the poverty line was $16,400. We look at 1997 since this is the most recent minimum wage
increase. Given the absence of minimum-wage indexing, full-time minimum-wage work sup-
plemented by the EITC after 1997 will be a smaller percentage of the poverty line than in 1997.



From the work of Holtzblatt (1991), McCubbin (2000), and others, how-
ever, we know that a significant fraction of taxpayers receive the EITC
when they are not technically eligible. Thus, a focus on participation
among eligibles may, in some circumstances, be too narrow. For policy-
makers and scholars interested in overall EITC participation, participa-
tion and compliance issues are intertwined. Even when thinking about par-
ticipation of eligibles, participation and compliance are linked, since
legitimate current-year claims, for example, may lead to scrutiny of past
tax returns or the possibility that funds may be garnished to cover de-
faulted student loans, past taxes, or child support.

Compliance issues can usefully be thought of in the classic tax evasion
framework of Allingham and Sandmo (1972). Taxpayers will adopt an op-
timal reporting strategy, weighing the trade-off between the return to mis-
reporting a dollar of income and the corresponding increased risks of de-
tection and penalty. Interestingly for the case of the EITC, some taxpayers
may gain by overreporting income, a situation the IRS has little experience
with.25 Also, unlike the classic tax evasion model that focuses on income re-
porting, a central issue with EITC noncompliance has to do with the resi-
dence of the qualifying child. The IRS (until recently, perhaps) has had
little information with which to examine these claims.

3.4.2 The Decision to Work and Hours of Work

As noted in both the introduction and the political history of the EITC,
one of the arguments frequently given for the EITC is that it provides
stronger work incentives than the NIT or entitlement programs like
AFDC, food stamps, and Medicaid. This assessment, although true in a
comparative sense, obscures a complicated set of work and labor supply in-
centives created by the EITC for different household structures and indi-
viduals at different parts of the income distribution. As a result of these
complicated incentives, the overall effect of the EITC on hours of work is
ambiguous.

The simplest framework in which to consider the work incentive effects
of the EITC is the static labor-leisure model displayed in figure 3.4. In
this stylized setting, the EITC creates, for eligible households, an expanded
budget constraint, shifting out the constraint from ade to abcde. The
phase-in region is represented by the segment ab, the flat region by bc, and
the phaseout region by cd. Consider the implications for individuals who
do not work, whose well-being is indexed by utility level, UI

0 , in the absence
of the EITC. As illustrated in figure 3.4, the introduction of the EITC in-
duces such individuals to enter the labor force and work, and their utility
increases to UI

1 from UI
0 . The EITC creates an incentive for these non-

workers to enter the labor force since it increases the marginal value of
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working by raising the effective wage. More formally, the rise in the effec-
tive wage rate due to the EITC for individuals initially out of the labor force
results in only a positive substitution effect and no income effect.

Figure 3.4 also displays preferences for two additional types of individ-
uals, indexed by II and III, who, in the absence of the EITC (or other so-
cial programs), would participate in the labor force. As can be seen, the in-
troduction of an EITC program does not alter their decision to work.
Thus, the incentive effects of the EITC with respect to labor force partici-
pation are unambiguously positive: The EITC will encourage some work-
ers to enter the labor force and should not induce individuals, low-skilled
or otherwise, to leave it. This result stands in contrast to the labor force
participation predictions that arise with programs related to the NIT (like
AFDC), where a guaranteed benefit at zero hours of work creates incen-
tives for some people to leave the labor force.

At the same time, the predicted effect of an EITC from the simple static
labor-leisure model on the extent of work (i.e., number of hours of work) is
ambiguous. As figure 3.4 illustrates, this is because of the differential
effects that the credit has in its flat and phaseout regions. The EITC struc-
ture implies different marginal returns to work (i.e., effective marginal
wage rates) for different parts of the preprogram income distribution. For
type II individuals, who would participate in the labor force in the absence
of the EITC, the introduction of the EITC does not change the value of
their time in the labor market and only alters the income they can receive
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through the tax credit. Thus, there is only an income effect associated with
the introduction of the EITC for type II individuals. Whether this income
effect is negative (leisure is a normal good) or positive is not clear a priori.
The empirical evidence on income effects associated with labor supply de-
cisions suggests that leisure is a normal good, so, as illustrated in figure 3.4,
the EITC may result in a reduction of hours of work for this type of indi-
vidual.

The phaseout region of the EITC is relevant for the type III individuals
in figure 3.4. These individuals, as drawn, have an incentive to reduce their
hours of work enough so that they actually receive a credit. This final case
illustrates the potentially negative effect on hours that is generated in the
phaseout region of the EITC. There the EITC implies a lower effective wage
rate relative to the absence of the EITC, which, by itself, results in a nega-
tive substitution effect. In addition, there is an income effect that, if nega-
tive, will lead to a further reduction in hours of work.

The above considerations suggest that the consequences of the EITC ex-
pansions for affecting the work behavior of low-income workers are more
complicated than the commonly held view that the EITC is prowork. In
particular, the labor market effects of the credit depend on the distribution
of taxpayers within the credit’s ranges and the degree to which people in
and out of the labor market respond to incentives. On the former issue, as
noted earlier, around 77 percent of EITC recipients will have incomes that
fall in the flat or phaseout range of the credit, which raises the concern that
the EITC may lead to a net reduction in the labor supplied by low-income
workers. The latter issue concerning the responsiveness to the “effective”
wage and income changes associated with the EITC expansions also can-
not be resolved a priori. It is an empirical matter. Below, we discuss the em-
pirical evidence to date on the magnitudes of these effects.

The simple model illustrated in figure 3.4 focuses on the behavioral
effects for individuals and ignores an important feature of the U.S. tax code
applicable to the EITC. Married couples generally file joint tax returns
and, thus, the AGI subject to taxes depends on their combined income and
not the separate incomes of each spouse. The fact that families, rather than
individuals, are the unit of analysis for the tax system has consequences for
the effective wage rates of secondary earners, which is an issue made even
more important by the EITC. To see this, consider the following example
discussed in Eissa and Hoynes (1998).

Suppose that the husband earns $11,650 (in 1997) and that the couple
makes its time allocation decisions sequentially, with the wife taking ac-
tions under the assumption that her husband’s income is given. In this case,
the family will receive the maximum credit of $3,656 (assuming the couple
has two children) if the wife does not participate in the labor force. If she
does participate, the family’s credit, at the margin, will be reduced by $0.21
and that dollar will be subject to the Social Security payroll tax of $0.142
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percent and any state taxes. Consequently, her marginal tax rate is at least
35 percent; that is, her effective wage rate will be only 65 percent of her
gross wage rate.

This lowering of the wife’s effective wage provides an incentive for the
wife not to participate in the labor force, even though the presence of an
EITC might induce her husband to enter the labor force. Furthermore, if
she works, she has an incentive to reduce her hours of work in the presence
of the EITC (compared to no EITC) due to lowering of her effective wage
(inducing a substitution effect) and to the higher income the family re-
ceives from the EITC (inducing an income effect). Note that the ambigu-
ous effect of the EITC on the labor force participation choice of one of the
spouses does not hinge on the sequential decision-making assumption
noted above. Under a more general model of joint decision-making, the
greater the disparity in the gross wage rates and/or tastes for nonwork time
across spouses, the greater the incentive for an expansion of the EITC to
induce one of the spouses to not participate in the labor force. Again, the
importance of this potential work disincentive effect of the EITC depends
on the magnitudes of the labor supply and labor force participation wage
elasticities of husbands and wives, on the degree to which people correctly
perceive tax incentives, and on the distributions of their wage rates relative
to the phase-in, flat, and phaseout regions of the EITC. We examine em-
pirical evidence on the labor force participation and labor supply effects of
the EITC for married couples below.

3.4.3 Marriage and Fertility

The previous discussion of the potential for differential effects of the
EITC by marital status raises an important issue about the potential effects
of the EITC on family structure. As noted above, the tax treatment of mar-
ried couples is different from that of single parents or individuals, which
leads to situations where a married couple may face larger total tax liabili-
ties than they would pay if they separated. Similarly, two unmarried people
may pay lower taxes than they would if they got married. This is the well-
known “marriage penalty” that has been the focus of attention in the
public finance literature and policy circles.26 In practice, marriage penalties
tend to accrue to two-earner couples if both partners have similar earnings,
and marriage bonuses tend to accrue to couples if the partners have dis-
parate earnings or only one earner. Two recent studies have suggested that
the EITC and its expansions over the last ten years are an important con-
tributing source of the marriage penalty (see Dickert-Conlin and Houser
1998 and Holtzblatt and Rebelein 1999). For example, Holtzblatt and
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26. See Feenberg and Rosen (1995), Alm and Whittington (1995), U.S. Congressional Bud-
get Office (1997), and Bull et al. (1999). The general statement of the problem is that the tax
system cannot simultaneously be progressive, treat the family as the unit of taxation, and be
neutral with respect to marriage.



Rebelein (1999) estimated that the EITC increased the net marriage penal-
ties in the individual income tax by between $3.6 and $9.9 billion in 2000,
depending on the specific assumptions, and that these EITC-related net
penalties accounted for 10.0 to 31.7 percent of the total net projected mar-
riage penalties.

A natural question to ask is whether changes in the EITC are likely to
affect rates of marriage and divorce among the poor. That is, the EITC may
decrease the incentive for single parents to marry by providing resources to
families with children. The credit also provides fairly substantial incentives
for some people to marry and others to separate or not marry. This poten-
tial for the EITC to influence marital status is reminiscent of the concerns
about the effects of other public assistance programs, most notably the
AFDC program, on marriage and the incidence of female headship.27 To
date, much less attention has been paid in the literature to the impacts of
the EITC on marital status than to those of other assistance programs.

A related question arises as to whether the structure of the EITC also
may affect the fertility decisions of households. As noted in section 3.2, the
EITC was only available to families with children prior to 1994, and, even
now, the maximum credit available to families with children is much larger
than that available to childless taxpayers. In addition, households with two
or more children were able to claim a higher EITC than households with
only one child, starting in 1991. Both of these EITC features constitute a
modest pronatalist incentive for taxpayers. There is a substantial literature
that examines the effects of AFDC on fertility, especially on out-of-
wedlock births.28 Furthermore, studies have found nonnegligible effects of
provisions of the tax code, namely the presence and generosity of the de-
pendent exemptions, on fertility and the timing of birth (see Whittington,
Alm, and Peters 1990 and Dickert-Conlin and Chandra 1999).

There is no direct empirical evidence on whether EITC fertility incen-
tives have actually influenced behavior. The question, however, is impor-
tant for two reasons. First, the effects of policy on fertility are of general
interest as part of an effort to assess the potential for unintended conse-
quences of tax policy. Second, many of the methods used by researchers to
isolate the effects of the EITC on other behaviors, especially labor supply,
hinge crucially on the assumption that the EITC expansions have had no
effects on the fertility of couples. We return to this issue below.

3.4.4 Consumption Behavior and Income Smoothing

The fundamental tenet of the life-cycle consumption model is that util-
ity-maximizing households will vary their consumption and saving so as to
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27. See Moffitt (1998) for a discussion of this issue and a summary of the empirical evidence
on it.

28. Again, see Moffitt (1998) for a summary of that literature and its findings.



equate the marginal utility of consumption across periods. To do this, fam-
ilies typically save in periods when income is unusually high and borrow
when income is unusually low. Families eligible for the EITC generally have
lower incomes and are younger than other taxpayers. Thus, one would ex-
pect EITC-eligible households to include many who would like to borrow.

There is evidence, however, that some of these families that would like to
borrow are unable to do so.29 For these liquidity-constrained families, the
EITC could enhance utility more than it would for an otherwise equivalent
consumer who was not liquidity-constrained. The EITC advance payment
option might seem like a particularly important feature for credit-
constrained taxpayers. By delivering a portion of the EITC incrementally
with every paycheck, it presumably offers families an enhanced ability to
smooth the marginal utility of consumption.30 As we discuss below, how-
ever, only 1.1 percent of EITC recipients took advantage of the advance
payment option in 1998, although “refund anticipation loans” (with very
high implied interest rates) are popular.

Further evidence of credit constraints among the EITC-eligible popula-
tion might be inferred from unusual patterns of seasonality in consump-
tion. In particular, most EITC payments are received in February and
March of each year (Barrow and McGranahan 2000). Since these pay-
ments can be a large fraction of a family’s quarterly income, one might ex-
pect to see a corresponding increase in consumption for credit-constrained
families. Souleles (1999), for example, presents evidence based on con-
sumption Euler equations for the entire population that is consistent with
tax refunds’ influencing the seasonality of consumption, which in turn is
consistent with the existence of liquidity-constrained consumers.

Consumption-related issues also arise if one steps away from the canon-
ical life-cycle model of consumption. Thaler (1994) and others have argued
that self-control problems are pervasive in the economy. If rules of thumb,
habit, innumeracy, or other psychological factors have a dominant in-
fluence on economic behavior, the forward-looking model of utility-
maximizing consumers may not do a particularly good job of characteriz-
ing economic behavior. In this case, it is possible that self-control problems
or other factors prevent families from accumulating resources that might
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29. Jappelli (1990) looks at direct measures from the 1983 Survey of Consumer Finances
and finds that roughly 20 percent of the population appears to be constrained. Also see Jap-
pelli, Pischke, and Souleles (1998).

30. Taxpayers can receive a portion of their EITC incrementally throughout the year via
the advance payment option. They do this by filing Form W-5 with their employers, who then
include the advance payment in their regular paycheck (the employers are held harmless be-
cause they reduce payroll tax remittances to the government). To reduce the possibility that
advanced EITC payments will lead to an end-of-year tax liability, advance payments are lim-
ited to 60 percent of the maximum credit available to families with one child. Taxpayers re-
ceiving the advance payment are obligated to file at the end of the year to reconcile their tax
liabilities.



allow them to enhance their long-run economic well-being. The lump-sum
EITC may therefore provide a substantial one-time payment that can be
used to purchase a car, enhance human capital, or move out of an unde-
sirable neighborhood (and in doing so break a cycle of economic depriva-
tion). It is difficult to develop and test rigorous formulations of nonopti-
mizing consumption behavior.

3.5 Review of Evidence on the Behavioral Effects of the EITC

In this section, we summarize the empirical evidence concerning the
effects of changes in the EITC on a range of behavioral outcomes. We be-
gin by discussing empirical studies of EITC take-up (or participation) de-
cisions and what is known about the extent of noncompliance in actual
claims of the credit. We then summarize the literature on the effects of the
EITC expansions on labor force behavior, including labor force participa-
tion and labor supply decisions. Most of the empirical investigations of the
EITC have focused on the latter set of behaviors. We discuss the econo-
metric approaches taken in these studies and consider their potential
shortcomings. We then provide a summary of the less extensive literature
on the effects of the EITC on other behaviors, including marriage and liv-
ing arrangements, human capital investment decisions, and consumption
decisions, commenting on the importance of expanding on these studies in
future work.

3.5.1 Evidence on EITC Participation and Noncompliance

It would be helpful to policymakers to know what fraction of EITC non-
participation (among eligible taxpayers) is due to information barriers and
what fraction is due to purposeful nonparticipation. The decision of indi-
viduals or households to participate in the EITC entails at least two
choices: Households must work and have income below the EITC break-
even thresholds, and households must file a tax return to claim the credit.

As mentioned in section 3.4, there are three studies of EITC participa-
tion among eligibles: Scholz (1994) for 1990; Blumenthal, Erard, and Ho
(1999) for tax year 1988; and IRS (2002b) for tax year 1996. None of the
studies model the EITC participation decision based a formal optimizing
model. Scholz (1994) presents reduced-form regressions of factors corre-
lated with nonparticipation. He finds some evidence, based on his analysis
of linked data from the 1990 SIPP and tax returns, that factors like work-
ing in the household service sector or being eligible for a small EITC were
positively correlated with not claiming the credit when eligible. The ques-
tion is still open, however, about the degree to which EITC participation
can be increased by additional outreach and information.

Formally modeling the decision to claim the EITC will require one to
confront several information and noncompliance issues. There is mixed
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anecdotal evidence on the degree to which taxpayers are aware of the
EITC.31 The only systematic evidence comes from Phillips (2001), who
presents tabulations from the 1999 National Survey of America’s Families
showing that roughly two-thirds of Americans have heard about the EITC.
Past welfare recipients and parents with incomes near the poverty line were
among the most knowledgeable.

The degree of awareness of the credit is critical for some issues and less
important for others. The credit could, for example, significantly increase
labor force participation even if people know little about it as long as work-
ers have some understanding that the tax system rewards work at low lev-
els of earnings. The link between the marginal incentives of the credit
shown in figure 3.2 and the labor supply decisions discussed in figure 3.4
depends on people understanding the specific incentives inherent in the
credit’s structure. Given the lag between labor market decisions and receipt
of the credit, which can be as much as sixteen months, informational con-
siderations suggest that the credit’s effect on participation may be larger
than its effect on hours, compared to a world where taxpayers have perfect
knowledge of the credit.

Informational issues are probably less fundamental when thinking
about EITC participation among taxpayers eligible for the credit. Scholz
(1997) reports that roughly 95 percent of EITC claimants are either legally
required to file tax returns or would file to recover overwithheld taxes, so
most eligible taxpayers would get into the system even in the absence of the
EITC. In 1996, 56.5 percent of claimants used paid tax preparers, who
surely are aware of the credit. The IRS also has a policy of notifying all tax-
payers who do not claim the credit but appear to be eligible for it based on
their filing information that they may be eligible and can file an amended
return to claim the credit.

Behavioral work on overall EITC participation and noncompliance
must take into consideration three central facts. First, there appears to be
little scope for overstating EITC claims by systematic, ongoing misreport-
ing of wage and salary income. The IRS, using information returns filed by
employers, can in principle corroborate wage and salary reports.32

Second, there appear to be ample opportunities to misreport self-
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31. Liebman (1997a) suggests that awareness of the credit might be quite low. Smeeding,
Ross-Philips, and O’Connor (2000) and Romich and Weisner (2000) find greater awareness,
although the former study is based on a sample seeking help with tax preparation and the lat-
ter is based on a small sample from Project New Hope, a work-based welfare reform project
in Milwaukee.

32. The IRS (1996) reports that, in aggregate, net underreporting on wage and salary in-
come was 0.9 percent, lower than any items other than state tax refunds (at 0.8 percent). Wage
and salary errors related to EITC can still occur because claimants may not realize that em-
ployers provide independent information to the IRS, may unintentionally omit a Form W-2
for a second job, may wish to use the IRS as a “loan shark” for the period between submit-
ting a claim and being audited (Andreoni 1992), or may wish to take the chance that the IRS
will be unable to recover money once it is paid out (and spent).



employment income to strategically manipulate the size of the available
EITC, since most forms of self-employment do not include information re-
porting. McCubbin (2000), however, reports that only a small fraction of
EITC noncompliance in 1994 involved self-employment income. In addi-
tion, only 17.6 percent of all EITC filers claim any self-employment in-
come, and 54.3 percent of those reporting self-employment income have
incomes in the phaseout range of the credit (IRS 1999), so it appears that
strategic misreporting of self-employment income is not currently a domi-
nant feature of EITC noncompliance. Perhaps this is because EITC in-
centives can be complicated for those wishing to strategically manipulate
self-employment income. To be effective, would-be tax cheats need to be
sophisticated enough to overstate self-employment income in the phase-in
range of the credit or understate self-employment income in the phase-out
range.

Third, as pointed out by Liebman (1997a, 2000) and McCubbin (2000),
among others, the major area of EITC noncompliance—particularly par-
ticipation by ineligibles—has to do with qualifying-child errors. This is a
particularly difficult area for the IRS to enforce, since information on chil-
dren (beyond ages and Social Security numbers) is not collected in the tax
system.33 Liebman (1997b) develops the following intuitive idea: If non-
compliance is inadvertent, it should not respond to the size of the available
credit. He examines this by looking at whether the probability of erro-
neously claiming a dependent child depends on the tax gain to such a claim
(McCubbin 2000 pursues a similar strategy). He estimates that roughly one-
third of ineligible claimants in 1988 did so in response to the EITC incentive.

Good compliance studies will be difficult to conduct outside of the Trea-
sury, IRS, or Census Bureau because of data-access limitations. An inter-
esting question for public servants and affiliated scholars at these agencies
is whether data gathered for one purpose—for example, administering
child support laws—could be useful in reducing erroneous EITC claims.
To be useful for tax administration, ways to identify erroneous payments
before money goes out must be developed, since once payments are made
they are rarely recovered. In addition, the IRS has limited resources, so re-
search is also needed on the cost-effectiveness of alternative ways of im-
proving compliance, focusing on both the EITC and the broader tax sys-
tem. Although EITC compliance has received considerable scrutiny in
recent years, comparable work on other areas of the tax code is badly dated
or nonexistent.
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33. Despite some evidence that error rates are high for certain subgroups—for example,
Liebman (2000) reports that roughly one-third of male heads of households did not appear
to have children in matched CPS data—audits are expensive, so “hit rates” need to be much
higher than one in three for compliance initiatives to pass any sensible cost-benefit test. The
U.S. General Accounting Office (2000), for example, reports that 86 percent of EITC claims
selected for audit in fiscal year 1999 were, in fact, noncompliant.



New studies documenting changes in EITC participation rates of eligi-
ble taxpayers in the late 1990s are needed, given the sharp changes in the
credit over the decade and changes in low-wage labor markets. Greater de-
tail on the characteristics of nonparticipants would also be useful, both for
outreach and for understanding linkages between programs. These studies
would be straightforward, although in order to do them, data rich enough
to determine eligibility need to be linked with data indicating whether or
not a potentially eligible taxpayer files a return and receives the credit.

3.5.2 Effects of EITC on Labor Force Participation and Labor Supply

Most of the existing empirical investigations have focused on the conse-
quences of the expansion of the EITC for labor force participation rates
and hours of work. Most of these studies have sought to estimate the over-
all, or “reduced-form,” effects of the historical expansions of this program
on these labor market outcomes. Another strand of these studies focuses
on estimating the effects of the EITC with now-standard labor supply mod-
els by exploiting the fact that the EITC expansions have varied the effective
wages and incomes confronting individuals and households over the last
twenty-five years. We also provide a brief discussion of the evidence de-
rived from more structural optimizing models of time allocation and pro-
gram participation decisions in which household preferences and budget
and time constraints are explicitly parameterized.

Reduced-Form Effects of EITC

Reduced-form studies typically exploit statutory EITC changes to assess
their effects on behavior. This approach is a time-honored strategy in pol-
icy analysis and applied economics, and it is often referred to as “natural
experiments” or “difference-in-differences.”34

Consider the following framework to help clarify the underlying identi-
fication issues. Suppose we are interested in estimating the effect of a pol-
icy (or bundle of policies) on some outcome, y. In most of the reduced-
form studies of the EITC, the identifying variation used comes from the
periodic legislative expansions and other changes in the credit. For ex-
ample, Eissa and Liebman (1996) study the effects of the changes in the
EITC contained in the TRA86. Furthermore, as noted above, these
changes were not always applicable to everyone in the population. Prior to
1994, childless adults were not eligible to claim the EITC and adults with
qualifying children were eligible for the same schedule of credits, whereas,
starting in 1994, childless adults were eligible and adults with two or more
children were eligible for a more generous credit than adults with only one
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34. The following discussion draws heavily on Moffitt and Wilhelm (2000). Also see Blun-
dell and MaCurdy (1999), Meyer (1995), and Angrist and Krueger (1999) for other discus-
sions of approaches to estimating the effects of policy interventions.



child. To characterize these sources of policy variation, let dt(Qit) denote
the EITC regime prevailing as of period t, where the particular features of
the EITC code applicable to the ith individual or household depend on
their characteristics, Qit (e.g., presence and number of children). That is:

(1) dt(Qit) � �
Finally, consider the following linear specification of the determinants of
behavioral outcomes, yit , such as labor force participation or hours of
work,

(2) yit � �dt(Qit) � �tXit � �t � uit ,

where Xit is a vector of individual and household characteristics that may
include Qit , uit is an error term, and �, �t , and �t are parameters to be esti-
mated.

To understand what is required to identify �, the overall effect of the pol-
icy change, consider what would be learned if one could assign the values
of dt(Qit) by a controlled experiment, where some individuals (experimen-
tals) would face a new policy regime [dt(Qit ) � 1] and others (controls)
would not have access to this new regime [dt(Qit ) � 0]. It would follow, by
design, that dt(Qit ) would be uncorrelated with (orthogonal to) uit and, for
that matter, to Xit. In this case, the standard conditions for consistently es-
timating the parameters in equation (2) would apply. In fact, in this case,
the mean difference in outcomes for experimentals and controls would
consistently estimate �.

In the absence of random assignment of individuals to policy regimes,
we must rely on temporal changes (or, possibly, locational differences) in
policies and/or variation in dt(Qit ) due to individual differences in Qit . How-
ever, these sources of variation, in general, are not sufficient for identifying
�. For example, reliance only on the changes in the EITC over time to iden-
tify the credit’s effect is confounded with other temporal changes in the
economy (or environment) that may have influenced the labor supply of
the low-income population. Thus, additional assumptions, in conjunction
with the availability of certain types of data, are required in order to iden-
tify the effects of the EITC. Existing studies of the EITC, and studies of re-
lated tax and public assistance policy changes, make use of alternative data
sources and assumptions.

Suppose dt is defined as in equation (1) and assume we have data, either
repeated cross-section or panel data, on households for periods t� and t�,
where t� denotes a period before an EITC expansion and t� is a period af-
ter the expansion. Furthermore, recall that prior to 1994 the EITC re-
quired claimants to have children present to be eligible for the credit. This
implies that households without children both before and after EITC ex-
pansions (such as occurred in 1986) were not eligible for the EITC, whereas

1 if individual i is eligible for a policy reform that
prevails in period t, 0 otherwise
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households with children faced a change in the credit with the expansion.
In this case Qit can be represented as an indicator variable, where Qit � 1 if
children are present in household i and in period t and 0 if not, and dt(0) �
0 for t� and t�. The difference-in-differences estimator of � results from di-
fferencing equation (2) for periods t� and t� for each individual/household:

(3) yit�
� yit�

� �[dt�
(Qit�

) � dt�
(Qit�

)] � �t�
Xit�

� �t�
Xit�

� (uit�
� uit�

).

The validity of the difference-in-differences estimator for � relies on sev-
eral additional assumptions about Qit and its effects on y in equation (2).
The first concerns the nature of independent effects of Qit on y. Recall that
we allowed for the possibility that Xit includes Qit . In the current context,
this amounts to assuming that the presence of children affects the labor
supply decisions of parents, an assumption consistent with various behav-
ioral models of optimal time allocation.35 The standard difference-in-
differences estimator maintains either the assumption that Qit is excluded
from Xit or the less restrictive, but not innocuous, assumption that �t � �,
that is, the effect of children on y does not vary with time. Second, the stan-
dard difference-in-differences estimator typically assumes that Qit is un-
correlated with uit in equation (2). Note that strict exogeneity of Qit in equa-
tion (2) is not required. The consistency of the difference-in-differences
estimator holds under weaker assumptions, especially if one is willing to
maintain that Qit is a time-invariant variable. (See Moffitt and Wilhelm
2000 for details.) Under these two sets of assumptions, the difference-in-
differences estimator of � will be consistent.

As noted earlier, the difference-in-differences studies rely on explicit
comparisons between groups that are and are not affected by changes in
the EITC. Figure 3.5 plots trends in the labor force participation between
1984 and 1996 (from the March CPS, taken from Meyer and Rosenbaum
2000) for six groups in the population—including households with and
without children—that are commonly used to examine the effects of the
EITC. It is these trends that the difference-in-differences studies of labor
force participation seek to explain.

It is clear from figure 3.5 that labor force participation of three groups
commonly used as controls has no discernible trends. Single women with
no children and black men, the top two lines in the figure, have high and
unchanging rates of labor force participation. Single women who dropped
out of high school but have no children also have steady (or even declining)
rates of labor force participation. The three groups of women eligible for
the EITC all had rising rates of labor force participation, particularly after
1992. These are all single women with children, single women who dropped
out of high school and have children, and single women with children un-
der six.
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35. See Browning (1992) for a discussion of such models and the effects of children.



Selected EITC studies of the estimated impacts of the EITC on labor
force participation and hours of work are summarized in table 3.4. We first
discuss papers adopting the difference-in-differences approach.

Eissa and Liebman (1996) estimate the effects of the 1986 EITC expan-
sion on labor force participation of single women and, conditional on
working, their hours of work. To isolate those affected by the policy from
those who are not, they treat single women with children as being in the
experimental group and single women without children as being in the
control group. They find that the 1986 tax reform (including the EITC
changes) increased labor force participation among all single women with
children by as much as 2.8 percentage points (from a base of 74.2 percent).
The effects are much larger (on the order of 6 percentage points) for women
with children and less than a high school education.

Eissa and Hoynes (1998) use a similar difference-in-differences estima-
tor to examine the EITC’s labor market effects on couples, in addition to
an alternative quasi-structural approach discussed below. Recall that the
EITC would be expected to have negative labor market effects for second-
ary workers. They find modest negative effects of the EITC on married
women’s labor force participation, estimating that the EITC expansions

172 V. Joseph Hotz and John Karl Scholz

Fig. 3.5 Labor force participation rates, 1984–1996, March CPS, from Meyer and
Rosenbaum (2000)
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between 1984 and 1996 reduced the likelihood of labor market participa-
tion by around 1.2 percentage points (or 2 percent).

Ellwood (2000) exploits the difference-in-differences approach in which
he classifies parents according to their position in the distribution of pre-
dicted wages, comparing women in the lowest (predicted) wage quartile
with those in higher quartiles to distinguish groups that are likely to be
affected by the EITC (the lowest quartile) from those that are not (the
higher quartiles). He concludes that it is “perilous to impossible” to de-
compose the relative impacts of welfare reform, the strong economy, and
EITC changes in the 1990s on the labor force participation patterns of low-
skilled workers, but notes that the combination has led to a “truly un-
precedented increase in labor market activity by low-income single par-
ents” (p. 1100).36

To the extent that changes in policies other than the EITC or other “en-
vironmental” factors are coincident with the EITC expansions, there is the
potential for bias in difference-in-differences estimates. Many states, for
example, implemented changes in their welfare programs during the latter
part of the 1980s, including reducing the growth in guarantees and the im-
position and tightening of work rules for recipients (see Moffitt, chap. 5 in
this volume). Given the AFDC eligibility criteria, these changes are likely
to have differentially affected single women with children relative to those
without children. Furthermore, there is potential for the composition of
the treatment and control groups in these studies to have changed over
time.37

These concerns are addressed by Hotz, Mullin, and Scholz (2002a), who
assess the employment effects of the EITC changes in the 1990s using data
on a sample of families who received welfare benefits in California during
the early part of the 1990s. Their study has four distinctive differences from
previous work. First, their sample is composed of former (or current) wel-
fare recipients, a more disadvantaged population than that examined in
other papers. Second, they used administrative data from the welfare, un-
employment insurance, and federal tax systems and focused on four coun-
ties in California that were part of a welfare demonstration (see Hotz,
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36. Neumark and Wascher (2001) examine correlations between income and income-to-
needs ratios and state and federal EITC parameters. They find small effects of the federal
EITC on earnings but large effects of state EITCs. They emphasize the state-level results, but
variation in state EITC policy is somewhat limited in the years spanned by their data, so the
discrepancy is puzzling.

37. Ellwood (2000) raises similar concerns (with different language), pointing out that with
comparisons of single women with and without children, one cannot disentangle the separate
effect of policy changes and everything else going on in the economy. One can only hope to
test the overall impact of the combination of policies in a strong economy. He also notes that
the temporal pattern of labor force participation of the two groups is often different before
the enactment of the EITC, so drawing inferences from differential trends afterwards is trou-
bling. Moreover, a large fraction of childless single women were already workers even before
EITC expansions, so their employment cannot grow much.



Mullin, and Scholz 2002b for a more complete description). The data al-
low the authors to account more directly than other studies for potentially
confounding changes in local labor markets and welfare reform. Third, the
authors identify the employment effects of the EITC by comparing fami-
lies with two or more children to families with one child, since after 1994
the EITC increased substantially for the former group relative to the latter.
They argue that this approach focuses on groups that are likely to be more
similar than studies that compare, for example, families with and without
children.

They find that the EITC has large, positive effects on employment of
adults from welfare families in California. Employment rates of families
with two or more children increased 6 to 8 percentage points more than the
employment rates of one-child families. The implied-elasticity of labor
force participation with respect to net income ranges from 0.97 to 1.69 de-
pending on assumptions used in the underlying elasticity calculations.
Most of this range exceeds the next highest estimate reported in table 3.4.
Larger elasticity estimates are consistent, however, with the previously
mentioned result for Eissa and Leibman (1996) for women with children
and less than a high school education. The fourth distinctive feature of the
Hotz, Mullin, and Scholz study is that through a special arrangement with
the California Franchise Tax Board, the authors were able to request
grouped tabulations from the federal tax returns filed by the sample mem-
bers. If the EITC accounts for the relative employment increase of families
with two or more children, they should be filing tax returns and claiming
the EITC at a significantly greater rate than their one-child counterparts.
In fact, they do.

Estimates from the natural experiment (or difference-in-differences)
studies described above are limited in their ability to assess the effects of al-
ternative EITC designs. As can be seen in table 3.1, all major expansions in
the EITC entailed simultaneous changes in EITC phase-in rates, phaseout
rates, and the maximum credit. In section 3.3, we noted that a simple labor-
leisure model predicts that households in the phaseout region of the credit
would reduce their labor supply in response to an increase in the phaseout
rate, all else being equal, while the effect of increases in the phase-in rate on
hours of work depends on the relative strength of the substitution and in-
come effects associated with this change. Determining the direction and
magnitude of the behavioral responses to changes in each of these param-
eters is useful for assessing the validity of this model and for assessing the
likely impacts of alternative designs of the EITC beyond those actually im-
plemented.

Effects of the EITC Based with Standard Labor Supply Models

As noted above, several studies have analyzed the effects of the EITC on
labor force participation and hours of work with standard labor supply
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models, using the fact that the EITC alters the effective wage or effective
tax rates that certain types of individuals and households face.38 The stud-
ies by Dickert, Houser, and Scholz (1995); Eissa and Hoynes (1998); and
Meyer and Rosenbaum (2001) are based on this approach.39

Dickert, Houser, and Scholz (1995) measure labor force participation
elasticities using data from the 1990 SIPP. They construct a detailed tax
and transfer simulation model that reflects precise estimates of state and
federal income taxes, payroll taxes, AFDC, food stamps, and Supplemen-
tal Security Income. The simulation model allows them to characterize the
enormous variation in budget sets that families face in different states.
They use an instrumental variables approach (described presently), calcu-
lating the after-tax change in incomes that would result from taking a half-
time (and in some specifications, full-time) job at the predicted wage rela-
tive to being out of the labor market. The intuition underlying the study is
that in high-benefit states (like New York at the time), the after-tax return
to work is fairly low since substantial benefits are clawed back, while in
low-benefit states (like Texas at the time), the after-tax return to work is
high since there are few benefits to lose. Thus, if labor market participation
decisions are sensitive to the after-tax returns to work, participation rates
should be higher in low-benefit states than in high-benefit states, all else be-
ing equal.

Dickert, Houser, and Scholz find that a 10 percent increase in the after-
tax wage results in a 2 percentage point (or 3.5 percent) increase in labor
market participation among single parents (they also jointly estimate a re-
duced-form equation for the welfare participation decision), which sug-
gests that EITC-induced changes in the returns to work increase labor
market participation. Their estimates also show that participation of sec-
ondary wage earners will fall as a consequence of the EITC. Their new em-
pirical work on participation, coupled with simulation work on the effect
of the EITC on hours for those already in the labor market, suggests that
the aggregate positive participation effects of the 1993 EITC expansions
likely outweighed the negative hours effects, resulting in a net increase in
aggregate hours of work.

A potential problem with the Dickert, Houser, and Scholz (1995) study
is that EITC effects are inferred from correlations of employment with
other aspects of the tax and transfer system.40 Moreover, idiosyncratic
state-level factors correlated with family budget sets and labor market de-
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cisions could bias estimates. Hoynes (1997), for example, shows that in-
cluding state fixed effects can significantly alter estimates of the effects of
AFDC on female headship.

Meyer and Rosenbaum (2001) significantly advance the literature in
their analysis of the effects of the EITC and other policy changes on the la-
bor force participation of single women. They develop an econometric
model of labor force participation, calculating the probability that the util-
ity of working exceeds the utility associated with not working. That is, the
probability of working is given by

(4) Pr(U(Yw , Lw , Pw , X, εw ) 
 U(Ynw , Lnw , Pnw , X, εnw ))

where U(Yk , Lk , Pk , X ) are the indirect utility functions associated with the
work (w) and nonwork (nw) states, Yk is the income the woman receives in
the kth state, Lk is her leisure time in alternative states, Pk denotes her par-
ticipation in welfare programs (to capture potential transaction costs and
stigma associated with participation in such programs), X denotes observ-
able characteristics, and εk represents unobserved, stochastic components
of tastes. The influence that the EITC and other programs have on wages
and income enters through the specifications of the incomes associated
with the work and nonwork states.

Meyer and Rosenbaum specify Yw and Ynw as functions of parameteriza-
tions of the EITC, federal and state tax rules, and the characteristics of
other welfare programs facing women at different times and in different
states, utilizing an exhaustive set of data on the tax structure and welfare
programs. Linearizing U(�) with respect to its arguments and using a non-
parametric strategy to calculate expected values of income associated with
the work state for women in their data, they use a probit specification to es-
timate their labor force participation model.

They find that EITC changes account for roughly 60 percent of the in-
crease in the employment rate of single mothers from 1984 to 1996 and
roughly 31 percent of the increase from 1992 to 1996. Given the changes in
employment rates and the size of the EITC changes over this period, their
results are broadly consistent with the earlier papers, although, as we show
in table 3.4, their estimated elasticities of labor force participation with re-
spect to net income are the smallest of the range of existing studies (al-
though all estimates are quite close, with the exception of the larger esti-
mate of Hotz, Mullin, and Scholz 2002a).

There are at least two notable features of Meyer and Rosenbaum’s work.
First, they account for EITC changes that occurred between 1984 and
1996, making use of time series variation in the credit to identify employ-
ment effects. Second, they construct an elaborate simulation model of the
tax and transfer system that allows them to net out the influence of changes
in other policies, both over time and across place of residence. Dealing
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with the influence of other policy changes is potentially important, espe-
cially to the extent that such changes had differential impacts on house-
holds with and without children.

Structural Choice Models of Time Allocation and Program Participation

The nonlinear or kinked nature of the budget set induced by the EITC
program can result in nonmarginal changes in behavior that complicate
efforts to rely on wage and income elasticities drawn from other econo-
metric studies. This can be seen in figure 3.4 for the type III individuals.
The optimal pre-EITC labor supply choice for a type III individual would
generate labor earnings that exceed the upper threshold for EITC eligibil-
ity. Because of the nonconvexity introduced with the EITC phaseout
range, one could observe individuals reducing their labor supply and earn-
ings so as to be eligible for a credit. Such nonconvexities in the phaseout re-
gion require one to know more than just the income and substitution
effects in order to assess the response to EITC changes. It requires knowl-
edge of the underlying preferences for work versus leisure to determine
whether such behaviors are likely to occur.

The structural approach explicitly parameterizes the preferences and
constraints facing individuals and then exploits the theory of optimal de-
cision-making to characterize the likelihood function used to reconcile ob-
served labor supply and program participation behaviors. This approach is
exemplified in the work of Hausman (1985) on the effects of income tax
structure on the labor supply and Moffitt (1990) and Keane and Moffitt
(1998) in the study of the labor supply impacts of welfare and other social
programs.

Keane and Moffitt (1998) and Keane (1995; based on the Keane and
Moffitt model) use their model estimates to examine a wide range of policy
reforms, including changes to AFDC and food stamp tax rates, a variety of
wage and work subsidies, and changes to the EITC. Their EITC simula-
tions find that the expansions between 1984 and 1996 increased labor force
participation by 10.7 percentage points, from a base of 65.4 percent. They
also find that the aggregate effect of the EITC expansions was to increase
hours of work. This paper is notable as the only EITC study to recover
underlying household preference parameters.

A study by Blundell et al. (2000) sought to estimate the likely impact of
alternative implementations of an EITC-like tax credit scheme in the
United Kingdom (called the Family Working Tax Credit) before it was ac-
tually implemented. This type of application is one of the most valuable
uses for structural estimates. In general, greater knowledge of the “struc-
ture” of individual and household preferences and their choice processes is
required to predict the behavioral responses to complicated, hypothetical
policy changes than is needed to assess the net impacts of straightforward,
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observed changes in the credit. At the same time, identification of these
structural features of decision making is inherently more difficult than es-
timating net effects of observed expansions.

3.5.3 Estimates of the EITC and Hours of Work

Studies estimating the effects of the EITC on hours of work for those
households that are working find small, negative effects. These studies are
summarized in the second panel of table 3.4. Liebman (1997a) finds no
bunching of taxpayers at the beginning and end of the phaseout range, as
might be expected if the EITC significantly affects hours and taxpayers are
cognizant of the discontinuities in implied marginal tax rates generated by
the credit. As Liebman notes, it is not surprising that negative effects on
hours for people already in the labor market are small because the precise
relationship between the EITC and hours worked is likely to be poorly un-
derstood by most taxpayers. The majority of EITC recipients pay a third
party to prepare their tax returns, and it is difficult to infer the implicit tax
rates embodied in the credit from the look-up table that accompanies the
EITC instructions. This confusion is less likely to mitigate positive partic-
ipation effects, since for these to be operative, taxpayers only need to un-
derstand that there is some tax-related bonus to work. Abundant anec-
dotal evidence indicates that taxpayers have this understanding (see, e.g.,
Jason DeParle, “Once a Forlorn Avenue, Tax Preparers Now Flourish,”
New York Times, 21 March 1999).

The standard approach to estimating the effects of policies on hours of
work is based on the labor supply equation that takes the following generic
form:

(5) h � �0 � �1w∗ � �2Y∗ � �X � u ,

given h 
 0, where h is the number of hours worked, w∗ is the effective wage
rate, Y∗ is the individual’s effective nonlabor income, the Xs are again used
to capture observable differences, and u is an error term. The parameters
�1 and �2 in equation (5) represent the uncompensated wage effect and in-
come effect, respectively, and �1 – �2h0 represents the compensated wage,
or substitution, effect, evaluated at some level of hours of work, h0. In the
context of estimating the effects of taxes and other social programs on
hours of work, one crucial issue is how to deal with the potential endo-
geneity of w∗ and Y∗ when estimating �1 and �2. The endogeneity of effec-
tive wages and incomes facing individuals arises because of the nonlinear-
ities in the budget sets in the presence of taxes and transfer programs that
individuals face. Even if before-tax and transfer wages and before-tax
sources of unearned income are assumed to be exogenous (and these are
controversial assumptions), effective wages and income levels are pre-
sumed to be endogenous. This is due to the fact that individuals’ choice of
the segment of the budget constraint may depend upon their tastes and
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preferences, which are, in part, reflected in their value of u, giving rise to
endogeneity bias in the estimation of �1 and �2. Such bias is likely to be
more problematic when individuals face nonconvex budget sets created,
for example, by the phaseout region of the EITC.

Several econometric strategies have been employed in an attempt to mit-
igate these biases. They differ in the sources of variation they use to identify
the effects of tax and transfer programs, the degree to which the estimates
can be used to estimate more general sets of counterfactual regime changes,
and the extent to which they rely on maintained assumptions about unob-
served components of preferences and their distributions. The most com-
mon strategy in papers examining the EITC and hours is to use instrumen-
tal variables (IV) methods. Eissa and Hoynes (1998) use the IV strategy to
estimate variants of �1 and �2, which they then use to simulate the effects of
changes in the EITC on hours of work. The IV approach also has the ben-
efit of its relative simplicity and holds the promise of obtaining wage elas-
ticities that can be used to analyze more general policy changes. At the
same time, these methods are vulnerable to the concerns raised above about
reliance on wage and income elasticities to make inferences about the
effects of program changes characterized by nonlinear, and especially non-
convex, budget sets. Furthermore, the usefulness of these estimates de-
pends on the validity and power of the instrumental variables themselves—
that is, that the variation in the instrument reflects variation that is
exogenous to the (endogenous) net wages and incomes of individuals.

Summary of Studies of Effects of the EITC on Labor Market Outcomes

We draw four broad conclusions from the empirical work on the EITC
and labor force participation and hours. First, based on the evidence from
many studies, the EITC positively affects the labor force participation of
single-parent households. Second, in aggregate, the positive participation
effects appear to be fairly substantial. Meyer and Rosenbaum (2001), for
example, suggest that as much as 62 percent of the increase in single moth-
ers’ labor force participation between 1984 and 1996 could be attributed to
the EITC, while as much as 35 percent of the increase from 1992 to 1996
could be attributed to the credit. Labor force participation elasticities with
respect to net-of-tax income reported in table 3.4 range from 0.69 to 1.16,
and could be as large as 1.7 for former and current welfare recipients.
Third, as would be expected given the tax treatment of secondary workers
in two-earner couples, the EITC has a modest, negative effect on labor
force participation for secondary workers in two-parent families. Fourth,
the EITC appears to have a small negative effect on hours worked by those
in the labor force, but some studies (Dickert, Houser, and Scholz 1995;
Keane and Moffitt 1998; and Meyer and Rosenbaum 2001) suggest that the
aggregate hours effect of the EITC, once participation effects are ac-
counted for, is positive.

The Earned Income Tax Credit 183



Labor market issues have receive more attention than other EITC-
related issues, but more could usefully be done. First, Hotz, Mullin, and
Scholz (2002a) find that employment elasticities with respect to EITC
changes are significantly higher for welfare recipients than they are for oth-
ers. Further work on the EITC and employment, particularly for subpop-
ulations, may be useful. Second, additional attention could be paid to
augmenting the labor market proxies employed in the studies. Some evi-
dence suggests that state unemployment rates, the variable typically used,
are too blunt, which makes it hard to disentangle business cycle effects
from policy changes. Third, the behavioral responses to the EITC may
change over time. This possibility is suggested by Moffitt (1999), who finds
that welfare participation appears to be more sensitive to changes in labor
market conditions during the 1990s than was the case in earlier decades.
Ellwood (2000) also emphasizes the fact that the “combination of welfare
sticks, EITC carrots, and a remarkably strong economy had a multiplica-
tive effect that is far greater than any one or two of these policies would
have had on their own” (p. 1084). Work would be valuable that helps poli-
cymakers better anticipate the effects of policy changes, adopted individu-
ally and in packages, in different economic environments.

3.5.4 Estimates of the Effects of the EITC 
on Other Behavioral Outcomes

Marriage and Family Formation

As noted earlier, the EITC can lead to large marriage penalties and
bonuses depending on the relative incomes between potential partners.
Once these incentives have been clearly documented, as is done by Dick-
ert-Conlin and Houser (1998) and Holtzblatt and Rebelein (1999), it is nat-
ural to ask whether they affect behavior.

Three recent papers examine whether the EITC encourages the existence
of female-headed families.41 Dickert-Conlin and Houser (2002) look at
correlations between EITC changes and female headship. They account
for the fact that couples affect their EITC through their marital and labor
supply choices, and they find little effect of the EITC on marriage deci-
sions. Eissa and Hoynes (1999) also find modest or nonexistent effects on
family formation.

Ellwood (2000) takes a different strategy. Rather than isolating the spe-
cific effect of marriage on tax and transfer payments, he looks at data from
the Panel Study of Income Dynamics (PSID) and focuses on 1,671 mar-
riages that women in the sample entered between 1983 and 1991. He mea-
sures penalties and bonuses by income in the last year prior to marriage
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and in the first year after marriage to look at whether families would be net
winners or losers had the 1996 EITC provisions been in place when they
married. Clearly other factors (like postmarital childbearing or other
changes in income) can affect these comparisons. Ellwood then looks at
patterns of marriage incentives over time across wage and skill groups and
at the corresponding marriage patterns. He finds no evidence that EITC
marriage penalties or bonuses affected marriage.

The evidence on the EITC’s effects on marriage and fertility mirrors the
broader evidence from the literature on transfer programs. Moffitt (1998)
surveys studies of the effects of welfare on marriage and fertility and con-
cludes that “a neutral weighing of the evidence still leads to the conclusion
that welfare has incentive effects on marriage and fertility,” but the effects
tend to be small and cannot explain time series increases in nonmarital fer-
tility and declines in marriage rates. Moffitt also notes that results tend to
vary significantly based on the methodology used and other specification
differences.

Human Capital Formation 42

Until now, we have ignored the potential impacts of the EITC on an im-
portant issue related to the ability of the EITC to alleviate poverty—
namely, its effect on human capital or skill development among workers.
The argument is sometimes made that prowork programs provide a double
bonus, because they induce people to work, and, by going to work, low-
skilled individuals can acquire productive skills that can enhance their fu-
ture earnings. Drawing from the literature on human capital investment,
the issue is what effect the EITC has on skill formation and wage growth
among low-skilled populations.

Formal models of human capital investment emphasize that the decision
of workers to invest in skill formation depends on the comparison of the
opportunity cost associated with time spent acquiring skills with the future
returns to wages that result from the acquired human capital. As noted by
Heckman, Lochner, and Cossa (2002), programs that affect the value of
market work, such as the EITC, may affect these costs and returns. The
effect of the EITC is further complicated by the differential impacts it has
on effective wage rates. As noted above, the EITC raises the effective wage
rate in the phase-in region, leaves it unchanged in the flat region, and low-
ers it in the phaseout region. Thus, whether the opportunity costs of hu-
man capital investments and the returns from such investments are raised
or lowered by the EITC depends critically on which part of the EITC ap-
plies and over what time intervals.

Moreover, exactly how programs like the EITC affect skill acquisition
and life-cycle wage growth depends on what model characterizes the hu-
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man capital accumulation, or production, process. In particular, if one as-
sumes that work-related skills are largely acquired as a by-product of
work—that is, via “learning by doing” (LBD)—then programs that en-
courage greater labor force participation and hours of work will tend to en-
courage skill acquisition.43 In contrast, if learning, either via formal
schooling or while on the job, is rivalrous with working, as is the case with
an “on-the-job training” (OJT) model, policies that encourage work may
discourage skill acquisition.44

Using data from the 1980 CPS, Heckman, Lochner, and Cossa (2002) es-
timate the structural parameters for hours of work and wage equations
profiles for OJT and LBD models of life-cycle human capital investment
and time allocation. Based on these models, the authors simulate the
effects of the presence of an EITC on life-cycle labor supply decisions, hu-
man capital investments, and wage growth. Their simulations imply very
different patterns of EITC effects on these decisions across the OJT and
LBD models of human capital formation, even though the models do not
appreciably differ in their fit of the data. For example, their simulations
show that although the two models yield similar predictions of the effects
of the EITC on human capital formation via its effect on labor market en-
try by females, they yield different effects on the intensive labor supply
margins. In particular, the EITC has large effects on training in an OJT
model but weak effects on labor supply. It has little effect on skills and
larger labor supply effects within the LBD model they examine.

These provocative findings by Heckman, Lochner, and Cossa suggest
the need to devote attention to the life-cycle implications of EITC changes
in order to understand the potential for the credit to improve the skills, and
thus the well-being, of disadvantaged populations in the United States.

Consumption

A central issue when thinking about the EITC and consumption is the
degree to which the credit allows people to smooth the marginal utility of
consumption. One would think that the advance payment option might
help people do this. However, in 1998 only 185,027 (1.1 percent) of
16,118,328 of EITC claimants with qualifying children took advantage of
this option.

Barrow and McGranahan (2000) examine whether consumption ap-
pears to increase for EITC-eligible families in months, particularly Febru-
ary, when they are likely to receive the EITC. The topic is an interesting
one, since the models economists typically use to think about consumption
would predict that families would not immediately spend their EITC upon
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receipt, but rather would spread EITC-financed consumption over the
year (or lifetime). Hence, standard models would predict no discernible
effect. Yet there is some evidence that significant portions of the popula-
tion are liquidity constrained and hence have consumption patterns that
track income receipt very closely.

The authors use monthly data from the Consumer Expenditure Survey
of nondurables and durables from 1982 through 1996. Using regression
models of monthly consumption with month dummies, month dummies
interacted with (simulated) EITC eligibility, and family economic and de-
mographic characteristics, they find that EITC-eligible households spend
approximately 9 percent more on durable goods in February, the modal
month of EITC refund, than do households not eligible for the credit. They
show that these results are not driven by income differences or differences
in family size between EITC-eligible and EITC-ineligible families. They
also show that the seasonal effects are larger after the 1990 EITC expan-
sions, as would be expected. The estimated magnitudes suggest that EITC
recipients spend roughly one-fifth of the full amount of their refund in the
month of receipt.

Smeeding, Ross-Phillips, and O’Connor (2000) fielded a survey of low-
income taxpayers who used tax preparation services at a neighborhood le-
gal clinic in Chicago and solicited detailed information about the antici-
pated and actual uses of the EITC. The study provides information on how
the EITC is used by families, such as for purchasing a car, paying tuition,
changing residences, paying bills, or purchasing food. A next step in this
research program would be to examine what families would do at the mar-
gin with, say, an additional $100 a month through regular earnings (or wel-
fare) and compare that to the uses to which the lump-sum EITC is put. The
authors suggest that the lumpiness of the EITC might allow people to
make investments that enhance social mobility. Further work examining
this conjecture would be valuable.

3.6 Assessing Proposed and Potential Modifications to the EITC

Given the central role played by the EITC in the nation’s antipoverty
programs, it is not surprising that a broad range of possible credit modifi-
cations has been raised. Like the historical forces shaping the credit, these
ideas tend to push the credit toward improving behavioral incentives or to-
ward enhancing its antipoverty effectiveness. In this section we discuss
some of these issues.

3.6.1 Marriage Penalties

Proposals regularly address EITC-related marriage penalties. Several
things should be kept in mind when thinking about these. First, the tax sys-
tem cannot simultaneously be progressive (have increasing average effec-
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tive tax rates), treat the family (as opposed to individuals) as the unit of tax-
ation, and be neutral with respect to marriage. Hence, either penalties for
singles or marriage penalties are inevitable, unless the structure of individ-
ual income taxation is dramatically altered. Second, as noted by Holtzblatt
and Rebelein (1999), 62 percent of EITC-related marriage penalties are
borne by couples with incomes above the amount necessary to be eligible
for the EITC. We suspect that policymakers are considerably less con-
cerned about the marriage penalty that arises for a worker with earnings of
$40,000 and his spouse with earnings of $10,000 (if they split and the
spouse took the children, she could get a large EITC) than they are about
the family-formation incentives that apply to unemployed or sporadically
employed workers with or without children. Third, an extensive literature
has examined the effects of antipoverty programs on marriage and fertility
generally and has found relatively small effects.

3.6.2 Administering the EITC through the Tax System and Other Issues
of Credit Design

During debates over restructuring the IRS,45 the EITC was sometimes
referred to as a “non-tax function of the IRS.” The rationale for this senti-
ment is that tax rules are sufficiently complex that it is already beyond the
IRS’s ability to effectively administer the laws required to accurately collect
taxes. Asking the IRS to administer the EITC diverts resources that could
help the IRS better collect taxes.

There is, of course, a clear relationship between all tax expenditures and
spending programs so that any deviation from a comprehensive income tax
could be viewed as a situation where the IRS is being asked to carry out
some function other than tax collection to achieve some social purpose.46

The practical question to pose in optimally configuring the tax system and
spending programs is what the marginal cost is of providing specific incen-
tives through the tax system relative to the best alternative delivery mech-
anism. In the case of the EITC, there are strong arguments in support of
running the EITC through the tax code. Because filing thresholds are fairly
low and because of overwithholding, most low-income families with earn-
ings already file tax returns. Consequently, they are already in the system,
so the incremental cost of claiming the EITC is low. The IRS collects in-
come information from both employers and employees, so it is straightfor-
ward in most circumstances to verify income eligibility. The IRS has little
ability to document living arrangements, however, so a significant number
of errors arise in determining who is able to claim an EITC-qualifying
child. New developments with the Federal Case Registry of Child Support
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Orders may improve the IRS’s ability to handle this aspect of EITC eligi-
bility.

Just because a case can be made that an EITC-like subsidy may appro-
priately be delivered through the tax code does not mean that the EITC is
optimally designed. Liebman (1999) examines the optimal phaseout rate of
the EITC. A more rapid phaseout will reduce the utility of some EITC re-
cipients and may cause some taxpayers to leave the labor market. At the
same time, it will reduce the cost of the program, which, if the marginal ex-
cess burden of tax collections is high enough, may lead to an increase in
overall welfare given specific social welfare weights on different income
groups. Liebman uses simulation analyses to highlight the magnitudes of
the various behavioral issues in question. Results are naturally sensitive to
the compensated labor supply, the marginal excess burden of taxes, and the
characteristics of the assumed social welfare function. His simulations
tend to result in optimal phaseout rates that bracket the current rates for
families with one child and two or more children.

3.6.3 Adjusting Further for Family Size and Tighter Integration with the
Tax System

In 1998 the child poverty rate for families with three or more children
was 28.5 percent, twice the 11.9 percent rate for children in smaller fami-
lies. A way to address the higher poverty rates of families with three or
more children is to add a third tier to the federal EITC schedule for these
families, which would result in an EITC schedule similar to the structure
of the Wisconsin state EITC. One specific proposal implemented this idea
by increasing the phase-in rate to 45 percent from 40 percent, adding
nearly $500 to the maximum EITC available to a taxpayer with three or
more children. The potential drawbacks of the idea are that it costs money
and it further increases incentives for people to have children and, in some
circumstances, to become single parents.

The Minnesota state EITC also may have worthwhile lessons for the fed-
eral credit. Recall that Minnesota adjusts its phase-ins and phaseouts of
the state credit to smooth notches that are generated by features of the fed-
eral and state tax and transfer programs. As is clear when plotting the bud-
get sets facing families with one child and two children, there are unusual
notches and kinks, particularly when the effects of transfer programs are
taken into account. It would be straightforward to alter the phaseout rates
to smooth marginal tax rates at the income levels around which families be-
gin to pay positive levels of federal income taxes (in the absence of the
EITC). This would increase headaches for people trying to describe the
structure of the credit, but it would have little practical consequence for
people taking the credit since the credit amount is invariably found from
look-up tables in the EITC instructions or by requesting the IRS to calcu-
late the credit. At the same time, although smoothing the phaseout rates
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would have clear esthetic value, it might have very little practical conse-
quence, since it is unlikely that any but the most sophisticated workers
would recognize the link to incremental labor market decisions and the size
of their lump-sum EITC after filing tax returns.

Cherry and Sawicky (2000) and Ellwood and Liebman (2000) go well be-
yond the Minnesota model and develop more systemic policy proposals
that would, under some options, integrate the EITC, dependent exemp-
tion, and child credit. The Cherry-Sawicky “unified universal child credit,”
for example, would rise for an initial range of earnings, flatten out over an
additional range, and then phase down to a minimum benefit of $1,270 per
child, an amount that equaled the value of the dependent exemption and
child credit for a taxpayer in the 28 percent bracket when their proposal
was designed. The unified universal child credit would cost more than $30
billion per year, but the modification would reduce some of the labor mar-
ket disincentives and marriage penalties that arise in the current EITC, sig-
nificantly increase benefits available to low- and moderate-income families
with many children, and provide considerable additional tax benefits to
families with children and incomes between roughly $25,000 and
$50,000.47 Although a complete analysis of this idea is well beyond the
scope of this chapter, both papers offer far-reaching ways to improve the
tax system.

3.6.4 EITC and TANF Interactions

As state TANF programs evolve, clear rules need to be made about what
kinds of state-subsidized activities will trigger EITC eligibility and what
activities will not. The polar cases are easy to identify: TANF payments
that are like payments made under AFDC would not qualify as income for
the purposes of the EITC. Wages earned while a single mother works
and receives a TANF grant for child care will be considered income for
the EITC. Congress has explicitly indicated that “work-experience” and
“community-service” jobs will not trigger the EITC. But there is a vast
gray area of other TANF-supported activities that need to be clarified. The
trade-offs in clarifying the rules are apparent: making as many people en-
gaged in worklike activities eligible for the EITC as possible will be more
costly than having more restrictive rules, but it will also provide an addi-
tional source of support to poor families, and the EITC may help reinforce
the work-expectation message that is at the core of many state TANF pro-
grams. Attention might also be paid to the link between the EITC and
TANF-based asset tests.
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3.6.5 The Advance Payment Option

Only 1.1 percent of EITC recipients with children used the advance pay-
ment option in 1998. Low use of the advance payment option has gener-
ated considerable discussion in policy circles, although we think this at-
tention is somewhat misplaced. Simple calculations suggest that eschewing
the advanced payment option, as currently designed, costs the taxpayer at
most $52.77 (assuming the taxpayer could receive the maximum available
advance payment each month, earns 8 percent interest, and does not re-
ceive his or her refund until May). Given that low-wage workers may
change jobs frequently, the transactions costs associated with setting up
advanced payments can be fairly high. This, coupled with the possibility
that someone will receive too much in advance payments and have to pay
it back at tax time,48 suggests that the utility cost of failing to take advan-
tage of the advance payment option is probably small.

It is sometimes suggested that greater use of the advance payment option
would reinforce the prowork message of the EITC. Partly for this reason,
officials in the United Kingdom designed their EITC-like program, the
Working Families Tax Credit (WFTC), to include incremental receipt of
payments throughout the year. There are significant differences between
the U.S. and U.K. experiences, however.49 The WFTC is paid through the
employer and is retrospectively based on earnings, hours worked, and fam-
ily income during the six-week period prior to the beginning of the pay-
ment period (the previous six months). Thus, someone could have a job,
become eligible for the WFTC, and then leave the job and still receive the
WFTC for the duration of the six months. Rules are in place to curb efforts
to manipulate income to maximize the WFTC, but there is not yet any ev-
idence of their effectiveness. Other aspects of the British tax system suggest
that less emphasis is placed on compliance (and perhaps that greater em-
phasis is placed on minimizing the intrusiveness of tax authorities and as-
sociated forms) than occurs in the United States, which may result in a
greater willingness to tolerate overpayments or underpayments that might
arise with the WFTC. The WFTC replaced the Family Credit, which was
also delivered incrementally through the year.

3.7 Summary and Conclusions

Over the last twenty-five years, the EITC has become, by a considerable
margin, the country’s largest cash or near-cash program directed at low-
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48. Holtzblatt and Liebman (1998) note that taxpayers are less likely to receive too much in
EITC advance payments if income is only from wages. Only about one in four EITC claimants
has income from only one source during the year, however. Advance payments also lengthen
the time between when money is paid out and when the IRS is able to verify eligibility.

49. See Holtzblatt and Liebman (1998) for a more detailed discussion.



income families. Its popularity is fairly easy to account for. Unlike safety
net programs such as AFDC, TANF, and food stamps, the EITC gives no
benefits to those without labor earnings. Thus, it subsidizes the incomes of
people who in some sense are “doing the right thing.” The appeal of this
reaches across party lines. In addition, unlike the safety net programs, the
EITC has unambiguously positive labor market participation incentives.
By virtue of the fact that it provides no benefits for the most destitute, the
EITC is not a substitute for the safety net. But its desirable labor market
effects (relative to other safety net programs) and its targeting of the work-
ing poor undoubtedly account, at least in part, for its rapid growth.

Research on the EITC has been a growth industry in the last decade. In
our review we have been struck by the variety of different topics and ap-
proaches taken by researchers. We can think of no major EITC-related
topic that has not received at least some attention from serious scholars,
possibly with the exception of the economic incidence of the credit. But
that is not to say that we know everything necessary about the credit. We
lack information about the participation rate of the credit since the mid-
1990s. Research on the labor market effects of the credit have pushed
quasi-experimental and IV repeated cross-sectional analyses using the
CPS to their logical limits, but there have not been utility-based structural
analyses of the EITC. Nor have there been any longitudinal analyses of the
EITC, which hold considerable promise for controlling for unobservables
in ways that are impossible with the CPS. Research on the EITC and fam-
ily structure and fertility is in its infancy. Work initiated by Heckman,
Lochner, and Cossa (2002) also has considerable potential for enhancing
understanding of the effects of the EITC and other policies directed at low-
wage labor markets.

Stepping back further from current thrusts of the literature, two poten-
tially promising new ways for research to develop are apparent. First,
Smeeding, Ross-Phillips, and O’Connor (2000) raise an important issue.
To what extent and through what channels can the EITC enhance eco-
nomic well-being? Are there nonlinearities associated with the EITC, pos-
sibly through its lumpiness, that allow the credit to enhance well-being in
a way that differs significantly from equivalent-sized (in total) payments
received throughout the year?

Second, it is easy for researchers to focus on narrow, well-defined ques-
tions that lend themselves to standard (or possibly innovative) method-
ological tools. Perhaps as a consequence, however, less attention has been
paid to the design of the constellation of public policies that are or could
be directed at low-wage labor markets. Questions along these lines would
include the following: What are the relative merits of the EITC and em-
ployer-based wage subsidies, of the EITC, and of the minimum wage? Do
the answers differ given existing tax and transfer provisions? Can the
broader tax and transfer system be altered or more tightly integrated in

192 V. Joseph Hotz and John Karl Scholz



welfare-enhancing ways? The specific research questions that have domi-
nated the EITC agenda are critical stepping stones for satisfactory answers
to these more global issues, but it would be inappropriate as research
evolves to study only the narrower issues at the expense of the broader.
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4.1 Introduction

The U.S. government operates a wide variety of food and nutrition pro-
grams (FANPs), which reach an estimated one out of every five Americans
every day.1 Most FANPs were developed with the primary goal of assuring
adequate nutrient intakes in populations deemed to be at risk of undernu-
trition. However, the nature of nutritional risk has changed over time from
a situation in which significant numbers of Americans suffered food short-
ages to one in which obesity is prevalent even among the homeless. For ex-
ample, Luder et al. (1990) examined a sample of homeless shelter users in
New York City and found that 39 percent were obese. This observation
raises the question of whether supplying food is the most effective way to
address the nutritional needs of the majority of FANP recipients.

A secondary goal of many FANPs is to improve the nutritional choices
of recipients through nutrition education. This goal has received increas-
ing attention in recent years, in response to the finding that many FANP
recipients consumed diets sufficient in calories but of poor quality. But the
research reviewed in this chapter suggests that we still know little about
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the best ways to improve the quality rather than the quantity of food con-
sumed.

In a country in which much of the social safety net is implemented at a
state or even at a local level, an important third goal of federal FANPs is to
provide a uniform, minimum, nationwide threshold below which assis-
tance cannot fall. The safety-net role of FANPs is likely to become in-
creasingly important in this era of welfare reform as states cut back on cash
assistance and FANP benefits form an increasing proportion of the total
aid provided to low-income families.

The vast majority of the research on FANPs focuses on the three largest
programs: The Food Stamp Program (FSP), The Special Supplemental
Nutrition Program for Women, Infants, and Children (WIC), and the Na-
tional School Lunch Program (NSLP). Accordingly, this review will focus
primarily on these three programs. The rest of this chapter is laid out as fol-
lows: Section 4.2 provides a brief overview of the history, rules, and pro-
gram statistics of these three programs. The rest of the paper offers an eval-
uation of the evidence from these three programs regarding the overall
effectiveness of FANPs (section 4.3); factors affecting take-up (section
4.4); the efficacy of in-kind versus cash programs (section 4.5); work disin-
centives created by the programs (section 4.6); and the role of nutrition ed-
ucation as compared to simple changes in budget constraints (section 4.7).
Section 4.8 concludes with a discussion of current policy issues and sug-
gestions for future research.

4.2 Program History, Rules, and Statistics

Table 4.1 offers a brief overview of the history, costs, participation, eligi-
bility requirements, and benefits associated with the twelve most impor-
tant FANPs. The table indicates that in addition to being the most studied,
the FSP, WIC, and NSLP are by far the largest and most widely available
FANPs. However, as table 4.1 makes clear, there are many other programs
serving smaller subsets of the population. For example, the School Break-
fast Program (SBP) serves 7.4 million children per day, compared to the
NSLP’s 27 million. One reason for the lower participation rate is that 25
percent of schools that offer NSLP do not participate in the SBP. Although
income cutoffs for the two programs are the same, the SBP also serves a
poorer population on average, which is reflected in the fact that more of the
children qualify for a free meal in SBP (77 percent of participating children
receive free breakfasts, compared to 48 percent who receive free lunches).
The Child and Adult Care Food Program serves 2.5 million children in day
care, and 57,000 adults daily. Together these two programs cost $2.8 billion
per year, which is about half the cost of the NSLP. The other seven smaller
programs together cost only $623 million annually, which is suggestive of
their much smaller scale and scope.
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The FSP, WIC, and NSLP have adopted very different approaches to
meeting the goals discussed in the introduction. As shown in table 4.1, the
NSLP (and the smaller SBP) provide free or reduced-price meals con-
forming to certain nutritional guidelines directly to their target popula-
tion. The FSP provides coupons (or, more recently, electronic debit cards)
that can be redeemed for food with few restrictions on the types of foods
that can be purchased. The WIC program offers coupons that may be re-
deemed only for specific types of food, to women, infants, and children cer-
tified to be at nutritional risk. It also involves a nutrition education com-
ponent, something that is absent from the other two programs. The
remainder of this section offers further details about these programs.

4.2.1 History and Evolution of Program Rules: The FSP2

The FSP began as a small pilot program in 1961 and gradually expanded
over the next thirteen years: In 1971, national eligibility standards were es-
tablished, and all states were required to inform eligible households about
the program. In 1974, states were required to extend the program statewide
if any areas of the state participated. Food Stamp Program benefits have
traditionally been provided in the form of coupons that can be exchanged
for food at participating stores. These coupons may be used to purchase a
wide range of foods, the most significant exception being hot foods that are
for immediate consumption.

In contrast to the rules for cash welfare receipt under the old Aid to
Families with Dependent Children (AFDC) program and the new Tempo-
rary Aid for Needy Families (TANF) programs, most rules for the FSP
are set at the federal level. This is because the FSP is designed to offset
state variation in welfare programs to some extent, as shown in table 4.2.
For example, food stamp benefits amount to less than a third of the com-
bined AFDC/TANF and food stamp benefits in states such as California
or Wisconsin that have high cash welfare benefit levels, whereas in low-
welfare-benefit-level states such as Texas, FSP income constitutes over half
of the household’s combined benefits (U.S. Committee on Ways and
Means 2000). As table 4.2 shows, there is much more uniformity in the
combined benefit levels than in AFDC/TANF benefits alone. Moreover,
unlike AFDC/TANF, the FSP is available regardless of family structure,
which makes it a particularly important part of the social safety net for
low-income households. Congress deliberately retained the centralized
nature of the FSP when it further decentralized the welfare system via
the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA) in 1996, which underlines the importance many policymakers
attach to providing a minimum federal safety net.
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2. Much of the information in this section comes from U.S. Committee on Ways and Means
(1999) or from Castner and Anderson (1999).



Although most program rules are set at a federal level, the FSP is usu-
ally operated through the same state welfare agencies and staff that run
the TANF and Medicaid programs. States do have a say about some ad-
ministrative features such as the length of eligibility certification periods,
the design of outreach programs (which may receive 50 percent federal
cost sharing), and any “workfare” requirements for participation in the
program.

In the early years of the program, households had to pay cash for their
food coupons, with the amount depending on the household’s income.
This purchase requirement was eliminated in 1977 (Kuhn et al. 1996). In
the early 1980s, Congress enacted revisions to the FSP that were designed
to hold down costs and tighten eligibility. In 1985, rules were liberalized—
AFDC and Supplemental Security Income (SSI) recipients became auto-
matically eligible; sales taxes on FSP purchases were prohibited; benefits
were increased for the disabled and those with earnings; and deductions for
child care and shelter were increased. Legislation passed in 1988, 1989, and
1993 has also liberalized eligibility rules for some specific groups.

Eligibility

Currently, the FSP operates as follows: The FSP household is defined as
either a person living alone or a group of people who live together and cus-
tomarily purchase food and prepare meals together. Generally, people who
live together will receive higher benefits if they can be counted as separate
food stamp households; however, married couples, and parents with chil-
dren under twenty-one, are excluded from doing this, although elderly
people living with others because of disability may qualify as separate
households. The rationale for this last rule is that elderly people who are
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Table 4.2 Maximum TANF and FSP Benefits for a Family of Four (January 2000,
selected states)

Maximum Maximum TANF Combined
State TANF Combine vs. WI vs. WI

California 626 813 .93 .96
New York City 577 779 .86 .92
Illinois 377 639 .56 .76
Texas 201 515 .30 .61
Wisconsin 673 846 1.0 1.0
Ohio 373 636 .55 .75
Massachusetts 579 780 .86 .92
Mississippi 170 494 .25 .58

Source: U.S. Committee on Ways and Means (2000). Note that in states that have more than
one benefit level, the one reported is the highest (with the exception of New York City, which
has lower benefits than other parts of New York State).



constrained to live with others by disability should not be penalized by the
loss of their food stamp benefits.

Households made up entirely of TANF, SSI, or general assistance recip-
ients are automatically eligible for food stamps. For other households,
monthly cash income is the main determinant of eligibility. The FSP uses
both the household’s gross monthly income and its counted (or “net”)
monthly income, except for elderly or disabled households, for whom only
the net monthly income is counted. This procedure has the effect of creat-
ing a more lenient eligibility test for these households. Gross income in-
cludes all of the household’s cash income, including income from welfare
programs, but excluding several smaller sources of income including
(a) any payments made to third parties rather than directly to members of
the household; (b) unanticipated, irregular, or infrequent income, up to
$30 per quarter; (c) loans; (d) income received for the care of someone out-
side the household; (e) nonrecurring lump-sum payments such as income
tax refunds; (f) federal energy assistance; (g) expense reimbursements;
(h) income earned by school children aged seventeen or younger; (i) the
cost of producing self-employment income; (j) federal postsecondary stu-
dent aid (such as Pell grants and loans); (k) advance payments of federal
Earned Income Tax Credits; (l) on-the-job training earnings of children
under nineteen who are in Job Training and Partnership Act programs;
(m) income set aside by disabled SSI recipients as part of an approved plan
to achieve self-sufficiency; and (n) some other federal payments such as
payments under laws relating to Native Americans.

To derive net income in households without an elderly or disabled mem-
ber, the following amounts are subtracted from gross income: (a) a stan-
dard deduction of $134 per month (standard deductions in Alaska,
Hawaii, Guam, and the Virgin Islands are $229, $189, $269, and $118, re-
spectively); (b) any amounts paid as legally obligated child support; (c) 20
percent of any earned income; (d) dependent care expenses related to work
or training up to $175 a month per dependent and $200 a month for chil-
dren under age two; and (e) shelter expenses that exceed 50 percent of
counted income after all other deductions have been applied, up to a peri-
odically adjusted ceiling of $250 per month (different ceilings apply in
Alaska, Hawaii, Guam, and the Virgin Islands).

For households with an elderly or disabled member, net monthly income
is equal to gross monthly income less the same standard child support,
earned income, and dependent care deductions; any shelter expenses that
exceed 50 percent of counted income after all other deductions, without
any limit; and out-of-pocket medical expenses (other than those for special
diets) that are incurred by the elderly or disabled household members to
the extent that they exceed a threshold of $35 per month.

All households must have net monthly income that does not exceed the
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federal poverty line. Households without an elderly or disabled member
must also have gross income that does not exceed 130 percent of the fed-
eral guidelines. Finally, household assets must be less than $2,000 in house-
holds without elderly members, and less than $3,000 in households with
elderly members. The family home and one car are excluded from the asset
limits, as long as the car’s value does not exceed $4,500. These asset limits
apply regardless of the household’s size. The net and gross monthly income
eligibility limits and maximum benefit levels for families of different sizes
are summarized in table 4.3.

FSP Program Benefits and Marginal Tax Rates

Benefit levels are based on the cost of the U.S. Department of Agricul-
ture’s Thrifty Food Plan (TFP) for a family of four, adjusted for household
size. It is interesting to note that nutritional needs could actually be satis-
fied at a far lower cost than that given by the TFP. However, the foods in-
cluded in the TFP are chosen to approximate the food consumption pat-
terns of low-income Americans (Ohls and Beebout 1993).

Table 4.4 offers an example of the benefit calculation for a single mother
with two children, and her own mother (the grandmother). This table il-
lustrates a situation in which this family would get substantially more in
food stamp benefits if the grandmother lived apart from her daughter than
they would receive if they lived together. Thus, the program appears to be
designed (in part) to support the independence of elderly people.

The discussion so far highlights some of the ways in which the FSP pro-
gram rules tend to favor households containing elderly members. We can
compare the four-person household in table 4.4 with one in which there is
a father earning $1,500, a stay-at-home mother, and two children, with
rental payments of $650. This household would receive a monthly benefit
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Table 4.3 Net and Gross Income Limits for Food Stamps, and Maximum
Monthly Allotments

Net Income Gross Income Maximum Benefit

1 person 658 855 122
2 persons 885 1,150 224
3 persons 1,111 1,445 321
4 persons 1,338 1,445 408
5 persons 1,565 2,034 485
6 persons 1,791 2,329 582
7 persons 2,018 2,623 643
8 persons 2,245 2,918 735
Each additional person +227 +295 +92

Source: U.S. Committee on Ways and Means (1999).
Note: Alaska and Hawaii have higher income limits and maximum benefit levels.



of $268.20, compared to the benefit of $325.80 for the household with the
elderly member, even though this household has the same income and
rental payments.

Note that households participating in the FSP are taxed at a rate of 30
percent for each additional dollar of earnings. Under certain circum-
stances, households may face even larger tax rates. For example, in 1998,
the gross income limit for a family of three was $1,445, and the maximum
food stamp allotment was $321 per month. If the household earned $1,446
they would be ineligible for food stamps because of the gross income limit.
If they earned $1,444, then they would be eligible. If they took the deduc-
tion for one child and had excess shelter expenses of $200, then they would
qualify for a benefit of $127 per month. Thus, by earning $2 more per
month, the household would lose $127, for a net loss of $125!

The FSP’s 30 percent tax rate on other income can also be regarded as
a tax on state efforts to transfer income to poor families. For every dollar
that a state transfers in the form of TANF benefits, the federal government
reduces FSP transfers by $.30. This tax may serve as a disincentive for
states to increase the generosity of their own cash transfer programs. Con-
versely, the fact that in-kind benefits are not counted as income for the
purposes of eligibility determination in most federal means-tested pro-
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Table 4.4 Example Calculations of Food Stamp Benefits

1. Single mother, 2 children, earnings of $1,000 per month, rent $400 per month
Standard deduction = $134
20% of earned income = $200
Dependent care deduction = $350
Rent deduction = $242
Net income = 1,000 – 134 – 200 – 350 – 242 = 74
.3 � 74 = 22.2

Maximum food stamp benefit for family of 3 = 321. 321 – 22.2 = $298.80 food stamp benefit

2. Elderly grandmother, income from pension = $500, rent $250 per month
Standard deduction = $134
Medical expenses = $200
Rent deduction = $167
Net income = 500 – 134 – 200 – 167 = 0

Maximum food stamp benefit for family of 1 = 122. $122 food stamp benefit

3. Same single mother, 2 children, and grandmother, household income = $1,500, rent = 
$650 per month

Standard deduction = $134
20% of earned income = $200
Dependent care deduction = $350
Medical expenses = $200
Rent deduction = 342
Net income = 1,500 – 134 – 200 – 350 – 200 –342 = 274
.3 � 274 = 82.8

Maximum food stamp benefit for family of 4 = 408. 408 – 82.2 = $325.80 food stamp benefit



grams may give states an incentive to provide aid in kind rather than in
cash.

Electronic Benefit Transfer

Food stamp benefits are usually issued monthly by welfare agencies. In
the past this was generally done either by mailing recipients an authoriza-
tion-to-participate card that could be redeemed for coupons at specified
places (such as a post office) or by directly mailing food stamp coupons to
recipients. The introduction of Electronic Benefit Transfer (EBT) repre-
sents the first major shift in the way the program has been administered
since 1977. Maryland pioneered EBT in 1993, and twenty other states had
adopted EBT by 2000. The 1996 PRWORA legislation mandated that all
states switch to EBT by October 2002.

Most EBT systems work much like bank debit cards. Recipients are
given EBT cards with a magnetic stripe. At the checkout, the recipient en-
ters a personal identification number in a terminal to authorize EBT pay-
ment of the food stamp purchase. The terminal connects to the EBT sys-
tem’s central computer, which maintains an account for the recipient. If the
PIN is verified and the recipient has enough funds to cover the transaction,
then the purchase is authorized, and the amount is deducted from the re-
cipient’s balance. The retailer is reimbursed at the end of the day via an
electronic transfer of funds from an EBT account maintained by the U.S.
Treasury to the store’s financial institution.

Welfare Reform and the FSP

In addition to the requirement that states switch to EBT, PRWORA re-
quired able-bodied adults without dependents (ABAWDs) to meet stiff
work requirements and limited their participation in the program to only
three to six months in any thirty-six-month period, unless the person is en-
rolled in a work or training activity. However, most states have waived these
requirements for at least some fraction of their ABAWD caseloads (Gabor
and Botsko 1998).

PRWORA also disqualified legal immigrants and allowed states to alter
FSP eligibility rules in order to make the program more compatible with
other state welfare programs. In principle, states can use this latter provi-
sion to sanction FSP recipients who do not comply with the work require-
ments of other welfare programs, who fail to cooperate with child support
enforcement, or who fail to ensure that minors attend school. However, en-
forcement of these types of sanctions has been relatively lax—in 1996, 40
percent of the 5.5 million people technically subject to work and training
requirements were exempted (U.S. Committee on Ways and Means 1998).
Finally, the PRWORA beefed up the nutrition education component of the
FSP considerably. Between fiscal year 1997 and 1999, nutrition education
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spending increased from $32.7 million to a projected $75 million in fiscal
year 1999.

FSP Participation

Trends in program participation and expenditures from 1975 to the pres-
ent are shown in table 4.5. Participation in the FSP hovered around 20 mil-
lion persons per year during the 1980s but rose sharply in the early 1990s
to a peak of approximately 27 million persons in 1994. Participation then
began to fall again, declining back to 20.8 million participants by 1998.
The passage of PRWORA coincided with the decline in FSP enrollment,
which has provoked a debate about the extent to which changes in FSP par-
ticipation can be attributed to PRWORA.
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Table 4.5 Trends in Caseloads and Expenditures for the Three Largest FANPs

1975 1980 1985 1995 1995 1998

Expenditures (billions $1998)
FSP 12.7 18.9 20.4 22.1 29.3 19.0
WIC .7 .9 2.3 2.6 3.7 4.0
NSLP 5.6 6.0 4.6 4.6 5.6 5.8

Average Monthly Caseload (millions participants)
FSP 16.3 19.2 19.9 20.0 26.6 20.8
WIC

Women .2 .4 .7 1.0 1.6 1.7
Children .7 1.5 2.5 3.5 5.3 5.7

NSLP
Any meals 26.3 26.6 23.6 24.1 25.6 27.0
Free meals 10.5 10.0 9.9 9.9 12.4 13.5

Caseload (as % Relevant Low-Income Population)
FSP (as % � 130% poverty) 46.3 39.0 40.9 48.6 38.9
WIC (as % � 185% poverty; 

children � 5) 20.3 27.6 39.2 53.9 61.8
NSLP

% any meals; children aged 5–17 53.4 49.7 50.0 48.2 48.7
% free meals; children aged 5–17 

� 130% poverty 86.1 73.3 78.9 81.4 87.2

Source: U.S. Committee on Ways and Means (various years), plus author’s calculations of size of the rel-
evant poor population from Current Population Surveys, various years. Note that the 1975 CPS had a
noncomparable format, so estimates for 1975 are not included for “Caseloads as % Relevant Low-
Income Population.” For WIC, we have no estimate of the extent of nutritional risk, so the figures show
participation as a percent of the infants and children in the relevant income range. We cannot identify
pregnant or postpartum women in the CPS. “Any meals” refers to free meals, plus reduced-price meals,
plus full-price meals served under the NSLP. We use all children � 5 and � 17 as the base for the NSLP,
recognizing that some five-, 16-, and 17-year-olds will not be in school, but that some eighteen- and nine-
teen-year-olds will be.
Note: See table 4.1 for explanation of abbreviations.



An alternative hypothesis is that the decline in FSP participation is due
to the booming economy of the 1990s. However, if one examines the FSP
caseload as a percentage of the population that is in poverty, one also sees
an increase followed by a decline. For example, as table 4.5 shows, 40.9,
48.6, and 38.9 percent of the population with incomes less than 130 per-
cent of poverty participated in the FSP in 1990, 1995, and 1998, respec-
tively (U.S. Committee on Ways and Means 1998). This suggests that the
increase in the caseload was not driven by business-cycle effects alone since
downturns would be expected to increase the fraction of poor, but not nec-
essarily to increase the fraction of the poor who participated in the pro-
gram. Estimates of the extent of the decline in FSP that can be attributed
to good economic conditions range from 28 to 44 percent, suggesting that
some of the remainder may be due to welfare reform, as is discussed further
below (Dion and Pavetti 2000; Wilde et al. 2000).

Composition of the FSP Caseload

Table 4.6 shows that the recent changes in the FSP caseload were also ac-
companied by changes in its composition. After remaining remarkably
stable during the 1980s and early 1990s, the fraction of the food stamp
caseload with any earnings rose from 21 percent in 1995 to 26.3 percent in
1998. Over the same time interval, the fraction with AFDC (TANF) in-
come fell from 38 percent to 31.4 percent, while the fraction with SSI in-
come rose from 23 percent to 28.1 percent. It is possible that some of this
change in the FSP caseload reflects households who took up SSI when they
become ineligible for TANF, although the beginning of the increase in the
fraction of households receiving SSI appears to predate the onset of wel-
fare reform. The fraction of households with children and single heads also
fell dramatically from 50 percent to 39.6 percent between 1995 and 1998.
However, the fraction of FSP households with children fell only slightly, to
58.3 percent from 60 percent (U.S. Committee on Ways and Means 1998).
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Table 4.6 Percent of Food Stamp Households with Selected Characteristics

1980 1985 1990 1995 1998

Gross monthly income below poverty 87 94 92 92 92
With earnings 19 20 19 21 26
With AFDC income n.a. 39 43 38 31
With SSI income 18 19 19 23 28
With children 60 59 61 60 58
With children and female heads n.a. 46 51 50 40
With elderly members 23 21 18 16 18

Sources: U.S. Committee on Ways and Means (1999).
Note: n.a. indicates not available.



Finally, McConnell and Ohls (2000) show that decline in the caseload
has been much more dramatic in urban than in rural areas, where about
one-quarter of the FSP caseload is located. In fact, the decline that did oc-
cur in rural areas can be entirely accounted for by a reduction in the num-
ber of eligible households. McConnell and Ohls also show that rural
households are somewhat less likely to know that they are eligible for the
FSP or to know where and how to sign up. Nonetheless, rural households
have higher take-up conditional on eligibility than urban households, and
their level of satisfaction with the program is higher. For example, they are
more likely to feel that they are treated respectfully by their caseworkers.
Because of this difference in perceptions about treatment, McConnell and
Ohls speculate that the sharper decline in FSP take-up in cities may be at-
tributable to unhelpful caseworkers who, for example, do not inform
people who lose TANF benefits that they remain eligible for the FSP.

4.2.2 History and Evolution of Program Rules: WIC3

As table 1 has shown, WIC differs from FSP along a number of key di-
mensions. First, it is not an entitlement program, which means that when
the funds Congress allocates to the program run out, eligible participants
can no longer be served.4 Second, WIC is targeted only to pregnant, post-
partum, or lactating women, infants, and children less than five. Third,
WIC provides only nutritious foods, in contrast to food stamps, which
can be used to purchase virtually anything edible other than alcohol, to-
bacco, hot foods intended for immediate consumption, and (paradoxi-
cally) vitamins. The WIC program also has more specific nutritional
goals than the FSP: It seeks to improve fetal development and reduce the
incidence of low birth weight, short gestation, and anemia. Recently,
WIC has recognized that the reduction of overweight is also a goal of the
program.

The 1969 White House Conference on Food, Nutrition, and Health doc-
umented nutritional deficiencies among low-income pregnant women, in-
fants, and children, and was one of the major factors leading to the estab-
lishment of WIC in 1972 (by amendment to the Child Nutrition Act of
1966). In 1975, the age limit was changed to allow children to participate
up until their fifth birthdays, and amendments in 1978 established income
eligibility standards, defined “nutritional risk,” required that one-sixth of
administrative funds be allocated to nutrition education, and directed the
secretary of agriculture to regulate the types of foods provided to WIC par-

U.S. Food and Nutrition Programs 213

3. Most of the following information about the WIC program comes from these sources:
Bitler, Currie, and Scholz (2002); U.S. Congress (1996); Randall, Boast, and Holst (1995);
U.S. Committee on Ways and Means (1999); and Hamilton, Fox, et al. (2000). Other sources
are noted where appropriate.

4. Technically, FSP is not an entitlement program either, but Congress has always appro-
priated sufficient monies to fully fund the program.



ticipants. Legislation in 1989 required states to seek rebates on purchases
from infant formula manufacturers.

WIC is administered by the Food and Consumer Service (FCS) of the
U.S. Department of Agriculture (USDA) and by state WIC agencies (in
1994 there were eighty-four “state” agencies covering the fifty states, Dis-
trict of Columbia, Guam, Puerto Rico, the Virgin Islands, and thirty In-
dian Tribal Organizations). In turn, these state organizations operated
2,129 local WIC agencies, which operated at about 10,000 sites. Most local
agencies are state, county, or municipal health departments, but other or-
ganizations such as hospitals or maternal and child health programs can
also serve as WIC agencies.

WIC Benefits

The program provides a combination of food supplements, nutrition ed-
ucation, and access to health services. The food packages are tailored to pro-
vide the specific nutrients that are most likely to be lacking in the diets of the
target populations. The included foods are good sources of protein, iron,
calcium, and vitamins A and C. Food packages are usually provided in the
form of vouchers or checks that are redeemable only for certain types of food
at participating grocers, although in a few areas participants receive deliv-
eries of food items, or pick them up from a central location. The monthly
value of the food package provided in 1994 varied from $40.49 in the South-
east to $52.68 in the West. With rebates for infant formula, the costs to state
agencies for these packages were $29.08 and $43.34, respectively. Food re-
tailers enter into annual contracts with state or local WIC agencies, in which
they agree to accept WIC coupons, to charge less than or equal to the going
price, to accept training, and to submit to reviews by WIC agencies.

WIC agencies are required to offer participants at least two nutrition ed-
ucation sessions during each certification period. These may include one-
on-one counseling, group classes, or films and videos, for example. Partici-
pants are usually required to pick up WIC vouchers during scheduled
nutrition education sessions (although the sessions themselves are not com-
pulsory), although at times when such sessions are not scheduled vouchers
may be mailed. WIC agencies are also required to assist WIC participants
in obtaining preventive health care services, either through the provision of
services on-site or through referrals to other agencies. In fact, state WIC
agencies are required to give priority for funding to local agencies that pro-
vide “ongoing, routine pediatric and obstetric care” (U.S. Congress 1996).

WIC Eligibility

A person must be categorically eligible in order to receive WIC benefits.
That is, the individual must be a pregnant, breastfeeding, or postpartum
woman; an infant up to the age of one year; or a child aged one through
four years. In addition to falling into one of these categories, the individ-
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ual must be income eligible. Income cutoffs are set by the states, but must
be between 100 percent and 185 percent of the federal poverty line. In fact,
all states have adopted 185 percent of poverty as the income cutoff. When
determining income eligibility, cash income from Social Security, welfare,
or other public assistance is counted, whereas in-kind transfers in the form
of NSLP and FSP benefits are excluded. Some small sources of income
such as income from Home Energy Assistance, youth employment demon-
stration programs, and payments made to volunteers are also excluded.

In addition, individuals may qualify because they are “adjunctively eli-
gible.” That is, people who participate in AFDC/TANF, food stamps, or
Medicaid are eligible for WIC even if their incomes exceed the 185 percent
cutoff. Some states also have adjunctive eligibility for other programs, such
as Head Start and SSI. Recent expansions of the Medicaid income cutoffs
for pregnant women, infants, and children mean that many people with
incomes above 185 percent of poverty are now eligible for WIC. In some
states, children with incomes up to 300 percent of poverty may be eligible.
Some commentators feel that these largely unintended expansions of the
WIC program to people of higher income are inappropriate and should be
reversed (see Besharov and Germanis 2001).

Participants must also be “at nutritional risk.” Among women, inade-
quate or inappropriate nutrient intakes, general obstetrical risks, hemo-
globin or hematocrit measures below specified state cutoffs, and high
weight for height are commonly reported risks. Among children, common
risks include inappropriate or inadequate nutrient intake and low hemo-
globin or hematocrit levels. Over two-thirds of WIC infants are classified
as being at risk, either because their mothers are currently at risk or be-
cause the mothers were at risk during pregnancy. In practice, it seems that
virtually all income-eligible individuals are certified as “at risk,” usually on
the basis of inappropriate nutrient intakes if they do not meet any other
risk criteria (Institute of Medicine 2002). This fact becomes less surprising
when one considers that current nutritional guidelines state that everyone
should have five servings of fruits and vegetables per day.

Participants are certified “WIC eligible” for fixed periods. For example,
pregnant women are certified for the duration of their pregnancies and up
to six weeks postpartum. Postpartum women are certified for up to six
months. Breastfeeding women and infants may be recertified at intervals of
six months, up to the infant’s first birthday, and children are certified every
six months up to the month in which the child reaches the fifth birthday.
States may also establish shorter certification periods for applicants
deemed to present a risk of fraud or abuse.

Areas of State Discretion: WIC

As discussed earlier, the number of participants served is limited by each
year’s congressional appropriation. In each state, a maximum caseload is
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set for each local agency. When the agency reaches this ceiling, a priority
system is used to allocate scarce places, and other eligible applicants go on
a waiting list. These priorities are intended to give preference to medically
based nutritional risks, rather than to those that are based only on inade-
quate diets. The priority system is illustrated in table 4.7, which shows that
states have some latitude in assigning priority rankings. In practice, no
states have had waiting lists for the program in recent years.

Table 4.8 describes other dimensions of state discretion, including the
tailoring of food packages, the frequency with which food instruments are
issued, whether or not participants in other programs are automatically el-
igible, income documentation and verification policy, policies for obtain-
ing dietary information, documentation of nutritional risk, and standards
for determining nutritional risk. For example, whereas most states specify
brands that can be purchased using WIC coupons, some large and impor-
tant states such as Texas do not. Also, although most states issue WIC
coupons monthly, there is a sizable number that issue them bimonthly,
quarterly, or at intervals determined at the discretion of the local office. In
ten states, family members of NSLP participants are automatically eligible
for WIC. A surprising number of states (twenty-six) did not require docu-
mentation of income until the federal government ordered states to begin
requiring such documentation in April 1999. Standards for nutritional risk
have also varied considerably from state to state. For example, in New
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Table 4.7 Priority System for WIC

Priority Description

1 Pregnant and breast-feeding women and infants demonstrated to be at nutri-
tional risk via anthropometric or hematological assessment or by other docu-
mented nutritionally related medical condition.

2 Infants up to six months of mothers who participated in WIC during preg-
nancy or who would have been eligible to participate during pregnancy under
priority 1. Breast-feeding mothers of priority 2 infants may also be assigned
priority 2.

3 Children demonstrated to be at nutritional risk via anthropometric or hemato-
logical assessment or by other documented nutritionally related medical condi-
tion. States have the option of including high-risk postpartum women at this
priority level.

4 Pregnant and breast-feeding women and infants, at nutritional risk because of
inadequate dietary pattern. States have the option of including high-risk post-
partum women at this priority level.

5 Children at nutritional risk due to inadequate dietary pattern. States may also
include high-risk postpartum women in this priority level.

6 Postpartum women, not breast-feeding, at nutritional risk on either medical or
dietary criteria.

7 Previously certified participants who are likely to regress in nutritional status
without continuation of supplemental foods.



Hampshire, infants below the 25th percentile of height-for-age are consid-
ered to be at risk, whereas in neighboring Massachusetts, infants must be
below the 11th percentile to be deemed at risk.

WIC Participation

In the quarter century since it was authorized as a permanent program,
WIC has shown virtually continuous growth from fewer than 1 million par-
ticipants in 1977 to approximately 7.4 million participants per month in
1998, as was shown in table 4.5. The caseload in 1999 was composed of 23
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Table 4.8 WIC Regulations That Have Varied at the State Level

I. Food Package Adjustment Practices
A. Designation or disallowance of food brands.
B. Specification of size of food container.
C. Elimination or reduction of specified food types.
D. Specified form of food within food types.
E. Specified type of milk, cheese, or formula.

II. Frequency of WIC Food Instrument Issuance
A. May be every month, every two months, every three months, or other. Some states

have different standard frequencies for different types of recipients, and others do
not have a standard frequency of issuance.

III. Interactions with Other Programs
A. In all states except Georgia and Illinois, AFDC participants are automatically eli-

gible. In all states but Georgia and Hawaii, FSP participants are automatically eli-
gible.

B. Participants in Medicaid, the NSLP, SSI and other programs may also be auto-
matically eligible for WIC.

IV. Income Documentation and Verification Policy
A. Many states did not require income documentation, allow applicant self-

declarations, or demanded documentation at local agency discretion. As of April,
1999, all states were required to demand such documentation.

V. Policies for obtaining dietary information
A. Dietary information may be obtained from all participants, or only those who are

at risk because of dietary patterns (rather than for example, because of anemia).
B. Data may be collected using 24 hour dietary recalls, food frequency checklists,

food diaries, or other methods.
VI. Documentation of nutritional risk factors

A. In some states, only the most important risk factor is reported, while in others, all
risk factors, or a set number of risk factors are reported.

VII. Standards for determining nutritional risk.
A. Standards are set separately for each category of recipient (infants, children, preg-

nant, breast-feeding, and postpartum women).
B. Anthropometric standards may be set for weight-for-age, height-for-age, and

weight-for-height.
C. Standards are also set for hemoglobin and hematocrit values. These may vary with

the trimester of pregnancy. The federal government has been standardizing these
cutoffs across states.

VIII. Priority System (see table 4.7).

Source: Randall, Boast, and Holst (1995).



percent women and 20 percent infants, while the rest were children (U.S.
Committee on Ways and Means 2000). However, Burstein et al. (2000)
show that child WIC participation tends to fall off greatly after the child’s
first birthday, presumably because the value of the WIC food package is
much reduced once the child stops using infant formula.

Table 4.5 shows our estimate of the WIC population as a fraction of in-
fants and children meeting the categorical and income eligibility standards
(but not including the adjunctively eligible). We ignore the nutritional risk
criteria, since most people who are income-eligible seem to satisfy them in
practice. The figures show that by 1998, approximately 60 percent of the
low-income population of infants and children less than five participated
in WIC.5 A 1996 study indicated that 60 percent of those participating in
WIC were poor, 25 percent were on AFDC, 36 percent received food
stamps, and 55 percent were on Medicaid.

Bitler, Currie, and Scholz (2002) present a more detailed analysis of par-
ticipation using data from the Survey of Income and Program Participa-
tion, which allows them both to identify monthly income and to identify
pregnant and postpartum women more accurately than the Current Popu-
lation Survey (CPS) data allow. They include those that were adjunctively
eligible through participation in other programs and calculate that 58 per-
cent of all infants in any given month in 1998 were eligible for WIC!
Roughly 45 percent received WIC benefits, so that the take-up rate among
eligible infants was 73.2 percent. Among children one to four, 57 percent
were eligible for WIC and 38 percent of eligible children received benefits.
The difference between this estimate and that in table 4.5 reflects the low
take-up among relatively high-income children who are adjunctively eligi-
ble. Estimates for pregnant and postpartum women are less accurate, since
it is not possible to observe infant feeding practices, but they estimate that
54 percent of all pregnant and postpartum women are eligible for WIC and
that 66.5 percent of these women received benefits.

4.2.3 History and Evolution of Program Rules: NSLP

The NSLP is in some respects an intermediate program between the FSP
and WIC. Like the FSP, it is an entitlement program, and most schools
with eligible children participate. Like WIC, it is targeted to children. Un-
like FSP, benefits include only meals that follow USDA-approved meal
plans. However, until recently, these meal plans did not have to follow the
Dietary Guidelines for Americans (U.S. Department of Health and Human
Services [DHHS] and USDA 1995), and school meals were often criticized
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5. Concern has recently been expressed about participation among infants that exceeds
USDA estimates of the number of eligibles. However, there are several problems with the way
that the USDA calculates the number of eligibles. For example, they do not include those who
are adjunctively eligible (National Research Council 2001).



for being high in fat and sodium and low in carbohydrates, fruits, and veg-
etables (see Gordon, Devaney, and Burghardt 1995).

The NSLP was established in 1946 in response to nutrition deficiency–
related health problems identified among young men being drafted during
World War II. Perhaps this is why the legislation governing the program
states that “It is declared to be the policy of Congress, as a measure of na-
tional security, to safeguard the health and well-being of the Nation’s chil-
dren and to encourage the domestic consumption of nutritious agricultural
commodities and other food . . . [through] school lunch programs” (U.S.
Congress 2000). As this language suggests, a primary goal of the program
is to provide meals that include minimum daily requirements of key nutri-
ents. A secondary purpose is the disposal of agricultural surplus.

Changes to the program over the past twenty years include attempts to
alter meal guidelines in order to provide healthier meals and reduce waste,
as well as a decreasing emphasis on the use of surplus commodities. These
changes include the development of the “offer versus serve” option, which
allowed schools to be reimbursed for lunches in which students were
offered all five components of the school lunch meal pattern, as long as stu-
dents chose at least three components.6

The Food and Nutrition Service of the USDA oversees administration
of the program through local state agencies (usually departments of edu-
cation). In turn, the state agencies provide technical assistance to local
school food authorities, who provide assistance to individual schools.

NSLP Benefits

The program provides a flat per-meal subsidy to participating schools,
as long as the meals served conform to program guidelines. The subsidy de-
pends on the income of the students served, as shown in table 4.9. Note that
the NSLP subsidizes school lunches served to children at all income levels,
so that in principle, even schools without poor students can participate.
The subsidies can be compared to the average full prices charged to chil-
dren with incomes above 185 percent of poverty, which are also shown in
the table. Additionally, schools receive commodities for use in school
lunches. These commodity subsidies are available regardless of the in-
comes of the students served. Schools can ask for cash instead of actual
food products, and they can ask for additional bonus commodity aid, if it
can be used without waste.

In 1994, Congress passed the Healthy Meals for Healthy Americans Act,
which required the USDA to develop a new menu planning system that
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6. The five elements were the following: one serving of a meat or meat alternate; two serv-
ings of vegetables, fruit, and/or juice; one serving of bread or bread alternate; and one serv-
ing of milk.



schools can use to meet the specific nutrient standards set out in the Di-
etary Guidelines for Americans. Now, rather than choosing a specific num-
ber of items from a list, schools can use whatever portions and combina-
tions of food they wish in order to meet these guidelines. Table 4.10 shows
the guidelines that school lunches are currently required to meet. In re-
sponse to the act, the USDA has also implemented the School Meals Ini-
tiative for Healthy Children to provide nutrition education to both chil-
dren and food service staff (Hamilton and Fox 2000).
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Table 4.9 Percent of Households Receiving AFDC/TANF or SSI and Also Receiving
Assistance from FANPs

1984 1987 1990 1992 1993 1994 1995 1997–98

AFDC
Food stamps 81.4 81.7 82.7 86.2 88.9 88.3 87.2 81
WIC 15.3 18.6 18.7 21.5 18.5 21.4 24.7 30.6
Free or reduced-

price meals 49.2 55.6 52.7 55.5 56.9 57.5 63.1 60.3
SSI

Food stamps 46.5 39.7 41.3 46.2 48.0 50.1 50.0 43.7
WIC 2.5 2.5 3.0 4.3 3.7 5.4 5.6 5.5
Free or reduced-

price meals 12.7 11.9 15.3 18.2 21.3 23.8 25.2 18.4

Source: U.S. Committee on Ways and Means (2000, 864).

Table 4.10 Current Dietary Standards for School Lunches

I. Provision of one-third of the recommended dietary allowances of protein, calcium,
iron, vitamin A, and vitamin C for the applicable age or grade group.

II. Provision of the lunchtime energy allowances for children based on the appropriate age
or grade group.

III. The applicable recommendations of the 1990 Dietary Guidelines for Americans, which
are
A. Eat a variety of foods.
B. Limit total fat to 30 percent of calories.
C. Limit saturated fat to less than 10 percent of calories.
D. Choose a diet low in cholesterol.
E. Choose a diet with plenty of vegetables, fruits, and grains.
F. Use salt and sodium in moderation.

IV. The following measures of compliance with the applicable recommendations of the
1990 Dietary Guidelines for Americans:
A. A limit on the percent of calories from total fat to 30 percent based on the actual

number of calories offered.
B. A limit on the percent of calories from saturated fat to less than 10 percent based

on the actual number of calories offered.
C. A reduction of the levels of sodium and cholesterol.
D. An increase in the level of dietary fiber.

Source: U.S. Congress (2000, p. 22).



The USDA is also working to improve the nutritional quality of com-
modities distributed to NSLP schools by, for example, reducing the sodium
in canned vegetables and offering low-fat beef patties. It is worth noting
that a historical goal of the NSLP has been to provide an outlet for surplus
agricultural commodities. In the past, there was less conflict between this
goal and that of guaranteeing minimum daily intakes of important nutri-
ents. However, in a world where obesity is an increasing problem, the dis-
posal of large amounts of foods such as full-fat milk, cheese, and peanut
butter can pose problems for program staff who are attempting to provide
a healthy diet to program recipients.

NSLP Eligibility

Determination of income eligibility for the program is left to the schools.
For example, in the Los Angeles Unified School District, parents are asked
to fill in a form at the beginning of the year, and children who are certified
eligible on the basis of these self-reports receive coupons that can be re-
deemed for meals.7 The standard form parents fill out requires them to give
the names and Social Security numbers of all adult household members, as
well as the household’s current income (i.e., income last month) and its
sources. Some subsample of parents is chosen for verification of income el-
igibility. In principle, parents are required to report changes in income that
would make their children ineligible for the program. In practice, it ap-
pears that this provision is not enforced and so certifications are generally
for the duration of the school year.

NSLP Participation

Ninety-nine percent of public schools and 83 percent of all (public and
private) schools participate. Nationally, 92 percent of students have the
program available at their schools (Burghardt, Gordon, and Devaney
1995). In 1996, 57 percent of the 45.3 million children enrolled in partici-
pating institutions (i.e., almost all schools) participated in the NSLP.
Eighty-six percent of these participants received free lunches, indicating
that they came from households with incomes less than 1.3 times the fed-
eral poverty line (U.S. Committee on Ways and Means 1998).

As table 4.5 shows, participation in the NSLP fell in the mid-1980s but
has recovered steadily since 1985, and it is now at historically high levels.
In 1998, 27 million children received meals under the program. An in-
creasingly large fraction of the total meals served are free: That is, they are
served to children from households with incomes less than 130 percent of
poverty. This increase in the numbers of poor children participating in the
NSLP is particularly remarkable given the economic expansion of the
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1990s and the fact that much of the recent decline in the FSP caseload has
been attributed to buoyant economic conditions. The bottom panel of
table 4.5 shows that although NSLP participation as a fraction of the five-
to seventeen-year-old child population has remained roughly constant
over the past fifteen years, participation in the free meals part of the pro-
gram as a fraction of the five- to seventeen-year-old population with in-
comes less than 130 percent of poverty has increased steadily.

4.2.4 Interactions of FANPs with Other Programs

Many participants in FANPs also qualify for other types of social assis-
tance. As has been discussed, those on AFDC and SSI qualify automati-
cally for the FSP, children in TANF and FSP are qualified to receive free
school meals, and in most states, income criteria for WIC are automatically
deemed to have been met by participants in Medicaid, FSP, and TANF. In-
kind benefits such as those provided by FANPs are not included as income
for the purposes of calculating eligibility for other FANPs. Participation in
one social program may also increase knowledge about other programs.
For example, staff in WIC agencies often provide information to those eli-
gible for other programs, which may contribute to multiple program use
among WIC participants (Randall, Boast, and Holst 1995).

Table 4.6 indicates that in 1998, 31 percent of food stamp households re-
ceived AFDC, whereas 28 percent received SSI. Food stamp households
also received assistance from General Assistance (6 percent), Social Secu-
rity (23 percent), and Unemployment Insurance (1.6 percent); U.S. Com-
mittee on Ways and Means 1998). In all, 79 percent of FSP households re-
ceived some other form of cash assistance. Table 4.11 shows the fraction of
AFDC and SSI households who also received assistance from FANPs over
the period 1984 to 1998.

Households participating in WIC and in NSLP face “notches” in their
budget constraints that are similar to those previously described for the
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Table 4.11 Subsidies and Prices for NSLP, 1997–98

Per Meal Average
Federal Subsidy Price Charged

Family income
� 130% of poverty 1.89 0
130–185% of poverty 1.49 0.38

� 185% of poverty 0.18 1.14
Commodity assistance (all meals) 0.15 —

Source: Rossi (1998).
Note: Dash indicates not applicable.



FSP. If households participate in more than one program, then the notches
can be even bigger. For example, both the FSP and NSLP have income cu-
toffs of 130 percent of poverty. Thus, in the example above, if the household
had participated in both programs, then it would lose $125 in FSP benefits
and would also have to start paying for school lunches (at the “reduced
price” rate). If we assume that a student attends school twenty-two days a
month, then the move from free to reduced-price status would cost the
household a further $8.36 per month.

Currie and Grogger (2001) show that among single heads, a quarter of
the reduction in food stamp participation rates may be attributable to in-
creases in the generosity of the Earned Income Tax Credit program, which
moved many of these households above the income threshold for the pro-
gram. Thus, this study suggests that it is important to consider other pro-
grammatic changes that may have had effects on food stamp participation.

Finally, an interesting feature of the FSP is that it subsidizes rents and so
to some extent is actually a housing program.8 For example, suppose that
the four-person household depicted in table 4.4 moved from a $650 apart-
ment to an $800 per month apartment. The deduction that they could
claim for rent would rise from $342 to $492 per month, and the value of
their food stamp benefit would increase from $325.80 per month to
$370.80 per month. Thus, the increase of $150 in rental payments would be
offset by an increase in $45 in food stamp benefits. On the other hand, if
this household did not contain an elderly member, rental deductions would
be capped at $250 and there would be no offset. Similarly, for the elderly,
the FSP subsidizes out-of-pocket medical expenditures and thus can be
viewed as a medical insurance policy that “wraps around” coverages pro-
vided by the Medicare and Medicaid programs.

4.2.5 Financing and Quality Control Issues

The FSP

Funding for the FSP is overwhelmingly federal. In addition to funding
the benefits, the federal government pays its own administrative costs, and
at least 50 percent of the state’s administrative costs. The USDA Food and
Consumer Service retains responsibility for approving and overseeing par-
ticipation by retail food stores and other outlets that may accept food
stamps. The FNS is responsible for monitoring stores that participate in
the FSP, whereas states are responsible for monitoring individuals.

It is difficult to come up with any reliable estimate of the extent of fraud
in the FSP. Various types of abuse are possible. For example, recipients
may sell coupons at a discount to other individuals or to stores. Or stores
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may allow recipients to keep most of the change from a small food pur-
chase or to purchase nonfood items. Or ineligible individuals may attempt
to qualify for benefits.

The federal quality control system is directed at reducing erroneous de-
terminations about individuals’ eligibility for benefits. Under this system,
state welfare agencies continuously sample their active food stamp case-
loads as well as decisions to end or deny benefits. Over 90,000 cases are re-
viewed each year. These reviews yield a picture of the extent to which states
erroneously award or deny benefits, as well as estimates of the dollar
amounts of benefits involved. In 1996, the national weighted average over-
payment rate was estimated at 6.9 percent, and the underpayment rate was
estimated at 2.3 percent. The rate of improper denial of benefits was 3.8
percent (U.S. Committee on Ways and Means 1998).

States are subject to sanctions if their combined over- and underpay-
ment dollar rates exceed the national average error rate for the year in ques-
tion. In most cases these sanction amounts can be used by states to improve
the administration of FSP benefits. The Food and Nutrition Service (FNS)
of the USDA is also active in matching FSP databases to other databases
in order to track down households that are receiving benefits for deceased
individuals and prisoners. Four states have developed systems for using fin-
gerprints to verify FSP recipients’ identities.

However, a series of U.S. General Accounting Office (GAO) reports doc-
uments the fact that these efforts to monitor individual eligibility are not
always successful. The GAO has found that millions of dollars in overpay-
ments were accounted for by payments to households including inmates,
deceased individuals, households that were receiving benefits in more than
one state, and individuals who had already been disqualified for program
violations. For example, a four-state audit study found that $500,000 had
been collected by 3,000 previously disqualified individuals. However, al-
though this is a substantial dollar amount, it is very small relative to the
$5.6 billion in food stamps that was paid to 6.4 million individuals over the
period of the study in these four states (U.S. GAO 1999b).

A second type of abuse involves individuals who illegally sell their food
stamp benefits. The extent of this type of trafficking is unknown, but one
interesting study of the issue found that it was not uncommon for the same
individual to both buy and sell food stamp benefits within the month, usu-
ally to other individuals (Ciemnecki et al. 1998). For example, a recipient
might receive his or her cash TANF benefit at the beginning of the month
and use this cash to buy needed food. The recipient’s monthly FSP benefit
might be received some days later and be exchanged (at a 30 to 50 percent
discount) for cash. Then, if cash is received at some later point in the
month, it might be used to purchase FSP benefits (again at a discount),
which would then be exchanged for food.

In this scenario, severe liquidity constraints drive the trafficking. The
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value of the FSP benefit may be less than the household’s monthly food
budget, but the household is forced to budget on a day-to-day basis, and
the monthly FSP allotment is likely to exceed the amount the household
plans to spend on food in the next few days. The study authors note that
EBT technology per se is not likely to be a particularly effective deterrent
to this type of trafficking, since the buyer and the seller can simply go to the
store together. However, the study results suggest that crediting the FSP
benefits to the recipient’s card at smaller time intervals might prevent this
type of trafficking.

A second form of trafficking occurs when individuals sell their benefits
at a discount to stores, which then redeem them at full value. This form
may be viewed as more pernicious, in that it reduces the total amount of
food that is purchased using the FSP benefits. The USDA estimates that
about 2 percent of FSP benefits are lost due to this type of fraudulent
claim, and that a further 3.7 percent are illegally trafficked in this way (U.S.
Committee on Ways and Means 1998).

These estimates appear to be based on extrapolations of verified in-
stances of fraud to the population of food stamp retailers. For example,
Macaluso (1995) found that although 9.4 percent of stores investigated by
FNS were trafficking, only a small percentage of the large, publicly owned
grocery stores that were investigated engaged in trafficking. Since these
stores account for most of the redemptions of food stamp coupons, he in-
fers that the total amount of trafficking is small. On the other hand, he
finds that more than one in every seven dollars of benefits is trafficked in
those small, privately owned stores not stocking a full line of food that
were investigated by FNS. Similarly, in neighborhoods where the poverty
rate exceeds 30 percent, one in five stores investigated by FNS was traf-
ficking.

The problem with extrapolations from estimates based on FNS investi-
gations to the national level is that, first, FNS is more likely to investigate
stores where abuses are suspected than those in which abuses are not sus-
pected. Second, FNS is unlikely to catch all of the offending stores. The
first factor means that extrapolations tend to produce overestimates of
trafficking, while the second factor means that extrapolations tend to pro-
duce underestimates.

Although trafficking in food stamps is illegal, penalties do not appear to
be particularly harsh. Individuals are typically disqualified from the pro-
gram for one year for a first offense, two years for a second offense, and per-
manently for a third offense or for trafficking an amount that exceeds $500
(U.S. GAO 2000). Stores are generally assessed a fine, but these fines are
apparently seldom collected. The GAO reports that between 1993 and
1999, the FNS levied $78 million in fines but collected only $11.5 million
(U.S. GAO 1999c). The GAO suggests that the FNS would have more suc-
cess if it referred the delinquent debt to the Department of the Treasury,
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which could deduct the debt from any future federal payments made to the
store owners.

The WIC Program

The seven regional offices of the FNS issue regulations and provide cash
grants to state WIC agencies. In turn, the state agencies provide funds to
local agencies, monitor local compliance with regulations, and provide
technical assistance to local staff. State WIC agencies are required to re-
port to the FCS a “minimum data set” of eighteen items from their client
and management information systems. These items may be reported either
for all clients or for a representative sample. They include state agency
identification; local agency identification; service site identification; case
identification; date of birth; race/ethnicity; certification category (i.e.,
pregnant woman, breastfeeding woman, postpartum woman, infant,
child); expected date of delivery or weeks gestation; date of certification;
sex; priority level; participation in TANF, Medicaid, or food stamps; mi-
grant farmworker status; number in family; family income; nutritional
risks present at certification; hemoglobin, hematocrit, or “EP value”;
weight; height; and date of height and weight measure. However, despite
these requirements, in 1994 data on income were submitted for only 86 per-
cent of the caseload, and data on other program participation were sub-
mitted for only 92 percent of the caseload (Randall, Boast, and Holst
1995). In addition to this minimum data set, some states also report infor-
mation on birth weight, birth length, source of prenatal care, duration of
breastfeeding, and food package codes.

State agencies are also required to conduct on-site reviews of at least 10
percent of their vendors each year and to submit the results of this moni-
toring to FCS annually. Methods of on-site monitoring may include re-
views of checkout procedures, inventory records, and prices charged to
WIC recipients. In the two-year period between 1 October 1996 and 30
September 1998, about 9 percent of WIC vendors were identified as having
committed fraud or abuse (U.S. GAO 1999a). This estimate is remarkably
close to Macaluso’s (1995) findings for the FSP. Presumably the fraud takes
much the same form (e.g., vendors purchasing WIC coupons at a dis-
count). However, no estimate of the dollar losses associated with WIC
coupon trafficking is available. It is also unclear whether these vendors are
sanctioned any more effectively than those defrauding the FSP.

In contrast to the FSP, where an extensive effort is made to monitor in-
dividual compliance with eligibility standards through the federally man-
dated quality control system, there does not appear to be any federally co-
ordinated attempt to eliminate fraud at the individual level. Bitler, Currie,
and Scholz (2002) estimate using data from the Survey of Income and Pro-
gram Participation (SIPP) that of the infants receiving WIC in any given
month in 1998, 5.9 percent were ineligible for the benefits. Similarly, of the

226 Janet Currie



3.7 million children receiving benefits, 5.4 percent did not meet the in-
come or adjunctive eligibility criteria (and had not done so for the past
six months). These error rates are consistent with those reported in the
National Survey of WIC Participants (2001). The GAO recently recom-
mended FCS to direct state agencies to require participants to provide ev-
idence that they reside in the states in which they receive WIC benefits and
to provide identification when their eligibility is certified and when they re-
ceive food or food vouchers (U.S. GAO 2000).

One type of fraud that may occur with WIC is the trafficking of infant
formula obtained free under the program. Given the high cost of formula,
it might be tempting for a low-income mother to sell the formula she re-
ceives from WIC and give her older infant either solid food or cow’s milk
as a replacement. It is not known whether many mothers engage in this
practice, but there is anecdotal evidence of a substantial market in WIC
formula.

NSLP

Table 4.9 indicates that the federal subsidies for lunches served to those
below 185 percent of the federal poverty line exceed the “full price” of
lunch charged to wealthier students. Glantz et al. (1994) conducted a more
detailed analysis of the costs of the lunch program and found that federal
subsidies for the free or reduced-price meals often produce a surplus. Be-
cause the program is required to be nonprofit, these subsidies are generally
used to subsidize either the cost of full-price meals and “a la carte” food
items consumed by wealthier students, or kitchen equipment (Rossi 1998).
In addition to the federal funds represented by these subsidies, states are
required to match 30 percent of the federal expenditures on the program,
less the percentage by which the state per capita income is below the per
capita income of the United States.

Quality control procedures in the NSLP are aimed primarily at insuring
that participating schools comply with program regulations (U.S. Con-
gress 2000). The first set of requirements covers the “lunch counting and
claiming system.” Schools submit monthly claims to the responsible state
agency (usually the Department of Education) for reimbursement. School
food authorities are required to conduct annual, on-site reviews of each
school’s procedures for establishing the “counts” of free, reduced-price,
and full-price lunches that are claimed and to compare these counts to data
regarding the number of eligible children in each school and attendance
records.

Schools are further required to maintain files of approved and denied ap-
plications for free and reduced-price lunches that include the child’s name
and documentation certifying that the child is in an eligible household. In
households that are selected for income verification, parents are asked to
send either papers that show that they get food stamps or TANF, or papers
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that show the household’s current income. The latter may include pay stubs
for each job, Social Security retirement benefit letters, unemployment or
disability compensation check stubs, benefit letters from welfare agencies
for those receiving General Assistance, child support checks, or a brief
note explaining how food, clothing, and housing are obtained by those
who report “no income.” Parents who do not reply to this request for in-
come verification have their benefits cut off. All records pertaining to in-
come eligibility must be maintained for a period of three years.

School food authorities are required to provide a list of all schools in
which 50 percent or more of the children are certified eligible for free or re-
duced-price lunches to state authorities, and states are required to check
that these schools are indeed in high-poverty areas. Finally, schools are re-
quired to keep production and menu records sufficient to demonstrate that
the nutritional content of lunches served meets federal requirements when
the lunches are averaged over the course of a week.

4.3 Evidence About the Overall Efficacy of FANPs

The apparent decline in the extent of hunger in America (as measured by
the prevalence of nutritional deficiencies such as anemia or vitamin defi-
ciencies rather than by food insecurity) begs the question of the extent to
which FANPs can be credited with bringing about the decline. For ex-
ample, an alternative hypothesis is that the reduction in hunger reflects
steady decreases in the real price of food as well as increases in its avail-
ability over time. The fraction of income that a typical American family
spends on food has declined from one-third to less than one-sixth since the
mid-1960s (Citro and Michael 1995), and as we will see, even among FSP
households the typical family spends less than fifteen cents out of every
dollar of cash income received on food. On the other hand, Bhattacharya
et al. (2001) find evidence of a “heat or eat” effect in which the food con-
sumption of poor families suffers when cold weather strains the family
budget. This suggests that FANPs do not provide complete insurance
against this type of shock.

This section discusses evidence regarding the overall effectiveness of
FANPs. Tables 4.12, 4.13, and 4.14 provide an overview of the large num-
ber of studies that have been devoted to identifying effects of the FSP, WIC,
and NSLP on a long list of outcomes. Before proceeding with a discussion
of selected studies, I offer some comments regarding what types of effects
one might expect, the different types of outcomes that can be measured,
the identification of program effects, and other methodological issues.

4.3.1 Theory

Economic theory suggests that if the value of the FANP benefit is less
than the amount the family would have expended on food in any case, then
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it will have no more effect on consumption of food than an equivalent cash
transfer. Hence, if the family spent only fifteen cents of every dollar of in-
come on food, a dollar’s worth of FANP benefits would also be expected to
increase spending on food by only fifteen cents. The rest of the dollar
would presumably be spent on other goods. FANPs like WIC and NSLP
that provide specific food items may also affect the type of goods that are
consumed, to the extent that they supply goods that would not otherwise
have been chosen by the family. For example, a child may drink more milk
and fewer soft drinks if milk is supplied in the school lunch or subsidized
through WIC.

On the other hand, the impact of programs that target benefits to a spe-
cific individual in the household may be mitigated by compensatory ac-
tions taken in the household. For example, if a child is participating in
school breakfast and lunch, a parent may feed that child less at dinner and
might feed another nonparticipating child more. Thus, it is not obvious
that increasing the consumption of certain nutrients at some meals will in-
crease overall consumption of those nutrients. The first thing evaluators of
FANPs typically examine is whether participation in the FANP increases
food expenditures and/or changes nutrient intakes.

If the FANP does change nutrient intakes, then it may or may not have
a measurable impact on other aspects of child well-being. For example, if
a FANP encourages a child to consume more of a nutrient that is already
consumed in adequate amounts, then this is unlikely to have any beneficial
effect, and could in fact be harmful if it encouraged overeating. Only
FANPs that help children to overcome nutritional deficiencies, improve
their diets, or stabilize their consumption patterns (in the case of house-
holds that are food insecure but consuming an adequate number of calo-
ries) are likely to have a positive impact.

4.3.2 Measurement Issues

Whether or not FANPs are judged to be effective depends in part on
what outcome measure is chosen. There are three broad classes of nutri-
tional outcome measures that have been examined. The first group mea-
sures food insecurity. For example, people may be asked how often they
missed a meal because there was no food in the house, or whether they
worried about running out of money to buy food. A recent USDA report
(Nord, Jemison, and Bickel 1999) found that one in ten U.S. children su-
ffered from food insecurity.9 Food insecurity has been linked to higher lev-
els of hyperactivity, absenteeism, aggression, and tardiness as well as im-
paired academic functioning among children (Murphy et al. 1998).
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A second set of measures indicates whether or not a person suffers from
an identifiable nutritional deficiency. For example, even mild iron anemia
has been linked to cognitive shortfalls and inability to pay attention in chil-
dren. These deficiency measures may be assessed using actual blood or
urine tests, but due to the cost of collecting these measures, most studies
rely on self-reported food diaries that keep track of either household nu-
trient availability or individual nutrient intakes over a specified period of
time. One problem with all of these deficiency measures is that many con-
temporary threats to health are linked to overconsumption rather than un-
derconsumption of nutrients.

The third set of nutritional measures consists of anthropometric indexes
such as birth weight, body mass index, height-for-age, or weight-for-
height. These measures have the advantage of being objective and accurate
(when taken by trained technicians). Birth weight is the single most im-
portant indicator of a newborn’s health. Infants weighing less than 2500
grams at birth are considered to be low birth weight, whereas those who
weigh less than 1500 grams are very low birth weight. Low or very low birth
weights are linked to higher-than-average risks of infant mortality, chronic
conditions, and delayed development.

Body mass index (BMI) is defined as weight in grams divided by the
square of height in meters. Adults with a BMI over thirty are considered to
be obese and are at higher risk of mortality from a range of illnesses.
Height-for-age is considered to be a long-term measure of nutritional sta-
tus. However, in developed countries, few individuals are stunted (i.e., far
below normal height-for-age). Weight-for-height can be viewed as a
shorter-run measure of nutritional status, although again, in developed
countries individuals are more likely to suffer from excessive weight that
from wasting (i.e., low weight-for-height).

The link between food insecurity and other measures of nutritional out-
comes is quite weak. In the USDA study, only 3.5 percent of households
had food insecurity severe enough that one or more household members
ever went hungry. Bhattacharya, Currie, and Haider (2001) show that
among children, standard poverty measures are more highly correlated
with nutritional deficiencies than food insecurity, and that among teens,
neither measure correlates well with objectively measured nutritional defi-
ciencies. It is possible that in many cases food insecurity reflects social
problems such as dysfunctional families, homelessness, alcohol and drug
abuse, or (especially in the elderly) inability to shop for and prepare food
more than it reflects actual food shortages.

Finally, many studies of FANPs examine the effects of the programs on
food expenditures. The implicit assumption seems to be that families with
higher food expenditures will be better nourished, although, as previously
discussed, this assumption is suspect in a world in which many people both
consume excessive calories and have nutrient deficiencies.
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4.3.3 Identification of Program Effects and Other Econometric Issues

As table 4.12 illustrates, the modal study of the FSP, for example, com-
pares eligible participants to eligible nonparticipants using a multiple re-
gression model. The main problem with drawing inferences about the effi-
cacy of the FSP from this exercise is that participants are likely to differ
from eligible nonparticipants in ways that are not observed by the re-
searcher. Thus, for example, Basiotis, Kramer-LeBlanc, and Kennedy
(1998) and Butler and Raymond (1996) both find that participation in the
FSP reduces consumption of some important nutrients. Since it is hard to
imagine how giving people food coupons could do this, one suspects that
these results are driven by negative selection into the FSP program. That is,
those who participate may be less likely to eat a healthy diet for reasons
that have not been controlled for in the regression models estimated by
these researchers. Since participation of eligibles is not complete in any of
these programs, the selection problem is ubiquitous in this literature and
applies to all studies that attempt to examine impacts of the programs.

The standard approach to this problem is to find an instrument—that is,
a variable that affects program determination but has no independent
effect on outcomes. For example, if there was a lot of variation in the rules
determining eligibility, and the variation in these rules was not related to
variation in the outcomes of interest, then program rules could be used as
instruments for predicting participation, and the outcome of interest
would then be linked to predicted participation. However, if states were less
likely to require income verification for WIC applicants in states with a
high incidence of low birth weight, then variation in this program rule
might not be a valid instrument for WIC participation.

Unfortunately, at least from the point of view of researchers, most FSP
and NSLP rules are set at the federal level and have shown little change
over time, which means that these rules are not good candidate instrumen-
tal variables. However, some rules, such as those setting recertification pe-
riods for the FSP, are set at the state level, although this potential source of
identification has not been exploited in any extant study of child outcomes.
In contrast to FSP and NSLP, there is a great deal of variation in WIC pro-
gram rules across states, and also some variation over time. Thus, WIC
program rules offer an apparently more promising source of instrumental
variables, although to date only one study (Brien and Swann 1999) has
taken advantage of this source of identification to examine effects on child
outcomes. Bitler, Currie, and Scholz (2002) show that these differences in
state program rules are correlated with WIC participation in the ways that
one might expect.

One promising identification strategy is to exploit interactions between
programs. For example, as discussed above, households receiving cash wel-
fare are generally categorically eligible for FANPs. Thus, it could be argued
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that factors that encourage participation in welfare programs also affect
participation in FANPs by reducing the transactions costs associated with
enrolling in the program. If these factors have no direct impact on out-
comes, then they will be valid instruments. For example, recent expansions
of eligibility for the Medicaid program may have had the effect of bringing
people into welfare offices, where they also signed up for the FSP. If Med-
icaid has no direct effect on food expenditures, then changes in Medicaid
rules may be valid instruments for FSP participation in models of food ex-
penditures. Welfare reform may be having the opposite effect, driving
people out of welfare offices and increasing the transactions costs associ-
ated with claiming and maintaining FSP eligibility. Thus welfare reform
offers a potential source of identifying variation in program rules, al-
though one would have to be cautious about assuming that, for example,
termination of cash benefits had no independent effect on the outcomes of
interest.

In the absence of strong instruments, many studies either have simply
punted on the issue of identification or have used a weaker design. For ex-
ample, many studies reviewed in tables 4.12, 4.13, and 4.14 use what might
be termed a “dose-response” methodology in which it is argued that other
things being equal, the greater the size of the benefits, the greater the effect
of a program ought to be. There is some variation in the benefit levels re-
ceived, for instance, by FSP households of similar size, because these
households may have differing levels of earned and unearned income (e.g.,
different TANF payments), pay different amounts of rent, and have differ-
ent demographic structures. However, since all of these sources of varia-
tion (with the possible exception of state differences in TANF payments)
reflect choices made by households, it is not clear that they are a legitimate
source of identification of program effects. These identification problems
should be kept in mind in the following discussion of estimated program
effects.

Other econometric issues that are sometimes noted in studies of FANPs
include discussions about functional form, controls for household size and
composition, controls for the number of meals consumed away from home,
and weighting issues. All of these issues raise thorny questions for which
there are no obvious answers. In terms of functional form, there is little ev-
idence to suggest that any particular form is correct. However, a general
rule of thumb might be to estimate as flexible a functional form as the data
will permit.

Controlling for household size and composition is also tricky. The rea-
son one would want to control for these factors is that children are pre-
sumed to need less food than adults, and women to need less food than
men, on average. Researchers often use “equivalence scales” that seek to
convert all household members into the equivalent number of adult males.
However, given that the equivalence is unlikely to be exact, this practice

240 Janet Currie



T
ab

le
 4

.1
3

S
tu

di
es

 o
f t

he
 W

IC
 P

ro
gr

am

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

S
tu

di
es

 o
f I

m
pa

ct
 o

n 
B

ir
th

 O
ut

co
m

es
A

hl
uw

al
ia

 e
t a

l. 
(1

99
2)

L
in

ke
d 

W
IC

 a
nd

 b
ir

th
 r

ec
or

d 
fil

es
 fo

r 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

le
ng

th
 

R
ed

uc
es

 th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 w

ei
gh

t
19

92
of

 p
re

na
ta

l W
IC

 “
ex

po
su

re
”

W
IC

 a
nd

 n
on

-W
IC

 M
ed

ic
ai

d 
re

ci
pi

en
ts

 
w

it
h 

fu
ll-

te
rm

 b
ir

th
s 

(n
=

 5
3,

78
2)

B
ai

le
y 

et
 a

l. 
(1

98
3)

P
ri

m
ar

y 
da

ta
 c

ol
le

ct
io

n 
at

 o
ne

 W
IC

 s
it

e 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 a

nd
 a

na
ly

si
s 

of
 

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t;
 p

ar
ti

ci
pa

t-
an

d 
on

e 
no

n-
W

IC
 s

it
e 

in
 F

lo
ri

da
 (d

at
es

 
va

ri
an

ce
 u

si
ng

 p
ar

ti
ci

pa
ti

on
 d

um
m

y
in

g 
pr

eg
na

nt
 w

om
en

 c
on

su
m

e 
m

or
e 

of
 

no
t r

ep
or

te
d)

vi
ta

m
in

 B
-6

 a
nd

 ir
on

W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 n
on

pa
rt

ic
ip

an
ts

 
w

ho
 w

er
e 

30
 w

ee
ks

 p
re

gn
an

t a
t t

im
e 

of
 

re
cr

ui
tm

en
t a

nd
 r

ec
ei

vi
ng

 id
en

ti
ca

l 
pr

en
at

al
 c

ar
e 

(n
=

 1
01

)

B
ri

en
 a

nd
 S

w
an

n 
(1

99
9)

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

(a
) M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 u

si
ng

 p
ar

ti
-

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t (
fo

r 
bl

ac
ks

)
(a

) W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 n
on

-
ci

pa
ti

on
 d

um
m

ie
s 

(o
ne

 fo
r 

ev
er

y 
pa

rt
ic

i-
H

is
pa

ni
c 

w
om

en
 w

ho
 a

re
 a

t n
ut

ri
ti

on
al

 
pa

te
d 

an
d 

on
e 

fo
r 

pa
rt

ic
ip

at
ed

 d
ur

in
g 

ri
sk

 (n
=

 7
,7

78
)

fir
st

 tr
im

es
te

r)
, w

it
h 

se
ve

ra
l s

el
ec

ti
on

 b
ia

s 
(b

) W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 n
on

-
ad

ju
st

m
en

t m
od

el
s

H
is

pa
ni

c 
w

om
en

 w
it

h 
at

 le
as

t o
ne

 li
ve

 
(b

) F
ix

ed
 e

ff
ec

ts
 m

od
el

 u
si

ng
 p

ar
ti

ci
pa

-
bi

rt
h 

pr
io

r 
to

 1
98

8 
(n

=
 6

,2
54

 p
ai

rs
 o

f 
ti

on
 s

ta
tu

s 
fo

r 
ea

ch
 p

re
gn

an
cy

, s
ep

ar
at

e 
bi

rt
hs

)
fo

r 
bl

ac
ks

 a
nd

 w
hi

te
s

B
ro

w
n,

 W
at

ki
ns

, a
nd

 
M

ed
ic

al
 r

ec
or

ds
, b

ir
th

 a
nd

 d
ea

th
 c

er
ti

fi-
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

N
o 

si
gn

ifi
ca

nt
 im

pa
ct

 e
st

im
at

ed
 o

n 
bi

rt
h 

H
ie

tt
 (1

99
6)

ca
te

s 
fo

r 
bi

rt
hs

 in
 o

ne
 I

nd
ia

na
 h

os
pi

ta
l 

pa
ti

on
 d

um
m

y
w

ei
gh

t,
 th

e 
lik

el
ih

oo
d 

of
 lo

w
/v

er
y 

lo
w

 
be

tw
ee

n 
Ja

nu
ar

y 
19

88
 a

nd
 J

un
e 

19
89

bi
rt

hw
ei

gh
t,

 a
nd

 in
fa

nt
 m

or
ta

lit
y 

ra
te

N
on

-H
is

pa
ni

c 
w

om
en

 w
ho

 d
el

iv
er

ed
 a

t 
th

e 
ar

ea
’s

 p
ri

m
ar

y 
ho

sp
it

al
 fo

r 
th

e 
“u

nd
er

se
rv

ed
” 

(n
=

 4
,7

07
)

(c
on

ti
nu

ed
)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

B
ue

sc
he

r 
et

 a
l. 

(1
99

3)
L

in
ke

d 
W

IC
, M

ed
ic

ai
d,

 a
nd

 b
ir

th
 r

ec
or

d 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

R
ed

uc
es

 th
e 

lik
el

ih
oo

d 
of

 lo
w

/v
er

y 
lo

w
 

fil
es

 fo
r 

19
88

 b
ir

th
s 

in
 N

or
th

 C
ar

ol
in

a
pa

ti
on

 d
um

m
y 

an
d 

m
on

th
s 

on
 W

IC
 a

nd
 

bi
rt

h 
w

ei
gh

t
W

IC
 a

nd
 n

on
-W

IC
 M

ed
ic

ai
d 

re
ci

pi
en

ts
 

p
er

ce
nt

 o
f p

re
gn

an
cy

 o
n 

W
IC

w
ho

 w
er

e 
en

ro
lle

d 
in

 p
re

na
ta

l c
ar

e 
(n

=
 2

1,
90

0)

C
ov

in
gt

on
 (1

99
5)

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
R

ed
uc

es
 th

e 
lik

el
ih

oo
d 

of
 lo

w
/v

er
y 

lo
w

 
W

IC
 a

nd
 n

on
-W

IC
 A

fr
ic

an
 A

m
er

ic
an

 
pa

ti
on

 d
um

m
y;

 s
ep

ar
at

e 
m

od
el

s 
fo

r 
L

B
W

 
bi

rt
h 

w
ei

gh
t (

ex
ce

pt
 th

e 
su

bg
ro

up
 w

it
h 

w
om

en
 w

ho
 r

ec
ei

ve
d 

so
m

e 
pr

en
at

al
 c

ar
e 

vs
. n

or
m

al
 w

ei
gh

t a
nd

 V
L

B
W

 v
s.

 n
or

m
al

 
an

nu
al

 in
co

m
e 

�
12

00
0 

an
d 

no
 p

ub
lic

 
(n

=
 3

,9
05

)
w

ei
gh

t f
or

 e
ac

h 
of

 fo
ur

 s
ub

gr
ou

ps
 b

as
ed

 
ai

d,
 w

hi
ch

 s
ho

w
ed

 n
eg

at
iv

e 
im

pa
ct

)
on

 c
om

bi
na

ti
on

s 
of

 in
co

m
e 

an
d 

re
ce

ip
t 

of
 M

ed
ic

ai
d 

an
d/

or
 A

F
D

C

D
ev

an
ey

 a
nd

 S
ch

im
 

F
N

S 
W

IC
/M

ed
ic

ai
d 

(1
98

7–
88

)
P

ro
bi

t a
na

ly
si

s 
us

in
g 

pa
rt

ic
ip

at
io

n 
R

ed
uc

es
 n

eo
na

ta
l a

nd
 in

fa
nt

 m
or

ta
lit

y 
(1

99
3)

W
IC

 a
nd

 n
on

-W
IC

 M
ed

ic
ai

d 
re

ci
pi

en
ts

 
du

m
m

y:
 e

nr
ol

le
d 

by
 3

0 
w

ee
ks

 g
es

ta
ti

on
ra

te
(n

=
 1

11
,9

58
)

D
ev

an
ey

 (1
99

2)
F

N
S 

W
IC

/M
ed

ic
ai

d 
(1

98
7–

88
)

P
ro

bi
t a

na
ly

si
s 

us
in

g 
pa

rt
ic

ip
at

io
n 

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t a
nd

 r
e-

W
IC

 a
nd

 n
on

-W
IC

 M
ed

ic
ai

d 
re

ci
pi

en
ts

 
du

m
m

y:
 (a

) p
ar

ti
ci

pa
te

d;
 (b

) p
ar

ti
ci

pa
te

d 
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 v
er

y 
lo

w
 b

ir
th

 
(n

=
 1

11
,9

58
)

du
ri

ng
 fi

rs
t t

ri
m

es
te

r
w

ei
gh

t

D
ev

an
ey

, B
ilh

ei
m

er
, 

F
N

S 
W

IC
/M

ed
ic

ai
d 

(1
98

7–
88

)
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 a

nd
 p

ro
bi

t a
na

l-
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t a

nd
 m

ea
n 

an
d 

Sh
or

e 
(1

99
0,

 1
99

1)
W

IC
 a

nd
 n

on
-W

IC
 M

ed
ic

ai
d 

re
ci

pi
en

ts
ys

is
 u

si
ng

 p
ar

ti
ci

pa
ti

on
 d

um
m

y:
 (a

) p
ar

-
ge

st
at

io
na

l a
ge

/le
ng

th
 o

f g
es

ta
ti

on
, a

nd
 

(n
=

 1
11

,9
58

)
ti

ci
pa

te
d;

 (b
) p

ar
ti

ci
pa

te
d 

du
ri

ng
 fi

rs
t 

re
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 w

ei
gh

t 
tr

im
es

te
r;

 a
tt

em
pt

ed
 b

ut
 r

ej
ec

te
d 

se
le

ct
io

n
an

d 
pr

em
at

ur
e 

bi
rt

h,
 M

ed
ic

ai
d/

he
al

th
 

bi
as

 a
dj

us
tm

en
t

ca
re

 c
os

ts

F
ri

sb
ie

 e
t a

l. 
(1

99
7)

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
R

ed
uc

es
 th

e 
lik

el
ih

oo
d 

of
 s

m
al

l f
or

-
W

IC
 a

nd
 n

on
-W

IC
 w

om
en

 (n
=

 8
,4

24
)

pa
ti

on
 d

um
m

y
ge

st
at

io
na

l-
ag

e 
bi

rt
h/

in
tr

au
te

ri
ne

 g
ro

w
th

 
re

ta
rd

at
io

n



G
or

do
n 

an
d 

N
el

so
n 

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 a
nd

 lo
gi

t a
na

ly
si

s 
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t a

nd
 m

ea
n 

(1
99

5)
W

IC
 a

nd
 in

co
m

e-
el

ig
ib

le
 w

om
en

 
us

in
g 

pa
rt

ic
ip

at
io

n 
du

m
m

y;
 b

ir
th

 w
ei

gh
t 

ge
st

at
io

na
l a

ge
/le

ng
th

 o
f g

es
ta

ti
on

, a
nd

 
(n

=
 6

,1
70

)
an

al
ys

is
 in

cl
ud

ed
 s

ep
ar

at
e 

m
od

el
s 

fo
r 

re
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 lo
w

/v
er

y 
lo

w
 

bl
ac

ks
 a

nd
 w

hi
te

s,
 a

s 
w

el
l a

s 
se

ve
ra

l a
lt

er
-

bi
rt

h 
w

ei
gh

t a
nd

 p
re

m
at

ur
e 

bi
rt

h
na

ti
ve

 m
od

el
s 

to
 c

on
tr

ol
 fo

r 
si

m
ul

ta
ne

it
y;

 
at

te
m

pt
ed

, b
ut

 r
ej

ec
te

d,
 s

el
ec

ti
on

 b
ia

s 
ad

ju
st

m
en

t (
us

in
g 

p
er

 c
ap

it
a 

st
at

e-
le

ve
l 

W
IC

 fo
od

 e
xp

en
di

tu
re

s,
 a

n 
in

di
ca

to
r 

of
 

w
he

th
er

 th
e 

fa
m

ily
 h

ad
 in

co
m

e 
fr

om
 

w
ag

es
 a

nd
 a

n 
in

di
ca

to
r 

of
 W

IC
 p

ar
ti

ci
pa

-
ti

on
 d

ur
in

g 
pr

ev
io

us
 p

re
gn

an
ci

es
 a

s 
id

en
-

ti
fy

in
g 

va
ri

ab
le

s)

H
ei

m
en

di
ng

er
 e

t a
l. 

W
IC

 a
nd

 m
ed

ic
al

 r
ec

or
ds

 in
 3

 W
IC

 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 o

f v
al

ue
 a

dd
ed

 
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t

(1
98

4)
cl

in
ic

s 
an

d 
4 

no
n-

W
IC

 c
lin

ic
s 

in
 th

e 
sa

m
e 

m
ea

su
re

s 
by

 a
ge

 g
ro

up
 (3

-m
on

th
 in

te
r-

B
os

to
n 

ne
ig

hb
or

ho
od

s 
(1

97
9–

81
)

va
ls

),
 u

si
ng

 p
ar

ti
ci

pa
ti

on
 d

um
m

y 
ba

se
d 

W
IC

 a
nd

 M
ed

ic
ai

d-
el

ig
ib

le
 in

fa
nt

s 
an

d 
on

 m
ot

he
r’s

 p
ar

ti
ci

pa
ti

on
 in

 W
IC

 d
ur

in
g

to
dd

le
rs

 u
p 

to
 2

0 
m

on
th

s 
of

 a
ge

 w
it

h 
at

 
pr

eg
na

nc
y

le
as

t 2
 h

ei
gh

t a
nd

 w
ei

gh
t m

ea
su

re
m

en
ts

 
(n

=
 1

,9
07

)

Jo
yc

e,
 C

or
m

an
, a

nd
 

C
en

su
s 

da
ta

 fo
r 

la
rg

e 
co

un
ti

es
 in

 th
e 

C
os

t-
eff

ec
ti

ve
ne

ss
 s

tu
dy

 u
si

ng
 a

gg
re

ga
te

 
R

ed
uc

es
 n

eo
na

ta
l m

or
ta

lit
y 

ra
te

 (f
or

 
G

ro
ss

m
an

 (1
98

8)
U

ni
te

d 
St

at
es

 in
 1

99
7

da
ta

; m
ul

ti
va

ri
at

e 
re

gr
es

si
on

 u
si

ng
 s

ta
te

-
bl

ac
ks

)
D

at
a 

fo
r 

67
7 

co
un

ti
es

 w
it

h 
50

,0
00

+
 r

es
i-

sp
ec

ifi
c 

nu
m

be
r 

of
 p

re
gn

an
t w

om
en

 e
n-

de
nt

s 
fo

r 
w

hi
te

 a
na

ly
si

s 
an

d 
35

7 
co

un
ti

es
 

ro
lle

d 
in

 W
IC

 p
er

 1
,0

00
 s

ta
te

-s
p

ec
ifi

c 
w

it
h 

5,
00

0+
 b

la
ck

s 
fo

r 
bl

ac
k 

an
al

ys
is

el
ig

ib
le

 w
om

en
, w

it
h 

se
le

ct
io

n 
bi

as
 a

dj
us

t-
m

en
t.

 S
ep

ar
at

e 
m

od
el

s 
fo

r 
bl

ac
ks

 a
nd

 
w

hi
te

s.

K
en

ne
dy

 a
nd

 
W

IC
 a

nd
 m

ed
ic

al
 r

ec
or

ds
 in

 W
IC

 s
it

es
 

t-
te

st
s 

an
d 

ch
i-

sq
ua

re
 te

st
s 

us
in

g 
pa

rt
ic

i-
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t a

nd
 m

ea
n 

K
ot

el
ch

uc
k 

(1
98

4)
an

d 
no

n-
W

IC
 h

ea
lt

h 
fa

ci
lit

ie
s 

in
 4

 g
eo

-
pa

ti
on

 d
um

m
y 

an
d 

nu
m

be
r 

of
 m

on
th

s 
ge

st
at

io
na

l a
ge

/le
ng

th
 o

f g
es

ta
ti

on
, a

nd
 

gr
ap

hi
c 

ar
ea

s 
of

 M
as

sa
ch

us
et

ts
 (1

97
3–

78
) 

vo
uc

he
rs

 r
ec

ei
ve

d
re

du
ce

s 
ne

on
at

al
 m

or
ta

lit
y 

ra
te

(r
ea

na
ly

si
s 

of
 d

at
a 

fr
om

 K
en

ne
dy

 e
t a

l. 
19

82
)

M
at

ch
ed

 W
IC

 a
nd

 n
on

-W
IC

 p
ai

rs
 o

f 
pr

eg
na

nt
 w

om
en

 (n
=

 4
18

 p
ai

rs
)

(c
on

ti
nu

ed
)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

K
en

ne
dy

 e
t a

l. 
(1

98
2)

W
IC

 a
nd

 m
ed

ic
al

 r
ec

or
ds

 in
 W

IC
 s

it
es

 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t a
nd

 r
e-

an
d 

no
n-

W
IC

 h
ea

lt
h 

fa
ci

lit
ie

s 
in

 4
 g

eo
-

pa
ti

on
 d

um
m

y 
an

d 
nu

m
be

r 
of

 v
ou

ch
er

s 
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 w

ei
gh

t
gr

ap
hi

c 
ar

ea
s 

of
 M

as
sa

ch
us

et
ts

 (1
97

3–
78

)
re

ce
iv

ed
, m

on
th

s 
on

 W
IC

W
IC

 a
nd

 W
IC

-e
lig

ib
le

 w
om

en
 (n

=
 1

,2
97

)

K
ot

el
ch

uc
k 

et
 a

l. 
(1

98
4)

L
in

ke
d 

W
IC

, b
ir

th
 a

nd
 d

ea
th

 r
ec

or
ds

 fo
r 

t-
te

st
 a

nd
 c

hi
-s

qu
ar

e 
te

st
s 

us
in

g 
pa

rt
ic

i-
In

cr
ea

se
s 

m
ea

n 
ge

st
at

io
na

l a
ge

/le
ng

th
 

19
78

 b
ir

th
s 

in
 M

as
sa

ch
us

et
ts

pa
ti

on
 d

um
m

y 
an

d 
m

on
th

s 
on

 W
IC

 a
nd

 
of

 g
es

ta
ti

on
 a

nd
 r

ed
uc

es
 th

e 
lik

el
ih

oo
d 

M
at

ch
ed

 W
IC

 a
nd

 n
on

-W
IC

 p
ai

rs
 o

f 
p

er
ce

nt
 o

f p
re

gn
an

cy
 o

n 
W

IC
of

 lo
w

 b
ir

th
 w

ei
gh

t,
 n

eo
na

ta
l m

or
ta

lit
y 

pr
eg

na
nt

 w
om

en
 w

it
h 

si
ng

le
to

n 
bi

rt
hs

 
ra

te
(n

=
 4

,1
26

 p
ai

rs
)

K
ow

al
es

ki
-J

on
es

 a
nd

 
N

L
SY

 M
ot

he
r-

C
hi

ld
 d

at
a;

 2
,0

00
 c

hi
l-

Si
bl

in
g 

fix
ed

 e
ff

ec
ts

In
cr

ea
se

 o
f 7

 o
un

ce
s 

in
 m

ea
n 

bi
rt

h 
D

un
ca

n 
(2

00
2)

dr
en

, 1
99

0–
96

; 1
04

 s
ib

lin
g 

pa
ir

s,
 7

1 
pa

ir
s 

w
ei

gh
t;

 p
os

it
iv

e 
eff

ec
t o

n 
te

m
p

er
am

en
t 

in
 w

hi
ch

 o
ne

 c
hi

ld
 p

ar
ti

ci
pa

te
d 

an
d 

on
e 

sc
or

e;
 n

o 
eff

ec
t o

n 
so

ci
al

 o
r 

m
ot

or
 s

ki
lls

 
di

dn
’t

te
st

 s
co

re
s

M
ay

s-
Sc

ot
t (

19
91

)
W

IC
 r

ec
or

ds
 in

 o
ne

 c
ou

nt
y 

he
al

th
 

A
na

ly
si

s 
of

 v
ar

ia
nc

e 
us

in
g 

nu
m

be
r 

of
 

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t
de

pa
rt

m
en

t i
n 

T
ex

as
 (1

98
7–

89
)

m
on

th
s 

en
ro

lle
d,

 n
ut

ri
ti

on
 e

du
ca

ti
on

 
P

re
na

ta
l W

IC
 p

ar
ti

ci
pa

nt
s 

w
ho

 w
er

e 
co

nt
ac

ts
, a

nd
 v

ou
ch

er
 p

ic
ku

ps
�

17
 y

ea
rs

 a
nd

 h
ad

 a
t l

ea
st

 o
ne

 p
re

vi
ou

s 
pr

eg
na

nc
y 

(n
=

 2
17

)

M
et

co
ff

et
 a

l. 
(1

98
5)

P
ri

m
ar

y 
da

ta
 c

ol
le

ct
io

n 
at

 a
 p

re
na

ta
l 

R
an

do
m

iz
ed

 e
xp

er
im

en
t;

 m
ul

ti
va

ri
at

e 
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t (

in
 th

e 
ca

se
 

cl
in

ic
 in

 o
ne

 h
os

pi
ta

l i
n 

O
kl

ah
om

a 
re

gr
es

si
on

 u
si

ng
 p

ar
ti

ci
pa

ti
on

 d
um

m
y

of
 s

m
ok

in
g 

m
ot

he
rs

);
 a

ls
o 

es
ti

m
at

ed
 th

e
(1

98
3–

84
)

im
pa

ct
 o

n 
th

e 
nu

tr
it

io
na

l b
io

ch
em

is
tr

ie
s 

In
co

m
e-

el
ig

ib
le

 p
re

gn
an

t w
om

en
 s

el
ec

te
d

of
 p

re
gn

an
t w

om
en

, b
ut

 n
o 

si
gn

ifi
ca

nt
 

at
 m

id
pr

eg
na

nc
y 

ba
se

d 
on

 p
re

di
ct

ed
 

re
su

lt
 o

bt
ai

ne
d

bi
rt

h 
w

ei
gh

t;
 ro

ug
hl

y 
eq

ui
va

le
nt

 n
um

be
rs

 
w

er
e 

pr
ed

ic
te

d 
to

 h
av

e 
av

er
ag

e-
si

ze
 

ba
bi

es
 v

s.
 s

m
al

l o
r 

la
rg

e 
ba

bi
es

 (n
=

 4
10

)



M
os

s 
an

d 
C

ar
ve

r 
(1

99
8)

N
M

IH
S-

liv
e 

bi
rt

h 
an

d 
in

fa
nt

 d
ea

th
 fi

le
s 

L
og

it
 a

na
ly

si
s 

us
in

g 
pa

rt
ic

ip
at

io
n 

R
ed

uc
es

 n
eo

na
ta

l m
or

ta
lit

y 
ra

te
(1

98
8)

du
m

m
y 

w
it

h 
an

d 
w

it
ho

ut
 M

ed
ic

ai
d

W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 n
on

-H
is

pa
ni

c 
w

om
en

 (n
=

 7
,7

96
)

N
ew

 Y
or

k 
St

at
e 

D
ep

ar
t-

L
in

ke
d 

W
IC

, b
ir

th
 r

ec
or

d 
an

d 
ho

sp
it

al
 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t a

nd
 m

ea
n 

m
en

t o
f H

ea
lt

h 
(1

99
0)

di
sc

ha
rg

e 
fil

es
 fo

r 
bi

rt
hs

 in
 la

st
 6

 m
on

th
s 

pa
ti

on
 d

um
m

y 
de

fin
ed

 o
n 

th
e 

ba
si

s 
of

 in
-

ge
st

at
io

na
l a

ge
/le

ng
th

 o
f g

es
ta

ti
on

, a
nd

 
of

 1
99

8
su

ra
nc

e 
co

ve
ra

ge
 (M

ed
ic

ai
d,

 p
ri

va
te

, n
on

e)
re

du
ce

s 
th

e 
lik

el
ih

oo
d 

of
 lo

w
/v

er
y 

lo
w

 
Si

ng
le

to
n 

bi
rt

hs
 to

 W
IC

 a
nd

 n
on

-W
IC

 
bi

rt
h 

w
ei

gh
t a

nd
 p

re
m

at
ur

e 
bi

rt
h,

 M
ed

-
w

om
en

 (n
=

 1
32

,9
94

)
ic

ai
d/

he
al

th
 c

ar
e 

co
st

s

R
us

h,
 A

lv
ir,

 e
t a

l. 
V

it
al

 s
ta

ti
st

ic
s 

re
co

rd
s 

fo
r 

1,
39

2 
co

un
ti

es
 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 fo
r 

tr
en

d 
an

al
ys

is
 

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t a
nd

 m
ea

n 
(1

98
8a

)
in

 1
9 

st
at

es
 a

nd
 D

.C
. (

19
72

–8
0)

re
la

ti
ng

 W
IC

 p
ro

gr
am

 p
en

et
ra

ti
on

 o
ve

r 
ge

st
at

io
na

l a
ge

/le
ng

th
 o

f g
es

ta
ti

on
, a

nd
 

ti
m

e 
to

 b
ir

th
 o

ut
co

m
es

re
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 p
re

m
at

ur
e 

bi
rt

h

Sc
hr

am
m

 (1
98

6)
L

in
ke

d 
W

IC
, M

ed
ic

ai
d,

 b
ir

th
 r

ec
or

d,
 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t a

nd
 r

e-
ho

sp
it

al
 c

ar
e,

 a
nd

 d
ea

th
 r

ec
or

d 
fil

es
 fo

r 
pa

ti
on

 d
um

m
y 

an
d 

W
IC

 fo
od

 c
os

ts
 a

d-
du

ce
s 

th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 w

ei
gh

t,
 

19
82

 b
ir

th
s 

in
 M

is
so

ur
i

ju
st

ed
 fo

r 
le

ng
th

 o
f p

re
gn

an
cy

M
ed

ic
ai

d/
he

al
th

 c
ar

e 
co

st
s

W
IC

 a
nd

 n
on

-W
IC

 M
ed

ic
ai

d 
re

ci
pi

en
ts

 
(n

=
 8

,5
46

)

Sc
hr

am
m

 (1
98

5)
L

in
ke

d 
W

IC
, M

ed
ic

ai
d,

 b
ir

th
 a

nd
 h

os
-

A
na

ly
si

s 
of

 c
ov

ar
ia

nc
e 

us
in

g 
pa

rt
ic

ip
at

io
n 

R
ed

uc
es

 th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 

pi
ta

l c
ar

e 
re

co
rd

s 
fo

r 
19

80
 b

ir
th

s 
in

 
du

m
m

y 
an

d 
W

IC
 fo

od
 c

os
ts

 a
dj

us
te

d 
fo

r 
w

ei
gh

t,
 M

ed
ic

ai
d/

he
al

th
 c

ar
e 

co
st

s
M

is
so

ur
i

le
ng

th
 o

f p
re

gn
an

cy
W

IC
 a

nd
 n

on
-W

IC
 M

ed
ic

ai
d 

re
ci

pi
en

ts
 

(n
=

 7
,6

28
)

Si
lv

er
m

an
 (1

98
2)

M
ed

ic
al

 r
ec

or
ds

 fo
r 

ra
nd

om
 s

am
pl

e 
of

 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 u

si
ng

 p
ar

ti
ci

pa
-

N
o 

si
gn

ifi
ca

nt
 im

pa
ct

 e
st

im
at

ed
 o

n 
bi

rt
h 

w
om

en
 e

nr
ol

le
d 

in
 M

IC
 in

 A
lle

gh
en

y 
ti

on
 d

um
m

y
w

ei
gh

t a
nd

 th
e 

lik
el

ih
oo

d 
of

 lo
w

 b
ir

th
 

C
o.

, P
en

ns
yl

va
ni

a 
be

fo
re

 (1
97

1–
74

) a
nd

 
w

ei
gh

t
af

te
r 

(1
97

4–
19

77
) i

ni
ti

at
io

n 
of

 W
IC

W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 n
on

pa
rt

ic
ip

an
ts

 
(n

=
 2

,5
14

)
(c

on
ti

nu
ed

)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

Si
m

ps
on

 (1
98

8)
A

gg
re

ga
te

 c
ou

nt
y-

le
ve

l d
at

a 
fo

r 
N

or
th

 
T

re
nd

 a
na

ly
si

s 
re

la
ti

ng
 W

IC
 p

en
et

ra
ti

on
 

N
o 

si
gn

ifi
ca

nt
 im

pa
ct

 e
st

im
at

ed
 o

n 
th

e 
C

ar
ol

in
a,

 in
cl

ud
in

g 
vi

ta
l s

ta
ti

st
ic

s,
 d

em
o-

ov
er

 ti
m

e 
to

 b
ir

th
 o

ut
co

m
es

; m
ul

ti
va

ri
at

e 
lik

el
ih

oo
d 

of
 lo

w
 b

ir
th

 w
ei

gh
t

gr
ap

hi
c 

an
d 

se
rv

ic
e 

in
fr

as
tr

uc
tu

re
 c

ha
r-

re
gr

es
si

on
 u

si
ng

 p
ro

gr
am

 “
in

te
ns

it
y”

 
ac

te
ri

st
ic

s,
 a

nd
 p

ro
gr

am
 p

en
et

ra
ti

on
 a

nd
 

va
ri

ab
le

 b
as

ed
 o

n 
co

un
ty

-l
ev

el
 W

IC
 

ex
p

en
di

tu
re

s 
(1

98
0–

85
)

ex
p

en
di

tu
re

D
at

a 
fo

r 
75

 (o
ut

 o
f 1

00
) c

ou
nt

ie
s,

 a
ll 

of
 

w
hi

ch
 p

ro
vi

de
d 

W
IC

 a
nd

 o
th

er
 p

re
na

ta
l 

ca
re

 s
er

vi
ce

s 
fo

r 
al

l c
ou

nt
y 

re
si

de
nt

s 
(r

at
he

r 
th

an
 s

ha
ri

ng
 r

es
po

ns
ib

ili
ty

 w
it

h 
an

ot
he

r 
co

un
ty

)

St
oc

kb
au

er
 (1

98
7)

L
in

ke
d 

W
IC

, b
ir

th
, a

nd
 d

ea
th

 r
ec

or
d 

A
na

ly
si

s 
of

 c
ov

ar
ia

nc
e 

us
in

g 
pa

rt
ic

ip
at

io
n

In
cr

ea
se

s 
m

ea
n 

bi
rt

h 
w

ei
gh

t (
fo

r 
bl

ac
ks

) 
fil

es
 fo

r 
19

82
 b

ir
th

s 
in

 M
is

so
ur

i
du

m
m

y 
an

d 
do

lla
r 

va
lu

e 
of

 r
ed

ee
m

ed
 

an
d 

m
ea

n 
ge

st
at

io
na

l a
ge

/le
ng

th
 o

f g
es

-
M

at
ch

ed
 W

IC
 a

nd
 n

on
-W

IC
 w

om
en

 
vo

uc
he

rs
ta

ti
on

, a
nd

 r
ed

uc
es

 th
e 

lik
el

ih
oo

d 
of

 lo
w

/
w

it
h 

si
ng

le
to

n 
bi

rt
hs

 (n
=

 9
,4

11
 p

ai
rs

)
ve

ry
 lo

w
 b

ir
th

 w
ei

gh
t (

fo
r 

bl
ac

ks
) a

nd
 

pr
em

at
ur

e 
bi

rt
h;

 in
cr

ea
se

s 
th

e 
lik

el
ih

oo
d 

of
 s

m
al

l-
fo

r-
ge

st
at

io
na

l-
ag

e 
bi

rt
h/

in
tr

au
te

ri
ne

 g
ro

w
th

 r
et

ar
da

ti
on

 (f
or

 
w

hi
te

s)

St
oc

kb
au

er
 (1

98
6)

L
in

ke
d 

W
IC

, b
ir

th
, a

nd
 d

ea
th

 r
ec

or
d 

A
na

ly
si

s 
of

 c
ov

ar
ia

nc
e 

fo
r 

W
IC

 p
ar

ti
ci

-
In

cr
ea

se
s 

m
ea

n 
bi

rt
h 

w
ei

gh
t (

fo
r 

no
n-

fil
es

 fo
r 

19
80

 b
ir

th
s 

in
 M

is
so

ur
i

pa
nt

 v
s.

 th
re

e 
di

ff
er

en
t c

om
pa

ri
so

n 
gr

ou
ps

: 
w

hi
te

) a
nd

 m
ea

n 
ge

st
at

io
na

l a
ge

/le
ng

th
 

W
IC

 a
nd

 n
on

-W
IC

 M
is

so
ur

i r
es

id
en

ts
 

(a
) a

ll 
no

n-
W

IC
 b

ir
th

s;
 (b

) r
an

do
m

 s
am

pl
e

of
 g

es
ta

ti
on

, a
nd

 r
ed

uc
es

 th
e 

lik
el

ih
oo

d 
w

it
h 

si
ng

le
to

n 
bi

rt
hs

 (n
=

 6
,7

32
 fo

r 
W

IC
, 

of
 n

on
-W

IC
 b

ir
th

s;
 (c

) m
at

ch
ed

 g
ro

up
 o

f 
of

 lo
w

 b
ir

th
 w

ei
gh

t (
fo

r 
no

nw
hi

te
) a

nd
 

sa
m

pl
e 

fo
r 

no
n-

W
IC

 n
ot

 g
iv

en
)

no
n-

W
IC

 b
ir

th
s,

 u
si

ng
 p

ar
ti

ci
pa

ti
on

 
sm

al
l-

fo
r-

ge
st

at
io

na
l-

ag
e 

bi
rt

h/
du

m
m

y,
 d

ur
at

io
n 

of
 p

ar
ti

ci
pa

ti
on

, a
nd

 
in

tr
au

te
ri

ne
 g

ro
w

th
 r

et
ar

da
ti

on
, n

eo
-

do
lla

r 
va

lu
e 

of
 r

ed
ee

m
ed

 W
IC

 c
ou

po
ns

; 
na

ta
l m

or
ta

lit
y 

ra
te

 (f
or

 n
on

w
hi

te
);

 
se

pa
ra

te
 a

na
ly

se
s 

fo
r 

w
hi

te
, n

on
w

hi
te

, 
in

cr
ea

se
s 

ne
on

at
al

 m
or

ta
lit

y 
ra

te
 (f

or
 

an
d 

to
ta

l g
ro

up
w

hi
te

s)



Im
pa

ct
 o

n 
B

re
as

tf
ee

di
ng

 a
nd

 
In

fa
nt

 F
ee

di
ng

 P
ra

ct
ic

es
B

al
ca

za
r, 

T
ri

er
, a

nd
 

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
In

cr
ea

se
s 

th
e 

in
te

nt
io

n 
to

 b
re

as
t-

fe
ed

 
C

ob
as

 (1
99

5)
M

ex
ic

an
-A

m
er

ic
an

 a
nd

 n
on

-H
is

pa
ni

c 
pa

ti
on

 d
um

m
y

(w
it

h 
ad

vi
ce

);
 r

ed
uc

es
 th

e 
in

te
nt

io
n 

to
 

w
hi

te
 w

om
en

 w
ho

 w
er

e 
no

t u
nd

ec
id

ed
 

br
ea

st
-f

ee
d 

(o
ve

ra
ll)

ab
ou

t i
nf

an
t f

ee
di

ng
 p

la
ns

 p
ri

or
 to

 th
e 

in
fa

nt
’s

 b
ir

th
 (n

=
 4

,0
89

)

C
ha

tt
er

ji 
et

 a
l. 

(2
00

2)
N

L
SY

 M
ot

he
r-

C
hi

ld
 fi

le
. 1

,2
82

 c
hi

ld
re

n 
IV

 w
it

h 
W

IC
 s

ta
te

 p
ro

gr
am

 c
ha

ra
ct

er
is

-
O

L
S 

an
d 

IV
 in

di
ca

te
 W

IC
 r

ed
uc

es
 

bo
rn

 1
99

1–
95

. 9
70

 s
ib

lin
gs

 b
or

n 
19

89
–9

5.
ti

cs
 a

s 
in

st
ru

m
en

ts
; s

ib
lin

g 
fix

ed
 e

ff
ec

ts
br

ea
st

-f
ee

di
ng

 in
it

ia
ti

on
, b

ut
 n

o 
eff

ec
t 

on
 d

ur
at

io
n;

 fi
xe

d 
eff

ec
t s

ug
ge

st
s 

re
du

c-
ti

on
s 

in
 le

ng
th

 b
re

as
t-

fe
ed

in
g

U
.S

. G
A

O
 (1

99
3)

R
L

M
S 

(1
98

9–
92

)
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

R
ed

uc
es

 th
e 

in
ci

de
nc

e 
of

 b
re

as
t-

fe
ed

in
g 

N
at

io
na

lly
 r

ep
re

se
nt

at
iv

e 
sa

m
pl

e 
of

 
pa

ti
on

 d
um

m
y 

ba
se

d 
on

 p
re

na
ta

l o
r 

po
st

-
in

it
ia

ti
on

m
ot

he
rs

 o
f 6

-m
on

th
-o

ld
s 

(a
na

ly
si

s 
in

-
pa

rt
um

 p
ar

ti
ci

pa
ti

on
cl

ud
ed

 a
ll 

re
sp

on
de

nt
s 

w
it

h 
co

m
pl

et
e 

da
ta

 fo
r 

qu
es

ti
on

s 
of

 in
te

re
st

 [n
=

 7
9,

42
8]

)

R
ya

n 
et

 a
l. 

(1
99

1)
R

L
M

S 
(1

98
4 

an
d 

19
89

)
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

R
ed

uc
es

 th
e 

in
ci

de
nc

e 
of

 b
re

as
t-

fe
ed

in
g 

R
es

po
nd

en
ts

 in
 1

98
4 

an
d 

19
89

 
pa

ti
on

 d
um

m
y

in
it

ia
ti

on
 a

nd
 th

e 
du

ra
ti

on
 o

f b
re

as
t-

(n
=

 1
20

,3
34

)
fe

ed
in

g

Sc
hw

ar
tz

 e
t a

l. 
(1

99
2)

N
M

IH
S-

liv
e 

bi
rt

hs
 fi

le
 (1

98
8)

T
hr

ee
-s

ta
ge

 r
eg

re
ss

io
n 

w
it

h 
se

le
ct

io
n 

bi
as

 
In

cr
ea

se
s 

th
e 

in
ci

de
nc

e 
of

 b
re

as
t-

fe
ed

in
g 

W
IC

 p
ar

ti
ci

pa
nt

s 
an

d 
in

co
m

e-
el

ig
ib

le
 

ad
ju

st
m

en
t,

 u
si

ng
 p

ar
ti

ci
pa

ti
on

 d
um

m
y 

in
it

ia
ti

on
 (i

f g
iv

en
 a

dv
ic

e)
; r

ed
uc

es
 th

e 
no

np
ar

ti
ci

pa
nt

s 
(n

=
 6

,1
70

)
an

d 
ad

vi
ce

 (t
o 

br
ea

st
fe

ed
) d

um
m

y
in

ci
de

nc
e 

of
 b

re
as

t-
fe

ed
in

g 
in

it
ia

ti
on

 
(o

th
er

w
is

e)
T

ut
tl

e 
an

d 
D

ew
ey

 (1
99

4)
P

ri
m

ar
y 

da
ta

 c
ol

le
ct

io
n 

in
 W

IC
 c

lin
ic

s 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

th
e 

In
cr

ea
se

s 
th

e 
in

ci
de

nc
e 

of
 b

re
as

t-
fe

ed
in

g 
an

d 
ne

ig
hb

or
ho

od
s 

in
 o

ne
 n

or
th

er
n 

nu
m

be
r 

of
 ti

m
es

 p
re

vi
ou

sl
y 

pa
rt

ic
ip

at
ed

 
in

it
ia

ti
on

C
al

ifo
rn

ia
 c

om
m

un
it

y
in

 W
IC

H
m

on
g 

an
d 

V
ie

tn
am

es
e 

W
IC

 p
ar

ti
ci

-
pa

nt
s 

w
ho

se
 y

ou
ng

es
t c

hi
ld

 w
as

 le
ss

 th
an

 
1 

ye
ar

 (n
=

 1
22

)
(c

on
ti

nu
ed

)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

Im
pa

ct
 o

n 
N

ut
ri

ti
on

 a
nd

 
H

ea
lt

h 
O

ut
co

m
es

 o
f 

P
re

gn
an

t W
om

en
E

nd
re

s,
 S

aw
ic

ki
, a

nd
 

D
ie

ta
ry

 r
ec

al
ls

 fo
r 

sa
m

pl
e 

of
 p

re
gn

an
t 

t-
te

st
s 

fo
r 

pa
rt

ic
ip

an
t b

ef
or

e 
vs

. a
ft

er
, 

P
ar

ti
ci

pa
nt

s 
co

ns
um

e 
m

or
e 

of
 fo

od
 e

n-
C

as
p

er
 (1

98
1)

W
IC

 p
ar

ti
ci

pa
nt

s 
in

 2
2 

co
un

ti
es

 in
 

se
pa

ra
te

 g
ro

up
s

er
gy

, p
ro

te
in

, v
it

am
in

s 
A

, B
-6

, B
-1

2,
 C

, 
Il

lin
oi

s 
(1

97
8–

79
)

an
d 

D
, f

ol
at

e,
 th

ia
m

in
, n

ia
ci

n,
 r

ib
o-

N
ew

ly
 e

nr
ol

lin
g 

pr
eg

na
nt

 W
IC

 p
ar

ti
ci

-
fla

vi
n,

 c
al

ci
um

, i
ro

n 
m

ag
ne

si
um

, z
in

c
pa

nt
s 

an
d 

pa
rt

ic
ip

an
ts

 w
ho

 w
er

e 
on

 th
e 

pr
og

ra
m

 fo
r 

6 
m

on
th

s 
or

 m
or

e 
(n

=
 7

66
)

K
en

ne
dy

 a
nd

 G
er

sh
off

W
IC

 a
nd

 m
ed

ic
al

 r
ec

or
ds

 in
 W

IC
 s

it
es

 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

th
e 

In
cr

ea
se

s 
fin

al
 h

em
og

lo
bi

n 
le

ve
ls

 (m
ea

-
(1

98
2)

an
d 

no
n-

W
IC

 h
ea

lt
h 

fa
ci

lit
ie

s 
in

 4
 g

eo
-

nu
m

be
r 

of
 W

IC
 v

ou
ch

er
s 

re
ce

iv
ed

su
re

d 
at

 3
4 

w
ee

ks
 g

es
ta

ti
on

 o
r 

la
te

r)
gr

ap
hi

c 
ar

ea
s 

of
 M

as
sa

ch
us

et
ts

 (1
97

3–
78

)
W

IC
 a

nd
 W

IC
-e

lig
ib

le
 w

om
en

 (n
=

 2
32

)

R
us

h,
 S

lo
an

, e
t a

l. 
(1

98
8)

P
ri

m
ar

y 
da

ta
 c

ol
le

ct
io

n,
 la

bo
ra

to
ry

 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

P
ar

ti
ci

pa
nt

s 
co

ns
um

e 
m

or
e 

of
 fo

od
 e

n-
m

ea
su

re
m

en
ts

, a
nd

 r
ec

or
d 

ab
st

ra
ct

io
ns

 
pa

ti
on

 d
um

m
y

er
gy

, p
ro

te
in

, f
at

, c
ar

bo
hy

dr
at

e,
 v

it
a-

(d
at

a 
on

 n
ut

ri
ti

on
al

 a
nd

 h
ea

lt
h 

st
at

us
 o

f 
m

in
s 

B
-6

, B
-1

2,
 a

nd
 C

, t
hi

am
in

, n
ia

ci
n,

 
m

ot
he

rs
 w

er
e 

co
lle

ct
ed

 a
t t

he
 ti

m
e 

of
 e

n-
ri

bo
fla

vi
n,

 c
al

ci
um

, i
ro

n 
m

ag
ne

si
um

, 
ro

llm
en

t i
n 

W
IC

 o
r 

pr
en

at
al

 c
ar

e 
an

d 
ph

os
ph

or
us

; a
ls

o 
es

ti
m

at
ed

 th
e 

im
pa

ct
 

ag
ai

n 
at

 a
bo

ut
 8

th
 m

on
th

 o
f g

es
ta

ti
on

)
on

 b
re

as
t-

fe
ed

in
g 

pr
ac

ti
ce

s,
 b

ut
 n

o 
si

g-
N

at
io

na
lly

 r
ep

re
se

nt
at

iv
e 

sa
m

pl
e 

of
 

ni
fic

an
t r

es
ul

t o
bt

ai
ne

d
pr

eg
na

nt
 W

IC
 p

ar
ti

ci
pa

nt
s 

an
d 

in
co

m
e-

el
ig

ib
le

 n
on

pa
rt

ic
ip

an
ts

 r
ec

ei
vi

ng
 p

re
-

na
ta

l c
ar

e 
in

 s
ur

ro
un

di
ng

 p
ub

lic
 h

ea
lt

h 
cl

in
ic

s 
or

 h
os

pi
ta

ls
 (n

=
 3

,9
35

)



Im
pa

ct
 o

n 
N

ut
ri

ti
on

 a
nd

 
H

ea
lt

h 
O

ut
co

m
es

 o
f I

nf
an

ts
 

an
d 

C
hi

ld
re

n
B

ur
st

ei
n,

 F
ox

, a
nd

 
P

ri
m

ar
y 

da
ta

 c
ol

le
ct

io
n 

(2
4-

ho
ur

 r
ec

al
l; 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
P

ar
ti

ci
pa

nt
s 

co
ns

um
e 

m
or

e 
ir

on
; r

ed
uc

es
 

P
um

a 
(1

99
1)

bo
dy

 m
ea

su
re

m
en

ts
; b

lo
od

 s
am

pl
es

) i
n 

pa
ti

on
 d

um
m

y;
 b

ot
h 

si
ng

le
-e

qu
at

io
n 

an
d 

he
ad

 c
ir

cu
m

fe
re

nc
e;

 a
ls

o 
es

ti
m

at
ed

 th
e 

F
lo

ri
da

 a
nd

 N
or

th
 C

ar
ol

in
a 

(1
99

0–
91

)
in

st
ru

m
en

ta
l v

ar
ia

bl
e 

m
od

el
s 

ar
e 

us
ed

 to
 

im
pa

ct
 o

n 
m

ot
he

r’s
 b

re
as

t-
fe

ed
in

g 
pr

ac
-

R
an

do
m

 s
am

pl
e 

of
 W

IC
 a

nd
 in

co
m

e-
co

nt
ro

l f
or

 s
el

ec
ti

on
 b

ia
s.

 B
ut

 fi
nd

in
gs

 
ti

ce
s 

an
d 

fo
un

d 
th

at
 W

IC
 im

pr
ov

es
 in

-
el

ig
ib

le
 n

on
-W

IC
 in

fa
nt

s 
(6

 m
on

th
s 

ol
d)

 
fr

om
 s

in
gl

e-
eq

ua
ti

on
 m

od
el

s 
ar

e 
st

re
ss

ed
 

fa
nt

 fe
ed

in
g 

pr
ac

ti
ce

s 
am

on
g 

no
n-

st
ra

ti
fie

d 
by

 b
ir

th
 w

ei
gh

t (
n

=
 8

07
)

be
ca

us
e 

se
le

ct
io

n 
bi

as
–a

dj
us

te
d 

m
od

el
s 

br
ea

st
-f

ee
di

ng
 m

ot
he

rs
yi

el
de

d 
so

m
e 

im
pl

au
si

bl
e 

fin
di

ng
s

B
ur

st
ei

n 
et

 a
l. 

(2
00

0)
N

H
A

N
E

S-
II

I 
(1

98
8–

91
)

C
ha

rt
s 

an
d 

cr
os

s-
ta

bu
la

ti
on

s
Sh

ar
p 

fa
llo

ff
in

 W
IC

 p
ar

ti
ci

pa
ti

on
 a

ft
er

 
SI

P
P

 1
99

3 
pa

ne
l (

19
93

–9
5)

ch
ild

’s
 1

st
 b

ir
th

da
y,

 a
nd

 w
it

h 
ex

it
 fr

om
 

C
om

pr
eh

en
si

ve
 C

hi
ld

 D
ev

el
op

m
en

t 
A

F
D

C
, e

ve
n 

w
it

h 
no

 c
ha

ng
e 

in
 h

ou
se

-
P

ro
gr

am
 (n

on
re

pr
es

en
ta

ti
ve

 s
am

pl
e 

of
 

ho
ld

 in
co

m
e;

 W
IC

 c
hi

ld
re

n 
w

or
se

 o
ff

in
 

2-
ye

ar
-o

ld
s 

fr
om

 1
0 

si
te

s,
 1

99
4–

97
)

m
an

y 
di

m
en

si
on

s 
th

an
 e

lig
ib

le
 n

on
-

pa
rt

ic
ip

an
ts

, b
ut

 h
av

e 
hi

gh
er

 c
on

su
m

p-
ti

on
 o

f c
al

ci
um

 a
nd

 fo
la

te

C
en

te
rs

 fo
r 

D
is

ea
se

 
N

H
A

N
E

S-
II

I 
(1

98
8–

91
)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
N

o 
si

gn
ifi

ca
nt

 im
pa

ct
 e

st
im

at
ed

 o
n 

th
e 

C
on

tr
ol

 (1
99

6)
W

IC
 a

nd
 in

co
m

e-
el

ig
ib

le
 in

fa
nt

s 
an

d 
pa

ti
on

 d
um

m
y

in
ci

de
nc

e 
of

 o
ve

rw
ei

gh
t

ch
ild

re
n 

of
 2

–5
9 

m
on

th
s 

(n
=

 3
,4

88
)

F
ra

ke
r, 

L
on

g,
 a

nd
 P

os
t 

C
SF

II
 (1

98
5)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 w
it

h 
se

le
ct

io
n 

P
ar

ti
ci

pa
nt

s 
co

ns
um

e 
m

or
e 

vi
ta

m
in

 B
-6

(1
99

0)
W

IC
 a

nd
 W

IC
-e

lig
ib

le
 c

hi
ld

re
n 

1–
4 

bi
as

 a
dj

us
tm

en
t,

 u
si

ng
 p

ro
po

rt
io

n 
of

 4
 

ye
ar

s 
(n

=
 4

45
)

re
ca

ll 
da

ys
 o

n 
w

hi
ch

 c
hi

ld
 w

as
 e

nr
ol

le
d 

in
 

W
IC

; a
ls

o 
te

st
ed

 fo
r 

co
m

bi
ne

d 
W

IC
 a

nd
 

F
SP

 p
ar

ti
ci

pa
ti

on

H
ic

ks
 a

nd
 L

an
gh

am
 

B
lin

d 
in

te
rv

ie
w

er
-a

dm
in

is
te

re
d 

te
st

s 
an

d 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

In
cr

ea
se

s 
IQ

, a
tt

en
ti

on
 s

pa
n,

 v
is

ua
l-

(1
98

5)
re

co
rd

 r
et

ri
ev

al
 fo

r 
sc

ho
ol

 g
ra

de
s

pa
ti

on
 d

um
m

y
m

ot
or

 s
yn

th
es

is
, a

nd
 s

ch
oo

l G
PA

Si
bl

in
gs

 W
IC

 p
ai

rs
, o

ne
 w

ho
 “

pa
rt

ic
i-

pa
te

d”
 in

 W
IC

 p
re

na
ta

lly
 a

nd
 o

ne
 w

ho
 

en
ro

lle
d 

af
te

r 
on

e 
ye

ar
 o

f a
ge

 (n
=

 1
9 

si
bl

in
g 

pa
ir

s)
(c

on
ti

nu
ed

)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

H
ic

ks
, L

an
gh

am
, a

nd
 

B
lin

d 
in

te
rv

ie
w

er
-a

dm
in

is
te

re
d 

te
st

s 
an

d 
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

R
ed

uc
es

 h
ei

gh
t/

le
ng

th
T

ak
en

ak
a 

(1
98

2)
re

co
rd

 a
bs

tr
ac

ti
on

s 
fo

r 
sa

m
pl

e 
m

em
be

rs
 

pa
ti

on
 d

um
m

y
of

 3
 r

ur
al

 c
ou

nt
ie

s 
in

 L
ou

is
ia

na
Si

bl
in

gs
 W

IC
 p

ai
rs

, o
ne

 w
ho

 “
pa

rt
ic

i-
pa

te
d”

 in
 W

IC
 p

re
na

ta
lly

 a
nd

 o
ne

 w
ho

 
en

ro
lle

d 
af

te
r 

on
e 

ye
ar

 o
f a

ge
 (n

=
 2

1 
si

bl
in

g 
pa

ir
s)

Ja
m

es
 (1

99
8)

M
ed

ic
al

 r
ec

or
ds

 fo
r 

on
e 

he
al

th
 c

en
te

r 
in

 
C

hi
-s

qu
ar

e 
te

st
s 

of
 th

e 
di

ff
er

en
ce

 in
 p

er
-

N
o 

si
gn

ifi
ca

nt
 im

pa
ct

 e
st

im
at

ed
 o

n 
th

e 
M

t.
 V

er
no

n,
 N

Y
ce

nt
ag

e 
up

-t
o-

da
te

 a
t 2

4 
m

on
th

s,
 u

si
ng

 
im

m
un

iz
at

io
n 

st
at

us
R

an
do

m
ly

 s
el

ec
te

d 
sa

m
pl

e 
(m

at
ch

ed
 o

n 
pa

rt
ic

ip
at

io
n 

du
m

m
y

ag
e 

an
d 

ge
nd

er
) o

f c
hi

ld
re

n 
w

ho
 w

er
e 

up
 

to
 d

at
e 

on
 im

m
un

iz
at

io
ns

 a
t 1

2 
m

on
th

s 
of

 a
ge

; e
qu

al
 s

iz
e 

gr
ou

ps
 (n

=
 1

50
; t

ot
al

)

O
liv

ei
ra

 a
nd

 
C

SF
II

 (1
99

4–
96

)
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 in

cl
ud

in
g 

pa
rt

ic
i-

P
ar

ti
ci

pa
nt

s 
co

ns
um

e 
m

or
e 

of
 v

it
am

in
 

G
un

de
rs

on
 (2

00
0)

W
IC

 a
nd

 in
co

m
e-

el
ig

ib
le

 c
hi

ld
re

n 
(1

–4
 

pa
ti

on
 d

um
m

y;
 a

ut
ho

rs
 a

ls
o 

ra
n 

re
gr

es
-

B
-6

, f
ol

at
e,

 ir
on

ye
ar

s)
 in

 h
ou

se
ho

ld
s 

w
he

re
 a

t l
ea

st
 o

ne
 

si
on

 fo
r 

fu
ll 

sa
m

pl
e 

of
 W

IC
 a

nd
 in

co
m

e-
ot

he
r 

p
er

so
n 

al
so

 p
ar

ti
ci

pa
te

s 
in

 W
IC

 
el

ig
ib

le
 c

hi
ld

re
n.

 T
ha

t m
od

el
 r

es
ul

te
d 

in
 

(n
=

 1
80

)
m

or
e 

si
gn

ifi
ca

nt
 e

ff
ec

ts
.

R
os

e 
an

d 
H

ab
ic

ht
 (1

99
8)

C
SF

II
 (1

98
9–

91
)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
va

lu
e 

P
ar

ti
ci

pa
nt

s 
co

ns
um

e 
m

or
e 

of
 p

ro
te

in
, 

N
on

-b
re

as
t-

fe
ed

in
g 

pr
es

ch
oo

l c
hi

ld
re

n 
of

 m
on

th
ly

 h
ou

se
ho

ld
 p

er
 c

ap
it

a 
W

IC
 

vi
ta

m
in

s 
B

-6
 a

nd
 E

, f
ol

at
e,

 th
ia

m
in

, 
(1

–4
 y

ea
rs

) i
n 

F
SP

-e
lig

ib
le

 h
ou

se
ho

ld
s 

be
ne

fit
. I

nv
es

ti
ga

te
d 

se
le

ct
io

n 
bi

as
 b

ut
 

ni
ac

in
, r

ib
ofl

av
in

, i
ro

n,
 m

ag
ne

si
um

, z
in

c
(n

=
 4

99
)

re
po

rt
ed

ly
 “

fo
un

d 
no

 e
vi

de
nc

e 
of

 it
”

R
os

e,
 S

m
al

lw
oo

d,
 a

nd
 

C
SF

II
 (1

98
9–

91
)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
P

ar
ti

ci
pa

nt
s 

co
ns

um
e 

m
or

e 
ir

on
B

la
yl

oc
k 

(1
99

5)
N

on
-b

re
as

t-
fe

ed
in

g 
pr

es
ch

oo
l c

hi
ld

re
n 

pa
ti

on
 d

um
m

y
1–

5 
ye

ar
s 

(n
=

 8
00

)



R
us

h,
 L

ei
gh

to
n,

 e
t a

l. 
P

ri
m

ar
y 

da
ta

 c
ol

le
ct

io
n,

 2
4-

ho
ur

 r
ec

al
l, 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
pa

rt
ic

i-
P

ar
ti

ci
pa

nt
s 

co
ns

um
e 

m
or

e 
of

 v
it

am
in

s 
(1

98
8)

ph
ys

ic
al

 a
nd

 la
bo

ra
to

ry
 m

ea
su

re
m

en
ts

 
pa

ti
on

 d
um

m
y,

 d
efi

ne
d 

on
 th

e 
ba

si
s 

of
 

B
-6

 a
nd

 C
, i

ro
n,

 b
ut

 le
ss

 o
f p

ro
te

in
, c

al
-

(1
98

3–
84

)
ag

e 
of

 “
in

ce
pt

io
n”

 in
to

 W
IC

, i
nc

lu
di

ng
 

ci
um

, m
ag

ne
si

um
, p

ho
sp

ho
ru

s;
 r

ed
uc

es
 

R
an

do
m

 s
am

pl
e 

of
 in

fa
nt

s 
an

d 
ch

ild
re

n 
pr

en
at

al
ly

he
ig

ht
/le

ng
th

; i
m

pr
ov

es
 r

ec
ep

ti
ve

 v
oc

ab
-

of
 w

om
en

 in
cl

ud
ed

 in
 th

e 
lo

ng
it

ud
in

al
 

ul
ar

y 
sc

or
es

 a
nd

 d
ig

it
 m

em
or

y 
at

 a
ge

; 
st

ud
y 

of
 w

om
en

 (n
=

 2
,3

70
)

im
pr

ov
es

 th
e 

im
m

un
iz

at
io

n 
st

at
us

; a
ls

o 
es

ti
m

at
ed

 th
e 

im
pa

ct
 o

n 
m

ot
he

r’s
 b

re
as

t-
fe

ed
in

g 
pr

ac
ti

ce
s,

 b
ut

 n
o 

si
gn

ifi
ca

nt
 r

e-
su

lt
 o

bt
ai

ne
d

Sh
er

ry
, B

is
te

r, 
an

d 
Y

ip
 

P
ed

N
SS

 d
at

a 
fo

r 
V

er
m

on
t (

19
81

–9
4)

P
re

va
le

nc
e 

es
ti

m
at

es
 fo

r 
ea

ch
 y

ea
r 

fo
r 

R
ed

uc
es

 th
e 

pr
ev

al
en

ce
 o

f a
ne

m
ia

(1
99

7)
12

,0
00

 to
 1

9,
50

0 
re

co
rd

s 
p

er
 y

ea
r

ov
er

al
l s

am
pl

e 
an

d 
fo

r 
6–

23
 m

on
th

s 
an

d 
24

–5
9 

m
on

th
s;

 tr
en

d 
an

al
ys

is
 a

nd
 c

hi
-

sq
ua

re
 te

st
s

Sm
it

h 
et

 a
l. 

(1
98

6)
M

ed
ic

al
 r

ec
or

ds
 fo

r 
ch

ild
re

n 
in

 o
ne

 
A

na
ly

si
s 

of
 v

ar
ia

nc
e 

us
in

g 
pa

rt
ic

ip
at

io
n 

In
cr

ea
se

s 
m

ea
n 

he
m

at
oc

ri
t,

 h
em

og
lo

bi
n

he
al

th
 c

en
te

r 
in

 L
os

 A
ng

el
es

; i
ni

ti
al

 a
nd

 
du

m
m

y
6-

m
on

th
 fo

llo
w

-u
p 

m
ea

su
re

s
Su

bs
et

 o
f r

an
do

m
 s

am
pl

e 
of

 W
IC

 a
nd

 
no

n-
W

IC
 c

hi
ld

re
n 

un
de

r 
th

e 
ag

e 
of

 5
 w

ho
 

w
er

e 
di

ag
no

se
d 

w
it

h 
an

em
ia

; m
at

ch
ed

 
on

 a
ge

, g
en

de
r, 

an
d 

et
hn

ic
it

y 
(n

=
 2

5 
ea

ch
 

gr
ou

p)

V
as

qu
ez

-S
eo

an
e,

 
M

ed
ic

al
 r

ec
or

ds
 fo

r 
ch

ild
re

n 
in

 a
n 

in
ne

r-
t-

te
st

s 
fo

r 
pr

e-
W

IC
 v

s.
 p

os
t-

W
IC

 g
ro

up
 

In
cr

ea
se

s 
m

ea
n 

he
m

at
oc

ri
t a

nd
 h

em
o-

W
in

do
m

, a
nd

 P
ea

rs
on

 
ci

ty
 h

ea
lt

h 
ce

nt
er

 in
 N

ew
 H

av
en

, C
T

 
le

ve
l c

om
pa

ri
so

n 
ov

er
 ti

m
e

gl
ob

in
 a

nd
 r

ed
uc

es
 th

e 
pr

ev
al

en
ce

 o
f 

(1
98

5)
be

fo
re

 a
nd

 a
ft

er
 in

it
ia

ti
on

 o
f W

IC
 

an
em

ia
(1

97
1 

vs
. 1

98
4)

In
fa

nt
s 

an
d 

ch
ild

re
n 

be
tw

ee
n 

9 
an

d 
36

 
m

on
th

s 
of

 a
ge

 (n
=

 5
83

)
(c

on
ti

nu
ed

)



T
ab

le
 4

.1
3

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

Y
ip

 e
t a

l. 
(1

98
7)

(a
) P

ed
N

SS
 d

at
a 

fo
r 

A
ri

zo
na

, K
en

tu
ck

y,
 

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 a
nd

 a
ng

ul
ar

 c
hi

-
R

ed
uc

es
 th

e 
pr

ev
al

en
ce

 o
f a

ne
m

ia
L

ou
is

ia
na

, a
nd

 T
en

ne
ss

ee
 (1

97
5–

85
; 

sq
ua

re
 te

st
s 

fo
r 

ov
er

al
l a

nd
 a

ge
-s

p
ec

ifi
c 

m
os

t d
at

a 
pr

ov
id

ed
 b

y 
W

IC
 p

ro
gr

am
s)

pr
ev

al
en

ce
 e

st
im

at
es

 fo
r 

ea
ch

 y
ea

r:
 in

it
ia

l 
(b

) L
in

ke
d 

P
ed

N
SS

 a
nd

 b
ir

th
 r

ec
or

ds
 fo

r 
m

ea
su

re
s 

vs
. f

ol
lo

w
-u

p 
m

ea
su

re
s

W
IC

 p
ar

ti
ci

pa
nt

s 
in

 T
en

ne
ss

ee
 P

ed
N

SS
 

da
ta

ba
se

 (1
97

5–
84

)
In

fa
nt

s 
an

d 
ch

ild
re

n 
be

tw
ee

n 
6 

an
d 

60
 

m
on

th
s 

of
 a

ge
 (a

) n
=

 4
99

,7
59

; 
(b

) n
=

 7
2,

98
3

S
ou

rc
e:

T
he

 ta
bl

es
 a

re
 b

as
ed

 la
rg

el
y 

on
 r

es
ea

rc
h 

re
vi

ew
ed

 in
 H

am
ilt

on
 a

nd
 F

ox
 e

t a
l. 

(2
00

0)
.

N
ot

e:
C

SF
II

 =
 C

on
ti

nu
in

g 
Su

rv
ey

 o
f F

oo
d 

In
ta

ke
 b

y 
In

di
vi

du
al

s;
 F

N
S 

W
IC

/M
ed

ic
ai

d 
=

 F
N

S;
 W

IC
/M

ed
ic

ai
d 

da
ta

ba
se

; N
H

A
N

E
S-

II
I 

=
 T

hi
rd

 N
at

io
na

l H
ea

lt
h

an
d 

N
ut

ri
ti

on
 E

xa
m

in
at

io
n 

Su
rv

ey
; N

M
IH

S 
=

 N
at

io
na

l M
at

er
na

l a
nd

 I
nf

an
t H

ea
lt

h 
Su

rv
ey

; P
ed

N
SS

 =
 P

ed
ia

tr
ic

 N
ut

ri
ti

on
 S

ur
ve

ill
an

ce
 S

ys
te

m
; R

L
M

S 
=

 R
os

s
L

ab
or

at
or

ie
s 

M
ot

he
r’s

 S
ur

ve
y;

 M
IC

 =
 M

at
er

ni
ty

 a
nd

 I
nf

an
t C

ar
e 

P
ro

je
ct

.
a D

at
a 

so
ur

ce
 a

nd
 p

op
ul

at
io

n 
(s

am
pl

e 
si

ze
).



T
ab

le
 4

.1
4

S
tu

di
es

 o
f t

he
 N

at
io

na
l S

ch
oo

l L
un

ch
 P

ro
gr

am

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

S
tu

di
es

 o
f I

m
pa

ct
 o

n 
Fo

od
 

E
ne

rg
y 

an
d 

N
ut

ri
en

t I
nt

ak
e 

(a
t L

un
ch

 o
r 

D
ai

ly
)

A
ki

n 
et

 a
l. 

(1
98

3)
N

F
C

S 
(1

97
7–

78
)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 (G
L

S)
 in

cl
ud

in
g 

In
cr

ea
se

s 
da

ily
 in

ta
ke

 o
f f

oo
d 

en
er

gy
, 

24
-h

ou
r 

re
ca

ll;
 fo

od
 r

ec
or

d 
fo

r 
2 

da
ys

;
th

e 
ra

ti
o 

of
 th

e 
nu

m
be

r 
of

 d
ay

s 
w

he
n 

th
e 

pr
ot

ei
n,

 v
it

am
in

s 
A

, B
-6

, B
-1

2,
 a

nd
 C

, 
ch

ild
re

n/
ad

ol
es

ce
nt

s 
ag

ed
 6

–1
8 

re
sp

on
de

nt
 a

te
 s

ch
oo

l l
un

ch
 to

 to
ta

l 
th

ia
m

in
, n

ia
ci

n,
 c

al
ci

um
, i

ro
n,

 p
ho

sp
ho

-
(n

=
 1

,5
54

)
nu

m
be

r 
of

 d
ay

s 
of

 d
ie

ta
ry

 d
at

a
ru

s,
 m

ag
ne

si
um

A
ki

n,
 G

ui
lk

ey
, a

nd
 

N
F

C
S 

(1
97

7–
78

)
Sw

it
ch

in
g 

re
gr

es
si

on
 a

nd
 C

ho
w

 te
st

s,
 in

-
In

cr
ea

se
s 

da
ily

 in
ta

ke
 o

f f
oo

d 
en

er
gy

, 
Po

pk
in

 (1
98

3)
24

-h
ou

r 
re

ca
ll;

 fo
od

 r
ec

or
d 

fo
r 

2 
da

ys
;

cl
ud

in
g 

th
e 

ra
ti

o 
of

 th
e 

nu
m

be
r 

of
 d

ay
s 

vi
ta

m
in

s 
A

, B
-6

, C
, i

ro
n

ch
ild

re
n/

ad
ol

es
ce

nt
s 

ag
ed

 6
–1

8 
w

he
n 

th
e 

re
sp

on
de

nt
 a

te
 s

ch
oo

l l
un

ch
 to

 
(n

=
 1

,5
54

)
th

e 
nu

m
be

r 
of

 d
ay

s 
w

he
n 

he
/s

he
 a

te
 a

ny
 

lu
nc

h

D
ev

an
ey

, G
or

do
n,

 
N

at
io

na
lly

 r
ep

re
se

nt
at

iv
e 

sa
m

pl
e 

of
 s

tu
-

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 (O
L

S)
 w

it
h 

se
le

c-
In

cr
ea

se
s 

at
-l

un
ch

 in
ta

ke
 o

f p
ro

te
in

, v
i-

an
d 

B
ur

gh
ar

dt
 (1

99
3)

de
nt

s 
fr

om
 3

29
 p

ub
lic

 a
nd

 p
ri

va
te

 s
ch

oo
ls

ti
on

 b
ia

s 
ad

ju
st

m
en

t,
 in

cl
ud

in
g 

pa
rt

ic
i-

ta
m

in
s 

A
, B

-1
2,

 r
ib

ofl
av

in
, c

al
ci

um
, 

24
-h

ou
r 

re
ca

ll 
an

d 
qu

es
ti

on
na

ir
e 

(p
ar

-
pa

ti
on

 d
um

m
y 

of
 w

he
th

er
 th

e 
re

sp
on

de
nt

 
ph

os
ph

or
us

, m
ag

ne
si

um
, z

in
c,

 a
nd

 in
 

en
t)

; c
hi

ld
re

n/
ad

ol
es

ce
nt

s 
of

 g
ra

de
s 

1–
12

, 
at

e 
N

SL
P

 lu
nc

h 
on

 r
ec

al
l d

ay
ca

se
 o

f s
om

e 
su

bg
ro

up
(s

) o
f t

he
 s

am
pl

e,
 

fa
m

ili
es

 (n
=

 3
,3

50
)

fa
t,

 s
at

ur
at

ed
 fa

t,
 c

ho
le

st
er

ol
; r

ed
uc

es
 

at
-l

un
ch

 in
ta

ke
 o

f c
ar

bo
hy

dr
at

e 
an

d 
vi

-
ta

m
in

 C
; a

ls
o 

in
cr

ea
se

s 
da

ily
 in

ta
ke

 o
f 

vi
ta

m
in

s 
A

, C
, c

ar
bo

hy
dr

at
e,

 fa
t,

 s
at

u-
ra

te
d 

fa
t;

 in
cr

ea
se

s 
th

e 
co

ns
um

pt
io

n 
of

 
m

ilk
 (p

ro
du

ct
s)

, m
ea

t a
nd

 fi
sh

, g
ra

in
 

pr
od

uc
ts

, f
ru

it
s 

(j
ui

ce
s)

, v
eg

et
ab

le
s;

 r
e-

du
ce

s 
th

e 
co

ns
um

pt
io

n 
of

 d
ry

 b
ea

ns
 a

nd
 

p
ea

s,
 s

ug
ar

, a
nd

 s
w

ee
ts

(c
on

ti
nu

ed
)



T
ab

le
 4

.1
4

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

H
oa

gl
an

d 
(1

98
0)

H
A

N
E

S-
I 

(1
97

8–
79

)
C

om
pa

ri
so

n 
of

 m
ea

ns
; l

in
ea

r 
re

gr
es

si
on

, 
In

cr
ea

se
s 

da
ily

 in
ta

ke
 o

f v
it

am
in

 C
24

-h
ou

r 
re

ca
ll 

an
d 

bi
oc

he
m

ic
al

 te
st

s;
 

w
he

re
 p

ar
ti

ci
pa

nt
s 

ar
e 

de
fin

ed
 a

s 
th

os
e 

ch
ild

re
n/

ad
ol

es
ce

nt
s,

 a
ge

d 
6–

21
w

ho
 a

te
 s

ch
oo

l l
un

ch
 o

n 
re

ca
ll 

da
y

(n
=

 3
,1

55
)

H
ow

e 
an

d 
V

ad
en

 
Sa

m
pl

e 
of

 r
an

do
m

ly
 s

el
ec

te
d 

st
ud

en
ts

 in
 

2-
w

ay
 A

N
O

V
A

, w
he

re
 p

ar
ti

ci
pa

nt
s 

ar
e 

In
cr

ea
se

s 
at

-l
un

ch
 in

ta
ke

 o
f p

ro
te

in
, v

i-
(1

98
0)

se
le

ct
ed

 g
ra

de
s 

fr
om

 o
ne

 p
ub

lic
 c

it
y 

hi
gh

 
de

fin
ed

 a
s 

th
os

e 
w

ho
 a

te
 s

ch
oo

l l
un

ch
 o

n 
ta

m
in

s 
A

, C
, t

hi
am

in
, r

ib
ofl

av
in

, c
al

-
sc

ho
ol

 in
 K

S
re

ca
ll 

da
y

ci
um

, i
ro

n
24

-h
ou

r 
re

ca
ll;

 a
do

le
sc

en
ts

 o
f g

ra
de

s 
10

–1
1 

(n
=

 1
04

)

P
er

ry
 e

t a
l. 

(1
98

4)
A

ll 
5t

h 
gr

ad
e 

cl
as

se
s 

fr
om

 tw
o 

sc
ho

ol
s 

U
nm

at
ch

ed
 t-

te
st

, w
he

re
 p

ar
ti

ci
pa

nt
s 

ar
e 

In
cr

ea
se

s 
at

-l
un

ch
 in

ta
ke

 o
f v

it
am

in
s 

A
, 

an
d 

4/
30

 6
th

 g
ra

de
 c

la
ss

es
 in

 a
 th

ir
d 

de
fin

ed
 a

s 
th

os
e 

w
ho

 a
te

 N
SL

P
 lu

nc
h 

on
 

C
, r

ib
ofl

av
in

, c
al

ci
um

, p
ho

sp
ho

ru
s

sc
ho

ol
; o

ne
 S

FA
 in

 A
L

da
ta

 c
ol

le
ct

io
n 

da
ys

F
oo

d 
re

co
rd

 fo
r 

3 
da

ys
; o

bs
er

va
ti

on
 

(p
la

te
 w

as
te

);
 q

ue
st

io
nn

ai
re

 (s
tu

de
nt

);
 

ch
ild

re
n 

of
 g

ra
de

s 
5–

6 
(n

=
 2

33
)

W
el

lis
ch

 e
t a

l. 
(1

98
3)

N
at

io
na

lly
 r

ep
re

se
nt

at
iv

e 
sa

m
pl

e 
of

 
M

ul
ti

va
ri

at
e 

(O
L

S)
 a

nd
 lo

gi
st

ic
 r

eg
re

s-
In

cr
ea

se
s 

at
-l

un
ch

 in
ta

ke
 o

f f
oo

d 
en

er
gy

, 
st

ud
en

t a
nd

 fa
m

ili
es

 fr
om

 2
76

 p
ub

lic
 

si
on

, i
nc

lu
di

ng
 p

ar
ti

ci
pa

ti
on

 v
ar

ia
bl

es
 o

n 
pr

ot
ei

n,
 v

it
am

in
s 

A
, B

-6
, t

hi
am

in
, r

ib
o-

sc
ho

ol
s;

 in
cl

ud
ed

 s
tu

de
nt

s 
in

 n
o-

N
SL

P
 

w
he

th
er

 th
e 

st
ud

en
t a

te
 N

SL
P

 lu
nc

h 
on

 
fl

av
in

, n
ia

ci
n,

 c
al

ci
um

, p
ho

sp
ho

ru
s,

 m
ag

-
sc

ho
ol

s
re

ca
ll 

da
y 

or
 o

n 
pa

st
/c

ur
re

nt
 w

ee
kl

y 
ne

si
um

; r
ed

uc
es

 a
t-

lu
nc

h 
in

ta
ke

 o
f v

it
a-

24
-h

ou
r 

re
ca

ll;
 fo

od
 e

xp
en

di
tu

re
 r

ec
al

l 
pa

rt
ic

ip
at

io
n

m
in

 C
; s

am
e 

re
su

lt
s 

w
it

h 
re

sp
ec

t t
o 

da
ily

fo
r 

1 
w

ee
k;

 a
nt

hr
op

om
et

ri
cs

; i
n-

p
er

so
n 

in
ta

ke
, f

or
 a

ll 
of

 th
e 

ab
ov

e 
nu

tr
ie

nt
s 

ex
-

in
te

rv
ie

w
 (p

ar
en

ts
 a

nd
 c

hi
ld

re
n)

; 
ce

pt
 th

ia
m

in
 a

nd
 v

ita
m

in
 C

; N
SL

P
 lu

nc
he

s
ch

ild
re

n/
ad

ol
es

ce
nt

s 
of

 g
ra

de
s 

1–
12

, 
ar

e 
m

or
e 

de
ns

e 
in

 p
ro

te
in

, v
it

am
in

s 
A

, 
fa

m
ili

es
 (n

=
 6

,5
56

)
B

-6
, r

ib
ofl

av
in

, n
ia

ci
n,

 c
al

ci
um

, p
ho

s-
ph

or
us

, m
ag

ne
si

um
, a

nd
 ir

on
 (e

le
m

en
ta

ry
sc

ho
ol

);
 N

SL
P

 lu
nc

he
s 

ar
e 

le
ss

 d
en

se
 in

vi
ta

m
in

 C
 a

nd
 ir

on
 (s

ec
on

da
ry

 s
ch

oo
l)

;
in

cr
ea

se
s 

w
ei

gh
t,

 p
er

ce
nt

 b
od

y 
fa

t,
b

th
e

pr
ob

ab
ili

ty
 o

f o
ve

rw
ei

gh
t/

ov
er

fa
tn

es
sc

of
th

e 
ol

de
r 

su
bg

ro
up

 o
f t

he
 p

ar
ti

ci
pa

nt
s;

in
cr

ea
se

s 
ho

us
eh

ol
d’

s 
fo

od
 e

xp
en

di
tu

re



S
tu

di
es

 o
f I

m
pa

ct
 o

n 
C

hi
ld

re
n’s

 N
ut

ri
ti

on
 a

nd
 H

ea
lt

h 
S

ta
tu

s,
 

Fo
od

 C
on

su
m

pt
io

n,
 a

nd
 H

ou
se

ho
ld

 F
oo

d 
E

xp
en

di
tu

re
d

B
ha

tt
ac

ha
ry

a 
an

d 
N

H
A

N
E

S-
II

I 
(1

98
8–

94
)

M
ul

ti
va

ri
at

e 
re

gr
es

si
on

 in
cl

ud
in

g 
du

m
-

E
xp

os
ur

e 
to

 s
ch

oo
l m

ea
ls

 im
pr

ov
es

 th
e 

C
ur

ri
e 

(2
00

0)
Y

ou
th

s 
ag

ed
 1

2 
to

 1
6 

(n
=

 1
,3

58
)

m
ie

s 
fo

r 
in

co
m

e 
el

ig
ib

ili
ty

 a
nd

 s
ch

oo
l 

ov
er

al
l q

ua
lit

y 
of

 th
e 

di
et

 (m
ea

su
re

d 
by

 
be

in
g 

in
 s

es
si

on
 a

nd
 a

n 
in

te
ra

ct
io

n 
te

rm
 

H
E

I)
 a

nd
 r

ed
uc

es
 b

lo
od

 c
ho

le
st

er
ol

 a
nd

 
of

 th
e 

tw
o,

 m
ea

su
ri

ng
 “

ex
po

su
re

” 
to

 
sw

ee
ts

 c
on

su
m

pt
io

n
sc

ho
ol

 m
ea

ls
, t

o 
ad

dr
es

s 
th

e 
en

do
ge

ne
it

y 
of

 p
ro

gr
am

 p
ar

ti
ci

pa
ti

on

G
re

tz
en

 a
nd

 
A

ll 
st

ud
en

ts
 fr

om
 tw

o 
in

te
rv

en
ti

on
 p

ro
-

C
om

pa
ri

so
n 

of
 m

ea
ns

, t
-t

es
t,

 a
nd

 A
N

O
V

A
 

M
al

e 
pa

rt
ic

ip
an

ts
 in

 N
SL

P
 a

re
 s

ho
rt

er
 

V
er

m
ee

rs
ch

 (1
98

0)
gr

am
s 

an
d 

tw
o 

co
m

pa
ri

so
n 

pr
og

ra
m

s 
in

 
fo

r 
pa

rt
ic

ip
an

t v
s.

 m
at

ch
ed

 c
on

tr
ol

 g
ro

up
s 

in
 h

ei
gh

t c
om

pa
re

d 
to

 th
os

e 
in

 H
ea

d 
on

e 
se

m
i-

ru
ra

l S
FA

 in
 C

A
(t

w
o 

lo
w

-i
nc

om
e 

an
d 

on
e 

m
id

-i
nc

om
e 

St
ar

t
R

ev
ie

w
 o

f s
ch

oo
l r

ec
or

ds
; c

hi
ld

re
n 

of
 

gr
ou

p)
, w

he
re

 p
ar

ti
ci

pa
nt

s 
ar

e 
de

fin
ed

 a
s 

gr
ad

es
 1

–8
 (n

=
 3

32
)

th
os

e 
w

ho
 r

ec
ei

ve
d 

sc
ho

ol
 lu

nc
h 

re
gu

la
rl

y 
fr

om
 g

ra
de

 1
 to

 8

L
on

g 
(1

99
1)

N
E

SN
P

 (1
98

0–
81

)
M

ul
ti

va
ri

at
e 

re
gr

es
si

on
 w

it
h 

se
le

ct
io

n 
In

cr
ea

se
s 

ho
us

eh
ol

d 
fo

od
 e

xp
en

di
tu

re
F

oo
d 

ex
p

en
di

tu
re

 r
ec

al
l f

or
 1

 w
ee

k;
 

bi
as

 a
dj

us
tm

en
t,

 w
he

re
 p

ar
ti

ci
pa

nt
s 

ar
e 

qu
es

ti
on

na
ir

e 
(p

ar
en

t)
; f

am
ili

es
 o

f 
de

fin
ed

 a
s 

th
e 

ho
us

eh
ol

ds
 o

f w
hi

ch
 a

ny
 

ch
ild

re
n/

ad
ol

es
ce

nt
s 

of
 g

ra
de

s 
1–

12
 

m
em

be
r 

pa
rt

ic
ip

at
ed

 in
 N

SL
P

 a
t l

ea
st

 
(n

=
 5

,9
97

)
on

ce
 d

ur
in

g 
a 

w
ee

k

M
el

ni
ck

, R
ho

ad
es

, 
A

ll 
ch

ild
re

n 
ra

nd
om

ly
 s

el
ec

te
d 

cl
as

s-
G

en
de

r-
ad

ju
st

ed
 A

N
C

O
V

A
, w

he
re

 p
ar

ti
-

In
cr

ea
se

s 
fo

od
 a

nd
 v

eg
et

ab
le

s/
5-

A
-D

ay
 

W
al

es
 e

t a
l. 

(1
99

8)
ro

om
s 

fr
om

 2
5/

50
 N

Y
C

 p
ub

lic
 a

nd
 p

ri
-

ci
pa

nt
s 

ar
e 

de
fin

ed
 a

s 
th

os
e 

w
ho

 a
te

 
In

de
x 

Sc
or

e,
 F

oo
d 

G
ui

de
 P

yr
am

id
e

va
te

 s
ch

oo
ls

sc
ho

ol
 lu

nc
h 

on
 r

ec
al

l d
ay

In
de

x 
Sc

or
e

24
-h

ou
r 

re
ca

ll 
(n

on
qu

an
ti

ta
ti

ve
) a

nd
 

qu
es

ti
on

na
ir

e 
(p

ar
en

t)
; c

hi
ld

re
n 

of
 

gr
ad

es
 2

 a
nd

 5
 (n

=
 1

,3
97

)
(c

on
ti

nu
ed

)



T
ab

le
 4

.1
4

(c
on

ti
nu

ed
)

St
ud

y
D

at
aa

D
es

ig
n

R
es

ul
ts

W
ol

fe
, C

am
pb

el
l, 

A
ll 

ch
ild

re
n 

in
 s

el
ec

te
d 

gr
ad

es
 fr

om
 

M
ul

ti
va

ri
at

e 
(O

L
S)

 a
nd

 lo
gi

st
ic

 r
eg

re
s-

In
cr

ea
se

s 
th

e 
bo

dy
 m

as
s 

in
de

xf
an

d 
p

er
-

F
ro

ng
ill

o 
et

 a
l. 

(1
99

4)
51

/1
10

 s
ch

oo
ls

 in
 7

 r
eg

io
ns

 in
 N

Y
 s

ta
te

si
on

, w
he

re
 p

ar
ti

ci
pa

nt
s 

ar
e 

de
fin

ed
 a

s 
ce

nt
 o

f b
od

y 
fa

t o
f t

he
 p

ar
ti

ci
pa

nt
s;

 r
e-

A
nt

hr
op

om
et

ri
c 

an
d 

qu
es

ti
on

na
ir

e 
th

os
e 

w
ho

se
 p

ar
en

t r
ep

or
t t

ha
t t

he
 c

hi
ld

 
du

ce
s 

th
e 

pr
ob

ab
ili

ty
 o

f u
nd

er
w

ei
gh

tg

(p
ar

en
t)

; c
hi

ld
re

n 
of

 g
ra

de
s 

2 
an

d 
5 

ea
ts

 s
ch

oo
l l

un
ch

(n
=

 1
,7

97
)

S
ou

rc
e:

T
he

 ta
bl

es
 a

re
 b

as
ed

 la
rg

el
y 

on
 r

es
ea

rc
h 

re
vi

ew
ed

 in
 H

am
ilt

on
 a

nd
 F

ox
 e

t a
l. 

(2
00

0)
.

N
ot

e:
N

E
SN

P
 =

 N
at

io
na

l E
va

lu
at

io
n 

of
 S

ch
oo

l L
un

ch
 P

ro
gr

am
s;

 N
F

C
S 

=
 N

at
io

nw
id

e 
F

oo
d 

C
on

su
m

pt
io

n 
Su

rv
ey

; N
H

A
N

E
S 

=
 N

at
io

na
l H

ea
lt

h 
an

d 
N

ut
ri

ti
on

E
xa

m
in

at
io

n 
Su

rv
ey

; H
E

I 
=

 H
ea

lt
hy

 E
at

in
g 

In
de

x;
 A

N
C

O
V

A
 =

 a
na

ly
si

s 
of

 c
ov

ar
ia

nc
e;

 A
N

O
V

A
 =

 a
na

ly
si

s 
of

 v
ar

ia
nc

e.
a D

at
a 

so
ur

ce
, d

at
a 

co
lle

ct
io

n 
m

et
ho

d 
an

d 
po

pu
la

ti
on

 (s
am

pl
e 

si
ze

).
b
B

as
ed

 o
n 

m
ea

su
re

m
en

ts
 o

f t
ri

ce
ps

 s
ki

nf
ol

d 
(W

el
lis

ch
 e

t a
l. 

19
83

) o
r 

ar
m

 fa
t a

re
a 

(W
ol

fe
 e

t a
l. 

19
94

).
c B

as
ed

 o
n 

w
ei

gh
t f

or
 a

ge
 a

nd
 tr

ic
ep

s 
fa

tf
ol

d 
�

75
th

 N
C

H
S 

p
er

ce
nt

ile
.

d
D

ev
an

ey
, G

or
do

n,
 a

nd
 B

ur
gh

ar
dt

 (1
99

3)
 a

nd
 W

el
lis

ch
 e

t a
l. 

(1
98

3)
 a

ls
o 

di
d 

so
m

e 
re

le
va

nt
 w

or
ks

. T
he

ir
 r

es
ul

ts
 a

re
 in

cl
ud

ed
 in

 th
e 

se
ct

io
n 

fo
r 

“S
tu

di
es

 o
f I

m
pa

ct
on

 F
oo

d 
E

ne
rg

y 
an

d 
N

ut
ri

en
t I

nt
ak

e 
(a

t L
un

ch
 o

r 
D

ai
ly

).”
e B

as
ed

 o
n 

th
e 

fo
llo

w
in

g 
nu

m
be

r 
of

 d
ai

ly
 r

ec
om

m
en

de
d 

se
rv

in
gs

 fo
r 

ch
ild

re
n:

 B
re

ad
 g

ro
up

 9
 o

r 
m

or
e 

se
rv

in
gs

, M
ilk

 2
 o

r 
m

or
e 

se
rv

in
gs

, M
ea

t 
gr

ou
p 

2 
or

 m
or

e
se

rv
in

gs
, V

eg
et

ab
le

s 
4 

or
 m

or
e 

se
rv

in
gs

, a
nd

 F
ru

it
 3

 o
r 

m
or

e 
se

rv
in

gs
.

f B
as

ed
 o

n 
w

ei
gh

t/
(h

ei
gh

t)
2

ab
ov

e 
90

th
 p

er
ce

nt
ile

 in
 N

H
A

N
E

S 
I 

an
d 

II
.

g B
as

ed
 o

n 
ar

m
 fa

t a
re

a 
�

10
th

 p
er

ce
nt

ile
.



undoubtably introduces measurement error. For example, female-headed
households might be more likely to meet their recommended daily al-
lowances (RDAs) of nutrients just because the targets levels are set lower
for these households. A cleaner solution to the problem of heterogeneity in
household composition may be to include a full set of controls for house-
hold composition in the model.

There is no usual practice regarding the treatment of the number of
meals consumed away from home. Many studies ignore the issue entirely,
whereas others use an ad hoc adjustment. These adjustments may also in-
troduce biases. If, for example, the nutritional content of food consumed
away from home is assumed to be too low, then households that eat out less
will be more likely to meet their RDAs. Clearly, what can be done is limited
by the data available in any particular survey.

Finally, many studies are based on surveys with complex sampling de-
signs, and the use of sampling weights may have a considerable impact on
the estimates. However, it is often unclear which weights should be used,
particularly in studies in which subsets of participants are examined.

4.3.4 The Efficacy of the FSP

The National FSP Survey of 1996 found that 50 percent of FSP partici-
pants experience some level of food insecurity. Although on average the
levels of nutrients available to respondents exceeded RDAs, substantial
numbers of FSP recipients failed to meet the RDAs for some nutrients. For
example, 31 percent of FSP households did not meet the RDA for iron, and
21 percent did not meet the RDA for folate (Cohen et al. 1999). Simple
comparisons of FSP participants with nonparticipants also typically find
that the former are more likely than the latter to report food insecurity, are
more likely to suffer vitamin deficiencies, and, at the same time, have higher
BMI (Bhattacharya and Currie 2000). Clearly participation in the FSP
does not eliminate nutrition-related problems. Still, it is possible that the
FSP makes households significantly better off nutritionally than they oth-
erwise would have been. There has been a great deal of research devoted to
investigating this question, although much of it is now dated. As table 4.12
indicates, most researchers have focused on three measures: household
food expenditures, household nutrient availability, and individual nutrient
intakes.

The studies reviewed in table 4.12 suggest that participation in the FSP
has generally positive effects on household food expenditures. However,
even the most recent of these studies are based on data from over twenty
years ago. Fraker (1990) provides a synthesis of virtually all of the pre-1989
studies reviewed in table 4.12 that examine the marginal propensity to
spend on food (MPSf) out of FSP income. He concludes that the most rea-
sonable estimates range between $0.17 and $0.47. That is, a $1 increase in
FSP benefits would lead to an additional $0.17 to $0.47 being spent on
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food. More recent estimates, such as those of Kramer-LeBlanc, Basiotis,
and Kennedy (1997), also appear to fall in this range.

Note that this finding implies that although the FSP does increase food
expenditures, there is a lot of leakage in this bucket of aid, since most of the
money is spent on other goods. Most of these studies are based on com-
parisons of FSP households with eligible nonparticipants. If FSP house-
holds have higher MPSf than nonparticipant households even in the ab-
sence of the program, then selection effects may cause the effects of the FSP
to be overstated.

A second question is whether higher expenditures on food are translated
into increased nutrient availability at the household level. In order to de-
termine household nutrient availability, researchers keep track of the food
purchased for consumption in the household and compare the nutrient
content of this food with household RDAs. Judging by table 4.12, the evi-
dence on this question is mixed. However, one of the better studies of this
issue is Devaney and Moffitt (1991), which uses data from the 1979–80 Na-
tional Survey of Food Consumption. This survey collected a seven-day
record of household food use. Devaney and Moffitt compare FSP partici-
pants with eligible nonparticipants and attempt to control for selection
into the FSP. They find a significant positive impact of the FSP on the con-
sumption of food energy, protein, vitamin A, vitamin B-6, vitamin C, thi-
amin, riboflavin, calcium, iron, magnesium, and phosphorus.

All of these studies start from a presumption of scarcity. That is, if
people are short of nutrients, then moving them toward the U.S. RDA is an
achievement. However, if most people are meeting or exceeding the U.S.
RDA, as they certainly are for calories, protein, and some vitamins, then
encouraging them to consume even more is wasteful, if not actually harm-
ful. What we would like to know is whether the FSP increases the con-
sumption of households who are not meeting their RDAs for specific nu-
trients, and how it affects the composition of the diet (e.g., the percentage
of total calories derived from fat) in all the participating households. How-
ever, little evidence is available on these questions.

Increases in household nutrient availabilities may or may not lead to in-
creases in individual nutrient intakes. Nutrients may be lost during food
preparation or wasted. Some individuals may not consume some items,
and individuals may consume food outside the home (e.g., school lunches).
Studies of individual nutrient intakes typically find much weaker effects
than studies of the effects of the FSP on household nutrient availabilities,
as table 4.12 shows.

However, Fraker, Long, and Post (1990) found a significant difference in
the consumption of calories between preschool children in FSP and non-
FSP households. Rose, Smallwood, and Blaylock (1995) and Cook, Sher-
man, and Brown (1995) also find positive effects on intakes of some nutri-
ents among preschool children. There is little evidence of significant
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positive effects on intakes for other groups, although Basiotis, Kramer-
LeBlanc, and Kennedy (1998) find that FSP participants have healthier di-
ets than nonparticipants. It is likely, as Fraker (1990) suggests, that indi-
vidual nutrient intakes are measured with more error than household
nutrient availabilities, so that it is more difficult to find statistically signifi-
cant effects for nutrient intakes.

A few studies have examined the effects of FSP participation on anthro-
pometric outcomes. For example, Currie and Cole (1993) use data from the
National Longitudinal Survey of Youth to examine the effect of participa-
tion in both AFDC and the FSP during pregnancy. They find that although
there is a negative correlation in ordinary least squares (OLS) models, this
correlation disappears in instrumental variables models, or when fixed
effects for the mother are employed. Korenman and Miller (1992) use the
same data and find a statistically significant effect of FSP participation
during pregnancy on the birth weight of first-born children in OLS mod-
els. However, they find no effect on children of higher birth order, or when
they attempt to control for selection into the FSP using models with
mother fixed effects.

Finally, a few recent studies have also examined the effect of the FSP on
food insecurity. Bhattacharya and Currie (2000) show that controlling for
standard demographic factors such as age, education, race, and household
structure, the standard positive correlation between food insecurity and
FSP participation is reversed. Conditional on these factors, their sample of
adolescents was 6 percent less likely to report food insecurity if the house-
hold participated in the FSP. Similarly, Rose, Gunderson, and Oliveira
(1998) found that among FSP participants in the SIPP, the incidence of
food insecurity decreased with the size of the FSP benefit.

4.3.5 The Efficacy of WIC

WIC is the most studied FANP, but significant gaps remain in our
knowledge. As table 4.13 illustrates, most of the existing studies focus on
the effects of participation by pregnant women on the health of newborns,
even though infants and children make up 75 percent of the caseload. In
addition, there are few studies of postpartum women.

Possible selection biases also pose a significant problem for the interpre-
tation of most studies of WIC. These selection biases could take several
forms. For example, since many women are referred to WIC when they
seek prenatal care, it may be only women who are highly motivated to bear
a healthy child who enroll. Conversely, given limited funds, program ad-
ministrators may pick the most at-risk individuals to participate. In the
first case, one might expect overestimates of the true program effects,
whereas in the second, one would expect underestimates.

A 1992 GAO study (U.S. GAO 1992) reviewed seventeen studies of the
effects of prenatal WIC participation on newborns that it judged to be ad-
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equate in terms of sample size and design. The seventeen studies found that
WIC participation reduced the incidence of low birth weight by between
10 and 43 percent, and that it reduced the incidence of very low birth
weight between 21 and 53 percent. The GAO conducted a meta-analysis of
these studies and concluded that providing WIC services to mothers of ba-
bies born in 1990 will ultimately prove to have saved federal tax payers
more than $337 million. Their estimates suggest that $1 invested in WIC
saves at least $3.50 in other costs. However, it should be kept in mind that
these studies covered only prenatal WIC recipients, and that most WIC re-
cipients are infants, postpartum women, and children.

Moreover, these conclusions are subject to several caveats. First, the
GAO study placed a lot of weight on a series of studies that were conducted
by matching information about WIC recipients to Medicaid records (such
as Buesher et al. 1993 and Schramm 1985, 1986). Since the income cutoff
for Medicaid was well below the income cutoff for WIC over the period
covered by the study, the estimates may apply to the poorest WIC recipi-
ents rather than to the average WIC recipient. Moreover, none of the stud-
ies included by the GAO was able to adequately deal with the problem of
potential selection bias.

Additional studies of the effects of WIC on pregnant women have been
completed since the GAO study, most of which come to similar positive
conclusions. These include Ahluwalia et al. (1992); Brown, Watkins, and
Hiett (1996); Covington (1995); Gordon and Nelson (1995); Devaney
(1992); and Kowaleski-Jones and Duncan (2000). Some of these studies at-
tempt to deal with the selection problem using statistical methods, but as
Gordon and Nelson point out, in most data sets it is difficult to find vari-
ables that affect WIC participation that will not also affect birth outcomes.

Brien and Swann (1999) address this problem by merging data about the
characteristics of state WIC programs to their individual-level data from
the National Maternal and Infant Health Survey. They find that charac-
teristics of state WIC programs affect the probability of enrollments
among blacks, although they have little impact on whites. In particular,
whether or not the state required that applicants provide documentation of
their income affected black enrollments. Using these instruments in two-
stage least squares regression models, they find that WIC participation
lowers the probability of low birth weight by 8 percent among blacks.

Brien and Swann also estimate models with mother fixed effects (for
mothers with two or more births) as an alternative way of controlling for
the possible unobserved differences between WIC participants and non-
participants. The findings of these models are consistent with the instru-
mental variables results for blacks. Among whites, they find no effect of
WIC. However, it is important to keep in mind that fixed effects models are
likely to understate the true effect of WIC if WIC participation is measured
with error or if there are positive spillovers of WIC participation from one
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child to another, as one might expect as a result of educational interven-
tions. Kowaleski-Jones and Duncan (2000) also use sibling fixed effects
methods, and they find that participation in WIC increases birth weight by
seven ounces.

Table 4.13 lists three studies that have found positive results of WIC par-
ticipation on the nutritional status of pregnant women, something that one
would expect to lead to higher birth weights. Moreover, the pattern of in-
creases in nutrient intakes is consistent with the tailoring of food packages
by WIC, suggesting that it is related to the consumption of WIC foods.
However, the most recent study of this issue (Rush, Sloan, et al. 1988) uses
data collected in 1983–84.

A few studies have examined the effects of WIC participation on breast-
feeding and infant feeding practices. Although breast milk is universally
acknowledged to be the best food for infants, WIC gives free formula to
mothers who choose not to breast-feed. In fact, it is estimated that 40 per-
cent of the infant formula sold in the U.S. is sold (at a negotiated discount)
to WIC agencies (Randall, Boast, and Holst 1995). Since formula is ex-
pensive, this feature of the program removes a powerful incentive to
breast-feed. Even in the absence of this incentive, however, one would ex-
pect WIC mothers to be less likely to breast-feed than other mothers be-
cause women who are poor, young, minority, or less educated are less likely
to breast-feed. One countervailing influence may be the nutrition educa-
tion that WIC is mandated to provide. WIC centers are required to teach
pregnant women that “breast is best.”

Table 4.13 provides an overview of studies of the effects of WIC on
breast-feeding. These studies suggest that WIC does discourage breast-
feeding unless strong attempts are made to counterbalance this effect
through education and that, even with education, the net effect of WIC on
breast-feeding is negative. It is likely, however, that WIC has a positive im-
pact on infant feeding practices among women who choose not to breast-
feed. The provision of free formula appears to encourage women to delay
the introduction of cow’s milk (which is not recommended before one year)
and of solid foods (which are not recommended before four months;
Burstein, Fox, and Puma 1991). The use of iron-fortified formula rather
than cow’s milk would also be expected to reduce the risk of anemia among
infants.

Table 4.13 indicates that the estimated effects of WIC on infants and
children tend to be much more variable than the estimated effects on birth
outcomes. Some studies actually report reductions in anthropometric
measures such as head circumference, which presumably reflects selection
bias. A consistent finding is that WIC does raise consumption of target nu-
trients. For example, a recent study by Rose, Habicht, and Devaney (1998)
uses 1989–91 data from the Continuing Survey of Food Intakes to exam-
ine the effects of WIC on non-breast-feeding preschool children in FSP el-
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igible households. They found that WIC had positive effects on the con-
sumption of protein, vitamin B6, vitamin E, folate, thiamin, riboflavin,
niacin, iron, magnesium, and zinc. However, the mean intakes of most of
these nutrients exceeded 100 percent of the RDA for both the participants
and nonparticipants. Rose, Habicht, and Devaney find no significant effect
of WIC on the fraction of calories from fat, and a recent Centers for Dis-
ease Control study finds no effect of WIC on the incidence of overweight.
Thus, one might conclude that too little attention is being paid to reduc-
ing intakes of the wrong types of foods among children at risk of obesity.
Burstein et al. (2000) report similar findings using the National Health and
Nutrition Examination Survey.

Although these studies do not control for selection into WIC, the
Burstein et al. (2000) study provides some insight into the question of how
children who participate in WIC differ from eligible nonparticipants. The
study finds that the WIC children are more likely to have been born to
women who smoked or drank during pregnancy, and are more likely to be
low birth weight. They have a poorer home environment along a number
of dimensions, and their mothers score more poorly on tests of “locus of
control,” financial skills, and coping skills. These comparisons suggest that
fears that WIC studies are biased by the selection of the most capable
mothers into the program are misplaced. More research into the question
of exactly how mothers are selected into WIC (and other FANPs) offers
one possible resolution to the problem of nonrandom selection.

WIC has also been found to lower the incidence of anemia. Yip et al.
(1987) look at the prevalence of anemia from 1975 to 1985, a period when
WIC was growing rapidly. They find that over this period the incidence of
anemia fell from 7.8 percent to 2.9 percent. It is highly plausible that this
decrease is due to WIC, given that (a) WIC mandates that iron-fortified
formulas and cereals be included in its food packages, (b) half of all infants
born in the United States during the 1980s participated in WIC, and
(c) three-quarters of these children were formula-fed since birth (Schwartz
et al. 1992).

Improvements in the consumption of micronutrients such as iron may be
responsible for differences in cognitive performance that have been ob-
served in two studies. Rush, Alvir, et al. (1988b) found that infants and chil-
dren whose mothers participated in WIC prenatally had significantly
higher scores on the Peabody Picture Vocabulary Test than other infants.
Hicks, Langham, and Takenaka (1982) studied twenty-one sibling pairs in
Louisiana. Because of the way that WIC was introduced in Louisiana, one
sibling had received WIC benefits starting prenatally, while the other had
received benefits only after one year of age. The sibling with greater WIC
exposure fared better on virtually all of the measures assessed including IQ
and school grade point averages. This study has been criticized, however,
because the measured effects are greater than those reported in many stud-
ies of food supplementation in severely malnourished populations (Pollitt
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and Lorimor 1983). Also, the siblings with the greater WIC exposure were
more likely to be first born, which might conceivably account for the fact
that they were also found to be shorter than their siblings. Kowaleski-Jones
and Duncan (2000) use data from the National Longitudinal Survey of
Youth to examine the effect of maternal participation in WIC on motor
and social skills and temperament in addition to birth weight. They used
sibling fixed effects models to control for unobservables and found some
evidence of a positive effect of WIC on temperament, although not on mo-
tor or social skills.

4.3.6 The Efficacy of NSLP

Two large national studies of the impact of school lunch have been con-
ducted: the National Evaluation of School Nutrition Programs (NESNP)
conducted in 1980 to 1981 and the School Nutrition Dietary Assessment
Study (SNDA) conducted in 1991 to 1992 (Devaney, Gordon, and
Burghardt 1993; Gordon, Devaney, and Burghardt 1995). The SNDA was
also the first study to attempt to account for selection into the program and
to evaluate the effects of NSLP on the quality of the diet as well as the prob-
ability that RDAs were met. The SNDA found that controlling for selec-
tion overturned some of the findings of the NESNP; hence, I focus on the
SNDA here.

Both studies predate the latest changes to the NSLP, so it is not possible
to assess the effects of these changes. By allowing students to drink nonfat
rather than whole milk, for example, the recent changes may reduce the
amount of fat provided by meals without affecting their nutrient densities.
The fourth National Health and Nutrition Examination Survey, which is
currently in the field, may shed some light on these issues.

As table 4.14 shows, most studies of the NSLP have focused on individ-
ual nutrient intakes. Studies conducted as part of the SNDA found that the
number of calories consumed at lunch was similar for NSLP participants
and nonparticipants but that the NSLP lunches were higher in fat and
sodium. On the other hand, the NSLP had a positive impact on the con-
sumption of some important nutrients such as vitamin A and calcium,
which are found in the mandatory milk component of the lunch meal pat-
tern. Younger NSLP participants also had higher lunchtime intakes of vi-
tamin B-12, phosphorus, magnesium, and zinc. NSLP lunches generally
met or exceeded the goal of providing one-third of the RDA for all vita-
mins and minerals. Nonparticipants were more likely to be short of vita-
min A, vitamin B-6, calcium, iron, and zinc (Devaney, Gordon, and
Burghardt 1993). Together with the results for total calories, these results
suggest that the NSLP influences consumption of these nutrients by pro-
viding foods rich in specific nutrients, rather than by increasing total food
intake. In particular, NSLP participants consume more milk, meat or meat
substitutes, and vegetables at lunch than nonparticipants.

Changes in nutrient intakes at lunch may be offset by other changes in
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eating patterns over the course of the day. The SNDA asked about nutrient
intakes over a twenty-four-hour period and concluded that the positive
effects of the NSLP on lunchtime nutrient intakes were somewhat offset.
This finding is analogous to the conclusion from the FSP literature that
much of the value of the benefit is spent on goods other than food. On the
other hand, the NSLP did not have any statistically significant impact on
twenty-four-hour intakes of cholesterol or sodium, indicating that the neg-
ative effects of the NSLP on diet also tend to be offset over a twenty-four-
hour period. Thus, findings that NSLP participants are more likely to be
overweight than nonparticipants (see Wolfe et al. 1994; Bhattacharya and
Currie 2000) may reflect selection into the program.

There has been virtually no research on the question of whether the
NSLP has positive effects on the schooling attainments of participating
students. This omission is curious given the fact that one of the rationales
for school nutrition programs is that hungry children are likely to have
difficulty learning.

Similarly, there has been little research on the question of whether par-
ticipation in the NSLP improves food security. One would think that the
availability of at least one nutritious meal per day might have a major im-
pact on the food security of children in some households. Bhattacharya
and Currie (2000) address this issue using data from the National Health
and Nutrition Examination Surveys. They estimate a difference-in-
difference model where adolescents are either eligible or ineligible for the
NSLP, and schools are either in session or out of session. They do not find
any statistically significant effect of NSLP participation on the degree of
food insecurity reported by households of adolescents, although they do
find that the NSLP is linked to reductions in the fraction of adolescents
with high blood cholesterol and improvements in the quality of the diet as
measured by the Healthy Eating Index.

Although the SBP is not a focus of this review, it is useful to discuss some
of the evaluations of SBP alongside those of the NSLP because the SBP
evaluations address a somewhat different set of questions. One of the ma-
jor goals of the SBP is to promote breakfast consumption among children
who would not otherwise eat breakfast. Devaney and Stuart’s (1998) re-
cent reexamination of the SNDA data indicates that the SBP does encour-
age poor children to eat more than a nominal breakfast. Some smaller-
scale studies (see Myers et al. 1989) have found positive effects of SBP on
school attendance and test scores. This study followed children before and
after the SBP was introduced into their school.10

This research suggests that school nutrition programs can have positive
effects on nutrient intakes and perhaps on scholastic achievement, al-
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though more research is needed on this question. It will be interesting to
see whether the recent sweeping changes to the programs will enhance
these effects.

4.4 Evidence about Take-up

In order for programs to be effective, eligible families must take up their
benefits. Nonparticipation by eligibles is a significant problem. For ex-
ample, only 69 percent of households eligible for the FSP participated in
1994. The 40 percent increase in enrollments between 1988 and 1993 was
due mainly to a higher participation rate among eligibles rather than to an
increase in the number of eligibles (U.S. Committee on Ways and Means
1998), suggesting that changes in take-up have important impacts on par-
ticipation rates. Possible reasons for nonparticipation include lack of
knowledge about eligibility, transactions costs associated with enrolling in
the program, and stigma associated with participation (see Moffitt 1983).
Welfare reform has the potential to affect participation via all three chan-
nels as is discussed further below.

4.4.1 Take-up of the FSP

Takeup of FSP benefits is high among some subgroups of eligibles, but
low among others. For example, in 1994, 86 percent of eligible children
participated, but only one-third of eligible elderly persons. Virtually all el-
igible single-parent households were enrolled compared to only 78 percent
of eligible households with children and two or more adults (U.S. Com-
mittee on Ways and Means 1998).

Participation rates for FSP also varied by ethnicity, with 92 percent of el-
igible African Americans participating compared to 61 percent of eligible
Hispanics and 59 percent of eligible white non-Hispanics. Participation
rates were higher in some states than others, ranging from 38 percent in
Alaska to virtually 100 percent in Vermont and Maine. Participation rates
also tended to fall as income rose (U.S. Committee on Ways and Means
1998; Schirm 1998).

The available evidence suggests that all three of the explanations for non-
participation that have been suggested (lack of information, transactions
costs, and stigma) may be important in explaining these patterns. A recent
USDA study of FSP eligibles found that three-quarters of nonparticipating
households said that they were not aware that they were eligible. Only 7 per-
cent of households gave stigma as their main reason for nonparticipation,
but half answered affirmatively to at least one of the survey questions about
stigma. Haider, Schoeni, and Jacknowitz (2002) investigate low participa-
tion rates among the elderly using information from the Health and Retire-
ment Survey and conclude that many elderly people who are eligible for
food stamps say that they do not need benefits, which may indicate that
there is stigma associated with using the program unless one is very needy.
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Turning to transactions costs, the average FSP application took nearly
five hours of time to complete, including at least two trips to an FSP office.
Recertification for benefits took 2.5 hours and at least one trip. Out-of-
pocket application costs averaged about $10.31 or 6 percent of the average
monthly benefit (Ponza et al. 1999). Blank and Ruggles (1996) found that
participation in the FSP increased with the size of the benefit, suggesting
that households trade off the costs and benefits when deciding whether or
not to participate.

Daponte, Sanders, and Taylor (1999) investigate these issues further us-
ing a sample of 405 households in Allegheny County, Pennsylvania. They
found that many households that satisfy the gross income requirement for
the FSP (i.e., they have incomes less than 130 percent of poverty) are inel-
igible for other reasons. Many of them have liquid assets in excess of the as-
set limits. This means that it is treacherous to try to impute eligibility for
social programs using the limited asset information usually available in
general surveys. The authors also conducted a randomized experiment.
The treatment group was informed about their eligibility status and about
the size of any benefits they were eligible for. The control group was not. In-
formation had a significant effect in that people informed about their eli-
gibility status were much more likely to subsequently apply for the FSP. In
keeping with Blank and Ruggles, those entitled to the largest benefits were
most likely to apply when given this information: The take-up rate was over
90 percent for those eligible for over $202 in benefits, compared to only 40
percent among those eligible for less than $41. This finding demonstrates
that transactions costs are a significant barrier to take-up.

Yelowitz (2000) also provides evidence that suggests that lack of infor-
mation and transactions costs associated with enrollment in the FSP have
important effects. He studies increases in income cutoffs for Medicaid over
the late 1980s and early 1990s. Newly eligible families who applied for
Medicaid may have learned of their eligibility for the FSP at the same time.
Alternatively, families who did not find it worthwhile to incur the transac-
tions costs associated with applying for food stamps may have found it
worthwhile to apply for both Medicaid and food stamps. In any case,
Yelowitz finds that for every ten newly eligible families who took up Med-
icaid benefits, four also took up food stamps. The fact that only 40 percent
took up suggests either that those who applied for Medicaid were not all
informed about eligibility for food stamps, or that transactions costs are
important in addition to lack of information. These changes in Medicaid
eligibility may have accounted for as much as half of the run-up in the FSP
caseload in the early 1990s.

4.4.2 Take-up in WIC and the NSLP

Estimating take-up of the WIC program is complicated by the fact that
one must be at nutritional risk in order to qualify. Hence, estimates of take-
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up are sensitive to assumptions about the fraction of the population that is
at risk. The USDA estimated that 9.2 million persons were eligible for WIC
in 1995 and that 75 percent participated in the program. Among some sub-
groups of the eligible population, such as infants, take-up has been closer
to 100 percent (Rossi 1998), and in recent years concern has been expressed
about take-up rates greater than 100 percent of those infants the USDA
deems to be eligible for the program (National Research Council 2001).

Perhaps the best potential sources of evidence about the factors that
affect participation in WIC are studies that have tried to control for selec-
tion into the program. Unfortunately, these studies seldom report the first-
stage estimates from their selection correction models. As discussed above,
Brien and Swann do report these estimates and show that several charac-
teristics of state programs influence WIC participation. Their results sug-
gest that administrative barriers (such as procedures to verify income) may
discourage people from applying for WIC. Chatterji et al. (2002) show that
in addition, restrictions on the types of foods that can be purchased (such
as restrictions that mothers buy low-fat milk) discourage participation.
Bitler, Currie, and Scholz (2002) find that requiring more frequent visits to
WIC offices also has negative effects on participation. Some of their mod-
els use administrative state-level data, so that they are not contaminated by
underreporting of WIC participation, which is a significant problem in
survey data. Poor and minority women are also more likely to be enrolled,
as were high school dropouts and single mothers.

Similarly, participation in the NSLP is higher among children from the
poorest families. This may be due in part to the fact that these children are
eligible for free meals, whereas other children have to pay at least part of
the cost of the meals. In his analysis of the SNDA data, Gleason (1995)
finds that girls are less likely to eat school meals than boys, and that older
girls are less likely than younger ones to eat these meals.

Gleason also shows that the characteristics of the meals are important
determinants of participation. The most common reason given for not eat-
ing school lunch was that students didn’t like the food. His results suggest
that implementation of the Dietary Guidelines’ recommendation that fat
make up no more than 30 percent of the calories in a meal would lead to a
substantial drop in participation. However, this drop-off could be counter-
balanced by reducing the price of meals, restricting the ability of students
to go off campus, eliminating vending machines, or reducing the number
of a la carte menu items offered in addition to the school lunch.

Approximately a quarter of children eligible for free or reduced price
meals do not become certified. In a study of the parents of eligible non-
participants, Burghardt et al. (1993) found that over half believed that they
were ineligible, 10 percent thought the certification process was onerous,
and 20 percent cited stigma. In contrast, Glantz et al. (1994) find that chil-
dren’s preferences are the largest single factor affecting the parents’ deci-
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sion to apply for certification. If children indicate that they will not eat the
meals, then parents do not apply.

Gordon, Devaney, and Burghardt (1995) compare OLS and selection-
corrected models of participation in school meals programs. They find that
the OLS estimates indicate that NSLP increases the number of calories
consumed, while the selection-corrected models do not. In other words, the
students who choose to participate in NSLP are those who would eat big-
ger lunches in any case. This is especially true for adolescent girls, indicat-
ing that those girls who do choose to participate are those who are big
eaters. These findings suggest that implementation of the Dietary Guide-
lines may reduce the number of participants in school meal programs, par-
ticularly among adolescent girls, unless special care is taken to serve meals
that appeal to these students.

4.4.3 Welfare Reform and Take-up

There is a good deal of debate about the mechanism through which
PRWORA may have affected take-up of FSP caseloads. Welfare reform
can affect FSP participation in many ways. First, households that leave the
welfare rolls because they either find work or run into time limits may not
know that they remain eligible for FSP. In some instances, their casework-
ers may not even know that they remain eligible, since under the prior
regime, welfare recipients were automatically eligible for food stamps.

Second, state “diversion programs” intended to discourage people from
applying for welfare benefits by, for example, requiring them to engage in
job search before applying for benefits may also discourage them from ap-
plying for food stamps. In these two scenarios, people who are eligible for
FSP benefits are not receiving them because of administrative barriers cre-
ated by welfare reform.

A third possibility is that welfare reform has been successful in terms of
encouraging people to leave the welfare rolls for jobs that pay more than
the income limit for the FSP. However, the available evidence is that most
of those who transition from welfare to work continue to have incomes low
enough to qualify for the FSP, so this is not a likely explanation for the de-
cline in FSP caseloads (Dion and Pavetti 2000). For example, Zedlewski
and Brauner (1999) examine data on households with children who had
participated in the FSP between January 1995 and the survey date. When
surveyed between February and October 1997, one-third of these families
had left the program. Zedlewski and Brauner find that families who had
been on welfare were more likely than other families to have exited, and
that the difference was greatest at the lowest levels of income. If families
were choosing not to participate because of improvements in their finan-
cial positions, then one might expect differences in participation to be
greatest at the highest levels of income.

Fourth, the publicity surrounding welfare reform may have increased
the stigma surrounding all means-tested programs. For example, there is
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some evidence that the degree of underreporting of means-tested program
participation in the CPS has increased in recent years.

Fifth, some categories of persons, such as resident aliens and adults
without dependents who do not meet work requirements, have become in-
eligible as a result of PWRORA. However, since these groups did not make
up much of the FSP caseload before PWRORA, it is unlikely that their ex-
clusion is responsible for much of the decline in caseloads. Temporary
sanctions of TANF recipients who fail to comply with work requirements
may also lead to a loss of food stamp benefits.

Sixth, even if eligible households are aware of their entitlements, losing
automatic eligibility for food stamps increases transactions costs greatly, as
families are typically required to be recertified for FSP benefits four times
a year. Many states have shorter recertification intervals for working fam-
ilies than for families entirely on cash assistance, because working families
have more variable incomes and hence may be more likely to receive food
stamps in error. Currie and Grogger (2001) and Kabbani and Wilde (2002)
both show that reductions in recertification intervals reduce participation.
Thus, by reducing the fraction of the low-income population that relies
solely on welfare, welfare reform has resulted in an increase in the transac-
tions costs associated with staying on the FSP for many families and de-
creases in participation.

Loprest (1999) found that two years after leaving AFDC/TANF, less than
a third of former welfare recipients were receiving food stamps. This study
was based on a national survey of former recipients, but similar findings
have been reported using state-level administrative data (Dion and Pavetti
2000). It is evidently important to distinguish between the possible reasons
for nonparticipation, but most of the available evidence regarding effects of
welfare reform on participation in the FSP is anecdotal. Still, enough evi-
dence of negative effects of welfare reform is available that the GAO recently
recommended that the FNS require states to inform welfare applicants of
their eligibility for food stamps during the first meeting; to publicize eligi-
bility requirements for the FSP and distinguish them from the eligibility re-
quirements for TANF; and to aggressively evaluate access to food stamp
benefits when reviewing states’ FSP operations (U.S. GAO 1999b).

Little information is available about the effects of welfare reform on par-
ticipation in other FANPs. However, in a study using SIPP data from 1993
to 1995, Burstein et al. (2000) find that 22 percent of child exits from the
WIC program were associated with parents leaving AFDC (holding in-
come constant). This suggests that declines in welfare participation due to
welfare reform may also lead to the loss of WIC benefits.

4.5 Evidence Regarding the Efficacy of Cash versus In-Kind Transfers

What do evaluations of food and nutrition programs have to say about
whether the provision of services in-kind makes economic sense? Eco-

U.S. Food and Nutrition Programs 269



nomic theory suggests that if the goal of nutrition programs is to improve
the utility of the household decision maker, then this could be done more
efficiently by replacing in-kind benefits with cash. Moreover, having a large
number of in-kind programs is more expensive administratively than
simply mailing a check, and in-kind programs are more subject to some
types of fraud (e.g., recipients attempting to trade food stamps for cash).
Viewed from this perspective, the growth in the proportion of assistance to
low-income households that is delivered in-kind over the past thirty years
(see Currie 1991) is hard to explain.

On the other hand, in-kind programs have several features that are attrac-
tive to at least some constituencies. First, the benefits may be more targeted
to the truly needy. On the other hand, provision of benefits in kind is stig-
matizing, and those who suffer most from stigma are not necessarily those
least in need of aid. Second, the fact that the benefits are in kind may deter
some types of fraud. For example, people may be less likely to falsely claim
eligibility for food stamps than they are to falsely claim eligibility for cash as-
sistance. Of course, to the extent that food stamps can be converted easily to
cash, this argument for the provision of in-kind benefits will be undermined.

A third, and perhaps more compelling argument, is that advocacy
groups, the agricultural industry, and the general public all support the
idea of giving food aid in kind. It is this political support that allowed the
FSP to survive the latest round of welfare reform unscathed. Public sup-
port for the in-kind nature of food aid may indicate that the general public
is not particularly interested in increasing the utility of aid recipients.
Rather, the goal of nutrition programs is to alter the behavior and con-
sumption bundles of recipient households in specific ways.

4.5.1 Administrative Costs

Supplying benefits in kind increases the transactions costs associated
with running safety-net programs. For example, one study found that in
the case of a FSP program operated using paper coupons, these costs
amounted to $13.39 per case month for the program, $24.73 per $1,000 re-
deemed for participating retailers, and $3.50 per $1,000 redeemed for fi-
nancial institutions (who eventually receive deposits of FSP coupons).

These costs may be substantially reduced by EBT. One demonstration
found that the corresponding costs in an EBT system were $2.52 per case
month, $15.21 per $1,000 for retailers, and $.23 per $1,000 for financial in-
stitutions (USDA 1994).11 Notwithstanding these cost savings, EBT may
result in lower participation by vendors, who may need to install special
equipment in order to participate.
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Total administrative costs associated with the FSP vary considerably
from state to state. For example, in 1988, the annual administrative cost per
case varied from $238 in the highest quintile of states (excluding Alaska,
which had very high costs of $522 per case) to $108 in the lowest quintile of
states (Ohls and Beebout 1993). A comparison of the difference in these fig-
ures to the direct costs of operating a coupon program (given earlier) sug-
gests that the administrative cost savings that would be obtained by cash-
ing out the FSP are dwarfed by regional differences in administrative costs
that are driven by other factors.

4.5.2 Fraud and Stigma

It is possible that the provision of benefits in kind reduces the number of
households that fraudulently claim eligibility for FANPs, relative to the
number that would claim equivalent cash benefits. However, little evidence
is available on this question. What is clear from the discussion above is that
the provision of in-kind benefits opens the door to another type of abuse,
which is the illegal trafficking of benefits for cash. It is also clear that some
fraction of the potential FANP caseload is deterred from using these pro-
grams by stigma, although, again, there is little evidence available regard-
ing whether these households would find a cash program less stigmatizing.

A major goal of the EBT program is to reduce fraud in the FSP. In stud-
ies of this issue, FNS has found that FSP recipients reported by a three-to-
one margin that it was harder to sell benefits with EBT cards. Sixty-nine
percent of retailers surveyed also perceived FSP fraud to be decreased un-
der EBT (USDA 1994). However, although in principle EBT data could be
used to identify fraudulent use of FSP benefits by both individuals and
stores, a recent GAO report found that most state agencies were not yet
equipped to effectively analyze these data (U.S. GAO 2000). EBT could
also increase the participation of eligibles by reducing stigma: The use of an
electronic card may be less likely to draw attention than the use of coupons.

4.5.3 Are In-Kind Benefits Treated Differently from Cash?12

The FSP typically provides benefits that are less than a household’s
monthly food budget. Thus, in principle, the benefits should be equivalent
to a cash transfer, since households can use the FSP benefits to buy food
that they would have purchased in any case and use the money released to
buy other goods. On the other hand, the fact that some people sell their
food stamps suggests that at least these people are receiving more in the
form of stamps than they wish to consume in the form of food purchases.
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Studies of this issue have found that approximately 11 percent of the case-
load receive food stamp benefits larger than their food budgets (Ohls and
Beebout 1993).

In contrast to the FSP, WIC and the NSLP provide food “packages” that
are likely to differ from those that would be chosen by households in the ab-
sence of the programs. Other things being equal, then, one might expect
these programs to have larger effects on the composition of the diet than
the FSP.

As table 4.12 shows, many studies have attempted to estimate the MPSf

out of FSP benefits and to compare it to the MPSf out of cash income. Sur-
prisingly, these studies have typically found that the former is greater than
the latter. For example, in his review of the literature Fraker finds that esti-
mates of the MPSf out of FSP benefits center around $0.25, whereas the
MPSf out of cash income is estimated to be less than $0.15. As discussed
above, given the fungibility of FSP benefits, one might expect the two
quantities to be the same for most households. It is possible that the small
fraction of households that receive food stamp benefits greater than or
equal to their preferred food budgets have a very high MPSf out of FSP
benefits, and that this high value is largely offset by the many other house-
holds who are not “constrained” by the FSP.

More recent evidence on this question is provided by several food stamp
“cashout” demonstrations, which are also summarized in table 4.12. In
these cashouts, households were issued checks instead of the usual FSP
coupons. The study with perhaps the cleanest design was carried out in San
Diego. This demonstration randomly assigned households receiving wel-
fare payments and FSP benefits to a treatment group that received a check
combining the two benefits and to a control group that continued to receive
FSP coupons separately. The treatment group spent an average of $22 per
month less on food.

However, Whitmore (2002) has reexamined these data and finds that
only households that were constrained in the sense that the initial value
of their food stamps was greater than or equal to their food budgets spent
less on food after the cashout. She further finds that households reduced
spending on relatively nonnutritious items such as soda and juice, and that
the reductions in expenditure did not have any negative effect on nutri-
tional status. Whitmore also provides some direct evidence regarding
trafficking of food stamps from a survey of food stamp recipients. She finds
that food stamps sell for about 65 percent of their face value.

The results from several other cashout demonstrations show little evi-
dence of effects on expenditures. For example, studies of the cashout of the
Puerto Rican FSP system13 did not show any change in the MPSf out of
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program benefits (Beebout et al. 1985; Devaney and Fraker 1986; Moffitt
1989). However, in Puerto Rico, FSP coupons were widely circulated as
currency even before the cashout. A demonstration in Alabama also failed
to find a significant effect of cashout, but in this demonstration the FSP
benefit was issued as a separate rather than a combined check, and the
demonstration was introduced with little publicity as an explicitly short-
term demonstration (Fraker et al. 1992). Lastly, a cashout demonstration
that dealt with elderly households found little impact on food expenditures
(Butler, Ohls, and Posner 1985).

Whitmore’s findings cast doubt on the hypothesis that, on average,
households with children treat FSP benefits differently from cash. How-
ever, it is possible that some subset of these households does benefit from
receiving benefits in kind. It is thought that female heads of household may
have more control over the use of FSP coupons than they have over the
cash income they receive from other sources, and that they have higher
marginal propensities to spend on food. Welch (1999) documents the fact
that many prime age men live in households where other members are re-
ceiving some form of public assistance. And Moffitt, Reville, and Winkler
(1998) point out that many unmarried welfare mothers are in fact cohabit-
ing with a partner. In these households, the fact that FSP benefits are issued
in the woman’s name and earmarked for food purchases may increase her
ability to spend the income on food. The fact that elderly recipients are
more likely to live alone might then explain the finding that their MPSf s out
of FSP benefits and cash are equal. It would be very interesting to test this
hypothesis using detailed information about the composition of FSP
households.

Further evidence about the efficacy of in-kind transfers comes from
WIC and the NSLP. As discussed above, these programs appear to increase
the consumption of targeted nutrients, not by increasing the total amount
of food consumed (as any kind of transfer would be expected to do), but by
changing the composition of foods consumed.

4.6 Evidence Regarding Work Disincentives

As discussed earlier, social programs with fixed income cutoffs create a
notch in the budget constraint facing households. Households located
near these notch points may face very high marginal tax rates on additional
earnings, which are likely to discourage them from increasing their hours
of work. Moreover, some households that were initially located above the
notch may find it in their interests to cut back work hours to the notch
point. On the other hand, removing the notch (for example, by eliminating
a program like WIC) would not necessarily increase work effort.

The bulk of the research on the effects of cash welfare programs such as
AFDC has been directed at measuring the work disincentives created by
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these programs. These studies often consider the combined effect of AFDC
and FSP benefits on the behavior of female-headed households, since, as
discussed above, most households that receive AFDC (now TANF) also re-
ceive FSP benefits. The combined data offer some purchase on the problem
because FSP benefits are reduced thirty cents for every dollar of AFDC
benefits. Hence, the variation in AFDC benefits across states creates some
variation in FSP benefits. Moffitt and Fraker (1988) use data on female
heads participating in AFDC and FSP in 1979 to estimate that the FSP re-
duces labor supply by 9 percent. However, they also found that small
changes in guarantee levels and benefit reduction rates would have little
impact on hours of work. Moffitt and Keane (1998) estimate a structural
model of participation in multiple welfare programs and again conclude
that high welfare tax rates have relatively little effect on work effort.

Hagstrom (1996) examines the effects of FSP participation on the labor
supply of married couples and finds that the labor supply effects are even
smaller than those found in studies focusing on single persons. These find-
ings are consistent with the literature on cash welfare programs, which also
finds small labor supply effects (see Moffitt 1992, 1998). Hagstrom identi-
fies his model using variation in FSP benefits stemming from differences in
nonlabor income and deductions (such as shelter deductions) across
households with identical labor incomes.

Although they are now very dated, it is worth mentioning the results of
several randomized experiments involving work programs for FSP recipi-
ents that were conducted in the early 1980s. Ohls and Beebout (1993) dis-
cuss several different models including (a) an applicant job search model,
which required participants to contact a specified number of employers;
(b) a job club model, which required participation in a two- to four-week
training session designed to improve job search skills; (c) a group job
search assistance model, which required participation in a two-day em-
ployability skills training workshop followed by eight weeks of job search
with biweekly group meetings; and (d) a job club/workfare model, which
required participation in a three-week job club followed by assignment to
workfare jobs for those who were unsuccessful in finding employment on
their own. All of these treatments increased earnings among treatment
groups relative to controls, although the effects were not always statisti-
cally significant. Treatment effects tended to be larger for women than
men. The treatments were also successful in reducing food stamp benefit
amounts to the extent that the experimental programs produced modest
cost savings.

Another notable finding, however, was that approximately two-thirds of
the FSP recipients in the experimental sites were exempt from FSP work
requirements due to age, the presence of young children in the household,
disability, participation in other programs, or other factors. In principle,
those who participate in programs such as AFDC/TANF are responsible
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for meeting the work requirements of those programs and so are exempted
from compliance with FSP work requirements. Thus, it seems fair to con-
clude that although FSP recipients have technically been subject to work
requirements for a long time, efforts to actually force most recipients to
work have not been vigorously pursued.

4.7 Evidence about the Importance of Production Functions versus
Budget Constraints

Is the typical FANP’s emphasis on changing household budget con-
straints the best way to improve the nutritional status of the population, or
should more attention be paid to altering household “production func-
tions”? For the average American, obesity, a poor quality diet, and lack of
exercise are much greater threats to health than food scarcity. An extensive
body of evidence links diets high in fat and low in fiber to coronary artery
disease, stroke, diabetes, and some forms of cancer (U.S. DHHS 1991).
Moreover, individuals in poor households are both more likely to be obese
and more likely to purchase foods with little nutritional value (e.g., soft
drinks) compared to those in higher-income households, and the concen-
tration of obesity among households of lower income has become more
pronounced over time (Bhattacharya and Currie 2000).

FANPs differ in their implicit answers to this question of budget con-
straints versus production functions. The FSP allows households to use
their benefits to purchase a very wide range of foods. The underlying as-
sumption, then, is that households need larger food budgets but that they
do not need direction in terms of what foods to purchase. On the other
hand, the NSLP offers meals that conform to specific nutritional guide-
lines. WIC not only tailors its food packages to meet specific nutritional
needs but also offers nutrition education. Thus, the FSP program is di-
rected primarily at loosening household budget constraints, whereas the
NSLP and WIC also attempt to alter household “health production func-
tions” by changing the composition of the foods that are eaten. Evalua-
tions of these programs reflect these differences in goals, since most evalu-
ations of the FSP focus on whether household food expenditures are
increased, whereas evaluations of the NSLP and WIC generally focus on
individual nutrient intakes and (at least in the case of WIC) health out-
comes.

It is possible then that a comparison of the effects of these programs can
shed light on the issue of whether FANPs should be directed primarily at
loosening budget constraints or at altering household production func-
tions (or both). But it is difficult to compare the effectiveness of FANPs
given that evaluations tend to focus on different sets of outcomes. Still, a
perusal of the results in tables 4.12, 4.13, and 4.14 suggests that the NSLP
and, especially, the WIC programs have greater positive effects on the com-
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position of the diet than the FSP. This comparison suggests, then, that ef-
forts to change household production functions may be productive. How-
ever, the fact that programs like WIC improve diets may reflect the effects
of nutrition education, but it may also simply reflect the constraints of the
program—that is, the fact that only nutritious foods are provided. There is
little evidence about whether the nutrition education component of WIC is
effective (although, as discussed above, there is some evidence of positive
effects on infant feeding practices). Thus, for evidence of the effects of nu-
trition education, we must look elsewhere.

Evaluations of government-sponsored educational interventions show
that intervention can be successful in improving young children’s eating
patterns. For example, Harrell et al. (1998) find that both classroom and in-
dividual nutritional education had positive effects on third- and fourth-
grade children in terms of reducing blood cholesterol levels. Glenny et al.
(1997) report similar results for family therapy and other interventions
aimed at lifestyle modification.

Evaluations of the federal Nutrition Education and Training (NET)
Program, which provides grants to states that implement nutrition educa-
tion programs in their schools, have found that it is much easier to improve
nutrition knowledge than it is to affect behavior. However, some evalua-
tions of school-based programs have shown that children’s willingness to
try new foods offered in school lunch and the quality of snacks chosen away
from home improved, and that children were more likely to consume fruits,
vegetables, protein foods, and foods with vitamin A. Poor children have
been shown to be more likely to consume dairy products and foods with vi-
tamin C in response to NET programming. Not surprisingly, longer pro-
grams (e.g., fifty classroom hours or more) have been found to have larger
effects on behavior (Contento, Manning, and Shannon 1992).

An important point with respect to nutrition education programs is that
since many of them are still at the demonstration stage, the opportunity ex-
ists to conduct sensible, randomized evaluations of the efficacy of different
types of programs. If it is not possible to randomize within schools, it may
be possible to randomize across schools, as was done in the CATCH study
(Luepker et al. 1996). In this study, ninety-six elementary schools located
in four states were randomly chosen to be intervention or control sites. Five
thousand third- to fifth-grade children took part over a three-year period
from 1991 to 1993. The intervention involved training for food service staff
and teachers, a nutrition curriculum for students, and outreach to parents.
By 1993, the number of calories provided in school meals, and the number
of calories provided in the form of fat and saturated fat, had fallen signifi-
cantly in intervention schools relative to controls.

Kenkel (2000) summarizes a number of studies by Pauline Ippolito and
Alan Mathios (1990, 1995, 1996) that have examined the effects of attempts
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by both government and the private sector to inform the public about the
health benefits of diets low in fat and high in fiber. Government efforts to
get this message out during the 1970s were relatively unsuccessful. But in
the mid-1980s, the Federal Trade Commission and the Food and Drug Ad-
ministration relaxed rules that had prevented food manufacturers from
making health claims for their products. Ippolito and Mathios show that
after declining very slowly between 1977 and 1985, the consumption of
fats and cholesterol fell dramatically between 1985 and 1990, and the con-
sumption of cereals rich in fiber increased. The Nutrition Labeling and
Education Act of 1990 is apparently also influencing consumer choices
(Ippolito and Mathios 1993).

In summary, the available evidence indicates that many households have
imperfect information about diet and nutrition, and that both government
and private programs can be effective in providing nutrition education,
particularly to young children. Further research into these questions
would be very useful.

4.8 Current Policy and Research Questions

In conclusion, I would like to offer five broad areas that merit future re-
search. First, it would be useful to know more about the links between
FANPs and changes to cash welfare programs such as TANF and the
EITC. The policy debate leading up to the passage of the PRWORA in-
cluded a good deal of discussion about overhauling the FSP. Congress con-
sidered cashing out the program and greatly reducing federal oversight by
distributing the funds as block grants to the states. Yet the program sur-
vived the most recent round of welfare reform intact. Still, because of the
links between FANPs and participation in other welfare programs, welfare
reform is likely to have an important impact on the effectiveness of these
programs. Households that were once automatically eligible for participa-
tion in FANPs because of their status as welfare recipients may not be
aware that they remain eligible for FANPs even after their cash assistance
has been cut off. Or they may find it difficult to go through the process of
applying and reapplying for these benefits. The stigma associated with par-
ticipation in any welfare program may also be increasing over time. As-
sessing the extent to which welfare reform affects participation in FANPs,
and the channels through which participation is affected, is an important
area for future research. We need a better understanding of the determi-
nants of participation in the program if we are to effectively combat de-
creases in participation that may be linked to welfare reform.

A second important question for FANP research is the extent to which
these programs should focus on improving the quality of diets rather than
the quantity of foods consumed. As has been discussed, some FANPs such
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as WIC already place some emphasis on diet quality, whereas programs
like FSP are designed to promote overall food consumption. In addition,
the NSLP and SBP have recently been overhauled in order to place a
greater emphasis on diet quality. In principle, the adoption of EBT could
make it easy to place restrictions on the foods that could be purchased us-
ing FSP benefits (Kirlin and Adam 1998) if this proved to be an effective
way to improve nutritional choices and health outcomes.

A third area for research concerns the extent to which any new monies
allocated to FANPs should be allocated to nutrition education rather than
to the provision of food to low-income Americans. As discussed above,
some of the NSLP funds have been earmarked for nutrition education un-
der the Healthy Meals for Healthy Americans Act. Funding for NET has
also increased in recent years. The available evidence suggests that educa-
tional initiatives of this kind can have a positive effect on the diets of young
children. Still, funding for this type of program is a drop in the bucket com-
pared to overall spending on traditional food subsidies. As policymakers
consider whether this funding should be increased further, it would be use-
ful to have more information about the effects of nutrition education (as
conducted by the WIC program, for example) on the behavior of adults as
well as children.

Fourth, it would be useful for researchers and policymakers to think
about FANPs in a more integrated manner. At present, it is difficult to
compare the effectiveness of these programs, since each is evaluated in
terms of a separate and largely non-overlapping set of outcomes. It would
be useful, for example, to have more studies of the effects of the FSP and
WIC on outcomes such as the cognitive attainments of young children and
the food security of their households, and it would be useful to know more
about the effects of the NSLP on household food expenditures. It would be
of great interest to have a better sense of the way in which FANPs as a
group contribute to the food security, nutritional outcomes, and general
well-being of American households.

Finally, it is encouraging that more attention is being paid in recent stud-
ies to the ubiquitous issue of sample selection. It is particularly difficult to
evaluate the impact of programs like FANPs that are implemented on a na-
tional basis and often show little change over time. Some researchers have
shown considerable ingenuity identifying and exploiting the limited
amount of variation in programs that exists across jurisdictions, and in us-
ing designs such as sibling comparisons to control for the background
characteristics of families who choose to participate in these programs. Yet
many questions remain about the effects of these programs. For programs
and populations for whom coverage is not yet complete (such as WIC par-
ticipation among children), and in cases where changes to programs are
contemplated, well-designed social experiments could provide great in-
sight into program effects.
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The Temporary Assistance for Needy Families (TANF) program was cre-
ated by legislation passed by the U.S. Congress and signed by the president
in 1996. The Personal Responsibility and Work Reconciliation Act
(PRWORA) created the TANF program out of the preexisting Aid to Fam-
ilies with Dependent Children (AFDC) program, which itself was created
by Congress in 1935 as part of the Social Security Act. The PRWORA leg-
islation represented the most fundamental restructuring of the AFDC pro-
gram since its inception. The most important restructured elements are
(a) the devolution of major program design elements, and financing
through block grants, to the individual states; (b) the imposition of strict
work requirements in order to qualify for federal aid; and (c) lifetime lim-
its on the number of years of benefit receipt which could be paid out of fed-
eral funds.

This paper reviews the rules and structure of the TANF program and
compares them with the historical AFDC program. In addition, it reviews
the caseloads, costs, and participation rates of the TANF and AFDC pro-
grams. Finally, it reviews the research that has been conducted on both
programs. Given the relative youth of the former, relatively little scholarly
research has been conducted on it to date. Consequently, the bulk of the re-
search will be reviewed for the AFDC program. Some discussion will also
be provided of the extent to which the results of the AFDC research can be
expected to apply to the TANF program.

Robert A. Moffitt is professor of economics at Johns Hopkins University and a research as-
sociate of the National Bureau of Economic Research.

The author would like to thank Daniel Gubits for research assistance.
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The first section reviews the rules and history of the programs. The sec-
ond section reviews the trends in caseloads and expenditures and other
program characteristics, followed by a section on the research results. Sec-
tion 5.4 reviews research on the TANF program. A final section discusses
reforms of the financial incentives in the program.

5.1 History, Rules, and Goals

5.1.1 History and Rules of the AFDC Program

Table 5.1 shows the major pieces of legislation creating and altering the
AFDC program over its history, 1935–96.1 The program was created by the
Social Security Act of 1935 along with the Old-Age Social Security and
Unemployment Insurance programs. The AFDC program provided cash
financial support to families with “dependent” children, who are defined
as those who were deprived of the support or care of one natural (i.e., bio-
logical) parent by reason of death, disability, or absence from the home,
and were under the care of the other parent or another relative. Although
the language of the legislation was gender-neutral, in practice the vast ma-
jority of families of this type consisted of a mother and her children, or
what are today called single-mother families. Although the presence of the
father was possible if he was the single parent or if he was disabled, the
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Table 5.1 Major Legislation in the AFDC and TANF Programs

Date Title of Legislation Main Provision

1935 Social Security Act Created the AFDC program for low-income children without 
a parent present in household

1961 Amendments to the Social Created AFDC-UP program for children in two-parent families 
Security Act where primary earner is unemployed

1967 Amendments to the Social Lowered the benefit reduction rate to two-thirds; created the 
Security Act WIN program

1981 Omnibus Budget Recon- Increased the benefit reduction rate to 1; imposed a gross 
ciliation Act of 1981 income limit; counted income of stepparents; expanded

waiver authority
1988 Family Support Act of 1988 Created the JOBS program for education, skills training, job 

search assistance, and other work activities; created 
transitional child care and Medicaid programs; mandated 
AFDC-UP in all states

1996 Personal Responsibility and Abolished the AFDC program and created the TANF program
Work Reconciliation Act

1. A short, but more detailed, history of the major developments in the AFDC program can
be found in Garfinkel and McLanahan (1986, chap. 4). That discussion also includes an ac-
count of the history of income support programs prior to AFDC.



overwhelming majority of participating families were initially, and have
continued to be, those in which the father is not present. In 1935 the pri-
mary reason for the absence of the father was death, but this was to change
in later years as that absence was more a result of divorce or out-of-
wedlock childbearing. Eligibility also required that families have income
and assets below specified levels.

The AFDC program was created as a shared federal and state responsi-
bility. The states had a large role in the program, for they were responsible
for not only creating and administering their own AFDC programs but
also setting the level of basic benefits. States subsequently picked very
different benefit levels, with benefits ranging sixfold from the most gener-
ous to the least generous. The federal role was both financial and regula-
tory. Financially, the federal government was responsible for providing
open-ended matching grants to the states, with declining match rates at
higher state benefit levels. On the regulatory side, the federal government
put many restrictions on the definition of eligibility and allowable re-
sources but also on the benefit formula. In terms of eligibility, for example,
the federal government defined what family structures were eligible and
put restrictions on who could and could not be counted as part of the as-
sistance unit, and also on what income and assets could be counted for el-
igibility determination. Regarding the benefit formula, the federal govern-
ment put restrictions on allowable deductions for earned income and also
for child care and work-related expenses, effectively constraining the state’s
ability to set the benefit reduction rate in the program. Thus the states
ended up being primarily responsible for the level of benefits, or what econ-
omists call the “guarantee,” while the federal government effectively set the
benefit reduction rate, which economists sometimes call simply the “tax
rate.” The nominal benefit reduction rate in the program in 1935 was 100
percent, for benefits were determined by a straightforward subtraction of
income from “needs” (i.e., the guarantee), and there were few deductions
for income allowed.2

The definition of a dependent child as resulting from the absence or dis-
ability of a parent implicitly allowed families to be eligible where the
mother (or father) had remarried or was cohabiting with a partner who
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2. Additional complexities were present because the states actually had the right to manip-
ulate the benefit formula in ways that altered even the tax rate. For example, states could im-
pose maximums on the benefit paid to a family, which creates a range of a zero tax rate; they
could reduce the difference between the guarantee and net income (defined as income less de-
ductions) by a defined fraction (called the “ratable reduction”), which effectively reduces the
tax rate by that fraction; and they could impose gross income ceilings for eligibility, which cre-
ate a notch in the budget constraint. They also had discretion in setting allowable deductions,
which alters the effective tax rate as well. See U.S. Congress, Committee on Ways and Means
(1996), Keane and Moffitt (1998, appendix), and Meyer and Rosenbaum (2001, appendix 1)
for more details on the formula in different states. States are allowed even more discretion
over the benefit formula under the new TANF program (see subsequent discussion).



was not a parent of the child. Further, stepparents and cohabitors were ex-
cluded from the definition of the assistance unit for purposes of eligibility
and benefit determination, so their income was not automatically counted
against benefits. In principle the income they provided to the eligible chil-
dren should be counted as income to the assistance unit, but rigorously
measuring intrahousehold income flows is difficult, so the enforcement of
this principle was minimal. However, in 1935 the rate of remarriage was
fairly low and the rate of cohabitation was even lower, so these issues did
not attract discussion; they did so only later when these types of families
grew in the general population and in the AFDC recipient population.

A significant expansion of the program took place in 1961 when Con-
gress created the AFDC-UP (for “unemployed parent”) program to in-
clude families in which both natural parents were present but where the pri-
mary earner was unemployed, with unemployment defined as the inability
to find work in excess of 100 hours per month. The income and asset eligi-
bility conditions and benefit formulas were identical to those in the basic
AFDC program. The AFDC-UP program was made optional to the states,
with financing at the same rate as in basic AFDC, and twenty-five states
had created and operated such programs by the end of the decade.

The next major change in the program occurred in 1967 when Congress,
concerned with work incentives in the program, lowered the nominal tax
rate on earnings from 100 percent to 67 percent (by two-thirds, to be ex-
act). States were required to deduct $30 and one-third of remaining
monthly earnings from total monthly income before calculating the bene-
fit (hence the “thirty-and-one-third” rule). The Social Security Amend-
ments in 1967 also created a program called the Work Incentive (WIN)
Program, which required women whose youngest child was older than six
and who did not fall into a number of exempt categories (disabled, in
school, etc.) to register for some type of work or education activity, usually
some type of job placement program. The WIN program was never effec-
tive, for, while the majority of nonexempt recipients were registered, states
did not provide the funds or exert the effort to set up the necessary activi-
ties to engage more than a small number of registrants. Although there
were almost no evaluation studies of WIN conducted (see below), there
was nevertheless a widespread perception that the job placement opera-
tions in place were also quite ineffective.3

A number of Supreme Court decisions in the late 1960s and early 1970s
were also important in modifying key features of the program. One out-
lawed what were called state “man-in-the-house” rules, rules which made
ineligible for benefits mothers who were living, even on a temporary basis,
with men who were not the natural fathers of the children. The court

294 Robert A. Moffitt

3. See Lalonde (chap. 8 in this volume) for a more detailed discussion of the WIN program
and its evolution.



judged these laws to violate the original Social Security Act provision stip-
ulating that eligibility was based solely on the absence of the natural father.
A second, related decision prohibited states from counting the income of
any such cohabiting men against the AFDC benefit without specific evi-
dence that the men were providing income support to the woman and chil-
dren; some states had been automatically including the male’s income
when calculating benefits. A third decision outlawed so-called residency
requirements that some states had adopted, which required families who
had moved into a state to live there for a few years before eligibility could
be established. The court judged these laws to violate the equal protection
clause of the Constitution and to impose an unlawful restriction on free-
dom of residential location.

The growth of the Food Stamp and Medicaid programs in the late 1960s
and early 1970s also affected the AFDC program. Eligibility for the Food
Stamp Program, although open to all individuals regardless of family type,
was made automatic for AFDC recipients. Thus a close tie between the
programs was established, and participation in the AFDC program con-
stituted a guaranteed entry to the Food Stamp Program. Families in the
AFDC program were also made categorically eligible for the Medicaid
program, significantly raising the generosity of program benefits. Unlike
the case of food stamps, however, non-AFDC recipients faced more diffi-
cult eligibility hurdles for Medicaid and were often ineligible until the
1980s (see the chapter on Medicaid in this volume). A third program of
some importance that grew more in the 1980s is the Earned Income Tax
Credit, whose amounts were required by Congress to be excluded from
AFDC recipient income for the purpose of benefit calculation in order to
encourage work.4

Throughout the 1970s a number of welfare reform proposals were con-
sidered by the federal executive branch but were either never proposed to
Congress or were proposed and not passed. The Nixon administration pro-
posed, with its Family Assistance Program, replacing AFDC with a pro-
gram more resembling a negative income tax—with a low marginal tax
rate—and which would have federalized the program and hence removed
it from the control of the states, a reform much discussed in the 1970s in an
attempt to eliminate the large cross-state variation in benefits. The legisla-
tion did not pass Congress. The Ford administration considered a welfare
reform proposal with a number of features but, most notably, a consider-
able strengthening in the work requirements of the program. The program
was never submitted to Congress. The Carter administration submitted to
Congress a major welfare reform proposal which, like the Family Assis-
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4. Food stamp benefits were also excluded from the AFDC benefit calculation, as were
housing subsidies in most states. Supplemental Security Income benefits were excluded, but
SSI recipients were not allowed to be covered by AFDC anyway (i.e., they were excluded from
the AFDC assistance unit).



tance Program, would have federalized the program but which introduced,
for the first time, significant added work requirements. The legislation was
not passed by Congress.

The next major piece of legislation passed by Congress was the Omnibus
Budget Reconciliation Act of 1981, which had several important features.
The tax rate on earnings in the program was increased to 100 percent, up
from the 67 percent provided for in the 1967 amendments, on the argument
that this would concentrate benefits on the lowest income families and
hence those most in need.5 In addition, for the first time Congress required
states to count a portion of stepparent income against the grant regardless
of the amount of financial support that the stepparent might be deter-
mined, by some calculation, to have provided to the mother and her chil-
dren. Congress also put an upper limit on the gross income that a family
could have to be eligible, thus eliminating the possibility that high levels of
deductions could allow such families onto the rolls. A fourth important
feature of the legislation, little noticed at the time but which became im-
portant later, was a provision encouraging states to experiment with new
AFDC work provisions that were at variance with federal law and federal
regulations, and to seek waivers to test alternative provisions that they
might be interested in. The “WIN demonstrations” of the 1980s, as they
were called because they were modifications of WIN, allowed states to ex-
periment with community work programs, work supplementation pro-
grams, heightened job search, and other programs to strengthen the em-
phasis on work and improve upon their WIN programs.

Subsequent to 1981 and throughout the early and mid-1980s, states be-
gan taking advantage of the waiver provisions in the 1981 Act and, even-
tually, virtually all states conducted WIN demonstrations. These demon-
strations typically tested low-cost programs that required some type of job
search activity, although some also required recipients to simply work—
usually in some community service job like cleaning up a public park—in
exchange for their benefits (“workfare”). A few states were more ambitious
and tested more expansive employment programs that attempted to pro-
vide more basic skills training or substantive work experience. Many of the
demonstrations also narrowed the list of conditions allowing a recipient to
be exempt from participating in these programs. The 1980s thus witnessed
the beginning of significant AFDC reform activity initiated at the state and
local levels, a new trend in light of the history of reform activity, which had
theretofore occurred primarily at the federal level.

The state activity on increased work requirements led to increased con-
gressional interest in work and culminated in the passage of the 1988 Fam-
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5. The recipient was allowed to work for four months with the thirty-and-one-third reduc-
tion rule, but further earnings were taxed at the 100 percent rate. Later, the flat $30 exemption
amount was allowed for twelve months.



ily Support Act, whose most important feature was the creation of the
Job Opportunities (JOBS) program. The JOBS program replaced WIN
and was to require much larger numbers of welfare recipients to engage in
work-related activities, both by reducing the number of exempt recipients
and by mandating that states engage a minimum fraction of eligible recip-
ients in some type of acceptable activity (called “participation” require-
ments). In addition, and equally important, the legislation strongly en-
couraged, and partly required, states to conduct not only low-cost job
search programs that had been dominant in the WIN demonstrations but
also some human capital, education, and training programs that would in-
crease job skills of AFDC recipients, a major change in orientation.6

However, over the years subsequent to 1988, states failed to implement
JOBS programs to any significant degree. They failed to draw down all the
federal matching funds made available to them to subsidize the programs,
and they did not put in place the necessary programs to enroll eligibles on
a wide scale. As a result, many states never achieved the participation re-
quirements in the act. The most common explanation for this failure was
the onset of a recession in the late 1980s, which put pressure on state bud-
gets and made it difficult to allocate funds to JOBS, but the administrative
difficulty in creating JOBS programs was gradually realized to have been
underestimated, and this also played a role. It was also gradually realized
that full implementation of the JOBS program would require a significant
increase of expenditures and hence was unlikely in the short run to gener-
ate cost savings.7

In an attempt to provide more financial work incentives, the Family Sup-
port Act also required states to offer transitional child care and Medicaid
benefits, benefits provided to families who had left the welfare rolls because
of employment or increased earnings, for up to twelve months following
exit. States were allowed to require copayments for child care and were re-
quired to charge premiums for the second six months of Medicaid benefits.
In practice, these provisions were little used by exiting welfare mothers, for
reasons that have never been fully studied. Some experts speculated that
the paperwork burden of continuing to establish eligibility combined with
the relatively short time frame of extended benefits (twelve months), to-
gether with the copayment and premium provisions, discouraged take-up.

Finally, the Family Support Act expanded AFDC-UP, mandating that
all states offer the program. However, the law only required states to offer
benefits to unemployed families for six months out of the year, and many
states initially without UP programs elected to meet only this minimum re-
quirement when creating their program subsequent to the act.
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6. See U.S. Congress, Committee on Ways and Means (1994) for a discussion of the JOBS
program rules and see Gueron and Pauly (1991) for a discussion of the shift in employment
philosophy that JOBS represented.

7. See the chapter by LaLonde in this volume for a more detailed discussion of JOBS.



Although the Family Support Act of 1988 was considered at the time to
be landmark legislation that would lead to fundamental changes in the
program, its failure to do so has left it as a fairly minor and transitional
piece of legislation in the history of the AFDC program. Interest in further
reforms of the system did not die down after the act but instead increased
in intensity. For example, the goals of reform started shifting almost im-
mediately from the human capital, education, and training emphasis em-
bodied in the act to an emphasis on work per se, regardless of training
content. Another notable shift subsequent to the act was a shift toward
caseload reduction per se as a goal, which had not been a major focus of
the act. In part this change may have been a result of the rising caseloads
and expenditures in AFDC over the late 1980s and early 1990s (see below).
Finally, an increased interest in family structure issues and nonmarital
childbearing occurred in the period subsequent to the act.

This increased welfare reform activity took place, as it had in the 1980s,
mainly at the state level. With encouragement from the Bush and Clinton
administrations, states over the early 1990s increased their initiation of
AFDC waiver programs testing alternative features of reform. An in-
creased emphasis on work requirements, in particular to the exclusion of
human capital and education programs as just noted, was present in al-
most all state efforts. Most states also began imposing sanctions (i.e., tem-
porary or permanent withdrawal of benefits) on recipients for failure to
comply with work and other requirements. Although such sanctions had
been present in some form previously, they had never been as aggressively
enforced. The increased emphasis on work requirements was often ac-
companied in the waiver programs as well by a reduction of marginal tax
rates on earnings to provide financial incentives to work, for the federal
rules still required 100 percent rates. Many other features also began to be
introduced, including (a) the provision of time limits on benefits, stipulat-
ing that recipients could not receive benefits for more than a certain num-
ber of years (two to five, for example), at least within a given calendar
period; (b) the imposition of family caps, which specified that AFDC
recipients would not receive higher benefits if they had additional children
while on AFDC; and (c) an attempt to reintroduce residency requirements
by formulating two-tier programs under which immigrants were not denied
benefits but rather were given lower benefits than initial residents for some
specified period.

Another new feature of the state waiver programs in this period was an
increased tendency to test programs that contained multiple reform fea-
tures simultaneously, for example, simultaneously strengthening work re-
quirements, enforcing sanctions, imposing time limits and family caps, and
the like. Prior to this period, the waiver programs formulated by states had
tested only one or two reform features at one time. These reform packages
were intended to test new programs that differed in their entirety from the
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AFDC program and were intended to have a cumulative impact greater
than the sum of the impact of each reform individually. More generally,
they represented a political desire for a major, wholesale change in the
AFDC program rather than incremental change.8

A final new feature of the waiver programs over this period was an in-
creased tendency to test the new programs on the entire state AFDC case-
load, whereas prior to this period the waiver programs had been tested on
the caseload in only one or two counties, cities, or local offices. These
statewide waivers had the effect of essentially replacing the existing AFDC
program with the reform program for the entire state, at least for the life-
time of the waiver, which was usually several years. As waivers of this type
grew in number—forty states had requested and been granted waivers by
1995—the waivers gradually ceased to be small-scale experiments and be-
gan to envelope a major portion of the national caseload and hence to
gradually eliminate the AFDC program de facto.9

5.1.2 TANF

Congress subsequently took action in 1996 by enacting PRWORA,
which simultaneously reduced federal authority over the program but also
mandated many (but not all) of the popular state-level waiver features with
federal law. Table 5.2 summarizes the differences between AFDC and
TANF. The PRWORA legislation converted the previous matching grant
to a block grant and removed much of the federal regulatory authority over
the design of the program. Thus states are free to set their benefit levels, as
before, but also the tax rate, income limits, asset requirements, and even the
form of assistance (cash or in-kind services). The last provision is impor-
tant because it allows states to use TANF dollars to support child care, job
search support, social services, and other types of expenditure; there are
no requirements on how much or little must be spent on cash aid directly.
In addition, no federal definition of who is to be included in the assistance
unit is imposed; the AFDC-UP program is abolished, and states cover two-
parent families at their own discretion. States are free to impose family
caps. In addition, and importantly, the entitlement nature of the program
is abolished and states are not required to serve all eligibles.

At the same time, however, the law imposed new federal authority in a
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8. See U.S. Department of Health and Human Services (DHHS; 1997) and Harvey, Ca-
masso, and Jagannathan (2000) for a summary of the provisions of the state waiver programs
in this period.

9. The federal government generally required states to conduct random-assignment evalu-
ations of their reforms. When states moved to implementing reform programs on the full state
caseload, they usually complied with this requirement by holding out a small group of con-
trol families to be administered the old AFDC program. A major problem with these experi-
ments was that it was difficult to prevent the control families from perceiving, and being
affected by, the overall programmatic change in the state that occurred around them. See sub-
sequent discussion.



Table 5.2 Comparison of the AFDC and TANF Programs

Item AFDC TANF

Financing Matching grant Block grant

Eligibility Children deprived of support of one Children in low-income families as 
parent or children in low-income two- designated by state; AFDC-UP abol-
parent families (AFDC-UP) ished; minor mothers must live with 

parents; minor mothers must also at-
tend school

Immigrants Illegal aliens ineligible Aliens ineligible for five years after en-
try and longer at state option

Form of aid Almost exclusively cash payment States free to use funds for services and
non-cash benefits

Benefit levels At state option Same

Entitlement status Federal government required to pay No individual entitlement
matched share of all recipients

Income limits Family income cannot exceed gross No provision
income limits

Asset limits Federal limits No provision

Treatment of After four months of work, only a No provision
earnings disregards lump sum $90 deduction plus child 

care expenses, and nothing after 
twelve months

Time limits None Federal funds cannot be used for pay-
ments to adults for more than sixty
months lifetime (20 percent of caseload
exempt)

JOBS program States must offer a program that JOBS program abolished
meets federal law

Work requirements Parents without a child under three Exemptions from work requirements 
required to participate in JOBS are narrowed and types of qualified 

activities are narrowed and prespeci-
fied (generally excludes education 
and classroom training) and must be 
twenty hours per week rising to 
thirty hours per week for single 
mothers

Work requirement JOBS participation requirements Participation for work requirements 
participation rise to 50 percent by fiscal year 2002
requirements

Child care Guaranteed for all JOBS participants No guarantee, but states are given in-
creased child care funds

Sanctions General provisions Specific provisions mandating sanc-
tions for failure to comply with work
requirements, child support enforce-
ment, schooling attendance, and other
activities

Child support States required to allow first $50 of No provision
child support received by mother to 
not reduce benefit

Source: Burke (1996).



few specified areas. Federal funds are not to be used to pay adults for more
than sixty months of TANF benefits over their lifetimes, although states
are allowed an exemption from this requirement for 20 percent of their
caseloads. Minors who have dependent children are required to stay in
school and live with their parents in order to receive federal TANF dollars.
Aliens are ineligible for five years after their entry into the United States
and longer at state option. In addition, while the JOBS program is abol-
ished, new work requirements are imposed that require that much greater
fractions of the caseload be involved in them, and which exempt many
fewer families (as many as 50 percent of single mother recipients and 90
percent of two-parent families must comply). Recipients involved in gen-
eral education and training cannot be counted toward these participation
requirements. The hours of work per week required are also greatly in-
creased (up to thirty hours per week for single mothers and more for two-
parent families).10

The most dramatic departures from the AFDC program are the time
limit and work requirement provisions. Lifetime time limits are a new con-
cept in U.S. transfer programs and are based on a quite different philoso-
phy of the aims of public assistance than has been the case heretofore.
States are allowed certain types of exemptions from the time limits and are
also allowed to grant temporary extensions to individual families, so long
as the total number does not exceed 20 percent of the caseload. The work
requirements in the new legislation are much stronger than in previous law
and change the orientation from education and training to work per se.
The law also allows states to impose sanctions on recipients for failure to
comply with the work requirements, sanctions that are much stronger than
in past law and which have been enforced rigorously. The work emphasis
of the law is further reinforced by an increase in the funds made available
for child care.11 At the same time, any system of work requirements must
specify some exemptions from them, and states are allowed to exempt fam-
ilies with specified types of difficulties.

Several other PRWORA provisions are worth noting for their impor-
tance. States are required to maintain expenditures from their own funds
at a level at least 75 percent of that prior to PRWORA (the so-called
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10. The law imposed specific penalties on the states for not complying with these mandated
provisions. These penalties took the form of percentage reductions in the block grant alloca-
tion for each type of violation. The work participation requirements have been considerably
ameliorated thus far by another provision of the law that reduces those requirements in pro-
portion to the amount of caseload reduction a state experiences. Because caseloads have
fallen dramatically, these participation requirements have been greatly reduced as well. How-
ever, this provision of the law also gives states an incentive to reduce the caseload because it
lowers the level of mandated work requirements.

11. However, the guarantee of child care that existed under AFDC is abolished. That guar-
antee was widely seen by states as a constraint on their ability to increase employment among
recipients.



“maintenance of effort” provisions). This maintains a semblance of a
matching grant system in the short to medium run. A major point of dis-
cussion between the federal government and the states has been over
whether these funds can only be spent on recipients eligible for TANF dol-
lars or can be more generally spent and, if the latter, whether there are any
categories of expenditure that funds cannot be spent on. Regulations is-
sued in the spring of 1999 by the U.S. Department of Health and Human
Services (DHHS) interpret the law fairly broadly and allow the funds to be
spent on a wide variety of sources, giving states considerable flexibility as
a result. Another important financing provision was the creation of a con-
tingency fund for the states to draw on in times of high unemployment. The
strong performance of the U.S. economy since 1996 has made this contin-
gency fund of little relevance thus far, but it could be important in the fu-
ture if the economy turns down. Another provision in PRWORA provides
for bonuses to the five states who most reduce their out-of-wedlock child-
bearing rates and their abortion rates.

Since the 1996 act, states have moved forward vigorously to design
TANF programs that are very different from their AFDC programs prior
to 1990, not only to comply with the provisions of the law but also to alter
program features that go beyond the minimum required. A good example
is the important case of time limits. Table 5.3 shows the limits adopted by
the states in the first year after TANF. Only a slight majority of the states—
twenty-seven—have adopted the simple PRWORA standard of a sixty-
month lifetime time limit. The rest of the states have adopted some other
type of plan and, in fact, most of these states have adopted time limits that
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Table 5.3 State Time Limits, August 1998

States Time Limits

27 states 60 months
8 states Intermittent (e.g., 24 out of 60 months); lifetime of 60 months
8 states Less than 60 months lifetime
Arizona, Indiana 24 out of 60 months, lifetime of 60 for adults only; 60 months lifetime
California For applicants: 18 months but can be extended to 24 months if extension will

lead to employment or 60 months if no job available and adults participate in
community service. For recipients: 24 months but can be extended to 60 months
if no job available and adults participate in community service

Illinois No limit if family has earned income and works 20 hours per week; 24 months
for families with no child under age 13 and no earnings; 60 months for all other
families

Iowa Individualized; lifetime of 60 months
Massachusetts 24 out of 60 months; no lifetime limit
Michigan No time limit; will use state funds after 60 months
Texas 12, 24 and 36 months lifetime for adults only; time period depends on employ-

ability of head of household

Source: U.S. DHHS (1998).



are stricter than those required by PRWORA, sometimes dramatically so.12

For example, eight states impose not only a lifetime limit but also a shorter
limit over fixed calendar intervals (e.g., no more than twenty-four months
of receipt in every sixty months of calendar time). Eight other states simply
impose a shorter lifetime limit than sixty months; the shortest of these is
Connecticut, at twenty-one months, a very stringent limit. However, Ari-
zona illustrates a variation that many states have considered—a lifetime
limit only for adults, so that children can continue to receive benefits be-
yond sixty months (paid for out of state funds). Six other states besides
Arizona have adopted these “reduction” rather than “termination” poli-
cies, which constitute a relaxing of the time limits implicit in PRWORA
(Gallagher et al. 1998, table 6).13 The other six states in the table have more
complex provisions that introduce new criteria into the time limit imposed
and hence open the door to individual-specific considerations related to
need and job availability.

The states have also embraced work requirements and sanctions vigor-
ously. The most notable movement has been toward a “work first” ap-
proach in which recipients and new applicants for benefits are moved as
quickly as possible into work of any kind, with a deemphasis on education
and training. States have imposed strong sanctions for failure to comply
with these requirements, usually beginning with an initial partial sanction
at first noncompliance and then graduating to a more severe, full sanction
at subsequent noncompliance. Seven states have imposed a lifetime ban on
eligibility if an adult receives a certain number of sanctions; in Georgia, for
example, two sanctions will trigger this prohibition. Many states have also
lowered the age of the youngest child that furnishes exemption from the re-
quirement to one year or six months and have otherwise tightened up on
exemptions from the regulations (Gallagher et al. 1998). The work re-
quirements have also been strengthened by frequent requirements for job
search and work registration at the point of application for TANF benefits
that must be complied with before benefit receipt can begin.

With the aim of reinforcing these work requirements, states have gener-
ally lowered their tax rates. Table 5.4 shows state-by-state changes as of Oc-
tober 1997. Although ten states have kept the AFDC disregards (i.e., no
disregards beyond $90 after twelve months of benefit receipt), the rest of
the states have lowered their tax rates considerably. Many states have a tax
rate of 50 percent, while there is a distribution above and below this value
as well. A few states have 100 percent disregards, implying a tax rate of
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12. However, the large states in the United States—who have a disproportionate share of
the caseload—do not have time limits below sixty months (and Michigan has none at all).

13. It is worth noting at this point that the PRWORA legislation imposes the limit only on
a family in which there is an adult caretaker who has been on welfare for sixty months, re-
gardless of how long the children have been supported. In principle, children could be put un-
der the care of a different relative and be eligible for another sixty months of benefits.
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Table 5.4 Monthly Earnings Disregards in TANF as of October 1997

State Flat Disregard % of Remainder

Alabama 0 20
Alaska $150 0
Arizona $90 33
Arkansas 20 percent 50
California $225 50
Colorado AFDC AFDC
Connecticut 0 100a

Delaware AFDC AFDC
District of Columbia AFDC AFDC
Florida $200 50
Georgia AFDC AFDC
Hawaii $200 36
Idaho 0 40
Illinois 0 67
Indiana AFDC AFDC
Iowa 20 percent 50
Kansas $90 40
Kentucky AFDC AFDC
Louisiana $120–1,020 0
Maine differs by county differs by county
Maryland 0 26
Massachusetts $120 50
Michigan $200 20
Minnesota 0 36
Mississippi $90 0
Missouri AFDC AFDC
Montana $200 25
Nebraska 0 20
Nevada 0 $90 or 20b

New Hampshire 0 50
New Mexico $150 50
New Jersey 0 50
New York 90 42
North Carolina AFDC AFDC
North Dakota 0 27c

Ohio $250 50
Oklahoma $120 50
Oregon 0 50
Pennsylvania 0 50
Rhode Island $170 50
South Carolina AFDC AFDC
South Dakota $90 20
Tennessee $150 0
Texas AFDC AFDC
Utah $100 50
Vermont $150 25
Virginia 0 100d

Washington 0 50



zero; these states limit benefits by imposing income limits of one form or
another on eligibility (at which point the tax rate is effectively greater than
100 percent).

States have altered some of the other financial aspects of eligibility and
the benefit formula but not all.14 Asset limits have generally been raised, as
have gross income limits, but benefit levels themselves have for the most
part been left the same as they were prior to PRWORA (Gallagher et al.
1998). The 100-hour rule limiting work in two-parent families has been
dropped in the majority of states, although work requirements are now im-
posed on both parents in such families. Family caps have been adopted in
twenty-two states, and one state (Wisconsin) has adopted a flat benefit that
does not vary at all with family size. There has been significant reduction
in the use of the child support pass-through (the requirement that the wel-
fare recipient receive the first $50 of child support payment from the fa-
ther). Finally, the majority of states have adopted some type of “diversion”
program which seeks to divert families who have applied for TANF from
coming onto the rolls. One type provides a family with a lump-sum cash
payment together with a stipulation that they cannot reapply for a fixed
number of months. Another provides families with child care, medical, or
transportation services to assist them in cases where they are judged to be
only temporarily needy. A third, common, program requires recipients to
engage in a specified period of job search, sometimes merely by registering
with a work agency but often requiring that the applicant show evidence of
having applied for jobs or having contacted employers. The individual can-
not be considered for assistance until the requirement is met.
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Table 5.4 (continued)

West Virginia 0 40 on average (varies)
Wisconsin 0 0
Wyoming $200–400 0

Source: Gallagher et al. (1998, table 14)
Notes: In cases where the disregards change with the length of the spell, those for the longest
spell are shown. AFDC = $90 flat disregard and zero percent of remainder after twelve
months.
aDisregard is 100 percent as long as earnings are below poverty line; benefit goes to zero
above.
bDisregard is $90 or 20 percent, whichever is greater.
cThere is an additional disregard that varies with earnings and family size.
dDisregard is 100 percent as long as net income is below poverty line; disregard is 0 if net in-
come is above poverty line but earnings are below poverty line; and benefits go to zero if earn-
ings are above poverty line.

14. Details on state-specific benefit formulas can be found in the Welfare Rules Database
of the Urban Institute (http://anfdata.urban.org/wrd).



5.1.3 Goals of AFDC and TANF

The AFDC and TANF rules implicitly reveal many of the goals of the
programs as they have changed over time. Originally the AFDC program
was intended only to provide cash support for widows and their children,
at a time when married women were commonly expected not to work and
to stay at home to raise their children. Over time, as the general labor force
participation rate of women with children rose, and as the composition of
the caseload shifted toward divorced and unmarried mothers, the goals of
the program gradually shifted as well, toward encouraging and requiring
work to accompany the cash benefit. This shift took a major additional
step with the state-level welfare reform efforts in the early 1990s and with
the 1996 passage of PRWORA, whereby the goals of the program were
moved toward the employment goal much more strongly than had been the
case in the past.

Another significant shift in goals in the 1990s has been the shift from an
education-training strategy toward a pure work strategy. There has been a
tension between these two strategies ever since the employment goal began
to enter into programmatic discussions in the late 1960s. The education-
training strategy, or what was sometimes called the human capital strategy,
aimed to improve recipient skills and potential wage rates in the labor mar-
ket, whereas the pure work strategy emphasized instead work per se, even
if the education or training content was not high. The education-training
strategy is more expensive and has an uncertain rate of return but holds the
promise of long-run improvement, whereas the pure work strategy is rela-
tively inexpensive and promotes employment directly but may do less for
long-run earnings capacity. The education-training, or human capital,
strategy was most forcefully embodied in the Family Support Act of 1988,
but the 1996 PRWORA strongly reoriented the strategy toward a pure
work goal.

But the PRWORA legislation represented more than simply a redirec-
tion of the employment goal and an increased emphasis on work. A new
goal appeared, which was to reduce “dependency,” a term much used in
public discussions, which is more or less defined as long-term receipt of
welfare benefits. Such dependency is presumed by the PRWORA legisla-
tion to have deleterious effects on adults and children, a hypothesis upon
which research has a bearing. The time limits embodied in PRWORA are
intended to reduce dependency directly by simply disallowing long-term
receipt, thereby providing only temporary assistance to families. There is
also an implicit hypothesis in the notion of a time limit by which welfare re-
cipients are capable of becoming “self-sufficient” off the rolls, where “self-
sufficiency” is meant as the attainment of a reasonable and sustainable
level of income that is enough to allow a family not to have to apply for
public support. The time limit provisions implicitly presume that it is pos-
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sible to become self-sufficient after five years or less of welfare receipt, an-
other hypothesis that is in principle possible to test.

Another new goal of welfare programs in the 1990s has been to reduce
the rate of nonmarital childbearing and to encourage marriage. This goal
is explicitly stated in the preamble to the PRWORA legislation, but the law
itself has very few provisions directly relating to it.15 In part this is because
it is presumed that reductions in dependency will lead to reductions in such
childbearing and an increase in marriage, another hypothesis that can be
subjected to test. The lack of direct provisions in PRWORA on childbear-
ing and marriage is also partly the result of a lack of confidence by Con-
gress in the efficacy of any specific set of programs directly aimed at those
outcomes.

5.2 Caseloads, Expenditures, Participation, and Recipient Characteristics

5.2.1 Expenditure, Caseload, and Benefit Trends

The AFDC program experienced uneven growth of expenditures and
caseloads over its lifetime. Whereas program growth was essentially com-
parable to population growth from 1935 through the late 1950s, expendi-
tures and caseloads began to pick up in the 1960s. Figure 5.1 shows the
growth of real per capita expenditures in the AFDC program from 1970 to
1995.16 A notable increase in AFDC expenditures occurred in the early
1970s (a continuation of an upward trend that began in the late 1960s) and
ran through about 1977, a period known as the “welfare explosion.” Ex-
penditures subsequently declined in real terms, until the early 1990s, when
they underwent another period of growth, albeit much smaller in magni-
tude than that in the 1970s. This period of growth was not sufficient to
offset the long-period decline, however, and by 1995 per capita expendi-
tures on the AFDC program were at about the same level they were in 1972.

The second line in figure 5.1 shows per capita expenditure trends in the
TANF program and for a reconstructed set of expenditures for the AFDC
program to restore some measure of comparability. The TANF program’s
expenditures cover many types of activities (e.g., jobs programs and emer-
gency assistance) that were not included in official AFDC expenditures. As
the line shows, expenditures including these additional programs were
slightly higher than official AFDC expenditures but have fallen rapidly in
the TANF program. This decline is largely a result of the decline in the
caseload, as discussed next.
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15. Of the four principal goals of the PRWORA legislation given in its preamble, only one
relates solely to assisting the poor; the other three relate to increasing marriage and employ-
ment and to reducing nonmarital childbearing.

16. This figure and all subsequent ones use the Personal Consumption Expenditure defla-
tor (base 1996) for conversion to real amounts.



The upper line in figure 5.2 shows the per capita caseload in the AFDC
and TANF programs. The AFDC caseload grew dramatically in the early
1970s (again, a continuation of a trend that began in the 1960s) and then
gradually declined until 1982 and leveled off for the rest of the decade. A
new surge of growth occurred in the early 1990s, followed by a decline that
began before 1996 but accelerated after it and led to a caseload level by
1999 that had fallen below its level in 1970. Overall, the pattern of caseload
growth generally follows the pattern of expenditures in figure 5.1. Indeed,
a decomposition of the per capita expenditure growth into caseload per
capita and expenditures per recipient through 1995 shows that the former
explains essentially all of the expenditure patterns (Moffitt 2001). The
same correlation appears after 1995. Expenditures per recipient changed
very little over the entire period.

The lower lines in figure 5.2 show trends in the fraction of single-mother
families who received AFDC or TANF benefits, and trends in the fraction
of earnings-poor single-mother families who did so.17 Participation rates
grew rapidly in the 1970s and then declined somewhat through the early
1990s. Moffitt (2001) has shown that the fraction of the population that is
in single-mother families grew steadily over the period and accelerated
during the 1980s and early 1990s; this growth kept the caseload from
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Fig. 5.1 AFDC and TANF real expenditures per capita, 1970–99
Sources: U.S. DHHS (2001, table TANF 3); U.S. Congress, Committee on Ways and Means
(2000, table 7-15); U.S. Department of Commerce (2000, table 2, Population).

17. Earnings-poor families are those below their poverty threshold on the basis of family
earnings alone. Only single-mother families are shown because married families have always
been a minor fraction of the caseload.
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Fig. 5.2 AFDC and TANF caseload per capita and participation rates per capita,
1970–99
Sources: U.S. DHHS (2001, table TANF 1); U.S. Department of Commerce (2000, table 2,
Population); author tabulations from the Current Population Survey.

falling even more than it did from the decline in participation rates of single
mothers alone. Indeed, the spike in the caseload in the early 1990s is not re-
flected in participation rates and is instead a result of the continued growth
of single-mother families. Starting around 1994, participation rates de-
clined drastically along with the caseload. The caseload decline was en-
tirely the result of the drop in participation, for, at least through 1999, there
was no dropoff in the number of single mother families (U.S. DHHS 2001,
pp. III–50).18

Figure 5.3 shows trends in real welfare benefits for a family of four over
the 1970–98 period.19 The lower line in the figure shows trends for AFDC-
TANF, while the upper two lines show figures for the combined sum of
AFDC-TANF, food stamps, and Medicaid. The higher of the two latter
lines shows the straight sum of the three, and the lower of the two discounts
the Medicaid benefit by an estimate of its cash-equivalent value and also
takes into account the taxation of AFDC-TANF income by the Food
Stamp Program.

The figure shows that AFDC-TANF benefits by themselves have de-
clined secularly since 1970, and hence cannot provide an explanation for

18. The decline in participation was not a result of increases in income that made more
single mothers ineligible. The decline in the participation rate of poor single mothers in figure
5.2 suggests this, but when income eligibility is more precisely determined, the data show a de-
cline in the participation rate of income-eligible families as well (U.S. DHHS 2001, pp. II–21).

19. The figures show the maximum amount paid for a family with no other income, or what
economists commonly call the guarantee.



any of the positive or negative fluctuations in the caseload or in participa-
tion rates conditional on single motherhood shown in figure 5.2. Mechan-
ically, the decline in benefits results from a failure of states to raise nomi-
nal benefit levels to keep up with inflation. There has been very little change
in this trend during the TANF program, although the benefit decline has
slightly leveled off.

Nevertheless, it is important to note that food stamps and Medicaid
were not received by many families in the late 1960s and came into their
own only in the early 1970s, when they rapidly expanded around the coun-
try. Recipients of AFDC were automatically eligible for benefits from both
programs (as TANF recipients continue to be). Consequently, a proper
comparison of the change in benefits received by AFDC recipients is more
closely approximated by comparing the AFDC benefit alone in 1970 to the
combined benefit in 1975 and after. By that comparison, there was a strong
growth of benefits in the early 1970s, thus providing a possible explanation
for the growth in the caseload and in participation rates over that period.
Moreover, the decline in the combined benefit subsequently has been en-
tirely the result of the decline in AFDC benefits, for food stamp benefits
have remained relatively constant in real terms and real Medicaid benefits
have grown slightly. On net, by 1998, the combined benefit was still higher
than the AFDC benefit alone in 1970.

The AFDC-TANF benefit decline after 1996 is also somewhat mislead-
ing because of the increase in the fraction of TANF expenditures spent on
noncash services. Figure 5.4 shows the distribution of 1999 TANF expen-
ditures by spending category and shows that only 59 percent of monies
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Fig. 5.3 Real monthly AFDC-TANF, food stamp, and Medicaid benefits, 1970–98
Source: Welfare benefits data file, [http://www.econ.jhu.edu/People/Moffitt/DataSets.html].
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Fig. 5.4 TANF expenditures by spending category, FY 1999
Source: U.S. DHHS (2000, chart 2.4).

were expended on cash aid. The rest was spent on work activities, child
care, administration, and a number of other categories (including social
services). Indeed, when the post-TANF expenditures in figure 5.1 are di-
vided by the number of cash recipients shown in figure 5.2, it can easily be
seen that expenditures per recipient have actually increased after 1996,
rather than fallen. In large part this is simply because the caseload has de-
clined so drastically that states have used their block grant monies for
other, noncash categories.20

5.2.2 Recipient Characteristics

Table 5.5 shows the trends in a few characteristics of the AFDC and
TANF caseload 1969 to 1999. The percent of the caseload with earnings
was only 13 percent in 1979 but dropped further in the 1980s, largely be-
cause of 1981 federal legislation that increased the tax rate on earnings to
100 percent (see table 5.1), effectively making many working families for-
merly on AFDC ineligible for benefits. The percent with earnings is a much
higher 25 percent by 1999, a reflection of the emphasis of current welfare
reform on work.

The age of recipients appears to be slightly increasing and family size is
declining, although most of this decline occurred in the 1970s. The fraction

20. There are unfortunately no concrete data on how many of the recipients of the noncash
expenditures are AFDC-TANF recipients and how many are either former recipients—
namely, those who have left the welfare rolls—or even poor families who have never been on
AFDC-TANF. This makes the expenditure per recipient calculation potentially misleading,
for the monies are now spread over a large population. Along with the decline in expenditures
has probably been a redistribution within the poor population.



whose youngest child is less than two has also decline in the 1990s, either
because of a general decline in the population of families with children in
this age range or because mothers with very young children have left the
welfare rolls. Another important trend has been an enormous increase in
the 1990s in the fraction of the caseload composed of child-only cases.
These are cases in which benefits are received by children but the parent, or
other adult caretaker, is herself ineligible for benefits. Such ineligibility can
occur if the parent is a noncitizen immigrant but the children are citizens;
if the children are cared for by a nonparent with income above the TANF
eligibility level; or if the parent has been sanctioned for violating one of
many TANF rules (including those for work requirements) or has reached
a TANF time limit and has gone off the rolls. The last category occurs only
in those states with partial sanctions—that is, in the case of a violation only
the portion of the benefit designated for the adult is terminated—and in
those states where the time limit is applied only to the adult, not to the chil-
dren. In child-only families, none of the work requirements or time limits
affect benefits or eligibility because they are assessed only on adults.

The last row of the table shows trends in the fraction of the caseload
without a high school education. This fraction declined secularly, as it did
for the population as a whole from rising levels of education. However, it
has increased slightly since 1996, possibly a sign that more educated recip-
ients have left the rolls in the massive caseload decline illustrated earlier.
This would leave the caseload more disadvantaged than it had been be-
fore.21

The types of single mothers on AFDC also shifted over time, as shown
in figure 5.5. Initially most single mothers were widows, but in the 1960s
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Table 5.5 Selected Characteristics of AFDC and TANF Families, 1969–99

1969 1979 1988 1999

% with earnings — 12.8 8.4 25.2
age (median) — — 29.0 31.2
% with less than high school education 76.7 57.8 47.2 48.9
Family size 4.0 3.0 3.0 2.8
% whose youngest child is less than two — — 43.1 32.3
% child-only families 10.1 14.6 9.6 29.1

Sources: First, fourth, and sixth rows: U.S. DHHS (2001, table TANF 7). Second and fifth
rows: Oellerich (2001, table 3). Third row: for 1969, 1979, and 1988, U.S. Congress, Commit-
tee on Ways and Means (1998, table 7-19); for 1999, U.S. DHHS (1999, table 17); figures
shown here represent the originals inflated by the fraction nonmissing.
Note: Dashes indicate data not available.

21. The evidence on whether this type of selectivity has occurred is weaker than one would
predict. See Moffitt and Stevens (2001), Moffitt et al. (2001), and Smith (2001), and the refer-
ences therein.
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Fig. 5.5 Basis of AFDC eligibility, 1942–94
Source: U.S. DHHS (1995, 63).

and 1970s the majority were divorced and separated women. In the 1980s
and 1990s, the majority were unmarried single mothers. These trends have
contributed importantly to the perception of welfare recipients by the gen-
eral public and have probably increased its unpopularity.22

5.3 Research on the AFDC Program

This section reviews the research literature on the AFDC program. The
AFDC program has received more research attention from economists
than any other welfare program. It was the best-known cash means-tested
program in the mind of the general public and policymakers. Its benefit
structure was also fairly simple and came closest, among all means-tested
programs, to the simple textbook model of such a program with a single
guarantee and a single tax rate on income. This made it particularly well
suited to the study of work incentives, which has always been the main in-
terest of economists, beginning with the discussions of a negative income
in the 1960s.

Research on the TANF program is considered later in a separate sec-
tion.23 There is much less research on TANF, and, further, the character
of that research is generally quite different from that on the AFDC pro-

22. For a study of how the general public perceives welfare recipients, and how that per-
ception is affected by the marital status of recipients, see Moffitt (1999b).

23. That section includes research on the AFDC waivers of the 1990s because those
waivers, while conducted within the AFDC program, are best understood as precursors to
TANF.



gram, as will be seen from the review. Nevertheless, research on AFDC is
still quite relevant to the TANF program because academic AFDC re-
search deals, by and large, with fundamental response issues—the effects
of benefits and tax rates on behavior—and not with the effects of specific
subfeatures of AFDC, which are not so generalizable. Consequently,
AFDC research is still relevant in the TANF era, albeit in a generalized
sense.

Although the issue of work incentives is by far the major area in which
AFDC research has been conducted, some studies have also been con-
ducted on many other issues as well. The review below will include the
main areas of such research: dynamics and turnover in the program; em-
ployment and training programs; effects of the program on demographic
and family outcomes; and research on the state determination of benefits.
The sections below on each of these topics will first consider the economic
models used to analyze them, followed by a review of the empirical evi-
dence.

5.3.1 Work Incentives

Models

Economists’ research on AFDC, as on most welfare programs, generally
has taken the redistributive goals of the program as given and has tended
to focus on the behavioral incentives and disincentives provided by the pro-
gram structure and benefit formula. For work incentives, there is a well-
developed model for analyzing these incentives—the static labor supply
model—which has been the workhorse of this literature. The model has en-
dured because it can capture the simple labor supply effects of a wide range
of elementary program alternatives.

The model is illustrated with the familiar income-leisure diagram in fig-
ure 5.6, where the nontransfer constraint is shown as ADE with slope –W
(the hourly wage rate) and it is assumed that there is no nonprogram non-
labor income (N ). The benefit formula (allowing positive N ) is B � G –
t(WH � N ), where H is hours of work, generating the transfer constraint
shown as ACD, with slope –W(1 – t). Here t is the marginal tax rate on
benefits and the intercept G is the guarantee level. The introduction of the
program where there was none before uncontrovertibly reduces (or at least
does not increase) labor supply because income and substitution effects
go in the same direction. Those initially on constraint AD will move to
CD, reducing labor supply, and a few of those initially above point D will
reduce labor supply to go onto the program (indifference curves not
shown).

An increase in G, which shifts segment CD up in parallel fashion, re-
duces hours of work in this model if leisure is a normal good, but the more
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important comparative static is that induced by a reduction in t. The
negative income tax, a program originally proposed by Friedman (1962)
and promoted by Lampman (1968), Tobin (1966), Tobin, Pechman, and
Mieszkowski (1967), and many others thereafter, was intended to provide
work incentives by such a reform. Figure 5.7 shows the effect of a reduction
in t from 1.0 to some lesser value by the shift from CD to CD�. It is now a
well-known result that the effect of such a reduction on average hours of
work is ambiguous in sign. While some of those who are initially on wel-
fare and not working increase their hours of work (arrow 1), those in the
newly created eligible region will reduce their labor supply (arrow 2), as will
some of those at higher income levels who are initially ineligible (arrow 3).
Whether labor supply on net increases or decreases depends on the relative
numbers of individuals at different points and on the magnitudes of their
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Fig. 5.6 Budget constraint with a means-tested transfer program

Fig. 5.7 Effect of change on t on labor supply



responses.24 The ranges of G and t in the AFDC program typically resulted
in a program breakeven point (D or D�) somewhere in the part-time hours
range, so the effect of a reduction in t was thought to increase part-time
work both by pulling nonworkers up to that range and inducing some full-
time workers to reduce work to part time (to obtain benefit supplementa-
tion).

This result is a special case of a larger principle that has bedeviled wel-
fare reform, namely, that any reform that provides a benefit to those on wel-
fare that is not available off welfare tends to draw families onto the pro-
gram, thereby increasing the caseload and decreasing labor supply.
Providing benefit supplementation to those who work while on welfare—
but not to those who are off welfare—is one example, but so is providing
medical benefits, child care subsidies, and education and training pro-
grams, if those are provided only to those on welfare and not those off.
There is no way within this general class of budget-constraint manipula-
tions of the welfare formula to avoid these effects entirely, although they
may be avoided by making such benefits universal and hence available to
those off welfare as well as on.

With a minor modification, the model also provides a simple theory of
welfare participation, which is also a useful tool in analyzing the AFDC
program. Denoting V(W�, N�) as the indirect utility obtained by an indi-
vidual on a linear budget segment with slope W� and rightmost intercept
N�, we can write the determinants of welfare participation—P, equal to 1
if the individual participates and 0 if not—as

(1) P∗ � V [W(1 � t), N(1 � t) � G ] � V [W, N ] � C

(2) P � 1 iff P∗ � 0; P � 0 otherwise

where C is some implicit cost attached to being a welfare recipient. That
cost may be a stigma cost—the individual suffers a utility loss from being
on welfare per se—or a time and money cost arising from the process of
applying for the program and complying with its ongoing reporting and
other requirements. The first two terms in equation (1) imply that partici-
pation propensities are increasing in G and decreasing in t, and there is a
presumption (although not strictly required by theory) that they are de-
creasing in W. The basic trade-off in the model faced in the participation
choice is between the potential benefit, on the one hand, and potential
earnings off welfare, on the other. Welfare costs (C ) are needed to explain
why participation rates of eligibles are less than 100 percent—as all data
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24. The decrease in t has ambiguous effects on work effort but unambiguously increases the
caseload and the participation rate in the program. The early literature on reductions in t (e.g.,
Aaron 1973) emphasized that there is a trade-off between work incentives and program costs
for this reason. But, in fact, the trade-off is more unfavorable than this implies because a re-
duction in t may not only increase costs, it may also not increase labor supply.



calculations show them to be—for this implies that some families will be
observed to be on segment AD in figure 5.1 and do not take advantage of
a potential increase in income by going onto welfare. Note that equations
(1)–(2) also cover the participation choice between locating above the
break-even point D in figure 5.1 and below it, as well as the choice between
segment AD and CD.

Evidence

There have been three major reviews of the literature on the effect of
AFDC on labor supply (Danziger, Haveman, and Plotnick 1981; Moffitt
1992b; Hoynes 1997), which cover most of the work on that topic. The
studies as a whole confirm that AFDC reduces labor supply, and the esti-
mates of its effect range from 10 to 50 percent of non-AFDC levels. Mean
labor supply in the absence of AFDC is generally only about twenty hours
per week, however (including nonworkers), so the absolute magnitude of
the reduction is not as large as might be expected.25 Probably the major
methodological problem with these estimates is the obvious one that they
are not based on any data in which AFDC was literally absent, but rather
are extrapolations from estimated effects of the existing, positive level of
AFDC benefits down to a benefit level of zero. Benefit-level estimates (re-
ally, effects of G ) are obtained from cross-state variation in benefits, which,
although large, does not include zero benefits. These estimates must there-
fore be treated with some caution.

This literature also generally estimates income and substitution effects
on labor supply, usually based, at least in part, on variation in G and t
across states. This itself is also problematic because, while there was con-
siderable variation in G in the AFDC program, as just noted, the nominal
level of the tax rate was set by the federal government and hence was con-
stant across states. Sometimes this problem was circumvented by con-
straining the effect of t to enter the labor supply function through W(1 – t),
thereby allowing wage variation to identify the coefficient, but often varia-
tion in effective tax rates arising from a variety of sources was used.26 Ei-
ther approach has problems. In any case, however, the elasticities estimated
in the papers generally fell into acceptable ranges as those are defined
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25. The estimates suffer from a data problem, namely, that they use household surveys that
only contain information on hours of work over an entire year (divided by 52), which includes
both welfare and nonwelfare weeks. Thus the estimates are themselves some average over
weeks in which the individual was on welfare and weeks in which she was not.

26. See note 2 for ways in which states could manipulate the tax rate. These variations only
changed the tax rate over some ranges of the data and hence still require some parametric re-
strictions to obtain general estimates of substitution effects. Some studies, rather than using
the official manipulations of the tax rate, simply used estimated effective tax rates obtained by
regressing benefits on income on a state-by-state basis (see Fraker, Moffitt, and Wolf 1985,
and McKinnish, Sanders, and Smith 1999 for such estimates). However, these incorrectly lin-
earized the benefit formula and also incorporated taxes and work-related expenses that
should not be included.



by the general labor supply literature for women and single mothers, with
moderately large and negative income effects and moderately sized and
positive uncompensated substitution effects.

However, as noted in the Models section above, the net effect of changes
in t on labor supply depends on the relative magnitudes of offsetting posi-
tive and negative effects, regardless of whether uncompensated substitu-
tion effects are positive. On this issue, the evidence suggested that the net
effect was reasonably close to zero; that is, that the positive and negative in-
centive effects of changes in t essentially cancel each other out. The non-
experimental evidence, such as that provided by simulations from nonex-
perimental labor supply elasticities, demonstrates this, as does evidence
from the NIT experiments. In the latter, comparisons of labor supply
across alternative treatment groups that had the same G but different t
showed no consistent evidence of differences in hours of work (SRI Inter-
national 1983, table 3.9). As noted by Moffitt (1992b), the finding of a small
or nonexistent effect of changes in t on labor supply is consistent with the
relative invariance of hours of work among female heads in time series be-
fore and after the 1967 and 1981 changes in the tax rate in the AFDC pro-
gram.

There have been relatively few new studies of AFDC and labor supply
since the past reviews. Three are noted in table 5.6. Hoynes (1996) studied
the AFDC-UP program and found it to have significant negative effects on
the labor supply of husbands and wives, but that marginal reductions in t
had little effect, consistent with prior work. Keane and Moffitt (1998) fo-
cused on the labor supply effects of participating in multiple programs, in-
cluding not only AFDC but also food stamps, subsidized housing, and the
Medicaid program. They showed that cumulative marginal tax rates were
generally greater than 100 percent in this case. Nevertheless, although their
estimated substitution and income elasticities were sizable, the net effect on
labor supply of reducing the marginal tax rates to a level below 100 percent
was negligible, again for the same reasons already noted. Meyer and
Rosenbaum (2001) focused on an attempt to explain the increase in em-
ployment rates among single mothers from 1984 to 1986. They found that
AFDC benefits and tax rates (the latter affecting potential benefits if work-
ing) had expected effects on employment probabilities, but that the time se-
ries increase in single-mother employment was less affected by changes in
those parameters and other welfare variables than by a change in the gen-
erosity of the Earned Income Tax Credit (EITC) over the period (see the
EITC chapter in this volume).27

Simple static models of participation in AFDC also form a part of this
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27. Because Meyer and Rosenbaum examined employment rather than hours of work, the
“perverse” effect of a change in t could not occur. They briefly examined effects on hours of
work as a sensitivity test, but they noted that the model independent variables were not set up
for that dependent variable.
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literature, generally estimating some version of equations (1)–(2). Again,
most of this literature is summarized by prior reviews. The studies over-
whelmingly confirm that participation propensities are positively affected
by G and negatively affected by t, and generally confirm that those propen-
sities are negatively affected by W and N. Two of the recent studies (Hoynes
1996 and Keane and Moffitt 1998) estimated participation equations
jointly with labor supply equations and obtained results consistent with
these findings.

Researchers have also sought to use this model to explain the time-series
pattern of caseload and participation rates in different periods shown in
Figure 2. Most explanations for the welfare caseload increase in the late
1960s and early 1970s rely on the gradual expansions of the Food Stamp
and Medicaid programs to more counties in the United States, which,
given the ties of these programs to AFDC receipt, made the program more
attractive. Such an explanation is consistent with the economic model.
However, most observers attribute part of the increase as well to court de-
cisions relaxing eligibility restrictions and to declines in welfare stigma, al-
though the latter may be endogenous. The relatively stable caseload trend
in the late 1970s and 1980s is generally attributed to two offsetting and con-
tradictory forces, one an increase in the fraction of single mother families
in the population and the other a decline in the participation rate condi-
tional on single motherhood. The latter is most often attributed to the de-
cline in the real benefit level, while the causes of the former are still in con-
siderable dispute. The economic model is better at explaining changes in
participation conditional on single motherhood than changes in single
motherhood, in general. Finally, the increase in caseloads in the early
1990s, which resulted from a rise in the participation rate conditional on
single motherhood more than a rise in single motherhood, is more difficult
to explain with the economic model, for neither declining wage rates nor
increasing benefits can be reasonably tied to most of the growth. Blank
(2001) shows that the majority of the caseload increase over this period
arose from increases in child-only cases and the AFDC-UP caseload, nei-
ther of which is easily explainable by the economic model, whereas the re-
maining growth of the traditional single-mother AFDC caseload is rea-
sonably well explained by an expanded model that includes not only
benefits but also demographics, political factors, and other policy vari-
ables.28
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28. Blank also argues, however, that the growth of the single-mother AFDC caseload over
this period was more a result of an increase in the number of single mothers with income be-
low the eligibility level than of an increase in take-up conditional on this eligibility. Moffitt
(2001) showed that the caseload increase over this period was half a result of increases in the
numbers of single mothers and half a result of increases in take-up conditional on single
motherhood (but not conditional on income). Moffitt also argued that, over the period 1971–
95, participation rates so defined fluctuated around a constant mean and hence had no effect
on the long-run growth of the caseload, which is instead essentially entirely explained by the
growth in single motherhood.



A small literature has also developed on the concept of welfare stigma,
which, as mentioned above, is conceived of as a disutility of welfare partic-
ipation which lowers participation rates in the program. Moffitt (1983) in-
troduced the concept to the literature but considered it to be an exogenous
heterogeneous parameter of the individual utility function that could be
used to rationalize the need to estimate a participation equation and not
just a labor supply equation.29 However, other studies have developed the
idea of welfare stigma as a disutility that declines with the number of other
families who are on welfare, setting up a social interactions, or contagion,
model that can have multiplier effects once participation rates exceed a
threshold. Besley and Coate (1992a), for example, assumed that the utility
of being on welfare is reduced by some function of the fraction of the pop-
ulation that is not truly needy and is instead reducing labor supply to go
onto welfare. Lindbeck, Nyberg, and Weibull (1999) simply assumed that
the utility of being on welfare is reduced by the number of others who are
on welfare, but they went on to analyze the voting equilibria that would set
benefit levels that would generate different welfare caseloads as an equilib-
rium outcome. In a somewhat different vein, Nechyba (2001) assumed that
the stigma of having nonmarital births (which is a condition for welfare el-
igibility) is reduced by the magnitude of the aggregate nonmarital birth
rate, and he then showed that a change in welfare benefits can initiate a
nontrivial change in that birth rate through multiplier effects.

5.3.2 Participation Dynamics

A continuing area of research on the AFDC program focuses on partic-
ipation dynamics, that is, the study of entry rates, exit rates, and spell dis-
tributions of time on AFDC. Interest in this issue arises from several
sources. One is the recognition that, contrary to the impression given by
the static labor supply model where participation seems to be a one-time,
permanent decision, turnover rates in the AFDC program are quite high.
Another is that attitudes toward the program, and policy measures to as-
sist recipients, may differ depending upon whether recipients have only
short spells of AFDC receipt or long spells. Short-spell recipients are likely
to be those with stronger labor market skills who use the program for tem-
porary support, whereas long-term recipients are likely to be those with the
weakest skills. Further, long-term receipt may reduce skill levels further, as
time out of the labor force results in deterioration of skills.

Models

The two building blocks of dynamic participation analysis are an entry
rate and an exit rate. The standard static labor supply–participation model
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29. If participation rates of eligibles are 100 percent, then all individuals are on the bound-
ary of their constraints, and their observed values of labor supply uniquely determine their
welfare participation status; hence there is no need to estimate a welfare participation equa-
tion.



is easily adapted to entry and exit in order to generate a conventional eco-
nomic model of turnover. Supposing that the relevant population of eligi-
bles is composed of myopic individuals who make decisions only on the ba-
sis of current period values, the decision for women who are off welfare at
time � – 1 to enter or not enter the program (designate EN� as an entry
dummy variable) and the decision for women who are on welfare at time
� – 1 to exit or not exit the program (designate EX� as an exit dummy) can
be formulated as 

(3) EN�
∗ � V [W�(1 � t), N�(1 � t) � G ] � V [W� , N� ] � C � F1

(4) EN� � 1 iff EN�
∗ � 0; EN� � 0 otherwise

(5) EX�
∗ � V [W� , N� ] � V [W� (1 � t), N�(1 � t) � ] � C � F2

(6) EX� � 1 iff EX�
∗ � 0; EX� � 0 otherwise,

where F1 are fixed costs associated with moving onto welfare and F2 are
fixed costs associated with moving off welfare (and possibly into the work-
force). Starting with initial positions on or off welfare, and with G, t, and
C fixed, transitions on and off welfare are driven by fluctuations in private
market income opportunities W� and N� , which are assumed to follow some
stochastic process. Individuals leave welfare when good job or other in-
come opportunities arise and enter welfare when those job or income cir-
cumstances deteriorate; benefit levels and tax rates affect the relative at-
tractiveness of welfare in the decision.

Given that the utility structure of the entry and exit decisions in equa-
tions (3)–(6) is the same as that in equation (1), the same comparative stat-
ics apply: Entry rates are increasing in G and decreasing in t and W, while
exit rates are decreasing in G and increasing in t and W. Since labor supply
on welfare is always less than labor supply off welfare, we can also say that
these entry and exit decisions operate to make labor supply decreasing in
G and increasing in t and W. That work incentives are implied to increase
in t reflects the adverse work incentive effects noted above and can be seen
in a dynamic context to operate through entry and exit: Decreases in mar-
ginal tax rates tend to decrease exit from the rolls and increase entry onto
the rolls. Although the fixed costs reduce transition rates, an individual’s
participation will tend to gradually move over time toward welfare if equa-
tion (3) is more positive than equation (5) conditional on W� and N� and to-
ward nonwelfare if the opposite occurs.

If � is the entry probability, � is the exit probability, and p� is the proba-
bility of being on welfare at time �, then we have the flow identity

(7) p� � �(1 � p��1) � (1 � �)p��1

� � � (1 � � � �)p��1

which approaches the equilibrium value
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(8) p� � 	
� �

�

�
	

Thus participation on welfare will be more likely if � is greater than �, and
nonwelfare participation will be more likely if � is greater than �. Unless
the fixed costs are large relative to the utility differences, these participa-
tion tendencies will be driven by the relative values of G, t, W, and N, as
before.

In this simple setup, short-term recipients can be thought of as those
with higher values of mean W� and N� , which will generate lower entry rates,
higher exit rates, and shorter spell lengths, and long-term recipients can be
thought of as those with lower mean values of those variables, resulting in
higher entry rates, lower exit rates, and longer spell lengths. A logical al-
ternative in this model is that short-termers and long-termers have the
same means for wages and nonlabor income, but short-termers have a
higher variance, which will lead them to have higher turnover rates as well.
If the variation in wage and nonlabor income from period to period, which
generates turnover in this model, is not exogenous but rather depends on
effort, then it is also possible that short-termers are those who put more
effort into job search. Heterogeneity in the distaste for welfare can also
generate differences in turnover rates, as those with greater distaste have a
lower reservation wage for going off or failing to enter welfare.

These models can be made more realistic by allowing foresight, particu-
larly if wage growth is made endogenous and allowed to be affected by
whether the individual is on or off welfare. Current entry and exit decisions
will then be affected by expectations of the future consequences for wages
and labor market opportunities. Liquidity constraints are important be-
cause those going onto welfare may be those who are more greatly con-
strained and who cannot sustain themselves off welfare after a negative
wage shock, and those on welfare may be discouraged from saving by the
asset tests in the program (see Hubbard, Skinner, and Zeldes 1995).

Evidence

The empirical literature on participation dynamics has two strands, one
consisting of simple descriptive work on the distribution of AFDC spells
in the population and of what types of individual characteristics are asso-
ciated with that distribution, and another consisting of estimates of entry
and exit rate equations. The most influential descriptive work in the litera-
ture is that of Bane and Ellwood (1983, 1994) and Ellwood (1986), who
used panel data to estimate distributions of AFDC spell lengths and also
distributions of “total time on” AFDC in a fixed calendar interval. These
authors realized upon examination of the data not only that turnover rates
were high but that many of those who exited the AFDC rolls returned in
fairly short order, a finding that has been repeatedly found in subsequent
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work. This implies that many women do not have many long spells but nev-
ertheless accumulate a considerable amount of time on welfare because of
their high return rates. Consequently, they may have a high total time on
welfare even though they do not have long spells. The data used by Bane
and Ellwood indicated that up to one-quarter of all (new) recipients would
be on AFDC for more than ten years in the subsequent twenty-five-year
period, as compared to only 10 percent who would have a spell that lasted
that long.30

In their later work (Bane and Ellwood 1994), the authors took the exis-
tence of high reentry rates to extend the categorization of welfare recipi-
ents to a threefold classification, consisting of long-termers, short-termers,
and “cyclers.” Long-termers have long spells, short-termers have only brief
periods of AFDC receipt, and cyclers have relatively short spells but return
to the rolls frequently. The authors argued that policy toward the three
groups should be different. In a recent paper, Moffitt (2002) has provided
evidence, however, that cyclers do not appear to have greater labor market
skills than long-termers, which is an implication of the conventional eco-
nomic model, where high turnover is generated by higher labor market
skill. Moffitt found that the education and wage rates of cyclers were equal
to those of long-termers, if not lower, and that they are a very disadvan-
taged group of recipients. This suggests that their cycling on and off for the
rolls must be arising from some other kind of behavior, such as an inability
to comply with program rules.

The literature on estimating entry and exit equations is fairly large and
is well summarized, for the most part, by the previous reviews of research
on AFDC referred to earlier. Table 5.7 lists some of the more recent stud-
ies that have been conducted, which explore a variety of issues. On the is-
sue of whether AFDC benefits affect the probability of entry and exit, the
literature confirms prior work that the guarantee generally decreases exit
and increases reentry. None of the studies estimated the effects of the tax
rate. Blank and Ruggles (1994) emphasized the high rates of reentry in the
program, and Blank and Ruggles (1996) emphasized that spells of eligibil-
ity are not the same as spells of welfare receipt, and some women enter the
rolls after being eligible for some time and others leave the rolls and remain
eligible, usually for unknown reasons. Fitzgerald (1995) and Hoynes (2000)
examined the effects of local labor market conditions on exit rates, while
Harris (1993, 1996) examined the “routes” to exit from the rolls and reen-

324 Robert A. Moffitt

30. The U.S. Department of Health and Human Services now routinely publishes these to-
tal time on figures. A recent report (U.S. DHHS 2001, table IND 10) shows that, in a period
later than Bane and Ellwood considered and for the total recipient population (not just those
with a new spell), one-quarter of recipients were on AFDC more than five years in a ten-year
period, a much higher rate of dependence. Gottschalk and Moffitt (1994) examined how to-
tal-time-on had been trending, however, and found no trend from the 1970s to the 1980s. They
also proposed an alternative measure, which was the percentage of income received from
AFDC over a fixed calendar period.
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try to it. The literature on “routes” was initiated to a large extent by Bane
and Ellwood (1983), who found that most exits from AFDC were to mar-
riage. Harris (1993, 1996) and others found that this was a result of using
annual data and that when monthly data are used, exits are usually to work.
The literature on these routes on and off welfare and reasons for exit are
frought with conceptual problems, for the immediate reasons for entry and
exit may not be the long-run reasons. In addition, reasons that particular
individuals enter and exit are endogenous to their unobserved characteris-
tics, and it is difficult, as a result, to draw any implications about whether
government policy should be to encourage certain routes off welfare.31

5.3.3 Employment Programs

In addition to simply providing cash with a specified benefit formula, the
AFDC program long conducted various types of employment programs for
recipients. One type was an education or training program that attempted
to provide labor market skills and hence to improve the wage rate of the
recipient. In policy discussions, these programs are often termed “human
capital” programs. A second type provided assistance in job search, or as-
sisted recipients in locating transportation and child care for employment,
or even instructed recipients on the kinds of behavior and dress needed at
regular jobs. In policy discussions, these are generally not termed human
capital programs, but economists’ conception of human capital should in-
clude them because there is some type of investment, or instruction, in-
volved, which has a future return, however small and short-lived that return
might be. A third type was a pure workfare program that simply required
a recipient to work some minimum number of hours per week, without the
assistance or other guidance from the welfare department (except, in the
case of public service employment, to actually provide the job). Such a pro-
gram should not be expected to affect the wage rate and is not a human cap-
ital program under any definition. Most programs had at least some ele-
ments of two or more of these ideal types, and it is not always easy to find
any of the types in pure form. Nevertheless, prior to TANF and the pre-
PRWORA waiver programs, AFDC employment programs typically drew
mostly on elements from the first two of these program types, even though
variations on the third were present to some degree.

Models

These programs, when viewed as human capital programs that require
an investment of time (in education, training, job search, etc.) and yield
some rate of return in the form of a higher future wage, can be simply ana-
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31. In a review of the earlier literature in this subarea (Moffitt 1992b, 26), I noted that the
studies needed more theoretical structure and content. This observation would seem still to
hold.



lyzed with the standard investment framework familiar from human capi-
tal theory.32 The value to an individual of participating in the program is
the present value of future wage and earnings gains minus the present value
of the time costs and, if any, money costs. Here it is important to know
whether the program is voluntary or mandatory. If it is voluntary, no re-
cipient will participate in the program unless its net present value is posi-
tive, but if it is mandatory, then it is conceivable that the net present value
will be negative for some recipients. If so, this will reduce the value of be-
ing on welfare and should be subtracted from the welfare benefit itself (or
the present value of such benefits) to obtain the value of being on welfare.

There are a number of minor alterations in this familiar model that
change things slightly but not in the main. Future gains in earnings must
be multiplied by the probability of employment if the latter is less than one,
and programs that change only that probability and not wages also have a
potentially positive net present value. Second, the rate of return will de-
pend on whether earnings are raised sufficiently to induce the individual to
go off welfare altogether; if so, incremental earnings gains go untaxed (by
the welfare department), but if not, earnings gains will be taxed at the wel-
fare tax rate t and hence will be reduced. The rhetoric of most education
and training programs is that they are intended to move recipients off wel-
fare altogether, but the reality is otherwise (see empirical review). The
phrase “welfare trap” is sometimes used to describe a situation in which a
very large rate of return is needed to make the recipient financially better
off off welfare—this is particularly likely to occur if there is a notch at the
point of going off welfare where tax rates are over 100 percent. Third, if
there are opportunity costs in the form of forgone earnings—as in the clas-
sic education case of human capital—these forgone earnings will only be
W(1 – t), not W, and hence will be lower than they would be for such in-
vestment off welfare.33 If the recipient is not working, there is forgone
leisure rather than forgone earnings but the former is not taxed.

Assuming that the opportunity cost is in earnings rather than leisure, the
net present value of the program in a two-period model can be written as

(9) NPV � �W1(1 � t)I � 	
1 �

1

r
	 {P2 [(W2 � W1 )(1 � t)H2 ] 

� (1 � P2 )[(W2 � W1 )H2 � (G � tW1H2 )]}
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32. Although traditional human capital theory presumes the effect of investment to affect
the wage rate, a generalized interpretation would allow it to affect employment as well. For
example, an investment in teaching a recipient improved job search techniques may lead to a
better ability of the recipient to find a job at all, which would affect hours of work and not the
wage rate. Although the theoretical discussion here assumes it is the wage rate that is affected,
the same model can be extended to include effects on hours of work.

33. This point was made long ago by Kesselman (1976). The theoretical literature on the
effect of transfer programs on human capital investment is virtually nonexistent. See Kessel-
man and Miller and Sanders (1997).



where W1 is the wage if the recipient does not undergo the program, W2 is
the (higher) wage in period two if she does, I is the amount of time required
in period one, H2 is hours worked in period 2, and P2 is a welfare participa-
tion dummy in period two if the recipient undergoes the program.34 A sec-
ond equation for the determination of P2 is required but that is omitted for
brevity. The welfare trap is illustrated by the last term, which shows that the
gain to the program if the recipient goes off welfare subtracts off the lost
benefit relative to the earnings gain.

The key empirical questions raised by this model are (a) what effect past
programs have had on the wage rate or earnings and (b) to what degree they
have moved recipients off welfare in subsequent periods.

Moffitt (1996) has noted that there is a third empirical question, which
is (c) whether these programs affect the desirability of being on welfare in
the first place, which is commonly termed an effect on entry into the pro-
gram.35 If the program is voluntary, no recipient can be made worse off by
its presence and the welfare program can only be enhanced in value, which
will increase the caseload by making welfare more attractive. If the pro-
gram is mandatory, it may reduce the caseload to the extent that recipients
or potential recipients see it as making them worse off.

Evidence

The main employment programs in the history of the AFDC program—
at least prior to the waiver programs of the 1990s—were the WIN pro-
gram, the WIN demonstrations of the 1980s, and the JOBS program, all
referred to in section 5.2 in the discussion of the history of the AFDC
program. As noted there, the WIN program was a work-registration pro-
gram that provided simple job placement and job search assistance to eli-
gible recipients; the WIN demonstrations tested new employment pro-
grams involving community work experience (close to workfare), work
supplementation, and heightened job search; and the JOBS program re-
quired states to offer some mix of education, job skills training, job search,
on-the-job training, work supplementation, and community work experi-
ence.36
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34. The change in H2 resulting from the increase in the wage is ignored for simplicity.
35. This is a slight misnomer given the high turnover in the program. Recipients who are al-

ready on welfare but who know that they may be engaged in a program subsequently may also
change their exit decisions given the presence of the program (e.g., whether to accept a job
offer off the rolls or not).

36. “Community work experience” meant workfare because it was usually work at a pub-
licly created job in the community such as cleaning up public parks. “Work supplementation”
allowed welfare departments to use welfare benefits to subsidize private sector jobs. See U.S.
Congress, Committee on Ways and Means (1994, table 10.4) for the programs chosen by the
states under the JOBS programs; these usually were job search, on-the-job training, and com-
munity work experience, with sometimes some type of education. Although education was re-
quired to be one of the programs offered, states rarely supplied the necessary funds to estab-
lish significant programs of that type.



Neither the WIN demonstrations nor the JOBS program was ever eval-
uated in a nationally representative sense, that is, by a random sample of
all programs around the country or by a universal sample of all programs.
Instead, there were a series of evaluations of the programs in selected state
and local areas. In both cases, probably enough areas were selected that a
reasonably good sense of the effects of different types of programs were ob-
tained. For the WIN program, however, there was one major evaluation,
which was national in scope (Ketron 1980). It used a methodology that is
now regarded as undesirable (the use of individuals on waiting lists as a
comparison group) and found very modest impacts of the program on re-
cipient earnings, between $200 and $300 per year on average but larger for
public service employment.

The results of the WIN demonstration and JOBS evaluations have been
reviewed and summarized in several other places (Burtless 1995a, b; De-
vere, Falk, and Burke 2000; Gueron and Pauly 1991; Moffitt 1992b; O’Neill
and O’Neill 1997; Plimpton and Nightingale 2000; U.S. General Account-
ing Office 1999; see also LaLonde, chap. 8 in this volume). Both the WIN
demonstration and JOBS evaluations concentrated on answering the first
empirical question noted above, namely, whether there is a positive return
to the programs in terms of wage rates or earnings, and devoted some at-
tention as well to the second question—whether caseloads were reduced.
Virtually no attention was paid to the third question (whether there was in-
duced entry) primarily for methodological reasons, for most of the esti-
mates of program effects were obtained from random assignment trials,
and those trials are inherently incapable of estimating entry effects (Moffitt
1992a).

The results of the evaluations of the WIN demonstration programs show
generally positive impacts on employment and earnings, with impacts on
the latter usually in the range of $300 to $600 per year. However, some pro-
grams had a much smaller impact, close to zero, and others had larger im-
pacts, occasionally around $900 per year. These impacts are not large
enough to make a major dent in the poverty rate, but are large enough to
make the programs worth considering, especially in light of the view in the
1980s that most employment programs for welfare recipients had no im-
pact at all. Furthermore, the expenditure on the WIN demonstration pro-
grams was quite small, around $500 per recipient in some cases, because
only a modest amount of services were provided; these were very small-
scale programs. The earnings impacts are perhaps larger than one might
expect from such a minor investment.37
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37. The evaluations also showed that most employment impacts arose from increases in the
amount of time employed rather than on the hourly wage rate. This is not too surprising given
that the programs made little investment in human capital. However, it also implies that the
impacts are likely to fade over time, and, indeed, Friedlander and Burtless (1995) showed that
they were gone in most sites after five years.



On the other hand, another finding from the WIN demonstrations was
that the reduction in AFDC participation, caseloads, and expenditures on
AFDC benefits was quite modest. The employment and earnings impacts
were either not enough to move recipients over the break-even point, or
not enough to prevent recipients from coming back onto the AFDC rolls
in sufficient frequency to result in significant declines in welfare expendi-
tures.

The evaluations of the JOBS program have also generally yielded posi-
tive impacts on employment and earnings. Evaluations of the California
Greater Avenues to Independence (GAIN) program, the best-known of
the early JOBS evaluations, showed positive earnings gains of $636 (about
25 percent) in the third year after the evaluation began (Riccio, Friedlan-
der, and Freedman 1994). The GAIN evaluation involved six different
counties in California, and the results from an evaluation of one of the
counties—Riverside—showed especially large earnings gains (almost 50
percent) for reasons that have never been completely resolved, partly be-
cause the random assignment methodology used does not enable any rig-
orous investigation of mechanisms by which the treatment has an effect.
Speculation has been that the Riverside program was so successful because
it offered a particularly strong “work first” program that emphasized im-
mediate job placement through job search (although others believe it had
a good mix of rapid-employment job search and human capital education
and training); because the labor market in Riverside was relatively weak
and hence control families did not do well; and even because of a charis-
matic and energetic director. Whatever the reason, the Riverside evalua-
tion has come to be one of the genuine success stories of employment pro-
grams in the 1990s.

One of the problems with evaluations that this illustrates is that con-
ducting experimental tests of a program in only a handful of areas, and al-
lowing each area to offer a different variation on the general program, es-
sentially prevents learning whether differential effects that occur across
areas are the result of site-specific factors (the economy, charismatic direc-
tors, etc.) or of the particular program that was tested in the area. Hotz,
Imbens, and Klerman (2000) compared different sites in the GAIN evalu-
ation to determine if the different impacts across sites could be ascribed in-
stead to differences in the types of recipients enrolled in each site; they
found that such differences did not explain the cross-site differences.
Greenberg et al. (2001) ran regressions of the estimated program effects in
each of several JOBS sites on characteristics of the area, the sample, and
the program, and found it impossible to explain the cross-site differences.
This makes it difficult to use the results for policy because extrapolation to
the nation as a whole or to any other particular area around the country is
very problematic.

A JOBS evaluation involving eleven different sites has also yielded re-
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sults but is still in progress at this writing.38 A unique aspect of this evalua-
tion was that it tested different program strategies within the same sites,
thus eliminating some of the site effects just described. For the most part,
the variation of interest was whether the program tested a rapid-
employment, low-cost job search program or a human capital, high-cost
education and training program. The distinction is important because the
TANF program that replaced AFDC emphasized the former over the lat-
ter, as part of the work first philosophy (this was also an issue in the River-
side GAIN program, as just noted). The results to date indicate that, four
years after the evaluation began, positive employment and earnings gains
resulted, falling generally in the range of $300 to $500 per year (Freedman
2000). Both rapid-employment and human capital programs were found in
this range, although some of the human capital programs yielded results
that were lower. The trend in impacts after three years suggests that the
rapid-employment programs have large initial impacts that fade over time,
whereas the human capital programs have impacts that do not decline as
fast or may even grow over time, and that the earnings and employment
gains end up by the third year not far different (Bloom and Michalopoulos
2001).39 This has led some observers to conclude that the two strategies
yield about the same impacts.40 If the two have the same impacts, then, be-
cause the human capital strategy is more expensive than the job-search
strategy (up to double the cost by some estimates), the former must neces-
sarily have a lower rate of return than the latter.

Another important finding from this JOBS evaluation was that, al-
though earnings impacts of the programs were positive, household income
changed very little as a result of the program. This occurred because the in-
creases in earnings were mostly cancelled out by declines in welfare bene-
fits. This implies that recipients would have very little incentive themselves
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38. The evaluation began in the early 1990s, and results from a five-year follow-up measur-
ing impacts have not yet been completed.

39. In a study of the earlier GAIN program that followed recipients nine years after enroll-
ment, Hotz, Imbens, and Klerman (2000) found the same pattern when comparing treatment
effects in different counties—those with rapid-employment programs had impacts that faded
over time compared to those emphasizing education, and after nine years they were statisti-
cally no different from each other.

40. A later analysis (Bloom and Michalopoulos 2001) concluded that “mixed” strategies
were best, rather than a pure rapid-employment or pure human capital strategy. This conclu-
sion was based largely on a comparison of pure strategies in this JOBS evaluation with sev-
eral of the earlier GAIN evaluations, which were characterized as “mixed” as well—with a
dominant emphasis on one strategy but with elements of the other. The only JOBS evaluation
with such a mixed strategy was tested in one site (Portland), which stood out from the rest and
had above-average impacts. Portland was initially known as a rapid-employment program
city, but in fact it offered some education and training to certain recipients. Perhaps more im-
portant, it offered individualized treatments to different types of individuals after assessing
their needs. There were other differences in the program operated in Portland as well, together
with differences in its local economic environment from those in the other cities. Unfortu-
nately, as with the Riverside GAIN program, it is almost impossible to determine what the
true reason for the difference in impacts in Portland was.



to engage in these programs, unless they expected greater gains in the fu-
ture than were measured by the evaluation. This suggests that the programs
would have to be mandatory in order for the welfare departments to induce
recipients to enroll in them.

Although the overall sense of the JOBS evaluations is that there are in-
deed employment and earnings gains from these programs, both inherent
problems and practical problems with the random-assignment methodol-
ogy limit what has been learned. Aside from the difficulty of incorporating
entry effects and separating site effects from treatment effects, as already
noted, many of the programs allowed control group members to start re-
ceiving the program after three years or so. Thus, impact estimates beyond
that period are not true estimates of the program by itself. In addition, in
many of the areas the local program environment continued to change af-
ter the evaluation was initiated, further affecting the outcomes of experi-
mentals and controls.

5.3.4 Family Structure

Models

The suggestion that the AFDC program encourages women to have
children out of wedlock has been a staple of popular views of welfare for
decades. This popular view is consistent with the fact that AFDC benefits
are primarily provided only to single-parent families and those are virtu-
ally all families with a female single parent. This view has been addressed
by a large volume of research by economists in the last fifteen years or so
and by a smaller volume of work by demographers in prior years. It has
been accompanied by a more expansive examination of the effects of
AFDC on family structure in general, including not only its effects on
whether a woman is a single mother, but also on cohabitation, childbear-
ing, and whether a woman lives with her parents or other relatives.

Virtually any economic model of marriage, including Beckerian utility-
differences, or gains-to-marriage, models, predicts that the offer of a bene-
fit to an individual contingent entirely on whether he or she is unmarried
and has children will induce behavior that leads to a higher incidence of
such events. One theoretical framework that would predict the opposite is
one in which marriage is entered into voluntarily but where marital disso-
lution is an exogenous event. In this case, single motherhood is in part an
unlucky random outcome of marriage that should in principle be insured
against, and AFDC is a form of public insurance that plays that role. The
presence of such insurance should, therefore, encourage individuals to
take the risky action, namely, to enter into marriage, to a greater degree
than they would in the absence of insurance. However, the moral hazard
problem is severe, for individuals can clearly exert much control over be-
coming a single mother and, further, much single motherhood takes place
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prior to marriage. This makes insurance forces unlikely to change the net
direction of effect of AFDC.

The precise rules of the AFDC program, and its two-parent counterpart,
the AFDC-UP program, complicate the incentives in several respects
(Moffitt, Reville, and Winkler 1994). Because eligibility for AFDC is based
on the deprivation of the support of a biological parent, a woman who
marries a man who is not the father of her children, or who cohabits with
a man who is similarly not the biological parent, is eligible for AFDC. Thus
AFDC does not discourage marriage or cohabitation universally but only
if it is with the male who is the children’s actual father. If a woman does
marry or cohabit with a nonbiological male, and that male provides finan-
cial support to the children, the income will be counted in full or in part
against the grant, and it is possible that the woman in question may end up
financially ineligible for the program. However, at least for cohabitation,
enforcing this provision is difficult. On the other hand, the AFDC-UP pro-
gram does provide some outlet, for it provides benefits not only to families
where both biological parents are married, but also where they cohabit; el-
igibility is only based on the presence of both parents, not on the presence
of a legal union. However, the eligibility provisions in AFDC-UP have
been sufficiently strict historically that it is more difficult to qualify for ben-
efits under it than under AFDC, so the incentives for a woman against join-
ing up with the father of her children are still quite strong.

The literature on the effects of AFDC on marriage has a parallel in mod-
els of the effect of the income tax, and of the Earned Income Tax Credit
(EITC), in creating marriage disincentives (for the latter, see Hotz and
Scholtz, chap. 3 in this volume). That literature is instructive because it im-
plies that even if AFDC benefits were provided to married couples (or un-
married biological parents), there would still be a potential for incentives
for or against marriage. If the unit of taxation is the family, then married
couples are more likely to be above the income eligibility point—assuming
that both male and female have income—than if they are separate, to take
just one example. As the taxation literature demonstrates, the only neutral
program that does not distort family structure private incentives is one in
which benefits are paid entirely on an individual basis. But then such a pro-
gram would violate vertical equity considerations and would also be com-
plicated by the presence of children. As Hotz and Scholz note, a tax or ben-
efit system cannot simultaneously be progressive, treat the family as the
unit of taxation, and be neutral with respect to marriage (see also Alm,
Dickert-Conlin, and Whittington 1999).

Another theoretical observation worth noting in this context is that a
universal benefit system that provides nonzero benefits to all household
structures—in particular, to single individuals—could alter predictions of
the effect of AFDC on marriage. If the AFDC system were altered so as to
allow benefits to be paid to both married couples and single individuals,
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then some marriages would dissolve so that the single individual—most of-
ten the male—could collect the benefits for which he is newly eligible. In
addition, some currently single mothers and absent fathers would choose
not to marry despite the new benefits they could obtain from that action
because the absent father would now also receive increased income. These
effects would have to be counted against the marriage-increasing results of
the program change, with unknown, and therefore ambiguous, net effect.

The AFDC program alters incentives for childbearing and living ar-
rangements as well. With regard to childbearing, the effect is through the
route of single motherhood, for childbearing outside of marriage makes a
mother eligible for benefits whereas childbearing inside marriage generally
does not. An additional incentive for childbearing appears in the benefit
structure in states in which benefits are calibrated to family size and higher
benefits are paid to larger families. In this case there is an income gain to
having additional children that is not present in the absence of a govern-
ment welfare program and hence distorts choices in that direction. Living
arrangements refer generally to whether a single mother lives with others,
either her parents or a cohabiting male. The rules governing cohabitation
have already been discussed, and it is only necessary to note that living with
parents is governed by the same rules. That is, living with parents does not
alter the basic eligibility condition based on the absence of a biological par-
ent, and it will affect the grant only if the parents provide financial support
to the mother or child. However, because that type of support is more ver-
ifiable than support from a cohabiting male, states are more likely to reduce
the benefit in this case. The less-than-full taxation of parental support pro-
vides an incentive for a woman to live with her parents, as noted by
Hutchens, Jakubson, and Schwartz (1989). The fact that support is partly
taxed provides a disincentive for a woman to live with her parents relative
to a family-structure-neutral system in which the AFDC benefit is not
affected by this type of family structure. This provides another example of
the trade-offs noted above that always come up in balancing equity with
neutrality in tax and transfer systems.

Evidence

There has been built up in recent years a fairly large literature on the
effect of AFDC benefits on family structure, mostly concerned with the
effects of benefits on the probability of being a single mother. The literature
has been reviewed many times, but the most recent review is by Moffitt
(1998) and reviewed sixty-eight separate estimates of the effect of AFDC
on various aspects of marriage, fertility, and single motherhood. This re-
view covered studies conducted through approximately 1996. The results
of this survey are shown in table 5.8, which reports counts of estimates
showing insignificant, significant, or a mixture of insignificant and signif-
icant effects of welfare. The results are broken down by race, when pos-
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sible, and by the source of variation in benefits used to identify welfare
effects—either cross-state variation in benefit levels, cross-state changes in
benefits (i.e., state fixed effects models), within-state variation assuming
the existence of some determinant of benefits that does not simultaneously
directly affect family structure, or pure time series studies. Overall, al-
though there is a very slight excess of significant estimates over insignifi-
cant ones across all races, it is quite small. However, the patterns differ by
race and source of benefit variation, with stronger effects appearing for
white women, and for white women using cross-state levels and for black
women using cross-state changes in benefits. The difference in how benefit
variation affects family structure between the two races is a result of a
different sorting of single mothers by state for the two races, with white
single mothers tending to be concentrated in high-benefit states but black
single mothers tending to be concentrated in low benefit states.

Nevertheless, the most important implication of the review is that none
of the significant estimates were in the “wrong” direction—all were in the
expected direction (positive on single motherhood, negative on marriage,
etc.). A simple unweighted average of the estimates, therefore, reveals a
central tendency suggesting the presence of an effect of welfare benefits on
family structure. Moreover, when distinctions are made between the stud-
ies by the likely credibility of the estimates—those controlling for the most
other variables, which concentrate on the most appropriate part of the
distribution of women, and use the most careful econometric methods—
effects are sometimes stronger, sometimes substantially so (Moffitt 1998).
Therefore, although there is still considerable uncertainty in the literature
and there remain a large number of studies reporting insignificant esti-
mates, this reading of the literature leads to the conclusion that welfare is
likely to have some effect on family structure.41

There have been a few newer studies not included in the review just de-
scribed. One of particular note is that of Hoffman and Foster (2000), who
were able to replicate a study of Rosenzweig (1999) using Michigan Panel
Study of Income Dynamics data, finding significant effects of welfare on
nonmarital fertility, albeit only in certain age ranges. Foster and Hoffman
(2001) conducted another study with the National Longitudinal Survey of
Youth and found, as have many prior studies, that welfare impacts are
greatly reduced when state fixed effects are added to the model. Blau,
Kahn, and Waldfogel (2000) use microdata from the 1970, 1980, and 1990
censuses to estimate metropolitan-area fixed effects models of the effect of
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41. This is a slight change from the author’s earlier reading of the literature (Moffitt 1992b).
As discussed in Moffitt (1998), the magnitude of the effect is more uncertain than the existence
of an effect. Estimates range from quite small effects to rather large ones. The difference is not
easily explainable by the preferred study characteristics just mentioned, and is consequently
not currently resolved.



AFDC benefits on marriage rates and find them to have no statistically sig-
nificant effect in their preferred models.

An issue in the literature has been that real AFDC benefits have declined
over time while single motherhood rates have increased, suggesting that
benefits could not have caused the rise in headship. Nechyba (2001) con-
structs a theoretical model in which social interactions between low-
income families cause lags in the response to a change in benefits, consis-
tent with the hypothesis that rising welfare benefits in the late 1960s and
early 1970s could have had lagged effects over the next two decades (a hy-
pothesis also suggested by Murray 1984). Moffitt (2000) takes a more di-
rect approach and conducts a time series analysis of the relative impor-
tance of trends in female wages, male wages, and welfare benefits, and finds
that a decline in the wages of less-educated males was the main contribu-
tor to the rise in female headship, and that the decline in welfare benefits
slowed that rise, thus providing one possible reconciliation between the
cross-sectional and time series evidence.

The living arrangements literature has examined the effects of welfare on
the propensity of a single mother to live with her parents, and on her
propensity to cohabit. Ellwood and Bane (1985) found that higher AFDC
benefits were associated with greater propensities for single mothers to live
independently of parents, whereas Hutchens, Jakubson, and Schwartz
(1989) argued that the proper variable is the relative benefit between living
with and without parents—equal to the benefit penalty imposed for living
with parents—and found it to have a statistically significant effect on the
propensity to live independently. Hu (2001) found that the probability that
a teenager in a welfare family leaves the household is inversely related to
the size of the benefit reduction suffered by the parent if the teen were to
leave. Moffitt, Reville, and Winkler (1998) found cohabitation rates to be
very high among AFDC recipients, but their econometric model did not
turn up any strong effects of benefits, or state rules governing cohabitation,
on the likelihood of cohabiting. Evenhouse and Reilly (1999), examining
the issue with the Survey of Income and Program Participation, find
stronger effects of benefits, however, on the likelihood of cohabiting with a
male who is not the natural parent of the children.

5.3.5 State Benefit Determination

Models

A final area of considerable economic research has been on the determi-
nants of state benefit level and on the effects of federal matching grants on
the level of state benefits. The models used in this literature for state bene-
fit determination are generally drawn straight from the literature on me-
dian voter models of public choice, considering aid to the poor as a posi-
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tive argument in that voter’s utility function but with the taxes needed to
pay for those benefits to be a negative argument. Income effects are gener-
ally assumed to be positive, with higher median voter income leading to
greater benefit levels. In the typical model, assuming a head tax on all vot-
ers to finance benefits, the price of benefits is equal to the per capita case-
load times one minus the federal matching rate. Thus higher caseloads
imply that the cost of a dollar increase in the benefit level is greater, and a
lower matching rate implies the same. Lower matching rates, assuming
they are partially spent on tax relief or other public goods, have some
“leakage” because a dollar of grant does not translate into an extra dollar
of welfare expenditure. For many years the matching rate structure of the
federal subsidy formula for AFDC was progressive, with higher matching
rates at low benefit levels than at high benefit levels, thus indirectly en-
couraging a reduction in the dispersion of benefit levels across different
states. However, this structure was gradually replaced over the 1970s by a
simple constant proportional matching rate, regardless of the level of the
state benefit, in an open-ended match at that rate.

Evidence

One focus of the empirical literature has been to estimate price and in-
come elasticities for benefits, usually from a regression of benefit levels on
state median income and on a price variable, usually constructed as the
caseload times one minus the matching rate, as just discussed.42 There are
several econometric issues that arise in such estimation that will not be dis-
cussed in detail here. The first model of this type was conducted by Orr
(1976), who found that the federal matching rate, state per capita income,
and other variables measuring the characteristics of the taxpaying popula-
tion and the recipient population all had effects on a state’s chosen benefit.
Orr concluded that the results were generally supportive of a public choice
view of state benefit determination. A number of additional studies were
conducted thereafter and a range of price and income elasticities obtained.
Ribar and Wilhelm (1999) have surveyed the estimates, and they conclude
that price elasticities are of the correct sign but weak in significance and
relatively small in magnitude—in the range (–0.14, 0.02)—in contrast to
income effects, which are generally significantly positive and somewhat
larger in size—in the range (0.11, 0.82). Chernick (1998) also reviews the
evidence and argues that the price elasticities of changing the matching
rate are somewhat greater than this. Baicker (2001) uses a different estima-
tion strategy and obtains yet higher price elasticities.

A puzzle that has garnered additional attention is the reason for the
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42. There are a number of issues in using aggregate state median income to proxy the in-
come of the median voter, and also whether median income itself identifies the median pref-
erence voter. See Moffitt, Ribar, and Wilhelm (1998) for a discussion.



long-term decline in real AFDC benefits over the 1970s and 1980s. Neither
changes in matching rates nor in income can explain the decline; in fact,
real income growth should have led to an increase in benefits. Several hy-
potheses have been suggested, including that AFDC benefits were replaced
by food stamp and, possibly, Medicaid benefits in the voter’s utility func-
tion, or simply that voters’ preferences shifted. Shifts in the nature of the
caseload, from divorced women to unmarried mothers, has also been
posited to be partly responsible for the trend. Others have suggested that
the decline in real wages for low-skilled workers led to an increase in the
price of redistribution as well as an increase in “distance” from the median
voter, both leading to a decline in the desire for redistribution. No consen-
sus has emerged in the literature on the reasons for the change.43

5.4 Research on the TANF Program

Research on the TANF program is much smaller in volume than that on
AFDC, not only because TANF has been in existence for a shorter period
but also because economists and other researchers have encountered many
difficulties in studying the program that were not present, at least to the
same degree, for the AFDC program. Estimating the overall impact—that
is, the combined effect of all individual component changes—of the tran-
sition from AFDC to TANF, for example, is hampered by the fact that it
was introduced in all states at approximately the same time. This is a tradi-
tional problem in studying the effects of national legislation that intro-
duces a program simultaneously in all states and areas.44 A second problem
is that cross-state variation under TANF is much more complex than it was
under AFDC, for in the AFDC environment most state programs were of
the same general type—because they were required to be so by federal reg-
ulation—and hence differences could be characterized by differing levels
of only a few simple parameters (the guarantee, tax rate, etc.). Under
TANF, each state has freedom under the block grant to develop programs
that differ from those in other states in dozens of ways. States have taken
advantage of this freedom to tailor their programs individually, with the re-
sult that there are more than fifty-one dimensions by which state programs
differ, leaving no degrees of freedom to estimate their effects. A related
problem is that each dimension is itself quite complex and difficult to mea-
sure; for example, the way a simple concept such as time limits is imple-
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43. See Orr (1979) and Gramlich (1982) for two early contributions, and Moffitt, Ribar, and
Wilhelm (1998) for a recent one. See Chernick (1998) for some discussions of the issues and a
review of the literature and Moffitt (1999b) for a discussion of the implications of this litera-
ture for explaining the 1996 welfare legislation.

44. As will be noted below, some of the pre-TANF AFDC waiver programs discussed in sec-
tion 5.2 have, however, been used in an attempt to estimate TANF effects. Also, not all states
implemented their TANF programs at exactly the same time.



mented can vary tremendously by the number and types of exemptions and
extensions granted, whether the state allows the “clock” to stop temporar-
ily for families, and so on. Documentation of these differences across states
has also been spotty, at times, and this has also limited research.

In what follows, the discussion will first consider models of behavior un-
der TANF and will then consider evidence on those behaviors as well as
any other TANF issues that have been discussed in the literature.

5.4.1 Models

Many of the features of TANF can be understood as variations in pa-
rameters that were present in the simple AFDC models discussed earlier,
with equivalent predictions. Among these are reductions in welfare tax
rates, which, as noted previously, should increase the employment rate of
women initially on welfare but which has ambiguous effects on overall la-
bor supply including initial ineligibles.45 Another is the imposition of fam-
ily caps, which reduce or eliminate the increase in benefits ordinarily pro-
vided by the presence of additional births; this represents a simple change
in the relationship of the guarantee level to family size, with expected effects
on both welfare participation and the birth rate. A third is the provisions
which make minor mothers ineligible for benefits if they live apart from
their parents, which, as the living arrangements literature in AFDC makes
clear, should be expected to reduce the incidence of such living apart.

There are three new features of TANF whose effects are not directly ap-
parent in the simple AFDC models discussed previously. These are work
requirements, time limits, and, to some extent, the increase in general costs
of welfare participation through provisions for diversion, numerous re-
quirements for continued participation, and informal pressure on women
to leave the welfare rolls. Each of these three will be discussed in turn.

Work requirements can, at one level, be easily incorporated in the stan-
dard static labor supply model, for they can be modeled simply as a re-
quirement that a recipient work some minimum number of hours. As illus-
trated in figure 5.8, where Hmin is the minimum required work hours, the
portion of the welfare constraint CJ is eliminated by the requirement. An
individual initially at C (work requirements are aimed at nonworkers) will
move either to J (arrow 3) or to segment AK (arrow 2)—increasing labor
supply in either case—or to point A (arrow 1), remaining as a nonworker.46

The caseload and participation rate in welfare both fall, as do expenditures
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45. Giannarelli and Wiseman (2000) have suggested that the popularity of earnings disre-
gards in the post-TANF period may partly arise from the need to satisfy federal requirements
under the TANF program that minimum fractions of the caseload be employed or engaged
in a work-like activity. Ironically, the more successful a state is in moving employable recipi-
ents off welfare and into jobs, the more likely it is to run afoul of these federal requirements.
These create a perverse incentive for states.

46. The latter is more realistic if N is positive.



on benefits, and average hours of work rise. If Hmin falls to the left of the
hours corresponding to point D, the work requirement is equivalent to
eliminating welfare completely. Holding Hmin fixed, this is more likely in
low-guarantee states and has been shown to hold for some recipients in
those states with sufficiently high hourly wage rates and using the official
hours of work requirements in PRWORA.

Although work requirements achieve the goals of increased labor supply
and reduced caseloads, they do so by redefining the underlying goals of the
program. Work requirements achieve work incentives by giving up on the
original negative income tax goal of achieving work incentives at the same
time as providing support to those who “cannot” work in a single, inte-
grated system that provides a guarantee to all families with no questions
asked. Welfare programs with work requirements at their center must in-
stead predefine those who can work and those who cannot work; the for-
mer are provided with the benefit formula illustrated in figure 5.8, and the
latter are simply given G, or possibly G plus a low tax rate as an encour-
agement to work even a small number of hours. Because making the sepa-
ration of the population—or categorization—into those who can and can-
not work is fraught with practical as well as conceptual problems, the
desirability of work requirements depends upon the magnitude of the costs
incurred by whatever system of categorization is implemented.

There have been two strands of research on these issues. One dates from
the late 1960s and early 1970s, during debates over the negative income tax.
Categorical systems were heavily criticized by economists at that time for a
variety of reasons. One was that the administrative difficulty in assigning re-
cipients to categories is too great, and, more generally, because economists
tend to believe that everyone can work, at least some amount, at some wage
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and with some kind of work support; that is, the variation in individual abil-
ity is continuous rather than discrete. Another was that, because true abil-
ity to work is partly unobserved by the policy maker, work requirement sys-
tems provide individuals with incentives to switch categories by altering, to
the extent possible, the observable characteristics that the government uses
to assign recipients to different categories. Yet another was that, because
work requirements necessarily involve individual-specific judgments on
ability to work, they would result in excessive caseworker discretion and
consequent inequitable treatment across individuals.47

The second strand of literature examines the possible optimality of work
requirements in various models of optimal taxation. An early set of papers
demonstrated that, if heterogeneity in preferences and abilities is unob-
served by the government, then tying in-kind transfers to cash transfers
could be used to induce individuals to self-select into welfare according to
need (Blackorby and Donaldson 1988; Dye and Antle 1986; Nichols and
Zeckhauser 1982). Work requirements are an inverse case in which the im-
position of negative tied transfer—work—along with cash can be used to
induce those with higher ability to opt out of the welfare program. Beaudry
and Blackorby (1998) and Cuff (2000) make this connection explicit and
introduce additional heterogeneities into the model, in both cases demon-
strating the optimality of workfare as a screening device when unobserv-
ables are present. Besley and Coate (1992b, 1995) showed that, under a
different optimization criterion, workfare can be also used as a screening
device to ensure that higher-wage individuals do not take advantage of the
program. In this rather different justification for work requirements, all re-
cipients must undergo the cost of complying with work requirements, but
benefits can be higher because high-wage individuals no longer have an in-
centive to apply. Another strand of the literature was that begun by Akerlof
(1978), who showed that if individuals can be tagged as truly needy, they
can be given a greater G and lower t than they could under a noncategori-
cal negative income tax. He likewise directly dealt with the incentive prob-
lem to change categories by requiring that an incentive compatibility con-
straint be set that would discourage such behavior. Although not directly
related to work requirements, it is easily extended in that direction. Unlike
the prior papers, Akerlof assumes that there are at least some observables
that can be used to discriminate between different types of individuals.
This literature is continuing with further refinements and special cases.48

The 1996 legislation has made these issues of renewed importance. The
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47. See Barth and Greenberg (1971), Browning (1975), Lurie (1975) for examples of these
early critiques of work-requirement systems as compared to a negative income tax. Barth and
Greenberg note that the drawbacks to a system that requires separating the employable and
nonemployable was a principle criticism of the AFDC program as it existed in the 1960s.

48. For example, Chone and Laroque (2001) and Immonen et al. (1998). See also Parsons
(1996) for an analysis, albeit in the context of social insurance programs, of the consequences
for these models of assuming “two-sided” error—that is, that some tagged individuals can in-
deed work as well as that some untagged individuals cannot work.



PRWORA requires states to more rigorously enforce work requirements by
regularly assessing benefit penalties (called “sanctions”) on those who do
not comply with the requirements (i.e., those who work less than Hmin). In-
deed, to some extent the most important work-related feature in the legis-
lation was the requirement that states, for the first time, actually enforce the
benefit reductions that figure 5.8 portrays. Within the federal guidelines,
states now have much more freedom to assess sanctions than they did un-
der the AFDC program, and many have adopted very stringent sanction
policies.49 The federal government has also tightened up the definition of
Hmin, setting specific values for it such as twenty hours per week for single
mothers with children under six, for example. States are allowed to exempt
families from the work requirement (e.g., women who are ill or incapaci-
tated, elderly, pregnant, or have a child under one year old), which can be
interpreted as the assignment of families to the “cannot work” status. How-
ever, the federal legislation also sets numerical minimums on the fraction of
a state’s recipients that must be engaged in a work activity and most of these
exempt families are not excluded from the denominator of the ratio.

Time limits are a relatively new programmatic feature and have yet to be
subjected to much economic analysis. In one sense time limits require no
new models because they simply eliminate welfare after some point and
this necessarily moves the individual to the nonwelfare constraint in figure
5.5, thereby increasing labor supply and decreasing the welfare caseload.
However, the dynamics of this response could be fairly complex if welfare
recipients anticipate the onset of time limits and alter their behavior before
hitting the limit. For example, similar to behavior that has been found for
the response to unemployment benefits with a fixed exhaustion point, wel-
fare recipients may begin to leave welfare prior to the time limit date, and
their leaving rates may accelerate as the time limit approaches. In the un-
employment insurance (UI) case, this behavior is generally explained by
the randomness of wage offers and the desire to accept an attractive offer
when it arrives even if it does so somewhat in advance of the benefit ex-
haustion date. The same may apply for welfare recipients approaching a
time limit. A more complex response can occur if recipients “bank” their
benefits by going off the rolls during good (labor market) times and saving
their benefits for bad times (a downturn in the labor market, unexpected
negative income shock, etc.).50 Whatever the model, time limits will tend to
increase labor supply and reduce welfare participation and the caseload.

The implementation of time limits in the states has been far from this
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49. For example, as noted previously, in Georgia, two violations result in a lifetime ban on
welfare receipt. Lurie (2001, 4), in a study of implementation of sanctions in local welfare
offices, notes as well that discretion in using sanctions is widespread and inevitable: “While
states decide the amount of the sanctions, the decision to impose or lift a sanction is inevitably
at the discretion of the frontline worker.”

50. A few states have programs that allow recipients to receive benefits for a maximum of x
years out of every y years, y � x. This would set up cyclical welfare participation response as
well as banking within the y interval.



textbook portrayal. Many states have made liberal use of exemptions and
extensions from time limits, resulting in many fewer families’ hitting the
limits than anticipated. In many cases these exemptions and extensions
are granted at the discretion of individual caseworkers and local welfare
offices, who make subjective judgments on whether recipients have made
a good faith effort to find work. Other states have put in place programs
funded out of state revenues that will support families after they exhaust
their benefits, although sometimes at a reduced level and sometimes only
for the children. Still other states stop the clock from ticking if the recipi-
ent works more than a specified number of hours of work, if the recipient
has not been offered a job training slot, or under other conditions. At this
writing, many fewer families have exhausted their benefits than anticipated
for all these reasons as well as because so many families have left the rolls;
the latter could be either because of the favorable economy or from bank-
ing behavior. However, despite these factors, in the long run the time limit
will bind on more families if it is kept in place.

Finally, the numerous additional costs and penalties that have been im-
posed on welfare participation have resulted in many more involuntary ter-
minations under TANF than were present under AFDC. Indeed, it is no
longer clear that a simple voluntary model of welfare participation—even
one with work requirements and time limits added to the model—ade-
quately describes reality. Diversion programs and related devices to dis-
courage women who apply for the rules can still be retained in a voluntary
model but one in which the cost of application is much higher than before,
discouraging application. The cost of being on welfare even after applying
and being accepted is also raised by the many rules that TANF recipients
must obey, ranging from mandatory attendance at meetings with case-
workers to compliance with child support enforcement, requirements for
school attendance (minor TANF mothers without a high degree only), and
requirements that children of the TANF mother have regular school at-
tendance, receive immunization shots, or have health exams. Failure to
comply with any of these rules carries a penalty that may either reduce ben-
efits or even terminate the families from the rolls. Finally, much anecdotal
evidence suggests that welfare departments have exercised discretion to
push women off welfare by using administrative devices to end eligibility.
These administrative terminations were thought to be present in the
AFDC program but are now much more common. This should probably
be modeled as a random involuntary termination rate from the program.

5.4.2 Evidence on TANF and Pre-TANF Waiver Reforms

As noted previously, the volume of research on TANF is necessarily
much less than that for the AFDC program. In addition, the largest volume
of data analysis conducted on TANF is descriptive in nature and does not
seek to estimate the effect of the 1996 legislation in a causal sense—that is,
the effect of the legislation on outcomes relative to what would have hap-
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pened if the law had not been passed. The descriptive literature, for ex-
ample, has demonstrated that poverty rates have mostly fallen since 1996,
the TANF caseload has dropped by over 50 percent since 1994, women
who have left the TANF rolls have employment rates of approximately 60
percent, and there is a lower tail of the single-mother income distribution
whose income has fallen since 1996. Separating the PRWORA contribu-
tion to these outcomes from the effects of general trends, the improving
economy, and other programmatic developments (e.g., EITC and Medic-
aid expansions) is not attempted in this literature. The review to follow will
instead discuss only studies that attempt to make causal inferences.51

Table 5.9 lists the studies that have estimated the overall impact of 1990s
welfare reform (i.e., the effect of all the individual components combined)
on income, employment, and welfare participation outcomes.52 Studies of
the effects of pre-1996 waiver reforms are shown in the first panel of the
table. Most of these studies made use of the differential timing at which
states introduced their reforms in the pre-1996 period. With a few excep-
tions, the studies show waivers to have had positive effects on most mea-
sures of labor supply and negative effects on measures of AFDC partici-
pation, as expected. All of these studies include variables for the state
unemployment rate or related cyclical variables in their models, and hence
the estimated effects of welfare reform are all intended to be net of the
strong economy.

Two exceptions to the results are Bartik and Eberts (1999) and Ziliak et
al. (2000) who find very little effect of welfare reform, net of the economy,
on the size of the AFDC caseload. The main difference between these two
studies and the others is that these two enter the lagged AFDC caseload
into the regression model. The reduction in the estimated size of the effect
of welfare reform is an indirect sign that states that implemented reforms
had above-average caseloads and that caseloads regressed to the mean
thereafter, causing a spuriously estimated decline in the caseload in the
studies that omit this lag. A debate has ensued over the econometric prop-
erties of including lagged dependent variables in the models in question,
which has not yet been resolved.53

Randomized trials are represented in two of the entries in table 5.9.
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51. See Moffitt and Ver Ploeg (2001) for a list of all types of studies that have been con-
ducted on TANF as of approximately spring 2001, including descriptive studies, as well as a
comprehensive discussion of the alternative evaluation methodologies that have been used to
estimate causal effects of welfare reform.

52. A number of studies are excluded from the table, including those conducted on a single
state but which were not random assignment, and a number of random assignment evalua-
tions that were discontinued or that have not produced results (Harvey, Camasso, and Jagan-
nathan 2000 has a comprehensive list).

53. Klerman and Haider (2001) demonstrate that building up an aggregate caseload model
from a more fundamental set of entry and exit equations will necessarily result in the need for
lags in the aggregate model. However, they argue that the caseload model that results from
this aggregation is easily misspecified because of duration dependence and other properties
of the underlying dynamic model.
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These studies made use of traditional random-assignment methods rather
than cross-state variation to estimate the effects of reform. These studies
generally also find positive effects on employment and earnings and nega-
tive effects on welfare participation, like the nonexperimental studies.54

However, the estimated effects on both income and welfare participation
are considerably smaller than those estimated from the nonexperimental
literature. This may be because random-assignment methods are not well
suited for major structural reforms like the pre-1996 welfare waivers—or
for TANF itself—because such structural reforms tend to cause changes in
local labor markets and local communities that feed back onto the control
group. The policy-induced changes in the economic and programmatic en-
vironment, and in the expectations of the eligible population for what level
of work is to be required of welfare recipients, are unlikely not to have
affected the control group. This is likely to have made control and experi-
mental group behavior more similar and therefore to have biased estimated
effects downward. Another important difference between experimental
and nonexperimental estimates is that the former cannot capture entry
effects, whereas the latter can. Much of the effect of welfare reform on the
caseload, and therefore also on labor supply and earnings, has occurred
through decreased entry onto welfare. This will also lead to bias in the ex-
perimental estimates.

The more important policy issue is the effect of TANF, for the welfare
waivers fell far short of the major restructuring that occurred after 1996
and hence cannot be taken as predictive of the effects of TANF. Unfortu-
nately, estimating TANF effects is more difficult than estimating the effects
of waivers because the vast majority of the states more or less implemented
TANF at the same time, leaving no cross-state variation in the timing of in-
troduction to use for estimation. Two studies made use of the fact that four
or five states actually implemented reforms somewhat later than the rest of
the states, but this source of variation is unlikely to be reliable because
there may have been unique differences between those states and the oth-
ers which were correlated with their late implementation, and because
there are likely to be significant lags in the effects of the reforms. Most stud-
ies have, instead, used difference-in-difference methods which compare
trends in outcomes for low-wage or less-educated single mothers to trends
in outcomes of various other groups (high-wage or highly educated single
mothers, or women who are not single mothers) to assess the effect of wel-
fare reform. As Ellwood (2000) and Schoeni and Blank (2000) note, use of
these methods is particularly problematic when other reforms, such as the
EITC, were occurring roughly simultaneously, and when business-cycle and
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54. There have been many more random-assignment studies in this period, but those listed
in table 5.9 are those that had the main features of PRWORA, namely, time limits, work re-
quirements, sanctions, and enhanced earnings disregards, and that made these reforms within
the AFDC system rather than outside of it.



economywide trends were occurring that could affect different groups dif-
ferently. Ellwood concludes that these difficulties are sufficiently severe that
the separate contributions of welfare reform, the EITC, and the economy
cannot be identified. The only remaining studies in the table (excluding
Wallace and Blank 1999, which uses pure time series variation) are Mc-
Kernan et al. (2000) and Schoeni and Blank (2000), one of which finds TANF
to have increased employment, whereas the other finds it not to have done
so but to have affected family earnings, income, and AFDC participation.
The two studies used different control groups, so this may be the source of
the difference. What evidence there is, therefore, indicates some TANF
effects in the expected direction, but the small number of studies and prob-
lems in statistical inference make the conclusions rather uncertain.

There have also been a number of studies that have attempted to esti-
mate the separate effects of different components of pre-1996 waiver re-
forms or of TANF, such as time limits, work requirements, sanctions, earn-
ings disregards, and other features. Unfortunately, the results from these
studies have been inconsistent with each other (often providing opposite-
signed effects) have generated many insignificant effects, and have gener-
ally yielded an uninterpretable set of findings.55 There are many likely rea-
sons for this pattern, including the enormous proliferation of different
policies across the states and the difficulty in accurately characterizing
those differences with a few simple variables; inherent difficulty in separat-
ing the effects of one component from another when they no doubt
strongly interact; differences in the official characterization of policies
from those implemented in practice; and lack of statistical power in the
data to detect reasonable-sized effects. For whatever reason, despite the
initial view that the devolution that would follow PRWORA would gener-
ate useful cross-state variation in policies for research, very little progress
has been made in that direction to date.56

There has been some research as well on the impact of pre-1996 waivers
and TANF on demographic outcomes such as marriage, fertility, and liv-
ing arrangements. The direction of impact of reform on marriage and fer-
tility is ambiguous at the simplest level, for although a reduction in the
caseload and generosity of a program that mainly supports one-parent
families should have positive effects on marriage and negative effects on
childbearing, an increase in women’s employment should have the oppo-
site effects, as demonstrated by a large empirical literature on the effect of
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55. See Bell (2001) for a discussion of the results with caseloads as a dependent variable.
56. In addition, with a few exceptions, there have been no random-assignment evaluations

that have varied each feature of reform individually while holding all the other features fixed,
even though this is possible in principle in an experiment. It should also be noted that Grog-
ger (2000, 2001) has attempted to estimate the independent effects of time limits by using age
variation in children combined with assumptions that that variation does not interact identi-
cally with other welfare reform features. The validity of the assumptions needed for these
methods to be valid is unknown.



female wages and labor supply on marriage and fertility. In addition to
these broad factors, TANF allows states to impose family caps (restrictions
on additional benefits from extra births while on welfare) and denies ben-
efits to minor mothers who wish to live apart from their families, both of
which should be expected to have direct effects on family structure.

The evidence to date on the presence of an effect of welfare reform as a
whole on these outcomes is suggestive of a weak effect, at best. Analyses of
pre-1996 waivers are inconsistent, with some showing a negative effect on
nonmarital fertility (Horvath and Peters 1999) and others showing no
effect (Fitzgerald and Ribar 2001). Analyses of TANF using difference-in-
difference methods, comparing either more-educated and less-educated
women or high-wage and low-wage women, show no effect of TANF on
marriage but possibly a negative effect on living independently (Ellwood
2000; Schoeni and Blank 2000). Bitler, Gelbach, and Hoynes (2002) found
a positive effect of TANF on the likelihood that a child lives with neither
parent and a negative effect on the probability of living with an unmarried
parent, but the effects were estimated only on cross-state variation in
TANF implementation dates within a fourteen-month window. Random-
assignment evaluations are particularly problematic for the study of fam-
ily structure because of the entry-effect problem and the problems of
contamination noted earlier. Of those noted in table 5.9, only one (the
Delaware study) showed a significant effect on marriage. The reason that
particular experiment showed an effect and others did not is not clear.

The evidence on the specific effects of family caps and living arrange-
ments restrictions in the law is quite weak, for the same reason that sepa-
rating the impacts of the individual components of welfare reform from
each other has not been successful in the study of employment and earn-
ings impacts. Some waiver evaluations, particularly one conducted in New
Jersey (Camasso et al. 1998a, b), have been used to assess the effects of fam-
ily caps, but these evaluations are problematic because the family cap was
bundled in with changes in work requirements, earnings disregards, and
other features common in welfare waiver programs. Thus there is no direct
evidence from random-assignment evaluations of family cap effects be-
cause none has varied the presence of the family cap, holding other reform
features fixed.

Finally, there has been considerable analysis of the effect of the block
grant structure of TANF on spending on the poor. As noted previously, the
shift from a matching to a block grant should be expected to reduce spend-
ing. Predictions of the magnitude of the spending decline depend directly
on the size of the price elasticity of benefits, which, as noted before, is not
agreed upon in the empirical literature. Ribar and Wilhelm (1999) predict
very small reductions, whereas Chernick (1998) predicts benefit declines in
the range of 15 to 30 percent (see also Chernick and McGuire 1999); In-
man and Rubinfeld (1997) predict spending declines of 40 to 66 percent in
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low-income states and 0 to 18 percent in high-income states. In addition,
there has been considerable speculation that there will be a “race to the
bottom,” as states facing a higher price of benefits become more sensitive
to the influence of cross-state migration in search of higher benefits, lead-
ing to a cascading series of real benefit cuts across the states. Theoretical
work supports this intuitive prediction, and simulations suggest that ben-
efits could be seriously underproduced in such a system relative to the so-
cial optimum (Brueckner 2000; Wheaton 2000).

To date, none of these predictions have been capable of testing because
the block grant levels in the 1996 legislation were set at 1994 AFDC levels.
Because the AFDC-TANF caseload has fallen so drastically since 1994,
states have generally not been able to spend all of their block grant funds.
Thus the block grant constraint has not become binding, and hence one
should not expect either the (extra) spending declines or the race to the
bottom predicted in the literature to have occurred. Further work on this
issue must await a rise in spending up to the block grant level.57

5.5 Reforms: Financial Incentives

Most reform discussions at the current point in the evolution of the
AFDC-TANF program concern whether the provisions of the 1996 wel-
fare law should be modified in some way, such as changing or removing the
time limits, work requirements, rules governing sanctions, block grant and
funding formulas, and the like. There has been no research on the effects of
altering these provisions beyond what has already been discussed in the re-
view of research on AFDC and TANF; as noted, the research base for fore-
casting the effects of altering most of these provisions is exceedingly slim.

One area of discussion where economists have a strong research base is
in the area of additional financial incentives to encourage TANF recipients
to work, which is the traditional area of interest in the economics literature.
Three different types of reforms have been discussed: (a) reductions in the
tax rate on earnings in the TANF program (or what are called “enhanced
earnings disregards” in policy discussions); (b) earnings or wage subsidies
made available only to those on TANF; and (c) earnings or wage subsidies
made available universally to the low-income population. Each will be dis-
cussed in turn.

Reductions in the tax rate on earnings have been enacted by many states
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57. In fact, TANF spending by the states stopped declining in 1998 and has risen since then,
even though the economy was still strong, because states began spending their funds on an-
cillary services like child care. If this trend continues, it is likely that a relatively modest re-
cession could force spending up to the block grant level. Other issues debated in the literature
are the adequacy of countercyclical funds to alleviate the potential spending volatility under
a block grant system, and how to reduce inequities in the block grants to high- and low-
income states.



in their post-reform benefit schedules, as noted earlier in this review, as a
means to encourage work among recipients in addition to work require-
ments. Economic models predict that the effect of reducing welfare tax rates
on labor supply is ambiguous in sign because new recipients are drawn onto
the welfare rolls, whose labor supply is thereby reduced. The majority of the
evidence, both from nonexperimental and negative income tax (NIT) ex-
perimental studies, indicates that the net effect of such reductions on labor
supply is approximately zero. This should, therefore, be the prediction one
should make for the recent tax rate reductions enacted by the states.

A few recent experiments have addressed the labor supply effects of re-
duced welfare tax rates and have shown, instead, that they generally in-
crease earnings and employment (Berlin 2000; Blank, Card, and Robins
2000). However, the majority of these experiments only test the effects of
reduced tax rates on those who are initially on welfare, and, for that group,
positive effects on labor supply should occur. Consequently, although the
experimental results are of value because they confirm, in broad outlines,
the predictions of the static labor supply model for how initial recipients
would respond, they do not contradict the literature from prior economet-
ric studies and the NIT experiments because they do not account for the
offsetting labor supply effects of new entry.58

A new element in recent discussions, however, is an emphasis on cou-
pling work requirements and minimum hours restrictions with tax rate re-
ductions. The argument is that the work requirement limits the negative la-
bor supply effects that serve as an offset to the work incentives of tax rate
reductions and is thus superior to welfare programs with tax rate reduc-
tions but no work requirements, and that tax rate reductions accompanied
by such restrictions are more likely to increase labor supply.59 However, this
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58. See Blank, Card, and Robins (2000) for a discussion of entry and how it might be re-
duced by imposing barriers such as a waiting period before the financial incentives are allowed
(see also Card, Robins, and Lin 1998). Berlin (2000, 35) also draws a contrast between the find-
ings of these recent experiments and those of the NIT experiments, noting that the NIT re-
duced labor supply whereas the tax rate reductions in the new experiments increased labor
supply. However, this is not a proper comparison because the negative labor supply effects in
the NIT experiments pertained to the effect of an NIT versus nothing at all (i.e., the treatment–
control group comparison), which is expected to be negative from simple theory. In fact, as
noted previously, the alternative treatment groups in the NIT experiments that tested alterna-
tive welfare tax rates holding the guarantee fixed found generally a zero net effect on labor
supply, consistent with the findings of complete offset in nonexperimental econometric mod-
els. The NIT experiments included not just recipients but rather a sample of the entire low-
income population, so that the offsetting, negative effects of lowering the tax rate were cap-
tured by the comparison of outcomes across alternative treatment groups. This is entirely
consistent with a positive effect on labor supply of those initially on welfare, and therefore the
results of the NIT experiments and recent recipient-only experiments are not inconsistent.

59. Again, see Berlin (2000) and Blank, Card, and Robins (2000) for a discussion of these
programs, such as New Hope and the SSP program. Some of the programs tested in these
demonstrations allowed recipients to take their “earnings supplements” (i.e., benefits) off
welfare. However, in the type of pure transfer program illustrated in figure 5.8, it is immate-
rial whether individuals receiving benefits in the region above point K are called welfare re-
cipients or not; they are incontrovertibly welfare recipients in the behavioral sense.



is an incorrect comparison because, as discussed previously, work require-
ments achieve their positive effects on labor supply by eliminating govern-
ment support for those who do not work, which is the rationale for an in-
come support program in the first place. Consequently, they must be
accompanied by a categorization of the population into those who can and
cannot work. The relative merits of the two approaches depend on whether
the stronger labor supply effects provided by the work requirement system
are countered by the inefficiencies, disincentives, and possible inequities
created by a feasible categorization system.

Some programs with such minimum full-time work conditions have
been voluntary instead of mandatory (e.g., New Hope, Self-Sufficiency
Program [SSP], and some treatments in the Minnesota Family Investment
Program [MFIP]). That is, the greater benefits made possible by the reduc-
tion in the tax rate, and which are available only if hours worked are close
to full time, are simply offered to the recipient as an option. Such a pro-
gram is not a work requirement program at all but is instead just an NIT
with part of the budget constraint deleted (namely, the portion in the part-
time range). Relative to an NIT with no hours restrictions, a voluntary pro-
gram of this type would affect labor supply in an ambiguous direction, as
some who would have worked part time chose to work full time but some
chose not to work at all. Relative to a program with a tax rate of 100 per-
cent, however, such a restricted tax reduction is indeed more likely to in-
crease labor supply than an unrestricted NIT. But that does not mean that
it is preferable, because then the issue is why part-time work is not desirable
and why the benefits of work supplements should be denied to those who
can only work part-time, some of whom will instead choose not to work
at all.60

The second type of program, offering wage or earnings subsidies to wel-
fare recipients instead of reducing welfare tax rates, has essentially the
same effect if those subsidies are permitted only for those who remain on
welfare. It is immaterial whether an increase in W(1 – t) comes from an in-
crease in W or a reduction in t.61 The major alternative proposal is instead
that welfare recipients be allowed to carry those subsidies off the welfare
rolls and to keep them after exiting. The effect of this reform on the budget
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60. This illustrates the more general principle that increases in labor supply should not be
the sole criterion for judging a reform because it must always take into account how the rela-
tive benefits of program expenditure are spread across individuals at different points on the
budget constraint and therefore different points in the income distribution. For example, it
should always be possible in principle to increase labor supply simply by offering the popula-
tion a large increase in income to anyone willing and able to work high enough hours; that is
incontrovertible. But that costs money, and the proper comparison for such a program is in-
stead with an equal-expenditure program which would therefore have to reduce funds going
to low-hours workers. The issue of distributional weights, and the relevant optimal tax prob-
lem, cannot be avoided.

61. The two may have different effects around the break-even level, however depending on
how the phaseout and cutoff of the earnings or subsidy are handled. A simple graphical anal-
ysis easily demonstrates this (not shown for brevity).



constraint is shown in figure 5.9, where CDE is the initial constraint and
CD�E� is the constraint after the subsidy is implemented.62 Assuming that
substitution effects dominate income effects and therefore that labor
supply curves for this population group are forward-bending, this change
has an unambiguously positive effect on labor supply relative to the initial
welfare program for those initially on the welfare portion of the constraint.
The drawbacks to such subsidies are the same as those for a universal wage
or earnings subsidy, to be considered next.

It is worth noting that this type of program would approach that of a uni-
versal subsidy program if (a) those who carry the subsidy off the program
are allowed to keep it indefinitely and (b) all eligibles in the population have
a finite probability of entering the program within their lifetimes. If both of
these conditions hold, all eligibles, including those initially on segment
DE, will eventually cycle through the program and hence will have the sub-
sidy available to them off welfare.

The third reform is indeed the offer of a universal earnings or wage sub-
sidy to all low-income families. Graphically, this is identical to figure 5.9
except that those initially off welfare, on segment DE, are also eligible. The
relative merits of wage rate and earnings subsidies, on the one hand, and
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Fig. 5.9 Effect of earnings subsidy on budget constraint

62. Assuming the subsidy is s percent of earnings, the on-welfare portion of the constraint,
segment CD�, has slope W(1 � s)(1 – t), while the off-welfare portion of the constraint, seg-
ment D�E�, has slope W(1 � s). This assumes that the subsidy is included in countable income
by the welfare agency along with presubsidy earnings; if it does not, the on-welfare portion of
the constraint has slope W(1 – t � s). The figure assumes t � 1.0, but all statements in the text
apply as well for t 
 1.



an NIT or similar income support program with a G and t, on the other,
were debated extensively in the late 1960s and early 1970s (e.g., Barth and
Greenberg 1971; Garfinkel 1973; Kesselman 1969, 1973; Zeckhauser
1971). That literature showed that there will almost certainly be positive
effects on labor supply if an income support program is completely re-
placed by a wage or earnings subsidy. This should not be surprising since
benefits are no longer paid to nonworkers under a wage or earnings sub-
sidy, and since, from a equity and distributional point of view, a progres-
sive tax system is replaced by a regressive one. As this early literature rec-
ognized (Kesselman 1969; Barth and Greenberg 1971), and has been noted
in this review, replacing an income support program with such a subsidy
would require a categorization of the eligible population that has its own
difficulties which would have to be factored into the comparison.

The literature also addressed the relative merits of wage rate versus earn-
ings subsidies. In general, the former were shown to be superior but were
acknowledged to have implementation problems created by the need for
employers and workers to document hours of work, and the strong incen-
tives for fraudulent reporting of those hours and for collusion between
workers and employers to overreport hours worked. To date, these difficul-
ties have prevented a wage rate subsidy from being enacted in the United
States. Earnings subsidies, on the other hand, have the disadvantage that
they must be phased out at some earnings level; at and above that point, la-
bor supply disincentives are created.63 The corresponding issue for welfare
reform is how eligibility for a universal earnings or wage subsidy program
aimed at the welfare-eligible population would be determined. If family in-
come is used as the eligibility criterion, then a notch will be created at that
income level where the subsidy is lost, creating disincentives to go beyond
that point as well as incentives for those with higher income to reduce la-
bor supply to become eligible. Alternatively, if the subsidy is phased out
gradually, as it is in earnings subsidies such as the EITC, then work disin-
centives will be created in that region, which will have to be counted against
the positive labor supply incentives created at lower earnings levels. Thus
the offsetting effects of earnings subsidies on labor supply cannot be
avoided.64
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63. See the chapter on the EITC (Hotz and Scholz, chap. 3 in this volume) for a discussion.
64. Once again, an alternative program offers universal earnings subsidies to low-income

families but with a minimum hours constraint. As before, the increased labor supply effects
of this program would have to be balanced by the increased need for categorization of the
population, at least if it were made mandatory. If it is made voluntary, then, as noted previ-
ously, the only issue is whether part-time work should not also be subsidized. It should also
be noted that, with a mandatory minimum hours constraint, there is little difference between
a wage or earnings subsidy program and an NIT-like income support program with a reduced
tax rate, for the two only differ in the nature of the budget constraint above the hours con-
straint point. If the major labor supply decision is the margin between working at the con-
straint point or locating below it off welfare, the two programs would have the same effects.



5.6 Summary

Although the 1996 legislation is now six years past, the TANF program
must still be regarded as being in a state of transition and not as having
fully coalesced into a final form. The implementation of the program, as
well as myriad of its provisions, such as the imposition of stricter work re-
quirements with more rigorously enforced sanctions for noncompliance
and the imposition of time limits, continues to evolve. States are continu-
ing to modify their programs and attempt to change them over time, as
they search for new ways to deal with the difficulties of the population that
they aim to serve. The uncertainties created by a possible recession, the in-
creasing impact of time limits as more recipients hit those limits over the
next few years, and the possibility of further congressional action, all have
the potential to lead to further modifications in the program.

While research on the AFDC program is still useful in many ways, and
while the models developed for that program are still applicable to TANF,
there are many new features of TANF whose effects cannot be easily ex-
trapolated from AFDC research results. At the same time, direct evalua-
tion of the effects of the TANF program, particularly the evaluation of the
independent contributions of its separate individual components, poses
many empirical challenges. Although the evidence to date is reasonably
strong that the TANF program has increased employment and earnings
and decreased the caseload, relative to what would have occurred if AFDC
had remained in place, the separate effects of work requirements, time lim-
its, sanctions, family caps, and other individual features are essentially un-
known. These continuing research challenges, as well as those posed by ad-
ditional modifications in the TANF program as they occur, will provide a
rich agenda for further research.
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6.1 Introduction

Unlike other major means-tested transfers, no low-income housing pro-
gram is an entitlement for any type of household. Despite the failure to
serve all eligible households who want to participate, federal, state, and lo-
cal governments in the United States spend substantially more on housing
subsidies to the poor than on other better-known parts of the welfare sys-
tem such as food stamps and Temporary Assistance for Needy Families
(TANF). The most widely cited figures for government expenditures on
housing subsidies refer to the direct expenditures of the U.S. Department
of Housing and Urban Development (HUD). They ignore the U.S. De-
partment of Agriculture (USDA) programs that account for about 20 per-
cent of all subsidized units, the tax expenditures on the Low-Income Hous-
ing Tax Credit ($3.5 billion per year in 2000 and growing rapidly), the
expenditures of state and local governments often funded by block grants
from the federal government, and the many indirect subsidies such as local
property tax exemptions and abatements received by all public housing
projects and many privately owned projects, the federal income tax ex-
emption of interest on the bonds issued by state and local governments to
finance housing projects, and the underpriced mortgage insurance re-
ceived by many privately owned projects.

Given the enormous amount of money that has been spent on means-
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tested housing assistance over the years, the amount of research on the
most important effects of these programs is shockingly small. There is no
evidence on the effects of some major programs and little evidence on the
effects of other large programs. For example, there are only two studies of
the most important effects of Section 236, a program that still serves al-
most a million people. There are almost no studies of the important effects
of the Low-Income Housing Tax Credit (LIHTC), a program that has been
the fastest-growing housing program over the last decade accounting for
the majority of additional recipients of housing subsidies. The evidence on
the most heavily studied programs is old. For example, the studies of the
effects of the public housing program on housing consumption are based
on data from 1965 through 1977. At the midpoint of this period, the me-
dian age of public housing units was ten years. Today, the median age is
about thirty years. It stands to reason that the effect of public housing on
the housing consumption of tenants is very different today from what it
was at the time of these studies. Since direct HUD expenditure on public
housing in the form of operating and modernization subsidies is about $6
billion annually and the real resource cost of continuing to use these units
to house low-income households is much larger due to their opportunity
cost and the substantial local property tax abatement that they receive, this
is a sad state of affairs.

If a housing program consists of a set of eligible households and suppli-
ers operating under one set of rules, the United States has had an enor-
mous number of programs intended to improve the housing of low-income
households since the federal government became seriously involved in this
activity in 1937. There have been many programs as this term is commonly
used, each of these programs has typically had a number of variants, and
each change in the regulations produces a new program. For example, the
public housing program has at least twenty-nine variants. Each has its own
rules, and these rules have changed from time to time, although they have
many rules in common.

To keep the length of this paper within reasonable limits, it will focus on
four broad programs that account for the bulk of all subsidized rental units.
These programs are public housing, project-based assistance under the
Section 236 and Section 8 New Construction/Substantial Rehabilitation
Programs, and tenant-based assistance under the Section 8 Existing Hous-
ing Program. They illustrate the three basic approaches that have been
used to provide housing assistance: government ownership and operation
of housing newly built for occupancy by low-income households; govern-
ment contracts with private parties to build (or substantially rehabilitate)
and operate housing for these households; and subsidies to eligible house-
holds who select housing in the private market meeting certain minimum
quality standards and, under some variants, other restrictions. These pro-
grams account for about 70 percent of all subsidized rental units and about
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50 percent of all units for low-income households that have received fed-
eral housing subsidies.

Even though there have been almost no studies of their major effects, a
more comprehensive paper would have devoted considerable attention to
the LIHTC program (that serves more than a million households and has
been growing rapidly since 1988), Section 515 (a rental housing program
operated by the USDA in rural areas and small towns that produces few
new units each year but still serves more than half a million households),
and the HOME housing block grant program from the federal government
to state and local housing agencies on which we currently spend about
$1.85 billion annually, primarily for project-based assistance. In light of the
continuing interest in increasing the homeownership rate of the near poor,
it would also be desirable to devote considerable attention to several fairly
large homeownership programs—HUD’s Section 235 program, which
provided subsidies to about a half a million households since 1969, and
USDA’s Section 502 program, which has subsidized almost two million
households since 1949 and currently provides subsidies to about half a mil-
lion households.

The primary purposes of this paper are to (a) consider the arguments
that have been offered for housing subsidies to low-income households and
the implications of valid arguments for the evaluation and design of hous-
ing programs, (b) describe the most important features of the largest rental
housing programs for low-income households in the United States, (c)
summarize the empirical evidence on the major effects of these programs,
and (d) analyze the most important options for reform of the system of
housing subsidies to low-income households. The effects of these programs
that will be considered include effects on the housing occupied by recipi-
ents of the subsidy and their consumption of other goods, effects on labor
supply of recipients, the participation rates of different types of house-
holds, the distribution of benefits among recipients and all eligible house-
holds, effects on the types of neighborhoods in which subsidized house-
holds live and the effect of subsidized housing and households on their
neighbors, effects on the rents of unsubsidized units, and the cost-
effectiveness of alternative methods for delivering housing assistance.
Since we continue to seriously consider or embark upon new programs that
have the same basic features of older programs and the major effects of the
newer programs have not been estimated, an understanding of the older
programs is highly relevant for current discussions of housing policy.

Section 6.2 discusses the justifications for housing subsidies for low-
income households and goals consistent with these justifications, gives a
brief overview of the development of the current system of housing subsi-
dies, and describes in more detail the development and most important
rules of the major rental housing programs. Section 6.3 provides informa-
tion about the number of households served by major programs, direct
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federal expenditures on these programs, and the characteristics of the
households assisted. Section 6.4 discusses what can be said on theoretical
grounds about the effects of the programs and reviews the evidence on
these effects. Section 6.5 analyzes options for reform of the system of hous-
ing subsidies to low-income households. Section 6.6 summarizes the major
results.

6.2 Program Justifications, Goals, History, and Rules

6.2.1 Justifications and Goals

Without a clear understanding of the justifications for government ac-
tivity in a particular area, it is difficult (but not impossible) to conduct an
incisive evaluation of current programs or design better programs. For ex-
ample, a person who has not thought seriously about the justifications for
housing subsidies to low-income households might imagine that a housing
program for these households is successful if it induces them to occupy bet-
ter housing. However, a program of cash grants with no strings attached
would have this effect for all recipients whose income elasticity of demand
for housing is positive—that is, almost everyone. Indeed, it would be pos-
sible to devise a subsidy that led to a smaller improvement in housing for
all recipients than would result from an equally costly lump-sum grant. A
subsidy equal to a fraction of expenditure on all goods except housing
would have this effect for recipients whose price elasticity of demand for
these other goods is less than one. Should this be considered a successful
housing program?

In general, a justification for a government program is an explanation of
why we should have a program of that type. Obviously, this involves value
judgments. The value judgment underlying this paper is that we should
have a program of a particular type if and only if an appropriately designed
program of that type will lead to an efficient allocation of resources that is
preferred by everyone to the allocation in the absence of government ac-
tion. Although this simple view leaves much to be desired because it ig-
nores the impact of the multiplicity of external effects, market imperfec-
tions, and informational problems that justify other programs and hence
the design of a set of programs to deal simultaneously with all of these
problems, it is at least a step in the direction of clear thinking about policy
evaluation and design.

The major justification for housing subsidies to low-income households
is that some taxpayers care about these households but feel that at least
some low-income households undervalue housing. If some taxpayers feel
this way while others are either completely selfish or nonpaternalistic al-
truists, it is possible for the government to achieve an efficient allocation
and to make everyone better off as they judge their own well-being by pro-
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viding these low-income households with housing subsidies (Olsen 1981).
Politicians and lobbyists for housing subsidies rarely use this argument be-
cause it is insulting to potential supporters. However, conversations with
ordinary citizens about why they prefer to provide housing assistance
rather than cash grants usually leads to this argument.

It is clear that paternalistic altruists do not think that all low-income
households undervalue housing. In recent years, proponents of housing
subsidies have frequently argued that the primary housing problem of low-
income households is an excessive rent-income ratio rather that inadequate
housing. That is, the majority of low-income households occupy adequate
housing by spending too much of their income on it and hence too little on
other goods. People who make this argument must be saying that these
low-income households undervalue other goods. If we want to attain an
efficient allocation of resources that is preferred by everyone to the alloca-
tion in the absence of government action, we must provide nonhousing,
rather than housing, subsidies to this group. The implications of these feel-
ings for housing policy are not clear. If housing programs are designed to
deal with both poor housing and excessive rent burden, what is the role of
food stamps, Medicaid, and other programs designed to subsidize various
nonhousing goods?

It is often claimed that housing subsidies to low-income households are
justified by more tangible externalities. For example, it has been argued that
better housing for low-income families leads to better health for its occu-
pants and, since some diseases are contagious, to better health for the
middle- and upper-income families with whom they come in contact. Im-
provements in the exterior appearance of housing confer benefits on others.
Available evidence suggests that some such externalities exist but that their
magnitudes are small (Weicher 1979, 489–92). If the goal of housing subsi-
dies is to make both recipients and taxpayers better off, it is doubtful that
substantial expenditure can be justified on the basis of these externalities.

Some argue for particular housing programs based on their effects on
the members of subsidized households without specifying the nature of the
external effect or market imperfection involved and without considering
whether the housing program involved is a part of an efficient strategy for
dealing with these market failures. For example, many consider a positive
effect of a housing program on the educational attainment of children in
the subsidized household to be a justification for the program. This argu-
ment alone does not justify government action.

No attempt has been made to derive implications for the evaluation and
design of government housing programs of a coherent set of justifications
for programs of this type. However, the following properties seem broadly
consistent with the preceding justifications. First, the program must induce
the worst-housed families at each income level to occupy better housing
than they would choose if they were given equally costly cash grants with
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no strings attached. This goal is consistent with the stated purposes of the
two major housing acts, namely “to remedy the acute shortage of decent,
safe, and sanitary dwellings” (Housing Act of 1937) and “the elimination
of substandard and other inadequate housing” (Housing Act of 1949).1

Second, families that are the same with respect to characteristics of inter-
est to taxpayers should be offered the same assistance. Third, the greatest
assistance should go to the neediest families. Finally, the housing provided
to participants should have the lowest possible total cost to tenants and
governments given its overall desirability.

Other goals for housing programs have been suggested, for example, in-
creasing homeownership, reducing racial segregation in housing, or stabi-
lizing new construction. The rationales for achieving these goals are differ-
ent from those underlying housing subsidies to low-income families, and
they are arguably best achieved by other means.

6.2.2 History

Table 6.1 contains some milestones in the development of the system of
housing subsidies for low-income households in the United States.2 This
subsection provides a brief overview of the development of each part of the
system, namely public housing, privately owned projects, tenant-based
certificates and vouchers, homeownership programs, and housing block
grants. The next subsection provides details about the rules governing the
four largest rental programs.

Public Housing

Substantial government involvement in subsidizing the housing of low-
income households began with the Public Housing Program enacted in the
U.S. Housing Act of 1937. Public housing projects are owned and operated
by local public housing authorities established by local governments. Al-
most all are newly built for the program. Until 1969, with minor excep-
tions, federal taxpayers paid the initial development cost of public housing
and tenants and local taxpayers paid the operating cost. Between 1968 and
1972, the federal government greatly increased its previously modest sub-
sidies for operating public housing projects in conjunction with restric-
tions on the rents that local housing authorities could charge their tenants.
In 1969, the federal government began to provide subsidies to local hous-
ing authorities for the modernization of their projects. These additional
subsidies and restrictions on rent were intended to insure that public hous-
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1. In discussions of housing policy, the word “shortage” is not used as economists use it. In-
stead it means that the market outcome does not provide all households with the type of hous-
ing that the speaker thinks they should occupy. All major HUD programs were enacted in
these laws or as amendments to them.

2. The dates listed in the table are the dates that programs were enacted. Programs do not
become operational until regulations have been written, and this sometimes requires consid-
erable time.



ing would provide satisfactory housing to its tenants without charging
rents that were regarded as excessive.

Privately Owned Projects

In 1954, the federal government began to contract with private parties to
provide housing for low-income households. Under most programs, these
parties agreed to provide housing meeting certain standards to households
with particular characteristics for a specified number of years. The over-
whelming majority of the projects were newly built. Almost all of the rest
were substantially rehabilitated as a condition for participation in the pro-
gram. The federal government insures the mortgages on the vast majority
of these projects, and default loss in excess of mortgage insurance pay-
ments is a major indirect cost of many of the programs. It is important to
realize that none of these programs provide subsidies to all suppliers who
would like to participate. Since subsidies are provided to selected private
suppliers, the market mechanism does not insure that subsidies are passed
along to occupants of the subsidized units. In all cases, civil servants are in-
volved in ranking proposals. In most programs, political appointees make
the final decisions.

The earlier programs such as HUD’s Section 221(d)(3) Market Interest
Rate Program and Section 202 limited the private parties who operate the
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Table 6.1 Development of System of Housing Programs

New Programs and Major Modifications of Existing Programs

1937 Public housing, HUD, rental, publicly owned
1949 Section 502, USDA, homeownership
1954 Section 221(d)(3) MIR, HUD, rental, privately owned
1959 Section 202, HUD, rental, privately owned, elderly and handicapped
1961 Section 221(d)(3) BMIR, HUD, rental, privately owned
1962 Section 515, USDA, rental, privately owned
1965 Rent supplements, HUD, rental, extra subsidy to private projects
1965 Section 23, HUD, rental, leasing existing units for public housing tenants
1968 Section 235, HUD, homeownership
1968 Section 236, HUD, rental, privately owned
1969 Modernization subsidies for public housing
1969 Rents in public housing limited to 25 percent of income
1970 Substantial operating subsidies for public housing
1974 Section 8 Existing, HUD, rental, tenant-based
1974 Section 8 New Construction/Substantial Rehabilitation, HUD, rental, privately 

owned
1975 Operating subsidies for public housing (Performance Funding System)
1976 Operating subsidies for privately-owned projects (LMSA and PD)
1979 Modernization subsidies for privately owned projects (Flexible Subsidy)
1983 Housing Voucher Demonstration, HUD, rental, tenant-based
1986 LIHTC, IRS, rental, privately owned
1990 HOME, HUD, rental and homeownership, block grants to states and localities
1998 Housing Choice Voucher Program, HUD, rental, tenant-based



projects to nonprofits and cooperatives.3 They were succeeded by pro-
grams that allowed the participation of for-profit firms, while attempting
to limit their profits by restricting their net revenues during the period of
the use agreement. For-profit firms have accounted for the majority of the
units in the most recent programs such as Section 8 New Construction/
Substantial Rehabilitation and the LIHTC. Despite this trend, nonprofits
still account for a substantial minority of units under some recent pro-
grams such as the LIHTC.4

The earlier programs (Section 221[d][3] MIR and Section 202) did not
have income limits. Instead they attempted to insure occupancy by house-
holds of low and moderate income by limiting the per-unit cost of the proj-
ect, thereby providing relatively modest housing. The subsidy under the
earlier programs was a below-market interest rate on the loan used to fi-
nance the project, and the subsidy received by an occupant of the project
did not depend on the household’s income. The modest magnitude of the
subsidy and the high cost of newly built housing meeting the program’s
standards resulted in few units occupied by the poorest households.

The initial response to this situation (HUD’s Section 221[d][3] BMIR
Program) was to provide a larger interest subsidy, thereby reducing the rent
to tenants at all income levels by the same amount. Another response (for
example, the Rent Supplement Program) was to provide an additional sub-
sidy to many of the poorest households in projects that received an interest
subsidy in order to reduce their rents to 25 percent of their adjusted in-
comes. (The poorest of the poor paid a flat rent equal to 30 percent of the
rent that would otherwise be charged for the apartment.) Rent supple-
ments were used almost exclusively with the Section 221(d)(3) MIR and the
Section 236 programs.

The basic HUD Section 236 program and the USDA’s 515 program are
similar to the Section 221(d)(3) BMIR program in providing a substantial
interest subsidy that reduces the rent of all of the poorest households oc-
cupying identical apartments in a project by the same amount. The more
affluent among the eligibles initially paid 25 percent of their adjusted in-
comes. Over time, an increasing fraction of the poorest occupants of these
projects have received additional subsidies under a succession of programs
that initially reduced their rents to 25 percent of adjusted income and later
to 30 percent.5 Some of these programs were intended to insure that proj-

372 Edgar O. Olsen

3. The original Section 221(d)(3) program is usually called the Market Interest Rate Pro-
gram (MIR). This is misleading because the program does provide financing at below-market
interest rates, albeit not as far below market as the later Section 221(d)(3) Below-Market In-
terest Rate (BMIR) Program.

4. The extent of the involvement of the two types of sponsor is not well documented because
they often work in partnership and only one is listed as the sponsor in official records.

5. The programs involved were the Rent Supplement Program, the Rental Assistance Pay-
ments Program, Section 8 Conversion Assistance, and the Section 8 Loan Management Set-
Aside (LMSA) and Property Disposition (PD) Programs.



ects built under construction programs continued to house low-income
households and to avoid defaults on loans insured by the federal govern-
ment. However, about a fourth of the occupants of apartments in privately
owned HUD-subsidized projects have rents that do not vary with their in-
come (HUD 1997, 3).

In 1978, Congress enacted the Flexible Subsidy Program to provide
modernization subsidies to older privately owned subsidized projects, es-
pecially under Section 236, 221(d)(3), and 202, just as it had done earlier
for public housing. The money is awarded on a competitive basis rather
than by formula.

The largest program of subsidized privately owned projects for low-
income households is HUD’s Section 8 New Construction/Substantial Re-
habilitation Program, enacted in 1974. Section 8 New Construction/Sub-
stantial Rehabilitation provides not only subsidies for the construction or
rehabilitation of projects but also rental assistance payments that initially
reduced the rents paid by all tenants to 25 percent of their adjusted in-
comes.6

With minor exceptions, Congress had terminated all of HUD’s con-
struction programs by 1983. Section 236 replaced Section 221(d)(3)
BMIR, Section 8 New Construction/Substantial Rehabilitation replaced
Section 236, and Section 8 New Construction/Substantial Rehabilitation
was terminated in 1983 in the sense that no additional applications for
projects under this program were accepted after this time.7 This was in re-
sponse to the large per-unit cost under all new construction programs com-
pared with tenant-based Section 8 Certificates and studies indicating that
these costs were also large relative to the market rents of the units provided.
Only public housing and the small Section 202 program for the elderly and
handicapped, which had been revised to operate like the Section 8 New
Construction/Substantial Rehabilitation Program, were allowed to ap-
prove a modest number of additional applications.

The LIHTC was enacted hastily as a part of the Tax Reform Act of 1986
to replace other tax subsidies for low-income housing that were elimi-
nated.8 Within a few years, it will become the second largest program of
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6. Beginning on 1 August 1982, it increased periodically until it reached 30 on 1 October
1985.

7. It is a testimony to the long lags between the appropriation of money under construction
programs and their completion that the number of occupied units under this program con-
tinued to grow for thirteen years after its termination. For systematic evidence on these lags,
see Schnare et al. (1982, table 4-8).

8. Virtually nothing is known about the effects of the LIHTC. There is no repository of in-
formation on the characteristics of the households served by this program or the characteris-
tics of the housing provided. Some rudimentary statistical information can be found at http:/
/www.huduser.org/datasets/lihtc.html. What is known about the program is the result of a few
studies. Wallace (1995, 794–801) provides an accurate description of the program’s rules and
a summary of basic descriptive statistics that had been produced by earlier studies. Cum-
mings and DiPasquale (1999) add an unusually thorough analysis of all of the subsidies pro-



housing subsidies to low-income households, surpassing public housing.
For projects not financed by tax-exempt bonds, the tax credit pays 70 per-
cent of the cost of developing the project. The tax credit is not available to
all developers who want to build housing under the terms specified in the
law. Instead each state housing finance agency is allocated an amount of
money that is proportional to the state’s population to distribute to se-
lected private suppliers. In recent years, developers have proposed projects
that would use three times the amount of money appropriated for the pro-
gram, and many do not apply because the probability of success is too
small to justify the effort.

The overwhelming majority of tax credit projects receive subsidies from
other sources, primarily development grants or loans at below-market in-
terest rates from state and local governments and rental assistance pay-
ments that depend upon the income of the tenants. These additional de-
velopment subsidies account for about a third of the total capital subsidy
(Cummings and DiPasquale 1999, table 7), and owners of tax credit prop-
erties receive rental assistance payments on behalf of about 39 percent of
their tenants (GAO 1997, 40). The typical project receives subsidized fi-
nancing from many sources, thereby complicating the task of insuring that
the subsidy is passed along to the tenant. The median was five in Stegman’s
nonrandom sample of twenty-four projects (Stegman 1991, 362).

Under the LIHTC, the tenant’s maximum rent is 30 percent of the upper
income limit for eligibility.9 Tenant rent within a project does not vary with
income except for households who receive assistance from other programs
that require it. As a result, the poorest households occupy relatively few LI-
HTC units. According to Wallace (1995, 790), only 28 percent of house-
holds in LIHTC projects are very low-income as HUD defines this term (50
percent of local median for a family of four). The percentages are 90 for
Section 8 New Construction, 81 for public housing, and 77 for Section 236
and 221(d)(3) BMIR.

Tenant-Based Assistance

Until 1965, all housing assistance to the poor was project based and the
overwhelming majority of units were newly constructed under a govern-
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vided for the development of LIHTC projects. This analysis does not, however, include the
substantial tenant-based and project-based Section 8 subsidies received by about 39 percent
of the units (GAO 1997, 40). GAO (1997) and Buron et al. (2000) provide additional descrip-
tive material. Despite the absence of evidence on the effects of the LIHTC, Congress in 2000–
01 increased tax expenditure for this program by more than 40 percent to about $5 billion per
year and indexed appropriations to inflation. Shortly thereafter, GAO (2002) produced the
first independent analysis of the cost-effectiveness of the program.

9. The upper income limit for a family of four is effectively 60 percent of the local median.
Increasing or decreasing these income limits by nationally uniform percentages used for the
largest HUD programs yields the income limits for households of other sizes.



ment program. In 1965 Congress created Section 23, a program under
which public housing authorities could lease apartments in existing private
unsubsidized housing for the use of households eligible for public hous-
ing.10 One variant of this program allowed tenants to locate their own
apartments meeting the program’s minimum standards. This was the first
program of tenant-based assistance in the United States. In 1974, the Sec-
tion 8 Existing Housing Program replaced Section 23. Since then, tenant-
based Section 8 has become the country’s largest program of housing
assistance. This program was called the Certificate Program. Another
program of tenant-based housing assistance, called the Section 8 Voucher
Program, that had somewhat different constraints than the Certificate Pro-
gram was introduced in 1983. This program operated simultaneously with
the Certificate Program until 1998, when the two programs were consoli-
dated into another tenant-based program that combined features of the
two earlier programs.

Despite the rapid growth of the tenant-based Section 8 Certificate and
Voucher programs, the majority of additional recipients of rental housing
assistance since 1975 have received project-based assistance. Between 1975
and 1990, the major sources of this assistance were Section 8 New Con-
struction/Substantial Rehabilitation and Section 515. Since 1990, the over-
whelming majority of HUD’s incremental assistance has been tenant
based, but project-based assistance has continued to account for the ma-
jority of additions to number of subsidized households in the United States
due to the rapid growth of the Internal Revenue Service’s LIHTC. Fur-
thermore, HUD spends a substantial fraction of its budget providing ad-
ditional assistance to units in subsidized housing projects beyond the sub-
sidies initially promised.

Homeownership Programs

The United States has had two major homeownership programs that
provide housing assistance to low-income households. The Housing Act of
1949 established the USDA’s Section 502 Single Family Direct Loan Pro-
gram.11 Until 1968, the magnitude of the subsidy was modest and did not
depend on the household’s income. The subsidy consisted of lending at the
federal borrowing rate to farmers and others living in rural areas. (Farm-
ers now account for a small share of all borrowers.) The Housing Act of
1968 authorized the USDA to pay a portion of the loan repayments for
low-income households. For the poorest households, the USDA paid the
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10. For a comprehensive analysis of this program and a detailed survey of the literature on
it, see Reid (1989).

11. See Carliner (1998, 314–15) for a brief history of the development of the program and
Mikesell et al. (1999) for descriptive statistics and the first analysis of this program based on
a nationally representative survey.



difference between principal and interest payments at the government’s
borrowing rate and at an interest rate of 1 percent. For eligible households
with higher incomes, the USDA paid the difference between property
taxes, homeowners insurance, operating expenses, and principal and in-
terest payments at the government’s borrowing rate and 20 percent of the
household’s adjusted income. During its fifty-year history, the Section 502
Single Family Direct Loan Program has provided over $51 billion in home-
ownership loans to about 1.9 million households. The program currently
provides subsidies to over 500,000 low-income households.

The Housing Act of 1968 established Section 235, a HUD program sim-
ilar in many respects to USDA’s Section 502. Unlike Section 502, this pro-
gram suffered from scandals and high default rates (Carliner 1998, 313–
14). Section 235 was suspended in 1973, reactivated in 1975, severely lim-
ited in geographical scope in 1983, and terminated in 1987. Over this pe-
riod, it provided subsidies to more 500,000 low-income households. Little
is known about the reasons for the difference in outcomes of the two pro-
grams. The poor performance of Section 235 is usually attributed to con-
sumer naivete and Federal Housing Administration (FHA) mismanage-
ment. More plausible explanations would rely on differences in the
structures of the programs such as the magnitude of the down payment re-
quired and whether the subsidy is allocated to the seller or the buyer of the
house.

Housing Block Grants

The HOME Investment Partnerships Program enacted in 1990 is a block
grant for housing assistance. It allocates federal funds by formula to state
and local governments to spend on any type of housing assistance subject
to certain limits on the incomes of the households served, the cost to ac-
quire and develop units, and the rents that may be charged for rental units.
This program is based on the untested assumptions that the best mix of
housing programs differs from locality to locality and local officials are
better able to determine and implement the best mix.12

6.2.3 Rules

This section presents information concerning many of the important
rules governing HUD’s four largest programs of rental housing assistance
for low-income households and the evolution of these rules over the history
of the programs. The rules considered determine who is eligible to receive
assistance, how the limited assistance is allocated among households that
would like to participate, upper and lower limits on the desirability of the
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12. These assumptions could be tested by comparing the outcomes of different federal pro-
grams across localities to see whether one program performs better than all others on all mea-
sures and then comparing the overall effect of the mix of programs chosen by local officials
with the federal mix in a random sample of localities.



housing that can be occupied, and upper limits on spending on goods other
than housing. These rules affect which households are served and a pro-
gram’s effects on consumption patterns.

Other rules that determine the incentives facing potential and actual
suppliers will not be discussed. For construction and rehabilitation pro-
grams, these rules affect the types of housing that will be proposed and se-
lected. For all programs, they affect how well the units will be maintained
and the total cost of the housing provided. Although these rules determine
the cost-effectiveness of a program and the level of housing services pro-
vided, they have not been seriously analyzed by housing policy analysts.
This represents a major gap in our knowledge of housing programs.

It is not possible within reasonable time and space constraints to de-
scribe accurately the rules of the four programs that are the focus of this pa-
per over their histories. The rule describing what is and is not included in a
household’s annual income in determining its eligibility for assistance il-
lustrates the problem. The current rule is more than three pages single
spaced. This rule is now the same for all major low-income housing pro-
grams. In earlier years, it was different for different programs, and it has
been changed on a number of occasions over the history of each program.

Researchers who want to conduct empirical studies of the effects of
housing programs, or indeed any program, should consult the Code of
Federal Regulations (CFR) for the time period to which their data refer to
determine the rules that were in effect at that time.13 The regulations for
HUD are in Title 24 of the CFR. That is, references to them all begin with
24CFR. For example, since 1996 the reference for HUD’s physical condi-
tion standards for virtually all subsidized housing has been 24CFR5.703.
In earlier years, the standards for each program were located in the CFR
under the regulations for that program.

The CFR is an annual publication that contains the updated regulations
of the federal government as of April 1. A searchable electronic version
containing the CFR and the Federal Register since 1981 is available at
http://web.lexis-nexis.com/congcomp/. Virtually all rules of interest must
be published in the Federal Register along with the date on which they be-
came effective, and each regulation in the CFR cites the relevant passage
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13. In the case of housing programs, secondary sources, even government publications or
agency websites, are always incomplete and sometimes erroneous. For example, it is often said
in official HUD documents that the upper income limit for admission to public housing is 80
percent of the local median. This might lead the unsuspecting to conclude that the income
limit is the same for families of all sizes, or perhaps that for families of each size it is 80 per-
cent of the local median for families of that size. Neither is correct. Reading the legislation is
not a substitute for reading the regulations. Legislation typically specifies some, but not all,
of a program’s rules. It provides general guidelines concerning other matters, but leaves the
design of specific regulations to the administering agency. Furthermore, the operation of a
program does not change with the passage of legislation. This does not occur until after new
regulations have been announced in the Federal Register.



in the Federal Register. For example, the citation for the proposed regula-
tion that ultimately led to a unified set of physical condition standards ap-
plying to all low-income housing programs is 63FR35650. As usual, this
source contained a history of previous regulations. The citation for the fi-
nal rule is 63FR46566, which contains the date on which the regulation be-
came effective.

These sources are useful not only for researchers who have a data set that
identifies which households participate in housing programs and are at-
tempting to determine the parameters of the budget spaces of these house-
holds but also to others who are trying to learn when major changes in pro-
gram parameters occurred with an eye to selecting which data to use to
maximize exogenous variation in budget constraint parameters. Using
these sources, it is easy to determine when important changes in the regu-
lations have occurred.

Prior to the regulations implementing the Housing and Community De-
velopment Act of 1974, there was considerable diversity in the rules of
different housing programs. This legislation introduced many similarities
in the rules across programs, and this trend has continued over the past
twenty-five years, culminating in the 1990s with the placement of many
common rules in Part 5 of Title 24 of the CFR. These include rules for pref-
erences for admission into subsidized housing (24CFR5.4XY since 1996),
income limits, the definitions of annual income and adjusted income, ten-
ant rents, and certifying eligibility (24CFR5.6XY since 1997), and mini-
mum physical housing standards (24CFR5.7XY since 1999).

To help aspiring housing policy analysts navigate through the regula-
tions and to provide others with an overview of the rules that have gov-
erned low-income housing programs, this section describes the key rules
that prevailed on 1 April 1999 and some of the major changes that have oc-
curred in these rules over the years.

Before proceeding, it is useful to mention several general features of the
rules. In recent years, the majority of privately owned projects under
HUD’s programs receive project-based Section 8 housing assistance pay-
ments and are therefore subject to the key rules of the Section 8 program.
Since the enactment of the Section 8 program in 1974, Section 8 and public
housing have had very similar rules in many respects. This means that the
overwhelming majority of HUD’s subsidized households are subject to
many of the same rules.

Eligibility

With a few minor exceptions such as Section 221(d)(3) MIR and Section
202 in its early years, all housing programs have had upper income limits
for eligibility. Indeed, the earlier programs such as public housing had two
limits for households of each size—one for initial receipt of a subsidy and
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a larger limit for retaining the subsidy.14 The income limits that are dis-
cussed here and elsewhere are limits for initial receipt of a subsidy unless
otherwise stated.

Prior to the 1974 Housing Act, local public housing authorities chose
their own upper income limits based on a vaguely worded provision of the
law. The upper income limits for other programs were related to the limits
for public housing and always greater than these limits. For example, the
income limits for Section 236 in its early years were 35 percent above the
limits for public housing in the same locality.

Since the 1974 Housing Act, public housing, Section 236, and all vari-
ants of Section 8 have had a common set of income limits. These programs
account for the overwhelming majority of HUD-subsidized households.
Each year, the Economic and Market Analysis Division (EMAD) in
HUD’s Office of Policy Development and Research estimates these limits
in accordance with the regulations.

The basic income limit for a family of four is 80 percent of the median
income of all families in a locality.15 Income limits for families of other sizes
are obtained from the four-person income limit by applying the following
percentages.16

Family Size and Percentage Adjustments

1 2 3 4 5 6 7 8
70% 80% 90% 100% 108% 116% 124% 132%

In the terminology of housing regulations and policy discussions, these
families are described as low-income families.17 In the absence of excep-
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14. The earliest housing programs involved construction and so households had to move in
order to receive the subsidy. Even after these programs stopped producing additional units,
households entering the program had to move into a project in order to receive a subsidy. The
higher limit for continued occupancy was introduced to avoid forcing a household to move if
its income rose too much. This problem only arises if the market rent of the unit occupied ex-
ceeds the tenant’s rent at the upper income limit for admission, that is, if there is a notch at
this upper income limit. This is almost surely the case for every construction program in its
early years when the housing is new. Based on a vague provision in the law, many local hous-
ing authorities set their upper income limits for continued occupancy 25 percent above their
limits for admission. Public housing has not had a separate upper income limit for continued
occupancy for many years. If a public housing tenant’s income rises above the income limit
for admission, the housing authority could force the tenant to leave the project, but this rarely
happens. Under Section 8 certificates and vouchers, the effective upper income limit for con-
tinued receipt of a subsidy is the income at which the subsidy is zero.

15. Income limits were related to local median incomes in an attempt to account for geo-
graphical price differences, but differences in median incomes obviously also reflect other fac-
tors such as differences in skill levels.

16. There is no good rationale for these percentages. For example, they are not based on
differences in poverty lines for households of different sizes.

17. To put these limits in perspective, the poverty line is about 30 percent of median income.



tions, only low-income families are eligible for the housing programs that
account for almost all means-tested housing subsidies.

However, there are important exceptions to these simple rules. In 2000,
these affected the limits for 37 percent of the metropolitan areas and 86
percent of the non-metropolitan areas. The most important exception in
terms of the number of areas affected is the requirement that the income
limits in a nonmetropolitan area may not be less than limits based on the
state nonmetropolitan median family income.

In a series of amendments to housing laws since 1975, Congress has
specified that an increasing percentage of recipients of housing subsidies
have incomes below 50 percent of the local median for four-person fami-
lies and the aforementioned adjustments for family size.18 These house-
holds are called very low-income households, and these laws are codified in
24CFR1275 (1975), 24CFR882 (1976), 24CFR813 (1985), and 24CFR982
(1999).

Finally, the Quality Housing and Work Responsibility Act of 1998 cre-
ated a new category called extremely low-income families, whose incomes
were 30 percent of the local median for families of four and required a high
percentage of new recipients of housing subsidies to be in this category
(24CFR982.201 [2000]). Consistent with a trend over several decades to
avoid concentrations of the poorest households in public housing, the re-
quired percentage was much lower for public housing than tenant-based
vouchers and certificates. Specifically, the act required that at least 75 per-
cent of new recipients of tenant-based vouchers and only 40 percent of new
recipients of HUD’s project-based assistance have extremely low incomes.

The details concerning the rules and methods for calculating income
limits are contained in fiscal year (FY) 2000 Income Limits Briefing Mate-
rial available at http://www.huduser.org/datasets/il.html. Fortunately, un-
derstanding these complexities is not important for most purposes because
the income limits themselves are available in electronic form for all areas
from 1990 to the present at the aforementioned website. They can be ob-
tained for earlier years through HUD’s Economic Market Analysis Divi-
sion (EMAD).

Unlike many other means-tested welfare programs, there are no asset
tests for eligibility for housing assistance. Actual or imputed income from
specified assets is included in income in determining eligibility and rent.
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18. The income limits calculated based on 80 percent of the local median and income lim-
its for virtually all other housing programs, including non-HUD programs, that use different
percentages are calculated by first calculating the limits based on 50 percent, then applying
the exceptions, and finally multiplying by the relevant percentage. For example, almost all LI-
HTC projects involve a program option that restricts the rents of tenants to income limits
based on 60 percent of the local median. To calculate these limits, the limits based on 50 per-
cent are multiplied by 1.2.



Preferences

Since housing programs are not entitlements, some system is required to
allocate the available money to the many families that would like to partic-
ipate.19 The most salient feature of the system is that there has never been
a uniform national system to rank families on a waiting list. Instead Con-
gress has specified that some preference must be given to certain types of
families but left it to local housing authorities and owners of subsidized
private projects to devise preference schemes. For example, in 1971 Section
10(g)(2) of the United States Housing Act of 1937 read as follows:

The public housing agency shall adopt and promulgate regulations es-
tablishing admissions policies which shall give full consideration to its
responsibility for the rehousing of displaced families, to the applicant’s
status as a serviceman or veteran or relationship to a serviceman or vet-
eran . . . , and to the applicant’s age or disability, housing conditions, ur-
gency of housing need, and source of income: Provided, That in estab-
lishing such admission policies the public housing agency shall accord to
families of low income such priority over single persons as it determines
to be necessary to avoid undue hardship.

HUD has never been authorized to establish a nationally uniform prefer-
ence system. Its role has been to review preference systems for consistency
with congressional intent.

Obviously, there are infinitely many schemes for ranking families on a
waiting list that give some preference to the types of households mentioned
in this passage. There are now about 3,400 local public housing authorities
and more than 22,000 privately owned HUD-subsidized projects. Al-
though some undoubtedly copy the schemes of others, it seems likely that
there have always been an enormous number of different schemes in exis-
tence. A common scheme has been to assign points to different family at-
tributes mentioned in the law. However, there are infinitely many different
weights that could be assigned to the favored household types consistent
with the wording of the law.20

Although the language of the law with respect to priorities for receipt of
housing subsidies has changed from time to time and other types of fami-
lies have been singled out for preferential treatment, some of the family
types mentioned in the preceding passage have been accorded preferential
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19. The next section discusses the extent of the excess demand for assistance to the extent
possible with existing data.

20. This creates a problem for research where information on the preference scheme is im-
portant. These preference systems could be collected because each public housing agency and
manager of a privately owned project is required by law to have a written preference scheme
that is available to the public. However, it would be quite expensive to do it for all subsidized
housing because they are not available in HUD’s central office.



treatment for receipt of housing assistance under many programs over
much of their histories. The elderly and handicapped have been given a
preference for subsidized housing for at least forty years. There are two
programs (Section 202 and 811) limited to such households, many projects
built under other programs are built exclusively for them, and they have
typically been given priority for admission into projects not built exclu-
sively for them. Families living in substandard housing or displaced by
government action have always been given a preference for housing subsi-
dies.21 Single persons who are not elderly, disabled, or displaced by gov-
ernment action have always been given a low priority for assistance.

Congress suspended federal preferences on 26 January 1996 and re-
pealed them in the Quality Housing and Work Responsibility Act of 1998
(64FR23460, 65FR16692). The final regulations implementing these
changes became effective 30 April 2000. Since these legislative changes did
not require housing authorities to alter their current preference system, it
is likely that they had little immediate effect. Immediately prior to the sus-
pension of federal preferences, federal law required that for the over-
whelming majority of new recipients of housing assistance, local housing
authorities must give preference to families who were occupying substan-
dard housing, involuntarily displaced, or paying more than 50 percent of
income for rent. They were allowed to use local preferences for a small mi-
nority of new recipients (53FR1122).

Restrictions on Housing Consumption

Under all forms of project-based housing assistance, households that
reach the top of the waiting list are offered a particular unit. To a first ap-
proximation, they have no choice concerning the quantity of housing ser-
vices that they consume if they want to receive housing assistance. It is only
to the extent that they can reject particular units without dropping to the
bottom of the waiting list and the possibility of being simultaneously on
the waiting lists for public housing and individual private projects that eli-
gible families have a range of housing choices.22 Even if we ignore the com-
plexities resulting from these possibilities, it is not the case that all house-
holds offered assistance under a project-based program are offered the
same housing. Under mature construction and substantial rehabilitation
programs, the variance in the desirability of the program’s units of a par-
ticular size is enormous. Therefore, the housing offered by these programs
at a point in time cannot be characterized by a single number such as its
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21. Many involved in discussions of housing policy view living in substandard housing as
something that happens to a person rather than something that is chosen.

22. Some housing authorities allow tenants to reject a few units before being dropped from
the waiting list. Nothing prevents eligible households from being on the public housing wait-
ing list and simultaneously applying for an apartment in any privately owned subsidized
project.



market rent divided by a housing price index or a single vector of charac-
teristics. As explained later and depicted in figure 6.4, families eligible for
tenant-based housing vouchers or certificates have a wide range of housing
choices, but the program adds the same consumption bundles to the bud-
get spaces of all eligible families with the same characteristics living in one
locality provided that they are offered assistance.

Since a primary goal of housing programs is to improve the housing oc-
cupied by participants, it should not be surprising that almost all housing
programs have minimum housing standards. For some programs such as
the older programs involving privately owned projects, these standards
have been so vague as to be unenforceable. They require that the housing
be decent, safe, and sanitary. For others such as tenant-based vouchers and
certificates, much more specific standards have existed.23 It was not until
1999 that the same detailed standards applied to virtually all subsidized
housing (63FR46566).

With the exception of the housing voucher program that began as a
demonstration in 1983 and is currently being phased out, all housing pro-
grams place upper limits on the quantity of housing available to partici-
pants. In the case of production programs, these result from upper limits
on construction costs and limits on the amount of money that the housing
authority or owner of a private project can receive from the tenant and the
government each month. Although this limits how good any program unit
can be, it is not a parameter of the budget space of most households offered
units under the program. Due to depreciation, units under mature produc-
tion programs differ widely in their condition. A household’s budget space
depends on which unit it is offered. With the exception of the aforemen-
tioned voucher program, the other programs of tenant-based assistance
impose upper limits on the rents that landlords can receive. This upper
limit is a parameter of the budget space of each household offered assis-
tance under a particular program in a specific locality.

Under all housing programs, the size of the apartment offered to a house-
hold depends on the size and composition of the household. For example,
two children of the same sex will be expected to share a bedroom. Beyond a
certain age, two children of different sexes will have their own bedrooms.

Tenant Rent

For more than thirty years, the tenant’s contribution to rent under all
construction programs has been specified in the program’s regulations. For
all units in the largest programs (public housing and Section 8 New Con-
struction/Substantial Rehabilitation) and many units in other programs, it
has depended on household characteristics, but not on the desirability of
the housing occupied. Similar remarks apply to the Section 8 Certificate
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23. See 63FR35650 for a history of the occupancy standards.



Program since 1980. For the other programs of tenant-based assistance,
the tenant’s contribution to rent depends on the market rent of the apart-
ment selected.

In public housing prior to 1969, each local housing authority had its
own system for determining the rent paid by public housing tenants sub-
ject to very general guidelines. Some housing authorities charged a fixed
fraction of adjusted income (usually 20 percent), others charged the same
rents for all apartments of the same size, and still others charged a certain
minimum rent to the poorest households and a fraction of adjusted income
to households for which this was larger. In 1969, legislation imposed a uni-
form upper limit on rents at 25 percent of adjusted income, and almost all
local authorities charged the maximum rents permitted. Between 1982 and
1985, a transition to a higher percentage—30 percent—occurred, and the
authorities were required to charge this rent. The Section 8 New Con-
struction/Substantial Rehabilitation Program and the Section 8 Certificate
Program after 1980 used the 25 percent rule initially and made the afore-
mentioned transition to 30 percent in the early 1980s.

The history of the rules for tenant rent in the Section 236 program is sim-
ilar to the history in several other construction programs. The thick lines in
figure 6.1 depict how the tenant’s rent TR under Section 236 without rent

384 Edgar O. Olsen

Fig. 6.1 Tenant rent under section 236 without rent supplements



supplements or other additional subsidies varies with the tenant’s income
Y. In the diagrams, FMR is the sum of the allowed monthly costs of pro-
viding an apartment, including repayment of the mortgage loan at the in-
terest rate charged by the lender.24 HUD directly pays enough of the mort-
gage payment to reduce the effective interest rate to one percent. This
determines the basic rent BR paid by the poorest participants. Richer par-
ticipants paid 25 percent of their adjusted incomes, and owners rebated to
HUD the excess of this amount over BR. If the upper income limit for eli-
gibility YLIM is sufficiently high that 25 percent of the adjusted incomes
of some tenants exceeds FMR (as in figure 6.1), their rent is FMR.

The thick lines in figure 6.2 depict how the tenant’s rent varies with in-
come for Section 236 with rent supplements. The Rent Supplement Pro-
gram was an attempt to make it more attractive for the poorest households
to occupy units in these projects and for the owners of the projects to ac-
cept these tenants by guaranteeing a part of the rent payment.25 To achieve
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24. This interest rate is below the market rate due to indirect interest subsidies. For this and
other reasons, FMR should not be interpreted as the market rent of the unit.

25. The Rent Supplement Program enacted in 1965 was always used in conjunction with
subsidized construction programs involving private ownership of housing projects, especially
Section 236 and Section 221(d)(3) MIR. Piggybacks with other construction programs were

Fig. 6.2 Tenant rent under section 236 with rent supplements



this goal, the program paid a portion of the rent that the poorest house-
holds would otherwise have to pay to live in these projects. Specifically,
these extra payments reduced tenant rents to 25 percent of adjusted in-
come except when this was less than 0.3�BR. In that event, the tenant paid
0.3�BR. The minimum rent supplement payment was 0.1�BR. A succes-
sion of later programs replaced the Rent Supplement Program in provid-
ing additional subsidies to the poorest households in privately owned sub-
sidized projects.

6.3 Program Statistics

Table 6.2 contains the standard information on the number of house-
holds assisted by each broad type of housing program. In some respects,
these numbers are misleading.

First, the numbers concerning assisted homeowners are not comparable
to the numbers for rental assistance. When the loan on a unit subsidized
under a means-tested homeownership program is repaid that household is
no longer counted as being assisted even though it continues to live in the
house. That is one reason why the number of homeowners assisted has
declined. This contrasts sharply with rental assistance where households
living in housing built under new construction programs are counted inde-
pendent of whether the mortgage has been repaid as long as these house-
holds continue to receive a subsidy. In fact, the purchase of more than 2.5
million houses has been subsidized under Section 235, Section 502, and
other smaller programs.

Second, the numbers in table 6.2 reflect only households assisted by
HUD and USDA. They take no account of the large number of households
assisted by the LIHTC. About 700,000 households lived in such units in
1998 (table 6.5). Further, these numbers do not account for households
that receive subsidies from only state and local programs.

With these caveats in mind, we see that in percentage terms the fastest-
growing part of the system of rental housing subsidies over this period has
been household-based assistance to live in existing units. Recall, however,
that there were no programs in this category prior to 1965 when the small
precursor to the Section 8 Existing Housing Program was established. In
total, more additional households have been served over the past twenty
years by new construction programs than by household-based certificates
and vouchers even when the LIHTC is ignored.

Table 6.3 contains the standard numbers on HUD outlays. It shows that,
contrary to newspaper accounts, real expenditure on housing assistance
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rare. Except for providing supplements for projects in the pipeline at the time, no new com-
mitments under this program have been made since 5 January 1973. At its peak, the program
provided subsidies to about 180,000 households.
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has more than tripled over the past twenty years, and table 6.4 shows that
real expenditure per household has increased more than 80 percent over
this period. With minor exceptions, both have increased continuously for
the last twenty years.

Although there is no good reason to believe that these numbers give an
erroneous view of the trends over time, it is important to realize that the
outlay for a particular year is not the total cost of providing HUD-
subsidized housing in that year, for several reasons. First, it does not in-
clude the many indirect subsidies involved, such as local property tax ex-
emptions and abatements received by all public housing projects and some
privately owned projects; the federal income tax exemption of interest on
the bonds issued by state and local governments to finance housing proj-
ects; and the underpriced mortgage insurance received by many privately
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Table 6.3 Outlays for Housing Aid Administered by HUD, 1977–97

Outlays

Fiscal Year Current Dollars (millions) 1997 Dollars (millions)

1977 2,928 7,515
1978 3,592 8,660
1979 4,189 9,275
1980 5,364 10,687
1981 6,733 12,189
1982 7,846 13,273
1983 9,419 15,257
1984 11,000 17,096
1985 25,064 37,569
1986 12,179 17,813
1987 12,509 17,784
1988 13,684 18,684
1989 14,466 18,860
1990 15,690 19,484
1991 16,898 19,973
1992 18,243 20,936
1993 20,490 22,817
1994 22,191 24,079
1995 24,059a 25,394
1996 25,349a 26,032
1997 (estimate) 26,110a 26,110

Source: U.S. House of Representatives, Committee on Ways and Means (1998, table 15-28).
Notes: The bulge in outlays in 1985 is caused by a change in the method of financing housing,
which generated close to $14 billion in one-time expenditures. This amount paid off, all at
once, the capital cost of public housing construction and modernization activities undertaken
between 1974 and 1985, which otherwise would have been paid off over periods of up to forty
years. Because of this one-time expenditure, however, outlays for public housing since that
time have been lower than they would have been otherwise.
aFigures have been adjusted to account for $1.2 billion of advance spending that occurred in
1995 but that should have occurred in 1996.



owned projects.26 Second, it includes outlays that are mainly used to pro-
vide housing in future years and excludes costs that are the result of past
outlays. For example, if HUD pays the cost of building a public housing
project this year, that outlay will appear this year. This enormously exceeds
the real cost of providing the public housing units for whatever part of the
current year they are available. It also greatly understates the cost of pro-
viding these units in all future years. That the development costs have been
paid does not mean that the cost of using the land and structure to house
low-income households is zero. These units have an opportunity cost. To
the extent that few units have been built recently or the units built have
been financed with upfront capital grants rather than annual payments, the
real resource cost of HUD’s programs is understated. HUD has built few
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Table 6.4 Per-Unit Outlays for Housing Aid Administered by HUD, 1977–97

Per-Unit Outlays

Fiscal Year Current Dollars 1997 Dollars

1977 1,160 2,980
1978 1,310 3,160
1979 1,430 3,160
1980 1,750 3,480
1981 2,100 3,810
1982 2,310 3,900
1983 2,600 4,220
1984 2,900 4,500
1985 6,420 9,620
1986 3,040 4,440
1987 3,040 4,320
1988 3,270 4,460
1989 3,390 4,420
1990 3,610 4,480
1991 3,830 4,530
1992 4,060 4,670
1993 4,450 4,960
1994 4,720 5,120
1995 5,080 5,360
1996 5,350 5,490
1997 (estimate) 5,490 5,490

Source: U.S. House of Representatives, Committee on Ways and Means (1998, table 15-29).
Notes: The peak in outlays per unit in 1985 of $6,420 is attributable to the bulge in 1985 ex-
penditures associated with the change in the method for financing public housing. Without
this change, outlays per unit would have amounted to around $2,860.

26. Mortgage insurance is underpriced when the present value of the losses exceeds the
present value of insurance premiums. Some programs are designed to provide a subsidy in this
form.



units recently and has moved toward development grants and away from
partially or fully subsidizing mortgage payments. However, without
knowledge of the trend in the importance of indirect subsidies in the total
cost of providing housing assistance, it is impossible to say whether the
trends reported in tables 6.3 and 6.4 are understated or overstated.

Table 6.5 shows the number of units under the larger individual rental
programs. The decline in the number of public housing units in recent years
is due in part to the demolition of some projects, although most of the large
decline between October 1997 and October 1998 is due to the exclusion of
about 73,000 Indian public housing units from the total. It is a testimony
to the difficulty in producing information on the number of units receiving
various combinations of subsidies that this table indicates that only 38 per-
cent of Section 236 units received rent supplements or Section 8 project-
based assistance in 1997, whereas HUD’s Picture of Subsidized House-
holds indicates that 67 percent receive Section 8 project-based assistance.
The decline in the number of units under the Section 236 and Section 8 pro-
grams reflects in part the decisions of owners of some projects not to con-
tinue to participate at the termination of their contract with the govern-
ment.

Table 6.6 presents information about the characteristics of the house-
holds served by HUD’s four largest programs. Although household in-
come is about the same across the four programs, the substantial differ-
ences in household sizes leads to substantial differences in per capita
income. Mean household sizes are 2.8 for tenant-based vouchers and cer-
tificates, 2.4 for public housing, 2.1 for Section 236, and 1.6 for Section 8
New Construction/Substantial Rehabilitation. The latter program serves
the elderly and disabled to a much greater extent than the other programs.
Three-fourths of the households served by this program are in this cate-
gory, as opposed to about 45 percent in public housing and Section 236 and
only 34 percent with vouchers and certificates. Section 8 New Construc-
tion/Substantial Rehabilitation serves minorities to a much lesser extent
than the other programs. More than half of the households served by the
three other programs are members of a minority group, but only 37 percent
of households served by this program are minorities. Finally, public hous-
ing projects are much more often located in neighborhoods with a high
poverty rate and a high fraction of households that are minorities.

One of the most salient features of the system of housing subsidies is the
extent to which it fails to offer assistance to all eligible households.27 Con-
sider the largest group that has been given priority for assistance by the
biggest housing programs. For many years, Congress has required that
public housing and Section 8 reserve a substantial majority of newly allo-
cated units for households whose incomes are less than limits based on 50
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27. See HUD (2000) for the numbers reported in this and the next paragraph.
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percent of the local median income for four-person households, with na-
tionally uniform percentage adjustments for households of other sizes as
previously described. These households account for 27 percent of all house-
holds in the country. Only 28 percent of the renters in this income group re-
ceive housing assistance. Local housing agencies have been allowed to ad-
mit households into these programs with incomes up to 60 percent higher
than the limits based on 50 percent of the local median for almost twenty
years. Forty-two percent of all households meet these higher income limits,
and 23 percent of the renters in this larger group receive housing assistance.

Because participants whose income rises above the upper limits appli-
cable for admission into the program are rarely terminated, because ex-
ceptions to the limits are allowed in some cases, and because some pro-
grams have higher upper income limits, many households with higher
incomes receive housing subsidies under means-tested housing programs.
Specifically, 10 percent of all renters with incomes between limits based on
50 and 80 percent of the local median for four-person households and the
standard HUD adjustments for households of other sizes receive means-
tested housing assistance. Seven percent with incomes between limits
based on 80 and 120 percent of the local median and 7 percent with in-
comes in excess of limits based on 120 percent of the local median also re-
ceive means-tested housing assistance.
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Table 6.6 Characteristics of HUD-Subsidized Households 1997

Section 8 Section 8
Vouchers and Public New and Substantial Section
Certificates Housing Rehabilitation 236

Number of projects — 13,755 15,177 4,224
Subsidized people (thousands) 3,973 2,859 1,403 902
Subsidized units (thousands) 1,433 1,322 895 448
Average rent per month, inc. utilities 204 192 190 255
Average household income per year 9,100 8,900 8,900 10,000
Average people per household 2.8 2.4 1.6 2.1
Per capita income 3,250 3,708 5,563 4,762
Neighborhood poverty rate 20 37 20 21
% age 62+, head or spouse 16 32 60 34
% age 62+ or disability 34 48 74 43
% with children under 18 66 45 23 45
% single parent 57 39 20 37
% minority total 58 68 37 53
% black 39 48 23 35
% Hispanic 15 17 11 13
Minority as % of neighborhood 39 59 34 40

Source: 1997 Picture of Subsidized Households Quick Facts (http://www.huduser.org/datasets/assthsg/
picqwik.html).
Notes: Dash indicates not applicable. Most Section 236 units (67 percent) use Section 8 Loan Manage-
ment as well as Section 236 subsidy.



Obviously, the overwhelming majority of eligible households do not re-
ceive housing assistance. This is not because they do not want it on the
terms offered. There are long waiting lists to get into subsidized housing in
all localities, and the length of the waiting list understates excess demand
in many localities because housing authorities often close their waiting
lists when they get sufficiently long.28

Two numbers clearly reveal the extent to which HUD’s housing assis-
tance is focused on the poorest households. Forty-three percent of the
households served by HUD’s programs are above the poverty line (HUD
1992, table 1-1), while 70 percent of renters below the poverty line are not
served (U.S. Department of Commerce 1991, table 4-12; HUD 1992, table
1-1).

6.4 Program Effects

This section discusses what program effects should be expected based on
each program’s rules and the general assumptions of economic theory, and
it describes the evidence on important effects of public housing, Section
236, Section 8 New Construction/Substantial Rehabilitation, and tenant-
based Section 8 certificates and vouchers. To the best of my knowledge, no
research on Section 515 or the LIHTC deals with the effects considered in
this paper except their cost-effectiveness.

One theme of this section is that little can be said about many effects of
government housing programs based on the usual assumptions of eco-
nomic theory even combined with plausible additional assumptions such
as the normality of housing and leisure. For example, housing programs
change budget spaces in ways that do not imply that recipients will occupy
better housing or work less.

6.4.1 Cost-Effectiveness

Since large sums of money are spent on housing subsidies and many
different methods are used to deliver them, it is important to consider the
cost-effectiveness of alternative approaches. When needlessly expensive
methods of delivering housing assistance are used, many low-income
households who could have been provided with adequate housing at an
affordable rent within the current budget continue to live in deplorable
housing.

All cost-effectiveness analyses of housing programs involve a compari-
son of the total cost of providing the housing with its market rent, an index
of the overall desirability of the dwelling. For tenant-based vouchers and

394 Edgar O. Olsen

28. HUD does not regularly collect data on the size of the waiting lists under any of its pro-
grams. However, a telephone survey in 1999 by HUD staff revealed that the Los Angeles
Housing Authority alone had 342,000 households on its waiting list for Section 8 vouchers.



certificates, the approach is straightforward because all of the costs associ-
ated with providing the housing during a period occur in that period and
they are all in the records of the administering agency. Estimating a statis-
tical relationship between the rent and characteristics of unsubsidized
apartments and then substituting the characteristics of the subsidized
units into it yields estimates of the market rents of the units occupied by
subsidized households.

Dealing with construction or rehabilitation programs is more difficult
because the time path of cost bears no particular relationship to the time
path of the market rent of a unit, and all of these programs involve indirect
costs that are not in the records of the administering agency. The most
widely accepted measure of cost-effectiveness for programs of this type is
the ratio of (a) the present value of the rents paid by tenants and all direct
and indirect costs incurred by federal, state, and local governments to (b)
the present value of the market rents of the units over the period that the
units are used to house subsidized families. If a government owns the proj-
ect at the time that it stops being used to house subsidized families, the
present value of the project’s market value at that time should be sub-
tracted from the present value of the costs. A severe practical problem in
implementing this approach is that data on the condition of the apartments
in subsidized housing projects over their lives are not available, and some
of the costs are difficult to obtain for each year. As a result, only one study
(HUD 1974, 123–28) has fully implemented this approach. Other studies
take various shortcuts or rely on strong assumptions about missing data.

This measure of cost-effectiveness focuses on effectiveness in providing
housing to the recipient. It does not capture benefits or costs of a housing
program to others. For example, it is possible that some housing projects
make the neighborhoods in which they are located more attractive places to
live. Other projects may have the opposite effect. The standard measure of
cost-effectiveness captures neither positive nor negative effects of this sort.

Broadly speaking, there are three potential sources of cost-ineffectiveness
of housing programs—distortions in input usage in the production of hous-
ing services, insufficient incentives for efficiency on the part of civil servants,
and excessive profits to developers of private projects. This section discusses
each source.

Almost all of the subsidies for housing projects are subsidies for the ini-
tial development of the project or subsidies that are independent of the mix
of inputs used to provide a particular quantity of housing service. For ex-
ample, some programs provide direct loans for development at below-
market interest rates, others pay a fixed proportion of the mortgage pay-
ment on private loans, still others provide tax credits that are proportional
to development cost, and some pay directly the entire development cost.
Among subsidies that do not depend on input usage are rental assistance
payments under the Section 8 New Construction/Substantial Rehabilita-
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tion Program and public housing operating subsidies since 1975. (Recall
that the latter do not depend on the housing authority’s actions.)

The preceding facts about the nature of the subsidy have led some to
conclude that housing services in these projects will be produced with too
much initial capital and too little of other inputs from the viewpoint of effi-
cient production. However, since all of these programs contain limits on
per-unit development cost, the net effect on input usage is ambiguous on
theoretical grounds. Nevertheless, the combination of capital subsidies
and development cost limits surely results in some productive inefficiency.
This argument applies most directly to for-profit firms that own and oper-
ate housing for low-income households. However, to the extent that the de-
cision makers in local housing authorities and the nonprofits who sponsor
subsidized projects are interested in the well-being of their tenants rather
than other taxpayers, they apply with some force to them as well.

Another incentive for inefficient production of housing services in pri-
vately owned projects is that the supplier’s revenue is independent of the
condition of the apartment, provided that it meets the program’s minimum
occupancy standards. Given the below-market rents that subsidized
households are charged, there is a tremendous excess demand for these
units for many years after they are built. Therefore, owners will have no
trouble renting them even if they are allowed to deteriorate substantially.
Just as in the case of simple rent control, this should lead to too little main-
tenance from the viewpoint of efficient production of housing services.

The absence of important incentives facing administrators of public
housing is another source of inefficiency. Under the public housing pro-
gram, government employees make all of the decisions that are made by
managers of profit-maximizing firms in the private market. These include
the exact specifications of the project to be built and exactly what mainte-
nance and renovations to undertake. These decisionmakers also must
monitor the performance of the employees of the housing authorities. The
government managers involved do not have the same financial incentives
to operate efficiently as owners of private rental housing. If they make
good decisions, they are not rewarded. If they make bad decisions, they
suffer no consequences over a wide range of bad decisions. Indeed, they
cannot easily learn whether they have made good or bad decisions. Due to
the subsidy, they will not lose their tenants unless they make extraordinar-
ily bad decisions.

The other construction and rehabilitation programs such as Section 8
New Construction/Substantial Rehabilitation and the LIHTC provide
subsidies to selected private suppliers, albeit with restrictions concerning
who may live in the units, how much rent may be charged, and the like. The
subsidies and restrictions are designed (or redesigned based on initial ex-
perience) to insure that the money budgeted is spent. In all cases, the result
has been that many more suppliers want to participate than can be accom-
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modated with available funds. For example, developers have requested
three times as much money as state housing agencies have to allocate un-
der the LIHTC in recent years. The reason for the excess demand for pro-
gram funds by suppliers of housing is that those who are allowed to par-
ticipate make excessive profits, provided that they do not have to pay
anything for the privilege. This explains the bribery and influence peddling
under these programs that periodically comes to light.

Four major studies attempt to compare the costs incurred to provide
units under various housing programs with the market rents of these
units.29 Table 6.7 reports the results of these studies. In assessing the results
in this table, it is important to realize that the Olsen-Barton and HUD
studies of public housing did not include the extra cost of administering a
means-tested program (such as checking eligibility) as opposed to the cost
of managing the housing. The other studies did include all administrative
cost. Including all administrative costs would add about 14 percent to the
total cost of public housing in the Olsen-Barton and HUD studies. Fur-
thermore, the study of the Section 8 New Construction Program did not
include any indirect costs such as the tax exemption of the interest on state
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29. See Olsen (2000) for a description and appraisal of the data and methods used in these
studies. This paper also discusses a study by Schnare et al. (1982) that focuses on differences
in development costs across programs and contains problematic results on overall cost-
effectiveness. Weinberg (1982) summarizes the research in Wallace et al. (1981) and Mayo
(1986) summarizes his studies of the cost-effectiveness of U.S. and German housing pro-
grams.

Table 6.7 Ratio of Present Value of Cost to Present Value of Market Rent

Source Location Year Ratio

Housing vouchers
Mayo et al. (1980b) Phoenix 1975 1.09
Mayo et al. (1980b) Pittsburgh 1975 1.15
Wallace et al. (1981) National 1979 0.91

Public housing
Olsen and Barton (1983) New York City 1965 1.14a

Olsen and Barton (1983) New York City 1968 1.10a

HUD (1974) Baltimore, Boston, Los Angeles, St. Louis
San Francisco, Washington 1971 1.17a

Mayo et al. (1980b) Phoenix 1975 1.79
Mayo et al. (1980b) Pittsburgh 1975 2.20

Section 236
Mayo et al. (1980b) Phoenix 1975 1.47
Mayo et al. (1980b) Pittsburgh 1975 2.01

Section 8 New Construction
Wallace et al. (1981) National 1979 1.24b

aExcludes cost of program administration of about 14 percent.
bExcludes all indirect costs estimated to add 20 percent to 30 percent.



bonds issued to finance state housing agency projects and the interest sub-
sidy involved in the Tandem Plan financing of FHA-insured projects. Pre-
vious research on the magnitudes of these subsidies led Wallace and his
coauthors to conclude that these indirect subsidies add 20 to 30 percent to
the total cost of the projects.

With the aforementioned adjustments to insure comparability, these
studies are unanimous in finding that it costs significantly more than a dol-
lar to provide a dollar’s worth of housing under construction programs
such as public housing, Section 236, and Section 8 New Construction. The
studies of housing certificates and vouchers show that the total costs of
these programs exceed the market rents of the units by approximately the
cost of administering the program. Excluding administrative cost, the two
earliest studies find excess costs of public housing in the range of 10 to 17
percent. The more recent studies find excess costs for this program in the
range of 65 to 106 percent. The range of the estimated excess cost of Sec-
tion 236 is 33 to 87 percent, and the estimated excess cost of Section 8 New
Construction/Substantial Rehabilitation is 30 to 40 percent.

These estimates almost surely understate the extent of the inefficiency of
construction programs compared with tenant-based certificates and
vouchers for two reasons. First, the studies using data before 1975 based
their estimates of market rent on an estimated hedonic equation contain-
ing a short list of easily observed housing characteristics. Older public
housing projects did not have many of the unobserved amenities that were
common in the private sector. So there is good reason to expect the esti-
mated hedonic equation to overstate the market rents of public housing
units. The more recent studies are based on much more detailed data on
housing characteristics and hence are likely to provide more accurate esti-
mates of the market rents of public housing units. Second, unlike tenant-
based assistance, the construction programs involve indirect subsidies that
do not appear in the program’s records. All studies attempt to estimate the
magnitude of the major indirect subsidies. However, no study attempts to
estimate the magnitude of all of the indirect subsidies. For example, some
public housing units were built on land donated by federal, state, and local
governments. No study has attempted to add the market value of this land
to the cost of public housing. Nonprofit developers of Section 8 New Con-
struction projects sometimes receive property tax exemptions or abate-
ments. No study has attempted to account for this indirect subsidy.

The U.S. GAO (2001, 2002) provides similar results for the major active
construction programs—LIHTC, HOPE VI, Section 202, Section 515,
and Section 811. Using the conceptually preferable life cycle approach, the
excess total cost estimates range from at least 12 percent for Section 811 to
at least 27 percent for HOPE VI (GAO 2001, 3).

The GAO study will not be the last word on the cost-effectiveness of the
programs studied. Like the previous studies, this study ignores some im-
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portant costs of production programs. For example, all HOPE VI projects
receive substantial local property tax abatements. The GAO analysis ig-
nores this cost to local taxpayers. It also ignores the cost of demolishing old
structures on the sites of HOPE VI projects and assumes that the oppor-
tunity cost of the land is zero. Obviously, the excess cost of HOPE VI is
substantially understated on these accounts. The other major shortcom-
ings of the study are that it is based on assumptions about costs beyond the
first year that are not rooted in actual program experience and it fails to ac-
count for differences in the desirability of the housing over the period of
time considered.30 Instead it simply compares the average cost of units with
the same number of bedrooms in the same type of location (metropolitan
or nonmetropolitan). Clearly, the GAO study is improvable in many re-
spects. However, it provides the only independent cost-effectiveness anal-
ysis of these programs.

An influential view in discussions of housing policy is that subsidized
new construction is needed in localities with the lowest vacancy rates. This
suggests that construction programs will be more cost-effective than
vouchers in these areas. Obviously, the small number of studies of cost-
effectiveness and the different methodologies used in these studies preclude
making any definitive judgment about this matter. Whether there are any
market conditions under which construction programs are more cost-
effective than vouchers is surely one of the most important unanswered
questions in housing policy analysis.

The GAO study contains suggestive evidence. In addition to the national
estimates, the GAO collected data for seven metropolitan areas. The data
for the GAO study refer to projects built in 1999. In that year, the rental va-
cancy rates in the seven metropolitan areas ranged from 3.1 percent in
Boston to 7.2 percent in Baltimore and Dallas, with a median of 5.6 per-
cent. The overall rental vacancy rate in U.S. metropolitan areas was 7.8
percent. So all of the specific markets studied were tighter than average.
Only five of the largest seventy-five metropolitan areas had vacancy rates
lower than Boston’s. In each market, tenant-based vouchers were more
cost-effective than each production program studied (GAO 2002, tables 7
and 8).

6.4.2 Consumption Patterns

Since housing programs are intended to produce particular changes in
consumption of housing services compared with consumption of other
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30. Lobbyists for construction programs always argue that these programs produce better
housing than that occupied by voucher recipients. Although this is typically true when the
units are new, it is not true over the entire time that the units are used for subsidized housing.
David Vandenbroucke’s unpublished research indicates that in eight of the eleven metropoli-
tan areas studied the median market rent of voucher units exceeded the median market rents
of units in both public and subsidized private projects.



goods, knowledge of these changes is important for evaluating the pro-
grams. This section explains why the design of housing programs does not
insure that the programs change consumption patterns in a way that is con-
sistent with their justifications. It also describes the empirical evidence on
the effects of the programs on overall consumption of housing services and
other goods.

Ideally, a theoretical analysis of the possible effects of housing programs
on consumption patterns would consider all of the other welfare programs
for which a household is eligible in describing its budget space in the ab-
sence of the housing program and define preferences over at least three
composites—housing, other produced goods, and leisure. This has never
been done in a theoretical analysis.31 In this section, we will follow the more
traditional approach in the literature, namely to assume that income is not
subject to choice and that households would face a linear budget frontier
defined by this income and market prices for all goods in the absence of
housing subsidies. These assumptions underlie almost all empirical studies
of the effects of housing programs on consumption patterns. Even with
these simplifying assumptions, little can be said on theoretical grounds
about the effect of any housing program on consumption of housing and
other goods. For example, the public housing program could induce house-
holds to consume more housing services and consume less of other goods,
more of all goods, or less housing service and more of other goods.

To see why the usual assumptions of economic theory have no important
implications for consumption of housing services and other produced
goods under any form of project-based assistance, consider figure 6.3. In
this figure, consumption of housing services is measured on the horizontal
axis and consumption of other produced goods on the vertical axis.32 The
line segment is the budget line in the absence of the housing subsidy. Since
housing assistance is not an entitlement, each subsidized privately owned
project and each local housing authority has a waiting list. When a unit be-
comes available, it is offered to a household on the waiting list of an ap-
propriate size for that apartment. This apartment provides a certain quan-
tity of housing service QG

H and the rent that the eligible household must pay
enables it to consume a certain quantity of other goods QG

X . Normally, if
the household declines the offer, it is removed from the waiting list. In some
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31. Schone (1994) accounts for several major welfare programs and taxes in her empirical
study of the effects of housing and other programs on consumption patterns, which will be
discussed when we consider work disincentive effects.

32. The quantity of housing service is an index of all of the attributes of housing valued by
consumers, including its neighborhood characteristics. In much of the empirical literature, it
is measured by the market rent of the dwelling divided by a housing price index. A housing
price index across areas or over time is the market rent of dwellings with the same character-
istics. The more comprehensive the list of housing characteristics, the better the housing price
index. A few studies based on the housing occupied immediately before and after receipt of
housing assistance provide information on the program’s effect on a few particular housing
characteristics.



cases, the household is allowed to decline several offers before removal.
This does not change the argument in any fundamental way. In essence, the
household is offered an all-or-nothing choice of a particular bundle. The
household accepting this offer might choose bundle A, B, or C in the ab-
sence of the program. Therefore, the program can have any effect on the
consumption bundle of a participant other than reducing its consumption
of both goods.

The same conclusion is reached for any type of tenant-based assistance
that has been used except for the form of housing voucher that was used
between 1983 and 1999. Figure 6.4 depicts the budget spaces of eligible
households who were offered assistance under the major certificate and
voucher programs. In this diagram, Y is the household’s income and PH and
PX are unsubsidized prices of housing services and other goods. Since par-
ticipation in these programs is voluntary, a household that is offered assis-
tance can consume any bundle on or below the usual budget line defined by
these parameters. All of these programs of tenant-based assistance require
recipients to live in apartments meeting minimum housing standards in or-
der to receive assistance. To describe the budget space accurately, it would
be necessary to decompose the housing bundle into its components be-
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Fig. 6.3 Budget space for project-based program



cause the standards apply to some, but not all, characteristics of housing.
When a scalar index of the quantity of housing services is used, this con-
straint places a lower limit on housing consumption QH

MIN as a condition
for receipt of a subsidy.33

Under the original certificate program, participants had to occupy units
renting for less than the local fair market rent (FMR) for units of the size
occupied. The FMR in an area for units with a certain number of bed-
rooms has always been the rent at a specified percentile of the distribution
of rents of a subset of units of this size. Currently, it is the 40th percentile
of the rents of standard quality units occupied within the past fifteen
months and not built within the last two years.34 Since there is an upper
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Fig. 6.4 Budget spaces under Section 8 certificate and voucher programs

33. In research on these programs, this minimum quantity has been measured as the mar-
ket rent of units that just meet the program’s standards but are minimal in other respects di-
vided by a housing price index (Olsen and Reeder 1983; Cutts and Olsen 2002).

34. Fair market rents apply to entire metropolitan areas and their surrounding counties and
groups of nonmetropolitan counties. They are published in the Federal Register each year (for
example, 64FR53450) and are available on the HUD website. For the purpose of establishing
FMRs, a standard quality unit is a dwelling that is adequate according to the definition used
in the American Housing Survey. This characterization is based on the detailed housing char-
acteristics collected in the survey.



limit on the number of bedrooms that may be occupied by each household
depending upon its size and composition and a ceiling rent for apartments
of each size, the FMR places an upper limit FMR/PH on each participant’s
consumption of housing services.35 A participant that occupied a unit rent-
ing for the applicable FMR paid a fraction � of its adjusted income Y – A
in rent. (The fraction is currently .3.) In this case, the subsidy was FMR –
� � (Y – A) and the participant’s consumption of other goods would be
[Y – � � (Y – A)] /Px . If the participant occupied a unit renting for less than
the applicable FMR, she paid a fraction � � (Y – A) /FMR of the rent.
Therefore, the budget space under the original certificate program was the
areas A and B in figure 6.4.

The feature of the original certificate program that reduced the rent of a
tenant occupying a unit renting for less than the FMR was intended to cre-
ate an incentive for participants to be economical. However, surveys re-
vealed that few participants understood the rent reduction credit, and it
was eliminated in 1980. The budget space under the revised certificate pro-
gram was the area A.

The voucher program that was introduced as a demonstration in 1983
and operated simultaneously with the certificate program had a simpler
structure. It paid a fixed amount toward the participant’s rent provided
that the participant occupied a unit meeting the program’s standards. The
fixed amount was PS – � � (Y – A), where PS refers to the payment stan-
dard. The payment standard for households of each size and composition
could not exceed the applicable FMR, but housing authorities could set
payment standards at lower levels.36 For simplicity, figure 6.4 assumes that
PS is equal to FMR. In this case, the budget space under the original
voucher program is areas A, B, C, D, and E.

The preceding certificate and voucher programs are being phased out in
favor of a voucher program that has some features of each of its predeces-
sors. Starting from the budget space under the most recent certificate pro-
gram (the area A), the new voucher program enables participants to oc-
cupy apartments renting for more than FMR, but neither increases nor
decreases their subsidy if they do it. The program places an upper limit on
housing consumption by limiting the tenant’s contribution to rent to 40
percent of adjusted income. The tenant’s contribution is simply the excess
of the rent received by the landlord over the government’s subsidy, FMR –
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35. Given the methodology used to calculate them, differences in FMRs between areas do
not reflect only geographical differences in housing prices, that is, the difference in the mean
rent of identical units in different areas. Therefore, the ceiling on housing consumption has
been different for identical households in different localities.

36. Since each authority was allocated a fixed amount of money, setting the payment stan-
dard below the FMR enabled it to serve more households. Under the Certificate Program, the
authority was allocated a certain number of certificates. This created an incentive for each au-
thority to lobby for higher FMRs in its area to increase the subsidies received by local resi-
dents.



� � (Y – A). Since � is currently .3, the upper limit on housing consumption
is currently FMR � .1 � (Y – A).

If housing is a normal good, the type of voucher program in operation
between 1983 and 1999 will induce households to occupy better housing
than in the absence of the program, although not necessarily better than
they would choose if given a cash grant equal to the amount of the housing
subsidy. This type of voucher could have the same effect as the cash grant
for some, all, or none of its recipients. It is easy to show that each of the
other certificate or voucher programs can have any effect on consumption
patterns of recipients except less of both goods.

In short, the design of housing programs does not insure that these pro-
grams change consumption patterns in a way that is consistent with their
justifications. It is an empirical matter whether they have the desired
effects.

The available evidence reported in table 6.8 strongly suggests that all
housing programs result in substantially better housing for participants.
The percentage increase tends to be greatest for new construction pro-
grams in their early years, when most of the units are new. As the average
age of the units under a construction program increases, the percentage in-
crease in housing consumption of participants declines. The results re-
ported in table 6.9 illustrate this feature of construction programs. In 1970,
the median age of public housing units was twenty-two years and the mean
market rent of these units differed little from the mean rent of all unsubsi-
dized rental units. At the same time, all Section 236 units were only a few
years old. The mean market rent of these units was almost twice as great as
the mean rent of all unsubsidized rental units.

Almost all housing programs at almost all times have also increased the
consumption of other goods by participants. That is, participants spend
less on housing than they would have spent in the absence of the program.
Because the overwhelming majority of participants in each housing pro-
gram pay the same percentage of their adjusted income for rent, there is
little difference in expenditure on other goods among households with the
same income. Expenditure on other goods under the program differs on ac-
count of different adjustments to income and possibly because the house-
hold must pay more than 30 percent of adjusted income in order to live in
a privately owned subsidized project (about 25 percent of the households
in privately owned HUD projects are in this category).

The numbers reported in table 6.8 indicate that the percentage increase
in consumption of other goods is less than the percentage increase in hous-
ing consumption in public housing, that the opposite is true for tenant-
based certificates, and that Section 236 had little effect on consumption of
other goods in its early years when the rent schedule required the poorest
participants to pay a flat rent exceeding 25 percent of their income. Cur-
rently, about two-thirds of the occupants of Section 236 units pay 30 per-
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cent of their adjusted income in rent because they receive project-based
Section 8 subsidies, and so this program’s effect on consumption of other
goods is almost surely positive now.

Unfortunately, the contract reports done for HUD have consistently
failed to calculate the percentage increase in consumption of other goods
resulting from the programs studied or to provide the relevant mean in-
comes that would allow others to do it. However, these studies do indicate
the dollar magnitude of the decrease in expenditure on housing. Ignoring
work disincentive effects, this is the dollar magnitude of the increase in ex-
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Table 6.8 Percentage Increase in Consumption of Housing and Other Goods

Housing Other
Source Location Year (%) (%)

Public housing
Olsen and Barton (1983) New York City 1965 58 17
Olsen and Barton (1983) New York City 1968 66 17
HUD (1974) Austin, Boston, Honolulu, 1971 82 19

Indianapolis, Minneapolis, 
Pittsburgh, Washington

HUD (1974) Baltimore, Boston, Los Angeles, 1971 71 16
St. Louis, San Francisco, 
Washington

HUD (1974) Boston, Pittsburgh, St. Louis, 1971 59 5
San Francisco, Washington

Kraft and Olsen (1977) National 1971 33 14
Mayo et al. (1980a) Phoenix 1975 35 n.a.
Mayo et al. (1980a) Pittsburgh 1975 22 n.a.
Hammond (1987) National 1977 41 a

Section 236
HUD (1974) n.a. 1972 51 0
Mayo et al. (1980a) Phoenix 1975 31 n.a.
Mayo et al. (1980a) Pittsburgh 1975 26 n.a.

Section 8 New Construction
Wallace et al. (1981) National 1979 58 n.a.

Section 8 Existing 
(tenant-based)

Reeder (1985) National 1976 16 50
Wallace et al. (1981) National 1979 31 n.a.
Leger and Kennedy (1990b) Large urban public 1986

housing authorities
Certificates 59 n.a.
Vouchers 63 n.a.

All programs
Hammond (1987) National 1977 40 a

Notes: N.a. indicates not available. The percentage increase in consumption is the percentage increase
in the real market value (that is, market value divided by an index of the prices of the goods in a cate-
gory).
aNot comparable with other results due to intertemporal approach used.



penditure on other goods. These studies consistently report that housing
programs lead to decreases in housing expenditure.

A careful consideration of the justifications for housing subsidies to the
poor suggests that a housing program is not successful unless it induces the
worst-housed households with each income to occupy better housing and
consume less of other goods than they would choose if they were given cash
grants involving the same subsidy.37 These are the households who under-
value housing in the eyes of paternalistic altruists. Since other programs
such as food stamps and Medicaid are intended to induce households who
overvalue housing in the eyes of paternalistic altruists (that is, households
with excessive rent burdens) to consume more nonhousing goods than they
would choose if they were given cash grants involving the same subsidy, it
is not clear how housing programs should change the consumption pat-
terns of these households.

Since substantial empirical evidence supports the view that the mean in-
come elasticity of demand for housing is no greater than one, the results in
table 6.8 strongly suggest that in aggregate occupants of public housing
projects consume more housing services than they would consume if given
cash grants equal to their housing subsidies. If the relevant numbers had
been included in the reports of HUD’s contractors, it might have been pos-
sible to make similar statements about other programs.

Although many studies compare housing consumption with and with-
out the program, only four make the more relevant comparison between
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Table 6.9 Mean Gross Market Rents of Subsidized and Unsubsidized Units, 1970

Section 236
Unsubsidized Public

Metropolitan Area All Renters Housing New Rehabilitated

Baltimore 116 113 — —
Boston 135 125 245 206
Los Angeles 128 117 — —
Pittsburgh 110 92 226 214
St. Louis 97 103 224 —
San Francisco 144 133 224 —
Washington, D.C. 134 136 215 197

Source: HUD (1974, tables 18 and 31).
Notes: Dashes indicate data not available. The mean rents for all renters include the rents paid
by subsidized households. Since the mean rent paid by subsidized households was below the
mean rent of unsubsidized households, these mean rents understate the mean rent of unsub-
sidized households. However, since less than 5 percent of renters received housing assistance,
the bias is surely small. Section 236 market rents are from 1972–73 data, adjusted to 1970 dol-
lars using a national consumer price index.

37. The subsidy is the excess of the market value of goods consumed under the program
over the market value of goods consumed in the absence of the program.



housing consumption under the program and housing consumption with
cash grants equal to the housing subsidies. Table 6.10 reports the results of
these studies. They show that public housing, tenant-based Section 8 cer-
tificates, and the entire system of housing subsidies increase housing con-
sumption more in aggregate than unrestricted cash grants in the afore-
mentioned amounts.

The existing studies do not tell us whether the households whose con-
sumption is “distorted” toward housing by these programs would have
been among the worst-housed households with the same budget constraint
in the absence of housing assistance. Recall that the rationale for housing
subsidies implies that these are the households who should be encouraged
to consume more housing than they would with a cash grant.

In deciding how many households should be subsidized to consume
housing beyond the levels resulting from cash grants, it is important to re-
alize that the overwhelming majority of households eligible for housing as-
sistance would not live in housing with severe or moderate physical prob-
lems or more than one person per room in the absence of the assistance.
(See HUD 2000, A28–A29 for HUD’s definition of these terms.) In 1997,
only 23 percent of unassisted eligible households lived in such housing
(HUD 2000, table A5). Since the preprogram housing of recipients of
housing assistance differs little from the housing of all eligible households
(Wallace et al. 1981, 171), about three-fourths of all eligible households
would not have these housing problems in the absence of housing pro-
grams.

6.4.3 Neighborhoods of Assisted Households

The landmark 1949 Housing Act established as a goal of low-income
housing policy the achievement of a suitable neighborhood for all Ameri-
cans, and a few studies have estimated the extent to which housing pro-
grams achieve this goal. In the absence of housing subsidies, each assisted
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Table 6.10 Percentage Increase in Housing Consumption Beyond Cash Grants

Source Location Year % Increase

Public housing
Olsen and Barton (1983) New York City 1965 48
Olsen and Barton (1983) New York City 1968 53
Hammond (1987) National 1977 40
Schone (1994) National 1984 49

Section 8 Existing (tenant-based)
Reeder (1985) National 1976 10

All programs
Hammond (1987) National 1977 39

Note: Cash grant involved in these calculations is equal to the subsidy (that is, market rent
minus tenant rent) rather than the cost to taxpayers.



household would live in a neighborhood with certain characteristics. With
housing assistance, many of these households live in neighborhoods with
different characteristics. This section summarizes the evidence on the
difference in neighborhood characteristics for program participants.

Before considering program effects, it is useful to provide some infor-
mation on the neighborhoods occupied by households under the three
broad types of rental housing assistance. Until quite recently, good na-
tional information on the neighborhoods in which subsidized households
live did not exist. Sandra Newman and her collaborators have remedied
this deficiency. (See Newman and Schnare 1997 for a description of the
database that they have assembled and some initial results based on it.)
Table 6.11 reports one of the results of their efforts. It shows that the neigh-
borhoods occupied by public-housing tenants have many more house-
holds with incomes below the poverty line than the neighborhoods occu-
pied by recipients of other types of project-based assistance, certificates
and vouchers, and welfare recipients. Recipients of certificates and vouch-
ers live in noticeably better neighborhoods in this regard than households
in the other categories.

If households under each broad type of housing assistance would live in
neighborhoods with the same characteristics as welfare-recipient neigh-
borhoods in the absence of housing subsidies, table 6.11 would indicate the
effect of housing subsidies on the neighborhoods of assisted households.
However, since there are some marked differences in the characteristics of
the households served by the three types of program (see table 6.6), it is not
reasonable to expect that average characteristics of the neighborhoods of
the households in these three groups would be the same in the absence of a
housing subsidy. So we must look elsewhere for estimates of the effect of
housing subsidies on the neighborhoods of assisted households.

A number of studies attempt to estimate this program effect directly by
comparing the characteristics of the neighborhoods of households imme-
diately before and after receipt of a housing subsidy. Tables 6.12 through
6.15 report some results of studies of the project-based Section 8 New Con-
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Table 6.11 Distribution of Units by Poverty Rate (%)

Assisted Housing

Public Private Certificates Welfare All Rental
Housing Developments and Vouchers Households Units

Less than 10% 7.5 27.4 27.5 25.3 42.1
10–29% 38.9 50.7 57.8 51.0 45.4
20–39% 17.1 11.5 9.5 12.1 6.8
40% or more 36.5 10.4 5.3 11.6 5.7

Source: Newman and Schnare (1997, table 3).



Table 6.12 Minority Percentage of All Households by Location Before and After
Enrollment: Section 8 New Construction and Substantial
Rehabilitation Program

Destination (%)

Origin Central City Suburb All Locations

Central city 57 11 68
Suburb 2 30 32
All locations 59 41 100

Source: Wallace et al. (1981, table 3-8).
Note: The sample size is 1,385 observations.

Table 6.13 Mean Change in Minority Concentration from Origin Tract to Destination Tract
for Major Demographic Groups: Section 8 New Construction and
Substantial Rehabilitation

Mean % Mean % Mean
Minority in Minority in Change in % 

Household Type N Tract of Origin Destination Tract Minority (%)

Black 1,001 54 35 –19
Hispanic 184 34 32 –2.3
Minority 1,314 47 32 –15
Nonminority white 5,918 7.2 7.0 0.2

Source: Wallace et al. (1981, table 3-9).

Table 6.14 Income and Housing Market Characteristics of Census Tracts Occupied
by Recipients Before and After Participation: Section 8 Existing

Housing Voucher Certificate
Program Program

Median Family Income (1,000s)
Stayers 13.3 13.3
Movers’ origin tract 12.6 12.5
Movers’ destination tract 13.7 13.5

% of families receiving welfare
Stayers 16.2 16.9
Movers’ origin tract 19.3 19.9
Movers’ destination tract 17.2 16.1

Median monthly rent
Stayers 233 240
Movers’ origin tract 217 215
Movers’ destination tract 235 234

% of units without adequate plumbing
Stayers 2.6 2.6
Movers’ origin tract 2.6 2.2
Movers’ destination tract 1.7 1.9

Source: Leger and Kennedy (1990b, tables 4.20 and 4.22).



struction/Substantial Rehabilitation Program and the tenant-based Sec-
tion 8 Existing Housing Program. The data underlying these studies are for
a random sample of units in a random sample of projects (in the case of
project-based assistance) within a random sample of urban areas.

Table 6.12 reveals that 57 percent of the minority households who
moved into Section 8 New Construction/Substantial Rehabilitation proj-
ects lived in the central city before and after their move and that 32 percent
lived in the suburbs before and after their move. Only 11 percent of these
households moved from the central city to the suburbs. So this program
does not induce mass migration of minorities from central cities to sub-
urbs.

Table 6.13 indicates that participation in this program typically induced
black households to move to a neighborhood with a substantially lower
minority percentage.

Tables 6.14 and 6.15 show the effects of the tenant-based Section 8 Ex-
isting Housing Program on the types of neighborhoods in which assisted
households live. Many participants in this program receive subsidies with-
out moving because their initial units already meet the program’s stan-
dards or (less often) are repaired to meet the standards and they choose not
to move, at least initially. The program has no immediate effect on their
neighborhoods. Table 6.14 indicates that those households who move on
receipt of the subsidy have fewer poor neighbors and live in neighborhoods
where the housing is better. However, these effects are modest. Table 6.15
indicates that tenant-based certificates and vouchers also have a modest
effect in reducing racial segregation in housing.

Finally, studies done as a part of the Experimental Housing Allowance
Program indicated that public housing induces its participants to live in
neighborhoods with a much higher fraction of low-income households and
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Table 6.15 Change in Racial/Ethnic Concentration of Tracts Occupied by Black
(Non-Hispanic) Recipients Who Moved from their Preenrollment Unit:
Section 8 Existing

Housing Voucher Certificate
Program Program

% minority
Origin census tract 75.8 77.1
Destination census tract 73.8 73.7

% Hispanic
Origin census tract 7.9 8.8
Destination census tract 8.4 94

% black
Origin census tract 63.9 64.0
Destination census tract 61.9 61.2

Source: Leger and Kennedy (1990b, table 4.25B).



its black participants to live in neighborhoods with a significantly higher
fraction of minority households (Kennedy 1980, tables 3-9 and 3-14).

All of the preceding studies estimate the immediate effect of housing
programs on the types of neighborhoods in which assisted households live.
No studies attempt to estimate the long-run effect of the programs on the
location of households. That is, none attempt to estimate the movement of
other households and the changes in the housing stock in response to the
initial changes in the location of assisted households.

6.4.4 Work Disincentives

Since low-income housing programs are means tested, it is plausible to
believe that they will have work disincentive effects. This section describes
how the magnitude of housing assistance varies with labor earnings, con-
siders what can be said based on general economic theory about work dis-
incentive effects of housing programs, and discusses empirical research on
this topic.

Low-income housing programs are means-tested in two senses. With mi-
nor exceptions, all programs mentioned in this paper have always been
means-tested in the sense that there have been upper income limits for eli-
gibility for households of each size.38 Even the programs that have not been
means-tested in this sense for all participants over their entire histories
have had income limits for many participants for at least twenty years pri-
marily because some occupants of older projects now receive extra subsi-
dies under other programs that have income limits.

The largest programs (Section 8 certificates and vouchers, and public
housing) and three-fourths of the units in privately owned HUD projects
are also means-tested in the sense that the magnitude of the subsidy re-
ceived by a household occupying a particular dwelling depends upon its
earned income (HUD 1997, 3). All units in the Section 8 New Construc-
tion Program, the largest HUD program involving privately owned proj-
ects, are means-tested in this sense. For more than fifteen years, the tenant
has paid 30 percent of adjusted income in rent under these programs.39

Under some project-based programs such as the LIHTC, Section
221(d)(3), and Section 202 (older projects), the subsidy does not depend on
income unless the unit or household receives a subsidy from some other
source. In each of these cases, the basic program reduces the rent for each
unit below the market rent, and the occupant pays this rent independent of
its income. However, as far back as 1965, some households in the projects
funded under these programs have received additional subsidies that re-
duced their rents to a fixed fraction of their incomes, and a significant mi-
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38. The primary exceptions have been the Section 202 and Section 221(d)(3) MIR.
39. This ignores several alternative rent schemes that applied to a small minority of recipi-

ents.



nority of the current participants in these programs receives these extra
subsidies. For example, about 40 percent of LIHTC units receive Section 8
assistance (GAO 1997, 40).

The basic Section 236 program was between the two extremes of pro-
portional adjustment of rent to changes in adjusted income for all partici-
pants and no adjustment of rent for all participants. Under the basic pro-
gram, all households who occupied identical units in a Section 236 project
and had incomes below a certain level paid the same rent.40 If income ex-
ceeded the cutoff, the rent was 25 percent of adjusted income. Therefore,
the benefit reduction rate was zero at low levels of income and .25 at higher
levels. Substantial numbers of households were in each category.

Between 1965 and 1974, some, but not all, of the poorest households liv-
ing in Section 236 projects received rent supplements that reduced their
rents to 25 percent of their adjusted incomes over a larger range of adjusted
income. After 1974, many more of the poorest households in Section 236
projects received subsidies under the Section 8 Loan Management Set-
Aside Program that initially reduced their rents to 25 percent of their ad-
justed incomes and later to 30 percent.41

In studying the work disincentive effects of housing programs, it is im-
portant to realize that the subsidy is not the same function of earnings for
all households with the same characteristics, even within a given program
and the same locality. The subsidy is the excess of the market rent of the
unit occupied over the rent paid by the tenant. The preceding paragraphs
pointed out the differences in the rents paid by households with the same
characteristics under some programs. Even more important are the enor-
mous differences in the market rents of the units occupied by similar
households under all mature construction programs. The newest units un-
der these programs are typically very good and hence have a high market
rent. The worst are deplorable in part because the program’s minimum oc-
cupancy standards are not always enforced. The maximum subsidy within
a locality under each certificate or voucher program is the same for house-
holds with the same characteristics. However, the maximum real subsidy
under this program to a household with the same real income will vary
across localities because the program’s guarantee (the FMR) is not the
same everywhere in real terms.

For the overwhelming majority of recipients of housing assistance, the
magnitude of the housing subsidy received by a household is a decreasing
function of its earned income for small changes in earned income. For oth-
ers, it is independent of earned income. Therefore, it seems plausible that
the standard assumptions of economic theory together with the assump-
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40. Within a project, the income cutoff was different for households occupying apartments
of different sizes.

41. See footnote 6.



tion that leisure is a normal good would imply that each recipient would
work less as a result of the program.

Schone (1992) has shown that this intuition is incorrect for a program
such as public housing that offers a household a specified apartment for
a rent that is proportional to its earned income. She does this by produc-
ing a counterexample that involves no peculiar assumptions about prefer-
ences or the budget space of the household offered a public housing unit.
As usual, this theoretical ambiguity is a result of the nonlinearities of the
budget frontier. Since the axioms of the theory of consumer choice do not
have an implication concerning the qualitative effect of low-income hous-
ing programs on labor earnings, we must rely on empirical studies of this
effect.

In the seminal study of the labor supply effects of means-tested housing
programs, Murray (1980) estimated that public housing induces tenants to
reduce their labor earnings by about 4 percent. Since his study predated
data on the hours worked by participants in housing programs and infor-
mation about multiple program participation, many highly restrictive as-
sumptions were required to make this estimate. First, Murray assumed that
leisure is separable from produced goods in household preferences. Many
utility functions used in empirical research have this property. Second, he
relied on a utility function defined over leisure and a composite of pro-
duced goods that was estimated ignoring all nonlinearities in budget fron-
tiers and all differences in market prices facing households living in differ-
ent localities. It also ignored differences in tastes for leisure versus
produced goods across different households, thereby ignoring selection
bias. Participants in housing programs may have a different taste for leisure
from others. Third, in estimating the subutility function defined over hous-
ing and other produced goods, he ignored the other in-kind subsidies for
which public housing participants were eligible. However, he did allow for
differences in taste based on certain observed characteristics of house-
holds, and he did account for the possibility that public housing tenants
have stronger than average tastes for housing by using data on these house-
holds immediately prior to entering the program to estimate the subutility
function.

Since the Survey of Income and Program Participation (SIPP), it has
been possible (although extremely difficult) to estimate household prefer-
ences accounting for many of the nonlinearities in budget frontiers that re-
sult from government programs and to predict the effects of changes in the
parameters of these programs in a way that avoids selection bias. In the
most important published attempt to estimate the work disincentive effects
of housing assistance, Keane and Moffitt (1998) estimate a model of labor
supply and program participation for female heads of household who are
eligible for AFDC, food stamps, and housing assistance. They model Med-
icaid as a benefit automatically received by all participants in AFDC and

Housing Programs for Low-Income Households 413



account for federal income and Social Security taxes. The estimated model
is then used to predict the effects of a wide variety of changes in the welfare
system.

The treatment of housing assistance is the most problematic part of their
analysis. Since estimation is extremely challenging without disaggregation
of produced goods into housing and other produced goods, they did not do
it. However, they recognized that housing subsidies, unlike food stamps,
are worth much less to many recipients than cash grants in the amount of
the subsidy. They also recognized that housing subsidies are not entitle-
ments and that many households that want to participate are not offered
assistance. Keane and Moffitt attempted to capture these aspects of reality
by assuming that each household could choose to participate in a program
that would provide them with a cash grant equal to an unknown fraction
of the difference between the local fair market rent under the Section 8 Cer-
tificate/Voucher Program for a household with its characteristics and 30
percent of its adjusted income. That is, housing assistance was treated as
an entitlement negative income tax whose known parameters are parame-
ters of the Section 8 Certificate/Voucher Program. However, they judged
the results based on this specification to be so implausible that they aban-
doned this approach and reestimated the model treating the housing sub-
sidy as an exogenous component of nonlabor income for participants with-
out attempting to explain housing program participation.

Estimation of the work disincentive effects of housing programs requires
data on consumption of leisure, housing, and other produced goods for a
random sample of households and the parameters of their budget spaces.
Ignoring the possibility that the household alters its behavior to affect the
probability that it will be offered housing assistance, the information miss-
ing from the SIPP that precludes estimation of preferences in a straight-
forward manner is whether a household that is not receiving housing as-
sistance was offered it during the period under consideration and what
housing assistance was offered. For example, was the household offered a
Section 8 voucher? Was it offered a particular public housing unit, and
what were the characteristics of that unit? (Even without this detailed in-
formation on what the household was offered, it would be possible to
proceed based on a knowledge of which households rejected offers and
approximations of the offer.) Accounting for the possibility that the house-
hold alters its behavior to affect the probability that it will be selected to
participate in a housing program would require a model of decision mak-
ing under uncertainty and a model of administrative selection.42

The best study of the work disincentive effect of a housing program is
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42. Crews (1995) has developed a model of administrative selection to study the effects of
housing programs on the consumption of produced goods, treating labor earnings as exoge-
nous.



also one of the most sophisticated econometric studies of the labor supply
effects of any government program. In this study, Schone (1994) uses data
from the SIPP to estimate the distribution of preferences defined over
leisure, housing, and other produced goods for a population of female-
headed households. These estimates account for many of the nonlinearities
in the budget frontier resulting from eligibility for AFDC, food stamps,
public housing, federal and state income taxes, and Social Security taxes.
(She deleted households who are assisted by other housing programs from
the sample because the specific program was not identified and hence she
could not describe the household’s budget frontier.) She then uses these es-
timates to predict the effects of several changes in policy. She estimates that
the combined effect of AFDC, food stamps, and public housing is to re-
duce the labor supply of female-headed households by 42 percent and to
increase their consumption of housing by 18 percent (Schone 1994, table
7). Table 6.16 reproduces her table 8. It shows that cashing out housing
programs—that is, eliminating housing programs and adding the housing
subsidy to the AFDC guarantee of the participants in these programs—
will increase the labor supply of these households only 2 percent but will
reduce their consumption of housing 33 percent.

One assumption underlying these estimates is that households who did
not receive housing assistance during the last quarter of 1984 were not
offered housing assistance during that period. Since it is certainly not the
case that all households who are offered housing assistance accept it, this
assumption is violated. For example, Kennedy and Finkel (1994) found
that 13 percent of the households offered Section 8 vouchers and certifi-
cates in the early 1990s did not use them. The figure was 27 percent in the
mid-1980s (Leger and Kennedy 1990). (Similar figures for public housing
and subsidized privately owned projects are not available.) However, since
turnover in housing programs is low and the number of assisted house-
holds was not increasing rapidly at this time, it is safe to say that only a
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Table 6.16 Simulation of Cashing Out Public Housing (for current public housing recipients)

Predicted Labor
Supply per Week

Predicted Housing
Consumption per Month

Public Public
Original Program Housing Housing
Participation Combination N Baseline Cashed Out Baseline Cashed Out

Public housing only 23 26.28 27.95 399.88 283.51
Public housing, AFDC 2 0.98 0 492.46 230.53
Public housing, food stamps 10 8.57 6.42 356.95 242.15
All programs 39 0 0 394.44 259.14
All public housing recipients 74 9.35 9.56 393.71 263.65

Source: Schone (1994, table 8).



minute fraction of Schone’s sample declined an offer of housing assistance
during the last quarter of 1984.

Of course, some households surely declined to apply for housing assis-
tance based on the cost of participation broadly conceived and their per-
ceptions of the likelihood of being chosen to participate in each program
and, in the case of project-based assistance, the likelihood of being offered
particular units. Modeling the decision to apply may enable us to estimate
the distribution of taste parameters in the population with less bias and
more precision. Two problems in implementing this approach are that few
databases contain information on whether a household is on a waiting list
for housing assistance and waiting lists are frequently closed to additional
applicants. Therefore, it is incorrect to conclude that households that are
not on the waiting list do not want to participate. Furthermore, many
households on the waiting list decline the offer to participate in the pro-
gram.

6.4.5 Mean Benefit and Subsidy

Since many economists are interested in the extent to which housing
subsidies differ from lump-sum grants, many studies compare the recipient
benefit and the subsidy. The most common measure of recipient benefit
used in studies of housing programs is the equivalent variation, that is, the
lump-sum grant that is just as satisfactory to the recipient as the housing
program. The subsidy is the excess of the market rent of the unit occupied
over the rent paid by the tenant.43 Since most housing programs change
budget spaces in ways very different from lump-sum grants, we certainly
expect any satisfactory measure of benefit to be less than the subsidy for al-
most all participants. In other words, we expect almost every household to
consume a different bundle of goods than it would choose if it were given a
cash grant equal to its subsidy. Therefore, the mean benefit should be less
than the mean subsidy.

Table 6.17 contains the results of seven studies that estimate both the
mean benefit and mean subsidy for one of the four programs or for the en-
tire system of housing subsidies. Estimated benefits are based on estimated
indifference maps or equivalently estimated Marshallian demand func-
tions.

Clearly, there are few estimates for programs other than public housing,
and there are no recent estimates for any program or for the system as a
whole. The median of the estimated ratios of mean benefit to mean subsidy
for public housing is .76, and 70 percent of the estimated ratios are between
.71 and .81. Based on one study apiece, the ratio is between .63 and .77 for
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43. The subsidy is less than the taxpayer cost due to administrative costs and the excess of
nonadministrative cost over market rent under most programs discussed in section 6.4.1.
From the viewpoint of measuring the extent of the consumption distortion, benefit is best
compared with the subsidy rather than taxpayer cost.



Section 8 New Construction/Substantial Rehabilitation, .83 for tenant-
based Section 8 Existing, and .61 for the system as a whole. In assessing the
significance of these results for public policy, it is important to realize that
mean recipient benefit will be less than the mean subsidy for any success-
ful housing program.

6.4.6 Distribution of Benefits

Many taxpayers care about how benefits are distributed across recipi-
ents of housing assistance. They are interested in how mean benefit varies
with household characteristics and the variance in benefit among house-
holds with the same characteristics. This section explains why little can be
said about these matters based on economic theory, and it describes the re-
sults of empirical research.

Little can be said on the basis of the program’s rules and the general as-
sumptions of economic theory about how mean benefit will vary with
household characteristics under any of the programs even within a single
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Table 6.17 Ratio of Mean Benefit to Mean Subsidy

Location Year Measure Sample Ratio

Public housing
Olsen and Barton (1983) New York City 1965 EV 1366 0.77
Olsen and Barton (1983) New York City 1968 EV 1515 0.73
Murray (1975) 7 cities 1968 EV 1388

Cobb-Douglas 0.81
CES 0.84

Kraft and Olsen (1977) Boston, Pittsburgh, 1972 EV 333 0.73
St. Louis, San Francisco, 
Washington, D.C.

Clemmer (1984) 33 SMSAs 1977 EV �20,000
Cobb-Douglas 0.92
Stone-Geary 0.80
Linear demand 0.71
Nonlinear demand 0.76

Hammond (1987) National 1977 EV 804 0.64
Section 8 New Construction

Schwab (1985) 13 metro areas 1979 CV 167
Log-linear H expenditure 0.63

function
Linear H expenditure 0.77

function
Section 8 Existing (tenant-based)

Reeder (1985) National 1976 EV 1,099 0.83
All programs

Hammond (1987) National 1977 EV 1,088 0.61

Notes: EV = equivalent variation; CES = constant elasticity of substitution; CV = compensating varia-
tion; SMSA = standard metropolitan statistical area.



locality. Since larger households are entitled to larger apartments under
the programs considered, the subsidy will be greater for larger households
on this account. However, since larger units under new construction pro-
grams may typically be in worse condition or in worse neighborhoods than
smaller units, they are not necessarily better overall. Therefore, the mean
subsidy is not necessarily greater for larger households. The certificate and
voucher programs provide a larger maximum subsidy to larger households
within a locality. However, if larger households experience a larger con-
sumption distortion than smaller households, they could receive a smaller
benefit even though they receive a larger subsidy.

Similarly, the design of housing programs does not insure that mean
benefit will vary with household income within a locality in a particular
manner. For all units under many project-based housing programs and
many units under the rest, the rent that the tenant pays varies directly with
income among households of the same size. Therefore, if all households of
a particular size served by a program lived in apartments with the same
market rent, the subsidy would be larger for the poorest households of that
size. Under all variants of tenant-based Section 8, the maximum subsidy
varies inversely with income among households of the same size. However,
it is far from the truth that all households served by a mature construction
program (that is, a construction program that has been in existence for
many years) occupy housing with the same real market rent. Furthermore,
a larger subsidy does not imply a larger benefit. If poorer households ex-
perience a larger consumption distortion than richer households, they
could receive a smaller benefit even though they receive a larger subsidy.

Table 6.18 summarizes the results of regressions of estimated benefit on
household characteristics in which a linear relationship between mean
benefit and income, family size, age, race, and other characteristics are as-
sumed.44 Some results are consistent across the studies. In public housing,
tenant-based Section 8, and the system as a whole, the mean benefit is
larger for poorer households that are the same with respect to other char-
acteristics. Similarly, mean benefit is larger for larger households. These re-
sults continue to hold when the authors allow for the possibility of a non-
monotonic relationship by including income and family size squared. The
results are less consistent for race and age of the head of the household.
The coefficients have different signs in different studies, they are often sta-
tistically insignificant, and the magnitudes of the coefficients indicate small
differences in mean benefit among otherwise similar households who differ
in these respects.
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44. Except for Kraft and Olsen, all of the studies used real benefit and income in their analy-
ses. That is, they divided money benefit and income by a cross-sectional price index. Since
Kraft and Olsen’s study is based on data for five of the country’s largest metropolitan areas, it
is not clear that taking account of overall differences in prices would have had much effect on
their results.



Two other noteworthy results emerged from these analyses. First, when
Murray (1975) included dummy variables for the different cities repre-
sented in his data in the regression equation, he found substantial differ-
ences in the real mean benefit of public housing for households with the
same characteristics living in different urban areas. In her study of public
housing and the entire system of housing subsidies, Hammond (1987) also
found substantial differences in real mean benefit for otherwise similar
households living in different regions and in places with different degrees
of urbanization. Reeder (1985) found large differences in the real mean
benefit of the Section 8 Existing Housing Program between otherwise sim-
ilar households living in expensive and inexpensive locations. Second,
when Reeder included in the regression equation a measure of the house-
hold’s taste for housing based on its preprogram housing consumption, he
found that households with the strongest taste received the largest benefit
from the Section 8 Existing Program.

6.4.7 Participation Rates

Since taxpayers with any interest in helping low-income households are
more interested in helping some types of households than others, informa-
tion on participation rates of different types of households is useful for dis-
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Table 6.18 Distribution of Benefits Among Program Recipients

Income Family Size Black Age SE/Benefit Sample

Public housing
Olsen and Barton (1983), 1965 –** +** — — 0.38 1,366
Olsen and Barton (1983), 1968 –** +** — — 0.43 1,515
Murray (1975) – + +** +** 1,388
Kraft and Olsen (1977) –** +** –** –** 0.93 333
Hammond (1987) –** +** — +** 0.89 804

Section 8 Existing (tenant-based)
Reeder (1985) –** +** — + 0.42 1,099

All programs
Hammond (1987) –** +** + +** 1.23 1,088

Notes: This table summarizes the results from multiple regression analyses in several articles. In each
case, the benefit is regressed on the variables presented in the first four columns and other variables.
Olsen-Barton and Kraft-Olsen included sex of the head of the household; Hammond included sex and
education of the head and dummy variables for region of the country and size of the locality; and Reeder
included dummy variables for sex of the head, other minority, and nonmetropolitan residence as well as
an overall price index and the squares of income and family size. In Murray, age is a dummy variable that
indicates whether the head is 62 years or older. Murray also includes dummy variables for different
household compositions rather than a single variable for family size. The signs presented in the table in-
dicate whether mean benefit varies directly (+) or inversely (–) with the household characteristic. The
fifth column presents the standard deviation of the error term divided by the mean benefit, as a measure
of the amount of variation present. Finally, the last column gives the number of observations used in the
regression.
*The coefficient was statistically significant at the 5 percent level.



cussions of housing policy. This section summarizes the evidence on this
matter.

Reeder (1985, table 6) presents the percentage of households in each in-
come and family size class who participate in any HUD program in 1977.
The highest participation rate in any of the seventy-seven classes was less
than 25 percent. The regularities are that, for any family size, the partici-
pation rate first rises and then falls as income increases. For unknown rea-
sons, the poorest households of each size have very low participation rates.
Within each income class, participation rates are highest for one-person
households, reflecting the strong preference received by the elderly in hous-
ing programs.

Wallace et al. (1981, figure S-3 and table 2-8) compare the fraction of el-
igible households and participants in the Section 8 Existing and New Con-
struction programs with particular characteristics. These comparisons do
not hold other characteristics constant. For Section 8 Existing they find
that in 1979 the percentage of participants who were elderly was about the
same as the percentage of eligibles in this category, that minorities were a
slightly larger fraction of participants than eligibles, and very low-income
households were a noticeably larger fraction of participants than eli-
gibles.45 For Section 8 New Construction, the elderly, whites, females, and
small families were greatly overrepresented in the sense that they were a
higher fraction of participants than eligibles.

Olsen and Barton (1983, 325) use a linear probability model to estimate
how the participation rate in public housing in New York City in 1965 and
1968 varied with the household’s income and size and with the age, race,
and sex of the head of the household. (At that time, public housing ac-
counted for almost all subsidized housing for the poor in the city.) The
most striking finding is that blacks had a much higher participation rate
(about 20 percentage points) than whites with the same other characteris-
tics. No attempt has been made to determine the explanation for this find-
ing. Participation also increased noticeably with family size (about 4 per-
centage points per person).

In her attempt to account for both self- and administrative selection in
estimating the preferences of recipients of housing subsidies and the bene-
fits that they receive from housing programs, Crews (1995) used data from
the eleven metropolitan areas in the 1987 American Housing Survey to es-
timate a probit model explaining whether a household receives housing as-
sistance. Her explanatory variables reflect participation costs broadly con-
ceived and the factors involved in the preference systems of housing
authorities. She found that the poorest households, nonwhites, food stamp
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45. Recall that in HUD’s terminology very low-income households are not necessarily
poor. A family of four is considered to have a very low income if its income is less than 50 per-
cent of the local median.



and welfare participants, and the unemployed had higher participation
rates that were statistically significant at the 1 percent level. The elderly
have a much higher participation rate that is statistically significant at the
5 percent level.

6.4.8 Market Prices

It is often argued that housing programs will have effects on the rents of
unsubsidized units with specified characteristics throughout the housing
market. For example, it has been argued that housing vouchers will lead to
a higher demand and hence higher rents for units that just meet the stan-
dards of the housing program and lower demand and hence lower rents for
the worst units because these units will be abandoned by households who
receive vouchers. This argument is certainly well founded on economic the-
ory, at least in the short run. Others argue that new construction programs
will lead to lower prices for existing apartments. If the new construction
comes as a complete surprise to private suppliers, this is also a clear impli-
cation of standard economic theory. However, if the new construction un-
der the program is completely anticipated by private suppliers, the oppo-
site effect is to be expected. To the extent that subsidized construction
programs lead to greater production of housing, they drive up the prices of
inputs that are most important in the production of housing and thereby
increase the cost of producing housing with any specified characteristics.

With the exception of Susin (2002), there are no studies of the effects of
any of the programs under consideration on market rents of units with a
given set of characteristics.46 NBER and Urban Institute simulation mod-
els have been used to study the effects of hypothetical programs bearing
some resemblance to the programs under consideration (De Leeuw and
Struyk 1975; Kain 1981). The Housing Allowance Supply Experiment did
study the effect on market prices of an entitlement housing voucher pro-
gram similar to the Section 8 voucher program in operation between 1983
and 1999. This study found little effect on the market rents of units of any
type (Barnett and Lowry 1979; Mills and Sullivan 1981; Rydell, Neels, and
Barnett 1982). For units that were significantly below standards prior to
the experiment, rents fell. For modest units meeting the standards or
falling slightly below them, rents rose. If an entitlement housing allowance
program for which 20 percent of households were eligible had no dis-
cernible effect on housing prices, it is perhaps reasonable to conclude that
existing tenant-based programs have little effect.

Susin (2002) reports results inconsistent with this conclusion and with
the implications of standard economic theory. Since vouchers induce re-
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46. Studies of the effects of housing programs on the rents of units in the immediate neigh-
borhoods of subsidized housing deal with a different issue. These studies measure the magni-
tude of nonpecuniary external effects rather than market effects due to changes in the pattern
of demand and supply.



cipients to vacate the worst housing and occupy housing in the middle of
the quality distribution, this program should decrease rents of the worst
apartments and increase rents of units of average quality. Susin finds that
unsubsidized poor households in metropolitan areas with more vouchers
per poor household pay higher rents for units that are the same with re-
spect to many observed housing characteristics.

To obtain this result, he first uses data from the 1993 National American
Housing Survey to estimate a hedonic regression explaining the rent of un-
subsidized apartments as a function of housing characteristics and dummy
variables for combinations of metropolitan area and income group, for ex-
ample, the poorest households in Oakland.47 He interprets differences in
the coefficients of the dummy variables for a particular type of household
across metropolitan areas as reflecting differences in the price of identical
housing.48 For each of the three income classes separately, he regresses
these estimated coefficients on the number of vouchers per poor household
and a few other potential determinants of the price of identical units.

The reason for the discrepancy between Susin’s findings and the impli-
cations of the usual theoretical argument about the effects of vouchers on
rents is not clear. His results concerning the differences across income
groups in the rents of units with the same observed characteristics in the
same metropolitan area suggest the importance of unobserved character-
istics. He finds that households with higher incomes consistently pay
higher rents. The only plausible explanation for this result is that richer
households living in apartments that are the same with respect to observed
characteristics occupy units that are better with respect to unobserved
characteristics. So one possible explanation for Susin’s puzzling result is
that unobserved housing characteristics are correlated with the number of
vouchers per poor household. Since assertions about the effects of differ-
ent types of housing programs on market prices are influential in discus-
sions of housing policy, additional studies of this question are important.

6.4.9 Tangible External Benefits

Many of the alleged tangible external benefits and costs of particular
types of housing program would accrue to neighbors of subsidized house-
holds. To the extent that they existed, these external benefits and costs
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47. The division of the population into thirds is not based entirely on income, but it is based
on household rather than housing characteristics. This is important because the theory ex-
plaining the market effects of housing vouchers divides the housing market based on housing
characteristics. Most importantly, it distinguishes between units that do and do not meet the
program’s housing standards. It is important to realize that many households in the lowest
third of the income distribution live in units in the middle third of the housing desirability dis-
tribution. Many households in the middle third of the income distribution live in units in the
lowest third of the housing desirability distribution.

48. Susin (2002, 126) recognizes the importance of unobserved housing characteristics, but
this does not affect his procedures or interpretation of results.



would be reflected in neighboring property values. Although the oldest
study of this matter was conducted more than forty years ago, there have
been relatively few studies over the years.49 Until recently, these studies
have usually been limited to a small number of projects in one city or based
on crude methods and data. Recent advances in software for analyzing ge-
ographical data have led to several detailed analyses based on data on sales
of all unsubsidized single-family units and the location of all subsidized
households or projects in several large metropolitan areas.

Lee, Culhane, and Wachter (1999) studied the effects of all major urban
rental-housing programs.50 They find small positive effects on neighboring
property values on average for some programs and small negative effects
for others. Galster, Tatian, and Smith (1999) find statistically significant
effects of the occupancy of units by recipients of Section 8 certificates and
vouchers on neighborhood property values. The direction of the effect de-
pends on the nature of the neighborhood and the concentration of pro-
gram participants in the neighborhood, and the magnitudes are relatively
small.

6.4.10 Other Issues

One of the most active areas of research on housing policy over the past
few years has been the effect of offering vouchers to occupants of public or
private subsidized projects located in central city neighborhoods with high
concentrations of poverty on the condition that they move to low-poverty
neighborhoods. This research is based on data from HUD’s Moving to Op-
portunity (MTO) Demonstration Program that has been in operation
since 1994 in Baltimore, Boston, Chicago, Los Angeles, and New York. El-
igible participants were randomly assigned to one of three groups: those
who received a Section 8 voucher on the condition that they occupy a unit
in a census tract with a poverty rate of less than 10 percent as well as ad-
hering to the other program requirements, those who received regular Sec-
tion 8 vouchers, and those who continued to receive their current project-
based assistance. Households in the first group receive counseling and
assistance in finding a private unit, and the experiment was not designed to
estimate the effect of this intervention separately from other aspects of the
offer.

Although the MTO Demonstration affects few households (about
1,300), its carefully controlled experimental design should permit defini-
tive answers to the main questions posed. The research to date indicates
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such as Section 221(d)(3) and 236 whose mortgages are insured by the FHA. Therefore, their
conclusions about the effect of homeownership programs on neighboring property values is
not supported by their results.



that offering households Section 8 vouchers on the condition that they
move to low-poverty neighborhoods (combined with assistance in finding
a unit) reduces welfare dependency by adults and violent crimes by
teenagers in recipient households and increases the educational attain-
ment of younger children in these households. They are also less likely to
be the victims of crimes or suffer injuries or asthma attacks (Katz, Kling,
and Liebman 2001; Ludwig, Ladd, and Duncan 2001). Kling’s web page
(http://www.wws.Princeton.EDU/~kling/mto/) contains a comprehensive
account of the experiment and research based on it.

Other important issues dealt with in the literature on housing policy are
the extent to which subsidized new construction reduces unsubsidized con-
struction (Murray 1983, 1999), the effect of subsidized housing on home-
lessness (Early 1998), the effect of living in public housing on the educa-
tional attainment of children and their earnings as adults (Currie and
Yelowitz 2000; Newman and Harkness 2002), and the effect of public hous-
ing waiting lists on intra-urban mobility (Painter 1997). The former is par-
ticularly important because erroneous views about this matter contribute
importantly to bad policy.

6.4.11 Experimental Housing Allowance Program

No discussion of housing policy research would be complete without
some mention of the Experimental Housing Allowance Program (EHAP).
The major goals of EHAP were to determine the market effects of an enti-
tlement program of tenant-based housing assistance and the effects of var-
ious types of such assistance on household choices. Congress authorized
this program in 1970, planning for the experiment occurred in the early
1970s, data were collected during the mid-1970s, and the final reports were
completed in the late 1970s and early 1980s. The experiment cost almost
$200 million (that is, more than $500 million in 2000 prices); research and
data collection accounted for almost half of this amount.51 The research
firms that ran the experiments issued more than 300 reports, technical
notes, and professional papers. As a result of these expenditures, we know
more about the effects of the experimental programs studied than any es-
tablished housing program.

The experiment had four components: the Supply Experiment, the De-
mand Experiment, the Administrative Agency Experiment, and the Inte-
grated Analysis. The first two were the largest and most important.

The primary purposes of the Supply Experiment were to determine the
market effects of an entitlement program of household-based assistance,
such as its effects on the rents of units with specified characteristics and
how suppliers alter their units in response to the program. The Supply Ex-
periment research still accounts for the bulk of what is known about these
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matters. The RAND Corporation conducted the Supply Experiment. The
experiment involved operating entitlement housing allowance programs in
the Green Bay and South Bend metropolitan areas. At the time of the ex-
periment, Green Bay had few minorities and a very low vacancy rate.
South Bend had a large minority population and a high vacancy rate.
About 20 percent of the households in each area were eligible for housing
assistance. Unlike established housing programs, both renters and home-
owners could participate. These households were offered a cash grant on
the condition that they occupy housing meeting certain standards. These
payments could continue for up to ten years provided that the household
remained eligible.

The Demand Experiment, conducted by Abt Associates in the Pitts-
burgh and Phoenix metropolitan areas, was primarily intended to see how
recipients would respond to different types of household-based housing
assistance and, for a given type, to different program parameters. To this
end, eligible households were assigned at random to the different programs
or to a control group that was paid a small amount of money to provide
needed information. One type of housing assistance offered eligible house-
holds a cash grant under the condition that they occupy housing meeting
certain standards, another offered a cash grant under the condition that
they spend at least a certain amount on housing (two different amounts
were tested), and another offered the same cash grant with no strings at-
tached. Two other plans offered to pay different fractions of the house-
hold’s housing expenditure with no other strings attached. Since the De-
mand Experiment provided subsidies for only three years and large
changes in housing consumption have a large fixed-cost component, the
Demand Experiment results undoubtedly understate the responsiveness to
a permanent program (Bradbury and Downs 1981, 367–68).

The most influential Demand Experiment research went beyond a com-
parison of different types of household-based assistance. It compared the
effects of the minimum-standards housing allowance program with the
major established housing programs in existence at the time, namely public
housing, Section 236, and Section 23. The results of some of this research
are reported earlier in this paper.

In the Integrated Analysis, the Urban Institute helped to design all of the
experiments and used data from all of the experiments to analyze many of
the same questions considered by the contractors operating the experi-
ments. The Administrative Agency Experiment conducted by Abt Associ-
ates focused on the behavior of local administrative agencies in operating
an allowance program. Unlike the Demand Experiment, it was not a con-
trolled experiment.

The best introductions to this vast literature are the final reports of the
Supply Experiment, the Demand Experiment, and the Integrated Analysis
(Lowry 1983; Kennedy 1980; Struyk and Bendick 1981), an edited volume
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containing summaries of the findings by the major contributors to EHAP
research (Friedman and Weinberg 1983), an edited volume containing
evaluations of this research by outside scholars (Bradbury and Downs
1981), a monograph containing some of the more technical results on con-
sumer behavior from the Demand Experiment (Friedman and Weinberg
1982), and HUD’s 1980 summary report (HUD 1980).

Although it is impossible to present a detailed review of the findings
here, it is possible to state a few of the most important results for housing
policy. Since the only type of tenant-based housing assistance studied in
EHAP that has been used in an established program is the cash grant con-
ditional on occupying a dwelling meeting certain housing standards, and
both the Supply and the Demand experiments studied this type of pro-
gram, the summary below will focus on it.52

The experiments revealed that many unsubsidized low-income house-
holds live in housing meeting reasonable standards. About half of the eligi-
ble families in the Supply Experiment occupied housing meeting its stan-
dards, and about a fourth of the eligible families in the Demand Experiment
sites occupied housing meeting its more stringent standards prior to receiv-
ing assistance. Even at the lowest income levels, many households occupied
units meeting the standards of the Demand Experiment, which suggests the
importance of preferences in determining whether poor households meet
housing standards. Not surprisingly, households whose units met the stan-
dards prior to the program were much more likely to participate in the min-
imum-standards housing allowance program. They could receive a subsidy
without moving or getting their landlords to improve their apartments.

In estimating the cost of an entitlement housing assistance program, it is
often assumed that all eligible households would participate. The Supply
Experiment revealed that this assumption could be far from the mark. Al-
though the entitlement housing allowance programs in Green Bay and
South Bend were heavily publicized, the participation rate leveled off at
about a third after three years. It was about 41 percent for eligible renters
and 27 percent for eligible homeowners. The primary reasons for the low
participation rates are easy to understand. Since the subsidy declines lin-
early with income until the upper income limit is reached and the density
of eligible households increases with income, many eligible households
were entitled to small subsidies. Many others who were eligible for some-
what larger subsidies had to move to get them because their apartments
were substantially below the program’s minimum standards. Many house-
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the Voucher Program are the detailed studies commissioned by HUD (Leger and Kennedy
1990; Kennedy and Finkel 1994).



holds eligible at a point in time were only briefly eligible. Finally, despite the
heavy publicity, 17 percent of eligible households had not learned about
the program by the end of its third year. Obviously, we should not conclude
that the participation rate in any entitlement minimum-standards housing
allowance program would be a third. This is heavily dependent on the gen-
erosity of the subsidy and the minimum standards. It is possible to have an
expensive entitlement housing allowance program serving a large number
of households or an inexpensive program serving a small number.

The minimum-standards housing allowance program tested in the
Supply and Demand experiments resulted in modest increases in overall
housing consumption as measured by the mean market rent of the units oc-
cupied and a substantial effect in terms of the fraction of eligible house-
holds meeting the program’s minimum standards. Recipients in the Supply
Experiment devoted 80 percent of their increased spending to goods other
than housing. For a slight majority of recipients, the minimum housing
standards were non-binding constraints. So the effect of the program on
the consumption patterns of these households was an income effect alone.
For many others, only modest improvements in their current housing were
necessary to meet the standards. Indeed, the required improvements were
so modest that many renters made them without involving their landlords.

Evidence from the Supply Experiment shows beyond a reasonable
doubt that an entitlement housing allowance program similar to the one
tested will have no significant effects on rents of units with specified char-
acteristics even in the short run. Reasons for the program’s small effect on
rental housing prices are easy to find. Eligible families account for only a
small fraction of the demand for housing services in a given housing mar-
ket, and many of these families choose not to participate. So even a large
increase in demand by participants will have a small effect on aggregate de-
mand for housing services, and this small increase occurs gradually over
time because not all families respond instantly to an offer of assistance.53

Furthermore, the Supply Experiment revealed that even over short periods
suppliers are willing to make many changes in existing units in response to
small changes in the profitability of housing with different characteristics.

6.5 Reform Options

The major options for reform of the system of housing subsidies to low-
income households are answers to the following questions. Should housing
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surely slower than the response to an offer of assistance for most other goods because many
households must substantially renovate their current housing or move in order to receive as-
sistance. Despite this drawback of tenant-based housing assistance of this form, it still gets
households into satisfactory housing much faster than any form of new construction. The lag
between authorization of funds and occupancy under all construction programs is much
greater than the lag under this form of tenant-based assistance.



assistance be an entitlement? Should housing subsidies be delivered to ad-
ditional households by building new projects under some type of con-
struction or substantial rehabilitation program or by giving them housing
vouchers? Should we require households currently living in subsidized
projects for which future federal expenditure is discretionary to live in
these projects to receive a subsidy and should their owners be given a suffi-
cient subsidy to induce them to continue to serve these households, or
should these households be given housing vouchers? This section will con-
sider each of these questions.

Unlike other major means-tested transfer programs, housing assistance
is not an entitlement, despite its stated goal of “a decent home and suitable
living environment for every American family” (Housing Act of 1949). No
coherent justification for this feature of the system of housing subsidies has
been offered. That is, no one has attempted to explain why we should offer
assistance to some but not other households with the same characteristics.

It is difficult to reconcile these features of the Section 8 Existing Housing
Program and all other low-income housing programs with plausible tax-
payer preferences. In thinking about whether housing assistance should be
an entitlement, it is helpful to think about how a nonrecipient who pays the
taxes to support housing programs feels about dividing a fixed amount of
assistance between two families that are identical in his or her eyes. At one
extreme, we could give one of the families all of the money. At the other ex-
treme, we could divide it equally between them. The former is inconsistent,
and the latter consistent, with the usual assumptions about preferences,
namely, that the amount that a person is willing to sacrifice for an additional
unit of anything of value decreases as its quantity increases. To say that two
potential recipients are the same in the eyes of a taxpayer is to say that the
taxpayer is willing to sacrifice the same amount for the same change in the
consumption pattern of either family. If all housing assistance goes to one
potential recipient, the value to the taxpayer of the change in the consump-
tion bundle resulting from the last dollar of housing assistance received by
this recipient will be less than that resulting from the first dollar of housing
assistance to the other recipient. Therefore, the taxpayer’s well-being can be
increased by reallocating housing assistance until both potential recipients
receive the same assistance. Although each recipient would like to have
more than half of the total, this obviously provides no guidance for policy.

The usual argument against making housing assistance an entitlement is
that it would be too expensive. Those who make this argument seem to
have in mind delivering housing assistance to all currently eligible house-
holds using the current mix of housing programs and the current rules for
the tenant’s contribution to rent. This would indeed increase the amount
spent on housing assistance greatly, although this magnitude has not been
estimated. However, we do not have to make more than 40 percent of the
population eligible for housing assistance; we can reduce the fraction of
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housing assistance delivered through programs that are cost-ineffective,
and we can reduce subsidies at every income level. Indeed, U.S. housing
policy has been moving in this direction as a result of, first, a series of
amendments of the 1937 Housing Act that required an increasing percent-
age of households served by tenant-based assistance to be the poorest of
the currently eligible households; second, the introduction and rapid ex-
pansion of the cost-effective tenant-based Section 8 Program authorized
by the 1974 Housing Act; and, third, the increase in the tenant contribu-
tion to rent mandated by the Housing and Community Development
Amendments of 1981. Each of these reforms moved us in the direction of
an entitlement program.

Furthermore, it is easy to develop an entitlement housing assistance
program with any cost desired. For example, we could have an entitlement
housing assistance program without spending any additional money by a
simple change in the Section 8 Voucher Program, namely reducing the sub-
sidy available to each eligible household by the same amount. This will
effectively eliminate from the program all households currently eligible for
subsidies smaller than this amount. These are the currently eligible house-
holds with the largest incomes. This would free up money to provide
vouchers to poorer households who want to participate. The reduction in
subsidies to those who continue to participate would free up money to pro-
vide vouchers to households with identical characteristics who had not
previously been served. At current subsidy levels, many more people want
to participate than can be served with the existing budget. As we reduced
the subsidy at each income level, the number of households that are eligi-
ble for a subsidy and willing to participate would decline until we reached
a point where all households who wanted to participate in the program
were participating. So without any change in the program’s budget, we
could create an entitlement housing assistance program serving the poor-
est of the currently eligible households. If reductions in the subsidies re-
ceived by current participants seem too draconian, we could phase in the
new system by freezing subsidies at current levels and allowing inflation to
erode real subsidy levels.

In discussions of housing policy, a common objection to this proposal is
that no one would be able to find housing meeting the program’s standards
with the lower subsidies. Obviously, this objection is logically flawed. We
start from a position where many more people want to participate than can
be served with the existing budget. If we reduce subsidy levels slightly, it
will still be the case that more people want to participate than can be
served. If we decrease the subsidy levels so much that no one wants to par-
ticipate, we have decreased them more than the proposed amounts.

A more sophisticated argument against the proposal is that the poorest
households will be unable to participate in the proposed program. The
simple proposal above calls for reducing the guarantee under the Voucher
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Program (called the Payment Standard). This is the subsidy received by a
household with no income. If the Payment Standard is less than the rent re-
quired to occupy a unit meeting the program’s minimum housing stan-
dards, then a household whose income and assistance from other sources
is just sufficient to buy subsistence quantities of other goods would be un-
able to participate in the proposed Voucher Program. Previous studies
(Olsen and Reeder 1983; Cutts and Olsen 2002) have shown that the Pay-
ment Standard exceeds the market rent of units just meeting the program’s
minimum housing standards in all of the many metropolitan areas and
bedroom sizes studied. The median excess varied between 33 and 80 per-
cent between 1975 and 1993. So a considerable reduction in the payment
standard could occur almost everywhere without precluding participation
by the poorest of the poor. However, the preceding proposal might lead to
a particularly low participation rate by these households. This could be
counteracted by a smaller reduction in the guarantee combined with a
greater benefit reduction rate. For a given program budget, this would yield
a higher participation rate by the poorest of the poor and a lower partici-
pation rate by other eligible households.

Another objection to the proposed program is that participants in the re-
vised Section 8 Voucher Program would receive much smaller subsidies
than the majority of identical households receiving project-based assis-
tance, thereby introducing additional inequities into the system of housing
subsidies. This objection could be overcome by increasing the tenant con-
tribution under the programs of project-based assistance and using the sav-
ings from the reduced subsidies under these programs to increase the bud-
get of the Voucher Program. If this were done, subsidies under the Voucher
Program would not have to be reduced as much to make it an entitlement
program, and hence the program’s participation rate would be higher.

Should housing subsidies be delivered to additional households by
building new projects under some type of construction or substantial re-
habilitation program or by giving them housing vouchers?

The unanimity of the evidence on the cost-effectiveness of tenant-based
vouchers compared with any form of project-based assistance studied is a
strong argument for providing vouchers to all additional households re-
ceiving housing assistance, especially because the parameters of a voucher
plan can be altered to change many of its other effects without affecting its
cost-effectiveness or its total cost to taxpayers. For example, if we want to
increase the participation rate of the poorest households at the expense of
other eligible households, we can increase the program’s guarantee (that is,
the Payment Standard) and benefit reduction rate (that is, the tenant con-
tribution as a fraction of adjusted income). Changes in the minimum hous-
ing standards, the payment standard, the benefit reduction rate, and the
upper limit on housing expenditure will also lead to changes in consump-
tion of housing and other goods.
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Two main objections have been raised to exclusive reliance on tenant-
based assistance.54 Specifically, it has been argued that tenant-based assis-
tance will not work in markets with the lowest vacancy rates and that new
construction programs have an advantage compared with tenant-based as-
sistance that offsets their cost-ineffectiveness: Namely, they promote
neighborhood revitalization to a much greater extent.

Taken literally, the first argument is clearly incorrect in that Section 8
certificates and vouchers have been used continuously in all housing mar-
kets for more than two decades. It is true that some households who are
offered vouchers do not find such housing within their housing authority’s
time limits. However, other eligible households use these vouchers. For
many years, public housing authorities have over-issued vouchers and
thereby achieved high usage rates despite low success rates. In recent years,
they have had a reserve fund for this purpose, and current regulations call
for penalties on authorities with usage rates below 95 percent. The national
average usage rate is high (about 92 percent). So the overwhelming major-
ity of certificates and vouchers are in use at each point in time. Local hous-
ing authorities rarely, if ever, return certificates and vouchers to HUD.

The real issue is not whether tenant-based vouchers can be used in all
market conditions but whether it would be better to use new construction
or substantial rehabilitation programs in some circumstances. In this re-
gard, two questions seem especially important. Will construction pro-
grams get eligible households into satisfactory housing faster than tenant-
based vouchers in some market conditions? Are construction programs
more cost-effective than tenant-based vouchers under some circum-
stances? Although careful studies of these two questions have not been
done, we can be very confident about the answer to the first questions.

Based on existing evidence, there can be little doubt that tenant-based
vouchers get households into satisfactory housing much faster than any
construction program even in the areas where the highest fraction of
vouchers are returned unused. Two major studies of success rates under the
tenant-based Section 8 program have been completed over the past fifteen
years (Leger and Kennedy 1990a; Kennedy and Finkel 1994). These stud-
ies collected data on more than fifty local housing authorities selected at
random. The lowest success rate observed was 33 percent for New York
City in the mid-1980s.55 If a housing authority with this success rate issued
only the vouchers available at each point in time and allowed recipients up
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to three months to find a unit meeting the program’s standards, about 80
percent of the vouchers would be in use within a year. If they followed the
current practice of authorizing more households to search for units than
the number of vouchers available, almost all of the vouchers would be in
use in much less than a year.

Based on data on a large stratified random sample of 800 projects built
between 1975 and 1979, Schnare et al. (1982) found the mean time from ap-
plication for project approval to completion of the project ranged from
twenty-three months for Section 236 to fifty-three months for conventional
public housing. Mean times ranged from twenty-six to thirty-one months
for the variants of the Section 8 New Construction and Substantial Reha-
bilitation Program. Occupancy of the completed units required additional
time. Although the authors did not report results separately for different
markets, it seems reasonable to believe that these times were greater in the
tightest housing markets because the demand for unsubsidized construc-
tion would be greatest in these locations. So if Congress were to simulta-
neously authorize an equal number of tenant-based vouchers and units un-
der any construction program, it is clear that all of the vouchers would be
in use long before the first newly built unit was occupied no matter what the
condition of the local housing market at the time that the money is appro-
priated.

Although the cost-effectiveness studies discussed in section 6.4 are based
on data for projects built in twenty-five cities at many different times and
these studies are unanimous in finding that it costs significantly more than
a dollar to provide a dollar’s worth of housing under construction pro-
grams such as public housing, Section 236, and Section 8 New Construc-
tion, they do not report results that enable us to determine how the cost-
effectiveness of these programs vary with market conditions. Therefore, we
cannot be certain that vouchers are more cost-effective than construction
programs in all circumstances. Whether there are any market conditions
under which construction programs are more cost-effective than vouchers
is one of the most important unanswered questions in housing policy anal-
ysis.

The second major objection to the exclusive reliance on tenant-based as-
sistance is that new construction promotes neighborhood revitalization to
a much greater extent than tenant-based assistance. The evidence from
EHAP is that even an entitlement housing voucher program will have mod-
est effects on neighborhoods, and the small literature on the Section 8
Voucher Program confirms these findings for a similar nonentitlement pro-
gram (Lowry 1983, 205–17; Galster, Tatian, and Smith 1999). These pro-
grams result in the upgrading of many existing dwellings, but this is con-
centrated on their interiors. It is plausible to believe that a new subsidized
project built at low density in a neighborhood with the worst housing and
poorest households would make that neighborhood a more attractive
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place to live for some years after its construction. The issue is not, however,
whether some construction projects lead to neighborhood upgrading. The
issues are the magnitude of neighborhood upgrading across all projects un-
der a program over the life of these projects, who benefits from this up-
grading, and the extent to which upgrading of one neighborhood leads to
the deterioration of other neighborhoods.

Economic theory suggests that the primary beneficiaries of neighbor-
hood upgrading will be the owners of nearby properties. Since the over-
whelming majority of the poorest households are renters, it is plausible to
believe that most of the housing surrounding housing projects located in
the poorest neighborhoods is rental. Therefore, if a newly built subsidized
project makes the neighborhood a more attractive place to live, the owners
of this rental housing will charge higher rents and the value of their prop-
erty will be greater. Since the occupants of this rental housing could have
lived in a nicer neighborhood prior to the project by paying a higher rent,
they are hurt by its construction. The poor will benefit from the neighbor-
hood upgrading only to the extent that they own the property surrounding
the project.

Housing programs involving new construction may primarily shift the
location of the worst neighborhoods. With the passage of time, the initial
residents will leave the neighborhood in response to the projects, and oth-
ers who value a better neighborhood more highly will replace them. The
desirability of the neighborhoods into which the original residents move
will decline in response to their weaker demand for neighborhood ameni-
ties. The possibility of a shifting of the locations of the worst neighbor-
hoods has not even been recognized in discussions of housing policy, let
alone studied.

What has been studied is the extent to which projects under various
housing programs affect neighborhood property values. The existing stud-
ies find small positive effects on average for some programs and small neg-
ative effects for others (Lee, Culhane, and Wachter 1999; Galster, Tatian,
and Smith 1999). No study finds substantial positive effects on average for
any program.

Should we require households currently living in subsidized projects for
which future federal expenditure is discretionary to live in these projects to
receive a subsidy and their owners to be given a sufficient subsidy to induce
them to continue to serve these households, or should these households be
given housing vouchers?

HUD devotes a substantial fraction of its budget for housing assistance
to discretionary expenditures that provide additional subsidies to public
housing authorities and the owners of privately owned subsidized projects
in an attempt to insure that their projects provide satisfactory housing
without charging rents that are regarded as excessive. For example, more
than $6 billion annually is spent on operating and modernization subsidies
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for public housing. Many units under all major construction programs that
have been in existence for more than twenty years receive similar subsidies.
Given the evidence on the cost-effectiveness of different methods of deliv-
ering housing assistance, an obvious policy reform is to replace these dis-
cretionary expenditures with tenant-based vouchers.

In the case of public housing, this reform would involve using the money
currently devoted to operating and modernization subsidies to offer public
housing tenants vouchers that can be used in private or public housing.56

At present, if tenants leave public housing, they lose their subsidies, so
housing authorities have a captive audience. Under the proposed reform,
housing authorities would be forced to compete with the private sector for
tenants, albeit with the considerable advantage of having been given their
projects.

To offset this large reduction in revenue and enable housing authorities
to raise the money to continue to provide housing that meets program stan-
dards, they could be allowed to charge market rents for the units vacated
after the implementation of the reform. Households with tenant-based
vouchers would occupy many of these units. Other households eligible for
housing assistance would occupy the rest. Public housing tenants who re-
jected vouchers would be able to remain in their apartments on the previ-
ous terms.

Housing authorities could raise additional money by taking advantage
of the current regulation that allows them to sell projects. At present, they
have little incentive to do it. Without guaranteed federal operating and
modernization subsidies, many of the larger authorities may well decide to
sell their worst projects. These are projects that will be largely abandoned
by tenants with vouchers, and they are the most expensive to operate. If
they are sold to the highest bidders, some of these buildings will undoubt-
edly be torn down and the land put to some better use.

In general, if vouchers are the most cost-effective method of providing
housing assistance to additional households, they are also the most cost-
effective way to serve households currently living in housing projects.
However, two other objections to vouchering out public housing warrant
consideration.

One objection to this proposal is that it will force some tenants who pre-
fer to stay in their current units to move. This objection applies equally to
the current initiatives within the public housing program involving the
demolition or major rehabilitation of projects. When these activities occur,
displaced tenants are provided with tenant-based vouchers. It also applies
equally to similar activities in the unsubsidized housing market. Legal pro-
hibitions against this displacement are rare.
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Another objection to the proposal is that it will reduce the number of
affordable housing units. The meaning of this objection is not entirely
clear. Since any dwelling is affordable with sufficient subsidy, vouchering
out public housing does not change the number of affordable units unless
it leads to a smaller housing stock. Even if vouchering out public housing
led to the demolition of more public housing units than pursuing current
policies, it does not follow that the total housing stock will be smaller on
that account. When vacancy rates fall, private unsubsidized construction
increases. Finally, this objection might refer to a reduction in the number
of apartments reserved for occupancy by subsidized households. However,
the advantages to assisted households or taxpayers of requiring subsidized
households to live in particular units in order to receive a subsidy have not
been explained. Among the disadvantages are the cost-ineffectiveness of
project-based assistance and the severe limitation on the tenant’s ability to
adjust his or her housing in response to changes in circumstances such as
job location.

Under all programs that provide substantial project-based assistance to
private parties who build or rehabilitate housing for low-income house-
holds, these parties agreed to provide housing meeting certain standards to
households with particular characteristics for a specified number of years.
At the end of the use agreement, the government must decide whether to
change the terms of the agreement, and the private parties must decide
whether to participate on these terms. Since the government provides
mortgage insurance for the overwhelming majority of these projects, it
must also decide whether to provide additional subsidies to these projects
when the private parties default on their loans or to sell these projects with-
out subsidies. When use agreements are not renewed, current occupants
are always provided with other housing assistance, usually tenant-based
vouchers.57 Up to this point, housing policy has leaned heavily in the di-
rection of providing owners with a sufficient subsidy to induce them to con-
tinue to serve the low-income households in their projects.

Given the evidence on the cost-effectiveness of different methods of de-
livering housing assistance, an obvious policy reform is not to renew any
use agreement and to provide the subsidized occupants of these projects
with tenant-based vouchers. The issues involved in this decision are the
same as those involved in the decision to voucher out public housing. How-
ever, it should be pointed out that for-profit sponsors will not agree to ex-
tend the use agreement unless this provides higher profits over the remain-
ing life of the project than operating in the unsubsidized market. Since these
subsidies are provided to selected private suppliers, the market mechanism
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57. Indeed, they have normally been given the option of staying in their current apartment
with the government paying the difference between the market rent of the unit and the stan-
dard tenant contribution or receiving the regular voucher that would be offered to any house-
hold with the same characteristics.



does not insure that profits under the new use agreement will be driven
down to market levels. If this does not happen, it will be more cost-effective
to provide the occupants of these units with tenant-based vouchers.

6.6 Summary and Conclusions

The primary justification for housing subsidies to low-income house-
holds seems to be a desire on the part of many citizens to help these house-
holds combined with the view that many low-income households under-
value housing. To provide assistance consistent with this justification, an
incredibly complicated system of housing programs has been developed,
involving much larger indirect subsidies than is common for means-tested
transfer programs. The total cost of this system exceeds the cost of other
better-known parts of the welfare system. Only Medicaid is larger. The ev-
idence on the major effects of housing programs is sparse or old or both.
Based on this evidence, the effects of low-income housing programs can be
summarized as follows.

In aggregate, all major housing programs increase housing consumption
substantially, and almost all significantly increase consumption of other
goods. The increase in housing consumption is especially marked for new
construction programs in their early years. However, well before they reach
the midpoint of their useful lives these projects have provided less desirable
housing than the housing occupied by voucher recipients. All programs in-
crease aggregate housing consumption more than would occur if each par-
ticipant were given a cash grant equal to his or her housing subsidy.

The net effect of these changes in consumption patterns is that housing
programs typically provide large benefits to their recipients. Although
mean benefit is large compared with their mean income, it is small com-
pared with the cost to taxpayers. The mean benefit is about 75 percent of
the mean subsidy for construction programs and about 80 percent for
vouchers. For vouchers the cost to taxpayers exceeds the subsidy by the
modest administrative cost. For construction programs, the cost to tax-
payers is much larger than the sum of the subsidy and administrative cost.
The mean benefit of each program varies inversely with income and di-
rectly with family size, but the variance in real benefits among similar
households is large under most programs.

For the entire system of housing subsidies, the participation rate among
eligible households is far below 50 percent for each combination of income
and family size. For each family size, the participation rate first rises and
then falls as income increases. The poorest households of each size have
very low participation rates. Within each income class, participation rates
are highest for one-person households, reflecting the strong preference re-
ceived by the elderly in housing programs.

Evidence on the effect of housing programs on the characteristics of the
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neighborhoods in which recipients live is particularly meager. It suggests
that public housing tenants live in noticeably worse neighborhoods than in
the absence of the program and that the program contributes to racial seg-
regation in housing. Section 8 New Construction/Substantial Rehabilita-
tion and Section 8 certificates and vouchers appear to have modest effects
in the opposite direction. The existing studies find small positive effects on
neighboring property values on average for some programs and small neg-
ative effects for others. No study finds substantial positive effects on aver-
age for any program.

Housing programs appear to have small work disincentive effects. They
also have miniscule effects on the prices of unsubsidized units that are not
located near subsidized units.

The most important finding of the empirical literature from the view-
point of housing policy is that tenant-based vouchers and certificates pro-
vide equally good housing at a much lower cost than any type of project-
based assistance that has been studied. This finding implies that a shift of
all discretionary resources from programs of project-based assistance to
tenant-based vouchers would enable us to provide several million addi-
tional households with adequate housing at an affordable rent without any
increase in government expenditure.

The major issues in housing policy for low-income households are (a)
whether housing assistance should be an entitlement, (b) whether housing
subsidies should be delivered to additional households by building new
projects under some type of construction or substantial rehabilitation pro-
gram or by giving them housing vouchers, and (c) whether we should re-
quire households currently living in subsidized projects for which future
federal expenditure is discretionary to live in these projects to receive a
subsidy and should give their owners a sufficient subsidy to induce them to
continue to serve these households, or give these households housing
vouchers. The available empirical evidence has much to contribute to the
policy debate over these important questions. However, the magnitude of
the public expenditures involved argues for producing better information
on which to base these decisions. This evidence should be based on recent
data on the full range of major housing programs for low-income house-
holds.
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7.1 Introduction

Child care and early education subsidies for low-income families make
up a relatively small but growing share of the portfolio of government
means-tested transfer programs in the United States. The federal and state
governments are estimated to have spent at least 18 billion dollars on such
subsidies in fiscal year 1999. Many different government programs have
provided means-tested child care and early education subsidies. Several of
the major programs were consolidated into a single block grant as part of
the welfare reform of 1996, but a number of major programs and many mi-
nor programs remain separate. Child care and early education subsidies
are an important part of public efforts to help low-income families support
themselves by work rather than welfare. They are also an important part of
efforts to improve child outcomes for low-income families.

Economic analysis of child care subsidies is important for at least four
reasons. First, the monetary cost of child care is often cited as a major bar-
rier to economic self-sufficiency for low-income families with young chil-
dren. Child care subsidies reduce or eliminate this cost of employment, and
parental employment is an eligibility requirement for many child care sub-
sidy programs. But there are other approaches to encouraging low-income
parents to be employed—for example, the Earned Income Tax Credit. The
relative effectiveness of child care subsidies at increasing employment
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compared to other possible approaches is an important issue. An eco-
nomic analysis can clarify the conditions under which a child care subsidy
is a relatively effective policy tool for increasing employment of low-
income parents.

Second, the quality of child care in the United States is typically charac-
terized as mediocre on average, particularly in comparison to child care in
most European countries. Improving the quality of child care has been an
explicit goal of several major child care subsidy programs in the United
States. But recent federal child care programs emphasize freedom of
choice and flexibility for parents, with few restrictions on the type or char-
acteristics of child care arrangements eligible for subsidies. Economic
analysis can demonstrate the conditions under which there is a trade-off in
child care policy between increasing employment and improving the qual-
ity of care.

Third, early childhood education and intervention programs such as
Head Start are intended to help low-income children overcome the devel-
opmental disadvantages of growing up in poverty. Such programs have
different goals than child care subsidies, but they provide what is in effect
subsidized child care of relatively high quality to large numbers of low-
income children. A unified economic analysis of child care and early edu-
cation subsidies can demonstrate the trade-offs between government ex-
penditures on such programs.

Fourth, the legislation authorizing the major federal welfare reform of
1996 is up for reauthorization in 2002. The child care subsidy program cre-
ated by the reform is also up for renewal, and there is considerable senti-
ment for increasing the level of funding for child care. Economic analysis
of the effects of child care subsidies can and should be an important input
in the debate over future child care policy.

This chapter describes child care and early education subsidy programs
in the United States; discusses the rationale for such programs and the eco-
nomic issues raised by the existence and structure of the programs; reviews
evidence on the effects of the programs on the behavior and outcomes of
low-income families; and discusses proposals for reform of such programs.
Section 7.2 summarizes the history and rules of the main programs, and
section 7.3 tabulates information on expenditures, caseloads, and charac-
teristics of subsidy recipients and child care users. Section 7.4 discusses the
economic issues: Why does the government subsidize child care, what are
the goals of such subsidies, what are the work incentives of the programs,
and what are the incentives provided by the programs with respect to the
quality of child care and the well-being of children? Empirical evidence on
these issues is discussed in section 7.5, including evidence drawn from ex-
perimental demonstrations, evaluations of existing subsidies, and econo-
metric analysis of price effects. Section 7.6 discusses a number of policy is-
sues that have been prominent in recent discussions of child care subsidies
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and describes options for further reform of the child care subsidy system in
the United States. Section 7.7 concludes by suggesting fruitful avenues for
research.

7.2 Structure and Recent History of Child Care and Early Education
Subsidy Programs

The programs considered in this chapter provide subsidies for non-
parental child care and early education of children in low-income families.
Some of the programs subsidize work-related child care expenses only, but
others, such as Head Start, have no employment requirement for the par-
ents. The goals and structure of work-related child care subsidy programs
are typically quite different from those of early education programs, and it
would simplify the discussion if only work-related child care subsidies were
considered in this chapter. However, this would neglect an important issue
that recurs throughout the chapter: the trade-off faced by policymakers be-
tween the goals of improving child well-being and increasing economic
self-sufficiency. This trade-off is recognized as a fundamental issue in child
care policy, and as such it should be discussed in this chapter. The structure
of a subsidy for work-related child care expenses affects the quality of child
care purchased, whether or not this is a goal of the subsidy program; and
the structure of an early education program affects the work incentives of
the parents, whether by design or not. Tax deductions and credits that
provide unrestricted child subsidies (subsidies based on the presence of chil-
dren that are not restricted in how parents can spend the funds) are not dis-
cussed in this chapter, although the related issue of “child allowances” is
included in the discussion of reform options in section 7.6. The one major
child care subsidy program not discussed here is the exclusion from taxable
income of employer-provided dependent care expenses, because it is not
means tested.1

The history, goals, and main provisions of the major child care and early
education programs considered in this chapter are summarized in table
7.1.2 The subsidy rate in the Dependent Care Tax Credit (DCTC) declines
with the level of income, so this program is means tested in a sense, al-
though the subsidy rate remains constant for Adjusted Gross Income
(AGI) above $28,000. More importantly, because the credit is not refund-
able the amount of credit available to low-income families is relatively
small. A nonrefundable credit is limited to the amount of income tax lia-
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1. See U.S. House of Representatives, Committee on Ways and Means (1998, 838–39) for a
description of this program. Another non-means-tested program not considered is military
child care (U.S. General Accounting Office 1999a).

2. Some smaller programs omitted from the table are listed in U.S. General Accounting
Office (1994b) and Robins (1991). A number of states have their own tax credits for child care,
but they generally provide small benefits.
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bility; many low-income families have no federal income tax liability and
therefore cannot receive any tax credit. Data from the Internal Revenue
Service indicate that 20.8 percent of the total amount of tax credit claimed
in 1999 went to families with AGI of less than $30,000, but almost all of
this amount was claimed by families with AGI between $15,000 and
$30,000; only 0.7 percent of the total was claimed by families with AGI less
than $15,000.3 As noted in table 7.1, the DCTC is scheduled to become
more generous in 2003, with the maximum subsidy rate increasing from 30
to 35 percent, the income limit for the maximum subsidy rate increasing
from $10,000 to $15,000, and allowable expenses increasing form $4,800 to
$6,000 for two children.

The 1988 Family Support Act (FSA) mandated two new programs, Aid
to Families with Dependent Children Child Care (AFDC-CC) and Tran-
sitional Child Care (TCC). The AFDC-CC subsidy was intended to facili-
tate participation of welfare recipients in the Job Opportunities and Basic
Skills (JOBS) program, an employment/training program mandated by the
FSA to move families off welfare to economic self-sufficiency. The goal of
the TCC program was to help maintain employment by providing subsi-
dies to families who had recently moved off welfare, for up to one year af-
ter leaving welfare. The Omnibus Budget and Reconciliation Act (OBRA)
of 1990 introduced two more new programs, At-Risk Child Care (ARCC)
and the Child Care and Development Block Grant (CCDBG). The ARCC
program provided child care subsidies to families who might otherwise not
have been able to work and would as a result be at risk of going on welfare.
The CCDBG had two goals: to provide more funds to subsidize employ-
ment-related child care expenses for low-income families, and to subsidize
quality-improvement activities and consumer education. The quality-
improvement activities that could be subsidized included resource and re-
ferral services, grants to providers to enable them to meet state child care
regulations, improvements in monitoring and enforcement of regulations,
and training programs for staff.

The proliferation of programs with different target populations, eligibil-
ity requirements, and subsidy rates following the passage of FSA and
OBRA led to a fragmented system in which families would have to switch
from one program to another as a result of changes in employment and
welfare status, and some families would not be eligible for any subsidy de-
spite having economic circumstances quite similar to those of eligible fam-
ilies. Examples of the consequences of this fragmentation are given in U.S.
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3. Internal Revenue Service (2001). 31.2 percent of returns filed in 1999 had AGI of less
than $15,000, but the number of these with children is unknown. Thirty-eight percent of re-
turns with AGI under $15,000 owed income tax. In 1999, single household heads with gross
income of at least $9,100 and married households with income of at least $12,700 were re-
quired to file a tax return. The number of low-income households that did not file a return is
unknown.



Advisory Commission on Intergovernmental Relations (1994), U.S. Gen-
eral Accounting Office (1995), Ross (1996), and Long et al. (1998). For ex-
ample, Long et al. (1998, 6–7) note that prior to welfare reform in Califor-
nia and Massachusetts the various child care programs were administered
by different state agencies. Families had to apply separately for each of the
programs and could incur significant time and hassle costs in changing
from one program to another as a result of a change in family income or
age of the child.4

In 1996 the Personal Responsibility and Work Opportunity Reconcilia-
tion Act (PRWORA) consolidated the four programs created by FSA and
OBRA into a single child care block grant program called the Child Care
and Development Fund (CCDF).5 The main goal of the consolidated pro-
gram is to facilitate the transition from welfare to work and help maintain
employment of low-income parents. A minimum of 4 percent of funds
must be used by states for quality-improvement and consumer education
activities. Federal CCDF funds are provided to the states in three
“streams”: discretionary, mandatory, and matching. Discretionary and
mandatory funds are distributed according to rules similar to those of the
old programs, primarily based on the number of children and state income.
These two streams do not require state matching funds. To receive funds
from the matching stream, “a state must maintain its expenditure of state
funds for child care programs at specified previous levels (‘maintenance-
of-effort’ spending) and spend additional state funds above those levels”
(U.S. General Accounting Office 1998, p. 5). One of the main goals of the
consolidation of the four programs was to eliminate the fragmentation that
existed under the previous system. Under the new system, states can (but
are not required to) allow a family that moves from welfare to work to con-
tinue receiving a child care subsidy without changing programs. According
to Long et al. (1998), states have made considerable progress in creating
more seamless child care subsidy programs since the passage of PRWORA,
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4. Most of the discussion of child care cost in this chapter refers to the monetary cost of
care. There are other costs as well, such as the cost of establishing and maintaining eligibility
for a subsidy, searching for care, arranging for substitute care when the regular provider is not
available, and the disutility associated with using nonparental care. These nonmonetary costs
are difficult to measure but may be quite important. The models described in section 7.4.2 in-
corporate a general form of nonmonetary child care cost.

5. Three of the previous programs (AFDC-CC, TCC, and ARCC) were authorized and
funded by Social Security Title IV-A. They were replaced by the Temporary Assistance for
Needy Families (TANF) Child Care Block Grant, funded by the Social Security Act.
PRWORA also reauthorized and revised the existing CCDBG program with its own funding.
Finally, it stipulated that both the new TANF Child Care Block Grant and the CCDBG be
administered by the CCDBG program. The combined program is called the CCDF, and it
consists of the two separately authorized funding streams, administered jointly and subject to
the same rules (Pitegoff and Bream 1997). Many documents continue to refer to the joint pro-
gram as the CCDGB, but the correct name of the combined program is now the CCDF. Most
of the information on the CCDF provided here is from the Final Rule issued by U.S. Depart-
ment of Health and Human Services (1998).



including single points of entry to the program, unified waiting lists, and
consolidation of programs in a single agency (see also Adams, Snyder, and
Sandfort 2002).

States can use CCDF funds to assist families with income up to 85 per-
cent of state median income (SMI) but are free to use a lower income-
eligibility criterion. Parents must be employed, in training, or in school,
although some exceptions are permitted. In general, priority for CCDF
funds is supposed to be given to families with very low incomes and chil-
dren with special needs. Specifically, states must use at least 70 percent of
their mandatory and matching funds to serve families on welfare, families
in work activities who are moving off welfare, and families at risk of going
on welfare. These correspond to the three groups previously served by the
AFDC-CC, TCC, and ARCC programs, respectively. The CCDF also re-
quires that a substantial portion of the discretionary funds and the other
30 percent of mandatory and matching funds be used to assist working
poor families who are not current, recent, or likely future welfare recipi-
ents—the group previously served mainly by the CCDBG program. As
part of the general increase in flexibility provided by PRWORA, states are
permitted to transfer up to 30 percent of their TANF block grant funds to
the CCDF to be used for child care, and they can also use TANF funds di-
rectly for child care services without transferring the funds to CCDF.
States must use “certificates” (formerly called vouchers) that allow families
to purchase care from any provider that meets state regulations and licens-
ing standards or is legally exempt from licensing, including relatives (who
do not live in the child’s household) and babysitters. The regulations that
govern health, safety, group size, training, and so forth are determined en-
tirely at the state level with no federal requirements, and they vary widely
across states.6 States are permitted to impose more stringent requirements
for child care services funded by CCDF, but any such additional require-
ments must be consistent with the strong provisions of the CCDF requir-
ing flexibility in parental choice of child care (see U.S. Department of
Health and Human Services 1998, p. 39986). States can also contract to
purchase slots in day care centers and family day care homes and provide
such slots to eligible families.

The other main subsidy program with an employment focus is the Title
XX Social Services Block Grant (TXX). This program subsidizes a wide
variety of social services and gives states flexibility in how the funds are al-
located across the various eligible services. On average, about 15 percent of
TXX funds have been spent on child care in recent years (U.S. House of
Representatives, Committee on Ways and Means 1998, 720). Child care
funded by Title XX must meet applicable state standards, and it is often
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6. See the National Child Care Information Center (http://nccic.org) for information on
state child care regulations.



provided through “slots” in centers and family day care homes purchased
through grants and contracts with state or local agencies.

The last three programs listed in table 7.1, Head Start, the Child Care
and Adult Food Program (CCFP), and Title I-A, are intended to improve
child well-being, and these programs therefore have no employment or
training requirement for the parents. Head Start programs must meet a set
of federal standards that are more stringent and child development–ori-
ented than most state regulations, and Title I-A programs must meet the
Head Start standards as well. Head Start also requires parental involve-
ment and provides nutrition and health services as well as early education.
The CCFP provides subsidies for meals meeting federal nutrition require-
ments served in licensed day care centers and family day care homes serv-
ing low-income children. Subsidy rates depend on family income of the
children served, with a maximum income of 185 percent of the poverty
level. Most Title I-A funds go to schools serving K-12 students, but state
and local education agencies may use such funds to serve preschool age
children as well, in school-based or community-based programs.

7.3 Program Statistics

7.3.1 Expenditures, Caseloads, and Program Rules

Table 7.2 summarizes federal and state expenditures on child care subsi-
dies in recent years and the numbers of children served by the subsidy pro-
grams. Assuming that 25 percent of DCTC expenditures went to low-
income families and that fiscal year (FY) 1999 CCFP expenditures were the
same as in FY 2000, a rough figure for total expenditure on means-tested
child care subsidies in FY 1999 is $18 billion. A meaningful total for the
number of children cannot be computed, because the DCTC lists only the
number of families served, data are not available for TXX and Title I-A, and
some children may be served by more than one program (for example, the
DCTC and the CCFP). The CCDF is the biggest program in terms of ex-
penditure, at about $9 billion. Much of the CCDF funding was transferred
from TANF; the CCDF appropriation for 1999 was $5.285 billion. Head
Start is the second largest program, with expenditure of $4.7 billion in 1999,
$5.3 billion in 2000, and $6.2 in 2001. Head Start is the best-funded program
per child served, with annual expenditure of $5,688 per child versus $5,189
per child in the CCDF, and a maximum of $720 per child in the DCTC.

The provisions of the DCTC, Head Start, the CCFP, and the Title I-A
programs are determined at the federal level, with little discretion given to
states. The main provisions of these programs are summarized in table 7.1.
In contrast, states have substantial flexibility in designing their CCDF
programs, including the income eligibility limit, copayments by families,
and reimbursement rates to providers. These rules are summarized for each
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Table 7.2 Federal and State Expenditures and Children Served by Major Means-
Tested Child Care Subsidy Programs

DCTC HS TXX-CC CCFP CCDF Title I-A

Federal + State Expenditures (billions of current dollars)
FY 2001 6.200
FY 2002 5.267 0.231 1.559
FY 1999 2.675 4.968 0.285 9.132 2.015
FY 1998 2.649 4.347 6.399
FY 1997 2.464 3.981 0.370 1.524 4.369
FY 1996 2.663 3.569 0.352 1.580
FY 1995 2.518 3.534 0.414 1.467 3.100

Children Served (millions)
FY 2001 0.905
FY 2000 0.857
FY 1999 6.182 0.826 1.760
FY 1998 6.120 0.822 2.6 1.515
FY 1997 5.796 0.794 2.2 1.248
FY 1996 6.003 0.752 2.4
FY 1995 5.964 0.751 2.3 1.445

Sources: Dependent Care Tax Credit (DCTC): U.S. House of Representatives, Committee on
Ways and Means (2000, 816), except 1999: Internal Revenue Service (2001). Figures in the
lower panel are number of returns filed claiming the credit, not the number of children. Head
Start (HS): Administration for Children and Families (2002). Title XX Child Care (TXX-
CC): Committee on Ways and Means (2000, pp. 600, 634): 15 percent of $1.9 billion for 1999;
13 percent of $1.775 billion for 2000; Committee on Ways and Means (1998, pp. 714, 720):
14.8 percent of $2.800, $2.381, $2.500 for FY 1995, 1996, 1997. Child Care Food Program
(CCFP): expenditure: Committee on Ways and Means (2000, 600); Committee on Ways and
Means (1998, pp. 714, 720); children served: U.S. Department of Agriculture (2001). Child
Care and Development Fund (CCDF): Expenditure: 1997–99: I computed expenditure fig-
ures by summing all federal and state expenditures on the CCDF, either directly or through
transfers to TANF, using data from the Annual TANF Reports to Congress (U.S. Depart-
ment of Health and Human Services, various years) and reports from the Administration for
Children and Families (various years). The latter source provides allocations to the CCDF for
FY 2000 and 2001, but there are no data available on transfers from TANF for these years.
Transfers to TANF constituted about half of CCDF spending in FY 1999. 1995: U.S. Gen-
eral Accounting Office (1998, 4); total funding for the four programs later consolidated in to
the CCDF: AFDC-CC, TCC, ARCC, CCDBG. Children served: 1999: Administration for
Children and Families (2000); 1998: Administration for Children and Families (2001b); 1997:
Administration for Children and Families (1998); 1995: Administration for Children and
Families (1995). Title I-A: U.S. General Accounting Office (1999b, 6): Department of Educa-
tion programs: Title I part A, Individuals with Disabilities Education Act, Even Start,
Twenty-First Century Learning Centers. U.S. General Accounting Office (2000) gives differ-
ent figures and an estimate of 341,000 preschool children served by Title I-A and Even Start.
Notes: See table 7.1 for definition of the program acronyms. Expenditures are given in current
dollars to facilitate checking with the original sources. To convert expenditures to 2001 dol-
lars using the Consumer Price Index, multiply dollar figures for 1995–2000 by 1.162, 1.129,
1.103, 1.0865, 1.063, and 1.028, respectively. Blank cells indicate data not available.



state in table 7.3. Only nine states set income eligibility at the maximum al-
lowed by law, 85 percent of SMI. Ten states set the income eligibility limit
at less than 50 percent of SMI. States are permitted to waive fees (copay-
ments) for families with income below the poverty line, and the fourth col-
umn of table 7.3 shows that there is substantial variation across states in
use of this provision. Fees are determined in many different ways, includ-
ing flat rates, percent of cost, percent of income, and combinations of
these. States are required to have sliding scale fee structures, with fees that
rise with family income. The minimum fee shown in the fifth column of the
table is the copayment required of the lowest-income families, and the
maximum fee shown in the sixth column is the copayment for the highest-
income eligible families. The reimbursement rates listed in the last two col-
umns represent the amount of the subsidy exclusive of the family copay-
ment. States that provide relatively generous reimbursement also tend to
have higher income eligibility limits: The correlation between the figures in
columns (2) and (8) is .51, and between the figures in columns (3) and (8) is
.25. Federal guidelines for implementation of the CCDF law require that
the subsidy rate be set at the 75th percentile of the price distribution from
a recent local market rate survey. In practice many states use out-of-date
market rate surveys or set the subsidy rate lower than the 75th percentile of
the price distribution (Adams, Schulman, and Ebb 1998, 23). There are no
systematic data available on the difference between reimbursement rates
and fees actually charged by providers. Anecdotal evidence compiled by
the Children’s Defense Fund indicates that “In many states, child care sub-
sidy rates are so low that many providers are unwilling to accept children
who have subsidies or limit the number of children with subsidies they are
willing to accept. Some providers may take subsidies, but only if parents
pay them the difference between what the subsidy rate will cover and the
provider’s actual rate (in addition to the copayment the parent is already
required to pay)” (Adams, Schulman, and Ebb 1998, 20). This is inconsis-
tent with the requirement of the CCDF that payment rates should be suffi-
cient to ensure equal access for CCDF-eligible children to comparable
child care services provided to children not eligible for child care assistance
(U.S. Department of Health and Human Services 1998, p. 39985).

The only subsidy program that is an open-ended entitlement is the
DCTC (in terms of number of children served, not expenditures per child),
and as explained above this is one of the smaller low-income child care sub-
sidy programs. The other programs are capped entitlements, with no obli-
gation to serve all eligible families. It is estimated that the CCDF serves
only 15 percent of eligible children (Administration for Children and Fam-
ilies, 1999).7 There is no systematic information available on how CCDF
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7. Many families who are eligible do not apply for a subsidy from the CCDF. See Besharov
(2002) for a discussion of the possible reasons for low take-up of the subsidy.
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funds are allocated among eligible families. Head Start served 822,316
children in FY 1998, compared to 4.775 million children under age six in
poverty in calendar year 1998 (U.S. Bureau of the Census 1999, table 2).
However, 89 percent of children in Head Start are aged three to four.8 As-
suming that one-third of the children under age six are ages three to four
yields about 50 percent of three-to-four-year-old children in poverty who
are served by Head Start (see Currie 2001 for a similar estimate). No fig-
ures are available on the percentage of eligible children served by the other
programs.

Family income is a determinant of eligibility in all of the programs listed
in table 7.1 except for the DCTC, and in several of the programs income de-
termines the subsidy rate or amount (DCTC, CCDF, CCFP). If cash or in-
kind benefits from other means-tested programs were counted as part of
income for determining eligibility and/or benefits from child care subsidy
programs, there would be important interactions between child care pro-
grams and other means-tested subsidy programs. States are given discre-
tion in determining which sources of income are counted in determining
CCDF eligibility. All states include earned income (a few disregard a small
share of earnings), the majority include TANF and child support income,
and almost all exclude food stamps and EITC from the income definition
(Ross 2002).

7.3.2 Recipient Characteristics

The Survey of Income and Program Participation (SIPP) panel of 1996
collected information about child care subsidies from a sample of house-
holds with at least one child under age fifteen in spring 1999. Respondents
were asked “Did anyone help you pay for all or part of the cost of any child
care arrangements for the child?” Respondents who replied affirmatively
were asked whether the source of the assistance was a government agency.
In another section of the survey respondents were asked if any of their chil-
dren were enrolled in Head Start. Many respondents who reported having
a child enrolled in Head Start did not report receiving a subsidy, so I re-
classified them as receiving a subsidy. The tabulations reported in Panel A
of table 7.4 show that only 2.1 percent of the sample reported receiving a
government subsidy. This could be a substantial underestimate of subsidy
receipt if respondents did not include arrangements that were subsidized
by tax credits or direct government reimbursement to the provider through
grants and contracts, which remains a common form of subsidy in several
means-tested programs. The incidence of receipt of a subsidy was 4.0 per-
cent for the lowest income group and 11.2 percent for families who were
public assistance recipients.
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8. An “Early Head Start” program was authorized in 1994 to serve children below age
three. It is a small part of the overall Head Start program.



Table 7.4 Incidence of Child Care Subsidy Receipt and Characteristics of Recipient, 1990

Receives Does Not Receive 
Public Assistance Public Assistance

Proportion 
with No No 

Subsidy Subsidy Subsidy Subsidy Subsidy

A. Incidence
Annual household income ($000)

All .021
0–4.99 .040
5.00–9.99 .053
10.00–14.99 .042
15.00–19.99 .029
20.00–24.99 .033
25.00–29.99 .025
30.00–34.99 .029
35.00–39.99 .013
40.00+ .009

Public assistance (PA) status
Receives PA .112
Does not receive PA .022

B. Characteristics of households with annual income � $25,000
Center .45 .05 .41 .05
Nonrelative .44 .10 .33 .11
Other nonparent .10 .31 .20 .30
Pay for care .42 .10 .46 .14
Cost/hour 2.55 1.76 2.81 3.07
Mother employed .61 .28 .79 .49
Hours worked (if � 0) 39 33 37 37
Wage rate 6.62 6.58 6.71 7.10
Education � 12 .45 .18 .52 .32
Married, spouse present .12 .12 .35 .51
Annual earnings (if � $0) $10,760 $7,575 $11,053 $11,953
Other adults .09 .28 .17 .21
Fewer than five children 1.09 .72 .84 .68
Black .34 .40 .28 .21
Hispanic .23 .29 .17 .24
White .43 .25 .52 .50

N 15,747 89 762 88 3,875

Source: Tabulations from the Survey of Income and Program Participation (spring 1999).
Notes: Unit of analysis is one child. Figures are weighted by the child’s sample weight. A child is coded
as receiving a subsidy if the mother reports that a government agency helps pay for child care or that one
of the child’s arrangements is Head Start. Public assistance includes cash (TANF, GA, SSI) and food
stamps. Center care includes nursery, preschool, and Head Start. Nonrelative includes family day care
homes, nannies, babysitters, and other nonrelatives (except centers).



Panel B of table 7.4 restricts the sample to households with annual in-
come under $25,000 and classifies them by whether they received public as-
sistance and whether they received a child care subsidy. Subsidy recipients
were much more likely to use a day care center than nonrecipients (this is
true even if Head Start cases are excluded). This may reflect the fact that
direct provider reimbursement is used mainly for day care centers. The
mother was much more likely to be employed in households receiving a
subsidy. This is a major change from ten years earlier, and it is consistent
with the post-PRWORA emphasis on employment for welfare recipients.
In the welfare group, subsidy recipients had higher average earnings and
hours of work, and wages similar to those of nonrecipients. In the nonwel-
fare group, subsidy recipients had a lower wage, similar hours per week,
and higher annual earnings than nonrecipients.9 Some important ques-
tions about subsidies that cannot be answered based on these data are what
fraction of nonrecipients were ineligible, what fraction of eligible families
were aware of their eligibility, what fraction of those who were aware ap-
plied for a subsidy, and what fraction of applicants were awarded a subsidy.
Information from site-specific surveys suggests that lack of awareness of
subsidies among eligible families is widespread (Meyers and Heintze 1999;
Fuller et al. 2000).

The only other information available on characteristics of child care sub-
sidy recipients is fragmentary. Piecyk, Collins, and Kreader (1999) used
data from administrative records in Illinois and Maryland for 1997 and
1998 to tabulate characteristics of children and families whose child care
was subsidized by a voucher and who were current or former cash assis-
tance recipients. Of those children who were current or recent welfare re-
cipients and were receiving subsidized child care from a voucher, roughly
half were current welfare recipients and half former recipients. Maryland
subsidy recipients were much more likely to use center and family day care
than Illinois voucher recipients. Voucher use increased substantially dur-
ing 1997, and there was also a substantial amount of turnover in the
voucher programs.10
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9. An earlier study, the 1990 National Child Care Survey (NCCS), asked respondents
whether they planned to claim a tax credit for child care expenses for 1989. Twenty-eight per-
cent of respondents with family income under $25,000 planned to claim a credit, compared to
35 percent of families with income above this threshold. These figures cannot be compared
to IRS data because the population covered in the NCCS includes only families with children
under thirteen, and the IRS does not report the number of tax returns by age of children.
Among the lower-income group in the NCCS, claimants had higher wages and earnings and
were less likely to be married, Hispanic, and white than nonclaimants.

10. For additional information on characteristics of subsidy recipients in site-specific stud-
ies, see Schumacher and Greenberg (1999) and Fuller, Kagan, and Loeb (2002). Chipty et al.
(1998), Fuller et al. (1999) and Meyers and Heintze (1999) use samples of low-income moth-
ers to examine child care subsidy issues but do not report characteristics of subsidy recipients
separately from other groups.



7.3.3 Types of Child Care and Payment for Care

An important feature of the child care market is the diversity of types of
child care used. Table 7.5 shows the distribution of primary child care
arrangements of children under age six of employed mothers in Spring
1999, using data from SIPP. In almost half of all primary child care
arrangements for young children of employed mothers, the caregiver is the
mother, the father, or another relative. About 30 percent of arrangements
are in day care centers or preschools, 11 percent in family day care homes,
and 9 percent in other nonrelative arrangements such as a babysitter or
nanny. These figures are quite similar to the distribution in the Urban In-
stitute’s 1997 National Survey of America’s Families (Capizzano, Adams,
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Table 7.5 Distribution of Children under Age Six of Employed Mothers by Primary Child
Care Arrangement in the Survey of Income and Program Participation, Spring 1999

Mother, Family
Other while Other Day Care Center or 

Father Relative at work Nonrelative Home Preschool

All 17.1 28.4 3.0 9.5 11.1 30.9
White 18.4 23.4 3.3 9.3 13.8 31.8
Black 11.2 34.7 1.8 8.2 5.2 39.0
Hispanic 17.5 39.6 3.0 12.7 7.2 19.8
Married 20.3 24.0 3.5 9.7 11.7 30.6
Widowed, divorced, 

or separated 7.9 32.4 2.9 7.5 12.4 37.0
Never married 9.8 43.1 1.2 9.9 8.0 23.7
Child age

0 24.3 33.1 3.0 9.4 11.0 17.1
1 19.1 31.6 3.1 13.5 13.6 19.1
2 17.4 30.1 5.4 10.5 12.5 24.2
3 18.0 33.3 2.1 7.9 12.0 26.8
4 12.9 24.7 1.6 8.7 10.4 41.8
5 13.4 19.1 1.7 7.2 7.4 51.4

Full-time 13.4 28.4 1.9 10.1 13.1 33.2
Part-time 25.5 28.9 5.0 8.4 7.8 24.5
Day shift 12.3 26.9 2.9 9.3 13.2 35.3
Nonday shift 30.1 32.4 3.3 10.0 5.4 19.0
Annual family income 

($000)
� 18.00 14.2 34.0 1.0 10.0 8.8 30.2
18.00–35.99 20.9 35.6 2.7 8.2 8.1 24.5
36.00–53.99 18.8 24.9 3.7 10.7 11.1 30.8
54.00+ 14.8 24.0 2.9 9.5 13.7 36.1

Poor 12.9 36.2 3.7 11.0 6.7 29.7
Not poor 15.5 27.3 2.6 9.3 11.7 31.1

Source: Tabulations from the 1999 SIPP.
Note: Figures are weighted by the child’s sample weight.



and Sonenstein 2000). The distribution varies considerably by family char-
acteristics. Relative care is much more frequent in black and Hispanic fam-
ilies than in white families, with center care less common for Hispanics,
and father, nonrelative, and family day care less common for blacks. Fam-
ilies with a married mother are much more likely to use care by the father
than are families with an unmarried mother, whereas the latter are more
likely to use relative care. Center care is substituted for relative care, fam-
ily day care, and other nonrelative care as children age. Father, mother, and
relative care together account for 44 percent of arrangements for mothers
who work full time, 60 percent for mothers who work part time, 42 percent
of arrangements for mothers who work a day shift, and 66 percent for
mothers who work nonday shifts. It is often asserted that there is a short-
age of center care during evening and weekend work hours, but it is not
clear whether the heavier use of informal arrangements during nonday
shift hours reflects a shortage of more formal arrangements or greater
availability of another family member to provide care. The distribution
of types of care arrangements varies considerably by family income
and poverty status. Loosely speaking, center and family day care and baby-
sitters appear to be normal goods, substituted for relative care as in-
come rises. However, this pattern may also be the result of a substitution
effect: The opportunity cost of informal care is high in upper-income
housholds if all potential earners in such households have relatively high
wage rates.

One reason the distribution of child care by type is important is that it is
closely associated with whether a family pays for child care. Unpaid child
care arrangements are quite common and play an important role in the eco-
nomic analysis of child care subsidies discussed in the next section. Table 7.6
describes the distribution of child care arrangements by payment status and
the amount paid. Panel A shows that of families with an employed mother
and at least one child under fifteen, the percentage who made any payment
for child care fluctuated between 31 and 44 percent from 1985 to 1999 with
an upward trend since 1991. Total weekly payments conditional on any pay-
ment showed a slight upward trend in real terms (1999 dollars) during the
second half of the 1980s, from $91 in 1985 to $97 in 1988. Expenditure ap-
pears to have declined on average since 1988 to a low of $76 in 1999. How-
ever, changes in survey design during the 1990s may have affected the com-
parability of the figures. The percent of family income spent on child care
increased slowly and steadily from 6.3 percent in 1986 to 7.5 percent in 1999.
Panel B shows that in 1999 56 percent of families with a child under age six
and an employed mother paid for child care. The incidence of payment and
the amount paid tend to increase with family income, while the amount paid
as a percentage of family income falls with the level of family income. Moth-
ers working full time are much more likely to use paid care than mothers
working part time, but conditional on paying for care the amount paid is
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Table 7.6 Family Child Care Expenditures

Weekly Expense, 
All Children % of 

% Paying (if pay; $1999) Income

A. Families with Employed Mother, Children � 15
Spring 1999 43.0 75.6 7.5
Spring 1997 44.1 74.7 7.4
Fall 1995 40.5 92.9 7.4
Fall 1993 35.5 85.1 7.3
Fall 1991 34.5 86.4 7.1
Fall 1990 38.0 87.6 6.9
Fall 1988 39.9 97.2 6.8
Fall 1987 33.3 94.7 6.6
Fall 1986 31.4 93.6 6.3
Winter 1985 33.7 90.6 n.a.

B. Spring 1999, Families with Employed Mother, Child � 6 Only
All 56.1 88.9 9.0
Annual family income 

($000)
� 18.00 51.0 57.9 22.2
18.00–35.99 47.9 80.6 11.9
36.00–53.99 57.4 81.4 7.2
54.00+ 62.2 105.8 5.0

Below poverty line 44.0 67.7 33.1
Above poverty line 57.3 90.5 7.5
Full-time employee 63.9 92.7 8.6
Part-time employee 41.1 77.0 5.7
Married 58.0 95.2 6.8
Widowed, divorced, or 

separated 62.0 77.0 14.0
Never married 48.4 69.3 12.5

Source: Tabulations from the 1997 and 1999 SIPP, and Smith (2002).
Note: N.a. indicates data not available.

only $15 higher for full-time than for part-time care. Married and previously
married mothers are more likely to pay than never-married mothers.11

7.4 Economic Issues

This section discusses three important economic issues concerning child
care subsidies for low-income families: First, why does the government

11. See Giannarelli and Barsimontov (2000) for comparable data from the 1997 National
Survey of America’s Families. Data from the 1990 NCCS show that paying for care is much
less common when the mother is not employed and when the youngest child is school age
(Hofferth et al. 1991). Relative care is least likely to be paid, with the largest percentage of rel-
atives paid being 36 percent for employed mothers of children under five. For employed moth-
ers, centers, babysitters, and family day care arrangements are almost always paid, but for
nonemployed mothers unpaid arrangements of these types are quite common.



subsidize child care? Is there a market failure? If so, what is the source of
market failure, and under what conditions can subsidies help to correct the
failure and improve resource allocation? Or are child care subsidies merely
a form of income redistribution? Second, what are the work incentives
caused by child care subsidy programs? How does the availability of infor-
mal (unpaid) child care affect these incentives? How effective are child care
subsidies compared to employment subsidies in achieving the goal of eco-
nomic self-sufficiency? To what extent do child care subsidies crowd out
private child care expenditures by mothers who would have worked any-
way? Third, what are the effects of child care subsidies on the quality of
child care and on child well-being? How are these effects influenced by the
form of the subsidy? How do subsidies of different types affect incentives
for parents to purchase high-quality care?

7.4.1 Why Subsidize Child Care?

Three main arguments have been used in support of government subsi-
dies to child care. The arguments are based on attaining economic self-
sufficiency, child care market imperfections, and distributional considera-
tions.

Self-Sufficiency

Child care subsidies can help low-income families be economically self-
sufficient. Self-sufficient in this context means employed and not enrolled
in cash-assistance welfare programs. Self-sufficiency may be a desirable
goal for noneconomic reasons, but it also may be considered desirable if it
increases future self-sufficiency by inculcating a work ethic and generating
human capital, thereby saving the government money in the long run
(Robins 1991, 15). These arguments explain why many child care subsidies
are conditioned on employment or other work-related activities such as ed-
ucation and training. Child care and other subsidies paid to employed low-
income parents may cost the government more today than would cash as-
sistance through TANF. But if the dynamic links suggested above are
important, then these employment-related subsidies could result in in-
creased future wages and hours worked and lower lifetime subsidies than
the alternative of cash assistance both today and in the future. Note that
this argument has nothing to do with the effects of child care on children,
and there are few restrictions on the type and quality of child care that can
be purchased with employment-related subsidies such as the CCDF and
DCTC. There is little evidence either for or against the existence of strong
enough dynamic links to make means-tested employment-conditioned
child care subsidies cost-effective for the government in the long run.12
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12. There is substantial evidence of positive serial correlation in employment. Whether this
is due to “state dependence” (working today changes preferences or constraints in such a way



Walker (1996) has argued that difficulties in attaining economic self-
sufficiency are caused by imperfections in the credit market, not the child
care market. If the dynamic links suggested above are important, then a
family could borrow against its future earnings in a perfect credit market
to finance the child care needed in order to be employed today and gain the
higher future earnings that result from employment today. Imperfection in
the credit market caused by moral hazard and adverse selection prevent
this, but the remedy according to Walker lies in government intervention
in the credit market, not the child care market. Walker’s proposal is dis-
cussed in section 7.6.

Market Imperfections

The second main argument in favor of government child care subsidies is
imperfection in the child care market. The imperfections that are often cited
as a basis for government intervention are imperfect information available
to parents about the quality of care, and positive external benefits to society
generated by high-quality child care.13 These considerations can be used to
argue for child care subsidies to all families, since the externalities and in-
formation problems are not necessarily income-specific.14 Walker (1991)
spells out these points in detail; the discussion here follows his arguments
closely.15 There is imperfect information in the child care market because
consumers are not perfectly informed about the identity of all potential sup-
pliers, and because the quality of care offered by any particular supplier
identified by a consumer is not fully known. A potential remedy for the first
problem is government subsidies to resource and referral (R&R) agencies to
maintain comprehensive and accurate lists of suppliers. This may not solve
the problem in practice because of very high turnover and unwillingness to
reveal their identity among informal child care providers. The second infor-
mation problem is that consumers know less about product quality than
does the provider, and monitoring is costly. This can lead to moral hazard
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as to make working in the future more attractive) or unobserved heterogeneity (working to-
day does not affect the attractiveness of future work; some people find work more attractive
than others in every period) is unclear. See Heckman (1981) for an early discussion and Hys-
lop (1999) for recent evidence. I am not aware of any evidence on this issue that is specific to
the low-income population. Gladden and Taber (2000) analyze the effect of work experience
on wage growth for less-skilled workers.

13. It is often claimed that there are shortages of child care of particular types such as cen-
ter care for infants, night shift care, and care for sick children. Most of these claims are by
non-economists who use the term “shortage” in the usual noneconomic sense that providers
are not willing to supply much child care of these types at prices that most consumers are will-
ing to pay. See Waller (1997) for an example.

14. Evidence summarized by Currie (2001) suggests that the benefits of high-quality pre-
school programs are larger for the most disadvantaged children than for other children. If the
magnitude of the externalities and/or information problems that are the source of market im-
perfections are proportional to the gains from high-quality care, then this would suggest that
subsidies be targeted to disadvantaged children.

15. See also Council of Economic Advisors (1997), Magenheim (1995), Robins (1991), and
U.S. Department of Health and Human Services (2001).



and/or adverse selection. Moral hazard is a plausible outcome in day care
centers (e.g., changing diapers only before pick-up time). Adverse selection
of providers is plausible in the more informal family day care sector: Family
day care is a very low-wage occupation, so women with high wage offers in
other occupations are less likely to choose to be care providers. If the out-
side wage offer is positively correlated with the quality of care provided, then
adverse selection would result. Regulations are often suggested as a solution
to this information problem, but Walker notes that the monitoring required
to enforce regulations may be costlier for the government than for con-
sumers. He also points out that the conditions under which regulations are
beneficial to consumers are unlikely to be satisfied in the child care market.16

Some evidence suggests that parents do not obtain much information
about the child care market before making a choice. Walker (1991) reports
that 60–80 percent of child care arrangements made by low-income par-
ents are located through referrals from friends and relatives or from direct
acquaintance with the provider. This suggests that consumers may not be
well-informed about potential providers, but it does not prove that a sub-
optimal amount of information is used by consumers. If consumers have
strong preferences for acquaintance with the provider, then limited infor-
mation may be optimal from the parents’ perspective, although not neces-
sarily from a social perspective if acquaintance is uncorrelated with qual-
ity of care. A referral from friends and relatives or direct acquaintance with
the provider may serve as a signal of quality to parents, but it may not be a
good signal of the developmental appropriateness of child care if parents
are not good judges of the quality of child care. Cryer and Burchinal (1995)
report a direct comparison of parent ratings of various aspects of the de-
velopmental appropriateness of their child’s day care center classroom
with trained observer ratings of the same aspects, using data from the Cost,
Quality, and Outcomes study. The results show that parents give higher av-
erage ratings on every item than do trained observers, by about 1 standard
deviation on average for preschool age classrooms and by about 2 standard
deviations on average for infant and toddler rooms. The instrument con-
taining these items is of demonstrated reliability when administered by
trained observers, so this suggests that parents are not well-informed about
the quality of care in the arrangements used by their children.17 Child care
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16. See Walker (1991, 68–69), which is based on applying Leland’s (1979) model of regula-
tions to the child care market. The conditions are low price elasticity of demand, relevance of
quality to consumers, low marginal cost of quality, and consumers’ placing a low value on
low-quality care.

17. The instrument is the Early Childhood Environment Rating Scale (ECERS) and its
counterpart for infants and toddlers, the Infant-Toddler Environment Rating Scale (ITERS).
See Harms and Clifford (1980) and Harms, Cryer, and Clifford (1990) for discussion of the in-
struments. Helburn (1995) discusses their reliability in the Cost, Quality, and Outcomes study.
The correlation between parent and observer scores was .21 for infant-toddler rooms and .29
for preschool rooms (Cryer and Burchinal 1995, 206). Thus parents do appear to have some
ability to distinguish among programs of different quality. However, from a child develop-
ment perspective it is the absolute level of quality that matters, not relative quality.



subsidies targeted at high-quality providers could induce parents to use
higher quality care by reducing the relative price of such care. This would
not necessarily remedy the information problem, but it would deal with a
consequence of that problem, namely a level of child care quality that is
suboptimal from the perspective of society.

The externality argument is a standard one and closely parallels the rea-
soning applied to education. High-quality child care may lead to improved
intellectual and social development, which in turn increases school-
readiness and completion and thereby reduces the cost to society of prob-
lems associated with low education: crime, drug use, teenage childbearing,
and so forth. If parents do not account for the external benefits of high-
quality child care, then they use child care of less than optimal quality. This
argument could rationalize subsidies targeted to high-quality providers,
such as Head Start. The evidence that child care quality affects child de-
velopment is of two main types. The first is from randomized assignment
studies that have evaluated the impact of high-quality preschool programs
for disadvantaged children. A comprehensive review of early childhood in-
terventions by Karoly et al. (1998; discussed in more detail in section 7.5)
concludes that such programs can provide significant benefits to partici-
pating children and can reduce future expenditures on welfare, criminal
justice, and related items. The second type of evidence is from observa-
tional studies of children placed by their parents in child care arrange-
ments of varying quality. Such studies have generally not followed the chil-
dren long enough to determine whether any observed developmental gains
are long lasting and whether there are subsequent effects on school out-
comes. Also, there have been few efforts to determine whether results are
robust to controls for self-selection and unobserved heterogeneity. Love,
Schochet, and Meckstroth (1996) review this literature and conclude that
higher child care quality is associated with better social skills, cooperation,
and language development, and fewer behavior problems. But they ac-
knowledge the limitations of existing evidence. The evidence cited by
Karoly et al. is compelling but is based mainly on very intensive and costly
programs that are quite different even from Head Start. It is unclear
whether child care of moderately high quality provides positive but pro-
portionately smaller developmental benefits, or whether there exists a
threshold of quality below which benefits are negligible.

Distributional Issues

The third argument for government child care subsidies is based on dis-
tributional considerations related both to cross-sectional equity at a given
time and to the long-run benefits to children of high-quality child care.
For example, Bergmann (1996) argues that high-quality child care can be
thought of as a “merit good, something that in our ethical judgment every-
body should have, whether or not they are willing or able to buy it” (p. 131).
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This would justify in-kind subsidies aimed at low-income families, but also
at middle- and upper-income families if positive social externalities of
high-quality child care are prevalent throughout the income distribution.
In its pure form this argument is based solely on the moral grounds that it
is unethical to deprive any child of the optimum conditions for develop-
ment if society has the resources to provide such conditions.

Bergmann argues that the usual economic considerations in favor of
cash transfers over in-kind subsidies do not apply to merit goods. The main
arguments she advances are that children have little or no say in how par-
ents spend a cash grant; that society has a responsibility to ensure that chil-
dren are well cared for while the parents work; and that high-quality child
care has benefits to children that parents may not fully account for in their
spending decisions. These arguments suggest an in-kind subsidy program
for child care that is restricted to high-quality care, an issue discussed in
depth below. There has apparently been no research on the implicit cash
value of in-kind child care subsidies, or on the rate at which child care sub-
sidies “crowd out” private child care expenditures.18

7.4.2 Work Incentives in Child Care Subsidy Programs

Child care subsidies generally increase a parent’s incentive to be em-
ployed.19 Most child care expenditures are made in order that a parent may
work. A child care subsidy reduces this work-related expense and therefore
increases the net return from employment. However, many parents have
access to child care by relatives at no monetary cost. Subsidies will influ-
ence the trade-off between paid and unpaid child care, and this may affect
the magnitude of the work incentive of a child care subsidy. Subsidies tar-
geted at low-income families are usually phased out as income rises, and
this will influence the work incentive of the subsidies. This subsection be-
gins with a simple model that ignores these complications as well as issues
involving the quality of care. This provides a baseline for subsequent con-
sideration of the issues raised by unpaid care, phaseout, and the quality of
child care.

A Simple Model

The canonical static one-person labor supply model (Pencavel 1986)
augmented with assumptions about child care is a useful vehicle for anal-
ysis of work incentive effects of child care subsidies. The mother is as-
sumed to be the caretaker of her children, so she is the agent in the model.
Suppose that child care is homogeneous in quality and commands a mar-
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18. Besharov and Samari (2000) discuss vouchers versus cash payments for child care sub-
sidies. They note that some states are switching CCDF subsidies from vouchers to cash.

19. If a mother works only in order to afford to purchase high-quality child care, then a
child care subsidy could reduce her incentive to work. See Gelbach (2002) for a discussion of
this and related possibilities.



ket price of p dollars per hour of care per child, taken as given by the
mother.20 There is no informal unpaid care available and the mother can-
not care for her children while she works, so paid child care is required for
every hour the mother works. By assumption, the mother cares for her
children during all hours in which she is not working. There are no fixed
costs of work, and the wage rate w is the same for each hour of work. For
simplicity, suppose there is only one child who needs care. The mother’s
budget constraint is c � I � y � (w – p)h, where c is consumption expen-
diture other than child care, I is income net of child care expenditure, y is
nonwage income, and h is hours of work. The time constraint is h � � � 1,
where � is hours of leisure, and the utility function is u(c, �) The monetary
cost of child care reduces the net wage rate (w – p), making the slope of the
budget line in consumption-leisure space flatter than if child care was free,
as illustrated in figure 7.1. A higher price of child care increases the likeli-
hood that the net market wage is below the reservation wage (the slope of
the indifference curve at h � 0), thereby reducing the likelihood of em-
ployment.

A linear child care subsidy of s dollars per hour changes the budget con-
straint to c � y � (w – p � s)h, raises the net wage, makes the budget line

468 David M. Blau

20. Homogeneous quality means that we can ignore for now the possibility that the mother
cares about child outcomes. Child outcomes in this model can be influenced by only two
things: the quality of purchased care, which is fixed by assumption for now, and the quality of
the mother’s care, which in this very simple model we can think of as being a component of
the marginal utility of leisure. This assumption will be relaxed below. A mother who perceives
that she is a low-quality caregiver can be interpreted in this simple model as having a low mar-
ginal utility of leisure. She will be more likely to work, other things equal, in order to take ad-
vantage of the higher quality substitute care available in the market.

Fig. 7.1 Child care price and a linear subsidy



steeper, and thereby increases the likelihood of work. For the preferences
and constraints shown in figure 7.1, the mother would not work in the ab-
sence of the subsidy, and the subsidy is large enough to induce her to work.
The effect of such a subsidy on hours of work conditional on employment
is indeterminate because the subsidy has a positive substitution effect and
a negative income effect on hours of work. In this simple model, a wage
subsidy such as provided by the EITC (which is linear in the phase-in re-
gion of the credit) is equivalent to a child care subsidy of the same amount
and has the same incentives.

Nonlinear Subsidy

Most child care subsidies do not have the simple linear form described
above. As shown in table 7.3, states typically structure their CCDF subsi-
dies to have a declining subsidy rate as income rises, and a maximum in-
come level for eligibility.21 A generic example of such a structure is illus-
trated in figure 7.2. The subsidy rate declines from s1 to s2 at income level
I1, corresponding to hours of work h1, and from s2 to s3 at income level I2 ,
corresponding to hours h2 . The subsidy rate remains constant at s3 until the
income eligibility cutoff I3 , corresponding to hours h3, is reached, and then
drops to zero, resulting in a “notch” or “cliff ” in the budget constraint. A
nonlinear subsidy of this type does not alter the qualitative result that a
child care subsidy creates a work incentive. It does affect the incentive to
locate at any particular positive level of h, compared to a linear subsidy,
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21. This is also true of TXX child care subsidies and, except for the income eligibility limit,
the DCTC as well. Averett, Peters, and Waldman (1997) analyze the impact on labor supply
of the DCTC using nonlinear budget constraint methods.

Fig. 7.2 A nonlinear child care subsidy



and could induce some mothers to reduce hours from above h3 to h3 or less
in order to qualify for a subsidy.22

Unpaid Child Care

Some families have access to care by a relative, including the father or
another family member, at no monetary cost. But not all families with ac-
cess to such care use it, because it has an opportunity cost: The father or
other relative sacrifices leisure or earnings in order to provide care. The
quality of such care compared to the quality of market care is also likely to
influence the use of informal care, but consideration of quality is taken up
below and ignored here. If the mother pools income with the father or rel-
ative or has preferences over the father or relative’s leisure hours, then the
mother will behave as if unpaid child care has an opportunity cost. To il-
lustrate in the simplest possible setting, take as given that the relative who
is the potential unpaid child care provider is not employed.23 Let H repre-
sent hours of paid child care purchased in the market and U hours of un-
paid child care provided by the relative.24 Maintaining the assumption that
the mother is the caregiver during all hours in which she is not employed,
we have h � H � U, and h � H, U � 0. The budget constraint is c � y �
wh – pH. The utility function is u(c, �, �r ), where �r is leisure hours of the
relative. The time constraints are � � h � 1 for the mother, and �r � U � 1
for the relative. If U and H are both positive, then the shadow price of an
hour of relative care is the marginal utility of the relative’s leisure. In this
case relative care is used for the number of hours U∗ for which the marginal
rate of substitution between consumption and leisure of the relative equals
the market price of care: u�r /uc � p; and paid care is used for the remaining
H∗ � h – U∗ hours for which child care is required.

In order to examine the work incentive effects of a child care subsidy in
this model, classify outcomes as follows:

Outcome Mother Employed Unpaid Care Used Paid Care used

1 no no no
2 yes yes no
3 yes yes yes
4 yes no yes
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22. Another form of nonlinear subsidy is a subsidy for a fixed dollar amount or a fixed
amount of care independent of the mother’s hours of work and employment status. Head
Start is an example of such a subsidy: Care is free for half the day. Public schools provide an-
other example (Gelbach 2002). This type of subsidy is discussed below.

23. See Blau and Robins (1988) for a model in which the relative’s employment status is a
choice variable. This extension does not change the qualitative implications of the analysis.

24. The key distinction is paid versus unpaid, not relative versus nonrelative. Some relatives
are in fact paid for child care. Paid care by a relative would be classified here as part of H, not
U. Subsidies such as the DCTC and CCDF that allow paid care by a relative require that the
relative not be coresident with the mother.



A linear child care subsidy reduces the effective price of market care from
p to p – s but does not affect the price of unpaid relative care, because no
money changes hands for such care. A subsidy therefore increases the
probability of choosing outcomes 3 and 4 and reduces the probability of
choosing outcomes 1 and 2. Notice that in addition to providing a work in-
centive for the mother (outcome 1 is less likely) a subsidy also provides an
incentive to use paid care conditional on the mother working (outcome 2
is less likely). So in the presence of an unpaid care option, a subsidy will in-
duce some women who would have worked anyway to increase use of paid
care and reduce use of unpaid care in order to qualify for the subsidy. Thus
a subsidy to paid child care “crowds out” unpaid care.25 A child care sub-
sidy will have income effects on all goods, so the additional expenditure on
child care by families who would have paid for care in the absence of a sub-
sidy will be less than the amount of the subsidy. Private child care expendi-
tures are crowded out.

Is a child care subsidy the most cost-effective way for the government to
increase employment of low-income mothers of young children? An obvi-
ous alternative is a wage subsidy such as the Earned Income Tax Credit
(EITC). Child care subsidies are available only if paid care is used, and
some mothers will prefer to use unpaid care and pass up the subsidy. This
could make a child care subsidy more effective at increasing employment
per subsidy dollar spent than a wage subsidy. On the other hand, a child
care subsidy will induce some mothers who would have worked anyway to
switch from unpaid to paid care, causing an increase in government ex-
penditure with no resulting increase in employment. Some insight can be
gained by making a few simplifying assumptions. Suppose that hours
worked per worker are not affected by wage or child care subsidies (income
and substitution effects exactly offset); the wage and child care price are
not affected by subsidies (no general equilibrium effects); all mothers who
are induced to work by the subsidy use paid care; and both subsidies are
additive (for analytic convenience). Under these assumptions, the number
of additional hours of work per dollar spent by the government on a wage
subsidy of e dollars per hour of work is �Nw /(w � e�Nw ), where �Nw is the
elasticity of employment (N) with respect to the wage rate. The additional
hours of work per dollar spent by the government on a child care subsidy
of s dollars per hour of paid care is –�Np /( p� – �Nps – �s�Pp), where �Np is
the elasticity of employment with respect to the price of paid care, � is the
proportion of working mothers who use paid care, and �Pp is the elasticity
of paid care use with respect to the price of care conditional on employ-
ment. For a wide range of plausible values of the parameters and variables,
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25. A subsidy could induce a mother to pay for care by a relative that would have been un-
paid in the absence of a subsidy. Allowing for this possibility would complicate the model but
would not alter any of the results discussed here.



an additive child care subsidy that is a given proportion of the child care
price generates many more additional hours worked per dollar of govern-
ment expenditure than an additive wage subsidy of the same proportion of
the wage.26 This may seem surprising, because a wage subsidy appears to
be a more direct instrument for increasing employment. But a wage sub-
sidy provides benefits to all working mothers, including those who use un-
paid child care, whereas a child care subsidy provides no benefit to the lat-
ter group. It is the reluctance of some mothers to use paid care that makes
a child care subsidy a more cost-effective method of increasing employ-
ment. If all working mothers used paid care then there would be no differ-
ence in the cost effectiveness of the two subsidies if they were set at the same
proportional level (see the appendix).

7.4.3 Quality of Child Care

If the quality of market child care is variable and if the quality of care
affects child outcomes, then the mother will be concerned about the qual-
ity of care she purchases. The simplest case to consider is unidimensional
quality: Quality is a single “thing.” The price of an hour of child care is p �
	 � 
q, where q is the quality of care and 	 and 
 are parameters deter-
mined in the market. Think of this as a hedonic price function determined
by the market supply of and demand for quality (a linear price function is
not essential to the argument). The mother cares about the quality of child
care because it affects her child’s development outcome, d. Let the child de-
velopment production function be d � d(�qm , hq), where qm is the quality
of the care provided by the mother. The effect of purchased child care on
development depends on its quantity (h) and quality (q). For simplicity, no
distinction is made between the mother’s leisure and her time input to child
development, and assume also for simplicity that no unpaid care is avail-
able. Relaxing these assumptions does not change the main implications of
the model. Assume for the moment that child care subsidies are available
only if the mother is employed. The utility function is u(c, �, d) and the bud-
get constraint is c � y � [w – (	 � 
q)]h.

Most existing child care subsidies can be interpreted as affecting 	 but
not 
, because they are independent of the quality of care. Some subsidies,
such as the DCTC, are explicitly independent of quality. Others, such as
the CCDF, can be used only in arrangements that satisfy state licensing
standards or are legally exempt from such standards. Such subsidies can be
thought of as being subject to a quality threshold but independent of qual-
ity beyond the threshold. Thus they do not alter the effective marginal price
of quality, 
h, faced by the consumer (ignoring equilibrium effects). The
two issues considered here are how child care subsidies affect the incentive
to work and how they affect the demand for quality. A subsidy that reduces
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26. See the appendix for the derivation of the formulas and illustrative calculations.



	 or 
 increases the incentive to be employed because it reduces the mon-
etary cost of child care when employed, and it has no impact on utility
when not employed. One might expect that such a subsidy would also cause
an increase in the level of quality demanded conditional on being em-
ployed, which raises the net price of an hour of child care. However, in a
quality-quantity model the interaction between quality and quantity yields
substitution effects of market prices that cannot be signed (Becker and
Lewis 1973).

Nevertheless, the following two results from this model can be demon-
strated (see the appendix for proofs). A subsidy that is independent of
quality—call it an 	-subsidy—has a bigger positive effect on employment
than a subsidy that is quality-specific, a 
-subsidy. So if the goal of a sub-
sidy program is to facilitate employment, this is best accomplished by an
	-subsidy. The second result is for the relative magnitude of the effect of 	-
subsidies and 
-subsidies on the demand for quality. In a quality-quantity
model the substitution effect of a change in price on the level of quality de-
manded is ambiguous, and this holds for changes in both 	 and 
. But it
can be shown that (a) if the substitution effects ∂q/∂	|u� and ∂q/∂
|u� are both
negative, then ∂q/∂
|u� is larger in absolute value than ∂q/∂	|u�; and (b) if ∂q/
∂	|u� � 0 then either ∂q/∂
|u� is positive but smaller than ∂q/∂	|u� or ∂q/∂
|u�
� 0. Thus a 
-subsidy has a bigger positive effect or a smaller negative
effect on the level of quality demanded than an 	-subsidy. So if the goal of
a subsidy program is to improve the level of quality of child care to which
children are exposed, this is best accomplished by a 
-subsidy. These re-
sults illustrate the policy trade-off described earlier: Policies that are most
effective at accomplishing one goal will not be as useful in accomplishing
the other goal of policy. The model is very simple, but this trade-off will
hold in more general models as well.

Now consider the case in which paid child care can be used to enhance
child development even when the mother is not employed. This allows us
to consider the effects of a subsidy like the Head Start program on work
and child care quality incentives. Maintain the assumption that no unpaid
child care is available. Head Start provides h∗ hours of child care of qual-
ity q∗ at no monetary cost, where h∗ and q∗ are taken as given by the
mother. If she works fewer than h∗ hours then she does not incur any mon-
etary child care cost. If she works more than h∗ hours and less than h�
hours, where h� is the number of hours at which her income exceeds the el-
igibility threshold for Head Start, then she incurs costs of p(h – h∗) for child
care, where as before p � 	 � 
q and q is the quality of care purchased. For
h � h� she receives no subsidy. For a low-wage mother, it is reasonable to
assume that h∗ � h�. Assume for simplicity that child care in excess of the
h∗ hours provided by Head Start is used only for employment purposes,
not for child development. Also assume that the Head Start subsidy is
taken up if offered.
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Ignoring quality for the moment, the budget constraint under Head
Start is depicted in figure 7.3, with the subsidy rate along the first segment
s1 � p, the subsidy rate along the second and third segments zero, a kink at
h∗, and a notch at h�. The subsidy clearly provides a work incentive for
mothers who would not have worked in the absence of the subsidy, with h
� h∗ a likely outcome given the kink in the budget constraint at h∗. The
subsidy has offsetting substitution and income effects for mothers who
would have worked h∗ � h � 0 hours in the absence of the subsidy. The sub-
sidy causes only an income effect for mothers who would have worked h� �
h � h∗ hours in the absence of the subsidy, and it therefore causes a reduc-
tion in their hours worked.27 The subsidy has a work disincentive effect for
mothers who would have worked more than h� hours in the absence of the
subsidy. A marginal change in the subsidy (i.e., a change in h∗) has no effect
on work incentives for mothers who are not induced to work by the sub-
sidy. Such mothers do not work because their wage rate is too low com-
pared to their reservation wage even in the absence of monetary child care
costs, so offering them additional hours of free child care does not change
their incentives.

The effect of a Head Start subsidy on child development is uncertain be-
cause it depends on the quality of child care that would have been pur-
chased in the absence of the subsidy, and on the quality of additional child
care purchased beyond the subsidized hours of care. It seems likely that q∗
is relatively high and that the average quality of care experienced by a child
as a result of the Head Start subsidy will increase. If it is assumed that q∗ is
greater than or equal to the highest quality care available in the market,
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Fig. 7.3 Head Start

27. Gelbach (2002) presents a similar analysis of the work incentives of free public school.



then the Head Start subsidy results in an improvement in child develop-
ment. Marginal changes in h∗ and q∗ have ambiguous effects on the level
of quality demanded by mothers who purchase additional hours of care
beyond the h∗ free hours provided by the subsidy. A comparison of the
effects on quality of Head Start and price subsidies (	 and 
-subsidies) also
yields ambiguous results.

7.5 Evidence

This section describes evidence on the employment and child care qual-
ity effects of means-tested child care subsidies. The evidence discussed is
from three types of studies: evaluations of experimental demonstration
projects, evaluations of actual child care subsidy programs, and studies of
the effects of the price of child care. The latter type of study does not di-
rectly measure subsidies and their impact but infers the impact of subsidies
from the estimated price effects. This type of study is the least direct but by
far the most common. The first three subsections focus on evidence per-
taining to employment, and the fourth subsection discusses the much more
limited evidence available on child care quality and other outcomes.

7.5.1 Demonstrations

Several demonstration programs designed to help low-income families
achieve economic independence included child care subsidies along with
other benefits and services. These programs were evaluated using random-
ized assignment methods, so the average effects of the programs on out-
comes of interest are estimated without bias by simple comparisons of
treatment and control group averages. However, in each case the child care
subsidy was only one of several services provided as part of the program,
so it is not possible to determine how much of the program impacts were
due to the child care subsidy.28 I discuss one example of a demonstration
program in order to illustrate the nature of the evidence from such pro-
grams.

New Hope was a program intended to reduce poverty among the low-
income population in Milwaukee (Bos et al. 1999). It operated from 1994
through 1998 with broad eligibility rules that made virtually anyone with
low income eligible to enroll, regardless of employment and family status.
The program was voluntary and provided an earnings supplement, afford-
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28. A 1989 randomized experiment in Mecklenberg County, North Carolina offered a
treatment group of 300 AFDC mothers guaranteed access to subsidized child care for up to
one year within two weeks of taking a full-time job, while a control group of 302 AFDC moth-
ers had access to subsidized child care only through a long waiting list with an average wait
of six to ten months. However, the offer was made by mail with no telephone or personal con-
tacts, and the take-up rate was very low: Only one-sixth of the treatment group applied for
and received a subsidy. The treatment had no significant impact on welfare participation or
expenditure. See Bowen and Neenan (1993) for details.



able health insurance, a child care subsidy, and a full-time community ser-
vice job if no other employment was available. The program required full-
time employment (thirty hours per week) and provided benefits for up to
three years. Participants made their own child care arrangements and were
reimbursed for most of the expenses, with a copayment that increased with
family income. Thirty-nine percent of participants with children used child
care at an average subsidy of $2,376 over two years. An early evaluation
based on two years of data from the program found that among individu-
als who were not employed at entry to the program, participation in the
program increased employment by 7 percentage points, boosted earnings
by about $700 per year (13 percent), raised income by 12 percent, and had
no impact on welfare participation. The program had no statistically sig-
nificant effects on employment and earnings for those who were employed
for at least thirty hours per week at entry, although the sample size was
small (the point estimate of the earnings impact was –$571 per year), and
reduced AFDC and food stamp participation by 7–10 percent in year two.
The program increased use of formal child care by 7.4 percent for boys and
12.5 percent for girls, and it resulted in improved academic performance,
study skills, social competence, and behavior among boys but not girls.29

7.5.2 Actual Subsidy Programs

Four studies have estimated the impact of actual child care subsidies on
employment. Two evaluate means-tested state subsidies for low-income
families funded by federal programs prior to the 1996 welfare reform. A
third study evaluates the labor supply effects of the implicit child care sub-
sidy provided by free public school. This is not a means-tested subsidy (and
is not usually thought of as a child care subsidy at all), but information
about its impact could be useful for evaluating the effects of means-tested
child care subsidies with a similar structure. The fourth evaluates the im-
pact of subsidies in a sample of thirteen states in 1997. In each of these
studies the subsidy recipients are self-selected, and the studies recognize
and attempt to deal with the possibility of selectivity bias.
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29. Other demonstrations and experiments that included child care subsidies were the
Teenage Parent Demonstration (Kisker, Rangarajan, and Boller 1998), New Chance (Quint,
Bos, and Polit 1997), GAIN in California (Riccio, Friedlander, and Freedman 1994), the Na-
tional Evaluation of Welfare-to-Work Strategies, formerly known as the JOBS program
(Hamilton et al. 1997), the Minnesota Family Investment Program (Miller et al. 1997), the
Florida Family Transition Program (Bloom et al. 1999), and the Gary, Seattle, and Denver In-
come Maintenance Experiments. The GAIN demonstration excluded children under age six.
Granger and Cytron (1999) report that the effects of the Teenage Parent Demonstration and
New Chance (which was also targeted at teenage mothers) on use of center-based child care
were smaller than in New Hope and often statistically insignificant. Robins and Spiegelman
(1978) estimate that eligibility for a SIME-DIME child care subsidy increased use of market
child care by 18 percentage points in Seattle and 14 percentage points in Denver. Results for
child care use in the other demonstrations are not available. See Hamilton, Freedman, and
McGroder (2000) for a summary of the effects of all the recent demonstration programs.



Berger and Black (1992; hereafter BB) evaluate the employment impact
of two Kentucky child care subsidy programs funded by Title XX in 1989.
Both programs subsidized slots in licensed day care centers only and im-
posed a work requirement of at least twenty hours per week. One program
reimbursed day care centers directly for up to $40 per week, depending on
family income, and had an income eligibility limit of 60 percent of state me-
dian income; the corresponding figures for the other program were $50 and
80 percent. The two programs are treated by BB as a single program. BB
administered a telephone survey to single mothers who were either subsidy
recipients or on the wait list for a subsidy. The employment status of sub-
sidy recipients was ascertained for periods both before and after they en-
tered the wait list. In addition, a sample of single mothers in Kentucky was
drawn from the May 1988 Current Population Survey (CPS).

BB recognize that if program administrators select subsidy recipients on
the basis of characteristics not observed by the investigators, then the wait
list would not be a valid control group for the subsidy recipients. Further-
more, the wait list itself may be self-selected if women who are more moti-
vated to work are more likely both to seek a subsidy and to be employed
even in the absence of a subsidy. BB pool the before and after observations
from subsidy recipients and the wait list with the CPS sample in a regres-
sion model with the following specification: EMP � 	0 � 	1WLt–1 �
	2WLt � 	3SUBt–1 � 	4SUBt � 
X � u, where EMP is an indicator for be-
ing employed, WL is an indicator for the wait list group, SUB is an indica-
tor for subsidy recipients, t – 1 is the “before” observation (before begin-
ning to receive a subsidy for the subsidy recipients, and before entering the
wait list for the wait list group), t is the “after” observation, the CPS sample
is the reference group, X is a vector of control variables, and u is a distur-
bance. BB refer to 	1 as the “sign-up effect” (self-selection into the wait
list), 	2 – 	1 as the “wait list effect” (the employment effect of entering the
wait list), 	3 – 	2 as the “creaming effect” (selection of recipients from the
wait list by administrators on the basis of unobservables), and 	4 – 	3 as
the “subsidy effect” (the before-after difference in employment of eventual
recipients).

The estimates show a sign-up effect of 22.6 percentage points, a wait list
effect of 16.9 percentage points, a creaming effect of 4.0 percentage points,
and a subsidy effect of 8.4 points, all significantly different from zero except
the creaming effect. BB view the sign-up and creaming effects as selection
effects that are not part of the true subsidy effect. However, they suggest
that the wait list effect could be either a selection effect (i.e., the employ-
ment rate of the wait list group would have increased even if they had not
applied to the program) or part of the impact of the subsidy as mothers go
to work in anticipation of needing to meet the work requirement upon be-
ing selected for a subsidy from the wait list.

If the 16.9 point wait list effect is treated as part of the impact of the sub-
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sidy, then the full subsidy effect is 16.9 � 8.4 � 25.3 percentage points from
an average weekly subsidy of $45.62. Assuming this was a 100 percent sub-
sidy and noting that the employment rate of subsidy recipients while re-
ceiving the subsidy was 97.5 percent, this implies an employment rate of
72.2 percent in the absence of the subsidy, yielding an employment effect of
35 percent and an elasticity of 0.35. If the 16.9 is treated as being due en-
tirely to selection effects, then the corresponding elasticity estimate is 0.094
[ � 8.4/(97.5 – 8.4)]. One drawback to generalizing from the study is that
the subsidy was available only for use in day care centers, whereas most
current programs provide vouchers that can be used in any paid arrange-
ment. It is also not clear whether Kentucky is reasonably representative of
the United States.

Meyers, Heintze, and Wolf (2002; hereafter MHW) use data from a
sample of California AFDC recipients in four counties to analyze the de-
terminants of receipt of a child care subsidy and the impact of subsidy re-
ceipt on employment. Individuals were randomly selected from AFDC
administrative records in November 1992, interviewed about eighteen
months later, and interviewed again eighteen months after the first inter-
view. By the time of the second interview, 25 percent were no longer re-
ceiving welfare. Those still receiving welfare were eligible for subsidies un-
der a variety of different programs, and assuming that the nonrecipients
still had relatively low income they were also likely to have been categori-
cally eligible for a subsidy under various California programs. MHW use a
subsample of 903 single mothers who responded to the second interview to
estimate probit models explaining whether a mother used any nonparental
child care at the time of the survey and whether the mother received a child
care subsidy conditional on using nonparental child care. These probits
are estimated jointly in order to allow for the possibility that the unob-
served determinants of subsidy receipt are correlated with the unobserved
determinants of child care use. The predicted probability of subsidy receipt
was computed from the estimated subsidy receipt probit for all mothers in
the sample and was used as a regressor in an employment probit. One vari-
able was excluded from the employment probit and included in the subsidy
probit in order to identify the effect of subsidy receipt: an ordinal measure
of the mother’s knowledge of child care subsidy rules. The predicted sub-
sidy probability has a positive coefficient in the employment probit with a
t-ratio of 2.31. Simulations indicate that changing the probability of sub-
sidy receipt from 0.0 to 0.5 would cause the employment probability to in-
crease from .210 to .727 at the sample means of the other regressors. No in-
formation on the subsidy amounts or child care expenditures are provided,
so an elasticity cannot be computed.

A potential problem with the evidence from this study is that there is no
natural control or comparison group available. The implicit assumption is
that mothers with little knowledge of child care subsidy rules are a valid
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comparison group for mothers with greater knowledge. Although this
could be true, no evidence is presented to support the assumption. Moth-
ers who are more motivated to work might also be more likely to seek in-
formation about subsidy programs. If such motivation is not captured by
observed regressors, then the instrument is not valid and the comparison
group is not comparable to the treatment group.30

Gelbach (2002) estimates the impact on employment of the implicit
child care subsidy provided by free public kindergarten for five-year-old
children. The structure of the subsidy is like Head Start: Free child care of
a given quality is provided for a fixed number of hours, and child care out-
side school hours must be purchased by the family or supplied by informal
providers. Gelbach notes the likely possibility that mothers with stronger
unobserved tastes for work will be more likely to enroll a child in school at
the earliest possible age, making subsidy receipt endogenous. To identify
the effect of the subsidy, Gelbach exploits variation in quarter of birth of
children and the fact that all states impose a date-of-birth requirement for
entry to kindergarten. For example, if a child must have his fifth birthday
by December 31 in order to enter kindergarten in the year in which he turns
five, a mother whose child was born in the fourth quarter of the year will
have access to the subsidy for that school year, whereas a mother whose
child was born in the first quarter of the next calendar year will not, inde-
pendent of labor supply preferences (assuming quarter of birth is exoge-
nous). Gelbach uses quarter-of-birth dummies as instrumental variables
for enrollment in public school. He uses data from the Public Use sample
of the 1980 census (quarter of birth was not collected in the 1990 census)
on 10,932 single mothers and 53,163 married mothers whose youngest
child was aged five at the time of the census on 1 April 1980.31 Gelbach’s in-
strumental variable estimates indicate that access to free public school in-
creased the employment probability of single mothers whose youngest
child was aged five by 5 percentage points at the interview date and by 4
percentage points during calendar year 1979. He also finds positive effects
of about 3 on hours of work per week, 3.6 on weeks worked per year, $932
on wage-salary income in 1979, and a 4 percentage point lower probability
of receiving public assistance in 1979. All the estimates are significantly
different from zero. The corresponding effects for married mothers whose
youngest child was aged five were very similar for employment status and
smaller for the other outcomes, compared to single mothers. Gelbach was
not able to estimate the value of the subsidy, so the elasticity of employ-
ment with respect to the subsidy could not be computed.
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30. A related but distinct conceptual issue is that the natural specification for the employ-
ment equation would include the actual subsidy receipt indicator, as in BB, not the predicted
probability of subsidy receipt.

31. Gelbach reports that his instrumental variables (IV) strategy performed poorly for
single mothers with a five-year-old child and another child younger than five.



Gelbach’s approach is creative and provides credible evidence of the im-
pact of a child care subsidy on employment of mothers whose youngest
child is five years old. However, it is unclear whether his results can be gen-
eralized to children younger than five.32 Gelbach cites evidence that em-
ployment responsiveness to the price of child care does not differ by age of
the child, although there are of course differences in the level of employ-
ment by child age. He presents an extensive discussion and analysis of
whether his results can be generalized to younger children and concludes
that “While the estimates are not directly comparable to those for five-
year-olds, they do make the case that large child care subsidies for parents
of younger children are likely to have significant effects on maternal labor
supply” (p. 320).

A final point about these three studies is that the drastic nature of the
1996 welfare reform may make the prereform results of these studies less
relevant for predicting responses to current and future subsidies. Less em-
phasis was placed on moving welfare participants into employment before
PRWORA. A mother might have been able to turn down a child care sub-
sidy offer before PRWORA and remain out of the labor force without los-
ing her welfare benefit. A mother who turned down a child care subsidy to-
day would be more likely to lose eligibility for welfare. It seems plausible
that a mother who is going to lose her welfare eligibility in any case would
be likely to accept a subsidy offer and join the labor force. So the results of
studies conducted in the pre-PRWORA environment will not necessarily
be a good guide to behavior in the post-PRWORA era.33

Blau and Tekin (2002) use data from thirteen states in the 1997 National
Survey of America’s Families (NSAF) to estimate the impact of receiving
a child care subsidy on employment, welfare participation, and other out-
comes of single mothers with children under age thirteen. Subsidy receipt
is measured by the respondent’s report that a welfare or social service
agency pays all or part of the monetary cost of child care for the family.
Identification of the effect of subsidy receipt comes from the assumption
that subsidies are rationed at the county level. Information on the county
of residence is available for thirteen states that were oversampled in the
NSAF. The employment and other outcome equations include the subsidy
receipt indicator, state dummies, twenty-one county characteristics, lagged
welfare and child care subsidy receipt, and demographic variables. A first-
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32. There is also the issue of whether results from a universal subsidy are a reliable guide to
the effects of a means-tested subsidy. Thirty-four percent of Gelbach’s sample of single moth-
ers whose youngest child was five years old received public assistance in 1979, and average
1979 wage-salary earnings of workers were $5,193. Thus this is a relatively low-income sample
that is likely to have been representative of mothers eligible for means-tested subsidies in
1980, so his results do seem useful for predicting the impact of a similarly structured means-
tested subsidy.

33. I thank Dan Black and Barbara Bergmann for emphasizing this point to me.



stage equation for subsidy receipt includes county dummies, the lagged de-
pendent variables, and demographic variables. Thus the identifying as-
sumption is that there are no unobserved county-level determinants of em-
ployment; that is, county dummies can be excluded from the outcome
equations. Ordinary least squares estimates show effects of subsidy receipt
of 10.7 percentage points on employment, 8.0 points on school enrollment,
and –1.4 points on welfare participation, with the first two significantly
different from zero. Two-stage least squares (2SLS) estimates show effects
of 4.6 percentage points on employment, 5.3 points on school enrollment,
and 5.5 points on welfare participation, but none of the estimates are sig-
nificantly different from zero. The standard errors are two to three times
larger in the 2SLS estimates, making it difficult to draw any reliable con-
clusions from these estimates.

The data used by Blau and Tekin are more recent than in the other stud-
ies, but the identification strategy is problematic. They cannot determine
whether any given family in their sample is eligible for a child care subsidy.
Thus the differences in subsidy receipt by county may in fact reflect differ-
ences in eligibility and take-up behavior, as well as rationing by county
agencies. The twenty-one county characteristics may help alleviate this
problem, but there is no guarantee that the remaining county differences in
subsidy receipt are exogenous. As in the MHW study, there is no natural
comparison or control group.

7.5.3 Inferences Based on Effects of the Price of Child Care

More than a dozen studies have estimated the effect of the price of pur-
chased child care on the employment of mothers. One of the motivations
for this literature is to infer how child care price subsidies would affect em-
ployment decisions. Whether inferences about the effects of subsidies
drawn from this literature are useful depends on several factors. First, if
there are substantial costs to taking up a subsidy, either in the form of time
costs required to negotiate the subsidy bureaucracy or psychic costs
(“stigma”) of participating in a means-tested program, then price effects
on employment may not be a reliable guide to subsidy effects. Second, the
price effects estimated in this literature are generally assumed to be linear,
whereas most subsidies are nonlinear. As noted in section 7.4, nonlinear-
ity of a subsidy does not affect the qualitative result that a child care price
subsidy increases the incentive to be employed, but it could affect the mag-
nitude of the employment effect. Thus estimates of linear price effects
could be an unreliable guide to the effects of typical nonlinear subsidies.
Third, issues of specification and estimation of econometric models of
price effects could affect the inferences drawn from such effects. There is
little basis for evaluating whether the first two issues are important in prac-
tice, so most of this subsection focuses on specification and estimation is-
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sues.34 The two key specification and estimation issues concern identifica-
tion of the price effect and accounting for unpaid child care.

Table 7.7 summarizes results from studies of the effect of the price of
child care on employment of mothers in the United States.35 Estimated
price elasticities reported by the authors of the studies range from 0.06 to
–1.26. The studies differ in the data sources used and in sample composi-
tion by marital status, age of children, and income. Sample composition
does not explain much of the variation in the elasticity estimates; the range
of estimates is large within studies using the same sample composition.
Differences in the data sources also do not appear to account for much
variation in the estimates. There is substantial variation in estimates from
studies using the same source of data (for example, Connelly 1992 versus
Ribar 1992). Hence specification and estimation issues most likely play an
important role in producing variation in the estimates.

The eleven studies listed in the upper panel of the table use very similar
methods and are discussed as a group. These studies estimate a binomial
discrete choice model of employment by probit or logit. The price of child
care is measured by the fitted value from a child care expenditure equation
estimated by linear regression on the subsample of employed mothers who
paid for care. The expenditure equation is corrected for selectivity on em-
ployment and paying for care using either a standard approach (Heckman
1979) or a reduced-form bivariate probit model of employment and paying
for care, following Maddala (1983) and Tunali (1986). In order to avoid re-
lying exclusively on functional form for identification, some variables that
are included in the child care expenditure equation are excluded from the
employment probit in which the fitted value from the expenditure equation
appears as a regressor. Also, some variables that are included in the probit
selection equations are excluded from the child care price equation in or-
der to help identify the selectivity effects. A Heckman (1979) selectivity-
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34. The limited evidence on take-up of child care subsidies is discussed in section 7.5.4.
Averett, Peters, and Waldman (1997) estimate a labor supply model that incorporates the
DCTC by IV and a full information maximum likelihood (FIML) method that accounts for
the kinks induced by the DCTC. The FIML estimate of the net wage effect on hours worked
is about 50 percent larger than the IV estimate.

35. Other reviews of this literature can be found in Anderson and Levine (2000), Connelly
(1991), and Ross (1998). Chaplin et al. (1999) review the literature on the effect of the price of
child care on child care mode choice. Some studies are not included in the table because the
elasticity of employment with respect to the price of child care was not estimated or reported.
Some of the latter studies estimated an hours of work (or a marginal rate of substitution)
equation instead of an employment equation (Averett, Peters, and Waldman 1997; Heckman
1974; Michalopolous, Robins and Garfinkel 1992). Others did not report enough information
to determine the method of estimation or the elasticity (Connelly 1990; Kimmel, 1995).
Michalopoulos and Robins (2000) use a pooled sample of Canadian and U.S. families, and
Powell (1997) analyzes Canadian data. Michalopoulos and Robins report an elasticity of em-
ployment with respect to the price of child care of –.156, and Powell’s estimated elasticity is –
.38. See also Michalopoulos and Robins (2002) for a pooled analysis of Canadian and U.S.
single mothers.
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corrected wage equation is used to generate fitted values for the wage rate,
which are included in the employment model.36

In order to provide a context for evaluating this empirical approach, it is
useful to combine and extend the models developed in the analysis of in-
formal care and quality in section 7.4. Recall that H is hours of paid child
care purchased in the market, U is hours of unpaid child care provided by
a relative, and child care is assumed to be required for every hour in which
the mother works and for none of the hours in which she does not work, so
h � H � U. The time constraints are � � h � 1 for the mother, and �r � U
� 1 for the relative. The child development production function is respec-
ified as d � d(�qm , Hq, Uqr : X1 ), where qm(qr) is the quality of child care pro-
vided by the mother (relative), X1 is a vector of family and child character-
istics that affect child development, and for simplicity qm and qr are
assumed to be fixed. The utility function is u(c, �, �r , d; X2 ), where X2 is a
vector of utility determinants. The budget constraint is c � y � wh – pH,
where p � 	 � 
q � f (X3 ) � εp , X3 is a vector of price determinants other
than quality, and εp is a disturbance.

We are interested in estimating the effect of p on the probability of em-
ployment, denoted P(E ). As noted in the previous section, there are sev-
eral different outcomes (corner solutions) of the model in which the mother
is employed. They differ by whether paid child care is used and whether un-
paid child care is used. The price of child care affects the employment de-
cision by its effect on the utility of these outcomes compared to the utility
of not being employed. The general form of the conditional indirect utility
functions (IUF) for each of the outcomes in the model is as follows:

Mother Relative Paid Indirect Utility
Outcome Employed Care Used Care Used Function (Vi )

1 no no no V1( y, qm, X1, X2 ) � ε1

2 yes yes no V2( y, qm, w, qr, X1, X2 ) � ε2

3 yes yes yes V3( y, qm, w, qr, p, X1, X2 ) � ε3

4 yes no yes V4( y, qm, w, p, X1, X2 ) � ε4

The εs are disturbances representing variables unobserved by the investiga-
tor and are specified as additive for simplicity. The effect of interest ∂P(E) /
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36. Exceptions to this general approach among the eleven studies include the following.
Baum (2002) specifies the employment equation as a discrete-time monthly hazard model of
return to work following birth of a child. Blau and Robins (1991) estimate the employment
probit jointly with equations for the presence of a preschool age child and use of nonrelative
care. Connelly and Kimmel (2000) estimate an ordered probit model for full-time employ-
ment, part-time employment, and nonemployment. Ribar (1992) estimates the employment
equation jointly with equations for hours of paid and unpaid care. Hotz and Kilburn (1994)
estimate their binary employment equation jointly with equations for use and hours of paid
child care, child care price, and the wage rate. The wage, price, and nonwage income variables
are not adjusted for taxes and subsidies in any of the studies listed in the table.



∂p is derived from the model as ∂[1 – P(1)] /∂p, where P(1) is the probability
of choosing outcome 1. To estimate this effect, a multinomial discrete choice
model can be specified with functional form assumptions for the IUFs and
disturbances, and empirical measures of the arguments of each IUF in-
cluded as specified above. Depending on assumptions about the joint dis-
tribution of the disturbances, the model can be estimated by multinomial
probit or logit, and the desired probability derivative can be computed. Two
issues raised by this model are the interpretation and specification of a bi-
nomial employment equation and specification of the price p.37

In the multinomial choice model the probability of not being employed
is

P(1) � pr(V1 � V2 , V1 � V3 , V1 � V4 ),

and the desired effect ∂[1 – P(1)] /∂p is derived by substituting the expres-
sions for the Vi s and computing the derivative. An equivalent expression
for the probability of not being employed that could serve as a basis for a
binary employment equation is

P(1) � pr(V1 � max{V2 , V3, V4}) � pr�V1 � ∑
4

i�2

DiVi� ,

where Di � 1 if Vi � Vj , i, j � 2, 3, 4, i � j, and Di � 0 otherwise. The binary
variables Di “dummy out” regressors that are not relevant to the mother’s
employment decision. For example, if the mother’s highest-utility employ-
ment outcome (max{V2 , V3 , V4}) does not involve paid care, then the Vi

functions on the right-hand side of the inequality that include p will be
dummied out. Thus, estimating a binomial employment equation based on
this model requires knowing which of the employment outcomes 2, 3, and
4 provides the highest utility for each mother. For mothers who choose not
to be employed, we do not know which of the employment options would
have provided her the highest utility (i.e. we do not observe the values of
Di ). For employed mothers we observe these outcomes, but whether the
best employment option involves paid care, relative care, or both is a
choice made by the mother. Consistent estimates of the parameters of the
employment equation cannot be obtained without accounting for this
choice, regardless of the distribution of the disturbances. The multinomial
choice model accounts for this choice, but the binomial model does not.
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37. Another issue is determining whether a mother has the option of unpaid child care by
a relative. If we observe a mother using unpaid relative care then we know this option was part
of her choice set. If she does not use unpaid relative care, it is possible to ask her whether such
care was available, and some surveys have done this (e.g., the National Child Care Survey).
The reliability of responses to such questions is unknown, but they could be used to determine
the choice set: If a mother indicates that relative care is unavailable, options 2 and 3 can be
eliminated from her choice set. Alternatively, it can be assumed that unpaid relative care is
available to every mother, with a “relative” of last resort being self-care by the child, an op-
tion with presumably very low quality.



To illustrate this point, suppose the disturbances are independently and
identically distributed as Type I Extreme Value, yielding the multinomial
logit functional form for the choice probabilities. Suppose we assume that
the best employment option for all mothers is number 4, in which only paid
child care is used. The likelihood function contribution for a mother who
chooses option 1 (not employed) under this assumption would be

P(1 |1 or 4) � 
eV�1

e

�

V�1

eV�4

,

where V�i � Vi – εi . The correct likelihood contribution for a mother for
whom option 4 is in fact the best employment alternative is

P(1) � P(1|1 or 4)P(1 or 4) � 
eV�1

e

�

V�1

eV�4

 � 
e

∑
V�1

4
i

�

�1e

e
V�

V�
i

4

 � 
∑

e
4
i�

V�

1

1

eV�i

 .

If option 4 was in fact the best employment option for every mother, then
without loss of generality we can set V�2 � V�3 � –�. In this case the second
term in the expression following the second equality sign is equal to one,
and P(1|1 or 4) is the correct likelihood contribution. If not, then the wrong
likelihood contribution is used, resulting in inconsistent estimates. For a
mother for whom option 4 is not the best employment choice, P(1|1 or 4) is
obviously not the correct likelihood contribution. It is not possible to de-
termine the nature of the bias caused by this misspecification, since the
model is nonlinear and there is no analytic expression for the estimator. If
unpaid care was an infrequent choice, ignoring it might cause little bias.
But the data show that unpaid care is a common choice, particularly
among low-income mothers and mothers with young children (see table
7.6). Specifying an employment model under the assumption that paid
care is always the relevant nonmaternal child care option is thus a poten-
tially serious error, leading to inconsistent parameter estimates. This was
noted by Heckman (1974) in one of the earliest economic studies of child
care but has been ignored in many recent analyses.

The other main issue is how to measure the price of child care. The first
eleven studies listed in table 7.7 all use the fitted value from a selection-
corrected child care expenditure38 equation estimated on the subsample of
employed mothers who use paid care. This approach is intended to deal
with the facts that expenditure on child care is not observed for mothers
who do not pay for care, and observed expenditure for mothers who pay is
endogenous if the quality of paid care affects price and if quality is a choice
variable. The demand function for the quality of paid care can be derived
by solving the first order conditions conditional on paying for care:
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38. Expenditure is measured per hour of paid care or per hour of the mother’s work, except
in U.S. General Accounting Office (1994a), in which it is expenditure per week.



q � q(X1, X2, y, qm ,w, qr , p, εi).
39

Substitute this quality demand function into the price equation p � 	 � 
q
� f (X3 ) � εp , and solve to obtain a reduced-form price function

p �p(X1 , X2 , X3 , y, qm , w, qr , 	, 
) � εp
∗ ,

where εp
∗ is a function of εp and εi .

40 For simplicity ignore the issues dis-
cussed in the preceding paragraphs, and specify a binomial employment
equation of the form

P(E ) � P( p, X1 , X2 , y, qm , w, qr , εi ).

The employment equation includes p and excludes X3 , 	, and 
, and the
latter three variables appear in the reduced-form price equation. If X3 con-
tains at least one variable not also included in X1 or X2 , or if 	 or 
 varies
across mothers and can be measured, then the price effect in the employ-
ment equation is identified by exclusion restrictions. Researchers have typ-
ically used child care regulations, average wages of child care workers, and
other factors that vary across geographic locations as identifying variables
in X3 , under the assumption that such variables affect household behavior
only insofar as they affect the price of child care. Some studies have also
used variables such as the number of children by age for identification.

If the unobserved factors that influence employment and child care be-
havior (εi ) are correlated with the unobserved determinants of the price of
care (εp ), then estimating the reduced-form price equation on a sample of
mothers who are employed and pay for care yields biased estimates. Most
researchers who use this approach have recognized this problem and as
noted above have specified reduced-form employment and pay-for-care
equations that are used to correct the child care price equation for selection
effects in a two-stage estimation. However, the model implies that there are
no theoretically justified exclusion restrictions to identify the selection
effects: the price function is a reduced form, so it contains all of the exoge-
nous variables in the model. Substitute the reduced-form price equation
into the employment equation and solve to obtain

P(E ) � P∗(X1 , X2 , X3 , y, qm , w, qr , 	, 
, εi , εp ),

Where P∗ denotes the reduced-form employment equation. This has the
same determinants as the price equation. The same result holds when a re-
duced-form pay-for-care equation is derived, conditional on employment.
Hence the only basis for identification of a child care price equation using
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39. This must be done separately for each outcome in which paid care is used. If unpaid care
is not used jointly with paid care (outcome 4), then qr is omitted from the demand function.

40. If the mother’s wage is thought to be endogenous, its determinants can be substituted,
since we are not particularly interested in the wage effects in this equation.



consumer expenditure data in a manner consistent with economic theory
would be functional form or covariance restrictions (i.e., assume that the
unobserved factors that influence employment and child care behavior are
uncorrelated with the unobserved determinants of the price of care).

The estimated elasticity of employment with respect to the price of child
care ranges from 0.04 to –1.26 in the first eleven studies listed in table 7.7.
Without a detailed examination of specification and estimation differences
across the studies along the lines of Mroz (1987), it is difficult to explain
why these estimates are so varied. It is possible that some of this variation
is due to the two problems discussed here: treating paid child care as if it
were the best option for all mothers, and inappropriate exclusion restric-
tions to identify the child care price equation. Different identification re-
strictions are used in each study, possibly leading to different degrees of
bias. Different data sources containing different proportions of mothers
who use paid care are used in each study, and the bias caused by treating
paid child care as if it were the best option for all mothers is likely to de-
pend on this proportion.

Of the five studies in the lower part of the table, Fronstin and Wissoker
(1995) differ from the standard approach in measuring the price of care
from a survey of child care providers rather than from consumer expendi-
ture. This approach will be discussed below. They specify a binary em-
ployment equation, estimated by logit, based on the standard implicit as-
sumption that paid care is always the best option.

The other four studies in the lower panel of table 7.7 use variants of the
multinomial choice framework discussed above. Ribar (1995) specifies a
structural multinomial choice model with a quadratic utility function in
consumption, hours of work, and hours of paid care. The discrete out-
comes are full-time employment with unpaid care, full-time employment
with paid care, part-time employment with unpaid care, part-time em-
ployment with paid care, and no employment. The standard approach of
imposing arbitrary exclusion restrictions on reduced-form employment
and payment equations is used.41 However, paid child care is not treated as
if it was the best option for all mothers: The price of child care influences
behavior by affecting the utility of the two options in which paid care is
used, consistent with the theory described above. Two disturbances are in-
corporated, allowing the unobserved determinants of employment and
child care to be correlated.

Tekin (2002) estimates a discrete choice model with outcomes defined by
cross-classifying employment status (full-time, part-time, not employed)
with indicators for use of paid child care conditional on employment and
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41. Ribar specifies an equation for total expenditure rather than expenditure per hour and
allows it to be nonlinear in hours of care and to contain a fixed component. These equations
are estimated jointly with the child care expenditure equation by FIML instead of by the
usual two-stage approach.



receipt of a child care subsidy conditional on employment and use of paid
care. A multinomial logit model with a discrete random effect accounts for
the possibility of correlation in the disturbances across the discrete choices
(Mroz 1999). A child care expenditure equation identified by state dum-
mies (which are excluded from the discrete choice model) is estimated
jointly with the discrete choice model. Similar to Ribar, Tekin’s approach
does not impose the assumption that paid care is always the best option for
an employed mother. Like the studies in the upper panel of table 7.7, Tekin
uses consumer expenditure data to measure the price of child care, but un-
like those studies he does not impose arbitrary identification restrictions to
identify selection models of child care payers. Rather, he imposes a covari-
ance restriction: The unobserved determinants of the price of care are as-
sumed to be independent of the unobserved determinants of employment
and child care decisions.

Blau and Hagy (1998) specify a multinomial choice model with cate-
gories defined by cross-classifying binary indicators of employment and
paying for care with a four-way classification of mode of care (center, fam-
ily day care, other nonparental, and parent). As in Ribar (1995) and Tekin
(2002), the price of child care affects behavior only by affecting the utility
of outcomes involving paid care, so paid child care is not treated as if it was
the best option for all mothers. The model is estimated by multinomial
logit jointly with equations for hours of work, hours of child care, and sev-
eral other continuous outcomes. A discrete random effect is incorporated
to account for the possibility of correlation in the disturbances across the
discrete choices and between the disturbances in the discrete and continu-
ous outcomes.

As in Fronstin and Wissoker (1995), the price of child care is derived
from a survey of day care centers and licensed family providers, conducted
in the same geographic locations as the survey of consumers. Blau and
Hagy use these data to estimate regressions of the form

pik � 	j � 
qij � �X3ij � εpij , 

for provider i in site j. These are estimated separately for centers and fam-
ily day care homes. Quality is measured by factors thought to influence the
quality of care, such as group size, teacher qualifications, provider goals,
and staff turnover. Other provider characteristics such as age, race, and
hours of operation are included in X3ij . The slope coefficients (
 and �) are
restricted to be the same across sites, but the intercepts (	j ) are allowed to
be site-specific. The price assigned to each household in site j for a given
mode of care is p̂j � 	̂j � 
̂q� � �̂X�3 , where a hat indicates an estimated pa-
rameter and a bar indicates the overall sample mean. Hence the only
source of variation used is geographic variation in the intercept of the price
function. This can be thought of as a quality-adjusted price, where the
sample mean quality has been assigned to all observations. This approach
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avoids selection and identification problems inherent in the use of con-
sumer child care expenditure data to measure the price of care, and allows
for observed differences across locations in quality and other factors.42

However, it does not allow for the possibility of unobserved heterogeneity
across locations in the average quality of child care. If such unobserved
heterogeneity is present (after controlling for a large number of observed
factors in q and X ), then 	̂j (and therefore p̂j ) would be correlated with the
disturbances in the multinomial choice model, since those disturbances in-
corporate unobserved preferences for quality. Fronstin and Wissoker’s ap-
proach to measuring the price of child care can be though of as a special
case of this approach in which the restrictions 
 � � � 0 are imposed.

Blau and Robins (1988) estimate a multinomial choice model derived
from the framework described above, with two modifications: They as-
sume that paid and unpaid care cannot be used simultaneously, and they
allow the employment status of the relative to be a choice variable. The
model was estimated by multinomial logit, but the price of child care was
included in all of the outcomes in which the mother is employed instead of
only those in which paid care is used. This is inconsistent with the theory
described above and is equivalent to assuming that paid care is always the
best option. Blau and Robins used the site-specific average weekly child
care expenditure as a measure of the price of care for all families in a given
site. This is equivalent to the Fronstin-Wissoker approach, using weekly in-
stead of hourly price, and using consumer expenditure instead of provider
price.

The studies that are most consistent with an underlying framework in
which informal care is dealt with appropriately are Blau and Hagy (1998),
Ribar (1995), and Tekin (2002). These studies produce estimates of the
elasticity of employment with respect to the price of child care at the lower
end of the range (in absolute value) in table 7.7: –0.09 in Ribar, –0.15 in
Tekin, and –0.20 in Blau and Hagy. Blau and Hagy repeated their analysis
using consumer expenditure data to measure the price of child care in place
of the provider survey data, and they estimated an elasticity of –0.06 in this
case. This could explain why Ribar’s and Tekin’s estimates are smaller than
those of Blau and Hagy, since Ribar and Tekin used consumer expenditure
data to measure price. It is risky to generalize from only three studies, but
the fact that the studies that accounted for informal care in ways consistent
with economic theory produced small elasticities suggests that the true
elasticity may be small.

The elasticity of employment with respect to the price of child care may
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42. This approach could not be used to assign prices for other nonparental care. Such care
consists mainly of babysitters, small unlicensed family day care, and relatives, and providers
of this type were not sampled in the provider survey. The consumer expenditure data were
used to estimate a price equation for this mode, not corrected for selection.



differ across groups. Ribar (1995) uses a sample of married mothers and
Blau and Hagy use a sample with married and single mothers, dominated
by the former. If the elasticity of employment with respect to the price of
child care is different for married and single mothers, then the evidence
from these two studies would not be a good guide to price effects for single
mothers. However, Tekin’s estimates for single mothers are similar to those
of Ribar and Blau and Hagy. Kimmel’s (1998) results indicate quite differ-
ent elasticities for married and single mothers, but Anderson and Levine
(2000) and Connelly and Kimmel (2000) produce estimates that are closer
for the two groups. If the elasticities differ substantially by income, then es-
timates for random samples of the population, as in Blau and Hagy (1998),
Ribar (1995), and Tekin (2002), could be misleading if applied to the low-
income population. Estimates produced by Anderson and Levine (disag-
gregated by education of the mother; not shown in table 7.7), Baum (2002),
Fronstin and Wissoker (1995), and U.S. General Accounting Office
(1994a) all show larger elasticities for low-income groups. This suggests
that the true elasticity for low-income mothers could be larger than the es-
timates from Blau and Hagy, Ribar, and Tekin.

Four studies provide estimates of the effect of the price of child care on
hours of work by the mother, conditional on employment. Averett, Peters,
and Waldman (1997) report an uncompensated labor supply elasticity with
respect to the price of child care of –.78 from their kinked budget con-
straint model for annual hours of work. Blau and Hagy (1998) estimate the
price effect on weekly hours of work separately by the mode of child care
used and find uncompensated effects of 1.3, 2.0, and –1.8 respectively for
users of centers, family day care, and other nonparental care. These imply
elasticities at the sample means of 0.06, 0.08, and –0.05, respectively.
Michalopoulos, Robins, and Garfinkel (1992) report an elasticity of an-
nual hours worked with respect to the price of child care of essentially zero
based on a structural model with a Stone-Geary utility function. Baum
(2002) also finds small elasticities, not significantly different from zero. The
large elasticity estimated by Averett, Peters, and Waldman (1997) com-
pared to the much smaller estimates of the other studies could be a result
of the use of the kinked budget constraint method, which imposes a sub-
stitution effect with a sign consistent with economic theory whether or not
this is consistent with the data (MaCurdy, Green, and Paarsch 1990).

7.5.4 Evidence on Other Effects of Subsidies and Price of Child Care

Quality of Child Care

As discussed in section 7.4, economic theory does not predict the sign of
the effect of the price of child care on the quality of care demanded. The lit-
erature contains only two studies of the effect of the price of child care on
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demand for quality: Blau and Hagy (1998) and Hagy (1998).43 Blau and
Hagy estimate consumer demand functions for inputs to the production of
quality: staff-child ratio and group size in the child care arrangement, and
whether the provider has received any training in early childhood care and
education. Hagy focuses exclusively on staff-child ratio. Developmental
psychologists argue that the quality of a child care arrangement is best
measured by the nature of the interactions between the provider and child
and aspects of the curriculum, as measured by instruments such as the
ECERS-ITERS described above (see note 17). Staff-child ratio and so
forth are inputs to producing quality, although some recent evidence sug-
gests that the productivity of these inputs is modest at best (Blau 1997,
1999, 2000). So these are not the best measures of quality, but they are the
only ones available that can be matched to a price.

Blau and Hagy use the price measure described above, p̂j � 	̂j � 
̂q� � �̂X�3 .
Price effects on demand for the inputs were estimated separately for users of
centers and family day care, and separately by whether the mother was em-
ployed, accounting for self-selection into these groups. The results for users
of day care centers show a negative effect of p̂j on group size, essentially zero
impact on staff-child ratio, and a positive effect on the probability of having
a trained provider. These results imply that 	-subsidies that reduce p̂j would
lead to demand for larger groups and less provider training by center users,
leading to lower quality of child care. Price effects on hours of care de-
manded per week were negative, indicating that when price falls consumers
substitute toward quantity and away from quality. As the quality-constant
price falls, consumers purchase more hours of care, raising the implicit price
of quality. This leads to a decrease in demand for quality. For users of fam-
ily day care, the price effects were positive on group size, negative on staff-
child ratio, and positive on training. In this case 	-subsidies that reduce p̂j

would lead to demand for smaller groups, a larger ratio of staff to children,
and less provider training, producing an uncertain effect on quality depend-
ing on the relative productivities and elasticities of demand for the inputs.

Hagy (1998) specifies a price regression of the form pij � 	 � 
1j qij �

2j qij

2 � �X3ij � εpij for provider i in site j, where quality q is measured by the
staff-child ratio. The model is quadratic in quality and allows 
 to vary by
site instead of 	 as in Blau and Hagy. The implicit marginal price of staff-
child ratio facing a consumer in site j is ∂pij /∂qij � 
1j � 2
2 j q, where q is the
staff-child ratio in the arrangement used by the consumer. This implicit
marginal price is included as a regressor in a model to explain consumer de-
mand for staff-child ratio. Recognizing that the marginal price depends on
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43. Some studies have estimated price or subsidy effects on other attributes of child care
such as choice of mode, hours of care, and travel time to the arrangement. These are inter-
esting, but of less policy relevance than effects on employment and child care quality, and they
are not discussed here. See Blau and Hagy (1998) and Chaplin et al. (1999) for examples and
references to other studies.



quality, Hagy instruments the marginal price with a set of site dummies,
thus using only geographic variation to identify the price effect, as in Blau
and Hagy. The demand for staff-child ratio is estimated only for users of
day care centers, accounting for self-selection into this mode of care. The
effect of the price is positive and significantly different from zero, but very
small in magnitude, with an implied price elasticity of .017.

Child Development

There are no studies of the effect of the price of child care or child care
subsidies on child development outcomes. However, there is a substantial
literature that evaluates the child development effects of Head Start and
other early intervention programs.44 Since these programs can be inter-
preted as child care subsidies, their effects on child development are dis-
cussed here. This large literature has been reviewed by Karoly et al. (1998),
Barnett (1992, 1995), Currie (2001), and Waldfogel (2002) among others,
and is summarized briefly here. Karoly et al. (1998, p. xiii) conclude that “in
some situations, carefully targeted early childhood interventions can yield
measurable benefits in the short run and that some of those benefits persist
long after the program has ended.” This conclusion is based on evaluations
of nine early intervention programs with randomized assignment to treat-
ment, including the well-known Perry Preschool, Carolina Abecedarian,
and Infant Health and Development projects. Most of the programs pro-
duced short-run gains in IQ, but few have produced IQ gains that have
lasted past age twelve. However, short-run improvements in academic
achievement caused by the programs did persist in most of the programs
through the latest age at which achievement was measured (age twenty-one
in the Abecedarian project45). The Perry Preschool evaluation followed the
children longer than any of the other intervention evaluations and has
found substantial improvements through age twenty-seven in high school
graduation, crime and delinquency, income, and welfare participation. No
effects on grade repetition and teen pregnancy were found. The mecha-
nisms through which these effects occur are not well understood, because it
seems clear that they are not a result of long-run improvements in IQ.

There have been many evaluations of Head Start, but they have been ham-
pered by two factors: None have been based on randomized assignment,
and Head Start is not a single program but is rather an umbrella for a large
number of programs that vary in design and quality while presumably meet-
ing the main requirements for a Head Start program (Karoly et al. 1998).46
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44. I am not aware of any studies of the effects of Head Start or other early education pro-
grams on maternal employment.

45. See Campbell et al. (2001, 2002) for age twenty-one results in the Abecedarian study.
46. A recent report of the Advisory Committee on Head Start Research and Evaluation

(1999) strongly recommended a randomized assignment evaluation of Head Start. A random
assignment evaluation of Head Start is now under way, with field work having begun in 2002.



Evaluations of Head Start have almost uniformly found substantial positive
short-run impacts on IQ that have subsequently faded out within a few years
after exit from the program. About half of the Head Start evaluations found
short-run positive effects on reading and mathematics achievement that
faded out within a few years, and the others found no short-run effects.
However, Head Start evaluations that have examined effects on grade reten-
tion (seven), special education (four), and high school graduation (one
study) have sometimes found positive effects on these outcomes (Barnett
1995).

The only Head Start evaluation that has found effects on cognitive abil-
ity that have not faded out over time is Currie and Thomas (1995), who
found this result for white children but not black children. Like other Head
Start evaluations, theirs was not based on a randomized design. But unlike
other evaluations they were able to control for at least some potentially
confounding unobserved factors by exploiting the facts that the National
Longitudinal Survey of Youth (NLSY) contains data on multiple children
in the same families, and there are substantial numbers of families in which
at least one child attended a Head Start program and at least one child did
not. Using a fixed effects estimator that identifies the effect of Head Start
only by within-family differences between siblings who did and did not at-
tend Head Start, Currie and Thomas find substantial positive short-run
effects on cognitive ability (the Peabody Picture Vocabulary Test) for
whites and blacks that do not fade out for whites but do for blacks; no
short- or long-run effects on grade retention for blacks, but a substantial
positive effect for whites that fades only a bit over time; and positive short-
run effects on measles immunization that fade out for both races. Currie
and Thomas note that their method relies on the assumptions that assign-
ment of children to Head Start within families is uncorrelated with child-
specific unobservables and that there are no spillover effects of Head Start
attendance by one child on other children in the family. The first assump-
tion would be valid if, for example, Head Start slots were rationed by some
randomized method that did not favor the siblings of children who had al-
ready attended Head Start, or if family income changed over time in a way
that was unrelated to child-specific factors and led to one child in the fam-
ily being eligible for the program and another not being eligible. They ar-
gue and present evidence that if child-specific unobservables and spillover
effects matter, they will tend to bias the fixed effects estimates of the effect
of Head Start toward zero.47
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47. Garces, Thomas, and Currie (2002) report positive long-run effects of Head Start for
both races using a within-family estimator with data from the Panel Study of Income Dy-
namics. Currie and Thomas (2000) present evidence that the fade-out effects observed for
blacks may be due to the fact that black children attend lower-quality schools than whites.
Currie and Thomas (1999) find positive effects of Head Start on cognitive outcomes for chil-
dren of native-born Hispanic mothers but not for children of foreign-born Hispanic mothers.
They do not examine fade-out in this paper.



An important issue concerning early childhood interventions that in-
volve a child care component is whether the benefits of the intervention ex-
ceed the costs. The interventions tend to be expensive relative to typical
market child care because they are designed to provide very high-quality
services to help overcome the developmental disadvantages faced by low-
income children. But the benefits are potentially large as well, if academic
achievement, higher earnings, and lower welfare participation are perma-
nent results of the intervention. The data needed to perform a credible and
thorough benefit-cost analysis of Head Start and other early intervention
programs do not exist. Cost data are readily available, but many of the ben-
efits are intangible, and others that could in principle be quantified are
spread over long time periods and require data that have not been col-
lected. Karoly et al. used data from an analysis by Barnett (1993a, 1995) to
perform a cost savings analysis of one early intervention program, the
Perry Preschool Project. This analysis does not attempt to measure all of
the benefits of the program to the participants or society, but rather tries to
determine whether the program results in direct savings to the government
that (in present value terms) exceed the cost of the program to the govern-
ment. If the answer is yes, government funding of the program can be jus-
tified purely as a way for the government to reduce net expenditures with-
out even considering other possible benefits of the program. This is a
conservative approach to evaluating a program, but Karoly et al. argue that
it is the only approach available given data limitations, and even for this ap-
proach the data needed are available for only one program. If savings to the
government do not exceed the cost of the program, this does not necessar-
ily mean that funding the program is not worthwhile.

The following figures illustrate the calculations by Karoly et al., based
on Barnett’s figures using data through age twenty-seven of the partici-
pants, expressed in 1996 dollars discounted at 4 percent to the date of birth
of the child:

Government Savings

Program Through Projected,
Item Cost Age 27 Ages 28–65

Cost of preschool, ages 3–4 $12,148
Reduced special education costs $6,365
Increased taxes on earnings $3,451 $3,115
Decreased welfare payments $1,968 $341
Decrease in criminal justice cost $7,378 $2,817
Total $12,148 $19,162 $6,273

These calculations do not place any value on the decrease in tangible and
intangible losses to crime victims, or the increased earnings of the program
participant. Even this very conservative approach that prices out only tan-
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gible cost savings to the government leads to the conclusion that the Perry
Preschool Project was a highly worthwhile investment.

Subsidy Take-Up

Meyers and Heintze (1999) examine the use of child care subsidies in a
sample of current and former welfare recipients in four counties of Cali-
fornia in 1995. In their sample, 16 percent of employed mothers received
a child care subsidy, 30 percent of mothers enrolled in education or train-
ing programs received a subsidy, and 34 percent of mothers in neither ac-
tivity received a subsidy (including Head Start). The public subsidy sys-
tem for child care in California was quite complex prior to PRWORA,
with at least seven different subsidy programs. When mothers were asked
why they did not receive subsidies from the programs for which they ap-
peared to be eligible, the majority response for all three employment-
related subsidy programs, one out of two education-and-training-related
subsidies, and one out of two child-education subsidies was that they were
not aware of the program. The majority response for the other two sub-
sidy programs was “aware of the program but did not apply.” The accept-
ance rate for mothers who applied averaged 72 percent across all pro-
grams.

Fuller et al. (1999) estimate a model of the child care subsidy take-up de-
cision of mothers enrolled in TANF using data collected in San Francisco,
San Jose, and Tampa in 1998.48 Of the women in their sample who used any
nonmaternal child care, 37–44 percent received a subsidy, depending on
the site. Presumably, all of the women in this sample were categorically el-
igible for a child care subsidy, but there is no way to determine whether the
mothers not receiving a subsidy were rationed out or did not take up the
subsidy offer. A regression analysis showed that a woman’s knowledge of
child care subsidy rules and participation in a TANF-sponsored job search
class were positively associated with receiving a subsidy.

Welfare Receipt

Connelly and Kimmel (2001) use 1994 data on single mothers from the
SIPP to estimate the impact of the price of child care on AFDC participa-
tion. Using the standard approach to measuring price, they find an elastic-
ity of AFDC participation of .55 with respect to the price of child care
from an ordinary probit model, and an elasticity of .28 from a probit model
estimated jointly with an employment probit.

Tekin (2001) estimated the effect of the price of child care on enrollment
in TANF using data on single mothers with children aged zero to thirteen
from the 1997 NSAF. He specified a multinomial model of employment,
welfare participation, and payment for child care. Using the estimation ap-
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proach in Tekin (2002) described above, the estimated elasticity of TANF
enrollment with respect to the price of child care was .098.

7.6 Current Policy Issues and Reform Options

7.6.1 Current Policy Issues

Three issues arise frequently in recent discussions of child care policy:
insufficient funding for subsidies to meet welfare reform goals, inequitable
distribution of subsidies, and concern about the quality of child care pur-
chased with subsidies.

Insufficient Funding

It is estimated that despite spending all of the available federal and re-
quired state matching CCDF funds, as well as using up to a billion dollars
of their TANF block grants on child care, states provided subsidies to only
15 percent of eligible children in 1998 (Administration for Children and
Families 1999). States face considerable pressure and incentives from the
federal government to reduce welfare rolls, and it is likely that the majority
of subsidy recipients are current or former welfare participants.49 It is un-
clear whether the current level of child care subsidy funding is sufficient to
help states meet their specific welfare reform targets for employment, but
it seems likely that demand for subsidies by eligible low-income families
who are not connected to the welfare system exceeds the supply of subsi-
dies available to such families with the current level of funding.50

Inequity

Before the welfare reform of 1996, the existence of many different child
care subsidy programs with varying eligibility rules and fee schedules
created considerable horizontal inequity in the distribution of subsidies.
Many observers noted the fragmentation and lack of coordination that re-
sulted from the proliferation of subsidy programs with varying goals and
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49. Piecyk, Collins, and Kreader (1999, 11) report that 68 percent of children receiving
child care subsidies through state-administered programs in Maryland in January 1998 were
current or former welfare recipients, and the corresponding figure for Illinois was 84 percent.
National data on the characteristics of subsidy recipients are not available. CCDF regulations
require states to stipulate a plan for spending 70 percent of subsidy funds on current and for-
mer welfare recipients.

50. See Besharov (2002) and Mezey et al. (2002) for alternative views of the adequacy of cur-
rent child care subsidy funding. It would be useful to know how much additional funding
would be required in order to serve all eligible children. A naïve estimate would be about $36
billion (1998 dollars) � (6.399/.15) – 6.399: the 1998 level of CCDF funding divided by the es-
timated proportion of eligible children served, minus the 1998 level of funding. However, this
ignores issues such as whether all eligible families would want a subsidy, whether the average
expenditure per child would change if all eligible children were served, and whether states
would change their subsidy rules if more funding was available.



rules (Barnett 1993b; Gomby et al. 1996). The consolidation of subsidy
programs mandated by PRWORA helped to reduce this problem but did
not eliminate it (Adams, Snyder, and Sandfort 2002). For example, there is
often little coordination at the local level between Head Start and other
child care subsidy programs, so some families may receive both a Head
Start and a CCDF subsidy and others receive neither. Many observers call
for closer coordination between Head Start and other child care subsidy
programs (Schumacher, Greenberg, and Lombardi 2001).

Child Care Quality

Most of the child care subsidies provided under the CCDF are in the
form of certificates (vouchers) that can be used for any legal child care
arrangement. Some observers are concerned that subsidies of this form
provide no direct incentive to purchase high-quality care and that parents
may be too willing to purchase child care of mediocre quality (Blau 2001,
ch. 10; Hayes, Palmer, and Zaslow 1990, p. 241).51 Subsidies that are dis-
bursed directly to providers, including Head Start, Title I-A, and some
CCDF and TXX funds, can be tied more closely to meeting standards that
are associated with high quality. Child development advocates push for in-
creased attention to the quality of child care subsidized by the CCDF and
other employment-related subsidies. Some would prefer to see an entirely
child development–oriented public subsidy system for child care. In con-
trast, welfare reform advocates concerned mainly with increasing employ-
ment focus on the flexibility and freedom of choice provided by vouchers
that are not tied to quality standards.

7.6.2 Reform Options

Proposals for reform of child care and early education subsidy programs
fall into two broad groups. One set of proposals, mainly by economists, is
focused on the low-income population, emphasizes freedom of choice for
parents, and is typically although not always more employment-oriented
than child development–oriented. These include Barnett (1993b), Blau
(2001), Helburn and Bergmann (2002), Robins (1990), and Walker (1996).
The other set of proposals is advocated mainly by child development ex-
perts and emphasizes universal coverage and supply-side subsidies that are
tied closely to the quality of care rather than to employment. Examples in-
clude Kagan and Cohen (1996) and Finn-Stevenson and Zigler (1999).52
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51. See Besharov and Samari (2000) for a detailed discussion of child care vouchers and the
quality of child care.

52. Other authors have discussed general principles for reform of child care policy but have
not made specific reform proposals. See Committee for Economic Development (2002);
Hayes, Palmer, and Zaslow (1990, ch. 10); Gomby et al. (1996); Kahn and Kamerman (1995);
and Vandell and Wolfe (2000). Hayes, Palmer, and Zaslow do offer some specific recommen-
dations, including expansion of Head Start. Gormley (1995) makes a number of child care pol-
icy recommendations that are generally similar in style and intent to those of the economists.



Barnett (1993b) calls for a unified federal child care subsidy program for
preschool-age children that would replace all other child care subsidies ex-
cept Head Start. A baseline subsidy would be available to all families, with
a supplemental subsidy for families in which the mother is employed. The
subsidy would be universal but would decline in value from $6,000 per
child plus $2,000 if the mother works for the poorest 25 percent of families,
to $3,500 plus $4,500 for the next poorest quarter of families, to $1,000 per
child plus $1,000 if the mother works for the upper half of the family in-
come distribution. The subsidy could take the form of vouchers, contracts,
or “credit accounts,” the latter envisioned as a child care credit card. Bar-
nett states that his proposal explicitly relies on parents to monitor quality
and on the market to respond to increased demand for high-quality care by
supplying more such care. He is willing, however, to consider limiting use
of the subsidy to child care providers who meet high quality standards (p.
549). He estimated the cost of his proposal at about $60 billion after ac-
counting for elimination of funding for subsidies that would be replaced by
his program. The goals of Barnett’s proposal are to make high-quality child
care affordable for all families and to increase the financial rewards from
employment for women.53

Blau (2001) proposes a child care subsidy in the form of a voucher that
is worth more if higher-quality care is used. For families below the poverty
line, the voucher would be worth $6,000 per child aged zero to five for
care of “excellent” quality, $4,000 for care of “good” quality, and $2,000
for care of “other” quality. Quality would be determined by accreditation
based on the developmental appropriateness of the care offered. The value
of the voucher would decline with family income, and families with income
over four times the poverty line would be ineligible. The voucher would be
worth less for children aged six to twelve, and a family could qualify for
vouchers for two children at most. Eligibility for the voucher would not de-
pend on employment; the aim of the subsidy is to improve child develop-
ment, not encourage employment. The proposed voucher plan would re-
place all other child care subsidies (including Head Start, which would be
integrated into the voucher scheme), at an estimated net annual cost of $54
billion.54

Helburn and Bergmann (2002) propose a subsidy for child care in the
form of a voucher that would cover the full cost of child care for families
below the poverty line. Families with income above the poverty line would
incur a copayment of 20 percent of the excess of family income over the
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53. Other elements of his overall strategy to achieve these goals include paid parental leave
and support for increased accreditation and professionalization of child care.

54. Other elements of the reform proposed by Blau (2001) include a child allowance, subsi-
dies to providers for the cost of the accreditation process, and an educational campaign to dis-
seminate information about the quality of child care. The cost of these additional elements is
not included in the $54 billion.



poverty line. The value of the voucher would be higher if higher-quality
child care is used, where quality is based on accreditation or staff qualifi-
cations. The voucher could be used only at licensed facilities, including
family day care, babysitters, nannies, and relatives if they choose to become
licensed. Helburn and Bergmann would also earmark $2.25 billion per
year for activities to improve quality and increase market efficiency. These
activities include tightening state regulations and increasing monitoring,
standardizing the accreditation system, overhauling the training of care
providers, and improving dissemination of information. The total annual
cost of the proposed program, after accounting for elimination of existing
child care subsidies, is estimated to be $29 billion. The proposed program
would provide subsidies only for families in which both parents (or the
single parent) are employed.

Robins (1990) advocates making the DCTC refundable, more progres-
sive, and more generous. Refundability would make the tax credit of value
to low-income families by paying a credit to families with no tax liability.
His proposed schedule for the DCTC would have an 80 percent subsidy
rate (instead of the current 30 percent) for families with AGI under
$10,000, phased down gradually to zero for AGI over $60,000. He would
also increase the maximum amount of child care expenses for which a
credit could be claimed from $2,400 to $3,600 for one child and $4,800 to
$7,200 for two or more. He estimates that making the credit refundable
would increase its cost by about 20 percent, and making it more generous
and progressive would increase cost by another 55 percent. He also pro-
poses a safety net system of publicly funded day care centers for poor fam-
ilies who cannot take advantage of the DCTC for some reason.

Walker (1996) would replace several existing programs with an uncon-
ditional (on employment) child allowance for low-income families, and ex-
panded parental leave. The amount of the child allowance would depend
on income and the number and ages of children, but would not require the
mother to be employed. The maximum allowance per family would be
$7,600 for a family with three children under six years old and income less
than 150 percent of the poverty line, and about half that level for three chil-
dren over age six. The subsidy would be cut in half for families with income
between 150 percent and 175 percent of the poverty line, and eliminated for
income in excess of 175 percent of poverty. The estimated cost of $45 bil-
lion per year would be financed without raising taxes by eliminating the
DCTC, AFDC, all other child care subsidies (except Head Start), and the
income tax exemption for children. Eliminating the DCTC and the income
tax exemption for children would significantly redistribute benefits from
higher- to lower-income families.55
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55. The other part of Walker’s plan is a Parental Leave Account (PLA), funded by an ad-
ditional payroll tax on employees of 3.5 percent. Parents could draw funds from their PLA to
finance a leave from work for up to one year after the birth of a child, with the right to their
old job back.



Finn-Stevenson and Zigler (1999) propose a “Schools of the 21st Cen-
tury” plan that would use public schools as a setting to provide care for
children aged three to five and before and after-school care for children
aged six to twelve.56 The child care provided in the schools would be of high
quality and available to all families regardless of income. By providing
child care in schools, Finn-Stevenson and Zigler also hope to profession-
alize the child care occupation and raise pay for providers.57 Child care in
the schools would be financed mainly by sliding scale parent fees. They ar-
gue that the fee for high-quality child care in the schools need be no higher
than the fee for average-quality care in other settings because administra-
tive, occupancy, and utility costs would be absorbed by the school system,
leaving only staff and materials costs to be financed by parent fees. Start-
up costs such as building renovation and expansion would be financed by
a combination of federal, state, and local government funding and private
foundations. They do not provide estimates of the total cost of their pro-
posal. They suggest that funding come from a variety of sources and
mainly be new funding rather than funding reallocated from existing pro-
grams (they do propose to reallocate funding for existing pre-K programs).
Given the large scope of the program, it seems likely that it would be at
least as costly as the Barnett, Blau, and Helburn-Bergmann proposals.

Kagan and Cohen (1996) discuss a “vision” for reinventing the early
care and education system in the United States. Their discussion empha-
sizes the principles of a new system but does not propose a specific pro-
gram. However, they do make some specific proposals related to licensing.
They propose that individual staff who care for children in centers and
family day care homes be required to hold a license that can be obtained
only by completing a high level of education and training and demonstrat-
ing competency. All education and training would be provided in a setting
in which academic credit would be earned. They also propose eliminating
most existing licensing exemptions, such as those for church-sponsored
day care centers in some states and for small family day care homes. They
do not provide an estimate of the cost of their proposals, and they propose
funding them mainly through new revenue.

The key element of the plans proposed by economists is allowing
parental choice of child care. These proposals rely on parents to use subsi-
dies to purchase child care of high quality. The very limited evidence on the
price elasticity of demand for child care quality suggests that the elasticity
is small (Blau and Hagy 1998; Hagy 1998). Recall that this evidence per-
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56. Kahn and Kamerman (1987) also propose a school-based child care system, in less de-
tail than Zigler and Finn-Stevenson.

57. They propose a network of support and outreach services for family day care providers
who care for children up to age three, but this is not a major or well-developed part of their
proposal. They recognize that their plan does not specifically provide for the care of children
before age three, and they state that care for such children can be addressed by paid parental
leave.



tains only to demand for specific attributes of child care such as group size,
staff-child ratio, and staff training, not to the process-oriented measures of
quality that are the best predictors of child development. There is no direct
evidence either for or against the proposition that reducing the effective
price of child care to consumers will result in a substantial increase in the
quality of care demanded, as measured by child development–oriented in-
struments such as ECERS. Thus, Barnett, Blau, and Helburn-Bergmann
would provide differential reimbursement for high-quality care as an addi-
tional incentive. With the exception of Blau and Walker, facilitating em-
ployment of mothers is another important goal of the proposals by econo-
mists. Allowing parents flexibility in using the subsidies is likely to be
helpful in achieving this goal. The child allowances proposed by Blau and
Walker allow additional flexibility to parents who wish to use the al-
lowance to purchase child care.

Congress is currently debating reauthorization of PRWORA, including
the CCDF. The Bush administration has proposed increasing the work re-
quirement for TANF recipients from thirty to forty hours per week, and this
has led to discussion of increasing the level of funding for the CCDF and
for giving states increased discretion to shift funds from the TANF block
grant to the CCDF. Changes to the key feature of the CCDF subsidy pro-
gram—vouchers that can be used for any licensed or legally exempt child
care arrangement—have not been prominent in the reauthorization debate.

The key features of proposals by developmental psychologists are supply-
side subsidies and regulations that are tied to the quality of care. Finn-
Stevenson and Zigler would attempt to ensure high quality by locating child
care in schools, where the environment and pay would promote high-
quality care. Kagan and Cohen are less specific about location and funding
issues, but they do emphasize much tougher licensing standards and en-
forcement as a way of raising the quality of child care. It seems likely that
these approaches could be successful in improving the average quality of
child care supplied in the United States. However, the emphasis on public
supply of child care raises the possibility that problems that are thought to
be prevalent in many public schools could affect child care as well. These in-
clude absence of incentives for efficient use of resources, resulting in high
cost and low productivity. Standard economic analysis of regulations that
restrict entry to a service occupation suggest that such regulations will raise
the cost of the service, reduce the supply, and increase the “underground”
supply of the service. This seems especially likely in the case of family day
care, in which the proportion of providers who are unlicensed is estimated
to be as high as 90 percent (Hayes, Palmer, and Zaslow 1990, 151).

7.7 Conclusions

Child care policy can be used to facilitate employment of mothers and
enhance the development of young children. The tension between these al-
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ternative goals ensures that debate and discussion of child care policy is-
sues will continue for the foreseeable future. There is not a consensus on the
goals of child care policy or on the means to achieve those goals. This is due
in part to conflicting views on the proper role of the government in a do-
main that was mainly left to families as recently as a generation ago. But it
is also a reflection of lack of knowledge about the magnitudes of important
parameters that affect the costs and benefits of alternative policies. Econ-
omists could make significant contributions to knowledge by careful em-
pirical studies that produce reliable estimates of such parameters. The fol-
lowing issues seem important and well suited to analysis by economists.

• Despite a large number of studies, there is considerable uncertainty
about the magnitude of the elasticity of maternal employment with re-
spect to the price of child care. A careful sensitivity analysis along the
lines of Mroz’s (1987) analysis of the labor supply of married women
could be a major contribution to resolving this uncertainty. Many of
the studies of this issue include some sensitivity testing, but none have
systematically examined all of the main specification and estimation
issues using a single data set and a common framework. Research on
the price-responsiveness of low-income mothers would be especially
useful.

• Consumer demand for quality in child care is not well understood, and
additional research could make useful contributions to knowledge. It
is important to go beyond studying consumer demand for inputs to
the production of quality in child care (group size, etc.). The demand
function for quality itself, as measured by ECERS and related instru-
ments, should be estimated. This will require data containing such
measures of quality as well as the price and other arguments of the de-
mand function from a representative sample of families. Such data are
beginning to be made available in the on going National Institute of
Child Health and Human Development’s Study of Early Child Care.58

• Research on the subsidy take-up decisions of families eligible for child
care subsidies would be very useful in order to determine the likely
effectiveness of different forms of subsidies. The possibility for re-
search along these lines will be enhanced by including questions on
child care subsidies in large nationally representative surveys, as in the
Urban Institute’s NSAF and recent waves of the SIPP. However, to be
useful for this issue, such surveys must explicitly ask respondents who
are not receiving a subsidy whether they applied for and were offered
a subsidy.

• New research on the supply of child care would be useful. Subsidies to
consumers may bid up the price of child care, and it is important to be
able to quantify such effects. It would also be useful to examine the
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quality supply decisions of providers, in order to determine how re-
sponsive the supply of high-quality care might be to subsidies (Blau
and Mocan 2002). Evidence on the supply of child care for low-
income families would be especially useful.

• Finally, despite the fact that a number of welfare-to-work demonstra-
tion programs included child care subsidies, it has not been possible to
determine the effects of such subsidies because they have almost al-
ways been included as part of a package of services provided. A ran-
dom-assignment demonstration program that focused exclusively on
child care could provide valuable information about the impact of
child care subsidies on employment of low-income mothers.

Appendix

Cost-Effectiveness Formulas

Under the assumptions stated in the text, the cost of the wage subsidy is
(N � �N )he � hNe(w � e�Nw )/w, where �N is the additional employment
generated by the subsidy. The gain in hours worked is h�N � hNe�Nw /w.
The cost of the child care subsidy is Phs� �Nhs � �Phs, where P is the
number of working mothers who use paid care. The first term is the cost of
subsidizing the paid hours of care that would have been used in the absence
of the subsidy; the second term is the cost of subsidizing the paid care
hours of the mothers induced to enter the labor force as a result of the sub-
sidy; and the third term is the cost of subsidizing the paid care hours of
mothers who would have worked and used unpaid care in the absence of
the subsidy and are induced to switch to paid care as a result of the subsidy.
This expression can be written as Nhs(�p – �Np s – �s�Pp )/p. The change in
hours worked induced by the subsidy is h�N � –�Np hNs/p.

The figures in table 7A.1 illustrate the cost-effectiveness of wage and
price subsidies for alternative values of the elasticities and the proportion
of employed mothers who use paid care. The price per hour of child care
was fixed at $2.00 in all of the calculations, and the wage rate was fixed at
$6.00. Let CEe � �Nw /(w � e�Nw ) represent the cost-effectiveness of the
wage subsidy, and let CEs � –�Np /( p� – �Np s – �s�Pp ) represent the cost-
effectiveness of the price subsidy. The last column shows the ratio of the
cost effectiveness figures. The subsidies are assumed to be additive, but in
order to compare them I specify each subsidy as a given proportion of the
wage or price. The calculations use a subsidy rate of 0.2, so the subsidies
are, e � $1.20 and s � $0.40. Using a higher wage rate increases the ratio
CEs /CEe by a large amount, and using a higher subsidy rate decreases it by
a small amount.
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If everyone uses paid care then � � 1, �Np � –�Nw , and �Pp � 0. Let s �
e and use w∗ � w – p as the base for computing the proportional magni-
tudes of both subsidies, that is, replace both w and p in the formulas with
w∗. Making the substitutions, the number of additional hours worked per
dollar spent on the child subsidy becomes �Nw /(w∗ � e�Nw ). The number
of additional hours worked per dollar spent on the wage subsidy is �Nw /(w
� e�Nw ). Substitute w∗ for w and the two formulas are identical.

Subsidy Effects in the Quality Model

Without loss of generality, let quality be restricted to the unit interval: 0
� q � 1. Since quality has no natural units, any measure of quality can be
rescaled to the unit interval, with 	, 
, and the child development produc-
tion function rescaled accordingly. Let Ve denote the value of being em-
ployed and Vn the value of not being employed. The price parameters 	 and

 do not affect Vn , so the employment effects of child care price subsidies
depend only on their effects on Ve . Solve for the demand functions for � and
q conditional on employment, substitute these functions into the budget
constraint and production function, and substitute the latter two equa-
tions into the utility function. This defines Ve . It is then simple to show that
∂Ve /∂	 � –uc h and ∂Ve /∂
 � –uc hq, where uc is the marginal utility of con-
sumption and h and q are understood to be the values that satisfy the first
order conditions. Since 0 � q � 1, this shows that an 	-subsidy has a
(weakly) bigger impact on employment than a 
-subsidy.

Totally differentiating the first-order conditions and solving for the sub-
stitution effects of 	 and 
 on quality yields
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Table 7A.1 Cost-Effectiveness of Wage and Price Subsidies (alternative values of the
elasticities) and Proportion of Employed Mothers Using Paid Care

�Nw �Np �Pp � CEe CEs CEs/CEe

0.2000 –0.2000 –0.2000 0.4000 0.0321 0.2193 6.8421
0.2000 –0.2000 –0.2000 0.7000 0.0321 0.1302 4.0625
0.2000 –0.2000 –0.5000 0.4000 0.0321 0.2083 6.5000
0.2000 –0.2000 –0.5000 0.7000 0.0321 0.1235 3.8519
0.2000 –0.5000 –0.2000 0.4000 0.0321 0.4845 15.1163
0.2000 –0.5000 –0.2000 0.7000 0.0321 0.3019 9.4203
0.2000 –0.5000 –0.5000 0.4000 0.0321 0.4630 14.4444
0.2000 –0.5000 –0.5000 0.7000 0.0321 0.2874 8.9655
0.5000 –0.2000 –0.2000 0.4000 0.0758 0.2193 2.8947
0.5000 –0.2000 –0.2000 0.7000 0.0758 0.1302 1.7188
0.5000 –0.2000 –0.5000 0.4000 0.0758 0.2083 2.7500
0.5000 –0.2000 –0.5000 0.7000 0.0758 0.1235 1.6296
0.5000 –0.5000 –0.2000 0.4000 0.0758 0.4845 6.3953
0.5000 –0.5000 –0.2000 0.7000 0.0758 0.3019 3.9855
0.5000 –0.5000 –0.5000 0.4000 0.0758 0.4630 6.1111
0.5000 –0.5000 –0.5000 0.7000 0.0758 0.2874 3.7931
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where � � 0 is a multiplier, D�q is the minor of element � – q of the Bordered
Hessian, Dqq is the minor of element q – q, and D is the determinant of the
Bordered Hessian. D�q /D is indeterminate in sign but Dqq /D is unambigu-
ously negative by the second-order conditions. Thus if D�q /D � 0 then (dq/
d
) | u�

is more negative than (dq/d	)|u� and if D�q /D � 0 then (dq/d
)|u� is ei-
ther negative or is a smaller positive than (dq/d	)|u�.
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8.1 Introduction

The passage of the Area Redevelopment Act in 1961 started a prolonged
effort by U.S. policymakers to reshape and upgrade the skills and employ-
ment prospects of the nation’s low-income and displaced workers through
publicly subsidized job training programs. These programs began with the
goal of providing vocational training to dislocated workers, but they soon
shifted to cover persons in poverty, many of whom were receiving public
aid and who were especially economically disadvantaged with poor em-
ployment histories.

During the 1960s the menu of services provided to these groups ex-
panded, but since that time their variety and content has not changed very
much. Nevertheless, the orientation and goals of U.S. training policy have
shifted frequently. During the last forty years, policymakers have varied
their emphasis on low-cost compared with high-cost services; the degree to
which they serve the economically disadvantaged or the unemployed; the
amount of emphasis on serving adults compared with youths, especially
young high school dropouts; and the extent to which these programs en-
courage participants to acquire new skills or help them to quickly find reg-
ular jobs.

A closer look at these programs indicates that it is sometimes incorrect
to characterize individuals’ participation in them as training. Relatively
few participants enroll in publicly subsidized vocational courses long
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enough to acquire some kind of credential. Participants who enroll in pro-
grams that place them in a subsidized job with a private employer often re-
ceive little or no training other than employment experience. Many partic-
ipants receive services whose stated objective is simply to facilitate their
search for a job. These features of government training programs under-
score their dual purpose: skill development and job placement. Policy-
makers have designed programs that conform with the latter objective to
make participants more productive job searchers and produce better “job
matches,” but they are not intended to raise vocational skills. For this rea-
son it is more accurate to refer to the existing menu of services as employ-
ment and training programs.

Compared with other means-tested programs summarized in this vol-
ume, the United States spends relatively little on these programs each year.
Expenditures amount to approximately 0.1 to 0.2 percent of gross domes-
tic product (GDP), depending on which programs are counted. Further,
these expenditures amount to approximately 3 to 6 percent of the annual
cost of training by private employers. As a share of GDP nearly all other
Organization for Economic Cooperation and Development (OECD) coun-
tries spend substantially more on such programs (Heckman, LaLonde, and
Smith 1999). Given the size of this investment in these programs compared
to the levels of poverty and the amount of wage inequality, it is not hard to
understand why U.S. employment and training programs have not had a
very large impact on output or the structure of wages.1

By design these programs should not dramatically affect the well-being
of the average participant. The evaluation research makes clear that exist-
ing programs do not integrate their participants into the economic main-
stream. When employment and training programs are effective they make
economically disadvantaged persons less poor, but they do not substan-
tially reduce poverty. This finding should not be surprising, because the
vast majority of these services are provided at relatively low cost per par-
ticipant, much less than the cost of a year of formal schooling. For example,
during program year 1997, programs operated under the Job Training Part-
nership Act (JTPA) spent on average about $3,000 per participant.2 To ex-
pect such programs to raise participants’ subsequent productivity enough
so that their annual earnings rise by, say, several thousand dollars would im-
ply that these social investments have an extraordinary internal rate of re-
turn.

Although expenditures on these programs are relatively small, they have
been as carefully evaluated as any social program in the United States (and
probably the world for that matter). These studies have produced many im-

518 Robert J. LaLonde

1. See Heckman, Roselius, and Smith (1994) for an instructive calculation of how large the
public commitment to these programs would have to be to affect these outcomes.
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portant methodological advances for the field of program evaluation more
generally. Further, there are few areas in the social sciences in which there
exists such a large mix of both conventional nonexperimental evaluations
and social experiments. Indeed, many of the methodological advances
have occurred because of the opportunity to directly compare evaluations
that use nonexperimental methods to those that rely on experimental
methods.

Despite the relatively modest public expenditures on these programs, the
evidence indicates that these services have consistently improved the em-
ployment prospects of economically disadvantaged adults. The findings
for displaced workers are unclear. Under plausible assumptions about the
welfare cost of taxation and the duration of these programs’ impacts, the
internal rates of return from these programs are quite large (Heckman,
LaLonde, and Smith 1999). Indeed, a case can be made that time in these
programs may be more efficient than time in formal school. The reason
that their impacts on the economy and on the individuals themselves are
small is that the investment is small (LaLonde 1995).

By contrast, among economically disadvantaged youths, these pro-
grams generally fail to produce any employment or earnings gains. As will
be shown, this result has been confirmed in many nonexperimental evalu-
ations and in several social experiments of alternative program models.
The one exception to this finding is the Job Corps program. Some evalua-
tions, including one experimental evaluation, report that these services
modestly increase participants’ employment rates and earnings. That this
program works is instructive because, unlike most services received by gov-
ernment training participants, these services are comprehensive and ex-
pensive. At the same time it is important to acknowledge that some studies
of this program and of services like it come to a different conclusion. More-
over, depending on how long the program’s earnings impacts last, cost-
benefit analyses suggest that the earnings impacts from Job Corps may not
be sufficient to justify the program’s high costs. Indeed, a case can be made
that on the margin, society would have been better off if employment and
training resources were shifted from Job Corps youths to adults.

The primary purpose of this chapter is to describe employment and
training policy in the United States and to follow the key developments in
this policy during the last forty years. It touches briefly on some of the
methodological developments that the evaluations of these policies have
produced. Finally, it surveys some of the principal empirical findings in the
literature on the effectiveness of these programs. As this chapter is written,
the nation is in the midst of a major overhaul and consolidation of its em-
ployment and training services; therefore we will not discuss proposed re-
forms, as has been done in other chapters in this volume. Instead, in the
next section we describe these changes and what they imply about U.S.
policy.
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8.2 History of U.S. Employment and Training Policy

8.2.1 The Menu of Employment and Training Services

During the last four decades, federal policymakers have authorized an
array of employment and training services targeted toward a variety of
different groups in the population. These services have targeted mostly the
economically disadvantaged, displaced workers, and the disabled, but
some components have specifically targeted particular groups such as Na-
tive Americans, senior citizens, farmers, homemakers, and migrant work-
ers. Although these programs have primarily served low-income persons,
they have never been entitlements, nor has access to them always been
means-tested. Policy has consistently required that program operators
provide employment and training services only to eligible applicants who
they believe would benefit from the program.

In the next subsection of this chapter, we examine in greater detail the
changes in employment and training policy during the last forty years and
how these changes have affected the eligibility for training programs. Al-
though there have been several significant policy changes during this pe-
riod, with one exception, the mix of government employment and training
services has remained largely the same. Presently, there are likely to be
three broad categories of services available to participants. During the
1970s this mix of services also included public service employment oppor-
tunities.

As shown by table 8.1, the first of these service categories features pro-
grams designed to increase participants’ human capital or skills. Within
this category policymakers have emphasized two approaches with varying
intensity over the years. The first approach is to provide participants with
vocational training in a classroom or institutional setting (known as class-
room training, or CT). In addition to vocational training, participants in
CT also may receive a range of remedial skills. These include courses that
provide basic education, literacy training, preparation for the (GED), in-
struction in English for non-native speakers, and some school-to-work ac-
tivities.

The second approach to skill development takes place outside the class-
room in subsidized on-the-job training (OJT) positions. This program pro-
vides participants with a subsidized job in the private sector with the ex-
pectation that the private-sector employer will retain the worker after the
training period ends. Employers receive a 50 percent wage subsidy for up
to six months. The content of the training—indeed, the extent to which
participants even receive any formal training—varies substantially among
both participating employers and locales.

The second category of services is designed to introduce participants to
the world of work and to provide them with an employment experience.
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Work experience programs (WE) create temporary jobs in public and non-
profit employment. The jobs are of limited duration and participants are
expected to find regular jobs when they leave the program.

Although work experience potentially raises participants’ human capi-
tal, program operators do not expect participating employers to provide
any vocational skills. In practice, the distinction between WE and OJT may
not be very great, except that in the latter case officials anticipate that the
private employer will retain the trainee. By contrast, the purpose of WE is
to ease participants’ transition into the labor market. These programs usu-
ally are targeted toward economically disadvantaged youths and welfare
recipients who have had little recent labor market experience.

Policymakers have designed a third category of services to enhance par-
ticipants’ job search and job matching skills (job search assistance, or JSA).
Participants may receive career counseling, skill assessments, information
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Table 8.1 A Classification of U.S. Government Employment and
Training Programs

I. Skill Development
A. Classroom Training (CT)

1. Basic Education: Toward goal of attaining high school certification (e.g., a
diploma or GED).

2. Vocational Skills Training: General skills for specific occupation or industry.
Duration usually less than twenty weeks.

B. On-the-Job Training (OJT)
Jobs in private sector. Subsidies paid to employer to hire targeted group. When
subsidy ends after six months to one year, employer may retain trainee as a regular
employee. Training content varies from little to some. Occasionally coordinated with
off-the-job training.

II. Work Experience
Similar to OJT, but provides temporary experience in a job in the public or nonprofit
sector. Targeted to youth and economically disadvantaged with little past
employment. Meant to introduce participant to the world of work and to provide
very general work skills. Not designed to provide vocational skills.

III. Employability Development
A. Job Search Assistance

Provides job search training skills, counseling, workshops, job clubs, and resource
centers. Career counseling and assessment includes testing to determine if individual
is job-ready and to design appropriate job search strategies. Program staff may
recommend training.

B. The Public Labor Exchange
Available to all persons, including the employed and individuals who are out of the
labor force. Focus is on matching existing skills to attributes listed by employers.
Participants receive job “referrals” that may lead to job placements.

IV. Job Development
Public-Sector Employment: creates temporary public-sector jobs for the
unemployed, especially the long-term unemployed, in areas with relatively high
unemployment.

Source: Butler (1976).



about the labor market, job referrals, and sometimes job placements. In ad-
dition, they may participate in classes that teach job search skills, including
interviewing skills expected by employers. Under this category of services,
participants also receive referrals to other supportive social services that
provide subsidies for child care and transportation, or substance abuse
counseling. The employment service (operated by the states under the Wag-
ner-Peyser Act of 1933) provides many of the services in this category, but
authorities also may subcontract for them from other sources.

This third category of employment services also highlights the dual
goals of U.S. employment and training policy. Policymakers provide CT
and OJT to help individuals develop new skills; these programs are like for-
mal school. By contrast, they provide WE and especially JSA services to
facilitate rapid placement into a regular job; the function of these services
is like those provided by the employment service. In the first case models of
human capital investment seem to motivate these programs’ existence,
whereas in the second case these programs seem to be motivated by mod-
els of job search. As we show below, over time policymakers have alterna-
tively emphasized one goal over the other. But there also is reason to be-
lieve that in practice CT and especially OJT are to some extent facilitating
job placement and are not simply designed to improve participants’ voca-
tional skills (Heckman, LaLonde, and Smith 1999).

The final category of employment and training services shown in table
8.1 is not a part of current U.S. policy. But during the 1970s a substantial
portion of federal expenditures on these programs was on public-sector
employment (PSE). These government-created jobs reflected a policy that
emphasized job placement instead of skill development. Under this ap-
proach, the government was the employer of last resort. Participants in
PSE jobs were either (a) the long-term unemployed or (b) more economi-
cally disadvantaged persons who could not find a job on their own or be
placed in an OJT position.

8.2.2 History, Rules, and Shifting Goals

The Area Redevelopment Act

Active federal involvement in employment and training policy began
with the passage of the Area Redevelopment Act (ARA) in 1961.3 Con-
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mission for Employment Policy 1987, 1995). Another resource is various volumes of the Man-
power Report of the President and the Employment and Training Report of the Secretary of
Labor; see the references for examples.



gress enacted this legislation in response to the rise in unemployment that
followed the start of the 1958 recession. They perceived that technological
change had permanently dislocated workers and that its consequences
were especially geographically concentrated. The primary purpose of this
legislation was to bring “economic prosperity to depressed areas,” desig-
nated as “redevelopment areas” because of their persistently high unem-
ployment rates. It intended to stimulate economic growth by providing fi-
nancial and technical assistance for business expansion in these areas.

Another component of ARA foreshadowed much larger future federal
involvement in the development of the nation’s human resources. The leg-
islation provided for subsidized training to unemployed or underemployed
persons in redevelopment areas. Local officials in state departments of em-
ployment security selected and referred eligible participants to training
centers and other training providers. Participants received a training al-
lowance or stipend for up to sixteen weeks while they were enrolled in oc-
cupational training. Because the funding and geographical coverage of the
ARA’s training component were limited, its overall impact was small. But
the policy provided a model for subsequent training legislation.

Manpower Development and Training Act

In 1962, Congress expanded both the scope and quantity of training ser-
vices when it enacted the Manpower Development and Training Act
(MDTA). It also sought to provide these services in the context of broader
human resource strategy for the country. The act required “the federal gov-
ernment to appraise the manpower requirements and resources of the na-
tion, and to develop and apply information and methods needed to deal
with the problems of unemployment resulting from automation and tech-
nological changes and other types of persistent unemployment” (Man-
power 1964, 1). This objective of U.S. employment and training policy
continues to the present and is at the heart of current policy under the
Workforce Investment Act (WIA).

Like the ARA, this legislation targeted laid-off workers who could not
“reasonably be expected to secure full-time employment without such
training.” In addition, the legislation also provided for training to “quali-
fied persons for new and improved skills.” This component of the legislation
required the Department of Labor to monitor occupational trends and to
estimate those occupations where it expected skill shortages to arise. Au-
thorities were supposed to use these estimates to select the types of voca-
tional training provided to participants. In addition, the act also instructed
the Labor Department to use this more detailed labor market information
to expand counseling and placement services for the unemployed in order
to improve the job matching function of the employment service.

An important distinction between MDTA programs and those that
came before or after them is that the government not only subsidized the

Employment and Training Programs 523



direct costs of training, but also provided participants with training al-
lowances or stipends that lasted a relatively long time. Under the act, par-
ticipants could receive a training stipend for up to fifty-two weeks paid by
the Department of Labor through state departments of employment secu-
rity. Believing that longer training was necessary, Congress amended the
act and extended the stipends to seventy-two weeks. In 1965, Congress
again extended the duration of these stipends to 104 weeks.

During its first four years, MDTA maintained the same objective as the
ARA by serving unemployed workers who had been laid off because of
technological change. More than one-third of the early cohorts of trainees
had been unemployed for more than twenty-six weeks prior to enrolling in
MDTA. The primary recipients of the program’s training stipends were
household heads who had worked for at least three years. Relatively few
participants under MDTA were youths.

The MDTA provided two types of training that continue to be among
the most important categories of services available today. First, the pro-
gram subsidized vocational and technical training in private and public ed-
ucational institutions, usually in classroom settings. Early cohorts of male
participants were trained for blue-collar occupations such as semiskilled
machine shop workers, skilled motor vehicle mechanics, or welding. Fe-
male participants received training for clerical occupations. The former
Department of Health, Education, and Welfare programs administered
these services. The second type of training, administered by the Depart-
ment of Labor, provided OJT training, usually with a private employer.
OJT participants were selected through the employment service. After
training was complete, participants in both CT and OJT could receive
counseling and job placement services.

During the 1960s the composition of MDTA training slots shifted from
being primarily CT to being a mix of CT and OJT as policymakers grew
concerned that CT training was not providing skills demanded by employ-
ers. During the first three years of the program, approximately 80 percent
of participants were approved for CT. By 1968, nearly one-half of partici-
pants received OJT (Manpower 1969, 4). In addition, the fraction of par-
ticipants who received a combination of CT and OJT rose to about 15 per-
cent by 1967, with about one-third of all OJT participants receiving these
“coupled” services. In most instances, recipients of these coupled services
received basic education rather than vocational instruction.

The 1966 MDTA Amendments

Congress amended MDTA frequently, but the 1966 amendments con-
stituted a substantial change in the program’s policy objectives. Motivated
partly by a strong economic expansion that had driven the unemployment
rate below 4 percent, Congress decided to target the programs’ services
toward the economically disadvantaged and to “rectify skill shortages.”
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Until this point, the program targeted what today we refer to as displaced
workers. The act now required authorities to use 65 percent of its resources
to train persons whose skills were such that they were “not ready for com-
petitive employment” (Manpower 1969). Because these participants faced
greater barriers to employment, program operators had to provide them
with more services and longer training than had been the case for previous
MDTA cohorts. This meant that the cost of enrolling these participants
was higher than the cost of enrolling dislocated workers.

As a result of these policy changes, later MDTA cohorts consisted of a
larger fraction of economically disadvantaged persons than did the early
program cohorts. As shown by table 8.2, in 1966, more than one-half of the
male CT participants and more than one-third of male OJT participants
were high school dropouts. Relatively few participants were unemploy-
ment insurance claimants when they participated. The figures for women,
shown in columns (2) and (4) of table 8.2 are similar. This shift in the com-
position of MDTA trainees is important to keep in mind when comparing
evaluations of this program on successive cohorts (e.g., Ashenfelter 1978,
1979; Cooley, McGuire, and Prescott 1979; Kiefer 1978, 1979). Ashenfel-
ter’s study evaluated a more advantaged group than did the studies by Coo-
ley, McGuire, and Prescott and by Kiefer.

As shown by table 8.3, during the mid-1960s, the cost of MTDA services
averaged approximately $6,500 per participant. These costs included the
direct cost of training, the training stipends, and the costs of transporta-
tion. Classroom training was approximately four times as expensive as the
cost of OJT. During fiscal year (FY) 1967, CT cost per trainee averaged
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Table 8.2 Characteristics of MDTZ Participants in Classroom Training and On-
the-Job Training Programs (percentages for fiscal year 1966)

Classroom Training On-the-Job Training

Characteristics Male Female Male Female

Percent of total 57 43 77 23
Black 31 42 12 19
Age � 34 26 33 20 38
High school dropout 59 42 34 47
Some college 5 8 11 8
10+ years prior experiencea 33 16 30 22
Unemployed � 26 weeks 23 43 13 42
Unemployment insurance claimant 19 8 9 4
Public assistance 9 16 1 2

Source: Manpower (1997, 278).
Notes: Among 87 percent of participants who were unemployed prior to MDTA, the per-
centage whose ongoing spell was at least twenty-six weeks long. Expenditures are in 1999 dol-
lars. n.a. = not available.
aPersons with ten or more years of employment experience prior to MDTA.



nearly $10,000.4 This total was larger than per-pupil expenditures on a year
of primary or secondary schooling.

Part of the reason for the difference between CT’s and OJT’s costs was
that about one-half of CT’s costs consisted of the training stipend (Levitan
and Mangum 1969, 78). By contrast, during the early days of OJT, the pro-
gram paid for materials but did not subsidize trainees’ wages. The value of
these CT training stipends averaged somewhat less than $3,500 per trainee.
A formal cost-benefit analysis of training considers only the resources
spent on training as a cost, whereas the stipend is a transfer from taxpay-
ers to trainees. This amount of the stipend implies that during the mid-
1960s the direct cost of CT averaged about $3,000 per participant. The
total social cost of training includes this latter figure plus the trainees’ op-
portunity costs of participating in training.

Historically, the cost of OJT services has been substantially lower than
CT. This difference is not because trainees’ wages were unsubsidized: In
later years, the federal government paid such a subsidy. However, in a for-
mal cost-benefit analysis, such a subsidy constitutes a transfer between
taxpayers and employers. To be sure, the costs of OJT are understated
somewhat because they do not include the formal and informal training
costs incurred by employers when they employ MDTA participants. Such
information is not available.

Other 1960s Employment and Training Programs

As discussed above, federal employment and training programs have
been delivered through a complex array of programs administered in sev-
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Table 8.3 Participants and Costs of MDTA Training, 1963 to 1968

Total Participants

% Classroom
In % Classroom Training and Expenditures Expenditures per 

Thousands Training On-the-Job Training ($ thousands) Participant ($)

1963 59 96 0 290 4,900
1964 126 89 0 790 6,300
1965 231 72 8 1,500 6,500
1966 273 58 7 1,860 6,800
1967 298 48 15 1,490 5,000
1968 296 52 n.a. 1,590 5,400

Source: See table 8.2.
Notes: See table 8.2.

4. These training costs varied depending on the skills that were being provided. During fis-
cal year 1964, the direct costs of training nurse’s aides, not including stipends, averaged $937,
compared with the direct costs of training a licensed nurse, which averaged nearly $6,000.



eral different government agencies. A general pattern that has emerged is
that the policymakers consolidate these programs and then, over time, add
additional components and disperse control over them (e.g., Taggart 1981,
13–15). After a period has passed, they step in to consolidate the programs
and the process begins again. This pattern emerged from the very begin-
ning. Not long after creating MDTA, Congress not only repeatedly
amended the original legislation—sometimes substantially changing its
focus—but also created many entirely new and separate programs.

By the time Congress amended MDTA to shift the program’s emphasis
toward the economically disadvantaged, it had already created an array of
educational and training services that targeted this group. Much of the em-
phasis of these other programs was to increase school completion rates and
to ease the school-to-work transition of low-income youths. Under the
Economic Opportunity Act (EOA) of 1964, Congress established several
programs that have remained part of the nation’s training strategy to the
present day.

The Job Corps. The best known of the former EOA programs is Job Corps.
This program provides a “structured residential environment for learning
and development” for up to two years to low-income youths. It has three
features that distinguish it from other employment and training services.
First, the federal government continues to administer and operate the pro-
gram. Funds for this $1.4 billion program are not distributed to the states
or to the local Workforce Investment Boards. Instead, the Department of
Labor directly hires subcontractors to operate approximately 120 training
centers. During the 1960s, well-known firms such as General Electric and
Westinghouse operated Job Corps centers.

A second distinctive feature of the Job Corps is its services. Participants
receive a comprehensive set of counseling, education, training, work expe-
rience, health care, and job placement services. The assumption under-
lying Job Corps’s design is that many youths from impoverished environ-
ments need many services to address a range of deficiencies but that these
services can only be effective when participants are removed from their
home environment. Their neighborhoods constitute a barrier to acquiring
the educational, social, and vocational skills necessary to integrate these
young people into the labor market. Accordingly, Job Corps centers usu-
ally are located outside participants’ neighborhoods, sometimes in remote
rural settings.

Finally, a third distinctive feature of Job Corps is its residential training
centers. Participants usually live in dormitory settings and usually receive
most of their education and vocational training on site. These services of-
ten are not integrated with the existing educational establishment.

The program has adopted several types of models for these centers.
Among two early models was the Civilian Conservation centers, which
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were loosely modeled on the Civilian Conservation Corps created during
the Great Depression and were located in remote rural areas. These cen-
ters housed 100 to 250 persons. Unlike other Job Corps centers, these cen-
ters have been operated by the Departments of Agriculture and Interior.

The second model was misleadingly referred to as an “urban center.”
During the early years of the program, these centers often were located on
federally owned, abandoned military installations near urban labor mar-
kets, although usually not in them. These centers were large, usually hous-
ing between 600 and 3,000 Corps members, and offered a much wider
menu of vocational training options than would be offered in the Civilian
Conservation centers. Indeed, participants in the urban centers have
tended to be relatively more “job-ready” and able to benefit from voca-
tional training than their counterparts assigned to the Civilian Conserva-
tion centers.

Because of the high costs of operating these two types of centers, Con-
gress scaled back their number during the early 1970s and introduced two
additional residential models. Residential Manpower Centers were located
close to urban centers from which participants resided, and were close
enough that it was practical to allow participants to go home on weekends.
They included both resident and nonresident training participants. Fur-
ther, when possible, these centers used existing vocational training institu-
tions to provide training, rather than providing the training on site. These
sites were approximately the same size as the Civilian Conservation cen-
ters. At the same time, a fourth residential model provided living and sup-
port services, but all education and training services were provided off site.
These Residential Support Centers have tended to be small, housing ap-
proximately thirty persons.

Given that a criterion for being admitted to a residential Job Corps cen-
ter is that applicants with children show that arrangements have been
made for child care, it is not surprising that during the program’s history
approximately two-thirds of Job Corps participants have been males. Fe-
males have been disproportionately assigned to nonresidential centers.
Overall, about 10 percent (and 1993 amendments to JTPA allowed up to
20 percent) of Job Corps participants have been assigned to these centers.
These centers offer the same comprehensive set of services, except for the
living quarters, and are located near participants’ homes. Females with
children are disproportionately assigned to them, because the residential
centers do not accommodate children. In addition, twenty- to twenty-four-
year-old Job Corps participants, especially those who are parents, are also
more likely to be assigned to the nonresidential centers.

Because of the cost of the residential component of Job Corps (about 15
to 20 percent of program costs) and because this component has been as-
sumed to be essential for the program to be effective, policymakers have
been interested in assessing its value. During the late 1980s, the Depart-

528 Robert J. LaLonde



ment of Labor financed a social experiment, known as the JOBSTART
demonstration, based roughly on the nonresidential center model (Cave
and Doolittle 1991). More recently, in another social experiment, the Na-
tional Job Corps Study, researchers compared the effectiveness of Job
Corps services for participants in residential and nonresidential settings
(Schochet, Burghardt, and Glazerman 2000).

When it first began, Job Corps served fourteen- to twenty-one-year-old
youths from economically disadvantaged families. During the 1980s the
target group shifted to sixteen- to twenty-four-year-olds (U.S. Department
of Labor 1988). In addition, administrators must select applicants who
have the need, ability, and temperament to benefit from the education,
training, and supportive services provided by the program. Participants
must also be free from behavioral and medical problems and must have
arranged for adequate child care when necessary. Since 1995, the program
has had a zero-tolerance policy toward illegal substances. In practice, how-
ever, any youth who satisfied the age and income eligibility requirements
for the program and who persisted in wanting to participate in Job Corps
has been admitted into the program (Schochet, Burghardt, and Glazerman
2000).

Today the Job Corps enrolls approximately 70,000 youths and young
adults annually. As shown by table 8.4, this figure is substantially larger
than the number served during the 1970s, the program’s first full decade,
and is up somewhat from enrollments during the 1980s. As a consequence
of the shifting demographics and increased real expenditures, there are
more Job Corps slots per person in the sixteen- to twenty-four-year-old
population than at any time in the program’s history.

Employment and Training Programs 529

Table 8.4 Job Corps Enrollments and Appropriations (selected years 1966–2000)

Enrollees
per 16- to Appropriations Appropriations Real Appropriations 

Year Enrollees 24-year-Olds (nominal in $000s) (1999 in $000s) per Enrollee ($)

1966 18,146 0.63 310,000 1,606,000 88,504
1970 42,600 1.31 169,782 740,249 17,376
1975 45,800 1.25 210,499 665,176 14,523
1980 70,851 1.82 415,700 881,284 12,438
1985 63,020 1.72 617,000 962,520 15,273
1990 61,423 1.81 803,000 1,035,870 16,864
1995 68,540 1.83 1,089,000 1,197,900 17,478
1998 67,425 2.02 1,246,000 1,270,920 18,849
2000 70,400 2.04 1,358,000 1,325,408 18,826

Source: The 2000 enrollee figures are from the U.S. Department of Labor requested fiscal year 2000 ap-
propriation.
Notes: Enrollees are for program years, not fiscal years. Enrollees per sixteen- to twenty-four-year-olds
figures are multiplied by 1,000. Appropriations are for fiscal years.



As a result of its eligibility criteria, Job Corps has served youths who
have had great difficulty finding steady employment, even in tight labor
markets. During the 1960s about one-half of its entering participants read
at the fifth-grade level or below; even during the 1980s about one-half of
participants read only at the sixth-grade level or below (Levitan &
Mangum 1969; U.S. Department of Labor 1988). Approximately 80 per-
cent of participants do not have high school degrees, and about 60 percent
are from families receiving public assistance. Younger Job Corps partici-
pants appear to be more economically disadvantaged; they are more likely
to have been arrested and are more likely to be from single-parent homes.

Because Job Corps provides such a comprehensive array of services, it is
an expensive program to operate. During FY 1967, a year of Job Corps cost
nearly $40,000 per participant (Levitan and Mangum 1969). This high cost
lead Congress, starting in 1968, to cut back on the number of centers, espe-
cially the more expensive Civilian Conservation centers, and on services.
Accordingly, by FY 1971 public expenditures for a year of Job Corps had
fallen to about $27,000 per participant year (O’Neill 1973). This figure was
in line with the expenditures for a year of MDTA institutional (CT) training.

As shown by table 8.4, real expenditures per Job Corps enrollee have re-
mained relatively high and have increased substantially since 1980. Part of
the increase is due to longer stays in Job Corps. The average time spent in
the program averages about eight months. This duration measure implies
that Job Corps costs approximately $25,000 per participant year. These ex-
penditures are more than double those for a year of formal schooling and
substantially larger than those for other programs serving economically
disadvantaged youths.

The foregoing cost figures overstate the social cost of Job Corps or the
size of the skill investments made by policymakers. First, many of the pro-
gram expenditures constitute transfers between taxpayers and Corps
members. During much of its history, participants have received a modest
living allowance, and even today they may receive performance bonuses
and a “readjustment allowance” when they leave the program. In addition,
Corps members receive in-kind transfers such as food, clothing, and med-
ical care; even if they did not value these items as cash, they would likely
have received these services through some other aid program had they not
participated in Job Corps. Estimates that take these factors into account
suggest that the social cost of a year of Job Corps is about three-fifths the
total expenditures (O’Neill 1973). This estimate implies that the social cost
of a year of Job Corps is approximately $16,000.

A second reason that program costs understate social costs is that, un-
like CT program participants, Job Corp participants often produce output
that is potentially socially valuable while they are in the program. Partici-
pants in the Civilian Conservation centers build or renovate facilities in na-
tional parks and on federal lands, and part of the training for participants
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in urban centers is to renovate Job Corps facilities or provide unpaid work
experience to nonprofit community organizations. In one evaluation of the
program this output was valued at more than $2,000 per participant (Mal-
lar et al. 1982).

Neighborhood Youth Corps/Summer Youth Program. Another enduring
EOA program has been the Neighborhood Youth Corps (NYC). This pro-
gram enrolled nearly 1.6 million youths from low-income families between
1964 and 1968. When Congress first created this program its two purposes
were to provide fourteen- to twenty-one-year-old economically disadvan-
taged youths with incentives to stay in school, and to either encourage
those who had dropped out of school to return or facilitate their transition
into the labor force. Perhaps the best-known component of this program,
which was later added after the original legislation passed, has provided
eligible youths with full-time summer jobs. Because the vast majority of
the program’s participants do not have a high school degree, the program
evolved to include a modest educational component designed to improve
participants’ basic educational skills.

Although this program was targeted to a population similar to that of
Job Corps, it provided different and fewer services and was much less ex-
pensive to operate on a per-person basis. Program participants mostly re-
ceived work experience positions, but some supportive social services have
been available. Program operators design these services to help partici-
pants complete school or find a regular job. In-school participants received
part-time jobs, while out-of-school participants received full-time posi-
tions. During the 1960s, these jobs paid approximately $6.50 per hour (in
1999 dollars).

Serving the out-of-school participants has been more expensive than
serving the in-school and summer participants, who were either part-time
or part-year workers. During the 1960s, the cost of a yearlong slot for an
out-of-school youth was about $14,000 of which 70 percent of this amount
was accounted for by participants’ wages. The cost for the other program
enrollees amounted to about $3,000 per participant (Levitan and Mangum
1969, 213). Most of these resources were spent on participants’ wages in
jobs that provided little or no vocational training. Therefore, this expendi-
ture largely constituted a transfer between taxpayers and participants and
not a social cost of the program.

At its peak during the late 1960s, this program served about 450,000 par-
ticipants at a cost of approximately $1.8 billion (Levitan and Mangum
1969, 212). In subsequent years, policymakers consolidated the NYC pro-
gram into MDTA’s successors. Until recently, this program model ac-
counted for a significant fraction of the total resources spent on employ-
ment and training policy. As shown by table 8.5, during the 1980s and 1990s
total expenditures averaged nearly $1 billion annually, approximately the
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same amount that has been spent on Job Corps. But the NYC/Summer
Youth Programs serve somewhat more than 500,000 participants annually,
far more than the number served by Job Corps. These figures imply an av-
erage expenditure of about $2,000 per participant. Under existing policy,
this program has formally ended, although the statute requires local pro-
gram operators to provide these services as part of their youth activities.

Despite the size of the investment and the policy’s durability, the NYC
and the summer youth program have received relatively little attention
from program evaluators. One notable exception came with the passage of
the Youth Employment and Demonstration Projects Act of 1978, when
Congress authorized that this program model be formally evaluated. The
resulting Youth Incentive Entitlement Pilot Project tested the effect of a
guaranteed job on high school reenrollment, retention, and completion
rates for 30,000 economically disadvantaged youths in select cities.

Work-Welfare Programs: WIN and JOBS.5 Despite the sharp decline in un-
employment rates during the long economic expansion of the 1960s, wel-
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Table 8.5 Participants and Expenditures for the Summer Youth Program 1984–98
(under JTPA Title IIB)

Participants Expenditures Outlay/Participant 
Year (000s) ($000,000s) ($)

1984 672 942 1,400
1985 768 1,210 1,560
1986 785 1,134 1,440
1987 634 1,068 1,670
1988 723 1,004 1,380
1989 607 944 1,550
1990 585 902 1,520
1991 555 855 1,530
1992 782 1,176 1,460
1993 647 1,067 1,620
1994 574 953 1,640
1995 489 984 1,960
1996 521 1,122 2,153
1997 492 972 1,976
1998 495 829 1,675

Source: U.S. House of Representatives, Committee on Ways and Means (1996, 2000).
Notes: The Summer Youth Program ended with JTPA. Under WIA localities are to provide
these services as part of their “Youth Activities.” Starting in fiscal year 1996, states could ap-
ply some funds from the summer youth program to full-year youth programs under Title IIC
of JTPA. Dollar figures are expressed in 1999 dollars.

5. The JOBS program under the Family Support Act of 1988 is different from the Job Op-
portunities in the Business Sector program established by Congress in 1968. Policymakers
created the earlier JOBS program to encourage private-sector employers to voluntarily pro-
vide more on-the-job training slots to economically disadvantaged persons.



fare case loads grew rapidly. Alarmed by this trend, Congress amended
Title IV of the Social Security Act in 1967 to establish the Work Incentive
Program (WIN; Manpower 1974). This program’s goal was to reduce de-
pendency on the welfare system by helping AFDC applicants and recipi-
ents find regular employment. (The chapter in this volume by Robert
Moffitt provides a detailed description of the AFDC program.)

The WIN program followed two earlier programs that Congress created
during the 1960s to require employable fathers to work rather than to re-
ceive public aid. In 1962 Congress amended the Social Security Act to al-
low those states with AFDC-UP programs to use their (50 percent) share
of federal funds to create jobs and require employable fathers to “work off”
their public assistance. These Community Work and Training Programs
were essentially work experience programs with no training component.
The number of hours that participants were required to work was equal
to their aid divided by the prevailing wage. Two years later, Congress ex-
panded the coverage of this model when it created the Work Experience
and Training Program as part of the EOA. This program provided states
with 100 percent federal funding to establish WE and training slots not
only for fathers on AFDC-UP, but for poor fathers and single persons not
eligible for such aid. This program also covered women, but the Johnson
Administration discouraged states from providing WE to single women
with children (Levitan and Mangum 1969).

With WIN the federal government began a prolonged thirty-year shift in
policy toward the idea that even poor single women with children should
work. WIN participants received a variety of usually low-cost employment
and training and supportive social services (U.S. Department of Labor
1974; Butler 1976). During the program’s first few years welfare recipients’
participation was voluntary. The WIN program simply made these re-
sources available as an incentive for aid recipients to seek economic inde-
pendence on their own.

Starting with the Talmadge amendments in 1971, WIN participation be-
came mandatory for “employable” AFDC recipients. These persons con-
sisted of aid recipients whose children were six years of age or older, ex-
cluding persons who were disabled or ill or those who were already working
more than thirty hours per week. “WIN II” required eligible AFDC recip-
ients to register with the employment service. At this point registrants were
to be apprised as to whether they would benefit from WIN services. Those
found likely to benefit were placed in a WIN funded program.

Once AFDC participants were placed in WIN, program operators’ goal
was to place the participant into a regular job as quickly as possible. To
achieve this objective WIN first provided participants with job search as-
sistance and then with training or supportive social services such as child
care or counseling if they were needed. The program also provided partic-
ipants with supportive services during their first ninety days on the job.
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The WIN program’s emphasis on job placement instead of human cap-
ital development marked another programmatic change that resulted from
the Talmadge amendments. In the last year of WIN, as originally author-
ized under the 1967 legislation, more than 20 percent of participants re-
ceived skill training. During the first year of WIN II, this percentage fell
below 10 percent (Manpower 1974, chart 19). Offsetting this change was
an expansion of subsidized OJT positions and public service employment
(PSE). The program subsidized these jobs for six months. To accommodate
participants who could not be placed in an OJT position, WIN also estab-
lished a limited number of PSE positions. These fully subsidized jobs usu-
ally lasted for one year, with the intention that the public-sector employer
would then pay the participants’ wages when the subsidy ended.6

This legislation also marked the start of a thirty-year change in policy to-
ward impoverished children. Prior to WIN, policymakers intended that
poor single mothers would receive aid under the assumption that they
would remain at home and care for their children (see Moffitt, chap. 5 in
this volume). But with the enactment of WIN II, policy clearly shifted and
was based on a new assumption that employable aid recipients with school-
age children should work. In principle, parents who refused an appropri-
ate WIN placement, whether into a regular or subsidized job, could be re-
fused welfare.

In practice, WIN II never evolved into a “Workfare” program, because
of inadequate funding. First, there was never funding to ensure a slot for
each WIN participant, and in addition there were not enough resources to
ensure, as the legislation required, that “adequate child care be available”
for WIN placements (Levitan and Mangum 1969). Appropriations were
sufficient to provide job search assistance and training to less than 10 per-
cent of potentially eligible participants (Manpower 1969). As the popula-
tion eligible for the program grew throughout the 1970s, funding did not
increase substantially, and as a result most eligible AFDC recipients were
not assigned WIN slots. As shown by table 8.6, in 1969 about 100,000 per-
sons received WIN employment and training services. This total amounted
to approximately one-eighth of the total population of WIN participants.

Although most WIN participants received little from the program, dur-
ing the 1970s a substantial minority did receive substantial amounts of
training. Approximately one-half of these received CT, about one-quarter
received OJT, and about one-tenth received PSE. Note that the budgetary
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6. To foster the placement of WIN participants in private-sector jobs, Congress also insti-
tuted a tax credit that amounted to 20 percent of the first year’s wages as long as the WIN re-
cipient was retained for two years. Another example of this shift in policy is seen in the 1967
legislation, when Congress recognized that existing AFDC rules created strong disincentives
for work. To address this problem they allowed AFDC recipients to keep the first $30 in earn-
ings per month (or about $150 in 1999 dollars) before additional earnings caused their
monthly benefits to drop.



cost of providing PSE to 9,100 WIN participants in 1975 was more than
$28,000 per person. The cost of OJT was more than $11,000. These “in-
vestments” are far more than what is currently spent on adult employment
and training activities. At the same time, these cost figures underscore the
substantial costs associated with a mandatory workfare program that
guarantees a slot for all employable recipients on public aid.

During the late 1970s the coverage of the WIN program increased, but
the cost of the services provided declined. In fiscal year 1981 the percent-
age of AFDC recipients that received training or subsidized employment
rose to more than one-third. Significantly, about two-thirds of this group
also received job search assistance, and many received nothing more than
this service. As a result, the cost of WIN services per participant fell
sharply from its levels in the mid-1970s as the program shifted to serving a
larger population with low-cost employment services. (In addition,
317,000 persons received various forms of counseling and another 166,000
persons received subsidized child care.)

After 1981, Congress expanded state welfare agencies’ authority over
WIN and allowed many states to experiment with the program by adding
a short-term work experience component to WIN. Significantly, states now
could use their AFDC funds to create temporary work experience posi-
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Table 8.6 WIN and JOBS Participation and Expenditures, Selected Years

Expendituresa Participants
($000,000s) Receiving Services

Work Experience and Training
1965 590 51
1966 580 58
1967 500 67

WIN
1969 540 100
1973 1,100 354
1975 833 n.a.
1977 673 n.a.
1980 790 277b

1981 700 276b

JOBS
1993 1,000 545
1996 1,500 665

Sources: Levitan and Mangum (1969, 258–59); Manpower (1969, 9); Manpower (1974, 131);
Butler (1976); NCEP (1995, xvi); Congressional Research Service (1999); U.S. Department of
Labor (1982, 43).
Note: n.a. indicates not available. Dollar figures are expressed in 1999 dollars.
aSome figures include both employment and training expenditures and expenditures on sup-
portive social services.
bIn 1980, 778,000 AFDC recipients received appraisal interviews; in 1981 the figure was
808,000.



tions in the public or nonprivate sector (Community Work Experience) or
to fund jobs in the nonprofit sector (Work Supplementation Program). In
these work experience positions states set the maximum number of re-
quired work hours in public and nonprofit organizations to be equal to par-
ticipants’ annual AFDC benefits divided by the minimum wage. For the
first time authorities could require AFDC participants to work in return
for their welfare benefits. In addition, this legislation also expanded the
work requirement for aid recipients by requiring parents with children be-
tween the ages of three and five to participate in WIN when child care was
available (U.S. Department of Labor 1982; Gueron 1986).

One result of these legislative changes was that policymakers in several
states agreed to randomly assign WIN participants into scarce work expe-
rience slots. This practice led to a proliferation of social experiments whose
results were influential in the debate surrounding the Family Support Act of
1988 and to some extent the Personal Responsibility and Work Opportunity
Reconciliation Act (PRWORA) of 1996 (see Moffitt, chap. 5 in this volume).

As part of the Family Support Act of 1988, Congress repealed WIN and
replaced it with a more comprehensive program entitled the Job Opportu-
nities and Basic Skills Program (JOBS). This program combined the ele-
ments of WIN with those of the work-welfare initiatives of the 1980s and
added an education and training component. The legislation also ex-
panded the population required to participate in the program to include (a)
cash recipients between sixteen and fifty-nine with children over three (or
over one at the discretion of the state); (b) teen parents over sixteen with a
child of any age; and (c) nonparents in families receiving cash assistance
who were not in school.

During its history JOBS operated as a federal-state-local partnership. At
the federal level, the Department of Health and Human Services adminis-
tered the program. States had considerable flexibility to design their own
JOBS programs but were limited by some federally imposed constraints.
The legislation required that each JOBS program include an assessment
and develop a customized employment plan for each participant. It also
stipulated that each program make available a wide array of employment
and training services, and guarantee child care when needed.

At the local level, JOBS was administered jointly with MDTA’s succes-
sor JTPA. In practice JOBS funds could be spent on JTPA participants and
JTPA participants could be supported by JOBS funds.7 Neither program
was required to keep track of the services provided by other programs. By
the mid-1990s, JOBS and JTPA together were the largest programs that
provided employment and training services to the economically disadvan-
taged (National Commission for Employment Policy 1995).
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7. Title V of JTPA explicitly provides for closer coordination between JTPA and WIN and,
later, JOBS than was the case under CETA and prior programs.



The federal government never fully funded JOBS. Instead, it capped its
commitment to match state resources.8 Nonetheless, during the mid-1990s,
federal and state expenditures on the program exceeded $1 billion, with the
federal government covering about 60 percent of the total. To get states to
provide JOBS’s services to long-term AFDC recipients and other recipi-
ents with “barriers to employment,” the federal government reduced its
“match” if states failed to meet predetermined participation rates and to
spend a certain percentage of their resources on particular groups. Several
states operated JOBS demonstrations testing various program compo-
nents using an experimental design. Also starting in the mid-1980s, there
were several social experiments that tested the effectiveness of JOBS-like
services.

The workfare component of WIN and its successor, JOBS, is an impor-
tant feature of these programs that should be kept in mind when compar-
ing the effectiveness of these services to other employment and training
programs. This workfare component implies that evaluations of its impacts
on earnings and welfare dependence assess these services in an environ-
ment in which participants were compelled to participate. An implication
of the joint operation of JOBS and JTPA for program evaluation is that af-
ter 1988 some JTPA participants have been required to participate in the
program as a result of having to participate in JOBS. By contrast, evalua-
tions of most other employment and training programs occur in a context
in which participation is voluntary. All other things being equal, we expect
that the returns from a program that mandates participation would be less
than for a program in which individuals participate voluntarily.

Public-Sector Employment. Through the 1960s, U.S. employment and train-
ing programs targeted the disadvantaged and structurally unemployed. In
1971 the scope of these programs increased. In response to the recession of
that year, Congress passed the Emergency Employment Act. This act set
up the first countercyclical employment program since the New Deal. The
legislation provided for funds to go to local governments in order to create
jobs for unemployed workers. Although the legislation singled out workers
living below the poverty level, younger and older workers, women, and
Vietnam veterans, the participants in these programs typically were more
skilled than were participants in MDTA.

In the mid-1970s, additional legislation expanded the size of these coun-
tercyclical employment programs. The program’s funding came to depend
on locales’ unemployment rates; during the 1975 recession more than
300,000 persons worked in public employment jobs. Despite a stronger
economy, by 1979 this total had grown to 790,000 at a cost of about $8 bil-
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lion. After reaching this peak, these programs and the nation’s experiment
with PSE abruptly ended with the JTPA in 1982.

The objective of this PSE program was different from the PSE services
funded under WIN. In the case of WIN-PSE, policymakers intended that
the government be the employer of last resort for persons whose skills
made it unlikely that they would find regular jobs in any economic envi-
ronment. By contrast, policymakers intended that PSE created by the
Emergency Employment Act address the problem of cyclical unemploy-
ment. PSE slots expanded during the 1974–75 recession. As a result, par-
ticipants in these programs were more job-ready and employable than
WIN-PSE participants or other employment and training participants.
During the mid-1970s, Congress recognized this dual purpose of PSE and
incorporated this concept into MDTA’s successor, the Comprehensive Em-
ployment and Training Act (Taggart 1981).

Comprehensive Employment and Training Act of 1973

During the 1970s, Congress embarked on an ambitious effort to consol-
idate the wide array of employment and training services that had emerged
during the 1970s and to decentralize their operations. The Comprehensive
Employment and Training Act (CETA) replaced MDTA and consolidated
most of the existing 1960s programs under one statute. The CT and OJT
programs under MDTA were authorized under Titles IIB and IIC of the
act; work experience slots under Title IID; Job Corps under Title IV; and
the NYC summer youth employment program under Title IV.

More importantly, CETA brought the concept of “revenue sharing” to
national employment and training policy. It authorized the federal gov-
ernment to provide block grants to states so that they could customize and
administer their own programs. The rationale underlying these changes
was (and this continues to be current policy) that local officials knew bet-
ter their own labor market and could customize a more effective array of
services for participants.

This trend toward a greater local role in determining how federal em-
ployment and training dollars are spent has continued. However, the fed-
eral government retains substantial control over how these block grants
are spent (Taggart 1981). Various formulas have constrained locales by
dictating how funds could be allocated among different demographic
groups and for different program categories. CETA required locales to
submit plans each fiscal year to the Department of Labor for approval of
their program activities. The federal government also retained direct con-
trol over several important elements of the program, such as Job Corps.
In addition, an array of nationally run programs was gradually added to
the program including those for older workers, Native Americans, ex-
offenders, and youths.

Although CETA began a movement toward greater local control over
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employment and training policy, it did not create any additional programs
or tools for carrying out these policies. What distinguishes the CETA era
from those that came both before and after is that (a) policymakers spent
substantially more on employment and training services for low-income
persons and the unemployed, and (b) a relatively large fraction of program
expenditures were on WE and PSE programs.

At its peak during the Carter administration, CETA expenditures on all
program components amounted to nearly $25 billion. Even excluding the
costly PSE program, real expenditures on CETA programs were approxi-
mately 50 percent greater than those for similar MDTA and EOA pro-
grams during the late 1960s, and nearly double the real expenditures dur-
ing the early 1990s on similar services under JTPA. Despite the trend
toward higher training expenditures shown in table 8.7, under CETA out-
lays per trainee were lower than they were under MDTA. This change re-
flects a policy shift toward making smaller public investments in a larger
number of low-income persons. This decline occurred as program opera-
tors emphasized services of shorter duration and placed greater emphasis
on programs that provided job search assistance, job placement, and job
creation. These services sought to place participants in jobs quickly rather
than to increase their vocational skills.

Job Training Partnership Act of 1982

In 1982, Congress reduced the size and narrowed the focus of U.S. em-
ployment and training programs. Interestingly, job creation programs,
which had been scaled back as the national unemployment rate rose dur-
ing the early 1980s, were eliminated under JTPA during the height of the
1982–83 recession. Besides eliminating PSE programs, the JTPA refocused
the nation’s employment and training effort on hard-to-employ, economi-
cally disadvantaged persons. As with CETA, the basic menu of services re-
mained the same. But as time passed, amendments to the act led operators
to spend a larger share of resources providing training opportunities, es-
pecially CT, and less resources on employment-related services, as was the
case under CETA.

An important difference between JTPA and its predecessors involved the
manner in which training services were delivered and administered. The leg-
islation continued the principle embodied in CETA that local officials were
in a better position to administer and determine the type of training to be
provided to participants. To implement this goal the legislation required that
each of approximately 600 training jurisdictions—known as service delivery
areas (SDAs)—establish a private industry council (PIC) consisting of rep-
resentatives from local businesses, labor organizations, and political and
community officials. The intent behind having business representation on
these councils was to address policymakers’ long-standing concern that gov-
ernment training programs were not providing skills that employers wanted.
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The amount of money that states and PICs could spend depended on a
statutory formula that gave one-third weight to the number of economi-
cally disadvantaged persons in the state; one-third weight to the difference
between the number of unemployed persons in the state and the number of
unemployed persons when the state unemployment rate is 4.5 percent; and
one-third weight to the relative number of unemployed persons in areas de-

540 Robert J. LaLonde

Table 8.7 CETA and JTPA Participation and Expenditures, Select Years

Total % Classroom % On-the-Job Expenditures Expenditures per 
Participants (000s) Training Training (in $000,000s) Participant ($)

A. CETA Title II B, C: CT and OJT Activities Onlya

1975 364 80 20 1,200 3,300
1976 663 78 22 2,270 3,400
1977 707 76 24 2,604 3,700
1978 774 75 25 2,900 3,700
1979 726 78 22 2,670 3,700
1980 626 79 21 2,913 4,600

B. Total Participants and Expenditures Under CETA Title IIB, C and JTPA-Title IIA, C
1975 1,122 26 7 3,998 3,563
1976 1,731 9 4,870 2,813
1977 1,416 30 12 4,690 3,312
1978 1,332 38 15 5,969 4,481
1979 1,194 44 13 5,870 4,916
1980 1,114 48 12 6,712 6,025
1981 1,011 44 n.a. 6,396 6,326
1982 n.a. n.a. n.a. 4,008 n.a.
1983 n.a. n.a. n.a. 3,857 n.a.
1984 935 n.a. n.a. 2,153 2,303
1985 1,077 n.a. n.a. 2,665 2,474
1986 1,100 n.a. n.a. 2,905 2,640
1987 1,336 n.a. n.a. 2,779 2,080
1988 1,246 n.a. n.a. 2,699 2,142
1989 1,187 n.a. n.a. 2,530 2,131
1990 1,096 n.a. n.a. 2,326 2,122
1991 1,022 n.a. n.a. 2,162 2,115
1992 955 n.a. n.a. 2,105 2,204
1993 636 n.a. n.a. 2,038 3,450
1994 635 n.a. n.a. 1,935 3,047
1995 536 n.a. n.a. 1,709 3,188
1996 480 n.a. n.a. 1,116 2,325
1997 483 n.a. n.a. 1,011 2,093
1998 452 n.a. n.a. 1,110 2,456

Sources: Taggart (1981, pp. 25, 46); NCEP (1995, appendix pp. 1–8); U.S. House of Representatives,
Committee on Ways and Means (1996, 2000).
Notes: n.a. indicates not available. Participation figures prior to 1995 are the number of enrollees. Ex-
penditures and dollar figures are in 1999 dollars.
aCETA Title IIB, C provides full range of activities to the economically disadvantaged and to the un-
employed. JTPA Title A, C provide services to the economically disadvantaged.



termined to have substantial unemployment (National Commission for
Employment Policy [NCEP] 1987).

As shown by table 8.8, like CETA, the act also imposed constraints on
who among the low-income population could receive JTPA services. The
legislation required that 90 percent of participants in the CT and OJT pro-
grams under Title IIA (and later Title IIC for youths) be economically dis-
advantaged. Locales could reserve 10 percent of their training slots for per-
sons who were not economically disadvantaged, but who had poor English
skills, were high school dropouts, were teenage parents, or were deter-
mined by local officials to be likely to benefit from the program. The statute
required that 40 percent of program funds be spent on training economi-
cally disadvantaged youths; it also required that AFDC recipients and
high school dropouts be served equally depending on their proportions in
the local population.

The JTPA also formalized a system of performance management that
had evolved under CETA (Taggart 1981). Under this system, PICs, local
training providers, and the U.S. Department of Labor (DOL) were to use a
set of outcome-based performance standards to monitor the effectiveness
of SDAs and their training services. As shown by table 8.9, these standards
included JTPA trainees’ “entered employment rate” or the percentage of
trainees who were employed when officials terminated them from the pro-
gram, and their hourly wage rate in that first job. Later, a thirteen-week fol-
low-up employment rate was added as a new standard. The DOL adjusted
these standards for each locale in order to account for differences in de-
mographics and economic conditions.9

Policymakers anticipated that this system of performance management
would improve net impact measures for these programs. The legislation
sets aside some funds to reward sites that exceeded these standards or to
provide “technical assistance” to those that fell short. In principle, poorly
performing sites could be sanctioned.

Although policymakers designed JTPA performance standards to im-
prove their programs, they also created incentives that potentially under-
mined their intent to concentrate resources on the hard-to-employ. Under
JTPA, as with its predecessors, employment and training services have
never been an entitlement for the economically disadvantaged or the un-
employed. Program operators have considerable discretion over who they
admit into their programs: They are only required to provide these services
to persons who they believe will benefit from them. JTPA performance
management gave operators incentives to “cream-skim” the most job-
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9. See Barnow (1992, 2000) and Heckman, Smith, and Taber (1996) for more detailed de-
scriptions of the JTPA performance standards system. Similar outcome-based performance
measures are now a part of other U.S. training programs and are accepted among education
policymakers. Also see these papers and Gay and Borus (1980) for evidence that such perfor-
mance measures are not highly correlated with program impacts.
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ready applicants. These individuals would tend to have high postprogram
employment rates and wages, even if the program itself had little impact on
these outcomes. However, research on this issue indicates that (a) even if
this shift had occurred it probably would not have lowered estimates of the
effectiveness of JTPA, and (b) program operators did not appear to sub-
stantially cream-skim in response to these incentives (Heckman and Smith
1997b; Heckman, Smith, and Taber 1996).

JTPA has served an economically disadvantaged population. As was
shown by table 8.7, JTPA provided employment and training services to
approximately 800,000 economically disadvantaged persons each year. In
1985, more than one-half of its participants had not worked in the six
months prior to their application to the program, 40 percent were receiv-
ing public assistance, 41 percent were high school dropouts, and 92 percent
were from families in poverty.

The program did succeed in providing training opportunities to a large
share of its participants. During program year 1985, approximately 35 to
40 percent of enrollees participated in CT, and about 20 to 25 percent of
enrollees were placed in an OJT slot. Because few people received both ser-
vices, this figure indicates that during any given year as many as 65 percent
of JTPA participants received some skill training. This emphasis on CT re-
mained strong and even grew as the program evolved. This growth in CT
occurred as the share of OJT participants declined. During JTPA’s early
years the median CT participant received instruction for approximately

544 Robert J. LaLonde

Table 8.9 National Performance Standards under JTPA Program Years 
(July 1 to June 30)

1984–85 1986–87 1998–99

Adults under Title IIA
Entered employment rate (all participants; %) 55 62 60a

Entered employment rate (welfare participants; %) 39 51 52a

Placement wage ($) 4.91 4.91 289b

Cost per placement ($) 5,704 4,374 n.a.
Youths under Title IIC

Entered employment rate (all participants; %) 41 43 45
Positive termination rate ($)c 82 75 72
Cost per positive termination ($) 4,900 4,900 n.a.

Sources: NCEP (1987, 12, table 2); DOL, Employment and Training Administration website: wdr.do-
leta.gov/opr/performance/overview.asp.
Note: n.a. indicates not applicable.
aIn program years 1998–99 the standard is the “follow-up employment rate.”
bIn program years 1998–99, the standard is the “follow-up weekly earnings.”
cIncludes enrollment in school, the military, or other non-Title II training, or completion of an educa-
tional degree.



eighteen weeks, but this measure increased during the 1990s (NCEP 1987;
Social Policy Research Associates [SPR] 1999).

Despite JTPA’s emphasis on serving the most economically disadvan-
taged, Title III of the act did provide explicitly for job search and training
services for displaced workers. (These persons are defined when we de-
scribed the WIA program.) Because they tended to have substantial em-
ployment histories, participants under this title of the act were more skilled
than other JTPA participants. In addition, they have tended to be more
skilled than the unemployed who received PSE under Title VI of CETA
(NCEP 1987). Despite the large numbers of displaced workers in the 1980s,
Congress initially appropriated little funding for this group. During the
mid-1980s, expenditures were no more than $350 million per year (NCEP
1987; Barnow and Aron 1989).

During JTPA’s existence Congress made two significant policy changes
that affected services to displaced workers. First, the Omnibus Trade and
Competitiveness Act (1988) underscored policymakers’ desire to shift away
from providing low-cost job search skills to training participants and instead
emphasize more expensive training activities. Under these amendments 50
percent of local funds for displaced workers were to be spent on training ac-
tivities instead of job search assistance. Further, persons receiving assistance
under the Trade Act (1974) now had to participate in CT or OJT as a condi-
tion for receiving extended unemployment insurance benefits.10

The second change occurred during the mid-1990s when the Clinton Ad-
ministration proposed expanding funding of employment and training ser-
vices for displaced workers. As was shown by table 8.8, by program year
1997 expenditures exceeded $1 billion per year despite the strong economic
expansion. This increase foreshadowed the policy change reflected the fol-
lowing year in the Workforce Investment Act, in which policymakers ap-
pear to have refocused low-cost employment and training services away
from the most economically disadvantaged and toward a broader segment
of the population.

Toward the end of JTPA, these policy changes also affected economi-
cally disadvantaged youth. The original legislation instructed locales to
spend at least 40 percent of their funds (under Title A, C) on youths. As re-
cently as 1993, these expenditures totaled more than 600 million and the
program served 280,000 youths (DOL 1996). During the mid-1990s Con-
gress sharply cut expenditures on youth services. By program year 1997,
expenditures for these low-intensity services (under Title IIC) had fallen to
only $130 million. One important reason for this change was research from
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10. Congress established the Trade Adjustment Assistance program (TAA) in the early
1960s to provide supplemental unemployment benefits to workers who lost their jobs as a re-
sult of trade liberalization. In 1974, Congress expanded the program’s scope to cover workers
who had lost their jobs as a result of increased foreign trade.



the nonprofit and academic community showing that low-intensity non-
comprehensive training services were not effective for youths. The final
blow for these services came with the results of the National JTPA Study,
a social experiment conducted starting in the late 1980s, which showed that
even after four years neither youth participants nor society benefited from
these services (Orr et al 1994; Bloom et al. 1997; U.S. GAO 1996).

8.2.3 The Workforce Investment Act of 1998

Policy Goals of the Workforce Investment Act

Today, a large portion of current federal policy is governed by the Work-
force Investment Act of 1998 (WIA), which took effect in July 2000. The pas-
sage of WIA signaled policymakers’ intent to consolidate the assortment of
existing federal and state education and training programs and to coordi-
nate them with existing social services. To this end, the act folds JTPA and
other employment and training and work-welfare programs into a broader
system designed to manage and develop the nation’s human resources. Be-
sides these programs, other programs covered under WIA include those for-
merly under the Adult Education and Family Literacy Act, employment ser-
vices under the Wagner-Peyser Act, and the Rehabilitation Act. In addition,
the legislation also allows states to design programs that incorporate appro-
priate resources available under the Food Stamp Act of 1977, the Trade Act
of 1974, certain programs under the Social Security Act, and the training ac-
tivities of the Department of Housing and Urban Development.

Although WIA increases states’ ability to use several sources of federal
dollars to develop their own employment and training policies, the federal
government still maintains some control over their programs. The statute
requires each state to submit a “training plan” for approval to the DOL.
As part of the plan governors must establish Workforce Investment Areas
within their states. Within these areas Workforce Investment Boards, con-
sisting of representatives from business, labor, the community, and of
elected local officials, govern these programs. Within the constraints set in
the statute, they decide whom to service, what kinds of services to provide,
and who should provide the services. However, the programs developed by
the local boards must include the range of employment and training ser-
vices previously described (in table 8.1) and offered to specific groups
within the eligible population.11 Further, federal authorities must approve
the aggregate performance of the state’s training providers.
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11. WIA requires local programs to include the following elements: (a) tutoring, study
skills, instruction to complete secondary school or GED, dropout prevention strategies; (b)
summer employment opportunities for youths; (c) work experience; (d) OJT and CT; (e) sup-
portive social services such as child care and transportation; (f) follow-up services; and (g)
comprehensive services, such as counseling, substance abuse referrals, mentoring, and lead-
ership development.



An important goal of WIA is that participants should be able to attain
access to the array of employment and training and supportive services, in-
cluding educational services in one location. Accordingly, WIA requires
that each Workforce Investment Board establish at least one “one-stop ca-
reer center” within its jurisdiction.12 All labor exchange services that have
been provided through the employment service (under the Wagner-Peyser
Act) must be delivered through these centers.13 Policymakers designed the
one-stop centers so that all groups in the population have access in one
physical location to information about employment and training services
as well as other supportive social services. State employment service agen-
cies not only are a partner in these one-stop centers and serve on local
boards, as required by the statute, but in practice they operate these cen-
ters.

Although WIA makes several potential important changes in the ad-
ministration of U.S. employment and training policy, it does not substan-
tially alter the menu of services available to participants. Instead, policy-
makers intend that two components of the legislation operating together
will improve the effectiveness of these services. Consequently, policymak-
ers intend that even though the mix of services probably will not change
much under WIA, these administrative changes will enable local authori-
ties to better serve their clients and will cause WIA-sponsored programs
to have larger impacts than prior training initiatives. A premise of the act
is that greater “customer” choice will lead to better use of training re-
sources. By contrast to past practices in which local authorities sent par-
ticipants to pre-subcontracted training providers, under WIA, adult par-
ticipants are given voucherlike individual training accounts that they may
use to purchase training services from previously certified training pro-
viders.

To facilitate “customer” choice, the legislation encourages local boards
to increase the number of certified training providers. In addition, the act
expands reporting requirements for training providers. WIA participants
are to have access to information that compares alternate providers’ pro-
gram completion rates, entered employment rates, and wage rates for their
former participants. The intention underlying these reporting require-
ments is that by using this information, WIA participants should be able to
make more informed decisions about the quality of training providers and
to use their vouchers to “buy” training from providers with better pro-
grams.
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12. The DOL began to experiment with one-stop centers starting in 1994 when it awarded
grants to six states—Connecticut, Iowa, Maryland, Massachusetts, Texas, and Wisconsin—
to develop and implement one-stop systems.

13. Unlike the use of Section 7(a) funds, WIA does not require all Wagner-Peyser funds to
be used as part of the one-stop centers. For example, Section 7(b) funds, known as the “Gov-
ernor’s reserve,” are excluded from this requirement.



Who Is Served by WIA?

As summarized by table 8.8, under WIA there is no requirement that el-
igible adults be from low-income families. Instead, the legislation simply
states that operators give priority to persons receiving cash assistance. This
distinction in eligibility criteria for youths and adults is a departure from
the policy under WIA’s predecessor, JTPA. During the tenure of JTPA,
most adult and youth participants had to be classified as “economically
disadvantaged.” The legislation defined such individuals as meeting one of
several criteria: They (a) received or were a member of a family who re-
ceived cash welfare payments under a federal, state, or local program; (b)
were a member of a family that received food stamps or received food
stamps during the previous six months; (c) had family income, excluding
unemployment insurance, child support, and welfare payments, during the
previous six months that was no higher than the official poverty level or no
higher than 70 percent of the U.S. Bureau of Labor Statistics lower living
standard; (d) were a foster child living in a family receiving payments from
a state or local government, or were a handicapped adult whose income
met the eligibility standards, even if their family income exceeded it.

By contrast, under WIA, eligible fourteen- to twenty-one-year-olds gen-
erally must be from low-income families. In addition, the statute requires
that they also possess one of the following “barriers” to employment: They
must be deficient in basic skills, a high school dropout, homeless or a fos-
ter child, pregnant or a parent, an offender, or in need of additional assis-
tance in order to complete school. This low-income eligibility standard for
youths is similar to the economically disadvantaged concept used under
JTPA.

For adults, WIA essentially combines adult services previously provided
under two different sections of JTPA that had different eligibility criteria.
“Adult Activities” now encompass services previously targeted to eco-
nomically disadvantaged persons aged twenty-two and over (under JTPA
Title IIA) and services targeted toward unemployed adults (under JTPA
Title III). Many participants in this later group have not been from low-
income backgrounds.14 As shown in the last column of table 8.8, under
JTPA such unemployed adults were eligible for services and classified as
displaced workers if they had been (a) laid off and either were ineligible for
or had exhausted their unemployment insurance benefits, and were un-
likely to return to their previous industry or occupation; (b) terminated be-
cause of a plant closing or a mass layoff;15 or (c) unemployed for a long pe-
riod and had had limited opportunities for finding work. Further, the act
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14. WIA also lowers the age threshold to qualify for Adult Activities to eighteen years.
15. Individuals whose former employer had to provide them with sixty days’ advance no-

tice of a layoff or plant closing under the Worker Adjustment and Retraining Act (1988) were
eligible for JTPA services.



gave states considerable authority to identify persons that fit these defini-
tions of a displaced worker. Because of these eligibility criteria, many of
JTPA’s displaced workers have been relatively skilled. For example, during
the 1997 program year, 35 percent of such participants had earned more
than $15 per hour in their previous jobs (SPR 1999). Consequently, policy
changes under WIA probably enable authorities to provide employment
and training services to a less economically disadvantaged adult popula-
tion than they could under JTPA.

WIA Expenditures and Participation

Because WIA has just begun operating, there are no statistics available
on participation and relatively little information on expenditures for each
of the service categories summarized in table 8.1. Statistics for FY 2001 in-
dicate that the federal government spent about $2.4 billion on “Adult Ac-
tivities,” including 1.4 billion for “dislocated workers employment and
training activities.” In addition, the federal government spent $1.4 billion
each for “Youth Activities” and the Job Corps and $500 million for an ar-
ray of small national programs. Because of the role of the employment
service (ES) in operating the program’s one-stop centers, some of the $1
billion spent on the ES should be considered part of the WIA policy. Ac-
cordingly, a rough but reasonable estimate of current federal expenditures
on employment and training programs for the economically disadvan-
taged and the unemployed is about $6 billion (DOL 2002).

Recent statistics for program year 1997 under JTPA likely depict the par-
ticipation and expenditure patterns that will manifest themselves during
the early years of WIA. As shown by table 8.10, federal policymakers allo-
cated approximately $2 billion to fund services for economically disadvan-
taged adults and for displaced workers. By contrast, expenditures on ser-
vices for full-year services for youths amounted to only about $130 million.
During this period a combined total of more than 450,000 adults and ap-
proximately 88,000 youths left the program. The second row of the table
also indicates that a sizable share (25 percent) of economically disadvan-
taged adults who left the program received no services other than an as-
sessment by program officials.16

As suggested by the differing eligibility criteria for its services, JTPA pro-
grams attracted a diverse group of participants. Services for which eligibil-
ity is means-tested have been provided for the intended economically
disadvantaged population. Youth participants have been particularly dis-
advantaged, which might be expected as their eligibility criteria includes a
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16. These figures do not include youth participants in Job Corps (under Title IV) or the
Summer Youth Programs (under Title IIB). These programs are discussed above. Under WIA
Job Corps remains intact and continues to be operated at the federal level. The Summer Youth
Programs are no longer funded as a separate item, but the statute requires local authorities
to provide these services as part of their youth activities.



barriers-to-employment test in addition to an income test. The vast ma-
jority of youth participants have not had a job in the previous six months,
even though most of these participants were aged eighteen years or older.
One-half of them read at the eighth-grade level or less, and only somewhat
more than a quarter of them had a high school degree.

Adult participants under Title IIA of JTPA are somewhat less disadvan-
taged than the youths. Nevertheless, about one-half had not had a job in
more than six months, slightly more than one-half received food stamps,
about 30 percent of participants read at the eighth-grade level or below,
and about one-fifth were high school dropouts. As shown by contrasting
the figures in the first and third columns of table 8.10, the adult displaced
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Table 8.10 Participation, Expenditures, and Characteristics of JTPA Terminees ($ in group for
program year 1997)

JTPA Program 
Title II-A Title II-C Youth Title III

Adult Services Full-Year Services Displaced Workers

Terminated 198,033 88,438 266,112
Number who received services 147,717 74,816 n.a.
Allotments $0.89 billion $0.13 billion $1.03 billion
Sex

Female 68 59 54
Male 32 41 46

Age
18–21 n.a. 57 n.a.
20–29 41 n.a. 18
30–44 47 n.a. 46
45+ 12 n.a. 35

Ethnic background
White 45 38 65
Black 34 33 19
Hispanic 17 24 12

Education level
Less than high school 21 71 12
High school graduate 57 26 50
Post-high school 21 3 38

Single parent 47 20 15
Reading level

Less than 7th grade 13 28 9
7th or 8th grade 16 23 10
9th grade+ 71 50 81

No job in prior 26 weeks 51 74 17
Unemployment insurance claimant 12 7 69
Food stamps 53 39 7

Sources: Social Policy Research Associates (1999, p. II-2, table II-1; p. 8, table II-4; p. III-2, table III-1;
p. III-6, table 3; p. V-2, table V-2; p. V-2, table V-1; p. VI-4, table VI-2).
Note: n.a. indicates not applicable.



workers who received JTPA services under Title III were more skilled.
They had a larger percentage of workers with post–high school education,
higher reading levels, and better work histories. Because unemployment is
an eligibility criterion for these services, it is not surprising that more than
two-thirds had received or were receiving unemployment insurance bene-
fits, and relatively few of these participants were receiving food stamps.

JTPA participants have several other characteristics that are worth not-
ing. First, the majority of adult and youth participants are women. Even
among Title III participants whose eligibility depends on having been dis-
placed, 54 percent of participants are women. Second, adult participants
in both Title II-A programs for the economically disadvantaged and Title
III programs for the unemployed are not especially young. The typical re-
cipient of both service categories is aged between thirty and forty-four
years. Among those receiving Title III services, more than one-third of
participants are over forty-five. Finally, the majority of adult participants,
even those receiving Title II-A services, are not single parents, but are from
two-parent households or are single.

The recent JTPA program statistics also help portray the likely distribu-
tion of participants among the broad categories of services depicted in
table 8.1 during the early years of WIA. These statistics suggest that CT
will be the most important adult activity under WIA, but that youths will
receive a more diverse set of services. As shown by table 8.11, the most
common service received by adult JTPA participants during program year
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Table 8.11 Distribution of Program Services for JTPA Terminees (% receiving service for
program year 1997)

Title II-A Adult Title II-C Youth 
Services Full-Year Services Title III Displaced

Workers Females Males Females Males Females Males

Service received (%)
Basic skills 21 16 44 50 13 10
CT 68 59 39 26 51 48
OJT 8 15 2 2 4 5
WE 5 5 25 32 n.a. n.a.
Other 13 14 32 37 n.a. n.a.

Two or more 19 15 37 41 8 7
Time receiving training

% with zero hours 8 10 6 6 40 42
Average hours 440 329 372 321 289 268

Sources: Social Policy Research Associates (1999, p. II-14, table II-6; p. III-14, table III-8; p. V-15, table
V-6).
Notes: n.a. indicates not applicable. The figures for the Title II-A and Title II-C programs exclude 25
percent and 15 percent, respectively, of all terminees who did not receive any services beyond a formal
assessment. Information on eligibility for these programs is found in table 8.7.



1997 was vocational classroom training. More than two-thirds of the fe-
male participants received this service. The percentages of displaced male
and female workers receiving this service are smaller, but these differences
largely reflect the different ways these measures are reported for the two
groups. The figures calculated for the economically disadvantaged partici-
pants exclude those participants who received only an “objective assess-
ment” by program officials.

Turning to the other figures in the table, much smaller percentages of
male and female participants received OJT, although among disadvan-
taged participants, about one-sixth of the males received this service.
Among adults, between 10 and 20 percent received basic skills training;
this percentage was larger for economically disadvantaged men and
women than it was for displaced workers, as was expected based on differ-
ences between the two groups’ baseline characteristics.

Finally, as shown by the sixth row in the table, nearly one-fifth of the fe-
male participants and nearly one-sixth of the male participants received
services from two or more of the categories listed in the table. This result is
not surprising because policy encourages program operators to customize
a package of services for each participant. When program operators assess
a potential participant they devise a training plan. This plan often recom-
mends that the participant receive a sequence of services. Any of these ser-
vices alone might lead to improved outcomes. Consequently, a considera-
tion when evaluating the effectiveness of one category of services is that
participants also may have received services from other categories.

The distribution of Title II-C youth participants among the service cat-
egories differs from the adults in several respects. First, youths are more
likely than adult participants to receive two or more of the services de-
scribed in the table. Second, nearly one-half received basic skills training,
while 39 percent of the males and 26 percent of the females received CT.
Third, more than one-quarter received WE, whereas only very small per-
centages of adults received this service. Finally, by contrast to the adults,
few youths received OJT.

WIA’s Place among Other Active and Passive Labor Market Policies

The foregoing description of recent expenditures and participation pat-
terns in employment and training programs is for just one of several federal
programs that have been providing these services. For some time, U.S. em-
ployment and training policy has manifested itself as a complex patchwork
of federal education and training programs. Each program has its own
goals and rules governing eligibility. Although JTPA and its successor,
WIA, have been the most prominent of these programs, taken together
these other federal programs have cost as much to operate and, if anything,
serve more people.

Each of these employment and training programs operates in a policy
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environment in which there are substantial federal, state, and local subsi-
dies for postsecondary schooling as well as vocational education in sec-
ondary schools. Depending on the program, these subsidies are received
both by the individual and by the institutions providing the schooling or
training. The program rules governing which individuals receive these sub-
sidies also differ from those of JTPA. Yet JTPA’s CT often takes place in a
community college, and sometimes JTPA participants receive this training
in the same classroom as other non-JTPA participants. Many of these non-
JTPA students are likely from low-income households or are recently un-
employed. As a result, figures on the resources spent on programs like
JTPA and how they are distributed among service categories provide in-
formation on only a portion of U.S. employment and training policy.

The listing of alternative employment and training programs in table 8.12
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Table 8.12 Expenditures and Participants in Employment and Training Programs

Expenditures Participants
Program Department ($000,000s) (000s)

Unemployment insurance Labor 21,900 7,800
Employment service Labor 811 21,346a

Postsecondary education
Pell grants Education 5,788 3,743
Family Education Loan Program Education 5,825 5,326
Supplemental opportunity grants Education 583 991
Perkins Loan Program Education 166 697
Work study Education 617 713

Postsecondary employment and training
JTPA

Adult Labor 1,015 389
Youth Summer Labor 677 648
Youth Labor 651 360
Dislocated Workers Labor 571 312

Job Corps Labor 966 101
JOBS HHS 1,000 545

Other employment and training programs
Vocational rehabilitation Education 1,873 1,049
Vocational rehabilitation projects Education 29 24
Rehabilitation employment services Education 32 24

Trade Adjustment Assistance Labor 75 27
Food Stamp Employment and Training Program Agriculture 135 1,400
Senior Community Service Employment Program Labor 396 97
Disabled Veterans Outreach Program Labor 79 932
Targeted Jobs Tax Credit Treasury n.a. 632b

Source: NCEP (1995, pp. xii–xvi).
Notes: HHS = U.S. Department of Health and Human Services. N.a. indicates not available. Figures are
for FY 1993.
aNumber of unduplicated registrants, see note 17 in text.
bThe figure is the number of vouchers.



is not complete, but the most important ones are included. For compari-
son purposes, the first two rows of the table report the expenditures and
number of participants in the Unemployment Insurance Program and the
ES (i.e., Wagner-Peyser Act). The first of these comparisons reflects the de-
gree of policy emphasis on active versus passive labor market policy. Com-
pared to European countries, expenditures in the United States on active
policies, which encompass employment and training services, compared to
passive policies, which encompass unemployment insurance benefits, are
relatively small (Heckman, LaLonde, and Smith 1999).

The second row of table 8.12 provides a glimpse of the number of per-
sons that potentially enter the system each year. Most recipients of unem-
ployment insurance and most social welfare recipients are required by law
to register with the employment service. But any job seeker, whether un-
employed or not, may register to use the ES services.

During the 1990s, approximately 16 to 20 million (different) persons reg-
istered annually with the ES. By registering or applying, these individuals
gained access to the job matching and training referral services offered by
the program.17 In a typical year, 20 to 30 percent of these persons received
a referral, and somewhat less than one-third of those with referrals ob-
tained a job placement. Only a small fraction of the ES’s referrals have
gone to employment and training participants. However, such persons are
more likely to receive JSA and referrals to training.

Table 8.12 also reveals that expenditures and participation in means-
tested grant and loan programs for higher education are also greater than
for the entire array of employment and training programs. A complete ac-
counting of employment and training programs would in principle attempt
to sort out the extent that these other programs constitute substitute ser-
vices to those offered under JTPA and similar programs.

8.3 Economic and Evaluation Issues

8.3.1 Economic Rationale

The policy rationale underlying employment and training programs is
not precise but often turns on one of several arguments. First, joblessness
is costly because of the effects it has on state and federal budgets. Conse-
quently, to reduce dependency on various social welfare programs, gov-
ernments have an incentive to provide job training so that jobless persons
become economically self-sufficient. Second, joblessness is costly to the
nation not only in terms of lost output and tax revenues, but also in terms
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17. This figure is intended to be the number of unduplicated registrants. Persons would be
double-counted if they registered with the employment service in two different states. The
most recent figure for the number of annual registrants is approximately 16 million. This in-
formation is available from the DOL, Employment and Training Administration.



of the social costs associated with a rising incidence of substance abuse,
crime, and broken homes, as well as costs associated with the loss of indi-
viduals’ self-esteem that is thought to come from work. To reduce these
costs the government invests in job training programs (NCEP 1987).18

Moreover, low-income persons lack the resources to invest on their own in
job training. Further, because low-income persons face capital constraints,
there are social benefits associated with subsidizing training. Despite the
intuitive appeal of the last of these rationales, there is little evidence that
capital constraints can explain the low skill levels among persons likely to
participate in government training programs (Heckman and Smith 1998).

The rationale for subsidizing employment and training programs de-
pends on the reasons that motivate individuals to participate in them in the
first place. In most studies of these programs, the determinants of program
participation receive attention only because they provide input into econo-
metric procedures that deal with selection bias when estimating the impact
of training. However, recent research suggests that study of the determi-
nants of program participation also helps us to understand why individu-
als participate in these programs and what rationale may motivate public
subsidies for these activities (Heckman and Smith 1997; Jacobson, La-
Londe, and Sullivan 2002).

As we have discussed, nearly 1 million people enrolled annually in pro-
grams operated under JTPA. The vast majority of these persons partici-
pated voluntarily. A common view is that these individuals participated for
the same reasons that they might have gone to school. If we adopt a school-
ing model to characterize this process, individuals take training if they ex-
pect that the private benefits exceed the private costs. The private benefit
includes the subsequent earnings gains associated with training. The total
cost of training includes earnings forgone during training and the costs of
tuition and supplies, as well as any psychological costs associated with
learning in a classroom setting. This model assumes that when in training,
individuals forgo labor market opportunities. In the case of government-
sponsored training, these costs are sometimes partially or completely sub-
sidized.

More formally, if training takes one period to complete, credit markets
operate perfectly, individuals’ remaining work lives are N periods, and
earnings are zero during training, then individuals seeking to maximize
their discounted lifetime earnings participate in training when

(1) �
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18. This is the view expressed by the NCEP. The Commission was an independent federal
agency established by Congress under Title IV, Section F of the JTPA. Its purpose is to advise
Congress and the president on broad employment policy as well as to evaluate JTPA pro-
grams.



In equation (1), �i is the impact of training on earnings for an individual
during each period after training is complete. The term �i /r[1 – 1/(1 � r)N ]
is the discounted gain from participating in training during the remaining
N periods of an individual’s work life. The term Yis denotes forgone earn-
ings during the training period s, and c denotes the (private) direct costs of
training, such as tuition. We can modify this specification to account for
skill depreciation and part-time work during training.

In the foregoing model, individuals participate in training when the im-
pact, �i , is large. But they also tend to participate when the direct costs of
training, ci , are low, when they are young (so N is large), when they have low
earnings, or if they experience an adverse earnings shock during or prior
to the training period.

Government training programs affect participation by reducing the
private costs of participation. Under programs such as WIA and JTPA, the
public sector subsidizes the direct costs of training, ci . The government has
also sometimes subsidized a portion of the forgone earnings costs of train-
ing, Yis . Under MDTA and CETA, stipends were often paid to trainees. To-
day some states allow unemployment insurance recipients to satisfy the
“work test” if they participate in an approved training program. Similarly,
persons displaced because of imports, including those deemed to have
been affected by NAFTA, are eligible to receive extended unemployment
insurance benefits if they are enrolled in a training program.

By subsidizing the costs of training, the government increases participa-
tion in training. Under some circumstances, this policy also might lead to
increased participation among individuals who expect to derive relatively
small benefits from training. Consider that the impact of training, �i , likely
varies among individuals. Individuals who expect to derive small gains
from training participate only when the private costs of training are low.

The foregoing model provides the theoretical basis for much of the eval-
uation research on training programs. In particular, it motivates a vari-
ety of longitudinal strategies for evaluating these programs, discussed in
Ashenfelter (1978); Heckman and Robb (1985a,b), and Heckman,
LaLonde, and Smith (1999). A strength of this model is that it corresponds
with one of the most consistent empirical findings in this literature. Start-
ing with Ashenfelter’s (1978) study of 1964 participants in the MDTA pro-
gram, many analysts have reported that the earnings of training partici-
pants decline just prior to their participation in the program. A nearly
universal feature of the data from job training programs is that training
participants (a) have low pretraining earnings and (b) experience a decline
in their mean earnings prior to their enrollment. For the vast majority of
demographic groups and programs, there is a decline in participants’ aver-
age earnings just prior to the date they enter the program. The drop is most
pronounced for white males. (For a fuller discussion of this finding and
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some examples, see Heckman and Smith 1999; Heckman, LaLonde, and
Smith 1999).19

Despite the appeal of the schooling model for characterizing participa-
tion in government training programs, it may not be the right model. In
section 8.2, we observed that many employment and training services
could be better characterized as having a job placement rather than a train-
ing motive. These programs provide individuals with information about
the labor market, employers, and their own set of skills so that they can bet-
ter match themselves to an appropriate job. In practice, even OJT may offer
very little training, but may instead provide a subsidy to employers to learn
about prospective low-income hires.

This characterization of employment and training programs is consis-
tent with the view that individuals participate in training to find a job. It
also is consistent with the emphasis on job placement in employment and
training policy. Studies indicate that people enroll in training programs
when they are unemployed, and that transitions into unemployment—
whether from employment or from out of the labor force—are strong pre-
dictors of participation (Sandell and Rupp 1988; Heckman and Smith
1997). Earnings dynamics that appear so important in predicting program
participation appear likely to be explained by dynamics in employment
rates. Card and Sullivan (1988) find that the quarterly employment rates of
CETA participants dip prior to participation, and Ham and LaLonde
(1990) report the same pattern in semimonthly employment rates of very
disadvantaged AFDC participants in the National Supported Work
Demonstration. Indeed, Heckman and Smith (1997) characterize the par-
ticipation process as being one motivated by “displacement” from em-
ployment and from out of the labor force.

Therefore, an important reason that individuals enroll in employment
and training programs is to facilitate their job search. In the context of a
job search model, they enter training (a) to increase the arrival rate of job
offers and (b) to improve their wage (offer) distribution. However, given
that the literature reveals little evidence of wage impacts of these programs,
no matter what the motive for participation, it is reasonable to focus on the
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19. Several institutional features of most training programs suggest that the participation
rule is more complex than that characterized by this simple schooling model. Eligibility for
training is partly based on a set of objective criteria, such as family income being below some
threshold. For example, under JTPA, single household heads can enroll in publicly subsidized
training in Title II programs only if they have had low earnings. Therefore, it is possible that
Ashenfelter’s dip results from the operation of program eligibility rules that condition on re-
cent earnings (Heckman and Smith 1999). Such rules may select individuals with particular
types of earnings patterns into the eligible population. Devine and Heckman (1996) demon-
strate that certain family income processes can generate such dips. However, they also show
that the substantial difference between the mean earnings patterns of JTPA participants and
persons eligible for JTPA implies that Ashenfelter’s dip does not result from the mechanical
operation of program eligibility rules.



first reason why individuals enroll in these programs. Individuals enroll in
training because the expected increase in arrival rates of job offers in-
creases the value of unemployment.

This job search view of training participation also is consistent with the
relatively short durations of participants’ stays in CT. If there is an impor-
tant networking component to CT, then people would use CT to facilitate
finding a job and would leave the program when they are employed and be-
fore training is completed. Indeed, some of the literature reports substan-
tial variation in the duration of training spells even among participants
who are observationally similar (Heckman, LaLonde, and Smith 1999).

If the schooling model is not the best way to characterize the participa-
tion process, rationales for public support of these activities that are based
on the idea that training programs are like schooling are weakened. The
idea that targeted individuals face capital constraints becomes a weaker ra-
tionale for subsidizing training absent a strong schooling motive. Further,
much of CT already takes place in heavily subsidized community or junior
colleges.

Instead, the evidence on individuals’ participation decisions suggests
that individuals may enroll in these programs to learn more about the la-
bor market and themselves. The rationale behind subsidizing these services
is in this case similar to that for subsidizing the employment service. By
providing information about the world of work, policymakers facilitate the
creation of productive job matches. The establishment of one-stop centers
in each Workforce Investment Area (under WIA) underscores policymak-
ers’ intent to better link the employment and training industry with the job
matching responsibilities of the employment service.

8.3.2 Methods Used to Evaluate Training Programs

During the 1970s, evaluations of government employment and training
programs began to accumulate. The question most often asked by evalua-
tors was the following: “What is the difference between participants’ post-
program earnings and the earnings that they would have received had they
not participated in training?” Although other outcomes are of interest,
most evaluations of U.S. programs have focused on the impact of training
on subsequent earnings.

One argument for this focus is that the impact of training on earnings in-
cludes its impact on employment rates, hours paid for among the em-
ployed, and hourly or weekly wage rates (Ashenfelter 1974). Another rea-
son so many evaluations focus on earnings is that these studies often use
administrative data to estimate the impact of training. These data usually
contain only measures of quarterly or annual earnings, or social welfare re-
ceipts. Wage data, which is important for assessing whether training raises
worker productivity, has rarely been available for U.S. studies.

Despite the seeming simplicity of the central question in these studies,
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the impact of these programs remains a controversial topic (Heckman et al.
1999). Besides providing information on these programs’ effectiveness, an
important contribution of the literature on the evaluation of public-sector
employment and training programs has been the attention given by re-
searchers in this field to the empirical methods used to identify and to esti-
mate impacts. Most of these methodological studies have been concerned
with estimating the impact of government-sponsored training programs in
the United States. However, the same issues underlie studies of not only
similar programs abroad and of training in the private sector, but also more
generally the impact of any policy intervention—whether means tested or
not—on individuals.

There have been several influential papers that have contributed to the de-
velopment of methods used to evaluate these programs. These papers in-
clude those by Goldberger (1972); Heckman (1978); Ashenfelter (1978);
Barnow, Cain, and Goldberger (1980); Ashenfelter and Card (1985); and
Card and Sullivan (1988). The papers by Heckman and Robb (1985a,b) con-
stitute the classic reference for this literature. They describe these alternative
methods in detail and introduce a variety of new approaches. More recent
surveys by Moffitt (1991) and Heckman, LaLonde, and Smith (1999) pro-
vide extensive summaries of this literature. Because of the wealth of existing
material on the methods used to evaluate employment and training pro-
grams, this chapter provides only a brief summary of some of the key issues.

The Evaluation Problem

The central problem underlying empirical studies of employment and
training programs is that it is impossible to observe the same person expe-
riencing two different states at the same time. For individuals who received
training, we cannot observe what they would have experienced had they
never been trained.20 If we could observe this counterfactual state, we
could measure the impact of training for each individual.

Because it is impossible to observe this counterfactual, evaluators have
usually sought to define the conditions under which it is possible to esti-
mate the mean impact of training either for (a) a sample of trainees or (b) a
population of eligible persons. Most program evaluations have one of these
two goals. The first and most common objective has been to estimate the
conditional mean impact of training on those who actually participated:
E(�i |Di � 1), where �i is the impact of training for individual i, and Di � 1
denotes whether the individual received training. This measure is known as
the impact of the “treatment on the treated.”

A second and less common objective of program evaluations has been to
estimate the unconditional mean impact or E(�i), which measures the av-
erage impact of training for a randomly selected sample of individuals
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from the eligible or target population. When training has the same impact
on all potential participants, these two measures of the impact of training
are identical. However, when training affects people differently and indi-
viduals self-select into training partly based on their expected gains from
the program, these measures are not the same.

Econometric work usually seeks to estimate structural parameters, such
as the “unconditional” mean impact of training. But when evaluating em-
ployment and training programs, this conventional parameter is not very
useful for policy purposes. Participation in training is voluntary. But know-
ing what amounts to the weighted average of the effect of the treatment on
the treated and the impact of training on those who were not trained
should not be of much interest to policymakers. In the context of U.S. pro-
grams, this point is strengthened by the observation that only a very small
percentage of eligible persons receive these services each year (Devine and
Heckman 1996). An interesting alternative to this parameter is the impact
of training on the “marginal” participants (Heckman, LaLonde, and
Smith 1999; Aakvik, Heckman, and Vytlacil 1999).

To estimate the impact of training on earnings for those who received
training, we need to estimate trainees’ earnings had they not been trained.
In nonexperimental settings, there are two common solutions to this prob-
lem. The first approach is to estimate the counterfactual outcome using the
trainees’ preprogram outcomes. This approach relies on a before-after
comparison.

The second approach is to use the earnings of a comparison group of
nontrainees or “no-shows” to the program. The impact of training is then
measured as the (regression-adjusted) difference between the mean earn-
ings of training participants and nonparticipants. This approach produces
unbiased estimates of training if those who self-select into employment
and training programs would have had the same (regression-adjusted)
mean outcomes in the absence of training as those individuals in the com-
parison group. As discussed below, this premise generally is unlikely to
hold. If participants selected themselves into training because they had
poorer labor market prospects than nonparticipants, the estimated impact
of training would be downward biased. The most challenging task for
program evaluators is to provide a rationale for why their econometric
methodology eliminates selection bias.

Nonexperimental Methods

The nonexperimental approaches to the evaluation problem can be
sorted in three categories: (a) method of matching, (b) cross-sectional meth-
ods that formally model the selection process, and (c) longitudinal methods.

Methods of Matching. Many program evaluations done by social science
consulting firms have identified the impact of employment and training
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programs using one of several forms of matching. To be sure, most pro-
gram evaluations use a type of matching when they adopt the practice of
screening out of the comparison group individuals who did not satisfy the
program eligibility criteria.

The premise underlying the method of matching is that the selection pro-
cess into the program is captured by observed variables (Rubin 1973). Ac-
cordingly, the difference between the outcomes of observationally similar
trainees and comparisons produces an unbiased estimate of the training
effect. More formally, let Xi be a vector of observed characteristics for in-
dividual i, and Yi11 equal the outcome if the individual participated and re-
ceived training; Yi10 equal the outcome had the individual who did not
participate receive training; Yi01 equal the outcome had the individual par-
ticipated but been denied training; and Yi00 equal the outcome if the indi-
vidual did not participate and did not receive training. The crux of the eval-
uation problem is that we can not observe Yi11 – Yi01 for any individual.
Instead, we observe Yi11 for each of the trainees and Yi00 for each of the
comparison group members. Both theory and empirical evidence indicate
that the selection process into training causes the mean difference between
these two outcomes to be a biased estimate of the effect of the treatment on
the treated.

The method of matching assumes that once we condition on the vector
of observed characteristics, the mean outcome for the trainees had they not
received training would equal the mean outcome of the comparisons:
E(Yi01| X ) � E(Yi00 | X ). Conditional on the observed characteristics, an un-
biased estimate of the training effect, X, is the difference between the con-
ditional mean outcome for the trainees and the conditional mean outcome
for the comparisons: �(X ) � E(Yi11|X ) – E(Yi00 |X ). An estimate of the
mean treatment effect is � � Σw(X )�(X ), where the weight, w(X ), is the
share of trainees with values of X � x.

There have been three variants of this method used in the evaluation lit-
erature. One approach is known as “cell matching.” This procedure is es-
pecially practical when there are few available observed characteristics and
they are discrete. In this case, it is straightforward to divide the samples of
treatments and comparisons into cells—for example, (a) high school
dropout and single; (b) high school dropout and married; (c) high school
graduate and single; and (d) high school graduate and married. Analysts
then compute the difference between mean outcomes within each cell.
Card and Sullivan (1988) present an intuitively appealing application of
this approach when estimating the impact of training on the employment
rates of the 1976 CETA cohort. In their study, they match trainees to com-
parison group members who had exactly the same employment history
during the years leading up to the training year.

A second approach to matching is used when there are many available
characteristics, especially when some are continuous. The idea underlying
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statistical matching is to find an exact match or “nearest neighbor” for
each person in the training group from among a sample of nontrainees
(Rubin 1979; Dickinson, Johnson, and West 1986; Heckman, LaLonde,
and Smith 1999). The Mahalanobis distance has been one of the most com-
mon metrics used to select an appropriate comparison group. Predicted
earnings is another potential metric, but this approach appears to produce
comparison groups whose members have significantly different baseline
characteristics from those of the trainees (Fraker and Maynard 1987).

Finally, a third approach has matched trainees and comparisons with the
same or similar “propensity scores” (Rosenbaum and Rubin 1983). In this
context, the propensity score is the predicted probability that a person in
the training group or the comparison group would participate in training
given his or her observed characteristics. An advantage of this approach is
that it reduces the “dimensionality” of the matching problem by enabling
the analyst to match on a single value, the propensity score P(X ), instead
of matching on many values of X.

To implement this approach, evaluators first estimate a logit model to
obtain estimates of P(Z), where Z is a vector of individual characteristics
and their interactions thought to be correlated with individuals’ participa-
tion in training. Then, using one of a variety of different procedures, eval-
uators match trainees and comparisons with similar P(Z ) (Heckman,
Ichimura, and Todd 1998; Dehejia and Wahba 1999). Some important re-
cent work using a sample of JTPA-eligible individuals has shown that it can
be difficult to find comparisons from economically disadvantaged popula-
tions whose characteristics imply that they have a high probability of par-
ticipating in the program (Heckman et al. 1998).

Cross-Sectional Methods and Selection on Unobservables. The basic model
used in cross-sectional methods is derived from the dummy endogenous
variable model developed in an influential paper by Heckman (1978). In
most work adopting this approach, analysts assume that the outcome of in-
terest, usually quarterly or annual earnings, is a function of a set of indi-
vidual characteristics, Xi , a dummy variable indicating whether an individ-
ual participated in training, Di , and a residual denoting unobserved
characteristics, εi :

(2) Yi � �Xi � 	Di � εi .

In addition, these models specify a participation equation with a latent de-
pendent variable that isolates the determinants of an individual’s decision
to participate in training:

(3) Di
∗ � 
Zi � �I , where Di � 1 if Di

∗ � 0.

In equation (3), Zi is a vector of observed characteristics that affect
whether individuals participate in training, and �i is a residual denoting
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unobserved determinants of participation. Ideally, the vector Zi includes
characteristics that affect whether someone participates in training that are
not included in Xi because they do not affect earnings. An example of such
a characteristic might be the distance between a person’s residence and a
training center.

Evaluations that rely on cross-sectional methods generally adopt one of
three approaches to identify the impact of training. First, the simplest ap-
proach requires imposing the strong assumption that the errors in the out-
come and participation equations are uncorrelated: E(ei , �i ) � 0. In this
case, the training effects can be estimated simply by regressing the out-
come, Yi , on all observed characteristics, including those in Z. This ap-
proach assumes that the trainees are selected into training based on some
known characteristics (Barnow, Cain, and Goldberger 1980).

In the second approach, analysts relax the assumption that the errors in
the outcome and participation equations are uncorrelated. Now it is as-
sumed that there is selection on the unobservables. In this case, the train-
ing effect is usually identified from a combination of distributional as-
sumptions about ei and �i and one or more restrictions on the vector of
observed characteristics, X. Less parametric methods have been proposed
for identifying the training effect, although they have yet to be adapted in
a significant amount of research (Heckman 1990; Powell 1994).

By far the most widely used method that follows this second approach is
Heckman’s two-stage estimator (Heckman 1979; Björklund and Moffitt
1987). Use of this estimator is especially common in evaluations of Euro-
pean employment and training programs. It has been used less frequently
in U.S. evaluations, largely because these studies have relied less on cross-
sectional data (Heckman, LaLonde, and Smith 1999). However, one of the
most influential U.S. evaluations, Mathematica’s evaluation of the 1977
Job Corps cohort, adopts this approach (Mallar 1978; Mallar et al. 1982).

A third approach to identifying the training effect uses the method of in-
strumental variables. This approach has been used rarely in conventional
nonexperimental evaluations of training programs. In nearly all such stud-
ies, analysts have had difficulty producing a plausible instrument. Usually
the available data have not been sufficiently rich to include any variables
that might serve as an instrument. More fundamentally, the design of these
programs creates an environment in which it is hard to construct a natural
experiment.

Longitudinal Methods. The availability of federal and especially state ad-
ministrative earnings records has fostered reliance on longitudinal meth-
ods to evaluate many U.S. employment and training programs. This prac-
tice has been heavily influenced by Ashenfelter’s study of the 1964 MDTA
cohort that relied on individuals’ annual earnings records from the U.S. So-
cial Security Administration (Ashenfelter 1978). A strength of administra-

Employment and Training Programs 563



tive data like those used by Ashenfelter is that they contain long earnings
histories, both prior to and after training. Their shortcoming, however, is
that they often contain little information about individuals’ demographic
characteristics.

Evaluations that use longitudinal methods identify the impact of train-
ing by assuming that the program does not affect earnings prior to indi-
viduals’ participation in the program. They often rely on a model that as-
sumes the following structure of earnings:

(4) Yit � 	Dit � bi � �t � εit,

where bi is an individual fixed effect, �t is a common time effect, and εit is a
random disturbance denoting individuals’ unobserved characteristics that
vary through time. A key assumption in these analyses concerns whether
the residual is serially correlated. If movement in εit represents “transitory”
movements in individuals’ earnings, then a natural estimator of the impact
of training is the least squares estimate of d in the following:

(5) Yit � Yis�1 � 	Dit � (�t � �s�1) � (εit � εis�1).

In equation (5), period s – 1 is the period before training. Indeed, in the
model depicted in equation (4), earnings in any pretraining period are
sufficient to identify the impact of training. If no time-varying observed
characteristics are available, the least squares estimate, also known as the
difference-in-differences estimator, is simply the difference between the
mean change in the trainees’ earnings and the mean change in the com-
parisons’ earnings.21 If time-varying variables such as age are available, it
is straightforward to include them in the model and estimate the training
effect, 	, using least squares.

In practice, the problem with estimates based on equation (5) is that they
overstate the impact of training (Ashenfelter 1978; LaLonde 1986; Heck-
man, Hotz, and Dabos 1987; Heckman and Hotz 1989; Heckman,
LaLonde, and Smith 1999). The reason for this result is that movements in
the residual, εit , are not necessarily transitory and are serially correlated.
Changes in this component of earnings, (εit – εis–1), likely motivated the un-
employed to participate in training. Empirical work indicates that this
time-varying component of earnings is serially correlated. Trainees’ earn-
ings are not unexpectedly low simply during the training period; they tend
to be unexpectedly low in prior periods as well. This tendency produces the
phenomenon described earlier as Ashenfelter’s dip. Under these circum-
stances it matters which pretraining year analysts use as the base year in the
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difference-in-differences estimator. More refined evaluations of employ-
ment and training programs have used the availability of longitudinal his-
tories to estimate the covariance structure of earnings (see Ashenfelter and
Card 1985). Such analyses suggest among other things that the earnings
model in equation (4) should also include an individual-specific time trend.

The Experimental Solution

A seemingly simpler approach to the evaluation problem is to adopt an
experimental design. Randomization applied to the sample of individuals
who apply for and are admitted into training solves the evaluation problem
by creating a comparison group consisting of individuals who selected into
training the same way as the trainees.22 As a result of randomization, the
distributions of the treatments’ and controls’ observed and unobserved
baseline characteristics should be similar.

Another way of characterizing the experimental solution is that ran-
domization solves the evaluation problem because it creates an instrumen-
tal variable that leads to variation in the receipt of training among training
participants (Heckman 1996). The control group members are partici-
pants who were randomly denied services. Under these conditions, the im-
pact of training can be estimated from the difference between the treat-
ments’ and controls’ mean earnings.

Despite the advantage of simplicity, these social experiments have im-
portant limitations (Heckman 1992). Many of the complications that arise
in experimental evaluations, such as sample attrition, also arise in nonex-
perimental studies (Kornfeld and Bloom 1996). However, some limitations
are unique to social experiments. First, given the decentralized operation
of many U.S. employment and training programs, the integrity of the ex-
perimental design depends on the cooperation of many local officials and
administrators. In such a policy setting, the experience with the National
JTPA Study is illustrative of how difficult it is to conduct a social experi-
ment of an ongoing program (Doolittle and Traeger 1990; Hotz 1992). By
contrast, the National Job Corps Study appears to have been more suc-
cessful because this experiment evaluated a program that is under the con-
trol of federal authorities (Schochet, Burghardt, and Glazerman 2000,
2001).

A second problem that arises in social experiments is that members of
the control group may obtain the same services through another commu-
nity organization or sometimes even the same provider. This phenomenon,
known as “control group substitution,” has been substantial in many social
experiments (Heckman, LaLonde, and Smith 1999). A related problem oc-
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curs with the treatment group members because participation is voluntary.
In practice, many persons assigned to the treatment group do not show up
to receive services or drop out after a short stay in the program.

Social experiments most often estimate the effect of receiving an offer to
participate in training, “the intention to treat,” and not the impact of train-
ing itself. When there are many no-shows among the treatments and there
is control group substitution, the evaluation of the training effect requires
the analysts to rely on one of the nonexperimental methods described
above.23 In practice, social experiments work better when they test the im-
pact of services that are valued by participants and difficult to obtain else-
where in the community. An example of such a study was the National Sup-
ported Work Demonstration (Hollister, Kemper, and Maynard 1984). Its
high-cost services were not otherwise available. Consequently, this pro-
gram had high rates of participation among the treatment group members
and low levels of control group substitution.

A third limitation of social experiments arises because many questions
about the impacts of employment and training programs are not easily
evaluated with an experimental design. These questions include the effects
of training on program participation, on the earnings of those who com-
plete training, on hourly wages, or on the duration of subsequent employ-
ment spells (see Moffitt 1992; Ham and LaLonde 1996; Eberwein, Ham,
and LaLonde 1997). In order to examine these questions analysts must rely
on the same nonexperimental methods previously described. In addition,
experimental evaluations are also infeasible when evaluators are asked to
assess the impact of a program on individuals who participated in it in the
past. The classic study by Ashenfelter (1974, 1978) of the 1964 MDTA co-
hort and the influential CETA studies of the 1976 cohort are examples of
such studies (Barnow 1987). In instances such as these, researchers have no
choice but to rely on nonexperimental methods.

8.4 Survey of Program Impacts

8.4.1 The Influence of Social Experiments

As explained above, an unusual characteristic of the empirical literature
in this field compared with other areas in the social sciences is the frequent
use of social experiments, mainly in the United States. Part of the reason
for the proliferation of experimental evaluations in this field has been the
skepticism expressed by both the academic and policy-making communi-
ties about the results of nonexperimental studies (see Ashenfelter and Card
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1985; Burtless and Orr 1986; Burtless 1995). Particularly important in
heightening this skepticism were the results of six major evaluations of the
1976 CETA cohort (Barnow 1987). Although studies of different training
cohorts have generated a considerable range of estimated impacts, these
studies examined the same group of trainees and used essentially the same
data. Yet the estimated impacts in these studies ranged from $1,210 to
$1,350 for male participants and from $20 to $2,200 for female partici-
pants. Not surprisingly, one group of CETA evaluators concluded that

[a]lthough these evaluations have all been based on the same data sets,
they have produced an extremely wide range of estimated program im-
pacts. In fact, depending on the particular study chosen, one could con-
clude that CETA programs were quite effective in improving the post-
program earnings of participants or, alternatively, that CETA programs
reduced the post-program earnings of participants relative to compa-
rable nonparticipants. (Dickinson, Johnson, and West 1987, 452–53)

In the mid-1980s an advisory panel created by the DOL reviewed this and
related evidence and recommended that policymakers rely more on exper-
imental designs to evaluate their programs (Stromsdorfer et al. 1985).

To be sure, prior to this report, social experiments, such as the National
Supported Work Demonstration, the Louisville WIN Laboratory, and the
first Work-Welfare demonstrations, were already underway or completed.
But this recommendation influenced the mix of experimental and nonex-
perimental studies. It motivated the DOL to fund the large experimental
studies such as the JOBSTART Demonstration, the National JTPA Study,
and the National Job Corps Study.

Social experiments have also been used to test alternative nonexperi-
mental strategies to address the evaluation problem. A modest literature
has accumulated that attempts to use alternative nonexperimental meth-
ods to replicate the results of experiments.24 One approach has been to use
the treatment group from the experimental study and then examine
whether an analyst would have been able to replicate the experimental re-
sults using alternative comparisons groups and econometric methods. A
second approach compares the control group to alternative comparison
groups. This approach has the advantage of focusing analysts’ attention on
the selection problem.

These studies have generally concluded that nonexperimental methods
have a difficult time replicating experimental results. But they do suggest
that nonexperimental methods are likely to perform significantly better
when comparisons group members are drawn from the same labor market
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as the program participants. It also appears to be important that infor-
mation on treatments’ and controls’ desired outcomes be drawn from the
same instrument. This finding suggests the shortcomings of nonexperi-
mental evaluations that begin with rich survey and baseline data on a
group of program participants and then attempt afterward to construct a
comparison group from administrative records.

The evidence from this literature on whether richer data or more sophis-
ticated econometric methods are more important for overcoming the eval-
uation problem is yet to generate a consensus. The study by Heckman et al.
(1998) demonstrates just how difficult and costly it is to collect enough co-
variates to solve the selection program, even when comparison group
members are from the same labor market. Some studies suggest that less
parametric methods, such as propensity score matching, perform better
than more conventional econometric approaches (Dehejia and Wahba
1999). But other studies, such as the one by Smith and Todd (2000), which
uses the same data, disagree. They conclude that in the absence of better
data, these less parametric methods do not generate substantially im-
proved nonexperimental impact estimates.

8.4.2 The Impact of Employment and Training Programs

The empirical literature on the impact of employment and training pro-
grams contains a relatively large number of both experimental and nonex-
perimental studies. However, experimental and nonexperimental evalua-
tions often report estimates of different parameters. Because treatment
no-shows and control group substitution can be substantial in social ex-
periments, the impact parameter measured in experimental evaluations is
often the impact of the intention to treat and not the effect of training on
the trained. Nonexperimental studies usually report the impact of training
on those who actually received the services. Estimates of the comparable
parameter in most experimental studies would generally be larger than the
estimate reported in these evaluations.

The point that experimental and nonexperimental studies often report
different impact parameters is now widely recognized. Many recent exper-
imental evaluations report estimates of both the intention-to-treat param-
eter and a training-on-trained parameter (Bloom et al. 1997; Schochet,
Burghardt, and Glazerman 2000, 2001). The later estimator, known as the
“Bloom estimator,” is usually formed by simply dividing the “intention to
treat” estimate by the fraction of treatments that enrolled and received pro-
gram services (Bloom 1984; Heckman, Smith, and Taber 1998).

Experimental Evidence

Starting in the mid-1970s, some U.S. training evaluators began to use ex-
perimental designs to evaluate employment and training programs. Today
a sizable body of evidence exists on the impact of relatively low-cost ser-
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vices on economically disadvantaged persons, especially for adult single
women. These studies have been surveyed elsewhere by many other au-
thors (see, e.g., Friedlander and Gueron 1990; LaLonde 1995; and Heck-
man, LaLonde, and Smith 1999). Here we summarize some of the key find-
ings using as examples evidence from a few programs.

The experimental evaluations indicate that a variety of employment and
training services can raise the postprogram earnings of disadvantaged
adult women but that such programs have mixed impacts on disadvan-
taged adult men and usually no effects on the earnings of youth. As shown
by table 8.13, when adult women participate in these programs these earn-
ings gains usually (a) are modest in size, (b) persist for several years,
(c) arise from a variety of treatments, and (d) sometimes are achieved at re-
markably little expense.25 Further, although job search assistance is gener-
ally the most cost-effective treatment, more expensive services such as
work experience and OJT often produce modestly larger earnings gains.

The experimental evidence indicates that very low-cost strategies, such
as job search training, can significantly raise adult women’s postprogram
earnings. For example, the Arkansas WORK program tested the value of
mandated job search assistance (and the threat of sanctions) by requiring
a randomly selected group of AFDC applicants and recipients to partici-
pate in two weeks of group job search assistance followed by sixty days of
individual job search.26 As shown by table 8.13, the Arkansas WORK pro-
gram was remarkably cost-effective. The cost of the job search assistance
services amounted to $183 per participant. Yet even though participation
was mandatory, AFDC applicants and recipients who participated in these
services had earnings that were $287 higher in the first year following the
baseline into the program than were controls’ earnings. By the third year
following their assignment those earnings gains had grown to $535. In ad-
dition, in results not shown in the table the program reduced welfare pay-
ments by about $250 in the first year and in the third year after the base-
line. Therefore, not only did the program pay for itself, but it also led
to (small) long-term earnings gains for AFDC participants.27 Similar, if
somewhat less striking, results were reported for job search assistance in
the Louisville WIN Laboratory experiments and in other work-welfare
demonstrations (Wolfhagen and Goldman 1983).

Experimental studies have also tested the effectiveness of job search
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ments” (see Friedlander et al. 1985, 21–22).



Table 8.13 Impacts of Selected Experimental Evaluations of Employment and Training
Services for Economically Disadvantaged Adult Women

Impacts on Employment Rates and Earningsa

Costs Last Quarter Year 1/2 Year 3/4/5 Earnings
Study ($)b (%)c ($) ($) (%)

Job Search Assistance
Arkansas WORK 244 6.2* 339* 487* 31
Louisville (WIN-1) 206 5.3* 425* 643* 18
Cook County, IL 231 1.2 12 n.a. 1
Louisville (WIN-2) 340 14.2* 679* n.a. 43
San Diego—CWEP 891 –0.7 402* n.a. 8
Food Stamp E & T 180 –2.5 –90 n.a. –3
Minnesota—MFIPd n.a. 14.5* 921* n.a. 30

Job Search Assistance and Work Experience
West Virginia 388 –1.0 25 n.a. 4
Virginia ES 631 4.6* 106 387* 11
San Diego—CWEP 690 3.8* 1,120* n.a. 23
Baltimore Options 1,407 0.4 231 764* 17

Job Search Assistance and CT or OJT Services
Maine TOP 2,972 1.1 433* 1,720* 36
San Diego SWIM 964 0.3 509* 180 15
New Jersey 1,165 n.a. 874* n.a. 14
GAIN (JOBS): 3,757 5.9* 339* 740* 25

Alameda (Oakland) 6,036 6.0* 266 901* 37
Los Angeles 6,356 1.9 –5 178 9
Riverside 1,753 7.5* 1,173* 1,176* 40
San Diego 2,099 2.7* 445* 830* 23

MFSP San Jose (CETP 5,132 8.6* 1,470* n.a. 25
MFSP other sites 4,525 1.2 400 n.a. 6
Florida PI (JOBS) 1,339 0.4 93 n.a. 3

Work Experience and Training
National Supported Work 8,614 7.1 657 1,062 43
AFDC Homemaker 8,371 n.a. 2,135* n.a. n.a.
NJS (JTPA) 1,028 n.a. 691* 441* 7

Recommended for CT 1,690 n.a. 359 n.a. n.a.
Recommended for OJT 643 n.a. 747* n.a. n.a.

Source: LaLonde (1995) and Heckman, LaLonde, and Smith (1999).
Notes: All dollar figures are in 1997 dollars. N.a. indicates not available. CWEP = California Work Ex-
perience Program. MFIP = Minnesota Family Investment Program. E&T = Employment and Training.
TOPS = Training Opportunities in the Private Sector Program. SWIM = Saturation Work and Initiative
Model. GAIN = Greater Avenues for Independence Program. MFSP = Minority Family Single Parent
Demonstration. PI = Project Independence. NJS = National JTPA Study.
aThe earnings’ impacts are annual (or annualized) difference between the treatments’ and controls’ mean
earnings during the first or second year (Year 1/2) and during the third, fourth, or fifth year (Year 3/4/5).
bAverage net costs are the incremental costs of providing services to the members of the treatment group.
c”Employment rate last quarter” refers to the difference between treatments’ and controls’ employment
rates during the last quarter of the follow-up period for which data were available.
dFigures are for long-term welfare recipients only. Two other components of this program included
threats of sanctions and financial incentives for welfare recipients to find work.
*Impact is statistically significant at the 10 percent level.



training coupled with mandated work experience. An interesting feature of
these experiments was that welfare applicants and recipients were required
to participate in employment and training services as a condition for re-
ceiving welfare benefits. This requirement enabled policymakers to evalu-
ate the effect of these services on a wider segment of the disadvantaged
population, instead of the narrower subset of program “volunteers.” An-
other important feature of these experiments was that the design allowed
policymakers to assess the separate effects of job search assistance and
work experience on participants’ earnings. In the San Diego studies, when
women applied for AFDC, they were randomly assigned to one of three
groups. Those assigned to the control group were not required to partici-
pate in work-welfare programs.28 The second group was required to partic-
ipate in job search assistance in order to receive cash benefits. Finally, the
third group not only had to participate in job search assistance but, if they
remained unemployed, also had to participate in WE.

As shown by table 8.13, the earnings of AFDC applicants who were as-
signed to either of the treatment groups in the San Diego-I experiment
were $600 higher than those who were assigned to the control group. Al-
though the cost-benefit calculations were less impressive than those for the
Arkansas WORK program, they indicate, nonetheless, that the program
benefited taxpayers (see Goldman, Friedlander, and Long 1986, xxv–xxxix
and 165–84). Breaking down the result by program component, the stud-
ies indicated that job search assistance raised women’s short-term earn-
ings, whereas mandated WE raised women’s long-term earnings.

Perhaps the most persuasive evidence that economically disadvantaged
women can benefit from employment and training programs comes from
the National Supported Work (NSW) Demonstration. The most signifi-
cant finding from this study is that WE modestly raised long-term AFDC
participants’ earnings for at least seven years after the end of the program.
In 1986, seven years after the NSW program had ended, the treatments’
annual earnings exceeded the controls’ earnings by about $1,000 (Couch
1992). Although these gains from the NSW program are among the most
substantial and long-lasting documented, this program was also relatively
expensive to operate. The social cost of NSW was approximately $7,000
per participant (Kemper, Long, and Thornton 1984). But if the program-
induced earnings gains persisted throughout a woman’s work life, the real
social rate of return from training would be about 15 percent. This gain ap-
pears to constitute very productive social investment.

The National JTPA Study provides additional support that government
training programs can raise the earnings of adult women. The thirty-
month evaluation found that access to Title IIA programs raised adult
women’s earnings by approximately $700 during the twelve-month period
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prior to the thirty-month follow-up interview. This gain amounted to
10 percent of the control groups’ earnings. The (incremental) social cost
of JTPA services provided the trainees was less than $2,000. Therefore,
should these earnings gains persist, the social rate of return from JTPA is
likely to be substantial (Heckman, LaLonde, and Smith 1999). Indeed, a
U.S. Government Accounting Office (GAO) study that used U.S. Social Se-
curity Administration earnings data reported that among adult women in
the 1988 training cohort, the treatments had significantly higher earnings
than the controls during four of the five postbaseline years (GAO 1996).

In contrast to what is known from social experiments about the effects
of employment and training programs on economically disadvantaged
women, much less is known from social experiments about their effects on
adult males and youths. What is known indicates that although these pro-
grams sometimes raise males’ earnings, they also sometimes have no effect.
The NSW demonstration found that guaranteed work experience did raise
the earnings of disadvantaged ex-criminal offenders and ex-drug addicts,
but this impact was not statistically significant. The work-welfare demon-
strations indicated that the job search and work experience services in-
crease the postprogram earnings only for the minority of men who had a
prior history of receiving welfare. The National JTPA Study (NJS) found
that adult men experienced gains from JTPA services similar to their fe-
male counterparts. These earnings gains were approximately $650 per year
or 7 percent of the controls’ earnings (Orr et al. 1994, 82). A follow-up
study using Social Security earnings data suggests that these impacts are
smaller during the fifth year after the baseline (GAO 1996).

Findings for Youths and the National Job Corps Study

The findings from the few social experiments that study disadvantaged
youths are less encouraging than the findings for disadvantaged adults. For
example, more than seven years of follow-up data indicate that the pro-
longed WE provided to disadvantaged high school dropouts in the NSW
demonstration had no effect on their subsequent earnings (Couch 1992).
Similarly, the JOBSTART demonstration, which provided disadvantaged
youths with services similar to those of Job Corps but without the residen-
tial living centers, did not generate significantly higher earnings for its par-
ticipants during the four postprogram years followed in the evaluation
(Cave and Doolittle 1991). Finally, the National JTPA Study finds no evi-
dence that disadvantaged youths benefited from this program’s relatively
low-cost services (Orr et al. 1994).

The National Job Corps Study presents the most recent opportunity to
use an experimental design to assess whether there are employment and
training services that can improve the employment prospects of economi-
cally disadvantaged youths. As previously discussed, Job Corps is much
more comprehensive and expensive than the services tested in previous so-
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cial experiments. Evidence that Job Corps is effective would underscore the
importance of its comprehensive treatment for this population and, in light
of the JOBSTART results, also suggest the importance of its residential
model.

As shown by tables 8.14 and 8.15, previous studies of Job Corps report
mixed results. Collectively the experimental and nonexperimental studies
do not provide consistent evidence that Job Corps improves participants’
employment prospects. Until now the most influential of these studies has
been the Mathematica evaluation of the 1977 Job Corps cohort (Mallar
1978; Mallar et al. 1982; Long, Mallar, and Thornton 1981). As shown in
the tables, this (nonexperimental) analysis of four years of postprogram
earnings data indicates that Job Corps increased male participants’ subse-
quent earnings by about $2,000 per year. Although this impact is large, be-
cause Job Corps is such an expensive program—the social costs net the
value of in-program output amounted to about $12,000 per participant—
they would have had to continue for more than two additional years to jus-
tify the costs of the program. However, if these four-year earnings impacts
did persist throughout a participant’s working life, Job Corps would prove
to be a remarkably productive social investment.
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Table 8.14 Impacts of Selected Experimental and Nonexperimental Studies of Job
Corps on Post-Program Annual Earnings

Authors Program Cohort Earnings Impact

O’Neill (1973) 1969 $504
Gay and Borus (1980) 1969–1972 –$273/$188a

Mallar et al. (1982) 1977 $2,032*/$1,016*b

JOBSTART 1986 –$260
National Job Corps Study 1995

Year 1 –$2,093*/$1,212*b

Year 2 $1/–$188b

Year 3 $1,183*/$943*b

Year 4 $1,362*/$1,178*b

Residential $1,235*/$1,218b

Nonresidential $3,169*/–$1,076b

16–17-year-olds $983*
18–19-year-olds $323
20–24-year-olds $2,871*

Sources: O’Neill (1973, 43); Cave and Doolittle (1991, 175); LaLonde (1995, 157); Schochet,
Burghardt, and Glazerman (2001, pp.D.5–D.24, D.28).
Notes: Impacts are expressed in 1999 dollars. Annual earnings equal the estimated impact on
weekly earnings times 52.
aSeparate estimates for whites and minorities.
bSeparate estimates for males and females; the female figures when evaluating Job Corps
members assigned to residential and nonresidential centers in the National Job Corps Study
are for females without children.
*Statistically significant at the 10 percent level.



It is in this context that policymakers and analysts have awaited the re-
sults of the National Job Corps Study. As shown by table 8.15, the last year
of earnings data collected during the forty-eight-month interview indicates
that the opportunity to participate in Job Corps raised treatments’ earn-
ings by $1,258 or 12 percent. This impact held for both males and females
and is comparable to, if not somewhat larger than, the impact of a year of
formal schooling. Further, unlike the experience with JOBSTART, this im-
pact is not clearly liked to differing effectiveness of the residential and non-
residential centers.

One important implication of the National Job Corps Study is that it
demonstrates that comprehensive employment and training services can
improve the earnings and employment history of disadvantaged youths
and young adults. Another implication of the study is that if the earnings
impacts persist throughout a participant’s career, the program generates
substantial net social benefits. Under these circumstances, the study indi-
cates that society receives $2 for every $1 spent on Job Corps (McConnell
and Glazerman 2001).

A closer look at the evaluation reveals considerable heterogeneity in the
estimated impacts of Job Corps. The impacts for sixteen- to seventeen-
year-old participants, who tend to come from the most economically dis-
advantaged backgrounds, are substantially larger than the average impact
for eighteen- to nineteen-year-olds, but smaller than the impact for the
twenty- to twenty-four-year-old participants. For the former group, the es-
timated impact is $983 per year.29 Should the magnitude of this impact per-
sist, and given the benefits associated with the reported reduction in the
treatments’ use of the criminal justice system, which are concentrated
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Table 8.15 National Job Corps Study, 1995 Cohort, Impacts by Ethnicity and Age

Ethnicity

Age/Center Type White Black Hispanic

16–17 $3,146* $572 –$743
18–19 –$572 $744 $0
20–24 $5,872* $3,432* –$1,945
Hispanic center –$343 $744 –$1,400

Sources: O’Neill (1973, 43); Cave and Doolittle (1991, 175); LaLonde (1995, 157); Schochet,
Burghardt, and Glazerman (2001, pp. D.5–D.24, D.28).
Notes: Increase in participants’ annual earnings during fourth year after the baseline; annual
earnings equal estimated impact on weekly earnings times 52. Impacts are expressed in 1999
dollars.
*Statistically significant at the 10 percent level.

29. Author’s calculation based on Schochet, Burghardt, and Glazerman (2000, pp. D15–
D23).



in this age group, the longer-term cost-benefit analysis for this especially
hard-to-serve group may turn out to be very impressive.

The foregoing results for Job Corps youths do not provide as much evi-
dence that the program works for disadvantaged youths as first appears. As
shown by table 8.15, the positive impacts for youths under twenty are con-
centrated among sixteen- to seventeen-year-old white participants who did
not enroll at centers with relatively large concentrations of Hispanics. For
other Job Corps youths the results look more like other studies of youth
participants in employment and training programs for which it has been
difficult to find evidence that these programs work. This assessment is es-
pecially true for the Hispanic youths in Job Corps.

Indeed, the most striking results reported in the National Job Corps
study indicate that the gains from the program are concentrated among
white and black twenty- to twenty-four-year-olds. As shown by the table,
the estimated impacts for these two groups are extremely large, even given
the size of the investment. These results support policymakers’ decision
during the 1980s to expand eligibility for Job Corps to young adults.

Nonexperimental Evaluations

Despite the controversy sometimes associated with nonexperimental
evaluations of employment and training programs, a pattern of results has
emerged that is broadly consistent with and reinforces the findings from
the experimental literature. Studies of different cohorts of adult women
spanning a three-decade period find that government employment and
training programs consistently raise their subsequent earnings. As shown
by table 8.16, annual impacts of $1,000 or more are common. As a rule,
when the earnings impacts are positive for both adult men and adult
women, the impacts tend to be larger for women than for men. For ex-
ample, Ashenfelter’s (1978) study of the 1964 MDTA cohort found that
training raised minority males’ earnings by $675 and minority females’
earnings by $2,000. These impacts are larger than usually reported, but
they are not usual in this literature. The direct costs of MDTA’s CT were
nearly $10,000 (see Ashenfelter 1978, 56), but about one-half of these costs
included a stipend paid to the trainee. If these estimated impacts persisted
for the remainder of trainees’ work lives, the real rate of return to training
would be 7 percent per year for men, but a substantial 20 percent per year
for women. These cost figures do not include forgone earnings, which are
smaller for female participants, especially economically disadvantaged fe-
male participants. Consequently, although the social rates of return of CT
training are smaller than indicated here, these estimates imply that the re-
turns from training women are substantial.

As was discussed in section 8.2, the direct costs of training services usu-
ally amount to only a few thousand dollars per participant. Given the mag-
nitude of the estimated impacts in nonexperimental studies, it is essential
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for cost-benefit analyses of these programs to know how long these impacts
persist. Ashenfelter’s study was one of the first, and for a long time one of
the relatively few, that assessed the impact of government training services
beyond a year or two after participants left the program. Although evi-
dence on these programs’ long-term effects is scarce, there is some evidence
that these impacts last several years and do not dissipate at pronounced
rates (McConnell and Glazerman 2001). Accordingly, as suggested by
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Table 8.16 Selected Impacts of Nonexperimental Evaluations of Employment and Training
Programs under MDTA and CETA (increase in postprogram annual earnings)

Men Women 
Study Training Cohort (whites/minorities; $) (whites/minorities; $)

A. Nonexperimental Estimates for Economically Disadvantaged Adult Participants
Ashenfelter (1978) 1964 MDTA 945/$655 2,191/$1,939
Kiefer (1979) 1969 MDTA –2,103/–2,329 1,977/2,721
Gay and Borus (1980) 1969–72 MDTA 158/167 1,425/391
Cooley, McGuire and 1969–71 MDTA 1,448 2,115

Prescott (1979)
Westat (1984) 1976 CETA –12/264 1,020/831
Bassi (1983) 1976 CETA 63/–1,095 1,335/2,770
Dickinson, Johnson, 1976 CETA –1,612 25

and West (1986)
Geraci (1984) 1976 CETA 0 2,103
Bloom and McLaughlin 1976 CETA 378 1,914

(1982)
Ashenfelter and Card 1976 CETA 1,700 2,304

(1985)
Dickinson, Johnson, 1/76–6/76 CETA –1,070 567

and West (1986)
Westat (1984) 1977 CETA 1,171/1,536 1,247/1,776
Bassi et al. (1984) Welfare 1977 CETA 1,473/–239 2,091/1,587
Bassi et al. (1984) Nonwelfare 1977 CETA 176/566 1,712/1,851

B. Nonexperimental Estimates for Economically Disadvantaged Youth Participants
Cooley, McGuire and 1969–71 MDTA 1,549 756

Prescott (1979)
Gay and Borus (1980) 1969–72 Job Corps –273/188 –1,614/–409
Mallar et al. (1982) 1977 Job Corps 2,443/2,710 1,016
Dickinson, Johnson, 1976 CETA –1,398 466

and West (1986)
Westat et al. (1984) 1976 CETA-WE 69 (males and females)
Westat et al. (1987) 1977 CETA-WE 1,305 (males and females)
Bassi et al. (1984) 1977 CETA –1,272/–1,675 100,326

Sources: See Barnow (1987), LaLonde (1995), and Heckman, LaLonde, and Smith (1999, table 24,
p. 2065).
Notes: All dollar figures are in 1999 dollars. MDTA refers to programs funded under the Manpower De-
velopment and Training Act, 1962; CETA refers to programs funded under the Comprehensive Em-
ployment and Training Act, 1973. The sets of estimates for each gender refer to the training effect for
whites and minorities, respectively.



some of the experimental studies, the internal rates of return to these pro-
grams may be very large. Indeed, it is not unreasonable to assert that when
targeted toward adult women, the federal government’s employment and
training programs constitute a more productive social investment than a
year of formal schooling.

The case in support of these programs is less strong when they are tar-
geted toward adult males. As shown by table 8.16, the nonexperimental
studies suggest that these programs produce smaller and less consistently
positive impacts on males. But this is not always the case (Heckman,
LaLonde, and Smith 1999). It is possible that the evaluation problem is
more difficult to address for male than for female training participants (see
Bassi 1984). This possibility might explain the greater uncertainty about
the impacts of these programs on males.

8.5 Conclusions

During the last four decades policymakers have made modest invest-
ments in a variety of employment and training services designed to im-
prove the skills and employment prospects of the economically disadvan-
taged and unemployed. Compared to other programs surveyed in this
volume, expenditures on such services are relatively small. During FY
1998, the federal government spent about as much on JTPA as it did on
programs like WIC, Head Start, child care and development block grants,
and the school lunch program (Congressional Research Service 1999).

Government training programs under WIA, JTPA, and CETA differ
from other programs covered in this volume, because (a) they are not nec-
essarily limited to low-income people and (b) low-income persons are not
necessarily entitled to receive these services. As shown above, many JTPA
participants had previously held jobs in which their average wages were
above the (national) average hourly earnings for production and non-
supervisory workers. Under WIA, program operators must give priority to
low-income persons, especially those receiving public assistance, but they
are not required to limit participation to the economically disadvantaged.

This ambiguity in the groups targeted to receive assistance from federal
employment and training programs is not surprising, given the frequent
policy shifts on this issue during the last forty years. During this period,
policymakers have targeted their programs alternately toward the most
economically disadvantaged and toward otherwise moderately skilled dis-
placed workers. Current policy calls for devoting a relatively larger share of
WIA resources to more employable adult participants. This emphasis con-
stitutes a significant shift away from policy during the early years under
JTPA.

These policy changes mirror those that have occurred under PRWORA.
The policy changes embodied in this legislation adversely affect potential
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long-term welfare recipients. But compared with AFDC as it operated af-
ter 1981, the current program is a more generous one for more employable
welfare recipients who are prone to short spells on welfare. Because of ex-
panded earnings disregards and child care subsidies, and the greater flexi-
bility granted states to use resources to provide supportive social services,
it is easier for these persons to work and still receive cash benefits. By con-
trast, the changes to the AFDC program in 1981 adversely affected this
group by making it more difficult to work and collect benefits.

During the last four decades, policymakers have also changed their em-
phasis on services that provide vocational training and on those designed
to help participants quickly find new jobs. In the early years, the emphasis
was on vocational training in classroom settings. Starting in the mid-
sixties, policymakers sought to provide more training on the job in private
firms. By the 1970s the emphasis had moved to job placement as more re-
sources were spent on providing job search skills, work experience, and
public-sector employment. Under JTPA greater emphasis was placed on
CT, especially as the program evolved. During these early years of WIA it
seems likely that the emphasis will continue to be on CT with some atten-
tion given to better coordination between this service and other supportive
social services.

During the last three decades, policymakers have sought to determine
the effectiveness of their employment and training programs. Per dollar
spent on these programs, it is likely that they have been as carefully evalu-
ated as any social program in the United States—and probably in the
world, for that matter. Although controversy persists about their impacts,
several patterns have emerged from the many experimental and nonexper-
imental evaluations. First, these programs do not have a substantial effect
on poverty rates. This finding occurs because the magnitudes of the invest-
ments are generally small. The investments are a lot less than a year of for-
mal schooling. Consequently, it would be surprising, perhaps implausible,
for them to have a dramatic impact on the living standards of their partic-
ipants.

Despite the modest size of the investments in employment and training
services, the impacts for economically disadvantaged adult women have
been consistently positive. Although too little is known about the long-
term impacts of these programs, what we do know suggests that, for this
population at least, they may generate a substantial social rate of return.
Indeed, depending on the assumptions about how long the impacts persist,
a reasonable case could be made that on the margin it would be socially
beneficial to raise taxes to finance more of these services for this particular
population.

By contrast to the results for adult women, the results for economically
disadvantaged youths are discouraging. With the possible exception of Job
Corps, there is little evidence that these programs produce earnings gains
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for youths. Consequently, policies such as the one that required local ad-
ministrators during the early years of JTPA to spend 40 percent of their re-
sources on youths were probably wasteful. In the absence of other proven
low-cost services for this group, the substantial reduction in JTPA expen-
ditures on youths that occurred starting in the mid-1990s appears to be a
reasonable policy response to the empirical evidence. The evidence on the
impacts of Job Corps is less clear, but a much stronger case can be made
that this program, which provides high-cost comprehensive services, might
constitute a very productive social investment.
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9.1 Introduction

Child support is a private transfer, typically from the noncustodial par-
ent to a custodial parent. Although it is neither public transfer nor means-
tested, child support is integral to the means-tested public transfer system.
Governments have come to play a major role in enforcing private support
obligations. Traditionally, in the United States, state governments and
courts exercised authority over laws governing divorce and parental finan-
cial obligations, including decisions about how much parents owe and
how to make sure parents pay their obligations. As the welfare rolls and the
number of one-parent families soared in the late 1960s and early 1970s, sev-
eral members of Congress began looking for ways both to reinstate the fi-
nancial responsibility of parents and to reduce welfare costs. In 1974, Sen-
ator Russell Long, the powerful chair of the Senate Finance Committee,
convinced Congress that establishing a federally funded child support en-
forcement program was part of the solution.

The Child Support Enforcement (CSE) program was established in 1975
as part D of the Social Security Act. The statute authorized federal match-
ing grants to states to collect support obligations, to establish paternity,
and to obtain support awards. In turn, states had to provide child support
enforcement services to welfare recipients (Aid to Families with Depen-
dent Children, or AFDC) and any nonwelfare family who requested them.
Furthermore, it decreed that, as a condition of receiving cash benefits,
AFDC families had to assign their rights to collect child support to the
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state to compensate it for the cost of providing aid to the family, and they
had to cooperate with the CSE agency in establishing paternity and secur-
ing support. Thus, Congress created two functions for the child support
enforcement programs that remain today: to increase child support and re-
duce welfare costs.

CSE helps set and enforce the terms of private transfers, directing the
flow from a responsible donor (the noncustodial parent) to a deserving re-
cipient (the child). In contrast, standard transfer programs establish no di-
rect link between an individual taxpayer and a recipient. Instead, the
source of the transfer is from taxpayers as a whole and the payments go to
recipients as a whole. In practice, the case of CSE varies with the welfare
status of the family. For nonwelfare families, CSE ensures that individual
donors meet their responsibility to individual recipients. For welfare fam-
ilies, CSE establishes a link between payments by a responsible donor and
dollar savings by taxpayers.

Child support’s direct effect upon noncustodial parents is central to un-
derstanding how its incentive and distributional effects differ from those of
standard income transfer programs. We must explicitly take account of not
only the recipient’s utility function, incentives, and income level, but the
donor’s as well. One implication is that the effects on the distribution across
income groups are less clear than those of standard income transfer pro-
grams. Since the incomes of the donors can be lower than the incomes of
recipients, raising support payments could yield little reduction in inequal-
ity or poverty, especially if the relevant policies themselves create costly dis-
incentives. Some noncustodial parents view their payments as nothing
more than a tax, either because they gain little or no utility from raising
their child’s living standard or because their support payments simply
offset government benefits. In such cases, child support payments clearly
exert a direct effect on the incentives of the donor as well as of the recipient.

In addition, CSE provides a set of open-ended services that are not
means-tested as are other transfer programs. For all custodial parents, the
state CSE agency will assist in establishing support awards and collecting
them. Even in the absence of formal income testing in CSE programs, the
program ends up targeting low-income families because so many custodial
families are poor. In 1997, 37 percent of custodial parent families were
poor and only 20 percent had incomes greater than 300 percent of the
poverty threshold. Nonetheless, the involvement of moderate-income par-
ents influences the perception, operations, and political debate over CSE
in ways that are not present for other means-tested programs. On one
hand, the role of CSE becomes less controversial when seeking support for
moderate-income parents because noncustodial parents usually have the
capacity, if not the will, to pay. On the other hand, middle-income fathers
subject to higher support awards and more rigorous collection strategies
have increasingly sought assistance in claiming their visitation rights.
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The dramatic reductions in welfare caseloads illustrate the changing in-
terplay between child support and income transfer programs. When the
majority of low-income, one-parent families received AFDC, custodial
parents eligible for child support often faced weak incentives to seek sup-
port, and noncustodial parents saw little gain for their children by making
support payments. Today, as fewer families receive cash welfare assistance,
support payments can become more of a supplement to the incomes of
low-income families and less of a substitute for government benefits. For
low-income families, this means that child support can raise the living stan-
dards of their children. For states, however, this means that their CSE pro-
grams have less ability to reduce welfare costs.

The purpose of this paper is to examine child support policies, especially
the activities of the Child Support Enforcement Program, and how they in-
teract with transfer policies and affect the low-income population. Section
9.2 reviews the history of the CSE program, its rules, and objectives. Next,
in section 9.3, we review the economic rationale for government’s role in
child support. In section 9.4, we describe trends in child support awards
and payments. In section 9.5, we discuss the importance of child support
to low-income families. The next section, 9.6, examines the capacity of
noncustodial parents to pay child support. Section 9.7 discusses the trends
in costs and effectiveness of the child support program. Section 9.8 reviews
the financing of this program. In section 9.9, we examine the effects of child
support incentives on behavior. Section 9.10 discusses remaining equity is-
sues within child support. In section 9.11, we consider several reform pro-
posals. The final section draws conclusions about directions for the future
of child support policies.

9.2 Program History, Rules, and Goals

State family law has traditionally governed marriage, divorce, child
custody and support, adoption, and child welfare.1 Under state statutes,
mothers2 were able to go to local and state courts to request payments and
custody as part of a divorce, separation, or paternity proceeding. When
the parents could not agree, judges used a great deal of discretion to de-
cide how much noncustodial parents were to pay as child support and/or
alimony. This approach was problematic in several respects. First, low-
income parents too often had little access to the system because of the high
expense of going to court. Second, judicial discretion led to wide varia-
tions in child support obligations, even among divorce or paternity cases
involving similar circumstances. Third, the only recourse for the nonpay-
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ment of child support was going back to court, which had proven ineffec-
tive.

When the federal government began to intervene in 1950, its focus was
on children receiving public assistance because of abandonment or deser-
tion by parents.3 The 1950 amendments to the Social Security Act required
state welfare agencies to notify law enforcement officials so that the legal
responsibilities of the parent could be enforced and thus allow welfare pro-
grams to count support payments as resources available to the family
(Solomon 1989).

The Social Security Amendments of 1974 marked the first significant in-
volvement of the federal government in making child support policy
(Solomon 1989). As table 9.1 notes, the 1974 amendments established the
federal Office of Child Support Enforcement (OCSE) to oversee the state
child support enforcement programs but left the basic responsibility for
administering the programs to the states. The federal government agreed
to reimburse 75 percent of the administrative costs of running the program
(which has since declined to 66 percent). In turn, each state had to estab-
lish a child support enforcement program that assisted AFDC families and
any other non-AFDC family who requested such services in establishing
paternity and child support obligations, and enforcing those obligations.

Since then, virtually every Congress has passed federal laws to expand
enforcement tools, alter the incentive formulas for states, and limit the abil-
ity of noncustodial parents to escape their obligations. Indeed, with new
provisions becoming law in 1981, 1982, 1984, 1986, 1987, 1988, 1989, 1990,
1992, 1993, 1994, 1995, 1996, 1997, 1998, and 1999, Congress has clearly
found a popular area for legislation. The most important laws enacted are
described below.

9.2.1 Establishing Paternity

Legal paternity is rarely an issue for children born to married parents,
but it is always an issue for children born outside of marriage. As nonmar-
ital childbearing has risen, so has the concern regarding paternity estab-
lishment. For CSE, it is a critical first step; without it, additional child sup-
port services cannot be pursued. The federal government’s role in this area
significantly increased in 1988, when it set numeric goals for states to meet
with regard to paternity establishment and financial penalties for not meet-
ing these goals. By that time, DNA testing could identify a father with near
certainty, and the federal government mandated that all parties in a con-
tested paternity case submit to genetic testing if requested by any party. It
also gave greater financial responsibility to the federal government for ge-
netic testing and established time limits for processing paternity cases.
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Table 9.1 Major Changes in Federal Laws Affecting Child Support Enforcement

1950 The first federal child support enforcement legislation was Section 402(a)(11) of the Social
Security Act, which required state welfare agencies to notify law enforcement officials
upon providing Aid to Families with Dependent Children (AFDC) to a child who was
abandoned or deserted by a parent.

1975 PL 93-647, The Social Security Amendments of 1974 created Part D to Title IV of the
Social Security Act, providing federal matching funds to states for child support
enforcement for AFDC cases and creating a separate unit (the Office of Child Support
Enforcement) within the federal Department of Health, Education, and Welfare (now
Health and Human Services) to establish standards for states, provide them with technical
assistance, evaluate and review state plans and program operations, and certify cases for
referral to the federal courts and the Internal Revenue Service (IRS) for enforcement and
collection. Each recipient of AFDC was required to assign support rights to the state and
cooperate in establishing paternity and securing support. A disregard policy was
established, and an audit division was created within the program.

1980–82 These years saw federal laws extending and strengthening the information-gathering and
enforcement powers of state child support agencies under Title IV-D. In 1980, PL 96-272
amended Title IV-D to provide incentive payments to the states for child support
collections they made in all AFDC cases and made federal matching funds available for
serving non-AFDC families on a permanent basis. In 1981, PL 97-35 added provisions to
IV-D programs authorizing the IRS to withhold all or part of federal income tax refunds
from nonpaying parents. It also required states to withhold a portion of unemployment
benefits from absent parents delinquent on their support payments. In 1982, three new
public laws reduced federal financial participation in child support enforcement but also
allowed for members of the armed forces to have their wages garnished for nonpayment of
child support and provided for disclosure of information obtained under the Food Stamp
Act of 1977.

1984 The Child Support Enforcement Amendments (PL 98-378) mandated that the states
establish improved enforcement mechanisms, including expedited procedures for
establishing orders and collecting support. They required that states provide equal services
for welfare and nonwelfare families, revised federal auditing procedures and incentive
payments, and required states to implement mandatory wage withholding for delinquent
cases. New funding was made available for developing automated systems, including those
for interstate enforcement.

1988 The Family Support Act (PL 100-485) contained several provisions to strengthen
enforcement on AFDC cases. The act required judges and other officials to use state
guidelines for child support awards, and mandated three-year reviews for AFDC cases. It
set standards for state establishment of paternity and allowed for federal reimbursement
for the costs of paternity testing. It required immediate wage withholding for all new or
modified orders, beginning in January 1994, and even earlier (November 1990) for cases
enforced by the CSE program. All states were required to develop and put in place
statewide automated tracking and monitoring systems by October 1995 or face federal
penalties.

1989–90; Each year saw expanded state mandates or penalties on individuals for noncompliance. 
1992–94 For example, PL 102-521 (1992) imposed criminal penalties for willful failure to pay past-

due child support obligations. PL 103-66 (1993) increased the percentage of children for
whom a state must establish paternity and required states to adopt laws mandating civil
procedures for the voluntary acknowledgement of paternity.

(continued )



It wasn’t until 1993, however, that the federal government required states
to establish voluntary procedures for acknowledging paternity in the hos-
pital. Since then, every state has adopted an in-hospital paternity acknowl-
edgment program, and federal rules in this area have been strengthened and
broadened. Today, if a father signs a paternity acknowledgment form in the
hospital, he will be considered the legal father of the child unless it is re-
scinded within sixty days, except in limited circumstances of fraud, duress,
or material mistake of fact. Genetic testing is not required to sign these
forms; nor is it necessarily sufficient evidence to overturn the legal require-
ments of being a father once a paternity acknowledgment form is signed.

9.2.2 Establishing Child Support Awards

Setting child support awards has historically been the responsibility of
the courts. Child support orders were typically set on a case-by-case basis,
in accordance with broadly enunciated principles of family law. Over time,
confidence waned in the ability of judges to use discretion wisely, as judges
appeared to mandate widely different support obligations to families in
similar circumstances.

States responded to this perceived unfairness of judicial discretion by
developing numeric guidelines for judges to follow when establishing child
support awards. State initiatives started as early as 1975, but most states
did not establish child support guidelines until Congress mandated that
they do so in 1984. At that time, Congress required the states to adopt nu-
meric child support guidelines and to make them available to those respon-
sible for setting child support awards. These guidelines were not binding;
they were “advisory.” It was not until 1988 that Congress required that state
child support guidelines be binding on judges (unless a written finding was
issued).
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1996 The Personal Responsibility and Work Opportunity Reconciliation Act (PL 104-193)
required that states operate a child support program that met federal mandates in order to
be eligible for block grants under Temporary Assistance for Needy Families (TANF).
States were required to expand their efforts in income withholding, paternity
establishment, enforcement of orders, and the use of central registries. The act provided
for uniform rules, procedures, and forms for interstate cases. It established a Federal Case
Registry and National Directory of New Hires to track delinquent parents across state
lines. The act altered the federal and state shared of the $50 disregard to families receiving
public assistance on whose behalf child support payments were made and eliminated the
mandate on the states to provide for a disregard.

1998 The Deadbeat Parents Punishment Act (PL 105-187) toughened the 1992 law creating
federal criminal penalties for willful failure to pay past-due child support by creating two
new categories of federal felonies with penalties of up to two years in prison.

Sources: U.S. Department of Health and Human Services (1997a); Institute for Research on Poverty
(2000).



Today, federal law dictates that child support orders must be set in ac-
cordance with state child support guidelines, unless the judge writes a jus-
tification, or “finding,” that explains why the application of the guidelines
is inappropriate. In other words, the presumption is that judges will follow
state child support guidelines. The principle rationale of judges for deviat-
ing from the guidelines is that such deviations will be in the best interests
of the child.

States are expected to develop their own child support guidelines within
broad parameters set by the federal government. All of the states have de-
veloped guidelines that ultimately make payments a function of the income
of the noncustodial parent, at least on a marginal basis. Two models dom-
inate state child support guidelines: percentage of income and income
shares (Williams 1994).

Currently, thirteen states set payments equal to a percentage of before-
tax or after-tax income of the noncustodial parent, with the percentage
varying with the number of children (Rothe and Meyer 2000). According
to the well-known Wisconsin standard, the percentages vary from 17 per-
cent of gross income for one child to 25 percent for two, 29 percent for
three, and 34 percent for four or more. Minnesota requires fathers of four
children with net incomes of over $1,000 per month to pay 39 percent of
net income.

Under the income-shares approach used in almost all other states, the
noncustodial parent pays some percentage of the combined income of the
two parents. In fourteen income-share states, the percentage of income
paid for child support decreases with the level of combined parental in-
come; in sixteen states, the percentage increases and then decreases. When
the percentage of income allocated to children is a fixed percentage of in-
come, the child support obligation rises proportionately with income. For
example, assuming the two parents must provide 20 percent for the child,
a $100 rise in income of the noncustodial parent raises his support order by
$20. However, as Bassi and Barnow (1993) show, when the percentage al-
located to child support increases or decreases with joint income, some
odd impacts occur. An increase in the custodial parent’s income can raise
support obligations of the noncustodial parent even if his income remains
constant. In some cases where the percentage of income paid decreases
with combined income, an increase in the noncustodial parent’s income
can lower his contribution.

Child support guidelines typically use current income to determine the
amount of a child support order, but a parent’s current income may not re-
flect his or her earnings potential. In particular, a parent may be voluntar-
ily underemployed or unemployed. In these cases, judges may impute in-
come based on a parent’s earnings potential. Determining whether a parent
is voluntarily underemployed or unemployed is not straightforward.
For example, some judges have ruled that imprisonment is voluntary and
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thus their child support order should reflect earnings potential; others have
ruled that imprisonment is involuntary and thus their order should reflect
current earnings (Morgan 1998). Staying home to take care of a child is an-
other example in which what is deemed voluntary varies with the judge and
the state. Some states and most judges do not impute an income to a parent
if she had been staying home prior to the marital separation, but staying
home to care for subsequent children is generally considered voluntary.

In addition, current income is not typically used in determining default
child support orders, which are issued whenever noncustodial parents do
not appear at the time the order is set. In these situations, there is often no
income information for the noncustodial parent. Noncustodial parents are
informed of the hearing, often through first class mail, but many still do
not appear. States have established different procedures to respond to this
situation, and judges are usually given discretion in this matter. Further-
more, some states do not base a default order on ability to pay, but base it
on a minimum standard of care for a child (Sorensen 1999).

A third issue arises when parents share physical custody. As children
spend increasing amounts of time under the care of the parent legally des-
ignated as noncustodial, the notion of custodial and noncustodial parents
as fixed categories becomes less appropriate. In principle, child support for-
mulas should alter the payment obligations to reflect the extent to which
both parents are caring for and paying the expenses of children. However,
making equitable adjustments is difficult to implement. Determining the ac-
tual time and expense each parent incurs and making appropriate adjust-
ments would require frequent updating of support obligations. Some costs,
such as the need for a room for the child, are fixed and largely independent
of the amount of visitation by a noncustodial parent. Currently, few state
formulas take account of the costs incurred by the noncustodial parent by
lowering support obligations. Some formulas make adjustments, but only
when the noncustodial parent has the child for more than 20 percent of the
time.4 An exception is California, where the noncustodial parent’s obliga-
tions peak when no sharing of physical responsibility takes place and then
decline as the shared component of physical responsibility increases.

9.2.3 Collecting Child Support

The primary means by which CSE collects child support is wage with-
holding. Congress first mandated this tool in 1984, and it has since been
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strengthened numerous times. At first, wage withholding was only manda-
tory for child support obligors who were at least one month behind in their
child support orders. This approach gave way to “immediate wage with-
holding,” which states began to implement in the late 1980s. Immediate
wage withholding means that as soon as an order is established, child sup-
port is taken directly from wages (no delinquency is needed to initiate wage
withholding). Since 1994, the federal government has required that all new
child support orders include an immediate wage assignment. The only ex-
ceptions are for cases of good cause (for example, a fear that withholding
will lead to domestic violence) or cases in which the parties mutually agree
to an alternate agreement.

Although state agencies now have authority and responsibility to estab-
lish immediate wage withholding on all new child support orders, their pri-
mary difficulty is maintaining contact with the noncustodial parents’ em-
ployers over time. To deal with this administrative problem, Congress
required in 1996 that all employers report every new hire within twenty
days of hire to the CSE agency. The data from these reports are, in turn,
matched against child support obligors. If a match is found, a wage with-
holding form is sent to the employer to begin immediate wage withholding.
The new hire reports are sent to the federal government, which, in turn, has
built a new data file called the National Directory of New Hires that can be
used for interstate child support collections efforts.

9.2.4 Distribution of Support Payments to the Government and
Custodial Parents

Once collected, child support payments go to the custodial parent unless
the custodial parent is receiving or has received cash welfare benefits. In
these cases, the distribution of child support is extremely complicated.
Custodial parents on welfare are required to assign their rights to child
support to the government. Thus, the government can retain any current
or past child support paid while the custodial parent is on welfare. Half of
this amount paid is typically distributed to the federal government; the
other half is retained by the state government. On one hand, these sums
simply reimburse the government for its costs of providing cash assistance
to the custodial family. However, to the extent the government captures
past as well as current child support, the custodial parent not only faces a
$1 benefit reduction for each $1 of current child support income, but also
loses a portion of an asset (accumulated debts owed to the custodial par-
ent from the noncustodial parent).

Prior to PRWORA, Congress mandated that states pass through and
disregard the first $50 per month of child support paid on behalf of welfare
families. Under PRWORA, Congress eliminated this mandate and re-
placed it with an option for states to pass through any amount of child sup-
port collected on behalf of the custodial parent to the family and disregard
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that amount in determining cash assistance, but they were still required to
pay the federal government their half of any support collected. Despite this
onerous payment requirement, many states, especially the larger ones,
chose to continue their $50 child support pass-through and disregard pol-
icy, but most did not.

Once the custodial parent leaves welfare, any current support paid
by the noncustodial parent goes directly to the custodial parent and is
counted as income for other government programs (Barnow et al. 2000). If
past support is due, then who receives those payments depends on the
method of collection. If it is collected via wage withholding, which most
arrears are, then the custodial parent receives it. On the other hand, if it is
collected via intercept programs, then the government receives it.

Many child support advocates and administrators have argued for sim-
plification of the distribution rules, and the House of Representatives
passed legislation in 2000 that would have simplified them, but this legis-
lation died in the Senate. Similar legislation will probably be reintroduced
because the distribution rules are so complicated.

9.2.5 Retroactive Support

In divorce cases, child support orders typically start at the time of the di-
vorce settlement, but courts may go back to the date of separation. Thus,
most divorce cases do not start out with large arrearages. In nonmarital
cases, on the other hand, states can go back as far as the child’s birth if they
wish, even though the order may have been requested much later. Thus,
nonmarital cases often start with large arrearages as the result of retroac-
tive support, arrearages owed both to the government and to the custodial
parent. Retroactive support amounts depend on what would have been
owed on the noncustodial parent’s actual or imputed income in prior years.
Some states also include the birthing costs of a Medicaid birth as part of
the retroactive support.

9.3 Economic Rationale for Government’s Role in Child Support

The work of Weiss and Willis (1985) provided the first formal analysis of
the inefficiencies that arise in divorce because of the collective-good char-
acter of expenditures on children. Since both the custodial and noncusto-
dial parents derive utility from their children, children are a couple-specific
public or collective good. While the parents live together, proximity, altru-
ism, and mutual trust serve to overcome the “free-rider” problem associ-
ated with the provision of public goods. However, once the parents live
apart, these positive attributes tend to weaken. The noncustodial parent
can no longer influence or monitor the allocation of resources between
public and private goods; child support is paid to the custodial parent,
who, in turn, decides how it will be allocated. This loss of control leads to
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a less efficient allocation of resources; in particular, the amount that non-
custodial parents spend on supporting their children declines. Weiss and
Willis (1993) estimate that expenditures on children when their parents are
divorced are only half the amount provided during marriage. Graham
and Beller (forthcoming) provide a simple model showing how non-
cooperation among parents reduces children’s consumption. Both parents
gain utility from their own and from their child’s consumption, but, espe-
cially when they are apart, each parent would prefer to maximize the cost
of the child’s consumption borne by the other parent. Using reaction func-
tions, Graham and Beller find that the Cournot-Nash and Stackelberg so-
lutions of these non-cooperative games yield lower expenditures on chil-
dren than when the parents cooperate.

Government interventions to determine custody and visitation, specify
support obligations, and collect payments are ways to raise spending by
noncustodial parents closer to efficient levels. However, such policies do
not resolve the underlying collective-goods problem because custodial
parents are able to allocate support payments in ways that are suboptimal
from the point of view of noncustodial parents. The added collections of
child support from noncustodial parents may be partly offset by reduced
spending on children by custodial parents. As a result, noncustodial par-
ents may begin to view their payments as an involuntary tax not going to
support their children.

One direct and compelling incentive for noncustodial parents to pay
support arises with the link between visitation and support payments.
Ribero (1994) argues that negotiations between parents lead to a joint vis-
itation–child support outcome in which noncustodial fathers trade income
for visitations allowed by mothers. Although estimates do not entirely con-
firm the theoretical model involving negotiations for child time and
parental consumption, Ribero maintains that the level of child support
paid by noncustodial fathers may not be “too low” but, rather, the amount
that yields an optimal visitation-payment outcome.

These models highlight a key difference between child support and other
transfer programs. Unlike standard welfare programs, child support trans-
fers link an individual donor with an individual recipient. Because the value
of the transfer to the donor can depend on the behavior and circumstances
of the recipient, child support directly alters the incentives of donors as well
as recipients. In some ways, the interest in taking account of the incentive
effects on donors is similar to the recognition that transfers require taxes
that may induce distortions and impose real social costs. (We are referring
to the literature on the marginal efficiency costs of public funds.) However,
in the case of child support, the clear expectation is that the utility of the do-
nor depends directly and strongly on the income of the recipient (his child).

Another critical government role is to establish paternity and support
awards. As Willis (1999) shows in a recent theoretical paper, relying on
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the unfettered incentives of men and women can lead to an equilibrium in
which out-of-wedlock childbearing is widespread. According to the
model, when women outnumber men or women’s incomes are high relative
to those of men, some share of low-income men will choose to father chil-
dren outside marriage and some low-income women will voluntarily bear
and raise children outside marriage. As a result, marriage as an institution
for raising children is undermined, and children receive lower resources
than would be the case if all fathers married. Willis points out that effective
paternity establishment and collection of child support can reduce the at-
tractiveness of nonmarital fatherhood and lower the fraction of children
born and raised outside marriage. Since high rates of nonmarital births im-
pose a variety of costs on taxpayers—from direct welfare support to com-
pensatory payments aimed at helping children born and raised outside of
marriage to overcome educational and other problems associated with
having fewer economic and social resources—lowering the nonmarital
birth rate is very much in their interests. Studies noted later find evidence
to support the connection between government efforts to establish pater-
nity and reduced out-of-wedlock childbearing.

Averting the direct and indirect costs to third parties that result from di-
vorce provides another justification for government intervention in child
support enforcement. However, the theoretical impact of strict enforce-
ment is unclear. Higher support payments raise the ability of custodial par-
ents to raise children outside marriage while increasing the costs of divorce
to noncustodial parents. Here is another instance in which child support
policies interact with welfare programs. Child support should reduce di-
vorce most among the lowest-income families, since child support prima-
rily substitutes for welfare payments and does little to increase the inde-
pendence of custodial parents. In moderate-income families, both the
independence effect for potential custodial parents and the support costs
facing potential noncustodial parents come into play. Several empirical
studies noted later examine which effect appears to predominate.

9.4 Trends in Child Support Awards and Payments

Collecting formal child support requires several steps, as illustrated with
the following equation showing the average payment per child living with
a custodial parent as the product of four key quantities.

C � LF��
L

A

F
��S��

P

S
�� ,

where C is the amount collected per child living with a custodial parent, LF
is the percent of children with a legal noncustodial parent, A is the percent
of children for whom a support award is present and due, S is the average
size of the award, and P is the amount paid on the award.
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Initially, soon after the federal government began playing an active role
in child support, most of the emphasis was on the fourth component: col-
lecting a high share of the amount owed. The movement to create child
support guidelines was partly prompted by the recognition of the impor-
tance of the third component: the average size of awards. In recent years,
administrators have started putting resources behind raising LF and A.
Note that even were the government to insure a perfect collection record
(P/S � 1), collections could erode if LF declined over time.

The Census Bureau has compiled data on some of these components
(with custodial mothers as the unit of analysis) since the late 1970s, using
the April Current Population Survey-Child Support Supplement (CPS-
CSS). Unfortunately, we cannot determine LF and thus the impact of a low
paternity establishment rate on collections. However, table 9.2 presents
trends in the product of components one and two, which equals the share
due an award.

Note that despite massive changes in federal and state laws regarding
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Table 9.2 Trends in Child Support Awards and Payments: 1978–97

All Custodial Mothers Poor Custodial Mothers

%
% % Received Payments % % % 

Received with among Received Received with Received
Child an Those perMother Child an among 

Support Award Due (1997 $) Support Award Those Due

1978 34.6 59.1 71.6 1,532 17.8 38.1 58.8
1981 34.6 59.2 71.7 1,286 19.3 39.6 61.4
1983 34.9 57.7 76.0 1,317 19.6 42.4 62.0
1985 36.8 61.2 74.0 1,216 21.3 40.4 65.7
1987 38.5 58.0 76.1 1,469 27.3 43.4 72.0
1989 37.4 57.7 75.2 1,449 25.4 42.3 68.3
1991 37.6 55.8 76.3 1,334 24.1 38.9 70.4
1993 36.4 59.7 70.9 1,305 27.5 51.9 64.9
1995 37.4 61.2 69.8 1,484 26.5 51.1 61.9
1997 36.4 59.5 68.5 1,331 24.8 53.0 55.0

Sources: U.S. House of Representatives, Committee on Ways and Means (2000), U.S. Bureau of the Cen-
sus at http://www.census.gov/hhes/www.chldsupt.html, various tables. Dollar figures are adjusted to re-
flect 1997 dollars using the CPI-U as the inflation adjustment.
Notes: Data for 1993, 1995, and 1997 are not directly comparable to earlier years because of major
changes in the April Current Population Survey–Child Support Supplement. In particular, the percent-
age of amounts due to custodial parents that were actually received may appear lower in the 1993–97
data than in earlier periods because the recent data include amounts of “back payments due” whereas
the pre-1993 data included only current amounts due in the denominator. Note also that in the CPS-CSS,
“child support awards” and “child support due” are not the same. “Child support awards” measures the
existence of an award at the time of the survey (April); “child support due” indicates whether child sup-
port income was expected last calendar year. Thus, multiplying the second and third columns does not
necessarily equal the first column, as our simple formula in the text might suggest.



child support and billions of dollars spent on child support enforcement,
trends in child support awards and real payments are disturbingly un-
changed or have declined according to the CPS-CSS. Table 9.2 shows that
the percent of custodial mothers who received child support has increased
only slightly since 1978, from 35 percent in 1978 to 36 percent in 1997. Fur-
thermore, table 9.2 shows a remarkable constancy since the late 1970s not
only in the percentage of custodial mothers receiving child support, but
also in the percentage of custodial mothers with an award, receiving sup-
port among those with an award, and the amount of child support received
per custodial mother. Moreover, the ability of the CSE system to collect on
the amounts actually due to custodial mothers improved after 1981, but it
appears to have stagnated ever since. In 1978, the CPS reports indicate that
72 percent of the total amounts due were actually collected; this figure rose
to 76 percent in 1983, then remained near that level through 1991. The data
in table 9.2 show a decline to 68–69 percent in 1993 through 1997, but these
figures are not exactly comparable to earlier years since they include
amounts due to custodial parents that are owed on unpaid support from
prior years.

These data also show, however, that poor custodial mothers are much
more likely to receive child support in 1997 than they were in 1978. In 1997,
25 percent of poor custodial mothers received child support, up from 18
percent in 1978. As table 9.2 shows, most of this gain is due to increased
award rates among poor custodial mothers, rather than increased collec-
tions on existing awards. In 1997, 53 percent of poor custodial mothers had
a child support award, up from 38 percent in 1978.

Underlying these disparate results for custodial mothers and poor cus-
todial mothers is a dramatic shift in the marital status composition of cus-
todial mothers, away from divorced and separated mothers toward never-
married mothers, which affected all custodial mothers more than it
affected poor custodial mothers. Table 9.3 shows that never-married moth-
ers increased from 20 percent to 32 percent of all custodial mothers be-
tween 1981 and 1997. Over the same period, the share of never-married
mothers with awards more than tripled from 14 percent to 47 percent and
the share receiving a payment also tripled from 7 percent from 22 percent.
Still, even had the composition of custodial mothers remained at 1981 lev-
els, the overall improvement in awards and collections would have been
modest. The proportion with support awards would have increased from
59 percent to 62 percent, and the proportion receiving a payment would
have risen from 35 percent to 39 percent.

It is important to note that the success or failure in the collection of child
support depends, in part, on the interest of the custodial parent in collect-
ing support and on the income of the noncustodial parent. To better un-
derstand why so many custodial parents did not receive child support, the
Census Bureau has asked custodial parents to indicate their reasons for not
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having a legal child support award. Many custodial parents gave multiple
responses, but the most common responses in 1996 were “did not feel the
need to have a legal agreement” and “other parent could not afford to pay”
(U.S. Bureau of the Census 1999). In addition, nearly one in four (23 per-
cent) custodial mothers without awards stated they did not want to have
contact with the other parent. Recent studies of nonmarital births indicate
that about half of unmarried parents are living together at the time of the
birth, vitiating the interest in and collection of child support (Garfinkel,
McLanahan, and Harknett 1999).

The most recent detailed profile of families who do and do not receive
child support comes from the analysis by Sorensen and Zibman (2000) of
the 1997 National Survey of America’s Families (NSAF). According to the
1997 NSAF, only about 52 percent of children with a nonresident father
had a court-ordered child support award. This award percentage among
children is 8 percentage points lower than the 60 percent figure observed in
the 1997 CPS among mothers, presumably because the CPS figure includes
all written agreements, not only those ratified by courts. However, the
NSAF figure for the proportion with an award and a payment is 34 per-
cent, nearly as high as the 36 percent figure for the CPS. Tabulations from
the NSAF provide information on the receipt of financial support from
noncustodial fathers who do not have a formal support order. Fully 36 per-
cent of children lacking awards still receive some support from their father.
Overall, Sorensen and Zibman estimate that 53 percent of noncustodial fa-
thers provided assistance within the prior twelve months.

One striking finding from the Sorensen-Zibman study is the large varia-
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Table 9.3 Changes in Awards and Payments by Marital Status of Custodial Mothers: 
1981 and 1997

% of Custodial 
% Distribution of % of Custodial Mothers Mothers Receiving a 

Custodial Mothers with Support Awards Payment

1981 1997 1981 1997 1981 1997

Married 26.2 21.9 77.8 65.3 39.3 45.0
Divorced 34.1 30.9 80.5 70.4 52.5 47.3
Separated 18.5 13.1 42.8 56.2 26.7 32.4
Widowed 0.8 1.9 68.8 54.3 14.1 27.0
Never married 20.4 32.2 14.3 46.7 6.6 22.3

Total 100.0 100.0 59.2 59.5 34.6 36.4
1997 levels, using 

1981 marital 
status distribution 61.4 38.7

Source: U.S. Bureau of the Census publications and tabulations by authors.
Note: See table 9.2.



tion across states in the receipt of child support. Among the thirteen states
with large samples, the proportion of children with a noncustodial parent,
with a child support order, and receiving the full amount due ranges from
14 percent and 15 percent in California and New York to 29 percent and
30 percent in Minnesota and Wisconsin.

9.5 Importance of Child Support For Low-Income Families

Several recent studies have examined the extent to which child support
reduces welfare dependency and child poverty and whether it contributes
to self-sufficiency and income equality (Meyer and Hu 1999; Wheaton and
Sorensen 1998a; Sorensen and Zibman 2000). In general, these studies find
that child support reduces welfare dependency and child poverty, but only
slightly, and contributes to self-sufficiency and income equality, but only
slightly. One of the reasons that child support has such limited redistribu-
tional effects is that the government keeps essentially all of the child sup-
port paid on behalf of children who are on public assistance.

Most recently, Sorensen and Zibman (2000) estimate that child support
payments lift nearly half a million children out of poverty, reducing
poverty among children eligible to receive child support by 5 percent. They
also estimate that child support reduces these children’s poverty gap by 8
percent. They also find that child support payments reduce the Gini coeffi-
cient among custodial families, but only slightly, suggesting that child sup-
port contributes to income equality among those eligible for it.

Sorensen and Zibman also show that child support appears relatively
unimportant to the average child, representing a mere 2 percent of family
income, but that child support is an important source of income for chil-
dren who receive it, especially among low-income children. Table 9.4
shows that only 39 percent of children eligible for child support received it
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Table 9.4 Child Support Characteristics of Children with a Noncustodial Parent by
Their Poverty Status: 1996

Among Families Receiving 
Child Support

% of Children with a
Noncustodial Parent Average As % of

Poverty Whose Family Received Amount Family
Status (%) Child Support Received ($) Income

Less than 100 29 1,979 26
100–199 40 3,265 15
200–299 45 4,373 12
300 or more 50 5,764 9
All 39 3,795 16

Source: 1997 National Survey of America’s Families.



in 1996, but the average amount received by these families was $3,795, rep-
resenting, on average, 16 percent of their family income. Among poor chil-
dren eligible for child support, only 29 percent of their families received
child support in 1996, and the average amount received was $1,979, but it
represented, on average, 26 percent of their family income.

The NSAF data also show that receipt of child support among poor chil-
dren differs substantially by welfare status. Among poor children, child sup-
port went to only 22 percent of children on welfare in the prior year but
to 36 percent of children not on welfare. Of the poor children whose family
had left welfare, 42 percent received child support, averaging $2,562 per
year or 30 percent of family income. In contrast, child support paid to chil-
dren on welfare amounted to only $816 per year for those receiving a pay-
ment. Child support can be an important supplement to income, but rarely
is the payment of support enough to make up for a lack of earnings or other
income sources. Sorensen and Zibman show that among poor children not
on AFDC, nearly half of the family income comes from earnings.

Compared to other benefit programs, child support plays a sizable role
in moving poor single-mother families above the poverty line (Meyer and
Hu 1999). In 1995, about 6–7 percent of poor mother-only families became
nonpoor as a result of child support payments. This outflow was higher
than those moved out of poverty by social insurance programs and was
about the same as those removed from poverty through welfare programs.
However, part of the reason is that those receiving child support had pre-
transfer incomes closer to the poverty line than did welfare recipients. Wel-
fare removed 28.5 percent of the poverty gap of the pretransfer poor, while
child support filled only about 6 percent of the gap.

Evidence that improvements in child support collections are responsible
for some of the recent reductions in welfare caseloads comes from a recent
work by Huang, Garfinkel, and Waldfogel (1999). The two-stage least
squares model used by the authors includes a first stage that predicts child
support collections as a function of political variables and other factors
and a second stage that predicts welfare caseloads (logged) as a function of
predicted child support collections as well as welfare benefit levels; fixed
state and year effects; and state demographic, political, and economic vari-
ables. The findings indicate that effective child support enforcement re-
duces welfare caseloads both by reducing the proportion of single mothers
receiving welfare and by reducing the number of single mothers. Simula-
tions indicate that child support improvements accounted for about one-
quarter of the decline in welfare caseloads between 1994 and 1996.

9.6 Capacity of Noncustodial Parents to Pay Child Support

Although census household surveys have collected child support data
from custodial mothers since the late 1970s, few surveys have collected
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similar information from noncustodial fathers. Household surveys have
had problems identifying noncustodial fathers because of reporting and
coverage problems. Research shows that male fertility is underreported in
household surveys and that noncustodial fathers’ fertility is particularly
underreported (Cherlin, Griffith, and McCarthy 1983; Clarke, Cooksey,
and Verropoulou 1998). Two groups outside of the sampling frame of
household surveys that are particularly relevant to identifying noncusto-
dial fathers are the institutionalized and those in the military (Sorensen
1997). In addition, household surveys undercount certain groups, espe-
cially young minority males in their late twenties and early thirties, a group
that disproportionately consists of noncustodial fathers (Sorensen 1997).

Given the lack of household survey data on noncustodial fathers and the
policy interest in their ability to pay, Garfinkel and Oellerich (1989) devel-
oped an indirect method of imputing noncustodial fathers’ income using
the characteristics of custodial mothers. Initially, this method used the re-
lationship between married fathers’ earnings and their wives’ characteris-
tics to estimate the relationship between noncustodial fathers’ earnings
and the characteristics of the mothers of their children. More recent up-
dates have used divorced couples’ earnings and characteristics and the
earnings of unwed men to predict the earnings of noncustodial fathers
(Miller, Garfinkel, and McLanahan 1997). Although these updates have
reduced the distortion that occurs because of unobserved variables and/or
self-selection, it is still expected that this approach will yield upwardly bi-
ased earnings estimates. Nonetheless, using this method, Miller et al. esti-
mated noncustodial fathers’ average income by marital status, which, in
1990, ranged from $13,621 for never-married fathers to $28,226 for remar-
ried fathers.

The focus of this research was to ascertain the potential amount of child
support that noncustodial fathers could pay. Garfinkel and Oellerich found
that noncustodial fathers paid $7 billion in 1983, but they could have paid
between $24 and $30 billion that year (1989). These latter results were de-
rived by applying the child support guidelines in Wisconsin, Colorado, and
Delaware to the imputed incomes of noncustodial fathers in 1983. In other
words, if noncustodial fathers had paid child support according to these
state child support guidelines, they would have paid three to four times
what they actually paid that year. Of course, this does not mean that non-
custodial fathers legally owed $24 to $30 billion. Garfinkel and Oellerich
note that they legally owed only $10 billion that year.

More recently, Sorensen used the 1990 Survey of Income and Program
Participation and the 1987 National Survey of Families and Households
(NSFH) to identify noncustodial fathers and measure their ability to pay
child support (Sorensen 1997). Since these surveys suffer from reporting
and coverage problems, she develops a range of estimates regarding non-
custodial fathers’ ability to pay child support. Using the Wisconsin child
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support guidelines, she found that noncustodial fathers paid around $17
billion in 1996, but they could have paid between $37 and $51 billion that
year.

It is also worth noting that Sorensen (1997) finds that a sizable minority
of noncustodial fathers are poor, possibly as many as 25 percent. Further-
more, she reports that as many as 35 percent of noncustodial fathers are
not working at all or are working intermittently in 1990. These figures are
considerably higher than those found among resident fathers, about 8 per-
cent of whom were poor during the same time period and 15 percent of
whom did not work year-round in 1990. Using a slightly different method
of adjusting the 1987 NSFH for underreporting and coverage problems,
Garfinkel, McLanahan, and Hanson (1998) report that 20 percent of non-
custodial fathers earn less than $6,000 year.

Further details of the lives of poor noncustodial fathers can be found in
several recent ethnographic studies (Edin, Lein, and Nelson 1998; John-
son, Levine, and Doolittle 1999; Waller and Plotnick 1999; Pate and John-
son 2000) and in descriptive information from a recent demonstration
project called Parents’ Fair Share (PFS), which provided employment-
related services to unemployed noncustodial fathers who were behind in
their child support payments and had children receiving welfare (Martinez
and Miller 2000). These studies find that poor noncustodial fathers face se-
vere employment barriers, including limited education, limited work expe-
rience, criminal records, housing instability, and poor health. For example,
the PFS demonstration found that nearly 70 percent of its participants had
a criminal record and nearly one-third had been arrested and charged with
a crime during their participation in the program.

Other researchers have used the 1979 National Longitudinal Survey of
Youth (NLSY79) to examine the characteristics of young noncustodial fa-
thers. In an analysis of the earnings and employment patterns of young un-
wed fathers over time, Lerman (1993) found that the earnings of young un-
wed fathers were similar to the earnings of other young men around the
time they fathered their children and that their earnings increased over
time, but their earnings did not grow at the same rate as their peers. Pirog-
Good and Good (1995) used the same data and found similar results.

Some studies have used data that include information on both the custo-
dial mother and the noncustodial father (Nichols-Casebolt 1986; Sonen-
stein and Calhoun 1990; Peters et al. 1993; Bianchi, Subaiya, and Kahn
1999). Nearly all of these studies examine divorcing couples at or around
the time of the divorce and approximately one year later. They typically re-
port that shortly after divorce, custodial mothers and children experience
a sharp decline in their economic well-being, whereas noncustodial fathers
do not. Duncan and Hoffman (1985) examined the incomes of divorcing
couples one year and five years after divorce. Their estimates show that,
even after five years, women’s incomes still lag behind those of their ex-
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husbands but return to approximately their predivorce levels.5 These latter
increases, however, are often the result of a new spouse.

9.7 Trends in Costs and Effectiveness of the Child Support System

One indicator of cost-effectiveness of programs aimed at helping low-
income families is the resource cost of raising the incomes of low-income
families by $1. Making this judgment in the child support arena is more
complicated than doing so with the typical transfer program. It requires
examining the balance between administrative costs, economic distortions,
positive incentive effects, and distributional shifts between low-income
families. A review of CSE’s performance should also take account of the
investment component of CSE spending. Put another way, some of the ad-
ministrative outlays go for computerization, for establishing paternity, and
for helping establish support orders. Because these investments may yield
a flow of direct benefits in the future in higher support payments, these out-
lays should be amortized over the life of the investment and not treated as
current expenses. Finally, the entire CSE system may generate long-term
indirect benefits by reducing the number of never-married, separated, and
divorced parents.

In judging the role of the child support system, both the trend in overall
payments reported to the census and the trend in the amounts collected
through the CSE program are relevant indicators. Figure 9.1 shows the
trend in the percent of single mothers by marital status and welfare status
receiving child support based on the March CPS. Note that while the over-
all percentage of single mothers reporting at least some child support has
remained remarkably constant (at about 30 percent), the numbers receiv-
ing child support have increased sharply within groups of never-married
mothers and the welfare recipients who have ever been married. However,
the rise in the share of never-married mothers—the group for whom child
support is the exception, not the rule—is making collections harder to ob-
tain.

A recent study has examined the impact of state enforcement policies on
the receipt of child support payments (Sorensen and Hill, forthcoming).
This study strongly suggests that CSE programs raised support payments
above what they would have been. Among the never-married mothers, who
typically live in very low-income families, receipt of child support went
from about 4 percent of families in 1976 to 17.5 percent in 1997. Sorensen
and Hill find about half of the gains are associated with the child support
system. About one-third of the much smaller increases among previously
married mothers resulted from CSE activities. Still, attaining these signifi-
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cant and large impacts apparently required substantial outlays for CSE
programs.

Trends in the amounts collected through the CSE program appear in
table 9.5. Note that CSE collections have increased rapidly over the period
but collections per case have remained constant. Thus, the growth in over-
all collections is a result of more cases flowing through the CSE program,
not higher average real payments per case. Between 1978 and 1997, the
proportion of total child support that was collected through CSE pro-
grams rose from 23 percent to 85 percent (U.S. House of Representatives,
Committee on Ways and Means 2000, 529).

At the same time, CSE administrative expenditures have been rising rap-
idly in real terms. In fact, total administrative outlays per custodial mother
tripled in real terms between 1983 and 1997; as of 1997, they amounted to
nearly 22 percent of total payments (see table 9.6). Since much of the child
support payments would have taken place without CSE, the administrative
cost per additional payment is no doubt well above 20 percent. For ex-
ample, if we attribute all of the $4.4 billion growth in aggregate payments
between 1978 and 1997 to CSE, the added CSE cost would amount to 57
percent of each additional $1 of child support. But it is unlikely that in the
absence of the CSE program aggregate support payments would have re-
mained constant in the face of the 50 percent growth in the number of cus-
todial mothers. In an analysis of the effect of AFDC and non-AFDC ad-
ministrative expenditures on collections for AFDC and non-AFDC cases
over the 1979 to 1991 period, Nixon (1996) estimates that each dollar spent
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Fig. 9.1 Percent of single mothers receiving child support, by marital and AFDC
status: 1976–97.
Source: Sorensen and Hill (forthcoming).



on AFDC cases yielded only an additional $0.10 in child support but that
a dollar spent on non-AFDC cases increased collections by $3.30.

Not surprisingly, the impact of money spent on administration is highly
sensitive to the activities undertaken with the added dollars. A demonstra-
tion project in four states tested whether reviewing and updating child sup-
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Table 9.5 Aggregate Child Support Collections Through the CSE Program and
Child Support Amounts per Case: 1978–98 ($1996)

CSE Cases with Payment by
Type (in 000s)

Aggregate Collections On Not on Total Child Support
($000) AFDC AFDC Cases Per case ($)

1978 2,555 458 249 707 3,614
1980 2,882 503 243 746 3,863
1982 2,885 597 448 1,045 2,761
1984 3,591 647 547 1,194 3,008
1986 4,609 582 786 1,368 3,369
1988 6,125 621 1,083 1,704 3,594
1990 7,272 701 1,363 2,064 3,523
1991 7,919 755 1,555 2,310 3,428
1992 8,921 836 1,749 2,585 3,451
1993 9,620 879 1,958 2,837 3,391
1994 10,441 926 2,169 3,095 3,374
1995 11,152 976 2,409 3,385 3,295
1996 12,019 940 2,564 3,504 3,430
1997 13,364 865 2,850 3,715 3,517
1998 13,811 789 3,070 3,859 3,579

Source: Office of Child Support Enforcement.

Table 9.6 Performance Indicators of CSE Program Based on CPS and CSE Data: 1978–97

Aggregate Custodial Total CSE Costs CSE Costs per CSE Costs as
Receipts (CPS) Mothers (CPS) (CSE data) Custodial Mother % of Payments
($1995 billions) (in millions) ($1995 millions) (CSE data) (CSE data)

1978 10.6 7.1 729 103 6.9
1981 10.3 8.4 882 105 8.6
1983 10.8 8.7 1,057 122 9.8
1985 10.2 8.8 1,153 131 11.3
1987 13.4 9.4 1,430 152 10.7
1989 13.7 10.0 1,675 168 12.2
1991 13.2 9.9 2,019 204 15.3
1993 13.8 11.5 2,364 206 17.1
1995 16.4 11.6 3,012 260 18.4
1997 15.0 11.9 3,255 274 21.7

Sources: U.S. Bureau of the Census, Child Support and Alimony (various years); U.S. Bureau of the Cen-
sus, Child Support for Custodial Mothers and Fathers (various years); U.S. Department of Health and
Human Services (various years).



port awards would yield added support payments (Bishop 1992). Cases
that were not modified for the last three years were reviewed and, where
appropriate, modified in about 15 percent of AFDC cases reviewed and 6
percent of non-AFDC cases. The total cost of the effort amounted to about
$1.5 million, while the added government savings from offsetting benefits
against the higher support payments reached about $4.6 million.

In examining the high and rising cost of the CSE program in relation to
support payments, one must bear in mind that, as noted above, the mix of
custodial mothers has shifted from married and divorced mothers toward
never-married mothers, the latter of whom are more costly to serve than
the former.

Finally, the collections data overlook the CSE program’s most impres-
sive achievement—the sharp rise in the establishment of paternity. As of
the mid-1980s, births to unmarried women amounted to about 850,000,
and only about 240,000 paternities were being established that year, result-
ing in one paternity establishment for every three and a half nonmarital
births.6 Fortunately, the CSE system has made such enormous progress in
paternity establishment that as of 1997, there were slightly more paternities
established or acknowledged (1.29 million) than births to unmarried
women (1.28 million).7 Since paternities can be established for children
born outside marriage in past years and since the accumulated stock of po-
tential paternity cases is far higher than annual nonmarital births, annual
paternities can easily exceed annual nonmarital births for several years to
come.

9.8 Trends in State and Federal Financing of Administrative Costs

Together with providing enforcement tools and mandating policies, the
federal government contributed substantially to the funding of state child
support programs. The administrative matching incentive payments are
complex, but states typically receive 66 percent of the normal administra-
tive costs as well as 90 percent of the costs of laboratory blood testing. A sec-
ond component of state funds comes from the recovered child support pay-
ments made on behalf of welfare recipients that are kept by the government
to recoup its costs of providing welfare. The recovered payments are divided
between the federal and state government based on the matching percent-
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6. Our estimate of births to unmarried mothers is from Vital Statistics, which collects its
data from the states. A few states identify nonmarital births by comparing the mother’s last
name to that of the father’s last name. If they are different or there is no last name for the fa-
ther, the state assumes that the mother is unmarried, which overstates the number of unwed
births.

7. There may be double-counting of paternities established because both hospitals and
child support offices count paternities and child support offices do not necessarily eliminate
the overlap between these two sources before submitting their reports to the state child sup-
port agency.



age used for Medicaid, which had been the AFDC matching rate before the
block grant was introduced. Low-income states like Mississippi, which re-
ceived an 80 percent federal match, must return 80 percent of collections to
the federal government. High-payment states split the collections on a fifty-
fifty basis. A third source is federal incentive payments that provide states
with additional funds that can add up to as much as 10 percent of collec-
tions. Congress recently changed the basis on which these funds are dis-
tributed (U.S. Department of Health and Human Services 1997b).

In fiscal year 1996, states received from the federal government a com-
bined sum of about $2 billion in direct administrative matching payments
and $400 million in incentive payments. Total administrative expenses, in-
cluding the $600 million net contribution by states, amounted to about $3
billion. Since states claimed about $1 billion of the collections, they ended
up netting about $400 million under CSE. In table 9.7, we can see the
trends in the size of the administrative costs and of the amounts recovered
and retained by the state and federal governments. Note that the real dol-
lar gains of states from CSE have remained constant despite much more
rapid increases in total administrative costs than in recovered contribu-
tions. Through 1984, combined (federal and state) recovered collections
actually exceeded combined administrative costs. By 1996, the balance had
shifted to the point at which combined administrative costs exceeded re-
covered collections by about $1.1 billion. In that year, the federal govern-
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Table 9.7 Federal and State Spending on Administrative Costs and Federal and State
Collections Recovered: 1978–98 ($1996 millions)

Net Federal Federal Share Net Federal Net State State Share Net State
Administrative of Collected Government Administrative of Collected Government

Outlays Child Support Cost Outlays Child Support Cost

1978 708 759 –51 54 361 –307
1980 821 480 341 88 534 –447
1982 923 507 416 75 577 –502
1984 968 607 361 124 677 –553
1986 1,123 524 599 213 602 –389
1988 1,365 597 767 192 698 –507
1990 1,603 645 958 340 750 –410
1991 1,714 720 994 362 805 –443
1992 1,839 827 1,013 395 881 –486
1993 2,005 839 1,165 416 915 –499
1994 2,277 808 1,469 434 944 –511
1995 2,570 846 1,724 533 967 –435
1996 2,449 888 1,561 606 1,013 –407
1997 2,675 1,023 1,652 676 1,132 457
1998 2,677 924 1,753 773 1,048 275

Source: U.S. House of Representatives, Committee on Ways and Means (2000).
Note: The net federal outlays include incentive payments to state governments; the net state outlays
equal state administrative expenditures less federal incentive payments.



ment bore not only this $1.1 billion net cost, but also another $400 million
in net state receipts.

These state surpluses, however, may be a thing of the past as incentive
funding shifts and welfare caseloads decline (Turetsky 1998). By 1998, net
federal costs had increased to $1.8 billion, while the dollar gain to states
had declined $275 million. Since the fall of 2000, incentive funding has
been capped, and states have been competing for a limited amount of
money. In addition, the amount of income generated from cost recovery
has stagnated as welfare caseloads have fallen. Just as revenue is stagnat-
ing, demand for child support services continues to increase and may well
accelerate now that welfare is time-limited. This tension in the financial
structure of the child support system is clearly evident on Capitol Hill as
well as across the country.

9.9 Effects of Child Support Incentives on Behavior

The empirical evidence documents the role of the CSE system in raising
child support payments. Given the fact that the CSE program is not a pa-
per tiger and actually adds to collections, we might expect to observe be-
havioral effects on such outcomes as the labor supply of custodial parents
and noncustodial parents, welfare use, nonmarital childbearing, divorce
and remarriage, and the involvement of noncustodial parents in raising
their children. In general, theory does not yield firm predictions on how
child support enforcement affects each of these behaviors. Moreover, in-
centive effects on one behavior may be offset or reinforced by effects on
another behavior. If, for example, stricter CSE enforcement were to en-
courage custodial mothers on welfare to go to work, the increased inde-
pendence of single mothers might reduce their probability of marriage or
remarriage (Hu 1999, 78).

Although the empirical strategies naturally vary depending on the be-
havior examined, several authors identify policy impacts by regressing vari-
ations across states and over time in CSE policies on a behavioral outcome.
The first problem is obtaining accurate measures of the implementation of
policies. For example, states whose guidelines require unusually high child
support awards may find that judges define income less comprehensively
than in other states. A second problem is the simultaneity of policies and
behavioral outcomes. If, for example, high nonmarital birth rates stimulate
stronger paternity establishment efforts, then estimates may show paternity
establishment effort increasing rather than reducing the rate of nonmarital
births. Untangling the short-run and long-run effects of policies poses an-
other serious estimation problem. Policies that increase the state’s effec-
tiveness in establishing paternity may reduce nonmarital childbearing, but
only after expectations of potential mothers and fathers change.

Ideally, one would like to follow how CSE changes the constraints faced
by each individual, which, in turn, change child support payments or re-
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ceipts as well as other behaviors. Since problems arise in identifying im-
pacts of CSE from state and over time variation, the focus is sometimes on
the effects of actual child support payments or receipts by individuals on
their work, welfare status, marital status, and parental involvement. This
strategy would be appropriate if actual payments or receipts were better in-
dicators of the impact of CSE than estimates derived from cross-section
and time series estimates. Unfortunately, it is not easy to isolate the effect
of child support on an individual basis because unmeasured characteristics
plausibly affect child support payments and other outcomes. A noncusto-
dial father who cares for his children and trusts their mother is more likely
to both work hard and make support payments than another father with
the identical observable characteristics.

Several strategies have emerged to deal with these issues. One is to use a
comparison group methodology. The idea is that variation and changes in
state CSE policies should only affect groups potentially affected by such
policies. For example, by examining how state policy variables affect the
work effort of noncustodial fathers compared to the work effort of custo-
dial fathers (or single nonfathers), Freeman and Waldfogel (1998) attempt
to take account of any spurious relationship between state policies and the
supply of labor. Nixon (1996) uses estimates of CSE variables on married
women without children as a quasi–control group in an analysis of CSE’s
effects on divorce. This approach is worthwhile but fails to capture the po-
tential simultaneity between the child support situation and state policies.
If low work effort and low support payments by noncustodial fathers stim-
ulated states to adopt tough collection policies, then CSE policies might ap-
pear to be reducing work effort even in the absence of such an impact. To
deal with this problem, some researchers model the state policies as a func-
tion of factors exogenous to the child support situation in the state. Using a
two-stage least squares procedure, Case (1998) estimates a first-stage equa-
tion of paternity enforcement policies as a function of the gender composi-
tion of the state legislature, on the grounds that women legislators will have
a deeper interest in effective child support enforcement. The second stage
involves regressing state paternity policies on out-of-wedlock childbearing.

Still another approach is to use state policies as instrumental variables in
equations estimating the effects of individual child support receipts or pay-
ments on behavior. This method bases estimates on the indirect effects of
policy operating through individual payments or receipts. Such an ap-
proach is particularly useful when the child support effects operate
through complex budget constraints. Finally, a few social experiments have
tested interventions to increase child support payments.

9.9.1 Effects of Child Support Incentives and Employment Services on
Child Support Collections

Policymakers have funded experiments to test the impacts of efforts to
improve the weak incentives and limited capacity of noncustodial fathers
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to pay child support. In the W-2 Child Support Demonstration in Wiscon-
sin, parents on welfare and in the treatment group were allowed to retain
the full amount of child support paid on behalf of their children while con-
trol group parents could only keep the higher of $50 per month or 41 per-
cent of the support paid by noncustodial parents. Meyer and Cancian
(2001) found that the enhanced incentives raised the share of fathers pay-
ing support by 2–3 percentage points (from a base of about 50 percent) and
the level of total support payments by about 5 percent. The effects varied
substantially among subgroups, with the largest impacts taking place
among fathers divorced from their children’s mothers, fathers with a recent
history of paying child support, and mothers with no recent history on wel-
fare. Although the increased incentive to pay and to receive child support
stimulated support payments, the treatment induced no significant effects
on the work effort of noncustodial fathers, their involvement with their
children, or the earnings of mothers.

The PFS demonstration used employment services, peer support
groups, mediation, and improved linkages with the child support system to
increase child support payments by noncustodial fathers as well as to raise
their earnings and involvement with their children. The participants were
men whose children were on AFDC, who were behind in their support
payments, and who were unemployed or underemployed. Although the
PFS intervention raised formal child support payments by about 25 per-
cent (from $313 to $397 over a six-month period), 44 percent of the in-
crease came from reductions in informal support (Knox and Redcross
2000). Estimates of the effects of PFS on fathers’ earnings vary with the
sample and data set. Using the full sample and information from unem-
ployment insurance wage records, one finds little evidence of PFS-induced
gain in earnings. However, data from a sample of fathers interviewed for
the study suggest positive PFS impacts on earnings of over 20 percent
(Martinez and Miller 2000).

The experimental results show that incentives and services can affect
both the ability and the willingness of low-income noncustodial parents to
pay child support. However, determining the size of the effects and which
interventions work best will require additional research and demonstra-
tion activity.

9.9.2 Child Support and Work Effort by Custodial and
Noncustodial Parents

Economic theory predicts that child support income, like other nonem-
ployment income, should have a negative impact on the work effort of cus-
todial parents. However, as the labor-leisure budget constraint in figure 9.2
illustrates, the interaction between child support and welfare programs
complicates the analysis. In the absence of any welfare benefits, the pres-
ence of child support income simply raises nonemployment income and
plausibly exerts a negative income effect on work. But when the custodial
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parent is eligible for welfare benefits that exceed child support, the receipt
of child support has no effect on the amount of nonemployment. As long
as welfare payments are positive (net of child support), child support in-
come should have no income or substitution effect. Child support can be-
come a factor encouraging work effort over some ranges because it lowers
the point at which custodial parents leave welfare and thus are no longer
subject to the high marginal tax rates from welfare programs. A custodial
parent choosing whether not to work or to work enough to move beyond
point B will be more likely to work if child support is available. The pres-
ence of child support thus raises the net return to work for custodial par-
ents, at least in a segment of earnings, and should reduce the size of welfare
payments and the amount of welfare received.

In a recent paper, Hu (1999) finds that, as predicted, increases in child
support payments reduce welfare participation and reduce work effort
among nonwelfare mothers but raise labor force participation among all
divorced mothers. Added child support also slows the rate of remarriage.
Hu develops an elaborate six-equation model estimated with joint maxi-
mum likelihood techniques. The first three equations estimate how child
support and other factors affect hours of work while on welfare, hours of
work off welfare, and whether the custodial parent works while off welfare.
A fourth equation determines whether the custodial mother chooses to
participate on welfare. The fifth is a hazard function yielding potential im-
pacts of child support on remarriage, and the sixth is a child support equa-
tion that embodies the role of child support policies as well as other vari-
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Fig. 9.2 Interaction between child support and welfare



ables presumably exogenous to the mother’s work and marriage behavior.
Hu uses five years of data from the Panel Study of Income Dynamics
(PSID) on women with children under eighteen who divorced or separated
and became heads of households between 1969 and 1987.

Hu’s findings show that the additional work stimulated by child support
comes about through its impact on reducing AFDC use. Both for those
who remain on AFDC and for those not on AFDC, child support lowers
labor supply. The impact of additional child support varies depending on
which mothers receive the money. One simulation raises amounts paid to
mothers already receiving support and assumes modest payments to moth-
ers not receiving any support. This change would raise child support in-
come from $2,516 to $4,221, reduce welfare participation from 20 to 15
percent, increase the proportion working from 76 to 79 percent, and raise
average hours worked from 1,311 to 1,403.

In an earlier analysis, Graham and Beller (1989) found that the total
effect of child support payments on labor force participation of divorced
mothers was negative, but exceedingly small. They estimated that a $1,000
increase in child support reduced work by just two hours. Their estimated
effect of child support on welfare participation was similar to that of Hu
(1999).

Evidence from the New York Child Assistant Program (CAP) reinforces
the idea that substituting child support or a child support–like payment for
welfare can raise the earnings of single mothers (Hamilton et al. 1996). The
CAP payment went to mothers who had support orders but could not col-
lect from noncustodial fathers. The payment declined only at a 10 percent
rate on earnings up to the poverty line, but it fell at a sharp 67 percent on
earnings above the poverty line. Using a random assignment experimental
design, the evaluators found that CAP raised earnings by 20 percent over
five years, increasing both hours worked and the proportion working. The
gain in the share working was about 3 percentage points, as the share that
was working rose from 26 percent among controls to 29 percent among the
treatment group.

In addition, it should be noted that work incentives for custodial parents
are further complicated in states that use income-shares guidelines. In gen-
eral, the custodial parent faces no decrease in the marginal gain from work-
ing, but in states that have an income-share model of determining child
support awards that declines with income, additional earnings to the cus-
todial parent will, by placing the income in a lower rate bracket, reduce the
amount owed by the noncustodial parent. Consider an income-share state
in which the required contribution starts at 25 percent of joint income
through $40,000 and then drops by 1 percentage point per $5,000 until
joint income reaches $80,000. Suppose further that the income of the non-
custodial parents is constant at $30,000 per year. As the custodial parent
raises her income from $10,000 per year to $20,000, she loses $600, for an
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implicit tax rate of 3 percent. Income share formulas in which the rate ap-
plied to joint income increases with income will work in the opposite di-
rection.

For noncustodial parents, most guidelines embody rules that raise pay-
ment obligations as income increases. If the noncustodial parent does not
benefit at all from these additional payments (say, by gaining utility from
the knowledge that his child has more resources because of his contribu-
tions), then payments under a percentage of income or income-shares
guideline act like an income tax, with offsetting income and substitution
effects on work.

However, although most awards are set as a nominal dollar amount that
reflects the noncustodial parent’s ability to pay child support at that time,
only about one-quarter of the orders are ever modified to reflect changes in
income or circumstances. Thus, changes in obligations do not materialize
immediately after an income change, and since they sometimes take a long
time, a noncustodial parent may view his or her payment as a fixed sum, a
sum that exerts an income but no substitution effect. But, as Freeman and
Waldfolgel (1998) point out, if the noncustodial parent can avoid this levy
by engaging in self-employment, casual work, or off-the-books work, or by
“disappearing” to some other locale, there may be a huge substitution
effect in work activity, away from wage and salary employment to less read-
ily observable activities.

Freeman and Waldfolgel (1998) find that child support policies had
little, if any, effect on noncustodial fathers’ labor supply, which is consis-
tent with the general finding in male labor supply studies that male labor
supply is relatively unresponsive to variations in wages. As best as they
could tell, noncustodial fathers in states with stronger CSE policies were
slightly more likely to be working relative to custodial fathers and slightly
less likely to be working off the books. Their findings come from regres-
sions in which state CSE policies are determinants of work effort by non-
custodial parents. By interacting the CSE policy variables with the proba-
bility that a man is a noncustodial father, the coefficients reflect the
difference between CSE effects on noncustodial fathers and the potentially
spurious effects of CSE on custodial fathers and/or men with no children.
The data come from the 1986 and 1991 Surveys of Income and Program
Participation (SIPP). Although CSE was not as rigorous in those years as
it is today, especially among low-income noncustodial fathers, Freeman
and Waldfogel do find large positive effects of wage-withholding on the
payments of never-married fathers. Thus, at this point, there is no evidence
that CSE reduces the amount worked by noncustodial parents.

Noncustodial parents with children on welfare have even less to gain
from paying child support. With their payments simply offsetting govern-
ment aid, noncustodial parents may well perceive no benefit from paying
support. As noted above, in this case, the income-conditioned support ob-
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ligations become akin to a tax on the parent’s income. The cumulative re-
duction to the net wage can easily become substantial: A noncustodial par-
ent with two children and earning $18,000 per year will owe over $5,000 per
year (about 29 percent of income) in child support in the median state
(Pirog, Klotz, and Byers 1998). Add payroll taxes (7 percent) and the low-
est income tax class (15 percent), and you have a marginal tax rate of 52
percent.

Even when mothers leave welfare, noncustodial fathers may still pay
most of their support to the government for back welfare or Medicaid costs
or for arrearages built up during the period in which their children received
welfare. At the moment, there are no studies that provide an analysis of the
marginal tax rates that noncustodial parents face with respect to child sup-
port alone or with respect to cumulative rates that incorporate child sup-
port, taxes, and transfers.

9.9.3 Child Support Impacts on Nonmarital Births, Divorce,
Remarriage, Father Involvement

Several studies have examined the impact of child support enforcement
on nonmarital child bearing, divorce, remarriage, and father involvement.
In general, policies that require noncustodial parents to assume greater fi-
nancial responsibility for raising their children potentially increase the in-
dependence of custodial parents, but they also increase the cost of family
formation and dissolution for noncustodial parents.

Recent research on the impact of child support on divorce suggests that
child support enforcement discourages divorce, especially among mothers
most likely to be eligible for welfare assistance. Nixon (1997) finds robust
evidence that tighter child support enforcement lowers the rate of divorce.
Apparently, the CSE-induced disincentive for fathers was enough to out-
weigh the CSE impact on independence. Using marital history informa-
tion from the 1988 and 1990 March/April Current Population Surveys,
Nixon estimates the probability of divorce within a five-year period, given
that a marriage had taken place by the survey year. The key independent
variables are five state child support enforcement variables representing
the policy climate and state effectiveness in collections. As noted, Nixon
takes account of spurious relationships between policies and outcomes by
using married mothers with no children as a quasi–control group. The CSE
variables exert no effect on these women, making the negative CSE impacts
on divorce among mothers more convincing. The effects are larger among
low-income mothers, perhaps because the existence of welfare programs
means that CSE provides little additional independence but does create
disincentives for fathers.

With regard to remarriage, it appears that increased child support en-
forcement has resulted in lower remarriage rates among custodial and non-
custodial parents. Increased child support leads to greater independence
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for custodial parents, which, in turn, results in lower remarriage rates for
them (Beller and Graham 1993; Yun 1992; and Hu 1999). On the other
hand, Bloom, Conrad, and Miller (1998) find that increased child support
enforcement leads to increased costs to noncustodial parents, which, in
turn, reduces their likelihood of remarriage. This analysis compares the
impact of CSE variables on the rate of remarriage among divorced men
with children as compared to divorced men without children. Using the
SIPP and the NLSY79, the authors estimate that an increase in the collec-
tion rate from the thirtieth to the tenth ranked state reduces the yearly haz-
ard of remarriage by 28–31 percent. Extending the time to remarriage does
not, however, appear to improve the quality of marital matches. Bloom,
Conrad, and Miller also investigate the potential impacts of CSE on the en-
try into first marriage among men who fathered nonmarital children and
on the probability of a second nonmarital birth. The results suggest little
or no impact of CSE on these behaviors.

Several recent studies have examined the relationship between child sup-
port enforcement and nonmarital childbearing. As mentioned earlier, the
expected effect of increased child support on nonmarital childbearing is
ambiguous—stronger child support enforcement increases the cost of
nonmarital fatherhood, but it also increases the independence of nonmar-
ital motherhood. In general, results from these studies suggest that in-
creased child support enforcement reduces nonmarital childbearing. Case
(1998) provides a two-stage model in which state paternity enforcement
policies are determinants of nonmarital births but are endogenous and are
identified using the number of women in the state legislatures and other ex-
ogenous state characteristics. The estimates cover variations across states
and over time from 1978 through 1991. The two-stage approach turns out
to make a major difference in outcomes. The simple ordinary least squares
regressions of state policies on nonmarital childbearing yield no negative
impacts, but in the two-stage model, CSE policies consistently exert signif-
icant, negative impacts.

An analysis by Plotnick et al. (1999) attempts to determine whether
strict CSE enforcement influenced the likelihood that women had a pre-
marital birth as a teenager. The authors follow the fertility and marital his-
tory through age twenty of a sample of 2,153 women, ages fourteen to six-
teen in 1979, drawn from the NLSY. Controlling for an array of individual
and area characteristics, the regressions relate state rates of paternity es-
tablishment, state collections per case, and state collections per adminis-
trative dollar to the probability of teen premarital childbearing. Although
paternity establishment rates do exert a negative impact, the main specifi-
cation shows only statistically significant effects on white women, none for
black women. Still, the authors project that raising state performance on
paternity establishment from existing levels to the rates achieved by the
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most successful states would lower the proportion who have premarital
births by more than 50 percent, from 11.5 to 5.5 percent.

The connection between child support payments and visitation by non-
custodial parents is often a contentious issue. Some fathers’ rights groups
claim that although public agencies go to great lengths to enforce the pay-
ment obligations of noncustodial parents, the government shows little in-
terest in making sure that the visitation rights of noncustodial parents are
upheld (Pearson and Thoennes 1998). One worry is that strict CSE poli-
cies, by driving fathers to work longer hours or to leave the state to avoid
making payments, could weaken contact between noncustodial parents
and their children. On the other hand, as effective policies push noncusto-
dial parents to make payments, these parents may see themselves as having
more of a stake in their child’s life and more of an earned right to partici-
pate in raising the child. Seltzer, McLanahan, and Hanson (1998) examine
the effect of child support on the involvement of fathers and on the conflict
between parents using data from the 1987–88 and the 1992–94 NSFH. The
authors use a sample of 1,300 families with a child eligible for child support
as of 1987 and a small longitudinal sample of children whose parents were
married in wave 1 and separated or divorced between waves 1 and 2. The
raw data show that child support payments are positively associated with
both visitations and with conflict between parents. To test for CSE effects,
the authors regress state CSE variables on visitation and conflict and also
use state CSE variables as instruments in regressions of child support pay-
ments on outcomes. Some CSE practices raised the extent of visitation by
fathers, although the effects were not statistically significant in the instru-
mental variable analyses. At the same time, higher child support payments,
including payments induced by tighter enforcement, heightened parental
conflict in the analyses using instrumental variables.

The fact that welfare programs cause support payments to go to the gov-
ernment instead of one’s child could well add to the disincentive associated
with family splitting. A noncustodial parent could realize that if he sepa-
rates from his children and they go on welfare, he will have to pay child sup-
port and little, if any, of his support will benefit his children, which may
cause him to be marginalized in his children’s lives. Of course, given the dis-
incentives of both parents to channel money through the formal system
and report payments to welfare programs, noncustodial parents could
make payments informally and custodial parents could avoid reporting
them (Edin and Lein 1997). In this case, the support would end up raising
the child’s family income (Bassi and Lerman 1996). However, noncustodial
parents would have to bear the penalty of limiting their job choices to the
informal sector indefinitely or would face the prospect of having to make
back payments; custodial parents would have to commit welfare fraud by
not cooperating with CSE agencies.

Child Support 619



9.10 Equity Issues in Child Support

Certainly, several equity issues are involved in the setting of child sup-
port awards. Betson, Evenhouse, and Reilly (1992) examine the trade-off
between equity and incentives embedded in alternative methods of setting
awards. They find that, when the incomes of noncustodial parents are sub-
stantially higher than the incomes of custodial parents, the standard ap-
proaches used in state guidelines cause the custodial parent and children to
suffer large declines in living standards relative to the predivorce incomes,
whereas noncustodial parents living alone typically gain. However, mov-
ing to formulas that do more to equalize living standards raises marginal
tax rates on noncustodial parents substantially.

Custody and visitation issues complicate considerations of the equity of
child support. A parent may willingly trade the loss of income in order to
retain custody of his or her child. In this context, making the parent who is
not granted custody pay child support punishes the loser and thus may
weaken the equity case for large support payments, especially since pay-
ments to the custodial parent cannot be monitored to assure that they
mainly benefit the child. Another complication arises when parents who
provide partial custody do not receive credit for their in-kind contribu-
tions.

A frequent complaint of noncustodial parents is the state’s lack of inter-
est in enforcing their visitation rights with the same vigor as their efforts to
collect child support. Congress recently acknowledged the problem when
it enacted in 1996 a small grant program under the Personal Responsibil-
ity and Work Opportunity Reconciliation Act (PRWORA) to facilitate ac-
cess and visitation by noncustodial parents, through such mechanisms
as mediation, counseling, education, parenting plans, and monitoring and
supervision of visits. Although most states received only about $50,000–
200,000 under the program in 1997, they established 131 programs and
served about 20,000 people (U.S. Department of Health and Human Ser-
vices 1999).

Finally, there are the inequities in the establishment of payment obliga-
tions for low-income fathers (Sorensen and Lerman 1998). To an unknown
extent, judges set support obligations on the basis of expectations of a cus-
todial parent’s income, even when such income is out of reach. In addition,
some states charge fathers for the cost of the delivery of the child and for
welfare payments, even when these charges are much higher than the non-
custodial parent would owe if the guidelines were followed. Low-income
fathers often lack the knowledge of how to have their payments adjusted
during periods of unemployment and incarceration. Once the orders are
established, the federal Bradley amendment of 1986 prohibits judges from
forgiving past-due support, called arrearages. Moreover, arrearages can-
not be discharged in a bankruptcy proceeding, even when the amounts
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owed would go to the state. Fathers often claim they are making in-kind
contributions to their children that are not taken into account when they
face legal proceedings. According to Waller and Plotnick (1999), the in-
kind contributions are accepted by the community and the custodial par-
ent but are ignored by the CSE system. In some cases, fathers must even
pay back child support for periods in which they were living with and sup-
porting their children.

The inflexibility of the CSE system in dealing with low-income fathers
may contribute to driving many such fathers into the underground econ-
omy. Although one quantitative analysis finds little evidence of a child
support–induced decline in legitimate earnings of nonresident fathers
(Freeman and Waldfogel 1998), the data were far from ideal and effects on
underground earnings are consistently reported in the qualitative literature
(Johnson, Levine, and Doolittle 1999; Waller and Plotnick 1999).

The differences between tax and transfer policies in the treatment of
child support also weaken the noncustodial parent’s incentive to make pay-
ments. The tax system does not permit the noncustodial parent to deduct
child support, but it does exclude child support from the mother’s income
(Wheaton and Sorensen 1998b). In contrast, child support is typically
counted as income to the recipient in determining transfer benefits, but at
least in the case of food stamps, noncustodial parents can deduct support
payments from countable income. The problem arises when the custodial
parent receives welfare benefits while the noncustodial parent does not and
is subject to income taxes. In this case, the payer (noncustodial parent) can-
not take the payments as deductions, yet the receiver must count the pay-
ments as income.

One can look at child support’s treatment in the transfer system from
two perspectives. Some policymakers have argued for exempting all or part
of child support from income counted in transfer programs. Such a policy
would face the problem of horizontal equity because families with similar
incomes but different income sources (say, one with earnings and one with
child support income) would be treated differently. On the other hand,
since the individual earning the income to pay child support would already
have been taxed on the receipt of that income, counting payments in the in-
come of recipients would amount to a kind of double taxation.

9.11 Critical Reform Options

In one sense, child support should have a bright future. The CSE pro-
grams have all the tools they need to establish paternity, establish appro-
priate support awards, and collect payments. The declining welfare case-
loads are reducing the number of families exposed to perverse incentives
under which noncustodial parents see their hard-earned payments going,
not to their children, but to reimbursing the government, and neither par-
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ent has a stake in having support payments flow through official channels.
For many parents, these trends do augur well for the future. But for the
many low-income fathers with large arrearages, too many of the familiar
disincentives remain in place. Some may face past obligations that loom so
large as to discourage all but the most motivated.

Although no national reports are available that document the distribu-
tional impact of arrearages, there is enough state-specific evidence to stim-
ulate calls for reforms (Roberts 2001). The federal government has made it
clear that states can forgive arrears owed to the government. Some states
are now forgiving arrears owed to them in exchange for full compliance
with present and future obligations. However, the underlying causes of the
large arrearages owed to the government are not fully understood and need
to be identified.

Child Support Assurance (CSA), a widely discussed reform proposed by
Irwin Garfinkel and others, would require that noncustodial parents make
payments according to specified guidelines (Garfinkel, McLanahan, and
Robins 1992; Roberts 1994).8 In cases where the noncustodial parent was
unable to pay or the government was unable to collect the payments, the
government would provide an assured payment not conditioned on the in-
come of the custodial parent. If the nonresident parent paid some amount
less than the assured benefit, the program would pay the difference. Given
the very low incomes of many noncustodial parents, many custodial par-
ents are bound to receive minimal or highly varying support payments.
Such instability weakens the ability of single parents to package enough in-
come through earnings and other sources outside welfare to make ends
meet. The CSA could smooth the payments custodial parents are due from
the contribution of the other parent. Counting CSA benefits as income
would lower the welfare break-even point and thus raise the likelihood
that families earn their way off income-tested public assistance. From
Garfinkel’s (1994) perspective, CSA would extend the social insurance
concept now embodied in Survivors Insurance to children who suffer in-
come losses due to the absence of a parent.

Although an assured benefit is appealing, the program would extend to
other groups the disincentive problem in welfare under which support pay-
ments do very little to raise the living standard of the children. As in the
welfare case, the presence of assured benefits would reduce the incentives
for many noncustodial parents to make payments and for many custodial
parents to pursue delinquent parents.

The costs and impacts of a CSA program would vary substantially with
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the level of the assured benefit and the group of custodial parents covered.
According to Sorensen and Clark (1994), a payment of $1,500 per year per
child in 1989 limited to families with a support award would have cost
about $1.6 billion and reduced child poverty by 0.6 percent. Extending the
CSA to all custodial families would have quadrupled the cost to $7 billion
and would have lifted 3 percent of poor children out of poverty. Meyer et
al. (1994) make estimates for 1985 of alternative CSA plans that take ac-
count of labor supply responses by custodial parents. They find the costs,
antipoverty effects, and labor supply effects are modest for low payment
plans limited to families with awards. Only if the CSA stimulated improve-
ments in award levels and in the proportion receiving an award would the
CSA approach substantially increase the labor supply of recipients of Tem-
porary Assistance for Needy Families and reduce the poverty gap.

One experimental program similar to a CSA, New York’s CAP, was
available in seven counties to custodial parents eligible to receive AFDC in
the late 1980s and early 1990s. The assured benefit under CAP was set be-
low the AFDC guarantee but above the average level of actual child sup-
port payments. However, because payments under CAP declined only by
10 percent of income up to the poverty line and by 67 percent of income
above the poverty line, CAP dominated AFDC for mothers with earnings
of $350 or more per month. At the same time, CAP was income-tested and
limited to welfare-eligible families, unlike proposals for CSA. Another
difference was CAP’s provision of case management and employment ser-
vices outside of AFDC. To determine the impacts of CAP, researchers
studied the child support, employment, and welfare use of families ran-
domly assigned to the CAP treatment and to a control group (Burstein
and Werner 1994). They found that CAP generated a significant increase
in child support awards (rising from 7.6 to 12 percent of participants) but
not actual support payments, and significant increases in employment and
earnings, but only modest gains in family income. Still, the changes in work
incentives induced enough increased earnings to raise family incomes and
save government resources at the same time. Family income rose by a mod-
est $850 over five years while government spending saved $2,366 over the
same period (Hamilton et al. 1996).

9.12 Conclusions

Child support enforcement has become an increasingly important func-
tion of our income support system for low-income families. Although the
real costs of the CSE program are substantial—federal and state govern-
ments spend over $4 billion in administrative costs—so are the benefits.
Already, nearly 30 percent of poor unmarried mothers receive a child sup-
port payment. As fewer low-income single parents remain on welfare, the
incentives for custodial parents to receive support and for noncustodial
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parents to pay will rise substantially. Although it is not enough to provide
basic support for families, child support can play a critical role in supple-
menting the incomes of low-income single parents and their children.
Child support payments can be part of an income packaging strategy that
includes earnings, the Earned Income Tax Credit, food stamps, child care
subsidies, and Medicaid or subsidized health insurance. Until recently, low
rates of paternity establishment (below 30 percent of nonmarital births)
limited collections on behalf of the poorest group of single mothers, never-
married mothers. But in the last few years, the CSE system has made great
strides in raising rates of paternity establishment. The increase in paternity
establishment not only is critical for expanding child support payments
to the lowest-income families, but may even be discouraging nonmarital
births.

Still, child support enforcement has a long way to go. One major prob-
lem is how to deal with arrearages facing low-income fathers subject to
child support obligations. Without changes in policy, many low-income fa-
thers will see their support payments going to the state for arrearages in-
stead of helping raise living standards of their children. Parents will find
themselves with the same disincentives experienced under the welfare sys-
tem. In addition, the CSE system must find fairer ways to take account of
the low income levels and high income instability of many noncustodial
parents. Finally, given the greater acceptance of an expanded CSE, Con-
gress should consider expanding the federal government’s role in resolving
the critical equity issues of visitation and access.
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