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ABSTRACT

EFFECTS OF A FINANCIAL INCENTIVE 
ON AFDC EMPLOYMENT—MICHIGAN'S 

EXPERIENCE BETWEEN JULY, 1969 
AND JULY, 1970

By

Gary Louis Appel

In 1967,  t h e  S oc ia l  S e c u r i t y  Act was amended t o  in c lu d e  a f i n a n c i a l  

work i n c e n t i v e  f o r  AFDC r e c i p i e n t s .  The o s t e n s i b l e  goal o f  t h e  i n c e n t i v e  

i s  t o  encourage  employment,  b u t  employment i s  a means,  n o t  n e c e s s a r i l y  an 

end in  i t s e l f .  T h e r e f o re ,  in  t h i s  s t u d y ,  we examine t h e  work i n c e n t i v e  in  

terms o f  t h e  fo l lo w in g  o b j e c t i v e s  o f  employing th o s e  on w e l f a r e :  (1)  t o

d e c r e a s e  t h e  w e l f a r e  c a s e l o a d ,  (2)  t o  d e c r e a s e  t h e  w e l f a r e  c o s t  p e r  employ

ed c a s e ,  (3)  t o  d e c re a s e  t o t a l  w e l f a r e  c o s t s ,  and (4)  t o  r a i s e  t h e  incomes 

o f  employed AFDC f a m i l i e s  a t  a low t a x p a y e r  c o s t  p e r  w e l f a r e  f a m i ly .

The concep tua l  a n a l y s i s  in  t h i s  s t u d y  s u g g e s t s  t h a t  the  work i n c e n 

t i v e  w i l l  t e n d  t o  i n c r e a s e  employment b u t  t h a t  t h e  employment i s  c o n s i s 

t e n t  w i th  o n ly  th e  l a s t  o f  t h e s e  o b j e c t i v e s - - t o  r a i s e  AFDC fam i ly  incomes.  

F u r t h e r ,  i n c r e a s e d  employment and h i g h e r  incomes may be accomplished on ly  

a t  th e  expense  o f  th e  o t h e r  o b j e c t i v e s .

Through s p e c i f i c  numerical  examples from th e  Michigan AFDC program, 

t h i s  s tu d y  shows e x a c t l y  how much more a t t r a c t i v e  w e l f a r e  becomes under  

th e  work i n c e n t i v e .  I t  i s  a l s o  shown t h a t , a s  a consequence  o f  t h i s ,  high 

e a r n i n g s  a r e  e s s e n t i a l  in  o r d e r  t o  ach ieve  t h e  o b j e c t i v e s  o f  reduc ing  

both  t h e  ave rage  and th e  t o t a l  w e l f a r e  e x p e n d i tu r e s  on AFDC f a m i l i e s .

The examples show t h a t  i f  AFDC employment i s  encouraged ,  and th e  e a r n i n g s  

o f  th o s e  who respond a r e  n o t  above c e r t a i n  s p e c i f i c  l e v e l s ,  t h e  ave rage  

and t o t a l  AFDC c o s t s  w i l l  i n c r e a s e  r a t h e r  than  d e c l i n e .  These examples
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p re p a re  us f o r  t h e  e m p i r i c a l  a n a l y s i s  which o ccup ie s  th e  rem ainder  o f  t h e  

s tu d y .

The e m p i r i c a l  s tu d y  c o n c e n t r a t e s  on th e  Michigan AFDC program 's  

f i r s t  y e a r  under  t h e  work i n c e n t i v e  from J u l y ,  1969 t o  J u l y ,  1970. The 

p r i n c i p a l  d a t a  s ou rce  was t h e  c e n t r a l  AFDC p a y r o l l  r eco rd s  o f  t h e  Michi

gan Department o f  S oc ia l  S e r v i c e s .  Cross s e c t i o n  samples o f  4 ,660  fem a le 

headed f a m i l i e s  were drawn f o r  J u l y ,  1969 in  o r d e r  to  o b t a i n  employment 

d a t a  im media te ly  p r i o r  to  t h e  i n c e n t i v e ;  s i m i l a r  samples o f  7,656 f a m i l i e s  

were drawn f o r  J u l y ,  1970 in  o r d e r  t o  o b t a i n  d a t a  f o r  a d a t e  one y e a r  

l a t e r .  A l o n g i t u d i n a l  sample o f  4 ,588  fem ale -headed  f a m i l i e s  was a l s o

drawn. The samples were s t r a t i f i e d  by t h i r t e e n  geograph ic  r e g io n s  o f  th e

s t a t e - - i n c l u d i n g  h i g h l y  u rb a n ,  r u r a l ,  and i n t e r m e d i a t e  a r e a s .  Samples 

were drawn from c o u n t i e s  r e p r e s e n t i n g  abou t  90 p e r c e n t  o f  t h e  t o t a l  AFDC 

c a s e lo a d  in  Michigan.

In t h e  e m p i r i c a l  c h a p t e r s ,  employment and e a rn in g s  d a t a  a r e  e v a l u 

a t e d  in  o r d e r  t o  ju dge  t h e  e f f e c t i v e n e s s  o f  th e  work i n c e n t i v e  i n  a c h i e v 

ing  i n c r e a s e d  employment, i n c r e a s e d  e a r n i n g s ,  and reduced s h o r t - r u n  w e l f a r e  

c o s t s .  The employment d a t a  i n d i c a t e  t h a t  th e  AFDC employment r a t e  i n 

c r e a s e d  s i g n i f i c a n t l y  in  a l l  t h i r t e e n  sample a r e a s  between J u l y ,  1969 and

J u l y ,  1970,  w i th  i n c r e a s e s  o f  from 3 .3  t o  9 .9  p e r c e n ta g e  p o i n t s .  The c r u 

c i a l  q u e s t i o n ,  however,  i s :  Did th e  work i n c e n t i v e  cause  t h i s  i n c r e a s e ?

To answer t h i s  q u e s t i o n ,  i t  i s  n e c e ss a ry  t o  i s o l a t e  th e  e f f e c t s  o f  o t h e r  

v a r i a b l e s  (such as changes in  l a b o r  market  c o n d i t i o n s )  which cou ld  have 

caused t h e  i n c r e a s e .  Our exam inat ion  i n d i c a t e s  t h a t  th e  i n c e n t i v e  d id  

cause  a s i g n i f i c a n t  p a r t  o f  the  observed  i n c r e a s e  in  AFDC employment.

In c o n t r a s t ,  t h e  work i n c e n t i v e  d id  n o t  appea r  to  cause  an i n c r e a s e  

i n  average  AFDC ea rne d  income. Although t h e  e a r n i n g s  d a t a  show a s l i g h t
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i n c r e a s e  in  average  AFDC e a r n i n g s ,  ou r  t h e o r e t i c a l  a n a l y s i s  does no t  s u p 

p o r t  th e  c o n t e n t io n  t h a t  th e  work i n c e n t i v e  caused  t h i s  i n c r e a s e .

The e f f e c t  o f  t h e  i n c e n t i v e  on in c r e a s e d  c a s e lo a d s  and c o s t s  was 

e s t i m a t e d  us ing  th e  e a r n i n g s  d a t a .  P a r t  o f  t h e  i n c e n t i v e ' s  tendency t o  

r a i s e  t h e  AFDC c a s e l o a d  was i s o l a t e d  by showing who would have been r e 

moved from AFDC because  o f  e x c e s s i v e l y  high  e a r n i n g s  had t h e r e  no t  been 

a work i n c e n t i v e .  By i n d i c a t i n g  how low AFDC e a r n i n g s  a c t u a l l y  were,  i t  

was f u r t h e r  shown t h a t  th e  n e t  s h o r t - r u n  c o s t s  to  th e  t a x p a y e r s  i n c r e a s e d  

f o r  employed AFDC mothers  who r e c e iv e d  c h i l d  c a r e  s u b s i d i e s .  But in  t h i s  

c a s e ,  t h e i r  n e t  incomes were r a i s e d  c o n s id e r a b ly  more th a n  th e  added t a x 

payer  c o s t s .  There was a c o s t  s a v i n g ,  however,  d e r iv e d  from employing 

mothers  who d id  n o t  r e c e i v e  c h i l d  c a r e  payments.  For a l l  employed mothers  

g e n e r a l l y ,  n e t  s h o r t - r u n  c o s t s  were s l i g h t l y  lower  than  they  would have 

been had no r e c i p i e n t s  worked a t  a l l .  However, th e s e  s l i g h t  c o s t  d e c r e a s e s  

do n o t  appear  t o  be l a r g e  enough t o  o f f s e t  th e  p robab le  c o s t  i n c r e a s e s  

r e s u l t i n g  from t h e  c a s e lo a d  expans ion  caused by th e  work i n c e n t i v e .  T he re 

f o r e ,  ou r  o v e r a l l  co n c lu s io n  on w e l f a r e  c o s t s  i s  t h a t  th e y  p robab ly  i n 

c r e a se d  as a r e s u l t  o f  t h e  work i n c e n t i v e .

T h e r e f o r e ,  in  terms o f  t h e  f o u r  o b j e c t i v e s  o f  t h e  work i n c e n t i v e  

we have used ,  t h i s  a n a l y s i s  s u g g e s t s  t h a t  th e  i n c e n t i v e  has a c h ie v e d ,  

th rough s t i m u l a t i n g  employment,  t h e  f i r s t - - i n c r e a s i n g  AFDC incom es- -bu t  

n o t  th e  l a s t  t h r e e - - d e c r e a s i n g  t h e  AFDC c a s e l o a d ,  c o s t s  p e r  c a s e ,  and 

t o t a l  c o s t s .
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C hap te r  1

P u b l i c  Wel fare P o l i c y  and th e  Development o f  
t h e  Work I n c e n t i v e  Program

I n t r o d u c t i o n

The c u r r e n t  d eba te  over  w e l f a r e  p o l i c i e s  i n  th e  United  S t a t e s  may 

g ive  t h e  im pres s ion  t h a t  t h e  s t r u g g l e  o v e r  t h e s e  i s s u e s  i s  something  new. 

I t  i s  n o t .  There a r e  q u e s t i o n s  which a r e  common to  both  B r i t i s h  and 

American h i s t o r y .  In G rea t  B r i t a i n ,  t h e s e  q u e s t i o n s  have been deba ted  

f o r  a t  l e a s t  500 y e a r s ;  and in  t h e  United S t a t e s ,  from t h e  c o l o n i a l  

p e r io d .  One o f  t h e  most  im p o r t a n t  o f  t h e s e  i s  t h e  q u e s t i o n  o f  work.  

T r a d i t i o n a l l y ,  B r i t i s h  and American t h i n k i n g  have p la ced  a s t r o n g  emphasis  

on work and have shown a deep conce rn  o v e r  t h e  n e g a t iv e  e f f e c t s  which 

w e l f a r e  was expec ted  t o  have on employment.  These a t t i t u d e s ,  however,  

have gone th rough d i s t i n c t  and even c o n t r a r y  changes .  At t i m e s ,  unemploy

ment was n o t  c o n s id e r e d  t o  be t h e  f a u l t  o f  th e  i n d i v i d u a l ,  and w e l f a r e  

was based upon need a l o n e .  At o t h e r  t i m e s ,  unemployment was c o n s id e r e d  

th e  r e s u l t  o f  u n d e s i r a b l e  moral c h a r a c t e r  and,  under  c e r t a i n  c o n d i t i o n s ,  

was a crime p u n i s h a b le  by im pr isonment .  Then a g a i n ,  f o r  t h e  f i r s t  

t h i r t y  y e a r s  o f  t h e  n i n e t e e n t h  c e n t u r y ,  a gu a ran teed  wage p o l i c y  ( t h e  

Speenhamland D o c t r in e )  was adopted  i n  G rea t  B r i t a i n .  In r e t r o s p e c t ,  

t h i s  program looks  a s  modern as th e  w e l f a r e  re form p ro p o s a l s  o f  t h e  

1 9 7 0 ' s .

D esp i te  changes in  a t t i t u d e s  abou t  why th e  poor  were poor  and 

what w e l f a r e  shou ld  do about  i t ,  t h e  ide a  o f  a "worthy p o o r , "  based  on 

a b i l i t y  to  work, was always a c o n s i d e r a t i o n  in  d e t e rm in in g  who was to



r e c e i v e  a s s i s t a n c e .  The aged ,  the d i s a b l e d ,  t h e  s i c k ,  widows and orphans  

were c o n s id e r e d  "worthy" because  i t  was f e l t  t h a t  th e y  were u n a b le  to  

work.  I t  i s  n o t  s u r p r i s i n g  then  t h a t  w e l f a r e  l e g i s l a t i o n  in  t h e  United  

S t a t e s ,  f i r s t  a t  t h e  s t a t e  and then  a t  t h e  f e d e r a l  l e v e l ,  s i n g l e d  o u t  

t h e s e  same groups  f o r  p u b l i c  a s s i s t a n c e .  Even w i t h i n  t h i s  "worthy" g ro u p ,  

however,  female  heads o f  households  were not  o n ly  expec ted  t o  work b u t  

a t  t im es  fo r c e d  t o  work under p e n a l t y  o f  l o s i n g  t h e i r  w e l f a r e  payments.

For example,  i n  th e  1 9 2 0 ' s ,  w e l f a r e  payments t o  female heads o f  house

ho lds  and t h e i r  f a m i l i e s  were c u t  in  some s t a t e s  (such as  Michigan) d u r 

ing  t h e  f a l l  crop  h a r v e s t  — t h e  presumpt ion  be ing  t h a t  work was a v a i l 

a b l e  and t h a t  t h e  fam i ly  members shou ld  be f o r c e d  to  t a k e  th e  a g r i c u l 

t u r a l  j o b s .

The b e l i e f  t h a t  w e l f a r e  mothers should  be employed has c o n t i n u e d ;  

d e s p i t e  t h i s ,  however,  r e c e n t  programs i n  t h e  United  S t a t e s ,  de s ig n ed  

t o  g iv e  them f i n a n c i a l  r e l i e f ,  have made work r e l a t i v e l y  l e s s  a t t r a c t i v e  

f o r  them. W elfare  g r a n t s  f o r  i n d i v i d u a l  female -headed  f a m i l i e s  in  such 

s t a t e s  as C a l i f o r n i a ,  New York,  M a s s a c h u s e t t s ,  and Michigan i n c r e a s e d  

more r a p i d l y  th a n  th e  e a r n i n g  power o f  t h e  m o the rs .  Th i s  made them l e s s  

a b l e  t o  e a rn  enough t o  le a v e  w e l f a r e  w i th o u t  a f i n a n c i a l  c o s t J  At t h e  

same t i m e ,  under  t h e  t r a d i t i o n a l  w e l f a r e  p o l i c i e s ,  w e l f a r e  g r a n t s  were 

reduced  as e a r n i n g s  i n c r e a s e d  on a d o l l a r - f o r - d o l l a r  b a s i s ;  so t h e r e  was 

no n e t  f i n a n c i a l  r e t u r n  f o r  working w h i l e  on w e l f a r e .

I n c r e a s i n g  w e l f a r e  r o l l s  and c o s t s  in  t h e  pos t-World  War I I  p e r i o d ,  

a long  w i th  a t r e n d  toward more female  employment in  g e n e r a l ,  i n c r e a s e d  

p u b l i c  demands t h a t  w e l f a r e  r e c i p i e n t s  should  be employed. S i m i l a r  de

mands have been made d u r in g  th e  p a s t  400 y e a r s ,  and t h e s e  have r e p e a t e d l y  

l e d  t o  a t t e m p t s  t o  f o r c e  peop le  t o  l e a v e  w e l f a r e  r o l l s  and f i n d  employment.
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The work p r o v i s i o n s  i n c lu d e d  i n  t h e  1967 S oc ia l  S e c u r i t y  Amendments a r e

an example o f  t h i s .  An a t t e m p t  was made t o  f o r c e  some o f  t h e  mothers

on th e  Aid to  Fam i l ie s  w i th  Dependent  C h i ld ren  program (AFDC) i n t o  job

t r a i n i n g  o r  work.  But t h e  1967 Amendments d id  more.  A change in  f e d e r a l

l e g i s l a t i o n  a l lowed  every  AFDC m other ,  f o r  t h e  f i r s t  t i m e ,  t o  keep p a r t

o f  h e r  e a r n i n g s .  This  in  e f f e c t  a l lowed  th e  w e l f a r e  r e c i p i e n t s  t o

supplem ent t h e i r  r e l i e f  payments th rough  e a r n i n g s .  I t  was hoped,  by

th o s e  who formed th e  l e g i s l a t i o n ,  t h a t  t h e  f i n a n c i a l  work i n c e n t i v e

would i n c r e a s e  t h e  d e s i r e  o f  AFDC mothers t o  work w h i le  on w e l f a r e .

Once employed,  i t  was hoped t h a t  t h e i r  e a r n i n g s  would i n c r e a s e  u n t i l
2

they  cou ld  l e a v e  w e l f a r e .

This  s tu d y  i s  concerned w i th  t h o s e  changes in  employment and e a r n 

in gs  o f  AFDC mothers which may be caused  by th e  1967 Amendments. In 

t h e  rem a inder  o f  t h i s  c h a p t e r ,  however,  we w i l l  t a k e  up t h e  b ro a d e r  

i s s u e s  o f  p u b l i c  p o l i c y ,  work,  and th e  r easons  f o r  t h e  work i n c e n t i v e  

i n  th e  1967 S oc ia l  S e c u r i t y  Act Amendments; and we w i l l  p u t  them i n t o  

h i s t o r i c a l  p e r s p e c t i v e .

A B r i e f  H i s to ry  o f  W elfare  P o l i c y  

Much o f  t h e  e a r l y  t h i n k i n g  abou t  w e l f a r e  payments in  t h e  United
O

S t a t e s  can be t r a c e d  t o  a t t i t u d e s  and e x p e r i e n c e s  in  Grea t  B r i t a i n .

P r i o r  t o  t h e  m i d - f o u r t e e n t h  c e n t u r y ,  w e l f a r e  had a s t r o n g  r e l i 

g ious  o v e r to n e  and was co n s id e re d  a r i g h t  o f  t h e  poor  and an o b l i g a t i o n  

o f  t h e  r i c h .  The poor were no t  c o n s id e r e d  t o  be n e c e s s a r i l y  r e spon 

s i b l e  f o r  t h e i r  economic p l i g h t .  Unemployment w i t h o u t  an a p p a re n t  

reason  — such as age ,  s i c k n e s s ,  o r  dependency (as  in  t h e  ca s e  o f  a 

widow o r  an orphan)  - -  was looked upon w i th  d i s f a v o r ,  b u t  t h i s  d id  n o t  

n e c e s s a r i l y  p r e c l u d e  t h e  g iv in g  o f  a s s i s t a n c e .  Bu t ,  between th e



m i d - f o u r t e e n t h  c e n t u r y  and th e  l a t e  s i x t e e n t h  c e n t u r y ,  t h e  a t t i t u d e s  

toward t h e  unemployed changed d r a s t i c a l l y .  Vagrancy was looked upon 

as a c r im in a l  a c t ,  and a s s i s t a n c e  t o  t h e  a b l e - b o d ie d  poor was s e v e r e l y  

s a n c t i o n e d .

The e s t a b l i s h m e n t  o f  t h e  E l i z a b e th a n  Poor Law (1597-1602) 

e s t a b l i s h e d  th e  d o c t r i n e  o f  p ro v id in g  r e l i e f  th rough th e  s e c u l a r  govern

ment r a t h e r  than  t h e  church and aga in  r e - e s t a b l i s h e d  t h e  n o t io n  t h a t ,  

f o r  w e l f a r e  p u rp o s e s ,  pe rsons  cou ld  be unemployed f o r  r easons  beyond 

t h e i r  c o n t r o l .  The poor  were d iv i d e d  i n t o  t h r e e  groups :  v a g r a n t s  o r

v o l u n t a r i l y  unemployed were h a r a s s e d  and even im pr isoned ;  th e  i n v o l u n 

t a r i l y  unemployed were p rov ided  government-sponsored  work,  o f t e n  in  

alms h o u ses ;  th o s e  who were unable  t o  work were given r e l i e f  w i th o u t  

be ing  i n s t i t u t i o n a l i z e d .

From th e  b eg inn ing  o f  t h e  s i x t e e n t h  th rough th e  e i g h t e e n t h  

c e n t u r i e s ,  w e a l th  o r  p o v e r ty  was c o n s id e re d  a r e f l e c t i o n  o f  pe rsona l  

c h a r a c t e r .  The C a l v i n i s t  b e l i e f  t h a t  th e  poor  deserved  t o  be poor  

was one o f  th e  m a jo r  reasons  f o r  once aga in  p la c in g  th e  blame f o r  un

employment on th e  i n d i v i d u a l .  Work houses became a p la c e  t o  pun ish  

t h e  unemployed r a t h e r  than  a p l a c e  to  supply  j o b s .  Work was i n s i s t e d  

upon f o r  any wage,  and r e l i e f  was g iven on ly  when t h e r e  were no jo b s  

a v a i l a b l e .

During th e  b r i e f  p e r io d  o f  t h e  Speenhamland D oc t r ine  (1795-1830) ,  

w e l f a r e  p o l i c i e s  i n  Grea t  B r i t a i n  were made more l i b e r a l  by s u p p o r t in g  

wages th rough a g u a ra n t e e d  weekly income which looks  s u r p r i s i n g l y  modern.  

The Speenhamland D o c t r in e ,  which p rov ided  minimum incomes f o r  t h e  poor,  

was e s t a b l i s h e d  i n  1795 by th e  j u s t i c e s  o f  B e rk s h i r e  i n  Speenhamland,  

England,  d u r in g  a p e r io d  o f  g r e a t  economic s t r e s s .  The Speenhamland
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s u p p o r t  was t i e d  d i r e c t l y  t o  e a r n i n g s ,  f am i ly  s i z e ,  and t h e  p r i c e  l e v e l .

As d e s c r i b e d  by P o la n y i ,  t h e  p r i n c i p l e  was:

. . . When t h e  g a l l o n  l o a f  o f  b read  o f  d e f i n i t e  q u a l i t y  " s h a l l  c o s t  
1 s h i l l i n g ,  then  eve ry  poor  and i n d u s t r i o u s  person  s h a l l  have f o r  
h i s  s u p p o r t  3 s h i l l i n g s  week ly ,  e i t h e r  p rocu red  by h i s  own o r  h i s  
f a m i l y ' s  l a b o r ,  o r  an a l low ance  from t h e  poor  r a t e s , and f o r  t h e  
s u p p o r t  o f  h i s  w i fe  and eve ry  o t h e r  o f  h i s  f a m i l y ,  1 s h i l l i n g ,  6 
pence ;  when th e  g a l l o n  l o a f  s h a l l  c o s t  1 / 6 ,  th e n  4 s h i l l i n g s  w eekly ,  
p lu s  1 /1 0 ;  on every  pence which t h e  b read  p r i c e  r a i s e s  above 1 
s h i l l i n g  he s h a l l  have 3 pence f o r  h im s e l f  and 1 pence f o r  t h e  
o t h e r s . " 4

Suppor t  below th e  s p e c i f i e d  minimum was g iven  w he the r  th e  person  worked 

o r  n o t .  R e l i e f  was reduced on a d o l l a r - f o r - d o l l a r  b a s i s  w i th  e a r n i n g s ,  

and the  g r a n t  s i z e  f l u c t u a t e d  w i th  t h e  p r i c e  l e v e l .

A l a r g e  i n c r e a s e  in  pauper ism c o i n c id e d  w i th  t h e  Speenhamland

D o c t r in e .  I t  looked as i f  supp ly ing  a i d  in  s u p p o r t  o f  wages had l e d  to

more economic s u f f e r i n g  r a t h e r  than  l e s s .  A s e v e re  r e a c t i o n ,  in  th e

form o f  t h e  Poor Law o f  1834, appears  t o  have been an a t t e m p t  to  s e v e r e l y

l i m i t  a l l  r e l i e f  o u t s i d e  o f  t h e  work houses ,  and th e  work houses them

s e l v e s  became p la c e s  o f  pun ishment,  n o t  h e l p .

S t a t e  and f e d e r a l  w e l f a r e  a t t i t u d e s 
p r i o r  to  f e d e r a l  g r a n t s  in  a i d

A t t i t u d e s ,  a t  abou t  t h i s  same t ime in  t h e  United S t a t e s ,  emphasized

th e  v a lu e  o f  work and t h e  haza rds  o f  w e l f a r e .  In 1827,  t h e  Guardians

o f  t h e  Poor o f  P h i l a d e l p h i a ,  r e f l e c t i n g  the  p u r i t a n  e t h i c ,  s t a t e d  what

could  be c o n s id e re d  t h e  dominant p u b l i c  p o s i t i o n  abou t  "ou tdoo r  r e l i e f "

( o u t s i d e  o f  poo rhouses ) :

C a lc u la t e d  i n  an e s p e c i a l  manner t o  b l u n t  and u l t i m a t e l y  d e s t r o y  the  
nob le  p r i d e  o f  Independence ,  t h e  b i r t h  r i g h t  o f  every  American 
C i t i z e n  on which th e  very  p i l l a r s  o f  ou r  R ep u b l ic ,  have t h e i r  
B a s i s - - a s  i t s  consequences  a r e  t o  c r e a t e  a dependence on the  bounty 
o f  o t h e r s ,  r a t h e r  than  e x c i t e  t h e  l a u d a b le  am bi t ion  o f  c r e a t i n g  
r e s o u r c e s  o f  ou r  own, i t  c u t s  t h e  sinews o f  I n d u s t r y  and o f  
consequence promotes i d l e n e s s  and n o t  i n f r e q u e n t l y  Cr imes,  i t s  
having become common has made i t  f a s h i o n a b l e  . . .  .5
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Because t h e r e  e x i s t e d  such a dim view o f  w e l f a r e ,  e s p e c i a l l y

o u td o o r  r e l i e f ,  i t  i s  n o t  s u r p r i s i n g  t h a t  i t  was n o t  u n t i l  1909 t h a t

t h e  f e d e r a l  government ex p re s s e d  an i n t e r e s t  in  p r o v id i n g  economic

a i d  e n a b l in g  poor  female -headed  f a m i l i e s  t o  remain t o g e t h e r ,  r a t h e r

th a n  have th e  c h i l d r e n  p u t  in  i n s t i t u t i o n s .  In t h a t  y e a r ,  t h e  f i r s t

White House Conference  on C hi ld ren  r e f l e c t e d  th e  i n c r e a s i n g  concern

f o r  th e  c h i l d r e n  o f  broken f a m i l i e s .

Home l i f e  i s  t h e  h i g h e s t  and f i n e s t  p r o d u c t  o f  c i v i l i z a t i o n .  I t  
i s  th e  g r e a t  molding f o r c e  o f  mind and c h a r a c t e r .  Ch i ld ren  should  
n o t  be d e p r iv e d  o f  i t  e x c e p t  f o r  u r g e n t  and com pel l ing  r e a s o n s .
Except  in  unusual  c i r c u m s ta n c e s ,  t h e  home shou ld  n o t  be broken up 
f o r  r e a s o n s  o f  p o v e r t y . 6

This concern  f o r  t h e  c h i l d r e n  was n o t  e x p re s s e d  in  f e d e r a l  l e g i s l a t i o n

u n t i l  t h e  Aid to  Dependent C h i ld ren  program (ADC) was e s t a b l i s h e d

through  t h e  1935 S oc ia l  S e c u r i t y  Act which p rov ided  some g r a n t s  i n  a i d

t o  s t a t e s  f o r  w e l f a r e  programs.  P r i o r  to  t h a t  t i m e ,  however,  some s t a t e s

such as New York,  M a s s a c h u s e t t s ,  and Michigan — developed  t h e i r  own

l i m i t e d  programs f o r  dependen t  c h i l d r e n .

In Michigan ,  t h e  f i r s t  program t o  p rov ide  o u td o o r  r e l i e f  to  

dependen t  c h i l d r e n  (where th e  mother  i s  t h e  head o f  t h e  househo ld )  was 

t h e  M othe r ' s  Pens ion e s t a b l i s h e d  as a 1913 Amendment t o  t h e  J u v e n i l e  

Courts  Act  o f  1907. This  a c t  d id  n o t  p ro v id e  s t a t e  funds f o r  dependent  

c h i l d r e n  b u t  mere ly  encouraged  the  c o u n t i e s  to  make payments o f  up to  

t h r e e  d o l l a r s  p e r  week p e r  c h i l d  to  t h e  mother  - -  p ro v id ed  t h a t  she  was 

unm a rr i ed ,  widowed, d iv o r c e d ,  o r  d e s e r t e d .

Under the  M othe r ' s  P e n s io n ,  some c h i l d r e n  were c o n s id e re d  "worthy" 

o f  w e l f a r e  only  i f  t h e i r  f a t h e r s  could  n o t  s u p p o r t  them f o r  "good 

r e a s o n s . "  In Michigan ,  i t  took u n t i l  1924 b e fo re  w e l f a r e  e l i g i b i l i t y  

re q u i re m e n t s  were broadened t o  cover  t h e  f a m i l i e s  o f  f a t h e r s  who were .



im pr isoned ,  o r  who were i n  s t a t e  h o s p i t a l s  f o r  t h e  b l i n d ,  e p i l e p t i c ,  

p a r a l y t i c ,  i n s a n e ,  o r  t u b e r c u l a r .  But f a m i l i e s  could  not  r e c e i v e  

f i n a n c i a l  a i d  i f  the  f a t h e r  was a t  home with  th e s e  same a i lm e n t s  o r  

in a p r i v a t e  h o s p i t a l .

The p r o v i s io n s  o f  t h e  1913 and 1924 Michigan laws dem ons t ra te  

the  r e s t r i c t i v e n e s s  o f  the  e l i g i b i l i t y  requ i rem en ts  and th e  f a c t  t h a t  

the  f i n a n c i a l  a i d  was d i r e c t e d  o n ly  t o  c h i l d r e n  o f  t h e  f a m i ly .  The 

mother was s p e c i f i c a l l y  exc luded .  She was no t  "worthy" because  i t  

was f e l t  t h a t  she  could  work.  There appea rs  to  have been a s t r o n g  

r e l u c t a n c e  in  Michigan to  p rov ide  gene ra l  r e l i e f  to  th e  poor exce p t  

under t h e  most s e v e re  economic d e p r i v a t i o n ,  and even th e n ,  t h e r e  was 

no a t t e m p t  to  p ro v id e  a n y th in g  b u t  a b a r e  s u b s i s t e n c e  a l low ance .  

Presumably t h i s  was done to  encourage  a s h o r t  s t a y  on w e l f a r e .

The M othe r ' s  Pens ion p la c e d  a c o n t in u a l  s t r e s s  in  Michigan on 

fami ly  s e l f - h e l p .  Wel fare was n o t  t o  be co n s id e re d  a permanent  s o u rce  

o f  income. Many c o u n t i e s  i n  Michigan ,  f o r  example,  a r b i t r a r i l y  c u t  

w e l f a r e  payments d u r ing  t h e  b e r r y - p i c k i n g  season in  t h e  1 9 2 0 ' s ,  s i n c e  

a l l  f a m i l i e s  were assumed t o  be a b l e  to  supplement t h e i r  income by 

p ick ing  b e r r i e s .  A pparen t ly  no c o n s i d e r a t i o n  was g iven  to  a fam i ly  

t h a t  could  no t  work.  F am i l ie s  w i th o u t  male heads were no t  mere ly  encour  

aged t o  supplement  t h e i r  incomes in  t h i s  way; they  were fo r c e d  by th e  

t h r e a t  o f  removal from th e  w e l f a r e  r o l l s .

S t a t e  and f e d e r a l  w e l f a r e  a t t i t u d e s  a f t e r  
f e d e r a l  g r a n t s  i n  a id

The f e d e r a l  government f i r s t  p rov ided  f i n a n c i a l  a id  to  dependent  

c h i l d r e n  through T i t l e  IV o f  t h e  S oc ia l  S e c u r i t y  Act passed in  1935. 

Under t h i s  p r o v i s i o n ,  t h e  s t a t e s  were encouraged to  e s t a b l i s h
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semi-autonomous ADC programs w i th  g r a n t s - i n - a i d  from th e  f e d e r a l  govern 

ment.  S ince  1935,  th e  t r e n d  in  s t a t e s  such as Michigan ,  Ohio,  New York, 

and C a l i f o r n i a  has been t o  make more f a m i l i e s  e l i g i b l e  f o r  w e l f a r e  pay

ments and f o r  i n c r e a s e d  ADC b e n e f i t s .  Th is  i s  p a r t i c u l a r l y  e v i d e n t  in  

t h e  n o r th e r n  and w e s te rn  i n d u s t r i a l i z e d  s t a t e s .  There has a l s o  been a 

t r e n d ,  s t i m u l a t e d  by f e d e r a l  l e g i s l a t i o n ,  toward encourag ing  r a t h e r  than  

f o r c i n g  ADC mothers t o  work.

Recent  Michigan p o l i c i e s  toward ADC employment

I n i t i a l l y ,  Michigan a d m i n i s t r a t o r s  o f  t h e  ADC program d id  no t

emphasize employment b u t  r a t h e r  f a m i ly  s t a b i l i t y .

Through c o n t r i b u t i n g  to  o r  sup p ly in g  th e  f a m i l y ' s  economic s u p p o r t ,  
a i d  t o  dependent  c h i l d r e n  s h o u ld ,  f o r  example,  make i t  p o s s i b l e  
f o r  a mother to  choose between s t a y i n g  a t  home to  c a r e  f o r  he r  
c h i l d r e n  and t a k in g  a jo b  away from home. She has l i t t l e  o r  no 
c h o i c e ,  however, u n le s s  t h e  a i d  a v a i l a b l e  t o  h e r  i s  enough to  meet 
t h e  f a m i l y ' s  main tenance needs and u n le s s  t h a t  a id  i s  r e g u l a r  and 
con t inuous  so t h a t  she  can r e l y  on i t . '

D esp i te  t h e s e  s t a t e m e n t s ,  concern  remained over  ADC employment.

A f t e r  World War I I  and th e  l a r g e  i n c r e a s e  in  female  employment, th e

emphasis  on work f o r  w e l f a r e  mothers was i n c r e a s e d  even more a t  t h e

s t a t e  l e v e l .  In 1948,  t h e  employment p o l i c y  o f  t h e  Michigan ADC program

was changed in  r e sponse  t o  t h i s  conce rn .  The w e l f a r e  g r a n t  was reduced

i n  an amount equal  to  t h e  e a rn in g s  t h e  mother would make in  any job

o f f e r e d  t o  h e r  - -  whether  o r  no t  t h e  employment was a c c e p te d .  This

p o l i c y ,  however, was s u b j e c t  to  t h e s e  q u a l i f i c a t i o n s :  t h e  mother

had t o  have th e  p r e r e q u i s i t e s  f o r  the  j o b ;  s u i t a b l e  c h i l d  ca re  had to  be

p ro v id e d ;  and t h e  y o unges t  c h i l d  could  n o t  be under  two y e a r s  o f  age.

In 1953, p r e s s u r e  on w e l f a r e  mothers to  f i n d  employment was i n c r e a s e d
O

by th e  p o l i c y  o f  s t a t e  AFDC. A f t e r  t h a t  t im e ,  w e l f a r e  mothers had to  

f i n d  employment o r  make s u b s t a n t i a l  e f f o r t s  to  s e c u r e  a j o b  in  o r d e r



t o  remain on w e l f a r e .  I f  th e  i n c i d e n c e  o f  u n f i l l e d  j o b s  i n d i c a t e d  

t h a t  s u i t a b l e  employment d id  e x i s t ,  i t  was assumed t h a t  t h e  a p p l i c a n t  

had n o t  made a " s u b s t a n t i a l  e f f o r t , "  and she  was r e f u s e d  w e l f a r e  on 

t h a t  b a s i s .

Federal  change toward p o s i t i v e  encourqement 
o f  employment

The 1962 Amendments to  t h e  f e d e r a l  S oc ia l  S e c u r i t y  Act provided  

t h e  f i r s t  f e d e r a l  a t t e m p t  to  p rov ide  more than  s im ple  income m a in ten 

ance f o r  AFDC f a m i l i e s .  Welfare was viewed - -  a t  th e  f e d e r a l  le ve l  — 

as a temporary  c o n d i t i o n  which ,  h o p e f u l l y ,  cou ld  be s h o r t e n e d  through 

r e h a b i l i t a t i v e  s e r v i c e s  and t r a i n i n g  r a t h e r  than  by f o r c i n g  employment. 

Work, i t  ap p e a re d ,  f o r  t h e  f i r s t  t ime in  h i s t o r y ,  was t o  be encouraged 

by more than  j u s t  t h r e a t s  and p r e s s u r e .

P r e s i d e n t  Johnson h e ra l d e d  th e  new d i r e c t i o n  in  p u b l i c  w e l f a r e  

when he s a i d :

This  measure embodies a new approach - -  s t r e s s i n g  s e r v i c e s  in  a d d i 
t i o n  to  s u p p o r t ,  r e h a b i l i t a t i o n  i n s t e a d  o f  r e l i e f ,  and t r a i n i n g  
f o r  u s e fu l  work i n s t e a d  o f  p ro longed  dependency.  T h i s  im p o r ta n t  
l e g i s l a t i o n  w i l l  a s s i s t  our  s t a t e  and lo c a l  p u b l i c  w e l f a r e  agen
c i e s  t o  r e d i r e c t  t h e  i n c e n t i v e s  and s e r v i c e s  they  o f f e r  to  needy 
f a m i l i e s  and c h i l d r e n  and to  aged and d i s a b l e d  p e o p l e .  Our o b j e c 
t i v e  i s  t o  p r e v e n t  o r  reduce  dependency and t o  encourage  s e l f - c a r e  
and s e l f - s u p p o r t  — to  m a in ta in  f am i ly  l i f e  where i t  i s  adequa te  
and t o  r e s t o r e  i t  where i t  i s  d e f i c i e n t . 9

The change from f o r c i n g  mothers t o  work t o  encourag ing  them to  work 

was r e f l e c t e d  a t  t h e  s t a t e  l eve l  as  w e l l .  In 1966, Michigan abandoned 

th e  e a r l i e r  p o l i c y  o f  r e f u s i n g  a i d  t o  q u a l i f i e d  mothers s imply  because  

j o b s  were a v a i l a b l e .  A f t e r  t h a t  t i m e ,  r e c i p i e n t s  who were  c o n s id e re d  

e l i g i b l e  f o r  work were r e f e r r e d  t o  th e  S t a t e  Employment S e c u r i t y  Com

m iss ion  f o r  jo b  c o u n s e l in g  and a s s i s t a n c e .

A s h o r t  t ime l a t e r ,  however,  f e d e r a l  l e g i s l a t o r s  dec ided  t h a t



t r a i n i n g  and s e r v i c e s  were n o t  adequa te  to  s o lv e  t h e  problem o f

in c r e a s e d  w e l f a r e  c o s t s .  In 1967,  Congressman Byrnes o f  W iscons in ,

who has worked on s o c i a l  s e c u r i t y  l e g i s l a t i o n  f o r  y e a r s ,  e x p l i c i t l y

s t a t e d  t h a t  s e r v i c e s  and t r a i n i n g  were no t  s u f f i c i e n t  t o  m o t iv a t e

members o f  AFDC f a m i l i e s  to  f i n d  work.  He s a i d :

We th ough t  t h e  w e l f a r e  l e g i s l a t i o n  we enac ted  in  1962 would p r o 
v ide  th e  b a s i s  f o r  g e t t i n g  t h e s e  peop le  on t h e i r  f e e t  and o f f  t h e  
r e l i e f  r o l l s .  We were shocked to  see  what  l i t t l e  e f f e c t  t h a t  
l e g i s l a t i o n  a c t u a l l y  h a d . 10

In 1967, P r e s i d e n t  Johnson proposed changes in  t h e  S o c ia l  Secu

r i t y  Act which would p r o v id e ,  f o r  t h e  f i r s t  t ime in  h i s t o r y ,  a f i n a n c i a l

i n c e n t i v e  f o r  AFDC mothers  to  w o r k . ^  This work i n c e n t i v e  was in te n d e d

to  complement th e  s e r v i c e s  and t r a i n i n g  p rov ided  by th e  AFDC program.

P r i o r  l e g i s l a t i o n  had exempted th e  income o f  c h i l d r e n  from a w e l 

f a r e  t a x  b u t  had t a x ed  the  mothers a t  a 100 p e r c e n t  r a t e .  P r e s i d e n t

J o h n so n ' s  new proposa l  would have a l lowed  mothers to  keep th e  f i r s t  f i f t y  

d o l l a r s  o f  t h e i r  e a r n i n g s .  All e a rn in g s  above t h a t  amount would s t i l l  

be taxed  a t  a 100 p e r c e n t  r a t e .

The House Ways and Means Committee o f  the  Uni ted  S t a t e s  Congress 

s t r e n g t h e n e d  th e  proposed  work i n c e n t i v e  p r o v i s io n  by r a i s i n g  th e  l e v e l  

o f  t h e  m o th e r ' s  e a r n i n g s  exempted from a w e l f a r e  t a x  ( i . e . ,  t h e  re d u c 

t i o n  in  w e l f a r e  g r a n t  caused by i n c r e a s e d  e a r n i n g s )  to  t h i r t y  d o l l a r s  

pe r  month p lus  o n e - t h i r d  th e  remain ing e a r n i n g s .  This  p la n  a l s o  

exempted from w e l f a r e  t a x a t i o n  a l l  e a rn in g s  o f  a l l  c h i l d r e n  aged s i x 

teen  and younger, as  well  as a l l  e a rn in g s  o f  c h i l d r e n  between s even teen  

and tw enty-one  who were in  school  f u l l  t im e ,  o r  in  school  p a r t  t ime and 

no t  employed f u l l  t im e .  (The f u l l  i m p l i c a t i o n s  o f  t h e s e  i n c e n t i v e  p r o 

v i s io n s  a r e  d i s c u s s e d  in  Chapter  2 o f  t h i s  t h e s i s . )

But t h e  proposed  1967 Amendments not  only  inc luded  a work
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i n c e n t i v e  b u t  a l s o  i n c o r p o r a t e d  a p r o v i s i o n  des ig n ed  t o  f o r c e  AFDC 

mothers t o  seek  t r a i n i n g  o r  employment. This was viewed by some l e g 

i s l a t o r s  as  a d i s t o r t i o n  o f  t h e  i n i t i a l  i n t e n t  o f  th e  AFDC program — 

t o  encourage AFDC mothers to  remain home w i th  t h e i r  c h i l d r e n .  Thus,  

l e g i s l a t i v e  d eb a te  o ve r  t h e  employment i s s u e  d id  not  c e n t e r  on the  work 

i n c e n t i v e  b u t  r a t h e r  on th e  p r o v i s io n  which f o r c e d  q u a l i f i e d  AFDC 

mothers  to  be r e f e r r e d  to  s t a t e  employment ag en c ie s  under  p e n a l ty  o f

removal from AFDC. This  p r o v i s i o n  had t h e  e f f e c t  o f  f o r c i n g  w e l f a r e

12mothers t o  e i t h e r  seek  a job  o r  t r a i n i n g .  John A. Volpe,  th e n  the

Governor o f  M a s s a c h u s e t t s ,  summarized t h e  o p p o s i t i o n  t o  t h i s  p r o v i s i o n

o f  t h e  b i l l  t h i s  way:

The o r i g i n a l  concep t  o f  AFDC was t o  keep f a m i l i e s  t o g e t h e r .  S e c t io n  
201, by r e q u i r i n g  t h a t  mothers  e n t e r  t h e  l a b o r  f o r c e ,  would nega te  
t h i s  o r i g i n a l  c o n c e p t J 3

P o s s i b ly  as a r e s u l t  o f  t h e s e  d i f f e r e n c e s  in  o p i n i o n ,  t h e  1967 

Amendments to  t h e  S oc ia l  S e c u r i t y  Act in c lu d e d  both  t h e  p r o v i s i o n  r e q u i r 

ing  q u a l i f i e d  mothers  to  seek  t r a i n i n g  o r  employment and a l s o  a work i n 

c e n t i v e  p r o v i s i o n  a lm os t  i d e n t i c a l  to  t h a t  proposed by t h e  House Ways 

and Means Committee.

Why t h e  work i n c e n t i v e  was passed  i n t o  law i s  n o t  c l e a r .  The 

h i s t o r i c a l  t r e n d  had been to  f o r c e ,  r a t h e r  than  encou rage ,  w e l f a r e  r e 

c i p i e n t s  t o  work.  I t  i s  no t  known w he the r  t h e  i n c e n t i v e  was due to  a 

more " e n l i g h t e n e d "  l e g i s l a t u r e  o r  was s im ply  a means o f  p l a c a t i n g  

th o s e  who s t r o n g l y  opposed th e  p r o v i s i o n s  o f  a b i l l  which appeared  t o  

once aga in  force.AFDC mothers  to  work.  N e v e r t h e l e s s ,  t h e  1967 Amendments 

c o n t a in e d  a p o s i t i v e  work i n c e n t i v e  p r o v i s i o n  f o r  th e  f i r s t  t ime in  

h i s t o r y .  The e f f e c t s  o f  t h i s  p r o v i s io n  on the  work and e a r n i n g s  of  

w e l f a r e  mothers a r e  p a r t i c u l a r l y  im p o r ta n t  f o r  t h i s  s t u d y .
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E vo lu t io n  o f  t h e  contemporary  work 
i n c e n t i v e  p r o v i s i o n

The 1967 Amendments dec re a se d  both  t h e  marg inal  and average  

w e l f a r e  t a x  r a t e s  by exempting a lump sum p lu s  a c o n s t a n t  p o r t i o n  o f  

e a rn in g s  from th e  w e l f a r e  t a x .  The e x a c t  method o f  c a l c u l a t i n g  th e  

amount o f  e a r n i n g s  to  be exempted was developed  by a combination  o f  

l e g a l  and a d m i n i s t r a t i v e  i n t e r p r e t a t i o n .

I t  i s  d i f f i c u l t  t o  de te rm ine  why t h e  i n c e n t i v e  p r o v i s i o n  o f

t h i r t y  d o l l a r s  p lus  o n e - t h i r d  o f  ea rn in g s  was chosen i n  p r e f e r e n c e  to

c e r t a i n  o t h e r  f i g u r e s .  The S ena te  v e r s io n  o f  t h e  proposed  1967 Soc ia l

S e c u r i t y  Amendments p rov ided  f o r  an i n c e n t i v e  o f  f i f t y  d o l l a r s  per

month p lus  o n e - h a l f  o f  f u r t h e r  e a r n i n g s . ^  The House v e r s i o n  c a l l e d

f o r  an i n c e n t i v e  o f  t h i r t y  d o l l a r s  p e r  month p lu s  o n e - t h i r d  o f  f u r t h e r

e a r n i n g s .  However, t h e  Conference  Committee d ec ided  upon t h e  House

v e r s io n  w i th o u t  s i g n i f i c a n t  change.  The b e l i e f  t h a t  t h e  House v e r s io n

was too  small was e x p re s s ed  by S e n a to r  Robert  Kennedy; in  r e a c t i o n  t o

t h e  Conference Committee r e p o r t ,  he s t a t e d :

The p r o v i s i o n  which t h e  con fe renc e  agreed  t o  - -  $30 a month p lu s  
o n e - t h i r d  o f  t h e  r e s t  o f  t h e  e a rn in g s  - -  i s  so smal l  t h a t  i t  may 
no t  prove to  be a meaningful t e s t  o f  t h e  th e o ry  t h a t  a w e l f a r e  
r e c i p i e n t  w i l l  go t o  work i f  he has some chance o f  keep ing  a 
s i g n i f i c a n t  p o r t i o n  o f  what  he o r  she  e a r n s .15

Kennedy's r e a c t i o n  was coun te red  by Wilbur  M i l l s  o f  A rkansas ,  

Chairman o f  t h e  House Ways and Means Committee,  who s a i d :  "We b e l i e v e

t h i s  p r o v i s i o n  w i l l  f u r n i s h  ample i n c e n t i v e  to  AFDC r e c i p i e n t s  to  t a k e  

employment and i n c r e a s e  t h e i r  e a rn in g s  t o  t h e  p o i n t  where th e y  become 

s e l f - s u p p o r t i n g . " ^  However, when asked how t h e  t h i r t y  d o l l a r s  p lus  

o n e - t h i r d  i n c e n t i v e  was dec ided  upon, John M. M a r t in ,  t h e  Ch ie f  Counsel 

o f  t h e  Committee,  responded on June  19,  1970:
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Before  reac h ing  i t s  d e c i s i o n  on t h i s  p r o v i s i o n ,  t h e  Committee on 
Ways and Means c o n s id e re d  numerous a l t e r n a t i v e s  w i th  va ry ing  d o l l a r  
amounts and p e rc e n ta g e s  o f  ea rn in g s  t o  be d i s r e g a r d e d .  The Commit
t e e  dec ided  upon th e  p r o v i s i o n s  t h a t  were adopted  in  an a t t e m p t  to  
ach ieve  a b a l a n c e  between th e  amount o f  work i n c e n t i v e  t h a t  shou ld  
be p rov ided  t o  w e l f a r e  r e c i p i e n t s  and th e  r e a s o n a b le n e s s  o f  t h e  i n 
come ( i n c l u d i n g  w e l f a r e  g r a n t  and e a r n i n g s )  which th e  r e c i p i e n t s
could  a c h i e v e . *7

According to  M ar t in ,  t h e r e f o r e ,  t h e  Committee was aware t h a t  t h e  i n c e n t i v e  

would a l low th e  AFDC mothers  to  supplement t h e i r  w e l f a r e  income, b u t  as  

a consequence,  they  could  o b t a i n  much h ig h e r  g ross  e a rn in g s  and s t i l l  

remain on w e l f a r e .  At t h e  same t ime t h a t  th e  i n c e n t i v e  was in te n d e d  to  

i n c r e a s e  work,  i t  was recogn ized  t h a t  i t  would a l s o  encourage AFDC mothers  

to  s t a y  on w e l f a r e .  The t h i r t y  d o l l a r s  p lus  o n e - t h i r d  o f  the  remain ing  

e a rn in g s  p r o v i s io n  appears  to  have been a compromise between p ro v id in g  

a work i n c e n t i v e  and keeping the  maximum e a rn in g s  o f  persons  s t i l l  on w e l 

f a r e  to  an a c c e p ta b l e  l e v e l .

The i n c e n t i v e  p ro v i s io n s  o f  t h e  1967 Amendments t o  th e  Soc ia l  

S e c u r i t y  Act were ambiguous on one p o i n t :  what shou ld  be done abou t  work 

expenses? P r i o r  to  th e  1967 Amendments, a working mother could  keep an 

amount o f  e a rn in g s  equal  t o  her  expenses  o f  employment.

The i n c e n t i v e  p r o v i s io n s  o f  th e  1967 Amendments were i n i t i a l l y  i n -
18

t e r p r e t e d  by th e  United  S t a t e s  Department o f  H e a l th ,  Educa tion  and Welfare 

to  mean t h a t  th e  amount o f  exempted income (no w e l f a r e  t a x  a p p l i e d )  was to  

be de termined  by s u b t r a c t i n g  a l l  work expenses  from e a rn in g s  and a p p ly in g  

th e  t h i r t y  d o l l a r s  and o n e - t h i r d  formula t o  th e  a d j u s t e d  g ross  income.

This meant t h a t  th e  t o t a l  income th e  employed mothers have a v a i l a b l e  f o r  

work expenses and themselves  i s  equal  t o  t h e  f i r s t  t h i r t y  d o l l a r s  p e r  

month p lus ,  o n e - t h i r d  o f  t h e  remain ing e a rn in g s  p lus ,  t w o - t h i r d s  o f  t h e  work 

expenses .  (See Footnote  2 0 . )

In a l a t e r  p o l i c y  s t a t e m e n t  from t h e  Department o f  H ea l th ,
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Educa t ion  and W el fa re ,  da ted  J anuary  29 ,  1969,  the  i n t e r p r e t a t i o n  o f  t h e

work i n c e n t i v e  took  a new form:

In a r r i v i n g  a t  t h e  amount o f  ea rned  income to  be a p p l i e d  a g a i n s t  t h e  
a s s i s t a n c e  budge t  t h e  amount t o  be d i s r e g a r d e d  i s  t o  be deducted  
from gross  income, r a t h e r  than  from n e t  income. N ext ,  t h e  amount 
a l lowed f o r  work expenses  i s  t o  be deduc ted .  The remain ing  amount 
i s  then  a p p l i e d  a g a i n s t  t h e  a s s i s t a n c e  b u d g e t J 9

In o t h e r  words,  under  t h e  f i n a l  i n t e r p r e t a t i o n ,  the  t o t a l  income o f  the  

employed mother  a v a i l a b l e  t o  keep o r  spend on work expenses  i s  equal  to  

th e  f i r s t  t h i r t y  d o l l a r s  p e r  month,  p lus  o n e - t h i r d  o f  t h e  remain ing  e a r n 

i n g s ,  p lus  a l l  work expenses .  The mother i s  b e t t e r  o f f  due t o  t h i s  f i n a l

90i n t e r p r e t a t i o n  by an amount equal  to  o n e - t h i r d  o f  h e r  work expenses .

In summary, t h e r e  has been a long h i s t o r y  o f  concern  in  B r i t a i n  

and America over  t h e  employment o f  w e l f a r e  r e c i p i e n t s .  The 1967 Amend

ments to  the  S oc ia l  S e c u r i t y  Act ,  however,  were the  f i r s t  a t t e m p t  t o  p o s i 

t i v e l y  encourage  employment r a t h e r  than  f o r c e  i t  th rough n e g a t i v e  s a n c t i o n s .  

The w e l f a r e  mother  was o f f e r e d  an i n c e n t i v e  o f  the  f i r s t  t h i r t y  d o l l a r s

o f  e a rn in g s  p lus  o n e - t h i r d  t h e  remaining e a r n i n g s  r e g a r d l e s s  o f  th e  amount

21she  p a id  f o r  work expenses .  The e f f e c t s  o f  t h i s  f i n a n c i a l  i n c e n t i v e  

on e a rn in g s  and employment a r e  the  s u b j e c t  o f  t h i s  t h e s i s .

Review o f  t h e  L i t e r a t u r e  

Because t h e  f i n a n c i a l  i n c e n t i v e  e s t a b l i s h e d  by t h e  1967 Amendments 

to  t h e  Soc ia l  S e c u r i t y  Act i s  such a r e c e n t  o c c u r r e n c e ,  t h e r e  have been 

no completed s t u d i e s ,  t o  d a t e ,  on i t s  e f f e c t s .  However, t h e  idea  o f  a 

work i n c e n t i v e  f o r  w e l f a r e  r e c i p i e n t s  i s  n o t  new. I t  has been mentioned 

r e p e a t e d l y  i n  income main tenance  p ro p o s a l s  made over  t h e  l a s t  t e n  y e a r s ,  

such as n e g a t iv e  t a x  p l a n s .  There a r e  on ly  two p rev io u s  s t u d i e s  o f  w e l 

f a r e  employment under  a work i n c e n t i v e  p la n .  In n e i t h e r  ca s e  was t h e  i n 

c e n t i v e  e x a c t l y  l i k e  t h a t  o f  t h e  1967 Socia l  S e c u r i t y  Act Amendments.
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There a r e ,  however,  a number o f  r e l a t e d  s t u d i e s :  a d em o n s t r a t io n

p r o j e c t  on work i n c e n t i v e s  done in  Denver in  th e  e a r l y  19601s ; one s tu d y  

on t h e  e f f e c t s  o f  a form o f  work i n c e n t i v e  which e x i s t e d  in  c e r t a i n  

s t a t e s  because  o f  p e c u l i a r i t i e s  in  t h e i r  w e l f a r e  p o l i c i e s ;  a l i m i t e d  num

b e r  o f  s t u d i e s  o f  AFDC employment p r i o r  t o  a work i n c e n t i v e  program; 

e m p i r i c a l  s t u d i e s  on the  employment o f  m a r r i e d  women who a r e  n o t  on w e l 

f a r e ;  some t h e o r e t i c a l  work on th e  employment e f f e c t s  o f  v a r io u s  w e l f a r e  

programs; s t u d i e s  o f  t h e  e f f e c t s  o f  high  r a t e s  o f  t a x a t i o n  on work.  A 

d i s c u s s i o n  o f  t h e s e  s t u d i e s ,  i n  terms o f  t h e i r  i m p l i c a t i o n s  f o r  t h i s  

s t u d y ,  f o l l o w s .

P ro p o sa l s  f o r  work i n c e n t i v e s

F in a n c ia l  work i n c e n t i v e s  f o r  w e l f a r e  r e c i p i e n t s  were proposed  

y e a r s  b e f o r e  th e y  became a r e a l i t y .  These p ro p o s a l s  were made i n  con

j u n c t i o n  w i th  s u g g e s t io n s  f o r  n e g a t i v e  income t a x  and o t h e r  income main

te n an ce  p l a n s .  The work i n c e n t i v e  p lans  o f  t h e  l e a d in g  p ro p o s a l s  f o r  a 

new form o f  income m ain tenance  have two im p o r t a n t  t h i n g s  in  common:

1) t h e  i n c e n t i v e s  a r e  g e n e r a l l y  equal  to  a t  l e a s t  50 p e r c e n t  o f  income;

2) t h e  50 p e r c e n t  f i g u r e  i s  o f f e r e d  w i th  no e m p i r i c a l  o r  t h e o r e t i c a l  

s u p p o r t ,  and t h e  q u e s t i o n  o f  how much a d i f f e r e n t  s i z e  o f  i n c e n t i v e  would 

a f f e c t  work i s  ig n o red  f o r  t h e  most  p a r t .

One o f  t h e  f i r s t  and most p rominent  economis ts  t o  s u g g e s t  a nega

t i v e  income t a x  p l a n ,  i n c l u d i n g  a f i n a n c i a l  work i n c e n t i v e ,  was M il ton  

22Friedman. Friedman d id  n o t  d i s c u s s  i m p l i c a t i o n s  o f  d i f f e r e n t  s i z e d  

i n c e n t i v e s ,  b u t  he d id  use 50 p e r c e n t  o f  a d j u s t e d  g ross  e a r n i n g s  as an 

example o f  such an i n c e n t i v e .  James Tobin used a l t e r n a t i v e  work i n c e n 

t i v e s  o f  50 p e r c e n t  and 6 6 -2 /3  p e r c e n t  i n  a n e g a t i v e  income t a x  p lan

23d e s c r i b e d  i n  d e t a i l  i n  1967. An i n c e n t i v e  o f  50 p e r c e n t  o f  income was
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a l s o  su g g e s te d  in  model l e g i s l a t i o n  proposed  by th e  P r e s i d e n t ' s  Com-

24m iss ion  on Income Maintenance Programs in  1970. Robert  Lampman,

a n o t h e r  l e a d in g  proponent  o f  n e g a t iv e  t a x  p l a n s ,  s u g g e s t s  i n c e n t i v e
25

r a t e s  o f  abou t  50 p e r c e n t  o r  more.

So th e  most p r e s t i g i o u s  p roponen ts  o f  new income m ain tenance

programs appea r  to  have s u gges ted  a h i g h e r  i n c e n t i v e  than  th e  approx

im a te l y  3 3 -1 /3  p e r c e n t  e s t a b l i s h e d  by t h e  1967 Socia l  S e c u r i t y  Act .  But ,  

as  p o in t e d  o u t  in  t h e  fo l low ing  c h a p t e r ,  t h e  l i b e r a l  t r e a t m e n t  o f  work 

expenses  under  t h e  AFDC work i n c e n t i v e  p la n  makes t h e  3 3 -1 /3  p e r c e n t  o f  

income i n c e n t i v e  a much h ig h e r  i n c e n t i v e  than  i t  may a p p e a r .  The t r e a t 

ment o f  work expenses makes the  i n c e n t i v e s  proposed  in  t h e  n e g a t i v e  tax  

p la ns  n e a r l y  comparable t o  th e  AFDC i n c e n t i v e  in  terms o f  income n e t  o f  

expenses o f  employment. This s i m i l a r i t y  between proposed and a c t u a l  

i n c e n t i v e s  s u g g e s t s  t h a t  the  a c t u a l  i n c e n t i v e s  may p rov ide  a r e a s o n a b le  

t e s t  f o r  t h e  i n c e n t i v e  p r o p o s i t i o n s  r a i s e d  in  t h e  income main tenance  

p l a n s .  The work i n c e n t i v e s  have been proposed  because  o f  th e  b e l i e f  

t h a t  peop le  w i l l  be more l i k e l y  t o  work ( f o r  wages)  when they  g a in  f i n a n 

c i a l l y .  But no s u b s t a n t i a l  t h e o r e t i c a l  o r  e m p i r i c a l  e v id e n c e  o f  the  

e f f e c t i v e n e s s  o f  f i n a n c i a l  i n c e n t i v e s  was p r e s e n t e d  in  any o f  t h e  p ro 

posed n e g a t iv e  t a x  p l a n s .  The above p ro p o s a l s  a r e  t h e r e f o r e  o f  l i m i t e d  

v a l u e  t o  us in  our a t t e m p t  to  e m p i r i c a l l y  de te rm ine  w he the r  th e  i n c e n 

t i v e  d id  a f f e c t  e a rn in g s  and employment o f  w e l f a r e  r e c i p i e n t s .

Work i n c e n t i v e  d e m ons t r a t ion  p r o j e c t

The e f f e c t s  o f  a f i n a n c i a l  work i n c e n t i v e  program, which al lowed  

AFDC mothers t o  keep the  f i r s t  tw e n t y - f i v e  d o l l a r s  p lus  25 p e r c e n t  o f  

th e  remain ing monthly e a r n i n g s ,  were s t u d i e d  by th e  Denver Department 

o f  P u b l i c  Welfa re  between J u l y ,  1959 and J u l y ,  1961. The i n c e n t i v e ' s
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e f f e c t s  were measured f o r  t h r e e  s tu d y  g ro u p s .  The l a r g e s t  (and most 

comparable to  t h a t  used i n  t h i s  s t u d y )  was comprised  o f  c o n t ro l  and 

exper im en ta l  groups o f  one thousand mothers e a c h ,  s e l e c t e d  from th e  

gene ra l  AFDC p o p u la t io n .  For t h i s  l a r g e  group o f  m o th e r s ,  the  r a t e  o f  

f a m i l i e s  l e a v in g  AFDC due t o  employment r e a s o n s  was a l m o s t  the  

same f o r  t h e  exper im en ta l  group w i th  t h e  i n c e n t i v e  and t h e  c o n t ro l  

group w i th o u t  i t  (3 4 .0  p e r c e n t  v e r sus  3 3 .2  p e r c e n t ) .  But th e  e a rn in g s  

o f  th e  mothers  in  th e  work i n c e n t i v e  group were 15 p e r c e n t  h ig h e r  than  

th o s e  w i th o u t  th e  i n c e n t i v e .  The employment r a t e s  were 13.4 p e r c e n t  

f o r  th o s e  w i th  i n c e n t i v e  and 11 .4  p e r c e n t  f o r  t h o s e  w i t h o u t .  However, 

a chi  s q u a re  t e s t  de te rm ined  t h a t  t h i s  d i f f e r e n c e  was q u i t e  l i k e l y  to  

have o c c u r re d  by chance.  N e v e r t h e l e s s ,  t h e  s tu d y  g ives  some e a r l y  

ev idence  t h a t  w e l f a r e  employment and e a r n i n g s  may i n c r e a s e  in  r e sponse  

t o  i n c e n t i v e s .

P rev ious  s tu d y  o f  a form o f  work 
i n cen t i  ve

Some s t a t e s  s e t  what  they  c o n s i d e r  t o  be an a c c e p ta b l e  minimum

income f o r  w e l f a r e  r e c i p i e n t s  above th e  s i z e  o f  t h e  w e l f a r e  g r a n t  they

a c t u a l l y  p ro v id e .  Th is  means t h a t  AFDC mothers  in  t h e s e  s t a t e s  can

e a rn  up t o  an amount equal  t o  th e  d i f f e r e n c e  between th e  w e l f a r e  g r a n t

and the  minimum a c c e p t a b l e  income w i t h o u t  t h e  g r a n t  be ing  reduced ;

i . e . ,  w i th o u t  paying any w e l f a r e  t a x .  In 1968,  I r e n e  Cox s tu d i e d

the  e f f e c t s  o f  t h i s  f i n a n c i a l  i n c e n t i v e  t o  work;  he r  s tu d y  was based  on

1961 su rvey  da ta  o b ta in e d  th rough Department o f  H e a l t h ,  Educa tion  and

27Welfare  s u rveys  made i n  a l l  s t a t e s .  Cox compared th e  r a t e s  o f  employ

ment o f  AFDC mothers  in  t h o s e  s t a t e s  (m os t ly  s o u th e rn  and w es te rn )  

which s e t  w e l f a r e  g r a n t s  below t h e i r  minimum e s t a b l i s h e d  need t o
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employment r a t e s  in  t h e  twenty s t a t e s  which p a i d  100 p e r c e n t  o f  the

e s t a b l i s h e d  need.  The r e s u l t s  o f  t h e  s tu d y  showed t h a t  " . . .  the

median p r o p o r t i o n  o f  f a m i l i e s  w i th  an employed mother was a lm os t  f o u r

t imes  g r e a t e r  i n  s t a t e s  w i th  e a rn in g s  exem ptions  than  i n  s t a t e s  w i t h -  

28o u t . "  Median e a r n i n g s  o f  AFDC mothers i n  t h e  s t a t e s  w i th  a gap 

between a s s i s t a n c e  and g r a n t ,  however,  were lower  than  in  th o s e  w i th o u t  

such a gap.

Cox's  work was o n ly  p r e l i m i n a r y  and can be s u b j e c t e d  t o  q u es 

t i o n s  such as t h e  fo l l o w i n g .  Can d i f f e r e n c e s  among s t a t e s  in  l a b o r  mar

k e t  c o n d i t i o n s ,  work a t t i t u d e s ,  e t c .  accoun t  f o r  th e  d i f f e r e n c e s  in  

AFDC employment r a t h e r  th a n  t h e  e x i s t e n c e  o f  work i n c e n t i v e s ?  Did t h e  

ea rn in g s  d a t a  which were used r e f l e c t  o n ly  t h e  m o t h e r ' s  income o r  t h a t  

o f  any o t h e r  member o f  t h e  fam i ly?  (Our a n a l y s e s  o f  e x i s t i n g  w e l f a r e  

da t a  show t h a t  t h i s  may have happened .)  N e v e r t h e l e s s ,  t h e  s tu d y  p rov ides  

some ev idence  t h a t  AFDC mothers do work more because  o f  f i n a n c i a l  ga in s  

from work.

AFDC employment w i th o u t  work i n c e n t i v e s

Leonard Hausman used 1960 e a r n i n g s  d a t a ,  t o g e t h e r  w ith  Department

o f  H e a l t h ,  Educa tion  and W elfare  AFDC o c c u p a t io n a l  i n f o r m a t i o n ,  to  s tu d y

the  p o t e n t i a l  o f  AFDC mothers (as  well  as AFDC-UP, or  unemployed,  f a t h e r s )

to  s u p p o r t  t h e i r  f a m i l i e s  w i th  e a rn in g s  t h a t  were equal t o  t h e  l e v e l s  o f  
29t h e  w e l f a r e  g r a n t .  Hausman e s t i m a t e d  in  h i s  s tudy  t h a t  " . . .  n e a r l y

t w o - t h i r d s  o f  t h e  AFDC mothers  and o n e - t h i r d  o f  th e  AFDC-UP f a t h e r s  cou ld

no t  have sup p o r ted  t h e i r  f a m i l i e s  a t  t h e  l e v e l s  o f  income they  could

30a t t a i n  on w e l f a r e  i n  1965 . . . . "  D e s p i t e  concern  which Hausman 

r a i s e s  about  h i s  d a t a  problems and h i s  a ssumpt ions  n e c e s s a ry  f o r  the  

e s t i m a t i o n s  made i n  h i s  s t u d y ,  t h e  ev idence  does lend s u p p o r t  t o  t h e
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c o n t e n t io n  we r a i s e  i n  Chap te r  2 t h a t  i t  i s  v i r t u a l l y  im p o ss ib l e  f o r

AFDC mothers  — under t h e  work i n c e n t i v e  program — t o  ea rn  enough to

le a v e  AFDC w i th o u t  s u f f e r i n g  a f i n a n c i a l  l o s s .

Another s tu d y  which i s  an e x c e l l e n t  a i d  in  an a ly z in g  some o f

th e  concep tua l  i s s u e s  su r ro u n d in g  AFDC employment i s  t h e  work done by 

31E l i z a b e th  Durbin .  While she does n o t  a t t e m p t  t o  e m p i r i c a l l y  t e s t  f o r  

th e  e f f e c t s  o f  a f i n a n c i a l  work i n c e n t i v e ,  t h e  s tu d y  i s  very u s e f u l .

In h e r  s tudy  o f  w e l f a r e  i n  New York C i ty  between 1957 and 1967,  she  

developed  an economic framework,which i n c l u d e s  th e  fam i ly  u n i t  ( r a t h e r  

th a n  th e  i n d i v i d u a l ) ,  as  t h e  d e c i s io n -m a k e r  and a l s o  an a n a l y s i s  o f  the  

e f f e c t s  o f  w e l f a r e  payments on t h e  d e c i s i o n  o f  w e l f a r e  mothers  t o  work.  

She a l s o  d i s c u s s e s  some o f  th e  i n s t i t u t i o n a l  q u e s t i o n s  o f  how v a r io u s  

w e l f a r e  p o l i c i e s  a f f e c t  t h e  d e c i s i o n  t o  work.  D u rb in ' s  id e a s  in  such 

m a t t e r s  as t h e  " o p p o r tu n i t y  c o s t s "  f a c i n g  w e l f a r e  c l i e n t s  were h e l p fu l  

i n  deve lop ing  a framework (C hap te r  4 o f  t h i s  s tu d y )  f o r  a n a ly z in g  th e  

f i n a n c i a l  i m p l i c a t i o n s  o f  t h e  work i n c e n t i v e .

S tu d ie s  o f  t h e  employment o f  m arr i ed  
women in  t h e  l a b o r  f o r c e

32 33S t u d ie s  have been made by Jacob M incer ,  Marvin K o s t e r s ,  , and

34Glenn Cain,  among o t h e r s ,  on th e  s u b j e c t  o f  t h e  p a r t i c i p a t i o n  r a t e s  

o f  m arr i ed  women in  th e  l a b o r  f o r c e .  The majo r  i s s u e  o f  t h e s e  s t u d i e s  

c e n t e r s  around th e  e f f e c t s  o f  c e r t a i n  v a r i a b l e s  - -  such as h u sband ' s  

income, r a c e ,  e d u c a t i o n ,  and th e  p re s e n c e  o f  c h i l d r e n  — on t h e  r a t e  

o f  l a b o r  f o r c e  p a r t i c i p a t i o n  o f  women. The r e s u l t s  o f  t h e s e  s t u d i e s  

would be p a r t i c u l a r l y  r e l e v a n t  f o r  a s tu d y  which a t tem p ted  t o  de te rm ine  

why some AFDC mothers work and o t h e r s  do n o t .  But ,  because  t h i s  s tu d y  

c o n s id e r s  AFDC employment r a t e s  and e a r n i n g s  f o r  t h e  w e l f a r e  c a s e lo a d
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g e n e r a l l y ,  in f o r m a t io n  on demographic v a r i a b l e s  and employment o f  

m arr ied  women who a r e  n o t  on w e l f a r e  i s  n o t  d i r e c t l y  r e l e v a n t .  The 

e f f e c t  o f  demographic v a r i a b l e s  on AFDC employment g e n e r a l l y  i s  accounted  

f o r  in  t h i s  s tudy  w i t h o u t  r e q u i r i n g  knowledge o f  t h e  employment e f f e c t  

o f  each.

T h e o r e t i c a l  work on wel f a r e  and 
emp!oyment

35In 1964,  Brehm and Saving made a s tudy  o f  t h e  demand f o r  funds 

from a p a r t i c u l a r  w e l f a r e  program c a l l e d  "genera l  a s s i s t a n c e . "  The 

s tudy  d id  n o t  cover  work o f  w e l f a r e  mothers  nor  even th e  AFDC program 

b u t  r a t h e r  covered a b r o a d e r  w e l f a r e  program in c l u d i n g  a l l  types  o f  

persons  and f a m i l i e s .  For t h e s e  r e a s o n s ,  th e  e m p i r i c a l  r e s u l t s  on th e  

demand f o r  w e l f a r e  payments a r e  n o t  p a r t i c u l a r l y  r e l e v a n t  t o  t h i s  t h e s i s .  

The s tudy  i s  ment ioned h e re  because  i t s  t h e o r e t i c a l  a n a l y s i s  i s  used as 

a usual  s t a r t i n g  p o i n t  f o r  work a p p ly ing  economic th e o ry  t o  t h e  s u b j e c t  

o f  w e l f a r e  and employment; i t  w i l l  be d i s c u s s e d  f u r t h e r  in  C hap te r  3.

The t h e o r e t i c a l  a n a l y s i s  in  t h e  Brehm-Saving paper  uses i n d i f 

f e r e n c e  cu rves  under  normal a s sum pt ions .  The c o n c lu s io n s  o b t a in e d  as 

a r e s u l t  o f  t h e  a n a l y s i s  a r e  n o t  as  im p o r ta n t  t o  t h i s  s tu d y  as i s  the  

in fo rm a t io n  ga ined  from look ing  a t  th e  mechanics o f  th e  a n a l y s i s  i t s e l f .  

S p e c i f i c a l l y ,  th e  e f f e c t  o f  w e l f a r e  payments and i n d i v i d u a l  p r e f e r e n c e s  

on th e  shape  o f  t h e  r e l e v a n t  budge t  l i n e s  can be viewed as t h e  c r i t i c a l  

v a r i a b l e  i n  t h e  t h e o r e t i c a l  a n a l y s i s  o f  w e l f a r e  programs and work.
OC 07

C h r i s to p h e r  Green and Michael Boskin developed  the  a n a l y s i s  

f u r t h e r  by showing how w e l f a r e  t a x e s  a f f e c t  th e  budget  l i n e s  and how, 

a ccord ing  t o  economic t h e o r y ,  t h i s  a f f e c t s  the  i n d i v i d u a l ' s  employment 

d e c i s i o n s .  G reen 's  a n a l y s i s  e x p l i c i t l y  s t a t e s  how, th rough  t h e
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t h e o r e t i c a l  i d e a s  o f  income and s u b s t i t u t i o n  e f f e c t s ,  changes in  t h e  

s i z e  o f  w e l f a r e  g r a n t s  and t h e  w e l f a r e  t a x  r a t e s  a f f e c t  d e c i s i o n s  on 

how much t ime w i l l  be s p e n t  on work.  The most im p o r t a n t  i n s i g h t s  drawn 

from G reen ' s  work f o r  purposes  o f  t h i s  t h e s i s  a r e  t h a t  i n c r e a s e s  

in  t h e  s i z e  o f  t h e  w e l f a r e  g r a n t  led  t o  an income e f f e c t  w hich ,  under 

normal t h e o r e t i c a l  a s su m p t io n s ,  means l e s s  work and t h a t  changing 

th e  w e l f a r e  t a x  (which t h e  work i n c e n t i v e  does)  produces  oppos ing 

income and s u b s t i t u t i o n  e f f e c t s  l e a d in g  t o  an ambiguous n e t  e f f e c t  on 

work.  Both o f  t h e s e  id e as  a r e  developed f u r t h e r  in  Chapte r  3 o f  t h i s  

t h e s i s  and a r e  used in  e x p l a i n i n g  the  expec ted  e f f e c t s  o f  th e  i n c e n t i v e .

B o s k in ' s  work was s i m i l a r  to  G reen ' s  b u t  e x p l a in e d  why i n c r e a s 

ing  w e l f a r e  g r a n t s  may, c o n t r a r y  t o  t h e o r y ,  a c t u a l l y  i n c r e a s e  t h e  amount 

o f  work done.  More money, Boskin p o in t s  o u t ,  may l e a d  t o  b e t t e r  d i e t s  

and b e t t e r  h e a l t h ;  t h i s  lo n g - ru n  inve s tm en t  i n  c h i l d r e n  may e v e n t u a l l y  

lead  t o  th e  i n c r e a s e d  work e f f o r t  o f  w e l f a r e  r e c i p i e n t s .  Of t h e s e  

f a c t o r s ,  h e a l t h  i s  t h e  on ly  one which we w i l l  e x p l i c i t l y  d i s c u s s  i n  t h i s  

t h e s i s  ( r e f e r  t o  C hap te r  5 ) .  The o th e r s  a r e  n o t  l i k e l y  t o  be o f  major  

im por tance  f o r  t h e  s h o r t - r u n  p e r io d  covered  by t h i s  s t u d y .

S tud i es  o f  high  t a x  r a t e s  on work

38S tu d ie s  such as th o se  by Break have observed  th e  e f f e c t  o f  high 

t a x  r a t e s  on t h e  employment o f  p r o f e s s i o n a l  males who a r e  n o t  on w e l f a r e .

B re a k ' s  c o n c lu s io n  i s  t h a t  f o r  th o s e  s t u d i e s ,  t h e r e  i s  l i t t l e  ev idence

39t h a t  h igh tax  r a t e s  cause  a d i s i n c e n t i v e  to  work. Converse ly  t h e n ,  

t h e r e  shou ld  be l i t t l e  e f f e c t  from r educ ing  a high  t a x  r a t e .  However, 

Break does no t  go to  t h e  extreme o f  s t a t i n g  t h a t  t h e r e  would be no d i s 

i n c e n t i v e  a t  a 100 p e r c e n t  t a x ,  which i s  what  w e l f a r e  mothers faced  

p r i o r  to  J u l y ,  1969. T h e r e f o r e ,  i t  does no t  shed  l i g h t  on what  would
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happen to  work i f  a 100 p e r c e n t  t a x  were reduced .  F u r the rm ore ,  i t  does 

n o t  c o n s i d e r  female  employment nor  employment where a minimum income i s  

gua ran teed  th rough  w e l f a r e  payments.  For t h e s e  r e a s o n s ,  t h e  s t u d i e s  on 

high t a x  r a t e s  and employment a r e  n o t  d i r e c t l y  a p p l i c a b l e  t o  t h i s  s tudy  

which c o n s id e r s  t h e  e f f e c t s  o f  work i n c e n t i v e s  f o r  mothers  who head 

w e l f a r e  f a m i l i e s .
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Chapter 2

A nalys i s  o f  t h e  F in a n c ia l  Im p l ica t i o n s  
o f  t h e  Work I n c e n t i v e

The work i n c e n t i v e  a l lows w e l f a r e  mothers  t o  supp lement t h e i r  

w e l f a r e  g r a n t s  by working f o r  wages;  i . e . ,  t h e  w e l f a r e  g r a n t  i s  no 

l o n g e r  reduced on a one t o  one b a s i s  as  e a r n i n g s  i n c r e a s e .  This  means 

t h a t ,  g iven  t h e  p r o v i s i o n s  o f  t h e  1967 Amendments t o  t h e  S o c ia l  S e c u r i t y  

A c t ,  t h e  e f f e c t i v e  wage r a t e  ( d e f in e d  h e re  i n  terms o f  changes i n  d i s 

p o s ab le  income) f a c i n g  AFDC mothers  went  from zero  to  about  o n e - t h i r d  

o f  t h e  g ro ss  wage over  t h e  r e l e v a n t  r ange .  The q u e s t i o n  o f  what  e f f e c t  

th e  i n c e n t i v e  w i l l  have on AFDC employment and e a rn in g s  can be viewed 

as a problem o f  de te rm in ing  th e  e f f e c t  which a r i s e  in  th e  wage r a t e s  

w i l l  have on AFDC employment. And th e  q u e s t i o n  o f  t h e  expec ted  e f f e c t  

o f  an i n c r e a s e d  wage r a t e  on work can be answered ,  in  p a r t ,  by us ing  

t r a d i t i o n a l  economic a n a l y s i s ;  b u t  t h e  work i n c e n t i v e  may a f f e c t  AFDC 

employment and e a rn in g s  i n  an i n d i r e c t  manner,  n o t  covered by t r a d i t i o n a l  

a n a l y s i s .

As we w i l l  s ee  in  t h i s  c h a p t e r ,  t h e  m o t h e r ' s  a b i l i t y  t o  ea rn  

enough to  be fo rc e d  o f f  w e l f a r e  f a l l s  d r a s t i c a l l y  when th e  work i n c e n 

t i v e  i s  e s t a b l i s h e d .  The work i n c e n t i v e  a l s o  i n c r e a s e s  t h e  f i n a n c i a l  

c o s t s  o f  l e av in g  w e l f a r e  and,  c o n s e q u e n t ly ,  i n c r e a s e s  t h e  o p p o r t u n i t y  

c o s t s  to  those  no t  a l r e a d y  on w e l f a r e .  T h e re fo re  t h e  work i n c e n t i v e  

p ro v id e s  AFDC mothers  a new f i n a n c i a l  g a in  from work,  which may cause  

more employment and h ig h e r  e a r n i n g s .  We can c a l l  changes i n  AFDC 

employment, caused by t h i s  d i r e c t  encouragement  to  work,  t h e  pr im ary

27
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e f f e c t  o f  t h e  i n c e n t i v e .

But t h e  work i n c e n t i v e  changes  t h e  f i n a n c i a l  a l t e r n a t i v e s  f a c i n g  

t h e  mother  i n  a way which te n d s  t o  d e c r e a s e  t h e  number o f  f a m i l i e s  

l e a v in g  AFDC and t o  i n c r e a s e  th e  number e n t e r i n g  AFDC. The i n c e n t i v e ' s  

e f f e c t  on t h e  f low o f  mothers  i n t o  and o u t  o f  t h e  AFDC program may a l s o  

change AFDC employment r a t e s  and e a r n i n g s  o f  th e  c a s e l o a d  g e n e r a l l y .

We w i l l  c a l l  t h e  change i n  AFDC employment, due t o  t h i s  a l t e r e d  f low 

o f  mothers th rough  AFDC, t h e  secondary  e f f e c t  o f  t h e  i n c e n t i v e .

The p r im ary  and secondary  e f f e c t s  o f  t h e  work i n c e n t i v e  a r e  t h e  

s u b j e c t  o f  t h i s  c h a p t e r .  The pr im ary  e f f e c t s  a r e  d i s c u s s e d  b r i e f l y ,  

us ing  t r a d i t i o n a l  economic a n a l y s i s .  We w i l l  d i s c u s s  t h e  secondary  

e f f e c t s  by u s in g  examples ;  we w i l l  s ee  how t h e  i n c e n t i v e  changed t h e  

f i n a n c i a l  a l t e r n a t i v e s  f a c i n g  mothers - -  bo th  on and o f f  w e l f a r e  - -  who 

head f a m i l i e s .  The s u b j e c t  o f  work expenses  i s  so im p o r t a n t  t o  t h e s e  

f i n a n c i a l  a l t e r n a t i v e s  t h a t  a s e p a r a t e  s e c t i o n  o f  t h i s  c h a p t e r  i s  

devoted  t o  i t .  Some o f  t h e  em p i r i c a l  r e s u l t s  o f  t h i s  s tu d y  a r e  p r e 

s e n t e d  t h e r e  i n  o r d e r  t o  d e m o n s t r a te  how im p o r t a n t  t h e s e  expenses 

r e a l l y  a r e .  The c h a p t e r  i s  concluded  with  an a n a l y s i s  o f  t h e  i m p l i 

c a t i o n s  o f  t h e  work i n c e n t i v e  f o r  AFDC e a r n i n g s  and w e l f a r e  c o s t s .

The Primary  Employment E f f e c t  
o f  t h e  I n c e n t i v e

T r a d i t i o n a l  economic a n a l y s i s  o f  t h e  e f f e c t  o f  i n c r e a s e d  wages 

on hours  worked l e a d s  t o  an ambiguous c o n c l u s i o n .  The h i g h e r  wage r a t e s  

i n c r e a s e  t h e  p r i c e  o f  l e i s u r e  in  terms o f  e f f o r t  made t o  ga in  income; 

and t h e r e f o r e ,  t h e  consumpt ion o f  goods o b t a in e d  th rough  work i s  s u b 

s t i t u t e d  f o r  t h e  consumption o f  l e i s u r e .  Hours o f  work tend  t o  i n c r e a s e  

because  o f  t h i s  s u b s t i t u t i o n .  At th e  same t i m e ,  however,  t h e  h ig h e r



29

wage i n c r e a s e s  t o t a l  income which t e n d s  to  i n c r e a s e  t h e  consumption 

o f  a l l  "normal" goods ,  i n c l u d i n g ,  under  usual  a s s u m p t io n s ,  l e i s u r e .

The n e t  e f f e c t  o f  t h e s e  two opposing  t e n d e n c i e s  i s  n o t  known 

a p r i o r i ; t h i s  depends on t h e  r e l a t i v e  p r e f e r e n c e  f o r  income and l e i s u r e .  

One could  a rgue  t h a t  t h e  smal l  incomes o f  AFDC f a m i l i e s ,  i n  c o n t r a s t  

t o  t h e  l a r g e  consumption o f  l e i s u r e  ( t im e  s p e n t  in  non-wage producing  

a c t i v i t i e s ^ ) ,  would c r e a t e  a s t r o n g  r e l a t i v e  p r e f e r e n c e  f o r  income.

In t h i s  c a s e ,  t h e  i n c e n t i v e  would be expec ted  to  cause  more hours o f  

work.

We can ,  however,  make a s t r o n g e r  case  t h a t  t h e  work i n c e n t i v e  

w i l l  i n c r e a s e  employment f o r  t h e  AFDC c a s e l o a d  g e n e r a l l y .  Most AFDC 

mothers were no t  employed a t  th e  s t a r t  o f  t h e  i n c e n t i v e  program. The 

r i s e  in  wage r a t e s  ( i . e . ,  v i a  lower " w e l f a r e  t a x " )  f o r  most ,  t h e r e f o r e ,  

would r a i s e  t h e  e f f o r t  p r i c e  o f  l e i s u r e  b u t ,  because  they  a r e  not  

employed,  would n o t  i n c r e a s e  t h e i r  income; so  t h e r e  i s  no income e f f e c t .  

Th is  e l i m i n a t e s  t h e  t h e o r e t i c a l  r a t i o n a l e  f o r  t h e  i d e a  t h a t  h i g h e r  

wages cause l e s s  hours  worked.  A c c o rd in g ly ,  t h e  h ig h e r  wages w i l l  

cause  an unambiguous tendency  toward more hours  o f  work f o r  th o s e  

mothers  who were n o t  employed.  S ince  app ro x im a te ly  90 p e r c e n t  o f  t h e  

mothers  on AFDC were n o t  employed a t  t h e  i n c e p t i o n  o f  th e  i n c e n t i v e  

program, t h a t  program, i n  t h e o r y ,  p ro v id e s  an unambiguous tendency f o r  

most  AFDC mothers t o  i n c r e a s e  t h e  number o f  hours  in  wage paying 

employment.

The r e s u l t s  o f  t h e  a n a l y s i s  imply t h a t  t h e  work i n c e n t i v e  w i l l  

p ro v id e  a tendency  f o r  t h e  employment r a t e s  o f  th e  AFDC c a s e s  as a 

whole t o  i n c r e a s e .
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The Secondary  Employment E f f e c t  
o f  t h e  I n c e n t i v e

In t h i s  s e c t i o n ,  t h e  i n c e n t i v e ' s  e f f e c t  on t h e  f i n a n c i a l  gain  

from employment i s  compared t o  i t s  e f f e c t  on i n c r e a s e d  t o t a l  income 

( i n c l u d i n g  w e l f a r e  payments and wage s u p p le m e n ts ) ,  i n c r e a s e d  c o s t s  o f  

l e a v in g  w e l f a r e ,  and t h e  r e s u l t i n g  i n c r e a s e d  o p p o r t u n i t y  c o s t  o f  s t a y i n g  

o u t  o f  t h e  w e l f a r e  program. The s u b j e c t  o f  work expenses  i s  e s s e n t i a l  

t o  t h i s  s e c t i o n ;  t h e r e f o r e ,  e m p i r i c a l  ev idence  developed  by t h i s  s tudy  

i s  p r e s e n t e d  h e r e  r a t h e r  than  l a t e r  in  t h e  t h e s i s .

A na lys i s  o f  AFDC m o th e r s '  f i n a n c i a l  
ga in  from work

What i s  a w e l f a r e  m o t h e r ' s  n e t  f i n a n c i a l  g a in  ( i n c r e a s e  in  

spendab le  income) from working under  t h e  work i n c e n t i v e  program? The 

b e n e f i t  from work i s  h e r  g ro s s  e a r n i n g s .  The c o s t  o f  employment i s  

t h e  w e l f a r e  t a x  ( r e d u c t i o n  i n  t h e  w e l f a r e  g r a n t  caused by t h e  e a r n i n g s ) .  

The monthly ga in  to  employment w i th  t h e  work i n c e n t i v e  — as s p e c i f i e d  

in  Department o f  H e a l t h ,  Educa t ion  and Welfare  r e g u l a t i o n s 2 - -  i s  

t h i r t y  d o l l a r s  p lu s  o n e - t h i r d  t h e  remain ing monthly income r e g a r d l e s s  

o f  work expenses .  Work expenses  can be c o n s id e re d  i r r e l e v a n t  t o  th e  

mother f o r  most e a rn in g s  l e v e l s .  The reason  i s  t h a t  t h e  w e l f a r e  t a x  

r e f l e c t s  work expenses .  That  i s ,  t h e  AFDC f a m i l y ' s  g r a n t  i s  reduced 

by th e  amount t h a t  e a r n i n g s  exceed t h e  f i r s t  t h i r t y  d o l l a r s  p e r  month 

p lus  o n e - t h i r d  o f  t h e  remain ing  e a r n i n g s  p lus  a l l  work e x p en s es .  I f  

work expenses  i n c r e a s e ,  t h e  AFDC r e c i p i e n t  l o s e s  n o th in g .  (The 

in c r e a s e d  work expenses  do ,  however,  cause  a d e c r e a s e  i n  t h e  g r a n t  

r e d u c t i o n ,  o r — looked a t  a n o t h e r  w a y - - a n  i n c r e a s e  i n  t h e  c o s t  o f  

w e l f a r e  t o  t a x p a y e r s . )  In s i m p l i f i e d  form, t h e n ,  t h e  n e t  f i n a n c i a l
O '

g a in  from employment e q u a l s  twenty  d o l l a r s  p lu s  o n e - t h i r d  o f  e a r n i n g s .



Examples o f  t h e  ga in  i n  s p en d ab le  income t o  AFDC mothers  f o r  

e a r n i n g s  from $100 t o  $600 p e r  month a r e  shown in  Tab le 2 . 1 .

Tab le  2.1

AFDC R e c i p i e n t ' s  F in a n c ia l  
Gain from Employment (with  t h e  Work I n c e n t i v e )

Monthly e a rn in g s  
from work $100 $200 $300 $400 $500 $600

Monthly f i n a n c i a l  
g a in  from 
worki ng

$53 $86 $120 $153 $186 $220

The f i g u r e s  in  t h e  t a b l e  app ly  t o  a l l  f am i ly  s i z e s .  A mother  o f  a 

f am i ly  o f  one ,  o r  t e n ,  who e a rn s  $300 has $120 more d i s p o s a b l e  income 

f o r  h e r  f a m i ly .  I t  f o l l o w s  t h a t  t h e  same i n c r e a s e  in  spendab le  income 

from t h e  g iven  l e v e l  o f  e a rn in g s  r e s u l t s  in  d i f f e r e n t  p e r  c a p i t a  ga in s  

to  d i f f e r e n t  s i z e d  f a m i l i e s .  Such d i f f e r e n c e s  may well  a f f e c t  t h e  

manner i n  which mothers o f  d i f f e r e n t  s i z e d  f a m i l i e s  respond to  t h e  

work i n c e n t i v e .

From Table  2 .1 ,  i t  i s  e v i d e n t  t h a t  even w i th  t h e  work i n c e n t i v e  

t h e r e  i s  a high  w e l f a r e  t a x  r a t e  which t r a n s fo rm s  even r e l a t i v e l y  

high e a rn in g s  l e v e l s  i n t o  r e l a t i v e l y  smal l  i n c r e a s e s  in  d i s p o s a b l e  

incomes. To th e  e x t e n t ,  however,  t h a t  a working mother  r e c e i v e s  

c e r t a i n  f r i n g e  b e n e f i t s  from work,  such as l i f e  i n s u r a n c e  o r  a r e t i r e 

ment p l a n ,  o r  to  t h e  e x t e n t  t h a t  she  r e c e i v e s  nonpecuniary  rewards 

from employment, t h e  d a t a  i n  Table 2.1 u n d e r s t a t e  t h e  m o t h e r ' s  t o t a l  

ga in  from working .  A lso ,  t o  t h e  e x t e n t  t h a t  work expenses claimed by 

th e  mother  a r e  h i g h e r  than  a c t u a l ,  t h e  t a b l e  a l s o  u n d e r s t a t e s  t h e
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m o t h e r ' s  ga in  and v i c e  v e r s a .

Taxes can be used as an example o f  how t h i s  works.  The t r e a t 

ment o f  exemptions f o r  t a x  purposes  under  t h e  p r o v i s i o n s  o f  t h e  work 

i n c e n t i v e  i s  s u f f i c i e n t l y  ambiguous to  a l low mothers  t o  c la im  fewer 

dependents  than  th e  maximum a l lo w a b le  under  f e d e r a l  t a x  law f o r  t a x  

w i th h o ld in g  pu rposes .  This  means t h a t  more t a x e s - - w h i c h  a r e  work 

expenses — a r e  deducted  from th e  g ro s s  pay b u t  wi t h o u t  e f f e c t  on th e  

n e t  income o f  t h e  AFDC fa m i ly .  When th e  mother  f i l e s  h e r  income 

t a x  r e t u r n ,  a l l  dependents  can be c l a im e d ,  n e t t i n g  a ga in  in  t h e  form 

o f  a t a x  r e fu n d .  In t h i s  way t h e  mother  can t u r n  a work expense 

i n t o  a f i n a n c i a l  ga in  which i s  in  excess  o f  t h a t  shown i n  Table 2 .1 .

Maximum g ro s s  e a rn in g s  c o i n c i d e n t  
w i th  c o n t inued  AFDC e l i g i b i l i t y

Both b e f o r e  and a f t e r  t h e  e s t a b l i s h m e n t  o f  t h e  work i n c e n t i v e ,  

t h e  AFDC fam i ly  l o s t  i t s  e l i g i b i l i t y  f o r  w e l f a r e  when t h e  m o th e r ' s  

e a rn in g s  became high enough f o r  t h e  w e l f a r e  t a x  to  equal  t h e  w e l f a r e  

g r a n t  ( t h e  amount o f  money given t o  t h e  fam i ly  th rough  AFDC). P r i o r  

t o  t h e  work i n c e n t i v e ,  t h i s  o c c u r r e d  when g ross  e a rn in g s  minus work 

expenses e q u a l l e d  t h e  n o n -w e l fa re  g r a n t  because t h e  w e l f a r e  g r a n t  was 

reduced on a d o l l a r  f o r  d o l l a r  b a s i s  w i th  changes in  n e t  e a r n i n g s .

The s i z e  o f  t h e  w e l f a r e  g r a n t ,  o r  b a s i c  need s t a n d a r d ,  i s  

a d m i n i s t r a t i v e l y  de te rm ined  by each s t a t e  and v a r i e s  p r i m a r i l y  w ith  

f a m i ly  s i z e .  The main components o f  t h e  b a s i c  need s t a n d a r d  i n c lu d e  

money f o r  food ,  c l o t h i n g ,  and r e n t .  While most medical  expenses  o f  

AFDC r e c i p i e n t s  a r e  t y p i c a l l y  pa id  by th e  r e s p e c t i v e  governments ,  they  

a r e  n o t  c o n s id e r e d  p a r t  o f  t h e  AFDC g r a n t .  In o t h e r  words ,  an AFDC 

fam i ly  o f  f o u r  might  r e c e i v e  a money g r a n t  o f  t h r e e  hundred d o l l a r s
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p e r  month and,  in  a d d i t i o n ,  r e c e i v e  f i v e  hundred d o l l a r s  wor th o f  

medical  c a r e .  Tha t  f a m i l y ' s  g r a n t  i s  s t i l l  t h r e e  hundred d o l l a r s .

Under t h e  work i n c e n t i v e ,  t h e  AFDC fam i ly  c o n t in u e s  to  remain 

e l i g i b l e  f o r  w e l f a r e  u n t i l  t h e  w e l f a r e  g r a n t  e qua l s  z e r o . ^  The only  

change ,  as  a r e s u l t  o f  t h e  work i n c e n t i v e ,  i s  t h e  r a t e  a t  which th e  

g r a n t  i s  reduced  in  re sponse  t o  i n c r e a s e d  e a r n i n g s .

The AFDC w e l f a r e  g r a n t  w i l l  be reduced t o  ze ro  when th e  g r a n t  

r e d u c t io n  — caused  by th e  w e l f a r e  t a x  n e t  o f  work expenses  — equa ls  

t h e  r e c i p i e n t ' s  i n i t i a l ,  non-work AFDC g r a n t .  The p rece d in g  d i s c u s s i o n  

o f  Tab le 2.1 has shown t h a t  f o r  each d o l l a r  earned  t h e  r e c i p i e n t  

r e c e i v e s  a bou t  t h i r t y - t h r e e  c e n t s  a d d i t i o n a l  d i s p o s a b l e  income. But 

t h e  remain ing  s i x t y - s e v e n  c en t s  does n o t  go e n t i r e l y  toward reduc ing  

t h e  AFDC g r a n t  because  th e  f i n a l  g r a n t  r e d u c t i o n  i s  th e  67 p e r c e n t  

t a x  minus work expenses .  T h e r e f o re ,  i n  o r d e r  t o  de te rm ine  t h e  e a rn in g s  

l e v e l  a t  which t h e  g r a n t  w i l l  equal  z e r o ,  o r  t h e  maximum g ross  e a rn in g s  

which a r e  p o s s i b l e  w h i l e  th e  mother  i s  on w e l f a r e ,  some e s t i m a t e  o f  work 

expenses  must be made.

E s t im a t io n  o f  AFDC work expenses

D iscuss ions  o f  n e g a t iv e  income t a x  p la ns  and work i n c e n t i v e s  o f t e n  

ig n o re  o r  minimize th e  im por tance  o f  work expenses .  In t h e  1967 Soc ia l  

S e c u r i t y  Act Amendment e s t a b l i s h i n g  t h e  AFDC work i n c e n t i v e ,  work 

expenses  were ambiguously d i s c u s s e d .  This  i s  one more i n d i c a t i o n  o f  

how l i t t l e  im por tance  many pe rsons  a s s i g n  t o  t h e  work expense i s s u e  

when d e a l in g  w i th  f i n a n c i a l  i n c e n t i v e s .

According  to  Michigan r e g u l a t i o n s ,  cover ing  t h e  J u l y ,  1969 -  J u l y ,  

1970 p e r i o d ,  t h e  a c t u a l  r e p o r t e d  work expenses  f o r  women AFDC r e c i p i e n t s  

shou ld  be twenty d o l l a r s  p e r  month f o r  m i sc e l l a n e o u s  expenses  such as
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c o s m e t ic s ,  p lus  an amount equal  t o :  (1)  b u s in e s s  ex p en s es ,  such as t h e  

c o s t  o f  t o o l s ,  s p e c i a l  c l o t h i n g ,  o r  un i fo rm s ;  (2)  t r a n s p o r t a t i o n ;  (3)  

t r a i n i n g  expenses where r e q u i r e d  by t h e  em ployer ;  (4) FICA t a x ;  (5)  

income t a x  w i th h e ld ;  (6) mandatory p a y r o l l  d e d u c t io n s  such as r e t i r e 

ment fu n d s ,  union d u es ,  and group in s u r a n c e  p l a n s ;  (7)  c o u r t - o r d e r e d  

payments such as wage g a rn ishm en ts .  The twen ty  d o l l a r s  f o r  m i s c e l 

laneous  expenses i s  t h e  same as i t  was b e f o r e  t h e  work i n c e n t i v e .  Chi ld  

c a r e  i s  n o t  co n s id e re d  an employment expense im media te ly  p r i o r  t o  and 

a f t e r  t h e  i n c e n t i v e  program because  i t  i s  p a i d  by th e  S t a t e  o f  Michigan 

in  both c a s e s .

The f i g u r e s  o b t a in e d  in  t h i s  s tu d y  from samples o f  employed AFDC 

mothers  i n d i c a t e  t h a t  work expenses  a r e  very  l a r g e  in  p r o p o r t i o n  to  

e a r n i n g s .  Table 2 .2  shows th e  p e r c e n t  o f  g ro s s  e a rn in g s  accounted  

f o r  by work expenses  f o r  t h e  sample o f  women who head Michigan AFDC 

househo lds .

The r e p o r t e d  expenses  o f  employment remain remarkably  s t a b l e  

as a p o r t i o n  o f  g ro s s  e a r n i n g s .  Work expenses  a r e  roughly  25 p e r c e n t  

t o  31 p e r c e n t  o f  e a r n i n g s  f o r  ea rn in g s  between $150 and $500 p e r  m on th .5

The im por tance  o f  exem pting ,  from th e  w e l f a r e  t a x ,  an amount o f  

e a rn in g s  equal  to  o r  n e a r  100 p e r c e n t  o f  work expenses becomes 

a p p a re n t  from th e s e  f i g u r e s .  I f  a s t a t e  o r  t h e  f e d e r a l  government were 

to  p u t  a c e i l i n g  on the  amount o f  a l lo w a b le  work ex p en s es ,  t h e  marginal  

t a x  r a t e  on e a rn in g s  ( w e l f a r e  t a x  p lus  work expenses  such as f e d e r a l  

income t a x )  would approach 100 p e r c e n t  o f  e a r n i n g s  whenever work expenses 

exceeded th e  maximum a l lo w a b le .  For example,  i f  a $40 p e r  month 

c e i l i n g  were p laced  on work e x p e n s e s , 6 then,  a cco rd ing  t o  t h e  f i g u r e s  

in  Table 2 . 2 , AFDC r e c i p i e n t s  e a rn in g  in  excess  o f  $151 p e r  month would,
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Table 2.2

Work Expenses as a Percent of Gross Earnings3

Earnings 
(gross per month)

Estimated work expenses 
range as a percent of 

gross earnings

Average work 
expense in dollars 

per month^

$100-150 27-41% $41.00

$151-200 26-34% $52.00

$201-250 26-32% $64.00

$251-300 25-30% $74.00

$301-350 27-32% $95.00

$351-400 26-31% $106.00

$401-450 26-29% $117.00

$451-500 26-29% $129.00

a Sample size: 1,139, which includes all the sample cases with 
earnings in the July 1970 sample of female-headed AFDC house
holds .

k These figures are net of child care costs which are paid by 
the State.

Source: Data obtained from records of the Michigan Department
of Social Services .
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on t h e  a v e ra g e ,  pay a l l  added work expenses  o u t  o f  non-exempt e a r n i n g s .  

Suppose t h a t  a w e l f a r e  mother  who i s  e a r n i n g  more than  $151 p e r  month 

t a k e s  a d d i t i o n a l  employment which i n c r e a s e s  h e r  g ros s  income by $100 

pe r  month. Out o f  t h e  a d d i t i o n a l  one hundred d o l l a r s  o f  g ross  monthly 

e a r n i n g s ,  she would pay a s i x t y - s e v e n  d o l l a r  w e l f a r e  t a x ,  p lus  about  

t w e n t y - f i v e  d o l l a r s  f o r  added work e x p e n s e s ,  l e a v in g  h e r  on ly  a n e t  

i n c r e a s e  o f  e i g h t  d o l l a r s .  The t o t a l  amount k ep t  by t h e  fam i ly  o u t  o f  

th e  added one hundred d o l l a r s  o f  g ros s  e a r n i n g s  i s  e i g h t  d o l l a r s .  This 

can h a r d ly  be c o n s id e r e d  a s u b s t a n t i a l  improvement from th e  pre-work 

i n c e n t i v e  p e r io d .

The p o l i c y  i m p l i c a t i o n s  a r e  c l e a r .  Any c e i l i n g  on expenses  o f  

employment - -  such as  t h a t  in c lu d e d  i n  t h e  w e l f a r e  re form Family 

A s s i s t a n c e  P lan  proposed  by P r e s i d e n t  Nixon - -  shou ld  be imposed on ly  

wi th  t h e  f u l l  r e a l i z a t i o n  t h a t  i t  cou ld  d e s t r o y  t h e  marg ina l  f i n a n c i a l  

work i n c e n t i v e .

C a l c u l a t i o n s  o f  maximum e a r n i n g s  p o s s i b l e  
w h i le  e l i g i b l e  f o r  AFDC

Using d a t a  from J u l y ,  1969 t o  J u l y ,  1970 and assuming work expenses 

to  be 25 p e r c e n t  o f  g ro s s  e a r n i n g s  p lu s  a twenty d o l l a r  m i sc e l l an eo u s  

expense ,  we can e s t i m a t e  th e  maximum amount o f  g ross  e a r n i n g s  which 

Michigan AFDC f a m i l i e s  o f  v a r io u s  s i z e s  cou ld  have ea rne d  w h i le  

remaining e l i g i b l e  f o r  w e l f a r e .  Tab le 2 .3  shows th e  e s t i m a t e d  maximum 

e a rn in g s  p o s s i b l e  both  w i th  and w i t h o u t  t h e  work i n c e n t i v e .

The f i g u r e s  in  Tab le  2 .3  s u g g e s t  t h a t  i t  i s  u n l i k e l y  t h a t  many 

AFDC r e c i p i e n t s  would be a b l e  t o  o b t a i n  j o b s  with  e a r n i n g s  high enough 

to  f o r c e  them o f f  AFDC, e i t h e r  w i th  o r  w i th o u t  th e  work i n c e n t i v e .
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Table 2,3

Maximum Gross Earnings Possible while on AFDC, 
for the 69-70 Fiscal Year3

Number of 
recipients in 
family

2 3 4 5 6 7 8 9 10

Dollar amount 
of the initial 
(i. e . non-work)

. Dgrant
$182 221 261 299 339 376 413 450 487

Pre-work
incentive $269 321 375 425 479 528 577 627 676

With work 
incentive $481 574 669 760 855 943 1,031 1,119 1,207

a The table shows for each case that earnings level for which the wel
fare tax equals the non-work AFDC grant. The welfare tax is equal to 
all income less work expenses (.25 of income + $20) without the work in
centive and all income less $30 plus one-third of earnings in excess 
of $30 plus all work expenses.

k The grant levels are averages for the Michigan program. In actuality, 
they may vary for families of the same size. The grant estimates 
include an $88 per month imputed rental allowance.
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Under th e  work i n c e n t i v e ,  however,  i t  becomes v i r t u a l l y  im p o ss ib le  

f o r  l a r g e r  f a m i l i e s  t o  e a r n  t h e i r  way o f f  AFDC. This  i s  expec ted  

to  cause  a d e c re a se  in  t h e  number o f  f a m i l i e s  l e a v in g  w e l f a r e  which 

could  a f f e c t  AFDC employment r a t e s .

The f i n a n c i a l  c o s t  o f  l e a v in g  AFDC

The f i n a n c i a l  c o s t  o f  l e a v in g  AFDC i s  s imply  t h e  sum t o t a l  o f  

th e  w e l f a r e  b e n e f i t s  which a r e  l o s t .  The most obvious  c o s t  i s  th e  

l o s s  o f  w ha teve r  w e l f a r e  g r a n t  t h e  r e c i p i e n t  r e c e i v e s .  There a r e ,  

moreover,  t h r e e  o t h e r  im p o r ta n t  c o s t s :  t h e  l o s s  o f  f r e e  c h i l d  c a r e

f o r  th o s e  who work,  medical  a s s i s t a n c e  which i s  p rov ided  by th e  

Medicaid program, and th e  Food Stamp bonus7  Although in  c e r t a i n  

i n s t a n c e s  ( e . g . ,  a l a r g e  number o f  c h i l d r e n  r e c e i v i n g  c h i l d  c a r e  o r  

e x t re m e ly  h igh medical  expenses )  a fam i ly  cou ld  s t i l l  r e c e i v e  a 

p o r t i o n  o f  t h e s e  s e r v i c e s ,  th e  d o l l a r  v a lu e  o f  t h e  s e r v i c e s  l o s t  i s
O

s u b s t a n t i a l .

The e x a c t  amount depends on such f a c t o r s  as  t h e  number o f  c h i l d r e n  

in  t h e  AFDC fa m i ly ,  th e  number who r e c e i v e  c h i l d  c a r e ,  t h e  amount o f  

such c a r e  th e y  r e c e i v e ,  and th e  e x t e n t  t o  which fam i ly  members u t i l i z e  

Medicaid s e r v i c e s .  For purposes  o f  o b t a i n i n g  an i d e a  o f  th e  o rd e r s  

o f  magni tude  in v o lv e d ,  t h e  va lue  o f  a d d i t i o n a l  Medicaid s e r v i c e s  were
Q

e s t i m a t e d  t o  average  abou t  f i f t y  d o l l a r s  p e r  month 3 f o r  AFDC f a m i l i e s  

in  Michigan .  The va lue  o f  t h e  c h i l d  c a r e  s u b s id y  was c o n s e r v a t i v e l y  

e s t i m a t e d  t o  average  a bou t  f o u r  d o l l a r s  p e r  day f o r  t h e  f i r s t  c h i l d  

and two d o l l a r s  p e r  day f o r  each a d d i t i o n a l  c h i l d ,  t o t a l l i n g  roughly  

e i g h t y  d o l l a r s  p e r  month f o r  th e  f i r s t  and f o r t y  d o l l a r s  p e r  month 

f o r  each a d d i t i o n a l  c h i l d .  The Food Stamp bonus v a r i e s  by fam i ly  

s i z e .  A f a m i ly  o f  f o u r  would r e c e i v e  a bonus o f  f o r t y - s i x  d o l l a r s  p e r



39

month as o f  Februa ry ,  1970,  i f  th e y  took advan tage  o f  t h e  p r o g r a m . ^

Using th e s e  c o s t  e s t i m a t e s ,  a mother  o f  a f am i ly  o f  f o u r  w i th  

one c h i l d  who r e q u i r e d  c h i l d  c a r e ,  who l e f t  t h e  AFDC program a f t e r  

e a rn in g  enough t o  have a ze ro  d o l l a r  AFDC g r a n t  and t h e r e f o r e  l o s t  

Medica id ,  c h i l d  c a r e  payments,  and th e  Food Stamp bonus ,  would l o s e  

s e r v i c e s  wor th  about  $176 p e r  month. I f  t h e  mother  l e f t  AFDC w h i le  

e a rn in g  l e s s  th a n  th e  amount which would reduce  h e r  AFDC g r a n t  t o  

z e r o ,  she would l o s e  t h e  v a lu e  o f  t h e  g r a n t  as  well  as  t h e  $176 pe r  

month.

A more im p o r ta n t  q u e s t i o n  p e r t a i n i n g  to  t h e  e f f e c t  o f  th e  i n c e n 

t i v e  on c a s e  openings and c l o s i n g s  i s :  what  would t h e  mother  have to  

e a rn  in  o r d e r  to  l e a v e  AFDC w i t h o u t  a f i n a n c i a l  l o s s ?  With o r  w i t h o u t  

th e  work i n c e n t i v e ,  t h e  AFDC fam i ly  would l o s e  t h e  same amount p e r  

month o f  added s e r v i c e s  i f  i t  l e f t  t h e  w e l f a r e  r o l l s .  T h e r e f o r e ,  

e i t h e r  w i th  o r  w i t h o u t  t h e  i n c e n t i v e ,  a mother  o f  a fam i ly  o f  f o u r  who 

i s  e a rn in g  t h e  maximum a l lo w a b le  on AFDC ( z e ro  g r a n t )  must ea rn  an 

a d d i t i o n a l  n e t  income o f  $176 p e r  month t o  be a b l e  to  l e a v e  AFDC 

w i th o u t  a l o s s  in  income. Assuming work expenses  t o  be 25 p e r c e n t  o f  

e a r n i n g s ,  t h i s  means t h a t  75 p e r c e n t  o f  t h e  a d d i t i o n a l  g ro s s  e a rn in g s  

must amount to  a t  l e a s t  $176 p e r  month. In o t h e r  words,  t h e  fam i ly  

i n  t h i s  example must e a rn  $234 more than  t h e  maximum al lowed  p e r  month 

in  o r d e r  t o  l e a v e  AFDC w i th o u t  a f i n a n c i a l  l o s s .  This  same c a l c u l a t i o n  

was made f o r  o t h e r  fam i ly  s i z e s .  The ea rn in g s  a t  which f a m i l i e s  o f  

v a r io u s  s i z e s  a r e  fo r c e d  to  l e a v e  AFDC a r e  p r e s e n t e d  in  Tab le 2 .3 .

The a d d i t i o n a l  g ro s s  e a rn in g s  r e q u i r e d  t o  e n ab le  such f a m i l i e s  t o  l e a v e  

AFDC w i th o u t  f i n a n c i a l  l o s s  were then  added to  t h e  e a rn in g s  f i g u r e s  

in  Table 2 .3  to  produce Table  2 .4 .



Table 2 .4

Gross Earnings Necessary Before an AFDC Mother 
Can Leave AFDC Without Financial Lossa

Number of recipients 
in family 2 3 4 5 6 7 8 9 10

Pre-work
incentive $476 546 610 669 718 789 849 915 979

With work
incentive $688 799 904 1,004 1,103 1,204 1,303 1,407 1,510

a The cost of services lost by leaving welfare from the zero grant point is assumed at $50 per month 
per family for Medicaid, $80 per month for one child who requires day care, and an amount for the 
Food Stamp bonus. These figures are based on the assumption that work expenses amount to 25 percent 
of gross earnings over the entire earnings range. The figures, therefore, are the same as in Table 
2.3 plus 4/3 of a constant $130 (for child care and Medicaid) plus 4/3 of a Food Stamp bonus which 
changes with family size.



The c o n c l u s i o n  drawn from Table  2 . 4 ,  i n  c o n j u n c t io n  w i th

Hausman's s tu d y  and o u r  s t u d i e s  o f  Michigan AFDC e a rn in g s  r e p o r t e d

in  Chapte r  6 ,  i s  t h a t  a lm os t  no fem ale -headed  AFDC fam i ly  can work

i t s  way o f f  AFDC a t  ze ro  d o l l a r  c o s t  t o  i t s e l f .  In a d d i t i o n ,  t h e

f i g u r e s  i n  t h e  t a b l e  show t h a t  t h e  p r o b a b i l i t y  o f  c l o s i n g  because

t h e  mother o b t a i n s  employment i s  expec ted  to  f a l l  as  fam i ly  s i z e

i n c r e a s e s .  I t  i s ,  t h e r e f o r e ,  un re a s o n a b le  t o  e x p e c t  AFDC mothers  to

e a rn  t h e i r  way o f f  w e l f a r e  u n le s s  i t  i s  assumed t h a t  th e y  l i k e  be ing

l ?s e l f - s u f f i c i e n t  a t  a f i n a n c i a l  c o s t  t o  the m se lves .  I f  mothers  

c o n t in u e  t o  work t h e i r  way o f f  w e l f a r e  ( v o l u n t a r i l y  l e av e ) ,  i t  would 

i n d i c a t e  a s t r o n g  d e s i r e  t o  be s e l f - s u p p o r t i n g .

But,  as  we i n d i c a t e d  e a r l i e r ,  i t  i s  expec ted  t h a t  t h e  h ig h e r

e a rn in g s  a l lowed f o r  AFDC r e c i p i e n t s  and th e  high  c o s t  o f  l e a v in g  

w e l f a r e  w i l l  d e c r e a s e  th e  number o f  f a m i l i e s  l e a v in g  w e l f a r e  when they  

f i n d  j o b s .  I f  r e c i p i e n t s  work w h i l e  remain ing  on AFDC, t h e  employment 

r a t e  g e n e r a l l y  w i l l  r i s e .  This  must  be accounted  f o r  i n  e m p i r i c a l  

e s t i m a t e s  o f  t h e  employment e f f e c t s  o f  t h e  i n c e n t i v e .

I n c e n t i v e  t o  e n t e r  t h e  AFDC program

The changes b rough t  about  by the  AFDC work i n c e n t i v e  have s i g n i 

f i c a n t  i m p l i c a t i o n s  f o r  t h e  low-income p o p u la t i o n  which i s  n o t  c u r r e n t l y

a p a r t  o f  t h e  AFDC program; by a t t e m p t in g  t o  make work more a t t r a c t i v e

to  AFDC r e c i p i e n t s ,  t h e  program a l s o  has made AFDC more a t t r a c t i v e  to  

the  working poor .

The f i n a n c i a l  i n c e n t i v e  to  e n t e r  t h e  AFDC program i s  equal  to  

th e  f i n a n c i a l  cos t ,  o f  l e a v in g  AFDC. The magni tude  o f  th e  f i n a n c i a l  

i n c e n t i v e  t o  e n t e r  t h e  AFDC program i s ,  t h e r e f o r e ,  d i f f i c u l t  t o
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de te rm ine  f o r  t h e  same reasons  t h a t  t h e  f i n a n c i a l  c o s t s  of  le av ing  

AFDC a r e  d i f f i c u l t  t o  de te rm ine .  Some poor  f a m i l i e s  which a r e  no t  

on AFDC a r e  e l i g i b l e  f o r  o t h e r  and v a r i e d  forms o f  a s s i s t a n c e .  The 

most im p o r ta n t  a s s i s t a n c e  in  Michigan f o r  t h e s e  non-AFDC poor  f a m i l i e s  

i s  p a r t i a l l y  o r  t o t a l l y  s u b s i d i z e d  c h i l d  c a r e  and some Group I I  

Medica id s e r v i c e s .  This  poses  problems f o r  e s t i m a t i n g  t h e  v a l u e  o f  

t h e  f i n a n c i a l  i n c e n t i v e  t o  e n t e r  AFDC. D es p i te  t h e s e  p rob lem s ,  an 

a t t e m p t  was made, u s in g  c e r t a i n  s i m p l i f y i n g  a s s u m p t io n s ,  t o  d e r iv e  

some rough e s t i m a t e s  o f  th e  f i n a n c i a l  i n c e n t i v e  to  p a r t i c i p a t e  in  

t h e  w e l f a r e  program. Only s i n g l e  p a r e n t  f em ale -headed  households  

were chosed f o r  comparison.  A lso ,  t h e  assumption  was made t h a t  the  

m o t h e r ' s  g ro s s  e a r n i n g s  a r e  t h e  same w he the r  o r  n o t  she  i s  in  th e  

AFDC program.

I f  t h e  f a m i ly  was in  t h e  AFDC program,  i t  would r e c e iv e  a d i s 

posab le  income equal  t o  th e  sum o f  t h e  non-work g r a n t  (Table 2 . 3 )  p lus  

th e  f i n a n c i a l  ga in  from working (Table  2 . 1 ) .  In a d d i t i o n ,  i t  can 

be assumed t h a t  th e  fam i ly  r e c e i v e s  f i f t y  d o l l a r s  p e r  month worth o f  

medical  e x p e n d i t u r e s ,  e i g h t y  d o l l a r s  p e r  month f o r  c h i l d  ca re  f o r  

one c h i l d ,  and a Food Stamp bonus.  I f  t h e  f a m i ly  was n o t  i n  t h e  AFDC 

program, i t  would r e c e i v e  on ly  i t s  g r o s s  e a r n i n g s  reduced by work 

e x p e n s e s ,  assumed t o  be 25 p e r c e n t  o f  g ro s s  e a r n i n g s .  Tab le  2 .5  

compares t h e s e  n e t  spendab le  income f i g u r e s  f o r  w e l f a r e  and non

w e l f a r e  mothers  w i th  g ro s s  ea rn in g s  o f  $300,  $400,  and $500 p e r  month. 

The f i g u r e s  i n  t h e  t a b l e  show th e  a c t u a l  d o l l a r  d i f f e r e n c e  between 

n e t  incomes due to  t h e  w e l f a r e  program.

From th e  t a b l e  i t  i s  c l e a r  t h a t  t h e  AFDC program,  i n c lu d in g  

t h e  work i n c e n t i v e  p r o v i s i o n  c r e a t e s  a l a r g e  f i n a n c i a l  i n c e n t i v e
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Table 2.5

Financial Incentive to Enter the AFDC Program

Income net of 
work expenses: 

on AFDCa

Income net of 
work expenses: 
not on AFDC

Financial 
gain from 

AFDC

Family of $300 $457c $225 $232
two monthly 
earnings*3 $400 490 300 190

$300 557 225 332
Family of 
four monthly $400 590 300 290
earnings

$500 623 375 248

$300 645 225 420
Family of 
six monthly $400 678 300 378
earnings

$500 711 375 336

This includes a Food Stamp bonus of $25, $46, and $56 used in these 
calculations for the family sizes 2, 4, 6 respectively. These are 
actual amounts in Michigan as of February 1970. It also includes 
amounts of $50 and $80 for Medicaid and child care.

k No comparison is made for earnings of $500 since a family of two 
with those earnings is ineligible for AFDC assistance.

c This figure is the sum of $182 welfare grant (from Table 2.3),
$120 work incentive (from Table 2.1), $80 child care, $50 Medicaid 
and $25 Food Stamp bonus.
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f o r  t h e  non-AFDC working poor  t o  a t t e m p t  to  e n t e r  AFDC. The i n c e n t i v e  

to  e n t e r  w e l f a r e  i s  g r e a t e r  f o r  l a r g e r  f a m i l i e s  b u t  d e c r e a s e s  as 

e a r n i n g s  i n c r e a s e ;  however,  i t  i s  l a r g e  a t  a l l  t h e  expec ted  e a rn in g s  

l e v e l s  shown i n  t h e  t a b l e .

The a c t u a l  i n c r e a s e  i n  new cases  caused  by t h i s  f i n a n c i a l  

i n c e n t i v e  depends n o t  on ly  on th e  d e s i r e  t o  become an AFDC r e c i p i e n t  

b u t  on th e  e f f e c t i v e n e s s  o f  th e  b a r r i e r s  s p e c i f i c a l l y  des igned  to  

reduce  such movement onto  w e l f a r e .  According to  t h e  1967 Socia l  

S e c u r i t y  Amendments, e l i g i b i l i t y  r equ i re m en ts  f o r  AFDC do n o t  change 

because  o f  t h e  work i n c e n t i v e .  This  means t h a t  i f  a n o n -w e l fa re  

f a m i ly  has e a r n i n g s  ( n e t  o f  work expenses )  which a r e  l a r g e r  than  

t h e  w e l f a r e  g r a n t  t h e  f a m i ly  would r e c e i v e  i f  i t  were on AFDC 

t h a t  fam i ly  i s  n o t  e l i g i b l e  f o r  AFDC. Once on AFDC, however,  the  

f a m i ly  can e a rn  th e  much g r e a t e r  amounts in  row 3 o f  Tab le  2 .3  and 

s t i l l  remain e l i g i b l e  f o r  AFDC b e n e f i t s .  The work i n c e n t i v e ,  t h e r e 

f o r e ,  p rov ides  an i n c e n t i v e  t o  reduce  e a r n i n g s  t e m p o r a r i l y  in  o r d e r  

to  become a w e l f a r e  r e c i p i e n t .

Not changing  e l i g i b i l i t y  r equ i rem en ts  a l s o  means t h a t  male 

headed households  a r e  f o r  t h e  most p a r t  p r ec lu d ed  from AFDC. Although 

t h e  AFDC program does i n c l u d e  some male-headed f a m i l i e s  under  th e  

p r o v i s i o n s  f o r  t h e  unemployed (AFDC-UP), e l i g i b i l i t y  r equ i rem en ts  

g e n e r a l l y  p l a c e  a s t r i n g e n t  b a r r i e r  to  e n t r y  t o  AFDC. This  can be 

overcome most  e f f e c t i v e l y  i f  t h e  f a t h e r  l e a v e s .

I f  t h e  r e s p o n s e  to  t h i s  i n c e n t i v e  i s  s i g n i f i c a n t ,  and i f  th e  

v a r io u s  e l i g i b i l i t y  b a r r i e r s  to  e n t r y  a r e  overcome o r  c i rcum ven ted ,  

t h e  r e s u l t  w i l l  be a s i g n i f i c a n t  i n c r e a s e  in  t h e  AFDC c a s e l o a d  s i z e .  

This  i n c r e a s e  can cause  a change i n  t h e  AFDC employment r a t e  which
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shou ld  be e m p i r i c a l l y  i s o l a t e d  from t h e  pr imary e f f e c t  o f  t h e  i n c e n t i v e  

d e s c r ib e d  above.  I f  th e  b a r r i e r s  t o  e n t r y  canno t  be overcome, a 

s e r i o u s  q u e s t i o n  o f  e q u i t y  i s  r a i s e d .  Fam i l ie s  on w e l f a r e  a r e  c l e a r l y  

t r e a t e d  b e t t e r  than  th o s e  which a r e  n o t  on w e l f a r e . ^

Summary

Under t h e  work i n c e n t i v e ,  an employed AFDC mother  supplements 

h e r  AFDC g r a n t  by abou t  o n e - t h i r d  o f  h e r  g ro s s  e a r n i n g s .  This  i s  

expec ted  t o  have some p o s i t i v e  e f f e c t s  on AFDC employment g e n e r a l l y ,  

which a r e  c a l l e d  pr im ary  e f f e c t s  in  t h i s  s tu d y .

At t h e  same t i m e ,  t h e  i n c e n t i v e  r a i s e s  th e  maximum a l lo w a b le  

e a rn in g s  f o r  AFDC m othe r s .  T h i s ,  t o g e t h e r  w i th  th e  h igh f i n a n c i a l  

c o s t  o f  v o l u n t a r i l y  l e a v in g  w e l f a r e ,  i s  expec ted  t o  d e c re a se  th e  

number o f  f a m i l i e s  l e a v in g  AFDC f o r  employment r e l a t e d  r e a s o n s .  The 

d e c re a s e  in  f a m i l i e s  l e a v in g  AFDC, t h e  f i r s t  o f  two secondary  employ

ment e f f e c t s  o f  t h e  i n c e n t i v e ,  shou ld  be accounted  f o r  in  any e m p i r ica l  

e s t i m a t i o n  o f  the  employment e f f e c t s  o f  t h e  i n c e n t i v e .

L ikew ise ,  t h e  o t h e r  s econdary  employment e f f e c t  — th e  expec ted  

i n c r e a s e  in  f a m i l i e s  e n t e r i n g  AFDC because  o f  t h e  i n c e n t i v e  - -  should  

be accounted  f o r  i n  a s tu d y  o f  AFDC employment. The work i n c e n t i v e  

makes w e l f a r e  f i n a n c i a l l y  more a t t r a c t i v e  on ly  f o r  th o s e  who work.  

T h e r e f o r e ,  t h e  i n c r e a s e  in  new f a m i l i e s  coming on AFDC, because of  

t h e  i n c e n t i v e ,  s h ou ld  in c lu d e  th o s e  who a r e  most  l i k e l y  t o  work.

This  w i l l  a f f e c t  AFDC employment r a t e s  g e n e r a l l y  and should  be s t u d i e d  

f o r  th e s e  employment e f f e c t s .

The work i n c e n t i v e  i s ,  t h e r e f o r e ,  expec ted  to  i n c r e a s e  AFDC employ

ment r a t e s  f o r  t h r e e  r e a s o n s :  i n c r e a s e d  f i n a n c i a l  r e t u r n  from work,

dec re ase d  number o f  f a m i l i e s  l e a v in g  w e l f a r e  when they  f in d  j o b s ,  and
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an I n c r e a s e d  a t t r a c t i v e n e s s  o f  AFDC f o r  n o n -w e l fa re  mothers  who want 

t o  e n t e r  AFDC and work.

The Expected Earn ings  E f f e c t  of  t h e  I n c e n t i v e

From th e  e a r l i e r  a n a l y s i s  in  t h i s  c h a p t e r  i t  i s  e v i d e n t  t h a t  

h ig h e r  e a rn in g s  l e v e l s  a r e  p o s s i b l e  f o r  AFDC r e c i p i e n t s  under  th e  

work i n c e n t i v e .  Tab le  2 .3  showed t h a t  t h e  maximum p o s s i b l e  e a rn in g s  

c o i n c i d e n t  w i th  con t in u ed  AFDC e l i g i b i l i t y  could  i n c r e a s e  by over 

70 p e r c e n t  depending on fam i ly  s i z e .  This  im p l ie s  t h a t  some m o th e r s ,  

who would have been f o r c e d  o f f  w e l f a r e  because  o f  high  e a r n i n g s  p r i o r  

t o  t h e  work i n c e n t i v e ,  w i l l  now remain on AFDC. This w i l l  cause  a 

t endency toward h ig h e r  average  e a r n i n g s .

Our a n a l y s i s  in  t h e  beg inn ing  o f  t h i s  c h a p t e r  dem onst ra ted  

t h a t  i t  i s  u n c e r t a i n  w h e th e r  p r e v i o u s l y  employed AFDC mothers  w i l l  

seek  a d d i t i o n a l  employment under  th e  i n c e n t i v e .  This  u n c e r t a i n t y  

e x i s t s  because  t h e r e  a r e  oppos ing  income and s u b s t i t u t i o n  e f f e c t s  

which p r e c l u d e  th e  d e t e r m i n a t i o n  o f  such an a p r i o r i  co n c lu s io n .

F u r th e r  a n a l y s i s  i n d i c a t e d  t h a t  AFDC mothers who were employed p r i o r  

t o  the  work i n c e n t i v e  w i l l  seek  employment because  o f  t h e  i n c e n t i v e .

We, however,  de te rm ine  how much they  w i l l  e a rn .

The work i n c e n t i v e  exempts th e  f i r s t  f o r t y - e i g h t  d o l l a r s  o f
14monthly e a rn in g s  from a l l  w e l f a r e  t a x .  T h e r e f o re ,  i t  p rov ides  the  

g r e a t e s t  f i n a n c i a l  r e t u r n  (p e r  hour  worked) f o r  p a r t - t i m e  employment.

I f  i t  does encourage more work f o r  low e a r n i n g s ,  t h e  average  AFDC 

e a rn in g s  w i l l  te nd  to  f a l l .  At th e  same t im e ,  h ig h e r  p o t e n t i a l  

e a rn in g s  a r e  p o s s i b l e  w h i l e  on AFDC which w i l l  t e n d  t o  i n c r e a s e  average  

AFDC e a r n i n g s .  These oppos ing f o r c e s ,  p lu s  the  expec ted  e f f e c t  o f  

t h e  i n c e n t i v e  to  encourage  more employed persons  to  e n t e r  AFDC a t
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unknown e a rn in g s  l e v e l s ,  l e av e  t h e  n e t  expec ted  e f f e c t  on ea rn in g s  

in  an ambiguous s t a t e .  T h e r e f o r e ,  th e  changes in  e a r n i n g s  caused 

by th e  i n c e n t i v e  w i l l  have t o  be e s t i m a t e d  e m p i r i c a l l y  w i th o u t  the  

a i d  o f  unambiguous t h e o r e t i c a l  c o n c l u s i o n s .

An A na lys i s  o f  t h e  Expected  B e n e f i t s  
o r  Costs  o f  th e  I n c e n t i v e  

t o  t h e  Taxpayers

What i m p l i c a t i o n s  does t h e  o p e r a t i o n  o f  t h e  work i n c e n t i v e  have 

f o r  t h e  n o n -w e l fa re  t a xpaye r?  (S ince  w e l f a r e  r e c i p i e n t s  a r e  l i k e l y  

t o  pay some form o f  t a x e s ,  th e  te rm no n -w e l fa re  t a x p a y e r  i s  used in  

p r e f e r e n c e  t o  t a x p a y e r . )  I f  on ly  th e  narrow c o n t e x t  o f  f i n a n c i a l  

g a in  o r  c o s t  i s  c o n s i d e r e d ,  then  any r e d u c t i o n  in  th e  w e l f a r e  g r a n t  

g iven  to  t h e  r e c i p i e n t  can be viewed as a g a in  to  th e  n o n -w e l fa re  

t a x p a y e r .  In a d d i t i o n ,  th e  s t a t e  and f e d e r a l  income t a x e s  p a id  by 

th e  working r e c i p i e n t  can be viewed as a ga in  t o  t h a t  t a x p a y e r .

On t h e  c o s t  s i d e ,  i f  a f o rm er ly  unemployed AFDC mother  o b t a in s  

a j o b  o u t s i d e  th e  home, th e  s t a t e - - a s  we have noted ab o v e— w i l l  

assume th e  c o s t s  o f  c h i l d  c a r e  up t o  e s t a b l i s h e d  maximum amounts.

T h i s ,  o f  c o u r s e ,  r e p r e s e n t s  an a d d i t i o n a l  c o s t  t o  th e  non -w e l fa re  

t a x p a y e r .  These c h i l d  c a r e  c o s t s  n a t u r a l l y  vary  w i th  t h e  number o f  

young c h i l d r e n  in  t h e  f a m i ly .  The n o n -w e l fa re  t a x p a y e r  c o s t  i s  

t h e r e f o r e  expec ted  to  be g r e a t e r  i f  t h e  AFDC m o th e r s ,  who work because  

o f  t h e  work i n c e n t i v e ,  head f a m i l i e s  which a r e  l a r g e r  and younger .

So in  terms o f  o u r  narrow d e f i n i t i o n  o f  c o s t s  and b e n e f i t s ,  

t h e r e  i s  a n e t  f i n a n c i a l  b e n e f i t  t o  n o n -w e l fa re  t a x p a y e r s  when an 

AFDC r e c i p i e n t  f i n d s  a j o b  i f  t h e  r e d u c t i o n  in  t h e  AFDC g r a n t ,  p lus  

h e r  s t a t e  and f e d e r a l  income t a x e s ,  minus t h e  added c h i l d  c a r e  c o s t s ,  

i s  p o s i t i v e .  The e s t i m a t e d  c o s t s  o r  b e n e f i t s  t o  th e  n o n -w e l fa re
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t a x p a y e r  o f  AFDC employment f o r  t h r e e  e a r n i n g s  l e v e l s  i s  shown in  

Tab le  2 . 6 .

Although t h e  f i g u r e s  in  t h e  t a b l e  a r e  only  i l l u s t r a t i v e ,  they  

do g ive  a g e n e ra l  i d e a  o f  th e  incomes which Michigan AFDC f a m i l i e s  

must  e a rn  b e f o r e  t h e  c o s t  o f  a g ive n  AFDC case  to  th e  non -w e l fa re  

t a x p a y e r  becomes lower than  i t  would be i f  th e  r e c i p i e n t  were no t  

working.  I t  i s  dou b t fu l  t h a t  many r e c i p i e n t s  c u r r e n t l y  on AFDC can 

o b t a i n  employment w i th  ea rn in g s  a t  o r  above th e  amounts n ece ss a ry  

t o  p rov ide  a n e t  ga in  t o  th e  t a x p a y e r .  Th is  w i l l  be e x p la in ed  f u r t h e r  

in  t h e  em p i r i c a l  s e c t i o n  o f  t h i s  paper .  Even i f  a n e t  non -w e l fa re  

t a x p a y e r  ga in  was found by the  above measurement p r o c e s s ,  i t  does 

n o t  n e c e s s a r i l y  mean t h a t  t h e r e  was an a c t u a l  g a i n .  A complete e s t i m a t e  

o f  b e n e f i t s  o r  c o s t s  must  in c lu d e  th e  expec ted  e f f e c t s  o f  t h e  i n c e n t i v e  

i n  i n c r e a s i n g  AFDC case  open ings  and d e c r e a s i n g  case  c l o s i n g s .  This  

i s  im p o ss ib le  t o  e s t i m a t e  a p r i o r i ; t h e r e f o r e ,  e s t i m a t e s  of  b e n e f i t s  

o r  c o s t s  f o r  a l l  employed r e c i p i e n t s — whether  o r  no t  they  a r e  on 

AFDC because  o f  t h e  work i n c e n t i v e  — i s  t h e  b e s t  t h a t  can be done 

w i th o u t  e m p i r i c a l  ev idence .

A n e t  s h o r t - r u n  f i n a n c i a l  c o s t  o f  AFDC employment does n o t  

p re c lu d e  a lo n g - ru n  g a in  f o r  th e  n o n -w e l fa re  t a x p a y e r ;  however,  very  

l i t t l e  i s  known about  t h e  lo ng - run  g a i n .  N e v e r t h e l e s s ,  we canno t  

exc lude  t h e  p o s s i b i l i t y  t h a t  th e  e f f e c t s  o f  h i g h e r  incomes and 

employment on AFDC mothers and t h e i r  c h i l d r e n  may s i g n i f i c a n t l y  

i n c r e a s e  t h e  p r o b a b i l i t y  t h a t  AFDC c h i l d r e n  w i l l  grow up t o  become 

econom ica l ly  s e l f - s u f f i c i e n t .

The added p o i n t  can be made t h a t  an i n c r e a s e  in  s h o r t - r u n  f i n a n 

c i a l  c o s t  r e p r e s e n t s  a g a i n  f o r  th e  AFDC f a m i l i e s .  I t  s h ou ld ,
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Table 2.6

Non-Welfare Taxpayer Gain from AFDC Employment3 
(Monthly Figures)

Earnings $100 $300 $500

Family with one child receiving child care

Grant reduction*3 +22 +105 +182
cEstimated State and Federal taxes paid 0 +28 +68

Child care costs (1 child) -80 -80 0

Taxpayer net gain (or cost if negative) -58 + 53 +250d

Family with two children receiving child care

Grant reduction +22 +105 +188

Estimated State and Federal taxes paid 0 0 +44

Child care costs (2 children) -120 -120 -120

Taxpayer net gain (or cost if negative) -98 -15 +112

Family with three children receiving child care

Grant reduction +22 +105 +188

Estimated State and Federal taxes paid 0 0 +24

Child care costs (3 children) -160 -160 -160

Taxpayer net gain (or cost if negative) -138 -55 +52

a Grant reductions are calculated using the work expense figure of 25% 
of gross earnings. Child care costs are estimated from Michigan pay
ment schedule at $80 for the first child and $40 for each added child.

k Grant reduction equals all gross income minus $20+1/3 income plus 
work expenses or for earnings of 300: 300-[20+1/3($300)+$75]=$105.

c Estimates were based on the appropriate State and Federal tax 
regulations for 1970.

d Under our work expense assumptions, a family of two with earnings 
of $500 per month is ineligible for AFDC. We thus assume the 
non-welfare taxpayer net gain to be equal to the basic non-work 
AFDC grant, shown in Table 2.3 to equal $182, plus the State and 
Federal taxes paid by the former client.



50

t h e r e f o r e ,  be emphasized h e re  t h a t  a h i g h e r  w e l f a r e  c o s t  may n o t  be an 

improper  o b j e c t i v e  because  i t  may o b t a i n  a b e t t e r  q u a l i t y  o f  l i f e  f o r  

t h o s e  on w e l f a r e .

Summary

The AFDC r e c i p i e n t s  r e c e i v e  a n e t  g a i n  from work o f  t h i r t y  

d o l l a r s  p lu s  o n e - t h i r d  o f  e a r n i n g s .  Work expenses  a r e  n o t  a c o n s i d e r a 

t i o n  to  t h e  r e c i p i e n t  once she has ea rne d  s u f f i c i e n t  income t o  pay any 

w e l f a r e  t a x .  Work e x p e n s e s ,  however,  a r e  deducted  from t h e  w e l f a r e  t a x .  

C ons ide r ing  t h i s  d e d u c t io n ,  we f i n d  t h a t  i t  t a k e s  a very  h igh l e v e l  o f  

e a r n i n g s  b e f o r e  th e  w e l f a r e  t a x  e q u a l s  t h e  AFDC g r a n t  and th e  f a m i ly  

becomes i n e l i g i b l e  f o r  AFDC. T h i s ,  t o g e t h e r  w i th  t h e  f a c t  t h a t  f a m i l i e s  

which le a v e  w e l f a r e  l o s e  t h e i r  AFDC g r a n t  and most Medicaid and Food 

Stamp b e n e f i t s ,  s u g g e s t s  t h a t  the  AFDC c a s e l o a d  w i l l  p robab ly  i n c r e a s e  

as  a r e s u l t  o f  t h e  i n c e n t i v e .  The improved f i n a n c i a l  a l t e r n a t i v e s  which 

th e  i n c e n t i v e  make a v a i l a b l e  on ly  f o r  t h e  AFDC fa m i ly  w i l l  a l s o  te nd  to  

i n c r e a s e  th e  AFDC c a s e l o a d .  This  means t h a t  we shou ld  a t t e m p t  n o t  on ly  

t o  i s o l a t e  th e  t o t a l  e f f e c t  o f  t h e  work i n c e n t i v e  on AFDC employment 

r a t e s  b u t  a l s o  t o  judge  th e  employment e f f e c t s  o f  t h e  i n c r e a s e d  c a s e 

load  caused by th e  i n c e n t i v e .

We drew no c o n c lu s io n s  about  t h e  e f f e c t  o f  t h e  work i n c e n t i v e  on 

av e ra g e  AFDC e a r n i n g s  l e v e l s .  We dem ons t ra ted  t h a t  more r e c i p i e n t s  were 

ex p ec ted  t o  ea rn  in  th e  low and high  e a r n i n g s  c a t e g o r i e s ,  b u t  n o th ing  

cou ld  be s a i d  about  changes in  average  e a r n i n g s .  I t  was shown t h a t  high 

e a r n i n g s  a r e  r e q u i r e d  b e f o r e  th e  w e l f a r e  c o s t s  o f  employed AFDC f a m i l i e s  

can f a l l  i f  th o se  f a m i l i e s  r e c e i v e  c h i l d  c a r e  payments.

The fo r e g o in g  r a i s e s  some i s s u e s  f o r  o u r  e m p i r i c a l  i n v e s t i g a t i o n .  

We have found two p o s s i b l e  ways in  which employment may be caused  by a
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work i n c e n t i v e  p l a n :  (1)  r e t a i n i n g  employed mothers  on AFDC when th e y

o th e rw is e  would have l e f t ;  arid (2)  encourag ing  working mothers  who were 

n o t  on w e l f a r e  to  e n t e r  t h e  AFDC program. In o r d e r  to  de te rm ine  th e  

e f f e c t  o f  th e  f i r s t  p o i n t ,  we must s tu d y  e a r n i n g s  d a t a ;  f o r  t h e  second ,  

we must  s tu d y  new c as e  open ings .

Fur therm ore ,  e a r n i n g s  d a t a  shou ld  be s t u d i e d  t o  judge  the  e f f e c t  

o f  th e  i n c e n t i v e  on i n c r e a s i n g  e x i s t i n g  e a rn in g s  o r  s t i m u l a t i n g  low 

e a r n i n g s .  I n t e r p r e t i n g  t h e  meaning o f  changes in  average  e a r n i n g s  can 

be d i f f i c u l t  because  t h e  i n c e n t i v e ' s  ze ro  w e l f a r e  t a x  on low e a r n i n g s  

may encourage pe rsons  to  keep e a rn in g s  low. At t h e  same t i m e ,  i t  e n 

courages  high e a r n i n g s ,  by keeping  working mothers on w e l f a r e .  The 

change in  ave rage  e a r n i n g s  r e p r e s e n t s  th e  n e t  r e s u l t  o f  t h e s e  o f f s e t t i n g  

f o r c e s .

Our e m p i r i c a l  a n a l y s i s  o f  t h e  i n c e n t i v e ' s  e f f e c t s  on w e l f a r e  c o s t s  

must in c lu d e  n o t  on ly  e a r n i n g s  and th e  w e l f a r e  t a x  b u t  work expenses  and 

c h i l d  c a r e  e x p e n d i tu r e s  as w e l l .



FOOTNOTES

^ C le a r l y  mothers work even when th e y  do n o t  work f o r  wages.
The misconcep t ion  t h a t  mothers  who a r e  n o t  employed in  th e  wage 
s e c t o r  o f  t h e  economy, a r e  l y i n g  around do ing  n o t h i n g ,  i s  one o f  
t h e  reasons  f o r  t h e  h o s t i l i t y  d i r e c t e d  toward th e  AFDC program.

^SRS Program R egu la t ion  2 0 - 7 , Department o f  H e a l t h ,  E d u c a t io n ,  
and W el fa re ,  S oc ia l  and R e h a b i l i t a t i o n  S e r v i c e ,  Washington,  D.C. ,  
J a n u a ry  29 ,  1969.

^Denote e a rn in g s  by Y, work expenses  by E, t h e  g ross  AFDC 
t a x  by T,  and th e  g r a n t  r e d u c t i o n  by R. The g r a n t  r e d u c t i o n  i s  
R=T-E. The g ross  t a x  i s  67 p e r c e n t  o f  a l l  e a r n i n g s  in  ex ce ss  o f  
$30 monthly;  i . e . ,  T = .67  (Y -  30 ) .  I f  B r e p r e s e n t s  th e  c l i e n t ' s  
f i n a n c i a l  g a i n ,  t h e n ,  as  shown above,  B = Y -  R -  E. S ince  R = T -  E, 
t h i s  becomes B = Y - ( T - E ) - E = Y - T .  S ince  T = .67 (Y -  30 ) ,  
we have B = Y - . 6 7  (Y -  30) = .33Y + 20.  That  i s ,  t h e  c l i e n t ' s  
f i n a n c i a l  ga in  e q u a l s  $20 p lu s  o n e - t h i r d  o f  g ros s  e a r n i n g s .

^The a c t u a l  c u t  o f f  p o i n t  i s  $4 p e r  month b u t  assumed t o  be 
z e r o  f o r  s i m p l i c i t y .

^The r e s u l t s  o f  a r e g r e s s i o n  eq u a t io n  e x p r e s s i n g  work expenses 
as  a f u n c t i o n  o f  e a r n i n g s  i s  $7.87 + .232Y where Y i s  g ross  monthly 
e a r n i n g s .  The Rz = .464 ,  and t h e  s t a n d a r d  e r r o r  o f  t h e  c o e f f i c i e n t  
o f  Y i s  .007 .  This e q u a t io n  does n o t  account  f o r  d i f f e r e n c e s  in 
work expenses  between f am i ly  s i z e s  which i s  q u i t e  l i k e l y  due to  
d i f f e r e n c e s  in  t a x es  p a i d .  The reason  25 p e r c e n t  o f  e a r n i n g s  was 
used r a t h e r  than  the  above e q u a t io n  i s  because  i t  was f e l t  t h a t  t h e  
r e g r e s s i o n  has a downward b ia s  f o r  l a r g e r  e a r n i n g s  where t h e  most 
a c c u r a t e  e s t i m a t e  o f  work expenses  i s  r e q u i r e d  f o r  purposes  o f  
c a l c u l a t i n g  t h e  breakeven e a r n i n g  l e v e l .  The 25 p e r c e n t  f i g u r e  i s  
s im p l e r  t o  use and g ive s  a c o n s e r v a t i v e  e s t i m a t e  o f  work expenses  
as  a p o r t i o n  o f  e a r n i n g s .

^ h e  S t a t e  o f  Michigan imposed a maximum o f  $40 on e a r n i n g s  
exempted f o r  work expenses  in  September ,  1970.

^The Food Stamp program o p e ra t e d  on ly  in  s e l e c t e d  c o u n t i e s  
in  Michigan.  The Food Stamp program was in  o p e r a t i o n  in  45 o f  83 
Michigan c o u n t i e s  by t h e  end o f  f i s c a l  1969 and 63 o f  83 by th e  
end o f  1970, All c o u n t i e s  had Medicaid and pa id  f o r  c h i l d  c a r e  
c o s t s  up t o  a maximum amount p e r  c h i l d .

% o r  example,  Medicaid coverage  i s  c l a s s i f i e d  i n t o  two g roups .  
Groups I coverage  i s  f o r  persons  who r e c e i v e  a money g r a n t  under  
one o f  t h e  c a t e g o r i c a l  a i d  programs such as AFDC. Group I I  coverage  
i s  f o r  th o s e  persons  who f o r  some reason  a r e  n o t  e l i g i b l e  f o r  a 
c a t e g o r i c a l  a s s i s t a n c e  program b u t  have l a r g e  enough medical  b i l l s  
t o  reduce  t h e i r  n e t  income below some p rede te rm ined  l e v e l .  A major  
d i f f e r e n c e  between th e  groups i s  t h e  comprehensiveness  o f  t h e  coverage
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pro v id ed .  I n - p a t i e n t  h o s p i t a l  s e r v i c e s ,  s k i l l e d  n u r s in g  home 
s e r v i c e s ,  home h e a l t h  s e r v i c e s ,  emergency t r e a t m e n t ,  t r a n s p o r t a t i o n ,  
and p h y s ic a l  th e ra p y  s e r v i c e s  a r e  i d e n t i c a l  f o r  both  g roups .  However, 
Group I  coverage  i s  b ro a d e r  in  t h e  a r e a s  o f  o u t p a t i e n t  h o s p i t a l  
s e r v i c e s ,  p h y s i c i a n s '  s e r v i c e s  and pharm aceu t i ca l  s e r v i c e s .  In 
a d d i t i o n ,  f am i ly  p la n n in g  s e r v i c e s  a r e  a v a i l a b l e  on ly  t o  Group I 
members. Thus, w h i le  t h e  non-AFDC fa m i ly  may be e l i g i b l e  f o r  Group 
I I  b e n e f i t s ,  t h e  Group I b e n e f i t s  under  AFDC a r e ,  p o t e n t i a l l y  
a t  l e a s t ,  o f  g r e a t e r  v a l u e .

^The average  Medicaid e x p e n d i tu r e  f o r  AFDC f a m i l i e s  was about  
$50 p e r  month in  1970.

^ T h e s e  f i g u r e s  a r e  based on th e  Michigan c o s t  e x p e r i e n c e s  f o r  
day c a r e  and Food Stamp bonus f o r  Februa ry ,  1970.

^ L e o n a r d  Hausman, " P o t e n t i a l  f o r  F in a n c ia l  S e l f - S u p p o r t  
Among AFDC and AFDC-UP R e c i p i e n t s , "  Southern Economic J ou rna l  ( J u l y ,  
1969) ,  60-66.

l^Over o n e - t h i r d  o f  th o s e  having  AFDC p r i o r  t o  J u l y ,  1969,  
l e f t  because  o f  employment w h i le  about  23 p e r c e n t  o f  th o s e  l e a v in g  
between J u l y ,  1969 and J u l y ,  1970,  l e f t  f o r  t h e  same re a s o n .  Unless 
t h e s e  pe rsons  d id  n o t  know th e  f i n a n c i a l  lo s s  which th e y  i n c u r r e d ,  
t h i s  i s  s t r o n g  i n d i c a t i o n  o f  a d i s l i k e  f o r  AFDC s t a t u s  by many AFDC 
m o th e r s .

^Som e o f  t h e s e  i n e q u i t i e s  may be p a r t i a l l y  reduced by th e  
Family A s s i s t a n c e  Plan .

14
S e t  the  w e l f a r e  t a x  equal  to  z e r o .  Let  Y equal  ea rned  income, 

T equal  t h e  w e l f a r e  t a x ,  and E t h e  work expenses o f  .25Y. S o lv in g ,  
Y-[30 + 1 /3  (Y-30) + E] = 0 ,  f o r  Y g iv e s  the  h i g h e s t  g ro s s  e a rn in g s  
exempt from a l l  w e l f a r e  t a x  o r  $48.



Chapte r  3

Will t h e  Work I n c e n t i v e  S t i m u l a t e  AFDC Employment?

A p p l i c a t io n  o f  Economic Theory t o  S i m p l i f i e d  Vers ions  
o f  P u b l i c  A s s i s t a n c e  Programs

Brehm-Saving

One o f  th e  f i r s t  a p p l i c a t i o n s  o f  t h e  c l a s s i c a l  w o rk -1 e i s u re

model to  w e l f a r e  i s s u e s  was made' i n  1964 by Brehm and S a v i n g J  The

s u b j e c t  o f  t h e  Brehm and Saving a r t i c l e  was t h e  demand f o r  a s p e c i f i c

w e l f a r e  program c a l l e d  genera l  a s s i s t a n c e  payments.  General  a s s i s t a n c e

i s  a n o n c a t e g o r ic a l  a s s i s t a n c e  program, which means t h a t  a p p l i c a n t s

do n o t  have t o  meet t h e  same e l i g i b i l i t y  r equ i rem en ts  as  th e y  would

f o r  Aid t o  t h e  B l i n d ,  OASDI, Aid t o  t h e  D is a b le d ,  o r  AFDC.

The Brehm-Saving pape r  l a i d  o u t  t h e  t h e o r e t i c a l  framework f o r

t h e  a n a l y s i s  o f  t h e  e f f e c t  o f  w e l f a r e  programs i n  gene ra l  on t h e

d e c i s i o n  t o  work.  The demand f o r  w e l f a r e  a s s i s t a n c e  was viewed as

"a s p e c i a l  case  o f  t h e  demand f o r  l e i s u r e .  . and th e  a u th o r s

developed t h e  g r a p h ic a l  a n a l y s i s  in  F igure  3.1 in  t h i s  way.

P l o t  t o t a l  r e a l  income Y on th e  v e r t i c a l  a x i s  and l e i s u r e  L

a long  th e  h o r i z o n t a l  a x i s .  The budget  c o n s t r a i n t  i s  L Ym w i th  th em m
s l o p e  o f  t h e  l i n e  g iven  by th e  c o n s t a n t  r e a l  wage r a t e  WQ. With t h i s

b udge t  c o n s t r a i n t  and t h e  s e t  o f  i n d i f f e r e n c e  curves ,  t h e  i n d i v id u a l

would maximize h i s  s a t i s f a c t i o n  by choos ing income Y„ and l e i s u r e  LJ 3 o o
w i th  th e  amount o f  work e f f o r t  r e p r e s e n t e d  by LQ L^.

Now c o n s id e r  a government g u a ran teed  minimum income le v e l  Ŷ  

and assume th e  i n d i v i d u a l  may va lue  income from w e l f a r e  d i f f e r e n t l y
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from income d e r iv e d  from work. Let  k be a d i s c o u n t  r a t e  which eq u a te s

t h e  va lue  o f  a w e l f a r e  d o l l a r  r e c e iv e d  t o  a work d o l l a r  (where k ^ 1 ) .

From th e  r e c i p i e n t ' s  p o i n t  o f  v iew, t h e  new g u a ra n te e d  income l e v e l

i s  kY.. The new budge t  c o n s t r a i n t  becomes LmBCYm w i th  t r i a n g l e  L„BC b 3 m m 3 m

p r e s e n t i n g  th e  s e t  o f  new a l t e r n a t i v e s  a v a i l a b l e  to  t h e  i n d i v i d u a l .

Under t h e  minimum income p l a n ,  kY^ income can be o b ta in e d  w i th  ze ro

work a t  p o i n t  B. Brehm and Saving assume t h a t  i f  t h e  c l i e n t  works

th e  government ' s  income s u p p o r t  i s  reduced  on a d o l l a r - f o r - d o l l a r
2

b a s i s  w i th  e a r n i n g s .  Line BC has a s l o p e  g r e a t e r  th a n  z e r o ,  however,

b e c a u s e , i n  th e  Brehm-Saving a n a l y s i s ,  t h e  w e l f a r e  d o l l a r s  l o s t  a r e

t o  be d i s c o u n t e d ,  K < 1 ,  by t h e  w e l f a r e  r e c i p i e n t .  The r e a l  income

o f  th e  r e c i p i e n t ,  t h e r e f o r e ,  goes up by WQ (1 -  k) f o r  each hour

worked o r  by t h e  added v a lu e  a t t a c h e d  t o  e a r n i n g s .

Brehm-Saving conclude  th e  fo l lo w in g  from t h e i r  a n a l y s i s .  F i r s t ,

t h e  income m ain tenance  p la n  canno t  i n j u r e  the  w e l f a r e  o f  t h e  p o t e n t i a l

r e c i p i e n t .  The p o t e n t i a l  r e c i p i e n t  canno t  be worse o f f  under  th e

income main tenance  p la n  because  l i n e  Ym L„ i s  s t i l l  a t t a i n a b l e  w h i l er  m m

l i n e  LmBC i s  a new p o s s i b i l i t y .  Second,  th e  e f f e c t  o f  t h e  w e l f a r e  

program on work i s  z e ro  u n le s s  l i n e  BC i s  t a n g e n t  t o  a h ig h e r  i n d i f 

f e r e n c e  curve  than  a t t a i n a b l e  w i th o u t  t h e  w e l f a r e  program. The h i g h e r  

t h e  income f l o o r  ( h i g h e r  p o i n t  B) the  more l i k e l y  a person  w i l l  

i n c r e a s e  h i s  consumption o f  l e i s u r e .  T h i r d ,  as  w e l f a r e  payments a r e  

d i s c o u n te d  a g r e a t e r  amount ( s m a l l e r  k ) ,  fewer persons  w i l l  change 

t h e i r  work b e h a v io r  due t o  t h e  e x i s t e n c e  o f  a g iven  w e l f a r e  program. 

Tha t  i s ,  i n d i v i d u a l s  d i s p l a y  a r e l u c t a n c e  to  becoming a w e l f a r e  

r e c i p i e n t .  F o u r th ,  t h e  lower t h e  wage r a t e  Wq , t h e  g r e a t e r  t h e  

p r o b a b i l i t y  t h a t  a c e r t a i n  l e v e l  o f  income main tenance  w i l l  d e c r e a s e
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a p e r s o n ' s  work e f f o r t .

The Brehm-Saving a n a l y s i s  d id  n o t  deal  w ith  t h e  q u e s t i o n  o f  

how d i f f e r e n t  w e l f a r e  t a x e s  a f f e c t  n e t  e a r n i n g s ,  nor  w i th  t h e  i n s t i 

t u t i o n a l  f a c t o r s  which a f f e c t  work e f f o r t .  I t  d i d ,  however,  p r e s e n t  

t h e  economic r a t i o n a l e  behind  some s t r a i g h t  forward c o n c lu s io n s  on 

t ’se e f f e c t  o f  w e l f a r e  payment on work e f f o r t .

C h r i s to p h e r  Green and Michael Boskin expanded t h e  a p p l i c a t i o n  

o f  t h e  w o r k - l e i s u r e  a n a l y s i s  t o  cove r  w e l f a r e  t a x es  and i n s t i t u t i o n a l
3

f a c t o r s  in  s e p a r a t e  a r t i c l e s  on th e  s u b j e c t  o f  n e g a t i v e  income t a x e s .  

P a r t s  o f  G re e n ' s  and B o s k in ' s  a n a ly s e s  a r e  a lm os t  i d e n t i c a l ,  and we w i l l  

d i s c u s s  them by r e f e r e n c e  t o  G reen 's  work.  B o s k in ' s  a d d i t i o n a l  ideas  

a r e  in c lu d e d  s e p a r a t e l y .

Green

Green beg ins  h i s  a n a l y s i s  w i th  a method t h a t  i s  s i m i l a r  to  

Brehm and Sav ing .  T o ta l  income i s  p la c e d  on t h e  v e r t i c a l  a x i s  and 

t ime on th e  h o r i z o n t a l  a x i s .  The n o n -w e l fa re  budget  c o n s t r a i n t  i s  

Si /m w i th  t h e  s lo p e  o f  th e  l i n e  g iven  by a c o n s t a n t  r e a l  wage r a t e  WQ.

He th e n  adds a government su b s id y  o f  OY^. At ze ro  work ,  th e  person i s  

a t  p o i n t  D w i th  t o t a l  income equal to  t h e  government s u b s i d y .  As the  

person  works,  he g a in s  i n  t o t a l  money income along  BD. The d i f f e r e n t  

d e t e r m in a t e s  o f  t h e  s lo p e  o f  BD v e r sus  t h e  s l o p e  o f  BC in  t h e  Brehm- 

Saving a r t i c l e  i n d i c a t e  one im p o r ta n t  d i f f e r e n c e  between th e  a r t i c l e s .  

The s l o p e  o f  BD i s  de te rm ined  in  p a r t  by t h e  wage r a t e ,  in  a f a s h io n  

which i s  s i m i l a r  to  t h e  Brehm-Saving a n a l y s i s ;  however,  i t  i s  a l s o  

de te rm ined  by th e  governm en t ' s  marg ina l  w e l f a r e  tax  on e a r n i n g s . ^  The 

s lo p e  o f  BC i n  th e  Brehm-Saving p a p e r ,  on t h e  o t h e r  hand ,  was de termined  

by th e  wage r a t e  and t h e  r a t e  o f  d i s c o u n t  which a w e l f a r e  r e c i p i e n t
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a p p l i e s  t o  income r e c e iv e d  from w e l f a r e .  Green goes i n t o  a more 

d e t a i l e d  a n a l y s i s  th a n  Brehm-Saving,  e x p l i c i t l y  d i s c u s s i n g  t h e  p r e s e n c e  

o f  income and s u b s t i t u t i o n  e f f e c t s .

Green c a l l s  t h e  income e f f e c t  o f  t h e  i n c r e a s e d  non-work g r a n t  

th e  "lump sum income e f f e c t . "  P a r t  o f  t h e  h i g h e r  income w i l l  be used 

t o  pu rchase  l e i s u r e ,  i f  l e i s u r e  i s  a normal good. The i n c r e a s e d  

non-work g r a n t  s h o u l d ,  t h e r e f o r e ,  t end  t o  d e c r e a s e  work e f f o r t .

S ince  th e  w e l f a r e  programs no t  only  p ro v id e  a non-work g r a n t  

b u t  p la c e  a w e l f a r e  t a x  on e a r n i n g s  as w e l l ,  t h e  p r i c e  o f  l e i s u r e  f o r

t h o s e  on w e l f a r e  f a l l s .  The t a x ,  t h e n ,  i s  a f o r c e  l e a d in g  toward

t h e  g r e a t e r  consumption o f  ch ea p e r  l e i s u r e .  In o t h e r  words,  t h e  w e l f a r e  

t a x  has a s u b s t i t u t i o n  e f f e c t  which l e a d s  t o  i n c r e a s e d  consumption o f  

l e i s u r e .  Thus ,  bo th  th e  lump sum income e f f e c t  and t h e  s u b s t i t u t i o n  

e f f e c t  o p e r a t e  t o  d e c r e a s e  work e f f o r t .  The w e l f a r e  t a x ,  though,  

lowers  t h e  n e t  income from any g iven  work e f f o r t  below what  i t  would 

be w i t h o u t  t h e  t a x  and t h e r e f o r e  has an a d d i t i o n a l  income e f f e c t .

Green c a l l s  t h i s  a "pure income e f f e c t . "  The pure  income e f f e c t  has 

a p o s i t i v e  impac t  on work b eca u se ,  as income f a l l s ,  t h e r e  w i l l  be a 

reduced consumption o f  a l l  normal goods ,  and t h e r e f o r e ,  some l e i s u r e  

w i l l  be s a c r i f i c e d  i n  o r d e r  to  i n c r e a s e  e a rn in g s  toward th e  p r e - w e l f a r e  

t a x  l e v e l .  This  w e l f a r e  t a x  cou ld  be viewed s imply as a r e d u c t i o n  i n

the  s i z e  o f  t h e  lump sum income e f f e c t .

G reen ' s  i n d i f f e r e n c e  map a n a l y s i s  p r e s e n t s  some a d d i t i o n a l  

i n s i g h t s  i n t o  t h e  d e c i s i o n  t o  work under a w e l f a r e  program. I f  t h e  

i n i t i a l  ( p r e - w e l f a r e  program) e q u i l i b r i u m  i n d i f f e r e n c e  c u r v e / b u d g e t -  

l i n e  tangency  p o i n t  i s  above p o i n t  D, and i f  an i n d i f f e r e n c e  curve  

does n o t  c u t  DB a t  a l l ,  t h e r e  w i l l  be no change in  b e h a v io r .  This
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p o i n t  i s  made by Brehm and Saving a l s o .  I f ,  however,  an i n d i f f e r e n c e  

curve  c u t s  DB from above ,  work e f f o r t  w i l l  f a l l  so even th o s e  persons  

w i th  e a rn in g s  h ig h e r  t h a n ,  o r  even a t ,  p o i n t  B may reduce  t h e i r  work 

due t o  t h e  income supplement.  This  i s  im p o r ta n t  because  i t  shows 

t h a t  a p u b l i c  a s s i s t a n c e  program w i th  l e s s  than  a 100 p e r c e n t  t a x  

on ea rn in g s  w i l l  a f f e c t  t h e  amount o f  work done by persons  even though 

th e y  have e a rn in g s  in  excess  o f  t h e  a s s i s t a n c e  l e v e l .

Green and Boskin both  r a i s e  t h e  p o s s i b i l i t y  o f  an i n c r e a s e d

work e f f o r t  due t o  a w e l f a r e  program which i n c lu d e s  a lump sum w e l f a r e

g r a n t  w i th  l e s s  than  a 100 p e r c e n t  w e l f a r e  t a x  on e a r n i n g s .  Green

s u g g e s t s  two reasons  why work may i n c r e a s e  in  a s t a t i c  a n a l y s i s .  F i r s t ,

l e i s u r e  may be an i n f e r i o r  good.  This  i s  r e a s o n a b l e  f o r  a person  who

has a g r e a t  dea l  o f  l e i s u r e  f o r  which he cannot  f i n d  an i n t e r e s t i n g

use .  Green a l s o  s u g g e s t s  t h a t  t o  t h e  e x t e n t  t h a t  peop le  d i s c o u n t

w e l f a r e  payments (Brehm and S a v in g ' s  k f a c t o r )  t h e  lump sum income

e f f e c t  becomes l e s s .  In t h e  ex t re m e ,  he s u g g e s t s  t h a t  i f  on ly  th e

wage r a t e  i s  t a k en  i n t o  accoun t  by t h e  person  (k must = 0 ) :

. . . then  th e  lump sum income e f f e c t  o f  a n e g a t iv e  income t a x  p la n  
v an i sh es  and th e  consumer u n i t  r e a c t s  s o l e l y  t o  t h e  t a x  r a t e  p a r t  
o f  t h e  p l a n .  In t h e s e  c i r c u m s ta n c e s ,  w he the r  t h e  consumer u n i t  
i n c r e a s e s  o r  d e c r e a se s  i t s  work e f f o r t  depends on th e  r e l a t i v e  
w eigh t s  o f  t h e  s u b s t i t u t i o n  and "pure"  income e f f e c t s  produced by 
th e  n e g a t i v e  t a x  r a t e . 5

But why t h e r e  shou ld  be any income o r  s u b s t i t u t i o n  e f f e c t s  a t  

a l l  i s  q u e s t i o n a b l e  under G reen ' s  as sum pt ions .  The amount o f  Y^, 

t h e  government a i d ,  i s  t h e  on ly  t h i n g  a f f e c t e d  by th e  w e l f a r e  t a x  r a t e  

i n  r e a l  world  w e l f a r e  programs ( s e e  Chapte r  2 ) .  The w e l f a r e  t a x  i s  

a p p l i e d  a g a i n s t  t h e  government g r a n t  and no t  e a rn in g s  d i r e c t l y .  S ince  

under  t h e  k = 0 as sumption  th e  v a lu e  o f  Y^ i s  d i s c o u n t e d  t o  z e r o ,  a 

change i n  the  t a x  which a f f e c t s  on ly  Y  ̂ shou ld  have ze ro  e f f e c t  on



work e f f o r t .  In t h i s  ex treme s i t u a t i o n ,  where t h e  lo s s  o r  ga in  o f  

income from t h e  government means no th ing  and th e  wage r a t e  WQ i s  

t h e  on ly  t h i n g  t h a t  m a t t e r s  in  t h e  work d e c i s i o n ,  we simply have a 

s i t u a t i o n  where a person  does n o t  c a r e  abou t  w e l f a r e  payments;  so 

n a t u r a l l y ,  h i s  work d e c i s i o n  would be based  on th e  wage r a t e  on ly .

Green i s  c o r r e c t  t h a t  as  k f a l l s  t h e  lump sum income e f f e c t  f a l l s .

But in  a d d i t i o n ,  because  th e  w e l f a r e  t a x  i s  a p p l i e d  a g a i n s t  th e  

w e l f a r e  g r a n t ,  t h e  pure  income e f f e c t  f a l l s  as k f a l l s  because  the  

v a lu e  o f  t h e  income ga ined  o r  l o s t  d e c r e a s e s .  S i m i l a r l y ,  t h e  s u b s t i 

t u t i o n  e f f e c t ,  caused by changes in  t h e  e f f e c t i v e  wage r a t e s  v i a  th e  

w e l f a r e  t a x ,  a l s o  d e c r e a s e s .  Th is  im p l ie s  t h a t  work i n c e n t i v e s  

which a f f e c t  g r a n t  s i z e s  a r e  l e s s  l i k e l y  to  change hours o f  employment 

f o r  th o s e  persons  on w e l f a r e  who have a s t r o n g e r  d i s l i k e  o f  w e l f a r e  

d o l l a r s .  C onverse ly ,  i t  w i l l  have t h e  g r e a t e s t  p o t e n t i a l  e f f e c t  

on th o s e  pe rsons  who l i k e  w e l f a r e .  This  undersco res  t h e  e a r l i e r  s t a t e 

ment in  Chapte r  2 t h a t  t h e  i n c e n t i v e  may encourage people  t o  work 

b u t  t h a t  they  may remain on w e l f a r e  r e g a r d l e s s .  The above a n a l y s i s  

s u g g e s t s  t h a t  th o s e  who may be a f f e c t e d  most  by t h e  i n c e n t i v e  may a l s o  

be th o s e  most i n t e r e s t e d  in  remain ing  on w e l f a r e .

Boskin

B o s k in ' s  t r e a t m e n t  o f  t h e  t r a d i t i o n a l  economic a n a l y s i s  o f  

income main tenance  programs and work e f f o r t  i s  s i m i l a r  t o  G r e e n ' s .

His r e a l  c o n t r i b u t i o n  to  t h e  t h e o r e t i c a l  problems o f  work e f f o r t  

occurs  when he s u g g e s t s  t h r e e  r easons  why conc lus ions  drawn from 

t r a d i t i o n a l  th e o ry  may be e r roneous  and t h a t  income main tenance  may, 

in  f a c t ,  i n c r e a s e  r a t h e r  than  d e c r e a s e  work e f f o r t .
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Boskin c a l l s  t h e  f i r s t  reason  th e  " p r o d u c t i v i t y  e f f e c t . "  I f  

a t  l e a s t  p a r t  o f  t h e  i n c r e a s e d  income from an income main tenance  p la n  

i s  used f o r  improved h e a l t h  ( i . e . ,  b e t t e r  d i e t s ) ,  t h i s  may i n c r e a s e  

p r o d u c t i v i t y .  I f  p r o d u c t i v i t y  i n c r e a s e s ,  i t  w i l l  be r e f l e c t e d  in  an 

i n c r e a s e d  wage r a t e  and a new budget  c o n s t r a i n t .  This  i n c r e a s e d  wage 

r a t e  i n c r e a s e s  t h e  c o s t  o f  l e i s u r e  and,  t h e r e f o r e ,  g e n e r a t e s  a sub

s t i t u t i o n  e f f e c t  f a v o r in g  work.  This  new f o r c e  may be s u f f i c i e n t l y

l a r g e  t o  le ad  t o  a n e t  i n c r e a s e  in  work e f f o r t .

Boskin c a l l s  t h e  second reason  f o r  a p o s s i b l e  i n c r e a s e  in  

t o t a l  work e f f o r t  because  o f  a n e g a t iv e  t a x  t h e  " r e s t r i c t e d  a c t i v i t y  

e f f e c t . "  A person  may work l e s s  than  he wants t o  because  o f  poor 

h e a l t h ;  i . e . ,  h i s  a c t u a l  p r e f e r e n c e  s e t  i s  b i a s e d  i n  f a v o r  o f  l e i s u r e .

I f  t h i s  i s  t h e  c a s e ,  t h e  added income from t h e  n e g a t iv e  t a x  may improve 

h e a l t h  and remove t h i s  r e s t r i c t i o n  ( o r  a l t e r  h i s  p r e f e r e n c e  s e t  away 

from l e i s u r e ) .  The n e t  e f f e c t  may, once a g a i n ,  l e a d  to  an i n c r e a s e d  

work e f f o r t .

Boskin c a l l s  t h e  f i n a l  r eason  th e  " in v es tm en t  e f f e c t . "  This  

e f f e c t  w i l l  n o t  be f e l t  f o r  a long p e r io d  o f  t ime because i t  depends 

on th e  in v e s tm en t  in  poor c h i l d r e n  and i t s  ev en tu a l  e f f e c t  on t h e i r  work 

e f f o r t .  The argument i s  made by Boskin t h a t  i n  t im e  th e  in v e s tm en t

w i l l  produce  a h i g h e r  t o t a l  work e f f o r t .

B o s k in ' s  work r a i s e s  t h e  p o s s i b i l i t y  t h a t  a work i n c e n t i v e  may 

le ad  t o  more work,  th e n  more income, then  even more work. The q u e s t i o n  

is.* When measuring t h e  e f f e c t  o f  t h e  i n c e n t i v e  i s  one measuring  t h e  

i n i t i a l  e f f e c t  on work o r  t h a t  e f f e c t  compounded by the  s econdary  

e f f e c t s  on h e a l t h ,  e t c . ?  While t h e s e  secondary  e f f e c t s  a r e  l i k e l y  to  

be unambiguously p o s i t i v e l y  c o r r e l a t e d  w i th  work,  t h e i r  impact  in  th e
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s h o r t  run (one y e a r  i n  ou r  s tu d y )  i s  n o t  l i k e l y  t o  be g r e a t  and 

i s  assumed to  be i n s i g n i f i c a n t .

Summary

The t h e o r e t i c a l  work done on w e l f a r e  payments and work e f f o r t  

has a lm os t  e x c l u s i v e l y  used  th e  t r a d i t i o n a l  w o r k - l e i s u r e  a n a l y s i s  

approach .  The c o n c lu s io n s  drawn from s t a t i c  t h e o r y  i n d i c a t e  t h a t  a : 

w e l f a r e  program made up o f  a lump sum non-work g r a n t  and a p o s i t i v e  

marg inal  w e l f a r e  t a x  on e a r n i n g s  i s  l i k e l y  to  d e c r e a s e  t h e  t o t a l  

work e f f o r t .  According to  t h e  t h e o r y ,  t h e  work e f f o r t  i s  i n v e r s e l y  

r e l a t e d  t o  the  non-work w e l f a r e  g r a n t  and th e  w e l f a r e  t a x ,  and i s  

d i r e c t l y  r e l a t e d  to  t h e  r a t e  o f  d i s c o u n t  on w e l f a r e  payments.  None 

o f  t h e s e  a r t i c l e s  s p e c i f i c a l l y  d e a l s  w i th  t h e  AFDC program nor  t h e  

expec ted  e f f e c t s  o f  f i n a n c i a l  work i n c e n t i v e s  a l o n e ,  bo th  o f  which 

a r e  t h e  s u b j e c t  o f  t h e  fo l l o w in g  s e c t i o n s  o f  t h i s  s tu d y .

Budget  C o n s t r a i n t s  f o r  AFDC Mothers Before  and 
A f t e r  t h e  Work I n c e n t i v e

The p r e f e r e n c e  s e t s  o f  t h e  AFDC mothers a r e  unknown and must  be 

c o n s id e re d  as g iv e n .  An a n a l y s i s  o f  work b e h a v i o r  can then  be made 

us ing  d i f f e r i n g  assumptions  abou t  t h e s e  assumed p r e f e r e n c e  s e t s .  One 

im p o r t a n t  v a r i a b l e  rem a ins ;  we must e x p l a i n  how w e l f a r e  programs 

a f f e c t  employment th rough  changing t h e  shape o f  t h e  r e l e v a n t  budget  

l i n e s .  The shape  o f  t h e  budget  l i n e s  f a c i n g  an AFDC mother b e f o r e  

and a f t e r  the  work i n c e n t i v e  was s t a t e d  a l g e b r a i c a l l y  in  Chap te r  2.

In t h i s  s e c t i o n  o f  th e  t h e s i s  t h e  r e l e v a n t  budge t  l i n e s  a r e  p r e s e n t e d  

g r a p h i c a l l y  and used to :  (1) show th e  expec ted  e f f e c t s  o f  t h e  work

i n c e n t i v e  with  v a r io u s  assumed p r e f e r e n c e  s e t s ;  (2)  show p r e c i s e l y  

how th e  work i n c e n t i v e  a f f e c t s  t h e  budge t  c o n s t r a i n t s ;  (3) c o n t r a s t
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t h e  a c t u a l  budge t  c o n s t r a i n t s  under  th e  AFDC program w i th  th o s e  assumed 

in  t h e  t h e o r e t i c a l  d i s c u s s i o n s  o f  Brehm-Saving,  Green,  and B osk in ,  which 

we have d i s c u s s e d  above.

F igu res  3 .3  and 3 . 4  compare th e  AFDC f a m i l y ' s  budget  c o n s t r a i n t s  

w i th  and w i t h o u t  t h e  work i n c e n t i v e .  Income in  d o l l a r s  p e r  month i s  

p l o t t e d  a long  th e  v e r t i c a l  a x i s .  Time i n  hours  p e r  month i s  p l o t t e d  

a long  th e  h o r i z o n t a l  a x i s .  At p o i n t  A, an i n d i v i d u a l  consumes a l l  a v a i l -
C

a b l e  t ime in  l e i s u r e .  Moving l e f t  from p o i n t  A i n c r e a s e s  hours  o f  work 

f o r  wages.

In o r d e r  to  make a numerical  comparison o f  t h e  budge t  c o n s t r a i n t s ,  

a c e r t a i n  f a m i ly  s i z e  has t o  be s e l e c t e d .  We w i l l  s e l e c t  a f a m i ly  o f  

f o u r  as  most  r e p r e s e n t a t i v e  o f  t h e  Michigan AFDC p o p u la t i o n  as a whole.

The AFDC g r a n t  in  Michigan f o r  a f a m i ly  o f  f o u r  was e s t i m a t e d  in  Table 

2 .3  a t  $261 p e r  month between J u l y ,  1969 and J u l y ,  1970.  In a d d i t i o n ,  

we e s t i m a t e  $50 p e r  month f o r  Medicaid e x p e n d i tu r e s ^  and $46 p e r  month
O

f o r  an a v a i l a b l e  Food Stamp bonus .  The t o t a l  AFDC g r a n t  p lu s  income- 

i n - k i n d  r e p r e s e n t e d  by AB i n  bo th  f i g u r e s  3 .3  and 3 . 4  i s ,  t h e r e f o r e ,  

an e s t i m a t e d  $357 p e r  month.

Line AJ,  in  bo th  f i g u r e s ,  r e p r e s e n t s  an assumed g ross  e a r n i n g s  

l i n e  a t  a wage r a t e  o f  $5 p e r  hour .  This i s  why: F igure  3 .4  dem ons t r a te s

t h a t  under  t h e  i n c e n t i v e  t h e  mother  w i l l  have t o  work o v e r  f o r t y  hours  

p e r  week to  e a r n  t h e  $904 p e r  month n e c e s s a ry  t o  l e a v e  AFDC w i t h o u t  l o s 

ing  money by doing  s o .  (See Table  2 . 4  f o r  comparable f i g u r e s  f o r  o t h e r  

fam i ly  s i z e s . )  At lower  h o u r ly  e a rn in g s  r a t e s ,  t h e  number o f  hours  o f  

work f o r  wages r e q u i r e d  to  l e a v e  w e l f a r e  w i th o u t  f i n a n c i a l  l o s s  becomes 

u n r e a l i s t i c a l l y  h igh .

Line AI in  bo th  f i g u r e s  3 .3  and 3 .4  shows t h e  income n e t  o f  work
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expenses  f o r  a n o n -w e l fa re  r e c i p i e n t .  Based on ev idence  p r e s e n te d  

in  Chapter  2 ,  we assume work expenses  t o  be 25 p e r c e n t  o f  g ro s s  e a r n i n g s .  

Income n e t  o f  work expenses  and c h i l d  c a r e  c o s t s  i s  shown by KF.

Line KF i s  drawn w i th  an assumed c h i l d  c a r e  c o s t  o f  e i g h t y  d o l l a r s  

pe r  month f o r  one c h i l d ,  i r r e s p e c t i v e  o f  t h e  number o f  hours worked.

The in v a r i a n c e  o f  c h i l d  c a r e  c o s t s  i s  no t  com ple te ly  r e a l i s t i c  bu t  

i s  s im ple  and does n o t  d i s t o r t  t h e  a n a l y s i s  a t  t h e  p o i n t s  o f  i n t e r e s t .  

Line  KF, t h e r e f o r e ,  r e p r e s e n t s  a r e a s o n a b l e  e s t i m a t e  o f  t h e  budget  

c o n s t r a i n t ,  r e p r e s e n t i n g  income n e t  o f  a l l  work expenses  f o r  a 

no n -w e l fa re  f a m i ly  o f  f o u r  which must  pay f o r  t h e  c a r e  o f  one c h i l d .

This  i d e a  o f  income n e t  o f  work expenses  i s  p a r t i c u l a r l y  im p o r ta n t  

i n  o u r  com para t ive  a n a l y s i s  o f  employment o f  mothers who a r e  e i t h e r  

on o r  o f f  w e l f a r e .  A non-working w e l f a r e  m o th e r ’s g r a n t  i s  t o t a l l y  

a v a i l a b l e  f o r  t h e  fam i ly  ( i g n o r i n g  t h e  problems w i th  incom e- in -k ind  

l i k e  Medicaid)  w i th o u t  any work expenses .  T h e r e f o re ,  in  o r d e r  to  be 

r e l e v a n t ,  a comparison o f  t h e  income o f  employed mothers  t o  t h a t  o f  

unemployed mothers  shou ld  be made on th e  b a s i s  o f  income n e t  o f  a l l  

employment expenses  (assuming no u t i l i t y  i s  ga ined  from income s p e n t  

on e x p e n s e s ) .

The budge t  c o n s t r a i n t  r e p r e s e n t i n g  income n e t  o f  expenses  f o r  

th e  AFDC fam i ly  p r i o r  to  t h e  work i n c e n t i v e  i s  shown in  F igure  3 .3  

as ABGHF. This  l i n e  shows t h a t  as long as th e  mother  i s  on AFDC 

income n e t  o f  work expenses  does n o t  change as e a rn in g s  r i s e . -  A 

budge t  c o n s t r a i n t  drawn under  th e  as sumption  t h a t  p o s i t i v e  u t i l i t y  i s  

ga ined  from work expenses  would n o t  be f l a t  o ve r  BG b u t  would s lo p e  

upward r e f l e c t i n g  th e  twenty d o l l a r s  p lu s  most  a c t u a l  work expenses  

t h a t  t h e  mother  keeps under AFDC r e g u l a t i o n s .  The f l a t  l i n e  used by
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many (See Brehm-Saving,  Green and Boskin e a r l i e r  in  t h i s  c h a p t e r )  

t o  show the  100 p e r c e n t  w e l f a r e  t a x  i s ,  t h e r e f o r e ,  on ly  a s p e c i a l  

case  where t h e  income s p e n t  on work expenses  g ive s  no u t i l i t y  t o  t h e  

f am i ly .

At p o i n t  G o f  F igu re  3 .3  t h e  fam i ly  i s  f o r c e d  o f f  AFDC and t h e  

n e t  income o f  t h e  fam i ly  f a l l s  t o  H ( t h e  "notch e f f e c t " ) .  GH r e f l e c t s
g

th e  lo s s  o f  Medica id ,  Food Stamp bonus ,  and th e  c h i l d  c a r e  c o s t s ,  a l l  o f  

which t h e  mother would assume in  f u l l  upon l e a v in g  AFDC. The fam i ly  

i s  fo rc e d  o f f  w e l f a r e  a t  a g ross  e a r n i n g s  o f  $375 ( p o i n t  L a long AJ) 

which i s  th e  e a r n i n g s  l e v e l  a t  which th e  AFDC g r a n t  i s  z e r o .  (See 

Tab le 2 .3  f o r  comparable f i g u r e s  f o r  o t h e r  fam i ly  s i z e s . )  N o t ice  

t h a t  t h e  mother would now have a n e t  income budge t  c o n s t r a i n t  along 

HF. In o rd e r  t o  have n e t  income equal  t o  t h a t  o f  th e  w e l f a r e  m other ,  

t h e  non-w elfa re  mother must  be a t  p o i n t  M a long  HF w i th  a g ross  

e a rn in g s  o f  $610 ( see  Tab le  2 .4 )  a t  p o i n t  N along  AJ. This  shows 

t h a t ,  w i thou t  t h e  work i n c e n t i v e ,  t h e  working non -w e l fa re  m o t h e r ' s  

e a rn in g s  must be very  h igh  b e f o r e  t h e  n e t  income f o r  h e r  f am i ly  i s  

equal  to  t h a t  o f  t h e  non-working AFDC mother .  This  emphasizes an 

ide a  which we proposed  i n  Chapte r  2: The h igh r a t e  o f  mothers l e a v in g

AFDC to  ta ke  employment i s  d e s p i t e  a p robab le  f i n a n c i a l  l o s s .  T h e r e f o re ,  

e i t h e r  th e  r e c i p i e n t s  were i g n o r a n t  o f  t h e  l o s s  o r  they  had a s t r o n g  

d e s i r e  t o  be s e l f - s u p p o r t i n g .

Line ABCDEF, in  F igure  3 . 4 ,  i s  t h e  a v a i l a b l e  income budget  

c o n s t r a i n t  f o r  an AFDC fa m i ly  w i th  t h e  work i n c e n t i v e .^0 Segment BC 

has the  same s l o p e  as AI,  r e f l e c t i n g  ze ro  w e l f a r e  tax  and work expen

s e s  o f  25 p e r c e n t  o f  g ro s s  e a r n i n g s .  The ze ro  w e l f a r e  tax  i s  e x 

p la in e d  by the  f a c t  t h a t  t h e  f i r s t  $48 o f  e a r n i n g s  ( th e  v e r t i c a l

i
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d i s t a n c e  between B and C p lus  an amount equal  t o  a c t u a l  work expenses)  

i s  exempt from w e l f a r e  t a x  because  o f  t h e  mechanics o f  t h e  i n c e n t i v e  

p l a n . ^  Between C and D t h e  ga in  in  n e t  income i s  equal  t o  one-  

t h i r d  t h e  added g ro s s  e a r n i n g s .  As we e x p l a in e d  in  C hap te r  2 ,  work 

expenses  a r e  absorbed by a r e d u c t i o n  in  the  g ro s s  w e l f a r e  t a x  and 

t h e r e f o r e  do no t  a f f e c t  t h e  s lo p e  o f  CD. I t  i s  im p o r ta n t  to  no te  

t h a t  CD would be s t e e p e r  i f  work expenses  were assumed t o  y i e l d  

p o s i t i v e  u t i l i t y .

At p o i n t  D t h e r e  i s  a "notch  e f f e c t . "  For g ro s s  e a r n i n g s  over  

$669,  a t  p o i n t  0 a long  AJ ( see  Tab le  2 .3  f o r  f i g u r e s  f o r  o t h e r  fami ly  

s i z e s ) ,  t h e  AFDC fa m i ly  l o s e s  i t s  AFDC e l i g i b i l i t y .  I t  l o s e s  an 

amount equal  to  DE which i s  t h e  amount o f  M edica id ,  Food Stamp bonus ,  

and c h i l d  c a r e  c o s t s .  The lo s s  i s  i d e n t i c a l  t o  t h e  non-work i n c e n t i v e  

c a s e ;  t h e r e f o r e ,  DE i n  F igure  3 . 4  i s  t h e  same h e i g h t  as  GH i n  F igure  3 . 3 .  

By t h e  same p ro ces s  we used in  t h e  non-work i n c e n t i v e  c a s e  we can 

d e t e rm in e  P o i n t  J  a long  AJ. Thus ,  th e  n e t  income o f  an AFDC mother 

e a rn i n g  $669 p e r  month i s  equal  t o  t h a t  o f  a non-AFDC mother  e a rn in g  

$904 p e r  month,  o r  n e a r l y  $11,000 p e r  y e a r .  Th is  im p l ie s  t h a t  an 

AFDC mother, who knows h e r  a l t e r n a t i v e s  and has no o b j e c t i o n  t o  a c c e p t i n g  

w e l f a r e ,  i s  n o t  expec ted  t o  l e a v e  AFDC v o l u n t a r i l y  u n l e s s  she  a t t a i n s  

an income o f  $11,000 p e r  y e a r .  (This  igno re s  t h e  p o s s i b i l i t y  r a i s e d  

e a r l i e r  in  r e f e r e n c e  t o  G reen ' s  work t h a t  even h i g h e r  e a r n i n g s  than  

t h i s  may be r e q u i r e d  t o  g e t  mothers  to  want t o  l e a v e  w e l f a r e  depending 

on t h e  shape  o f  t h e  i n d i f f e r e n c e  curve  which may be t a n g e n t  t o  AJ 

above J  b u t  a l s o  i n t e r s e c t  DC from above . )
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T r a d i t i o n a l  Economic A n a ly s i s  Appl ied  
t o  t h e  Michigan AFDC Program

General a n a l y s i s

We a r e  now ready  t o  app ly  i n d i f f e r e n c e  cu rve  a n a l y s i s  to  a 

s p e c i f i c  w e l f a r e  program, t h e  AFDC work i n c e n t i v e .  In F igu re  3 .5  

we have a s i m p l i f i e d  v e r s io n  o f  f i g u r e s  3 . 3  and 3 . 4  which can be 

used f o r  t h e  a n a l y s i s .

The work i n c e n t i v e  reduces  t h e  marginal  w e l f a r e  t a x  r a t e  and 

s h i f t s  t h e  r e l e v a n t  budge t  l i n e  up from AFGHF to  ABCDEF. The r e a c t i o n  

to  t h e  i n c e n t i v e  depends on t h e  tangency  o f  th e  i n d i f f e r e n c e  curve 

p r i o r  t o  t h e  work i n c e n t i v e  as wel l  as  i t s  s l o p e .

The work i n c e n t i v e ' s  e f f e c t  on 
persons  n o t  on AFD~C

I f  t h e  h i g h e s t  a t t a i n a b l e  i n d i f f e r e n c e  curve  everywhere l i e s  

above ABCDEF(I-|) t h e  work i n c e n t i v e  w i l l  n o t  a f f e c t  t h e  work o f  t h a t  

no n -w e l f a r e  p e r s o n .  For o t h e r  pe rsons  who were n o t  on w e l f a r e  p r i o r  

t o  t h e  i n c e n t i v e  b u t  whose i n d i f f e r e n c e  curves  do i n t e r s e c t  t h e  new 

budge t  l i n e ,  t h e  work e f f o r t  w i l l  d e c l i n e .  For t h o s e  e a r n i n g  between 

F and E( I g ) » t h e r e  w i l l  be a d e f i n i t e  d e c l i n e  in  hours  worked ( i f  th e y  

can g e t  on AFDC) u n le s s  th e y  a r e  s a t i a t e d  w i th  l e i s u r e .  Th is  i s  so 

because  t h e  same income can be o b t a in e d  w i th  no more work than  a t  

p o i n t  D. F u r th e r  d e c l i n e  i n  hours worked i s  p o s s i b l e .  For th o s e  

e a rn in g  above F b e f o r e  t h e  i n c e n t i v e  and w i th  a h i g h e r  i n d i f f e r e n c e  

curve  from t h e  same p r e f e r e n c e  s e t  t h a t  i s  t a n g e n t  t o  DC ( 13)* work 

w i l l  d e c l i n e  to  between D and zero  depending on t h e  shape o f  t h e  i n d i f 

f e r e n c e  cu rve .  The s t e e p e r  th e  c u r v e ,  t h e  more t h e  work e f f o r t  w i l l  

be reduced toward C. This  mere ly  shows t h a t — f o r  a g iven  consumption 

o f  l e i s u r e - - persons  who p l a c e  a h i g h e r  marginal  u t i l i t y  on l e i s u r e
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v e r s u s  income w i l l  d e c r e a s e  t h e i r  work e f f o r t  f u r t h e r .

With a g iven  i n d i f f e r e n c e  map, t h e  s t e e p e r  DC ( t h e  l e s s  t h e  

w e l f a r e  t a x )  t h e  f u r t h e r  any new e q u i l i b r i u m  tangency  p o i n t  a long  DC 

moves toward  D. While a s t e e p e r  DC i s  expec ted  to  i n c r e a s e  t h e  number 

o f  persons  who seek  w e l f a r e ,  t h e s e  new e n t r a n t s  t o  w e l f a r e  a r e  more 

l i k e l y  to  e a rn  n e a r  t h e  maximum c o i n c i d e n t  w i th  co n t in u e d  AFDC e l i g i 

b i l i t y  ( toward D). This  makes s e n s e  because  t h e  p r i c e  o f  l e i s u r e  in  

terms o f  income i s  r a i s e d  as t h e  w e l f a r e  tax  r a t e  i s  lowered.  With 

a g iven  i n d i f f e r e n c e  map, t h e  p o i n t  o f  tangency t o  DC i s  more l i k e l y  

t o  be a t  a p o i n t  on the  i n d i f f e r e n c e  curve  where the  Ml^/MUy i s  g r e a t e r  

o r  t h e  i n d i f f e r e n c e  curve  more s t e e p ;  i n  o t h e r  words,  where l e s s  l e i s u r e  

i s  consumed.

Those e a r n i n g  between M and E (1^) w i l l  d e f i n i t e l y  become 

AFDC r e c i p i e n t s  under  t h e  work i n c e n t i v e  i f  t h e y  have no b i a s  a g a i n s t  

w e l f a r e  payments o r  i n s t i t u t i o n a l  r e s t r i c t i o n s  b a r r i n g  e n t r y  t o  th e  

w e l f a r e  program. Those e a rn i n g  between H and M would move on to  w e l f a r e  

even w i t h o u t  t h e  i n c e n t i v e .  There  i s ,  however,  one s p e c i f i c  b a r r i e r  

t o  becoming an AFDC r e c i p i e n t .  Under t h e  p r o v i s i o n s  o f  t h e  i n c e n t i v e ,  

pe rsons  who a r e  n o t  on AFDC b u t  e a rn  between M and E a r e  n o t  e l i g i b l e  

f o r  AFDC. Persons  i n  such a p o s i t i o n  must  somehow reduce  t h e i r  n e t  

e a rn in g s  below M i n  o r d e r  t o  be e l i g i b l e  f o r  AFDC. Once on AFDC, 

t h e  r e c i p i e n t  has t h e  o p t i o n  of  remain ing  on w e l f a r e  and e a rn in g  

between M and E. Once t h e s e  peop le  a r e  on w e l f a r e ,  however,  t h e y  

w i l l  work l e s s  th a n  b e f o r e  because  o f  t h e  work i n c e n t i v e ;  t h i s  i s  

because  t h e y  ga in  i n  income and f a c e  cheaper  l e i s u r e .  T h e re fo re ,  th e  

income and s u b s t i t u t i o n  e f f e c t s  caused  by th e  work i n c e n t i v e  o p e r a t e  

in  t h e  same d i r e c t i o n .
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In  g e n e r a l ,  f o r  pe r sons  n o t  on w e l f a r e  p r i o r  t o  t h e  work 

i n c e n t i v e ,  t h a t  i n c e n t i v e  w i l l  e i t h e r  l e a v e  t h e  number o f  hours 

worked unchanged o r  i t  w i l l  r educe  t h e  hours worked.  This  means 

t h a t  t h e  AFDC c a s e lo a d  w i l l  p ro b ab ly  i n c r e a s e ;  we w i l l  examine th e  

e f f e c t s  o f  t h i s  on AFDC employment r a t e s  in  Chapter  5.

The work i n c e n t i v e ' s  e f f e c t  on 
persons  on AFbC

What can we e x p e c t  t o  happen to  hours worked o f  th o s e  who were 

on AFDC p r i o r  t o  t h e  i n s t i t u t i o n  o f  t h e  work i n c e n t i v e ?  The h i g h e s t  

a t t a i n a b l e  i n d i f f e r e n c e  curve  tangency  p o i n t  would be along BG as 

drawn in  F igure  3 . 5 .  The o n ly  r ea so n s  f o r  t h e i r  n o t  having  been a t  

P o i n t  B would be t h a t  they  were s a t i a t e d  w i th  l e i s u r e  o r  had d i s c o u n te d  

t h e  w e l f a r e  d o l l a r .  Tangency a long  a f l a t  BG would imply a n e c e s s a r i l y  

f l a t  o r  upward bending i n d i f f e r e n c e  curve  ( s a t i a t i o n  o f  l e i s u r e ) .  In 

t h i s  c a s e , a  work i n c e n t i v e  w i l l  cause  both  an income e f f e c t  and a 

s u b s t i t u t i o n  e f f e c t  which w i l l  f a v o r  work.  Those pe rsons  s a t i a t e d  

w i th  l e i s u r e  w i l l  t h e r e f o r e  work more because  o f  t h e  work i n c e n t i v e .

I f ,  as  Brehm and Saving show, BG has a p o s i t i v e  s l o p e  because  

o f  a d i s c o u n t  o f  w e l f a r e  d o l l a r s  o r  i f ,  as s u g g es ted  e a r l i e r ,  persons  

ga in  p o s i t i v e  u t i l i t y  from income used f o r  work ex p en s es ,  tangency  

a long a p o s i t i v e l y  s lo p ed  BG i s  p o s s i b l e  w i th o u t  t h e i r  be ing  s a t i a t e d  

w i th  l e i s u r e .  U n f o r tu n a t e ly ,  t h e  e f f e c t  o f  th e  work i n c e n t i v e  on 

t h e s e  pe rsons  i s  ambiguous. The i n c e n t i v e  causes  t h e i r  income t o  

i n c r e a s e  b u t  i n c r e a s e s  th e  p r i c e  o f  l e i s u r e  as w e l l ;  t h e r e f o r e ,  i t  

i s  n o t  known a p r i o r i  what t h e  e f f e c t  o f  t h e  i n c e n t i v e  w i l l  be on th e  

employment and e a r n i n g s  o f  AFDC mothers  who worked under a 100 p e r c e n t  

w e l f a r e  t a x  because  th e y  d i s c o u n te d  t h e  va lue  o f  w e l f a r e  d o l l a r s .
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For th o s e  w e l f a r e  r e c i p i e n t s  who d id  n o t  work a t  a l l  b e f o r e  

t h e  i n c e n t i v e  ( tangency  o f  h i g h e s t  a t t a i n a b l e  i n d i f f e r e n c e  curve  

a t  P o i n t  B), t h e r e  i s  an unambiguous e f f e c t  toward more employment.

S ince  income f o r  t h e  unemployed AFDC mother  does no t  change w i th  th e  

i n c e n t i v e ,  t h e  on ly  e f f e c t  i s  t h e  s u b s t i t u t i o n  e f f e c t  caused by a 

drop i n  th e  income p r i c e  o f  l e i s u r e .  This  i s  ex t re m e ly  im por tan t  

s i n c e  most AFDC r e c i p i e n t s  f a l l  i n t o  t h i s  c a t e g o r y ,  and t h i s  im p l ie s  

a p r i o r i  t h a t  t h e  work i n c e n t i v e  w i l l  t e n d  to  i n c r e a s e  AFDC employ

ment.  We w i l l  t r y  t o  measure t h i s  i n c r e a s e  i n  Chapte r  5.

Summary

The co n c lu s io n s  o f  a n a l y s e s ,  such as  th o s e  o f  Brehm-Saving,

Green,and Bosk in ,  apply  l e s s  t o  a work i n c e n t i v e  and more to  t h e  e f f e c t s  

o f  ad ju s tm en t s  in  w e l f a r e  g r a n t  l e v e l s .  The a n a ly se s  do no t  apply  

d i r e c t l y  t o  th e  AFDC program; t h i s  has t o  be t r e a t e d  s e p a r a t e l y .

N e i t h e r  t h e  p rev ious  l i t e r a t u r e  n o r  our  added a n a l y s i s  o f  t h e  

AFDC program a r e  adequa te  to  f u l l y  e x p l a i n  th e  expec ted  e f f e c t  o f  

t h e  i n c e n t i v e .  Yet,we draw two im p o r ta n t  t h e o r e t i c a l  co n c lu s io n s  f o r  

e m p i r i c a l  s tu d y :  (1)  s i n c e  most AFDC r e c i p i e n t s  a r e  n o t  employed, i t

i s  l i k e l y  t h a t  t h e  work i n c e n t i v e  w i l l  i n c r e a s e  AFDC employment; and

( 2 ) t h e  w e l f a r e  ca se load  i s  l i k e l y  to  i n c r e a s e  because  o f  t h e  i n c e n t i v e .
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4 dG
The w e l f a r e  t ax  can be d e f in e d  as 3 7  = -k w i th  G be ing  t h e  w e l f a r e  

payment and Y be ing  e a r n i n g s .  The s ig n  o f  t h e  d e r i v a t i v e  i s  n e g a t i v e  
and ranges from ze ro  to  one.  As in  t h e  Brehm-Saving a n a l y s i s  t h i s  
ig n o re s  work expenses .

5
Green,  op.  c i t . ,  p .  288.

®The use o f  t h e  te rm l e i s u r e  does n o t  mean no work,  b u t  r a t h e r  
no work f o r  wages. This  i s  im p o r ta n t  in  the  a n a l y s i s  o f  AFDC employ
ment.

^The s i z e  o f  t h i s  imputed va lue  i s  no t  im p o r ta n t  f o r  t h e  a n a l y s i s  
b u t  does p r e s e n t  an i n t e r e s t i n g  problem. I f  t h e  budget  c o n s t r a i n t  
i n c lu d e s  a l l  income a v a i l a b l e  f o r  consumpt ion ,  i n c l u d i n g  income in  k in d ,  
t h e  q u e s t i o n  i s  how do we hand le  t h i s  income i n  kind? Can we assume 
t h a t  a d o l l a r  as  income i n  k ind i s  t h e  same t o  t h e  w e l f a r e  r e c i p i e n t  
as  a d o l l a r  in  money? I f  i t  i s  n o t ,  t h e  budget  c o n s t r a i n t  s h i f t s  o u t 
ward by l e s s  than  t h e  d o l l a r  v a lu e  o f  income i n  k ind as de te rm ined  in  
t h e  market  p l a c e .  In t h i s  s e n s e ,  t h e  budge t  c o n s t r a i n t  i s  equal  to  
t h e  d o l l a r  income p lu s  t h e  d o l l a r  va lue  t h e  person  a t t a c h e s  t o  th e  
income in  k in d .  We assume t h a t  t h e  v a lu e  o f  Medicaid i s  equal  t o  t h e  
average  monthly f a m i ly  Medicaid e x p e n d i tu r e  o r  about  $50 p e r  month in  
Michigan i n  1970.

Q
The same p o i n t  as  made i n  f o o t n o t e  7 a p p l i e s  h e r e .  The f a c t  

t h a t  on ly  a bou t  37 p e r c e n t  o f  t h e  e l i g i b l e  AFDC f a m i l i e s  in  Michigan 
took  advan tage  o f  food stamps in  t h e  J u l y ,  1969 th rough J u l y ,  1970 
p e r io d  i n d i c a t e s  t h a t  pe r sons  may d i s c o u n t  th e  va lue  o f  t h a t  program.

9Some o f  t h e s e  b e n e f i t s  a r e  a v a i l a b l e  t o  non-AFDC f a m i l i e s  w i th  
low incomes o r  ve ry  high  medical  e xpenses .  In Michigan between J u l y ,
1969 and J u l y ,  1970,  a t  e a r n i n g s  high  enough t o  f o r c e  a fam i ly  from 
AFDC, i t  i s  u n l i k e l y  t h a t  t h e  f a m i ly  would r e c e i v e  any w e l f a r e  b e n e f i t s  
once i t  l e f t  AFDC.

^ T h i s  does n o t  c o n s id e r  e a rn in g s  o f  t h e  c h i l d r e n  which a r e  exempt 
from w e l f a r e  t a x  i n  most c a s e s .  I t  a l s o  assumes no income from so u rces  
o t h e r  than  e a rn in g s  o r  AFDC g r a n t .  Income from c h i l d  s u p p o r t  reduces  
t h e  g r a n t  on a d o l l a r  f o r  d o l l a r  b a s i s  and has t h e  e f f e c t  o f  d e c r e a s i n g
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t h e  t o t a l  p o t e n t i a l  e a rn in g s  o f  t h e  AFDC fa m i ly .

11
Applying th e  a n a l y s i s  o f  C hap te r  2,  s e t  t h e  w e l f a r e  t a x  equal  

t o  z e r o .  L6t  Y equa l  ea rned  income, T equal  t h e  w e l f a r e  t a x ,  and E th e  
work expenses  o f  .25Y. S o lv in g ,  Y-[30 + 1 /3  (Y-30) + E] = 0 ,  f o r  Y 
g iv e s  t h e  h i g h e s t  g ross  e a r n i n g s  exempt from a l l  w e l f a r e  t a x  o r  $48.



Chapte r  4

The Empir ica l  I s s u e s  and Data S e l e c t i o n  

In t h i s  chap te r ,  we w i l l  examine in  d e t a i l  problems in v o lv e d  i n  

i s o l a t i n g  t h e  e f f e c t  o f  t h e  work i n c e n t i v e ,  a t t e m p t s  t o  s o l v e  th e s e  

prob lem s ,  and t h e  sample s e l e c t i o n  and d a t a  f o r  t h e  s tu d y  as well  as  

some o f  th e  e x i s t i n g  d a t a  problems.

Our a n a l y s i s  i n  Chap te r  2 and Chap te r  3 s u g g e s t s  t h a t  t h e  work 

i n c e n t i v e  w i l l ,  o t h e r  t h i n g s  be ing  e q u a l ,  l e a d  t o  a h i g h e r  r a t e  o f  AFDC 

employment. Determining w he the r  o r  n o t  employment r a t e s  have in c r e a s e d  

i s  a r e l a t i v e l y  easy  e m p i r i c a l  problem. But o t h e r  t h i n g s  a r e  n o t  e q u a l ;  

o v e r  t h e  y e a r  o f  t h i s  s tu d y  AFDC employment r a t e s  may have changed 

because  o f  f a c t o r s  o t h e r  than  t h e  work i n c e n t i v e .  Our problem i s  in  

i s o l a t i n g  t h e  e f f e c t  o f  t h e  i n c e n t i v e  on r a t e s  o f  employment.

In o r d e r  t o  do t h i s ,  we w i l l  f i r s t  o f  a l l  s p e c i f y  t h e  more 

im p o r t a n t  v a r i a b l e s  which a f f e c t  AFDC employment. These have b e e n ,  i n  

p a r t ,  o b ta in e d  from e a r l i e r  work c i t e d  in  C hap te r  I . 1 We w i l l  then  

t r y  t o  e l i m i n a t e  some o f  t h e  v a r i a b l e s  th rough  sample s e l e c t i o n ,  by 

r e s t r i c t i n g  t h e  scope  o f  t h e  problem, and by making s i m p l i f y i n g  assump

t i o n s .  The employment e f f e c t s  o f  t h e  remain ing  v a r i a b l e s  w i l l  be 

d i s c u s s e d  in  C hap te r  5 and Chapte r  6 . In t h i s  manner,  we i n t e n d  to  

i s o l a t e  th e  work i n c e n t i v e  t o  s e e  w he the r  i t  a lo n e  has caused  changes 

in  AFDC e a r n i n g s  and employment.
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V a r ia b l e s  A f f e c t i n g  Market  Work

The employed p o r t i o n  o f  t h e  AFDC c a s e l o a d  can be c o n s id e re d  a f u n c 

t i o n  o f  t h r e e  c a t e g o r i e s  o f  v a r i a b l e s :  ( 1) demographic c h a r a c t e r i s t i c s

o f  t h o s e  on w e l f a r e ,  (2)  w e l f a r e  program v a r i a b l e s ,  (3)  o u t s i d e  f a c t o r s .

(1)  Demographic c h a r a c t e r i s t i c s  o f t e n  used  i n  l a b o r  supp ly  s t u d i e s  

i n c l u d e :  (a )  s e x ,  (b)  fam i ly  s t a t u s  [one  o r  two p a r e n t s ] ,  ( c )  f am i ly  s i z e ,

(d) h e a l t h ,  ( e )  jo b  s k i l l s ,  ( f )  e d u c a t i o n ,  (g)  r a c e ,  (h)  age o f  t h e  m o the r ,

( i )  age o f  t h e  c h i l d r e n ,  ( j )  o u t s i d e  income [ a l im ony ,  e t c . ] ,  (k)  p rev io u s  

work h i s t o r y .  I d e a l l y  we could  i s o l a t e  t h e  e f f e c t  o f  th e  work i n c e n t i v e  

on p e rsons  w i th  va ry ing  c h a r a c t e r i s t i c s .  However, t h e  t h e o r e t i c a l  as  well  

as e m p i r i c a l  p rob lem s ,  which a r i s e  in  t r y i n g  t o  i s o l a t e  the  e f f e c t  o f  e a c h ,  

a r e  v e ry  g r e a t  and p l a c e  demands on d a t a  which f a r  exceed  th o s e  a v a i l a b l e  

f o r  t h i s  t h e s i s .

A much l e s s  am bi t ious  t a s k  i s  t o  t a k e  t h e  i n i t i a l  demographic com

p o s i t i o n  o f  t h e  AFDC c a s e l o a d  as g iven  and then  t o  accoun t  f o r  the  employ

ment e f f e c t s  o f  changes in  t h a t  com pos i t ion .  We w i l l  n o t  e s t i m a t e  how 

t h e  i n c e n t i v e  would have a f f e c t e d  AFDC employment d i f f e r e n t l y  had th e  

i n i t i a l  c a s e l o a d  been d i f f e r e n t .

Changes in  t h e  demographic  com posi t ion  o f  t h e  c a s e l o a d  occu r  p r i 

m a r i ly  because  o f  d i f f e r e n t  ty p e s  o f  f a m i l i e s  l e a v i n g  and e n t e r i n g  AFDC.

The normal ly  h igh r a t e  o f  AFDC t u r n o v e r  p ro v id es  an o p p o r t u n i t y  f o r  sub 

s t a n t i a l  change in  t h e  c a s e lo a d  com pos i t ion .  Between J u l y ,  1969 and J u l y ,

1970 ( t h e  p e r i o d  o f  t h i s  s t u d y ) ,  an e s t i m a t e d  41 ,500 f a m i l i e s  e n t e r e d  th e
2

AFDC program i n  Michigan ,  w h i le  16,500 f a m i l i e s  l e f t  t h e  program.

Because t h e  normal t u r n o v e r  i s  so  h i g h ,  and because  t h e  AFDC employment 

r a t e  i s  l i k e l y  t o  vary  w i th  t h e  type  o f  persons  on w e l f a r e ,  t h a t  t u r n o v e r  

must be c o n s id e re d  as a p o t e n t i a l l y  im p o r t a n t  s o u rc e  o f  change in  AFDC .
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employment. This  p r e s e n t s  problems i n  measurement which co m p l ica te  t h e  

t a s k  o f  e m p i r i c a l l y  i s o l a t i n g  th e  e f f e c t  o f  t h e  work i n c e n t i v e .

How t u r n o v e r  i n  AFDC c a s e s  a f f e c t s  w e l f a r e  employment r a t e s  can

be e s t i m a t e d  by look ing  a t  t h e  employment s t a t u s  o f  t h o s e  who have 

r e c e n t l y  become w e l f a r e  r e c i p i e n t s  and th o s e  l e a v in g  w e l f a r e .  S i m i l a r l y ,  

th e  e f f e c t  o f  t u r n o v e r  can be p a r t i a l l y  i s o l a t e d  by fo l l o w in g  a c e r t a i n  

group o f  mothers o v e r  a l e n g th  o f  t im e .  Both approaches  a r e  used in  

t h e  em p i r i c a l  work p r e s e n t e d  in  Chapte r  5 and Chapter  6 ; we assume t h a t  

t h i s  s t r a t e g y  w i l l  e l i m i n a t e  t h e  most  im p o r ta n t  s o u rce  o f  change in  

t h e  demographic com posi t ion  o f  t h e  c a s e lo a d  o t h e r  than  th o s e  caused  by 

f e a t u r e s  o f  t h e  w e l f a r e  program and o u t s i d e  f a c t o r s .

(2) The work i n c e n t i v e  i s  an example o f  one o f  s e v e r a l  ways in  

which p o l i c y  makers a f f e c t  work d e c i s i o n s  th rough  changes  in  t h e  w e l f a r e  

program. O the r  program v a r i a b l e s  i n c l u d e :  (a) t h e  s i z e  o f  t h e  w e l f a r e  

g r a n t ,  (b) t e a c h in g  AFDC mothers  t o  u n d e r s tan d  th e  economic a l t e r n a t i v e s  

th e y  f a c e ,  (c) work t r a i n i n g  [ t h e  WIN program i n  p a r t i c u l a r ] ,  (d) M edica id ,

(e) c h i l d  c a r e  p r o v i s i o n s ,  (f) t r a n s p o r t a t i o n  p r o v i s i o n s .  As in  t h e  

case  o f  t h e  demographic v a r i a b l e s  we d i s c u s s e d  above ,  we w i l l  accoun t  

f o r  t h e  employment e f f e c t s  o f  changes i n  program v a r i a b l e s .  We expec t  

program changes t o  a f f e c t  employment i n  one o f  two ways: f i r s t ,  th rough 

changes i n  th e  program v a r i a b l e s  d u r in g  th e  p e r i o d  o f  s tu d y  (changes  in  

t h e  s i z e  o f  t h e  w e l f a r e  g r a n t s  o r  w e l f a r e  t a x  r a t e s  and so  f o r t h ) ;  

s econd ,  th rough p o s s i b l e  la gged  e f f e c t s  o f  programs which have changed 

in  t h e  p a s t .  For example,  t h e  h e a l t h  l e v e l  o f  t h e  AFDC c a s e l o a d  may 

improve f o r  a p e r io d  o f  t ime a f t e r  a medical c a r e  p lan  i s  in t r o d u c e d .

As in  t h e  above ca s e  o f  demographic v a r i a b l e s ,  t h e  a b s o l u t e  

e f f e c t  o f  t h e  program v a r i a b l e s  on t h e  r a t e s  o f  employment a t  any s i n g l e
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p o i n t  i n  t ime w i l l  n o t  be measured.  The t a s k  we must accomplish  a f t e r  

t h i s  s i m p l i f i c a t i o n  i s  t o  i s o l a t e  t h e  employment e f f e c t s  o f  program 

changes from th o s e  o f  t h e  work i n c e n t i v e .  Because program changes can 

a f f e c t  t u r n o v e r  as wel l  as  d i r e c t l y  a l t e r  employment o f  t h o s e  on w e l f a r e ,  

we must accoun t  f o r  bo th  p o s s i b i l i t i e s .  We t a k e  up t h i s  s u b j e c t  i n  

Chapter  5 and Chapter  6 where,  g iven  t h e  d a t a  l i m i t a t i o n s ,  we i s o l a t e  

t h e  e f f e c t s  o f  t h e  i n c e n t i v e  on employment and e a r n i n g s .

(3) V a r ia b l e s  which can be c l a s s i f i e d  as e x t e r n a l  t o  t h e  w e l f a r e  

program ( o u t s i d e  f a c t o r s )  a l s o  can have an im p o r ta n t  e f f e c t  on th e  

employment o f  persons  on AFDC. O u ts id e  f a c t o r s  i n c lu d e :  fe) l a b o r  market  

c o n d i t i o n s , ( b )  work a t t i t u d e s  o f  n o n -w e l f a r e  r e c i p i e n t s ,  (c) a t t i t u d e s  

toward w e l f a r e ,  (d) knowledge o f  n o n -w e l f a r e  r e c i p i e n t s  abou t  t h e i r  

economic a l t e r n a t i v e s .  As in  t h e  c a s e  o f  program v a r i a b l e s ,  changes in  

o u t s i d e  f a c t o r s  can cause  changes i n  t h e  employment o f  AFDC c a s e lo a d  by 

a l t e r i n g  tu r n o v e r  and a l s o  d i r e c t l y  a l t e r i n g  employment o f  th o s e  a l r e a d y  

on AFDC. Both o f  t h e s e  p o s s i b i l i t i e s  a r e  c o n s id e re d  in  c h a p t e r s  5 and 6 . 

The employment e f f e c t s  o f  changes in  o u t s i d e  f a c t o r s  w i l l  be d i s c u s s e d  

in  a manner s i m i l a r  t o  t h e  demographic and program v a r i a b l e s . '  No 

a t t e m p t  i s  made t o  de te rm ine  how the  i n c e n t i v e  would have a f f e c t e d  

employment d i f f e r e n t l y  w i th  d i f f e r e n t  i n i t i a l  l e v e l s  o f  o u t s i d e  f a c t o r s .

The fo reg o in g  d i s c u s s i o n  o u t l i n e s  t h e  v a r i a b l e s  we cons ide re d  

im p o r ta n t  to  e x p l a i n i n g  AFDC employment. We s i m p l i f i e d  t h e  problem o f  

acc oun t ing  f o r  a l l  t h e s e ,  and th e re b y  i s o l a t i n g  t h e  e f f e c t  o f  the  

i n c e n t i v e ,  in  two ways: (1) by l i m i t i n g  t h e  s tu d y  t o  t h e  e f f e c t s  o f  

changes in  t h e s e  v a r i a b l e s ,  and (2) acc o u n t in g  f o r  many o f  t h e  changes in  

t h e  v a r i a b l e s  th rough  s tu d y in g  t h e  employment r a t e s  o f  ca se s  e n t e r i n g  

and l e a v in g  AFDC. We w i l l  i s o l a t e  t h e  i n c e n t i v e ' s  e f f e c t  th rough  two



a d d i t i o n a l  s t e p s .  F i r s t ,  we w i l l  e l i m i n a t e  some v a r i a b l e s  by nar rowing 

o u r  focus  and th rough  sample s e l e c t i o n .  A r a t i o n a l e  f o r  t h i s  p rocedure  

fo l low s  n ex t  in  t h i s  c h a p t e r .  Second,  we w i l l  i d e n t i f y  t h e  expec ted  

employment e f f e c t s  o f  changes i n  a l l  v a r i a b l e s  not  accoun ted  f o r  o r  

e l i m i n a t e d  th rough  th e  s i m p l i f i c a t i o n  and fo cu s in g  o f  t h e  problem.

This  i s  done in  Chapte r  5 and C hap te r  6 .

Narrowing t h e  Empir ica l  Problem 
th rough  Sample S e l e c t i o n

The em p i r i c a l  focus  was narrowed by: (1)  r e s t r i c t i n g  t h e  s tu d y  to  

t h e  one y e a r  p e r i o d  a f t e r  t h e  s t a r t  o f  t h e  i n c e n t i v e ;  (2 ) r e s t r i c t i n g  

t h e  s tu d y  t o  J u l y ,  1969 and J u l y ,  1970 o n ly ;  and (3)  s tu d y in g  f em a le 

headed f a m i l i e s  o n ly .  In a d d i t i o n  to  nar rowing th e  f o c u s ,  we f e l t  t h a t  

we cou ld  improve t h e  s tu d y  by s e l e c t i n g  d a t a  s t r a t i f i e d  by geog raph ic  

a r e a s .  The r a t i o n a l e  f o r  t h e s e  i s  e x p la in e d  nex t .

(1)  One o f  t h e  most d i f f i c u l t  em p i r i c a l  problems face d  in  t h i s  

s tu d y  was an i n a b i l i t y  t o  s tu d y  th e  causes  o f  changes in  AFDC employ

ment o v e r  a number o f  y e a r s  p r i o r  t o  t h e  work i n c e n t i v e .  This  caused 

us t o  r e s t r i c t  t h e  s tu d y  t o  a one y e a r  p e r io d  a f t e r  t h e  i n c e n t i v e .

A one y e a r  i n t e r v a l  f o r  t h e  s tu d y  — J u l y ,  1969 to  J u l y ,  1970 — 

was s e l e c t e d  r e l u c t a n t l y .  I d e a l l y ,  we would a l s o  a n a ly ze  AFDC employ

ment d a t a  p r i o r  t o  t h e  s t a r t  o f  t h e  work i n c e n t i v e  on J u l y ,  1969,  in  

o r d e r  t o  f u l l y  i n t e r p r e t  changes which occur red  subsequen t  t o  i t .  But 

a s e a r c h  f o r  such d a t a  y i e l d e d  l i t t l e ,  with  t h e  e x ce p t io n  o f  surveys  

conduc ted by t h e  S t a t e  o f  Michigan as p a r t  o f  a na t ionw ide  s tu d y  by 

th e  U. S. Department o f  H e a l t h ,  Educa tion  and Welfare (HEW). These 

surveys  were made i n  November, 1961;  December, 1967; and May, 1969. 

U n f o r t u n a t e l y ,  t h e y  do no t  g iv e  a c o n c r e t e  p i c t u r e  o f  th e  p a t t e r n  o f
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AFDC employment r a t e s  p r i o r  t o  t h e  i n c e n t i v e .  This  i s  because  employ

ment r a t e s  in  Michigan g e n e r a l l y  behave i n  a c y c l i c a l  f a s h io n  and te nd  

t o  be h i g h e r  i n  l a t e  summer and m i d -w in te r .  The HEW s t u d i e s  were made 

i n  d i f f e r e n t  months and a r e  l i k e l y  t o  r e f l e c t  t h e s e  c y c l i c a l  d i f f e r e n c e s ;  

none were made i n  J u ly  and t h e r e f o r e  do n o t  p ro v id e  good b a s e l i n e  i n f o r 

m at ion .  In a d d i t i o n ,  gene ra l  employment c o n d i t i o n s  and AFDC program 

v a r i a b l e s  were q u i t e  d i f f e r e n t  a t  th e  t ime o f  t h e  su rveys  than  they  

were d u r in g  t h e  pe r io d  under  t h e  work i n c e n t i v e .  We f e e l ,  t h e r e f o r e ,  

t h a t  no use fu l  AFDC employment d a t a  e x i s t  b e f o r e  J u l y ,  1969 t o  p ro v id e  

b a s e l i n e  in fo r m a t io n .

The absence  of  such d a t a  im p l ie s  t h a t  t o  a s c e r t a i n  t h e  e f f e c t s  

o f  t h e  i n c e n t i v e  i t  would be b e t t e r  t o  s tu d y  as  long an i n t e r v a l  as  

p o s s i b l e  a f t e r  t h e  s t a r t  o f  t h e  i n c e n t i v e .  We, t h e r e f o r e ,  o r i g i n a l l y  

in t e n d e d  t o  o b t a i n  da ta  f o r  a t  l e a s t  a y e a r  and a h a l f  a f t e r  t h e  s t a r t  

o f  t h e  i n c e n t i v e .  U n f o r t u n a t e l y ,  th e  r e a l  w or ld  does n o t  u s u a l l y  

remain s t a t i c  long  enough t o  s a t i s f y  t h e  d e s i r e s  o f  t h e  r e s e a r c h e r ,  and 

t h i s  i n s t a n c e  was no e x c e p t io n .

In Sep tember ,  1970,  ma jor  program changes were implemented in  

Michigan;  a c e i l i n g  of  f o r t y  d o l l a r s  p e r  month was p la c e d  on work expenses  

exempted under t h e  work i n c e n t i v e  mechanism, and AFDC g r a n t s  were r a i s e d  

s u b s t a n t i a l l y .  This had th e  e f f e c t  o f  s u b s t a n t i a l l y  r educ ing  th e  

f i n a n c i a l  rewards  o f  employment f o r  t h e  AFDC r e c i p i e n t  and r a i s i n g  th e  

non-work income from AFDC. A r e d u c t i o n  i n  t h e  r e s p o n s e  o f  r e c i p i e n t s  

t o  t h e  work i n c e n t i v e  would be expec ted  f o r  bo th  o f  t h e s e  r e a s o n s .  At 

ab o u t  t h e  same t i m e ,  a th ree -m onth  General Motors s t r i k e  began;  t h i s  

had a d ram a t ic  impac t  on M ich igan ' s  w e l f a r e  c a s e l o a d  and genera l  employ

ment c o n d i t i o n s .  So i t  i s  l i k e l y  t h a t  t h i s  s t r i k e  i n f l u e n c e d  AFDC
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employment as w e l l .

T h e r e f o re ,  t h e  employment d a t a  which can be used t o  a n a ly z e  t h e  

e f f e c t  o f  t h e  work i n c e n t i v e  do n o t ,  in  ou r  judgment,  ex tend  beyond 

O c tober ,  1970. Fur the rm ore ,  because  da ta  on Michigan employment p a t t e r n s  

show t h a t  t y p i c a l l y  t h e r e  a r e  d i f f e r e n c e s  between employment l e v e l s  in
3

J u l y  and th e  months o f  September and O c tober ,  and s i n c e  AFDC employ

ment d a t a  a r e  n o t  a v a i l a b l e  f o r  t h e  months o f  September and O c tober ,

1969,  we dec ided  t h a t  i n t e r p r e t i n g  AFDC d a t a  f o r  September and O c tober ,  

1970 would be so  d i f f i c u l t  t h a t  i t  was n o t  u s e f u l .  We w i l l ,  t h e r e f o r e ,  

c o n f in e  th e  s tu d y  o f  t h e  work i n c e n t i v e  t o  t h e  p e r io d  o f  J u l y ,  1969,

t o  J u l y ,  1970.

( 2 ) At t h e  s t a r t  o f  t h i s  s t u d y ,  AFDC employment da ta  were a v a i l 

a b l e  f o r  J u l y  and O c to b e r ,  1969 as well  as J a n u a r y ,  A p r i l ,  and J u l y ,

1970. O ctober ,  1969 and A p r i l ,  1970 d a t a  were e r a s e d  by e r r o r  by 

t h e  Computer D iv i s io n  o f  t h e  Michigan Department o f  S oc ia l  S e r v i c e s .

Of t h e  t h r e e  remain ing  months,  we c o n s id e re d  J u l y ,  1969 and J u l y ,  1970 

t o  be t h e  most c r i t i c a l .

J a n u a ry ,  1970 d a t a  a r e  n o t  r e p o r t e d  because  we a r e  conv inced ,  

from h i s t o r i c a l  d a t a  on Michigan employment r a t e s ,  t h a t  l a b o r  market  

c o n d i t i o n s  in  December a r e  d i f f e r e n t  than  th o s e  in  J u l y .  Because 

J a n u a ry ,  1970 d a t a  r e f l e c t  main ly  l a b o r  c o n d i t i o n s  o f  December, 1969 

and because  t h e r e  were no AFDC d a t a  a v a i l a b l e  f o r  any Jan u a ry  p r i o r  

t o  t h e  work i n c e n t i v e ,  we f e l t  t h a t  t h e  problems o f  i n t e r p r e t i n g  t h e  

J a n u a r y ,  1970 d a t a  were too  g r e a t .

(3)  A f u r t h e r  nar rowing o f  t h e  focus  o f  t h i s  s tu d y  in v o lv ed  

s e l e c t i n g  fem ale -headed  f a m i l i e s  o n ly .  Most o f  t h e  AFDC r e c i p i e n t s  in  

Michigan a r e ,  i n  f a c t ,  s i n g l e - p a r e n t  f a m i l i e s  headed by women. However,
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i t  was e s t i m a t e d  t h a t  i n  J u l y ,  1970 t h e r e  were a c o n s i d e r a b l e  number
4

o f  male -headed AFDC-UP and s t e p f a t h e r  ca se s  i n  Michigan .  Under th e  

presumpt ion  t h a t  t h e  f a c t o r s  a f f e c t i n g  employment i n  male-headed 

househo lds  a r e  in  many ways d i s t i n c t  from t h o s e  o f  t h e  m a j o r i t y  o f  

AFDC r e c i p i e n t s ,  i t  was dec ided  t o  s i m p l i f y  t h e  s tu d y  o f  AFDC employ

ment and t h e  work i n c e n t i v e  by c o n s i d e r i n g  fem ale -headed  households 

o n ly .  There  a r e  obvious  advan tages  t o  t h i s .  For example ,  i f  t h e  male

headed AFDC component i s  e l i m i n a t e d ,  we can more e f f e c t i v e l y  focus  on 

th e  kinds  o f  jobs  which th e  remain ing  r e c i p i e n t s  would be l i k e l y  to  

t a k e .  T h e r e f o r e ,  l a b o r  marke t  d a t a  can be more e a s i l y  i n t e r p r e t e d  f o r  

p o s s i b l e  impact  on w e l f a r e  employment. Looking on ly  a t  female -heads  

e l i m i n a t e s  a n o t h e r  problem. During t h e  p e r io d  s t u d i e d ,  AFDC-UP 

r e c i p i e n t s  (male f am i ly  heads)  were fo r c e d  o f f  AFDC i f  t h e y  worked 

more t h a n  s i x t y - f o u r  hours  i n  any two-week p e r i o d .  This  p o l i c y  was 

fo l l o w e d  i r r e s p e c t i v e  o f  income and w i t h o u t  r e g a r d  t o  t h e  work i n c e n 

t i v e .  Earn ings  and employment o f  male headed f a m i l i e s  would ,  t h e r e f o r e ,  

have t o  be i n t e r p r e t e d  a p a r t  from t h o s e  o f  fem ale -headed  f a m i l i e s ,  

which d id  n o t  have r e s t r i c t i o n s  on hours  o f  employment.

In a d d i t i o n  to  fo c u s in g  ou r  s t u d y ,  we improved o u r  c a p a c i t y  to  

i s o l a t e  t h e  e f f e c t  o f  t h e  i n c e n t i v e  on employment by s e l e c t i n g  r e c i p i e n t s  

i n  a way t h a t  al lowed  an exam inat ion  o f  g eo g rap h ic  d i f f e r e n c e s  i n  

employment and c a s e l o a d .  Data samples were s t r a t i f i e d  by geograph ic  

a r e a  on th e  r a t i o n a l e  t h a t  l o c a t i o n  was p a r t i c u l a r l y  im p o r t a n t .  We 

f e l t  t h a t  geog raph ic  a r e a s  would p ro v id e  a proxy f o r  u r b a n - r u r a l  

d i f f e r e n c e s ,  d i f f e r e n c e s  in  l a b o r  m a rk e t s ,  p o s s i b l e  d i f f e r e n c e s  i n  work 

a t t i t u d e s ,  and d i f f e r e n c e s  in  t h e  demographic com posi t ion  o f  the  

c a s e l o a d s .
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D e s c r i p t i o n  o f  t h e  Data

One l o n g i t u d i n a l  ( fo l low ed  th rough  t ime)  and two c r o s s  s e c t i o n  

s e t s  o f  d a t a  on a c t i v e  fema le -headed  AFDC f a m i l i e s  i n  Michigan were 

drawn from th e  S t a t e  o f  M ich ig an ' s  Department o f  Soc ia l  S e r v i c e s  AFDC 

p a y ro l l  t a p es  f o r  each o f  t h e  t h i r t e e n  g eog raph ic  a r e a s  shown i n  F igure  

4 . 1 .  Tha t  i s ,  one c r o s s  s e c t i o n  sample was drawn i n  J u l y ,  1969,  and 

th o s e  ca se s  were fo l low ed  to  J u l y ,  1970 in  o r d e r  t o  p ro v id e  the  

l o n g i t u d i n a l  d a t a .  A d d i t i o n a l l y ,  a com ple te ly  new c ro s s  s e c t i o n  sample 

was drawn in  J u l y ,  1970 i n  o r d e r  t o  measure t h e  employment f o r  t h e  

c a s e lo a d  as a whole a t  t h a t  t im e .  In each a r e a ,  a d i f f e r e n t  sampl ing  

f r a c t i o n  ( p o r t i o n  o f  ca se s  sampled) was used in  o r d e r  t o  keep t h e  t o t a l  

sample s i z e  r e l a t i v e l y  small  (because  o f  t h e  l i m i t a t i o n s  o f  t h e  d a t a  

p ro c e s s in g  equipment)  w h i l e  r e t a i n i n g  a r e p r e s e n t a t i v e  sample from each.  

In a r e a s  I I  and I I I ,  f o r  example,  100 p e r c e n t  o f  t h e  ca se s  were s e l e c t e d  

s i n c e  t h e  c a s e lo a d s  were so  s m a l l .  But ,  i n  Area XII (Wayne Coun ty ) ,  

which in c lu d e s  D e t r o i t ,  a f o u r  p e r c e n t  sample was drawn s i n c e  Wayne 

County p o s se s s e s  a lm os t  h a l f  o f  t h e  s t a t e ' s  t o t a l  AFDC c a s e l o a d .

The geog raph ic  a r e a s  were s e l e c t e d  us ing  s e v e r a l  c r i t e r i a .  F i r s t ,  

every  major  m e t r o p o l i t a n  a r e a  o f  t h e  s t a t e  was s e l e c t e d .  Second,  t h r e e  

p redom ina te ly  r u r a l  a r e a s  o f  th e  s t a t e  were s e l e c t e d  to  r e p r e s e n t  r u r a l  

Michigan.  T h i r d ,  B e r r ie n  County was s e l e c t e d  because  a Michigan D ep a r t 

ment o f  Soc ia l  S e rv ic e s  employment p r o j e c t  was i n  p r o g r e s s ;  t h a t  s tudy

could  p rov ide  d a t a  on AFDC f a m i l i e s  more d e t a i l e d  than  t h a t  a v a i l a b l e  

from p a y r o l l  r e c o r d s .

The geog raph ic  a r e a s  s e l e c t e d  f a l l  i n t o  t h r e e  broad c a t e g o r i e s ,  

a r e a s  I - I I I  and XIII  a r e  p r i m a r i l y  r u r a l  and p o o r ,  a r ea s  X-XII ( i n c l u d i n g  

D e t r o i t )  a r e  h e a v i l y  urban w i th  a lower  p r o p o r t i o n  o f  f a m i l i e s  w i th
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low incomes,  and a r e a s  IV-IX form an in t e r m e d i a t e  group.  In t o t a l ,

89 p e r c e n t  o f  t h e  e n t i r e  J u l y ,  1970 AFDC c a s e lo a d  f a l l s  i n t o  one o f  

t h i r t e e n  a rea s  from which t h e  sample was drawn. The remain ing  11 

p e r c e n t  r e s i d e  i n  a r e a s  s i m i l a r  t o  t h e  r u r a l  a r e a s  which were in c lu d e d  

in  t h e  sample.  (A d d i t io n a l  i n fo rm a t io n  about  t h e  geograph ic  d i s p e r s i o n  

o f  t h e  Michigan p o p u la t i o n  and AFDC cas e lo ad  i s  p r e s e n t e d  in  Appendix 

A o f  t h i s  t h e s i s . )

The c ro s s  s e c t i o n  sample s i z e s  were 4 ,660  f a m i l i e s  f o r  J u l y ,

1969 and 7,656 f o r  J u l y ,  1970. The sampling f r a c t i o n s  and s i z e s  f o r  

each a r e a  a r e  shown i n  Appendix B o f  t h i s  t h e s i s .  The l o n g i t u d i n a l  

sample ,  which began w i th  4 ,660  f a m i l i e s  in  J u l y ,  1969,  c o n ta in e d  3,831 

i n  J u l y ,  1970. The remain ing  829 f a m i l i e s  were l o s t  as a c t i v e  c a se s  

because  they  moved from a sample a r e a  o r  l e f t  AFDC.

In  a d d i t i o n  t o  t h e  two c r o s s  s e c t i o n  and one l o n g i t u d i n a l  

samples o f  a c t i v e  AFDC c a s e s ,  t h e  same d a t a  were o b ta in e d  f o r  f a m i l i e s  

which e n t e r e d  o r  l e f t  AFDC d u r ing  t h e  t h i r t y  days p r i o r  t o  J u l y ,  1970; 

100 p e r c e n t  o f  t h e s e  openings  and c l o s i n g s  were s e l e c t e d  from a l l  

g eograph ic  a r e a s ,  e x c e p t  t h e  h e a v i l y  popu la ted  Area XII where a 20 

p e r c e n t  sample was t a k e n .  These c a s e s  were s e l e c t e d  t o  de te rm ine  how 

t h e  a c t i v e  ca s e lo a d  was changed by t h e  f low o f  people  th rough AFDC 

and to  c o n s id e r  t h e  p o s s i b l e  e f f e c t s  o f  t h e  work i n c e n t i v e  on changes 

i n  the  AFDC c a s e l o a d .

Data Problems

The primary d a t a  problem en coun te red  in  t h i s  s tu d y  was a la ck  

o f  in fo rm a t io n  on some o f  t h e  v a r i a b l e s .  This problem a r i s e s  because  

t h e  p r i n c i p a l  d a t a  s o u rc e  was t h e  r e c o rd s  used f o r  AFDC payments.
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These d a t a  were c o l l e c t e d  by a s t a t e  agency f o r  a d m i n i s t r a t i v e  r a t h e r  

than  r e s e a r c h  pu rp o ses .  The fo l l o w in g  a r e  two examples o f  t h e  kind o f

d a t a  m iss in g  from a d m i n i s t r a t i v e  r e c o r d s .

As we have a l r e a d y  ment ioned ,  t h e r e  a r e  no comparable e a rn in g s  

and employment d a t a  f o r  t h e  AFDC r e c i p i e n t s  p r i o r  t o  t h e  J u l y ,  1969, 

s t a r t i n g  d a t e  o f  t h e  work i n c e n t i v e .  Although s t a t e  and f e d e r a l  w e l f a r e  

a u t h o r i t i e s  knew o f  t h e  i n c e n t i v e s  o v e r  a y e a r  in  advance ,  no b a s e l i n e  

d a t a  were o b t a in e d  f o r  any f u t u r e  r e s e a r c h .

As a second example ,  gaps e x i s t  in  t h e  d a t a  which were r eco rded  • 

f o r  each AFDC fa m i ly  d u r in g  t h e  work i n c e n t i v e  program. Exper ience  

w i th  Michigan d a t a  shows t h a t  much in fo rm a t io n  was l o s t  because  i t  

was n o t  e s s e n t i a l  t o  t h e  a d m i n i s t r a t i o n  o f  w e l f a r e  checks .  The p rocess  

o f  removing t h e  f a m i l y ' s  opening d a t e  and r e p l a c i n g  i t  w i th  t h e  d a t e  o f  

l a s t , p r e v i o u s , a d m i n i s t r a t i v e  a c t i o n  (such as c o r r e c t i n g  t h e  s p e l l i n g  

o f  a name) may appea r  r e a s o n a b l e  f o r  a d m i n i s t r a t i v e  p u rp o s e s ,  b u t  i t  

e l i m i n a t e s  in f o r m a t io n  on th e  l e n g th  o f  t ime AFDC mothers  s t a y  on w e l f a r e .  

This  k ind o f  p rocedu re  e l i m i n a t e d  d a t a  on some demographic f a c t o r s  which 

i n f l u e n c e  t h e  r e sponse  o f  t h e  c a s e lo a d  t o  t h e  work i n c e n t i v e .

The f a i l u r e  o f  a d m i n i s t r a t o r s  to  rec o g n iz e  t h e  need f o r  more 

r e s e a r c h  d a t a  has l e d  t o  o t h e r  im p o r ta n t  i n fo rm a t io n  gaps .  While 

e d u c a t i o n ,  h e a l t h ,  and work h i s t o r y  a r e  im p o r ta n t  f a c t o r s  in  e x p l a i n i n g  

th e  p ro b a b le  changes i n  work p a t t e r n s  because  o f  th e  i n c e n t i v e ,  t h i s  

i n fo rm a t io n  has no t  been c r u c i a l  to  t h e  a d m i n i s t r a t i o n  o f  t h e  income 

main tenance  program and i s  t h e r e f o r e  n o t  k e p t  i n  any c e n t r a l  l o c a t i o n .  

These d a t a  can on ly  be o b ta in e d  th rough s p e c i a l  su rveys  o r  from in d i v id u a l
g

case  r e c o rd s  i n  each county .
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home where t h e  s t e p f a t h e r  has a h igh income may s t i l l  be e l i g i b l e  f o r  
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Chapte r  5

Employment E f f e c t  o f  t h e  Work I n c e n t i v e  

I n t r o d u c t i o n

Data a r e  p r e s e n t e d  i n  t h i s  c h a p t e r  in  an a t t e m p t  t o  i s o l a t e  t h e

e f f e c t  o f  t h e  work i n c e n t i v e  on AFDC employment r a t e s .  We beg in  w i th

a b r i e f  comment about  employment and e a r n i n g s  f o r  th e  c a s e l o a d  as a 

whole (male and female -headed  f a m i l i e s ) ,  which i s  p r e s e n t e d  as  em p i r i c a l  

s u p p o r t  f o r  t h e  use o f  on ly  two d a t a  c r o s s  s e c t i o n s  f o r  t h e  more 

d e t a i l e d  a n a l y s i s  in  t h i s  s t u d y .

We th e n  p r e s e n t  ev idence  t h a t  AFDC employment r a t e s  i n c r e a s e d

in  a l l  o f  t h e  t h i r t e e n  geograph ic  a r e a s  we have chosen f o r  t h i s  s tu d y .

The rem a inder  o f  t h e  c h a p t e r  i s  comprised o f  e x p l a n a t i o n s  o f  t h e  p ro b a b le  

employment e f f e c t  o f  t h e  v a r i a b l e s  l i s t e d  i n  Chapte r  4 .  In t h i s  way, 

we a t t e m p t  t o  i s o l a t e  t h e  e f f e c t  o f  t h e  i n c e n t i v e .

The v a r i a b l e s  from Chapte r  4 a r e  p r e s e n t e d  in  t h i s  sequence :

1. O u ts id e  f a c t o r s ,  i n c lu d in g  two measures o f  changes i n  l a b o r  

market  c o n d i t i o n s  and p o s s i b l e  changes i n  t h e  a t t i t u d e s  o f  t h o s e  on 

AFDC toward work

2. The e f f e c t s  o f  t u r n o v e r  on AFDC employment r a t e s *  i n c l u d i n g  

new cases  and changes in  t h e  numbers o f  f a m i l i e s  l e a v in g  w e l f a r e  

caused  by th e  i n c e n t i v e

3.  W el fa re  program v a r i a b l e s ,  such as i n c r e a s e d  AFDC g r a n t  

s i z e s  and th e  t r a i n i n g  a s p e c t s  o f  t h e  Work I n c e n t i v e  Program (WIN).
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The rem ainder  o f  t h e  c h a p t e r  p ro v id e s  a l i s t  o f  v a r i a b l e s  which 

have p robab ly  l i m i t e d  t h e  e f f e c t  o f  t h e  work i n c e n t i v e .  Poor h e a l t h ,  

la c k  o f  an id e a l  l e v e l  o f  c h i l d  c a r e ,  and ev idence  o f  a s e v e r e  la ck  

o f  knowledge on t h e  p a r t  o f  w e l f a r e  r e c i p i e n t s  abou t  t h e  work p r o v i s io n s  

a r e  a l l  p r e s e n t e d  as l i m i t i n g  f a c t o r s .

Employment and Earn ings  Changes f o r  
t h e  T o ta l  AFDC Caseload

The f i r s t  s t e p  i n  t h e  e m p i r i c a l  i n v e s t i g a t i o n  was t o  p l o t  AFDC 

employment f o r  t h e  t o t a l  c a s e l o a d  (male-heads  as wel l  as f em a le -heads)  

f o r  each month o f  t h e  f i r s t  y e a r  under t h e  work i n c e n t i v e .  We do t h i s  

i n  o r d e r  t o  judge  w he the r  changes in  AFDC employment f l u c t u a t e  in  a 

way t h a t  w i l l  cause  problems i n  i n t e r p r e t i n g  e a rn in g s  and employment 

d a t a  t a k en  on ly  from J u l y ,  1969 ( t h e  f i r s t  month o f  t h e  i n c e n t i v e )  and 

J u l y ,  1970 (one y e a r  l a t e r ) .  I f  t h e r e  a r e  wide f l u c t u a t i o n s ,  i t  would 

be more im p o r ta n t  t o  s tu d y  employment d a t a  f o r  i n t e r v e n i n g  p e r io d s  as 

w e l1 as  f o r  t h e  one y e a r  i  n t e r v a l .

F igure  5.1 shows t h a t ,  between A ugust ,  1969 and J u l y ,  1970, th e  

number o f  AFDC f a m i l i e s  w i th  e a rn e d  incomes a lm os t  doub led ,  r i s i n g  

s t e a d i l y  from 5,657  t o  10 ,743 .  P a r t  o f  t h i s  i n c r e a s e  can ,  o f  c o u r s e ,  

be a t t r i b u t e d  t o  an i n c r e a s e  i n  t h e  AFDC c a s e l o a d  o ve r  t h e  same t ime 

p e r i o d .  However, n o t  o n ly  has t h e  t o t a l  number employed i n c r e a s e d ,  b u t  

as shown in  F igure  5 . 2 ,  t h e  employed ca se s  as a p e r c e n t  o f  t h e  t o t a l  

c a s e lo a d  have a l s o  i n c r e a s e d .  Between August ,  1969 and J u l y ,  1970,  

t h e  employed p o r t i o n  o f  t h e  AFDC c a s e l o a d  in c r e a s e d  from 10 .0  t o  13.5  

p e r c e n t ,  w i th  most  o f  t h e  i n c r e a s e  o c c u r r i n g  w i t h i n  t h e  f i r s t  f i v e  months 

o f  t h e  s t a r t  o f  th e  work i n c e n t i v e  p r o v i s i o n .
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F igu re  5 .3  shows t h a t  average  e a rn in g s  o f  t h e  employed AFDC 

c a s e s  i n c r e a s e d  o v e r  t h e  same t ime p e r io d  from about  $176 t o  $191 p e r  

month.

The c om para t ive ly  s t e a d y  i n c r e a s e  in  AFDC employment and e a rn in g s  

f o r  t h e  e n t i r e  AFDC c a s e lo a d  s u g g e s t s  t h a t  i t  i s  r e a s o n a b l e  t o  examine 

d a t a  a t  o n ly  t h e  end p o in t s  in  t ime — J u l y ,  1969 and J u l y ,  1970.

Female AFDC Employment Rates  by Geographic Area 
in  J u l y ,  1969 and J u l y ,  1970

As i n d i c a t e d  in  Chapte r  4 ,  we s e l e c t e d  two c r o s s  s e c t i o n  samples 

and one l o n g i t u d i n a l  sample o f  t h e  female -headed  a c t i v e  AFDC f a m i l i e s .

One c r o s s  s e c t i o n  sample was drawn f o r  J u l y ,  1969 and a n o t h e r  one f o r  

J u l y ,  1970; bo th  were s t r a t i f i e d  ove r  t h i r t e e n  d i f f e r e n t  geograph ic  

a r e a s  o f  t h e  s t a t e .  The l o n g i t u d i n a l  sample i n c lu d e d  a l l  t h e  J u l y ,

1969 sample f a m i l i e s .  We in c lu d e d  both  t h o s e  f a m i l i e s  which were on 

AFDC i n  J u l y ,  1970 o r  which had l e f t  t h e  w e l f a r e  program between J u l y ,  

1969 and J u l y ,  1970. The a r e a s  were s e l e c t e d  t o  p r e s e n t  as  comple te  

a p i c t u r e  as p o s s i b l e  o f  t h e  d i f f e r e n t  geog raph ic  envi ronments  t o  which 

th e  AFDC program i s  a p p l i e d .  Four p red o m in a te ly  r u r a l  a r e a s  were 

s e l e c t e d  t o  r e p r e s e n t  r u r a l  Michigan - -  Group 1 ( a r e a s  I ,  I I ,  I I I ,  and 

X I I I ) ,  and t h r e e  a r e a s  were s e l e c t e d  t o  cove r  t h e  h e a v i l y  urban D e t r o i t  

a r e a  - -  Group 3 ( a r e a s  X, XI,  and X I I ) .  The remain ing  s i x  a r e a s  —

Group 2 — a r e  p a r t l y  urban  and p a r t l y  r u r a l  b u t  i n c l u d e  eve ry  remain ing  

majo r m e t r o p o l i t a n  a r e a  o f  t h e  s t a t e .  The J u l y ,  1969 sample was in t e n d e d  

t o  c a p t u r e  t h e  AFDC employment s i t u a t i o n  immediately  p r i o r  t o  t h e  im p le 

m e n ta t ion  o f  t h e  work i n c e n t i v e ;  t h e  J u l y ,  1970 sample was used to  

de te rm ine  t h e  s i t u t a t i o n  one y e a r  l a t e r .  A d d i t i o n a l l y ,  we made a c r o s s  

s e c t i o n  sample o f  c lo s e d  and newly-opened w e l f a r e  f a m i l i e s  f o r  t h e
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t h i r t y  day p e r io d  p r i o r  t o  J u l y ,  1970. The combinat ion  o f  sam ples ,  

t h e r e f o r e ,  p rov ides  a means o f  m o n i to r ing  changes in  female  employment 

and e a rn in g s  by geog raph ic  a r e a  as  well  as  a means o f  measuring t h e  

d i f f e r e n c e s  in  employment due t o  changes i n  t h e  c a s e lo a d  i t s e l f .

Table 5.1 shows t h e  AFDC employment r a t e s  by geog raph ic  a r e a  

f o r  t h e  c r o s s  s e c t i o n s  o f  cases  i n  J u l y ,  1969 and J u l y ,  1970. The 

t a b l e  r e v e a l s  an i n c r e a s e  i n  employment ove r  t h e  y e a r  in  a l l  t h i r t e e n  

a r e a s  d e s p i t e  p robab le  d i f f e r e n c e s  i n  ( 1) l a b o r  market  c o n d i t i o n s ,  and

(2) t h e  k inds  o f  f a m i l i e s  on AFDC. Although i n c r e a s e s  in  p e r c e n t  

employed v a r i e d  g r e a t l y  by a r e a ,  a l l  i n c r e a s e s  a r e  s t a t i s t i c a l l y  s i g n i f 

i c a n t .  A o n e - t a i l e d  t e s t  o f  s i g n i f i c a n c e  based  on d i f f e r e n c e s  in

means was a p p l i e d  t o  changes in  employment r a t e s  in  each a r e a  (u s ing

a normal approx im at ion  to  t h e  binomial  d i s t r i b u t i o n ) .  Areas I I  and I I I  

were not  in c lu d e d  s i n c e  th e y  were 100 p e r c e n t  sam ples .  Of t h e  remain ing 

e lev en  a r e a s ,  th e  d i f f e r e n c e  in  employment p e r c e n ta g e s  i s  s i g n i f i c a n t

a t  t h e  95 p e r c e n t  co n f id e n ce  l e v e l  in  n ine  c a se s  and a t  t h e  90 p e r c e n t

l e v e l  in  t h e  remaining a r e a s  ( a r e a s  VII and X I I I ) .

The l a r g e s t  i n c r e a s e  i n  th e  p e r c e n t  employed— 9 .6  to  19.5 

p e r c e n t - - o c c u r r e d  in  Area I ,  t h e  Upper P e n in s u l a .  Th is  i s  an a r e a  in  

Group 1 which i s  r u r a l ,  w h i t e ,  poor ,  has a low e d u c a t io n a l  l e v e l  r e l a 

t i v e  to  Group 2 and Group 3 ,  and i s  g e n e r a l l y  c o n s id e re d  t o  be economi

c a l l y  d e p re s s e d .  The second l a r g e s t  i n c r e a s e — 12.6  p e r c e n t  t o  21.4  

p e r c e n t  — o c c u r r e d  i n  Area VIII  which i s  i n  t h e  i n t e r m e d i a t e  Group 2.

The t h i r d  l a r g e s t  i n c r e a s e — 6 .5  p e r c e n t  t o  14.1 p e r c e n t  — o c c u r r e d  i n  

Area X which i s  i n  Group 3.  This group i s  t h e  most u rban ,  has t h e  

h i g h e s t  p o r t i o n  o f  nonw hi tes ,  a h i g h e r  p o r t i o n  o f  m a nufa c tu r ing  j o b s ,  

h ig h e r  income, and h ig h e r  e d u c a t io n a l  l e v e l s  than  t h e  o t h e r  a r e a s .  The
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Table 5.1

Percent of the Caseload Employed in July 1969 and 
July 1970 by Geographic Area

Geographic Percent of the caseload employed Change in percent
areasa July 1969 July 1970 employed

I 9.6 19.5 +9.9

II Group 1 18.2 21.9 + 3.7

III 20.0 25.0 +5.0

IV 8.9 15.5 +6.6

V 8.6 14.2 + 5.6

VI Group 2 7.4 10.7 +3.3

VII 10.6 14.3 + 3.7

VIII 12.6 21.4 +8.8

IX 11.5 17.1 +5.6

X 6.5 14.1 + 7.6

XI

XII

Group 3 9.3

4.7

14.6

9.1

+ 5.3 

+4.4

XIII Group 1 11.1 14.9 +3.8

a These areas are grouped in terms of the geographic categorization out
lined in Chapter 4 and Appendix A.

Source: Data obtained from 2 cross section samples of records of the
Michigan Department of Social Services.
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t h r e e  geograph ic  a r e a s  w i th  t h e  g r e a t e s t  i n c r e a s e s  in  t h e  p e r c e n t  o f  

th e  AFDC c a s e lo a d  employed,  t h e r e f o r e ,  range between t h e  demographic 

extremes  i n  t h e  sample.

The t h r e e  a r e a s  showing t h e  s m a l l e s t  i n c r e a s e s  i n  t h e  p e r c e n t  

employed a r e  I I  ( inG roup  1) and VI and VII (b o th  i n  t h e  i n t e r m e d i a t e  

group) .  Once a g a i n ,  t h e r e  i s  no c l e a r  p a t t e r n  o f  d i f f e r e n c e  in  i n c r e a s e s  

i n  p e r c e n t  employed o v e r  t h e  groups o f  geog raph ic  a r e a s .

So, t h e r e  has been a s t a t i s t i c a l l y  s i g n i f i c a n t  i n c r e a s e  i n  the  

AFDC employment r a t e s  i n  every  one o f  a w ide ly  d i v e r g e n t  group o f  a reas  

in  Michigan.  I f  t h i s  change cou ld  be a t t r i b u t e d  t o  t h e  work i n c e n t i v e  

a l o n e ,  o u r  t a s k  would be n e a r l y  f i n i s h e d .  But we s p e c u l a t e  t h a t  any 

one ,  o r  c om bina t ion ,  o f  t h e  f a c t o r s  d e s c r ib e d  i n  Chapte r  4 may have 

caused  such an i n c r e a s e .  Now, we must t r y  t o  i s o l a t e  t h e  e f f e c t  o f  

th e  work i n c e n t i v e  in  t h e  most f e a s i b l e  way.

In t h i s  d i s c u s s i o n  o f  changes in  employment r a t e s ,  we w i l l  

a t t e m p t  to  e x p l a i n  t h e  i n c r e a s e d  employment r a t e s  th rough t h e  v a r i a b l e s  

found in  C hap te r  4.  By i s o l a t i n g  such e f f e c t s  and by showing t h a t  

t h e y  a r e  n o t  l i k e l y  t o  have caused  the  h i g h e r  employment,  we w i l l  t r y  

to  de te rm ine  t h e  e f f e c t  o f  t h e  i n c e n t i v e  i t s e l f .

Changes in  AFDC Employment 
and t h e  Labor Markets

D i f f e r e n c e s  in  l a b o r  marke ts  can have an impact  on t h e  measured 

e f f e c t s  o f  t h e  work i n c e n t i v e .  By look ing  a t  v a r io u s  g eog raph ic  a rea s  

and comparing th e  changes i n  e a rn i n g  and employment f o r  e a c h ,  t o g e t h e r  

w i th  d i f f e r e n c e s  in  l a b o r  marke t  c o n d i t i o n s ,  we can a s c e r t a i n  whether  

th e  i n c r e a s e  in  AFDC employment can be e x p l a i n e d  th rough improved l a b o r  

market  c o n d i t i o n s .  The d e s i r e d  measurement o f  l a b o r  marke t  c o n d i t i o n s
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i s  n o n e x i s t e n t .  What we need i s  a measure o f  th e  excess  supp ly  o r  

demand f o r  s p e c i f i c  type s  o f  l a b o r  and s p e c i f i c  type s  o f  j o b s  - -  t h a t  

i s , t h e  p o r t i o n  o f  t h e  e n t i r e  l a b o r  market  a p p l i c a b l e  to  AFDC mothers .  

Only two measures a r e  a v a i l a b l e :  (1)  t h e  c rude  f i g u r e  o f  measured

unemployment, which has th e  shor tcoming o f  i n c l u d i n g  a l l  pe rsons  in  t h e  

l a b o r  f o r c e  as well  as  a l l  kinds o f  j o b s ,  and (2 ) t h e  e s t i m a t e  o f  t h e  

t o t a l  number o f  females  employed in  jo bs  which a r e  t h e  k ind  AFDC 

mothers a r e  l i k e l y  t o  f i l l .  N e i t h e r  l a b o r  marke t  measure i s  s a t i s f a c 

t o r y ,  b u t  because l a b o r  marke t  c o n d i t i o n s  appea r  t o  be so im p o r ta n t  t o  

AFDC employment,  we p r e s e n t  both measures i n  o r d e r  t o  judge  th e  e f f e c t  

o f  employment c o n d i t i o n s  on th e  change in  AFDC employment r a t e s .

Unemployment r a t e s  as a measure o f  
l a b o r  marke t  c o n d i t i o n s

For a l l  AFDC employment

Tab le 5 .2  shows unemployment r a t e s  f o r  June ,  1969 and June ,

1970 f o r  e l e v e n  sample a r e a s  and AFDC employment r a t e s  f o r  J u l y ,  1969 

and J u l y ,  1970 f o r  a l l  t h i r t e e n  sample a r e a s .  The unemployment r a t e s  

f o r  June were s e l e c t e d  in  p r e f e r e n c e  t o  th o s e  o f  J u l y  on th e  premise 

t h a t ,  because  o f  a t ime l a g ,  r eco rded  changes in  t h e  l a b o r  market  

in  June w i l l  r e g i s t e r  on the  AFDC sample d a t a  in  J u l y .  Unemployment 

r a t e s  a r e  a v a i l a b l e  f o r  only  e leven  o f  th e  geograph ic  a rea s  under 

s tu d y .  The unemployment r a t e s ,  in  most  c a s e s ,  a r e  f o r  SMSA's and 

i n c lu d e  e i t h e r  the  e n t i r e  geograph ic  a rea  from which th e  samples 

were drawn o r  even l a r g e r  a r e a s .  For example,  unemployment d a t a  

f o r  th e  D e t r o i t  SMSA i s  used to  r e p r e s e n t  t h e  l a b o r  market  c o n d i 

t i o n s  f o r  a l l  o f  Oakland,  Macomb, and Wayne c o u n t i e s  - -  a r e a s  X, XI, 

and XII .
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Table 5.2

Unemployment Rates and AFDC Employment Rate 
by Geographic Area

Geographic
areas

Unemp. rate 
June 1969

AFDC emp. 
rate July 1969

Unemp. rate 
June 1970

AFDC emp. 
rate July 1970

I 3.0 9.6 9.9 19.5

II NA NA NA NA
III NA NA NA NA

IV 6.4 8.9 8.5 15.5

V 5.7 8.6 8.1 14.2
VI 4.3 7.4 6.8 10.7
VII 3.3 10.6 6.0 00 1—1

VIII 4.5 12.6 6.7 21.4

IX 3.6 11.5 6.6 17.1

X 4.8 6.5 7.5 14.1

XI 4.8 9.3 7.5 14.6

XII 4.8 4.7 7.5 9.1

XIII 3.8 11.1 6.3 14.9

Source: Unemployment rates obtained from the appropriate issues of
Michigan Manpower Review.
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In a l l  o f  t h e  e l even  a r e a s  f o r  which t h e r e  a r e  unemployment 

d a t a ,  t h e r e  was a s u b s t a n t i a l  i n c r e a s e  in  t h e  r a t e  o f  unemployment from 

Ju n e ,  1969 t o  J u n e ,  1970. S o , t h e  AFDC employment r a t e  i n c r e a s e d  in  

eve ry  a r e a  d e s p i t e  t h e  i n c r e a s e d  unemployment between 1969 and 1970.

At any g iven  p o i n t  i n  t i m e ,  however,  t h e r e  appea rs  to  be l i t t l e  

r e l a t i o n  between unemployment r a t e s  and AFDC employment a c ro s s  geograph ic  

a r e a s .  For example ,  t h e  Upper P e n in s u la  — Area I — had th e  h i g h e s t  

a r e a  unemployment r a t e  in  bo th  J u n e ,  1969 and June ,  1970.  Y e t ,  i t  had 

th e  f i f t h  h i g h e s t  AFDC employment r a t e  in  1969; had t h e  l a r g e s t  i n c r e a s e  

in  AFDC r a t e  o f  employment between J u l y ,  1969 and J u l y ,  1970; and was 

ranked  second by AFDC r a t e  o f  employment in  1970. Areas V I I ,  IX, and 

XIII  had th e  lo w es t  unemployment r a t e s  in  1969 and were  t h r e e  o f  t h e  

f o u r  a rea s  w i th  t h e  h i g h e s t  AFDC employment r a t e s .  The same a r e a s  s t i l l  

had t h e  low es t  r a t e  o f  unemployment i n  1970; however, only  one o f  t h e  

a r e a s  ranked  among th e  top  f o u r  by AFDC employment r a t e s .

In a d d i t i o n  t o  comparing r a t e s  o f  AFDC employment to  unemployment 

r a t e s  a t  a p o i n t  i n  t im e ,  an a t t e m p t  was made to  r e l a t e  t h e  r e l a t i v e  

and a b s o l u t e  changes in  unemployment r a t e s  t o  changes in  th e  AFDC 

employment p i c t u r e .  This  was w i th o u t  much s u c c e s s .  I t  appears  t h a t ,  

w h i l e  t h e  t h e o r e t i c a l  r easons  f o r  b e l i e v i n g  t h a t  the  r e l a t i v e  demand 

f o r  l a b o r  w i l l  a f f e c t  AFDC employment a r e  too  s t ro n g  t o  r e j e c t  t h e  

id e a  co m p le te ly ,  t h e  ev idence  from t h i s  s tu d y  does n o t  s u p p o r t  t h i s  

h y p o t h e s i s .  However, th e  f a c t  remains t h a t  AFDC employment i n c r e a s e d  

in  s p i t e  o f  i n c r e a s e d  unemployment r a t e s .  Labor marke t  c o n d i t i o n s  

measured by unemployment r a t e s  c a n n o t ,  t h e r e f o r e ,  e x p l a i n  t h e  i n c r e a s e  

i n  AFDC employment.
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For f u l l - t i m e  AFDC employment

One r ea s o n  t h a t  unemployment r a t e s  canno t  e x p l a in  AFDC employment 

i s  t h a t  much AFDC employment i s  p a r t - t i m e  casua l  l a b o r .  Demand f o r  

persons  i n  t h e s e  jobs  may no t  change in  t h e  same way as t h e  demand f o r  

f u l l - t i m e  employees.  In o r d e r  t o  s e e  t h e  e f f e c t s  o f  unemployment 

r a t e s  on f u l l - t i m e  AFDC employment, t h e  unemployment r a t e s  were compared 

t o  t h e  p o r t i o n s  o f  th e  AFDC c a s e lo a d  e a rn in g  o ve r  $199 p e r  month.

Because d a t a  on hours  worked by AFDC mothers  were n o t  a v a i l a b l e ,  

some proxy f o r  f u l l - t i m e  employment was needed.  Earnings  l e v e l  was 

t h e  b e s t  proxy a v a i l a b l e .  I t  was assumed t h a t  anyone e a r n i n g  o ve r  $199 

p e r  month was working f u l l  t ime (more than  35 hours  per  week) .  The 

r a t i o n a l e  f o r  t h e  assumption  i s  as  f o l l o w s :  a t  t h e  S t a t e  o f  M ich igan 's  

minimum wage (as  o f  J u l y  1,  1970) o f  $1 .45 p e r  h o u r , 1 f u l l - t i m e  ea rn in g s  

a r e  g r e a t e r  than  $199 p e r  month.  This  means t h a t  th o se  f u l l - t i m e  

employed mothers  who a r e  no t  i n c lu d e d  under t h e  above d e f i n i t i o n  o f  f u l l  

t ime a r e  th o s e  employed in  very smal l  f i rm s  and a few exempted in d u s 

t r i e s .  Th is  may be an im p o r ta n t  s o u rce  o f  e r r o r  in  t h e  e s t i m a t e  o f  f u l l 

t ime employment because  many mothers  a r e  employed i n  th e  domest ic  

s e r v i c e  i n d u s t r y  and may be employed f u l l  t ime b u t  ea rn  under  $199.

For t h i s  r e a s o n ,  th e  number d e f in e d  as f u l l - t i m e  employed by t h e  $199 

e a rn in g s  proxy t e n d s  t o  u n d e r s t a t e  t h e  a c t u a l  number.

On th e  o t h e r  hand,  i t  i s  l i k e l y  t h a t  t h e r e  a r e  some p a r t - t i m e  

employed mothers  who e a r n  more th a n  $199.  For t h i s  r e a s o n , t h e  number 

o f  mothers coun ted  as employed f u l l  t ime te nds  t o  be o v e r s t a t e d . 

H o p e fu l ly ,  t h e  above two e r r o r s  a r e  o f f s e t t i n g .  With t h i s  as  an assump

t i o n ,  t h e  number e a rn in g  o ve r  $199 p e r  month becomes a r e a s o n a b l e  

e s t i m a t e  o f  t h e  number o f  f u l l - t i m e  employed.
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A comparison o f  unemployment r a t e s  w i th  f u l l - t i m e  employment 

r a t e s  ( i . e .  f u l l  t ime as  a p e r c e n t  o f  t h e  t o t a l  employed AFDC c a s e l o a d  

in  t h e  a r e a )  i s  shown in  Tab le  5 . 3 .  Area VII has t h e  low es t  r a t e  o f  

unemployment and ,  by f a r ,  t h e  h i g h e s t  p o r t i o n  o f  t h e  employed AFDC 

mothers working f u l l  t ime in  1969. Area I has t h e  h i g h e s t  unemploy

ment and ,  by f a r ,  t h e  lo w es t  p o r t i o n  o f  AFDC f u l l - t i m e  employment i n  

1969. While t h i s  r e l a t i o n s h i p  does n o t  ho ld  p e r f e c t l y  f o r  t h e  r e s t  o f  

t h e  geograph ic  a r e a s ,  h igh unemployment r a t e s  appea r  to  be g e n e r a l l y  

a s s o c i a t e d  w i th  a low e s t i m a t e d  p o r t i o n  o f  f u l l - t i m e  employment in  

1969. In 1970,  a r e a s  V I I ,  IX, and XII I  have th e  low es t  unemployment 

r a t e s  and th e  h i g h e s t  p o r t i o n s  o f  f u l l - t i m e  employed c a s e s .  At t h e  same 

time, Area I c l e a r l y  had t h e  h i g h e s t  unemployment r a t e  and was t h e  

a r e a  w i th  th e  lo w es t  p o r t i o n  o f  f u l l - t i m e  AFDC employment.

I t  appea rs  t h a t  unemployment r a t e s  were r e l a t e d  i n v e r s e l y  t o  

f u l l - t i m e  AFDC employment, o r  a t  l e a s t  t o  ou r  e a r n i n g s  proxy .  Because 

unemployment r a t e s  i n c r e a s e d  between J u n e ,  1969 and June ,  1970 in  a l l  

geograph ic  a r e a s ,  we s ee  a g a in  t h a t  even i f  unemployment r a t e s  a r e  

r e l a t e d  to  f u l l - t i m e  employment - -  as  Tab le  5 .3  s u g g e s t s  - -  t h i s  r e i n 

f o r c e s  o u r  e a r l i e r  p r o p o s i t i o n  t h a t  AFDC employment r a t e s  appea r  t o  have 

i n c r e a s e d  in  s p i t e  o f ,  n o t  because  o f ,  l a b o r  marke t  c o n d i t i o n s .

Female employment i n  s e l e c t e d  o c c u p a t io n s  
as a measure o f  l a b o r  marke t  " c o n d i t io n s

For a l l  AFDC employment

Q ues tions  about  t h e  a p p r o p r i a t e n e s s  o f  us ing  unemployment r a t e s  

as a measure o f  l a b o r  market  c o n d i t i o n s  l e d  t o  an a t t e m p t  t o  e x p l a in  

the  i n c r e a s e d  AFDC employment w i th  a d i f f e r e n t  e s t i m a t e  o f  l a b o r  marke t  

c o n d i t i o n s .  A b e t t e r  measure o f  changes in  t h e  l a b o r  markets  between



T able 5 .3

Unemployment R ates and E stim ated  Full-T im e AFDC Employment: By Geographic Areaa

Geographic
Areas

1969 1970

Unemployment
r a te

E stim ated  f u l l - t im e  
AFDC employment

Unemployment
r a te

E stim ated  fu l l - t im e  
AFDC employment

As p e rc en t o f  
employed AFDC 
case lo ad

As p e rc en t o f  
e n t i r e  AFDC 
case load

As p e rc e n t o f 
employed AFDC 
case load

As p e rc e n t o f  
e n t i r e  AFDC 
case lo ad

I 8.0 17.7 1.7 9 .9 23.6 4.6

I I NA NA NA NA NA NA

I I I NA NA NA NA NA NA

IV 6.4 29.3 2 .6 8.5 38.2 5.9

V 5.7 . 22.1 2 .0 8 .1 37.8 5 .4

VI 4.3 38.2 2 .8 6 .8 44.9 4 .8

VII 3.3 50.1 5 .3 6 .0 49.3 7 .1

V III 4 .5 34.3 4 .3 6 .7 43.1 9 .2

IX 3.6 35.5 4 .1 6 .6 55.5 9.5

X 4.8 42.8 2 .8 7.5 45.9 6 .5

XI 4 .8 37.0 3.5 7 .5 33.3 4 .9

XII 4 .8 32.3 1.5 7 .5 35.5 3.3

X III 3.8 26.6 3.0 6 .3 47.5 7 .1

a Unemployment r a t e s  a re  fo r  June w hile employment r a te s  a re  f o r  Ju ly  (o f  the  given y e a r ) .

Source: Unemployment r a te s  o b ta in ed  from Michigan Manpower Review.
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J u n e ,  1969 and J u n e ,  1970 might  be th e  change in  t h e  t o t a l  number o f  

females employed in  t h o s e  jobs  which a r e  l i k e l y  t o  be f i l l e d  by AFDC 

mothers ( p e r t i n e n t  j o b s ) .  T h i s ,  however,  has t h e  obvious d i s a d v a n ta g e  

o f  n o t  a c c o u n t in g  f o r  changes in  t h e  q u a n t i t y  o f  l a b o r  s u p p l i e d  b u t  

i n d i c a t i n g  on ly  t h e  number o f  pe rsons  a c t u a l l y  employed.

Table  5 .4  shows th e  e s t i m a t e s  o f  t h e  changes i n  p e r t i n e n t  female 

employment in  e l even  o f  t h e  t h i r t e e n  geog raph ic  a r e a s  where d a t a  were 

a v a i l a b l e .  (The e s t i m a t i o n  p rocedure  i s  d e s c r ib e d  in  Appendix C.)

A s l i g h t l y  d i f f e r e n t  p i c t u r e  o f  t h e  a r e a  l a b o r  markets  i s  

o b t a in e d  from th e  d a t a  i n  Table 5 . 4 .  While unemployment i n c r e a s e d  in  

eve ry  a r e a ,  t h e  e s t i m a t e d  t o t a l  numbers o f  females  employed in  p e r t i 

n en t  jo b s  i n c r e a s e d  in  f i v e  o f  t h e  e l even  a r e a s .  According t o  t h i s  

measure ,  l a b o r  marke t  c o n d i t i o n s  improved in  f i v e  o f  the  a r e a s  s t u d i e d .  

But changes in  t o t a l  p e r t i n e n t  female employment do no t  appea r  t o  be 

p o s i t i v e l y  r e l a t e d  t o  changes in  th e  AFDC employment r a t e s .  The a r e a s  

w i th  t h e  l a r g e s t  i n c r e a s e  in females  employed in  t h e  p e r t i n e n t  jo b s  

a r e  g e n e r a l l y  n o t  th o s e  w i th  t h e  l a r g e s t  i n c r e a s e  i n  AFDC employment 

r a t e s .  Areas VII and X I I I ,  f o r  example ,  have t h e  l a r g e s t  i n c r e a s e  i n  

p e r t i n e n t  female employment as a p o r t i o n  o f  th e  t o t a l  female  work f o r c e  

as o f  J u l y ,  1970. Those two a r e a s ,  however,  a r e  among t h r e e  a r e a s  

-with th e  low es t  i n c r e a s e  in  th e  AFDC employment r a t e s .  Area I ,  on the  

o t h e r  hand,  had t h e  t h i r d  g r e a t e s t  p r o p o r t i o n a l  i n c r e a s e  i n  p e r t i n e n t  

female employment and a l s o  the  l a r g e s t  i n c r e a s e  i n  AFDC employment 

r a t e s .  A s i m i l a r l y  ambiguous s i t u a t i o n  o c c u r r e d  in  a rea s  X, XI, and 

XII  which had th e  g r e a t e s t  p r o p o r t i o n a l  drop  in  p e r t i n e n t  female employ

ment,  a l though  n o t  one o f  t h e  a r e a s  was among th e  low es t  i n  terms o f  

i n c r e a s e d  AFDC employment.
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Table 5.4

Estimated Changes in Female Employment 
in Jobs Pertinent to AFDC Mothers and the 

Change in Percent of AFDC Employment from 1969 to 1970a

Estimated change in 
female employment

Geographic
areas

Change in percent 
of ADC employment 
from 1969 to 1970Change in 

number

Change as percent 
of total female 
work force in 
July 1970

I

II

III

+651 +2.8 +9.9

----- ---- -----

IV -1,094 -1.7 +6.6

V -492 -1.8 +5.6

VI -494 -1.3 + 3.3

VII +1,639 +4.7 +3.7

VIII +537 +1.6 + 8.8

IX +191 -- + 5.6

X -9,680 -2.5 +7.6

XI -9,680 -2.5 +5.3

XII -9,680 -2.5 +4.4

XIII +450 + 3.4 + 3.8

cl •See Appendix C for a detailed description of the derivation of these 
figures and source of data.
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For f u l l - t i m e  AFDC employment

Somewhat more c o n c lu s iv e  r e s u l t s  were o b ta in e d  by us ing  changes 

i n  p e r t i n e n t  female employment to  e x p l a i n  changes in  t h e  p o r t i o n  o f  

t h e  AFDC cas e lo a d  e s t i m a t e d  to  be employed f u l l  t im e  ( e a r n i n g  o v e r  

$199 pe r  month).  However, Table 5 .5  shows t h a t  t h e  e s t i m a t e d  change 

in  t h e  p e r t i n e n t  female  employment i s  n o t  s t r o n g l y  r e l a t e d  to  changes 

i n  t h e  r a t e s  o f  AFDC f u l l - t i m e  employment.

All o f  t h e  t h r e e  a r e a s  w i th  t h e  g r e a t e s t  i n c r e a s e  i n  the  p o r t i o n  

o f  AFDC mothers e s t i m a t e d  to  work f u l l  t ime ( V I I I ,  IX, and X I I I )  

showed i n c re a s e d  t o t a l  female employment in  p e r t i n e n t  j o b s .  Two o f  

t h e  t h r e e  a r e a s  w i th  t h e  l e a s t  i n c r e a s e  in  t h e  AFDC f u l l - t i m e  employ

ment r a t e  (XI and XII)  had dec reased  t o t a l  employment in  p e r t i n e n t  j o b s .  

The t h i r d ,  however,  Area VII ,  had th e  l a r g e s t  r e l a t i v e  i n c r e a s e  i n  

t o t a l  p e r t i n e n t  employment (as  measured in  t h e  midd le  column o f  t h e  

t a b l e ) .

The c o n c lu s io n  drawn from t h e  l a b o r  marke t  measures i s  t h a t  t h e  

r e l a t i o n s h i p  between th e  r a t e  o f  AFDC employment and th e  measurements 

o f  t h e  l a b o r  market  a r e  ambiguous a t  b e s t .  I f  a n y t h in g ,  t i g h t e r  l a b o r  

m a rk e t s ,  as  measured i n  t h i s  s t u d y ,  may be r e l a t e d  to  h i g h e r  AFDC 

e a rn in g s  which can be used as a proxy f o r  f u l l - t i m e  employment. However, 

n e i t h e r  measure o f  t h e  l a b o r  marke ts  can a d e q u a te l y  e x p l a i n  the  

in c r e a s e d  AFDC employment r a t e .  In g e n e r a l ,  t h e  measures i n d i c a t e  a 

d e c l i n e  in  l a b o r  market  c o n d i t i o n s ;  and t h e r e f o r e ,  i t  appea rs  r e a s o n a b l e  

to  r e i t e r a t e  th e  c l a im  t h a t  t h e  i n c r e a s e  i n  AFDC employment r a t e s  

o c c u r r e d  in  s p i t e  o f ,  n o t  because  o f ,  changes in  t h e  l a b o r  market  

condi  t i  o n s .
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Table 5.5

Estimated Changes in Female Employment in Jobs Pertinent to AFDC 
Mothers and the Change in the Percent of the Caseload Earning 

$200 or more Per Month Between July, 1969 and July, 1970

Geographic
area

Change in the 
total number of 
females employed 
in pertinent jobs

Changes in perti
nent jobs as per
cent of total 
female work force

Change in percent 
of employed AFDC 
cases with earn
ings >  200 per 
month

I

II

III

+651 +2.0 2,9

----- ----- -----

IV -1,094 -1.7 3.3

V -492 -1.8 3.4

VI -494 -1.3 2.0

VII +1,639 +4.7 1.8

VIII +537 +1. fa 4.9

IX +191 ----- 5.4

X -9,680 -2.5 2.7

XI -9,680 -2.5 1.4

XII -9,680 -2.5 1.8

XIII +450 + 3.4 4.1

Source: Data obtained from the records of the Michigan Department of
Social Services.
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Work A t t i t u d e s ,  A t t i t u d e s  toward 
Welfare and AFDC Employment

I t  i s  p o s s i b l e  t h a t  an i n c r e a s e d  p r e f e r e n c e  f o r  work o r  a 

d e c r e a se d  d e s i r e  to  be on w e l f a r e  cou ld  acc o u n t  f o r  t h e  i n c r e a s e d  AFDC 

employment between J u l y ,  1969 and J u l y ,  1970. T h i s ,  however,  i s  q u i t e  

u n l i k e l y .  The n e t  employment e f f e c t s  o f  new AFDC f a m i l i e s  - -  t h e  most 

l i k e l y  p la c e  f o r  t h e  e f f e c t s  o f  changes in  a t t i t u d e s  to  a p p e a r  - -  can 

be t r e a t e d  s e p a r a t e l y .  (See t h e  fo l lo w in g  s e c t i o n  on c a s e  o p e n i n g s . )  

However, th e  p o s s i b i l i t y  o f  any changes in  t h e  a t t i t u d e s  o f  th e  mothers  

who were a l r e a d y  on AFDC must be c o n s id e r e d .  There i s  no a p p a r e n t  

reason  why t h e  a t t i t u d e s  o f  t h e  e x i s t i n g  c a s e l o a d  s h ou ld  have  undergone 

a pronounced change in  f a v o r  o f  work between J u l y ,  1969 and J u l y ,  1970. 

In f a c t ,  i t  i s  more l i k e l y  t h a t  any s t igm a a t t a c h e d  t o  r e c e i v i n g  AFDC 

d e c re a s e d  o v e r  t h e  y e a r  because  o f  changes i n  t h e  p ro ced u res  o f  t h e  

Michigan Department o f  Soc ia l  S e rv ic e s  and because  o f  p u b l i c  r e l a t i o n s  

work by groups such as t h e  Welfare R igh ts  O r g a n iz a t io n .  S e l f - s u p p o r t ,  

t h e r e f o r e ,  may have become r e l a t i v e l y  l e s s  d e s i r a b l e .

But no s p e c i f i c  in fo rm a t io n  abou t  a p o s s i b l e  change i n  employ

ment a t t i t u d e s  e x i s t s .  O bta in ing  such in fo rm a t io n  would have invo lved  

c o s t l y  i n t e r v i e w s  b e f o r e  and a f t e r  t h e  work i n c e n t i v e  began.  This 

was n o t  a t t em p ted  f o r  two r e a s o n s .  F i r s t ,  t h i s  s tu d y  was s t a r t e d  too  

l a t e  to  g e t  a t t i t u d i n a l  d a t a  p r i o r  t o  J u l y ,  1969. Second,  no r e s o u rc e s  

were a v a i l a b l e  to  make such a s tu d y .  D esp i te  a lack  o f  e v id e n c e ,  

we do n o t  t h i n k  i t  u n reasonab le  to  assume t h a t  changes in work a t t i t u d e s  

and a t t i t u d e s  toward w e l f a r e  a r e  no t  l i k e l y  t o  change a p p r e c i a b l y  i n  

one y e a r .  T h e r e f o re ,  i t  i s  u n l i k e l y  t h a t  t h i s  v a r i a b l e  c o n t r i b u t e d  t o  

t h e  i n c r e a s e d  AFDC employment between J u l y ,  1969 and J u l y ,  1970.
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Turnover i n  t h e  AFDC Caseload  
and AFDC Employment

The AFDC c a s e l o a d  can change in  t h r e e  ways: th rough case

o p e n in g s ,  c a s e  c l o s i n g s ,  and changes  in  t h e  a c t i v e  c a s e l o a d  i t s e l f .

In t h i s  s e c t i o n ,  we w i l l  d i s c u s s  t h e  e f f e c t s  on employment o f  w e l f a r e  

f a m i l i e s  which e n t e r  and l e a v e  AFDC. L a t e r ,  we w i l l  c o n s i d e r  t h e  

w e l f a r e  program v a r i a b l e s  which have th e  p o t e n t i a l  t o  change some o f  

t h e  c h a r a c t e r i s t i c s  o f  th o s e  in  t h e  e x i s t i n g  AFDC c a s e l o a d ,  and t h e r e 

f o r e ,  t h e i r  r a t e  o f  employment.

F am i l ie s  e n t e r i n g  w e l f a r e  and AFDC 
employment r a t e s

New w e l f a r e  f a m i l i e s  and AFDC 
employment r a t e s  ( s t a t e - w i d e  
f i  g u r e s )

Our concern in  t h i s  s e c t i o n  i s  t h e  manner i n  which a l a r g e  number 

o f  new f a m i l i e s  c ou ld  a f f e c t  t h e  AFDC employment r a t e s .  R e c a l l i n g  

Chap te r  4 ,  t h e r e  were an e s t i m a t e d  41 ,500 new AFDC f a m i l i e s  i n  Michigan 

between J u l y ,  1969 and J u l y ,  1970. This  r e p r e s e n t s  n e a r l y  h a l f  o f  th e  

app rox im ate ly  80 ,000 t o t a l  f a m i l i e s  on AFDC i n  J u l y ,  1970. I t  i s  t h e r e 

f o r e  q u i t e  p o s s i b l e  t h a t  t h i s  r e l a t i v e l y  l a r g e  number o f  new f a m i l i e s  

cou ld  cause  s i g n i f i c a n t  changes in  t h e  AFDC employment r a t e s  o ve r  th e  

f i r s t  y e a r  o f  the  work i n c e n t i v e .

The f i r s t  p l a c e  t o  look  f o r  t h e  e f f e c t  o f  new f a m i l i e s  on measured 

AFDC employment i s  t h e  employment r a t e s  o f  f a m i l i e s  acc o rd in g  to  l eng th  

o f  t ime on AFDC. Tab le  5 .6  — based  on a l l  f a m i l i e s  which were in  th e  

J u l y ,  1970 sample o f  a c t i v e  fem ale -headed  AFDC f a m i l i e s  - -  shows t h a t  

t h e  AFDC employment r a t e  t ends  to  r i s e  f o r  t h e  f i r s t  y e a r  t h e  mothers 

a r e  on AFDC. Mothers who have been on AFDC f o r  p e r io d s  o f  t im e  between 

one and fo u r  y e a r s  have an a lm os t  c o n s t a n t  employment r a t e .  For
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Table 5.6
Percent of the Michigan AFDC Caseload Employed: 

By Length of Time on Welfare3

Length of time on Percent of the caseload Sample
AFDC in months employed size

0 - 7 8.6 2,244

7 - 13 11.8 1,332

13 - 25 12.9 1,464

25 - 37 12.7 848

37 - 49 12.9 313

6 ,2 0 1

a This table is based upon data obtained on 6,201 clients out of a total 
of 7,656 in our sample. The discrepancy in sample size is due to the 
fact that some cases, mainly those on welfare for a longer time, do 
not have an opening date recorded. Because of this, the figures do 
not give a good picture of the distribution of the caseload by length 
of time on welfare. However, since we know of no reason why the re
maining cases should be biased in favor of more or less employment, 
we feel the rates of employment are reasonable estimates.

Source: Data obtained from records of the Michigan Department of
Social Services.
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l e n g t h s  o f  t ime on AFDC l o n g e r  th a n  f o u r  y e a r s ,  t h e  d a t a  have some e r r o r  

and t h e r e f o r e  a r e  n o t  p r e s e n t e d  h e r e .

The d a t a  in  Tab le  5 .6  imply t h a t  t h o s e  mothers  who came on AFDC 

du r in g  th e  p e r io d  o f  t h e  work i n c e n t i v e  had a lower  r a t e  o f  employment 

th a n  t h e  genera l  c a s e l o a d .  Because t h e  number o f  new f a m i l i e s  i s  

r e l a t i v e l y  l a r g e ,  i t  seems r e a s o n a b l e  to  a s s e r t  t h a t  t h e  new f a m i l i e s  

t e nded  t o  d e c re a s e  t h e  AFDC employment r a t e s  du r ing  th e  f i r s t  y e a r  

o f  t h e  work i n c e n t i v e  and t h a t  t h e  a c t u a l  i n c r e a s e s  in  those  r a t e s  

o c c u r r e d  in  s p i t e  o f  th e  i n c r e a s e d  number o f  new f a m i l i e s  on AFDC.

Employment r a t e s  o f  new AFDC mothers  
(by geog raph ic  a r e a j  ~  “

Tab le  5 .7  compares t h e  r a t e  o f  employment f o r  a l l  a c t i v e  AFDC 

mothers  w i th  t h a t  o f  th o s e  who were new w i t h i n  t h e  30 day p e r io d  p r i o r  

t o  J u l y ,  1970. In tw e lve  o f  t h e  t h i r t e e n  geograph ic  a r e a s ,  th e  employ

ment r a t e  f o r  new mothers  was l e s s  than  t h a t  o f  a l l  a c t i v e  m others .

In Area VII, t h e  employment r a t e  was g r e a t e r .  Conclusions  drawn from 

th e s e  d a t a  a r e  g e n e r a l l y  c o n s i s t e n t  w i th  ou r  e a r l i e r  conc lus ion  based  

on a sample o f  a l l  mothers  by l e n g t h  o f  t im e  on AFDC. But i t  does 

add more s u p p o r t  to  t h e  c o n t e n t i o n  t h a t  t h e  employment r a t e s  o f  AFDC 

mothers  i n c r e a s e d  i n  s p i t e  o f ,  n o t  because  o f ,  t h e  high  r a t e  o f  new 

open ings .

In o r d e r  to  complete  t h e  a n a l y s i s  o f  t h e  work i n c e n t i v e  and new 

AFDC f a m i l i e s ,  i t  shou ld  be mentioned  t h a t  t h e  i n c e n t i v e  i t s e l f  cou ld  

cause  a drop in  th e  measured AFDC employment r a t e s .  I f  the  i n c e n t i v e  

caused  n o n -w e l fa re  mothers t o  q u i t  t h e i r  j o b s  and th e n  e n t e r  AFDC 

w i th  t h e  i n t e n t  o f  working (a p o s s i b i l i t y  noted  in  Chapte r  2 ) ,  they
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Table 5.7

AFDC Employment Rates for All Active and for Newly 
Opened Cases, July 1970a

Geographic
area

Percent Employed Sample sizes, 
newly opened 

casesActive
cases

Newly opened 
cases

I 19.5 14.8 61

II 21.9 20.0 20

III 25.0 9.1 11

IV 17.5 8.2 208

V 14.2 8.3 204

VI 10.7 6.4 313

VII 14.3 15.2 244

VIII 21.4 11.4 114

IX 17.1 11.0 73

X 14.1 9.0 368

XI 14.6 7.2 83

XII 9.1 1.6 124

XIII 14.9 9.5 116

a Rates for the active cases are from the July 1970 cross section
sample; rates for the newly opened cases are from special samples of
cases opened in June 1970. (100% samples for all areas except Area
XII, when a 20% sample was drawn).

Source: Data obtained from records of the Michigan Department of
Social Services.
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may be p icked  up in  t h e  sample as unemployed.  U n f o r t u n a t e l y ,  t h e r e  i s  

no ev idence  t o  de te rm ine  w he the r  t h i s  o c c u r r e d .

The employment e f f e c t  o f  new f a m i l i e s  — 
ev id en ce  from a l o n g i t u d i n a l  samples

Our c la im  t h a t  new f a m i l i e s  had an ad v e r s e  e f f e c t  on changes in  

AFDC employment can be checked th rough t h e  use o f  a l o n g i t u d i n a l  sample.  

I f  t h e  same group o f  f a m i l i e s  i s  fo l low ed  between J u l y ,  1969 and J u l y ,  

1970,  t h e  e f f e c t  o f  new cas e  openings  i s  e l i m i n a t e d .  I f  th e  co n c lu s io n s  

o f  t h e  p re v io u s  s e c t i o n  a r e  v a l i d ,  a g r e a t e r  i n c r e a s e  i n  employment 

shou ld  be d e t e c t e d  in  t h e  l o n g i t u d i n a l  sample th a n  between th e  two 

c r o s s  s e c t i o n  samples.

Table  5 . 8  compares t h e  employment r a t e s  f o r  th e  sample o f  4,660 

female -headed  f a m i l i e s  by a r e a ,  in  J u l y ,  1969,  and o f  3,831 o f  t h o s e  

r e c i p i e n t s  who remained on AFDC through  J u l y ,  1970. I t  a l s o  shows th e  

employment r a t e s  f o r  t h e  1970 c ro s s  s e c t i o n  sample o f  a c t i v e  f e m a le 

headed fami 1i e s .

The employment r a t e s  f o r  both t h e  l o n g i t u d i n a l  and c ro s s  s e c t i o n  

samples in  1970 i n c r e a s e d  from t h a t  i n  J u l y ,  1969 f o r  ev e ry  one o f  the  

t h i r t e e n  geograph ic  a r e a s .  In a l l  b u t  t h r e e  a r e a s ,  th e  r a t e  o f  employ

ment was h i g h e r  f o r  t h e  l o n g i t u d i n a l  sample than  th e  J u l y ,  1970 a c t i v e  

sample.  This  i s  c o n s i s t e n t  w i th  e x p e c t a t i o n s  and g ive s  added s u p p o r t  

t o  t h e  a s s e r t i o n  t h a t  t h e  l a r g e  number o f  new r e c i p i e n t s  reduced th e  

e f f e c t  o f  th e  work i n c e n t i v e  as measured by employment r a t e s  o f  c r o s s  

s e c t i o n s  o f  th e  female -headed  AFDC c a s e l o a d .

The e f f e c t  o f  t h e  work i n c e n t i v e  on th o s e  who were on AFDC a t  

t h e  s t a r t  o f  t h e  work i n c e n t i v e  can be looked  a t  a n o t h e r  way. Of th e  

3,831 sample mothers  who were on AFDC in  bo th  J u l y ,  1969 and J u l y ,  1970,
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Table 5.8

Comparison of the Employment Rates of the July 1969 Sample 
With the Same Cases in July 1970 and a New Cross 

Section Sample of Active Cases in July 1970

Geographic
area

Percent employed July 1969 active, July 1970 
longitudinal and July 1970 active

July 1969 
active

July 1970 
longitudinal

July 1970 
active

I 9.6 22.7 19.5

II 18.2 26.5 21.9

III 20.0 30.8 25.0

IV 8.9 14.7 15.5

V 8.6 14.8 14.2

VI 7.4 14.2 10.7

VII 10.6 17.1 14.3

VIII 12.6 25.3 21.4

IX 11.5 19.6 17.1

X 6.5 14.6 14.1

XI 9.3 13.3 14.6

XII 4.7 10.6 9.1

XIII 11.1 14.2 14.9

Source: Data obtained from records of the Michigan Department of
Social Services.
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372 were employed in  J u l y ,  1969,  w h i le  s u b s t a n t i a l l y  more — 635 - -  

were employed i n  J u l y ,  1970. The o v e r a l l  changes i n  employment a r e  

summarized i n  F igure  5 . 4 .

Let  us c o n s i d e r  t h e  f a m i l i e s  which were a c t i v e  in  J u l y ,  1969 

and a y e a r  l a t e r .  Of th o s e  who were employed i n  J u l y ,  1969, about  

60 p e r c e n t ,  o r  215 f a m i l i e s ,  were employed in  J u l y ,  1970.  In a d d i t i o n  

to  t h i s ,  420 o f  th o s e  f a m i l i e s  who were unemployed i n  J u l y ,  1969 were 

employed in  J u l y ,  1970. The employment i n c r e a s e s  outweigh th e  d e c re a se s  

by 263 f a m i l i e s  f o r  a 70 p e r c e n t  n e t  i n c r e a s e  i n  t h e  number o f  f a m i l i e s  

employed.

Thus, a m a jo r i t y  o f  t h e  a c t i v e  mothers  employed in  J u l y ,  1969,  

when th e  work i n c e n t i v e  went i n t o  e f f e c t ,  were s t i l l  employed in  J u l y ,  

1970, w h i le  a s t i l l  g r e a t e r  number o f  mothers  moved from an unemployed 

s t a t u s  in  1969 to  employment i n  1970. I t  i s  a p p a r e n t  t h a t  employment 

and ea rn in g s  in c r e a s e d  c o n s id e r a b ly  f o r  t h o s e  who were on AFDC p r i o r  

t o  t h e  im plem enta t ion  o f  t h e  work i n c e n t i v e .

F am i l ie s  l e a v in g  w e l f a r e  and 
AFDC employment r a t e s

Changes in  t o t a l  AFDC c l o s i n g s

As shown by F igure  5 . 5 ,  t h e  i n c r e a s e  in  t h e  Michigan AFDC c a s e 

load  between J u l y ,  1968 and J u l y ,  1970 has  been p r i m a r i l y  due to  a 

l a r g e  i n c r e a s e  in  new f a m i l i e s .

During t h e  J u l y ,  1969 t o  J u l y ,  1970 p e r i o d ,  t h e  monthly c l o s i n g s  

remained above 1,000 f a m i l i e s  in  a l l  b u t  one month and cl imbed over  

1 ,700 in  J u l y ,  1970. I t  appears  t h a t  t h e  work i n c e n t i v e  has not  

d e c r e a se d  t h e  number o f  f a m i l i e s  l e a v in g  AFDC as cou ld  be expec ted  from 

t h e  a n a l y s i s  i n  Chapter  2;  however,  t h e  r a t e  o f  c l o s i n g s  has f a l l e n
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Cases employed in 
July, 1969

372

/  \
Unemployed Employed
July, 1970 July, 1970

Cases unemployed in 
July, 1969

3,459

/
Employed 
July, 1970

Unemployed 
July, 1970

157 215

\
420 3,039

Total employed 
July, 1970

635

Number of AFDC Cases Employed in 1969 and 1970:
A Longitudinal Sample

Source: Figure 5.4 was prepared from data obtained from the records
of the Michigan Department of Social Services.

Figure 5.4
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because  t h e  c a s e l o a d  moved s h a r p l y  h i g h e r .  Fur therm ore ,  t h e  average  

p o r t i o n  o f  t h o s e  c l o s i n g s  which were r e p o r t e d  — as c lo sed  because  o f  

employment r e a s o n s  — f e l l  from abou t  33 p e r c e n t  f o r  t h e  p e r i o d  o f  J u l y ,

1968 t o  J u n e ,  1969 t o  abou t  23 p e r c e n t  f o r  t h e  p e r i o d  o f  Sep tember ,

1969 t o  J u l y ,  1970. (Data f o r  June and J u l y ,  1969 a r e  n o t  a v a i l a b l e . )

I s o l a t i n g  t h e  employment e f f e c t  
o f  a r e d u c t i o n  i n  c l o s i n g s

The im p o r ta n t  q u e s t i o n  h e re  i s  as  f o l l o w s .  Has the  work i n c e n 

t i v e  encouraged  f a m i l i e s ,  who might  o th e rw is e  have l e f t  AFDC t o  seek  

employment,  to  remain? In o t h e r  words ,  has t h e  work i n c e n t i v e ,  by e n 

courag ing  employed mothers  t o  remain on w e l f a r e ,  caused  p a r t  o f  th e  

measured i n c r e a s e  i n  AFDC employment? Our a n a l y s i s  o f  C hap te r  2 im p l ie s  

t h a t  i t  would.  To answer t h i s ,  we must  i s o l a t e  t h i s  e f f e c t  which we 

s h a l l  c a l l  t h e  n e g a t i v e  e f f e c t  o f  t h e  i n c e n t i v e .

While t h e r e  i s  no way o f  a c c u r a t e l y  de te rm in in g  the  number o f  

persons  who would have ea rned  enough t o  l e a v e  w e l f a r e  in t h e  absence  

o f  t h e  work i n c e n t i v e  ( adequa te  pre-work i n c e n t i v e  d a t a  w i th  which t o

g e n e r a t e  p r o j e c t i o n s  a r e  u n a v a i l a b l e ) ,  t h e  fo l l o w in g  rough e s t i m a t e  has 
2

been developed .

For t h e  e n t i r e  J u l y ,  1970 sam ple ,  a computa t ion  was made o f  t h e  

number o f  mothers  who had e a r n i n g s  n e t  o f  work expenses  which were a t  

l e a s t  equal  t o  th e  g r a n t  t h e  mother  would have r e c e i v e d  i f  no one in  t h e  

f a m i ly  were working  a t  a l l .  This  i s  th e  number o f  r e c i p i e n t s  who were 

e a r n i n g  enough to  have been f o r c e d  o f f  o f  w e l f a r e  i f  i t  had n o t  been 

f o r  t h e  work i n c e n t i v e .  In th e  absence  o f  t h e  work i n c e n t i v e ,  a l l  o f  

t h e s e  mothers would have l o s t  up to  t h e  t o t a l  o f  c h i l d  c a r e ,  M edica id ,  

and Food Stamps by e a r n i n g  t h i s  much. An a d d i t i o n a l  computa t ion
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was made o f  t h e  number w i th  n e t  e a r n i n g s  equal  t o  an a r b i t r a r i l y  

s e l e c t e d  amount o f  a t  l e a s t  f i f t y  d o l l a r s  g r e a t e r  than  th e  non-work 

g r a n t .  These mothers  would l o s e  c h i l d  c a r e ,  Medica id  and th e  Food 

Stamp bonus ,  l e s s  t h e  amount by which f i f t y  d o l l a r s  exceeds work 

e x p e n s e s ,  which makes l e a v in g  AFDC somewhat more r e a s o n a b l e  s i n c e  

t h e i r  economic l o s s  i s  l e s s .

The s i m p l i s t i c  assumption  was then  made t h a t  pe r sons  with  

e a r n i n g s  above t h e s e  two c r i t i c a l  p o i n t s  were t h e  ones who would have 

ea rned  enough to  le a v e  w e l f a r e  v o l u n t a r i l y  in  t h e  absence  o f  t h e  work 

i n c e n t i v e .  We f e e l  t h a t  t h i s  p rocedu re  p ro v id es  c o n s e r v a t i v e  e s t i m a t e s  

o f  t h e  number o f  peop le  t h a t  t h e  work i n c e n t i v e  encouraged  t o  remain 

on w e l f a r e .  The number o f  r e c i p i e n t s  in  each e s t i m a t e  was then  s u b 

t r a c t e d  from bo th  t h e  t o t a l  sample and t h e  number employed in  each 

a r e a  i n  J u l y ,  1970. In o t h e r  words,  a l l  t h o s e  who e a rn e d  enough to  

have been fo r c e d  o f f  AFDC w i t h o u t  t h e  work i n c e n t i v e  and th o s e  e a rn in g  

a t  l e a s t  f i f t y  d o l l a r s  p e r  month more than  t h a t  amount were o m i t t e d .  

Th is  as sumption  p robab ly  o v e r s t a t e s  t h e  n e g a t iv e  e f f e c t s  o f  t h e  work 

i n c e n t i v e ,  s i n c e  some o f  th o s e  e a rn in g  t h e s e  h i g h e r  amounts p robab ly  

d id  so because  o f  t h e  p o s i t i v e  e f f e c t s  o f  t h e  i n c e n t i v e .  The r e s u l t  

i s  t h a t  th e  e s t i m a t i o n  p rocedure  i s  l i k e l y  t o  u n d e r s t a t e  t h e  p o s i t i v e  

e f f e c t s  o f  t h e  i n c e n t i v e .  T ab le  5 .9  shows th e  r e s u l t i n g  c o n s e r v a t i v e  

e s t i m a t e  o f  t h e  p o s i t i v e  employment e f f e c t  o f  t h e  work i n c e n t i v e .

This  i s  ex p re s s e d  i n  te rms o f  employment r a t e s  which have been a d j u s t e d  

f o r  t h e  expec ted  n e g a t iv e  e f f e c t  o f  t h e  i n c e n t i v e  (which i s  a r e d u c t io n  

in  AFDC c l o s i n g s ) .

The b a s i c  co n c lu s io n  drawn from th e  t a b l e  i s  t h a t  w h i l e  a d j u s t 

ments n a t u r a l l y  reduce  th e  i n c r e a s e s  i n  employment p e r c e n ta g e s  in  a l l
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Table 5.9

Portion of the AFDC Caseload Which Was Employed in July 1969 and 
July 1970 (1970 Figures Adjusted to Account for Possible 

Negative Effects of the Work Incentive)

Geographic
area

AFDC employment 
rate July 1969

July 1970 AFDC em
ployment rate 
assuming those 
with net earnings 
at least equal to 
the non-work 
grant leave AFDC

July 1970 AFDC 
employment rate 
assuming those 
with net earnings 
at least equal to 
$50 more than the 
non-work grant 
leave AFDC

Adj usted 
percent employed

Adjusted 
percent employed

I 9.6 17. 3a 18. 8a

II 18.2 19.1° 22.6°

III 20.0 20.8° 22.2C

IV 8.9 13. la 14.9a

V 8.6 12.5a 13. 3a

VI 7.4
1

9.3 9.9b

VII 10.6 13.0 13.5

VIII 12.6 18.4a 20.6a

IX 11.5 13.0 14.83

X 6.5 CM
 

r—
1 13.13

XI 9.3 12.4b 13. lb

XII 4.7 7.7a 8.3a

XIII 11.1 13.0 14.3

a The change from July 1969 is significant at 95% level.

b The change from July 1969 is significant at 90% level.
Q 100% sample; therefore, any difference is meaningful.

Source: Data obtained from records of Michigan Department of Social •
Services.
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a r e a s ,  even th e  a d j u s t e d  p e rc e n ta g e s  a r e ,  in  most geograph ic  a r e a s ,  

c o n s id e r a b ly  h i g h e r  than  th e  J u l y ,  1969 f i g u r e s .  Many o f  t h e  i n c r e a s e s  

a r e  s t i l l  s t a t i s t i c a l l y  s i g n i f i c a n t .

I t  t h e r e f o r e  appears  t h a t ,  d e s p i t e  t h e  e s t i m a t e d  e f f e c t  o f  th e  

work i n c e n t i v e  on reduced numbers o f  p e r sons  l e a v in g  w e l f a r e ,  i t  

remains r e a s o n a b le  to  b e l i e v e  t h a t  t h e  work i n c e n t i v e  may have a l s o  

accounted  f o r  a p o s i t i v e  i n c r e a s e  in  AFDC employment by encouraging  

m o the rs ,  who would o th e rw is e  n o t  have worked,  t o  f i n d  employment.

AFDC Grant  Change and AFDC Employment 

In J u l y ,  1969, t h e  AFDC b e n e f i t  l e v e l  i n  Michigan in c r e a s e d  by 

about  t h r e e  d o l l a r s  p e r  person  p e r  month.  In o t h e r  words ,  a fam i ly  o f  

f o u r  ga ined  tw elve  d o l l a r s  p e r  month. Under normal a s s u m p t io n s ,  an 

a p p l i c a t i o n  o f  economic t h e o ry  would s u g g e s t  t h a t  t h i s  i n c r e a s e  in  

w e l f a r e  payments would te nd  t o  d e c r e a s e  AFDC employment because  o f  an
3

income e f f e c t  l e a d in g  t o  th e  consumption o f  more l e i s u r e .  But w h i le  

even a twelve d o l l a r  p e r  month change in  income would n o t  be l i k e l y  to  

a p p r e c i a b ly  a f f e c t  employment, t h e  s i z e  o f  t h a t  i n c r e a s e  was a c t u a l l y  

l e s s  in  r e a l  te rm s .  Between J u l y ,  1969 and J u l y ,  1970,  t h e  g r a n t  s i z e  

f o r  a f am i ly  o f  f o u r  w i th  no n o n -w e l fa re  income f e l l  by roughly  s i x t e e n  

d o l l a r s  per  month i n  r e a l  terms due t o  r i s i n g  p r i c e s ,  as  measured by 

the  D e t r o i t  Consumer P r i c e  In d ex .^  The n e t  e f f e c t  i s  a l o s s  o f  about  

f o u r  d o l l a r s  p e r  month in  r e a l  income f o r  t h e  fam i ly  o f  f o u r  on AFDC, 

which can be assumed to  have had a n e g l i g i b l e  e f f e c t  on employment. 

S i m i l a r l y ,  a l l  AFDC f a m i l i e s  had a small  d e c l i n e  in  r e a l  w e l f a r e  income. 

The a c t u a l  amount depends p r i n c i p a l l y  on th e  g r a n t  s i z e  which i s  a 

f u n c t i o n  o f  f am i ly  s i z e  and n o n -w e l fa re  income. I t  i s  n o t  f e l t ,  however,
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t h a t  t h e s e  changes  i n  AFDC r e a l  income a r e  l a r g e  enough t o  e x p l a i n  a 

s i g n i f i c a n t  p o r t i o n  o f  t h e  i n c r e a s e  i n  AFDC employment.

The WIN T r a i n in g  Program 
and AFDC Employment

The 1967 Soc ia l  S e c u r i t y  Amendments a t t em p ted  to  encourage  AFDC 

employment, f i r s t ,  th rough work i n c e n t i v e s  and ,  second ,  by p ro v id in g  

t r a i n i n g  and o t h e r  s u p p o r t  s e r v i c e s  ( r e f e r r e d  t o  as WIN in  t h i s  t h e s i s ) .  

What p a r t ,  i f  any ,  o f  t h e  i n c r e a s e  i n  the  measured AFDC employment r a t e s  

ove r  t h e  f i r s t  y ea r ,  under th e  work i n c e n t i v e ,  i s  due t o  th e  t r a i n i n g  and 

s u p p o r t  s e r v i c e s  i s  ex t re m e ly  d i f f i c u l t  t o  answer  due,  p a r t i a l l y ,  t o  

u n s a t i s f a c t o r y  c r i t e r i a  a v a i l a b l e  t o  measure t h e  e f f e c t s  o f  WIN. The 

on ly  way WIN can i n c r e a s e  t h e  AFDC employment r a t e s  i s  i f  t h o s e  who g e t  

jobs  th rough WIN remain on AFDC. The tough j o b  i s  t o  i d e n t i f y  th o s e  

who f i n d  jo b s  because  o f  th e  program. One e s t i m a t e  o f  t h e s e  persons  

assumes t h a t  on ly  th o s e  who g ra d u a t e  from WIN can be cla imed as s u c c e s s e s  

by th e  program. I f  i t  i s  assumed t h a t  a WIN g ra d u a t e  i s  a person  who 

has found a jo b  th rough  WIN and i s  employed a t  l e a s t  n i n e t y  days ( t h e  

Michigan Employment S e c u r i t y  Commission d e f i n i t i o n  o f  th o s e  com ple t ing  

an e m p l o y a b i l i t y  p l a n ) ,  then i t  i s  e s t i m a t e d  t h a t  t h e r e  were about  

n i n e t y - f i v e  g r a d u a te s  who were female -heads  o f  households  in  J u l y ,  1969 

and abou t  515 i n  J u l y ,  1970 .5 We w i l l  assume t h a t  a l l  t h e s e  peop le  

s t a y e d  on w e l f a r e ,  which i s  h i g h l y  u n l i k e l y ,  and t h a t  a l l  were employed 

in  J u l y ,  1970, which i s  a l s o  u n l i k e l y ;  then  we can e s t i m a t e  t h a t  

rough ly  n ine  WIN g ra d u a t e s  may have been in c lu d e d  in  t h e  J u l y ,  1969 

sample o f  449 employed AFDC m o th e r s ,  and 56 may have been in c lu d e d  in  

t h e  J u l y ,  1970 sample o f  1 ,168 .  While t h i s  measure o f  th e  p o s s i b l e  

e f f e c t  o f  WIN can n o t  e n t i r e l y  be i g n o r e d ,  i t  h a r d l y  e x p l a i n s  t h e  t o t a l
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i n c r e a s e  in  measured female  AFDC employment.

The WIN program could  have a f f e c t e d  ou r  measure o f  AFDC employ

ment o t h e r  than  th rough  i t s  g r a d u a t e s .  Some WIN e n r o l l e e s  a s s ig n e d  to  

Phase I t r a i n i n g  (on t h e  j o b  t r a i n i n g )  may have r e c e iv e d  ea rned  income 

o b ta in e d  th rough  some WIN r e l a t e d  work.  In J u l y ,  1969,  ac c o rd in g  to  

t h e  S t a t e  o f  Michigan Department o f  S oc ia l  S e r v i c e s  r e c o r d s ,  f o u r  

mothers in  t h i s  s t u d y ' s  AFDC sample were d e te rm ined  t o  be employed and,  

a t  th e  same t i m e ,  e n r o l l e d  in  Phase I t r a i n i n g .  S ix t e e n  people  were 

e n r o l l e d  in  Phase I and employed in  J u l y ,  1970.  Even i f  t h e  employ

ment o f  a l l  t h e s e  mothers  was a t t r i b u t e d  e x c l u s i v e l y  t o  WIN, t h e  number 

i s  n o t  l a r g e  r e l a t i v e  t o  t h e  t o t a l  numbers o f  employed AFDC mothers  in  

th e  sample.

WIN could  have had o t h e r  p o s i t i v e  i n f l u e n c e s  on AFDC employment.  

WIN e n r o l l e e s  who d id  n o t  g r a d u a t e  from WIN may have been p la c e d  i n  

jo b s  by WIN, o r  t h e i r  t r a i n i n g  may have been h e l p f u l  in  f i n d i n g  employ

ment d e s p i t e  t h e  f a c t  t h a t  i t  was n o t  comple ted .  The mere f a c t  t h a t  

many mothers were f o r c e d  t o  e n r o l l  i n  WIN may have i n f l u e n c e d  some o f  

them to  f i n d  employment.

The n e g a t i v e  a s p e c t s  o f  WIN which would te n d  t o  d e c re a se  AFDC 

employment have t o  be weighed a g a i n s t  t h e  p o s i t i v e  c o n t r i b u t i o n s .  I t  

i s  p o s s i b l e  t h a t  some AFDC mothers  d i d  n o t  seek  employment because  they  

were busy p a r t i c i p a t i n g  in  t h e  WIN program. Some o f  t h e  thousands  

o f  AFDC f a m i l i e s  th ro u g h o u t  Michigan,who were p u t  in  a h o ld ing  s t a t u s  

( e n r o l l e d  in  WIN b u t  n o t  r e c e i v i n g  s e r v i c e s )  d u r in g  th e  f i r s t  y e a r  o f  

th e  work i n c e n t i v e  (5 ,315  c a s e s  o r  88.6  p e r c e n t  o f  a l l  WIN e n r o l l e e s  

i n  J u l y ,  1970),® might  have found work e x c e p t  f o r  t h e  WIN t r a i n i n g  

program.
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We c o n s i d e r  t h e  mothers  who a r e  a c t i v e l y  invo lved  i n  t r a i n i n g  

b u t  n o t  employed as unemployed.  So,  a t  a p o i n t  in  t ime n e a r  th e  

beg inn ing  o f  a manpower program, such as WIN, t h e  program may a c t u a l l y  

have a temporary  n e g a t i v e  i n f l u e n c e  on employment measured th rough  a 

c ro s s  s e c t i o n  sample o f  c a s e s .  I f  t h i s  were t h e  c a s e ,  WIN would have 

had a n e g a t iv e  i n f l u e n c e  on o u r  measure o f  AFDC employment,  and t h e r e 

f o r e ,  i t  would u n d e r s t a t e  th e  e f f e c t  o f  th e  work i n c e n t i v e .  v

Conclus ions  abou t  the  e f f e c t  o f  WIN must be ambiguous.  Our 

e s t i m a t e ,  however,  i s  t h a t  WIN c o n t r i b u t e d  a t  b e s t  on ly  in  a minor way 

to  th e  measured i n c r e a s e s  in  AFDC female  employment o v e r  t h e  f i r s t  y e a r  

o f  the  work i n c e n t i v e .

Reasons Why t h e  Measured E f f e c t  
o f  t h e  Work I n c e n t i v e  i s  a 

P o s s i b l e  U nders ta tement

H eal th -M edica id  and AFDC employment

For t h e  purposes  o f  t h i s  s t u d y ,  we want t o  de te rm ine  i f  t h e  h e a l t h

o f  t h e  AFDC p o p u la t io n  a p p r e c i a b l y  changed and thus  p o s s i b l y  a f f e c t e d

t h e  r a t e  o f  AFDC employment.

There i s  no reason  f o r  us t o  b e l i e v e  t h a t  t h e  h e a l t h  o f  the

e s t a b l i s h e d  AFDC p o p u la t i o n  would have changed o v e r  th e  y e a r ,  e x ce p t  f o r

th e  p o s s i b l e  e f f e c t  o f  t h e  Medicaid program o r  some o t h e r  o u t s i d e  f a c t o r .

But s in c e  th e  Medicaid program was e s t a b l i s h e d  in  t h e  f a l l  o f  1966, we

would not  e x p e c t  i t s  e f f e c t  on t h e  h e a l t h  o f  t h e  AFDC p o p u la t io n  to

d i f f e r e n t i a l l y  a f f e c t  AFDC employment in  f i s c a l  1969-70,  b u t  r a t h e r  in

1967-68. (We assume no s i z a b l e  b a r r i e r  to  communication a bou t  th e

program.)  S ince  th e  e f f e c t s  o f  Medicaid do no t  f a l l  i n  ou r  p e r io d  o f

s tu d y ,  we w i l l  omi t  i t  and a d i f f e r e n t i a l  h e a l t h  l e v e l  as an e x p l a n a to r y
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v a r i a b l e  f o r  changed AFDC employment.

While t h e r e  i s  no reason  to  b e l i e v e  t h a t  t h e r e  has been an

a p p r e c i a b l e  change i n  AFDC h e a l t h ,  i t  i s  p o s s i b l e  t h a t  poor  h e a l t h  may
7

have h in d e re d  AFDC r e a c t i o n  t o  th e  work i n c e n t i v e .  To t h e  e x t e n t  t h a t  

i t  h a s ,  t h e  measured i n c r e a s e  in  AFDC employment has u n d e r s t a t e d  the  

e f f e c t s  o f  a f i n a n c i a l  i n c e n t i v e  t o  work. This  may be im p o r ta n t  to  

i n c e n t i v e s  a p p l i e d  t o  income main tenance programs which a r e  des igned  

f o r  a l l  f a m i l i e s  - -  n o t  on ly  those  on AFDC.

Day c a r e

There i s  no ev idence  o f  s u b s t a n t i a l l y  improved day c a r e  p r o v i 

s i o n s  f o r  mothers between J u l y ,  1969 and J u l y ,  1970. T h e r e f o re ,  th e  

day c a r e  v a r i a b l e  i s  l i k e l y  t o  have tended  t o  reduce  th e  p o t e n t i a l  

impact  o f  t h e  work i n c e n t i v e .  Most mothers  must make t h e i r  own c h i l d  

c a r e  a r rangem ents .  There a r e  few day c a r e  c e n t e r s ,  and many mothers  

a re  unaware t h a t  c h i l d  c a r e  w i l l  be p a i d  f o r  by t h e  s t a t e .  About 20 

p e r c e n t  o f  a s p e c i a l  sample o f  255 AFDC r e c i p i e n t s  i n  geog raph ic
O

Area XIII  were  unaware t h a t  day c a r e  would be pa id  f o r  by t h e  s t a t e .

Knowledge o f  th e  work i n c e n t i v e  and 
AFDC employment

We have only  incom ple te  i n fo rm a t io n  o f  what  Michigan AFDC mothers  

know about  t h e  work i n c e n t i v e  p r o v i s i o n s .  To t h e  e x t e n t  t h a t  AFDC 

mothers do n o t  know what  t h e  i n c e n t i v e  means,  m isunde rs t and  i t ,  o r  

u n d e r e s t i m a t e  i t s  b e n e f i t s ,  t h e  measured e f f e c t  o f  t h e  i n c e n t i v e  on 

employment w i l l  be u n d e r s t a t e d .

There i s  ev idence  t h a t  AFDC mothers  do n o t ,  g e n e r a l l y ,  know much 

abou t  th e  i n c e n t i v e  p r o v i s i o n s .  A s t u d y ,  made by t h e  Research D iv i s io n
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o f  M ich ig an ' s  Department o f  S o c ia l  S e r v i c e s  o f  AFDC r e c i p i e n t s  in  

B e r r i e n  County in  September and October  o f  1970 (ove r  one y e a r  a f t e r  

t h e  s t a r t  o f  t h e  work i n c e n t i v e ) ,  p ro v id e s  an idea  o f  th e  d eg ree  to  

which t h i s  i s  t r u e .  For example,  o f  a sample o f  a bou t  225 mothers  - -  

i n c l u d i n g  abou t  185 r e c e i v i n g  i n t e n s i v e  s o c i a l  s e r v i c e s  on an e x p e r i 

mental b a s i s  — more than  15 p e r c e n t  d id  n o t  know t h a t  they  cou ld  work 

and r e c e i v e  a w e l f a r e  check a t  t h e  same t im e .  The e f f e c t s  o f  t h i s  l a c k  

o f  knowledge on th e  measured impact  o f  t h e  work i n c e n t i v e  a r e  obv ious .

Of th o s e  who knew t h a t  th e y  could  work and s t i l l  r e c e i v e  w e l f a r e  c h e c k s ,  

most d id  n o t  know t h a t  t h e r e  was no l o n g e r  a 100 p e r c e n t  t a x  on e a r n i n g s .  

Only 33 .5  p e r c e n t  knew t h a t  t h e  s i z e  o f  t h e  w e l f a r e  check would not  

change i f  th e y  earned  t h i r t y  d o l l a r s  pe r  month.  Three  o f  t h e  r e c i p i e n t s  

a c t u a l l y  th o u g h t  t h e  g r a n t  would i n c r e a s e ;  about  31 .0  p e r c e n t  "did n o t  

know"; and about  2 5 .0  p e r c e n t  s a i d  t h a t  t h e  s i z e  o f  t h e  w e l f a r e  check 

would f a l l .  They o b v io u s ly  d id  n o t  know t h a t  t h e  f i r s t  t h i r t y  d o l l a r s  

o f  monthly  e a rn in g s  were exempt from any w e l f a r e  t a x .

S i m i l a r l y ,  many persons  in t e r v i e w e d  in  t h e  sample f e l t  t h a t  th e y  

would have no more money t o  spend i f  they  earned  one-hundred d o l l a r s .  

Almost h a l f  o f  th o s e  who knew th e y  cou ld  work and remain on w e l f a r e  

b e l i e v e d  t h a t  a f t e r  t h e  r e q u i r e d  g r a n t  r e d u c t io n  had been made, they  

would have no more money t o  spend than  they  would had they  earned  

n o th in g .  About a n o t h e r  15.0  p e r c e n t  " d id  n o t  know." Only 3 8 .0  p e r c e n t  

o f  th o s e  r e c i p i e n t s  who knew they  could  work and s t i l l  r e c e i v e  an AFDC 

payment r e a l i z e d  t h a t  th e y  would g a in  f i n a n c i a l l y  from e a rn in g  one-  

hundred d o l l a r s .  So o f  a l l  t he 255 peop le  i n t e r v i e w e d ,  on ly  abou t  one-  

t h i r d  knew t h a t  th e y  c ou ld  s t a y  on w e l f a r e ,  ea rn  money, and ga in  

f i n a n c i a l l y  th rough t h o s e  e a r n i n g s .
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There appears  t o  be genera l  igno rance  o f  t h e  work i n c e n t i v e  

p r o v i s i o n s .  C e r t a i n l y ,  t h i s  must have a f f e c t e d  th e  measured r e s u l t s  o f  

t h e  work i n c e n t i v e .  Another f i n d i n g  o f  t h i s  s tudy  emphasizes  the  e f f e c t  

o f  igno rance  on th e  ac tu a l  e f f e c t  o f  t h e  i n c e n t i v e .  Almost 80 p e r c e n t  

o f  th o s e  t o  whom t h e  i n t e r v i e w e r  e x p l a in e d  t h e  work i n c e n t i v e  s a i d  t h a t  

they  f e l t  i t  would cause  more AFDC r e c i p i e n t s  t o  work.  And o f  t h o s e  

who a l r e a d y  knew ab o u t  th e  i n c e n t i v e ,  over  50 p e r c e n t  s a i d  t h a t  i t  had 

a l r e a d y  caused  them t o  work more o r  seek  more t r a i n i n g .

In genera l  t h e n ,  i f  t h e  mothers  answered a c c u r a t e l y ,  and i f  i t  

i s  p o s s i b l e  t o  g e n e r a l i z e  from one Michigan county t o  a l l  c o u n t i e s ,  i t  

i s  easy  to  b e l i e v e  t h a t  l a c k  o f  i n f o r m a t io n  s u b s t a n t i a l l y  reduced th e  

measured impact  o f  t h e  work i n c e n t i v e  program r e l a t i v e  to  i t s  p o t e n t i a l  

impact .

There i s  one p o s s i b l e  e x c e p t io n  to  t h i s .  The work i n c e n t i v e  

reduces  t h e  f i n a n c i a l  c o s t  t o  th e  w e l f a r e  mother o f  r e p o r t i n g  ea rned  

income. I f  t h e r e  were employed AFDC mothers who d id  not  r e p o r t  e a r n i n g s  

p r i o r  to  t h e  i n c e n t i v e ,  and i f  they  knew ab o u t  the  reduced c o s t  o f  r e 

p o r t i n g  e a r n i n g s ,  t h e  i n c e n t i v e  may l e a d  t o  an i n c r e a s e  in  r e p o r t e d  

e a r n i n g s .  In t h i s  c a s e ,  o u r  d a t a  would r e f l e c t  t h i s  change in r e p o r t 

ing  an i n c r e a s e  in  employment.

I t  i s  v i r t u a l l y  im p o ss ib le  t o  de te rm ine  how much o f  th e  measured 

i n c r e a s e  i n  AFDC unemployment was caused  by an i n c r e a s e  in  t h e  r e p o r t i n g  

o f  p r e v i o u s l y  undec la red  e a r n i n g s .  However, an im pres s ion  gained from 

caseworkers  th ro u g h o u t  Michigan i s  t h a t  an i n c r e a s e  in  th e  r e p o r t i n g  o f  

e a r n i n g s  was not  s i g n i f i c a n t .  This  i s  the  b e s t  a v a i l a b l e  ev idence  t h a t  

a change in  r e p o r t i n g  i s  n o t  r e s p o n s i b l e  f o r  a s i g n i f i c a n t  p o r t i o n  o f  

t h e  i n c r e a s e  in  measured AFDC employment.
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Concluding Remarks about  t h e  Employment 
E f f e c t  o f  t h e  Work I n c e n t i v e

There has been a s t a t i s t i c a l l y  s i g n i f i c a n t  i n c r e a s e  in  AFDC 

employment r a t e s  i n  each o f  t h e  t h i r t e e n  a r e a s  sampled between J u l y ,

1969 and J u l y ,  1970,  t h e  f i r s t  y e a r  o f  th e  work i n c e n t i v e .  The d i f f i 

c u l t  problem i s  in  a t t r i b u t i n g  t h a t  i n c r e a s e  to  any one f a c t o r  o r  group 

o f  f a c t o r s .  In t h i s  s e c t i o n ,w e  have a t tem pted  t o  i s o l a t e  th e  e f f e c t  

o f  t h e  work i n c e n t i v e  on AFDC employment from t h a t  o f  t h e  v a r i a b l e s  

i n t r o d u c e d  in  Chapter  4.  A f t e r  accoun t ing  f o r  t h e  o t h e r  f a c t o r s ,  i t  

appea rs  t h a t  t h e  work i n c e n t i v e  has caused an i n c r e a s e d  AFDC employment 

r a t e .

AFDC employment r a t e s  i n c r e a s e d  d e s p i t e  a f a l l i n g  demand f o r  

l a b o r ,  as  measured in  t h i s  s tu d y ;  t h i s  would te nd  t o  r educe  t h e  w e l f a r e  

employment r a t e .  S i m i l a r l y ,  i t  i n c r e a s e d  d e s p i t e  t h e  l a r g e  i n c r e a s e  

i n  new AFDC f a m i l i e s  d u r in g  t h e  y e a r ;  t h i s  te nded  t o  r educe  t h e  employ

ment r a t e  f o r  th e  ca s e lo a d  as a whole.  D esp i te  t h e  problems o f  poor  

h e a l t h  and l i m i t e d  c h i l d  c a r e ,  both  l i k e l y  f a c t o r s  t e n d in g  to  l i m i t  

t h e  p o s i t i v e  e f f e c t s  o f  t h e  i n c e n t i v e ,  AFDC employment r a t e s  i n c r e a s e d .  

F u r t h e r ,  s i n c e  i t  appears  t h a t  th e  m a jo r i t y  o f  AFDC r e c i p i e n t s  do no t  

know about  t h e  work i n c e n t i v e  p r o v i s i o n s ,  t h e  measured e f f e c t  o f  i n c e n 

t i v e  i s  q u i t e  l i k e l y  an u n d e r s t a t e m e n t  o f  t h e  p o t e n t i a l  e f f e c t .  I t  i s ,  

in  f a c t ,  r em arkab le  t h a t  AFDC employment r a t e s  i n c r e a s e d  a t  a l l  g iven  

a l l  o f  t h e  above.

On t h e  o t h e r  hand,  t h e  work i n c e n t i v e  appea rs  to  have had a nega

t i v e  e f f e c t  on AFDC c l o s i n g s ;  t h i s  may e x p l a i n  p a r t  o f  t h e  i n c r e a s e d  

r a t e  o f  AFDC employment. The t o t a l  i n c r e a s e  in  AFDC employment can 

s t i l l  be a t t r i b u t e d  to  t h e  i n c e n t i v e ,  bu t  i t  canno t  be cla imed t h a t  

t h i s  i n c r e a s e  was a l l  due t o  a p o s i t i v e  i n c e n t i v e  t o  work. R a th e r ,
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p a r t  o f  i t  may have been due t o  an i n c r e a s e d  i n c e n t i v e  to  s t a y  on 

w e l f a r e  once employed r a t h e r  t h a n  l e a v e ,  as was th e  c a s e  b e f o r e  the  

i n c e n t i v e .

The WIN t r a i n i n g  program may o r  may n o t  have caused an i n c r e a s e  

in  o u r  measured AFDC employment r a t e s .  However, even i f  we assume 

th e  g r e a t e s t  p o s s i b l e  p o s i t i v e  employment e f f e c t  o f  WIN, t h i s  can on ly  

e x p l a in  a minor p o r t i o n  o f  t h e  i n c r e a s e d  employment r a t e s .

The remain ing v a r i a b l e s  o f  AFDC g r a n t  s i z e  and work and w e l f a r e  

a t t i t u d e s  a r e ,  in  ou r  judgm ent ,  n e u t r a l ,  o r  have had no p e r c e p t i b l e  

e f f e c t  on AFDC employment o v e r  t h e  f i r s t  y e a r  o f  th e  work i n c e n t i v e .
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^Act No. 36 ,  amending th e  Michigan Minimum Wage Law, Act 154 o f  
P u b l i c  Acts  o f  1964 .

2
The e s t i m a t i o n  p rocedure  was d e v i se d  by Dr. Robert  S c h le n k e r ,  

S u p e r v i s o r ,  Income Maintenance and Employment Research Group,  Michigan 
Department o f  S oc ia l  S e r v i c e s .

3
C h r i s to p h e r  G reen ,  "Negative  Taxes and Monetary I n c e n t i v e s  to  

Work: The S t a t i c  T h e o ry , "  J o u rn a l  o f  Human Resources ,  I I I  (Summer,
1968) ,  280-288.

^The D e t r o i t  CPI was 127.6  i n  J u l y ,  1960 and 135.5 i n  J u l y ,  1970.
5
E s t im a te s  made in  t h i s  way. To ta l  female  WIN g ra d u a t e s  = 2 /3  

t o t a l  g r a d u a t e s .  (The 2 /3  f i g u r e  i s  an e s t i m a t e  o b ta in e d  from the  
Michigan Employment S e c u r i t y  Commission Research and S t a t i s t i c s  
D i v i s i o n . )  Tota l  female -headed  AFDC c a s e s  = 90% o f  t o t a l  c a se s  (an 
e s t i m a t e  from S t a t e  o f  M ich igan 's  Department o f  S oc ia l  S e r v i c e s ) .
T o ta l  female WIN g r a d u a t e s / t o t a l  f emale -headed  AFDC cases  = a h igh e s t i 
mate o f  t h e  p o r t i o n  o f  a l l  a c t i v e  AFDC c a s e s  in  J u l y ,  1969 o r  1970, 
which ma^ have been g radua ted  from WIN. This p o r t i o n  t imes  t h e  sample 
s i z e  o f  our  AFDC s tu d y  (which comes main ly  from WIN a r e a s )  y i e l d s  a 
r e a s o n a b le  maximum e f f e c t  o f  WIN g ra d u a t e s  on o u r  measured employment.

6Nancy F e l d e r ,  The Work I n c e n t i v e  Program J u l y ,  1970, Michigan 
Employment S e c u r i t y  Commission (Research  and S t a t i s t i c s  D iv i s io n  
Management Release  No. 40,  August  20, 1970) .

7This i s  an im press ion  ga ined  by t h e  w r i t e r  from an incom ple te  
employment s tu d y  be ing  done by t h e  S t a t e  o f  Michigan Department o f  
S oc ia l  S e r v i c e s ,  D iv i s io n  o f  Research ,  i n  Area X I I I .  Th is  i s  one o f  
th e  few so u rces  o f  h e a l t h  d a t a  on s p e c i f i c  Michigan AFDC c a s e s .

O

Data o b t a in e d  from t h e  S t a t e  o f  M ich igan ' s  Department o f  Soc ia l  
S e r v i c e s  B e r r i e n  County Work Demonstrat ion  P r o j e c t ,  1970.

131



Chapte r  6

E arn ings  E f f e c t  o f  t h e  Work I n c e n t i v e  

The s tu d y  o f  t h e  e f f e c t s  o f  th e  work i n c e n t i v e  canno t  be c o n f in e d  

t o  employment r a t e s  b u t  must i n c lu d e  changes in  e a rn in g s  l e v e l s  as 

w e l l ;  u n f o r t u n a t e l y ,  t h i s  i s  even more d i f f i c u l t  t o  measure .  We found 

in  Chapter  2 t h a t  t h e  expec ted  e f f e c t  o f  t h e  i n c e n t i v e  on ave rage  AFDC 

e a rn in g s  i s  ambiguous. The work i n c e n t i v e  i s ,  however,  expec ted  to  

i n c r e a s e  t h e  p o r t i o n  o f  c a s e s  e a rn i n g  low and high e a r n i n g s  w i th  a 

reduced p o r t i o n  in  t h e  i n t e r m e d i a t e  e a rn in g s  range .  In t h i s  c h a p t e r ,  

we w i l l  f i r s t  c o n s i d e r  ave rage  e a r n i n g s  and e a rn in g s  d i s t r i b u t i o n s .

We w i l l  then  use t h e  e a r n i n g s  d a t a  to  de te rm ine  th e  f i n a n c i a l  b e n e f i t s  

and c o s t s  t o  t a x p a y e r s  and to  th o s e  on w e l f a r e .

Empir ica l  Problems 

There a r e  v i r t u a l l y  no d a t a  on changes in  ave rage  e a r n i n g s  f o r  

non -w e l fa re  female  employees in  Michigan over  t h e  f i r s t  y e a r  o f  the  

work i n c e n t i v e .  This  l a c k  p r e c l u d e s  an e f f e c t i v e  acc o u n t in g  o f  e a r n i n g s  

changes caused  by changes i n  l a b o r  market  c o n d i t i o n s .

In s p i t e  o f  t h i s  problem, some i n t e r e s t i n g  in f o r m a t io n  can be 

o b t a in e d  from t h e  e a r n i n g s  d a t a  c o l l e c t e d  i n  ou r  s t u d y .  F i r s t ,  t h e  

ea rn in g s  d a t a  o b t a i n e d  from t h e  c ro s s  s e c t i o n  samples w i l l  be p r e s e n t e d .  

Then t h e  changes i n  e a r n i n g s  f o r  t h e  l o n g i t u d i n a l  sample w i l l  be shown.
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Earn ings  - -  Cross S e c t io n  Samples

Average e a rn ings

Average e a r n i n g s  by geog raph ic  a r e a  f o r  t h e  c r o s s  s e c t i o n  samples 

in  J u l y ,  1969 and J u l y ,  1970 a r e  shown in  Table  6 . 1 .

The changes i n  average  e a rn in g s  p ro v id e  a d i f f e r e n t  p i c t u r e  o f  

AFDC employment than  do th o se  changes in  r a t e s  o f  employment which we 

c o n s id e re d  in  Chapte r  5.  Areas I I ,  VI, and IX had t h e  g r e a t e s t  i n c r e a s e  

in  av e ra g e  e a r n i n g s .  I t  i s  i n t e r e s t i n g  t h a t  no t  one o f  t h e s e  had a 

l a r g e  i n c r e a s e  in  r a t e s  o f  employment.^ (This  employment-earn ings  

r e l a t i o n s h i p  does n o t  appear  t o  hold  f o r  a r e a s  w i th  t h e  s m a l l e s t  

i n c r e a s e s  in  e a r n i n g s  s in c e  th e y  a l s o  had co m p a ra t iv e ly  small  i n c r e a s e s  

in  employment.)  In g e n e r a l ,  however,  high  i n c r e a s e s  in  employment 

r a t e s  a r e  a s s o c i a t e d  w i th  r e l a t i v e l y  small  i n c r e a s e s  in  average  

e a r n i n g s  which may i n d i c a t e  t h a t  th e  i n c e n t i v e  causes  more mothers t o  be 

employed bu t  a t  low e a rn in g s  o r  in  p a r t - t i m e  employment. The fo l l o w in g  

s e c t i o n  ex p lo re s  t h i s  p o s s i b i l i t y  f u r t h e r .

Earning d i s t r i b u t i o n

A more d e t a i l e d  look a t  e a rn in g s  i s  use fu l  t o  f u r t h e r  i n t e r p r e t  

t h e  ave rage  e a rn in g s  d i f f e r e n c e s  by g eog raph ic  a r e a .  Tab le  6 .2  shows 

th e  d i s t r i b u t i o n s  o f  AFDC e a rn in g s  f o r  each g eog raph ic  a r e a  f o r  J u l y ,

1969 and J u l y ,  1970. Some s u b s t a n t i a l  geograph ic  d i f f e r e n c e s  show up 

in  t h e  t a b l e  and p ro v id e  i n s i g h t  i n t o  why t h e  ave rage  e a rn in g s  changed.  

For example,  Area I I  had th e  g r e a t e s t  i n c r e a s e  in  av e ra g e  ea rn in g s  o v e r  

t h e  y e a r  because  o f  a l a r g e  d e c l i n e  i n  t h e  p o r t i o n  o f  working  mothers 

e a r n i n g  under $100 and a l a r g e  i n c r e a s e  in  t h e  p o r t i o n  e a r n i n g  o ver  $100 . 

The most  im p o r tan t  r ea son  f o r  t h e  i n c r e a s e  i n  ave rage  e a rn in g s  was due



Table 6 .1

Average Earnings of Cross Section Samples of Female-Headed 
AFDC Cases by Geographic Area in July 1969 and July 1970

Geographic
areas

Number
with
earnings

Average earnings 
of those employed 
in July 1969

Number
with
earnings

Average earnings 
of those employed 
in July 1970

Change in
average
earnings

I 17 $112 51 $127 $+15
II 47 91 94 160 +69
III 12 127 28 127 0
IV 41 141 115 176 +35
V 52 130 145 168 +38
VI 21 144 49 205 +61
VII 28 195 75 204 +9
VIII 64 163 160 192 +29
IX 62 183 162 229 +46
X 14 201 61 216 +15
XI 27 203 63 185 -18
XII 34 150 104 166 +16
XIII 30 150 61 176 +26

3 He did not report the significance tests which were applied, to these differences since the earnings dis
tributions for each area were so peculiar. The changes in earnings are not large in relation to the 
variance in earnings and we make no claim that the changes are statistically significant except for 
Areas II and III which were 100 percent samples.

Source: Data obtained from the records o f the Michigan Department o f S ocia l Serv ices.



Table 6 .2

Portion of the Employed in Different Gross Earnings Intervals 
of Each Geographic Area for July 1969 and July 1970

Geographic
areas

$1-99 per month 
July 1969 July 1970

$100-299 per month 
July 1969 July 1970

$300+ per month 
July 1969 July 1970

I 58.8% 47.0% 35.3% 49.0% 5.9% 4.0%

II 68.6 38.3 27.5 53.1 4.1 8.6

III 33.3 39.3 58.3 53.6 8.3 7.1

IV 51.2 28.7 36.6 39.1 12.2 12.2

V 46.. 4 39.3 48.0 45.4 5.7 15.1

VI 52.4 26.4 38.1 42.9 9.6 30.6

VII 28.6 26.7 46.4 49.3 24.9 24.0

VIII 45.3 30.6 40.6 47.4 14.0 21.9

IX 32.2 22.8 51.5 43.2 16.1 33.9

X 42.8 24.6 28.6 44.2 28.5 31.1

XI 22.2 33.3 51.8 46.0 25.9 20.7

XII 41.2 49.0 50.0 27.9 8.8 23.0

XIII 36.7 36.1 56.7 49.2 6.6 14.7

Source: Data obtained from the records o f the Michigan Department of S ocia l S erv ices.
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t o  t h e  s u b s t a n t i a l  i n c r e a s e  i n  the p o r t i o n  o f  mothers e a rn in g  between 

$100-$299 p e r  month.  In Area VI, which had t h e  second l a r g e s t  i n c r e a s e  

i n  average  e a r n i n g s ,  t h e r e  a l s o  was a l a rg e  drop in  t h e  p o r t i o n  o f  

working mothers  e a rn in g  l e s s  than  $100. But i n  t h i s  case  th e  p o r t i o n  

e a rn in g  between $100-$299 was a lmost  c o n s t a n t  w h i le  t h e  p o r t i o n  in  t h e  

o v e r  $300 ca t a g o ry  more than  t r i p l e d  t o  a lm os t  31 p e r c e n t .

There was a l s o  a d e c l i n e  in  t h e  p o r t i o n  o f  working mothers 

e a rn in g  under  $100 i n  Area IX, th e  a r e a  with  t h e  t h i r d  h i g h e s t  i n c r e a s e  

in  average  e a r n i n g s .  This d e c l i n e  was l e s s  th a n  in  t h e  two p rev ious  

a r e a s .  But c o n t r a r y  t o  t h e  s i t u a t i o n  in  Area I I  and Area VI, t h e r e  was 

a d e c l i n e  i n  t h e  p o r t i o n  e a rn i n g  between $100-$299. The reason  f o r  th e  

i n c r e a s e d  average  e a rn in g s  was mainly due t o  t h e  l a r g e  i n c r e a s e  i n  t h e  

p o r t i o n  o f  mothers e a rn in g  o v e r  $300.

So i t  appears  t h a t  i n  t h e  t h r e e  a rea s  w i th  r e l a t i v e l y  l a r g e  

in c r e a s e s  i n  average  e a r n i n g s  t h a t  t h e  i n c r e a s e  came through a combina

t i o n  o f  a reduced p o r t i o n  o f  employed mothers w i th  low e a rn in g s  and 

e i t h e r  a l a r g e  i n c r e a s e  in  t h e  p o r t i o n  ea rn in g  between $100-$299 (Area

I I )  o r  t h e  p o r t i o n  e a rn in g  o v e r  $300 ( a r e a s  VI and IX).

C on t ra ry  to  t h e  a r e a s  w i th  r e l a t i v e l y  l a r g e  i n c r e a s e s  i n  e a r n i n g s ,  

a r e a s  XI, I I I ,  and VII - -  which had t h e  l e a s t  i n c r e a s e  in  ave rage  

e a rn in g s  (Area XI a c t u a l l y  f e l l  and Area I I I  had no change) - -  a l l  had 

a d e c l i n e  in  t h e  p o r t i o n  o f  mothers e a rn in g  o v e r  $300 per  month.  In 

two o f  t h e s e  a reas ,  th e  p o r t i o n  o f  working mothers  ea rn in g  under  $100 

p e r  month i n c r e a s e d  w h i le  i n  the  t h i r d  i t  f e l l  s l i g h t l y .  Areas I I I

and XI were th e  on ly  a r e a s  b e s id e s  Wayne County (Area XII) which had

an i n c r e a s e d  p o r t i o n  o f  t h e  employed mothers e a rn i n g  under $100.  In 

Area X I I ,  which had on ly  a s l i g h t  i n c r e a s e  i n  ave rage  e a r n i n g s ,  t h e
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p o r t i o n  o f  mothers i n  the  h igh  e a rn in g s  ca teg o ry  a lm os t  t r i p l e d ,  bu t  

th e  p o r t i o n  ea rn in g  under $100 i n c r e a s e d  a t  t h e  same t im e .

F u r t h e r  a n a l y s i s  o f  ea rn ing  
d i s t r i b u t i o n

The most i n t e r e s t i n g  d i f f e r e n c e s  in  e a rn in g  d i s t r i b u t i o n  among 

geog raph ic  a rea s  a r e  th e  under  $100 o r  over  $299 e a r n i n g  c a t e g o r i e s .

As we showed in  Footno te  14 i n  Chapter  2 ,  t h e  work i n c e n t i v e  e l i m i n a t e s  

any w e l f a r e  tax  f o r  app rox im ate ly  t h e  f i r s t  f o r t y - e i g h t  d o l l a r s  o f  

g ross  e a r n i n g s .  In terms o f  marginal  f i n a n c i a l  r e t u r n s  t o  work, t h e r e  

i s  a g r e a t e r  i n c e n t i v e  to  work p a r t  t im e  and e a rn  under  $100 than  to  

ea rn  above t h a t  amount.  The d i f f e r e n t  changes ,  by geograph ic  a r e a ,  in  

th e  p o r t i o n  o f  the  mothers e a r n i n g  under  $100 may r e f l e c t  d i f f e r e n t  

r e a c t i o n s  t o  th e  work i n c e n t i v e .  I t  i s  p o s s i b l e  t h a t  t h e  i n c e n t i v e  

encouraged enough p a r t - t i m e  employment in  some a rea s  t o  reduce  average  

e a r n i n g s .  However, t h e  c o n t e n t io n  developed  i n  C hap te r  2 t h a t  t h e  

i n c e n t i v e  encourages  p a r t - t i m e  employment most  i s  n o t  g e n e r a l l y  

sup p o r ted  by th e  d a t a .

The s h i f t  upward in t h e  p o r t i o n  o f  t h e  mothers e a rn in g  $300 o r  

more w i l l  t end  to  reduce  w e l f a r e  c o s t s  because  t h e s e  mothers  a r e  most 

l i k e l y  to  become more s e l f - s u f f i c i e n t  i n  th e  sense  o f  reduc ing  th e  

t o t a l  amount o f  w e l f a r e  s u b s id y  they  r e c e i v e .  In s i x  o f  th e  t h i r t e e n  

geog raph ic  a r e a s ,  t h e  p o r t i o n  o f  working mothers e a rn in g  over  $299 

doubled ,  and only  t h r e e  a rea s  showed a d e c l i n e  in  h igh e a r n e r s .  Only 

one a r e a  had more t h a n  a two p e r c e n ta g e  p o i n t  drop i n  t h e  p o r t i o n  o f  

mothers i n  t h e  high e a rn in g s  c a t e g o r y .  As we s u g g e s t  i n  Chapter  2 ,  t h i s  

i n c r e a s e  in  t h e  p o r t i o n  o f  mothers  w i th  high e a r n i n g s  may in  p a r t  be a 

r e f l e c t i o n  o f  the  f a c t  t h a t  h i g h e r  e a r n i n g s  a r e  p o s s i b l e  f o r  w e l f a r e
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f a m i l i e s  because  o f  t h e  i n c e n t i v e .  Th is  p o s s i b i l i t y  i s  ana lyzed  below.

Tab le  6 . 3  shows t h e  number o f  f a m i l i e s  in  th e  J u l y ,  1970 c ro s s  

s e c t i o n  sample which had e a r n i n g s  high enough t o  have caused  t h e i r  

removal from AFDC p r i o r  t o  th e  work i n c e n t i v e .  This  i s  im p o r t a n t  

because  i t  g ives  a c rude  e s t i m a t e  o f  t h e  i n c r e a s e d  AFDC employment 

r a t e s  caused by t h e  n e g a t iv e  a s p e c t s  o f  t h e  i n c e n t i v e .  These f i g u r e s  

were o b t a in e d  by f i r s t  c a l c u l a t i n g  th e  s i z e  o f  t h e  non-work AFDC g r a n t  

f o r  each AFDC f a m i ly  in  t h e  sample and then  comparing t h i s  f i g u r e  to  

e a r n i n g s  n e t  o f  a c t u a l  work expenses ,  as r e p o r t e d  t o  t h e  Michigan D ep a r t 

ment o f  S oc ia l  S e r v i c e s .  The f i g u r e s ,  t h e r e f o r e ,  r e f l e c t  both  high 

e a r n i n g s  as well  as  low non-work g r a n t s .  Small g r a n t s  cou ld  o c c u r  i f  

t h e  fam i ly  r e c e i v e d  income i n  t h e  form o f  a l im ony,  c h i l d  s u p p o r t  pay

m en ts ,  o r  o t h e r  o u t s i d e  income. The f i g u r e s  a r e  on ly  app rox im at ions  o f  

t h e  number o f  f a m i l i e s  which would have had e a rn in g s  high  enough to  

remove them from AFDC w i th o u t  t h e  work i n c e n t i v e ,  s i n c e  i t  i s  n o t  known 

what they  would have ea rned  in  t h e  absence  o f  t h e  i n c e n t i v e .

Tab le  6 .4  shows t h e  same f a m i l i e s  as  in  Tab le  6 .3  b u t  as  a p e r c e n t  

o f  a l l  employed AFDC f a m i l i e s  in  each o f  t h e  geograph ic  a r e a s  i n  J u l y ,  

1970.

I t  appea rs  t h a t  in  J u l y ,  1970,  a r e l a t i v e l y  high p o r t i o n  o f  t h e  

employed mothers were e a rn in g  enough to  have fo r c e d  them o f f  AFDC p r i o r  

t o  t h e  work i n c e n t i v e .  There a l s o  i s  a c o n s i d e r a b l e  v a r i a t i o n  i n  the  

p o r t i o n  o f  f a m i l i e s ,  by a r e a ,  e a r n i n g  enough t o  be pu t  i n  t h i s  c a t e g o r y .  

Areas IX and I I I  have by f a r  t h e  h i g h e s t  p o r t i o n  o f  such f a m i l i e s  w ith  

27 .8  and 21 .4  p e r c e n t ,  r e s p e c t i v e l y .  Area IX had one o f  t h e  l a r g e s t  

i n c r e a s e s  in  t h a t  p o r t i o n  o f  AFDC f a m i l i e s  e a rn in g  $300,  which may be 

p a r t l y  e x p la in e d  by th e  h i g h e r  e a rn in g s  e l i g i b i l i t y  caused by th e



Table 6 .3

Number of AFDC Cases in our July, 1970 Cross Section Sample Which. Would Have 
Been Ineligible for AFDC Without the Work Incentive

Areas
I II III IV V VI VII VIII IX X XI XII XIII

7 15 6 20 20 7 8 28 45 8 11 18 9

Source: Data obtained from records of the Michigan Department of Social Services.

Table 6.4

Portion of the Employed AFDC Cases in our July 1970 Cross 
Section Sample Which Would Have Been Ineligible 

for AFDC Without the Work Incentive

Areas
I II III IV V VI VII VIII IX X XI XII XIII

13.7% 15.9 21.4 17.4 13.8 14.9 10.7 17.5 27.8 13.1 17.5 17.3 14.7

Source: Data obtained from records of the Michigan Department of Social Services.
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i n c e n t i v e .  Area I I I ,  on t h e  o t h e r  hand,  began w i th  a r e l a t i v e l y  low 

p o r t i o n  o f  h igh  e a rn in g  p e o p l e ,  had a d e c l i n e  i n  t h a t  p o r t i o n  d u r ing  

th e  work i n c e n t i v e ,  and y e t  had a l a r g e  p o r t i o n  o f  f a m i l i e s  e a rn in g  

enough to  have been f o r c e d  o f f  AFDC p r i o r  to  t h e  work i n c e n t i v e .  This  

s u g g e s t s  t h a t  t h e r e  a r e  low AFDC g r a n t  s i z e s  in  Area I I I  due ,  p o s s i b l y ,  

to  al imony,  c h i l d  s u p p o r t ,  o r  o t h e r  o u t s i d e  income.

We a r e  convinced t h a t  t h e  r a i s e d  e a rn in g s  maximums and the  

consequen t  r e d u c t io n  i n  employed f a m i l i e s  who le a v e  w e l f a r e  because  o f  

the  work i n c e n t i v e  have c o n t r i b u t e d  to  t h e  r i s e  in  t h e  number o f  AFDC 

f a m i l i e s  with  high  e a r n i n g s ;  n o n e t h e l e s s ,  t h e  above d a t a  do not  prove 

t h a t  t h e  h i g h e r  maximums a lo n e  were t h e  cause  o f  t h e  h i g h e r  e a r n i n g s .

I t  may be t h a t  many o f  t h e s e  mothers  would not  have ea rned  t h i s  much 

p r i o r  t o  the  i n c e n t i v e .

Earn ings  o f  t h e  Long i tud ina l  Sample

We can examine t h e  changes in  th e  ea rn in g s  o f  AFDC r e c i p i e n t s  

s i n c e  t h e  im plem enta t ion  o f  t h e  work i n c e n t i v e  program by fo l l o w in g  a 

sample o f  r e c i p i e n t s  o ve r  t im e .  In t h i s  way, we can e l i m i n a t e  t h e  e f f e c t s  

which new f a m i l i e s  may have had on ag g re g a te  d a t a  f o r  t h e  e n t i r e  c a s e 

load .

T h e r e f o re ,  as we mentioned in  ou r  e a r l i e r  d i s c u s s i o n  o f  AFDC 

employment r a t e s  (Chapte r  5 ) ,  a sample o f  AFDC mothers was drawn f o r  

J u l y ,  1969 and d a t a  o b t a in e d  on them as o f  J u l y ,  1970. There were 

4 ,660 female -headed  AFDC f a m i l i e s  in  t h e  J u l y ,  1969 sample.  Only 4 ,588  

o f  t h e s e  f a m i l i e s  were in  th e  sample as o f  J u l y ,  1970; 757 f a m i l i e s  

had l e f t  AFDC; and 3,831 remained as a c t i v e  c a s e s .  The 72 f a m i l i e s  

l o s t  from th e  sample moved t o  a r e a s  o u t s i d e  o f  t h e  s t u d y .  For
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convenience t h e  da ta  which were o b t a in e d  f o r  each o f  t h e  t h i r t e e n  

geograph ic  a r e a s  have been combined i n t o  a s i n g l e  group o f  da ta  f o r  

th e  fo l l o w in g  p r e s e n t a t i o n .

Table 6 .5  summarizes t h e  e a rn in g s  changes between J u l y ,  1969 

and J u l y ,  1970 f o r  t h e  3,831 mothers  who were on AFDC a t  both t im es .

This t a b l e  shows a l l  t h e  changes in  employment and ea rn in g s  f o r  th e  

l o n g i t u d i n a l  sample.  The t a b l e  i s  r ead  by comparing f i g u r e s  i n  th e  

rows and columns.  All t h e  rows show t h e  e a rn in g s  d i s t r i b u t i o n  f o r  

J u l y ,  1969. The columns show th e  same f o r  J u l y ,  1970. Take row one 

f o r  example: read ing  from l e f t  to  r i g h t ,  3,039 mothers were unemployed

(zero  e a r n i n g s )  in J u l y ,  1969 and J u l y ,  1970; t h e r e  were 170 mothers 

who had ze ro  e a rn ings  in  J u l y ,  1969 and $1-99 e a rn in g s  i n  J u l y ,  1970; 

t h e r e  were 91 mothers who had no e a r n i n g s  in  J u l y ,  1969 b u t  who 

earned  between $100 and $199 i n  J u l y ,  1970, and so on.

The t a b l e  a l s o  can be r ead  by t a k i n g  a p a r t i c u l a r  column and 

working back t o  the  a p p r o p r i a t e  row. This  w i l l  g ive  t h e  number o f  

mothers with  c e r t a i n  J u l y ,  1970 e a rn in g s  which can be compared t o  the  

J u l y ,  1969 e a r n i n g s .  For example,  t a k i n g  th e  $300 to  $399 column,

56 persons  ea rned  between $300 and $399 i n  J u l y ,  1970 b u t  had ze ro  

e a rn in g s  in  J u l y ,  1969.

The number o f  f a m i l i e s  between t h e  d iagona l  l i n e s  a r e  th o s e  which 

had no change i n  e a r n i n g s .  Those above t h e  d iagona l  l i n e s  i n c r e a s e d  

ea rn in g s  from J u l y ,  1969 to J u l y ,  1970,  w h i le  t h e r e  was a drop in  

ea rn in g s  f o r  th o s e  below the  d i a g o n a l .  In us ing  the  t a b l e  in  t h i s  

f a s h i o n ,  n o t i c e  t h a t  t h e  number o f  mothers  who i n c r e a s e d  t h e i r  e a rn in g s  

(490, i n c lu d in g  420 newly employed) f a r  ou tweighs  th e  number w ith  

e a rn in g s  dec re a se s  - - ( 1 7 9 ,  i n c lu d in g  157 who s topped  w ork ing) .
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Table 6.5

Earnings of the Female-Headed AFDC Families on 
Welfare in both July, 1969 and July, 1970

Earnings in 1969
Earnings in 1970

$0 1-99 100-
199

200-
299

300-
399

400 £ 
above Total

$0 s3,039sS170 91 75 56 28 3,459

1-99 6?N. 6 6 s\17 13 4 1 170

100-199 34 3N\ 28 \ 1 3 8 2 93

200-299 28 2 6 s\ 2 1 \ 4 3 64

300-399 17 0 2 2 ^ s.5 \ 5 31

4-00 and above 9 0 0 1 1 \  3 ^ X . 14

Total 3,196 246 144 125 78 42 ^ S.3,83lN.

Source: Data obtained from records of the Michigan Department of Social
Services.
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The e a r n i n g s  c a t e g o r i e s  in  Tab le  6 . 5  a r e  q u i t e  b road ,  a l low ing  

f o r  as much as a hundred d o l l a r  s h i f t  in  monthly e a r n i n g s  b e fo re  

changing t h e  e a rn in g s  c a t e g o r y .  A more d e t a i l e d  p i c t u r e  o f  t h e  

e a rn in g s  changes  f o r  t h e  a c t i v e  cases  can be o b ta in e d  by forming twenty-  

d o l l a r  c a t e g o r i e s  o f  e a r n i n g s ,  and examining i n c r e a s e s  and d e c re a se s  

measured i n  terms o f  t h e s e  s m a l l e r  c a t e g o r i e s .

With t h i s  procedure,  we f i n d  t h a t  o f  t h e  372 mothers  employed in  

J u l y ,  1969,  112 had h ig h e r  e a rn in g s  (moved i n t o  a h i g h e r  twenty d o l l a r  

ea rn in g  c a t e g o r y ) ,  59 had a bou t  t h e  same e a r n i n g s ,  44 had lower e a rn in g s  

b u t  were s t i l l  employed,  and 157 had no e a r n i n g s  in  J u l y ,  1970. In 

a d d i t i o n ,  as  noted  above,  t h e r e  were a n o t h e r  420 c a s e s  t h a t  had no 

e a rn in g s  in  J u l y ,  1969 b u t  had e a rn in g s  i n  J u l y ,  1970.  T h e re fo re ,  

t h e  t o t a l  c a s e s  which had s u f f i c i e n t  i n c r e a s e d  e a rn in g s  to  move to  a 

h ig h e r  $20 e a rn in g s  c a t e g o ry  number 532 (420 + 112) ,  w h i l e  t h o s e  with  

dec re a se s  number only  201 (157 + 44 ) .

Concluding Comments abou t  Changes 
i n  AFDC Earnings

We canno t  p r e d i c t  th rough  reason  a l o n e  what w i l l  l i k e l y  happen to  

average  AFDC e a rn in g s  under  a work i n c e n t i v e .  Higher maximum e a rn in g s  

a r e  p o s s i b l e  which would t e n d  to  i n c r e a s e  t h e  av e rage .  But t h e r e  i s  an 

i n c e n t i v e  t o  work p a r t  t im e  which w i l l  t end  t o  d e c r e a s e  the  ave ra ge .

E m p i r i c a l l y ,  average  e a rn in g s  have in c r e a s e d  i n  ten  o f  t h e  

t h i r t e e n  g eo g rap h ic  a r e a s  o f  th e  sample ,  b u t  i t  i s  u n c l e a r  w he ther  t h i s  

i s  a s i g n i f i c a n t  i n c r e a s e  caused  by th e  work i n c e n t i v e .  A more d e t a i l e d  

look a t  AFDC e a rn in g s  by e a r n i n g s  ca t e g o ry  shows t h a t  t h e  p o r t i o n  o f  . 

t h e  employed AFDC mothers e a rn i n g  under  $100 pe r  month f e l l  i n  most 

a r e a s ,  and t h e r e f o r e . i t  does appear  t h a t  p a r t - t i m e  employment i s  no t
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encouraged s t r o n g l y  by the  work i n c e n t i v e .

In most  a r e a s  the  p o r t i o n  o f  t h e  employed ca s e lo a d  e a r n i n g  over  

$300 per  month i n c r e a s e d  between J u l y ,  1969 and J u l y ,  1970.  I t  i s  

u n c l e a r  w he the r  t h i s  was due to  the  i n c r e a s e d  ea rn ings  maximum o r  the  

p o s i t i v e  e f f e c t  o f  t h e  work i n c e n t i v e .  I t  i s  i n t e r e s t i n g ,  however,  to  

observe  t h a t  in  t h r e e  o f  th e  t h i r t e e n  a r e a s  30 p e r c e n t  o r  more o f  th e  

employed mothers  e a rn  over  $300 p e r  month,  and i n  seven o f  th e  t h i r t e e n  

a rea s  20 p e r c e n t  o r  more ea rn  over  $300 per  month.

In most  geograph ic  a r e a s , t h e r e  i s  a s u b s t a n t i a l  p o r t i o n  o f  the  

employed AFDC mothers  who e a r n  enough t o  have been fo r c e d  o f f  AFDC i f  

t h e r e  were no work i n c e n t i v e .  In one a r e a ,  a lm os t  28 p e r c e n t  f i t  t h i s  

c a t e g o ry ,  w h i l e  th e  p o r t i o n  ranged  from about  11 p e r c e n t  to  21 p e r c e n t  

in th e  remain ing  a r e a s .

The e a r n i n g s  d a t a  o b t a in e d  from th e  l o n g i t u d i n a l  sample show 

t h a t  e a rn in g s  o f  some o f  th e  mothers employed i n  both J u l y ,  1969 and 

J u l y ,  1970 i n c r e a s e d ,  w h i le  t h e  ea rn in g s  o f  about  h a l f  as  many f e l l .

B e n e f i t s  and Costs  o f  AFDC Employment 
t o  R e c i p i e n t s  and Taxpayers

According to  t h e  work i n c e n t i v e  p r o v i s i o n s  o f  t h e  AFDC program,

i f  an AFDC mother works,  th e  e a rn in g s  r e s u l t  i n  an i n c r e a s e d  d i s p o s a b l e
2

income f o r  h e r ,  as wel l  as a r e t u r n  t o  t h e  non-welfare  t a x p a y e r  i n  th e  

form o f  a r e d u c t i o n  i n  the  g r a n t  pa id  t o  th e  AFDC fam i ly .  However, th e  

AFDC program a l s o  p rov ides  f o r  f u l l y  p a id  c h i l d  c a r e  f o r  t h e  working 

mother ,  and t h e  t a x  c o s t s  o f  such c a r e  may outweigh the  f i n a n c i a l  gains
3

from th e  g r a n t  r e d u c t i o n .

Using t h e  d a t a  o b ta in e d  from th e  J u l y ,  1970 c ro s s  s e c t i o n  sample,  

we determined  t h e  magnitude o f  th e  monetary b e n e f i t s  and c o s t s  o f  AFDC
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employment t o  t h e  non-w elfa re  t a x p a y e r .  For each  o f  t h e  t h i r t e e n  a rea s  

i n  t h e  s t a t e  in c lu d e d  i n  th e  sample ,  t h e  working mothers have been 

grouped i n t o  two c a t e g o r i e s  - -  th o se  r e c e i v i n g  and th o s e  no t  r e c e i v i n g  

payments f o r  c h i l d  c a r e .  For t h e  two groups i n  each a r e a ,  averages  

have been o b ta in e d  f o r :  (1)  r e c i p i e n t  i n c r e a s e s  in  incomes n e t  o f

work expenses  and g r a n t  r e d u c t io n s  ( th e  r e c i p i e n t  ga in  from employment) ,  

and (2)  t h e  n e t  b e n e f i t  ( i f  p o s i t i v e )  o r  c o s t  ( i f  n e g a t i v e )  t o  t h e  non

w e l f a r e  t a x p a y e r ,  measured h e re  as s im ply  g r a n t  r e d u c t i o n s  minus c h i l d  

ca r e  c o s t s .  This  measure o f  t a x p a y e r  g a i n  i s  a c o n s e r v a t i v e  f i g u r e  

in  t h e  s e n s e  t h a t  i t  i g n o re s  t h e  taxes  p a i d  by t h e  employed w e l f a r e  

m o th e r , s o  t h e  a c t u a l  f i n a n c i a l  g a in  to  t h e  non -w e l fa re  t a x p a y e r  i s  

p robab ly  g r e a t e r  than  i n d i c a t e d  below.

Average AFDC g r a n t  r e d u c t io n

T ab le  6 .6  p r e s e n t s  the  average  AFDC g r a n t  r e d u c t i o n  in  each a r e a  

caused  by r e c i p i e n t  e a r n i n g s .  In terms o f  s h o r t - r u n  f i n a n c i a l  b e n e f i t s  

t o  t h e  t a x p a y e r ,  t h e  g r a n t  r e d u c t io n s  a r e  o f f s e t  by t h e  amount pa id  by 

t h e  s t a t e  to  cover  c h i l d  c a r e .  The l a s t  column o f  Table 6 .6  accounts  

f o r  t h e  c h i l d  c a r e  c o s t s  and t h e r e f o r e  p rov ides  an i n d i c a t i o n  o f  the  

n e t  ave rage  ga in  o r  c o s t  o f  each employed AFDC mother  t o  th e  n o n -w e l fa re  

t a x p a y e r .  In e l even  geograph ic  a r e a s ,  t h e  non -w e l fa re  t a x p a y e r  

r e c e iv e d  an average  n e t  ga in  p e r  working AFDC m other ;  i n  the  remain ing 

two a r e a s ,  t h e r e  was a small  n e t  c o s t .

B e n e f i t s  and c o s t s  — f o r  f a m i l i e s  
r e c e i v i n g  c h i l d  c a r e

Tab le  6 .6  mixes employed AFDC mothers  who r e c e i v e  c h i l d  c a r e  

s u b s i d i e s  w i th  th o s e  who do n o t .  A more r e v e a l i n g  p i c t u r e  o f  t h e
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Table 6 .6
Earnings, Grant Reductions and Taxpayer Gain or Loss: 

Averages by Area for the Month 
of July 1970

Areas
Average earnings 
(same as in Table 
5.1)

Average grant 
reduction

Average taxpayer 
gain (or cost if 
negative) per 
employed AFDC casea

I $127 $33 -$10

II 160 57 +27

III 127 66 +37

IV 176 49 -6

V 168 45 +3

VI 205 63 +21

VII 204 57 +9

VIII 192 58 +12

IX 229 75 +14

X 216 64 +44

XI 185 58 +19

XII 166 62 +2

XIII 176 51 +16

Defined as all grant reductions minus all child care costs, averaged 
for all those working.

Source: Data obtained from records of the Michigan Department of
Social Services.
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b e n e f i t s  and c o s t s  o f  employment i s  o b t a i n e d  when th e s e  two groups a r e

s e p a r a t e d .  Tab le 6 . 7  p r e s e n t s  d a t a  f o r  th o s e  r e c e i v i n g  c h i l d  c a r e

payments w h i l e  Tab le  6 . 8  p r e s e n t s  s i m i l a r  d a t a  f o r  th o s e  who do n o t .

The f i r s t  t h r e e  columns o f  t h e  two t a b l e s  p r e s e n t  th e  same in fo rm a t io n  

on th e  two groups .  Column 4 o f  Table  6 . 7  p rov ides  th e  a d d i t i o n a l  d a t a  

on c h i l d  c a r e  c o s t s ,  w h i l e  column 5 o f  t h a t  t a b l e  shows t h e  average

ta x p a y e r  ga in  o r  l o s s .  Column 5 o f  Table  6 .7  and column 3 o f  Tab le  6 .8

p ro v id e  s i m i l a r  i n fo rm a t io n  on n o n -w e l f a r e  t a x p a y e r  ga in  o r  lo s s  f o r  

f a m i l i e s  w i th  and w i th o u t  c h i l d  c a r e ,  r e s p e c t i v e l y .

Column 6 in  Tab le  6 .7  shows t h a t  t h e  p o r t i o n  o f  t h e  working 

mothers who r e c e i v e  c h i l d  c a r e  s u p p o r t  v a r i e s  c o n s id e r a b ly  over  geo 

g ra p h ic  a r e a  - -  from 20 t o  50 p e r c e n t .  Why t h i s  v a r i a t i o n  occurs  i s  

n o t  known. I t  may be a r e f l e c t i o n  o f  t h e  degree  o f  f u l l - t i m e  v e r sus  

p a r t - t i m e  employment i n  t h e  a r e a s .

Column 7 o f  Table  6 .7  and column 4 o f  Table 6 .8  show th e  e s t i -
4

mated average  work expenses .

B e n e f i t s  and c o s t s  — f a m i l i e s  w i th  
and w i t h o u t  c h i l d  c a r e  compared

A comparison o f  t a b l e s  6 .6  and 6 . 8  r e v e a l s  s e v e ra l  i n t e r e s t i n g  

p o i n t s .  F i r s t ,  t h e  ave rage  e a r n i n g s  o f  t h o s e  r e c e i v i n g  c h i l d  c a r e  a r e  

h ig h e r  in  a l l  b u t  one a r e a  than  a r e  th e  ave rage  e a rn in g s  o f  those  

w i th o u t  c h i l d  c a r e .  This i s  c o n s i s t e n t  w i th  th e  id e a  t h a t  day c a r e  and 

f u l l - t i m e  employment may be p o s i t i v e l y  r e l a t e d .  Both t h e  i n c r e a s e  i n  

d i s p o s a b l e  income (d e f in e d  h e re  as n e t  o f  employment expenses  and g r a n t  

r e d u c t i o n s )  o b t a in e d  by th e  r e c i p i e n t  and t h e  reduced c o s t  caused by 

t h e  g r a n t  r e d u c t io n  o b t a in e d  by t h e  n o n -w e l fa re  t a x p a y e r  a r e ,  on t h e  

a v e ra g e ,  s u b s t a n t i a l l y  h i g h e r  f o r  th o s e  w i th  c h i l d  c a r e .  The one



T able 6 .7

AFDC Employment Costs and Benefits For 
Those Receiving Child Care Subsidies

Areas

(1 )

■Average
e a rn in g s

(2 )

Average 
c l i e n t  n e t  
income in 
c re a se

(3 )

Average
g ra n t
re d u c tio n

(4 )

A verage• 
c h i ld  c a re  
c o s t

(5 )

Average ta x 
p ay e r g a in  
(o r  c o s t  i f  
n e g a t iv e ) 
Column 3 
minus Column 
4

(6 )

P e rc e n t o f  
th o se  work
in g  r e c e iv 
in g  c h i ld  
c a re  pay
m ents

(7 )

Average e s 
tim a te d  
expenses o f  
employment

I $174 $77 $56 $123 -$67 35.3% $41

I I 199 83 77 98 -21 30.9 39

I I I 170 76 94 117 -23 25.0 0

IV 204 85 58 111 -53 49 .6 61

V 222 91 64 101 -37 41 .4 67

VI 263 108 80 98 -18 42 .9 75

VII 227 92 63 133 -70 36.0 72

V III 218 90 66 112 -46 40 .6 62

IV 266 108 84 137 -53 4 4 .4 74

X 246 102 85 100 -15 19.7 59

XI 186 77 47 102 -55 38 .1 62

XII 212 90 73 133 -60 37.5 49

X III 213 86 62 112 -50 31 .1 65

S ource: D ata o b ta in e d  from re c o rd s  o f  th e  M ichigan D epartm ent o f  S o c ia l  S e rv ic e s .
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Table 6 .8

AFDC Employment Costs and Benefits for 
Those Without Child Care Subsidies

Areas
(1)

Average
earnings

(2)
Average client 
net income 
increase

(3)
Average grant 
reduction, 
taxpayer gain

(4) 
Average 
estimated 
expenses of 
employment

I $99 $46 $21 $32

II 139 63 49 27

III 113 55 57 1

IV 148 64 40 44

V 129 55 31 43

VI 174 75 51 48

VII 188 79 54 55

VIII 172 72 52 48

IX 200 84 68 48

X 208 87 59 62

XI 185 78 65 42

XII 136 61 39 36

XIII 160 67 46 47

Source: Data obtained from records of the Michigan Department of
Social Services.
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e x c e p t io n  i s  Area XI i n  which ave rage  ea rn in g s  a r e  a lmos t  the  same f o r  

both g roups .

Higher  g r a n t  r e d u c t i o n s  f o r  t h o s e  w i th  c h i l d  c a r e  a r e  r e f l e c t e d  

in column 3 in  t a b l e s  6 .7  and 6 . 8 . The reason  f o r  t h i s  d i f f e r e n c e  in  

g r a n t  r e d u c t io n  i s  t h a t  working r e c i p i e n t s  who r e c e i v e  c h i l d  c a r e  pay

ments have h ig h e r  ave rage  e a r n i n g s  and t h e r e f o r e  "pay back" a l a r g e r  

p o r t i o n  o f  t h e i r  g r a n t  than  do th o s e  r e c i p i e n t s  who r e c e i v e  no c h i l d  

ca re  payments.  However, f o r  th o s e  r e c e i v i n g  c h i l d  c a r e ,  t h e  t a x p a y e r ' s  

g a i n ,  which shows up as a g r a n t  r e d u c t i o n ,  i s  o f f s e t  by th e  a d d i t i o n a l  

t a x  c o s t  i n c u r r e d  in  t h e  form o f  c h i l d  c a r e .  Columns 4 and 5 o f  

Table 6 . 7  show th e  impact  o f  t h i s  f a c t .  Average c h i l d  c a r e  c o s t s  a re  

high enough t o  o f f s e t  more t h a n  t h e  average  g r a n t  r e d u c t io n s  in  a l l  

t h i r t e e n  a r e a s .  The r e s u l t  i s  a n e t  c o s t  to  t h e  t a x p a y e r  (ove r  t h e  tax 

c o s t  which would be i n c u r r e d  i f  t h e  r e c i p i e n t  were n o t  working a t  a l l )  

pe r  working r e c i p i e n t  o f  from f i f t e e n  t o  seven ty  d o l l a r s  pe r  month.  I t  

must be noted  t h a t  t h e s e  a r e  p o i n t - o f - t i m e  o r  s h o r t - r u n  c o s t s ;  t h e  

da ta  t e l l  no th ing  a bou t  the  l o n g e r - r u n  dynamics in v o lv ed  . Chi ld  ca re  

may be co n s id e re d  an in v e s tm e n t  i n  c h i l d r e n  and i n  t h e  i n c r e a s e d  employ

a b i l i t y  o f  t h e  mother .  Such an in v e s tm en t  may y i e l d  n o t  only  p r e s e n t  

bu t  f u t u r e  r e t u r n s .  This  f a c e t  o f  human c a p i t a l  i s  in  no way r e f l e c t e d  

in  t h e  d a t a .

We shou ld  a l s o  n o te  t h a t ,  i n  each o f  th e  t h i r t e e n  a r e a s ,  t h e  

in c r e a s e d  average  t a x p a y e r  c o s t  i s  l e s s  than th e  i n c r e a s e d  n e t  income 

o f  t h e  mother .  (Compare columns 2 and 5 o f  Tab le  6 . 7 . )  Thus,  i f  one 

o b j e c t i v e  o f  a work i n c e n t i v e  system i s  t o  i n c r e a s e  w e l f a r e  r e c i p i e n t  

incomes in  a com para t ive ly  low c o s t  manner,  t h e  work i n c e n t i v e  appears  

to  be a s t e p  in  t h a t  d i r e c t i o n .  Each added t a x p a y e r  d o l l a r  s p e n t  on
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c h i l d  c a r e  y i e l d s  i n c r e a s e d  n e t  income to  t h e  r e c i p i e n t  o f  from $1.15 

($77/$67) i n  geog raph ic  Area I ,  t o  $6.80  ($102/$15) in  Area X. So even 

though th e  n o n -w e l f a r e  t a x p a y e r ' s  s h o r t - r u n  c o s t  i n c r e a s e d  f o r  employed 

AFDC f a m i l i e s  w ith  c h i l d  c a r e ,  the  work i n c e n t i v e  may be c o n s id e re d  

s u c c e s s f u l ,  i f  t h e  o b j e c t i v e  i s  to  i n c r e a s e  r e c i p i e n t  income i n  a 

co m p ara t iv e ly  low c o s t  manner.

The l a s t  columns o f  t a b l e s  6 . 7  and 6.8  i n d i c a t e  th e  av e ra g e  work 

expenses o f  employed r e c i p i e n t s  in  each a r e a .  A cas e  can be made t h a t  

a s i g n i f i c a n t  p o r t i o n  o f  t h e s e  expenses  r e p r e s e n t  a b e n e f i t  t o  t h e  non

w e l f a r e  t a x p a y e r .  Th is  i s  because  t h e  bulk  o f  employment expenses  

r e p r e s e n t  v a r io u s  f e d e r a l  and s t a t e  income and s o c i a l  s e c u r i t y  t a x e s .

I f  i t  i s  assumed t h a t  t h e  a d d i t i o n a l  t a x es  r e p r e s e n t  a n e t  i n c r e a s e  in  

ta x  revenues ,which  w i l l  u l t i m a t e l y  b e n e f i t  t h e  non -w el fa re  t a x p a y e r  in 

th e  form o f  e i t h e r  more s e r v i c e s  o r  reduced t a x  payments,  then t h e s e  

employment expenses  a r e ,  in  p a r t ,  a n e t  ga in  t o  the  t a x p a y e r .  In t h i s  

case ,we shou ld  c o n s i d e r  t h a t  th e y  p a r t i a l l y  o f f s e t  t h e  t a x  c o s t s  shown 

in  Tab le  6 . 7  o r  augment t h e  t a x  ga in s  shown i n  Table 6 . 8 .

In terms o f  average  r e c i p i e n t  b e n e f i t s  n e t  o f  g r a n t  r e d u c t i o n  and 

work expense c o s t s ,  t h e  r e l e v a n t  columns o f  t a b l e s  6 . 7  and 6.8  show 

t h a t  t h e s e  b e n e f i t s  a r e  g e n e r a l l y  well  under o n e - h a l f  o f  e a r n i n g s .  This 

means t h a t ,  on th e  a v e r a g e ,  t h e  employed AFDC r e c i p i e n t ' s  e a r n i n g s  a r e  

a t  such a l e v e l  t h a t  t h e  a v e ra g e  t o t a l  tax  r a t e  i s  a bou t  50 p e r c e n t  

(where t o t a l  t a x  r a t e  i s  h e r e  d e f in e d  t o  in c lu d e  both  g r a n t  r e d u c t i o n  

and work e x p e n s e s ) ,  a high r a t e  bu t  s t i l l  wel l  under t h e  67 p e r c e n t  

marginal  r a t e  w r i t t e n  i n t o  t h e  work i n c e n t i v e  program. This i s  because  

e a rn in g s  a r e  low enough t h a t  t h e  h i g h e r  tax  r a t e  a p p l i e s  to  on ly  a small 

p o r t i o n  o f  t o t a l  e a r n i n g s .
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Concluding remarks about  b e n e f i t s  
and c o s t s  o f  AFDC employment

In g e n e r a l ,  t h e  b e n e f i t - c o s t  r e s u l t s  i n d i c a t e  t h a t  f o r  t h o s e

r e c e i v i n g  th e  c h i l d  c a r e  su b s id y  i n  J u l y ,  1970 a n e t  t r a n s f e r  t a k e s
5

p l a c e  from th e  n o n -w e l f a r e  t a x p a y e r  to  t h e  AFDC f a m i l i e s .  The t r a n s f e r  

i s  n o t  t o  th e  e n t i r e  AFDC group b u t  to  a smal l  segment o f  t h e  group 

which both  works and r e c e i v e s  c h i l d  c a r e .  Assuming a budge t  c o n s t r a i n t  

f o r  t h e  AFDC program as a whole ,  t h e  working AFDC r e c i p i e n t  who r e c e i v e s  

c h i l d  c a r e  ga ins  a t  th e  expense o f  both th e  non-working r e c i p i e n t s  and 

t h e  working r e c i p i e n t  who does n o t  r e c e i v e  c h i l d  c a r e .  This  s h ou ld  be 

c o n s id e r e d  b e f o r e  f u r t h e r  AFDC employment i s  encouraged .

While c h i l d  c a r e  payments r e p r e s e n t  p r i m a r i l y  an i n - k i n d  t r a n s f e r ,  

i n  some i n s t a n c e s  t h e  t r a n s f e r  can take  t h e  form o f  a d i r e c t  income 

i n c r e a s e  to  t h e  f a m i ly .  For example ,  t h e r e  i s  no rea son  why an o t h e r 

w ise  unemployed g randmother ,  a u n t ,  o r  o t h e r  member o f  t h e  f a m i ly  could  

n o t  p ro v id e  th e  c h i l d  c a r e  and r e c e i v e  payment f o r  i t .  The m o t h e r ' s  

employment ga ins  n o t  on ly  h e r  n e t  income f o r  t h e  f a m i ly  b u t  may c r e a t e  

a pa id  j o b  f o r  a n o t h e r  member o f  t h e  f a m i ly ;  t h e r e f o r e ,  t h e  f a m i ly  ga ins  

f i n a n c i a l l y  in  two ways.  As a m a t t e r  o f  f a c t ,  t h e  c h i l d  c a r e  income 

would exceed  the  m o t h e r ' s  n e t  e a rn in g s  in  many s i t u a t i o n s .  The t a x p a y e r  

e x p e n d i t u r e  on c h i l d  c a r e  f o r  AFDC employment t h e r e f o r e  has an added 

g a in  o f  c r e a t i n g  one more job  f o r  wages .

The r o l e  o f  c h i l d  s u b s id y  i s  i n t e r e s t i n g  from y e t  a n o t h e r  p o i n t  

o f  view. When an AFDC mother  o b t a i n s  employment and pays someone e l s e  

f o r  t h e  c a r e  o f  h e r  c h i l d r e n ,  t h e  c h i l d  c a r e  a c t i v i t y  in  which she 

fo rm e r ly  engaged has s im ply  s h i f t e d  from a non-marke t  to  a marke t  

a c t i v i t y .  Igno r ing  d i f f e r e n c e s  i n  q u a l i t y  o f  t h e  c h i l d  c a r e ,  l e i s u r e



has become p ro d u c t i v e  e f f o r t ,  i n  terms o f  the  t r a d i t i o n a l  economic 

model. Few mothers  would s u p p o r t  th e  i d e a  t h a t  c h i l d  c a r e  i s  s.ynonomous 

w i th  l e i s u r e ;  however,  non-marke t  work i s  n o t  even in c lu d e d  i n  th e  GNP 

accounts  and t h e r e f o r e  tends  t o  be th o u g h t  o f  as  u n p ro d u c t iv e .  Regard

l e s s  o f  t h i s  problem o f  d e f i n i t i o n ,  i t  i s  n o t  c l e a r  t h a t  th e  employment 

o f  a female  head o f  househo ld ,  in  a wage pay ing j o b ,  y i e l d s  an economic 

ga in  i n  the  t r u e  sense  o f  the  word.  Tha t  i s ,  t h e  s h i f t  o f  an AFDC 

mother from p ro v id in g  c h i l d  c a r e  f o r  h e r  own c h i l d r e n  t o  pa id  employ

ment may be co u n te rb a la n c e d  by th e  s h i f t  o f  some o t h e r  person  from 

a n o t h e r  a c t i v i t y  t o  p ro v id in g  c a r e  f o r  t h e  c h i l d r e n .  The n e t  d i r e c t i o n  

and magnitude o f  th e  change in  t o t a l  "p ro d u c t io n "  i s  i n d e t e r m i n a t e  

un le ss  t h e  person  who p rov ides  t h e  c h i l d  ca re  f o r  th e  w e l f a r e  mother  

was do ing  n o th in g  p ro d u c t i v e  b e f o r e .



FOOTNOTES

The a r e a s  which ranked o n e ,  two,  and t h r e e  in  changes in  average  
e a r n i n g s  ranked 1 1 . 5 ,  13,  and 5 .5  by r e l a t i v e  i n c r e a s e  i n  r a t e s  o f  
employment ( see  Tab le  5 . 1 ) .

2
The need f o r  t h e  te rm n o n -w e l f a r e  t a x p a y e r  as opposed to  t a x 

payer  was developed  in  Chapte r  2.
3

I t  shou ld  be no ted  t h a t  such  c a r e  i s  n o t  l i m i t e d  t o  p reschool  
c h i l d r e n  b u t  i s  a v a i l a b l e  to  c h i l d r e n  under  f o u r t e e n  y e a r s  o f  age .

4
The e a rn in g s  a r e  s p l i t  between t h e  r e c i p i e n t ,  t h e  g r a n t  

r e d u c t i o n ,  and work expenses .  The g r a n t  r e d u c t io n  e qua l s  a l l  income in  
excess  o f  $20 p lu s  1/3  income, p lu s  work expenses .  The ca s e  da ta  
in c lu d e d  e a rn in g s  and th e  g r a n t  r e d u c t i o n ,  so t h e  amount which work 
expenses  must have been can be c a l c u l a t e d .

5
I t  shou ld  be emphasized t h a t  t h e s e  b e n e f i t - c o s t  f i g u r e s  a r e  

q u i t e  narrow in  t h e i r  f o c u s .  For example ,  no t ime h o r izon  i s  i n c lu d e d .  
In a d d i t i o n ,  no c o n s i d e r a t i o n  i s  g iven  t o  t h e  p o s s i b i l i t y  t h a t  in c r e a s e d  
AFDC employment may mean dec re a se d  employment f o r  someone e l s e  ( t h i s  i s  
e s p e c i a l l y  r e l e v a n t  in  a s i t u a t i o n  o f  o v e r a l l  excess  supply  in  t h e  l a b o r  
m a rk e t ,  as  was t h e  case  du r ing  t h e  y e a r  o f  t h i s  s t u d y ) .  Costs  and 
b e n e f i t s  may be c o n s id e r a b ly  d i f f e r e n t  i n  t h i s  b r o a d e r  c o n t e x t .
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Chapter 7

Success o f  t h e  Work I n c e n t i v e  Program 
and Concluding Comments

Determining Whether th e  I n c e n t i v e  i s  a Success

The s u cces s  o f  any program must be measured in terms o f  t h e  o b j e c 

t i v e s  o f  t h a t  program. The o s t e n s i b l e  o b j e c t i v e  o f  a work i n c e n t i v e  

a p p l i e d  t o  w e l f a r e  r e c i p i e n t s  i s  t o  encourage  employment. But f o r  what  

s p e c i f i c  purpose and a t  wha t  c o s t ?

The p o s s i b l e  o b j e c t i v e s  o f  a work i n c e n t i v e  program which we have 

c o n s id e re d  in  t h i s  s tudy  a r e :  ( l ) ~ a  r e d u c t i o n  in  AFDC c a s e l o a d ,  (2)  a

reduced w e l f a r e  c o s t  p e r  employed f a m i l y ,  (3)  lower t o t a l  w e l f a r e  c o s t s ,  

and (4) i n c r e a s e d  AFDC incomes w i th  a given t a x p a y e r  expense .  In t h i s  

c h a p t e r ,  we w i l l  e v a l u a t e  t h e  work i n c e n t i v e  in  terms o f  each o f  t h e s e  

o b j e c t i v e s .  The c o n c lu s io n  p ro v id e s  a genera l  a n a l y s i s  o f  employment f o r  

w e l f a r e  r e c i p i e n t s  and i t s  c o s t = J m p l i c a t i o n s .

O b je c t iv e  o f  r educ ing  th e  AFDC 
ease load

The a n a l y s i s  in  Chapter  2 p rov ides  a s t r o n g  case  f o r  b e l i e v i n g  

t h a t  th e  i n c e n t i v e  w i l l  i n c r e a s e ,  n o t  d e c r e a s e ,  th e  AFDC c a s e l o a d .  I f  i t  

i s  assumed t h a t  a n y th ing  which makes w e l f a r e  r e l a t i v e l y  more a t t r a c t i v e  

w i l l  i n c r e a s e  t h e  number o f  AFDC r e c i p i e n t s ,  then  th e  work i n c e n t i v e  w i l l  

undoubtedly  i n c r e a s e  th e  s i z e  o f  th e  c a s e l o a d .  Non-AFDC f a m i l i e s  w i l l  be 

more a p t  t o  come on w e l f a r e  and w e l f a r e  f a m i l i e s  w i l l  be more l i k e l y  to  

s t a y  on because  i t  i s  f i n a n c i a l l y  more b e n e f i c i a l  to  do s o ,  a t  l e a s t  f o r  

th o s e  who work. T h e r e f o re ,  t h e  work i n c e n t i v e  i s  i n c o n s i s t e n t  w i th  the
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o b j e c t i v e  o f  a lower  c a s e l o a d .  In f a c t ,  t h e  i n c o n s i s t e n c y  i s  so obvious 

t h a t  a q u e s t i o n  a r i s e s :  Would anyone e v e r  c o n s i d e r  i t  a goal o f  t h e  work 

i n c e n t i v e  p r o v i s i o n ?  P o s s i b ly  some may f e e l  t h a t  i f  t h e  program could  

induce mothers  t o  work a t  a l l  i t  would i n c r e a s e  t h e  l i k e l i h o o d  o f  t h e i r  

working more and e v e n t u a l l y  l e a v in g  w e l f a r e  v o l u n t a r i l y .  This could  

happen,  b u t  i t  would r e q u i r e  an i n c o n s i s t e n t  r e a c t i o n  on t h e  p a r t  o f  AFDC 

mothers ;  t o  l e ave  w e l f a r e ,  th e y  would have t o  d i s r e g a r d  t h e i r  o r i g i n a l  

motive f o r  beg inn ing  work — f i n a n c i a l  ga in .

There a r e  o t h e r ,  l e s s  d i r e c t  r easons  why th e  work i n c e n t i v e  may 

tend  t o  i n c r e a s e  t h e  AFDC c a s e l o a d .  I f  th e  work i n c e n t i v e  causes  mothers 

t o  work,  t h i s  im p l ie s  t h a t  t h e  i n c e n t i v e  has s t i m u l a t e d  t h o s e  mothers  to  

work f o r  wages which were p r e v i o u s l y  u n a c c e p ta b le  (wages too  low t o  be a 

r e a s o n a b l e  a l t e r n a t i v e  to  w e l f a r e ) .  While a l l  t h e  mothers in  t h i s  s tudy  

were n o t  asked  why th e y  d id  n o t  work p r i o r  t o  t h e  i n c e n t i v e ,  i t  i s  r e a s o n 

ab le  t o  b e l i e v e  t h a t  some d id  n o t  because  th e  a v a i l a b l e  j o b s  pa id  too  

l i t t l e  r e l a t i v e  t o  w e l f a r e  b e n e f i t s .  Thus,  t h e  mother  chose w e l f a r e  in  

p r e f e r e n c e  t o  w o rk ,  and once on w e l f a r e ,  t h e r e  was no f i n a n c i a l  i n c e n t i v e  

t o  seek  a s i m i l a r  low paying jo b .

With th e  i n c e n t i v e ,  however,  t h e  w e l f a r e  mother may f e e l  t h a t  the  

low paying  jo b  pays enough t o  supplement h e r  AFDC income; i t  now becomes 

a c c e p t a b l e .  The i n c e n t i v e  i s  thus  a means o f  s u b s i d i z i n g  low wage employ

e r s  and,  in  t h i s  s e n s e ,  i s  a l a t t e r - d a y  Speenhamland sys tem.  To t h e  ex

t e n t  t h a t  AFDC mothers do work a t  low paying j o b s ,  they  w i l l  tend  t o  d r iv e  

down a l r e a d y  low wages;  t h e r e f o r e ,  t h e y  w i l l  c o n t r i b u t e  t o  a r e d u c t io n  

in  th e  e a rn in g s  c a p a c i t y  o f  n o n -w e l fa re  mothers who work i n  s i m i l a r  j o b s .  

This  w i l l  make w e l f a r e  f i n a n c i a l l y  more a t t r a c t i v e  to  t h e s e  non -w e l fa re  

mothers and,  i n d i r e c t l y , l e a d  t o  an i n c r e a s e  in  t h e  w e l f a r e  c a s e l o a d .
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O b je c t iv e  o f  r educ ing  th e  p e r  case  
w e l f a r e  c o s t s

The work i n c e n t i v e  can cause  th e  w e l f a r e  c o s t  p e r  employed case  to  

f a l l ,  i f  t h e  mothers ea rn  a s i z a b l e  amount. (See C hap te r  2 f o r  th e  s p e c i 

f i c  am ounts .)  I f  t h e  o b j e c t i v e  i s  t o  r educe  p e r  c a s e  c o s t s ,  t h e n  th e  i n 

c e n t i v e  shou ld  encourage e a rn in g s  high  enough to  y i e l d  a n e t  f i n a n c i a l  

r e t u r n  t o  th e  t a x p a y e r .  Ye t ,  t h e  i n c e n t i v e  i s  d es igned  t o  encourage  p a r t -  

t im e  employment and low e a r n i n g s ,  s i n c e  i t  p la ce s  a ze ro  w e l f a r e  t a x  on 

low e a r n i n g s .  Such an i n c e n t i v e  might  encourage employment i f  t h e r e  i s  

some i n e r t i a  which must be overcome in  o r d e r  to  induce  the  mother  to  work 

a t  a l l  and i f ,  t h e r e a f t e r ,  a s m a l l e r  f i n a n c i a l  i n c e n t i v e  i s  r e q u i r e d  t o  

i n c r e a s e  t h e  amount o f  work f o r  wages. However, as  Perlman^ p o i n t s  o u t ,  

i t  i s  a l s o  p o s s i b l e  to  develop  an i n c e n t i v e  plan  which w i l l  p ro v id e  added 

f i n a n c i a l  i n c e n t i v e s  as more hours a r e  worked.  This  may y i e l d  a g r e a t e r  

p e r  case  r e t u r n  to  t h e  t a x p a y e r .  C e r t a i n l y ,  going t h e  o t h e r  d i r e c t i o n  by 

d e s t r o y i n g  th e  marginal  f i n a n c i a l  i n c e n t i v e  t o  ea rn  more makes no s e n s e ,  

i f  t h e  o b j e c t i v e  i s  t o  reduce  per  case  c o s t s .

The e m p i r i c a l  ev idence  p r e s e n te d  in  t h i s  s tudy  shows t h a t  low e a r n 

in gs  have ,  in  g e n e r a l ,  become l e s s  p r e v a l e n t  among employed AFDC r e c i p i 

e n t s  d e s p i t e  t h e  ze ro  w e l f a r e  tax  on low e a r n i n g s .  This  i n c r e a s e  in  

e a r n i n g s  was n o t  enough,  however, f o r  most o f  t h e  employed m o th e r s '  g r a n t s  

to  f a l l  by an amount equal t o  t h e i r  i n c r e a s e d  average  c o s t  o f  c h i l d  c a r e .  

This  l e d  t o  an i n c r e a s e d  w e l f a r e  c o s t  f o r  th o s e  employed m o the rs .  For 

t h o s e  who worked and d id  n o t  r e c e iv e  c h i l d  c a r e ,  t h e r e  was a s l i g h t  r e 

d u c t io n  in  w e l f a r e  c o s t s .  For employed r e c i p i e n t s  as a whole ,  t h e r e  was 

a l s o  a small r e d u c t i o n  in  f i n a n c i a l  w e l f a r e  c o s t s  because  co m p a ra t iv e ly  

few f a m i l i e s  r e c i e v e d  c h i l d  c a r e .

The p o i n t  i s ,  however,  t h a t  t h e  i n c e n t i v e  can reduce  p e r  case
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c o s t s  s i g n i f i c a n t l y  only  i f  th e  mothers  ea rn  more.  In f a c t ,  i t  w i l l  

i n c r e a s e  w e l f a r e  c o s t s  p e r  case  i f  more f a m i l i e s  t a k e  advan tage  o f  th e  

c h i l d  c a r e  p ro v i s io n s  o f  t h e  AFDC program. The i n c e n t i v e  can ,  a t  b e s t ,  

encourage  AFDC mothers  to  work. B u t ,  i n  o r d e r  t o  reduce  per  c a s e  w e l f a r e  

c o s t s  because  o f  employment, i t  i s  n e c e s s a r y  t o  p rov ide  AFDC mothers w i th  

j o b  t r a i n i n g  o r  some o t h e r  means o f  r a i s i n g  t h e i r  e a r n i n g s  power,  as t h e  

e a r n i n g s  d a t a  in  t h i s  s tu d y  show.

O b je c t iv e  o f  a reduced t o t a l  
w e l f a r e  c o s t

Based on th e  above ,  we conc lude  t h a t  t h e  work i n c e n t i v e  has p rob

ab ly  caused  an i n c r e a s e  i n  the t o t a l  c a s e lo a d  w h i le  a t  the  same time w e l 

f a r e  c o s t  pe r  employed r e c i p i e n t  f e l l  on ly  s l i g h t l y .  Thus ,  t h e  work i n 

c e n t i v e ,  as  p r e s e n t l y  c o n s t r u c t e d ,  d id  n o t  f u l f i l l  t h e  o b j e c t i v e  o f  a 

reduced  t o t a l  w e l f a r e  c o s t  over th e  f i r s t  y e a r  o f  i t s  o p e r a t i o n  in  Michi

gan.  In f a c t ,  t h e  o p p o s i t e  seems t r u e .  This h i g h e r  c o s t  w i l l  p robably  

c o n t in u e  un le ss  t h e  e a rn in g s  o f  th e  AFDC mothers can be s u b s t a n t i a l l y  

i n c r e a s e d .

O b je c t iv e  o f  r a i s i n g  AFDC income a t  
low t a x p a y e r  c o s t s

I f  the  o b j e c t i v e  i s  to  r a i s e  ave rage  AFDC fa m i ly  incomes a t  a low 

a d d i t i o n a l  per  case  c o s t ,  then th e  work i n c e n t i v e  has been e f f e c t i v e .

The ev idence  p r e s e n te d  in  t h i s  pap e r  shows t h a t  the  working AFDC r e c i p i 

e n t ' s  f i n a n c i a l  g a in  i s  g r e a t e r  than  th e  added t a x p a y e r  c o s t .  In o t h e r  

words ,  t h e  t a x p a y e r  can purchase  more than  a d o l l a r s  i n c r e a s e  i n  AFDC 

income f o r  a d o l l a r s  i n c r e a s e  in  h i s  t a x  c o s t .  The more the  mothers e a r n  

the  g r e a t e r  the  r e l a t i v e  ta x p a y e r  g a i n ,  which aga in  s u g g e s t s  t h a t  - -  

from t h e  crude f i n a n c i a l  p o i n t  o f  view — i t  may be w ise  to  i n v e s t  in
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AFDC t r a i n i n g  in  o r d e r  t o  o b t a i n  a f i n a n c i a l  r e t u r n  from both  lower  w el

f a r e  c o s t s  and h i g h e r  AFDC incomes.

Concluding Comments 

This s tudy  was in t e n d e d  t o  p ro v id e  ev idence  about  t h e  e f f e c t  o f  

work i n c e n t i v e s  on w e l f a r e  employment and e a r n i n g s .  We f e e l  t h a t  t h e  

d a t a  and a n a l y s i s  i n  t h i s  s tudy  p r o v id e  a r e a s o n a b ly  conv inc ing  argument 

t h a t  the  i n c e n t i v e  has c o n t r i b u t e d  t o  i n c r e a s e d  employment o f  AFDC 

mothers in  Michigan,  and l e d  to  h i g h e r  incomes f o r  th o s e  employed. I t  

a p p e a r s ,  however,  t h a t  t h e s e  two r e s u l t s  were ga ined  th rough h i g h e r  s h o r t -  

run w e l f a r e  c o s t s .

There a r e  immense e m p i r i c a l  problems a s s o c i a t e d  w i th  a t tem p t s  such 

as ours  t o  i s o l a t e  t h e  e f f e c t s  o f  s p e c i f i c  changes in  e x i s t i n g  w e l f a r e  

programs; t h e  work i n c e n t i v e  i s  no e x c e p t i o n .  But the  r e s u l t s  o f  t h e s e  

s t u d i e s  a r e  use fu l  and th e  s u b j e c t  i s  o f  such g r e a t  impor tance  to  w e l f a r e  

re fo rm  t h a t  f u r t h e r  r e s e a r c h  i s  w a r r a n t e d .

Added s t u d i e s  on work i n c e n t i v e s  cou ld  be made in  o t h e r  s t a t e s  to  

r e i n f o r c e  o r  c o n t r a d i c t  th e  Michigan e x p e r i e n c e .  But in  a d d i t i o n  to  

r e p l i c a t i n g  t h i s  s t u d y ,  we f e e l  t h a t  more r e f i n e d  work shou ld  be done in 

an a t t e m p t  t o  i d e n t i f y  why some w e l f a r e  mothers work more because  o f  th e  

i n c e n t i v e  w h i l e  o t h e r s  do n o t .  More r e s e a r c h  i s  needed t o  judge  the  

e f f e c t i v e n e s s  o f  work i n c e n t i v e s  under  d i f f e r e n t  l a b o r  marke t  c o n d i t i o n s ,  

w i th  d i f f e r e n t  i n c e n t i v e  fo rm u la s ,  w i th  d i f f e r e n t  w e l f a r e  program admin

i s t r a t i o n ,  and o ve r  l o n g e r  p e r io d s  o f  t im e .  F u r th e r  work i s  a l s o  needed 

to  s e e  how v a r io u s  manpower p rograms,  such as t r a i n i n g ,  a f f e c t  t h e  s u c 

ce s s  o f  u s ing  work i n c e n t i v e s .  We hope t h a t  t h i s  s tu d y  s t i m u l a t e s  f u r t h e r  

r e s e a r c h  in  t h e s e  a r e a s .



FOOTNOTES

^Richard Perlman,  "A N egative  Income Tax P lan  f o r  M ain ta in ing  
Work I n c e n t i v e s , "  J ou rna l  o f  Human Resources ,  I I I  (Summer, 1968),  
289-299.
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APPENDIX A

SAMPLE SIZES AND PORTION OF THE STATEWIDE AFDC CASELOAD 
FOUND IN EACH GEOGRAPHIC AREA

Area

Cross section active samples 
sample sizes by region 

1969 and 1970
July 1969 July 1970

Percent of 
actual caseload 
in each region 
in July 1970

Longitudinal 
sample of 

active cases 
in July 1970 
by region

I 177 262 2.3% 141
II 258 429 .7 170
III 60 112 .3 39
IV 461 744 7.2 388
V 604 1023 5.1 481
VI 283 459 6.8 246
VII 263 523 3.9 216
VIII 509 747 COCO 399
IX 540 945 ro 00 448
X 215 434 5.5 164
XI 289 431 2.6 195
XII 731 1138 45.0 672
XIII 270 409 3.0 233

Total 4660 7656 89.0%a 3792

The remaining 11% of the total caseload is in areas which were not 
sampled. The omissions are generally rural areas, similar to areas 
I-III and XIII.
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APPENDIX B

SAMPLE FRACTION AND SAMPLE SIZES FOR EACH GEOGRAPHIC AREA

Area
Sample
fraction

I

1/5

II

1/1

III

1/1

IV

1/7

V

1/4

VI

1/10

VII

1/5

VIII

1/3

IX

1/2

X

1/8

XI

1/4

XII

1/25

XIII

1/5
Total

Sample Sizes 

1969 active 177 258 60 461 604 283 263 509 540 215 289 731 270 4660
1970 active 262 429 112 744 1023 459 523 747 945 434 431 1138 409 7656
1970
longitudinal* 141 170 39 388 481 246 216 399 448 164 195 672 233 3792
1970 opening** 61 20 11 208 204 313 244 114 73 368 83 124 116 1939
1970 closing 119 26 13 241 142 264 140 148 85 221 113 681 102 2295

* We had data on 39 additional cases which were active in July 1969 and July 1970 but had moved out of one 
the 13 study areas over the year.

** This is a 100% sample of all the cases which we could tell were recent openings. Many of the newly 
opened cases had no data reported on opening dates.



APPENDIX C

E s t im a t io n  P rocedures  Used t o  Determine Changes in  
t h e  Number o f  Persons  Employed in  Jobs  L ike ly  

t o  be F i l l e d  by AFDC Mothers

The e s t i m a t i o n  was s t a r t e d  by us ing  t h e  d e t a i l e d  p o p u l a t i o n -  

c h a r a c t e r i s t i c  d a t a  from th e  1960 census  f o r  Michigan.  Using the  

t a b l e s  on occupa t ion  by sex  and i n d u s t r y ,  a c a l c u l a t i o n  was made o f  the  

p o r t i o n  o f  females  employed in  c e r t a i n  j o b s  which AFDC mothers  a r e  

l i k e l y  t o  h o ld .  C l e r i c a l ,  o p e r a t i v e ,  and s a l e s  and s e r v i c e  j o b s  were 

chosen as p e r t i n e n t  because  a s t u d y ,  done by th e  Michigan Department o f  

S oc ia l  S e rv ic e s  i n  1968,  i n d i c a t e s  t h a t  t h e s e  c a t e g o r i e s  co v e r  th e  usual  

o c c u p a t io n s  o f  rough ly  80 p e r c e n t  o f  t h e  AFDC c l i e n t s .  (See Research 

Paper  No.2,  " P r o f i l e  o f  Michigan AFDC C a s e lo ad ,"  Michigan Department o f  

S oc ia l  S e r v i c e s ,  October  1969.)

A c a l c u l a t i o n  was then  made o f  th e  r a t i o s  o f  p e r t i n e n t  female 

employment t o  t o t a l  employment by th e  i n d u s t r i a l  breakdown - -  d u r a b l e ,  

n o n - d u r a b l e ,  p r i v a t e ,  and governmental j o b s .  The c a t e g o r i e s  were used 

e x a c t l y  as they  appea r  i n  th e  census  t a b l e s ,  e x ce p t  medical  and educa

t i o n a l  s e r v i c e s  were p l a c e d  in  t h e  governmental  s e c t o r .  I t  was p o s s i b l e  

t o  make th e s e  c a l c u l a t i o n s  f o r  t h e  s t a t e  as  a whole and f o r  t h e  s p e c i f i c  

SMSAs o f  D e t r o i t ,  Lans ing ,  F l i n t ,  and Grand Rapids.  This  covered  the  

s i x  a r e a s  o f  ou r  s tu d y  - -  X, XI, X I I ;  V I I ;  VI; and IV; r e s p e c t i v e l y .

The nex t  s t e p  was t o  e s t i m a t e  the  changes  in  t o t a l  employment 

f o r  each o f  t h e  a r e a s  f o r  the  f o u r  i n d u s t r i a l  c a t e g o r i e s .  Labor f o r c e  

and employment e s t i m a t e s  f o r  e l e v e n  o f  t h e  t h i r t e e n  a r e a s  i n  o u r  s tudy  

were o b t a in e d  from th e  Michigan Employment S e c u r i t y  Commission (MESC)

B/M s e r i e s  3-69 f o r  June o f  1969 and 1970. I t  was f e l t  t h a t  t h e  June 

f i g u r e s  would be b e t t e r  f o r  the  purposes  o f  t h i s  s tu d y  than  t h e  J u ly
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Table Cl

Es t im a ted  R a t io s  o f  Females Employed in  C l e r i c a l ,  S a le s  
O p e r a t i v e ,  and S e rv ic e  Jobs  Compared to  

Tota l  Employment by I n d u s t r y

Area

Job Michigan D e t r o i t Lansing F l i n t
Grand
Rapids

Mfg.-Durable 13.56 12.72 10 .93 14.88 18.55

Mfg.
Non-Durable

21 .08 20.23 17.00 15.65 25.05

P r i v a t e
Non-Mfg.

31 .68 32.78 33.34 34.05 30.90

Government 29.10 28.76 32.43 31.34 26.88

Source :  F igu res  d e r iv e d  from d a t a  o b ta in e d  from th e  i960  U.S. Census
d e t a i l e d  p o p u la t i o n  c h a r a c t e r i s t i c s  f o r  Michigan.

d a t a ,  s i n c e  t h e  J u l y  AFDC d a t a  more a c c u r a t e l y  r e f l e c t s  the  June employ

ment e x p e r i e n c e .  Table C2 g iv e s  t h e  raw employment f i g u r e s  used from 

th e  MESC r e p o r t .

All t h a t  remained t o  do to  g e t  an e s t i m a t e  o f  t h e  change in  p e r 

t i n e n t  female employment, by a r e a ,  was t o  m u l t i p l y  each a p p r o p r i a t e  em

ployment f i g u r e  by th e  p r ed e te rm in ed  r a t i o  o b t a in e d  from t h e  census  d a t a .  

For t h e  a r e a s  w i th  no s p e c i f i c  r a t e s  ( f i v e  o f  e l e v e n ) ,  t h e  Lans ing r a t i o  

was a p p l i e d .  We f e l t  i t  would,  i f  a n y t h in g ,  w e igh t  t h e  f i g u r e s  in  f a v o r  

o f  a l a r g e r  th a n  a c tu a l  i n c r e a s e  in  female employment because  i t  would 

w e igh t  governmental  employment more h e a v i l y ;  governmental  employment in  

Michigan in c r e a s e d  between J u l y ,  1969 and J u l y ,  1970. Thus, t h i s  g ives  

a c o n s e r v a t i v e  b i a s  in  t h e  s e n s e  t h a t  i t  i n f l a t e s  any i n c r e a s e  o r  de

f l a t e s  any d e c r e a s e  in  o u r  measured change i n  AFDC type  employment.

This p rov ides  t h e  more f a v o r a b l e  p i c t u r e  o f  t h e  l a b o r  marke t  changes .



169

Tab le  C2

Total Number of Persons Employed in Certain Industries in 
June 1969 and June 1970 for Specific SMSAs

X,XI,XII 
Detroit

V T T T VII
Lansing

IV
Michigan Kala

mazoo
Battle
Creek Muskegon Grand

Rapids
June 1970
MFG
durable 909,200 985,200 13,100 15,900 36,200 22,200 55,100

MFG Non
durable 213,900 90,900 15,200 9,700 3,800 3,500 18,900

Non-MFG 1382,900 718,300 31,100 25,000 51,300 18,800 95,200
Govern
ment 521,700 215,800 13,100 10,700 96,200 6,900 20,800

June 1969
Durable 977,000 520,600 19,100 17,000 37,100 23,900 59,200
Non
durable 223,200 95,300 15,700 9,700 3,500 3,300 18,800

Private 1397,000 733,600 29,700 25,100 50,800 19,100 97,300
Govern
ment 503,100 213,500 12,000 10,600 92,000 6,100 19,000

VI
Flint

xr XIIIBenton
Harbor

I TV

Saginaw Bay
City

Upper
Peninsula Jackson Ann

Arbor
June 1970
MFG
durable 80,900 29,000 8,000 20,200 8,500 19,500 31,200

MFG Non
durable 9,100 3,200 2,000 7,300 9,600 3,100 3,600

Non-MFG 53,800 32,000 13,900 23,900 99,100 21,100 32,700
Govern
ment 27,700 9,200 9,900 7,200 23,700 7,800 36,300

June 1969
Durable 86,300 29,900 10,800 23,900 9,300 16,000 39,200
Non
durable 9,900 3,200 2,000 7,200 9,700 3,200 3,500

Private 56,800 33,500 19,500 22,300 93,500 20,600 31,100
Govern
ment 23,700 7,900 9,300 6,500 22,200 7,300 33,700

Source: Michigan Employment Security Commission B/M Series 3-69
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The r e s u l t i n g  f i g u r e  s h ou ld  p r o v id e  a r e a s o n a b ly  a c c u r a t e  e s t i m a t e  

o f  changes in  fem ale  employment in  t h e  p e r t i n e n t  j o b s ,  i f  t h e  1960 census  

r a t i o s  a r e  v a l i d  f o r  1970. An a t t e m p t  was made t o  accoun t  f o r  p o s s i b l e  

changes in  th e s e  r a t i o s  by look ing  a t  t r e n d s  in  j o b  ty p e  as a p o r t i o n  o f  

t o t a l  jobs  by i n d u s t r y .  For example,  t h e  p o r t i o n  o f  c l e r i c a l  workers  i s  

p r o j e c t e d  to  f a l l  between 1960 and 1975 i n  th e  governmental  s e c t o r .  

(Occupa tion Employment P a t t e r n s  f o r  1960 and 1975, U.S. Department o f  

Labor ,  Bureau o f  Labor S t a t i s t i c s  B u l l e t i n  #1599, December, 1968,  p.  177 . )  

The problem w i th  t h i s  was t h a t  changes i n  th e  p o r t i o n  o f  males t o  females 

cou ld  n o t  be accoun ted  f o r  in  t h e  same o c c u p a t io n s .

T h e re fo re ,  in  o r d e r  to  come up w i th  a c o n s e r v a t i v e  AFDC l a b o r  mar

k e t  e s t i m a t e  (one t h a t  would l i k e l y  make th e  AFDC l a b o r  market  look b e t t e r

th a n  i t  a c t u a l l y  w a s ) ,  t h e  r a t i o s  developed  from th e  census  f i g u r e s  were 

i n c r e a s e d  by 10 p e r c e n t  whenever t h e r e  was a s u b s t a n t i a l  i n c r e a s e  in  

t o t a l  employment o v e r  th e  y e a r  (200 o r  more j o b s )  and l e f t  unchanged f o r  

no change o r  employment d e c r e a s e s .  I t  i s  f e l t  t h a t  t h i s  u n d e r s t a t e s  th e  

a c t u a l  number o f  females  employed in  t h e  s e l e c t e d  jo b s  i n  i n d u s t r i e s  and 

a r e a s  w i th  f a l l i n g  employment,  and o v e r s t a t e s  t h e  same employment in  

i n d u s t r i e s  and a r e a s  w i th  r i s i n g  employment. The f i n a l  e s t i m a t e  o f  the  

changes in  employment — in  j o b s  l i k e l y  t o  be f i l l e d  by AFDC mothers  - -  

would t h e r e f o r e  show more o f  an ac tu a l  i n c r e a s e ,  i f  i t  e x i s t s ,  o r  l e s s  

o f  a d e c r e a s e ,  i f  i t  e x i s t s .  In t h i s  way,  t h e  d a t a  r e f l e c t  a h ig h ly  

o p t i m i s t i c  view o f  t h e  l a b o r  m ark e t  p i c t u r e ,  which can be used t o  e x p l a i n

i n c r e a s e s  in  AFDC employment o v e r  the  J u l y ,  1969 to  J u l y ,  1970 p e r io d .

Tab le  C3 shows t h e  r e s u l t i n g  e s t i m a t e s .

The p o r t i o n  o f  t h e  t o t a l  p e r t i n e n t  female employment ( r e p r e s e n t e d  

by t h e  numbers in  Tab le C3) was de termined  by d i v i d i n g  each o f  th e
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f i g u r e s  by th e  e s t i m a t e s  o f  t o t a l  female  employment in  J u l y ,  1969 — 

o b ta in e d  by m u l t i p l y i n g  t h e  r a t i o s  from th e  1960 census  d a t a  by th e  

t o t a l  employment f i g u r e s  from MESC.
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T a b le  C3

Difference of 1969 and 1970 Estimates of the Female 
Employed in the Job Clerical, Operative, Sales, and Services

X,XI,XII 
Detroit

VII
Lansing

VTTT XIII
Benton
Harbor

T

Michigan Kala
mazoo

Battle
Creek

Upper
Peninsula

Durable -9,194 -4,503 -98 -109 -175 -404 -87
Non

durable -2,066 -890 56 -85 0 17 -17
Private -4,625 -5,015 183 513 -33 . 587 220

Non-MFGGovern 5.954 728 1.498 392 32 250 535ment
Total -9,931 -9,680 1,639 711 -174 450 651

Source: Tables Cl and C2.

------- IX------ VI V------- -IV-------
Jackson Arbor Flint Saginaw ^ Grand

Rapids Muskegon

Durable -164 -328 -804 -134 -298 -761 -315
Non

durable -17 17 -47 0 0 -100 55

Private 183 587 -1022 -511 -204 -649 -93Non-MFG
Govern
ment 178 927 1379 448 207 532 237

Total 191 1203 -494 -197 -295 -978 -116
Source: Tables Cl and C2.



APPENDIX D

DESCRIPTION OF THE DATA AVAILABLE FOR 
EACH AFDC CASE IN THE SAMPLE

The b a s i c  d a t a  s o u rce  was t h e  c e n t r a l  p a y r o l l  da ta  kep t  on

each ca s e  by th e  Michigan Department o f  Soc ia l  S e r v i c e s .  The AFDC

case  d a t a  al lowed  an i d e n t i f i c a t i o n  o f  each case  by geograph ic  

a r e a  ( c o u n ty ) ,  sex  o f  t h e  g r a n t e e  o r  head o f  household ,  and w he the r  

o r  n o t  t h e  case  was r e c e n t l y  opened o r  c l o s e d .  In a d d i t i o n ,  th e  

fo l l o w in g  in fo rm a t io n  was a v a i l a b l e  f o r  each AFDC cas e  as r e p o r t e d  

t o  t h e  Department o f  S o c ia l  S e rv ic e s  by casew orkers :

1. Race

2.  Number o f  p e r sons  in  th e  f am i ly  ( in  th e  g r a n t )

3. Age o f  c h i l d r e n

4.  Age o f  t h e  g r a n te e

5. Gross ea rned  income o f  the  g r a n t e e

6 . OASDI and o t h e r  income r e c e iv e d  by th e  AFDC fam i ly

7.  Net income — which e qua l s  t h e  OASDI, p lu s  o t h e r  income, p lus  

the  amount by which th e  g r a n t  i s  reduced as the  r e s u l t  o f  e a r n i n g s

8 . The t o t a l  amount o f  g r a n t  t h e  fam i ly  would r e c e i v e  in  t h e  

absence  o f  any e a r n i n g s  o r  o t h e r  o u t s i d e  income

9.  Actual g r a n t  payment

10. Expenses o f  employment — al low ed  expenses  plus t h e  tw en ty -  

d o l l a r  minimum

11. Employment code — which a caseworker  a s s i g n s  in  an at temDt 

t o  judge  b a r r i e r s  t o  p a r t i c i p a t i o n  in  t h e  t r a i n i n g  a s p e c t s  o f  t h e  WIN 

program.

173


