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Introduction.

This paper addresses the fiscal behavior of states in response to the Federa Food Stamp
program (FSP). The effectiveness of the Food Stamp Program in increasing the economic well-being of
recipients is dependent, in part, on the fiscal behavior of Sates. Because most Food Stamp recipients
are dso digible for other transfer programs, and Food Stamps is a nationaly funded program, states
have an incentive to subgtitute federa Food Stamp dollars for their own contributions to cash assistance.

If states use Food Stamps primarily to reduce their own contributions to programs such as Aid to
Families with Dependent Children (AFDC), Temporary Assistance to Needy Families (TANF), and
Supplementa Security Income (SSI), which are jointly funded by the federal government and the States,
then the main effect of Food Stampsisto provide fiscd rdief to Sates. In this case, the Food Stamp
program functions as akind of categorica revenue sharing program. If states mainly add Food Stamps
benefits to other cash and in-kind programs, then the program is expanding assistance to the needy from
anational revenue base.

The incentive for states to use Food Stamps to displace their own effort isincreased
by the fact that Food Stamps taxes cash assistance at a rate of 30 cents per additional dollar of benefits.

In this paper, | exploit both the variation over time in the lump-sum component of Food Stamps and the
cross-gtate variation in the Food Stamp price cregated by the interaction between the implicit tax and the
Food Stamp disregard for excess shelter costs. | use this variation to estimate an econometric model of
Food Stamp displacement. The results suggest that both the lump-sum and the price effects of Food
Stamps are sgnificant, and that the Federd government could induce an increase in State contributions
by reducing the implicit tax on cash benefits. | dso find that the cross-price eadticity between Food
Stamps and Medicad is sgnificant, with Food-Stamp induced reductionsin AFDC spending aso
associated with increases in Medicaid spending for AFDC recipients.

The paper is organized asfollows Section 1 reviews the literature, Section 2 presents a generd
description of the Food Stamp program, Section 3 presents the modd of fiscal substitution and
describes the estimation strategy, Section 4 presents the results, and Section 5 concludes.

I. Review of the Literature on Food Stamp Displacement

In adetailed review of the literature on AFDC benefit determination, | found a substantial range both in
the estimates of Food Stamp substitution and displacement, and the estimates of the effect of federd
matching grants on AFDC benefit levels (Chernick, 1998). While some studies find a dollar-for-dollar
offset of AFDC benefits for Food Stamps (Orr, 1979; Moffitt, 1990), other studies find that Food
Stamps are mainly additive to welfare benefits (Gramlich, 1982). In my review, | argue that the studies
tend to find an increasing degree of subgtitution of Food Stamps for cash assistance over time.
However, studies that find substantial substitution, but aso consider other categories of state spending,
find that Food Stamp dollars are not smply used for generd fisca relief to state budgets. Instead, of the
savings in cash benefits which gtates redlize by subgtituting Food Stamps, a disproportionate share
gppears to remain within the broader welfare category in state budgets. One avenue for increased
gpending is an increase in the number of transfer recipients, particularly for Medicaid. Craig (1993)
finds that at least Some of the savings are used to leverage federd dollars through an increase in Sate
matching dollars for Medicaid.
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The difficulty in determining the Food Stamp displacement effects is that Food Stampsisa
uniform nationa program, with little variation across states. Previous studies have attempted to exploit
variaionsin Food Stamp coverage across states to determine the Food Stamp offset (Orr, 1979;
Plotnick, 1986). When the Food Stamp program was first introduced in the early 1970's, coverage
varied between counties. Researchers such as Orr (1979) and Plotnick (1986) used these differences
in coverage to estimate Food Stamp displacement models. In asimilar gpproach, Craig (1993) obtains
variaion in the Food Stamp price based on differences across states in the percentage of AFDC
recipients receiving Food Stamps. Given the increase in Food Stamp coverage in the 1980's, these
gpproaches no longer provide sufficient variation to identify the Food Stamp effect. Throughout most of
the 1980's, about 82 percent of AFDC recipients received Food Stamps, with the percentage
increasing to 88 percent during the 1990's (Committee on Ways and Means, 1996).

An dternative gpproach to studying the substitution of Food Stamps for AFDC benefits was
developed by Robert Moffitt (1990). Moffitt estimatesamode of AFDC benefit levels for 1960,
before the establishment of the Food Stamp and Medicaid programs, and uses the 1960 coefficients to
obtain a predicted level of AFDC benefitsin 1984, given 1984 values of the independent variables.
Predicted benefits are then compared with the maximum benefits for AFDC plus Food Stamp in 1984,
aswell aswith AFDC, Food Stamps, and average Medicaid benefits for AFDC recipients. Hefinds
that predicted benefits are very close to actua benefits, when the latter include both Food Stamps and
Medicaid. From this result Moffitt concludes that both Food Stamps and Medicaid are treated by
voters as perfect subgtitutes for cash benefits, with a one dollar increase in ether inducing closeto a
dollar decreasein AFDC.

Asapreiminary exercise in sudying Food Stamp displacement, | have replicated the Moffitt
gpproach through 1993. | do this by comparing the predicted levels of AFDC, Food Stamps, and
Medicaid for 1993, based on the coefficients from Moffitt:s 1960 modd, to actua benefitsin 1993. |
find that while the modd overpredicts the sum of AFDC and Food Stamp benefits, it now underpredicts
combined benefits from AFDC, Food Stamps, and Medicaid by about 20 percent. This suggests that
the rate of substitution of Food Stamps and Medicaid for AFDC was less than one for one in the period
from 1984 to 1993.

II. General Description and Relation with Other Transfer Programs

Food Stampsis afederd program of assistance to provide needy families vouchersfor the

purchase of food. Benefits vary by household size, but are uniform within the continental United States.

In FY 1996 there were 10,552,000 participating househol ds and thee average Food Stamp benefit per
household was $174 (Mathematica Policy Research, 1998). Asistypicd in transfer programs, thereis
amaximum benfit if the household has no other income. The maximum benefit in 1996 was $313 for a
household of size three ($397 for a household of size four). Benefits are reduced by thirty cents for
each additiond dollar of countable or net income. Net income equal's gross income minus a set of
deductions. Each Food Stamp household is digible for a standard deduction equa to $134/month in
FY 1996. In addition, there are deductions for expenses of earned income, dependent care, excess
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shelter costs, medicd, and child support.

Because the cost of the margina dollar of Food Stamp assistance is zero for states, as compared
to about forty cents for Medicaid and afull dollar for TANF and SSI, states have an incentive to
substitute Food Stamps for these other programs. Because many of the participantsin the other
programs are automatically digible for Food Stamps, the incentive to engage in this type of fiscd
substitution incresses!

Before discussng the approach used in this andlys's, | examine aggregete trends in the various
socid wdfare programs. Figure 1 compares AFDC maximum benefits to Food Stamp maximum
benefits and the Food Stamp disregard. The Food Stamp maximum fluctuates dightly over the sample
period, fdling to its minimum level in 1986, and attaining a maximum of $423in 1991. The disregard
aso fluctuates over the period, with arange from $285 in 1983 to $308 in 1995. By contrast, AFDC
benefits are approximately constant from 1983 to 1986, then fall monotonicaly from 1986 to 1995.
Neither series appears to be highly corrdated with the AFDC benefit level. At thislevel of aggregetion,
therefore, growth in Food Stamps does not seem to be a proximate cause for the declinein AFDC
benefits.

Figure 2 compares trends in annud AFDC and Medicaid spending per capitawith the (monthly)
Food Stamp maximum. Medicaid spending is divided into spending on AFDC recipients, and dl other
goending. AFDC is approximately constant over the period, while AFDC Medicaid related
expenditures grow dightly, and non-AFDC Medicaid outlays grow sharply. Asin Figure 1 for
maximum benefit leves, the data do not suggest strong rel ationshi ps between the aggregate spending on
AFDC and Medicaid and the Food Stamp maximum.

[11. A Mode of Food Stamp Displacement

To determine digibility and grant amounts, a means-tested transfer program must set severd
parameters. the maximum benefit leve, the definition of countable income, and the rate a which
countable income istaxed. 1n the Food Stamp program both the maximum benefit and the tax rate (30
percent) are uniform for the nation. Thus, the red vaue of any given Food Stamp award varies
according to regiond differentias in the cost of both food and other goods and services. A mgor
source of difference in regiona cost-of-living indices comes from differencesin the cost of housing.?
The Food Stamp program provides an adjustment for regiond differentids in the cost of housing through
the excess shelter cost deduction. The maximum excess shelter deduction amounted to $231 per month
in 1995. Food Stamp households with ederly or disabled members are not subject to the shelter cap.

Allowing for differencesin regiond cogst of living alows for a better targeting of Food Stamps
according to need. However, it o comes with acog, in that it increases the implicit Food Stamp tax
on income. The implicit tax is higher with the shelter deduction because any increase in income, in
addition to being taxed directly, aso reduces the excess shelter deduction.

For amgority of Food Stamp recipients, the mgor source of cash incomeis public
assistance—through AFDC-TANF, SS, or Generd Assistance. State governments provide some or
al of the financing for these programs. In the AFDC program, which was financed by an open-ended
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matching grant, about 40 percent of program financing came from states. Under TANF, dates receive
alump-sum block grant, with a maintenance of effort provison, and must pay 100 percent of any
additional benefits. In the SSI program, states provide about 18 percent of financing through the Sate
supplement, while General Assstance is completely financed by the states. Hence, a substantid portion
of the Food Stamp >tax: is borne by sub-nationd governments. Thistax raisesthe>prices that states
face in trying to increase the incomes of public assistance recipients, and states may respond to the price
increase by reducing their own contributions.

To understand the Food Stamp-cash assstance interaction, it is useful to first present a
graphicd representation of the relationships. Figure 3 shows the state budget congtraint under the open-
ended matching program for AFDC. The federd match rotates the state budget line from AF to AE. If
States view Food Stamps as equivaent to cash, then the Food Stamp offer changes the state budget
condraint from AE to ABCDGE. Theflat segment of the budget line AB represents the maximum
Food Stamp benefit. 1n 1996 this value was $396 per month for afamily of four. AB isflat because
Food Stamp benefits are entirely a federa responsibility.®  Although Food Stamps bypass the state and
go directly to individuds, the graphica representation andyticaly treets the grant as the equivadent of a
lump-sum grant of magnitude AB going directly to the sate. Whether states actualy behave this way,
tregting grants to individuads as fiscaly equivadent to grants to governments, is the empirica question
investigated in this research

The second segment of the budget congtraint BC has the same dope as AE, the budget linein
the absence of Food Stamps. This segment represents the standard deduction, which equaled $134 per
Food Stamp household in 1996. Along this segment, states can increase cash assi stance without
sacrificing Food Stamp benefits. For thisrange, the cost to the states of an additiona dollar of benefits
equas twenty to fifty cents per dollar of benefits, depending on the federd matching rate.

The budget segment CD represents the excess shelter deduction. As discussed in some detail
below, the average vaue of this deduction varies across sates, and is endogenous to the benefit level
decison. At benefit levels greater than D, Food Stamps taxes AFDC income at arate of 30 percent, so
adallar increase in benefits leads to a 30 cent reduction in Food Stamps. However, depending on the
vaue of additiond deductions, the implicit tax may be greater than 30 percent.

Because Food Stamp benefits depend on the level of public assistance payments through the
Food Stamp tax on income, the actual level of Food Stamp payments in a Sate is endogenous to state
benefit levels. Over 61 percent of Food Stamp recipients in 1996 a so received income from AFDC,
SSl, or General Assistance, which are dl programs where recipient income is determined by the sate.
Hence, the potentia endogeneity problem is substantid.

In 1996, of 10.552 million FS households, 6.456 million (61.2%) received income from AFDC,
Supplementa Security Income, or Genera Assigtance. In determining net income, the two most
important deductions are the standard deduction, taken by al FS households, and the excess shelter
deduction. 65% of FS households took an excess shelter deduction. Among AFDC households with
an excess shdter deduction, the average monthly amount of the shelter deduction was $167. Hence,
the monthly vaue of the deduction in terms of increased Food Stamps was .3x$167 = $50. 1n 1995,
nearly 10 percent of FS households were affected by the cap on excess shelter expense deduction.
Among those taking the excess shelter cost deduction, 15.4 percent were subject to the shelter cap.
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The Food Stamp disregard makes the cost of amargina increase in the number of recipients
lower than the cogt of an increase in benefit levels. Holding benefits congtant, and representing price as
the codt to the state of an increase in the number of recipients, the budget congtraint need not have kinks
a points C and D. In principle, a state could set benefits low enough to be below the Food Stamp
disregard, with an additiona recipient gtill recelving the maximum amount of Food Stamps.

Food stamps, Medicaid, and cash assistance

Food Stamps pushes out the welfare budget constraint, alowing states to provide more cash
and Medica assstance for the same amount of resources. With the dimination of AFDC, and its
replacement by the TANF block grant, the relative cost of Medicaid hasfalen. With the 30 percent FS
tax on cash assstance, the price of cash assistance relative to Medicaid is now 1.43/(1-m). At the
mean matching rate of .6, states must give up 3.6 dollars of Medicaid spending to get adollar of cash
assistance.

Suppose that Food Stamps displaces cash assistance, but the rel eased resources are used for
Medicaid. With m equd to .6, each dollar of savings buys 2.5 dollars of Medicaid spending. The
federa share of this additiona Medicaid spending equds .6*(2.50) = $1.50. Hence, each dollar of
Food Stamps costs the Federal Government one dollar plus $1.50 in additional Medicaid outlays.

The food stamp price effect and the excess shelter deduction

FSBEN = FSMAX '-3(Ycount)

Define Food Stamp Benefits as
where Fsyax IS the maximum benefit, and Y it iS countable income. Countable income equas

Yoot = Ygross - SDed - ShelDed

WhereY goss 1S gross income, StDed is the standard deduction, and Shel Ded is the excess shelter
deduction.* FS households are allowed to deduct shelter expenses that exceed 50 percent of adjusted
income, up to a maximum known as the shelter cap. The excess shelter deduction is defined as
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=0 ifR-5y,<0
ShelDed = R-.5Yy if 0< R-.5Y,4< ShelCap
= ShelCap otherwise

where

Yai = Yoross- STDED

The effect of Food Stampps on cash assistance can be decomposed into alump-sum
displacement effect, and a price effect. To identify the price effect, | make use of a hitherto
unappreciated source of variation in the Food Stamp price term, slemming from the excess shelter cost
deduction. To examine the price effect of the Food Stamp tax, assume that the only source of cash
income is public assstance—AFDC-TANF, SSI, or General Assistance. Hence, Y gross = Bérpa, and
the Food Stamp benefit equals

FS = FSyax--3(BENp, - STDED - ShelDed)

The FStax on public assstance can be determined by writing income as

Income = Ben + FSBen)
The codt to the state of increasing the income of a public assstance recipient is
d(Income) 1+ d(FS

diben) — ~ d(ben)

From (5) we have
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dFs _ ¢ d(ShelDed)u
dben) ~ T & d(ben) H
From (3) and (4) we can write
d(ShelDed)
W = -5 (O < (R'-5Yadj )< S'IGICap)

= 0 otherwise

d(Income)

d(ben) =.55if [0<(R-.5Y4)< ShelCap]

= .7 otherwise

Inserting (9) into (7) gives

Thus, to increase income by $1.00, the benefits must be increased 1/.55, or $1.82 if the recipient has an
excess shelter deduction which is pogitive but below the cap. If the excess shelter deduction is zero or
greater than the cap, the Food Stamp priceis 1/.7, or 1.43. Thus

the price of cash bendfitsis

FSorice = (1-m)_[143(SHR g1+ SHR3)+ 1.82( SHR & 2)]

The price and income effects of the excess shelter deduction are shown in Figure 4. Depending
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on the level of excess shelter deduction, the State faces three different budget congtraints. For Food
Stamp househol ds with no excess shelter deduction, the state faces the constraint ABCFJ, with a Food
Stamp tax on cash benefits greater than C equal to 30 percent. For households with a positive excess
shdlter deduction which isless than the cap, the budget congtraint isABCDGJ. Recipients get an
additiona lump-sum benefit CD, but face an implicit tax of 45 percent on cash benefitsin the region
DG. Findly, for households receiving the maximum excess shelter deduction, equd to CE in Figure 4,
the state faces the budget congtraint ABCDEHJ, with benefits greater than point E taxed at 30 percent.
The gtate budget congtraint is aweighted average of the three separate budget congtraints, where the
weights are equa to the proportion of Food Stamp households in each of the three regions.

Because Food Stamp households with elderly or disabled family members are not subject to the
shelter expense cap, for SSI households receiving Food Stamps the price effect will be

Fpricey = (1-m)* 1.43* [(SHRregl)+ 1.82* (SHRreg2+ SHRreg3)]

Among SSI households receiving Food Stamps, the proportion getting an excess shelter deduction was
amilar to the proportion for dl FS households. However, the proportion of SSI recipient households
receiving Food Stamps is probably somewhat lower than the proportion among AFDC recipients. In
1997, 2.5 million FS households received income from SSI (Mathematica Policy Research, 1998) while
there were 6.5 million SSl recipients (1995). Sightly more than haf of dl SSl recipientslivein
households which receive Food Stamps. Thus, the Food Stamp price for SSI recipientsin Figure 12
overstates the price effect for these households.

Recal that, because Food Stamp benefits are endogenous to the level of cash assstance, we cannot
include actual Food Stamp benefitsin the estimating equations. Instead, we characterize the Food

Stamp offer in terms of its lump-sum and price parameters. Therefore, | estimate models of the
following form:

AFDCben: a0+ al FSump+ a2 FSprice+ 83 $+ a4 lNCOME + a5 Z



Equation (13) isfor AFDC benefits per recipient, while equation (14) explainstota AFDC spending
per capita. Equation (15), the Medicaid spending equation, includes both the direct effect of Food
Stamps on Medicaid spending and an indirect effect through AFDC spending. Because AFDC
goending isitsdlf pogited to be afunction of the Food Stamp parameters, this equation is estimated using
ingrumenta variables represented by the Z term in equation (13). 1n the specifications presented
below, Medicaid spending is aso broken down into two subcategories, AFDC related Medicad
spending and non-AFDC Medicaid spending. Equation (16) explains state supplementa benefits for
SSl.

FS.ump is broken into two terms. The first is FSmax, the maximum Food Stamp benefit for a

AFDCq, = bo+ by FSymp+ b, FSyice+ b3 SS+b, INCOME+ bs Z

MEDep = Co+ CiFSumpt Co FSpricet C3 SS+ C4INCOME+ €5 AFDCep+ Cs Zimed

family of four. The second term is FSdis, equal to the sum of the standard deduction and the excess
shdlter deduction. Fsmax varies by year, but is uniform across states. The excess shelter deduction is
measured in two ways: Fsdisl is defined as the standard deduction plus the maximum excess shelter
deduction. Hence, Fsdisl is uniform across states, but varies over time. FSdisis the standard
deduction plus the staters average excess shelter deduction over the sample period of 1983 to 1995. It
should be recognized that there is a potentia problem of bias in the estimated coefficient on the
disregard, snce the excess shelter deduction is afunction of the level of benefits. However, the biasis
mitigated by usng the average vaue of the shdter disregard over the entire time period.

The two components of the Food Stamp lump-sum effect are expected to have offsetting effects
on benefit levels. If Food Stamps are viewed by states as a subgtitute for cash benefits, then Fsmax
will have a negative effect on benefits. By contragt, the Food Stamp disregard alows states to provide
some leve of cash benefits without incurring aloss in Food Stamp benefits. Hence, Fsdis is expected
to have a positive effect on benefitslevels.

The Food Stamp price, as described in equations (11) and (12), is measured as the weighted
average of tax rates on cash benefits for different vaues of the excess shelter deduction. The weights
are equd to the proportion of FS households in each of the three price regions. Fspricel, defined in
(12) above, isequd to the state share (one minus the federd share) of AFDC payments, times the Food
Stamp tax rate. FSprice isthe Food Stamp tax rate done, ignoring the state share. FSorice2 isthe
Food Stamp price for SSI benefits. Asshownin (12), it differsfrom Fsprice in that the shelter cap
does not apply to these households. Hence for a person receiving both SSI and Food Stamps, and
taking a deduction for excess shelter costs, the margind price of adollar of sate supplementation is
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assumed to be 1.82.

Estimation issues

Because the Food Stamp price depends on shelter cogts relative to benefit levels, priceis
potentially endogenous. However, the relationship between benefit levels and price is not linear. For
given rent levels, a very low benefit levels the Food Stamp recipient will be in the region of the shelter
cap, with amargind price of 1.43. As benefits increase, the excess shdlter deduction declines, and the
recipient enters region 2, where there is a phase-out of the shelter deduction, and the Food Stamp tax is
1.82. At very high benfit levels, the excess shdter deduction is eiminated, and the price revertsto
1.43. The problem is complicated still further by the fact that the rents actudly paid by FS recipients
may themsalves be afunction of the levels of public assstance received.

Asafirg cut at estimating the price effect, | use both OLS and an instrumenta variables
goproach. Asan ingrument for the Food Stamp price, | use the average rent leve for low-income
housing in a gate, as measured by HUD fair market rent for the largest SMSA (or SM SA:s) in adtate.
Because the Food Stamp price is a non-linear function of the excess shelter deduction, | use rent and
rent squared as instruments. The mean vaue of the rent variable was $611, consderably higher than the
average monthly shelter expense of Food Stamp households.

A potentia problem with rent as an instrument for the FS price is the possibility of some
resdud corrdation with the error term in the AFDC benefit equation. In aregresson of AFDC benefits
on rent levels, the coefficient is positive and highly sgnificant. This result suggests that benefit levels are
at least in part based on the cost of living in a gtate, and that states consider shelter coststo be an
important component of the cost of living.> However, | have not been able to devise an dternative
ingrument that is completdy uncorrelated with the error term in the benefit equation.  Therefore, |
proceed with rent as the instrument, while tregting the results with caution.

Data

Data are for the 48 continenta states and the District of Columbiafor the years 1983 to 1995.
The data are described in Table 1. All variables arein 1995 prices, using the CPI-U as the deflator. In
1996, 65 percent of FS households had an excess shelter cost deduction, with a range from 47 percent
in Kentucky to 82 percent in New York. 15.7% of households were at the shelter cap. State-by-state
data on the excess shdlter cost deduction come from the annua Food Stamp Quality Control sample.®
These percentages imply that the mean vaue of the Food Stamp priceis 1.6. Thus, it coststhe typica
dtate one dollar and sixty cents to raise cash benefits by asingle dollar. Unfortunately, from an
econometric point of view, the sandard deviation of the price variable is quite smdl, equaing less than
two percent of the mean. Thus, even as one takes account of the shelter deduction, thereisrelatively
little price variation in the Food Stamp Tax.

Data on the excess shelter deduction are for al FS households. If different categories of FS
households had very different likeihoods of getting the excess shdlter deduction, then there would be a
misspecification in using the FS shelter deduction as a price term in the AFDC equation. Nationdly, the
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percent with an excess shdlter deduction among AFDC households was 69.6 percent, while 65 percent
of dl FS households had an excess shelter deduction. The percentage at the shelter cap was 24.2%
overdl, versus 32.4% among AFDC households.  Since those at the shelter cap face the same price as
those with no shelter deduction, the overdl price misspecification isinsubgtantid.

V. Results

The satistica estimations are reported in Tables 2-6. Tables 2 and 3 examine the effects of
Food Stamps on AFDC spending. In Table 2, the Food Stamp disregard is defined as the standard
deduction plus the shelter cap, while in Table 3 the disregard is defined as the standard deduction plus
the average shdter deduction for each state. The dependent variables are the maximum monthly AFDC
benefit for afamily of four, monthly AFDC spending per recipient, and annua AFDC spending per
capita. Overdl, the results suggest that Food Stamps have had a substantia displacement effect on
AFDC. The net displacement effect results from AFDC reductions in response to both the lump-sum
component of the Food Stamp offer and the price effect of the Food Stamp tax on cash benefits.

The negative and sgnificant coefficient on Fsmax suggests that an increase in the Food Stamp
maximum benefit leads states to decrease their cash benefits. The offset to maximum benefits ranges
from $1.50 to $2.72 per dollar of Food Stamp increase. Figure 1 above suggests that the estimated
offset isnot Imply the result of a spurious correlation between two series, one of which isincreasing,
and the other decreasing over time.

The FSmax estimates imply that the increase in the Food Stamp benefit level from the sample
minimum of $383 per month in 1987 to the maximum of $423 in 1992, would have led to an offsetting
declinein AFDC benefits ranging from $60 to $108. When the FS disregard is defined as the sum of
the standard deduction and the shelter cap, asin Table 2, it has a negative effect on AFDC benefits.
This result, contrary to expectations, most likely reflects the fact that only about 10 percent of Food
Stamp households were actudly at the shelter cap. Because it gpplies to such asmall percentage of the
casdload, the relevance of the shelter cgp in the choice of benefit level isreduced. The sgnificant
negetive effect reflects the high corrdation between the maximum benefit and the disregard.

When we redefine the disregard as the standard deduction plus the average shelter deduction,
asin Table 3, the effect on AFDC benefits becomes pogitive. Thisresult is consstent with our modd of
the Food Stamp effect on the state budget constraint, under which an increase in the disregard pushes
out the staters budget condtraint. However, it is possible that the positive effect of the disregard on
benefit levelsis smply areflection of the fact that both AFDC benefits levels and the Food Stamp
excess shdlter deduction are afunction of average rentsin agtate. To test for this possibility, | reverse
the direction of causdity and regress the average shelter deduction (FSAV SD) on both rent levels
(AVMHUD) and the AFDC maximum benefit. Thisregresson yields

FSAVSD = 97.5 + .08 (AVMHUD) + .04(AFDCBEN) - .71(PCTPOV) (17)
(.01)’ (01)" (.20)°
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with an R equd to .42. From the formulain (2) for the excess shdter deduction, higher AFDC
payments should lower the shelter deduction. If the excess shelter deductiorrs effect on benefit levels
were primarily afunction of collinearity with rent levels, then including rentsin the regression would lead
to anegdtive or inggnificant effect of benefits on the shelter deduction. The fact that the effect is poditive
and sgnificant, even with rents included, increases our confidence thet the positive coefficient on the
Food Stamp disregard indicates that the disregard decreases the magnitude of the Food Stamp offset of
cash assistance.

To be adle to directly compare the magnitude of the lump-sum and disregard effects, Col. (4) of
Table 3 estimates average benefit per recipient in log form. Demographic control variables are included.

The results show an eladticity of benefits with respect to the Food Stamp maximum of -2.4, and a
positive disregard dadticity of .91. Subtracting the disregard effect from the lump-sum effect, these
results imply that a one percent increase in Food Stamp benefits, combined with a one percent increase
inthe FS disregard, would lead to an gpproximately one percent decrease in AFDC benefits.

Asshown in columns (1) - (3) of Table 2, when price is defined as state share times the Food
Stamp price (FSpricel), the effect on AFDC benfitsis pogtive. The effect is sgnificant when
demographic variables are excluded—Cals. (1) and (2)—but is not significant when demographic
controls areincluded. By contrast, when | use the price variable FSprice, which excludes the matching
share component, (cols. 4-8 of Table 2 and cols.1-5 of Table 3), the price effect is dways negative and
sgnificant.

Asshown in Chernick (1998), the AFDC price effect is biased towards zero because a staters
matching share under the AFDC program is correlated with state income.” Asit is difficult
econometrically to separate the price and the income effects, a positive income effect can offset a
negetive price effect. Inareview of anumber of studies of the effect of federa matching subsidieson
gate spending on AFDC, and in my own reestimates of previous models (Chernick, 1998, 1999) |
have found that the magnitude of the estimated matching rate effect diminishes over time. This reduction
could be due to an increase in the income effect, a decline in the pure matching rate effect, or an
increase in the correlation between income and the state matching share. The data rule out an increase
in the correlation as a cause of the degenerate price effect, and other studies suggest that, if anything, the
income eadticity of demand for cash benefits has declined over time (Ribar and Wilhelm, 1999).

The strong Food Stamp offset identified in the regressions suggests that the explanation for this
goparent decline in the effectiveness of federd matching in inducing higher spending on the needy may
be rooted in the state response to the Food Stamp offer. Because dl states face the same Food Stamp
maximum, if al sates respond Smilarly to an increase in Food Stamps, a given dollar reduction in Seate
benefits would imply a greater percentage decrease in benefits in states which began with lower benefits.

To test for the possihbility of differentia price and lump-sum responses across states, | estimated
including interaction terms between the Food Stamp lump sum and price effects and state income. The
results, not shown here, fail to rgect the hypothesis that the price and lump sum effects are equd across
states.

A second factor contributing to the decline in the estimated matching effect for AFDC isthet the
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Food Stamp price is positively correlated with the federal matching rate. This correlation raises the net
price of AFDC benefits proportiondly higher for states with low state shares, thus offsetting the
matching incentive. The reason for this positive corrdation is that many low-income dates, particularly
in the South, have rdlatively few FS households at the shelter cap.  Hence, a higher proportion of FS
households in these states face the highest margina price benefits—1.82.

The estimated price effect of the Food Stamp tax on AFDC benefits (Fsprice2) is negative and
ggnificant. The magnitude of the price effect is very high, with the dadticity of benefits with respect to
the price as high as 6.37 (Table 3, col 3). Such large estimates are obvioudy too high to be plausible.
However, it should be recdled thet there is rdatively little variance in the price term. Two standard
deviationsin the FS price term are equd to .054, as compared to amean price of 1.60. Multiplying this
vaue by the estimated price coefficient in column 2 of Table 3 implies arange in average benefits per
recipient of $38. At the mean vaue of benefits of $144, this means that the observed variation in the
price is associated with a 26 percent change in benefit levels.

Why are the estimated price effects 0 large? One explanation isthat price effects are
endogenous. If higher AFDC benefits affect the magnitude of the excess shelter deduction, then the net
effect (given the three price regions) could be that higher benefits lead to alower price, thus biasing
upward the estimated effects.

Columns 6-9 of table 3 present 1V estimates of the Food Stamp price effect. The identifying
insrument for price isthe average rent level. Contrary to expectations, the IV approach yields even
larger estimates of the price effect, with dagticities more than seven times as high asfor the
uninstrumented price.  The reason for these results is related to the independent effect of rent on benefit
levels. By usang predicted price, which is negatively rdated to rent levels, the IV estimateis loading
both the direct effect of rents on benefit levels and the indirect effect of the Food Stamp tax onto the
instrumented variable®

Despite these reservations, it is ill interesting to use the estimated price and disregard effects
to smulate the net effect of the excess shelter deduction on AFDC benefits, and indirectly on total Food
Stamp costs. The net effect of the shelter deduction can be gpproximated by

DAFDC = bgs (DDIS) -b e (DFSprice)

The average shelter deduction equalled $157 per month. The decrease in the Food Stamp price that
would result from eiminating the excess shelter deduction equals 1.60 - 1.43, or 0.17. Taking the
disregard and price effect estimates from Table 3, Cal. 3, and inserting them into equation (18), we get
DAFDChpe, = .7(157) - .17(653) = 110 - 111 = -$1. Thisresult saysthat the net effect of eiminating
the excess shdlter deduction would be to leave AFDC benefits per recipient approximately unchanged.
Thus, the net effect of the excess shelter deduction on Food Stamp benefitsis equa to the Static effect
obtained by multiplying the average shelter deduction by the Food Stamp tax rate. The excess shdlter
deduction increases Food Stamp benefits for AFDC households by approximately .3 x 157, or $47 per



-14-

month.

The price esimates done are sufficiently high that if we smulate price changes outside the
observed range, we get implausibly strong results. For example, consider areduction in the Food
Stamp tax on countable income from 30 percent to 25 percent. How would this change affect benefit
levels and Food Stamp outlays? Assuming that the percentage of Food Stamp households in each price
region remains unchanged, the average FS price would go down from 1.60 to 1.45.° The price
estimate of -418.0 from Table 3, Col 5 implies that this reduction would increase annua AFDC
expenditures per capita by (.15) x (418) = $63, a growth of 44 percent .

The change in Food Stamp outlays can be approximated by DFS = -B(p)dt -t(dB/dp)(dp/dt)dt,
where B equas annud Food Stamp outlays for AFDC recipients, divided by totd population. Thefirst
term is the Static cost increase from decreasing the Food Stamp tax rate, and equals .05B. 1n 1995, per
capita FS benefits going to AFDC recipients equaled approximately $32. Therefore, .05B equals
$1.60. The second term, representing the offsetting decline in Food Stamp outlays as AFDC benefits
increase in response to the price increase, equals -.25(63) or -$15.75. Hence, 1995 Food Stamp
outlays would have falen by $14.15 per capita, or about $3.7 billion. There is an extremely wide
confidence interva surrounding these estimates. the smulation exercise iswell beyond the observed
range of price variation. Thus, the very tentative implication is that the Food Stamp tax appears to exert
aggnificant effect in reducing cash benefits.

Tables4 and 5 present estimates of the effects of Food Stamps on Medicaid outlays. Food
Stamps could have a positive effect on Medicaid spending if state funds released by areduction in
AFDC funding stay within the welfare budget and are used for Medicaid. The specificationsin Table 4
and 5 test for both the cross-price effect between cash assistance and Medicaid, and for the lump-sum
effect of Food Stamps on Medicaid. Hence, the equations include the Food Stamp parameters—
Fsmax, Fsdis, and Fprice—as well as the Medicaid matching share. Since changesin AFDC which
are unrdated to the Food Stamp effect may also affect Medicaid outlays, | include AFDC maximum
benefits or AFDC expenditures as separate variables. Because AFDC is potentidly endogenous to
Medicaid spending, | instrument for the AFDC variables using a set of demographic variables. Because
the relationships between Food Stamps, Medicaid, and AFDC are likely to be different for Medicaid
expenditures on AFDC recipients, | divide Medicaid expenditures into AFDC related outlays, and non-
AFDC reated outlays.

Table 4 explains AFDC-related Medicaid expenditures, while Table 5 explains non-AFDC
outlays. Columns (1) and (2) are OL S estimations, while Columns (3)-(6) use insrumentd variables for
the Food Stamp price. Columns (4) and (5) include predicted AFDC spending or benefits, while
Column (6) directly reports the set of demographic controls used as instruments for AFDC spending.

The results from Table 4 provide some evidence to support the hypothesis that Food Stamp-
induced savingsin AFDC are channdled into spending on Medicaid. The Food Stamp maximum has a
positive effect on Medicaid spending, with adollar increase in Food Stamps associated with Medicaid
spending between $1.08 and $1.75. The cross-price effect is positive, and sometimes significant,
implying that a Food Stamp induced increase in the price of cash assstance leadsto anincreasein
Medicaid spending. However, the magnitude of the cross-price effect is sendtive to specification,
ranging for alow of 65.5 (indgnificant) to ahigh of 952.4. In generd, the cross-price eladticities are
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quite high. Moreover, contrary to our expectation under the displacement model, the Food Stamp
disregard has a positive effect on Medicaid spending.

As shown in Column (4) of Table 5, higher AFDC maximum benefits lead to lower Medicad
gpending. Since higher benefits increase the number of participants, this suggests that states with higher
AFDC benefits subgtitute cash for Medicaid benefits in the package of assstance to an AFDC family.
However, AFDC spending per capita—col (5) of Table 5—has a postive effect on Medicaid spending.

This latter result reflects a participation effect outweighing the benefit package effect. Higher rates of
AFDC participation are correlated with higher rates of Medicaid participation, leading to higher
Medicaid outlays per capita.

The state-matching share has a sgnificant negative effect on both types of Medicaid spending.
In the specification in column (6) of Tables4 and 5, which includes a sat of demographic contrals, the
price dadticity evauated at the mean ranges from -.59 to -.66. This estimate is within the range of
earlier estimates of the matching rate effect on Medicaid spending (Granneman and Pauly, 1983). This
result contrasts with the AFDC model, where state-matching share had a positive effect on price. The
difference in the effect of matching between the two programs is consistent with the argument that Food
Stamps displacement has led to an erasion of the price effect in AFDC, because Food Stamps are
more directly linked with cash benefits than they are with Medicaid spending.

The results from Table 5 suggest amuch weaker price effect of Food Stamps on non-AFDC
Medicaid spending. However, the effect of the Food Stamp disregard is much larger for this category
of Medicaid spending. This latter effect is probably picking up on the fact that a period of very sharp
annua increases in Medicaid spending on the elderly and the disabled from 1989 until 1995 coincided
with a steedy increase in the disregard, rather than any causd effect. In generd, the evidence does not
provide strong support for amoded in which Medicaid spending on non-AFDC recipients substitutes for
AFDC spending, with Food Stamps as the catdyzing variable.

Table 6 shows the effect of Food Stamps on state supplements for SSI. States are not matched
in their spending on the state supplement. Because thereis no cap on excess shelter deductions, the
lump-sum Food Stamp offer is greeter than in the case of AFDC. However, this dso means that the
margina price of state supplementsis higher, with a mean vaue of 1.69, as opposed to 1.60. Under
OLS egimation, (Table 6, Cal. 1) the Food Stamp price is negative but insgnificant in its effect on the
maximum state supplement. However, because 26 states had no state supplement, the dependent
variableis zero in hdf of the observations. Hence, we aso estimate a Tobit regresson. Asshownin
column (2), the price effect is now gatisticaly significant. In generd, the results suggest that Food
Stamps play somerole in explaining the decline in state SS supplements over time.

V.Conclusion.

This paper investigates the extent to which Food Stamps substitute or complement other
programs of public assstance. Dueto limited variation in the parameters of the Food Stamp program,
and the smultaneous nature of the Food Stamp-cash decision by dates, it has been very difficult to
obtain robust econometric estimates of the fiscal displacement effects of the Food Stamp program on
other welfare programs.
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| examine the effect of the excess shelter deduction for Food Stamps on the price of cash
assstance. The interaction between the 30 percent Food Stamp tax on cash assistance and the
phaseout of the excess shelter deduction creates a high price for cash assstance. On average, Sates
must pay $1.60 to raise cash benefits by one dollar. Under TANF, the full amount must come from the
dates. For SSl recipients, the net price is even higher, equa to 1.69. These prices are potentiadly
strong deterrents to states consdering whether to raise their benefit levels.

| usethis price variaion to estimate amode of fisca displacement in which the Food Stamp
offer has both a price and alump-sum effect on cash assistance programs—AFDC and SSl—and on
Medicaid. | find asignificant price effect of the Food Stamp tax on cash assstance. However, the
magnitude of the estimated price effect isimplaugbly large. The very high estimates suggest thet
problems of limited variation in the price variable, and endogeneity with the cash benefit decision, are
subgantial.

In the determination of benefit levelsin the AFDC program | find that the price effect is
approximately offset by the lump-sum disregard effect. Netting out the negative coefficient on the FS
maximum benefit and the pogtive coefficient on the FS disregard, a smultaneous increase by one
percent in both parameters would reduce AFDC benefits per recipient by dightly more than one
percent. However, when we look at AFDC expenditures per capita, the estimations indicate an
increase of .57 percent. Hence, while the Food Stamps offset to AFDC benefit levelsis substantial,
overdl AFDC spending does not appear to be as adversdly affected. This suggests that Food Stamps
may have an indirect but positive effect on AFDC participation rates.

Taken at face value, the estimated price effects are large enough to imply that a decreasein the
Food Stamp implicit tax on AFDC benefits would have led to an increase in benefits. Given the
econometric problemsin estimating the price effect, we have little confidence in this result a this stage of
theresearch. A possible dternative instrument, to be employed in the next stage, could be formed from
predicted AFDC benefits estimated in ayear prior to the Food Stamp program. If the strong price
effects hold up, we would have more confidence in our conclusion that the adjustment in Food Stamp
benefits for regiond variation in shelter costs comes a a sgnificant cost in terms of a higher implicit price
for cash assstance.

The Food Stamp results also suggest an explanation for the gpparent declinein the AFDC
matching rate effect. A greater percentage offset of AFDC benefitsin high federd matching Sates, as
well as ahigher implicit Food Stamp tax, may have led Sates to cut (or not increase) their AFDC
benefits even more than lower matching rate states. In support of this hypothesis, | find that in the
Medicaid program, which is not subject to the same direct Food Stamp offset, the matching rate effect
remains subgtantid, with an estimated price dadticity of about -.6.

Food Stamps have a positive effect on Medicaid spending for AFDC recipients, with significant
and positive cross price eladticity. Hence, at least some of the state resources displaced by Federd
Food Stamps appear to remain within the welfare budget. In future research, | will quantify the
Medicaid effect more precisdly.
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Table2
Food Stamps and AFDC Benefit Levels
(Standard errorsin parentheses)

Dep. (1) (2 () (4) (5) (6) (7)
Variabl MaxBen AvgBen AvgBen MaxBen AvgBen AvgBen Ben per
e capita
FS -1.50 -0.47 -0.84 -2.36 -0.69 -0.97 -.50
max (0.56) (0.15) (0.13) (0.53) (0.14) (0.12) (0.13)
FSdisl -2.94 -0.43 -1.10 -2.14 -0.59 -0.87 -.19
(0.49) (0.13) (0.12) (0.43) (0.12) (0.12) (0.12)
FS 352.0 85.3 15.1
pricel (86.7) (22.4) (21.2)
FS -2317.6 -626.6 -397.7 -254.7
price (235.1) (60.3) (53.4) (59.2)
Income 0.02 0.005 0.004 .027 0.008 0.005 .004

(0.02) | (0.0009) | (0.001) | (0.002) | (0.0004) | (0.001) | (.0007)

Inter- 1574.2 457.0 418.6 5374.5 1472.0 1039.2 297.0
ocept (253.7) (65.7) (57.4) (402.4) | (103.2) (95.0)°

Demo - No No Yes No No Yes Yes
gra-

phic

con-

trols?

Adj R? .36 .39 .63 0.43 A7 .66 .66

Sampleis 637 observations, forty eight continenta states and the Digtrict of Columbia, from 1983-
1995. Definition of Variables: MaxBen: Maximum monthly AFDC benefits, family of four; AvgBen:
average monthly AFDC benefits per recipient; Famax: maximum monthly Food Stamp benfits, family
of four. FSdis1: Food Stamp disregard: standard deduction plus shelter deduction cap. FSpricel™:
(state share)x[1.43(shrregl+shrregl) + 1.82(shrreg?)]. FSprice 1.43(shrregl+shrregd) +
1.82(shrreg2); Income: State personal income per capita.

Notes. * indicates Sgnificance a the 1% leve of confidence. 1. shrregl: proportion of FS households
with no excess shdlter deduction;. shrreg2: proportion of FS households with excess shelter deduction
less than the cap; shrreg3: proportion of FS households with excess shelter deduction at the cap. 2.
Demographic Controls include: state unemployment rate, percent over 65, percent white, percent living
in large cities (over 100,000 of population), percent with college degree, percent with high school
degree, percent in poverty, percent female headed households, percent of the work forcein
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manufacturing.
Table 3
Food Stamps and AFDC Benefit Levels
(Standard errorsin parentheses)
Dep. Vaiadle @ 2 3 (4) (5) (6) (7 (8) 9)
Max Avg Avg Log BExp Max Avg Exp per Ben
Avg per Ben Ben cap- per
Ben Ben Ben Ben cap-ita ita cap.
FSmax -2.72 -0.81 -.88 -240° | -0.25 -1.59 -0.47 0.20 -0.05
(0.47) | (0.12) | (11) | (0.34) | (.12) (.52) (.13) (.13) (0.12)
FSdis 2.91 0.70 .70 0.91° 0.58 1.95 0.43 0.36 0.40
(0.25)* | (0.07) | (.05 | (0.10) | (.06) (.23) (.06) (.06) (.06)
Fsprice -2544 | -698.8 | -653 | -6.37° | -418.0
(202* | (52.7) | (51) | (0.59) | (53.8)
Predicted -10106 - -1948.0 | -1633
. (1079) | 3025.7 | (273.4) | (267)
Fsprice (278.6)
Income .015 .005 .002 0.35° | 0.002 .003 | 0.0009 .002 | -.0002
(0.002) | (.0004) (.001)" | (0.11) | (.85) | (.002) | (.0006) | (.0006) | (.001)
Intercept 4530 | 12839 | 11715 | 125 389.2 | 16,855 | 5068 2990 2328
(386.6) | (100.7) | (51) | (2.22) | (97.4) | (1079) | (451) | (442.8) | (428)

Demographic No No Yes Yes Yes No No No Yes

controls?

Adj R 52 53 .67 .70 .55 45 48 .38 54
Sample has 637 observations from forty eight continental states and the Didtrict of Columbia, 1983-
1995.

Definition of Varidbles.

FSprice-1V: predicted FSprice2, with HUD fair market rent and rent squared as ingrments.

Notes.

* indicates significance at the 1% level of confidence.

1. shrregl: proportion of FS households with no excess shelter deduction.

shrreg2: proportion of FS households with excess shelter deduction less than the cap.
shrreg3: proportion of FS households with excess shelter deduction at the cap.
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2. Demographic Controlsinclude: state unemployment rate, percent over 65, percent white, percent
living in large cities (over 100,000 of population), percent with college degree, percent with high school
degree, percent in poverty, percent female headed households, percent of the work forcein
manufacturing. 3. Variable defined aslog(Variable).
Table4
Food Stamps and Medicaid Expenditures for AFDC recipients

Dependent Variable: AFDC related Medicaid Expenditures
per capita
(1) (2 ©) (4) ) (6)
FSmax 1.75 1.40 1.36 1.08 1.37 1.14
(13)* (.13)* (13)* (13)* (12)* (0.12)*
FSdis -0.02 0.11 0.15 0.24 0.12 0.19
(.06) (.06) (.06)* (.08)* (05)* | (.05
FSprice 193.6 65.5
(57.5)* (54.0)
Predicted 522 .4 242.0 952.4 822.7
*
State -307.4 -303.1 -224.1 -316.1 | -129.7
Share (28.3) (28.2)* (28.9) (26.7)* | (30.6)*
Predicted -0.11
AFDC (.01)*
Maximum
Benefits
Predicted 0.56
AFDC (.06)*
Spending
Per Capita
Income .003* .009 .009 0.01 0.007 0.007
(.0004) | (.00L* | (.001)* | (OOL* | (.001)* | (.0OL)*
| nter cept -1003 | -685.8 -1426 -873 -2097.9 | -2107
(105)* (100)* (435)* (422.3)* (418)* (401)*
Demo- No No No No No Yes
graphic
controls
Adj R? 31 42 42 A7 49 .65




Notes:

Predicted AFDC Maximum Benefits, Predicted AFDC expenditures per capita; Instruments are state
unemployment rate, percent over 65, percent white, percent living in large cities (over 100,000 of
population), percent with college degree, percent with high school degree, percent in poverty, percent
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female headed households, percent of the work force in manufacturing.

Table5
Food Stamps and Other Medicaid Expenditures

Dep. Dependent Variable: Non-AFDC related Medicaid
Variable Expenditures per capita
(1) (2 ©) (4 ) ©)
FSmax 3.11 1.99 1.95 1.79 1.98 1.89
(.39)* (.36)* (.37)* (.38)* (.35)* (.36)*
FSdis .89 1.32 1.24 1.29 1.16 1.03
(.18)* (.16)* (.16)* (.17)* (.16)* (.15)*
FSprice -114.3 -514.3
(166) (153)*
Predicted 673.9 514.2 1921.6 -54.9
FSprice (767) (774.0) (736)* (734)
State Share -975 -903.6 -858.5 -941 -340.2
(80.4)* (81)* (87.0)* (76)* (89.9)*
Predicted -0.06
AFDC (.04)
Maximum
Benefits
Predicted 16
AFDC (.18)*
Spending
Per Capita
Income .014 .03 0.03 .03 0.02 0.02
(.001)* (.002)* (.002)* (.002)* (.002)* (.003)*
I ntercept -1358 -362.5 -2264 -1949 -4212 -1894

(302 | (284) | (1248) | (1266) | (1197)* | (11gp)

Adj R

34 46 45 46 Sl .62
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Table 6

Dep. Vble

@ 2 3 (4)
Max State | Max State | Avg State | Avg State
SSI Supp SSI Supp SSI Supp SSI Supp
(OLS) (Tobit per capita | per capita
edimate;
p vaue of
ChiSquare
in paren.)
FSmax -1.28 -1.46 -0.08 -0.06
(0.44)* (.09) (.042)** (.028)*
FSdis 0.84 3.39 0.12 0.145
(0.38)* (.0001) (.04)* (.024)*
FSprice2" -252.3 -996.5 -25.7 -55.6
(280.5) (.06) (26.8) (17.9)*
Income 0.01 .019 0.001 0.001
(0.001)* (.0001) (.0002)* (.00009)*
Ssl 2381.5 207.1 378.7 270.3
Recipient (573.8)* (.86) (54.9) (36.6)*
ratio
California -37.3
and (28.5)*
Wisconsin®
I nter cept 488.5 969.5 18.6 60.5
(449.5) (.26) (28.8)*
Demo-
graphic

Controls
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| AdR | 16 | | 23 | 66

Variables

Max State SSI suppl: monthly maximum state SS supplement

Avg. State supplement per capita: average monthly state SSI supplement, per capita

Notes.

1. FSprice2 defined as 1.43(Shrregl) + 1.82(Shrreg2 + Shrreg3). The excess shelter deduction cap
does not apply for most SSl recipients.

2. The state of Cdifornia, and the state of Wisconsin until 1995, converted Food Stamp benefits to
cash, and included them in the state supplementary benefits.

Notes

1. Statesarerequired to pay 50 percent of the adminisirative costs of Food Stamps, so the cost to the
daesisactudly dightly greater than zero.

2. The U.S. Department of Housing and Urban Development=s fair market rent measure ranges from a
maximum of $950 per month to a minimum of $401.

3. States are required to pay 50 percent of the administrative costs of Food Stamps, so the cost to the
daesisactudly dightly greater than zero.

4. Inthistreatment, | ignore other Food Stamp deductions, because they are quantitatively unimportant.

5. States st their maximum AFDC benfits as a percentage (typicaly well below one) of their need

standard, where the latter reflects a Staters assessment of the cost of avery modest standard of living.
In my sample the correlation between the need standard and the average AFDC benefit per recipient
was .34.

6. | am indebted to Carole Trippe of Mathematica Policy Research for a specid computer run from the
Food Stamp quality control sample to extract the shelter deduction percentages by State.

7. Inaregresson of the log of state share on the log of state income and a constant, the estimated
dagticity is 1.2, with an R of .70.

8. Inaseparate regresson, | find that the eladticity of benefits with repect to rent levelsis not
sgnificantly different from one.

9. The new Food Stamp price would be computed as 1.33* (SHReg 1 + reg3) + 1.6* (SHR ¢y 2).



