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1. Introduction

In recent years, there have been enormous changes in many of the tax and transfer programs
that affect sngle mothers. These changes have dramatically increased the incentive to work. Between
1984 and 1996, redl dollars received through the Earned Income Tax Credit (EITC), which go
primarily to working families with children, increased more than ten-fold. Likewise, between 1984 and
1995 the number of children receiving Medicaid increased 77 percent, while the number of covered
adults with dependent children increased 36 percent. These Medicaid expansions primarily affected
non-wefare families with incomes near the poverty line, making work more attractive for low-income
sngle mothers. Since 1993, nearly every state has experimented with changes in its welfare programs,
often under waivers of the existing program rules. Many of these changes have imposed work
requirements, time limits, or other measures that encourage single mothersto work. Findly, there have
been recent increasesin child care funding and job training for Sngle mothers. These program changes
combined to greetly increase the incentive for sngle mothersto enter the workforce,

At the same time, there was a substantia increase in the employment of sngle mothers. The
annua employment of al single mothersincreased by about nine percentage points between 1984 and
1996, while that for angle mothers with children under six increased thirteen and one-haf percentage
points. Nearly al of thisincrease occurred after 1991. We should emphasize that al of these changes
took place before the “dimination of welfare aswe know it” under the Persona Responsibility and
Work Opportunity Reconciliation Act of 1996 (PRWORA).

This paper hastwo objectives. Thefird isto describe in detail the mgor tax and wefare policy
changes affecting the employment of single mothers during the 1984 to 1996 period leading up to
PRWORA. Many papers have described one element of the these changes, but no past work has
described in detail the larger pattern of policy change. We describe the federd EITC, sate EITCs, and
other federd and state tax changes. We describe the effects of changesin many aspects of AFDC,
Food Stamps, and Medicaid including: changesin AFDC benefits levels, earnings disregards and
benefit reduction rates; the expansons of Medicaid coverage to low-income non-AFDC children; and
the recent flurry of welfare waivers. We dso discuss the effects of changesin child care and training

programs during this period. Because PRWORA changed many features of welfarein waysthat are
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difficult to characterize, we end our andysisin 1996.

The second objective of the paper is to examine whether the changes in employment rates over
time for different demographic groups and states are consstent with a causd effect of these policies on
employment. These comparisons provide atrangparent way of examining the plausibility of the
structurd findings of Meyer and Rosenbaum (1999a).) Meyer and Rosenbaum found that the main
explanation for the increase in sngle mothers: employment in recent years was the EITC expansons.
Smadller roles were found for welfare benefit cuts, welfare waivers, and changesin child care and
training. While astructura gpproach has advantages (that will not be eucidated here), transparency is
not one of them. With many influences interacting to produce the variables, combined with some
functiona form assumptions, it is hard to see what leads to the structurd coefficient estimates. This
paper provides Smple comparisons that examine whether it is plaugble that the EITC wasthe main
source of the employment changes, and examines the plausibility of dternative hypotheses.

2. Policy Changesthat Affected Labor Supply

We describe the mgjor policy changes between 1984 and 1996 that affected the labor supply
of single mothers? For each policy or program, we first provide some brief background information
and outline the mgor changes between 1984 and 1996 (see Figure 1 for atime line depicting these
changes). Next, we describe how and when the policies affected different groups. Finaly, we andyze
the theoretical effects of these changes on the choice of whether or not to work.

The summary measures that we use to describe the policy changes capture their overal effects
on the budget sets of snglewomen. We calculate the taxes and welfare benefits of sngle women at
thirty different earnings levels and then average these values to get an overal effect for each policy that

! Related work by Bishop (1998) and Ellwood (1999) examines the effects of the EITC on employment and other outcomes.
Eissaand Liebman (1996) examine the EITC changes that were part of the Tax Reform Act of 1986.

2We do not try to examine every government program that affects single women and their families. Other relevant programs
we omit include public and subsidized housing, child support enforcement, food and nutrition programs other than Food Stamps,
and Supplemental Security Income.



we examine

2.1 TheEITC and Federal and State Income Taxes

In recent years, the most important change for sngle mothersin the financia incentive to work
has probably come from the Earned Income Tax Credit.* EITC credits increased fifteen-fold from
$1.6 billion in 1984 to a projected $25.1 billion in 1996. Single mothers received about two thirds of
these EITC dollars (1996 Green Book, pp. 808-9).° In 1996 a single woman with two children who
earned less than $8,890 (the phase-in range) received a 40 percent credit on dollars earned, up to a
maximum of $3,556. Because the credit is refundable and a mother of two with those earnings was not
subject to any federd income tax (due to the standard deduction and persona exemptions), she would
have received a check from the IRS for the credit amount. With additional earnings up to $11,610 the
credit amount did not change. Additional earnings beyond $11,610 and up to $28,495 (the phase-out
range) resulted in areduction in the credit by 21.06 percent of the additiona earnings, until the credit
was reduced to zero at earnings of $28,495. This credit schedule meant that a woman with two
children earning between $5,000 and just under $19,000 received at least a $2,000 credit.

The current EITC isthe result of severd legidative changes (summarized in Figure 1) which
greatly epanded the EITC after 1984. Between its beginning in 1975 and the passage of the Tax
Reform Act of 1986 (TRA86) the EITC was smal and the credit amounts did not keep up with
inflation. Beginning with the TRAS86, the EITC was expanded in anumber of dimensons.

Fird, credit rates, phase-in ranges and phase-out ranges were increased considerably. For
example, for amother of one child in 1984, the credit rate was 10 percent for earnings up to the end of

the phase-in range a $5,000, implying a maximum credit of $500. In 1987 the credit rate rose to 14

3 The assumptions and data used in these calculations are described in Meyer and Rosenbaum
(19993). SeeTable 1 for the average values of the policy variables a various earnings levels. Note that for single mothers we
compute policy variables for each year using the sample of single mothers from the entire 1984-1996 sample. This approach
accounts for changesin palicies, but holds constant over time each state’s distribution of family sizesand child ages.

4 See Liebman (1998) for ahistory of the EITC and a survey of many of the key economic issues.

®Most of the remaining dollars are received by married taxpayers.
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percent on earnings up to $5,080, implying a maximum credit of $851. In 1988 the beginning and end
of the phase-out range were increased by about $3,000. The credit parameters were then unchanged
inred termsfor severd years, but beginning in 1991 the credit rates rose in smal steps, up to 18.5
percent in 1993. In 1994 and 1995 there were large increases in the credit rates, to 26.3 and 34.0
percent respectively, though the phase-in range was reduced. The resulting maximum credit for a
mother of one child was $2,094 in 1995.

Second, in 1991 the credit was expanded to provide alarger credit for families with two or
more children, and families with very young children. The increment to the maximum credit for a second
child was smdl through 1993, never exceeding $77. But, beginning in 1994 the difference began to rise
sharply; it rose to $490 in 1994, $1,016 in 1995, $1,404 in 1996. From 1991 through 1993, there
were also small refundable credits for child hedth insurance premiums and for children under one®

Third, prior to 1991 children generdly had to be claimed as dependents in order to be
qualifying children, which required that the taxpayer provide more than haf of their support. This
requirement meant that low income mothers who received more in AFDC than in earnings would not
qudify for the EITC. Since 1991, to quaify the taxpayer must have a child under nineteen or afull-time
student under twenty-four who lived with the taxpayer for more than haf of the year, regardless of who
supported them.”

Fourth, the relaionship of the EITC with other programs has changed over time. Prior to
October 1984, the EITC was counted as earned income in AFDC and Food Stamp calculations at the
timeit was earned. Between October 1984 and October 1989, it was counted &t the time it was
received, thereby typicaly affecting AFDC and Food Stamp benefits only when the tax return check
was received. Since October 1989, the EITC has not counted as income in AFDC calculations
(except for the grossincome test).  Effective January 1991, the EITC was not counted at al in most

©1n 1993 (the last year of these credits), total credit received for child health insurance premiums were 0.46 hillion dollars and
for children under one were 0.76 hillion dollars, while the value of the basic credit was 14.3 billion dollars (U.S. Department of
the Treasury, SOI, 1994).

" Beginning in 1994, childless taxpayers could receive asmall credit.
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means-tested programs including AFDC, Food Stamps, and Medicaid.2 By not counting the EITC in
these means-tested programs, these reforms have increased its vaue for very low income women.

We should note that there were other changes in federd income taxes during this period that
affected single women. In particular, in 1987 the persona exemption was increased by $820 and in
1988 the standard deduction for household heads rose by $1,860. These changes, in conjunction with
the many changesin EITC credit rates, phase-in and phase-out ranges, make it hard to picture the
changesin taxes a various earnings levels. To ad this evauation, we plot in Figure 2 the difference in
take home pay (earnings minus federd income taxes plusthe EITC) between awoman with two
children and awoman with no children for various pre-tax earnings levelsin 1984, 1988, 1992, and
1996.° We focus on the difference between awoman with two children and a childless woman
because comparisons between single women with and without children are used in our andysis of
employment trends below.*°

Figure 2 illustrates severa important aspects of the EITC expansions. Firdt, between 1984 and
1988, single mothers of two with earnings between $10,000 and $20,000 experienced increasesin
take home pay (relaive to single women without children) that ranged from $500 to $1,500.1* Thus,
the reward to working increased substantialy for single mothers rdative to single childliess women.
Mogt of thisincrease was due to large increases in both the maximum credit and the earnings level
before the credit phase-out began. Between 1988 and 1990, tax and EITC parameters were adjusted
only for inflation, S0 the take home pay difference remained the same. Between 1990 and 1992, the
moderate increase in the credit rate is evident.

The mogt striking festure of Figure 2 is the effect of the 1994-1996 expansions, which dwarfed

8 Beginning in 1997, some states chose to count the EITC in benefit calculations for their welfare programs.

° Note that Figure 2 only illustrates differences in take home pay due to federal income taxes and the EITC. Other programs
and work expenses, especialy child care expenses, would need to be taken into account to fully characterize differencesin take
home pay between single women with and without children.

10 Changes over timein this difference were dmost entirely due to changesin taxes paid (or credits received) by single
mothers as can be seen in Panel 1 of Table 1. The taxes paid by single women without children hardly changed between 1984
and 1996, especialy for earnings levels between $10,000 and $20,000.

1 Unless noted, al dollar anounts are in 1996 dollars, indexed by the PCE deflator.
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their predecessors, particularly for women with two or more children.*? For example, the take home
pay difference for women with $7,500 of earnings increased only about $600 between 1984 and 1993,
but increased over $1,500 between 1993 and 1996. Unlike the earlier expansions, those since 1993
dramatically increased the take home pay difference for very low income women (earnings under
$10,000) due to large increases in the credit rate and maximum credit. Thus, these EITC expansons
sharply increassed over ashort period of time the reward for working, particularly for women with two
or more children.

Aswell asfederd income tax changes, there were changes in state income taxes, including sate
EITCs. By 1994, saven states had their own EITCs. The largest five of these states with credits
introduced them during the period we examine. All of the state EITCs were set as afraction of the
federal EITC and thusincreased when it did.*®* Four states had refundable tax credits (Minnesota,
New Y ork, Wisconsin, and Vermont), while three other states had non-refundable credits (lowa,
Maryland, and Rhode Idand). The size of these credits range from lowa s nonrefundable credit set at
6.5 percent of the federal EITC (a maximum of $231 in 1996) to Wisconsin's refundable credit, which
in 1996 was set at 43 percent of the federal EITC for families with three or more children (a maximum
of $1,529). There were other state income tax changes during our sample period that reduced taxes
for sngle mothers. More than a dozen states increased their persona exemption, increased their child
credit, added a higher standard deduction or added a separate tax schedule for household heads.
Quantitatively, though, these changes were not nearly as important as the ingtitution and expansion of
state EITCs.

To summarize these changesin federd and states taxes, we caculate the average taxesasingle
mother would pay if she worked. We cdl this quantity Income Taxes if Work. We obtain this average
by integrating taxes over the earnings distribution for Sngle women averaged over the 1984-1996

12 Figure 2 does nat incorporate the small credit, ingtituted beginning in 1994, available to taxpayers without qualifying
children who were 25 and older. This credit isincorporated in the tax variable used in the empirical work below.

18 Wisconsin used adightly different rule, but only in 1994.



7

period.’* We use this earnings distribution to calculate severd other varidblesbdlow. Toillustrate the
changesin the Income Taxes if Work variable over time, in Figure 3 we plot its mean for sngle women
with zero, one, and two or more children by year from 1984-1996. Figure 3 and Appendix Table 1
indicate that the taxes of atypica single mother with one child fell about one thousand dollars over the
1984-1996 period. About forty percent of that fall occurred by 1990 and about sixty percent in the
last 9x years. For asingle mother with two or more children, the fal was dmost nineteen hundred
dallars, with over fifty-five percent of that fal occurring in the last three years. Over the same 1984-
1996 period, the taxes paid by a single woman with no children rose dightly. Overdl, the taxes paid by
asingle mother fell $1,607 between 1984 and 1996 relative to that of a single childlesswoman. Almost
al of the fal was due to federd tax changes. Only $38 was due to Sate taxes, with dl but $7 of this
dueto state EITCs. However, in the seven states with state EITCs the role of state taxes was much
greater. Inthesejurisdictions, state EITCs accounted for a$221 drop in the taxes of single mothers
relative to Sngle women without children.

The theoreticd effect of the EITC expansons on the annua participation decison of single
parents is unambiguoudy positive. Since the EITC expansons have increased the after-tax return to

work at dl earnings levels, work is unambiguoudy more attractive.

2.2 AFDC and Food Stamps
The two programs most commonly thought of as welfare are Aid to Families with Dependent
Children (AFDC) and Food Stamps.® We discuss Food Stamps dong with AFDC because nearly 90
percent of AFDC recipients also receive Food Stamps (U.S. House of Representatives, Green Book,
1996). Both of these programs are large relative to other means-tested programs, but neither has
grown much since 1984. Red spending on AFDC bendfits fdl dightly from $21.7 billion to $20.4
billion between 1984 and 1996, even though the number of recipients increased by fifteen percent from

14 We use separate distributions for women with and without children calculated from March CPS earnings from the years
1984-1996.

15 With the passage of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (PRWORA), AFDC
has been replaced by welfare block grants to states under the Temporary Assistance to Needy Families (TANF) program. See
Blank (1997) for an overview of the likely effects of this new legidation.
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10.9 million to 12.6 million. Food Stamp program expenditures increased by over 35 percent during
this same period from $20.0 billion to $27.3 hillion, though most of this increase was due to the number
of recipients risng from 20.9 million to 25.5 million. Even if some measures of overdl spending did not
change a greet ded, there have been changes in the benefits and implicit tax rates under these programs
over time, and in recent years there has been experimentation with many other features of these
programs. Before describing these recent changes, it is useful to summarize how the programs work.

The AFDC program provides cash payments to families with children who have been deprived
of support due to the absence or unemployment of aparent. The Food Stamp program provides low-
income households with coupons to purchase food. AFDC program parameters are set by the states,
while most Food Stamp parameters are the same in dll states. Nevertheless, because of the interaction
of the digihbility and benefit caculations of the two programs, there are inter-gate differencesin the
Food Stamps received for people in Smilar situations.

Eligibility and benefit cdculations under the two programs follow roughly smilar rules. A
monthly benefit or guarantee that varies with family szeis provided to recipients with no income. After
aninitid earnings exemption (earnings which result in no benefit reduction), benefits are reduced by
the amount of the additiond income times afraction, cdled theimplicit tax rate, until benefits are zero
and the family isno longer digible for the program. The full details of the caculations are quite
involved.

There are severd things that one should note about the calculations. Firg, there are
complicated interactions between the two programs, because the Food Stamp program counts AFDC
benefits asincome in its benefit calculations (but the AFDC program does not count Food Stamp
amounts as income in its bendfit calculations). Thisruleimpliesthet in states with sufficiently high
AFDC benefits there isan implicit Food Stamp tax rate gpplied to the first dollar of earnings, whilein
other gatesinitia earnings result in no benefit reduction. This rule dso impliesthat for some dates the
Food Stamp implicit tax rate will fal when earnings are sufficiently high that AFDC benefits have been
reduced to zero. Second, state AFDC programs differ in their earnings exemptions and implicit tax
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rates, though this point is not widely understood.’®  For example, since October 1989, in most states
the earnings exemption for AFDC has been $120 during the first four months of work, $120 again
during months five through eight, and $90 theredfter, but in Missssippi the earnings exemptions have
been $372, $288, and $258, respectively. Furthermore, in most sates the AFDC implicit tax rateis
0.67 during the first four months of work and 1.00 theresfter, but 0.40 and 0.60, respectively, in
Mississppi. Third, the implicit tax rates can be substantial. Once AFDC and Food Stamp disregards
are exhaugted, atypica implicit tax rateis 0.71.

To illugtrate these caculations, Figure 4 presents the 1995 benefit schedules for AFDC, Food
Stamps, and Medicaid for women with two children in Alabama, Missssppi, and Pennsylvania. These
dates have been chosen to highlight the difficulty with the common approach of measuring the
combined effect of AFDC and Food Stamps using only the combined maximum benefit.t” Mesasuring
the AFDC and Food Stamp programs using the combined maximum benefit ignores these interstate
differences in earnings exemptions and implicit tax rates, which are likdy to be important for working
AFDC recipients or those considering work. For example, in 1995 awoman with two children who
works part-time (80 hours per month) a alow wage ($5 per hour) receives $355 per month in
combined AFDC and Food Stamp benefitsin Mississippi, but only $295 in Food Stamps only in
Alabama, even though the maximum benefit is higher in Alabama ($468) than in Mississippi ($424).%8
Consequently, summarizing these benefit schedules using only the maximum combined benefit
completely ignores this large source of variaion in state AFDC benefit schedules. Figure 5 shows the

time pattern of the mean maximum wefare benefit and the mean bendfit if a sngle mother works

16 For most states (e.g. Alabama and Pennsylvania), the payment standard (the level of income after disregards at which
AFDC benefits are zero) is the same as the maximum benefit. Furthermore, the ratable reduction (the fraction paid to AFDC
recipients of the difference between the payment standard and income after disregards) is one, making the AFDC implicit tax rate
identical to the benefit reduction rate and the AFDC earnings exemption equal to the earnings disregard. However, in 1996 fifteen
states had ratable reductions different than one, maximum benefits different than their payment standards, or both. For example,
in Mississippi the ratable reduction equaled 0.60 and the maximum benefit was set at less than athird of its payment standard.

17 Some research has used the implicit tax rate in addition to the maximum benefit to parameterize AFDC and Food Stamps.
See Moffitt (1992a) and Danziger, Haveman, and Plotnick (1981) for excellent reviews of the AFDC literature.

18 \Women are assumed to be in their first four months of work, to have no unearned income, and to claim no child care
EXpenses.



10

(averaging over the earnings ditribution described earlier). Dueto cutsin AFDC, the mean maximum
combined AFDC and Food Stamp benefit fell about 7 percent over the sample period. Over the same
period mean benefits for aworking sngle mother remained roughly congtant asimplicit tax rates were
reduced.

Theory predicts that the AFDC and Food Stamp programs decrease |abor supply through both
the income effect of the guarantee and the subgtitution effect of the high implicit tax rates on earnings.

2.3 Medicaid

Medicaid isthe biggest and most costly program which aids single mothers and their children,
Medicaid expenditures for those not aged or disabled (those remaining are predominately sngle
mothers and their children) totaled $30.9 billion in 1994, and went to 24.8 million people (U.S. House
of Representatives, Green Book, 1996, pp. 897-902). Unlike the Food Stamp program and especidly
AFDC, Medicad digihility has expanded dramaticaly since 1984, resulting in amore than three-fold
increase in Medicaid expenditures (and a 60 percent increase in the caseload) on families with
dependent children between 1984 and 1994.

Prior to 1987, Medicad digibility for angle mothers and their children required receipt of
AFDC, except in the specid cases of families with very large medica expenses, those recaiving
Supplementa Security Income (SS1), and those leaving AFDC and receiving transitiona Medicaid.*®
In aseries of expansons, Medicaid coverage was extended to low income pregnant women and
children (again see Figure 1). Beginning in April 1987, Sates were permitted to extend Medicad
coverage to children under age two in families with incomes below 100 percent of the Federa poverty
line?® Subsequently, Medicaid coverage was extended to older children and those in higher income
families. In October of 1988, states were permitted to cover children under age onein families below
185 percent of the poverty line. Later legidation often replaced state options with state requirements.
Hence, since April 1990, states have been required to cover dl children under six living in familieswith
incomes below 133 percent of the poverty line and since July 1991 dl children under nineteen (and

1° Those with very large medical expenses could receive benefits under the Medically Needy program (Blank, 1989).

20 Medicaid expansions covering children under one typically cover pregnant women for services related to the pregnancy.
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born after September 1983) with family incomes below 100 percent of the poverty line. Thislast
provision expands the coverage of poor children each year to those one year older so that in the year
2000 even 17-year-olds will be covered if their family incomeis below the poverty line.

These rules describe what can be done with Medicaid dollars that are matched by the Federd
government. Some states expanded medica coverage for children and sometimes adults with their own
funds. Furthermore, the differences across states in the extent to which they took advantage of the
permitted coverage options generated large differences in who was covered in different yearsin
different sates. Moreover, state AFDC rulesinteracted with the Medicaid expansions to determine the
additiona families covered. For example, in Alabamain 1995 (see Figure 4) afamily consgting of a
woman with two children was digible for both AFDC and Medicaid provided that the woman's
earnings per month were below $366. Her children born after September 1983 were digible for
Medicad if the family’s monthly income was below 100 percent of the Federa poverty line (about
$1,050). Children under age six were covered if the family’s monthly income was below 133 percent
of the Federd poverty line (about $1,400). In adtate like Pennsylvania (see Figure 4), the effect of the
Medicaid expansions were less dramétic, since families with monthly earnings below $752 were aready
eligible for Medicaid dueto AFDC receipt. Thus, in states with higher AFDC payment standards, the
Medicad expansons affected asmaler fraction of children.

Medicaid also was extended under transitional Medicaid programs to familieswho left AFDC.
Beginning in October 1984, families who lost AFDC due to the loss of the four-month earnings
disregard were granted nine months of Medicaid coverage. Later, as part of the Family Support Act,
states were required to extend Medicaid coverage (and provide child care) for twelve months to
familieswho lost AFDC due to increased earnings. During the second sx months states have the
option to charge fees for child care or to charge premiums or limit available services for Medicad.

One can summarize the Medicaid expangons by caculating the number of total family members
that would be covered if awoman works. Figure 6 shows the steep increase in the number of family
members covered under Medicaid if asingle mother works. The theoreticd effect of Medicaid
expansions on the decision to work is unambiguoudy positive, Snce those newly covered are those with

earnings that would make them indligible for AFDC. For comparison, we aso graph in Figure 6 the
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expected number of family members that would be covered under employer provided hedlth insurance
if awoman works. For afull description of trends in employer provided hedlth insurance see Meyer
and Rosenbaum (1999b).

2.4 AFDC Program Waivers

Under Section 1115 of the Socia Security Act, the Secretary of Hedlth and Human Services
(HHS) is authorized to waive specified program requirements to alow states to experiment with
program changes that are judged to promote the objectives of AFDC. Thiswaiver authority had been
rarely used prior to the late 1980s, but its use accderated during the Bush administration and continued
under President Clinton. Between January 1993 and August 1996 HHS approved welfare waiversin
43 dtates.

While gtates experimented with changes in nearly every aspect of AFDC, many provisions
gpplied to small parts of states or would not be expected to have a substantia effect on the employment
of angle mothers. We focus on afew types of waiver provisons that were tried in many states. These
provisons strengthened work and training requirements (27 gates), set time limits for welfare receipt
(24 states), or extended trangitiond child care or Medicaid benefits for those who leave AFDC (16
gtates). Some common types of provisions, such as expanded income disregards, have been
incorporated in our summary of the AFDC program. Others, such as family caps (which limit the
benefits for additional children) or increased resource limits (which loosened the asset restrictions for
AFDC digihility), likely have smal or ambiguous effects on employment.

Unlike severa other recent studies, we focus on implementation dates of waiver provisons and
actua beginning dates of terminations. For illustrative purposes, we aso report whether a state had
made a mgjor sate-wide walver gpplication in case thisindicates atightening of administrative
requirementsin a state. In Figure 7 we report the fraction of Sngle women living in dates that have
gpplied for or implemented various types of waivers. One can see that very few women were in dates
that had implemented significant waivers through at least 1994. The fraction of women in states that
had made a mgjor waiver gpplication was much higher, 0.22 in 1992 and 0.85 in 1996.
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2.5 Training Programs

To focus on the effect of training programs on the probability of work by single mothers, we
describe the programs specificaly for AFDC agpplicants and recipients. Participation in these programs
was mandatory for AFDC adults, except for women with young children or those who were unable to
participate for other reasons such asillness or disability. During the 1980s, the AFDC training program
was the Work Incentives (WIN) program. WIN expenditures fell substantially over the early part of
our period from $259 million in 1984 to $93 millionin 1988. In 1988 the Family Support Act was
passed, which established a new employment, educeation, and training program called JOBS (Job
Opportunities and Basic Skills Training Program), which began in some statesin 1989 and othersin
1990. Expenditures quickly rose and were aready $804 millionin 1991.

Both programs shared the god of easng AFDC recipients trangtion to employment, but they
differed in two key features. First, JOBS exempted fewer women from work or training requirements.
WIN exempted mothers who were caring for children under six, while JOBS exempted mothers with
children under three or, at state option, alower age. Second, the services provided differed for the
programs. While both programs included as mgor components job search and gppraisals of registrants
to assess their training and support service needs, JOBS included awider range of services. Themain
service provided under JOBS that was not provided under WIN was high school and post-secondary
education, though JOBS aso seems to have had a greater emphasis on building job skills and readying
people for work. The relative emphasis on particular components of training differ greatly across Sates
and over time.

We congtruct two summary measures of the character and extent of the JOBS and WIN
programsin agate and year. Because educationa spending is likely to have a different effect than
other spending, we split expenditures into education and other, where the other category is mostly job
search and related activities. We scae sate expenditures by the size of the AFDC mandatory
population. In Figure 8 we display the time pattern of training dollars per mandatory AFDC recipient.
The education component of these expenditures rises from 1989 to 1995 and then fdls dightly. The
other component (mostly job search) falsto aminimum in 1988 and then rises through the end of the
sample period.



14

The effects of these training programs on labor supply likely depends on the mix of services
provided and the stringency of the participation requirements. Job search, job placements, improving
job skills and readiness should lower job search codts, thereby increasing the level of work for women
trainess. On the other hand, even if it has a beneficid long-term effect on wages and/or employment,
secondary or post-secondary education may delay entry into the workforce while women take classes,
leading to a short-term negative employment effect. In any case, there is much stronger evidence of
employment effects from job search assistance than from education, at least in the short-run.? I
mandatory training is viewed by some women as an additiond cost of AFDC participation, then more
extensive training and tighter requirements could aso encourage work rather than AFDC participation.
We should note that the oppositeisdso possible, i.e. if the training is thought to be vauable and is
provided free to AFDC participants, then welfare participation could rise (Moffitt, 1992b).

26 Child Care

The cost and quality of child careislikely to have an important effect on whether awoman
works. A large number of Federd and State programs affect the availability and cost of child care?
Severa Federd programs such as the Dependent Care Tax Credit and Title XX Socid Services Block
Grants have been existence for decades, though have declined in importance in recent years. Another
program, Head Start, has not declined in expenditures or enrollment, but is usudly part day and serves
3 and 4 year-olds dmogt exclusively.

The federd rolein child care for low income women expanded greetly following the Family
Support Act of 1988 and the Omnibus Budget Reconciliation Act of 1990. Four large programs
started during this period: AFDC Child Care, Trangtiond Child Care, At-Risk Child Care, and Child
Care and Development Block Grants. We focus on these programs because they are likely to be

21 See Gueron and Pauly (1991) and U.S. Department of Health and Human Services (1997) for comparisons of job training
programs that emphasize job search (sometimes called the labor force attachment approach) and those that emphasize education
(sometimes called the human capital development approach).

2 The Congressional Research Service identified 46 programs operating in 1994 that were related to child care (U.S. House of
Representatives, Green Book, 1996, p. 640). Most of the programs were small; 32 of the 46 provided less than $50 millionin
annua funding.
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particularly important for sngle mothers. AFDC Child Careis provided to AFDC recipients who are
employed or intraining. Trandtiona Child Careisfor former AFDC recipients who have just left the
program. One cannot receive Trangtiond Child Care after having been off AFDC for more than 12
months. At-Risk Child Careisfor low income families not on AFDC, who need child care to work
and are a risk of becoming digible for AFDC. The Child Care and Development Block Grants
program provided funds for child care services for low-income families, aswell asfor activitiesto
improve the overdl qudity and supply of child care for dl families. Totd expenditures on these four
new federd programs by state and year are scaed by the number of single women in a state with
children under 6. These numbers can be seen in Figure 8 which shows asteep risein child care

expenditures between 1989 and 1992, followed by adower risein later years.

2.7 Summarizing the Changesin Work Incentives

Appendix Table 1 provides summary measures of the changes over the 1984-1996 period in
the incentives for aingle mothersto work. Between 1984 and 1996 the annud taxes of working single
mothersfdl $1,631 rddive to Sngle women without children, while the welfare benefits (AFDC and
Food Stamps) or working single mothers rose $583 relative to non-working single mothers. In other
words, the increasing incentive to work due to tax changes was about three times aslarge as the
changes in wdfare benefits over this period. Together these changes in taxes and welfare benefits are
over 12 percent of the average annud earnings of working single mothers. The changesin average
child care benefits and job training were smaller at about $294 and $276, respectively. Medicaid
coverage for the families of single mothersincreased by about 0.31 family members over the 1984-
1996 period. Thisincrease primarily affected children and if vaued a the average cost of Medicad
coverage for a child during this period ($1,083), then it implies that changesin Medicaid digibility
increased single mothers' incentive to work by about $336 between 1984 and 1996. Overdl, the
policy changes between 1984 and 1996, especially the tax changes, dramatically increased the
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incentive for single mothers to work.

3. Data

The data used in this paper come from the Current Population Survey (CPS), anationdly
representative monthly survey of approximately 60,000 households. We use two types of the CPS
data, the March CPS Annua Demographic File and the merged Outgoing Rotation Group (ORG) data.
In the CPS, agiven household is interviewed for four consecutive months, not interviewed for eight
months, and then interviewed for four more consecutive months, after which it permanently leavesthe
sample. During each interview household members are asked whether they worked last week and their
hours worked, aswell as many other questions. In the March interviews, individuas are asked to
provide detailed retrospective information including hours, disaggregated earnings, and weeks worked
during the previous year. The data from these March interviewsis caled the Annua Demographic File
(March CPS). The ORG data come from dl twelve months of the year and only include those in their
fourth and eghth interviews. These data files dlow one to use the full year of data without including the
same person twice. Because the ORG includes one-fourth of the observations from each month, it has
close to three times as many observations as the March CPS.

The March CPS data are from the 1968-1997 interviews, and therefore provide information on
the years 1967-1996. The ORG data are from al twelve months during 1984-1996. We report two
different measures of employment: whether awoman worked last week, (the ORG data) and whether a
woman worked &t all last year (from the March CPS data). Each measure has its advantages.

Whether awoman worked last week is probably a better measure of labor supply to use as an input to
policy decisons sSince its average captures the fraction of women working in agiven week. This

variable will be especidly useful if those who movein or out of the work force on the margin work few

2 Wage changes over this period dightly favored the employment of single women without children relative to single
mothers. Hourly wages rose by one percent for single mothers, but increased by six percent for single women without children.
Note, however, that the changes in the composition of single mothers working due to their increased employment may have
dffected these comparisons.
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weeks during the year. On the other hand, the EITC unequivocaly increases the probability of working
at al in agiven tax year, but for some could decrease weeks worked. If our godl it to provide a sharp
test of theoretical predictions, whether awoman worked last year is a better outcome measure. We
report both measures with the expectation thet the effects of many of the recent policy changes on the

weekly employment measure will be smdler than those for the annua measure.

4. Changesin the Employment and Welfar e Receipt

Table 2 summarizes long term patterns in employment, welfare receipt, and single motherhood
among those 19-44 using the March CPS** We dso report the overdl U.S. unemployment rate in the
last column. The table indicates an increase in the employment rate of sngle mothers garting in the late
1980s that accelerated in recent years. Between 1984 and 1996 the employment rate of single mothers
rose eight and one-haf percentage points, with a Sx percentage point increase after 1990. While we
do not discuss hours worked here (see Meyer and Rosenbaum, 1999a), there were even larger
percentage increases in hours worked. Prior to the 1984-1996 period, there were some earlier
periods when the employment rate of single mothers was high, particularly 1969-70 and 1978-80.
Neither of these earlier periods of increase were nearly as pronounced as the recent increase®® The
employment of single mothers appears to be cyclica astheir employment tends to rise as the overdl
unemployment rate fals. However, these two variables do not track each other that closdly, asthe
unemployment troughs of 1973 and 1989 were not associated with substantia employment rate
increases for angle mothers. The recent rise in the employment of single mothers gppearsto havelittle
precedent in the past.

Table 2 dso shows that the recent increases in employment of single mothers were mirrored by

changes in welfare receipt of asmilar magnitude and the opposite ign. This pattern is not sufficient to

2 We only report March CPS results here since children were not identified in the ORG data prior to 1984. The ORG data
adso do not include welfare receipt.

% Since we have not thoroughly studied the changesin palicy during this period (such as the OBRA 1981 provisions which
discouraged work by welfare recipients),we cannot be much more definitive about these numbers.
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conclude whether changesin work incentives, or welfare per se, led to the behaviora changes. With
thisin mind, it is gtriking that 1996 is the first year that most women who received welfare aso worked

during the year.

5. Hasthe Employment of Other Groups Risen with that of Single M others?

To examine if these policy changes are the likely cause of recent changes in the employment of
single mothers, we compare the employment trends of single mothers to those of other groups. If the
increases in employment were not shared by other groups, it ismore likely that policies that affected

sngle mothers, but not others, were responsible.

5.1 Single Mothersvs. Single Women without Children

We begin by comparing the employment rates of single mothers and single women without
children.?® In the left pandl of Table 3, we report these employment rates during atypical week from
the ORG data, and in the right panel we report the rate for work at al during the year from the March
data. We report rates for those with and without children and the rate for childless women minus the
rate for women with children. We report this difference because many determinants of employment
that change over time, in particular wages, might be expected to affect the two groups smilarly.
However, other determinants of employment, in particular the tax and transfer programs described
ealier, pecificaly affect sngle mothers.

The employment rates reported in Table 3 show a griking time pattern. In the ORG sample,
weekly employment increased by dmost Six percentage points for angle mothers between 1984 and
1996, but declined by 0.75 percentage points for single women without children. In the March CPS,
annua employment rose by 8.70 percentage points for single mothers, but declined by over afull
percentage point for sngle women without children over the sametime period. Furthermore, nearly al

% This gpproach is the one taken by Eissaand Liebman (1996) who use the March
CPS data to compare single women with and without children over the 1984 to 1990 period.
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of the relative increase in employment for single mothers took place between 1991 and 1996. These
results suggest that the risng employment of single mothers was not a result of better work
opportunities for al women, snce sngle women without children had dight declines in employment.
Moreover, the timing of the increase in employment suggests that policy changes in the 1990s are likely
to have played arole.

The changes in employment over time for Single mothers compared to those without children
might be partly explained by differentid changes over time in characterigtics such as age and education
for angle women with and without children. Moreover, business cydes may differentidly affect sngle
women with and without children, thereby leading to employment shifts unrelated to policy changes.
However, the results are little changed when we account for awide range of demographic and business
cycle characteridics, including the unemployment rate as well asitsinteraction with whether or not a

woman has children.?’

5.2 Single Mothersvs. Married Mothers

Table 4 provides a second set of comparisons. single mothers versus married mothers. This
comparison is useful because there are policies, such as child care programs and family leave rules, that
might be expected to affect mothers, but not those without children. When examining their employment
trends, however, one needs to keegp in mind that, unlike the rate for Sngle women without children, the
employment rate of married women has been risng steadily for nearly a century. The left hand side of
Table 4 shows that work in atypica week rose 10.7 percentage points between 1984 and 1996,
almost one percentage point ayear. Over the longer 1967-1996 period of the March CPS data, work

2 For example, between 1984 and 1996 prohit average derivatives indicate that the weekly employment of single mothers
relative to single women without children rises 5.4 percentage points without controls and 5.9 percentage points with controls.
For annual employment, the corresponding numbers are 7.1 percentage points without controls and 7.3 percentage points with
controls. The controls include state, race, ethnicity, age, education, marital status, marital statusinteracted with a children
indicator, the number of children under six and eighteen, the state unemployment rate, the state unemployment rate interacted
with a children indicator, (for the March CPS only) controls for pregnancy, central city and unearned income, and (for the ORG
only) controls for month and month interacted with a children indicator. See Meyer and Rosenbaum (1999a) Section 5.3 for
detals.
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anytime during the year rose 27.5 percentage points, again dmost a percentage point per year. One
must somehow abdiract from this trend if oneis going to use married women as a comparison group for
angle mothers. Firg of dl, while the employment of sngle mothersincreased after 1984 and
acceerated after 1991, the trend increase in the employment rate of married women dowed
consderably over this period. This pattern indicates that the forces increasing the employment for
sngle mothers did not have asimilar effect on married mothers. Furthermore, in the 1990s the
employment of single mothers rose relative to married mothers. Recal from Section 2 that 1991 began
aseries of years of continuous expansion of the EITC. Between 1991 and 1996 the employment of
sngle mothers rose fagter than that of married mothers by 3.2 percentage pointsin atypica week and
6.6 percentage points during the year.® Thus, the recent rise in employment of single mothers does not
appear to be due to factors which affected al mothers.

5.3 SingleMothersvs. Black Men

In the top pand of Table 5, sngle mothers are compared to black men. We examine black
men because relatively disadvantaged groups may respond smilarly to macroeconomic conditions and
other changesin the low-wage labor market. There are only smal changes over timein the
employment rates for black men, particularly for work at any time in the year from the March CPS.
Therefore, again there are large increases in the rdlative employment rate of single mothers during the
1984-1996 period. Probit equations which control for individual characterigtics (we now interact all
the controls with being a black man as well as include the main effects) do little to ater the patternsin
the 1990s, though they do increase the rdative rise in Sngle mothers employment over the full 1984-
1996 period. The weekly employment rate of black men in the ORG datais low (only about ten
percentage points higher than that of sngle mothers), thus the congtancy of the black male employment

rate is not due to alack of room for it to rise. Overdl, changes in the economic conditions affecting

2 The EITC expansions may be partly responsible for the slower growth of married mothers' employment, but the likely
impact is small relative to the changes for single mothers. Eissa and Hoynes (1998) conclude that the EITC has reduced the
employment of high school dropout single mothers by 1.2 percentage points.
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disadvantage groups do not gppear to be an explanation for the recent increases in the employment of
sngle mothers.

5. 4 High School Dropout Single Mothers and Single Women without Children

In the bottom panel of Table 5, we compare high school dropout single mothersto high school
dropout women without children. High school dropout single mothers are likely to be
disproportionately affected by the EITC given their low wages and the recent expansions in the credit
for those with the lowest earnings that we saw in Figure 2. Furthermore, the wages and other
characterigtics of the sngle women included in this panel are more smilar than those in the sample of
sngle women with dl levels of education. When we compare work in atypica week over 1984-1996,
the employment rate of single mothers rises 9.8 percentage points rlative to that of single women
without children. For employment anytime during the year, the relative rise is 14.7 percentage points.
In both cases, most of the rise occursin the 1990s. When we control for individual characteristicsin a
probit equation as described above (we now drop the education controls) the relative increasesin
single mothers' employment rise by about one-third. However, over the period since 1991, the
contrals have little effect, bardy affecting the large rise in single mothers employment. Overdl, there
are particularly large increases in employment for high school dropout single mothers during the period
of EITC expansons.

6. Do the Patter ns of Employment Change Suggest that Policy L ed to the Changes?

Aswe emphasized in Section 2, the changesin tax and welfare policy in recent years should
have particularly affected certain groups. In this section, we examine some of these hypothesesin order
to determine which policies were likely responsible for the increasesin employment. In the top pand of
Table 6 we begin by looking a the employment changes for those with two or more children reletive to
those with only one child. Recdl from Section 2 that the EITC only differed trividly by the number of
children until 1994. By 1996, however, the maximum credit for families with two or more children had
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risen to $3,556, while that for one child families had remained congtant in real terms since 1994 and
was $2,152. The effect of these EITC changes on expected taxes for women who work can be seenin
Figure 3 and Appendix Table 1. Between 1993 and 1996, income taxes when working fell an average
of $1,049 for single mothers with two or more children, but by only $346 for those with one child.

We seein Table 6 that the employment of single mothers with two or more children was steady
or faling through 1993, both on an absolute level and relative to Sngle mothers with one child.

Between 1984 and 1993, the employment of single mothers with two or more children minus that for
those with one child fell 3.6 percentage points for work in atypica week. For work anytime during the
year, the difference in employment fell 6.3 percentage points. Beginning in 1994, this trend reversed
sharply with single mothers with two or more children increasing their rdative employment. Between
1993 and 1996, the relative employment in atypical week of those with two or more children rose 1.9
percentage points. For work anytime during the year, the increase was avery large 10.2 percentage
points. This pattern closdly fits what would be expected if the EITC had a substantial causd effect on
employment.

Two dternative explanations for this pattern of employment change by number of children are
not supported by the evidence. It is possible that a given dollar tax cut could have different quantitative
effects on one and two child families, complicating the use of family size as a source of identification.
However, the pattern of tax and employment changes are fortuitous in allowing us to distinguish the
effect of two vs. one child. The EITC expansions through 1993 cut taxes equaly for the two groups
and coincided with relative decreases in the employment of single mothers of two or more children,
suggesting asmaller per dollar effect on those with two or more children. After 1993, however, the
expangons were focused on mothers with two or more children, and it is only then did we since relative
increases in the employment of thisgroup. Note that changesin the incremental welfare benefits for
additional children are dso not a plausible dternative explanation. Over the full 1984 to 1996 period,
or the recent 1993 t01996 period, the difference in welfare benefits between those with one and two
children did not change in percentage terms, and the absolute differences in the changes were smdll.

To examine further whether tax policy was the cause of the employment increase, the bottom
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pand of Table 6 compares employment changesin low and high cost of living states®® A given dollar
tax credit amount should be vaued more and have a greater behaviora response in states with alow
cod of living than in states with a high cost of living. Our cadculations indicate thet taxes fdl $357 more
in red terms between 1984 and 1996 in the low cost of living states®* Employment rates increase
more in the low living cost states through most of the 1984-1996 period, as predicted. However, the
employment increase is not focused in the last few years of greatest expangion of the EITC, and is
probably larger than is plausible. Nevertheless, the increase does begin in 1988 or 1989 which is
roughly consstent (especidly with alagged response) with the longer period of increasesinthe EITC
from 1987 through 1996. We have dso examined the change in employment in high and low cost of
living states for sngle mothers relative to those for sngle women without children. In this case, the
changes in employment between the two sets of sates are less sharp, particularly for work in atypica
week, but they Hill go in the expected direction. Overdl, the cost of living differences are further
evidencein favor of atax effect on employment, though the differences reported in the bottom of Table
6 are probably too large to be purely due to the interaction of living costs and taxes.

In the top panel of Table 7, we continue to probe whether the evidence is consstent with a
subgtantia effect of tax changes on employment. Here we examine the change in employment among
sngle mothersin states that had a state EITC sometime during our sample period compared with those
dates that never had EITCs. There are seven states with their own EITCs, al of which had enacted
their credit by 1994. While this comparison does not use the timing of specific states EITCs, our
caculations of average sate taxes indicate that state EITCs do not sgnificantly reduce taxes until 1994.
In Table 7, there is weak evidence of asmall effect of the state EITCs on the employment of sngle
mothers. In the ORG data the relative employment of sSingle mothers rises 2.6 percentage pointsin
EITC dates after 1993. Inthe March datathereislittle change in EITC datesin later years. We dso
examined employment changes for single mothers minus single childless women in sates with their own

2 We divide states into high and low cost of living using the index described in detail in Meyer and Rosenbaum (1999a). This
index incorporates housing cost differences across states, using Census data to cal culate the price of a standardized apartment in
each state.

% This calculation incorporates the differences in the wage distributions between high and low cost of living states.
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EITC relative to non-EITC dtates. These estimates suggest and one to two percentage point increase
in Sngle mothers employment after 1993 in EITC sates. Overdl, thereis evidence in support of a
state EITC effect.

In the bottom panel of Table 7 we examine single mothers with children under Sx compared to
single women without children. For women with young children the increase in employment in the ORG
datais even larger than it wasfor al single mothers: 10.1 percentage points. In the March datathe
increase in employment islarger till: 13.4 percentage points.  As noted earlier, there are only small
changes in the employment of single childiesswomen. Since many of the policy changes might be
expected to particularly affect mothers of young children®, this result isinteresting but does not rule out
or confirm any particular policy. This contrast dso partly reflects the effect of having two or more
children, ance those with ayoung child are more likely to have more than one child under 18.

Table 8 provides employment change comparisons for states with different changesin wdfare
and Medicaid policies. Thetop pand compares states with large and small increases in the difference
in welfare benefits for awoman who works minus those for awoman who does not work. The pand
indicates that there was little difference between states with large and small increases in the incentive to
work under welfare programs. The employment rate difference between the states was fairly constant
over time, though there was adight dip in the difference in the middle of the 1984-1996 time period.
The point estimates indicate a relative increase in employment where the welfare incentives were
changed less, but the estimates are not Sgnificantly different from zero.

The bottom pand of Table 8 compares sates with large Medicaid expansions to those with
amdl expansonsin their Medicad digibility rules. The pand indicates that employment rose more over
the 1984 to 1996 period in states with large Medicaid expansions than in states with small expansions.
However, the timing of the employment changesis not very favorable to a causd interpretation of this
finding. Medicaid coverage increased the fastest in states with large increases relative to those with

% The changes in the AFDC training programs particularly affected women with young children and the child care programs
might be expected to have the largest effects on pre-school children. However, even the changes in welfare and the EITC might
have the largest impact on those with your children, if there is a concentration of those close to the work/non-work margin in this

group.
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small increases during 1986 to 1991 and 1993 to 1996. In the ORG, the employment of single
mothersfdl in states with large increases relative to those with small increases during both of these
periods. In the March CPS, rdative employment increased during the first period but fell during the
second period.

We dso examined states with mgjor statewide welfare gpplicationsby 1994. Thereisa
relative increase in both measures of employment for these states, but it appears that the increase in
employment began wdll before the states even gpplied for the waivers, with the gpplication usualy
preceding implementation by ayear or more.

To asess the relaive contribution of changesin different policiesin causing the recent
employment increases, some form of multivariate andysisis probably the best approach. Such an
gpproach istaken in Meyer and Rosenbaum (1999a) and accounts for differencesin multiple policies
across gtates and across families with different numbers and ages of children. That gpproach dso
accounts for the exact timing of policy changes. The approach taken in this paper is a complement, not
an aternative to this earlier approach.

The EITC might be expected to have alagged effect on employment if some recipients do not
learn about changes in the credit until after they file their taxes or receive arefund. Thereis some hint
that EITC changes have alagged effect on employment in the overal time pattern of employment
changes and in the cost of living results. Meyer and Rosenbaum (1999a) found weak evidence in favor
of alagged effect. In addition, the eladticitiesin that paper, which are based on a more structured
andysis of the dataiin this paper, are not large relaive to those in the literature, and thus may be
cons stent with imperfect perception of taxes.

7. Arethe Comparison Groups Valid?

In this section, we examine whether single mothers and the comparison groups are comparable
in anumber of dimensons. In particular, we examine the wages of the different groups, * celling effects
that could lead to the differentia impact of omitted factors on the groups, and the potentid endogeneity
of sngle motherhood.
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The primary determinant of employment for sngle mothers and the comparison groupsis
wages. Figures 9 through 11 show wage histograms for single mothers and comparison groups taken
from the March CPS data and averaged over the 1984-1996 period. Figure 9, for sngle mothers with
and without children, shows that while single women without children have higher wages on average,
there is ahigh degree of overlap between the two didtributions. Figure 10 shows a smilar pattern for
the wage digtributions of single and married mothers. Figure 11 shows the distributions for single
women with and without children after one regtricts the sample to those with less than a high school
education. The wage digtributions for these two groups are dmogt indistinguishable. Thus, the wage
levels of sngle mothers and the comparison groups, especidly once one conditions on education, are
quite comparable. One might then ask if there have been disproportionate changes in the wages of
sangle mothers and the comparison groups over time. We focus on sngle women with and without
children since they are our primary comparison group. If the wages of single mothers rose morein
recent years than the wages of single women without children, it would provide an dternative
explanation for the risein sngle mothers employment.  As mentioned in Section 2.7, the reverseis
true: the wages of sngle childless women rose about six percent between 1984 and 1996, while those
of sngle mothers only rose about one percent. A smilar pattern holdsif onelooks at sSngle women
without a high school education. Overdl, the pattern of wage levels and changes suggests that we are
not overdtating the rise in sngle mothers: employment.

Another potentid criticism of some of our comparison groups is that their employment rates are
50 high that it is unreasonable to expect them to respond to changes in economic conditions and other
factors in the same way that Sngle mothersdo. In our logit estimates, this argument is not compelling
because we include as controls the unemployment rate as well asits interaction with being asingle
mother, which accounts for a differentid effect of economic conditions on the two groups. This
argument is aso not compelling because employment rates are not particularly high for severa of our
comparison groups, especialy for work in atypical week. Married mothers and single mothers have
amilar employment rates, and the weekly employment of black men is only about ten percentage points
higher than the rate for sngle mothers. Most importantly, in the comparison of low-educated single
women with and without children, the employment rates of both groups are not high a al. Only 33
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percent of high school dropout single mothers and 48 percent of high school dropout single women
without children worked in atypica week. Nevertheess, the relative changesin employment are larger
for high school dropouts than that for dl sngle mothers.

Y et another potentid criticiam isthat using variaion across women in their marital status and
presence of children implicitly assumes that marriage and fertility decisions are exogenous to the policy
changes that we examine. The evidence on the effects of policy changes on these decisonsis mixed,
making the exogeneity assumption more plausible. For example, in her recent review, Hoynes (1997)
concludes. “Together this evidence suggests that marriage decisons are not sendtive to financia
incentives.” She aso argues that: “ Overdl [the effects of welfare on out-of-wedlock births] are often
inggnificant, and when they are not, they are smdl (pp. 129-130).” On the other hand, another recent
review, Moffitt (1997), suggests the weight of the evidence implies some effect of welfare benefits on
marriage and fertility. The last column of Table 2 reports the fraction of women 19-44 who are single
mothers for the years 1967 to 1996. This rate shows a steep increase over the period as it more than
triples between 1967 and 1991. In recent years, the rate of increase has dowed, suggesting that the
large recent increases in work by single mothers are not due to working women changing their fertility
or marriage behavior. However, the gppropriate counterfactua rate of single motherhood is unclear.
Aggregate data may aso hide increases in marriage for some groups and decreases for others. Eissa
and Hoynes (1999) conclude that recent tax and welfare changes increased marriage rates for very low
income couples, but decreased marriage among those with somewhat higher incomes®? However, it is
unlikely that employment rates are sufficiently different and stable across these groupsto lead to a
subgtantia increase in measured employment for sngle mothers. Overdl, it islikely that endogenous

sngle motherhood exerts asmall bias on our results.

8. The CPS Redesign

One cavedt in interpreting changes in employment during the years 1992 to 1994 is that,

%2 On the other hand, Ellwood (1999) finds little or no effect of the EITC and welfare on marriage.
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beginning in January 1994, the CPS used a redesigned questionnaire We assess the extent of any
biasis the employment rate of sngle women due to the redesign using two methods.

Firgt, we take advantage of the fact that in the March CPS reports retrospective employment
information, so the redesign first affects the 1993 employment rates. Conversely, for the
contemporaneous employment information used in the ORG, the redesign first affects the 1994 rates.
We compare the seam in each of these two datasets to unbroken data from the other dataset to provide
an estimate of the bias due to the redesign.® Note that we focus on the difference in differences, i.e.
the one year change in the employment rate for sSingle mothers minus the change for sngle women
without children. In Table 9, we compare the 1993-1992 March CPS difference in differences (sngle
mothers minus single women without children) that spans the redesign to that in the unbroken ORG
data This comparison suggests that the redesign has led to an understatement of the increasein single
mothers employment in the March CPS, but the biasis smal and indgnificant. Similarly, we compare
the 1994-1993 ORG difference in differences which spans the redesign to that in the unbroken March
CPSdata. This comparison suggests that the redesign has led to a substantiad understatement of the
increase in Sngle mothers employment in the ORG, though the bias estimate is only margindly
sgnificant. Since the changes due to the redesign mogtly affected questions from the monthly
questionnaire (the basis for the ORG data) rather than those from the supplementa questionnaires (the
bassfor the March CPS data), it is not surprising that the effects are larger in the ORG.

The second method of estimating the redesign bias exploits the parale survey of 12,000
households that was conducted using the new collection procedures and questionnaire between July
1992 and December 1993. Table 10 reports comparisons of the differencein differences (sngle
mothers minus single women without children) in the pardld survey to thosein the ORG. These
estimates suggest asmal but inggnificant postive bias in the ORG due to the redesign. Hence, this
andyss suggests that the redesign resulted in asmdl over statement of the increase in employment of

% For adescription of this CPS redesign, see Cohany, Polivka, and Rothgeb (1994), and Polivka and Miller (1998).

34 One caution regarding this procedure is that the March CPS measures annual employment, while the ORG records weekly
employment. However, Table 2 indicates that year to year changesin the two surveys tend to be in the same direction and of a
smilar magnitude, though the March CPS changes tend to be dightly larger.
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sngle mothersin the ORG.*® Overal, these comparisons indicate that the CPS redesign is not the

source of the recent employment increases of single mothers.®®

9. Conclusions

Between 1984 and 1996, there were enormous changes in many of the tax and transfer
programs that affect sngle mothers. The Earned Income Tax Credit was expanded, wefare benefits
were cut, welfare time limits were added and cases were terminated, Medicaid for the working poor
was expanded, training programs were redirected, and subsidized or free child care was expanded. All
of these changes would be expected to encourage single mothers to work.

These changes were followed by large increases in the employment rates of angle mothers.

The employment of single mothersin atypica week rose Six percentage points, while employment at all
during the year rose eight and one-haf percentage points. These employment increases were not
shared by other low-wage groups such as single women without children, married mothers, or black
men. This evidence suggests that policy changes specific to sngle mothers are likely to be responsible
for the recent rise in their employment.

We then examine which policies were the likely cause of the employment increases. There
were large relative increases in the employment of sngle mothers with two or more children beginning in
the year when there was a substantialy higher EITC for those with two or more children. There were
aso larger increases in employment in states with alow cost of living, where a given dollar EITC would
be expected to have alarger effect. We find some evidence of larger employment increases in Sates
with their own EITCs. We find that states with larger Medicaid expansions had larger employment
increases, but the timing of the employment changes fits poorly with thet of the policy changes. We dso

% The ORG/ADF difference from the parallel survey may be due to differences between the parallel survey and the regular
CPS. In particular, the parallel survey interviewers had lower caseloads, and the interviews were longer and were supervised
more carefully.

% A final source of evidence is the SIPP employment rate change between 1993 and 1994 reported in Liebman (1998). He
finds that employment rose 4.5 percentage points over this period. The comparable change in the ORG was 1.8 percentage
points, again suggesting that the ORG understates the rise in single mothers employment.
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find little evidence for an effect of changes in welfare benefits. However, welfare and Medicaid may be
better evaluated in amultivariate structura approach such as that of Meyer and Rosenbaum (19993).
Overdl, the findings are supportive of our earlier concluson that the EITC had amgor rolein spurring
the recent increase in the employment of single mothers.,
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APPENDIX: SOURCES OF INFORMATION ON POLICY CHANGES
A. TAX, WELFARE, AND MEDICAID RULES

We obtain the federd income tax schedules from the U.S. Department of the Treasury (Tax
Guide, various years). The dtate tax information was obtained from four sources. the Advisory
Committee on Intergovernmenta Relations (various years), the Commerce Clearing House (various
years), unpublished data from the Center on Budget Policy and Priorities, and Feenberg and Coutts
(1993). The AFDC program parameters are obtained from the U.S. Department of Health and Human
Services (AFDC Plans, various years) and unpublished data from the Urban Ingtitute. The Food
Stamp parameters come from the U.S. House of Representatives (Green Book, various years) and the
U.S. Department of Agriculture (Food Stamps, various years). The Medicaid program information is
obtained from three sources. the Nationa Governor’s Association (MCH Update, various dates), the
Intergovernmenta Hedth Policy Project (Medicaid Changes, various years), and the U.S. House of
Representatives (Medicaid Source Book, 1988 and 1993).

B. WELFARE WAIVERS

The waiver variables we used are based on our reading of the waiver summariesin Generd
Accounting Office (1997), the U.S. Department of Hedlth and Human Services (Basdline, 1997), and
Savner and Greenberg (1997). These sources generally have the implementation dates of waivers. We
aso0 consulted American Public Welfare Association (1996), Levine and Whitmore (1998), and U.S.
Department of Hedlth and Human Services (Waiver Fact Sheet, 1997).

C. TRAINING AND CHILD CARE PROGRAM CHARACTERISTICS

JOBS/WIN expenditure data come from unpublished U.S. Department of Headlth and Human
Services and U.S. Department of Labor tabulations, and the U.S. House of Representatives (Green
Book, various years). Child Care expenditures come from unpublished U.S. Department of Health and
Human Service tabulations.



Table 1
Summary Characteristics of Policies Affecting Single Mothers
and Single Women Without Children: 1984, 1988, 1992, 1996

1984 1988 1992 1996
_ No No No No
Variable IChildren |Children |Children |Children (Children |Children |Children | Children
Annual Federal/State Income
Taxes, EITC, and ¥2 OASDHI
At $5,000 Earnings -165 352 -331 376 -530 408 -1,472 194
At $10,000 Earnings 96 954 -361 1,356 -687 1,427 | -2,032 1,432
At $15,000 Earnings 1,582 2,075 705 2,589 456 2,687 -533 2,706
At $20,000 Earnings 2,704 3,325 2,391 3,844 2,335 3,980 1,626 4,009
At $30,000 Earnings 5,438 6,326 5,368 6,538 5,549 6,666 5,580 6,668
Annual AFDC and Food
Stamp Benefits
At $0 Earnings 7,705 0 7,603 0 7,464 0 7,089 0
At $5,000 Earnings 4,856 0 4,940 0 4,866 0 4,619 0
At $10,000 Earnings 1,977 0 2,059 0 2,078 0 2,013 0
At $15,000 Earnings 557 0 566 0 654 0 635 0
At $20,000 Earnings 95 0 95 0 111 0 136 0
‘Medicaid: Number of
Family Members Covered
At $0 Earnings 2.65 0.00 2.65 0.00 2.65 0.00 2.65 0.01
At $5,000 Earnings 2.53 0.00 2.58 0.00 2.54 0.00 248 0.01
At $10,000 Earnings 1.13 0.00 1.50 0.00 1.65 0.00 1.75 0.01
At $15,000 Eamnings 0.34 0.00 0.42 0.00 0.74 0.00 0.88 0.01
At $20,000 Earnings 0.05 0.00 0.06 0.00 0.29 0.00 0.46 0.01
At $25,000 Earnings 0.01 0.00 0.01 0.00 0.09 0.00 0.18 0.01
Employer-Provided Health
Insurance
Probability of Coverage 1.31 0.67 1.31 0.65 1.23 0.61 1.25 0.60
Employee HI Costs 248 65 335 87 521 167 612 190
Waivers
Any Time Limit 0.00 0 0.00 0 0.01 0 0.40 0
Any Terminations 0.00 0 0.00 0 0.00 0 0.20 0
Extended Transitional 0.00 0 0.00 0 0.01 0 0.12 0
Major Waiver Application 0.00 0 0.02 0 0.22 0 0.84 0
Annual Training/Child Care
Dollars per Eligible Recipient
Training - Education 0 0 0 0 104 0 125 0
Training - Other 120 0 37 0 172 0 271 0
Child Care 0 0 0 0 243 0 294 0
Number of Observations 126,750 | 18.914 | 126,750 | 18.612 | 126,750 | 19,311 | 126,750 | 15,846

Source: The data are from the 1984-1996 Current Population Survey Outgoing Rotation Group File (ORG).
Restrictions: The sample includes 19-44 year-old single women (divorced, widowed, and never married) who are
not in school.
Notes: These weighted means are calculated using the characteristics of the ORG sample for the given year for
single women without children and for a sample with a fixed distribution of children for single mothers.
Women are assumed to be in their first four months of work, to have no uneamed income, and to claim no
child care expenses. Also, single women with and without children are assumed to file as head of
household and single, respectively, and to claim the standard deduction. Taxes and welfare are adjusted
for state cost of living differences and all dollar amounts are expressed in 1996 dollars. See text for
details.




Table2
Employment Rates and Welfare Receipt for Single Mothers,
Single Motherhood and Unemployment Rates, 1967-1996

Fraction of Single Mothers, Ages 19-44, Who During the Year: Single
Worked Did Not Work Total Mothers As | National
No Received | Received No Received | Fraction of | Unemp.
Year Total Welfare Welfare Welfare Welfare Welfare |Women 19-44| Rate
1967 0.7426 0.6515 0.0911 0.1320 0.1254 0.2231 0.0400 38
1968 0.7369 0.6372 0.0997 0.1362 0.1269 0.2359 0.0396 3.6
1969 . 0.7581 0.6545 0.1037 0.1312 0.1107 0.2348 0.0431 3.5
1970 0.7597 0.6186 0.1411 0.1480 0.0924 0.2891 0.0468 4.9
1971 0.7335 0.5910 0.1425 0.1719 0.0947 0.3144 0.0509 5.9
1972 0.7207 0.5552 0.1654 0.1809 0.0985 0.3463 0.0562 5.6
1973 0.7223 0.5778 0.1445 0.1845 0.0932 0.3291 0.0591 49
1974 0.7310 0.5659 0.1651 0.1818 0.0872 0.3469 0.0652 5.6
1975 0.7251 0.5853 0.1398 0.1985 0.0764 0.3384 0.0742 8.5
1976 0.7320 0.5901 0.1419 0.2104 0.0576 0.3524 0.0772 7.7
1977 0.7446 0.5967 0.1479 0.1999 0.0555 0.3478 0.0831 7.1
-1978 0.7735 0.6181 0.1554 0.1624 0.0641 0.3179 0.0842 6.1
1979 0.7871 0.6543 0.1328 0.1601 0.0528 0.2929 0.0905 5.8
1980 0.7699 0.6497 0.1202 0.1679 0.0623 0.2881 0.0939 7.1
1981 0.7387 0.6214 0.1173 0.1882 0.0731 0.3055 0.1026 7.6
1982 0.7069 0.6185 0.0884 0.2131 0.0800 0.3015 0.1072 9.7
1983 0.7140 0.6189 0.0951 0.2090 0.0770 0.3041 0.1090 9.6
1984 0.7322 0.6509 0.0813 0.2066 0.0612 0.2879 0.1155 7.5
1985 0.7302 0.6358 0.0945 0.2036 0.0662 0.2981 0.1123 7.2
1986 0.7310 0.6303 0.1007 0.2051 0.0639 0.3058 0.1144 7.0
1987 0.7382 0.6331 0.1052 0.1885 0.0733 0.2937 0.1136 6.2
1988 0.7482 0.6491 0.0991 0.1943 0.0575 0.2934 0.1173 55
1989 0.7577 0.6690 0.0888 0.1811 0.0611 0.2699 0.1159 5.3
1990 0.7591 0.6518 0.1074 0.1806 0.0603 0.2880 0.1191 5.6
1991 0.7428 0.6397 0.1031 '0.1934 0.0638 0.2965 0.1261 6.8
1992 0.7387 0.6321 0.1066 0.1924 0.0689 0.2990 0.1256 7.5
1993 0.7511 0.6350 0.1161 0.1852 0.0637 0.3013 0.1310 6.9
1994 0.7907 0.6681 0.1226 0.1470 0.0623 0.2696 0.1286 6.1
1995 0.8072 0.6966 0.1106 0.1254 0.0674 0.2360 0.1306 5.6
1996 0.8191 0.7046 0.1146 0.1107 0.0702 0.2253 0.1335 54

Source: The data are from the 1968-1997 March Current Population Survey (March) and are weighted.

Restrictions: The sample includes 19-44 year-old single (divorced, widowed, and never married) mothers (child
under 19 or under 24 and a student) who are not in school, disabled, or ill, or who report having positive

earned income but zero hours of work.

Notes: Worked last year equals one for those who worked in the preceding calendar year, and received welfare
equals one for those who report receiving public assistance income in the preceding calendar year. Single
mothers as fraction of the women 19-44 gives the fraction of all 19-44 year-old women who satisfy the

school, disability, and earnings criteria above who are single mothers. See text for details.







