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EXPLA[KING THE DECLINE L'I WELFARE RECEIPT, 1993-1996' 


During the first four years afthe Clinton Administration, from January 1993 to January 1997, 
.the number of individuals receiving welfare fell by 20 percent, or 2,75 million recipients - the largest 

decline in over 50 years,2 Three potential explanations for this decline are (1) economic growth, 

which created 12 million new jobs ave; the period, (2) Federal waivers, which allowed 43 states to 

experimeilt \vi:h Innovative ideas 10 help reduce'welfare dependency. and (3) other policies affectbg 


. work-related incentive"s, including the 1990 and 1993 expansions of the Earned Income Tax Credit 

(EITe) and the recent rise in federal and state spending on cruId care, It·15 important to determine 

the causes of this decline in light of the recently enacted welfare reform legislation. If economic 

g:o'Wth was the major contributor, then continued growth seems essential for further progress in 

moving peop;e from ·welfare to work. If federal policies played a significant role, however, then 

'continued efforts along these lines are likely to lead to additional red\lct!ons, A statistical analysis 
(described in the companion technical paper to this report) shows that over 40 percent of the decline 
resulted from a f.'llling unemployment rate associated with the economic expansion and almost ono
third :rom statewide weIfare reform waivers (Figure 1),~ Other factors (which might include other 
policy initiatives, such as the EITe) account for the remainder. 

Figure 1 

Reasons for the Decline in Welfare Caseloads, 1993-1996 


Economjc expansion 

~~~rOtheffac:ors . 
Welfare waivers 

lWe are gr~ful to the U,S. Department of Health and Human ServiCes, Oftke of the ASS1Slallt Secretary for 
Planning and Evaluation for providing technical assiStance in preparing this repon. 

lT~e statistical analysis: presented here uses data on the average momMy s~are of the population receiving 
welfare in a f15ca! year, BeN.teen the 1993 and ;996 fiscal yearn (October 1, 1992 w September 30. 19%). the average 
mO:U.'lly share of ~.he population r~eiving welfare felHrom 5.4 percent ro 4.7 perten:. 

~Eight Stales rro!ived waivers that affected owy a small part of the state,' typically a few counries. Waivers 
grapred.ro these StateS are not included in tbis aIWysis. 
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WELFARE CASELOADS AND TIlE BUSINESS CYCLE 

Welfare caseloads tend to fluctuate over the business cycle, rising when the economy moves 
into recession and declining once a recovery is undervtay and the economy is expa:1ding, FOf 
example, the proportion of the population receiving welfare fell during the expansion of the late 1970s 
and rose as the economy went into recession in 1980 (Figure 2).4 Between" 1989 and 1993, the 
proportion of'the population receiving welfare shot up 25 percent, reaching its highest level ever, 
The recession of 1990-1991 and the weak labor market through 1992 certainly contributed to this 
increase, hindl~ring the efforts of those welfare recipients seeklng work. One might be tempted to 
argue that tr.e ~;ubsequent decline between 1993 and 1996 simply reflected the normal return to work 
of welfare recipients who were unable to find jobs when the economy was weak. 

Figure 2 

Unemployment Rate and .Rate 01 Weilare Receipt 
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. The business cycle' alone. however;' is unlikely to account for the entire decline in welfare 
recipiency after 1993, The 1990-1991 recession was relatively mild; the annual unemployment rate 
peaked at 7.5 percent in .1992, much lower ,than tbe peak. rates in the 1974~75 and 1981 ~82 
recessions. It t:eems improbable that a moderate recession would lead to such severe swings in tbe' 
rate of welfare receipt Moreover, some states with large reductions in their unemployment rate 
during this period did not experience big drops in their welfare caseload, :~vhi1e other states saw a big 
drop in welfare receipt even though their unemployment decline was moderate (see attached map), 
For that reasor! it is important to look at other factors. including the possible impact of changes in 
welfare programs during thaftime" 

'"Two np.omalow: episodes occurred as well First, \\-'clfare recipiency declined sharply in 1982 despite a worsening 
economy. ms: WlI!l 'oecause policy chnnges enru::tcd in Lite OtT.nibw: Budget Re<:onciliation Act of 198 I $ubsta..,tia!ly reduced 
welfare ctigibilHY. Secood, the eramatic $Wing:n \\-'Clfare recipiency berween 1989 and 1996 was. larger thn,n mighl have 
been e.xpccted bused on the relatively rr.ild 1990·91 recession. 
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FEDERAL WELFARE WAIVERS 

Aid ~o Families with Dependent Children (AFDC) was the Nation '5 primary welfare program 
, until last year. The AFDC program was administered by the states, subject to Federal requirements. 

Since 1962, the Secretary ofHealth and Human Services has had the autbority to waive some of these 
requiremer.ts ifstates proposed experimental or pilot programmatic changes that furthered the goals 
of the AFDe program. The Bush Administration was the first to use this authority extens:vely,. 
especial!y in its final year. But the Clinton ,Administration ex:panded the number of waivers 
dramatically after 1993, graining waivers to a total of43 states, 

Waivers granted to states to implement experimental welfare policies generally contained a 

number of provisions that varied greatly in scope. Some were pilot programs that could not have had 

much effect on the size of a state's overaU welfare caseload. Others covere~ a larger share of the 

state's welfare population but included some relatively minor provisions that pmbably had little effect 

on the number of welfare recipients s!atewide. Six broad categories ofwalve~s that potentially lr.ighl 

have had an observable effect in reducing state welfare caseloads are: . 


• 	 Termination time limits. States receiving this type ofwaiver are allowed ,to limit the length 

of time recipients can collect benefits, Once that limit. is' reached, benefits are terminated. 


• 	 Work-requirement time limits. These waivers are similar to termination time limits, but 

once the limit is reached. recipients are required to accept work or enter a training program 

ir. exchange for their benefits. 


,. 	 Reduced JOBS exemptions. The Job Opportunities and Basic Skills (JOBS) traini:1g 

program, enacted in 1988, required a snare oftne welfare caseload to participate in work 

and/or training programs. Waivers were granted to some states 10 reduce the number of 


. recipients who were exempt from participating in the progr.arrL 

,. Increased JOBS sanctions. Some states argued that sanctions for recipients who refused 

to participate in JOBS were inadequate and requeSted the ability to strengthen those 


. sanctions-includjng termination ofbenefits in some cases, 


• 	 Family cap. Welfare benefits are scaled to family size and normally increase when a redpier.t 

h?s an additional child. Some states requested waivers to 'eliminate the additional benefit for 

wome~ who had a cruld while receiving welfare. 


. , 
• 	 IncrefLsed earnings disregard. For many reci?ients, a doHar"ir. earnings led tOo almost a 

'dollar reduction in their welfare benefit, providing a disincentive to work, Some states j 
requested waivers to increase the amount of earnings that welfare recipients eouid keep, 
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The number ofstates with statewide waivers of these types rose dramatically between 1993 
and 1996 (Figure 3} Some states that experienced large drops in welfare receipt are also states that 

, received waivers (see attached map). 

Figure 3 

Number of Approved Statewide Waivers 
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THE STATISTlCAL ANALYSIS 

Several factors besides economic conditions and waivers are likely to a.ffect the rate ofwelfare 
receipt. An in:rease in female~headed families will tend to increase this rate because the welfare 
sys~em strongly favors single mothers v.ith children. The generosity of welfare benefits also may 
affect the number of poor individuals who seek benefits. Labor market returns for less-skilled 
workers, nat;onal changes in welfare policy, and cultural attitudes towards welfare receipt. aIso may 
playa role. The task of a statistical analysis is to disentangle the separate effects of these factors in 
order to identify the relationship between each of them and welfare receipt 

The exercise reported here uses state-lever data from 1976 through ]996 to estimate the 
contributions of economic growth (measured by the change in the unemployment rate) and approved ! 
state waivers to the recent decline in welfare receipt. The use of state level data allows us to control j

for changes that affect welfare receipt across the entire country at a point in tim.t._such as nation~l 

!.
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changes in welfare policy.3 The relationship between, say, economic conditions and tbe rate of 
welfare receipt can stin be identified because recessions tend to be worse in some parts of the country 
than in others and could lead to differences across states in patterns of welfare receipL Using data 
over severa! years allows us to control for long-run differences in welfare receipt that exist across 
states, The "relationship between waivers and welfare receipt, for example, can be observed by 
fonowing changes in welfare receipt ,\",ithht a state before and after the waiver. Using techniques like 
these, a statistical analysis can estimate the effects of economic activity and waivers on the size of the 
welfare rolls holding other things that affect welfare receipt constant /I 

An EX:lmplc 

Figure 4 presents a comparison of Florida and Georgia that is intended to provide some 
intuition for the statistical methodology and the manner in which the effects of economic activity arc 
estimated separately from other potential confounding factors. It should not be considered a rigorous 
test. The fig\lre plots the difference between the two states lli unemployment rates between 1984 and 
19')6 and in the share of the population receiving AFDC'over the 'same period. Taking the difference 
between the two states in each year controls for any differences that affect both states simultaneously. 
Because neither state received a waiver until late in the 1996 fiscal year, the difference in trends 
through vlTtually ail of this time" period are unaffected by differences in waiver provisions or their 
effectiveness. Throughout most of the expansion of the middle to late 19305, unemployment in 
Georgia had been somewhat rugher than in Florida. When the 1990~91 recession hit, unemployment 
in Florida rose considerably relatIve to that in Georgia, and the difference has been slow to recede. 
Subsequently, AFDe receipt shows an incTC?se in Florida'relative to Georgia. The full statistical 
analysis uses this sort ofapproach to identift the effects of both waivers and eConomle activity on the 
rate' ofwelfare receipt in all states over time. 

!Although the effects of changes in national we-lb.re policy cannot be determined using this metllodol08Y, some 
recent policies may have contributed fl) the decline. The 1993 increase in the Earned Income Tax Credit increased the 
remms 10 work. locreases in chi!d tare .subsidies made it easier (or parents to work. Enhanced efforts to coltect more 
child suppon mised the incomes of some mothers, reducing their reli:m::e on welfare. The impact of these policies Oil 

-tI'.e mte of wdfare f<:teipt cannot be identified separately in this analysis because they apply equally in aU states at any 
time; it is incorporated into the eff~t of orner, unidentified (aCIDr1I. 

~ methodology does include some limitations that may preclude a "causal" interpretation of the estimated 
relationsbip between, say. waivers and the rare of welfare receipt, First, jf factors like ou(..(}f~wedkx:k birl.1l rales 
suddenly feU in w-aiver /Hates at precisely !he time that their waivers were approved. a negative estimated relationship 
between waivers llnd the rate of welfare receipt would be misleading. Second. it is possible Ilwt ~e estlil'.ated effect of 
waivers Q:l A.>:'DC receipt may be capturin---gilie tendency for states with shrinking welfare rolls to be the ones most willing 
to experiment wi!.., thl.l sort ofwaiver pollcies examir.ed here. 
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Figure 4 

A Comparison of Florida and Georgia 
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The Timing of the Welfare Caseload Response 

A number of other tests were conducted to explore more complicated relationships between 
economic activity, waivers, and the welfare case/cad, particularly the possibility that impacts on the 1 
rate of welfare receipt might not be conterr:poraneous with changes in unemployment or 
implementation ofwaivers: 

.. Delnyed respons"es. Changes in unemployment may affect the welfare caseload only after a 

delay, For instance, the onset of a recession may lead those low-income workers who lose 

their jobs to spend some time looking for a new one while drawing down their limited assets 

before applying for welfare: When a recession ends, these typically less-skilled workers may 

be the last ones hired, 


• 	 Adv~ln-.::e responses. Waiver policies may have some effect on the welfare caseload even 

befo;--e the waiver is actually approved, Ths effect could occur if publicity regarding the new 


. propost.'d policies led potential welfare recipients to seek work mQre intensively than they 

might have otherwise or because they chose not to apply for benefits, perhaps concerned that 

they would be treated more harshly by welfare officials. 


I 
I 

, 
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RESULTS 

The results of this analysis indicate a strong relationship between the welfare easeload and 
both economic activity and Federal welfare waivers.' , 

• 	 Changes in the welfare caselcad do appear to respond to changes in the unemployment f?te 

with a delay, 


• 	 States that instituted a major, -statewide waiver did experience a decline in the welfare 

caseload in advance of the actual waiver approvat 


" 	 Waivers that included strengthened JOBS sanctions were related to a dedine in t~e rate of, 

welfare n!ceipt that did not precede the waiver approval, 


• 	 Overall, over 40 percent of the decline in welfare receipt between 1993 and (996 can be 

attributed to economic grov.1h;almost one-third was related to federal welfare waivers, and 

the rerpainder was due to other, unidentified fa~tors" . 


These findings say nothing about the outcomes for those individuals who otherwise would 
have collected benefits had waivers not been granted, Additional research that can detennine how 
individuals fared under the alternative waiver provisions, rather than an aggregate anafysis examining 
th~ st~tewide caseload; clearly is desirabte to help address thls issue. 
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Reduction in·Welfare Recipients and Ijnemployment Rate 


1993 to 1996 
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EXPLAINING THE DECLINE IN WELFARE RECEIPT, 1993-1996' 

During the first 4 years of the Clinton Administration, from January 1993 to Janua!"y of 

1997. the number of individuals receiving welfare benefits fell by 20 percent, or 2.75 million 

:ecipiems - the largest 'decEne in over SO years.l Three potential factors that may have 

contributed to the dramatic decline in the welfare roUs over the period are economic growth, 

federal welfare waivers, and oth.er policies affecting work-related incentives. First, the recession' 

of 1990-1991 may have hindered the efforts of welfare recipients who were seekJng work~ as the 
. 

. labor market s;Jbsequently became more robust, creatin'g almost 12 million new jobs from January 

1993 to January 1997. these individuals may have found jobs more easily and left the welfare' 
\ 

rolls. Second, over. this peeiod federal waivers granted to states to experiment with innovative I 
approaches LO ending welfare dependence' may have also played a role. The Clinton Admlnistra

tien granted waivers to 43 states between 1993 and 1996 that included provisions which may 

requlre work and/or training, sanctions for those who do not comply with these requirements, and 

limits on the duration of benefit receipt, among other things. Third, other policies like the 1990 

1and 1993 exoansions of the Earned Income Tax. Credit (EITC) and the recent rise in federal and . .. •
! 

state spending on child care made it easier to enter the labor market and ir.creased the rewards to 

work for Individuals that might have otherwise chosen ~elfare. 

'We. are grateful to the U.S. Department of Health and Human Service)), Oflice of !he ASSistant Secretary for 

PliU1ning_and Evah.littion for providing !eChnicai assistance in preparing lhis report. . 
 I1The statistical apalysis presemtd bere uses data on tb.tlyerage monthly share of the population receiving , 
welflU'e ill a fiscal year. Between me 1993 and 19% fiscal years (Ocrober 1. 1992 to September 30, 1996), the average 
monthly share of !lle population receiving welfare fell from 5.4 percent to 4,7 percent. 



It is particularly important to determine the causes of this decline in light of recently 

emictee welfare reform legislation that completely overhauls hie system of providing aid to the 

poor. If economic growth was the major contributor to the decline. then continued growth is 

essential for further progress in moving people from welfare to work. On. the other hand, if 

,federal policies played a significant role, then continued efforts along these lines are likely to lead, 

to additional reductions. 

This paper ~iII, examine the recent decline in receipt of welfare benefits and provide 

estimates of [he contribution made' by economic growth and one particular federal policy, welfare 

waivers. State-Ie.vel data from 1976~19% are used in the ana)ysis, The statistical methodology 

employed control:} for differences in the rate ofwelfare receipt across states that are roughly constant 

over time, differences over time that are constant across states, and trends over time th,at may differ 
,i 
I, 

between states This approach allows us to isolate the effects ofeconomic growth and waivers on, I 
welfare receipt assuming that none of these other factors had changed. The results indicate that over 

. I 
40 percent.ofthe decline can be attributed to economlc gro\.vth and that almost one-third is related 

to waivers, partic:.t!arly those that sanction recipients who do not comply with work requirements: 

Other factors, which might include additional policy initiatives (like the ?ITC), account fer the 

remainde:". 

WELFARE RECEIl'T AND THE llUSINESS CYCLE 


Figure 1 d:splays the trend. in the unemployment rate and the snare of the popblatio~ receiving 


)
welfare benefits between 1976 and 1996. The expansion of the late 197~s is reflected in a deciining 

I -,. share of the poputation receiving welfare over that period. As the economy fell into a recession in , 
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~ 980-81. welfare rolls began to in"crease. However. the massive recession of 1981-82 actually 
• 

coincided wit'l a decline in the rate of welfare feeipiency. The explanation for ,this paradox is the 

Omnibus Budget Reconciliation Act of 1981 (OBRA 1981), which reduced AFDC eligibility at 

exactly the time when one might have expected to see a large increase in AFDC receipt. The 

extended reco'lery of 1983·1989 appareJllly had little effect on the welfare rolls, perhaps because 

those wr.o otherwise would have entered the welfare rolls were prever.ted from doing so in that 

recession. 

, The recession of 1990-91 had a dramatic impact on the :ate of welfare receipt; the share 

of the 'population receiving welfare rose 25 percent b~tv.'een -1989 and 1993 to its highest leve! 

ever. Giver. r.h,e large increase during that recession, the decline In the rate of benefit receipt 

between 1993 and 1996 might have reflected a return to work of welfare recipients who ~"ere 

, unable to nnd jobs during bad times_ But the 1990-91 recession was relatively ~jld, with a peak 

unemploy~ent rate of 7.8 percent in June] 992! much lower than t.fte peak rates in the 1974-75 
. 

and 1981-82 recessions, It seems improbable.thar a moderate recession would lead to such severe 

swings in the nne of welfare receipt. 

Moreover, geographic variation in changes in the unemployment rate and_ the rate of 

welfare recipiency indicates that factOrs other than economic growth also comribured to the fa!! 

in the rolls. Figure 2 displays the change In the share of the population receiv.ing AFDC and the 

change in the unemployment ra~ in each ,state between 1993 and 1996, The correlation between 

changes in unemployment and welfare receipt is not perfect. For instance, between fiscal years 

i993 and 1996, the unemployment rate in Pennsylvania fell by more than the nationa"! average of 

1.6 percen:. yet the declIne 1n the share of the state's population receiving welfare was smaller 

3 




than the average, Virginia, by comrast, experienced almost a 20 percent prop ,in welfare receipt 

over the perioc even though it experienced a below average cecline in its unemployment rat~, 

.OTHER FACTORS THAT AFFECT WELFARE RECEIPT 

Factors be~ides economic conditions might be related to the rate of welfare receipt and 

could explain recent trends. These factors include federal waivers awarded to states to ~ntroduce 
. .. 

new welfa~e policies. other changes in fe~era! policy that alter Ihe environment fo~ low~income 

households, and changes in demograp~ic composition that may alter the share of the pop~latjon 

eligible for welfare. 

WAlVERS 

The most recent policy change directly linked to welfare receipt, and the focus of much 

of th.e remainder of this analysis, is the substantial increase in federal waivers granted [,0 states 

to implement new and innova~ve welfare policies. The A~DC program was administered by 

States, but was sUbject to federal requirements. Since 1962, the Secretary of Health and Human, . 

Services had die ability to waive some Of these requirements for states proposing experimental or 

pilot progcammatic changes that furthered the goals of the AF[)C system, The Reagan 

Adm1:'1istration made some use oflhis authority, granting a ~mited numbe: of waivers that either 

affec[ed a very small share of a state's caseload or were superseded by narional legisiative
. 

changes? The RJsh Administration granted more waivers, affecting larger numbers of individuals 

'UtcauSt: (:f tbs, the analysis that follows only examines L.'1e effect of waive:s approved during !he Bush and 
Clinton Adminls[rntions, . 
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within a state, particularly in its last }'ear or so. Since 1993', however. the Clinton Administration 

has used waiver authority extensively allowing 43 states to experiment in ,some way with their 

, welfare programs. 

This analysis examines the effects of implementing six important waiver provisions in 

most, ifnot all j ' ofa state (major, state~wide waivers). Waivers thai only applied to pilot sites, , . . 

such as a few <;oumies j are not examined here because the magnitude of any effect on the state's 

caseload wili be too small to detect-" Many state waivers also include a multitude of provisions 

that affect few individuals and are unlikely to have a substantial impact on the overall rare of 

: welfare receipt in the state, Thus. we focus 'on the foliowing'six types of waivers: te:mination 

and work-requirement time limits, reduced JOBS (Job Opportunities and Basic Sldlls) exemptions, 

increased lOBS sanctions, family caps, and increased ea~ings disregards. The data appendix 

d~scribes each type of waiver and identifies the dates that each'statewide waiver was approved. 

Figure 3 displays the n~mber of major. statewide waivers in effect in fiscal 1993 and 1996. 

By the end of the 1993 fiscal year, seven such waivers had been approved~ the most common form 

I 
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- I 
. "Resu\:;,LQ: prelimina.")' analysis indicated that pilot programs h3Q no discernible effect on the size of a stale's 

welfare rolls. . . I 

was an increase in the ~mings disregard. If this type of waiver has any effect on the welfare rolls 

in !he sr,ol1-run, it would increase welfare recipiency because it increases the number of low-earnings 

workers eligible for benefits, By fiscal 1996. however, 35 states were granted major, statewide 

waivers. S Sanctions imposed upon workers wh-;' did not live up to their 'work or job search 

requirements ar.;: the most common, Because these and most Q'f the 9ther types of major waivers 

.!SLllC:: 1993, 43 states have received waivers, but wme of them appiit:d to a small share of the Stare. 
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would be predicte"d to reduce the likelihood ofbenefit receipt, their expansion over the 1993-1996 

period may have helped reduce the welfare rolls beyond that brought about by economic growth. 6 

The map in Figure 2 also shows the states that have implemented major, statewide waivers. 

Some states that have experienced 'large drops in their welfare rolls without large drops in 

unemployment, like Virginia. have also received waiv~rs, In contrast. other states in which 

unemployment has fallen considerably, but in which large drops in welfare rolls have not occurred, 

like Pennsylvania, have not received any major statewide waiver·, A systematic analysis that 

separately identifies the effects ofwaivers and econorUc conditions is reported below. 
, 

OTHER WORK-RELATED INCENTIVES 

Several other federal policies introduced over the past several years also may have contributed 

to changes in the rate ofwelfure receipt. .For instance, the EITC was signiiicantly expanded in 1990 

and 1993. This Utx credit, available to low-wage workers, increasedJrom 14 percent in 1990 to 

40 percent in 19% and may have made work a better alternative than welfare. leading to a decline 

in the ,welfare mUs. 'Since 1993, enhanced efforts to co!~ect more child support raised the incomes 

of some mothers, and may have reduced their reliance on welfare. Additional state and Federal 

spending on day care may have also made it ~sier for single mothe:-s to work: 

Changes in Medlcaid eligibility over the past decade or so also may have ~!fected the size 

Qfthe welfare rolls. Since 1986 the link between AFDC and Medicaid eligibility has been broken. 

and over time the ·!lumber of poor children eligible for.Medicaid has ~isen dramatically. The fact 

6Moffil1 (1996) has argued that the JOBS program (and, by jmpiication. an extension of the JOBS pf(}granl) 
may provide incentives for some to participate in welfare programs so that Illey can receive the potential bcaefiu of 
these policies and could lead to an increaSe in the c.ase1oad. 
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that some low-income individuals can now work without lostng Medicaid benefits.for thei: 

children may reduce the rate of welfare receipt. 7 In fact. Yelowitz (1996) finds that cr.anges 1n 

Medicaid eligibility through 1)191 led to a moderate reduction. Although eligibility has continued 

to expand since then, the expansions have been smaller than those that took place in the late 19805 

and are unlikely to account for a substantial share of the reduction in welfare receipt.' 

~ 

DEMOGRAPHIC CHANGE 

The AFDC program was largely targeted to single mothers with children and this 

demographic group has grown over time, The share of families headed"by women rose from 10 

percent to 18 percent between 1970 and 1995, which fuliy explains the increase in child pove:ty 

over (he periS'ld. OutMof-w"edJock hinh rates have also been on the rise. The relationship betw~n 

these factors and AFDC eligibility suggests that the welfare rolls should have increased over time. 

In fact, Gabe (1992) argues that the grow;.h in never-married fema!e~headed families was largely 
. . 

responsible for the increase in welfare caseloads between 1987 and 1991. These factors actually 

suggest t.iat we should have expected to see a continued expansion in the rate of welfare receipt; 

the o~served decline between 1993 and 1996 means that other offsetting factors were more 

important in determining recent trends. 

tlt is also possible that expandoj Medkaid eUgibifuy may have increased AFDC participatiou. As more people 
come ioto contact with the social welfare system through Medicaid. they may find thac dley are eligible for AFDC 
benefits as well. 

tThis analysis dots cootrol for some of the recent Changes in Medicaid eligibility that have occured at :he 
aatior-albel even ';hough t.beir eftCt;;ts cannot be stpantely identified from other factors that affect all states in a given 
year. 
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DATA AND DESCRIPTIVE STATISTICS 

This analysis employs state~leve! data between the 1976 and I 996 fiscal years. Descriptive 

statistics for 1993 and 1996 are reported in Table 1, separately for those states with and without 

approved waivers.' Columns 1 and 2 indicate that the share of the population receiving AFDC in 

"nonwaiver states" fell 0.6 percentage points) from 5.3 fa 4.7 percent The fall in AFOe recipiency 

was larger in "waiver states"; the 'share fell 0.8 percentage points, from 5.5 to 4.7 percent in these 

states. HI Th~ unemployment rate in the two sets of states "is virtually identical in these ~'ears> 

i:ldicating that the larger fall in the :welfare rolls in waiver states cannot be attributed to better 

. economic conditions. 11 Although AFDC benefits are more generous in nonwaiver states, real benefits 

have declined at roughly the same rate in both sets of states over the time span. 

Other factors besides unemployment and benefit generosity ma~ be relat~d to diffe:"ences in 

the relative size of the welfare rol1s across states. In particular. the categoricai nature of the AFDe 

9All'AFDC n::cipieti:s are COUll:ed here. inclttding thOSe in two~parent families who receive AFDC~UP. ThOl,e 
in :he ianet cll!egor;! are 'probably more rtSp<.l11!jive to business cycle conditions because constraints facing single~ 
parenl5, like tinding affordable day CBIe fQt their children while !hey work, are smaller in two~parent famlJJcs. 
l1lt::refore, :,hey are more able to work when jobs are available. Still, AFDC-UP families represent a very small par! 
of the cotal AFD~~ and including them in 'dtiJ> anal)"Sls should have mi::ninlal effectS on the estimated parameters, 

l'1'he difference in the average reduction across waiver and nonwaiver states is not sutistically significant. 
The power of this lest, however, is very weak in that waiver stares may have had a IN.uver in effect {or a very small 
pa.'1 of this three yeat period. In addition,' the nonna! variation across States in the share of the population receiving 
wdfare swamps any variation across rhe gmups of states over time. The regression analysis reported below adjusts 
for, these problems and results from model specifications that mimic this simple "difference-in-.difference" test statistiC 

. inrliclI.:e u:at the r::duction in waiver States is significantly larger d-..an that in nonwaiver States, 

1111115 analysis m;es the unemployment rate in cacb state and fiscal year, .Because state level unemp!oymem 
data have only been available ~ince 1976. the 1976 fiscal year unemployment race is measured JUSt for the last three 
quarteC! (January thrOush September) of that fiscal year. Other measures of unemployment mayJx": more appropriate 
for !his analysis. For instmce. a measUre of unemployment for younger women may better rep-resell! the laoor market 
opportunities or potential weUa:re recipientS. 1'lWi measure may be somewhat endogenous, however, because cbangeL
that affect the labor ~upply of welfare recipients will to some extent, ab:o affect the unemployment rate of younger 
women. Therefore, Olle might \W.I1( to use the prime-age male unemployment rate because it does nOl suffer from this 
~Ort of endogeqeity. Unfortunately; neither of these alternative measures is available on a state/year basis. 
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program that mainly provided benefits to low-income unmarried mothers and their children suggests 

that the extent of poverty and the share ,of households headed by women, may also ma:tcr. 

C':lfortunatcly, obtaming reliable estimates of these measures by state is hampered by srnaH sample 

, sizes in the main source ofhousehold data, the Current Population Survey. Research concerned with 

trends across states in variables such as these generally Tely on Census data that are only available 

every 10 years. 

The iower block of Table 1 presents povertyntes and the share ofhousebolds headed by 

women frorr: the 1980 and 1990 Censuses by waiver status in 1996. These statistics'can highlight 

whether any long-term trends across states could influence a statistical analysis of welfare receipt. 

In both types of states, both measures have been increasing over time, but increases were larger in 

nonwaiver states" For.instance, the share offema1e-headed households increased by 2.0 and 2.5 

percentage poirls in waJ:"er states and nonwaiver states, respect'iv~ly. If thes~ differential trends 

continued through the 19905, then one would expect the welfare roBs to fall in waiver states relative 

to nonwaiver states because a smaller relative share of the population would be categorically eligible 

. foi benefits, These trends would bias an analysis of the effects ofwaivers on welfare receipt towards 

the finding thaI waivers matter. Controls for these trends were inciuded in tne statistical analysis to I
. 

help remove ,his fonn ofbias (as discussed'below). 

METHODOLOGY 
. . 

The statistical approach employed in this analysis is designed to estimate the effects of r 
1 

economic conditions and federal waiver policy on 'the size-of the welfare rons, holdbg other 

factors that may affect the rate of welfare receipt constant. To that end. we estimated mULtivariate 
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models of the natural log of the share of the population receiving welfare in a state/year. Ii: 

Spe;;:ifically, we estimate OLS regression m~de!s of th~ following form: 'J 

(I) 

In R.. = 1],,~, + W,,~, + In B.~, + y, + y, + trend·y. + € . (2) 

where R represents the sbare of the population receiving AFDC, U is the unemployment rate, W 

is an indicator variable for welfare waiver status. B represents real maximum AFDC benefits in 

1996 dollars for a three-person family, s indexes states, t ind~xes time, Y. and Yt represent state 

'and ye..'U' fixed effects, and € represents a residuaL Year fixed effects capture time-varying factors 
, . 

that affect all sUtes in a given year. Such factors might include changes in welfare policy (like 

OERA 1981), other changes in policies targeted to low-income individuals (like the Earned 

Income Tax Credit), or changes in national attitudes regarding welfare receipt that may have been 

linked to the welfare refonn debate.'" This approach incorpOrates the contribution of factors like 

these, although we cannot specifically identify the effects of each one on the rate of welfare 

receipt. Similarly I state fixed effects control for time-invariant differer,ces across states, such as 

I~Another measure ()( welfare receiPi that could be used as the dependent variable for !his analysis is the 

number of families, or cases, receiving benefits, Patterns in the welfare ca.seload over rime may differ across scares 

as the munber of child-<lnfy cases has proliferated at differential rates. All of the models reponed below have also been 

estimated using the log of the welfare caseload as the dependent vari.able and mainly find similar results. The main 

difference is that JOBS sanctions apparently have a latger effect on recipienlS than on cases. Tltis is consistent with 

tlle fae: that many of these waivers only sanction !he parent and maintain benefits for the children so that the case 

remains open even though the number of recipients fell. 

tJTI}e~e regressions are weighted by the State populatioo in each ycar to yield parameter e!!timates tlUK are 

representative of the entire .country, 


!~Previou;; studies of the \velfan: caseJoad thal use naMnal time series data (CEO, 1993) have diffiC1;.!ty 

comrolllng for·:tris rfPe of pattern in the data, The results presented in Moffitt (19S7) imply that it is important (0 


control for such "Structural shifts. ,. , 
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differences in industrial composition that may affect less~skjned workers or attitude-II towarcs 

welfare recipients, 

As shown earlier, it is also J'Xlssible that changes may be occ~rring over lime in otherwise 

unmeasured factors that differ across states, particularly demographic characteristics like the share 

of fema'e-headed households, Unfortunately, . published 'data on detailed demographic 

characteristics such as these are unavailablt~ at the state level each year. S'uch differences could 

be fully accounted for by including the interaction of state and Yf!:3.I fixed' effects, but a model 

including these interactions is under-identified. As an altemative, we include a state-specific time 

trend.' If the rate of increase in, say, female-headed households in a state is constant. this 

approach will control for these changes and provide an unbiased estimate of the effects of waivers 

and economic conditions on the welfare rolls. IS The effects of such changes, however, cannot be 

separately identiqed. 

Figure 4 presents a comparison of Florida and Georgia that, is intended to provide some. 
," 

, 

intuition for th~: statisticafmethodology and the manner in which the'effects of economic activity 

are estimated separately from other potential confounding factors, It should not be considered a 

rigorous test. The figure plots the difference between the two states in unemployment ~tes 

between 1984 and 1996 and in the share of the population receiving AFDC over !he same period, 

Taking the difference between the two states in each year controls. for any differences that affect 

<;:1' diffe,ences acruss states over time are nonlinear they will not be capturoo by tbe~ trends IlOd, if thtrl;e 
diiferen<:e4 are correlated with waiver awartl.$, the eslimated elT«i of waivers 00 the rate of welfare receipt will btl bjlls~{1. 
Although few candidates for such changes are readily apparent, one possibility may be the growth 1D. income inequality 
since ihe 1m 19701>, documented in the EcQoQmj" RewO pf the President (l997). 13lank and-Gard (1993) show thac 
the rate of grO\\lih in inequality has OOt been constant -and has va.rted across regions of me country; if these differences 
occur across StateS and are correlated with waiver policies they may intrtXfuce a bias in the results reported here. Future 
research should investigate this possibility in more detaiL 

II 
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, both suttes simultaneously. Because neither state received a waiver until late in the 1996 fiscal 

year, the di:ference in trends through virtually aU ofthis time period are unaffected by difference.~ 

in waiver provisions or their effectiveness. 

Throughout most of the expansion,of the middle to late 19805, unemployment in Georgia 

had been· somewhat higher than in Florida, Over this period. a steady difference, in the r,ate of 

AFDC recipiency is also apparent. This difference may be attributed to differences in the two 

states' welfare systems 'that do not change over time, attirudes towards welfare receipt and th~ like 

that are controlled for in the analysis conducted here. When the 1990-91 recession hit, 

-
unemployment in Florida rose considerably relative to that in Georgia, and the difference has been 

slow to re:;ede. Subsequently. AFDC r~ceipt shows an increase in Florida relative to Georgia, 

It is irnporta'1t to note that a delay in this ~nse is apparent as Florida's AFDC caseload did !lot 

begin to rise relative to Georgia's until 1991 or 1992. This timing of the response in the rate of 

AFDe receipt to changes in unemployment (and waivers) will be examined more carefully in ,the 

empirical a!1al ysis below, 

RESULTS 

Table 2 presents estimates from different statistical specifications based on the regression 

models represented by equations (1) and (2), In column I, the model does not include state

speCific lInear time trends and provides a baseline set of estimates to identify the effect of 

including these trends. In this model, the unemployment rate is shown to have a substantial effect 

on the rate of welfare receipt; a one percentage point increase in the unemployment ~te increases 
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the rate of welfare receipt by almost 5 percent. 16 States that were granted any major, statewide 


waiver had almost a 10 percent faU in the share of the population receiving welfare, based on 


'estimates in this mode1. Finally. benefit generosity is shown to be significantly positively related 


'0 APDC receip.; the share of the population receiving benefits increases by 3.2 percent for every 


10 percent increase in maximum monthly benefit payments. 


Column 2 presents estimates of the same specifi~alion except that state~specific linear 


tre:1ds are inclllded. Omitting these trends will introduce bias if they are correlated with the rate' 


of welfare redpiency and any of the other explanatory variables. Estimates presented here 


indicate that these conditions are present. As illustrated 1n TabJe I, trends in factors Hke female-


headed households and }X}verty t:&te5 across states are c?rrelated with waiver status, and ignoring 


these trends biases the estimated effect of waivers upwards. The estimated effect of introducing 


a major, 'statewide waiver falls from 9.4 percent in column 1 to 5.8 percent in column 2. The 


estimated responsiveness of welfare receipt to unemployment is also smaller in'this specification, 


One surprising finding in this specification is that more generous benefits are estimated to 


reduce the welfare rolls, although this effect is not significantly different from zero, n This 


finding is counterintuitive' and is the result of the statistical procedure that has absorbed a 


significant share of the variability in the data. In a model with State and year,fixed effe.cis and 


state-specific linear trends, the only type of'lariatlon that can provide statistical identificatio'n are 


'~Addi!iOtlaJ measures of cyclical activity besides. the unemploymem rate may have a signific3.Dt effeci on 

'l.'elfare receipt. Preliminary estimalCS using the rale of employment grov.1h v.ithin stares over time. however. added 

no additional exp:anatory power in models that also included tags of the unemployment rate. ' 


lilt is possible that tbis result is driven by a sort of policy endogeneity where shurp ilhanges 
cuts in benefit levels cx:cur in 'I'OOJXm!I<!' to swelling welfare rolls, provlding a oegative relat:ooship between these vltr;rlble-~, 

-Benefit cuts in California in the early 1990s:that occurred as CAWlrutds were rising in that state may be' an examp:e of this 
endogenel!y, 
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those resultir.g from sharp changes within a state over time'in the respective variables. Changes 

like rhLs are exactly whit are observed in variables like unemployment and, particularly. in 

indicator variables like U10se representing waiver status. AFDC benefits generally exhibit little 

of this sort of b.:!hav.ior; typlcally benefit increases are small and ben.efit cuts largely occ~r as 

inflation slow!y erodes the purchasing power of the benefit. Therefore l with little variation left 

"to ide.'1tify the effect of changes in· AFDC .benefits l the estimated effect becomes less robust, This 

becomes clear in ·the subsequent model specifications reported in this table where an increase b 

AFDC bC:1ef::ts i,) estimated to inc·r~ welfare receipt) although some of these effects are on:y· 

c 

margi.:1uJiy statistically significant. In essence. these results indicate that the methodology 

employed here is not a particularly powerful one to deterrnine the effects of the generos:ty of 
AFDC benefits '.'n the level of welfare receipt. 

Estimates In column 3 are obtained from a m~el that includes a one-year lagged measure 

of the unemployment rate within a state, providi.ng a more flexible specification of the timing of 

the response in .welfare receipt to ecoo.omic conditions. Lagged unemployment may be related 

to welfare receip~ if, for instance, the onset of a recession leads those low-income workers who 

lose their jobs to spend some time looking for a new one while drawing down their limited assets 

before applying for welfare. As a recession ends, these typically less~skined workers may be the 

last ones hired. Evidence appears to support this intuition, as lagged unemploymc·nt is strongly 

re:ared to .the share ·of the population receiving welfare. To interpret these findings, consider a 

1 ,percentage point inc~ in the unemploymenl rate that lasts fo: two years. In the second year, 

the sha.'"e of the population receiving welfare will be 4 percent larger (because the coefficier.:s on 
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the two unemployment measures are summed). States awarded a major statewide wajver are 

estimated to experience a 5.2 percent decline in welfare recipiency in this model. 

So far. waivers have been aggregated into a simple indicator variable that measures 

whether any waiver had been approved. Column 4 Pfesents estimates of the effects of each of the 

six major types of waivers studied in this analysis on the rate of welfare receipt. In this model, 

the only type of waiver that significantly affects the extent of welfare receipt is JOBS sanctions, Ii 

This type of waiver is estimated to reduce the share of the populatio:1 receiving welfare benefits 

by almost 10 percent. 19 Disaggn;gation of the waiver categories did not substantially cha.'1ge the 

estimated impact of an increase in unemployment. ". 

Or.e pOicntial shortcoming of the model presented in column 4 is that many 'waivers include 

several of the diffe....-ent types ~U at once, limiting the ability of the statistical analysis to sepa:ately 

identify their effects: Column 5 preSents estimates of a more parsimonious model that includes' 

whether the state r~ved any major statewide waiver and whether that waiver included JOBS 

sanctions, In ,this specification as well) no other type of waiver is shown to have a significant 

effect on, welfare receipt besides JOBS sanctions. Again, the responsiveness o~ the welfare roIts 

to the business cycle is relatively unaffected by the changes in waiver specification, The analysis 

reported so far has restricte,d the effect of waivers to be observed no sooner than the time the waive: 

was approved, This restriction does not all9w for the possibility that the waiver application process, 

the publicity surrounding it. and potential changes in case workers' behavior and attitudes may 

:~This fmtiing is consistent with Pavettl and Duke (1995). 

1 

f 

:i'J'ennin:ltiCnrlme limit \\-".livers are also: estimated to reduce the rare of welfare receipt, ,but the estimated effect 
is only Statistically significant at the 10 pen:ent !evel. 
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provide a signal to potential recipients that the environmen! in which the welfare system operates is 

about to change, It may lead some individuals contemplating applying for benefits to find other, 

sources ofincomf! suppon, whether from work or elsewhere. This possibi:ity is considered in column 

6, where the presence ofany statewide waiver and those including a sanctior. provision are included 

in the model at thl~ time the waiver was approved and, in separate variables, "a year before the waiver 

was approved (a "lead"). 

Estimates ofmedeIs including leads ofthe waiver measures are reported in Column 6 ofTa"le 

2.· The ''threat effh:e' ofapplying for'a waiver does appear to reduce the number ofindi\.':iduaJs who 

receive benefits the year before the waiver is approved; the share of the population receiving welfare 

is estimated to fall by 6.3 percent in that yesL In the following year no additional reduction is 
, 

observed. On the other hand, the effect of waivers that include JOBS sanctions is not observed until 

the year such a waiver is approved. ~ 
, 

One alternative to a causal interpretation of these fir-dings :s that those states whl:h 

. implemented waivers were am~ng the ones that experienced the most dramatic run-up in the:r 

welfare rolls' in' the late 1980s and 'early 1990s, This trend may have inspired the waiver request 

and r:1ean reverSion may be responsible for the subseq~ent decline in the rate of welfare 'rece:jJt 

relative to "other states, Tests of this hypothesis, however, indicate that waiver states did not 
, 

experience a larger-than-ave.rage increase in their welfare rolls between 1989 and 1993, In fae:, 

litfle relation~hip across states is apparent between the 1989-1993 increase and the 1993-96 

decline. 

The resdts reported i!'l Table 2 can be used to estimate the share of the reduction in we:fare 

receipt between ;993 and 1996 that can be attributed to economic g:-ow1:h and federal welfare 

waiveiS grar:ted ':0 states, The product of the estimated parameters fOf j say, unemployment and its 
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lag and the rt!spective changes in unemployment in each state between 1993 and 1996 provides an 

estimate of the predicted change in welfare recipiency over the period based' solely on cha!1ges in 

unemployment. The ratio of the predicted,change to the actual change indicates the share of the 

reduction attributed .to unemployment. An analogous e~ercise can be conducted to estimate the 

extent to which waivers contributed to the dedine in the welfare roils,.· Other unidentified factors 

wodd be responsible for the difference remaining after accounting for these 1\'-'0 eifects.2(1 

Table J p:esents the results ofthis exercise for several ~fthe statistical specifications reported 

in Table 2'. The results indicate that the decline in unemployment that continued through the 

economic expansion contributed about 44 percent towards the dec~ne in we:fare recipiency in mode:s 

that included both contemporaneous and lagged unem~loyment.ll Walvers accounted for roughly 

15 w 20 percent of the decline in models that ignore the pot.ential effects of an impending waiver 

grant. Once these effects aie induded (Column 6 afTable 2). estimates indicate that waivers can 

explain 31 percent of the decline in the share ofthe population receiving welfare. In this mo~el, other 

unidentified factors explain an additional 25 percent 

, 
,i 

A similar exercise coul~ be conducted for the 1989-1993 period that saw a tremendous 

in:;rease in'the rate of welfare receipt. As discussed earlier, the magnitude of the inc'rease is 

somewhat st.:.rprising given the,relatively mild recession in the period, The estimates provided here 

,, 

reinforce the mystery; changes in unemployment can only explain abo!.;; 30 percent of the rise in 
, ' , ' 

WSimply st>bttactiog I.be sum of the two effects frOID tOO ooly indjc:ues we contribution of other factors if no 
interaction between changes in unemplo>'IDen( and waiver policy on welfare receipt occurs. [t may be me case; [or 
example, d13.t waiver policies are more effective in states with low unempJo)'llleUt cales. Models that incorporateiJ this 
possibility were als:) estimated but the results indicated that the inieraction between unemployment and waivers was 
!lot st:lOs(£ca:ly significantly different frmn z.;:ro at conventionai significance levels. ' 

"Based on estimates from a model of the duration of welfare spells and permanent cltanSes in labor market 
conditiDns, Hoyues (1996) estimates that a ~a1 economk expansion would rum: in an 8 to to percent reduction 
in the welfa:e castload. This estimate is somewhat higher than the findings presented here and the difference is 
consistent with the fact that !he current expansion is ongomg and, i!lerefcre, does no! represent a permanent change 
in labor market conditions. , 
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welfare rolls, Waivers were relatively new by 1993 and are found to have very little impact on the 

share of the population receiving welfare; in fact, they are expected to lead to a-small decline. That 

leaves roughly 70 percent of the rise ur:explained by tins statistical analysis. Other forces that are 

more difficult to quantify must have been changing over this period> contributing to the increase. 

DISCUSSION 

The findings presented in this paper indicate that a robust economy and federal waivers 

~:owlng states to experiment with new welfare policies ha~e each made large contributions: towards 

reducing the rate ofwelfare receipt. The estimates provided here suggest that over 40 percent of the 

decline in welfare receipt between 1993 and 1996 may be attributed to the falling unemployment rate 

and almost one-third can be attributed to the waivers. Other factors that are not identified in this 

analysis are responsible for the remainder, 

The methodology employed in this analysis poses two problems in interpreting these results., 

First, it is possible that the estimated effect of waivers on AFDC receipt may. be capturing the 

ten~ency for states ""ith shriOking welfare rolls to be the ones most willing ,to experiment witb waiver 
, 

policies.21 Another sl!.ortcoming of this research is t~at it cannot detenmne the outcomes for those 

individuals who otherwise would have coUected benefits ~ad waivers nor been granted. Additiona1 

research that can determine how individuals' fare under the alternative waiver provisions, ra~her than- . . 

an aggregate analysis examining the share'ofthe population receiving welfare', is dearly desirabie to 

help address this issue, 

:.roue might expect stateS with difficulties in holding oown their welfare rolls w experiment withllpproacht:s 
to achieVe that em!. This sort of pOlicy endQgeoeity would bias the resu.lts towanls finding a positive relaflonship 
betw:;:t::n waivers and the rate of welfare receipt 
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DATA APPENDIX: DEFINING AND CODING WELFARE WAIVERS 


Most waivers awarded to states include a multitude ofprcivisions that vary in the degree of 

their implicmicns, Some affect the entire caseload while others affect a very small segment, like those 

:hat were introduced in pilot sites, such as a few counties. Some contain generally standard 

provisioas while mhers are more complicated and require some judgement in categorizing them. In 

this paper, six major types of,waivers that were implemented in most, if not all, of the state are 

considered. This appendix will provide some background regarding each of these different types of 

waiver'S) and how they have been coded for this analysis. 

Tenllill:ttion and \\lorkwRequirement Time Limits. Under AFDC, families were entitled to 

receive benefits as long as they met the e1igibility requirements; states could only impose a time limit 

. on the duration ofbenefit receipt uthey were granted a waiver. Several states received such a waiver. 

to implement to two main types of time limits. Termination time limits result in the loss Qfbenefits 

for the entire family or just for the adult members, -depending on the individual state's plan. While 

most states set a limit of24 months or so for all recipients, other states had variable time limits. For 

example; Iowa's plan called for recipients to develop a self-sufficiency plan that included individually

based time lirr.its, and Texas limited benents to 12) 24, or 36 months depending on the recipient's 

e~ucation and work experience. Illinois provides an example of a state that contai~ed this type of 

waiver provision but that is not coded as such here because it applied to a small fraction of the 

recipients (those with no children under a.ge 13). 

2Q 




Work-requirement ~ime limit waivers continue to provide benefits to adult recipie~ts who 

reach the time limit as long as they comply with mandatory work requirements" For example, 

Massachusetts requires recipients unemployed after 60 days of l\FDC receipt to do community 

service and job search to earn a cash "subsidy." California requires individuals who received AFDC 

for 22 of the previous 24 months to participate in a community service program for 100 hol.:!"s per 

mor.:h. New Hampshire alternates 26 weeks e3;ch of job search' and work·related activities for 

re:::ipients; West Virginia's plan only requires participation in its work experience program by one 

parent in two-parent AFDe-up cases, which are a small share ofthe total caseload, so it is not coded 

. as a work.requircment time !imit 

Some time limit waivers contain more complicated provisions that make them diffic'Jlt to 

code. For im:tance, Delaware req~ires "employable" adults to participate in a pay-for-performance 

work experience program after receiving benefits for 24· months~ after 24 months of program 

pa."iicipatiort, the family completely loses cash benefits, Time limits with provisions such as this have 

been coded ~s containing both termination and work requirement provisions. Washington's plan is 

a grant-reduction time limit, rubtractmg 10 percent ofthe benefit for those who have received benefits' 

for 48 of60 months, then 10' percent for every 12 months thereafter. Because the time fraf':1e before 

a significan~ redlJction in benefits could occur is so long, no time limit is coded for Washington. 

Family Caps., Under AFDC, a famity's benefit level depended upon its size, so if a recipient had a 

baby the grant amount rose. Family cap waivers allowed states to eliwJnate Or' reduce the increase 

t"'1 benefits when an additional crjld was born. A few states, like South Caroiina, provide vouchers 

for goods ar.d services wonh up to the amount of the denied benefit increase~Others ?!Iow child 
I 
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SU;lport cOllected for the additional child to be excluded from MDe income calculation, Ai! family 

cap waivers except New Jersey's exempt children conceived as a result ofrape or incest from the 

family cap, S~veral states, such as Wisconsin, Massachusetts and Illinois. specify that a child born 

or conceived after a family no longer receives AFDC can be denied benefits if the family returns to 
, 

AFDC' 

JOBS Exemptions, The Job Opportunities and Basic Skills Training Program (JOBS), part of the 

1988 Family Supp~)[t Act, provides education, training and work experience activities to .4..FDC 

recipients who did nOt fall into one of the exemption categories, "The exemption categories were 

rather large, however. For instance, parents with children under age 3 were exempt and those'with " 

chiidre~ under age 6 could only be required to participate if the state guaranteed child Care. Some 

states requested a waiver to narrow the exemption criteria. The most commonly requested_ walyer' 

requi:-ed parents with young children (sometimes as young as 12 weeks) to participate in JOBS. 

Otber waivers allowed teen par:::nts attending school and people 'working 30 hours a week to be 

cons;cered as JOBS participants. Ha:vaii had a JOBS waiver approved for a pilo: site in Oahu, where 

a large share of the state's population lives, so it was coded as statewide. 

JOBS Sanctions. Some states found that the sanctions for non~compliance \Io1th JOBS were not 

strong enough to motivate unwilling participants; they requested and were granted waivers to impose 

harsher sanctions. Twenty-two of the states were allowed to impose full-family sanctions (stich as 

suspension of the entire family'S AFDe grant) after"a continued period ofnorihcornpliance. Other 

states :-equested lougher sanctions imposed upon the recipient omy, leaving the children on the 
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welfare rolls regardless of the parent's behavior. An informal survey of state welfare agencies 

conducted by the Council of Economic Advisers indicates that the l..:.se of sanctions has varied 

cor,siderably across states. Some states have been very aggressive~ sanctioning large numbers of 

recipients while others have sanctioned few, if any, For example, over the 1996 fiscal year Missouri 

reported sanctioning an average on, 100 people per month, including sanctions of different severity' 

levels, Masstlchusetts terminated benefits for 1,200 families in 1996 for failure to comply with 

t~ininglwo!k requirements. On the Qthe~ hand, Georgia sanctioned few recipients in 1996, 

Eornings D'isregard. Without a waiver, indi"";duals are aIlmved to keep $30 plus one-third of all 

additional eariLings for the first three months of benefit receipt (the "standard AFOe disregard"). 

After that almost every dollar ofeamings results in a dollar reduction' in benefits. Some states 

received state\"'llide waivers to improve the economic incentives for recipients to work by increasing. . 
earned income disregards. The changes ranged from removing the time limit on the standard MDe 

disregard·:o disregarding aU earned income up to the poverty line. 
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- - --- - -- ----~,~~,- -, . 
Approval Dllt~ of Major Sialewide Welfare Wai\'eIS in lhe Bush.nnd Clinlon Adininisu alions , 

-  ---  ----  -
Slale Any Major leITH. wort: req. family cap JOBS Esmings Disregard Sanctiolls 

Statewide Waiver time limit time limit 
~ ---
Alabrurta . 
Alaska -

, 
Arizona 5(22/95 5(22/95 5(22195 5122195 --  -
Arkansas 415194 415194 , 

California 10129192 9/11195 8119196 911 1195 8119/96 10129192 

Colorado , 

Connecticut  - 8129194 12/]8195 12118/95 12118/95 8/29194 12118195 8129194 8129194 

Delaware 51Rt»S 5~5 5/li/95 5/8/95 5/8/95 5/li195 5IRNS . 
DC . 
Flmida 6/26196 61261% 6(261% 

, - . 
Geolg)S 11/1193 6r.W94' • - 111l/93 6124{94 11Jtl93 

Hawaii 6124194 8/16J96 8116196 ·6124194 8116196 

Idaho 8/19196 8119196 8119/96 

Illinois i 112319J 9130195 '6126196 913{WS 9n0195 11/23193 6/26/96. 
Im:!irulll 12115194 &116196 12/15/94 12115194 .12115194 . 8I1619l1 

Iowa 8/13193 4111/96 &'1 ]193 8/1-3/93 4/11/96 8/1.)193 8113193 

Kansas I , 

KentuckY ' 

Louisilma I -
-, 

Maine 
. 6/101% 6/10/96 

Maryland S/!4f1$ 8I1619l1 8114/95 8116/96 8/161% 81l6i96 

Mas.<tachusetls 8/4195 8/4/95 S/4195 814/95 814195 814/95, 
Michie:atl 811192.10/6/94 8/1192 10/6194 8/}/92 101_ 

M' "'llL 
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-- --- -- ---. -- ~.---
---- _. - ----- --

Stale . AO'lMajor l!::ml. \\.Qrk req . family cap sims r..amings Disregard Sanctions 
S!'nlewide Wai ....er time limit lime lintil . 

- -----

Mississi......j 911195 9/1195 

Missouri 4/18195 4118195 4t!8195 

Montana 4/1iN5 4!liNS 4118/95 4/iR1?5 

Nebra3kn ' 2f27N5 2/27/95 2/27/9$ 2127195 2127195 2/27/95 

Nevada . , 

-
New Hamnshirc 6/18/96 6ftS/96 6/l8196 . 6/18196 611&196 

lk\:.:'J~___ ___ __7/Im 711192 7/1192 7/1/92 711192 

New Mexico 
-

Ne\v York - -

i North ClUulina 2/5196 215196 . 2/5196 2/5196 2/5/96 

North Dakota 

Ohio 3/13196 3/13196 3/13196 3113196 

Oktah(nntl. I , 

01'('11011 111 $192 31281% 312&'96 7115192 31281% 1128/96 

Pennsvlvania 

Rhode Island I 

South Cllrolina 5/3/96' 513/96 S/3!96 513/96 5/3/% 
i 
Souto Dakota 3/14/94 3114194 

, 
~lt4~-L_ 

Tennessee 7/25196 ' 7/25/96 7/25/96 7/25/96 7/25196 7flS!% 

Texlls 3122196 3122196 Jfl.2/% 3n2/96 

Uiah lo/S192 1015192 IO/sm 10/5/92-----

Vennonl 4112193 4112193 4/12193 4/12193 4/12/93 

Virninia I 711195 I 711195 711195 711f95 7/1/95 711/95 

Wasbinaion 9/29/95 9fl9195 

Wesl Vir'fi!;ia 
, 

7/31/95 7/3l/95 

Wisconsin 6t24194 8114195 6h4194 8/14/95 8/14/95 
• . . 

. 
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Table I: State Characteristics Over Time, by Welfare \VaiVfJf Status 

, 

States without Major 
, 

States with Major Statewide, 

Statewide Waiver Waiver 

Short-Term Changes, 1993-1996 

, 
(I) (2) (3) (4) 

Characteristic 1993 '1996 1993 1996· , 

, 
; % of population receiving 

, 
4.7 5.5 4.75.3 ,, , 

iAFDC 
, ,, ,, ,

• 

II unemployment rate 
, , 

, 7.1 5.5 I 7.1 
, 5.4, , , 

, , , 
, , ,, 

max AFDC benefit (3 person 453 421 420 386 
family, 1996 dollars) · · · 

Long-Term Changes, 1980-1990 

, , 
, 

1980 1990 . 1980 1990 
, 

, " 
, 

Ii 
, , 

Poverty Rate 13.1 14.0 12.3 12.9 
, 

, . , . 
I 

, 
% of Families Headed 14.5 17.0 13.7 15.7 
bvWomen 

, , , , , 



Table 2: Effect ofEconomic Activity and Federal Welfare \\'aivers , , 

, on Rate of AFDC Recipiency 
, (coefficients multiplied by 100. standard errors in parentheses) ,, 
, , 
"VARIABLE (1 ) (2) (3) (4) . (5) (6)II, , , 

ilag of ma:<imum )2,23 ·5.91 7.93 11,0) 9.99 8.61, , ,, AFDe benefit , (5.10) (4,80) (4,80) (4.88) (4,82) , (4,83) , 
, 

. , , 
unemployment fate 

, 
·0,90 ·0,91 ·0,77 

,
4,73 3,10 -0.86 

'I
, (0.35) , (0,26) 

, 
(0,43) (0.43) (0,42) (0,42), , 

, 
, lagged 4.97 4.86 4.94 4,79 

~. 

unemployment rate (0,42) (0,42) (OA1) (OA1) 

any'statewide -9,40 
, 

·5,18 -5,17 i ·1.64 2,26, 

welfare waiver (2.26) , (1,94) (1,74) 
, 

(2.05) (2.38) 

JOBS sanctions ! 
i ·9,69 I ·8.35 ' ·6,96 

i 
, (3.00) , (2.59) 

, 
(3,11) Ii, , ,, 

, , 

Ii
, JOBS exemptions , 

2,64 
, , 

, 

i 
, (3,09) , 

i 
, 

, 
termination ' ·6.37 

,, , , , 

time limits I (3.74) 
, I . 

, , , 
, , , , , , ,
I ,, 

work requirement 
, 

2,86, , ,, , , 
time limits , (2,83), , 

!I family cap' ! ·0.49 , 
" 

, , , , 

I 
, 

i- (2,76) 
,, 

, , , 
, I, earnings disregard , 0.11, ,, , 
, , (2,16) I , , 

i lead of any -6,28 ,, , 
statewide waiver (2,21) 

, 
. , I 

, lead ofJOBS , - ·1.50, ,, , 
sanction waiver (2,60) 

I 
, 

state fixed effects 
. , 

x x x x , x x 

, year fixed effects x x, x x x X 

state-specific trends, x x X- x X 

Note: The dependent variable is the share of the population receiving welfare, measured in 
natural logs. 



•• 

. • 

• 

: char;ge in unemployment 23.9 30.8 30.5 30.4 
.. (2.0) , (2.7) (2.7) (2.7)

• 

69.5 69.6 . . , 

•. •• · • .other · 76.1 69.2 · · · 

•·· · 

r Table 3: Percentage of Change in Welfare Recipients 
Att'btbltD'f!in u a 1 erentFeta ors• e 0 

·• {Standard Errors tn Parentheses) 
· · · 

. Based on Results in Table 2, Coluum: 
(2) (3) (5) (6) 

.: · 1993·1996 
· ·I 

·447 44.4 44.1change ift unemployment 31.3 
'-. "') i 

• (3.2) . (3.2)(2.7) P·k · 
• 

21.8 30.9 

I
:: welfare waiver approval 14.9 13.3 

(6.2) (9.2)(5.0) (4.5) 
·· : other 25.053.8 42.0 33.8 I 

• 
,· · i 
• 

, 1989·93· · · 
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Figure 1 


Unemployment Rate and Rate of Welfare Receipt 
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Figure 2 


Reduction in Welfare Recipients and Unemployment Rate 

. . 

1993 to '1996 
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Figure 3 


Number of Approved Statewide Waivers 
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A Comparison of Florida and Georgia 
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EXECUTIVE SUMMARY 


, ..: ',.,,'.. ,' 

.' " .' 

• Laz'ge increas~s over the last t'VIenty years in the numbers of employed' moth'ers , 
young child.-en has more than doubled the number of young children !n non-pare 
by 1995 there were almost 10 million crildren under 6 with employed mothers 'f 
parer.tal care. This trend is likely to continue as wetfare reform,moves many mot 
young children off welfare and into the workplace. 

• Many families with young children and employed mothers rely on informal, low 
cost care supplied by relatives. But over half of these families p1Zchase child can 
those 'WithOut access to subsidized care, child care costs can be a sizable fmanda' 
This burden is particularly heavy for poor families: Poor families who pay for ch 
for their young children spend an average of 18 perc""t of their income on child, 
compared to 7 percent for non-poor families. 

• There is also reason to be concerned about the quality ofcare: Recent surveys of 
care centers, and family day care bomes'fow:d tha! t.'le majority ofchild care was 
high enough standard to have a positive impact on child development, and a d.isn· 
fraction was of a level that could threaten ""e child's health and safety. Quality p 
are particularly serious for infants and toddlers and for children from low-incomt 
families. . 

• Potential economic arguments for intervention in the chHd care market include e: 
benefits, infonnation problems and redistribution. Ths paper reviews these ariw 
and the related evidence. 

• Subsidizing ,?ork-related child care expenses raises the effective return to workil 
thereby increasing the mcentive to work. Evidence suggests that child care subsi 
increase both the employment ofmothers and the use of paid care among workil 
motherS. Based on the estimates from the ernpiricalliterature. it appears that a 2( 
decrease in the cost of care for working mothers V.1th young c..llildren who are be 
percent of poverty is associated with an increase of 122,000 to 490,000 more rna 
working and 124,000 to 318,000 more young children in peid ·care. Regulations 1 

increase the quality ofcare but may also increase provider costS and the price pa 
thus driving some providers ou: of the market and inducing some parents to swit 
unregulated .care., 

• Remaining gaps in knowledge prevent comprehensive analysis of policy options' 
are virtually no s'Jldies that examine the responses of the low~income populatior, 
care policy; most of the evidence reviewed in this report is based on studies of a 
general population. Since the responses of the low~income population are likely 
from those of the population as a whole, our ability to estimate the responses of 
income population to child care policy is r.ecessarily limited. In addition, there a 



areas in which additional information is needed to evaluate policy options. First, while 
there is a large body of evidence On the relationship between child care quality and child 
development, policy design would benefit from more specific information about the 
nature ofthe link between attributes of ca.--e arid child outcomes; one unresolved question, 
for example, is how different attribu:es of care interact with each other in affecting child 
outcomes. Second) we lack information abou~ the effect of regulations on the price ofcare 
and on parental use ofregulated care. Finally, we have only limited - and incomplete
evide,ce ofL"e effect of child ca.." subsidies on the quality ofcare purchased; althouglf 
the existing evidence suggests that parents do not respond to child care subsidies by 
purchasing higher quality care, there have been only a few studies on this topic. Finally, 
L'lere is virtually no infonnation about the quality and supply ofun.... gulated care. These 
areas should receive high priority in future research, 

II 
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OVERVIEW OF CHILD CARE 


. 
Between 1977 and 1993, the number of children under 5 v,ith employed mothers in non-parental 
care more than doubled' (see graph). By 1995, there were almost 10 million children under 6 
with employed mothers in non-parental care.: This surge is attribu:able to a combination of 

•'increases in haL'! the nu.'1lber ofyoung children in dualMeamer famities and the numbe: ii:. one~ 
parent fa."Ililies with an employed pa.rentl 

Number of Children with Employed Mo:hers in Non-.parental Care Modes of careT-
Non~parcntal care can take many 
different forms. A distinction 
should be Grawn between unpaid 
care iL'1d paid care. Care provided 
by relatives is usually unpaid ~~ in 

,1993,only 17 percent of care 
provided by a relative involved 
payment -- while 90 percent of care 

, provided by centers or family day 
care hones involved payments." 
Over time employed mothers have· 

3~--~~-~·---··'--~_~~---W shifted their care arrangements from 
, 1977 1979 1981 1983 1985 1987 19S9 1991 1993 patents or relatives to modes of 

child care" more likely to involve 
direct payments.' In 1993, about 56 percent of fa.'11ilies with an employed mother and a child 
1.l:J1der 5 used paid cate.6 Some families use mult:ple m9des ofcare for a'given child; for example, 
in 1995, 9 percent ofparentS used mUltiple child care arrangements.' MUltiple arrangements are 

'Casper (1996) . 

.'U.S. Department ofEducation (1995). Numbers refer to children not yet in kindergarten" 
In addition. there were approximateiy 3.4 minion children under 6 with non-employed mothers in 
non-parental care. ' 

'Hernandez (1995). 

'Casper (1995). 

'Hofferth (1996). 

'Casper (1995). 

'Hoffer,h (1996) 
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particularly common for low~income single mothers: 45 percent ofiow-mct?me preschoolers in 
families headed by an employed single mother were in more than one care arrangements on a· 
regular basis. S 

Paid cafe comes in several varieties. The most comnlon are child care centers, fa.~ily day care 
home.s (in which a non-relative car~s for one or more unrelated children in the provider>s home), 
and in~home. non~relative sitters. There has l:!een a shift over time toward more use of center care 
and less use offamily day care. In 19&3,26 percent of young children with an employed mother 
had t...'1eir primary care arrangement in center care and 24 percent in a family day care home; by 
1993, these numbers had changed to 30 percent and 17 percent respectively.' (see graph). Use of 

cer:ter~based care tends to increase· 
Percent of Ct)lIdren of Emp(oyed M¢thef"$ in Differef'i~ Types of Care, 1993 with the age of the child and with 

/'ion>Rellltive in the income of the family. to 

, 

Ctilld's.Hof!l$ 

The cost of c'arc 

The price of paid care represents a 
substa1.tial fmancial burden to 
parents who l~ck subsidized care, 
and a prapo'rtionaHy much larger 
burden for IQwer~income families, 
In 1993, among families with 
employed mothers and young 

m_......... »>t"'........ -"""II""_ chHdren who paid far care, those 
earning less than $14,400 per year 

spent ~ average of25 percent of their income on child care compare'd to under 6 percent for 
, families with annual incomes over $54,000, 1hls financial burden varies with the mode of care; 
the average weekly cost ofcare in 1993 was $57 for family day care, $65 for organized child care 
(center or preschool/nursery), and $83 for an inRhome sitter. I I 

The quality of care 

In addition to concern about the fmancial burden ofcare. there is concern about the quality of 

'Phillips (1995). 

'Cusper (1996). 

"HofferL~ (1996). 

"Casper (1995) 
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care. If children are placed· in child care settings that are unsafe or unsanitaryl they can be in 
grave danger of harm. Co:e that endangers children's health and safety imposes costs au the 
children, their pare"ts Il1ld society as large. Among these costs are the fInancial COSts of 
children's ilbess and hospitalization, and resultant parent.labse"ce, from work." In addition to 
making sure that chHdren are not harmed in their care envirol'lment, there is a COncern over 
whether the care promotes and enhances the child's developm."t. 

'Quality' is n multi~irnensional concept. It is not easy to give a u.~~demensional 'quality racing' 
to a chHd care setting "'Yhen a wide varie:ty of factors interact to determine the quality of care 
received. Additionally, • dearth of infoan.tion about unregulated child care providers 
compounds the problem ofaccurately assessing the <quality' ofcare that children are receiving: 
However, two recent studies ofregulated providers - one of child care centers and Due of family 
day care homes - produced some disturbing evidence of the quality of child care. The ,tudy of 
centers found that 86 percent of the centers surveyed provided mediocre or poor~qua1ity care ~~ 
when judged from the perspective of child deve10pment - and 12 percent were of such poor 
quality that the children', basic health and safety needs were only partly met. The family d.y 
care study found similar results: 91 percent were judged to be of inadequate or of only adequate 
quaHty, II (t is: not dear whether centers or family day care homes are cn average of vJgher 
quality. Centers tend to have more highly trained staff. but also have larger g:-oup sizes and lower 
staff·chlid ratios tha."l family day eare,14 

The quality of care varies ",ith the age and income of the children, Evicence suggests that infants 
and toddlers may be disproportionately in unsafe and unsanitary care settings. The study of 
centers, fbI' example, found tpat almost ha{fofinfants an~ toddlers were in rooms where 

. children's basic heal!." and safety needs were not met" And while the distribution of children 
across centers ofdiffering quality does not appear to vary v.ith the income of the children, there 
is evidence that the informal and home~based care for Jow·income children is of lower quality 
than that rec:eived by higher~income children, L6 Given that poor children are much less likely to 
use center4 based care,17 this observation suggests that these children tend to be in lower quality 

"See e.g. Beli et al. (1989). 

"Helbu.'11 and Howes (1996). 

"Walker (1992); Blau and Hagy (forthcoming); Blau (under revision); Waite et al. 

(1991). . . 


"Cost, Quality and Child Outcomes in Child Care Centers (1995). . . 

"Phillips (1995). 

"Casper (1996). Twenty percent of poor children under 5 with employed mOloers were in 
center~based care in 1993, compared with 31 percent of non-poor children. , 
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care than higher income children. 

CURRENT FEDERAL CHILD CARE POLICIES 

Federal policies to reduce the cost of care 

Several policies of the federal government reduce the costs of child care for working parents. , 
These include the Child and Dependent Care Tax Credit (CDCTC), the Exclusion of Employer 
Contributions for Child Care Expenses, and the Child Care and Development Block Grant 
(CCDBG). (,ee box on next page). 

Although we know wh~t the state income eligibility requirements are for CCDBG funds, we do 
not have any available data on the percentage of their eligible population that states are currently 
funding. Some data from the four programs that preceded the current CCDBG suggested that 
approximately 1 million children under the age of 13 were receiving federally subsidized care, 
out of approximately 10 million children under 13 with working mothers and family income that ... 
was less than 200 percent of poverty. \8 Although some of these families can benefit from the 
CDCTC, many do not; they either cannot claim the credit at all because they do not have any 
income tax liability, or they do not receive the full benefit of the credit because of low income 
tax liability. Consequently, the vast majority ofchildren with working mothers below 200 percent 
ofpoverty receive no -- or almost no -- federal subsidies for their child care. 

Government policy that pertains to the quality of care 

The 1996 Personal Responsibility and Work Opportunity Reconciliation Act requires states to 
spend no less than 4 percent of their CCDBe} funds on 'quality-enhancing' activities. 19 The 
federal government also requires states to certify that they have requirements to protect the 
'health and safety' of children served by CCDBy providers. States, however, are free to design 
the actual requirements that meet these aims.2° 

"Child Care Bureau (1997). 

19U.S. House of Representatives (1996). No data are currently available on how much the 
states spend and how they spend it..However, under the earlier program, 7 pe~ent of CCDBG 
expenditures in fiscal year 1995 were used to improve the quality of child care. Of these funds, 
two thirds were used for monitoring and child care resource and referral (Child Care Bureau 
1997). 

2°Child Care and Development Block Grant Act Section 658E. 
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FederAl Policies to Reduce Ibe cost of child carc 
-

-Average Eligibilitygram DeKription To! I Federal 
award Exr endirures 

eTC] Non~refundable, tAX credIt for taxpayers $443 in fiscal Those with federal income tax liability. According to Treasury estimates, this Esl mated to be 
who incurwork·related child care generaUy includes taxpayers: with income above the poverty level. Due to low $2. hillion in 
?pense5. Rate phased down for higher 

year 1%8. 
tax liabilities, a !!!:)(p~yer may not receive the full amount of the credut until his Fisl a! Year 

Incomes· or her income excee<is •• depending on family composition ~~ 140 to 160 percent 19! 8. 
of poverty. ' . 

.. 

Families with participating employees, Employers are allowed to exclude the For families Est imllted to be 
pravision of child and dependent care 

ployer Exclusion 
wilh high $g~ omillion in 

or emplfJyee contributions to such care margimli tax 1year 1995,Co" 
rales, worth 


income and social security eamings, 

accounts from employees' taxable 

much more 
than ,
CDCTC. 

. 

DBG Block !j.rant to states that can be used . Federallnw ensnres that states can only use block grant limds to serve families £2.9 billion in 
to subSIdize child care for parents who 

Aveufe' 
federa wilh incomes. below 85% ofstale medIan income and must use at leasl 70% of FY I997,.,sub$idy is .Iheir mandalory and matching funds for ramilies on TANF, transitioning ftOm 

relnled activities or e ucation 
are working or partic~ating in work~ 

TANF. or at fisk of becoming eH$ible for TANF. Within these requirements,$66[1'1progr.ams. state$ have set a wide range ofeligibility thresholds. ", Data on who ·~among the 
eTi~ible ~~ has been funded are not yet availnble for the current program, bUI 
19 5 data on the old CeOBG program indicate that over S5% of families funded 
were under 150% of poverty. and all but 1% wefe under 200 percent of poverty.! 

wee ' 

. .. 
PRWORA allows states to transfer up!'IF n. otal annual 
to 30% cflheir TANF block grant into TAl F block 
the child cate Clr social services block grar to t.he 
¥rants. but no more than 10% of the stalt s is capped

'ANF block graut can be used for the ,,$ 6.4 billion 
sodal services block grant 

. ISource: Treasury materials. 

~This program is a consolidation (under PRWORA 1996) of (OU( previous subsidy programs: Aid to Families with Dependent Childfell. Transitional Child 
Care, At~Risk Child Care Dnd the ChUd Care and Development Block Grant Program. It has been estimated Ihal PRWORA increased federal funding compared to the 
programs it replaced by about $4 hiUion over the six: years FY 1997· FY 2002. (U.S. House of Representalives 1996). 
'. . 

'JIBS materials based on CeDRO data from Fi$¢Ill Year 199$. 


4American Public Welfare Association (1991). 


lChild Care Bureall (1997): 




· Regulations and licensing provisions are determined at the state or local level a.1.d va.; wideiy.:u 
Licensing standards apply only 10 licensed or regulated child care providers, and S\ales are free to 
detennine the providers to which licensing standards will apply." In the case of family day care 
homes, most states exempt small providers from licensing requirements.2J Consequently, an 
estimated 82 to 90 perce;:}t of-family day care homes were unregulated in 1990.14 These 
l4'1.Iegulated homes are all eligible to receive CCOBO fundir.g, as long as they fulfil the state's 
<health and s.uety' requirements.1$ 

ECONOMlC RATIONALES FOR INTERVENTION 

Child care is a rapidly growing industry> involving substantial costs to large numbers ofparents. 
the government current:y intervenes in this market, as discussed in the previous section. Here, 

* 	 we review the economic rationale for government intervention in the child care market, as well 
as the choice of policy instrument. 

OVERVIEW: WHY AND HOW DO GOVER."'MENTS INTERVENE IN MARKETS? 

From an economlc perspective, two issues must be addressed in thinking about child care policy, 
First, is there an economic rationale for the government to intervene? Second, if SOt what is the 
appropriate type of" intervention?· . 

Reasons for government intervention can be broadly grouped into two categories: market 
imperfections and redistribution. Market imperfectior.s fall into two types: external effects and 
informational. imperfections. Ifprivate actions impose:benefits or costs on society which the 
market participants do not reap Or bear, L'1cn the decisions ofprivate individuals may not be 
socially optimaL If consumers do not have the infonnation necessary to make appropriate 
choices the government may be able to provide ,information t.+tat improves their ability to maker 

choices. Government intetventlon on redistributive grounds might be motivated by a desire to 
decrease in,~ome inequality! or to ensure that access to a particular service or conunodity is not 
conditioned on income, 

The economic justification for government intervention requires more than the identification of a 
market failure or rerustibutional goal. In the case of an intervention to correct a market failu..--e. 

"U.S. House ofRepre~en\atives (1996). Sec also CCDBGA Section 658£ 

"CCDBG Act Section 658E. 

"U.S. House of Repre,entatives (1996) and Children's Foundation (1997). 

"National Association for the Education of Young Children (1991). 

"CCDBG Act Section 658£ 
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. the government must also be able to identify a policy that allows it to intervene in such a way 
that the costs of interve!1tion a.--e less than the benefits. Even when the goal is redistributive, it is 
important for the government to seek policies th?t achieve the desired redistribution at the lowest 
cost. 

The goverrunent has a variety oftocls at its disposZ1 including regulation, mandates, information 
provision, subsidies. and direct provision oft.i.e good in questior., The appropriate poHey tool 
depends on the rationale, for intervention, 

• 	 lfthe problem is one of an external benefit, then the government might want to induce 
greater consumption through subsidies or through direct provision. Which is more 
appropriate depends on the respoIl5iveness ofconsumers to the relative price of the good, 
as wel! as to the government's efficiency - relative to the private sectOr- in producing the 
good. Regulations or mandates are also a possible tool for addressing external benefits 
although the benefits from regulation mUSt be weighed against the costs of regulation, 
These costs indude the potential for regulations to drive up the cost of the good and to 
drive-: providers of the good out of the market; in additio:l. the government incurs 
administrative expenses in regulating and enforcing the regulation. Providing 
information is unlikely to be an effective instnunent for adcL.-essing under-consumption 
caused by extern2l benefits. 

• 	 If the issue is one of information imperfections, then the provision of information, or of 
regulations that reduce W1certamty about quality are possibilities, Subsidies are unlikely 
to prove useful in addressing an information problem .. 

• 	 If the goal is redistributive, then subsidies or direct provision could be appropriate. 

Further consideration should be given to whether the government should ;>TOvide a 

general i.ncome transfer or a subsIdy that is specifically tied to the good or service in 

question. 


GOVERl\'NlENT INTERVENTION IN THE CHlLD CARE MARKET 

External benefits from child care 

In recent years tl;tere has been a growing awarehess of the substantial and long-lasting effects on 
children ofthelr experiences in their first few years. Children's health and emotional weB-being 
in these early years are critical to their future behavior and development. Consequently, . 
government investments in young children can yield substantial returns over the child's life,16 
Such govemment intervention may be desirable jfparents do not invest enough in children since 

26See COWlcii ofEco:1omic Advisers (1997) for a discUssion of the long lasting effects on 
children of investments made in the first few years. 
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the parents are not the only beneficiaries. Such an external benefits argument has often i 
made to justify government intervention in education.v Ifchild care in the early yearS ( 
also produces benefits to the child and to society in the fo:m of the child's current and 
subsequent development and behavior, then the government might want to intervene to . 
that chilcren receive such care. Given the importance of the early years for future devel( 
if a li.'1k can be established between child ca...e and developmental outcomes, arguments 
government intervention in eiementary and secondary education apply with even more f 
the child care market, 

The question of whether child care can enhance child developmem is separate from the i 
\ffiSafe and unsanitary child care can endanger children. There is no question that unsafe 
unsanitary cl>ild care can hann children, and another section of this paper exa."!1lnes pote 
government policy, to protect children from harmful care environmer.ts. Here we examin 
whether child care can promote child developmenl The link tha: is usua!ly made -. the e 
is reviewed below _. is not berween child care per se and chi!d development. but betweel 
quality child care aild child development. Therefore. goverrunent intervention for reason 
exte:na! benefits sl;lould be de'signed to promote high q'.illJity ehiid care, rat..\er than child 

. more generally, 

Evidence of benefits of child care 

Children's development is determined by many factors; characteristics of the child, the f 
environment, care outside the home, and the larger social environment all influence 
development. But as part of L.i.is intricate. interactive process, child care can have import 
effects on child development. Much of what the field has 1ea."Tl:ed about the effects of ch 
quality on child development come from studies ofprograms such as Head Start and oth 
educationally~oriented programs designed to promote cr..il~ development and improve c1 
readiness for schooL Such programs, which are typically offered as part-<1ay programs f( 
to five.yeat olds" are different from the full-day care needed by manY employed mother. 
provision and promotion of educationally~based programs such as Head Start is an impo. 
topic beyond the scope of this report Here we examine what is known about the effects! 
attributes of child care more broadly on child development, 

Comprehensive reviews of the large literature of the effecjs of child care report that the c 
child care·· in both centers and filmily day care·· is closely linked with children's soei, 
cognitive and language development, both at the time of receiving care and in late: ' 

"See Cohn and Geske (1990) for an overview . . . 

"Gomby etal. (I995). 
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deve!opmen'." Children from low-income families may benefit the most from high quality 
progmms.JO 

However the revie~'S note several ;1foblems Viith using this literature as a policy guide. Most of 
the studies use giobru or summary measures of quality (i.e. high, medium or low), which do OOt 

clearly identfy the aspects of child care quruity that affect development. Additionally. there has 
been little analysis of the magn~tude ofimprovemet}t in children's development associated with 
measW'ed improvements in quality; hence these smdies do not make it possible to conduct" a cost
benefit anruysis of policies designed to imp:-ove child care quality." 

Some research has addressed the relationship between child care quality as measured by specific 
child care attributes and ddld outcomes. For these purposes, measures of child care quality can 
be broadly grouped into twO categories, One approach measures the quality of the child's 
experience in care; •child experience measures' examin'e t.lte way in which the care giver 
interacts v.'ith the child (including verba! and empathetic behavior) 'and the children's exposure to 
materials and activities that enhance leaming~ the continuity of chUd care 'Nit'1 the same provider 
is another important aspect of the child's e.xperience. A second approach focllses on physical and 
structural features of care (,structural measures') sllch as staffi'chlld ratios, group size~ and 
provider education. Child experieace measures are more broadly accepted by developmental 
psychologists, For practical reasons, state regulations are based on structural measures.H 

Although chUd,experience measures have a closer link to developmental outcomes than do 
structural measure,ss structural attributes appear to support and facilitate the type of optimal 
interac"tions that child experience attributes measure. ~ For exa.i1ple.low staff-child ratios may 
make it easier for providers to develop wann and caring relationships with the children; such 

"Hayes et.1. (1990) and Howes and He!brun (1996). See Cost, Quruity & Child 

O~tcomes Study Team (1995) for a recent srudy 'hat confirms these fmdings. 


''Phillips (1995) 

"See Hayes et .1. (1990) for a further discussion. 

"Helbum and Howes (1996). See also Hayes et aI. (1990) and U.S. House of 

Representatives (1996). 


lJIn some sense, the relationship between child experience measures and c,hild 
development is tautological, since the child experience measures were designed as m'easu.--es of 
aspects thought important for child development (Blau 1997). 

14Hayes et al (1990). More recent evidence of the effect of child experience measures on 
. child development is provided by the Cost, Qual,ty &. Child Outcomes Study Team (1995). 
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relationShlps in tum affect child development,l5 

Despite encouraging findings. surveys of this literature note several shortcomings: .Many studies 
are based on small, unrepresentative samples. Additionally, they often do not properly control for 
developmental inputs received by the children at home, as wen as other socio-economit factors ' 
that may affect chll~ development and may be correiated with the quality of care,)6 Thus, whi~e 
there is broad evidence that high quality child care is beneficial to the child and society, better 
understanding of the relevance of specific inputs (or combinations of inputs), as well as the 
magnitude of their impact, could greatly improve the design .of appropri"ate policy. 

The above srudies all compare child outcomes across paid child care settings.of different 
qualities, Hence they are only able to address questions about effects of low versus high quality 
paid care. Two sept3:fate issues are the relative effects of different modes of non~matemal care, 
and the effects of maternal versus non-maternal care, Studies have established that non~mate:.":.1al 
care is nOt a source ofhann to children and that aspects of it can be beneficial. Stronger evidence 
tb.at child care had positive developmental outcomes relatl ve to maternal care wo-uld provide an 
argument for government intervention not just to provide child care for children ofworking 
parents, but possibly for all children.' Consistent,\\it.l:t this principle, in~ensiye earlyec!uca~ion 
progra.'11S for low-income children like Head Start do not make eligibility contingent on :>arcntal 
employmem.)7 

If the government wanted to inc:ease use of care tbat has external benefits. its options would 
include regulating the qUality of care, subsidizing care, subsidizing only high-quality care, 
directly providing care with developmental attributes, and subsidizing the wages or training of 
child care providers. It is impo~t that policy is designed to increase"usage ofcare with external 
benefits. Policy designed simply to promote use of child care irrespective ofquality would riot be 
appropriate if only high-quality care has been shown to have external benefits, More research is 
needed to determine which attributes - or combination ofattributes - have i~pacts on child 
'outcomes~ and the magnitude of these effects. 

3SHowever a recent srudy - Blau (1997) - calls into question whether improvements in 
structural measures have effects on child experience measures; the study, using data f.'"Om the 
National Child Care StaffIng study, fails to find any robust effects ofchild sta."f ratios orstm 
education on child experience measure. The author notes, however, that this does not rule out the 
possibility that structural inputs have a direct effect on d~velopment. 

"S<:e Hayes et a1. (1990) or Blau (1997) for discussions of the proble:ns with this 
literature, See also Kisker: The Imponance ofquality in child care' in 'Child Ca..." Challenges far 
Low-Income Families' 

''U.s. House afRepresentatives (1996). 
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InformatiQn imperiections 

Severahypes ofinformation imperfectior.s may exist in t.t:!e child care market A free market may 
not provide information to parents on the advanmges and attributes of quality crJJd care, 
Providers may be unable to obtain current information needed to ensure quality care, It may also 
be difficult for parents to fir..d OU~ who provides day care in their area, a'1d what the attributes of 
the various choices are, ' " 

Ir.deed, there is evidence that parents lack infoI'l'r.ation. For example. pareo!s report that they
value good quality child care, but it turns out that they substantially overestimate the quality of 
care their child is receiving;3! in other words, parents have trouble evaluating the quality of care 
their child is receiving, Some indirect evidence of information imperfections is provided by 
Hotz and Kilburn (1994) who find that, holding the price of care conslllnt, more stringe~t q""lity 
regulations are associated ..vim 3."1 increase in the dema.'1d for non~parental care; they interpret 
this finding as evidence that the increased standards provide a higher degree of quality assurance 
and hence parents demand more non~parental care.39 

If information is the issue. then government provision of informaticr. could be appropriate. One 
role for government is to provide jnformation - or encourage private agencies to provide: 

. information ~- that educates parents and providers about the aspects of care that are important for 
child health and safety, a.'1d for development. Another possible role is to provide information to, 
parents about the attributes of various care options. Such a role' makes sense ifgovemment or 
private agencies have access to better inforrr.ation than the individl,:al, or at least the ability to 
acquire this information at a lower cost. Regulations t..'1at increase the minir.:mm quality and 
therefore reduce the uncertainty faced by parents are another possibility. Regulations may also 
set minimum standards for health and safety and thereby reduce parents' information and search 
'costs, 

Distributional Issues 

Two sorts of distribu~ona1 a.rgwnents could be made for policies designed to increase t.lJ.e 
affordability of child care, First, such policy could'serve as an employment-related income 
transfer to working parents, Policies designed to increase the affordability of child care may 
complement other redistribution programs. For example, the 1996 welfare refonn legislation is 
intended to help move welfare recipients into the workforce. Since child care costs are a sizable 
burden to low income families. reductions in the cost ofchild care would ease the trailsition. 
Second, in so fu as there can be benefits to children from child care - or high quality child care

, "Cost, Quality & Child Outcomes Study Team (1995), 

3'>A weakness of this study is that ~~ as discussed above ~A a substantial a.'11ount of non

parental car,e: operate legally but it not subject to licensing standards. 
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~ d-JJd ca...~ ;K>licy could also ensm:e ~at children whose parents have low resources have 'equal 
opportunities,! Again, such an argument has been made to explain govemment involvement in 
primary and secondary education.'I\! . 

Wnet.lter the goal is to provide an err.ploymenHe1ated income transfer or equai opportunities to 
children, two qcestions must be addressed in designing a redistributive policy. First, should thls 
transfer be tied to the good in question (i.e. child care) or provided as ~ cash transfer? And 
second. if the transfer is tied to a particular good, should the government directly provide the " 
good, or reduce the cost to parents of pcrchasing the privately~provided. good?

. , 

A cash transfer provides a working fa.'11ily with additional cash that they can choose to sp:end as 
they wish. Chlld care subsidies or government-provided chlld care, on the other hand, provide 
money that can be used only for child care, Economic theory suggests that recipient wel1~being 
can be increased more efficiently throug11 a cash transfer, It is weB~known that the utility gain 
from transferring a bundle of goods (such as child care) cannot be mOre and is frequently less 
than from the equivalent amount of cash.~l This inefficiency results from the distortional)' nature 
of an in-kind transfer. By distorting the relative prices ofvarious goods, the transfer influences 
recipients' decisions concerning how much care to purchase and how much to work. Ifwe 
believe there are benefits to child care that are not being taken into account. there is an argument 
for distorting the cost faced by the parents. But as a pure transfer policy, this represents an 
inefficiency compared with a cash transfer. 

However, there are redistributive reasons to favor an in~kind subsidy, One reason for tying the 
subsidy ,0 a particular good is to ensure that the money is spent on that good. Making the 
subsidy only for child care ensures that the parents spend the money 0:1 their children. 
Particularly if we thlnk that there are 'equal opportunity' arguments for child care, such an in
kind tranSfer might make sense to ensure that parents do spend the money on child care. A 
second reason for tying the income transfer to purchases of child care is horizontal equity: 
Working .dults with children have greater costs than those without. Of course, they presumably 
also receive benefits from having children. But if the government wants to target people with a . 
specific need th~t places an additio:w burden on them, it would make sense to alleviate some of 
the additional financial burden to those working adults with children, Fir.ally, if the increased 
demand for paid child care increases employment opportunities in ct.ild care fot workers who a.--e 
trying to move off welfare. this is a recismbutive benefit from chiid care subsidies wort.i-t 
considering.'Il 

"See, for example, Poterba (1996). 

"See, e.g. Rosen (1995) 

4llndeed j the initial federal involvement in the child care industry -- federal funded 
nu.~ery schools for poor children were established during the New Dea:l'-- was motiva:ed not ~ 
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Ev~n ifan in-kine! transfer is chosen, there remai:ls the question of :-vhether the government 
should subsidize the cost to parents of buying private care, or provide public care. One reason it 
makes sense for the government to be a direct provider of education is that parents do not appear 
very price responsive in their demand for their child's education:" Hence) subsidizing the cost is 
unlikely to produce 'equal oppo:tunity.' However, there is evidence of a fairly responsive 
demand for child care.« In ad,dition. were the government to provide care, it could only provide 
center~based care, As discussed previously, many far.lilies cboose family day care homes. and 
since there is no clear quality tradeoff. it does not seem v.ise for the govern.-nent to,distort these 
choices by providing one kind of care. ' 

THE EFFECTS OF INTERVENTION 

We have seen that the current quality of chHd care is often very poor and L>:tiS may have adverse 
effects on children, that there may be iriormation problems in the child care market. a."'ld that for 
those without access to significant subsidies for child care, child care costs can be a significant 
fmandaI burden. All of t.1ese provide potential economic rationales for further government 
intervention in the child care market. In oreer to ~"1de:rstand some of the effects of differer.t 
policies. we need to understand how parents and providers respond to changes in the price of 
care. To this end. we review the effects of subsidies on matemai employment and the demand for 
child care, and of subsidies and regulation on the quality of care purchased. 

THE EFFECT OF SUBSIDIES 

The effect of subsidies on the cost of care 

Subsidies lower the cost of child care to parents and are therefore likely to increase the demand 
for care. If the aF.lount of child care available were fixed, the increase in demand would drive cp 
prices. The price would rise by the amount of the subsidy, so that parents would end up paying 
the same amount as they had been before the introduction of the subsidy, and the providers of 
care would receive an increase in tees equal to the a.'D.ount of the subsidy. Tne benefit ~fthe 
subsidy POJiCYl in other words, would accrue entirely to ~e providers. 

However, the available evidence'indicates that the supply of care will rise to me~t an increase in 
demand for care without much of a change in the cwrent price. For example, although the 

much 'to provide cr.Jld care for working families but to provide jobs for unemployed teachers and 
nu."'Ses and others as weB as a wholesome environment for chilc.ren in poverty. (U.S. House of 
Representati~es 1996) 

"Poterba {I 996) 

44See the next section for evidence of demand responslveness. 
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number of children in paid child care has approximately doubled over the past twenty years, the 
real price ofcare has r..ot cbanged.4

's In addition, direct estimates indicate that small changes in 
the price of chHd'ca..""e induce large supply responses.4oS As a result, in,the absence ofother 
changes. the benefits of a subsidy accrue to the consumer. . 

How will consumers responq to a decrease in the co?t of child care? We consider three decisions 
that may be influenced by the price of child care: the mot-1et'S decision to work; the decision 
whether to purchase paid child care or to use unpaid care; and, if paid car~ is chosen, the choice 
of the quality of care, 

The effect of subsidies on e~ployment decisions 

Appendix 1 sllIl'lIlUJ.I'izes a number of stUdies that indicate that lower child care prices are 
associated ~th a higher probability that a mother will work, The magnitude of this effect varies 

, across studies; a 10 percent red~ction in the price of child care increases the probability, that a 
married mother vAll work by 2 to 8 percent.41 !'ioweve:. given that the mother is working, there is 
little evidence that the child care price affects the decision of the number afbours to work;~& 

, ' 

There is less evidence on the employment response of poor mothers or single mothers. A GAO 
study4? estimates the response ofdifferent income groups, and finds that a 10 per"cent decrease in 
the price ofchild ca..-e increases the probability that a poor mother will work by 5 percent, 
compared to 3.4 percent fer Lear-poor mothers, and 1.9 percent for non-poor mothers; the study 
does not report whether these differences are statistically significant. Another study finds that the . 
employment response is somewhat greater for single motherS than married mothers, but the 

"Blau (1992), Casper and Q'Connel (1997), U.s, Departmeet of Edueation 1990, 

"Blau 1993, 

"Blau and Robins (1988), Cor.nelly (1992), Ribar (1992), Averett et ai, (1997), Ribar 
(1995)'s estimate lies outside tllis "mge, Biau and Hag)' (forthcoming) look.t a sample that 
includes both single and married ",others and fmd an effect at the bottom of this range, For more 
information on these studies, see Appendix 1. 

"See Micbalopoulos et at (1992), Berger and Black (1992), Chaplin and Hofferth (1995), 
One study estimates the unconditional effect of the price ofchild care on the mother's hotlt'S of 
work; Averett et ,I. (1997) report that a 20 percent decrease in the hourly cost of care is 
associated with about a 16 percent increase in the mother's hows ofwork, This estimate, which 
takes into account both increased hours from mothers who enter employment and those already 
working, is broadly consistent v,.ith the other fmdings reponed here, 

"GAO (1995), 
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~ifference is not statistically significant:~o Furthermore, once she controls for whether the single 
mother reeei ves ~CI the response for single mothers falls' to that of married mothers, This 
suggests that the greater response to the price of care by single mothers (and per¥aps also by 
poor mot..1ers) was due to a viable non-empioyr.'lent option. ' . 

. 
The effect of subsidies on th~ dem~nd for paid care 

Pa:ents choose among ~ va.;ety ofmodes of carel some ~fwhich a..--e paid and sorr:.e of which are 
unpaid. The bclk ofresea:rch has focused on the effect of the price of care on the use of paid care 
among working mothers. Hence, in order to get a sense of the total effect of a decrease in the 
price ofchild care on the demand for paid care, one must combine estimates of the increase in 
labor supply with those afthe increase in the demand for paid care among mothers who work. H 

Studies find that in places with'lower prices ofcare, work!ng mothers a..--e more likely to use paid 
care. Again. there is a large range of magnitud.es but most of the studies suggest that a 10 percer.t ' 
decrease in the hourly cost of care results in a 1.5 to 2.3 percent increase in the prQbabillty that a 
. working mother with a young child will purchase care,li, . 

As the price ofpaid care falls. mothers are likely to substitute paid care for unpaid care. Such 
substitution is particularly' likely given that parents ter.ci to express more dissatisfaction with non~ 
paid care. j1 Unfortunately, we can.r.ot infer from the avaiIable evidence how much of the increase 
in the propensity of working mothers to use paid care is due to a higher propensity to use paid 
care among the newly ~tering mothers~ and how much is cue to a cha.;ge in t.."1e propensity of 
those mothers already working to use paid care~ as a result afthe price change: 

. . 
A useful supplement to these studies ofutilization is the effect of child care subsidies On the 
hours ofpaid care purchased as a result of a change in the price of care, Some parents use 
multiple modes ofcare. An increase in utilization ofpaid care may therefore reflect the decision 

"Klmmel (1994) . 

. "There is also evidence (Blau and Hagy (forthi:oming), Hott and Kilburn (1992) and 
Hot? and Kilburn (1994)) that among all mothers (including those that do not work) the demand 
for paid care is sens:tive to the price of ci'lfe. These estima:es are not as useful for evaluating the 
likely impact of govern.r.lent policy since this polky currently affects only working mothers and . 
there is evidenc~ that the response of non-working mothers is considerable (H9tz and Kilburn 
(1992) and (1994)). 

"Hot? and Kilburn 1992; Ribar 1995; Ribar 1992; Blau and Hagy (fortilCOming). Studies 
lying outside the range are Hatt a.~d Kilburn 1994 and Blau and Robins 1988. See Appendix 2 
for more details on these studies. ' 

"Hofferth (1995) 
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of some parents to purchase only a few hours of paid care, rather than no paid care. On the other 
hand. parents that were already using some paid care may increase the number ofhoUrs ofpaid 
care in response to tie price decrease j adjusting the ~e!atI\'e amounts ofpaid and unpaid c~e 
purchased; such behavior would not show up in utilization measu.--es. 

Three sIDdies look at the effect of the price of care on the: houtS ofpaid care used by working 
mothers, TIUs measmement considers both the effect caused by sv.itcrung from zero hours to 
positive hou..."S) and also changes among those already using positive hours.54 Again, there is a,' 
range ofestimates; a doBar decrease in the hourly cost of paid care is associated .......ith a 3 to 22 
hour per month increase in the use ofpaid care. Ribar (1992) fmds that the increase in hours of 
paid care and t.1.e decrease in hours of unpaid care ar.J.ong working mothers are roughly similar in 
magnitude. This suggests that the result of price decreases is a relative increase ar.long working 
mot.~ers in the usage of paid versus unpaid care, rather than an increase ~ the total a.nlount of 
non~matemal care used. Such a condusion is consistent with the fmding that hours ofwork 
among working mothers appears Ull.--esponsive to the price of care. 

purrING IT ALL TOGETHER 

How much will the use of paid,care increase in response to a policy that reduces the cost of, 
care? The fact that the supply of child care will respond to meet increased demand without much 
of a change in the price of care suggests we can consider a subsidy as transtating almost dollar 
for doBar into a decrease in the price to the consumer in the long run. 

As an example. consider the effect of a 20 percent subsidy for child care expenses. Our analysis 
below'suggests that a 20 percent reduction in the cost o/paid care would result in 500,000 to 1.3 
million mOre children under 6 with employed mothers using paid care. Ifthe 20 percent subsidy 
were appli<djust to mothers below 200 percent a/poverty, the result would be 124,000-318,000 
mare low income children under 6 in paid care. . 

Increases in the use ufpaid care by working mothers with young .children3' 

."Sec Hot: and Kllbum (1992), Ribar (!992) and Kimmel (1992). 

$$Throughout this section, <young children' are defined as those under 6. We·have chosen 
to base this analysis on the responses ofmQt.~ers with children under 6 because almost two-thirds 
of the children served by CCDBG·fundecl child care were under 6, according to the most recent 
available data (Child Care Bureau 1997). In so far as subsidies are provided to: mothers \\>it.~ 
chHdren above 6,.the total response woui'd be larger than that estimated here. Alfdata are baSed 
on tabulations from the 1993 SIPP unless otherwise indicated. 
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, About 9,4 mi:!ion mothers with children under 6 (56 percent of mothers with chi!dren under 6;') 
worked full Or part time in 1994. A 20 percent decrease in the cost ofcare is associated with a 4 
to 16 percent increase in the probability that a mother works, In other words, between 380,000 
and 1.5 mHlion more moth,ers with children ullder 6 would take a job in response to this decrease 
in the cost of ca:e.-S? 

In addition to this employment effect, the 20 percenr de<:rease in the price of paid care W1>uId also 
have an effect on the demand for paid care among working mothers. A 20 percent decrease in the 
price of paid care is associated with a 3,1$ percent increase in demand for paid care among , 
working motherS. In other words j the percent of working mothers with young children who use 
paid care would increase from 51 percent to 53 percentS! 

Combining these two estimates, a 20 percent decrease in the price of care would increase tIle 
number of working mothers with young children who use paid care by '380,00 to I million." 
Since families who have children under 6 have on average 1 J children under 6, this means tha.t a 
20 percent decrease in the cost of care will be associated with an increase of 500,000 to 1.3 
million mOre children using paid care. 

Breaking do~'n this effect 

How much elf the increase in working mothers' use of paid care is due to an increase in maternal 
employment, and how much is due to an increase in the working mothers' average propensity to 
use paid care? It depends on what the employment response is asswned to be. \\'hen the lower 
bOI.4'1d of the employment respor.se is used, a little over haJf of the increase in young children in 
paid care ca.'1 be attributed to mothers ent~ring employment; without a change in the average 
propensity to use paid care. When the upper bound of the employment response is used, about 80 
percent of the increase is due to mothers entering employment. 

"Tabulations from Match 1995 CPS. , . 

S7Th!! following calculations apply: A 4 percent (respectively, 16 percent) increase in the 
probability the mother works brings the probability that L'le mother works from 56 peroe"t to 
60.3 pe:-cent (65 percen:), Since the total number of mothers "'ith child:'en under 6 is 16.7 
miHion, the resultant 2.3 (9) percentage point increase in the probability, that the mother works is 
equivalent to 380,00Q (1.5 million) more mothers working. 

S%e 3;8 percent increase is an average of the 3and 4.6 p·erc~r.t incre"ases from the lower 
and .upper bound estimates of the response in paid care use to a change in L.1.e price ofpaid care. 
Because this range is so small, we take the average rather than reporting upper and lower bounds. 

''l The calculations a:e as foHows: 

(0.53' 9.8). (0.5! +9.4) = 380,000 

(0.53 • 10.9)' (.51*9.4) = ! ,000,000 
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.~ncreases in tbe use of paid care by Jow i~come working mothers witb young .children 

CCDSG recipients are nearly aU below.200 percent of the poverty Ene. It is therefore wort..1. 
considering the increase in paid cru.:e use from subsidizing mothers below 200 percent of poverty. 
most of whom are currently not receiving any CCDSO subsidy. Although we lack estimates·of . 
the responses ofthe low·income population to changes in the price ofchild care, we estir.utte t.~e 
employment an~ pa:d care utiliZation from estimates for the general population, . 

3:1 million mothers belOW 200 percent ofpoverty with young children (43 percent of the total 
number of mothers below 200 percent of poverty with young children) worked full or part time 
in 1993." 39 percent of these working mothers paid for "",-e. By a similar set of calcul.tion"o 
the previous ones, a 2Q percent decrease in the cost of care for low income families would be 
a.ssoci~ted with an increase of 124,000 to 318,000 mOre low income young children using paid 
care,~! The CCDBG subsidy to families is considerably larger than 20 percent;62 larger subsidies 
would be expected to have even l;;p-ger effects on maternal employment ~.:ld use ofpaid care. 

How sure can we be? 

The estimates presented here are based on 11 review of the evidence from numerous economic 
analyses, These analyses are almo~t unanimous in their con~lusions about whether there is an 

.effect, and the direction of the effect However t.~ere is considerable variation in the magnitude of 
the effects reported. We present the fun ra"lge of estimates) and when applicable1 a des~r.ption of 
where the bulk afthe estimates He. But we are left at best with only a range) and the ability to 
suggest an upper and lower bound to the effect,63. 

"The 2.6 million is from SIPP 1993 data. The total number is from 1994 CPS. 

alBased on the foHowing calculations: A 4 petcer..t (respectively t 16 percent) increase in 
the probability the mother works brings that probability from 43 percent to 45 percent (50 
percent). Since the total number of mothers with young chiidren below 200 percent of poverty is 
7.2 million (CPS March 1995), the resultant 2 (7) percentage point inctease in the probability 
that the mother works is equivalent to 122,000 (490,000) more mothers working. In addition the 
decrease in the price of care would result in 41 percent of these employed mothers using paid 
child care. Therefore the total increase in the number of these mothers using paid care would be 
95,000 to 245,000. With an average of L3 young children in such families, we arrive at the 
numbe: in the text. 

"The average weekly cost ofcare was $74 in 1993 (Casper 1995), and the average federal 
subsidy' administered through the CCDBG was $66 in fiscal year 1995. 

63 One issue v,'ith almost all of these studies is that they pred:ct the hourly price ofcare 
using setection correction mechanisms, since data are often available on the price of paid care 
only for working mothers who purchase care, The instnunents used vary across studies, and there 
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In addition to the lack Qf consensus a.."Dong t.ie various estimates, caution is also in order in 
- d.ra\\-ing inference about the likely effec:s of current poHcy cha.-'lges. First, t.~ese estimates are of 

the average resp<lnse to price changes; if the response does not vary lir.early \\-ith the change in 
price, our estimates of the response to different price changes will r:.ot be accurate. Second, these 
estirnates were made in t."Ie pre-welfare :efonu era. One might expect responses to be different in 
a world where work requiremer.ts are stronger and in which non-employment alternatives mav be 
more Hrotted, ,And third, the studies reviewed did not gen~rally focus on the low-income ~ 
popUlation. Ifwe want to estimate the effect of subsidies targeted·al: this population, we must,' 
consider how applicable the results from a broader.populati9n are to a low income population. 

In general, One might expect the employment responses of low-income faci1ics and single 
mothers to be less responsjve to child care prices, as the need for income is greater. However, the 
studies that too ked at such responses found tha~ single and low-income mothers' emp~oyment 
decisions tended to be more responsive to the price of care, One plausib!e explanation'is that, 
under the previous welfare syste~ low~income singie mothers decidiog whether or not to take a 
job had the fall-back option of-welfare. Therefore they were more free to choose whether or not 
work was worthwhile on the basis of child care prices; and we have seen that child care costs are 
a proportionately larger burden to low-income mothers. But as welfare reform makes non~ 
employment !ess of an option for these mothe:-s, it is likely that the employment decisions: of 
lowwincome single mothers would become less sensitive to the price ofchild care. indeed, 
IUrnmel (1994) found that controlling for AFDC recipiency reduces the employment 
responsiveness of single mothers to t.'1.e price of child care, and. brings it into line with that of 
married mothers. . . 

. . 
Although we might therefore expect that the employrr.ent response of the low~income population 
would be less than that of the general population, we should also expect that the demand for paid 
care among working women would be more sensitive to the price of care for low-income 
working women. since,the costS represent a larger fraction of their monthly income. On balan-cc 
then. it is not dear whether the total effect of the price of care on the demand for care (including 
both the employment effect and the demand effect among working women) would be larger or 
smaller for low income wOmcn compared with the general population. Without any further 
evider.ce to guide us, it is simply important to note that this li.'7litation of the evidence should 
dic:.ate caution in making precise predictions of the effects of subsidies. 

POLICIES THAT ADDRESS THE QUALITY OF ClllLD CARE 

is reason to believe that. the results are very sensitive to the choice of instruments (see e,g, the 
large difference in estim.tes obtained by Hotz and IUlburn (1992) and Hotz and IUlbum (1994) 
who use the same data but different instruments and estimating procedu.-es). In general, the 
results will be affecteci by whe:her the instrur::ter.ts a:e truly exogenous, "" well as how correlated 
they are wi':h the origInal va.."'iable. The variation in the predicted price of care is used to estimate 
the employment) care, and quaHty responsiveness to the price of care. 
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We have reviewed the evidence that the current quality of care may be too low. that high quality 
child care can have important, positive effects on cpjldren. and that substandard care can place 
children as risk for harm, Here, we consider wby the current levels may be too low, and bence 
how policy can be designed to improve quality. We focus in this section on attributes of care that 
may be re;ated to child development; the. next section considers issues of chlld health and safety. 

Parental demand for quality child care 

Evidence suggests that parents do not demand the structural attributes of quality that policy 
might address. For one thing. the level of trainer education, staff<hild ratios, and group size have 
linle effect on provider fees,'" In addition, there is evidence that center fees are not responsive to 
quality as defined by child experience measures." The fact that the staff-child ratio and the' group 
size do not affect the cost of care is particularly surprising, given that these attributes mcst a.:rect 
the marginal cost ofproviding care. A cort'.mon interpretation' of these findings is that l.iey 
suggest that parents are not willing to pay for these attributes of quality care.66 

Thus, even though parents say that they care about quality," they appear not to be willing to pay 
for 'quality', at least as researchers have been able to meesme :t.. There are several possible 
explanations for this finding, although we have little evidence that allows us to choose among 
them. First, if there are external benefits associated v:ith high quality child care, parents may in 
fact not demand as high a level of quality as is optimal for their child and society. Some evidence 
of this is the fact that when parents say they care about the 'quality' of child care. they may in 
fact be placing the cost and convenience of the care at a higher premium than warm bteractio:1s 
with care givers and other aspects of the child care program that developmentaHsts believe 
promote positive outco~es.68 A second possible explanation is that parepts do care about child 
Care quaHty that is important for child outcomes ar..c development, bl.:t that the attributes that 
they care ab()ut -- and are willing to pay for -- are not the structural attributes that are easily 

_ 	 measu:ed and that government policy can target. In ou1er \yords, parents may choose their child 
care and pay based on the wannth of the child care provider, the organization of the facility, the 
structure of the daily routine! or other attributes that these studies do not measure. Third, parents 
may care about structural attributes of quality, but lack information about these features. And 
finaHy, parents may"care about these struCtu.ral attributes ofquality) but not be able to afford 

"Hagy (forthcoming); Blau and Hagy (forthcoming); Walker (1992); Waite et a!' (1991). 

"Co,t, Quality &; Outcomes Study ream (1995). 

"Interpretation in Wait~ et al (1991), Blau (1991) and Helbum ..od Howes (1996). 

"See e,g. Cost, Quality &; Child Outcomes Study Team (1995) or Klsker and Maynard 
(1991 ). 

"See for example Klsker and Maynard (1991) and Hofferth (1991), 
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them. 

Possible governmental policy responses include information provision, regulation, and subsidies 
to reduce the price of care. Again, the app:opriate polley response depends on the reason that 
parents do not purchase high quality ca.-e. 

Effect of subsidies on the quality of care purchased 

If the low parental demand for quality child care is due'to an affordability issue, or to the 

existence of external. benefi:S, then policies that reduce the price of cl'.ild care might induce 

parents to purchase h:gher quality care. Empirical evidence is scant, but it suggests that when 

prices are reduced, parents do not respond by purchasing higher quality care, as measured by 

structural attributes.69 As a result, subsidies alone appear unlikely to increase th,e demand for . 

strucrural attribuies of child care. Ofcourse, subsidies may allow parents to purchase care with 
. . 
aspects ofquality that are difficult to measure -- panicularly the child experience measures that 

, developmentalists emphasize. However, no evidence is available on this point . 

If child care subsidies do not appear !O induce parents to purchase }!jgher quality care, perhaps 
subsides targeted to high quality care rrjght have an effect For example, a subsidy might be 
available only for care that met a certain child~staff ratio or group size. Empirical evidence on the 
effect of targeted subsidies is limited. One study finds that the implicit price of staff~child ratio 
does not affect the demand for higher s:aff~chiid ratios.'Itl 

We do kr.ow, however, 1.'at subsidies i1at ~ower the price of child C3.""e induce mot:ters to work, 
and induce working mothers to purchase more paid care relative to unpaid care. Thus subsidizing 
'child'care is likely to result in more non-maternal care, and more paid relative to unpaid care. A 
comprehensive surVey of the literature concludes that there is no evidence that non~materna1 
child care has adve:se effects on children.Tt Furthermore, given the current policy 'of 
encouraging mothe:s to enter·or remain in the workforce, such women have little choice but to 
place their children in non-rnatemal care. There is little evidence about t.i.e relative merits for the 
child of paid verSUS unpaid care. 

"Blan and Hagy (Fol'illcoming). A problem with drawing conclusions based on this paper 
is that the data are cross-sectional a.'1d if places 'With lower prices of c:uld care draw in C'lore low 
income families who cannot afford high quality care, the result would not really iHustrate the 
effect ofprice reduction, on the quality of care purchased by a given family tha, is already 
purchasing care, For this. we would need longItudinal data. 

"'Hagy (forthcoming). 

"Hayes et al. (1990). 
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Effect of regulations on the quality of care' 

If the low quality of care purchased is • result of infonnation imperfections or Ihe external 
benefits associated ""ith child care) a possible approach is for the government to regulate the 
quality of child care. Regulation, if enforceable and binding, is likely to increase the quality of" 
regulated care.72 However, regulations are also likely to drive some providers out of the licensed 
market and raise prices among remaining providers. thus lowering the availability and 
affordability of regulated care.71 ,Since ·complia.'1ce Wlt.~ regulatjons can be costly ~~ particularly 
regulations that impose minimum group size or child staff ratios a..'ld hence raise the marginal 
cost ofproviding chUd care ~~ providers will have to raise their prices or suffer profit losses. . 
However, W(~ have seen that parents arc unwilling to pay for these atL>i.butes, and that t.~ey are 
v.illing to substitute among modes of care 'in response to relative price changes. Hence providers 
will be limited as to how much they can raise the:r prices. But since mast child care providers 
have very low profit margins?,' those that cannot raise their prices may be driven out of business. 
or at least into the unlicensed sector.' 

Children whose providers shut down because of regulations, or whose parents switch to another 
mode of care because the regulated care has become too expenshrel do not enjoy improvements 
in their care quality. However, for children who remain in regulated care, a q'Jaiity improvement 
may be enjoyed, Empirical evidence on the relation between quality regulation and costs is scant 
and inconclt:Sive. Studies have looked at the effects of criminal record chec~s, thitd staff 
regulations, provider educatlon regulations, and group si~ regulations on the cost of care, The 
results differ both across a.'1rl within s:udies as to whether a given regulation increases, decreases, 
or has no significant effect on the cost of care' $. And there is essentiaHy no evidente of the effect 
of regulations on the use ofregulated'care. Both issues deserve further srudy. " 

We must acknowledge a tradeoffberv.teen the gains from regulat:on in terms of quality 

"For example, Cost, Quality & Child Outcomes Study Team (l995) finds that states with 
more demanding licensing standards have fewer poor.quaHty licensed centers, and that centers 
that comply wilh additioual standaxds beyond those required for licensing provide higher quality 
services, Here, quality is measured in termS of'child care experience~ Also Howes et aL (1995) 
flnd that regulations in Florida ~n staff-child ratios and provider education improve both child 
experience measures of quality and child development. 

"Chipty and Witte (1997) find that minimum standards regulations increase Ihe 
probability that ptoviders exit certain markets (e.g. care for certain age groups). 

"Cost, Quality &; Child Outcomes Study Team (1995). 

"Ribar (1995), Chipty (!995), Hotz and Kilburn (1994), Although such regulations may 
translate into higher costs to parents. they do not appear to improve the wages ofchild care 
workers (Slau 1993, Blao 1992). 
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improvements in the regulated sector and the likelihood ofincreased child care costs and 
substitution out of regulated care, which CQuld adversely affect the quality of care some children 
receive. Different regulati~ns are likely to have different effects on costs. It is probable that some 
regulations would have net benefits, but each shouid be evaluated separately, 

Information provision aDd networks 

Mother possible remedy to irJormation probiems are i.'1fonnation an~ refenal services to help 
parents make better decisions. The gover:nn"~ent could either serve as the provider of information 

. or encourage private sector agencies to coUect a.'ld disseminate the information. Howeyer, the 
high tunlov~r rates of providers and the lack of effort by many family day care'providers to fwd 
clients could make it difficult to provide and maintain comprehensive and accurate lists of 
providers in each neighborhood.'6 It is unclear whether u.n;egula~ed providers wiH be 
forthcoming in respo:l.Se to requests to register with an irlfonnation agency. If providers are 
responsive and comprehensive lists are mair..tained, this would be a uSeful service to the extent 
that the infonnation agency is more infonned than potential consumers about the quality of care 
offered at each provider; given the concern about whether collectable indicators are indicative of 
quality, this deserves further consideration. Furthermore, if there is a dearth of demand for 
quality care. the benefits from providing infonnation are somewhat decreased. However, if~s 
infonnation stimulates demand for better quality care, it may help alleviate the current quality 
problems, 

Effects of policies a.imed at influendog child care providers 

The qualifications and beha~ior of child care providers a..-tfect both structural and child experience 
measures of child care quality. Therefore another imPOrtant policy lever that the government 
could potentially use to improve the quality ofchild care is policy that affects child ca..--e 
providers. Child care providers' education and behavior are aspects of child care quaiity. In 
addition, the continuity ofchild cate received is thought to be an important aspect of the quality 
ofcare,11 ' 

Child care providers are mostly women. They tend to have low levels of education and high 
turnover rates?! Their wages are very low compared to other wome:l and there is some evidence 
that they re-;:eive lower wages than similar fe.'1l.a1e workers in other sectors,"/? One reason for the 
low levels of education may be that child1c;are providers appear not to receive a 'return' to 

"Walker (1991). 

"Phillips (1995). 

"Slau 1992; Walker 1992. 

"Blau 1993; Cost, Quality & Outcomes Team Study 1995. 
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ecu,cation in the ferm of higher wages, so· (n addition, their low wages may be at l~t partly 
responsible for the high levels of turnover, wl>.ich in tum disrupts the conlinuity ofcare, 

Possible interventioc.s include subsidizing or regulating child care providers' wages, subsidizing 
or providing child care training. or setting minimum standards for child provider education. 
Given the low profit margtns of centers!:, regulations that raise wages are likely to force Some 
centers to shut down or to raise their costs, In addition, L.1.e low wages of child care providers 
may be best met through more general pOlicies aimed at raising w3ges at the bottom ofthe wage 
distribution. 

Given that crtild care providers appear not to receive a wage premium from investments in 
education~ policies that set higher mi:rimal education requirements will likely result in a decrease 
_in the number of (iegal) child care providers. at least in the short r.m.ll Government provision or 
subsidizing oft.-aining for chile. care workers may be a more promising route. Fina.*1cial 
constraints can make it difficult for workers to invest in r.eeded skills and the goverrurient 
therefo:e currently subsidizeS training for some adult workers. The high turnover among child 
care providet's~ however, can reduce the retUrn to the goverrunent on its invest.ment in provider 
education. . 

AllDRESSING CONCER.'fS ABOUT CHILD HEALTH AND SAFETY 

In addition to-the impact of high quality child care on child development, we have also seen that 
children j s health and safety are Clh."'tt!ltly endan'gered in some care facilities. This is an ~ of 
grave concern, with potentially high costs to the children and 10 seciety. The health and safety 
'problems may result from an information problem Of limited abBity of parents to monitor 
'quality. Another possibility is that parents are aware of the health and safety proble::ns but cannot 
afford better care, If the issue is an information one, provision ofiriformation or regulations that 
impose minimum standards combined with monitoring to e'nsure that these standards are met are 
jJotential solutions. Such regulations again have the potential to drive up the cost ofcare, but they 
can plausibly be expected to have less of an effect on cOSt t.1um minimum staff/cr.j]d ratios or 
group size, wrich directly increase the margir.ai cost of providing care. However, ifensuring 
basic health and safety does increase the cost of care, and hence parents may not be able to afford 
care t.lut meets these standards, subsidies for care that meets the sta.'1dards could also be useful. 

"'Walker 1992; BI.u 1992, 

"Cost, Qu.lity & Outcomes Team study 1995. 

!~Of course, the longer run effects wiH depend on how responsive the supply ofskilled 
_child care labor is. since the decrease in supply "iii drive up wages for skilled child care 
workers. There is as yet no research On this question. 

23 

http:margir.ai


There:s currer.tly no available evider.ce of the effect of minhr.:.lIll health and safety regulations 
on the cos: of care, or oft.i.e effect of subsidies -or. the safety of care purchased:' 

. THE NEED FOR MORE RESEARCH 

Employment and car~ responses to the price of child care 

There is a little evidence on the employment responses .0: :OW in~ome ?ar~"lts, There is a critical 
need for such evidence since direct federal scbsidies are targeted to this group. Furthermore. 
there is a need for studies of employment responses of low income families in the new 
environmen~ created by welfare ref<;>:m. Ra."1dom assignme:nt studies are a promisi.'1g approa~h, 
Because subsidies are limited, and waiting lists tend to ceve1op.3J random assigr.ment to eligible 
parents would enhance our ab,ility to study the effects of subsidies on parental choices. Anct.1.er 
ll."l!esolved question is to what extent working momers respond to subsidies by substituting paid 

, for unpaid care; an investigation of this issl..<e would require longitudinal data. Finally. there is 
little evidence on the effect of the cost of care on the demand fer quality. EVldence on this effect 
is important in understanding whether child care subsidies will induce pare:tts to purchase higher 
quality care. . 

The link between child care quality and child outcomes 

Although there is ampJe evidence that high quality paid child care can benefit children, there is a 
need for more infonnation on the relationship between specific attribctes of care ~. or groups of 
atL.-ibutes -- and child outcomes. We lack information on the magnitude of the effect of changes 
in measured inputs on child o~tcomeSt On the ways in which improving one attribute of care may 
have implications for the effects of other attributes, and on where to draw the L1reshold for 
acceptable and unacceptable levels o:r different attributes of care, 'It is important that research on 
such topics properly controls for family inputs and uses representa~ive samples,S4 

Tne existing studies have looked at variations in quality among pa:d care facilities. Yet we know 
that one of the effects of child care subsidies :s to induce an increase in paid relative to unpaid 
care. We have no information on tr.e develQpmental effects of paid versus unpaid care, 'or even 
on their relative quality. Finally, there is a need for more research on the effects of chiid ca...~ on 
low income :hildren as compared with the general population of children.~!i 

USee e.g. Berger and Black (1992) for evidence of wait:ng lists with one subsidy 

program. 


"Hayes et al (1990) 

" Plullips and Bridgman (1995). 
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Effects of regulation 

Very little work has been done on the effect of regulation ~w and, more impor.antly, of different 
types of regulat:on - on the child care marke:. We lack infor:nation on how regulation of 
different s!rucrurai attributes ofcare affects the supply ofregulated care; for instance, do 
providers leave, or enter, the regulated child care market in response to regulation? We also lack 
information on the effect of regulations on the prices charged by child care providers. And 
fmally. we lack information on how regulations affect parents' use of regulated care. 

, Information on unregulated child care 

Infonnation about the unregulated child care sector is, not surprisingly, much iess available than 
information about 'regulated providers. But it is i:nportant to get a better sense of this sedor, As 
noted previously. CCDBG subsides can go to unregulated providers, which in some states could 
be a family cay care home \l,'ith up to 12 children,a6 We lack information on the quality oftrus 
care, and on how responsive lts supply is to changes in demand. Strice more stringent regulations 
may result in regulatec providerS mov:ng to the unregulated sector, infonnation on this sector is 
critical for a complete analysis of the effect of regulations. 

SUMMARY 

Ma:ernal employment has been rising ave:- the last few decades a."ld vvith it, the use ofnon~ 
maternal child care, particularly paid chiid care: There is no reason to expect a change in this 
trend~ and as welfare reform moves mothers in~o employment, the demand for child care services 
is likely to grow. Child care costs place a large financial bc.rden on those ",;t..'1out access to 
subsidized care and many low income working families receive little or no government subsidies 
for child care expenditures. There is also reason'to be concerned about the quality of care. 

We discussed three possibIe motivations Ior intenrention in the cr-Jld care market: external 
benefits, ini~rmation i."l1perfections, and r,edistribution. 'What can we say of the relative merits ,of 
dtfferent policy tools in meeting these different goals? 

Care that does not provide for basic health and safety of children can have large costs to these 
children. their parents, and society. Potential policy responses include providing parents with 
information about the safety features ofdifferent care options, and enforcing stronger minimum 
standards in licensed care settings. If mL'llmum standards. drive up the cost of c~e. subsidies to " 
low income working parents for care that meets the standards might a!so be needed. 

In addition, there is substantial evidence that high qual~ty child care can have a positive. impact 
on child development. B!lt we lack information on the precise nature and the magnitude of the 

"Child Care and Development Block Grant Act Section 658E. 
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link between child care attributes and chiid outcomes; this makes it difficult to design policy to 
promote the use of child care wit.~ external benefits. Subsidies, even those tied to particular 
aspects ofcare, do not appear IL'<ely to increase'the purchase of'high quality care', at least as we 
can measure it. Subsidies for paid cr-ild care are: likely to induce working parents to use relatively 
mOfe paid care. The relative quality ofpaid and unpaid care, however. is not well understood. 
Regulations can serve to increase quaiity I but the likely increases in costs will induce 
substitution away from regulated care, However. we lack information on the magnitudes of the 
various effects of regu~ations, Subsidizing provider training may also inerease quality, and is . 
llilrikely to iricrease costs; however the high rate of turnover among child care providers raises_ 
concerns about the return on subsidizing invest."nents in provider education. 

There is also evidence that parents lack the information necessa."Y to make appropriate selections 
of cl'dld care for their children. The government could serve a us~ful role in directly providing 
thiS information. or in encouraging private sector agencies to do so. Any increases in our 
knowledge about the links between care and outcomes would enhance the government and the 
private sectOt'S ability to provide useful information. There is also SOme evidence that 
regulations that establish minimum quality levels help overcome the information gap, although 
potentiaUy they have t.,.e downside of increasing the cost of care. . 

Finally, from a redistributive perspectivel we have 'seen that chad care tosts impose a substantial 
burden on working ·families. particularly On lowwlr.come working families. Policies that make 
child care mf)re affordable for working parents Cat1 help alleviate this blli-den. Policies targeted to 
the low income population 'complemer.t other efforts to encourage wark, since mnthers' work 
decisions are responsive to the price of care, Such policies a!.so seem likely to increase the use of 
paid care among working mothers, .but not the amount of non~matema: care among worklng 
mothers. 
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Appendix I. The effect of child care price.!i':I~~;~;~~~;~IJioyl1l;~t(;il effects statistically sjgrlificanrlmless~mOlcate(JJ ~ 

A. 5'tudies lhat lISe an estimation ofchild·care. costs 

Blau and 
Hagy 
(forth4 

coming) 

Blnu and 
Robbin~ 
(19.') 

Connelly 
(1992) 

Ribar 
(1992) 

GAO 
(1995) 

. __ . 

Group studied I!stimation procedure Meal ute 0 f IllborData source Me~$1lre ofcost of IEstimated elasticity ofemploymentStudy 
- supp y child csre with respect to child care <:MI~[year) 

I I--===_
~. ---, 

--_. 

. __ . ---_. ---t-----
MatTied molher~ MullinomiOlllogit Moll ,er does not1980 EOPP Average child-care ·(US (average price elasticity of 
with ;'I.t least one won verSus four expendItures among employment over a runge ofexamined 
child·under 14 coml imJtions of families in lhe ehild care costs) Significance cannot 

motl' er working cummunity who be de!ennined from available 
with purcbased care purchased l:arc infhnnalion • 
01' D( • other 

" " relall yes working or 

. __ ..--_. 
nOI ---+ ------t 

Wave 5 of 19&4 SIPP " " Married mothers ?robil Employed or not Selectivity- I ·0,20 (cakulated al means) 
with. children '(:om:cted predicted 
under 13 hourly costs from 

employed who 

---tl,-pun:h,,'Ctlre ____________~ 
. __ . -

Married mothers Simultaneous maximum diuoWave 5 of !984 SIPP ditlo 1.0.74 (caleulated at means) 
wiih children Ilkelihood probit of 

under {; 
 labor force participation 

and tobit ofdemand for . 

paid and unpaid child 

- care services 

---r~. 

Multinomiallogil. Wh, Iler mother is1990 NCCS and 1!}90 pes Married and Uses dalll 011 fees to ~0.20 (calculated by <:<>mputing Ihe 
emp. oyedsingle mothers estimafe hourly fees elaslicity ((lr each individual and then 

with children averaging over the sample.) 
under 7 not in Significance c.;Innot be determined. 
school from available infonnation. 

Urban Insti!ute's 1990 National Mothers in dittoProbit ditto -0.5 for poor mothers, -0 J4 for ncar
Ch.ild Care Survey Elnd Low- sample poor malheIs, and -0.19 for non·poor 
Income Sub-study . mothers. (Calculated al means) 
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-t· 

*0.09 (under 15). -0,09 (under 6) 
Elastir:itles are means of effeclS 
evaluated at each obscrvatirn 
SlgnifiC'lmce 'cannot be de!enninet! 
from available information. 

·0.346. Also estimated elasticity 
separately (or white single mothers in 
poverty (~1.362) and b!ack single 
mother'S in poverty (-.345; not 
statistically significant) 

·0.388 (evaluated at means) 

·0,78 (evalualed al means ofdala) 

----- --~ 

Estimate of employment
I .rre« . 

Attribute an increasc in 
employment of 12% to 
program 

------

EStimated mean elasticity of 
employment wilh respect to 
child care cosl ~L88 

~ ~ ~ 

~---

Maximum likelihood. dino diuo1984 SIPP. Married womenRibar 
<with children Estimates a structural (1995) 

under 15 
,. 

frledal arhours nfwark 

Kimmel 
(1995) 

19811md 1988 SIpP data Single mothers 
in poverty 

Probit ditto ditto 

~ .... -
ProbitCleveland 1988 Canadian National Child Families with Engaged in paid dif10 

employment or nottt al Care Survey young c~i1d!en 
(1996) 

1\verett et 1986 NLS-Y Married mothers Dual·error model Annual hours of dicto 
,I. (1997) with at least one work 

child under age 6 

B. Studies Jhallise an excgenOlls SOlm;;e afllarialion ill (he cost ofchild care 

~ -~~ ~---~ 

Datu Group srudied Source of variation in child care Measure ('lflaborIy (year) Measure of cost of child care 
I" .. CO"I~ ,Source 

Telephone survey Low-income Those tecdving day care subsidy Whether mother~er and Dummy for receipt of subsidy 
si.ngle mOlhers in twO Kentucky programs versus employed or not (amI of subsidy varies with ''k (1992) 

Ihose on subsidy waiting list. income) 

Swedish data sel Families in Cxogenou$ variation due. 10 local Whether mother Locally-set price {per month) 
works 'substantially> ptus telephone different goveOllllenl serting SUblii~y ntes of public child care 

Swedish for public child care. survey (more than 30 hours) 
communilies 

~~ . 

:afsson and 
ford{l992) 

. 



FirsHtmeJowitz: et at NLS·Y 
l2) mothers 

Vtlriation among states alld over 
time in state and federal Income 
tax credits for child care 
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Whether mother is 
employed when child 
is J months old, and 
whether molher Is 
employed when child· 
is 24 month!; 

'-------,-~.- .--
Subsidy available through Greater tax credits increased 
state and federnl income lax early relurn to wOrk (wlin 3 
credits; to avoid endogenei!)" mos) bUI had little effect on 
issues, assumes woman works efl1ployment of women wilh 
full-time at b<:r predicted wage older children 

-~--~-------~ 




Appendix 2: Effect Ilf chUd care luice on use of market care, given maternal emplnyment l 

----  ~ 

S;'~y rM.I~odS I" Measures of price of care and mo~e'ofcare.' Price elastic ,ty of market care 
utilization c inditional on

I ,
emptovmem 

~ ~ ~ ~~ 

Hou: arid 1986 NLS72. Black and Parental versus non-parental care. -0.17 to ~O.2 odepending on 
Kilburn white mothers with Selectivity-com:cled predicted hourly price of non-parental cure speciHcatiOl Significant. 
\992 preschool age children 

Probit 
~~ -----  ----

Hottand 1986 NLSn. Black and Parental versus non~parental care, -J,7. Sigl)ifi :ant 
Kilburn white mothers ofpre~school Selectivity-corrected predicted hourly price ofnon+parenta! care (using 
1994 ago cbHdrea Maximum different instruments lrom 1992 paper). 

likelihood sWitching 

I regres...ion model. 
~~

ICI~veland 1988 Canadian National Whetbe; family purchases market care or non-market care at zero cosL -1.056. Singl 'e (;oeflicient'us.ed in 
el 01 Chlld eme survey, Families Selectivity-corrected PFcdicted hourly price of care from employed who aslicity is significant.computing e 
(1996) with )'Dung children" Probit purchase care. 
~ ----  ----  --

Ribar 1984 SIPf', Married women Direct report ofwhelher family pays for care. Elasticity fo paid carr: utilizatlQn is 
1~95 with children under 15. SeJeellvity~corrected predicted hourly prJce of care from employed who -0.608 or -0 42 depending on 

Maximum likelihood. purchase care. specificatiOl' When loOK at moms 
wilh).dds tin er .6, elaslicily drops to 
-0.235 or -0. 224 depending on 
specificatior Can't determine 
significance, 

~ 

-----  ~-

Blau and 193{} EOPP. Married Market venus non-miflJkct care; care coded as market if provided by a -1.17. Can'l detcnnine significance 
Robins mothers under 45 with nnn-relative or in a group facililY or day care center, or if fl.mily reports 
(1988) children under 14. any direct expenditure Oil child eilre. 

Multinomiallogit. The weekly cost of market care reported by families is used to construct 
the site~average weekly child care costs; these are divided by 30 to 
estimate hourly price ofc:arc_ 

----  ~- ---- 
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Blau an 
Hagy 
(farthea 
ing) 

Ribar 
(1991) 

I 

n 

t990 NCCS and peess. 
Women with children under 
1, not in school. 
Multinomial logiL 

-

Whether family pays for care or not. 
Estimates hourly fees using regression results. 

-.IS. Can 't delem~ine significance 

~ -- 

1984 SiPP. Married females 
with children 0-6. Tobit 

Paid versus unpaid care,. 

Seleclivily-corre<:ted predicted hourly costs from employed who 
purchase >care. 

-

~.21O. Underlying. coefficients 
significant. 

i 
1, Elasticities for Bfau and Robins (988), RJb.ar (1992) and Blau and Hagy (forthcoming) are all taken from Blau (under review) who recali::ulates lhe elasticities 

, using variable means from the data in Blau and Hagy (forthcoming). 

2.A,1I elasticilie:& calculated at sample means except for Ribar (19~5) who calculates mean ofelasticities for each individual. 
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EXECUTIVE S~L>\RY 	 .. 
• 	 Although the gap between women and men's wages has narrowed substantially since the 

signing of the Equal Pay Act in 1963, there still exists. significant wage gap that cannot . 
" ,'.'be explained by differences between male and female workers in labor nwket experience 


and in the characteristics ofjobs they hold. 


• 	 After hovering at about 60 percent since the mid~1950s. the ratio ofwomen's to men's 
. median pay began to rise in the late 1970s and reached about 70 percent by 1990. The 

gender pay ratio is currently on the rise again, SU1jlassing 75 percent in 1997. 


• 	 The gender gap has narrowed faster among younger women and among married women 
with children. The data that permit disaggregation by demographic groups show the 

overall gender pay ratio rising from 57 percent in 1969 to 68 percent in 1996 (the last year 

for which these data are available). In contrast, among women under 40, the gender pay 

ratio rose from 58 percent in 1969 to 74 percent in 1996. Among married women with 

children, the gender pay ratio (relative to all. male workers) rose from 53 percent in 1969 

to 68 percent in 1996. Relative to all male workers, wage gains have been faster for non

Hispanic black and non-Hlspanic white women than for Hispanic warne!!. 

• 	 The most recent detailed longitudinal study found that in the late 1980. about one-third of 
the gender pay gap was explained by differences in the skills and experience that women 
bring to the labor rrutrket and about 28 percent was due to dilfurences in industry, 
occupation, and union status among men and women. Accounting for these differences 
raised the female/male pay ratio in the late 19805 from about 12 percent to aboutSH. 
percent, leaving around 12 percent as an "unexplained" difference. 	 ' 

• 	 Over the last twenty years, increases in women's accumulated labor market experience 
and their movement into higher~paying occupations have played a major role in increasuig 
women's wages relative to men's. Changes in family status, in industry structure and in 
uniouization also worked to narrow the gender pay gap, while increasing economic 

benefit. from skills and increasing wage ineqnallty would have, by themselves, widened 

the pay gap. In addition, the decrease in the pay gap that remains "unexplained" after 

controlling for measured differences between men and women has been a large contributor 
to the narrowing ofthe pay gap. 	 . • 

The evidence is that labor market discrimination .against women persists. although it is 
difficult to determine precisely how much ofthe difference in female/male pay is due to 
discrimination and how much is due to differences in choices or preferences between 

women and men. One indirect and rough meaSure of the extent of discrimination 

remaining in the labor market is the «unexplained" difference in pay. Some studies have 

tried to measure discrimination directly by looking at pay differences among men and 
women in very similar jobs or by comparing pay to specific measures of prodUctivity. 
These mudies consistently find eVidence ofongoing discrimination in the labor market and 
support the conclusion that women still face differemial treatment on the job. 
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L INTRODUCTION 

Thirty five years ago, President Kennedysigned the Equal Pay Act into law, making it illegal to 
pay men and women employed in the same esublishmertt different wages fur "substantially equal" . 
work'. At that time, the ratio ofwomen's to men's average pay was about 58 percent' Although 
the gap in ave..ge pay between men and women has deoreased since then. the "geeder gap" in 
pay persists. Decreases in labor market discrimination towards women may be partly responsible. 
for these improvements. but continued discrimination may also contribute to the remaining 
earnings gap. . 

The long-standing differences in the average pay of men-and women in the labor market are the 

result of man)' farces, including differences in:he characteristics (such as average labor market 

experience) that men and women bring to their jobs, differences in the characteristics ofthe jobs 

in which men and worn'en work, and differential and discriminatory treatment ofwomen by 


_employers and c~workers. 

All ofthese factors interact in complex ways.' Hence it is difficult to determine precisely how 
much' of the diJference in female/male pay is due to discrimination and how much is due to 
differential choices and preferences by female workers. For example. ifwomen have less 
experience than men., they may choose occupations 'where extensive experience is less necessary. 
Ifwomen consistently choose different occupations than men. stereotypes about women's abilities 

. may. be reinforced and discriminatory behavior by employers may be perpetuated. If employers 
make it diffictilt for women to enter certain occupations, women's iZlcentives to invest in training 
for those occupations may be reduced. 

Women and men diJfer, both in terms of the jobs in which they work and in their responsibilities 
for children (which affect work at home and in the market), Nevertheless, over time, women's 
skills have become more similar to men's. The occupations and industries in which men' and 
women work have also become more similar. But. as of the late 1980s, the date ofthe most 
recent detailed study, there were still large differences between men and women in personal and 
job characteristics that influenced their relative wages, And even when aU of these differences 
were taken into' accQun1,. -a significant gender wage gap remained. As we discuss below, this 
suggests that there is continuing discrimination against women in the tabor market. 

, '.' 

. 
'Schultz v. Wheaton Glass: Co., 421 F,2d 259 (3rd Cir. 1970). 

'Based 00 calculations from the March 1964 Current Population Survey (Bureau of the 
Census). Data. ~e for weekly wages offull-time, year-round workers aged 25~64. 
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II. TRENDS lli TIlE GENDER WAGE GAP 

Trends in the overall gap 

Hgur'! 1. MedIan Weekly Earnings of Females Relative to Male$ After hovering around 60 percent since the mid~ 

lOOt 

'" 
a~ L I'1If.IitM_Mn. 

~ ; l~_"'1 ~ 
~ 70 ;;;;: 

" 
501969 t973 HI77 'S$1 1!1aS 191$$ 19$3 1997 
__ __"""V""~~!IDI>IIoo!"" 

""""'ro- .....c 

1950s', the ratio ofwomen's to men's pay , 
began to rise in the late 1910s, surpassing 10 
percent by 1990 (see bottom line offigure I), " 
After a pause in the mid-1m;;, the gender pay 
ratio has begun to rise again, reaching more 
thali 75 percent in 1991 (see top line ofFigure 
1).' Although the size ofthe gender pay gap 
vanes across countries, many industrial 
economies have seen a narrov.ring of the gap 
over the last two decades.$ 

Trends in the gender gap by demographic characteristics 

Figure 2. Rillio of FemalelMllle AYen.tge Weeldy WIl9o$ In order to compare trends in the gender pay 
ratio across different-demographic groups, a 

L01 'I 
data series is needed that permits such 

0.8 t disaggregation. Figure 2 shows the aggregate 
gender pay ratio in this data series, based on a, 

0.,6 :.. 

~O+ 

'The data shown in the top line of.the figure are ...nos ofmedian weekly wages for full· 
. time workers aged 25'.to 54,,Published quarterly by the Bureau ofLabor Statistics since 1979. The 
bottom line shows the ...nos·of median weekly wages of full-time, year-round workers aged 25 to 
54, calculated from the Marcb Current Population surVey data files. Unfortunately, the former 
senes is not availabJe befure 1979, and the latter series is not currently available after 1996, 

'w.ldfogel, Jane. 1998. "Understanding the 'Family Gap' in Pay for Women with 

Children." Jvurna/ ofEconomic Perspectives 12(1}:137.56. 
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0.0 

. slightly diiIerent group of workers.' Although the level of the gender pay gap in Figure 2 is 
slightly diiIerent from that in Figure 1, the overall trends are similar. 

,~:3, RetiQ of~l\!IiMtie ....-e~WouI¢y~!:It~ BI'Id Bl"tIio;lty 	 Figure 3 shows pay ratios for women workers 
u 	 .. re1 . by raee and ethniClty, alive to all male 
0.8 	 ' workers, Relative to all male ~orkers, wage 

gains have be<n filster for non-Hispanic black 
and non~Hispanic white women than for 
Hispanic women, 

Women ofall ages and education levels 
experienced ga1'1S in pay relative to their male 
counterparts. The gender gap varies little 
across education groups' but is substantially 
smaller for younger women (see figure 4). This 
was not always the case. In 1969, the gender 

gap waS similar for those under and over age 40. 	 But the gap narrowed much faster far younger 
women. The farger gap among older women 

~r• ..., Ratkl lit F."..I<:I/Mal. Av.rag" V'ft,,1dy 'o'hll.$ by A<jj"e may be a generational effect, indicating that the 

..,[
0.' 

M 

~:l 

. 

current younger cohort ofwomen has made 
choices more similar to those of men a."ldior is 
not facing as much discrimi."lation as the cohort 
before them, Alternately, the gap, for o~der 
women could reflect growing differences in ' 
accumuiated work experience as women age or 
a "glass ceiling" effect by which women aehieve 
.smaller pay gains over time. Indeed~ the 
bipartisan Federal Glass Ceiling Commission 
found that "in the private sector, equally 
qualified and similarly situated citizens are liaing 
denied equal access to advancement into seruor

level tnlIllllgement on the basis ofgender, race, or ethnicity."' . 

, "Data jll figures 2 through 5 are based on tabulations from various years of the March 
. Current Population Survey (Bureau of the CensusJ. The data refer \0 full-time, year-round 
workers aged 25 to 64. 

'Blau, Francine. 199&. "Trends in the Well-Being ofAmerican Women, 1970-1995." 
Jauma/ ofEcanomic Literature 36: 112-<55. 

. 
'Il.S. Department ofLabor Glass Ceiling Commission. 1995. "o"od for Business: 

Making Full U,;e ~fthe Nation's Human Capital," March. Washir,gton DC. . 
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F"~5.FbtiQoIF~~w..Nty~b1Fam~~ Traditionally, women with children have had 
1,O;-~"" 

[ower wages than childless women. However, 
gains in average pay have been greatest for 
married women with clilldren (see figure 5). It 
is worth noting that this is also the group of 
women among whom labor force participation 
has increased the most since 1970. Although 
their pay relative to men has climbed, single 
mothers cOntinue to have the lowest average ' 
rate ofpay. 

6:in9"'--'- ___ Sin;two...,....... MwlIIood_ 

""JO;iIb IIll'Ici;Q. 'H1<icIs wI;l4f 
 GeodeI' gaps ,in fringe benefits 

The male-female difference in wages is also 
visible in fringe benefits, which currently make up about 30 percent oftotal compensation. As 
with wages, some ofthis gap is related to differences betYleen men and women in human capital 
and job characteristics, and some remains unexplained. Among younger workers, the gender gap 
in total compensation appears to be smaller than the gap in wages.' Much ofthe female-male gap 
in: pension coverage can be accounted for by differences in their labor market histories and is 
much smaller among younger workers. In addition, among those who have pensions, the gender 
gap in benefit lev~ is largely exPlained by gender differences in income,10Therefore, lower 
wages, and htnce lower lifetime earnings, result in lower pension benefits upon retirement For 
Some wome~ the lack of coverage or IDwe~ benefit levels may not be a problem, since they 
receive benefits through a spouse. For other women. lack of adequate health or pension benefits 
from their job is a serious problem. More research is needed to understand the impact ofiower 
fringe benefit coverage on female employees. 

m EXPLAINING TIrE TRE1'lDS IN TIrE GENDER GAP 

In this sectiOl'!7 we examine changes in the relative characteristics of female versus male workers 
and in the jobs in which they work, and relate these changes to the decline in the gender gap. The 
next section considers the role, ofdisci:imination. 

The gendeT SllP has declined both because gender differences in measured characteristics bave 
narrowed, and because the "unexplained" difference in pay (v.:hich may be discrimination, as 
dismssed below) has also fallen. Among the measured characteristics, -the two most important 
factors contributing to a narrowing ofthe gender wage gap between 1970 and 1995 have been 
improvements in .women's relative labor m3fket experience and improvements in their relative .' 

'Solberg, Eric and Teresa r..;.,gblin. 1995. "The Gender Pay Gap, Fringe Benefits, ar.d 
Occupational Crowding." Industrial andLahar RelatiansReview, 48{4): 692-708. 

L<$ver, Wdfiam and David Macpherson. 1994. "Gender Differences in Pensions," Journal 

ofHYman Resources, 29(2):555.587. 
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ocoupational ,rtalus. Changes in unionism also benefitted women relative to men, but have played 
a smaller role. Although subSUUltial, shifts in employment across industries have had relatively 
little effect on the gender pay gap .. Increases in the returns to skill and increasing wage differences 
across occupations and industries - particuWly in the 19805 - dampened women's relative "'age 
gains, since women were disproportionately represented among the less-skilled and in lower
paying occupations. 

The Role of Human Capital 
Human capital, which includes education and labor 'market experience, is often viewed as the most 
important detenninant ofwages. An additional year ofschooling is estimated to increase wages by 
5 to 15 percent." An edditional25 years ofwork experience mcreases wages by an estimated 80 
percent. tZ ' 

Differences in labor market experience between men and women are far greater than differences in. 
their educational attainment. But in the 1980s. the difference between men and women workers 
in average labor market ,experience began to fill. The increase in women's relative experience by 
itself would have reduced the pay gap by about 35 percentage points over the 1980,. Still, as of 
the late 1980s~ when such data were last analyzed. remaining differences in work experience 
between men and women were fuund to explain about one-third of the pay gap that existed at that 
time,u " 

Th. Rol. of Family Statn, and Children . 
The reltitionship hetwe.en farnily starns and pay is different fof' men and women. While married 
men, most of whom have children, typically earn more in the labor market than unmarried men, 
for women the relationship is reversed. Children are associated with lower wages fur women but 
not for men, in pan because children tend to reduce women~s work experience and time with their 
emp'oyer. 

, 

The pay premium for married men appears to have shrunk during the 1970. and 1980s.H 

However•.trel1ds,~ earnings differences between mothers and women without children are less 

, "Council ofEconomic Advisers. 1996. "PromOting Economic Growth: BackgroWld 

Briefing Paper." July, 


"Freeman, Richard and Lawrence K.atz. 1994. "Rising Wage Inequality: The United 
States vs. Other Advanced Countries." In Richard Freeman, ed. Working Under Different Ruies. 
New York: Russell Sage Foundation, . 

"Blan, Francine and Lawrence Kahn. 1991. "Swimming Upstream: Trends in the Gender 
Wage Differen:tial in the 1980•. " Journal ofL:1bor Economics 15(1, Part I): 1-42. 

"Blackburn, McKinley and Sanders Korenman. 1994. "The Declining Marital Status 

Earnings 'Differential,.. Journal ofPopulation Economics ~:247-70. 
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clear, Out of all women. gains in average pay over the last three decades have been greatest for 
married women with children (see Figure 5), But there is evidence that for younger women, the 
~ge gains for mothers were much less than for non-mothers over the 1980$,U 

The Role of Occupation 
Men and women tend to work in different occupations, And wages dilfer substantially according 
to the gender composition ofthe occupation. In particular, men and women who work in . 
predominantly female occupations earn less than comparable workers in other occupations," 

Figure 6 indicates how metl's and women's occupational starns have changed over time, Women 
have increasingly moved into traditionally male occupations, Between 1983 and 1997, the 

proportion ofemployed women who worked in 
~g\lfe 6, OcoJpational Oi$trlbutian ~ Employmert managerial and professional occupations 

increased from 23 ,to 32 percent, while the 
proportion ofmen in these occupations rose 
only from '26 to 29 percent. l1 But women are 
still much more likely to work in service and 

. clerical jobs than men., while men remain more 
likely to be in blue collar (craft, oper.tor, a."d 
labor) jobs, ' 

Occupational segregation by gender began to 
o 2U ~, ~ de{:line noticeably in the 19705. Such changes 
__.............-I_• ..,.r;:::::_, may be due to integration offormerly male or 
__O<l.>W ___ C'; aI ' , 'th tal~_~ 

, lem e occupations or to,mcreases,tn e to 
'employment sbare of occupations that have traditiooalJy been more integrated, Movement of 
women into traditionally male occupations was the predominate cause ofthe decrease in 
occupational segregation in the 1970. and 1980s, In the 1980s, growth of overall employment in 
more integrated occupations was somewhat more important than it had been in the 1970s," The 
decline in occupational segregation alone in the 1980. would have'reduced the geoder gap by 
about three percentage points," Although occupational desegregation has commued in the 1990•• 
the rate ofdesegregation through the mid-1990s appears to have been somewhat slower than the 

, 

"wa1dfoge~ op, cit, 

"Blau, op, cil" 

11 Data begin in 1983 due to a major change in the occupational classification system 

implemented in that year, ' 


"BIau, op, ,cil, 

"Blau <ind Kahn, op, cit, 
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rate during the 1970, and 1980s." 

The RDle of Unions 
Union membership is estimated to boost wages of union members relative to non-union- members 
by 10 to 20 percent?! Men have traditionally been more likely to be wUon members than women., 
which helped increase the gender paygap. The decline over the last 25 years in the fraction of the 
workforce that is Unionized has raised wOr:len's relative pay as fewer men receive union wages, 
In addition, the share ofunionized workers who are female has increased as unions have declinad 
less (or even grown) in certain public sector and service-related occupations that have a greater' 

, share offemale workers.21 These female union members have benefitted from higher union wages. 
Bu~ overall, the decline of unions has had a relatively small role in the declining gender pay gap; 
by itself, it would have cau~d the gender pay gap to decline by about one percentage point over 
the 19805. 

The Role of Industry 
Differences in wages across industries are substantial and persistent. For example, wages for 
similar workers are 37 percent higher than average in the petroleum industry but about 17 percent 
lower than average in retail trade.2J· Recent shifts in employment across indusiries (notably, the 
decline in the relative employment share of blue-collar jobs, where women are under-represented) 
have benefitted women relative to men.~· However, the industry shl.r.s had relatively little effect on 
the gender gap in the 1980,." . 

The Role of Changes in the Wage: Structure 
Trends in the above factors have boosted women's wages relative to men's. Roweve:" two major 
trends have worked to widen the gendeI:' gap: increases in the pa.y premium associated with higher 

-ZOWootton, Barbara. 1997. "Gender differences in occupational employment." Bureau oj 
Labor Statistics, Monthly Lahor Review, Apri~ pp.15~24. ' 

21 Freeman. Richard and James Medoff. 1981. "The Inapact of Collective Bargaining: 

illusion or Reality?" in Wj. Industrial Relations 1950-198Q: A Critical Assessment, IRRA. 


"Blau 'Old Kahn, op. cit. See ,also Even, William and Da;id Maepherson. 1993. "Tne ' 
Decline ofPrivate Sector Unionism and the Gender Wage Gap," Journal a/Human Resources 

. 28(2}:279~96. 

"Krueger, AIati and Lawrence Summers, 1988. "Efficiency Wages and the Inter-Industry 
Wage Structure." EcollOnwtrica 56(2): 259-93. 

"'O'Neill. June and Solomon Polachek, 1993. "Why the Gender Gap in Wages Narrowed 
in the 1980,." Journal afLahor Economics 11(1)' 205~22&. . 

"BIau lIl1d Kahn, op cit.. 
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«skills" (i"e,~ higher levels of education and labor market experience) a.1d increased pay differences 
across industries and occupations, :u. This has served to widen the gender gap because female 
wcrkers continue to have less labor market experience. on average, than male workers, and are, 
on average, in lower~paying occupations. The rising wage inequality aIld increasing econorn.lc 
returns to skills slowed. women's progress during the'19805 and alone would have increased the 
gender pay gap by about four to six percentage points.'" . 

The Role orrolicy 
A number of policies in the 1960s targeted gender discrimination in the labor market. The Equal 
Pay Act of 1963 proscribes gender-based pay discrimination among emptoyees.;vitltin the sarne 
establishment who do "substantially equal" work." Title VII ofthe 1964 Civil Rights Act (and 
subsequent amendments) proscribes employment discri."Ilination on the basis of sex in a broader 
set of categories, including hiring, prornocio~ and other conditions of employment. Executive 
Order 11246 (issued in 1965 and amended in 1967 to include sex).requires that non-exernpt 
federal contrat;:tors and subcontractors take affinn~tive action in employment. . 

. Few studies have examined the effects of these poucies on the gender pay gap. One difficulty in 
making such an assessment is that these policy changes took place at a time' ofenormous changes 
in gender roles and expectations. Isolating the effects of a single policy change from these· 
broader social and economic changes is difficult. One study estimated the effects ofaffirmative 
. action on hiring by comparing hiring in firms that are Federal contractors to those that are not 
(and therefore are not subject to affirmative action provisions). Employment ofwomen increased 
somewhat faster in contractor fums.J9 AlthO:lgh no sach studies of the effect of policies on the 
gender pay ratio exist, it is dear that a rOle for these policy changes cannot be ruled out in both 
the increase in t.'le gender pay ratio and the other changes that have served to increase the gender 
pay ratio.. 

26Blau, op. cit. 

"Blau and Kahn, op. cit. 
, 

. "Schultz v. Whealon Glass Co. op cit. The Equal Pay Act, 29 U.S.C. § 206(d) (1), makes 
it illegal to pay men and women employed in the same establish.."llent diffe:ent \\'ages for "equal 
work on jobs the perfOmta!1ce of which requires equal skill. effort, and responsibility and which 
are performed under sinillat working conditions,n 

"i-eonard, Jonathan. 1984.·"The Impact of Affirmative Action on Employment," Journal 
afLabor Economics, October, 2, 439-463. 
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IV. DISCRIMJNA TION 

What is gender discrimination in the labor force? • 
Gender discri:nination may take a va:iet}' of forms, from practices' that reduce the cha.1.ces that a 
woman is hired to differences in pay for men and women who work side by side doing the same 
tasks equally well, There are a variety of theories about how and why women face discrimination 
in the labor market. An employer may dislike female employees or underestimate their abilities; < 
customers may dislike female employees or.underestimate their abilities; or male co~workers may 
resist working with·women. These attitudes may not be directed toward all workers but may only 
focus on women in higher status occupations. For instance, IT'.ale employees may not object to 
having women work for them but may object when women are their superiors. In addition, 
employers may engage in what is called "statistical discrimination," meaning that they assume an 
individual woman has the average characteristics of all women. For examp.ie. because women on 
average have higher turnover rates than men. an employer may assuree that a given female job 
candidate is ~ore likely to leave the finn than a similar male candidate. Statistical discrimination. 
like other fonTIS of discrimination, is illegal. An employer is required to base hiring or pay 
decisions on specific information about an individual. not on presumptions based on gender. 

The unexplained portion of the gender gap 
Although the gender gap has narrowed since the late 1970,. at 25 percent it i, still substantial (see 
figure 1). And as late as the 1980,. the date of the most recent detailed longitudinal stUdy,' 
gender pay differential of about 12 percent'remain,ed unexplai.'led even after adjustmentS for 
gender differences in education, labor market experience, broad occupational and industrial 
distributions, and umon status. According to this study. the gender pay gap ratio in 1988 was 72 
percent. Women's lower full-rime experience explained roughly one-third of the pay gap, and 

. gender differences in industry, occupation, and union status explained about 28 percent of the pay 
<gap. Thi, left about a 12 percentage point pay gap unexplained. This unexplained differential, 

after adjustmeqts. declined by half over the 1980" from about 22 poo:entage points to about 12 
. percentage points< This decline alone would have reduced the gender gap by about 10 percentage. ~. ,.
, pomts. 

The unexplained portion ofthe pay gap is often interpreted as the result ofdiscrimination. In thi, 
view, once differences between men and women in the relevant determinants ofwages are taken 
into a<;count, any remaining difference in pay must be ~ue to discrimination. But this explanation 
may 'be too simplistic. To the extent that discrimination affectS women,'s educational, job, and 
family choices. the "un~lainedn differential will understate the true effect ofdiscrimination. 
Andl to the extent that an analyst cannot adequately measure all the determinants ofwages using 
available data, there may be significant unmeasured labor market skills that differ between men 
and women. For instance, ifwomen's labor market exp~rience is less likely to be continuous (for 
example, due to childbearing), then just controlling for years ofwark may not fully control fur the 
differential effects of experience on male and. female wages. In trus case, the ··unexplained" 
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differential will overstate the true effect ofdiscrimination, because it includes the effect ofrelevant 
unmeasured' ~OtS that influence the relative productivity ofmale and female employees. 

The decline in the "unexplained" portion of the pay gap over the 1980, could either be due to. 
relatiye improvement in women's uruneasured labor market skills or a decline in discri.m.ination. 
Both explanations are plauSIble. Women's unmeasured skills may have improved rel.tive to 
men's over the 1980$, (For instance, women have entered elite priVate universities - many of 
which were closed to women before the mid-1970s - at an increasing rate in recent decades, 
perhaps increasing the quality of their schooling.) But reductions in discrimination may also have 
played a role in reducing the."unl?XPlained" difference between men's and women's wages, For 
example. as women increased their commitment to the labor force and improved their job skills, 
statistical discrimination against them may have diminished. In addition, reduced discrimination 
could also have contnbuted to the decline in the explained portion of the pay gap ifearlier anti
discrimination efforts encouraged women to invest more in labor market skills and to move into 
traditionally nulle occupations. . 

Studies of gender pay discrimination 
Gender pay discrimination Under the Equal Pay Act is said to occur when male and female 
workers employed in the same establishment receive different pay for "substantially equal" work." 
A small but growing area of researeh attempts to coHect direct evidence on·gender pay . 
discrimination in the 13.bor market in two Ways. While none ofthese studies alone is definitiveJ 

taken together they present' compelling evidence ofthe continued existence ofgender 
discrimination in the labor market. 

First, a handl\Ji ofstudies have examined whether female workers earn less t.ian comparable male 
workers within the same establishments and llilITOwiy defined oecupatio~al categories. Although 
evidence is mixed, some studies find substantial pay differences. bet\1leen men and women working 
in the same narrowly defined occupations and establishments. One recent and thorough'study of 
this kind takes advantage of a unique data set that matches workers in the 1990 Census to 
information on the establlshments in which they work, using the U.S. Census Bureau Standard 
Statistical Establishment List. Unlike previous studies of this type, the data mernile worker, from 
all sectors of the economy. The study decomposes the gender gap into a part that is the result of 
the concentration ofwomen in particular occupations, industries, establishments, and "jobs" (an 
occupation within an establishment) and a portion due to differences in pay between men and 
women working in industries, occupations, establishments, and jobs with a similar percentage of 
female workers. The authors find that a substantial portion - at least one-quaner - of the pay 

. gap is the result ofdifferences in pay betWee., men and women worlcingin similar job, and 
esta.btishments. n 

llSchultz v. Wheaton GlassCo., op cit. 

';Bayard, Kimberly, Judith HeUerstein, David Neumark, and Kenneth Traske. 1998. 

"New Evidence on Sex Segregation and Sex Differences in Wages from Matched Employee
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Second, an even smaller set of studies attempts to measure productivity offemaie and male 

workers diroctly to determine whether gender pay differences can be directly linked to 


, productivity differences. This approach is rarely implemented because it requires information on 
wages and " r"liable (and non-gender-biased) measure of productivity such as physical output per 
hour or sales" But a recent study of this sort found that pay differences between comparable 
women and men are too large to be explained by productivity differences: Using a large linked 
employer-employee data set. it concluded that "at the mar-gill'l women were 85 to 96 percent as . 
productive as men but were paid only 66 to 68 percent as 'much as" met;Ln 

Finally, studies of discrimination in hiring offer additional, albeit indirect, evidence related to the 
gender pay gap. For example, the introduction of"screens" to conceal the identity of candidates 
from juries in auditions for symphony Qrchestras markedly increased female musicians' chanyes of 
success in such competitions and raised their odds ofbeing hired"~ An audit study - in which 
male and female candidates submitted essentially identical resumes for restaurant jobs - found 
that female applicants were less likely than their matched male counterparts to be interviewed or 
hired as wait-staffin higb-pljce restaurants (this was not true inlow-price restaurants)!'" There is 
some informal evidence that earning, tend to be higher in IUgh-price restaura.~ts; therefore this 
difference in hiring could contnoute to gender ciliferences in pay. 

V. CO":'lCLUSION 

Tnere is both good news and bad news with regard to gender pay differences. The bad news is 
that there remains a significant differential between women's and men's pay. On average. women 
earn about 75 percent ofwhat men earn. Even after controlling for differences in skills and job 
characteristics. women still eam less than men. While there are a variety ofinterpretations of this 
remaining «W1explained" differential. one plausible interpretation is that gender wage 
discrimination continues to be present in the labor market. This i.'"rt'erpretation is buttressed by 

, other more direct studies ofpay discrimination, which also 'show continuing gender differences in 
pay that are not explained by productivity or job differences" 

Employer Data." Paper prepared for the U.S" Bureau ofthe Census' International Symposium on 
Linked Employer-Employee Data, Washington DC, April" 

"Hellerstein, judith, David Neumark, and Kenneth Traske" 1996, "Wages, Productivity 
and Worker Characteristics"n National Bureau ofEconomic Research Working Paper 5626" June" 

" Croldin, Claudi;:md Cecilia Rouse: 1997" "circhest-'"atiIlg lr:Jpartiality: The Impact of 
;B1ind' Auditions on Female 1vfusicians." National Bureau ofEcon-omie Research Working Paper 
No" 5903" January, 

''Neumark, David, Roy Bank and Kyle Van Nort" 1996" Sex Discrimination in Restaurant 
Hiring: An Audit Study" Quarterly Jaurnal ofEconomics, August. 
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. The good news is that these differences have decreased in recent d,ecades. This is true not only. . 
for the "raw" gap in .verage femalelmale pay, which has decreased from about 40 percent to 
about 2S percent over the past two decades, but it 1S also true for the "unexplained" difference in 
female/male p~~y once factors that affect pay are controlled for. This suggests both that women's 
s~s and job choices are becoming more ~ar to those of men. and that discrimination may be 
lessening as well. . 
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