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Origins of the Study

Since the early 1990s, researchers and policymakers have had an increasingly difficult
time understanding how states and sub-state areas operate their cash assistance programs for
needy families. Under Aid to Families with Dependent Children (AFDC), the federal
government determined most program rules, though states established their own rules in
some areas such as income eligibility limits, benefit levels, and eligibility requirements for
two-parent families. While the federal government offered states this finite number of
options, those options fit within a program structure that did not vary substantially across the
states. Importantly, any differences in AFDC programs across states could be identified with
reasonable accuracy using the AFDC State Plans, as well as documents prepared by the
Administration for Children and Families (ACF) in the Department of Health and Human
Services (DHHS).

By the mid-1990s, however, the complexity of welfare programs’ policies and rules
began increasing, as more states were granted waivers to experiment with new policies, such
as family caps and time limits on benefit receipt. This increase in state waivers began
shifting the control of cash assistance programs from the federal government to the states.
While the waiver policies were described in the Waiver Terms and Conditions agreed upon
by the state and the DHHS, these were often incomplete. Moreover, changes in
implementation details and schedules often occurred after agreement. Further, the waivers
were not included in the State Plans. And finally, most waivers were for pilot programs in
sub-state areas — not statewide — which increased the variation within states and the
difficulties in tracking program rules.

This devolution culminated in the passage of the Personal Responsibility and Work
Opportunity Reconciliation Act (PRWORA) of August 1996, which replaced the AFDC
program with Temporary Assistance for Needy Families (TANF). The legislation produced
further variation in state welfare programs and increased difficulty in tracking program rules
and understanding program outcomes across states. Overall, the level of detail in TANF
State Plans varies greatly across states and generally offers insufficient detail on eligibility,
benefit computation, requirements imposed on clients, and incentives offered to move them
toward independence from cash assistance. This kind of information can only be obtained
from state regulations, caseworker manuals, and/or interviews with state, and especially
local, policy officials and practitioners. Without it, researchers are highly challenged to
analyze the effects of policies on outcomes.

Given these difficulties associated with identifying state TANF policies, it became
desirable to create a method of organizing the information in a way that would serve many



purposes, primarily to organize, describe, and analyze the complex policy choices states have
made. The Urban Institute developed the Welfare Rules Database (WRD) to provide a single
location where information on program rules regarding eligibility, benefits, time limits, work
requirements, sanctions, and more could be researched across states and across time, without
the need to consult multiple documents. The State Policy Documentation Project (SPDP) is
another source for state TANF policy, though less detailed and longitudinal than the WRD.

The next logical step is to develop a method for categorizing state TANF and related
policies into typologies that facilitate analysis of links between them and outcomes, and that
facilitate analysis that clusters states along broad policy dimensions. The goal of this current
study is to take that next step — to lay the groundwork for facilitating research across states
linking state TANF policies to outcomes, by grouping TANF and related policies into
selected summary and independent variables thought to affect a selected outcome. In this
study we develop six typologies of TANF and related policies, build a public-use database
based on the typologies, and analyze one of the typologies using factor and cluster analysis.

Methodology

To initiate the work, we conducted an extensive literature review searching for other
researchers' typologies and their analysis clustering states or linking typologies to outcomes.
We then convened a Technical Work Group of researchers across the country with expertise
in welfare research and forays into categorizing TANF policies.

Literature Review Findings

We found fewer existing typologies than we had hoped, but did uncover several
promising typologies — such as those by the Committee for Economic Development (2000),
U.S. General Accounting Office (2000), Meyers, Gornick, and Peck (2001), Soss et al.
(2000), and a conceptual model by Weil (2002). These and other relevant articles are
summarized in our annotated bibliography, located in Appendix L. A.

Briefly stated, the CED authors' work seemed to have potential for adaptation in our
typology development. They identify 24 welfare policies that either Require Work or Limit
Eligibility, create Financial Incentives to Work, or Provide Services Supporting Work. They
categorize states, then, by whether they do not use at all, use moderately, or make extensive
use of each of those policies. Finally, they create indices of policies requiring work and
supporting work, by state. The indices are derived from the proportion of policies a state
uses under the "requiring work" rubric, and the proportion of policies they use under the
combined rubrics of "financial incentives to work" and “services supporting work.” Each
state is assigned a zero for no use of the policy, one point for moderate use, and two points
for extensive use. The policy data were drawn from a 1998 National Governors’ Association



summary of selected state policy elements. We considered using the typology and
substituting policy data from the Urban Institute’s Welfare Rules Database.

The GAO’s (2000) categorization of state sanction and conciliation policies were
considered for combining, for example, with Rector and Youssef’s (1999) immediate work
requirement variable to test a link with job entry rates. The GAO sanction data time period
is not perfect, as they record sanction policies as of September 1999 but number of families
sanctioned each month of calendar year 1998. The GAO data are complete in that, for the
most part, they cover 50 states and DC.

The Meyers, Gornick and Peck (2000) typology was studied for its measure of how state
policies affect a child poverty rate outcome. The authors used calendar year 1994 for
administrative data (a combination of data from the Welfare Rules Database, the House
Committee on Ways and Means “Green Book,” and DHHS reports), and data on policy
characteristics from sources including the National Governors’ Association, the Children’s
Defense Fund, and the Center on Budget and Policy Priorities. The authors have since
updated their paper with more recent data. We considered using the typology and their
updated data, if available, or building a similar typology using the Welfare Rules Database.

For a more complex typology, the Soss et al. (2000) “Index of Policy Severity,” was a
candidate for adoption. It includes whether or not a state has: a time limit to a work
requirement of less than 24 months; a lifetime limit of less than 60 months; a family cap; and
whether the severity of its sanctions are weak, moderate, or strong. This typology is a
compelling one for analyzing its effect on caseload and job entry rate. It uses data from
calendar year 1997 for most of its policy variables. Finally, we were drawn to a model
developed by Weil (2002) for a typology of key welfare rules. He develops a 12-cell grid
containing a three-point scale of barriers to continued TANF receipt (without work) and a 4-
point scale of incentives for families to leave TANF or combine TANF with work.

Technical Work Group

We consulted researchers and experts across the country, most of whom had already
developed selected typologies of some TANF and related rules for their individual research
studies. They came together for a one-day session of brainstorming and recommendations on
how we could most productively take the next steps toward TANF policy typologies
development.

The Technical Work Group made dozens of recommendations that are reflected in the
decisions made during our typology development, and they suggested several guiding
principles that ASPE endorsed and that prioritized our work. First, they recommended that
we not adopt or refine any typologies they had previously developed, because their



typologies were not specific enough for key outcome variables of interest and because few of
the studies used data from 1998 or beyond, a period when TANF was in full operation.
Rather, they recommended that we develop new and more expanded typologies of our own.
Second, they emphasized that besides the new typologies linked to outcomes, the most
valuable contribution we could make to the research community would be a public use
database containing typologies of TANF policies (quantified to the maximum extent
practicable), outcomes, and contextual demographic and economic data for each, for use by
the wider research community. That is what you will find described in this report, and what
you will find on our Web-based database. For more detail on the Group's recommendations
and the composition of the group, please refer to Appendix II.

Thus, we have developed six new typologies and built a database based on them, the
TANF Typologies Database, using the Urban Institute's Welfare Rules Database (WRD)
(2000) and its accompanying Welfare Rules Databook (Rowe 2000), as the primary sources
for TANF policy. There are, though, a few policies whose data source is other than the
Welfare Rules Database and Databook. The specific data source for each TANF policy,
outcome, and economic and demographic data element is noted in the on-line Data
Dictionary and documentation.! All policies are measured for 1999 only, though the
database has the capacity for adding prior and subsequent years, in the future. These policies
measure the rules in effect in each state in 1999 (typically July 1999). The policy variables
measure the “majority rule” in the state — the policy that affects the majority of the caseload
in the state.

Preliminary Typologies

Our typologies are organized around six outcomes and two sub-outcomes that are of
interest to Congress, DHHS, and the research community. These are (1) job entry rate, (2)
job retention rate, (3) earnings gain rate, (4) caseload change, (5) child poverty rate, and (6)
out-of-wedlock birth rate. While other outcomes are also of interest, we focus on these six
because they are listed as outcomes of interest in PRWORA legislation, regulations, and
bonuses. The first three reflect the work goals articulated in the PRWORA legislation;
caseload declines, to the extent they occur, reflect attainment of the goal of reducing
dependency; states are required to report what corrective actions they will take if child

' The Typologies Database and associated on-line Data Dictionary and documentation are found at
http://afdc.urban.org/outcomes.

? Massachusetts is an exception. All relevant Massachusetts policy variables are for non-exempt TANF clients.
According to the Massachusetts Department of Transitional Assistance, non-exempt clients account for a
minority of the caseload (www.state.ma.us/dta/dtatoday/facts/tafdc.htm, accessed November 2001).
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poverty increases five percent; and states can compete for bonus money to reward reductions
in out-of-wedlock births.’

We organize the typologies around outcomes, because we think that the best way to think
about state policies is to focus on the outcomes they might affect. Policies that have one
effect on one outcome may have an entirely different effect on another outcome. For
example, generous earned income disregards for benefit computation may reduce poverty but
increase caseloads. Outcomes also present a convenient way for organizing welfare policies
because not all policies are hypothesized to affect all outcomes. Organizing policy
typologies around outcomes thus reduces the complexity of welfare policies by limiting the
number of policies in a typology. However, organizing typologies around outcomes does
mean that some policies will appear in multiple typologies. For example, time limit policy
variables are included in both the recipient job entry and caseload typologies because we
hypothesize that they might affect both outcomes.

We further subdivide two of the six outcomes into two sub-outcomes each, in recognition
that different policies are known to different sub-populations affected by TANF at different
times, or that different policies affect sub-populations in different ways. Thus, job entry rate
is subdivided into that for applicants and that for recipients, on the theory that applicants and
recipients face different incentives and information that might make them enter employment.
Similarly, caseload change is subdivided into (because it is affected by) those entering the
rolls and those exiting the rolls, and different information and incentives will affect those two
behaviors.

Direct vs. Indirect and Short-run vs. Long-run Effects

To limit the number of policies included in each typology, we consider only those
policies hypothesized to most directly affect each outcome. For example, recipient work
requirements should directly affect whether or not a welfare recipient enters a job, and so are
included in the recipient job entry rate typology. One might hypothesize that family caps
affect job entry through their effect on fertility and fertility’s effect on employment, but we
consider this an indirect effect and so do not include family caps in the job entry rate

typology.

To narrow our hypotheses of the possible effects that a policy may have on an outcome,
we largely focus on a policy’s short-run direct effect on an outcome, rather than its long-run
and less direct effect via the composition of the caseload. For example, states that allow
recipients to receive TANF benefits for a longer period of time (longer time limits) may have
lower job entry rates in the short-run, but higher job entry rates in the long-run. This could

3 At the time we developed our typologies and the database, the President had not yet proposed elimination of
this bonus and its associated performance data reporting.

I-5



happen if states with shorter time limits have the most employable recipients leave their
caseload quickly, resulting in a caseload with a higher concentration of “disadvantaged”
recipients (relative to states with longer time limits) in the long-run. While many researchers
and practitioners expect that the most disadvantaged recipients will be left on the caseloads in
the longer run, to date there is little evidence in national Current Population Survey data that
welfare reform has affected the composition of the caseload in its labor market skill
distribution (Moffitt and Stevens 2001). Similarly, our hypotheses regarding the effects of
time limits, earned income disregards and other variables focus on the direct effect of these
policies, rather than their potential long-run, indirect effects via the caseload. Differences in
many of the policies’ effects over time and differences in indirect versus direct effects remain
among the many reasons why the hypotheses described on the following pages may not hold
true.

Summary Variables

These typologies consist of a combination of one or more "summary variables" and, in
some cases, additional independent policy variables. We hypothesize that a given outcome is
affected by certain policy domains which we call a summary variable. A summary variable
is a conceptual method we used to combine groups of similar policies that we hypothesize to
have a common, underlying policy concept. As presented later in this report, factor analysis
is used to reduce the size of a group — a summary variable — into 2 or 3 key variables that
explained the most significant relationship with an outcome. To illustrate, the policy domain
or summary variable, Recipient Work Requirements, is comprised of seven related policy
variables that include:

e what is an allowable work activity to meet the requirement;

e the minimum hours of work required in order to count;

e how quickly the requirement kicks in, in relation to the onset of cash benefits;
e who can be exempt from a work requirement (due to two selected criteria);

e the dollar amount of the most severe sanction;

e the duration of the sanction; and

e the dollar amount of the initial sanction.
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Deferred Variables

A final point bears mentioning. We considered far more policy variables and elements of
them than those for which data are actually included in the typologies. With finite resources,
we deferred some policy elements as a result of data difficulties, either because data are not
available for all states in 1999 (our study year) or the data are too complex to quantify or
scale. An example of data too complex to quantify or scale is child care policies regarding
eligibility, market rates of care, co-payment levels, etc. Deferred variables appear in a table
at the end of this chapter. Moreover, we acknowledge that the typologies do not capture the
full range of policy variation, in that they do not capture the extent to which, or variation
with which, local offices within a state implement TANF and related policies. Notable
examples of these data are sanction policies Our typologies are meant to provide a consistent
starting point for researchers interested in analyzing state welfare policy. We hope that
future researchers may be able to add to the typologies in subsequent years.

Organization of this Report

The remainder of this report is organized as follows. Chapter II contains a detailed
description of our six typologies (and typologies for two sub-outcomes). It defines each
policy element and explains the policy elements —some in summary variables and some
independent elements — we associate with a given outcome, hypotheses about the direction
each element is expected to affect the outcome, and selected research foundations that
support the hypothesis. This document is meant to serve as a reference for researchers using
the typologies or the typologies database.

Chapter III is a concise description of the architecture and capabilities of the TANF
Typologies database, with references to Appendix III and IV for details. Chapter IV presents
the preliminary analysis we conducted with the typologies, as a means of illustrating what
can be done with the TANF Typologies database. We use factor analysis to reduce the size
of a group of policy variables, called a summary variable, to two or three key explanatory
variables. We use cluster analysis to begin to array states on selected policy elements.
Finally, Chapter V presents our conclusions and recommendations for future work.

Each chapter and each appendix is a separate electronic file, for ease of downloading.
Thus, in anticipation of Web visitors who might download only one or two documents, each
has its own introduction to the study.



(1) Income eligibility threshold for applicants. A key element of income eligibility tests is

the income threshold for applicants. We hypothesize that the higher the income threshold, the
lower the child poverty rate because more families will be eligible for cash assistance (and can
combine benefits with earnings). Some states calculate their income threshold as a percentage of
their payment standard, others as a percentage of their need standard, and still others as a
percentage of their maximum benefit, transitional standard, flat grant amount, etc. We capture a
monetized variable measuring, for each state as of July 1999, the maximum earnings an applicant
can retain and still be eligible for a benefit.

(2)Earned income disregard for initial eligibility purposes. States vary in the amount of
earned income they disregard when judging an applicant’s income for eligibility. As mentioned

above, the earned income disregard is used to determine a state’s net income for income
eligibility tests. (Net income is equal to gross income minus any earned income disregards.) We
hypothesize the higher the earned income disregard, the lower the child poverty rate because
more families with earnings will be approved for cash assistance. Thus, if a mother with two
children is earning $6.50 an hour full-time, has her hours cut back to half-time and applies for
TANF to supplement her reduced income, her children will be less likely to become poor in
states with the higher income disregards.

(3) Vehicle asset exemption for applicants. The larger the vehicle asset exemption from the
total unrestricted asset limit offered by states, the lower we hypothesize child poverty will be, as

more families (despite more valuable vehicles) will be approved for TANF. States exempt
differing portions of either the fair market value or equity value of a vehicle, on the theory that it
can be used to seek and retain employment. Some states exempt one vehicle per household,
regardless of value.

States differ in their policies for handling other assets as well, but this policy element will be
restricted to data on whether some or all of the value of a vehicle is excluded for the purpose of
determining initial, not continuing, eligibility for TANF. When a portion of the vehicle’s value
is exempted, that value can be expressed as equity or fair market value. The typologies database
will express all vehicle exemptions in fair market value dollars. Additional details about how we
converted exemptions not listed as fair market value can be found in the data documentation.

(4) Family cap. Family caps are policies that deny eligibility to children born while the
family is receiving TANF benefits. Under AFDC, when a child was born to a welfare family, the

benefit increased to meet the needs of the new child. Under TANF, family cap policies have the
effect of preventing or limiting an increase in the family's benefit for that child. States have the
option of not adopting a family cap policy, and 30 states elected not to do so in 1999. We
hypothesize that states without a family cap on benefit increases for the birth of a child while on
the rolls might have lower child poverty rates than states with family caps. The database
presents the family cap policy as zero/one for presence or absence of a cap.
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Summary Variable: Financial Incentives to Work I11

State policies that increase total family income are hypothesized to decrease child poverty.
State policies may affect both unearned income (e.g., cash TANF benefits) and earned income
(e.g., minimum wage and EITC). We identify 12 state policies which we believe together
describe a state’s policy affecting income, largely through financial incentives to work.

The Financial Incentives to Work III summary variable combines policies that affect ongoing
TANF recipient families, as well as families leaving TANF or who were not on TANF. We
specifically select Financial Incentives to Work III, for a typology on child poverty, because we
wish to include recipient families in our population of interest.”

(1) Maximum monthly benefit. We predict that the higher the maximum monthly benefit
level, the lower we expect the child poverty rate to be holding all other policies constant

(especially income substitution effects on working). We concentrate here on the direct and
short-term effect that monthly benefit will have on family poverty, where the family is already
on the TANF rolls.

(2) TANF benefit while working, months 12, 24. This policy definition is a monetized
calculation of the result of a state’s earned income disregard policy. Under AFDC, federal
policy set the earned income disregard (the percent of earnings not included in calculating

income for eligibility or benefit computation purposes) at the first $30 per month plus a
maximum of 33 percent of the remainder, for the first four months of employment. Following
that, no earnings were disregarded; that is, all earnings were counted for computing continuing
eligibility. On the theory that this created low and, eventually, no incentives to work, many
states increased the earnings disregard under pre-1996 waiver authority as well as under TANF.
Blank and Schmidt (2000) find that 25 states have TANF programs with more generous earnings
disregards than AFDC; 24 states retained fairly similar policies to AFDC; and two states actually
reduced the earnings disregard. Thus, there is considerable interstate variation on which to test
the hypothesis that the higher the earned income disregard or residual TANF benefit while
working, the lower the child poverty rate. This should prove the case because the family is able
to sustain employment and combine more earnings with their TANF benefit to raise total family
income. Consistent with this hypothesis, Bloom and Michalopoulos (2001) find that welfare
programs with earnings supplements, such as the earned income disregard, helped people obtain
and sustain employment.

»Financial Incentives to Work I was developed with applicants in mind and thus excludes sanction policies, TANF
benefit while working, and treatment of child support income. Financial Incentives to Work II also excludes
sanction policies and treatment of child support income, because it is a part of the typology for Recipient Job Entry
Rate. In that typology, sanction policies are included in Recipient Work Requirements. Moreover, recipients
entering a job in month one are not yet aware of whether and how their child support might be treated differently, as
a wage supplement, (than it was while they were only receiving TANF). And Financial Incentives to Work IV was
developed for caseload exits, where it again excludes sanction policies and treatment of child support income.
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States have an earned income disregard that can differ between that used for initial eligibility
computation and that used for benefit computation. The database for the child poverty typology
will present state disregard policies for benefit computation. According to the Welfare Rules
Databook, the earned income disregard changes in many states, depending on how long a
recipient has been working. For example, in 1999 Alabama disregarded 100 percent of earnings
for the first three consecutive months and 20 percent of earnings thereafter. Other states have as
many as four different disregards depending on the number of months since the onset of
continuous months of earnings. The typologies database includes measures of states' residual
TANF benefit while working for three different time periods (months 1, 12 and 24). For the
child poverty typology, we selected states’ disregard policies in month 12 and 24 as being more
relevant to a child poverty outcome than the disregard policy in month one, because it permits
more time for the parent to learn that sustained employment does not result in loss of TANF
eligibility. This does not imply that TANF recipients must have worked 12 months for us to
observe higher incomes and lower poverty rates. For many states, the disregard policy in month
12 was also the disregard policy for months 5 — 13, or months 4 — 12, or month 4 through
thereafter. For many states, as well, there is an interim policy for months 4 — 12, and one for
month 13 through thereafter; thus we picked 24 months to capture that third category.

To measure the benefit while working, we assume a prototypical family of three earning the
minimum wage and working 20 hours per week. We use the earned income disregards measured
as of July 1999 from the Welfare Rules Databook, and the Urban Institute’s State TANF Income
Calculator (STIC) (2000) to calculate each state’s TANF benefit while working. This amounts
to earnings of approximately $5,356 per year, an amount equal to slightly less than one-half the
poverty threshold for a family of three in 1999. These earnings are also less than average annual
earnings in FY 1999 for welfare recipients who remain on the rolls ($7,176), according to the
TANF Third Annual Report to Congress (U.S. DHHS, p. 2).

(3) Vehicle exemptions for recipients’ asset tests. We predict that the larger the exemption of
a personal car's value in computing total family income and assets, the more likely the family is

able to combine continued assistance with continued employment, and thus have a combined
income above poverty. McKernan et al. (2000) find empirical evidence to support this
hypothesis.

States differ in their policies for handling other assets as well, but this policy element is
restricted to data on whether some or all of the value of a vehicle is excluded for the purpose of
determining continuing, not initial, eligibility for TANF. When a portion of the vehicle’s value
is exempted, that value can be expressed as equity or fair market value. The typologies database
expresses all vehicle exemptions in fair market value dollars. The detailed methods used to
convert exemptions not listed as fair market value are found in the data documentation.
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(4) and (5) Federal minimum wage for FLSA covered categories, and state minimum wage.
Overall, we expect a higher minimum wage to lower the child poverty rate, by extension of the
effect it is predicted to have on the parent's job entry, retention, and earnings gain rate. We note
that these are non-TANF policies expected to affect child poverty rates for the whole child

population, not just children whose families are currently or formerly TANF cases. As in earlier
typologies, we recognize though there are factors that could pull the effect in the opposite
direction. The potentially opposite effect comes from the demand side; as the minimum wage
increases, many economists believe that it induces employers to hire fewer (and lay off more)
low-skilled workers, and this could raise the child poverty rate. Nevertheless, overall we
hypothesize that a higher minimum wage will lower child poverty because, at the current level of
the minimum wage, the dis-employment effects among their parents are probably small (Blank
and Schmidt 2000, U.S. DOL 2001b). In measuring the applicable minimum wage, both state
and federal minimum wage laws must be considered because they are inextricably linked.*

(6) Most severe sanction amount for non-compliance. Examining sanction policies' effects
on child poverty is more subtle than other outcomes. On the one hand, we might hypothesize
that the more severe the sanctions on a parent for failure to cooperate with a work requirement,
the higher the child poverty rate will be due to lost TANF income. On the other hand, we might
just as reasonably hypothesize that the more severe the sanctions for failure to cooperate with
work, the more likely the parent is to come into compliance to restore her TANF benefit, and that

the consequent combination of TANF benefit and earnings will lower the child poverty rate.
States have adopted a wide variety of sanction policies as the sticks with which to enforce work
requirements. Yet the evidence shows little use of the big stick. A U.S. GAO (2000) study of
sanctions found that in 1998 an average of only 16,000 families per month lost cash assistance,
completely, due to sanction. Since there is much churning of the caseload, with clients entering
employment, losing or leaving the job, returning to the caseload, and trying again to work, we
speculate that a substantial proportion of parent recipients in employment have been exposed to
sanctions.

We measure the most severe sanction amount as the dollar amount of the benefit that is
forfeited under the most severe sanction for non-compliance with work requirements. To
measure sanction amount in dollars (rather than percentages), we assume a prototypical family of
three (one adult and two children) with no income receiving the maximum benefit available to
such a family prior to the sanction.

(7) Most severe sanction duration. In addition to the variety in amount of sanctions, states
have varying policies on how long sanctions can last — whether it is a permanent or temporary

benefit reduction, and several variations in between. Similar to the preceding policy on sanction
amount, we hypothesize that the longer the most severe sanction lasts, the higher the child

%6 See Appendix IIT Data Documentation for more details.
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poverty rate, holding other variables constant. On the other hand, the longer the sanction lasts
and the benefit is forfeited, the larger is the likelihood that sanctioned parents will comply with
work requirements and combine earnings and TANF for a higher family income. This could
reduce child poverty. We measure sanction duration on a scale increasing in duration from one
to five, with one capturing states with only a one-month sanction or “until compliance” and five
capturing states that have permanent sanctions.

(8) Initial sanction amount. ~ We have also included the initial sanction amount for
researchers wanting to test the hypothesis that the first sanction will capture the attention of more
parents and provide a more direct incentive for them to remain employed, and avoid poverty,
than will the most severe sanction. There is no consensus among researchers regarding which

sanctions are most likely to sustain employment among recipients. (E.g., McKernan et al. (2000)
focus on initial sanction, while Blank and Schmidt (2000) focus on most severe sanction.)
However, initial sanctions affect a larger number of families. According to a recent U.S. GAO
(2000) study, in 1998 TANF families were more likely to be under partial sanctions than full
sanctions (4.5% versus 0.9%) and the majority of state partial sanctions were imposed for first-
time noncompliance.

(9) Treatment of child support income. Until fall of 1996, states were required to pass
through only the first $50 of child support collections, monthly, to the custodial family and to
retain any remainder to repay the state treasury and the federal government their commensurate

shares of past welfare expenditures. The $50 pass through was tacked onto the monthly welfare
check amount. PRWORA eliminated the pass through requirement and, over the ensuing five
years, a number of states have stopped passing through any child support collections to families.
By July of 1999, only 17 states continued to pass through the first $50, monthly. One state
passed through $75. Another 11 states "transfer" all child support collections to the families but
most of them count it as unearned income, which has the effect of reducing the TANF grant
$1.00 for each $1.00 of unearned income. Three states, though, disregard a portion from the
computation of unearned income and the benefit. Wisconsin stands apart as the only state in the
country that transfers all collections to the family and disregards the entire amount for benefit
computation. In addition, seven states transfer collections in excess of the benefit amount. The
child support variable in the database is coded on a 5-point scale with the transfer and disregard
of all collections being the most generous (5) and no pass-through or transfer being the least
generous (1).

We hypothesize that the proportion of child support collections made by the state on behalf
of children in custodial families (88-90 percent of which are headed by mothers) and passed on
to the families and disregarded as unearned income, will raise total family income and thus
reduce child poverty. Child support for poor families that receive it is the second largest source
of family income — about $2000 annually, or more than one-quarter of income on average
(Haskins and Primus 2000). Though no evaluation has tested and reported on full child support
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pass-through and disregard in isolation, the New York Child Assistance Program tested it in
combination with other policy interventions, including generous earned income disregards. The
W-2 Child Support Demonstration Evaluation in Wisconsin, where a federal waiver permitted
the state to pass through the entire amount of child support and disregard that amount in
calculating the TANF benefit, showed marked results on several dimensions. They demonstrated
higher receipt of child support by the mothers in the experimental group, and significantly more
fathers paying child support, but few significant effects on mother’s employment or earnings,
and very modest increases in total income because Food Stamps declines offset much of the
increased collections.

(10) Federal EITC. The federal earned income tax credit (EITC) is an income tax credit
available to low- and moderate-income working families. The official child poverty rate does
not count income from the EITC, so the effect of the EITC on child poverty may be lower than

expected. We include measures of the EITC in the typology because we hypothesize it will
affect child poverty directly, as well as through its effect on earnings. The EITC increases with
earnings, up to a maximum earned amount, and so creates an incentive for welfare recipients to
work and earn income, retain employment, and potentially experience earnings gain, as well. All
of those intermediate outcomes can be expected to raise parents' total income, and thus reduce
child poverty. However, as noted elsewhere, the effect will depend in part on how soon after
entered employment a worker learns about the EITC and takes the necessary steps to receive it.
According to calculations from the 1999 National Survey of America’s Families, 62 percent of
current TANF recipients have heard of the EITC and 33 percent have received it (Phillips 2001).
The EITC has been shown to increase work among single mothers and families on welfare by
Meyer and Rosenbaum (2000), Hotz, Mullin, and Scholz (2001), and others.

The Federal EITC is a refundable income tax, which not only reduces a person’s tax liability,
but also allows refunds in excess of the income tax liability. Thus a refundable credit creates an
incentive to work even for very low-income families, that have little or no tax liability. The
federal EITC depends upon earned income and family size. It increases until earnings reach
roughly $10,000 for a family with two or more qualifying children. We measure the federal
EITC in dollars by using the maximum credit provided for a family with two or more qualifying
children and income of $9540 in 1999. It is important to note that there is no variation in the
federal EITC policy across states in a single year. This variable is included for future analyses
that may use additional years of data.

(11) State EITC. The same hypothesis and research foundation for federal EITC pertains to
state EITC. States with their own earned income tax credit on top of the federal EITC are

expected to show lower child poverty rates than states without, because of the additional
incentives to work and increase earnings.
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In 1999, eleven states had earned income tax credits in addition to the federal credit. These
state credits are all based on the federal EITC, but differ in other respects: some state EITCs are
refundable, while others are not; some are adjusted for family size beyond the federal
adjustment; and some consider workers without qualifying children eligible, while others do not.
To measure state EITCs in dollars, we will assume the maximum federal credit for our
prototypical family, and then multiply each state’s EITC percentage by the assumed federal
credit. A separate data element in the database indicates whether the state credit is refundable.

(12) State EITC refundable. This is simply a 0/1 designation indicating whether a state’s
EITC is refundable or not. We believe that a refundable earned income tax credit will lead to

lower child poverty rates, even among job entrants with very low projected earnings and no tax
liability, so long as those recipients know about the EITC while they are on TANF and know it
is refundable.

Summary Variable: Time Limits

Time limits on welfare receipt are hypothesized to have ambiguous effects on child poverty.
As Moffitt and Pavetti (1999)*’ explain, standard economic theory predicts that the elimination
of welfare cash benefits unambiguously increases labor supply, but has ambiguous affects on
total income. Unearned income will likely fall due to the loss of welfare benefits, but some
individuals might work hard enough when off welfare to increase earned income by more than
the amount of benefits lost (p. 8). Another factor which further clouds the effect of time limits
on child poverty, is the extent to which women leaving welfare are able to replace unearned
income lost from welfare benefits with unearned income from other sources, such as private
transfers from relatives and friends. Time limits in practice are more complicated than time
limits in theory because, under PRWORA, states have flexibility in setting their time limit
policies. We identify five state policies that capture the multiple dimensions of a state’s time
limit policy.

(1) Duration of lifetime limit. While PRWORA established a federal maximum number of
60 months in their lifetime that a family could receive cash TANF benefits, it also gave states the
option to establish a lower maximum. States also have the option to continue benefits for some

or all recipients beyond the 60-month limit using non-federal funds; therefore, some states do not
have any lifetime limit. We predict that, to the extent parents on TANF recipients are aware of
the policy, the longer the lifetime limit the lower the short-run child poverty rate will be.*® This
should be particularly true in states with the higher income disregards that permit families to
combine earnings and TANF receipt for the longest period, because those policies taken together

7 Moffitt, Robert A. and LaDonna Pavetti. 1999. “Time Limits” JCPR Working Paper #91. Chicago: Joint Center
for Poverty Research, Northwestern University/University of Chicago.
% See Moffitt and Pavetti (2000) and Bloom and Pavetti (2000) for more discussion.
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should maximize the chance for earnings gain that can lower child poverty even after TANF
benefits end.

(2) Intermittent time limit. We hypothesize that the effect of intermittent time limits on child
poverty is ambiguous. On the one hand, we hypothesize that states with intermittent time limits
will have higher job entry rates that reduce child poverty rates. For example, a client facing a 24-
month intermittent time limit followed by 36 months of ineligibility, may be more likely to seek
out employment, given the prospect of losing TANF benefits and/or supportive services, than a
client facing no intermittent time limit. On the other hand, we hypothesize that states with

intermittent time limits will have higher child poverty rates due to the loss of unearned income
from TANF cash benefits. We include this as a zero/one policy element in our Time Limits
summary variable to ensure that other time limits, besides lifetime time limits, are captured.

(3) Months remaining until first families reach any time limit. Time limit policies may have
greater effects when recipients start to reach a time limit than when the termination date is in the
distant future. As the real time limit nears and notices go out to families reminding them, there
should be a rise in entered employment. Resulting wages often may be combined with TANF
payments to lower child poverty rates. To capture this, we measure the number of months

remaining in each state until the first families reach any state time limit, either intermittent or
lifetime. Thirteen states already saw some families reach a time limit (intermittent or lifetime) in
July 1999 while 31 states would not see their families reach any time limit for at least another
two years.

(4) Exemptions. The larger the categories for and proportion of recipients exempted from

any type of time limit, due to any one of a variety of hardships, the lower we hypothesize
unearned income, but the higher we hypothesize earned income, resulting in an ambiguous effect
on the child poverty rate. We include two time limit exemption categories: (1) caring for a child
under x months of age, measured in months and (2) ill or incapacitated head or caring for another
ill/incapacitated person in the household, measured as a zero/one indicator variable. We choose
these two exemption categories over others thought to be important — such as working in an
unsubsidized job or teen parent in education — because there is more variation across states.

(5) Extensions. Similarly, we hypothesize that states that extend benefits beyond time limits
will have lower job entry rates resulting in lower earnings for families, but higher unearned
income as families are able to depend on TANF benefits. We capture state extension policies
using a zero/one indicator variable that measures whether a state extends benefits to recipients

for months in which the unit head has fully cooperated with program requirements and still
cannot find employment. We feel that this extension variable may capture the perspective of a
state when a recipient hits the time limit. Some states may focus on the idea that it is the
recipient’s fault if he or she has reached the time limit without successfully gaining and
maintaining employment, while other states may consider other possible influences on a client's
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situation, such as the state of the economy. Therefore, some states may grant this type of
extension based upon those circumstances.*’

VI. Out-of-Wedlock Birth Rate

A sixth and very compelling outcome of interest to the Congress during deliberations and
passage of PRWORA and, therefore, to HHS, is the out-of-wedlock birth rate. The Congress
made the following findings in section 101 of the Act: “....marriage is an essential institution of
a successful society which promotes the interests of children; promotion of responsible
fatherhood and motherhood is integral to successful child rearing and the well-being of children;
the increase in the number of children receiving public assistance is closely related to the
increase in births to unmarried women; and the negative consequences of an out-of-wedlock

birth on the mother, the child, the family, and society are well-documented.”

Based on these findings, Congress included among its purposes for the TANF program, that
it end the dependence of needy parents on government benefits by promoting job preparation,
work, and marriage; prevent and reduce the incidence of out-of-wedlock pregnancies; and
encourage the formation and maintenance of two-parent families. The Congress backed up these
purposes with a $50 million per year federal investment in abstinence education, a $20 million
bonus for each of up to five states with the greatest success in reducing out-of-wedlock births
and without increasing abortions and, annually, a $200 million bonus tied to the law’s goals,
including reducing out-of-wedlock pregnancies and encouraging the formation and maintenance
of two-parent families. Congress also backed it up with new policy requirements for states (e.g.,
that teen mothers live with their parents or other adult), and new flexibility around state policies
(e.g., allowing states to deny TANF benefit increases to a child born while the mother is on
TANF) (Sawhill 2001).

In February of 2002, the President proposed his outlines for reauthorizing PRWORA that
excluded continuation of the annual bonus for up to the top 5 states with the greatest reductions
in out-of-wedlock births. Instead, he would transfer these funds to new experiments in
increasing marriage rates among low-income families. Increasing marriage rates among families
prone toward out-of-wedlock childbearing is one method for reducing out-of-wedlock birth rates.
Moreover, we predict that bonus or no bonus, states will continue to operate both TANF (strict
paternity establishment and child support enforcement) and non-TANF policies (pregnancy

* It is important to note that according to Final Rule 246.1(c) “States have the option to extend assistance paid for
by Federal TANF funds beyond the five-year limit for up to 20 percent of the average monthly number of families
receiving assistance during the fiscal year or the immediately preceding fiscal year...” This extension policy (not an
exemption policy) refers “...to a specific family once a head-of-household or spouse of a head of household in the
family has received 60 cumulative months of assistance.” Therefore, two of the states in the extension variable we
examine responded that the variable was not applicable to their caseloads, because they plan to extend 20 percent of
their caseload with federal money and extend the remaining cases with state money when clients reach 60 months.
These states do not have any other type of time limit to which extensions apply.

I1-62



prevention education, family planning) directed at reducing out-of-wedlock birth rates in
recognition of the substantial economic and social costs they exact on state budgets, families, and
the children growing up without two married biological parents.

Offner (2001) reports that the non-marital birth ratio (non-marital births as a proportion of all
births) is one of our most carefully watched social indicators, and that between 1960 and 1999
the ratio rose six-fold to 33 percent. However, he notes that any number of demographic
changes account for this rise, not least of which is a decline in the number of babies born to
married women.

The TANF Typologies Database measures the out-of-wedlock birth rate, that is births per
1000 unmarried women, using data from the National Vital Statistics Report. Note that the
outcome measure is about the broad population of women, and not simply about women who are
or ever were on TANF. We hypothesize that out-of-wedlock birth rates are most affected by two
policy domains,— eligibility requirements associated with out-of-wedlock births and financial
work incentives — which we measure in summary variables, and combine with three
independent variables. The three independent variables measure (1) the age of a child a mother
is caring for that would temporarily exempt her from a work requirement, (2) the percentage of a
state’s TANF budget allocated to pregnancy prevention, and (3) the percentage of a state’s
TANF budget allocated for two-parent family formation.
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Table VI.- Out-of-Wedlock Birth Rate Typology

VI. Out-of-Wedlock Birth Rate
Eligibility Requirements Associated with
the Out-of-Wedlock Birth Rate
1) Eligibility of Pregnant Women +) Months
2) Family Cap +) 0/1
3) Grandparent Income Deemed Available ) 0/1
to Unit
4) Grandparent Earned Income Disregard ) $
5) Treatment of Two-Parent Family ) 0/1
6) Minor Parent Can Head Unit (-) 0/1
Financial Incentives to Work 111
1) Max Monthly Benefit (+) $
2) TANF Benefit While Working Months () $
12,24
3) Vehicle Exemption for Recipients (+) $
4) Minimum Wage for FLSA Covered /) $
Categories
5) State Minimum Wage (M) $
6) Most Severe Sanction Amount ) $
7) Most Severe Sanction Duration ) Scale
8) Initial Sanction Amount ) $
9) Treatment of Child Support Income ) Scale
10) Federal EITC /G $
11) State EITC H/G) $
12) State EITC Refundable (-) 0/1
Exemptions from Work Requirement: Caring ) Months
for Child under x Age
Budget for Pregnancy Prevention Programs ) %
as a Percentage of TANF Budget
Two-Parent Family Formation () %
as a Percentage of TANF Budget

Summary Variable: Eligibility Requirements (associated with Out-of-Wedlock Birth Rate)

In general, eligibility requirements for welfare receipt that provide more cash benefits to
families with children born out-of-wedlock are hypothesized to increase the out-of-wedlock birth
rate. There is a body of research focusing on welfare eligibility rules’ and financial incentives’
small but positive effects on demographic behavior, namely planned fertility. But Henshaw
(1998) notes that 49 percent of all pregnancies and 78 percent of pregnancies to teenagers and
never-married women of all ages were unintended or mistimed. It is unlikely that TANF
eligibility policies affect those pregnancies and births.

Certain eligibility requirements in state TANF policies are specifically directed at birth rates
very generally (family caps), out-of-wedlock birth rates more particularly (eligibility for two-
parent families), and teen out-of-wedlock birth rates most particularly (minor parent cannot head
unit). We capture each type in six policy elements that together describe a state’s eligibility
requirements associated with the out-of-wedlock birth rate.
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(1) Eligibility of Pregnant Women. This policy variable indicates whether pregnant women

with no other children are eligible to receive cash assistance through TANF, and our database
includes in which month of pregnancy benefits begin. In 1999, 32 states did provide benefits to
these women, seven in the first month of pregnancy. The remaining 25 states that do provide
benefits do not initiate benefits to these pregnant women until the sixth month of pregnancy or
later. And 19 states provide no benefits during the entire pregnancy. We hypothesize that the
more months states provide benefits to pregnant women, the higher the rate of out-of-wedlock
births are in these states, to the extent that women are aware of this policy.

(2) Family Cap. PRWORA gave states the option to deny or limit an increase in a family’s
benefit when an additional child is born while the mother is on TANF. Some states provide a

percentage of the increase to the unit while others provide no additional funds for the added
child. Under AFDC, when a child was born to a member of an assistance unit, the benefit
increased to meet the needs of the child, in the same way as if the child had been in the
assistance unit at the time of application. Economic theory suggests that the AFDC program
encouraged nonmarital child bearing, though the empirical evidence is inconclusive on the size
of those effects (Moffitt and Pavetti 1999). We hypothesize that family caps for a child born
while mother was on the TANF rolls should lower out-of-wedlock birth rates, vis a vis states
without family caps. Again, the research evidence is mixed. To the extent that there is a
relationship, it is weak. Peters et al (2001) review the research on family caps and conclude that
“these studies generally find no relationship between incremental benefits and fertility.”
However they point to two studies by Horvath-Rose and Peters (2001) that find the presence of a
family cap in a state has a consistently negative and strong effect on nonmarital birth ratios and
rates.

The Typologies Database contains a zero/one designation for whether or not a state has a
family cap policy, i.e. denies any increase in benefit to a child born while the mother is on the
rolls or at least limits the amount of that increase in some way.

(3) Grandparent Income Deemed Available to Unit. When a minor parent is potentially
eligible to head her own assistance unit (see variable numbers 4 and 6 for more detail), a portion

of her parent’s income (the baby’s grandparent) may be “deemed available” to the minor parent’s
unit in determining eligibility and benefits. In states that deem this income available, fewer
minor parents will be found eligible for TANF as heads of their own unit, and knowledge of this
policy by the teens could diminish their out-of-wedlock birth rate. Forty states deem some
portion of grandparent income to be available to the teen’s family unit, with some caveats. Data
were not obtained for the Welfare Rules Database from three other states, leaving only eight
states that assign none of the grandparent’s income to the minor parent. The typologies database
presents the presence or absence of deeming.
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It is difficult to look at this policy in isolation, as it is inextricably linked to how much of the
grandparent’s income is disregarded and to whether or not a parent can head her own assistance
unit. The research evidence on multi-generation households and female headship is mixed.
Peters et al (2001) review the literature on incentives or disincentives to living in “subfamilies”
(three generation households), and conclude that “a consensus is emerging that welfare benefits
significantly affect female headship decisions, but there remains a debate about the size of the
effect and the mechanisms through which it acts...” They observe that the evidence about
differential incentives for cohabitation, other shared living arrangements, and marriage has not
been well sorted out.

(4) Grandparent Earned Income Disregards. In addition to a policy on deeming a portion of

grandparent income to be available to the minor parent, states have policies allowing the
grandparent an initial disregard, similar to the earned income disregards available to applicants.
And a grandparent may also subtract from her income a second disregard equal to the amount of
her needs and the needs of her dependents. The remaining income after these disregards is
deemed available to the minor parent as unearned income and is counted for eligibility purposes.
The TANF Typologies database contains data from the Welfare Rules Databook only on the
initial disregard available to the grandparent, and presents the monetized amount of the disregard
for a family of three with 20 hours of work/week at $5.15 per hour. There is considerable
variation among states on this initial earned income disregard policy, with some disregarding a
percentage of monthly income (18 percent to 50 percent), and some disregarding a flat amount of
monthly income (from $90 to $200). The larger the disregard, the less of grandmother’s income
is deemed available to the minor parent. This could heighten her chance of being her own unit
head, which could increase the nonmarital birth rate.

(5) Treatment of Two-Parent Family. For decades, AFDC restricted benefits to single-parent
families with children, until a growing chorus of voices pointed out that the restriction on two-

parent families gave incentives for women to divorce or not marry. So in 1961 Congress
changed this restriction, allowing states to offer two-parent families eligibility if one adult was
unemployed. Then in 1988, Congress required all states to set up a program for these families by
1990. Relative to female-headed families, two-parent families are a small portion of a state's
welfare caseload.

Traditionally, these AFDC-Unemployed Parent programs contained restrictions on the
number of hours the second parent worked in the preceding month and work history tests, and
some states have retained these restrictions. The TANF Typologies database contains data on
whether there is a limit on hours worked in the previous month and what the limit is (100 hours
in every state with a limit). It also contains data on whether there is a work history test, such that
one adult must have worked, for example, six out of the last 13 quarters for the family to be
eligible. Only North Dakota has dropped its Unemployed Parent program altogether.
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We hypothesize that the more lenient the eligibility of two-parent families for TANF, the
lower will be the out-of-wedlock birth rate. Peters et al (2001) observe that the greater eligibility
of two-parent families would reduce incentives for parents to divorce to obtain cash assistance
for their children (thus diminishing the chance for post-divorce nom-marital births) and in those
states the policy would especially affect families with young husbands, who may have weak
work histories. They also state that greater access to welfare for two-parent families would make
a woman on welfare less reluctant to marry a low-income man, because the couple could receive
benefits. And they submit that an unmarried couple without children that experiences a
nonmarital pregnancy would have an incentive to marry before the birth. Research from the
Minnesota Family Independence Program (Gennetian and Miller, 2000) provide direct evidence
that it is possible for welfare policies to affect marriage and divorce rates. That study
documented an increase in marriage among those who were single welfare recipients at the start
of the program and decreased divorce among families receiving AFDC-UP, though the result is
at least as attributable to increased family incomes due to generous disregard policies.

(6) Minor Parent Can Head Unit. PRWORA mandates that states deny benefits to
unmarried mothers under age 18 unless they live with their parents, another adult relative, or in

some other adult-supervised living arrangement, with some exceptions allowed. Seven states
prohibit a minor parent from heading her own assistance unit, which means receiving the benefit
check in her own name rather than as a dependent of her mother. Peters et al. (2001) conclude
that to the extent that some young women might become unwed mothers to qualify for aid that
allows them to set up independent households, the prohibition against it eliminates an incentive
for nonmarital childbearing. But they also note that if eliminating this source of public cash
support induces parents of the minor parents to provide more resources to young daughters who
become unwed mothers (through required sharing of living arrangements and, consequently,
food and child care, etc), it might increase incentives for out-of-wedlock births. We hypothesize
that holding other policies constant, prohibiting minor parents from heading their own assistance
unit could deter out-of-wedlock births.

Summary Variable: Financial Incentives to Work 111

The summary variable for eligibility requirements largely focused on initial eligibility and its
potential effects on women becoming pregnant and giving birth out-of-wedlock. The summary
variable for financial incentives to work incorporates a set of TANF policies directed at ongoing
eligibility, as well as non-TANF policies, that can be expected to affect the out-of-wedlock birth
rate for the U.S. female population of child-bearing age. Peters et al. (2001), Rosenzweig (1999)
and others have concluded that the welfare experience of TANF can produce both financial
incentives and disincentives to out-of-wedlock childbearing. Rosenzweig notes that income to
support a woman and her children can come from several sources that include her own earnings,
transfers from the child’s grandparents, income from the child’s father (or stepfather), and
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government welfare payments. He says that each source is “characterized by a set of rules that
constrain fertility, marriage, and work opportunities.”

On the one hand, Peters et al observe that income from welfare is conditional on having a
child and, despite its small unemployed parent (two-parent) component, TANF is still largely
available to single women. So increases in welfare benefits reduce the cost of bearing children
out of wedlock. On the other hand, they note, raising children is time intensive and involves
opportunity costs in forgone earnings from reduced or no work while caring for the child. These
opportunity costs of children are observed to be lower for women with lower earnings potential
(as a result of low education and work history). Therefore, they conclude that welfare policies
that increase education, require work, or otherwise help increase women’s earnings are likely to
reduce fertility. And for the non-TANF female population with higher incomes, the opportunity
costs of childbearing should be higher.

TANF and related policies that increase financial incentives to work are generally
hypothesized to reduce the out-of-wedlock birth rate by increasing the opportunity cost of having
a child. We capture 12 policy elements that together describe a state’s financial incentive to
work policy.

(1) Maximum monthly benefit. We expect the higher the monthly benefit level, the higher
could be the out-of-wedlock birth rate, holding all other policies constant (especially earned
income disregards). A large body of research has examined this issue. Moffitt (1998) reviewed
the literature and concluded that “the evidence does support some effect of welfare benefits on
marriage and fertility, although the magnitude of the effect remains in question.” The database
contains the maximum monthly benefit for a family of three with no income, and contains a wide
range among the states, from $164 to $923 in 1999.

(2) TANF benefit while working, months 12, 24. This policy definition is a monetized
calculation of the result of a state’s earned income disregard policy. Under AFDC, federal
policy set the earned income disregard rate (the percent of earnings not included in calculating
income for eligibility or benefit computation purposes) at the first $30 per month plus a

maximum of 33 percent of the remainder for the first four months of employment. Following
that, no earnings were disregarded, that is, all earnings were counted for computing continuing
eligibility. On the theory that this created low and, eventually, no incentives to work, many
states increased the earnings disregard after TANF became law. Blank and Schmidt (2000) find
that 25 states have TANF programs with more generous earnings disregards than AFDC; 24
states retained fairly similar policies to AFDC; and two states actually reduced the earnings
disregard. Thus, there is considerable interstate variation on which to test the hypothesis that the
higher the earned income disregard the lower could be the out-of-wedlock birth rate. This could
be so if a mother on TANF perceives her opportunity costs — a combination of foregone
earnings and TANF benefits — if she conceives and gives birth to another child.
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States have an earned income disregard that can differ between that used for initial eligibility
computation and that used for benefit computation. The out-of-wedlock birth rate typology
includes only state disregard policies for benefit computation. According to the Welfare Rules
Databook, the earned income disregard changes in many states, depending on how long a
recipient has been working. For example, in 1999 Alabama disregarded 100 percent of earnings
for the first three consecutive months and 20 percent of earnings thereafter. Other states have as
many as four different disregards depending on the number of months since the onset of
continuous months of earnings. The typologies database includes measures of state earned
income disregards for three different time periods (months one, 12 and 24). For the out-of-
wedlock birth typology, we select states’ disregard policies in month 12 and 24, rather than
month one, as being most relevant to fertility behavior as it relates to opportunity costs. This
does not imply that a TANF recipient must have worked 12 months to observe its earnings
effect. For many states, the disregard policy in month 12 was also the disregard policy for
months 5 — 13, or months 4 — 12, or month 4 through thereafter. For many states, as well, there
is an interim policy for months 4 — 12, and one for month 13 through thereafter; thus we picked
24 months to capture that third category.

To measure the benefit while working, we assume a prototypical family of three earning the
minimum wage and working 20 hours per week. We use the earned income disregards measured
as of July 1999 from the Welfare Rules Databook and the Urban Institute’s State TANF Income
Calculator (STIC) (2000) to calculate each state’s TANF benefit while working. This amounts
to earnings of approximately $5,356 per year, an amount equal to slightly less than one-half the
poverty line for a family of three in 1999. These earnings are also less than the average annual
earnings in FY 1999 for welfare recipients who remain on the rolls ($7,176), according to the
TANF Third Annual Report to Congress (U.S. DHHS, p. 2).

(3) Vehicle exemptions for recipients’ asset tests. We predict that the larger the exemption of

a personal car's value in computing total family income and assets, the more likely the family is
able to remain on TANF and have an out-of-wedlock birth, holding other policies constant.
States exempt differing portions of either the fair market value or equity value of a vehicle, on
the theory that it can be used to seek and retain employment. Some states exempt one vehicle
per household, regardless of value. States differ in their policies for handling other assets as
well, but this policy element will be restricted to data on whether some or all of the value of a
vehicle is excluded for the purpose of determining initial, not continuing, eligibility for TANF.
When a portion of the vehicle’s value is exempted, that value can be expressed as equity or fair
market value. The typologies database will express all vehicle exemptions in fair market value
dollars. Additional details about how we converted exemptions not listed as fair market value
can be found in the data documentation.

(4) and (5) Federal minimum wage for FLSA covered categories, and state minimum wage.
Overall, we expect a higher minimum wage to reduce the out-of-wedlock birth rate. Hovarth-
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Rose and Peters (2001) found that for post-teen women a one-dollar increase in the hourly wage
is associated with a decrease in the non-marital fertility ratio of between 0.4 and 1.0 percentage
points, suggesting that higher wages increase the opportunity cost of having children. On the
other hand, we note the potentially negative effect that could come from the demand side; as the
minimum wage increases, many economists believe that it induces employers to hire fewer (and
lay off more) low-skilled workers. Nevertheless, we hypothesize the overall effect of the
minimum wage to be a reduction in out-of-wedlock births because, at its current level, the dis-
employment effects are probably small (Blank and Schmidt 2000, U.S. DOL 2001b). In
measuring the applicable minimum wage, both state and federal minimum wage laws must be
considered because they are inextricably linked.*

(6) Most severe sanction for non-compliance. States have adopted sanction policies as the
sticks with which to enforce work and other requirements. We hypothesize that the most severe
sanctions will lower the predicted out-of-wedlock birth rate. Prior to PRWORA, a small fraction

of recipients were employed. Work did not pay because one dollar in earnings resulted in a
commensurate dollar reduction in their welfare benefit. According to Peters et al., "PRWORA's
stronger work requirements and sanctions for non-cooperation have made welfare less attractive
to recipients, others things equal. These tougher aspects of PRWORA, therefore, also reduce
women's incentives to make demographic choices that enable them to qualify for or remain on
welfare." States have adopted a wide variety of sanction policies as a way to enforce work
requirements. Sanctions to enforce work requirements include sanctions for failure to begin
working after a specified time period on TANF and sanctions for quitting work. Quantifying
only a few sanction variables necessarily means that we will not capture all the subtleties of
state’s sanction policies. We include three sanction variables that are quantifiable and thought
to be most relevant to work incentives: most severe sanction amount, most severe sanction
duration, and initial sanction amount.

We measure the most severe sanction amount as the dollar amount of the benefit that is
forfeited under the most severe sanction for non-compliance with work requirements. To
measure sanction amount in dollars (rather than percentages), we assume a prototypical family of
three — one adult and two children — with no income (failed to begin working) receiving the
maximum benefit available to such a family prior to the sanction.

(7) Most severe sanction duration. In addition to the above, states have varying policies on

how long sanctions can last — whether it is a temporary or permanent benefit reduction. We
hypothesize that the longer a sanction lasts, the higher the probability that the woman will enter
or return to the workforce thus lowering her probability of an out-of-wedlock birth. The Welfare
Rules Databook reports that five states have a full benefit lifetime sanction as their most severe,
with a sixth sanctioning for lifetime only the adult portion of the grant. There are several

3% See Appendix IIT Data Documentation for more details.
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components of sanction intensity, including both how deeply they cut into benefits and for how
long. We measure sanction duration on a scale increasing in duration from one to five, with one
capturing states that have only a one month sanction or "until compliance," and five capturing
states that have permanent sanctions.

(8) Initial sanction amount. We also include the initial sanction amount for those who
hypothesize that the first sanction will capture the attention of more recipients and provide a
more direct incentive for them to obtain employment or return to work than will the most severe

sanction. There is no consensus among researchers regarding which sanctions are most likely to
affect employment measures. (E.g., McKernan et al. (2000) focus on initial sanction, while
Blank and Schmidt (2000) focus on most severe sanction). However, if initial sanction has the
greatest incentive for women to obtain employment or return to the work force, then it affects
their opportunity costs for out-of-wedlock birth. Initial sanctions affect a larger number of
families. According to a recent U.S. GAO (2000) study, in 1998 TANF families were more
likely to be under partial sanctions than full sanctions (4.5% versus 0.9%) and the majority of
state partial sanctions were imposed for first-time noncompliance.

(9) Treatment of child support income. We hypothesize that the higher the proportion of
child support passed on to the families and disregarded as unearned income, the higher the out-
of-wedlock birth rate. Horvath-Rose and Peters (1999) also note that increases in pass through
and consequent resources available to the child may increase out-of-wedlock childbearing.

However, the effect of child support pass-through is difficult to disentangle from policy and
practice around stricter enforcement of child support orders, that is collections.  Stricter
enforcement has been shown by Garfinkel et al. (1999) and others to reduce nonmarital
childbearing because the costs of nonmarital fertility are shifted to men.

Until fall of 1996, states were required to pass through only the first $50 of child support
collections, monthly, to the custodial family and to retain any remainder to repay the state
treasury and the federal government their commensurate shares of past welfare expenditures.
The $50 pass through was tacked onto the monthly welfare check amount. PRWORA eliminated
the pass through requirement and, over the ensuing five years, a number of states have stopped
passing through any child support collections to families. By July of 1999, only 17 states
continued to pass through the first $50, monthly. One state passed through $75. Another 11
states "transfer" all child support collections to the families but most of them count it as unearned
income, which has the effect of reducing the TANF grant $1.00 for each $1.00 of unearned
income. Three states, though, disregard a portion from the computation of unearned income and
the benefit. Wisconsin stands apart as the only state in the country that transfers all collections to
the family and disregards the entire amount for benefit computation. In addition, seven states
transfer collections in excess of the benefit amount.
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The database codes treatment of child support income on a 5-point scale with the transfer and
disregard of all collections being the most generous (5) and no pass-through or transfer being the
least generous (1).

(10) Federal EITC. The federal earned income tax credit (EITC) is an income tax credit
available to low- and moderate-income working families. The EITC increases with earnings, up

to a maximum earned amount, and so creates an incentive for welfare recipients to earn more up
to that maximum earned amount. The Federal EITC is a refundable income tax, which not only
reduces a person’s tax liability, but also allows refunds in excess of the income tax liability.
Thus a refundable credit creates an incentive to work even for very low-income families, that
have little or no tax liability. We predict that the EITC could lower out-of-wedlock birth rates,
because it encourages mothers to obtain and sustain employment and raises the opportunity costs
to additional childbearing. Meyer and Rosenbaum (1999) demonstrated that the EITC caused
about 60 percent of the employment increase by single mothers between 1984 and 1996. On the
other hand, the EITC could increase out-of-wedlock births because of the large marriage penalty
associated with it.*'

The federal EITC depends upon earned income and family size. It increases until earnings
reach roughly $10,000 for a family with two or more qualifying children. Our data for the
federal EITC come from the U.S. House of Representatives Joint Committee on Taxation. We
measure the federal EITC in dollars by using the maximum credit provided for a family with two
or more qualifying children and income of $9540 in 1999. It is important to note that there is no
variation in the federal EITC policy across states in a single year. This variable is included for
future analyses that may use additional years of data.

(11) State EITC. The same hypothesis for federal EITC pertains to state EITC. States with
their own earned income tax credit on top of the federal EITC are expected to show higher

employment and lower out-of-wedlock birth rates than states without. The effect, of course, will
depend in part on whether the worker learns about the EITC and takes the necessary steps to
receive it.

In 1999, eleven states had earned income tax credits in addition to the federal credit. These
state credits are all based on the federal EITC, but differ in other respects: some state EITCs are
refundable, while others are not; some are adjusted for family size beyond the federal
adjustment; and some consider workers without qualifying children eligible, while others do not.
To measure state EITCs in dollars, we will assume the maximum federal credit for our
prototypical family, and then multiply each state’s EITC percentage by the assumed federal
credit. A separate data element in the database indicates whether the state credit is refundable.

3! The marriage penalty in the EITC is actually based on marriage, whereas TANF and Food Stamps have
marriage/cohabitation penalties.
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(12) State EITC refundable. This will simply be a zero/one designation indicating whether a

state’s EITC is refundable or not. We believe that a refundable earned income tax credit will
lead to higher employment and lower out-of-wedlock birth rates, even among job entrants with
very low projected earnings and no tax liability, so long as those recipients know about the EITC
and know it is refundable.

Independent Variable: Exemptions from Work Requirement, Caring for Child under x Age

States may exempt certain types of individuals or groups from participating in work
requirements. Those exempted are still included in the denominator for purposes of computing
the state's work participation rate, except for single parents caring for a child under 12 months of
age. In 1999, many states chose to exempt single parents caring for a child under 12 months, but
some exempt only mothers of younger children (e.g., under 3 months of age) and others older
children (e.g., under 18 months of age). The oldest child exemption is in Texas, where single
mothers are exempt until their child turns four years old. Many of the states limit the exemption
to that number of months "in the recipient’s lifetime." We predict that, holding other policies
constant and assuming parents know how long they can stay home with their infant, the longer
the period of exemption for a child's age, the higher will be the out-of-wedlock birth rate.
However, states whose mothers come onto TANF with infants, and receive their once-in-a-
lifetime exemption, could show a diminished effect on out-of-wedlock births (assuming they
know they must work with the second child or be sanctioned), relative to states without the
lifetime limit on the exemption.

Independent Variable: Budget for Pregnancy Prevention Programs

We created this variable so that researchers could analyze whether or not there is a
correlation between the percentage of a state's TANF expenditures devoted to pregnancy
prevention programs and the out-of-wedlock birth rate. Under PRWORA, Congress intended for
states to utilize TANF and other funds to reduce out-of-wedlock pregnancies and the birth rate.
In FY 2000 the expenditures among the states ranged from zero to almost 12 percent.”> Child
Trends conducted a survey of all 50 states to learn about specific policies and programs being
pursued in 1999. The results showed a broad range, from media campaigns about the negative
effects of unwed pregnancy and programs that encourage abstinence before marriage, to changes
in the tax code and introduction of programs to encourage marriage. Many programs are school-
based. We predict that the higher the proportion of TANF funds spent on pregnancy prevention,
the lower the out-of-wedlock birth rate (Wertheimer et al. 2000). Data were provided by the
U.S. DHHS for this variable for FY 2000.

32 Data were not available for FY 1999, so we use FY 2000 data.

II-73



Independent Variable: Budget for Two-Parent Family Formation

Similar to the previous independent variable, we create this variable so that researchers can
analyze whether there is a relationship between the portion of a state's TANF expenditures
devoted to promoting two-parent family formation and the out-of-wedlock birth rate. States
were free to spend other funds for this purpose, as well, but we have no data on that. We
hypothesize that the higher the proportion of TANF funds spent on two-parent family formation,
the lower the out-of-wedlock birth rate. In FY 2000, apparently most states (34) had no budget
for two-parent family formation.”> Among the 17 states that did have a budget, the percentage
ranges from 0.01 percent in North Carolina to 44 percent in West Virginia. Data were provided
by the U.S. DHHS for this variable for FY 2000.

33 Data were not available for FY 1999, so we use FY 2000 data.
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