
INFORMATION TO USERS

This manuscript has been reproduced from the microfilm master. UMI films 
the text directly from the original or copy submitted. Thus, some thesis and 
dissertation copies are in typewriter face, while others may be from any type of 
computer printer.

The quality of th is reproduction is dependent upon the quality of the 
copy submitted. Broken or indistinct print, colored or poor quality illustrations 
and photographs, print bleedthrough, substandard margins, and improper 
alignment can adversely affect reproduction.

In the unlikely event that the author did not send UMI a complete manuscript 
and there are missing pages, these will be noted. Also, if unauthorized 
copyright material had to be removed, a note will indicate the deletion.

Oversize materials (e.g.. maps, drawings, charts) are reproduced by 
sectioning the original, beginning at the upper left-hand comer and continuing 
from left to right in equal sections with small overlaps.

Photographs included in the original manuscript have been reproduced 
xerographicaily in this copy. Higher quality 6" x 9" black and white 
photographic prints are available for any photographs or illustrations appearing 
in this copy for an additional charge. Contact UMI directly to order.

ProQuest Information and Learning 
300 North Zeeb Road. Ann Art)or. Ml 48106-1346 USA 

800-521-0600

UMI'





U N IV ERSITY OF O K LAH OM A 

GR.AOUATE COLLEGE

A N  .ANALYSIS OF THE W ORK AN D FAM ILY STR U C TU R E INCENTIVES 
G EN ER A TED  BY O K LA H O M A ’S TAX AN D TR A N SFER  SYSTEM

A Dissertation 

SU BM ITTED TO THE GRAD UA TE FA CULTY 

in partial fulfillm ent o f  the requirem ents for the 

degree o f  

D octor o f  Philosophy

By

M ICKEY A LD EN  HEPNER 
N orm an, O klahom a 

2001



UMI Number; 3019232

UMI’
UMI Microform 3019232 

Copyright 2001 by Bell & Howell Information and Learning Company. 
All rights reserved. This microform edition is protected against 

unauthorized copying under Title 17. United States Code.

Bell & Howell Information and Learning Company 
300 North Zeeb Road 

P.O. Box 1346 
Ann Arbor, Ml 48106-1346



© Copyright by  M IC K EY  A LD EN  H EPN ER  2001 
All R ights Reserved



A \  .\N.ALYSIS OF THE W O R K  .\N D  FÆMILY STR U C TLU E INCENTIV^ES 
G E N E R .M E D  BY O K LA H O M A ’S TAX AND TR A N SFER  SY STEM

A D issertation A PPRO VED FOR TH E 
D EPA R TM EN T OF ECONOM ICS

BY



Acknowledgements

I w ish to thank Director Tom  Daxon and the s ta ff  o f  the O klahom a O ffice o f  State 
Finance, especially Alison Fraser, fauna Head, and Sherri Fair. W ithout their guidance 
and financial support, this project would not be possible. .Additionally. 1 wish to thank 
Director Howard Hendrick and the staff o f  the Oklahom a Departm ent o f Human 
Services, especially M arilynn Knott, for their feedback at various research stages and 
their assistance in acquiring the inform ation on O klahom a's transfer program s and the 
data for this analysis. 1 also wish to thank sem inar participants a t the U niversit) o f  
O klahom a, the Urban Institute, and the University o f  Central O klahom a for their helpful 
com m ents.

1 w ant to give a special thanks to all my teachers, both inside the classroom  and outside 
the classroom . To;

Mv Savior. Jesus C hrist......................................vou 've  tauuht me how to live.

Dr. W. R oben R eed............................................. vou 've  tauiiht me how to think.

The m em bers o f  my dissertation committee:
Dr. Tim othy Dunne 
Dr. C ynthia Rogers 
Dr. Daniel Suner
Dr. Kenneth W edel................................ you 've  taught me how to question.

.Vly M other..............................................................you 've  taught me how to hope.

.My Father you 've  taught m e how to laugh.

Mv S ister vou 've  taueht m e how to care.

.And to my am azing w ife  you 've  taught m e the m ost o f  all.
vou 've  taueht m e how  to love.

IV



Table of Contents 
List o f Tables vi

List of Illustrations viii

A b s tra c t ix

Chapter One Introduction 1
I. W ork D isincentives Generated

By N egative Income Tax Program s 3
II. Work D isincentives Generated By W age Subsidy Program s 10
III. The Rise o f  W ork Requirem ents 22
IV. Family Structure Incentives 25
V. Preview o f  Future C hapters 32

Chapter Two The Transfer and Tax Programs 36

Chapter Three Oklahoma's Work and Family
Structure Incentives 76

I. Benefit Calculations for a  Representative Family 77
II. The Impact o f  Individual T ransfer Program s 90
III. The Im pact From Changing the N um ber o f  C hildren 100
IV. M arriage D isincentives Resulting From the

Tax and Transfer System  105
V. Conclusion and Hypotheses 119

Chapter Four The Effectiveness of TANF Financial Work Incentives in the
Presence of Work Requirements 123

I. Testable H ypotheses 124
II. Data and Specification 128
III. Endogeneity Issues 131
IV. Results 140
V. Conclusion 158

Chapter Five Reform Proposals 160
I. Goals o f  W ork Incentive Reform  161
II. The Effectiveness o f  Financial Incentives 164
III. Proposed Reform  169
IV. M arriage Incentive Reform s 175
V. Conclusion 185

Chapter Six Conclusion 187

Bibliography 192



List of Tables

Table 2-1 TANF Calculation Exam ple

Table 2-2 Food Stamp Calculation Exam ple

Table 2-3 Childcare Copay Schedule

Table 2-4 Daily Childcare Rates by C ounty and Age o f  Child

Table 2-5 M edicaid Capitation Rates by Age and G ender

Table 2-6 HUD Fair M arket Rents by County

Table 2-7 Housing Subsidy Calculation Exam ple

Table 2-8 A verage WIC Expenditures by Age o f  Child

Table 2-9 Total Base Child Support A m ount Schedule

Table 2-10 Child Support Calculation Exam ple

Table 2-11 EITC Table

Table 3-1 Benefit Calculations for a Representative Family

Table 3-2 Total Resources with Different N um bers o f  Children

Table 3-3 Benefit Calculations for a Representative Family— M arried

Table 3-4 Benefit Calculations for a Representative Family—

C ohabitation Reported 

Table 3-5 Benefit Calculations for a Representative Fam ily—

C ohabitation U nreported 

Table 4-1 Com parison o f  Incom e and Tax Rates

Table 4-2 D efinition o f  Variables

Table 4-3 Sam ple Sum m ary Statistics

Table 4-4 SU R Estim ation Results

38

40

42

43

47

48

50

51 

53 

58 

60 

79 

103 

107

109

116

125

130

131 

137

VI



Table 4-5 Probit Results— Both Cities— All Fam ilies 141

Table 4-6 Probit Results— Tulsa— All Fam ilies 142

Table 4-7 Probit Results— O K C— All Fam ilies 143

Table 4-8 Probit Results— Both Cities— Families With One Child 144

Table 4-9 Probit Results— Both Cities— Fam ilies W ith Two Children 145

Table 4-10 Probit Results— Both Cities— Fam ilies W ith Three Children 146

Table 4-11 Tobit Results— Both Cities— All Fam ilies 147

Table 4-12 Tobit Results— Tulsa— All Families 148

Table 4-13 Tobit Results— OK C— All Families 149

Table 4-14 Tobit Results— Both Cities— Fam ilies W ith One Child 150

Table 4-15 Tobit R esults— Both Cities— Fam ilies W ith Two Children 151

Table 4-16 Tobit Results— Both Cities— Fam ilies W ith Three Children 152

Table 4-17 Housing Coefficients in All Probit and Tobit M odels 153

Table 5-1 Com parison o f  Current and Proposed TA NF Tax Rates I 74

Table 5-2 Benefit Calculations for a  Representative Family— M arried 178

Table 5-3 Benefit Calculations for a  Representative Family—

Cohabitation Reported 179

Table 5-4 Benefit Calculations for a  Representative Family—

C ohabitation Unreported 180

Table 5-5 Benefit Calculations for a  Representative Family—

Proposed M arriage Initiative 181

vii



List of Illustrations

Figure 3-1 Benefits Calculations for a Representative Fam ily 78

Figure 3-2 Effective M arginal Tax Rates for a Representative Fam ily—

Increasing Hourly Wage 86

Figure 3-3 Effective M arginal Tax Rates for a Representative Fam ily—

Increasing Hours W orked 89

Figure 3-4 Effective M arginal Tax Rates— Isolating Individual Program s 92

Figure 3-5 Effective M arginal Tax Rates— For Fam ilies w ith Different

Num bers o f  Children 101

Figure 3-6 C ohabit— M arried Com parison for a  Representative Family 106

Figure 3-7 Single— Cohabit— M arried Com parison: W hen the M ale is the

Biological Father o f  the Children 115

Figure 3-8 Single— Cohabit— M arried Com parison: W hen the M ale Is Not

The Biological Father o f  the Children 120

Figure 5-1 Effective M arginal Tax Rates W ith Different TA N F Tax Rates 171

Figure 5-2 Single— Cohabit— M arried Com parison Under Current and

Proposed Policies 177

vm



Abstract

This study seeks to analyze the work and family structure incentives created by 

O klahom a's tax and transfer system . By focusing on O klahom a, the author can include 

detailed inform ation on program s specific to this state, and develop a m uch deeper 

understanding o f  the incentives generated by welfare policy. There are tw o objectives for 

this study: I ) determ ine the m agnitude o f  the work and family structure incentives faced 

by transfer recipients in Oklahom a, and 2) em pirically estim ate the behavioral response 

to financial incentives for T.A.NF recipients.

O klahom a's tax and transfer system  creates a fram ew ork w hich, at times. 

pro \ ides ver> little payoff for work. This study incorporates a m ore com plete set o f  tax 

and transfer program s than were used in previous research, including state-specific 

program s such as childcare subsidies and child support. The inclusion o f  childcare 

subsidies is notable because they are often ignored in previous research, yet they have 

large impacts on work and family structure incentives. G enerally , the study finds 

effective tax rates in the upper range o f  those reported elsew here, typically above 90% 

and at tim es approaching 300%  when a recipient loses eligibility for a childcare subsidy. 

N ext, this study tested the effectiveness o f  financial incentives (a lower effective tax 

rate), conditional on the presence o f  work requirem ents, at increasing labor force 

participation and earnings. From a sample o f  fem ale heads o f  households in O klahom a's 

two m ost populous cities, the study finds that financial incentives, conditional on the 

presence o f  work requirem ents, may not be effective at increasing labor force 

participation or earnings.

IX



This study also calculates the fam ily structure incentives present in welfare 

policy. Contrary to previous work, the author assum es that a couple has three potential 

family structures: m arriage, cohabitation reported to transfer agencies, and unreported 

cohabitation -  cohabitation concealed from transfer agencies. The study tinds that there 

are large payoffs to concealing cohabitation. In som e instances, the couple could nearly 

double their resources with utireported cohabitation com pared to marriage.



Chapter 1 

Introduction

W elfare policy in the United States has long been driven by a desire to help those 

who need the most help. Policym akers designed the plethora o f  assistance program s, in 

part, to help feed the hung r\. to help heal the sick, to help shelter the hom eless...to  help 

give hope to the hopeless. The governm ent’s generosity, however, has not been without 

its critics. These detractors claim  that .-America’s welfare policies create a tapestn, o f 

disincentives, including disincentives to work and marriage. .Among the m ost prominent 

critics was Charles Murray ( 1984) who stated:

\  governm ent's social policy helps set the rules o f  the gam e - the 
stakes, the risks, the payoffs, the trade-offs, and the strategies for m aking a 
living, raising a t'amily. having fun. defining what "w inning” and 
"success” mean. The m ore vulnerable a population and the fewer its 
independent resources, the m ore decisive is the effect o f  the rules im posed 
from above. The most com pelling explanation for the m arked shift in the 
tbnunes o f  the poor is that they continued to respond, as they alw ays had. 
to the world as they found it. but that we - meaning the not-poor and un- 
d isad \ antaged - had changed the rules o f  their world. N'ot o f  our world, 
ju s t o f  theirs. The first effect o f  the new  rules was to m ake it profitable for 
the poor to beh a \e  in the short term  in ways that were destructive in the 
long term. Their second effect was to mask these long-term  losses - to 
subsidize irretrievable m istakes. W e tried to provide m ore for the poor and 
produced more poor instead. We tried to remove the barriers to escape 
from poverty, and inadvertently built a trap.” (p. 9)

The study o f  the work and family structure incentives o f  transfer program s has 

generated a  large am ount o f  research over the last twenty-five years. During this tim e, the 

tax and transfer framework in the United States has evolved into a system  scarcely 

resem bling its early ancestors. .As each subsequent reform  changes the incentives 

recipients face, researchers m ust exam ine how  efficiently the new program s meet

1



socie ty 's  goals.

This study seeks to further the quest for knowledge about, understanding of. and 

solutions to the incentives generated by welfare policies in Oklahom a. Because o f  the 

em ergence o f  state-specitlc program s and experim ents, detailed national exam inations are 

no longer feasible. Follow ing the advice o f  two prom inent researchers. Rebecca Blank 

and David Card (2000). this study focuses on one state. By focusing on O klahom a, the 

author can include detailed information on program s specific to this state, and develop a 

m uch deeper understanding o f  the incentives generated by welfare policy. The findings, 

however, do not apply only to Oklahom a; the lessons learned from one state can im prove 

policies in all states.

The rem ainder o f  this introduction contains a review o f  past research and a 

p re \iew  o f  this study. Transfer program s can generally be classified into one o f  two 

categories: Negative Income Tax program s, which typically provide benefits to low- 

incom e fam ilies— even when a recipient has no earnings, and Wage Subsidy program s, 

which do not provide benefits to individuals with no earnings. Since these different 

program  types are often analyzed separately, this study reviews them separately. First. 

Section I reviews the literature on the labor supply response from negative incom e tax 

program s. Then. Section II discusses the impact o f  wage subsidy program s on labor 

supply. Section III presents the theoretical and empirical findings on the effectiveness o f  

w ork requirem ents, a recent developm ent in transfer policy. Next. Section IV su r\e y s  the 

literature discussing the family structure incentives inherent in welfare policies. Finally. 

Section V preview s the m ajor argum ents and findings o f  this study.



I. The Work Disincentives Generated by Negative Income Tax Programs

The N egative Incom e Tax (N IT) design, prom oted by Friedm an ( 1962). serves as 

the basis tor traditional transfer program s like Aid to Fam ilies with D ependent Children 

(A FD C). tbod stam ps, housing subsidies, and now Temporarv .Assistance tor Needy 

Fam ilies (T.ANF). NIT transfer program s generally consist o f  a guaranteed benefit (G). 

the benefit when the recipient has no earnings, and an im plicit tax rate (r). the rate the 

benefit is reduced for each additional dollar o f  income. Under the traditional incom e- 

leisure model o f  labor supply, the benefit produces an incom e effect decreasing hours 

w orked ', while the i produces a substitution effect also decreasing hours worked. The net 

effect from im posing the NIT transfer, therefore, is an unam biguously low er labor supply 

for the recipient population (Danziger. Havem an. and Plotnick 1981 ).

Seattle-Denver Income Maintenance Experiments (SIMEl/DIME)

W hile the theoretical findings presented above predict that labor supply for NIT 

transfer recipients will decrease, the results do not predict the m agnitude o f  the decrease. 

In order to estim ate the labor supply im pact, the United States governm ent conducted 

several N IT experim ents throughout the 1970's. .Among them  were the New Jersey 

Experim ent, the Rural Experim ent, the Gary Experim ent and the Seattle-D enver Incom e 

M aintenance Experim ent (SIM E/DIM E). For several reasons, the m ost notable o f  these 

was SIM E D IM E . First. SIM E/D IM E had a  sam ple size o f  4.779 fam ilies, w hich is 

nearly triple that o f  the other experim ents. Second, the experim ent conducted separate 

analyses for fem ale household heads. This group com prises the largest com ponent o f  

m odem  w elfare recipients, and should have different labor supply responses than the

This assumes leisure is a normal good.



husbands and w ives analyzed In other experim ents. Third. SIM E/D IM E offered the m ost 

generous benefits with a  G set at 90%. 120% or 130% o f  the federal poverty guidelines, 

and a t at 50“ o. 70“ o. or variable rates between 50“ b and 70“ o (Robins 1985).

SIM E DIM E was a random ized experim ent w here participants were randomly- 

assigned to either an experim ental group or a control group. The experim ental groups 

received an NIT benefit o f  vary ing generosity, while the control group rem ained eligible 

for traditional w elfare program s adm inistered outside the experiment. Generally, 

researchers found that fem ale-heads in the SIMET31ME NIT experim ents reduced their 

labor supply by 11.9“ o com pared to the control group (Keeley et al. 1978a). The 

corresponding estim ated income and substitution effects both had the appropriate sign. 

Interestingly. M offitt and Kehrer (1981) report that in two separate analyses o f  

SIM E DIM E, the income elasticities for female heads exceeded the substitution 

elasticities, indicating a backward sloping labor supply schedule for female heads. The 

estim ated incom e elasticities were -0.11 and -0.12 while the substitution elasticities were 

0.08 and O.IO.

One draw back o f  the NIT experim ents was that they were lim ited in geographic 

scope. Keeley et al (1978b) used results from SIM E/D IM E to estim ate the impact o f  a 

national N IT based on 1974 CPS data. The researchers modeled six different NIT 

schem es in w hich the i equaled 50%  or 70%. and the G  equaled 50%. 75% or 100% o f  

the federal poverty guidelines. For female household heads, the estim ated national im pact 

ranged from  a low o f  0%  labor supply response w hen r=50“/o and G=50% . to a 14.8% 

decrease in labor supply when r=70%  and G=100% .

T hese results from the N IT experim ents are even more striking once one



considers that the control group consisted o f  individuals who could participate in 

traditional transfer program s like AFDC. food stamps, and housing assistance. These 

traditional program s also generally follow the NIT design, and therefore produce their 

own work disincentives. Thus. NIT estim ates probably understated the labor supply 

reductions resulting from an NIT im plem ented in the absence o f  other transfer program s. 

Aid to Families with Dependent Children (AFDC)

To discover the true impacts o f  NIT program s on labor supply, researchers began 

exam ining the traditional transfer program s like .AFDC. W hile generally m aintaining the 

NIT structure. AFDC regulations did not tax all recipient income. Program regulations 

often allowed recipients to deduct some work and childcare expenses, as well as a 

standard am ount, from the taxable earned income. Consequently, recipients typically 

faced e ffec ti\e  AFDC tax rates that were sm aller than the statutory rates. Lurie ( 1974) 

used a 1971 surx ey o f  .AFDC families to calculate that, on average, fam ilies faced an 

effective .AFDC tax rate less than 40% . even though the statutorx rate equaled 67“ o. 

Likewise. Hutchens 1 1978 ) used adm inistrative data from 20 states to calculate an 

average effective AFDC tax rate o f  64.6“ o in 1967 when the statutory rate equaled 100%. 

By 1971. when the statutory rate equaled 67% . Hutchens calculated an average effective 

AFDC rate o f  36.8“ b. Fraker. .Moffitt and W olf (1985) used repeated cross-sections o f  

AFDC adm inistrative data from 1967-1982 and found the average effective .AFDC tax 

rates were between 16% and 32“'b. Finally. .Moffitt (1979) included another traditional 

NIT program , food stamps, and calculated an average effective tax rate o f  38%  for the 

com bined program s in G aiy. Indiana.

Despite being below the statutory rates, these effective AFDC tax rates did exceed



the tax rates for lovv-income fam ilies not participating in the program. As a result, the 

AFDC program , like the NIT experim ents, should decrease labor supply o f  recipients. 

M ost o f  the early em pirical analyses o f  the labor supply effects o f  .AFDC focused on this 

issue. Danziger. Havem an. & Plotnick (1981) reviewed these studies and noted that 

AFDC significantly decreased labor supply for recipients."

To offset this work disincentive, m any policym akers advocated the use o f  

financial incentives, a lower t for NIT transfers, thereby increasing the effective wage 

(the author uses the terms “ financial incentives" and "sm aller i"  interchangeably 

throughout the text). The labor supply effects o f  such a policy, however, are theoretically 

am biguous. On one hand, a sm aller t raises the effective wage and encourages recipients 

to substitute into work. Thus, the substitution effect o f  a sm aller ( leads to increased labor 

supply. On the other hand, the higher effective wage creates an income effect leading to 

decreased labor supply. The net effect, therefore, depends on the relative m agnitudes o f  

the incom e and substitution effects (L e \y  1979).

One can m ake som e predictions about the net effect o f  financial incentives on 

individual labor supply depending on the indiv idual's initial labor supply before the 

change. For recipients who do not work, the substitution effect from a sm aller l m ust 

dom inate the income effect. Consequently, there m ust be a  nonnegative im pact on labor 

supply for these individuals. For recipients w ith positive labor supply, however, the 

im pact o f  a sm aller / is not as definitive, as the incom e and substitution effects conflict. A 

sm aller i also affects initial non-recipients as well. For non-recipients who were initially 

incom e-ineligible for benefits, the effect on labor supply is nonpositive, as the incom e

■ See also M offitt ( 1992). and Garfinkel and O rr ( 1974).
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and substitution effects both lead to decreases in labor supply for som e individuals. This 

occurs because som e individuals will become eligible for benefits with a sm aller i. and 

therefore now face the labor supply incentives o f  the NIT (Levy 1979). For non- 

recipients who were initially incom e-eligible for bene tits, a lower i also leads to a 

nonpositive effect on labor supply. .As .Moffitt (1983a) indicated, these individuals do not 

participate because o f  a stigm a or hassle factor surrounding the receipt o f  welfare. .A 

lower / increases the payoff to participating, leading to higher transfer participation rates, 

and lower labor supply.

Note that a sm aller i affects participation in an NIT transfer program  for both 

"m echanical" and "behavioral" reasons. Even with no labor supply response to the 

sm aller i. som e individuals with higher levels o f  labor supply will become eligible for 

bene tits. This is the m echanical effect. .Additionally, som e individuals will respond to the 

sm aller i by choosing to change their labor supply in order to become eligible for 

benetlts. This is the behavioral effect i.Ashenfelter 1983).

In the wake o f  reform s that lowered the .AFDC tax rate, several researchers 

exam ined the effectiveness o f  lowering the t in increasing labor supply. Levy (1979) 

estim ated that the com bined effect o f  lowering the i is a decrease in labor supply. .Moffitt 

( 1986) tlnds that a decrease in the r equal to 0.25 increases labor supply o f  fem ale heads 

betw een 0.18 and 0.70 hours per week. Most o ther researchers concur w ith M offitt and 

find significant, but small im pacts on labor supply (D anziger. Havem an. and Plotnick 

1981: M offitt 1992: .Moffitt and Rangarajan 1991 ). These labor supply responses are so 

small that m ost recipients would rem ain in poverty w ithout the benefits (M offitt 1992).

The results from the static analvses o f  the w ork disincentive effects from NIT



transfer program s do not indicate, however, whether recipients have low er labor supply  

because they have higher quit rates, or because they have lower hiring rates. Blau and 

Robins ( 1986) extended the static analysis o f  .AFDC work disincentives by exam ining the 

labor market flows o f recipients. They find that the reduced labor supply o f  welfare 

recipients is m ainly due to slow er entry into employm ent.

Other Programs

As in-kind NTT transfers such as food stamps, housing assistance, and M edicaid 

becam e more prom inent, researchers extended the labor supply analysis to include these 

program s. However, the com plex interactions o f  the various program s, along with a large 

self-selection problem  have lim ited the developm ent o f  this vein o f  research. Fraker and 

M offitt (1988) exam ine the role o f  Food Stam ps along with .AFDC. and find that the 

Food Stam p program  also decreases labor supply o f  female heads by approxim ately 9® o. 

They find that changes in the Food Stamp t though, have little effect on the labor supply 

o f  female heads. Keane and M offitt ( 1998) estim ate a structural m odel o f  labor supply 

and participation in .AFDC. Food Stamps, and subsidized housing. They find that these 

assistance program s do decrease labor supply, but that changes in the com bined i (r,-) 

have only small labor supply effects.

Finally, several studies in the 1990's have exam ined the effect o f  M edicaid on 

labor supply. The author classifies M edicaid as an NTT program  despite  its peculiarities. 

Like o ther NTT transfer program s. M edicaid provides a guaranteed level o f  healthcare 

benefits to low-incom e fam ilies. The tax rate on benefits, how ever, is not constant. 

Participants receive the guaranteed benefit as long as they m eet the incom e qualifications. 

Once incom e rises above the eligibility  lim it, the participant loses the entire benefit. The

8



sudden loss o f  benetlts creates a  "notch” on the recip ien t's  budget constraint, 

corresponding to an infinite tax rate at the margin. Further com plicating the analysis o f  

M edicaid work incentives is its link to AFDC. Historically, individuals qualified for 

M edicaid only if they qualified for A FD C .'

Blank ( 1989) calculated the m arket value o f  M edicaid benefits in each state, and 

found these benefit levels did not significantly affect .AFDC participation rates. W inkler 

( 1991 ) extended the analysis to exam ine w hether the M edicaid benefits affect labor 

supply o f  female heads. W inkler found that M edicaid benefits did decrease the 

probability o f  working, but had an insignificant impact on hours worked and AFDC 

participation.

M offitt and W olfe ( 1993) utilized a family specific m easure o f  M edicaid benefits, 

and t'ound that the value o f  M edicaid does significantly decrease the probability that a 

recipient works. Contradicting the Blank 1 1989) and W inkler ( 1991 ) findings. M offitt and 

W olfe find that the value o f  M edicaid does negatively influence .AFDC participation. 

Families with the highest expected medical expenses, however, drive this finding. For 

most families, the value o f  M edicaid did not significantly influence .AFDC participation.

Responding to the concern that M edicaid poses significant work disincentives to 

AFDC families, several states broke the Medicaid/.AFDC link and increased the earnings 

lim it for M edicaid beneficiaries. T his policy would allow  recipients to retain M edicaid 

benetlts at higher earnings. Y ellow itz (1995) exploited this dissolution o f  the link 

between M edicaid and .AFDC to estim ate the impact o f  M edicaid on labor force 

decisions. Yellow itz found that the h igher M edicaid earnings lim it increased labor force

’ Medically Needy individuals, people with high medical bills, could qualify for M edicaid benefits even if 
they did not qualify for AFDC.



participation and decreased AFDC participation.

The findings from these four M edicaid studies indicate that governm ental 

policies, w hich increase the M edicaid incom e lim its, will increase the probability that a 

recipient works. Essentially, these policies reduce the t at the initial incom e lim it, and 

increase the i at the new incom e limit. Consequently, the lower t should encourage som e 

recipients to increase their labor supply. There is no evidence in these studies, how ever, 

that these policies will increase aggregate labor supply. Sim ilar to the incentives present 

in other NIT program s as the program expands, some new individuals will becom e 

eligible for the benetlt. These individuals should decrease their labor supply. Thus, there 

is no reason a  priori, to believe that increasing the earnings lim its (effectively low ering 

the /) will increase labor supply.

From the NIT experim ents to the analysis o f  the traditional transfer program s, the 

em pirical findings on the labor supply im pacts o f  the various NIT program s is quite 

consistent with theory . Just as theory predicts, researchers have found that N IT transfer 

program s lead recipients to reduce their labor supply. W hile a reduced i  does increase the 

hours worked and labor force participation o f  initial recipients, it also expands the 

caseload. The individuals newly eligible w ith the reduced t should respond by decreasing 

their labor supply. Therefore, proposals to reduce the program  t have am biguous and 

generally sm all effects on aggregate labor supply.

II. Work Disincentives Generated by Wage Subsidy Programs

The work disincentives inherent in N IT transfer program s have led policym akers 

to develop new  program  designs, such as the wage subsidy (W S) transfer program .

1 0



Unlike N IT  program s, true WS program s do not have a guaranteed benefit, and provide 

increasing benefits as labor supply rises, by supplem enting wages for individuals earning 

a low wage. Because som e individuals with low wages are also in high-incom e fam ilies, 

it is difficult tor policym akers to target a true WS to low-incom e families. In practice, 

therefore. WS program s have a slightly different structure (D ickert-Conlin and Holtz- 

Eakin 2000). Generally. WS program s work to increase the payo ff to work by reducing i 

over som e range o f  income. This section discusses three different program s that 

effectively reduce /. the Earned Income Tax Credit, childcare subsidies, and C anada 's  

experim ental Self-Sufficiency Project.

The Earned Income Tax Credit (EITC)

The largest WS transfer program in use today is the Earned Incom e Tax Credit 

I  EITC I .  Generally, the EITC is a m odified WS program, which consists o f  three regions, 

phase-in. plateau, and phase-out■*. In the phase-in region benefits increase as earned 

incom e rises. . \ t  higher income levels, the recipient is in the plateau region w here the 

benefit is constant as earnings increase. Finally, at even higher levels o f incom e, the 

benefit gradually decreases as earnings rise.

The theoretical work incentives are very different within each o f  the three regions. 

By increasing the benefit as earnings rise throughout the phase-in region, the EITC 

essentially reduces the t in this range. The lower t raises the effective w age and creates a 

substitution effect leading to increased labor supply. .At the sam e tim e, the positive 

benefit creates an incom e effect leading to decreased labor supply. The E lT C 's  net effect 

on labor supply within the phase-in region, therefore, depends on  the relative m agnitude

* C hapter Two discusses the specific structure o f  the EITC in more detail.
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o f  the incom e and substitution effects. Note that for individuals who would have no 

earnings in the absence o f  the EITC. the net effect is nonnegative, as the incom e effect 

can never dom inate the substitution effect for these individuals (D ickert-Conlin and 

Holtz-Eakin 2000). Since the EITC leads more workers into the workforce, the EITC 

should increase labor force participation rates.

W ithin the plateau region, the benefit rem ains constant as earnings rise. Thus, l 

from the program  equals zero '. Consequently, there is no substitution effect, while the 

positive benefit again creates an incom e effect theoretically leading to decreases in labor 

supply. Thus, the EITC creates an unam biguous negative impact on labor supply within 

the plateau. W ithin the phase-out region the EITC increases t because the benefit 

gradually decreases as earnings rise. The increased i creates a substitution effect 

decreasing labor supply, while the positive benefit creates an income effect also 

decreasing labor supply. Therefore, the EITC results in decreases in labor supply for 

individuals throughout the phase-out region (Dickert-Conlin and Holtz-Eakin 2000).

There have been several studies designed to em pirically estim ate the im pact o f  the 

EITC on labor m arket decisions. Browning ( 1991 ) used various income and substitution 

elasticities to estim ate the impact o f  the EITC on total family income ( earnings plus EITC 

benefit). .Assuming an income elasticity o f  -0 .2  and a substitution elasticity o f  0.3. 

Browning estim ates that 41%  o f  EITC recipients in the phase-out region will consum e so 

m uch m ore leisure that their total incomes fall. These results are highly dependent on the 

assum ed elasticities, however. W ith an incom e elasticity o f  -0 .2  and a substitution 

elasticitv o f  0.15. the num ber falls to onlv 25%.

There are other program s that may cause the com bined t to be different from zero, but in the plateau, the 
EITC does not increase or decrease the i  generated by the other programs.
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Eissa and Leibm an ( 1996) exploit the 1986 EITC expansion to estim ate its effect 

on labor market decisions o f  female heads**. The EITC expansion should theoretically 

result in increased labor supply in the phase-in region . and decreased labor supply 

am ong recipients w ho become eligible only after the expansion. Since the EITC is 

targeted mainly to families with children. Eissa and Leibm an hypothesized that single 

wom en with children should respond to the EITC expansion by increasing their labor 

tbrce participation rates m ore than single women w ithout children. They find that single 

wom en with children increased their labor force participation by 1.4 percentage points 

more than single wom en without children. This generally contlrm s the theoretical 

predictions that the EITC produces a nonnegative labor supply effect for those who 

would not work in the absence o f  the program.

Eissa and Leibm an also hypothesized that the EITC expansion would result in 

labor supply decreases am ong newly eligible recipients. Surprisingly, they found no such 

effect. W hile it is possible that the effect is too small to detect, it is also possible that 

there were other shocks to the treatm ent group. One possible explanation is that federal 

and state governm ents began expanding childcare services to low-incom e fam ilies 

throughout the test period. These childcare services w ould ease the transition to work for 

single m others with children, thereby introducing an upw ard bias on Eissa and L eibm an 's 

results. Since the EITC expansion was designed to increase work effort o f  low -incom e 

families, an expansion o f  childcare services, which has the sam e goal as the EITC 

expansion, during the test period seems likely.

In fact, four childcare assistance program s began after Congress enacted the

’’ The 1986 EITC expansion etTectively reduced t.
.Assuming the substitution effect dominates the income effect.
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Fam ily Support Act o f  1988: AFDC Childcare, Transitional Childcare. A t-Risk 

C hildcare, and C hildcare and Development Block Grants. These program s were later 

incorporated into the Child Care and Development Fund after the enactm ent o f  the 1996 

welfare reform  law. Each o f  these program s aided low -incom e. m ostly unm arried 

m others to afford the cost o f  childcare. M eyer and Rosenbaum  (1999. 2000) used a 

sim ilar approach to isolate the labor supply responses o f  the EITC and childcare 

assistance. They found that the EITC did result in higher labor force participation rates 

tor single m others, but that childcare services were also a significant factor.

Eissa and Hoynes (1998) exam ined an interesting interaction betw een EITC 

benefits and m arriage. Tw o-incom e families, if  eligible for EITC. are m ore likely to be in 

the phase-out region. .As the program expanded in 1986. 1990. and 1993 more two- 

incom e fam ilies becam e eligible for benefits, and were subsequently subjected to the 

EITC work disincentives. Consequently. Eissa and H oynes tlnd that family labor supply 

and pre-tax earnings fell because o f  the EITC expansion. The declines were due to 

decreases in labor supply participation by wives.

The consensus from the EITC studies is that the E lT C 's  lower i does encourage 

labor force participation am ong eligible individuals. .At the sam e tim e, the phase-out 

region creates a  disincentive to work, which influences the labor supply o f  wives. The 

evidence on the labor supply effects on female heads is inconclusive at this point. 

Overall, the EITC program s generally create sm aller w ork disincentives than do the 

traditional N IT program s.

Childcare Assistance

Like the EITC. childcare assistance program s are designed to increase the payoff
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to work. It is well know n that childcare expenses can be a  significant obstacle to work for 

low -incom e families. Standard theor\- predicts that m arried m others, less-educated 

m others, and low-incom e m others will be more responsive to high childcare costs. .-\ 

series o f  studies throughout the 1990's estim ated the m agnitude o f  the effect that 

childcare expenses have on female labor supply. Generally, all found that an increase in 

childcare costs would result in a decrease in labor force participation am ong females. The 

m agnitude o f  the effect, however, is ver\ m uch in question. .Although, m arried women 

are typically more responsive to childcare costs than single w om en, and less-educated, 

poor wom en are more responsive than better-educated, non-poor w om en (.Anderson and 

Levine 2000).

Among the most notable o f  these studies were Blau and Robins ( 1988). Connelly 

(1992). M ichalopoulos. Robins, and Gartlnkel (1992). Ribar (1992.1995). Kimmel 

(1998). and .Anderson and Levine (2000). Blau and Robins exploited geographic 

variation in childcare costs to identify the childcare cost effect and estim ated the 

childcare cost elasticity o f  em ploym ent for m arried females equals -0 .38 . The rem aining 

studies exploit individual variation in childcare costs, as captured by the SIPP datasets. 

Despite using sim ilar data, the childcare cost elasticity o f  em ploym ent for m arried 

females in these studies varies from 0.00 (M ichalopolous. Robins, and G artlnkel 1992) to 

-0 .9 2  (K im m el 1998). The other studies find the elasticity m easure equals -0.09 (R ibar 

1995) -0 .2 0  (Connelly 1992). -0.36 (.Anderson and Levine 2000). -0.74 (R ibar 1995). and 

-0 .7 8  (.Averett. Peters, and W aldm an 1997).

The difference in the estim ates is due m ainly to different functional specifications. 

The studies that estim ate a structural m odel (R ibar 1995. and M ichalopolous. Robins, and
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G arfinkel 1992). produce the sm allest elasticities. Kimmel (1998) notes that the estim ated 

elasticities are highly dependent on equation specifications. By m aking changes to the 

regression equation. Kimmel was able to replicate results sim ilar to the other studies.

Only a tew o f  the studies estim ated the childcare cost elasticity o f  em ploym ent for 

sing le  m others. M ichalopolous. Robins and Garfinkel ( 1992) along with Ribar ( 1995) use 

a structural model to find no difference between married and single females. Since this 

confiicts with the a priori expectations resulting from theory, these findings raise a 

concern  about the validity o f  the structural models employed in these tw o studies. 

K im m el ( 1998) found a larger difference. K im m el's elasticity estim ate for single m others 

equals -0 .2 2 . which com pared to -0 .9 2  for married mothers. .Anderson and Levine (2000) 

not only report different estim ates for single and married females, they also report 

dit'ferent estim ates for different education and income levels.

These results confirm  the theoretical predictions that m arried m others, less- 

educated and low-incom e m others, are more responsive to high childcare costs. The 

results also indicate that females base their labor market decisions on the net wage o f  

w ork, w hich equals the gross w age less hourly childcare costs. Thus, any labor m arket 

analysis o f  the work incentives inherent in the tax and transfer system  m ust incorporate 

childcare expenses. Consequently, governm ental programs that attem pt to low er these 

ch ildcare  costs, could increase labor force participation for low-incom e families.

Three studies have exam ined issues relating to governm ental program s designed 

to help low -incom e families overcom e the high cost o f  childcare. K im m el (1995) used 

data  from the 1987 and 1988 SIPP to conduct a sim ulation o f  alternative childcare 

subsidy program s for poor, single m others. His findings indicate that childcare subsidies
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could dram atically increase the labor force participation rates am ong the low -incom e 

population. Furtherm ore, benefits that are more generous result in higher labor force 

participation rates.

.\vcrctt. Peters, and W aldman ( 1997) exam ine the impact o f  the t'ederai childcare 

tax credit on labor m arket decisions. The childcare tax credit is a non-re fundable credit 

designed to offset a portion o f  any childcare expenses.** .Averett. Peters, and W aldm an 

find that the credit has a large impact on labor supply decisions for recipients. Because 

the childcare tax credit is not refundable, however, low-incom e fam ilies w ho face no tax 

liability receive no credit. Consequently, the childcare tax credit is not targeted to help 

the poorest families.

In the 1990's. individual states began operating their own childcare subsidy 

program s, partially financed by the federal governm ent. One such program  is the subject 

o f  a study by Berger and Black (1995). They used the adm inistrative data from  a 

Kentucky program  to com pare the labor m arket decisions o f  program  participants and 

individuals on a waiting list to participate. They tlnd that childcare subsidy recipients in 

the Kentucky program  had higher labor force participation rates than individuals on the 

w aiting lists.

The general findings on childcare expenses and subsidies confirm  the theoretical 

predictions. Childcare costs essentially increase the cost o f  work, effectively increasing 

the t from work, and therefore are negatively correlated with labor force participation. 

Childcare assistance program s effectively decrease the t as the labor supply increases. 

Consequently, the childcare assistance program s are sim ilar in practice to the EITC. and

Chapter Two includes a m ore detailed description o f  the federal childcare tax credit.
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tend to increase labor force participation.

Self-Sufficiency Project (SSP)

From N ovem ber 1992 and Decem ber 1999. the Canadian governm ent operated an 

experim ental WS program  targeted to encourage long-term  welfare recipients to en ter the 

w orkforce. Program adm inistrators em ployed a random  assignm ent research design to 

determ ine which individuals were assigned to treatm ent and control groups. The 

treatm ent group was able to receive SSP benefits if  they qualified, while the control 

group could only receive the traditional Income A ssistance benefits. O nce selected to the 

program , individuals attended an inform ational m eeting where they learned the details o f  

SSP benefits (Berlin 2000).

To qualify for SSP a potential recipient had to: 1 ) reside in Vancouver. British 

C olum bia or portions o f  New Brunswick. 2) receive Incom e .Assistance' tor m ore than 

one year. 3) work at least thirty hours per week. 4) leave Income .Assistance, and 5) be 

selected tor the study. The program  rew arded those individuals who m et the criteria with 

a generous paym ent, which exceeded the paym ent from the welfare system. The SSP 

benefit equaled one-half the difference between "target earnings" and "actual earnings", 

w here target earnings equaled $37,000 (in C anadian dollars) in V ancouver and 

S30.000(in Canadian dollars) in British Colum bia. \MiiIe there was som e variation in 

benefit levels, a  single m other from New Brunswick w orking thirty hours at m inim um  

w age received an annual paym ent o f  S5.600 (U.S. dollars) in addition to her earnings. 

T he recipient could continue receiving the paym ent for up to three years (Blank. Card, 

and Robins 2000).

Incom e .Assistance Is C anada's cash welfare program.
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A fter 18 m onths, the difFerences betw een the treatm ent and control groups For all 

labor m arket outcom es were quite dramatic. 43%  o f  the participants in the treatm ent 

group had been em ployed at some time over the eighteen-m onth follow-up period. This 

com pared to only 32 .3°o o f  the control group Over the same period, earnings trom 

m em bers in the treatm ent group were 51% higher than eam ings from the control group. 

On the dow n side. 92.2° b o f  the treatm ent group were receiving benefits after 18 m onths, 

com pared to 82.7° b o f  the control group. D espite their higher eam ings. m em bers o f  the 

treatm ent group also received an extra S200 (U.S. dollars) in SSP benefits quarterly 

com pared to the control group. These factors resulted in the treatm ent group receiving an 

extra $469 (U.S. dollars) quarterly in total incom e (eam ings plus benetlts). These 

differences were all significant at the l°o level (Berlin 2000).

The results from this study indicate that financial incentives, if  large enough, can 

increase labor force participation and eam ings. There are a couple o f  reasons w hy the 

labor m arket effects from the SSP were larger than the estim ated EITC effects. First, the 

SSP provided m uch larger benefits. The m axim um  EITC in 1999 was S2.312 for fam ilies 

with one child, and $3,816 for fam ilies with two or more children, while the SSP benefit 

could reach $5,600. The larger benefit also translates into costs. SSP achieved these labor 

m arket outcom es at an additional cost o f  S200 per participant each quarter. .Another 

explanation could be that one dollar o f  EITC benefits is not valued equally to one dollar 

o f  SSP benefits. Since most EITC recipients only receive the benefit once per year and 

SSP recipients received a payment m onthly, the EITC may not be as effective as the SSP 

at influencinc dav-to-dav behavior.
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Combined NIT and WS Work Incentives

It is im portant to note that NIT and WS transfer program s are not m utually 

exclusive. In fact, the recent expansions o f  the EITC and childcare assistance program s 

coincided with continued use o f  traditional NIT program s. TTierefore. in order to analyze 

the true work incen ti\es faced by transfer recipients, one m ust exam ine the incentives 

created by the jo in t use o f  N IT and WS transfers. Both types o f  program s generate an 

incom e effect leading to decreased labor supply. Because o f  their different effects on i. 

how ever, the net substitution effects are not so clear. Several studies have exam ined the 

interactions between the various NIT and WS program s to determ ine the true incentives 

transfer recipients face.

Dickert and Scholz ( 1994) were among the first to calculate the com bined t o f  the 

\ arious tax and transfer program s. Their analysis used a sim ulation based on the 1990 

SIPP to calculate an average i for recipients, and included the value o f  AFDC. food 

stam ps. SSI. federal and state income taxes (including EITC). and payroll taxes. W hile 

they tbund that low-incom e families generally faced the highest tax rates, these rates 

rarely exceeded 50%  on average. .According to their calculations, in 1990 the average i 

faced by recipients taking a part-tim e Job equaled 47.6% . Once the EITC expansions o f  

the 1990's were included, the average t fell to the range o f  22% -28“ ô for fam ilies with 

children.

Giannarelli and Steuerle ( 1995) also used a sim ulation based on the 1992 CPS and 

included all the program s from Dickert and Scholz ( 1994) plus the value o f  M edicaid and 

housing subsidies. The incom e calculations also included an estim ate o f  childcare 

expenses, which is treated as a  work expense. Giannarelli and Steuerle find that the
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inclusion o f  housing subsidies and M edicaid consistently raises the i. On average, they 

find the com bined t to be consistently above 70%. They also calculate that for a specific 

family (single m other with two children), the tax rates can be above 100°o. and the i is 

larger as the EITC phases o u t." ’ Hoynes (ld 9 7 a) also includes childcare expenses, but 

excludes M edicaid, housing subsidies and SSI. She calculates tax rates consistently  above 

50%  for a single m other with two children in California. .\c s  et al. ( 1998) only include 

the value o f  .\F D C . food stam ps, and taxes (including EITC) to calculate the i faced by a 

m other with two children in 12 states. They calculate a m edian rate o f  12° 6 as the m other 

goes from not working to w orking part-tim e at a m inim um  wage job . 28® b as the m other 

goes from part-tim e m inim um  wage to full-time m inim um  wage, and 65® o as the m other 

goes trom full-tim e m inim um  wage to full-tim e S9 per hour.

W ilson and Cline 1 1994) focus on only one state. M innesota, and include a couple 

o f  state-specific program s, a healthcare benefit and a property tax refund for renters. 

They find that the state-specific program s did not influence t by a large m agnitude. 

W ilson and Cline calculate that t equals 33.8®b as the m other goes from not w orking to 

part-tim e w ork, and 53.3®b as the m other goes from  part-tim e to full-tim e work. .A.s the 

m other's w age increases while w orking full-tim e, t ranges from 70% -106%  due to the 

phase-out o f  the program s.

D espite including different bimdles o f  program s, the findings from these five 

studies are rem arkably consistent. First, the m ore program s one includes in the analysis, 

the higher the tax rate. Second, t is typically lower as the recipient increases labor supply.

Giannarelli and Stuerie calculate i = 101.2% as the m other s w age increases from full-tim e m inim um  
wage to 150® o o f  the federal poverty guidelines. The t = 95.1%  as the m other's wage increases from 150% 
to 200° o o f  the federal poverty guidelines.
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and is typically higher as the recipient increases the wage rate. The WS program s create 

this finding. Third, t is generally lower as the m other m oves from no work to part-tim e 

work, than it is as the m other moves from part-tim e to full-tim e work.

III. The Rise of Work Requirements

W hile the WS program s provide som e promise for increasing labor force 

participation, they do produce significantly higher t as they phase out. C onsequently, 

policym akers have sought new tools to increase labor force participation, w ithout 

producing sim ultaneous work disincentives elsewhere. .As a result, many policym akers 

began to advocate work requirem ents as an alternative to financial incentives.

In 1988. the U.S. Congress passed the Family Support .Act. which required states 

to establish em ploym ent and education program s for .AFDC recipients. Congress went a 

step further in 1996 with the passage o f  the Personal Responsibility and W ork 

Opportunity Reconciliation .Act (PRW O R A ). w hich abolished the AFDC program  and 

replaced it w ith Temporary .Assistance for Needy Families (T.ANF). T.ANF requires 

virtually all recipients to engage in work activities in order to continue receiving cash 

benefits. These work activities could include unpaid work such as job  search or training 

program s. T.ANF also gave states the discretion to sim ultaneously im plem ent financial 

incentives (U.S. House o f  Representatives 1998).

Theory

M offitt (1983b) derived the theoretical labor supply effects o f  transfers w ith a 

stringent work requirem ent. Let h be the am ount o f  hours an individual works, and /t« the 

m inim um  work requirem ent. Tliis type o f  transfer is identical to the typical transfer



program  w hen and therefore produces the sam e work disincentive effect in this

region. However, when h<hn the individual is ineligible for benefits. Therefore the work 

requirem ent produces a nonnegative effect on labor supply when (although some 

individuals have lower utility levels in this region than in the traditional program ). 

Because o f  this lost utility. Besley & Coate ( 1992) found that work requirem ents could 

only be part o f  an optim al transfer mix in non-w elfarist settings. However. Brett (1998) 

extended their model to show that work requirem ents can be optim al as long as the 

required work is productive. Even with T.AN'F's work requirem ents, many states continue 

to utilize financial incentives to encourage work am ong the recipient popu lation ."  

U nfortunately, because o f  little empirical analysis o f  work requirem ents, the relative 

effectiveness o f  these two policies (work requirem ents and financial incentives) in 

increasing labor supply is not well understood.'"

E m pirica l E vidence

In part to determ ine the relative effectiveness o f  work requirem ents and financial 

incentives, from 1994-1998 M anpower Dem onstration Research Corporation (.\ID R C ) 

conducted an analysis o f  the M innesota Family Investm ent Program (M FIP). The M FIP 

study was a random ized experiment, where study adm inistrators assigned recipients to 

one o f  three groups. The first group, the control group, participated in the traditional 

.•\FDC program . The second group received financial incentives (essentially a low er t) to

■' 48 states plus the District o f  Columbia use some form o f an earned income disregard in their TANF 
program s to reward work. These earned income disregards effectively lower the t  below 10 0 °o. Only 
•Arkansas and W isconsin do not offer this incentive to TANF recipients ( Rowe 2000).
'■ Policym akers will be interested in the relative cost-efTectiveness o f  the two policies. Note that financial 
incentives could increase program costs due to expansion o f  the eligible population, w hile work 
requirem ents unam biguously low er program costs. Thus, without understanding the relative effectiveness 
o f  the tw o policies at increasing labor supply, the cost-effectiveness o f  the two policies is also in question. 
Greenberg ( 1997) also cautions against ignoring the lost leisure from imposing work requirements.
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encourage work. The final group received the financial incentives but also faced a work 

requirem ent (Berlin 2000; Knox. M iller. & Gennetian 2000). This fram ework allow ed the 

researchers to isolate the impact o f  financial incentives, and determ ine the impact o f  work 

requirem ents conditional on the presence o f financial incentives.

For the estim ated im pact o f  financial incentives, the M FIP results are consistent 

with previous analyses m entioned above. The researchers find that the financial 

incentives significantly increase the num ber o f  recipients ever em ployed during the study, 

indicating a positive labor supply effect on the originally non-w orking recipients. 42.5®o 

o f  the participants who received financial incentives were em ployed at som e tim e during 

the 18-month follow-up period, com pared to 36.1®b o f  the control group. This figure is 

significant at the 5°b level. In addition, they find that financial incentives do not 

significantly affect eam ings. '  This indicates that the negative labor supply effect for 

working recipients offsets the gains to the initially non-w orking recipients. In addition, 

the researchers tlnd that when work requirem ents are used in conjunction w ith financial 

incentives, the work requirem ents significantly increase both eam ings and the probability 

o f  working. Participants receiving both work requirem ents and financial incentives 

eam ed an additional $264 quarterly and saw a 17.4 percentage point increase in labor 

force participation, com pared to the control group (Berlin 2000).'■* These findings seem 

to indicate that policym akers should continue to sim ultaneously utilize work 

requirem ents and financial incentives to increase the labor supply o f  recipients.

L'nfortunately. the M FIP findings may not be useful for state policym akers

' T ab le  4.2. page 22. Eam ings o f  the treatment group Increased by a statistically insignificant S4 per quarter 
after 18 months.
"  Table 4.2. page 22. Also financial incentives increased program costs, while work requirem ents lowered 
program costs.
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attem pting to im plem ent an optim al policy m ix o f  w ork requirem ents and financial 

incentives after all. Since under T.A.NF. states are required to im plem ent work 

requirem ents but have discretion over the use o f  financial incentives, the relevant 

question for state policym akers is: If'hai is the impact of financial incentives, conditianal 

nn the presence o f work requirem ents?  Because o f  its setup, the M FIP study could not 

address this question. The M FIP study could only isolate the im pact o f  financial 

incentives used alone, and the im pact o f  work requirem ents conditional on the presence 

o f  financial incentives ( M iller et al. 2000).

One can m ake som e intuitive predictions based on the M FIP study, however. If 

there are participants that would respond to both work requirem ents and financial 

incentives by increasing labor supply (which seem s plausible), then the M FIP study may 

h a \e  overstated the effectiveness o f  financial incentives, conditional on the presence o f  

work requirem ents, at increasing labor force participation and eam ings. L ikew ise, the 

M FIP study understated the impact o f  work requirem ents on labor force participation and 

eam ings. Thus, one could infer from the M FIP study that the effect o f  financial incentives 

conditional on the presence o f  work requirem ents would either have an insignificant or 

negative  effect on eam ings.

IV. Family Structure Incentives

The econom ic analysis o f  m arriage began with B ecker's ( 1973. 1974) pioneering 

work, w hich show ed that m arriage decisions could be analyzed by using a utility- 

m axim izing choice model. Becker. Landes and M ichael (1977) later extended the model 

to explain divorce decisions as well. In all these m odels, individuals m ake family
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structure choices by m axim izing individual utility. Fam ily income is one com ponent, 

albeit not the only o r necessarily the m ost important com ponent, o f  utility. .As a result, 

several studies have exam ined the financial payotT penalty to marriage.

This issue is important because o f  the link between female headship and family 

poverty. In 1994. 46.8“ o o f  fem ale-headed fam ilies with children had incom es below  the 

federal poverty guidelines. The num bers are even more striking for m inority groups, as 

58"o o f  .African-.American fem ale-headed families, and 61%  if Hispanic fem ale-headed 

fam ilies were in poverty (H oynes 1997a). In total, alm ost one-half o f  the fam ilies in 

poverty are fem ale-headed households. I f  the tax and transfer system  encourages female 

headship, it may also be creating, as .Murray ( 1984) claim ed, a poverty trap.

The studies from the last twenty years are generally inconclusive about an effect 

on female headship. L'ntil ver>- recently, these studies focused on only one program . 

AFDC. and ignored the impact o f  other tax and transfer programs. These studies typically 

exploit cross-state differences in .AFDC benefits, or cross-state differences in changes o f  

AFDC benefit levels to identify the w elfare effect. Naturally, this presents some 

em pirical concerns about the om ission o f  relevant variables, and endogeneity o f  AFDC 

benefit levels and changes. The progression o f  the literature has been prim arily concerned 

with these empirical issues (M offitt 1998).

.Among these studies w ere D anziger et al. ( 1982). Ellwood and Bane (1985) and 

Hutchens. Jakubson. and Schw artz ( 1989). Danziger et al. used the 1975 CPS and cross

state differences in benefit levels to identify' the welfare effect. G enerally. D anziger et al. 

found that a reduction in .AFDC benefit levels would reduce the num ber o f  fem ale- 

headed households. However, the change is so small that .AFDC benefits cannot explain
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the increase in fem ale-headed households over time. Ellw ood and Bane (1985) and 

Hutchens. Jakubson. and Schwartz (1989) analyzed the impact o f  .A.FDC on the living 

arrangem ents o f single mothers. Standard theory holds that with higher benefit levels, 

single m others will be more likely to live on their own. as opposed to living w ith her 

parents as a subfam ily. Hutchens. Jakubson. and Schwartz used the 1984 CPS and found 

that state policies, which provide sm aller benefits to subfam ilies, do affect behavior. 

Ellwood and Bane used cross-state differences in the changes o f  benefits over tim e to 

find sim ilar results. Both studies agree with Danziger et al., that welfare policies have 

only a small impact on tam ily structure, and cannot fully explain the increase in fem ale

headed households over time.

There is some evidence, however, that this effect is growing stronger w ith time. 

M offitt ( 1990) conducted separate cross-sectional analyses for 1969. 1977. and 1985 and 

found that the receipt o f  .AFDC does influence marriage and fem ale-headship. The 

estim ated effects are consistently small, only attaining significance in the 1985 sample. 

These findings could indicate that there are long lags in the response to increased 

benefits, and therefore any welfare effect takes m any years to m anifest itself.

The evidence from the previous studies seems to indicate that .AFDC influences 

m arriage and other family structure decisions. HolTman and Duncan (1995) exam ine 

w hether .AFDC influences divorce decisions as well. They find that AFDC does not have 

a significant impact on the probability a couple will divorce, but does increase the 

probability that a divorcee will receive welfare. In an earlier study. Hoffm an and Duncan 

studied divorced wives, and found that .AFDC negatively affects the probability o f  

rem arriage (Hoffm an and Duncan 1988). Thus, these results suggest that .AFDC alTects
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m arnage entrance decisions, but not m arriage exit decisions.

One weakness o f  all these studies is their focus on .A.FDC. at the expense o f  other 

transfer programs. Schultz (1994) extended the analysis to also include M edicaid 

benetlts. .As m entioned above, tor many years. .Medicaid benetlts were closely linked to 

.AFDC. and therefore ser%e to enhance the value o f  .AFDC benetlts. To identify the 

im pact o f  M edicaid. Schultz values M edicaid at its average cost, w hich d iffer by state. 

Schultz tlnds that both .AFDC and M edicaid benefit levels negatively affect the 

probability that a m other is married.

W hile a step in the right direction. Schultz 's analysis also falls short o f  capturing 

the full benefit effect, because it ignores other program s such as food stam ps and housing 

subsidies. Both o f  these program s include the value o f  the AFDC benefit in their 

calculations. Since t'ood stamps provide identical benefits across states, the food stamp 

program  com pensates for differences in .AFDC benefit levels. If  a study ignores food 

stam ps and focuses solely on cross-state variation in .AFDC benefits, it will overstate the 

variation in the benefit sum. creating a m ism easurem ent problem .

There is. however, a more troubling problem  with the previous analyses. W hen a 

study relies on cross-state variation o f  .AFDC benefits to identify the welfare effect, it is 

ignoring the effect o f  the unobservable social clim ate in a state. To the extent that these 

variables are excluded, the study suffers from an om itted variable bias. I f  the om itted 

variables are correlated with the benefit levels, then the estim ated welfare effect is biased. 

For exam ple, if  a particular state is m ore accepting o f  fem ale-headship. the citizens o f  

that state may offer greater benefits to single mothers. In this case, both the social clim ate 

and welfare benefits may increase fem ale headship, and therefore the study will overstate
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the true effect o f  welfare.

Two studies have sought to rem edy these problem s. M offitt (1994) and Hoynes 

( I997h). Both studies include A FDC. food stam ps, and M edicaid in their analyses.’'  and 

both studies use panel data and control for area effects. Hoynes also incorporates 

variables to capture the religious and political clim ate o f  a state. Both studies find that 

when one ignores the area effects, one finds a significant, negative relationship between 

w elfare benefits and female headship. If  one includes the area effects, the negative 

relationship disappears. This suppons the claim  that previous studies, w hich ignored area 

et'fects. overstated the true welfare effect.

The tax co d e 's  treatm ent o f  m arriage has also generated much discussion recently. 

Som e m arried couples pay m ore in federal taxes than they would if  they were single. On 

the other hand, som e pay less. Generally, couples with two incom es will pay more if 

m arried la m arriage tax), while couples w ith only one incom e (or a small second income) 

pay less if  m arried (a m arriage subsidy ). This result is due to several factors. First, the 

progressive nature o f  the federal tax code m eans tw o-incom e fam ilies may rest in a 

higher tax bracket if  their incom es are com bined. Second, if  the couple is m arried, the 

EITC form ula considers the incom e from  both spouses. If  the couple is not m arried, the 

EITC includes the incom e o f  only one parent. Since the EITC is a m eans-tested program , 

being m arried reduces the likelihood o f  qualifying for the credit. Finally, the standard 

deduction allowed for m arried couples is less than the com bined standard deductions o f  

two single people. Thus, the single individuals will have lower taxable incom e, holding

‘‘ .Although the calculations are different. Hoynes (1997b) uses the sim ple sum o f  the benefits. Moffit 
{1994) takes the value o f  AFDC and food stam ps plus the M edicaid value tim e 0.368. This is an attem pt to 
adjust for the lower valuation o f  an in-kind benefit.
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other factors constant (Feenberg and Rosen 1995).

•A few studies have attem pted to estim ate the impact that the marriage 

penalty subsidy has on m arriage behavior. There are two potential m arriage effects, a 

change m marriage rates and a change in m arriage timing. It is possible that a couple 's 

taxes do not influence the decision to marry, but they do influence the decision on when 

to m arry. .Aim and W hittington ( 1995. 1997) find evidence to support the hypothesis that 

the size o f  the m arriage tax influences both the decision and tim ing o f  marriage. 

Interestingly. Sjoquist and W alker ( 1995) use a sim ilar analysis but find the m agnitude o f 

the m arriage tax only influences the tim ing o f  m arriage, but not the m arriage decision 

itself. The two studies use different dependent variables in their analyses, which could 

account tor the discrepancy.'" Taken together, the two studies indicate that couples at 

least base the tim ing o f  their w eddings on the m agnitude o f  the m arriage tax penalty.

None o f these studies consider the interaction between the tax and transfer 

system s. Part o f  the reason tor this om ission is that most transfer recipients ha\ e eam ings 

too low to pay much in taxes. The recent EITC expansions, however, include more low- 

incom e fam ilies into the tax system . D ickert-Conlin and Houser ( 1998) is the only study 

to date to include an analysis o f  the tax and  transfer systems. They included the value o f 

.AFDC. food stam ps. SSI. EITC. federal and state taxes in their analysis. Based on a 

sam ple o f  federal tax returns, the findings indicate that the tax and transfer system  

provide conflicting incentives for low-incom e families. For poor unm arried wom en. 

95.6%  will see their transfer benefits decrease if  they marry. Sim ultaneously. 82.3%  will 

see their tax liabilitv decrease if  thev m arrv. therebv increasinc income. The lost transfer

Aim and NMiittington use the percentage o f  women aged 15-44 who are married as their dependent 
variable. Sjoquist and W alker use the fraction o f  unmarried females older than 15 who marrv each year.
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incom e dom inates for this population, however, as the couple faces a net m arriage 

penalty equal to 13% o f  m arried income. The results are sim ilar for poor m arried couples, 

as 93.0“o will see their transfer incom es rise if  they separate, and 7 9 .1" o will see their tax 

liabilit> increase if  they separate, .\g a in . the transfer et'fect dom inates resulting in a net 

m arriage penalty equal to 23° o o f  m arried incom e.' '

D ickert-Conlin (1999) extends the analysis o f  the tax and transfer program s to 

determ ine w hether the m arriage penalty subsidy affects marital separation. Using data 

from the 1990 SIPP. she finds that the m agnitudes o f  the tax marriage penalty and the 

transfer m arriage penalty increase separation rates. Only the tax m arriage penalty was 

significant, however.

W hile providing the m ost detailed analysis to date o f the tax and transfer 

incentives, there are a tew  shortcom ings. D ickert-Conlin examines the im pact o f  effective 

tax rates on a decision to leave a m arriage, which is only part o f  the m arriage 

disincentive. Fam ilies facing high tax rates may choose to never enter into m arriage. The 

study ignores this facet, possibly explaining the insignificant impact o f  transfer penalties 

on marriage decisions. .Also, the study does not include other transfer program s, or state 

taxes. If these o ther program s affect the m arriage decision as well, then the results suffer 

from om itted variable bias.

There is one final note about the m arriage incentive studies outlined above. W hen 

calculating the m arriage penalties, these studies com pare the total incom e available to a 

couple if they marrx and if  they stay single. This im plicitly assum es that i f  the couple is
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not m arried, then they will cohab it.”* Only .Moffitt, Reville. and W inkler (1998) have 

explicitly exam ined the incentives to cohabit, and they focused only on the .-\FDC 

program . They tbund that the .AFDC program  does produce an incentive to cohabit. They 

also noted, however, that the .AFDC program  created an even greater incen ti\e  to 

clandestinely cohabit (not reveal the incom e or presence o f  the m ale partner to the tax 

and transfer agencies). W ith this unreported cohabitation, the family has less reported 

incom e, and therefore qualifies for more transfer benefits. Furtherm ore. M offitt. Reville. 

and W inkler note the lack o f  enforcem ent power by welfare agencies. Together, these 

characteristics imply that many transfer recipients may not report all incom e. Edin ( 1991 ) 

conducted the only study o f  this phenom enon. She found extrem ely  high levels o f  

unreported income am ong transfer recipients in Chicago. How ever, her sam ple included 

onlv 50 families.

V. Preview of Future Chapters

C hapter Two presents detailed inform ation on the \ arious tax and transfer 

program s analyzed in this study. This study incorporates a m ore com plete set o f  tax and 

transfer program s than w ere used in previous research. The included program s are: 

Tem poral} .Assistance for Needy Families (T.ANF). Food Stam ps. M edicaid. Federal 

Housing Subsidies. C hildcare Subsidies. W IC. Child Support, the E am ed  Incom e Tax 

Credit (EITC). the C hildcare Tax Credit, the Child Tax Credit, and the .Additional Child 

Tax Credit. O f  special note is the inclusion o f  some state-specific program s like

"  If the couple were to live apart, they would face separate housing costs, whereas if  they cohabit they 
share these costs. Since the review ed studies do not incorporate additional housing costs, they must assum e 
that the couple will cohabit if  not married.



Childcare Subsidies and Child Support. Likewise. TANF. M edicaid. WIC. and Housing 

Subsidies, have regulations or benefits specific to O klahom a, even though these program s 

exist in other states.

C hapter Three presents the work and family structure incentives generated h\ the 

tax and transfer system  in O klahom a. To model the interactions am ong the various 

program s, the author used a  M icrosoft Excel workbook. The w orkbook is included on the 

enclosed CD. and contains a set o f  instructions. The workbook also includes a user- 

friendly interface that enables the user to input family characteristics and explore the 

incentives created by the various program s. Because there are too many perm utations 

than could be printed in this forum, the author encourages all interested parties to 

exam ine the workbook and explore new scenarios. The results printed in C hapter Three, 

how ever, generally apply to o ther scenarios as well.

By focusing on the case o f  a representative family consisting o f  a single m other 

with two children aged 1 and 3. the author finds that the m other m ust earn S I6  per hour 

in order to have incom e equal to the fam ily 's total resources when the m other w orks full

tim e at m inim um  wage.'"* The author also calculates the effective tax rates the m other 

faces as she increases labor supply, and as she increases her hourly wage. G enerally , the 

stud) finds effective tax rates exceeding those reported elsewhere, typically above 90%  

and at tim es approaching 300%! The study also confirm s previous findings about the 

im pact o f  individual program s. Transfers w ith a NIT structure like T.ANF. Food Stam ps, 

and Housing Subsidies, unam biguously generate higher effective tax rates. Program s 

sim ilar to a WS. like the EITC and Childcare Subsidies, decrease the tax rates as the

Total Resources equals the sum o f  incom e from eam ings and benefits.
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recipient increases labor supply, but raise tax rates as the program s phase-out. Also, the 

■Medicaid and WIC program s generate large "notches" o f  high effective tax rates when 

recipients lose eligibility.

-Also in Chapter Three, the author calculates the family structure incentives 

present in welfare policy. Contrary to previous work, the author assum es that a couple 

has three potential family structures: m arriage, cohabitation reported to transfer agencies, 

and unreported cohabitation -  cohabitation concealed from transfer agencies. The study 

finds that there are large payoffs to concealing cohabitation. In som e instances, the 

couple could nearly double their resources with unreported cohabitation com pared to 

m arriage.

Chapter Four presents an em pirical analysis o f  financial work incentives for 

T.ANF recipients. By culling a testable hypothesis trom the findings o f  C hapter Three, the 

author analyzes the effectiveness o f  financial incentives in the presence o f  work 

requirem ents. Using a sample o f  female heads o f  households in O klahom a's two most 

populous cities, the study finds that T.ANF recipients facing a low er i (financial 

incentives) do not have higher labor force participation rates or eam ings.

Chapter Five presents som e proposals for reform in O klahom a's public assistance 

system . One goal o f  the proposals is to generally remain cost-neutral. Using the findings 

from the previous chapters, the author proposes:

1. Raising the T.ANF tax rate from its current 50%.

2. .Allowing long-term recipients who m arry to continue receiving the sam e benefits for 

a period o f  three years.

The first proposal is in response to the findings o f  C hapter Four that T.ANF financial
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incentives do not increase labor force participation or eam ings o f  recipients. The cost 

savings from a higher TANF tax rate can then be rerouted to fund the second proposal. 

The second proposal is an attem pt to reduce the m arriage penalty that long-term  

recipients face.

C hapter Six presents som e concluding rem arks and lists some suggestions tor 

future research. .Among the suggestions:

1. Exploit policy changes in O klahom a to em pirically analyze the marriage penalties 

inherent in the tax and transfer system.

2. Determ ine whether T.ANF financial incentives actually decrease labor supply and 

eam ings.

3. Exam ine the impact on wage growth o f  the high effective tax rates recipients face as 

they increase their hourly wage.

4. Analyze the impact o f  O klahom a's Childcare Subsidy program  on labor supply, to 

determ ine w hether the program  should be expanded o r m odified.



Chapter 2 

The Transfer and Tax Programs

Researchers have long known that the various public assistance program s interact 

in com plicated ways. The incentives created by one program  influence the incentives 

created by other program s. To fully understand these spillover effects, it is necessarv to 

understand each program  in detail. This chapter presents detailed inform ation on the 

various transfer and tax program s included in this study. The program  rules used in this 

study are those in effect in the state o f  Oklahom a as o f  July 1Q99.

Temporarv" .Assistance for .Needy Families (T.A.NF)

The T.ANF program  is currently the largest cash assistance program available to 

low-incom e fam ilies. .Although sim ilar to the .Aid to Fam ilies with Dependent Children 

(.AFDC) it replaced in 1997. it has som e marked differences designed to increase the 

work effort o f  recipients. First, all T.ANF recipients are required to participate in work- 

related activities unless specifically exem pted. Generally, a recipient is exem pt from the 

work requirem ent only if  there is a child younger than one year o f  age present in the 

family. These w ork-related activities include unsubsidized em ploym ent, subsidized 

em ploym ent (w here the governm ent provides a  subsidy to em ployers), jo b  search, and 

education  training program s. Note that neither job  search nor the education training 

program s provide eam ings. Thus, it is possible to satisfy the T.ANF work requirem ent 

with zero eam ings. A second difference between T.ANF and .AFDC is that all T.ANF 

recipients face a tim e lim it on the receipt o f  benefits. No TA N F recipient will be able to
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receive benetlts for m ore than five years during their lifetim e (O klahom a GAC 340:10. 

1999).

As in all states, the size o f  the tam ily’s benefit depends upon the tam ily size. 

O klahom a's m axim um  benefit is below the national average, yet above the average for 

southern states (U .S. House o f  Representatives 1998. Rowe 2000). The m axim um  benefit 

tor a family o f tw o (i.e. m other and a child) is S225 per m onth. Likewise, the m axim um  

benefits for families with three and four people are S292 and S361 per month. The actual 

benefit amount equals the m axim um  benefit m inus the am ount o f  "countable incom e". 

"C ountable Incom e" includes the sum  o f  eam ed and uneam ed incom e less deductions for 

earned income and childcare expenses. Recipients are able to deduct the first S I20 o f  

eam ed income, plus one-half o f  all eam ed income above S I20 each month. Recipients 

are also able to deduct the am ount o f  their out-of-pocket childcare expenses up to a 

m axim um  o f  S200 tor children under two years o f  age. and S I 75 for other children 

(O klahom a O.A,C 340:10. 1999).

To illustrate how T.ANF benefits are calculated, consider a family w ith a single 

m other and two young children. .Assume that the family receives no childcare subsidy, 

and therefore receives the full childcare deduction if  the m other works. Table 2-1 

presents the benefit calculations for this family under three different eam ings scenarios:

1 ) w hen the m other does not work. 2) the m other works part-tim e at m inim um  wage 

(S 5 .15 hour), and 3) the m other works full-time at m inim um  wage. The m axim um  

m onthly T.ANF benefit for this family is S292. W hen the m other has zero eam ings. the 

family receives the m axim um  benefit. W hen the m other w orks part-time at m inim um  

w aue. she eam s S446 each month. Thus, the m other can deduct the first S 120 o f  eam ings
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Table 2-1________________________ TANF Calculation Example
Mother’s Earnings Scenarios

NW MW-PT MW-FT
M a x i m u m  B e n e f i t 2 9 2 2 9 2 2 9 2
C h i l d c a r e  E x p e n s e s 0 3 9 0 7 7 9

E a r n e d  I n c o m e 0 4 4 6 8 9 3
E a r n e d  I n c o m e  D e d u c t i o n s 0 2 8 3 5 0 7

C h i l d  C a r e  D e d u c t i o n 0 3 7 5 3 7 5
C o u n t a b l e  I n c o m e 0 - 2 1 2 1 1
B e n e f i t 2 9 2 2 9 2 2 8 1

F a m i l y  c o n s i s t s  o f  a  s i n g l e  m o t h e r  w i t h  t w o  c h i l d r e n  a g e d  o n e  a n d  t h r e e
" N W "  M o t h e r  d o e s  n o t  w o r k
" M W - P T '  M o t h e r  w o r k s  p a r t - t i m e  a t  m i n i m u m  w a g e
" M W - F T *  M o t h e r  w o r k s  f u l l - t i m e  a t  m i n i m u m  w a g e _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

plus one-half o f the rem ainder for a total earned incom e deduction o f  $283. .After 

including the S375 childcare deduction, the family has negative countable income. 

Hence, the family again rece i\es  the maximum benefit. W hen the m other works full-tim e 

at m inim um  wage, she earns S893 each month. The m other is able to deduct S507 from 

her income for the earned income deduction. In addition, she can deduct the m axim um  

childcare costs o f  $375. Thus, the family has $11 o f countable income. This corresponds 

to a benefit o f  $281.

Food Stamps

The Food Stamp program  is the largest nutritional assistance program  available to 

low-incom e families. The benefit calculations are the sam e for each o f  the forty-eight 

contiguous states. Like T.ANF benefits, the m agnitude o f  the food stam p benefit varies 

w ith family size. The m axim um  benefit for families o f  two. three, and four people are 

$230. $329. and $419. respectively. The benefit calculation considers all cash incom e
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available to the family including earned incom e, unearned incom e, child  support, and 

TA N F benefits. The food stam p benefit equals the m axim um  benefit less 30“ o o f  net 

incom e, where countable net income equals total cash income less allowable deductions. 

Food stam p recipients are able to deduct 20%  o f  earned incom e, a standard deduction o f 

SI 34. eligible childcare expenses up to S200 for a child less than two years old. and up to 

SI 75 for children o lder than two years. If after accounting for these deductions the 

fam ily 's housing expenses exceed one-half the rem aining incom e, the family is entitled to 

an additional deduction for housing expenses. This shelter deduction equals the 

difference between housing expenses and one-half the adjusted incom e, where adjusted 

incom e equals cash incom e less the earned income, standard, and childcare deductions 

(O klahom a O.A.C 340. 1999).

To dem onstrate how food stamp benetlts are com puted, consider the tbllowing 

exam ple. Table 2-2 presents the food stam p beneftt calculations for a family com prised o f 

a single m other and two children, with three different earnings scenarios: 1 ) w hen the 

m other does not work. 2) the m other works part-time at m inim um  wage (S 5 .15 hour), and 

3 ) the m other works full-tim e at m inimum  wage. For sim plicity, assum e that earnings are 

the only source o f  incom e for this family, and that the family receives no childcare 

subsidy, and therefore receives the lull childcare deduction if the m other works. W hen 

the m other has zero earnings, the family receives the m axim um  benefit for a family o f 

three. S329 each m onth. WTien the m other has earnings equal to S446. the fam ily is able 

to take an S89 earned incom e deduction, the S I34 standard deduction, and the S375 

childcare deduction. C onsequently, the family has net incom e equal to S-152 and receives 

the m axim um  benefit. W hen the m other earns $893. the familv is able to take a $179
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Table 2-2_______________________ Food Stamp Calculation Example
Mother’s Eamings Scenarios

NW MW-PT MW-FT
M a x i m u m  B e n e f i t 3 2 9 3 2 9 3 2 9
C h i l d c a r e  E x p e n s e s 0 3 9 0 7 7 9

E a r n e d  I n c o m e 0 4 4 6 8 9 3
E a r n e d  I n c o m e  D e d u c t i o n 0 8 9 1 7 9

S t a n d a r d  D e d u c t i o n 1 3 4 1 3 4 1 3 4
C h i l d  C a r e  D e d u c t i o n 0 3 7 5 3 7 5

S h e l t e r  D e d u c t i o n 0 0 0
N e t  I n c o m e - 1 3 4 - 1 5 2 2 0 5

3 0 %  o f  N e t  I n c o m e - 4 0 - 4 6 6 2
B e n e f i t 3 2 9 3 2 9 2 6 7

F a m i l y  c o n s i s t s  o f  a  s i n g l e  m o t h e r  w i t h  t w o  c h i l d r e n  a g e d  o n e  a n d  t h r e e  
" N W "  M o t h e r  d o e s  n o t  w o r k  
" M W - P T "  M o t h e r  w o r k s  p a r t - t i m e  a t  m i n i m u m  w a g e  

M W - F T '  M o t h e r  w o r k s  f u l l - t i m e  a t  m i n i m u m  w a g e _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

earned incom e deduction, the S I34 standard deduction, and the S375 childcare deduction. 

In this case, the family has net incom e o f  S205 and receives a benefit o f  S267.

C h ild c a re  S ubsid ies

For fam ilies with high childcare costs, childcare subsidies provide benefits that 

d w arf those trom  other assistance program s. W ith the passage o f  the Personal 

Responsibility and W ork O pportunity Reconciliation .Act (PRWOR.A) in 1996. all federal 

childcare assistance program s were incorporated into the C hild Care and D evelopm ent 

Fund (CCD F). w hich provides funds to all 50 states plus the District o f  Colum bia. The 

states then use these funds to help finance their individual childcare program s. Because 

states have discretion over the structure o f  their childcare assistance program s, there is a 

w ide disparity am ong the states, although all states assist som e low -incom e fam ilies
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(Long el al. 1998). Despite the large benefits that childcare assistance program s provide 

low -incom e families and the existence o f  these program s in e \  er\ state, previous analyses 

o f  the incentives generated by the tax and transfer system  do not include these childcare 

assistance program s. L'nlike previous studies, this study incorporates O klahom a's 

childcare assistance program  into its analysis o f  the tax and transfer system.

In O klahom a, the childcare subsidy can be so large because som e recipients are 

required to only pay relatively small copays. Table 2-3 presents the childcare copay 

schedule in effect as o f  July 1999. To determ ine the am ount o f  the copay, the program  

considers earned incom e, unearned income, and the base level o f  child support. If the 

sum o f  these income sources exceeds $833. then the family must pay a portion o f  the 

childcare costs, and if  income exceeds S2.056. the couple m ust pay the full cost o f  care. 

Consider the eam ings scenarios discussed previously, where the m other earns SO. S446. 

and S893 each month. .Assuming the family has no other sources o f incom e and two 

children in daycare, the childcare copays equal SO. SO. and S32 respectively (O klahom a 

.Administrative Code 340:70 1999).

The value o f  the subsidy equals the difference betw een the total childcare costs 

and the childcare copay that recipients are required to pay. The O klahom a Departm ent o f  

Hum an Services (OKDHS) regularly conducts m arket surveys to determ ine the average 

cost o f  childcare. The results from these surveys form the basis for the m axim um  

childcare rates OK.DHS will pay for childcare services. Table 2-4 presents the full-tim e 

daily childcare rates for each county in Oklahom a across various age groups. C onsider a 

family w ith tw o children in childcare, a one-year old and a three-year old. who live in 

Oklaliom a Countv. The full-tim e dailv childcare rates for these children are S19 for the
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Table 2-3 Childcare Copay Schedule
Number of Children in Childcare

M o n t h i v  G r o s s  I n c o m e 1 2 3 4
S 0 - S 8 3 3 0 0 0 0

S 8 3 4 - S 8 5 1 6 1 2 1 8 2 4
S 8 5 2 - S 8 8 9 1 2 2 2 3 1 4 1
S 8 9 0 - S 9 2 9 1 9 3 2 4 5 5 8
S 9 3 0 - S 9 7 2 2 7 4 5 6 2 8 0

S 9 7 3 - S 1 0 1 7 3 5 5 5 7 5 9 5
S 1 0 1 8 - S 1 0 6 4 4 4 6 8 9 1 1 1 5
S 1 0 6 5 - S 1 1 1 4 5 4 8 1 1 0 8 1 3 5
S 1 1 1 5 - S 1 1 6 6 6 5 9 5 1 2 5 1 5 5
S 1 1 6 7 - S 1 2 2 1 7 7 1 0 7 1 3 7 1 6 7
S I 2 2 2 - S I 2 7 9 9 0 1 2 0 1 5 0 1 8 0
S 1 2 8 0 - S 1 3 4 0 1 0 5 1 3 5 1 6 5 1 9 5
S 1 3 4 1 - S 1 4 0 4 1 2 0 1 5 0 1 8 0 2 1 0
S 1 4 0 5 - S 1 4 7 2 1 3 2 1 6 2 1 9 2 2 2 2
S 1 4 7 3 - S 1 5 4 3 1 3 9 1 6 9 1 9 9 2 2 9
S 1 5 4 4 - S 1 6 1 8 1 4 6 1 7 6 2 0 6 2 3 6
S 1 6 1 9 - S 1 6 9 7 1 5 4 1 8 4 2 1 4 2 4 4
S 1 6 9 8 - S 1 7 8 0 1 6 2 1 9 2 2 2 2 2 5 2
S 1 7 8 1 - S 1 8 6 7 1 7 0 2 0 0 2 3 0 2 6 0
S 1 8 6 8 - S I  9 5 9 1 7 9 2 0 9 2 3 9 2 6 9
S 1 9 6 0 - S 2 0 5 6 1 8 9 2 1 9 2 4 9 2 7 9

Source: Oklahoma Department of Human Services

one-year old and S I7 for the three-year old. Thus, the total full-tim e daily rate for the two 

children is $36. This study uses these rates to determ ine the total childcare costs faced by 

the families. To convert the daily rate to a m onthly rate the author uses the form ula: Full- 

T im e .Monthly Rate = Daily Rate * 5 * 4.33. Thus, the total full-tim e m onthly rate for the 

tw o children equals $779. The total part-tim e m onthly rate equals: Part-T im e M onthly 

Rate = Daily Rate * 2.5 * 4.33. WTien the m other does not work, the total childcare costs 

equal zero (O klahom a .-Administrative Code 340:70 1999).
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Table  2-4 Daily Childcare Rates by  County and Age o f Child

COUNTY 0=1
AGE OF CHILD 

2-3 4-5 6-12 13-17
A d a i r 1 7 1 4 1 4  1 1 0
A l f a l f a 1 7 1 4 1 4  1 1 0

A t o k a 1 7 1 4 1 4  1 1 0

B e a v e r 1 7 1 4 1 4  1 1 0
B e c k h a m 1 7 1 4 1 4  1 1 0
B l a m e 1 7 1 4 1 4  1 1 0
B r y a n 1 7 1 4 1 4  1 1 0
C a d d o 1 7 1 4 1 4  1 1 0
C a n a d i a n 1 9 1 7 1 5  1 1 0
C a r t e r 1 7 1 4 1 4  1 1 0
C h e r o k e e 1 7 1 5 1 4  1 1 0
C h o c t a w 1 7 1 4 1 4  1 1 0
C i m a r r o n 1 7 1 4 1 4  1 1 0
C l e v e l a n d 1 9 1 7 1 5  1 1 0
C o a l 1 7 1 4 1 4  1 1 0
C o m a n c h e 1 7 1 5 1 4  1 1 0
C o t t o n 1 7 1 4 1 4  1 1 0
C r a i g 1 7 1 4 1 4  1 1 0
C r e e k 1 7 1 4 1 4  1 1 0
C u s t e r 1 7 1 4 1 4  1 1 0
D e l a w a r e 1 7 1 4 1 4  1 1 0
D e w e y 1 7 1 4 1 4  1 1 0
E l l i s 1 7 1 4 1 4  1 1 0
G a r f i e l d 1 7 1 5 1 4  1 1 0
G a r v i n 1 7 1 4 1 4  1 1 0
G r a d y 1 7 1 4 1 4  1 1 0
G r a n t 1 7 1 4 1 4  1 1 0
G r e e r 1 7 1 4 1 4  1 1 0
H a r m o n 1 7 1 4 1 4  1 1 0
H a r p e r 1 7 1 4 1 4  1 1 0
H a s k e l l 1 7 1 4 1 4  1 1 0
H u g h e s 1 7 1 4 1 4  1 1 0
J a c k s o n 1 7 1 5 1 4  1 1 0
J e f f e r s o n 1 7 1 4 1 4  1 1 0
J o h n s t o n 1 7 1 4 1 4  1 1 0
K a y 1 7 1 5 1 4  1 1 0
K i n g f i s h e r 1 7 1 4 1 4  1 1 0
K i o w a 1 7 1 4 1 4  1 1 0
L a t i m e r 1 7 1 4 1 4  1 1 0
L e f l o r e 1 7 1 4 1 4  1 1 0
L i n c o l n 1 7 1 4 1 4  1 1 0
L o g a n 1 7 1 5 1 4  1 1 0
L o v e 1 7 1 4 1 4  1 1 0
M c C l a i n 1 7 1 5 1 4  1 1 0
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Table 2-4 Daily Childcare Rates by County and Age o f Child
AGE OF CHILD

COUNTY 0=1 4=5 6-12 13-17
M c C u r t a i n 1 7 1 5 1 4 1 1 0
M c I n t o s h 1 7 1 4 1 4 1  1 0
M a j o r 1 7 1 5 1 4 1  4 0
M a r s h a l l 1 7 1 4 1 4 1 1 0
M a y e s 1 7 1 4 1 4 1 1 0
M u r r a y 1 7 1 4 1 4 1 1 0
M u s k o g e e 1 7 1 4 1 4 1 1 0
N o b l e 1 7 1 4 1 4 1 1 0
N o w a t a 1 7 1 4 1 4 1 1 0
O k f u s k e e 1 7 1 4 1 4 1 1 0
O k l a h o m a 1 9 1 7 1 5 1 1 0
O k m u l g e e 1 7 1 4 1 4 1 1 0
O s a g e 1 7 1 5 1 4 1 1 0
O t t a w a 1 7 1 4 1 4 1 1 0
P a w n e e 1 7 1 4 1 4 1 1 0
P a y n e 1 7 1 5 1 4 1 1 0
P i t t s b u r g 1 7 1 4 1 4 1 1 0
P o n t o t o c 1 7 1 4 1 4 1 1 0
P o t t a w a t o m i e 1 7 1 4 1 4 1 1 0
P u s h m a t a h a 1 7 1 4 1 4 1 1 0
R o g e r  M i l l s 1 7 1 4 1 4 1 1 0
R o g e r s 1 7 1 5 1 4 1 1 0
S e m i n o l e 1 7 1 4 1 4 1 1 0
S e q u o y a h 1 7 1 4 1 4 1 1 0
S t e p h e n s 1 7 1 5 1 4 1 1 0
T e x a s 1 7 1 4 1 4 1 1 0
T i l l m a n 1 7 1 4 1 4 1 1 0
T u l s a 1 9 1 7 1 5 1 1 0
W a g o n e r 1 7 1 5 1 4 1 1 0
W a s h i n g t o n 1 7 1 5 1 4 1 1 0
W a s h i t a 1 7 1 4 1 4 1 1 0
W o o d s 1 7 1 4 1 4 1 1 0
W o o d w a r d 1 7 1 4 1 4 1 1 0

Source: Oklahoma Department of Human Services

The use o f  m arket rates to calculate childcare costs is sim ilar to the approach o f  

Acs et al. (1998). but differs from  the m ore com m on approach o f  assum ing childcare
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costs equal twenty percent o f  earned incom e.' The use o f  market rates in this study, 

how ever, has several advantages. First, this study captures differences in childcare costs 

within Oklahoma. Urban fam ilies generally face higher childcare costs than rural 

fam ilies, holding other factors constant. By assum ing childcare costs equal a constant 

proportion o f  eam ings. other studies assum e all families face the sam e childcare market. 

The approach used in this study incorporates the differences in these m arket prices.

Second, the approach used in this study allowed the author to model more 

carefully the effect on childcare costs from increasing labor supply and increasing hourly 

wages. Increases in labor supply lead to increases in eam ings. increases in childcare 

needs, and increases in childcare costs. Increases in wage levels. how e\er. do not 

increase childcare needs, and therefore do not increase childcare costs. This study 

captures this distinction, while studies that assum e childcare costs equal a constant 

proportion o f  eam ings cannot.

One can use the copay am ount from Table 2-3 and the childcare costs from Table 

2-4 to calculate the childcare subsidy.* This step, however, is not necessaiy to the 

determ ination o f  the incentives generated by the tax and transfer system . In Oklahom a, 

the state Departm ent o f  Hum an S er\ices pays the childcare providers directly. 

Consequently, the recipients never actually receive the funds. In addition, as m entioned 

in C hapter One. workers m ake labor supply decisions based on their net w age— the 

hourly wage m inus work and childcare expenses. Because o f  these two reasons, what 

m atters is not the value o f  the subsidy, but the am ount o f  out-of-pocket childcare 

expenses. For childcare subsidy recipients, the out-of-pocket expense equals the copay

See Wilson and Cline ( 1994). Hoynes 11997a). and U.S. House o f  Representatives ( 1998). 
C hildcare subsidy equals childcare costs minus the copay amount.
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am ount. For non-recipients, the out-of-pocket expenses equal the childcare costs. 

.M edicaid

(Oklahoma's .Medicaid program is the sta te 's  largest healthcare assistance program  

for low-incom e families. If  the family receives TANF. then all m em bers o f  the fam ily are 

eligible for M edicaid. Even if the family does not currently receive T.ANF benefits, the 

children (although not the parents^) are eligible for M edicaid if  the fam ily incom e is less 

than 185°o o f  the federal poveny guidelines. Unlike T.ANF and food stam ps, however. 

M edicaid benefits do not gradually decrease as eam ings rise. Once incom e rises above 

185“ o o f  the federal poverty guidelines, the children lose M edicaid benefits (O klahom a 

Statutes ld99). This results in the well-known "M edicaid notch" discussed by Yellow itz 

( 1996).

There are several different m echanism s to quantify the value o f  M edicaid 

benefits. The most straightforward approach involves setting the value o f  the benefit 

equal to the value o f  the healthcare services the recipients consum e. This, however, 

w ould require detailed know ledge o f  each recip ien t's healthcare needs. Since M edicaid is 

essentially a publicly provided health insurance, another approach involves setting the 

value o f  the benefit equal to the price the recipient would pay for sim ilar private 

insurance. .Again, however, this would require detailed know ledge on each recip ien t's  

preferences. To avoid these im practicalities. this study sets the value o f  the benefit equal 

to the M edicaid capitation rates. These rates represent a m easure o f  average costs for

Former T.ANF recipients are able to continue receiving Medicaid benefits for nine m onths after leaving 
T.ANF. Since former TANF recipients will eventually lose M edicaid coverage after the nine-m onth 
transitional period, the M edicaid benefits in this study assume the nine-m onth transitional Medicaid 
coverage has lapsed.
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Table 2-5 Medicaid Capitation Rates by Age and
Gender

Age Females Males
L e s s  t h a n  l  y e a r 2 6 2 2 6 2
V 5 6 0 5 0

6 - 1 4 8 3 8 3
1 5 - 2 0 9 9 1 0 7

2 1 - 4 4 8 7 7 9
G r e a t e r  t h a n  4 4 1 4 3 1 4 3

Source Oklahoma Health Care Authonty

M edicaid sen  ices by age and gender. Thus, this study assum es that recipients value 

M edicaid benetlts equal to these average costs. Table 2-5 presents these rates for various 

age groups and both genders. Hence, a single m other aged 32 with tw o children aged one 

and three who qualify for M edicaid, have benetlts valued at $207 (S87 -  $60 -  $60).

Housing Subsidies

The tederal housing subsidy program  is the largest assistance program  designed to 

help low-incom e fam ilies rent adequate housing. Because housing subsidies are a federal 

program , the guidelines are m ostly identical across states, although local housing 

authorities adm inister the subsidies. To offset different housing costs in different locales, 

the local housing authorities set the m axim um  subsidy am ount equal to the U.S. 

D epartm ent o f  Housing and Urban D evelopm ent's "fair m arket ren t" for a particular 

county. Table 2-6 presents the fair m arket rents in each county in O klahom a, for various 

apartm ent sizes.

To calculate the subsidy am ount, the housing authorities consider all sources o f  

cash incom e available to the family including earned incom e, unearned incom e, child

47



Table 2-6 HUD Fair Market Rents by County
Number of Bedrooms

C o u n t y 0 1 2 3 4

A D A I R 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

A L F A L F A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

A T O K A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

B E A V E R 2 4 7 2 8 8 3 5 4 4 7 1 5 4 0

B E C K H A M 2 5 1 2 8 4 3 5 4 4 7 1 5 4 0

B L A I N E 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

B R Y A N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C A D D O 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C A N A D I A N 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8

C A R T E R 2 4 7 2 8 6 3 5 7 4 9 7 5 4 0

C H E R O K E E 2 5 9 2 9 3 3 5 4 4 7 1 5 4 8

C H O C T A W 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C I M A R R O N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C L E V E L A N D 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8

C O A L 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C O M A N C H E 3 6 6 3 6 8 4 6 9 6 5 1 7 1 3

C O T T O N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

C R A I G 2 4 7 2 8 4 3 5 4 4 8 3 5 7 2

C R E E K 3 3 2 3 9 7 5 2 0 7 2 4 8 5 3

C U S T E R 2 4 7 2 8 4 3 6 3 5 0 5 5 8 3

D E L A W A R E 2 4 7 2 8 4 3 5 4 4 7 1 5 5 0

D E W E Y 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

E L L I S 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

G A R F I E L D 2 9 6 3 0 0 3 9 8 5 5 4 6 3 4

G A R V I N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 4

G R A D Y 2 7 1 2 8 4 3 6 7 4 9 9 6 0 2

G R A N T 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

G R E E R 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

H A R M O N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

H A R P E R 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

H A S K E L L 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

H U G H E S 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

J A C K S O N 2 4 7 3 2 1 3 9 1 5 1 4 5 8 0

J E F F E R S O N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

J O H N S T O N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

K A Y 2 7 4 2 9 0 3 8 1 5 3 1 6 2 2

K I N G F I S H E R 2 4 7 2 9 2 3 6 2 4 7 4 5 4 0

K I O W A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

L A T I M E R 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

L E  F L O R E 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

L I N C O L N 2 6 5 2 8 4 3 5 4 4 7 1 5 4 0

L O G A N 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8

48



Tsbls 2-6 HUD Fair Market Rents by County

C o u n t y 0
N u m b e r
1

o f  B e d r o o m s  
2  3 4

L O V E 2 4 7 2 8 4 3 5 8 4 7 1 5 4 0
M A J O R 2 4 7 2 9 7 3 5 4 4 9 1 5 4 0
M A R S H A L L 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
M A Y E S 2 4 7 2 8 8 3 8 3 4 8 3 5 4 0
M C C L A I N 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8
M C C U R T A I N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
M C I N T O S H 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
M U R R A Y 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
M U S K O G E E 2 6 8 3 0 1 3 5 4 4 8 9 5 4 0
N O B L E 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
N O W A T A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
O K F U S K E E 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
O K L A H O M A 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8
O K M U L G E E 2 5 1 2 8 4 3 5 4 4 7 1 5 4 0
O S A G E 3 3 2 3 9 7 5 2 0 7 2 4 8 5 3
O T T A W A 2 6 6 2 8 4 3 5 4 4 7 1 5 4 0
P A W N E E 2 7 9 2 8 4 3 6 7 4 7 2 5 4 0
P A Y N E 2 8 6 3 3 7 4 3 2 5 9 6 6 6 9
P I T T S B U R G 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
P O N T O T O C 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
P O T T A W A T O M I E 3 3 1 3 6 1 4 6 8 6 5 1 7 2 8
P U S H M A T A H A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
R O G E R  M I L L S 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
R O G E R S 3 3 2 3 9 7 5 2 0 7 2 4 8 5 3
S E M I N O L E 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
S E Q U O Y A H 3 0 3 3 0 7 4 0 4 5 4 0 5 6 7
S T E P H E N S 2 5 1 2 8 4 3 5 4 4 7 1 5 6 2
T E X A S 2 4 7 2 9 4 3 5 4 4 7 2 5 4 0
T I L L M A N 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
T U L S A 3 3 2 3 9 7 5 2 0 7 2 4 8 5 3
W A G O N E R 3 3 2 3 9 7 5 2 0 7 2 4 8 5 3
W A S H I N G T O N 2 4 7 3 3 9 4 1 3 5 4 8 6 4 0
W A S H I T A 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
W O O D S 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0
W O O D W A R D 2 4 7 2 8 4 3 5 4 4 7 1 5 4 0

Source: Oklahoma Housing Finance Agency

support, and T.ANF benefits. Recipients are able to deduct from incom e S40 for each 

dependent in the home, and the fam ily 's ou t-o f pocket childcare expenses. The subsidy
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Table 2-7 _________________ Housing Subsidy Calculation Example
M o t h e r ’ s  E a m i n g s  S c e n a r i o s

N W M W - P T M W - F T
F a i r  M a r k e t  R e n t 4 6 8 4 6 8 4 6 8
C h i l d c a r e  E x p e n s e s 0 3 9 0 7 7 9

E a r n e d  I n c o m e 0 4 4 6 8 9 3
D e p e n d e n t  D e d u c t i o n s 8 0 8 0 8 0

C h i l d  C a r e  D e d u c t i o n 0 3 9 0 7 7 9
A d j u s t e d  I n c o m e - 8 0 - 2 4 3 4
3 0 %  o f  N e t  I n c o m e - 2 4 - 7 1 0
H o u s i n g  S u b s i d y 4 6 8 4 6 8 4 5 8

F a m i l y  c o n s i s t s  o f  a  s i n g l e  m o t h e r  w i t h  t w o  c h i l d r e n  a g e d  o n e  a n d  t h r e e
r e s i d i n g  i n  a  t w o - t j e d r o o m  a p a r t m e n t  i n  O k l a h o m a  C o u n t y
" N W "  M o t h e r  d o e s  n o t  w o r k
" M W - P T "  M o t h e r  w o r k s  p a r t - t i m e  a t  m i n i m u m  w a g e
" M W - F T "  M o t h e r  w o r k s  f u l l - t i m e  a t  m i n i m u m  w a g e _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

equals the fair m arket rent less 30%  o f the adjusted income i L'nited States C ode o f  

Federal Regulations 24 CFR. 1999).

To dem onstrate the calculation o f  housing subsidies, consider the family headed 

b> a single m other with two \ oung children discussed earlier. Suppose this family desires 

a tw o-bedroom  apartm ent in O klahom a County, the m ost populous county in O klahom a. 

The fair m arket rent for a tw o-bedroom  apartm ent in O klahom a County as o f  July  1999 

was $468 each month. .Also assum e that earned incom e is the only source o f  incom e 

available to the family, and that the family incurs childcare costs o f  S390 if  the m other 

w orks part-tim e, and S779 i f  the m other w orks full-time."* Table 2-7 presents the housing 

subsidy calculations for the three eam ings scenarios. VVTien the m other has zero eam ings. 

she may deduct S80 from her incom e for the dependent deduction and SO for childcare

* These figures are from a market survey o f  childcare providers conducted by the O klahom a D epartm ent o f  
Human Services (GAC 1999).
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expenses^  This leaves her w ith an  adjusted incom e less than zero, and she receives the 

m axim um  subsidy o f  $468. WTien the m other earns $446 each m onth, she may take the 

$80 dependent deduction plus a $390 childcare expense deduction. Consequently, her 

adjusted income is negative, and she again receives the m axim um  subsidy F in a lh . when 

the m other earns $893 each m onth, she may take the S80 dependent deduction plus a 

$779 childcare expense deduction. In this case, her adjusted incom e equals $34. and her 

subsidy equals $458.

\M C

WTC is a supplem ental nutritional assistance program  for W omen. Infants, and 

Children. Children who are younger than five years o f  age and are in a family w ith total 

incom e less than 185“o o f  the federal poverty guidelines qualify for WIC benetlts. 

Pregnant m others and m others o f  children younger than six m onths o f  age are also 

eligible for benetlts as long as total income is less than 185°o o f  the federal poverty 

guidelines as well. Since wom en, infants, and children have different nutritional needs, 

the benetlts differ across groups. Table 2-8 presents the value o f  WIC benetlts across

Table 2-8 Average WIC Expenditures by Age of Child

Age of Child
0 - 6  m o n t h s  
6 - 1 2  m o n t h s  
1  y e a r  -  5  y e a r s  

G r e a t e r  t h a n  5  y e a r s

Children's
Benefits

9 7
9 7
2 8
0

Source: Oklahoma Department of Health

Women's
Benefits

2 3
0
0
0

Total Benefit
120

9 7
2 8
0

‘ The m other should have no childcare expenses if  she is not working.
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different age groups. This study uses the average m onthly W IC expenditures for each age 

group as a m easure o f  benefit value. Thus, this study assum es that recipients value WIC 

benefits equal to the average expenditures. Hence, a single m other with two children aged 

one and three who are eligible for WIC benefits receives a benefit valued at S56 monthly 

(S 2 8 * S 2 8 ).

C h ild  S u p p o r t

This study assum es that child support awards tbllow  Oklahom a statutor> 

guidelines that require consideration o f  both the custodial and non-custodial parents' 

incomes. This study assum es that the m other is the custodial parent, and therefore 

receives any child support paid. There are essentially two separate child support awards 

for each case. First, the non-custodial parent pays a base child support am ount. Second, 

the non-custodial parent must also pay a supplem ental child support am ount to cover the 

custodial pa ren t's  childcare costs (Oklahom a Statutes 19d9. 43 ÿ 118-119).

To calculate the base child support amount, one m ust first sum the earned and 

unearned incom es o f  both the custodial parent and non-custodial parent. Using Table 2-9. 

one then determ ines the total base support amount, w hich is the am ount o f  support the 

state expects the children to need. The base child support amount paid to the m other then 

equals the product o f  the total base support am ount and the percentage o f  total income 

belonging to the non-custodial parent. The supplem ental child support am ount equals the 

product o f  the custodial paren t's childcare costs" and the percentage o f  total income 

belonging to the non-custodial parent (O klahom a Statutes 1999. 43 § 118-119).

" These childcare costs are the out-of-pocket expenses. If the custodial parent receives a childcare subsidy 
then the childcare costs include only the copay amount.
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Table 2-9 Total Base Child Support Amount Schedule

Monthiv Combined Income 1 2
# of Children 
3 4 5 6

0 - 4 9 1 0 1 7 2 1 2 7 3 0 3 3
5 0 - 9 9 1 0 1 7 2 1 2 7 3 0 3 3

1 0 0 - 1 4 9 1 7 3 1 3 9 4 9 5 5 6 1
1 5 0 - 1 9 9 2 4 4 5 5 6 7 2 8 0 8 9

2 0 0 - 2 4 9 3 2 5 9 7 3 9 4 1 0 6 1 1 7
2 5 0 - 2 9 9 4 0 7 1 8 8 1 1 3 1 2 7 1 4 0
3 0 0 - 3 4 9 4 7 8 2 1 0 3 1 3 1 1 4 6 1 6 1
3 5 0 - 3 9 9 5 5 9 4 1 1 8 1 4 6 1 6 6 1 8 1
4 0 0 - 4 4 9 6 2 1 0 6 1 3 3 1 6 5 1 8 5 2 0 2
4 5 0 - 4 9 9 6 9 1 1 7 1 4 8 1 8 3 2 0 5 2 2 3
5 0 0 - 5 4 9 7 7 1 2 9 1 6 3 2 0 0 2 2 4 2 4 3
5 5 0 - 5 9 9 8 4 1 4 1 1 7 7 2 1 7 2 4 3 2 6 4

6 0 0 - 6 4 9 9 1 1 5 2 1 9 2 2 3 4 2 6 2 2 8 4
6 5 0 - 6 9 9 9 8 1 6 3 2 0 6 2 5 1 2 8 1 3 0 3
7 0 0 - 7 4 9 1 0 5 1 7 4 2 2 1 2 6 8 3 0 0 3 2 3
7 5 0 - 7 9 9 1 1 3 1 8 5 2 3 5 2 8 4 3 1 8 3 4 3

8 0 0 - 8 4 9 1 2 0 1 9 6 2 4 9 3 0 1 3 3 7 3 6 3
8 5 0 - 8 9 9 1 2 8 2 0 8 2 6 4 3 1 7 3 5 4 3 8 1
9 0 0 - 9 4 9 1 3 6 2 2 1 2 8 0 3 3 2 3 7 0 3 9 8
9 5 0 - 9 9 9 1 4 5 2 3 4 2 9 6 3 4 6 3 8 6 4 1 4

1 0 0 0 - 1 0 4 9 1 5 3 2 4 6 3 1 2 3 6 1 4 0 2 4 3 1
1 0 5 0 - 1 0 9 9 1 6 2 2 5 9 3 2 7 3 7 6 4 1 7 4 4 8
1 1 0 0 - 1 1 4 9 1 7 0 2 7 2 3 4 3 3 9 1 4 3 3 4 6 4

1 1 5 0 - 1 1 9 9 1 7 9 2 8 5 3 5 9 4 0 5 4 4 9 4 8 1
1 2 0 0 - 1 2 4 9 1 8 7 2 9 7 3 7 5 4 2 0 4 6 5 4 9 8
1 2 5 0 - 1 2 9 9 1 9 4 3 0 8 3 8 7 4 3 3 4 7 9 5 1 3
1 3 0 0 - 1 3 4 9 2 0 0 3 1 6 3 9 7 4 4 5 4 9 2 5 2 5
1 3 5 0 - 1 3 9 9 2 0 6 3 2 5 4 0 7 4 5 6 5 0 6 5 3 8
1 4 0 0 - 1 4 4 9 2 1 2 3 3 3 4 1 7 4 6 8 5 1 9 5 5 1
1 4 5 0 - 1 4 9 9 2 1 7 3 4 2 4 2 6 4 7 9 5 3 2 5 6 4

1 5 0 0 - 1 5 4 9 2 2 3 3 5 0 4 3 6 4 9 1 5 4 6 5 7 7

1 5 5 0 - 1 5 9 9 2 2 9 3 5 9 4 4 6 5 0 2 5 5 9 5 9 0
1 6 0 0 - 1 6 4 9 2 3 5 3 6 7 4 5 5 5 1 4 5 7 2 6 0 2
1 6 5 0 - 1 6 9 9 2 4 0 3 7 5 4 6 5 5 2 6 5 8 5 6 1 6
1 7 0 0 - 1 7 4 9 2 4 5 3 8 2 4 7 5 5 3 7 5 9 6 6 3 0
1 7 5 0 - 1 7 9 9 2 5 0 3 8 9 4 8 5 5 4 9 6 0 7 6 4 4

1 8 0 0 - 1 8 4 9 2 5 5 3 9 6 4 9 4 5 6 0 6 1 9 6 5 9
1 8 5 0 - 1 8 9 9 2 6 1 4 0 3 5 0 4 5 7 2 6 3 0 6 7 3

1 9 0 0 - 1 9 4 9 2 6 6 4 1 0 5 1 4 5 8 3 6 4 1 6 8 7
1 9 5 0 - 1 9 9 9 2 7 1 4 1 7 5 2 4 5 9 5 6 5 2 7 0 1

2 0 0 0 - 2 0 4 9 2 7 6 4 2 4 5 3 3 6 0 6 6 6 4 7 1 6
2 0 5 0 - 2 0 9 9 2 8 1 4 3 1 5 4 3 6 1 8 6 7 5 7 3 0
2 1 0 0 - 2 1 4 9 2 8 6 4 3 9 5 5 4 6 3 0 6 8 7 7 4 3

2 1 5 0 - 2 1 9 9 2 9 2 4 4 8 5 6 5 6 4 1 7 0 0 7 5 6
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Table 2-9 Total Base Child Support Amount Schedule

M o n t h i v  C o m b i n e d  I n c o m e 1 2
#  o f  C h i l d r e n  

3  4 5 6
2 2 0 0 - 2 2 4 9 2 9 7 4 5 7 5 7 7 6 5 3 7 1 3 7 6 9
2 2 5 0 - 2 2 9 9 3 0 2 4 6 5 5 8 8 6 6 5 7 2 6 7 8 2
2 3 0 0 - 2 3 4 9 3 0 8 4 7 4 6 0 0 6 7 6 7 3 9 7 9 5
2 3 5 0 - 2 3 9 9 3 1 3 4 8 3 6 1 1 6 8 8 7 5 2 8 0 7
2 4 0 0 - 2 4 4 9 3 1 8 4 9 2 6 2 3 6 9 9 7 6 5 8 2 0
2 4 5 0 - 2 4 9 9 3 2 4 5 0 0 6 3 4 7 1 1 7 7 8 8 3 3
2 5 0 0 - 2 5 4 9 3 2 9 5 0 9 6 4 5 7 2 3 7 9 1 8 4 6
2 5 5 0 - 2 5 9 9 3 3 4 5 1 8 6 5 7 7 3 4 8 0 4 8 5 8
2 6 0 0 - 2 6 4 9 3 4 0 5 2 7 6 6 8 7 4 6 8 1 7 8 7 1
2 6 5 0 - 2 6 9 9 3 4 5 5 3 5 6 8 0 7 5 8 8 3 0 8 8 4
2 7 0 0 - 2 7 4 9 3 5 0 5 4 4 6 9 1 7 6 9 8 4 3 8 9 7
2 7 5 0 - 2 7 9 9 3 5 6 5 5 3 7 0 3 7 8 1 8 5 6 9 0 9
2 8 0 0 - 2 8 4 9 3 6 1 5 6 2 7 1 4 7 9 3 8 6 9 9 2 2
2 8 5 0 - 2 8 9 9 3 6 6 5 7 0 7 2 6 8 0 4 8 8 2 9 3 5
2 9 0 0 - 2 9 4 9 3 7 2 5 7 9 7 3 7 8 1 6 8 9 5 9 4 8
2 9 5 0 - 2 9 9 9 3 7 5 5 8 3 7 4 1 8 2 1 9 0 0 9 5 3
3 0 0 0 - 3 0 4 9 3 7 8 5 8 7 7 4 4 8 2 6 9 0 4 9 5 9
3 0 5 0 - 3 0 9 9 3 8 1 5 9 1 7 4 7 8 3 0 9 0 9 9 6 4
3 1 0 0 - 3 1 4 9 3 8 4 5 9 4 7 5 1 8 3 5 9 1 4 9 7 0
3 1 5 0 - 3 1 9 9 3 8 7 5 9 8 7 5 4 8 4 0 9 1 8 9 7 5
3 2 0 0 - 3 2 4 9 3 9 0 6 0 2 7 5 8 8 4 5 9 2 3 9 8 1
3 2 5 0 - 3 2 9 9 3 9 4 6 0 6 7 6 1 8 5 0 9 2 7 9 8 6
3 3 0 0 - 3 3 4 9 3 9 7 6 1 0 7 6 5 8 5 4 9 3 2 9 9 2
3 3 5 0 - 3 3 9 9 4 0 0 6 1 3 7 6 8 8 5 9 9 3 7 9 9 7
3 4 0 0 - 3 4 4 9 4 0 3 6 1 7 7 7 2 8 6 4 9 4 1 1 0 0 3
3 4 5 0 - 3 4 9 9 4 0 6 6 2 1 7 7 5 8 6 9 9 4 6 1 0 0 9
3 5 0 0 - 3 5 4 9 4 0 9 6 2 5 7 7 9 8 7 4 9 5 1 1 0 1 4
3 5 5 0 - 3 5 9 9 4 1 2 6 2 9 7 8 2 8 7 9 9 5 5 1 0 2 0
3 6 0 0 - 3 6 4 9 4 1 5 6 3 2 7 8 5 8 8 3 9 6 0 1 0 2 5
3 6 5 0 - 3 6 9 9 4 1 9 6 3 6 7 8 9 8 8 8 9 6 4 1 0 3 1
3 7 0 0 - 3 7 4 9 4 2 2 6 4 0 7 9 2 8 9 3 9 6 9 1 0 3 6
3 7 5 0 - 3 7 9 9 4 2 5 6 4 4 7 9 6 8 9 8 9 7 4 1 0 4 2
3 8 0 0 - 3 8 4 9 4 2 8 6 4 8 7 9 9 9 0 3 9 7 8 1 0 4 7
3 8 5 0 - 3 8 9 9 4 3 1 6 5 1 8 0 3 9 0 7 9 8 3 1 0 5 3
3 9 0 0 - 3 9 4 9 4 3 4 6 5 5 8 0 6 9 1 2 9 8 8 1 0 5 8
3 9 5 0 - 3 9 9 9 4 3 7 6 5 9 8 1 0 9 1 7 9 9 2 1 0 6 4
4 0 0 0 - 4 0 4 9 4 4 0 6 6 3 8 1 3 9 2 2 9 9 7 1 0 6 9
4 0 5 0 - 4 0 9 9 4 4 4 6 6 7 8 1 7 9 2 7 1 0 0 2 1 0 7 5
4 1 0 0 - 4 1 4 9 4 4 7 6 7 0 8 2 0 9 3 1 1 0 0 6 1 0 8 0
4 1 5 0 - 4 1 9 9 4 5 0 6 7 6 8 2 6 9 3 9 1 0 1 4 1 0 8 9
4 2 0 0 - 4 2 4 9 4 5 4 6 8 2 8 3 4 9 4 8 1 0 2 4 1 1 0 1
4 2 5 0 - 4 2 9 9 4 5 8 6 8 9 8 4 3 9 5 8 1 0 3 5 1 1 1 2
4 3 0 0 - 4 3 4 9 4 6 2 6 9 6 8 5 1 9 6 8 1 0 4 6 1 1 2 4
4 3 5 0 - 4 3 9 9 4 6 6 7 0 2 8 6 0 9 7 8 1 0 5 7 1 1 3 5
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Table 2-9 Total Base Child Support Amount Schedule

M o n t h l y  C o m b i n e d  i n c o m e 1 2
#  o f  C h i l d r e n  

3  4 5 6
4 4 0 0 - 4 4 4 9 4 7 0 7 0 9 8 6 8 9 8 8 1 0 6 7 1 1 4 7
4 4 5 0 - 4 4 9 9 4 7 4 7 1 5 8 7 7 9 9 7 1 0 7 8 1 1 5 8
4 5 0 0 - 4 5 4 9 4 7 8 7 2 2 8 8 5 1 0 0 7 1 0 8 9 1 1 7 0
4 5 5 0 - 4 5 9 9 4 8 2 7 2 9 8 9 3 1 0 1 7 1 0 9 9 1 1 8 2
4 6 0 0 - 4 6 4 9 4 8 6 7 3 5 9 0 2 1 0 2 7 1 1 1 0 1 1 9 3
4 6 5 0 - 4 6 9 9 4 9 0 7 4 2 9 1 0 1 0 3 7 1 1 2 1 1 2 0 5
4 7 0 0 - 4 7 4 9 4 9 4 7 4 9 9 1 9 1 0 4 6 1 1 3 1 1 2 1 6
4 7 5 0 - 4 7 9 9 4 9 7 7 5 5 9 2 7 1 0 5 6 1 1 4 2 1 2 2 8
4 8 0 0 - 4 8 4 9 5 0 1 7 6 2 9 3 6 1 0 6 6 1 1 5 3 1 2 4 0
4 8 5 0 - 4 8 9 9 5 0 5 7 6 9 9 4 4 1 0 7 6 1 1 6 3 1 2 5 1
4 9 0 0 - 4 9 4 9 5 0 9 7 7 5 9 5 3 1 0 8 6 1 1 7 4 1 2 6 3
4 9 5 0 - 4 9 9 9 5 1 3 7 8 2 9 6 1 1 0 9 5 1 1 8 5 1 2 7 4
5 0 0 0 - 5 0 4 9 5 1 7 7 8 9 9 6 9 1 1 0 5 1 1 9 6 1 2 8 6
5 0 5 0 - 5 0 9 9 5 2 1 7 9 5 9 7 8 1 1 1 5 1 2 0 6 1 2 9 8
5 1 0 0 - 5 1 4 9 5 2 5 8 0 2 9 8 6 1 1 2 5 1 2 1 7 1 3 0 9
5 1 5 0 - 5 1 9 9 5 2 9 8 0 8 9 9 5 1 1 3 4 1 2 2 8 1 3 2 1
5 2 0 0 - 5 2 4 9 5 3 3 8 1 5 1 0 0 3 1 1 4 4 1 2 3 8 1 3 3 2
5 2 5 0 - 5 2 9 9 5 3 7 8 2 2 1 0 1 2 1 1 5 4 1 2 4 9 1 3 4 4
5 3 0 0 - 5 3 4 9 5 4 1 8 2 8 1 0 2 0 1 1 6 4 1 2 6 0 1 3 5 6
5 3 5 0 - 5 3 9 9 5 4 5 8 3 5 1 0 2 8 1 1 7 4 1 2 7 0 1 3 6 7
5 4 0 0 - 5 4 4 9 5 4 9 8 4 2 1 0 3 7 1 1 8 3 1 2 8 1 1 3 7 9
5 4 5 0 - 5 4 9 9 5 5 3 8 4 8 1 0 4 5 1 1 9 3 1 2 9 2 1 3 9 0
5 5 0 0 - 5 5 4 9 5 5 7 8 5 5 1 0 5 4 1 2 0 3 1 3 0 2 1 4 0 2
5 5 5 0 - 5 5 9 9 5 6 1 8 6 2 1 0 6 2 1 2 1 3 1 3 1 3 1 4 1 3
5 6 0 0 - 5 6 4 9 5 6 4 8 6 8 1 0 7 1 1 2 2 3 1 3 2 4 1 4 2 5
5 6 5 0 - 5 6 9 9 5 6 8 8 7 5 1 0 7 9 1 2 3 2 1 3 3 5 1 4 3 7
5 7 0 0 - 5 7 4 9 5 7 2 8 8 1 1 0 8 8 1 2 4 2 1 3 4 5 1 4 4 8
5 7 5 0 - 5 7 9 9 5 7 6 8 8 8 1 0 9 6 1 2 5 2 1 3 5 6 1 4 6 0
5 8 0 0 - 5 8 4 9 5 8 0 8 9 5 1 1 0 4 1 2 6 2 1 3 6 7 1 4 7 1
5 8 5 0 - 5 8 9 9 5 8 4 9 0 1 1 1 1 3 1 2 7 2 1 3 7 7 1 4 8 3
5 9 0 0 - 5 9 4 9 5 8 8 9 0 8 1 1 2 1 1 2 8 1 1 3 8 8 1 4 9 5
5 9 5 0 - 5 9 9 9 5 9 2 9 1 5 1 1 3 0 1 2 9 1 1 3 9 9 1 5 0 6
6 0 0 0 - 6 0 4 9 5 9 6 9 2 1 1 1 3 8 1 3 0 1 1 4 0 8 1 5 1 7
6 0 5 0 - 6 0 9 9 5 9 9 9 2 7 1 1 4 5 1 3 1 0 1 4 1 6 1 5 2 8
6 1 0 0 - 6 1 4 9 6 0 2 9 3 3 1 1 5 3 1 3 1 9 1 4 2 4 1 5 3 9
6 1 5 0 - 6 1 9 9 6 0 5 9 3 8 1 1 6 1 1 3 2 8 1 4 3 2 1 5 5 0
6 2 0 0 - 6 2 4 9 6 0 8 9 4 4 1 1 6 8 1 3 3 7 1 4 4 0 1 5 6 1
6 2 5 0 - 6 2 9 9 6 1 1 9 5 0 1 1 7 6 1 3 4 6 1 4 4 9 1 5 7 1
6 3 0 0 - 6 3 4 9 6 1 4 9 5 6 1 1 8 4 1 3 5 5 1 4 5 7 1 5 8 2
6 3 5 0 - 6 3 9 9 6 1 8 9 6 2 1 1 9 1 1 3 6 4 1 4 6 5 1 5 9 3
6 4 0 0 - 6 4 4 9 6 2 1 9 6 8 1 1 9 9 1 3 7 3 1 4 7 3 1 6 0 4
6 4 5 0 - 6 4 9 9 6 2 4 9 7 4 1 2 0 7 1 3 8 2 1 4 8 1 1 6 1 5
6 5 0 0 - 6 5 4 9 6 2 7 9 7 9 1 2 1 4 1 3 9 1 1 4 8 9 1 6 2 5
6 5 5 0 - 6 5 9 9 6 3 0 9 8 5 1 2 2 2 1 4 0 0 1 4 9 7 1 6 3 6
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Table 2-9 Total Base Child Support Amount Schedule

M o n t h i v  C o m b i n e d  I n c o m e 1 2
#  o f  C h i l d r e n  
3 4 5 6

6 6 0 0 - 6 6 4 9 6 3 3 9 9 1 1 2 3 0 1 4 0 9 1 5 0 5 1 6 4 7
5 6 5 0 - 6 6 9 9 6 3 7 9 9 7 1 2 3 7 1 4 1 8 1 5 1 3 1 6 5 8
6 7 0 0 - 6 7 4 9 5 4 0 1 0 0 3 1 2 4 5 1 4 2 7 1 5 2 1 1 6 6 9
6 7 5 0 - 6 7 9 9 6 4 3 1 0 0 9 1 2 5 3 1 4 3 6 1 5 3 0 1 6 7 9

6 8 0 0 - 6 8 4 9 6 4 6 1 0 1 5 1 2 6 0 1 4 4 5 1 5 3 8 1 6 9 0
6 8 5 0 - 6 8 9 9 6 4 9 1 0 2 0 1 2 6 8 1 4 5 4 1 5 4 6 1 7 0 1
6 9 0 0 - 6 9 4 9 6 5 2 1 0 2 6 1 2 7 6 1 4 6 3 1 5 5 4 1 7 1 2
6 9 5 0 - 6 9 9 9 6 5 5 1 0 3 2 1 2 8 3 1 4 7 2 1 5 6 2 1 7 2 3
7 0 0 0 - 7 0 4 9 6 5 9 1 0 3 8 1 2 9 1 1 4 8 1 1 5 7 0 1 7 3 3
7 0 5 0 - 7 0 9 9 6 6 2 1 0 4 4 1 2 9 8 1 4 9 0 1 5 7 8 1 7 4 4

7 1 0 0 - 7 1 4 9 6 6 5 1 0 5 0 1 3 0 6 1 4 9 9 1 5 8 6 1 7 5 5
7 1 5 0 - 7 1 9 9 6 6 8 1 0 5 5 1 3 1 4 1 5 0 8 1 5 9 4 1 7 6 6
7 2 0 0 - 7 2 4 9 6 7 1 1 0 6 1 1 3 2 1 1 5 1 7 1 6 0 2 1 7 7 7
7 2 5 0 - 7 2 9 9 6 7 4 1 0 6 7 1 3 2 9 1 5 2 6 1 6 1 1 1 7 8 7
7 3 0 0 - 7 3 4 9 6 7 7 1 0 7 3 1 3 3 7 1 5 3 5 1 6 1 9 1 7 9 8
7 3 5 0 - 7 3 9 9 6 8 1 1 0 7 9 1 3 4 4 1 5 4 4 1 6 2 7 1 8 0 9
7 4 0 0 - 7 4 4 9 6 8 4 1 0 8 5 1 3 5 2 1 5 5 3 1 6 3 5 1 8 2 0
7 4 5 0 - 7 4 9 9 6 8 7 1 0 9 1 1 3 6 0 1 5 6 2 1 6 4 3 1 8 3 1
7 5 0 0 - 7 5 4 9 6 9 0 1 0 9 6 1 3 6 7 1 5 7 1 1 6 5 1 1 8 4 1

7 5 5 0 - 7 5 9 9 6 9 3 1 1 0 2 1 3 7 5 1 5 8 0 1 6 5 9 1 8 5 2

7 6 0 0 - 7 6 4 9 6 9 6 1 1 0 8 1 3 8 3 1 5 8 9 1 6 6 7 1 8 6 3
7 6 5 0 - 7 6 9 9 7 0 0 1 1 1 4 1 3 9 0 1 5 9 8 1 6 7 5 1 8 7 4
7 7 0 0 - 7 7 4 9 7 0 3 1 1 2 0 1 3 9 8 1 6 0 7 1 6 8 3 1 8 8 5
7 7 5 0 - 7 7 9 9 7 0 6 1 1 2 6 1 4 0 4 1 6 1 6 1 6 9 2 1 8 9 5
7 8 0 0 - 7 8 4 9 7 0 9 1 1 3 2 1 4 1 3 1 6 2 5 1 7 0 0 1 9 0 6
7 8 5 0 - 7 8 9 9 7 1 2 1 1 3 7 1 4 2 1 1 6 3 4 1 7 0 8 1 9 1 7

7 9 0 0 - 7 9 4 9 7 1 5 1 1 4 3 1 4 2 9 1 6 4 3 1 7 1 6 1 9 2 8

7 9 5 0 - 7 9 9 9 7 1 8 1 1 4 9 1 4 3 6 1 6 5 2 1 7 2 4 1 9 3 9
8 0 0 0 - 8 0 4 9 7 2 1 1 1 5 4 1 4 4 3 1 6 6 0 1 7 3 2 1 9 4 9

8 0 5 0 - 8 0 9 9 7 2 3 1 1 5 9 1 4 5 0 1 6 6 8 1 7 4 1 1 9 5 9
8 1 0 0 - 8 1 4 9 7 2 6 1 1 6 4 1 4 5 7 1 6 7 6 1 7 4 9 1 9 6 9
8 1 5 0 - 8 1 9 9 7 2 8 1 1 6 9 1 4 6 4 1 6 8 4 1 7 5 8 1 9 7 9
8 2 0 0 - 8 2 4 9 7 3 0 1 1 7 4 1 4 7 0 1 6 9 2 1 7 6 6 1 9 8 9
8 2 5 0 - 8 2 9 9 7 3 2 1 1 7 9 1 4 7 7 1 7 0 1 1 7 7 5 1 9 9 8
8 3 0 0 - 8 3 4 9 7 3 5 1 1 8 4 1 4 8 4 1 7 0 9 1 7 8 4 2 0 0 8

8 3 5 0 - 8 3 9 9 7 3 7 1 1 8 9 1 4 9 1 1 7 1 7 1 7 9 2 2 0 1 8
8 4 0 0 - 8 4 4 9 7 3 9 1 1 9 4 1 4 9 7 1 7 2 5 1 8 0 1 2 0 2 8
8 4 5 0 - 8 4 9 9 7 4 1 1 1 9 9 1 5 0 4 1 7 3 3 1 8 0 9 2 0 3 8
8 5 0 0 - 8 5 4 9 7 4 4 1 2 0 4 1 5 1 1 1 7 4 1 1 8 1 8 2 0 4 8
8 5 5 0 - 8 5 9 9 7 4 6 1 2 0 9 1 5 1 8 1 7 4 9 1 8 2 6 2 0 5 8
8 6 0 0 - 8 6 4 9 7 4 8 1 2 1 4 1 5 2 4 1 7 5 7 1 8 3 5 2 0 6 8
8 6 5 0 - 8 6 9 9 7 5 0 1 2 1 9 1 5 3 1 1 7 6 5 1 8 4 3 2 0 7 8
8 7 0 0 - 8 7 4 9 7 5 3 1 2 2 4 1 5 3 8 1 7 7 3 1 8 5 2 2 0 8 8
8 7 5 0 - 8 7 9 9 7 5 5 1 2 2 9 1 5 4 5 1 7 8 2 1 8 6 1 2 0 9 7
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Table 2-9 Total Base Child Support Amount Schedule

Monthiv Combined Income 1 2
# of Children 
3 4 5 6

8 8 0 0 - 8 8 4 9 7 5 7 1 2 3 4 1 5 5 1 1 7 9 0 1 8 6 9 2 1 0 7
3 8 5 0 - 8 8 9 9 7 5 9 1 2 3 9 1 5 5 8 1 7 9 8 1 8 7 8 2 1 1 7
8 9 0 0 - 8 9 4 9 7 6 2 1 2 4 4 1 5 6 5 1 8 0 6 1 8 8 6 2 1 2 7
8 9 5 0 - 8 9 9 9 7 6 4 1 2 4 9 1 5 7 2 1 8 1 4 1 8 9 5 2 1 3 7
9 0 0 0 - 9 0 4 9 7 6 6 1 2 5 3 1 5 7 8 1 8 2 2 1 9 0 3 2 1 4 7
9 0 5 0 - 9 0 9 9 7 6 8 1 2 5 8 1 5 8 5 1 8 3 0 1 9 1 2 2 1 5 7
9 1 0 0 - 9 1 4 9 7 7 1 1 2 6 3 1 5 9 2 1 8 3 8 1 9 2 0 2 1 6 7
9 1 5 0 - 9 1 9 9 7 7 3 1 2 6 8 1 5 9 9 1 8 4 6 1 9 2 9 2 1 7 7
9 2 0 0 - 9 2 4 9 7 7 5 1 2 7 3 1 6 0 5 1 8 5 4 1 9 3 7 2 1 8 7
9 2 5 0 - 9 2 9 9 7 7 7 1 2 7 8 1 6 1 2 1 8 6 3 1 9 4 6 2 1 9 6
9 3 0 0 - 9 3 4 9 7 8 0 1 2 8 3 1 6 1 9 1 8 7 1 1 9 5 5 2 2 0 6
9 3 5 0 - 9 3 9 9 7 8 2 1 2 8 8 1 6 2 6 1 8 7 9 1 9 6 3 2 2 1 6
9 4 0 0 - 9 4 4 9 7 8 4 1 2 9 3 1 6 3 2 1 8 8 7 1 9 7 2 2 2 2 6
9 4 5 0 - 9 4 9 9 7 8 6 1 2 9 8 1 6 3 9 1 8 9 5 1 9 8 0 2 2 3 6
9 5 0 0 - 9 5 4 9 7 8 9 1 3 0 3 1 6 4 6 1 9 0 3 1 9 8 9 2 2 4 6
9 5 5 0 - 9 5 9 9 7 9 1 1 3 0 8 1 6 5 3 1 9 1 1 1 9 9 7 2 2 5 6
9 6 0 0 - 9 6 4 9 7 9 3 1 3 1 3 1 6 5 9 1 9 1 9 2 0 0 6 2 2 6 6
9 6 5 0 - 9 6 9 9 7 9 5 1 3 1 8 1 6 6 6 1 9 2 7 2 0 1 4 2 2 7 6
9 7 0 0 - 9 7 4 9 7 9 8 1 3 2 3 1 6 7 3 1 9 3 5 2 0 2 3 2 2 8 6
9 7 5 0 - 9 7 9 9 8 0 0 1 3 2 8 1 6 8 0 1 9 4 4 2 0 3 2 2 2 9 5
9 8 0 0 - 9 8 4 9 8 0 2 1 3 3 3 1 6 8 6 1 9 5 2 2 0 4 0 2 3 0 5
9 8 5 0 - 9 8 9 9 8 0 4 1 3 3 8 1 6 9 3 1 9 6 0 2 0 4 9 2 3 1 5
9 9 0 0 - 9 9 4 9 8 0 7 1 3 4 3 1 7 0 0 1 9 6 8 2 0 5 7 2 3 2 5
9 9 5 0 - 9 9 9 9 8 0 9 1 3 4 8 1 7 0 7 1 9 7 6 2 0 6 6 2 3 3 5

1 0 0 0 0  o r  G r e a t e r 8 1 1 1 3 5 2 1 7 1 3 1 9 8 4 2 0 7 4 2 3 4 5

Source: Oklahoma Department of Human Services

As a result o f  this formula, the base and supplem ental child support awards 

change as the m other's incom e changes. Table 2-10 calculates the child support aw ards 

under the three different eam ings scenarios for the mother. The calculations assum e that 

there are two children, and the father earns S2.000 each month. W hen the m other has zero 

eam ings. the com bined m onthly incom e o f  the parents equals S2.000 with 100% com ing 

from the father. This corresponds to a base child support aw ard o f  S424 each m onth 

received by the custodial parent. Since the m other faces no childcare costs, there is no 

supplem ental child support amount. \Vhen the m other earns S446 each m onth , the
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Table 2-10 Child Support Calculation Example
Mother's Eamings Scenarios

NW MW-PT MW-FT
C u s t o d i a l  P a r e n t ' s  I n c o m e S O S 4 4 6 S 8 9 3
N o n - C u s t o d i a l  P a r e n t ' s  I n c o m e $ 2 . 0 0 0 S 2 . 0 0 0 S 2 . 0 0 0
I n c o m e  S u m S 2 . 0 0 0 S 2 . 4 4 6 S 2 . 8 9 3
N o n - C u s t o d i a l  P a r e n t ' s  P o r t i o n 1 0 0 % 8 2 % 6 9 %
T o t a l  B a s e  S u p p o r t 4 2 4 4 9 2 5 7 0
B a s e  C h i l d  S u p p o r t  P a y m e n t 4 2 4 4 0 2 3 9 4

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9
S u p p l e m e n t a l  C h i l d  S u p p o r t  P a y m e n t 0 3 1 9 5 3 9

F a m i l y  c o n s i s t s  o f  t w o  c h i l d r e n
" N W "  M o t h e r  d o e s  n o t  w o r k

" M W - P T '  M o t h e r  w o r k s  p a r t - t i m e  a t  m i n i m u m  w a g e
" M W - F T '  M o t h e r  w o r k s  f u l l - t i m e  a t  m i n i m u m  w a g e

com bined income ot' the parents equals S2.446 with 82“ b com ing from the father, in this 

case, the base child support aw ard equals $402 each m onth. Since the m other now  faces 

$390 in m onthly childcare costs, the state expects the father to share these expenses. The 

supplem ental child support aw ard equals eighty-tw o percent o f  $390. or $319 each 

m onth. W hen the m other earns $893 each m onth, the com bined incom e o f  the parents 

now  equals $2.893. This corresponds to a  base child  support award o f  $394. Since the 

m other now faces $779 o f  childcare costs, the supplem ental child  support aw ard equals 

$539 each month. Notice that the supplem ental child  support award increases as childcare 

costs increase. This indicates that child support could help offset high childcare expenses 

faced by a mother. .Also, note that the base child support decreases as the m other earns 

m ore.
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Federal and State Taxes

This study m akes several assum ptions to sim plify the tax calculations. First, when 

unm arried, the m other tiles as a head o f  household, and her boy triend (or potential 

hoyt'riend) tiles as a single adult. W hen the m other is m arried, the couple tiles a joint 

return. Next, all individuals apply the standard deductions. Finally, the m other alw ays 

claim s the children as dependents. The study does include FIC.A taxes paid by the 

em ployee, but does not include the em ployer’s portion as a tax paid by the em ployee. 

This study also includes four separate tax credit programs in its analysis, the Earned 

Income Tax Credit (EITC). the Childcare Tax Credit, the Child Tax C redit, and the 

.Additional Child Tax Credit. Since the tax calculations assum e that only the m other 

claim s the children as dependents, this study assum es that only the m other can claim  any 

o f  these tax credits.

Earned Income Tax Credit (EITC)

The EITC is a refundable tax credit designed to offset a portion o f  the FIC.A taxes 

paid by low-incom e fam ilies. Table 2-11 presents the 1999 EITC table. To determ ine the 

am ount o f  the tax credit, one takes the annual earned income o f  the fam ily and the 

num ber o f  children in the family, and refers to the appropriate place in the EITC table. 

The EITC has a phase-in region, where the credit increases as eam ings increase, a plateau 

region, where the credit rem ains constant as eam ings increase, and a phase-out region, 

w here the credit decreases as eam ings increase. For a family with one child, the phase-in 

region ranges from zero eam ings up to S6.800 annually. For families w ith tw o or m ore 

children, the phase-in region continues up to S9.500. .At the plateau, the EITC reaches its
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Table 2-11 EITC Table
Earned Income # of Children

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
0 1 0 0
1 5 0 9 1 0

5 0 1 0 0 2 6 3 0
1 0 0 1 5 0 4 3 5 0
1 5 0 2 0 0 6 0 7 0

2 0 0 2 5 0 7 7 9 0
2 5 0 3 0 0 9 4 1 1 0
3 0 0 3 5 0 1 1 1 1 3 0
3 5 0 4 0 0 1 2 8 1 5 0
4 0 0 4 5 0 1 4 5 1 7 0
4 5 0 5 0 0 1 6 2 1 9 0
5 0 0 5 5 0 1 7 9 2 1 0
5 5 0 6 0 0 1 9 6 2 3 0
6 0 0 6 5 0 2 1 3 2 5 0
6 5 0 7 0 0 2 3 0 2 7 0
7 0 0 7 5 0 2 4 7 2 9 0
7 5 0 8 0 0 2 6 4 3 1 0
3 0 0 8 5 0 2 8 1 3 3 0
8 5 0 9 0 0 2 9 8 3 5 0
9 0 0 9 5 0 3 1 5 3 7 0
9 5 0 1 0 0 0 3 3 2 3 9 0

1 0 0 0 1 0 5 0 3 4 9 4 1 0
1 0 5 0 1 1 0 0 3 6 6 4 3 0
1 1 0 0 1 1 5 0 3 8 3 4 5 0
1 1 5 0 1 2 0 0 4 0 0 4 7 0
1 2 0 0 1 2 5 0 4 1 7 4 9 0
1 2 5 0 1 3 0 0 4 3 4 5 1 0
1 3 0 0 1 3 5 0 4 5 1 5 3 0
1 3 5 0 1 4 0 0 4 6 8 5 5 0
1 4 0 0 1 4 5 0 4 8 5 5 7 0
1 4 5 0 1 5 0 0 5 0 2 5 9 0
1 5 0 0 1 5 5 0 5 1 9 6 1 0
1 5 5 0 1 6 0 0 5 3 6 6 3 0
1 6 0 0 1 6 5 0 5 5 3 6 5 0
1 6 5 0 1 7 0 0 5 7 0 6 7 0
1 7 0 0 1 7 5 0 5 8 7 6 9 0
1 7 5 0 1 8 0 0 6 0 4 7 1 0
1 8 0 0 1 8 5 0 6 2 1 7 3 0
1 8 5 0 1 9 0 0 6 3 8 7 5 0
1 9 0 0 1 9 5 0 6 5 5 7 7 0
1 9 5 0 2 0 0 0 6 7 2 7 9 0

2 0 0 0 2 0 5 0 6 8 9 8 1 0
2 0 5 0 2 1 0 0 7 0 6 8 3 0
2 1 0 0 2 1 5 0 7 2 3 8 5 0
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Table 2-11 EITC Table
Earned Income # of Children

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
2 1 5 0 2 2 0 0 7 4 0 8 7 0
2 2 0 0 2 2 5 0 7 5 7 8 9 0
2 2 5 0 2 3 0 0 7 7 4 9 1 0
2 3 0 0 2 3 5 0 7 9 1 9 3 0
2 3 5 0 2 4 0 0 8 0 8 9 5 0
2 4 0 0 2 4 5 0 8 2 5 9 7 0
2 4 5 0 2 5 0 0 8 4 2 9 9 0
2 5 0 0 2 5 5 0 8 5 9 1 0 1 0
2 5 5 0 2 6 0 0 8 7 6 1 0 3 0
2 6 0 0 2 6 5 0 8 9 3 1 0 5 0
2 6 5 0 2 7 0 0 9 1 0 1 0 7 0
2 7 0 0 2 7 5 0 9 2 7 1 0 9 0
2 7 5 0 2 8 0 0 9 4 4 1 1 1 0
2 8 0 0 2 8 5 0 9 6 1 1 1 3 0
2 8 5 0 2 9 0 0 9 7 8 1 1 5 0
2 9 0 0 2 9 5 0 9 9 5 1 1 7 0
2 9 5 0 3 0 0 0 1 0 1 2 1 1 9 0
3 0 0 0 3 0 5 0 1 0 2 9 1 2 1 0
3 0 5 0 3 1 0 0 1 0 4 6 1 2 3 0
3 1 0 0 3 1 5 0 1 0 6 3 1 2 5 0
3 1 5 0 3 2 0 0 1 0 8 0 1 2 7 0
3 2 0 0 3 2 5 0 1 0 9 7 1 2 9 0
3 2 5 0 3 3 0 0 1 1 1 4 1 3 1 0
3 3 0 0 3 3 5 0 1 1 3 1 1 3 3 0
3 3 5 0 3 4 0 0 1 1 4 8 1 3 5 0
3 4 0 0 3 4 5 0 1 1 6 5 1 3 7 0
3 4 5 0 3 5 0 0 1 1 8 2 1 3 9 0
3 5 0 0 3 5 5 0 1 1 9 9 1 4 1 0
3 5 5 0 3 6 0 0 1 2 1 6 1 4 3 0
3 6 0 0 3 6 5 0 1 2 3 3 1 4 5 0
3 6 5 0 3 7 0 0 1 2 5 0 1 4 7 0
3 7 0 0 3 7 5 0 1 2 6 7 1 4 9 0
3 7 5 0 3 8 0 0 1 2 8 4 1 5 1 0
3 8 0 0 3 8 5 0 1 3 0 1 1 5 3 0
3 8 5 0 3 9 0 0 1 3 1 8 1 5 5 0
3 9 0 0 3 9 5 0 1 3 3 5 1 5 7 0
3 9 5 0 4 0 0 0 1 3 5 2 1 5 9 0
4 0 0 0 4 0 5 0 1 3 6 9 1 6 1 0
4 0 5 0 4 1 0 0 1 3 8 6 1 6 3 0
4 1 0 0 4 1 5 0 1 4 0 3 1 6 5 0
4 1 5 0 4 2 0 0 1 4 2 0 1 6 7 0
4 2 0 0 4 2 5 0 1 4 3 7 1 6 9 0
4 2 5 0 4 3 0 0 1 4 5 4 1 7 1 0
4 3 0 0 4 3 5 0 1 4 7 1 1 7 3 0
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Table 2-11 EITC Table
E a r n e d  I n c o m e #  o f  C h i l d r e n

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
4 3 5 0 4 4 0 0 1 4 8 8 1 7 5 0
4 4 0 0 4 4 5 0 1 5 0 5 1 7 7 0
4 4 5 0 4 5 0 0 1 5 2 2 1 7 9 0
4 5 0 0 4 5 5 0 1 5 3 9 1 8 1 0
4 5 5 0 4 6 0 0 1 5 5 6 1 8 3 0
4 6 0 0 4 6 5 0 1 5 7 3 1 8 5 0
4 6 5 0 4 7 0 0 1 5 9 0 1 8 7 0
4 7 0 0 4 7 5 0 1 6 0 7 1 8 9 0
4 7 5 0 4 8 0 0 1 6 2 4 1 9 1 0
4 8 0 0 4 8 5 0 1 6 4 1 1 9 3 0
4 8 5 0 4 9 0 0 1 6 5 8 1 9 5 0
4 9 0 0 4 9 5 0 1 6 7 5 1 9 7 0
4 9 5 0 5 0 0 0 1 6 9 2 1 9 9 0
5 0 0 0 5 0 5 0 1 7 0 9 2 0 1 0
5 0 5 0 5 1 0 0 1 7 2 6 2 0 3 0
5 1 0 0 5 1 5 0 1 7 4 3 2 0 5 0
5 1 5 0 5 2 0 0 1 7 6 0 2 0 7 0
5 2 0 0 5 2 5 0 1 7 7 7 2 0 9 0
5 2 5 0 5 3 0 0 1 7 9 4 2 1 1 0
5 3 0 0 5 3 5 0 1 8 1 1 2 1 3 0
5 3 5 0 5 4 0 0 1 8 2 8 2 1 5 0
5 4 0 0 5 4 5 0 1 8 4 5 2 1 7 0
5 4 5 0 5 5 0 0 1 8 6 2 2 1 9 0
5 5 0 0 5 5 5 0 1 8 7 9 2 2 1 0
5 5 5 0 5 6 0 0 1 8 9 6 2 2 3 0
5 6 0 0 5 6 5 0 1 9 1 3 2 2 5 0
5 6 5 0 5 7 0 0 1 9 3 0 2 2 7 0
5 7 0 0 5 7 5 0 1 9 4 7 2 2 9 0
5 7 5 0 5 8 0 0 1 9 6 4 2 3 1 0
5 8 0 0 5 8 5 0 1 9 8 1 2 3 3 0
5 8 5 0 5 9 0 0 1 9 9 8 2 3 5 0
5 9 0 0 5 9 5 0 2 0 1 5 2 3 7 0
5 9 5 0 6 0 0 0 2 0 3 2 2 3 9 0
6 0 0 0 6 0 5 0 2 0 4 9 2 4 1 0
6 0 5 0 6 1 0 0 2 0 6 6 2 4 3 0
6 1 0 0 6 1 5 0 2 0 8 3 2 4 5 0
6 1 5 0 6 2 0 0 2 1 0 0 2 4 7 0
6 2 0 0 6 2 5 0 2 1 1 7 2 4 9 0
6 2 5 0 6 3 0 0 2 1 3 4 2 5 1 0
6 3 0 0 6 3 5 0 2 1 5 1 2 5 3 0
6 3 5 0 6 4 0 0 2 1 6 8 2 5 5 0
6 4 0 0 6 4 5 0 2 1 8 5 2 5 7 0
6 4 5 0 6 5 0 0 2 2 0 2 2 5 9 0
6 5 0 0 6 5 5 0 2 2 1 9 2 6 1 0
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Table 2-11 EITC Table
E a r n e d  i n c o m e #  o f  C h i l d r e n

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
6 5 5 0 6 6 0 0 2 2 3 6 2 6 3 0
6 6 0 0 6 6 5 0 2 2 5 3 2 6 5 0
6 6 5 0 6 7 0 0 2 2 7 0 2 5 7 0
6 7 0 0 6 7 5 0 2 2 8 7 2 6 9 0
6 7 5 0 6 8 0 0 2 3 0 4 2 7 1 0
6 8 0 0 6 8 5 0 2 3 1 2 2 7 3 0
6 8 5 0 6 9 0 0 2 3 1 2 2 7 5 0
6 9 0 0 6 9 5 0 2 3 1 2 2 7 7 0
6 9 5 0 7 0 0 0 2 3 1 2 2 7 9 0
7 0 0 0 7 0 5 0 2 3 1 2 2 8 1 0
7 0 5 0 7 1 0 0 2 3 1 2 2 8 3 0
7 1 0 0 7 1 5 0 2 3 1 2 2 8 5 0
7 1 5 0 7 2 0 0 2 3 1 2 2 8 7 0
7 2 0 0 7 2 5 0 2 3 1 2 2 8 9 0
7 2 5 0 7 3 0 0 2 3 1 2 2 9 1 0
7 3 0 0 7 3 5 0 2 3 1 2 2 9 3 0
7 3 5 0 7 4 0 0 2 3 1 2 2 9 5 0
7 4 0 0 7 4 5 0 2 3 1 2 2 9 7 0
7 4 5 0 7 5 0 0 2 3 1 2 2 9 9 0
7 5 0 0 7 5 5 0 2 3 1 2 3 0 1 0
7 5 5 0 7 6 0 0 2 3 1 2 3 0 3 0
7 6 0 0 7 6 5 0 2 3 1 2 3 0 5 0
7 6 5 0 7 7 0 0 2 3 1 2 3 0 7 0
7 7 0 0 7 7 5 0 2 3 1 2 3 0 9 0
7 7 5 0 7 8 0 0 2 3 1 2 3 1 1 0
7 8 0 0 7 8 5 0 2 3 1 2 3 1 3 0
7 8 5 0 7 9 0 0 2 3 1 2 3 1 5 0
7 9 0 0 7 9 5 0 2 3 1 2 3 1 7 0
7 9 5 0 8 0 0 0 2 3 1 2 3 1 9 0
8 0 0 0 8 0 5 0 2 3 1 2 3 2 1 0
8 0 5 0 8 1 0 0 2 3 1 2 3 2 3 0
8 1 0 0 8 1 5 0 2 3 1 2 3 2 5 0
8 1 5 0 8 2 0 0 2 3 1 2 3 2 7 0
8 2 0 0 8 2 5 0 2 3 1 2 3 2 9 0
8 2 5 0 8 3 0 0 2 3 1 2 3 3 1 0
8 3 0 0 8 3 5 0 2 3 1 2 3 3 3 0
8 3 5 0 8 4 0 0 2 3 1 2 3 3 5 0
8 4 0 0 8 4 5 0 2 3 1 2 3 3 7 0
8 4 5 0 8 5 0 0 2 3 1 2 3 3 9 0
8 5 0 0 8 5 5 0 2 3 1 2 3 4 1 0
8 5 5 0 8 6 0 0 2 3 1 2 3 4 3 0
8 6 0 0 8 6 5 0 2 3 1 2 3 4 5 0
8 6 5 0 8 7 0 0 2 3 1 2 3 4 7 0
8 7 0 0 8 7 5 0 2 3 1 2 3 4 9 0
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Table 2-11 EITC Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
8 7 5 0 8 8 0 0 2 3 1 2 3 5 1 0
8 8 0 0 8 8 5 0 2 3 1 2 3 5 3 0
8 8 5 0 8 9 0 0 2 3 1 2 3 5 5 0
8 9 0 0 8 9 5 0 2 3 1 2 3 5 7 0
8 9 5 0 9 0 0 0 2 3 1 2 3 5 9 0
9 0 0 0 9 0 5 0 2 3 1 2 3 6 1 0
9 0 5 0 9 1 0 0 2 3 1 2 3 6 3 0
9 1 0 0 9 1 5 0 2 3 1 2 3 6 5 0
9 1 5 0 9 2 0 0 2 3 1 2 3 6 7 0
9 2 0 0 9 2 5 0 2 3 1 2 3 6 9 0
9 2 5 0 9 3 0 0 2 3 1 2 3 7 1 0
9 3 0 0 9 3 5 0 2 3 1 2 3 7 3 0
9 3 5 0 9 4 0 0 2 3 1 2 3 7 5 0
9 4 0 0 9 4 5 0 2 3 1 2 3 7 7 0
9 4 5 0 9 5 0 0 2 3 1 2 3 7 9 0
9 5 0 0 9 5 5 0 2 3 1 2 3 8 1 6
9 5 5 0 9 6 0 0 2 3 1 2 3 8 1 6
9 6 0 0 9 6 5 0 2 3 1 2 3 8 1 6
9 6 5 0 9 7 0 0 2 3 1 2 3 8 1 6
9 7 0 0 9 7 5 0 2 3 1 2 3 8 1 6
9 7 5 0 9 8 0 0 2 3 1 2 3 8 1 6
9 8 0 0 9 8 5 0 2 3 1 2 3 8 1 6
9 8 5 0 9 9 0 0 2 3 1 2 3 8 1 6
9 9 0 0 9 9 5 0 2 3 1 2 3 8 1 6
9 9 5 0 1 0 0 0 0 2 3 1 2 3 8 1 6

1 0 0 0 0 1 0 0 5 0 2 3 1 2 3 8 1 6
1 0 0 5 0 1 0 1 0 0 2 3 1 2 3 8 1 6
1 0 1 0 0 1 0 1 5 0 2 3 1 2 3 8 1 6
1 0 1 5 0 1 0 2 0 0 2 3 1 2 3 8 1 6
1 0 2 0 0 1 0 2 5 0 2 3 1 2 3 8 1 6
1 0 2 5 0 1 0 3 0 0 2 3 1 2 3 8 1 6
1 0 3 0 0 1 0 3 5 0 2 3 1 2 3 8 1 6
1 0 3 5 0 1 0 4 0 0 2 3 1 2 3 8 1 6
1 0 4 0 0 1 0 4 5 0 2 3 1 2 3 8 1 6
1 0 4 5 0 1 0 5 0 0 2 3 1 2 3 8 1 6
1 0 5 0 0 1 0 5 5 0 2 3 1 2 3 8 1 6
1 0 5 5 0 1 0 6 0 0 2 3 1 2 3 8 1 6
1 0 6 0 0 1 0 6 5 0 2 3 1 2 3 8 1 6
1 0 6 5 0 1 0 7 0 0 2 3 1 2 3 8 1 6
1 0 7 0 0 1 0 7 5 0 2 3 1 2 3 8 1 6
1 0 7 5 0 1 0 8 0 0 2 3 1 2 3 8 1 6
1 0 8 0 0 1 0 8 5 0 2 3 1 2 3 8 1 6
1 0 8 5 0 1 0 9 0 0 2 3 1 2 3 8 1 6
1 0 9 0 0 1 0 9 5 0 2 3 1 2 3 8 1 6

64



Table 2-11 Etre Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
1 0 9 5 0 1 1 0 0 0 2 3 1 2 3 8 1 6
1 1 0 0 0 1 1 0 5 0 2 3 1 2 3 8 1 6
' 1 0 5 0 1 1 1 0 0 2 3 1 2 3 8 1 6
1 1 1 0 0 1 1 1 5 0 2 3 1 2 3 8 1 6
1 1 1 5 0 1 1 2 0 0 2 3 1 2 3 8 1 6
1 1 2 0 0 1 1 2 5 0 2 3 1 2 3 8 1 6
1 1 2 5 0 1 1 3 0 0 2 3 1 2 3 8 1 6
1 1 3 0 0 1 1 3 5 0 2 3 1 2 3 8 1 6
1 1 3 5 0 1 1 4 0 0 2 3 1 2 3 8 1 6
1 1 4 0 0 1 1 4 5 0 2 3 1 2 3 8 1 6
1 1 4 5 0 1 1 5 0 0 2 3 1 2 3 8 1 6
1 1 5 0 0 1 1 5 5 0 2 3 1 2 3 8 1 6
1 1 5 5 0 1 1 6 0 0 2 3 1 2 3 8 1 6
1 1 6 0 0 1 1 6 5 0 2 3 1 2 3 8 1 6
1 1 6 5 0 1 1 7 0 0 2 3 1 2 3 8 1 6
1 1 7 0 0 1 1 7 5 0 2 3 1 2 3 8 1 6
1 1 7 5 0 1 1 8 0 0 2 3 1 2 3 8 1 6
1 1 8 0 0 1 1 8 5 0 2 3 1 2 3 8 1 6
1 1 8 5 0 1 1 9 0 0 2 3 1 2 3 8 1 6
1 1 9 0 0 1 1 9 5 0 2 3 1 2 3 8 1 6
1 1 9 5 0 1 2 0 0 0 2 3 1 2 3 8 1 6
1 2 0 0 0 1 2 0 5 0 2 3 1 2 3 8 1 6
1 2 0 5 0 1 2 1 0 0 2 3 1 2 3 8 1 6
1 2 1 0 0 1 2 1 5 0 2 3 1 2 3 8 1 6
1 2 1 5 0 1 2 2 0 0 2 3 1 2 3 8 1 6
1 2 2 0 0 1 2 2 5 0 2 3 1 2 3 8 1 6
1 2 2 5 0 1 2 3 0 0 2 3 1 2 3 8 1 6
1 2 3 0 0 1 2 3 5 0 2 3 1 2 3 8 1 6
1 2 3 5 0 1 2 4 0 0 2 3 1 2 3 8 1 6
1 2 4 0 0 1 2 4 5 0 2 3 1 2 3 8 1 6
1 2 4 5 0 1 2 5 0 0 2 3 1 2 3 8 1 6
1 2 5 0 0 1 2 5 5 0 2 3 0 2 3 8 0 2
1 2 5 5 0 1 2 6 0 0 2 2 9 4 3 7 9 2
1 2 6 0 0 1 2 6 5 0 2 2 8 6 3 7 8 1
1 2 6 5 0 1 2 7 0 0 2 2 7 8 3 7 7 1
1 2 7 0 0 1 2 7 5 0 2 2 7 0 3 7 6 0
1 2 7 5 0 1 2 8 0 0 2 2 6 2 3 7 5 0
1 2 8 0 0 1 2 8 5 0 2 2 5 4 3 7 3 9
1 2 8 5 0 1 2 9 0 0 2 2 4 6 3 7 2 9
1 2 9 0 0 1 2 9 5 0 2 2 3 8 3 7 1 8
1 2 9 5 0 1 3 0 0 0 2 2 3 0 3 7 0 8
1 3 0 0 0 1 3 0 5 0 2 2 2 2 3 6 9 7
1 3 0 5 0 1 3 1 0 0 2 2 1 4 3 6 8 6
1 3 1 0 0 1 3 1 5 0 2 2 0 6 3 6 7 6
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Table 2-11 EITC Table
Earned Income # of Children

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
1 3 1 5 0 1 3 2 0 0 2 1 9 8 3 6 6 5
1 3 2 0 0 1 3 2 5 0 2 1 9 0 3 6 5 5
1 3 2 5 0 1 3 3 0 0 2 1 8 2 3 6 4 4
1 3 3 0 0 1 3 3 5 0 2 1 7 4 3 6 3 4
1 3 3 5 0 1 3 4 0 0 2 1 6 6 3 6 2 3
1 3 4 0 0 1 3 4 5 0 2 1 5 8 3 6 1 3
1 3 4 5 0 1 3 5 0 0 2 1 5 0 3 6 0 2
1 3 5 0 0 1 3 5 5 0 2 1 4 2 3 5 9 2
1 3 5 5 0 1 3 6 0 0 2 1 3 4 3 5 8 1
1 3 6 0 0 1 3 6 5 0 2 1 2 6 3 5 7 1
1 3 6 5 0 1 3 7 0 0 2 1 1 8 3 5 6 0
1 3 7 0 0 1 3 7 5 0 2 1 1 0 3 5 5 0
1 3 7 5 0 1 3 8 0 0 2 1 0 2 3 5 3 9
1 3 8 0 0 1 3 8 5 0 2 0 9 4 3 5 2 9
1 3 8 5 0 1 3 9 0 0 2 0 8 6 3 5 1 8
1 3 9 0 0 1 3 9 5 0 2 0 7 8 3 5 0 7
1 3 9 5 0 1 4 0 0 0 2 0 7 0 3 4 9 7
1 4 0 0 0 1 4 0 5 0 2 0 6 2 3 4 8 6
1 4 0 5 0 1 4 1 0 0 2 0 5 4 3 4 7 6
1 4 1 0 0 1 4 1 5 0 2 0 4 6 3 4 6 5
1 4 1 5 0 1 4 2 0 0 2 0 3 8 3 4 5 5
1 4 2 0 0 1 4 2 5 0 2 0 3 0 3 4 4 4
1 4 2 5 0 1 4 3 0 0 2 0 2 2 3 4 3 4
1 4 3 0 0 1 4 3 5 0 2 0 1 4 3 4 2 3
1 4 3 5 0 1 4 4 0 0 2 0 0 6 3 4 1 3
1 4 4 0 0 1 4 4 5 0 1 9 9 8 3 4 0 2
1 4 4 5 0 1 4 5 0 0 1 9 9 0 3 3 9 2
1 4 5 0 0 1 4 5 5 0 1 9 8 2 3 3 8 1
1 4 5 5 0 1 4 6 0 0 1 9 7 4 3 3 7 1
1 4 6 0 0 1 4 6 5 0 1 9 6 6 3 3 6 0
1 4 6 5 0 1 4 7 0 0 1 9 5 8 3 3 5 0
1 4 7 0 0 1 4 7 5 0 1 9 5 0 3 3 3 9
1 4 7 5 0 1 4 8 0 0 1 9 4 2 3 3 2 8
1 4 8 0 0 1 4 8 5 0 1 9 3 4 3 3 1 8
1 4 8 5 0 1 4 9 0 0 1 9 2 6 3 3 0 7
1 4 9 0 0 1 4 9 5 0 1 9 1 8 3 2 9 7
1 4 9 5 0 1 5 0 0 0 1 9 1 0 3 2 8 6
1 5 0 0 0 1 5 0 5 0 1 9 0 2 3 2 7 6
1 5 0 5 0 1 5 1 0 0 1 8 9 4 3 2 6 5
1 5 1 0 0 1 5 1 5 0 1 8 8 6 3 2 5 5
1 5 1 5 0 1 5 2 0 0 1 8 7 8 3 2 4 4
1 5 2 0 0 1 5 2 5 0 1 8 7 0 3 2 3 4
1 5 2 5 0 1 5 3 0 0 1 8 6 2 3 2 2 3
1 5 3 0 0 1 5 3 5 0 1 8 5 4 3 2 1 3
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b / e  2-11 EITC Table
E a r n e d  I n c o m e #  o f  C h i l d r e n

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
1 5 3 5 0 1 5 4 0 0 1 8 4 6 3 2 0 2
1 5 4 0 0 1 5 4 5 0 1 8 3 8 3 1 9 2
1 5 4 5 0 1 5 5 0 0 1 8 3 0 3 1 8 1
1 5 5 0 0 1 5 5 5 0 1 8 2 2 3 1 7 1
1 5 5 5 0 1 5 6 0 0 1 8 1 4 3 1 6 0
1 5 6 0 0 1 5 6 5 0 1 8 0 6 3 1 4 9
1 5 6 5 0 1 5 7 0 0 1 7 9 8 3 1 3 9
1 5 7 0 0 1 5 7 5 0 1 7 9 0 3 1 2 8
1 5 7 5 0 1 5 8 0 0 1 7 8 2 3 1 1 8
1 5 8 0 0 1 5 8 5 0 1 7 7 4 3 1 0 7
1 5 8 5 0 1 5 9 0 0 1 7 6 6 3 0 9 7
1 5 9 0 0 1 5 9 5 0 1 7 5 8 3 0 8 6
1 5 9 5 0 1 6 0 0 0 1 7 5 0 3 0 7 6
1 6 0 0 0 1 6 0 5 0 1 7 4 2 3 0 6 5
1 6 0 5 0 1 6 1 0 0 1 7 3 4 3 0 5 5
1 6 1 0 0 1 6 1 5 0 1 7 2 6 3 0 4 4
1 6 1 5 0 1 6 2 0 0 1 7 1 8 3 0 3 4
1 6 2 0 0 1 6 2 5 0 1 7 1 0 3 0 2 3
1 6 2 5 0 1 6 3 0 0 1 7 0 2 3 0 1 3
1 6 3 0 0 1 6 3 5 0 1 6 9 4 3 0 0 2
1 6 3 5 0 1 6 4 0 0 1 6 8 6 2 9 9 2
1 6 4 0 0 1 6 4 5 0 1 6 7 8 2 9 8 1
1 6 4 5 0 1 6 5 0 0 1 6 7 0 2 9 7 0
1 6 5 0 0 1 6 5 5 0 1 6 6 2 2 9 6 0
1 6 5 5 0 1 6 6 0 0 1 6 5 4 2 9 4 9
1 6 6 0 0 1 6 6 5 0 1 6 4 6 2 9 3 9
1 6 6 5 0 1 6 7 0 0 1 6 3 8 2 9 2 8
1 6 7 0 0 1 6 7 5 0 1 6 3 0 2 9 1 8
1 6 7 5 0 1 6 8 0 0 1 6 2 2 2 9 0 7
1 6 8 0 0 1 6 8 5 0 1 6 1 4 2 8 9 7
1 6 8 5 0 1 6 9 0 0 1 6 0 6 2 8 8 6
1 6 9 0 0 1 6 9 5 0 1 5 9 8 2 8 7 6
1 6 9 5 0 1 7 0 0 0 1 5 9 1 2 8 6 5
1 7 0 0 0 1 7 0 5 0 1 5 8 3 2 8 5 5
1 7 0 5 0 1 7 1 0 0 1 5 7 5 2 8 4 4
1 7 1 0 0 1 7 1 5 0 1 5 6 7 2 8 3 4
1 7 1 5 0 1 7 2 0 0 1 5 5 9 2 8 2 3
1 7 2 0 0 1 7 2 5 0 1 5 5 1 2 8 1 2
1 7 2 5 0 1 7 3 0 0 1 5 4 3 2 8 0 2
1 7 3 0 0 1 7 3 5 0 1 5 3 5 2 7 9 1
1 7 3 5 0 1 7 4 0 0 1 5 2 7 2 7 8 1
1 7 4 0 0 1 7 4 5 0 1 5 1 9 2 7 7 0
1 7 4 5 0 1 7 5 0 0 1 5 1 1 2 7 6 0
1 7 5 0 0 1 7 5 5 0 1 5 0 3 2 7 4 9
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Table 2-11 EITC Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
1 7 5 5 0 1 7 6 0 0 1 4 9 5 2 7 3 9
1 7 6 0 0 1 7 6 5 0 1 4 8 7 2 7 2 8
1 7 6 5 0 1 7 7 0 0 1 4 7 9 2 7 1 8
1 7 7 0 0 1 7 7 5 0 1 4 7 1 2 7 0 7
1 7 7 5 0 1 7 8 0 0 1 4 6 3 2 6 9 7
1 7 8 0 0 1 7 8 5 0 1 4 5 5 2 6 8 6
1 7 8 5 0 1 7 9 0 0 1 4 4 7 2 6 7 6
1 7 9 0 0 1 7 9 5 0 1 4 3 9 2 6 6 5
1 7 9 5 0 1 8 0 0 0 1 4 3 1 2 6 5 5
1 8 0 0 0 1 8 0 5 0 1 4 2 3 2 6 4 4
1 8 0 5 0 1 8 1 0 0 1 4 1 5 2 6 3 3
1 8 1 0 0 1 8 1 5 0 1 4 0 7 2 6 2 3
1 8 1 5 0 1 8 2 0 0 1 3 9 9 2 6 1 2
1 8 2 0 0 1 8 2 5 0 1 3 9 1 2 6 0 2
1 8 2 5 0 1 8 3 0 0 1 3 8 3 2 5 9 1
1 8 3 0 0 1 8 3 5 0 1 3 7 5 2 5 8 1
1 8 3 5 0 1 8 4 0 0 1 3 6 7 2 5 7 0
1 8 4 0 0 1 8 4 5 0 1 3 5 9 2 5 6 0
1 8 4 5 0 1 8 5 0 0 1 3 5 1 2 5 4 9
1 8 5 0 0 1 8 5 5 0 1 3 4 3 2 5 3 9
1 8 5 5 0 1 8 6 0 0 1 3 3 5 2 5 2 8
1 8 6 0 0 1 8 6 5 0 1 3 2 7 2 5 1 8
1 8 6 5 0 1 8 7 0 0 1 3 1 9 2 5 0 7
1 8 7 0 0 1 8 7 5 0 1 3 1 1 2 4 9 7
1 8 7 5 0 1 8 8 0 0 1 3 0 3 2 4 8 6
1 8 8 0 0 1 8 8 5 0 1 2 9 5 2 4 7 6
1 8 8 5 0 1 8 9 0 0 1 2 8 7 2 4 6 5
1 8 9 0 0 1 8 9 5 0 1 2 7 9 2 4 5 4
1 8 9 5 0 1 9 0 0 0 1 2 7 1 2 4 4 4
1 9 0 0 0 1 9 0 5 0 1 2 6 3 2 4 3 3
1 9 0 5 0 1 9 1 0 0 1 2 5 5 2 4 2 3
1 9 1 0 0 1 9 1 5 0 1 2 4 7 2 4 1 2
1 9 1 5 0 1 9 2 0 0 1 2 3 9 2 4 0 2
1 9 2 0 0 1 9 2 5 0 1 2 3 1 2 3 9 1
1 9 2 5 0 1 9 3 0 0 1 2 2 3 2 3 8 1
1 9 3 0 0 1 9 3 5 0 1 2 1 5 2 3 7 0
1 9 3 5 0 1 9 4 0 0 1 2 0 7 2 3 6 0
1 9 4 0 0 1 9 4 5 0 1 1 9 9 2 3 4 9
1 9 4 5 0 1 9 5 0 0 1 1 9 1 2 3 3 9
1 9 5 0 0 1 9 5 5 0 1 1 8 3 2 3 2 8
1 9 5 5 0 1 9 6 0 0 1 1 7 5 2 3 1 8
1 9 6 0 0 1 9 6 5 0 1 1 6 7 2 3 0 7
1 9 6 5 0 1 9 7 0 0 1 1 5 9 2 2 9 7
1 9 7 0 0 1 9 7 5 0 1 1 5 1 2 2 8 6
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b / e  2-11 EITC Table
E a r n e d  I n c o m e #  o f  C h i l d r e n

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
1 9 7 5 0 1 9 8 0 0 1 1 4 3 2 2 7 5
1 9 8 0 0 1 9 8 5 0 1 1 3 5 2 2 6 5
1 9 8 5 0 1 9 9 0 0 1 1 2 7 2 2 5 4
1 9 9 0 0 1 9 9 5 0 1 1 1 9 2 2 4 4
1 9 9 5 0 2 0 0 0 0 1 1 1 1 2 2 3 3

2 0 0 0 0 2 0 0 5 0 1 1 0 3 2 2 2 3
2 0 0 5 0 2 0 1 0 0 1 0 9 5 2 2 1 2
2 0 1 0 0 2 0 1 5 0 1 0 8 7 2 2 0 2
2 0 1 5 0 2 0 2 0 0 1 0 7 9 2 1 9 1
2 0 2 0 0 2 0 2 5 0 1 0 7 1 2 1 8 1
2 0 2 5 0 2 0 3 0 0 1 0 6 3 2 1 7 0
2 0 3 0 0 2 0 3 5 0 1 0 5 5 2 1 6 0
2 0 3 5 0 2 0 4 0 0 1 0 4 7 2 1 4 9
2 0 4 0 0 2 0 4 5 0 1 0 3 9 2 1 3 9
2 0 4 5 0 2 0 5 0 0 1 0 3 1 2 1 2 8
2 0 5 0 0 2 0 5 5 0 1 0 2 3 2 1 1 8
2 0 5 5 0 2 0 6 0 0 1 0 1 5 2 1 0 7
2 0 6 0 0 2 0 6 5 0 1 0 0 7 2 0 9 6
2 0 6 5 0 2 0 7 0 0 9 9 9 2 0 8 6
2 0 7 0 0 2 0 7 5 0 9 9 1 2 0 7 5
2 0 7 5 0 2 0 8 0 0 9 8 3 2 0 6 5
2 0 8 0 0 2 0 8 5 0 9 7 5 2 0 5 4
2 0 8 5 0 2 0 9 0 0 9 6 7 2 0 4 4
2 0 9 0 0 2 0 9 5 0 9 5 9 2 0 3 3
2 0 9 5 0 2 1 0 0 0 9 5 1 2 0 2 3
2 1 0 0 0 2 1 0 5 0 9 4 3 2 0 1 2
2 1 0 5 0 2 1 1 0 0 9 3 5 2 0 0 2
2 1 1 0 0 2 1 1 5 0 9 2 7 1 9 9 1
2 1 1 5 0 2 1 2 0 0 9 1 9 1 9 8 1
2 1 2 0 0 2 1 2 5 0 9 1 1 1 9 7 0
2 1 2 5 0 2 1 3 0 0 9 0 3 1 9 6 0
2 1 3 0 0 2 1 3 5 0 8 9 5 1 9 4 9
2 1 3 5 0 2 1 4 0 0 8 8 7 1 9 3 9
2 1 4 0 0 2 1 4 5 0 8 7 9 1 9 2 8
2 1 4 5 0 2 1 5 0 0 8 7 1 1 9 1 7
2 1 5 0 0 2 1 5 5 0 8 6 3 1 9 0 7
2 1 5 5 0 2 1 6 0 0 8 5 5 1 8 9 6
2 1 6 0 0 2 1 6 5 0 8 4 7 1 8 8 6
2 1 6 5 0 2 1 7 0 0 8 3 9 1 8 7 5
2 1 7 0 0 2 1 7 5 0 8 3 1 1 8 6 5
2 1 7 5 0 2 1 8 0 0 8 2 3 1 8 5 4
2 1 8 0 0 2 1 8 5 0 8 1 5 1 8 4 4
2 1 8 5 0 2 1 9 0 0 8 0 7 1 8 3 3
2 1 9 0 0 2 1 9 5 0 7 9 9 1 8 2 3
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Table 2-11 EITC Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
2 1 9 5 0 2 2 0 0 0 7 9 2 1 8 1 2
2 2 0 0 0 2 2 0 5 0 7 8 4 1 8 0 2
2 2 0 5 0 2 2 1 0 0 7 7 6 1 7 9 1
2 2 1 0 0 2 2 1 5 0 7 6 8 1 7 8 1
2 2 1 5 0 2 2 2 0 0 7 6 0 1 7 7 0
2 2 2 0 0 2 2 2 5 0 7 5 2 1 7 5 9
2 2 2 5 0 2 2 3 0 0 7 4 4 1 7 4 9
2 2 3 0 0 2 2 3 5 0 7 3 6 1 7 3 8
2 2 3 5 0 2 2 4 0 0 7 2 8 1 7 2 8
2 2 4 0 0 2 2 4 5 0 7 2 0 1 7 1 7
2 2 4 5 0 2 2 5 0 0 7 1 2 1 7 0 7
2 2 5 0 0 2 2 5 5 0 7 0 4 1 6 9 6
2 2 5 5 0 2 2 6 0 0 6 9 6 1 6 8 6
2 2 6 0 0 2 2 6 5 0 6 8 8 1 6 7 5
2 2 6 5 0 2 2 7 0 0 6 8 0 1 6 6 5
2 2 7 0 0 2 2 7 5 0 6 7 2 1 6 5 4
2 2 7 5 0 2 2 8 0 0 6 6 4 1 6 4 4
2 2 8 0 0 2 2 8 5 0 6 5 6 1 6 3 3
2 2 8 5 0 2 2 9 0 0 6 4 8 1 6 2 3
2 2 9 0 0 2 2 9 5 0 6 4 0 1 6 1 2
2 2 9 5 0 2 3 0 0 0 6 3 2 1 6 0 2
2 3 0 0 0 2 3 0 5 0 6 2 4 1 5 9 1
2 3 0 5 0 2 3 1 0 0 6 1 6 1 5 8 0
2 3 1 0 0 2 3 1 5 0 6 0 8 1 5 7 0
2 3 1 5 0 2 3 2 0 0 6 0 0 1 5 5 9
2 3 2 0 0 2 3 2 5 0 5 9 2 1 5 4 9
2 3 2 5 0 2 3 3 0 0 5 8 4 1 5 3 8
2 3 3 0 0 2 3 3 5 0 5 7 6 1 5 2 8
2 3 3 5 0 2 3 4 0 0 5 6 8 1 5 1 7
2 3 4 0 0 2 3 4 5 0 5 6 0 1 5 0 7
2 3 4 5 0 2 3 5 0 0 5 5 2 1 4 9 6
2 3 5 0 0 2 3 5 5 0 5 4 4 1 4 8 6
2 3 5 5 0 2 3 6 0 0 5 3 6 1 4 7 5
2 3 6 0 0 2 3 6 5 0 5 2 8 1 4 6 5
2 3 6 5 0 2 3 7 0 0 5 2 0 1 4 5 4
2 3 7 0 0 2 3 7 5 0 5 1 2 1 4 4 4
2 3 7 5 0 2 3 8 0 0 5 0 4 1 4 3 3
2 3 8 0 0 2 3 8 5 0 4 9 6 1 4 2 3
2 3 8 5 0 2 3 9 0 0 4 8 8 1 4 1 2
2 3 9 0 0 2 3 9 5 0 4 8 0 1 4 0 1
2 3 9 5 0 2 4 0 0 0 4 7 2 1 3 9 1
2 4 0 0 0 2 4 0 5 0 4 6 4 1 3 8 0
2 4 0 5 0 2 4 1 0 0 4 5 6 1 3 7 0
2 4 1 0 0 2 4 1 5 0 4 4 8 1 3 5 9
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Table 2-11 EITC Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
2 4 1 5 0 2 4 2 0 0 4 4 0 1 3 4 9
2 4 2 0 0 2 4 2 5 0 4 3 2 1 3 3 8
2 4 2 5 0 2 4 3 0 0 4 2 4 1 3 2 8
2 4 3 0 0 2 4 3 5 0 4 1 6 1 3 1 7
2 4 3 5 0 2 4 4 0 0 4 0 8 1 3 0 7
2 4 4 0 0 2 4 4 5 0 4 0 0 1 2 9 6
2 4 4 5 0 2 4 5 0 0 3 9 2 1 2 8 6
2 4 5 0 0 2 4 5 5 0 3 8 4 1 2 7 5
2 4 5 5 0 2 4 6 0 0 3 7 6 1 2 6 5
2 4 6 0 0 2 4 6 5 0 3 6 8 1 2 5 4
2 4 6 5 0 2 4 7 0 0 3 6 0 1 2 4 4
2 4 7 0 0 2 4 7 5 0 3 5 2 1 2 3 3
2 4 7 5 0 2 4 8 0 0 3 4 4 1 2 2 2
2 4 8 0 0 2 4 8 5 0 3 3 6 1 2 1 2
2 4 8 5 0 2 4 9 0 0 3 2 8 1 2 0 1
2 4 9 0 0 2 4 9 5 0 3 2 0 1 1 9 1
2 4 9 5 0 2 5 0 0 0 3 1 2 1 1 8 0
2 5 0 0 0 2 5 0 5 0 3 0 4 1 1 7 0
2 5 0 5 0 2 5 1 0 0 2 9 6 1 1 5 9
2 5 1 0 0 2 5 1 5 0 2 8 8 1 1 4 9
2 5 1 5 0 2 5 2 0 0 2 8 0 1 1 3 8
2 5 2 0 0 2 5 2 5 0 2 7 2 1 1 2 8
2 5 2 5 0 2 5 3 0 0 2 6 4 1 1 1 7
2 5 3 0 0 2 5 3 5 0 2 5 6 1 1 0 7
2 5 3 5 0 2 5 4 0 0 2 4 8 1 0 9 6
2 5 4 0 0 2 5 4 5 0 2 4 0 1 0 8 6
2 5 4 5 0 2 5 5 0 0 2 3 2 1 0 7 5
2 5 5 0 0 2 5 5 5 0 2 2 4 1 0 6 5
2 5 5 5 0 2 5 6 0 0 2 1 6 1 0 5 4
2 5 6 0 0 2 5 6 5 0 2 0 8 1 0 4 3
2 5 6 5 0 2 5 7 0 0 2 0 0 1 0 3 3
2 5 7 0 0 2 5 7 5 0 1 9 2 1 0 2 2
2 5 7 5 0 2 5 8 0 0 1 8 4 1 0 1 2
2 5 8 0 0 2 5 8 5 0 1 7 6 1 0 0 1
2 5 8 5 0 2 5 9 0 0 1 6 8 9 9 1
2 5 9 0 0 2 5 9 5 0 1 6 0 9 8 0
2 5 9 5 0 2 6 0 0 0 1 5 2 9 7 0
2 6 0 0 0 2 6 0 5 0 1 4 4 9 5 9
2 6 0 5 0 2 6 1 0 0 1 3 6 9 4 9
2 6 1 0 0 2 6 1 5 0 1 2 8 9 3 8
2 6 1 5 0 2 6 2 0 0 1 2 0 9 2 8
2 6 2 0 0 2 6 2 5 0 1 1 2 9 1 7
2 6 2 5 0 2 6 3 0 0 1 0 4 9 0 7
2 6 3 0 0 2 6 3 5 0 9 6 8 9 6
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Table 2-11 Eire Table

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
2 6 3 5 0 2 6 4 0 0 8 8 8 8 6
2 6 4 0 0 2 6 4 5 0 8 0 8 7 5
2 5 4 5 0 2 6 5 0 0 7 2 8 6 4
2 6 5 0 0 2 6 5 5 0 6 4 8 5 4
2 6 5 5 0 2 6 6 0 0 5 6 8 4 3
2 6 6 0 0 2 6 6 5 0 4 8 8 3 3
2 6 6 5 0 2 6 7 0 0 4 0 8 2 2
2 6 7 0 0 2 6 7 5 0 3 2 8 1 2
2 6 7 5 0 2 6 8 0 0 2 4 8 0 1
2 6 8 0 0 2 6 8 5 0 1 6 7 9 1
2 6 8 5 0 2 6 9 0 0 8 7 8 0
2 6 9 0 0 2 6 9 5 0 0 7 7 0
2 6 9 5 0 2 7 0 0 0 0 7 5 9
2 7 0 0 0 2 7 0 5 0 0 7 4 9
2 7 0 5 0 2 7 1 0 0 0 7 3 8
2 7 1 0 0 2 7 1 5 0 0 7 2 8
2 7 1 5 0 2 7 2 0 0 0 7 1 7
2 7 2 0 0 2 7 2 5 0 0 7 0 6
2 7 2 5 0 2 7 3 0 0 0 6 9 6
2 7 3 0 0 2 7 3 5 0 0 6 8 5
2 7 3 5 0 2 7 4 0 0 0 6 7 5
2 7 4 0 0 2 7 4 5 0 0 6 6 4
2 7 4 5 0 2 7 5 0 0 0 6 5 4
2 7 5 0 0 2 7 5 5 0 0 6 4 3
2 7 5 5 0 2 7 6 0 0 0 6 3 3
2 7 6 0 0 2 7 6 5 0 0 6 2 2
2 7 6 5 0 2 7 7 0 0 0 6 1 2
2 7 7 0 0 2 7 7 5 0 0 6 0 1
2 7 7 5 0 2 7 8 0 0 0 5 9 1
2 7 8 0 0 2 7 8 5 0 0 5 8 0
2 7 8 5 0 2 7 9 0 0 0 5 7 0
2 7 9 0 0 2 7 9 5 0 0 5 5 9
2 7 9 5 0 2 8 0 0 0 0 5 4 9
2 8 0 0 0 2 8 0 5 0 0 5 3 8
2 8 0 5 0 2 8 1 0 0 0 5 2 7
2 8 1 0 0 2 8 1 5 0 0 5 1 7
2 8 1 5 0 2 8 2 0 0 0 5 0 6
2 8 2 0 0 2 8 2 5 0 0 4 9 6
2 8 2 5 0 2 8 3 0 0 0 4 8 5
2 8 3 0 0 2 8 3 5 0 0 4 7 5
2 8 3 5 0 2 8 4 0 0 0 4 6 4
2 8 4 0 0 2 8 4 5 0 0 4 5 4
2 8 4 5 0 2 8 5 0 0 0 4 4 3
2 8 5 0 0 2 8 5 5 0 0 4 3 3
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Table 2-11 EITC Table
E a r n e d  I n c o m e #  o f  C h i l d r e n

A t  L e a s t B u t  L e s s  T h a n O n e T w o  o r  M o r e
2 8 5 5 0 2 8 6 0 0 0 4 2 2
2 8 6 0 0 2 8 6 5 0 0 4 1 2
2 8 6 5 0 2 8 7 0 0 0 4 0 1
2 8 7 0 0 2 8 7 5 0 0 3 9 1
2 8 7 5 0 2 8 8 0 0 0 3 8 0
2 8 8 0 0 2 8 8 5 0 0 3 7 0
2 8 8 5 0 2 8 9 0 0 0 3 5 9
2 8 9 0 0 2 8 9 5 0 0 3 4 8
2 8 9 5 0 2 9 0 0 0 0 3 3 8
2 9 0 0 0 2 9 0 5 0 0 3 2 7
2 9 0 5 0 2 9 1 0 0 0 3 1 7
2 9 1 0 0 2 9 1 5 0 0 3 0 6
2 9 1 5 0 2 9 2 0 0 0 2 9 6
2 9 2 0 0 2 9 2 5 0 0 2 8 5
2 9 2 5 0 2 9 3 0 0 0 2 7 5
2 9 3 0 0 2 9 3 5 0 0 2 6 4
2 9 3 5 0 2 9 4 0 0 0 2 5 4
2 9 4 0 0 2 9 4 5 0 0 2 4 3
2 9 4 5 0 2 9 5 0 0 0 2 3 3
2 9 5 0 0 2 9 5 5 0 0 2 2 2
2 9 5 5 0 2 9 6 0 0 0 2 1 2
2 9 6 0 0 2 9 6 5 0 0 2 0 1
2 9 6 5 0 2 9 7 0 0 0 1 9 1
2 9 7 0 0 2 9 7 5 0 0 1 8 0
2 9 7 5 0 2 9 8 0 0 0 1 6 9
2 9 8 0 0 2 9 8 5 0 0 1 5 9
2 9 8 5 0 2 9 9 0 0 0 1 4 8
2 9 9 0 0 2 9 9 5 0 0 1 3 8
2 9 9 5 0 3 0 0 0 0 0 1 2 7
3 0 0 0 0 3 0 0 5 0 0 1 1 7
3 0 0 5 0 3 0 1 0 0 0 1 0 6
3 0 1 0 0 3 0 1 5 0 0 9 6
3 0 1 5 0 3 0 2 0 0 0 8 5
3 0 2 0 0 3 0 2 5 0 0 7 5
3 0 2 5 0 3 0 3 0 0 0 6 4
3 0 3 0 0 3 0 3 5 0 0 5 4
3 0 3 5 0 3 0 4 0 0 0 4 3
3 0 4 0 0 3 0 4 5 0 0 3 3
3 0 4 5 0 3 0 5 0 0 0 2 2
3 0 5 0 0 3 0 5 5 0 0 1 2
3 0 5 5 0 3 0 5 8 0 0 3
3 0 5 8 0 0 0

Source: Internal Revenue Service
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m axim um  level. For fam ilies w ith one child, the plateau exists on earnings between 

S6.S0() and S I2.500. with a m axim um  benefit o f  S2.312 annually. For fam ilies with two 

or m ore children, the plateau exists on earnings between SO.500 and S 12.500 annually, 

w ith a m axim um  benefit o f  S3.816 annually. Finally, the phase-out region continues until 

the size o f  the credit reaches zero. The credit reaches zero for fam ilies with one child 

w hen annual earnings reach 526.928. The credit reaches zero for fam ilies w ith two or 

m ore children when annual earnings reach $30.580 (Internal Revenue 5 e r\ice  1999). .-\s 

o f  .July 1999. there was no O klahom a Earned Incom e Tax Credit.

Childcare Tax Credit

The childcare tax credit, form ally known as the Child and Dependent Care 

Expenses Tax Credit, is a non-refundable credit designed to help low -incom e fam ilies 

offset the high cost o f  childcare. The calculations for the childcare tax credit are based on 

1RS Form 2441. Essentially the program  includes as eligible expenses the y early out-of- 

pocket childcare costs up to 52.400 for one child and 54.800 for two or m ore children. 

Recipients may potentially deduct a portion o f  these eligible expenses. The program  uses 

a sliding-scale system  to determ ine the exact proportion o f  eligible expenses that a family 

m ay potentially deduct. Fam ilies with low er adjusted gross incom e may deduct a higher 

proportion, while families w ith higher incomes m ust deduct a sm aller proportion. Since 

the credit is non-refundable. how ever, the size o f the credit may not exceed the am ount o f 

the tax owed before any o ther credits are applied (Internal Revenue Serxice 1999). The

Families witti Federal .Adjusted Gross Income less than S 10.000 may potentially deduct 30% o f  eligible 
expenses, while families with Federal .Adjusted Gross Income greater than S28.000 may potentially deduct 
20“ o o f  eligible expenses.
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State o f  Oklahom a allows recipients o f  the Federal Childcare Tax Credit to also receive a 

State Childcare Tax Credit. The State Childcare Tax Credit equals 20%  o f  the federal 

credit.

Child Tax Credit

Like the Childcare Tax Credit, the Child Tax Credit is non-refundable. The 

calculations for the Child Tax Credit are based on the 1RS Child Tax Credit W orksheet. 

This program  allows families to potentially receive a tax credit up to S500 for each child. 

Since the credit is non-refundable. the size o f  the credit is lim ited to the am ount o f  taxes 

owed after the Childcare Tax Credit is included (Internal Revenue S er\ice  1999). Thus, 

the receipt o f  the Childcare Tax Credit may reduce the size o f  the Child Tax Credit. 

O klahom a does not have a state Child Tax Credit.

.Additional Child Tax Credit

Like the EITC. the .Additional Child Tax Credit is a refundable credit. This 

program , however, excludes fam ilies with fewer than three children. The calculations for 

the .Additional Child Tax Credit are based on 1RS Form 8812. Essentially, this credit 

equals the sm allest o f  either: 1 ) the am ount o f  FIC.A taxes paid by the family less the size 

o f  the EITC; or 2) the potential Child Tax Credit less the actual Child Tax Credit 

(Internal Revenue Service 1999).
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Chapter 3

Oklahoma’s Work and Family Structure Incentives

The purpose o f  this chapter is to analyze the work and family structure incentives 

in O klahom a's public assistance system . This analysis serves as the basis for the 

em pirical analysis o f  C hapter Four. NVTiile other researchers have studied the incentive 

effects o f  public assistance program s, this study incorporates a m ore com prehensive set 

o f  program s than previous work. M ost notably, this study illustrates the im portance o f  

state-specitlc program s such as childcare subsidies and child support, w hich the national 

studies often ignore.

W ith a more com plete set o f  program s, this study generally tm ds higher effective 

m arginal ia.x rates than those reported elsewhere. In addition, this study finds higher 

m arriage penalties associated with public assistance than previously reported. Finally, 

this chapter produces tour testable hypotheses researchers can use to estim ate how these 

incentives affect recipient beha\ ior. Section 1 discusses how the \ arious tax and transfer 

program s interact. Section II isolates the im pact o f  each individual program  by- 

com paring alternative com binations o f  program s. Section III illustrates the im pact o f  

changing o ther param eters such as the num ber o f  children in the family. Section IV 

discusses the m arriage incentives created by O klahom a's public assistance program s. 

Section V presents some testable hypotheses researchers can use to estim ate the effects o f  

the w ork and m arriage incentives.

There is one tmal com m ent about the results printed in this chapter. To m odel the 

interactions am ong the various program s, the au thor used a M icrosoft Excel workbook.
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The w orkbook is included w ith this study, and contains a set o f  instructions. The 

w orkbook also includes a user-friendly interface that enables the user to input family 

characteristics and explore the incentives created by the various program s. Because there 

are too many perm utations than could be printed in this forum, the author encourages all 

interested parties to exam ine the w orkbook and explore new scenarios. The results 

printed in this chapter, however, generally apply to other scenarios as well.

I. Benefit Calculations for a Representative Family

This study uses a representative family to illustrate the interaction o f  the various 

public assistance program s. The family consists o f  a single m other, age 32. a one-year old 

son. and a three-year old daughter. Both o f  the children need childcare. The family 

resides in a tw o-bedroom  apartm ent in O klahom a County. O klahom a's m ost populous 

county. .No fam ily m em ber is disabled. The calculations assum e that the family 

participates in all program s for w hich it is eligible. The included program s are T.A.NF. 

Food Stam ps. .Medicaid. Housing subsidies. Childcare subsidies. W IC. EITC. Childcare 

Tax Credit, and the Child Tax C redit.' W hile participation in m ultiple program s is 

com m on, not everyone participates in all program s for w hich they are eligible. By 

assum ing full program  participation, the analysis in this section captures the com plete 

interaction am ong the various program s. Section II. w hich isolates the im pact o f  the 

individual program s, considers alternative program  com binations.

.A.s the m other's  earned incom e changes, the am ount o f  transfers and tax credits 

the fam ily receives changes as well. F igure 3-1 illustrates the m onthly total resources 

available to this fam ily at different earnings levels for the m other. The first colum n

This family w ill never be eligible for the additional child tax credit because there are only two children.
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FIGURE 3-1
Benefits Calculation for a Representative Family 

Increasing Mother's Hourly Wage
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Table 3-1 Benefit Calculations for a Representative Family
Mother's Hourly Wage

N W $ 5 . 1 5 P T $  5 . 1 5 $  6 . 0 0 $  7 . 0 0 $  8 . 0 0 $  9 . 0 0 $ 1 0 . 0 0 $ 1 1  0 0
I n c o m e 0 4 4 6 8 9 3 1 0 4 0 1 2 1 3 1 3 8 7 1 5 6 0 1 7 3 3 1 9 0 7

F e d e r a l  I n c o m e  T a x e s 0 0 0 0 0 2 6 5 2 7 8 1 0 3
L e s s  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 2 6 4 4 4 6 4 8
L e s s  C h i l d  T a x  C r e d i t 0 0 0 0 0 0 8 3 2 5 5

N e t  F e d e r a l  I n c o m e  T a x e s 0 0 0 0 0 0 0 0 0

S t a t e  I n c o m e  T a x e s 0 1 5 8 1 3 1 9 2 8 3 7 4 7

L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 5 9 9 1 0
N e t  S t a t e  I n c o m e  T a x e s 0 1 5 8 1 3 1 4 1 9 2 8 3 8

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 0 3 2 6 8 1 0 7 1 5 0 1 7 6 1 9 2 2 0 9

W o r k  E x p e n s e s 0 3 4 6 7 6 7 6 7 6 7 6 7 6 7 6 7
F I C A  T a x e s 0 3 4 6 8 8 0 9 3 1 0 6 1 1 9 1 3 3 1 4 6

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 0 3 7 8 7 2 0 8 1 8 9 3 4 1 0 4 9 1 1 7 9 1 3 1 4 1 4 4 7
T A N F 2 9 2 1 2 9 0 0 0 0 0 0 0
F o o d  S t a m p s 2 8 2 2 2 3 1 6 5 1 4 0 1 1 0 8 1 4 8 1 1 0
M e d i c a i d 2 0 7 2 0 7 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1
H o u s i n g  S u b s i d i e s 4 0 4 3 1 9 2 3 4 2 0 0 1 6 0 1 2 1 7 7 3 0 0

W I C 5 6 5 6 5 6 5 6 5 6 5 6 5 6 5 6 5 6

E I T C 0 1 7 9 3 1 8 3 1 8 2 8 1 2 4 5 2 0 8 1 7 1 1 3 5

T o t a l  R e s o u r c e s 1 2 4 1 1 4 9 2 1 6 1 3 1 6 5 2 1 6 6 1 1 6 7 3 1 6 8 8 1 7 0 2 1 7 5 9

E f f e c t i v e  I M a r g i n a l  T a x  R a t e s 4 4 % 7 3 % 7 3 % 9 5 % 9 3 % 9 2 % 9 2 % 6 7 % 3 0 1 %

Representative Family Consists of a Single Mother and Two Childien Aged One and Ttiree
"NW“: Mother does not work; "$5 15-PT" Mother works 20 hours per week earning $5 15 per hour. All other wage levels assume 40 hour 
workweeks



Table 3-1 (cont.) Benefit Calc ululions fo r  a Representative Family

Mother's Hourly Wage

00
o

$ 1 2 . 0 0 $  1 3 . 0 0 $ 1 4 . 0 0 $ 1 5 . 0 0 $ 1 6 . 0 0 $ 1 7  0 0 $ 1 8 . 0 0 $ 1 9 . 0 0 $ 2 0 . 0 0

I n c o m e 2 0 8 0 2 2 5 3 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 0 3 2 9 3 3 4 6 7
F e d e r a l  I n c o m e  T a x e s 1 3 0 1 5 5 1 8 2 2 0 8 2 3 3 2 6 0 2 8 5 3 1 2 3 3 8
L e s s :  C h i l d c a r e  T a x  C r e d i t 8 8 8 4 8 0 8 0 8 0 8 0 8 0 8 0 8 0
L e s s :  C h i l d  T a x  C r e d i t 4 2 7 1 8 3 8 3 8 3 8 3 8 3 8 3 8 3

N e t  F e d e r a l  I n c o m e  T a x e s 0 0 1 8 4 5 7 0 9 6 1 2 2 1 4 8 1 7 5

S t a t e  I n c o m e  T a x e s 5 8 6 9 8 1 9 2 1 0 4 1 1 6 1 2 7 1 3 9 1 5 1
L e s s :  C h i l d c a r e  T a x  C r e d i t 1 8 1 7 1 6 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 4 0 5 2 6 5 7 6 8 8 1 0 0 1 1 1 1 2 3 1 3 5

C h i l d c a r e  C o s t s 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 6 7 6 7 6 7 6 7 6 7 6 7 6 7 6 7 6 7
F I C A  T a x e s 1 5 9 1 7 2 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2 2 6 5

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 1 0 3 4 1 1 8 3 1 3 1 2 1 4 3 4 1 5 5 7 1 6 7 9 1 8 0 2 1 9 2 4 2 0 4 6
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 0 0 0 0 0 0 0 0 0
M e d i c a i d 1 2 1 0 0 0 0 0 0 0 0
H o u s i n g  S u b s i d i e s 1 0 2 5 0 0 0 0 0 0 0 0

W I C 5 6 0 0 0 0 0 0 0 0

E I T C 9 8 6 2 2 6 0 0 0 0 0 0

T o t a l  R e s o u r c e s 1 4 1 1 1 2 9 5 1 3 3 7 1 4 3 4 1 5 5 7 1 6 7 9 1 8 0 2 1 9 2 4 2 0 4 6
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 1 6 7 % 7 6 % 4 4 % 2 9 % 3 0 % 2 9 % 3 0 % 3 0 % 2 9 %

Representative Family Consists of a Single Mother and Two Ctvtdren Aged One and Three
"NW": Mother does not work; “$5 15-PT": Mother works 20 hours per week earning $5 15 per hour, All other wage levels assume 40 hour 
workweeks



represents the m onthly total resources available to the fam ily if  the m other does not work. 

T he second colum n represents the fam ily 's m onthly total resources if  the m other works 

part-tim e (20 hours per week) at a m inim um  wage job. The third, and subsequent 

colum ns, represent the fam ily 's m onthly total resources if the m other w orks full-tim e at 

various wages. Table 3-1 contains all the num bers underlying Figure 3-1. The fam ily 's 

total resources equal the sum o f  transfer incom e and earned incom e less taxes, childcare, 

and  work expenses.

The treatm ent o f  childcare subsidies in the total resource calculations deserv es a 

special com m ent. Following the suggestions o f  Blank ( 1997j and .Acs et al. (1998) along 

w ith the findings on the labor supply effects o f  childcare costs, this study treats childcare 

expenses in the same m anner as o ther work expenses. If any children require childcare, 

childcare costs, like work expenses, rise as the m other increases labor supply. .As a result 

o f  this treatm ent, the childcare subsidies are not directly visible in Figure 3-1. The 

ch ildcare  subsidies reduce childcare expenses, and therefore appear as an increase in 

"incom e after taxes and expenses". This treatm ent is necessary to properly calculate the 

w ork incentives the m other faces. This point becom es clear by using Table 3-1 to 

exam ine childcare costs when the m other does not work, and w hen she w orks part-tim e. 

N ote that as the m other enters part-tim e work, the childcare subsidy increases to S390 per 

m onth. The subsidy increase m akes it appear that there is a benefit to  entering work. This 

appearance is only illusory, because the m other's  childcare copay has not changed. Thus, 

w hile  com paring the fam ily 's resources when the m other works part-tim e to the fam ily 's  

resources w hen the m other does not work, it is clear that the subsidy has not changed  the 

am oim t o f  resources the familv m ust devote to childcare. Bv treating childcare costs like
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a work expense, one can avoid this distortion created by the childcare subsidy.

There are three striking characteristics o f  O klahom a’s public assistance system  

depicted in Figure 3-1 and Table 3-1. First, note that if  the m other increases her hourly 

w age from S5.15 to SI 1 per hour, there is little change in the fam ily 's total resources. 

W hen the m other earns S5.15 per hour, the fam ily’s resources total S 1.613 m onthly. This 

com pares to S I .759 when the m other eam s SI 1 per hour. In this case, more than doubling 

the hourly w age increases total resources by 9%. This result is mainly due to the gradual 

phase-out o f  the EITC. Food Stamps. Housing and Childcare Subsidies. When the m other 

works full-tim e at S5.15 per hour, she receives S I65 o f  Food Stamps. S234 in housing 

subsidies, and the m axim um  S318 o f  EITC. She also pays a childcare copay o f  S32. 

W hen the m other eam s S6 per hour, she loses S25 o f  Food Stamps, and S34 in housing 

subsidies. She m ust also pay S36 more for her childcare copay. Next, when the m other 

eam s S7 per hour, she loses another S30 o f  Food Stam ps. S40 o f  housing subsidies, and 

S3 7 o f  the E IT C '. Her childcare copay now increases by another S39.

O f the tour program s whose phase-outs contribute to this problem , only the 

childcare subsidy is not a federal program. Interestingly, the phase-out o f  the childcare 

subsidy m itigates the phase-out o f  Food Stam ps and Housing subsidies, while 

sim ultaneously increasing the Childcare Tax Credit. This happens because out-of-pocket 

childcare costs influence Food Stamp benefits, housing subsidies, and the Childcare Tax 

Credit. In states that do not phase-out childcare subsidies in this region, the phase-out o f  

Food Stam ps and Housing subsidies are m ore rapid. L ikew ise, the Childcare Tax Credit 

does not increase as rapidly. Consequently, because Food Stamps. Housing Subsidies, the 

EITC. and Childcare Tax Credit are federal program s that phase out m ore rapidly in the

At an hourly w age o f S7. this m other enters the EITC phase-out region.
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absence o f  a childcare subsidy phase-out. this region o f  Figure 3-1 applies to other states 

as well.

The second noticeable characteristic about Figure 3-1 is the dram atic decrease in 

resources as the m other's hourly wage increases from SI I to S i2. Most o f  the S348 

decrease in total resources is caused by the fam ily 's  loss o f  the childcare subsidy. W hen 

the m other eam s S l l  per hour, she pays a childcare copay o f  S209 and the family 

receives a childcare subsidy o f  $570. Once the m other's  hourly wage increases to $12 per 

hour, the m other pays a copay equal to the full cost o f  childcare. $779. and therefore 

receives no subsidy. This lost childcare subsidy is partially offset by the increase in 

housing subsidies from $0 to $ 1 0 2 / However, neither the increased housing subsidy, nor 

the increased earnings could com pletely offset the lost childcare subsidy.

.All states currently offer program s to help low -incom e families afford adequate 

childcare. Since childcare subsidies are adm inistered by the states, there is a wide 

disparity in ser\ices. Long et al. (1998) report that fam ilies in .Alabama with incom es less 

than 130“ o o f  the federal poverty guidelines qualify tor childcare subsidies, while 

t'amilies in M innesota can quality with incom es up to 257° o o f  the federal poverty 

guidelines. These incom e limits do not imply that all eligible families receive childcare 

benefits, however. Because o f  a lack o f  funds, m ost states, including .Minnesota and 

California, effectively lim it benefits to recent T.ANF recipients. .As a result, recipients in 

m any states face a sudden loss o f  childcare benefits as their incom e rises (.Acs et al. 1998. 

and Long et al. 1998 ). Thus, in m any states recipients face a decline in resources sim ilar 

to the one depicted in Figure 3-1. although the decline m ay be at different wage levels.

Recall that housing subsidy calculations consider the am ount o f  childcare costs. When the family must 
pay the full S779 for childcare, they are able to deduct m ore from income, thereby making them eligible for 
an increased housing subsidv.
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It is possible that the m other will change her childcare arrangem ents once she 

loses her childcare subsidy. She may choose a less-expensive, low er quality tbrm  o f  

childcare once she faces higher costs. .As a result, her fam ily 's  resources may not decline 

so dram atically. Som e may argue that the total resource calculations should include the 

m ovem ent to lower-cost childcare. WTiile more realistically capturing the financial effects 

o f  the lost subsidy, such an approach ignores the lost utility resulting from  the change in 

childcare arrangem ents. This lost utility is not apparent in Figure 3-1. To avoid this 

problem , this study sim ply assum es that the m other will not change her childcare 

arrangem ents once she loses her subsidy. Consequently, if  the m other changes the 

childcare arrangem ents. Figure 3-1 will overstate the true decline in utility.

The third noticeable characteristic o f  Figure 3-1 is that this m other would need to 

earn over $16 per hour (approxim ately S32.000 annually ') in order to have m onthly total 

resources equal to what the family has when she eam s S5.15 per hour. This finding is a 

direct result o f  the tlrst two characteristics. The phase-out o f  the various program s slows 

the growih o f  total resources. Likewise, the additional childcare expenses incurred when 

the childcare subsidy is lost, reverberates throughout higher w age levels. Consequently, 

this m other m ust triple her earnings to be as well o f f  as she is a t m inim um  wage.

W hile Figure 3-1 is helpful in determ ining the effect the various assistance 

program s h a \e  on the fam ily 's total resources, in order to analyze the w ork disincentives 

o f  the tax and transfer system , one needs to determ ine both the incom e and substitution 

effects generated by the program s. Each o f  the program s included in this analysis 

increases the resources available to the family. Consequently, each program  produces an 

incom e effect, w hich reduces labor supply according to the traditional incom e-leisure

■' .Assuming the worker works 2.000 hours annually (40 hours per week for 50 weeks).
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model outlined in C hapter One. The substitution effect is determ ined solely by Effective 

M arginal Tax Rates. The form ula for the Effective M arginal Tax Rate is:

K t k m v .  M TR  = 1 -  ^  ^
A in earned income

Figure 3-2 depicts the effective M TR schedule for the representative family. The solid 

line represents the effective M TRs with assistance program s, and the dotted line 

represents the effective M TRs without any governm ent assistance '. The proper 

interpretation for each M TR in Figure 3-2 is the tax rate faced by the m other if  she 

increased her earnings to the next earnings level in the chart. For exam ple, the MTR 

listed at $5.15 is the tax rate faced by the m other if  she increased her hourly wage from 

S5.15 to $6 per hour. Likewise, the MTR listed at S6 is the tax rate faced by the m other if 

she increased her hourly wage to S7 per hour.

W hen the m other participates in the various program s, she faces an effective 

M TR o f  44%  on the decision to move from not working, to w orking part-tim e at a 

m inim um  w age job. She also faces an effective M TR o f  73%  on the decision to move 

from w orking part-tim e to working full-time at a m inim um  w age job . Note the tax rates 

above 90%  ranging from  S6 to S9 per hour. This region corresponds to region o f  Figure 

3-1 w here total resources increased m inim ally as the m other's  wage increased. These 

extrem ely high effective tax rates are m ainly driven by the phase-out o f  the Food Stam p. 

Flousing subsidy. EITC. and childcare subsidy benefits. Consequently, participants in 

these program s face sim ilarly high tax rates across the nation. .Moving along the wage 

scale, the notch at SI I is ver>’ noticeable. The decline in total resources brought about by 

the lost childcare subsidy translates into an enorm ously high effective tax rate o f  301%  at

The effective M TRs w ithout government assistance exclude the value o f  the tax credits.
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FIGURE 3-2
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S l l  per hour. These tax rates are generally in the upper range o f  those reported in 

previous studies and discussed in Chapter One. although the 301 “ o notch exceeds any 

reported elsewhere.

W hile none o f the previous studies found et'fective M TRs approaching 300" d. two 

o f  the studies m entioned in Chapter One. G iannarelli and Stuerle ( 1995) and W ilson and 

Cline ( 1994). tbund M TRs that at tim es slightly exceeded 100%. Both analyses, like this 

study, exam ined the case o f  a single m other with two children. G enerally, these studies 

find M TRs range t'rom 50“ o-75'’o as the m other increases labor supply, and range from 

65"0-105°o as the m other increases her wage. These results are consistent with the M TRs 

presented in Figure 3-2. with the exception o f  the 300° o childcare subsidy notch. . \s  

Section II will illustrate. O klahom a’s childcare subsidy program  is responsible for the 

301"o M TR notch, and corresponding decrease in total resources. Neither G iannarelli and 

Stuerle nor W ilson and Cline included a childcare subsidy program  in their analyses. 

Thus, the inclusion (or exclusion) o f  childcare subsidies can dram atically alter the 

incentives recipients t'ace. Since all 50 states currently em ploy som e form o f  childcare 

subsidies, many states have sim ilar notches. Therefore any com plete analysis o f  the work 

incentives generated by the tax and transfer system  should include childcare subsidies.

By com paring the effective M TRs in the presence o f  g o \em m en t program s to 

those in the absence o f  governm ent program s, it becomes apparent that the various 

program s h a \e  a substantial im pact on the effective M TRs and work incentives facing 

recipients. In the absence o f  governm ent program s, there w ould be no childcare subsidy 

program . Consequently, as the m other works m ore her childcare costs rise. The costs are 

so large that they create an effective M TR o f  103% on the m ove from not w orking to
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pan-tim e work. Likewise, the effective M TR equals 104% on the m ove from pan-tim e to 

full-tim e work. In other w ords, without governm ent assistance, childcare and other 

expenses consum e the m other's  entire incom e and more. Once the m other is working 

full-tim e, however, the etïeetive .\lTRs are quite low. These .MTRs capture onl\ the 

federal and state explicit taxes.

These results highlight the importance o f  carefully m odeling the incentives faced 

hy the mother. Som e ma> argue that, because benefit levels depend upon earned income, 

one should ignore the distinction between an earnings increase resulting t'rom increasing 

the hours worked and an earnings increase resulting from a higher hourly wage. These 

individuals may suggest to calculate total resources and M TRs at different earnings levels 

instead o f  different labor supply or wage levels. Such an approach, how ever, would not 

capture the true et'fect o f  childcare expenses on work incentives. Because childcare 

expenses increase w hen labor supply increases, it is necessary to m odel the labor supply 

incentives separately from the incentives to increase the hourly wage.

The tlrst two data points in Figure 3-2 present the M TRs faced b> the m other as 

she increases her labor supply. The rem aining data points depict the M TRs faced by the 

m other as she increases her hourly wage. Childcare costs are assum ed to change only as 

the m other changes labor supply. Once the labor supply is tl.xed. Figure 3-2 assum es 

childcare costs do not change. Figure 3-3 presents the Effective M TRs at d ifferent hours 

w orked by the m other as she m oves from 0-20 hours per week. 20-40 hours per week, 

and 5 hour intervals thereafter. The author assum es that childcare costs increase from 0- 

40 hours, but do not increase i f  the m other works more than 40 hours per week. These 

calculations assum e the m other earns S5.15 per hour, and represent the m ore traditional



FIGURE 3-3
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labor supply choice. Note that Figure 3-2 also captures the decision to enter part-tim e or 

full-tim e work, and is therefore a m ore com plete diagram. Therefore, the author will 

generally focus on tlgures sim ilar to Figure 3-2. but will use figures sim ilar to Figure 3-3 

when he wants to t'ocus on the labor supply decision.

II. The Impact o f Individual Transfer Programs

Section 1 discussed how the various program s jo in tly  influence effective M TRs 

tor a representative t'ainily. by focusing on one com bination o f  tax and transfer program s. 

This section discusses how each program  individually affects the M TR schedule. With 

this know ledge, one can better understand how alternative com binations o f  transfer and 

tax program s atfect M TRs. For exam ple, suppose a family does not participate in the 

housing subsidy program. By knowing the impact housing subsidies have on the .MTR 

schedule, one can also know how the M TR schedule for a family who does not receive 

housing assistance differs from the M TR schedule o f  a family that does.

In order to isolate the individual program ef fects, the author starts with the case o f  

no go \em m en t program s, adds one program , and recalculates the M TRs. W hile there are 

num erous different perm utations for the ordering o f  the program s, the one presented here 

captures the main effects o f  each program. W hile the specific M TR calculations may 

differ w ith a different order, the general effects are the same. The order in which 

program s are added is: 1 )T.-\.N'F. 2)Food Stamps. 3).Medicaid. 4)H ousing Subsidies. 

f iC h ildcare  Subsidies. 6»WIC. 7)EITC. SiChildcare Tax Credit. 9)Child Tax C redit, and 

lOfChild Support. Figure 3-4 presents the M TR calculations under the ten scenarios.
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TA NF and Food Stamps both have sim ilar effects on the M TR schedule, which is 

not surprising because they have sim ilar NIT designs. .As shown in Figure 3-4( A) and 

Figure 3-4(B). T .\ . \F  and Food Stamps both raise M TRs as the bene tits phase-out. 

Figure 3 -4 (1 'i illustrates the impact t'rom adding .Medicaid to the policy mix. The addition 

o f  M edicaid introduces two notches to the M TR schedule, at S8 and S I2  per hour. The 

tlrst notch is created when the m other loses TANT and. therefore. M edicaid bene tits. .At 

SI 2 per hour, the children are no longer eligible for M edicaid, creating the second notch.

Figure 3-4(D) includes housing subsidies in the M TR calculations. Because o f  the 

structure o f  the housing subsidy program, the inclusion o f  housing assistance increases 

the M TR schedule at all incom e levels w here the t'amily receives the bene tit. Thus. 

T.A.NF recipients who concurrently receive housing assistance t'ace higher M TRs than 

TAN F recipients who do not receive housing assistance. This characteristic o f  housing 

subsidies will prove ver> useful tor the em pirical analysis in C hapter Four.

T.ANF. Food Stam ps. M edicaid, and Housing Subsidies are program s included in 

m any analyses on the work incentives o f  public assistance. Figure 3-4(E) illustrates the 

M TRs w hen childcare subsidies are also included. This state-specitlc program  has been 

ignored in previous analyses o f  work incentives generated by the tax and transfer system , 

but dram atically changes the M TR schedule. In fact, the childcare subsidy program  gives 

the M TR schedule its distinctive shape. The inclusion o f  childcare subsidies tends to 

lower the M TRs for wage levels below S l l .  but the incom e threshold for receiving 

childcare subsidies forms an enorm ous notch at the SI 1 level.
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FIGURE 3-4
Effective Marginal Tax Rates— Isolating Individual Programs
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FIGURE 3-4 (cont.)

C. TANF, Food Stamps, Medicaid

Effective Marginal Tax Rates
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FIGURE 3-4 (cont.)
E. TANF, Food Stamps, Medicaid, Housing, Childcare Subsidies

Effective Marginal Tax Rates
Isolating Program Impacts
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FIGURE 3-4 (cont.)
G. TANF, Food Stamps, Medicaid, Housing, Childcare, WIG, EITC

Effective Marginal Tax Rates
Isolating Program Impacts
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FIGURE 3-4 (cont.)
I. TANF, Food Stamps, Medicaid, Housing, Childcare, WIC, EITC, Childcare 

Tax Credit, Child Tax Credit
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D espite having a large im pact on the M TR at the notch, the childcare subsidies 

only have a  minimal impact on the M TRs the m other faces as she enters work. Since 

childcare expenses create the large M TRs. why do the childcare subsidies tail to 

dram atically reduce the M TRs? The answ er com es from the tact that for T.ANF. Food 

Stam ps, and Housing Subsidies, childcare costs are considered when calculating benefit 

levels. W ith the inclusion o f  a childcare subsidy, the recipient faces a quicker phase-out 

o f  T.ANF. Food Stamps, and Housing Subsidy benefits. Therefore, childcare subsidies 

designed to make work more attractive are m ost effective with recipients w ho do not 

participate in other transfer programs.

The WIC benefits, included in Figure 3-4(F) are sim ilar to M edicaid, as the 

t'amily no longer qualifies once they earn above 185% o f  the federal poverty guidelines. 

Thus. WIC influences the M TR schedule only at the point where the family is on the 

verge o f  losing benefits, at $12 per hour for this family. .At this wage level a W IC notch 

exists in addition to the .Medicaid notch. W hile som ew hat obscured by the childcare 

notch at SI 1. the M edicaidW TC notch is quite large (161%  MTR in this scenario).

Figures 3-4(G). (H). and (I) illustrate the M TRs that include the three tax credits 

for w hich th is family may qualify’. First, the EITC in Figure 3 -4 (0 ) lowers the M TRs as 

the m other enters work. Once the m other enters the phase-out region around 56 per hour, 

the M TRs increase by approxim ately 20 percentage points. The Childcare Tax C redit and 

the C hild Tax Credit included in Figures 3-4(H ) and (1) erase m ost, but not all o f  the 

EITC phase-out for this family. There is no certainty, however, that individuals consider 

the EITC and other tax credits w hen m aking labor supply choices, even if  the individuals 

receive the credits. The com plicated benefit calculations com bined with a once-per-year
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benefit, may keep the credits from influencing behavior. In this case, the effective M TRs 

faced by recipients should be calculated by excluding the tax credits. Thus, if  individuals 

do not consider the tax credits when making labor supply decisions then the ind i\ iduals 

face higher M TRs as they increase hours worked.

Finally. Figure 3-4(J) illustrates the M TR schedule w ith all o f  the transfer and tax 

program s plus child support included. Notice that with the addition o f  child  support the 

M TRs are generally smaller. The childcare notch, how ever, has m oved and increased in 

m agnitude. .-Vise, note the change in the M TR with no governm ent benefils schedule, 

which do include the child support awards. W ithout governm ent benefits, the M TR faced 

by the m other as she m oves to part-time work or full-tim e work, are significantly lower 

than she taces w ithout any child support. Recall that supplem ental child support awards 

help the custodial parent meet childcare expenses. W ithout any child support, these 

childcare expenses create large M TRs when the m other enters work. C onsequently, these 

child support awards reduce the M TRs the m other faces as she enters work. This provides 

evidence that strong child support enforcem ent can help reduce som e barriers to work.

W ith know ledge o f  how each program  influences the M TR schedule, one can now 

determ ine how each program  affects work incentives. .-Ml o f  the assistance program s 

create an incom e effect leading to decreased labor supply. However, m any assistance 

program s produce substitution effects which conflict w ith the incom e effect. W ith sim ilar 

NIT designs. T.MNF. Food Stamps, and Housing Subsidy program s each unam biguously 

raise M TRs. and therefore generate a substitution effect leading recipients to decrease 

labor supply. For these programs both the incom e and substitution effects w ork in the 

sam e direction creatine an unam bieuous work disincentive. This findine serves as the
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basis for the empirical analysis o f  C hapter Four.

The M edicaid and W IC program s also tend to raise M TRs. but only w hen the 

t’am ily is on the verge o f  losing benefits. Thus, the incom e and substitution et'fects 

generated by these program s also lead to unam biguous decreases in labor supply. 

Fam ilies on the verge o f  losing benefits, however, face the largest effect. These families 

face both the incom e and substitution effects generated by the program . Fam ilies that arc 

not on the cusp o f  losing benefits face only the incom e effect.

The EITC does not have a guaranteed benefit, because its structure resem bles a 

WS program. The program , how ever, does generate an incom e effect decreasing labor 

supply. .A,t the same time, the EITC lowers the M TRs the m other faces as she m oves into 

work, thereby creating a substitu tion effect that increases labor supply. For this program , 

the income and substitution effects conflict producing an am biguous effect on hours 

worked. Clearly, the work disincentives associated with a wage subsidy program  like the 

EITC are m uch less severe than the disincentives generated from traditional transfer 

programs.

The childcare subsidy program  also does not provide a guaranteed benefit. .A. 

parent must work in order to face childcare expenses and qualify for a  subsidy. Like the 

EITC. the childcare subsidy program  produces conflicting incom e and substitu tion effects 

creating to an am biguous labor supply impact. Because the change in M TRs is sm aller 

for participants who are also recipients o f  T.ANF. Food Stam ps, and H ousing Subsidies, 

the substitution effect should also be sm aller for these recipients holding all o ther factors 

constant.
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III. The Impact from Changing the Number of Children

Section II discussed how  changes in program  participation influence M TRs. and 

thereby change work incentives. This section discusses how changes in the num ber ot' 

children can intluence the .MTRs. In all transfer program s fam ilies with m ore children 

generally qualify for larger benefits, and qualify' for benefits at higher levels o f  income". 

Consequently, the M TRs should differ across family size. I f  the work incentives d iffer by 

the num ber o f  children, then any em pirical analysis would need to control for this 

variation. To calculate the M TRs the author assum es that if  eligible, the family 

participates in T.ANF. Food Stam ps. Housing Subsidies. M edicaid. C hildcare Subsidies. 

W IC. EITC. Childcare Tax Credit. Child Tax Credit, and the .Additional C hild Tax 

Credit.

W hen the family has one child, the author assum es the child  is a one-year old 

m ale, who needs childcare. W hen the family has two children, the author assum es there is 

a three-year old female in addition to the one-year old male. For this t'amily. both 

children need childcare. This is the sam e representative family from Section 1. W hen the 

fam ily has three children, the author assum es there is a seven-year old fem ale in addition 

to the one-year old m ale and three-year old female. The results presented here, how ever, 

apply to other program  com binations, and to different ch ildren 's  ages.

Figure 3-5 presents the M TRs faced by the m other as she increases her hours 

w orked, when she has one. tw o. and three children. The num ber o f  children m akes little

There are some restrictions to this rule. Housing subsidies increase if  the family rents a larger apartm ent. 
Since the num ber o f  children and size o f  the apartm ent should be positively correlated, fam ilies with more 
children tend to receive larger housing subsidies. Childcare subsidies and the childcare tax credit increase if 
there are m ore children needing childcare. The presence o f  more older children will not influence these 
benefits. WIC benefits increase if there are m ore children under age five. The EITC is larger for families 
with two children than fam ilies with one child. However, families with more than tw o children do not 
receive larger benefits than families w ith tw o children.
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FIGURE 3-5
Effective Marginal Tax Rates for Families with Different Numbers o f Children

A. One Child
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c .  Three Children
FIGURE 3-5 (cont.)

Effective Marginal Tax Rates 
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difference in the M TRs faced by the m other as she increases her labor supply from  0-20 

hours per week. With one child, the tax rate equals 51°ô while the tax rate equals 44%  

w hen there are two or three children. The num ber o f  children, how ever, does influence 

the .MTR faced by the m other as she increases her labor supply from 20-40 hours per 

week. W ith one child, the M TR equals 88%  as the m other m oves from part-tim e to full

tim e work. Likewise, with two children the M TR equals 73%. and with three ch ildren  the 

M TR equals 59°^o.

Table 3-2 presents the benefit am ounts underlying the M TRs for parts o f  Figure 

3-5. If the family has one child, total resources only increase by S53 as the m other m oves 

from part-tim e to full-time work. If the family has two children, total resources increase 

by S121 as the m other m oves from part-tim e to full-tim e work. This larger increase in
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Tsblo 3-2 Total Resources With Different Numbers o f Children

o

1  C h i l d 2  C h i l d r e n 3  c h i l d r e n

M o t h e r ' s  E a r n i n g s  S c e n a r i o s

N W M W - P T M W - F T N W M W - P T M W - F T N W M W - P T M W - F T

T A N F 2 2 5 6 2 0 2 9 2 1 2 9 0 3 6 1 1 9 8 7

F o o d  s t a m p s 2 0 6 1 4 5 6 2 2 8 2 2 2 3 1 6 5 3 5 1 2 9 3 2 5 3

E I T C 0 1 5 2 1 9 3 0 1 7 9 3 1 8 0 1 7 9 3 1 8

H o u s i n g 4 1 3 3 2 8 2 1 8 4 0 4 3 1 9 2 3 4 3 9 6 3 1 1 2 4 4

M e d i c a i d 1 4 7 1 4 7 6 0 2 0 7 2 0 7 1 2 1 2 9 0 2 9 0 2 9 0

W I C 2 6 2 8 2 8 5 6 5 6 5 6 5 6 5 6 5 6

I n c o m e  A f t e r  T a x e s  a n d  D a y c a r e  E x p e n s e s 0 3 7 8 7 3 1 0 3 7 8 7 2 0 0 3 7 9 7 2 2

T o t a l  R e s o u r c e s 1 0 1 8 1 2 3 9 1 2 9 2 1 2 4 1 1 4 9 2 1 6 Î 3 1 4 5 4 1 7 0 5 1 8 8 9

All families have a single mother plus
One Child: one-year old male; Two Children one-year old male and a three-year old female, Three Children one-year old male. Ihiee-year 
old female; seven-year old female
“NW": mother does not work; "MW-PT" mother works part-time at minimum wage ($5 15), “fi4W-FT“ mother works full-time at minimum 
wage _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _



resources translates into the lower M TRs from Figure 3-5. The bulk o f  the additional 

increase com es from the EITC. If the family has one child the EITC increases b> S4I as 

the m other m oves from part-time to tul 1-time work. This com pares to an increase o f  S t. '4  

if  the t'amily has two children. .\s  m entioned in C hapter Two. the EITC is larger tor 

t ami lies with two or m ore children than it is for families w ith one child.

If the family has three children, total resources increase by S I 84 as the m other 

moves from part-tim e to full-time work. This com pares to a S121 increase when the 

tamil> has tw o children. large part o f  this dilTerence is due to the presence o f  a 

.Medicaid notch when the family has two children. Because the mother loses T .\N F  

benefits in the tw o-child case, she also loses her M edicaid benefit. Thus in the two-child 

case, the M edicaid benefit decreases by $86. In the three-child case the m other rem ains 

eligible for T.-\NF. and therefore rem ains eligible for M edicaid. Consequently, there is no 

decrease in M edicaid benefits in the three-child case. This translates into a lower MTR 

for a m other with three children.

Because the num ber o f  children influences the M TRs faced by the m other as she 

m oves from part-tim e to full-time work, fam ilies with m ore children face different work 

incentives than fam ilies with fewer children. The relationship between num ber o f 

children and labor supply, however, is not clear. The lower M TRs when the family has 

m ore children, creates a substitution eflect that increases labor supply. On the o ther hand, 

notice that w ith m ore children, families can qualify for larger T.ANF. Food Stam ps. 

EITC. M edicaid, and WTC benefits. These larger benefits create an incom e effect that 

decreases labor supply. Therefore, the num ber o f  children has an am biguous work 

incentive effect. Since the num ber o f  children does influence the work incentives the
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m other faces, the em pirical analysis o f  Chapter Four controls for the num ber o f  children.

I\ . Marriage Disincentives Resulting from the Tax and Transfer System

It IS well known that one o f  the leading causes o f f a m i l y  p o \e rt\ is the existence 

o f  fem ale-headed households. Som e authors like Charles M urray ( 1984) claim  that public- 

assistance policies in the United States are to blam e for the growth in fem ale-headed 

households over the last thirty years. .As m entioned in C hapter One. however, researchers 

h a \e  found little evidence to support this claim. This section analyzes the incentives to 

marr} under O klahom a's public assistance system.

To analyze the marriage incentives from the tax and transfer s \s tem . the author 

com pares the total resources available to a family under different t’am ih  structures. 

Hssentially. this approach captures the financial payoff penaltx to m arriage. In this 

analysis, the t'amily consists o f  the representative t'amily from the prexious sections, 

which includes a m other with two young children, plus the biological father o f  the 

children. By assum ption, the lather works tull-tim e with an hourly wage o f  S8. To 

capture any interaction between the m other's labor supply and m arriage decisions, the 

author varies the m other's wage. The total resource calculations under each family 

structure consider the incom e and benefits o f  both parents and both children.

Figure 3-6 presents the total resources available to the four individuals when the 

parents m arry, and when they cohabit. By assum ption, the couple openly inform s the tax 

and transfer agencies o f  their living arrangem ents. Because the only difference between 

the two family structures is the legal status o f  m arriage, this com parison captures the

rertain lv  there are non-pecuniarv factors that also influence a decision to m any , which are not included in 
this analysis.
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FIGURE 3-6
C o h a b i t - M a r r i e d  C o m p a r i s o n  f o r  a  R e p r e s e n t a t i v e  F a m i i y
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Table 3-3 Benefit Calculations for a Representative Family - Married
Mother's Hourly Wage

o-vj

N W $ 5 . 1 5 - P T $  5 . 1 5 % 6 . 0 0 $  7 . 0 0 $  8 . 0 0 1  9 . 0 0 $ 1 0 . 0 0 $ 1 1 . 0 0
I n c o m e 1 3 8 7 1 8 3 3 2 2 7 9 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 0 3 2 9 3

F e d e r a l  I n c o m e  T a x e s 0 4 7 1 1 5 1 3 7 1 6 3 1 8 8 2 1 5 2 4 0 2 6 7

L e s s :  C h i l d c a r e  T a x  C r e d i t 0 4 7 8 4 8 0 8 0 8 0 8 0 8 0 8 0
L e s s :  C h i l d  T a x  C r e d i t 0 0 3 1 5 7 8 3 8 3 8 3 8 3 8 3

N e t  F e d e r a l  I n c o m e  T a x e s 0 0 0 0 0 2 5 5 1 7 7 1 0 3

S t a t e  I n c o m e  T a x e s 1 6 3 8 6 5 7 5 8 7 9 8 1 1 0 1 2 2 1 3 3
L e s s  C h i l d c a r e  T a x  C r e d i t 0 9 1 7 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 1 6 2 6 4 8 5 9 7 1 8 2 9 4 1 0 6 1 1 7

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 2 0 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 6 7 1 0 1 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 1 0 6 1 4 0 1 7 4 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 1 1 9 8 1 3 6 4 1 1 4 3 1 2 6 9 1 4 1 7 1 5 4 0 1 6 6 3 1 7 8 5 1 9 0 7

T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 1 2 6 7 9 2 5 0 0 0 0 0 0
I V I e d i c a i d 1 2 1 1 2 1 1 2 1 1 2 1 0 0 0 0 0
H o u s i n g  S u b s i d i e s 7 6 2 4 2 0 0 0 0 0 0
W I C 5 6 5 6 5 6 5 6 0 0 0 0 0

E I T C 2 4 5 1 5 1 5 6 2 6 0 0 0 0 0

T o t a l  R e s o u r c e s 1 8 2 1 1 7 7 3 1 4 4 3 1 4 7 1 1 4 1 7 1 5 4 0 1 6 6 3 1 7 8 5 1 9 0 7
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 1 1 1 % 1 7 4 % 8 1 % 1 3 1 % 2 9 % 3 0 % 2 9 % 3 0 % 3 0 %

Representative Family Consists o f a Single Mother and Two Children Aged One and Three
"NW: Mother does not work, "$5 15-PT": Mother works 20 hours per week earning $5 15 per hour, Ail other wage levels assume 40 hour 
workweeks



Table 3-3 (cont.) Benefit Calculations for a Representative Family • Married
Mother's Hourly Wage

o
00

$ 1 2 . 0 0 $  1 3 . 0 0 $ 1 4 . 0 0 $ 1 5 . 0 0 $ 1 6 . 0 0 $ 1 7 . 0 0 $ 1 8 . 0 0 $ 1 9 . 0 0 $ 2 0 . 0 0
I n c o m e 3 4 6 7 3 6 1 0 3 8 1 3 3 9 8 7 4 1 6 0 4 3 3 3 4 5 0 7 4 6 8 0 4 8 5 3

F e d e r a l  I n c o m e  T a x e s 2 9 3 3 1 8 3 4 5 3 7 0 3 9 7 4 2 3 4 4 8 4 7 5 5 0 0

L e s s :  C h i l d c a r e  T a x  C r e d i t 8 0 8 0 8 0 8 0 8 0 8 0 8 0 8 0 8 0

L e s s  C h i l d  T a x  C r e d i t 8 3 8 3 8 3 8 3 8 3 8 3 8 3 8 3 8 3
N e t  F e d e r a l  I n c o m e  T a x e s 1 3 0 1 5 5 1 8 1 2 0 7 2 3 3 2 6 0 2 8 5 3 1 1 3 3 7

S t a t e  I n c o m e  T a x e s 1 4 5 1 5 7 1 6 9 1 8 0 1 9 2 2 0 4 2 1 5 2 3 3 2 4 5
L e s s  C h i l d c a r e  T a x  C r e d i t 1 6 1 6 1 6 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 1 2 9 1 4 1 1 5 3 1 6 4 1 7 6 1 8 8 1 9 9 2 1 7 2 2 9

C h i l d c a r e  C o s t s 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 2 6 5 2 7 8 2 9 2 3 0 5 3 1 8 3 3 2 3 4 5 3 5 8 3 7 1

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 2 0 2 9 2 1 5 2 2 2 7 4 2 3 9 7 2 5 1 9 2 6 4 1 2 7 6 4 2 8 8 0 3 0 0 3
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 0 0 0 0 0 0 0 0 0

M e d i c a i d 0 0 0 0 0 0 0 0 0

H o u s i n g  S u b s i d i e s 0 0 0 0 0 0 0 0 0

W I C 0 0 0 0 0 0 0 0 0

E I T C 0 0 0 0 0 0 0 0 0

T o t a l  R e s o u r c e s 2 0 2 9 2 1 5 2 2 2 7 4 2 3 9 7 2 5 1 9 2 6 4 1 2 7 6 4 2 8 8 0 3 0 0 3
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 2 9 % 3 0 % 2 9 % 3 0 % 3 0 % 2 9 % 3 3 % 2 9 % 3 0 %

Representative Family Consists of a Single Mother and Two Children Aged One and Three
"NW": Mother does not work; "$5 15-PT": Mother works 20 hours per week earning $5 15 per hour, All other wage levels assume 40 hour 
workweeks



Table 3-4 Benefit Calculations for a Representative Family - Cohabitation Reported
Mother’s Hourly Wage

N W $ 5 . 1 5 - P T $  5 . 1 5 $  6 . 0 0 $  7 . 0 0 $  8 . 0 0 $  9 , 0 0 $ 1 0 . 0 0 $ 1 1 . 0 0
I n c o m e 1 3 8 7 1 8 3 3 2 2 7 9 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 0 3 2 9 3

F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 4 5 1 7 1 1 9 8 2 2 3
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 2 6 5 2 7 8 9 2
L e s s  C h i l d  T a x  C r e d i t 0 0 0 0 0 0 0 0 1 1

N e t  F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0

S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 6 4 7 2 8 1 9 2
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 5 1 0 1 6 1 8

N e t  S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 5 8 6 2 6 6 7 3

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 2 0 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 6 7 1 0 1 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 1 0 6 1 4 0 1 7 4 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 1 0 5 0 1 2 2 8 1 0 2 2 1 1 5 6 1 3 1 1 1 4 7 0 1 6 2 7 1 7 8 2 1 9 3 5
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 1 2 6 7 9 2 5 0 0 0 0 0 0
M e d i c a i d 1 2 1 1 2 1 1 2 1 1 2 1 0 0 0 0 0
M o u s i n g  S u b s i d i e s 7 6 2 4 2 0 0 0 0 0 0
W I C 5 6 5 6 5 6 5 6 0 0 0 0 0
E I T C 0 1 7 9 3 1 8 3 1 8 2 8 1 2 4 5 2 0 8 1 7 1 1 3 5

T o t a l  R e s o u r c e s 1 4 2 9 1 6 6 5 1 5 8 4 1 6 5 0 1 5 9 2 1 7 1 5 1 8 3 5 1 9 5 4 2 0 7 0
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 4 7 % 1 1 8 % 5 5 % 1 3 4 % 2 9 % 3 1 % 3 1 % 3 3 % 3 5 %

Representative Family Consists o f a Single Mother and Two Children A ged One and Three
"NW”: Mother does not work; "$5 15-PT”: Mother works 20 hours p er w eek earning $5 15 per hour. All other wage levels assum e 40 hour
workweeks



Table 3-4 (cont.) Benefit Calculations for a Representative Family - Cohabitation Reported
Motfter's Hourly Wage

$ 1 2 . 0 0 $  1 3 . 0 0 $ 1 4 . 0 0 $ 1 5 . 0 0 $ 1 6 . 0 0 $ 1 7 . 0 0 $ 1 8 . 0 0 $ 1 9 . 0 0 $ 2 0 . 0 0
I n c o m e 3 4 6 7 3 6 4 0 3 8 1 3 3 9 8 7 4 1 6 0 4 3 3 3 4 5 0 7 4 6 8 0 4 8 5 3

F e d e r a l  I n c o m e  T a x e s 2 4 9 2 7 5 3 0 1 3 2 8 3 5 3 3 7 9 4 0 5 4 3 1 4 5 8
L e s s :  C h i l d c a r e  T a x  C r e d i t 8 8 8 4 8 0 8 0 8 0 8 0 8 0 8 0 8 0
L e s s :  C h i l d  T a x  C r e d i t 4 2 7 1 8 3 8 3 8 3 8 3 8 3 8 3 8 3

N e t  F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 3 8 1 6 4 1 9 0 2 1 6 2 4 2 2 6 8 2 9 4

S t a t e  I n c o m e  T a x e s 1 0 2 1 1 3 1 2 5 1 3 7 1 4 8 1 6 0 1 7 1 1 8 3 1 9 5
L e s s :  C h i l d c a r e  T a x  C r e d i t 1 8 1 7 1 6 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 8 4 9 6 1 0 9 1 2 1 1 3 2 1 4 4 1 5 5 1 6 7 1 7 9

C h i l d c a r e  C o s t s 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 2 6 5 2 7 8 2 9 2 3 0 5 3 1 8 3 3 2 3 4 5 3 5 8 3 7 1

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 2 0 8 4 2 2 3 2 2 3 6 2 2 4 8 4 2 6 0 7 2 7 2 9 2 8 5 1 2 9 7 3 3 0 9 5
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 0 0 0 0 0 0 0 0 0
M e d i c a i d 0 0 0 0 0 0 0 0 0
H o u s i n g  S u b s i d i e s 0 0 0 0 0 0 0 0 0
W I C 0 0 0 0 0 0 0 0 0
E I T C 9 8 6 2 2 6 0 0 0 0 0 0

T o t a l  R e s o u r c e s 2 1 8 2 2 2 9 5 2 3 8 7 2 4 8 4 2 6 0 7 2 7 2 9 2 8 5 1 2 9 7 3 3 0 9 5
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 3 5 % 4 7 % 4 4 % 2 9 % 3 0 % 2 9 % 3 0 % 3 0 % 3 0 %

Representative Family Consists of a Single Mother and Two Children Aged One and Three
"NW": Mother does not work; "$5 15-PT": Mother works 20 hours per week earning $5 15 per hour: All other wage levels assume 40 hour 
workweeks



payoff'penalt>' to m arriage. Tables 3-3 and 3-4 present the calculations that form the basis 

for the diagram.

.\s  Figure 3-6 illustrates, the existence o f  a m arriage payoff penalty depends on 

the m other's earnings. W hen the m other does not work, the fam ily 's resources equal 

S 1.821 if  the couple is m arried, and they equal S I.429 if  they cohabit. This translates into 

a $392 m arriage payo ff each m onth. This payoff is due to the tax treatm ent o f  the father's 

income. W hen the couple is m arried and the m other does not work, the family pays no 

net federal tax^ and only S 16 each month in a state tax. W hen the couple cohabits and the 

m other does not w ork, the fam ily pays S I20 m onthly in net federal tax and S44 in state 

tax. .Additionally, the couple receives an EITC benefit equal to S245 w hen m arried that 

they will not receive if  they cohabit.^

W hen the m other w orks full-tim e, the fam ily 's resources total S I .443 if the couple 

is m arried, and they total S I .584 if  they cohabit. Thus, the family faces a marriage 

penalty o f  S 141 per m onth. .Again, this penalty is due to the tax code. The EITC equals 

S56 each m onth i f  the couple is m arried, and equals S318 each m onth if  the couple 

cohabits.'"  The cohabiting couple receives a larger benefit because the calculation only 

considers the m other's  earnings. .At a full-time m inim um  wage job . the m other reaches 

the plateau portion o f  the EITC. The m arried couple, however, m ust include both 

spouse 's  earnings in the benefit calculation. Consequently, the m arried couple reaches the 

phase-out portion o f  the EITC. thereby receiving a sm aller credit. The net federal taxes

" Net Federal Tax equals Federal Tax Less Childcare Tax Credit and Child Tax Credit. Net Federal Tax 
does not include the Earned Income Tax Credit. The EITC is treated separately in the analysis.
" These EITC calculations assum e the father never takes the EITC. The m other always claim s the children 
as dependents, and always takes the EITC. I f  the father takes the EITC in this instance, the benefit would 
equal S245. the sam e as if  the couple m arried. Thus, the marriage payoff would equal SI 47.

Note that there is no reason for the father to claim the EITC in this case. The family receives the largest 
EITC benefit if  the m other claims the credit.
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do m itigate the EITC effect som ew hat as m arried couples pay S I 20 less than cohabiting 

couples each month.

The EITC continues to create a m arriage penalty as the m other earns m ore. If  the 

couple IS m arried, the EITC phases-out when the m other earns above $ 6  per hour. If the 

couple cohabits, however, the EITC does not phase-out com pletely until after the 

m other’s hourly wage exceeds S14 per hour. Thus, at hourly wages up to S14 the EITC 

contributes to the marriage penalty. Unlike the case where the m other earned S5.15 per 

hour, the net federal and state taxes are less favorable to m arried couples as the m other 

earns more. If  the m other earns SIO per hour, the net federal and state taxes are nearly 

identical when the couple is married as to when they cohabit. I f  the m other earns more 

than SIO per hour, the net federal and state taxes also contribute to the m arriage penalty ."

Because the marriage payoff penalt) depends on the m other's earnings, the 

m other’s m arriage decision could affect her labor supply choice, and \  ice versa. 

Interestingly, if  the couple is m arried, the fam ily’s total resources actually decline as the 

m other increases labor supply. When the m other does not work, the fam ily receives 

S I .821 in total resources. This num ber falls to S I .773 if  the m other works part-tim e, and 

to S I .443 if  the m other works full-time. This corresponds to an effective M TR o f  111% 

as the m other m oves from not working to part-tim e work, and an effective .VITR o f  174% 

as the m other m oves from part-tim e to full-time work. The cause o f  the high M TR s is the 

increase in childcare costs as the m other goes to work coupled with the decline in Food 

Stamp. Housing, and EITC benefits. I f  the m other does not work, the fam ily faces no 

childcare costs. I f  the m other works full-time, the m arried couple does not qualify  for a

' ‘ This result is dependent upon the father’s wage. I f  the father earns m ore, the breakeven point, w here net 
federal taxes for married and cohabiting couple are equal, tends to rise as well.
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childcare subsidy, and therefore m ust absorb all the childcare costs.'"  . \ s  a result, a 

m arried m other with children faces a large disincentive to increasing her labor supply at a 

m inim um  wage job.

The interaction between labor supply and the m am age payoff penalty com plicates 

the com putation o f  the m arriage incentives. One cannot sim ply equate the m arriage 

payoff'penalty  and m arriage incentives. The m arriage payoff'penalty  com puted above 

holds the earnings o f  the m other constant. C learly, this is an im plausible assum ption. If  

the parents m arr\ . the m other may choose not to work because o f  the high .\lTR s. If  the 

parents cohabit, the m other may choose to work full-time. In order to calculate the 

m arriage incentive, one m ust com pare the fam ily 's  total resources while married, w ith the 

appropriate labor supply choice, to the fam ily’s total resources while cohabiting, w ith the 

appropriate labor supply choice. The difference in utility between these two calculations 

equals the m arriage incentive.

Figure 3-6 illustrates the differences in total resources when the couple m arries 

and when they cohabit. However, these are not the only two options available to couples. 

Besides m anning  and cohabiting, the couple could choose to live apart and m aintain 

separate residences. The couple could also choose to cohabit and conceal the incom e and 

presence o f  the father from the tax and transfer agencies. The benefits com putations are 

identical for both o f  these possibilities. The only difference is that w hen living apart, the 

couple m ust finance two separate hom es. W ith clandestine cohabitation, the couple 

resides in the same hom e, and faces the sam e household expenses as couples that are 

m arried or report cohabitation. Edin (1991) and Blank (1997) provide support that

The cohabiting couple does not qualify for a childcare subsidy either. However, this negative etTect is 
offset by the EITC bonanza discussed previously.
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unreported incom e and cohabitation is com m on am ong transfer recipients. For these 

reasons, this study focuses on unreported cohabitation. Figure 3-7 com pares the fam ily 's 

total resources when the couple m arries, reports cohabitation, and does not report 

cohabitation. Table 3-5 reports the calculations that form the basis for the unreported 

cohabitation colum ns in Figure 3-7.

The most striking result is that a family is alw ays at least as well o ff  financially  by 

not reporting cohabitation. This creates a strong incentive for the parents to en ter into an 

unreported cohabiting relationship. Likewise, it creates a strong disincentive for the 

m other to m any the father o f  her children. W hen the m other does not work, the m other, 

father and two children have com bined total resources equal to S2.291. This com pares to 

the fam ily 's  resources o f  S I .821 if  the parents m any . This translates into a m arriage 

penalty o f  $470 each month.

The additional total resources available to the family when the parents 

clandestinely cohabit are m ainly due to the receipt o f  transfer benefits. I f  the m other does 

not work and does not report cohabiting w ith the father, the family qualifies for S292 o f 

T.A.NF. S282 o f  Food Stam ps. S207 o f  M edicaid, and S404 o f  Housing Subsidies. I f  the 

m other m arries the father, she receives SO o f  T.A.NF. SI26 o f  Food Stam ps. S121 o f  

M edicaid, and S76 o f  Housing Subsidies. Even favorable treatm ent in the tax  code for 

m arried couples cannot offset the additional benefits from unreported cohabitation.

If the m other works full-tim e at m inim um  wage, the m arriage penalty  becom es 

m ore obscene. In this case, the fam ily 's resources total S2.663 if  the parents do not report 

cohabitation, they total S 1.443 i f  the parents m arry, and they total S I .584 i f  they  report 

cohabitation. In th is exam ple, the couple faces a  "reporting penalty" equal to  S I .079
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Table 3-5 Benefit Calculations for a Representative Family - Cohabitation Unreported

o \

N W $ 5 . 1 5  P T $  5 . 1 5
Mother’s Hourly Wage 

$  6 . 0 0  $  7 . 0 0  $  8 . 0 0 $  9 . 0 0 $ 1 0 . 0 0 $ 1 1 . 0 0
I n c o m e 1 3 8 7 1 8 3 3 2 2 7 9 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 0 3 2 9 3

F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 4 5 1 7 1 1 9 8 2 2 3
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 2 6 4 4 4 6 4 8
L e s s :  C h i l d  T a x  C r e d i t 0 0 0 0 0 0 8 3 2 5 5

N e t  F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0

S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 6 4 7 2 8 1 9 2
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 5 9 9 1 0

N e t  S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 5 8 6 3 7 2 8 2

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 0 3 2 6 8 1 0 7 1 5 0 1 7 6 1 9 2 2 0 9

W o r k  E x p e n s e s 6 7 1 0 1 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 1 0 6 1 4 0 1 7 4 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 1 0 5 0 1 4 2 8 1 7 7 0 1 8 6 7 1 9 8 4 2 0 9 9 2 2 2 9 2 3 6 4 2 4 9 7
T A N F 2 9 2 1 2 9 0 0 0 0 0 0 0
F o o d  S t a m p s 2 8 2 2 2 3 1 6 5 1 4 0 1 1 0 8 1 4 8 1 1 0
M e d i c a i d 2 0 7 2 0 7 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1 1 2 1
H o u s i n g  S u b s i d i e s 4 0 4 3 1 9 2 3 4 2 0 0 1 6 0 1 2 1 7 7 3 0 0

W I G 5 6 5 6 5 6 5 6 5 6 5 6 5 6 5 6 5 6
E I T C 0 1 7 9 3 1 8 3 1 8 2 8 1 2 4 5 2 0 8 1 7 1 1 3 5

T o t a l  R e s o u r c e s 2 2 9 1 2 5 4 2 2 6 6 3 2 7 0 2 2 7 1 1 2 7 2 3 2 7 3 8 2 7 5 2 2 8 0 8
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 4 4 % 7 3 % 7 3 % 9 5 % 9 3 % 9 2 % 9 2 % 6 7 % 3 0 1 %

Representative Family Consists o f a Single Mother and Two Children A ged One and Three
"NW": Mother does not work: “$5 15-PT": Mother works 20 hours per w eek earning $5 15 per hour. All other wage levels assum e 40 hour
w orkweeks



Table 3-5 (cent.) Benefit Calculations for a Representative Family • Cohabitation Unreported
Mother's Hourly Wage

$ 1 2  0 0 $  1 3 . 0 0 $ 1 4 . 0 0 $ 1 5 . 0 0 $ 1 6 . 0 0 $ 1 7 . 0 0 $ 1 8 . 0 0 $ 1 9 . 0 0 $ 2 0 . 0 0
I n c o m e 3 4 6 7 3 6 4 0 3 8 1 3 3 9 8 7 4 1 6 0 4 3 3 3 4 5 0 7 4 6 8 0 4 8 5 3

F e d e r a l  I n c o m e  T a x e s 2 4 9 2 7 5 3 0 1 3 2 8 3 5 3 3 7 9 4 0 5 4 3 1 4 5 8
L e s s :  C h i l d c a r e  T a x  C r e d i t 8 8 8 4 8 0 8 0 8 0 8 0 8 0 8 0 8 0
L e s s  C h i l d  T a x  C r e d i t 4 2 7 1 8 3 8 3 8 3 8 3 8 3 8 3 8 3

N e t  F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 3 8 1 6 4 1 9 0 2 1 6 2 4 2 2 6 8 2 9 4

S t a t e  I n c o m e  T a x e s 1 0 2 1 1 3 1 2 5 1 3 7 1 4 8 1 6 0 1 7 1 1 8 3 1 9 5
L e s s :  C h i l d c a r e  T a x  C r e d i t 1 8 1 7 1 6 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 8 4 9 6 1 0 9 1 2 1 1 3 2 1 4 4 1 5 5 1 6 7 1 7 9

C h i l d c a r e  C o s t s 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

W o r k  E x p e n s e s 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 2 6 5 2 7 8 2 9 2 3 0 5 3 1 8 3 3 2 3 4 5 3 5 8 3 7 1

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k  E x p e n s e s 2 0 8 4 2 2 3 2 2 3 6 2 2 4 8 4 2 6 0 7 2 7 2 9 2 8 5 1 2 9 7 3 3 0 9 5
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 0 0 0 0 0 0 0 0 0
M e d i c a i d 1 2 1 0 0 0 0 0 0 0 0
H o u s i n g  S u b s i d i e s 1 0 2 5 0 0 0 0 0 0 0 0
W I C 5 6 0 0 0 0 0 0 0 0
E I T C 9 8 6 2 2 6 0 0 0 0 0 0

T o t a l  R e s o u r c e s 2 4 6 1 2 3 4 5 2 3 8 7 2 4 8 4 2 6 0 7 2 7 2 9 2 8 5 1 2 9 7 3 3 0 9 5
E f f e c t i v e  M a r g i n a l  T a x  R a t e s 1 6 7 % 7 6 % 4 4 % 2 9 % 3 0 % 2 9 % 3 0 % 3 0 % 3 0 %

Representative Family Consists o f a Single Mother and Two Children Aged One and Three
"NW”: Mother does not work; "$5.15-PT": Mother works 20 hours per w eek earning $5 15 per hour. All other wage levels a ssum e 40 hour
workweeks



m onthly, and a m arriage penalty o f  S I .220 m onthly. The reporting penalty equals the lost 

resources if  the couple chooses to report the father’s presence to authorities. C learly, 

when the m other works full-tim e there is a large incentive to conceal the presence o f  the 

father. Likewise, there is little financial incentive for the m other to m any the father o f  her 

children. By concealing the father’s presence in this case, the family can increase their 

total resources by 84%  com pared to m arriage.

Like the case where the m other does not work, the m arriage penalty when the 

m other w orks full-tim e at m inim um  wage is due to the receipt o f  some transfer benefits. 

By not reporting cohabitation, the family receives SI 65 o f  Food Stam ps. S234 o f  Housing 

Subsidies, and S 318 in EITC. This com pares to S25 o f  Food Stam ps. S42 o f  Housing 

Subsidies, and S56 in EITC for the couple i f  m arried. .Also, the family receives S25 o f 

Food Stam ps. S42 o f  H ousing Subsidies, and S318 in EITC if  the couple reports 

cohabitation. Note that these are all federal program s, which produce sim ilar incentives in 

other states as well.

The largest single contributor, however, to the m arriage penalty is O klahom a’s 

Childcare subsidy program. W ith unreported cohabitation, the family pays only a S32 

copay for S779 o f  childcare costs. This am ounts to a childcare subsidy o f  S747 each 

m onth. W hen the couple m arries o r reports cohabitation, the family does not qualify  for a 

subsidy, and therefore m ust pay the full cost o f  childcare. S779. Thus. O klahom a’s 

childcare subsidy program  creates a $747 difference in family resources betw een couples 

who do not report cohabitation and couples that m arry.

As o f  July 1999. O klahom a’s childcare subsidy program  considered the incom e o f  

a  cohabiting or m arried m ale only if  he was the biological father o f  the children. I f  the
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cohabiting o r m arried male was not the biological father o f  the children, the incom e was 

not included. This discrepancy in the treatm ent o f  a cohabiting/'married m ale leads to 

different m arriage incentives if  the male is not the biological father o f  the children. 

Figure 3-8 presents the total resources com parisons when the male is not the biological 

father o f  the children. Notice that the m arriage disincentive shrinlvS dram atically. In this 

case, the fam ily faces the same childcare costs regardless o f  family structure.

Figure 3-8 is not ju st illustrative o f  som e cases in Oklahom a: it has national 

im plications as well. Since the m arriage penalty from the childcare subsidy program does 

not exist w hen the male is not the biological father o f  the children, the m arriage penalty 

depicted in Figure 3-8 is due solely to Food Stam ps. Housing Subsidies, and the EITC. 

Recipients nationw ide face the m arriage penalties inherent in these program s. W hether or 

not the m ale is the biological father o f  the children, does not influence the benefit 

calculations for these programs. For these national program s, couples w ith unreported 

cohabitation and a m other that works full-tim e at m inim um  wage receive an additional 

S I40 o f  Food Stamps, an extra S i92 o f  Housing Subsidies, and an additional S262 in 

EITC com pared to couples who are m arried. These marriage penalties are identical to 

those found for these program s when the male is the biological father o f  the children.

V. Conclusion and Hypotheses

This chapter m odeled the com plex interactions between the various public 

assistance program s in O klahom a as o f  July 1999. Generally, the study found that by 

including a m ore com prehensive set o f  program s, including som e state-specific program s 

ignored in o ther studies, the effective M TRs are higher than most o f  those reported
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elsew here. .Additionally, the state-specific program s, like childcare subsidies, have a large 

im pact on the M TRs faced by a m other. .Also, this chapter isolated the im pact o f  each 

program  in order to determ ine the work disincentives created by each henetlt. Finally, by 

com paring the fam iK 's  resources when the adults are m arried to the resources when the 

adults do not report cohabitation, this study finds the tax and transfer system  generates 

larger m arriage penalties than those reported elsewhere. Because federal program s create 

som e o f  these results, and because all states currently em ploy childcare subsidy 

program s, these findings apply to other states as well.

The preceding analysis allow s the author to derive som e testable hypotheses about 

work and m arriage behavior. As m entioned earlier, the structure o f  the housing subsidy 

program  creates incom e and substitution effects that com bine to unam biguously 

discourage work. C onsequently, i f  the receipt o f  housing subsidies is exogenously 

determ ined— and this study provides evidence in Chapter Four to support this 

supposition— then these two hypotheses should be valid:

1. T.ANF recipients who concurrently receive housing subsidies have low er labor force 

participation rates than T.ANF recipients who do not receive housing subsidies, 

holding other factors constant.

2. T.ANF recipients who concurrently receive housing subsidies will have lower 

earnings than T.ANF recipients who do not receive housing subsidies, holding other 

factors constant.

These hypotheses form the basis o f  the empirical analysis o f  C hapter Four. L sing the 

T.ANF population for the sam ple provides several benefits. First, state adm inistrative data 

is available containing inform ation on the earnings and dem ographic characteristics o f
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the TANF population. Second, the test allow s one to indirectly test for the impact o f  a 

low er M TR in the presence o f  T.ANF work requirem ents.

The tlndings from this chapter also lead to a testable hypothesis on the m arriage 

incentives. In (October 1444. the state o f  O klahom a changed its guidelines tor the 

treatm ent o f  incom e from a m ale in the household who is not the biological father o f  the 

children. .As o f  O ctober 1499. the benefit calculations for the childcare subsidy will 

consider the incom e o f  a cohabiting 'm arried  male. I f  the incentives do intluence m arriage 

and labor m arket behavior then these following hypotheses are valid;

1. The com bined m arriage.cohabitation rate among women with children receiving 

childcare subsidies will decline after O ctober 1999. holding o ther factors constant.

2. M arried w om en with children receiving childcare subsidies will decrease their labor 

supply after O ctober 1999, holding o ther factors constant.

These hypotheses form the basis for future research.
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Chapter 4

The Effectiveness of TANF Financial Work Incentives 
In the Presence of Work Requirements

Since the joint use o f  work requirem ents and financial incentives is a relatively 

new developm ent in w elfare policy, previous research on the labor supply im pacts o f 

financial incentives may not be as applicable today. .As Chapter One showed, the M FIP 

study is the only study that exam ined the labor supply effects stem m ing from the jo in t 

use o f  work requirem ents and financial incentives. M FIP was a random ized experim ent 

where participating individuals were divided into one o f three groups. One group faced 

financial incentives and w ork requirem ents, a second group received financial incentives 

only, and the control group participated in the traditional transfer program s. M FIP 

researchers found that financial incentives used alone significantly increased labor force 

participation, but had no impact on earnings. The study also found that work 

requirem ents, conditional on the presence o f  financial incentives, significantly increased 

both labor m arket participation and earnings (Berlin 2000).

The M FIP study, however, was not designed to estim ate the impact o f  work 

requirem ents alone or the effect o f  financial incentives conditional on the presence o f  

work requirem ents. This inform ation is m ost relevant to state policym akers today. 

C urrent T.ANF rules force states to impose work requirem ents, but give states the 

fiexibility to im plem ent financial incentives. The relevant question for state policym akers 

is; ll'hat is the effect o f  financial incentives conditional on the presence o f  work 

requirem ents?

This chapter seeks to address this question so that state policym akers can better 

choose an optim al m ix o f  transfer program s. This chapter conducts an em pirical analysis
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on the etTeciiveness o f  financial incentives in the presence o f  work requirem ents, by 

exam ining the response o f  T.ANF recipients in Oklahom a to higher effective tax rates. 

The layout o f this chapter is as follows. Section 1 presents the hypotheses tested in this 

chapter. Section 11 describes the data and specification em ployed in this study. Section 111 

discusses the assum ption that the receipt o f  federal housing subsidies is exogenously 

determ ined for this sample. Section IV presents the empirical results and analysis. 

Section V provides some concluding rem arks.

I. Testable Hypotheses

One approach that captures the effectiveness o f  financial incentives in the 

presence o f  work requirem ents involves exploiting differences in the com bined M TR. 

o f  T.ANF recipients that stem from differences in participation in the federal housing 

subsidy program . Table 4-1 presents calculations o f  total income and r, at d ifferent labor 

supply levels for a representative family in Oklahoma. The family consists o f  a single 

m other with two young children who receive T.ANF. Food Stamps. M edicaid. Child-C are 

Subsidies, and the Earned Incom e Tax C redit (EITC). The m other receives a m arket 

w age equal to the federal m inim um  w age o f  S5.15 per hour. The fam ily 's  total incom e 

equals the sum o f  after-tax earnings and the value o f  all the benefits the fam ily receives. 

.Also.

A Total Income 
I =  1 -------------------------------------------------- .

A E arned  Income

The /, at 0 hours represents the tc faced by the family if  the single m other increased her 

labor supply to 20 hours per week. Likew ise, the tc at 20 hours represents the A faced by 

the fam ily if  the m other increased her labor supply to 40 hours per week.
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Table 4-1

Single Mother with One Child

T o t a l  i n c o m e '

C o m b i n e d  T a x  R a t e  ( f c )

T o t a l  i n c o m e *

C o m b i n e d  T a x  R a t e  ( t j

Comparison of Income and Tax Rates 
(Housing Subsidy Recipients vs. Non-recipients)

Mother's Labor Supply Per Week 
0 Hours 20 Hours 40 Hours

W i t h o u t  F e d e r a l  H o u s i n g  S u b s i d y  

S 6 3 0  S S 9 6  S I  1 3 0

1 8 %  7 0 %
W i t h  F e d e r a l  H o u s i n g  S u b s i d y  

S I , 0 1 8  S 1 . 2 3 9  S 1 . 2 9 2

5 1 %  8 8 %

Single Mother with Two Children

T o t a l  I n c o m e *

C o m b i n e d  T a x  R a t e  ( t c )

T o t a l  I n c o m e *

C o m b i n e d  T a x  R a t e  ( t c )

0 Hours 20 Hours 40 Hours
W i t h o u t  F e d e r a l  H o u s i n g  S u b s i d y  

S 8 2 8  S I . 2 0 4  S I . 3 8 1

1 6 %  6 0 %
W i t h  F e d e r a l  H o u s i n g  S u b s i d y  

S I . 1 8 5  S I . 4 3 6  S I . 5 5 7

4 4 %  7 3 %

Single Mother with Three Children

T o t a l  I n c o m e *

C o m b i n e d  T a x  R a t e  ( W

T o t a l  I n c o m e *

C o m b i n e d  T a x  R a t e  ( t c )

0 Hours 20 Hours 40 Hours
W i t h o u t  F e d e r a l  H o u s i n g  S u b s i d y  

S I . 1 2 6  S I . 4 7 1  S I . 7 0 2

2 3 %  4 8 %
W i t h  F e d e r a l  H o u s i n g  S u b s i d y  

S I . 4 5 4  S I . 7 0 5  S I . 8 8 9

4 4 %  5 9 %
t  Includes Eamings. TANF. Food Stamps. Medicaid. Child-Care Subsidies. EITC. Federal and 
State Taxes
$  Includes Earnings. TANF. Food Stamps. Medicaid. Child-Care Subsidies. EITC. Federal and
State Taxes, and Federal Housing Subsidies
Family Resides in a Two-Bedroom Apartment in Oklahoma County

Because o f  the NIT design o f  housing subsidies, at ail labor supply levels the 

family has higher total incom e and higher tc when receiving housing assistance. These 

results arerobust to other fam ily scenarios as well as o ther com binations o f  program s. 

Thus. TA N F recipients who also receive housing assistance receive a  higher G  and face a 

higher tc than T.ANF recipients who do not receive housing assistance. Because o f  this.
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the incom e and substitution effects unam biguously discourage work for TANT recipients 

who also receive housing assistance com pared to TANF recipients who do not. This 

study exploits the variation in housing subsidy participation to determ ine the im pact o f 

this work disincentive on labor supply. To accom plish this feat, this study assum es that 

the receipt o f  housing assistance is exogenously determ ined.’ Using eam ings as a proxy 

for labor supply, the tw o hypotheses tested in th is chapter are:

1. T.-W F recipients who concurrently receive federal housing assistance should have 

a lower probability o f  w orking than T.ANF recipients who do not receive federal 

housing assistance: and

2. T.ANF recipients who concurrently receive federal housing assistance should have 

low er levels o f  eam ings than T.ANF recipients who do not receive federal housing 

assistance should*.

These hypotheses do not directly address the impact o f  work requirem ents on 

financial incentives. Since all T.ANF recipients face work requirem ents, however, these 

hypotheses do address the effect o f  both a higher G  and in the presence o f  w ork 

requirem ents. If  housing subsidies negatively affect labor supply for T.ANF recipients, 

then there are three possible explanations:

1. The higher G  associated with housing subsidies decreases labor supply: or

2. The higher associated w ith housing subsidies decreases labor supply: or

3. Both the higher G  and decrease labor supply.

I f  housing subsidies do not negatively affect labor supply for T.ANF recipients, then there

' This study provides evidence to support this claim below.
* Note that a  recipient may fulfill the TANF work requirem ent by doing unpaid work like jo b  search and 
training. Thus, they may satisfy the work requirem ent, but have zero eamings. For the em pirical analysis, 
such a w orker is considered to  be not working or not em ployed.
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is only one explanation, neither the higher G nor the higher ic associated w ith housing 

subsidies decreases labor supply. Conversely, a  low er (increased financial incentives) 

in the presence o f  work requirem ents does not increase labor supply. Thus a finding that 

housing subsidies do not negatively impact labor supply for T.-WF recipients would 

suggest that increased financial incentives in the presence o f  work requirem ents are 

ineffective at increasing labor supply for the population o f  T.ANF recipients.

One concern about these hypotheses stems from  the valuation o f  in-kind housing 

benefits. .A recipient views an in-kind benefit as equivalent to a cash benefit o f  the sam e 

m agnitude i f  the recipient makes the same consum ption choices as he she would w ith the 

cash benefit. On the other hand, if  the in-kind benefit distorts the consum ption choices, 

then the recipient must value the in-kind benefit less than cash. .-\s Leonisio (1988) 

shows, the lesser valuation o f an in-kind program  reduces the resulting work 

disincentives. The size o f  the impact, however, is m uch less clear. G enerally, as a 

recipient’s incom e increases, the size o f  the in-kind benefit decreases. If  the recipient 

m akes the sam e consum ption choices with the sm aller benefit, then the recipient m ust 

divert other cash incom e to offset the decreased benefit. In this case, the recipient values 

the in-kind benefit equal to cash over the relevant range. However, i f  the recipient 

reduces his- her consum ption in response to the low er benefit, then the lost total incom e is 

not as large as the benefit reduction. In this case, the in-kind benefit is not equivalen t to 

cash, and effectively results in the recipient facing a low er t.

M ichael M urray (1994) estim ated the im pact o f  in-kind transfers on the  i that 

recipients face. He found that in-kind transfer program s distort consum ption choices, and 

result in sm aller work disincentives than equivalent cash program s. This includes an
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effectively lower G  and t. He also found, however, that the statutory I 's are still more 

im portant than the valuation o f  the benefit in determ ining the financial incentives the 

recipients face. Specifically, he found that welfare recipients who also receive housing 

benefits face a higher t than welfare recipients who do not concurrently receive housing 

benefits do. Thus according to this finding, the hypotheses presented in this section are 

valid tests o f  financial incentives even if  recipients do not value housing subsidies equal 

to cash.

II. Data and Specification

Due to a unique characteristic o f  the housing subsidy program  in both O klahom a 

City and Tulsa as o f  July 1999. the sam ple consists only o f  T.ANF recipients from these 

two cities. Using the O klahom a Departm ent o f  Human Services lO K D H S) adm inistrative 

database, the author collected inform ation on all active Oklahom a T.ANF recipients as o f  

July 1999 who were female household heads. This database contains inform ation on the 

rec ip ien t's  eam ings. the recipient's dem ographic inform ation, and whether the recipient 

receives a federal housing subs'dy. To ensure that all included recipients face the sam e 

work requirem ents, the sam ple includes only T.ANF required work participants. Some 

individuals are tem porarily exem pt from the T.ANF work requirem ent due to the presence 

o f  a  young child. The sam ple excludes these individuals. Finally, the sam ple includes 

only those families w ith three or fewer children. These fam ilies com prise a  large m ajority 

o f  T.ANF families.

As m entioned in C hapter Three, the work incentives faced by a single m other 

varv with the num ber o f  children. Because o f  this variabilitv in work incentives, the
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author conducts separate analyses for fam ilies with one child, tw o children, and three 

children, in addition to an analysis pooling fam ilies from all three groups. There are 1270 

observations for fam ilies with one child. 1125 observations for fam ilies with two 

children, and 720 observations for tam ilies w ith three children.

The author im plem ents a probit analysis to estim ate the impact o f  housing 

assistance on the probability o f  working, and a tobit analysis to estim ate the im pact o f  

housing assistance on eam ings. Table 4-2 contains detailed descriptions o f  each variable 

em ployed in the regressions, and Table 4-3 lists the mean and standard deviation o f  each 

variable included in the analysis. For each sam ple, there are four different estim ated 

m odels. .Model O ne is the base model. Besides a dum m y variable indicating the receipt o f  

housing subsidies, the base model includes dem ographic variables that could influence 

the probability o f  working. Such variables include the recip ien t's age. education, race, 

and city.

Model Two includes the base m odel and som e additional variables capturing the 

im pact o f  children on labor market behavior. The studies on the labor supply effects o f  

childcare assistance tend to find that fam ilies w ith \ e r \  young children have low er levels 

o f  labor supply. Because the presence o f  young or old children m ay change the job  

opportunities available to the recipient, this m odel includes three dum m y variables for the 

presence o f  young children, old children, and an interaction term, respectively.

M odel Three includes the base m odel as well as som e additional variables, which 

control for any unobservable characteristics o f  the recipients that m ay influence labor 

m arket behavior. Som e recipients may have som e unobservable characteristics that m ight 

lead to a spurious correlation betw een receipt o f  housing assistance, and the probability
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Tuble 4-2 Définition o f  \ 'ariohles

U io

Dependent Vuriuhles
Employed: A dummy variable used iu I’robil regiessinus wbieb lakes ibe value nl 1 il "barued Ineume" is greater limn

0 .
Earned Income: Variable used in die I obil regression, measured in monthly dollar amounts.

Independent Variables
Af>e: Age ol'ihe I'emale head oi'household, measured in years.
African-American: A dummy variable which takes the value ol I il the head oThousehold is an AlVican-American.
Other Race: A dummy variable which takes the value ol I if the head ok household is ol any other race Included in this

category are Asian-Americans, American Indians, and lli.spanic Americans.

Diploma: A dummy variable which lakes the value ol I if the lemale head o f household has a high school diploma or
a 0 1 :1)

Housing: A dummy variable which takes the value ol I if the family receives federal housing assistance.
OKC: A dummy vitriablc which lakes the value o f  1 if ihe family resides in Oklahoma City. This variable is only

used in Ihe legressions pooling the OKC and Tulsa samples.
Number of Children: A discrete variable equal to the number o f  children in the family. I or this sample, this variable only takes 

Ihe value o f one, two, or three. This variable is only used in Ihe regressions pooling all families.

Young Children: A dummy variable w iiich lakes ihe value o f I if one olThe children is less than 5 years old.
Older Children: A dummy variable w hich takes the value o f I if one ol the children is older lhan 12 years old
Young iS Older Children: A dummy interaction variable which takes the value o f  I if one o f the children is less than 5, and one 

of the children is older than 1 2 .

Current Spell: Variable which measures the length o f the current I ANI /AI DC "spell". I bis variable is measured in
months.

Cttrrent Spell-Squared: Quadratic term w hich equals the current spell length squared.
Current Spell*llousing: An interaction term w hich equals the product o f  current spell length and the H ousing dum m y variable



Table 4-3 Sample Summary Statistics
Variable MEAN ST. DEV Models

E m p l o y e d 0 . 2 3 6 0 . 4 2 4 8 6 P r o b i t
E a r n e d  I n c o m e 1 5 4  8 5 0 3 2 3 . 5 8 T o b i t
O K C 0  7 4 8 0  4 3 4 0 5 -

N u m b e r  o f  C h i l d r e n 1  8 2 3 0  7 7 9 6 6 —

H o u s i n g 0  3 9 5 0  4 8 8 9 7 1 . 2 . 3 4
A g e 2 9 . 1 3 8 8 . 3 6 5 3 1 . 2 . 3 . 4
A f n c a n - A m e n c a n 0 . 5 8 7 0 4 9 2 3 7 1 . 2 . 3 . 4
O t h e r  R a c e 0 . 0 8 8 0 . 2 8 2 8 2 1 . 2 . 3 . 4
D i p l o m a 0 . 5 4 1 0 4 9 8 3 8 1 . 2 . 3 . 4
Y o u n g  C h i l d r e n 0 . 5 7 7 0  4 9 4 1 8 2 . 4
O l d e r  C h i l d r e n 0 . 2 1 2 0 4 0 8 4 8 2 . 4
Y o u n g  &  O l d e r  C h i l d r e n 0 . 0 2 2 0 . 1 4 5 1 2 . 4
C u r r e n t  S p e l l 1 4  4 5 0 2 5 8 5 8 3 . 4
C u r r e n t  S p e l l - S q u a r e d 8 7 7 . 2 3 0 4 1 3 8  4 3 . 4
C u r r e n t  S p e l l  *  H o u s i n g 6 . 7 3 3 1 9 4 2 3 . 4

o f  working. The author uses three variables derived from the length o f  the current TA NF 

spell to attem pt to control for the unobservable characteristics. Recipients in the m idst o f  

a  long TANF spell m ay have a different w illingness to enter the workforce than recipients 

on short spells. To capture this potential effect, this model includes variables for the 

length o f  the current TANF spell, a  quadratic term , and an interaction term betw een the 

current T .\N F  spell length and housing receipt. Finally. .Model Four includes all o f  the 

explanatory variables. Note that because o f  the interaction term between housing and 

current spell length that appears in M odels Three and Four, the total im pact from  

receiving housing assistance is estim ated by the sum  o f  the housing and interaction term  

variables.

Hi. Endogeneity Issues

These testable hypotheses raise an im portant econom etric concern that needs to be 

addressed in order for any em pirical test to be valid. The use o f  differences in program
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participation as a source o f  variation raises the possibilité' o f  a  self-selection problem . The 

self-selection problem  arises when individuals choose to participate in a program , thereby 

m aking program  participation endogenous. One can correct for this problem  b> jo in tly  

m odeling the labor supply and participation decisions. However, since the participation 

decisions are b inaiy . estim ation requires the com putation o f  m ultiple probit integrals. 

U nfortunately, with m any different program s interacting in com plex ways, the problem  

quickly becom es intractable.

However, there are reasons to believe that the endogeneity concerns are less 

applicable to the housing subsidies exam ined in this study. Unlike other in-kind transfer 

program s, federal housing subsidies are not an entitlem ent because there is not enough 

assistance available to provide for all the applicants. Consequently, the housing 

authorities ration the housing benefits. To determ ine whether the rationing process results 

in an exogenous sorting o f  T.ANF recipients one must determ ine w hether any factors 

influencing the selection o f  an individual to receive housing subsidies are correlated  with 

labor m arket outcom es. If  there is such a correlation, then the rationing process would 

lead to a spurious correlation betw een the receipt o f  housing assistance and labor m arket 

outcom es, thereby producing biased regression estimates o f  the housing effect. Thus, it is 

im portant to exam ine the rationing process in order to interpret the em pirical results o f  

this chapter.

Telephone interviews w ith s ta ff  from both the O klahom a City and Tulsa H ousing 

.Authorities, w hich adm inister federal housing subsidies, indicate a  unique rationing 

process in place as o f  July 1999. In both locales, the housing authority uses w aiting lists 

to ration the lim ited subsidies. They then award the subsidies based on the placem ent o f
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applicants in  the queue. For potential recipients, the hard part is getting on the waiting 

lists. B oth the O klahom a City and Tulsa Housing A uthorities often close their w aiting 

lists to new applicants, thereby keeping the applicants o f f  the lists. W hen the waiting lists 

shrink, the housing authorities open up the lists again for m ore applicants. The housing 

authorities do not announce the openings and closings to the public, and thus potential 

recipients are unaw are when the list will open again. I f  a  potential recipient happens to 

apply during  the “open" period, they are placed on  the lists. This rationing process sorts 

the potential housing subsidy recipients, including som e into the program , and excluding 

others from it. The key to determ ining into w hich group an applicant falls is sim ply the 

tim ing o f  the application. If an applicant applies on a good day. they are included. On a 

bad day. they are excluded. This rationing process increases the likelihood that 

participation in the housing subsidy program  in these locales is not endogenously 

determ ined.

The rationing process in Oklahom a City and Tulsa w orks to lim it the ability o f  

individuals to choose to participate in the program , as the housing authorities restrict 

access. However, in order to receive subsidies, an individual m ust first choose to apply. 

C onsequently , the rationing process alone does not com pletely elim inate the choice to 

participate. .Although as shown in Table 4-1. the receipt o f  housing assistance increases 

total resources for all eligible families. Since all individuals in the sam ple are T.ANF 

recipients, therefore eligible for housing subsidies, all individuals in this sam ple can 

increase total incom e by participating in the housing assistance program .

Even though all T.ANF recipients can potentially receive a financial payo ff to 

applying for housing assistance, not all TA N F recipients will necessarily apply w ith
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equal zeal. Potential recipients will attem pt to  apply for housing subsidies (and continue 

applying) as long as the expected gain from applying exceeds the expected costs. The 

expected gain depends upon the size o f  the benefit and the probability o f  being placed on 

the waiting lists. The expected costs depend on the disutility each individual receives 

from the effort required to apply for assistance. Thus, individuals w ith a larger expected 

benefit and a sm aller disutilit}- from applying should be more aggressive in applying for 

housing assistance. Individuals that are m ore aggressive and attem pt to apply m ore often 

are more likely to eventually apply during an "open" period. Thus, these individuals have 

a higher probability  o f  receiving housing assistance.

It is conceivable that the factors influencing individuals to apply m ore frequently 

are correlated w ith labor market outcom es. Since individuals with the lowest eam ings 

potential w ill receive larger lifetime housing benefits, ceteris paribus, those individuals 

may apply m ore frequently. Thus, those individuals who receive housing subsidies would 

have lower eam ings potential than non-housing recipients would. If  true, then there is a 

spurious relationship  between housing assistance and labor m arket outcom es, creating 

biased regression estim ates. In this case, the regression estimates o f  the effect o f  housing 

assistance on labor m arket outcomes would be biased dow nw ard, suggesting that the 

receipt o f  housing assistance has a m ore negative effect on eam ings and labor force 

participation.

It is also conceivable that the bias could run in the other direction. If  the disutility 

derived from applying for assistance is negatively correlated with eam ings potential, then 

the regression estim ates o f  the effect o f  housing assistance would be upward biased. This 

could occur i f  an  individual possesses traits that produce a lower d isutility  from applying
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(i.e. persistence or determ ination), also increase eam ings potential. H ow ever, the 

conventional wisdom  on the direction o f  the bias holds that recipient vs. non-recipient 

com parisons (like the ones used in this study) generally produce regression estim ates o f  

the welfare effect that are biased downward.

To help determ ine if  the rationing process exogenously determ ines the receipt o f  

housing assistance, thereby producing unbiased regression estim ates, this study perform s 

a diagnostic test com paring the characteristics o f  the housing recipients to non-housing 

recipients. Note that this test can only com pare observable characteristics. To the extent 

that there are unobservable differences between housing recipients and non-housing 

recipients, the findings in this chapter are questionable. .-Mthough the inclusion into the 

regression equations o f  variables capturing the current T.ANF spell length, a T.ANF spell 

quadratic term, and a T.ANF spell/housing interaction term, attem pt to control for 

unobservable differences.

If the potential housing recipients were e.xogenously sorted through the unique 

rationing process one would expect that housing recipients should have sim ilar 

characteristics as non-housing recipients. To test for differences betw een the tw o groups, 

one needs to jo in tly  test for differences in the m eans o f  the various dem ographic 

variables. To conduct such a test, the author perform s a Seem ingly Unrelated Regression 

(SUR) estim ation o f  three equations. The com plete model is;

See M offitt (1992). A brief discussion o f  this issue is contained in footnote 11 on pg. 15.
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A ge  = /?o I + /?,, X H ousing + 

Education = /?(,, + , x H ousing  + e ,

IVhile = , + /?! - X H ousing  + £.

Young Children  = / ? , , , -  j x H ousing ^  

Children  = / ? , , . - / ? . <  x H ousing ~ e. 

Young & O lder Children  = -r  ̂x H ousing  -

S'um her o f  Children  = y?,, - + - x H ousing + s~

Current TANF Spell = / ? „ , +  y9,, x H ousing  +

^  • A.I = Ai.: = A  j = Ai.4 “ A.5 ~ A  t) “ A  - = A  » ~ ^

The dependent variables in each equation are age. education, and race o f  the 

TA N F recipient, along with variables capturing the presence o f  young children, older 

children, and young and older children, respectively. Finally, the model includes 

dependent variables for the num ber o f  children and the length o f  the current T.ANF spell. 

The "w hite” variable is set equal to one if  the recipient is C aucasian, and zero otherw ise. 

.All other variables are described in Table 4-2. Each equation only consists o f  a constant 

term  and a  variable for housing receipt. I f  the T.ANF recipient receives federal housing 

assistance, then the housing variable equals one. otherw ise zero. If there are no 

observ able differences in age. education, o r race o f  housing recipients com pared to non

housing recipients, then the estim ated SU R  coefficients o f  the housing variables should 

jo in tly  equal zero. The au thor employed a W ald test to determ ine whether the housing 

coefficients jo in tly  equal zero. The author conducted this test first for the entire sam ple, 

nex t for O klahom a City observations only, and finally for the T ulsa  observations only.

Table 4-4 presents the SU R results and W ald y j  statistics. For the en tire  sam ple, 

the results from the W ald test are highly significant w ith y f  = 114.083. Thus, there  are
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Table 4-4 SU R KstiIllation Resnlls
D e p e n d e n t  V a r i a b l e B o t h  C i t i e s O K C T u l s a

| J ( ) I ' l I I I ) iii jio
A g e 2 9  0 8 8 ' " 0  1 2 7 7 2 8  7 4 1 ' * ' - 0  0 7 9 8 3 0  4 7 2 * * * - 0  1 3 5 5

( 0  1 9 3 ) ( 0  3 0 6 ) ( 0  2 0 9 ) ( 0  3 5 2 ) ( 0  4 5 9 ) ( 0  6 3 7 )

E d u c a t i o n 0  5 3 7 7 " * 0  0 0 9 0  5 3 3 5 * * * 0  0 0 9 0  5 5 4 4 * * * 0  0 0 0 9

( 0 0 1 1 ) ( 0  0 1 8 ) ( 0  0 1 3 ) ( 0  0 2 2 ) ( 0 0 2 6 ) ( 0  0 3 5 )
R a c e 0  3 8 2 2 " * - 0  1 4 5 " * 0  3 8 0 2 * * * - 0  1 9 3 3 " * 0  3 8 9 9 * * * - 0 0 5 0 9

( 0 0 1 1 ) ( 0  0 1 7 ) ( 0  0 1 2 ) ( 0  0 2 ) ( 0 0 2 5 ) ( 0 0 3 4 )
Y o u n g  C h i l d r e n 0 5 7 0 0 " * 0  0 1 6 5 0  5 7 5 3 * * * 0  0 1 6 9 0  5 4 9 1 * * * 0 0 2 5 9

( 0 0 1 1 ) ( 0  0 1 8 ) ( 0  0 1 3 ) ( 0  0 2 1 ) ( 0  0 2 6 ) ( 0  0 3 5 )
O l d e r  C h i l d r e n 0 2 1 6 6 * * * - 0  0 1 2 7 0  2 0 1 7 * * * - 0  0 1 1 2 0 2 7 5 9 * * * - 0 0 4 4 9

( 0 0 0 9 ) ( 0  0 1 5 ) ( 0  0 1 0 ) ( 0  0 1 7 ) ( 0 0 2 2 ) ( 0  0 3 1 )
Y o u n g  &  O l d e r  C h i l d r e n 0 0 2 3 4 * * * - 0  0 0 4 7 0  2 0 5 7 * * * 0  0 0 1 3 0  0 3 4 5 * * * - 0  0 2 2 2 * *

( 0  0 0 3 ) ( 0  0 0 5 ) ( 0  0 0 4 ) ( 0  0 0 6 ) ( 0 0 0 8 ) ( 0 0 1 1 )
N u m b e r  o f  C h i l d r e n 1  7 7 7 6 " ' 0  1 1 6 0 * * * 1  7 7 1 1 * * * 0  0 9 5 4 * * * 1  8 0 3 7 * * * 0  1 4 4 7 * *

( 0 0 1 8 ) ( 0  0 2 8 ) ( 0  0 2 0 ) ( 0  0 3 4 ) ( 0 0 4 0 ) ( 0  0 5 6 )
C u r r e n t  T A N F  S p e l l 1 2  7 5 9 * * * 4  2 7 9 2 * * * 1 2  4 7 2 * * * 3  6 5 9 3 * * * 1 3 9 0 7 * * * 4  9 6 7 5 * *

( 0 5 9 3 ) ( 0  9 4 4 ) ( 0  5 9 5 ) ( 1  0 0 1 ) ( 1  6 6 6 ) ( 2  3 1 3 )

W a l d  x ’ 1 1 4  0 8 3 * * * 1 1 6  8 6 2 * * * 2 4 4 5 9 * * *

Null Hypothesis for Wald /  h-si n  /i, f t , , .. . . . . .. . .  j i , ,  / t , ,

* * * ,  * * ,  *  Indicate significance at the 1%. 5%, and 10% levels
1 hilJr, II / ^ /  ( il.l, 1 1 hil.Inn ) i M  II

Numbers in Parentheses are Standard Errors



significant differences in obser\ab ie  characteristics betw een housing subsidy recipients 

and non-recipients, .^n exam ination o f  the SUR coefficients reveals that this result is due 

entirely to differences in race, num ber o f  children, and current TANT spell length. For 

the entire sam ple. .African-.Americans are much more likely to participate in the housing 

subsidy program . Likew ise, fam ilies with more children and longer current T.ANF spells 

are more likely to receive housing subsidies.

In order to determ ine w hether the results differ betw een the two cities, the author 

conducted the SUR analysis on the Oklahom a C it\ and Tulsa sam ples separately. For the 

O klahom a City sam ple, there are significant differences in observable characteristics as 

■/' = 116.862. .Again, the differences in O klahom a City are mainly driven by the same 

variables. The Tulsa sam ple also contains significant differences betw een housing and 

non-housing recipients as 7/  = 24.459. The differences in Tulsa are due to differences in 

the current T.ANF spell length and num ber o f  children. From these results, it is clear that 

housing recipients in O klahom a City are m uch m ore likely to be .African-.Americans than 

are non-housing recipients. Clearly, the rationing process in O klahom a City is not 

com pletely exogenous, a t least with respect to race. The im portant question however, is 

how does this affect the em pirical tests below ? The Tulsa sam ple does not suffer from 

this same problem  w ith the race variable.

Because o f  these results, when the author tests for the im pact o f  financial 

incentives, the author conducts separate analyses on both the Tulsa and O klahom a City 

sam ples in addition to a pooled sample. The results from  this analysis, w hich are 

presented below, do not show  a m arked difference betw een the Tulsa and O klahom a City
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sam ples. Consequently, this suggests that the unexplained sorting o f  .African-.A.mericans 

in the O klahom a C it\ sam ple does not dram atically bias the results.

The differences between housing and non-housing recipients caused by the 

current T.ANF spell length and num ber o f  children variables may be more problem atic, 

however. For the entire sample, housing recipients tend to have significantly  longer 

current T.ANF spell lengths and significantly m ore children. If one assum es that longer- 

term T.ANF recipients also have lower future earnings potential, then longer-term  T.ANF 

recipients would have higher expected benefits resulting from housing assistance. 

Consequently, longer-term  T.ANF recipients may m ore aggressively pursue housing 

subsidies, thereby explaining the positive correlation betw een housing subsidies and 

current T.ANF spell. Likewise, fam ilies with m ore children are elig ib le for larger housing 

benefits, and therefore may more aggressively pursue housing subsidies. This explains 

the positive correlation betw een housing subsidies and the num ber o f  children. 

L'nfortunately. this suggests that there are factors influencing the receipt o f  housing 

assistance that are correlated with labor m arket outcom es. In this case, the correlation 

produces dow nw ard biased estim ates o f  the housing effect on labor m arket outcom es.

There is also a m ore benign explanation for the num ber o f  children variable, 

however. Even though all individuals in the sam ple currently qualify  for housing 

subsidies, they may not have alw ays qualified in previous m onths or years. Since fam ilies 

with m ore children are generally able to receive larger benefits and have larger earnings 

disregards, fam ilies w ith m ore children qualify for housing subsidies at higher incom e 

levels. Thus, families w ith more children are m ore likely than fam ilies w ith  fewer 

children to have qualified for housing assistance in previous tim e periods. C onsequently.
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housing recipients may be m ore likely to have m ore children sim ply because o f  the 

d ifferent program  rules facing fam ilies w ith different num bers o f  children. Because o f  the 

different treatm ent o f  fam ilies w ith different num bers o f  children, when the author tests 

tor the impact o f  financial incentives on earnings and labor force participation the author 

conducts separate analyses for fam ilies w ith one. two. and three children in addition to a 

pooled sample.

U nfortunately, the SU R analysis is unable to detect any differences in 

unobservable characteristics such as persistence or determ ination. I f  housing recipients 

receive assistance because they w ere m ore aggressive in applying, then the regression 

results presented below m ay be biased. A s  m entioned above, if  the individuals with the 

low est earnings potential are the m ost persistent in applying for housing subsidies, then 

the regression estim ates presented below  will be biased dow nw ard. If  the individuals with 

h igher earnings potential are the m ost persistent in applying for housing subsidies, then 

the regression estim ates presented below  will be biased upward.

IV. Results

The probit and tobit regression results are reported in Tables 4-5 thru 4-17. Table 

4-5 presents the results o f  the probit analysis for the regression that includes both cities, 

w hile  tables 4-6 and 4-7 present the probit results for the Tulsa and O klahom a City 

sam ples, respectively. Tables 4-8 thru 4-10 report the probit results for fam ilies w ith one 

ch ild , two children, and three children. Table 4-11 states the tobit regression results for 

the sam ple that includes both cities. Tables 4-12 and 4-13 exhibit the tobit regressions for 

the T ulsa and O klahom a C it\ sam ples. Tables 4-14 thru 4-16 display the tobit results for
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Table 4-5 Probit Results -  Both Cities -  Ail Families

1 2 3 4

Housing 0.0525 0.0509 0.0492 0.0465
( 0  0 5 2 4 ) ( 0  0 5 2 5 ) ( 0  0 6 1 1 ) ( 0  0 6 1 2 )

Age 0.0025 0.0051 -0.0022 0.0008
( 0 . 0 0 3 1 ) ( 0 . 0 0 4 2 ) ( 0 0 0 3 2 ) ( 0 . 0 0 4 3 )

African-American -0.0732 -0.0693 -0.0799 -0.0753
( 0 . 0 5 5 8 ) ( 0 . 0 5 6 0 ) ( 0 . 0 5 6 1 ) ( 0 . 0 5 6 3 )

Other Race •0.0870 -0.0862 -0.0803 -0.0796
( 0 . 0 9 5 6 ) ( 0 . 0 9 5 6 ) ( 0 . 0 9 6 1 ) ( 0  0 9 6 1 )

High-Schooi Diploma 0.1260 "" 0.1245 •*• 0.1173 ** 0.1155 *’
( 0 . 0 5 1 3 ) ( 0 . 0 5 1 4 ) ( 0 . 0 5 1 6 ) ( 0 . 0 5 1 6 )

OKC -0.0889 -0.0897 -0.0949 -0.0954
( 0 . 0 5 7 7 ) ( 0 . 0 5 7 8 ) ( 0 . 0 5 8 2 ) ( 0 . 0 5 8 3 )

Number of Children 0.2590 " 0.2598 0.2526 *•* 0.2534
( 0 . 0 3 2 1 ) ( 0 . 0 3 2 6 ) ( 0 0 3 2 2 ) ( 0 0 3 2 7 )

Young Kids — 0.0067 — 0.0145

Older Kids
—

( 0 . 0 6 8 9 )
-0.0911 —

( 0 . 0 6 9 4 )
-0.0960

Young & Older Kids
—

( 0 . 0 8 2 8 )
0.1147 —

( 0  0 8 3 4 )  
0.1082

Current Spell —

( 0 . 1 8 2 9 )
0.0103 •**

( 0 . 1 8 4 2 )  
0.0103 ***

Current Spell Squared — — —

( 0 . 0 0 2 2 )  
-0.00004 •**

( 0 0 0 2 2 )  
-0.00003 ""

Spell*Housing
--- —

( 0 . 0 0 0 0 1 )
-0.0015

( 0 . 0 0 0 0 1 )
-0.0015

-1.2524 ••• -1.3178 ***
( 0 . 0 0 1 9 )  
-1.2041 •••

( 0  0 0 1 9 )  
-1.2848Constant

( 0 . 1 2 8 0 ) ( 0 . 1 6 9 1 ) ( 0 . 1 3 0 5 ) ( 0 . 1 7 1 1 )

Number of Observations 3115

Percent Receiving Housing 

Percent With Earnings > SO

39.52%

23.63%

Dependent Vanable is "Employed"
Numbers in Parentheses are Standard Errors
***. **. * indicate significance at the 1%. 5%. and 10% levels.
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Table 4-6 Probit Results -  Tulsa -  A ll Families

1 2 3 4

Housing 0.0342 0.0356 0.0644 0.0529
(0 0988) (0.0998) (0 1150) (0 1159)

Age -0.0046 0.0023 -0.0121 • -0.0027
(0 0057) (0.0075) (00062) (00080)

African-American -0.1166
(0.1074)

-0.1163
(0.1075)

-0.1124
(0.1089)

-0.1084
(0.1093)

Other Race -0,0337
(0.1822)

-0.0240
(0.1826)

0.0130
(0.1836)

0.0194
(0.1840)

High-School Diploma 0.1730 *
(0 1006)

0.1772 *
(0 .1 0 1 0 )

0.1422
(0 1019)

0.1442
(0.1023)

OKC

Number of Children 0.3860 *••
(0.0637)

0.3916 *•*
(0.0652)

0.3957 "
(0 0649)

0.4047 •**
(0.0663)

Young Kids 0.0194
(0.1408)

0.0940
(0 1447)

Older Kids -0.2511
(0 1603)

-0.2419
(0 1646)

Young & Older Kids 0.4042
(0.3474)

0.1919
(0.3567)

Current Spell 0.0177 •**
(0.0043)

0.0176 **•
(0.0042)

Current Spell Squared -0.00006 •*•
(0.00003)

-0.00006 ***
(0  0 0 0 0 2 )

Spell'Housing -0.0046
(0.0032)

-0.0044
(0.0032)

Constant -1.2842 ***
(0.2322)

-1.4704 •**
(0.3157)

-1.2634
(0.2417)

-1.5668 ***
(0.3262)

Number of Observations 784

Percent Receiving Housing 51.91%

Percent With Earnings > SO 26.66%

Dependent Vanable is "Employed"
Numbers in Parentheses are Standard Errors
*** ** * indicate significance at the 1%. 5%. and 10% levels.
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Table 4 -7 Probit R esu lts - O K C  -  A ll  F am ilies

1 2 3 4

Housing 0.0553 0.0540 0.0356 0.0346
(0  0622) (0.0623) (0 0735) (0 0735)

Age 0.0055 0.0068 0.0017 0.0029
(0 0037) (0.0050) (0 0038) (0.0052)

African-American -0.0666 -0.0636 -0.0766 -0.0736
(0.0660) (0,0664) (0.0662) (00666)

Other Race -0.1061 -0.1053 -0.1101 -0.1095
(0.1126) (0.1127) (0.1132) (0 1133)

High-School Diploma 0.1064 0.1052 * 0.1022 0.1010 •
(0.0599) (0.0600) (0.0601) (0.0602)

OKC

Number of Children 0.2153 •** 0.2165 •** 0.2067 0.2076
(00372) (0.0378) (0.0374) (0.0380)

Young Kids —— 0.0053
(0.0794)

0.0032
(0.0797)

Older Kids —— -0.0357
(0.0971)

-0.0402
(0.0975)

Young & Older Kids — -0.0041
(0.2171)

0.0175
(0.2186)

Current Spell 0.0066
(0.0030)

0.0065 ••
(0.0030)

Current Spell Squared -0.00001
(0 .0 0 0 0 2 )

-0.00001
(0  0 0 0 0 2 )

Spell'Housing 0.00004
(0 0024)

0.00003
(0 0024)

Constant -1.3398 •** -1.3753 -1.2812 *** -1.3141 **•
(0.1362) (0.1867) (0.1391) (0.1882)

Number of Observations 2331

Percent Receiving Housing 35.35%

Percent With Earnings > SO 22.61%

Dependent Vanable is "Employed"
Numbers in Parentheses are Standard Errors
***. **. "Indicate significance at the 1%, 5%. and 10% levels.
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Table 4-8 Probit Results - Both Cities - Families with One Child

1 2 3 4

Housing -0.0304 -0.0323 -0.0474 -0.0527
(0.0895) (0.0897) (0 1051) (0 1053)

Age 0.0003 0.0030 -0.0061 -0.0025
(0.0045) (0.0064) (0.0048) (0.0066)

African-American -0.0290 -0.0237 -0.0227 -0.0161
(0.0909) (0.0913) (0 0918) (0 0922)

Other Race 0.0654
(0.1605)

0.0676
(0.1605)

0.0485
(0.1628)

0.0488
(0 1629)

High-School Diploma 0.2430 •••
(0.0860)

0.2401 ••*
(0.0861)

0.2310
(00868)

0.2289
(0 0869)

OKC 0.0681 0.0711 0.0798 0.0837
(0.1007) (0.1009) (0 1024) (0  1026)

Number of Children

Young Kids
— 0.0128

(0.1107)
— 0.0551

(0.1126)

Older Kids
— -0.0940 ------- -0.0774

(0 1419) (0 1441)

Young & Older Kids

Current Spell
— — 0.0123

(0.0041)
0.0122 •**

(0.0042)

Current Spell Squared -0.00004
(0.00003)

-0.00004
(0 00003)

Spell'Housing -0.0012
(0.0032)

-0.0011
(0.0032)

Constant -1.1060 ~*
(0.1752)

-1.1773 •••
(0.2509)

-1.0571
(0.1794)

•*• -1.1843 *’*
(0 2546)

Number of Observations 1270

Percent Receiving Housing 34.57%

Percent With Earnings > SO 17.80%

Dependent Vanable is "Employed"
Numbers in Parentheses are Standard Errors

**, ’ indicate significance at the 1%. 5%. and 10% levels.
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Table 4-9 Probit Results - Both Cities - Families with Two Children

1 2 3 4

Housing 0.0882 0.0774 0.0241 0.0140
( 0  0 8 6 0 ) ( 0  0 8 6 4 ) ( 0  1 0 1 2 ) ( 0  1 0 1 5 )

Age 0.0075 0.0135 • 0.0040 0.0101
( 0 . 0 0 5 3 ) ( 0 . 0 0 7 3 ) ( 0 . 0 0 5 6 ) ( 0 . 0 0 7 5 )

African-American -0.2229 •*• -0.2089 " -0.2342 •** -0.2190 ••*
( 0  0 9 1 2 ) ( 0 . 0 9 1 8 ) ( 0 . 0 9 1 6 ) ( 0 . 0 9 2 2 )

Other Race -0.2600 -0.2628 -0.2517 -0.2535
( 0 . 1 6 3 2 ) ( 0  1 6 3 7 ) ( 0  1 6 3 7 ) ( 0 . 1 6 4 2 )

High-School Diploma 0.1129 0.1104 0.1010 0.0991
( 0  0 8 5 6 ) ( 0 . 0 8 5 8 ) ( 0  0 8 6 1 ) ( 0 . 0 8 6 2 )

OKC -0.1204 -0.1278 -0.1227 -0.1302
( 0 . 0 9 5 2 ) ( 0 . 0 9 5 9 ) ( 0  0 9 5 9 ) ( 0  0 9 6 6 )

Number of Children

Young Kids
— 0.0109

( 0 . 1 1 5 7 )

— 0.0083
( 0  1 1 6 2 )

Older Kids — -0.1700
( 0 . 1 3 4 7 )

—— -0.1891
( 0  1 3 6 4 )

Young & Older Kids — -0.0966
( 0  3 2 3 5 )

—— -0.0667
0  3 2 4 7

Current Spell — 0.0073 •
( 0  0 0 4 0 )

0.0073 *
( 0 . 0 0 4 0 )

Current Spell Squared — -0.00004
( 0  0 0 0 0 3 )

-0.00004
( 0 . 0 0 0 0 3 )

Spell'Housing 0.0027
( 0 . 0 0 3 3 )

0.0026
( 0 . 0 0 3 3 )

Constant -0.8112 •** -0.9497 •** -0.7576 •** -0.9001 ***
( 0 . 1 9 4 9 ) ( 0 . 2 7 4 6 ) ( 0 . 1 9 9 6 ) ( 0 . 2 7 8 4 )

Number of Observations 1125

Percent Receiving Housing 

Percent With Earnings > $0

43.02%

23.38%

Dependent Vanable is "Employed"
Numbers in Parentheses are Standard Errors
* * * .  * *  *  indicate significance at the 1%. 5%. and 10% levels.
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Table 4-10 Probit R esu lts  - B oth  C ities - F am ilies with Three C hildren

1 2 3 4

Housing 0.1016 0.1070 0.1775 0.1810
(0 1 0 1 2 ) (0 1014) (0  1188) (0 1190)

Age 0.0015 0.0002 -0.0029 -0.0050
(0.0073) (0 .0 1 0 0 ) (0 0076) (0.0103)

African-American 0.0506 0.0395 0.0292 0.0206
(0.1139) (0.1146) (0.1150) (0.1156)

Other Race -0.0500
(0.1761)

-0.0567
(0.1761)

-0.0181
(0.1771)

-0.0235
(0.1771)

High-School Diploma -0.0033
(0.0986)

-0.0029
(0.0988)

0.0038
(0.0993)

0.0043
(0.0995)

OKC -0.2189 "  -0.2199 "  -0.2526 " -0.2530
(0.1080) (0.1081) (0.1093) (0 1093)

Number of Children

Young Kids — 0.0452
(0.1423)

— 0.0291
(0 1431)

Older Kids 0.0407
(0.1706)

0.0517
(0.1721)

Young & Older Kids 0.1310
(0.2646)

0.1053
(0.2675)

Current Spell 0.0138 0.0138 ***
(0.0042) (0.0042)

Current Spell Squared -0.00004 •** -0.00004 **
(0 .0 0 0 0 2 ) (0 .0 0 0 0 2 )

Spell'Housing 0.0060 *
(0.0035)

-0.0059 '
(0.0035)

Constant -0.3605 -0.3636 -0.3727 -0.3451
(0.2600) (0.3517) (0.2670) (0.3585)

Number of Observations 720

Percent Receiving Housing 

Percent With Earnings > SO

42.78%

34.31%

Dependent Variable is "Employed"
Numbers in Parentheses are Standard Errors
" " " " in d ic a te  significance at the 1%. 5%. and 10% levels.
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Table 4-11 Tobit Results - Both Cities - A ll Families

1 2 3 4

Housing 43.707 42.567 47.518 45.628
(47 973) (48 059) (55 551) (55,613)

Age 0.3184 2.1715 -3.5061 -1.4181
(2.833) (3.8678) (2.9571) (3.9355)

African-American -84.324 *
(51.091)

-81.047
(51.309)

-87.988
(50.978)

-84.348
(51.189)

Other Race -27.030
(86.691)

-25.319
(86.940)

-19.111
(86.724)

-17.596
(86.705)

High-School Diploma 113.59 "
(47.156)

112.67 ”
(47 155)

104.67
(47 042)

103.64
(47 038)

OKC -137.74 •" -139.13 "* -141.40 -142.40
(52.516) (52.561) (52.468) (52.508)

Number of Children 242.89 " •
(29.806)

244.69 "*
(30.292)

236.00
(29.708)

237.80
(30.196)

Young Kids -17.183
(63.110)

-10.427
(63.020)

Older Kids -94.430
(75.894)

-94.262
(75.881)

Young & Older Kids —— 114.43
(165.80)

104.04
(165.59)

Current Spell —— 8.8312
(2.0669)

8.7558
(2.0627)

Current Spell Squared — -0.0318
(0.0123)

-0.0311
(0.0123)

Spell'Housing -1.6117
(1.6502)

-1.5758
(1.6498)

Constant -1061.1 '
(124.35)

-1091.1 "*
(160.53)

-1020.0
(125.35)

-1060.4
(160.92)

Number of Observations 3115

Percent Receiving Housing 

Percent With Earnings > SO

39.52%

23.63%

Dependent Variable is "Earned Income”"
Numbers in Parentheses are Standard Errors
***, ** * indicate significance at the 1%. 5%. and 10% levels.
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Table 4-12 Tobit Results - Tulsa - A ll Families

1 2 3 4

Housing 5.2045 9.3069 53.679 42.557
(97 277) (97 780) (111 09) (111 51)

Age -6.5169 •0.8382 -12.686 " -5.0365
(5.6851) (7 6092) (6.0397) (7 7118)

African-American -120.42
(105.78)

-123.32
(105.68)

-114.32
(105.05)

-112.61
(105.03)

Other Race 43.370
(178.12)

50.957
(177.64)

90.942
(176.26)

95.994
(175.88)

High-School Diploma 179.58 *
(99.374)

184.70 *
(99.202)

145.96
(98.570)

150.22
(98.463)

OKC

Number of Children 378.14 "
(64.891)

386.17 " •
(66.076)

379.12 •”
(64.535)

389.47
(65.783)

Young Kids — •48.458
(137 44)

28.165
(138.53)

Older Kids — -289.95 *
(158 04)

-262.25 *
(158.47)

Young & Older Kids — 413.84
(332.93)

208.09
(334.16)

Current Spell —— 15.359 "*
(3.9248)

15.070 "*
(3.9283)

Current Spell Squared -0.0523 "
(0.0218)

-0.0501 "
(0.0211)

Spell'Housing -4.8431
(3.0093)

-4.4637
(3.0106)

Constant -1202.4 '
(245.37)

-1301.7 '
(322.92)

-1172.1 "
(248.43)

-1378.6 "*
(326.82)

Number of Observations 784

Percent Receiving Housing 

Percent With Earnings > SO

51.91%

26.66%

Dependent Vanable is "Earned Income"
Numbers in Parentheses are Standard Errors
***, ** * indicate significance at the 1%. 5%. and 10% levels.
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Table 4-13 Tobit Results - OKC  -  AU Families

1 2 3 4

Housing 55.115 54.126 37.893 37.463
(54 872) (54 947) (64 352) (64 382)

Age 3.0494 3.7602 -0.0485 0.5126
(3.2422) (44573) (3.3613) (4 5482)

African-American -81.730
(58.189)

-79.367
(58.584)

•88.235
(58.125)

-86.259
(58.529)

Other Race -52.080 -51.034 -54.265 -53.332
(98.681) (98.765) (98.621) (98.697)

High-School Diploma 87.653 •
(52.956)

86.903
(53.008)

83.267
(52.905)

82.676
(52.949)

OKC

Number of Children 196.60 •”
(33.193)

198.09
(33.716)

188.98 " •
(33.157)

190.11 •**
(33688)

Young Kids — ■4.6015
(69.999)

-8.2040
(69923)

Older Kids —— -29.124
(85.719)

— -30.601
(85.761)

Young & Older Kids —• -3.8280
(190.39)

— 17.246
(190 59)

Current Spell —— —M 5.6096 "
(2.5989)

5.5872 "
(2.6059)

Current Spell Squared — —- -0.0167
(0.0169)

-0.0164
(0.0169)

Spell'Housing — —• 0.0555
(2.0450)

0.0358
(20458)

Constant -1141.4 •"
(130.00)

-1156.8 "
(172.28)

-1092.5 •"
(131.48)

-1100.8
(173.00)

Number of Observations 2331

Percent Receiving Housing 35.35%

Percent With Earnings > SO 22.61%

Dependent Vanable is "Earned Income"
Numbers in Parentheses are Standard Errors

** * indicate significance at the 1%. 5%. and 10% levels.
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Table 4-14 Tobit Results - Both Cities - Families with One Child

1 2 3 4

Housing -15.875 -14.850 3.6741 1.1608
(92.973) (92.994) (107 55) (107 65)

Age -2.0371 -0.5729 -7.6107 -5.2720
4 6888 (6.6755) (4 9512) (6.7835)

African-American -60.233 -55.987 -53.778 ^ .4 2 8
(94.490) (94.718) (94 187) (94 507)

Other Race 155.82 160.76 146.99 150.08
(164.03) (163.82) (163.88) (163.77)

High-School Diploma 243.89 •*• 238.86 **• 228.80 •* 224.94 •*
(90.238) (90.209) (89.817) (89.867)

OKC 11.655 13.457 22.487 25.158
(104.12) (104 13) (104 40) (104 48)

Number of Children

Young Kids
— -51.082

(114.09)
— -11.273

(114.48)

Older Kids -137.64
(148 30)

-117.25
(148 68)

Young & Older Kids

Current Spell
— — 12.267 ***

(4 2622)
11.997 ***

(4.2782)

Current Spell Squared — -0.0376
(0.0293)

-0.0360
(0.0294)

Spell'Housing -3.0686
(3 1963)

-2.9107
(3 1987)

Constant -1054.1 **• -1045.9 •** -1019.3 •** -1061.5 —
(197.65) (271.37) (198.61) (271.99)

Number of Observations 1270

Percent Receiving Housing 

Percent With Earnings > SO

34.57%

17.80%

Dependent Vanable is “Earned Income"
Numbers in Parentheses are Standard Errors
***. * indicate significance at the 1%. 5%. and 10% levels.
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Table 4-15 Tobit Results -  Both Cities - Families with Two Children

1 2 3 4

Housing 59.166 49.393 -0.8794 -8.7678
(78 728) (78 979) (92214) (92 299)

Age 4.8899 10.106 1.6827 6.8622
(4.8298) (6.6007) (5.0700) (6.7227)

African-American -217.02 "
(83.639)

-204.22 "
(84.045)

-224.55 "*
(83.541)

-210.95 "
(83.936)

Other Race -172.75
(148,29)

-174.54
(148.43)

-163.22
(147.90)

-164.21
(148.03)

High-School Diploma 83.725
(78.513)

82.049
(78.506)

72.870
(78 444)

71.792
(78.398)

OKC -163.21 • -168.50 * -163.00 * -167.87 •
(86 606) (87 052) (86 651) (87 041)

Number of Children

Young Kids
— 23.821

(105.93)
— 21.417

(105.76)

Older Kids — -140.68
(122.86)

-150.74
(123.56)

Young & Older Kids “ -21.726
(293.23)

—— 5.8232
(292.94)

Current Spell — — 6.0880 *
(3.5986)

6.0618 •
(3.5974)

Current Spell Squared — -0.0367
(0.0258)

-0.0344
(0.0258)

Spell'Housing —— 2.5078
(2.9180)

2.3661
(2.9241)

Constant -630.71 "
(184.22)

-764.19 "*
(255.80)

-577.04 "*
(187.19)

-708.66 —
(257 52)

Number of Observations 1125

Percent Receiving Housing 

Percent With Earnings > SO

43.02%

23.38%

Dependent Vanable is "Earned Income"
Numbers in Parentheses are Standard Errors
*** • indicate significance at the 1%. 5%. and 10% levels.
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Table 4~16 Tobit Results -  Both Cities -  Families with Three Children

1 2 3 4

Housing 80.303 82.605 128.17 129.06
(79.517) (79 780) (92.812) (92.960)

Age -0.3003 -1.3279 -3.0726 -4.5121
(5.7791) (7 8704) (59707) (80347)

African-American 32.635 27.475 22.402 19.109
(89.716) (90.373) (89.697) (90.290)

Other Race -38.057 -40.575 -13.654 -15.330
(139.52) (139.58) (139.24) (139.32)

High-School Diploma 26.542 26.712 28.707 28.974
(77.663) (77.782) (77 531) (77 639)

OKC -231.02 "* -231.26 " -249.62 "* -249.71
(84.401) (84 434) (84.512) (84 533)

Number of Children

Young Kids
— 18.975

(112.21)
— 9.6628

(111 93)

Older Kids — 30.203
(134.23)

37.530
(133.98)

Young & Older Kids — 45.048
(207 85)

20.678
(207.81)

Current Spell 9.2653 *"
(3.3515)

9.2528 "*
(3 3637)

Current Spell Squared -0.0322 "
(0.0156)

-0.0322 ”
(0.0157)

Spell'Housing -3.6960
(2.6504)

-3.6818
(2.6524)

Constant -182.82 -172.96 -196.35 -169.72
(207.94) (279.56) (211 91) (282.20)

Number of Observations 720

Percent Receiving Housing 42.78%

Percent With Earnings > SO 34.31%

Dependent Vanable is "Earned Income"
Numbers in Parentheses are Standard Errors
***. **. * indicate significance at the 1%. 5%, and 10% levels.
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Table 4-17__________________Housing Coefficients in all Probit and Tobit Models
1 2 3 4 N

Probit -  Both Cities -  All Families 0.0525 0.0509 0.0492 0.0465 3,115
(0 0524) (00525) (0 0611) (0 0612)

Probit -  Tulsa -  All Families 0.0342 0.0356 0.0644 0.0529 784
(0.0988) (0.0998) (0.1150) (0.1159)

Probit -  OKC -  All Families 0.0553 0.0540 0.0356 0.0346 2,331
(0.0622) (0.0623) (00735) (0.0735)

Probit -  Both Cities -  Families with 1 Child -0.0304 -0.0323 -0.0474 -0.0527 1,270
(0.0895) (0.0897) (0.1051) (0.1053)

Probit -  Both Cities -  Families with 2 0.0882 0.0774 0.0241 0.0140 1,125
Children (0.0860) (0.0864) (0.1012) (0 1015)
Probit -  Both Cities -  Families with 3 0.1016 0.1070 0.1775 0.1810 720
Children (0.1012) (0.1014) (0 1188) (0 1190)

Tobit -  Both Cities -  All Families 43.707 42.567 47.518 45.628 3,115
(47,973) (48.059) (55.551) (55.613)

Tobit -  Tulsa -  All Families 5.2045 9.3069 53.679 42.557 784
(97.277) (97.780) (111.09) (111.51)

Tobit -  OKC -  All Families 55.115 54.126 37.893 37.463 2,331
(54.872) (54.947) (64.352) (64 382)

Tobit -  Both Cities -  Families with 1 Child -15.875 -14.850 3.6741 1.1608 1,270
(92.973) (92.994) (107.55) (107.65)

Tobit -  Both Cities -  Families with 2 59.166 49.393 -0.8794 -8.7678 1,125
Children (78.728) (78.979) (92.214) (92.299)
Tobit -  Both Cities -  Families with 3 80.303 82.605 128.17 129.06 720
Children (79.517) (79.780) (92.812) (92.960)

Dependent Vanable is “Employed" for Probit Regressions 
Dependent Vanable is “Earned Income" for Tobit Regressions 
Numbers in Parentheses are Standard Errors 
* * *  • *  *  indicate significance at the 1%. 5%. and 10% levels.

fam ilies w ith different num bers o f  children. N ote that Tables 4-5 and 4-11 include all 

3.115 observations from the sam ple. Because these two tables utilize the largest sam ple, 

and the reported results are consistent w ith the results from the parsed sam ples, the
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following discussion focuses on these tw o tables.

.Among the dem ographic variables in the probit regressions, only the d iplom a and 

num ber o f children variables are consistently significant. The "num ber o f  children" 

coet'ficients are likely detecting the impact o f  the different program  rules t’aced b\ 

fam ilies with different num bers o f  children. Fam ilies with m ore children are able to have 

higher earnings and rem ain on T.ANF. The diplom a coefficients indicate that T.ANF 

recipients who hold a high school diplom a or GED are m ore likely to find em ploym ent, 

confirm ing expectations. The .African-.American coefficient is significant in the sam ple 

for fam ilies with two children, while the OKC variable is significant only in the sam ple 

for fam ilies with three children.

In the Tobit results, all four o f  these variables are consistently  significant w ith the 

expected signs. .Again, the "num ber o f  children" coefficient is the largest in m agnitude 

and significance, most likely due to different incom e eligibility lim its for d ifferent sized 

fam ilies. The other coefficients generally conform  to expectations. For the entire sample. 

T.ANF recipients who hold a GED can expect approxim ately an extra S25 in m onthly 

earnings. The results also suggest that .African-.American recipients earn approxim ately 

$20 less each m onth than white recipients. L ikewise, recipients who reside in O klahom a 

City earn  approxim ately S33 less than Tulsa recipients do each m onth.

The author included variables controlling for the presence o f  young and older 

children because previous research on childcare expenses indicated that these  variables 

influence labor m arket outcom es, especially for fem ale household heads. This study finds 

that these variables have a consistently insignificant effect for this sam ple in both the 

probit and tobit regressions. This result is not too surprising because all T A N F recipients
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(and therefore all individuals in the sam ple) have access to O klahom a’s childcare subsidy 

program . C onsequently, the presence o f  young or older children should have little 

intluence on the childcare expenses faced by the single m others in the sam ple, and 

therefore little intluence on the labor m arket outcomes.

In both the probit and tobit regressions, the current spell length and the quadratic 

term  are alw ays significant. Interestingly, the marginal impact o f  a longer T.A.NF spell is 

positive, although the effect is small. For the entire sample, the m arginal impact o f  an 

additional m onth on T.AXF evaluated at the means approxim ately equals S2 in additional 

m onthly earnings. This finding indicates that longer-term T.-XNF recipients are more 

likely to be em ployed and have higher earnings. One possible explanation for this 

positive effect is that for longer-term  recipients, the work requirem ent is m ore stringent. 

Longer-term  recipients are less likely to be able to continue working in unpaid activities 

like job  search or training program s. The m ore stringent requirem ents could also lead 

longer-term  recipients to reduce their reservation wages, which increases the probability 

the recipient is em ployed.

W hile these results are interesting, the housing variable is the relevant variable for 

this study. To ease com parisons. Table 4-17 includes the housing coetTicients for all 

probit and tobit regressions. In none o f  the scenarios is the housing coefficient 

significant. Interestingly the sign is not even negative, it is weakly positive. For the entire 

sam ple, housing recipients can expect approxim ately $11 in additional m onthly earnings 

com pared to non-housing recipients. Since housing recipients face h igher .VITRs than 

non-housing recipients, holding other factors constant, these findings suggest that the 

h igher M TRs do not lead to a  reduction in earnings or labor force participation for T.ANF
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recipients.

These findings are not surprising as they are consistent with previous em pirical 

research. Prior empirical work focused on the impact o f  financial incentives under the 

,\F D C  program  where recipients did not face the stringent T.ANF work requirem ents. 

These studies generally detected only small labor supply im pacts from financial 

incentives. The only study designed to determ ine the effects o f  jo in tly  using work 

requirem ents and financial incentives, the M FIP study, failed to calculate the impact o f  

financial incentives in the presence o f  work requirem ents. Even so. the M FIP study found 

that financial incentives had no impact on earnings. \M tile in the M FIP study financial 

incentives did increase the probability o f  working, the presence o f  stringent work 

requirem ents could certainly m itigate that effect. Those individuals who would respond 

to financial incentives, a lower t. may respond to work requirem ents as well. .As 

m entioned in C hapter One. the M FIP study suggests that financial incentives in the 

presence o f  work requirem ents may have a nef^aiive effect on earnings. Thus, the finding 

that financial incentives do not increase earnings (and weakly decreases earnings) or the 

probability o f  working in the presence o f  stringent work requirem ents is not a surprise.

The efficiency o f  T.ANF financial incentives depends critically upon their 

effectiveness at increasing earnings. I f  financial incentives are etTective at increasing 

earnings o f  recipients, then they could actually decrease program  costs by helping reduce 

the size o f  the benefit. If. as the evidence indicates, financial incentives do not increase 

recipient earnings, then they must increase costs. The increased costs result from 

allow ing recipients to rem ain eligible for benefits at higher incom e levels."*

I f  the goal o f  the T.ANF financial incentives is to foster increased eam ines bv

‘ In the MFIP study, financial incentives led to increased program  costs.
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rew arding work, then the findings o f  this study suggest they  will not be successful. From 

the findings in this paper (and the M FIP study), financial incentives do not increase

earnings, yet they do result in higher costs. On the o ther hand, work requirem ents

theoretically increase earnings and lower program  costs. Consequently, financial

incentives used w ith work requirem ents may not be an efficient m eans o f  increasing 

earnings o f  the recipient population. The work requirem ents can accom plish this task at 

low er cost.

If  the goal o f  the T.ANF financial incentives is to increase the labor force 

participation o f  recipients, then the findings o f  this paper suggest that the incentives again 

will not be successful. Financial incentives in the presence o f  a stringent work

requirem ent do not appear to increase the probability o f  w orking, but they do increase 

program  costs. Consequently, financial incentives in the presence o f  work requirem ents 

m ay not be an efficient m echanism  at increasing the probability o f  working for recipients.

Even if  financial incentives do not effectively increase earnings or the probability 

o f  working, the incentives could still be an effective tool to tight family poverty. The 

increased program  costs m aterialize as increased transfers to the recipients. 

C onsequently, total income o f  recipients m ust increase, helping to alleviate fam ily 

poverty. If the goal o f  the T.ANF financial incentives is to reduce fam ily poverty, then the 

incentives could be an efficient tool despite failing to increase earnings. .As a result, 

policym akers m ust consider this role for financial incentives before deciding to scrap 

them.

It is possible however, that policym akers could use the resources that financial 

incentives consum e to fund other m echanism s o f  fighting fam ily poverty. The findings o f
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this paper do raise the specter that policym akers may be able to use these resources in 

ways that are more efficient. Since forty-eight states and the District o f  Colum bia 

currently use financial incentives w ith their T.A.NT program s, these findings should 

encourage a dram atic review o f  the efficiency o f  transfer policy in the United States.

V. Conclusion

W ith the passage o f  PRW O RA  and the imposition o f  stringent T.ANF work 

requirem ents, transfer policy changed dram atically during the 1990*s. .As w ith previous 

reform s, researchers m ust exam ine the new policies to determ ine their im pacts on 

recipients. This study seeks to continue this line o f  research by exam ining one result o f  

the recent reform s, the jo in t use o f  T.ANF work requirem ents and financial incentives to 

increase work effort.

W ith a sam ple o f  T.ANF recipients from Oklahom a, this chapter indirectly 

estim ated the impact o f  financial incentives in the presence o f  w ork requirem ents. Those 

T.ANF recipients who concurrently received federal housing assistance faced higher 

im plicit tax rates than those T.ANF recipients who could not participate in the housing 

assistance program . Due to the m anner in w hich Housing .Authority officials rationed the 

housing subsidies in O klahom a City and Tulsa, this study was able to exploit this 

variation in im plicit tax rates. This study found that the T.ANF recipients w ith lower 

im plicit tax rates were not m ore likely to have higher earnings o r a higher probability  o f  

w orking. Consequently, the results suggest that financial incentives in the presence o f  

w ork requirem ents (like the T.ANF financial incentives) may not increase the earnings o f  

recipients, or the probability o f  working. Consequently. TA NF financial incentives may
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not be an efficient m echanism  for increasing recipient earnings o r the probability o f 

working. This finding is im portant because currently forty-eight states plus the D istrict o f 

Colum bia use T.ANF financial incentives to reward work (Rowe 2000). These findings 

raise the possibility that these states may be able to use their public assistance resources 

m ore efficiently to fight fam ily poverty.

As for future research in this area, it would be helpful for policym akers if 

researchers could replicate these results for other locations. W hile there is no a priori 

reason that results should differ elsewhere, further confirm ation would undoubtedly help 

assuage the concerns o f policym akers. In addition, it is im portant to develop a more 

direct estim ation o f  the effects o f  financial incentives in the presence o f  work 

requirem ents. This paper estim ated the impact o f  a higher G  and a higher t on earnings 

and was able to infer that the tax rate had no effect. It w ould be beneficial for 

policym akers to know the direct effect o f  T.ANF financial incentives on labor supply. 

Despite the need for m ore inform ation on the efficiency o f  T.ANF financial incentives, 

one thing is certain, policym akers will continue to reform the transfer system , and 

researchers will need to continue to analyze the reforms to ensure that society lives up to 

the challenge o f  caring for our underprivileged citizens.
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Chapter 5 

Reform Proposals

It is well docum ented that by the 1990's many policym akers becam e disenchanted

with the ability o t'w elfare  to encourage work and family formation. The passage o f  the

Personal Responsibility and W ork Opportunity Reconciliation .\c t  (PR W O R A ) o f  1996

addressed these concerns and m ade dramatic changes in the way governm ent helps

families in poverty. The purpose o f  PRWOR-A as stated in the legislation was to:

"I ) provide assistance to needy families so that children may be cared for 
in their own hom es, or in the hom es o f  relatives;
2) end the dependence o f  needy parents on governm ent benefits by 
promoting job  preparation, work, and m arriage:
3 1 prevent and reduce the incidence o f  ou t-o f wedlock pregnancies and 
establish armual num erical goals for preventing and reducing the incidence 
o f these pregnancies; and
4) encourage the form ation and maintenance o f  two-parent fam ilies." '

Despite the dram atic changes in welfare policy during the 1990's. policym akers 

m ust rem ain vigilant in their search for additional reforms that m ore efficiently achieve 

these goals. This report presents two proposals that could im prove the effectiveness o f  

O klahom a's public assistance system  by encouraging m arriage and full-tim e work. H ie  

proposed reforms are:

1. Raise the T.A.NF benefit reduction rate from its current 50"o.

2. For long-term , single-parent recipients who enter into a new  m arriage, do 

not include the spouse’s income in the benefit calculation for T.ANF and 

childcare subsidies for up to three years.

The rem ainder o f  this chapter discusses these proposals in m ore detail. Section I 

discusses the four goals o f  anv work incentive reform. Section II analvzes how well

H.R. 3734 Title I. Part A. Sec. 401
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financial incentives m eet the four objectives. Section III exam ines the effectiveness o f  the 

proposed work incentive reform. Section IV investigates the proposed m arriage reform. 

Section V presents some concluding remarks.

I. Goals of Work Incentive Reform

O klahom a's caseloads have fallen m ore than 70%  since Januar) 1993. and 60 "o 

since O ctober 1996.' Even though part o f  this dram atic decline can be attributed to an 

expanding econom y. T.ANF deserxes som e o f  the credit as well. O klahom a's T.ANF 

policy impacts caseloads mainly in two ways, through work requirem ents and financial 

incentives la  statutorx tax rate o f  50"4). Separately, both o f  these m echanism s should 

stim ulate increased work effort am ong current recipients. Howexer. their effects on 

program  costs could be quite different. The im portant question though, is w hether these 

txvo m echanism s are fulfilling the goals o f  any successful xvork incentive program ; I ) 

reducing poverty. 2) effectively increasing labor force participation. 3) increasing 

earnings, all xvhile 4) m inimizing program  costs. W hile these goals will he discussed 

separately, it is im portant to note that all four goals are interrelated. Clearly, earnings are 

influenced by labor force participation, and in turn help reduce poverty and m inim ize 

program  costs. In this section the author argues that O klahom a should increase its T.ANF 

statutorx- tax rate to 100% from its current 50% level in order to fulfill these objectives.

The m ain objective for any public assistance program  is to reduce fam ily poverty. 

A transfer program  that provides incom e to poor fam ilies, may not lift them  above the 

poxerty guidelines, but does bring the fam ilies closer to the threshold. H oynes (1997a) 

points out the strong correlation betw een fem ale headship and family poxerty. M offitt

O klahom a Department o f  Human Services M onthly Statistical Bulletins
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( 1992) even suggests that policym akers focus on the causes o f  fem ale headship in their 

battles against poverty. Berlin (2000) notes that in the M FIP study, fam ilies w ith more 

assistance, and lower levels o f  poverty, have better outcom es. Children from fam ilies 

w ith m ore assistance ( less poverty) are in better health, are happier, and perform  better in 

school. Each o f  these factors produce benefits well into the next generation.

.A. second goal o f  a successful public assistance program  is to m axim ize the labor 

force participation rates am ong recipients. The rationale behind this goal is based on 

labor force attachm ent theoiy. Long-term  em ploym ent success depends not ju s t upon the 

skills required to perform  job  tasks, but also on the soft skills that are required in order to 

keep a job . These soft skills include the ability to work w ith others, follow orders, and 

work diligently. .All o f  which can be learned with experience. Therefore, policies 

designed to help recipients increase their experience could lead to greater long-term  

em ploym ent stability and success.

Holzer and LaLonde (2000) find em pirical evidence to support these claim s. 

Based on a study o f  young, unskilled workers, these researchers find that em ploym ent 

instability  tends to decrease as workers gain m ore expedience. This is im portant because 

they also find that em ploym ent instability can create long-term  consequences in the form 

o f  slow er earnings growth. Notice that this also indicates that full-tim e work can lead to 

m ore em ploym ent stability and faster earnings growth than part-tim e w ork, because full

tim e work results in m ore experience for the workers. G ladden and T aber (2000) support 

this claim  by finding that low -skilled w orkers see wage grow th o f  about four to six 

percent per year o f  full-tim e em ploym ent. Thus, policies designed to increase labor force 

participation (especially through full-tim e work), thereby increasing experience, can
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create long-term  benefits in the form o f  faster earnings grow th for recipients.

•A. third objective o f  any public assistance program  is to increase recipient 

earnings. Individuals with higher earnings, holding other factors constant, have a sm aller 

portion o f incom e com ing from transfer programs, and will, even if technically in 

poverty, m ove closer to the poverty threshold. Consequently, these individuals will be 

less dependent on assistance. .As discussed in Chapter One. how ever, m any transfer 

program s w ork to decrease the labor supply and earnings o f  recipients. In addition, as 

policym akers attem pt to reduce these work disincentives by decreasing the tax rate, they 

make more fam ilies eligible for benefits, which leads to decreases in labor supply (and 

earnings ) am ong the new recipients.

The fourth objective, which often conflicts with the first three, is to m inim ize 

program  costs. Every penny the governm ent spends on a transfer program  com es from a 

tax on the donor population. Because o f  these taxes, donor fam ilies find it a little m ore 

d ifficult to pay for their own food, clothing, shelter, and health care. Consequently, 

policym akers owe it to the donors to efficiently use their resources in the fight against 

poverty.

.At tim es these are com peting objectives. Policies designed to m inim ize program  

costs m ay also work to decrease recipient earnings. Program s designed to increase labor 

force participation m ay also work to worsen family poverty. .At o ther tim es the objectives 

com plem ent one another. Some policies designed to increase earnings may also reduce 

poverty. Som e program s designed to increase labor force participation m ay also m inim ize 

program  costs.

Two popular policies, work requirem ents and financial incentives, each  have
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different im pacts on program  costs. W ork requirem ents force recipients into work-related 

activities, thereby increasing incom es. .4s earnings increase, benefit levels fall, lowering 

program costs. However, the impact o f  financial incentives on program  costs is more 

am biguous. Theoretically. financial incentives also encourage higher levels o f  work and 

greater earnings from some recipients, putting dow nw ard pressure on program  costs. 

However, these financial incentives also allow  recipients to receive benefits at higher 

levels o f earnings (inducing low er labor supply), putting upward pressure on costs. In 

order to evaluate the cost effects o f  financial incentives, we need to estim ate their impacts 

on work levels and earnings. This study now  turns to a com parison o f  O klahom a's 

current T.4NF work incentives and the proposed reform , highlighting both the strengths 

and w eaknesses o f  the proposal, and discussing how each plan fulfills (and fails to fulfill) 

the four program  objectives.

II. The Effectiveness of Financial Incentives

O klahom a is one o f  48 states em ploying some version o f  financial incentives in 

conjunction w ith T.A.XF work requirem ents'. Proponents o f  financial incentives often 

point to the M FIP and SSP experim ents for evidence supporting the anti-poverty effects 

o f  financial w ork incentives. This section analyzes the results o f  these two program s to 

determ ine how successfully they met the four objectives outlined in the previous section, 

and discusses their relevance for O klahom a's T.A.NF system . Next, this section will 

incorporate these findings, and the findings from C hapter Four, to analyze how 

effectively O klahom a's financial incentives m eet the objectives.

See Rowe (2000).
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SSP and M FIP

As m entioned in C hapter One. C anada 's  S e lf  Sufficiency Project (SSP) was a 

random ized experim ent with a VVS structure, providing substantial cash bene tits to 

participants working more than thirty hours per week. The anti-poverty impacts were 

astounding, as participants saw a 22.1%  increase in total incom e (earnings plus benefits) 

com pared to the control group after 18 m onths. W hen one considers that the control 

group rem ained eligible for C anada's traditional Incom e .Assistance program , then the 

anti-poverty effects are even m ore impressive. SSP produced a 22.1“o prem ium  on total 

incom e com pared to the traditional welfare program s. SSP successfully achieved som e o f  

the o ther objectives as well. SSP participants noted a 33.1% increase in labor force 

participation com pared to the control group'*, and a w hopping 51.5%  increase in earnings. 

SSP did not produce universally good news, however. Program  costs increased by $200 

per quarter, per recipient, an increase o f  12.5% com pared to the control group. In the end. 

42.6° b o f  the reported increase in total incom e was due to the additional SSP benefits, 

while 57.4°b was due to additional earnings (B erlin  2000).

The SSP experim ent did successfully fulfill three o f  the four objectives, and 

indicates that one can achieve dram atic anti-poverty effects w ith large expenditures. 

Because the SSP did not incorporate any work requirem ents into their program , the 

relevance o f  these findings to O klahom a and other states is not clear. O klahom a im poses 

a relatively strict w ork requirem ent on welfare recipients, as m andated by PRW O RA . To 

the extent that these work requirem ents overlap w ith financial incentives in influencing 

behavior, the financial incentives m ay not be as effective in O klahom a. To determ ine the 

relevance for Oklahom a, one m ust estim ate the effects o f  jo in tly  using financial

* In increase from 32.3" b for the control group to 43.0%  for the treatm ent group.
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incentives with work requirem ents.

The M FIP project incorporated the jo in t use o f  financial incentives and work 

requirem ents. .-\s m entioned in C hapter One. the .MFIP study design allow ed researchers 

to isolate the impacts o f financial incentives used alone, and the effect o f  work 

requirem ents conditional on the presence o f  financial incentives. M FIP also noted some 

large an ti-po \erty  effects, as total incom e increased by 17.4% versus the control group 

after 18 m onths. .As to the other objectives. M FIP recipients saw  a 48.2“ o increase in 

labor force participation rates (from  36.1%  to 53.5“'b) and a  34.6%  increase in earnings. 

Like the SSP. M FIP resulted in higher program  costs. The M FIP program  increased costs 

by S 138 per recipient per quarter, an 8.9%  increase over the control group ( Berlin 2000).

The isolated im pacts o f  financial incentives and w ork requirem ents reveal some 

interesting results. Both work requirem ents and financial incentives work to increase 

labor force participation, with the work requirem ents com prising approxim ately 60“ b o f 

the jo in t effect. Interestingly, only work requirem ents increased earnings o f  recipients, as 

financial incentives were found to have no effect. It is not surprising that financial 

incentives can sim ultaneously increase labor force participation and not affect earnings. 

Standard theory predicts that w hile som e workers will increase labor supply with 

financial incentives, others will decrease their labor supply , which would explain  this 

result. .Also, the increase in program  costs was due com pletely to the financial incentives, 

as the work requirem ents acted to decrease costs, as expected. Consequently, the increase 

in total incom e was produced by the financial incentives. For the work requirem ents, the 

increase in earnings offsets the loss o f  transfer income for recipients, resulting in no net 

effect o f  total incom e (B erlin  2000).
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Oklahoma

The jo in t use o f  financial incentives and work requirem ents in M FIP provides 

some evidence on the incentives o f O klahom a’s TANT program , which also uses 

financial incentives and work requirem ents.' Since the financial incentives result in 

higher levels o f  work and benefits for recipients. M DRC researchers advocate continued 

im plem entation o f  financial incentives. However, the design o f  the M FIP study may 

overstate the effectiveness o f  financial incentives, and understate the effectiveness o f  

work requirem ents at increasing levels o f  work in the age o f  T.ANF. Recall the stud\ 

design allow ed M DRC researchers to measure the impact o f  financial incentives alone. 

and the marginal im pact o f  work requirem ents in the presence o f  financial incentives. 

Since PRWOR.A m andates that states im plem ent work requirem ents, but gives leeway to 

determ ine the financial incentives, the proper research question is: IVhai is ihe m arginal 

impact o f financial incentives in the presence o f  work requirements?

There is a  veiy subtle, yet im portant distinction between this question and the 

M FIP approach. If  financial incentives and work requirem ents both target the sam e low- 

labor supply population (which seem s plausible) then the m easured impacts o f  the work 

requirem ents in the M FIP study would only detect the individuals who w ere not 

responsive to the financial incentives but were responsive to work requirem ents. Based 

on M FIP. if  one w anted to estim ate the effect o f  em ploying work requirem ents alone, one 

m ight expect higher im pacts on labor force participation, and higher impacts on earnings 

than those reported in M FIP. Likewise, one m ight expect financial incentives to have less 

o f  an im pact on labor force participation, and a negative  effect on earnings.

It also provides som e inform ation on the other forty-seven states em ploying financial incentives and work 
requirem ents with their TA NF programs.

167



Chapter Four included an indirect test o f  the impact o f  financial incentives in the 

presence o f  TA NF work requirem ents. The author exploited the higher tax rates faced by 

T.ANF recipients who also received housing subsidies in order to determ ine how TANF 

recipients respond to higher tax rates. The analysis assum es that the higher tax rates 

resulting from housing subsidies are equivalent to higher T.ANF tax rates. Som e m ight 

question this assum ption because TANF benefits are cash paym ents while housing 

subsidies are in-kind benefits. Since in-kind benefits are likely valued differently from 

cash benefits, the resulting .VITRs may have different impacts. M ichael M urray (1994) 

com puted "cash equivalent" .MTRs for in-kind program s— including housing subsidies—  

and found that welfare recipients who concurrently receive housing subsidies face higher 

cash equivalent M TRs than welfare recipients who do not receive housing subsidies. 

Consequently, the findings from Chapter Four, which are based on the financial 

incentives generated by the receipt o f  housing subsidies, can be used to infer the effect o f  

changing T.ANF financial incentives.

The findings generally are consistent with the expected results presented earlier. 

M ainly, a lower tax rate (financial incentive) conditional on the presence o f  work 

requirem ents does not lead to an increase in labor force participation or earnings. In fact, 

the results from C hapter Four indicate that financial incentives in the presence o f  work 

requirem ents have a weakly negative (although not significant) effect on earnings, sim ilar 

to the intuitive prediction based on the M FIP studies.

Consequently, the evidence indicates that TA NF financial incentives only 

m oderately achieve any o f  the four objectives outlined in Section I. .According to this 

study, and an intuitive prediction based on the M FIP study. TANF financial incentives
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have ver) little influence on labor force participation rates. A lso according to th is study, 

and VIFIP. financial incentives do not lead to increased earnings. I f  T.A.NF financial 

incentives are designed to increase labor tbrce participation or earnings, then these 

studies suggest that T.-V.\F financial incentives may not be successful. Because financial 

incentives do not increase earnings, and because they allow  recipients w ith higher 

earnings to continue receiving benefits, program  costs will unam biguously rise.

The only one o f  the four objectives that O klahom a’s T.ANF financial incentives 

m eet is the reduction o f  poverty, w hich is accom plished by increasing the total incom e o f 

recipients. The additional program  costs created by the financial incentives are passed on 

to the recipients in the form o f  increased benefits, which do produce an anti-poverty 

effect. If  T.ANF financial incentives are prim arily designed to reduce family poverty, then 

they could be efficiently fulfilling this objective.

III. Proposed Reform

Because T.ANF financial incentives do not appear to increase labor force 

participation, increase earnings, or decrease costs, the author proposes to elim inate or 

reduce these incentives. This w ould raise the T.ANF statutory tax rate from its current 

50%  level. The resulting T.ANF program  would rely more strongly on w ork requirem ents 

to m eet these objectives. This section discusses the impact o f  this proposed reform  for 

O klahom a T.ANF recipients. \^’hile this will result in lower T.ANF benefits for some 

recipients, the author argues that the num erous benefits may outw eigh this cost, because 

the resulting cost savings can be redirected to other program s. The benefits from  the 

proposed reform  are:
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I. A higher TANF tax rate lessens TANF work disincentives.

Figure 5-1 presents the M TR calculations under the current 50%  TA NF statutor> 

tax rate and a 100“ o rate for the representative family discussed in C hapter Three. Recall 

that the representative family consists o f  a single m other and two young children, who 

both require childcare. The first diagram  (Figure 5-1.A) reproduces Figure 3-3. The m ost 

obvious effect o f  raising the benefit reduction rate to 1 0 0 %  is the reversal o f  the effective 

m arginal tax rates for full and part-tim e work. Not surprisingly, the 100% benefit 

reduction rate corresponds to a higher effective tax rate. 75% vs. 44“ o. as the recipient 

m oves into part-tim e work.

W hile the higher M TR typically corresponds to a work disincentive there are two 

reasons to believe that the higher M TR in this case will not result in decreased labor 

supply, and may result in higher aggregate labor supply. First. M offitt ( 1986. 1992) used 

sim ulations based on estim ated wage elasticities to estimate the labor supply response to 

various tax rates for different groups. His estim ations indicate that for m arried w om en, a 

50° o M TR creates a larger labor supply decline than a 100% M TR. His findings suggest 

that in some instances a 100% M TR may be m ore efficient than lower MTRs.

Second, the em pirical results from C hapter Four and the intuitive predictions 

based on the .MFIP study indicate that financial incentives under TA N F have either no 

effect or a negative effect on labor supply. In this case, a M TR equal to 100% on T.ANF 

will m inimize work disincentives associated with the program . This seem ingly 

counterintuitive result can be explained by noting that financial incentives typically 

produce positive labor supply effects for low-labor supply recipients, and negative labor 

supply effects for new  entrants to the program. The presence o f  work requirem ents
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FIGURE 5-1
Effective Marginal Tax Rates With Different TANF Tax Rates

FIGURE S-1A
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m itigates the positive effect, leaving a net negative effect on hours worked.

2. A h ig h e r  TA.NF tax ra te  resu lts  in a m ore efficient use o f financia l 

incentives.

W ith a higher T.ANF tax rate, the m other w ould lose eligibility for T.ANF. and no 

longer would face the T.ANF tax rate at lower incom e levels. Therefore, she w ould face a 

lower effective m arginal tax rate as she m oves to full-tim e work. 42“ o (w ith a 100“ b 

T.ANF tax rate) vs. 73“b. .Also because the representative recipient would no longer be 

eligible for T.ANF. she would face these enhanced financial incentives in the absence o f 

work requirem ents. Recall that in the absence o f  work requirem ents financial incentives 

are m ore et'fective at encouraging increased work effort. A higher T.ANF tax rate policy 

raises the effective tax rate in the range w here it is has no impact on earnings. Yet the 

policy lowers effective marginal tax rates in the range where tlnancial incentives can 

increase earnings. Therefore this proposed policy would result in a more efficient use o f  

financial incentives.

3. A higher T.ANF tax rate produces a greater incentive to enter full-time 

work.

.Another benefit o f  a  higher T.ANF tax rate policy is that the policy provides a 

greater incentive to m ove to full-tim e work, thereby providing the individuals w ith more 

work experience. Recent research. Gladden and T aber (2000) and Holzer and LaLonde 

(2 0 0 0 ). indicates that workers who have m ore experience tend to have faster earnings
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growth rates. .4lso these recipients tend to have greater future job  stabilit} . By increasing 

the incentive to enter full-time work, a higher T.A.NF tax rate may more effectively help 

TANF recipients m ove tow ards self-sufficiency.

4. A h ig h e r  T.A.NF tax ra te  will allow rec ip ien ts  to s top  the "TAN F clock” 

q u ick er.

O ne o f  the m ajor provisions o f  T.ANF is the five-year lifetime lim it on benefits.'’ 

W hile the impact o f  these tim e lim its has been discussed by M offitt and Pavetti (2000) 

and .Acs e t al. ( 1998). the effects o f  these limits are not well known, m ainly because the 

limit has not yet been reached. Taking into account the historical churning o f  recipients 

on and o f f  the w elfare rolls. M offitt estim ates that at least 41%  o f  the current recipients 

will be affected by tim e limits over a 10-year period. .Acs et al. point out that the goals o f  

tim e lim its (i.e. prevent long-term  receipt o f  benefits) at tim es conflict w ith financial 

incentives, which keep recipients on the rolls longer. W ith the proposed higher T.ANF tax 

rate, recipients will exit the T.ANF rolls at lower levels o f  income, thereby stopping the 

T.ANF clock.

5. A h ig h e r  T.ANF tax  ra te  w ill decrease  p ro g ra m  costs.

Because financial incentives have either no im pact or a negative im pact on the 

earnings o f  recipients, they unam biguously result in higher program  costs. W ork 

requirem ents, on the o ther hand, reduce program  costs. By elim inating these financial 

incentives, and relying on work requirem ents. T.ANF program  costs will decrease.

” Individual states may continue providing benefits beyond the five-year limit, but may not use federal 
funds to do so.
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As with any policy change, there are som e negative consequences that need to be 

considered. By com bining work with welfare, the 50% T.ANF tax rate policy works to 

increase the resources available to the recipient. Table 5-1 com pares the total resources 

a \a ilab le  to the representative family under the 50°o and 100°o T.ANF tax rate policies at 

various labor supply levels. Notice that the 100% rate only has an im pact on the 

representative recipient when she works part-time. This is not surprising since it is only at 

this level that the recipient com oines work w ith T.ANF under the 50‘îb policy.

W hen this representative recipient works part-tim e, she has S I38 less each m onth 

in resources under the proposed 100% reduction policy. This S I38 loss com es from a 

S I 29 reduction in T.ANF. and S8 6  reduction in .Medicaid value. The loss in M edicaid 

resources m aterializes because the mother will eventually lose M edicaid coverage for 

herself under the 100° o tax rate. However, these resources are lost only after the m other's  

transitional M edicaid coverage expires. The loss in resources from the T.ANF and 

M edicaid program s are offset som ew hat by gains from the Food Stam p program  totaling 

S39. and gains in Housing subsidies o f  $39. Interestingly, raising the T.ANF tax rate to 

100°'o shifts som e o f  the costs from the T.ANF program  to the Food Stamp program , 

resulting in low er state T.ANF costs, and higher federal Food Stamp costs.

Table 5-1 Comparison of Current and Proposed TANF Tax Rates
50% TANF Tax Rate 100% TANF Tax Rate

NW MW-PT MW-FT NW MW-PT MW-FT
T A N F 2 9 2 1 2 9 0 2 9 2 0 0
F o o d  s t a m p s 2 8 2 2 2 3 1 6 5 2 8 2 2 6 2 1 6 5
E I T C 0 1 7 9 3 1 8 0 1 7 9 3 1 8
H o u s i n g 4 0 4 3 1 9 2 3 4 4 0 4 3 5 8 2 3 4
M e d i c a i d 2 0 7 2 0 7 1 2 1 2 0 7 1 2 1 1 2 1
W I C 5 6 5 6 5 6 5 6 5 6 5 6
I n c o m e  A f t e r  T a x e s  a n d
D a y c a r e  E x p e n s e s 0 3 7 8 7 2 0 0 3 7 8 7 2 0

Total Resources 1241 1492 1613 1241 1354 1613
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The additional S I38 in resources available to recipients under the current 50“ o 

TA N F tax rate does benefit these families, by helping them buy food, clothing, shelter, 

and health ca re ...in  effect reduce poverty. Policym akers should consider these benefits 

when evaluating the policy. However, the lower T.ANF tax rate does not fultlll the other 

three objectives o f  increasing labor force participation, increasing earnings, and limiting 

program  costs. The only advantage the current policy has over the proposed policy is the 

additional S I38 in transfers each m onth to part-tim e workers. By reducing the financial 

incentives, the state can transfer that S I38 to another program. This raises the possibility 

that O klahom a could use its assistance resources in som e m anner that m ore effectively 

encourages desirable behavior. By raising the T.ANF tax rate. O klahom a can take 

assistance resources, which are not effectively supporting the goals o f  PRWOR.A. and 

can free them to support other more effective program s. One such program  is the subject 

o f  the rem ainder o f  this chapter.

IV. .Marriage Incentive Reforms

Researchers have long recognized that one o f  the leading causes o f  fam ily poverty 

is the prevalence o f  fem ale-headed households. Therefore any attem pt to alleviate 

poverty, should encourage the tbrm ation two-parent fam ilies. For this reason, three o f  the 

four stated goals o f  PRW ORA centered on family form ation. PRWOR.A sought to 

achieve these goals by limiting the ability o f  young, unwed m others to receive TANF 

benefits, and giving states greater flexibility to reduce m arriage disincentives. O klahom a 

should use this increased flexibility to ftirther reduce m arriage disincentives for long-term  

recipients.
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It is im portant to note that this study presents no evidence that supports the claim  

that transfer recipients are responsive to the m arriage incentives detailed in C hapter 

Three. Most previous studies typically calculate the m arriage penalty by com paring total 

resources while m arried with total resources under reported cohabitation. . \s  Edin ( l ‘W l ). 

B lank ( 1997). and M offitt. Reville and W inkler (1998) caution, unreported cohabitation 

cou ld  be a widespread phenom enon. This study is the first to explicitly calculate the 

p a y o ff for unreported cohabitation. In the future, the author hopes to em pirically analyze 

the behavioral response to this payoff.

Figure 5-2A  com pares the total resources for the representative family and a m ale, 

under three family structure scenarios: m arried, reported cohabitation, and unreported 

cohabitation. The figure reproduces Figure 3-7. Tables 5-2. 5-3. and 5-4 present the tax 

and transfer calculations for Figure 5-2.A,. These tables are identical to the first portion o f  

Tables 3-3. 3-4. and 3-5 presented earlier.

Currently, because these m arriage penalties are so large, they create large barriers 

to m arriage. In fact, i f  a single m other and her boyfriend want to get m arried, their total 

resources are alw ays higher (som etim es nearly doubled) if  they choose unreported 

cohabitation instead. This m arriage penalty results alm ost entirely from the inclusion o f  a 

sp o u se 's  income in the benefit calculations for the various tax and transfer program s. 

O klahom a policym akers cannot directly modify the benefit calculation form ulas for the 

federal program s. How ever two program s. T.ANF and childcare subsidies, also contribu te  

to th is m arriage penalty and are under the direction o f  state policym akers. Therefore, in 

order to encourage m arriage am ong the recipient population, long-term , sing le-parent 

participants in these two program s, who en ter into a  new  m arriage, perhaps shou ld  not
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FIGURE 5-2
Single-Cohabit-Married Comparison Under Current and Proposed Policies

Current Policies
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Table 5-2 Benefrt Calculations for a Representative Family - Mamed

00

Mother's Hourly Wage
NW $5.15 PT $ 5.15 $ 6.00 $ 7.00 $ 8.00 $ 9.00 $ 10.00 $ 11.00

I n c o m e 1 3 8 7 1 8 3 3 2 2 7 9 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 0 3 2 9 3
F e d e r a l  I n c o m e  T a x e s 0 4 7 1 1 5 1 3 7 1 6 3 1 8 8 2 1 5 2 4 0 2 6 7
L e s s :  C h i l d c a r e  T a x  C r e d i l 0 4 7 8 4 8 0 8 0 8 0 8 0 8 0 8 0
L e s s  C h i l d  T a x  C r e d i t 0 0 3 1 5 7 8 3 8 3 8 3 8 3 8 3

N e t  F e d e r a l  I n c o m e  T a x e s 0 0 0 0 0 2 5 5 1 7 7 1 0 3

S t a t e  I n c o m e  T a x e s 1 6 3 8 6 5 7 5 8 7 9 8 1 1 0 1 2 2 1 3 3
L e s s  C h i l d c a r e  T a x  C r e d i t 0 9 1 7 1 6 1 6 1 6 1 6 1 6 1 6

N e t  S t a t e  I n c o m e  T a x e s 1 6 2 8 4 8 5 9 7 1 8 2 9 4 1 0 6 1 1 7

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 2 0 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

C h i l d c a r e  S u b s i d y 0 1 9 0 0 0 0 0 0 0 0

W o r k  E x p e n s e s 6 7 1 0 1 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 1 0 6 1 4 0 1 7 4 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k
E x p e n s e s 1 1 9 8 1 3 6 4 1 1 4 3 1 2 6 9 1 4 1 7 1 5 4 0 1 6 6 3 1 7 8 5 1 9 0 7
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 1 2 6 7 9 2 5 0 0 0 0 0 0
M e d i c a i d 1 2 1 1 2 1 1 2 1 1 2 1 0 0 0 0 0
H o u s i n g  S u b s i d i e s 7 6 2 4 2 0 0 0 0 0 0
W I C 5 6 5 6 5 6 5 6 0 0 0 0 0
E I T C 2 4 5 1 5 1 5 6 2 6 0 0 0 0 0

Total Resources 
Effective Marginal Tax Rates

1 8 2 1
1 1 1 %

1 7 7 3
1 7 4 %

1 4 4 3
8 1 %

1 4 7 1
1 3 1 %

1 4 1 7
2 9 %

1 5 4 0
3 0 %

1 6 6 3
2 9 %

1 7 8 5
3 0 %

1 9 0 7
3 0 %



Table 5-3 Benelit Calculations for a Representative Family - Cohabitation Reported
Mother's Hourly Wage

N W $ 6 . 1 5 - P T  $ 1 5 . 1 5 $  6 . 0 0 $  7 . 0 0 $  8 . 0 0 $  9 . 0 0 $  1 0 . 0 0 $  1 1 . 0 0
I n c o m e 1 3 8 7 1 6 3 3 2 2 7 9 2 4 2 7 2 6 0 0 2 7 7 3 2 9 4 7 3 1 2 Ô 3 2 9 3

F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 4 5 1 7 1 1 9 8 2 2 3
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 2 6 5 2 7 8 9 2
L e s s :  C h i l d  T a x  C r e d i t 0 0 0 0 0 0 0 0 1 1

N e t  F e d e r a l  I n c o m e  T a x e s 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0 1 2 0

S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 6 4 7 2 8 1 9 2
L e s s :  C h i l d c a r e  T a x  C r e d i t 0 0 0 0 0 5 1 0 1 6 1 8

N e t  S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 5 8 6 2 6 6 7 3

C h i l d c a r e  C o s t s 0 3 9 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9
C h i l d c a r e  C o p a y 0 2 0 0 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9 7 7 9

C h i l d c a r e  S u b s i d y 0 1 9 0 0 0 0 0 0 0 0

W o r k  E x p e n s e s 6 7 1 0 1 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4 1 3 4
F I C A  T a x e s 1 0 6 1 4 0 1 7 4 1 8 6 1 9 9 2 1 2 2 2 5 2 3 9 2 5 2

I n c o m e  A f t e r  T a x e s ,  C h i l d c a r e ,  a n d  W o r k
E x p e n s e s 1 0 5 0 1 2 2 8 1 0 2 2 1 1 5 6 1 3 1 1 1 4 7 0 1 6 2 7 1 7 8 2 1 9 3 5
T A N F 0 0 0 0 0 0 0 0 0
F o o d  S t a m p s 1 2 6 7 9 2 5 0 0 0 0 0 0
M e d i c a i d 1 2 1 1 2 1 1 2 1 1 2 1 0 0 0 0 0
H o u s i n g  S u b s i d i e s 7 6 2 4 2 0 0 0 0 0 0
W I C 5 6 5 6 5 6 5 6 0 0 0 0 0

E I T C Û 1 7 9 3 1 8 3 1 8 2 8 1 2 4 5 2 0 8 1 7 1 1 3 5
T o t a l  R e s o u r c e s  

E f f e c t i v e  M a r g i n a l  T a x  R a t e s
1 4 2 9
4 7 %

1 6 6 5
1 1 8 %

1 5 8 4
5 5 %

1 6 5 0
1 3 4 %

1 5 9 2
2 9 %

1 7 1 5
3 1 %

1 8 3 5
3 1 %

1 9 5 4
3 3 %

2 0 7 0
3 5 %



Table 5-4 Benefit Calculations for a Representative Family - Cohabitation Unreported

NW $5.15-PT $ 5.15
I n c o m e  1 3 8 7  Î 8 3 3  2 2 7 9

F e d e r a l  I n c o m e  T a x e s  1 2 0  1 2 0  1 2 0
L e s s :  C h i l d c a r e  T a x  C r e d i t  0  0  0
L e s s  C h i l d  T a x  C r e d i t  0  0  0

N e t  F e d e r a l  I n c o m e  T a x e s  1 2 0  1 2 0  1 2 0

Mother's Hourly Wage
6.00

2 4 2 7
120

0
0

120

7.00
2 6 0 0

120
0
0

120

8.00
2 7 7 3

1 4 5
2 6

0
120

9.00
2 9 4 7

1 7 1
4 4

8
120

10.00
3 1 2 Ô

1 9 8
4 6
3 2

120

11.00
3 2 9 3

2 2 3
4 8
5 5

120

00
O

S t a t e  I n c o m e  T a x e s 4 4 4 5 5 0 5 2 5 7 6 4 7 2 8 1 9 2
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have the sp o u se 's  in co m e included  in the benefit ca lcu lation  for up to three years.

It is im portant to note that this proposal should not be im plem ented without 

further research on the behavioral response to m arriage d isincen ti\es  in transfer 

programs. If transt'er recipients are responsive to the m arriage d isineen ti\es  the\ t'aee. 

then a proposal to reduce the m arriage disincentives could have large antipoverty effects. 

On the other hand if  transfer recipients do not respond to the transfer marriage 

d isincenti\es. then this proposal m ay not be more successful than the current system  at 

fighting po\ erty.

Figure 5-2B. presents the total resources tor the same individuals under the 

proposed ret'orm. Table 5-5 presents the tax and transfer calculations tor the couple under 

the proposal if  they marry . The only difference between Figure 5-2.-\ and Figure 5-2B is 

the treatm ent o f  marriage. In Figure 5-2B. recipients are able to continue receiving T.ANF 

and childcare benefits when they get married. The most noticeable dit'ference betw een the 

diagram s is a dram atic increase in resources for a married couple under the proposal. In 

all cases, unreported cohabitation still provides at least as m uch in total resources as any 

other a ltem ati\e . although, the marriage penalties are dram atically reduced. W hen the 

m other is not working, the m arriage penalty shrinks to $255 m onthly t'rom $470 when 

m arriage is com pared to unreported cohabitation. This increase in resources is m ostly due 

to the fam ily 's eligibility for T.ANF and M edicaid under the proposal, w hich provides an 

additional $292 and $ 8 6  each month. Note that Food Stamps and Housing subsidies work 

to m itigate some o f  the gains. Under the proposal. Food Stam p benefits decrease by $87 

and Housing subsidies decrease by $76.

By letting recipients continue to receive benefits after they enter a m arriage, this
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proposal greatly reduces the m arriage penalty, but the changes in the TANT and childcare 

program s each have different effects. Letting T.ANF recipients continue to rece i\e  

benellts after m arriage reduces the marriage penalty found when the m other does not 

work. Ihe application o f  the proposal towards the childcare subsidies results in the 

reduction o f  the total m arriage penalty when the m other enters work.

When the m other works full-tim e at m inim um  wage, the m arriage penalty rem ains 

substantial. $580. but is dram atically lower than the S I .220 in the current scenario. Most 

o f  this increase in resources is due to the couple 's receipt o f  a childcare subsidy under the 

proposal. With the proposed rule change, the m arried couple would be forced to pay only 

a $32 childcare copay, com pared to the full cost o f care. $770. w ithout the rule change. 

.\gain . the Food Stam p and Housing subsidy program s m itigate this et'fect som ew hat, 

because the new lower childcare costs reduce these benefits. Food Stam p benellts would 

decrease by $25. and Housing subsidies would decrease by $46.

Even though this proposal does greatly reduce the total m arriage penalty, there is 

still a payoff to unreported cohabitation. This is caused by the treatm ent o f  m arriage in 

the tax code, food stam p, and housing subsidy calculations. Since these program s are 

beyond the scope o f  state policym akers, state policym akers cannot correct the m arriage 

penalties inherent in the program s. Only if  the marriage penalties inherent in these federal 

program s are corrected, can the total marriage penalty be elim inated. Even with the 

persistence o f  the total m arriage penalty, this proposal does greatly  im prove the payoff 

for m arriage. In the transfer region, m arriage provides more total resources than reported 

cohabitation. Because o f  this increased payotT. this proposal helps reduce the m arriage 

penalty, thereby fulfilling one o f  die original goals o f  PRW ORA.
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For the fam ilies potentially affected by this proposal, these higher resource le \e ls  

represent significant increases in the size o f  the TA NF and child care transfers. .As a 

result, some individuals may choose to postpone m arriage so they can receive the larger 

benet'its. t hus in order to limit any o f  these entry et'fects. and to keep costs m anageable, 

this proposal should be targeted to benefit the long-term  recipients. Long-term  recipients, 

those recipients who have received assistance for at least tw elve consecutive months, 

have had m ore difficulty m oving to self-sufficiency, than short-term  recipients. .Also, 

they have laced these m arriage disincentives for longer periods o f  time than the short

term  recipients, and therefore are m ore likely to have been infiuenced b\ these incentives. 

For these reasons, the long-term  recipients have the m ost to gain from this proposal.

Since this proposal will be effective only i f  recipients understand its im pact on the 

m arriage penalties, it is im perative that casew orkers carefully explain this proposal to all 

long-term  recipients. This proposal represents a  new approach to using public assistance 

to encourage marriage. To the best o f  the au thor's  know ledge, no sim ilar program  is in 

existence. Consequently, long-term  recipients will not be fam iliar with the new marriage 

incentives inherent in the proposal. Because o f  this, casew orkers m ust m ake e\ er> effort 

to accurately inform long-term  recipients o f  the new rules. The role o f  the casew orkers is 

ju s t as im portant as the incentives to ensuring the success o f  this proposal.

The innovative aspect o f  the proposal does present the state w ith som e additional 

challenges. However, this proposal also presents som e additional opportunities as well. 

Because no sim ilar program  exists. Oklahom a w ould enter uncharted territory . The next 

round o f  welfare reform  will locus on m arriage incentives, and with this proposal. 

O klahom a will be on the frontlines o f  the national debate. This innovative proposal at this
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unique tim e also presents an opportunity to r Oklahom a to undertake an exciting research 

agenda. If  structured carefully, the im plem entation o f  this proposal would p ro \ ide the 

fram ework tor a detailed empirical study. The results o f this stud\ would he o f  interest to 

c\er> we!tare polic> m aker in the nation.

V. C onclusion

This paper outlined two proposals to reform O klahom a's public assistance 

program s to tulfill the original goals o f  PRWOR.A.. The author argues that these 

proposals, if  im plem ented together, offer a more efficient utilization o f  O klahom a's 

assistance resources. First, the author argued tor an increase in the T.-\NF tax rate from its 

current 5 0 "o. Since a detailed em pirical analysis found that tmancial incentives do not 

raise the earnings o f  T .\N F  recipients, a higher T.ANF tax rate would not negatively 

impact earnings, and would lower program  costs. These cost savings could then he used 

to help finance other assistance program s that more effectively prom ote desirable 

behavior.

One such program  is the subject o f the second proposal in this paper. The author 

argued that long-term , single participants in the T.ANF and childcare subsidy program s 

not be penalized for choosing to enter a marriage. This marriage penalty can be reduced 

by not including the new spouse 's  incom e in the benefit calculations for up to three years. 

This proposal would, for the first tim e, m ake marriage pay. by allow ing recipients to 

continue receiving benefits after they get married. This policy, if  enacted, would be the 

first serious attem pt in the nation to help alleviate family poverty by rem oving m arriage 

disincentives.
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Both o f  these proposals offer innovative approaches to address poverty. These 

innovative approaches will catapult Oklahom a to the forefront o f  the national debate over 

the next round o f  welfare refomi. However. Oklahoma should not consider these policies 

>impl> because the> are innovative. Oklahom a should consider these policies because 

they give the state a better way to help those families who need the m ost help.
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Chapter 6 

Conclusion

I began this study by stating that the purpose o t'w elfare  is to help feed the hungry , 

to help heal the sick, to help shelter the hom eless.. .to help give hope to the hopeless. 

Every day transfer program s provide food, clothing, shelter, and health care to those who 

need it most. Despite the charges o f  som e critics, the im portant question is not w hether 

society should do these th ings...bu t rather, can we do these things better.* .Are our 

policies doing all they can to bring as m uch hope to the hopeless?

This study took on the daunting challenge o f  addressing this question. Naturally. 1 

did not set out to answ er all the questions about welfare policy, and in this task. I 

succeeded. This study, however, did highlight som e im portant problem s, and provided 

som e innovative solutions. Because each state has its ow n peculiarities. 1 toe used on my 

hom e state. Oklahoma.

O klahom a's tax and transfer system  creates a fram ework which, at tim es, 

provides very little payoff for work. By focusing on the case o f  a representative family 

consisting o f  a single m other w ith two children aged 1 and 3. the author finds that the 

m other m ust earn S16 per hour in order to have incom e equal to the fam ily 's total 

resources w hen the m other works full-tim e at m inim um  wage. The author also calculates 

the effective tax rates the m other faces as she increases labor supply, and as she increases 

her hourly wage. Generally, the study finds effective tax rates exceeding those reported 

elsew here, typically above 90% and at tim es approaching 300%  w hen a recipient loses 

eligibility  for a childcare subsidy.

The study also confirm s previous findings about the im pact o f  individual
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program s. Transfers with a NIT structure like T.A.NF. Food Stam ps, and Housing 

Subsidies, unam biguously generate higher effective tax rates. Program s sim ilar to a WS. 

like the EITC and Childcare Subsidies, decrease the tax rates as the recipient increases 

labor supply, but raise tax rates as the program s phase-out. .Also, the M edicaid and W'lC 

program s generate large "notches" o f  high effective tax rates when recipients lose 

eligibility.

This study calculates the family structure incentives present in w elfare policy. 

Contrary to previous work, the author assum es that a couple has three potential family 

structures: m arriage, cohabitation reported to transfer agencies, and unreported 

cohabitation -  cohabitation concealed from transfer agencies. The study finds that there 

are large payoffs to concealing cohabitation. In some instances, the couple could nearly 

double their resources with unreported cohabitation com pared to marriage.

The em pirical analysis o f  C hapter Four tested the effectiveness o f  financial 

incentives, conditional on the presence o f  work requirem ents, at increasing labor force 

participation and eam ings by using a testable hypothesis from the findings o f  Chapter 

Three. From  a sample o f  female heads o f  households in O klahom a's two m ost populous 

cities, the study finds that financial incentives, conditional on the presence o f  work 

requirem ents, may not be effective at increasing labor force participation or eam ings.

It is not sufficient to ju st describe the shortcom ings o f  the public assistance 

fram ew ork: this study also provided some innovative solutions. Using the findings from 

the previous chapters, the author proposes:

1. Raising the T.AN'F tax rate from its current 50%.

2. .Allowing long-term  recipients who marry to continue receiving the sam e benefits for
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a period of three years.

The first proposal is in response to the empirical finding that T.A.NF financial incentives 

do not increase labor tbrce participation or eam ings o f  recipients. The second proposal is 

an attem pt to reduce the m arriage penalty that long-term recipients t'ace.

There are four criteria to judge the effectiveness o f  a particular w elfare policy:

1. Does it reduce poverty?

2. Does it increase labor force participation?

3. Does it increase eam ings?

4. Does it m inimize program  costs?

The proposed system , with a higher T.A.NF tax rate and enhanced m arriage incentives,

should achieve all four. Com pared to financial incentives, reliance on work requirem ents

will increase labor force participation, and increase eam ings o f  recipients, while 

decreasing program  costs. The cost savings can then be transferred to a new program  that 

will reduce the m arriage penalties inherent in the tax and transfer system. This proposed 

new program  seeks to fight family poverty by stem m ing the growth o f  fem ale-headed 

households.

Clearly this study does not provide all the answers. In fact, it raises som e new 

questions. These questions form the basis for future research topics.

1. Exploit policy changes in Oklahoma to empirically analyze the marriage 

penalties inherent in the tax and transfer system.

In O ctober 1999. the state o f  Oklahom a changed the m anner in which incom e from a 

cohabiting m ale is counted in determining T.A.NF and childcare benefits. Previously, the
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incom e o f  a cohabiting male was considered only if  the m ale w as also the biological 

father o f  the children. .After O ctober 1999. the incom e o f  all cohabiting m ales will be 

included. This policy change presents a unique opportunity to analyze the impact o f  the 

tax and transfer on m am age behavior. If the tax and transfer m arriage incentives do 

influence m arriage behavior then these following hypotheses are valid:

1. The com bined m arriage/cohabitation rate am ong wom en with children receiving 

childcare subsidies will decline after October 1999. holding other factors constant.

2. M arried wom en with children receiving childcare subsidies will decrease their labor 

supply after O ctober 1999. holding other factors constant.

2. Determine whether T.A.NF financial incentives actually decrease labor supply 

and earnings.

The empirical finding from this study that financial incenti\ es have no im pact on 

eam ings (or even a weak negative impact) needs to be confirm ed with m ore studies. Even 

though the intuitive predictions based on the M FIP results do support this claim, 

researchers need to isolate the effect that work requirem ents has on financial incentives. 

I f  it is true that T.ANF financial incentives do reduce the eam ings o f  recipients, there 

should be a spirited review on the use o f  these incentives in forty-eight states and the 

D istrict o f  Colum bia.

3. Examine the impact on wage growth of the high effective tax rates recipients 

face as they increase their hourly wage.

O nce transfer recipients begin working full-tim e, this study found that m ultiple
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program s gradually begin to phase-out. As a result, participants in m ultip le program s 

begin  to face effective M TRs com m only exceeding 90%. There has been little research 

done on the effect o f  these high .MTRs on wage progressions o f  low -incom e fam ilies. If 

recipients respond to these high M TRs by slowing their quest for higher wages, then the 

transfer system  is effectively locking recipients into low-wage em ploym ent.

4. .Analyze the impact of Oklahoma’s Childcare Subsidy program on labor supply, 

to determine whether the program should be modified.

This study illustrated that childcare expenses have a dram atic effect on the work 

incentives faced by single m others. WTiile several studies in the 1990's have studied the 

im pact o f  childcare expenses on labor supply, only one study has exam ined the im pact o f  

a state childcare assistance program. .As Long et al. ( 1998) discuss, every state now has in 

place program s to help low-incom e families afford childcare. Therefore, there is a 

trem endous need for a better understanding o f  how  these program s work, so states can 

continue to refine and develop new solutions.

These future research topics are sim ply an extension o f  this work. This study set 

out to answ er a few questions, pose a few more, to further the policy debate, yet retreat to 

build  a solid foundation, to see the world for what it is. and for what it could be. to 

understand w ith the m ind o f  an econom ist, and with the heart o f  the heartbroken. .All this 

to do ju st one th in g .. .to try to give a little m ore hope to the hopeless.
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