Rk

ruhon

How Welfare and Work Policies
Affect Employment and Income:
A Synthesis of Research

Dan Bloom May 2001
Charles Michalopoulos

MDRC

Manpower Demonstration Research Corporation




The Next Generation Project

This report is part of the Next Generation, a project that examines the effects of welfare,
antipoverty, and employment policies on children and families. Drawing on rich data
from recent welfare reform evaluations, the project ams toinform the work of
palicymakers, practitioners, and researchers by identifying policy-relevant lessons that

cut across evaluations.

Foundation partners
The Next Generation project is funded by the David and Lucile Packard Foundation,
William T. Grant Foundation, and John D. and Catherine T. MacArthur Foundation.

Research partners

The project is a collaboration among researchers from MDRC, the University of Texas at
Austin, Northwestern University, the University of Californiaat Los Angeles, Kent State
University, the University of Michigan, New Y ork University, and the Social Research
and Demonstration Corporation.

Project director
Virginia Knox, Senior Research Associate, MDRC, 16 East 34 St., New York, NY 10016
E-mail: virginia_knox@mdrc.org; phone: (212) 340-8678

www.mdr c.or g/NextGener ation

Preparation, publication, and dissemination of thisdocument was supported by thefunders
of the Next Generation project — the David and Lucile Packard, William T. Grant, and
John D. and Catherine T. MacArthur Foundations. Additional publication support was
provided by BP on behalf of ARCO and — as part of an initiative to disseminate
information on effective employment and income strategiesthat affect adults and children
— the Annie E. Casey, Ford, Robert Wood Johnson, and Charles Stewart Mott
Foundations.

Dissemination of MDRC publications is adso supported by the following foundations that help
finance MDRC's public policy outreach and expanding efforts to communicate the results and
implications of our work to policymakers, practitioners, and others. the Ford, Ewing Marion
Kauffman, Ambrose Monell, Alcoa, George Gund, Grable, Anheuser-Busch, New York Times
Company, Heinz Family, and Union Carbide Foundations; and the Open Society Ingtitute.

The findings and conclusions presented in this monograph do not necessarily represent the
officia postions or policies of the funders.
For information about MDRC and copies of our publications, see our Web site: www.mdrc.org.

MDRC® is aregistered trademark of the Manpower Demonstration Research Corporation.

Copyright © 2001 by the Manpower Demonstration Research Corporation. All rights reserved.



To Daniel Friedlander (1947-1999)

Danid’ s pioneering work on measuring the impact of socid
programs laid the foundation for this analyss.




Preface

This monograph synthesizes the results from rigorous evaudions of 29 welfare
reform initigtives. Although these initistives were implemented before passsge of the
landmark federal wefare reform law of 1996, al of them used a least one of three
drategies that form the core of most dates current wefare programs. requiring single
parents to participate in work activities, providing financid supports to working families,
and limiting the length of time that families can receive welfare.

The monograph was produced as pat of the Next Generation project, a
collaboration anong MDRC, severd other leading research indtitutions, and the project's
foundation funding patnes — the David and Lucile Packard Foundation, William T.
Grant Foundation, and the John D. and Catherine T. MacArthur Foundation. The project
is amed a understanding the effects of welfare and employment policies on low-income
children and families.

Because most welfare reforms are targeted at adults rather than children, this
ressarch synthesis lays the groundwork for the Next Generation project by summarizing
how various program drategies affect parents employment, welfare receipt, and income.
Effects on children — summarized briefly here and discussed in detall in a companion
monograph — result from a“ chain reaction” that begins with effects on parents.

Two key findings emerge from this synthess. The firg concens the type of
employment services that are used in programs designed to get welfare recipients into
employmert. Over the years, the conventiond wisdom has swung between an emphasis
on rapid job placement and an emphass on building skills through education and
traning. The monograph suggests that the best agpproach may lie somewhere in the
middle The two mogt effective programs that were studied used a mix of job search
activities and short-term education and traning while maintaning a srong focus on the
god of employment. Although this approach was not successful in dl the programs in
which it was used, it appears to hold the most promise.

Second, the present andysis reveds that, dthough the large mgority of programs
examined in this document led to increases in employment and reductions in wefare
recept, the only programs that substantially increased income were those that provided
financiad supports to people who obtained jobs. Such programs cost more to operate but
had arange of pogtive effects on children and families.

Many states now provide financia supports to working families in the form of “earnings
disregards,” rules that allow welfare recipients to keep al or part of their welfare grants when
they go to work. However, most states have aso established time limits on welfare receipt, which
means that the disregards can raise income only for a limited period. It is unclear how a
temporary income boost would affect children and families.

By shedding light on the trade-offs between competing gods — such as
increesng employment, decreesng wefare recept, controlling government cods, and
improving the wdl-being of families and children — this cross-cutting research synthess
is intended to inform policymakers as they attempt to desgn and improve policies for
low-income families

Judith M. Gueron
President
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Executive Summary

During the past two decades — particularly since the mid 1990s — Congress and
the dates have dramatically reshaped the nation’'s system of cash wdfare assstance for
low-income families Many dudies and journdidic accounts have examined these
changes, but only a handful have been expressy desgned to assess what difference the
new policies make.

This monogrgph addresses this criticd question by syntheszing the results from
dudies of 29 wdfae reform initistives conducted by the Manpower Demondration
Research Corporation (MDRC). Each study focused on one or more of three key program
festures mandatory employment sarvices, earnings supplements, and time limits on
welfare receipt. Although the programs under study were launched prior to passage of the
landmark federd welfare reform law of 1996, these three features are centra to most
dates current welfare reform programs. This document focuses on the effects of these
features on adults employment and income, a companion document examines ther
effects on children’ swell-being.

All the dudies used a rigorous random assgnment research design in which
people (most of them single mothers recelving welfare) were assgned a random to a
program goup, which was subject to the welfare reforms, or to a control group, which
was not. The groups were tracked over severd years and compared with respect to a
number of outcomes, including employment, welfare receipt, and income. Because
people were assigned to the groups a random, it can be assumed that, within each study,
the groups did not differ sysematicdly at the outset and went on to experience the same
generd economic and socid conditions. Thus, any differences that emerged between the
groups during the studies can be attributed to the programs being tested (the “increases’
and “decreases’ reported here refer to these differences).

Together these studies provide a wedth of information on the effects of different
welfare reform drategies and a strong foundation for future programmatic decisons and
legidative ddiberations. This synthess is particulaly timey because Congress will soon
begin to debate reauthorization of the Temporary Assstance for Needy Families (TANF)
block grant, the federd welfare program created in the landmark federd wefare law of
1996.

Key L essons

A number of programs that provided only mandatory employment
services wer e effective, but the most successful of these programs
used a mix of services — including some education and training —
and strongly emphasized the need to find work.

Almog al states now require adult welfare recipients to work or prepare for work,
but there is much debate about the best way to do this. Over the past two decades, the

"How Welfare and Work Policies Affect Children: A Synthesis of Research (MDRC). 2001. Pamela
Morris, Aletha Huston, Greg Duncan, Danielle Crosby, Johannes Bos.
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pendulum has swung between an emphasis on rgpid job placement and a focus on
education or training.

Side-by-sde tests of programs at opposite ends of the spectrum — those requiring
most recipients to look for work (“job search first”) and those requiring most to enter
education or traning (“education fird”) — in three counties reveded that they ultimatey
produced smilar overdl gans in employment and earnings. However, the job-search-first
programs produced larger immediate gains and, in the medium term, led to larger gains
for more disadvantaged groups, such as people without a high school credentid. The job-
search-first programs were also less expensive to operate.

The most effective programs fdl in the middle of the spectrum. In these
programs, some recipients started by looking for work, while others garted with
education or training. This finding suggests that a more individuaized gpproach may be
most promising, but — given that not dl the programs that used the mixed gpproach were
highly succesful — the types of services provided and the basis on which people are
assigned to services appear to be dso criticdl.

Although programs across the spectrum increased employment for a variety of
groups, most people who went to work obtained low-wage or part-time jobs, some |eft
welfare without finding work; and most of the programs had rules that reduced peopl€'s
welfare benefits by a dollar for each dollar they earned. As a result, programs that
incduded only mandatory employment sarvices usudly left families no better off
financidly than they would have been without the programs even after accounting for
the federa Eaned Income Credit (EIC, the federal tax credit that supplements the
eanings of lowincome families). There is ds0 little evidence that the progams
benefited or harmed children.

The only programs that both increased work and made families financidly better
off were those that provided earnings supplements to low-wage workers.

In contrast to the programs that used only mandatory employment services, two
programs that supplemented the earnings of working recipients boosted both employment
and income reaive to control group levels. One of these programs adlowed welfare
recipients who went to work to keep more of their benefits than under the old wdfare
sysem (an gpproach now used in many dates), while the other supplemented earnings
outsde the welfare sysem. Both approaches cost more than traditional wefare, but they
aso produced a range of pogtive effects for children — for example, higher levels of
school achievement.

Relatively little is known about the effects of welfare time limits,
but the available data suggest that time limits need not cause
widespread hardship, at least not in the short term.

Two of the programs under study provided earnings supplements by dlowing
working recipients to kegp more of ther benefits but dso imposed time limits on wdfare
recapt. Although these programs initiadly increased employment and income, the income
gans dissppeared after families began to reech the time limit. In fact, the programs
reduced income for a smdl group of families, dthough the only such program whose



evauation has been completed did not gppear to increase materid hardship. However,
there are not yet enough data to warrant firm conclusons about the effects of time limits.
Moreover, how families fare may depend on how time limits are implemented (for
example, whether and under what conditions exemptions or extensions are granted).

These results suggest that policymakers face a critical choice. Recdl that the
programs that provided only mandatory employment services incressed work and
reduced wdfare use but usudly did not lead to notable improvements in families
economic circumgtances or make children better off than they would have been without
the programs — even dfter accounting for the EIC. Achieving these gods may require
further supplementation of families eanings Mogt daes dready do this by dlowing
working recipients to keep part of their benefits, but the income-enhancing effects of such
policies are undermined by wefare time limits. Federa and date policymakers who am
to improve outcomes for families and children may need to devdop new ways of
providing ongoing financia support to low-wage workers — an approach that may raise
costs — while continuing to test draegies for rasng wages through education and
traning.
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