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Child Care Subsidies and
The Enpl oynent of Welfare Recipients

ABSTRACT

Changi ng patterns of maternal enploynment, coupled with stronger work
requirenents for welfare recipients, are increasing the demand for child care.
For many famlies the cost of child care creates a financial burden; for very
| ow i ncome and wel fare recipient nothers these costs may be an insurnountabl e
barrier to enployment or to econom c self-sufficiency. Despite increased
public spending in this area, the receipt of any child care subsidy appears to
be a relatively rare and uncertain event. 1In this study we use data froma
sanmpl e of low income single nothers (current and recent welfare recipients in
California) to estimate first, their probability of receiving a child care

subsi dy and second, the effect of this probability on enpl oynment.



Child Care Subsidies and
The Enpl oynent of Welfare Recipients

| NTRCDUCTI ON

The rapid increase in the rate of enploynent of nothers w th young
children has been one of the nost dramatic recent changes in the |abor markets
of the U S. and other industrialized countries. Wnen are often described as
being “pull ed” into enpl oynent by greater econonic opportunities and “pushed”
out of the home both by econom c necessity and, in the U S., by changes in
wel fare rules that severely restrict the availability of alternative incone.

G owi ng nunbers of nmothers in the workforce, and earlier returns to enpl oynent
after childbirth, are fueling a corresponding growth in demand for substitute

child care. For many families, child care costs constitute a financial burden
that substantially reduces the gains froma nother’s enploynment. For very |ow
i ncome and former wel fare recipient nothers, these costs are often an

i nsurnount abl e barrier to enploynment or to economic sel f-sufficiency.

In response to the need for nore and nore affordable child care, both
federal and state governnents have increased spending on child care subsidies.
The U S. has historically provided very neager assistance with child care and
there is evidence that, despite increases in funding, receipt of a child care
subsidy remains a rare event for |l owincome nothers. Several prior studies
have estimated the likely effect of reducing child care costs on materna
| abor supply. Yet few researchers have considered the antecedent question of
how t he chances of receiving a subsidy affects nothers’ enpl oynent deci sions.
G ven low rates of subsidy receipt, the answer to this question nmay be as
i nportant to our understandi ng of the enploynent of |ow incone nothers as are
estimates of the their |abor supply response to the |l evel of subsidization

In this paper we address this gap in the research by exam ning the
i npact of child care subsidy receipt on the | abor supply of |owinconme single

not hers. Using data froma two-wave panel survey of nothers who were current



or recent welfare recipients in California in 1995, we use a two-stage nodel
to estimate (1) the probability that a single nother would receive a child
care subsidy were she to use child care, and (2) the inpact of the estimated
probability of subsidization on her enploynent.

BACKGROUND

Mat ernal Enpl oynent and Child Care Costs

In recent decades wonen have entered the |abor nmarket in increasing
nunbers, with the sharpest growth anong those with children under the age of
six. Although nothers of young children are working in greater nunbers, they
continue to lag behind adults with fewer caregiving responsibilities in both
t he nunber of hours they work and in their wages (Gornick, Meyers and Ross
1998; \Wal df ogel 1997). Rates and hours of enploynent are especially | ow anong
not hers who are single and whose skills and educational attainnents are
[imted. Many of these wonen rely fully or partially on welfare while their
children are young (Bl ank 1997).

The causes of these differences in wonen’s work and wel fare experience
are nultiple and interacting. The evidence is unanbi guous, however, that
havi ng young children in the hone reduces both the probability that wonen will
be enpl oyed and, anong those who are enployed, their hours of paid work
(Connelly 1991; Leibowitz, Waite and Wtsberger 1988). One expl anation for
this lies in the high cost of substitute child care. The average cost of
full-time narket based care is now estimated to be $3,000 to $5, 000 per year
for one child (Hel burn et. al. 1995; Ribar 1992). Lower skilled and | ower
i ncome wonren are nore likely than their nore advantaged counterparts to rely
on informal, and presumably | ess expensive, care by friends or fam |y nenbers
(Hofferth 1995). These wonen are also nore likely to pay relatives who
babysit than are nore affluent wonen, and child care costs consunme a greater
proportion of the income of |low skilled, |ow incone wonen than that of those

who are nore advantaged (Hofferth 1995; Anderson and Levine 1994). Child care



lower the effective wage for any nother who purchases care during her working
hours; for sone | ow earners, these costs may di scourage enpl oynent altoget her
(Blau and Ferber 1992; M chal opoul os, Robins and Garfinkel 1992; Ri bar 1992).
Consi derabl e enpirical research confirns the prediction that higher costs for
child care are associated with | ower |abor force participation anong not hers

who have young children, and, anong those who do work, fewer hours of

enpl oyment (Bl au and Robins 1991; Connelly 1991, 1992; Leibowtz, Klerman and
VWaite 1992; Leibowitz et al. 1988; Ri bar 1992; Stol zenberg and Waite 1994).

Public Child Care Subsidies

Concern that child care costs create a barrier to enpl oynent,
particularly for the single nothers and | ow skilled workers nmost likely to
depend on wel fare, has spurred a considerable increase in public funding for
child care assistance. Since the m d-1980s, federal and state governnents
have increased funding for welfare-linked child care subsidies (through AFDC
and progranms prior to 1996, now the TANF program); for working poor fanmlies
(through the Federal Child Care and Devel oprment Bl ock Grant and the At Ri sk
Child care progran); and for a variety of early childhood educati on services
(fromthe federal Head Start programto state-funded Early Education and Pre-
Ki nder garten prograns).

Al t hough child care funding has grown the availability of subsidized
arrangenents or subsidies for private arrangenents remains limted. Data from
the early to 1990s, prior to the 1996 federal welfare reforms, suggests that
relatively few nothers received child care subsidies. Hofferth (1995), for
exanpl e, found that only 18 percent of enployed child care users with incones
at or bel ow poverty, and only 12 percent of those w th near-poor incones,
received sone formof direct financial assistance to offset their child care
costs. Oher estimates of subsidy receipt rates were simlarly |l ow, even when
assessed only anong those eligible for particular prograns (Meyers and Heintze

1999; Kimmel 1998; Long and dark 1997; U S. General Accounting Ofice 1997).



Prelimnary data froma nunber of studies conducted since the 1996 federa

wel fare reforns suggest that, despite dramatic increases in enploynent anong
former welfare recipients, only a mnority of enployed, |owinconme nothers are
recei ving public child care subsidies.

Low rates of subsidy recipiency can be explained, in |large part, by
l[imted resources. Access to nost child care prograns is strictly rationed and
many states maintain long waiting lists for child care subsidies or places in
subsi di zed progranms. Even when resources have been expanded, however,
reci piency rates have remained surprisingly low Al though the reasons for
nonpartici pati on remai n poorly understood, they appear to include the
unwi | I i ngness of state governments to spend avail able funds, w despread | ack
of information anong potentially eligible recipients, and the disincentive
effects of high co-paynents (Meyers and Heintze 1999; O fice of Inspector
Ceneral 1998).

Subsi di es and Enpl oynent

Interest in expanding public child care subsidies has been fueled by the
expectation that, if child care costs depress maternal enploynent, the
provi sion of public child care subsidies will increase enpl oynent anong womnen
wi th young children. Sinulations of the inpact of a decrease in child care
costs predict substantial increases in maternal enploynent, with the inpact
concentrated anong wonen who face the steepest financial barriers to work.
Cackley (U S. Ceneral Accounting Ofice 1994) for exanple, estimates that
reducing child care costs to zero would result in a 50 percent increase in the
enpl oyment rate for poor wonen, a 33 percent increase anong near-poor and a 15
percent increase anong non-poor wonen. O her researchers have reached sinilar
concl usi ons and have found evidence that the |abor supply of |low incone, |ow
skilled and single nothers nore sensitive to child care costs than that of
nor e advant aged not hers (Anderson and Levine 1998; Han and Wal df ogel 1998;

Ki mrel 1995; M chal opoul os, Robins and Garfinkel 1992).



Several studies have estinmated the inpact of child care costs on
not hers’ enpl oynent and a handful have used these estinmates to sinulate the
potential |abor supply effects of various levels of child care subsidization
VWil e these simulati ons have adjusted the cost of child care, they have not
exam ned the questions of which famlies receive subsidies and how t he chances
of subsidy receipt thensel ves affect enploynent outcomes. G ven the
uncertainty regarding subsidy receipt, child care subsidies may be an “all or
not hi ng” form of assistance for |owincome wonen. |If so, sinulations in which
subsidies raise or lower the effective price of child care for all wonen are
likely to miss the effect of uncertain receipt on wonen’s enpl oynment
deci si ons.

The failure of nost researchers to exam ne subsidies directly is partly
due to the limtations of datasets which do not provide conplete information
about enpl oynent, child care and subsidy arrangenents. In one of the few
studies to directly exam ne the inpact of child care subsidies, Berger and
Bl ack (1992) conpared the enpl oyment outconmes of |owincone single nothers in
Kent ucky who received either a Title XX child care or a |ocal government
subsidy in 1989 to those of otherwi se simlar wonen who were on the waiting
lists for these progranms. They estinmated that receiving a subsidy led to as
much as a 25 percent increase in enploynent anmong | owincome single nothers.
As nothers on the waiting list may not be simlar to those receiving
subsi dies, or to those who never applied for assistance, the authors re-
estimated their nodel controlling for a variety of possible selection effects,
concl udi ng that program and behavioral effects may account for as nuch as one
hal f of the observed increase in enploynent. Interestingly, the authors also
found that while receipt of a subsidy increases the probability of enploynent,
it does not affect hours of work ampbng those enpl oyed.

Berger and Bl ack’s (1992) research reinforces our speculation that child

care subsidies have a “threshol d” effect on enploynent related to the chances



of being subsidized, as well as a net-price effect anong those subsi di zed.
VWil e our data do not permt an investigation of the effects of subsidies on
effective child care costs, we develop a nodel in which both the chances of
bei ng subsi di zed and the effects of those chances on enpl oynent are

determ ned. W attenpt to extend work such as that in Berger and Bl ack
(1992), enploying broader neasures of child care and subsidy use, extending
the analysis to include potential users of child care and child care

subsi dies, and considering a different context, nanely several counties from
the state of California.

Pol i cy Cont ext

In 1995, when the data for this analysis were collected, the public
child care systemin California was | arge and conpl ex. Prograns managed
t hrough the Departnment of Public Instruction or the Departnent of Soci al
Servi ces provi ded assistance through a variety of mechani sns, including direct
services (e.g. public preschool prograns), vendor agreenents wi th nonprofit
centers, and vouchers and i ncone disregards that reinbursed famlies for the
purchase of private care. In npost of the voucher and rei nbursenent prograns,
parents were able to obtain assistance for either market fornms of care (e.g.
in centers, pre-schools, famly daycare honmes or after-school prograns) or for
i nformal babysitting by friends and rel atives.

A low incone famly with a child under the age of fourteen m ght have
been eligible for one of at |east seven different subsidies, broadly targeted
on education and training support for adults, adult enploynment, or early

chi | dhood education. Mre specifically, two education and training subsidies

were provided through the California JOBS program-- Geater Avenues to

I ndependence (GAIN) -- and t hrough Non- GAI N Educati on and Trai ni ng prograns.
Under these two prograns assistance was potentially available to any AFDC
reci pients who was enrolled in enployment preparation activities such as job

cl ubs, school or training progranms. Although reinbursenment rates in both



progranms were generous, total federal funds were capped and required the state
to provide matching funds. The effective availability of subsidies was thus
l[imted, with priority given to applicants who were nandatory participants in
the JOBS (GAIN) program under the rules of the 1988 Fam |y Support Act

Three enpl oynent subsidies were potentially available to current and

fornmer welfare recipients who went to work: the At Risk and Transitiona
Child Care (TCC) programs, for famlies |eaving or outside the welfare system
and the AFDC disregard for current welfare recipients. Federal funds for the
At Ri sk programwere provided as a capped federal entitlenent and openings
were limted. Both the AFDC di sregard and TCC, however, were open-ended
entitlenments technically available to any incone-eligible child care user who
was, respectively, either a current welfare recipient or an recipient who had
left aid via enploynment in the prior 12 nonths.

Two forns of child education subsidies were also available to | owincone

famlies regardl ess of parents’ educational or enploynent activities. Free
pre-school progranms were potentially available for income eligible children
bet ween the ages of 3 and 5 through the federal Head Start program and
California Child Devel opment prograns. Free or |ow cost after-school care was
avai l abl e for sonme older children through state- and | ocally-funded school -
based prograns. Although eligibility depended only on incone and the child's
age, the actual availability of care al so depended on state and | oca
resources, which were typically very linmted
ANALYTI C FRAMEWWORK

A |l arge body of research has established that child care costs exert
downward pressure on the enploynment of nmothers with young children and that
subsi di es that reduce these costs shoul d generate an increase in enpl oynent.
The recei pt of a subsidy appears to be a relatively rare and uncertain event,
however, even for those | owincome nothers who appear to be the targets of

recent child care expansions. Yet few researchers have investigated the



factors that influence the chances of being subsidized, and the consequences
of those chances with respect to enpl oynment outcones.

In this study we use data froma sanple of |ow income single nothers,
all of whomwere current and recent welfare recipients in California when
interviewed, to address two questions: first, what are the chances that these
not hers woul d receive a child care subsidy, were they to use child care; and
second, how do variations in the |likelihood of being subsidized affect these
not hers’ enpl oynent ?

Thus our nodel has two key endogenous vari abl es, enpl oynent status and
expected recei pt of a subsidy conditional on use of child care. Gven the
conditional —that is, the selective —nature of subsidization, we estimte a
third equation for child care usage

O particular interest is the effect of possible subsidization on
enpl oyment status. Appealing to standard econom c theories of |abor supply
(e.g., Killingsworth 1990), the enployment equation includes as covariates
variables related to the market wage (such as educational attainment and
participation in job preparation activities), to the value of time spent in
nonmar ket | abor including child care (such as the nunber, ages, and health
status of children), and other factors associated with opportunities for, and
relative preferences for, tine spent in market or in nonmarket activities
(such as race, ethnicity, and nativity).

We do not have a direct neasure of our respondents’ perceived
expect ati ons regardi ng possi bl e subsidization of child care costs, and
t herefore devel op a proxy nmeasure for those expectations using data on actua
subsi dy recei pt anong child care users. In formul ati ng an equation for
subsidy receipt, we include variables that reflect both demand and supply
factors. Demand factors include both parents’ need for subsidies and the
skill and vigor with which they pursue them Supply factors include the

resources avail able for vouchers or direct services and the fornmal and



informal policies that direct their allocation by local welfare offices.!?

On the denmand side, child care subsidy receipt is expected to increase
with the potential cost of nonmaternal care. The nost inportant factor in
cost is the amount of child care used and this is determ ned by the nother's
own activities: the nore she is occupied with work or training activities, the
nmore hours of care her children will require (Brayfield 1995; Hofferth and
W ssoker 1992; Kisker and Silverberg 1991; Mason and Kuhlthau 1992). Demand
is therefore likely to be greater anong wonen who have hi gher human capita
and potential for enploynment. Wnen with younger children are al so expected to
have greater and potentially nore expensive care needs and therefore higher
demands for subsidies (Cattan 1991; Ri bar 1992). Mdthers’ tastes for
alternative care arrangenents have been found in other studies to vary with
education, ethnicity and immigration status. In general, studies suggest that
nore poorly educated, inmgrant nothers are less likely to put their children
in substitute care than are nore highly educated and native-born nothers.

VWhen they do use nonmaternal care, these wonen are nore likely to rely on
close famly and friends who may provide less costly care (Fuller, Holloway,
and Liang 1996; Lehrer 1983; Leibowitz et al.1 988; Mason and Kuhlthau 1992).
We therefore anticipate that nothers with nore education, and those born in
the US., will be nore likely to seek child care subsidies. An additiona
demand factor is the woman’s own ability to negotiate the child care and

wel fare bureaucracies. Gven the conplexity of the systemand difficulty of
obt ai ni ng subsi di es, we argue that wonmen who know nore about the AFDC system
and rules, and who are nore famliar with specific child care subsidies, wll
be nore assertive in seeki ng—and nore successful in obtaining—hild care
subsi di es.

On the supply side, the nost inportant factor is the relative
avai l ability of subsidies nmade avail abl e t hrough vari ous public sources. In

the m d-1990s the |l evel of subsidy resources was not highly variable across



localities within California, yet there were substantial waiting lists for
many of these subsidies programs during this period. This suggests that the
supply of subsidies fell short of the demand for them As a result, effective
supply reflected bureaucratic policies and practices used to allocate scarce
benefits. Unlike overall resources, these bureaucratic practices were highly
variable by location. W would therefore expect the probability of receipt to
differ for women in different California counties. Bureaucratic rationing was
al so affected by policies affecting service priorities, particularly the
provi sions of the 1988 Family Support Act (FSA) which required states to
enroll a proportion of all AFDC recipients into work or work-preparation
activities. Local welfare offices routinely gave priority in awarding child
care subsidies to recipients who could be enrolled in these activities,
particularly to those who were nenbers of the four groups of welfare
recipients targeted by the Act.? Mothers falling into one of these groups
are likely to have higher probabilities of subsidy receipt.?
ESTI MATI ON

W& use a two-stage probability nodel to analyze the effect of child care
subsi dies on enploynent. In the first stage we nodel subsidy receipt
conditional on child care usage. Using results fromthe first-stage nodel, we
calcul ate the probability that each nmother in the sanple would be subsidized
were she to use child care, and estimate, in a second-stage nodel, the effect
of that probability on enpl oynent status. W use data froma two-wave pane
survey of lowincome famlies who were in, or exiting, the welfare systemin
California. Since all families in the sanple had | east one child under the
age of 14, and all were current or recent welfare recipients, all were assuned
to have been eligible for at |east one of the subsidies described above.

Qur econonetric framework is an enpl oynent-status equation of the form

E*=a,0,+X,4, + Uy, (1a)

10



wher e 63 =Pr(S=1) =ES] is the probability of subsidy receipt, X, is an
array of covariates, u, is a random di sturbance, and &, and &, are unknown
coefficients. E, an observed discrete indicator of enploynment, equals one if
t he unobserved index E* > 0, and equal s zero otherwi se. Assunming the u, are
normal Iy distributed, (1la) is a Probit equation

63 represents a nother’s beliefs regardi ng her chances of having her
child care costs subsidized. W assunme that nothers fornul ate such
expectations taking into account their own past experiences, their
observations of the experiences of others in their famly and conmunity, and

ot her sources of information. W have no direct neasure of 0O however, and

S
therefore attenpt to develop a proxy for it, nodeling actual subsidy receipt
anong the child care users in our sanple. The actual -subsidy indicator Sis
observed only anong nothers currently using child care and therefore
potentially able to have their child care expenses subsidized. The mgjority
of nothers who are not enployed (i.e. for whomE = 0) do not use child care
Therefore we nmust anticipate selectivity bias anmong wonmen for whom S is
observed; that is, the unobserved factors associated with the receipt of a
subsidy are likely to be correlated with the unobserved factors associ ated
wi th the decision to be enpl oyed.

In order to address the problens of censored observations and sel ection

bi as di scussed above, we repl ace 63 in (la) with a proxy val ue devel oped in

an auxiliary analysis. Thus we estimate the equation

E"=4,0.+X &, +u (1b)

The estimated probability of subsidization, 0. ,is calculated using

S i)
coefficients estimated in the first stage of the analysis, a censored Probit

(or, Probit with selection) nodel (Greene 1997). In this auxiliary nodel the

11



two binary dependent variables are indicators of child care use (C) and of
subsidization (S). The nodel is censored since Sis observed only when C = 1.
The unknown paraneters of these equations are &, the effects of covariates on
C, a5, the effects of covariates on S, and @i, the correl ati on between the

di sturbances of the two equati ons. 68 is conmputed as (5(XS§Q, where Ois the
cunmul ative normal distribution and X5 is the array of explanatory variabl es

i ncluded in the nodel.

To aid in identification of the paraneters of equation (1b), the vector
of exogenous vari abl es predicting subsidy receipt (4, contains one variable
t hat does not appear in the enploynment equation. Wnen' s knowl edge of the
public child care systemis assunmed to play this role, insofar as it has
little or no direct effect on wonmen's enpl oynent deci sion, operating only
t hrough the probability of subsidy receipt.

Si nce 68 is an erroneous neasure of 63 we nust anticipate that our
estimate of a, may be biased towards zero. Furthernore, the standard errors
of the second-stage coefficients nust be corrected for sanpling error. For
this purpose we use the covariance matrix derived in Mirphy and Topel (1985),
equati on 34.

DATA AND VARI ABLES

Data for this study were obtained fromthe AFDC Househol d Survey,
adm nistered to a stratified random sanple of California AFDC recipients
selected for the California Assistance Paynent Denonstration Project (APDP).
The survey was conducted through a joint effort of the state Departnent of
Soci al Services and the University of California at Berkel ey Data Archive and
Techni cal Assistance Program Survey respondents were sel ected in Novenber
1992 fromwelfare adm nistrative records fromfour California counties:

Al aneda, Los Angel es, San Joaquin and San Bernardi no. These counties

12



represent a mx of rural and urban locations and they carry one-half of the
California welfare caseload. The sanple was stratified to include both one
and two-parent famlies.

The principal adult female in the famly (in general, the AFDC
reci pient) was surveyed by tel ephone approximately 18 nonths after initial
sanpl e selected and again 18 nonths later. During the first wave of
interviews a total of 2,214 households were interviewed in English or Spanish,
froma sanpling frane of 3,824 (a 60 percent conpletion rate). The sanple was
surveyed for a second tine 18 nonths later with 1,764 househol ds respondi ng
(an 80 percent retention rate). Al househol ds were recei ving AFDC when
selected in 1992. By the tinme of the first wave of interviews, approxinmately
15 percent had |l eft the AFDC program By 1995, when the second wave of
i nterviews was conducted, about 25 percent indicated that they no | onger
received welfare. The sanple thus captures the experience of a cross-section
of famlies connected to the welfare system those receiving welfare at a
point in time and those beginning a transition to independence.

Data analyzed in this paper are taken fromthe second wave of
interviews. To restrict the analysis to potential child care users, only those
famlies with at | east one child under the age of fourteen are retained for
anal ysis (n=1, 514). To concentrate on those household nost likely to be
sensitive to child care subsidies, and the fam lies of nost central concern in
wel fare and child care reformpolicies, the sanple is further restricted to
single wonen (neither married and living with their spouse nor cohabiting).
The final analysis sanple include 903 single nothers with at [ east one child
under the age of 14.
Qut cones

Three outcones of interest are nodel ed: maternal enploynent (E), child
care use (O, and receipt of a governnment child care subsidy (S). A woman is

considered to be enmployed if she reported regul ar enpl oynent in the nonth

13



prior to the interview Child care use is nmeasured as the use of any

nonmat ernal care on a regular basis, including that provided as informal
babysitting by family and friends, in regulated or unregulated fam |y day
care, or in centers, preschools, Head Start prograns and the like. Child care
use is neasured for the youngest child in the famly.*

Recei pt of any form of government subsidy was determ ned using a series
of questions about paynent arrangenents for babysitting and other child care
for the youngest child in the prior nonth. Respondents were asked whet her
there was any charge for the care and, if so, whether they received any
assi stance fromgovernnent or famly and friends with the costs. Mthers who
used market forns of care (day care centers, famly child care, preschools or
other center care) free of charge, or who received assistance from any
government programto pay for either babysitting or market care, were coded as
receiving a subsidy.?

| ndependent Vari abl es

To avoid endogenaity of enployment with child care and subsidy
arrangenents, our first stage estimation includes a nmeasure of the nother’s
enpl oyment tenure during the period i mediately prior to first wave interview,
conduct ed approximately 18 nonths earlier. Measures of current caregiving
responsibilities include the total nunmber of resident children under age 18
and the presence of young children. Because patterns of child care
utilization have been found in prior studies to vary with children’s age group
(rather than as a linear function of age), we code children’s ages into
i ndicators for the presence of any infants (between birth and age three) and
t he presence of any preschool -aged children (between three and five years of
age.) A nother’'s tastes for nonmaternal care is captured by education (years
of schooling) and a dummry variabl e indicating whether she was born outside the
US. Avariable indicating the nunber of non-parental adults residing with

the famly is included to capture any aid such adults may offer to neet child

14



care needs.

Bureaucratic rationing practices predicted to affect the availability of
child care subsidies are represented by variables indicating the nother’s
county of residence and by a dummy vari abl e indi cati ng whet her the respondent
was a menber of groups who were targeted for AFDC-I|inked subsidies under the
FSA. To capture variation in nothers’ ability to navigate the child care
system we include two know edge scales. The first is a four-point scale
measuri ng know edge about AFDC enpl oynment-rel ated rules, constructed from
responses to four questions about whether a wel fare recipient could work, how
many hours he/she could work, and whether a recipient “who went to work” could
retain cash benefits and Medicaid eligibility.® The second is a five-point
scal e neasuring nore specific know edge about child care subsidies. This was
constructed froma series of questions that asked respondents whether they had
tried to access benefits fromeach of five different progranms for any of their
children at any point in the prior year, or whether they “didn’t know anyt hing
about this prograni.

Included in the enpl oynment equation is an exogenous neasure of the
nmot her’s inconme in the absence of enploynment, nanely the nmaxi mum AFDC benefit
for her famly.” Her expected wage is proxied by her education and age.
Limtations on nothers’ ability to work are neasured using self-reports about
disability and health. Race and ethnicity are included as three dunmy
vari abl es for African-Anerican (non-Hi spanic), Latina, and Oher (with Wite,
Non- Hi spani c as the excluded variable). To capture specific barriers and
resources that are relevant to the enploynent of |owincone wonen, we include
two | agged neasures of enpl oynent supports neasured approximately 18 nonths
earlier: whether the woman was participating in any enpl oynent-rel ated
education or training activities and whether she owned a car. To capture the
i npact of caregiving responsibilities, we include dunmy variables for the

presence of infants (birth to age three) or preschoolers (age three to five),
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wi t h school -aged children the excluded category, and a variable for the
severity of the nost severely disabled child in the famly (scaled fromO for
no limtations to 3 for a severe condition).

Because the sanple was selected using a stratified design, several
addi tional variables are included in all nodels to control for possible design
effects. These include the basis of AFDC eligibility when the sanple was
sel ected (as a two-parent AFDC-U or one parent AFDC-FG case), and whether the
woman was a participant in the experinmental or control group of the “Wrk
Pays” denpnstration project that was being conducted in California at the tinme
of sampl e selection

FI NDI NGS

Sanpl e Characteristics

The sanple of single nothers used in this analysis closely resenbles
worren in the welfare systemnore generally. Sanple characteristics are
di splayed in Table 1. The average respondent was approximately 33 years old
and had two chil dren. One quarter reported that they had a disability or
health condition that limted the amunt or type of work that they could do
and 22 percent had one or nore children with disabilities or Iimting health
conditions. The majority (70 percent) were born in the U S., and the sanple
was di vided anong African American (33 percent), Latina (46 percent) and Wite
Non- Hi spanic (18 percent) respondents. This represents a higher proportion of
Lati na wormen than in the AFDC program nationally, but the high proportion of
Lati na wonmen is representative of California s program popul ation (U S. House
of Representatives, 1996). Twenty-eight percent of sanple famlies had a
child under the age of three and 45 percent of fanmilies included a child
bet ween the ages of three and five. Again, these proportions are less sinilar
to those nationally (where 24 percent of AFDC fanmilies contain an infant and
22 percent a pre-schooler) but are representative of California AFDC

recipients.
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<< Table 1 About Here >>

VWhen contacted approximately 36 nmonths after the sanple was drawn from
AFDC records, over three quarters of respondents (85 percent) were stil
recei ving AFDC. Al though nobst respondents continued to receive welfare, one
quarter (27 percent) reported that they had been enployed in the prior nonth
in regular jobs. Anong the 27 percent who were enployed in the prior nonth,
56 percent (15 percent of the full sanple) had al so received welfare and 44
percent (12 percent of the full sanple) had not.

Child Care Use and Subsi dy Recei pt

Use of nonmaternal child care was relatively high and, is the case with
ot her popul ations, the use of care varied with the age of the child and to the
nmot hers' activities. COverall, 44 percent of all nothers reported using sone
formof babysitting, famly day care, center care, early education or other
care on a regular basis in the nmonth prior to the interview (see Table 2). As
woul d be expected, the use of child care was hi gher anmong not hers who had been
enpl oyed. Anong all enployed nothers, 82 percent were child care users. Even
anong those who did not report enploynent, however, nearly one-third (31
percent) reported regular use of child care.

<< Table 2 About Here >>

In many respects, the respondents to this survey were the targets of the
recent expansions in public child care subsidies: all were current or recent
wel fare recipients; all had dependent children; many were making a transition
to enpl oynent; and, anong those with enploynent, nost were using child care on
a regul ar basis. Despite this, few were actually receiving subsidies.

Overall, 13 percent of these |low inconme nothers had received a subsidy or a

pl ace in a subsidized child care program The proportion receiving subsidies
was nearly the sanme anong enpl oyed (13.4 percent) and non-enpl oyed not hers
(12.7 percent), reflecting the availability of subsidies associated with adult

job training progranms and early chil dhood educati on prograns, neither of which
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were restricted to enployed parents. Because they were nore likely to use
child care, however, nothers who were enployed were far nore likely to be
using child care and therefore to be using an unsubsidi zed arrangenent. The
bal ance in both groups reported no regular child care.

Mbdel of Subsidy Recei pt

Qur attenpts to estimate the first-stage censored Probit nodel of child
care use and subsidy recei pt by conventional nmeans produced results in which
the estimated val ue of fi, 0.9983, was very close to its limting value. In
such a situation reported convergence criteria and standard errors cannot be
trusted. Further analysis reveal ed that our nodel satisfies the conditions
given in Butler (1996) such that the maxi mum|ikelihood estimate of fi is
precisely one.® Consequently the results we report are based on Butler’'s
(1996) respecification of the censored Probit |ikelihood function in which the
restriction A=1 is inposed a priori

Results of the first stage estinmation are reported in Table 3. Columm 1
reports the coefficients of the equation for use of any child care. Findings
are generally consistent with the prior literature in this area. Geater
mat er nal human capital (education and work experience) and the presence of a
preschool -aged child (between 3 and 5) are associated with a higher
probability of using nonmaternal care; greater caregiving responsibilities
(rmore children) is associated with a | ower probability. Menbership in one of
the FSA target groups is strongly and negatively associated with child care
use, which may reflect the presence of older children and |l ower child care
needs anong sone of the priority groups (long-termwelfare recipients and
those with children about to “age out” of the system

<< Tabl e 3 About Here >>

Colum 2 of Table 3 reports the coefficients of the subsidization

equation. The pattern of results is consistent with our expectations, yet few

vari abl es reached statistical significance. Indicators of greater need for
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assi stance had a generally positive association with subsidy receipt. The age
of the youngest child has a statistically significant effect: 1in conparison
to nothers with school -aged children, nmothers of preschoolers are nore |likely,
and nothers of infants are less likely, to receive subsidies. This my
reflect the structure of public child care prograns, which provide
substantially nore options for preschool ers through public Head Start and
early chil dhood education progranms. The nother’s years of education, being
born in the U S., and having sone enpl oynment history are all positively but
nonsi gni ficantly associated with a greater |ikelihood of subsidy receipt.

Results for neasures of parental know edge or assertiveness
(hypot hesi zed to increase denand) were nixed. As expected, nothers who were
nmor e know edgeabl e about child care subsidies were significantly nore
successful in obtaining help. Ceneral know edge of the AFDC work rules, in
contrast, was not a significant predictor. Evidence that |ocal rationing
practices varied was weak. Whnen in each of the four counties appeared about
equally likely to receive a subsidy, if they were child care users. The sign
on the coefficient for nmenbership in one of the FSA target groups was
positive, as expected, but did not reach statistical significance.

Since =1 the error terns in the C and the S equations collapse to a
single variable. This suggests in turn that selection on unobservables,
condi tional on observed variables, is substantial. However, selection into
child care use (C=1) does not automatically determ ne subsidy receipt (S=1).
Eval uated at the sanple nmean, the estimated coefficients inply that the
probability of using child care is 0.47, the (unconditional) probability of
bei ng subsidized is 0.14, and the probability of subsidization given child
care usage is 0.30; all three values are very close to the sanple nmeans shown
in Table 2.

Mbodel of Enpl oynent

Table 4 reports the results of the second-stage enpl oynent equation
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Factors predicting maternal enploynent performed as hypot hesized. O her
famly incone, in the form of maxi mum AFDC benefits, significantly decreased
the probability of enploynment. Because AFDC benefits increased with the
nunber of resident children, this may also reflect greater caregiving
responsibilities for these nothers. Mst human capital neasures had the
expected association with the probability of enploynent. Wnen who had nore
years of education were significantly nore likely to enter enploynent; those
with [imting health problens were significantly less likely to do so.° Age
was positively but not significantly associated with enploynent. Geater
caregiving responsibilities also had the expected negative relationship with
mat er nal enpl oynent, although the association was | ess robust than expected.
In conparison to wonen whose children were all over age six, those with any
children under 2 or between the ages of 3 and 5 were less likely to be
enpl oyed, although neither indicator reached statistical significance. The
severity of children's chronic illnesses or disabilities was significantly,
and negatively, associated with enpl oynent probabilities. Qher work supports
also mattered. Wnen who had been involved with sone form of enpl oynent
training 18 nmonths earlier were nuch nore likely to be enpl oyed, as were wonen
who had owned a car.
<< Tabl e 4 About Here >>

After controlling for these factors, the variable of central interest
for this analysis -- the predicted probability of subsidy receipt -- had a
significant and substantial inpact on the probability that a nother was
enployed in the prior nonth. ** As noted above, neasurenent error in this
variable is likely to bias its estimted coefficient towards zero, which gives
us additional confidence in the statistical and substantive significance of
this finding. To help interpret the nagnitude of the subsidy effect, we
si mul at ed enpl oynent probabilities for the entire sanple, setting other

characteristics at their nean values while varying the probability of subsidy
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receipt fromzero to fifty percent. The resulting enploynent probabilities,
shown in Table 5, can be interpreted as those of a popul ati on whose aver age
characteristics are identical to those of the sanple, but who face identica
probabilities of receiving a child care subsidy. The results are dramatic.
If nothers’ likelihood of receiving a subsidy is set to zero, the enpl oynment
probability for the sanple as a whole is only 13 percent. Raising the

i kel i hood of subsidization to 20 percent increases the predicated rate of
enpl oyment to 25 percent. At the 50 percent point we begin to see a slight
leveling off of effect; our estimates suggest that if one-half of wonmen were
able to obtain subsidies, nearly one-half would be enployed. Wen al
variables in the equation are fixed at the sanple nean, the predicted
probability of enmployment is 21 percent.

<<Tabl e 5 About Here>>

SUVMVARY AND CONCLUSI ON

Approxi mately three years after our sanple of single welfare nothers was
sel ected, just over one-quarter of nothers were observed to have paid
enpl oyment. An even greater proportion, 44 percent, reported that they had
used sone formof child care for their youngest child in the prior nonth.
Al t hough these | owincome nothers naking the transition fromwelfare to work
were top priority for receiving child care subsidies, and nmany appear to have
been eligible for assistance, only 13 percent were observed to be using
subsi di zed child care or receiving subsidies for privately purchased care.
Al t hough they were much nore likely to be child care users, nothers who were
enpl oyed were only slightly nore likely to have recei ved subsidi zed care than
t hei r non-enpl oyed counterparts who were using child care. As a result, 69
percent of enployed nothers were using unsubsidized child care that they
either paid for out-of-pocket or obtained without charge fromfam |y nenbers.

The receipt of a child care subsidy was thus an uncommon event, even for
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fornmer welfare recipients who entered enpl oynment. Wen we estinate the
probability of receiving a subsidy, accounting for selectivity of subsidy
recei pt, few characteristics of the famly, other than the child s age, are
found to differentiate the child care users who receive subsidies fromthose
who do not. The nost powerful predictor of subsidy receipt is a nother’s own
know edge of the system which may proxy both greater information and greater
assertiveness in seeking benefits.

After controlling for human capital and fam |y characteristics, the
i kelihood of subsidy receipt is found to have a | arge and significant inpact
on the likelihood of enployment. Even in the absence of any subsidies, we
estimate that as nmany as 12 percent of these wonmen would go to work. If 10
percent were subsidized, we woul d expect the rate of enploynment to increase to
between 17 and 18 percent. |If one-half of women with these characteristics
recei ved subsi dies, holding other factors constant, we woul d expect that one-
hal f woul d enter enploynent. While this seens to suggest that enpl oynment
could be nade a virtual certainty were the chances of subsidization to
approach 100 percent, this estimation cannot reliably be extended beyond the
range we have described. 1t must be renenbered that in our sanple the average
chance of being subsidized is only about 13 percent. To raise this to even 50
percent would require nearly a fourfold increase in the resources devoted to
child care, a huge and unlikely change in the policy environment.

VWhat our estinmate does suggest is that child care subsidies nay have a
“threshol d” effect that has not been considered in prior work. Anderson and
Levine (1998), for exanple, estimate that for a single nmother with a child
under six and |less than a high school education, a 50 cent per hour child care
subsi dy could increase enploynent from25 to 33 percent. This simulation may
poorly represent the realities for low income nothers in the current child
care policy environment, however. Rather than all |owincone wonen receiving

a small hourly subsidy, a small proportion obtain care that is either fully
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subsi di zed, or has at nobst a small co-paynment, while the remai nder absorb the
full cost of child care thenselves (unless they can arrange free care with
famly or friends). Qur sinulated |abor supply response may be nore usefully
conpared to that of Cackley (U S. CGeneral Accounting Ofice 1994), who
estimates that reducing child care costs to zero would lead to a 50 percent

i ncrease in enploynent anong | ow i ncome women.

Qurs is one of the few studies to provide both direct neasures of the
rate of child care subsidization and to estinmate the role of subsidy receipt
in the enpl oynent decisions of |owinconme, single nothers. Gven that the
enpl oyment of these nothers has been the primary target of recent changes in
wel fare and child care policies, these results have potentially inportant
policy inplications. The very lowrate of child care subsidization in this
popul ati on of |lowinconme famlies suggests that efforts to expand assi stance
were not, as of the md-1990s, reaching very many of the targeted famlies.
About one-quarter of the current and recent welfare recipients in this sanple
had gone to work, and the great majority of those who worked (over 80 percent)
used child care on a regular basis. But even anpong these nothers who were
“doing the right thing” by going to work, only a fraction were receiving help
with child care costs. As a result, many were absorbing the full costs of
their child care. For these famlies, the consequence of the subsidy
shortfall was likely to be a slide back into poverty. For the three-quarters
of famlies in which the nother was not enployed, the lack of child care
subsi dies may have contributed directly to non-enpl oynent and conti nued
wel fare receipt.

The passage of federal welfare refornms in 1996 increased pressure on
| owincone nothers to enter the workforce. There have been a nunber of
prom si ng devel opments in child care policy since then. The 1996 federa
wel fare reformbill conbined funding froma nunber of separate progranms into a

single block grant (the Child Care and Devel opment Bl ock Grant or CCDBG and
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substantially increased the anount of federal funding for neans-tested child
care assistance. States have al so been authorized to divert a portion of the
funds fromtheir federal block grant for welfare, the Tenporary Assistance to
Needy Families (TANF), to provide child care subsidies for |owincone
famlies. |In addition, many states have taken steps to expand child care to
nore fam lies by creating universal inconme-tested child care prograns and/or
by expanded early educati on and Pre-K prograns.

States appear to be spending nore on child care and, in nmany cases, to
be increasing spending disproportionately for the popul ation that was | east
served in the past -- lowinconme, working parents (Piecyk, Collins and Kreader
1999). Despite these signs of progress, early findings about child care in
t he post-wel fare-reform period suggest that rates of subsidy receipt are stil
low (Kimmel 1998; U.S. General Accounting Ofice 1997) and that many states
continue to maintain long waiting lists for assistance. The findings from
this study suggest that the failure of the supply of subsidies to keep pace
wi th need many have two del eteri ous consequences. Some | owinconme nothers
will go to work without subsidies, absorbing the full cost of child care
t hensel ves. And many others may fail to make the transition into enpl oyment,

with very uncertain prospects for their short- and |long-term econonc welfare.
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1. This nodel estimates the probability of child care subsidy receipt
regardl ess of type of child care used. Prior efforts to nodel the

rel ati onshi p between subsidy recei pt and choice of care arrangenents have
reached anbi guous concl usi ons about whet her the receipt of a subsidy

i nfl uences arrangenent choice, e.g. by allow ng parents to substitute higher
quality care, or whether prior choices about the type of care arrangenents

i nfluence fam lies’ use of subsidies. See for exanple. These dynam cs are not
expected to have significant bearing on our nodel of the probability that a
famly secures any type of a subsidized child care

2. The FSA target groups were teen parents, long-termwelfare recipients,

not hers who were about to lose welfare eligibility because their oldest child
was turning eighteen, and two-parent famlies (U S. House of Representatives
1997). Since our sanple is restricted to single parent famlies, only the
first three of these conditions are relevant to this analysis.

3. There is evidence that patterns of child care usage are also sensitive to
supply factors in the local child care market, such as the availability of
various types of care and the stringency of |ocal safety and quality

regul ation. While these contextual factors appear influence the type of care
used, there is little evidence that they influence the probability of using
any care or of receiving a subsidy.

4. Note that we do not include child care for other children in the famly.
This may | ead us to underestimate both the cost of non-subsidized care and the
probability of subsidy receipt. Care for the youngest child is assuned,
however, to create the greatest barrier to enpl oynent.

5. Care provided wthout charge by famly and friends, and private (famly)
assistance with the costs of market care, were not treated as subsidies. |If
children were in nore than one type of care, e.g. in both a child care center
and informal babysitting, the paynent arrangenment for the care used the nost
nunber of hours was consi dered.

6. Because the correct answers to these questions depend on a nunber of
detail ed assunptions (about earnings, famly conmposition, etc.), respondents
were given a point for venturing a response that could be correct dependent on
the circunstances; respondents who indicated that they “didn’t know were

gi ven no points.

7. Note that this will also capture the size of the famly as all sanple
menbers cone fromthe same state (California) and are thus all eligible for
the sane | evel paynment, depending on family size. Both the incone effect and
the caregiving effect (associated with nore children) are expected to affect
enpl oyment in the sane direction

8. These conditions are: the gradient of the log-likelihood with respect to i
is positive; and aX. > asXs for all observations. @A=1.0, while unusual, is
nevert hel ess an adnmi ssi bl e value, and does not rule out variability in S.

9. Note that the measure of health used is self-reported and is thus not

necessarily independent of whether the respondent works. Those who are not
working may report their health status as |ower than those who work.
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Table 1
Sanpl e Characteristics

Vari abl e Mean SD
Age (years) 32.84 9.33
Years of Education 10. 74 2.99
Born in the United States (% 70. 45 --
Non Hi spanic Wite (% 18. 14 --
Non Hi spanic African American(% 32.54 --
H spanic (% 45. 96 --
O her Race/Ethnicity (% 2.85 --
Limting Health Problem (% 23.63 --
Nurmber of Children Under 18 1.99 1.09
Presence of a Child Under 3 (% 28. 06 --
Presence of a 3 to 5 Year Ad Child (% 44.9 --
Any Di sabled Children (% 21. 86 --
Undert ook Job Preparation at Tinme 1(% 35.19 --
Owed Car at Tine 1 (% 26.59 --
Maxi mumAFDC Benefits (9$) 906. 64 214.50
Resi dent of Al aneda County (% 10. 29 --
Resi dent of San Bernardi no County (% 13. 82 --
Resi dent of San Joaquin County (% 3.91 --
AFDC - FG Case (% 97. 47 .-
Menber of Experimental G oup (% 61.59 --
Recei ved Wl fare Last Month (% 84.61 --
-- Enployed (% of Welfare recipients) 17.53 --
Enpl oyed Last Month (% 26.59 --
-- Received Wl fare (% of Enpl oyed) 55.79 --

Not e: Tabl e based on wei ghted data; weighted n=1072
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Table 2

Child Care and Paynment Arrangenents by Mther’s Enpl oynment Status

Mot her Mot her Not
Regul ar Care for Youngest Child Enpl oyed Enpl oyed TOTAL
None 18. 0% 69. 4% 55. 8%
Gover nnent Subsidized Child Care 13. 4% 12. 7% 12. 9%
or Babysitting
Parental ly Financed Child Care 50. 9% 5.8% 17. 7%
or Babysitting
Free Child Care or Babysitting 14. 1% 11. 3% 12. 0%
Privately Subsidized Child Care 3.5% 0. 8% 1.5%
or Babysitting (Friends/Famly)
TOTAL 100. 0% 100. 0% 100. 0%

Not e: Tabl e based on wei ghted data; weighted n=1072
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Table 3
Censored Probit Mdel of Child Care Use and Subsi dy Recei pt

Use of Care (O

Subsi dy Recei pt (S)

(1)

(2)

a SE a SE
Const ant -0.584 0.366 -2.269 0.489***
Born in the United States (D) -0.223 0.130% 0.018 0.166
Years of Education 0.048 0.021* 0.022 0.031
Work History 0.273 0.059*** 0.072 0.065
Total Nunmber of Children in Fanmly -0.105 0.051* -0.026 0.063
Presence of a 3 to 5 Year Ad Child (D) 0.323 0.094*** 0.560 0.115***
Presence of a Child Under 3 (D) -0.114 0.109 -0.703 0.160***
Nunber of Non-Parental Adults in Famly 0.084 0.048* -0.093 0.064
Know edge of Subsidy System 0.070 0.038* 0.124  0.048**
Know edge of AFDC Rul es 0.155 0.064** 0.032 0.084
Menber of FSA Preference G oup (D) -0.727 0. 156*** 0.189 0.179
Resi dent of Al aneda County (D) 0.297 0.118** 0.172 0.141
Resi dent of San Bernardi no County (D) -0.044 0.132 -0.117 0.170
Resi dent of San Joaqui n County (D) 0.080 0.120 -0.165 0.157
AFDC- FG Case (D) 0.001 0.138 0.237 0.176
Menber of Experimental G oup (D) -0.054 0.090 0.147 0.114
*p <.05 ** p<.01l;, *** p < .001; D = dummy variabl e
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Table 4

Probit Mdel of Enploynent Status

Vari abl e a SE

Const ant -1.577 0. 864
Age 0. 059 0. 045
Age Squared (divided by 100) -0.091 0.001
Years of Education 0. 070 0. 026**
Born in the United States (D) -0.159 0.170
Bl ack (D) -0.158  0.143
H spani c (D) -0.043 0. 156
Gt her (Non-Wiite) (D) -0.218  0.263
Limting Health Problens (D) -0.764 0. 152***
Presence of a 3 to 5 Year Ad Child (D) -0. 369 0. 169*
Presence of a Child Under 3 (D) -0.119 0. 184
Severity of Child s Disability -0. 156 0. 057**
Maxi mrum AFDC Benefit (in $100s) -0.081 0. 000*
Undert ook Job Preparation at Tine 1 0. 262 0. 106*
Owed Car at Tine 1 0. 304 0.114**
Predicted Probability of Subsidy Receipt 2.293 1. 000*
Resi dent of Al aneda County (D) -0. 237 0. 149
Resi dent of San Bernardi no County (D) 0.012 0. 145
Resi dent of San Joaqui n County (D) -0.235 0.151
AFDC- FG Case (D) -0. 058 0. 161
Menber of Experinmental G oup (D) 0. 166 0. 110

* p < .05 ** p< .0l *** p < .001; D= dumy
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Table 5
Predicted Probability of Enploynent at Sel ected Val ues
of Probability of Being Subsidized

Pr[ Subsi di zed] = Pr(S) Pr[ Empl oynment | Pr(9S)]
0.0 0. 129
0.1 0.183
0.2 0. 250
0.3 0. 328
0.4 0.415
0.5 0. 506

Note: All other variables in enploynment equation held
constant at sanple average val ues.



Table 1
Sanpl e Characteristics

Vari abl e Mean SD
Age (years) 32.84 9.33
Years of Education 10. 74 2.99
Born in the United States (% 70. 45 --
Non Hi spanic Wite (% 18. 14 --
Non Hi spanic African American(% 32.54 --
H spanic (% 45. 96 --
O her Race/Ethnicity (% 2.85 --
Limting Health Problem (% 23.63 --
Nurmber of Children Under 18 1.99 1.09
Presence of a Child Under 3 (% 28. 06 --
Presence of a 3 to 5 Year Ad Child (% 44.9 --
Any Di sabled Children (% 21. 86 --
Undert ook Job Preparation at Tinme 1(% 35.19 --
Owed Car at Tine 1 (% 26.59 --

Maxi mum AFDC Benefits ($)

Resi dent of Al aneda County (% 10. 29 --
Resi dent of San Bernadi no County (% 13. 82 --
Resi dent of San Joaquin County (% 3.91 --
AFDC - FG Case (% 97. 47 .-
Menber of Experimental G oup (% 61.59 --
Recei ved Wl fare Last Month (% 84.61 --

-- Enployed (% of Welfare recipients) 17.53 --
Enpl oyed Last Month (% 26.59 --

-- Received Wl fare (% of Enpl oyed) 55.79 --

Not e: Tabl e based on wei ghted data; weighted n=1072
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