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Summary

California’s welfare program — the California Work Opportunity and Responsibility to
Kids (CalWORKSs) program — provides cash assistance to needy families while helping them
gain self-sufficiency. Toward this end, most adults receiving CalWORKSs are required to work;
they may also (with some restrictions) combine work with education or training. If they do not
work or do not seek employment and lack a valid exemption, CalWORKSs adults risk losing a
portion of their welfare grants.

Federal rules require the state to have close to half of all adults on welfare working at
least part-time, or engaged in a limited set of activities intended to lead to employment. Failure
to meet this standard (the so-called “work participation rate”) can result in substantial fiscal
penalties for the state. The most recent official statistics indicate that only about one-fifth
(22.2%) of CalWORKSs families required to comply with the federal standard actually did in
2006.

In his 2007, 2008, and 2009 budget proposals, Governor Schwarzenegger suggested
major changes to the sanction and time-limit policies in the CalWORKSs program, seeking to
boost the share of welfare adults who are working. Current state law allows cash assistance to
continue to children whose parents have been removed from aid (“sanctioned”) for failing to
meet work requirements. Similarly, current law limits adults to a maximum of 60 months of
cash assistance, but their children’s eligibility is not time limited. The governor’s proposals
entailed eventually eliminating benefits to the entire family if parents are not working sufficient
hours. To-date, the governor’s sanction and time-limit proposals have not been included in an
enacted budget.

This report examines the likely effects that increasing the severity of sanction and time-
limit policies would have on the welfare caseload, the state’s work participation rate, and the
economic circumstances of vulnerable families.

Comparing California’s caseload and work participation rate to those in other states, we
find that the state’s caseload would be substantially lower, and its work participation rate
significantly higher, if the state adopted stricter sanction policies for adults who fail to meet
work requirements.

The effect on child poverty depends on whether a grant-elimination sanction simply
removes welfare benefits from children or whether recipients respond to the policy in ways that
ultimately increase family resources. Controlling for differing state characteristics, we find that
states that implemented grant-elimination sanctions in the 1990s reduced child poverty
somewhat, compared to states that imposed the less stringent sanction of reducing grant
amounts. Our estimates imply that poverty among children in single-mother families in
California would be slightly lower if the state adopted a gradual or immediate grant-
elimination sanction policy.

Our findings for welfare time limits are somewhat different. We find that the state
would be unlikely to see a change in the economic circumstances of families headed by single



mothers if grant-elimination time limits were adopted, but we are unable to determine whether
the state’s work participation rate and caseload would be higher or lower under more severe
time limits.

We note three important limitations in our findings. First, our results suggest that
moving to grant-elimination sanctions and time limits would not increase child poverty or
worsen the economic circumstance of single-mother families on average, but it is possible that
some highly vulnerable families would experience worse economic conditions under grant-
elimination policies. Second, our child poverty measures do not take into account the additional
costs families face when moving from welfare to work (e.g., child care costs) although some
families obtain subsidies or other assistance to offset those costs. Third, because the major
welfare policy changes we examine occurred in the 1990s, our study covers a period of robust
economic growth followed by a short recession and a period of slower growth. Using these
data, it is difficult to predict what might happen to child poverty under grant-elimination
policies during a prolonged recession.
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1. Introduction

The creation in 1996 of the Temporary Assistance for Needy Families (TANF) program
represents a watershed in federal welfare policy. The legislation that created TANF block-
granted a program (Aid to Families with Dependent Children, or AFDC) that had long been
uncapped, and it gave states extensive control over program eligibility and on-going
requirements. Along with the capped block grant that states could use flexibly, the federal
government stipulated penalties if states fail to show that enough welfare adults are meeting
federal work requirements. The reauthorization of TANF in 2006 made work requirements
considerably more stringent, increasing the likelihood of penalties against the states. Hence,
California and other states continue to seek ways of increasing work among adults receiving
welfare.

In this report, we examine the effects of changing two policies over which states now
have control: sanctions (the penalties families face if parents log too few hours in approved
welfare-to-work activities) and time limits (restrictions on the length of time adults can receive
aid).! We focus on these policies because Governor Schwarzenegger has suggested
modifications to the policies in his 2007, 2008, and 2009 budget proposals (California
Department of Finance, 2007; California Department of Finance, 2008; California Department of
Finance, 2009). In his most recent proposal, the governor recommended eliminating grants to
families if parents who have exceeded their allowed 60 months of assistance are not working for
an adequate number of hours.2 Earlier proposals recommended similar changes to the time
limit policy and proposed eliminating family grants if sanctioned parents fail to reverse their
sanction within a limited number of months. Currently, the state continues assistance to
children regardless of whether their parents forfeited assistance due to a sanction or time limit.
To date, the governor’s proposals have not been adopted as part of an enacted budget.

Some of the impetus for increasing the severity of sanction and time-limit policies in
California has been the expectation that doing so would increase the share of welfare adults
meeting federal work requirements (the so-called work participation rate). We evaluate whether
this would be the case and how policy changes would affect the number of families on welfare.3

1 Because we use other states” experiences with similar but not identical sanction and time-limit policies
to estimate the likely effect of changing these policies in California (and because the governor’s proposals
have changed somewhat from year to year), we present the estimates as illustrative of the direction of the
changes the state would experience if policymakers established more severe financial penalties for non-
compliant or timed-out CalWORKSs families.

2In 2009, the governor also proposed eliminating a family’s welfare grant if adults not working for
sufficient hours fail to attend an in-person, biannual self-sufficiency review. This proposal would have
applied to sanctioned adults, but also to many other cases in which adults are not aided, but children are
(Legislative Analyst’s Office, 2009).

3 Specifically, we examine changes in the number of families containing at least one “work eligible”
adult—that is, an adult required to be included in the federal work participation rate calculation. The
primary reason we draw attention to effects on the caseload is that a change in the work participation rate
provides no information about caseload change: An increase, for instance, could occur in conjunction
with a caseload increase, decrease, or no caseload change at all. Caseload declines resulting from
modifications a state makes to its eligibility rules (e.g., modifying the time limit) cannot be claimed as a



However, we do not focus simply on expected effects on the state’s work participation rate.
California’s TANF program — California Work Opportunity and Responsibility to Kids
(CalWORKSs) —is intended to be a safety net for families facing difficult economic
circumstances. A major concern with increasing the severity of sanctions and time limits is that
the economic circumstances of vulnerable families would suffer. Thus, we also examine the
implications that changing these policies would have on child poverty, maternal employment,
and household income in single-mother families.*

We construct statistical models relating this set of outcomes to state TANF policies in all
fifty states, holding constant a broad group of economic, demographic, and political factors that
may also differ across states. We focus on the period prior to the federal reauthorization of
TANF in 2006. In drawing our conclusions, we compare the caseload, work participation rate
and family economic circumstances in states that have California-like policies with the same
outcomes in states that have more severe policies.>

We derive these outcomes from two sources: the TANF and Separate State Program
(SSP) data reports that states collect and submit to the federal government in evidence of their
work participation rates and other compliance requirements, and the Annual Social and
Economic Supplement to the Current Population Survey (CPS), collected by the U.S. Bureau of
the Census.® We used the TANF and SSP data to determine the size of states” welfare caseloads
and work participation rates; we used the CPS data to measure poverty, income, and
employment among vulnerable families. We obtained details on sanction and time-limit policies
from the Urban Institute’s Welfare Rules Database.

In the following sections, we discuss the shortfall in California’s work participation rate
under new federal regulations, characteristics of single-mother families in California, and the
likely effects that increasing the severity of sanction and time-limit policies would have on the
welfare caseload, the state’s work participation rate, and the economic circumstances of single
mothers and their children. We then conclude with a discussion of our findings. The appendix
briefly summarizes the data and methods. Detailed descriptions of the data and methods are
provided in the technical appendix.

credit against the required work participation rate (such “caseload reduction credits” are described in
further detail in the following section).

4 See also the syntheses presented in Blank (2002) and Grogger and Karoly (2005). These studies review
the literature examining the effects of TANF policies on welfare use, poverty, employment and earnings,
and other measures of family and child well-being.

5 In the case of the work participation rate and the caseload, we compare outcomes across states with
more and less severe policies. In the case of family economic circumstances, we compare changes before
and after implementation of more severe policies with changes in states that implemented California-like
policies.

¢ The TANF and SSP data reports cover federal fiscal years 1998-2005 (October 1997-September 2005), and
we use calendar years 1990-2005 from the CPS. As allowed by federal rules before the 2006
reauthorization of the TANF program, states operated SSPs to move whole segments of the caseload out
of the work participation calculation. By 2005 California and thirty-one other states had created such
SSPs. These were often created for two-parent families (Office of Family Assistance, 2007a). Such families
were typically required to meet state program requirements, which included work requirements. The SSP
data reports include the same information about work participation as the TANF data reports.
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2. The Welfare Caseload and Federal Work
Regulations

The federal legislation creating TANF in 1996 required that states engage 50 percent of
most welfare adults for 20 or 30 hours a week in work or in related activities (job search or
education related to employment, work experience, and so on)— or face fiscal penalties. States
were also required to engage 90 percent of those families with both parents on welfare in work
activities. These are known, respectively, as the “All Families” and the “Two Parent” work
participation rate requirements in the federal legislation.! Prior to the reauthorization of TANF
in early 2006, most states easily met these requirements because they were extended credits for
caseload reductions that reduced the rate they were required to meet.2

Between 2004 and 2006, California’s All Families rate credit averaged 45.5 points (Office
of Family Assistance, 2006; Office of Family Assistance, 2007a; Office of Family Assistance,
2007b).3 The size of the state’s caseload reduction credit implies that the CalWORKSs caseload
fell dramatically in the late 1990s and early 2000s, and indeed it did: The caseload dropped an
average of 10 percentage points each year between 1998 and 2000, and then continued to decline
at a slower pace for most of the rest of the period between 2001 and 2005, although it rose by 3
percent in 2004 (California Department of Social Services, n.d.).4

Changes in the legislation governing TANF, effective fiscal year 2007, have made it more
difficult for states to meet federal work participation requirements because of changes in the
ways states must calculate their credits. In California, the Department of Social Services
estimated in 2007 that the caseload reduction credit under the new rules would drop to about 4
percentage points in coming years, implying that California’s effective All Families work

1 Single parents of children under age 6 fulfill the federal requirement by working at least 20 hours each
week, while most single parents of older children, and one adult in two-parent families with children of
any age, must work at least 30 hours a week. States face limitations on the length of time adults can
remain in some work-related activities, as well as on the fraction of adults that can be engaged in some of
these activities, and still have the adults” effort count. Rules governing the calculation of the two-parent
rate differ somewhat. For details on current program rules and restrictions on countable work activities,
see Department of Health and Human Services (2008). California has its own work rules for CalWORKs
adults, which differ somewhat from the federal rules. They are summarized at

www.dss.cahwnet.gov/ CDSSWEB/PG141.htm.

2 The so-called caseload reduction credit is a one percentage point reduction in the required work
participation rate standard for every percentage point drop in the welfare caseload as compared to the
baseline year. The original baseline year was 1995 and the current baseline year is 2005. Before the 2006
reauthorization, states could also exclude from the rate calculation those families receiving state-funded
SSP assistance as well as families with children, but not parents, receiving welfare because the latter had
been sanctioned or had reached a time limit.

3 Because two-parent CalWORKSs families were in the state’s SSP, California had no Two Parent rate to
meet until October 2006. While we focus in this report on the All Families rate, we include two-parent
families in the rate calculation because their work effort must now be counted in both rate calculations.
4 Danielson (2008) describes changes in the education, citizenship, and family characteristics of welfare
adults who were required to work in California and in the rest of the nation between 1999 and 2005.



participation rate requirement would be about 46 percent.5 It appears that the weak economy
may reduce this credit to zero in the immediate future: As of October 2008, the CalWORKSs
caseload had exceeded its 2005 average (California Department of Social Services, n.d.).

The penalty for failing to meet the All Families rate is a reduction of 5 percent in the
state’s federal TANF block grant. This penalty can be increased by up to 2 percentage points
each year, to a maximum of 21 percent of the state’s federal block grant. The state must make up
this penalty out of its own funds and, in addition, must increase its required Maintenance of
Effort (MOE) welfare expenditures.® To put these penalties in perspective, California’s TANF
block grant is $3.7 billion for the current and upcoming fiscal years, and the state’s minimum
CalWORKSs and related program spending is $2.7 billion. The penalties imply that California
may be required to make up a $149 million shortfall in its TANF block grant, which could grow
over time, and must also increase its minimum required state expenditures by $180 million each
year it is out of compliance (Legislative Analyst’s Office, 2007; Parrott et al., 2007).”7 A state can
avoid penalties (but it must still increase its MOE expenditures) by entering into a compliance
plan with the U.S. Department of Health and Human Services and achieving an agreed-upon
increase in its work participation rate.

In 2005, the final year before the reauthorization legislation passed, California achieved
its adjusted All Families rate, but it would not have done so absent its caseload reduction credit.
With their caseload reduction credits, 49 states and the District of Columbia met their adjusted
standards. Absent these credits, only nine states would have been in compliance; three more
were within 5 percentage points of meeting the rate absent the credit (Office of Family
Assistance, 2006).8 Thus, most states, including California, face a substantial shortfall under the
new federal requirements.

5 This caseload reduction credit is the so-called “natural reduction” credit and is distinct from the “excess
MOE” credit that California has considered. The final federal rule published in February 2008 limits
flexibility to claim such a credit. See www.acf.hhs.gov/programs/ofa. Both are discussed further in
Legislative Analyst’s Office (2008).

6 MOE is the minimum a state must spend of its own funds in order to qualify for its entire TANF block
grant. The level is pegged at 75 percent of its fiscal year 1994 AFDC expenditure, or 80 percent if it fails to
meet federal requirements.

7 Before penalties are calculated, the state’s block grant is first adjusted downward to reflect amounts
transferred to the child care or social services block grants and amounts spent through tribal TANF
programs. If the state is in compliance with the All Families rate but not the Two Parent rate, the penalty
is reduced to reflect the share of the caseload in two-parent families. In California, this is approximately 8
percent.

8 Although federal fiscal year 2007 was the first year rates were calculated under the new rules, we use
the 2005, not the 2006, statistics to represent the status quo ante because the new legislation was enacted
in February 2006, less than half way into fiscal year 2006. Indiana, the one state that failed to meet the
federal requirement, was within 3 percentage points of meeting its adjusted rate. Two of the nine states
that achieved a 50 percent or higher rate had a waiver to work participation rules in effect. In the absence
of the waiver, both states’ rates would have been well below 50 percent, and one of the states (Tennessee)
would not have met its adjusted rate.



However, California’s work participation rate was particularly low, ranking 36t among
the fifty states in 2005 (Office of Family Assistance, 2007b).? The difference does not appear to
be attributable to California’s distinctive demographic characteristics: Adjusting the state’s
share of immigrants and single mothers, educational attainment, and race/ethnic mix to match
that in the rest of the nation pushes the rate even lower.10

In sections 5 and 6, we assess the potential for proposed policy changes to increase the
work participation rate by shifting welfare adults in and out of compliance as well as on and off
the caseload. After adjusting for demographic, economic, and political differences across states,
we examine whether states with stricter sanction and time-limit policies have higher work
participation rates and lower caseloads.

? These rankings were computed under the old work participation rules, implying that they exclude all
cases in SSPs (most of which were two-parent cases). It does not take into account waivers to federal rules
in effect in two states in 2005. Using those waiver-adjusted work participation rates, California ranked
38t in the nation. California’s official rate for 2005 was 25.9 percent, and its rate for 2006 (the most recent
available) was 22.2 percent (Office of Family Assistance, 2007a, 2007b).

10 Our simulation uses the same model as used for the sanction and time limit estimates reported in
sections 5 and 6. The number of adults in the denominator of the rate is lower in the simulation, but the
simulated number meeting work requirements is even lower. The result is a lower simulated work
participation rate. Further details of the variables used in the simulation are provided in the technical
appendix, available at http:/ /www.ppic.org/content/pubs/other/409CDR_appendix.pdf.
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3. Family Economic Circumstances

Although raising California’s work participation rate has been of concern to state
policymakers, getting adults on welfare to work is not the sole objective of the CalWORKSs
program. CalWORKSs was crafted to assist low-income families in becoming self-sufficient while
providing a safety net for children (Zellman et al., 1999). In this section, we review the
circumstances of families liable to be affected by welfare policies. We define these families as
single women between the ages of 16 and 46 who have less than a four-year college degree and
who have children living with them.

Most of these families do not receive a welfare check in any particular year, but far more
will obtain welfare assistance over their lifetimes. Thus, their actions are likely to be affected by
changes in welfare policies, regardless of whether they are current recipients of CalWORKSs
benefits. For instance, they may work more or less if sanction or time-limit policies are more or
less strict, or they may take other action to change the resources available to their families (such
as moving in with friends or family or obtaining more education). In contrast, mothers with
more resources (those with more education and married mothers) are much less likely to
substantially alter their behavior in the wake of a welfare policy change.!

Between 2003 and 2005, the endpoint in our period of analysis, an average of 8.4 percent
of families in California were headed by a single mother who lacked a four-year college degree.
These families had less than two children (1.7 on average), and close to half (47.6%) had a child
under age 6. Slightly over two-fifths of mothers (43.3%) had some college experience, while
about three out of ten had a high school diploma or equivalent (29.3%) and about the same
share had not completed high school (27.4%).

These families had higher incomes in the mid-2000s than they did in the early 1990s
before the advent of CalWORKSs: In 2003-2005, an average of 34.9 percent had incomes below
the federal poverty line, down from 44.1 percent in 1990-1992.2 Single mothers were also more
likely to be working: In 2003-2005, 72.9 percent had worked at some point during the reporting
year, up from 61.2 percent in 1990-1992.3 Earnings among the group of single mothers who had
worked at all during the year averaged $23,132 in 2003-2005, compared to $15,436 in 1990-1992.4
Clearly, at least by some measures these vulnerable families were better off in the mid-2000s
than they were in the early 1990s. Although welfare reform policies may have contributed to
these improvements, it is not clear whether the specific sanction and time-limit policies that
California adopted are important for family well-being. We explore this issue in the sections
that follow.

1 Although some have argued welfare policies can affect the incidence of single motherhood by providing
an alternative to marriage, the existing research finds little or no effect of welfare policies on marriage or
fertility among single women. However, research is still ongoing in this area (Grogger and Karoly, 2005).
While married couples are eligible for welfare, the vast majority of welfare families (approximately 95
percent nationwide) include only one parent in the assistance unit.

2 Examining poverty from the child’s point of view, 40.9 percent of children living with single mothers
who did not have a college degree lived in poverty in 2003-2005.

3 CPS respondents were also asked whether they worked in the previous week. Using this metric, an
average of 62.3 percent were working in 2003-2005 while 48.4 percent were working in 1990-1992.

4 Dollar values are adjusted for inflation to 2005 levels.
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4. Sanction and Time-Limit Policies

Sanctions are the reduction or elimination of a family’s aid payment if parents fail to
meet work-related requirements, while time limits restrict the length of time adults can receive
welfare assistance. When state lawmakers fashioned the CalWORKSs program in 1996 and 1997,
they established policies intended to further the state’s “work-first” approach for adults on
welfare while preserving a safety net for children (Zellman et al., 1999).1 Consequently,
CalWORKSs sanction and time-limit policies focus penalties on adults.

California continued the sanction policy established under AFDC, the federal cash
assistance program preceding TANF. That policy calls for a reduction in the family’s aid
payment equal to the sanctioned adult’s share for as long as that adult remains out of
compliance with requirements.2 Most states established more severe penalties.?

Likewise, California is one of four states that have not applied the federal 60-month time
limit on aid to families on welfare. In California, adults have a 60-month time limit on welfare
benefits, but children can continue to receive welfare benefits after parents have reached time
limits, as long as they remain otherwise eligible.* California uses state funds to continue
assistance to these children.

The governor’s 2008 budget proposal included a recommendation to eliminate family
grants over a period of 12 months if sanctioned parents fail to reverse their sanction (the 2007
proposal suggested a grace period of 3 months). Likewise, the 2007, 2008, and 2009 budget
proposals recommended eliminating family grants once a parent has reached the time limit
unless that parent meets federal work requirements (California Department of Finance, 2007;
California Department of Finance, 2008; California Department of Finance, 2009).5

1 We emphasize that the CalWORKSs program is far more than its sanction and time limit policies.
CalWORKSs incorporates a range of policies designed to promote work among adult welfare recipients,
ranging from assistance with job search to subsidized child care for those who become employed.

2 Adult welfare recipients were subject to so-called “durational sanctions” until 2007, which meant that
those who had been sanctioned more than once had to spend a minimum number of months in sanction
status before their full grant would be restored. Pursuant to AB 1808 (2006), this is no longer the case.

3 For a more detailed typology of the sanction and time-limit policies across states, see Table A.2 of the
technical appendix, available at http:/ /www.ppic.org/content/ pubs/other/409CDR_appendix.pdf.

4 Children continue to be eligible if their total family income remains below an income threshold, which
varies by family size. The threshold is lower after adult(s) reach their time limit.

5 The intent of these changes, at least in part, is to increase California’s work participation rate (California
Department of Finance, 2007, 2008). In the wake of the federal reauthorization of TANF in 2006, California
must include in the work participation rate calculation sanctioned adults whose children continue
receiving assistance. Sanctioned adults who have been sanctioned for three months or less in the previous
twelve months can be excluded. This means that roughly half of California’s sanctioned caseload can be
excluded from the calculation (Danielson, 2006). Federal rules in the wake of TANF reauthorization
require California to count time-limited parents whose children continue to receive aid when calculating
the work participation rate. That is, these parents will be added to the denominator of the calculation and
may also be included in the numerator (if they are working an adequate number of hours).
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5. Effects of Sanctions

How would the welfare caseload, the work participation rate, child poverty, and single
mothers” employment differ under a more severe sanction policy? In this section, we examine
the implications of moving from California’s current grant-reduction sanction to a policy of
gradual or immediate grant elimination.26 We use statistical methods to account for a range of
other conditions in states — strength of the economy, political climate, and demographic
characteristics — that, apart from policies, may also cause states” work participation rates to
differ. In sum, we find that increasing the financial penalties associated with noncompliance
with work rules would reduce California’s welfare caseload, substantially increase its work
participation rate, and slightly reduce poverty among children living with single mothers (Table
5.1).

Table 5.1. Effects of work-related sanctions

Gradual grant elimination Immediate grant
(%) elimination (%)
Caseload -27+ -52*
Work participation rate 50* 94*
Child poverty -4* -5*
Mother’'s employment 1 4
Mother’s earnings 6 3
Household income 0.03 4*

SOURCES: Authors’ calculations from TANF and SSP-MOE data reports (1998-2005), the Annual Social
and Economic Supplement to the CPS (1990-2005), and the variables described in technical appendix
Table A.3.

NOTES: Significance is in comparison to grant-reduction sanction. Table entries derived from model
estimates in technical appendix Table A.4, column 1, and Table A.8, columns 1 and 2. Caseload refers to
the portion of the caseload required to be counted in the federal rate calculation. Child poverty, mothers’
employment, and mothers’ earnings are among families headed by single mothers ages 16-46 who have
less than a four-year college degree. For non-linear models (poverty and employment), we simulate the
effects at the means of explanatory variables for California in 2003-2005. Household income is cash
income from all sources for all residents of housing units that contain such a family.

+ Significantly different at the 10% level or lower.
* Significantly different at the 5% level or lower.

2 The gradual grant elimination category we use includes several variants of this type of sanction. Some
states eliminated the grant at the instance of a second or higher sanction. Some eliminated the grant after
a sanction lasting more than a certain number of months. This number of months ranged from 1 to 12,
with a median of 4 months. Several states imposed a grant reduction sanction if the family had received
aid for fewer than 24 months, and a grant elimination sanction if it had received aid for more months.
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Adjusting for other differences, states with gradual or immediate grant-elimination
sanctions have adult-headed caseloads that are lower by about a quarter to a half as compared
to states with grant-reduction sanctions. 2 The work participation rate is sharply higher, by 50
percent in the case of a gradual sanction and by over 90 percent in the case of an immediate
sanction. In other words, if the state had had a gradual sanction in place, California’s work
participation rate would have been 34 percent in 2005 rather than 23 percent. Under an
immediate sanction, it would have been 44 percent. These differences are large; however, a
portion of the change (about half in the case of a gradual sanction) is due to a federal rule
change in 2006. This rule change requires more of California’s sanctioned adults to be counted
in the state’s work participation rate, thus lowering the rate even though the state has not
altered its sanction policy.

Our estimates suggest that moving to some form of a grant-elimination sanction will
result in a smaller caseload and a higher work participation rate. A serious concern with such a
change is that it would be harmful to low-income families. If the policy simply removes all
benefits from families who fail to meet work requirements, or discourages such families from
ever applying for benefits, it could increase poverty among at-risk families. On the other hand,
it is possible that a grant elimination sanction would encourage work, either because sanctioned
adults would be able to replace lost assistance with work or because the more stringent sanction
would motivate more parents on assistance to comply with work requirements while on
welfare, or both.28

We explore these issues by investigating the effect of more severe sanction policies on
the economic circumstances of single-mother families.2? We find that, relative to California-like
policies, grant-elimination sanctions reduce child poverty by a small amount. About 41 percent
of California children in single-mother families were poor in 2003-2005. With grant elimination
sanctions, the percentage would have been about 39 or 40 percent (a reduction of approximately
4 to 5 percent, as shown in Table 5.1). Single-mother employment and earnings are higher, but
the effects are not statistically significant.3? Implementation of an immediate (but not gradual)
grant-elimination sanction increases income in the households in which these families live by a
small amount (4 percent). Overall, the results suggest that grant-elimination sanctions do not
negatively affect the cash resources of single-mother families.3!

27 Previous studies examining the effects of welfare sanctions on caseload find mixed evidence of a
negative effect of gradual full-family sanctions and a negative effect of immediate full-family sanctions
(Danielson and Klerman, 2008; Grogger and Karoly, 2005). These studies were not able to exclude child-
only cases, which are little affected by work-related TANF policies.
28 To be consistent with our finding that the smaller caseload is smaller when more severe sanctions are in
place, in the latter scenario it must be the case that some on welfare who work more leave assistance.
2 If we restrict the sample to mothers with less than a high school degree, a larger fraction of whom
received income from public assistance, estimates remain substantially the same, but sample sizes are
smaller and coefficients are estimated less precisely.
30 The table reports results using any maternal work during the past year as the outcome. We found
similar results when we examined any work in the last week. Grant elimination sanctions did not have a
statistically significant effect on non-work factors associated with poverty: number of children per
mother, number of adults in the household, and the probability of a single woman being a mother.
31 The previous research does not specifically examine the effects of more stringent sanctions on single-
mother employment and earnings. One study finds that greater financial penalties associated with a
sanction reduce deep poverty among single mothers by a small amount but do not have an effect on
overall single-mother poverty (McKernan and Ratcliffe, 2006).
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6. Effects of Time Limits

How are the set of outcomes we consider —welfare caseload, work participation rate,
child poverty, and single mothers” employment — different if a grant-elimination time limit is in
place rather than a grant-reduction policy? In this section, we examine the implications of
moving from California’s current policy, a grant-reduction time limit, to two variants of a grant-
elimination time limit. The first policy is simply one of halting assistance to families in which an
adult has reached the time limit. The second extends additional months of assistance to the
family as long as the time-limited adult is working sufficient hours to meet the requirement.32

In sum, due to the data limitations discussed below, we are unable to estimate the effect
of changing California’s time-limit policy on the work participation rate and the caseload of
those required to be counted in that rate. However, we find that increasing the financial penalty
associated with reaching a time limit is not likely to change the economic circumstances of
vulnerable families (Table 6.1).

Table 6.1. Effects of welfare time limits

Grant elimination Grant elimination

(%) with extension if
meeting work

requirement (%)

Child poverty 3 1
Mothers’ employment -1 0
Mother’s earnings 1 5
Household income -2 2

SOURCES: Authors’ calculations from the Annual Social and Economic Supplement to the CPS (1990-
2005) and the variables described in technical appendix Table A.3.

NOTE: Significance is in comparison to grant-reduction time limit (reached). Table entries derived from
model estimates in technical appendix Table A.8, columns 1 and 2. Child poverty, mothers” employment,
and mothers’ earnings are among families headed by single mothers ages 16-46 who have less than a
four-year college degree. For non-linear models (poverty and employment), we simulate the effects at the
means of explanatory variables for California in 2003-2005. Household income is cash income from all
sources for all residents of housing units that contain such a family.

+ Significantly different at the 10% level or lower.
* Significantly different at the 5% level or lower.

An important rule change in 2006 requires states that continue children on welfare once
parents have reached a time limit to include those timed-out parents in their work participation
rate calculation. Before 2006, states with grant-reduction policies like California’s excluded

32 Adults may qualify for a time limit exemption or extension for other reasons. Table A.3 of the Technical
Appendix lists the reasons that we include in the set of TANF program characteristics that we hold
constant in our regression models.
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time-limited adults from their rate calculations. This rule change implies that we lack a
reasonable baseline policy to estimate differences across states with more and less severe time
limits using data from before the federal reauthorization of TANF. Thus, we are unable to
estimate whether California’s work participation rate and caseload would be higher or lower
under a grant-elimination time limit.

It is important to note that time limits set into motion potentially complex behavioral
changes among welfare recipients and potential recipients, and it is possible that a more severe
time limit might either reduce or increase the state’s work participation rate.3 For example, a
grant-elimination time limit might increase the incentive of welfare adults to work. However, it
is also possible that families considering whether to apply for CalWORKSs might defer their
applications until they face more extreme hardship in order to avoid exhausting their months of
eligibility. Families facing relatively greater hardships may be less able to find and keep
employment. Such a change in the types of families on welfare could lower the state’s work
participation rate.

As with grant-elimination sanctions, a major concern with grant-elimination time limits
is that they would harm low-income families. Clearly, the loss of benefits to children without
any compensating actions on the part of adults would worsen their economic situation. At the
same time, it is conceivable that a full-family time limit might change work incentives or other
incentives enough to improve the family’s economic situation. Examining the economic
circumstances of single-mother families (in which the mother does not have a college degree),
we find that relative to states in which families had reached grant-reduction time limits, states
in which families had reached grant-elimination time limits had somewhat higher child poverty
rates, but the difference is not statistically significant.3* Grant-elimination time limits, with or
without an extension for those complying with work rules, have mixed effects on single
mothers” employment and earnings and on household income, but the differences are never
statistically significant.® In other words, based on the experience of other states (holding
constant many other factors), we do not find robust evidence that moving from a grant-
reduction to a grant-elimination time limit would substantially increase poverty among
children in single-mother families.36

33 We note that we estimate the work participation rate to be lower in states with grant-elimination time
limits as compared to states with no time limit. We also estimate the caseload to be smaller. However, the
differences are not statistically significant. Previous research has found that time limits (as compared to
no time limit) reduce single mothers’ use of welfare and the welfare caseload (Danielson and Klerman,
2008; Grogger, 2001; Grogger, 2003; Mazzolari, 2007).

34 Our model controls, among other things, for the length of the time limit and the set of time-limit
exemptions and extensions that a state permits. Table A.3 in the technical appendix (available at

http:/ /www.ppic.org/content/ pubs/other/409CDR_appendix.pdf) lists the full set of control variables.
% The table shows results for any maternal work during the past year. We found similar results when we
examined any work in the past week.

36 Note that California does impose a time limit, so that differences described in the text are in
comparison to that time limit. Analyzing data that end in the early 2000s, the previous literature finds
mixed evidence that a grant-elimination time limit in comparison to no time limit increases employment
among single mothers but no evidence that a grant-elimination time limit alters income, the number of
weeks worked, or annual earnings. See Grogger and Karoly (2005) for a summary. Making that same
comparison between no time limit and a grant-elimination time limit, our estimates imply no statistically
significant change in income, employment, or poverty.
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7. Conclusions

Increasing the severity of CalWORKS sanction and time limit policies has been
considered in three successive budget cycles. In this report, we examine the likely effects of
modifying these policies.

We find that states with stricter sanction policies have substantially higher work
participation rates and lower caseloads than states with a California-like sanction policy.
Neither of the sanction policies that the governor proposed in 2007 and 2008 would likely make
up the expected shortfall in California’s work participation rate; however, the increase in the
participation rate in the wake of either one could be dramatic.

One important concern is that adopting grant-elimination sanctions will worsen the
economic circumstances of children in vulnerable families. We find that implementing a stricter
sanction policy actually lowers poverty rates slightly among children living in single-mother
families.

The evidence we muster indicates states that adopted grant-elimination time limits did
not see increased child poverty as a result; we also do not find evidence that grant-elimination
time limits increased single mothers” employment.

There are three important limitations of our findings. First, our results suggest that
moving to a grant-elimination sanction or time-limit would not increase child poverty or
worsen the economic circumstance of single-mother families on average, but it is possible that
some highly vulnerable families would experience worse economic conditions under grant-
elimination policies.?” Such families may be discouraged from applying for welfare, or they may
lose benefits under stricter policies and not be able to increase earnings or other sources of
income to make up the loss. Second, the child poverty measure does not take into account the
additional costs families face when moving from welfare to work (e.g., less parental time with
children and work-related expenses). Incorporating these costs could reduce the measured
benefits of policies that promote work.3 Third, because the welfare reform period began in the
1990s, our study covers a period of major economic growth followed by a short recession and a
period of slower growth.3® Using these data, it is difficult to predict what will happen to child
poverty under grant-elimination policies during a prolonged recession in which labor market
opportunities are limited.40

%7 Bitler, Gelbach, and Hoynes (2006) show that the impact of welfare reform policies varied substantially
across families.

38 Families receiving CalWORKSs assistance, those that have recently left CalWORKS, and some other low-
income families, are eligible for services that help to offset the additional expenses of work. The most
important of these is subsidized child care.

% During the 1990s, the robust economy and strong labor market were important factors in encouraging
single mothers to work, although policies also played an important role (Blank, 2002).

40 Herbst (2008) provides preliminary evidence that some TANF policies have larger effects on work
among single mothers when the economy is stronger. The time period examined in this research is similar
to the time period we use, implying that it also cannot answer the question of the role of policy during a
sustained downturn. In theory, a state’s work participation rate is less sensitive than low-wage
employment to economic conditions because welfare adults can count a number of different activities
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Our findings are at odds with the belief that the economic conditions of children are
substantially improved by maintaining their benefits when parents are sanctioned for not
working or for reaching the time limit. However, they are similar to the findings of studies
examining the introduction of TANF and earlier TANEF-like state reform efforts. The 1996
welfare overhaul introduced stronger work requirements and enforced them with financial
penalties levied on those who did not meet the requirements. At the time, many argued that the
reform would increase poverty among vulnerable children. Drawing on multiple studies, the
general consensus is that the 1996 reform did not increase child poverty. Indeed, several studies
conclude that the introduction of TANF helped reduce child poverty by encouraging maternal
employment.#! Clearly, full-family sanctions and time limits remove welfare benefits from some
children. But their economic circumstances will depend on how their parents respond to these
incentives to work.

toward their required hours. At the same time, employment is the most common activity that welfare
adults pursue (Danielson, 2006), and it is also a route that is less expensive for states than supporting
subsidized employment, on-the-job training, and related efforts.
41 For summaries of the national studies, see Grogger and Karoly (2005), Blank (2002), and Meyer and
Holtz-Eakin (2001). See also Sawhill and Haskins (2007), O’Neill and Korenman (2004), and Haskins and
Primus (2002). McKernan and Ratcliffe (2006) find no overall effect of welfare reform on child poverty
and mixed effects for specific welfare reform policies. For evidence of welfare program effects on other
child outcomes, see Gennetian et al., (2002) and Morris et al. (2005).
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Appendix: Data and Methods

This appendix provides a brief description of the data and methods used in this study. A
detailed technical appendix is available on the PPIC website
http:/ /www.ppic.org/content/pubs/other/409CDR_appendix.pdf). Here, we first describe
our approach to analyzing the work participation rate and welfare caseload, and then our
approach to arrive at estimates of changes in employment, poverty, and income among single-
mother families.

To measure the work participation rate and the number of cases containing an adult
required to be counted in the rate calculation, we use official statistics from the Office of Family
Assistance reports, 1998-2005(OFA, n.d.). We construct the participation rate from OFA
information on the size of the TANF and SSP caseloads meeting federal work participation
requirements and the size of the caseloads not meeting these requirements. We use the natural
log of the work participation rate and the natural log of the caseload divided by the population
of women ages 16-46 in the state and year. We divide by the population statistic in order to
adjust for that source of variation in the size of welfare caseload: State populations vary widely.
We obtained the denominator for the caseload outcome from U.S. Bureau of the Census
population estimates. We estimate the effect of state TANF policies using the variation in
policies across states. We control for national changes across years, state-level measures of
economic conditions, demographic characteristics, political variables, and a detailed set of
welfare policies.

For family economic conditions, we use the Annual Social and Economic Supplement of
the Current Population Survey. These data, collected by the U.S. Census Bureau, are used for
official poverty statistics. We focus our analysis on the main population thought to be affected
by welfare policy: single mothers ages 16 to 46 who do not have a bachelor’s degree. We
investigate four main outcomes: poverty, maternal employment, annual earnings, and
household income. We estimate the effect of state TANF policies using the variation in policies
across states and over time. We use a “difference-in-difference-in-differences” approach. We
control for state and year fixed effects, individual-level demographic characteristics (such as
age, education, age of youngest child, and race/ethnicity) and state-level factors (policies,
economic conditions, and political variables). We identify the effect on family economic
conditions of the change in state TANF policies using data from 1990-1996 and 1999-2005 (we
exclude 1997 and 1998 because during those years many states had only partially implemented
their TANF programs). We use single women in the same age range and with the same level of
education as a “control group” — we assume that any effect of the TANF policy variables on this
group is spurious and that the additional effect on single mothers is causal. In robustness
checks, we also use married mothers in the same age range and with the same education as a
control group. Using this control group, we find policy effects that are similar in magnitude
although they are not statistically significant.
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