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ABSTRACT

With the potential to improve the economic situation of single mother families
and reduce the nation’s welfare costs, Child Support Enforcement (CSE) has emerged
as an important policy tool in the welfare reform effort. This thesis examines
whether the potential benefits of government CSE efforts are achieved. In particular,
I evaluate the effectiveness of the government CSE program in terms of improving
child support outcomes, strengthening families, and lowering welfare costs.

In Chapter 1, I use state level data for the 1979-1991 period to estimate the
effect of CSE program spending on CSE collections and state Aid to Families with
Dependent Children (AFDC) expenditures. Total CSE collections are estimated to
increase by $1.93 for each additional $1 spent on CSE. However, I find that this
overall result is composed of relatively low returns for the AFDC caseload in the
CSE system combined with high returns for the non-AFDC caseload. I also find that
during the 1980s, CSE expenditures alone were not a cost-effective way to reduce
AFDC costs.

Chapter 2 considers the impact of CSE on marital dissolution and welfare
participation. My results suggest that CSE deters marital breakup of couples with -
children and therefore reduces entry into single motherhood. Second, I examine the
effect of CSE and child support income on AFDC participation among single
mothers. My results show that increases in CSE reduce welfare participation rates.
Using state variation in CSE to identify the effect of individual child support income,
I find that a $100 increase in child support income reduces the probability of AFDC
participation by approximately 5.5%.

Finally, Chapter 3 examines the effect of CSE on the probability of having a
child support award, which is a necessary condition for receiving child support
payments. The chapter focuses on whether CSE has different effects on mothers in



different marital status groups. My resuits suggest that CSE raises the award rates
of never-married and separated mothers, but not divorced and remarried mothers.
Additional estimates provide evidence that this marital status pattern may stem from
different rates of contact with CSE through the AFDC program.
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INTRODUCTION

The high cost of providing public assistance to increasing numbers of poor
single mother families and public concern regarding possible long-term consequences
of childhood poverty have put welfare reform at the top of the national agenda.
Offering the potential to improve the economic well-being of single mothers and their
children, shrink welfare rolls, and shift the burden of support for children from the
general taxpayer to the child’s own parent, child support enforcement has emerged
as an important policy tool in the welfare reform effort. My dissertation examines
to what extent the potential benefits of child support enforcement policy are actually
achieved. Taken together, the three chapters address a set of interrelated questions
regarding the effects of the government Child Support Enforcement (CSE) program
on child support outcomes, single motherhood, and the United States welfare system.

The remainder of this introduction is organized as follows. Section 1 provides
background on the importance of child support in the United States. This is followed

by brief summaries of the central findings and implications of each of the three thesis

chapters in Section 2.

1. Background

Between 196C and 1990, the percent of children living in single mother
families increased from 8% to 25% (Beller and Graham, 1993). By 1990, a total of
16 million children were currently living apart from their fathers and therefore were
eligible to receive child support (U.S. Department of Health and Human Services
(DHHS), 1992). It is also estimated that 6 out of every 10 children born in the mid-
1980s will spend some portion of their childhood in a single parent family (Beller
and Graham, 1993). Increases in both marital dissolution and out-of-wedlock
childbearing have contributed to the rise in single motherhood. The divorce rate rose
steadily during the 1960s and 1970s reaching a peak of 5.3 divorces per 1,000
population in 1981. For the rest of the 1980s, the divorce rate remained relatively

flat at around 5.0 per 1,000 population {Meyer, 1995). Approximately 25 children
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per 1,000 under the age of 18 currently experience the divorce of their parents each
year, and it is estimated that 30% of children experience marital breakup of their
parents at some time during childhood (Haveman and Wolfe, 1994). The second key
factor in the growing fraction of children requiring child support has been the
increasing out-of-wedlock birth rate. Unlike divorce, this trend continued through the
1980s. In particular, the percent of births to unmarried women grew from 5.3% in
1960, to 10.7% in 1970, 18.4% in 1980, and 29.5% in 1991 (U.S. DHHS, 1993;
Haveman and Wolfe, 1994). By 1990, 7.6% of all children under the age of 18 were
living with a never-married mother, compared to only 0.4% in 1960 (U.S. House of
Representatives, 1992).

The growth in single mother families is an important public policy concern
for several reasons. First, recent research has shown that childhood in a single
mother family increases the likelihood of dropping out of high school, teenage
pregnancy, labor market difficulties, poverty, and welfare dependence later in life
(Beller and Graham, 1993; McLanahan, 1985, 1988; Krein and Beller, 1988; Shaw,
1982). These outcomes clearly have negative implications for future economic
productivity and government costs. This line of research has also shown that low
income is an important factor in the total disadvantage associated with childhood in
a single mother family. In 1990, the poverty rate of children living with single
mothers was 53.4% compared to 20.6% for all children (U.S. DHHS, 1993; U.S.
House of Representatives, 1992). As many poor, single mother families turn to
public assistance programs for financial support, this poverty not only contributes to
the future outcomes of children, but also to current government welfare costs. In
1990, an average of 12.9 million single mothers and children received Aid to
Families with Dependent Children (AFDC) benefits each month costing the
government a total of $20.9 billion.

The widespread failure of absent fathers to provide financial support for their
children is clearly one factor contributing to the poverty and welfare dependence in
single mother families. In 1989, only 37% of mothers with children from an absent

father received any child support (U.S. House of Representatives, 1992). The other
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63% received nothing, either because a child support award had not been established
or there was an existing award but no payments were made. Even among those
mothers with awards in place, only 65% received any child support and only 44%
received the full amount owed. One recent estimate suggests that absent fathers in
the U.S. had the financial ability to pay a total of $49.5 billion in child support in
1989 (Miller, Garfinkel, and McLanahan, 1993). However, in that year, child
support awards in the amount of only $16.3 biilion were in place and actual
payments totalled only $11.2 billion (U.S. House of Representatives, 1992).

In 1975, as the number of children in need of child support was beginning to
grow and the implications of unpaid child support were becoming apparent, the
government enacted Title IV-D of the Social Security Act establishing the Child
Support Enforcement (CSE) program. Over the past twenty years, the government
has pursued CSE with the joint goals of lowering welfare costs and improving the
economic well-being of single parents and their children. In 1992, $1.99 billion was
spent on the CSE program to collect a total of $7.96 billion in child support. The

three chapters of this dissertation examine several important effects of CSE policy.

2. Chapter Summaries

2.1 Is Child Support Enforcement Spending Cost Effective?
Measuring Effects on Collections and AFDC Costs

The first chapter considers the effectiveness of CSE expenditures during the
1979-1991 period on two fronts: first, raising the child support collections of families
who participate in the CSE program, and, second, reducing government expenditures
on the AFDC program. I approach these questions from a state-level perspective
using within-state, over-time variation in CSE expenditures to identify the parameters
of interest. I find that total CSE collections increase by $1.93 for an additional $1
spent on CSE. However, my results also suggest that CSE expenditures are much
more effective at raising child support collections for the non-AFDC families who
choose to use CSE services than for families on AFDC, all of whom are required to

participate in CSE. Specifically, the return for the non-AFDC caseload exceeds that



for the AFDC caseload by a factor of approximately 27. The second key finding is
that increases in government CSE expenditures do appear to reduce AFDC costs, but
the estimated tradeoff is less than one-for-one. At variable means, 2 $1 increase in
'CSE spending is associated with a $.78 decrease in state AFDC payments.

Several recommendations for further research and policy efforts emerge from
these findings. First, my results suggest that to raise total CSE program collections
at the lowest cost to taxpayers, relatively more should be spent on the non-AFDC
caseload and recent efforts to increase non-AFDC families’ participation in the CSE
program should be continued. On the other hand, if the primary policy goal is to help
current AFDC recipients exit the welfare system, further research is first needed to
identify the underlying reason for the ineffectiveness of CSE spending in terms of
raising AFDC families’ child support collections. Determining to what extent this
result stems from fathers’ lack of income, the disincentives created by the AFDC
100% tax rate on child support, or problems at earlier stages in the child support
process, such as lack of paternity establishment or awards, will enable policy makers

to target fuiure enforcement efforts towards this group more effectively.

2.2 Child Support Enforcement, Marital Dissolution, and
Welfare Participation

The second chapter examines the effect of CSE on marital dissolution and
AFDC participation at the individual level. My results for marital dissolution indicate
that CSE reduces the probability of divorce or separation among couples with
children. Since CSE is expected to lower the mother’s costs of marital dissolution by
raising her income in the single mother state, this finding suggests that the opposing
effect on the father is dominant. In a control group of women ineligible for child
support, I find no effect of CSE on the probability of marital dissolution. These
results provide evidence that by raising the financial responsibility of fathers to their
children, CSE does succeed in strengthening families, as measured by a decrease in
marital dissolution among couples with children. In turn, it is possible that stronger

CSE results in fewer single mother families living in poverty and in smaller welfare



caseloads. For these latter two effects tc be realized, CSE must deter divorce among
women who are likely to be poor as single mothers.

The second part of this chapter provides estimates of the effect of the CSE
program and child support income on the probability a single mother receives AFDC.
The results indicate that increases in state CSE effectiveness are associated with
lower probabilities of AFDC participation, particularly among never-married and
recently divorced or separated single mothers. To obtain a consistent estimate of the
effect of actual child support income on AFDC participation, I use cross-state
variation in CSE to purge individually reported child support income of measurement
error and unobserved heterogeneity. Using this strategy, I find that a $100 increase
in annual child support income decreases the likelihood of AFDC participation among
single mothers by approximately 5.5%. Therefore, to the extent that CSE can raise
child support income for single mothers, it will succeed in its goal of reducing
welfare dependency. As shown in Chapter 1, CSE expenditures are associated with
increased collections for single mothers who use CSE services, though the increase

is quite small for current AFDC recipients.

2.3  Child Support Awards and Marital Status:
Does "One Size Fits All" Apply to Enforcement Policy?

The third chapter examines how the government CSE program affects the
child support award rates of custodial mothers in different demographic groups, with
a particular focus on variation by marital status. This question is studied using
individual level data from a series of six national surveys of mothers with children
from an absent father covering the 1978-1989 period, combined with data on state
CSE program agencies for the same years. The results show clear evidence of
between-group differences in the effects of CSE on award probabilities. In particular,
for never-married and separated mothers I find strong effects of the CSE program
on awards, while for divorced and remarried mothers there is no evidence of an
effect. Part of the explanation for the marital status pattern in these results may be

that in the aggregate population of mothers with children from an absent father,
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never-married and separated mothers have higher contact with the CSE program via
participation in AFDC. Estimates which allow the effect of CSE to vary between
other demographic groups of custodial mothers with relatively high and low AFDC
participation rates respectively, provide empirical support for this explanation.'
There are several important implications of the results of Chapter 3. First, it
becomes evident that "one size fits all" is not an accurate characterization of CSE
policy. Therefore, treating all custodial mothers alike in the evaluation of policy
efforts may generate misleading conclusions. Second, one of the clear goals of the
recent welfare reform proposals is to remove current recipients from the welfare
rolls. A potentiai route to achieving this goal is to raise child support collections for
this group. In Chapter 2 of this thesis, I find that increased child support income
does significantly reduce AFDC participation rates, but in Chapter 1, I find evidence
that raising child support income for AFDC families through CSE program efforts
is very costly. If a lack of child support awards is, in fact, the major barrier
obstructing efforts to raise collections for this group, then the results of Chapter 3
are encouraging for the welfare reform effort. In this case, future CSE policy efforts
aimed at raising award rates for mothers at high risk of AFDC dependence are

recommended.

! Given the results of Chapter I, which suggest that CSE spending has relatively large effects on
non-AFDC families and only weak effects on AFDC families, the results of Chapter 3 may seem
surprising at first. However, these two sets of results can be reconciled by considering several key
differences between the analyses, and this is discussed in detail in the concluding section of Chapter
3. To summarize, one basic difference is that Chapter | looks at effects of CSE spending within the
CSE system, while Chapter 3 considers CSE effects in the entire population of mothers eligible for
child support, only a fraction of whom actually have direct contact with the CSE program. Secondly,
the outcome considered in Chapter 1 is dollars of child support collected, while in Chapter 3 it is the
probability of having a child support award.
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CHAPTER 1

Is Child Support Enforcement Spending Cost Effective?
Measuring Effects on Collections and AFDC Costs
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1. Introduction

Rising rates of out-of-wedlock childbearing and divorce in the United States in
recent decades have led to large increases in the number of children living apart from
their fathers. As of 1990, approximately 1 out of 4 children under the age of 18 lived in
a family with an absent father, compared to only 1 out of 10 children in 1970 (U.S.
Bureau of the Census, 1991). While absent fathers are legally required to provide
financial support to their children in the form of child support payments, many faii to
meet this obligation. According to recent government statistics, only 37% of mothers
with children from an absent father received child support payments in 1989. Even
among single mothers with a child support award established, only 65% reccived any
payments, and only 44 % received the full amount owed (U.S. House of Representatives,
1992).

In 1770, 45% of families with an absent father had incomes below the federal
poverty line (U.S. House of Representatives, 1992). Lack of child support income is
clearly one factor contributing to this high poverty rate. The fact that many of these poor
single mothers turn to public welfare programs for assistance has important implications
for government costs. In 1990, 46% of the total poverty populaiion and 60% of children
in poverty were recipients of Aid to Families with Dependent Children (AFDC) costing
the government a total of $18.5 billion in that year (U.S. House of Representatives,
1992). Current nonpayment of child support may also raise future government costs
through effects on the socioeconomic outcomes of children. Recent research has linked
childhood in a poor, female headed family to low educational attainment, future single
motherhood, and future welfare dependence (McLanahan, 1988; Krein and Beller, 1988).

Concern about these short-run and long-run implications of the widespread
nonpayment of child support has led to government intervention in child support
enforcement. The first major government policy initiative came in 1975 when Congress
established the Child Support Enforcement (CSE) program under Title IV-D of the Social
Security Act. This Act created the federal Office of Child Support Enforcement and
required each state to establish a Child Support Enfcrcement agency to administer the

program. By 1991, the CSE caseload was 13.4 million, and the program spent $1.8
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billion to collect a total of $6.9 billion in child support (U.S. Department of Health and
Human Services (DHHS), 1991).

The purpose of this paper is to assess the cost-effectiveness of expenditures on the
government Child Support Enforcement program along two lines. First, I estimate the
return to CSE expenditures in the form of increased CSE collections, which is the
immediate goal of this government policy program. Next, I consider whether investment
in CSE reduces expenditures on AFDC, the major U.S. welfare program for single
mothers and their children. Lowering welfare costs is a second important goal of the CSE
program. In my analysis, I use state level panel data on CSE and AFDC programs for
the 1979-1991 period. To identify the parameters of interest, I exploit within-state cver-
time variation in CSE spending. This paper extends the previous literature by taking a
state level approach to estimating the effects of CSE policy efforts on child support
collections and AFDC costs and by directly linking these outcomes to expenditures on
enforcement.

Estimates of the relationship between CSE spending and collections during the
1979-1991 period indicate that a 1% increase in CSE spending raises total CSE
collections by .55% Evaluated at variable means, this translates to an increase of $1.93
in CSE collections per additional $1 spent. My results also suggest that state enforcement
expenditures are much more effective at raising child support collections for non-AFDC
families served by the CSE program than for families on AFDC. For the 1579-1991
period, an additional $1.00 of spending is associated with an increase of $2.96 in
collections for the non-AFDC caseload compared to an increase of only about $0.11 for
the AFDC caseload. In addition, I find evidence of variation in the effect of CSE
expenditures on collections by the type of service provided and by CSE region. The
second part of the empirical analysis provides evidence that state CSE expenditures are
associated with lower AFDC costs but that the tradeoff is less than one-for-one. In the

1979-1991 period, increasing state CSE spending by $1.00 is estimated to decrease state
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AFDC payments by $0.78.! The net effect of CSE on AFDC payments captured in this
estimate is composed of effects on the size of the pool of women eligible for welfare
(single mothers), AFDC participation among single mothers, and savings directly
generated by the 100% tax rate on child suppori imposed by AFDC.? Direct estimates
of this last component suggest that tax collections only account for approximately $.07
of the tctal $.78 reduction in AFDC costs.

2. Child Support Enforcement

Established in 1975, the government Child Suppcrt Enforcement (CSE) program
is overseen by the federal Office of Child Support Enforcement, which is part of the
U.S. Department of Heaith and Human Services. Actual enforcement services are
provided by the state CSE agencies which administer the program in all fifty states, the
District of Columbia (DC), Guam, Puerto Rico, and the Virgin Islands. In the analysis
that follows, ] restrict my attention to the fifty states and DC. The financing of the CSE
program is shared by the federal and state governments with the federal government
providing both direct cost sharing and financial incentives to the states based on state
CSE program performance (U.S. DHHS, 1990).

State CSE agencies provide five major services to assist families in collecting
child support. These are establishing paternity, locating absent parents, establishing child
support orders, enforcing payment of existing child support obligations, and distributing
collections. In 1991, approximately 34.5% of total CSE spending was allocated to
enforcement of existing obligations. This was followed by spending on establishing child

support orders, which accounted for 20% of the total. The state CSE agencies are

' It should be noted that changes in AFDC costs may potentially understate total government savings.
For example, women on AFDC are automatically eligible for Food Stamp benefits. (Medicaid costs used
to be another government cost tied to AFDC receipt but recent policy changes have severed the link
between these two programs.)

2 In another paper (Nixon, 1995a), I consider the first two of these components of the overall effect
using individnal data from the 1988 and 1990 Current Population Surveys. I find evidence that CSE has
statistically significant, negative effects on both the probability of becoming a single mother through divorce
or separation and the likelihood of AFDC prticipation.
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required by federal law to use a number of techniques to enforce payment of child
support awards. These include wage withholding, regular billings, delinquency notices,
property liens, offsetting State and Federal income taxes, and intercepting unemployment
insurance payments (U.S. House of Representatives, 1992). A relatively new technique
employed in several states, including Maine and Massachusetts, is to revoke driver’s and
professional licenses of parents delinquent in support payments. Key challenges facing
the CSE system at present include the increasingly large number of children without
paternity established, enforcing child support across state lines, and the lack of necessary
automation and computerization for effective enforcement.

The services of the Child Support Enforcement program are available to any
parent who lives with a child from an absent parent. Within the enforcement system,
there are two main classes of cases: those who are referred to CSE by the AFDC
program and, secondly, non-AFDC families who have applied for CSE assistance. As
a condition for AFDC receipt, a mother must sign the child’s support collection rights
over to the state and the family automatically enters the CSE system. This requirement
stems from the 100% tax rate on child support income imposed by the AFDC program
which creates a disincentive for payment and reporting of child support. While a family
is receiving AFDC benefits, child support is typically required to be paid directly to the
state CSE or welfare agency rather than the mother. Until the mid-1980s, the government
kept all child support payments made by fathers of AFDC families in accordance with
the 100% AFDC tax rate. Under this policy, every dollar collected reduced government
AFDC payments by one dollar, as long as the woman remained on AFDC. The policy
changed with the Deficit Reduction Act of 1984 which instituted a $50 monthly "pass-
through" in 1985. Since the implementation of this policy, the state has transferred up
to $50 of the child support received from the father per month to the mother and taxed
away any remaining amount at 100%. If a family exits AFDC, it is transferred to non-
AFDC status in the CSE system and can continue to receive services. It is hoped that
providing continued enforcement assistance will help to keep these families from re-
entering the welfare system.

Non-AFDC families with children from an absent parent are also eligible for CSE
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services and must simply contact the enforcement agency in their state order to obtain
assistance. These families may be charged a nominal application fee of up to $25 (AFDC
families face no such fee), but beypnd that services are provided at no charge. In the
early years of the enforcement program, non-AFDC families accounted for a small share
of the caseload. As of 1980, 16% of the caseload was non-AFDC (U.S. DHHS, 1984).
Large increases in non-AFDC participation occurred duing the 1980s and by 1991 the
caseload was 40% non-AFDC (U.S. DHHS, 1991). Deliberate attempis by the
government to extend CSE services to non-AFDC families may account for much of this
change. While CSE efforts towards non-AFDC farilies do not directly reduce AFDC
costs, they may generate savings through "cost-avoidance," in other words, by preventing
families from entering or re-entering the welfare system. In 1991, CSE spending on
AFDC and non-AFDC cases closely paralleled their relative share of the caseload: 59%
of spending went to AFDC cases and 41% to non-AFDC cases. However, child support
collections from these two types of families served by the program showed the opposite
pattern. CSE collections for AFDC families accounted for only 29% of total coilections,
while collections for non-AFDC families accounted for the remaining 71%. These
statistics suggest a AFDC/non-AFDC difference in returns to CSE spending, which is
explored in detail in the empirical analysis presented below.

There were two major efforts to reform and improve the CSE system during the
1980s. The 1984 Child Support Enforcement Amendments required states to institute a
number of new enforcement tools and policies including wage withholding and state tax
refund withholding of parents delinquent in child support and annual notification to
AFDC recipients of the child support collected on their behalf. The Family Support Act,
which followed in 1988, mandated that states use a number of additional enforcement
tools including mathematical guidelines tc set child support awards (such guidelines had
been optional under the 1984 Amendments) and mandatory wage withholding for all
cases in the CSE system by November 1990 and for all new child support awards
regardless of whether the family applies for CSE services as of January 1994. This law
also required states to initiate paternity establishment for all children up to age 18 and

to meet paternity establishment quotas (U.S. House of Representatives, 1992).
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3. Literature Review

A number of previous authors have considered the effects of CSE on child support
collections and the effects of child support income on AFDC. To date, this line of
research has focused primarily, if not exclusively, on micro data analysis. The current
paper extends the existing literature by approaching these questions from a state level
perspective. Another contribution I make is to address the costs of changing child support
and AFDC outcomes through government policy cfforts.

In the previous literature, the effect of CSE on child support collections has been
approached from several angles. Robins (1986) estimates the effect of individually
reported receipt of CSE services on child support payments using 1982 Current
Population Survey (CPS) data. He finds that receiving help from CSE and the number
of services received each have positive, significant effects on the dollar amount received.
Using court records from twenty Wisconsin counties in the 1980-1986 period, Klawitter
and Garfinkel (1992) estimate that the use of wage withholding increases child support
payments by 11-30%. Three recent studies use CPS data to examine the effect of state
child support laws and pclicies on individual child support receipts (Garfinkel and
Robins, 1994; Beller and Graham, 1993; Miller, Garfinkel, and McLanahan, 1994).
Overall, the results of these three studies are mixed and somewhat inconclusive. By
directly considering the effect of state CSE expenditures on child support collections in
the CSE system, the work presented here takes a new approach to examining the link
between CSE and child support collections.

Research on the effect of child support on AFDC includes studies of effects on
individual AFDC participation (Robins and Dickinson, 1985; Robins, 1984, 1986; Belier
and Graham, 1993; Hu, 1993; Nixon, 1995a) and effects on welfare costs through
reduced participation (Robins 1984, 1986; Oellerich, Garfinkel, and Robins, 1989;
Garfinkel, Oellerich, and Robins, 1990).® In general, these studies have found small

3 For example, Robins (1986) estimates that full enforcement of all existing obligations would reduce
AFDC participation by only 1 percentage point (3%) and increase total child support collections as a
percent of AFDC benefits by 9 percentage points (from 7% to 16%). Oellerich et. al. (1989) estimate that
full enforcement of all existing obligations would reduce the number of families on AFDC by 4.8% and
lower AFDC benefit payments by 3.5%.
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effects of child support on AFDC participation and costs, though recent work by this
author (Nixon, 1995a) suggests that the participation effects may be somewhat larger than
previously thought. The current study takes a broader approach to the question of CSE
effects on AFDC by examining the net effect of CSE expenditures on AFDC spending

at the state level.

4. Empirical Framework For Analysis
4.1 CSE Spending and CSE Collections

In the first part of my analysis, I consider the CSE program’s success in achieving
its goal of raising child support collections. In particular, I estimate the effect of CSE
expenditures on CSE collections at the state level.’ I assume that we can express the

relationship between spending and collections as follows:
) le = BlEjl + thbl + vt ot g

In equation (1), j denotes state, t denotes year, C denotes the log of real total child
support collections in the CSE system, E denotes the log of real CSE spending, and Z
is a vector of state socioeconomic and demographic variables which are described below.
The variables in Z are also in logs and, where applicable, in real dollars. The log
specification assumes a constant elasticity between collections and expenditures, which
is represented by @, in equation (1). I expect that CSE spending raises collections, i.e.
B,>0.

The vector of state effects, v,;, is included in the collections equation (1) to

control for unobserved fixed state characteristics which may be correlated with the level

4 Robins (1984, 1986) and Beller and Graham (1993) estimate that a $1,000 increase in child support
reduces the likelihood of AFDC by 4.4 percentage points and 4.6 percentage points respectively.
Instrumenting for child support income with state CSE measures, Nixon (1995a) estimates that an additional
$100 of child support reduces AFDC participation by approximately 1.7 percentage points.

5 Spillover effects of CSE spending on collections outside ine CSE system are not captured in this
estimate.
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of state CSE spending and the level of CSE collections. For example, states in which
residents tend to place a high value on children might be expected tc have both high CSE
spending and high collections. In this example, estimates that did not include state fixed
effects would over-state the true effect of CSE spending on child support collections.
Once state effects are included, the remaining variation in the CSE spending variable is
within-state over-time. A vector of time effects, u,,, is also inciuded to control for year
specific effects that may shift both E and C, such as the passage of federal child support
legislation.

Even afier controlling for state and time fixed effects, there may be time varying
state characteristics which are correlated with CSE spending and collections. To address
this, I include a vector of eight state/year specific variables (Z) which measure state
economic and demographic conditions. The number of single parent families and three
variables for the age distribution of the state population control for changes in the
population eligible for CSE. I also include the percent of births to unmarried women to
account for changes in both the eligible population and the proportion of "difficult" CSE
cases. Collection for never-married women is expected to be more difficult because of
the lack of any legal relationship between the parents and, in particular, lack of paternity
establishment. The state unemployment rate and average hourly earnings in
manufacturing are added to control for changes in fathers’ ability to pay and the income
needs of the single mothers. Finally, the AFDC maximum benefit for a family of four
is included as a measure of changes in welfare generosity, which may have effects on
welfare caseloads and, in turn, CSE caseloads and collections.

In my empirical analysis, I address several specific questions regarding the
relationship between CSE spending and CSE collections. As a starting point, I simply
estimate the effect of total CSE spending on total CSE collections during the 1979-1991
period. Next, I consider whether the relationship between collections and spending differs
between the two types of families served by the CSE program, namely AFDC and non-
AFDC. As we saw above, AFDC families account for approximately 40% of the CSE
caseload and 40% of CSE spending, but only 29% of total CSE collections. To examine
the question of AFDC/non-AFDC differences, I first estimate the effect of total CSE
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spending on type-specific collections (AFDC, non-AFDC) for the entire period. I then
estimate the effect of type-specific spending on type-specific collections for the 1986-
1991 period, during which CSE expenditures are separately reported for the two
segments of the caseload. Next, I consider how child support collections are affected by
expenditures on different CSE services. Using 1986-1991 data which separately reports
CSE spending for each of the five major services (paternity establishment, parent
location, establishing orders, enforcing orders, distributing collections), I estimate a
variation of equation (1) which includes five spending variables. As a final note on the
collections-spending relationship, I examine whether this relationship differs across the

ten CSE program regions.

4.2 CSE Spending and AFDC Costs

The second part of the analysis considers whether expenditures on CSE are
effective at reducing AFDC costs, which is a stated goal of the enforcement program.
This goal can be achieved through several channels. First, by enforcing payment of child
support obligations for single mothers on AFDC, CSE spending can potentially lower
welfare costs through the 100% tax on child support and through reduced AFDC
participation. Second, by enforcing child support payments for non-AFDC families, CSE
may be able to prevent these families from entering or re-entering the welfare system.
Finally, increased CSE may lower welfare costs by reducing the rate of entry into the
single mother population, which is the population categorically eligible to receive AFDC
benefits (Nixon, 1995a).

In this paper, I assess the net effect of increased CSE expenditures on state
welfare costs as measured by total AFDC payments. The equation 1 estimate simply
expresses AFDC payments as a function of CSE spending and the vector of state
economic and demographic characteristics described above. As in equation (1), state and
year fixed effects are included to control for unobserved factors constant within states
and in each given year, respectively. Assuming a linear functional form in the logs of

the key variables, the AFDDC payments equation can be written as follows:
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) Ay = BE + 27,6, + vy + pa + €&,

where the notation remains as in equation (1) above, with the addition that A denotes the
log of total state AFDC payments. The coefficient of interest is 3,, which represents the
elasticity between CSE spending and AFDC spending. I expect that 3,<0, and I am
particularly interested in determining whether CSE spending is a cost-effective way of
reducing AFDC costs. In other words, for an additional $1 spent on CSE, do state
AFDC payments decrease by more or less than $1?

In this part of the analysis, I also estimate the relationship between increased CSE
spending and the government savings directly generated by the AFDC tax on child
support income. These savings are mechanically related to child support collections for
AFDC families. Prior to 1985, the government kept 100% of child support collections
from the absent fathers of AFDC families. Since then, the amount retained by the
government has been equal to total AFDC collections less "pass-through" payments to
AFDC families due to the $50 monthly disregard. Fortunately, I am able to measure
these tax collections by combining information on total AFDC collections in the CSE
system with information on total "pass-through” payments. I then estimate an equation
which relates these tax collections to CSE expenditures. This equation is a simple
variation on equation (1), in which the dependent variable is now the log of child support
tax collections (T)), rather than total child support collections (C;). More specifically the
level of tax collections (t) is defined as: t, = (c, - n, - p,), where c denotes total
collections, n denotes total non-AFDC collections, and p denotes "pass-through"
payments. Assuming a linear functional form for the relationship between the log of tax

collections and the log of CSE spending, we have the following equaticn:
3) Ty = B:Ey + Zidy + vy + ny + €5,

where T, denotes the log of tax collections, and the other explanatory variables are
identical to those in equations (1) and (2) above. In equation (3), I expect CSE spending

to have a positive effect on child support tax collections, 8, >0, and I expect that 3, > 3,,
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since tax collections are a subset of total collections.

S. Data
The data used in this analysis consists of 663 observations covering the fifty states

and the District of Columbia over the thirteen year period 1979-1991. There are three
main parts to this data: Child Support Enforcement variables, AFDC program variables,
and state socioeconomic and demographic variables. The source of the CSE data is the
Office of Child Support Enforcement Annual Reports to Congress. These reports include
detailed information on CSE program statistics including dollars spent on enforcement
and dollars of child support collected by the enforcement program in each state.
Information on state AFDC expenditures is taken from the yearly editions of the Social
Security Bulletin Annual Statistical Supplement (1980-1993). More detailed information
on the sources of these variables and the other state level variables used in the analysis
are documented in a Data Appendix available from the author. Variable definitions are
provided in Table 1 and variable means and standard deviations are presented in Table
2. The summary statistics in Table 2 show a considerable degree of variation in real CSE
spending, CSE collections, and AFDC payments. On average, states annually spent $19
million on CSE, collected $67 million in child support, and paid out $332 million in
AFDC benefits during the 1979-1991 period (all in real 1988 dollars).

Table 3 provides some additional summary statistics for the CSE system during
the period under study. These figures indicate that real average CSE spending per case
fell during the years 1979-1984 and rose steadily from 1987 to 1991, while real average
CSE collections per case fell from 1979 to 1982 and rose steadily from 1982 to 1991.
In each year, average AFDC collections per case were well below average non-AFDC
collections per case. The data also shows a steady decline in non-AFDC average
collections. This decline coincided with a steady increase in non-AFDC participation in

the CSE program, which evidently lowered the average "quality" of the non-AFDC
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families using the CSE system.® During the 1986-1991 period, CSE spending data is
available for the AFDC and non-AFDC caseloads separately. In this period, average per
case spending on the AFDC caseload exceeded that for the non-AFDC caseload by a
factor of 1.9. In contrast, the ratio of average CSE collections per AFDC case to average

CSE collections per non-AFDC case was only .67.

6. Empirical Analysis and Results
6.1 CSE Spending and CSE Collections: Total

The first part of the empirical analysis examines the effect of CSE spending on
CSE collections. As noted above, four main specifications of the collections-spending
equation are estimated to address different aspects of this relationship: (1) total
collections and total spending, (2) collections and spending by AFDC/non-AFDC, (3) the
return to CSE spending on different types of CSE services, and (4) the effects of CSE
spending in different CSE program regions.

First, I simply estimate the collections equation (1) by Ordinary Least Squares
(OLS) using total CSE collections as the dependent variable and total CSE spending as
the explanatory variable of interest (both in logs). The results are presented in Column
1 of Table 4. I find that the elasticity between CSE collections and CSE spending is
positive and statistically significant. In particular, a 1% increase in real CSE spending
is estimated to increase total CSE collections by 0.55%. Evaluated at variable means, this
translates to a $1.93 increase in collections per additional $1.00 spent on enforcement.

The only other state level explanatory variables which are found to have
statistically significant effects on CSE collections are the unemployment rate and the age
distribution variables. The unemployment rate has a positive effect on collections. Since
I expect that increases in unemployment reduce fathers’ ability to pay child support, this
result appears puzzling at first. However, when unemployment increases, it is also likely

that AFDC caseloads increase which automatically increases the CSE caseload. This

¢ In particular, the absolute number of non-AFDC cases increased by 535% from 1980 to 1991 and
the share of CSE participants that were non-AFDC increased from 16% to 40% over this period, as was
noted above ¢U.S. DHHS, 1991 and 1984).
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could increase total program collections even holding CSE spending fixed, if some of the

cases enter the system with positive collections.

6.2 CSE Spending and CSE Collections: AFDC vs. Non-AFDC

To explore whether the return to CSE spending is the same for AFDC and non-
AFDC cases in the CSE system, I estimate the relationship between collections and
spending separately for these two segments of the total CSE caseload. For the entire
sample period, there is only data on total CSE spending, but total CSE coliections are
broken down into AFDC collections and non-AFDC collections. Using this data, I re-
estimate equation (1) first with AFDC collections as the dependent variable and then with
non-AFDC collections as the dependent variable.” In both cases, the spending variable
employed is total CSE expenditures. These results are presented in Columns 2 and 3 of
Table 4. In the AFDC collections equation, I find an elasticity of .08 beiween CSE
spending and collections. Evaluated at variable means, this translates to an increase of
only about $0.11 in total AFDC child support collections when CSE spending increases
by $1.00. In contrast, I find that CSE spending is quite effective at raising collections
for the non-AFDC caseload. The estimated elasticity between CSE spending and non-
AFDC child support collections is 1.3. At variable means, this elasticity implies that
raising CSE spending by $1.00 increases non-AFDC collections by $2.96. This increase
is approximately 27 times larger than the estimated increase for AFDC cases ($0.11).

Since both AFDC and non-AFDC families in the CSE system are able to receive
the same enforcement services, the above finding suggests that there must either be
differences in the allocation of an additional $1 of total CSE spending between AFDC
and non-AFDC caseloads (such that non-AFDC cases get a larger share), and/or
differences between the AFDC and non-AFDC cases in the fathers’ ability to pay,
fathers’ willingness to pay, the type of services required, or the extent of services

required. The fact that approximately 60% of total expenditures are devoted to the AFDC

7 For the full sample period, the available data on AFDC collections also includes collections for Foster
Care (FC) families. However, recent data for 1990 which separates out AFDC and FC collections shows
that AFDC collections make up 99.3% of total AFDC/FC collections.
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caseload suggests that the first explanation listed above is unlikely. In terms of the degree
and nature of assistance required, we might expect that child support collection tends to
be a more lengthy and more difficult process for AFDC cases compared to non-AFDC
cases. For example, relative to non-AFDC families, AFDC families are more likely to
be headed by never-married women who face added barriers in obtaining support such
as lack of paternity establishment.® In this case, even if a marginal $1 of CSE spending
was split equally between the two types of cases, there could be a smaller increase in
collections for the AFDC families due to the degree of assistance required to actually
obtain payment. In addition, it may be the case that many fathers of AFDC children are
poor, low-wage or unemployed workers (like their ex-partners who are now on AFDC),
who do not have the ability to pay as much as fathers of non-AFDC families.
Furthermore, there is a clear difference between these two groups in the incentive to pay
child support due to the 100% AFDC tax rate on child support. As long as a father’s
children are receiving AFDC, the financial resources potentially available to the children
are increased by at most $50 per month regardless of how much child support the father
pays. Before the $50 pass-through was established, the children on AFDC experienced
no increase in family income if the father paid child support.® In contrast, fathers of
non-AFDC children increase the resources of their child(ren)’s family by $1 for each $1
they pay, since the payment goes directly to the family and is also untaxed by the federal
income tax system (Beller and Graham, 1993).

To address whether the AFDC/non-AFDC difference arises from differences in
the allocatior of an additional dollar of total CSE spending, I turn to the 1986-1991
period for which I have separate information on CSE spending on AFDC cases and CSE
spending on non-AFDC cases. With this information I can consider the effect of an

additional $1 spent by CSE towards AFDC cases on the child support collections of

8 Data from the 1990 CPS Child Support Supplement indicate that 52% of single mothers on AFDC
are never-married, while only 21% of single mothers not on AFDC are never-married.

® This assumes that the father of the children on AFDC pays child support through official channels
and does not make any under-the-table payments. Any such payments clearly do not show up in the CSE
collections data.
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AFDC families, and likewise for non-AFDC. For reference, I first re-estimate equation
{1) using total collections and total spending on the 1986-1991 period. The results, which
are presented in Column 1 of Table 5, indicate an elasticity of .39 between total spending
and total collections. This corresponds to a return of $1.43 per $1.00 spent.!® Next, I
separately estimate the effect of CSE spending for AFDC cases on total AFDC child
support collections, and likewise for non-AFDC. For the AFDC caseload, the clasticity
betsveen AFDC collections and CSE spending on AFDC cases is positive (.041), but not
statistically significant (Column 2, Table 5). At variable means, this elasticity estimate
implies that C3E spending on the AFDC caseload raises collections for this group by
$.08 per additional $1.00 spent. In the non-AFDC equation (Column 3, Table 5), the
elasticity between non-AFDC CSE spending and non-AFDC collections is positive and
statistically significant. Evaluated at variable means, the elasticity estimate of .35 implies
that a marginal $1 of spending on the non-AFDC caseload raises collections by $2.34.
The estimated increase in non-AFDC collections is approximately 29 times as large as
the comparable increase in AFDC collections ($2.34 vs. $.08). These results confirm the
idea that the AFDC/non-AFDC difference in returns is not driven by more of an
additional spent going to non-AFDC cases, which was implied by the summary statistics.

To test the reliability of the breakdown of total CSE spending into AFDC and
non-AFDC spending in the CSE data, I include both types of spending (AFDC and non-
AFDC) in each of the two collections equations presented in Table 5. If reported
spending by caseload type is an accurate reflection of spending on AFDC and non-AFDC
families respectively, the coefficient on the non-AFDC CSE spending variable in the
AFDC child support collections equation should be zero and likewise for the AFDC CSE
spending variable in the non-AFDC collections equation. This hypothesis is supported
in the data. In the AFDC collections equation (Column 2, Table 5), the estimated

19 This result (as well as those for AFDC and non-AFDC groups) suggests that the return to CSE
spending in terms of collections was lower in the 1986-1991 period than in the full 1979-1991 period. Since
there were increasingly more reforms and improvements to CSE during the 1980s, it is unexpected that
returns would decrease all else constant. Possible explanations for the lower return even in the presence
of CSE improvements include a shift in the "quality” of CSE participants towards families with lower
ability to pay and/or an increase in the proportion of "difficult” cases (e.g. more out-of-wedlock cases).
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elasticity between non-AFDC CSE spending and AFDC collections is near zero (.02) and
statistically insignificant. In the non-AFDC collections equation (Column 3, Table 5),
CSE spending on AFDC cases has a slightly negative and again statistically insignificant
effect on non-AFDC collections. These results provide suggestive evidence that reported
CSE spending by AFDC/non-AFDC reflects actual spending on each type of case.

The above estimates of the CSE collections-spending equation consistently
highlight the fact that spending by state CSE agencies has little effect on the child support
collections of AFDC recipients. This finding suggests limited scope for CSE spending
to reduce welfare rolls through the channel of increased child support collections for
families currently on AFDC. In contrast, the above analysis demonstrates that CSE
expenditures are effective at increasing child support collections for non-AFDC families.
To the extent that non-AFDC families would end up on welfare (or back on welfare)
without the child support collections they obtain through CSE efforts, CSE spending may
prevent increases in welfare participation and costs which would occur in the absence of
the CSE program.

I find that the estimated effects of the other state characteristics on CSE
collections vary according to whether the dependent variable is AFDC collections or non-
AFDC collections and also according to the sample period. For the 1986-1991 period,
the elasticity between the number of single parent families and CSE collections is positive
and significant in each collections equation and the largest (2.2) for AFDC collections.
The percent of out-of-wedlock births has a statistically significant, negative effect on
AFDC collections in both periods (1979-1991 and 1986-1991). This is not surprising
since never-married mothers face additional barriers in obtaining support such as lack of
paternity establishment. In contrast, the estimated effect of this variable on non-AFDC
collections insignificant (and positive). If few of the non-AFDC single parents
participating in CSE are never-married mothers, this could explain the AFDC/non-AFDC
difference in the effect o< this variable.

Average hourly earnings in manufacturing also have different effects on
collections by caseload type. This variable enters negative and significant for AFDC

collections and positive and significant for non-AFDC colilections in the 1979-1991 period
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estimates (Columns 2 and 3, Table 4). The idea that higher wages indicate higher ability
to pay child support implies that this variable should have a positive effect. However, if
state average wages are negatively related to AFDC caseloads (i.e. states with higher
wages have higher income and fewer AFDC participants), then high wages imply that
the AFDC pool from which child support is being collected is smaller. This could
potentially explain the negative relationship observed between wages and AFDC child
support collections. Consistent with the idea that higher unemployment reduces fathers’
ability to pay, I find that unemployment has a negative effect on non-AFDC child support
collections. However, this only holds in the 1986-1991 period, and I find a positive effect
of unemployment on AFDC collections which is statistically significant for the 1979-1991
period. It is possible that total AFDC collections increase with the unemployment rate
because unemployment increases AFDC caseloads and raises the average "quality" of
women on AFDC (relative to low unemployment, when only the "worst" cases remain
on AFDC). The effect of AFDC generosity on collections shows the same AFDC/non-
AFDC pattern in sign as the unemployment variable, i.e. a positive effect on AFDC
collections, and a negative effect on non-AFDC collections. If increases in AFDC
benefits increase AFDC participation among single mothers, then the composition of the
total CSE caseload is likely to shift towards AFDC cases (assuming a constant CSE
participation rate of non-AFDC fariilies). This could explain why total AFDC collections

increase and total non-AFDC collections decrease when welfare generosity increases.

6.3 CSE Spending and CSE Collections: By CSE Service

As stated earlier, there are five major services are provided by state CSE
agencies: paternity establishment, locating absent parents, establishing child support
orders, enforcing existing obligations, and distributing collections. Beginning in 1986,
expenditures on each of these types of services are available in the CSE program data.
From 1986-1991, state CSE agencies spent the most on enforcement of obligations,
which accounted for approximately 35% of total spending. At the other end, they spent
the least on paternity estzbiishment and parent location which accounted for 13% and

14% of the total 1espectively.
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To examine the return to an additional dollar of spending on each type of service,
I estimate the collections-spending equation (1) on the 1986-1991 period using these five
spending categories in place of the total spending variable used above. The results of this
estimation are presented in Table 6. I find that all spending types are positively
associated with CSE collections. However, the effect of spending on "distribution" is not
significantly different from zero. This latter result is not surprising since this CSE
activity occurs after collections are made and is not aimed at raising collections. The
elasticity between collections and CSE spending on locating absent parents is also not
significantly different from zero. This could result from ineffective location efforts and/or
failure to raise collections from those who are located.

CSE expenditures on paternity establishment, order establishment, and
enforcement of orders each show statistically significant, positive effects on child support
collections. Holding all else constant, a 1.0% increase in paternity spending is estimated
tc raise total collections by 0.043%. This effect seems minuscule. However, given that
the absolute level of paternity spending is very small relative to collecticns, we find that
spending an additional $1 on paternity raises collections by $1.33 (at variable means).
Similarly, spending on order establishment has an elasticity of .059 and a marginal dollar
return of $1.10 (at means), and spending on order enforcement has an elasticity of .064
and a marginal dollar return of $0.68. If the objective is to maximize collections, these
results imply that relative to the existing allocation of CSE spending more should be
spent on order establishment and paternity efforts and less on enforcement of existing

orders, which is currently the highest spending category.

6.4 CSE Spending and CSE Collections: By CSE Region
As a final note on the collections-spending relationship, I consider whether the
effect of CSE spending on collections varies across Child Support Enforcement program

regions.!' While the Enforcement system is primarily state based, there is some regional

" I also tested for variation in the effect of total CSE spending on total CSE collections across states
according to: (a) state size (population) and (b) the state out-of-wedlock birth rate. These tests were done
to address the hypothesis that collection per marginal $1 spent would be more difficult in states more likely
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organization and coordination. In particular, states are divided into ten CSE regions, each
with its own regional office. The regional office staffs work closely with states in their
respective regions to improve enforcement by providing conferences, workshops,
program and financial reviews, and on-site technical support, and by assisting member
states with child support legislation, program management, public information, paternity
establishment, and statistical reporting (U.S. DHHS, 1980).

To test for regional variation, I re-estimate equation (1) allowing the effect of
CSE spending on collections to differ by CSE region. The results, which are presented
in Table 7, do suggest the existence of regional differences in marginal returns to CSE
spending. In three regions (I, II, and IX), the elasticity of coliections with respect to
spending is not significantly different from zero, while in the other seven regions the
relationship is positive and statistically significant.

Computing derivatives for the regions with statistically significant elasticity
estimates, I find that marginal returns to spending an additional $1 range from $1.28
(Region IV) to $4.54 (Region V). The region with the largest marginal dollar return
(Region V) includes the state of Wisconsin which has been a ieader and innovator in
child support reform during this period. There is also evidence of considerable
differences between average and marginal returns. For example, Regions III and V have
high and comparable values for the ratio of average collections to average spending of
approximately $5.25. However, the marginal return to spending in these two regions is
quite different. In Region III, the marginal return to an additional $1 spent is $2.26,

while in Region V, this return is approximately twice as large, at $4.54.

6.5 CSE Spending and AFDC Costs: Total
In this part of the empirical analysis, I consider the degree to which CSE spending
succeeds in lowering AFDC costs. As noted earlier, there are a number of channels

through which CSE spending may lower AFDC costs, including entry into single

to have a high percent of out-of-state cases (small states) and in states with a high degree of many out-of-
wedlock childbearing (due to the lack of paternity establishment). However, I found no evidence in the data
of variation in the effect of total CSE spending on total CSE collections along these margins.
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motherhood, effects on participation among single mothers, and the AFDC tax on child
support. By estimating the relationship between total AFDC payments and total CSE
spending, I attempt to measure the net effect of CSE spending on AFDC costs. Estimates
of the AFDC payments equation (2) for the full 1979-1991 period are presented in the
first column of Table 8. The elasticity between state expenditures on CSE and AFDC is
negative and statistically significant (at 5%), providing empirical support for the
hypothesis that CSE spending lowers AFDC costs.

This result implies that CSE spending does have a potential role to play in policy
efforts aimed at cutting welfare costs. In order to determine the appropriate level of
emphasis to be given to CSE spending within a multi-faceted welfare reform package,
it is useful to know the magnitude of the effect of CSE spending on AFDC costs. The
results of this analysis indicate that a 1.0% increase in state CSE spending reduces state
AFDC payments by 0.05%. Evaluated at variable means, this translates to a $0.78
decrease in AFDC payments for an additional $1.00 spent on CSE. Increased government
expenditures on CSE alone do not appear to be a cost-effective way to reduce AFDC
expenditures.

The estimates of the effects of the other state variables in the AFDC payments
equation are generally consistent with prior expectations. The unemployment rate has a
significant, positive effect on total AFDC payments, while wages have a significant,
negative effect. Since more single mothers are apt to receive AFDC benefits when
economic conditions deteriorate, the signs on these variables are in the expected
direction. Increases in AFDC maximum benefit levels have a significant, positive effect
on total AFDC payments. This result is clearly expected since higher maximum benefits
imply higher total payments even holding the caseload constant. In addition, increases
in maximum benefits may increase the AFDC caseload, which would further increase
total payments. Finally, I find that increases in the AFDC eligible population (single

parent families) are associated with increases in AFDC total payments. '

12 1t is possible that the effectiveness of CSE spending at lowering AFDC costs varies according to the
levels of some of these other state characteristics. This is something I plan to address in future versions
of this work.
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6.6 CSE Spending and AFDC Costs: Tax Collections

The final part of the analysis considers the AFDC savings generated by the 160%
AFDC iax rate on child support. Estimates of the AFDC tax collections equation (3) are
presented in Table 8. For the 1979-1991 period (Column 2), I find that the elasticity of
AFDC child support tax collections with respect to CSE spending is .06. Evaluated at
variable means, this translates to AFDC savings due to the child support tax of $.07 per
additional $1 of CSE spending. As expected, the estimated effect of CSE spending on
AFDC child support tax collections is smaller than the comparable estimate of the effect
of CSE spending on total child support payments for AFDC families ($.11).

Since 1985, states have been required to "pass-through" the first $50 of child
support received per month to the family on AFDC, and the 100% tax sets in above this
amount. This suggests that given a constant relationship between CSE spending and child
support collections for AFDC families during the 1979-1991 period, there would be
lower marginal tax collections after 1985. I test for a change in the relationship between
CSE spending and AFDC child support tax collections when the "pass-through" policy
is implemented by allowing for the effect of CSE spending to differ in the two periods
(pre-pass-through and post-pass-through). This is simply done by interacting CSE
spending with two dummy variables, the first equal to 1 in years before the policy was
in place, and the second equal to 1 in the years after the policy took effect."’

The results of this estimation (Column 3, Table 8) suggest that there was in fact
a change. In the pre-pass-through period, an additional dollar of CSE spending is
estimated to generate $0.08 in AFDC child support tax collections, while in the post-
pass-through period the comparable estimate is $0.03. While the elasticity estimates for
these variables are not significantly different from zero, they are significantly different
from each other in the expected direction, i.e. lower in the post-pass-through period.
Finally, I estimate equation (3) during the period (1986-1991) for which there is data for
CSE spending on the AFDC caseload. These estimates (Column 3, Table 5) indicate an

13 Although the policy went into effect in 1985, I can only start measuring pass-through payments in
1986 since the Office of Child Support Enforcement did not begin reporting them until that year.
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elasticity of .043 between CSE spending on AFDC cases and tax collection savings,
which curresponds to $0.07 in savings per additional dollar spent on CSE. However, this
estimate is not statistically significant.

These results suggest that the welfare program savings generated by the AFDC
tax on child support income are small and account for only about 9% of the total $0.78
reduction in AFDC payments associated with a $1 increase in CSE spending. Since
AFDC child support tax collections are a simply a portion of total AFDC caseload
collections for AFDC families, this finding is not at all surprising given the relatively
small ($0.11) increase in AFDC collections associated with a $1 increase in CSE
spending. The sign and significance pattern of the coefficients on the other explanatory
variables in the tax collections equation is similar to the AFDC child support collections

equation discussed above, which has a closely related dependent variable.

7. Conclusions
This work evaluates the effectiveness of government expenditures on Child

Support Enforcement (CSE) during the 1979-1991 period in terms of raising child
support collections and, secondly, reducing welfare costs. These outcomes correspond
to two primary goals of the CSE program. My results suggest that increasing CSE
spending by $1 raises collections by nearly $2. However, I find relatively large
differences in the returns to spending for the AFDC and non-AFDC caseloads served by
CSE. In particular, the return for non-AFDC families is nearly $3 in increased
collections compared to only about $.10 for AFDC families. I also find differences in the
effects of CSE spending according to the type of service being provided and according
to geographic region. The results for welfare savings suggest that expenditures on CSE
lower AFDC costs by $0.78 per additional $1 spent. Government spending on CSE alone
does not appear to be a cost-effective way to cut welfare costs.

The results obtained here provide several policy recommendations for the current
efforts to "end welfare as we know it." First, any increased expenditure on the CSE
program as it stands today should be accompanied by innovative reforms to the system.

President Clinton’s recent proposal to improve interstate CSE coordination and collection
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efforts by establishing a national computer network to track all child support cases would
provide one step in this direction. Second, the low return to CSE spending on the AFDC
caseload in terms of increased child support collections suggests the need for additional
research and policy attention to be given to this group. Determining the underlying
reason for this result would provide valuable information to policy makers trying to raise
collections for AFDC families. For instance, if the problem is lack of awards, policies
such as paternity identification programs in hospitals at the time of birth would be
warranted. On the other hand, if the problem stems from fathers’ inability to pay or
disincentives created by the 100% AFDC tax on child support, different policy
recommendations would follow.

Finally, a natural question raised by these results is whether there are other
reasons to invest taxpayer dollars in CSE, even if it is not a cost-effective way to lower
welfare costs. While concern over rising welfare costs was one factor which led to the
establishment of the CSE program, a basic concern for the well-being of children who
live with only one of their parents also played a key role (U.S. DHHS, 1990). CSE has
the potential to benefit these children in several ways. First, it can raise the financial
resources available to children in single parent families. This should have positive effects
on children’s socioeconomic outcomes, as long as increased child support income is not
offset by equal decreases in other income sources and at least some of the increased
income is allocated to the children in the family. Recent research by Beller and Graham
(1993), Graham, Beller, and Hernandez (1994), Baydar and Brooks-Gunn (1994), and
Knox and Bane (1994) provides empirical evidence of beneficial impacts of child support
on educational outcomes of children. Increased CSE efforts also have the potential to
increase child-parent centact, which could have subsequent positive effects on child
development. Veum (1992) suggests that child support payments and father visitation are
positively associated and increased child support could also potentially allow the mother
to substitute labor market hours for time with her children (Graham and Beller, 1989;
Hu, 1993).
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Table 1 - Variable Definitions

{ Variable Name

Outcome measures
Collections: total

Collections: AFDC
Collections: Non-AFDC

AFDC program payments

AFDC tax collections

total child support collections by CSE

AFDC caseload child support collections by CSE
non-AFDC caseload child support collections by CSE
total benefit payments to AFDC program recipients

AFDC caseload child support collections kept by state
due to AFDC tax on child support income

Expenditure variables
CSE spend: total

CSE spend: AFDC
CSE spend: non-AFDC
CSE spend: paternity
CSE spend: location
CSE spend: orders
CSE spend: enforce

CSE spend: distribution

CSE total expenditures

CSE expenditures on AFDC caseload

CSE expenditures on non-AFDC caseload

CSE expenditures on paternity establishment

CSE expenditures on absent parent location

CSE expenditures on establishing child support orders

CSE expenditures on enforcing payment of existing
orders

CSE expenditures on distributing collections made

State characteristics
single parents

out-wed birth rate
unemp rate

avg wage

AFDC benefit
pop<18
pop1844
pop4564

number of single parent families with children < 18
100*(births to unmarried women)/(total births)
unemployment rate

average hourly earnings in manufacturing ($1s)
maximum annual AFDC benefit for a family of four
(population 0-17 years)/(total population)
(population 18-44 years)/(total population)
(population 45-64 years)/(total population)
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Table 2 - Variable Means and Standard Deviations

Variable Standard
Variable Name Mean Deviation |
Outcome measures (real 198 $1000s)
Coliectivns: total 67263.63 109383.60
Collections: AFDC 24216.33 34559.70
Collections: non-AFDC 43047.30 80586.15
AFDC program payments 332382.00 634339.70
AFDC tax collections 21845.93 31373.87
Expenditure vars (real 1988 $1000s)
CSE spend: total 19268.67 27970.82
CSE spend: AFDC* 15388.80 20781.16
CSE spend: non-AFDC* 9338.88 11807.04
CSE spend: paternity** 3015.25 4005.84
CSE spend: location** 3671.69 6453.08
CSE spend: orders** 4982.64 6961.80
CSE spend: enforce** 8822.46 12450.58
CSE spend: distribution** 4457.62 6325.71
State characteristics
single parents (1000s) 129.95 148.21
out-wed birth rate 21.55 8.26
unemp rate 6.79 2.27
avg wage (real 1988 $1s) 10.22 1.43
AFDC benefit (real 1988 $1000s) 5.68 1.94
pop<18 .27 .03
pop1844 .39 .09
p0p4564 22 .09
Notes:

*These variables are only available for 1986-1991. The number of observations is 306.
** These variables are only available for 1986-1991 and there are 7 missing values. The number

of observations is 299.
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Table 3 - CSE Program Statistics for the 1979-1991 Period

Spending Per Case (real 1988 $1s) Collections Per Case (real 1988 $1s) "
Year: Total AFDC* non- Total AFDC non-
AFDC* AFDC

All 123.86 176.78 92.43 | 376.48 278.80 | 1131.69
1979 145.48 458.19 276.60 3874.91
1980 147.33 391.09 268.42 3233.85
1981 131.86 341.22 202.60 1419.75
1982 116.73 311.99 198.46 899.34
1983 119.04 317.87 205.41 838.56
1984 113.53 325.86 211.68 811.56
1985 113.79 337.25 223.63 795.76
1986 116.25 170.48 96.63 355.82 311.75 517.06
1987 112.54 160.26 92.97 377.26 313.37 523.83
1988 115.22 172.02 85.68 399.51 338.06 511.47
1989 121.80 182.17 90.60 415.84 350.84 509.50
1990 125.63 185.18 89.75 420.16 363.22 496.84
1991 130.92 190.11 99.14 442.16 360.33 523.35

Notes:
The number of observations is 663, except where otherwise noted.
*These variables are only available for the 1986-1991 period. The number of observations is 306.
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Table 4 - The Effect of Child Support Enforcement Spending on Collections 1979-1991

I Dependent Variable: In(Collections) |

Total AFDC Non-AFDC
Explanatory variables: (1) ) 3)
In(CSE spend:total) .552 .083 1.325
(.052) (.047) (.168)
{1.928} {0.105} {2.961}
In(single parents) 353 1.580 -.362
(.264) (.236) (.847)
In(out-wed birth rate) .012 -.764 .677
(.178) (.159) (.569)
In(unemp rate) 212 216 179
(.067) (.060) (.214)
In(avg wage) -.162 -1.030 1.883
(.309) (.276) (.991)
It
In(AFDC benefit) -.007 .286 -.898
(.083) (.074) (.265)
In(pop< 18) 1.941 215 2.069
(.690) (.616) (2.209)
In(pop1844) 2.894 1.354 5.941
(.746) (.667) (2.391)
In(pop4564) 2.463 1.633 4.730
(.602) (.538) (1.928)
Constant 12.038 10.352 9.641
(2.521) (2.252) (8.077)
Year Fixed Effects yes yes yes
State Fixed Effects yes yes yes
Adjusted R-squared .966 .967 .826
Observations 663 663 663

Notes:

Standard errors in parentheses ( ). For CSE spending variables the derivative of collections with

respect to spending evaluated at means is in brackets {}.
All dollar valued variables are in real 1988 dollars.




Table 5 - The Effect of Child Support Enforcement Spending on Collections 1986-1991

Explanatory variables:

Dependent Variable: ln(C:)llections)

Total
n

AFDC
(2)

Non-AFDC
3)

In(CSE spend:total) .386
(.050)
{1.433}
In(CSE spend:AFDC) .041 -.080
(.032) (.058)
{.079} {-.326}
In(CSE spend:non-AFDC) .020 .349
(.017) (.031)
{.064} {2.341}
In(single parents) .846 2.210 1.483
(.413) (.386) (.706)
In(out-wed birth rate) -.194 -.529 218
(.150) (.143) (.262)
In(unemp rate) -.238 .026 -.251
(.048) (.046) (.084)
In(avg wages) 591 -.071 .527
(.351) (.336) (.614)
In(AFDC benefit) -.069 .246 -177
(.063) (.061) (.111)
In(pop < 18) -1.908 -1.369 -3.243
(.498) (.476) (.869)
| In(pop1844) -.342 -.095 671
(.496) (.486) (.888)
in(pop4564) -.260 217 .258
| (.420) (.410) (.749)
| Constant .065 1.472 -1.290
g (2.286) (2.205) (4.028)
| Year Fixed Effects yes yes yes
| State Fixed Effects yes yes yes
| Adjusted R-squared 992 992 .985
| Observations 306 306 306
Notes:

Standard errors in parentheses ( ). For CSE spending variables the derivative of collecticns with
respect to spending evaluated at means is in brackets {}.

All dollar valued variables are in real 1988 dollars.
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Table 6 - The Effect of CSE Spending on Collections 1986-1991, by Type of Spending

Spending Category

Paternity

(1H* @ (3)* 4
Mean Elasticity: [avg coll)/ Derivative:
[spend;]/ Ceefficient [avg spend;] | (2)eval.@(3)

[total] (Std Err)

Location

Orders

Enforce

.350

10.563

Distribution

192

.018

20.907

F-test: spending
variables

[Prob>F]

Notes:

*(spend,) refers to CSE spending of type T where T=[paternity, location, orders, enforce,
distribution]; (avg coll) denotes average CSE coliections and (avg spend;) denotes average

spending of type T.

The regression equation producing the estimates in column (2) has In(Collections) as the
dependent variable and includes the five spending variables (in "In" form) plus the full set of state
characteristics, state fixed effects, and year effects, as in the basic collections equation presented

7.94
[.0000]

in Table 4. All dollar valued variables are in real 1988 dollars.
The number of observations is 299 and the adjusted R-squared of the regression is .991.




Table 7 - The Effect of CSE Spending on Collecticns by CSE Region 1979-1991

Region

Member States

(1)
Elasticity:
Coefficient
(Std Err)

@)*
(avg collect)/
(avg spendg)

€))
Derivative:
(Deval.@(2)

Notes:
*(spendy) refers to CSE spending in region R where R=I-X; (avg collect) denotes average CSE
collections and (avg spendg) denotes average spending in region R.
The regression equation producing the estimates in column (1) has In(Collections) as the
dependent variable and includes the full set of state characteristics, state fixed effects, and year
fixed effects, as in the basic collections equation presented in Table 4. All dollar valued variables
are in real 1988 dollars.
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1 CT, ME, MA, NH, RI, .100 3.48
VT (.092)

Il NY, NJ -.434 2.83
(.247)

III DE, MD, PA, VA, 431 5.23
WV, DC (.079)

v AL, FL, GA, KY, MS, .500 2.56
NC, SC, TN (.059)

\"/ IL, IN, MI, MN, OH, .861 5.28
WwI (.097)

VI AR, LA, NM, OK, TX .667 2.01
(.111)

VII IA, KS, MO, NE 779 3.87
(.092)

VIII CO, MN, ND, SD, UT, 559 2.39
WY (.097)

IX AZ, CA, HI, NV -.124 2.40
(.115)

AK, ID, OR, WA 3.54




Table 8 - The Effect of Child Support Enforcement Spending on AFDC Costs 1979-1991

In(AFDC
payments) In(AFDC tax collections)
1979-1991 1979-91 1979-91 1986-91
(n (2) 3) C))
In(CSE spend:total) -.045 .063
(.023) (.047)
{-.781} {.072}
In(CSE spend:total) 065
x(year < 85)** .047)
{.088}
In(CSE spend:total) .027
x(year > 85)** (.050)
{.026}
In(CSE spend:AFDC) .043
(.035)
{.063}
In(single parents) 1.592 1.653 1.597 2.267
(.118) (.238) (.239) (.426)
In{out-wed birth rate) -.068 -.725 -.810 -.566
(.079) (.160) (.164) (.159)
In(unemp rate) 237 .203 .192 .019
(.030) (.060) (.060) (.051)
In(avg wage) -.348 -1.045 -1.057 .091
(.138) (.279) (.278) (.370)
i In(AFDC benefit) .386 221 .229 .287
037 (.075) (.074) (.067)
In(pop < 18) -.992 .308 458 -1.451
(.307) (.622) (.623) (.526)
In(pop1844) -1.051 1.191 1.333 .025
(.332) (.673) (.674) (.535)
In(pop4564) -.818 1.588 1.661 303
, (.268) (.543) (.542) (.452)
Constant 2.127 10.203 10.978 1.107
(1.200) (2.273) (2.292) (2.440)
Year Fixed Effects yes yes yes yes
State Fixed Effects yes yes yes yes
Adjusted R-squared .992 .965 .965 .990
Observations 663 663 663 306
Notes:

*+ (year <85)=1 if year is 79-85, 0 otherwise; (year >85)=1 if year is 86-91, O otherwise.

Standard errors in parentheses (). For CSE spending variables the derivative of collections with respect to
spending evaluated at means is in brackets {}. All dollar valued variabies are in real 1988 dollars.

48



CHAPTER 2

Child Support Enforcement,
Marital Dissolution, and Welfare Participation
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1. Introduction

In 1992, the poverty rate of children under the age of 18 living in female headed
households with no spouse present was 56%, corpared to only 11% for children living
in married couple households (U.S. Bureau of the Census, 1993a). At the same time, a
large and increasing number of children in the United States live in families headed by
single mothers. By 1990, nearly 1 out of 4 children under the age of 18 lived with a
single mother, compared to only 1 out of 10 children in 1970 (U.S. Bureau of the
Census, 1991). In the mid-1980s it was estimated that at least i out of 2 children in the
current generation would spend a part of their childhood in a single parent family
(Bumpass, 1984). These trends in family structure and childhood poverty are important
public policy concerns for several reasons. First, childhood in a poor, female headed
family has been associated with a number of negative socioeconomic outcomes for
children. These include low educational attainment, future labor market difficulties, teen
pregnancy, and future welfare dependence (Beller and Graham, 1993; Krein aﬁd Beller,
1988; McLanahan, 1988; McLanahan, 1985; Shaw, 1982). Second, these trends have
important implications for government costs. In the short-run, costs are increased as low-
income, single mother families often tumn to government programs such as Aid to
Families with Dependent Children (AFDC) for financial assistance. In 1989, the AFDC
participation rate among single mothers with incomes below the median single mother
income was 53%.! Current poverty in these families may also raise long-run government
costs through its effects on child outcomes.

The failure of absent fathers to pay child support has been recognized by policy
makers as a key factor contributing to the high rates of poverty and welfare dependence
in single mother families. Nonpayment of child support currently affects a large share
of the single mother family population in the United States. In 1989, only 37% of single
mothers with children from an absent father received any child support payments. Even
among single mothers with a child support award established (58% of those eligible for
support), only 65% received any payments and only 44% received the full amount owed

I Author’s tabulations based on the 1990 Current Population Survey Child Support Supplement.
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(U.S. House of Representatives, 1992).

Given the negative effects associated with nonpayment combined with a general
belief that fathers are able to pay considerably more child support than they currently
pay,’> Child Support Enforcement (CSE) has emerged as an important tool in public
policy efforts to reduce childhood poverty and welfare costs. The U.S. government’s
CSE program was enacted by Congress in 1975 under Title IV-D of the Social Security
Act. This law created the federal Office of Child Support Enforcement and required each
state to establish a CSE agency to administer the program. In 1992, the CSE program’s
total caseload was 15.2 million, and $1.99 billion was spent to collect $7.96 billion of
child support (U.S. Department of Health and Human Services (DHHS), 1992).

While economists have begun to examine the effects of Child Support
Enforcement policy efforts, there are a number of interesting questions which remain
unanswered or unresolved. The purpose of this paper is to offer new insight into the
effects of CSE on two particular outcomes: (1) marital dissolution, and (2) AFDC
participation. These two issues correspond nicely to the Child Support Enforcement
program’s stated mission, which is "to strengthen families and to reduce welfare
dependency, by ensuring that parents live up to the responsibility of supporting their
children" (U.S. DHHS, 1990). My aim in this paper is to assess whether this particular
government policy is having its intended effects.

The first question I examine is the impact of Child Support Enforcement on the
probability of becoming a single mother through marital dissolution. In this analysis, both
divorce and separation are considered because the single mother is eligible for child
support in either case. In addition to directly addressing the CSE program’s first goal,

this part of my analysis indirectly addresses the second goal by examining entry into the

2 Two recent studies (Garfinkel and Oellerich, 1989; Miller, Garfinkel, and McLanahan, 1993) estimate
that in the aggregate absent fathers have the ability to pay 4-5 times more than they actually pay. These
results are both based on applying the state of Wisconsin's child support guidelines to estimates of non-
custodial fathers' incomes to obtain estimates of fathers’ ability to pay.
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pool of women categorically eligible for welfare, i.e. single mothers.” In general, the
divorce transition is important to consider because it is associated with a precipitous drop
in family income for women and children in the single mother families which result
(Duncan and Hoffman, 1985). By raising the financial obligation of the absent father to
the single mother family in the divorced/separated state,* Child Support Enforcement has
two important effects. First, CSE increases the income available to the mother in the
divorced state.> All else equal, this raises the mother’s incentive to divorce by lowering
the costs associated with this decision. If this was the only effect, we would expect CSE
to encourage divorce. However, CSE clearly has an opposing effect on the father which
raises his cost of divorce. Given that these two opposing effects are operating, the net
effect of CSE on divorce is a particularly interesting empirical issue. To examine this
question, I use a sample of women with dependent children from the 1988 and 1990
Current Population Surveys (CPS). Using cross-sectional variation in state CSE sirength
to identify the effect, I find that CSE has a significant, negative effect on the probability
of recently becoming a divorced or separated single mother. In contrast, estimates of the
effect of CSE on divorce in a control group of women ineligible for child support are
near zero and statistically insignificant. This latter result suggests that the estimates
obtained for the child support eligible sample truly reflect the effect of CSE on divorce
rather than effects of unobserved state characteristics.

The second question I address in this paper is the effect of CSE on AFDC

3 In addition to marital dissolution, entry into single motherhood can also occur through a second route:
out-of-wedlock childbearing. While out-of-wedlock childbearing is not the subject of this paper, potential
effects of CSE on this decision deserve future research attention. In my own preliminary work on this
question, I have found that CSE variables have negative but statistically insignificant effects on the
probability of being a never-married mother.

* Throughout the paper I assume that upon divorce/separation the mother becomes the custodial parent
and the father becomes the absent parent. In 1990, 87 % of children living with one parent lived with their
mothers (U.S. Bureau of the Census, 1992).

5 From this point forward the terms "divorce” and "marital dissolution™ will refer to separation and
divorce, both of which lead to eligibility for child support.
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participation.® This directly corresponds to the CSE program’s goal of reducing welfare
dependency. Child Support Enforcement is expected to reduce participation in AFDC for
two reasons. First, increases in child support income reduce the likelihood the single
mother family is eligible for AFDC, which is a means-tested program. Second, because
child support income is taxed at 100% by the AFDC program (above a $50 monthly
disregard), increases in child support payments made by absent fathers only translate to
equal increases in income received by single mothers families that are not on welfare.
This clearly creates incentives not to participate in AFDC. In my empirical analysis, I
examine a sample of single mothers from the 1988 and 1990 CPS Child Support
Supplements. Direct estimates of the effect of government CSE variables on AFDC
participation indicate that CSE reduces the probability of AFDC participation,
particularly among recently divorced and never-married single mothers. To quantify the
effect of child support on AFDC, I estimate the relationship between actual child support
income and the probability of AFDC participation using cross-state variation in CSE to
purge reported child support income of measurement error and unobserved heterogeneity.
The results suggest that a $100 increase in annual child support income (10.6% of the
average amount received), would reduce the AFDC participation rate of single mothers

from 30.9% to approximately 29.2%. This is a decline of 5.5% from the original level.

2. The Child Support Enforcement Program

Established in 1975, the U.S. government’s Child Support Enforcement (CSE)
program is a joint federal-state effort aimed at securing the payment of child support.
While the federal government shares in the financing of CSE and oversees the
administration of the program, the primary provision of services occurs through state
CSE agencies. The state enforcement agencies provide five major services to single
parent families: establishing paternity, locating absent parents, establishing child support

obligations, enforcing existing obligations, and distributing collections. In 1992, CSE

6 Clearly this is only one aspect of the total effect of CSE on AFDC. In another paper, Nixon (1995a),
I estimate the n=t effect of CSE on AFDC using state level panel data on CSE expenditures and AFDC
payments.
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efforts io enforcement payment of existing obligations accounted for 36% of total CSE
spending; this was the largest spending category (U.S. DHHS, 1992). To enforce
payment, the CSE agencies rely on a number of different techniques including wage
withholding, regular billings, delinquency notices, property liens, and intercepting
unemployment insurance benefit payments and tax refunds.

Assistance from the CSE program is available to all single parent families in the
United States. Families on welfare (AFDC) are referred directly to their state’s CSE
agency and are required to participate as a condition for receiving welfarz, while families
outside the welfare system participate in the CSE program by choice. The cost of
services is zero for AFDC families and, at most, a $25 application fee for non-AFDC
families. As of 1992, the CSE caseload was 43% non-AFDC and 57% AFDC.’
Increasing child support collections for AFDC families generates direct savings for the
government because child support is taxed at 100% by AFDC (above a $50 monthly
disregard instituted in 1985) and because increased child support may enable a woman
to leave the welfare rolls. CSE efforts to increase child support payments made to
non-AFDC single mother families can indirectly generate government savings through

cost-avoidance, i.e. preventing families from entering or re-entering the welfare systern.

3. Literature Review

This paper extends the existing economic literature on both divorce and child
support by directly examining the link between the two for the first time. The seminal
works by Becker, Landes and Michael (1977) and Becker (1981) on the economics of
divorce and family structure serve as a theoretical foundation for this work, as well as

most economic studies of divorce and family structure completed since that time,

7 During the 1980s, CSE participation among the non-AFDC population of single parents increased
dramatically. Between 1980 and 1992, the absolute number of non-AFDC CSE cases increased by a factor
of 7.6 (compared to 1.9 for AFDC CSE cases), and the share of CSE participants that were non-AFDC
rose from 15.6% to 42.6% (U.S. DHHS, 1992 and 1984). By 1989, approximately 27% of non-AFDC
single mothers reported having had contact with a CSE agency at some time (author’s tabulations from
1990 CPS). Legislation passed by Congress in 1984 required states to publicize CSE services and extend
more services to non-AFDC clients; this may account for some of the increase in non-AFDC participation
in CSE.
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including Weiss and Willis (1985), Peters (1986), Moffitt (1990), and Peters (1993).
There is a relatively large literature which examines the effects of the U.S. welfare
system on family structure, including divorce and, more generally, female headship (see
Moffitt (1992) for a thorough review). Increases in welfare generosity are expected to
increase the probability of becoming a divorced mother. This prediction follows directly
from the fact that an increase in the level of welfare benefits improves the mother’s
opportunities in the divorced state, while it has no direct effect on the father since the
government is providing the increased income to the mother. However, as pointed out
by Moffitt (1992), an increase in CSE raises the financial transfer from the absent father
to the single mother in the divorced state, and therefore has effects on both parents which
are in opposing directions. Therefore, in the case of CSE, the expected direction of the
net effect on divorce is ambiguous.

The economic literature devoted to questions concerning child support and family
structure is just beginning to emerge. Two recent studies (Hu, 1993; Beller and Graham,
1993) have considered the effect of child support payments on the probability of
remarriage among divorced and separated women. Since increased child support both
reduces the divorced mother’s gain to remarriage and at the same time makes her a more
attractive marriage partner (since the father’s child support obligation continues if the
mother remarries), this is another case in which the theoretical effect of CSE is
ambiguous. These studies both conclude that child support has no systematic or
significant effect on remarriage. The present study is, to my knowledge, the first to
consider the effect of child support on divorce.

Several previous authors have examined the relationship between child support
income and AFDC participation of single mothers (Robins 1984, 1986; Beller and
Graham, 1993; Hu, 1993). These authors generally find small, negative effects of child

support income on AFDC.® There are also three recent studies which separately address

® For a $1000 increase in annual child support income, Robins (1984) estimates that the AFDC
participation rate of single mothers would fall by 4.4 percentage points, Beller and Graham (1993) estimate
a 4.6 percentage point reduction, and Hu (1993) estimates a 1.1 percentage point reduction (in the first year
following divorce). The latter two studies examine divorced and separated women cnly.

55



the relationship between states’ CSE policies and individual child support income
(Garfinkel and Robins, 1994; Beller and Graham, 1993; Miller, Garfinkel, and
McLanah2n, 1994). To examine the effect of CSE, these authors focus on state laws
affecting child support (such as wage withholding, paternity establishment regulations,
and award guidelines) as measures of CSE. Overall, the evidence from these studies
regarding the effects of enforcement is mixed.® In this paper, I connect these two strands
of literature in an integrated analysis of CSE, child support income, and AFDC
participation. The specific contributions of my AFDC analysis are: (1) to employ a new
set of Child Support Enforcement variables based on state CSE program performance,
(2) to provide direct estimates of the effect of government Child Support Enforcement
on AFDC by estimating a reduced form version of the AFDC participation equation, and
(3) to improve on past estimates of che effect of individual child support income on
AFDC participation by using cross-state variation in CSE strength to identify the effect
of child support. Previous studies either have not attempted to address the potential biases
induced by measurement error and unobserved heterogeneity in child support income or
have been confined to using observed individual characteristics (such as the number of

children or the length of the marriage) as instruments for child support.'

4. Theoretical and Empirical Framework
4.1 Divorce: Theoretical Framework
In this section of the paper, I examine the theoretical effects of Child Support

Enforcement on divorce. The model of divorce which I consider here closely follows the

® In particular, Garfinkel and Robins (1993) consider 16 policies and find 6 have at least marginally
significant effects in the expected direction. Beller and Graham (1993) present results for 7 enforcement
policies and find 3 to be associated with increased payments over their period of study. Miller et. al. (1994)
examine 13 policies and find a mixture of positive effects and perverse effects of individual policy measures
on child support payments; it should be noted that the models they estimate inciude multiple policy
variables which may be highly correlated.

10 Using PSID data, Hu (1993) does employ characteristics of the ex-husband as instruments (such as
his age) but also uses characteristics of the couple (length of marriage, whether the marriage ended in
divorce or separation) which one might expect to be correlated with the mother’s unobserved propensity
for AFDC participation.
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classic work of Becker, Landes, and Michael (1977) and Becker (1981) on this subject.
Throughout, I assume that if divorce occurs the mother becomes eligible for child
support and the father becomes responsible for paying child support. I also assume that
the prevailing divorce law is "unilateral” meaning that one spouse can individually initiate
a divorce."' In the Becker model, divorce occurs if combined utility of the spouses in
the "divorced" state exceeds combined utility in the "remained married" state. To airive
at this decision rule a number of assumptions are made. First, households are viewed as
producing "commodities” from inputs of time and market goods. Second, the commodity
output of marriage can be summarized in a single commodity which is known with
certainty and can be allocated among spouses as income. The model also assumes that
there is symmetric information about the post-divorce utility of each spouse and that
individuals are risk-neutral. This latter assumption implies that maximizing utility is
equivalent to maximizing expected commodity wealth. The final basic assumption is
costless bargaining between spouses; in other words, all compensations between spouses
are costless within marriage and at divorce. While relaxing this assumption does not
change any of the basic predictions which are obtained below, the assumption is
maintained for ease of illustration. Under the above assumptions, divorce occurs if and

only if:
where Z denotes utility, D denotes divorce, M denotes marriage, h denotes husband, and

w denotes wife. This inequality simply states that combined utility outside marriage

exceeds combined utility inside marriage.'? In this model, it is readily evident that

I By 1987 (the beginning of my sample period), 90% of states had unilateral divorce laws. It is also
worth noting that the basic Becker model has the same decision rule under mutual consent or unilateral
divorce laws (given its assumption of costless bargaining), and Peters (1986) finds no effect of divorce laws
on the probability of divorce.

12 If we drop the assumption of costless bargaining and instead assume no bargaining between spouses
(still assuming unilateral divorce), we have that divorce occurs if Zp,>Zy, or Zp,>Zy,.

57



divorce occurs if each individual spouse has a utility gain to divorce under the current
allocation of total marital utility, Z,,. When only one spouse has an individual utility gain
to divorce, divorce will still occur only if the combined gain is positive.'

Using this model as a framework, the basic effect of Child Support Enforcement
on the divorce decisions of couples with children is quite clear. A given increase in CSE
is expected to increase Zp, and to decrease Z,. Without further assumptions, the net
effect of CSE on the probability of divorce is uncertain. To incorporate CSE explicitly

and examine its effect in more detail, I add several assumptions to those stated above:

(A1) An increase in CSE raises the expected child support transfer in the
divorced state.

(A2) The only effect of increased CSE on divorced parents is the direct income
change due to the increase in the child support payment; there are no
other effects of CSE on utility.

(A3) The ex-wife has a higher marginal utility of income than the ex-husband.

(A4) The AFDC program taxes child support income at 100%.

If increased enforcement raises the probability the government catches and
penalizes all "deadbeat dads" who do not comply with child support obligations, then
increased CSE should clearly raise expected payments for those cases in which the father
is a "deadbeat dad" in the divorced state. However, I argue that this type of increased
enforcement should also raise expected payments for "non-deadbeat” cases, by increasing
the probability that the father complies with the obligation in order to avoid being caught
and penalized. For the purpose of simplification, the second assumption (A2) rules out

the possibility of other effects of increased enforcement on the behovior of divorced

3 To see this, consider the case in which spouse i has a gain to divorce, Z,,>Z,,;,, but there is a
combined loss to divorce, i.e. spouse j's loss to divorce, (Zy-Z,,), outweighs i’s gain, (Zp-Z,y). In this
case, the other spouse, j, will compensate spouse i by an amount z (where z<(Zy-Zp;j) such that
Z,,<(Zy;+2), and spouse i will no longer wish to seek divorce and no divorce occurs.
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parents.'* The third assumption (A3) is based on the well-known fact that women have
considerably less income than their spouses in the divorced state.'® It is then reasonable
to assume that an equal absolute change in income for an ex-husband and an ex-wife has
a larger effect on the wife’s utility. The final assumption simply states the treatment of
child support income by the U.S. welfare system. Since 1985, AFDC has allowed for a
$50 monthly disregard of child support before the 100% tax is levied. For ease of
illustration, this disregard is ignored in the discussion below.

Under the above assumptions, a positive shock to CSE changes the post-divorce
utility of each spouse by changing the expected child support transfer, while it has no
effect on total utility inside marriage or other components of post-divorce utility.
Therefore, to assess the effect of CSE on the probability of divorce, we need only to
examine the combined change in post-divorce utility directly induced by the change in
child support income. Because the husband has to pay additional child support, the

change in his post-divorce utility is negative. This can be written as:

2) dZy, = N\dC = -\(C,-Cy),

where d denotes the change associated with the CSE increase, 0 denotes before the CSE
increase, 1 denotes after the increase, C is expected child support in the divorced state,
and A is the marginal utility of income, which is assumed to be positive. Since we have

assumed that C,>C,, it is clear that dZ;, <O0.

' In terms of potential labor supply effects on divorced/separated women, the theoretical prediction
of the effect of child support is ambiguous (this is illustrated in the AFDC model section). Several studies
have examined this relationship (Hu, 1993; Graham, 1990; Graham and Beller, 1989). Graham aad Beller
(1989) show a reduction of 6 hours in annual labor supply for another $1000 of child support income,
while Hu (1993) finds a positive effect of child support income on hiours worked. [ know of no comparable
studies for men.

'S Recent government statistics indicate that in 1992, median income for a female household head with
children present and with no husband present was $13445, while for a male household head with no
children and no wife present median income was $34245 (U.S. Bureau of the Census, 1993b). Although
these groups do not precisely correspond to divorced single mothers and divorced absent fathers
respectively, the income pattern is nonetheless clear. Median income of divorced or separated single
mothers in the 1990 CPS Child Support Supplement is $13000.

59



For the wife, I take into consideration the possibility that she will receive AFDC
in the divorced state (and therefore be subject to the 100% tax on child support) and that
AFDC participation is affected by child support receipt, i.e. endogenous.'® The effect

of an increase in CSE on the wife’s utility can then be written as:
(3)  dZp, = N(AC+dB) = A J[((1-p.(CIC,-(1-p(Co))Co) + (PuC))-po(Co))b].

The notation remains as above with the additions that B is expected welfare income,
p.(C)) is the probability of AFDC participation in the divorced state evaluated at child
support income of C,, where i=0 or 1, and b is the welfare benefit. To simplify notation
the other determinants of p, (including b), which are assumed fixed between periods 0
and 1, have been suppressed.'’ To determine the net effect of CSE on the probability
of divorce, I make the simplifying assumption that p,(C;) takes on only two values, 0 and
1, and consider three possible cases: {1] p,(Cy) =p.(C,)=1, [2] p.(Cy) =p.(C,)=0, and [3]
P(Co) =1, p(C,)=0.

In case [1], the mother fully expects i0o be on AFDC in the divorced state both
before and after the increase in CSE. Given this, her change in expected child support
income (dC) and change in expected welfare income (dB) are both equal to zero, which
implies that there is no change in her post-divorce utility.'® The net effect of CSE on

divorce is then:

16 The effect of child support on the probability of AFDC participation is expected to be negative.
Because AFDC is a means-tested program, this will be true even without behavioral effects of child support
income, since increased child support reduces the likelihood of AFDC eligibility. The effects of child
support on AFDC participation are explored in detail below.

7 In line with the actual procedure typically used for women on AFDC, I assume that the child support
payment goes directly to the welfare agency, which retains the payment in accordance with the 100% tax
rate. Therefore, the welfare benefit check, b, the mother receives is unchanged when CSE increases. (If
the mother received the child support directly, b would be reduced by the amount of the increase, and her
net income would remain unchanged as above).

I® If we explicitly account for the $50 disregard and C, is less than $50 per month, her change in post-
divorce income can be positive, but it will be less than the change in child support as long as C, > $50 per
month.
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4.1) dZy, + dZp, = -M(C,-Cy).

This is unambiguously negative. Therefore, in the "always AFDC" case, we expect the
prcbability of divorce to decrease as CSE increases. In case [2], the wife is not on
AFDC in the divorced state either before or after the increase in CSE. Since the change
in CSE raises her post-divorce income by the full amount of the change in child support,

(C,-C,), the net change in total post-divorce utility is:

4.2) dZy, + dZp, = A-M)(C-Cy).

This is unambiguously positive given the assumption regarding the relative marginal
utilities of income. Thus, in the "never AFDC" case, we expect the probability of
divorce to increase as CSE increases. Finally, in case [3] the wife fully expects to be on
AFDC before the CSE increase, but with this increase she expects to be off AFDC in the
divorced state. This yields the following combined change in post-divorce utility:

4.3) dZy, + dZp, = A(C,-b) - A(C,-Cp).

Without further restrictions, this expression may be positive, negative, or zero, and the
net effect of CSE on the likelihood of divorce is ambiguous.

Given the opposing effects of CSE on fathers’ and mothers’ post-divorce utility,
the discussion above clearly demonstrates that the net effect of CSE on divorce may be

positive, negative, or zero, depending on the maintained assumptions. '’

1% In this model, the effect of CSE on divorce is also predicted to vary according to the probability of
AFDC participation in the divorced state. In particular, CSE should have a larger negative effect on divorce
where AFDC participation is more likely. Empirical tests of this prediction revealed inconclusive results.
In samples stratified by predicted AFDC participation probability in the divorced state, only two of the five
measures of CSE used in the analysis showed significant, negative effects on divorce probabilities in the
“high AFDC probability” sub-sample (where is defined as above the median predicted probability). In the
"low AFDC probability" sample, the other three CSE variables had significant, negative effects on divorce.
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4.2 Divorce: Empirical Frainework

In the model of divorce outlined above, divorce occurs if the net utility gain to

divorce is positive. The probability that divorce is observed is equal to:
$) P@* >0 where d*=Zpy, + Zpy) - (Zy + Zyw ))-

In (5), P denotes probability, and d* is the net utility gain to divorce. I then assume that

we can express d* as a function of a vector of individual characteristics, X, and the

expected child support transfer, C:
6) d*=gX,O).

While both the net utility gain, d*, and the expected transfer, C, are unobserved, we do
observe the outcome of the divorce decision, d, and measures of state Child Support
Enforcement, E, which are expected to shift C. Assuming a linear functional form we
can then write the following reduced form expression for divorce outcomes in a single

cross-sectional sample:

(7) d'.l = xial + Eja2+ u; where dlj =1 if d*>0
d;, =0 if d*<0,

and i indexes individuals (couples), j indexes states, and u is the error term.

In equation (7), I assume that the variables in X are exogenous, i.e. E[u] X]=0.
Under the additional assumption that E[u|E]=0, estimates of o, provide an unbiased
estimaie of the effect of CSE on the probability of divorce. However, if there are
unmeasured state level variables which are correlated with divorce and also correlated
with state CSE strength, E, the estimates of o, (and «,) will be biased. For example, if
high welfare benefits encourage divorce and states with high welfare benefits tend to have

strong enforcement programs, then without controlling for welfare benefits in (7),
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estimates will be biased.?
The approach that I take to address this issue is twofold. First, I contro! for a rich

set of state characteristics that are potentially correlated with CSE and divorce decisions.
These include the divorce rate, the percent of the population that is Catholic (both
measured prior to the survey period), welfare benefit levels, and state income measures.
I also include regional fixed effects in the vector of individual characteristics, X.
Secondly, as a specification check on my results, I re-estimate the divorce equation on
a control group of women without dependent children. These women’s divorce decisions
should not be affected by CSE since they would be ineligible for child support in the
divorced state. Thus, if the model is well-specified, we should see zero effect of CSE on
divorce decisions in this group. If however, there remain unobserved state characteristics
which affect divorce decisions and are correlated with CSE, we would see effects of CSE
in this "CSE ineligible" group.? This strategy is related to that used by Ellwood and
Bane (1985) in their analysis of the effects of welfare generosity on state divorce rates.
In my empirical analysis, I apply the divorce equation to a pooled cross-section
data set of women from 1988 and 1990 Current Population Surveys. Taking into account
the two survey years and the state control variables yields the following reduced form

divorce equation:
¢y dy =X, + o, + Sy + 0y,

where t indexes survey year, S is the vector of state controls, and u’ is the error term.

The components of X, E, and S are fully described in the Data section of the paper.

2 In fact, cross-section regressions of state CSE measures on state AFDC maximum benefit levels
indicate a positive, significant relationship between AFDC generosity and CSE strength for three of the five
measures of CSE used in this study; the relationship is statistically insignificant for the other two measures.

2! Another potential way to address this issue is to include a vector of state fixed effects in the equation.
However, this requires sufficient within-state over-time variation in the CSE variables if the effects of CSE
on divorce are to be identified. Analysis of state level CSE data for the entire 1980-1990 period revealed
that the primary source of variation in state CSE program variables is between states rather than within-
state over-time. The bottom line is that there is insufficient over-time variation in the state CSE variables
to include fixed effects in this analysis and still obtain meaningful results.
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4.3 AFDC: Theoretical Framework

To model AFDC participation, I use a standard utility maximizing framework in
which the single mother’s utility is a function of consumption and leisure. I assume that
the single mother chooses to participate in the AFDC program when maximum utility in
the on-AFDC state exceeds maximum utility attainable in the off-AFDC state. An
increase in child support is expected to decrease the probability that maximum utility is
higher in the on-AFDC state. This prediction results directly from the treatment of child
support income by the AFDC system and is clearly illustrated by examining the single
mother’s budget set, which is presented in Figure 1. Due to the nature of the weifare
system, this budget set is both non-linear and non-convex. At zero hours of work, the
single mother has an income of A, equal to the AFDC maximum benefit. In this
illustration, I have assumed that she initially has $0 of non-labor income. Given this, her
initial budget set is represented by ABC. Her break-even point, which represents the
hours of work at which her welfare benefit goes to zero, is at B. The on-AFDC portion
of her budget set is segment AB, and the off-AFDC portion is segment BC.%

To illustrate the effects of an increase in child support on AFDC participation,
I first consider a simplified case in which there is no $50 disregard applied to child
support (this is equivalent to assuming the initial level of child support exceeds $50 per
month since in either case all additional child support is taxed at 100%). I also assume
that the increase in child support income is not a function of the mother’s income level.
Due to the 100% tax rate on child support income imposed by AFDC, an increase in
child support of the amount CE (depicted in Figure 1) causes the non-AFDC segment to
shift upward by the distance CE while the AFDC segment does not shift. The single
mother’s new budget set is denoted by ADE. The new break-even point is D, the new
on-AFDC segment is AD, and the new off-AFDC segment is DE. In Figure 1, it is clear
that all new opportunities created by the increase in child support income are in the

off-AFDC state. As a result, the likelihood that she participates in AFDC is expected to

2 In this discussion, I assume that at hours of work below the break-even level, B, the single mother
takes up AFDC, i.e. there are no non-participating eligibles. It should also be noted that for ease of
illustration, Figure 1 does not incorporate Medicaid or other public transfers.
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decrease when child support increases. To see this resuit more clearly, we can examine
the effects of the increase in child support according to the initial location of the single
mother along the budget set. First, if the single mother is originally located along
segment BC, she locates along DE with the increase in child support, and her welfare
participation status is unchanged (at non-participation) though her labor supply should
decrease. In contrast, if she is originally located along segment DB, she becomes
ineligible for welfare at the higher level of child support. Therefore, her participation
status changes from on-AFDC to off-AFDC, and her labor supply may increase,
decrease, or be unchanged. Finally, if she is originally located along segment AD, she
may either not change her behavior or may switch to segment DE, in which case her
participation status changes from on-AFDC to off-AFDC, and her labor supply increases.
It is clear that AFDC participation is either unchanged or decreases in every case.
Therefore, we expect child support to have a negative effect on AFDC participation.”

Figure 2 illustrates the budget set if we explicitly take into account the $50
disregard of child support. When child support increases by the amount CE, the single
mother’s budget line becomes FGE. In this case, her non-labor income in the on-AFDC
state increases but by less than the increase in the off-AFDC state (assuming the increase
of $CE exceeds $50 per month). While we still expect overall welfare participation to
decrease, it is less likely that the single mother switches from the original on-AFDC
segment to the new off-AFDC segment, than without the disregard in place. As well,
there is a small probability that a woman initially along the non-AFDC segment (BC) will
relocate along segment FG after the increase (for this to occur she must be located near
B before the change); the likelihood that this perverse effect occurs decreases with the

amount of the child support increase.

4.4 AFDC: Empirical Framework

As stated above, we observe AFDC participation when maximum attainable utility

2 On the other hand, labor supply may increase, decrease or remain unchanged when child support
increases. The effects of child support income on labor supply have been studied by several authors
including Hu (1993), Graham (1990), and Graham and Beller (1989).
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is higher in the on-AFDC state. I assume that we cén express the net utility gain to
AFDC participation as a function of a set of variables that determine the shape of the

single mother’s budget set and the shape of her indifference curves. In general terms:
9 a* =a*(A, C, N(X,S), w(X,S), X, S),

where a* denotes the utility difference, A is the AFDC guarantee (maximum benefit),
C is actual child support income, N is other non-labor income, w is her wage, X is a
vector of individual characteristics, and S is the vector of state level control variables.
In this model, we observe the child support variable of interest, C, and can include it
directly in the AFDC equation. In terms of the wage and other non-labor income
variables which are both potentially endogenous, I take a reduced form approach and
directly enter the exogenous determinants of these variables (X and S) in the AFDC
equation.* As in the divorce equation, we do not observe the actual utility difference
but instead observe an indicator variable for the outcome of the decision. Assuming a
linear functional form and writing equation (9) in terms of the observed outcome variable

we have:

(10) aii‘ = Ci(‘Yl + xi(‘Yz + SJI‘Y3+ vijl’ where aij|=l if aijl*>0
a;=0 if a*<0,

and a=1 corresponds to AFDC participation, a=0 to non-participation, i indexes
individuals, j indexes states, t indexes survey year, and v is the error term.

In the AFDC equation (10), there are two key factors which may potentially bias
the estimates of the effect of child support income on AFDC participation. These are
measurement error in child support and unobserved heterogeneity, respectively. There

are several reasons to suspect that reports of child support income suffer from

% The wage variable is also unobserved for non-workers. The empirical results presented below are
not sensitive to the inclusion/exclusion of observed other non-labor income.
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measurement error. First, child support is an unpredictable and irregular source of
income. Among single mothers with child support awards in place, approximately half
do not receive regular payments.> Second, if a mother is receiving AFDC benefits it
is typically required that any child support from the father be paid directly to the state’s
CSE or welfare agency rather than to her. These two facts both raise the likelihood of
inaccurate reporting of annual child support income by single mothers. Furthermore,
since child support is taxed away by AFDC, women on AFDC have no incentive to
report any under-the-table payments they receive directly from the father. Finally,
comparisons of reported 1989 annual child support income in the March 1990 CPS main
survey and the April 1990 CPS Child Support Supplement for the same individual
indicate a large degree of variation between the two reports. Of those women reporting
a positive amount of child support in the April survey, only 24 % report the same amount
in the March survey, and the correlation between the two reports for all cases is .63.%
These pieces of evidence all support the argument that child support income is measured
with error in survey data, which will induce bias in the AFDC equation. In a multivariate
Probit model, such as the one estimated below, the sign of measurement error bias is
indeterminate.

Unobserved heterogeneity provides a second reason to be concerned that estimates
of the coefficients in equation (10) may be biased. In other words, there may be
unobservable individual characteristics included the error term, v, which are correlated
with both AFDC participation and with child support income, C. This bias could go in
either direction. For example, we might expect that mothers who are more opposed to
receiving any assistance from the government (an unobserved characteristic) are both less
likely to take-up AFDC and less likely to obtain help from CSE in securing child
support. This would induce positive bias in the estimated effect of child support on

% Authors tabulations based on the 1988 and 1990 CPS Child Support Supplements.

% Of the 76% reporting different amounts in the two surveys, the median of the absolute value of the
difference between the two reports is $1088 (the mean is $1816), and in 90% of the cases the absolute
value of the difference exceeds $143. For all cases, the mean of the absolute value of the difference is
$624, the minimum is $0, and the maximum is $22897.
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AFDC participation. At the same time, we might expect that particularly ambitious
mothers are less likely to receive AFDC but more likely to secure child support payments
from the father. This type of unobserved characteristic would induce negative bias.”’
To address these potential biases in my estimation, I assume that the Child
Support Enforcement measures, E, provide a vector of exogenous variables that are
correlated with child support income, C, and uncorrelated with the error term, v. This

yields a reduced form equation for the endogenous child support variable:

(11) Cy = ZyB8, + ES, + wy,

where Z=[X, S] is the vector of all exogenous variables in the AFDC equation (10), and
w is the error term. For the variables in E to provide valid instruments for C, two
conditions must hold: (i) the state CSE variables (E) are significant predictors of
individual child support income, and (ii) these variables are uncorrelated with
unobservable determinants of individual AFDC participation, or E[v|E}=0. I maintain
that once we have controlled for the rich set of individual and state level characteristics
in (10’), condition (ii) holds.?® The expectation that (i) holds is based on the idea that
CSE has both a direct, positive effect on the child support receipts of single mothers
using the CSE system and an indirect, positive effect on the child support receipts of
women outside the system. Beron (1988) provides a formal model of the absent father’s
payment of child support based on expected utility maximization which predicts that
increased enforcement raises payment (decreases nonpayment). The validity of (i) can

also be directly examined by estimating (11) and testing the statistical significance of the

77 1t has been suggested to me that negative bias could also result from the AFDC tax on child support
income which reduces the incentive for payment of child support when the mother is on AFDC (dependent
variable equal to 1). In other words, the father’s payment amount depends negatively on the mother’s
participation decision.

3 For this to be true, CSE must not affect entry into the pool of single mothers in a systematic way
such that unobserved propensities to be on AFDC are correlated with state CSE strength. If increased CSE
affects not only the size but also the composition of the pool of single mothers in a way related to AFDC
participation, then a potential sample selection problem arises. I address this issue in Appendix 1.
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estimates of (8,, which is done below.
Substituting equation (11) into equation (10) we obtain a reduced form expression
for AFDC participation as a function of state CSE variables, individual characteristics,

and the state level control variables:

(12) A = Eij‘sl + Xib, + sz‘ss'*' Hijes

where the notation remains as above, and u is the error term. In this equation, the
coefficients on the CSE variables represent the net effect of CSE on AFDC participation.
Assuming that CSE increases child support and that child support income decreases the
probability of AFDC participation, we expect the effect of CSE to be negative in sign.
To obtain a direct estimate of the net effect of CSE on AFDC, I estimate equation (12)
on a sample of single mothers. To quantify the effect of child support on AFDC, I then
estimate the relationship between child support income and AFDC participation, as
expressed in equation (10), using the CSE variables, E, as instruments for child support.

S. Data
5.1 Individual Level Data

The individual level data used in this analysis is taken from the 1988 and 1990
April/March match files of the Current Population Survey (CPS). This match provides
demographic and income data from the March CPS survey for all respondents plus
additional information on marital history and child support payments for the subsample
of women with children from an absent father who are interviewed for the April CPS
Child Support Supplement. To study the rate of marital dissolution using the cross-
sectional CPS dzta I compare women who are (a) currently married and never divorced,
to those who are (b) currently divorced or separated and have recently experienced

marital breakup (within the five years prior to the survey).”? The women in group (a)

® This closely follows the method used by Peters (1986) to study the effect of divorce laws on divorce
rates using the 1979 CPS. For completeness, I have also estimated "stock" estimates for the effect of CSE
on the probability of being "currently divorced/separated.” These stock estimates show the same pattern
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correspond to couples for whom the expected utility of marriage exceeds that of divorce
(no divorce occurs), while the women in group (b) correspond to couples for whom the
opposite holds (divorce is observed).’® The dependent variable, which is equal to 0 for
group (a) and equal to 1 for group (b), represents the probability of becoming divorced
in years (t-5) to (t) given no previous divorces, where (t) is the survey year. Again,
"divorce" refers to both divorce and separation.

The main sample used in the analysis of CSE and divorce is composed of women
with dependent children since this is the group which is eligible for child support. In
practice, my sample consists of the 22,212 women between the ages of 18-64 in the 1988
and 1990 CPS with children under age 18 who are in groups (a) and (b) described
above.?! This sample clearly excludes a number of types of women, such as remarried
women, women without dependent children, and women who have never married.
Because it is possible that CSE affects decisions regarding childbearing and marriage, I
acknowledge the potential for sample selection bias and address this issue in Appendix
1. As another specification check on my results, I estimate the divorce equation on the
sample of 18,270 women in groups (a) and (b), who do not have dependent children.
Again, because divorce decisions of couples ineligible for child support should be
unaffected by CSE, we can use this second sample as a "control" group to check whether
the estimated effects in tlie main sample truly reflect CSE effects or are merely picking

up unobservable state characteristics which are correlated with divorce and CSE.

as :hose discussed beiow for the probability of "recently becoming divorced/separated,” i.e. negative and
significant effects of CSE on divorce in the main sample and near zero, insignificant effects in the contro!

group.

% Recall that divorce here refers to both separation and divorce. In the CPS women are coded as
"separated” if they are legally separated, living apart with intention to divorce, permanently or temporarily
estranged from spouse; all of these situations coincide with cligibility for child support.

3 To have a common sampling rule for women in groups (a) and (b), I am restricted to information
in the March portion of the match file to define eligibility for child support. Because the 1990 April/March
match file does not include a variable for the age of the youngest child, the best available definition is
"child(ren) under age 18." The implication of this is that some women who had eligible children at the time
of the divorce are excluded from the main sample. Estimates using 1988 data only, in which I can identify
the age of the youngest child in the divorce year, yield similar results to those obtained below, though the
estimates are less precise since the sample size is half as large.
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Definitions of the CPS variabies used in the divorce analysis are presented in
Table 1, and means and standard deviations of these variables for both the main sample
and the control group are presented in Table 2. The mean of the dependent variable,
divorce, is .119 in the main sample and .097 in the control group. The vector of
individual characteristics, X, includes race, age, education, SMSA, central city, region,
and survey year.*? The means of these variables in the two samples are quite similar,
with the exception of age. This difference is not surprising since the total age range is
18-64 and membership in the control group is defined by having no children under 18.%

The primary sample used in the AFDC participation analysis consists of the 5,646
women in the 1988 and 1990 CPS who are categorically eligible for both child support
and AFDC. In other words, these women are currently single and have children under
18 in the household from an absent father. Means and standard deviations of the CPS
variables for this sample are presented in Table 2. The set of individual control variables
includes those used in the divorce analysis plus variables for the number of children z3es
0-5, the number of children ages 6-17, and never-married status, which are considered
important determinants of both AFDC participation and child support.* In this sample,
31% of the women are on AFDC, and the average annual amount of child support
received is $946 (in real 1988 dollars). Among the 36.5% of all single mothers who

receive child support, the average amount received is $2592 (an average of $21€ per

32 Because education may be considered endogenous, I have also re-estimated the divorce equation
excluding this explanatory variable. I find that the results are not sensitive to the exclusion of the variables

for education level.

3 To address possibility sensitivity of the results to this age difference in the 18-64 year old samples
(in particular a mean age of 35 in the main sample and 46 in the control group), I re-estimated the divorce
equations for the main sample and the control group restricting these samples to women ages 18-55 (in
which case we have a mean age of 35 in the main sample and 40 in the control group). The resulis
discussed below regarding the effects of CSE on divorce probabilities are not sensitive to excluding women
ages 56-64.

M These variables are not included in the divorce analysis for the following reasons: (1) the never-
married variable is not relevant to the divorce analysis and (2) I want to include the same variables in the
estimation for the main sample and the control group and number of children 0-6 and 6-17 is zero for all
individuals in the control group. I have also re-estimated the AFDC equations without these added variables
and obtain similar results though the magnitude of the estimated effeci of CSE is slightly larger when these
variables are excluded.
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month), and the AFDC participation rate is 21%. Among those not receiving support,
the AFDC participation rate is 36%. As above, I recognize the potential for sample
selection bias due to the exclusions made in defining the AFDC sample (all remarried
women, married mothers, and women without dependent children are excluded), and I
address this issue in detail in Appendix 1.

The main advantages of the CPS data are that it provides a large nationally
representative sample of women and that it has information on marital history and child
support income for single mothers. As noted above, there are some limitations in
precisely identifying the women eligible for child support at the time of the divorce
decision (defining the main sample). Finally, it should also be noted that while AFDC
is a monthly program and child support payments are generally due or: a monthly basis,
the CPS only provides information on AFDC participation and child support income

during the past year as a whole.

5.2 State Level Data

The Child Support Enforcement data which I use primarily comes from Annual
Reports to Congress of the Office of Child Support Enforcement (OCSE). These reports
provide detailed CSE program statistics for each state agency. To measure the strength
of state Child Support Enforcement I focus on five measures, which are described below.
Four of these measures are based on data in the OCSE Annual Reports and the fifth
comes from the U.S. House Ways and Means, Child Support Enforcement Report Card
(1990). Definitions of all five variables are presented in Table 1. These variables are
matched to the individuals in the CPS according to state of residence and year.
Summary statistics for the state level variables for the 102 relevant observations (50

states and D.C. over 2 years) are presented in Table 3, and correlations of the CSE

3 I have matched fiscal year 1989 and 1987 CSE data to the 1990 and 1988 CPS respectively. The
prior year is used primarily because child support income in the CPS is reported for the previous year. It
should also be noted that the state of residence is measured in the survey year. Therefore, if a woman was
divorced in an earlier year, (t-5) to (1-1), and subsequently moved to a different state there will be
measurement error in the CSE variable, since the variable in the model is state CSE at the time of the
divorce decision.
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variables are in Table 4.

The first measure of Child Support Enforcement is the state’s "collection rate,"
which is defined as the percent of CSE cases in which a collection was made. The mean
of this variable is 17.6%, and its value ranges from 4.1% to 37.6%. Presumably, states
with relatively high collection rates are more successful at enforcing payment of child
support, and living in a state with a high rate should increase the probability that child
support is paid. The second measure, "accounts receivable,” is the ratio of dollars
collected to dollars due for both current and prior obligations in the CSE system, and its
mean is 25%.% The accounts receivable variable provides a measure of the state’s
ability to collect support relative to the total value of the child support obligations that
have been established for families in the CSE system. The third measure is normalized
"average collections,” which I define as total collections per CSE case divided by state
median household income. This statistic summarizes both the likelihood of collection and
the amount collected given that collection occurs. Dividing by median household income
adjusts for the fact that states with higher income levels will have higher collectior. levels
regardless of the effectiveness of the CSE agency. The fourth CSE variabie is a
"composite" measure of CSE effectiveness which I constructed by ranking states’ CSE
in terms of the following criteria: the collection rate, average collections, cost
effectiveness (collections per dollar spent), and order establishment (number of orders
established per single parent family).*” The final CSE variable is a grade point average
(GPA) assigned to the state by the U.S. House Ways and Means Child Support
Enforcement Report Card which was computed based on measures of paternity
establishment, cost-effectiveness, accounts receivable, and AFDC cost reduction. The

correlation matrix in Table 4 shows that all five CSE variables are positively correlated

% The comparable variabie for current obligations only has a mean of approximately 50%.

3 Specifically, I ranked each state in each year according to its value for each of the criteria listed
above. I then grouped states into quintiles with the worst ten performers receiving a rank of 0, the next
ten a rank of 1, and so forth with the best group receiving a rank of 4. Then each state received a
composite ranking equal to its mean rank across the four criteria, i.e. a state that ranked 2, 3, 2, 2 would
have a value of 2.25 for the "composite” CSE variable.
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and the correlations between the collection rate, average collections, and the composite
measure are each over .80.%® This degree of correlation has two implications for how
I approach the analysis. First, because I am particularly interested in identifying the sign
of the effect of CSE in the reduced fcrm divorce and AFDC equations, I enter the CSE
variables individually in the estimations. If multiple measures were included, individual
coefficients on the CSE variables would be unreliable due to the multicollinearity
between these variables. Second, when I use the CSE variables as instruments for child
support, I focus on the joint statistical significance of multiple measures.

The other state level variables included in the analysis come from a variety of
sources which are listed in a Data Appendix available from the author. In the equations
estimated below, this set of state level controls is designed to capture state characteristics
and attitudes that may be correlated with the outcome of interest (divorce or AFDC) and
the Child Support Enforcement variables. The state divorce rate and percent of the
population that is Catholic (both measured in 1980) are included to measure the
unobserved propensity to divorce in state j.** Two variables related to the income level
of the state in the survey year, namely per capita personal income and average wages in
manufacturing, as well as measures of both welfare generosity (AFDC maximum benefit

for a family of four) and the age distribution of the population are also included.

6. Estimation and Results
6.1 CSE and Divorce
The first part of the empirical analysis examines the effect of Child Support

Enforcement variables on the probability of marital dissolution. The divorce model

3% The relatively low correlation of the accounts receivable variable with the other CSE variables may
be explained by the fact that this variable includes the states’ collection ability with respect to the backlog
of overdue prior support obligations, while the other measures focus more on current obligations.

¥ According to the model of divorce outlined above, the state’s divorce law should not affect the
divorce probability and this variable is not included in the results presented below. Estimates including a
dummy variable for whether the state had a "unilateral” divorce law as of 1987 showed that this variable
had an insignificant effect on divorce as expected. Interactions between CSE and the divorce law were also
found to be insignificant for all five of the CSE variables.
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generates a limited dependent variable equal to 1 if the utility difference is positive and
equal to O otherwise, and the divorce equation (8) is estimated by maximum likelihood
Probit. I consider two different samples in my analysis: the main sample of women with
children and the control group of women without dependent children. Given the high
degree of correlation between the CSE measures and my interest in identifying the
direction of the effect of CSE on divorce, I estimate five separate equations each
including a different measure of CSE. Each equation also includes the individual
characteristics, X, and the state control variables, S, listed in Table 1.9

The Probit estimates of the effects of the Child Support Enforcement variables on
the likelihood of divorce are presented in Table 5. The first column provides the central
results. Each of the five alternative measures of CSE has a negative effect on the
probability of divorce in the main sample. Four out of the five estimates are significantly
different from zero at the 5% level or better, and the fifth is significant at 10%. The
clear implication of these results is that CSE deters divorce. This finding is consistent
with the incentive effects of increased CSE on fathers’ divorce decisions. In particular,
by increasing the financial obligation of the father to the single mother family after
divorce, CSE raises the cost of divorce for the father and reduces his incentive to
divorce. The negative net effect of CSE on divorce probabilities observed in the data
suggests that the effect of CSE on fathers outweighs the opposing effect on mothers,
whose costs of divorce decrease.

To facilitate comparison across these five estimates given that the CSE variables
are measured in different units, I take each coefficient and calculate the predicted
percentage change in the average probability of divorce for both a 1% increase in CSE
and a one standard deviation increase in CSE. These estimates are presented in Table 6.
For a 1% increase in CSE, the divorce rate is estimated to decrease by 0.10-0.16%
depending on the measure of CSE. For the larger, one standard deviation increase in

CSE, the average divorce probability falls by 4.2-6.7%, or .5-.8 percentage points.

“ 1 have also estimated models including interactions beiween the CSE variable and individual
demographic characteristics (age, race, education) to test for variation in the effect of CSE along these
lines. However, the interaction terms were never statistically significant.
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As a specification check on the main set of results discussed above, I re-estimate
the divorce model cn a group of women who do not have dependent children and are
therefore ineligible for child support. If the CSE variables are truly measuring the effect
of enforcement on divorce, the coefficients on thess variables should be zero for the
control group since divorce decisions of couples ineligible for child support should not
be affected by CSE. On the other hand, if the CSE variables are picking up the effects
of unobservable state attitudes and characteristics that are correlated with divorce and
CSE, then we would expect to see effects of the CSE variables on divorce in both
samples. Thus, estimating the divorce equation on the control group provides useful
information about the estimated effects of the CSE variables in the main sample. In
particular, finding an effect of CSE in the ineligible group would call into question the
above result. The estimates for the control group are presented in Column 2 of Table 5.
Across the board, the coefficients are near zero, and in all cases they are statistically
insignificant. Given this result, we can be more confident that the negative effect of CSE
on divorce evident in the main sample (women with dependent children) truly reflects the
effect of CSE on divorce. As mentioned earlier, further specification checks addressing
potential sample selection bias are presented in Appendix 1. Those results demonstrate
that the negative effect of CSE on the probability of becoming a divorced single mother
is robust to sample definition.

Table 7 provides complete coefficient estimates for the divorce equation in the
two samples when the collection rate is the included CSE variable (Row 1 of Table 5).
The estimated coefficients are generally consistent with prior expectations. In both the
main sample and the control group, the state divorce rate is associated with higher
~ probabilities of divorce. Since AFDC benefits improve the opportunities outside marriage
for women with dependent children but not for women in general, we expect to see a
similar pattern in the estimates for the AFDC benefit variable as for the CSE variables
between the twc samples, i.e. an effect in the main sample and no effect in the control
group. For AFDC benefits, we expect the effect in the ma:n sample to be positive. The
empirical results are consistent with this expectation. Maximum AFDC benefits have a

positive, significant effect on divorce in the main sample and a near zero, insignificant
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effect in the control group.*' This provides a second check on the divorce equation
results. In both samples, I find that blacks and less-educated women are more likely to
divorce (the omitted categories are whites and education of college and beyond,
respectively), and that there is a non-linear relationship between education level and
divorce probabilities. In each case, the education level with the highest relative

probability of divorce is 9-11 years of education.

6.2 CSE and AFDC Participation

In the first part of the AFDC analysis, I estimate the reduced form AFDC
equation (12). This provides estimates of the net effect of state CSE on the probability
of AFDC participation. This effect is expected to be negative due to the negative
relationship between child support income and AFDC participation outlined in the mode!
and the anticipated, positive relationship between CSE and child support income. If both
of these relationships hold, we will observe a negative effect of the CSE variables on
AFDC participation.

In the reduced form AFDC analysis, I follow the method used in the divorce
analysis above and estimate five Probit equations each including a different measure of
CSE. Each equation also includes the set of state level controls, S, and individual
characteristics, X, included in the divorce analysis (see Table 1) plus additional variables
for the number of children ages 0-5, the number of children ages 6-17, and never-
married status, as explained in the Data section above. I estimate the AFDC equation on
four samples: the full sample of 5,646 single mothers and three subsamples defined by
marital status and the timing of the transition to single motherhood. This is done to
explore potential differences in the estimated effects of CSE across well-defined groups
of single mothers, who are expected to differ in the extent to which they are directly
affected by the CSE program.

To create the subsamples, I first separate single mothers according to whether

41 This confirms the results in Ellwood and Bane (1985). These authors also find this pattern in the
effects of welfare generosity on divorce.
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they have ever been married. We might expect to see different effects of CSE for these
two groups due to differences in the relevance of the CSE program to the child support
collection experience of the group. For instance, it is likely that a larger portion of
never-married single mothers are directly involved in the CSE system due to the high
rate of AFDC participation in this group and the required CSE participation of AFDC
recipients. If this is true, then the CSE variables should directly affect a larger share of
the never-married sample relative to the ever-married sample and we would expect to see
larger effects in this group. On the other hand, there is also the possibility that measures
such as "accounts receivable" are not very relevant to the never-married group because
it focuses on collections for the cases in which orders have been established, which is a
small fraction of never-married women.

The second division of the sample is made by exploiting the marital history
information available for ever-married women in the CPS Child Support Supplement to
split this group according to whether they have recently made the transition to single
motherhood (as in the divorce analysis, "recent” is defined as the five year period prior
to the survey). Here I expect the variables measuring current state CSE strength to have
larger effects on the receritly divorced group. This is based on the idea that a larger
fraction of recently divorced single mothers are currently participating in the CSE
program and/or currently engaged in efforts to obtain support compared to those divorced
less recently. Therefore, a relatively larger share of the "recently" divorced should be
directly and indirectly affected by current rieasures of state CSE strength.

The Probit estimates of the effects of CSE on AFDC participation are presented
in Table 8. The first column presents the results for the full sample of single mothers.
The estimates of the effect of CSE on AFDC in this sample are all negative in sign, as
expected, and the collection rate and the composite measure coefficients are each

statistically significant at the 5% level.*? In the remaining three columns, I present

42 potential variation in the effect of CSE at different levels of AFDC generosity has also been
considered. Estimates including an interaction term of the included CSE variable and AFDC maximum
benefits provide suggestive evidence that a given increase in CSE may have a smaller deterrent effect on
AFDC participation where AFDC benefits are higher; however, the coefficient on the interaction term was
only statistically significant for two of the five different CSE measures.
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estimates of the reduced form AFDC participation equation as applied to the three
subsamples of single mothers: recently divorced, non-recently divorced, and never-
married. The results suggest that CSE decreases the probability of AFDC participation
among the recently divorced and never-married single mothers but not among single
mothers who divorced more than five years ago. In the recently divorced and the never-
married samples, each of the CSE coefficient estimates in each of the five equations
estimated is negative except for a positive, insignificant coefficient on accounts receivable
for the never-married. As well, the magnitude of the effects on AFDC participation
implied by these Probit coefficient estimates are larger in the never-married and recently
divorced samples than in the full sample. As noted above, the insignificant effect of the
accounts receivable variable may be due to the fact that few never-married women have
awards and this statistic measures collections on established obligations. With smaller
sample sizes the coefficient estimates are less precise in the subsamples relative to the
full sample. Still, three of the five CSE measures have statistically significant effects on
AFDC participation at the 10% level or better in the recently divorced sample, and two
have significant effects in the never-married sample.

In contrast, there is little to no evidence that CSE reduces the AFDC participation
rates of ever-married single mothers who divorced more than five years ago (before 1983
or 1985 respectively). Three of the CSE variable coefficient estimates are positive in
sign, and only one variable, accounts receivable, has a statistically significant negative
effect. Since the accounts receivable value for year t includes collections on unpaid
support due in years prior to t, it may be more relevant to those divorced in earlier years
compared to the other CSE variables employed. Overall, the AFDC reduced form results
suggest that current state CSE strength is associated with lower probabilities of AFDC
participation among single mothers, except perhaps among the ever-married single
mothers whose divorce or separation occurred more than five years ago. My findings are
consistent with the idea that both recently divorced and never-married single mothers are
more likely to be affected by current CSE strength.

The first column of Table 11 presents complete coefficient estimates for the

reduced form AFDC equation estimated on the full sample of single mothers which
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includes the collection rate CSE variable. I find that the AFDC maximum benefit level
in the state is positively associated with the probability a single mother participates in
AFDC. This resuli is consistent with the budget set framework outlined above since a
higher maximum benefit increases the single mother’s opportunities in the on-AFDC
state. All of the individual characteristics included in the equation are significantly related
to AFDC participation probabilities. In particular, I find that never-married women,
blacks, and other non-whites are more likely to participate in AFDC relative to ever-
married women and whites respectively. The presence of an additional child significantly
increases the probability of AFDC participation, and evaluated at the mean, the increase
associated with an additional child age 0-5 years is larger than the increase for an
additional child between the ages of 6-17 years. Finally, the single mother’s educaticn
level is negatively related to AFDC participation. The samples examined in the AFDC
analysis above are all restricted to single mothers. To address the possibility that CSE
could affect selection into single motherhood, Appendix 1 presents results for broader

samples of women, which provide evidence that the negative effects found here are not

the result of selection bias.

6.3 Child Support Income and AFDC Participation

In this part of the paper, I quantify the effect of child support on AFDC by
estimating the effect of actual child support income on AFDC participation. To
consistently estimate the effect of child support income on participation, we need to
correct for the potential biases stemming from measurement error and unobserved
heterogeneity in reported child support, as discussed above. The typical way to handle
this is through an instrumental variable procedure. Given the limited dependent variable
in this model, the empirical approach I take is to estimate the AFDC participation
equation by a two-step Probit technique outlined in Newey (1987).*’ Briefly stated, the

4 Angrist (1991) suggests that linear instrumental variable estimation (i.e. two stage least squares) is
appropriate in this type of setting. I have repeated my empirical analysis of AFDC participation using two
stage least squares and obtain similar results to those obtained using the two-step Probit technique. The
two-stage least squares estimates suggest 1.3-1.6 percentage point reductions in AFDC for a $100 increase
in child support, compared to 1.6-1.9 percentage point reductions obtained by two-step Probit.
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first step of this estimation is an ordinary least squares (OLS) regression of child support
income on the exogenous variables in the AFDC equation and the Child Support
Enforcement variables, E, which serve as instruments for child support income, C. The
second step is maximum likelihood Probit estimation of the AFDC model, including
predicted residuals from the first step estimation as an additional regressor. The
coefficient on the first stage residuals provides an estimate of the correlation between the
error terms in the AFDC equation (10) and the child support equation (11), and we can
use this coefficient to test whether the error terms are significantly correlated. A full
description of the estimation method is provided in Appendix 2.

Based on the reduced form AFDC estimates, we expect that the CSE variables are
relatively stronger predictors of child support income for recently divorced and never-
married single mothers than for the ever-married single mothers who divorced less
recently. As discussed in Staiger and Stock (1994) for the case of two stage least squares,
the larger the first stage F-statistic from testing the hypothesis that the instruments enter
the first stage, the more reliable and less biased are second step estimates. For this
reason, I have chosen to estimate the AFDC participation equation (10) both for the full
sample of single mothers and for the combined subsample of recently divorced and
never-married single mothers in which we expect the CSE variables are better
instruments for child support income and therefore the second stage results should be
more reliable (less biased).* For both samples, I estimate the AFDC equation by two-
step Probit using four different combinations of CSE variables as instruments and also
by one-step Probit for comparison.”> Each equation includes the state level control

variables, S, and the full set of individual characteristics, X (including the variables for

“ I have also re-estimated the model including divorced women with children from an absent father
who have since remarried. These women are not included in the sample of interest because the AFDC
participation decision is not open to them (they are not single). I find that my results are not very sensitive
to this exclusion: the estimated effect of $100 increase in child support is 1.5-1.8 including remarried
compared to 1.6-1.9 excluding remarried.

S In the estimates presented here, I have not used the accounts receivable variable as an instrument
because of missing values for nearly 10% of the sample. Estimates which employ this variable yield similar
though somewhat less precise results than those presented in Tables 9 and 10.
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the number of children and never-married status), which are listed in Table 1. The key
results from these estimations are presented in Tables 9 and 10 respectively.*

In both Table 9 and Table 10, the last row provides the results of F-tests of the
hypothesis that the coefficients on the CSE variables included as instruments in the first
stage are all equal to zero. For each set of instruments, the respective F-statistic is larger
in the subsample. This suggests that the CSE variables are in fact stronger predictors of
child support income in the subsample (Table 10) as expected.*’” The coefficient
estimates for the chiid support income variable are presented in the first row of each
table. The estimates are consistent with the theoretical prediction that child support
income has a negative effect on AFDC participation. The point estimates of the effect of
child support income on AFDC in the two-step Probit are similar in the two samples,
though slightly larger in magnitude for the subsample. The estimates are also quite robust
to the set of CSE instrumental variables employed, particularly in the subsample (Table
10). This is consistent with the analysis in Staiger and Stock (1994) which suggests the
two-step estimates should be less biased in this sample relative to the full sample.

The coefficient estimates for all single mothers (Table 9) imply that increasing
child support income by $100 would decrease the average probability of AFDC
participation of single mothers by 1.6 to 1.9 percentage points. This corresponds to 5.2%
to 6.1% of the actual AFDC participation rate in the sample, which is 30.9%. Similarly,
the estimates for the subsample of never-married and recently divorced single mothers
imply that AFDC participation among this group would decline by 2.1 percentage points

(or 6.2%), if child support income increased by $100.8 To explore the implications of

 The standard errors of the coefficients reported in Tables 9 and 10 have not yet been corrected to
account for the two-step estimation procedure. This will be done as the work progresses.

47 The finding that CSE variables have statistically significant effects on child support payments
contrasts the mixed results obtained by Miller et. al. (1994). However, because they do not test the joint
significance of their variables, employ different CSE measures, and examine a different sample of women,
the source of the difference is not readily evident.

‘8 In another paper, Nixon (1995a), I consider the cost to the government of increasing child support
collections through expenditures on CSE. For the 1979-1991 period, I find that an additional $1 of spending
increases CSE collections by approximately $1.93. However, [ also find that the marginal collections
increase for non-AFDC recipients is approximately 27 times more than the increase for non-AFDC single
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my estimates slightly more detail, I also consider the effect of increasing child support
payments to the full amount owed. On average, single methers who have child support
awards in place receive 63% of what they are owed. Using the estimates of the AFDC
participation equation for all single mothers, I find that increasing the amount collected
to 100% of what is due would reduce the average probability of AFDC participation
from .309 to appreximately .271. This is a decrease of 12% from its initial level. It
should be noted that if there is no award, then no increase is received.

Examining the one-step Probit estimates of the effect of child support income on
AFDC presented in the first column of Tables 9 and 10, we see that these estimates are
substantially smaller in magnitude than the two-step estimates. Focusing on Table 9, we
see that the one-step estimates suggest a 0.4 percentage point reduction in AFDC for a
$100 increase in child support, while the two-step estimates imply a 1.6-1.9 percentage
point reduction. The estimate jumps by a factor of 4-5. In addition, the coefficient
estimates on the first-step residuals inciuded in the second-step Probits, which provide
an estimate of the correlation between the two error terms, are positive and statistically
significant. In another application, Robins (1986) also found evidence of positive
correlation between the error terms in child support income and AFDC equations.*

These results clearly suggest bias towards zero in the one-step Probit estimates
of the effect of child support income on AFDC. There are several potential explanations
for the large increase in the magnitude of the negative estimate in the two-step results.
First, it is possible that the measurement error in child support is extensive and that
conditions hold such that the measurement error bias in the one-step Probit estimates is
towards zero. Appendix 3 explores the issue of measurement error bias in more detail
using the two reports of 1989 child support income available in the 1990 CPS survey.
That analysis suggests that measurement error is unlikely to explain all of the difference

in the one-step vs. two-step estimates of the child support effect. A second possible

mothers in the CSE system.

“ Robins (1986) estimated this correlation as a part of correcting child support equations estimated
separately by AFDC status for selection into AFDC.
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explanation is that the net bias due to unobserved characteristics of the mother which are
correlated with AFDC and child support, i.e. heterogeneity bias, is positive in sign.

The coefficient estimates for the cther explanatory variables in the AFDC model
are presented in Table 11, for the one-step Probit estimation and the two-step Probit
which uses the collection rate and average collections as instruments. Since the
coefficient estimates for the individual level variables in the one-step Probit are very
similar to those discussed above for the reduced form AFDC equation, I will not repeat
those findings here. In the two-step estimation, the residual from the first stage equation
is included as a regressor. Because this variable is highly correlated with the other
explanatory variables, the coefficient estimates on the individual characteristics are
imprecise (standard errors are large). With the first stage residual included, the only
variables which still have a statistically significant effect on AFDC participation are the
number of chiidren ages 0-5, the number of children ages 6-17, and age-squared.

The above estimates of the effect of child support income on AFDC provide
insight into the expected change in AFDC participation for a given improvement in the
child support situation of single mothers. This is a key parameter of interest to welfare
policy makers. However, we may also be interested in determining how much of this
overzll change is due to behavioral changes and how much is simply a result of
"mechanical" decreases in eligibility when child support income increases (Ashenfelter,
1983).5° I obtain a rough estimate of the degree to which the estimated percentage point
deciine in AFDC oarticipation, of approximately 1.7, associated with a $100 increase in
child support is "mechanical” by computing the change in AFDC eligibility rates when
child support income is increased by $100. To do this, I use the initial AFDC eligibility
means test, which is having income below 185% of the state’s AFDC "need standard"

for the relevant family size. Making this calculation I find that when child support

% In Figure 1 a "mechanical” change can be seen along segment BD; when child support increases by
CE, a woman along the BD segment of the budget set becomes ineligible for the AFDC program (her
calculated welfare benefit no longer exceeds zero) and will automatically switch to non-AFDC status even
holding everything else fixed. "Behavioral” decreases in participation correspond to a woman moving from
segment AD to segment DE (or BD to the upper portion of DE). In this case, a change in behavior is
associatea with the change in AFDC status.
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income increases by $100, the eligibility rate of single mothers based on this test declines
by .12 percentage points, and the eligibility rate of those currently on AFDC declines by
only .06 percentage points. This suggests that out of the total 1.7 percentage point
decline, at least 1.58 points {or 93 %) can be attributed to behavioral changes. The reason
for such a small mechanical effect is that women on AFDC are well below the income
eligibility level. In my sample, 95% of the AFDC recipients have incomes which are
more than $2100 below this cutoff. These estimates of the mechanical effect are likely
to be a lower bound, since I have only used the first AFDC eligibility test in my
computation. In particular, an additional $100 of child support could result in ineligibility
for benefits in one of the subsequent AFDC eligibility tests (e.g. calculated welfare
berefit exceeds zero). Even taking this into account, it seems clear that the participation

change is not primarily driven by mechanical eligibility changes.

7. Conclusions

This work provides new evidence on the effects of Child Support Enforcement
on families in the United States. First, I find that increased CSE reduces the probability
of marital dissolution. In other words, when CSE raises ‘ne financial responsibility of
absent fathers to their children, it is less likely that married couples with children split
up. Given the fact that CSE improves mothers’ opportunities outside marriage, this
finding suggests that the opposing effect of CSE on fathers is dominant. In the second
part of my analysis, I provide direct estimates of the relationship between government
CSE and AFDC participation. These results provide evidence that increased CSE reduces
welfare participation rates. In addition, I offer new estimates of the effect of actual child
support income on AFDC participation, which use cross-state variation in CSE to correct
for measurement error and unobserved heterogeneity in reported child support. These
latter estimates suggest that the potential for CSE to reduce welfare rolls may be larger
than previously thought. Taken together, my results suggest that the realized effects of
the Child Support Enforcement program are in line with the policy’s goals. CSE is
strengthening families and reducing welfare dependence.

From the perspective of both the general taxpayer and the policy maker seeking
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to reduce child poverty ard welfare costs, the above results provide support for pursuing
Child Support Enforcement. The negative effect of CSE on AFDC participation reduces
welfare costs directly. Since this effect is achieved by raising the income of single mother
families, it is also expected to lower poverty and improve child outcomes in this
population. The deterrent effect of CSE on divorce potentially has two indirect effects
on poverty and welfare spending. First, by reducing the rate of entry into the AFDC
eligible pool (single mothers), CSE may decrease current welfare participation. Second,
by lowering the probability that children will spend part of their childhood in a single
mother family, CSE may lower the probability of childhood poverty. This may in turn
reduce welfare spending on the next generation through the links which have been
established between childhood in a poor, single parent family and future welfare
dependence. For these two indirect effects of CSE to actually occur, CSE must prevent
divorce among women who are likely to be poor in the divorced state.

This paper addresses the effect of CSE on entry into single motherhood through
marital break-up. However, there is a second key route to single motherhood, namely
out-of-wedlock childbearing. In recent years, the percent of births to unmarried women
has been steadily increasing. Given the high level of welfare receipt among never-married
mothers, policies which affect childbearing of the never-married could potentially have
a large effect on AFDC costs. Examining the impact of CSE on out-of-wedlock births

would be a natural extension of the work presented here.
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TABLE 1 - Variable Definitions

Qutcome Measures:
Divorced

AFDC

Individual Variables:

Child Support
Race

White).

Age, Age?
Education

SMSA

Central City
Region

Survey year

# Kids 0-5 yrs*
# Kids 6-17 yrs*
Never-married*

1 if divorced/separated and breakup occurred in 5 years prior to survey,
equal to 0 if currently married and never divorced.
1 if received AFDC in previous year, 0 otherwise.

Amount of annual child support income received, real 1988 dollars.
Indicator variables for Black and Other-nonwhite (omiited category:

Age in years & age-squared.

Indicator variables for less than high school, some high school, high
school graduate, some college (omitted category: college and beyond).
1 if reside in SMSA, 0 otherwise.

1 if reside in central city, O otherwise.

Indicator variables for eight Census regions (omitted region: nine).
Indicator variable for 1990 survey (omitted year: 1988).

Number of children ages 0-5 years.

Number of children ages 6-17 years.

1 if never-married, equal to O if ever-married.

Child Support Enforcement:

Collection Rate
Accts Receivable
Avg Collections

Composite

GPA

State Characteristics:

Divorce Rate
Percent Catholic
Per Capita Income
Avg Wage

AFDC Benefits
Pop 18-44

Pop 45-64

Percent of cases with collection=(100)(# cases with collection)/(# cases).
Percent of owed support collected =(100)(amt collected)/(amt due).
Average collections, normalized=(100)(collections/#cases)(1/median
income).

Composite measure of CSE performance based on collection rate,
average collections, order establishment rate (orders established per
single parent families), and cost effectiveness (collections per $1 spent).
Grade point average for state CSE from U.S. House Ways and Means
evaluation based on measures of paternity establishment, cost-
effectiveness, accounts receivable, and AFDC cost reduction.

Divorces per 1000 population (1980).

Percent of population that is Catholic (1980).

Per capita personal income, real 1988 dollars.

Average wages in manufacturing, real 1988 dollars.

Maximum AFDC benefits for family of four, real 1988 dollars.
Percent of population that is aged 18-44.

Percent of population that is aged 45-64.

*Note: These variables are not included 1n divorce equation.
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TABLE 2 - Variable Means and Standard Deviations - Individual Data

Divorce Divorce AFDC

Variable: Main Sample Control Group Main Sample

[n=22212] [n=18270] [n=5646}

Divorced 119 097
(.323) (.296)

AFDC .309
(.462)

Child Support 946.162
(Real 1988 $1s) (2313.950)
Black .083 .063 .326
(.276) (.243) (.469)

Other-nonwhite .048 .034 .038
(.213) (.181) (.191)

White .869 .903 .636
(.337, (.296) (.481)

Age 34.758 45.974 32.219
(7.620) (12.971) (8.186)

Education: <9 yrs .046 .064 071
(.208) (.245) (.257)

Education: 9-11 yrs .086 .108 .183
(.281) (.311) (.386)

Education: 12 yrs 447 .452 .463
(.497) (.497) (.499)

Education: 13-15 yrs 218 .187 .195
(.413) (.390) (.396)

Education: 16* yrs .203 .189 .088
(.402) (.392) (.284)

SMSA 712 725 .764
(.453) (.446) (.425)

Central city .201 .206 358
(.401) (.405) (.479)

Survey year=1990 494 .500 .507
(.500) (.500) (.500)

Never-married 332
(.486)

# Kids 0-5 yrs .651
(.796)

# Kids 6-17 yrs 1.100
(.995)
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TABLE 3 - Summary Statistics - State Data*

|:| Mean Standard Minimum | Maximu l
Deviation m

CSE Variables: |
Collection Rate 17.60 8.04 4.13 37.63
Acct. Receivable 24.76 13.24 2.80 67.40
Avg. Collections 1.44 .68 31 3.36
Composite 2.04 1.15 0.00 4.00
GPA 1.35 .49 25 2.50
State Characteristics:

Percent. Catholic 19.40 12.96 1.62 64.70
Divorce Rate 5.69 2.23 2.90 17.30
Per Capita Income 15879.59 3350.49 | 10676.85 | 35397.66
Avg Wage 10.06 1.19 7.66 13.51
AFDC Benefits 5637.86 1868.75 1682.91 | 10292.10
Pop 18-44 43.55 1.91 38.39 50.66
Pop 45-64 18.22 1.64 12.78 21.28

TABLE 4 - Correlation Matrix for State CSE Variables*

Collect

Rate Collect

Collect Rate

Acct Rec.

Avg.

Composite

Acct. Rec.

Avg. Collect

Composite

GPA

*Notes to Tables 3 and 4:

Number of observations is 102 (50 states and 