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Executive Summary
Welfare reform efforts at the state and national

level dramatically transformed the United States

cash assistance program. The past system of

indefinite cash payments for qualified applicants

was replaced by a new system with time limits on

aid, work or work-related requirements, and

penalties for recipients who fail to meet the

newly established requirements. Prior to federal

reform, a number of states independently enact-

ed a series of welfare reform measures designed

to decrease dependence on cash assistance and

increase employment among recipients. These

initial reforms culminated in the Personal

Responsibility and Work Opportunity

Reconciliation Act (PROWRA). This federal leg-

islation, passed in 1996, changed the official

name of welfare from Aid to Families with

Dependent Children (AFDC) to Temporary

Assistance for Needy Families (TANF) and incor-

porated a majority of the substantive changes

enacted in many states. In addition to the

PROWRA legislation, Congress also passed an

expansion of the federal Earned Income Tax

Credit in 1993, further increasing the importance

of the labor market for low-income employees. 

It is commonly known that reforms successfully

decreased the total welfare caseload, a major

goal of the legislation. It was previously not

clear, however, what effect this caseload reduc-

tion had on welfare recipients. By analyzing the

welfare system in Missouri, this paper presents

evidence regarding how successfully these

changes have improved the well being of current

and former welfare recipients. The authors’ find-

ings demonstrate that welfare reform has suc-

cessfully decreased caseloads without adversely

affecting welfare recipients. Welfare reform met

its goals of increased employment among cur-

rent and former recipients. Furthermore,

despite low job skills, welfare reform did not

force recipients into lower paying jobs with

fewer benefits. In fact, the requirement of wel-

fare reform that current recipients participate in

programs such as job-training and continuing

education have led to increased average earnings

among welfare leavers. In total, exiters after wel-

fare reform appear somewhat better off finan-

cially than those prior to welfare reform. They

earn higher wages and are much less likely to

return to welfare. 

Major Findings
The report presents seven major findings

regarding the condition of current and former

welfare recipients:

1. Consistent with other national studies, the

authors observe a dramatic decrease in welfare

caseloads following reform. In general, there

was little change in the characteristics of former

welfare recipients or the characteristics of those

entering and leaving welfare in the period prior

to and following reform. The authors show that

characteristics such as the average age of the

youngest child and the average years of school-

ing remain unchanged throughout the 1990s.

The authors did identify one characteristic,

racial composition, which changed after 1996.

While 47 percent of the caseload in 1994 was

nonwhite, by 1999 this number increased to 59

percent. Overall, however, there was little

change in the individual characteristics of recip-

ients as a result of welfare reform. 

2. The authors show that reforms increased

self-sufficiency through labor force participation.



Welfare reform increased employment rates

for participants and leavers. By 1999, the

employment rate for participants was nearly

double the rate of the early 1990s, dramati-

cally decreasing the importance of welfare

payments for current participants.

Throughout this time period, the fraction of

total income paid by welfare decreased from

close to 70 percent to about 50 percent.

3. A major fear of welfare reform critics was

that work requirements would force the

least skilled recipients off of welfare and

into unstable and poorly paying work envi-

ronments. This is not the case. The authors

found no earnings-based evidence that wel-

fare reform pushed less-skilled workers into

the labor market. If unprepared workers

were forced into employment, we would

expect decreased earnings for new exiters.

In reality, earnings data show that the aver-

age quarterly earnings for recipients

increased 27 percent, from just under $1,100

in the early 1990s to approximately $1,400

by the end of the 1990’s. While it is true that

this increase occurred during a significant

economic expansion, one cannot deny the

fact that welfare reform did not materially

harm exiters. The fact that welfare leavers in

the post reform period were able to secure

stable, well paying employment, suggests

that individuals capable of work received

cash assistance in the pre-reform period.

Work requirements moved these capable

individuals from the welfare rolls and into

the workforce. 

4. Critics of welfare reform further believed that

by “forcing” recipients into unstable work

arrangements, reform efforts would increase

recidivism. In reality, the authors present evi-

dence that reform efforts have decreased the

problem of people returning to the welfare

rolls. Throughout the 1990’s there was a signif-

icant decline in the probability that a welfare

leaver returns to welfare. The authors show that

the chance an individual exiter returns in the

following two years declined from 40 percent

to 30 percent throughout the 1990’s. In addi-

tion, 23 percent of pre-welfare reform exiters

returned to welfare within 8 quarters compared

to only 15 percent in the post-reform period.

One possible reason for this is that welfare

reform has not forced unprepared recipients

into unstable work situations only to have them

return a short time later. 

5. The authors present evidence countering

the belief that welfare reform would force

workers into a lower class of employers. In

reality, the characteristics of firms employ-

ing welfare leavers did not change through-

out the 1990s. Welfare leavers are likely to

have jobs in the Retail Trade and Service

sector, with a heavy concentration in Eating

and Drinking establishments. There is little

difference, however, in the first post-welfare

employment sector either prior to or fol-

lowing welfare reform. Troske and Mueser

do observe differences in the size of initial

employment firms. Post welfare reform

workers are more likely to be employed in

larger firms than workers in the early 1990s.

While workers both pre- and post-welfare

reforms are likely to work for low-paying

firms, more workers post-welfare reform

move into firms paying higher wages. 

Evidence suggests that former welfare recipi-

ents tend to work in firms that pay lower

wages and employ large numbers of welfare

recipients in sectors with high turnover. This

is the case for workers both before and after

welfare reform. These current and former

recipients, however, move from lower paying

employment situations into higher paying

and more stable sectors. Leavers both before

and after welfare reform move out of jobs 

in restaurants and nursing homes and into 

jobs in manufacturing, transportation, and 
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communications. There is little evidence that

leavers in the recent period are more likely to

remain in unstable or marginal jobs. 

6.The authors found no connection between

traditional barriers to employment and wel-

fare status. They do find, however, that

prior employment experience has a signifi-

cant effect on both earnings level and earn-

ings growth. This suggests that the widely

held belief that employment experience is

one of the most significant indicators of

future employment success also holds true

for former welfare recipients.

7. The newly authorized sanctions do not

seem to harm those who remain on wel-

fare, nor do they tend to push seriously dis-

advantaged workers into the market. The

authors find no strong association between

earnings and sanctions, suggesting that

sanctions are not being imposed on the

least-skilled individuals.

Conclusion
The authors’ findings demonstrate the

resounding success of welfare reform. These

efforts decreased the dependence of many

Americans on cash assistance by increasing par-

ticipation in the labor market, without forcing

the least prepared former recipients into unsta-

ble and lower paying employment situations.

While welfare recipients, with their relative lack

of job skills, are more likely to be employed in

service sector industries that offer lower pay

and less stability, this is true for recipients both

before and after reform. Workers then advance

from these lower paying jobs, into jobs in sec-

tors such as manufacturing, transportation and

communications. This decreases the likelihood

they will require further cash assistance in their

lifetime. This study shows that by altering the

underlying structure of the welfare system,

reform efforts have decreased dependence on

cash assistance and increased the financial 

status of welfare recipients. 
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I. Introduction

Welfare reform legislation at both the state

and national levels over the past decade has

transformed the U.S. cash assistance pro-

gram for single parents and their children. In

place of the old system’s indefinite payments

to those meeting federally specified eligibili-

ty criteria, the reformed system puts time

limits on aid, requires that recipients partici-

pate in work or work-related activities, and

allows states to penalize recipients who fail

to meet the specified requirements for receiv-

ing welfare.  Federal rules have been largely

replaced by state prerogative, with states per-

mitted to develop their own program

designs. Milestone federal reform legislation,

passed in 1996, formally changed the name

of the program from Aid to Families with

Dependent Children (AFDC) to Temporary

Assistance for Needy Families (TANF).

However, reform began in earnest in the mid

1990s, when federal waivers permitted most

states to institute major changes in the

AFDC program if they so chose.

Welfare reform had two major goals. The

first goal was to reduce the welfare caseload.

It is now well known that coincident with wel-

fare reform the national caseload has declined

by more than one-half from a peak in the mid

-1990s, although there remains substantial

uncertainty about the importance of reform in

producing this decline. The second goal of

welfare reform was to improve the long-run

well-being of current and former welfare

recipients. However, much less is known

about whether its impact on the experiences

and well-being of former welfare recipients

has achieved this second goal. This is impor-

tant because unprecedented numbers of poor

families are now primarily depending on the

labor market after years of support from

AFDC. In this paper, we present evidence on

whether reform has been as successful at

improving the well-being of current and for-

mer welfare recipients as it has been at reduc-

ing the welfare caseload.

Welfare reform is committed not only to

moving individuals off of welfare but to help-

ing them achieve self-sufficiency through

employment. While employment of welfare

recipients and leavers has increased following

reform, it is unclear whether former recipients

are moving to stable employment. Previous

research has shown that those leaving welfare

after welfare reform have relatively low levels

of job skills and are working in jobs with low

wages, few benefits, and little security

(Tweedie 1999; Brauner and Loprest 1998;

Parrott 1998). If welfare reform forces the

unprepared to exit welfare, then it may

increase the number of families who rely on

jobs offering poor pay and intermittent

employment.

On the other hand, it is well known that

welfare leavers have always had relatively low

levels of job skills and that they have always

tended to work in low paying jobs, and it is 



possible that welfare reforms may actually

have improved the material conditions of

those who had been receiving welfare. For

example, new requirements that welfare recip-

ients participate in programs designed to facil-

itate movement into the labor force may have

improved their job prospects. If such pro-

grams were successful, those moving off of

welfare following the reforms may actually be

better off financially than were welfare leavers

under the prior system. Further, even if wel-

fare recipients moved into employment under

duress, they might still end up in jobs that ulti-

mately provide better material conditions than

would welfare.

This paper addresses these questions by

examining the dynamics of welfare participa-

tion and employment in the state of Missouri

over the period 1990-1999. While various

administrative reforms occurred in the state

throughout the 1990s, the most important

reform occurred with passage of state legisla-

tion in 1994. Although the structure of wel-

fare reforms differed substantially across

states granted federal waivers, those in

Missouri are as representative as any (Fender,

McKernan and Bernstein 2001). Missouri’s

welfare caseload displays a pattern very simi-

lar to that for the U.S. as a whole, reaching a

peak in the early to middle 1990s, with a

decline to approximately half the peak level by

the end of the decade. These facts suggest

that lessons learned from the Missouri welfare

experience may have broader implications.

Our analysis uses administrative data on the

demographic characteristics of welfare recipi-

ents in Missouri as well as all employment

covered by unemployment insurance in

Missouri and Kansas. Because these data pro-

vide detailed information on past welfare and

employment patterns for all recipients, we are

able to consider how prior work experience

influences the dynamics of welfare recipiency,

the stability of employment, and the growth

of earnings. While some of these issues have

been investigated previously, almost all prior

studies have been limited to studying welfare

recipients and leavers prior to, during, or after

welfare reform. Since our data contain exten-

sive information on individual histories we are

able to examine welfare recipients over the

entire decade of the 1990s and see how the

characteristics and behavior of welfare recipi-

ents change with the rules governing welfare. 

We first consider the demographic and fam-

ily characteristics of recipients moving onto

and off of welfare. We also track cycling onto

and off of welfare and the extent of employ-

ment, and earnings levels and stability. This

information is examined for each of 37 quar-

ters in the period from 1990:3 to 1999:3,

spanning the period of active welfare reform. 

We then consider the experiences of two

cohorts of welfare leavers, those leaving wel-

fare in fiscal year 1993 (July 1992-June 1993),

and those leaving welfare in fiscal year 1997

(July 1996-June 1997). The first period iden-

tifies welfare leavers prior to welfare reform.

At that point, Missouri’s welfare caseload

was still increasing, and the regulations gov-

erning welfare were essentially those of the

standard Aid to Families with Dependent

Children (AFDC) program, which had

changed relatively little since the early 1980s.

The second period occurs after substantial

policy change. Using these data we examine

the dynamics of employment and welfare

recidivism for welfare leavers. A comparison

of the detailed patterns for these cohorts

allows us to directly consider changes occur-

ring over the period of welfare reform. 

Finally, we consider the experiences of two
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cohorts of welfare recipients, those receiving

welfare in fiscal year 1993 and those receiving

welfare in fiscal year 1997. Using these data

we first look at how prior work experience,

education, demographic factors (age and

race), family characteristics (number and ages

of children) and the level and consistency of

prior employment influence earnings and

earnings growth over a two-year period. This

analysis allows us to determine which factors

examined pose the greatest barriers to

employment for welfare recipients. Second,

we examine the level and growth of earnings

of welfare recipients who have been sanc-

tioned for not meeting various requirements

specified by the state. One concern about

welfare reform and the increased use of sanc-

tions is that sanctions may tend to push the

least skilled into the labor market. This analy-

sis allows us to determine whether this has in

fact been the case.

The remainder of the paper is structured as

follows. In the next section we briefly review

the literature examining welfare and welfare

reform. Following this we first review the histo-

ry of welfare reform in Missouri and then pro-

vide a brief overview of the Missouri economy

during this period. We describe our data in

Section V. In Section VI we describe how the

welfare caseload has changed between 1990

and 1999, examining employment and demo-

graphic characteristics for those entering and

leaving welfare. Section VII contains the results

from our analysis of the two cohorts of welfare

leavers. Section VIII contains the results from

our analysis of the barriers to employment for

welfare recipients. Section IX contains the

results from our analysis of the effect of sanc-

tions on the earnings and earnings growth of

welfare recipients. Finally, we summarize our

results and present conclusions in Section X. 

II. The Dynamics of Welfare and
Employment and the Impacts 
of Reform

Concern with the work activities of welfare

recipients goes back to at least the 1960s,

when implementation of the federal Work

Incentive (WIN) program required states to

assure that recipients had access to job search

services. Corresponding with this popular

concern was a body of research examining the

work disincentive effects of AFDC.

Nonetheless, studies that examined the deter-

minants of program participation suggested

that the labor market was of secondary impor-

tance in explaining flows onto and off of wel-

fare. In a review of the literature, Moffitt

(1992, 26) cited findings that only one fifth of

AFDC exits resulted from earnings gains for

the single parent, while a substantially larger

share was due to marriage. He noted “these

results suggest that a model of marital search

would be a more accurate descriptor of AFDC

entry and exit than a wage-search model...”

By the early 1990s, new research appeared

to require modification of this interpretation.

Whereas the earlier work had used annual

data on welfare recipiency, studies that con-

sidered shorter periods found much greater

labor market impacts on welfare recipiency.

In addition, it appears that studies using data

after 1980 also found a larger impact of

employment, very likely reflecting the changes

in regulations that made it more difficult to

receive welfare and work. Using a monthly

measure of welfare receipt, studies found that

40-70 percent of exits from welfare in the mid-

1980s were associated with employment,

while only 5-25 percent were associated with

marriage (Blank 1989; Harris 1993; Blank and

Ruggles 1996). Consistent with the view that

3
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both the labor market and the marriage mar-

ket play a role, analyses that examine the

determinants of welfare exits show that meas-

ures indicating opportunities in both the labor

and marriage markets are associated with wel-

fare exits (Fitzgerald 1991; Hoynes 1996;

Ribar 2000).

A substantial portion of those who leave

welfare subsequently return. Using a one-year

window for measuring welfare, Bane and

Ellwood (1994) estimated that half of all

recipients had multiple spells of welfare.

When welfare spells are constructed from

monthly data, recidivism is higher, and large

shares of returns to welfare occur within a

year of exit. Short-term recidivism is greater

for those whose welfare exits are associated

with earnings growth than for those who

marry or experience other household changes

(Blank and Ruggles 1994), although ultimate-

ly the latter group may be just as likely to

return (Harris 1996). Among leavers with

employment, the kind of job held plays an

important role in determining whether the

individual returns to welfare, with those in

higher paying industries less likely to return

(Lane and Stevens 1995; Lane and Stevens

2001; Bartik 1997). 

Despite obvious disincentives for work in

the AFDC program of the 1980s, a large share

of welfare recipients combined work with wel-

fare even over relatively short periods. Using

data for 1984-1989, Gault, Hartmann and Yi

(1999) show that, among those who had

received welfare at some point in a two-year

period, less than a quarter were out of the

labor force during the entire time. The

remainder cycled between welfare and work,

combined welfare and work, or spent sub-

stantial time looking for work. It is also clear

that welfare experiences do not preclude later

labor market success. When individuals

observed receiving AFDC at a given point in

time are followed for several years, labor force

participation and earnings increase (O’Neill

and O’Neill 1997) and some studies suggest

that wages actually approach those of similar

individuals who did not participate in AFDC

(Moffitt and Rangarajan, 1989). Insofar as

welfare recipients continue to fare less well

than others, this appears to be the result of

less stable employment (Gladden and Taber

2000; Loeb and Corcoran 2000).

Of course, these findings are based on

examining AFDC recipients, who could con-

tinue to receive benefits indefinitely. Given the

observed earnings of recipients and the mod-

est gains that job search and training pro-

grams appeared to provide, many observers

predicted that attempts to reduce the welfare

rolls by moving recipients into jobs would not

be successful (Burtless 1995; O’Neill and

O’Neill 1997; Kalil et al., 1998).

The welfare reforms of the 1990s coincided

with a dramatic decline in the overall case-

load. While there has been much debate

about the relative importance of the reforms

and the very strong economy in inducing

these declines, most research suggests that

both had some role, with the importance of

reforms increasing with implementation of

TANF after 1996.1 Reforms also appear to

have increased rates of employment for single

parents in general (Bishop 1998; Moffitt

1999; Grogger 2001). 

Much interest has focused on the employ-

ment of recipients and its reform’s impact on

welfare exits, and on the difficulties that for-

mer recipients have obtaining stable employ-

ment to provide earnings self-sufficiency.

Reforms have been associated with substantial

increases in the levels of employment for
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recipients (Department of Health and Human

Services 2000). We know that those who leave

welfare are likely to be working, but that their

earnings are often very low and that many of

them are suffering substantial hardship

(Tweedie 1999; Brauner and Loprest 1998;

Parrott 1998). In contrast to expectations, it

does not appear that reforms have caused wel-

fare caseloads to become more disadvantaged

(Moffitt and Stevens 2000), although since

the implementation of TANF the proportion

of nonwhite recipients has increased substan-

tially (Zedlewskie and Anderson 2001). 

Following reforms, employment continues

to play an important role in welfare exits, but

existing studies provide little basis for exam-

ining changes in the dynamics of welfare use

and employment occurring with reform. In

one of the few studies that provides a consis-

tent comparison, Loprest (2000) uses a

national sample to compare the experience of

individuals leaving welfare in 1995-1997 with

those leaving in 1997-1999. She finds that the

levels of employment and earnings are, if any-

thing, higher in the more recent period.

Unfortunately, this does not provide a very

clear picture of the impact of reforms since

reform efforts were underway in most states

prior to implementation of TANF, which

occurred in late 1996 or 1997. 

III. Welfare Reform in Missouri

Reflecting stability in the federal AFDC pro-

gram, Missouri’s welfare system was essential-

ly unchanged from the early 1980s until the

JOBS program was implemented in accord

with federal legislation in the early 1990s.2

The next change occurred in 1994, when

Missouri passed major welfare reform legisla-

tion, that was implemented in 1995 with fed-

eral approval of a statewide waiver. These new

legislation required each nonexempt recipient

to enter into a “self-sufficiency pact,” that

spelled out a plan for obtaining self-support-

ing employment within two years. It also

raised allowable asset levels, increased efforts

to establish paternity, made grandparents

responsible for child support in some cases,

required minor parents to live with their par-

ents, instituted changes in JOBS, including

establishing a wage supplementation program,

and instituted other program changes. It also

provided for sanctions, a reduction in the case

grant amount for recipients failing to meet

training, work, or other requirements. Despite

the apparent scope of the legislation, in the

short run it provided only moderate changes

in the rules faced by a typical recipient. In part

it codified changes already under way, and it

enabled a gradual reform process to continue.

Federal welfare reform replaced AFDC with

Temporary Assistance for Needy Families

(TANF) at the end of 1996, but associated pol-

icy changes were relatively small, since state

reform had already occurred, and no state leg-

islation was passed at that time. One of the

important changes in 1996 was the imposition

of a five-year lifetime limit on welfare receipt. In

addition, certain activities undertaken in fea-

tures of Missouri’s JOBS program, in particular

such as educational activities requiring lengthy

participation, were eliminated or reduced

because they were no longer acceptable under

federal law, and these activities were reduced.

Exemptions from work requirements were also

tightened; TANF required that a child be under

age one for an exemption, in contrast to age

three under prior rules.

Between 1993 and 1998, recipients faced

increased restraints and growing pressure to

participate in training and employment. An indi-
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cation of the changes can be obtained by con-

sidering the likelihood that a recipient would

face sanctions for violations of the rules. Since

Missouri did not impose “whole case” sanctions

(termination of all payments), sanctioned cases

could continue to receive benefits at reduced

levels for extended periods. Prior to 1994, in

keeping with federal AFDC regulations, essen-

tially no sanctions were applied. By the end of

1995, the number had increased to about 1 per-

cent of the caseload, growing steadily to well

over 10 percent in 1998.3

During the 1990s, there were important and

possibly significant changes in the way case-

workers were trained and rewarded. Through

the early 1990s, caseworkers were evaluated for

accuracy in processing applicants and assuring

that they were placed on the welfare rolls

promptly. A variety of training programs for

caseworkers have attempted to refocus case-

workers’ efforts on getting recipients into jobs

and off of welfare. The legislative activity of the

1990s appears to have placed particular empha-

sis on the potentially temporary nature of wel-

fare payments, and instructions to caseworkers

require that this be emphasized to recipients.

Informal reports suggest that recipients are

more willing to move off of welfare, even if it

may be temporary, in order to “bank” their five

years of welfare eligibility.

Despite these major reforms occurring

through the 1990s, the benefit and earnings

disregard levels remained the same as those

under AFDC through September 1999. A fam-

ily with one adult and two children was eligi-

ble for a maximum payment of $292 per

month. AFDC rules specify an earnings disre-

gard of $120 of earnings per month and 33.3

percent of the remainder for the first 4

months, $120 for the next 8 months, and $90

thereafter.4 To summarize, 1990’s welfare

reform in Missouri shared many features with

welfare reform in other states. In particular,

Missouri welfare recipients were faced with

time limits on recipiency, financial incentives

to work, and a welfare bureaucracy that was

motivated to move recipients towards self-suf-

ficiency. Thus, an examination of Missouri

welfare recipients before and after welfare

reform may tell us much about the broader

impact of reform.

IV. The Missouri Economy 
in Context

The rest of this paper studies the experience

of Missouri welfare recipients and how that

experience changed with Missouri welfare

reform in the 1990’s. Extrapolating from the

Missouri experience, however, requires some

understanding of how the economic environ-

ment faced by Missouri welfare recipients

compared with that of welfare recipients in

the rest of the U.S. economy. This section

places the Missouri economic experience of

the 1990’s in the context of the broader U.S.

experience over that same period.

Table 1 presents summary data on the

economies of both Missouri and the United

States as a whole, for both 1991, which was

before welfare reform began in Missouri, and

1999, which was after the important reforms

had been in place for several years. The first

panel of the table shows that the fraction of

employment accounted for by broad indus-

tries in 1991 was quite similar between

Missouri and the U.S. as a whole. This panel

also shows that both Missouri and the U.S. as

a whole moved away from manufacturing

(particularly durable manufacturing) and

towards Services and Construction. In

Missouri, an important factor in the move

away from durable manufacturing industry
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was the decline in defense industry employ-

ment, as McDonnell Douglas was historically

one of the largest Missouri employers and its

employment shrank substantially over this

period. To a lesser extent, the move towards

the construction industry was driven by an

increase in construction demand that was

driven by the huge floods that hit Missouri in

1993 and 1995.

The next panel of Table 1 compares the

racial compositions of the populations of

Missouri and the U.S. as a whole. The panel

indicates that while Missouri has a

close-to-average share of African-Americans in

its population, other minorities are dramati-

cally under represented in the Missouri

Population. Asians account for only about 1

percent of the Missouri population, compared

with 4 percent for the country as a whole in

1999, and Hispanics account for less than 2

percent of the Missouri population, compared

with over 11 percent for the country as a

whole. These patterns are largely driven by

recent patterns of immigration, which have

tended to settle on the coasts instead of the

Midwest. These general demographic patterns

carry over to the welfare population, where

the share of Asians and, particularly,

Hispanics in the Missouri welfare population

is well below the national average.

The remainder of Table 1 compares the

income and earnings of Missourians with

those of the U.S. population as a whole. The

panels indicate that personal and household

income of Missouri are generally slightly

below that of the United States as a whole.5

These same patterns are observed in the pat-

terns for average weekly earnings and average

hourly wage. Finally, it is worth noting that

Missouri has two large urban areas, Kansas

City and St. Louis, although the state is some-

what less urbanized than the nation as a

whole (69 percent urban in Missouri vs. 75

percent urban in the U.S. as a whole, in 1990).

In sum, Missouri is a fairly representative state

from most demographic and economic per-

spectives. The major differences between

Missouri and the rest of the U.S. over this

period are that there are fewer non-black

minorities in Missouri than elsewhere and

that Missouri is somewhat less urban.

While Table 1 provides broad insight into

the differences between Missouri and the rest

of the U.S., it provides relatively little insight

to the precise timing of short-run labor mar-

ket developments. Such temporary fluctua-

tions are of obvious potential importance

when interpreting the patterns of success and

failure in Missouri welfare reform. For this

reason, Figures 1-3 report time-series sum-

maries of how the Missouri labor market

evolved in comparison to the broader U.S.

labor market. The charts are based on micro-

data drawn from the March surveys of the

1991-2000 Current Population Survey, which

measure labor market performance for the

preceding year.

Our goal in presenting such labor market

data is to record the prevailing environment in

which welfare reform occurred. It is of course

true, however, that welfare reform may have

affected the labor market itself. For example, it

would not be surprising if a welfare

reform-induced movement of low-skill women

into the labor market were to result in a

decrease in the relative wage of low-skill

women. There is no way to completely separate

the effect of welfare reform from the underlying

economic conditions in which it occurred, but

one way to reduce the mutual dependence is to

focus on the labor market for men. Few men

are directly affected by welfare reform, since



there is only a tiny fraction of men that were on

welfare in the first place (mostly through the lit-

tle-used AFDC-UP program). Further, the labor

markets for men and women are still segregat-

ed to some extent, particularly among low-skill

workers (Carrington and Troske, 1998), so

movements in the supply of low-skill women

may have less effect on men than women. (Of

course, the same could be said of gender-spe-

cific demand movements.)

Figure 1 reports the evolution of the unem-

ployment rate for men between the ages of 20

and 60 for both the U.S. and Missouri. The

chart shows that while the Missouri unem-

ployment series fluctuates more, the general

patterns of rise and fall in Missouri were quite

similar to those of the U.S. as a whole. Figure

2 reports the median hourly wage for men

between the ages of 20 and 60 over the same

period. The chart shows that median male

wages in Missouri and the U.S. as a whole

have moved in quite a similar fashion over this

period. Welfare recipients, of course may have

labor market skills that are less comparable

with the median male than they are with the

lower tail of the male distribution. For this

reason, Figure 3 plots the 25th percentile of

the hourly wage distribution for Missouri and

the U.S. as a whole. The chart shows that the

lower tail of the two distributions also moved

in a similar fashion. 

In sum, the evidence presented here sug-

gests that the economies of Missouri and the

rest of the United States both started and

ended the 1990’s in a similar position, and that

the labor markets evolved in a similar fashion

over this period. This suggests that the people

affected by Missouri welfare reform in the

1990’s were operating in an economic envi-

ronment that was fairly representative of gen-

eral economic conditions in the U.S. over this

period. This is no guarantee that one can

extrapolate from the Missouri experience, as

the Missouri economy could be idiosyncratic

along dimensions not measured here.

Nevertheless, the limited evidence presented

here as well as our own study of the issue sug-

gests that Missouri is broadly representative.

V. Data
Our data on AFDC/TANF recipients come

from administrative records maintained by the

state of Missouri in the form of monthly files

from July 1990 through September 1999. Our

analyses focus on female payees in the AFDC-

Basic program or its TANF successor, who are

at least 18 and less than 56 years of age.

“Child only” cases are omitted, since the

payee in such cases receives a grant on behalf

of children but does not have formal respon-

sibility for them and is therefore exempt from

the work or training requirements that parents

face. Welfare recipients with only in-kind pay-

ments are also excluded. 

Since two-parent families receiving pay-

ments under the AFDC-UP program are

omitted, the unit of our analysis is a single

mother with children who receives cash wel-

fare payments, or equivalently, a welfare case

headed by such an individual. We have com-

bined the monthly data into quarters, so that

recipients are those who receive payments

and met our other selection criteria in any

month during a quarter. A recipient in a

given quarter is defined as a welfare arrival

or entry if she was not a recipient in the

prior quarter; and she is defined as an exit or

leaver if she is not a recipient in the subse-

quent quarter. Since our information on pro-

gram participation is limited to Missouri, an

individual who received welfare payments in

another state would be considered as a new

8
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arrival, and welfare in the previous state

would not be measured.6

Employment and earnings information

derives from “wage record” data maintained

by the states of Missouri and Kansas in sup-

port of their unemployment insurance sys-

tems. For every individual employed in a cov-

ered job, the files indicate total quarterly earn-

ings, along with selected employer informa-

tion. While the vast majority of the employ-

ment for Missouri residents is included in

these files, self-employment, illegal or infor-

mal employment, certain federal employment,

and employment outside Missouri and Kansas

are not included.7 We match recipient records

from the welfare data to the wage record data

using Social Security Number. If we do not

find a record for an individual in a given quar-

ter in the wage record data, we consider the

individual to be not employed. 

VI. Caseload Dynamics
Patterns of Welfare Entry and Exit

This paper examines the post-welfare experi-

ence of welfare leavers both before and after

welfare reform. Any differences in outcomes

between the two groups can be due to differ-

ences in incentives provided by the two sys-

tems. However, differences between the two

groups may also be due to time-series varia-

tion in the demographic and economic com-

position of welfare exiters. Given the steady

improvement in economic conditions in

Missouri and the broader U.S. economy, this

latter hypothesis merits serious consideration.

To get a handle on this issue, this section

examines time-series changes in the makeup

of both welfare leavers and the broader wel-

fare caseload. The hope is that this informa-

tion will allow for more educated interpreta-

tions of our later findings.

Did welfare reform alter the composition of

the welfare population in Missouri? In partic-

ular, did reform move the relatively able off of

welfare and leave the most ill-prepared for the

labor market behind? Figure 4 begins to

address this question by tracking the welfare

caseload and flows onto and off of welfare for

Missouri for each quarter from 1990:3 to

1999:3. Since there is appreciable seasonal

variation in arrivals and departures, as well a

variation due to small numbers, Figure 4 pres-

ents these statistics using a four-quarter mov-

ing average.8 The figure shows that the case-

load grew steadily in the first half of the

1990’s and that it reached a peak of just over

74,500 in the third quarter of 1994. In 1995,

however, the caseload began a steady and dra-

matic decline, leading to a caseload of under

40,000 by the end of 1999.

The number of individuals entering welfare

each quarter averages over 8,000 in each year

through 1994, after which it declines steadily to

around 6,000. The average quarterly flow off of

welfare increases from about 7,000 to a peak of

over 9,000 in 1997 and then declines to below

8,000. This decline is due to a decline in the

caseload  rather than to a decline in the exit rate

among the caseload. Figure 5 makes this point

more clearly with a graph of the 4-quarter mov-

ing average of the quarterly exit rate.  The exit

rate remains close to 11 percent through 1994,

but it increases steadily to nearly 19 percent by

the end of our period.

Changes in the Characteristics of the
Caseload and Flows 

Did welfare reform alter the composition of the

welfare population? Figure 6 provides informa-

tion on the characteristics of those receiving

welfare and on those entering and exiting wel-

fare. Panel A shows that the age of the youngest
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child among welfare recipients increases slight-

ly, averaging just over 4.8 in the early 1990s,

reaching 5.1 in 1996, and declining to around

4.9 in the last year.  As might be expected, those

entering welfare have younger children, while

those exiting have older children. Over this

period, the gap narrowed somewhat.

Panel B of Figure 6 shows that the average

years of schooling of the welfare caseload

increased to the late 1990s, then declined,

returning to its initial level, although the

increase and decrease is less than 0.1 year

(Panel B). Perhaps more noteworthy is that

both arrivals and leavers have more schooling

than the caseload as a whole, as educated

recipients are more likely to be short term

recipients. The educational level for both

arrivals and departures follows that of the

caseload, however, as average schooling first

increases but then decreases. 

Panel C of Figure 6 shows that there were

more substantial changes in the racial compo-

sition of the welfare caseload over this period.

While 47 percent of the caseload in 1994 was

nonwhite, this had increased to over 56 per-

cent by 1999. Note also that both flows have

fewer nonwhites than the caseload as a whole,

which merely reflects the fact that whites have

shorter spells on welfare. During this period,

the racial composition of arrivals and exits

moved together, with the proportion non-

white in both increasing. 

Finally, the age of the payees increased by

about 0.4 years through 1997 and then

decreased slightly in the following two years

(Panel D). Of course, as might be anticipated,

those entering welfare are appreciably

younger, by approximately two years, than the

caseload as a whole. Those exiting welfare are

only slightly older than the caseload.

Our conclusion is that, with the exception of

the racial composition, Missouri welfare

reforms seem to have had little effect on demo-

graphic characteristics of recipients. Perhaps of

equal interest, the characteristics of those enter-

ing and exiting followed very similar patterns to

that of the caseload. There is some evidence

that the December 1996 implementation of

TANF, occurring in December of 1996, may

have had an influence on the dynamics, given

that for several graphs inflection points occur

around that time, however, it is the stability

rather than the changes that are most notable.

These findings are important because they

show that changes in welfare reform have not

significantly affected the observable characteris-

tics of welfare recipients. Therefore, to the

extent that recipients’ behavior differs after wel-

fare reform, it is likely that the differences are

due to either unobserved differences in the wel-

fare population, or the changes in the rules gov-

erning welfare recipiency. 

Prior Welfare Experience and Employment

for Welfare Recipients and Flows

Figure 7 provides information on the prior

welfare experience and dynamics of move-

ment onto and off of welfare. Panel A shows

that there has been very little change in the

extent to which welfare recipients have prior

welfare experience. In the two prior years, the

average recipient had received payments dur-

ing approximately six quarters. Those exiting

welfare had spent slightly more than four

quarters receiving welfare. We observe an

increase in leavers’ welfare experience through

1997, presumably reflecting efforts on the

part of welfare reformers to remove long-term

recipients from the rolls. Perhaps the only

important surprise is a substantial trend in the

prior welfare experience of those entering

welfare. Whereas in the early 1990s, the aver-
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age welfare arrival had received welfare during

approximately one quarter in the prior year,

this had increased by about 50 percent by the

end of the 1990s.

Despite the fact that welfare arrivals had

more prior welfare experience, this does not

mean that return to welfare has become more

common. Panel B shows that the chance that

an individual who leaves welfare returns in the

following two years has declined from 40 per-

cent to 30 percent. Returning recipients make

up an increasing share of entries because,

first, with higher rates of departure from wel-

fare, the pool of former recipients is larger,

and, second, with smaller flows onto welfare,

those returning are more prominent. These

two factors overwhelm the fact that individu-

als are much less likely to return to welfare

than in the past. Of course, we cannot be sure

that the most recent recipients will have a sim-

ilar experience, but it seems unlikely there will

be a dramatic reversal.

Panel C of Figure 7 shows that the most

dramatic change among welfare recipients is

in the proportion employed. In the early

1990s, less than one in four recipients were

employed, whereas by 1999, the employment

rate had nearly doubled. Throughout the

1990s, those entering welfare were more like-

ly to be working, whether reflected in trends

for both current or prior employment show

that the fraction of welfare entrants working

increased throughout the 1990’s. Employment

rates for those exiting welfare also increased.

The figure identifies two measures of employ-

ment for leavers, one in the last quarter receiv-

ing welfare and the second in the following

quarter. The second number is greater by 2 to

3 percent, suggesting that there are some indi-

viduals who obtain employment with a lag

after leaving welfare.

Panel A of Figure 8, Panel A, shows that,

over this time, welfare payments are growing

less important. welfare payments gradually

became less important as a source of income

for welfare recipients. Among recipients, the

fraction of income paid by welfare declined

from close to 70 percent to about 55 percent.

There was a more modest decline among

those leaving welfare. In contrast, consistent

with the observation that entries were more

likely to have welfare experience, there was a

modest increase in reliance on welfare among

new recipients. Perhaps most striking is the

increase in the extent of prior earnings for

welfare recipients (Panel B). An increase is

also observed for those leaving welfare and

and those entering. Echoing a result observed

above, we also see that the leavers have

become more similar to the overall caseload

during the 1990s.

While it is clear that by the late 1990s

employment plays a more important role in

the welfare dynamic than in the past, one may

wonder how earnings for those working

changed. Figure 9 presents information on

average earnings, limiting consideration to

employed individuals. If increases in employ-

ment were primarily a result of requirements

imposed on welfare recipients, we might

expect that increased employment rates would

be accompanied by declines in average earn-

ings for those with jobs. The trend in the

graph does not support this view, as point.

Rather than a decline in earnings for welfare

recipients, we observe increases.9 We see that

the average quarterly earnings for recipients

increased from just under $1,100 in the early

1990s to approximately $1,400 by the end of

the 1990s, an increase of 27 percent.

Measured purely in material terms, therefore,

it does not appear that welfare reform has
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pushed ever more marginal individuals into

the labor market. Of course, these levels of

earnings remain low, and the strong economy

may be largely responsible for observed gains.

Interestingly, although we saw earlier that

those entering welfare were more likely than

current welfare recipients to be working,

Figure 9 shows that their earnings are lower

and that the difference is growing. Of course,

this may partly reflect the structure of the wel-

fare system. Under AFDC, the structure of

which was inherited by Missouri’s TANF,

earnings disregards allow welfare recipients to

temporarily earn at levels that would disquali-

fy them from applying for welfare initially.

Two measures of earnings are presented for

welfare leavers, one in the last quarter in

which welfare payments were received, and

the second in the following quarter. The first

measure increases more dramatically over

time, reflecting increased incentives for

employment while receiving welfare.

However, earnings in the following quarter

also increase. This provides further evidence

suggesting that welfare reform has not forced

the least-prepared individuals into the market.

The level of earnings, while very low, is at the

level where, in combination with the Earned

Income Tax Credit, it would provide earnings

that could exceed the poverty level. In addi-

tion, Medicaid eligibility would continue for

those leaving welfare for at least a year.

VII. Comparing Two Leaver Cohorts
The Impact of Missouri Reforms on 
Welfare Leavers: Employment and 
Recidivism

To consider how the experiences of welfare

leavers have changed over time, we focus

here on two cohorts of leavers: those leaving

welfare between July 1992 and June 1993,

and those leaving welfare between July 1996

and June 1997.  The first period predates

major welfare reform in the state, and, with

relatively few exceptions, the rules corre-

spond to those of the AFDC system that had

been largely unchanged since the early

1980s. The caseload was also growing at this

point. The second period is nearly two years

after implementation of the state’s major

welfare reform, and corresponds to imple-

mentation of the federal TANF program in

the state. Caseloads are declining at that

point and are about 10 percent below their

peak level in 1994.

The top panel of Figure 10 shows the pro-

portion of leavers who have returned to wel-

fare during the next eight quarters. The solid

line indicates the earlier period and the dot-

ted line the later period.10 A leaver is defined

by receipt of welfare in a particular quarter

and no welfare in the following quarter, so

this measure is zero for the first quarter after

the quarter of exit by construction. The lines

show that in the second quarter about 10 per-

cent of leavers are again receiving welfare and

that this proportion increases for both

cohorts up through the fourth quarter. 

Differences between the two cohorts are

striking. Among leavers in the earlier period,

approximately 23 percent were receiving

welfare by the eighth quarter after leaving,

while the comparable figure is only 15 per-

cent for the later period. We also see that

for the later period, there is a pronounced

peak in quarter 4, where 17 percent of

leavers are again receiving welfare. The

decline in welfare receipt over the next four

quarters reflects the fact that some of those

who return to welfare leave again, outnum-

bering the flow of those returning.

As noted above, levels of employment
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among leavers are appreciably higher in the

late 1990s, and this is reflected in Panel B. In

both periods, employment declines after the

first quarter off of welfare. In large part, this

identifies the underlying cause for the return

to welfare, as leavers lose jobs that facilitated

the original move from the welfare rolls.

Figure 11 compares earnings over time for

those leaving welfare. The top panel provides

average earnings for all leavers, a figure that

includes those with no earnings and those

who return to welfare. The important obser-

vation is that the averages are increasing,

showing that increases in earnings for those

who remain employed more than compensate

for the earnings shortfalls of those who are

not employed. The basic patterns are similar

in the two periods, although the increase is

somewhat larger in the earlier period (11 per-

cent versus 7 percent). 

Panel B of Figure 11 graphs the increases in

average earnings for those with jobs. The

increase is larger in the more recent period, in

part, no doubt, reflecting that there is a slightly

greater decline in employment, so that the low-

est earning are removed from the risk set.11

Table 2 provides information on the kinds

of jobs welfare recipients obtain when they

leave welfare and how jobs changed over time.

In Columns (1) and (2) information is provid-

ed on employed recipients from the 1992-

1993 cohort while information on the 1996-

1997 cohort appears in Columns (3) and (4).

For each cohort, job characteristics are pro-

vided for the first quarter after leaving welfare

(Columns (1) and (3)) and for the eighth quar-

ter after leaving welfare (Columns (2) and

(4)). By definition, none of those identified in

the first quarter after leaving welfare are wel-

fare recipients at that time, but the measures

based on the eighth quarter after leaving wel-

fare include some individuals who returned to

welfare. All statistics in the table focus on the

characteristics of employers of welfare recipi-

ents, so individuals who are not employed are

omitted. For individuals with more than one

employer in a quarter, the statistics are report-

ed for the employer paying the greatest earn-

ings in the quarter.

Panel A shows that welfare leavers are very

likely to have jobs in Retail Trade and Service

firms, and that this proportion grew modest-

ly between our cohorts. Looking at the indus-

try detail, we see that nearly 14 percent of

leavers are working in Eating and Drinking

Places in the quarter after leaving welfare, but

that this proportion declined slightly between

periods. The proportion in manufacturing

firms declined nearly a third in the five-year

period. The most dramatic increase among

detailed industries is in Help Supply Services

(“temp help”), which increased from 5.3 per-

cent of leavers to 8.2 percent in the first quar-

ter after leaving.

If we compare the first quarter after leaving

welfare with the eighth quarter, we see that

the progression is quite similar for the two

cohorts. There is little evidence that leavers in

the recent period are more likely to remain in

unstable or marginal jobs. For example, in

both periods, leavers move out of jobs in

restaurants and nursing homes, and into jobs

in manufacturing, transportation and commu-

nications. One modest shift in the pattern

occurs for temporary help, which shows an

increase between the first and the eighth quar-

ter for those in the earlier cohort but a

decrease for the later cohort.

Panel B in Table 2 compares the size of

firms hiring welfare leavers. Here we see that

among leavers in the more recent cohort,

appreciably more are working for the largest



firms. Whereas in the earlier period, workers

tended to move into larger firms, in the recent

period, the change is small.

Panel C shows that, initially, both cohorts of

welfare leavers work for firms with very similar

pay but that progression over the two years

after leaving welfare is greater for the more

recent group. Perhaps most notable, eight quar-

ters after leaving welfare, nearly 30 percent of

leavers in the 1992-1993 cohort worked for

firms with wages averaging below $2000 per

quarter, whereas that number had declined to

25 percent for the 1996-1997 cohort. This again

suggests that welfare reform is not pushing less

qualified workers into the labor market. Finally,

Panel D shows that welfare leavers are less like-

ly than in the past to be working in a firm with

a large share of welfare recipients. We see no

evidence that welfare reform has pushed leavers

into positions with employers who specialize in

hiring welfare recipients.

Table 3 presents similar employment infor-

mation for all workers in Missouri. Column

(1) presents information for all workers in the

fourth quarter of 1992 that is comparable to

the employment information for the 1992-

1993 cohort of welfare leavers in Table 2.

Column (2) presents information from the

fourth quarter of 1996, which is comparable

to the employment information for the 1996-

1997 cohort of welfare leavers. 

Comparing Panel A in Table 3 with Panel A

in Table 2 shows that former welfare recipi-

ents are much more likely to work in the

Retail Trade and Services sectors and less like-

ly to work in all other sectors then the typical

Missouri workers. Looking at the detailed

industries we see that former welfare recipi-

ents are particularly over represented in indus-

tries such as Eating and Drinking Places,

Hotels and Motels, Help Supply Services, and

in nursing homes. 

Comparing the information in Panel B in the

two tables we see that former welfare recipients

are less likely to work in the smallest (1-19) and

largest firms (over 1,000). Panel C in the two

tables shows that former welfare workers tend

to work for low paying firms. Relative to the

typical Missouri worker, former welfare recipi-

ents are over twice as likely to work for a firm

that pays average quarterly earnings of less than

$2,000 and are up to five times less likely to

work for a firm that pays average quarterly earn-

ings over $7,500. Finally, comparing the infor-

mation in Panel D in the two tables shows that

welfare recipients are much more likely to work

in firms where over 10 percent of the workforce

is receiving welfare.

The information in Tables 2 and 3 shows that

former welfare recipients do tend to work in

firms that pay low wages and employ large

numbers of welfare recipients and tend to work

in industries with high turnover. However, these

tables also show that this was true both prior to

and after welfare reform.

The Determinants of Recidivism

As the conditions for departure from welfare

shift, we might assume that returns to welfare

would have a different structure. To examine

this possibility we estimate the probability that

the individual is again receiving welfare in the

eighth quarter after leaving welfare using a

probit model controlling for demographic

characteristics, past welfare and work experi-

ence, location, and the attributes of an indi-

vidual’s job in the quarter immediately after

leaving welfare.12 Table 4 presents estimates of

the marginal effects of the variables. The

analysis is performed separately for our two

cohorts of former welfare recipients.

Specification (1) includes the standard demo-
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graphic characteristics along with the time on

welfare in the last two years and the time

working in the last two years. Time on welfare

is measured as the proportion of quarters in

the eight quarters prior to leaving that the

individual was receiving welfare, and time

working is measured in an analogous manner.

Specification (2) controls for the econom-

ic conditions of the local labor market by

including the unemployment rate for the

county where an individual lives and for

whether she lives in a suburban county or a

large metropolitan county (the excluded

group is individuals who live in a small met-

ropolitan county or a rural county).13 The

large metropolitan counties are those contain-

ing St. Louis and Kansas City, Missouri.

Specification (3) controls for the quarterly

earnings received by former recipients in the

initial quarter after leaving welfare. We

include six dummy variables representing

seven different earnings categories. Zero earn-

ings is the excluded category and contains

individuals with no job in the initial quarter

off of welfare.14 It may seem odd that women

with zero earnings are less likely to return to

welfare than those with modest earnings.

However, consistent with previous research,

we suspect that welfare-leavers with zero post-

welfare earnings have typically changed their

household circumstances (e.g., marriage) in

ways that offer a more persistent means of

support than do very low earnings jobs.

Specification (4) includes controls for the

industry of a recipient’s employer in the first

quarter off of welfare along with controls for

the size of the employer.

To see more clearly the relationship

between individual characteristics and the

probability of returning to welfare, and how

this relationship changes after welfare reform,

we use the results from Table 4 to predict the

probability that an individual with various

attributes returns to welfare within two years.

The results from this exercise are presented in

Table 5. To obtain our base-line prediction we

use mean values of the control variables com-

puted across both cohorts. The ββ vector is

taken from the specifications in Table 4. For

example, the probability in Row (1) Column

(1) is 0.361. This probability is calculated

using the ββ  vector from specification (1) for

the 1992-1993 cohort times the means of the

control variables calculated over individuals in

both the 1992-1993 and 1996-1997 cohorts.

The means for all of the controls are given in

Appendix Table A-1.

The results in Table 5 show that the pre-

dicted rate of recidivism is substantially lower

for the latter cohort, implying that differences

in the observed rates are not due to differ-

ences in any of the control variables. Table 5

also shows that recidivism is higher for non-

whites, those with less education, those who

are younger, and those who have who more

children under age 18. 

Both the time on welfare and time working

variables are correlated with the probability

that an individual returns to welfare. As one

might expect, those with greater welfare expe-

rience are more likely to return to welfare. In

contrast to our expectation, we also see that

people who worked more in the past are

more likely to return to welfare in the future.

One might expect the employment and wel-

fare experience variables to be negatively cor-

related, so that including welfare experience

would influence the coefficient of time work-

ing. However, re-estimating the model drop-

ping the welfare experience variable has little

effect on the coefficient of work experience.

Comparing across cohorts shows that these
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variables play a slightly more important role in

predicting return to welfare in the earlier

cohort, although the differences are small. 

One possible explanation for the observed

impact of work experience is that welfare

leavers with more extensive work histories are

likely to leave welfare with a low paying job

and therefore are more likely to return to wel-

fare. The numbers in Table 4 based on speci-

fication (4) show that it is the case that those

who leave welfare with a low paying job are

more likely to return to receiving welfare. In

fact, those with a low paying job are more like-

ly to return to welfare than those with a rela-

tively high paying job and are more likely to

return to welfare than those with no job. The

coefficients on the earnings dummy variables

in Table 4 show that it is not until an individ-

ual has earnings above $3,000 in a quarter that

she is less likely to return to welfare than an

individual who has no job in the initial quarter

after leaving welfare. One explanation is that

those who leave welfare without a job are leav-

ing because they have formed a relationship

with someone who is providing financial sup-

port and that such relationships provide more

long-term support than a low-wage job,

enabling individuals to remain off of welfare. 

While the basic observation that having a

low paying job is associated with return to

welfare is confirmed, it is of interest that the

relationship between the probability of return-

ing to welfare and prior work history is

reduced only slightly when controls for job

are included. Even after we control for indus-

try and firm size, those with more extensive

prior work histories are more likely to return

to welfare. An individual who has sought wel-

fare despite consistent employment is less like-

ly to obtain complete self-sufficiency than one

with little work history. While the work of

Blank and Ruggles (1996) suggests that those

leaving welfare because of employment would

be particularly likely to return, nothing in

prior work suggests the kind of mechanism

we observe here. 

One obvious question about the structure

of recidivism for the 1996-1997 cohort is how

much of the lower recidivism rate is due to

the strong economy. To capture the effect

that differences in economic conditions have

on the rate of welfare recidivism we included

in our model measures of the average unem-

ployment rate in an individual’s county of res-

idence during the two years following leaving.

The results in Table 4 show that cross-county

differences in unemployment rates do have a

significant impact on the likelihood of return-

ing to welfare, with a 1 percent increase in

average unemployment causing between 1 and

1.5 percent increase in the chance of return.

However, including unemployment and the

other county level controls in the regression

has very little impact on the other coefficients.

Furthermore, average differences in unem-

ployment between cohorts are small, so

changes in unemployment plays essentially no

role in explaining the lower levels of welfare

recidivism for the 1996-1997 cohort.

When we compare the estimated impacts of

individual characteristics across the cohorts,

we see that, during this period of dramatic

change in the welfare laws, the basic structure

of the relationship between these variables

and the probability of returning to welfare is

unchanged. Welfare and work time have

slightly smaller impacts in the later cohort, but

these differences are quite modest. Education

and race grew somewhat more important in

predicting recidivism. Finally, we see that the

economic condition of the local labor market

has a smaller effect in the more recent period.
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Overall welfare reform seems to have little

impact on the factors predicting whether

someone returns to welfare. 

VIII. Barriers to Employment

One concern expressed regarding welfare

reform is that it will force into the labor mar-

ket individuals who have a number of factors

preventing them from obtaining consistent

full-time employment. In this section of the

report we examine the relationship between

a number of possible barriers to employment

and welfare recipients’ patterns of earnings

and earnings growth. 

Our analysis will consider, first, how prior

work experience, education, demographic fac-

tors (age and race) and family characteristics

(number and ages of children) influence initial

earnings and earnings growth over a two-year

period. We also examine how the level of

employment, including both constancy of

employment and the level of earnings, influ-

ences the growth in earnings. This analysis

will allow us to determine which of the factors

examined poses the most important barriers

to obtaining employment. To examine the

effect of welfare reform on the estimated rela-

tionships, we will focus on two cohorts of

welfare recipients, those receiving welfare in

fiscal year 1993 (July 1992-June 1993), prior to

welfare reform, and those receiving welfare in

fiscal year 1997 (July 1996-June 1997), after

welfare reform. In contrast to analyses report-

ed above, we focus here on all welfare recipi-

ents and not simply welfare leavers. Before

turning to the results, we should recall that

Section IV showed that, with the exception of

race, there has been very little change in the

characteristics of welfare recipients over the

1990s. This again suggests that, if we do

observe changes in the relationship between

recipient characteristics and the level and

growth of employment after welfare reform, it

is unlikely to be the result of changes in the

type of workers receiving welfare.

To begin the analysis, in Table 6 we present

results from a series of regressions predicting

the level of current quarter earnings as a func-

tion of demographic characteristics. In these

regressions we pool the data on welfare recipi-

ents from each of the four quarters in a year.

Thus, the unit of observation is a welfare recip-

ient in a quarter. Someone who receives welfare

in all four quarters will appear four times in the

regression. We have adjusted the standard

errors to take account of repeated observations

for the same individual. We also include dummy

variables controlling for the quarter the data

refer to, with Quarter 1 being the excluded cat-

egory. We measure the dependent variable in

levels instead of logs so that we can include wel-

fare recipients with zero earnings. 

Looking at the two regressions predicting

earnings we see fairly standard results, in par-

ticular, a positive coefficient on the Nonwhite

variable (which is common among welfare

recipients), a positive coefficient on years of

education, a quadratic relationship between

age and earnings, and a positive of being

located in either a suburban or urban county

(relative to a rural county).

Focusing on the family, welfare, and work

history variables, and comparing across regres-

sions, we see a number of interesting relation-

ships. First, in both periods having more chil-

dren under age 18 is associated with lower

wages. However, the effects are quite small

and not economically important. In 1993 an

additional child under 18 is associated with

$2.53 in lower earnings in a quarter while in

1997 an additional child is associated with
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$13.44 in lower wages in a quarter. In both

periods having a young child is also associat-

ed with lower wages and the effect is similar

in the two periods, but again the effects are

quite small. In addition, in both periods

spending more time on welfare in the last two

years and spending more time working in the

last two years are associated with higher earn-

ings, with the effects being larger for the lat-

ter cohort. While the relationship between

prior work experience and earnings seems

intuitive, the relationship between time spent

on welfare and earnings appears counter-intu-

itive. One possible explanation is that, when

we control for work history, time on welfare

identifies individuals who have combined

work and welfare in the past. This highlights

the fact that by limiting the analysis to indi-

viduals receiving welfare we are identifying

only earnings that do not force individuals to

leave the system. 

One other notable result in Table 6 is the

coefficient on the County Unemployment Rate

variable. In both periods a high unemployment

in a recipients’ county is associated with signifi-

cantly lower quarterly earnings. This confirms

the expectation that, like other low-skill work-

ers, welfare recipients in areas with higher

unemployment are less likely to find jobs. 

The main conclusions from this table are first

that the effect of possible barriers to employ-

ment, such as having many children or young

children, on the level of earnings appears quite

small. In addition, for recipients in both

cohorts, prior work experience has a large, pos-

itive effect on current quarter earnings. In gen-

eral, the estimated impacts of family character-

istics and prior employment level on earnings

remain fairly stable over the two periods.

Finally, we also see that there is a large negative

relationship between the unemployment rate in

a recipient’s county and earnings. 

Table 7 presents the results from our analy-

sis of the relationship between demographic

and family characteristics and earnings

growth. We use the same sample in this table

as we used in Table 6. However, in this analy-

sis we follow those receiving welfare in a given

quarter for eight subsequent quarters, measur-

ing their earnings in each of these quarters.

Each separate quarter of earnings is an addi-

tional observation, so a welfare recipient in all

four quarters of the year will contribute 32

observations to the regressions.15 We again

adjust the standard errors for the possible cor-

relation in the errors for the same individual.

This analysis differs in one critical way from

that reported above. Since earnings are meas-

ured in a subsequent quarter, it includes earn-

ings in a quarter even if the individual left wel-

fare. Hence, there is not a direct constraint on

earnings imposed by sample selection. In fact,

we expect that those with very high earnings

will not be receiving welfare payments. 

The regressions in Columns (1) and (3)

include the same set of controls as in Table 6,

along with controls for earnings in the refer-

ence quarter, a dummy variable for whether

earnings were zero in the reference quarter, a

dummy variable for whether or not the recipi-

ent worked part-time in the reference quarter,

and a variable indicating the number of quar-

ters since the reference quarter.16 With the

exception of the last variable, all of our control

variables are measured in the reference period.

The models in Columns (2) and (4) include a

complete set of interactions between all of the

other variables and the number of quarters

since the reference quarter variable. Since we

are focusing on the role of family characteris-

tics and the level of employment in accounting

for earnings growth, we suppress the coeffi-
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cients on the other variables. Appendix Table

A-2 contains the complete set of results.  

Focusing first on the family characteristics

variables in Columns (1) and (3) we see that

having more children under age 18 and having

younger children is associated with having

lower wages in subsequent quarters, but the

effects are again quite small and are similar for

the two cohorts. Looking at prior time on

welfare, we see that in this specification

spending more time on welfare is now associ-

ated with lower earnings in subsequent peri-

ods for both cohorts, although the effects are

small. Moving from spending no time on wel-

fare in the previous two years to spending all

of one’s time on welfare in the previous two

years is associated with a decline of $87 in

earnings for the 1993 cohort and a decline of

$46 for the 1997 cohort. Looking at the time

spent working variable we again see that

spending more time working in the previous

two years is associated with much higher

future earnings for both cohorts. 

Focusing on the variables measuring initial

earnings and employment we see first that

having higher earnings in the reference period

is associated with higher earnings in subse-

quent periods and the effect is similar for

both cohorts. In addition, we see that not

working in the reference quarter, or working

part-time in the reference quarter is associated

with significantly lower earnings in subse-

quent quarters and again the effects are simi-

lar for both cohorts. These effects are quite

large. In 1997 the average quarterly earnings

for these welfare recipients was $1050, so the

$533 in lower earnings associated with not

working in the reference quarter represents 51

percent of average quarterly earnings, while

the $338 in lower earnings associated with

working part-time in a quarter represents 32

percent of quarterly earnings.17 The coeffi-

cient on the number of quarters since the ref-

erence quarter indicates that, on average,

earnings increase approximately $64 per quar-

ter for the 1993 welfare recipients and $84 a

quarter for the 1997 recipients. 

Turning to the results in Columns (2) and

(4) where we have included interactions of all

of the controls with the time since reference

quarter, we see that individuals who do not

work in a quarter or who work only part-time

in a quarter do experience faster earnings

growth in subsequent periods relative to wel-

fare recipients working in the quarter or work-

ing full time in the quarter. However, the dif-

ferences in earnings growth are small and do

not overcome the initial earnings deficit asso-

ciated with these work status measures. Again,

these results are similar for both cohorts of

welfare recipients. 

The bottom line from the analysis in this

section is that, among welfare recipients,

observable barriers to employment do not

appear to have a substantively significant

impact on either the level of earnings or the

subsequent growth in earnings. What does

seem to have a large impact on both earnings

level and earnings growth is the pattern of

prior employment. Working in more quarters

prior to the reference quarter, as well as both

working in the reference quarter and work-

ing full-time in the reference quarter is all

associated with higher earnings in later quar-

ters. In addition, while some of the effect of

working dissipates over the next eight quar-

ters, it does not go away completely. Even

eight quarters later welfare recipients who

are working full-time in a quarter have high-

er earnings relative to welfare recipients who

were either not working or were only work-

ing part-time in a quarter.
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IX. The Effect of Sanctions 
on Earnings

One of the major recent changes in the wel-

fare system is the use of sanctions or penalties

imposed on individuals for not following the

rules governing welfare recipiency. Prior to

welfare reform, recipiency was governed by a

set of eligibility requirements and individuals

who met them were usually required under

federal law to receive all specified benefits.

However, with the advent of work and other

behavioral requirements, there has been a sig-

nificant increase in the use of sanctions. In

Missouri, sanctioned cases are penalized by a

grant reduction, which in most cases amounts

to about 25 percent of the grant.18 In the

fourth quarter of 1993, fewer than one per-

cent of welfare cases in Missouri were under

sanction, whereas by the fourth quarter of

1997 this rate had risen to almost 11 percent. 

One of the concerns about sanctions is that

they may be imposed on the least able welfare

recipients, possibly driving the least skilled off

of welfare and into the labor market. In fact,

sanctions are associated with welfare exit,

since a sanction increases the chance that a

case leaves welfare by about 50 percent.19 In

order to determine the impact of sanctions on

welfare recipients, we will examine the pat-

terns of earnings and earnings growth of

those who continue to receive welfare after

being sanctioned as well as those who leave

welfare after being sanctioned. Of course the

goal of sanctions is to create incentives for

recipients to pursue employment opportuni-

ties, so this analysis allows us to determine

whether their direct impact is consistent with

this goal. Alternatively, if sanctions do push

the least skilled off of welfare, sanctions may

merely serve to further impoverish those who

have the lowest levels of survival skills. In this

analysis we focus on welfare recipients in the

1997 cohort, since sanctions were almost non-

existent among the earlier cohort.20

The results from our analysis are presented

in Table 8. The results in this table are based

on the same data used in Table 7. In particu-

lar, our sample consists of eight subsequent

quarters of earnings for all welfare recipients

in a given quarter. The model in Column (1)

contains the same controls as the model in

Column (1), along with a dummy variable

indicating whether the recipient was sanc-

tioned in the reference quarter. The model in

Column (2) adds a dummy variable for

whether the recipient has moved off of wel-

fare by the target quarter, along with an inter-

action between that variable and the sanction

variable. Finally, the model in Column (3)

includes a complete set of interactions

between the number of quarters since the ref-

erence quarter and all of the other control

variables. Since our focus in this section is on

the relationship between sanctions and the

level and growth of earnings, we only report

the coefficients associated with the main vari-

ables capturing this relationship. Appendix

Table A-3 contains the complete set of results. 

The coefficient on the sanction variable in

Column (1) shows that individuals who are

sanctioned in a given quarter average earnings

that are $123 lower in each of the next eight

quarters. The results in Column (2) show that

the effect of being sanctioned differs between

those who remain on welfare after being sanc-

tioned and those who leave welfare after

being sanctioned. The coefficient on the sanc-

tion variable in Column (2) indicates that

those who remain on welfare after being sanc-

tioned have quarterly earnings that are only

slightly below other welfare recipients. The
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coefficient on the “Off Welfare” variable

shows that individuals who are off of welfare

in a quarter have quarterly earnings that are

almost $1,000 higher than individuals who are

on welfare in the quarter. Finally, the coeffi-

cient on the interaction between sanction and

off welfare shows that those who were sanc-

tioned and then moved off of welfare have

earnings that are approximately $250 less than

those who moved off of welfare without being

sanctioned. This implies that former welfare

recipients who were sanctioned still have quar-

terly earnings that are $750 higher than indi-

viduals remaining on welfare. 

The results in Column (3) show that individ-

uals who leave welfare have much higher earn-

ings growth than individuals who remain on

welfare. In addition, the earnings growth of

sanctioned recipients who remain on welfare is

similar to other welfare recipients, and the earn-

ings growth of sanctioned recipients who leave

welfare is quite similar to the earnings growth

of other recipients who leave welfare. 

The results of this analysis show that sanc-

tions are not strongly associated with earnings

for those who remain on welfare after being

sanctioned. This suggests that sanctions are not

being imposed on the least-skilled individuals.

While sanctions are associated with lower earn-

ings for those who leave welfare, workers who

are sanctioned and leave welfare still have sub-

stantially higher earnings and earnings growth

than those who remain on welfare. Insofar as

sanctions tend to push individuals who have

fewer market opportunities off of welfare, the

observed differences between these and others

who leave welfare, $250 in quarterly earnings, is

quite modest. In large part, the primary impact

of sanctions is to induce recipients who have

earnings that are close to a level that would

allow them to leave welfare, to exit the system. 

X. Summary and Conclusion

We have eight main findings in this report. First,

consistent with national studies, we find that

there has been a dramatic drop in the welfare

caseload in Missouri after 1994. We show that

this decline is the result of both a decline in the

number of people arriving onto welfare and a

rise in the number of people leaving welfare.

Second, for the most part there has been very

little change in the characteristics of welfare

recipients or the characteristics of those enter-

ing and leaving welfare between 1990 and 1999.

The one exception is race, where there has been

a significant increase in the percent of nonwhite

recipients. Third, again similar to previous

work, we find that there has been a dramatic

growth in the importance of employment for

those in the welfare system. Not only are those

leaving welfare more likely to be working than

in the past but also so are welfare recipients and

those entering welfare. We also show that this

growth in employment has in turn led to a

decline among welfare recipients in the fraction

of their overall income coming from welfare

payments. Fourth, when we examine the earn-

ings of individuals who are working, we do not

find any evidence that welfare reform has

pushed less-skilled workers into the labor mar-

ket. The earnings of those leaving welfare after

welfare reform are higher than the earnings of

welfare leavers prior to welfare reform. In addi-

tion, the earnings of welfare recipients have

risen over this period. Fifth, we find that over

the 1990s there has been a significant decline in

the probability that a welfare leaver returns to

welfare even controlling for observed character-

istics. Sixth, we find that the type of firms

employing welfare leavers has not changed

much after welfare reform. It does not appear

that welfare reform is forcing welfare workers
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to work for low-paying employers. Seventh, we

show that, conditional on being on welfare,

characteristics that are viewed as possible barri-

ers to employment are not associated with

lower earnings or lower earnings growth for

welfare recipients. This is true both prior to and

after welfare reform. Instead, the factors that

account for much of the differences in earnings

levels and growth are the level and consistency

of employment. Finally, we show that sanctions

do not seem to harm those who remain on wel-

fare, nor do they tend to push seriously disad-

vantaged workers into the market. Instead,

sanctions seem to induce those who are close

to exiting the system to move off welfare. 

These results suggest that welfare reform

has not lead to increased hardship for those

on welfare or those leaving welfare. Nor is it

the case that welfare reform has pushed less-

skilled individuals into the labor market.

While individuals who leave welfare in the late

1990s do earn low wages and tend to work in

less stable jobs, this was true of welfare

leavers in the early 1990s as well. If anything,

welfare leavers after welfare reform appear

somewhat better off than welfare leavers prior

to welfare reforms: they earn higher wages

and are much less likely to return to welfare

than previously. Of course, any increased

hardship due to welfare reform may have been

offset by the strong economy in the late

1990s. However, in the face of this strong

economy, the results presented in this paper

suggest that welfare reform has not materially

harmed welfare recipients. 
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Endnotes
1.Recent reviews of the literature on the impacts of welfare

reform and the economy on caseloads are provided in Blank

(2000) and Bell (2001); a broader survey of the literature of

the factors influencing welfare caseloads is provided in

Mayer (2000).  Perhaps the most influential single study is

the Council of Economic Advisors (1999) report, and the

best collection of studies is in Danziger (1999).  See also

Schoeni and Blank (2000) for a broader analysis of the

effects of welfare reform.  It should be recognized that

changes in the federal Earned Income Tax Credit in the

early 1990s also influenced employment and welfare use

(Meyer and Rosenbaum 1999; Grogger 2001).

2.In 1994, the number of JOBS participants amounted to less

than one in ten adult TANF recipients.  By 1997, this num-

ber had increased to one in five The JOBS program was part

of federal legislation, passed in 1988, which required states

to provide job search and training services to AFDC recipi-

ents.  JOBS was first available statewide in 1992, but at that

time only served a small portion of the welfare population.

In 1994, only 10 percent of AFDC recipients received servic-

es under JOBS.  A discussion of Missouri’s early JOBS pro-

gram appears in Koon (1997).  

3.However, something of a reversal of policy occurred at the

end of 1998, with new rules reducing the circumstances

under which sanctions could be imposed and specifying new

requirements that caseworkers meet with recipients prior to

imposing sanctions.  This change, which, along with other

new policies, had the effect of reducing restrictions faced by

TANF recipients, occurred too late to affect most of our

analysis.  While we present some welfare statistics through

1999, our primary indicator of post-reform welfare dynamics

focuses on those receiving welfare in the period July 1996-

June 1997.

4.Beginning in November 1999, the rules were liberalized, pro-

viding an earnings disregard of $120 and 67 percent of earn-

ings for 12 months.

5.The 1998/99 figures that show dramatic growth in house-

hold income for Missouri appear to be a result of sampling

error.

6.A pPayees under 18 years of age isare not included in our

analysis, and so such an individualcases would be coded as a

welfare entry on reaching 18.  Since special rules apply to

payees under 18, we believe it is most useful to view them as

entering a new program at that point.

7. Inclusion of Kansas wage record data is of substantial value,

since approximately 15 percent of the jobs held by welfare

recipients in Jackson County, Missouri (the central county of

Kansas City) were in Kansas.  In contrast, including Illinois

employment would not influence our results. In St. Louis

City, less than 2 percent of the jobs held by welfare recipi-

ents were in Illinois.

8.The quarter indicated in the figures is the fourth quarter of

the year to which the average applies.  The paper’s appendix

includes figures providing original quarterly data correspon-

ding to all figures in the text.

9.Earnings have been adjusted for inflation to 1999, quarter 2.

10.The statistics in Figure 10 aggregate the experiences of

individuals leaving welfare in any of the specified quarters.

For example, those who leave welfare in 1992:3 are fol-

lowed for 1992:4-1994:3, while those who leave welfare in

1992:4 are followed for 1993:1-1994:4.  This means that an

individual who left welfare, returned, and then left again

within 1992:3-1993:2 would be counted as a leaver twice in

this analysis.  (The number of such cases is small.)  We

were concerned about possible differences in the experi-

ences of individuals leaving welfare in different quarters

within each two-year period, and so we calculated statistics

in both panels of Figure 10 separately for each quarter.

Although small differences exist, these are dwarfed by the

differences between the two cohorts.  Figure A-7 presents

these disaggregated results. 

11. Earnings vary substantially from quarter to quarter, in large

part due to seasonal effects.  Since the cohorts graphed in

Figure 11 combine leavers in four quarters, they smooth

these effects. Figure A-8 presents results for leavers in each

of the four quarters in each cohort.

12.We also performed analyses predicting the chance of

returning to welfare within one year, but the results were

substantively indistinguishable from the two-year analysis.

13.The unemployment rate for an individual’s county is meas-

ures as the county-level quarterly unemployment rate aver-

aged over the eight quarters immediately after an individual

leaves welfare.  County-level quarterly unemployment

comes from the Bureau of Labor Statistics Employment

and Earnings data.

14. We have also estimated the model using a continuous earn-

ings measure and a dummy variable for whether earnings

were zero in a quarter and the results were similar. The

mean of this variable is 6 percent in the first period and 5

percent in the second, while the standard deviation is

around 2.5 percent in both.  Hence, there appears to be

substantial variation in the unemployment rate in both peri-

ods.

15.We again include individuals who have zero earnings in a

quarter.  

16. Since we only know the total earnings of an individual in a

quarter, we consider some one as working part-time if their

earnings are such that they would be working less than 35

hours a week at a pay of $5 per hour.  We start measuring

earnings in the quarter after the reference quarter so the

variable indicating the number of quarters since the refer-

ence quarters takes on the values 1-8.

17. This estimate controls for earnings.  Hence, the total bene-

fit of working part-time includes both the impact of earn-

ings and the impact of the part time coefficient.  For

example, based on the model reported in Column (3), an

individual who works part-time in the reference quarter and

earns $1500 is predicted to earn 1500 x 0.39 – 338 + 533 =

$780 more in a subsequent quarter than an individual who

is not working.

18.The size of the sanction penalty was determined by rules

that varied over time and depended on the size and com-

position of the family.  

19.Based on tabulations using administrative data for the state

of Missouri in 1998.

20.Of course, a primary role of sanctions is to provide

incentives for individuals to participate in required train-

ing.  Our focus on sanctioned individuals does not cap-

ture responses by those who undertook training in order

to avoid sanctions.
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