We investigate the extent and implications of cafagibn and marriage among US.
welfare recipients. An analysis of four data s#ie Current Population Survey, the
National Survey of Families and Households, theeP&tudy of Income Dynamics, and
the National Longitudinal Survey of Youth) showgrsficant numbers of cohabitors
among recipients of AFDC. An even more surprisingifig is the large number of
married women on welfare. We also report the resafla telephone survey of state
AFDC agencies conducted to determine state rulesrgimg cohabitation and marriage.
The survey results indicate that, in a number speets, AFDC rules encourage
cohabitation. Finally, we conduct an analysis @fithpact of AFDC rules on
cohabitation, marriage, and single motherhood amtheak evidence in support of
incentives to cohabit.

Many studies have sought to investigate the preduangmarriage bias of the U.S.
welfare system, with particular attention paidte Aid to Families with Dependent
Children (AFDC) program (e.g., Bishop 1980; Danzigeal. 1982; Ellwood and Bane
1985; Hoffman and Duncan 1988; Moffitt 1990; Schul994). These studies are based
on the commonly held view that AFDC benefits arailable only, or at least mostly, to
divorced, separated, or never-married women witlii@n-that is, only to single
mothers. Consequently, the models estimated iretsieslies presume that women face a
stark choice between being married and off welfang, being unmarried and on AFDC.
A general conclusion that can be drawn from thesditure is that the AFDC program
appears to have some effects on marriage and naahtduildbearing, but that the effects
are not large enough to explain the upward trergirnigle motherhood in the United
States in the 1980s (Moffitt 1992).

Another less well-known strand of the literaturs bansidered the impact on family
structure of the AFDC-UP program, the program djger&n approximately one half the
U.S. states before 1990 and subsequently in adisstevhich offers benefits to two-parent
families. Most of these studies suggest that AFDZHas had little or no positive effect,
if not a deleterious effect, on marriage rates (Ga@ and Wissoker 1990; Hannan and
Tuma 1990; Minarik and Goldfarb 1976; Schram andéffian 1988; Winkler 1995).

In this study, we reexamine the question of whetherAFDC program discourages
marriage and encourages single motherhood, asanmsnonly perceived to do. Our
major interest is in examining the extent to whiadmen on AFDC cohabit.
Cohabitation is a separate state and hence cdestdtthird choice in addition to
marriage and single motherhood. Cohabitation an&dfigC recipients has been ignored
in the research literature: Past studies have gindumped cohabiting women in with
single mothers (but see Edin 1991; Gabe 1992; amdtlgv 1994, 1995 for exceptions).
Our study goes much beyond the analysis in theskest, which is often cursory.

We argue that cohabitation among welfare recipisntsore permissible under welfare
rules and is empirically more common than genemallyposed. For example, it is not
widely understood that cohabitation by AFDC motheas been permitted since 1968,



when the Supreme Court ruled that the presenceolfiabiting male cannot be a basis
for denying AFDC eligibility per se; his relationptto the children and the degree of his
economic support to the children must be considéfégshow in our analysis that there
are additional rules in the AFDC program that &tatively conducive to cohabitation.
We also find moderately high rates of cohabitaiorong welfare recipients in the data
sets we examine. These findings place a diffeight bn the existing literature on the
effect of AFDC on marriage because they imply thest studies have been misspecified
by ignoring the option of cohabitation.

Note that recent legislation, passed in August 1&86having taken place on July 1,
1997, removes most of the federally imposed rdgiris on the states regarding
definitions of eligible units. Our study is pertimeo the AFDC program that existed
before the change in law. As we shall see, howexamn before the change, states had
great latitude within federal restrictions to ages governing cohabitors. Hence, our
study is still relevant to the new regime.

Our study is composed of three sections. Firstsuvemarize the existing literature on
theories and correlates of cohabitation, with aspdéocus on the low-income
population, and we report what is known to dateualbohabitation among welfare
recipients. Second, we report new estimates oéxient of cohabitation among welfare
recipients from four data sets: the Current Popuiaburvey (CPS), the National Survey
of Families and Households (NSFH), the Panel Sadidgcome Dynamics (PSID), and
the National Longitudinal Survey of Youth (NLSY).8/lso report the results of a
telephone survey of state welfare departmentsaim lthe rules governing cohabitation in
more detail. Finally, we conduct an analysis of libevAFDC program rules affect
probabilities of cohabitation, single motherhoaoagl anarriage.

BACKGROUND

There has been a significant amount of researchtbeepast 10 years on the
characteristics of, and motivations for, cohabatatiResearchers recognized early on that
cohabiting unions have shorter durations and higkirates than do marital unions
(Bumpass and Sweet 1989; Bumpass, Sweet, and i€h88il; Thornton 1988) and
therefore that cohabiting unions are not on an lggjaae with marital unions. One

theory views cohabitation as a precursor to maunit&ns and as a type of trial marriage
(Cherlin 1992) in which partners gather informat@nsuitability for marriage and the
quality of the match. Evidence against this viewigensive. For example, cohabitors
have higher rates of marital dissolution than decotabitors (Bennett, Blanc, and
Bloom 1988; Bumpass and Sweet 1989; Teachman dodk®01990). Further, some
cohabitors are never-married couples who havedrbad children together, and others
state that they do not intend to marry their par{MeLanahan and Casper 1995). Many
cohabitors also state motivations for cohabitingshsas sharing of household expenses,
that have no direct relationship to trial marri#dBempass and Sweet 1989; Bumpass et
al. 1991). Cohabiting relationships appear to leeexely diverse and are not driven by a
uniform motivation. Thus, there is no single corta@pframework for the role of
cohabitation vis-a-vis marriage.1



Nevertheless, the literature on cohabitation hastiied many correlates of cohabitation.
Cohabitation rates rise with age but peak rathdy @aumpass and Sweet 1989).
Cohabitation rates are also strongly correlateti véite, educational attainment,
religiosity (particularly Catholicism), and familyackground variables, such as the
educational levels of the parents and whetherrtiidual comes from a single-parent
family (e.g., Landale and Forste 1991; Lillard,@rj and Waite 1995; Raley 1994, 1995;
Thornton, Axinn, and Hill 1992).

One gap in the literature on cohabitation is atineddack of attention to the low-income
population, for whom patterns and motivations mayltfferent than for middleand
upper-income populations. To be sure, evidenceesigghat cohabitation rates are
higher among those who are less educated, thasewedfare and single-parent families,
and those whose parents have low levels of educéBiompass and Sweet 1989;
Bumpass et al. 1991). Still, an interesting questi@t has not been examined in depth is
whether cohabitation in low-income populationsvsreless likely to be a trial marriage
and more likely to be part of a series of cohabit@lationships, none of which lead to
marriage. Given the lower rates of marriage inlthneincome population, this seems
plausible. For example, one theory emerging froenrétent work on nonmarital
childbearing has posited that, in populations \@itimbalanced sex ratio, equilibria can
occur in which men and women with low wages and fedwor market opportunities
have permanently low marriage rates and high @tasnmarital childbearing (Willis
and Haaga 1996). This is consistent with a perntsstate of transitory cohabiting
relationships.

Another gap in the literature on cohabitation consehe relationship of welfare to
cohabitation in the low-income population. Mostlod research on welfare and the
family has focused on welfare's relationship tonmge. The few studies that have
examined cohabitation and marriage among welfanpients have not given
cohabitation systematic attention. In interview#ws0 welfare families in Chicago, Edin
(1991) found that both cohabiting and noncohabibiogfriends were a significant source
of income support for welfare mothers trying to ma&kds meet. In a more formal
analysis, Gabe (1992) used the 1987 and 1992 CBStoximate cohabitation rates
among welfare recipients (the CPS gives only am@amate answer because it does not
ask explicit questions about cohabitation) and tbtirat about 7% of AFDC mothers
were cohabiting compared with about 8% of all mothdy families; thus, he found only
a small difference. In a rare attempt to estimiageetffects of welfare benefits on
behavior, Winkler (1994, 1995) used data from tl&N to examine the effect of the
AFDC and AFDC-UP programs on cohabitation and enféinmation of two-parent
families. She found the programs to have no skedidf significant effect.

Many questions remain regarding welfare and cohtbit. We furnish a new
examination of three aspects of the issue. Firstpmvide systematic information on the
extent of cohabitation among welfare recipientsnfroultiple data sets in order to
determine whether cohabitation while on welfara tcommon phenomenon. This line of
inquiry supplements and extends the work of GaB8Z1L Second, we provide new
evidence on the rules of the AFDC program govercigabitation and marriage. Most



studies have not attended to this issue but havke mm&orrect assumptions about the
rules. Third, we estimate a simple cross-sectior@alel of cohabitation based on the
types of equations estimated in previous studi¢sigeplemented with variables for the
level of AFDC benefits and with variables measumvedfare incentives to cohabit. Thus,
we extend the work of Winkler ( 1994, 1995) to mde¢a sets and with more extensive
specifications.2

WELFARE
Cohabitation Among Welfare Recipients

We examined four data sets to estimate the exterghmbitation among AFDC
recipients: the CPS, the NSFH, the PSID, and th8¥ILEach of these data sets has
advantages and disadvantages, and none is supeaibrespects to the others. The CPS
contains the weakest measures of cohabitatiorrihjps only the determination of
whether two opposite-sex adults live in the sam8 @8usehold. Thus, it cannot be used
to determine the exact nature of their relationshige CPS, however, has the largest
sample size and yields the most representativangicf the U.S. population. The NSFH
contains the most reliable information on cohalmtabecause it was designed to explore
living arrangements of individuals in the Unitect®s, but contains the weakest
information on welfare receipt. For example, in swing welfare receipt, the NSFH
combines AFDC and food stamps. In addition, we us¥d the first wave of the NSFH,
as the second wave was not available at the tinoerc@nalysis. Therefore, the NSFH
does not provide panel data. The PSID is a pandy/stnd has asked questions about
cohabitation since 1976, but the survey is housebated and hence does not contain
accurate information on all cohabiting relationshiathin a household. The PSID,
however, contains superior information on welfaeeipt. The NLSY is also a panel
study, and uses a straightforward question abcwhitation asked of all respondents. It
also contains economic information on cohabitingesial he major aim of the NLSY,
however, was to measure labor market characteyigtid not living arrangements, so it is
not clear that its cohabitation measures are agatecas those in the NSFH. In addition,
the NLSY samples only young men and women and heoica broad age range of
adults.

Tables 1 and 2 present the cohabitation and marretgs3 for women on welfare aged
18-55 (aged 22-29 in the NLSY) in each data segiibver 1987 or 1990, depending on
the survey. Appendix A provides more detail on esugtvey's wording of the question
regarding cohabitation, definition of AFDC receipihd treatment of other important
issues.

The percentages presented in Table 1 suggestthaRDC caseload is more diverse
than is usually perceived and contains signifigartentages of both cohabitors and
married couples. Among all women aged 18-55, cahabn rates are fairly uniform
across the CPS, NSFH, and PSID, ranging from 8a%2%. Cohabitation rates are
higher among those who are under age 30 than aaibtigpse in the sample, but there is
no consistent difference between those with less ghhigh school education and the



sample as a whole. Rates are also somewhat higtiee NLSY, which includes women
only in the 22-29 age range, who may have highkalitation rates than those at other
ages. For women under age 30, with less than aduigbol education, and with children
under age 18,4 however, cohabitation rates (ranb@ 7%-23.8%) are higher than for all
women in all data sets except the CPS, the lebable of the four surveys for measuring
cohabitation.

The lower panel of Table 1 shows that 19.6%-30%ahen receiving AFDC are
married, with the spouse present. (Note that mgerand cohabitation are mutually
exclusive categories by our definitions.) Howetke 30% figure from the NSFH is an
overestimate because the definition of welfaremmean the NSFH includes food stamps,
a program for which married couples are eligibtelded, when marriage rates in the
PSID and NLSY are recalculated including food stamljong with AFDC, marriage

rates rise almost to equal those in the NSFH. Nkghksss, the marriage rates in the other
data sets are surprisingly high-up to one quaftess-educated women in the NLSY.

These high marriage rates also imply that the ctdiadn rates in the upper panel of
Table 1 are even higher if recomputed as a pergerdbunmarried women. Among
unmarried women, cohabitation rates are one fiftarte third higher than those shown in
Table 1, and are as high as 32% for the less-eeldigaoup of NLSY women.

The definition of AFDC in these tabulations is peshatic because welfare receipt is
defined as receipt of benefits at any time durhreggrior calendar year, whereas
cohabitation and marriage are defined as of thervigw date (a common difference in
many surveys). We can investigate this issue oily the PSID and NLSY, which are
panel studies that include retrospective questdmrsch interview concerning the exact
months of AFDC receipt in the prior year. The CPR8 BISFH do not permit such an
adjustment. Table 2 reports cohabitation and nmgeriates in the PSID and NLSY when
AFDC receipt is measured as of the quarter of 887 interview using the retrospective
welfare questions in the 1988 interview. The lop@nel of the table shows that marriage
rates are considerably lower than those in Talbiddn this change is made, but are still
as high as 18% for some groups. The upper par&lde 2 shows that the cohabitation
rates from the PSID are considerably lower thasehn Table 1, but rates of
cohabitation from the NLSY are similar across the tables. It is unclear why the two
data sets differ in this respect. Neverthelessalation rates are still as high as 12% in
the PSID and up to 26% in the NLSY, and are upni fdth higher among unmarried
women than among all women.

Table 3 shows cohabitation and marriage ratesapépulation of mothers in the two
data sets, (only 7% to 9% of these women are on@FD is not surprising that
marriage rates are much higher in the general ptipnlthan among those on AFDC.
Cohabitation rates are considerably lower in theega population, consistent with prior
literature finding higher cohabitation rates in tbeer-income population.

Thus, cohabitation rates and marriage rates amaéiigCArecipients are not as high as
would be found in a crude analysis (Table | ) betlarge enough to warrant further



study of cohabitation among welfare recipients. iWestigated a variety of data-related
and minor program-related explanations for thekively high rates. These issues
included examining the effects on our cohabitatiod marriage rates of (1) extending
the age limit for AFDC eligibility through age 18hildren who are 18 can be included in
the AFDC unit if they are full-time students); @jcluding "other welfare" from the
AFDC receipt definition, where possible (see Apperdfor a discussion); (3) defining
AFDC receipt for the household rather than forithsband or cohabitor (if present) in
addition to the woman; (4) counting all childrertle household rather than the mother's
own children (sometimes women can receive AFDCdigidgpa caretaker adult for
children other than their own); and (5) checkingi@men with disabled husbands, who
are eligible for AFDC. We found that these factgeserally changed the cohabitation or
marriage rates by about 1% or less. What is céiedherefore, is a reexamination of the
rules of the AFDC program regarding cohabitatiod ararriage.
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Cohabitation and Marriage Rules in the AFDC Program

Until recent (1996) federal legislation, eligibjliand benefit rules in the AFDC program
have been a mixed federal-state responsibility.f€deral government typically imposes
certain restrictions that the states must follout, the states are free, within those
strictures, to set whatever rules they wish. Thisqiple also holds for rules governing
cohabitation and marriage.

For example, regarding marriage, in 1961 the fédgraernment began allowing states
the option to offer the AFDC-UP program-which pies benefits to two-parent
households-in addition to the "AFDC-Basic" prograuich provides benefits to single-
parent familiesbut did not require the states tsalolhe existence of the AFDC-UP
program only partly explains the presence of mdmemen on AFDC: Only about one
half the U.S. states had an AFDC-UP program in {88Yugh concentrated in large
states). More important, federal statistics indidhiat the percentage of AFDC
households who are on AFDC-UP (versus AFDC-Basas)rtever been more than about
10% (U.S. House of Representatives 1988:430). Almlbsf the percentages married in
Table 2 are significantly above 10%.5

Regarding cohabitation, the most important AFDCgpan rule to note is that
cohabitation among single mothers has not beerilpteth since the late 1960s and early
1970s. Before 1968, many states did not allow woareAFDCBasic to have an adult
male-whether a stepfather to the children, a raddie.g., natural father) of the children,
or a cohabitor-living in the household; the pregeoica male was deemed sufficient
grounds for ineligibility for AFDCBasic. In 1968dtSupreme Court eliminated the so-
called "man-in-the-house" ineligibility rule anded that, for determining a child's



eligibility on the basis of an absent parent, aatxtor (or even a nonadoptive stepfather)
could not be considered a substitute parent. Maatgs however, continued to count
cohabitor (and stepfather) income in determiningitality and grant amounts. In 1970
the Supreme Court struck down these provisionsedls miling that evidence of actual
contributions by the male was required before atgrauld be reduced.
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Nevertheless, states may consider the income, nreesgytand contributions of male
cohabitors, within the scope of the law, in detering eligibility and benefit levels, just
as states might for any adult in the householdiwithhich the AFDC unit resides. States
are allowed considerable latitude in determinirgries governing such treatment; thus
cohabitation could still be de facto made difficlnfortunately, state rules in this regard
are not adequately documented in official publmadi To remedy this lack of
knowledge, we conducted a telephone survey of tHie@agencies in the 51 U.S. states
and jurisdictions in the summer and fall of 199®%htain information on state rules
governing cohabitation both in the AFDC-Basic arfeDE-UP programs. Our survey
asked questions regarding the eligibility ruleseggonng cohabiting women, the treatment
of cash and in-kind contributions by male cohalsitand the relation of the AFDC-Basic
and AFDC-UP programs in these respects (a mordetbtdescription can be found in
Moffitt, Reville, and Winkler 1995).

Our survey uncovered four aspects of AFDC ruleslibar importantly on marriage and
cohabitation. First, we confirmed Winkler's (19%8) finding that the distinction
between AFDC and AFDC-UP is not based on marriages@ but on whether the natural
father of the children is present in the househ@dardless of whether he is married to
the mother. When a male cohabitor is present whizeisiatural father of the children, the
mother and the children are ineligible for AFDC-B&sinless he is disabled), but the
family unit (including the father) is eligible fé&¢FDC-UP and must apply for benefits to
that program. AFDC-UP has considerably more stnhgeeome and employment
eligibility conditions than does AFDC-Basic: Unlike AFDC-Basic, in AFDC-UP the
unemployed parent must have a history of employnsert the income of both parents is
automatically counted in full. Further, AFDC-UP hat always been available in all
states. Thus, cohabitation is not quite as favgrabhted as one might think. On the
other hand, in married families in which the husbana stepparent rather than the
natural father of the children, the mother anddigidren are eligible for AFDC-Basic in
all but seven states (in those seven, steppaneritida must apply for AFDC-UP). This
makes eligibility for married couples somewhat miarably treated than expected and
could explain the presence of many married famdieA\FDC. Table 4 summarizes the
basic eligibility categories in the AFDC-Basic ahBEDCUP programs.



Second, we found that although mothers and childréamily units in which either a
stepfather or a male cohabitor unrelated to thieli@n (henceforth referred to as
unrelated cohabitors) is present are eligible fBDL-Basic, the income and
contributions of the cohabiting males are treatedenteniently than are those of the
stepfather. As required by federal regulations tagen the Supreme Court decisions
mentioned previously, no state automatically inelkithe income of male cohabitors
against the AFDC grant amount. In 1981, howevendgess overrode the 1970 decision
and mandated that a portion of stepfather incomst tmelcounted against the grant. But
for unrelated male cohabitors, there must be egiel@fh an explicit contribution before
grant reductions can be made. Thus, a cohabitiogleclaiming that the male has made
no contributions to the woman and her children Wodt experience grant reductions or
loss of eligibility. This differential treatment stepparents and cohabitors is particularly
relevant in light of the changing character of &eplies as described by Bumpass,
Raley, and Sweet (1995).

Third, we found that contributions made by unrelateale cohabitors to the woman and
her children, even if reported, are almost alwgy®red if they are for in-kind purposes-
usually for payment of rent-and that even cashrdmrttons are often ignored. Appendix
Tables Bl and B2 detail each state's policies @iggrcontributions for shelter and cash
contributions, respectively. For example, if theler@habitor directly pays the rent (or
other shelter expenses) for the woman and herrehildlmost all states (35) make no
adjustment in the grant amount. Most other stadaae the AFDC benefit if the woman
makes partial contribution toward rent, even i§ibnly a small portion of the total.6 The
treatment of cash contributions by cohabiting madsss lenient: Cash contributions
made by the cohabiting male "to meet the needseoivboman and her children” (i.e., she
can spend the money any way she chooses) are dagdest the grant. Even here,
most states (27) do not count such contributioasnag the grant if they are intended to
pay for shared household expenses (i.e., rentghold supplies, food, and other
provisions), however. Because distinguishing thesss of cash contributions from
purely discretionary uses is difficult, if not img®ible, in practice, contributions in those
states are likely to be ignored.7
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Fourth, we found that five states have some typetific cohabitor policy apart from
grant adjustments on the basis of actual contobagtieven though this seemingly
violates federal law. In three states an unrelatdthbitor is required to make
contributions either toward shared living experme®ward the needs of the woman and
her children if he is not making them already.vito bther states, the grant amount is
reduced on the assumption that the cohabitor wmalkle payment of his share of the
rent. Thus, cohabitor policies are somewhat lasigi in these states, but they are the
exceptions rather than the rule.



These findings may explain the high percentage®bébitors on the AFDC rolls shown
in Tables | and 2. Further, if these rules arewwdt enforced, the treatment of cohabitors
is even more lenient than we have found. Althourggnd is no systematic information on
this question, the difficulty of making many of tlistinctions in the law and the seeming
ease with which the rules can be evaded suggdstiif@cement may not be effective in
any case.

In sum, our survey provides evidence that, in rstates, cohabitation is treated quite
leniently by the AFDC program, provided that théabiting male is not the natural
father of the children. That is, most states impadg#st no grant penalty if he pays the
entire rent, and more than one half of the stabg®se no penalty if he contributes cash
toward household expenses. In only a few statas edditional financial obligation
imposed on the cohabiting male in the absencemfibaitions. In light of these rules,
the high cohabitation rates among AFDC recipiergsnat surprising.9

Consistency of the PSID and NLSY Data With AFDC é&ul

Our survey findings imply that certain patternsiahg arrangements and welfare receipt
should be found in the data. For instance, a ctihgbtouple comprising a woman and a
nondisabled man who is the natural parent of althefchildren should receive AFDC
only if they are in the AFDC-UP program and heniby df they are in a state providing
AFDC-UP. Our survey findings also explain why a neat woman may be found on
AFDC, even if she does not live in a state prowgdi-DC-UP: This can occur if the
husband is a stepfather. Finally, the rules noweredar that the income of the male is
treated differently depending upon whether he israrelated cohabitor, a stepparent, or a
natural parent (married or cohabitor). An exammabf the income of the men in AFDC
households should show patterns consistent wigethdes if our interpretations are
correct.?

We examined only the PSID and the NLSY for consisyawith the rules because only
those two data sets can be used to determine wheetheman is in a household
receiving AFDC in the quarter of the interview. T@b shows our findings on the
relationship of the husbands and cohabiting maleélse children. Among cohabiting
women on AFDC, we found that about one half wer@dj with men who are the natural
fathers of at least one of the children. Thus, =btest with the AFDC-UP rules, we
found that unmarried women living with the fathefgheir children are indeed eligible
for AFDC. In addition, the table shows that aboog difth of men in married families
receiving AFDC are stepparents, consistent withfiodiings that AFDC rules permit
such families to be on AFDC. The distributionshie NLSY and PSID are quite similar.
Tabulations from the NSFH, albeit defining welfageeipt as of the prior year, show a
similar mix of natural and nonnatural fathers amoalgabiting and married AFDC
women. "

An important question is whether the women livinggmnondisabled cohabiting males
who are natural fathers to the children are on ARIF; as required by the rules, and
whether the women married to stepfathers who areatoral parents are on AFDC-



Basic rather than AFDC-UP (exeat with the AFDC taitincluded in the official food
stamp household, implying that his income and assgfbe considered in the

calculation of eligibility and benefits. Stepfateend natural fathers are treated even less
leniently because they are automatically includgethe food stamp household, whether

or not they eat with the AFDC unit.

10. Our data are were collected in 1987, whereasubes survey was conducted in 1993.
This could be problematic if the rules changed akierperiod (we chose 1987 for all
surveys because the initial NSFH wave was conduntdtht year). However, the 1993
rules are quite similar to those documented by kkris et al. ( 1989) for the early 1980s,
and a comparison we conducted of the 1993 ruldstiviise in the 1990-1991 U.S.
Department of Health and Human Services publicati@haracteristics of State Plans
for AFDC," indicated little change for the rulegldcumented. In addition, although the
rule for disregarded cash contributions for shdr@asehold expenses was made official
in 1989, many of our respondents told us that aleelmad been followed earlier in their
states.

I I . The quality of the reports of whether a migl@ biological father of a child is open to
guestion, and it may be that the percentage ofwienare natural fathers is greater than
suggested by our tabulations. cept in seven stdiefyrtunately, we cannot accurately
answer this question with our data because AFDGAUM87 covered approximately
90% of the AFDC caseload. Consequently, almoghallAFDC families in our data live

in states providing AFDC-UP. In addition, sampleesiin the data sets are too small to
yield reliable estimates for the number of obseovet that are inconsistent with the rules.

Another issue regarding the rules concerns thenedevels of husbands compared with
those of unrelated cohabiting males. In the PStidelated cohabiting men in AFDC
households have mean annual earnings of $10,6dwsbands have annual earnings of
$4,737. The smaller value for husbands may resutt the requirement that husbands'
income be counted against the AFDC grant regardiiea$iether he is a natural father or
stepfather, whereas this is not the case for ueetleohabiting men. Consequently, when
husbands and unrelated male cohabitors have the samings, married couples are less
likely to be eligible for AFDC than are those whzhabit. The PSID also indicates that
52% of cohabiting males in households receiving &Ride employed in the week of
interview, again indicating considerable evidentkbor force and income-generating
activity among cohabiting men. The NLSY shows samflgures. Unfortunately, the
NLSY did not ask the same earnings and income mussdf husbands and cohabitors in
1987, so they cannot be compared with each ottwth, Bowever, are over $6,000
annually. Among cohabiting males in the NLSY liviwgh women on AFDC, 66% were
working at the time of interview.

EXAMINATION OF INCENTIVE EFFECTS

Theoretical Incentive Effects



Our study of the state AFDC rules revealed thaabdahtion, at least with men unrelated
to the children, is generally treated lenientlyeThcome of such cohabitors is not
counted against the grant, rent payments the m&esrae rarely counted against the
grant, and in more than half the states even aastrilbutions are often not counted
against the grant. Therefore, there seems to lgméicant monetary encouragement to
cohabitation while on AFDC that has not been recaaghin the research literature on the
program.

That cohabitation is a viable and perhaps attraclternative implies that models of the
incentive effects of the AFDC program on livingargements should consider not a
twofold choice between single motherhood and mgeridut a threefold choice between
single motherhood, marriage, and cohabitation. fraimework leads empirically to a
three-way multinomial choice model. The relativigient cohabitor rules imply that the
incentive to cohabit is increased relative towe alternatives. Cohabitation with an
unrelated male is encouraged relative to marriggalise marriage would ensure that the
male's income be counted against the grant acaptdithe stepparent rules in AFDC-
Basic (or, in seven states, the couple would beefbto comply with the even more
restrictive rules of the AFDC-UP program). Cohatoata is encouraged relative to single
motherhood because cohabiting couples benefit #comomies of scale in household
expenses and from the income of two persons insttade, yet the grant is not
necessarily reduced to compensate.

None of these incentive effects apply to the chbieveen cohabitation, marriage, and
female headship when a natural father is involWtedhat case, the choice is between
being on AFDC-Basic as a single mother and beintherAFDC-UP program, whether
married or cohabiting; and that choice is not déddy the cohabitation rules governing
unrelated men that we have discussed. Howeveéiitive effects operate at the more
fundamental level of whether to cohabit with or rgaa natural father versus to cohabit
with or marry an unrelated male, there is a fivid fdhoice confronting a woman with
children: to cohabit with an unrelated male, toman unrelated male, to cohabit with a
natural father, to marry a natural father, or ¥& las a single mother. In this situation, the
relatively lenient rules that apply to cohabitatieith an unrelated male provide an
economic incentive to choose this living arrangenoser cohabitation with the natural
father of one of the children.

Empirical Tests

Using the PSID and the NLSY, which permit idenation of AFDC receipt in the

guarter of the interview, we can examine empiricalhether cohabitation and marriage
rates respond to AFDC benefits levels and the mégarding cohabitation. Using a
three-way classification, we first estimated mutmal logit models for the determinants
of partner status: cohabiting, married, or neitBercause our focus is on welfare, we also
estimated multinomial logits for the joint decisiohpartner status and welfare status.
We then considered estimation of models that sépalzservations according to whether
cohabitation and marriage are with natural fathdge that, because both welfare



participation and partner status are choice vasmbhd are jointly chosen, neither should
appear as a regressor in an equation for the other.
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For control variables we drew on the large literaton marriage (e.g., Lichter, LeClere,
and McLaughlin 1991; Lichter et al. 1992; Mare &Mohship 1991) and cohabitation
(e.g., Bumpass et al. 1991, Lillard et al. 1995ndhg the variables that have been
identified as basic demographic correlates of rageriare age, education, race, the
presence of children, employment opportunitiehedtate of residence, the ratio of
males to females, the ratio of employed men to wgraad urban residence. The
literature on cohabitation has shown that race, age education are important
determinants of cohabitation. Religiosity and fatméckground variables are
determinants of cohabitation and marriage. We ohedliof all these variables in our
model (see Appendix Table C | for the list of vates and means).

Our sample includes all women aged 18-55 in thé®RSId all women aged 22-29 in the
NLSY with children under age 18. The sample sinaghé PSID and NLSY are 1,258
and 1,430, respectively. (We include observatiarlyg b they have nonmissing values
for all variables.) Small sample sizes of cohaBiteamper the analysis: There are only
43 cohabiting women in our PSID sample and 82 mNILBY sample. This leads to
large numbers of insignificant coeffcients and gealtyg weak results if many variables
are entered into the equations.

Table 6 shows multinomial logit estimates for theeecategory partner-status variable
for the PSID, and Table 7 shows the correspondstignates for the NLSY. We show the
results of two specifications: (1) a "small" modehich includes only variables for age,
education, race, and children, and the AFDC beraefid (2) an "extended" model, which
includes variables for the local marriage markaigiosity, urban residence, and family
background. The majority of the coefficients in #mall model which are significant fall
in magnitude and significance in the extended model show the small models because
the small sample sizes of cohabitors make it diffito obtain significant results in
extended models (e.g., few variables in the cohtbit equations in those models are
significant at conventional levels).

Results from the small models indicate that maeripgpbabilities relative to single
motherhood are positively related to age, educatiod the presence of young children
and are lower for blacks than for nonblack wometheésample. We also find that
marriage probabilities in the small models are tiegly related to the level of the state
welfare benefit, consistent with recent researadwsig some effect of welfare on
marriage in cross-sectional regressions. The magmiof the effect is modest, however:



A $100 increase in the monthly benefit reduces iagerprobabilities by no more than 5
percentage points (NLSY) and by as little as 2/sq@age points (PSID).

The small model results show that cohabitationsregative to rates of single
motherhood are negatively related to educationamadower for black women than for
nonblack women; cohabitation rates relative tolsimgotherhood rates are not
significantly related to the level of state welf&enefit. Relative to marriage, however,
the level of state welfare benefit is positivellated to cohabitation, and this effect is
statistically significant in the NLSY (results reltown; significance of difference in
coefficients are shown in the cohabiting and mdrdelumns in Tables 6 and 7). This
finding is consistent with the incentive effects siscussed earlier.

The results for the extended models are generabker, although the benefit effects in
the NLSY remain significant. Few of the additiosahtrol variables are significant at
conventional levels. We tested a variety of diff¢rgpecifications without any change in
the tenor of the results. Additional variablesedsncluded the state unemployment rate,
the number of times church was attended (PSID pahg family income of parental
family (PSID only). None were significant. We alested variables for high school and
college graduation for parents in both data sedsf@annd that college variables were
slightly more significant in the NLSY than in th&B and high school variables were
slightly more significant in the PSID than in th&3l; neither set of variables affected
the benefit coefcients, however.

Tables 8 and 9 show estimates for the joint chofqeartner status and welfare
participation, estimated as a sixcategory multiradnaigit (on or off welfare, and
cohabiting, married, or single mother) for seleatedfficients (see Appendix Tables C2
and C3 for logits for welfare participation estim@ialone). This is our preferred
specification because our model implies that ineergffects work through welfare
participation. Thus, we expanded our specificatmimclude additional welfare-related
variables: (1) variables for whether a state adbptekind Policy A or Policy B for
contributions by unrelated cohabitors, where Poldg the most lenient and Policy B is
the second most lenient policy (see Appendix Talie(2) a variable for whether the
state disregarded unrelated cohabitor cash cotiilgimade for shared household
expenses (see Appendix Table B2); and (3) a variablwhether the state has a specific
policy toward cohabitors (five states-Californiaartéas, South Dakota, Oregon, and
Virginia-have such policies). The first two variablshould increase incentives for
cohabitation while on welfare, and the third valgashould discourage cohabitation. In
addition, we included a policy variable to identifyrether an individual lives in a state
with an AFDC-UP program.

Our estimates with these variables entered botilysand in combination indicate no
significant effects of either the variable for casimtributions or the variable for
cohabitor policy. In part, the lack of effect osbacontributions may follow from the fact
that the federal government officially agreed tattholicy only in 1989, after our data
were collected. However, states were presumabdyitig cash contributions partly in
that fashion before 1989 (see Moffitt et al. 1999)e lack of any effect of cohabitor



policy may arise from its presence in only fiveta$a states that may differ from the rest
of the country in many other ways as well. In addit for neither of these variables do
we have information on how common they are in tgetoad, or on how effectively they
were enforced.
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The variables representing in-kind contributioresjlhowever, have a more systematic
pattern of effects across the many different mggectifications we estimated. As
indicated by the coefficients from the small moadielthe in-kind variables in Tables 8
and 9, states with either the very lenient PolicgrAhe moderately lenient Policy B
tended to be associated with higher rates of comdpiwelfare with cohabitation; the
coefficients maintain their signs, but lose sigrdfice in the extended models. There is
no strong difference, however, in the coefficidmsween states with Policy A and those
with Policy B, perhaps because the policies arecéffely the same. Specifically, women
in states with Policy B may make sufficient contitibns of their own to avoid grant
reductions. An anomalous effect appears in the PBH2re the in-kind variables are
associated with higher cohabitation rates for thusteon welfare than for those on
welfare; this may be a spurious correlation frobrms@mitted state-level characteristic.

Table 8 also shows that the presence of a stateCAFDprogram is associated with a
higher likelihood of being on welfare and marriedhe PSID (at least in the small
model). This finding, unlike much prior researchtbis issue, suggests that AFDC-UP
encourages marriage. There is some indicatiorthisafinding is a result of our having
broken down marital status by welfare status: Wierestimated simple married/not
married logits-that is, the type of specificatictimated in previous research-the
coefficient on the AFDC-UP variable in the PSIDtlsgnificance. However, the results
from the NLSY, both in Table 9 and from married/nwdrried logits, are quite different
and are inconsistent with the PSID in this resgecaddition, there are several
anomalous AFDC-UP coefficients in the tables. Cquoeetly, our findings on AFDC-UP
are only suggestive, and deserve further investigat2



Finally, in results not reported here, we attemptedonduct a more detailed analysis of
the determinants of cohabitation and marriage bynating multinomial logits that
stratify the six outcomes in Tables 8 and 9 by Waetfor cohabiting and married
women, the male in question was the natural fathat least one of the children.
Unfortunately, this leads to a model with ten oateocategories, and our sample sizes
proved too small to provide reliable estimategshmPSID, for example, we have only
six unrelated cohabitors, three stepfathers, agiat eelated cohabitors on welfare. These
correspond to sample frequencies of .015, .008,@21 respectively, which are far too
small to provide reliable equation estimates. Waedfore leave this topic for future
research with a larger data set.

SUMMARY AND DISCUSSION
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Our investigation of cohabitation and the U.S. AF@Ggram yielded several findings.
Four data sets reveal si nifcant cohabitation ratesng women on AFDC, as high as
12% to 26% for some age groups. We were surprsédye found fairly high marriage
rates among women on AFDC as well. In addition réselts of a telephone survey of
the states reveal that AFDC policies are oftenegiemmient with regard to the presence of
unrelated male cohabitors in the household of woamreAFDC, and that most states
impose few, if any, grant reductions in the presesfcsuch cohabitors if they make
contributions to rent payments or for shared hoolkkéxpenses. The 1987 PSID data
suggest that men cohabiting with women receivin@&Kand not related to her
children) had in excess of $10,000 in annual egsaompared with less than $5,000 for
husbands. A brief examination of the relationstepaMeen cohabitation rates of women
receiving AFDC, and the leniency of a state's rtd@grd unrelated cohabitors revealed
only weak evidence in support of incentive effects.

Our analysis has only scratched the surface of wgheatomplex social phenomenon.
Perhaps the major gap in the analysis is the iitvabdl delineate more fully the nature of
the relationships between the cohabiting womennaeil in our sample. There is an
enormous range of relationships, from long-termblst partnerships with integrated
economic relationships, to temporary cohabitatiitk only casual economic
exchanges. Thus, for example, the permanencerwitivey nature of the relationships
cannot be established with our data. Nor do oua Have any direct information on
intrahousehold economic relations, sharing of ine@nd other resources, or sharing of
expenses. Yet, the effect of welfare rules on gvamrangements, as well as the socially
optimal design of welfare rules, should depend gaw the answers to these questions.

A second major gap in our analysis is the lack@drimation on how the AFDC program
treats AFDC households in practice, regardleshebfficial rules. Many of the



respondents to our AFDC agency telephone survewgubiout the unenforceability of
many of the rules governing the treatment of incame resources. In addition, although
anecdotal evidence suggests that most AFDC howsehale unreported income and
thus violate the rules of the program (e.g., E®A1)), our investigation of the rules
revealed that in many states it is relatively éasyohabiting males with substantial
income to live in AFDC households and to make siggut contributions to the woman
and her children without having the AFDC grant re@etliand, more important, without
violating the letter of the AFDC regulations. Thstohction may be difficult to make in
practice, but it is important to make in principlecause it affects our view of whether
AFDC households abide by the rules or commit fralrekse issues provide many
opportunities for future research.

A third issue concerns what AFDC policy should d@ormative question that we have
not addressed. The preferred treatment of cohaiitabhd marriage by the welfare
system is affected by a tradeoff between equityittEmations and neutrality (or
"efficiency,” in economic parlance) consideratioNsutrality considerations imply that
the government should attempt to stay neutral veiipect to individual decisions
concerning living arrangements and should pernditviduals to cohabit without
encouragement or discouragement from governmeigyp&ut equity considerations
imply that if children in cohabiting families aretber off than children in single-parent
families, either because additional income is add or because household expenses
(per person) are lower, those children should veckeiwer benefits. If benefits are lower
for children in cohabiting families than in noncoitang families, however, the neutrality
principle is violated because cohabitation is disaged relative to what it would be in
the absence of any welfare program. An analog@aetff exists for the treatment of
married and unmarried families. How the governnséiauld balance these
considerations has not been systematically thooghlbecause the incentives for
cohabitation among welfare recipients have not lsedject to sufficient public attention.

A fourth topic for future research concerns theef of the 1996 Personal
Responsibility and Work Opportunity Reconciliatidot. Although the legislation
contains no specific provisions relating to marei@g cohabitation, states are even more
free than they had been previously to set their nves. For example, states may now
choose to treat cohabitors less leniently becdwsedre not bound by federal law
restricting their treatment and because a lessrgaad¢reatment may reduce the welfare
rolls, a goal of many states. Future analysis eramgithe effects of the policies the
states choose would be desirable.
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[Footnote]

1. One way to conceptualize the alternative viests iposit cohabitation as either a
substitute for marriage or a complement to marriagéhe former case, variables that
increase marriage rates decrease cohabitation véeteseas, in the latter case, variables
that increase marriage rates also increase coliahitates (relative to being neither
married nor cohabiting). Addressing this issue waeluire comparing the signs on
common variables in the two equations, which hasren systematically conducted in
the literature (see Raley 1994 for an exception).

[Footnote]

2. In research conducted after our work was coragldtondon ( 1996) and Hilton and
Shelton ( 1996) used the Survey of Income and Rrodrarticipation and the PSID,
respectively, to examine the effect of welfare ohabitation. These authors, however,
restricted their study to single mothers and hehdeot consider the marriage
alternative. Our study is more comprehensive, asxaenine cohabitation as a decision
relative to marriage and relative to noncohabisimgyle motherhood.

3. Although some women live with their parents,die not separately examine this
living arrangement. Hilton and Shelton (1996), &nddon (1996) found that the
percentage of single mothers living with their paseranges between 16% and 26%. In
an earlier study, Hutchens, Jakubson, and Sch\{##89) found that 33% of single
mothers live as a subfamily, although not alwaythwheir parents.



[Footnote]

4. Table | implies that some women on AFDC do rateha child under age 18, a
prerequisite for eligibility. The discrepancy agse large part, because some 18-year-
old children, generally full-time students, aregdile for AFDC and because our
definition of "own children under 18" excludes cagewhich children are being cared
for by a nonparent/caretaker adult. In any casth thie exception of the CPS,
cohabitation rates for all women and women withdeken under age 18 are quite close.

[Footnote]

5. None of the surveys asked respondents to ireigaether they were receiving AFDC-
Basic or AFDC-UP, presumably because recipients maayrave known the difference.
In addition, many of the married men may be dishier married couples with such
men are eligible for AFDC-Basic. Only 3.7% of AF[26ildren, however, lived in such
households in 1988 (U.S. House of Representati984:401).

[Footnote]

6. With minor exceptions, these policies are id=ttior shelter contributions made by
the parents of a woman if she lives with them d&y fpay the rent. The policies are
intended to apply to contributions made by anydse | the household, not just a male
cohabitor. See Hutchens et al. ( 1989) for theltestd a telephone survey that focused
on the treatment of parental shelter contributions.

7. In a 1989 administrative ruling, the Departmaitiealth and Human Services
officially permitted states to disregard cash paytaéor shared household expenses, but
many of our survey respondents told us that thates had been disregarding such
payments before that time.

8. Edin (1991) suggested that underreporting asnme and contributions is extensive,
but her sample was smafidnot designed specifically to determine legdlity., it is not
possible to determine from her data whether comtiobs made by the male cohabitors
of the women in her sample were actually fraudutenwhether they were allowed unc
the permissive rules we have found to exist).

9. Working somewhat against this leniency of treattrare the provisions of the food
stamp program, which require that cohabiting males

[Footnote]

12. Table 9 also shows the odd result for the Nlo$¥ significant AFDC-UP
coefficient, even on nonwelfare marriage ratestt@nother hand, when the simple
married/not married logits are estimated on the Xid&ta, the AFDC-UP coefficient
remains significant and positive, a result direatlgontradiction to past work.
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