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Abstract

Recentesearclon householdehaviorsuggestshat, ceteris paribus, awoman’s"power"
within a householdinfluences consumptionand time allocation choices. From an
empirical point of view, a central stumbling block in this line of inquiry has been
identification of sourcesof "power" that can plausibly be treatedas exogenous.Aid to
Familieswith DependenChildren,AFDC, waspaid only to single womenwith children.
Thebenefitlevel providesa naturalfall-backfor alow-incomewomanwith childrenwho
is contemplatingseparatiorfrom her partner. As AFDC paymentsincrease separation
will becomemore attractive and, we conjecture,the relative bargainingpower of the
womanin a householdshouldalsoincrease. If thisis true,andif bargainingpowerdoes
affectallocationdecisionswithin thehouseholdthenthe AFDC benefitlevel shouldaffect
householcthoicesin intact families. This hypothesigs testedusingthe PSIDfrom 1968
through1992. Benefitlevels,which (conditionalon family size)vary acrossstatesand
overtime aretreatedasexogenous.ln orderto sweepout household-specifianobserved
heterogeneitymodelsincludehouseholdixed effects. In addition,the modelpredictsthe
behaviorof householdwith youngchildrenshouldbe influencedby AFDC but not that
of householdsvith no children. Second AFDC is unlikely to be paidto womenin higher
income householdsand so it should have a bigger influence on the behaviorof lower
incomehouseholdsThe resultsare consistentwvith thesepredictions. AFDC generosity
doesaffecttheallocationof resourcesn householdsvith youngchildren,andparticularly
lower income householdswith very young children. Corroboratingevidenceis drawn
from the ConsumeiExpenditureSurvey. We concludethat optionsoutsidemarriage,as
indicatedby the generosityof AFDC benefits,affect bargainingpowerof womenwithin
marriagewhich, in turn, influenceshouseholdresourceallocationdecisions.



1. INTRODUCTION

The vastmajority of economicmodelsof the householdreatit asa singleunit. This amounts
to assumingeitherthatall householdnemberssharethe samepreferencesr thatonemembera dictator,
determinesall allocations. Since the theory of consumerdemandis predicatedon the notion that
preferencesare an individual trait, this is not an appealingrestriction. Not only is it difficult to
meaningfullydiscussmportantphenomendike marriageanddivorcein the contextof this modelbut a
body of empirical evidencehas emergedin the last few yearssuggestingthat the restrictionsof this
"unitary" modelof the households at oddsnot just with commonsensebut alsowith the data. (See for
example,Samuelson1956, and Becker,1974,1981, for discussionf the generalissues;Bergstrom,
1997, providesa recentreview.)

Theseempiricalstudiessuggesthat, ceteris paribus, asa woman’s"power" within the household
increaseselativeto that of a man,householdconsumptiorandtime allocationpatternschange with, for
example,somestudiesindicating that moreresourcesre allocatedto investmentsn children. Froman
empiricalpoint of view, acentralstumblingblockin this literaturehasbeenidentifying sourcef "power"
that vary exogenously.

Most of the studies have examinedthe impact on allocation decisionsof changesin the
distribution of incomewithin the household. Sincetime allocationand, therefore labor supplyis one of
the choicesover which a coupleis likely to bargain,it is difficult to arguethatlaborincomeshouldbe
treatedasexogenoudn this context. (See for example Browning, Bourguignon ChiapporiandLechene,
1994.) Nonlabor(or asset)incomeis similarly suspectf it reflectsthe cumulationof savedprior labor
income (Schultz,1990; Thomas,1990). Thomas,Contrerasand Frankenberg1997) use assetghat a
couple owned at the time they were married which reduces,but doesnot eliminate, this source of
endogeneity.

An alternativeto using income of householdmembersto capture"power" would be to use
characteristicof the local community or environment. McElroy (1990) discusseghe role of options
outsidethe marriageincluding opportunitiesin the re-marriagemarketand suggestsfor example,sex

ratios or changesn divorce laws acrossstates(Carlin, 1991). In a very innovative study, Lundberg,



Pollak and Wales(1997) utilize a naturalexperimentprovidedby a shift in the U.K. welfare systemin

thelate 1970s. All familiesin the U.K. areeligible for child benefit. Priorto 1977,it waspaid through
the tax systemas a deductionfrom incometax and, typically, accruedto the father. Legislationin the
Houseof Commonsreplacedthat deductionwith a cashpaymentpaid to the mother. Women’spower
was unambiguouslyncreased.Lundberg,Pollak and Walesshowthat therewasa coincidentchangein

expenditurepatterns:relative to men’s clothing, expenditureson women’s and children’s clothing
increased.Theyconcludethattheshift in powerwithin thehouseholdlid affectresourcellocation. (See,
also,Ward-Batts,1997.)

Aid to Familieswith DependentChildren, AFDC, was, until recently,a centralcomponentof
welfare policy in the U.S. The benefitwas paid only to single womenwith children. Conditionalon
family size, the paymentis set at the statelevel and varies, in real terms, over time. Putting aside
migration becausef the level of paymentand fertility choicesin responsdo the payment,the benefit
schedulea womanfacesmay be treatedas exogenous. Under theseassumptionsinter-stateand inter-
temporalvariation in the benefit has beenusedas a "natural experiment"in a very large number of
studies. See for example Moffitt (1992)for acomprehensiveeview of thedisincentiveeffectsof AFDC
andMoffitt (1996)for anassessmemif theassumptionsinderlyingseverabf thes€'naturalexperiments”.

Following the lead of Lundberg,Pollak and Wales (1997), AFDC also providesa potentially
powerfultool for testingthe unitary modelof the householdvithin the contextof a "naturalexperiment".
Specifically,the AFDC benefitlevel providesa naturalfall-back for a low-incomewomanwith children
who is contemplatingseparatiorfrom her partner. As AFDC paymentsncreaseseparatiorwill become
moreattractiveand,we conjecturetherelativebargainingpowerof thewomanin a householdghouldalso
increase. If this is true, andif bargainingpower doesaffect allocationdecisionswithin the household,

thenthe AFDC benefitlevel shouldaffect householdchoicesin intact families?

Theinfluenceof AFDC on living arrangementhasbeeninvestigatedy Ellwood andBane(1985)who setout the
descriptivefacts, Hoynes (1995) who usesa "natural experiment"framework and Hu (1997) who exploits a
treatment-contralandomizedexperiment. Theyall concludethatincreasesn generosityareassociateavith a (fairly

small) reductionin the probability a womenis marriedto or cohabitswith a man. In orderto sidestepthis issue,
we focusonintactcouples.If AFDC only affectsliving arrangementandhasno impacton bargainingpowerwithin

the householdthenour testswill resultin failure to rejectthe unitary model of the household.
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This hypothesiss testedusinglongitudinalhouseholdsurveydatafrom the PanelStudyof Income
Dynamics (PSID) over the period 1968 through 1992. While attentionis focussedon the shareof
householdncomespenton food, we alsoreportempiricalresultsfor time allocationof working couples.
We examinethe impact on theseoutcomesof variation, over a quarterof a century,in the AFDC
maximumbenefitsthatwould be paidto a family of oneadultandtwo children. Carefulattentionis paid
to unobservedheterogeneity.lt is standardn the "naturalexperiment'literatureto controlfor statefixed
effectsand allow time effectsto vary non-parametrically. We take two more steps. First, a household
fixed effectin the modelssweepsout all unobservedactorsthat arefixed and additive at the household
level andwhich might affecthouseholdillocationpatterns. Theremay,however befactorsthatvary over
time andwithin stateswhich arenot capturedn thesemodels. Our secondstep,therefore,is to compare
householdsn which mothersarelikely to benefitfrom AFDC paymentsshouldthey separatdrom their
husbandsvith household$or whom AFDC is not likely to play arole. First, AFDC is only paidto single
motherswith childrenandso the behaviorof householdshat containyoungchildrenare contrastedvith
similar householdghatdo not. Second AFDC is unlikely to be a sourceof bargainingpowerin higher
incomehouseholdandsothe behaviorof lowerincomehouseholdsvith youngchildrenis comparedvith
higherincomehouseholdsvith youngchildren.

Theresultsndicatethathouseholdsvith youngchildren,andparticularlylowerincomehouseholds
with youngchildren,tendto allocatelessof theirincometo food asAFDC generosityincreases Our view
is thatthe mostplausibleexplanationfor the resultsis thatas AFDC benefitsrise, the bargainingpower
of womenin thesehouseholdsncreasesvhich, in turn, affectsthe shareof incomespenton food. Time
allocationpatternsare consistenwith this interpretation. Among householdsvith youngchildren,hours
in the labor marketfor womendeclineas AFDC rises;men’shoursalsodeclinebut by a muchsmaller
amountand so the woman’s shareof the couple’stime in the labor marketis significantly reducedas
AFDC generosityincreases.

Corroboratingevidencds drawnfrom the ConsumeiExpenditureSurvey(CEX) whichis a series
of cross-sectiomouseholdudgetsurveysconductedannuallyin the United States. While thelong panel

dimensionof the PSIDis a key advantagdor this study,contrastinglamilies thatincludeyoungchildren



with families that do not in the CEX providesan independentheckon the robustnesf the results.
Consistentwith resultsfrom the PSID, as AFDC generosityincreasesthe shareof the budgetspenton
food declines.Similarly, theshareon whatmightbe construedas"male" goods(alcohol,carmaintenance,
sportsentertainmentjleclineswhile the shareallocatedto "child" goods(toys, baby clothing andbaby
furniture) and health increases. We concludethat options outside the marriage,as indicated by the
generosityof AFDC benefits,do affect the bargainingpower of womenwithin the marriageas manifest
in householdresourceallocationdecisions.

The modelunderlyingour testsare presentedn the nextsection. It is followed, in Section3, by
a discussionof the data and some empirical issues. Regressiorresults, presentedn Section4, are

followed by a concludingsection.

2. MODEL

We beginwith a standardnodelof householdehaviorin which householdvelfarein anyperiod,

W, dependson the utility of eachmemberm =1, ..., M. In turn, eachindividual’s utility function,U,,,
dependson the commodity consumptionof all householdmembersx,, , 9=1, ..., G, whereg indexes
goodsand consumptionof leisureof eachindividual is denotedx,,. Individual and householdspecific
characteristicsnay affect tastesand thereforeutility. Let p denotethosethat are observableandlet ¢
representall unobservableharacteristicssuchastastesfor work, for consumptiorandfor investingin
children. Eachindividual’s sub-utility function is givenby U, (x; 1, €) which is assumedo be quasi-
concavenon-decreasingndstrictly increasingn atleastoneargument. The householdvelfarefunction
aggregatesheseindividual sub-utility functions:

W =WIUy(X; |, €), ... Uy(X; |, )] [1]
which is maximizedsubjectto the householdoudgetconstraint:

PX =X [Por(T-Xom) + Yl + Yo 2]
Prices,p, of all elementsf the vector X areassumedo be parametricapartfrom p,,,, the price of time
(wage)of individual m. The incomeof memberm is the value of earnedincome p,.(T-X,.) plus non-

laborincome,y,,, andyj is all incomethatis held jointly by householdnembers.



Unitary model of the household

The simplest(and most common)economicmodel of the householdmplicitly assumeghat all
householdnemberdaveexactlythe samepreferencessothe sub-utility functions,U in [1], areidentical.
An alternativeassumptiorthat hasbeensuggesteds thatthereis onemembera dictator, who makesall
allocationdecisions. Underthis assumptionthe aggregatofunction W(.) in [1] assignsa zeroweightto
all but that member’'sutility function. For our purposes,the two assumptionsare observationally
equivalentasthey both imply thatthe householdnay be treatedasif it werea singleunit. Thatis, the
notionof powerwithin the householdcasno placein this modelanddemanddepend®nly on prices,total
householdncome, XM_ vy, andhouseholdcharacteristicsyl, suchasdemographicomposition:

Xg = Xg ( XicoYms M, P,y Ug) [3.1]
Individualistic models of the household

An alternativeclassof modelsthathavegainedcurrencyin theliteraturein recentyearstreatsthe
individual asthe primary elementin householddecision-making.Although thereare severalvariantsof
thesemodels,their implicationsare,for our purposessimilar.

For example following Chiappori(1988,1992,1993),if we wereto assumehat resourcesare
allocatedwithin the householdPareto) efficiently, thereexistssomeA sothatthe householdptimization
programis

Max X0 A" U™ ( Xy s ooy Xgus B, €) [4]
subjectto the budgetconstrain{2] wherehouseholcconsumptiorof goodg is X, x,,, (Chiappori,1992)?

The householdmay be treatedas if it were a single unit maximizing a weighted sum of all
individual felicity functions,U™, wheretheweights,A, sumto unity. Thereducedorm demandunctions
dependon householdncome, -y, ., observablenouseholdcharacteristicsy, prices,p, and the vector of
weights,A:

Xg = Xg (X0Yms M, P AL &) [3.2]

2For simplicity, we assumaeall consumptioris private. This may not be unreasonabli the contextof our empirical
resultsbelow which are basedon food expendituresandthe allocationof time to the labor market.



whereg representsinobservedeterogeneityn tastes. Apart from the weightingfactors,A, the demand
functionsin the individualistic model, [3.2], areidenticalto thoseunderthe assumption®f the unitary
model, [3.1]. Presumablythe weighting factors are a measureof the importanceof eachmember’s
preferencesvith regardto the household'sallocationchoices.

It is helpful at this point to provide additional intuition aboutthe weights, A, by slightly re-
interpreting the individualistic model in terms of a model of income pooling (Chiappori, 1992). If
allocationsare Paretoefficient, then the optimizationprogramcan be rewritten as a two stageprocess.
In the first stage,the householdnay be treatedasif all memberspool theirincomeandthenre-allocate
it amongthemselvesaccordingto somesharingrule. Thereuponjn the secondstage,eachhousehold
membermmaximizeshis (her) own utility givenhis (her)incomeshare. Theincomesharingrule is clearly
relatedto the weights,A. Therule alsohasa very nice intuitive interpretationasan indicator of relative
bargainingpowerof householdnembersthe morepowerfultheindividual, the biggerthat person’sshare
of the pie in the first stage.

Sincethe seminalwork by McElroy and Horney (1980) and Manserand Brown (1980),a large
numberof bargaining-typemodelsof householdallocationshave beensuggestedn the literature® In
their simplestform, thesemodelssuggestthat eachindividual spendsthe income over which he or she
hascontrolwithout referencego othermembersandthenlooksat the equilibrium (if anyexists);aslightly
moresophisticateanodelrepeatghis procesaintil achievinganequilibrium. This suggestshathousehold
allocationdecisionsarethe outcomeof a bargainingprocessn which membersseekto allocateresources
towardsgoodsthey especiallycareabout. In the absencef asymmetrianformation,all outcomesof co-
operativebargainingdecisionruleswill be Paretoefficient and so thosemodelsyield demandfunctions
which are a specialcaseof [3.2] above. While asymmetricinformation and non co-operativebehavior
complicategshesemodels,the basicintuition underlyingthe modelsremains.

Eachhouseholdnemberassomefall-back position(level of utility) andwill exit the household
if her (his) welfarefalls belowthe "threatpoint” level. If the sumof utilities associateavith thefall-back

positionsis lessthantotal householdvelfare,the householdvill dissolve. Utility overandabovethesum

3See,for example,Bjorn and Vuong (1984,1985), Lundbergand Pollak (1993), Ulph (1988).
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of theindividuals’ threatpointsis sharedamonghouseholdnembergpresumablyn accordancevith their
bargainingstrength. To fix ideas,assumea co-operativeNashequilibrium (McElroy andHorney,1980).
The M householdnemberdnvolvedin decision-makinghooseallocationsof resourceso maximizethe
productof the differencesbetweernthe utility eachachievesl, andthe threatpoint or reservatiorutility
level, V, which is the utility the individual would achieveoutsidethe household:
Mot U (X Woe) -V (P )

Reservationutility depend®n pricesandthosecharacteristicgy, which affectone’sability to asserbne’s
preferencedn the bargaininggame.

Clearlythesecharacteristicsvill alsoenterthe demandunctionsandso,in termsof thefunctions
[3.2], the weights,A, will dependon .. This is becausdhe weightsreflect the relativeimportanceof a
member’sutility in the householdptimizationprogram[4] or, put anothemway, theweightsinfluencethe
shareof theincomepie thata householdnembercontrols. Theyare,thereforea measuref power within
the householdand will also dependon prices,householdcharacteristicsand the distribution of income
within the household. Making this explicit, we rewrite the demandfunction:

Xg = Xg (X0Yms B, Py MR Yo Yo Yo b P) 5 &) [3.3]
Substitutingfor the weightsyields:
Xg =X (X0Ym s Ky Py Yoo Vi Yoo B &) [3.4]

Comparing[3.4] with demandunderthe unitary model,[3.1] suggesta simpletestof the unitary
modelagainsta wide classof alternativesif the unitary modelis correct,measure®f power, 1, should
haveno impacton householdresourceallocations.

It remainsto specifyempiricallyimplementabléndicatorsof bargainingpower. McElroy (1990)
suggestincludingthe environmentinindividual would faceuponwithdrawingfrom the householdvhich
shecallsextra-environmentglarametersThesemightincludeanindividual's labormarketopportunities,
re-marriagemarketopportunities social and family supportaswell asthe resourceghat the individual
would control if the householdwereto dissolve. This last insight hasbeenexploitedby Carlin (1992)

who treatschangesn divorcesettlementaws at differenttimesin differentstatesn the U.S.asa "natural



experiment"and notesthatthosechangesn lawswill affectthe way householdesourcesre split when
families dissolve. They should,therefore affect the powera personwields in the household.

Following the samelogic, prior to the 1996 Welfare Reforms,Aid for Familieswith Dependent
Children (AFDC) was a centralelementof the U.S. public supportfor the poor. Single motherswith
young childrenwere eligible for AFDC aslong astheir incomeand assetdell below the cut-off. The
benefitprovidesa naturalfallback positionfor awomanwho would be eligible for AFDC if sheseparated
from her partner. Thus, underthe assumption®f the individualistic models,AFDC should enterthe
reservationutility, V, of thesewomensinceit would be an elementof . As indicatedby [3.4], the
potential AFDC benefitwill affectresourceallocation,holdinghouseholdncomeconstant.Thekey point
is thatit is not the receiptof AFDC incomethat mattersfor this test, but ratherthe potentialreceiptof
that income; our main empirical analysesare, therefore,basedonly on intact coupleswho have not
receivedany AFDC income?

In the regressiondelow, AFDC benefitswill be treatedas parametricfrom the point of view of
a couplewhich implies we needto maketwo assumptions.First, AFDC benefitsvary with the number
of childrenin the family unit. A womanmay respondto this fact throughher fertility choicesin which
casethe state-levelAFDC benefitshouldbe treatedasendogenouslt strikesus asvery unlikely thatthe
potentialof receivingAFDC would havea substantialmpacton a couple’sdecisionto havemoreor less
children, which must rank among the most seriouschoicesa couple make. The secondsource of
endogeneityarisesfrom the fact that AFDC benefitsvary acrossstates. A woman may increasethe
potential AFDC paymentshewould receive(her bargainingpower) by movingto a moregenerousstate.
The empirical evidenceon welfare magnetssuggestghereis a very small (but significant) impact of

generosityon the mobility of single mothers(Walker, 1994); the impacton couples(for whom moving

“While, in recentyears stateshavehadthe option of coveringmarriedcouplesif the headworkslessthan100hours
per month,underthe AFDC-UnemployedParent(UP) program that programis smallandaccountgor a very small
fraction of the AFDC caseload. Thereis somevariationacrossstatesin the treatmentof unrelatedcohabitorsand
step-fathersvho arein householdshatcontainAFDC assistancenits. (Moffit, Reville & Winkler, 1993). A woman
and her childrenmay be eligible for AFDC evenif shecohabitswith a man. The sameis true in most statesfor
step-fatherslthoughsomestategreatstep-fatherin the sameway thebiologicalfatheris treatedsotheyareeligible
only for AFDC-UP. In orderto ensurethat AFDC-UP families are not includedin our sample,we excludeall
householdsvho havereceivedAFDC incomeduring any of the surveyyears.
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is more costly) is almostsurely evensmallerin magnitude. In the regression$elow, we will provide
someevidenceo assesshe empiricalimportanceof migration. Before presentinghe regressiorresults,

the dataare discussedn the next section.

3. DATA

Our measureof "power" within the householdis the AFDC a woman could receiveif she
separatedrom herpartner. Combininginformationfrom the Office of Family AssistanceAdministration
for ChildrenandFamiliesof the U.S. Departmenbf HealthandHumanServiceswith statisticspublished
by the CongressionaResearctService,U.S. Houseof Representativesye havecreateda state-specific
time seriesof the Maximum AFDC monthly benefitthat would be paid to a womanwith two children
overtheperiod1968through1992. The meanandstandardleviationfor eachstateis presentedn Figure
1 (in real (1984)dollars). The meanmonthly maximumbenefitfor the countryasa wholeis about$290.
Statesn the Southtendto betheleastgenerousywhereaghosein the Westareamongthe mostgenerous.
In general higherbenefitstateshavealsotendedto havehighervariancealthoughCaliforniaand Alaska
presenta stark contrast. Both areamongthe mostgenerousstateshowever,while Alaskais alsoone of
the mostvariable,benefitsin California havebeenremarkablystablein real termsover this period.

Thesedatahavebeenmergedwith our household-levetlatasourcesthe PanelSurveyof Income
Dynamics(PSID),anon-goinglongitudinalsurvey,andthe ConsumeExpenditureSurvey(CEX), aseries
of cross-sectionsThe PSIDfollows membersf householdshatwerefirst interviewedin 1968,including
thosewho havesubsequentlgplit-off from the original samplehousehold. To testhypothesesboutthe
role of bargainingpower in householddecision-makingwe focus on intact couplesthroughoutour
analysis. To avoid contaminatiorof the testsassociatedvith receiptof AFDC, we excludeall couples
who reportreceivingAFDC in any yearthat they appearin the survey. This forms our core sampleof
8,506 coupleswho, on average,appearin the survey slightly more than six times each, yielding an
effective samplesize of 54,010household-years Summarystatisticsare reportedin Appendix Table 1.

While the PSID contains extensive information about income, labor supply choices and

demographiccharacteristics,only limited data are collected on consumption. We focus on food



expenditureseportedby the householdncluding the value of food stampsand the value of food eaten
out of thehome. Foodexpendituresendto rise with incomeand,asan empiricalmatter,it is convenient
to estimateEngel curvesin termsof shares. Food sharesthe ratio of food expendituredo household
income,tendto declinewith income. The averagenouseholdspendsabout18% of its incomeon food;

aroundone-sixthof thatis spentout of the home. Thereis considerabldeterogeneityn food sharesthey

accountfor more thana third of the budgetfor almost10% of the observationsand are lessthan one-
fifteenth of the budgetfor another10%.

Figure 2 displaysmeanfood sharedor eachyearof the survey:while far from monotonic,food
sharedhavetendedto declineovertime largelyreflectinggrowthin householdncome.At the sametime,
the averagegenerosityof AFDC benefitsthat the samplehouseholdfacedhasalso declined. It would
be prematureto impute a causalinterpretationto this correlation:it is far more likely thatit is dueto
unobservedheterogeneityhatis commonto both processeslin fact, unobservedheterogeneitys aserious
concernin any study of state-levektreatmenteffectson household-levebehaviorandis a graveconcern
for us. To be concretewe rewrite the model[3.4] in linear form

We = Bot By s+ Xigy + & + &+ & + &gt (5]
wherewy, is the food shareof household, living in states attimet. AFDC maximumbenefits,f, vary

acrossstatesandtime andX.

ist

capturesll otherhouseholdandcommunity-levebbservableharacteristics
includingincome,demographicsandmeasure®f local economicactivity. We assumainobservablem
the modelcomprisefour elements. First, in orderto capturethe variationacrosstime thatis observedn
Figure 2, we allow food sharego vary with time andinclude a dummyfor eachyear of the survey,g,.
This time fixed effectwill sweepout any economy-widechangegsuchasgrowth)thatmight affectboth
food sharesand AFDC benefits. Food sharesarelikely to vary with relative prices,climate andlevels
of infrastructurewhich differ acrossstates. Thus,the modelincludesstatefixed effects, .
Sinceeconomicgrowth is not uniform acrossthe entire country and sincethe characteristicof
stateschangeover time, one would, in principle, like to include state-specifidime fixed effects. That,

however,would sweepout all variationin AFDC benefits,f. We addresghis concernin threeways.
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First, state-specificime trendsareincludedin the modelalongwith region-specifidime effects
(for four regionsin the U.S.) Thus,estimatef 3, may be interpretedasthe effect of deviationsfrom
theaverageaateof changein AFDC benefitsfor a particularstate, controllingfor all region-specificyear-
to-yearchanges.

Secondthe model containsa householdfixed effect which will sweepout all household-level
unobservedeterogeneitythatis correlatedwith both AFDC generosityandfood shares. This includes,
for example tastedifferenceghatareassociatedvith locationalchoice(or relative prices)andhousehold
resourceallocation®

It is plausible however thatthereremaincommonunobservedactorsthatinfluenceboth AFDC
generosityand householdood shares. Thesemight include, for example local labor marketconditions
for peoplein the lower tail of the income distribution. Assumethat stateadministrationsrespondto
worseninglabor marketopportunitiesfor the poorestby increasingthe generosityof AFDC. If, at the
sametime, householdncomesdeclineandfood sharesise,we will observeaspuriouspositivecorrelation
betweenAFDC benefitandfood shares. (Of course,if legislatorsrespondto a worselabor marketand
thus increaseddemandfor AFDC by decreasingbenefits, we would observea spurious negative
correlation.)

This is addressetby our third approachtto minimizing biasesdueto unobservedeterogeneityn
whichwe slightly recasthe "naturalexperiment'andcomparehe behaviorof householdshathaveyoung
childrenwith householdghatdo not. Since AFDC is paid only to womenwith children,its generosity
shouldhaveno effecton the bargainingpowerof womenwith no children. Holdingincomeandeducation
constantthe labor marketopportunitiesfacedby womenwith andwithout children shouldnot differ in
away thatis systematicallyelatedto unobservablethataffect AFDC generosityandfood shares.Thus,
the interactionbetweenAFDC generosityand the presenceof young children, kK, providesa relatively

robustmeansof testingfor the influenceof bargainingpoweron householdallocations.

®As indicatedin Appendix Table 1, evenafter sweepingout householdixed effects,thereis substantialvariation
in bothfood shareandAFDC benefits. In thedata,the standardieviationof food sharess 0.16;within households,
the standarddeviationis 0.10. Similarly, the standarddeviationin ¢n AFDC benefitsis 0.50; excludingall inter-
householdvariation, the standarddeviationis 0.20.
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Wst = Bot By B+ By K + Xigy + & + &+ & + &t [6]
While we will presentestimatesof 3, in the regressiondelow, we havegreaterconfidencein estimates
of (3, asthe basisfor testingthe unitary modelof the householdandwill, thereforerely moreheavily on
thoseestimates.

Sincedemographicontrolsareincludedin the covariatesX,,, differencesbetweenchildrenand

isty
adultsin food intensitywill be capturedoy thosecontrols. TheinteractionbetweerAFDC generosityand
the presenceof young children should not be thusimpacted. It is possible,however,that the costsof
childrenvary acrossstatesandovertime andthatthesedifferencesarecorrelatedwith AFDC generosity,
therebycontaminatingour tests. We will addresshis concernby contrastinghe effectof AFDC on food
sharesin lower income householdsvho haveyoung children with higherincome householdswith the
samedemographiacharacteristics.Sincewomenliving in higherincomehouseholdsre unlikely to be
eligible for AFDC, changesin its generosityshould have no effect on their bargainingpower and,
therefore,on resourceallocationwithin their households.

The resultsbasedon PSID are cross-validatedirawing on the CEX which, in contrastwith the
PSID, doesnot containinterviewswith the samehouseholdsstretchingover manyyears. Thus, model
[6] is estimatedusingthe CEX without a householdixed effect. As discussedbove thelikely presence
of household-levelinobservedheterogeneitgontaminateiterpretatiorof the effectof AFDC generosity
on expendituresharesgevenafterincluding stateandyearfixed effects. The differential effectof AFDC
generosityon families with young children relative to families who face the samelevel of AFDC
generosity put do not haveyoungchildren, 3,, is lessproneto this concern-- andso we focuson those
estimates.Theyarenot, howeverjmmuneto biasdueto unobservedheterogeneitandsowe will present
estimatesfor lower income and higher income households. The variation of 3, acrossthe income
distribution will provide a further checkon the interpretationof the results. Becauseof concernwith
unobservedeterogeneityywe view resultsbasedon the CEX assuggestive.

Regressiomesultsarepresentedn the nextsection. We beginwith PSID anddiscusgood shares
aswell astime allocationpatternsof husbandsandwives. We thenpresentorroboratingevidencefrom

the CEX.
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4. REGRESSIONRESULTS

Food shares and AFDC generosity

Table1 reportsestimatef the food shareEngelcurve[6] usingour core PSID sampleof 8,506
intact coupleswho haveat leastone child under18 in the yearof the survey. Eachregressiorcontains
controlsfor family and householdcharacteristicincluding demographicomposition,ageand education
of the headand spouse,householdincome and controls for local levels of economicactivity® The
empiricalspecificationis a simplegeneralizatiorof the Working-Leserform (allowing a flexible form for
the effectof householdncome). Variance-covariancestimatesare basedon the infinitesimal jackknife
allowing within stateandyear correlationsin errors(Huber,1967).

Thefirst columnof PanelA present LS estimatef the correlationbetweenstate-levelAFDC
paymentsandthe shareof incomespenton food. As notedabove,andclearlydepictedin Figure2, there
is a powerful positive associationbetweenthe two. This correlation,however,is to all intents and
purposesxplainedby time effects(in column 2) or stateeffects(in column3). After including those
controls,thereis no evidencethat variationin AFDC generosityhasany impacton food shares.

The secondthroughfourth rows of PanelA allow the effect of AFDC to vary with presenceof
childrenin the family. Ceteris paribus, a womanwith young childrenwill be eligible for AFDC for
longerthana womanwhosechildrenareolder. Thus,if AFDC doesaffectawoman’sbargainingpower,
it shouldhavea biggerimpactwhenthe motherhasyoungchildren. This hypothesids supportedn the
data. Whetheror not the modelincludescontrolsfor time effects,stateeffectsor both, a 10% increase

in the AFDC benefitis associatedvith abouta 3% reductionin the shareof incomeallocatedto food if

5The regressionénclude controlsfor the numberof childrenin the family age0 to 6, age7 to 12 andage13to 18,
the numberof maleadults,the numberof femaleadultsandthe (log of the) numberof membersn the household,
including non-family members. The ageand educationof the headand spouseareincludedalongwith household
income which is specifiedin logarithmic form as a spline with knots at the lower and upper quartile. As an
additionalmeasureof wealth,we controlthe (cubicroot of the)valueof the housefor owner-occupiers.Statelevel
per capita personalncomeandcountyunemploymentatesareincludedto captureunmeasuretieterogeneityn local
labor markets.
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the womanhasyoungchildren(ageO through5). The effectis smallerif the childrenareage6 through
11 (0.8%) andthereis no significanteffectif the childrenareolder’

Thefixed effectsregressioni column4 containextensivecontrolsfor heterogeneitacrossstates
andtime sincewe include statefixed effects,time effects,statespecifictime trendsand region specific
time effects. Neverthelesst is plausibleto supposethat this does not control for all unobserved
heterogeneitythat may affect family allocation choices. For example,if within a state,labor market
opportunitiedor the poorestdo not changen lock-stepwith opportunitiedor higherincomeearnersand
if AFDC benefits(which aretargetedat the poor) vary astheselabor marketopportunitiesdiverge,then
changesin the generosityof AFDC may reflect this divergenceof economicopportunitiesand have
nothing to do with bargainingpower within the family. Similar concernsmay arise if labor market
opportunitiesfor (poorer)womendiffer from the averagewvorkerin the state. This concernis addressed
in the regressiorin column’5 of the tablewhich containsa fixed effect for eachof the 8,506 couplesin
the study. The modelin column 6 alsoincludesthe stateandtime effectscontrolledabove. This final
specificationprobably errs on the side of conservatismasit sweepsout all fixed characteristicat the
household level thatmightbeassociateavith the state-specifitevel of generosityof AFDC benefits. This
includesvariationin the household’sattachmento the labor market?

Two mainresultsemerge. First, increasesn AFDC areassociatedvith higherfood sharesvhen
family effectsare controlled. However,parallelingthe resultsin columnsl and2, (and Figure 2), this
reflectsthe fact that AFDC andfood shareshavedeclinedover time. In the conservativespecification
with time and stateeffects,the impactof AFDC turns negativeandis measuredrery imprecisely. We
notethatwhile theinclusionof time effectsis key, whetheror not the modelcontainsstateeffectshasno
impacton the estimates. Thus, migrationby householdsn responsd¢o AFDC generositydoesnot seem

to be animportantconcernin this context. (See,for example Walker, 1994).

"The time effectsin column 2 and the stateeffectsin column 3 are significant (F statisticsare 35.3 and 27.9,
respectively). They arealsojointly significantin column4 (F statisticis 12.8).

8The householdfixed effectis significantin both columns5 and6 (F statisticsare 4.3 and 4.8 respectively). The
stateandtime effectsremainsignificantevenafter controlling for householdixed effectsin column6. (F statistic
is 25.9for time effectsand 6.9 for stateeffects.)
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Second,increasesn the generosityof AFDC benefitshave no impact on the shareof income
allocatedto food if there are older children (age 6 through 18) in the household. However, AFDC
generosityis associatedwith a significantly lower food shareif the householdhas young children.
Whereaghe estimatedtoefficienton this interactionis reducedoy half whenafamily fixed effectis added
to the model, it hardly changeswvhen stateor time effectsare alsoincluded. Moreover,the estimated
effect is invariantto whetheror not interactionsbetweenAFDC and children of otherage groupsare
includedin the model.

Thus, relying on the impactof AFDC generosityon food sharego testthe unitary modelyields
conflicting resultsand depend<critically on whetheror not one makesthe assumptiorthat unobserved
heterogeneityn the modelis fully capturedoy our setof stateandtime effects. While this is a standard
assumptiorin the literature,we takethe view thatit is too strong,at leastin this application. However,
allowing the treatmenteffectto differ acrosshouseholdswithin a stateandtime period,andfocussingon
thosehouseholdsvho arelikely to be mostaffectedby changesn AFDC, we find unambiguougvidence
that changedn the state-levelgenerosityof AFDC paymentsdoesimpactfood sharesin families with
young children?

Robustness tests

Table 2 exploresthe robustnes®f theseinferences. Columnsl1 and 2 repeatthe regressionn
column6 of Tablel. Consistentwith Engel'sfirst law, food sharesdeclineasincomeincreaseslbeit
at a decreasingate. Consistentwith Engel's secondlaw, conditionalon income,food sharesrise as
householdsizeincreaseslthoughwe seethatthis effectis somewhamitigatedby the additionof female
adults. Whetherthis is becausehey arelessintensivein food, whetherit is becausenorefemaleadults
implies more homeproduction(lessfood out of the home),or whetherit reflectschangesn bargaining

powerof the mother,we cannotsay.

°Given the large samplesizes,it may be appropriateto adopta Bayesianapproachto model selection. Following
Schwarz(1978),thea posteriori mostlikely modelwill bechosernif at statisticgreatetthan3.4is judgedsignificant
in the regressionsn the table. By this criterion, apartfrom the OLS estimatesthe only significantcoefficientsin
the table are the interactionbetweenthe AFDC benefitand the presenceof youngchildren.
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If our interpretationis correct, AFDC paymentsshould have no impact on food sharesin
householdsvith no youngchildren. This implicationis testedin column3 which is basedon a different
sub-sampleof familiesin the PSID. We include only thosehouseholdsvho haveno childrenunder18
in the year of the surveyor at any time in the following two years;the latter restrictionensureghat we
exclude those who are most likely to be planning children since AFDC generositymay affect the
bargainingof womenin thosehouseholds. Consistenwith our interpretationthe impactof variationin
AFDC generosityon food sharesn householdswvith no childrenis zero®

A potentiallymorepowerfultestis basedon the observatiorthat AFDC benefitsshouldnot only
havea biggereffect on the powerof womenin householdsvith small childrenbut it shouldalsohavea
biggereffect on womenin lower incomehouseholds.Householdsare stratifiedinto threegroupsbased
on their per capita incomelevel. To control for price variation acrossstates,we comparehousehold
incomewith the correspondinger capita AFDC benefitfor a family of threein their stateof residence.
Low incomehouseholdgthosewhoseincomeis lessthanthreetimesthe AFDC benefit) spenda lower
shareof theirincomeonfood asthe AFDC benefitincreasesndthis effectis largestfor thosehouseholds
with young children. The impactfor middle incomehouseholdss considerablyattenuatedalthoughit
remains significant among those householdswith young children. Food sharesof higher income
householdsare unaffectedoy the AFDC benefit.

It is possiblethatthedirecteffectof AFDC on food sharesamonglow incomehouseholdseflects
unobservedeterogeneityin labor marketsfor the poor, say). It is difficult to seehow this canexplain
the significanceof the interactiveeffect with youngchildren. Thatexplanationcanbe directly testedby
re-estimatingthe modelin column 3 with a sampleof coupleswith no children (a regressiorthat is
analogoudo the onereportedin column3). If unobservedceterogeneitys contaminatingthe results,
AFDC should affect the food sharesof thesehouseholds. It doesnot. (Thet statisticon (h(AFDC

benefit) for low incomehouseholdss 0.9 andfor middle incomehouseholdst is 1.1.)

%Althoughit is not preciselyestimatedn thefirst two columns,the magnitudein thethird columnis 1/10ththe size
in the first two columns.
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In the lasttwo columnsof the table, householdsre stratified accordingto a longerrun measure
of income(wealth):whetheror not the householdownsa home. Womenliving in householdsvho own
a homein everyyearof the surveyare very unlikely to be eligible for AFDC if only becausehey are
unlikely to satisfytheassetonditions. AFDC shouldhaveno impacton food sharesn thesehouseholds,
evenif thereareyoungchildrenpresent. The evidenceis consistenwith this interpretation.

Table3 exploresrobustnesi adifferentdirection. Our dependentariableis the shareof income
spenton food: both incomeand expenditureare proneto measuremengrror andwe haveseveralcases
of food expenditureshatarein excesf reportedincome. Themodelin column2 hasbeenre-estimated
with four differentestimatorghat reducethe influenceof outliersin food shares. Thefirst two columns
aretrimmedleastsquaresegressiongincludingfixed effects). Thethird regressioris amedianregression
which is an L-type estimatorsand hasa very high breakdownpoint. The fourth regressionis an M-
estimatorandis a Huber-typerobustregressiorwith a biweightweightingfunction. The resultsarevery
similar in all casesand supportthe conclusionsbasedon Table 2: higher AFDC benefitsdo affect food
sharesn intact householdsvith youngchildren.

We conclude therefore that the evidencesuggestAFDC doesaffect powerof womenin lower
incomehouseholdwith youngchildrenandthis increasedgoweris manifestin a reductionin the share
of incomeallocatedto food. PSID doesnot containmuchinformationon otherexpendituresbelow, we
will presentvidencefrom CEX usinga broadersetof expenditures.lt is, however,possibleto examine
thelink betweenAFDC benefitandtime allocationwith the PSID. The resultsarepresentedn Table4.
Time allocation and AFDC generosity

Theanalysids restrictedto thosecoupleswho bothwork in the labormarket. In thefirst column,
we repeabur mainfood shareregressiornusingthis restrictedsample. While theimpactof AFDC on food
sharesamongcoupleswith youngchildrenis smallerthanin the full sample,it remainssignificant.

The secondandthird columnsindicatethat hoursof work increasefor both menandwomenas
AFDC benefitsrise. Given with the discussionabove,we are reluctantto interpretthis as a "natural
experiment"associatedavith changesn bargainingpowerwithin the householdratherwe suspecthatit

reflectsa correlationbetweerstate-levefenerosityandeconomicperformance.Note alsothattheimpact
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is substantialljfargerfor femalelaborsupply(andthereforefor thewoman’sshareof the hoursthe couple
work, column4), indicatingthat AFDC generosityarieswith labormarketchoicesand,particularly,those
of women. However,theinteractionbetweenAFDC benefitandthe presencef youngchildrenin the
households unlikely to be subjectto concernregardingcontaminationof this sort. We find that this
interactionhas a negativeand significant impact on women’s hours, no impact on men’s hours and,
therefore s associatedvith areductionin her shareof the couple’shoursof work. We concludethatas
a woman’sbargainingpowerincreasesshereducesher shareof time allocatedto earningincome.

Of course,ashasbeennotedin many studies,the presenceof young childrenin the household
is associateavith a reductionin hoursof work by women(Mroz, 1984). Hoursworkedby menarealso
reducedbut by notasmuchandsothe sharecontributedby womenalsofalls. Thisis normally attributed
to anincreasen child careactivitiesby the mother. As expectedher shareof time in the labor market
increasedramaticallywhen the children are older. Thesedirect effects of demographicsuggestan
interpretationof our result. As AFDC generosityrises,a woman’sbargainingpowerincreasesf shehas
young children and sheallocatesmore of her time to looking after thosechildren. Neithershenor her
husbandwill benefitfrom the moregenerousAFDC paymentsandsothis is unlikely to capturea wealth
effectunlessthey are anticipatingdivorce. Moreover,if it doesreflecta wealth effect, we would expect
to seea declinein the husband’shoursof work as benefitsincrease(and we do not). We would also
expectthe interactionshetweenAFDC andthe presencef older childrento be significant. Theyarenot
significantin any of the modelsthatinclude theseinteractions.

Delving inside the "natural experiment"

We have thusfar, comparedhosefamilieswith youngchildrenwho aretreatedwith higherlevels
of AFDC with thosefamilies for whom AFDC remainsconstantunderthe assumptiorthatit providesa
"naturalexperiment”. Therearemanywaysthatthis assumptiortanbetestedsee for example Heckman
and Robb, 1988, for a generaldiscussion). For example the estimatedcoefficientsshouldbe the same
for any pair of statesin a cross-sectioror for any pair of time periodsin a time series. In practice,
however thesetestswill lack powerin our contextbecausef the limited variationin AFDC benefitsin

eachcase. However,we haveexploredthe empiricalbasisof our "naturalexperiment'by stratifying the
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sampleinto regionsand re-estimatingthe food sharemodelsseparatelyfor eachregion. Coefficient
estimatesarereportedin Table5.

The effect of the AFDC benefitis in PanelA. The estimatesaresimilar in all four regionsbut,
sincetheir associatedgstandarderrorsare abouttwice the size of the coefficient, noneof the effectsis
differentfrom zeroandnoneis different from eachother. This testhasno power.

PanelB reportsthe estimatecdeffectsof theinteractionbetweenrAFDC andhavingyoungchildren
in the household. The effectis significantly differentfrom zeroin eachof the four regionsand, taking
all four regions,we cannotrejectthe hypothesighatthe effectsarethe same(row 4). For all but oneof
the pairs, the estimatedeffectsare the same:the exceptionalcaseis the comparisorbetweenthe North
Centraland Westregions.

It turnsout thatthis differenceamongtheregionsemerge®nly in thelate 1980sandearly 1990s.
Re-estimatingdhe modelon a slightly reducedsampleof twentyyearsof data(1968-87) we find thatnone
of the pairsof coefficientsis significantly different (PanelC). Apparently,during 1988-1992theimpact
of AFDC on food sharesof families with youngchildrenincreasedlightly in the North CentralU.S. but
fell substantiallyin the West. Preciselywhy is unclearalthoughFigure 3 presentssome suggestive
evidence. As in Figure2, medianAFDC paymentsand meanfood sharesaredisplayedby yearfor each
region. In the NortheasandNorth Centralstatesfood sharesand AFDC track eachvery closely. In the
South,food shareshavedeclinedsubstantiallymorethan AFDC paymentsover the period. Thelink is
leastclearin the Westwhere,in contrastwith therestof the country,food sharegosealmost2 percentage
pointsin the lastfive yearsof the study.

While the departurefrom equality of effectsacrossregionsin theselatter yearsis a concernthe
key issue,here,is whetherthe conclusionsaboveare affectedby this departure. Re-estimatingall the
modelson a reducedsamplethat excludesthe North Centraland Westernstatesfor the period 1988to
1992 providesthe answer:a resoundingnegative. For example the impactof a percentagéncreasen
AFDC is a0.157%declinein food sharesof householdsvith youngchildren. (The standarcerroris 0.03,

the sameasin the full sample). As a secondexample,the impactis larger on poorerhouseholdsthe
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coefficient on the AFDC-young child interactionis -0.356 (standarderror=0.13)for householdswith
incomelessthan 3 timesthe AFDC payment.
Corroborating evidence from the CEX

As a final setof checkson the robustnessand plausibility of our results,we turn to the CEX
which hasthe advantagef containinginformationon a broaderarray of goodsthanPSID. Drawingon
14 roundsof the surveyspanningl980through1994* we haveestimatedWorking-LeserEngelcurves
of the form [6] but, becauséhe CEX is not a panelof householdgollowed for manyyears,the models
donotincludeahouseholdixed effect. As discussedbove failure to controlhousehold-levalinobserved
heterogeneitycomplicatesthe interpretationof the correlationbetweenAFDC generosityand budget
allocation. If AFDC is a sourceof bargainingpower, its effect on the budgetshould be greatestin
householdsvith youngchildrensincetheir mothershavealongertime horizonoverwhich theywill likely
receiveAFDC. We will, therefore contrastspendingpatternsof household$n the samestate in the same
year,with the samelevel of expenditureandthe samehouseholdsize and examinethe differential effect
of variation in AFDC generosityon "treatment"families -- thosewith young children -- relative to
"control" families -- thosewithout any young children. Thatis, we focuson 3, in [6], the interaction
betweenAFDC generosityandthe presencef youngchildrenin the household.

Estimatesarereportedn thefirst columnof Table6. Sincetheeffectof AFDC generosityshould
begreatemamonglowerincomehouseholdgwith youngchildren),column2 reportsestimate®f 3, among
lower expenditurehouseholdgbelow medianper capita expendituran the yearof the survey);estimates
for higherexpenditurehouseholdsarein column3.*?

Our primary goal is to assesshe robustnes®f the PSID results. We begin,therefore with food

sharesand restrict attentionto a subsetof other goodsthat are intendedto shed somelight on the

“Expendituredata, which are collectedfrom eachhouseholdfour times, are aggregatedo createan estimateof
annualexpenditurepachhouseholdhereforeentersour analytic sampleonce.

Avith PSID, we exploitedthe fact that it is possibleto calculatelonger run measuresf income and household
resourcesn orderto isolatewomenandchildrenwho aremorelikely to benefitfrom AFDC. Thatis not possible
with CEX. We thereforesplit householdsat medianper capita expenditurebut recognizethereis likely to be
classificationerror in termsof identifying womenand their children who are likely to havefew resourcesf the
husbandandwife wereto split up. Forreferencemedianhouseholdexpenditures aroundninetimesaverageAFDC
payment.
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mechanismshroughwhich bargainingpower might affect budgetallocations. Specifically, we examine
the shareof the budgetspenton food out of the home,two "male" goods(alcohol and a compositeof
expendituresn leisureitemsincluding sportsentertainmenttools, car maintenancendgas)a composite
"child" good (baby clothing, baby furniture andtoys) and a "humancapitalinvestment"good (health)**
The advantagef aggregatinggoodsinto commoditygroupsis thatwe areableto mitigatethe difficulties
that arise when some householdsspend nothing on a good** Nonetheless,for some of these
commodities,such as alcohol, the decisionto buy the good at all might be influencedby bargaining
power. This potential pathwayof influenceis exploredin columns4-6 in the table: the estimatesare
basedon a linear probability model of the decisionto spendanythingon the good for all households
(column4), lower expenditurénousehold¢column5) andhigherexpenditurénousehold¢column6). The
final two columnsreportthe budgetshareandfraction of householdsvho reportany purchaseduringthe
referenceperiod®

Resultsfor food sharesare presentedn thefirst row of thetable. Consistentvith evidencen the
PSID,food sharesn householdsvith youngchildrentendto declineasAFDC generosityincreases.This
negativeeffectis greateramonglower expenditurehouseholdsandis effectively zeroamongthe better
off. The coefficient estimatefor the full sampleis lower thanin the PSID but, amonglower income
householdsthe CEX and PSID estimatesare very close.

Why is AFDC generosityassociateavith reducedood sharesn PSIDandCEX? To explorethis
guestion the effect of AFDC generosityon the shareof the spenton food out of the homeis reportedin
thesecondow. In householdsvith ayoungchild, the sharedeclinesasgenerosityincreasesparticularly
amonglower expenditurehouseholds. Apparentlyall the declinein food sharescan be explainedby a

reductionin the allocationof the budgetto food out of the home.

13SeeRubalcavaand Thomas(2000)for a discussiorof the fuller setof results.

“Resultsfor the individual itemsin thesecommodity groupsare quantitativelyand substantivelythe sameasthe
group; our choiceof groupswas basedon ex posttestingof equality of estimatesof AFDC generosity.

®An alternativespecificationwould model the decisionto purchaseand the amountpurchasedseparatelyin the
absencef instrumentshataffectthe decisionto purchasebut not the amountspent,we do not pursuethat strategy.
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The probability anythingis spenton food out of the homealso declineswith AFDC generosity
andthateffectis muchlargerfor thelesswell-off. Thefactthatthe estimatedeffectis significantamong
higher expenditurehouseholdsalls for cautionin the interpretationof the result. We suspecthat this
is a reflectionof the samefact reportedin Table1 which demonstratedhatfailure to include household-
specific fixed effectsyields estimatesof (3, that are contaminatedoy unobservecdheterogeneity. It is
apparenfrom theseresultswhy we havefocussedorimarily on the PSID. Nonethelessto the extentthat
the impactof the unobservedeterogeneitydoesnot vary acrossthe incomedistribution, the difference
betweenthe relationship between AFDC generosity and budget allocations for lower and higher
expenditurehouseholdsioesprovide potentially more compellingevidence.

The next two rows are goodsthat one might think of as being "adult" goodsor "male" goods:
alcohol(row 3) andexpenditureshatarelikely to be associatedvith adultmaleleisureactivities,namely
tools, car maintenancegasandsportsentertainmentin row 4). The shareof the budgetspenton these
goodsdeclineswith AFDC generosityas doesthe probability a householdwith a young child buys
alcohol. All of theseeffectsare muchlargerfor lower expenditurehouseholds.

If AFDC generosityis associateavith reducedexpenditureon food out of the home,alcoholand
maleleisureitems,it mustbe associatedvith increasedexpenditure®n othergoods. Onegroupof such
itemsis "child" goods:babyclothing, furniture andtoys (row 5). The shareriseswith AFDC generosity
asdoesthe probability of buyingthesegoods;theseincreasesrelargerfor lower expenditurehouseholds
with youngchildren.

AFDC generosityis alsoassociateavith a highershareof the budgetbeingspenton healthaswell
asincreasingthe probability a householdspendsanythingon healthcare. Both of the estimatedeffects
are significant only amonglower expenditurehouseholds. If spendinghealth care is indicative of
investmentn humancapitalthentheseresultssuggesthat AFDC generosityare associatedvith greater
suchinvestments.

If our interpretationthat AFDC generosityaffectsa woman’sbargainingpoweris correct,then
the evidencesuggestghat relative to men, women place greatervalue on baby or child goodsand

spendingon healthandlessvalue on alcoholand male leisuregoods. Womenare alsolessinclined to
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spendmoneyon food out of the home. This evidenceis consistentwith other studiesthat have found
womentendto allocateresourceawayfrom "male" goodstowards"child" andpossibly“female" goods.
(Lundberg,Pollak and Wales,1997; Thomas,1990)*° We view the CEX resultsas being suggestiven

their supportof our main resultsbasedon the PSID.

CONCLUSIONS

The notion of "power" within the householdplaysno partin resourceallocationsin the unitary
model of the household. Assumingvariation in the generosityof AFDC benefitsaffect the fallback
positionsof women,we find thatthe shareof incomeallocatedto food andtime allocatedto labor market
activities are affectedby "power". The resultssuggesthat AFDC impactsthe bargainingposition of
womenwith youngchildrenandwomenin lowerincomehouseholdselativeto their partnersandthatthis,
in turn, affectsthe way time and moneyis allocatedin the home. The resultsare robustto a rangeof
sourcef unobservedeterogeneityncluding statefixed effects,time fixed effects,time-varyingregion
effectsand householdixed effects.

While theseresultssink one more nail in the coffin of the unitary model of the householdijt is
importantto recognizethat we are capturingsubtle effects and that the impact of variationin AFDC
benefitson budgetallocationss smallrelativeto variationin householdncome. Our resultsdo not speak
to theissueof whetherpolicieslike AFDC would be goodinstrumentdor enhancinghe statusof women

in the family andit would be imprudentto rely on this studyto draw conclusionsn thatdirection.

%We are unableto detectevidencethat AFDC generosityis associatedvith a shift away from male clothing and
towardsfemaleclothing as shownfor the United Kingdom by Lundberg,Pollak and Wales.
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Table 3: Effect of AFDC benefiton shareof incomespenton food
Robustnesso food shareoutliers

Trimmed FE Trimmed FE Median HuberRobust
(1% trimming) (5% trimming) Regression Regression
(1) (2) (3) (4)
tn(AFDC benefit) -0.498 -0.300 0.076 -0.066
[0.41] [0.31] [0.26] [0.24]
* children0-5 -0.157 -0.133 -0.151 -0.126
[0.03] [0.02] [0.02] [0.02]

Notes:SeeTablel. Regressioimmodelsinclude covariatedisted in note at foot of Table1l. Fixed
effectsmodels(FE) include family, state,time, region*time fixed effectsand state-specifidcime trends.
1% trimming means2% trim at top and bottom of distribution. Huberrobustregressioruseshiweight
weightingfunction to downweightoutliers (weighting constant=7).




Table 4: Effect of AFDC benefiton
Shareof incomespenton food, shareon food out of home,

hoursof work (of manandwoman)andwoman’sshareof thosehours
Modelswith family, state,time fixed effectsand state-specifidcime trends

Shareof in(hrs) in(hrs) Woman’sshare
incomeon workedby workedby of total
food woman man hoursworked
@ {2 ®3) 4
tn(AFDC benefit) -0.098 0.155 0.042 1.973
[0.80] [0.05] [0.02] [0.86]
* children0-5 -0.103 -0.016 0.002 -0.371
[0.04] [0.01] [0.00] [0.09]
Householdcompaosition
# of children0-5 0.063 -0.110 -0.031 -0.945
[0.22] [0.03] [0.01] [0.46]
6-11 0.392 0.025 -0.020 0.746
[0.19] [0.02] [0.01] [0.34]
12-17 0.522 0.101 -0.021 1.896
[0.18] [0.02] [0.01] [0.32]
# of maleadults -0.149 0.089 -0.056 2.276
[0.21] [0.02] [0.01] [0.42]
# of femaleadults -0.381 0.096 -0.041 2.185
[0.22] [0.03] [0.01] [0.44]
HH size (incl non- 5.211 -0.520 0.186 -11.829
family members) [0.65] [0.06] [0.03] [1.23]
¢n(HH income) spline
bottom 25%ile -38.168 0.142 0.193 -0.904
[1.63] [0.05] [0.03] [0.97]
25-75%ile -11.607 0.464 0.271 3.262
[0.36] [0.04] [0.02] [0.65]
top 25%ile -7.984 0.280 0.244 0.307
[0.22] [0.04] [0.02] [0.77]
Value of house 0.010 -0.001 0.001 -0.036
[0.00] [0.00] [0.00] [0.01]
Stateper capita income 0.000 0.000 0.000 0.000
($000s) [0.00] [0.00] [0.00] [0.00]
Countyunemploymentate -1.461 0.399 -0.250 11758
[2.33] [0.30] [0.16] [5.56]
F (all covariates) 61.06 11.09 6.78 13.90
[p value] [0.00] [0.00] [0.00] [0.00]
R? 0.809 0.577 0.525 0.578

Notes: Sampleincludescoupleswith childrenwith both husbandandwife working in surveyyear.29,4620bservations.SeeTable 1.




Table5: Effect of AFDC benefiton shareof incomespenton food
Region-specificeffects
Modelswith family, state time fixed effectsand state-specifidime trends

Northeast North-central South West

1) (2) (3) 4)

Sampleperiod1968-1991
A.1 Coefficientestimate

In(AFDC benefit) 0.179 0.171 0.191 0.193
[0.33] [0.34] [0.37] [0.33]
A.2 F testsfor equality
1. Northeastand 0.01 0.02 0.04
[0.92] [0.89] [0.85]
2. North-Centraland 0.06 0.11
[0.80] [0.74
3. Southand 0.00
[0.98]
4. Jointtestall regions
All effectsequal 0.05
[0.99]
All effectszero 0.12
[0.98]

Sampleperiod1968-1991
B.1 Coefficientestimate

tn(AFDC benefit) -0.142 -0.199 -0.162 -0.093
* children0-5 [0.04] [0.04] [0.04] [0.04]
B.2 F testsfor equality
1. Northeastand 2.01 0.19 1.23
[0.16] [0.66] [0.27]
2. North-Centraland 0.64 5.91
[0.42] [0.02]
3. Southand 2.07
[0.15]
4. Jointtestall regions
All effectsequal 2.06
[0.10]
All effectszero 7.94
[0.00]

Sampleperiod 1968-1988
C.1 Coefficientestimate

In(AFDC benefit) -0.145 -0.195 -0.196 -0.114
* children0-5 [0.04] [0.04] [0.05] [0.05]
C.2 F testsfor equality
1. Northeastand 1.33 0.98 0.38
[0.25] [0.32] [0.54]
2. North-Centraland 0.00 2.721
[0.98] [0.10]
3. Southand 2.17
[0.14]
4. Jointtestall regions
All effectsequal 1.25
[0.29]
All effectszero 7.17
[0.00]

Notes:SeeTablel. [p values]below F statistics,[standarderrors] below coefficients.
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Appendix Table 1: Summarystatistics

Sampleof intact couples Sampleof intact couples
both of whom work
in labor market

Mean Standard Mean Standard
Error Error
(Y 2 (3 (4)
AFDC benefit($1984) 28331 0.553
¢n (AFDC benefit) 5.53 0.002 5,52 0.003
Standarddeviation:
Overall 0.500
Between 0.473
Within 0.197
Incomeshares
Food 0.18 0.001 0.15 0.001
Standarddeviation:
Overall 0.156
Between 0.173
Within 0.102
Food out of home 0.03 0.0003 0.02 0.000
Woman’slog(hrs.of work)  3.06 0.005 3.06 0.005
Man'’s log(hrs. of work) 3.63 0.002 3.66 0.003
Woman'sshareof thosehrs. 0.28 0.001 0.39 0.001
# children 0-5 0.48 0.003 0.46 0.004
# children6-11 0.41 0.003 0.42 0.004
# children12-17 0.38 0.003 0.40 0.005
# male adults 1.13 0.002 1.12 0.002
# femaleadults 1.12 0.002 1.11 0.002
HH size 3.53 0.007 351 0.008
fn (HH income) 10.21 0.003 10.38 0.003
Value of house($000) 30.62 0.184 28.38 0.241
Woman’sage 39.38 0.062 35.20 0.063
Man’s age 4211 0.065 37.71 0.067
Woman’seducation:
< high school 0.24 0.002 0.15 0.002
= high school 0.44 0.002 0.46 0.003
> high school 0.32 0.002 0.39 0.003
Man'’s education
< high school 0.28 0.002 0.21 0.002
= high school 0.35 0.002 0.37 0.003
> high school 0.37 0.002 0.42 0.003
Stateper capitainc ($000s) 12.22 0.009 12.38 0.013
Countyunemploymentate  0.06 0.000 0.06 0.000
Numberof households 8,506 6,548

Numberof household-years 54,010 29,462




