Las coleccionaes de Documentos de Trabajo del CiDE represen-
tan un medio para difundir los avances de la iabor de investi-
gacion, y para permitir que los autores reciban comentarios
antes de su publicacion definitiva. Se agradecerd que los co-
mentarios se hagan llegar directamente al (los) autor(es).
< D.R. ©® 2001, Centro de (nvestigacién y Docencia Econd-
micas, A. C., carretera México—Toluca 3655 {(km. 16.5),
Lomas de Santa Fe, 01210 México, D. F., tel. 727-9800,
fax: 292-1304 y 570-4277. < Produccion a cargo del (los)
autor{es), por {o que tanto el contenido como el estilo y la
redaccidn son responsabilidad exclusiva suya.

NUMERO 197

Luis Rubalcava and Duncan Thomas
FAMILY BARGAINING AND WELFARE



Abstract

Recent research on houschold behavior suggests that, ceteris paribus, a woman's "power" within a
houschold influences consumption and time allocation choices. From an cmpirical point of view, a
central stumbling block in this line of inquiry has been identification of sources of "power” that can
plausibly be treated as exogenous. Aid to Families with Dependent Children, AFDC, was paid only to
single women with children. The benefit level provides a natural fall-back for a low-income woman
with children who is contcrnplating separation from her partner. As AFDC payments increasc,
scparalion will become more attractive and, we conjecture, the relative bargaining power of the
woman in a household should also increase. If this is true, and if bargaining power does affect
allocation decisions within the houschold, then the AFDC hencfit level should affect household
choices in intact families. This hypothesis is tested using the PSID from 1968 through 1992. Benefit
levels, which (conditional on family size) vary across states and over time are treated as exogenous,
In order to swcep out houschold-specific unobserved heterogeneity, models include household fixed
effects. In addition, the model predicts the behavior of houscholds with young children should be
influenced by AFDC but not that of households with no children. Second, AFDC is unlikely to be
paid to women in higher income households and so it should have a bigger influence on the behavior
of lower incomc households. The results are consistent with these predictions. AFDC generosity docs
affect the allocation of resources in households with young children, and particularly lower income
households with very young children. Corroborating evidence is drawn {rom the Consumer
Expenditure Survey. We conclude that options outside marriage, as indicated by the penerosity of
AFDC benefits, allect bargaining power of women within marriage which, in turn, influences
household resource allocation decisions.

Resumen

Las investigaciones recientes sobre la conducta familiar, sugieren, ceteris paribus, que las
decisiones sobre consumo y ocio dcl hogar son influenciadas por el poder de negociacion de la
mujer. Con el fin de estudiar a fondo la mecanica de asignacién de recursos dentro del hogar, la
literatura empirica ha enfocado sus esfuerzos en detectar factores exdgenos relacionados con ¢l
poder de negociacion de la mujer. La generosidad del programa social norteamericano A4id fo
Families with dependent Children (AFDC), dirigido a mujeres solteras pude considerarse como una
forma dc seguro para mujeres con hijos que conlemplan una separacién conyugal. Por o tanto, un
tncremento en la generosidad de AFDC puede aumentar ¢l poder de negociacion de estas mujeres
dentro del hogar.. St la hipdtesis es correcta, el nivel de AFNC debiera modificar las decisiones dc
asignacion de recursos dentro del hogar en familias intactas. Esta hipdtesis es analizada con
informacion longitudinal sobre hogares proporcionada por el Panel Survey of Income Dynamics
(PSID) para ¢l periodo 1968-1992. La variacidn de AFDC a través del tiempo y entre estados de la
Unidén Americana es considerada cxogena. La heterogeneidad no observada a nivel hogar es tratada
a través de efectos fijos a nivel familiar. La hipdtesis de trabajo predice que AFDC tendra un efecto
en la asignacion de recursos en hogares con hijos mcnorcs a 18 afios y de escasos recursos
econdmicos. Los resultados obtenidos son consistentes con esta afirmacion. La generosidad de
AFDC afecta la asignacidn de recursos en hogares con hijos pequefios, y en particular en hogares
con ingresos bajos e hijos pequefios. [Lsta evidencia es a su vez corroborada en ftorma
independiente con informacion proveniente de una base de datos adicional: el Consumer
Expenditure Survey (CCX). Se concluye, entonces, que factores externos al hogar, como lo es la
generosidad de AFDC, afectan el poder de negociacion de las mujeres dentro del matrimonio y por
tanto las decisiones sobre la asignacion de recursos de estos hogares.



Introduction

he vast majority of economic models of the household treat it as a single umit. This

amounts to assuming cither that all household members share the samc
preferences or that one member, a dictator, determines all allocations.  Since the
theory of consumer demand is predicated on the notion that preferences are an
individual trait, this is not an appealing restriction.  Not only is 1t difficult to
meaningfully discuss important phenomena like marriage and divorce in the context
of this model but a body of empirical evidence has emerged in the last few years
sugpcsting that the restrictions of this "unitary” model of the houschold is at odds not
just with common sense but also with the data. (See, for example, Samuelson, 1956,
and Becker, 1974, 1981, for discussions of the general issucs; Bergstrom, 1997,
provides a recent review.)

These empirical studies suggest that, ceteris paribus, as a woman's "power"”
within the household increases relative to that of @ man, household consumption and
time allocation patterns change, with, for example, some studies indicating that more
resources are allocated to investments in children. From an empirical point of view,
a central stumbling block in this literaturc has been identifying sources of "power"”
that vary exogenously.

Most of the studies have cxamined the impact on allocation decisions of
changes in the distribution of income within the household. Since time allocation
and, therefore, labor supply is onc of the choices over which a couple is likely to
bargain, it is difficult to argue that labor incomc should be treated as exogenous in
this context. (See, for examplc, Browning, Bourguignon, Chiappori and Lechene,
1994.) Nonlabor (or asset) income is similarly suspect if it reflects the cumulation
ol saved prior labor incomc (Schultz, 1990; Thomas, 1990). Thomas, Contreras
and Frankenberg (1997) use asscts thal a couple owned at the lime they were
married which reduces, but does not eliminate, this source of endogeneity.

An alternative to using income of household members to capture "powcer”
would be to use characteristics of the local community or environment. McElroy
(1990) discusses the rolc of oplions outside the marriage including opportunities in
the re-marriage market and suggests, for example, sex ratios or changes in divorce
laws across states (Carlin, 1991). 1n a very innovative study, Lundberg, Pollak and
Wales (1997) utilize a natural experiment provided by a shift in the UK. welfare
system in the late 1970s. All families in the U K. arc eligible for child bencfit. Prior
to 1977, it was paid through the tax system as a deduction from income tax and,
typically, accrucd to the father. T.egislation in the [louse of Commons replaced that
deduction with a cash payment paid to the mother. Women's power was
unambiguously increased. Tundberg, Pollak and Wales show that there was a
coincident change in expendilure patterns: relative to men's clothing, expenditures
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on women's and children's clothing increased. ‘I'hcy conclude that the shift in power
within the household did affcel resource allocation. (See, also, Ward-Batts. 1997.)

Aid to Families with Dependent Children, AFDC, was, until recently, a
central component of welfare policy in the U.S. The benefit was paid only to single
women with children. Conditional on family sizc, the payment is set at the state
level and varies, in rcal terms, over time. Putting aside migration because of the
level of payment and fertility choices in rcsponse to the payment. the benefit
schedule a woman faces may be treated as exogenous. Under these assumptions,
inter-statc and inter-temporal variation in the benefit has been used as a "natural
experiment" in a very larpe number of studies. See, for example, Mottt (1992) for
a comprchensive review of the disincentive cffccts of AFDC and Moffitt (1996) for
an assessment of the assumptions underlying several of these “natural experiments”.

Following the lead of Lundberg, Pollak and Wales (1997), AFDC also
provides a potentially powerful tool for testing the unitary model of the household
within the context of a "natural cxperiment”. Specifically, the AFDC benefit level
provides a natural fall-back for a low-incomc woman with children who is
contemplating separation from her partner. As AFDC payments increase, separation
will become more attractive and, we conjecture, the relative bargaining power of the
woman in a household should also increase. If this is true, and if bargaining power
docs affect allocation decisions within the household, then the AFDC benefit level
should affect household choices in intact families.'

This hypothesis is tested using longitudinal household survey data {rom the
Panel Study of Income Dynamics (PSID) over the pcriod 1968 through 1992,
Whilc attention is focussed on the sharc of household income spent on food, we also
report empirical results for time allocation of working couples. We examinc the
impact on these outcomes of variation, over a quarter of a century, in the AFDC
maximum benefits that would be paid to a family of one adult and two children.
Carcful atlention is paid to unobscrved heterogeneity. Tt is standard in the "natural
experiment” literaturc to control for state fixed effccts and allow time effects 1o vary
non-parametrically. We take two more steps. First, a household [ixed effect in the
models swecps oul all unobserved factors that are fixed and additive at the
household level and which might affect household allocation patterns. Therc may,
however, be factors that vary over time and within states which are not captured in
these models. Our second step, therefore, is to compare households in which
mothers are likely to benefit from AFDC payments should they separate from their
husbands with households for whom AFDC is not likely to play a role. First, AFDC

'The influence of AFDC on living arrangements has been investigated by Ellwood and Banc (1985)
who set out the descriptive facls, Hoynes (1995) who uses a "natural experiment” framework and T
(1997) who exploits a treatment-control randomized experiment. They all conclude that increases in
generosity are associated with a (fairly small) reduction in the probability a women is married to or
cohabits with a man. In order to sidestep this issue, we focus on intact couples. 10 AFDC only aftects
living arrangements and has no impact on bargaining power within the household, then aur tests will
result in failure to reject the unitary mode! of the household.
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is only paid to single mothers with children and so the behavior of households that
contain young children are contrasted with similar households that do not. Second.
AFDC is unlikely to be a source of bargaining power in higher income households
and so the behavior of lower income households with young children is compared
with higher income households with young children.

‘The results indicate that households with young children, and particularly
lower income households with young children, tend to allocate less of thetr income
to food as AFDC gencrosily increases. Qur view is that the mosl plausible
explanation for the results is that as AFDC benelits rise, the bargaining power of
women in these households increases which, in turn, affects the share of income
spent on food. Time allocation patlerns are consistent with this interpretation.
Among households with young children, hours in the labor market for women
dectine as AFDC rises; men's hours also decline but by a much smaller amount and
s0 the woman's share of the couple's time in the labor market is significantly reduced
as AFDC generosity incrcascs.

Corroborating evidence is drawn from the Consumer Expenditure Survey
(CEX) which is a serics of cross-seclion household budget swrveys conducted
annually in the United States. While the long panel dimcnsion ol the PSID is a key
advantage for this study, contrasting families that include young childrcn with
families that do not in the CEX provides an independent check on the robustness of
the results. Consistent with results from the PSID, as AFDC generosily increases,
the share of the budget spent on food declines. Similarly, the share on what might
bc conslrued as "male” goods (alcohol, car maintenance, sporls entertainment)
declines while the share allocated o "child" goods (toys, baby clothing and baby
furniturc) and health increases. We conclude that options outside the marriage. as
indicated by the generosity of AFDC benelits, do affect the bargaining power of
women within the marriage as manifest in household resource allocation decisions.

The model underlying our lests are presented in the next scction, It is
followed, in Section 3, by a discussion of the data and some empirical issucs.
Regression results, presented in Section 4, are followed by a concluding section.

Model

We hegin with a standard model of household behavior in which household
welfare in any period, W, depends on the utility of cach member, m =1, ..., M. In
turn, each individual's utility function, Um, depends on the commodity consumption
ol all household members, x,, , g=1, ..., G, where g indexes goods and consumption
of Icisure of each individual is denoted X¢m. Individual and household specific
characteristics may allect lastes and therefore utility. Lct x4 denote those that are
observable and let 4 represent all unobservable characteristics, such as tastes for
work, for consumption and for investing in children. Each individual's sub-utility
function is given by U,(x; g . ¢) which is assumed to be quasi-concave, non-
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decrcasing and strictly increasing in at least one argument. The household welfare
function aggregates these individual sub-utility functions:

W=WIUi(x; g2 ) Un(X; 2 4 £)] [1]
which is maximized subject to the houschold budget constraint:

pXx = Z:m [pOn](T'XUm) + Ym_l + Yu [2]

Prices, p, ol all elements of the vector X are assumed to be parametric aparl [rom poem,
the price of time (wage) of individual m. Thec income of member m is the value of
earned income pom(T-Xom) plus non-labor income, y, and yj is all incomc that is held
jointly by household members.

Unitary model of the household

The simplest (and most common) cconomic model of the household
implicitly assumes that all household members have exactly the same preferences,
so the sub-utility functions. U in |1], are identical. An alternative assumption that
has been suggested is that there is one member, a dictator, who makes all allocation
dectstons. Under this assumption, the aggregator function W(.) in {1] assigns a zero
weight to all but that member's utility function. For our purposes, the two
assumptions arc observationally equivalent as they both unply that the household
may be treated as if it were a singlc unit. That is, the notion of power within the
houschold has no place in this model and demand depends only on prices, total

household income, ¥ ;ff=0 y¥m, and houschold characteristics, . such as
demographic composition:

Xg’:Xg(Z;},/’:oquﬂ_«p”Ug) [3]]

Individualistic models of the household

An alternative class of models that have gained currency in the literature in
recent years treats the individual as the primary element in household decision-
making. Although there are several variants of these models, their implications are,
for our purposes, similar.

For example, following Chiappori (1988, 1992, 1993), if we were to assume
that resources are allocated within the household (Pareto) efficiently, there exists
somc 2 so that the household optimization program is

Max 28 A" U™ (Xgm s coos XaM 3 p1.8) (4]
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subject to the bud%ct constraint [2] where household consumption ol good g is ZaXym
(Chiappori, 1992).

The household may be treated as if it were a single unil maximizing a
weighted sum of all individual felicity functions, 1", where the weights, A, sum to

unity. ‘The reduced form demand functions depend on household income, =My,
observable household characteristics, u, prices, p, and the vector of weights, A:

Xg =X (CM Yo pt P AL E) 13.2]

where & represcnts unobserved heterogeneity in tastes. Apart from the weighting
factors, XA, the demand functions in the individualistic model, [3.2], are identical to
those under the assumptions ol the unitary model, [3.1]. Prcsumably the weighting
factors are a measure of the importance of each member's preferences with regard to
the household's allocation choices.

Tt is helpful at this point to provide additional intuition about the weights, A,
by slightly re-interpreting the individualistic model in terms of a model of income
pooling (Chiappori, 1992). If allocations are Parcto efficient, then the optimization
program can be rewritten as a (wo stage process. In the first stage, the household
may be treated as if all members pool their income and then re-allocate it among
themselves according to some sharing rule. Thereupon, in the second stage, cach
houschold member maximizes his (hcr) own utility given his (her) income share.
The income sharing rule is clearly rclated to the weights, A. The rule also has a very
nice intuitive interpretation as an indicator of relative bargaining power of houschold
members: the more powerful the individual, the bigger that person's share of the pie
in the first stage.

Since the seminal work by McElroy and Horney (1980) and Manser and
Brown (1980), a large number of bargaining-typc models of household allocations
have been suggested in the litcrature.” In their simplest form, these models suggcesl
that each individual spends the income over which he or she has control without
reference to other members and then looks at the equilibrium (if any exists); a
slightly more sophisticated model repeats this process until achieving an
equilibrium. This suggests that household allocation decisions are the outcome of a
bargaining process in which members seek to allocate resources towards goods they
especially care about. In the absence of asymunctric information, all outcomes of co-
operative bargaining decision rulcs will be Pareto efficient and so those models yicld
demand functions which are a special case of [3.2] above. While asymmetric
inlormation and non co-operative behavior complicates these models, the basic
intuition underlying the models rcmains.

*For simplicity, we assume all consumption is private. This may not he unreasonable in the context
of our empirical results below which arc hased on food expenditures and the allocation of time (o the
labor market.

“See, for examplc, Bjorn and Vuong (1984, 1985), I.undberg and Pollak (1993), Ulph (1988).
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Fach houschold member has some fall-back position (level of utility) and
will exit the household if her (his) welfare falls below the "threat point” level. 1l the
sum of utilities associated with the fall-back positions is less than total household
wcliare, the household will dissolve. Ulility over and above the sum of the
individuals' threat points is shared among houschold members presumably in
accordance with their bargaining strength. To fix ideas, assume a co-operative Nash
equilibrium (McElroy and ITlorney. 1980). The M houschold members involved in
decision-making choose allocations of resources to maximize the product of the
differences hetwecn the ulility each achieves, U, and the threat point or rescrvation
utility level, V, which is the utility the individual would achieve outside the
household:

H;:’i,=lU(x;ﬂ9£)_Vm (p;,ﬂ)

Reservation utility depends on prices and thosc characteristics, iz, which affect one's
ability to asscrt one's preferences in the bargaining game.

Clearly these characteristics will also enter the demand functions and so, in
terms of the functions |3.2], the weights, A, will depend on 77, This is because the
weights reflect the rclative importance of a mcmber's utility in the household
optimization program [4] or, put another way, the weights influence the share of the
income pie that a household member controls. They are, therefore, a measure of
power within the houschold and will also dcpend on prices, household
characteristics and the distribution of income within the houschold. Making this
explicit, we rewrite thc demand function:

Xe=Xe (Z0 Yoo 11205 M HL Yoo Yiee Y 11,P ) &) 13.3]
Substituting for the weights yields:

Xg:Xg(Zf}{}’me#ap,YO,YI’---Ymsﬂﬁgg) [34|

Comparing [3.4] with demand under the unitary model, [3.1] suggests a
simple test of the unitary model against a wide class of altcrnatives: if the unitary
model is correct, mcasures of power, . should have no impact on household
resource allocations,

It remains to specify cmpirically implementable indicators of bargaining
power. McElroy (1990) suggests including the environment an individual would
facc upon withdrawing from the household which she calls extra-environmental
parameters. ‘These might include an individual's labor market opportunities, rc-
marriage market opportunities, social and family support as wcll as the resources
that the individual would control if the household were to dissolve. This last insight
has been exploited by Carlin (1992) who treats changes in divorce settlement laws at
diflerent times in diffcrent states in the U.S. as a "natural experiment” and notes that
those changes in laws will affcel the way household resources are split when



Rulilcava P. Luis, Thomay Duncan/Family Rargairang and Welfare

families dissolve. They should, therefore, atfect the power a person wields in the
household.

Following thce same logic, prior to the 1996 Wecllure Reforms, Aid for
Familics with Dependent Children (AFDC) was 4 central element of the U.S. public
support for the poor. Single mothers with young children were eligible for AFDC as
long as their income and assets fell below the cut-off. The bencfit provides a natural
fallback position for a woman who would be cligible for AFDC if she scparated
from her partner. Thus, under the assumplions of the individualistic models, AFDC
should enter the reservation ulility, V, of these womecn since it would be an element
of . & As indicated by [3.4], thc potential AFDC benefit will allect resource
allocation, holding household income constant. The key point is that it is not the
receipt of AFDC incomc thal matters for this test, but rather the potential receipt of
that income; our main empirical analyses are, therefore, based only on intact couples
who have not reecived any AFDC income.*

In the regressions bclow, AIFDC henefits will be treated as parametric from
the point of view of a couple which implies we need to makc two assumptions.
First, AFDC benefits vary with the number of children in the family unit. A woman
may respond to this fact through her fertility choices in which case the state-levcl
AFDC benefit should be treated as endogenous. It strikes us as very unlikely that
the potential of receiving AFDC would have a substantial impact on a couple's
decision to have morc or less children, which must rank among the most serious
choices 4 couple make. The second source of endogeneity arises from the fact that
AFDC benefits vary across states. A woman may increase the potential AFDC
payment she would receive (her bargaining power) by moving to a more generous
state. Thc cmpirical evidence on welfare magnets suggests therc 1s a very small (but
significant) impact of gencrosity on the mobility of single mothers (Walker, 1994);
the impact on couples (for whom moving is more costly) is almost surely even
smaller in magnitude. [n the regressions below, we will provide some cvidence to
assess thce empirical importance of migration. Before prescnting the regression
results, the data are discussed in the next section.

“While, in recent years, states have had the option of covering marricd couples if the head works less
than 100 hours per month, under the AFNDC-Unemployed Parent (LUJP) program, that program is small
and accounts for a very small fraction of the AFDC caseload. There is some variation across states in
the treatment of unrelated cohabitors and step-fathers who are in households that contain AFDC
assistance units. (Moffit, Reville & Winkler, 1993). A woman and her children may be eligible (or
AFDC even if she cohabits with a man. The same is true in most states for step-fathers although some
states treat step-fathers in the same way the hiological father is treated so they are eligible only for
AFDC-UP. In order to ensure that AFDC-UP families are not included in our sample, we excludc all
households who have received AI'DC income during uny of the survey years.
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Data

Our measure ol "power" within the household is the AFDC a woman could
receive il she separated from her partner. Combining information from the Office of
Family Assistance, Administration for Children and Families of the U.S.
Department of llealth and Human Services with staustics published by the
Congressional Rescarch Service, 1).S. House of Representatives, we have created a
statc-specific time series of thc Maximum AFDC monthly benefit that would be paid
to a woman with two children over the period 1968 through 1992, The mean and
standard deviation for each stale is presented in Figure 1 (in real (1984) dollars).
The mean monthly maximum benefit lor the country as a whole is about $290.
Statcs in the South tend to be the least generous, whereas those in the West are
among the most generous. In general, higher benefit states have also tended to have
higher variance although California and Alaska present a stark contrast. Both are
among the most generous states; howcever, while Alaska is also one of the most
variable, benefits in California have been remarkably stable in real terms over this
period.

These data havce been merged with our household-level data sources, the
Panel Survey of Income Dynamics (PSID), an on-going longitudinal survey, and the
Consumer Expenditurc Survey (CEX), a scrics of cross-sections. The PSID follows
members of households that were [irst interviewed in 1968, including those who
havc subsequently split-otl from the original sample household. ‘l'o test hypotheses
about the role of bargaining power in hous¢hold decision-making, we focus on intact
couples throughout our analysis. To avoid contamination of the tests associated
with receipt of AFDC, we excludc all couples who rcport receiving AFDC in any
year that they appear in the survey. ‘LThis {orms our corc sample of 8,506 couples
who, on average, appear in the survey slightly more than six times each, yielding an
effective sample size of 54,010 household-years. Summary statistics are reported in
Appendix Table 1.

Whilc the PSID contains cxtensive information about income, labor supply
choices and demeographic characteristics, only limited data are collected on
consumption. We focus on food expenditures reported by the household including
the value of food stamps and the valuc of food eaten out of the home. Food
expenditures tend to rise with income and, as an cmpirical matter, it is convenient to
estimate FEngel curves in terms of shares. ood shares, the ratio of food cxpenditures
to household income, tend Lo decline with income. The average household spends
about 18% of its income on food; around one-sixth of that is spent out of the home.
There is considerable heterogeneity in lood shares: they account for more than a
third of the budget for almost 10% of the obscrvations and are less than one-fiftecnth
ol the budget for another 10%.

Figure 2 displays mean food shares for cach year of the survey: while far
from monotonic, food shares have tended to decline over time largely reflecting
growth in household income. At the same time. the average generosity of AFDC
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benefits that the sample houscholds [aced has also declined. It would be premature
to imputc a causal interpretation to this correlation: it is far more likely that it is due
to unobserved heterogencity that is common to both processcs. In [act, unobserved
heterogencily is a serious concern in any study ol state-level treatment cficcts on
household-level behavior and is a grave concern for us. ‘l'o be¢ concrete, we rewrite
the model |3.4} in linear form

Ow=Bot B Ba+ Xy +E+EHE T L [5]

where ®;y is the food share of househotd i, living in state s at time t. AFDC maximum
benefits, iz, vary across states and time and X5 captures all other household and
community-level obscrvable characteristics including income. demographics, and
mecasures of local economic activity. We assume unobservables in the model
comprise four elcments. First, in order to capturc the variation across timc thal is
obscrved in Figure 2, we allow food shares to vary with time and include a dummy for
cach year of the survey, &. 'This time fixed effect will sweep oul any economy-wide
changes (such as growth) that might affect both [ood shares and AFDC benelits. Food
shares are likely to vary with relative prices, climate and levels of infrastructure which
differ across states. Thus, the model includes state fixed ellects, &s.

Since economic growth is not uniform across the entirc country and since the
characteristics of states change over time, one would, in principle, like (o include
state-specific time fixed cftccts. That, however, would sweep out all variation in
AFDC bencfits, z1g. We address this concern in three ways.

First, state-specific time trends are included in the modcl along with region-
specific time effects (for four regions in the U.S.) Thus, estimates of Bl may be
interpreted as the effect ol deviations from the avcrage rate of change in AFDC
benefits for a particular state, controlling for all region-specific year-to-year
changes. _

Second, the model contains a household fixed effect which will sweep out all
household-level unobserved heterogencity that is correlated with both AFDC
gencrosity and food shares. This includes. for example, taste differences that are
associated with locational choice (or relative prices) and household resource
allocation.

It is plausible, however, that therc remain common unobserved factors that
influcnce both AFDC generosity and household food shares. These might include,
for example, local labor market conditions for people in thc lower tail of the income
distribution. Assume that state administrations respond to worsening labor markct
opportunities for the poorest by increasing the generosity of AFDC. If, at the same

‘As indicated in Appendix ‘Table 1, even afler sweeping out houschold fixed effects, there is
substantial variation in both food shares and AFDC henefits. 1n the data, the standard deviation of food
shares is 0.16; within louscholds, the standard deviation is 0.10. Similarly, the siandard deviation in In
AFDC bhenefits is 0.50; excluding all inter-household variation, the standard deviation is 0.20.

9
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time, household incomes decline and food shares rise, we will observe a spurious
positive corrclation between AFDC benefit and lood shares. (Of course, if’
legislators respond to a worse labor markcet and thus increased demand for AFDC by
decreasing benclits, we would observe a spurious negative correlation.)

This is addressed by our third approach to minimizing biases due to
unohserved heterogeneity in which we slightly recast the "natural experiment” and
compare the behavior of households that have young children with households that
do not. Since AFDC is paid only to women with children, its generosity should
have no effect on the bargaining power of women with no children. Holding income
and education constant, the labor market opportunities faced by women with and
without children should not differ in a way that is sysiematically rclated to
untobservables that affect AFDC generosity and food shares. Thus, the interaction
between AFDC generosity and the presence of young children, «, provides a
relatively robust means of testing for the influence of bargaining power on
houschold allocattons.

Wia = Pot Py fatPh ¥+ Xy +EHETE I Eint (6}

While we will prescnt estimates of {3, in the regressions below, we have greater
confidence in estimates of P, as the basis for testing the unitary model of the
household and will, therefore, rely more heavily on those estimates.

Since demographic controls are included in the covariates Xig, differenccs
between children and adults in food intensity will be captured by thosc controls.
The interaction between AFDC generosity and the presence ol young children
should not be thus impacted. [t is possible, however, that the costs of children vary
across states and over time and that these differences are correlated with AFDC
generosity, thereby contaminating our lests. We will address this concern by
contrasting the effect of AFDC on food sharcs in lower income households who
have young children with higher income households with the same demographic
characteristics. Since women living in higher income households are unlikely to be
eligible for AFDC, changes in its generosity should have no effect on their
bargaining power and, therelore, on resource allocation within their households.

The results based on PSID are cross-validated drawing on the CEX which, in
contrast with the PSID. does not contain interviews with the same households
streiching over many years, Thus, model [6] is estimated using the CEX without a
household fixed effect. As discussed above, the likely presence of household-level
unobserved hetcrogeneity contaminates interpretation of the effect of AFDC
generosily on expenditure shares, even after including state and ycar fixed effects.
The differential effect of AFDC generosity on families with young children relative
to families who face the same level of AFDC generosity, but do not have young
children, f32, is lcss prone to this concern -- and so we focus on those cstimates.
They arc not, however, immune to bias due to unobscrved heterogeneity and so we
will present estimates for lower income and higher income households. The
variation of [}, across the income distribution will provide a further check on the
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interpretation of the results. Becausc of concern with unobserved heterogeneity, we
view results based on the CEX as suggestive.

Regression resulls are presented in the next section. We begin with PSID
and discuss food shares as well ay time allocation patterns ol husbands and wivces.
We then present corroboraling evidence from the CEX.

REGRESSION RESULTS

Food shares and AFDC generosity

Table 1 reports cstimates of the food sharc Engel curve [6] using our core
PSID sample of 8,506 intact couplcs who have at least onc child under 18 in the year
of the survey. Each regression contains controls for family and household
characteristics including demographic composition, age and education of the head
and spouse, houschold income and controls for local levels ol economic act'n.'ity.6
The cmpirical specification is a simple generalization of the Working-Leser form
(allowing a flexible form for the effect of household income). Variance-covariance
estimaics are based on the infinitesimal jackknifc allowing within state and year
correlattons in errors (Huber, 1967).

The first column of Pane] A presents OLS estimates of thc correlation
between state-lcvel AFDC payments and the share of income spent on food. As
notcd above, and clearly depicted in Figure 2, there is a powerful positive
association between the two. This correlation, however, is to all intents and
purposes explaincd by time effects (in column 2) or state effects (in column 3).
After including those controls, there is no ¢vidence that variation in AFDC
generostty has any impact on food shares.

The second through fourth rows of Panel A allow the effect of AFDC to vary
with presence of children in the family. Ceteris paribus, a woman with young
children will be eligible tor AFDC for longer than a woman whosc children are
older. Thus, if AFDC does affect a woman's bargaining power, it should have a
bigper impact when the mother has young children. This hypothesis is supported in
the data. Whcther or not the model includes controls for time effects, state effects
or both, a 10% increasc in the AFDC benctil is associated with about a 3% reduclion

“The regressions include controls for the number of children in the family age 0 to 6, age 7 to 12 and
age |3 to 18, the numbher of male adults, the number of temale adults and the {log of the) number of
members in the houschold, including non-fumily members. The agc and education of the head and
spouse are included along with household income which is specified in logarithmic form as a spline
with knots at the lower and upper quartile. As an additional measurc of wealth, we control the (cubic
root of the) value of the house for owner-occupiers. State level per capita personal income and county
unemployment rates arc included to capture unmeasured heterogencity in local labor markets.

11
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in the share of income allocated to food il the woman has young children (age O
through 5). The effect is smaller i( the children are age 6 through 11 (0.8%) and
therc is no significant effect if the children are older.”

The fixed effects regressions in column 4 contain extensive controls for
heterogeneity across states and time since we include state fixed effects, time
cllects. state specific time trends and region specific time cflects. Nevertheless it is
plausible o supposc that this does not control for all unobserved heterogencity that
may affect family allocation choiccs. For example, if within a state, labor market
opportunities for the poorest do not change in lock-step with opportunities for higher
income earncrs, and if AFDC benefits (which arc targeted at the poor) vary as these
labor market opportunities diverge, then changes in the generosity of AFDC may
reflect this divergence ol economic opportunities and have nothing to do with
bargaining power within the family. Similar concerns may arise if labor market
opportunitics lor (poorcr) women dilfer from the average worker in the state. This
concern is addressed in the regression in column 5 of the table which contains a
fixed effect for each of the 8,506 couples in the study. The model in column 6 also
includes the state and time effects controlled above. This final specification
probably errs on the side of conservatism as it sweeps out all fixed characteristics at
the household level that might be associatcd with the state-specific tevel of
generosily of AFDC benefits. This includes variation in the household's attachment
to the labor market.®

Two main results emerge.  First, increases in AIFDC are associated with
higher food shares when {amily eftccts are controlled. However, paralleling the
results in columns 1 and 2, (and Figure 2), this reflects the fact that AFDC and food
sharcs have declined over time. In the conservative specification with time and state
effects, the impact of AFDC turns negative and is measured very impreciscly. We
note that while the inclusion of time effects is key, whether or not the model
contains state effects has no impact on the estimates. Thus, migration by households
in responsc o AFDC generosity does not scem to be an important concern in this
contexl. (See, for cxample, Walker, 1994).

Second, increascs in the generosity of AFDC benclits have no impact on the
share of income allocated to food if therc are older children (age 6 through 18) in the
household. However, AFDC gencrosity is associated with a siguificantly lower food
sharc if the household has young children. Whereas the estimated cocfiicient on this
interactton is reduced by half when a family fixed effect is added to the model, it
hardly changes when state or time effects are also included. Moreover, the

“I'he time cflects in column 2 and the state effects in column 3 are significant (F statistics are 35.3
and 27.9, respeclively). They are also jointly signiticant in column 4 (F statistic is 12.8).

*The household fixed effect is significant in both columns 5 and 6 (F statistics are 4.3 and 4.8
respectively). The state and time effects remain significant even after controiling for household -fixed
etfects in column 6. (F statistic is 25.9 for time cffects and 6.9 for state effects.)
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estimated effect is invariant to whether or not intleractions between AFDC and
children of other age groups arce included in the model.

‘Thus, relying on the impact o’ ATDC gencrosity on food shares to test the
unitary model yields conflicting results and depends critically on whether or not one
makes thc assumption that unobserved heterogencity in the model is fully captured
by our set of state and timc elfects. While this is a standard assumption in the
literaturc, we take the view that it is too strong, at least in this application. However,
allowing the trcatment effect (o differ across households, within a state and time
period, and {vcussing on those houscholds who arc likely to be most affected by
changes in AFDC, we find vnambiguous evidence that changes in the state-level
genemsit‘;’ ol AFDC payments does impact food shares in families with young
children.

Robustness tests

Table 2 explores the robustness of these inferences. Columns ! and 2 repeat
the regression in column 6 of Table 1. Consistent with Engel's first law, food shares
declinc 4s income increases albeil at a decrcasing rate. Consistent with Engel's
second law, conditional on income, food shares rise as houschold size increases
although we sec that this effcct is somewhat mitigatcd by the addition of female
adults. Whether this is because they are less intcnsive in food, whether it is becausc
more female adulls implies more home production (less food out of the home), or
whether it reflects changes in bargaining power ol the mothcr, we cannot say.

If our interpretation is correct, AFDC paymecnts should have no impact on
food shares in houscholds with no young children. This implication is tested in
column 3 which is based on a different sub-samplc of families in the PSID. We
include only those households who have no children under 18 in the year of the
survey or at any time in the following two years; the latter restriction ensures that we
exclude those who are most likely to be planning children since AFDC generosity
may affect the bargaining of women in thosc households. Consistent with our
intcrpretation, the impact of variation in AFDC generosity on food shares in
households with no children is zero.'®

A potentially more powerful test is based on the observation that AFDC
benefits should not only have a bigger effect on the power of women in households
with small children but it should also have a bigger effect on women in lower

°Given the large sumple sizes, it may be appropriate to adopt a Bayesian approach to model
selection. Tollowing Schwarz (1978), the o posteriori most likely model will be chosen if a L statistic
greater than 3.4 is judged significant in the regressions in the table. By this criterion, apart from the
OLS estimates, the only significant cocfficients in the table are the interaction between the AI'DC
benefit and the presence of young children.

"Although it is not precisely estimated in the first two columns, the magnitude in the third column is
1710th the sizc in the first two columns.
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income households. Houscholds are stratified into threc groups based on their per
capita income level. To control [or price variation across stales, we compare
household income with the corresponding per capita AFDC benefit for a family of
three in their state of residence. Low income households (those whose income is
less than three times the AFDC benefit) spend a lower share of their income on food
as the AI'DC benciitl increases and this effect is largest for those households with
young children. The impact for middle incorae households is considerably
attcnuated although it remains significant among those houscholds with young
children. Food shares of higher incomc households are¢ unaffected by the AFDC
bencfit.

It is possible that the direct effect of AI'DC on food shares among low
incomc households reflects unobserved heterogeneity (in labor markets for the poor,
say). It is difficult to see how this can cxplain the significance of the interactive
effcet with young children. That cxplanation can be directly tcsted by re-estimating
the modecl in column 3 with a samplc of couples with no children (a regression that
is analogous to the one reported in column 3). If unobserved hetcrogeneity is
contaminating the results, AIFDC should affect the food shares of these households.
It does not. (The t statistic on In{(AFDC benclit) for low income households is (.9
and for middle income households itis 1.1.)

In the last two columns of the table, housceholds are stratified according to a
longer run measure of income (wealth): whether or not the household owns a home.
Women living in households who own a home in every ycar of the survey are very
unlikely to be eligiblc {for AI'DC if only because they are unlikcly (o satisfy the asset
conditions. AFDC should have no impact on food shares in these households, cven
if there are young children present. The evidence is consistent with this
interpretation.

Table 3 explores robustness in a different direction. Our dependcnt variable
is the sharc of income spent on food: both income and expenditure are prone to
measurement error and we have scveral cases of [ood expenditures that arc in excess
of reported income. The model in column 2 has been re-estimated with four
diffcrent estimators that reduce the influence of outliers in food shares. The first two
columns are trimmed lcast squares rcgressions (including fixed clfects). The third
regression 1s a median regression which is an L-type estimators and has a very high
breakdown point. ‘The fourth regression is an M-estimator and is a Huber-type
robust regression with a biweight weighting function. The results are very similar in
all cascs and support the conclusions based on Table 2: higher AFDC benefits do
altect food shares in intact households with young children.

We conclude, therefore, that the evidence suggests AFDC does aflect power
of women in lower income households with young children and this increascd power
is manifest in a reduction in the share of income allocated to food. PSID does not
contain much information on other expenditures; below, we will present evidence
from CEX using a broader set of expenditures. It is, however, possible to examine
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the link between AFTDIC benefit and time allocation with the PSID. The results are
presentcd in Table 4.

Time allocation and AFDC generosity

The analysts 1s restricted to those couples who both work in the 1abor market.
In the first column, we repcat our main food share regression using this restricted
sample. While the impact of AFDC on food sharcs among couples with young
children is smaller than in the [ull sample, it remains signiftcant.

The sccond and third columns indicate that hours of work increase for hoth
men and women as AFDC benefits rise. Given with the discussion above, we are
reluctant to interpret this as a "natural cxperiment” associated with changes in
bargaining power within the houschold; rather we suspect that it reflects a
correlation between state-level generosity and economic performance. Note also
that the impact is substantially larger for femalc labor supply (and therefore for the
woman's share of thc hours the couple work, column 4), indicating that AFDC
generosity varics with labor markct choices and, particularly, those of women.
However, the interaction between AFDC benefit and the presence of young children
in the househeld is unlikcly to be subject to concern regarding contamination of this
sort. We find that this interaction has a negative and significant impact on women's
hours, no impact on men's hours and, thereforc, is associated with a reduction in her
share of thc couple's hours of work. We conclude that as a woman's bargaining
power increases, she reduccs her sharc of time allocated to earning income.

Of course, as has been noted in many studies, the presence of young children
in the household is associaled with 4 reduction in hours of work by women (Mroz,
1984). Hours workcd by men are also reduced but by not as much and so the share
contributed by women also falls. This is normally attributed to an incrcase in child
care activilies by the mother. As expected, her share of time in the labor market
incrcases dramatically when the children are older.  These direct effects of
demographics suggest an intcrpretation of our result. As AFDC generosity nises, a
woman's bargaining power incrcases if she has young children and she allocates
more of her time to looking after those children. Neither she nor her husband will
benefit from the morc generous AITC payments and so this is unlikely to capiure a
wealth effect unless they are anlicipating divorce. Moreover, if it does reflect a
wealth effect. we would cxpect to see a decline in the husband's hours of work as
benefits increase (and we do not). We would also expect the interactions between
AFDC and the presence ol older children to be significant. They are not significant
in any of the models that include these interactions.
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Delving inside the "natural experiment”

We have, thus far, compared those families with young children who are
treated with higher levels of AFDC with those families for whom AFDC remains
constant under the assumption that it provides a "natural cxperiment”. There are
many ways that this assumption can be tested (see, for example, Heckman und
Robb, 1988, for a pencral discussion). For example, the cstimated coefficients
should be the same for any pair of states in a cross-section or for any pair of timc
periods in a time series. In practice, however, these tests will lack power in our
context because of the limited variation in AFDC benefits in each case. Howcver,
we have explored the cmpirical basis of our "natural experiment” by stratifying the
sample inlo regions and re-estitnating the [vod share models separatcly for each
region. Coefficicnt eslimates are reported in Tablc 5.

The effect of the AFDC benelit is in Panel A. The estimates are similar in
all four regions but, since their associated standard crrors are about twice the sizc of
the coclTicient, none of the effects is diflerent from zero and none is diflerent from
each other. This test has no power.

Panel B reports the estimated cffects of the interaction between AFDC and
having young children in the household. The cffect is significantly different from
zero in each of the four regions and, taking all four regions, we cannot reject the
hypothesis that the effects are the same (row 4). For all but one of the pairs, the
estimated effects are the samc: the exceptional case is the comparison between the
North Central and West regions.

It turns out that this difference among the regions cmerges only in the latc
1980s and carly 1990s. Re-estimating thc model on a slightly reduced sample of
twenty years of data (1968-87), we find that none of the pairs of coefficients is
significantly different (Panel C). Apparently, during 1988-1992, the impact of
ATDC on food sharcs ol families with young children increased slightly in the North
Central U.S. but fell substantially in the West. Precisely why is unclear although
Figure 3 presents some suggestive evidence. As in TFigure 2, mcdian ATDC
payments and mean food shares are displayed by year for each region. In the
Northeast and North Central states. food shares and AFDC track each very closely.
In the South, food shares have declined substantially more than AFDC payments
over the period. The link is least clear in the West where, in contrast with the rest of
the country, food shares rose almost 2 percentage points in the last five years of the
study.

While the departurc from equality of effects across regions in these latter
years is a concern, the key issue, here, is whether the conclusions above are affected
by this departure. Re-estimating all the models on a reduced sample that excludes
the North Central and Westcrn slates for the period 1988 to 1992 provides the
answer: a resounding negative. For example, the impact of a percentage increase in
AFDC is 1 0.157% decline in food shares of households with young children. (The
standard error 1s 0.03, the same as in the full sample). As a second example, the
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impact is larger on pourer households: the coefticient on the AFDC-young child
interaction is -0.356 (standard error—0.13) [or households with income lcss than 3
times the AFDC payment.

Corroborating evidence from the CEX

As a final set of checks on the robustness and plausibility of our results. we
turn to the CEX which has the advantage of containing information on a broader
array ol goods than PSID. Drawing on 14 rounds of the survcy spanning 1980
through 1994."" we have cstimated Working-T.eser Engel curves of the form [6] bul,
beeause the CEX is not a panel of households followed for many years, the models
do not include a household fixed effect. As discussed above, failure w0 control
household-level unobserved heterogeneity complicatcs the interpretation of the
correlation between ATDC generosity and budget allocation. If AFDC is a source of
bargaining power, its effcct on the budget should be greatest in households with
young children since their mothers have a longer time horizon over which they will
likely receive AFDC. Wc will, therefore, contrast spending patterns of households
in the same state, in the same year, with the same level of expenditurc and the same
houschold size and examine the differential effect of variation in AFDC gencrosity
on "trcatment" families -- those with young children -- relative to "control" families
-- those without any young children. That is, we focus on B2 in [6], the interaction
between AFDC generosity and the presence of young children in the household.

Estimates are reported in the first column of Table 6. Since the effect of
AFDC generosity should be greater among lower income houscholds (with young
children), column 2 reports estimatcs of 2 among lower cxpenditure households
(below median per capita cxpenditure in the vear of the survey); estimates for higher
expenditure households are in column 3.'

Our primary goal is (0 assess the robustncss of the PSID results. We begin,
thereforc, with food shares and restrict attention to a subsct ol other goods that are
intended to shed some light on the mechanisms through which bargaining power
might affcet budget allocations.  Specifically, we examine the share of the budget
spent on food out of the home, two "malce" goods (alcohol and a composite of
expenditures on leisure items including sports entertainment, tools, car maintenance
and gas) a composile "child" good (baby clothing, baby furniture and toys) and a

""Lxpenditure data, which are collected fiom cach household four times, arc agoregated to create an
estimate ot annual expendilure; each household thercfore enters our analytic sample once.

"With PSID, we cxploited the fact that it is possible to calculate longer run measures of income and
household resources in order to isolate women and children who are more likely 1o benetit from AFNC.
That is not possible with CLX. We therefure split households at median per capita expenditure but
recognize there is likely to be classification etror in terms of identifying women and their children who
arc likely to have few resources if the husband and wife were to split up. For reference, median
houschold expenditure is around nine times average AFDC payment.
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“"human capital investment” good (health).? The advantage of aggregating goods
into commodity groups is thal we are able to mitigate the difficulties that arisc when
some houscholds spend nothing on a good.”  Nonetheless. for some of these
commodities, such as alcohol, the decision to buy the good at all might be
influenced by bargaining power. This polential pathway of influcnce is explored in
columns 4-6 in the table: the estimates are based on a linear probability model of the
decision t0 spend anything on the good for all households (column 4), lower
expenditure households (column 5) and higher expenditure households (column 6).
The final two columns report the budget share and fraction of households who report
any purchase during the reterence period.'”

Results for food shares are prescnicd in the first row of the table. Consistent
with evidence in the PSID, [vod shares in households with young children tend Lo
decline as AFDC generosity increases. 'Lhis negative effect is greater among lower
cxpenditure households and is effectively zero among the better off. The cocftlicient
estimate for the full sample is lower than in the PSID but, amnong lower income
households, the CEX and PSID estimates are very close.

Why is AFDC generosity associaled with reduced food shares in PSID) and
CEX? To explore this question, the effect of AFDC generosity on the share of the
spent on food out of the home is reported in the second row. In households with «
young child, the share declines as generosity incrcases, particularly among lower
expenditure houscholds. Apparently all the decline in food sharcs can be explained
by a reduction in the allocation of the budget to food out ol the home.

The probability anything is spent on food out of the home also declines with
AFDC generosity and that effect is much larger for the less well-oil. The fact that
the cstimated effect is significant among higher cxpenditure households calls for
caution in the intcrpretation of the result. We suspect that this is a reflection of the
samc {act reported in Table 1 which demonstrated that failure to include household-
specific fixed effects yields cstimates of B2 that arc contaminated by unobserved
heterogeneity. It is apparent from thesc results why we have focussed primarily on
the PSID. Nonetheless, to the extent that the impact of the unobserved hcterogeneity
does not vary across the income distribution, the difference between the relationship
between AFDC generosily and budget allocations for lower and higher expenditure
houscholds does provide potcatially more compelling evidence.

The next two rows are goods that one might think of as being "adult” goods
or "male” goods: alcohol (row 3) and expenditures that are likely o be associated
with adult malc leisure activities, namely tools. car maintenance, gas and sports

"See Rubalcava and thomas (2000) for a discussion of the fuller sct of results.

"“Results for the individual items in these commodity groups are quantitatively and substantively the
same as the group; our choice of groups was hased on ex post testing of equality of estimules of AIFDC
generosity.

“An alternative specification would model the decision to purchase and the amount purchased
separarely; in the absence of instruments thal affect the decision o purchase but not the amount spent,
we do not pursue that strategy.
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entertainment (in row 4). The share of the budgct spent on these goods declines
with AFDC generosity as does the probability a household with a young child buys
alcohol. All of thesc cffcets are much larger for lower expenditure households.

If AFDC generosity is associated with reduced expenditure on food out of
the home, alcohol and male leisure items, it must be associated with increased
expenditures on other goods. One group of such items is "child" goods: baby
clothing, furniture and toys (row 5). The share rises with AFDC generosity as does
the probability of buying these poods; these increases arc larger for lower
cxpenditure households with young children.

AFDC generosity is also associated with a higher sharc of the budget beinp
spent on health as well as increasing the probability a household spends anything on
health carc.  Both of the estimatcd effects are significant only among lower
cxpenditure households. I spending health care is indicative of investment in
human capital then these results suggest that ADC generosily are associated with
greater such investments.

If our interpretation that AFDC generosity affects a woman's bargaining
power is correct, then the evidence suggests thatl relative to men, women place
greater value on baby or child goods and spending on health and less value on
alcohol and male leisure goods. Women arc also less inclined to spend money on
food out of the home. This evidence is consistent with other studies that have found
women tend to allocate resources away from "male" goods towards "child" and
possibly "female" goods. (Lundberg, Pollak and Walces, 1997; Thomas, 1990).'
We view the CEX results as being suggestive in their support of our main results
based on the PSID.

Conclusions

The notion of "power" within the household plays no part in resource
allocations in the unitary model of the houschold. Assuming variation in the
generosity of AFDC benefits affect the fallback positions of women, we find that the
sharc of income allocated to [ood and time allocated to labor market activities are
affected by "power". The results suggest that AFDC impacts the bargaining position
of women with young children and women in lower income households relative to
their partners and that this, in turn, affects the way time and money is allocated in
the home. The results are robust to a range of sources of unobserved hcterogeneity
including state fixed cffects, time fixed cflects, time-varying region effects and
household fixcd effects.

"“We are unable to detect evidence that AFDC generosity is associated with a shift away from male
tiothing and towards female clothing as shown for the United Kingdem by Lundberg Pollak and Wales.
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Figure 3: AFDC maximum payments and food shares
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Table 1
Ltfect of AFDC bencfit on share of income spent on food
Direct effects and interactions with number of children

Dependent varable OLS Time State State & Family Family
Share of income on food Effects LCffects Time Effects Cfects State & Time
{1) 2 (3) ) (5} (6
Pancl A
¢ n{AFDC benefit) 2059 0241 0.363 0433 0.761 -0).708
[0.21] [0.21] 0.43] [0.52] 10.35] [0.63]
£ nibenctity*children 0-3 -02R2 -0.292 -0.308 -0.303 -0.149 -0.15¢
10.04 (.04 (.04} [0.04] 10.03] [0.63]
f nibenctity*children 6-11 -0.076 -0 061 -0.083 -0.081 0.020 0.018
10.04] [0.04] [C.04] [0.04] 1063} [0.01]
£ n(benefity*children 12-17 0.041 0.083 0.059 0.061 -0.015 0.009
{0.04] [0.04] [0.04] 10.04] [0.04] 10.04]
F (all covariates) 679.34 450.44 270.12 183.50 45691 8445
{0.00} [0.00] 16.00) [0.00] [0.¢0] (.04
R 0.584 0.590 0.594 0.598 0.770 0.774
Panel B
£ (AFDC benefit) 2,070 0.269 0.385 0409 0.736 -0.700
[0.21] [021] [©.43] [0.52) [0.36] [0.63]
¢ n(benefity*children 0-3 -0.285% -0.299 0313 -0.308 -0.148 -0.151
[0.04] {0.03} [0.03] {0.03] 10.03] 10.03]
¢ n(benefity*children 6-11 -0.074 -0.058 -0.082 -0.079 0021 0018
{0.04 {o.04) [0.04] [0.04] [0.03] [0.03]
F (all covariates) 69419 444.13 71.24 18434 461.04 84 34
, [0.00] 10.00| [0.00] {0.00} 10.00] [0.00]
R* 0.584 0.390 0.594 0.598 0.770 0.774
Panel C
£ n(AFDC benefity 2.052 0.251 0.361 0427 0.763 0.696
[0.21] [0.20] [0.43] 10.52 [C.36] [0.63]
¢ n(benetity*children 0-3 -0.289 -0.301 -0.317 -0311 -0.149 (152
[0.04] [0.03] [0.03] 10.03] [€.03] [0.03]
F (all covariatcs) 72225 456.16 274.07 185.11 486.23 84.24
[0.00] [0.06] [0.00] [0.00] (0.0 19.00]
R’ 0.584 0.590 0.594 0.598 0.770 0.774

Nates: Sample contains 8308 intact couples with childcen. & 33 observations per famiy on average, samiple sizg 1s 4910 Stardard crrars in pareniheses rubust {c sinle-yea- clustering and Fa@raskedasticity - Regress ons include eantic s far age-spez fic nur-ber of
hildren in Sousche.d, number of male and femile acults in household. splinc in fog of HH income, age of hezc and spouse, educaticn af head and spouse. cuhic roet of vaiue of house awned, stete per capita personal incame arc 2ounty unemployment (ate  Coluria
siv nziudes [amily, (une and sizie lixed eflects, -specilic trends and region*time (el o!fects F aests icolumn €. parel Ch ax. for joimt significarce of hh offcces, F(182.45315) Z1R 9, (o: joint signi‘ancc o7 $:2:0 & time effects. 50116 435154 8
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‘Table 2:

Effect of AFDC benefit on share of income spent on food

ATDC benelit* Families with no HH per capita Income Is HH homenwrar in
Chid irtcractions Children Multip:c of AFDC payment every veur gf survey?
All ages 0-6orly (w/fin 2 years) <3 3-9 >G No Yes
(M @) (3) () (3 (6) () (8
£ aiAFDC benefit) -C.704 -0.696 0.036 -6.382 -1 407 -0 347 -0.757 1443
[0.63] [0.63] [089] [3 261 [0.72] [0.76] [.64] [L.&9]
* children 0-5 -0.130 -0.152 -0.365 G127 -G.071 -0.16¢ 2039
19031 [0.03) [0.13) [0.04] [0.05) [D.03) [0.13)
* children 6-11 09 .
[0.03]
¢ children 12-17 001D
19.04]
Hoesghold composition
# of children 0-5 -).306 0303 -1.222 -0.777 -0.181 -3310 -¢.106
[026] f0.19] |0.65] fo21 [0.32] [G.20! 12.77]
childrer. 8-11 0.0C5 D.046 625 0,301 0.142 2.029 0463
[017) [0 i5] 10.39) 16 6] 16.27 [0.15] [0 68
ckildren 12-17 n2m 0.294 -0.540 .10l 0.464 0289 0.340
1C 18 [C.16] [0.33] [G.16] [0.24] [a.18) |C ¢4)
# male adults -0.130 -0.141 -0215 -0.063 -0.327 016% -013; -0273
10.59) {0.19] [0.30] [0.71] [¢.19] [0.20] [0.19] [0.62}
# female aduhs -0.48% -),499 -1.009 -1.144 -).642 0.094 -C.515 -0 50C
[€.19] [6.18] 1054 [0.67] 10.19] [0.32] (0.19] 141.84)
101 size (includes 7490 7549 7936 15.309 8372 5.¢07 7662 3758
non family members) [0.60] 437} [ 89 1251) [0.60] [0.8¢) [0.59] 2.3¢]
¢ n(HH income) spline
bottom 25%ile =37 80 -37.801 -33 062 45915 -35.307 -35.297 -37.50? -45.261
[0.84] [0.84] [1.45) L1.68] [1.43] [3.29] [0.86) [ERU
25-75%ile -12.434 -12.433 -131351 -14 588 -12.993 -12.099 -12.54% -10.814
027 [0.27] 10.4%) {0.95}) [0.3¢) [0.44 {6.27) (127
top 25%ile -8 945 -8.945 -9.164 -18.185 -i0.297 -8.150 -9.028 -7.4¢7
10.3¢] [0.31) 045] [2.84] [0.35] {253 ¢33 16 5%
Valuc ol house 0.029 0.029 6.049 0044 0.024 0.015 0930 0019
{cubic root) [0.00) [0.00] [0.01] [0.02] [2.00] [0.01] [0.00]
State per capita income Q.001 .01 €.00C 0.001 0.001 0.001 ¢ o0
{$000s) [2.00] [0.0¢] [0.09] [0.00] 0.00] {¢.00} {0 G0} [(XE9 |
County unemployment -3.12t -3.121 -2611 -24.098 33502 -5.254 2774 -5292
Ratz [4.07] [4.07) [3.59) [11.32] 16 15; [3.00] [4.18] [13.36]
F test (all covs) 84.47 8424 1223.87 89 89 6598.16 80.82 R74.04
p-value] [0.00G] [9.00 [0.00] [0.00] {¢.00] [0.00] {0no] [0.0C)
R 077 0,774 0.762 Q.783 0.722 gns (1767 0479
Sample sizes 54010 34010 15,999 8443 32402 13,165 45969 4.041

Notes; See Tablz |
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Table 3
Effect of AFDC benelil on share of income spent on food
Robustness to food share outliers

— Trimmed FE ~ Trimmed FE ~ Median  Huber Robust

(1% trimming) (5% trimming) Regression Regression
(h (2) 3) (4)
¢ n(AFDC benefit) -0.498 ©-0.300 0.076 -0.066
[n.41} (0.31] [0.26] [0.24]
* children 0-5 -0.157 -0.133 -0.151 -0.126
[0.03] [0.02] 10.02] [0.02)

Notes: See Table 1. Regression models include covariates listed in note at (vol of Table 1. I'ixed
eftects models (FE) include family, state, time. region*time tixed effects and statc-specific time
trends. 1% trimming means 4% trim at top and bottom of distribution. Huber robusl regression uses

biweight weighting function to downwcight outliers (weighting constant=7).
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Table 4:
Effect of AFDC benefit on
Sharc of income spent on food, share on (oud out of home,
hours of work (of man and woman) and woman's share of those hours
Modcls with family, state, time fixed effects and state-specific time trends

Share of £ n{hrs) f n(hrs) Woman's share
income on worked by worked by of total
tood woman man Hours worked
(n {2 (3) 4
¢ n(ATI'DC benefit) -0.098 0.155 0.042 1.973
[0.80] [0.03] [0.02] [0.86]
*children 0-5 -0.103 -0.016 0.002 -0.371
10.04] [0.01] [0.00] [0.09]
Houschold composition
# of children 0-5 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] [6.34]
12-17 0.522 0.101 -0.021 1.846
{0.18] [0.02] [0.01] [0.32]
# of malc adulls -0.149 0.089 -0.056 2.276
[0.21] [0.02] [0.01] [0.42]
# of female adults -0.381 0.096 -0.041 2,185
[0.22] [0.03] [9.01] [0.44]
HH size (in¢l non- 5.211 -0.520 0.186 -11.829
family members) 10.65] [0.06] [0.03] [1.23]
In(HH income) spline
bottom 25%ile -38.168 0.142 0.193 -0.904
[1.63] [0.05] [0.03] 10.97]
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 housc 0.010 -0.001 0.001 -0.036
(0.00] [0.00] [0.00] [0.01]
State per capita income 0.000 0.000 0.000 0.000
{$000s) [0.00] [0.00] [0.00} [0.00]
Cuunty unemployment rate -1.461 0.399 -0.250 11.758
[2.33] [0.30] [0.16] [5.56]
F (all covariules) 61.06 11.09 6.78 13.90
[p value] [0.00] [0.00] [0.00] [0.00]
R? 0.809 0.577 (.525 0.578

Notes: Sample includes couples with children with both husband and wife working in survey vesr. 29,462 obscrvations.
Sce'lable 1.
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Table 5:
E(fect of AFDC henefit on share of income spent on food
Region-specific cffects
Models with family, state, time fixed effects and statc-specific lime trends

Northeast — North-Central South Wesl
(h (2) 3 (4
Sample peried 1968-1991
Al Coetlicient estimarc 0.193
P AT - 0.179 0.171 0.191 .
f NCATDC benefit) [0.33] [0.34] [0.37] 10.33]
A2 T tests for equality
|. Northeasl and 0.0 0.02 0.04
[0.92]) [0.89] [0.85]
2. North-Central and 0.06 o
[0.80]) [0.74
3. South und 0.00
{0.98]
4. Joint test all regions
All effects equal 0.05
[0.99]
All ctfects zero 0.12
[0.98]
Sample period 1968-1991
B. 1 CoctTicient cstimate
£ a(AFDC benefit) -0.142 -0.199 -0.162 -0.093
* children 0-5 10.04] [0.04] [0.04] [0.04]
B.2 F tests {ur equalily
1. Northeast and 2.01 0.19 1.23
[0.16] [(.66] 10.27)
2. North-Central and 0.64 591
[0.42] [0.02)
3. South and 2.07
[0.15]
4. Joint test all regions
All effcets equal 2.06
: 10.10]
All effects zero 7.94
[0.00]
Sample period 1968-1988
C.1 Cocilicicnt estimate
# n(AI'DC benefit) -0.145 -0.195 -0.196 -0.114
* children 0-5 [0.04] [0.04] [0.05} 10.05]
C.2 I tests for equality
1. Nartheast and 1.33 098 0.38
[0.25] [0.32] [0.54]
2_North-Central and 0.00 2.721
[0.98] [0.10]
3. South and 217
10.14]
4. Joint test all regions
All effects equal 1.25
[0.29]
All effects zero 7.17
[0.00]

Notes: Sce Table T. Tp valuest helow F statistics, [standard ervoss] below coelTicients,
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Table 6:
Household budget allocations and AFDC generosity in the CEX
Effect of AFDC benefit interacted with presence of children age 0-5 in household

Budget shares Probability buy any
All HHs whose PCE All HHs whose PCE Budget LA
HHs <median >median All <median >median Share Buy
) @) 3) ) (5) (6) i7) (8)
1. Food -0.075 -0.119 -0.049 25.96 100
[0.035] [0.058) [0.042] [0.06]
2. Food out -0t -0.130 -0.093 -0.462 -0.763 -0.210 3.35 94
(0.010] [0.015] [0.012] [0.090] [0.167] (0.076] [0.02]
3. Alcohol -0.037 -0.043 -0.029 -0.599 -0.944 -0.237 1.09 71
[0.005] [0.010] [0.006] [0.170] [0.264] 10.211] [0.01]
4. Tools. car maintenance -0.224 -0.307 -0.143 13.53 99
sports entertainment (0.027] [0.038] [0.036] [0.04]
5. Baby clothing, baby 0.227 0.281 0.178 6.140 6.380 5.876 1.23 47
furniture and toys [0.013) [0.020] [0.016] [0.156] (0.223] [0.212] [0.01]
6. Health 0.084 0.120 0.040 0.258 0.383 0.105 5.30 94
[0.022] [0.028] [0.034] {0.100] [0.190] [0.100) [0.03]

Notes: Sample size is 42.750. Coefficient estimates reported in columns 1-6 are - in [6]. Models include state and time fixed effects, region-year fixed effects, along with
log of household expenditure (specified as a spline). household composition {(number of children 0-5, children 6-11. children 12-18. number of adults, number of malcs.
number of femalcs and interacttons wilh household expenditure). age and educalion of head and spouse. cubic root of household assets. countye-level unemployment rate
and state-leve] per capita personal income. Rabust standard errors in parentheses. Purchase probability nol reported for food and cars, sports. enlertainment hecause almost
all household report some expenditurcs.
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Appendix Table 1: Summary statistics

Sample of intact couples

Sample of intact couples
both of whom work
in labor markct
Mean Standard Mean Standard
Error Error
(h 2) (3) (4)
AFDC benefit (31984) 283.3] 0.553
£ n (AFDC benefit) 5.53 0.002 5.52 0.003
Standard deviation:
Overall 0.500
Between 0.473
Within 0.197
Income shares
Food 0.18 0.001] 0.15 0.001]
Standard deviation:
Overall 0.156
Between 0.175
Within 0.102
Food out of home 0.03 0.0003 0.02 0.000
Woman's log(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's share of those hrs. 028 0.00] 0.39 0.001
# children 0-5 0.48 0.003 0.46 0.004
# children 6-11 0.41 0.003 0.42 0.004
# children 12-17 0.3 0.005 0.10 0.005
% male adults 1.13 0.002 1.12 0.002
fi female adults 1.12 0.002 1.1] 0.002
HH size 3.53 0.007 3.51 0.008
¢ n (HH income) 10.21 0.003 10.38 0.003
Value of house ($000) 30.62 0.184 28.38 0.241]
Woman's age 39.58 0.062 35.20 0.063
Man's age 42.11 0.065 37.71 0.067
Woman's education:
< 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 0.002 037 0.003
> high school 0.37 0.002 0.42 0.003
State per capita inc ($000s) 12.22 0.009 12.38 0.013
County unemployment rate 0.06 0.000 0.06 0.000
"Number of houscholds 8506 77 6,548
Number ol houschold-ycars 4.010 29,462
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