New Reform Strategies and Welfare Participation in Canada

Nathan Berg* and Todd Gabel**

March 21, 2012
(Revision ot 2010 drait)

Abstract: This paper attempts to measure reductions in Canadian welfare participation
associated with novel and aggressive policy tools implemented in some provinces. work
requirements, diversion, earning exemptions, and time limits, referred to here as new reform
strategies. Controlling for province-specific benefit levels, eligibility requirements, GDP growth,
labor market conditions and demographic composition, the empirical models suggest that
welfare participation declines 24 percent in provinces that adopt strong sanctions penalizing
participants who fail to satisfy work requirements -- two-and-a-half times more than in provinces
with weak sanctions. Adoption of new reform strategies explains at least 10 percent of observed
declines in welfare participation from 1994 to 2005 using the most conservative empirical
models and substantially more under alternate specifications.

Keywords: Social Assistance, PRWORA, TANF, Work Requirements, Diversion, Earnings
Exemptions, Time Limits, Natural Experiments

JEL Codes: H53, 138

*Nathan Berg, nberg@utdallas.edu, University of Texas-Dallas, ** Todd Gabel,

tgabel @yahoo.com, Middle Tennessee State University. The authors would like to thank Rodney

Andrews, Sheldon Danziger, Chetan Dave, Jim Murdoch, Ahmed Saleh Alzahrani, Diane
Richard at the National Council of Welfare, and Jim Vgjionis at Statistics Canada.



nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text
(Revision of 2010 draft)


nberg
Typewritten Text
 

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text

nberg
Typewritten Text


NEW REFORM STRATEGIESAND WELFARE PARTICIPATION IN CANADA

1. INTRODUCTION
During the 1990s and 2000s, Canada's welfare systansitioned from a relatively

centralized program with federal administrativetcols to a decentralized mix of programs in
which provinces had considerable discretion to ta#te new policies. Province-specific policy
transitions generated substantial heterogeneibtpth the composition and timing of changes
aimed at reducing the number of welfare recipieftassage of The Canada Health and Social
Transfer (CHST) in 1996 implemented block-grantdimg and removed most federal rules
restricting how provinces managed their welfaréesys, which was a major event in the
decentralization process. Policy transitions mphovinces did not, however, uniformly
coincide with CHST in 1996, nor were they unifommmcontent and stringency of
implementatiorf. While some provinces aggressively experimentet méw policy tools aimed
at reducing welfare participation, nearly all reedavelfare benefit levels and tightened

eligibility requirements, which are referred tatims paper astandard tool®of welfare reform.

! Welfarerefers to government programs that provide caslefits to individuals with low incomes. In Canada,
welfare is referred to acial assistance

2 A key aspect of CHST that distinguishes the extémtecentralization in Canada from that of the.lis$he
absence of new federal mandates in Canada. This B&sonal Responsibility and Work Opportunity
Reconciliation Act (PRWORA) required a specific eEhew policies for all states: five-year time ilismon welfare
participation and the requirement of work acti\fity a minimum proportion of each state’s welfaiiemis. Federal
law also partially restricted US states from lowgrbenefit levels. In contrast, decentralizatibCanada's welfare
system had no federal mandates aimed explicittg@cing welfare participation or incentivizing WoiT hus,

while states were given discretion in other policgas such as earnings exemptions and diversiategis,
federally mandated work-participation requiremeetsto relatively similar sets of policy changesngpinto effect
across the 50 states shortly after passage of PRMWORI96. Federal limits on cuts in benefit el the U.S.,
once again, implies more uniformity among states thmong provinces. These two layers of federakrabn
guiding welfare reform in the U.S., which were patt of Canada's decentralized reforms, suggésastt the
possibility that the most stringent among the neferm strategies adopted by provinces could hageeded, in
stringency, those that took place in most stakes. example, British Columbia adopted reforms caraple to
PRWORAandcut benefit levels. This contrasts with the by-#ade valid generalization that Canada's welfare
reforms were, on the whole, less stringent tharlkl&'s. From a statistical point of view, the mpaint here is that
decentralization in Canada severed province-leoehffederal policy to a greater extent than inth8., stringency
notwithstanding, which generated substantial viamathat has yet to be fully coded in econometticlies of
welfare participation.



The phrasestandard toolss introduced to distinguish benefit levels andibllity requirements,
which have been studied extensively, from lessueady studied policy tools that are the focus
of this paper: work requirements, diversion, eagreremptions, and time limits (described in
more detail in subsequent sections), which arenedeo jointly in this paper agew reform
strategies Several provinces aggressively implemented @iffecombinations of these new
reform strategies, although at different timesheds did not. Provinces' heterogeneous adoption
decisions and adoption dates also overlapped ferdift ways with benefit reductions and
tightening of eligibility requirements, further ahsing the effects on welfare participation rates
attributable to new reform strategies and theingéancy of enforcement.

Canada's welfare participation rate began to de@firi994, two years prior to passage of
the CHST. Following passage of the CHST, welfamgigipation continued to decline and
remained substantially lower for a sustained peniaiding the question: What role, if any, did
new reform strategies play in the observed dedfi@anada's welfare participation rate?

This paper attempts to address this question byuneg disaggregated effects of the
new reform strategies on provinces' welfare pgréiton rates, while controlling for changes in
province-specific benefit levels, eligibility reqaments, GDP growth, labor market conditions
and demographic composition. Heterogeneity of ipas’ adoption decisions and adoption
dates that resulted from decentralization of Casagtacial assistance program can be considered
as a collection of natural experiments providintpahle statistical information with which to
measure the effects of new reform strategies, abndebeyond the effects of benefit levels and
eligibility requirements.

Benefit levels and eligibility requirements haveebestudied extensively. Allen (1993)

uses micro-data to show that differences in betmféls and asset exemption levels among
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provinces have statistically and economically digant effects on welfare participation.
Dooley’s (1999) longitudinal micro-data study afiglie mothers similarly finds that benefit
levels relative to labor market wages (controlliogage and family structure) explain a large
share of variation in welfare participation deasiaamong this important subpopulation.
Christofides, Stengos and Swidinsky (1997) and stdfides (2000), however, argue that
changes in wages and personal characteristics smaybe important than changes in benefit
levels and shifts in other institutional variableat characterize welfare programs. Klassen and
Buchanan (1997) focus on eligibility requirements &ind that labor market conditions more
powerfully influence welfare participation ratés.

Compared to the substantial literature focusedesreht levels and eligibility
requirements, few studies have attempted to disagde the four new reform strategies as
implemented in Canada and measure their effedtivelto benefit levels and eligibility
requirements. One reason is that the very hetamyethat makes new reform strategies
potentially rich with relevant statistical infornan also presents a formidable challenge in
coding heterogeneous laws, enforcement practicestiming profiles into policy variables that
can be operationalized within a standard econometoidel. This paper attempts to address that
challenge. In their micro-data study of the efeaft unemployment benefits and social
assistance benefits on individual entry and exsisiens, Finnie and Irvine (2008) provide a
useful discussion of the potentially important riblat new reform strategies might have played
in influencing welfare participation rates. Initheconometric strategy, they attempt to control
for this confounding source of unobserved variatisimg year fixed effects. The intent of this

paper is to complement that approach by utilizidditonal sources of information about

3 An overlapping set of questions about the deteantm of welfare participation have been extensiirehgstigated
using US data (e.g., Blank, 2001, 2002; Acs, Risland Nelsen, 2005; Ribar, 2005).
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provinces' adoption decisions, timing, and strirayeof enforcement, concerning the four new
reform strategies.

Using a more aggregated policy measure than ounselsone and White (2009) capture
an important aspect of what we are seeking to medsa., the effect of new reform strategies
relative to the standard policy tools of benefidis and eligibility requirements). They
introduce a variable that they refer to as “adntiats/e procedures,” an indicator that “turns on”
from 0 to 1 for province-years in which strong adisiirative procedures for reducing welfare
participation were in effect, which turns out tosst solely of Alberta (1993-2003), British
Columbia and Ontario (1996-2008)We undertake to implement a more disaggregateihgo
methodology that maps a substantial body of soonaterial (published by provincial
governments and third-party analyses of stringei@nforcement in different province-years)
into policy variables measuring the presence of refarm strategies. Coding this additional
information enables the empirical models in thipgrao quantify which among multiple policy
mechanisms (that researchers studying U.S. wakdoems have focused on) were most
strongly associated with observed declines in thgipces' welfare participation rates.

The empirical models presented here use data cayvtre 20-year period from 1986 to
2005, described in detail below, with the "provinyear" as the unit of observatiiThis
contrasts with Kneebone and White (2009), whosenasts use 15 years of data ranging from

1989 to 2003. By incorporating the years 2004-2@0& estimates reported in this paper more

* Shannon (2009) coded provinces into categoriggiiknguish aggressive versus non-aggressivemsfobut in
the context of explaining labor supply decisio®ee also Green and Warburton (2004), who examiefthcts of
diversion strategies in BC on long-run welfare jggoation.

°At the time of writing, Canada’s National CoundilWelfare had published welfare participation caunitoken out
by province only through 2005. Another reasonnfiaking 2005 the end-point of the time horizon fatadanalysis
is to avoid dealing with the potentially confounglieffect of the split (which occurred around thise) of the
CHST into the Canada Health Transfer (CHT) anddherada Social Transfer (CST).
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fully reflect British Columbia's aggressive implemt&ion of new reform strategies in 2002, as
well as those adopted by Nova Scotia's and, éssel extent, Saskatchewan, in 2001.

Table 1 summarizes new reform strategies adoptdteiprovinces since 1986.
Documents released by provincial welfare agenaiesnaimerous other sources guided the
taxonomy laid out in Table 1 for classifying nevioren strategies into work requirements with
strong sanctions for non-compliance, work requineim&vith weak sanctions, strong diversion
of would-be welfare recipients into alternative sms of support, weak diversion, earnings
exemption&to encourage work, and time limits that cap theation for which recipients can
receive benefit§ According to Table 1, most provinces pursued stype of new reform
strategy, although the stringency of sanctions tsehforce work requirements and of diversion
varied in important ways, as recorded in the colimaadings distinguishingeakfrom strong
versions of work requirements and diversion.

The paper proceeds as follows. Section 2 desc@ibeadian welfare participation rates
at the national and provincial levels and documdifterences in benefit levels and eligibility
requirements, income growth and unemployment rates adoption of new reform strategies
across provinces and through time. These groupar@bles serve as three competing
categories of information to explain observed réidns in welfare use that took place from

1994 through 2005. Section 3 presents summairgtitatand models used to estimate the

® In the models introduced subsequently, three bhrsacode the variation in earning exemptions acposvince
years: the earning exemption threshold, the tak b&te on earnings above this threshold, and @&ndotion term.

" Note that the adjective “new” is slightly misleagiin the case of earnings exemptions since soménmes
experimented with them decades earlier. Evenerbfginning year of our sample, virtually all proaés had some
form of earnings exemptions in place allowing wedfeecipients who earned labor income to keep azeon
fraction of labor market earnings. One reasorckassifying earnings exemptions as “new reformtsgias” is
because some provinces used them more aggresdivdéhg the 1986-2005 period. Prior to passageRMWPRA

in 1996, labor market earnings of long-term welfaaeticipants in the U.S. were taxed at 100 peraggrierating a
potentially strong disincentive to work. In the O&text, earnings exemptions can indeed be redaslene of the
important new reform strategies put forward by ates of welfare reform.

8 Source material and the method in whit?eakversusStrongdesignations were coded are discussed in the
following section. Appendix A presents additiodetail.
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effects of these three groups of explanatory véesmbn welfare participation. Section 4
presents empirical results based on finely disagdesl specification using a multi-dimensional
set of variables to code information collected fravmisterial sources summarized in Table 1
about changes in new reform strategies. The robsstof the new information revealed by the
disaggregated multi-dimensional representationvsstigated by comparing findings with a
simpler specification using a single variable tdewariation in the presence of new reform
strategies. The findings in Section 4 are intertdeabldress the question posed earlier by
measuring the effects of new reform strategiegivelao other factors thought to influence
welfare participation. Section 5 concludes witbcdission and interpretations of the empirical
findings.

2. DECLINING WELFARE PARTICIPATION AND CONCURRENJLICY
CHANGE

Welfare Participation in Canadian Provinces

Figure 1 disaggregates welfare participation imtetpaths for Alberta, British
Columbia, Ontario, and an aggregate of other pamsr{weighted by population). The time
paths in Figure 1 vary considerably both in level &#rend® Welfare participation peaks in all
provinces between 1993 and 1997. Subsequent dsd@ie nearly monotonic, although levels
and rates of decline are markedly different. B@meple, Figure 1 shows a significant decline in
welfare participation in British Columbia since 2080t observed in other provincks.

Table 2 computes changes in levels (in units ofgr@age points) and percentage

declines in welfare participation rates, by proeintom 1994 (the year in which Canada’s

° Based on data from the National Council of Welf@®@03, 2006), welfare participation rates are corag
annually as the fraction in each province of the-etwerly population (those strictly under the a§€5) receiving
welfare in March of a given year.

9|n general, the rate of welfare participationiigher in Canada than in the US. In part, thisdsause adults with
no children are eligible for benefits in Canadailevbnly families with dependent children are digiin the U.S.
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national rate of welfare participation peaked abJiercent) to 2005. Despite heterogeneity
among provinces’ varying approaches to welfare saglner in Table 1, the fact that every
province experienced large declines in welfareigiggtion leaves open the possibility that
macroeconomic factors positively shocking all pnmwés were largely responsible for the
observed declines. Nevertheless, the heterogemeityng provinces remains striking. Alberta's
welfare participation rate declined by more tharpé6cent (the largest percentage change in
Table 2) while Newfoundland's declined by less th8rpercent. Ontario had by far the largest
absolute decline in welfare participation ratespging by 8.6 percentage points.

Standard Reform Tool #1: Reducing Welfare Benefits

Each province has its own formula mapping housetygd (i.e., numbers of adults and
children in the household) of welfare-eligible mdiuals into benefit levels for individuals in
that household® Table 3 shows percentage declines in real welfanefit levels (expressed in
2007 Canadian dollars) for individuals classifisgkpectively, in the three most common
household types. Benefit levels fell in nearlymthvinces across most household tyffesn
general, provinces aggressively reduced welfarefiidavels between 1994 and 2005. As can
be seen from Table 3, some provinces such asBdumbia, Ontario and Saskatchewan
reduced benefits fairly evenly across differentdehold types. Alberta, Manitoba, New
Brunswick, and Prince Edward Island, on the otlaerdh cut benefits more sharply for childless

welfare recipients (listed in Table 3 under theuomh labeledSingle, No Chilyi more than twice

1 Social assistance participants are individualserathan households. A household can have mukiptél
assistance participants who are counted indivighaalwelfare participants. Formulas used by presrto
compute individual benefit levels depend, howewerthe individual's household type.

2 These trends in Canada contrast with those itVtBe, where states were more constrained in thdityato
reduce benefit levels.
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as much as for individuals Bingle Parent, One Childouseholds$® Despite the overall trend of
benefits reductions, Newfoundland raised real benfefr individuals inSingle, No Child
households by a remarkable 45 percent while hadilysting real benefits for the other two
household structures over the same 11-year p&tiod.

Standard Reform Tool #2: Tightening Eligibility Regements

Eligibility requirements include means tests, aggemption limits, age restrictions on
teenage participation, and residency requirem@ntsnfortunately, there are insufficient data to
individually code all these dimensions used by proas to vary welfare eligibility requirements.
The coding approach here focuses on provinces’ mnaxi liquid asset exemption levels
(expressed in 2007 Canadian dollars). Applicaritis kguid assets in excess of this dollar
amount are not eligible for welfare. Compared Vio#imefit levels, there is far less year-over-
year change in asset exemption levels within eactiqce, although when changes do occur,

they tend to be rather larg®.

13 Classifying household types is not always stré@gitard, especially the designaticsiagleandcoupled
Following the National Council of Welfare’s integtation of these termsinglerefers to an adult living at an
address with no other adults living at the sameestd By this definition, the label single prowWd® definitive
information about relationship or marital statuseresumes thatnglecorrelates with being unmarried and,
perhaps more weakly, with having no partner to g®¥inancial support and assist in raising chidr&imilarly,
the designatiooupledrefers to an adult living at an address with @elgi one other adult.

14According to the National Council of Welfare, Newfalland’s unusual rise in benefits levels for thidtess
arose as a shift between two rather extreme psl{td€W, 2003; personal communication with D. Richar
February 9, 2010, Researcher and Policy AdvistreNational Council of Welfare). LexisNexis sdas for
news accounts of large changes in welfare berefil$ in Newfoundland during this period did notowver any
stories in the local press, however, suggestingdssibility of a discrepancy between reported fitnievels and
those actually used. Inspecting Newfoundland'sfielevels time series year by year, one finds tha province
reduced benefits fdBingle, No Childecipients between 1996 and 1999. Thereaftepithndnce repeatedly raised
benefit levels for individuals classified &mngle, No Childreaching what is, as of 2005 (and at the timeritfng),
the highest benefit level for this household typeas all province-years.

15 One of the most well known shifts in eligibilitgquirements occurred in 1987, when Ontario passetspouse
in the house” rule that expanded eligibility forlfaee by enabling unmarried, cohabitating couptegualify for
welfare as single adults for up to three yearstafiwis policy was unique among provinces and tedrt estimated
increase of 9,000 single parents who were madeyneigible for welfare (Holden, 1987), providing@example
of the potential importance of changes (in botledions) in eligibility requirements.

18 For example, British Columbia in 1992 raised assemption limits from C$1500 to C$5000 (in nomiteaims)
after having left them unchanged for six years latet reduced the exemption limit to C$2500 in 2002
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New Reform Strategies

Despite the variation in benefit levels and elijipirequirements described above, some
observers have argued that experimentation withwelfare reform strategies exerted even
stronger influence on welfare participation in Cda@NCW, 1997; Gorlick and Brethour, 1998).
According to Table 1, there were four broad categoof new reform strategies adopted in some
provinces, which are described below.

Work Requirement&Vork requirements refer to policies that requisdfare participants
to search for work, participate in job training grams, volunteer, or hold a job in the private or
public sector. Typically, welfare participants aeguired to regularly document job search,
training, and work activities. Depending on pradrand year, failure to comply with these
work requirements can result in sanctions (i.enafiees, usually in the form of reduced
payments). Provinces' policies differ both in terofiwhetherandhow muchwelfare
participants lose for failing to comply with wor&quirements. The coding scheme adopted here
classifies work requirements ®W#eakif sanctions for non-compliance require forfeitimgre
than zero and less than 100 percent of the moh#ngfit payment’ Work requirements are
consideredstrongif welfare participants face losing 100 percenthef welfare benefits for non-
compliance'®

Diversion Diversion refers to policies that seek to redingenumber of those who
complete applications for welfare, encouragingeguiring would-be welfare participants to tap

other sources of income instead. The rationaleifaersion is straightforward: even if it incurs

" Sanctions in province-years witlleakwork requirements typically amount to $100 or lees month.

18 This classification scheme follows convention freqtly used in studies with US data (e.g., Danfetsad
Klerman, 2008). Since Newfoundland and Quebe(thié exception of the years 1990 through 1994 vnatt
requirements with no sanctions to punish non-ccangl, they are coded as having no work requireateadt. As
part of this classification, stringency of enforaarhwas considered as well — for example, how #asyor
recipients facing sanctions to appeal, and whetletfare case workers have discretion not to impasetions.
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up-front costs, diversion can (at least in thesage the welfare system money over the long
term by reducing the number of new entrants, thereucing the probability that they wind up
as long-term welfare participants. Diversion mssified asVeakif the policy is in essence an
information campaign that notifies would-be welfapplicants about work opportunities,
eligibility for other government programs (e.g.euamployment insurance), or spousal and/or
family support they are already entitled to coll@gpecially alimony and child support
payments}® Diversion is classified a8trongif case workers who screen welfare applicants
have discretion to doneof the following: offer immediate cash loans oedime payments
(e.g., to cover short-term job- or job-search-edatosts); institute waiting periods that
automatically delay eligibility for would-be appdiots; or require would-be applicants to
liquidate all assets, move in with relatives, vieitd banks, or satisfy other prerequisites that
must be undertaken before welfare applicationsansidered. Since 2002, British Columbia
requires applicants to document job search efttutsrg a mandatory three-week waiting period
before proceeding with an application and receivirefirst welfare payment.

Earning ExemptiondHistorically, welfare participants face very highplicit marginal
tax rates, as income from employment typically tssa loss of means-tested benefits
(Anderson, 1978; Wolfe, 2002; and Grogger and Kara005). Earning exemptions are
essentially tax cuts on the labor market earniriggetfare recipients, aiming to encourage work
by exempting some portion of labor market earnings taxes. Coding focuses on two
parameters that characterize a province’s earr@rgsiption policy. First, there is a threshold

up to which point earnings are not taxed at aflidglly in the range of C$100 to C$300 per

9 Increasing hassle costs faced by new applicamtsdther mechanism through which diversion carcaftelfare
participation. The diversion strategy typically végs applicants to complete lengthy questionnairesprovide
additional documentation, which raises the costpflying.
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month. The second parameter is the marginal taexagplied to labor market earnings above
this threshold. Table 1 classifies province-yearfiaving earnings exemptions if: (1) the
threshold of allowable tax-free earnings is styicfteater than zerand (2) the marginal tax rate
for earnings above this threshold is strictly léeem 100 percerif.

Time Limits Time limits refer to policies that stipulate aximaum duration for which
welfare benefits can be received. In Canada,driGolumbia is the only province to ever
institute time limits. British Columbia’s time liits allow welfare participants to receive benefits
for a maximum of two years out of every five-yearipd*

3. DATA SUMMARY AND MODELS OF WELFARE PARTICIPATION
Data Sources

Data on welfare participation, welfare benefit lsyas well as earnings and asset
exemptions, were obtained from the National CouniciVelfare (1987) and it@/elfare Incomes
series published nearly every year from 1990 tHnd®2@p8%* Province-specific population
counts, demographic information, unemployment ratsed GDP growth, and real
unemployment insurance paydtiteere collected from data files compiled by Statsst
Canad&’ Finally, minimum wage rates were obtained fromNfinimum Wage Database

compiled by Human Resources and Skills DeveloprGamiada (2009).

20 Models reported below include these two earningsrtions variables and an interaction term.

2 1n the U.S., time limits were first introduced @nd®RWORA. This federal law imposes a five-yeagtiifie limit.
Some states have enacted lifetime limits as lotwasyears. British Columbia’s revolving five-yeamdow can be
regarded as a weaker hybrid. Large numbers ofcgents in both the U.S. and British Columbia dfyefbr
exemptions from time limits, which adds to the idiffty of categorically ranking one welfare systasmimore
stringent than the other.

22\We were unable to locate usable data measuringriportion of welfare participants who were disabhcross
all province-years. Thus, welfare participatioresainclude disabled receiving social assistancefiisiin both the
numerator (number of welfare participants) and d@nator (population age 64 and under).

% Ccanadian data sources use the term “employmemtainse” in place of “unemployment insurance.”

% Statistics Canada data files used in buildingdéta sets for this paper aRrovincial Economic Accounts
Income Trends in Canada 1976 to 20CANSIM database tables 051—0012, 051—0020, 051—0P1@—0001,
282—0086, 384—0009, and thaebour Force SurvefStatistics Canada, 2007, 2009, 2010a, 2010b).
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Summary Statistics

Table 4 presents summary statistics for varialbdesi un subsequent regression models.
The number of observations is 200, resulting fréhpfovinces observed over 20 ye&rs.
Between-province variance is greater than withiovjrce variance (although these contrasts are
not shown in Table 4). The dependent variable iéaneparticipation, measured as the fraction
of the non-elderly population (age 64 and undeunted as welfare participants in each
province-year, labeled PARTICIPATION, which randesn a minimum of 1.97 percent
(Alberta in 2002 and 2005) to a maximum of 15.2iteet (Newfoundland in 1997.

Recall that Table 1 classifies province-years foto distinct new reform strategies.
Table 1 further breaks down work requirements auergion intoWweakandStrongstringency
categories, based on publications by provincesarebers and news accounts uncovered in
Lexis-Nexus searches. Also, as discussed aboxiafiga across province-years in earnings
exemptions requires two variables to code thresleviels and marginal tax rates (on earnings
above the thresholds). An interaction term foreaenings threshold and earnings tax is included
in some regressions. Coded as finely as possit@anformation generated by heterogeneous
new reform strategies can be represented as tloaving eight variables:
WORKREQ_ STRONG, WORKREQ WEAK, DIVERSION_STRONG, HRSION_WEAK,

and TIMELIMITS (dummy variables that take on théuweaof 1 in province-years in which these

% Appendix V lists and describes all variables usetthis study. The appendices provide additiomhii on
source documents and discussions of how new refaens interpreted and codedWegakversusStrong. These
are not intended to be published but rather areeragéilable for those interested in further detaderlying the
coding of new reform variables.

% \We also experimented with transformed versiorithefdependent variable (e.g., natural log and aéedarc-tan
transformations) mapping the unit interval to tredimally unbounded subsets of the real number TThese
transformations led to greater asymmetry (i.e.wskass or non-normality) in the corresponding eroplri
distributions and increased the influence of obetiows in the tails of the distribution. Thus, amsformed welfare
participation rates appeared to be the best ofiothe dependent variable in the empirical welfaaeticipation
models reported in the next section.
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policies are active, and 0 otherwise), plus twoegs exemption variables and their interaction,
logEARNINGS_THRESH, EARNINGS_TAX and THRESH_TAX_INRACT?” New reform
strategies coded as indicator variables that weoptad mid-year are represented by a fraction
based on the number of months (out of 12) thatetipmdicies were in effeéf A second set of
empirical models is specified withcaarselycoded single variable NEWREFORM, which takes
on the value of 1 in any year in which three or enof the new reform strategies were in effect.

According to Table 4, the mean of 0.15 for WORKREBJPRONG indicates that 15
percent of the 200 province-years in the sample Is&tong work requirements in effect. Table
4 also shows that weak work requirements were mamemon in Canada, having been active in
26 percent of province-years. The mean value of EANGS_TAX in Table 4 shows the high
marginal tax rate of 82 percent faced by welfamtigipants (in the mean province-year) on
labor market earnings above the exemption thredegtl. The mean of 0.21 for the coarsely
coded NEWREFORM (included only in the second seegfession results presented in the next
section) indicates that 21 percent of province-y&ave three or more new reform strategies
(weak or strong) in effect.

The macroeconomic variables UNEMPLOYMENT and REALRBEROWTH fluctuate

considerably, which is of course beneficial forgisen in estimation. The empirical models

2" Real maximum earnings thresholds (IogEARNINGS_TISRIEwere transformed by adding a dollar to each
value and then taking natural logs.

2 A potentially important issue concerns coding aligies implemented in monti € {2, 3, ..., 12} of yeat and
possible sensitivity of regression estimates tothdrethese policies are coded as occurring in tyeayeart +1.
Three approaches were investigated, which turnétbquoduce barely noticeable differences in estéd
regression coefficients. The first approach wagtassive time coding” indicating 1 in the yeaimoplementation
(t) regardless of the month in which it began. Tinetmediate time coding” approach assigned theevaf O to
the reform variables in years priortia value of (13 m)/12in yeart, and a value of 1 in all years thereafter in
which the policy remained in effect. Policies thedre discontinued received a fractional value siratlarly
depended on how many months the policy remaineffact. Finally, the “conservative time coding” apach
assigned 1 to the reform variable in yeafland O prior to that. None of these different sceefior coding policy
variables led to substantial differences, whetludicigs implemented and discontinued mid-year veemsidered to
be in force retroactively from the beginning of trear, fractionally throughout the year, or onlefifiect the
following year.
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include two lags of each of the two macroecononaitables, not listed as separate rows in
Table 4 because lagged variables have nearly cémmpirical distributions.

Table 4 shows that the variable measuring bereaféls,
logBENEFITS_SINGLE_ONECHILD, ranges from 9.46 tad® covering slightly more than 50
log-approximated percentage poifitsThe variable logASSET_THRESH, which proxies for
different eligibility requirements with higher assleresholds indicating more lenient rules, has a
range of variation of 2.16. This range is subsadlgitlarger than for benefit levels, translatimg t
approximately 216 percentage points relative tatlean.

In addition, the models include controls for labmarket policy tools, namely the log of
the real minimum wage (logMINWAGE) in each provingsar, as well as the log of real annual
per capita unemployment insurance transfer paynientson-elderly out-of-work Canadians
(logUNEMP_INS). Where applicable, all variablesasared in Canadian dollars are converted
from nominal to real by re-expressing in units 62907.

Finally, the models include five controls for degraphic differences across provinces
and through time. The proportion of the 64-andarmqmbpulation who are single parents is
measured by the variable SINGLEPARENTS, providingnaportant control for exogenous

differences in demand for welfare. The interpraiahrate of migration (i.e., the net number of

% The models in this paper use benefit levels fdividuals whose household typeSigle Parent, One Childs a
proxy for fluctuations in all benefit levels. Ase heterogeneous changes in benefit levels acoasehold types in
Table 3 show, any scalar-valued proxy is necegsanperfect, because those changes were non-un#oross
household types. According to Human ResourcesSiils Development Canada (HRSDC, 2006), 61 peroént
all adult welfare recipients in 2005 (excluding tlisabled) ha&ingle, No Chilchousehold status, while another 21
percent werainglewith at least one child. Alternate runs of alldets reported here using a weighted average
index of benefit levels in different province-yearg available from the authors. Two points arguiavor of using
Single, One Childbenefits as a proxy. First, the anomalous 45guelincrease in benefits for childless welfare
recipients makes Newfoundland a troublingly inflii@houtlier. Pair-wise correlation betwe8mgle, No Chilcand
Single, One Childbenefit levels is 0.70 when Newfoundland is exeliliover the sample of 190 province-years)
and just 0.38 when included (based on all 200 peAyears). The second point is that single pdreaseholds
tend to have longer spells on welfare (Barrett @ratyg, 1998) and therefore substantially largergase costs that
account for a larger share of all social assistaraesfer payments.
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people moving into each province as a fractiorhefdestination province’s non-elderly
population) is given by MIGRATION. Differences @ucation outcomes are crudely proxied
for by the each province-year's high school dropatd, labeled DROPOUT. This could be a
relevant difference in demand for welfare, assuntivag provinces with more formal education
have more skilled workers and therefore less neeth€éome support programs (Coelli, Green
and Warburton, 2007). The variable ELDERL&Cords the ratio of the numbers of over-64
residents to 64-or-under residents in each provjeee>° The number of non-permanent
residents per non-elderly person in each provireaa-is measured by
NONPERM_RESIDENTS, which includes people claimiatugee status; people holding a
study, work or Minister’s permit; and/or non-Caradborn dependants of non-permanent
residents.

Empirical Models

Empirical models begin with a benchmark model labé¥lodel A that includes only new
reform variables without other controls. Model @&la macroeconomic factors with one- and
two-year lags. Model C adds the standard welfai@'m tools (namely, benefit levels and
eligibility requirements) together with the closegated labor market policy tools (minimum
wage and unemployment insurance). Model D addfwbealemographic variables. Models that
include province fixed effects are labeled "+PFB&d éhose that include year fixed effects are

labeled "+YFE".

% Two countervailing effects are possible: a progimdth a greater-than-average ratio of elderlydesis could
provide additional childcare services that enaldeking-age people with children to work more. Ce tiderly
ratio might represent yet another demand on workigg people's time, reducing their chances of latarket
participation (and increasing chances of welfamtigpation).
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The summary statistics in Table 4 describe eight reform variablesinely coded,
including one interaction term for the two earniegemption variables, which capture cross-
province and temporal variation in new reform sgats. Model A is:

Yii=a+ NRS'H + &, 1)
where Y; represents the welfare participation rate in progi (ranging from 1 to 10) in year
(ranging from 1986 to 2005); NR$®epresents an 8x1 vector of new reform stratedjgypo
variables: WORKREQ STRONGWORKREQ WEAK, DIVERSION_STRONG,
DIVERSION_WEAK;, TIMELIMITSj;, logEARNINGS_THRESK, EARNINGS_TAX; and
THRESH_TAX_INTERACT; (the interaction term between the two earning gxem
variables). NRS represents the transpose of NiRf$is an 8x1 vector of coefficients on the
new reform strategy variables; represents unobserved heterogeneity, assumedéazbeo
mean and a block diagonal variance matrix thatallfor within-province correlation while
assuming between-province independencejpasdhe coefficient on the constant.

For ease of seeing the encompassing relationshipgihe models built up by
successively including additional variables, theselels are denoted using an abuse of notation
that re-uses Greek symbols that are (and shoutitbeted as) distinct mathematical objects.
Model B adds the 6x1 vectoriwhich includes UNEMPLOYMENT and
REALGDPGROWTH and their two respective lags. Mdsét:

Yii=a+ NRS U+ My'p + ¢, (2)
wherep is a 6x1 vector of coefficients that represertitiarginal effects of the macroeconomic
variables on welfare participation. All other synigare defined analogously to Model A (with
the caveat that each re-used symbol is quantitgtdistinct from previous and future

appearances of that symbol in other models).
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Model C includes the standard reform policy tdblsnefit levels and eligibility
requirements) and two labor market policy toolsnimum wage and unemployment insurance
benefits). The 4x1 vector SR$tacks the variables: logASSET_THRESH
logBENEFITS_SINGLE_ONECHILE, logMINWAGE;; and logUNEMP_INS. Model C is:

Yi=a+NRS U+ My p + SRT T+ &, 3)
whereTtis a 4x1 vector of coefficients measuring the expa change in welfare participation
from a one-unit change in these four policy vaealihat influence labor market conditions. By
including minimum wage and unemployment benefithaasame block of variables in which
the standard welfare reform tools appear, the igaal make it more difficult for the effect sizes
on new reform policy variables to survive the irsttun of standard reform tools, which are likely
to have important joint interactions with minimunages and unemployment insurance
payments. The intent is to conservatively complaeesixplanatory power of new reform policy
variables with that of benefit levels and eligityilrequirements.

Next, Model D includes five demographic varialilest measure changes in the
composition of the population in each province-yd@éwe 5x1 vector Pstacks the variables:
SINGLEPARENTS, MIGRATION;;,, DROPOUT;, ELDERLYj}, and
NONPERM_RESIDENTG and Model D is given by:

Yii =a+ NR§'H + My’ p + SRTi' 1+ Di K + &it, (4)
wherek is a 5x1 vector of coefficients measuring effextsvelfare participation of one-unit
changes in each demographic variable.

Province fixed effects (PFE) are the 9x1 vectoradfficientsh multiplying province
indicators stacked in the 9x1 vectqr(tor location) consisting of time-invariant dummitor all

provinces other than Alberta (the province with lrgest percentage reduction in its welfare
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participation rate, which serves as the omittedresfce class). Year fixed effects (YFE) are the
19x1 vector of coefficients multiplying year indicators stacked in the 19xTtee T; (for time)
consisting of dummies for all years other than 1@B6 first year in the sample, which serves as
the omitted reference clas§)The fully encompassing model, with all regresspreyince and
year fixed effects, is referred to as Model D+PFEEY
Yi=a+NRSH+Mip+SRTT+Di’K+ Li'A + T/ T +&. (5)

The standard errors of estimated coefficients lamadels specified above are computed
using Arellano’s (1987) clustered covariance mat@CM) technique, which assumes thats
uncorrelated between provinces but autocorrelaigdmprovince®® This estimator produces
noticeably larger standard errors that deflatatisgics and make it more difficult for the model
to find statistical significance. The reduced lilkeod of finding statistical significance is
desirable because the statistically significarea# thado emerge are conservative in the sense
of having demanded more from the data to reachfsignce. Under classical assumptions for a
panel model based on N units (provinces) observed periods and with K regressors, the

degrees of freedom for t statistics is NT — K24 1.

311f i represents any province other than Alberta, theith element of Lis 1, and all other elements are zera. If
represents Alberta, then all 9 elementsadre 0. Province fixed effects provide a coars@&eontrols for
difficult-to-measure differences in provinces' atpelicies, culture, and physical capital per worf@erhaps
absorbing too much variation but tending to shotter estimated effects).

32)f t > 1986, then théth element of Tis 1, and all other elements are zerot 31986, then all 19 elements of T
are 0. Year fixed effects measure an arbitrargtirand common across all provinces.

33 Bertrand et al. (2004) caution that, without progentrol for autocorrelation, standard measufestatistical
significance are misleading.

34 Arellano’s (1987) method is appropriate when N.>Fbr the case of the data in this paper whereNT >
however, Hansen (2007) proposes a more conservatasure of degree of freedom, N — 1, when usingl @C
control for autocorrelation. Therefore, how oneiprets the t statistics in Tables 5 and 6 (prteskim the next
section) depends on whether Hansen's or Arellatistisbutions for t statistics are assumed. Urdligssical
assumptions of a t distribution with 200-(9+19+2B81£156 degrees of freedom (based on 9 provinealfeffects,
19 year fixed effects, 23 other regressors, amthatant in Model D+PFE+YFE), a t value of magnitddgs cuts
off a 2-sided 90 percent confidence region; andalue of magnitude 1.98 cuts off a 2-sided 95 @etrconfidence
region. Under Hansen’s more conservative approdithl0 — 1 = 9 degrees of freedom, the criticadlues are
1.83 and 2.26, for 90 and 95 percent confidenceldevespectively.
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4. RESULTS

Table 5 presents estimated coefficients and tssizgifor Models A+PFE+YFE through
D+PFE+YFE (i.e., Models A through D with provincedayear fixed effects). These models
suggest that work requirements with strong sanstee associated with the largest reductions in
welfare participation among all other policy toaked to implement welfare reform. Estimates
from Model D for WORKREQ_STRONG suggest that thaatment of work requirements with
strong sanctions reduced welfare participation by dercentage points, with a t value of 2.0.
Relative to the unconditional mean welfare parttign rate of 8.97 percent (averaging across
province-years, not weighted by population), proeiyears with strong work requirements
reduced welfare participation by 27 percent. Weduirements with weak sanctions
(WORKREQ_WEAK) also have statistically significaeftects on welfare participation, with an
effect size of 39 to 57 percent as large as stworl requirements, depending on the model.
That work requirements are associated with reduedthre participation rates is generally
consistent with studies based on US data (see @raggl Karoly, 2005, for a survey). The
differential effects of stringency of sanction po#is have generally received less attention,
although some US studies find that more stringanttson policies are associated with
additional reductions in welfare use of 16 to 3fcpat (Rector and Youssef, 1999; Danielson
and Klerman, 2008%’

Table 5 also suggests that diversion strategieawe strong) have little effect on

welfare participation in the presence of other@otbols and control¥ Few studies have

% For contrasting results, see Hofferth, Stanhope,Mullan Harris (2002), who find that sanctionipgjicy has no
impact on welfare exit rates. Likewise, MacurdyaMuso, and O’Brian-Strain (2002) conclude thatheeiwork
requirements nor sanctioning policy have signiftezffects on welfare participation in the U.S.

% Diversion has very strong, negative coefficienteew province fixed effects are excluded. Likewisppendix B,
presents benchmark regression results that indlivdeiate models showing that, without other vaeahn the
model, strong diversion has a large negative aa8ooiwith welfare participation rates.
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sought to measure the degree to which diversi@t&tfwvelfare participation. In part, this is due
to diversion strategies often being so nuancedsaatdferent jurisdictions as to preclude

uniform coding for econometric models. Declinesvigifare entry rates in Canada suggest that
diversion may play an important role (Finnie, I®jrand Sceviour, 2005). Green and Warburton
(2004) examine the impact of tightened eligibiligguirements in British Columbia for a short
period between 1995 and 1996. They find that addsdworker scrutiny (one interesting
dimension of diversion) had no long-term impactsvaifare participation.

Time limits are associated with negative, but statlly insignificant, effects on welfare
participation. This contrasts with bivariate regieas in which time limits had large
unconditional negative associations with welfargipigation (see Appendix B). It is possible
that some welfare participants anticipated the am@ntation of British Columbia’s time limits
and exited social assistance prior to its implemgon so as to ration eligibility, thus reducing
the explanatory power of this policy variaBildJS data indicate that time limits reduce welfare
participation (Swann, 2005; Grogger, 2004; and GeogHaider and Klerman, 2003).

Estimated coefficients in Table 5 can be combinét imformation from Table 4 to
compute marginal effects with respect to a doubtihtihe earnings threshold. For a province-
year with the mean marginal tax rate of 82.08 gtkygected change in the welfare participation
rate associated with a one-unit increase in logEMNRRE_THRESH (an approximate doubling
of the threshold) is computed based on Model D+PHHE as 1.32 — (0.02x82.02) = -0.0483,
which turns out to fall short of statistical sigongnce. The effect sizes for this marginal effeet a
small across all the models in Table 5 (0.1 or)leSsnilarly for the marginal effects associated

with large changes in the marginal tax rate. TiniSdates that (at least in the presence of other

37 Coding time limits according to when British Colbia first made public its intentions to limit weléause (late in
2001), however, did not qualitatively change tlslings.
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new reforms and controls in the models in Tabled&hings exemptions do not tend to coincide
with large changes in welfare participation, afleebqual.

Comparing the four models from left to right inbl@4 (as macroeconomic factors,
labor market policy tools, and demographics aresssively added to the model), one sees that
unemployment rates have large and statisticallyifsognt effects but that none of the additional
blocks of variables make the effect of strong watuirements disappear. The unemployment
coefficients in Model D+PFE+YFE (which are joindignificant) imply that, if unemployment
declines by one percentage point for one year laewl teturns to its average, then the welfare
participation rate is expected to rise by 0.68rdft® years (= 0.45 + 0.20 + 0.03). This implies
a roughly two-thirds percentage point rise in wefparticipation predicted within two years for
every one percentage point rise in unemploymeomrsing the three coefficients for real GDP
growth and its two lags yields the prediction thallpwing a temporary one percentage point
increase in GDP growth, welfare participation ipeoted to fall by 0.07 percentage points
within two years (which is not statistically diggmishable from zero).

Model C+PFE+YFE adds other policy variables as ceting explanations for the
observed declines in welfare participation. Thefftoients on
logBENEFITS_SINGLE_ONECHILD are large but impredysestimated, indicating an
approximate 2 percentage-point increase in weffarécipation rates associated with a doubling
of benefit levels for single parents with one childthough the literature on benefit levels is
mixed, the benefits effects in Table 4 are constqi@though one would of course prefer greater
statistical precision) with important micro-datadings by Allen (1993), that frequency of child
birth, divorce, and welfare participation are posity associated with benefit levels. Another

important point of comparison in the benefits Bteire for interpreting coefficients in Table 5 is
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Milligan and Stabile (2007), who find that reductsowelfare benefits—which occurred in
Alberta, Manitoba, Nova Scotia, Ontario, and Prikdsvard Island—could account for 19 to 27
percent of the decline in welfare participatiorthnse provinces.

Counter to intuition, the two models in Table 5Sttimezlude asset exemption levels
(logASSET_THRESH) imply that increasing this vat@agfmaking eligibility requirements more
lenient) would be associated with reductions infarel participation rates. The effect size is
rather small, however, with a 10 percent loosewiniis eligibility requirement predicting
increases in welfare participation rates in thednadths rather than tenths of percentage points.
Estimates for effects of changes in minimum wagewamremployment insurance are large but
statistically insignificant. The negative coeféinis on logUNEMP_INS suggest that
unemployment insurance benefits function as a gutestor going onto welfare. Finally,
considering the demographic information in Tabladne of these variables were individually or
jointly significant (statistically or economically)

New Reform Strategies as a Single Policy Variable

To facilitate comparison with Kneebone and Whit@0@) and studies using US data, this
section collapses the eight new reform variablesl iis the models reported in Table 5 to a
single variable, referred to here as NEWREFORM cWhakes on the value 1 in province-years
with three or more new reform strategies in effaot] O otherwise. Five provinces are in the
treatment group as indicated by NEWREFORM, althodigting different time periods: Alberta

(March 1993-), British Columbia (January 20020ntario (September 1996- ), Prince Edward
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Island (June 1995-), and Saskatchewan (May 20(RreYyince-years not indicated on that list
comprise the control grouf.

Table 6 reports estimates only of models includithghe regressors, with three versions
varying in terms of province and year fixed effetitsModel D with no fixed effects, the effect
of NEWREFORM on welfare participation rates is mstied to be —2.49 (|t| = 4.0). After
including province and year fixed effects, the efffeize falls by more than half to —1.16 (|t| =
1.7) in Model D+PFE+YFE. Even this reduced effgze represents a 12.9 percent reduction
relative to the unconditional mean rate of welfpagticipation in the sample. Most of the
reduction in the effect size of NEWREFORM occursving from Model D to D+PFE (after
including labor market policy tools). Although efts of changes in benefit levels are once
again estimated imprecisely, from Table 6 it cacd@puted (dividing the coefficient on
NEWREFORM by the coefficient on logBENEFITS_SINGLBNECHILD) that, in order to
decrease the expected participation rate by the semount as in a province enacting
NEWREFORM, a province would have to decrease belestels by 69, 21 and 32 percent (in
Models D, D+PFE, and D+PFE+YFE, respectively).

Since a time series with a persistent long-rundigan lead to statistical anomalies that
overstate statistical significance, as a robustobesk, alternative estimates of the variables in
these models were computed using the Hodrick-Ptie@dB) filtering technique, which
separates a time series into a trend and resi@idatirick and Prescott, 1997). HP-filtered

versions of each province’s welfare participationet series, as well as all non-binary variables

3 Prince Edward Island is somewhat of an outlighat, from various accounts, its implementatiomefv reform
strategies was substantially less aggressive thtreiother four provinces. Restricting the treattrgroup to the
provinces of Alberta, British Columbia, and Ontafgsee Kneebone and White, 2009) produces an eiftexfor
NEWREFORM of -1.92 (|t| = 1.7), as shown in ModelRP-E+YFE in Table 6. Thus, when the disaggregatsd
reform variables introduced in this paper are @sal into a single variable indicating provincergesith three or
more new reform strategies in place, the empirwadlel in this paper qualitatively replicates Knesband White's
estimates.
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on the right-hand side of the model, were compatetimodels were re-estimated, which
produced the same negative coefficient on NEWREFQMR{K even larger t statistics. As
further robustness checks, models were run usifereinced data and with lagged left-hand-side
variables on the right-hand side, not once overtgythe qualitative finding of

NEWREFORM's negative effect on welfare participatiates.

New Reform Strategies’ Contribution to ObservedIDes in Welfare Participation

Table 7 compares the contributions of the four nposiminent factors - the
implementation of new reform strategies, declimethe contemporaneous and long-run
unemployment rates, and lower benefit levels xjplaning the observed decline in Canada'’s
welfare participation rate from its peak in 199¢btigh 2005

One basic question is whether the decline wasapelicy, macroeconomic fluctuations,
or something else? Table 7 indicates that theslipursued by new reform users explain about
10 percent of the decline in welfare participatitbming this period using the most conservative
model D+PFE+YFE, which is perhaps overparametettivieh fixed effects absorbing much of

the variation in participation raté%.Declines in the unemployment rate that occuresevben

39 The other factors, such as tightened eligibiléguirements and changes to the minimum wage, were n
statistically significant. This table was modebdter a table published in CEA, 1999, about the odlUS policies
in explaining post-1996 declines in US welfare jggration. Column (1) shows estimated coefficieindésn Model
D+PFE+YFE in Table 6. Column (2) shows the obsgcleange in the province-population-weighted nation
average of each right-hand-side factor (computetieé2005 observation minus the 1994 observatiof).afolumn
(3) shows the expected change in the rate of weffarticipation since 1994 based on the observadgshin a
single right-hand-side factor (holding all else @&jucomputed as the product (or sum of produdit)e
coefficient(s) in Column (1) and change(s) in XColumn (2). Column (4) translates expected deslinavelfare
participation (reported in Column (3) as changesxipected welfare participation rates in units efcgntage
points) into headcounts measuring the expected ruoftiCanadians prevented from receiving welfachgear,
attributable to changes in x on the right-hand-siche factor at a time, equal what was actuallyeolkedd from 1994
to 2005. Finally, Column (5) reports percentadeth® observed decline attributable to differemtdéas, computed
as Column (3) divided by the observed percentag# gecline in Canada’s welfare participation rate-6.4 (= 6.1
percent in 2005 minus 12.5 percent in 1994).

“0 A more stringent coding scheme for NEWREFORM cstisj of indicators for provinces with work
requirements with strong sanctions in place —ihahe provinces of Alberta, British Columbia, addtario —
explains 16 percent of the decline in welfare paétion over this period. This further reinfordhs finding from
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1994 and 2005 explain 19 percent when only conteam@mus unemployment is in the model,
and 39 percent in the contemporaneous plus twsgagification. Reductions in welfare
benefits can explain about 12 percent of the declislightly more than the adoption of new
reform strategies— although coefficients on weltagaefits in Table 6 were statistically
insignificant, even under classical assumptionsuatiee distribution of t statistics.

Kneebone and White (2009) find that new reformtsgigs in Alberta, British Columbia,
and Ontario explain 47 to 65 percent of the redwucin welfare participation in those particular
provinces between 1992 and 2003 (as opposed tmegdh Canada, in general). They also find
that changes in the unemployment rate explain dhlo 21 percent of the declines. Their
econometric model contains fewer control variabhdsch, judging from the substantially larger
effect sizes on new reform policies that apped@hé&models from Tables 5 and 6 with fewer
controls, may contribute to the larger effects thegyort. Table 7 also provides comparisons of
effect sizes on new reform strategies versus urngyn@nt rates in analogous empirical models
based on US data. Compared to the relative caiifis for Canada in Table 7, US studies
generally find that new reforms played a relativahger role than did reductions in
unemployment rates. For instance, CEA (1999) fihds policies under the PRWORA
comparable to new reform strategies accounteddouta36 percent of the decline in welfare
participation between 1996 and 1998, while the ysleyment rate accounted for only 8
percent:!

5. DISCUSSION AND INTERPRETATION

Table 5 that work requirements with strong sandiisrthe policy tool with the largest empirical @sation with
declines in welfare participation among policy effeestimated precisely enough to achieve stalsignificance.
“L|f new reform strategies have their largest effettortly after implementation, then the much naemtime
period in CEA (1999), as compared to the 13-yeapdeof decline examined here, could explain tHeedénces
between our findings and those of US studies.
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Welfare reform in Canada continues to spark coetr®yx. The aspect that this paper
intends to address concerns the descriptive questiowhether new reform strategies actually
achieved their stated goal of reducing the numb&amadians on social assistance. This paper
contributes new empirical measures of changes ifameepolicy based on province-level data
and documents published by provincial and fedevakgiment agencies. The new reform
strategies for which the coding scheme introduegé provides new empirical measures
include: work requirements with sanctions, divemsiearnings exemptions, and time limits. By
including controls for provinces' macroeconomicditions and several other frequently studied
policy tools, the econometric approach of this papelertakes to set up a “horse race” among
competing sources of variation, allowing the dateetveal which among them had the largest
associated effect sizes.

Among the different new reform strategies impleredrdt the province level, it appears
that work requirements with strong sanctions far-compliance had the largest overall effect.
Specifically, the presence of strong work requiretaés associated with a 27 percent reduction
in welfare participation, up to two-and-a-half tisnarger than the effect of work requirements
with weak sanctions. Other new reform strategaes|arge standard errors and failed to achieve
statistical significance. And, among these, oimhetlimits had a large effect size.

To answer the question posed in the introductiganging the differential effect of new
reform strategies above and beyond that of belesfs and eligibility requirements, the data
suggest that new reforms -- in particular, workuiegments with strong sanctions -- were at least
as important as, and possibly more important theghyctions in benefit levels and eligibility
requirements. New reform strategies, when codetsebaas a single variable indicating

province-years with three or more new reform sgi@ein effect, could explain about 10 percent
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of the decline in welfare participation observeimnada since 1994, roughly equal to the much
less precisely estimated effects of reductionsetfare benefit levels, which occurred in most
provinces from 1994-2005. Improving labor markatditions, as measured by provinces’
declining unemployment rates, accounted for twimtw times more of the observed reduction in
Canada's welfare participation relative than ndarre strategies did.

Contextualizing these findings is difficult givemat we do not measure the proportion of
welfare leavers who find employment or the wellrgeof welfare applicants that may be
affected by these policiéé. This highlights an important limitation of usidgta aggregated to
the province-year level, from which differentiallioy effects for vulnerable subpopulations are
unavailable. Estimating the effects of new ref@tnategies on particular subpopulations such as
immigrants (cf., Baker and Benjamin, 1995), or ksgof welfare spells among childless
welfare recipients versus those with children @B&rrett and Cragg,1998) requires micro-level
data. The new reform policy measures introduced Wl hopefully motivate further statistical
investigation using micro-data to examine how thasecy changes influenced rates of entry,

exit, and participation among different subpopoiiasi.

“2 For instance, Hughes and McCuaig (2000) provideigaary evidence about programs that send welfare
recipients to work as child care workers and expoesicern about the general availability of chéecfor those
who wish to leave welfare for work.
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Table 1: New Welfare Reform Strategies by Implementation 18&6-2005)

Work Requirements with Sanctions Diversion Earning Exemptions Time Limits
Province _Weak Strong Weak Strong
Alberta 1Jan 1991 - Feb 1993 ®Mar 1993 - “®Mar 1993 - Jan 1986 -
British Columbia 2Jan 1996 - Dec2001 Jan 2002 - *2Jan 1996 - Dec2001 Jan 2002 - *9Jan 1986 - Dec 1995 ZApr 2002 -
Manitoba SMay 1996 - Jan 1999 -
New Brunswick 4May 1995 - Jan 1996 - Dec 2004
Newfoundland
Nova Scotia °Aug 2001 - **Aug 2001 -
Ontario Hsep 1996 - *83un 1996 - Jan 1986 -
Prince Edward Island ®June 1995 - “April 1995 - Jan 1990 -
Quebec 5Jan 1990 - Sep 1994 Jan 1986 - Dec 1988
Saskatchewan "Jun 1997 - *May 2001 - Jan 1989 -

! The Supports for Independence program required veeffarticipants to look for work or obtain training, and faillarelo so resulted in sanctions (NCW, 1992). Howeverethesk
requirements had little practical effect because participants easity appeal the decision and retain benefits at least otteaimibasis while waiting for their appeals to be heard
(Jeffs, 1993). Therefore, these work requirementsaded asveak.

2 Under the BC Benefits Act welfare participants were reduearticipate in work-related activity or have their benefitsiced (NCW, 1997).

3 Through the Employment and Income Assistance progrelfane participants are required to complete an Action Plan tbatd&their work-related responsibilities (NCW, 1997).
Failure to fulfill one's Action Plan resulted in a $50 sanction, whiuld rise to $100 after six months. Since benefits ¢drenfully eliminated, these work requirements are coded as
weak.

4 Under the Family Income Security Act, welfare participantseqeired to take job training classes, perform a job searshork (NB, 1995). Otherwise, they will face a redutiio
benefits. Since benefits cannot be fully eliminated, these wegukirements are codedasak.

® Under the Social Assistance Act welfare participants areregtto look for work, attend school, or take part in job trajrelasses (PEIHSS, 2003). Penalties for noncompliance were
reportedly infrequent. Therefore, these reforms arededweak.

® The Act Respecting Income Security provided welfare pastitipwho engaged in work-related activity a bonus of roughd in additional welfare benefits (NCW, 1997). Since
benefits cannot be fully eliminated for non-participation in weileted activities, these "sanctions" are coded as weak.

" Under the Saskatchewan Assistance Plan welfare participanscaired to set forth a personal transition plan outlinintsgoal responsibilities that would lead to self-sufficiency
(Gorlick and Brethour, 1998). Penalties for noncomplianeeeweportedly infrequent. Therefore, these work reméres are coded agak .

8The Supports for Independence Program was slowly phasged favor of the Alberta Works program. Under Albaktarks welfare participants are required to participate in work
related activity or face sanctions that either reduced or elindimegeefits (AB, 2009).

° The Employment and Assistance Act, which replaces BCfBgnequires welfare participants to participate in work-relateivity or have their benefits reduced by $100 for two
months (if a family with dependent children), or eliminated etiiiéa single adult) (BC, 2002).

*The Employment Support and Income Assistance Act requizifare participants to enter an Employment Action Plan (NS3)2amhe first instance of non-compliance could be
sanctioned with a loss of benefits for 6 weeks; repeategdompliance could result in loss of eligibility to welfare.

* Under the Ontario Works program welfare participants whaat participate in mandatory work requirements will have theiefits reduced, or cancelled, for three months at the
first instance of non-compliance (ONCSS, 2008). Thistgan@creases to six months for subsequent offenses.

2 The BC Benefits Act expected welfare applicants to haveugdrall alternate sources of support before gaining atrcessifare (BC, 1999). The province was also temporarily
successful in requiring new residents to wait three montlseobecoming eligible for assistance (NCW, 1997). Finalghat-lived pilot program required some districts to subject
welfare applicants to added screening procedures. Déispite and other measures, however, the province deatedsarquestionable ability to enforce eligibility requirements, and
are thus coded ageak .

*3 Under the Employment Support and Income Assistance Attare applicants are expected to pursue all other "feasisias of assistance, such as other government support
programs like unemployment insurance benefits, child tavitsremhd the like (NS, 2008). If, after evidence provittedase workers suggest the applicant is employable, theagplic
must show some evidence of job search activity within the3fadays. If the caseworker is satisfied that sufficient gatvch has been undertaken, then the applicant can be ddmitte
onto welfare.

 The Social Assistance Act requires that welfare applicaritsftrened of, and be strongly encouraged to pursue, éthes of assistance, such as Employment Insurance and
Worker's Compensation benefits, prior to joining welfare (FEH2003).

5Under the Building Independence umbrella program welfapéicants are now processed through call centers (SK)2@&her than enroll applicants into welfare immediately,
callers are alerted to other means of support and, assaegediverted to the Jobs First program. The Job Firgtgroprovides job training services to applicants and inféiners of
local job opportunities.

16 Under the Supports for Independence program enmtglyeelfare applicants are now required to wait before gaingitare eligibility (NCW, 1997). The duration is unspecified
but applicants may be required to first attend an orientaticioselsefore attaining eligibility to welfare. In addition, casekews have the discretion to deny eligibility for employable,
single applicants (Boessenkool, 1997). Also, applicantsegréred to pursue all other forms of assistance, includinglidging their assets. Furthermore, case workers have the
discretion to use funds to meet emergency needs othethtteaigh enroliment into welfare, such as providing the costatportation for applicants who agreed to move to a
neighboring province.

" The Employment and Assistance Act requires welfare appicawait three weeks, during which they were required tacitie orientation session and perform job search before
gaining eligibility for welfare (BC, 2002). Also, applicants ar eligible for welfare unless they can show they havéeebfor two years in succession.

8 Ontario Works mandates that all welfare applicants pursue el stlurces of income before eligibility to welfare can beinbth(ONCSS, 2008). These sources include food banks,
untapped spousal support, and the liquidation of assets.aelbplicants are processed through call centers thatpliseags through a screening process. Documentation
requirements are extensive.

9 n addition to 1986-1995, British Columbia again put earnigsmptions in place (temporarily) between 2001 and 2002\(NZD02; 2003). In 2003, however, the province
eliminated all earning exemptions (NCW, 2004). Since theliareeparticipants pay 100 percent tax on all labor markeiregs.

21n 2002, British Columbia implemented a time limit stipulating thatieppts could receive benefits for a maximum of two yeatobavery five-year period (BC, 2002). Since that
time, however, twenty-five classes of individuals have baempted from such restrictions, including single parents wathild younger than three years of age.



Table 2: Changes in Welfare Participation* RatesoAgmiNon-Elderly Canadians from
1994 to 2005, by Provin

1994** 2005 Change ir
Participation Participation Percentage %@

Province Rate Rate Points =hange

Alberta 5.9 2.0 -3.9 -66.4
British Columbia 11.3 4.2 7.1 -62.8
Manitoba 9.9 6.4 -3.5 -35.3
New Brunswick 11.6 7.3 -4.4 -37.5
Newfoundland 13.5 11.1 2.4 -17.6
Nova Scotia 13.5 6.7 -6.8 -50.2
Ontario 14.9 6.3 -8.6 -57.8
Prince Edward Island 11.6 5.9 -5.7 -49.1
Quebec 12.8 8.1 -4.7 -37.0
Saskatchewan 10.0 6.2 -3.8 -37.6

* Most spells on welfare among Canadians lasttless a year. In British Columbi
for example, Barrett and Cragg (1998) found thastmeelfare spells end within three
months, and only 10 percent of welfare spellslasger than a year (mostly single

parents). By contrast, the authors note that riyugh percent of spells on welfare in
the U.S. last more than two years.

** Canada's national rate of welfare participatpaked in 1994.



Table 3: Percentage Changes in Real Welfare Berfeditn 1994 to 2005, by
Household Type*

Common Household Types
Single, No  Single Parent, Coupled, Two

Province Child One Child Children
Alberta -17.9 -8.6 -9.3
British Columbia -24.1 -18.2 -17.1
Manitoba -29.9 -6.1 -16.1
New Brunswick -16.4 4.0 12.4
Newfoundland 45.2 -0.2 5.8
Nova Scotia -28.8 -15.5 0.9
Ontario -34.4 -31.2 -30.4
Prince Edward Island -32.6 -12.7 -9.7
Quebec -10.2 -5.8 3.0

Saskatchewan -10.4 -12.3 -11.2

*The labelsingle refers to an adult living at an address with reogadults

and does not imply anything about marital or relahip status. It is possible
for a person classidied asigle to be married, unmarried, with a romantic
partner, or without, as long as those significahers do not reside at the same
address. Similarlycoupled refers to households with two adults living at the
same address. In 2005, about 61 percent of adlfare recipients (excluding
those categorized as disabled) were in the catesgglie Adult, No Child; 21
percent weraingle adults with at least one child; and about 10 pareere
coupled with dependent children (HRSDC, 2006). The threasehold types

in this table cover most welfare participants aredlthe most common
classifications, they are not exhaustive.



Table 4: Summary Statistics (N = 200%)

Variables** Min Mean Median Max Std Dev

Dependent Variable***
PARTICIPATION 1.97 8.97 894 1527 274

New Reform Strategies (Finely Coded)

WORKREQ_STRONG 0.00 0.15 0.00 1.00 0.36
WORKREQ_WEAK 0.0C 0.2¢ 0.0C 1.0C 0.44
DIVERSION_STRONC( 0.0C 0.1z 0.0 1.0C 0.34
DIVERSION_WEAK 0.0C 0.1t o0.0C 1.0C 0.3t
TIMELIMITS 0.0C 0.0z 0.0 1.0C 0.1c
logEARNINGS_THRESH 0.0C 4.4¢ 5.1 6.14 197
EARNINGS_TAX 50.0C 82.0¢ 80.0C 100.0C 16.07

New Reform Strategies (Coarse)
NEWREFORM 0.00 0.21 0.00 1.00 0.40

Macroeconomic Factors****

UNEMPLOYMENT 3.9C 10.11 9.5t 20.1C 3.74
REALGDPGROWTH -4.65 25: 241 15.6C 2.4¢
Standard Reform Tools
logBENEFITS_SINGLE_ONECHILI 9.4¢ 9.64 9.64 10.0C 0.1C
logASSET_THRESI 6.9t 8.0¢ 8.07 9.1C 0.4¢
Labor Market Policy Tools
logMINWAGE 1.7¢ 194 1.9 2.1¢ 0.0¢
logUNEMP_INS 56z 6.7C 6.66 7.9z 0.5¢
Demographics
SINGLEPARENTS 467 7.72 7.79 10.88 0.95
MIGRATION -2.37 -0.19 -0.16 1.72 0.63
DROPOUT 7.10 13.64 13.45 23.04 3.53
ELDERLY 9.71 15.48 15.85 19.11 2.04
NONPERM_RESIDENTS 0.32 3.13 247 1178 211

*200 observations are derived from 10 provincesoled at 20 points in time.

*Summary statistics for province fixed effects ayehr-specific dummy variables included
in most versions of the model are not presented. hierclusion of these indicator variables
is indicated in the presentation of regressionltesu

**PARTICIPATION is the fraction of a province's jpaolation age 64 and under receiving
welfare benefits in a particular year. Thus, PARPATION is a rate and its units are
percentage points, with a theoretical range of D0, and an empirical range of 1.97 (in
Alberta) to 15.27 (in Newfoundland).

****agged versions of the macroeconomic variable®§yEMPLOYMENT and
REALGDPGROWTH, are included in regression modetoreed later. Summary statistics
for lagged variables are not shown because laggedialagged variables have (nearly)
identical empirical distributions.



Table 5: Regression Results with Finely Coded NefoRn Strategies, with Province and Year Fixed &ffe

Variables
New Reform Strategies (Finely Coded)

WORKREQ_STRONG -2.39
WORKREQ_WEAK -1.36
DIVERSION_STRONG 0.18

DIVERSION_WEAK 1.14

TIMELIMITS -0.12
logEARNINGS_THRESH 1.27
EARNINGS_TAX 0.04
THRESH_TAX_INTERACT -0.01

Macroeconomic Factors
UNEMPLOYMENT
UNEMPLOYMENT_{t-1}
UNEMPLOYMENT_{t-2}
REALGDPGROWTH
REALGDPGROWTH_{t-1}
REALGDPGROWTH_{t-2}

Sandard Reform Tools
logBENEFITS_SINGLE_ONECHILD
logASSET_THRESH

Labor Market Policy Tools
logMINWAGE
logUNEMP_INS

Demographics
SINGLEPARENTS
MIGRATION
DROPOUT
ELDERLY
NONPERM_RESIDENTS

Constant 3.06

Province Fixed Effects Yes
Year Fixed Effects Yes

R-Squared 0.878

3.3 -2.19
2.2 -1.21
0.1 -0.02
1.4 0.83
0.1 -1.34
1.8 1.34
1.3 0.07
15 -0.02
0.45
0.20
0.03
0.00
-0.02
-0.05
1.3 -3.76
Yes
Yes
0.918

3.9
24
0.0
1.0
0.9
2.0
1.6
1.8

4.0

2.0

0.2
0.1
1.0
15

1.0

-2.48
-0.98
0.57
0.87
-2.07
1.45
0.06
-0.02

0.47
0.20
0.09
-0.02
-0.03
-0.04

1.89
-0.66

3.52
-1.83

-11.97

Yes
Yes

0.925

2.6
2.0
0.4
1.0
1.3
2.3
2.0
2.2

3.2

2.4

0.6
0.8
1.2
1.3

0.5
2.8

1.0
1.3

0.3

Estimated coefficients and absolute t values for Models:
A+PFE+YFE |t B+PFE+YFE |t C+PFE+YFE |t| D+PFE+YFE [t

-2.45
-0.97
0.45
0.87
-1.43
1.32
0.06
-0.02

0.49
0.20
0.05
-0.03
-0.04
-0.05

2.36
-0.57

2.97
-1.95

0.07
0.08
-0.05
-0.03
-0.13

-13.83

Yes
Yes

0.926

2.0
2.0
0.3
0.9
0.7
2.0
15
1.8

2.6

2.4

0.2
0.7
15
1.2

0.6
1.8

0.8
1.7

0.4
0.2
0.6
0.1
0.9

0.3




Table 6: Regression Results with New Reform StiateGoded as a Single Policy Variable, with and
without Fixed Effects

Variables D It] D+PFE [tt D+PEE+YFE [t
New Reform Strategies (Coarse)
NEWREFORM -2.49 4.0 -1.24 2.1 -1.16 1.7

Macroeconomic Factors

UNEMPLOYMENT 0.44 4.6 0.57 4.2 0.33 1.9
UNEMPLOYMENT _{t-1} 0.09 0.8 0.02 0.1 0.19 1.9
UNEMPLOYMENT _{t-2} 0.30 25 0.42 4.1 0.17 1.2

REALGDPGROWTH -0.06 1.4 -0.03 0.8 -0.01 0.4
REALGDPGROWTH_{t-1} -0.08 4.4 -0.07 35 -0.04 3.0
REALGDPGROWTH_{t-2} -0.10 4.7 -0.07 2.3 -0.05 1.0

Standard Reform Tools
logBENEFITS_SINGLE_ONECHILD 3.63 0.7 5.79 1.1 3.63 0.8
logASSET_THRESH 0.22 0.6 0.57 1.5 -0.01 0.0
Labor Market Policy Tools
logMINWAGE 471 1.6 1.88 0.5 2.33 0.7
logUNEMP_INS -2.42 3.7 -1.41 1.3 0.42 0.3
Demographics
SINGLEPARENTS 0.47 2.2 0.39 2.1 0.23 1.1
MIGRATION 0.38 1.5 0.49 1.3 0.20 0.4
DROPOUT -0.06 0.6 -0.13 1.6 -0.10 1.0
ELDERLY 0.17 1.5 0.06 0.3 -0.14 0.6
NONPERM_RESIDENTS -0.07 0.3 -0.12 0.8 -0.13 1.1
Constant -33.37 0.7 -57.61 1.3 -39.75 0.9
Province Fixed Effects No Yes Yes
Year Fixed Effects No No Yes

R-Squared 0.770 0.872 0.908




Table 7: Per-Factor Contribution* to Observed Dediin Welfare Participation, 1994-2005

(3) Expected Change in the (4) Expected Number of (5) Percentage Contribution

(1) Estimated Coefficient (2) Change in each factor Welfare Participation Rate Canadians Prevented Fromto Explaining the Observed

(B) from Model

D+PEE+YFE (Ax) from 1994 to 2005  (BAx) from 1994 to 2005,  Collecting Welfare Per Dz_'—:(?line_ in Welfare
Per Factor Year, Per Factor Participation 1994-2005
Factor (x)

New Reform Strategies -1.16 0.567 -0.66 -179,830 10.2

Decline in Unemployment 0.33 -3.656 -1.21 -331,045 18.8
Decline in Longrun Unemployment 0.69 -3.656 -2.52 -688, 39.2

Lower Benefit Levels** 3.63 -0.204 -0.74 -201,733 11.5

Other 20.3

* The relative contribution in the last column bfg table is the expected decline in welfare pgoaigon (from its peak in 1994 through 2005, giverthe third column) divided by the observed
(unconditional) decline in welfare participationrofig that same period, which was -6.4 percentaggfoColumn (1) repeats (or, in the case of Landdnemployment, Longrun GDP Growth and
Demographics, computes a simple sum of) coeffisinoim Model D+PFE+YFE in Table 6. These coeffitgeare interpreted as the expected change imtherate of welfare participation (in units
of percentage points on a zero to 100 scale) donditon a one-unit change in the right-hand-saedr. Column (2) computes the 2005-province-patpon-weighted change in each right-hand-side
factor (e.g., the 2005 province-weighted unemplaytate minus the 1994 province-weighted unemploymete = -3.656). The change in New Reform Sgiateof 0.534 is the fraction of Canadians
in 2005 living in a province with new reform strgites in place (provinces in which NEWREFORM = 1jns the fraction of Canadians in 1994 living inravince with new reform strategies in place.

Column (3) is the product of columns (1) and (€plumn (3) computes the mean Canadian provincescéad decline in its annual rate of welfare pauditton attributable to changes in the right-
hand-side factor from 1994 through 20(In Column (4), the expected number of Canadiany@er prevented from going onto welfare that ideiséed with observed changes in each x-fact
computed as the expected decline in welfare ppdimn from Column (3) translated to headcountagipopulation data from 2005 (age 64 and under}hé final column, the per-factor
contribution to explaining the observed (uncondiék) decline of -6.4 percentage points is compatethe expected decline in Column 3 divided by.-&\segative contribution implies that the
factor changed in a direction which, all else egualuld have increased welfare participation.

** Coefficient for logBENEFITS_SINGLE_ONECHILD ndtignificant at either the 90 percent or 95 percentfidence level. Contribution of tightened eliitiy requirements (proxied by
IogASSET_THRESH) omitted due to estimates not fgeither economic or statistical significance.



Figure 1: Time Paths of Welfare Participation im@da*
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* The large upward trend in Ontario welfare papation can be traced to a number of factors,
including a decision by the province to raise welfiaenefit rates every year between 1986 and
1992, as documented by the National Council of ®el{1991, 1992).





